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Name ______________________________

Short answer questions/problems

1.  You have just deposited money into an account that pays an interest rate of 1.45% per year compounded daily.  If you deposit $1,000 into this account, how much will be there in the account at the end of the day tomorrow (Note:  tomorrow is the first day in which you earn interest on your account)?
2.  A month from today, you plan to make the first of four equal quarterly deposits into a savings account.  Two years from today, you plan to make the first of 5 semiannual withdrawals from this account.  You plan for the first withdrawal to equal $1,000 and for each subsequent withdrawal to increase by 1% each.  What sequence of calculations would allow you to figure out how large your deposits have to be?   Note:  be sure to specify what you are solving for.  (Example:  present value of a single sum, future value of an annuity where solve for number of payments).

3.  You have just purchased a security that will pay you $1 a year from today.  After this initial payment, you will continue to receive annual payments that increase by 5% per year and which continue forever.  List the equation you would use to solve for the value of this security today (no calculations needed…just give the equation).

Assume you were calculating the EVA for Pepsico for the year ended December 29, 2001 using the Harnischfeger approach.  Based on the attached information on Pepsico, what numbers would you use for the following items (questions 4 through 6)?

4.  Operating cash
5.  Capitalized R&D
6.  Cash taxes
Answer questions 7 through 10 using the attached information on Pepsico
7.  What is Pepsico’s average collection period for 2001?

8.  To what should you compare the number you calculated in #7 above?

9.  Could it be possible for Pepsico’s average collection period to be too low?  Briefly explain.
10.  List the ratios you would calculate to determine whether Pepsico has too much debt?
Problems/Essays

1.  Products & Gunk (P&G) Inc. is considering building a new facility at a cost of $300 million.  P&G’s cost of capital for the firm is 11% per year and the risk of the facility is about the same as the firm’s existing assets.  The facility is expected to have a life of 2 years and will be depreciated annually on a straight-line basis over this 2-year life.  
Note:  Calculations are required for each part below.

a.  How will the cost of the facility be recognized for accrual accounting purposes?

b.  Demonstrate that the cost recognized for accrual accounting purposes is not equivalent to the $300 million actually spent today.  
c.  With accrual accounting, how much of the facility’s cost that were incurred at year 0 (today) have not been recognized by the end of year 0 (today), the end of year 1, and the end of year 2?

d.  How much interest cost would be assigned to the factory in years 1 and 2 through EVA’s capital charge?

e.  What is the total cost recognized for this facility in years 1 and 2 by EVA?
f.  Demonstrate that the costs recognized by EVA are equivalent to the $300 million actually spent today.  
 2.  You have just deposited $250,000 into a savings account that pays an interest rate of 1.51% per year compounded monthly.  You plan to make semiannual withdrawals from this account starting 1 year and 2 months from today and plan for your withdrawals to shrink by 3% each.  You plan to make your final withdrawal 4 years and 2 months from today.  How large will be the second withdrawal from your account?
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Other information from Pepsico’s financial statements:

1.  Research and Development Costs

Research and development costs are expensed in the year incurred. Research and development costs were $206 million in 2001, $207 million in 2000, $187 million in 1999, $158 million in 1998, $162 million in 1997, $143 million in 1996, $140 million in 1995, and $137 million in 1994.
2.  Supplemental Cash Flow Information

                                                         2001       2000       1999 

Interest paid........................................ $   159    $   226    $   384

Income taxes paid.................................... $   857    $   876    $   689

Acquisitions:

Fair value of assets acquired........................ $   604    $    80    $   717

Cash paid and stock issued...........................    (432)       (98)      (438)

                                                      --------   --------   --------

Liabilities assumed.................................. $   172    $   (18)   $   279
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Consolidated Statement of Income

(in millions except per share amounts)

PepsiCo, Inc. and Subsidiaries

Fiscal years ended December 29, 2001, December 30, 2000 and December 25, 1999

                                                         2001       2000       1999 

Net Sales

New PepsiCo.......................................... $26,935    $25,479    $22,970

Bottling operations..................................       -           -      2,123

                                                      --------   --------   --------

Total Net Sales......................................  26,935     25,479     25,093

Costs and Expenses

Cost of sales........................................  10,754     10,226     10,326

Selling, general and administrative expenses.........  11,608     11,104     11,018

Amortization of intangible assets....................     165        147        193

Merger-related costs.................................     356          -          -

Other impairment and restructuring charges...........      31        184         73

                                                      --------   --------   --------

Total Costs and Expenses.............................  22,914     21,661     21,610

Operating Profit

New PepsiCo..........................................   4,021      3,818      3,430

Bottling operations and equity investments...........       -           -         53

                                                      --------   --------   --------

Total Operating Profit...............................   4,021      3,818      3,483

Bottling equity income and transaction gains/

  (losses), net......................................     160        130      1,083

Interest expense.....................................    (219)      (272)      (421)

Interest income......................................      67         85        130

                                                      --------   --------   --------

Income Before Income Taxes...........................   4,029      3,761      4,275

Provision for Income Taxes...........................   1,367      1,218      1,770

                                                      --------   --------   --------

Net Income...........................................  $2,662     $2,543     $2,505

                                                      ========   ========   ========
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Consolidated Balance Sheet

(in millions except per share amounts)

PepsiCo, Inc. and Subsidiaries

December 29, 2001 and December 30, 2000

                                                                  2001         2000 

ASSETS

Current Assets

Cash and cash equivalents....................................  $   683      $ 1,038

Short-term investments, at cost..............................      966          467

                                                               --------     --------

                                                                 1,649        1,505

Accounts and notes receivable, net...........................    2,142        2,129

Inventories..................................................    1,310        1,192

Prepaid expenses and other current assets....................      752          791

                                                               --------     --------

     Total Current Assets....................................    5,853        5,617

Property, Plant and Equipment, net...........................    6,876        6,558

Intangible Assets, net.......................................    4,841        4,714

Investments in Unconsolidated Affiliates.....................    2,871        2,979

Other Assets.................................................    1,254          889

                                                               --------     --------

          Total Assets.......................................  $21,695      $20,757

                                                               ========     ========

LIABILITIES AND SHAREHOLDERS' EQUITY

Current Liabilities

Short-term borrowings........................................  $   354      $   202

Accounts payable and other current liabilities...............    4,461        4,529

Income taxes payable.........................................      183           64

                                                               --------     --------

     Total Current Liabilities...............................    4,998        4,795

Long-Term Debt...............................................    2,651        3,009

Other Liabilities............................................    3,876        3,960

Deferred Income Taxes........................................    1,496        1,367

Preferred Stock, no par value................................       26           49

Deferred Compensation - preferred ...........................        -           (27)

Common Shareholders' Equity

Common stock, par value 1 2/3(cent)per share (issued 1,782 

 and 2,029 shares, respectively) ............................       30           34

Capital in excess of par value...............................       13          375

Deferred compensation........................................        -           (21)

Retained earnings............................................   11,519       16,510

Accumulated other comprehensive loss.........................   (1,646)      (1,374)

                                                              ---------     --------

                                                                 9,916       15,524

Less:  repurchased common stock, at cost

  (26 and 280 shares, respectively)..........................   (1,268)      (7,920)

                                                              ---------     ---------

     Total Common Shareholders' Equity.......................    8,648        7,604

                                                              ---------     ---------

          Total Liabilities and Shareholders' Equity.........  $21,695      $20,757

                                                              =========     =========

