Key to Exam I; F4360; Spring, 2003; 2:00 Class; page 1 of 5
You will need to use information on the attached pages to answer some of the following questions and problems.  

Short-answer questions/problems

1.  Assume your bank pays an interest rate of 1.5% per year compounded continuously.  What is the effective rate per month on this account?
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2.  Assume that 5 months from today, you plan to make the first of 7 equal monthly deposits of $150 each into a savings account.  Two years and 6 months from today, you plan to make the first of a series of monthly withdrawals from this account.  You want to be able so make similar monthly withdrawals from the account forever.  List the sequence of calculations (including what you would solve for) that you would need to make in order to solve for your first withdrawal.

Future value of an annuity, future value of lump sum, present value of perpetuity (solve for payment).

3.  You have just set up an account that will allow you to make quarterly withdrawals that grow by 1.5% each.  If you plan for your first withdrawal to be $200, how large will be your 4th withdrawal?
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4.  Assume you want to determine the average amount of time it takes Sun Microsystems’ to collect its receivables.  What is the name of the ratio you would calculate?  Calculate this ratio for fiscal year 2002.
Average collection period = 
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5.  To what would you compare the number you calculated in short-answer 4 above?
Industry average, historical ACPs for Sun, credit terms.

6.  What does a firm’s inventory turnover reveal about the firm?
Number of times sell inventory in a year.

7.  Ratios are based on accounting numbers.  List two reasons that this makes it difficult to draw conclusions about a firm based on ratios.  

Two of:  accrual not cash flow, cost not value, sensitive to accounting method used.

8.  What is Sun Microsystems’ basic EVA for fiscal year 2002 if its cost of capital is 8%?

-1572.04 = (-587 + 58) - .08(18,181 – (5146 – 3))

9.  Very briefly explain how EVA corrects for the violation of the time value of money by accrual accounting.
Charges interest on any net spending shifted into the future.
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10.  When we calculate a firm’s cost of capital so that we can determine its EVA, how do we determine rf when calculating the firm’s cost of equity capital?
Return on a 30-year Treasury Strip.

Problems/Essays

1.  You have just deposited $240,000 into a savings account that pays an interest rate of 6% per year compounded monthly.  Beginning 2 months from today, you plan to make the first of a series of quarterly withdrawals from this account.  You plan for your withdrawals to increase by 0.3% each, and you plan to continue your withdrawals through 3 years and 5 months from today.  How large can you make your first withdrawal?

[image: image6.wmf](

)

005

.

12

06

.

12

1

=

=

r



[image: image7.wmf](

)

(

)

01508

.

1

005

.

1

3

4

1

=

-

=

r



[image: image8.wmf]97

.

805

,

238

005

.

1

1

000

,

240

1

1

=

÷

ø

ö

ç

è

æ

=

-

mo

V



[image: image9.wmf]÷

÷

ø

ö

ç

ç

è

æ

÷

ø

ö

ç

è

æ

-

÷

ø

ö

ç

è

æ

-

=

14

1

01508

.

1

003

.

1

1

003

.

01508

.

97

.

805

,

238

C

=> C1 = 18,693.56
2.  Assume you want to calculate Sun Microsystems’ EVA for Fiscal Year 2002 using the Harnischfeger approach.  What would you use for Capital?

Operating cash
1472


Receivables
2955


Inventory
1049

Other Current Assets
969

P&E
2697


Intangible Assets
2311
= 2126+185

Capitalized R&D
4648
= 2016+.8(1630)+.6(1262)+.4(1014)+.2(826)

Other Assets
927


less: current liab.
-5143
=-(5146-3)

Capital
11,885
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Other Information from Sun Microsystems’ Financial Statements.

1.  Other Income, net

   (dollars in millions)

                                                             2002      Change       2001      Change      2000    

                               Interest income             $  243      (40.0)%   $   405        62.0%   $  250    

                               Interest expense               (58 )    (42.0)%      (100 )      19.0%      (84 )  

                               Gain on marketable debt                                                            

                                securities                    114        96.6%       58         13.5%      4      

                               Other income, net           $  299      (17.6)%   $   363       113.5%   $  170    

                                Percentage of net                                                                 

                                 revenues                     2.4 %    0.4 pts       2.0 %    0.9 pts      1.1 %  

2.  Research and Development expenses prior to 2000 (note:  %  gives research and development as a percentage of revenues):  
Years Ended June 30,                    1999              1998             1997              1996             1995      

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

                                   Dollars     %     Dollars     %    Dollars     %      Dollars      %   Dollars      %

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

Research and development            1,262    10.8     1,014    10.4      826     9.6       653     9.2      563     9.5

3.  Supplemental disclosures of cash flow information:                                                     

                                                                                          Fiscal Years Ended June 30,       

                                                                                       2002          2001          2000     

                       Cash paid during the year for:                                                                       

                        Interest                                                    $    115     $     114     $     53     

                        Income taxes                                                $    93      $     434     $     276    

4.  Deferred and prepaid tax assets consist almost entirely of deferred tax assets for 2001 and 2002.
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   SUN MICROSYSTEMS, INC.






   CONSOLIDATED STATEMENTS OF OPERATIONS






  (in millions, except per share amounts)

                                                                                         Fiscal Years Ended June 30,        

                                                                                       2002          2001          2000     

                     Net revenues:                                                                                          

                       Products                                                    $   9,093     $  15,015     $  13,421    

                       Services                                                        3,403         3,235         2,300    

                        Total net revenues                                            12,496        18,250        15,721    

                     Cost of sales:                                                                                         

                       Cost of sales-products                                          5,506         7,961         6,096    

                       Cost of sales-services                                          2,074         2,080         1,453    

                        Total cost of sales                                            7,580        10,041         7,549    

                        Gross margin                                                   4,916         8,209         8,172    

                     Operating expenses:                                                                                    

                       Research and development                                        1,832         2,016         1,630    

                       Selling, general and administrative                             3,812         4,445         4,065    

                       Restructuring charges                                             517           75            --     

                       Goodwill amortization                                             --            285           72     

                       Purchased in-process research and development                     3             77            12     

                        Total operating expenses                                       6,164         6,898         5,779    

                        Operating income (loss)                                       (1,248 )       1,311         2,393    

                     Gain (loss) on equity investments, net                              (99 )         (90 )         208    

                     Interest income                                                     243           405           250    

                     Interest expense                                                    (58 )        (100 )         (84 )  

                     Gain on marketable debt securities                                  114           58            4      

                      Income (loss) before income taxes and cumulative effect of      (1,048 )       1,584         2,771    

             


change in accounting principle                                                                                 

                     Provision (benefit) for income taxes                               (461 )         603           917    

                      Income (loss) before cumulative effect of change in               (587 )         981         1,854    

             


accounting principle                                                                                           

                     Cumulative effect of change in accounting principle, net            --            (54 )         --     

                     Net income (loss)                                             $    (587 )   $     927     $   1,854    
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   SUN MICROSYSTEMS, INC.







CONSOLIDATED BALANCE SHEETS






      (in millions, except par values)

                                                                                                          June 30,          

                                                                                                     2002          2001     

                                                           ASSETS                                                           

                     Current assets:                                                                                        

                      Cash and cash equivalents                                                  $   2,024     $   1,472    

                      Short-term marketable debt securities                                            861           387    

                      Accounts receivable, net of bad debt reserves of $114 million in 2002 and                             

            
        $111 million in 2001                                                          2,745         2,955    

                      Inventories                                                                      591         1,049    

                      Deferred and prepaid tax assets                                                  709         1,102    

                      Prepaid expenses and other current assets                                        847           969    

                       Total current assets                                                          7,777         7,934    

                     Property, plant and equipment, net                                              2,453         2,697    

                     Long-term marketable debt securities                                            2,979         4,312    

                     Goodwill                                                                        2,182         2,126    

                     Other acquisition-related intangible assets, net                                  104           185    

                     Other non-current assets, net                                                   1,027           927    

                                                                                                 $  16,522     $  18,181    

                                            LIABILITIES AND STOCKHOLDERS' EQUITY                                            

                     Current liabilities:                                                                                   

                      Current portion of long-term debt and short-term borrowings                $     205     $       3      

                      Accounts payable                                                               1,044         1,050    

                      Accrued payroll-related liabilities                                              538           517    

                      Accrued liabilities                                                            1,201         1,435    

                      Deferred revenues and other                                                    1,785         1,827    

                      Warranty reserve                                                                 284           314    

                       Total current liabilities                                                     5,057         5,146    

                     Long-term debt                                                                  1,449         1,565    

                     Deferred income taxes                                                             --            744    

                     Other non-current obligations                                                     215           140    

                     Commitments and contingencies                                                                          

                     Stockholders' equity:                                                                                  

                      Preferred stock, $0.001 par value, 10 shares authorized (1 share of which        --            --     

             

has been designated as Series A Preferred participating stock); no shares issued                               

             

and outstanding                                                                                                

                      Common stock and additional paid-in-capital, $0.00067 par value, 7,200                                

             

shares authorized; issued and outstanding: 3,537 shares in 2002 and 3,536 shares                               

             

in 2001.                                                                      6,485         6,238    

                      Treasury stock, at cost: 303 shares in 2002 and 288 shares in 2001.           (2,905 )      (2,435 )  

                      Unearned equity compensation                                                     (46 )         (73 )  

                      Retained earnings                                                              6,298         6,885    

                      Accumulated other comprehensive loss                                             (31 )         (29 )  

                       Total stockholders' equity                                                    9,801        10,586    

                                                                                                 $  16,522     $  18,181     
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