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Name ______________________________

You will need to use information on the attached pages to answer some of the following questions and problems.  

Short-answer questions/problems

Note:  use the attached information in answering questions 1 through 6.

For questions 1 through 4, assume you are attempting to calculate Oracle’s EVA for the fiscal year ended May 31, 2003.  What would you enter for each of the following (use numbers wherever possible)?
1.  Capitalized R&D (Harnishfeger approach).

2.  Operating profit (Harnishfeger approach).

3.  Interest earned on operating cash (Harnishfeger approach).

4.  Current liabilities (Harnishfeger approach).

5.  Calculate Oracle’s gross profit margin for 2003.

6.  To what would you compare your number in #5 to draw conclusions about Oracle?

7.  In a few minutes you plan to make the first of 17 monthly deposits of $100 each into a savings account.  A year and a half from today, you plan to make the first of a series of semiannual withdrawals from the account.  You would like the withdrawals to grow by 3% per year and to continue through 8 years from today.  List the sequence of calculations that would allow you to determine how large your first withdrawal can be.  Note:  state what you are solving for in each step.
8.  What rate compounded quarterly is equivalent to 6% per year compounded continuously?

Answer questions 9 and 10 on the same graph.  Be sure to label which part of the graph answers each question.

9.  You are considering investing in T-bills, General Mills, and Dell.  Dell offers the highest expected return but has the highest risk.  T-bills are (of course) riskless but offer the lowest return.  If you put 20% of your total investment in T-bills and the best possible combination of General Mills and Dell, sketch and label the expected return and standard deviation you can expect from your investment.  
10.  If the correlation between General Mills and Dell rises, show and briefly explain whether you are better off, worse off, or indifferent.

Problems/Essays

1.  You are considering investing in a new type of no par, deferred debt security that will be issued by Dell.  It will make semi-annual coupon payments of $300 each but the first payment would not be made until 1 years and 8 months from today.  Semi-annual payments would continue through 6 years and 2 months from today.  You estimate that the beta on this new bond is 0.25.  If you estimate that the required return on the stock market is 11% and that the return on T-bills is 1.05%, what is the value of this security today?
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2.  Assume you have collected return information on Exxon-Mobil, Disney, and the Standard & Poor’s 500 for the past four years as follows:


Return on:  

Year
Exxon-Mobil
Disney
S&P500
2003
+26%
+58%
+36%

2002
-15%
-25%
-24%

2001
+5%
-25%
-11%

2000
+12%
-8%
-9%

a.  Assume you believe that the past 4 years are representative, what is your best estimate of the expected return on Exxon-Mobil and on Disney for 2004?

b.  What is your best estimate of the expected return for 2004 on a portfolio containing $20,000 of Exxon-Mobil and $30,000 of Disney?

c.  Assume the standard deviation of returns for Exxon-Mobil was 17.1% over the past 4 years and that the standard deviation of returns on Disney was 39.49% over the past 4 years.  What is your best estimate of the correlation between the returns on Exxon-Mobil and Disney?

d.  Assume that the correlation between Disney and Eli Lilly is +0.23.  Would you expect to achieve more diversification by combining Disney with Exxon-Mobil or with Eli Lilly?

Additional information on Oracle Corporation:

Research & Development spending prior to 2001:  2000 = 1010; 1999 = 841; 1998 = 719; 1997 = 555; 1996 = 389; 1995 = 261; 1994 = 197; 1993 = 146; 1992 = 111

ORACLE CORPORATION 
CONSOLIDATED STATEMENTS OF CASH FLOWS 
For the Years Ended May 31, 2003, 2002 and 2001 

[material deleted]
	
	  
	Year Ended May 31, 

	
	

	(in millions) 
	  
	2003 

	
	
	2002 

	
	
	2001 

	
	

	
	  
	
	
	
	
	
	
	
	
	
	
	
	

	Supplemental schedule of cash flow data: 
	  
	
	
	
	
	
	
	
	
	
	
	
	

	Cash paid for income taxes 
	  
	$ 
	1,149 
	
	
	$ 
	1,000 
	
	
	$ 
	2,400 
	
	

	Cash paid for interest 
	  
	$ 
	20 
	
	
	$ 
	20 
	
	
	$ 
	24 
	
	


ORACLE CORPORATION 
CONSOLIDATED STATEMENTS OF OPERATIONS 
For the Years Ended May 31, 2003, 2002 and 2001 
	
	  
	Year Ended May 31, 

	
	

	(in millions, except per share data) 
	  
	2003 

	
	
	2002 

	
	
	2001 

	
	

	Revenues: 
	  
	
	
	
	
	
	
	
	
	
	
	
	

	New software licenses and other 
	  
	$ 
	3,270 
	
	
	$ 
	3,513 
	
	
	$ 
	4,707 
	
	

	Software license updates and product support 
	  
	
	3,929 
	
	
	
	3,540 
	
	
	
	3,301 
	
	

	Services 
	  
	
	2,276 
	
	
	
	2,620 
	
	
	
	2,953 
	
	

	
	  
	
	
	
	
	
	
	
	
	
	
	
	

	Total revenues 
	  
	
	9,475 
	
	
	
	9,673 
	
	
	
	10,961 
	
	

	
	  
	
	
	
	
	
	
	
	
	
	
	
	

	Operating expenses: 
	  
	
	
	
	
	
	
	
	
	
	
	
	

	Sales and marketing 
	  
	
	2,072 
	
	
	
	2,209 
	
	
	
	2,691 
	
	

	Software license updates and product support 
	  
	
	474 
	
	
	
	462 
	
	
	
	551 
	
	

	Cost of services 
	  
	
	1,868 
	
	
	
	1,944 
	
	
	
	2,346 
	
	

	Research and development 
	  
	
	1,180 
	
	
	
	1,076 
	
	
	
	1,139 
	
	

	General and administrative 
	  
	
	441 
	
	
	
	411 
	
	
	
	457 
	
	

	
	  
	
	
	
	
	
	
	
	
	
	
	
	

	Total operating expenses 
	  
	
	6,035 
	
	
	
	6,102 
	
	
	
	7,184 
	
	

	
	  
	
	
	
	
	
	
	
	
	
	
	
	

	Operating income 
	  
	
	3,440 
	
	
	
	3,571 
	
	
	
	3,777 
	
	

	
	  
	
	
	
	
	
	
	
	
	
	
	
	

	Net investment losses related to equity securities 
	  
	
	(111 
	) 
	
	
	(244 
	) 
	
	
	(17 
	) 
	

	Other income, net: 
	  
	
	
	
	
	
	
	
	
	
	
	
	

	Interest income 
	  
	
	129 
	
	
	
	166 
	
	
	
	289 
	
	

	Interest expense 
	  
	
	(16 
	) 
	
	
	(20 
	) 
	
	
	(24 
	) 
	

	Other 
	  
	
	(17 
	) 
	
	
	(65 
	) 
	
	
	(54 
	) 
	

	
	  
	
	
	
	
	
	
	
	
	
	
	
	

	Total other income, net 
	  
	
	96 
	
	
	
	81 
	
	
	
	211 
	
	

	
	  
	
	
	
	
	
	
	
	
	
	
	
	

	Income before provision for income taxes 
	  
	
	3,425 
	
	
	
	3,408 
	
	
	
	3,971 
	
	

	Provision for income taxes 
	  
	
	1,118 
	
	
	
	1,184 
	
	
	
	1,410 
	
	

	
	  
	
	
	
	
	
	
	
	
	
	
	
	

	Net income 
	  
	$ 
	2,307 
	
	
	$ 
	2,224 
	
	
	$ 
	2,561 
	
	

	
	  
	
	
	
	
	
	
	
	
	
	
	
	

	Earnings per share: 
	  
	
	
	
	
	
	
	
	
	
	
	
	

	Basic 
	  
	$ 
	0.44 
	
	
	$ 
	0.40 
	
	
	$ 
	0.46 
	
	

	
	  
	
	
	
	
	
	
	
	
	
	
	
	

	Diluted 
	  
	$ 
	0.43 
	
	
	$ 
	0.39 
	
	
	$ 
	0.44 
	
	

	
	  
	
	
	
	
	
	
	
	
	
	
	
	

	Weighted average common shares outstanding: 
	  
	
	
	
	
	
	
	
	
	
	
	
	

	Basic 
	  
	
	5,302 
	
	
	
	5,518 
	
	
	
	5,597 
	
	

	
	  
	
	
	
	
	
	
	
	
	
	
	
	

	Diluted 
	  
	
	5,418 
	
	
	
	5,689 
	
	
	
	5,865 
	
	

	
	  
	
	
	
	
	
	
	
	
	
	
	
	


ORACLE CORPORATION 
CONSOLIDATED BALANCE SHEETS 
As of May 31, 2003 and 2002 
	
	  
	May 31, 

	
	

	(in millions, except per share data) 
	  
	2003 

	  
	2002 

	
	

	ASSETS 
	  
	
	
	  
	
	
	
	

	Current assets: 
	  
	
	
	  
	
	
	
	

	Cash and cash equivalents 
	  
	$ 
	4,737 
	  
	$ 
	3,095 
	
	

	Short-term investments 
	  
	
	1,782 
	  
	
	2,746 
	
	

	Trade receivables, net of allowances of $376 as of May 31, 2003 
	  
	
	
	  
	
	
	
	

	and $413 as of May 31, 2002 
	  
	
	1,920 
	  
	
	2,036 
	
	

	Other receivables 
	  
	
	301 
	  
	
	293 
	
	

	Deferred tax assets 
	  
	
	381 
	  
	
	452 
	
	

	Prepaid expenses and other current assets 
	  
	
	106 
	  
	
	106 
	
	

	
	  
	
	
	  
	
	
	
	

	Total current assets 
	  
	
	9,227 
	  
	
	8,728 
	
	

	Investments in debt securities 
	  
	
	233 
	  
	
	406 
	
	

	Property, net 
	  
	
	1,062 
	  
	
	987 
	
	

	Deferred tax assets 
	  
	
	197 
	  
	
	233 
	
	

	Intangible and other assets 
	  
	
	345 
	  
	
	446 
	
	

	
	  
	
	
	  
	
	
	
	

	Total assets 
	  
	$ 
	11,064 
	  
	$ 
	10,800 
	
	

	
	  
	
	
	  
	
	
	
	

	LIABILITIES AND STOCKHOLDERS’ EQUITY 
	  
	
	
	  
	
	
	
	

	Current liabilities: 
	  
	
	
	  
	
	
	
	

	Accounts payable 
	  
	$ 
	228 
	  
	$ 
	228 
	
	

	Current portion of long-term debt 
	  
	
	153 
	  
	
	—   
	
	

	Income taxes payable 
	  
	
	891 
	  
	
	1,091 
	
	

	Value added tax and sales tax payable 
	  
	
	166 
	  
	
	155 
	
	

	Accrued compensation and related benefits 
	  
	
	454 
	  
	
	458 
	
	

	Other accrued liabilities 
	  
	
	857 
	  
	
	787 
	
	

	Deferred revenues 
	  
	
	1,409 
	  
	
	1,241 
	
	

	
	  
	
	
	  
	
	
	
	

	Total current liabilities 
	  
	
	4,158 
	  
	
	3,960 
	
	

	Notes payable and long-term debt, net of current portion 
	  
	
	175 
	  
	
	298 
	
	

	Deferred tax liabilities 
	  
	
	186 
	  
	
	204 
	
	

	Other long-term liabilities 
	  
	
	225 
	  
	
	221 
	
	

	Commitments and contingencies 
	  
	
	
	  
	
	
	
	

	Stockholders’ equity: 
	  
	
	
	  
	
	
	
	

	Preferred stock, $0.01 par value per share—authorized: 1.0 shares; 

outstanding: none 
	  
	
	—   
	  
	
	—   
	
	

	Common stock, $0.01 par value per share and additional paid in capital— 
	  
	
	
	  
	
	
	
	

	authorized: 11,000 shares; outstanding: 5,233 shares at May 31, 2003 
	  
	
	
	  
	
	
	
	

	and 5,431 shares at May 31, 2002 
	  
	
	5,101 
	  
	
	5,029 
	
	

	Retained earnings 
	  
	
	1,092 
	  
	
	1,210 
	
	

	Accumulated other comprehensive income (loss) 
	  
	
	127 
	  
	
	(122 
	) 
	

	
	  
	
	
	  
	
	
	
	

	Total stockholders’ equity 
	  
	
	6,320 
	  
	
	6,117 
	
	

	
	  
	
	
	  
	
	
	
	

	Total liabilities and stockholders’ equity 
	  
	$ 
	11,064 
	  
	$ 
	10,800 
	
	

	
	  
	
	
	  
	
	
	
	


