Key to Exam 1; Finance 4360; Fall 2006


Note:  For all problems requiring calculations, set up but do not solve anything.  “Set up” means write down the appropriate equation and plug in as many numbers as possible.  For multi-step problems, you should refer back to previous steps.
Bonus:  What Excel short-cut is “used to italicize a selection”?  Ctrl + I
Short answer questions/problems

Notes:  
1)  If you write more than a couple of sentences on a short-answer question, you are likely writing too much.

2)  To answer some of the questions about FedEx, you will need to use information starting on page 2.

1.  Calculate FedEx’s Times Interest Earned for 2006.  
Set up:  
[image: image1.wmf]142

142

1093

1806

+

+


Solution:  21.42

2.  What would a low and falling Cash Coverage Ratio reveal about a firm?  

The firm may have difficulty having enough cash to make interest payments.
3.  Calculate FedEx’s capital charge if their cost of capital is 6.59% and you plan to use the result to determine FedEx’s Basic EVA for the year ended May 31, 2006.  
Set up:  (20,404 – (4734 – 369))(.0659)

Solution:  1056.97

4.  Calculate “Goodwill amortization or impairment” if you wanted to use the result to determine FedEx’s EVA for the year ended May 31, 2006 using the Harnischfeger approach.
$0

5.  Assume that Hewitt-Packing Co. (HP) buys $50,000 of inventory that it will sell a year from today.  Assume also that HP’s supplier will not require it to pay for the inventory until it sells the merchandise a year from today.  Will accrual accounting for this transaction violate the time value of money?  How will EVA reflect whether or not there is a violation?  Note:  It would be possible to write a lot when answering this question...avoid that temptation.  The first question can be answered “yes” or “no” and the second can be answered in around 3 to 5 words.
No.  Capital will equal $0.

Use the following information to answer short-answer questions 6 and 7

Assume that you plan to make a single deposit today into a savings account that would allow you to make a series of annual withdrawals from a savings account.  You want your first withdrawal to equal $100,000 and you want each subsequent withdrawal to be 5% larger than the previous one.  Your first withdrawal would occur 4 years and 5 months from today and your final withdrawal would occur 15 years and 5 months from today. 
6.  List the sequence of steps or calculations that would allow you to solve for how much you will have to deposit today.  You do not need to list equations, just the name of each step.
Present value of a growing annuity, present value of a lump sum.

7.   What would you use for “t” or “n” in each of your steps.  Assume you use the same rate for all steps.
12, 
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Problems/Essays

2.  You have just withdrawn $2370.05 from a savings account that pays you a rate of 4.5% per year compounded monthly.  This is the 3rd in a series of monthly withdrawals that will grow by 0.1% each and continue forever (you will leave the balance to charity when you die).  This account is being funded by the sale of a business you started in high school.  The buyer is making 9 equal quarterly deposits into the account with the first deposit occurring just before (on the same day that) you made your first withdrawal from the account.  Calculate how large each deposit is that the buyer is making into your account.
Set up:  
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    Note:  This is the final step in which you solve for D
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Solve:  
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Additional information for FedEx:
Note:  the following have been edited from the original filings.

1)  FedEx Corporation (“FedEx”) provides a broad portfolio of transportation, e-commerce and business services through companies operating independently, competing collectively and managed collaboratively, under the respected FedEx brand. These companies are included in four reportable business segments:  FedEx Express,        FedEx Ground, FedEx Freight, and FedEx Kinko’s.
2)  CASH EQUIVALENTS.   Cash in excess of current operating requirements are invested in short-term, interest-bearing instruments with maturities of three months or less at the date of purchase and are stated at cost, which approximates market value.

3)  SPARE PARTS, SUPPLIES AND FUEL.   Spare parts are reported at weighted-average cost. Supplies and fuel are reported at standard cost, which approximates actual cost on a first-in, first-out basis. Allowances for obsolescence are provided, over the estimated useful life of the related aircraft and engines, for spare parts expected to be on hand at the date the aircraft are retired from service, and for spare parts currently identified as excess or obsolete. These allowances are based on management estimates, which are subject to change.

4)  Goodwill.   We have approximately $2.8 billion of goodwill in our balance sheet resulting from the acquisition of businesses, which includes approximately $1.8 billion from our acquisition of FedEx Kinko’s in 2004. Because the fair value of each of our reporting units exceeded its carrying value, including goodwill, no impairment charge was necessary.

5)  NOTE 15: SUPPLEMENTAL CASH FLOW INFORMATION

Cash paid for interest expense and income taxes for the years ended May 31 was as follows (in millions):

	 
	 
	2006
	 
	2005
	 
	2004
	 

	Interest (net of capitalized interest)
	 
	$
	145
	 
	$
	162
	 
	$
	151
	 

	Income taxes
	 
	880
	 
	824
	 
	364
	 


FEDEX CORPORATION

 CONSOLIDATED BALANCE SHEETS

 (IN MILLIONS)

ASSETS

	 
	 
	May 31,
	 

	 
	 
	2006
	 
	2005
	 

	CURRENT ASSETS
	 
	 
	 
	 
	 

	Cash and cash equivalents
	 
	$
	1,937
	 
	$
	1,039
	 

	Receivables, less allowances of $144 and $125
	 
	3,516
	 
	3,297
	 

	Spare parts, supplies and fuel, less

 allowances of $150 and $142
	 
	308
	 
	250
	 

	Deferred income taxes
	 
	539
	 
	510
	 

	Prepaid expenses and other
	 
	164
	 
	173
	 

	Total current assets
	 
	6,464
	 
	5,269
	 

	PROPERTY AND EQUIPMENT, AT COST
	 
	 
	 
	 
	 

	Aircraft and related equipment
	 
	8,611
	 
	7,610
	 

	Package handling and ground support equipment
	 
	3,558
	 
	3,366
	 

	Computer and electronic equipment
	 
	4,331
	 
	3,893
	 

	Vehicles
	 
	2,203
	 
	1,994
	 

	Facilities and other
	 
	5,371
	 
	5,154
	 

	 
	 
	24,074
	 
	22,017
	 

	Less accumulated depreciation and amortization
	 
	13,304
	 
	12,374
	 

	Net property and equipment
	 
	10,770
	 
	9,643
	 

	OTHER LONG-TERM ASSETS
	 
	 
	 
	 
	 

	Goodwill
	 
	2,825
	 
	2,835
	 

	Prepaid pension cost
	 
	1,349
	 
	1,272
	 

	Intangible and other assets
	 
	1,282
	 
	1,385
	 

	Total other long-term assets
	 
	5,456
	 
	5,492
	 

	 
	 
	$
	22,690
	 
	$
	20,404
	 


 

The accompanying notes are an integral part of these consolidated financial statements.
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FEDEX CORPORATION

 CONSOLIDATED BALANCE SHEETS

 (IN MILLIONS, EXCEPT SHARE DATA)

LIABILITIES AND STOCKHOLDERS’ INVESTMENT

	 
	 
	May 31,
	 

	 
	 
	2006
	 
	2005
	 

	CURRENT LIABILITIES
	 
	 
	 
	 
	 

	Current portion of long-term debt
	 
	$
	850
	 
	$
	369
	 

	Accrued salaries and employee benefits
	 
	1,325
	 
	1,275
	 

	Accounts payable
	 
	1,908
	 
	1,739
	 

	Accrued expenses
	 
	1,390
	 
	1,351
	 

	Total current liabilities
	 
	5,473
	 
	4,734
	 

	LONG-TERM DEBT, LESS CURRENT PORTION
	 
	1,592
	 
	2,427
	 

	OTHER LONG-TERM LIABILITIES
	 
	 
	 
	 
	 

	Deferred income taxes
	 
	1,367
	 
	1,206
	 

	Pension, postretirement healthcare and other benefit obligations
	 
	944
	 
	828
	 

	Self-insurance accruals
	 
	692
	 
	621
	 

	Deferred lease obligations
	 
	658
	 
	532
	 

	Deferred gains, principally related to aircraft transactions
	 
	373
	 
	400
	 

	Other liabilities
	 
	80
	 
	68
	 

	Total other long-term liabilities
	 
	4,114
	 
	3,655
	 

	COMMITMENTS AND CONTINGENCIES
	 
	 
	 
	 
	 

	COMMON STOCKHOLDERS’ INVESTMENT
	 
	 
	 
	 
	 

	Common stock, $0.10 par value; 800 million shares authorized; 306 million shares issued for 2006 and 302 million shares issued for 2005
	 
	31
	 
	30
	 

	Additional paid-in capital
	 
	1,468
	 
	1,241
	 

	Retained earnings
	 
	10,068
	 
	8,363
	 

	Accumulated other comprehensive loss
	 
	(24
	)
	(17
	)

	 
	 
	11,543
	 
	9,617
	 

	Less deferred compensation and treasury stock, at cost
	 
	32
	 
	29
	 

	Total common stockholders’ investment
	 
	11,511
	 
	9,588
	 

	 
	 
	$
	22,690
	 
	$
	20,404
	 


 

The accompanying notes are an integral part of these consolidated financial statements.
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FEDEX CORPORATION

 CONSOLIDATED STATEMENTS OF INCOME

 (IN MILLIONS, EXCEPT PER SHARE AMOUNTS)

	 
	 
	Years ended May 31,
	 

	 
	 
	2006
	 
	2005
	 
	2004
	 

	REVENUES
	 
	$
	32,294
	 
	$
	29,363
	 
	$
	24,710
	 

	OPERATING EXPENSES:
	 
	 
	 
	 
	 
	 
	 

	Salaries and employee benefits
	 
	12,571
	 
	11,963
	 
	10,728
	 

	Purchased transportation
	 
	3,251
	 
	2,935
	 
	2,407
	 

	Rentals and landing fees
	 
	2,390
	 
	2,299
	 
	1,918
	 

	Depreciation and amortization
	 
	1,550
	 
	1,462
	 
	1,375
	 

	Fuel
	 
	3,256
	 
	2,317
	 
	1,531
	 

	Maintenance and repairs
	 
	1,777
	 
	1,695
	 
	1,523
	 

	Business realignment costs
	 
	—
	 
	—
	 
	435
	 

	Other
	 
	4,485
	 
	4,221
	 
	3,353
	 

	 
	 
	29,280
	 
	26,892
	 
	23,270
	 

	OPERATING INCOME
	 
	3,014
	 
	2,471
	 
	1,440
	 

	OTHER INCOME (EXPENSE):
	 
	 
	 
	 
	 
	 
	 

	Interest expense
	 
	(142
	)
	(160
	)
	(136
	)

	Interest income
	 
	38
	 
	21
	 
	20
	 

	Other, net
	 
	(11
	)
	(19
	)
	(5
	)

	 
	 
	(115
	)
	(158
	)
	(121
	)

	INCOME BEFORE INCOME TAXES
	 
	2,899
	 
	2,313
	 
	1,319
	 

	PROVISION FOR INCOME TAXES
	 
	1,093
	 
	864
	 
	481
	 

	NET INCOME
	 
	$
	1,806
	 
	$
	1,449
	 
	$
	838
	 

	BASIC EARNINGS PER COMMON SHARE
	 
	$
	5.94
	 
	$
	4.81
	 
	$
	2.80
	 

	DILUTED EARNINGS PER COMMON SHARE
	 
	$
	5.83
	 
	$
	4.72
	 
	$
	2.76
	 


 

The accompanying notes are an integral part of these consolidated financial statements.
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