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Name ______________________________

Short answer questions/problems

1.  Using the attached financial statements, calculate the average collection period for SBC Communications for 2001.
2.  To what would we compare the number you calculated in short answer 1 to determine whether SBC is effectively managing its receivables?
3.  Could it be possible for a firm (such as SBC) to have too low an average collection period?
4.  What does Du Pont Analysis reveal that other ratios do not?  Explain.
Use the following information to answer questions 5 and 6 below:

Kelso Enterprises is planning to build a new factory for $200 million.   The plant will be depreciated on a straight-line basis over its 10 year life beginning a year from today.  The cost of capital for the firm is 8% per year.  (Note:  for simplicity, assume that the entire factory can be built today if they decide to build it and that today is the end of the current fiscal year).  
5.  How much of the cost to build the factory will be recognized a year from today for accrual accounting purposes on the income statement.
6.  How much cost will be recognized a year from today for EVA purposes a year from today?
7.  You plan to make equal monthly deposits into an account that pays an interest rate of 4.93% per year compounded continuously.  If you want to calculate how much money you will have after 20 such deposits, what would you use as your interest rate?
8.  A month from today, you plan to make the first of four equal quarterly deposits into a savings account.  A year from today, you plan to make the first of 8 semiannual withdrawals from this account.  You plan for the first withdrawal to equal $4,000 and for each subsequent withdrawal to increase by 3% 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).

9.  Your investment portfolio currently contains only two stocks, Alcanob Inc. and Bonacla Corp.  Currently 90% of your  portfolio is in Bonacla which offers a higher return and risk than Alcanob.  Due to some divestitures, you expect the correlation between Alcanob and Bonacla to drop from 0.95 to 0.4.  As a result, you plan to sell off enough of your Bonacla stock so that you will have 50% of your funds in Alcanob and 50% in Bonacla.  Demonstrate these changes on a graph of the portfolios it is possible to build with Alcanob and Bonacla.  
10.  Because of its acquisition of Compaq, Hewlett-Packard’s standard deviation of returns has fallen from 48.5% to 30.6%.  But the correlation between Hewlett-Packard and the Standard & Poor’s 500 (a proxy for the market) has risen from 0.46 to 0.63.  If the standard deviation of returns on the Standard & Poor’s 500 is 17.6%, has the return demanded by investors increased or decreased due to the merger (based on the information given)?
Problems/Essays

1.  Use the information on pages 2 and following to calculate SBC Communications’ capital assuming you want to calculate SBC’s EVA for the year 2001.
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2.  You have just deposited $100,000 into an account which earns 4.3% per year compounded monthly.  Beginning 8 months from today, you plan to make quarterly withdrawals that increase by 1% each.  You plan to make your final withdrawal 3 years and 11 months from today.  How large will be your final withdrawal from this account?
3.  Assume you have invested $100,000 in Triangle Airlines and $300,000 in S.U. Steel.  You estimate that the expected return on Triangle is 9% and that the expected return on S.U. Steel is 14%.  You also estimate that the standard deviation of returns on Triangle is 53%, that the standard deviation of returns on S.U. Steel is 65%, and that the correlation between Triangle and S.U. Steel is 0.47.  
a.  What is the expected return and standard deviation of returns on your portfolio?

b.  Assume you sell $25,000 of your Triangle stock and $75,000 of your S.U. Steel stock and invest the $100,000 proceeds from the sale in T-bills earning a 1.5% return.  What is the expected return and standard deviation of returns on your new holdings (Triangle, S.U. Steel, and T-bills)?  Note:  You have sold 1/4th of your Triangle stock and 1/4th of your S.U. Stock.  As a result, the percentage of your risky portfolio invested in Triangle hasn’t changed.  

c.  Without doing any calculations, discuss how a drop in the correlation between Triangle and S.U. Steel would affect the expected return and standard deviation of returns of the portfolio you formed in part “b” above.  Explain.  

Notes from SBC Coummunication’s Financial Statements

Amortization of Goodwill 

  Amortization expense of goodwill was approximately $161 in 2001. Goodwill will no longer be amortized in 2002 when we adopt new accounting standards.                                                                              

RESEARCH AND DEVELOPMENT

The majority of our research and development activities are related to our wireline segment. Applied research, technology planning and evaluation services are conducted at our subsidiary, SBC Technology Resources, Inc. We also have a research agreement with Telcordia Technologies, formerly Bell Communications Research, Inc. Research and development expenses were not material in 2001, 2000 or 1999.
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SBC Communications Inc.

Consolidated Statements of Income

Dollars in millions except per share amounts

                                                                                  2001     2000     1999 

Operating Revenues                                 

 Landline local service                                                      $  22,754 $ 22,029 $ 19,432 

 Wireless subscriber                                                               155    4,945    5,851 

 Network access                                                                 10,459   10,422   10,094 

 Long distance service                                                           3,008    3,133    3,447 

 Directory advertising                                                           4,518    4,439    4,266 

 Other                                                                           5,014    6,406    6,441
 Total operating revenues                                                       45,908   51,374   49,531 

Operating Expenses                                       

 Operations and support                                                         25,943   30,883   29,380 

 Depreciation and amortization                                                   9,077    9,748    8,553 

Total operating expenses                                                        35,020   40,631   37,933 

 Operating Income                                                               10,888   10,743   11,598 

Other Income (Expense)                                           

 Interest expense                                                             (1,599)   (1,592)   (1,430) 

 Interest income                                                                 682       279       127 

 Equity in net income of affiliates                                             1,595       897      912 

 Other income (expense) - net                                                   (209)     2,561     (354) 

Total other income (expense)                                                       469    2,145     (745) 

 Income Before Income Taxes                                                     11,357   12,888   10,853 

 Income taxes                                                                    4,097    4,921    4,280 

 Income Before Extraordinary Items and Cumulative Effect of Accounting Change    7,260    7,967    6,573 

Extraordinary items, net of tax                                                    (18)       -    1,379 

 Cumulative effect of accounting change, net of tax                                  -        -      207 

Net Income                                                                      $  7,242 $ 7,967 $ 8,159 
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SBC Communications Inc.

Consolidated Balance Sheets

Dollars in millions except per share amounts

     December 31,                                                                                             2001     2000 

Current Assets                                                                                    

 Cash and cash equivalents                                                                                $    703 $    643 

 Accounts receivable - net of allowances for uncollectibles of $1,254 and $1,016                             9,376    10,144 

 Prepaid expenses                                                                                              932      550 

 Deferred income taxes                                                                                         713      671 

 Other current assets                                                                                          856    1,640 

 Total current assets                                                                                       12,580   13,648 

 Property, Plant and Equipment - Net                                                                        49,827   47,195 

 Goodwill - Net of Accumulated Amortization of $461 and $227                                                 3,577    3,719 

 Investments in Equity Affiliates                                                                           11,967   12,378 

 Notes Receivable From Cingular Wireless                                                                     5,924    9,568 

 Other Assets                                                                                              12,447    12,143 

 Total Assets                                                                                           $  96,322 $  98,651 
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    December 31,                                                                                             2001     2000 

Liabilities and Shareowners' Equity                         

 Current Liabilities                                         

 Debt maturing within one year                                                                           $   9,033 $ 10,470 

 Accounts payable and accrued liabilities                                                                   11,459   15,432 

 Accrued taxes                                                                                               2,598    3,592 

 Dividends payable                                                                                             858      863 

 Total current liabilities                                                                                 23,948    30,357 

 Long-Term Debt                                                                                            17,133    15,492 

 Deferred Credits and Other Noncurrent Liabilities                 

 Deferred income taxes                                                                                       8,578    6,806 

 Postemployment benefit obligation                                                                           9,839    9,767 

 Unamortized investment tax credits                                                                             274     318 

 Other noncurrent liabilities                                                                                4,059    4,448 

Total deferred credits and other noncurrent liabilities                                                   22,750    21,339 

 Corporation-Obligated Mandatorily Redeemable Preferred Securities Of Subsidiary Trusts#                        -     1,000 

 Shareowners' Equity                                                                                                        

 Preferred shares ($1 par value, 10,000,000 authorized: none issued)                                           -         -  

 Common shares ($1 par value, 7,000,000,000 authorized: issued 3,433,124,836 at December 31, 2001 and                       

 2000)                                                                                                      3,433     3,433 

 Capital in excess of par value                                                                            11,992    12,125 

 Retained earnings                                                                                         22,138    18,341 

 Guaranteed obligations of employee stock ownership plans (ESOP)                                                -       (21) 

 Deferred compensation - leveraged ESOP (LESOP)                                                                 -       (37) 

 Treasury shares (78,908,896 at December 31, 2001 and 46,416,071 at December 31, 2000, at cost)           (3,482)    (2,071) 

 Accumulated other comprehensive income                                                                   (1,590)    (1,307) 

 Total shareowners' equity                                                                                  32,491   30,463 

 Total Liabilities and Shareowners' Equity                                                             $   96,322 $  98,651 

