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To the Student

This workbook has been written to help you in your study of
Financial Management. It includes important facets of the
course and will help you to focus on key concepts and
ideas. You can use the textbook as a relevant material
when solving problems. The workbook will help you to de-
velop problem-solving skills and focus on important prob-
lems.

Learn to use the workbook. The material in this workbook is
presented in accordance with sections and chapters of the
text book. Section Problems on Financial Management are
presented according to the following plan:

1. Evaluating Financial Performance

2. Financial Planning and Forecasting

3. Capital Budgeting Analysis

Everyday work on problems will help you to develop the
necessary practical skills in Financial Statements Analysis,
Financial Planning and Capital Budgeting Analysis. The
problems presented in this workbook must be solved either
on your own or with teacher’s help.

The author welcomes your suggestions for improvements of
future editions of this workbook.
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Section I: Evaluating Financial Performance

Financial Ratios

| Financial Ratios |
|

Liquidity Ratios | |Asset Management Ratios | | Profitability Ratios | |

Leverage Ratios

Market Value Ratios

Current Ratio | |Accounts Receivable

Turnover

Return on Equity

Financial Leverage

EPS
Earnings per Share

Quick Ratio Days in

Accounts Receivable

Profit Margin

Debt to Equity

P / E Ratio
Price to Earnings

o Inventory | | Operating Income Debt Ratio Book Value
Turnover to Sales per Share

o Days in L | Return on Assets L Times Dividend Yield
Inventory Interest Earned

Operating Cycle

Capital
Turnover

Liquidity Ratios
Current Ratio

Current Assets

Current Liabilities

Quick Ratio

Liquid Assets

Current Liabilities

Asset Management Ratios

Accounts Receivable Turnover
Net Sales

Average Accounts Receivable

Days in Accounts Receivable

Period under Review

Accounts Receivable Turnover

Inventory Turnover




Cost of Sales

Average Inventory

Days in Inventory
Period under Review

Inventory Turnover

Operating Cycle

Days in Accounts Receivable + Days in Inventory

Capital Turnover
Net Sales

Interest Bearing Debt + Shareholders 'Equity

Profitability Ratios
R/E Ratio (Return on Equity)

Net Income

Average Shareholders' Equity

Profit Margin

Net Income

Sales

Operating Income to Sales
Operating Income

Sales

Return on Assets
Net Income

Average Total Assets

Leverage Ratios

Financial Leverage
Assets

Equity

Debt to Equity Ratio



Total Liabilities

Shareholders' Equity

Debt Ratio

Total Liabilities

Total Assets

Times Interest Earned
Earnings Before Interest & Taxes

Interest Expense

Market Value Ratios
EPS (Earnings Per Share)

Earnings Available to Common Shareholders

Number of Common Shareholders Outstanding

P/E Ratio (Price to Earnings)

Price of Stock

Earnings per Share

Book Value Per Share
Net Assets Available to Common Shareholders*

Outstanding Common Shares
* Calculated as Total Equity less Preferred EqQ-
uity
Dividend Yield

Dividends per Share

Price of Stock



Problems

General Input Data:

Balance Sheet (Dec 31 2002)

Assets

Liabilities and Stockholders' equity

Current Assets

Current Liabilities

holders' Equity

Cash $ 9800 Accounts Payable $ 39200
Marketable Securities $ 3200 Note Payable $ 18300
Accounts Receivable $ 115300 | |Other Current Liabilities $ 13200
Inventories $ 167 000 Total Current Liabilities $ 70700
Other Current Assets $ 400
Total Current Assets |$ 295700 | |[Long-Term Liabilities
Debentures $ 127 800
Other Long-Term Debt $ 3200
Total Long-Term Liabilities | $ 131 000
Total Liabilities $ 201700
Stockholders' Equity
Fixed Assets Preferred Stock $ 20000
Land, Plant and Equipment |$ 258 200 | |Common Stock $ 240 000
Intangibles $ 28800 | |Retained Earnings $ 121000
Total Fixed Assets $ 287 000 Total Stockholders' Equity |$ 381 000
Total Assets $ 582 700 Total Liabilities and Stock- $ 582 700




Income Statement (31 Dec 2002)

Sales $ 992 000
Cost of Goods Sold $ 879 800
Gross Profit $ 112 200
Selling and Administrative Expenses $ 41700
Operating Profit (EBIT) $ 70500
Interest Expenses $ 12500
Income before Taxes (EBT) $ 58000
Taxes $ 17400
Net Icome (Profit) (NI) $ 40600

Retained Earnings Statement

Retained Earnings at the beginning of the

period $ 110 400
Net Income $ 40600
Less Dividends to Stockholders $ 30000
Retained Earnings at the end of the period $ 121 000

10




Problems

Instructions

The following problems are based on the Balance Sheet, In-
come Statement and Retained Earnings Statement given in
the General Input Data. Use these financial statements to
fill in the blanks under the Input Data section for each
problem and calculate all financial indicators marked with
"?". Some problems will require indicators calculated in the
above problems. Use the space under each problem to do
financial calculation.

Problem 1
Input Data:
Net Income

Assets

Sales

Equity

Calculate
Asset Turnover

Profit Margin

Financial Leverage

NN NN

Return on Equity

11



Problem 2

Input data:
Equity Profit
January | $385000| $7 600
April $405 000 | $8 600
July $354 000 | $13 000
October | $375000| $11 000
January | $395000| $8 000
Calculate:

Average Annual Equity

Annual Profit

Return on Equity

12

?

%




Problem 3
Input data:

Share Price $20
First group of shareholders owns (shares) 9250
Second group of shareholders owns 6000
(shares)
Third group of shareholders owns (shares) 3800
Return

Calculate:
Total number of shares ?
N1% ?
N2% ?
N3% ?
Equity ?
Return on Equity ?2 %

13

N1
N2
N3



Problem 4
Input data:

Cash

Accounts paya-
ble

Marketable securi-
ties

Salaries paya-
ble

$10 560

Accounts receiva-
ble

Other current
accruals

Inventories

Prepaid Items

$320

Other Current As-
sets

Calculate:
Current Assets

Liquid Assets

Current Liabilities
Current Liquidity Ratio
Quick Liquidity Ratio

14




Problem 5
Input data:

Estimated
Cash Monthly Outflow $150 000

Marketable Securi-
ties

Accounts Receiva-
ble

Calculate:
Defensive Interval ?

15



Problem 6
Input data:

Period under review (days)

Sales
Allowsance for sales returns 15%
Cost of Sales $879 800

Accounts Receivable

Inventory balance

Interest bearing Debt

Shareholders Equity

Calculate:

Net Sales ?

Accounts Receivable turno-
ver

=~

Days in Accounts Receiva-
ble

Inventory Turnover

Days in Inventory

Operating Cycle

NN NN N

Capital turnover

16



Problem 7
Input data:

Net Sales

EBIT (Earnings Before Interest and Taxes)

Average Total Assets

Calculate:
Operating Income to Sales ?
Return on Assets ?

17




Problem 8
Input data:

EBIT

Interest Expenses

Taxes

Return on Equity

Total Liabilities

Financial Leverage

Calculate:
Net Income ?
Equity ?
Debt to Equity ?
Assets ?
Debt Ratio ?
Times Interest o
Earned |

18




Problem 9
Input data:

Total Earnings Available to Shareholders
50% of Net Profit

Price of a Share

Number of Common Shares Outstanding 18 050
Number of Preferred Shares Outstanding 1 000
Dividend Yield for Preferred Shares 7%

Net Assets Available to All Shareholders

Calculate:
Preferred Shares Dividends

Commom Shares Dividends
Earnings per Common Share

P/E Ratio

Net Assets Available to Common
Shareholders

Book Value per Common Share

19




Calculation Page
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Section |
Terminology Test 1

Match each number of the given term with the best suitable
translation number. Write down your answers in the Termi-
nology Test Form (in the end of the Work Book).

1. | Financial ratios 1. ; ABaHcupyeMble cpeacTtea (peHTa,
apeHga obopyaosaHus)

2. | Financial balances 2. i Jebutopckas 3a40/KEHHOCTb

3. | Financial statement 3. ;1 [doxoa, npubbiiib, NOCTYN/IEHUS.

4. | Earnings 4. {1 KoappumumeHT TeKkyLuen
JIMKBNAHOCTHU

5. | Equity 5. { KoadpdurumeHTbl NMKBUAHOCTH

6. | Net Income 6. { KpaTkocpouHble ob6s3aTenbCcTBa

7. | Average Shareholders 7. {Jlerko peanusyemble LeHHbIe

Equity bymarm

8. | Retained Earnings 8. : HannyHble ToBapbl, MaTepuasnbHO
NPOM3BOACTBEHHbIE 3anachbl

9. i Profit margin 9. { HepacnpepeneHHas npmbbinb

10.; Sales 10.; ObopaumBaeMOCTb BCEX aKTUBOB

11.i Asset turnover 11.; O6opOTHbIE aKTUBbI, 060POTHbIE
cpeactBa (AeHeXxHble CcpeacTsa,
BJIOXKEHHbIEe B 3anachbl Cblpbsi, Ma-
Tepwanos, Tonamea, roToBOW Npo-
AYKUMK, a TakKxe cyeTa B baHKax)

12.| Financial Leverage 12., O6bem npopax

13.! Liquidity Ratios 13.; CobcTBEHHbIN KanuTan

14.| Current Liquidity Ratio | 14. CpegHnn akUMOHEPHbIN KanuTan

15.| Current Assets 15.| YpoBeHb Npmnbbinm nnu
PeHTabeslbHOCTb

16.! Current Liabilities 16.; ®DMHaHcoBasa OTYETHOCTb

17.; Accounts Receivable 17.; ®nHaHcoBble 6anaHcbl, HUH.
Canbgo

18.: Marketable securities 18.; ®nHaHcoBble KO3 PULMEHTDI

19.! Inventories 19.| ®MHaHCOBbLIM NneBepen)X Uian noka-
3aTeNlb UCNO/b30BaHMS 3aEeMHbIX
CpeacTs

20.; Prepaid items 20., YucTein goxon,

21




Section |
Terminology Test 2

Match each number of the given term with the best suitable
translation number. Write down your answers in the Termi-
nology Test Form (in the end of the Work Book).

1. | Accounts payable 1. | Creditor, lender, tenderer =
KpeauTop
2. | Notes payable 2. | baHkpoTCTBO,
HECOCTOATENbHOCTb
3. | Salaries Payable 3. | Bekcensa Kk onnarte
4. | Taxes Payable 4. | Bo3BpalleHHbIN TOBap
5. | Current Maturities 5. { JebuTtop
6. | Current Accruals 6. | [JJoxoa oT npoaax
7. | Insolvency problems 7. | 3a40/KEHHOCTb Mo ornJsiaTe
TpyAa
8. | Acid Test Ratio (Quick Ra- | 8. | KoapdpuumeHT Kpnutnyeckom
tio) OUeHKN = KO3hDPUUMNEHT bbl-
CTPON NIMKBUAHOCTM.
9. | Operating Cash Flow 9. | KoadpduumeHTbl ynpaBneHus
aKTuBaMm
10.: Cash Flow Statement 10.! KpeanTtopckas 3a40/1>KEHHOCTb
(cyeTta K onnarte)
11.; Asset Management Ratios | 11.; Hanorn nognexatwiue K ynaare
B 6rogxeT
12.| Accounts Receivable 12.| HopMa Bo3BpalWleHHOro ToBapa
Turnover (nonpaBka Ha BO3BpalleHHbIN
TOBap)
13.: Sales Return 13.: O6bopaunBaeMocCTb
0ebUTOpPCKOM 3a40/KEHHOCTH
14.} Sales Returns 14.! OTueT 06 060POTHBLIX CpeacT-
Bax (banaHc AeHEeXHbIX
CpeacTB)
15.! Allowance for Sales Re- 15.! Nepnopa obopoTa aebutopckomn
turns 3a40J1>)KEHHOCTU
16.! Days in Accounts Receiv- | 16.: lNepnog obopoTa
able MaTepuasibHbIX 3anacoB
17.} Cost of Sales 17.| CebecTtonmMocCTb
peann30BaHHOM NpoAyKLUUKn
18.; Days in Inventory 18.: Cpok nnartexa no BeKcesio
19.: Debtor 19.: Tekywme Ha4YncNeHus
20.; Debtee 20.; TekyLwWwmMm NOTOK HASTMHYHOCTH

(AeHeXHbIX cpeacTB)

22




Section |
Terminology Test 3

Match each number of the given term with the best suitable
translation number. Write down your answers in the Termi-
nology Test Form (in the end of the Work Book).

1. : Operating income 1. | basaHcoBasa CTOMMOCTb

2. | EBIT 2. | BoccTtaHoBUTEIbHAA CTOMMOCTb

3. { Return on Assets 3. | AnBuaeHabl no
NPUBUIErMPOBaAHHbLIM aKUUAM

4. { Times interest earned 4. | [lona HeTTo-KanuTana Ha o4HYy
aKumio. KHMXXHasa CTOMMOCTb
aKuunmn

5. | Market value ratios 5. | Joxoa Ha akuuto

6. | EPS 6. | JoxogHocTb akumn (amemnaeHabol /
CTOMMOCTb aKunmn)

7. | Preferred stock Divi- 7.  Urpatowmin Ha nosblweHne (o

dends pblHKE LEeHHbIX bymar)
8. | Common shares out- 8. | Urpatownin Ha NOHMXKEHNe, CHU-
standing xawwmmncsa (o pblHKe LeHHbIX by-

Mar)

9. | P/ E Ratio 9. | KoadhdunUMEHT OTHOLWEHUS LIEHDI
aKumu K goxoay.

10.| Bullish 10.; KoadhdunumeHTbl pbiIHOYHOM
CTOMMOCTH

11.: Bearish 11.i JInkBugaumoHHasg CTOMMOCTb

12.| Book value 12.| HeTTo-KanuTan, ocrato4yHas
CTOMMOCTb KanuTana

13.; Book Value per Share 13. HOMMHanbHasa CTOMMOCTb

14.i Face (nominal) value 14.. Obwme v agMUHUCTPATUBHbIE
pacxoabl

15.} Depreciated value 15. ObbIKHOBEHHbIE aKLMKU, BbIMy-
LLEHHbIE B 060pOT

16.! Replacement value 16.; OnepaumoHHasa npmnbbinb (A0X0n4)

17.! Balance sheet value 17.i OctaTo4yHaa CTOMMOCTb

18.! Salvage value 18. OTHoweHne 6anaHcoBOW NpubbI-
M K NPOUEHTHbIM U34epXXKaM
(BbanaHcoBas peHTabenbHOCTb
NPOLEHTHbIX U34epXKeK)

19.: Dividend yield 19.: MpubbiNb A0 ynnaTbl NPOLEHTOB U
Hanoros (BanaHcoBas Nnpunbblb)

20.! G & A expenses 20.| PeHTabennbHOCTb aKTMBOB

23




Section lI: Financial Planning and Forecast-
ing

Problems

Instructions

The following 13 problems are based on the financial
statements (Balance Sheet, Income Statement, Retained
Earnings Statement) given in Section 1. All the problems
are connected and aimed at developing budgeted financial
statements and determining of EFR. Some problems will re-
fer to the data, calculated in previous problems, therefore
accomplishing problems in sequence is preferable.

Problem 1

Refer to financial statements for the year 2002 and
use trend method of forecasting to fill in the cells
with "?" mark in the table below.

Tablezr
Year Sales

1999 $ 750000 |

2000 $ 820000 |

2001 $ 898000 |

2002 P A

Sales forecast for 2003  ?

24



Problem 2

Refer to financial statements for the year 2002 and
use the percent of sales method of forecasting to fill
in the cells with "?" mark in the table below.

Accounts Receivable in | ., ;
2002 e
Accounts Payable in N
2002 R B
Accounts Receivable in N
2003 e
Accounts Payable in N
2003 R

25



Problem 3

Your company is producing "mouse pads". You sell
"mouse pads" at a price of $4 per 1 "mouse pad”.
Refer to financial statements for the year 2002 and
develop Production Budget for the year 2003

Production Budget 2003

Planned Sales (Units) ?

Desired Ending Inventory 1 500
Total Units ?

Less Beginning Inventory 3 000
Planned Production ?

26



Problem 4

Production of mouse pads requires 100 grams of rub-
ber foam and plastic.
Calculate Materials Budget for 2003

Materials Budget 2003

Materials required for production (kg) ?

Desired Ending Inventory (kg) 5000,0
Total Materials (kg) ?

Less Beginning Inventory (kg) 7 000,0
Total Materials Required (kQ) ?

Foam and Plastic Cost per kilogram $7
Total Materials Purchases ?

27



Problem 5

Production of 1 mouse pad requires 30 seconds of

human labor. Hourly Labor rate is $10.

Calculate Labor Budget for 2003

Labor Budget

Seconds per unit

Hourly Labor rate

Total Labor Cost

Estimated Production Hours

30

$10

28




Problem 6

Calculate the Overhead Budget for 2003

Overhead Budget 2003

Indirect Labor Costs (15 % of di-
rect labor costs)

Utilities

Depreciation
Maintenance
Insurance and Taxes

Total Overhead Costs

15%

5%

5%

2%

5%

29




Problem 7

Calculate Cost of Goods Sold Budget for 2003

COST OF GOODS SOLD BUDGET 2003

Beginning Inventory
Purchases

Less Ending Inventory
Materials Required

Direct Labor

Overhead

Total Manufacturing Costs
Total Work In Progress

Less Ending Inventory

Cost of Goods Manufac-
tured

Cost of Goods Available for
Sale

Less Ending Inventory

Cost of Goods Sold

Direct Work in  Finished In-
materials Progress ventory
?$ $21 440 $53 600
79
79
7%

?$
?$
?$ —>

7%

$17 152
79 —-
$42 880
7%

30




Problem 8

Calculate Marketing Budget for 2003

cent of Sales method.

using the per-

MARKETING BUDGET

Marketing Personnel
Advertising & Promotion
Marketing Research

Travel & Personal Expenses

Total Marketing Expenses

% of Sales

8,00%

5,00%

2,00%

7,00%

31




Problem 9

Calculate Marketing Budget for 2003 using the per-
cent of Sales method.

GENERAL & ADMINISTRATIVE BUDGET
% of Sales
Management Personnel 12,00% | ?
Accounting Personnel 6,00% | ?
Legal Personnel 5,00% | ?
Technology Personnel 7,00% | ?
Rent & Utilities 4,00% | ?
Supplies 6,00% | ?
Miscellaneous 2,00% | ?
Total G & A Expenses ?

32



Problem 10
Calculate Budgeted Income Statement for 2003

BUDGETED INCOME STATEMENT 2003

Revenues ?
Less Cost of Goods Sold ?
Gross Profit ?
Less Marketing ?
LessG & A ?
Operating Income ?

Less Interest on Debt (same as last year) | ?

Income Before Taxes ?
Taxes @ 37.5% ?
Net Income ?

33



Problem 11
Calculate Budgeted Income Statement for 2003

ESTIMATED RETAINED EARNINGS

Beginning Balance ?

Budgeted Net Income ?

Less Estimated Dividends (same as last year) | ?

Ending Retained Earnings ?

34



Problem 12
Calculate Change in Fixed Assets for 2003

CHANGE IN FIXED ASSETS

Beginning Balance ?

New Acquisitions (Capital Expenditures) | ?

Purchase New Office Equipment $20 000
Replace the Press Machine $20 000
Less Depreciation for the Year 10% ?
Ending Fixed Assets ?

35



Problem 13

Calculate Budgeted Balance Sheet for 2003

BUDGETED BALANCE SHEET

External Financing Required

Cash 1% of Sales ?
Accounts Receivable 12% of Sales ?
Inventory 17% of Sales ?
Prepaid Expenses same as in prev. period | ?
Fixed Assets ?
Total Assets ?
Accounts Payable 4% of Sales
Note Payable 2% of Sales
Current Portion of LT Debt Principal Paid $6000
Total Current Liabilities ?
Long Term Debt same as in prev. period | ?
Total Liabilities ?
Preferred Stock Unchanged | ?
Common Stock Unchanged | ?
Retained Earnings ?
Total Equity ?
Total Liab & Equity ?
?

36
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Section |l
Terminology Test 1

Match each number of the given term with the best
suitable translation number. Write down your an-
swers in the Terminology Test Form (in the end of
the Work Book).

1. | to allocate Cost that depends on sales
2. | Goal 2. | Estimation = rnybokas
oLeHKa
3. | Budgeted financial state- 3. | Fin. Consequences =
ments ¢du1HaHCcoBbIE NOCNeacTBmS
4. | Operating plan 4. | Incapability = HecnocobHocTb,
Heygada, npoBa’
5. | Financial plan 5. | Objective, aim
to encompass To fulfill, to accomplish, to
carry out, to enforce
7. { Financial implications 7. {To include = Bkno4aTb B ce-
64, 3aKno4aTb
8. | Failure 8. | To prosper, to flourish =
npouseTaTb, NpeycnesaTtb
9. | to thrive 9. | brogXeTHbI ODMHAHCOBbIN
oTyeT
10.| Thorough assessment 10.| HaknagHble pacxoabl
11./ to implement 11.}{ OcTtaTku Ha cyeTax
12.. Economic slow down 12.: OT4yeT 0 NpmbbINAX N ybbITKax
13.} Economic stagnation 13.! NMpon3BoACTBEHHbIN NaH
14.; Economic boom 14.| PacnpenenaTtb, pa3MellaTsb.
15.; Economic stabilization 15.| ®nHaHcoBbIN NnaH
16.; Economic collapse 16.| DkOHOMMYeckasa ctabunmnsaunsg
17.} Account balances 17.| DKkOHOMMYecknim 6ym
18.! Variable cost 18.! DKOHOMMYECKNIN 3aCTON
19.i Income Statement 19. | DKOHOMMYECKNI KpaX
20.i Overhead (costs, expenses, | 20. DKOHOMUYECKNI cnaj
charges)
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Section |l
Terminology Test 2

Match each number of the given term with the best suitable
translation number. Write down your answers in the Termi-
nology Test Form (in the end of the Work Book).

1. | Less Beginning Inventory 1. | Period under review =
OTYETHbLIN Nepunoj

2. | To comprise 2. | To encompass, to be included in
= coAepxaTb, 3aK/4aTb B
cebe.

3. | Production rental equip- 3. | To support, to uphold =

ment nopgaepXxuvBaTb

4. | Depreciation 4. | ApeHayemoe npon3BoACTBEHHOE
obopyaoBaHue

5. | Wear and tear 5. | 3a BblYeTOM 3anacoB Ha Ha4asno
nepuoaa

6. | Accumulated depreciation | 6. | UBHOC OCHOBHOro Kanutana

7. | Direct Materials 7. | U3HoC, amopTmnsauymsa (amortiza-
tion)

8. | Direct Labor 8. | ctowaTb, n3HawmBaTb

9. | Work in Progress 9. | Kypc, HanpasneHune, TeHAeHUNS
(syn: vogue)

10.; Reporting period 10.| HakonneHHbIN n3Hoc /
amMopTum3aums

11.; Operating Expenses 11. He3aBeplweHHaa npoayKums,
NPoOn3BOACTBO

12.; Miscellaneous 12.} O6opoTHblE CpeacTBa

13.} Financing expenses 13.| OcHOBHble MaTepuarnsbl

14.| Acquisition 14.| OcHOBHble cpeacTBa

15.| Fixed Assets 15.| NMpnobpeTteHune

16.; Circulating Assets 16. Pa3HbIl, CMeLWwaHHbIN,
pa3HO0bpa3HbIi

17., To deplete 17. Tekywme (onepaunoHHbIE)
N30EPXKKMU

18.; To sustain 18. TpaTTa, pacxoaoBaHue aeHer

19.| Expenditure 19.| TpyA OCHOBHbIX
(Npon3BOACTBEHHbIX) paboymnx

20.; Trend 20.! ®nHaHcoBble pacxoabl (ex.

[MpouUeHTHbIEe naTexmn)
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Section |l
Terminology Test 3

Match each number of the given term with the best suitable
translation number. Write down your answers in the Termi-
nology Test Form (in the end of the Work Book).

1. | To fluctuate with 1. | Incorrect, erroneous, faulty, wrong
sales = HETOYHbIN, OLUMOOYHbIN

2. | Surplus 2. | Influence = BnnsaHue

3. | Deficit 3. i To depend on sales = 3aBuceTb OT
npoaax

4. | Excess 4. | ACCUTHOBAHUS, OTYUCNEHNSA U3
broaxeTa

5. | Access 5. | FnaBHag kHura (byxrantepckas)

6. | Principal Paid 6. | docTtyn

7. | Subject to revision 7. | U3nnwek

8. | EFR 8. | HageXHble NCTOYHUKN

9. | Disbursement 9. | HasHauaTb, onpeaensThb,
yCTaHaBIMBaTb BEPOATHOCTb

10.! Payroll 10.! Hanor Ha gob6aBneHHy CTOMMOCTb

11.: Inaccurate 11. HepocrtaTtok (OedwnuunT)

12.; To assign probabili- 12.! Heo6xoanMble NCTOYHUKU BHELLHEro

ties dbnHaHCMpoBaHUS

13.} Relevant sources 13.! O630p, nccnepgoBaHue

14.! Survey 14. OnnayeHHas OoCHOBHasa cyMMa Aosra

15.i Impact 15.! NMnaTtexxHaa Be4OMOCTb

16.; Value Added tax 16.| NMognexunTt nepecMoTpy

17.; Budget allocation 17.: Mopor, HMxxHAA rpaHnua, noporosoe
3Ha4yeHune

18.! Thresholds 18.! Pacxoabl, n3gepxku

19.: General Ledger 19. YnpowaTtb (MoAepHM3NPOBaTb,
pauMoHann3npoBaThb)

20.; To streamline 20.| Ype3MepHOCTb, NnpesbllleHne,

n36bITOK
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Section llI: Capital Budgeting Analysis

Formulas

Calculating Future Value
FV =PV Q1+ i)n

Calculating Present Value

FV
PV = ———
@+

Calculating Future Value of Cash Flows

FV, =2.C @a+i)""
t=1

Calculating Present Value of Cash Flows

PV~ :Zn:L
A E))

Calculating Future Value of Annuity

FV, = PMT 2 @+i)""

t=1

Calculating Present Value of Annuity

Calculating Net Present Value
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NPV for uneven Cash Flows
Z”: CF,
o (L)

NPV for annuity

ST
NPV , = =1, + PMT 2.
- (L)

NPV for Investment Flows and Cash Flows
. IF L, CF

NPV e g cr :_Z : t+z _tt

= (17T 1) = (A7T1)
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Problems

Problem 1

You are producing basketballs. You have an option of buy-
ing or producing bladders for basketballs. Costs to produce
one bladder:

Direct Materials $4 | per item
Direct Labor 5| per item
Variable Overhead 2 | per item
Fixed Overhead 3 | per item
Total Costs 14 | per item
Current Production 1 000 | items
Maximum Production 1 200 | items
You need

Amount of Bladders 150 | items
Supplier's Price $12 | per item

Make a decision whether you are going to buy or produce
basketball bladders?

Explain why:
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Problem 2

You are considering dropping product BCL-3 from your
product line because the Income Statement for BCL-3
shows the following:

Sales Revenues $200 000
Cost of Goods Sold- Variable $130 000
Cost of Goods Sold - Fixed $ 50 000
Operating Expenses — Variable $ 50 000
Operating Expenses - Fixed $ 20 000
Income (Loss) $(50 000)

What should you do? (Continue / Discontinue product)

Why?
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Problem 3
You are planning to receive $2000 in 5 years. Calculate
the Present Value of $2000 if the inflation rate is

11%

Present Value =
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Problem 4

You want to make a $1000 investment. You are considering
two investment projects. According to project-A you will re-
ceive $1800 in 4 years. If you invest your money in
project-B you will receive $2400 in 6 years. Interest rate is
15%. Which project

will you choose to invest in?

Tick the right box below and explain why you chose
it?

Project-A

Project-B

Bank Savings Account

Why:

46



Problem 5

You made an investment in a project. Now you are expect-
ing uneven cash flows for the next 5 years.

Year

1

2

3

4

5

total

Cash Flow

100

200

100

200

100

700

You have an option of receiving these cash flows either in

the beginning of in the end of each year.

Discount Rate = 10%

Calculate Present Value of Cash Flows for each of the

variants of receipt.

Years

total

Present Value of CF
receipt in the be-
ginning

Present Value of CF
receipt in the end

Which variant is preferable?

Why?
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Problem 6

You want to invest $900. There are 3 projects under con-
sideration. All projects provide certain cash flows (see the
table below). Average Interest Rate = 10%.

Year 1 2 3 4 5 total
Cash
Flow 1 $100 $200 |$300 $400 $500 $1 500
Cash
Flow 2 $300 $300 |$300 $300 $300 $1 500
Cash
Flow 3 $500 $400 |$300 $200 $100 $1 500
1. Calculate Present Value of Annuity for each
project.

Project 1 Project 2 Project 3
Present
Value

2. Which project will you choose?

Project 1

Project 2

Project 3

Bank Savings Ac-
count
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Problem 7

You plan on purchasing a new cutting machine for $33,000.

Installation Costs will be $3,000.

You expect a $2,000 net increase in working capital.
This investment will reduce your annual operating costs by
$10,000 and $1500 a year in maintenance savings.
The new machine will require $1200 each year for technical

support.

You will depreciate the machine over 5 years under the
straight-line method of depreciation with an expected sal-

vage value of $10,000.
The effective tax rate is 35%.

Input Data:

New Machine Price $ 33 000
Installation Costs $ 3000
Service Period 5

straight-line
Depreciation method
Proceeds from selling the old machine $ 9000
Increase in Working Capital $ 2000
Annual Savings in Operating Costs $ 10 000
Annual Savings in Maintenance $ 1500
Annual Costs for Technical Support $ 1200
Salvage Value $ 10 000
Taxes 35%
Discount Rate 10,00%
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1. Calculate Relevant Project Cash Flow

Annual Savings in Operating Costs

Annual Savings in Maintenance

Annual Costs for Technical Support

Annual Depreciation

Revenues

Taxes

Net Project Income

Add Back Depreciation (noncash item)

Relevant Project Cash Flow

2. Calculate Terminal Cash Flow for Capital Project

Estimated Salvage amount

Taxes

Terminal Cash Flow

3. Calculate Net Investment (NI)

Acquisition Cost

Instalation Cost

Increase in Working Capital

Proceeds from selling the old Machine

Taxes on selling the old machine

Net Proceeds on selling the old Machine

Net Investment (NI)
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4. Calculate Present Value of Relevant and Terminal
Cash Flows & Total Present Value (PV RCF & PV TCF
& TPV)

__________________________________________________________________________________________________________________

Present Value of Relevant Cash Flows

Present Value of Terminal Cash Flows

Total Present Value

5. Calculate Net Present Value of a Project (NPV)

Net Investmnet Outfow NI
Total Present Value of Inflows TPV CF
Net Present Value NPV

6. Calculate Simple Payback Period and Discounted
Payback Period (PP & DPP)

n 0 1 2 3 4 5 Total

RCF
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-NI+RCF

PV RCF

NI+PVR
CF

Draw two graphs:

(1) NPV calculated based on RCF
(2) NPV calculated based on PV RCF

Net Present Value

$20 000

$15 000
$10 000

$5 000

$-

$-5 000 0
$-10 000

Dollars

$-15000

$-20 000

$-25 000
$-30 000

$-35 000

Years

Payback Period

Discounted Payback Period
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7. Calculate Internal Rate of Return
Reminder: IRR = discount rate at which NPV =0

Discount Rate = 12%

——————————————————————————————————————————————————————————————————————————————————————————————————————————————————
'
_____________________________________________________________________________________________________________________

_________________________________________________________________________________________________________________

Net Present Value (- NI+PV RCF+PV TCF)

Discount Rate = 13%

__________________________________________________________________________________________________________________
------------------------------------------------------------------------------------------------------------------

_________________________________________________________________________________________________________________

Net Present Value (- NI+PV RCF+PV TCF)
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Discount Rate = 14%

——————————————————————————————————————————————————————————————————————————————————————————————————————————————————
——————————————————————————————————————————————————————————————————————————————————————————————————————————————————

Net Present Value (- NI+PV RCF+PV TCF)

Draw a graph of NPV depending on the Discount rate

NPV

$1 600
$1400
$1200
$1 000
$800
$600
$400
$200

Dollars

$-200
$-400

Discount Rate

Internal Rate of Return (IRR)
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Calculation Page
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Section Ill
Terminology Test 1

Match each number of the given term with the best suitable
translation number. Write down your answers in the Termi-
nology Test Form (in the end of the Work Book).

1. Capital budgeting 1. i 1) CocTtaBneHmne cMeT KanutanbHbIX
BJIOXXEHUN N UX OKYNAeMOCTH
2) DKOHOMMYECKMM aHann3 HaMmevae-
MbIX KanuTanbHbIX BNOXeHnn (AHanu3
KanBJIOXXEeHUN).

2. Expansion 2. | Consequencies, effect, results = no-
CNneacTBus, BbIBOAbI, pe3ynbTaThl

3. Facilities 3. | Expenses, costs

4, Outlays 4. | Hard, combined = CNoOXHbIH,
COCTaBHOWM

5. Implications 5. i Installations 3gaHus, o6opyaoBaHume,
MOLLHOCTH

6. To commit to 6. | Result, consequence = pe3ynbTaT, No-
cneacTteme, UCxon

7. To back out 7. i Salvage = nukBuaauMOHHas
CTOUMOCTb

8. Present Value 8. | Subordination system = Mepapxus

9. (DCF) 9. | Therefore, hence = lNosTomy,
cnepoBaTesbHo

10. | Decision Analysis 10.. AHaIN3 NPUHATUSA peLUEeHUN

11. | Option Pricing 11. BpaTb Ha cebs obs3aTenbLCTBa

12. { Complex 12. IMCKOHTUPOBAHHbLIN MOTOK
HaJIMYHOCTK

13. | Variable 13. Ucnonb3oBaHWe NPoOU3BOACTBEHHbIX
MOLLHOCTEWN

14. | Outcome 14.. Moaenb NpUHATUA peLlleHns C MHOXe-
CTBOM XapaKTEepPUCTUK

15. | Tax considerations | 15. Hactosuwasa, Tekywas CTOMMOCTb

16. | Disposal Value 16. Onnata / BO3MeLWeHne Hanoros

17. | Capacity Utilization | 17. OTKa3aTbCs OT y4acTus, YKJIOHUTbCS

18. | Consequently 18. [lepeMeHHas

19. | Hierarchy 19. PacwmnpeHue

20. | Multiple Attribute 20. CTouMoCTHas oueHKa BapuaHToB /

Decision Model

anbTepHaTuB
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Section IlI
Terminology Test 2

Match each number of the given term with the best suitable
translation number. Write down your answers in the Termi-
y Test Form (in the end of the Work Book).

nolo

1. Decision Tree 1. | (3koH.) Canbao, HETTO
2. Contingent claims 2. | Appropriateness = 3Ha4MMOCTb, Cy-
LLEeCTBEHHOCTb, YMECTHOCTb
3. To derive 3. | Keeping, care = obcnyxuBaHue, yxoa,
nogAep>xaHue B UCrpaBHOM COCTOS-
HUU
4. assumptions 4. | suppositions = npeanonoxeHus, Ao-
NnyLeHus
5. To defer 5. | To change
6. To alter 6. | To delay, to postpone, to put off
7. Bundle 7. { To obtain, to draw, to get =
noay4yaTb, U3BJEKaTb
8. Timing options 8. | AHHyuTET
0. Abandonment op- 9. | Bo3aMoxHoOCTM ona pocta
tions
10. | Growth options 10. BO3MOXXHOCTM OTKa3a
11. | Option Values 11. BO3MOXHble BbIroabl
12. | Time value of mon- | 12.; BO3MOXHble, cny4yanHble TpeboBaHUA
ey
13. | Opportunity Costs 13. BpeMeHHas CTOMMOCTb AeHer
(Losses)
14. | Annuity 14.| BpeMeHHble BO3MOXHOCTH
15. | Relevancy 15.; BoigeneHHble HakagHble pacxoabl
16. | Working capital 16.. [lepeBo pelieHnmn
17. | Allocated Over- 17. U3pepxxku (notepun) BCneacTBne He
heads NCNosib30BaHUa 6naronpusaTHbIX BO3-
MOXHOCTEMN.
18. | Sunk Costs 18. HeBo3BpaTuMble nsgepxku (pacxoabl,
KOTOpble He MOryT 6bITb BOCMOJIHEHbI)
19. | Net 19.| O6opoTHblE cpeacTBa, 060OPOTHbLIN
KanuTtan
20. | Maintenance 20.; CBA3Ka, BA3aHKa, Ny4yoK, naker,

60/bLLIOE KONMNYEeCTBO
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Section Il

Terminology Test 3

Match each number of the given term with the best suitable
translation number. Write down your answers in the Termi-
nology Test Form (in the end of the Work Book).

1. Assembly machine { 1. | To remove, to expel = ycTpaHaTb, UC-
KNYaTb, IMKBUMANPOBATb

2. Present value 2. { Where you have a basis for a decision,
but you have a possibility of several
outcomes

3. Salvage value 3. | Where you have no basis for a deci-
sion

4. Terminal Cash flow | 4. | BHyTpeHHS HOpMa Npubblan npoekTa

5. Net proceeds 5. | F'paHuubl, paMkuy, npeaensl

6. (NPV) 6. | IMCKOHTUpPOBAHHadA OKYyMnaeMocCTb

7. (IRR) 7. | KoHeYHbIW, 3aK104nUTENTbHbBIN NOTOK
HaJIMYHOCTU

8. To eliminate 8. | JIukBngaumoHHasa CTOMMOCTb

9. Discounted Pay- 9. | Habop

back

10. | Discounted rate 10. Hactoswas (Tekywasa) CTOMMOCTb

11. | Criterion 11. ObpawaTtbcsa K yemy-nnbo, ccolnaTbCs
Ha 4yTo-1nbo

12. | To refer 12.. OTKNOHeHWe, caBUr, TeHAEHLU NS

13. | Consideration 13. Mpu3Hak, KpuTepumn

14. | Scope 14. Mpununatb, Npnaep>XXmMBaTbCA

15. ! Uncertainty 15. C60poyYHbIM arperaTt

16. | Risk 16. CTaBka AMCKOHTUPOBaHUS

17. { Improvement 17. CyxaeHue, pa3MblluiieHne, B3rnaa,
MHeHue

18. | Mix 18. YnyuweHune, ycoBepLleHCTBOBaHME

19. { To adhere 19. Yncraga npmBeaeHHas CTOMMOCTb

20. | Bias 20. YncTtel Aoxon, BblpyydyeHHas CyMMma
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Terminology Test FORM

Section 1 Section 2 Section 3

Test | Test | Test Test | Test | Test Test | Test | Test
1 2 3 1 2 3 1 2 3

translation number translation number translation number

3

©|P N OAwNE g

Section Final Exam FORM

Section 1 Section 2 Section 3

Question Answer Answer Answer

1.

© o N |a|r~|w N

-
o
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