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Consolidated Statements of Cash Flows
Three years ended December 25,1999
(in millions -except per share amounts) 1999 1998 1997
Cash and cash equivalents, beginning of year $2,038 $4,102 $4,165
Cash flows provided by (used for) operations:
Net income 7,314 6,068 6,945
Adjustments to reconcile net income to net cash provided by (used for) operations

Depreciation 3,186 2,807 2,192
Amortization of goodwill and other acquisition-related intangibles 411 56 ---
Purchased in-process research and development 392 165 ---
Gains on sales of marketable strategic equity securities (883) (185) (106)
Net loss on retirements of property, plant, and equipment 193 282 130
Deferred taxes (219) 77 6
Change in assets and liabilities

Accounts receivable 153 (38) 285
Inventories 169 167 (404)
Accounts payable 79 (180) 438
Accrued compensation and benefits 127 17 140
Income taxes payable 726 (211) 179
Tax benefit from employee stock options 506 415 224
Other assets and liabilities (819) (378) (127)

Total adjustments 4,021 2,994 2,957
Net cash provided by operating activities 11,335 9,062 9,902

Cash flows provided by (used for) investing activities:
Additions to property, plant, and equipment (3,403) (3,557) (4,501)
Acquisitions, net of cash received (2,979) (906) ---
Purchases of available-for-sale investments (7,055) (10,925) (9,224)
Sales of available for sale investments 831 201 153
Maturities and other changes in available-for-sale investments 7,156 8,681 6,713

Net cash (used for) investing activities (5,450) (6,506) (6,859)
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Part (a)

Assumptions

On 01/01/2009

•	 ABC Company is formed and issues common stock to two shareholders in exchange 
for cash: $200 worth of stock to shareholder A and $800 to shareholder B.

•	 ABC creates a balance sheet immediately after issuing these shares.

On 01/02/2009

•	 ABC acquires land that is next to a proposed shopping mall for $1,000.

•	 ABC creates another balance sheet immediately thereafter. 

On 12/28/2009

•	 ABC learns whether the mall has been approved. 

On 12/30/2009

•	 ABC sells the land either for $2,000 if the mall is approved or for $500 if the mall is 
not approved. 	

•	 ABC creates a final balance sheet immediately after selling the land that recognizes 
the profit or loss it received from selling the land. ABC is located in a country where 
there are no taxes. 

On 12/31/2009

•	 ABC distributes all of its cash to its shareholders. 

Required

1.		 Complete the two right-most balance sheets at the top of the next page for ABC: 
1/1/2009 (after financing) and 1/2/2009 (after purchasing the land).

2.		 Complete all rows of the table below the balance sheets on the next page: invest-
ments, payoffs, gains or losses, and % returns on investment under the two mall-
approval scenarios. Ignore the “Expected” columns at this time.

3.		 Complete the two left-most balance sheets on the next page: 12/30/2009, (pre pay-
offs for the two scenarios, if mall approved or if mall not approved).

4.		 Assuming there is a 50% probability the mall will be approved, complete the 
“Expected” columns for table below the balance sheets on the next page: expected 
payoffs, gains or losses, and % returns for the two shareholders.

Two Shareholders
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ABC Company Consolidated Balance Sheets
1/2/2009 1/1/2009

If Mall 
approved

If Mall not 
approved

After land 
purchased

After
financing

Assets
Cash and equivalents

PP&E

Total assets

Liabilities and stockholders' equity
Debt

Stockholders' equity:

Common stock

Retained earnings

Total stockholders' equity

Total liabilities and stockholders' equity

12/30/2009, Pre Payoffs

Investments, Payoffs, Gains/Losses, and Returns

Mall
Approv

Mall
Not Approv Expected Mall

Approv
Mall

Not Approv Expected

Part (a)

Investment ▬ ▬

Probability 50% 50% ▬ 50% 50% ▬

Payoff

Gain/Loss

% Return on investment

SHAREHOLDERS
A B
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Part (b)

Assumptions
The assumptions are the same as part (a) except:

•	 On 01/01/2009 ABC Company issues $200 of common stock to shareholder A and 
$800 of debt to First Bank (there is no shareholder B in this part). The bank expects 
to be repaid $800 of principal and one year’s interest at 10% per year on 12/31/2009.

•	 On 12/30/2009, ABC creates a final balance sheet immediately after selling the land 
that recognizes: (i) profit or loss ABC received from selling the land, (ii) interest, if 
any, that ABC plans to pay First Bank the next day (if it has enough cash to first pay 
off debt principal and then pay owed interest) and (iii) gain, if any, associated with 
decreasing the value of debt that ABC expects to repay (in the event that it does not 
expect to have enough cash the next day to repay debt principal.)  

Required

1.		 Complete the two right-most balance sheets at the top of the next page for ABC: 
1/1/2009 (after financing) and 1/2/2009 (after purchasing the land).

2.		 Complete all rows of the table below the balance sheets on the next page: invest-
ments, payoffs, gains or losses, and % returns on investment under the two mall-
approval scenarios. Ignore the “Expected” columns at this time.

3.		 Complete the two left-most balance sheets on the next page: 12/30/2009, pre payoffs, 
for the two scenarios.

4		  What has not changed in part (b) versus part (a)? What has changed? Why?  

5.		 Assuming there is a 50% probability the mall will be approved, complete the 
“Expected” columns for table below the balance sheets on the next page: expected 
payoffs, gains or losses, and % returns for the two shareholders. Evaluate the bank 
credit analyst who approved the loan.

6.		 Determine the probability of approval needed for First Bank to expect to earn an 8% 
return on its investment.

One Shareholder & One Bank
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ABC Company Consolidated Balance Sheets
1/2/2009 1/1/2009

If Mall 
approved

If Mall not 
approved

After land 
purchased

After
financing

Assets
Cash and equivalents

PP&E

Total assets

Liabilities and stockholders' equity
Debt

Stockholders' equity:

Common stock

Retained earnings

Total stockholders' equity

Total liabilities and stockholders' equity

12/30/2009, Pre Payoffs

Investments, Payoffs, Gains/Losses, and Returns

Mall
Approv

Mall
Not Approv Expected Mall

Approv
Mall

Not Approv Expected

Part (b)

Investment ▬ ▬

Probability 50% 50% ▬ 50% 50% ▬

Payoff

Gain/Loss

% Return on investment

First A
Bank SHAREHOLDERS
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Part (c)

Assumptions
The assumptions are the same as part (a) except:

•	 On 01/01/2009 ABC Company issues $200 of common stock to shareholder A, 
$800 of debt to First Bank, and $1,000 of debt to Second Bank. First Bank expects to 
be repaid $800 of principal and one year’s interest at 10% per year on 12/31/2009. 
Second Banks’ debt is subordinate to First Bank’s debt, meaning that First Bank 
is paid first in the event there is not enough cash to pay both banks. Second Bank 
expects to be repaid $1,000 of principal and one year’s interest at 15% per year on 
12/31/2009.

•	 ABC acquires two land parcels (rather than one) next to the proposed mall that are 
identical to the one purchased in part (a) in all respects. 

•	 On 12/30/2009, ABC creates a final balance sheet immediately after selling both land 
parcels that recognizes profit or loss (following the guidelines discussed in part (b)).

Required

1.		 Complete the two right-most balance sheets at the top of the next page for ABC: 
1/1/2009 (after financing) and 1/2/2009 (after purchasing the land).

2.		 Complete all rows of the table below the balance sheets on the next page: invest-
ments, payoffs,and  gains or losses.

3.		 Complete the two left-most balance sheets on the next page: 12/30/2009, pre payoffs, 
for the two scenarios.

4		  What has not changed in part (c)? What has changed? Why?  

One Shareholder & Two Banks
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ABC Company Consolidated Balance Sheets
1/2/2009 1/1/2009

If Mall 
approved

If Mall not 
approved

After land 
purchased

After
financing

Assets
Cash and equivalents

PP&E

Total assets

Liabilities and stockholders' equity
Debt

Stockholders' equity:

Common stock

Retained earnings

Total stockholders' equity

Total liabilities and stockholders' equity

12/30/2009, Pre Payoffs

Investments, Payoffs and Gains/Losses

Mall
Approv

Mall
Not Approv

Mall
Approv

Mall
Not Approv

Mall
Approv

Mall
Not Approv

Part (c)

Investment

Payoff

Gain/Loss

A
BANKS

First Second
SHAREHOLDERS
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