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Show all computations.  Incorrect answers without supporting computations will not receive partial credit. 
2. Provide your answers in the spaces provided in this exam booklet. 
3. Unless otherwise directed, answer each question on the exam independently of other questions.


All questions refer to the Income Statement, Balance Sheet, and Discounted Cash Flow (DCF) Analysis enclosed at the end of the exam.
1) Using the amounts from the Income Statement and Balance Sheet, compute the following (please round each answer to four decimal places):
a. Gross margin ratio (GAAP) for 2016. (4 points)






b. Average total asset turnover ratio for 2016. (6 points)







c. Return on Average Shareholders’ Equity (ROE) for 2016 – no DuPont decomposition necessary at this point. (6 points)







d. Leverage ratio (Average Total Assets / Average Shareholders’ Equity) for 2016. (4 points)








e. Using only your rounded answers to parts (b), (c) and (d), compute the company’s net profit margin. (6 points)





2) In this question, you need to compute the analyst’s implied forecast of the depreciation of property and equipment for 2017. Specifically, using the analyst’s forecasts of ‘Fixed Assets, Net’ on the Balance Sheet and ‘Capital Expenditures’ on the Discounted Cash Flow Analysis’, calculate the analyst’s implied forecast of depreciation expense (excluding amortization) for 2017. (8 points)
(Hint: you only need to use one line item (or row) from each financial statement.) 











3) Assume that the company always receives cash in advance of performing services. In other words, assume that the entire amount of revenues is first recorded in the ‘Unearned Revenue’ account (on the Balance Sheet) and, upon performing the service, is transferred to the ‘Total Net Sales’ account on the Income Statement. Based on this assumption, compute the total amount of cash the company received from customers during 2016. (8 points)


4) Using only the information in the Income Statement and Balance Sheet, compute the amount of net dividends to common equityholders for 2020. (8 points)













5) Using only the information in the Discounted Cash Flow Analysis, answer the following questions:

a. What does the analyst assume as the terminal growth rate? (2 points)



b. What is the discount rate the analyst uses in the analysis? (2 points)



c. In the last year of the forecast, the analyst forecasts ‘Unlevered Free Cash Flow’ for 2025 of $45,433, implying that the terminal period begins in 2026. Based on your answers in parts (a) and (b) of this question, compute the present value of the terminal value as of the end of 2025. (5 points)


6) In addition to our usual definitions of operating and financing assets and liabilities, assume that ‘Cash and equivalents’ and ‘Short-Term Investments’ are both financial assets. Based on this assumption and using the information in the Income Statement and Balance Sheet, compute the following items:
a. Net operating assets (NOA) as of the end of fiscal year 2015. (12 points)



















b. Net operating income (NOI) for fiscal year 2016. Assume a tax rate of 39%. 
(Hint: the EBIT approach is not recommended for this problem.) (8 points)











c. Based on parts (a) and (b) above, what is the return on beginning net operating assets for fiscal year 2016? (hint: use the beginning and not average NOA) (4 points)








d. Based only on your answers for parts (a) and (b) of question 6, and the amount forecasted for 2016 ‘Unlevered Free Cash Flow’ in the analyst’s Discounted Cash Flow Analysis, compute the analyst’s implied projected Net Operating Assets (NOA) for 2016. (Note: unlevered means free cash flow to all investors.) (6 points)



























7) In the Discounted Cash Flow Analysis, the analyst reports the NPV of the enterprise value to all investors as 441,711 (don’t worry about the discounting here). The analyst then adjusts this value by the amount of ‘Year-End Debt and Cash’ to arrive at the ‘Equity Value’ of $457,927. Is the analyst assuming cash to be an operating or a financing asset (circle the right answer; no explanation is necessary)? (4 points)


Operating		Financing 	


8) Answer the following questions based on the information in the enclosed statements and assuming the cost of equity capital is 10%. 
a. What is the projected amount of residual income for fiscal year 2016? (6 points)








b. Assume that the residual income for fiscal year 2016 (computed in part (a) of this question) will grow by 11% in 2017, and that this amount will subsequently grow at the rate of 2% in perpetuity. Based on these assumptions and your answer from part (a), compute the following:
i. Projected residual income for 2017. (2 points)








ii. Estimated value of the company’s equity as of the end of fiscal 2015 (using the residual income valuation model). (10 points) 
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UPDATE

Exhibit 15: Amazon DCF Analysis

Morgan Staniey | Amazon DCF Valustion Run-Rate

{USD millions) 2014 2015 2016 2017E  2018E 2019E  2020E  2021E _ 202E  2023E _ 224E _ 2025E

Discounted Cash Flow (DCF) Valustion Analysls

Net reveruss $BB.988 $10/00/ $137,735 S170.007 3206068 246,304 $293464 2013 $305008 464,508 $518.644 6640 605061
% change YIY W% 2% W% A% 2% 1% 8% % 1% 1% 4% 1% 30%
Adjusted EBITDA 96553 $10805 $1630 $23350 SO 2411 5460 64142 $79956 $9B071 SI13ET1 $1RTW 136777
(- Cashtaves §177) §- (125 (330%2) ($65414) ($8,089) ($11.320) ($14698) ($18661) (523237) (§28,488) (34,067)

(#/-) Changes inworking capital $977  $2556  ($1381) ($83415) ($4,116) ($4256) ($4.442) ($4424) ($4753) (§5139) (§5415) (35.350)

(7) Capex (84,802) ($4588) ($6,369) (83758) (S11.911) ($15710) (20.27) ($24954) (S0,203) ($33,074) ($37.220) ($41.432)

() Stock-based compensation ® (85,482)

‘Unlevered free cash fiow (UFCF) 94 6653 4402 4872 7807 10273 14113 15184 22056 28,89 36,465 45433
%of Revenue % 6% % % % % % % &% % ™% 8% %
Adj. EBITDA Margin T 0% 1% W% 1% % 1% 1% 0%  21% 2% 2% 2%
UFCF/EBITDA W &% 8% 2% 4% 4% 2% A% 8% 0% 3% 3% A%
[Fair value (one ysar forwerd) Equity Value: WACC vs. Perpotus Growth Rate
[PV of FOF 05448 83%  0B%| 93%| 98%  103%
INPV of terming! value 396263 2.5%[ 522700 473,008 | 431572| 305,740 364,737
Enterprise value w1, 3.0%| 562381 GUGATD | $457,527 | 417854 383,48
() Dett 8212 35%| 610305 543640 | 483852 443064 404279
|(+)Cash 24,428
[Equity value 457,927 Equity Value per Share: WACC vs. Perpstual Growth Rate
[Fully Diluted Shares 48 B3%  88%| 03%[ 88%  10.3%
[Equity valus per share $946.00 25% $1070  sor7|  se01| G617 7%
Implied terminal EBITDA mutiple 5¢ 3.0%| §$1.161  $1.04 3848 $862 $791
35% $1260 S1.123| $1,000 8915 $8%
[DCF valustion
[Valution Dete On year forwerd]
ll\,m; 5%
Perpatual Growth Rate 30%
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Exhibit 12: Amazon Income Statement

Worgan Staniey | Amazon.com model
[USD millions)

T

2017E

2018E

2019E

2020E

North America
WMedia 124830 13,6015 14,4176 14.994.3 15.444.1 15,753.0
Electronics & General Merchandise 504020  €5801.6 833140 1041425 1256631  149,530.1
Other 86707 134709 188413 254580 339163 439211
Total North America T1,885.7  92,073.9 1165728 1448947 1756235  209,218.1
% change Y/Y 20.0% 20.5% 25.8% 24.0% 21.0% 19.5%
International
Media 100260 10,7870 11,399.1 11,969.0 12,567.5 13,1958
Electronics & General Merchandise 25,1850 33,9901 42,6031 511237 603260 705814
Other 230.3 2868 23324 3705 4169 467.6
Total International 354513 45,0630 43345 634603 73,5104 T4,2449
% change Y/Y 5.8% 27.4% 206% 16.8% 15.5% 14.9%
Total by Revenue by Type
Media 225000 24,3885 25,8166 269633 280115 28,948.8
Electronics & General Msrchandise 75597.0 995917 1259171 1552662 1859801  220,1205
Other 89010 137576 18,1736 258285 343332 44,3947
Total Worldwide 07,0070 137,137.7  170,807.3  208,056.0  248,3339  203464.0
% change Y/Y 20.2% 28.7% 24.1% 217% 19.4% 18.2%
Total Net Sales. 107,007.0 37,7377 1708073 2080580 2483339 2934640
% change Y/Y 202% 28.7% 24.4% 21.7% 19.4% 18.2%
Two-Year Growth 30.8% 49.0% 528% 45.8% 41.1% 37.5%
% change Q/Q
Cost of Sales 716510 86,9802 1062796 1241604 1435743 1656350
Gross Profit 353560  48,757.6 64,627.8 83897.6 1047506  127,820.0
Gross Margin % 33.0% 35.4% 37.8% 40.3% 42.2% 43.6%
change Y/Y in bp 356 bp 236 bp 242 bp 251 bp 186 bp 137 bp
change Seq in bp
Abs change Y/Y 91200 134016 15,870.2 19,2699 208620 23,0604
Gross Profit % change Y/Y 34.8% 37.9% 325% 208% 249% 22.0%
Two-Year Gross Profit % change YIY 64.2% 727% 705% 624% 54.7% 46.5%
Operating Expenses
Fulfilment (Ex SBC) 12,9300 17,4954 22,7081 278793 32,9509 38,1145
Marketing (Ex SBC) 5,082.0 6418.0 8,306.3 10,447.1 12,6262 14,767.6
Technology & Content (Ex SBC) 113170 14,8920 18,894.0 23,404.0 28,7040 34,604.0
General & Administrative (Ex SBC) 1,523.0 20230 24280 2,748.0 3,088.0 3,388.0
Restructuring 0.0 0.0 00 00 00 00
Other Operating Expenses (Ex SBC) 1710 100.0 00 0.0 00 00
Stock-Besed Comp 2,120.0 2,822.0 3,282 3.682.0 40820 44820
Total Operating Expenses 33,1230 43,1504 55,618.4 6,160.3 81,4401 95,3561
Operating Income (GAAP) 2,238,0 5,007.1 ,000.4 15,7373 23,3195 324728
(Operating Margin % 2% 3.6% 5.3% 7.6% 9.4% 1M.1%
Consolidated Segment Op Income (non-GAAP) 45240 7,020.4 12,201.4 19,4193 27,4015 36,9549
CSOI Margin % 4.2% 5.8% 7.2% 9.3% 11.0% 12.6%
change Y/Y in bp 220 bp 153 bp 144 bp 214 bp 170 bp 156 bp
Sequentlal Dollar Growth
Incremental Mergin (YoY) 15.1% 1.4% 13.2% 19.2% 19.8% 21.2%
incremental Margin (QoQ)

Depreciation and Amortization 6,281.0 8,390.9 11,067.4 13,5108 15,0095 17,7376
EBITDA (ox SBC, non-GAAP) 10,8050  16,320.1 23,358.8 32,0301 424110 54,692.4
[EBITDA Margin % 10.1% 11.8% 13.7% 15.8% 17.4% 18.6%
nterest Income 49.0 788 102.2 134.2 1794 2383
Interest Expense 460.0 -464.0 -449.1 -403.7 -388.7 -343.4
Other Income (Expense), net 2540 67.0 00 00 00 00
[Remeasurement and Non-Recurring 0.0 0.0 00 00 00 0.0
Total Non-Operating Income (Expense) %65.0 318.2 3468 65 200.3 1048
Income Before Taxes (GAAP) 1,668.0 4,688.9 8,662.6 154678 23,1102 32,366.0
Income Before Taxes (Non-GAAP) 3,859.0 7,610.9 11,9446 19,498 27,1822 36,850.0
Income Taxes (GAAP) -851.0 -1,640.0 -3,031.9 54137 80886  -11,3288
Tax Rate 60.7% 35.0% 35.0% 35.0% 35.0% 35.0%
Equity Income, net 210 -83.0 00 00 0.0 00
Net income (GAAP) 596.0 2,965.0 5,630.7 10,054.1 15,0217 21,032
Wid Average Basic Shares Outstanding 467.0 4829 486.8 4808 494.8 498.8
Wid Average Diluted Shares Outstanding 4770 482.9 4868 480.8 494.8 498.8
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Exhibit 13: Amazon Balance Sheet

UPDATE

2015 2016 201TE 2018E 2019E —2020E

15,800.0 20,4093 272168 38436.1 51,581.5 70,0714
39180 4,0190 4,0190 4,019.0 4,0190 4,019.0
10,2430 11,7402 164571.7 21,700.0 27,2194 32,758.8

64230 8,035.2 99543 11,6268 13,1230 15,1724

0.0 0.0 0.0 00 0.0 0.0
SGATAD 44,2037  OT6ATT  U57809 950428 1220216

30,053.0 36,4515 452094 57,120.7 72,8308 93,1574

82150 12,4379 505.4 37,016.1 025.6 69,763.2
21,838.0 éﬂﬂ ;% 7041 20,104.6 %m} 23,3842

00 0.0 0.0 0.0 0.0 0.0
3,759.0 3,7740 3,740 3,7740 3,7740 3,7740

LIABILITIES AND STOCKHOLDERS' EQUITY

33730 42623 52802 64238 76328 9,004.9
85,444.0 &rﬁmf—m«'

2&397.0 236675 26,8513 297365 32,648.3 36,1110

Accounts Payable
Accrued Expensas & Other 103840 98770 104050 109330 114610 119890
Unezrmed Revers 31180 38510 38510 3810 3810 38510
Interest Payable 00 00 00 00 00 00
Other Lisbiliies & Accrued Expenses 00 00 00 00 00 00
Current Portion of Long-Term Debt 00 00 00 00 00 00
o S T[ER0 I35 ; 5479603 LK
Current Lisbilities Less CPLTD 308000 37,365 411073 445205 47903 519510
LongHterm Debt 82350 82120 72120 72120 62120 62120
Other Long-Tem Lisbilties ow60 107300 107300 107300 107390 107390
_1_.__'-29:“ Tiabilitles T20600 56,465  E0,0563 624715 649113 68,0020
STOCKHOLDERS' EQUITY
Preferred Stock 00 00 00 00 00 00
Common stock 50 50 50 50 50 50
Treasury Stock (.8370)  (18370)  (18370) (183570)  (1837.0)  (1.837.0)
Adkitioral peicin 133040 15080 15060 150260 15060 150260

(723.0) (571.0) (571.0) (571.0) (5710 (571.0)

Total Liabllities + Stockholders’ equity

)
2,545.0 7%.0 16,724.7 30,968.8 5):&0.5 ;%wm
13,384. ,907. ,347. X .5 A

65,444.0 76,253.6 88,406.0 106,083.3 128,154.7 158,104.7





