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Balance Sheet Model

- —

Current Assets Current Liabilities
Existing investments that Debts that must be paid in one
generate cash flowsin one year
year " l |
Net Working
~ 4 Capia

| ong-term debt

Tangible and Intangible assets Long-term debts owed to
that are long-lived investments bondholders |
Growth Assets @areholders@
Expected value that will be Long-term debts owed to
created by future investments bondholders
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What Really is it Anyway?

Corporate
Financial M anagement

= Transcending Financial
Management into
Business Operations

Core
Competencies
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Treasurer Department
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No Short Cut to Success

Continued steady belief and efforts
withstanding discouragement or % =

difficulty i
L2

Perseverance
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Investment Proposal
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Yield |
Positive?
Maturity
Yield
Negative?
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= Commercial Paper

= Corporate Bond




The amount required

The cost of the
money

Advice available

" Factors affecting h
the choice of
. funding y

Loss of

The risk
control

involved

The length of time for
which the money is needed
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Debt Information of Big Four

hundred of million NTD (2013.12.31)
Ratio
(%)

Compan
PAYY epc | NYP | FCFCc | FPC | Total

ltem

Short-term
C L oan 34.2 32.0 17.0 288.8 372.0 7.2

[T 310 | 450 | - | 330 | 1090 | 21

L
| Sum | 652 | 77.0 | 17.0 | 321.8 | 481.0 | 9.3 |

Long-term
L L oan 177.7 | 413.8 | 469.1 | 872.4 |1,933.0| 37.2

/ Coé'gf]:jate 598.9 | 740.0 | 578.0 | 860.0 |2,776.9 | 53.5

L
W

. Total 841.8 |1,230.8|1,064.1|2,054.2|5,190.9| 100
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[ ] [ ] [ ]
High Financial

Leverage
Year F”’F‘g;i%'a' FPC NYP FCFC FPC
Current Ratio(%) 219.8 227.2 133.6 153.6
2008 | Quick Ratio(%) 170.9 170.6 83.9 87.6
Debt ratio (%) 33.7 35.5 41.0 55.0
Current Ratio(%) 252.6 303.0 219.4 249.8
2012 | Quick Ratio(%) 213.5 235.4 164.9 150.4
e 34.1 37.4 40.7 55.4
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You believe it?

Three month Libor
+
110BP
in 2012
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strikes a Dalance petween current

dividends and future growth that maximizes
the firm's stock price

COMTRA

20




x B ﬁ\um PLLMS
FENSITY Colege of Managoment | 5N MATAGEMENT

Formosa Plastics — Dividend History
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Stable Dividend Payout Policy
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Dividend Decision Determinants

Jir>
Ownershi
P
Structure Tax
.::“ Stages in the industry Lifecycle:
: yen ™\
Capital
Dilution [ Stability
r ' TIME g
Capital
Derg and — Legal
Restriction
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Lower Cost of Capital

Cost of —|— nggff
Eq = Ity {after tax)

e Walghted by the proportion of debf
and equify in the capifal structure

WACC = (E/(D+E)) K. + (D/(D+E))Kp (1-1)

i
3
b
5
e --—:"%./ =
Debt Capital Equity Capital

EXECUTIVE DEVELOPMENT h()lﬂ( HUF 4 -1 Ll H:HBER 2014

24



http://www.google.com.tw/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&docid=NWlsX3RAR0BrNM&tbnid=59aLWdUye63DEM:&ved=0CAUQjRw&url=http://www.clker.com/clipart-8063.html&ei=j4IFVNHgMIXW8gWgr4CwCg&psig=AFQjCNH4P1YWajf_AQr6oqc2Cec80Xudcg&ust=1409733164629422

EXECUTIVE DEVELOPMEN1 WORKSHOF' -5 SEPTEMBER 2014



http://www.google.com.tw/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&docid=Lya_ICZlc5bE9M&tbnid=vXSjmcEr_esjLM:&ved=0CAUQjRw&url=http://www.nipic.com/show/4/104/d33331f52221cca7.html&ei=doQFVIvqDtfk8AXAkoGgAQ&psig=AFQjCNHOV5TfdUBsl6g3iVxsyXhXj9QCCg&ust=1409734122950500

EXECUTIVE DEVELOPMENT WORKSHOP
! M-% < 7

SOLUTIONS

4 - 5 SEPTEMBER 2014

26



Exhibit TN-1: Analvtical Framework for the Case
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that debt and equzy are the two main sources of capital awvailable to project
mvestment. Suppose that the 10-vear governmenr bond yeld m 2004 was 2.66%
while the market retumn was approximately 11% basaed on the past 10 vears of market
mdex return data. Thus, the cost of equxy capital for Inotera 1s cakulated using the

CAPM formmla. as folows, and equals 16.75%.

E=R+3R.-R)
=2.66% + 1.60-(11%:-2.66%)

=16.73%
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O g 1o o L ) b .

28



where K, &5 the cost of equity capital, R, s the expected nisk-fres retum £ is the
senszmaty of the project to market risk, and R,, 1s the histoncal market retun. Affer
determining cost of debt and cost of equity, their combinanion (50°%: ws 30%), the
weighted-average cost of capital (WACC), can be calculated Ths WACC can be
used directly in the discounted cash flow techmiques as the discount rate, which is
regarded as a financial cost of capital that is, the cost of nising the funds needad to
start the project and 1o keep it running,
WACC=05 (1) K.+ 05K,
=0.5:0 85x1.55% = 0.5x16.75%

=0.03%
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Exhibit TN-1: Free Cash Flow from Investing Project

(billions)

Year 0 Year 1 Year 2 Year 3 Year 4 Year 5
Sales 7.7 12.9 18.4 21.1 29.3
WVariable Cost (30% of Sales) 2.6 4.3 6.1 7 9.8
Depreciation 10 10 10 10 10
EBIT (4.9) (1.4) 2.3 4.1 9.5
Tax (15%) 0 0 0.3 0.6 1.4
EBIAT (4.9) (1.4) 1.9 3.5 8.1
Depreciation 10 10 10 10 10
Salvage Value 30
CAPEX (80) 0 0 0 0 0
Free Cash Flow (80) 5.1 8.6 11.9 13.5 48.1
Present Value (80) 4.7 7.2 9.2 9.5 31.2

NPV at WACC (18.2)

30




CF=611

CF=(30)
D=0

N

Mote: I} denotes demand wihale CF represents cash flows (umits in blhons of WTDN).
Figure TN-1: Event Tree Showing the Cash Flows for the Precommitted Project

D=542
CF=29.0
D =483
CF=1217 j;’f;f CF=382
D=357 D=471
CF=145 CF=203
D= D=33.6
CF =157 CF=522
D=251 D =365
CF=89 CF=139
D=13.1 D=219
CF=93 CF=481
D =146 D=193
CF=43 CF=89
D=67 D=13.3
CF =49 CF=405
D=74 HMMMM D=159
CF=63
D=9.3
CF =369
D=103
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FV=614
NPV =(15.6)

N

* V=549
NPV =839

V=611

PV=TL1

=
Il

—A
Fu
£Fn

NFV =830

PV =605
NPV =694

V=471
NFV =517

V=701
V=581
NPV =819
PV =503
NFV=T0.8
PV=3501
V=511
NPV =T49
PV=4:58
NPV =587
PV=483
V=451
NPV =541
PV =40.1
NFV =421
PV =406
V=405
NPV =455
PV =353
NFV =416
V=369

. Figure TN-2: Event Tree Showing the Present Value and NPVs for the Precommited Project
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Figure TN-3: Valuing the Abandonment Option
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Analysis of Dan-Yuan
Costing in FPG

(Unit Element Cost)

Dr. Yih-Wen Shyu (Peter)
College of Management
Chang Gung University, Taiwan
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Cost Is Everything in FPG

Resources
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Concept
Standard Cost

Reward p

ASSESS

PLAN
(plan activities)

Cost

DO

(evaluate MBO (perform
measures, act : P

activities)

upon variances)

CHECK Maﬂagemeﬁt

(measure
performance
of activities)

Performance
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Process Flow of Cost Man
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Dig Deep to Get the Truth

Get to the Root of the Matter

Reasonable Cost?
Trace it to its Source

38



EXECUTIVE DEVELOPMENT WOMSHOP | 4-5SEPTEMBER 2014 e




L

-
\ 7/

25
\%

R A2 pﬁmm +CAMS
Ao Calege of Managemant \wumm

You Get What You Measure
Benchma(k —> Standq_rd Cost
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Variance Analysis
ot oce Take
entify : lecelye »  corrective
questions explanations actions
. Conduct next
nalyze period’s
variances operations

Prepare standard
cost performance

Begin
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Use standard costs to prepare budgets and establish goals for product costing.
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Apply dollar, time, and quantity standards to work. .
EXECUTIVE DEVELOPMENT \-‘JOHKSHUP 4-58 ‘-PH:HSER 2014

42




= B 4 B gasg *CAMS
sy Colege of Managoment | AN MAYAGEMENT

Procedure

1.Cause and Effect Analysis
2.Exploration

3.Corrective Action

4.Benefits from Improvement
5.Report

6.Implementation and Follow-up
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Cause and Effect Analysis

* |dentify the Problem

 Work Out the Major Factors Involved
* |dentify Possible Causes
* Analyze Your Diagram

What can be done better
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Cause and Effect Diagram
(Fishbone)
e What

— Atool to represent the relationship between an effect (problem)
and its potential causes by category type.

e When

— Carried out when a root cause needs to be determined.
e Why

— To help ensure that a balanced list of ideas have been generated
during brainstorming.

— To determine the real cause of
the problem versus a symptom.

— To refine brainstormed ideas into
more detailed causes.
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Process

__p

Root Cause

Implement
Corrective
Action

i

Corrective Action
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Manufacturing
Overhead

- Financial

_ Acquisition
Funding Cost

Operation Allocation

Quality

#CAMS

ASIAN MANAGEMENT
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Total
Cost

Organization
Function

Level
Quantity Wage
Content Item

e ge:
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Example(2)

Storage Import

Expense Warehouse
Westage Custom
Specs Delivery Land Outlay
Carriage
M ethods Payment = Cargo
Terms
i Shipping
QC | |Procurement A
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Efficiency Staffing level

Labor
Cost

~ Turnover Wage
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Example(4)

Allocation
Department Department A
Product Department B
M/O
Capacity
Utilization
_ Efficienc
Production y
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Example(5)

Selling Expense

Quota

Account Title
Sales Volume

Terms of Sale

Work Content

Account Title

EXECUTIVE DEVELOPMENT W (_)HK HUF 4:-9... IFHQBERHOM
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Example(6)

Working Capital Inventory Turnover A/R Collection Period
Movement

i nanC| ial j_,
Expense"'

Equipment Utilization

Notes Recelvable
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Demo

* Cost Summary of Polyester Textured Yarn

2012 2013
100,233(Thousands) 100,087
3,012 ton 2,846 ton
$33.28/kg $35.17/kg
[ What’re the Differences? }

4 - 5 SEPTEMBER 2014
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Example of Unit Element Cost

[ Output Analysis ]
ltem Normal
Output 2,846
% 95 ltem Ton
Normal 2,846
Defective 138
Output 2,984
ltem Defective
Output 138
5
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Detective — Cause and Effect Analysis

| |
Item [Hardness Item |Aberration

3,099 K6 | 22,871 K6

____________ Defective
138,300 K6
L ' — ' F A— ¥ 1009
Item | Dye Speck | Item [ontamination Item | Connector || —
Quan 118 I(G_ Quan 18,450 I(G_ ] Quan 29 072 I(Gr_

0 1%

FES
-
A
A
2
S

21 0%
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Fluff — Cause and Effect Analysis

gasg *CAM

I Calege of Management
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_AMS

E

[tem| Grease F [tem Fiber F Human Influ
Quan| 6.469 K& Quan 12,938 K6 19,407 K6
|y 10 0% y 20 0% 30 0%
\ Item Fluff
/ Quan| 64,690 K&
» » / S 100%
Item Others Item| Production F Item|Mechanical F
Quan| 4.528 K& Quan 5,175 K& Quan| 16,173 K&
|y 7 0% y 8 0% y 25 0%
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Human Influence — Cause and Effect Analysis

Item Carrier Item Scratch Bump
Quan 1,941 K6 Quan 3,031 Ké& '( 5,822 K&
% 10_0% % 30_0%
Item [Juman Influencs
— Quan 19 407 K&
7 " 100

Item Serial No Item Movement Item Rubbing

Quan 1,821 K6 Quan 2,911 K6 Quan 3,881 K&
| % 9 4% | % 15 0% | % 20_0%
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Action Initiation

[tem Quantity %

Hand Rub 5,822 | K6 30%
. h 3 N31 KG | 15.6%

—_—— T 7

Wearing
_Gloves
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