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Being a young graduated student | understood the iportance of the
access to information. And how could we become bett unless by

studying already existing know-how?

I know that | am not the best English writer and sgeaker, but this
book wants to be a pulse for you, the readers, tmmbance what you

know in the present time and in the near future.
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LEARNING ABOUT FINANCE BY A
REAL-CASE STUDY
- FINANCING METHODS -
- BUDGETING, INCOME ACCOUNTS,
AND BALANCE SHEET FORECASTING
METHODS -

Added-Value: Financial indicators backed by “Circle -

view” geometrical analysis
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Masterpiece of finance

“Value — the amount of issues giving the item’s
price; the money balance of object.”

Resume

The investment value is forecast as being the nposbable and

achievable value.

The goals of financial management and the prefereralating the

financing resources have fluctuated historically.

The forecast of performance has to be done steptéy upon each
element or group of elements.

The future marketing strategy is playing a majderim the sales forecast,
while the historical costs are useful when compuutiie expenses
forecast.

The finance, nothing else but the pure resefameimce, has
studied and explained the process of valuationvasiable of work skills’
interest. When being said “work skills”, it meansn@oyees and
employers, capital and rent, money and securifié® value of work
production is the exchange price. This is nothilsg but a weighing scale
of needs and expectations. Each businessman hagwits scale of
importance coefficients for his/her wealth backed dxpectations and
economic synergy. As a result of sucHimancial information-melting
process the economy has evolved to the actual sthgeegotiation,
disclosure, competition, needs’ satisfaction, angppy vs. offer
phenomena. It can with no doubt be said that thmiise of finance is the
value of trade, motivation of fighting, the senddife style. No one can
says that he/she knows the secret of fortune, leretare people who
dared to get involved into the exchange economysTihese operators
are able to cover their increasing actual expemssejs and expectations
by the financing instruments (money , securitiesldgland, so on)
previously inherited or acquired on

- money market,
- financial market,
or by
- mergers and take-over,
- selling and buying retail/wholesale.

The business partners often have different goladsseller
wants getting more money and the buyers — sperdgsg As a result the
price of exchange action is considered as the cowe market value
where demand met the offer in price and quantitye Guestion is: What
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was their reference price? Well, the referenceepvi@as the computed
result of an evaluation methodology more or lessngific, with more or
less hypothesis and premises. The science of fenhas been developing
such evaluation methods raging from those basecash-flow up to the
patrimonial ones. There should be well understbad o sign of equality
is between the market price and the computed valbe. market price
represents the point where offer meets demand ioce @nd quantity,
while the computed value is used as a probables fré&ng the result of
subjective hypothesis and accepted standards cfurezaent.

Despite the wide range of financial theoriess important
not to forget the common elements found among #haeis definitions:

- the value is seen as the most probable price;

- afree market economy and mechanism are required;

- there are used many terms indicating the targatevamarket
value, correct value, liquidity value, residual wal net value,
investment value, book value, selling value, so Np. matter
which terms of value are used, finally all are tésult of financial
analysis of financing resources.

Financing objectives and resources

The science of finance is a continuous chainewénts
looking for different objectives. Depending on ttieosen targets there are
done various analysis and forecasts on micro-amraeconomic levels.

Taking as reference point the dynamics of imguré of
management perception in area of activity objestammong a portfolio of
a certain vector of East European stock-exchamgjedlicompanies, a
dissertation studyon that (East European) country showed the fotigwi
dynamics recorded during a 10-years period:

l:l areholders wealth (Y1) - Earning per share (Y1) - Sales (Y2)
Return (Y2) l:l Revenue/lnvestment (Y1)

I
N N+10 Years
Figure no 1 — Performance management objectives

*1 point- unimportant; 7 point— high important; time perio— 10 years stud

! Andreea R. Voicu - Research study included in gasion dissertation, Academy of
Economic Studies, Faculty of Finance Insurance Bamid Stock Exchange (Romania),
2005
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- the orientation of management toward one or anathgctive
is often more a psychological decision rather tharappraisal
analysis. It is necessary a highly motivation $edfd-back
control of the decision making process in orddndwee the best
chance to fit the shareholders’ expectation.

Taking in consideration the preferences towaifterent
financing instruments, there are recorded the fotlg evolutions for a
10-years period:

N N+1 N+2 N+3 N+4 N+5 N+6 N+7 N+8 N+8

D Shares and bonds (Y1) D Banking loans (Y2)
B Capitalisation (Y2) B Alte modalitati (Y1)

Figure no 2 — Financing instruments

— it shows the effect of a down trend of interesesabn money
market and the effect of increasing role of ecomonycles.
Its a momentum when the projects’ financing researare
cheap money for borrower and expensive for thedenthe
lower the interests rates, the narrower the spiasatoveen
banks’ active and passive interests rates, andhigfeer the
pressure on financial markets for cutting expenses.

Related to the management resources’ mix (chotbe
financial analysts have to be ready to see thesinvent climate. In order
to analyses such a phenomena, a close relatiomgspto be identify
between short term and long term interests rathsrelis a worldwide
opinion about them: excessively correlated-in-tetmigh interest rates
lead to no motivation for spending and investmests,the price of
decreasing the inflation by such monetary policy idowntrend in GDP
together with all its unwanted effects, while tbevér interest rates lead to
a good investment climate being under the threanftdition and to a
possible low capitalization of banks. But the apgalbof macroeconomics
policies and inflation periods is not the plot bistbook. Thus, all what it
can be done is to motivate you to acquire macramoas knowledge by
reading additional professional books. So you Wwél able to use and
interpret, adopt and implement investment decisionder minimized
risks.
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Corporations/companies usually have much moianfiing
needs during and immediately after the economiart®dut their lowest
money needs come after the recessions have reattteedbottom
momentum:

;Econorny and investrnent clirmate

Econormic Boorn

Recession momentum

(___,f/

—. _:—'—'_'_'_FH-F

tirne

high roney needs low rnoney needs

Figure no 3 — Investment money demand

The financing decisions are always under the pressua
mix of factories (consisting in business risk, et risk, market risk,
etc.), backed by several vulnerabilities (politiaald economic weakness,
foreign trade dependency, capital flows, regiomatability, and so on).

Important recommendations of forecasting methodolgy

- The step-by-step appraisal of forecast means ingonewt of
existing links between independent variables withe t
dependent ones.

- The process of data collection and interpretatiemegates a lot
of residual influences (i.e. influences from the man
expectations upon the working capital structurefifability,
average periods, sales and revenue, costs andg}réimlis the
analysis and methodology have to consider as heseful to
adopting a pessimistic variant doubled by an otiimione as
action of response to the subjective chosen hypsh8ut if
there is no time for such laborious work, the astalycould
adopt just one medium optimistic analyses (if thiera boom
period), or medium pessimistic one (if there igeession).

- The forecast period has to be fit according toetheh company
goals: payables, receivables, working capital, taslsey/sale,
dividend payments, so on. All these aspects regqanéinuous
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correlations on the labor policy, investment trerueduction
equipment regeneration, loans and repayments, ityatur
acquisitions, and expenses vs. revenue.

- The main elements of the capital are considerethetathe
equity, legal reserves, retained profits, long tdimancing
loans.

Sales forecast

- Such effort comes firstly with a marketing plan abo
economic potential, market share, suppliers anttiloligion
channels, market dispersion, etc. There are ishypdthesis/
premises upon the offer and supply, potential aerdpectives,
subsides and facilities, financial products’ higtoFhe actual
researches in these areas are trying to explaiplteromenon
by financial and quantitative methods, and by mathes
links. There are widely used mobile averages, auto
reversibility, white noise concepts, lags, diffazes,
correlation degree, so on. The forecasting basepresented
by the amount of sales being the reference poirth@fother
dependent variables: salaries, raw material, ojpgratosts,
inventory, receivables, administration level, castd current
loans, financial/non financial long terms loans.

Expenses forecast

The analysis cares the structure of expenseg bims
which values could increase/decrease at a higke(ira. -/+ 5%) than the
sales value rate. Several linear econometric modklrst degree are
likely to look as the followings:

Item value(y) = A * Sales(x),
Item value(y)=A * Sales(x) + Constant

» all coefficients are computed on a financial base,

usually being used the 1000 monetary units revenue’
proportion related to the chosen premises antegica
goals, macroeconomics practice, competition, so on.

By its specific characteristics the financial doast uses
budgeting as an action way for fulfilling the oljees, and the finality
depends on the realistic analysis process. Thenesumlly issued an
investment schedule, a production plan, a feed ck bprocess on
performance variance, in order to minimize the afeof unexpected
events. Budgets should not be too much detailedfaat they only
represent overall actions for increasing the shadehs’ wealth.
Otherwise the management adaptability to markedseediminished.
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About the working hypothesis their utility costs in the
subjective evolutions on the company and economyds as a result of
previously taken decisions of management with direffect on
forecasting behavior. One important example is milbg externalities —
these are external effects not due to the addecde Vaut to the favorable
conjuncture in resources allocation. Such positivenegative effects
could be often generated. Thus a necessary condgito balance the
expectation with the possibility of production aswlving financial crises.

Depending on the degree of representative letred,
following methods are used by the analysts :

- probability methods - known changing variables, o
happening probability, expected variance;

- uncertainty methods — unknown changing variablegnawn
variance;

- certainty methods — known changing variables, known
variance and evolution.

Notes

Evaluation methods Goals

Exchange price Investment climate
Financing instruments Resources
Financing needs Sales forecast
Financing objectives Expenses forecast
Forecast methodology Value definition
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Statistics and geometrical design as tools of
the risk and performance analysis

Resume

Quantitative statistics models come to reveal thle measure.

Time interval analysis should cover at least 2-&rgeof continuous
activity.

The limitation of chosen financial indicators comésm the data
disclosure availability and working principles.

The objective is a lower risk of adopting a wromghcing strategy.

The financial indicators should be enhanced byreleiview graphic for a
better fitting of conclusions and observations. flin@thodology supposes
an allocation of one graphic axe to each choseicatdr.

The overall performance is represented by the @toral surface
resulting from the correlations and juncture ofigity variables.

The financial economy’s environment has as tesstrong
association of money market variables. This poiftview has its
arguments arising especially from the effects efegiment climate and
lending behavior. By the new modern analysis tegines, the participants
(borrowers and lenders) are involved in the prodedh as the financial
analysts and also as the analyzed subjects/objatitshese arguments
gathering into a great competition will have théuson for achieving a
higher performance among the contractual parts.

According to the spirit of mathematics existiagong all
researchers, each financial analyst (senior olojuexperience) must be
able to apply quantitative statistics developedh®y software companies
so having the capacity of description the econolinics among chosen
variables. The linear or nonlinear models born ighsstudies will finally
mean more than just the objectives, they will cameeveal the economy
and to describe the risk measures.

Round-view financial analysis

My professional experience acquired on the bankirea
as financial analyst of the performances of brantdnagement and
lending negotiations has been sustaining the opimelated to the
necessity of modeling the performance’s financradlicators of each
borrower/client by connecting to their historic raace. Thus the idea
intended to be promoted is to unite / join sevdnancial indicators
inside one chart (called round-view or circle-vietart) and to offer an
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additional analysis in time and space. It implibge use of working
principles and procedures, establishment of objesti all these coming
to be an image of each individual experience ameéetations.

Modeling the series of financial indicators

Adding the model
to the traditional

wi-axes indicators

Figure no 4-Shapes of performance graphics

Working principles

The applied methodology is set on a researcle dgon a
database of reported indicators of Stock Exchangted Companies
(having market value due to the listing acceptamga’ocedures), and
which is related to the individual financial perfmances of chosen
company.

The working principles can be noticed as it fako

A. Performance’s interpretation is improved by a giegh
representation, without any relation to any staddiadicator other
than the database of finance-statistics investigati

B. The analysis requires representative aspects tafsisnet profit
and a continuous activity for at least 2-3 yeardprmation
transparency, professional management and accolitytab
competence, market capitalization, acceptable digyi and low
activity volatility.
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C. The limitation of chosen financial indicators conwedy from the
availability of data disclosure, being obtained tfa@lowing
proposed default matrix that can be increased oredsed in axes
number:

X1 - Gross Profit / Asset

X2 — Liabilities / Net worth

X3 — Sales / Assets

X4 — EBIT / Interests

X5 — Self Financing / Liabilities

X6 — Average Payment Period

X7 - Quick ratio

X8 - Current ratio

X9 — Net Profit / Net wealth

X10 - Gross Profit / Sales

X11 - Net worth /Assets
- there can be more or less than eleven independent
variables  according to each user's needs and data
availability.

D. The model has the goal to verify the cases whemigamization
of covered surface is obtained.

E. The analysis requires an allocation of one grapixe to each
chosen indicator, and line connection of indicdtasmputed
values for each financing method and yearly finainexercise.

F. The methodology has applicability upon the différasizes of
companies (small, medium, or consolidated balancdd)e
importance is that their assets and liabilities ehisions, property
form, and Stock Exchange listing acceptance of shedied
subjects do not matter (the applicability is ramggiinom small
companies to the big ones).

Objectives

The main objectives of such application are:

1. Obtaining of adual methodology for a “high velocity” visual
diagnostic test of borrowed customers;

2. Analysis under conditions of real time changes liquidity,
solvability, profitability, gearing, and so on;

3. Disclosure of weakness and strengthen of the fingnplans.
There is a high opportunity to focus exactly on tleguired
aspects;

4. A lower number of wrong financing decisions;

5. The cutting down of time cost (if necessary);

10
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6. New and useful database for all involved analysts.

Working procedures

The brief description of procedures will touclhet

following aspects:

a.

—n

The geometrical picture will assign one axe to eatdtistical
analyzed variable in order to disclosure the comisan
performances;

The representation of computed values for the chwagables;
The establishment of activity risk in terms of mmim surface
accepted;

The joined-axes representation - in order to wafch the
interested goals of financial analysis (maximizatiof surface
means better operational performance);

The choice of a time interval;

The correlation analysis between financial indicst@and the
financing methods according to the “round view'enmiretation.

A previously described analysis done by “circiew”

procedural methods, would show the following opereatl advantages:

Improve of decision making;

Simplifying and easiness of data interpretation;
Disclosure of borrowers’ weak-strong points;
Reliable comparative process using accepted iralEat
Dynamic approach of individual financial performanc
Comparable indicators having different unit scale;

A higher certitude of financial analysis.

Notes

Econometric model Risk measure

Market variable Round-view chart
Objectives Significance coefficient
Operational advantages Stock Exchange regulations
Performances Variables

Procedures Working principles

11
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Case study

Resune

The external macroeconomic variables like investrolemate and
inflation have a high influence on management styis.

The overall activity analysis implies a disclosofeshareholders history,
employment policy, building infrastructure ecolodgmestic and foreign
market competitions, performance of the last twaryeactivity,
investment strategies, cash flow influences, exgseasd revenue
forecast.

Each financing method has its own influences orb#iance sheet and
profitability accounts.

The working principles and hypothesis are not &iteby the financing
decisions.

The analysis should cover a historic period ofeatst 2 years, and a
forecasting period of 4 to 5 years seen as a mimrpay-back time
interval of investment.

The circle view analysis is used to justify andaerde financing
decisions.

Pointing the truth

Like any other decisions making area, finandegdision is
nothing else but a choice between many possibléoract In the
contemporary world, all good decisions are subjaftshe following
analytic process:

a. Defining the objectives

-the making decision persons should know that tinection of
their action has a final purpose. Thus, in the adsan unknown
desired destination, the managers have no posgifuli choosing
the right action way. Among them, the most impadrtabjective
often chosen is the maximization of shareholderasltive

b. Financing cost

-it is nothing else but a step-by-step cost of oppuoty related to
the acceptance of an action way and the rejectiail the others
ones. Thus we must underline at least theoreticaiigse
characteristics that are linked to different actizays for obtaining
resources and financing investments. Being necg$saboth the
financing decision and resources use, this objectequires a
reliable analysis of the past results and futureso Under these

12
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circumstances the human error in the data prosegsdvoidable,
and the importance of a competitive managerial teames as a
necessity. Financial policy should be the resultaoflecisional
analysis between effect vs. effort, necessity wsailable assets.
So, the present part of the book will come withtadg done upon
several possible financing resources, together witteir
characteristics and implications.

Irrespective of the company’s option of finargcimethod
of its activity, the management has to be awaré¢ ghgreat influence
comes from the global investment behavior. Anotiméluence is the
inflation - almost as important as the first onecdwse it can make an
orientation of investor toward other financial oromey instruments.
Usually the investors use more than one money respso it is important
for them to know what is the weighted average obsapital:

WACC= Z C*p;
- wherep; is the participation percent for each resource, @nig
the cost measure of that resource.

Previously identified elements (subjects) havebéowell
understood and represent an important chapter efirilestment risk
analysis. The analysts’ team has to carry out airmgrand tasks built for
longer and longer periods of time. The perspeativeconomic problems
can be identified at both the microeconomics lewasing from the
velocity of structural changes, and macroeconotensls.

A. ACTIVITY ANALYSIS OF ARCCRA S.A. COMPANY
(at least 2-3 years peridd)

1. Overall information, short-time history

Description: XYZABC SA is a public trade company,
registered at the Chamber (Office) of Trade under numlfet)......
located in(!?!)...... street...... phone-fax(!?!)...

Issuedsharesbelng worth M_U 66 545 250 thousafide
chosen measure unit is M_U as the intention was iticrease the
difficulty degree due to thenecessity of forward exchange rate
analysig, divided into a number of 2,661,850 shares with a nominal
(face) value of M_U 25,000. The company has theafiaddress in the
region of (I?1) ........ , account number (1?!)......., the regular client
business bank is XXXE-Commercial Bank.

% The essential elements were highlighted

13
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Its mainactivity objectives according to the statute is the
production and trade for the alcoholic and nondadtic drinks, dregs,
transportation of goods, import-export activity amdher different
services.

There are about 1,628mployees structured as following:

- executive management team 3

- execution workers 180
- high skill workers 1,446
The company was established in 1881(!}}).......... In
1909 it became a closed company and in 1948 thaseatake-over by
(!?1)........ Its name has been changed in ISIS ARCCRA”1971 it
mergedwith (I?!)........., again changing its name to the present one.
Themain financial data disclosure for the last3 years of
activity:
Table noM( U thousand
Specificity 2003 2004 2005
Revenue 8,272,840 20,220,706 39,508,217
Expenses 7,865,814 19,583,370 39,036,712
EBT 407,026 567,207 514,480
Borrowings 1,660,550 2,801,466 10,139,996
Dividends 89,606 124,846 9,035
Long term assets 10,438,217 10,505,057 68,724,879
Depreciation 596,620 1,011,492 952,869

2. Employees approach

The legal labor contracts for 2005 are negotidtetiveen
the company management and the éxisting syndicates (!?%)

- ARCCRA Syndicate

- ARCCRA'’ ISDW (Independent Syndicate of Workgrs

The individual labour contracts are establishing
('?1....limits on the wages and bonusdepending on the efficiency,
experience and high skilled work. The obligationsvdrd community
budget have been delayed due to the lack of mdoeyih the banking
account at the maturity of the last year exerces®l that incident has
generated legal penalti@®!)....of M_U 260,528 thousand in 2005.

The executivenanagementis structured into:
o President
o Economic manager
o Trade and technical manager.

14
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3.Pollution and environment

ARCCRA S.A. has been equipped with a modern bio-
mechanicalnonpolluting plant with a capacity of 171 litters/sec since
1987. TheLaw of Waters no. (!?!) ... and the law no...... have been a
constant concern of the management, in order t@mimba higher
protection againsipollution factors (!?!)..... Thus, the technological
products are used to obtain animal food, huge diestof Plastic-
Fluoride...., or even raw for thermo- or electrioygo stations.

The company possesses all necedsagal approvals(!?!)

..... for his plants from the environment authorities

4. Infrastructure

The legal documents indicate an operational santhce as

following:

- total surface(st) 95,235 sgm
- building surface(sc) 33,640 sgm
- road surface(str) 44,504 sgm
- network surface(sr) 6,461 sgm
- free surface(si) 10,630 sgm
- build unfolded surface (sd) 52,800 sgm

The quantity index , the percent of using land is
POT= (sc+str+sr)/st = 88,84 %
The quality index, the coefficient of unfold larsd
CUT= (sd+str+sr)/sr = 1,09

5. The marketing of products

The analysis of present stage of world econceagd(!?!)
..... at the conclusion that the countries/counatydihas gone through an
economic recession/ boof?!). The beginning of the economic boom
premises for them is set to have happened in ... .he.World market of
alcoholic drinks is €?!) monopoly/non monopolyype market of global
acting companies like:

Table no 2
Company  Country(!?!)  Sale¢!?!)  Profitability (!?!) Employee
s

A(!?)) G Br 11,000 11.0 138,000
B(!?!) G Br 5,000 16.0 85,000
c(1?) G Br 3,700 11.0 35,000
D(I?h G Br 2,300 12.7 62,008
E(!?) N et 2,500 9.0 29,000

15
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F(1?1) G Br 2,900 32.0 19,000
G(1?") Fra 2,400 29.0 14,000
H(!?!) Den 1,100 9.0 12,008

(1?1 G Br 1,100 20.0 30,000

The company'value of exports(!?!) ...has been around
USD 3,200,800, obtaining an average price of 1.8itteB, below the
average price of the other producers and at thé& bimmanufacturing
costs in 2005. Thexport percentagein the overall production was about
8%. For avoiding any export losses due to foredasisoming high costs,
our firm has to change its actual plgiy .... with others more efficient.

The domestic market has a shares’ coveradg!) ....
coming from six important companies including oampany.

6. Economic and financial results for 2005 and 2@&gfour months)
* Analysis of balance sheet.
* Analysis of profit and loss account

Pointing the financial information

The methodology is based on the correlation tiegs
between thassets, liabilitiesandshareholders wealth For the first four
months of 2005, there has been an increase inetwivable with bad
effects upon the company’s independence, because inhestment
program is more dependent on the nfavancing resources A higher
attention is imposed to thpuridical department for retrieving this
elements. A goodign comes from a lowate of leverage which means a
possible future increase in debihere has to be noticed a production
program that is set for meeting nenarket requirementsThe value of
overall revenue in 2005 is M_U 39,508,217 thouséoidwhich the
operating sales are about M_U 38,520,479 thousand).

Structure for company’s balance sheet is ptegem the next
graphic:

14.49

OCurrent assets
B Long term assets

Figure no 5 — Term structure of assets

16
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OShareholders wealth

B Long term liabilities

OShort term liabilities

Figure no 6 — Structure of resources

The company’s potentiaapacity of production has not
been fully used due to eonjunctural decreasein the sales that has
determined both lower profit and lower revenue.

About theexpensegit can be noticed) they are at a level of
M_U 988 for every M_U 1000 revenue, leading to almrofit. In 2006
for the first four months, the company recorded UML,314,053 thousand
loses but there is forecasted a profit by the dritieyear. Considering a
number of 1,629 employees for 2005, there resudbaeur productivity
of M_U 24,253 thousand per worker, and for the gmégear it climbs at
M_U 29,667 thousand per worker (almost 20% higher).

Analyzing financial indicators

Using the indicators obtained by the conversibdada in
the balance sheet for 2005 and 2006, it can be aé&tte increase in the
assets value from M_U 80,371,054 thousand to M_U 80,535%,1
thousand.

The proportion of long term assets into totadess has
been facing with a decrease from 85.51% to 85.1which in absolute
value represents M_U 142,748 thousand. About thieecu assets, they
have known an increase from 14.49% to 14.83% ir62@@ich was M_U
11,943,050 thousand (including consolidated ac&uut there is still
maintained awarning signal related to the company'sapacity of
adapting to the possible market changes. It is recommenaeer these
conditions a higher level for the raw materials #meir use. Besides, the
inventories have a proportion in the current assk&3.66% in 2005 and
53.99% in 2006, while receivable arrives at 26.58%pectively 23.42%.

Cashof M_U 721,294 thousand (6.79% of current assets
in 2005) is set at a lower limit in present, M_U083 thousand (3.94%).
This number has to be compared to an optimum of 80&cncreased as a
condition for a better economic activity. But theatement shows a
retraction in the cash flow through the bankingteys so it is necessary
anincreased number of cash contractand a rejection dending policy
toward its customers.

17
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Regarding to the required funds for investmerite
financing byinternal capital has been reduced to 85.23% (in 2006) as
compared to 87.25% (in 2005). The percent of boewnoney in the
overall resources arrives at 14.77% from 12.75%005 (funds due to be
paid in a period more than one year 2.95%) haviggaal structure.

The difference between long term resources and fixed
assetshas a downtrend from M_U 7,195,870 thousand to N3,485,408
thousand, being the result either of the continuedsice of “permanent”
funds or the increased fixed assets. The ratidhef previous value
divided by the current assets has been lowerethé2006’s first term at
45.93% from 61.8%. The number of participation fois value to the
revenue has recorded an uptrend from 5.5 (time®)6® (times) in 2006.

Net working capital (using the formula: inventory +
receivable - current liabilities), has been redueeith almost M_U
1,459,751 thousand. The effect is a lower cash fwhe first disposal
(demand). Thus the company is borrowing on shomt the notes of M_U
2,857,774 thousand in 2006.

8000000 ETerm debt-fixed
assets

ENet working
capital

OTresorery

4000000

0

2005 2006

Figure no 7 — Hstogram of indicators

Thecurrent assets’ financing has been done bigs own
funds in a proportion of 32.4% in 2005 and 20.2786 fresent year.
Consequently, there is an increase in the exteesalurces from 38.2% up
to 54.0%.

The following part is going to cover the appahiof
liquidity indicators as a measure of company’sigbibr repayment of its
current debtsThe current ratio indicates a little difficulty in paying its
debts.The quick assetsratio of the company for this period is consider
unsatisfactory and there is a business risk (0Zbb and 0.37 in 2006).
The presence of fixed assets in the total asséie Veas a constant level
of 0.85 for both 2005 and 30 April 2006.

It can be pointed a reducing percent of the amgp
capacity ofcoveragefor resources by own capital at almost 85.23. That
means the company has a low ratio of obligationaheyh possibility of
financial autonomy. There seems no problem for mgets long term
obligation as it is shown by the overall ratio ebds.

A satisfactorylevel of debts (for this industry type of
activity) is when their dimensions do not exceed #mtire shareholders
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wealth. The ratio of debt to total own equity shdiws reliable behaviour
of management policy by the levels recorded at h12005 and 0.16 in
next year, being inside the optimum interval.

The analysis is to continue with tipeofitability ratio .
The first four months period of 2006 records a losM U 1,314,053
thousand, but the firm performance has to be mtlaiethe profit of the
last year (because actual financial exercise hadewn finished), having
the followings:

* net profit margin computed as ratio between nefitpand
total revenue is 0.61%;

* return on equity calculated as report of net pndi net worth
is 0.34%;

e the economic profitability obtained by dividing trgdobal
earnings by long term resources is 0.71%;

e earnings per equity is 0.36%;

» gross profit margin is 1.3%.

The fixed assetsurnover calculated as ratio of annual
sales divided by net fixed assets has a value6¥ i 2006 and 0.57 in
2005. Under the hypothesis of maintaining the eygds number and a
time-period’s extrapolation of statement data upézember 31-th 2006,
there can be deduced a higher productivity per eyeg due to a bonus
rewarding policy.

The participation (rotation) rate (degrees of use) for
balance sheet components is improved and the gpesrare:

1. the total assets turnover jumps from 0.49 to h5B006;

2. the current assets turnover swings from 3.399@;3.

3. anincrease in the period of average inventory witlay;

4. the total shareholders’ wealth turnover has in@easp to
0.69 from 0.56 in 2005.

2005 2006

l:l Total assets turnover . Totalnet worth turnover . Total fixed assets turnover

Figure no 8 — Turnoverindicators
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The previous ratios have disclosed a low profit's
management policy that is an adaptation to the oveil economic
climate pressure In 2005 year, there was recorded an operatinfit @fo
M_U 1,756,010 thousand (operating revenue - opeyaxpenses) backed
by a financial loss of M_U 988,253 thousand (finahevenue - financial
expenses) and an exceptional loss of M_U 296,2&2sdnd (non regular
revenue — non regular expenses, e.g. law penatbesmnercial penalties).
It was preferred such a subjective structure ofippemd loss account in
order topinpoint the influences of those elements being ath than
regular revenue and expenseslf you want, you could compute the
statement according to your own standards in otdebring it at a
standard structure.

B. FINANCIAL AND STRATEGIC PLANNING (at least 2-3
years perioai3

The company’s strategy

In order to maintain the actual production cayadhe
management has been analyzing several investnmamicial plans for the
last years. So, this approach is to deal with amslgf opportunity of the
manufacturing works’ replacements in several prédaoaepartments.

The CEO board under the request's influence of
production and marketing advisers has decidedatuiisition of two
modern plants. The step-by-step opportunity cost analysis amtireg
different plant manufacturers’ offers has generatednner - K&HMas
of G(xxxx), being the most suitable on both tacAhand economical
features and criteria, and an agreement/buyingracnhas been signed.
There is expectetb request an investmentof about FRG 14,606,811
(FRG = Foreign Monetary Units), being an equivalehiM_U 6,865.00
million at an exchange rate of M_U/ FRG 470.

For financing this investment, a choice hasdalbne on a
mixture of possible resources

Before any further actions, it is ought to perioa
forecasting analysisupon the company’s future financial performandes.
usually starts with thoseevenue and expenses not influenceby the
chosen methods of financing the accrued payments:

® The essential elements were highlighted
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Not Influenced Revenue Forecast
Table no 34U million)

Name 2006 2007 2008 2009 2010 2011
Prodéuction 66,933.40| 70,449.90 74,163.00 78,266.10 82,165.58618.50
sale

Goods salesg 43.50 97.00 194,00 388.00 776.00 DB42.
Total sales | 66,976.90 70,546.90 74,357.00 78,65488941.50, 88,157.50
Stocks’ 283.00 283.00 283.00 283.00 283.00 283.00
cash

dividend

Adjusted 1,252.50| 1,319.20 1,390.50 1,470.80 1,551.00 15848.
financial
revenue
Total 1,535.50| 1,602.20 1,673.80 1,753.80 1,834.00 15931.
financial
revenue
Other 0.00 0.00 0.0C 0.00 0.00 0.00
operating
revenue
Overall 68,512.40, 72,149.10 76,030.50 80,407,98%,775.00, 90,089.00
revenue

It is worth to point out that theroduction salesforecast is
considered the result of amcreased production capacityand not as an
inflationary jump of prices. In 2005, the compamsmot obtained any
goodssales revenug but since 2006 this activity has brought receipts
being worth at least M_U 43,527 thousand, the mamagt intending to
develop and multiply its value twice on eachduling year. About the
participation incomedash dividends the company has been holding a
shares portfolio of equivalent M_U 500 million par value at several
banks that makes an yearly inflow of almost M_U 28ion. Also, it
received favorableevenues of exchange rategM_U 654.77 million)
and interests (M_U 24.6 million) in 2005, being considered tot ge
future fixed amount of 1.87% of net sales (angaiow).

Theforecasted operating revenués characterized by:

* The capital swing is in constant prices;

* Theincreasing productionscompared to the one on 2005 year
are to be the result of higher number of produdtsred and
sold to the customers.

e ltis estimated a higher quantity gbods trade

* Production sales are computed/estimated in theXem
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Figure no 9 — Dynamic structure of income

Not Influenced Expenses Forecast

This procedure is set dhe base principle according to
which the investment does not produce any importanthanges in the
structure of expensedecause:

» it generates the replacement of the old produgilants
» the marginal productivity and quality are goingonoticed in
the supplemental operating income.

It is recommended to be used foeecasting method of
the expenses for each M_U one thousand (1000) opimng revenue
The expenses are divided in two categories: fixadl \&ariable. Variable
expenses are those being direct influenced bydhes smount according
to an index, while the fixed expenses are in ogjmsiwith the variable
ones on the index terms.

Theworking hypothesisbased on market information: the
expenses are going itacreaseafter 2006 by an index equal to 0.95 of the
sales growth:

Table no 4
Specification 2005 Expenses af  Fixed Variable
M_U mill. M_U 1000 | expenses| expenses
income
Cost of raw materials 9,682.40 251.40 0/00 251.40
Cost of needed 3,048.30 79.10 39.60 39.50
materials
Energy and water 2,168.30 56.380 8,30 48.00
Other cost of materials 2,659.50 69.00 6900 0.00
Total raw materials 17,588.50 455.80 116{90 338.90
Services 1,139.00 29.60 29.60 0,00
Fiscal taxes 12,620.60 327.60 0.00 327.60
Employee wages 3,405.20 88.40 3540 53.00
Ancillary social costs 1,085.2D 28.20 11.p0 17]00
Total employees 4,490.40 116.60 46.60 70.00
outlays
Other operating 0.30 0.00 0.0Q 0.00
amounts
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Depreciation 952.9( 24.80 24.80 0.p0

Total operating outlay 36,761.70 954.40 217)90 H36

The proportion of these outlay in the overalloamt for
2005 is:

mployees expenses

ciation
Raw materials

Taxes

Neede materials

Energy and wate

Other material

Figure no 10 — Expenses structure

The depreciation is valued separately being the result of
accountant method and fixed assets evolution. Timuat of depreciation
in 2005 was M_U 952.9 million maintaining the saweue for the
present year - 2006, and starting with 2007 itxigeeted to grow with a
supplementary amount of M_U 569.81 million due to:

- Investment= FRG 14,606,811 * M_U/FRG 470 = 6,265M_U
million)

- Duration of use (tool life) = 12 (years)

- Depreciation percent = 8.3%

- Annual depreciation = 6,865.20mil * 8.3% = 569.8d U
million)

- resulting a future annual total depreciation expeofs

M_U 569.81+952.9 (= 1,522.71) million. The forecast
computed evolution for the operating outlay is goio
be:
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Table no 5(M_U Million )

2006 2007 2008
Goods expenses 33.00 73.70 147.40 294.90 589.80
Raw materials 16,794.1017,668.30 18,551.80 19,516.50| 20,433.80
Needed materials | 2,650.60, 2,650.60| 2,650.60 2,650.60, 2,650.60

2,643.90| 2,776.00 2,914.90 3,066.40| 3,374.30
Energy and watep—» _ 555.50 555.50 555.55 555.50 555.50
3,212.80| ?3,373.40, 3,542.10| 3,726.30| 4,100.40
Other claims 4,618.40 4,618.40| 4,618.40, 4,618.40| 4,618.40
Total raw
materials 30,508.30 [31,642.20 32,833.40| 34,133.70 35,733.00
Services 1,981.20/| 1,981.20/ 1,981.20, 1,981.20| 1,981.20
Taxes and fiscal | | 21,927.40||23,023.70 24,174.90 25,432.00| 26,627.40
obligation
Employees 2,369.40| | 2,369.40| 2,369.40 2,369.40| 2,368.40
expenses 3,547.50| | 3,724.90| 3,911.10, 4,114.50| 4,307.60
Social protection 749.70 749.70 749.70 749.70 749.70
expenses 1,137.80(| 1,194.70| 1,254.40| 1,319.70| 1,381.20
Total employees
outlay 7,804.40| | 8,038.70| 8,284.60 8,553.30| 8,806.90
Depreciation 952.90|| 1,522.71| 1,522.71 1,522.71 1,522.71
Total operating
expenses 63,174.2066,208.51) 68,796.81 71,622.91| 74,671.21
Fixed cos

Variable cos

Using previous table, compared to 2005 yeauit lce said
that the forecast outlay for each M_U 1000 of remeis lower with 5.4%
than a regular one and there is no other possilmfitreduction because
the main proportion is held by the variable claithsat has a low
probability of going down.
The following paragraphs are dealing with thiéofeings:
* the raw material supplying system requires borrgaigfrom
suppliers or banks);
* the interest paid in 2005 was M_U 50.6 (= M_U 2,828 /
M_U 38,520,479) for every M_U 1000 operating income
* in 2005 the loans offered to its customers had rogeof
repayment of 14.7 days and the liquidity was M 21,300
million;
» the current loan interests are going to be no niwme M_U
18.9 for every M_U (1000) one thousand.

Related to the previous analysis which hasgtee
the financial situation of the chosen companyyatth to get a focus
upon the appropriate behavior into a choosing m®der financing
resources on long terms:
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BORROWING MONEY FROM BANKS
BONDS ISSUE

NEW SHARES / RIGHTS ISSUE
LEASING CONTRACTS

RETAINED PROFIT AND DEPRECIATION

gk

The calculus for each financial strategy has to beked
to the investment requirement coming from the repdanent of old
production line with a new plant having a value 8RG 14.606,811.

BORROWING MONEY FROM BANK AND SUPPLIER

The following analyzed elements are acting ugbe
company (thgresent economic performancg
1. A downtrend on financing by its internal resources
2. An increasing proportion of external capital resegr
participation;
3. A downtrend in the assets coverage by the diffexenc
between long term resources minus fixed assets;
4. An increased participation for all assets and resssu
to operating results;
5. A reducing net working assets;
+ all the other conclusions coming from the
previous chapter analysis on the company
management.

As a first step the opportunity of obtaining the necessary
funds by borrowing, is analyzed under the additiovarking aspects:

- The Supplier (of new equipment) requisgvance paymentof
overall FRG 1,995,897 — task being fulfilled by XXXXX’s
Bank credit.
-Theinterest rate of that credit is 17% per year (it has been
chosen such a high level in order to cover a sdanawith
high country risk and to look for the effect ofengst rate
upon the investor decision);
- The time period till the repaymemtaturity is 12 months.
- The rest of the amount up to FRG 12,610,914 narfted by a
supplierloan havingthe features:
- Time ofmaturity of 5 years;
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- Nine ( 9 ) acceptedepayment rates under the
conditions:

- one rate at 12 months starting with the begignin
of due date;

- the last 8 rates is paid back in 6 settlements;
- Yearly interestrate is 12%l/year.

Under those conditions, the investment financang the
repayments of debt are to become:

a) Banking credit
2006: repayment = FRG 1,995,897
interest (17%) = FRG 339,302

b) Supplier credit

- beginning year of supply — 2006

- first rate in 2007 = 126,10,914 / 9 = FRG 1,208,

- the due difference = 12,610,914 — 1,401,213 GFR
11,209,701

- in 6 transactions of = 11,209,701 / 6 = FRG &,383.50

The yearlyevels of returned moneyamount are to be:
- in 2007 year = FRG 1,401,213
- for the next four years, the annual rates afeR& 2,802,425

Yearly due interestsare to be:

-year 2007 12,610,914 * 12%-= FRG 1,513,310
-year 2008 11,209,701 * 12%-= FRG 1,345,164
-year 2009 8,407,276 * 12% = FRG 1,000,873
-year 2010 5,604,851 * 12% = FRG 672,582
-year 2011 2,802,426 * 12% = FRG 336,291

The credit guarantee (or managemeainmissions/fees
paid to the bank are equal to an yearly 2 p.plleve

-year 2007 12,610,914 * 2%-= FRG 252,218
-year 2008 11,209,701 * 2%= FRG 224,194
-year 2009 8,407,276 * 2% = FRG 168,145
-year 2010 5,604,851 * 2% = FRG 112,097
-year 2011 2,802,426 * 2% = FRG 56,048

Using the previous computed results, it shouldéen the
following repayments or out-flows:
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Table no 6
Name 2006 2007 2008 2009 2010 2011
FRG FRG FRG FRG FRG FRG

Bank credit 2,003,897 - - - - -
Interest dug 339,302 - - - - -
1
Supplier -1 1,401,213 2,802,42p 2,802,425 2,802,425 2,802(|425
credit
Interest due - | 1,513,310 1,345,164| 1,000,873 672,582| 336,291
2
Commission - 252,218| 224,194| 168,145 112,097 56,048
Total flow 2,335,199 3,166,741 4,372,783 3,971,4483587,104| 3,194,76b

It should be noticed that the previous data laudt on
2006’s information. Conversing the amount denonéidain FRG into
equivalent M_U at an exchange rate of M_U / FRG wWillresults in:

Table no 7( M_U million)

Year 2006 2007 2008 2009 2010 2011
Interest on bank loan| 159.40 - - - - -
Interest on supplier - 711.20| 632.20| 470.40 3161 158.0
loan
Commissions or fees - 118.50| 105.30 79.00 52.6 26.3

Interest on short term 1,004.70, 1,058.20 1,115.40 1,179.80 1,244.1 1,322.3
loans (current credits

Total financial 1,164.1( 1,888.00| 1,853.00 1,729.20 1,612.8 1,506.6
expenses

Because a large proportion of 2005’s interesigsenses
come frombank loans,having a value of M_U 1,223,264 thousand, there
results a current loans expenses of M_U 18.9 fahesl U 1,000
operating income and an estimation ioferests' outlay on current
credits of M_U 15 for each M_U 1,000 revenue (estimatiembg used in
previous table).

An important tool in the analysis and investigatprocess
is the company’s forecast expensesand income budget -detailed as
following:

Income and expenses budget

Table no 8(M_U Million)

2006 | 2007 |2008 |2009 |2010 |Z2011

Total income, 68,512.4| 72,149.1 76,030/9 80,407.9 84,4Q7.9 900089
of that:

Operating 66,976.9| 70,546.9 74,357|0 78,654.1 82,9415 8&H167
revenue

Financial receipty 1,535 11,6022 1,6738.5 1,793.8,834.0 1,931.9
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Total 64,338,3| 68,096,5 70,6496 73,352,1 76,284.0 70062
expenditure,

of which:

Operating 63,174.2| 66,208.5| 68,796.8| 71,622.9| 74,671.2| 77545.4

expenses

a)Raw materials | 30,508)3 31,642.2 32,833.4 34,1835,733.0 36,775.1
b)Employees 7,804.4 8,038/7 8,284.6 85533 8,806.99,098.9

c)Depreciation 952.9| 1,522.7| 1,522.7| 1,522.7| 1,522.7 1,522.7

Financial outlays 1,164.] 1,888.0|/ 1,853.0| 1,729.2| 1,612.8 1,506.6

Gross operating

profit 4,174.1| 4,052.6 53813 7,058 8,12B.9 37,0

0 assuming a legal reserve percent of 5% and a fidtatge
percent of 30% (higher than a regular current fisbarge for
the country having that M_U currency), the folloggndata are
going to be obtained ( - all these values are aha@seording
to the necessity of checking/hedge an adversel fizdacy in
order tocover any unwanted exposures

Table no 9(M_U Million)

2006 | 2007 2008 2009 2010 2011

Legal reserve 208,y 202)6 269,1 352,8 406,2 5b1,9
Corporate tax 1,189.6 1,155|0 1,538.7 2,010.9 23BL5 3,145.5
Net income after

taxes 2,775.8 | 2,695.0 | 3,578.6 | 4,692.1 | 5,402.4 | 7,339.6
Net cash benefit 3,728.7 | 4,217.7 | 5,101.3 | 6,214.8 | 6,925.1 | 8,862.3
Cash-flow from 4,892.8 | 6,105.7 | 6,954.3 | 7,944.0 | 8,537.9 | 10,368.9
operating activities

Based upon the last notices, it can be obsered
increasingly positive value for the cash-flow.

The analysis is going to continue with a foréchs
balance sheet and its elements:
Current assets
Characterized by:
* The participation oinventory
2005 36,238,664 / 6,249,368 = 5.78
2004 19,914,374/ 2,901,467 = 6.86
The tendency is downward. The forecast is usingssumption
of stop-low level for 2006, followed by an yeadyowth with 0.5
rotations for the next four years. This assumpitonecessary for
our process. All used data about 2005 year arerdedainto the
attached annexes.
* Receivablgincluding all regularized accounts)
2005 36,238,664 / 4,675,513 = 7.75
2004 19,914,374/ 1,757,396 = 11.3
The main influence is coming from the regularizectaaunts
because the credit rotation is 16.3 times. Themrsidered that
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an increasing ratio with one rotation per annumthe next four
years is reliable.

Cash account

The proportion of cash into current assets was:
6.1%
3.2%
The ratio has followed an uptrend, although itseleis still
unsatisfactory because otherwise it requires agpemf 30%. It is

2005
2004

consider that 10%

can be achieved and suffident normal

activity. The structure for the future current asséased on
previous conclusions, is set in the next table:
Table no 10(M_U Million)

2006 2007 2008 2009 2010 2011
Sales 66,976.90 70,546.90 74,357|00 78,654.10 8%04 88,157.5(
Inventory 6.38 6.88 7.38 7.88 7.88 7.88
10,497.90| 10,253.90| 10,075.50| 9,981.50 | 10,525.60| 11,187.50
Receivable | _7.75 8.75 9.75 10.75 10.75 10.75
8,642.20 | 8,062.50 | 7,626.40 | 7,316.60 | 7,795.30 | 8,200.70
Cash 1,914 2,747.5 3,540.3 4,324 .4 5,496 3 6,784.
Current 21,054.10| 21,063.90 21,242.20 21,622|60 23,81).48172.10
assets
Obligations
About their elements there should be observed #éd n
features:

Suppliers and creditors

2005 36,238,664 /2,059,978 = 17.6
2004 19,914,374 /1,751,890 = 11.3
As it can be noticed, the rotation ratio is growinghus, the
average length of credit is of 20 days. For ancigffit use of
financial resources it is necessary a reduced aattbsupposed an
analysis starting at a normal ratio and finishih@ aatio equal to
that of 2005.

Other debts

2005 36,238,664 /2,390,397 = 15.1
2004 19,914,374/ 1,149,519=17.3
The rotation ratio is important but it is known tleanormal ratio
requires a level of almost 8, according to 45 d&edated to this
criteria the analyst should establish a reductibmatio, and the
overall debts are:

Table no 11(M_U Million)

2006 2007 2008 2009 2010 2011
Suppliers 8 10 12 14 16 17

8,372.10 | 7,054.70 | 6,196.40 | 5,618.10 | 5,183.80 | 5,185.70
Other debts | _12 12 13 14 14 15

5,581.40 | 5,878.90 | 5,719.80 | 5,618.10 | 5,924.40 | 5,877.20
Obligations | 13,953.50 12,933.40 11,916{20 11,236.22,108.20| 11,062.9

29




lonut Cristian Voicu (BCR)
Vasilica Voicu (Romanian American University)

There appears an opportunity for a link betwthen total
obligations and the current assets, followed byr@dast evolution of
company’s fixed plants.

2006 2007 2008 20009 2010 2011

[ Current assets [ ] O b ligations

Figure no 11 — Current assets and commercial obligions

FIXED ASSETS
Table no 12(M_U Million)

2006 2007 2008 2009 2010 2011
Fixed plants
at residual
value
-existing at  65,556.10 64,603.20 69,945.69 69,174.78 68,990.18,926.06
year
beginning
-acquisitions - 6,865.20 751.8* 1,338.1* 1,453.6* ,506.5*
-sales -

Fixed plants 65,556.10 71,468.40 70,697.49 70,512.88 70,443.77,427.56
at year end

Amortization 952.90 1,522.71 1,522.71 1,522.71 2,32 1,522.71]

Net fixed 6,4603.2 69,945.69 69,174.78 68,990.17 68,921.06908835
assets
Possible new 6,865.20 - - - - .
tangible
assets
Participation 500.00 500.00 500.00 500.00 500.00 0.GD
Total 71,968.40 70,445.69 69,674.78 69,490.17 @9 69,404.85

*The replacement investments should be equal tcedegtion

As a result of previous calculus, it can be d¢ast the
probable history ofBalance Sheetin case of financing by loans
(commercial and banking loans):

Table no 13(M_U Million)

2006 2007 2008 2009 2010 2011

Fixed assets| 71,968.40 70,445/69 69,674.78 69,4906D,421.06 69,404.8b

Inventory 10,497.90 10,253.90 10,075,50 9,981.50,52m60| 11,187.50

Receivable 8,642.20 8,062.50 7,626/40 7,316.60 57309 8,200.70

Cash 1,914.00 2,747.50 3,540.80 4,324.50 5,496.30785@0
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Current 21,054.10] 21,063.9p 21,242.20 21,622(60 23,817.48172.10
assets

Total assets | 93,022.50 91,509/59 90,916.98 91,71298,238.46 95,578.9p
Equity 66,546.30 66,546.30 66,546.30 66,546.30 43| 66,546.3(
Reserve 1,409.70  1,608.00 1,869J00 2,297.60 2,692.3,270.00

Other funds 2,193.70  3,612.30 3,611/70 5,514.60 93| 13,401.1(¢

Net worth 70,149.7Q0 71,766.60 72,455/60 74,358.58,531.60| 83,217.40

Medium 5,925.20| 5,266.70 3,950.00 2,633.30 1,314.60
term

liabilities

Debts 13,953.50 12,933.40 11,916/20 11,236.20 81200 11,062.90

Short term| 2,994.10| 1,542.69 2,595.18 2,884.[/7 2,282.06 16398.
liabilities

Liabilities 22,872.81| 19,742.99 18,461.38 16,754(27 14,706.85361.55
total

Net worth+ | 93,022.50| 91,509.59 90,916.98 91,112|77 93,238.45578.95
liabilities
total

Main economic activity indicators
Using the previous data, it can be computed nifileence
upon the fundamental indicators as following:

« Sales

Year 2005 2006 2007 2008 2009 2010 2011
Value

(M_U  36,238.7 66,976.9 70,546.9 74,357.0 78,654.1 82,941.5 88,157.5
mill.)

The favorable trend for sales, is based botmodernizing
investment and diversification of company’s activit
» Current account = Current assets / Current liabilities

Year 2005 2006 2007 2008 2009 2010 2011
Index 1.13 1.24 1.46 1.46 1.53 1.78 2.12

The indicator presents the overall capacity ofetimg
short-term obligations using cash, receivable andntory. The evolution
has a positive effect upon the operating cash-flow

* Quick ratio = Current assets-inventory / Short term liabilities

Year 2005 2006 2007 2008 2009 2010 2011
Index 0.52 0.62 0.75 0.77 0.82 0.99 1.21

Related to previous information, this indicatmnfirms
both the lack of default risk and the favorablentt@btained by a higher
level than the critic one.

w
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Figure no 12 — Quick vs. Current ratio
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* Gross return on net assets Gross Profit *100 / Assets
Year 2005 2006 2007 2008 2009 2010 2011
Percent 0.59 4.49 4.43 5.92 7.74 8.71 11.55

It is obvious an approach of managerial teamenerating
profit by an increased participation of assets todpct process. It is
necessary a correlation with the other return ratio

* Return on shareholders’ equity = Net Profit*100 / Net

Wealth
Year 2005 2006 2007 2008 2009 2010 2011
Percent 0.34 3.96 3.76 4.94 6.31 6.88 8.82

It resumes the efficiency of investment use for
shareholders’ equity. The uptrend tendency suggebtster guaranty for
lender or investor.

» Gross profit ratio = Gross Profit *100 / Sales

Year 2005 2006 2007 2008 2009 2010 2011
Percent 1.31 6.23 5.74 7.24 8.97 9.79 12.52

The better the return the more attractive thepaomg. This
reality is the result of a lower production cost peoducts and an active
marketing policy, all these being the effect ofamation and new plant
implementation.

« Patrimonial solvability = Net worth*100 / Assets

Year 2005 2006 2007 2008 2009 2010 2011
Percent 87.2 75.4 78.4 79.7 81.6 84.2 87.1

It reflects the proportion of shareholders’ égunto total
assets, which means a better capacity of finarmztitdnomy along these
years.

» Gearing ratio = Liabilities*100 / Shareholders’ equity

Year 2005 2006 2007 2008 2009 2010 2011
Percent 14.6 32.6 27.5 25.5 22.5 18.7 14.9

The level of financial independence as previmi® has
shown, is going to reach a favorable trend witlediimplications upon
the company’s behavior in borrowing. It is saidttki@ere is an active
policy for financing by internal sources.

* Receivable collection period= Trade receivable*365 / Sales

Year 2005 2006 2007 2008 2009 2010 2011
Days 42.9 47.1 41.7 37.4 33.9 33.9 33.9

The credit policy toward its customers is goboegknow
favorable tendency. In this way, the necessity lafristerm borrowed
money is lower. It is the result of a more actiwedical department.

* Credit repayment period = Accounts trade payable*365 /

Sales
Year 2005 2006 2007 2008 2009 2010 2011
Days 98.8 124.6 100.6 90.51 77.7 64.7 51.1

Although it reaches high values at the beginnstgrting
with 2008 it arrives at low levels. This movemenbed a good
“impression” over the creditors’ behavior.

» Labor productivity = Sales / Employees
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Year 2005 2006 2007 2008 2009 2010 2011
Ratio 22.2 411 433 456 482 508  54.1
(mill. M_U)

By this indicator it is measured the value ajdarction per
employed labor force. Thus, the results show areased participation of
workers that has come from investment process.

* Interest coverage ratio =EBIT / Interest

Year 2005 2006 2007 2008 2009 2010 2011
Indicator 1,2 4,4 3,0 3,8 4,9 5,8 8,0

The usual value of this indicator is around 3erEhis an
uptrend due to a stronger competitive productiontte market due to
investments.

Using the previous ratio analysis, there areckated the
followings:

1. The company will be capable to meet its currertilitees both
with and without use of inventory. The inventorysbd ratios are
into the acceptance borders.

2. Profitability ratio is still going to be below ttogtimal level for the
economy, but compared to 2005 year, they have krowartain
improvement.

3. Solvability is higher than the 30 per cent minimwacepted
border, so there can be a great confidence of terated suppliers
into this kind of managerial policy.

4. By using external funds, we are witness to the owpment of
financial autonomy that has a better influence uff@nreturn of
shareholders’ equity.

5. The income from interest and from favorable excleargfes is
going to follow the trend of operating revenue.

6. Debtor collection period and creditor payment peraoe the same
for all kind of investment financing and go towattte regular
level. On medium term there cannot appear impohahnges into
the relations with suppliers, customers and lenders

7. The labor productivity is growing highly and stags wanted
levels in this appraisal.

BONDS ISSUES

An alternative to the banking/supplier loan ke tbond
issue. Thus, the management will be independemstges bank, because
of the trading activity’'s growth process. The pobjeanalyzing the
opportunity cost for this type of financing, wilse@ several information
being computed in the previous paragraph:
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* Accountancy analysis for year 2005 in previous
“chapters”;

* Forecast of income for 2006 till 2011 from last

“chapter”;

» Forecast of operating expenses;

* Disclosure of current assets and obligations due to

suppliers from 2006 up to 2011;

» Statement of forecast fixed assets.

The economic analysis upon the company for 2Ea5,
together with the investment revenue, have as téfilaence a ranking
into a low risk level. Thus, there is going to s®=d a discount risk rate of
25 percent, and the result for issued interestisatee formula:

Rd = (1+Rp)(1+Rr)-1
where Rp means the Market Interest Rate for FRi®slts
Rr means the FRG Discount Risk Rate
and being required an yield of 12% for FRG depgo@he higher
expectation, the higher yield), there are obtained:
Rd = 14%

Now, there should be considered the assumpti@isvere
used as the starting base for previous commeaaal &nalysis:
decrease in the financing by internal funds;
increase of gearing;

a low net working capital;
a low working capital covering for assets;
an increased number of participation for assets;
decrease in the difference between current assetsshort
term liabilities ;
g. decrease in current assets covered by net worth.
So, the bond issue can be described:
» [ssue value is equal to the face value of FRG {08 (the
final value of FRG 14,606,811 was approximatearier to
reduce the difficulty level of calculus);
Coupon of 14%;
Borrowing period is 6 years;
Placement is done by a department of issuer;
Interest rate is paid yearly;
Redeem is going to be done at the end of the gedin and to
be paid by a single settlement;
»= |nsurance commission is 2% of the outstanding reathi
payment value, payable yearly.

~PQo0 Ty

All these elements should be considered as bielia
according to the point of view of investors. Théuances upon the writer
are set into the maximum deviation channel forremilts. According to
this idea, there will follow the effects of borrawg over the financial
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expenses together with their implication about he¢esheet statement and
economic indexes.

Yearly outflows’ situation comes to be:
Insurance commission

Table no 14
Year 2006 2007 2008 2009 2010 2011
Value FRG 292,000 292,000 292,000 292,000 292/00®2,0P0
Value M_U mill. 137.24 137.24 137.24 137.24 137[24 137.24
Repayment of loans
Table no 15
Year 2006 2007 2008 2009 2010 2011
Value FRG 0 0 0 d ( 14,600,000
Value mill. M_U 0 0 0 0 0 6862.00
Interest rates
Table no 16
Year 2006 2007 2008 2009 2010 2011
Value FRG | 2,044,000 2,044,000 2,044,000 2,044/00@442000| 2,044,000
Value mill. 960.68 960.68 960.68 960.68 960.68 960.68
M_U

- using the same value for the short-term loam®rest rate, it can be

obtained:
Table no 17
Year 2006 2007 2008 2009 2010 2011
Short-term 1,004.70| 1,058.2( 1,11540 1,17980 1,244.10 13822.
interest rate
Total financial
expenses 2,102.62 | 2,156.12 | 2,213.32 | 2,277.72 | 2,342.02 | 2,420.22

Based on the previous results, there is not tafdrecast
the dynamic economic activity:

Income and expenses budget
Table no 18(M_U Million)

2006 2007 2008 2009 2010 2011
Total revenue, 68,512.4| 72,149.1 76,030/9 80,407.9 84,4Q7.9 900089
of which:
Operating 66,976.9| 70,546.9 74,357|0 78,654.1 82,941.5 8&H1b7
income
Financial income 1,535 11,6022 1,678.5 1,73.8834.0 1,931.5
Total expenses, | 65,276.8| 68,364.6 71,010{1 73,900.6 77,013.2 76965
of which:
Operating 77,545.4
outlays 63,174.2 66,208.5| 68,796.8 71,622(9 74,671.2
a)Raw materials | 30,508)2 31,642.2 32,832.5 34,1B835,370.2 36,775.1
b)Employees’ 7,804.4| 8,038.1 8,2846 8,553.3 8,80B.7 9,098.9
wages
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c)Depreciation 952.9| 1,522.7| 1,522.7| 1,522.7| 1,522.7 1,522.7
Financial outlays| 2,102.6 2,156.1| 2,213.3| 2,277.7| 2,342.0 2,420.2
Gross operating | 3,235.6| 3,784.5 5,0208 6,5071.3 7,394.7 10,123.4
profit

- taking a tax percent of 30 and a legal provisain5, it is

obtained a simplified model:
Table no 19(M_U Million)

2006 2007 2008 2009 2010 2011
Legal reserves 161.8 189(2 251.0 32b.4 369.7 5pP6.2
Corporate tax 922.1 1,078/6 1,430.9 1,854.6 2,107.5,885.2
Net income aftel
taxes 2,151.4 2,516Jr 3,3388 4,324 49175 61732
Net cash benefit 3,104.6| 4,039.4| 4,861.5| 5,850.1| 6,440.2| 8,254.8
Cash flow from
operating activites | 5,207.2| 6,195.5| [7,074.9| 8,127.8| 8,782.2| 10,675.0

In this case, the company is going to record piefiels at
the end of the years and cash-flows of comparabés gelated to other
financing sources. The following parts will use thst data about fixed
assets, current assets, operating obligations;derdo set up the balance
sheet and the linked indicators:

Balance sheet
Table no 20(M_U Million)

2006 2007 2008 2009 2010 2011

Net fixed 71,968.40| 70,445.69 69,674.Y8 69,490(17 69,421.08,408.85
assets

Inventory 10,497.9Q 10,253.90 10,075/50 9,981.50,52%060| 11,187.5
Receivable 8,642.20 8,062.%0 7,626/40 7,316.60 57309 8,200.70
Cash 1,914.0( 2,747.590 3,540.80 4,324.50 5,496.3078560
Current 21,054.10| 21,063.90 21,242.20 21,62260 23,81)7.481734.10
assets

2006 2007 2008 2009 2010 2011

Total assets 93,022.50 91,509/59 90,916.98 91,71298,238.46 95,578.96
Equity 66,546.30 66,546.30 66,546.30 66,546.30 4AHBI| 66,546.3(
Reserves 1,362.88 1,548.40 1,792{11 2,192.78 B651.2,951.36
Other funds 2,193.70 2,612.30 2,611/70 3,514.60 9% | 10,401.1(
Shareholders| 70,102.83| 61,707.00 70,950.11 72,253[68 74,390.35898.76
wealth

Bonds 6,862.00 6,862.00 6,862.00 6,862.00 6,86R.00 0
Obligations 13,953.5(0 12,933.60 11,916{20 11,236.20,108.20, 11,062.90
Short term| 2,104.17| 1,006.99 1,188.7 760.89 877.9 4,617.29
loan

Liabilities 22,919.67| 20,802.5p 20,046.87 18,859.098,848.1| 15,680.19
Passive- total 93,022.50 91,509.59 90,916.98 91771293,238.46 95,578.95
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Main economic activity indicators

¢ Current account = Current assets / Current liabilities
Year 2005 2006 2007 2008 2009 2010 2011
Indicator 1.13 1.31 1.51 1.62 1.80 1.99 1.67

The moving steps of this ratio present a posdiificulty
in the short term loans’ repayment, although theral situation is better.
The evolution channel which the company has focitgent account is
ranking between 1.13 and 1.98.

* Quick ratio = Current assets-inventory / Short term liabilities

Year 2005 2006 2007 2008 2009 2010 2011
Indicator 0.52 0.66 0.78 0.85 0.97 111 0.96

There is confirmed by direct link to the prevsdiormula a
favorable situation over 7 years interval and a kisk in covering its
short term liabilities.

» Gross return on net assets Gross Profit *100 / Assets

Year 2005 2006 2007 2008 2009 2010 2011
Percent 0.59 3.48 4.14 5.52 7.14 7.93 10.59

The low efficiency in using the assets is insneg being
higher than the interest rates paid by the banksfdceign currency
deposits. This has a direct implication upon thengany’s capacity of
financing.

* Return on shareholders’ equity = Net Profit*100 / Net
Worth

Year 2005 2006 2007 2008 2009 2010 2011
Percent 0.34 3.07 4.08 471 5.99 6.61 8.43

The use of net worth for obtaining the profit,gsing to
know an upward trend but with a marginal increasknfy. It has a good
impact over the possible lenders.

» Gross profit ratio = Profit brut*100 / Sales

Year 2005 2006 2007 2008 2009 2010 2011
Percent 1.31 4.83 5.36 6.75 8.27 8.92 11.48

Management policy about the commercial addedieval
knows an expansion as a result of investment aodiugtivity process.
« Patrimonial solvability = Net worth*100 / Assets

Year 2005 2006 2007 2008 2009 2010 2011
Percent 87.2 75.4 67.4 78.0 79.3 79.8 83.6

There is visible a situation of an increasecetage as a
result of financing method. It has acceptable level
» Gearing ratio = Liabilities*100 / Shareholders’ equity

Year 2005 2006 2007 2008 2009 2010 2011
Percent 14.6 32.7 33.7 28.3 26.1 25.3 19.6

The company still has a financial independemceeiation
to creditors’ money, which means a high possibdityporrowing.
* Receivable collection period= Trade receivable*365 / Sales

Year 2005 2006 2007 2008 2009 2010 2011
Days 42.9 47.1 41.7 37.4 33.9 33.9 33.9
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The values of this indicator remain the sameafbtypes of
financing. The credit policy toward customers kngpasitive tendency
and the need of new short term loans is reduced.

* Credit repayment period = Accounts trade payable*365 /

Sales
Year 2005 2006 2007 2008 2009 2010 2011
Days 98.8 124.9 107.6 98.0 87.5 82.9 64.9

There can be observed a reduction of this tagéiow 100
days, but it is higher than a credit financing noethThere exists an active
management.

* Labor productivity = Sales / Employees

Year 2005 2006 2007 2008 2009 2010 2011
Mill. M_U 22.2 41.1 43.3 45.6 48.2 50.8 54.1

This ratio knows no influences from the finamcimethod,
so it is influenced only by the behavior of emplegeand their
motivations.

* Interest coverage ratio= EBIT / Interest

Year 2005 2006 2007 2008 2009 2010 2011
Indicator 1.2 2.5 2.7 3.2 3.7 4.0 5.0

Just like the previous indicators, this oneasg to stay at
levels that offer enough coverage and its bounsaaie ranking into
acceptable values. So, the conclusions are:

1. The firm will be capable to meet its current debts both
including inventory or excluding them. It appeassaalow risk
of repayment.

2. The return ratios are still below acceptance |évtlcompared
to year 2005, they are better.

3. Solvability is greater than 30 percent the bordér tlme
minimum level of leverage, which means creditwordss.

4. By using borrowed funds, there is an improvememo iine
financial autonomy with direct implications upon eth
efficiency of shareholders’ wealth.

5. The return from interest and favorable exchangesratill
follow the evolution of operating income.

6. For medium term there do not appear any possibpeitant
changes in the relations with suppliers, custoraacslenders.
The period of debtor collection and creditor paym&nd
toward regularity.

7. The interest coverage ratio stands at normal steeda
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NEW SHARES/ RIGHT ISSUES

The third possible resource chosen to finance the
investment is given by the right issues. This psscéas known an
important development activity all over the worRb, the present working
paper is going to cover the favorable and undesiraffects of this
methods upon the company’s activity. Following tthigking way, there
have being remembered the assumptions staying dia$is of judgment
and being obtained on the 2005’s activity analysisieduction of net
worth ratio in overall assets, a reduction of nerking capital, a low
level for coverage of assets by working capitalhigh number of
participations for short term resources, a constwlution of labour
productivity and others.

The next discussion will also touch the foresasbout
sales, operating income and expenses, debts, abbeiand suppliers. The
issue of share can be characterized by:

* issue value is equal to par value of an overall inFRG
14,600,000 what is equivalent to M_U 6,862 million;

e there are common shares, not preferred ones, rgfemo
guaranty about the dividend payment;

» these securities generate patrimonial and noninpatial

rights;

e the shares can be changed for money in over-theteou

market.

e unlimited period of issuing;

» placement term is 2 months since the announcensnbéen
done;

» the previous shareholders have a pre-emptive right

subscription;

e book value per share is M_U 25,000, linked to a Inemmof
274,480 shares;

» there is not issuing premium;

» placement is done by a special department of istuela
reduction in costs.

Because there is considered a non-settlementnsep
optimal case (without settlement expenses), forkieds issue, | shall
directly study thoroughly the implication produdagthis action upon the
COMPANY. There is no influence over the financiabenses which will
remain at low levels being given by short term Eanterests only.
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Income and expenses budget
Table no 21(M_U Million)

2006 2007 2008 2009 2010 2011

Overall income ,| 68,512.4| 72,149.1 76,030(9 80,407.9 84,4Q7.9 9000389
of which:
Operating 66,976.9| 70,546.9 74,357(0 78,654.1 82,941.5 8H167
revenue
Financial 1,535.5| 1,602.2 1,673 1,753.8 1,834.0 1,931.5
revenue
Overall expenses 64,178.9| 67,266.7 69,9122 72,802.7 75,915.3 78[867
of which:
Operating 77,545.4
outlays 63,174.2 66,208.5| 68,796.8 71,622[9 74,671.2
a)Raw materials | 30,5082 31,642.2 32,832.5 34,1835,370.2 36,775.1
b)Employees’ 7,804.4| 18,0381 8,284p 85533 8,808.7 9,098.9
wages
c)Depreciation 952.9| 1,522.7| 1,522.7| 1,522.7| 1,522.7 1,522.7
Financial outlays| 1,004.7|( 1,058.2| 1,115.4| 1,179.8| 1,244.1 1,322.3
Gross operating | 4,333.5| 4,882.4 6,118 7,609.2 8,49P.6 11,221.3
profit

For a consideration a high taxes (non optimistiategy) of
30% and a legal reserve of 5%, it is obtained:

Table no 22(M_U Million)
2006 2007 2008 2009 2010 2011

Legal reserve 216.Y 24411 308.9 380.3 424.6 5p1.1
Corporate tax 12350 1,391|5 1,743.8 2,17.5 244p03,198.1
Net income aftel
taxes 2,881.8| 3,246.8| 4,068.9| 5,057.5| 5647.6| [7,462.2
Net cash benefit 3,834.7| 4,769.5| 5,591.6| 6,580.2| 7,170.3| 8,984.9
Cash-flow from
operating activities 4,839.4| 5,827.7| 6,707.0| [7,760.0| 8,414.4| 10,307.2

By previous favorable obtained results, the gany sends
continuously funds toward reserves, and the pastmer with the
shareholders would be harmonious. Each financialyabhshould use the
already-disclosed data in order to define the fasebalance sheet and the
most important economic and financial indicators:

Balance sheet
Table no 23(M_U Million)

2006 2007 2008 2009 2010 2011
Fixed assets | 71,968.40 70,445/69 69,674.78 69,4906D,421.06 69,404.8p
Inventory 10,497.90 10,253.90 10,075,50 9,981.50,528160| 11,187.5(
Receivable 8,642.20 8,062.50 7,626/40 7,316.60 57309 8,200.70
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Cash 191400 2,747.50 3,540.30 4,324.50 5,496.3078560
Current 21,054.10] 21,063.90 21,242.20 21,622(60 23,817.49172.10
assets

Total assets 93,022.590 91,50959 90,916.98 91,11298,238.46/ 95,578.9p
Equity 73,408.30 73,408.30 73,408.30 73,408.30 083D | 73,408.3(
Reserves 1,417.30 1,657.Yy6 1,956{37 2,411.93 2,825.3,280.31

Other funds 2,193.70 2,612.30 2,611)70 3,514.60 9FBW| 7,401.1(Q
Shareholders} 77,019.30| 77,678.36 77,976.837 79,334/83 81,526.44,089.71
equity
Obligations 13,953.50 12,933.60 11,916/20 11,236.20,108.20| 11,062.90
Short term| 2,049.70 897.64 1,024.41 541.74 603|85 426.34
loans
Liabilities -| 16,003.20[ 13,831.24 12,940.61 11,777,94 11,712.06489.24
total
Passive 4 93,022.50] 91,509.59 90,916.98 91,112,77 93,238.45578.95
total

Main economic activity indicators
The overall situation as you can see, is acbéptalated to
the accountancy’s point of view. The following peegtion of the
indicators is absolutely necessary:

+ Current account = Current assets / Current liabilities

Year 2005 2006 2007 2008 2009 2010 2011
Indicator 1.13 1.32 1.52 1.64 1.84 2.03 2.28

* Quick ratio = Current assets-inventory / Short term liabilities
Year 2005 2006 2007 2008 2009 2010 2011
Index 0.52 0.66 0.78 0.86 0.99 113 1.30

» Gross return on net assets Gross Profit *100 / Assets
Year 2005 2006 2007 2008 2009 2010 2011
Percent 0.59 4.66 5.34 6.73 8.35 9.11  11.74

e Return on shareholders’ equity = Net Profit*100 / Net

Worth

Year 2005 2006 2007 2008 2009 2010 2011
Percent 0.34 3.74 4.18 5.22 6.37 6.93 8.87

» Gearing ratio = Liabilities*100 / Shareholders’ equity
Year 2005 2006 2007 2008 2009 2010 2011
Percent 14.6 20.8 17.8 16.6 14.8 14.4 13.7

* Credit repayment period = Accounts trade payable *365 /

Sales

Year 2005 2006 2007 2008 2009 2010 2011
Days 98.8 5521 4858 4247 3786 3549  33.25

* Interest coverage ratio= EBIT / Interest
Year 2005 2006 2007 2008 2009 2010 2011
Index 1.2 5.1 5.4 6.2 7.1 7.5 9.1

The entire company’s activity, in case of eqdibancing,
will know a positive evolution according to accoamty documents.
These conclusion is backed by the forecast indisaés a low debtor
repayment period, an increase in the liquidity aetirn ratio, a high
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financial autonomy toward the others creditors, aadn. Thus, by this
technique, the firm has the possibility for a bettevering of interests
using its earning before taxes. We must to notiegitust and security for
creditors that are impressed by the new and dewetap policy of
company’s assets. Such analysis has to be linkedvhat we have
observed at the previous financing methods thatr affmore reduced risk
of hostile take-over. Finally it igoing to get compared all these results
in order to define the optimum mix of financing But there must not be
forgotten that several indicators remain constamdp independent of all
methods: debtors collection period, return on sakgsirn on assets. The
favorable evolution of a higher number of usagespfomoting the sales
by shareholders’ equity and the increase of ovémattme have a strong
influence over the results. Because of the investrpeocess, there is a
continuous reduction into the raw material cosbpérating that has been
forecast at a 5 percent. It cannot be stated a opimistic figure because
of economic environment. These are all under aipalirisk effect.

LEASING CONTRACTS

The forth way of obtaining the financial fundsgiven by
the lease. It is relatively new in that East Eusspeountry, because the
specialized domestic leasing activity has beentestaonly since 1993,
while there is still a lack of legislation in areasupervising the risk and
cheating challenges. Thus, contracts for such highlue plants have a
little possibility of being fulfilled.

At microeconomic level, over the company’s atyithe
previous influences are maintained by the promotidnaccountancy
papers from the last chapters about revenue, aperatxpenses,
obligations and many others that have independdram@a financing
method. There must not be forgotten a reductiofinencing by internal
funds and working capital, a required higher prdparfor liabilities, an
increased participation of assets and others iretiomomic activity, and
the standard rest of assumptions.

But, our situation is a little different, besauof a non
record of new plants in its balance sheet(laclegfslation), which has as
effect a constant value for assets over next satsyeThe repayment is
included into operating expenses, being deductéaiogross profit . Let
us suppose the following parts of the contract:

* the insurance rate is 2% of the remaining value of
purchase at the beginning of year, payable sin66;20

» yearly annuity is 15% of the plants’ value, follmgithat at
the end of year 2011 the plant to be bought atsalual
value equal to the difference between the faceevédss
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the yearly 8.3 percent depreciation accumulatedafo
years period (payable since 2006).
Based on these elements, there can be strugtutied next

way:
* book value of plant = M_U 6,865.2 million;
= yearly expenses = 15%;
= annuity = M_U 1,029.78 million ;
» total other expenses =1,029.7+4,618.5 = M_U 5,648.2
million .
=> and the insurance commission in M_U million is:
- year 2006 6865.2*2% =137.3
- year 2007 5835.4*2% =116.7
- year 2008 4805.64*2% = 96.1
- year 2009 3775.86*2% = 75.5
- year 2010 2746.08*2% = 54.9
- year 2011 1716.30*2% = 34,3

Yearly depreciation of 8.3% and the final purehagtion
at the end of the period for a certain residuali@aivill mean a financial
effort in 2011 of:

0 accumulated depreciation = 6,865.3*8.3%*6= M_U 8,81
million
o residual value for payment = M_U 3,446.3 million

It is considered that this amount is obtainedrétained
accumulation of profit and of depreciation. Theuiess a structure of
financial expenses as it is following:

Table no 24(M_U Million)

Year 2006 2007 2008 2009 2010 2011
Commissions 137.3 116.7 96.1 75.5 54.9 34.3
Short term loans’ 1,004.7 1,058.2 11,1154 1,179.8 1,2441 1,322.3
interest
Total financial 1,420 11,1749 11,2115 1,255.3 1,299.0 1,356.6
expenses

Now, | am going to use the expenses for thecseshort
term loans, which can produce the income and exgsdmsdget:

Income and expenses budget
Table no 25(M_U Million)

2006 2007 2008 2009 2010 2011

Total income , 68,512.4| 72,149.1 76,030/9 80,407.9 84,4Q07.9 900439
of which:

Operating revenue 66,976|9 70,546.9 74,3%57.0 786582,941.5 88,157.

\"Al

Financing revenue 15355 1,602.2 1,673.5 1,7$3.883410| 1,931.5

Total expenses, 65,345.9| 67,843.3| 70,468.2| 73,338.1| 76,430.1| 81,479.4
of which:

Operating outlays 64,203)9 66,668.4 69,256.7 7280pZ5,131.1] 80,122.B
a)Raw materials 31,538)0 32,6719 33,863.1 35,1638,762.7| 36,775.1
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b)Employees’ wages  7,804{4 8,038.7 8,284.6 8,5638808.7| 9,098.9
c)Depreciation 952.9 952.9 9529 952.9 95p.9 9%2.9
Financial outlays 1,142.0 11,4749 1,211.5 1,255.3,299.0| 1,356.9
Gross operating

profit 3,166.5| 4,305.4 55627 7,0698 7,977.8 8,60

The calculus for a 30 percents tax and a legare of 5
percents will lead to:
Table no 26(M_U Million)

2006 2007 2008 2009 2010 2011

Legal reserve 158.3p 215.29 27813 353.49 398.89 0.483
b

Corporate tax 902.4%5 1,227.15 1,585(37 2,014.897367| 2,453.74
Net income aftel

taxes 2,105.72 2,863.36 3,699.20 4,701.42 5,30p%%25.38
Net cash benefit 3,058.62 3,816.,6 4,652.10 5,@5418,258.14| 5,725.38

Cash-flow from 4,200.62| 4,991.16| 5,863.60( 6,909.62| 7,557.14| 7,081.98
operating activities

The managerial team is expecting to end in prali
financial years and the financial administratiostclow knows positive
values properly to the economic environment andpaoable with other
financing sources. | have to mention the lease thaseffect of no
recording into accountancy papers, and of incrgasxpenses. In order to
define the analysis | have supposed that fixedtasseoing to remain at
levels according to the next algorithm:

FIXED ASSETS
Table no 27(M_U Million)

2006 2007 2008 2009 2010 2011
Fixed assets at
residual value
-at the beginning 65,556.1 64,603.2 64,517.9 64,816.8 65,202.0 657702
of the year
-inflows - 867.6* 751.8* 1,338.1 1,453.6 4,014.2
-outflows - - - - - -
-at the end of the 65,556.1 65,470.8 65,769.7 66,154.9 66,655.6 69718
year
Depreciation 952.9 952.9 952.9 952.9 952.9 982.9
Net fixed assets 64,603.2 64,5179 64,816.8 65)20%65,702.7 68,766.0
Securities 500.0 500.0 500.0 500.0 500.0 500.0
Total 65,103.2 65,017.9 65,316.8 65,702.0 66,2026P,266.0

*the investment should be at least equal to deptem

The next steps of my analysis for “ARCCRA SA
Company” are set on the previous computed dataltirgg the balance
sheet:

Balance sheet
Table no 28(M_U Million)

| 2006 | 2007 | 2008 | 2009 | 2010 | 2011
Net fixed assets ~ 65,103.2 65,017.9 65,316.8 65)702.66,202.7 69,266.0
Inventory 10,497.9 10,253.9 10,0755 9,981.5 10(52511,187.5
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Receivable 8,642.2  8,062.5 7,626.4 7,316.6 7,795.8,200.7

Cash 1,914.0 2,747.5 3,540.3 4,324.5 5,496.3 @785.
Current assets 21,0541 21,0639 21,242.2 21,62223,817.4 26,174.1
Total assets 86,157.3 86,081.8 86,559 87,324.6 90,020.1 95,440.1

Share capital 66,546.3 66,546.3 66,546.3 66,546.36,546.3 66,546.3
Reserves 1,417.7 1,628.3 1,898.0 2,325.7 2,712.19407,
Other funds 2,193.7 3,612.3 3,611.7 5,514.6 8,2931@,401.1
Net worth 70,157.7 71,786.9 72,056.0 74,386.6 465 81,888.1
Obligation 13,953.5 12,933.6 11,916.2 11,236.2 (@4A 11,062.9
Short term loans 2,046.1 1,361.3 2,586.8 1,701.8 36015 2,489.1
Liabilities 15,999.6 14,2949 14,503.0 12,938.0 4868,7 13,552.0

Passive - total 86,157.3 86,081.8 86,559.0 87,324.80,020.1 95,440.1

Main economic activity indicators
Previous data will be used for argumentationndfcators
and for the related conclusions:
e Current account = Current assets / Current liabilities

Year 2005 2006 2007 2008 2009 2010 2011
Indicator 1.13 1.32 1.47 1.46 1.67 191 1.93

It is defined as measure for the company capagity
responding to requires of short term loans’ repaywmay selling its
current assets. The evolution is set on a favorabled with optimistic
effects about future.

* Quick ratio = Current assets-Inventory / Short term liabilities

Year 2005 2006 2007 2008 2009 2010 2011
Indicator 0.52 0.66 0.76 0.77 0.90 1.07 1.11

Computed on the base given by the previous drepks
for the responding capacity to the market -creditoepayment
requirements, but it excludes the inventory consdéess liquid than the
other current assets. The evolution is considerdxktgood.

» Gross return on net assets Gross Profit *100 / Assets

Year 2005 2006 2007 2008 2009 2010 2011
Percent 0.59 3.68 5.00 6.43 8.10 8.86 9.02

The performance dimension being recorded is gtongget
up a compared rank with the other companies frarsime activity area,
SO we can say without no doubt that the economilopeances go up.

* Return on shareholders’ equity = Net Profit*100 / Net

Worth
Year 2005 2006 2007 2008 2009 2010 2011
Percent 0.34 3.00 3.99 5.13 6.32 6.84 6.99

The probable evolution that can be noticed alghatigoes
on an uptrend, send the falling about a high Vdhabf ratio.
» Gearing ratio = Liabilities*100 / Shareholders’ equity

Year 2005 2006 2007 2008 2009 2010 2011
Percent 14.6 22.8 19.9 20.1 17.4 16.1 16.5

The possibility to meet its liabilities by shaoéders’
equity follows a Gaussian curve. It can be incrdasp to 30 percent
according to several professional independent esudi
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* Credit repayment period = Accounts trade payables *365 /

Sales
Year 2005 2006 2007 2008 2009 2010 2011
Days 98.8 87.2 73.9 71.1 60.0 54.8 56.1
* Interest coverage ratio= EBIT / Interest
Year 2005 2006 2007 2008 2009 2010 2011
Indicator 1.2 3.6 45 5.4 6.4 6.8 7.0

Both the investment and financial resources yengo
reducing for repayment periods, the tendency b#iagsame for all other
methods. Actually, there is a better coverage wdirfcial expenses as a
result of legal non-records.

The conclusions from this algorithm enjoy aruat@d base
by the compilation of balance sheet’'s and indicdtdata. There can be
said that our situation provides an acceptableréupossibility of gearing,
a better payback period and the same receivabis. rtkcommended to
follow the way of increasing productivity per empd@ and per unit of
fixed assets. Also, there must not be forgotten@mard move for a better
behavior between all workers and management, for offiensive
marketing and for cutting costs policy. In casedaefay for required
investment, it is expected to appear a drop inssedeich will have the
effect of very high level of expenses in the futukew generations of
management team would be compelled to “purchasek bl these lost
customers with the risk of default.

Finally, | have to mention that this financingethod has
no influence upon the structure of leveragd, dudifferent situation
appears for interest coverage ratio thanksatdow recapitalization
cost. Thus the leasing is a possible helpful imsant against all
undesirable situation, although a lack of legisiatmade it non-properly
for that East European economy.

FINANCING BY INTERNAL SOURCES
(retained profit and depreciatipn

In the situation when the undesirable economitdtmns
defined by high recapitalization costs, have impose 90 percent
probability of unable capacity for external finamgj it is necessary a
forecast of internal resources for investment medeetained profit and
depreciation). Thus, there exists an effect of th@mme previous
assumptions about:

- Operating and financial revenue;

- Operating debts and obligations;

- Current and fixed assets;

- Share capital, reserves and receivable.
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An important factor is the historical influencapon the
company’ s activity:

1. Reducing in financing by equity;

2. A higher ratio of leverage;

3. Alow working capital,

4. A continuous down trend in covering assets by wagki

capital;

5. A higher number of participation for assets’ eletsen

6. A lower covering of current assets by net wort

All these conclusions of previous analysis, vk the
starting point for the present possible financingtmod. Fixed Assets

can be briefly described as follows:
Table no 29(M_U Million)

2006 2007 2008 2009 2010 2011

Fixed assets 65,556.10 71,468.40 70,697.49 70,512.88 70,443.17,427.56
at the end of
years

Depreciation 95290 1,522.71 1,522.71 1,522.71 2AA2 1,522.71

Net fixed 64,603.20 69,945.69 69,174.78 68,990.17 68,921.06904.85
assets

The arguments in favor of this method are:

a. a low creditors influence which means low financial
expenses;

b. the analysis for the profit/loss account about padition
on market;

c. fiscal facilities by government participation toterest
payments.

All these factors imply the following algorithm:
1. Computing a structure of financial expenses givgithie short
term loans’ interest repayments.

Table no 30(M_U Million)

Year 2006 2007 2008 2009 2010 2011
Short term loans’ 1,004.7 1,058.2 11,1154 1,179.8 1,2441 1,322.3
interests
Total financial 1,004.7 11,1955 1,2321 1,2759 1,319.6 1,377.2
expenses

2. Supposing no exceptional outlays;

3. Table of Income and expenses budgetlects the
following results:

47



lonut Cristian Voicu (BCR)
Vasilica Voicu (Romanian American University)

Tabel no 31(M_U Million)

2006 2007 2008 2009 2010 2011
Total income, 68,512.4| 72,149.1 76,0309 80,407.9 84,4Q07.9 9003489
of which:
Operating revenue 66,976{9 70,546.9 74,357.0 78,6582,941.5( 88,157.p
Financial receipts 153565 11,6022 167385 1,793.8,834.0| 1,931.9
Total expenses,
of which: 64,178.9| 67,404.0 70,028/9 72,898.8 75,990.8 819039
Operating outlays 63,1742 66,208.5 68,796.8 71%pr4,671.2] 79,662.F
a)Raw materials 30,5082 31,642.2 32,8325 34,1835,370.2| 36,775.1
b)Employees’ wages  7,804{4 8,038.7 8,284.6 8,5638808.7| 9,098.9
c)Depreciation 952.9| 1,522.7| 1,522.7| 1,522.7| 1,522.7| 1,522.7
Financial outlays 1,004.7| 1,1955| 1,232.1| 1,275.9( 1,319.6| 1,377.2
Gross operating
profit 4,3335( 4,7451 6,0020 75091 8,41f.1 9,04

- and if | consider a percent for legal reser& and for taxes of
30, it is going to be obtained:
Tabel no 32(M_U Million)

2006 2007 2008 2009 2010 2011

Legal reserves 216.[7 237(3 300.1 37b.5 420.9 452.5

Corporate tax 12350 1,35214 1,710.6 2,140.1 29BP82,579.0

2006 2007 2008 2009 2010 2011

Net income after taxes 2,88118 3,15%.5 3,991.3 3PP 5,597.4 6,017.7

Net cash benefit 3,834.7| 4,678.2| 5,514.0| 6,516.2| 7,120.1| 7,540.4

Cash-flow from
operating activities 4839.4| 5,873.7| 6,746.1| 7,792.1( 8,439.7| 8,917.6

4. the investment in modern fixed assets is about \6,&865.2
million.

If | compare the necessity with the possibilday self-
financing it can be noticed an unfavorable positcdnrmore than M_U
3030.5 million, which means that the use of thisgle method has no
“basement”. The conclusion is that management shosg a mix between
the present resource and the other possible fingrsources. Actually, |
can consider that self-financing is a complementéuyd which
accompanies the borrowing or rights issue. Sonlsagy that a continuous
analysis based on the forecast balance sheet ecessary.

It has to be mentioned that company objectives the
same: a growth of profitability and shareholdersalye the renewing of
equipment, the keeping of customers, a continuais/ea marketing
policy, etc. Such unique financing methods candseiby those company
with high money accounts good enough to sustaiseiheery important
investment projects. There is a strong correlaltietween retained profit
policy and the government action for a limited asce® money markets as
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it can be seen from statistical studies about Frerapital studies across
the seventy and eighty years. According to the eson situation of that
East European country being under structural redorthe orientation
toward only depreciation and profit as a methodlofaining the funds,
appears unnecessary if there exists the borrowasgibpility. That is why,
the management should consider this present disdussurce as a
complementary one in its overall economic action lfmwver costs of
recapitalization. It is proved by different studidsat a leverage ratio
should not be less than 30 percents, and | cathsapur company should
grow in the long term liabilities instead of a imtal funds financing. All
these conclusions and many others will be relatedhe end of my
presentation in order to define an acceptable ndetbfoobtaining the
required cash-flow.

GROUNDING THE FINANCING RESOURCE
THOUGHTS AND REFERENCES

One conclusion to be made according to previous
observations and domestic market performances tscdn be said that
for that East European company it is allowed a higihleverage under
the conditions generated by the economic realigyd this increase
should be done by more borrowings rather than seties issuesOne
of the arguments sustaining the orientation of tl#dst European
company toward banking system, consists of a notign secondary
developed financial market for sustainable higruegblacements. Thus at
first sight it is proved the logical process abtl more valuable option
of borrowing from banks rather than that of riglasd bonds issues. This
technique of obtaining the required funds is algserggthened by a lack of
legislation for derivatives instruments and markets

Other important factor to be mentionedaslow savings
ratio for that East-European country that has a very Iimands market,
unable to attract a long term investments fundsnfrpopulation, with
unfavorable implication upon the economic actividere | must mention
an excess of banknotes producing a negative séahgvior.

Because of a low bankruptcy and reorganizatiost,cthe
concern of the firm’s creditors is going down ahére appear a strong
willingness to finance the firm by loans. In casenew security issues,
they can be interpreted by the market to indicaté bews and a drop in
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the price of their stock at the announcement déissuing is expected to
come, what is undesirable for management.

For a better understanding of company capitalctire, |
suggest you to look through the proper literature.

o | can say that a good reference point to me ittvastudies of
Raghuram G. Rajan / Luigi Zingales (e.g. “What weow
about capital structureSome Evidence from International
Data” - The Journal of Finance, December 1995) erelihe
investigation upon the financing policy proved ateresting
variance for the leverage and other financing $tinec
indicators along the former G-7’s countries:

= Participation of receivables in assets - rankethfro
13% to 29%;
= Participation of inventories in assets — covered un
interval from 11% to almost 24%;
= Cash in assets— stood in the boundaries from around
8% to 18%.
= Shareholders equities — presented a participation
total patrimony from 28% to almost 42%.
= External financing resources in total founds —
recorded according to OECD statistics, a variance
of 33 p.p. (in 1991) from the lowest external
resources financing level (USA 23%) to the highest
one (Japan 56%).
Attention:
The reason for which an increase in the leveragenche identified,
although the external financing being low, is givemy the high
proportion of debts or creditors.

Here, | have to mention that the agency costetitsl can
be reduced by the establishment of a close relstipnbetween managers
and creditors. When a company prefers bank finapcather than public
issues of bonds to thousands of investors, negotgatvith a few officials
from the bank replace the disclosure of public infation and a costly
system for protection of anonymous creditors. Thaey also be some
cost considerations behind the choice of a finagpanstrument. It is fairly
costly to issue bonds and to sell them directlprigate investors. Direct
financing of this kind may only be a realistic optifor large, well known
public companies. Small companies will have to ®arfrom financial
intermediaries, which can diversify the risk andnsform the claims into
forms desired by the individual investors.

Let us take a look at debt financing. Generallgadng, a

trade-off has to be made between two objectivesinmiiing the expected
after-tax cost of financing and keeping risks toggatable levels. All these

50



lonut Cristian Voicu (BCR)
Vasilica Voicu (Romanian American University)

arguments have the effect of orientation towardkoand supplier credit.
Debts used to play a decisive role in most take-avéatives (Jensen
1988). Higher debt levels can result in a lower fiedility for the
acquirer and, therefore, in a lower probability efcquisition (Israel
1991). It is known that hostile bids are done bthdoreign and domestic
investors. Actually, an increase in the leveragsuhles into a downward
move for undesirable market actions and an upwdogesfor return in
case of low recapitalization costs. The presesecstudy has shown that
the take-over would have the lowest profitabilitpdaprobability of
happening in the case of bonds issue and bankiedjtdinancing.

For a strengthening of conclusions regardingrbeessity
(opportunity) of bank and commercial borrowingsyill come with some
additional reading recommendations as following:

Relationship debts - diverse factors

The leverage grows in the Model: Myers&Majluf(1984)

same time with asymmetricAsymmetric

information

Leverage increases with Model: Ross(1977),

increases in profitability ~ Asymetric Blazenko(1987),
Ravid&Sarig(1989)

Leverage goes up as a antiModel: Control Israel, Stulz(1990),

take-over measure Agency Harris&Raviv(1988)

Leverage is positively Model: Agency Harris&Raviv(1990),

correlated with default Ross(1977)

probability

Leverage is positively Model: Agency Harris&Raviv(1990),

correlated with the firm Control  Stulz(1990), Israel

value

The extend of external Masulis(1988),

financing has increased Tggart(1985)

over time

| have considered as leverage required boundary a

minimum acceptable debt level of 30 percent whicluldv have as a
collateral effect a potential bank loan up to thigher level. At the same
time, the company’s management could use funds fretmprofit and
depreciation but only complementary. The otherrfoiag instruments,
although allowing a better economic performanceaven the
disadvantages of either a higher take-over risk, aor out of reality
transformation. Here | must notice the actual lesfedomestic country’s
risk (A4 since December 2005) with direct influenapon the bonds and
lease costs. The decision of making a choice iorfa¥ the 30 percent
minimum leverage is based on my own subjective riexges and
independent professional studies (Borio 1980, Ridhe 1982) which
have identified a dynamics in ratio of liabilities total assets, as
following:
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- Rutherford — from 0.3 for USA to 0.8 for Japan (mehe
Germany reached 0.6; UK 0.5)

- Borio — from 0.4 for USA to 0.8 for Japan (where
Germany reached 0.6; UK 0.5)

At the same time, for the case study being pusliy
developed, the ratio of interest coverage ranksiwiicceptable borders,
so as the management is indifferent about financaspurces from this
point of view.

About rights issue | have to pinpoint the pdtdrexistence
of a dangerous financial reality which would comeni the low stock
prices and a lack of capital market liquidity besawf the fight with last-
years inflation(?11). Thus, such a way is not a proper instrumentttier
resources management polidy.is a proven reality that the inflation is
negatively related with the real stock return. 8ere is a high perceived
risk on capital investments. Thus, the inflatioduees demand for shares
by confusing investors and a right issueiig recommended. The rights
issue choice has to be kept for other better memynomic situations.

The conclusion that rises is: the economic compg's
situation and the overall domestic economy imply tb financing of
almost FRG 14.6 million investment, to be done by bBank — supplier
credit mix being doubled by retained profits.

Applying a circle-view geometrical model

Beware:

The graphic model’s task is to identify if therqvious
conclusion means the most adequate financing wayos the available
resources.

Following the last chapter analysis, it is oughtontinue
with an activity’s performance assessing by conmgprihe aggregate
performance of a set of indicators for each finaga@hosen method. Thus
| propose a geometrical exercise being built ongheciple of surface
maximization.

e There is allocated an axe to each chosen indi¢atgr

if there are going to be used an equation of Scatadrs,
then the axes will be in number of 5, and the giaph
would be a pentagram).

« The optimum level of performance for a certain

financing method is consider to be achieved when th
surface (obtained by connecting the indicatorsuggal
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iIs maximum (condition fulfilled when the geomettica
shape is a regular one) regarding to the otherthre
financing-methods’ geometrical shapes.

Extracting a number of 10 indicators, and giviegual
percentage of importance for each one, there at@ngld the following
axes:

X1 - Gross Profit / Asset
X2 — Liabilities / Net worth
X3 — Sales / Assets
X4 — EBIT / Interests
X5 — Self Financing / Liabilities
X6 - Quick ratio
X7 - Current ratio
X8 — Net Profit / Net wealth
X9 - Gross Profit / Sales
X10 - Net worfAssets

- individual axes allocated to individual indicatowere

due to the fact that those indicators knew diffenamt of

measure.

As every financial exercise is going to be anaty
individually, there are to be a number of six giaphAdditionally those
six graphics contain each of them a number of saufaces generated by
the four financing methods (previously analyzed).

The chosen-indicators dynamics during a sevansygme
period (2005 —2011) is revealed in the followinblés and graphics:

- financing by bank and supplier loans
GrosglLiabilities/| Sales{ EBIT/| Self |QuickCurren] Net |Gross Net
Profit/| Net worth AssetsInteres|Financing ratio| ratio | Profit/ |Profit/| worth/

Assets Liabilities Net |Sales Assets
wealth

2005] 0,59 14,6/ 0,49 1,2 0,14/ 0,52] 1,13 0,34 1,31 87,2
2006| 4,49 32,61 0,72 4,41 0,16/ 0,62] 1,24 3,96 6,23 7541

2007| 4,43 27,51 0,77 3,04 0,21) 0,75 1,46| 3,76 5,74 78,43
2008 5,92 25,48 0,82 3,76 0,28/ 0,77 1,46] 4,94 7,24 79,69

2009 7,74 22,53 0,86/ 4,88 0,37/ 0,82] 1,53 6,31 8,97 81,61

2010 8,71 18,73 0,89 5,79 0,47/ 0,99 1,78 6,88 9,79 84,23

2011] 11,55 14,85 0,92 7,96 0,72 1,21 2,12 8,82/12,52| 87,07

- financing by bond issue
GrosslLiabilities/| Sales{ EBIT/| Self |QuickCurren] Net |Gross Net

Profit/| Net worth AssetsInteres|Financing ratio| ratio | Profit/ |Profit/| worth/
Assets Liabilities Net |Saleg Assets
wealth

2005| 0,59 14,60, 0,49 1,20 0,14/ 0,52] 1,13 0,34| 1,31 87,20

2006| 3,48 32,69 0,72 2,46 0,14 0,66 1,31 3,07] 4,83 75,36

2007 4,14 33,71 0,77, 2,67 0,19/ 0,78 1,51] 4,08 5,36 67,43
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2008| 5,52 28,25 0,82 3,16 0,24| 0,85 1,62 4,71 6,75 78,04

2009 7,14 26,10, 0,86 3,71 0,31/ 0,97] 1,80, 5,99 8,27] 79,30

2010{ 7,93 25,34 0,89 4,00 0,34/ 1,11 199 6,61 8,92 79,79

2011] 10,59 19,63 0,92 4,97 0,53 0,96 1,67 8,43/11,48 83,59

- financing by new shares/rights issue
GrosslLiabilities/| Sales| EBIT/| Self |QuickCurren] Net |Gross Net

Profit/| Net worth Assetdlnteres|Financing| ratio| ratio | Profit/ |Profit/| worth/
Assets Liabilities Net |Saleg Assets
wealth

2005| 0,59 14,60, 0,49 1,20 0,14/ 0,52] 1,13 0,34| 1,31 87,20

2006| 4,66 20,78/ 0,72 5,10 0,24/ 0,66 1,32 3,74| 6,47 82,80

2007| 5,34 17,81 0,77 5,38 0,34/ 0,78 1,52| 4,18 6,92| 84,89

2008| 6,73 16,60, 0,82 6,21 0,43 0,86 1,64 5,22 8,23 85,77

2009| 8,35 14,85 0,86 7,12 0,56/ 0,99] 1,84 6,37 9,67 87,07

2010 9,11 14,37| 0,89 7,49 0,61 1,13] 2,03] 6,93/10,24| 87,44

2011 11,74 13,66/ 0,92 9,06 0,78 1,30, 2,28 8,87/12,73] 87,98

- financing by leasing
GrosslLiabilities/| Sales| EBIT/|  Self |QuickCurren] Net |Gross Net

Profit/| Net worth AssetsInteres|Financing| ratio| ratio | Profit/ |Profit/| worth/
Assets Liabilities Net |Saleg Assets
wealth

2005 0,59 14,60[ 0,49 1,20 0,14/ 0,52 1,13 0,34 1,31 87,20
2006 3,68 22,81 0,78 3,63 0,19/ 0,66/ 1,32 3,000 4,73 81,43

2007| 5,00 19,91 0,82 4,48 0,27 0,76] 1,47 3,99 6,10 83,39

2008| 6,43 20,13 0,86 5,36 0,32) 0,77] 1,46| 5,13 7,48 83,24
2009 8,10 17,39 0,90 6,35 0,44/ 0,90] 1,67 6,32 8,99 85,18

2010[ 8,86 16,08 0,92 6,83 0,50, 1,07 191] 6,84 9,62 86,15

2011 9,02 16,55 0,92 7,03 0,42 1,11 193 6,99 9,77 85,80
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Year 2005

Gross Profit/Asset

Net worth/Assets Liabilitie s/N et worth

Gross Profit/Sales Sales/Assets

Net ProfitN etwealth EB IT/Interest

Current ratio SelfFinancing/Liabilites
Quick ratio
Loans Bonds
Rightissue —— - — leasing

Figure no 13 — Starting year of circle-view analysi

Year 2006

Gross Profit/Asset

Net worth/Assets Liabilitie s/Net worth

Gross Profit/Sal

Net Profit/Net weafte: '+ EBIT/Interest

l0.24]

Current ratio Self Financing/Liabilities

Quick ratio

Loans —— — Bonds — Rightissue — — leasing

Figure no 14 — Second year of circle-view analysis
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Year 2007
Gross Profit/Asset

Net worth/Assets Liabilities/N etw orth

Gross Profit/Sa Sales/Assets

Loans —— — Bonds

Right issue — — leasing

Figure no 15 — Third year of circle-view analysis

Year 2008
Gross Profit/Asset
Net worth/Assets ??B Liabilities/N etw orth
=5+ 8.25

8 = | 0.4 0

13

Gross Profit/Sales N 036 Sales/Assets

.\‘\N
||
Il

o

Vi
/ 7 7

.3
NetProfit/Net wealth 53 [ R / 21 BIT /Interest
1.4 |,
0.77
Current ratio V.50 Self Financing/Liabilities
Quick ratio
Loans —— — Bonds
Right issues — —— leasing

Figure no 16 — Fourth year of circle-view analysis
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Year 2009
Gross Profit/Asset
Networth/Assets 1 Liabilities/Networth
feu]
]
8571 . N
.~ pin. —_— 53
BE .39
7 2\
Gross Profit/Sal - Sales/Assets
8.919 0\9
4
3.
NetProfit/Net wealt 6. 'jBIT/Interest
7
5 / A4
RS 56
Current ratio 0 SelfFinancing/Liabilities
Yy
Quick ratio
Loans — —— Bonds
Rightissues —— — leasing

Figure no 17 — Fifth year of circle-view analysis

Year 2010
Gross Profit/Asset
Net worth/Assets 8.86 Liabilities/N etw orth
8671 ~—— = 5 .34

Gross Profit/Sale / - . \ 092 ales/Assets

10/9.

4

—— 6.8
NetProfit/Net wedth8 4 / : BIT/Interest

. 34
1.9 - >
NN // 1
Current ratio 1.07 Self Financing/Liabilities
Quick ratio
Loans —— — Bonds
Right issue —— — Leasing

Figure no 18 — Sixth year of circle-view analysis
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Year2011
Gross Profit/Asset

11.74
Net worth/Assets LT

8/g5 . 43—7

iabilties/N etw orth
— 19.63
6.55
Y

\ ales/Assets

092

Gross Profit/Sal 15273 ;/

! g/
| 7

4
SR T 7
Net Profit/Net wealth 8:3 717 * / 9O BgpiT/Interest
2

H\\l@g

~. | ./~ |53

1.9 ~
2. j\iﬁ 0.78
Current ratio @ eff Financing/Liabilities
Quick ratio
Loans —— — Bonds
Right issues —— — Leasing

Figure no 19 — Seventh year of circle-view analysis

Final observations coming by aisual graphics analysis

» Stage 1. There was recorded a reality under canmtisighange
for the four analyzed financing resources.

» Stage 2: A brief look among the geometrical imadestified
a more favorable situation in case of leasing, amgplier
loans, and share/rights issue rather than bondegss

» Stage 3: All four financing methods were carryingtho
advantages and also disadvantages, but the leasashthe
main disadvantages the legislation lack and a lewebpment
of specialized financial institutions acting in ghfield of
activity.

» Stage 4: A major decision factor in choosing theaficing
resource would be given by the take-over risk, lwottvertical
and horizontal acquisition. That means the managest®uld
closely look at the market tendency and its leverag

* The market reality implied many hostile bidder whic
had the effect of firing old executive staff (a e
leading to goodwill loses in some cases) - a canaer
this direction is a natural human behavior.

« The yearly graphics are characterized by a lowrbeye
for rights issue and leasingnéaning that the company
could be a take over target in these two situafions
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» All previous observations should lead
management decisions toward the bank and suppéesl|

the financing

Stage 1 Bank/Supplier New Share/ Rights Leasing Bonds issues
loans issue contracts
Stage 2 Bank/Supplier New Share/rights Leasing
loans issue contracts
Stage 3 Bank/Supplier New Share/rights
loans issue
Stage 4 Bank/Supplier
loans
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Annexes
Production facilities
Products Monetary unit | Performance | Strategy
2005 2006
P One ABCD Hectolitres 3,665 17,000
M_U million 916,250 5,950,000
P Two Hectolitres 3,590 2,600
M_U million 444,922 462,800
P Three Hectolitres 4,340 4,800
M_U million 656,312 729,600
P Four EFGH Hectolitres 119,690 135,000
M_U million 17,939,137 29,362,500
P Five Hectolitres 173,591 275,000
M_U million 8,106,874 20625000
P Six Hectolitres 78,545 82000
M_U million 2,370,260 3,280,000
P Seven tones 2,998,800 3780000
M_U million 2,998,800 3,780,000
P Eight tones 115 200
M_U million 103,500 180,000
P Nine tones 800 770
M_U million 300,000 423,500
P Ten tones 1,560 2,200
M_U million 748,800 1,540,000
P Eleven tones 808 1,000
U_M mill. 343,400 600,000
Service revenue| M_U Thousand 1,310,409 -
TOTAL 36,238,664 66,933,400

The statistical data should be available froficiall public
departments - there is a forecast of an e yeadyage increase for the
products demand of 1.8% for the next years. Doméstiustry is going to
face with an expansion of foreign companies. Theketaof the company
is represented mainly by the buyers located nedh®y production
facilities (an overall population of 3 millions pae). The current
domestic gross demand for the company’s main twduymts is around:

- ABCD: 86 litters / consumer * 3000000 * 0.8 :168qual around
2,000,000 hl

- EFGH: 7.5 litters / consumer * 3000000 x 0.8 :Hofual around
180.000 hl.
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2006 2007 2008 2009 2010 2011 Production potential

P One Hectolitres 17,000 17,000 17,000 17,000 0/0740) 17,000 20,000

ABCD M_U mill. 5,950 5,950 5,950 5,950 5,950 5,950

P Two Hectolitre 2,600 2,800 3,000 3,200 3,500 @,00 5,000
M_U mill. 462.8 498.4 534 569.4 623 712

P Three Hectolitres 4,800 5,000 5,500 6,000 6,500 ,0007 9,600
M_U mill. 729.6 760 836 912 988 1,064

P Four Hectolitres 135,000 135,000 135,000 135,000 135,000 135,000 155,000

EFGH M_U mill. 29,362.5 29,362.5 29,362.5 29,362.5 29,362.5 29,362.5

P Five Hectolitres 275,000 300,000 325,000 350,000 375,000 400,000 440,000
M_U mill. 20,625 22,500 24,375 26,250 28,125 30,00

P Six Hectolitres 82,000 83,000 84,000 85,000 gr,00 90,000 100,000
U_M mill. 3,280 3,320 3,360 3,400 3,480 3,600

P Seven Tones 5,400 6,400 7,600 8,500 9,000 9,500 1,250
M_U mill. 3,780 4,480 5,350 5,950 6,300 6,650

P Eight Tones 200 210 220 230 230 230 270
M_U mill. 180 189 198 207 207 207

P Nine Tones 770 800 850 900 1,000 1,000 1,500
M_U mill. 423.5 440 467.5 495 550 550

P Ten Tones 2,200 2,500 2,800 3,100 3,400 3,800 004,5
M_U mill. 1,540 1,750 1,960 2,170 2,380 2,520

P Eleven Tones 1,000 2,000 3,000 5,000 7,000 10,000 21,000
M_U mill. 600 1,200 1,800 3,000 4,200 6,000

Production M_U mill. 66,933.4 70,449.9 74,163.0 78,266.1 83,5 86,615.5

Sales
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Percentage structure of assets and liabilities

Years
2005 2006
4 months
TOTAL ASSETS 100.00 100.00
Fix assets (% total assets) 85.51 85.17
Current assets (% total assets) 14.49 14.83
Inventory (% current assets) 53.66 53.99
- materials 26.53 23.50
- products 14.75 15.59
- finishing products 8.28 12.03
- packages 4.10 2.95
Receivables (% current assets) 40.15 42.07
Cash (% current assets) 6.19 3.94
Shareholders’ wealth (% total assel 82.80 82.64
Reserves (% total assets) 4.45 2.59
Long term debts (% total assets) 2.95 2.95
Short term debts (% total assets) 9.80 11.83
- loans 4.26 3.80
- suppliers 2.39 2.09
- creditors 0.18 0.13
- other debts 2.97 5.81
Economic indicators
Indicator Unit Value
2005 2006 (4 months)

Gross revenue

M_U thousand

39,508,217.00

15,822,384.00

Gross expenses

M U thousand

39,036,712.00

17,136,437.00

EBIT M_U thousand | 2,424,033.00 -505,170.00

Net profit M_U thousand 240,139.00

Expenses on 1000 M_U revenyie M _U/1000 988.00 1,083.00

Employees number 1,629.00 1,600.00

Labour productivity M_U thousand 24,253.00 29,667.00
/worker

Net fixed assets thousand M_U | 66,056,071.0 65,707,728.00

Efficiency of net fixed assets M_U thousand 0.60 0.72

income/ M_U

1000
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Net working capital
M_U thousand

2005 2006(4month)

Shareholders equity + long term liabilities (a) | 75,920,749.0( 74,067,539.0Q
Adjusted fixed assets (b) 68,724,879.0( 68,582,131.0Q
Working capital (a-b) 7,195,870.00 5,485,408.00
Inventory (1) 6,249,368.0Q 6,448,060.0Q
Receivable (2) 4,675,513.0Q 5,024,407.00
Current debts (3) 4,450,305.0( 6,457,642.00
Net working capital (1+2-3) 6,474,576.00 5,014,825.00
Net treasury (a-b+1+2-3) 721,294.00 470,583.00
Increase of working capital - -1,710,462.0Q
Coverage for current assets by working capital ®1.2 45.93
Rotations’ number of working capital 5.50 8.65

Financial indicators

Indicators Formula 2005 2006
Current ratio CA=Current assets/Current liabilities 150 1.25
Quick ratio QR=Current assets - inventory/Current 0.50, 0.37

liabilities
Current assets ratio LA=Current assets/Total assets 0.15| 0.15
Fixed assets ratio IA=Fixed assets/Total assets 0,85/ 0.85
Overall solvability Sg=Total assets/Liabilities 785 6.77
Own financing ratio Sp=Net worth*100/Liabilities 87.25| 85.23
Debt ratio Rgi=Liabilities*100/Total assets 12.75| 14.77
Current debt ratio Rin=Short term liabilities/Current assets 0.68| 0.80
Gross debt-equity ratic Bl=Overal Liabilities/Self financing 0.14| 0.16
Net profit margin Rv=Net Profit *100/Total income 0.61 -
Return on total equity Rf=Net Profit *100/Net worth 0.34 -
Gross profit to long Re=Gross Profit *100/Permanent financing| 0.71 -
term resources ratio sources
Return to share equity Rcs=Net Profit *100/Equity 0.36 -
Fixed assets turnover Wc=Sales/Net fixed assets 0.53| 0.53
Gross profit margin Mp= Gross Profit *100/Sales 1.30 -
Total assets turnover Ra=Total revenue/Assets 0.49| 0.59
Fixed assets turnover Rai=Income/Fixed assets 0.57| 0.69
Current assets turnove Rac=Total income/Current assets 3.39 3.97
Inventory turnover Rs=Income/Inventory 5.80| 5.70
Average period of Sz=Inventory/Daily revenue 63.00| 64.00
inventory
Shareholders equity Rcp=Total income/Net worth 0.56| 0.69
turnover
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Structured Income Statement

M_U thousand

64

Specification 2005 2006 (4month) |
Total revenue, 39,508,217.00 15,822,384.00
of which:
Operating revenue, 38,520,479.00 16,743,943.00
of which:
> Sales 36,238,664.00 12,234,346)00
Financial revenue 964,275.00 -4,987.00
Exceptional revenue 23,463.00 95.7J0
Total expenses, 39,036,712.0Q 17,136,437.00
of which:
Overall operating expenses, 36,764,469.0Q 16,289,770.00
of which:
> Depreciation 952,946.0Q 564,205.90
» Forecast expenses 1,907,810.00 1,961,145.00
Financial expenses 1,952,528.00 808,883[00
Other operating expenses 319,715.00 37,784)00
Earning before taxes 471,505.00 -1,314,053.90
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