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Week 1 Activity (Adrian,Henrik,Eugen) 
 

Part A 
  
Matengus Activewear is a company that specialises in the retail of sports equipment 
and sports activewear across a wide range of activities. The company targets both 
professional athletes as well as those performing at grassroots level. The equipment 
produces aims to ensure the best performance and protection for all its users, thus 
making the sporting experience enjoyable and safe.  
 
The advantage of going public is the acquisition of significant capital, therefore 
enabling Matengus to acquire a larger piece of the market share, increase funding in 
research and development as well as continuously expand our product line and 
range of sports covered. Another positive of going public is the increased exposure 
the company receives including additional publicity when releasing new products. 
Once public the company is also able to utilize equity in new ways such as offering 
stock as additional incentives, using stock during the takeover of other companies 
including the potential for liquid equity therefore offering the option of converting 
owned shares into currency. However, in order to do so the company (Matengus) 
must ensure excellent and constant financial reporting. Also in order to guarantee a 
sustainable approach for the future, Matengus must cope with the increased pressure 
from shareholder and avoid focusing on short-term, unsustainable results, instead a 
long-term strategy needs to be employed, such strategy needs to focus on constantly 
increasing shareholder value. 

Part B 
 
 
 The managerial roles decided to lead Matengus are as follows: 
 

• CFO (Chief Financial Officer) (Mr. Adrian Matei) – Oversees and manages 
the financial activities and decisions within the company, assists in formulating 
the company’s future direction, monitors and directs the implementation of 
strategic business plans, developing financial and tax strategies, participates in 
key decisions of the company as a member of the executive team, supervises 
acquisitions, due diligence and negotiates acquisitions, analyses and 
understands the company’s risk exposure and also ensures that the company 
complies with regulatory and legal requirements. 
 

• CMO (Chief Marketing Office) (Eugen ‘Pete’ Stanciu) – In charge of all 
marketing and advertising campaigns, responsible for increasing sales, 
improving brand recognition, negotiates with potential endorsers. 

 
• CEO (Chief Executive Officer) (Mr. Henrik R. England) – responsible for 

leading the development and execution of the Company’s long term strategy 
with a view to creating shareholder value. The CEO’s leadership role also 
entails being ultimately responsible for all day-to-day management decisions 
and for implementing the Company’s long and short term plans. The CEO 
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acts as a direct liaison between the Board and management of the Company 
and communicates to the Board on behalf of management. The CEO also 
communicates on behalf of the Company to shareholders, employees, 
Government authorities, other stakeholders and the public. (Sterling-
Resources, 2015) 
 

 

• COO (Chief Operations Officer) (Arnaldo Bernardo) – Usually the second in 
command, oversees day-to-day operations and keeps the CEO apprised of 
significant events, creates operations strategy and policies, communicates 
strategy and policy to employees, oversees human resource management. 

 
• CCO (Chief Compliance Officer) (Daniel Babes) – Primarly responsible for 

overseeing and managing regulatory compliance issues within an organization. 
The role of the CCO will be particularly more demanding as the company 
becomes public. 

 

Part C 
 
 
 The company that acts as a shadow firm for Matengus is Underarmour. They 
specialise in the production of sports equipment. Underarmour have a global scale 
operation with a strong presence in all major sports. The company is traded on the 
New York Stock Exchange and the industry status is consumer non-durable.  
 

 
Graph 1: Underarmour Quarterly Earnings Per Share in 2014 and future forecast 
(NASDAQ.com, 2015) 
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Graph 2: Underarmour Yearly Earnings Forecasts from 2015 to 2018 
(NASDAQ.com, 2015) 

 

 
Graph 3: Underarmour Quarterly Earnings Forecast from September 2015 to 
September 2016 (NASDAQ.com, 2015) 
 
It is noticeable that the company’s trend is to have higher dividends in the months of 
September and December each year, while in March and June, the Earnings per 
Share are negligible.  
 
We can see that Underarmour represents a terrific opportunity for any investor. Its 
strong earnings/share growth rates are forecasted to more than double in next 4 
years.  
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This should serve as no surprise because over the past 13 years, Underarmour  has 
seen a mean of 34% in terms of EPS growth rate with the highest at 71% on a 3 year 
average. (GuruFocus, 2015) 
 
  
Provision for income taxes increased $35.5 million to $134.2 million in 2014 from 
$98.7 million in 2013. The effective tax rate was 39.2% in 2014 compared to 37.8% 
in 2013. The effective tax rate for 2014 was higher than the effective tax rate for 
2013 primarily due to increased foreign investments driving a lower proportion of 
foreign taxable income in 2014 and state tax credits received in 2013. 
 
‘We are subject to income taxes in the United States and numerous foreign 
jurisdictions. Our effective income tax rate could be adversely affected in the future 
by a number of factors, including changes in the mix of earnings in countries with 
differing statutory tax rates, changes in the valuation of deferred tax assets and 
liabilities, changes in tax laws, the outcome of income tax audits in various 
jurisdictions around the world, and any repatriation of non-US earnings for which we 
have not previously provided for U.S. taxes. We regularly assess all of these matters 
to determine the adequacy of our tax provision, which is subject to significant 
judgment’. (Underamour, 2014) 
 
 

Week 2 Activity Section 1(Adrian,Henrik,Eugen) 
 

Part A 
 
For the information collection we looked at 3 websites, Google Finance, Yahoo 
Finance and NASDAQ. What concerns the shadow firm financial information, all 
three websites have similar and close values, however, the beta for UnderArmour 
differs. Google and Yahoo Finance have the same beta of 0.56, while NASDAQ 
offers a beta for the shadow firm of 1.22. In terms of market information, Google 
and NASDAQ offer a more in-depth analysis than Yahoo, and we chose to use 
NASDAQ as the only source for data collection. 
 
 

Part B 
 

 
*stock information for UnderArmour as at 30/09/2015 
 



 

6 
 

 

 
*stock information for UnderArmour as at 30/09/2014 
 
We can see that the company’s stock opened at 96.210 $ today (30/09/2015), which 
represents a notable increase compared to its value precisely one year ago when the 
opening stock was 70.07 $. In other words, the company’s stock has increased by 
$26.14, which represents a growth of 37.305 %. When compared to the Nasdaq 100 
index Underarmour shows a considerably better performance as the Nasdaq 100 
Index has a one year growth rate of 19.4%(NASDAQ, 2015). Underarmour is 
growing at a rate of almost double the Nasdaq 100 Index average. One potential 
explanation for these outstanding performances could be the fact that Underarmour 
is not currently paying out dividends rather focusing on capital gains.  
 
 

 
Graph 4: Return rate of Average Apparel Manufacturing industry and S&P 500 companies 
(Performance.morningstar.com, 2015) 
 

It can be seen that across periods, UnderArmour boasts strong return percentages, 
significantly higher than the apparel manufacturing industry benchmark.  
 

 
2015 2014 2013 2012 2011 2010 

        Stock Price  $96.21   $70.07   $39.54   $28.02   $18.43   $11.24  

       Year on Year 
Growth 37.305% 77.212% 41.113% 52.034% 63.967% 
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The 1-year return of UA is smaller than the 5-year growth rate. However, this 
comes as a consequence of the fast growth rate, the company experiencing a 
fantastic level of growth attaining at one point a 77.212% year on year growth. 
 
From a long term point of view the NASDAQ 100 5 year return index is 140.97% 
this is considerably lower compared to Underarmour’s 5 year return of 522% 
(18.43$/96.21$*100) . This further confirms our previous finding ,Underarmour is 
outperforming both its industry competitors and the Nasdaq 100 in terms of growth. 
Nevertheless despite the positive data it has to be considered that Underarmour is 
still at the growth rate stage while its competitors (Nike, Adidas, New Balance) or 
the Nasdaq 100 companies have reached the maturity stage which is characterized 
through lower growth rates. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Graph 5: Underarmour’s Performance over the past 5 years compared to its 
competitors 
 
As evident in the above graph, UA’s performance is superior to that of competitors 
as well as companies’ listed across all major indexes.  
There is no obvious correlation after the date of November 2012 between 
fluctuations in value as whilst the other indices growth rates have plateaued more or 
less, UA has continued to have strong growth rates above the industry averages.  
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Part C 

 
Underarmour’s stock has increased by 855% over the past five years (96.21$/11.24$) 
this growth is phenomenal compared to the NASDAQ 100 5 year Index of 140.97% 
(NASDAQ, 2015). It should be noted that such high rates of growth are 
unsustainable for long periods of time as Underamour will at some point reach a 
plateau as the company size increases resulting in market share additions becoming 
more and more difficult to achieve.  
 

 

Part E 
 
CAPM = Rf + b (Rm – Rf) 
CAPM = 0.0008 + 1.22 (0.1924 – 0.0008) 
CAPM = 0.0008 + 1.22 * 0.1916 
CAPM = 0.0008 + 0.233752 
CAPM = 0.234552  
CAPM = 23.4552% 
 
Rf (Risk Free Rate) = 3-month T-bills = 0.08% as stated by Treasury.gov (2015) for 
06 November 2015 
Rm (Market Risk)  = benchmark market return rate NASDAQ 100 Average Return 
Index  = 19.24% (NASDAQ, 2015) 
b = 1.22 beta for UnderArmour as at September 30th 2015 (NASDAQ, 2015) 
 

 
2015 2014 2013 2012 2011 2010 

           Stock 
Price  $96.21   $70.07   $39.54   $28.02   $18.43  

 
$11.24  

           Year on 
Year 

Growth 37.305% 77.212% 41.113% 52.034% 63.967% 
   Probability 20% 20% 20% 20% 20% 
 

Total 
 

Expected 
Return  7.461% 15.442% 8.223% 10.407% 12.793% 

 
54.326% 

Expected return taking 
into account the growth 

rate 

Expected 
Return   $19.24   $14.01   $7.91   $5.60   $3.69  

 
 $50.45  

Expected return taking 
into account the Stock 

Price 
Standard 
Deviation 

      
28.734 ST Dev Opening Stock 

Standard 
Deviation 

      
13.020% 

ST Dev Year on Year 
Growth 
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Week 2 Activity Section 2 (Arnaldo,Daniel) 
 

Part A: 
Underarmour, our shadow company, does not provide the information on debt 
issuance and credit ratings. Therefore, a proxy company, Nike Inc., is taken and 
analysed.  
Nike’s current long term debt issuance is $1.079B in Long term Bonds issued in 
2003 maturing in 2015. They issued new bonds with the value of $1 billion. They 
have further short term liabilities of $181M. 
 

Part B: 
According to Standard and Poor’s rating agency, Nikes debt is rated at A-1+, 
meaning that: “the companies capacity to meet its financial commitment on the debt 
is very strong” (Standardandpoors.com).  
The Bonds (10 year bonds) mature in 2023 and have a yield to maturity of 2.53%. 
The coupon rate is 2.25% (S&P A-1+). 
As discussed before the last bond issuance made from our proxy company has been 
made in 2013, issuing short-term and long-term bonds for a value of £1 billion. 
 

Part C: 
Being Nike a US traded company the most comparable free-risk investment are U.S. 
treasury bonds. An U.S. treasury bill with a maturity of 10 years provides a yield of 
2.07%. As a result choosing to invest in Nike the risk premium is 0.46% for the 
bonds. 
 

Part D 
The previously mentioned shadow firm rating is A-1+ this rating would typically 
qualify for a 2.53% bond issuance. Matengus, therefore, could potentially gather a 
debt on a 2.53% basis over the period of 10 years.  
            Investment Project: 
The investment project looks at possible strategies to increase market share and 
increase productivity. As Matengus outsources production it would be of great 
importance to open up a self-maintained production site. The investment project 
looks into the cost of opening up a production site in the U.S. (shadow firm location) 
and Romania. The U.S. production site would require higher investment due to the 
higher labour cost of approximately $ 100 million whereas the Romanian investment 
would require costs of new market entrance and could potentially cost around $ 95 
million. The expected return for Matenugs investment should at least equal to 
Underarmour’s (shadow company) return, which currently is 15.39%, in order to 
accept the investment. 
In theory, bond prices have an inverse relationship towards changing interest rates, 
as the interest rate act as a competitor to the yield on the investment. Assuming, a 
bond generates a yield of 4% whereas interest rates currently are at 10%, then the 
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bond price will decrease due to a potential lack of demand in order for the yield to 
equal the 10%. 

Week Three Activity Section 1(Adrian,Henrik,Eugen) 
 

Part A 

Matengus does not currently have a production facility. They outsource their 
production manufacturing to various factories in Asia, Central and South America. 
These outsourced production manufacturers focus on both obtaining the raw 
materials and also producing the finite products (Underarmour, 2015). This means 
that Matengus is incurring third party costs of production.  On the long term it could 
be more financially viable to develop their own production facility/s.  

In order to reduce production costs on the long term the company could consider 
building its own production factory in the US. Such a decision could reduce the costs 
of goods sold that the company are incurring. Furthermore this decision could serve 
as a PR move due to the fact that the company would be creating workplaces for its 
domestic citizens, and it would come as a image improvement in terms of the quality 
perception as the company would lose the stereotypical ‘Made in China’ label and 
switch to the ‘Made in the USA’ label. 

Alternatively the company could open production facilities in a traditional developing 
economy such as Romania which would reduce the operating costs of the factory 
due to the much cheaper labour force. 

 

Part B and C 
 
 In order to fully analyse the long term impact of these decisions certain issues and 
assumption have to be considered. 

US project: 
 

• In order to estimate the initial investment we made an approximation based 
on the example of New Balance who opened a factory in New England USA. 
We approximate that the initial outlay would be of 95 mil $. Also the 
company will need to invest 5mil $ in working capital that will be recovered 
at the end of the project. The initial investment will be fully depreciated on a 
straight line basis by the end of the 10 years. 

• In terms of the Cash Inflow of this project. The company could potentially 
save 5% of its costs of goods sold by undergoing this project. Almost 
78,608,000 $ could be saved in the first year (5% of 1.5 bn).  For the future 
cash inflows we also need to consider the company’s rate of growth in terms 
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of sales but also costs of goods sold. A conservative approach would suggest 
that a constant growth of 10% for the first 5 years and then a growth 
rate of 5% for the remaining period would be realistic for Matengus’s 
future prospects. However the decision to open a factory in US and being 
able to put the ‘Made in US’ label could potentially attract more customers 
and serve as a USP for Matengus who could benefit growth rates higher than 
10%. 

• By developing a domestic production facility Matengus could potentially 
receive some tax exemptions from the Government (in this case we decided 
to take a 3% deduction of its tax rate) as they are helping the community by 
creating workplaces.  

• The operating expenses that need to be taken into account for this facility 
are the salaries of the workers. The average salary of the workers and the 
management will be around 28k per person per year. The company will 
have employed 500 workers. (Should we reference this?) Other 
Operating costs such as maintenance, electricity, training of staff, 
insurance would rise up to 3 mil$ per year. 
 

 

Romania Project 
 

• The cost of building the project in Romania will be cheaper in terms of labour 
and materials. However there will be further costs due to the need of further 
planning and overseeing. In other words the company will be required to do 
more planning as it is a new continent and a new country. Initial investment 
will be  90 mil $. The necessary working capital is 5 mil $ that would be 
regained at the end of the 10 years. The initial investment will be fully 
depreciated on a straight line basis by the end of the 10 years. (However 
for the purpose of the future exercises we decided to make the 
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initial outlay higher in order to make the Payback Period more 
realistic. Therefore the Initial Outlay that will be used in the Excel 
Calculations will be of 140 mil $) 
 

• The company would reduce its costs of goods sold by 5% by removing the 
‘middle man’ (78,608,000 $  in the first year as it represents 5% of 1.5 bn) 
furthermore Underarmour would be able to reach the EU market which the 
second biggest market after North America. The growth of the company will 
be maintained at 10% for the whole period in order to reflect the income 
that the company gains through increasing its reach in the European Market. 

• The Operating expenses that need to be taken into account are the salaries 
and the other operating expenses. The average salary in Romania is 8000$ 
per year and the company would be employing 500 workers. Other 
operating expenses are 2.5 mil $.  

• The tax rate in Romania is 16%.  
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Week Three Activity 2 (Adrian,Henrik,Eugen) 
 

Part A,B and C 

Payback Period, NPV, IRR US Project 
 
 

 
 

Payback Period, NPV, IRR Romania Project 
 

 
 
 
 
 
For the purpose of this exercise by taking into account Underarmour (Matengus) 
excellent credit rating (rated A on morningstar)  better rating than one its direct 
competitors ( Nike rated B on morningstar), we will take a 4.2% interest rate. This 
decision is based on the research done by Business-Case-Analysis (Schmidt, 2015) 
and quoted below: 
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‘In 2011, for example, a company with an AAA credit rating, or the US treasury, can 
sell bonds with a yield somewhere between 4% and 5%, which might be taken as the 
cost of capital for these organizations. ‘ 
 

In order to complete this exercise successfully we have used the above presented 
assumptions and the strategy of loaning capital from a bank in order to fund our 
investment however our suggested ideal course of action which takes into account 
the strong financial position of the company at present time can be found in 
Appendix 1. 

Part D 

Project Analysis and Decision 
 
In terms of NPV there is a clear difference between the two projects. The Romanian 
project has a considerably higher NPV of $ 655,891,754 million compared to the 
NPV of $ 425,538,558 of the American Project. In other words the Romanian 
project earns the investors almost 204 million $ more than the US project.  
However the Payback period is incrementally longer by 37 days than the American 
projects. This small difference should not carry much weight in the final decision 
making process as the financial gains far outweigh the actual length the project will 
take to pay for itself.  In terms of IRR, the US project is shown to perform better 
(again incrementally) at 56,5365% compared to the IRR of the Romanian project at 
53,6747%.  
 
In the present situation it is our recommendation that the Romanian project 
boasting the higher NPV should be chosen as a result of an inherent assumption that 
the cash flow will be reinvested at the same discount rate ( the IRR rate). As such 
the lower IRR rate can be considered the more realistic and more conservative 
option of the two. It is our belief that the NPV results for the Romania projects 
should be regarded as the deciding factor in pursuing this investment. (Finance Train, 
2012) 
 

Week 4 Activity (Adrian,Henrik,Eugen) 
 

Part A 

A) Assumptions US  
 
Pessimistic : 
 
Donald Trump is elected as president thereby limiting the amount of migrant 
workers coming into the country and receiving green cards, this will eventually result 
in driving employee wages higher therefore incurring significant additional costs for 
the company. 
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Operational cost increase: 12.5 % 
Trading Costs imposed: 4% of the revenue that the project earns  
 
 
Optimistic: 
 
Bernie Sanders wins the Iowa caucus and is later on elected as the presidential 
candidate on behalf of the Democratic party, regardless of his success in the final 
stretch, his left leaning policies are likely to have an effect on whoever takes over the 
presidency thus forcing the president elect to put into motion a financial support 
plan for American businesses allowing them to train and hire employees with the 
backing of government funds. This will result in a considerable cost decrease for the 
company. The above scenario also accounts for significant fiscal easing for the 
companies willing to take part in the governments jobs program. 
 
Operational cost decrease by 25% from government grants  
Tax Reduction: due to fiscal easing tax drops from the 35% to 28% for the company 

 

Assumptions Romania  
 
Pessimistic:  
 
Portugal, Spain and Greece default on their debt to the European Union. A new 
bailout scheme is put in place in order to save the Union thereby forcing the 
Romanian government to impose punitive taxes and policies on the private sector.  
 
Tax increase: due to punitive austerity measures from 16% to 30% 
 
 
Optimistic: 
 
Political manuverings work in Romania’s favour due to its status as an extremely 
important strategic location (NATO anti-missile shield), the country is able to secure 
trade agreements with a number of important NATO member countries regarding 
freedom of trade. Thereby decreasing the operational costs that the company is 
incurring due to tariffs  

Increase of 25% in revenues  
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Part B 

US Project Pessimistic  
 
Operational cost increase: 12.5 % from  
Trading Costs imposed: 4% of the revenue that the project earns  
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US Project Optimistic  
 
Operational cost decrease by 25% from government grants : 
The total operating expenses will reduce by 4,250,000 $ from 17,000,000 $ to 
12,750,000 $ 
 
Tax Reduction : due to fiscal easing tax drops from the 35% to 28% for the company 
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Romania Project Pessimistic  
 
Tax increase: due to punitive austerity measures from 16% to 30% 
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Romania Project Optimistic  
 
Increase of 25% in revenues 
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Part C 

 NPV Ranges for USA and Romania projects between optimistic and 
pessimistic: 

Range USA:  88,209,831 

Range Romania: 317,967,273 

Whilst the higher range in the case of the Romania project would normally tend to 
suggest that the project carries a higher degree of risk, it is observable that the 
pessimistic NPV for the Romania project exceeds the optimistic NPV for the USA 
project thus clearly suggesting that the Romanian project is the one that should be 
preferred in this situation. It is the author’s opinion that in this scenario, comparing 
the two ranges is of no real value in determining the better project. 

 

Part D 

For the purpose of this exercise we have chosen a fixed discount rate for both 
countries in terms of each of the two scenarios Romania and USA to maintain 
comparability when examining the final results.  

For the pessimistic case the discount rate will increase by 40% up to 5.88%. 

For the optimistic case the discount rate will decrease by 40% down to 2.52%. 

 

US Pessimistic  
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US Optimistic  

 

 

Romania Pessimistic  
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Romania Optimistic  

 

Part E 
 
Presuming that both scenarios in the case of each country based project carry 
identical probabilities, it is the author’s opinion that the project that should be 
chosen is the project boasting the higher NPV value in the case of the most 
pessimistic scenario. Thus by choosing the Romanian project, in the case in which 
the opposite turn of events is to take place and an optimistic prediction can be 
enforced, the NPV is far more positive than the optimistic NPV of the USA project 
($986,786,109.70 compared to $564,522,240.31) therefore further strengthening the 
argument favouring the Romanian project. 

Week 5 Activity Section 1(Daniel,Arnaldo) 
Part A: 
Thorough investigations of Under Armours’ 2014 balance sheet have revealed that 
their long-term debt is $255.25M, and their total Shareholders Equity is $1.35B. 
According to this data the debt to equity ratio is $"##  !"#  !!!

$"  !"#  !!!  !!!
= 0.167. The Long 

term Debt – Equity ratio suggests that Under Armour currently hold 16.7% debt in 
relation to their equity, this proves that Under Armour has a strong financial 
stability. Another advantage of such a low ratio is that the company could acquire 
more debt for expansion possibilities.  
 
Part B: 
Matengus’ balance sheet would hold the following numerics for the long-term debt 
and the shareholders equity: 

 Long-term Debt: $95 000 000 
 Shareholders Equity: $568 862 185 

This would result in the same long-term debt to equity ratio as for the shadow firm. 
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Part C: 
The cost of equity used to calculate the weighted average cost of capital is 4.48%, 
this is the same figure as our shadow company’s cost of equity. Further, the cost of 
debt is estimated at 4% due to the potential interest payments on the debt. The 
corporate tax rate is 39.1%.  

 
𝑊𝐴𝐶𝐶 =   

568  862  185
95  000  000 + 568  862  185

∗ 0.0448 +   
95  000  000

95  000  000 + 568  862  185
∗ 0.4 ∗ (1 − 0.391) 

 
𝑊𝐴𝐶𝐶 =   0.0732 = 𝟕.𝟑𝟐% 

 
Part D: 
The weighted average cost of capital results in 7.32 per cent, suggesting that each 
source of capital is averagely costing the company 7.32% when issued. Therefore, 
money invested into the company would averagely give a return of 7.32%. 

Week 5 Activity Section 2(Daniel,Arnaldo) 
 

Part A 
 
From a detailed analysis of Under Armour 2014 income statement, has derived that 
the EBIT is $347.54M, fixed operating costs are $1572.09M and variable operating 
costs are $1160M. 

Part B 
 
A simple per-unit price of $70 will be taken as an average and considered for the 
calculation of Matengus earnings before interest and tax. Assuming 1 122 975 pieces 
were sold at $70 each then Matengus would generate a revenue of $78,608,200. 
Resulting in an EBIT of $8,856,184. The fixed cost will be $ 40,123,105.56. Finally, 
the variable costs would be $ 29,605,685.7. 

Part C 
 

Calculate the operating breakeven point for your firm. Create a simple graph for sales 
revenue and total operating costs, highlighting the breakeven sales level in units. 

 
 

𝐵𝑟𝑒𝑎𝑘𝑒𝑣𝑒𝑛  𝑝𝑜𝑖𝑛𝑡  𝑖𝑛  𝑢𝑛𝑖𝑡𝑠 =
$40,123,105.56
$70− $7.886 = 645,689  𝑢𝑛𝑖𝑡𝑠 
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The graph above represents the Sales Revenue in relation to the Total Operating 
Costs. As mentioned before the total revenue is comprised of 1,122,975 units sold, 
whereas the Total Operating Costs are less than the total revenue. Therefore, the 
graph clearly shows that the breakeven point is reached prior to one year of sales 
resulting in 645,689 units sold. 

 

Part D 
 
Calculate the degree of operating leverage for your fictitious firm at a base sales level. 

𝐷𝑂𝐿 =
$8,856,184+ $40,123,105.56

$8,856,184 = 5.53 

 
The degree of operating leverage gives a multiple at which the EBIT is effected when 
the Sales fluctuate. Matengus DOL is 5.53 meaning that when sales increase by 5% 
then the EBIT will increase by: 5% ∗ 5.53 = 27.65%. Due to the fact that we are a 
multi-product company, in order to calculate the DOL we used an average price per 
unit of $70.  
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Part E 
 
Going back to our shadow firm we calculate its degree of financial leverage at its 
current levels of EBIT and EPS. In the same way we calculate it’s degree of total 
leverage at current sales and EPS levels. 

 

𝐷𝐹𝐿 =
$347,540,000

$347,540,000− $5,340,000− [ 0
1− 0.39]

= 1.01 

 
DFL measures the relation of the company’s earnings per share towards any change 
in the EBIT. The resulting degree for Under Amour is 1.01 suggesting that the 
earnings per share are not sensible towards any change in the EBIT. 

 
 
 

𝐷𝑇𝐿 =
$347,540,000+ $1,572,090,000

$347,540,000− $5,340,000− [ 0
1− 0.39]

= 5.60 

 
DTL combines the DFL and the DOL and measures how sensible the earnings per 
share are towards the Sales. Under Amour’s earning per share therefore are highly 
sensible due to the high degree of operating leverage rather than the degree of 
financial leverage.  

 

Part F 

 
At this point we will carry out a valuation of our shadow firm. We are going to use 
estimates for our firm’s weighted average cost of capital. Consequently we are going 
to apply the same method of valuation to our fictitious firm, using the numbers we 
assigned in section1. Matengus valuation is carried out from financial data retrieved 
from first year’s operations.  

The valuation of the companies shows that Under Armour is valued at 
$2,896,166,667 and Matengus: $73,680,547.21. Under Armour has been valued at a 
tax rate of 39%, which was accurate for 2014 whereas Matengus is valued at a tax 
rate of 39.1% due to the change in 2015. The weighted average cost of capital 
remains the same at 7.32% 

 

𝑉(𝑈𝑛𝑑𝑒𝑟  𝐴𝑟𝑚𝑜𝑢𝑟) =
$347,540,000 ∗ 1− 0.39

0.0732 = $2,896,166,667 

 
 

𝑉(𝑀𝑎𝑡𝑒𝑛𝑔𝑢𝑠) =
$8,856,184 ∗ 1− 0.391

0.0732 = $73,680,547.21 
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Week 6 Activity (Henrik, Adrian, Eugen) 
 

Part A 
   
The dividend history of the UnderArmour has not seen any change since 2005. The 
company has not paid any cash dividends to its shareholders, despite the continuous 
growth of above 20%, nor will they offer cash dividends to the shareholder in the 
near future. (UnderArmour, 2014) 
 

Part B 
 
For the purpose of comparing the EPS and dividend numbers, we are returning to 
our previously chosen proxy company – NIKE (Week 2 Activity Section 2).  
 
Fiscal Year 
End (Dec.) 2014 2013 2012 2011 2010 

      EPS 2.97 2.7 2.35 2.2 1.93 

Dividends 0.93 0.6 0.695 0.6 0.53 
 
As in the UnderArmour case, it is noticeable that NIKE has been constantly growing 
during the past 5 years in terms of EPS. The EPS has grown 53%, as it is also seen in 
the dividend payout that increased 75% from 2010. However, in terms of dividends, 
the company has maintained a relatively constant between the years 2010 and 2013, 
but this was not the case for the final year, where the dividends pay-out has shown 
no correlation with the previous years and increased to $0.93 from $0.6 in 2013. 
 
Fiscal Year End 
(Dec.) 

 
2014 2013 2012 2011 2010 

       EPS 
 

0.95 0.75 0.61 0.46 0.335 
Dividends $  0.350   0.304   0.265   0.230   0.200  
Dividend 
Growth 15% 

      
It can be observed above that we have chosen the EPS and Dividend payout for our 
shadow firm to mimic the rate of growth experienced historically by NIKE but we 
have tried to also incorporate the EPS growth rates for our original company Under 
Armour in this simulation. We have used a conservative dividend growth rate of 15% 
in order to convey the status of our company as being focused on driving the growth 
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rate of Matengus implicitly the share value growth, but to also offer our shareholders 
value in the form of dividends so as to maintain their trust. 
 
 
 
 

Part C 
 
Fiscal Year End 
(Dec.)   2018 2017 2016 2015 2014 

       EPS 
 

2.27 1.77 1.4 1.08 0.95 
Dividends 
(September) $  0.300   0.300   0.300   0.300   0.300  

 
The change of dividends in the future years to a steady rate of $0.3 has been agreed 
considering the choice of either one of the 2 mutually exclusive project projects 
Matengus will be involved in (US or Romania). Besides the large investment required 
to put the chosen project into effect, we also took into consideration the extra risk 
involved in the new venture. Even though the EPS is forecasted to increase in the 
next 5 years, having a constant dividend payout will offer us the opportunity to 
lower the risk and ensure that the company has funds available in the event of the 
project reaching stumbling blocks and not matching it’s predicted yearly cash flows 
or NPV. 
 

Part D 
 

 
In the UnderArmour’s balance sheet, the Total Stockholders’ Equity has increased 
with $300 million from the previous year of 2013.  
 

Part F 
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 A big change that can be observed in the Equity account is the stock split 
UnderArmour has gone through during the 2013-2014 financial year.  
The stock split was a significant change due to the fact that it also makes changes in 
the management department, as the C.E.O Kevin Plank bought the majority of Class 
B shares. (Brumley, 2015) 
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Appendix 1  
 

According to UnderArmour’s Balance Sheet, the company has $593 million in cash. 
Therefore, when it comes to choosing how to finance projects, it seems more 
suitable to use its own cash assets. By using cash, the company does not have to pay 
back interest and the cash assets can be discounted as expenses in the purpose 
of  future tax payments.  

For the purpose of financing this investment, UnderArmour should use its own 
money, as this offers 2 benefits: 

1.     The money invested in the required assets will go down as expenses in the 
current financial year thus being written off with the purpose of lowering the annual 
tax deductibles. 

2.     By now loaning the money required from a bank, the company will avoid 
entering a long-term interest paying arrangement. The only negative that can be 
stipulated is that by using its only money, UnderArmour forfeits the added security 
that a bank loan normally grants.  

The only relevant issue that has to be considered is that by investing this money into 
the project, the company may miss out of other potential investment in the near 
future, although the company’s cash assets suggest that arranging the required 
funding would not be an issue.  

We decided to take a more conservative approach so we decided to take a discount 
rate/opportunity cost of 10%. 
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