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#5)
Create an Excel spreadsheet to organize your answers to the following problem, and submit your Excel file as an attachment by clicking on the appropriate button on this page. 
XYZ Corporation published the following information in its financial statements for its 2018 annual report:
	      Income Statement Items:
	 
	 

	Sales                                        
	$76,000
	 

	- Cost of goods sold
	  49,000
	 

	Gross profit
	 
	  27,000

	- Cash Operating expenses
	$9,000
	 

	- Depreciation
	  2,000
	 

	       Total Operating Expenses
	 
	  11,000

	EBIT
	 
	  16,000

	- Interest expense
	 
	       840

	EBT
	 
	  15,160

	- Income tax expense
	 
	    5,306

	Net Income
	 
	  $9,854


 
	    Balance Sheet Items:
	 

	Cash                               
	  $9,000

	Marketable securities
	    2,000

	Accounts receivable
	  11,000

	Inventories
	    7,000

	Fixed Assets, net
	  24,000

	  Total Assets
	$53,000

	 
	 

	 Accounts payable
	  $8,000 

	 Accrued payables
	    3,000

	 Bonds payable
	  12,000 

	 Common stock
	  16,000 

	 Retained earnings
	  14,000 

	   Total Liabilities and Equity 
	$53,000 


 
· Sales in 2019 are estimated to be $90,000.
· $5,000 of the cash operating expenses for 2018 are considered variable costs, and the remainder are fixed costs.
· Depreciation and the remainder of cash operating expenses are considered to be fixed costs.
· Cash, accounts receivable, inventories, accounts payable, and accrued payables are considered to be spontaneous items.
· Marketable securities, net fixed assets, bonds payable, and common stock are discretionary.
· $5,000 of bonds payable at the end of 2018 are considered "current liabilities," and will be repaid on January 1, 2019. The interest rate on the bonds for 2019 will remain the same as it was in 2018.
· The company will purchase fixed assets of $3,600 in 2019, but overall depreciation for 2019 will remain the same dollar amount as it was for 2018.
· The firm paid a dividend of $3,942 in 2018, and will maintain its 2018 dividend payout ratio for 2019.
· The income tax rate for 2019 is expected to be the same as it was in 2018.  
 
Required:
Prepare the pro-forma 2019 income statement and balance sheet for XYZ Corporation. 
#6)Create an Excel spreadsheet to organize your answers to the following problem, and submit your Excel file as an attachment by clicking on the appropriate button on this page. 
Zoom Company currently has $500 million of assets $160 million of debt, and Net income last year was $12 million. Calculate the company's return on assets ratio and debt/equity ratio under the following assumptions or changes:
1. No changes in above.
2. Assuming the company had leased $30 million of its assets "off the balance sheet." 
3. Assuming the company had leased $60 million of its assets "off the balance sheet." 
4. Assuming the company had leased $90 million of its assets "off the balance sheet." 
5. Assuming the company had leased $120 million of its assets "off the balance sheet." 
Based on a review of your calculations for the financial ratios above, explain why a firm might want to engage in "off balance sheet" financing.
#7)
According to Carlo’s stock broker, Investment A has relatively high historical rates of return, and so he is recommending the purchase of Investment A. Carlo’s insurance advisor, on the other hand, is recommending the purchase of Investment B based on its historical rates of return. And still another advisor is recommending the purchase of a third investment (Investment C) based on its historical returns. Carlo is trying to determine which of the three investments is best, and he is focusing his decision making process on the concepts of risk and return. 

[Note: This assignment is four pages long. You can either use this document for your submission or you can create your own Excel spreadsheet. Since there are many calculations on this assignment, it is recommended that you use Excel to organize your calculations.]

Investment A is an equity (stock) investment in an American company. Returns on this Investment for the past 6 years are detailed in the table below, and Carlo expects the returns of the next 6 years to be the same as the last 6 years. 
 
	Year
	Return

	1
	+80%

	2
	-50%

	3
	+70%

	4
	-50%

	5
	+40%

	6
	-5%



1. With respect to Investment A, if the annual returns are each considered to be equally likely to occur, calculate the standard deviation of the returns.  ____________

1. What is the expected average annual rate of return on Investment A? __________

1. An investor who invested $10,000 in Investment A at the beginning of year 1 would have how much in the investment at the end of year 6?  _____________

1. Taking only the beginning and ending balances of the investment into account in order to smooth the returns and to avoid the problem of multiple rates of return that can occur when returns are both positive and negative, what is the compound annual growth rate of Investment A over the 6-year period?  ____________

1. What is the relevant annual rate of return per unit of risk (expressed as one number) for Investment A over the 6-year period?  _____________

Investment B is represented by the cash value of a whole life insurance policy. Returns on this Investment for the past 6 years are detailed in the table below, and Carlo expects the returns of the next 6 years to be the same as the last 6 years. 

	Year
	Return

	1
	+4.9%

	2
	+5.0%

	3
	+4.6%

	4
	+5.1%

	5
	+4.9%

	6
	+4.8%




1. With respect to Investment B, if the annual returns are each considered to be equally likely to occur, calculate the standard deviation of the returns.  ____________

1. What is the expected average annual rate of return on Investment B?  ___________

1. An investor who invested $10,000 in Investment B at the beginning of year 1 would have how much in the investment at the end of year 6?  ______________

1. Taking only the beginning and ending balances of the investment into account in order to smooth the returns and to avoid the problem of multiple rates of return that can occur when returns are both positive and negative, what is the compound annual growth rate of Investment B over the 6-year period?  ___________

1. What is the relevant annual rate of return per unit of risk (expressed as one number) for Investment B over the 6-year period?  ____________












Investment C is an equity (stock) investment in a British company. Returns on this Investment for the past 6 years are detailed in the table below, and Carlo expects the returns of the next 6 years to be the same as the last 6 years.  

	Year
	Return

	1
	+70%

	2
	-45%

	3
	+80%

	4
	-42%

	5
	+50%

	6
	-8%




1. With respect to Investment C, if the annual returns are each considered to be equally likely to occur, calculate the standard deviation of the returns.  ____________

1. What is the expected average annual rate of return on Investment C?  ___________

1. An investor who invested $10,000 in Investment C at the beginning of year 1 would have how much in the investment at the end of year 6?  _____________

1. Taking only the beginning and ending balances of the investment into account in order to smooth the returns and to avoid the problem of multiple rates of return that can occur when returns are both positive and negative, what is the compound annual growth rate of Investment C over the 6-year period?  _____________

1. What is the relevant annual rate of return per unit of risk (expressed as one number) for Investment C over the 6-year period?  ____________


(I did #8)
#9) Create an Excel spreadsheet to organize your answers to the following problem, and submit your Excel file as an attachment by clicking on the appropriate button on this page. 
 
Finknautle, Inc. currently has the following sources of financing for its balance sheet. After analyzing each source of financing, answer the question associated with each. (Please carry all answers out to two decimal places.)   
 
1. An issue of $1,000 face value, 6% coupon bonds that mature in 22 years.
What is the value of one such bond if investors require a rate of return of 6%? ___________
 
2. An issue of $1,000 face value, 3% coupon bonds that mature in 25 years. 
Calculate the price of these bonds 15 years from now if market rates at that time are at 6%. ____________
 
3. An issue of $1,000 face value, zero coupon bonds which mature in 25 years. 
What is the value of one such bond if investors require a rate of return of 4.5%? ____________
 
4. An issue of $1,000 face value, 7% coupon bonds which mature in 19 years. 
Calculate the bond's yield-to-maturity if its current market price is $1,260. ___________
 
5. An issue of 6% preferred stock with a par value of $50. 
Calculate the price of one share of such stock when investors require a rate of return of 8%. ___________
 
6. An issue of $5 preferred stock with a par value of $30.  
Calculate the required rate of return on such stock if its market price is $57. __________
 
7. An issue of common stock that paid a dividend yesterday of $2.40. 
Calculate the value of one share of this stock to an investor who requires a 10% rate of return and who forecasts that the company's dividends will grow at a constant annual rate of 4%. ___________
 
8. An issue of common stock that paid a dividend yesterday of $3.70, and is currently priced at $50 per share. 
Calculate this stock's current dividend yield for the coming year if investors anticipate the company's dividends to grow for the foreseeable future at a rate of 5%. _____________
 
9. An issue of common stock that paid a dividend yesterday of $2.15, and is currently priced at $70 per share. 
       Calculate this stock's capital gains yield if investors anticipate the company's dividends to grow for the foreseeable future at a rate of 4%. _____________
 
10. An issue of common stock that paid a dividend yesterday of $4.71, and is currently priced at $62 per share. 
Calculate this stock's total rate of return if investors anticipate the company's dividend to grow for the foreseeable future at a rate of 5%. _____________

#10) Create an Excel spreadsheet to organize your answers to the following problem, and submit your Excel file as an attachment by clicking on the appropriate button on this page. 
A firm that is in the 35% tax bracket forecasts that it can retain $4 million of new earnings plans to raise new capital in the following proportions:
	60% from 30-year bonds with a flotation cost of 4% of face value. Their current bonds are selling at a price of 91 (91% of face value), have 4 years remaining, have an annual coupon of 7%, and their investment bank thinks that new bonds will have a 40 basis point (0.40%) higher yield-to-maturity than their current 4-year bonds due to their longer term. Any new bonds will be sold at par. 

	10% from preferred stock with a flotation cost of 5% of face value. The firm currently has an outstanding issue of $30 face value fixed-rate preferred stock with an annual dividend of $2 per share, and the stock is currently selling at $27 per share. Any newly issued preferred stock will continue with the $30 par-value, and will continue with the $2 dividend. 

	30% from equity. Their common dividend payout ratio is 60%, they paid a dividend of $1.59 per share yesterday, the dividend is expected to grow to $4.22 in 20 years, and is expected to continue this growth rate into the foreseeable future. The common stock has a current market price of $19, and their investment banker suggests a flotation cost of 7% of market value on new common equity.



Part 1: Calculate the after-tax cost of the new bond financing.  ___________
 
Part 2:  Calculate the after-tax cost of the new preferred stock financing. ______
 
Part 3: Calculate the after-tax cost of retained earnings financing. _______
 
Part 4:  Calculate the after-tax cost of the new common equity financing. ______
 
Part 5:  Calculate the company's WACC using retained earnings as the source of equity. __________
 
Part 6:  Calculate the break point in the cost of capital schedule due to running out of retained earnings. __________
 
Part 7:  Calculate the company's WACC after it substitutes the new common stock issue for retained earnings after it runs out of retained earnings. _________
 
Part  8:  If the bonds had an after tax cost of 5.2% rather than the number you calculated in part #1 above, what would be the WACC using retained earnings as the source of equity?
 
Part 9:  If you have done the calculations above correctly, the after-tax cost of debt for this company is lower than the cost of equity when using retained earnings as the equity source. Explain why raising capital by borrowing is less costly than using your own funds on which you do not have to pay any interest at all. 
 
Part 10:  Briefly explain the conceptual difference between the after-tax cost of retained earnings and the after-tax cost of new common stock. 


#11) Create an Excel spreadsheet to organize your answers to the following problem, and submit your Excel file as an attachment by clicking on the appropriate button on this page. 
 
A company is evaluating the purchase of a machine to improve product quality and output levels. The new machine would cost $1.6 million and would be depreciated for tax purposes using the straight-line method over an estimated six-year life to its expected salvage value of $100,000. The new machine would require an addition of $70,000 to working capital at the beginning of the project, which will of course be returned to the firm at the end of the project. In each year of the machine's life, the machine would increase the company's pre-tax cash receipts by $400,000 from their current level. During each of the six years, cash operating costs would increase by $15,000 from their current level.  In addition, at the end of the 4th year, a major repair of the machine costing $40,000 (pre-tax) would be required. The company has a 8% overall cost of capital and is in the 35% marginal tax bracket.
 
Part 1: Prepare a Cash Flow Spreadsheet that identifies the incremental cash flows for each year of the machine's life. 
 
Part 2: Calculate the investment's net present value (NPV).
 
Part 3: Calculate the investment's internal rate of return (IRR).
 
Part 4: Should the company purchase the machine? Why or why not?

#12) Create an Excel spreadsheet to organize your answers to the following problem, and submit your Excel file as an attachment by clicking on the appropriate button on this page. 
 
A company with annual sales of $22,000,000 is considering changing its payment terms from net 40 to net 30 to encourage customers to pay more promptly. The company forecasts that customers would respond by paying on day 32 rather than day 44 as at present (assume a 360 day year) but would decrease their purchases by $400,000 per year. The company also forecasts that its idle cash balance would decrease by $80,000 and administrative costs would be reduced by $30,000 per year. The company's variable costs average 62% of sales, it is in the 35% marginal tax bracket, and it has an 8% cost of capital. 
Part A: Calculate the incremental cash flows from accepting this proposal, and organize your cash flows into a cash flow spreadsheet. 
Part B: Calculate the proposal's NPV, IRR, and NAB.
Part C: Should the company shorten its payment terms? 

#13) Create an Excel spreadsheet to organize your answers to the following problem, and submit your Excel file as an attachment by clicking on the appropriate button on this page. 
 
A company with EBIT of $6,000,000 is considering two financing alternatives. The first alternative would have $25 million of bonds at 8% interest and 1,000,000 common shares outstanding, whereas the second would have $47.5 million of bonds at 8% interest and only 750,000 shares outstanding. The company is in the 35% tax bracket. 
 
Part 1: Construct the bottom half of the income statement (including EPS) for each financing alternative when EBIT is at $6,000,000.
 
Part 2: Construct the bottom half of the income statement (including EPS) for each alternative if EBIT increases by 20%.
 
Part 3: Construct the bottom half of the income statement (including EPS) for each alternative if EBIT decreases by 20%.
 
Part 4: What is the EBIT/EPS indifference point for this firm? 
 
Part 5: Comment on the results of your calculations above. What principle does this exercise demonstrate?

#14) Create an Excel spreadsheet to organize your answers to the following problem, and submit your Excel file as an attachment by clicking on the appropriate button on this page. 
A company is considering the following two dividend policies for the next five years. 
	Year
	Policy #1
	Policy #2

	1
	$4.00
	$6.00

	2
	$4.00
	$2.70

	3
	$4.00
	$5.00

	4
	$4.00
	$3.10

	5
	$4.00
	$3.20


Part 1: How much total dividends per share will the stockholders receive over the five year period under each policy? 
 
Part 2: If investors see no difference in risk between the two policies, and therefore apply a 9.4% discount rate to both, what is the present value of each dividend stream? 
 
Part 3: Suppose investors see Policy #2 as the riskier of the two. And they therefore apply a 9.4% discount rate to Policy #1 but a 14% discount rate to Policy #2. Under this scenario, what is the present value of each dividend stream? 
 
Part 4: What conclusions can be drawn from this exercise? 
#15) Create an Excel spreadsheet to organize your answers to the following problem, and submit your Excel file as an attachment by clicking on the appropriate button on this page. 
 
A company with 340,000 common shares outstanding had the following most recent income statement:
	Sales
	$20,000,000

	- Cost of goods sold
	  -12,000,000

	Gross profit
	    8,000,000

	- Operating expenses   
	    6,000,000

	EBITDA   
	    2,000,000

	- Depreciation  
	       400,000

	EBIT
	    1,600,000

	- Interest expense
	       100,000

	- Taxes
	       525,000

	Net Income
	       975,000


 
In addition, the company had cash flow from operations of $1,200,000. If you were a financial analyst using the following five multipliers in your analysis, what value would you put on each share of common stock of the company in each of these five cases? 
1. Earnings multiplier = 22
2. Cash flow from operations multiplier = 18
3. EBIT multiplier = 16
4. EBITDA multiplier = 13
5. Sales multiplier = 1.2

1. Summarize your results from above in a table that shows the relevant details.   

[Note: The table below is where most of the grading for this assignment will be focused, so please do not overlook its importance.]

	
	A
	B
	C

	Standard Deviation
	
	
	

	Average Annual Rate of Return
	
	
	

	End of Year 6 Value
	
	
	

	Compound Annual Growth Rate (CAGR)
	
	
	

	Relevant Annual Return per Unit of Risk
	
	
	




1. Thus far in this assignment, if done properly, you have calculated two different types of annual returns for the three investments. Which of the two types of returns is the most relevant in terms of guiding Carlo in his selection process relative to choosing the best alternative among the three investments? _______________________________________

1. If the rate of return per unit of risk is considered to be the appropriate measurement of the goodness of an investment, then which of the three investments is the best choice for a rational investor? _________________

