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Financial questions
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Question one
Given:
Discount 1.5% = $ 50, 000, 000 × 0.015 × 60/365
= $ 123, 288
Dealer charge = 0.10% = 50, 000, 000 × 0.001 × 60/365
= $ 8, 219
Back up line credit costs = 50, 000, 000 × 0.0025 × 60/365
= $ 20, 548
Effective annual costs = (123, 288 + 8, 219 + 20, 548) × 1/ (50, 000, 000 – 123, 288)
(152, 055/49, 876, 712) =0.00305 × 365/60
0.019
Effective annual costs for issuing the commercial paper therefore stands at 1.9 %

Question two
Given:
Average ledger balance = $1,500,000
Deposit Float = $150,000 
Reserve Requirement = 10% 
Earnings Credit Rate = 1.5% 
Services charges for the month = $1,425 
Days in the month = 30
AC × (1 – RR) × (ECR × D/365)
1, 500, 000 × (.90) × (.015 × .082)
1, 500, 000 × (.90) × (0.00123)
1, 500, 000 × (0.001107)
Earnings credit for the month = $ 1660.5 
The resulting value for the earnings credit for the month is observably higher than the service charges for the month and can effectively carter for the charges incurred. However, one of the reasons against using the ECR to clear the service charges is that the company is likely to have a negative net effective for the month. 



Question three
Break-even is the point at which the company will have no profit/loss. At this point, the revenue cost and the opportunity cost are paid and capital received.
[bookmark: _Hlk80210111]Calculating the breakeven point = Wire cost – ACH cost (Day sooner × annual opportunity costs/ total number of days in a year)
(10 – .5) × (3 × 4.0% / 365)
9.5 × 0.033 = 0.3123
Hence, the break-even point = $ 31, 233
Question five
Duration = Sum of (Present value of a Future cash flows * Year of receipt) / PV of Cashflows
	Year 
	PVF @ 4%
	Cash flow 
	Present value of cashflow
	Present value of cashflows × year of receipt

	A
	B=1.04^(-A)
	C
	B ×C
	C ×A

	1
	0.9615
	50($1000 × 5%)
	48.08
	48.08

	2
	0.9246
	50
	46.23
	92.46

	3
	0.8890
	1050
($50+$1000)
	933.45
	2800.34

	
	
	Sum
	1027.75
	2940.88



Price of Bond = Present Vale of Cashflows discounted at YTM
Price of bond = $ 1027.75
Duration = present value of a future cash flow × year of receipt/current market value of the bonds
= $ 2, 940.88/ 1027.75
Duration = 2.86 years 
If the YTM changes to 5%, then the price of the bond is $ 1000
	Year 
	PVF @5%
	Cash flow
	Present value of cash flow 
	PV of Cash flows × year of receipt

	A
	B
	C
	B × C
	C × A

	1
	0.9524
	50
	47.62
	47.62

	2
	0.9070
	50
	45.35
	90.7

	3
	0.8638
	1050
	907.03
	2721.09

	
	
	Total 
	1000
	2859.41



Duration will therefore equal to $ 2, 859.41/ 1000 dollars 
= 2.86 years. 
Question 6
Accounts receivable financing allows small businesses to receive funding for their business and other expenses while waiting for their invoices to get paid. In simple terms, this line of credit turns your account receivables – including outstanding invoices or money owed – into immediate cash for the business. A/R financing is essential in closing the gap between the buyers and suppliers who want immediate payment. In this sense, A/R helps in unlocking working capital that would otherwise be stuck in unpaid invoices. In the cash conversion cycle, A/R can help business organizations to receive up to 100% of the invoice value once the goods are shipped. accounts receivable is considered highly liquid assets which translate to theoretical value for lenders and financiers.
