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Part A: Quantitative Problems
1. Suppose QuickCharge Corporation manufactures phone chargers. They sell their chargers for $20. Their fixed operating costs are $100,000 and their variable operating costs are $10 per charger. Currently they are selling 30,000 chargers per year.
A. EBIT =Total Sales - Variable cost - Fixed cost
EBIT = (20 x 30,000) – (10 x 30,000) - 100000 = $200000
A. Breakeven point is given by = Fixed cost / (Price - Variable cost)
Breakeven point = 100000 / (20 - 10) = $10000
B. EBIT = (20 x 45,000) – (10 x 45,000) - 100000 = $350000
Percentage change = (350000 - 200000) / 200000 = 75%
EBIT = (20 x 15,000) – (10 x 15,000) - 100000 = $50000
Percentage change = (50000 - 200000) / 200000 = -75%

C. DOL = Percentage change in EBIT / percentage change in sales
DOL = 75% / 50% = 1.5
DOL = (Total Sales - Variable cost) / (Sales- Variable cost - Fixed cost)
   = (30000 x 20 – 30000 x 10) / (30000 x 20 – 30000 x 10 - 100000) = 1.5
2. The StayDry Umbrella Corporation will have an EBIT of $100,000 if there is a normal amount of rain this year. But if there is a drought, they will have an EBIT of only $50,000. The interest rate on debt is 10%, and the tax rate is 35%. The company does not pay any preferred dividends.
A. 
	
	Normal Rain 
	Drought

	EBIT
	 1000,00
	     500,000

	Less: Interest Expense 
	  0
	  0

	EBT    
	  1000,000
	    500,00

	 Less: Tax 
	  35,000
	   175,000

	Net Income
	  65,000
	  325,000

	 Outstanding shares 
	  50,000
	 50,000

	EPS 
	 1.30
	 0.65

	Degree of financial leverage = EBIT/EBT
	
	

	Degree of financial leverage
	1.00
	1.00
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B. 
	
	Normal Rain 
	Drought

	EBIT
	 1000,00
	     500,000

	Less: Interest Expense 
	  300,000
	   300,000

	EBT    
	-200,000
	    -250,000

	 Less: Tax 
	-70000
	    -87500

	Net Income
	 -130,000
	   -162,500

	 Outstanding shares 
	  25000
	   25000

	EPS 
	  -5.2
	 -6.5

	Degree of financial leverage = EBIT/EBT
	
	

	Degree of financial leverage
	-0.5
	-0.2



C. The main benefits for having debt for a company is that they will be able to purchase buildings, inventory, equipment, and other capital assets that will make the company expand their business profitability than the total amount of cost. However at the same time, you get to maintain ownership in any business, which gives you more profit than equity financing if your business become successful. 
One of the main disadvantages of having this debt is that if they take on debt, they will have problem in future ability to repay the loan since it will be pain with interest. They can lose their business if they use the fund in a wrong ways like using it for personal assets, and finally damage their business credit history. Debt payment requires regular with interest repayments, which can hurt a company’s cash flow, profit and its ability to expand. In conclusion, getting a bank loan is hard for startups, because the banks generally want to see a good credit history, stable business financials and collateral to back the loan from the bank. 

Part B: Conceptual Questions
1. For each of the following scenarios, explain whether the situation describes financial risk or business risk. Explain your answers to each scenario using at least one of the references from the background readings:
A. .This type of risk is called business risk. Due to FDA concern, the overall business will be affected if new cancer treatment drug is not allowed by FDA. 
B. This is known as financial risk of the company, because company has a large amount of excess debt per year in its capital structure and because of that almost all its earnings which is $97 are paid as interest on debt. 
C. This type of risk is known as a business risk, because basketball franchise earnings decline from $50 million when it win to $10 million when it lose. Due to this the winning and losing game will directly affect overall earning of the business. 
NO 2
Explain what capital structure theory (or theories) best describes the following situations. Make sure to cite at least one of the required textbook chapters for each answer, and to cite at least two references for this section:
A. For any company no CEO likes to see the company's stock price fall, however there's no direct or immediate hit on the company itself. But after that immediate sale, the shares then trade hands between investors and anybody outside the company, such as mutual funds, individuals and pension plans. When the stock price of the company falls, these investors will incur loose, not the company. If the stock price of the company falls, that means the company must sell more shares of stock to increase the same amount of proceeds. That means when a stock price is lowered, doing stock-based deals become more expensive.
B. When the company's debt ratio is increased it will lead to increase in the marginal costs of both debt and equity financing of the company. In addition this action may decline the company's WACC.
C. In both private and public companies finance is the keeper of corporate funds in all companies, so when the company is in doubt, proper investigations must be carried out regardless of level/title of the individual. In case of multiple shareholders they should be aware about these expenses, if the company choose to solve the problem directly, they must talk with the directly CEO. In case they choose indirectly method, they can clearly indicate in the monthly summary to the shareholders that there are unresolved expenditures in the financial books. This will make people to start asking questions about the expenditure. This give you chance to question the CEO on others rather just upon your own shoulders. If the behavior are clearly go against the company travel rules or the IRS policy, the Controller is required to act in order to protect company assets and protect the company against violation of tax regulations. 

