Financial Management
Homework 1 (Due on 10 Oct)

Name: fTa] ‘fﬁ‘? Student No.: 2; 0073 288

Question 1. Synovec Company has a debt-equity ratio of 0.70, return on assets is 8.4
percent, and total equity is $840,000. What is the equity multiplier? Return on equity?

Net income?
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Question 2. What is the present value of $7,500 per year, at a discount rate of 7.1
percent, if the first payment is received 6 years from now and the last payment is

received 25 years from now?
Nusber of unnuH-J P&ﬁod; n=2-6+|=2zo.
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Question 3. Shelton Inc., has sales of $435,000, costs of $216,000, depreciation
expense of $40,000, interest expense of $21,000, and a tax rate of 35 percent. What is
the net income for the firm? Suppose the company paid out $30,000 in cash dividends.
What is the addition to retained earnings?

EGIT = suley - vosts- afarredm‘m expomnse = 35,000 —21)),000— Lo, 000
- 4-)'17,000
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net profits = P x (I-tox o) = (58,002 7 (1-035)= 4 (02,00
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= (02, [r0—Y0000 = § T2 70

Question 4. You have just purchased a new warehouse. To finance the purchase,
you’ve also arranged for a 30-year mortgage for 80 percent of the $5,200,000 purchase
price. The monthly payment on this loan will be $27,500. What is the annual percentage
rate (APR) on this loan? The effective annual rate (EAR)?
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Question 5. Comparing Investment Criteria. Consider the following cash flows of two
mutually exclusive projects for Tokyo Rubber Company. Assume the discount rate for

both projects is 8 percent.
bp &p

Year Dry Prepreg Solvent Prepreg
0 -$1,700,000 -$750,000
1 1,100,000 375,000
2 900,000 600,000
3 750,000 390,000

Based on the payback period, which project should be taken?
Based on the NPV, which project should be taken?
Based on the IRR, which project should be taken?
Based on the above analysis, which project should be taken?
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Question 6. A company is considering a new three-year expansion project that requires
an initial fixed asset investment of $1.65 million. The fixed asset will be depreciated
straight-line to zero over its three-year tax life, after which it will be worthless. The
project is estimated to generate $1.24 million in annual sales, with costs of $485,000.
The tax rate is 35 percent and the required return is 12 percent. What is the project’s
NPV?

deprevimtion expewe pe—yest = (660,000 3 = $ 550,000,

EBT =1,2¢0,090 —4§5, 090 —£59,012- $ 20§ 000,
net profits= 205,00 x (1-0.35)=¢ 33,289,
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