BUSINESS FINANCE
FIN2304

TEST 2 - VERSION A

MARCH 2011

TIME: 1:20 hours

WEIGHT 30%

INSTRUCTOR:

Stephanie Christink, Scott McBride, Ildebrando A. de A. Lucas

STUDENT'S NAME:

SECTION #:

STUDENT (ID #):

INSTRUCTIONS:

PART A:

PART B:

MULTIPLE CHOICE QUESTIONS (WEIGHT 30%)

1)
2)
3)

CHOOSE THE MOST APPROPRIATE ANSWER.
PLACE YOUR ANSWER ON THE COMPUTER SHEET
THERE ARE TWENTY (20) QUESTIONS

QUESTIONS AND PROBLEMS (WEIGHT 70%)

1
2)
3)
4)

DO ALL QUESTIONS ON THE TEST PAPER.

SHOW ALL FORMULAS AND/OR CALCULATOR ENTRIES
ROUND ALL ANSWERS TO FOUR (4) DECIMAL PLACES
THERE ARE FIVE (5) QUESTIONS

Out of 25:

TOTAL 100%



Question 1 (5 Marks)

The following information is for LAST Company;
Net Income (Profit) = $80,000

Sales are $800,000

The pay-out ratio is 40%

The Capital Structure is 0.45D + 0.55E = 1

The CIR ratio is 4.5

a) Calculate the Retained Earnings (Dollar amount). (1 Mark)

b) Calculate the ROA.

d) Calculate the Internal Growth Rate. (1 Mark)




Question 2 (7 Marks)

Sara is planning to purchase a house for $500,000. She will apply a $100,000 down payment on the
house. The bank is quoting an annual mortgage loan rate of 4.95% with an amortization period of 25
years. This is a Canadian mortgage loan.

a) Calculate the monthly payment on this mortgage. (3 Marks)

¢

c) Calculate the principal repaid during year 3 only. (1 Mark)

d) Set-up a loan amortization schedule for these 2 Periods. (2 Marks

Beginning Total Interest Principal Ending
Period Balance Monthly Paid Paid Balance
Payment
22
23

Question 3 (8Marks)

ASSUME;

Next year’s sales are projected to increase by 10% “Percentage of sales’ approach” — All costs are
proportional to sales in the pro forma Statement. Financial statements provided below

Sales are at full capacity and the Pav-Out Ratio is 35%.

Management would like to know how much they need to borrow externally if any.

Make sure to clearly indicate the amounts on the tables provided below - Realistic approach where
management decides where to apply ALL external borrowing on All debt and owner’s equity.
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INCOME STATEMENT & PRO FORMA INCOME STATEMENT ($)

ACCOUNTS BASE YEAR (2009) PRO FORMA (2010)
SALES $5,000
| ADMINISTRATIVE COSTS 2,500
DEPRECIATION 500
EBIT
TAX (30%)
NET INCOME
DIVIDENDS - 458

RETAINED EARNINGS .4/

g oae

BALANCE SHEET & PRO FORMA BALANCE SHEET ()

BASE YEAR | PRO FORMA BASE YEAR | PRO FORMA
ACCOUNTS 2009 2010 ACCOUNTS 2009 2010
CASH 500 S5 AP 1,500
A/R 2,000 N/P 1,500
TOTAL
INVENTORY 3,000 CURRENT 3,000
LIABILITIES
TOTAL
CURRENT 5,500
ASSETS
LONG TERM
DEBT 4,000
PLANT &
EQUIPMENT 12,000
GOODWILL 500 OWNER’S
EQUITY
COMMON
STOCK 6,000
RETAINED
EARNINGS 5,000
TOTAL
TOTAL LIABILITES
ASSETS 18,000 & OWNER’S 18,000
EQUITY
EFN
PRO FORMA Pro Forma
TOTAL Total
ASSETS Liabilities &
Owner equity
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a) Complete the above Income Statement and the Pro Forma Income Statement. (2 Marks)
Lo

b) Complete the above Balance Sheet and Pro Forma Balance Sheet. (3 Marks)

%i{ 7

[

c) Calculate the CIR. (1 Mark)

%
Sk
oy
e
%

d) Using the information from the above tables, and if the Company expects to maintain the same
D/E ratio for next year and cannot issue equity, calculate the EFN using the Finance approach not
using Financial Statements. Show all calculations. (Sustainable growth EFN approach) (2 Marks)

Question 4 (3 Marks)
If the discount rate for the following cash flows has an annual rate of 5% compounded monthly, what is
the FUTURE VAILUE of these cash flows at the end of year 67 Show all calculations on following page

(3 Marks)

YEARS CASH FLOW

0 1,000

1 500

2 200

3 600

4 100

5|Page



o

it

Question 5 (2 Marks)

If you had two investments, (A), and (B) that you could invest for a period of 1 year;

You can either invest $5,000 in (A) that pays an annual rate of 2.5% compound continuously, or

You can invest $5,000 in (B) that pays an annual rate of 2.65% compounded monthly. Which investment
would you choose? Make sure to include, at least, 4 decimals and show all calculation. (2 Marks)

&
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BUSINESS FINANCE
FIN2304

TEST 2 - VERSION B

MARCH 2011

TIME: 1:20 hours

WEIGHT 30%

INSTRUCTOR:

Stephanie Christink, Scott McBride, Ildebrando A. de A. Lucas

STUDENT'S NAME:

SECTION #:

STUDENT (ID #):

INSTRUCTIONS:

PART A:

PART B:

MULTIPLE CHOICE QUESTIONS (WEIGHT 30%)
1) CHOOSE THE MOST APPROPRIATE ANSWER.

2) PLACE YOUR ANSWER ON THE COMPUTER SHEET
3) THERE ARE TWENTY (20) QUESTIONS

QUESTIONS AND PROBLEMS (WEIGHT 70%)
1) DO ALL QUESTIONS ON THE TEST PAPER.
2) SHOW ALL FORMULAS AND/OR CALCULATOR ENTRIES

3)  ROUND ALL ANSWERS TO FOUR (4) DECIMAL PLACES
4)  THERE ARE FIVE (5) QUESTIONS

Out of 25:

TOTAL 100%



Question 1 (2 Marks)

If you had two investments, (A), and (B) that you could invest for a period of 1 year;

You can either invest $3,000 in (A) that pays an annual rate of 2.45% compound continuously, or

You can invest $3,000 in (B) that pays an annual rate of 2.5% compounded monthly. Which investment
would you choose? Make sure to include, at least, 4 decimals and show all calculation. (2 Marks

AT

L —

Question 2 (5 Marks)

The following information is for YOUR Company;
Net Income (Profit) = $85,000

Sales are $800,000

The pay-out ratio is 40%

The Capital Structure is 0.45D + 0.55E =1

The CIR ratio is 5.0

a) Calculate the Retained Earnings (Dollar amount). (1 Mark)

b) Calculate the ROA. (1.5 Mark) m m

P o
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¢) Calculate the ROE. (1.5 Mark)
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d) Calculate the Internal Growth Rate. Q Mark)

P

P

Question 3 (7 Marks)
Deborah is planning to purchase a house for $400,000. She will apply a $50,000 down payment on the

house. The bank is quoting an annual mortgage loan rate of 5.25% with an amortization period of 25
years. This is a Canadian mortgage loan.

a) Calculate the monthly payment on this mortgage. (3 Marks)
=

d) Set-up a loan amortization schedule for these 2 Periods. (2 Marks
Beginning Total Interest Principal Ending

Period Balance Monthly Paid Paid Balance
Payment
o PE o e I e £ S P £ .MW
18 (47132264, 339,336 2117
19 m\:\\ N - %mw




Question 4 (3 Marks)

If the discount rate for the following cash flows has an annual rate of 4% compounded monthly, what is
the FUTURE VALUE of these cash flows at the end of year 6? Show all calculations on following page
(3 Marks)

YEARS CASH FLOW

0 500

1 500

2 200

3 | 600

4 0

5 1,000

Question 5 (8 Marks)

ASSUME;

Next year’s sales are projected to increase by 20% “Percentage of sales’ approach” — All costs are
proportional to sales in the pro forma Statement. Financial statements provided below |

Sales are at full capacity and the Payv-Out Ratio is 45%.

Management would like to know how much they need to borrow externally if any.

Make sure to clearly indicate the amounts on the tables provided below - Realistic approach where
management decides where to apply ALL external borrowing on All debt and owner’s equity.

@
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INCOME STATEMENT & PRO FORMA INCOME STATEMENT ($)

ACCOUNTS BASE YEAR (2009) PRO FORMA (2010)
| SALES $8,000 ;

ADMINISTRATIVE COSTS 5,500

DEPRECIATION 1,500

EBIT [660

TAX (30%)

NET INCOME

DIVIDENDS . 19

RETAINED EARNINGS . 55

ey

BALANCE SHEET & PRO FORMA BALANCE SHEET (§)

BASE YEAR | PRO FORMA BASE YEAR | PRO FORMA
ACCOUNTS 2009 2010 ACCOUNTS 2009 2010
CASH 1,500 A/P 2,500
A/R 3,000 N/P 1,500
TOTAL
INVENTORY 1,000 CURRENT 4,000
LIABILITIES
TOTAL
CURRENT 5,500 N
ASSETS g
LONG TERM
DEBT 2,500
PLANT &
EQUIPMENT 15,000
GOODWILL 1,500 OWNER’S
EQUITY
COMMON
STOCK 7,000
RETAINED
EARNINGS 8,500
TOTAL
TOTAL LIABILITES
ASSETS 22,000 & OWNER’S 22,000
EQUITY
EFN
PRO FORMA Pro Forma
TOTAL Total
ASSETS Liabilities &
Owner equity




a) Complete the above Income Statement and the Pro Forma Income Statement. (2 Marks)

L
b) Complete the above Balance Sheet and Pro Forma Balance Sheet. (3 Marks)

¢) Calculate the CIR. (1 Mark)

d) Using the information from the above tables, and if the Company expects to maintain the same
D/E ratio for next year and cannot issue equity, calculate the EFN using the Finance approach not
using Financial Statements. Show all calculations. (Sustainable growth EFN approach) (2 Marks)
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Answer Key
1. C
2. C
3. E
4. E
5. E
6. B
7. D
8. A
9. B
10. A
11. D
12. C
13. C
14. B
15. A
16. D
17. B
18. B
19. C

A

)
<
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BUSINESS FINANCE
FIN2304

TEST 2 - VERSION C

MARCH 2011

TIME: 1:20 hours

WEIGHT 30%

INSTRUCTOR:

Stephanie Christink, Scott McBride, Ildebrando A. de A. Lucas

| , ‘w / 4
STUDENT'S NAME: s A it/ J/ /
AW TN
SECTION #: / %% it
A
STUDENT (ID #): e &
\\\&&kﬁ%\&v\!
INSTRUCTIONS:
PART A: MULTIPLE CHOICE QUESTIONS (WEIGHT 30%)
1)  CHOOSE THE MOST APPROPRIATE ANSWER.
2)  PLACE YOUR ANSWER ON THE COMPUTER SHEET
3)  THERE ARE TWENTY (20) QUESTIONS
PART B: QUESTIONS AND PROBLEMS (WEIGHT 70%)

1) DO ALL QUESTIONS ON THE TEST PAPER.

2) SHOW ALL FORMULAS AND/OR CALCULATOR ENTRIES
3) ROUND ALL ANSWERS TO FOUR (4) DECIMAL wh>ﬁmm
4) THERE ARE FIVE (5) QUESTIONS

Out of 25:

TOTAL 100%



Question 1 (7 Marks)

Susana is planning to purchase a house for $350,000. She will apply a $50,000 down payment on the
house. The bank is quoting an annual mortgage loan rate of 5.65% with an amortization period of 25
years. This is a Canadian mortgage loan.

a) Calculate the monthly payment on this mortgage. (3 Marks)

]

put-

c) Calculate the principal repaid during year 3 only. (1 Mark)

g,

d) Set-up a loan amortization schedule for these 2 Periods. (2 Marks

Beginning Total Interest Principal Ending
Period Balance Monthly Paid Paid Balance
Payment
18
19
Question 2 (3 Marks)

If the discount rate for the following cash flows has an annual rate of 3.5% compounded monthly, what is
the FUTURE VALUE of these cash flows at the end of year 6?7 Show all calculations on following page
(3 Marks)

YEARS CASH FLOW

0 800

1 0

2 1,200

3 1,400

5 1,000

6 500
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Question 3 (2 Marks)

If you had two investments, (A), and (B) that you could invest for a period of 1 year;

You can either invest $3,000 in (A) that pays an annual rate of 2.45% compound continuously, or

You can invest $3,000 in (B) that pays an annual rate of 2.5% compounded monthly. Which investment
would you choose? Make sure to include, at least, 4 decimals and show all calculation. (2 Marks)

oS

Question 4 (8 Marks)

ASSUME;
Next year’s sales are projected to increase by 15% “Percentage of sales’ approach” — All costs are
proportional to sales in the pro forma Statement. Financial statements provided below

Sales are at full capacity and the Pay-Out Ratio is 55%.

Management would like to know how much they need to borrow externally if any.

Make sure to clearly indicate the amounts on the tables provided below - Realistic approach where
management decides where to apply ALL external borrowing on All debt and owner’s equity.
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INCOME STATEMENT & PRO FORMA INCOME STATEMENT (%)

ACCOUNTS

BASE YEAR (2009) PRO FORMA (2010)
SALES $16,000 |
| ADMINISTRATIVE COSTS 9,500

DEPRECIATION
EBIT
TAX (30%)
NET INCOME
DIVIDENDS
RETAINED EARNINGS
BALANCE SHEET & PRO FORMA BALANCE SHEET ($)
BASE YEAR | PRO FORMA BASE YEAR | PRO FORMA
ACCOUNTS 2009 2010 ACCOUNTS 2009 2010
CASH 1,500 w A/P 3,000
A/R 3,000 N/P 1,000 I b0
TOTAL ‘
INVENTORY 1,000 ry CURRENT 4,000
|1 90 | LIABILITIES
TOTAL
CURRENT 5,500
ASSETS
LONG TERM e
DEBT 4,500 H. 500
PLANT &
EQUIPMENT 8,000
GOODWILL 1,500 OWNER’S
EQUITY
COMMON
STOCK 4,000
RETAINED
EARNINGS 2,500
TOTAL
TOTAL LIABILITES
ASSETS 15,000 & OWNER’S 15,000 N A m mk &
EQUITY NN
EFN
PRO FORMA Pro Forma
TOTAL LA B Total YA
ASSETS m J%%@ Liabilities & % Fi50.
Owner equity
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a) Complete the above Income Statement and the Pro Forma Income Statement. (2 Marks)

,..m,%q%.i

b) Complete the above Balance Sheet and Pro Forma Balance Sheet. (3 Marks)
v

c¢) Calculate the CIR. (1 Mark) ~ % .

—
TS 3

d) Using the information from the above tables, and if the Company expects to maintain the same
D/E ratio for next year and cannot issue equity, calculate the EFN using the Finance approach not

i B BN
e %&m L

o Lo

Question S (5 Marks)

The following information is for US Company;
Net Income (Profit) = $55,000

Sales are $500,000

The pay-out ratio is 45%

The Capital Structure is 0.40D + 0.60E = 1
The CIR ratio is 4.0

a) Calculate the Retained Earnings (Dollar amount). (1 Mark)

ey
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b) Calculate the ROA. (1.5 Mark)

e

c) Calculate the ROE. (1.5 Mark)

d) Calculate the Internal Growth Rate. (1 Mark)
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Answer Key
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