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Debt Capital Exercises

1) A company with $200,000 of EBIT and $500,000 of debt at an interest rate of 9% with a DSCR covenant limit of 3.0x can borrow how much money at 14% interest without violating the debt covenant?

2) A company with a debt-to-equity ratio of 0.40 currently has $1,000,000 of debt.  Given a D/E covenant limit of 0.5, how much more debt can the company borrow?

3) A company with a current ratio of 1.4 has total current liabilities of $500,000.  If $300,000 of their long-term debt becomes current (i.e., it becomes a part of current liabilities), what is the company’s new current asset ratio?

4) What is the conversion price of a $4,000,000 corporate bond convertible in to 150,000 shares?  Would you convert if the market stock price were $10?  Would you convert if the market stock price were $100?
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