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1) A company makes the following three year investment:

[image: ]

a. Calculate the present value of the following cash flows.




b. Does the investment achieve the required return?




2) A company has the following income statements:
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a. Assess the company’s management of working capital.

Receivables




Inventory






Payables







b. Is the company’s cash position improving or worsening based on your analysis?







c. Advise management regarding working capital management strategies.



3) A company has the following short term financing terms:
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a. Calculate the annual cost of trade credit with the vendor.











b. The company wants to pay the balance on the last day of the net period.  How much will the company save in financing costs by borrowing from the bank to pay the balance due on the last day of the discount period, then paying the loan off on the last day of the net period?



4) A company enters into a receivables factoring agreement under the following terms:
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a. How much cash will the company receive upon factoring?










b. Assuming no customer returns, how much cash will the company receive at the end of the receivables period?










c. What expense will the company record on the income statement for this transaction?
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Vendor terms

Discount: 3%

Discount period (days): 10             

Net period (days): 30             

Current balance: 25,000 $  

Bank terms

Line of credit interest rate 4.50%
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Receivables balance: 240,000 $       

Factoring fee: 2.50%

Holdback rate: 20%
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Discount rate: 9.50%

0 1 2 3

Investment (68,386) $        

Payouts 3,000 $        2,000 $        4,000 $          

Sale proceeds 80,000 $       

Year
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2016 2015

Balance sheet

Accounts receivable 6,200 $           4,500 $          

Inventory 3,200 $           2,200 $          

Accounts payable 2,800 $           3,900 $          

Income statement

Sales 84,000 $        78,000 $       

Cost of sales 42,000 $        39,000 $       

Additional information

Credit sales as % of total sales 60% 60%


