B512 SOLUTIONS TO CHAPTER 4 PROBLEMS
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a.
AFN
= (A*/S)((S) – (L*/S)((S) – MS1(1 – d)
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($420)(0.6) = $13.44 million.

b.            
      Upton Computers

Pro Forma Balance Sheet

                            December 31, 2002

(Millions of Dollars)
ADVANCE \d5

                                               Forecast                                                             Pro Forma



                                                Basis % 
                                                                 after

                               2001      2002 Sales   Additions    Pro Forma   Financing   Financing
Cash                      $  3.5          0.01                                $  4.20                          $  4.20

Receivables             26.0          0.743                                31.20                            31.20

Inventories               58.0          0.166                                69.60                            69.60
   Total current                                                    

    assets               $ 87.5                                               $105.00                        $105.00

Net fixed assets       35.0          0.1                                    42.00                            42.00
Total assets         $122.5                                               $147.00                        $147.00
Accounts payable  $  9.0          0.0257                           $ 10.80                          $ 10.80

Notes payable          18.0                                                  18.00   +13.44               31.44

Accruals                     8.5          0.0243                             10.20                             10.20
   Total current                                                     

    liabilities            $ 35.5                                               $ 39.00                          $ 52.44

Mortgage loan            6.0                                                    6.00                               6.00

Common stock         15.0                                                  15.00                             15.00

Retained earnings    66.0        7.56ADVANCE \u1*ADVANCE \d1                                  73.56                             73.56
   Total liab.                                                       

    and equity         $122.5                                              $133.56                          $147.00
          AFN =                                                                    $ 13.44
*PM = $10.5/$350 = 3%.

Payout = $4.2/$10.5 = 40%.

NI = $350 ( 1.2 ( 0.03 = $12.6.

Addition to RE = NI - DIV = $12.6 - 0.4($12.6) = 0.6($12.6) = $7.56.

c.
Current ratio = $105/$52.44 = 2.00(.

The current ratio is low compared to 2.5( in 2001 and the industry average of 3(.

Debt/Total assets = $58.44/$147 = 39.8%.

The debt-to-total assets ratio is too high compared to 33.9 percent in 1998 and a 30 percent industry average.
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The rate of return on equity is good compared to 13 percent in 2001 and a 12 percent industry average.

d.
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  - (0.03)(0.6)($364 + $378 + $392 + $406 + $420)





= $24.5 - $3.5 - $35.28 = -$14.28 million surplus funds.

 (2)
                                                           Upton Computers


Pro Forma Balance Sheet


December 31, 2003


(Millions of Dollars)



                                                          Forecast                                                             Pro Forma



                                                           Basis %                                                                   after

                                           2001     2002 Sales   Additions   Pro Forma   Financing   Financing
Total curr. assets           $ 87.50           0.25                            $105.00                          $105.00

Net fixed assets                35.00           0.1                                  42.00                              42.00
   Total assets               $122.50                                              $147.00                          $147.00
Accounts payable           $  9.00           0.257                            $ 10.80                          $ 10.80

Notes payable                  18.00                                                   18.00    -14.28                 3.72

Accruals                             8.50            0.0243                            10.20                             10.20
   Total current                                        

    liabilities                     $ 35.50                                               $ 39.00                           $ 24.72

Mortgage loans                   6.00                                                    6.00                                6.00

Common stock                  15.00                                                  15.00                              15.00

Retained earnings             66.00                                $35.28ADVANCE \u1*ADVANCE \d1   101.28                            101.28
   Total liab.                                            

    and equity                  $122.50                                             $161.28                          $147.00


          AFN =                                                                             $-14.28
*PM = 3%; Payout = 40%.

NI = 0.03 ( ($364 + $378 + $392 + $406 + $420) = $58.8.

Addition to RE = NI - DIV = $58.8 - $58.8(0.4) = $35.28.

e. Upton probably could carry out either the slow growth or fast growth plan, but under the fast growth plan (20 percent per year), the risk ratios would deteriorate, indicating that the company might have trouble with its bankers and would be increasing the odds of bankruptcy.
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a. & b.

                                                   Garlington Technologies Inc.

Pro Forma Income Statement

December 31, 2002

                                                           Forecast         1st Pass          AFN         2nd Pass

                                   2001                   Basis           Additions         2002          Effects           2002  

Sales                     $3,600,000     1.10  ( Sales01                          $3,960,000                   $3,960,000

Operating costs       3,279,720     0.911 ( Sales02                           3,607,692                     3,607,692
EBIT                       $  320,280                                                        $  352,308                    $  352,308

Interest                         20,280                                                              20,280  +8,371ADVANCE \u1**           28,651
EBT                        $  300,000                                                        $  332,028                     $  323,657

Taxes (40%)               120,000                                                            132,811                        129,463
Net income             $  180,000                                                        $  199,217                    $  194,194
Dividends: $1.08

 ( 100,000 =      $  108,000                          $  112,000* +3,005*** $  115,005

Addition to RE:   $   72,000                          $   87,217            $   79,189

*Preliminary 2002 Dividends = $1.12 ( 100,000 = $112,000.

** in Interest = $64,392 ( 0.13 = $8,371.

*** in 2002 Dividends = $64,391/$24 ( 1.12 = $3,005.

 in Addition to RE = $79,189 - $87,217 = -$8,028.


Garlington Technologies Inc.

Pro Forma Balance Statement

December 31, 2002
                                                         Forecast

                                                          Basis %       1st Pass         AFN      2nd Pass

                                      2001         2002 Sales    Additions         2002        Effects         2002


Cash                       $  180,000           0.05                             $  198,000                      $  198,000

Receivables                360,000           0.1                                   396,000                          396,000

Inventories                  720,000           0.2                                   792,000                          792,000
   Total current 

    assets                $1,260,000                                               $1,386,000                    $1,386,000

Fixed assets            1,440,000            0.4                                1,584,000                      1,584,000
   Total assets        $2,700,000                                               $2,970,000                    $2,970,000
Accounts payable   $  360,000           0.1                                $  396,000                     $  396,000

Notes payable             156,000                                                   156,000  +64,392          220,392

Accruals                      180,000          0.05                                  198,000                         198,000
   Total current

    liabilities              $  696,000                                                $  750,000                     $  814,392

Common stock         1,800,000                                                 1,800,000  +64,391       1,864,391

Retained earnings       204,000                                  87,217*      291,217  -8,028**         283,189
   Total liab.   

    and equity          $2,700,000                                                $2,841,217                   $2,961,972
          AFN =                                                                              $  128,783                      $    8,028
Cumulative AFN =                                                                     $  128,783                    $  136,811
*See 1st pass income statement.

**See 2nd pass income statement.

c.
AFN = $2,700,000/$3,600,000(Sales)

      - ($360,000 + $180,000)/$3,600,000(Sales) 

      - (0.05)($3,600,000 + Sales)0.4

    = 0.75(Sales) - 0.15(Sales) - 0.02(Sales) - $72,000

    = 0.6(Sales) - 0.02(Sales) - $72,000

$72,000 = 0.58(Sales); Sales = $124,138.

Growth rate in sales = 
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Cash                         $  100.00  (   2     = $  200.00

Accounts receivable     200.00  (   2     =     400.00

Inventories                    200.00  (   2     =     400.00

Net fixed assets            500.00  +   0.0  =     500.00
Total assets             $1,000.00                $1,500.00
Accounts payable     $   50.00    (     2     = $   100.00

Notes payable              150.00                         150.00 + 360.00 = 510.00

Accruals                         50.00    (     2     =     100.00

Long-term debt            400.00                         400.00

Common stock            100.00                          100.00

Retained earnings       250.00   +     40    =      290.00
Total liabilities

 and equity              $1,000.00                     $1,140.00
    AFN                                                           $  360.00
Capacity sales = Sales/0.5 = $1,000/0.5 = $2,000.

Target FA/S ratio = $500/$2,000 = 0.25.

Target FA = 0.25($2,000) = $500 = Required FA.  Since the firm currently has $500 of fixed assets, no new fixed assets will be required.

Addition to RE = M(S1)(1 - Payout ratio) = 0.05($2,000)(0.4) = $40.
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