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‘You are analyzing the leverage of two firms and you note the followmg (all values m millions of dollars):

Debt Book Equity Market Equity __Operating Tncome Interest Expense
Firm A 5030 3020 4020 1020 510
Firm B 810 36.0 410 82 73

2. What is the market debt-to-equity ratio of each firn?
The market debt-to-equity ratio of firm A is [ ]. (Round 10 nwo decimal places.)

The market debt-to-equity ratio of fim B is [_|. (Round to two decimal places)
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In January 2009, American Airlines (AMR) had a market capitalization of $1.7 billion, debt of $11.1 billion. and cash of $4.6 billion.
American Airlines had revenues of $23.8 billion. British Airways (BABWF) had a market capitalization of $2.2 bilion, debt of $4.7 billion,
cash of $2.6 billion, and revenues of $13.1 billon.

a. Compare the market capitalization-to-revenue ratio (also called the price-to-sales ratio) for American Airines and British Airways.

The market capitalization-to-revenue ratio for American Airlines is [ ] (Rownd to nwo decimal places,)
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Suppose your firm receives a $3.0 million order on the last day of the year. You fll the order with $2.1 million worth of inventory. The
customer picks up the entire order the same day and pays $1.2 million upfront in cash; you also issue 2 bil for the customer to pay the
remaining balance of $1.8 milion in 30 days. Suppose your firm's tax rate is 0.0% (ic., ignore taxes). Determine the consequences of
transaction for each of the following

a. Revenes
b. Earning

¢. Receivables
d. Tnventory

e. Cash

a. Revenes change by $[ | million. (Use a negative sign (~ ) for a decrease in value. Round to one decimal place,)
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Nokela Industries purchases 2 $36.0 million cyclo-converter. The cyclo-converter will be depreciated by 9.0 million per year over 4 years,
startng this year. Suppose Nokela's tax rate is 35%

2. What impact will the cost of the purchase have on earmings for each of the next 4 years?

The impact on earnings wil be $[_| million each year for 4 years. (Express a decline in earnings as a negative number. Round to one
decimal place,)
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You are a shareholder in a C corporation. The corporation earns $6 per share before taxes. Once it has paid taxes, it will distribute the rest of
its earnings to you as a dividend. The corporate tax rate is 38%, and the personal tax rate on (both dividend and non-dividend) income is 28%
How much is lef for you after al taxes are paid?
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You are a shareholder in an S corporation. The corporation earns $6 per share before taxes. Once it has paid any applicable taxes it will
distribute its carnings to you as 2 dividend. The corporate tax rate is 38%, and the personal tax rate on (both dividend 2nd non-dividend)
income is 28%. How much is lef for you after all taxes are paid?
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Are hostile takeovers necessarily bad for firms or their investors? Explain

(Select the b

t choice below,)

A Yes. They allow new investors to proft at the expense of employees and existing investors. If existing investors and employees
were better off being taken over, there would be no reason for the takeover to be hostile

OF. No. They are a means of disciplining managers who are not working in the interests of sharcholders

O Yes. They allow the entity taking over, the raider, to make a quick profit. This profit must come from somewhere. The only source
of profitis existing shareholders and employees, so hostile takeovers must be bad for existing sharcholders

OD. Both (4) and (B) are correct answers
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What four financial statements can be found in a firm's 10-K filing? What checks are there on the accuracy of these statements?

What four financial statements can be found in a firm's 10K filing? (Select the bes:

hoice below,)

Balance sheet, cash budget, earnings statement, and statement of stockholders' equity

Balance sheet, income statement, statement of cash flows, and Statement of income and expenses

Balance sheet, Asset and Liability Statement, statement of cash flows, and statement of stockholders' equity

0 Balance sheet, income statement, statement of cash flows, and statement of stockholders' equity

What checks are there on the accuracy of these statements? (Select the be:

hoice below.)

O Financial statements in form 10-K are required to be audited by a neutral third party, who checks them and ensures that the financial
statements are prepared according to GAAP and that the information contained is relizble

(OE. The accuracy of the firm's financial statements is certified by the firm's board of directors, which s the only required check

(Oc. Financial statements are always sufficiently accurate so no checks are needed.

OD. Ttis up to each investor to certify the accuracy of the financial statements.
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In July 2007. Apple had cash of $7.15 billion. current assets of $18.80 billion. current hiabilities of $7.05 billion. and inventories of $0.30 billion.

a. What was Apple's current ratio?

b. What was Apple's quick ratio?
. In July 2007, Dell had a quick ratio of 1.30 2nd 2 current ratio of 1.35. What can you say about the asset liquidity of Apple relative to

Dell?

two decimal places,)

a. Apple's current ratiois [ . (Row
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An November 2007, Abercrombie and Fitch (ANF) had a book equity of 51.2/0 mullion, a price per share of $70.00, and §/.00 milion shares
outstanding. At the same time, The Gap (GPS) had a book equity of $5.200 million. a share price of $21.00, and §00.00 million shares
outstanding.

a. What is the market-to-book ratio of each company?

ANF's mark

-to-book ratio is [_|. (Round to two decimal places.)




