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Total operating revenues
st of goods sold

Current: $71

| Deferred: $13

INet income
Retained eamings:
Dividends:
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Operations
Net Income $86
The statement of Depreciation 00
. Deferred Taxes 13
cash ﬂOWS 1S the Changes in Assets and Liabilities
addition of cash Accounts Receivable
Inventories
flows from Accounts Payable
: Accrued Expenses
21 eratlons, Notes Payable
cash flows Other

ﬁ‘ . . Total Cash Flow from Operations
om INVEeStING  yesting Activities

. ey Acquisition of fixed assets
aCthltleS ? and Sales of fixed assets

CaSh ﬂOWS fI'OIIl Total Cash Flow from Investing Activities

f - Financing Activities
\ Inanc lllg Retirement of debt (includes notes)
activities. Proceeds from long-term debt sales
Dividends
Repurchase of stock

Proceeds from new stock issue
Total Cash Flow from Financing

Change in Cash (on the balance sheet
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Current Balance Sheet Pro forma Balance Sheet

(millions) (millions) Explanation

Current assets ; 30% of sales
Fixed assets : 120% of sales
Total assets D 150% of sales

Short-term debt 5 50% of sales

Long-term debt 6. 30% of sales

Common stock Constant

Retained Earnings : Net Income

Total financing

Funds needed
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(Assets x ASales — Debt x ASales —( p x Projected Sales) x(1—d)
~Sales Sales
e! Debt $16
Assets x ASales :$J—0:1.5 ( }_ =0.8
~Sales $20 Sales /) $20
p = Net profit margin = 0.10
d = Dividend payout ratio = 0.5
ASales = Projected change in sales = $2 million
fpyY 2o Ol
ASSEES | Asales — 22Uy ASales — (px Projected Sales) x (1—d)
Sales Sales
=(1.5x$2m)—(0.80x $2m)—(0.10x $22mx 0.5)
$1.4m—9$1.1m
$300,000
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Consumption at t+1
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A person with $95,000 who faces a 10%
interest rate has the following opportunity set.

One choice available is to consume
$40,000 now:; invest the remaining
$55,000; consume $60,500 next year.

_______ $60,500 = $55.000x(1.10)'

$20.000 $40,000 $60.000 $80.000 $100.000 $120,000
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$120.000)

Consumption at t+1

$60.000°]

$40,0007]
$38,5004
$20.000]

Another choice available
is to consume $60,000
now; invest the remaining
$35,000: consume
$38.500 next year.

so $20.000 $40.000 $60.000 $80.000 $100,000 $120.000
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Consumption at t+1
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A person’s preferences will tend
to decide where on the
opportunity set they will choose
to be.

\Ms. Patience

Ms. Impatience

S

Consumption at t+1
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$100,000/
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Consider an investor who has chosen
to consume $40,000 now and to
consume $60,000 next year.

A rise in interest rates will
make saving more attractive ...

...and borrowing less attractivi

o —-—— -
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l One choice available is to consume

$15,000 now; invest the remaining

$25,000 in the financial markets at

10%; consume $82,500 next year.
i \ Our investor begins with the

e : following opportunity set:
|\ endowment of $40,000

et ' today, $55,000 next year

and a 10% interest rate.
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instead of the financial mai

He could consume $15,000 now:; inve:
remaining $25,000 in the project at .
consume $85,000 next
With borrowing or lendi.
the financial markets, h
achieve any pattern of
flows he wants—any of w
is better than his orj,
opportun

Consumption at t+1
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Note that we are better off in that we ¢
command more consumption today or next ye

u-.%()ljoo =$15.000<(1.10) + $85,000

585000
$92,273 = $15.000° 10y
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Value of a Level-coupon bond
= PV of coupon payment annuity + PV of face
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$1,641.97
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