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Follow-on Public Offering A Brazilian company called Netshoes completed its IPO on April 12, 2017, and listed on the NYSE. Later, Netshoes sold 8,250,000 shares of stock to primary market investors in a follow-on offering at a price of $18.31, with an
undenwriting discount of 6.2%. Secondary market investors, however, were paying only $15.88 per share for Netshoes' 31,025,936 shares of stock outstanding

a. Calculate the total proceeds for Netshoes' follow-on offering.

b. Calculate the dollar amount of the underwriting fee for Netshhoes' second offering

¢. Calculate the net proceeds for Netshoes' second offering

d. Calculate market capitalization for Netshoes' outstanding stock prior to the follow-on issue.
e. Calculate IPO underpricing for Netshoes' follow-on offering

. Explain the follow-on underpricing for Netshoes

a. The total proceeds for Netshoes' follow-on offering is §| (Round to the nearest dollar.)

b. The dollar amount of the underwriting fee for Netshoes' second offering is $| (Round to the nearest dollar.)

¢. The net proceeds for Netshoes' second offering is $|_]. (Round to the nearest dollar.)

d. Netshoes' market capitalization is $| (Round to the nearest dollar)

&. Netshoes' follow-on underpricing is[_|%. (Round to two decimal places.)

. Explain the follow-on underpricing for Netshoes. (Select the best answer below.)

O A. Negative underpricing indicates primary market investors are not willing to pay as much for existing shares as secondary market investors were for new shares
© B. Negative underpricing indicates secondary market investors are willing to pay more for existing shares than primary market investors were for new shares
© C. Negative underpricing indicates secondary market investors are not willing to pay as much for existing shares as primary market investors were for new shares

© D. Negative underpricing indicates secondary market investors are not willing to pay as much for new shares as primary market investors were for existing shares
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@ DataTable

(Click on the icon located on the top-right corner of the data table below in order to copy its
contents into a spreadsheet )

Zach Industries Income Statement o
for the Year Ended December, 31, 2019
Sales revenue 160,100
Less: Cost of goods sold 105,600
Gross profits 54,500
Less: Operating expenses

Selling expense 16,500
General and administrative expenses 9,800
Lease expense 1,000
Depreciation expense 10,200
Total operating expense 37,500
Operating profits 17,000
Less: Interest expense 6,400
Net profits before taxes 10,600
Less: Taxes 4330
Net profts after taxes 56,270

Zach Industries Balance Sheet o

December 31, 2019
Assets

Print Done
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@ DataTable

Zach Industries Balance Sheet o
December 31, 2019
Assets
Cash $550
Marketable securities 1,050
Accounts receivable 25,200
Inventories 45,400
Total current assets §72,200
Land 525,900
Buildings and equipment 90,500
Less: Accumulated depreciation 38,300
Net fixed assets 78,100
Total assets ___ 8150300
Liabilities and Stockholders' Equity o
Accounts payable 521,900
Notes payable 47,300
Total current liabilities 69,200
Long-term debt 22,990
Common stock* 31,600
Retained eamings 26,510
Total liabilties and stockholders’ equity $150,300

“The firm's 3,000 outstanding shares of common stock closed
2019at a price of $31 per share.

Print Done
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Financial statement analysis The financial statements of Zach Industries for the year ended December 31, 2019, follow FEf

a. Use the financial statements to complete the following table [ . Assume the industry averages given in the table are applicable for both 2018 and 2019,
b. Analyze Zach Industries' financial condition as it is related to (1) liquidity, (2) activity, (3) debt, (4) profitability, and (5) market. Summarize the company's overall financial condition

a. The current ratio is [_]. (Round to two decimal places.)

The quick ratio is [_|. (Round to two decimal places.)

The inventory turnoveris [_|. (Round to two decimal places.)

The average collection period is || days. (Round to one decimal place.)

The debt ratio is [_|%. (Round to one decimal place.)

The times interest earned ratio is | _]. (Round to one decimal place.)

The gross profit margin is |_|%. (Round to one decimal place.)

The net profit margin is [_|%. (Round to one decimal place.)

The return on assets is [_|%. (Round to one decimal place)

The return on common equity is |_|%. (Round to one decimal place.)

The market/book value is[_|. (Round to two decimal places.)

b. Analyze Zach Industries' financial condition as it is related to (1) liquidity, (2) activity, (3) debt, (4) profitability, and (5) market. Summarize the company's overall financial condition. (Select all the answers that apply.)
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b. Analyze Zach Industries' financial condition as it is related to (1) liquidity, (2) activity, (3) debt, (4) profitability, and (5) market. Summarize the company's overall financial condition. (Select all the answers that apply.)

[] A. Liquidity: Zach Industries' liquidity position has deteriorated from 2018 to 2019 and is inferior to the industry average. The firm may not be able to satisfy short-term obligations as they come due

[] B. Activity: Zach Industries' ability to convert assets into cash has deteriorated from 2018 to 2019. Examination into the cause of the 20.5-day increase in the average collection period is warranted. Inventory turnover has also decreased for the period
under review and is fair compared to industry. The firm may be holding slightly excessive inventory.

[] C. Debt: Zach Industries’ debt position has improved since 2018 and is below average. Zach Industries’ ability to service interest payments has deteriorated and is below the industry average

(] D. Profitability: Although Zach Industries’ gross profit margin is below its industry average, indicating high cost of goods sold, the firm has a superior net profit margin in comparison to average. The firm has lower than average operating expenses. The
firm has a superior return on investment and return on equity in comparison to the industry and shows an upward trend

[[] E. Market: Zach Industries’ increase in their market price relative to their book value per share indicates that the firm's performance has been interpreted as more positive in 2019 than in 2018 and it is a little higher than the industry.
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Ratio proficiency McDougal Printing, Inc., had sales totaling $45,000,000 in fiscal year 2019. Some ratios for the company are listed below. Use this information to determine the dollar values of various income statement and balance sheet accounts as
requested. Assume a 365-day year.

McDougal Printing, Inc.

Ca(l;:u\ate va\fu‘es for the following: Year Ended December 31, 2018

a. Gross profits Sall 45,000,000

b. Cost of goods sold ales $45,000,
Gross profit margin 79%

c. Operating profits P o s

d. Operating expenses perating profit margin %

e. Earnings available for common stockholders Net profit margin 9%

£ Total assets Return on total assets 17.1%

9. Total common stock equity Return on common equity 21%

h. Accounts receivable Total asset turnover 19
Average collection period 60.8 days

a. The gross profits are ${_|. (Round to the nearest dollar)

b. The cost of goods sold is §| (Round to the nearest dollar.)

c. The operating profits are §| (Round to the nearest dollar.)

d. The operating expenses are $|_|. (Round to the nearest dollar )

e. The earnings available for common shareholders are $| (Round to the nearest dollar.)

f. The total assets are | (Round to the nearest dollar.)

9. The total common stock equity is {_]. (Round to the nearest dollar.)

h. The accounts receivable are $| (Round to the nearest dollar.)

Enter your answer in each of the answer boxes.
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Interest versus dividend expense Michaels Corporation expects earnings before interest and taxes to be $44,000 for the current period. Assuming a flat ordinary tax rate of 24%, compute the firm's eamings after taxes and earnings available for common
stockholders (earnings after taxes and preferred stock dividends, if any) under the following conditions

a. The firm pays $12,100 in interest

b. The firm pays $12,100 in preferred stock dividends.

a. Complete the fragment of Michaels Corporation's income statement below to compute the firm's earnings after taxes and earnings available for common stockholders under condition (a). (Round to the nearest dollar.)

EBIT $
Less: Interest expense

Earnings before taxes s
Less: Taxes (24%)

Eamnings after taxes s

Less: Preferred dividends

Earnings available for common stockholders $

b. Complete the fragment of Michaels Corporation's income statement below to compute the firm's earnings after taxes and eamings available for common stockholders under condition (b). (Round to the nearest dollar.)

EBIT $
Less: Interest expense

Earnings before taxes s
Less: Taxes (24%)

Eamnings after taxes s

Less: Preferred dividends





image6.png
Depreciation On March 20, 2019, Norton Systems acquired two new assets. Asset A was research equipment costing $24,000 and having a 3-year recovery period. Asset B was duplicating equipment having an installed cost of $48,000 and a 5-year recovery
period. Using the MACRS depreciation percentages [ , prepare a depreciation schedule for each of these assets

Complete the depreciation schedule for asset A below:

Recovery Year Depreciation

1 s[_] (Round to the nearest dollar)
Recovery Year Depreciation

2 s[_] (Round to the nearest dollar)
Recovery Year Depreciation

3 s[_] (Round to the nearest dollar)
Recovery Year Depreciation

4 s[_] (Round to the nearest dollar)

Complete the depreciation schedule for asset B below:

Recovery Year Depreciation
1 s[_] (Round to the nearest dollar)
Recovery Year Depreciation
2 s[_] (Round to the nearest dollar)
Recovery Year Depreciation

3 3| (Round to the nearest dollar.)
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Recovery Year

Depreciation

3 9
Recovery Year Depreciation
4 9
Recovery Year Depreciation
5 9
Recovery Year Depreciation
6 9

(Round to the nearest dollar.)

(Round to the nearest dollar.)

(Round to the nearest dollar.)

(Round to the nearest dollar.)
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Changing compounding frequency Using annual, semiannual, and quarterly compounding periods, (1) calculate the future value if $8,000 is deposited initially at 9% annual interest for 6 years, and (2) determine the effective annual rate

Annual Compounding

(1) The future value, FV,, is §

(2) Ifthe 9% annual nominal rate

Semiannual Compounding

(1) The future value, FV,, is §

(2) Ifthe 9% annual nominal rate

Quarterly Compounding

(1) The future value, FV,, is §

(2) Ifthe 9% annual nominal rate is compounded quarterly, the EAR is

(Round to the nearest cent )

is compounded annually, the EAR is

(Round to the nearest cent )

%. (Round to two decimal places.)

is compounded semiannually, the EARis [_|%. (Round to two decimal places.)

(Round to the nearest cent )

%. (Round to two decimal places.)

(EAR).
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Transaction costs You would like to purchase one Class A share of Berkshire Hathaway through your Scottrade brokerage account. Scottrade charges a $8 commission for online trades. You log into your account, check the real-time quotes for Berkshire
Hathaway (you see a bid price of $262,800 and an ask price of $263,770) and submit your order.

a. Whatis the current bid/ask spread for Berkshire Hathaway Class A shares?

b. If Scottrade routes your buy order to the NYSE, where Berkshire Hathaway is listed, what's the potential minimum your total transaction costs will be?

c. If, instead, Scottrade routes your buy order to NASDAQ, where Berkshire Hathaway is not listed, what's the potential maximum your total transaction costs will be?
d. Regardless of how your trade s executed, based on the bid/ask spread, what is the market value of your trade?

a. The current bid/ask spread for Berkshire Hathaway Class A shares is §| (Round to the nearest dollar.)

b. If Scottrade routes your buy order to the NYSE, the potential minimum for your total transaction costs is ${_|. (Round to the nearest dollar.)

c. If Scottrade routes your buy order to NASDAQ, the potential maximum for your total transaction costs is $| (Round to the nearest dollar.)

d. Regardless of how your trade s executed, based on the bid/ask spread, the market value of your trade is || (Round o the nearest dollar.)
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Value of an annuity versus a single amount Personal Finance Problem Assume that you just won the state lottery. Your prize can be taken either in the form of $49,000 at the end of each of the next 30 years (that is, $1,470,000 over 30 years) or as a single
amount of $992,000 paid immediately.

a. If you expect to earn 3% annually on your investments over the next 30 years, ignoring taxes and other considerations, which alternative should you take? Why?
b. Would your decision in part a change if you could earn 5% rather than 3% on your investments over the next 30 years? Why?
c. At approximately what interest rate would you be indifferent between the two options?

a. To decide which alternative to take, you need to compare the values of these alternatives. Although the total nominal dollar amount of the annuity is much larger than the single payment, the former is not necessarily a better choice due to the different timing of
cash flows. Away to make a meaningful comparison of the two alternatives is to compare their present values

If you take the prize as an annuity, the present value of the 30-year ordinary annuity is ${_]. (Round to the nearest cent )

If you take the prize as a single amount, the present value of the lump sum is ${_]. (Round to the nearest dollar.)

Which alternative should be chosen? (Select the best answer below.)

O Lump sum, because the present value is greater.

©  Annual payments, because the present value is greater.

b. If you eamed 5% rather than 3% on your investments, the present value of the 30-year ordinary annuity is S[_]. (Round to the nearest cent.)

Which alternative should be chosen? (Select the best answer below.)

O Annual payments, because the present value is greater.

©  Lump sum, because the present value is greater.

¢. On a strictly economic basis, the rate at which you would be indifferent between the two plans is [_|%. (Round to two decimal places.)
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Hemingway Corporation is considering expanding its operations to boost its income, but before making a final decision, it has asked you to calculate the corporate tax consequences of such a decision. Currently, Hemingway generates before-tax yearly income of
$204,000 and has no debt outstanding. Expanding operations would allow Hemingway to increase before-tax yearly income to $343,000. Hemingway can use either cash reserves or debt to finance its expansion. If Hemingway uses debt, it will have a yearly
interest expense of $65,000

Create a spreadsheet to conduct a tax analysis (assume a 24% flat tax rate) for Hemingway Corporation and determine the folowing

a. What is Hemingway's current annual corporate tax liability?
b. If Hemingway finances its expansion using cash reserves, what will be its new corporate tax liability?
c. If Hemingway finances its expansion using debt, what will be its new corporate tax liability?

a. Hemingway's current annual corporate tax liabilty is $[_|. (Round to the nearest dollar )

b. If Hemingway finances its expansion using cash reserves, its new corporate tax liability will be $[_|. (Round to the nearest dollar)

c. If Hemingway finances its expansion using debt, its new corporate tax liability will be 8. (Round to the nearest dollar.)
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Bond valuation—Semiannual interest Calculate the value of each of the bonds shown in the following table, all of which pay interest semiannually. (Click on the icon located on the top-right coner of the data table below in order to copy its contents into a
spreadsheet )

Coupon Yearsto  Required stated =
Bond Par Value interest rate maturity annual return
A $500 7% B 10%
B 1,000 13 20 14
c 100 15 5 12

The value of bond Ais S]] (Round to the nearest cent.)

The value of bond B is $| (Round to the nearest cent.)

The value of bond C is §| (Round to the nearest cent.)
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@ DataTable

(Click on the icon located on the top-right comer of the data tables below in order to copy its
contents into a spreadsheet )

Keith Corporation Balance Sheets =
December 31
Assets 2019 2018
Cash $1,510 5980
Marketable securities 1,850 1,160
Accounts receivable 1,950 1,800
Inventories 2,890 2,820
Total current assets $8,200 $6,760
Gross fixed assets $29,530 528,140
Less: Accumulated depreciation 14,750 13,130
Net fixed assets 514,780 515,010
Total assets 522,980 521,770
Liabilities and Stockholders’ Equity
Accounts payable $1,610 1,540
Notes payable 2,810 2,250
Accruals 190 340
Total current liabilities 54,610 54,130
Long-term debt 55,000 54,910
Total liabilities 59,610 59,040
Common stock 59,980 59,980
Retained eamings 3390 2,750

Print Done
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Total stockholders' equity $13,370 $12,730

Total liabilities and stockholders’ equity 522,980 521,770
Income Statement Data (2019) o
Depreciation expense 1,620
Eamings before interest and taxes (EBIT) 2740
Interest expense 365
Net profits after taxes 1,876

Tax rate 21%
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Finding operating and free cash flows Consider the balance sheets and selected data from the income statement of Keith Corporation that follow

a. Calculate the firm's net operating profit after taxes (NOPAT) for the year ended December 31, 2019,
b. Calculate the firm's operating cash flow (OCF) for the year ended December 31, 2019.

c. Calculate the fir's free cash flow (FCF) for the year ended December 31, 2019.

d. Interpret, compare and contrast your cash flow estimate in parts (b) and (c).

a. The net operating profit after taxes is 8_|. (Round to the nearest dollar.)

b. The operating cash flow (OCF) is ${_]. (Round to the nearest dollar.)

¢. The firm's free cash flow (FCF) is ${_]. (Round to the nearest dollar.)

d. Interpret, compare and contrast your cash flow estimate in parts (b) and (c). (Select all that apply.)

[J A. Depreciation is approximately the same size as net operating profit after tax, so the operating cash flow is about twice the NOPAT
[] B. Keith Corporation has negative cash flows from operating activities
[ C. The OCF value is very meaningful because it shows that the cash flows from operations are adequate to cover both operating expense plus investment in fixed and current assets

[] D. The FCF value is very meaningful because it shows that the cash flows from operations are adequate to cover both operating expense plus investment in fixed and current assets

[JE. Keith Corporation has positive cash flows from operating activities.




