Tuesday January 30, 2007. Ch 3-1 Soln.

1. 

OCF = NOPAT + Depreciation and amortization

OCF = $30,000,000 + $10,000,000 = $40,000,000

FCF = OCF – [Capital expenditures + ∆ NOWC]

FCF = $40,000,000 – [$20,000,000 + $10,000,000]

FCF = $10,000,000

2. 
EBIT                 $7,000,000

Interest 
  $1,666,667

EBT                  $6,666,667 




Taxes (40%)     $2,666,667
NI                     $4,000,000
EBT:    NI/ (1-T) = 4,000,000/ (1-.4) ( 4,000,000/.60 = $6,666,667

Interest = EBIT – EBT = $7,000,000 – $6,666,667 = $1,666,667

3. 

EBITDA 


$7,500,000

DA 



$2,500,000 (EBITDA – DA = EBIT; DA = EBITDA – EBIT)

EBIT 



$5,000,000 (EBIT = EBT + Int = $3,000,000 + $2,000,000)

Int 



$2,000,000 (Given)

EBT 



$3,000,000

Taxes (40%) 


$1,200,000
NI 



$1,800,000
8. NCF = NI + DEP and AMORT = $3,100,000 + $500,000 = $3,600,000.

10. 
EBIT 



$750,000

Interest 



0
EBT 



$750,000

Taxes (40%) 


$300,000
NI 



$450,000
NCF = NI + Depreciation & Amortization

NCF = $450,000 + 200,000 = $650,000

OCF = NOPAT + Depreciation & Amortization

NOPAT = EBIT (1-Tax rate)

NOPAT = $750,000 X .6 = $450,000

OCF = $450,000 + 200,000 = $650,000

*b/c NCF = OCF: firm is 100% equity financed
