1. Table 31.9 lists data from the budget of Ritewell Publishers. Half the company sales are for cash on the nail; the other half are paid for with a one-month delay. The company

pays all its credit purchases with a one-month delay. Credit purchases in January were

$30, and total sales in January were $180. Complete the cash budget in Table 31.10.

2. If a firm pays its bills with a 30-day delay, what fraction of its purchases will be paid in the current quarter?   In the following quarter? What if the delay is 60 days?

3. Which items in Table 31.8 would be affected by the following events?

a. There is a rise in interest rates.

b. Suppliers demand interest for late payment.

c. Dynamic receives an unexpected bill in the third quarter from the Internal Revenue

Service for underpayment of taxes in previous years.

4. Table 31.11 shows Dynamic Mattress’s year-end 2002 balance sheet, and Table 31.12

shows its income statement for 2003. Work out statements of sources and uses of cash

and sources and uses of funds for 2003.

5. Work out a short-term financing plan for Dynamic Mattress Company, assuming the

limit on the line of credit is raised from $38 to $50 million. Otherwise keep to the assumptions used in developing Table 31.8.

6. Dynamic Mattress decides to lease its new mattress-stuffing machines rather than buy

them. As a result, capital expenditure in the first quarter is reduced by $30 million, but

the company must make lease payments of $1.5 million for each of the four quarters.

Assume that the lease has no effect on tax payments until after the fourth quarter. Construct two tables like Tables 31.7 and 31.8 showing Dynamic’s cumulative financing requirement and a new financing plan.

7. You need to borrow $10 million for 90 days. You have the following alternatives:

a. Issue high-grade commercial paper, with a back-up line of credit costing .3 percent

a year.

b. Borrow from First Cookham Bank at an interest rate of .25 percent over LIBOR.

c. Borrow from the Test Bank at prime.

Given the rates currently prevailing in the market (see, for example, The Wall Street Journal) which alternative would you choose?
