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Executive Summary

Unifi, Inc. is one of the largest firms producing and processing textured yarns today.  The firm’s core business focuses on the texturing, dyeing, twisting, covering and beaming of multi-filaments such as polyester and nylon.  Its products can be found across the globe from the United States to the United Kingdom to South America in many different forms, including home furnishings, apparel, automotive fabrics, upholstery, hosiery and sewing thread.  Recently, the firm opened a new sourcing business that is designed to eliminate inherent development and speed-to-market limitations found within the supply-chain model.


Unifi became a leader in the non-apparel industry in the early 1990s and boasted revenues in excess of $1.3 billion. By paying high dividends that grew substantially each year, the firm flaunted its success across the market and soon had outstanding shares in excess of 70 million valued at an average of roughly $30 per share and a peak price of $43 per share.  In the late 1990s, the company began to show signs of struggle.  Its sales dropped drastically in 1998 and have continued a gradual decline to this day.  Unifi failed to reduce its costs proportionately with the new reduction in sales, which further enhanced the negative effects on its income statements.     

In a move to help pay off existing debt, Unifi stopped paying dividends in 1998 and issued $250 million in unsecured debt.  With the majority of the pre-existing debt paid, Unifi began expanding globally and acquiring manufacturing plants with questionable futures in a wide spectrum of countries.  In reaction to these events, its stock price began to fall over the next few years and bottomed out at a price of $1.80.  In addition to the stock price drop, Unifi’s bond rating dropped from A- status to BB+ and finally BB status.  Ultimately, the firm needs to reevaluate its investments in operations and reassess its debt position.  

To add to these problems, the textile industry was going through changes that gradually opened the doors for other countries, especially China, to enter the market freely.  By January 1, 2005, the quotas that once kept countries like China from exporting cheap products in mass to the rest of the world will be completely abolished.  The company will need to find a way to produce and sell its products competitively with China and the rest of the global industry.


In order to combat the firm’s current financial condition, we have proposed the following solutions: Unifi, Inc. should call in its existing bonds due in 2008 and reissue income bonds at a higher rate to the bonds previously issued.  It should also continue to consolidate unprofitable operations while expanding its research and development programs and further its efforts to enter China.  Lastly, Unifi should use its increased cash flows to repurchase stock through offering transferable put rights to its investors.

Recommendations

Call Existing Bonds and Reissue Income Bonds:


The decision in 1998 to stop paying dividends negatively affected the outlook of the firm in the eyes of the investors, and therefore, the stock price began to fall.  Along with the announcement of the discontinued dividends, Unifi also issued $250 million of unsecured callable bonds to certain financial institutions to help pay for its excessive bank debt.  Normally, the announcement of a leverage increase would coincide with a direct increase in the value of the firm (Rich-Capital Structure 20), but the negative effect of the dividend announcement seemed to outweigh any positive effect of the bond issuance.  Furthermore, the unpredictable decrease in sales, and ultimately operating cash flows, put a strain on the firm to meet its debt obligations, hence the declining and now negative interest coverage ratios over the past few years (Reuters).  Despite the negative outcomes from the issuance of the long-term debt, the firm’s debt-to-equity ratio is consistent with the industry average and would support its capital structure decision.


In 2008, Unifi’s callable bonds mature so the firm must begin to consider options for the repayment or reissuing of its debt.  Unifi is facing an interest coverage ratio that has been continually declining since 1997 and negative since 2001 (Mergent).  The interest coverage ratio measures the firm’s ability to meet interest payments from its earnings before interest and tax.  A negative ratio could indicate that the firm is in risk of default.  In consideration with its negative interest coverage ratio, we recommend that Unifi reissue $250 million worth of income bonds with a higher coupon rate that will be paid only in years the company has a positive income.  Using the money gathered from the issuance of the income bonds, the firm should use the call feature to retire its existing bonds.  By swapping the bonds, the firm minimizes its risk of default since it will only pay interest in those years when net income is positive. The firm’s interest coverage ratio will return to positive figures since the majority of the interest expense listed on the income statement resulted from the coupon payments of the previously issued bonds.  In the future, interest expense will only be significant in those years in which the firm makes a positive net income, and by that time the firm should be healthy enough to handle the payments annually (Rich-Basic Securities, 1).  Having income bonds, as opposed to zero coupon bonds, still allows the firm to take advantage of any tax shields created by paying interest, while protecting the firm when it is facing net losses (Rich-Capital Structure 7).  

Because the new income bonds will be viewed as a higher risk, higher yield investment, the bonds will need to be offered at a discount in order to entice potential investors to purchase the bond.  Depending on the market risk tolerance at the date of issuance, the value of the bonds being issued is variable.  The future value of the bonds at different discount rates is shown in Appendix II.  Since the initial price of the bond will be significantly lower than the par value, the overall leverage of the firm will be increased by the difference between the par value and the initial price of the bonds.  As mentioned previously, an increase in leverage causes an increase in the value of the firm (Rich-Capital Structure 8).  Stockholders will gain from the increase in leverage created because the debt will provide a tax shield which will subsequently pass on to equity investors. 

Potentially, management may feel less motivated to perform at optimal levels because they do not have to meet any future interest payment obligations that are created when issuing income bonds.  This potential agency problem is overcome by correlating the stock price of the firm to management’s bonus system (Form 10Q-Q1 2005), thus increasing management’s incentive to work harder to increase the value of the firm.  Management will have a desire to increase the stock price in order to maximize its reward from the bonus system.   

Our recommendation to reissue bonds, as opposed to a term loan or equity, stems from the current financial situation and capital structure of the firm.  A term loan would put too much of a strain on Unifi’s ability to meet debt service requirements.  Paying down the loan will also change the capital structure because debt will be removed from the firm with each payment.  An alternative to refinancing debt would be to issue equity instead.  It has been shown that issuing equity to retire debt will consequently dilute shareholders claim on excess cash flows.  Also, issuing new shares sends a signal to the market that management believes the stock is overvalued (James 327).  Lowering the firm’s leverage will also reduce the tax shield that will be beneficial when the firm returns to profitability.  In order to raise capital, the pecking order theory states that the firm should first use internal funds, then debt, and then use equity only after exhausting all other options (James 327).  Using income bonds will alleviate worries about meeting future debt obligations while still keeping an optimal debt structure.  For all of these reasons, we feel that reissuing debt that is based off of the income the firm generates is the most optimal capital budgeting structure.  


Unifi has manufacturing plants as well as equipment located around the world.  Having a sizeable amount of physical assets allows a firm to obtain a larger optimal debt structure due to the ease of liquidity.  If a firm faces bankruptcy, investors are more likely to be repaid if the company’s assets can be easily converted into cash.  Unifi has enough assets on hand to support its current debt structure.  The effects of selling off any unprofitable operations and investing in new positive projects will offset each other and ultimately have no effect on the original capital structure.  After considering the implications of the new income bonds on the firm’s debt structure, Unifi will still have enough assets to support the debt increase and the overall risk of the firm should not change.   

Consolidating and Redirecting Investments:

Unifi is facing increased pressure to cut costs in a market with raw material shortages and China’s imports into the U.S. rising (MarketResearch.com).  Unifi must act now in order to secure its position as a leader in textured yarn production, especially because all import quotas from China will be removed at the beginning of 2005 (MarketResearch.com).  As a result of the flood of cheaper imports into the American market, Unifi should expect a continual slide of revenue as it has seen over the last four years, unless it acts quickly to take advantage of lower manufacturing costs.


 This decrease in revenue has already led Unifi’s management to cut jobs and shut down manufacturing plants that prove to be unprofitable.  It has recognized that many of its plants are running well below capacity (Form 10K-2004), which is exemplified by an inventory turnover ratio well below the industry average, 5.96 compared to 12.67 for the industry, according Rueters web site.  The inventory turnover ratio describes how many times the inventory is sold and replaced per year.  Having a lower inventory turnover ratio indicates that the firm has inventory that does not sell as quickly as competitors in the industry.

In the last year, Unifi has announced the closing of four manufacturing plants as well as two warehouses in Ireland.  Unifi closed a textured polyester plant in North Carolina and transferred the equipment to its other North Carolina plant.  Also, a dying facility in England has been shut down due to decreased capacity needs (Form 10Q-Q1 2005).  We suggest that Unifi continue closing unprofitable facilities. Disposing of negative ongoing operations leaves only the positive cash flows for the stockholders.

In order to stay competitive within the market, Unifi has had to cut costs to keep its own prices low.  Currently, selling, general and administrative expenses have been reduced from 6.8% of sales one year ago to 5.6% of sales today (Form 10Q-Q1 2005).  We believe that cutting jobs is only a temporary solution to keep operating cash flows positive, and laying off employees may hurt the firm in the long run due to the loss of knowledge and experience. 


We suggest that Unifi continue closing manufacturing plants that are being under-utilized due to lackluster sales.  In doing this, Unifi will face restructuring charges similar to those incurred during the Ireland plant closing, $27 million, which will initially hurt the bottom line for Unifi (Form 10Q-Q1 2005).  The advantages are purely long run for closing unprofitable plants.  Closing plants that contribute a negative cash flow will increase the net worth of the firm and should be interpreted as such to investors.  Since companies are valued on the estimated future cash flows discounted to the present and the risk of those cash flows, eliminating unproductive facilities will help drive the value of Unifi higher (Rich-Capital Structure 2).  According to Bennett Stewart, who has studied this theory intensively, share prices are determined by expected cash generation and not by reported earnings (Stewart 37).  With this in mind, we conclude that the restructuring charges will be understood by the market, even though it dramatically adds to the costs of the firm, because the “lead steers” will expect higher future cash flows that are based off of the more profitable manufacturing plants.


While closing plants, we suggest that Unifi try to find a buyer so that the company can gain cash out of the closing.  We realize that it may be very difficult to find a buyer to sell off facilities that have proven to be unprofitable, but it would be in the best interest of the company to attempt some sort of reconciliation for its investments in the facility.  Selling under-utilized facilities may also be difficult if the manufacturing equipment is going to be relocated, as planned for the joint venture in China.

In conjunction with the previously mentioned recommendations, Unifi should invest further into research and development using the cash flows generated from positive NPV projects to help find a niche to balance its core product line.  This has been accomplished recently with the creation of a new “antimicrobial fabric”, A.M.Y.(, used in the medical field.  In 2004, it spent $1.9 million on research and development, which is a decrease of $.4 million from the previous two years.  We suggest that Unifi devote more cash to research and development instead of decreasing the funding.  Discovering and creating new types of materials as well as new markets will create more opportunities for sustainable competitive advantages in the industry.  New products allow management to have more choices for positive NPV projects and in turn will support their choices in investing in new operations.


We also believe that Unifi must move manufacturing operations to China to take advantage of lower costs, and thus increase the profit margin.  The profit margin compares how much profit a company takes in per dollar of revenue.  According to Reuters, the industry average net profit margin is 6.39 percent, compared to Unifi’s negative 28.67 percent net profit margin for the year ending July 27 (Mergent).  Unifi has seen a negative profit margin since 2001 and it has been decreasing since 1998, where it was at a high of 20 percent.  This analysis shows that Unifi has been unable to keep its costs below its sales revenue, which can lead investors to become wary of financial distress.  A continually decreasing and sometimes negative profit margin is never an indication of a successful company.  Management needs to find new ways to increase sales in order to cover rising material costs (MarketResearch.com).


Management is already investigating this idea and has developed a plan to start a new joint venture with Sinopec Yizheng Chemical Fiber Co., Ltd. in China (UNIFI). Unifi signed a non-binding letter of intent to manufacture, process and market polyester filament yarn at Sinopec’s existing facilities in Yizheng. (Form 10Q-Q1 2005). By moving major production operations to China, Unifi can take advantage of lower labor costs and higher production.  Unifi expects the investment to require $30 million to own a 50% equity interest (Form 10Q-Q1 2005).  Starting production in China will add to an existing plant in Thailand and increase Unifi’s presence in Asia.


We suggest that Unifi continue moving operations to China and consider building a wholly-owned manufacturing plant.  After closing unprofitable operations around the world, Unifi should move the now dormant equipment to a new plant in China.  Operating in China will decrease manufacturing costs and make Unifi more competitive in the market. 

​ Unifi’s suggested movement into China creates a currency exchange risk due to the uncertainty and volatility of the exchange rate between the U.S. Dollar and the Chinese Yaun The result is that Unifi is subject to the transaction exposure that arises from movements in foreign exchange rates between the dates that transactions are recorded and the dates they are consumed (Form 10Q-Q1 2005).  To reduce the risk of uncertainty, Unifi should use exchange rate hedging, which can increase the company’s expected returns on the net cash flows from its operations in China.  Hedging at the corporate level can also reduce agency costs, expected taxes, and help provide better internal information for better decision making (Byoun).  

Unifi currently uses hedging to manage the exposure in its existing foreign operations by entering into foreign currency forward contracts for the purchase and sale of European, Canadian, and Brazilian currencies to hedge against balance sheet and income statement currency exposures (Form 10Q-Q1 2005).  The company may find that other forms of hedging, such as futures, money markets, currency options, swaps and cross hedging, may be more beneficial and have higher returns depending on the currencies and the related exchange rates.    

  Fluctuations in the Chinese exchange rate can affect the company’s financial results by changing the dollar value of net assets held in China and the dollar value of expected future revenues earned in China.  Unifi’s stock price may be affected by translation exposures, which are changes in the book value of financial statements due to changes in exchange rate, through the information effect from its impact on consolidated earnings (Byoun).  Unifi should, therefore, take action to reduce the potential impact of exchange rate volatility with hedging according to internal exposure measurements. 

Repurchasing Stock through Transferable Put Rights:

Repurchasing shares, according to Stewart and Glassman, is a way to discharge excess cash and remove it from management.  A common stock repurchase will result in an increase in leverage and a significantly positive stock price reaction (Smith 285). According to Unifi’s quarterly statements ending October 28, 1998, it stopped paying dividends and instead implemented a program to buy back shares to benefit shareholders and obtain a tax break. In November of 2003, Unifi suspended the repurchase stock program (UNIFI) and currently does not have plans to implement it again. 

Currently, the level of cash on hand is approximately $45 million (Form 10Q-Q1 2005).  As Unifi discontinues negative projects and moves to more profitable operations in China, management may have too much excess cash which could be poorly invested.  Unifi must have a way to control its discretionary cash flow.  Otherwise, the market will view Unifi at risk.  

There are three ways to handle the liability of excess cash: pay dividends, repurchase stock or spend the cash internally (Rich-Capital Structure 18). In comparison to the other options, repurchasing stock is the optimal choice for Unifi. As mentioned earlier, the firm currently has plans to invest $30 million in a joint venture project in China. Unifi could hypothetically invest the remaining cash in other projects, but finding positive NPV projects in an industry that is struggling domestically is difficult.  Investing in negative NPV projects would severely hurt the value of the firm and the stock price. Another option, paying dividends, could help Unifi decrease excess cash. “It certainly would be better to pay dividends rather than to make unrewarding investments.  In most cases, however, it would be even better to use the funds to buy back stock” (Stewart 44). In accordance with G. Bennett Stewart III, and our desire to increase leverage, we believe that repurchasing shares of common stock would benefit Unifi more than the other options. It is a way to distribute wealth to the stockholders with the added advantage to the owner of the stock of paying fewer taxes (Rich-Capital Structure). The stockholders will have a higher value per share because there are fewer shares outstanding.  

 In November 2003, the firm discontinued the stock repurchase program having only repurchased 3.2 million shares of the authorized 10 million shares. We recommend that Unifi begin a new stock repurchase program to buy back the remaining 6.8 million shares using transferable put rights. According to dividend theory, out of the three methods to repurchase shares, transferable put rights are the most advantageous to the firm and investors. Transferable put rights are the ideal method because it solves the tender offer problem by controlling the number of shares that can be offered back to the company, and it has an opportunity for tax gains resulting in less total taxes.  Dividend theory states that transferable put rights are under utilized because of the accounting method used to record them.  However, the method affects the accounting profit not the cash flows.  According to Dr. Rich, studies show that markets responds “to changes in cash flow....and changes in earnings only if related to cash flows.”  For these reasons, we believe that transferable put rights are the optimal choice for Unifi’s stock repurchase program.
Conclusion

Based on Unifi’s current financial status, we presented and discussed three basic strategies that will increase the company’s stock price. First, Unifi should exercise the call feature on existing bonds and reissue discounted income bonds in order to pay off old bonds and increase the time to maturity. Next, the firm needs to consolidate unprofitable operations nationally and abroad and continue efforts to enter China. Finally, Unifi should repurchase stock with any surplus money remaining from investment in China.
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Appendix I

Unifi Inc.

Company Overview
Overview

The current synthetic fiber industry is facing problems due to increased imports from China. The manmade fiber industry struggled since the late 1990s to deal with the effects of the Asian economic crisis that resulted in an influx of low-cost imports into the United States. The industry was also adversely affected by increased costs of raw materials. This surge, combined with the appreciation of the U.S. dollar against foreign currencies, resulted in the increase of textile and product imports into the United States. The second factor playing a part in decreasing market share among manmade fiber broadwovens compared to natural fiber broadwovens has to do with increasing environmental concerns among consumers. Most manmade fibers are produced in chemical plants from a variety of chemicals with inherent potential for contributing to environmental problems. Few, if any, fiber producers violated any environmental regulations, but the perception of potential problems is a factor that producers of manmade fiber fabrics face. (Business and Company Resource Center, Industry Overview)
Unifi has polyester manufacturing operations in Brazil, Columbia, Virginia and seven in North Carolina.  There are also warehouses in North Carolina, Virginia and Brazil for polyester.  Nylon manufacturing takes place in five manufacturing plants in North Carolina as well as one in Columbia.  The produced nylon is stored in three warehouses in North Carolina and is distributed through its distribution center in Alabama.  

According to Yahoo Finance, Unifi currently employees 3600 around the globe.  The number of employees has decreased from 4500, as reported in the 2003 annual report.  Unifi is closing all four manufacturing plants in Ireland as well as a dying facility in Manchester, England.  These closures are due to a lack of sales, which has caused the plants to run well below its capacity.  The firm has also purchased a plant from a supplier, Invista, in North Carolina (UNIFI).

Unifi’s special manufacturing processes are best explained in the 2003 10-K. A selection from the report follows:

“The Company processes synthetic polyester and nylon yarns. The texturing process, which is common to both polyester and nylon, involves the processing of partially oriented yarn (“POY”), which is either natural or solution dyed raw polyester or natural nylon filament fiber. POY is made from small polymer beads that are melted and extruded through microscopic holes to form a single filament.  Texturing POY involves the use of high-speed machines to draw heat and twist the POY to produce yarn having various physical characteristics, depending on its ultimate end use. This process gives the yarn greater bulk, strength, stretch, consistent dye ability and a softer feel, thereby making it suitable for use in knitting and weaving of fabrics. The polyester and nylon yarns produced by the Company can be sold externally or further processed internally. Additional processing for our polyester segment includes package dyeing, twisting and beaming. Package dyeing allows the Company to match customer specific color requirements for yarns sold into the automotive, home furnishings and apparel markets. Twisting involves wrapping two filament yarns together, which can be sold for such uses as sewing thread, home furnishings and apparel. Beaming places both textured yarn and unprocessed POY on beams to be used by customers in knitting and weaving applications. Further processing for the nylon segment mostly includes covering, which involves the wrapping or air entangling of filament or spun yarn around a core yarn. This process enhances a fabric’s ability to stretch, recover its original shape, and resist wrinkles.”

Unifi’s main suppliers are producers of raw fiber.  It takes the raw material, processes it, and sells it to the fabric producer.  Unifi primarily relies on INVISTA, U.N.F. Industries Ltd. and Universal Premier Fibers, LLC to supply its material.  According to its annual report, Unifi says that it does not anticipate any trouble in obtaining raw materials even though it relies on a small number of suppliers.  For the fiscal year ended on June 27, 2004, the company had reported that it sold to 900 customers worldwide. (Form 10K-2004)
Products and Services

Unifi Inc. specializes in producing and processing synthetic polyester and nylon yarns (Hogsett).  

The products produced in the polyester division are:
Colored yarns
Textured polyester
Covered spandex
Covered rubber
Air covered
Co-mingled, combination and heather yarns
Twisted polyester
Air-Jet textured

The products produced in the nylon division are:

Textured nylon
Twisted nylon
Covered nylon
Covered spandex
Covered rubber
Air covered
Co-mingled, combination and heather yarns 
Colored yarns:
Solution dyed polyester
Air textured products
Novelty yarns
Anti-mony free polyester
Chenille
Spun rayon, polyester, cotton and acrylic
Spun polyester/cotton blends
Spun ingeo and spun yarns
In addition to the two core divisions, Unifi has recently opened a third division that specializes in sourcing.  It is designed to eliminate inherent development and speed-to-market limitations found within the supply-chain model.  Unifi provides “package dying of both textured and spun yarns, covering of elastormeric and other yarns, conventional and warp draw beaming and the twisting of yarn” (Annual Report-2003, 5).
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Appendix II

Bond Valuation


[image: image4.emf]Present Value of Treasury Bill Dicounted Value of Unifi Bonds:

Risk Free Rate Discount Rate:

Par Value 1000 0.0422 0.1

Coupon # of Bonds Change in Leverage

0.0600 $30.00 $837.38 $753.64 331,721.82 $81,721,822.84

0.0625 $31.25 $854.04 $768.64 325,250.19 $75,250,191.73

0.0650 $32.50 $870.71 $783.63 319,026.24 $69,026,241.41

0.0675 $33.75 $887.37 $798.63 313,036.02 $63,036,020.07

0.0700 $35.00 $904.03 $813.63 307,266.60 $57,266,604.48

0.0725 $36.25 $920.69 $828.62 301,706.01 $51,706,006.88

0.0750 $37.50 $937.35 $843.62 296,343.09 $46,343,091.88

0.0775 $38.75 $954.01 $858.61 291,167.50 $41,167,501.97

0.0800 $40.00 $970.68 $873.61 286,169.59 $36,169,590.80

0.0825 $41.25 $987.34 $888.60 281,340.36 $31,340,363.18

0.0850 $42.50$1,004.00 $903.60 276,671.42 $26,671,421.02

0.0875 $43.75$1,020.66 $918.59 272,154.91 $22,154,914.61

0.0900 $45.00$1,037.32 $933.59 267,783.50 $17,783,498.57

0.0925 $46.25$1,053.98 $948.59 263,550.29 $13,550,291.99

0.0950 $47.50$1,070.65 $963.58 259,448.84 $9,448,842.30

0.0975 $48.75$1,087.31 $978.58 255,473.09 $5,473,092.45

0.1000 $50.00$1,103.97 $993.57 251,617.35 $1,617,351.03

= input cells

This spreadsheet allows the company to foresee various bond values based on their expected risk of 

the firm (discount rate.) It also can be adjusted for risk free rate changes.  The present value of the 

treasury bills is used as a base for the worth of corporate bonds.  Depending on the appropriate risk 

associated with the firm, one can discount the value using the discount rate.
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		Present Value of Treasury Bill										Dicounted Value of Unifi Bonds:

						Risk Free Rate						Discount Rate:

		Par Value		1000		0.0422						0.1

		Coupon												# of Bonds		Change in Leverage

		0.0600		$30.00		$837.38						$753.64		331,721.82		$81,721,822.84

		0.0625		$31.25		$854.04						$768.64		325,250.19		$75,250,191.73

		0.0650		$32.50		$870.71						$783.63		319,026.24		$69,026,241.41

		0.0675		$33.75		$887.37						$798.63		313,036.02		$63,036,020.07

		0.0700		$35.00		$904.03						$813.63		307,266.60		$57,266,604.48

		0.0725		$36.25		$920.69						$828.62		301,706.01		$51,706,006.88

		0.0750		$37.50		$937.35						$843.62		296,343.09		$46,343,091.88

		0.0775		$38.75		$954.01						$858.61		291,167.50		$41,167,501.97

		0.0800		$40.00		$970.68						$873.61		286,169.59		$36,169,590.80

		0.0825		$41.25		$987.34						$888.60		281,340.36		$31,340,363.18

		0.0850		$42.50		$1,004.00						$903.60		276,671.42		$26,671,421.02

		0.0875		$43.75		$1,020.66						$918.59		272,154.91		$22,154,914.61

		0.0900		$45.00		$1,037.32						$933.59		267,783.50		$17,783,498.57

		0.0925		$46.25		$1,053.98						$948.59		263,550.29		$13,550,291.99

		0.0950		$47.50		$1,070.65						$963.58		259,448.84		$9,448,842.30

		0.0975		$48.75		$1,087.31						$978.58		255,473.09		$5,473,092.45

		0.1000		$50.00		$1,103.97						$993.57		251,617.35		$1,617,351.03

								=		input cells



This spreadsheet allows the company to foresee various bond values based on their expected risk of the firm (discount rate.) It also can be adjusted for risk free rate changes.  The present value of the treasury bills is used as a base for the worth of corporate bonds.  Depending on the appropriate risk associated with the firm, one can discount the value using the discount rate.




