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THM 415: Finance

Quiz 1 Answer Sheet
1. Why corporations shall monitor its working capital management? (2 Points)

Corporations shall monitor its working capital management so that they won’t end up with having cash on hand less than needed (risk of bankruptcy) as well won’t end up with having cash on hand more than needed (dead investment).
2. Boateng Hotel had recorded the following income statement accounts sorted in alphabetical order:

	Cost of Goods Sold
	$1,214,569.00 

	Interest Expenses
	$504,231.00 

	Operating Expenses
	$718,458.00 

	Sales
	$4,053,628.00 


In addition, since Boateng Hotel owns 52 % shares of Kevin-Prince Company, it is entitled to $ 903,039 of dividends income from that very company. Moreover, Boateng hotel’s board of directors decided to distribute $ 254,632 as dividends to their shareholders.
The following table reveals Income Tax Rates for Corporate Income for 2019 fiscal year:

	Taxable Income
	Marginal Tax Rate

	
	

	$ 0 – $ 100,000
	17%

	$ 100,001 - $ 225,000
	19%

	$225,001 - $ 500,000
	21%

	$ 500,001 - $ 750,000
	23%

	$ 750,001 - $ 925,000
	25%

	$ 925,001 - $ 1,800,000
	27%

	Over $ 1,800,000
	30%


Lastly, the following table shows dividend income exclusion to avoid double taxation at corporate level.

	Ownership Interest
	Dividend Exclusion

	 
	

	Less than 10 %
	15%

	10 % to 34.99 %
	25%

	35 % to 54.99 %
	40%

	55 % to 74.99 %
	65%

	75 % to 89.99 %
	90%

	90 % and more
	100%


a) Construct Boateng Hotel Income Statement for the year ended December 31st, 2019. (1 Point)

[image: image1.emf]Sales$4,053,628

  Cost of Goods Sold (less)$1,214,569

Gross Profits$2,839,059

  Operating Expenses (less)$718,458

Net Operating Income (EBIT)$2,120,601

  Interest Expense (less)$504,231

Earnings Before Taxes (EBT)$1,616,370

Taxable Dividends Income$541,823

  Income Taxes (less)$543,458

Net Income$1,072,912

Boateng HotelIncome Statement

For the Year Ended December 31

st

, 2019


Moreover, the following is Boateng Hotel’s comparative balance sheet as of December 31st, 2018 and December 31st, 2019:

[image: image2.emf]20182019Change

Assets

  Current Assets

Cash$1,125,603$2,017,453$891,850

Marketable Securities$124,589$53,690($70,899)

Accounts Receivable$304,528$356,287$51,759

Inventory$157,836$223,419$65,583

Other Current Assets$24,523$22,874($1,649)

  Total Current Assets$1,737,079$2,673,723$936,644

Gross Plant and Equipment$1,903,903$2,058,930$155,027

  Accumulated Depreciation (less)$753,269$814,528$61,259

Net Plant and Equipment$1,150,634$1,244,402$93,768

  Total Assets$2,887,713$3,918,125$1,030,412

 

Liabilities & Owners Equity 

  Current Liabilities 

Accounts Payable$517,452$625,341$107,889

Accrued Expenses$86,523$102,587$16,064

Short-term notes$154,793$222,550$67,757

  Total Current Liabilities$758,768$950,478$191,710

Long-term Debt$384,563$314,314($70,249)

Total Liabilities$1,143,331$1,264,792$121,461

Common Stckholders' Equity 

Common Stock - Par Value$850,272$903,306$53,034

Paid in Capital$377,621$415,258$37,637

Retained Earnings$516,489$1,334,769$818,280

  Total Common Stockholders' Equity$1,744,382$2,653,333$908,951

   Total Liabilities & Stockholders' Equity$2,887,713$3,918,125$1,030,412
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b) Construct Boateng Hotel Statement of Cash Flow for the year ended December 31st, 2019. (3 Points)

[image: image3.emf]Ending cash balance for 2018 (beginning balance for 2019)$1,125,603

Operating Activities

Net Income$1,072,912

  Increase in accounts receivable($51,759)

 Increase in inventories($65,583)

  Decrease in other current assets$1,649

  Depreciation expense$61,259

  Increase in accounts payable$107,889

  Increase in accrued expenses$16,064

      Cash flow from operating activities$1,142,431

Investing Activities

  Purchase of plant & equipment($155,027)

     Cash flow from investing activities($155,027)

Financing Activities

 Decrease in marketable securities$70,899

  Increase in short-term notes$67,757

  Decrease in long-term debt($70,249)

  Increase in common stock (Par Value)$53,034

  Increase in common stock (Paid In Capital)$37,637

  Cash dividends paid to shareholders($254,632)

      Cash flow from financing activities($95,554)

Increase (decrease) in cash during the year$891,850

Ending cash balance for 2019$2,017,453

For the Year Ended December 31

st

, 2019

Boateng HotelStatement of Cash Flow


c) Calculate the Quality of Earnings. Interpret your result. (0.50 Points)

· Quality of Earnings = (Cash Flow from Operations) / (Net Income) = 1,142,431 / 1,072,912 = 106.48 %.

Thus, in 2019, Boateng Hotel’s cash flow from operations was 106.48 % of the firm’s reported net income.

d) Calculate the Capital Acquisition Ratio. Interpret your result. (0.50 Points)

· Capital Acquisition Ratio = (Cash Flow from Operations) / (Cash Paid for Capital Expenditures) = 1,142,431 / 155,027 = 736.92 %.

Thus, in 2019, Boateng Hotel was able to finance 736.92 % of its new expenditures for plant and equipment out of the firm’s operation’s cash flow.
e) Based on the income statement (prepared in part a), comparative balance sheet and cash flow statement (prepared in part b), analyze the financial situation of Boateng Hotel for the fiscal year 2019. (3 Points)

Income Statement:

· In 2019, Boateng hotel is a profitable company as its revenues (i.e. sales) are greater than its costs.

· In 2019, Boateng Hotel’s mark-up on its cost of goods sold is 70.04 %.

· In 2019, for each dollar of revenue, Boateng Hotel is left with 52.31 cents after deducting all its operating expenses.

· In 2019, each one dollar of sales is associated with 26.47 cents of net income.

Balance Sheet:

· Boateng hotel is a highly liquid company as its net working capital is $ 1,723,245. This means that current assets can shrink by as much as $ 1,723,245 and the company would still be able to pay its current liabilities.

· In Boateng Hotel, the purchases of assets are financed 32.28 % through debt and 67.72 % through equity.

· For each one dollar of net income, 76.27 cents are retained in the business.

Statement of Cash Flow:

Cash flow from operating activities:

· Boateng Hotel has positive cash flows from operating activities.

· The primary contributors to the operating cash flows were net income and Accounts Payable.
· Accounts Receivables and Inventory are the contributors of cash usage.

Cash flow from investing activities:

· Boateng Hotel invested $ 155,027 in purchasing fixed assets. This is roughly 13.57 % of the total cash flow generated from operations.

Cash flow from financing activities:

· Boateng Hotel has negative cash flows from financing activities.

· All cash outflow went as payment of already declared dividends and payment of long-term debt.

· Cash inflow is generated from sales of Marketable Securities, getting a new short-term loan, issuance common stock (par value) as well as from common stock (paid-in-capital).
GOOD LUCK!
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