BUSI 3360 (02)		Chapter 2 Quiz 		SOLUTION
1. Energy Company had sales of $6 million and cost of sales of 60%. Operating expenses were $1,000,000. Depreciation charges were an additional $500,000. Taxes are 30%. What is Energy Company’s gross profit in dollars?
a. $3,600,000
b. 60%
c. 40%
d. $2,400,000
Sales 			$6,000,000
Less: COGS		$3,600,000   calculated as 60% x $6 million
Gross Profit		$2,400,00

2. Turbo Transfer Company had sales of $12 million and cost of sales of $8,000,000. Operating expenses were $1,500,000 and depreciation charges were $500,000. Taxes are 40%. 
What is Turbo Transfer’s operating profit margin percentage?
a. 10.00%
b. 29.17%
c. 16.67%
d. 20.83%
Sales								$12,000,000
Less: COGS							$  8,000,000
Gross profit							$  4,000,000
Less: 	Operating expenses		$1,500,000	
	Depreciation				$   500,000  $  2,000,000
Operating income						$  2,000,000

Operating profit margin percentage = $2.0/$12 = 16.67%

3. Fresh Market Company has Sales of $6,156,000, Cost of goods sold of $3,750,000, Accounts Receivable of $138,500 and Inventory of $141,000 in 2013. Fresh Market’s Accounts Receivable Days using 360 days in a year.
a. 18.20 days
b. 19.80 days
c. 13.44 days
d. 11.50 days
The correct answer was not in the choices so I did not count this question in calculating your grade.
$6,156,000/360 days = $17,100 average daily sales
$138,500/$17,100 = 8.0994152 times

4. Print Corporation has current assets of $9,000,000 and current liabilities of $6,000,000. Inventories of $2,500,000 are included in the current assets. Calculate the quick ratio for Print Corporation.
a. 1.50 times
b. 1.08 times 
c. 1.06 times
d. 1.25 times
$9,000,000 - $2,500,000     = 1.083 times
      $6,000,000

5. Axle Corporation has a tax rate of 40 percent. What effect would a $5,000,000 operating expense have on this year’s earnings?
a. Increase of $3,000,000
b. Decrease of $3,000,000
c. Decrease of $2,000,000
d. No effect
$5,000,000 x (1-.40) = $3,000,000
As this is an operating expense it will decrease the income by $3,000,000

6. Lewis Landscaping Corporation (LLC)has a net profit margin of 6% on sales of $60,000,000. It has a book value of equity of $36,000,000 and total liabilities of $20,000,000. What is LLC’ s Return on Equity this year? 
a.	10%
b.	6%
c. 33.33%
d. 6.5%
Net profit = 6% x $60,000,000  = $3,600,000
Return on Equity = $3,600,000/$36,000,000 = 10%

7. Game Corporation has a net profit margin of 9% of sales of $40,000,000. It has a book value of equity of $30,000,000 and total liabilities of $20,000,000. Calculate Game’s Return on Assets for the year. 
a. 9.0%
b. 7.2%
c. 8.3%
d. 4.6%
Return on Assets = net income/Total assets
9% x $40,000,000 = $3,600,000
Assets = Liabilities + Equity
Assets = $20,000,000 + $30,000,000 =- $50,000,000
$3.6/$50 = 7.2%

8. Grand Plan Corporation has a market price of $5 per share and 1,200,000 common shares outstanding. Grand Plan has $1,500,000 of cash on hand and liabilities of $2,000,000. The debt to equity ratio is .80. What is Grand Plan’s enterprise value? 
a. $7,000,000
b. $2,500,000
c. $6,500,000
d. $8,500,000
$5 x 1,200,000 shares = $6,000,000 = market capitalization
Enterprise value = $6,000,000 + $2,000,000 - $1,500,000 = $6,500,000

9. In mid 2013, Clearwater purchased new equipment for $250,000 which will be in Class 31 with a CCA rate of 40%. This is the first asset acquired in this class. Calculate the CCA that Clearwater can claim in 2013.
a. $50,000
b. $100,000
c. $177,500
d. $25,000
$250,000 x 40% = $100,000 x ½ year = $50,000 Many of you forgot about the ½ year or 50% rule
10.  The Statement of Cash Flows gives the reader information on:
a. The revenues and expenses for a time period
b. The changes in the shareholders’ equity during a time period
c. The assets, liabilities and equity of the corporation
d. The changes in cash for a period from operating, financing and investing activities
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1. Green Gables Golf Corporation (GGG)earned a net profit margin of 5% on sales of $30,000,000. It has a book value of equity of $18,000,000 and total liabilities of $10,000,000. What is GGG’ s Return on Equity this year? 
a.    6.00%
b.  10.00
c.    8.33%
d.   6.50%

5% X $30,000,000 = $1,500,000 Net income
$1,500,000/$18,000,000 = 8.33%

2. Grand Plant Corporation has a market price of $5 per share and 2,000,000 common shares outstanding. Grand Plant has $2,500,000 of cash on hand and liabilities of $4,000,000. The debt to equity ratio is .80. What is Grand Plant’s enterprise value? 
e. $10,000,000
f. $11,500,000
g. $16,500,000
h. $  8,500,000
$5 x 2,000,000 shares = $10,000,000 = market capitalization
Enterprise value = $10,000,000 + $4,000,000 - $2,500,000 = $11,500,000

3. In mid 2013, Empire Corporation purchased new equipment for $1,250,000 which will be in Class 50 with a CCA rate of 30%. This is the first asset acquired in this class. Calculate the CCA that Empire can claim in 2013.
e. $   625,000
f. $1,000,000
g. $   375,000
h. $   187,500
$1,250,000 x 30% x ½ year = $187,500
Many of you forgot about the ½ year or 50% rule.

4.  The Balance Sheet gives the reader information on:
a. The assets, liabilities and equity of the corporation
b. The changes in cash for a period from operating, financing and investing activities
c. The revenues and expenses for a time period
d. The changes in the shareholders’ equity during a time period

5. Oakfield Corporation has a net profit margin of 5% of sales of $60,000,000. It has a book value of equity of $30,000,000 and total liabilities of $20,000,000. Calculate Oakfield’s Return on Assets for the year. 
e. 5%
f. 6%
g. 10%
h. 15%
Return on Assets = net income/Total assets
5% x $60,000,000 = $3,000,000
Assets = Liabilities + Equity
Assets = $20,000,000 + $30,000,000 =- $50,000,000
$3.0/$50 = 6.0%

6. Energy Company had sales of $6 million and cost of sales of 60%. Operating expenses were $1,000,000. Depreciation charges were an additional $500,000. Taxes are 30%. What is Energy Company’s gross profit margin percentage?
e. $3,600,000
f. 60%
g. 40%
h. $2,400,000
If cost of goods sold is 60% of sales then gross profit margin percentage has to be 40%

7. Transport Company had sales of $12 million and cost of sales of $9,000,000. Operating expenses were $1,500,000 and depreciation charges were $500,000. Taxes are 40%.  What is Transport’s net profit margin percentage?
e.    3.33%
f.   5.00%
g.   8.33%
h. 25.00%

Sales								$12,000,000
Less: COGS							$  9,000,000
Gross profit							$  3,000,000
Less: Operating expenses			$1,500,000	
	     Depreciation				$   500,000  $  2,000,000
Operating income						$  1,000,000
Less: income taxes						$     400,000
Net income 							$     600,000

Net profit margin percentage = $600,000/$12,000,000 = 5%

8. Fresh Market Company has Sales of $4,149,000, Cost of goods sold of $1,750,000, Accounts Receivable of $138,500 and Inventory of $141,000 in 2013. Fresh Market’s Accounts Receivable Days using 360 days in a year.
e. 13.75 days
f. 29.95 days
g. 12.02 days
h. 11.50 days
$4,149,000/360 = $11,525 average daily sales
$138,500/$11,525 = 12.02 days

9. Print Corporation has current assets of $9,000,000 and current liabilities of $6,000,000. Inventories of $2,500,000 are included in the current assets. Calculate the quick ratio for Print Corporation.
e. 1.50 times
f. 0.67 times 
g. 1.06 times
h. 1.08 times

$9,000,000 - $2,500,000     = 1.083 times
      $6,000,000

10. Axle Corporation has a tax rate of 30 percent. What effect would a $15,000,000 operating expense have on this year’s earnings?
e. Decrease of $10,500,000
f. Increase of $10,500,000
g. Decrease of $4,500,000
h. No effect

$15,000,000 x (1-.30) = $10,500,000
As this is an operating expense it will decrease the income by $10,500,000

