Financial Statement Analysis & Valuation, 5" Edition
by Easton, McAnally, Sommers, & Zhang

Practice Quiz Solutions

Module 11 — Forecasting Financial Statements

1. Assume Abercrombie & Fitch reports the following fiscal year income statement.

Income Statement

($ thousands) 2016

Sales $2,784,711
Cost of goods sold 933,295
Gross profit 1,851,416
Stores and distribution expense 1,000,755
(l\e/lxz?)rlgr?;igg, general and administrative 313,457
Other operating income, net (5,534)
Operating income 542,738
Interest income, net (6,674)
Income before income taxes 549,412
Provision for income taxes 215,426
Net income $ 333,986

Forecast Abercrombie & Fitch’s 2017 income statement assuming the following income statement
relations ($ 000s); cost of goods sold can be inferred as sales minus gross profit, and assume no

change for all other accounts not listed below.

Net sales growth ...

Gross profit Margin ...
Stores and distribution expenses/Net sales ...................

Marketing, general and administrative expense/Net sales

Other operating income, net/Net sales ...........ccooviiiiiiiiii i,

Provision for income taxes/Income before income taxes ..
INtErest INCOME, NEL ....vni i e

What is the forecasted net income for 2017?

$3,837,332,000
$333,986,000
$126,246,000
$459,012,000

Qoo

37.8%
66.5%
35.9%
11.3%
-0.2%
39.2%

No change

Cambridge Business Publishers, ©2018

Practice Quiz Solutions, Module 11

11-1



Answer: d

($ 000s) 2017

NEet SAlES....ueeeeiiiiee e ( $2,784,711 x 1.378 ) $ 3,837,332
Cost of goods sold........ccccovvveeeiiiieeciiiieee, ( $3,837,332 x 33.5% ) 1,285,506
GroSS Profit ....eccocveeeeiiieee e ( $3,837,332 x 66.5% ) 2,551,826
Stores & distribution expense.............c........ ( $3,837,332 x 35.9% ) 1,377,602
Marketing, general and administrative

EXPENSE .ovvieiiiieeeeciteee e e e ( $3,837,332 x 11.3% ) 433,619
Other operating income, net.........ccccccoeuvee.. ( $3,837,332 x -0.2% ) (7,675)
Operating iNCOME ......cceeevvviiiviieieeeee e 748,280
INterest iINCOME .....ccovvvviieeiee e ( no change ) (6,674)
Income before income taxes ..............eee...... ( no change ) 754,954
Provision for income taxes .........cccccceeeeennnns ( 754,954 x 39.2% ) 295,942
NEt INCOME...cviieree e $ 459,012

2. Assume Best Buy reports the following fiscal year income statement.

Income Statement

($ millions) 2016
Revenue $30,848
Cost of goods sold 23,122
Gross profit 7,726
Selling, general and administrative expenses 6,082
Operating income 1,644
Net interest income 77
Earnings from continuing operations before income tax 1721
expense

Income tax expense 581
Net earnings $ 1,140

Forecast Best Buy's fiscal year 2017 income statement assuming the following income statement
relations; cost of goods sold can be inferred as sales minus gross profit, and assume no change for
all other accounts not listed below.

Revenue growth
Gross profit margin
Selling, general and administrative expense / Revenue

Income tax expense/Earnings from continuing operations before income tax ___

What is the forecasted net earnings for fiscal year ended 20177

$1,268 million

$1,301 million

a
b. $1,140 million
c
d

$1,377 million
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Answer: a

($ millions) 2017

REVENUE ....ooiiiiiiiie ettt et eareea e ( $30,848 x 1124 ) $ 34,673
Cost of Go0ods SOId........ccoovviiieiiiiie e ( $34,673 x 75.0% ) 26,005
GrOSS Profit......ccccueeeeiiiiii i ( $34,673 x 25.0% ) 8,668
Selling, general and administrative expense..................... ( $34,673 x 19.7% ) 6,831
Operating INCOME ......ccoiiiiciiiiiee e e e e 1,838
Net INterest iNCOME........uuevviee i ( no change ) (77)
Earnings from continuing operations before income tax ... 1,915
INCOME tAX EXPENSE....uerieiieeeeeeiiieitieee e e e e e s eesntreee e e e e e e e nnnneees ( 1,915 x 33.8% ) 647
NEt BArNINGS .....vveieeiciiiie e $ 1,268

3. Assume that Harley-Davidson reports 2017 net operating working capital of $1,226 million and 2017

long-term operating assets of $812 million.

Forecast Harley-Davidson’s 2018 net operating working capital and 2018 long-term operating assets.
Assume forecasted revenues of $6,051 million, net operating working capital turnover of 4.63 times,
and long-term operating asset turnover of 6.99 times. (Both turnover rates are computed here using
year-end balances. Finance receivables and related debt are considered operating under the
assumption that they are an integral part of Harley’s operating activities).

a. $3,019 million net operating working capital;
b. $3,667 million net operating working capital;
c. $2,173 million net operating working capital;
d. $1,307 million net operating working capital;

Answer: d

Recall that:

$942 million long-term operating assets
$1,014 million long-term operating assets
$792 million long-term operating assets
$866 million long-term operating assets

Net operating working capital turnover = Sales / Net operating working capital
Long-term operating asset turnover = Sales / Long-term operating assets

Forecasted
net operating working capital

Forecasted
long-term operating assets

$6,051 million/ 4.63 = $1,307 million

$6,051 million / 6.99 = $866 million
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4. Assume that Nike reports 2017 net operating working capital of $2,603 million and 2017 long-term
operating assets of $1,980 million.

Forecast Nike's 2018 net operating working capital and 2018 long-term operating assets. Assume
forecasted sales of $15,389 million, net operating working capital turnover of 5.28 times, and long-
term operating asset turnover of 6.94 times. (Both turnover rates are computed here using year-end

balances.)

a. $4,747 million net operating working capital; $2,417 million long-term operating assets
b. $2,915 million net operating working capital; $2,217 million long-term operating assets
c. %$4,219 million net operating working capital; $2,198 million long-term operating assets
d. $3,876 million net operating working capital; $1,982 million long-term operating assets
Answer: b

Recall that:

Net operating working capital turnover = Sales / Net operating working capital
Net operating long-term asset turnover = Sales / Net operating long-term assets

Forecasted net operating working capital = $15,389/5.28 = $2,915 million, Forecasted net long-term
operating assets = $15,389/6.94 = $2,217 million.

5. Assume the following are the fiscal year income statement and balance sheet of Whole Foods
Market, Inc.

Income Statement

($ thousands) 2016
Sales $4,701,289
Cost of goods sold and occupancy costs 3,052,184
Gross profit 1,649,105
Direct store expenses 1,223,473
General and administrative expenses 158,864
Pre-opening and relocation costs 37,035
Operating income 229,733
Other income expense

Interest expense (2,223)
Investment and other income 9,623
Income before income taxes 237,133
Provision for income taxes 100,782
Net income $ 136,351

Continued next page
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5.

continued

Balance Sheet

($ thousands) 2016 2015
Assets

Cash and cash equivalents $ 308,524 $ 194,747
Restricted cash 36,922 26,790
Trade accounts receivable 66,682 64,972
Merchandise inventories 174,848 152,912
Prepaid expenses and other current assets 45,965 16,702
Deferred income taxes 39,588 29,974
Total current assets 672,529 486,097
Property, plant and equipment, net 1,054,605 873,397
Goodwill 112,476 112,186
Intangible assets, net 21,990 24,831
Deferred income taxes 22,452 4,193
Other assets 5,244 20,302
Total assets $1,889,296  $1,521,006
Liabilities and Shareholders’ equity

Current portion of long-term debt $ 5,932 $ 5,973
Trade accounts payable 103,348 90,751
Accrued payroll, bonus and other benefits 126,981 100,536
Dividends payable 17,208 9,361
Other current liabilities 164,914 128,329
Total current liabilities 418,383 334,950
Long-term debt, less current installments 12,932 164,770
Deferred rent liabilities 91,775 70,067
Other long-term liabilities 530 ___Léél
Total liabilities 523,620 571,368
Shareholders’ equity

Common stock 874,972 535,107
Accumulated other comprehensive income 4,405 2,053
Retained earnings 486,299 412,478
Shareholders’ equity 1,365,676 949,638
Total liabilities and shareholders’ equity $1,889,296  $1,521,006

Continued next page
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5. continued

Forecast Whole Food Market’'s 2017 income statement and year-end balance sheet using the
following relations (cost of goods sold and occupancy costs can be inferred as sales minus gross
profit; and assume no change for all other accounts not listed below). Cash balance is plug figure.

SaleS GroWEh ... 21.6%
Gross profit Margin ........c.ooouie i 35.1%
DireCt StOre EXPENSES ... .e it ittt e et e e e e e e 26.0%
General and administrative eXpenses ..........ccoevieviiiieiiiiiiinecannn. 3.4%
Pre-opening and relocation COStS ..........ocvieiiiiiiii i 0.8%
Provision for income taxes/Income before income taxes ............... 42.6%
Sales/Year-end trade accounts receivable ................ccooii i, 70.16
Cost of goods sold and occupancy costs/Year-end merchandise

AT 0] = PPN 17.54
Sales/Year-end property and equipment, net ...........cccovvviveveniennn. 4.46
Cost of goods sold and occupancy costs/Year-end trade accounts

payable ... 29.63
Sales/Year-end accrued payroll, bonus and other benefits due team

MEMDEIS L.t e e e 37.02
Dividends/Net INCOME .......cooii i e e e 40.2%
Dividends/Dividends payable .............ccccoii i 3.22

What is the forecasted cash balance at fiscal 2017 year-end?

a. $ 214 million
b. $ 416 million
c. ($ 319) million
d. $1,217 million

Answer: a
($ millions) 2017
SAIES et ( $4,701 x  1.216) $ 5,716
Cost of Goods Sold and occupancy costs........... ( $5,716 x 64.9% ) 3,710
Gross Profit........cceeeeiiiiee i ( $5,716 x 35.1% ) 2,006
Direct Store EXPENSES.......cceeevvvveeeeiiiieeeeciiee e, ( $5,716 x 26.0% ) 1,486
General and administrative exXp. ........cccceevvveeeenn. ( $5,716 x 3.4% ) 194
Pre-opening and relocation costs ( $5,716 x 0.8% ) 46
Operating INCOME ......ccceeviiiiiiiieee e e 280
INEreSt EXPENSE ...oovvvveeeieeriee e no change 2
Investment and other income .........cccccooecvvveeennn. no change (10)
Income before taX.......cccovveeeiiiii e 288
Provision for income taxes .........ccccocvvveeevivveeeenen, ( $288 x 42.6% ) 123
NEtINCOME....eviiieie e $ 165

Continued next page
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5. Answer continued

($ millions)

Cash and equivalents ..o
Restricted Cash .........ccueeiiiiiiii e
Trade accounts receivable...... ..o
Merchandise INVEeNLOMES .........c..ueiiiiie e
Prepaid expenses and other..........c.cccoiieiiieiiniiieenn.
Total CUIMTeNt ASSELS ...cciiiiiiiiiiiiee e
[ o S (T | TSR
Goodwill, other intangible assets, and other assets
TOAl ASSEES ..ottt

Current installments of long-term debt...........................
Trade accounts payable...... ...
Accrued payroll, bonus and benefits..........cccoooiiiiiii
Dividends payable ...

Other current liabilities
Total Current liabilities

Long-term debt ...
Deferred rent and other...........ccceeeeiiiiiiii e
Total [abilities ...
COMMON STOCK .....eviiiiiieii e
Accum. Other comp. INCOME.........cciiiiuiiieiiaaiiiiiieeeeenn
Retained earnings..........ccccceeiiiiiiieriees e
Stockholders' EQUILY .......ooocviviiieee e
Total Liabilities and EQUItY .........cceeevieiiiiiieriee i,

2017

computed* $ 214
no change 37
$5,716 / 70.16 ) 81
$3,710 / 17.54 ) 212

no change 46
590

$5,716 / 4.46 ) 1,282

no change 162
$ 2,034

no change $ 6
$3,710 / 29.63 ) 125
$5,716 / 37.02 ) 154

($165 x 40.2%) / 3.22 ) 21
no change 165
471

computed** 7
no change 92
570

no change 875
no change 4
computed*** 585
1,464

$ 2,034

* Total Liabilities and Equity - non-cash assets

** Beginning Long-term debt $13 - beginning Current installments of long-term debt $6
*** Beginning Retained earnings $486 + Net income $165 - Dividends $ 66 ($165 x 40.2%)
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6. Assume the following are the fiscal year income statements and balance sheets of Abercrombie &
Fitch.

Income Statement

($ thousands) 2016

Sales $2,784,711
Cost of goods sold 933,295
Gross profit 1,851,416
Stores and distribution expense 1,000,755
Marketing, general and administrative expense 313,457
Other operating income, net (5,534)
Operating income 542,738
Interest income, net (6,674)
Income before income taxes 549,412
Provision for income taxes 215,426
Net income $ 333,986

Balance Sheet

($ thousands) 2016 2015
Assets

Cash and equivalents $ 50,687 $ 338,735
Marketable securities 411,167 --
Receivables 41,855 37,760
Inventories 362,536 211,198
Deferred income taxes 29,654 39,090
Other current assets 51,185 44,001
Total current assets 947,084 670,784
Property and equipment, net 813,603 687,011
Other assets 29,031 28,996
Total assets $1,789,718 $1,386,791
Liabilities and shareholders’ equity

Accounts payable $ 86572 $ 83,760
Outstanding checks 58,741 53,577
Accrued expenses 215,034 205,153
Deferred lease credits 31,727 31,135
Income taxes payable 99,480 55,587
Total current liabilities 491,554 429,212
Deferred income taxes 38,496 50,032
Deferred lease credits 191,225 177,923
Other liabilities 73,326 60,298
Total long-term liabilities 303,047 288,253

Table continued next page
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Table continued

Balance Sheet—continued

($ thousands) 2016 2015
Shareholders’ equity

Common stock 1,033 1,033
Paid-in capital 161,678 140,251
Retained earnings 1,357,791 1,076,023
Accumulated other comprehensive (796) -
Deferred compensation 26,206 15,048
Treasury stock (550,795) (563,029)
Total shareholders’ equity 995,117 669,326
Total liabilities and shareholders’ equity $1,789,718  $1,386,791

Forecast its fiscal year 2017 income statement, its 2017 fiscal year-end balance sheet, and fiscal year
2017 statement of cash flows using the following relations (cost of goods sold can be inferred as
sales minus gross profit; assume no change for all other accounts not listed).

Net sales growth ... 37.8%
Gross profit Margin..........oooe i 66.5%
Stores and distribution expense/Net sales........................ 35.9%
Marketing, general and administrative expense/Net sales 11.3%
Other operating income, net/Net sales...............ccoeeinint. -0.2%
Depreciation/Prior year property and equipment, net........... 18.1%
Provision for income taxes/Income before income taxes...... 39.2%
Interest INCOMe, Net........ooiiiiii e no change
Net sales/Year-end receivable.............c.coiiii i, 66.53
Cost of goods sold/Year-end inventories................c..c...... 2.57
Cost of goods sold/Year-end payable............................. 10.78
Net sales/Year-end property and equipment, net................ 3.42
Net sales/Year-end accrued eXpPenSses. .......c.vevevvveeneeennnnns 12.95
Income taxes payable/Provision for income taxes............... 46.2%
DIVIENAS ... oo et et $52,218

What is the forecasted 2017 net cash flow from operating activities?

$146,780,000
$455,686,000
$603,997,000
$ 52,218,000

ooop
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Answer: c

Abercrombie & Fitch Forecasted Income Statement

($ 000s) 2017
Net SaleS.....ccooieiiiiiee e ( $2,784,711 x 1.378 ) $ 3,837,332
Cost of goods sold...........c.ouveeeieeiiiiiiiiineen. ( $3,837,332 x 33.5% ) 1,285,506
Gross Profit ........eeeeeeeeiiiiiiiiieeeee e, ( $3,837,332 x 66.5% ) 2,551,826
Stores & distribution expense................... ( $3,837,332 x 35.9% ) 1,377,602
Marketing, general and administrative

EXPENSE .ovvveeeiieeee ettt e e e e s ( $3,837,332 x 11.3% ) 433,619
Other operating income, net.................... ( $3,837,332 x -0.2% ) (7,675)
Operating iNCOME ........cooevvvveereeeeeiiiienen, 748,280
INterest iNCOME ......cooocvvviieieeee e ( no change ) (6,674)
Income before income taxes .................... 754,954
Provision for income taxes ...........cccceee..... ( 754,954 X 39.2% ) 295,942
Net iNCOME.....coiiiiiiiiiiiieeee e $ 459,012

Abercrombie & Fitch Forecasted Balance Sheet

($ 000s) 2017
Cash and equivalents ...........cccccoiiiiiiiiieeiiieees, (  computed* ) 8 146,780
Marketable SeCUNties........ooviiiiiiiieieiieeeeee, ( nochange ) 411,167
Receivables ... ( $3,837,332 / 66.53) 57,678
INVENEOTIES ...t ( $1,285,506 / 2.57) 500,197
Deferred inCOMe taxes........coooviiviiieiieeeeiiiiieeeee e, ( nochange ) 29,654
Other Current asSets .......ooooveveieieeeieiiiiieeee e ( nochange ) 51,185
Total CUITeNnt aSSetS .....coveiiiiiiiiiieeee e 1,196,661
Property and equipment, net ..........cccccoeviiiiieeneennnnn, ( $3,837,332 / 342 ) 1,122,027
Other @SSEtS ... ( nochange ) 29,031
TOtal ASSELS .uicvieiiciiecciee e, $ 2,347,719
Accounts payable ........c.ccceeeiiiiiie e, ( $1,285506 / 10.78) $ 119,249
Outstanding checks ... ( nochange ) 58,741
ACCIUEA EXPENSES ...evviiieeeieiiiiiiieaae e aeiiieeeeaa e e eeeens ( $3,837,332 / 12.95) 296,319
Deferred lease CreditS.......ccoovviiiieiieiiniiiieeeeeee, ( nochange ) 31,727
Income taxes payable..........cccoiini ( $295,942 x 46.2% ) 136,725
Total current liabilities ... 642,761
Deferred inCOMe taxes........coooviiviiieiieeieiiiiieeeee e, ( nochange ) 38,496
Deferred lease CreditS.......ccovviiiieiieeiniiiieeeeeee, ( nochange ) 191,225
Other labilities .........eeeiiiiiiiiii e ( nochange ) 73,326
Total liabilities .......ccuveieeeeii 945,808
COMMON SEOCK....ceiiiiiiiiiiiiiie e, ( nochange ) 1,033
Paid-in capital ...........ccoveiiiiiii e ( nochange ) 161,678
Retained earnings.......ccccccvveeeeviecviieeee e seieeeee e, ( computed** ) 1,764,585
Accum. other comprehensive income ...............c.e ( nochange ) (796)
Deferred compensation ...........ccccvveeveeeeevicivnineneeeeen, ( nochange ) 26,206
Treasury StOCK ......ccvvivevee e ( nochange ) (550,795)
Stockholders' equity........cccvveveeeeeiiicieeeee e, 1,401,911
Total liabilities and equity .........ccccoovveeeeiiiee e, $ 2,347,719

* Total assets $2,347,719 — Noncash assets $2,200,939 = Cash $146,780

** Beginning Retained earnings $1,357,791 + Net income $459,012 — Dividends $52,218
Continued next page
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6. Answer continued

Abercrombie & Fitch Statement of Cash Flows

(% thousands) 2017
Operating activities

NEt INCOME...cciiiiiiiiiiiie e ( from forecasted income statement ) 459,012
Depreciation.........ccccccveeeiccvie e ( $813,603 x 18.1% ) 147,262
Receivables ........ccccoveveeiiiiiec e ( $41,855 - $57,678 ) (15,823)
INVENTOTIES ....veeveeciie ettt ( $362,536 - $500,197 ) (137,661)
Accounts Payable...........cccoeeeeeeiiieiiieciecnnea, ( $119,249 - $86,572 ) 32,677
Accrued EXPENSES......ccccceeveecieecveesieeciie e ( $296,319 - $215,034 ) 81,285
Income taxes payable.........ccocoveeiieiieenenne. ( %$136,725 - $99,480 ) 37,245
Net cash flow from operating activities........... 603,997
Investing activities

Property and Equipment, net............ccccccee.. ( computed* ) (455,686)
Net cash flow from investing activities........... (455,686)
Financing activities

DIVIdENdS .....cooviiiie e (52,218)
Net cash flows from financing activities......... (52,218)
Net change incash.........ccccccciiiis 96,093
Beginning cash ... 50,687
ENding Cash ... 146,780

* Beginning PPE $813,603 - Ending PPE $1,122,027 - Depreciation $147,262
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7. Assume the following are the fiscal year income statement and balance sheets of Best Buy, Co., Inc.

Income Statement

($ millions) 2016
Revenue $30,848
Cost of goods sold 23,122
Gross profit 7,726
Selling, general and administrative expenses 6,082
Operating income 1,644
Net interest income 77
Earnings from continuing operations before income tax
expense 1,721
Income tax expense 581
Net earnings $ 1,140
Balance Sheet
($ millions) 2016 2015
Assets
Cash and cash equivalents $ 681 $ 354
Short-term investments 3,051 2,994
Receivables 506 375
Merchandise inventories 3,335 2,851
Other current assets 409 329
Total current assets 7,985 6,903
Property, plant and equipment, net 2,712 2,464
Goodwill 557 513
Tradename 44 40
Long-term investments 218 148
Other assets 348 226
Total assets $11,864 $10,294
Liabilities and Shareholders’ equity
Accounts payable 3,234 2,824
Unredeemed gift card liabilities 469 410
Accrued compensation and related expenses 354 234
Accrued liabilities 878 844
Accrued income taxes 703 575
Current portion of long-term debt 418 72
Total current liabilities 6,056 4,959
Long-term liabilities 373 358
Long-term debt 178 528
Shareholders’ equity
Preferred stock - -
Common stock 49 49
Additional paid-in capital 643 936
Retained earnings 4,304 3,315
Accumulated other comprehensive income 261 149
Total shareholders’ equity 5,257 4,449
Total liabilities and shareholders’ equity $11,864 $10,294

Continued next page
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Forecast Best Buy's fiscal year 2017 income statement, its 2017 fiscal year-end balance sheet, and
its fiscal year 2017 statement of cash flows using the following relations (cost of goods sold can be
inferred as revenue minus gross profit; and assume no change for all other accounts not listed

below).

REeVENUE OrOWEN 12.4%
Gross Profit MargiN 25.0%
Selling, general and administrative expenses/Revenue .. 19.7%
Depreciation (inc. in SG&A expense)/Prior year net property

aNd eqQUIPMI BN 18.5%
Income tax expense/Earnings from continuing operations before

INCOM e taXES 33.8%
Revenues/Year-end receivables 60.96
Cost of goods sold/Year-end merchandise inventories____ 6.93
Cost of goods sold/Year-end accounts payable._ 7.15
Revenue/Year-end net property and equipment______ 11.38
Revenue/Year-end accrued compensation and related expenses

and accrued liabilites . 25.04
Accrued income taxes/Income tax eXpense 121.0%
Dividends/Net €arNiNgS 13.2%
Long-term debt in next fiscal year $16

What is the forecasted 2017 net cash flow from investing activities?
a. $ 505 million

b. ($ 585) million

c. ($ 837) million

d. $1,928 million

Answer: c

Best Buy Income Statement

($ millions) 2017
REVENUE ....vviiiiiiiii et ( $30,848 x 1124 ) $ 34,673
Cost of Goods Sold..........c.eueeeeiiiiiiiiiie e, ( $34,673 x 75.0% ) 26,005
GroSs Profit..........eeeeiiiiiiii e ( $34,673 x 25.0% ) 8,668
Selling, general & administrative expense................ ( $34,673 x 19.7% ) 6,831
Operating iNCOME .......ccovviiiiiieee e 1,837
Net iNterest INCOME........vvvviveeeiicee e ( nochange ) 77
Earnings before tax.......cccceveeeviiciiieinee e 1,914
INCOME taX EXPENSE....evieiiiiieeeiieireeeeeiree e e stree e e eaaeeeas ( $1,914 x 33.8% ) 647
NEet €ArNINGS ....c.vveieiiiieee e $ 1,267

Continued next page
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7. Answer continued

Best Buy Balance Sheet

($ millions) 2017
Cash and equivalents ..........cccccocevveeeiiinee e, Computed * ) $ 1,186
Short-term investments........cccccooevvieeveeeennns no change ) 3,051
Receivables .......cccccvvviiiieiieee 34,673 / 60.96 ) 569
Merchandise inventories...........ccccvvveveeeeeennns 26,005 / 6.93 ) 3,753
Other current assets .........cccccveveeevevicvveenenenn, no change ) 409
Total Current ASSEtS.......ceeeevvieeeeiiieeenns 8,968
Net property and equipment...........ccccceeeeenne 34,673 / 11.38 ) 3,047
GOoOdWill ... no change ) 557
Trade NAME ..oooeeeiiiieee e no change ) 44
Long-term investments ..........cccoccvvvveeeeeeennnns no change ) 218
Other assets ......cccveeveeeei i no change ) 348
Total ASSELS ..eveveieeceiee e $ 13,182
Accounts Payable...........ccccccoeeiieiiiiiec e, 26,005 / 7.15 ) $ 3,637
Unredeemed gift card liabilities .................... no change ) 469
Accrued compensation and accrued

[IADIlItIES ...eeiveeece e 34,673 / 25.04 ) 1,385
Accrued INCOME taXesS ........oovcvvvveveeeeerisivnnnnn 647 X 121.0% ) 783
Current portion of long-term debt Given ) 16
Total Current Liabilities...........ccccevvieeee 6,290
Long-term liabilities.........ccccccevvviciiieieee s no change ) 373
Long-term debt .........ccccviivieiiiiieee e, prior year less current ) 162
Total liabilities ........cceeeeiiiieiiiiieee 6,825
CoMMON StOCK ..vevveeeviiciiiiieeee e no change ) 49
Additional paid-in capital..........ccccceeeeeriiinnnen. no change ) 643
Retained earnings.........ccccceveevvvicvinieeneeeennnnns computed  ** ) 5,404
Accumulated other comprehensive income .. no change ) 261
Stockholders' EQUItY .......ccccvveveeeeriiinne, 6,357
Total Liabilities and Equity.............ccueee... $ 13,182

* Total assets less non-cash assets

** Beginning Retained earnings $4,304 + Net income $1,267 - Dividends $167
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7. Answer continued

Best Buy Statement of Cash Flows

($ millions) 2017
Net €arnings .......ccoevvveeeeiniieee i snieeee s ( from forecasted income statement ) $ 1,267
DepPreciation.......ueccvevcccviieeeee s ccceieieeee e ( 2,712 X 18.5% ) 502
Receivables ......ccccccovvciiieeei e, ( 506 - 569 ) (63)
Merchandise inventories.............cccvveeeeeennn. ( 3,338 - 3,753 ) (415)
Accounts Payable........ccccccovvviieniieee s ( 3,637 - 3,234 ) 403
Accrued EXPENSES......cuvvveeeiiiiirieneeeeeeianinnns ( 1,385 - 1,232 ) 153
Income taxes payable............ccovcivinennnnnn. ( 783 - 703 ) 80
Net cash flow from operating activities........ 1,927
[ o N (1= o S ( computed*** ) (837)
Net cash flow from investing activities........ (837)
Long-term debt ..o, ( prior year current portion ) (418)
DIVIdENdS ....eoeeiiiiiie e ( 1,267 x 13.2% ) (167)
Net cash flows from financing activities...... (585)
Net change incash.........ccccccciiin, 505
Beginning cash ..., 681
Ending cash.......cccocoeveiiiiciiicececee $ 1,186

** Beginning PPE $2,712 — Ending PPE $3,047 — Depreciation $502
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8. Following are Cooper Company'’s sales, net operating profit after tax (NOPAT), and net operating
assets (NOA) for its year ended December 31, 2017 ($ millions).

SAIES .t $38,826
Net operating profit after tax (NOPAT) .............. 8,333
Net operating assets (NOA) .......cocevvvviieeinnns 21,694

Forecast Cooper’'s NOPAT for years 2018 and 2019 using the following assumptions:

Sales growth per year 13.50%
Net operating profit margin (NOPM) 21.46%
Net operating asset turnover (NOAT), based on NOA at December 1, 2017 1.79

a. 2018: $ 9,457 million 2019: $10,734 million
b. 2018: $ 9,458 million 2019: $11,396 million
c. 2018: $10,121 million 2019: $12,293 million
d. 2018: $ 8,732 million 2019: $ 9,319 million

Answer: a
Forecast Horizon
$ millions 2017 2018 Est. 2019 Est.
Sales* $38,826 $44,068 $50,017
($38,826 x 1.135) ($44,068 x 1.135)
NOPAT** $ 8,333 $ 9,457 $10,734

($44,068 x 21.46%) ($50,017 x 21.46%)

* Sales = Prior year sales x (1+ Growth of 13.5%)
** NOPAT = Sales x NOPM (21.46%)
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9. Following are Tribeca Inc.’s sales, net operating profit after tax (NOPAT), and net operating assets
(NOA) for its fiscal year ended May 31, 2017 ($ millions).

SAIES ..t $14,380
Net operating profit after tax (NOPAT) .............. 3,333
Net operating assets (NOA) .......cocevvvviieeinnns 13,301

Forecast Tribeca’s NOA for fiscal years 2018 and 2019 using the following assumptions:

Sales growth per year ....

Net operating profit margin (NOPM) ... e e
Net operating asset turnover (NOAT), based on NOA at May 31, 2017 ......

21.90%
23.18%
1.08

a. 2018: $24,001 million 2019: $26,532 million

b. 2018: $16,231 million 2019: $19,785 million

c. 2018: $17,529 million 2019: $21,368 million

d. 2018: $14,371 million 2019: $10,347 million

Answer: b

Forecast Horizon
$ millions 2017 2018 Est. 2019 Est.
Sales* $14,380 $17,529 $21,368
($14,380 x 1.219) ($17,529 x 1.219)

NOA*** $13,301 $16,231 $19,785

($17,529 / 1.08) ($21,368 / 1.08)

* Sales = Prior year sales x (1+ Growth of 21.90%)

*** NOA = Sales / NOAT (1.08)

Cambridge Business Publishers, ©2018

Practice Quiz Solutions, Module 11

11-17



