UNIVERSITY OF ONTARIO INSTITUTE OF TECHNOLOGY
BUSI 1130—Introductory Financial Accounting
WINTER 2019

Face-to-face hand-in assignment #8

Submission Requirements
· You must hand in your face-to-face submissions on Blackboard prior to the start of class.  Late submissions will not be accepted.
· Face-to-face assignments must be typed.
· You must attempt to answer all questions, including any required calculations, in order to receive a passing grade.
· YOU MUST WORK ON YOUR OWN.  INSTANCES OF PLAIGARISM WILL BE TAKEN SERIOUSLY.

Part I:
1. Using Metro Financial Statements calculate the following ratios for 2018:
a. Debt to Equity Ratio
	Debt to equity
	 
	 

	 
	Total debt/Total equity

	 
	Total debt
	 
	5266.23

	 
	Total equity
	 
	5656

	 
	Ratio
	 
	0.93

	 
	 
	 
	 



b. A/P Turnover Ratio
	  A/P Turnover Ratio
	 

	 
	Cost of sales/Accounts payable

	 
	Cost of sales
	 
	13329.5

	 
	Accounts payable
	 
	1358.5

	 
	Ratio
	 
	9.8119249



c. A/P Payment Period
	Payment period
	 
	 

	 
	365/A/P turnover ratio

	 
	Turnover ratio
	 
	9.8119249

	 
	Payment period
	 
	37.199632

	 
	 
	 
	 





2. What is are the interest rates on Metro’s Non-current Debt in 2018. Which debt instrument has the highest interest rate and why do you think that is? How much has to be repaid in 2020?
The interest rates on the non-current debt is 13%. The debt instrument having the highest interest is the obligation under finance lease bearing interest at 7.71%
The amount to be repaid in 2020



3. What are the commitments that Metro has and which is also considered a liability?
The Commitments that Metro had that may also be included as a liability include a lease commitments.

4. What contingencies and guarantees is Metro exposed to and are they liabilities? 

The contingencies that the company is exposed to include loan receivables which exposes the company to credit risk.
Part II:


1. You are provided the following information about two companies, Naicam Ltd. and Riverton Inc.
 
[image: ]

Required:

a) Calculate the debt-to-equity ratio and the interest coverage ratio for each company.
Debt to equity ratio=  Total debt/Equity
Naicam=   1950000/808000=2.41
Riverton Inc. =4875000/3875000 =1.26
Riverton is much better in terms of long-term investment since it has more assets, and less liability. The debt to equity ratio indicate that both firms have much of their operations financed through debt. However, Riverton is much safer since the proportion financed through debt is not much and the firm can still redeem its image by reducing the debt proportion.
b) [bookmark: _GoBack]Which company do you think would be considered a safer investment by a long-term lender? Explain.
Riverton is much better in terms of long-term investment since it has more assets, and less liability. The debt to equity ratio indicate that both firms have much of their operations financed through debt. However, Riverton is much safer since the proportion financed through debt is not much and the firm can still redeem its image by reducing the debt proportion


2. What are bond discounts and premiums? Why bonds are sometimes sold at a discount or premium?
Bond discounts are the amounts through which the principal amount due at the maturity date is higher than the market price of the bond. Bond premiums are the types of bonds that trade on the value that is beyond the par value. Whenever the bond trades at a premium, it offers a premium that is higher than the interest rate since the investors need a higher yield and have no problem paying for it. 

3. What are covenants and why are they restrictive? Why are covenants sometimes included as part of debt agreements? How does a borrower benefit from a restrictive covenant? Why would a borrower prefer to avoid having restrictive covenants in loan agreements, assuming no changes in the other terms of the loan?
A covenant is a promise dealing with the financial promises. The company may enter into a covenant as part of an agreement with the lenders. In finance the covenants relate to the financial contracting such as loan documents which states that limits of which the borrower can access the loan amount. The lenders need covenants to protect themselves from the borrowers defaulting on their payment. The covenants are restrictive to ensure that the agreement made binds the parties involved. I is for the reason that they are used as part agreements by the lenders. The borrowers benefit from the restrictive covenants through the interest cost. The covenants attract low interest cost. However, the borrowers avoid the covenants since they have difficult terms when it comes to repayment. 

4. On January 1, 2018, GamePro, issued a $1,000,000 face value, 5-year bond with a stated coupon rate of 5% at an effective rate (Yield to Maturity) of 4%. The bond was sold for $1,044,913. Interest is paid semi-annually on July 1 and December 31. GamePro uses the effective-interest method of amortization.

Prepare the amortization table for the life of the bond.
(Hint: the initial purchase and 1st period interest payment has been provided)

	Interest
	
	5%
	
	
	
	
	

	Loan amount
	1000000
	
	
	
	
	

	Coupon
	
	4%
	
	
	
	
	

	
	
	
	
	
	
	
	

	 
	Semi Annual
	 
	Coupon
	Interest
	Premium Amort
	 
	Carrying

	 
	Date 
	 
	Payment
	Expense
	Amount
	 
	Amount

	 
	Jan-01 2018
	 
	 
	 
	 
	 
	1,044,913

	 
	Jul-01 2018
	 
	25000.00
	20898.26
	4101.74
	1040811.3
	1,040,811

	 
	Dec-18
	 
	25000.00
	20816.22
	4183.78
	1036627.2
	1,036,627

	 
	Jul-19
	 
	25000.00
	20732.54
	4267.46
	1032359.8
	1,032,360

	 
	Dec-19
	 
	25000.00
	20647.20
	4352.80
	1028007
	1,028,007

	 
	Jul-20
	 
	25000.00
	20560.14
	4439.86
	1023567.1
	1,023,567

	 
	Dec-20
	 
	25000.00
	20471.34
	4528.66
	1019038.4
	1,019,038

	 
	Jul-21
	 
	25000.00
	20380.77
	4619.23
	1014419.2
	1,014,419

	 
	Dec-21
	 
	25000.00
	20288.38
	4711.62
	1009707.6
	1,009,708

	 
	Jul-22
	 
	25000.00
	20194.15
	4805.85
	1004901.7
	1,004,902

	 
	Dec-20
	 
	25000.00
	20098.03
	4901.97
	999999.78
	1,000,000

	 
	Jan-21
	 
	25000.00
	20000.00
	5000.00
	994999.78
	995,000

	 
	 
	
	
	
	
	
	

	
	
	
	
	
	
	
	





5. On July 15, 2018, Spring Inc. will be making a $40,000,000 bond issue to public investors. The bond matures in seven years on July 14, 2025, has a coupon rate of 4 percent, and pays interest annually on July 14. Determine how much Spring will receive in proceeds from its bond if the effective interest (yield to maturity) rate when the bond is issued is

a) 3 percent
b) 4 percent
c) 5 percent

Hint: Here are some videos you can watch to help you out:
https://www.youtube.com/watch?v=JZq0w7nJaTU
https://www.youtube.com/watch?v=eSH5CkVJDR8
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Naicam Ltd. Riverton Inc.
Total assets 82,758,000 88,750,000
Total abiles 1,950,000 4,875,000
Total shareholders’equity 808,000 3,475,000
Netincome 352,00 1,015,000
Income tax expense 62,118 9,118
Interest expense 175,000 221,000





