[bookmark: _GoBack][image: ]
image1.png
2 Scenario 2-Business Fin= X { [ The Whitiey Corporation X ' G Based on currently enact X // () The Whitiey Corporation X smim  — x
C | ® www.chegg.com/homework-help/questions-and-answers/whitley-corporation-s-year-end-december-31-october-1-2013-whitley-management-team-taking-1-g23420283 | i
B Michigan State Univ.. | = 5
Anonymous answered this
Jesse H.
° “©
Solution (a) n Brigham Young Univ...
Pre-tax accounting income 5200000
Reversal of deductible amount ($37,500)
Reversal of taxable amount $42,500
Taxable Income $205,000 GBS
Tax @ 40% $82,000
Decrease in DTA 515000
Decreasein DTL 517,000
Solution (b)
Tax expense (calculated above) $80,000
Increase in DTL
{40% 0n $50,000) 520,000
Tax expense $100,000
Solution (c)
Particulars. Purchases Postponed  Purchases Made
Accounting Income 520,000 5200000
Tax expense 580,000 5100000
Aftertaxincome. 5120000 5100000
Ofs shares 55000 55000
EPS $218 $1.82

As, evident from above, purchase of equipment in 2013 will decrease.
the EPS. Further, purchase of equipment will lead to decrease in current
‘assets (cash) and increase in long-term asses leading to decreased
current ratio and increased fixed-asset tumover rafio. AISo, increase in
DTL would lead to increased long-term liability and decreased income.
(ultimately decreased retained eamings) and increased debt-equity
ratio. And hence, purchase should be postponed.

Solution (d)

Postponing equipment purchases only to ensure better financial ratios
and financial presentations is not suggested on ethical grounds.
Capital investment decisions should only be based on business needs
to maximize retums and shareholder's wealth.
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