seCT 450 Souuttion)
Mnern | vel

QUESTION 1 (Show your work where possible)

On January 1, 20x1 your company purchased a new piece of equipment for $10,000. You estimate that
the equipment will last about 8 years and then be worth $1,400. Use this information for the
following parts of this question.

a) The straight line depreciation expense for the second year you have the equipment would be:

A $2,500 :

B $1,250 )07560 - 400
C $2,150
D $1,075 4

E $8,025 {
SR TEDY

b) The accumulated depreciation account at the end of the second year would have a balance of:
$1,250
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$2,500
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¢) The Book Value (also called net fixed assets) at the end of the second year would be:
A $7,500
B $6,450
C $7,850 = [O)WD - 2/5_0
D $10,000
E

%<
$86,000 — 7’852)
L

d) In what financial statements do each of these values from part a, b and c above appear, and what
role do they play in these financial statements?
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QUESTION 2

Listed below is information for Joe’s Manufacturing Plant, Inc. at December 31, 2008 and their balances.

The values listed for the Income Statement (e.g
values listed for the Balance Sheet (e.g., assets,
year 2008. Inventory, A/P and A/R were at a val

., revenue & expenses) are for the year ending 2008. The

liabilities and equity) are the amounts at the end of the
ue of zero at the beginning of 2008.

Accounts Payable $ 100,000
Accounts Receivable 60,000
Accumulated Depreciation {building) 40,000
Accumulated Depreciation (equipment) 20,000
Advertising Expense 15,000
Building Original Cost 200,000
Cash on Hand 59,000
Common Stock 100,000
Cost of Goods Sold 300,000
Land 20,000
Equipment Original Cost 121,000
Inventory {of goods ready to sell) 90,000

Depreciation Expense for equipment for 2008

20,000 included in accumulated depreciation above

Depreciation Expense for building for 2008

20,000 included in accumulated depreciation above

Long term loan total principle of 90,000 of which:

a) 10,000 principal is to be paid within one year.
b) 10,000 interest expense paid in the year 2008

They paid this same amount last year as well.

Rent Expense 60,000
Retained Earnings 200,000
Sales in Cash 850,000
Salary Expense 160,000
Tax Rate 30%
Dividends paid during 2008 21,500
Utilities Expense 10,000
2007 Dec 31 2008 Dec 31
Common Stock $ 40,000 $ 100,000 {from above table)
Retained Earnings S 8,000 $ 200,000 (from above table)

Total Owners' Equity $ 48,000 $ 300,000




a) Complete an Accrued Net Income Statement for the year ending 2008 including all required
adjustments. Please include tax, dividend and retained earning values in this statement (include
these values in the appropriate places of course). A basic format has been provided below. You may
require additional items, organization and formatting.

Joe’s Manufacturing Plant, Inc.
Accrued Net Income, Jan. 1 to Dec 31, 2008

Revenue
CasH SALES S=0,000
RIR snp-BEG LD -0 £L0,000
INN ENb-Bee 0 -0 4 0,010
TeraL Revenue £ joop, 000
Expenses
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b) Complete a Balance Sheet for Dec 31, 2008. Please categorize and format assets & liabilities as
current and long term. A basic format has been provided below. You may require additional

organization, items and formatting.

Joe’s Manufacturing Plant, Inc.
Balance Sheet: Dec 31, 2008
Assets Liabilities
CurRENT C(UZ\Q;?NT o0, 05D
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c) Briefly explain how the netincome and balance sheet are linked. A diagram would be beneficial to

the explanation. Hint: the term “financial progress” and statement of owner equity with values from
the parts a and b may be helpful in the explanation.
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d) Assuming you know the firm’s accrued net intome, could you use a net worth statement (and the
associated values) instead of balance sheet statement (and associated values) when completing a
Statement of Owner’s/Shareholders’ Equity? Explain why or why not? Hint: be sure you clearly

L}V outline the net worth and balance sheet statements in your explanation.
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Financial statements are important in that they are used by a large number of audiences (e.g.,
E ! shareholders, managers, creditors, investors) to assess various financial aspects of the business. What

procedures or rules (as discussed in class) are used to maintain the integrity and comparability of
financial statement information? Hint: examples of these procedures or rules are always a good idea.
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QUESTION 4
Answer the questions based upon the following information:

Company Name
Accrued Net Income
For the Year ending Dec 31, 20X1

Accrued Revenue S 500,000
Accrued Expenses S 400,000
Accrued Net income S 100,000

Company Name
Cash Flow Statement/Budget
For the Year ending Dec 31, 20X1

Net Cash Flow from Operations (S 200,000)
Net Cash Flow from Investing 0
Net Cash Flow from Financing 0
Net Cash Increase during the Year ($ 200,000) plus
Cash, beginning of year $ 250,000 equals
Cash, end of year 50,000

a) Outline three reasons as to why the accrued net income (positive $100,000) could be so different
from the net cash flow from operations (negative $200,000). Assume there are no errors or missing
values.
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b) As a business owner, which of accrued net income or cash flow budget should be considered more
important to prepare? Be sure to include a brief description of the role of each of these statements
in your answer.
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¢} Can you suggest two additional financial statements the business managers and owners may want
to develop for this business? Be sure you briefly explain why they should develop these additional
statements and what they can tell about the business from those statements.

N - BYL AT M Veue 7o DEee Do
B|s- AL AT posic Vg 10 DEne. FivaNoeL

PROATESS

QUESTION 5
Briefly describe the major differences between the following (2 to 3 major differences are fine)

a) Capital assets versus non-capital assets
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a) Depreciation expense and principal payment associated with capital assets
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a) When purchasing a capital asset you can pay for it using debt or equity. Briefly describe two pros
and two cons for each of these types of financing.
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b) How is crowd funding/crowdsourcing (such as the examples we viewed in class%%ifferent from
standard equity funding? Be sure you note how it is different for the business that is obtaining the
funds and for the person/firm providing the money.
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QUESTION 7

a) If a business has a positive net worth is it always profitable (on an accrual basis)? Please answer and
then explain your answer. Be sure to define the terms “positive net worth” and “profitable” and
provide an example of how this specific scenario can occur in the explanation.
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List the 5 Cs of credit. Are all the 5Cs applicable to the Dragons’ Den scenarios we have viewed in class?
Explain.
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QUESTION 9

a) Assume Firm AA is selling a product for $2 each. The variable cost associated with producing and

selling the product is 60 cents. Assume that the fixed cost related to the product is $1000. What is
the breakeven point?
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b) What is the breakeven price for Firm AA if the business believes that it can sell 500 units? Use the
same fixed and variable cost from part a).
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¢} Asecond firm called Firm BB has decided to decrease their fixed cost and hire more labour that

works on a per unit basis (e.g., Variable cost) and has a structure as follows:
They are selling a product for $2 each. The variable cost associated with producing and selling the

; product is 75 cents. Assume that the fixed cost related to the product is $500. What is their
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d) Calculate the operating leverage for Firm AA and Firm BB, given that they expect to increase their
sales from 800 units to 1600 units in the next year. Use a price of $2 for each firm. Fixed and variable

costs for each firm can be obtained from parts a and c.
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e} Which of firms is better off regarding operating leverage and which of the firms is better off
regarding breakeven units? Under what circumstances are they better off?
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f) Aunt Gertrude (an owner in Firm AA) is demanding dividends of 2000 each year. How will this affect

the breakeven point? Yes, | want a number! RM d [\(\ d ‘ M _,h) FC/
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