	Ex. 2–11
	OPPENHEIMER Company
Statement of Cash Flows
For the Month Ended October 31, 2002

	
	Cash flows from operating activities:

	
	
	Cash received from revenues

	
$
10,000
	

	
	
	Cash paid for expenses

	

(7,200)
	

	
	
	Net cash provided by operating activities

	                           $2,800

	
	Cash flows from investing activities:

	
	
	Cash paid for equipment

	(2,500)

	
	Cash flows from financing activities:

	
	
	Cash received from sale of capital stock

	
$
6,000
	

	
	
	Cash used to repay bank loans

	

(2,000)
	

	
	
	Net cash provided by financing activities

	

4,000

	
	Increase in cash

	
$
4,300

	
	Cash balance, October 1, 2002

	

3,450

	
	Cash balance, October 31, 2002

	
$
7,750


CHAPTER 2
HOMEWORK ANSWERS

	Ex. 2–13
	BURDETTE Company
Income Statement
For the Month Ended August 31, 2002

	
	Service revenues

	$15,000

	
	Expenses

	  7,500

	
	Net income

	$ 7,500

	
	The following four items represent cash flows, but are not revenues or expenses that should be included in the income statement:

· Investment by stockholders
· Loan from bank
· Payments to long-term creditors
· Purchase of land


	Ex. 2–16
	Note to instructor: Many examples of steps to improve the financial statements could be cited. The ones listed below are those that the authors believe are most likely to be identified by students.

	
	Steps to Window Dress
	
	Impact on Financial Statements*

	
	Delay cash payment of expenses at year-end (assume expense already incurred)
	
	BS—Higher cash balance

IS—No impact

SCF—Higher cash from operating activities

	
	Accelerate payment of liabilities at 
year-end
	
	BS—Reduced cash and liability balances

IS—No impact

SCF—Lower cash balance

	
	Delay purchase of equipment (or other noncurrent asset)
	
	BS—Higher cash balance

IS—No impact

SCF—Lower cash used in investing activities

	
	Year-end investment by owner
	
	BS—Higher cash and owners’ equity balances

IS—No impact

SCF—Higher cash flow from financing    activities

	
	Year-end borrowing
	
	BS—Higher cash and liability balances

IS—No impact

SCF—Higher cash flow from financing activities 

	
	Acceleration of credit sales at year-end
	
	BS—Higher receivables and owners’ equity balances

IS—Higher sales and net income

SCF—No impact (assuming receivables not 
           collected)

	
	*BS = Balance sheet; IS = Income statement; SCF = Statement of cash flows


	Ex. 2–17
	a.
	The company has a net income (earnings) of $75,737 thousand for the year ended December 31, 2000.

	
	b.
	Cash balances at the beginning and end of the year were:

	
	
	End
	$60,882 thousand

	
	
	Beginning
	 88,504 thousand

	
	
	Decrease
	$27,622 thousand

	
	
	Major causes of the decrease in the amount of cash are the purchase of investments and the acquisition of another business, all of which are investing activities. Financing activities also caused cash to decrease, primarily due to the repurchase and retirement of capital stock.

	
	c.
	The largest asset is machinery and equipment ($183,858 thousand before depreciation). The largest liability is accrued liabilities (expenses) ($33,336 thousand). 

	35 Minutes, Medium
	Problem 2–7

The OVEN bakery
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THE OVEN BAKERY

Balance Sheet

August 1, 2002

 

Assets

Liabilities & Owners’ Equity

 Cash

$

6

9

4

0

 Liabilities:

 Accounts receivable

1

1

2

6

0

Notes payable

$

7

4

9

0

0

 Supplies

7

0

0

0

Accounts payable

1

6

2

0

0

 Land

6

7

0

0

0

Salaries payable

8

9

0

0

 Building

8

4

0

0

0

Total liabilities

$

1

0

0

0

0

0

 Equipment & fixtures

4

4

5

0

0

 Owners’ equity:

Capital stock

8

0

0

0

0

Retained earnings

 

4

0

7

0

0

 Total

$

2

2

0

7

0

0

 Total

$

2

2

0

7

0

0


Retained earnings ($40,700) = Total assets ($220,700), less total liabilities ($100,000) and capital stock ($80,000).


[image: image2.wmf] b.

THE OVEN BAKERY

Balance Sheet

August 3, 2002

 

Assets

Liabilities & Owners’ Equity

 Cash

$

1

4

4

9

0

 Liabilities:

 Accounts receivable

1

1

2

6

0

Notes payable

$

7

4

9

0

0

 Supplies

8

2

5

0

Accounts payable

7

2

0

0

 Land

6

7

0

0

0

Salaries payable

8

9

0

0

 Building

8

4

0

0

0

Total liabilities

$

9

1

0

0

0

 Equipment & fixtures

5

1

7

0

0

 Owners’ equity:

Capital stock

1

0

5

0

0

0

Retained earnings

 

4

0

7

0

0

 Total

$

2

3

6

7

0

0

 Total

$

2

3

6

7

0

0


	
	Problem 2–7

The OVEN bakery (concluded)  
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THE OVEN BAKERY

Statement of Cash Flows

For the Period August 1–3, 2002

 Cash flows from operating activities:

 

Cash payment of accounts payable

$

(

1

6

2

0

0

)

Cash purchase of supplies

(

1

2

5

0

)

Cash used in operating activities

$

(

1

7

4

5

0

)

 Cash flows from investing activities:

None

 Cash flows from financing activities:

Sale of capital stock

$

2

5

0

0

0

 Increase in cash

$

7

5

5

0

 Cash balance, August 1, 2002

6

9

4

0

 Cash balance, August 3, 2002

$

1

4

4

9

0


	c.
	The Oven Bakery is in a stronger financial position on August 3 than it was on August 1.

	
	On August 1, the highly liquid assets (cash and accounts receivable) total only $18,200, but the company has $25,100 in debts due in the near future (accounts payable plus salaries payable).

	
	On August 3, after additional infusion of cash from the sale of stock, the liquid assets total $25,750, and debts due in the near future amount to $16,100.

	Note to instructor: The analysis of financial position strength in part c is based solely upon the balance sheets at August 1 and August 3. Hopefully, students will raise the issue regarding necessity of information about operations, rate at which cash flows into the business, etc. In this problem, the improvement in financial position results solely from the sale of capital stock.


	40 Minutes, Strong
	Problem 2–8

the FOSTER SODA shop
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THE FOSTER SODA SHOP

Balance Sheet

September 30, 2002

 

Assets

Liabilities & Owners’ Equity

 Cash

$

7

4

0

0

 Liabilities:

 Accounts receivable

1

2

5

0

Notes payable

$

7

0

0

0

0

*

 Supplies

3

4

4

0

Accounts payable

8

5

0

0

 Land

5

5

0

0

0

Total liabilities

$

7

8

5

0

0

 Building

4

5

5

0

0

 Owners’ equity:

Capital stock

5

0

0

0

0

 Furniture & fixtures

2

0

0

0

0

Retained earnings

 

4

0

9

0

 Total

$

1

3

2

5

9

0

 Total

$

1

3

2

5

9

0


	*Total assets, $132,590, less owners’ equity, $54,090, less accounts payable, $8,500, equals notes payable.
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THE FOSTER SODA SHOP

Balance Sheet

October 6, 2002

 

Assets

Liabilities & Owners’ Equity

 Cash

$

2

9

4

0

0

 Liabilities:

 Accounts receivable

1

2

5

0

Notes payable

$

7

0

0

0

0

 Supplies

4

4

4

0

Accounts payable

1

8

0

0

0

 Land

5

5

0

0

0

Total liabilities

$

8

8

0

0

0

 Building

4

5

5

0

0

 Owners’ equity:

Capital stock

8

0

0

0

0

 Furniture & fixtures

3

8

0

0

0

Retained earnings

 

5

5

9

0

 Total

$

1

7

3

5

9

0

 Total

$

1

7

3

5

9

0



[image: image6.wmf]THE FOSTER SODA SHOP

Income Statement

For the Period October 1–6, 2002

 Revenues

$

5

5

0

0

 Expenses

(

4

0

0

0

)

 Net income

$

1

5

0

0


	
	Problem 2–8

the FOSTER SODA shop (concluded)



[image: image7.wmf]THE FOSTER SODA SHOP

Statement of Cash Flows

For the Period October 1–6, 2002

 Cash flows from operating activities:

 

Cash received from revenues

$

5

5

0

0

Cash paid for expenses

(

4

0

0

0

)

Cash paid for accounts payable

(

8

5

0

0

)

Cash paid for supplies

(

1

0

0

0

)

Cash used in operating activities

$

(

8

0

0

0

)

 Cash flows from investing activities:

None

 Cash flows from financing activities:

Cash received from sale of capital stock

$

3

0

0

0

0

 Increase in cash

$

2

2

0

0

0

 Cash balance, October 1, 2002

7

4

0

0

 Cash balance, October 6, 2002

$

2

9

4

0

0


	c.
	The Foster Soda Shop is in a stronger financial position on October 6 than on September 30. On September 30, the company had highly liquid assets (cash and accounts receivable) of $8,650, which barely exceeded the $8,500 in liabilities (accounts payable) due in the near future. On October 6, after the additional investment of cash by stockholders, the company’s cash alone exceeded its short-term obligations.

	

	


	35 Minutes, Strong
	Problem 2–9

BERKELEY playhouse
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BERKELEY PLAYHOUSE

Balance Sheet

September 30, 2002

 

Assets

Liabilities & Owner's Equity

 Cash

$

1

6

9

0

0

 Liabilities:

 Accounts receivable

7

2

0

0

Notes payable

$

1

5

0

0

0

 Props and costumes

1

8

0

0

0

Accounts payable

3

9

0

0

 Lighting equipment

9

4

0

0

Salaries payable

4

2

0

0

Total liabilities

$

2

3

1

0

0

 Owner’s equity:

Helen Berkeley, capital

2

8

4

0

0

 Total

$

5

1

5

0

0

 Total

$

5

1

5

0

0


b. 

	b.
	(1)
	The cash in Berkeley’s personal savings account is not an asset of the business entity Berkeley Playhouse. Therefore, it should not appear in the balance sheet of the business. The money on deposit in the business bank account ($15,000) and in the company safe ($1,900) constitute cash owned by the business. It is not necessary to state separately in the balance sheet amounts of cash at different locations; thus, the cash owned by the business at September 30 totals $16,900.

	
	(2)
	Only the amount receivable from Artistic Tours ($7,200) should be included in the company’s accounts receivable as of September 30. The amounts expected from future tickets sales do not relate to completed transactions and are not yet assets of the business.

	
	(3)
	The props and costumes should be shown in the balance sheet at their cost, $18,000, not at just the portion of the cost that was paid in cash. The $15,000 note payable is a debt of the business arising from a completed purchase transaction. Therefore, it should be included among the company’s liabilities. The date at which this liability must be paid is not relevant.

	
	(4)
	The theater building is not owned by Berkeley Playhouse. Therefore, it is not an asset of this business entity and should not appear in the balance sheet.

	
	(5)
	The lighting equipment is an asset of the business and should be valued in the balance sheet at its cost, $9,400.

	
	(6)
	As the automobile is not used in the business, it appears to be Berkeley’s personal asset rather than an asset of the business entity. Therefore, it should not be included in the balance sheet of the business. (Note: The advertised sales price of a similar automobile would not be an appropriate valuation figure even if the automobile were to be included.)

	
	(7)
	The accounts payable should be limited to the debts of the business, $3,900, and should not include Berkeley’s personal liabilities.


	
	Problem 2–9

BERKELEY playhouse (concluded)

	
	(8)
	The amount owed to stagehands for work done through September 30 is the result of completed transactions and should be included among the liabilities of the business. Even if agreement has been reached with Mario Dane for him to perform in a future play, he has not yet performed and, therefore, is not yet owed any money. Thus, this $25,000 is not yet a liability of the business.

	
	(9)
	Owner’s equity is not valued at either the original amount invested or at the estimated market value of the business. In fact, owner’s equity cannot be valued independently of the values assigned to assets and liabilities. Rather, it is a residual figure—the excess of total assets over total liabilities. (If liabilities exceed assets, owner’s equity would be a negative amount.) Thus, the amount of Berkeley’s capital should be determined by subtracting the corrected figure for total liabilities ($23,100) from the corrected amount of total assets ($51,500). This indicates owner’s equity of $28,400.


	30 Minutes, Medium
	Case 2–2

most any annual report will do


This case is intended to acquaint students with the financial statements and annual report of a publicly held company of their (or your) choice. As students will select various reports, we cannot provide a solution. Although this case is unstructured, most students find it very interesting. It makes the introduction to the financial reporting process real.

Note to instructor: From a practical point of view, the usefulness of this case is dependent upon the ready availability to students of annual reports. Most large libraries have a substantial file of annual reports. Also, many companies’ financial statements are readily available on the Internet. In our classes, we hand out annual reports from our own collection. (The reports need not be current—most any will do.) After students have completed the case, we discuss in class various features of the reports and the financial reporting process. (If you use your own reports, remember to retrieve them quickly.)

Our 30-minute time estimate is adequate for answering the questions raised in the case, but it does not provide for time that a student may spend in locating an annual report.
4
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