TANNER CORPORATION
Balance Sheet
December 31
Currentassetst = o .
Cash.o.. L0 T $ - 2
Accounts receivable,net. .. ... ... ... ... SRR

Bonds payable, 10%%
Total liabilities . , . .
Stockholders’ equity:

Common stock, $2.50 pa_ value. ..., ., ?
Retained earnings . ... ... 5. .. ..., .. ; ?
Total stockholders’ equity. .. ... %, ... . ?
Total liabilities and stockholders’ equit !

a. Selected financial ratios computed from the state £s above are giveg below:

f
Currentratio. ... & ... ... .. .. 240 to |
Acid-test {quick

............ 6.0 times
........... 0875t |

¥ year were on account,
se o the income statement relates 1o the bonds payable; the amount of bonds our-
Aot change throughout the year,

o changes in the number of shares of common stock outstanding during the vear,
balances at the beginning of the current year (fanuary 1) were as follows:

b, Al sales during
¢, The interest ex

standing di
d.  There we,

| Accounts receivable. ..., ... $160,000
[ Inventory. ..., ... .., TP $280.,000
§ Totatassets................ .. $1,200,000

Required:

Compute the missing amounts on the compiny’s financial statements. (Hint: You may find it helpful 1o
think about the diffe mrent zatio and the acid-test ratio )

Building Your Skills

-

ETHICS CHALLENGE (LO3)

Mountain Aerosport was founded by Jurgen Prinz to produce
Up to this point. Jurgen has financed the company from his o
ever, Jurgen now faces a cash crisis. In the vear just ended, an
had developed just as the company was beginning production for the Christmas season. lurgen had bheen
assured by his suppliers that the steel would be delivered in time to make Christmas shipments, but the sup--
pliers had been unable to fully deliver on this promise. As a consequence, Mountain Aerosport had large
stacks of unfinished skis at the end of the year and had been unable to fiil all of the orders that had come
in from retailers for the Christmas season, Consequently, sales were helow expectations for the vear, and
Jurgen does not have enough cash 1o pay-his ereditors: o B T

a ski he had designed for doing aerial tricks.
Wh savings and from retained profits. How-
acute shortage of a vital tungsten steel alloy
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~ Well before the dcéounts 3pavab1<: were fo become due Jurgen ws;ted a ?oeal i}ank and znqmred about
obtaining a loan. Th officer at the bank assured Jurgen that there shouid rict be any problem getting
a Ioan to pay Off h nts payablewpmwdm g that on his most receni financial statements the current
test ratio was above 1.0, and net operating income was at least four times the
mterest on the prepa_s;é an. Jurgen promised 1o return later with a copy of his f’ina:ac;al staternents.
Jurgen would like t p}y for a $120 thousand six-month loan bearmg an mtercsi rate of 10% per
vear. The una ] 'ria of ihe company appear bﬁiew

MOUNTAIN AﬁROSPOR’T
Comparative Balance Sheet
As of December 31, This Year and Last Year
{in thousands of dollars)

This Year LastYear

MOUNTAIN AERQOSPORT
Income Staternent
For the Year Ended December 31, This Year
(in thousands of doflars)

.............

R AU I A,

_'i,ess income taxas {39%} :
: !Qe{ma@me ;.




Building Your Skills

Required:

t. Based on the above unaudited financial statements and the statement made by the loan officer,

would the company qualify for the loan?

2. Last year Jurgen purchased and installed new, more efficient equipment o replace an older heat-
treating furnace. Jurgen had originally planned 1o sefl the oid equipment but found that it is still
needed whenever the heat-treating pracess is a bottleneck. When Jurgen discussed his cash flow
problems with his brother-in-law, he suggested to Jurgen that the old equipment be sold or at least
reclassified as inventory on the balance sheet since it could be readily sold. At present, the equip-
ment is carried in the Property and Equipment accouat and could be sold for its net book value of
$68 thousand. The bank does not require audited financial statements. What advice would you give
1o Jurgen concerning the machine?
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EAMWORK INACTION (LOT,LO3, LO3,104)

Obtain the most recent annual report or SEC filing 10-K of a publicly traded company that interests you. It
may be a focal company or it may be a company in an industry that you would fike to know more about,
Using the annual report, compute as many of the financial ratios covered in this chapter as you can for at
st the past two years. This may pose some difficulties—particularly since companies often use different
i$ for many income staternent and balance sheet items than were shown in the chapter. Nevertheless, do
that you can. After you have computed the financial ratios, summarize the company’s performance
nt year. Has it improved, gotten worse, or remained about the same? Do the ratios indicate any
lems or any areas that have shown significant improvement? What recommendations, if any,

the \
for the ¢
potential pré
would you malgto a bank about extending short-term credit to this company? What recommendations, if

1o an insurance company about extending long-term credit to this company? What
', would you make to an investor about buying or selling this company's stock?

any, would vou
recommendations, i

COMMUNICATING IN P
Typically, the market price o
that it has not met analysts” expe
analysts’ revenue and earnings proj
sometimes record revenue that has not 'y

CTICE (LO+,LO2,L03,L04)

spares of a company’s stock takes a beating when the company annou
1ons. As z result, many companies are under a lot of pressure t
tions, To manage (that is, to inflate or smooth) earmings, pnagers
been earned by the company, delay the recagnition f expenses

arnings management swept over the capi
igr examples illustrate how compan

earnings; revenue from multivear contracts had been r
the lives of the related contracts as required by GAAP.
that it had restated its earnings; $7 million of revenue had be
been promised that they could retun the products purchased. A
Online overstated its net income during 1994, 1995, and 1996. |
of the company’s accounting practices, the SEC levied a fine of $
anpouncement of the fine levied on AOL, Helane Morrison, heg (s San Francisco office, reem-
phasized that the investigation of misleading financial staterpénts is a top priegity for the agency. | Sources:
Jeff Shuttleworth, “Tnvestors Beware: Dot.Coms Often L Accounting Tricks % Business Journal Serving
San Jose & Silicon Vidley, Aprit 14, 2000, p. 16; Da
{SA Today, May 16, 2000, p. 3B.]

(00, Legdto Systems Inc. announced
orded because customers had
scussed in this chapter, America
¥ 2000, upon completing its review
Hillion against AOL. Just prior to the

Required:
Write a memorandum to your instructor thaFanswers the following questions. Use headings to
information presented in the memorandupd’ Inclede computations o support your answers, when ap

I. Why would companies be tempfed to manage carnings? \

2. If the earnings that are repa by a company are misstated. how might this impact business deci- .
sions made about that copfpany (such as the acquisition of the company by another business)?

3. What ethical issues, if #ny, arise when a company manages Hs earnings?

and financial analysts tend to view the financial statements of a company that
) manage its earnings in the past?

4. How would invest
has been known

TAKING ITTOTHE NET

As you knowrthe World Wide Web ts 2 medium that is constantly evolving. Sites come and go and change
without npfice. To enable periodic update of site addresses, this problem has been posted to the texthbook
websit anhg com/benler. Affer accessing the site, enter the Student Conter and select this chapter,

{w
and vomplete the Taking Tr o vhe Nerproslem.




