Part Ill Quiz Solutions

I. Use the following information to make
a December 31, 1999, classified balance
sheet for Slow Clean Laundry. Income
was $100,000 and dividends of $40,000
were paid to owners of common stock.

Note: The stockholders' equity section
of next year's balance sheet will show
a retained earnings beginning balance
of $60,000. Income minus dividends
for the year will be added to this figure.

Il. Complete a December 31, 1998,
statement of cash flows for
Netcon Corporation.
A. Net income for 1998 was $490,000.
B. Dividends of $100,000 were paid.
C. Depreciation expense for 1998
was $100,000.

D. Analysis

1. Cash flows from operations
were only 50.6% of income.

2. The culprit was a 50%
increase in inventory. Perhaps
they got a tremendous buy.
Maybe the business is expanding.
This is logical because equity
increased by more than $1 million.

3. The purchase of assets was paid
for by the sale of common stock.
Debt financing is the alternative.

Slow Clean Laundry
Balance Sheet
December 31,1999
ASSETS
Current Assets
Cash $22,000
Accounts Receivable $21,000
Allowance for Bad Debts _1.000 20,000
Prepaid Expenses 2,000
Inventory ~9.000
Total Current Assets $53,000
Property, Plant, and Equipment
Land $100,000
Equipment $190,000
Less: Accumulated 10.000 180.000 280,000
Depreciation
Total Assets $333,000
LIABILITIES
Current Liabilities
Accounts Payable $19,900
Salaries Payable 2,100
Taxes Payable $11.000 $33,000
Total Current Liabilities
Long-Term Liabilities
Bonds Payable 60.000
Total Liabilities $93,000
STOCKHOLDERS' EQUITY
Common Stock $145,000
Contributed Capital in Excess
of Par, Common Stock 35.000
Total Contributed Capital $180,000
Net Income $100,000
Dividend 40.000
Retained Earnings 60.000
Stockholders' Equity 12/31/99 240.000
Total Liabilities and
Owner's Equity $333,000
Netcon Corporation
Statement of Cash Flows
For Year Ended December 31, 1998
Cash Flows From Operating Activities
Net Income $480,000
Accounts Receivable Increased ($400,000)
Prepaid Expenses Increased (5,000)
Inventory Increased (400,000)
Depreciation, a Noncash Expense 100,000
Accounts Payable Increased 417,000
Salaries Payable Increased __5.000 (283.000)
Net Cash Flow From Operating Activities $207,000
Cash Flows From Investing Activities
Fixed Assets Purchased ($670,000)
Cash Flows From Financing Activities
Paid Dividend (100,000)
Sold Common Stock 663,000 (107.000)
Net Increase (Decrease) $ 100,000
Cash Beginning of Period 1,100,000
Cash End of Period $1,200,000
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