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" malected infarmaticn from the finmancial statements
of Tell ﬂ.ﬂ.ﬁuﬁ.:u__ Lollaws:

Deli Coorpany
TAPRENT asteTs SEOTON OF
DALAMCE CHEETS
fine lhopeands o dollars)

DECEMETH 3t -
1497 1HuE
L. R 3 7000 3 70
Markslable securifiss 21 20sd, whith appmetmades
Acoounis receivable, met of allowases for doubtfll
ACCCHIDIE . . e mirr A La. L EiErEaFAIRAR IR 21, LD 19 00K
IEWBRILANSS . <4 v imsaimr e m e e st ammi e pee e 253 KM LU AL
Pregaid expenses cerras AL 4500
Tom! cumeat asacke. .. .., 1E00,000 5332000
STATEREZNTS OF aGOME
fin 1eanda of dollars)
YEAR ENDED DEGCEMEER 3t
1ean 1s0e
1= 3 1.200,000 £1.0HD, DG
Costs aml cxpenses;
Crat of greds sabd o oo ee e e e 3 BE0O00 & £00,000
Bellng, penedd, asut sdrmniseracee cepenses 14T 0 120, (¥}
0 . A 1 et 24,000 IR 300
Tosal costs and EXPADSEE &0 vetsisianiinis 1,191,000 5 [936.300)
Teveoomes Fram conbnming opeetions b=fogs
LT R F L R - <N | 14 41,700
Tnpome flom coniiming cperations. . ... § 42100 3 36400
Comulative effedt of change in estimates of
sabvage valoes of property, plap, and .
equipnical, Jess applicable inotme jases of
BESOEOF .o — §3.0HTY
[ LTI 3 41300 5 3500
e
Barnings pet shars of commman susck:
Income Eonn coBEOUing operarions oo o v. vy .. . $3.64
Comelatve effed of chaope m exlimnles of
sabvage values of profesty, plasl, acd
equipnent, less spplicoble Doome fasce .o — {-3H
MEL IRBEHAIE s e vmvm e sr ot o b e et 54.1] 3.9

Selecied infarmation ioom the tununary of significars accougling prlicies in the nows 10 the

firemejal satemsms of the Dell Comnany i &2 fedlews:

Invenlories: Joventicie ame stied ab dhe lower 9F cost {FIFON of nsacker.

Bwslened ingomme tane Thefemmd Snpome panes arise from liming differencez when profic or
expenses ae inchided i wable intome on ths income s =um ke ar carlice than they s
inviuded in the Aalemetd of ienme., Such timing diffeprnees =lale principally to deprecialica.
A poovisio for defomed nenwe daxes of 36,700,000 iot397and 6,300 003 Inl99¢ s
lochded i b scemsrts of Bcoms o “'Okee, oot

Beboctedd inforrnatan Trean oher noles 1o the financiel statements of e Tieil Company is 25

Tollaws:

Invembagiss; Tnveraosics are compris=d of the Fellowing:

DECEMOER 31
i3

1085

ueEanls of Jollars)

Finished goods .o oae oo il i 176,000 15,000
Ciogtads 3n PRCEsT .o e 13,00 L, Ok
By MALCralS v v verwt o e i rar im s 43,0300 LA
B 06

uummbﬁ.

Irvereeries s Densmber 3, 199 Tusns roduced Froom a copl of FE02 O 000 19 9 market

vadue of JE5E, 000000 undar the dicect invenary rduction methgd, The oo of inverionies at
Drgcember 31, 131G approsionated their markst valke.

Arvaumting chanpe: Daring the third quanee of 1596 Dell Company revized earlier 2=9males

of solwage values for i propay, plane, and squipawol. This chanps in sccounting mduced
e 3,99 0nel incgmoy by 53,000,000 ($0.2% por share).

REQUIREL

L. Are tnventicics aoed b pelated oot of gocds sold presanied apprepriacely? Explain why or
”ﬁwﬁr 1 ik preseciation iz won agrepeiale, specify the appripriale prosenlation and expdsio
2 ) What zr the pomponesits of the quitk fecid-aes) T

b} Hew shaudd she qoick ratip be wied?

3. )5 the provision dor defermed ineame eaxes preent=d appropriarely? Explait why or ahy
R__h. O the peeseniation is nen apgropriate, specily e appraprinte presenmiien and £xpluin
Wiy

4. 13 tht seetuciing change pessentad apyropsiac=ly? Explain why of why nat, i the presenca-

Hon iz EZEE;BT apetify the apprapriace prtsentalion and explain why. Assume shaf the
amzoumling cbangs Jdil not nwalve defamod incooe rarcs.
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In t896%, tha Accounting Principles Poard fasuad RPE Oplnlen
Mo. 1%, "Earmings per Shaxe”. APE Opinion He. LE required that
EPS ba reportsd and prescribed how thesa arednts would be
computed and dizeloeed. AFB Dpinien Mo, A5 derfined a simple
capltal structure foxr wofch 1t orescriced a slngle EEBS
presentation, and a comples capltal atructura for which it

preacribed a dual Efs preschtation. APHE Opinion Ha. 15 has heen
amended several bimes by ztatement of the Firancial Accounting
Ctandgard gipas 19&0. Recently, FASE atatement Mo, 128,

nExppinge per Share® aupersedes &PE opinton Ho, 18 ang the
related Interpretaticns of gpinion 15.

Inatroctions
fad  Bxglain why fhe exlatonce of convootist soqucities and ether financing [nstruments nopessltated the
- tepoding requirernaats for EPS prescelbed by APE Jinion o, 15,

{4 Muschaf the clort invalved in reporting BRS eongems b dentificatian of canvmon slock cquivalentd.

1. In addition te converaibbe deeuriliva Hat meet the ylobd tese for gomoman sbock, equiralence, what
-othar ltpemes are ansidered eammas stock cenlvalepts?

2  Desabe dbe sircumstanses under which a cesvertible seagrily iat vocts (he yield et Far com-
mon slack equivabenge wgubd nat be assumed b be converled in s compulation of ECS.

(€] Slatsmed] of Fiaardal Accounling Slaadards Mo 5, "Thelermining Whibier & Canvectible Sequrity ls o
Cammon Sack Equivalent,” widich wap odopted In 1922, shanged the ket for comumon stock equiar-
al=nce from, *a cash yield of less g 6% perecnt of dhe then ceresnl sk prime igrest male™ pe
prescibed in APE Opidéon Ne I8, 00 6 ¢osh ¥ield of lgss than G644 peccent of ez thencurtent avepape
A turporate bord yield, " Explrin the peasan foc Bde change

{d} Sldteweent of Finaristl Acrcirlng Stendares Mo, £5, ™¥igld Test fer Determiolng Whethera Correectinle
Semaziby it a Comenan Steek Egquivelent,”" which was adopted In 1985, <hanged the test for comapon
slock equivalongs frgm the “eash yvield leat™ pa preecelbed in APE Cpindar Mu. 75 and conlinued o
Slateraent of Finamotal Accountig Sandard; Mg, 55, ta e “effectins yivbd test,” Explain the eeagon for

thdy chamge
{e] ‘List the mailn requirementa .
: presoribed By SFAS No, 128, wh
changed thosa prescribed vy ARB Opinien Ho. 15. Expléin :E;

reagon for thig change.
Glff )




Y

%
B

P

' 3 il U T - b S o #
8D %5 A ;“;fsﬁ;-;ipgﬁ {S%“Hf’ R ﬂflr & 43 & A

Balboa tlonulfntturing Camnpray, 2 Calikwnin eacperatian listed on the Faclfle Coast Skack Exchange,
badgeied acivities for 1535 a3 fallewe

b
et

Ariurd (R BT
— Tk

ML cabon 3800, 000 1 AN, FHE
Gt af poncky pakd Skl BOS
fErean mergin EXE3000.
Seng, gl and ednilis Pty skparsos 2,130
CrpomiEre krooding 25,500,500
o opE TR JAtees gred BEDINEA i
Intstrma bodana frecmas ames 1, 5000
Egllmunband mesdmee 1azas (cumard and cedamred) _Booahg
s edenn - E ﬂﬁm
" EQTEngs pae 3hdrd of Sormmon slock ;gv-=|:¢;.

Balbta hns opesated pecfitably for many penca and has expolenced 3 sensanql paliezn aof s3les volume
ard preduclicn similac o thass balowr foorcasted Far 1998, Szlea volume is expecled b follow & quartedy
pattern of 10, I, 353 35%, rospeckively, hecanss of e desomalily of the Sidusin. Alse, owing bo
praduclion and sterage capaglty [imblatioua, it is cxpeciad hal produckics will follow & paltem of 20%, 255,
0%, Fo, pat quoacter, crspecbvely.

At the conclualon of the first quarter of 1958, Vasea DeGama, the conzroller of Balbaa, bas preparad and
Baued the Joflowing indericn repact for public relpass .

Arviunt Liraie
Fat aalas ' . X E00A8 10400
Casl of goods sokd £4o 0 AN
Gresa magin - ) & 95000g
£alErs, geraral, &nd adminlstotvn axparsaa dip Eon
DAY o % (52,500
Laxk from ware house e .
L= balprg Incouma baxaa &l 154400
Eatimabed Fseevng laing =
Ml b SEL
Leag par £hbre oF common sloch 315}

The kllawing additlanal Information is available for the Hest quades fust eompleted, bt was not included
L1 the prklic imfarmpbon relegaed:

L Arsuss thnt the warchoose Aes loss mad he cordifione of an extragedinary Tosa, The whcchause had
an unegpredialed cost of SEROHR 21750 wia revdverad Erom inguranse an the wareleuze, Mo olher
Rains or loasea ate anticipated this weat o sinlor svenks o fransactions, and JaTbga hael nu aimilar
lasses i preveding years; thas, the full loss will be deductible as an gedioany loss By bneoe bax
FUCROT,

E  Thecomnphry uses 2 standnr<d cosd ayslem in which standards arg 521 ak cursenily atlaineble levels on
foanaal basis A the end oF e .El:sl:qua:rher therne was undcfappliu;-d it _I'-.-_l..;:mr].l sechead Twalume
varionee) &f 525,00 that wag dreabed i an ascet at 15 end af fhe quarter, Produckion doring the
fuatiec was 000 unlls of which 1L 000 svepe sodd,

3. Th= selling, peqral, and administraflve A B budﬁgr\qﬂ o a basie of 31380400 Feed ex-
pensed for the year plus 75r varinble expenses per unit of sales.

9 The ellecive income lax zae, for fodoral and stike 12563 combined, §8 cxperied 10 Average 3% of
camings bafury income mxrs dubing 19%. There are ng permancad ditfereaces between orotay ac-
€ounting camnlngs and laxable incpmg. .

5. Eaminps pét shars were corpuled ou the basis of 1800060 shares of capital shack twistanding, Tallaea
bhag only o0 class af sbock issted, ro lang-leem debt gutstanding, and op sbock opticn plan. .

Inatouctbm: B
fa}  Without refenmce 4o the specifiz situndicn deseribed sbove, wEa are (e slandards of didelosere foc
inberien: fintiial data (published snbeelay fooneisl sepocts) ter publicly trealed companic? Explain.

(b]  Edentify the weaknesses in bore and coatent of Balbo's inlarim eepart without selerence to the

additiaral inﬁ:,,rmmim]!,,-ll:.[.ﬂjn_ ]
ik Far cach of By five itooms of additional |0 larreation, indécate the preferable insblatinb fed et ilem

Eor inberlyn reparling, purpnscs and explaln why that treatment is prefermate,
T . i .
)
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“Why ™" thaupht Alan Bucke. "My fivsd day on the gab o4 thes back and insiead
of zetiimg a company wib a nice dngle set of fnancial statements, L get Gve
separaie w5 o stalements Ihat suppascdly fit iegetbee”

Alon Burke hod just started as a3 pesw coedil 2naly 1 for the st Watiops] Bank
o Audelin, baving just cemglered ap MEBA degres with 3 major in Grance at the
Iel mpaversily. From the Toan officer pecponzilde Gor thls clisnt, Alae keacned
the foltowing information aboud ench of the Fur compnnies assesiated with UFS
Cosporarion ard abowt the UEF Corporacion Heelt,

Urs CREPORATION

The UFS Coaparalson wes a manufaciucdng ecmpany whast principal predocts
Wers micpowgye ovend, reiigesrators, ol eomventicoal ovens. The sompany had
bezdd & bong bigwery fover # yenrs) of 2elling high-qualizy, high-prized home apgpd-
arkes; Fowever, resenl peducdbss in the pesccs 9F sompatiar peoduets had Seced
UFS 10 consider ways W grovide assistance b ils costomners 10 belp 1Bem bay i§s
prodwsdz. As acangequence, TS lud staaed ils oo naoss sobeidiary, be UES
Accapianes Corparids, W as55t oastemers i 1bs Anancing 9f their plirchases,

UFS Corpovarion was 2150 Bszecaated with three olbor companics. T held an
30 peweend et in Serub-Alk, & company that mode suepenedis diskwashers
UF5 hed puechzsed dhis ioltres in Serub-All because 1he compaoy™s producd Lioe
comptemented ite owmn, and the produces wees of 3 quabity thar TIES would have
Bl JEfBizully duplBeating. Puctheér, 10 enswre o steady supply of chiome pads for
its appliznces, S had chlziced a 10 perecnt indcrest in the commen atock of
Ace Cheome Campary. Well aver 50 paneert of Ate’s tabes Weot Sinbuted
o parchases by ES and Jecub-Al, Alse, i order bo campete io Che [ow-erd
marksl for vadous appfianers, UERS Qgcparatiom rmed o joinl venture with
Phhirlwled Proadects Co. For the produoction of such appliances.

TS ACCRITANCE CORFORATION

Created nearky fve vears agg, the UFS Aceeptance CoTparation was a whally
gwered ubsbliacy thal purchased consumer patés from its porenl, the UFS Corpo-
mhion. UFS Accoplance borrewed funds from several banking metitulicas ¢, 2
wiedtum-aeed aog-term bosis, end uscd thearging berwesn the shotidem inerest
Fatés om The consomer notes and the mtes on its medium- znd long-ermo liabllides
tocover ils ovethead eobis. The parenl compady pusranteed =) af e bamdaings
of UEE Acceptance Corporation.

SCRITE-ALL CONIFANY

With 4 ownecship intezess of 80 pereene of the commen steck of Soab-All, UFS
Carparatian epnrrolied the tactical apd stratopie palicies ofthe StrubeAl Comaady
{brixgeh an imserlorking board of directors. Scub-All, like UES, sald il consamer
oedes to UFS Acceptane: Cargoratian. The family tha] grginafly staced Scenb-
All 2R holds s 20 perdent vwnerskip endevest in dhe common siock of the company.

ACYE CHLOME COMPANY

In order o guatantes 3 sicady supply of ¢hrome parts and Lhal 3 company would

wark, wilh the ergincess of UFE in the dosipn of naw parts, UES had pichaded

& L percentimerestin feme Chrome Company, Gver the yoars. 2 Seong relation-

- ship had develegied bevwoon UFE and Acme, Por example, Acme schedualed the

mﬁw_:n:un runs & i1 cilvtr cuseomers arcand the poaduttion petds ol UES adg
cruh-l.

SPOTLESS APPLIANCE Ci).

Bath UFS Corporation 10d Whidwind Prodwss Ca. cootefbyred [t2F of ihe fopds
TREEIALY o siart Spirlese Appliance € Spatless Applianee Co. makes Jew-end
priced apphisge mdela, which are sald under the Fpatless rads waine or am
EH___E wilth warkas deparionend shore names, The beand of ditcerurs of Spotless
Apptiancs Co, £ansys of an equal memder of menbess vated [ by cech ol UES
Enﬂ__ﬁu:n ” _.Mm__.,_ Whirlwind Preducds Ca. and bres mesabers fFam tutside ithey
speciive Sofoparice. Fles aTanleed
n.n_m.._.__m..n__.n_wﬁh and fEﬂEﬁE m_ﬂwwu”n._..__mnfnnun Ppotise B & b otk UFS
ik et the loag ofBCer res title For UFS, i
En_m_maﬁagsﬂgn Eiva Sn._mwnmﬂ (Extalxty |=3) mﬂﬁﬁﬂﬁaﬁhﬂ :
soeme Bashe orodit review questions COMESTNENG AN SRpanstan loam spplication that
Brad been peveived fram the parent cgcnpany. Bofore Alan o) complee the
credil ceview, hee Identifict the foltowing questons that needed 4o be addressedt
i prder b3 unde cstand the relationship belween dhe variops nEEu_.nm.
EXFIOIT 1

_UFE CORPORATION
Conenlidated Eatanca Shaet
December 31, 1984

Assaky
?d#aan.ﬂ_ﬁa_qﬂma.n_.._.wmm._:t.-...2:..-----.-:-...... AL )
Mresesiment i s kaF Bgoiance al equby {3450 .,

InwerIment in slock o A me Ch e Egﬁﬂﬁqﬁﬁﬁﬂuﬁ . Wﬁﬁ
[l asdags 10, o
Tesal aseels ool § 20 550,00
Ligxiliies and Sleckhoiders' Equity
CuresA ablliftied .. .., X 21 S0
Long-lenm Rabliths . L ... L., 102,300 540
e ¥ o,
Gommen gk oL ._m._...,_”_.u.ﬁ
Relalnes @mitgd oo el e 51_d93 pa0
. Fenet liasilis and scoekhaldees! squlty ., o0... ... SHF.55000
EXHIEIT 2
UFS ACCEFTANCE CORPORATION
Ealance Sheot
Bocemiber 31, 1558

Gurrenk asapsy i
Notes wneglugbl 2700 1111 e e B0
DB 355000 20 teee  ae e e TR mthEumgau
Toml assgly .. 2500,

Liahlkes amd Slaekhold . = =

olderg* !
Cument Babilitles™ L e Sy 5]
Losgdem &bt o000l ¥ E§§
nn_._.___.__”__._u..,u,...:_..mun_.u...— eeeaen L.._..nnu._ [H %]
Renwecd aamninga oL, oo, o #_.L_
ol libilliles B egeeton ., Lol i1z oy
......... E

® F10C0020 0l b qurenl Skl e B S50y Corppralion,
Cafp b oetimnly qi._.an-FﬁEﬂnuHHruat ﬁﬁmﬂ.ﬁﬂwﬁ_k W
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EAMIZIT &
SCAE-ALL COMPANY
Ealenca Shoeok
Decomber 31, 1568
Asnely
DUMMZNE FRAELE - oot rame s rerrimmaa s o ca e rracamame e $16.400,000
L | LT B e ol
TN AREOE wuanmammaaa st r et o e ma a e i aEe ey RE00 oo
Liakliifas and Sockhgidars Equiky
Currend JaBlllles . i rraaaneresaas 10050
Lroorg-Lorm EaLilies i tiua u.__m_..._u__“_ﬂ
iR e I [ D 000 0
Fl2ined S i @ aaaa o b ke e e e e cm iy 25500 o)
Tl EApdIHies moed SockIrbes SNl snsateoccnnryrssnsas Ehﬂ_ﬁ
ExHIBR 4 .
ACME CHREGKEE COMPANY
Galahge Sheet
Decamber 3, 1984
Aabala
TP EEHH v w1119 BB ad e s memen g e mm 1At 514, 750000
L] LT = - - Mabeoeaa 20,2500, 00K]
ToLa| 2EE0LF  ww s e maaa e rE R E e enamrrr 251 B
ZH LR
LinbiEex snd Slockholders® Egpity
CrTer KRl o amaaae e rre s % 5000000
1 | 1 15,000,000
Capllal Stegk o oo imeaa e rrramcrecere T4 750,003
A laine raming s « oo e e rnd e e e rnmmrra e LEZADEOT
Tooal NehTFes BrHE SIDCSthar” Squity o ou ey e oo 55 1ML
EXHIBIT & .
SPOTLEES AFPLIANCE COMPANY
Ealanca Shest
Depember 31, 1308
. Raetln
L - ¥ o.R0hdd
Cthorasgel .......o,, aa JE0GHDNG
T Teralacodh ooy, T T T - - v i o 1)
. LabAttiey sng StochBoddon
O B - e D Y . & aseaton
Leng-tar ol oo e 18000 000
Eoerman alock 45 pacy 1o IIT T e auped
FleLoines Eames oo e v o (250
Tesat napSkes and egntes . ... ..., /.. 34, 500, 06N

QUESTIONS

i i Bance Co. $hoom
Wh EnEEFiu_E:EEnQEan_ﬁamuﬂ_EbE
nﬁmuﬂ.n EM_FH cheet, while 1he investments o Scet-all and UFS Asceplance

nﬁaﬂ&.ﬁp&nﬂ:u& -: - .
A Tyhat 05 7ecant by the curying yohe at equily for dhe investoyent 1o

Spolkest Appliance Co.¥ . i}
3. Why is the investment in Acie Chrome Goopany shaws “at cast™?

4. Erxplain e “geodwit™ account. Whal olfsr nace i somelimes wesd
instead of potdwll] ad o whak sompany is this ac20Ut relaled?

£ What is To#ant by “prunorily iolerest” ﬁnEpE"EEEﬁ 1% thikase oumd .

7 15 thig & Jinbility or an equiky accounts .
HEM.__ Prhat are HIFS M,.___nﬂn_.pm_un.u cmrgn ratin, debt-to-equily @i, and dehbrs
loeasst malie? Are WBose ratios ab an acoeplable Bvol? .

7, Iow wiabd he balance sheed &f WFS Comporaticn appeac if Spatlcg
Appliancs 0o, were conselidabed? YWonkd you .EEEE— conzolidation far
Spotkess? 30 im argument be made for consolidating AsmeChrase Ltatspany

g. How doos the balance shest of Be pareot company apresr without e
of the subsidiardes congobdated? Woatd you use 1bis statemant to make your

it dosleion?
(+ )




