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Session 1 – Annual reports assignment You have been provided with an annual report of a global company. Answer to the following questions : 1/ Who do you think prepares this annual report ?



2/ Why is it prepared ?



3/ Who will use this annual report and why ?



4/ What are the main components of this report ?
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Session 1 - Quizz True Financial accounting is aimed at external users Managerial accounting focuses on the past P&L statement means profit & liabilities There are 2 important statements in an annual report The general ledger shows all the accounting transactions in chronologic order Learning accounting is useless if you want to become a sales manager The annual report is prepared only for marketing reasons The trial balance is the basis to prepare the financial statements Managerial accounting needs to conform to specific rules & formats Historic cost concept is always applied Fair values sometimes involve judgment The journal will group transactions by account The trial balance has to balance The balance sheet will show the performance of the business over a certain period
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False



4



5000



$16 000



Closing Balances



$3 500



-1500



$5 000



Inventory



$4 900



-2000



900



$6 000



$11 500



1500



$10 000



Equipment



=



$5 200



700



-1000



500



$5 000



Accounts Payable



$7 000



5000



$2 000



Bank borrowings



Liabilities



Adapted from: Solomon, Vargo, Walther, Financial Accounting, West Publishing Company, 1989



Write a brief explanation of the nature of each transaction (a) to (i)



-2000



-1000 2000 -1000 4000



$9 000



(a) (b) (c) (d) (e) (f) (g) (h) (i)



Opening Balances



Cash



Accounts Receivable



Assets



Following is a summary of several transactions of Takapuna Enterprises Ltd



Session 2 – Identification of transactions



+



$19 000



4000



$15 000



Capital Stock



$4 000



-2000



$6 000



Reserves



$700



-1500



-700



900



$2 000



(+) Income (-) Loss



Stockholders' Equity Retained Earnings
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Determine the impact of each of the preceding transactions on Remeura Corporation's assets, liabilities and stockholders equity. Use the format on next page:



The transactions that follow relate to Remuera Corporation Ltd for January 2006, the company's first month of activity. Date 1 Received $30,000 cash from investors; issued 500 shares of capital stock. 4 Provided $2,400 of services on account. 7 Acquired a small parcel of land by paying $16,000 cash. 12 Received $700 from a client, who was billed previously on Jan 4. 15 Paid $800 to the North Shore Advertiser for advertising that ran during the first half of the month. 18 Acquired $21,000 of equipment from Levenes by paying $15,000 down and agreeing to pay the balance owed within the next two weeks. 18 Borrowed $5,000 from the bank (repayable in 3 years) 22 Received $300 from clients for services performed on this date. 24 Paid $1,500 on account to Levenes in partial settlement of the balance due from the transaction on Jan 18. 28 Rented a car from Hertz Car Rental for use on January 28. Total charges amounted to $75, with Hertz billing Remuera Corp for the amount due. 31 Paid $900 for January wages.



Session 2 - Transaction recording & statement preparation
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Accounts Receivable



Land



Equipment



= Accounts Payable



+



Adapted from: Solomon, Vargo, Walther, Financial Accounting, West Publishing Company, 1989



Bank borrowings



Liabilities



1/ Record each transaction on a separate line. 2/ Calculate balances only after the last transaction has been recorded. 3/ Prepare a balance sheet



1 4 7 12 15 18 18 22 24 28 31



Cash



Assets



Capital Stock



Stockholders'Equity



Reserves



(+) Income (-) Loss



Retained Earnings



Session 2 – Balance sheet exercise A



Company A £ Share Capital



5 000



Plant & Machinery



5 000



Cash At Bank



2 000



Loan Payable (in 3 years time)



10 000



Stock (Inventory)



4 000



Land and buildings



10 000



Trade Debtors (Accounts Receivable)



3 000



Trade Creditors (Accounts Payable)



6 000



Bank Overdraft



0



Retained earnings



10 000



Short Term Investments (< one year)



7 000



Please reconstruct the balance sheet first in Horizontal format, then in Vertical format, clearly highlighting the main headings required. Formats are available on next pages. NOTE: IN this case the company has put its surplus cash into “Short Term Investments” (near cash), another form of Current Asset.
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Company A Horizontal Balance sheet ASSETS



CAPITAL + LIABILITIES £



£



Non-current Assets



Capital Retained earnings



Current Assets



Non-current Liabilities Current Liabilities



Total



Total
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COMPANY A - Vertical Balance Sheet



NON-CURRENT ASSETS



£



CURRENT ASSETS



CURRENT LIABILITIES



NET CURRENT ASSETS CAPITAL EMPLOYED Long term (Non-Current)liabilities (> 1 year) NET ASSETS



Financed by: Share capital Retained income
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Session 2 - Balance Sheet exercise - KCDD The balance sheet of a small business, KCDD, at the start of the week is as follows: Assets Freehold premises Furniture &fittings Stock (Inventory) Trade debtors



£ 145 000 63 000 28 000 33 000 269 000



Liabilities Capital Bank overdraft Trade creditors



£ 203 000 43 000 23 000 269 000



During the week the following transactions take place: 1. 2. 3. 4. 5. 6. 7.



Sold stock for £11,000 cash. This stock had cost £8,000. Sold stock for £23,000 on credit. This stock had cost £17,000. Received £18,000 cash from trade debtors. The company received a loan (repayable in 3 years) of £100,000. The owner transferred a motor van, valued at £10,000, into the business. Bought stock-in-trade on credit for £14,000. Paid trade creditors £13,000.



You are requested : 1. to demonstrate the effect of these transactions on the balance sheet and 2. to show the balance sheet in vertical format at the end of the week..



10



Session 3 – Income statement exercise - A SMITH A. SMITH £ 000 Dr. Capital Non-current Assets Sales Purchases of goods Debtors/receivables Creditors/payables Expenses Bank



£ 000 Cr. 10000



9000 20000 10000 7000 1000 3000 2000 31000



31000



–



This is the “Trial Balance” taken from the books of A. Smith at 30 June 2007, at the end of the first year of business.



–



Assume a closing stock of £4000



–



Please prepare an Income Statement and a Vertical Balance Sheet for this company at the end of it’s first year. (formats on next page)



–



HINT: Do a Horizontal Balance sheet first



–



Ignore Depreciation and Taxation
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–



INCOME STATEMENT and BALANCE SHEET



Income Statement for year ending 3O June2007



£000 Sales Revenue



- Cost of goods Sold =Gross Profit Expenses Net Profit for the year Balance Sheet at 30 June 2007



£000 Non-current Assets Current Assets



Less :Current Liabilities = Net Current Assets



NET ASSETS Financed by: Share Capital Retained earnings
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Session 3 – Year-end expense & revenue adjustments •



ACCRUAL EXERCISE



A company borrowed £100,000 at 12% on 1 March, 2004. In its financial year to 31 December 2004 it paid £6000 interest on this loan. How much interest was outstanding at 31 December, 2004? What are the bookkeeping entries at year end?



•



PREPAYMENT EXERCISE



On 1 January 2004, a company paid £1800 to insure its premises for 18 months to 30 June, 2005 . In preparing the accounts at 31 December, 2004, what is the prepayment entry to be made?



•



DEPRECIATION EXERCISE (from “Accounting, an introduction – Atrill/McLaney – Prentice hall)



Singh Enterprises has an accounting year to 31 December. On 1 January 2005 the business purchased a machine for £1 0,000. The machine had an expected useful life of four years and an estimated residual value of £2000. On 1 March 2006 the business purchased another machine for £15000. This machine had an expected useful life of five years and an estimated residual value of £2500. On 31 December 2007 the business sold the first machine purchased for £3000. Required: Show the relevant profit and loss account extracts and balance sheet extracts for the years 2005, 2006 and 2007. You will assume that the assets benefits are consumed evenly throughout their economic life.
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Session 5 - Cash flow impact of transactions Impact on cash



Type of transaction



Impact on profit



Operating activities Sales of goods and services for cash Sales of goods and services on credit Collection of accounts receivable Recognize cost of goods sold Purchase inventory for cash Purchase inventory on credit Pay accounts payable Accrue operating expenses Pay operating expenses Accrue taxes Pay taxes Accrue interest Pay interest Record depreciation or provision Investing activities Purchase fixed assets for cash Purchase fixed assets on credit Sell fixed assets Make a loan Financing activities Increase long-term or short-term debt Reduce long-term or short-term debt Sell common or preferred shares Repurchase and retire common or preferred shares Pay dividends Convert debt to common stock Reclassify long-term debt to short term debt



+ means cash or profit is going up - means cash or profit is reducing 0 means that the transaction has no impact on cash or profit



Adapted from Horngren, Sundem and Elliot : Introduction to Financial Accounting, Prentice Hall, 2002
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Session 5 – Cash flow direct method - Coliflor Coliflor has 1 bank account. You will find a transcript of its April bank statement hereunder.



April 1st



Opening Cash balance



15850



April 1 April 1 April 1 April 1 April 2 April 2 April 5 April 5 April 5 April 8 April 15 April 15 April 15 April 18 April 20 April 20 April 20 April 25 April 25 April 30



Receipts from customers Payments to suppliers Loan interests Repayment of bank loan New bank loan Purchase of a new van Receipts from customers Sale of the old van Payments to suppliers Payment of VAT Receipts from customers Payment of income tax Payments to suppliers Dividends paid Receipts from customers Payments to suppliers Dividends received from sub Receipts from customers Payments to suppliers Payments to employees



2200 -1180 -350 -1000 10000 -18000 5650 2350 -850 -1560 7640 -2840 -3260 - 1880 4330 -2880 560 8620 -4350 -5340



April 30th



Closing cash balance



13710



Assignment : prepare the cash flow statement of Coliflor using the direct method.
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Session 5 – Cash flow indirect method – Coliflor Coliflor P&L for April Sales COS Gross margin



28025 12975 15050



Selling & administrative expenses



4530



Operating profit



10520



Dividends received



560



Interest expense



350



Corporate income tax



3100



Net profit



7630



Note to the P&L : depreciation expense recorded in April is 300 Coliflor balance sheet



Assets



March 31st



April 30th



Liabilities



March 31st



April 30th



Fixed assets



28250



43600



Equity



34390



40140



Inventories



2370



2840



Debts



28000



37000



Accounts receivables



28440



30860



Accounts payable



12520



13870



Cash



15850



13710



Total assets



74910



91010



Total liabilities



74910



91010



Note to the Balance sheet : dividends have been recorded & paid in April for 1880 Assignment : prepare the cash flow statement of Coliflor using the indirect method.
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Session 5 – Cash flow indirect method – ABC Ltd



BALANCE SHEET AT



31/12/2001 £ 25,000 -5,000 20,000



31/12/2002 £ 40,000 -10,000 30,000



50,000 50,000 20,000 140,000



60,000 70,000 5,000 165,000



Share Capital Retained Earnings***



60,000 10,000



65,000 15,000



Long-Term Loans



20,000



25,000



50,000 140,000



60,000 165,000



Non-current Assets (gross) Depreciation Non-current Assets (net) Current Assets Stock Debtors Bank



Current Liabilities Creditors



•



Prepare a Cash Flow Statement for year 2002 which explains the decrease.



***RETAINED EARNINGS Analysis



Net Profit for year Less Dividends = Profit retained for year Add RE from prior year Retained Earnings
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2,001



2,002



12,000 -2,000 10,000 0 10,000



12,000 -7,000 5,000 10,000 15,000



Session 5 – Cash flow indirect method – Banner Corp



BANNER CORPORATION



Year 1 $M



Year 2 $M



ASSETS Cash A/C's Receivable Prepaid expenses Investments L/T Land Buildings " Depreciation Equipment " Depreciation Total



98 72 0 2 0 0 0 0 0 172



74 52 12 1 140 400 -22 136 -20 773



LIABILITIES A/C's Payable Bonds Payable Common Stock Retained Earnings Total



12 0 120 40 172



81 300 120 272 773



INCOME STATEMENT SUMMARY Sales Revenue Operating Expenses Profit before tax Income Tax Net Income Dividends paid Net Income retained Brought forward Carried forward
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Year 2 $M 984 580 404 136 268 36 232 40 272



Session 5 – Interpreting cash flow statements You will find hereunder cash flow statements for 3 companies Assignment: 1/ analyze the cash flow statements by answering to the following 3 questions • Have we been able to finance our investments with cash generated by business operations? • If not, what type of external financing have we used? • If yes, what did we do with the excess cash ? 2/ Comment on the financial situation of these companies



Company 1 1285



Company 2 3150



Company 3 1047



Cash flows from operating activities Net income/(loss) Depreciation Changes in inventories Changes in accounts receivable Changes in accounts payable



855 (149) 469 331 144 60



(700) (850) 50 95 45 (40)



1115 120 1310 46 (80) (281)



Cash flows from investing activities Capital expenditures Disposal of non-current assets Dividends received



(279) (279)



1250



(1074) (1456) 326 56



Cash flows from financing activities Debt borrowings Debt repayments Proceeds from stock issuance Stock repurchase Dividends paid



(496)



Cash & equivalents – beginning of year



1250 (250)



(569) 323 (250)



(416) 834 (1253) 5



(250)



Net cash flows Cash & equivalents – end of year
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80



300



(375)



1365



3450



672



Session 7 – Financial analysis - DYNAMIC and Company Year Sales Cost of Sales S,G&A Expenses =Sub Total Operating Profit Interest Profit Before Tax Taxation Profit After Tax



Non-current assets Debtors Stock =Current Assets Creditors Overdraft - Current Liabilities = Net Current Assets = Capital Employed



1 £'000 975 300



•



2 £'000



£'000 1 950



1 268 350 1 275 225 15 210 105 105



3 £'000



1 618 332 75 257 128 129



1 300



£'000 3 900



2 535 626 3 161 739 150 589 295 294



2 028



2 028



370 267 637



481 347 828



1 923 833 2 756



80 100 180



104 663 767



417 1 839 2 256



- L/T Liabilities = Net Assets Share Capital Retained Earnings Shareholders' Funds



£'000 1 500



457 1 757



61 2 089



500 2 528



725 1 032



978 1 111



1 173 1 355



500 532



500 611 1 032



500 855 1 111



1 355



Please compute the relevant Ratios and suggest reasons for any changes from year to year



Year Profit to Sales Ratios Gross Profit



1 %



Operating Profit Profit after Tax Profit to Investment Ratios ROCE ROE
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2 %



3 %



DYNAMIC Exercise (con’t) - Calculate Days Sales in Debtors (DSO) and Inventory Days (DIO) from the Financial Statements for Years 1 to 3.



-



Describe what has been happening. Suggest some possible reasons.



Session 7 – Financial analysis –A few ratios to interpret for Estee Lauder & Revlon RATIO Debt Ratio (Total liabilities/Total assets) Current Ratio Quick or Acid test Ratio Long Term Debt to Capitalization Debt to Equity



REVLON 2.22 1.35 0.87 4.09 -1.82



ESTEE LAUDER 0.71 1.52 1.00 0.44 2.45



Following ratios have been computed for two cosmetic producers : Estee Lauder and Revlon. I have made use of the Annual report (specifically, the balance sheet) as on 31 December 2007 published by the two companies Required : Write a maximum 400 words summary on important factors from perspective of prospective lender.
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Appendix 1: financial statements of Estee Lauder & Revlon for 2007 (extracted from annual report)
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Session 8 Novartis Financial statements as of December 31, 2006



Extracted from 2006 Annual Report
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Session 8 Novartis Financial statements as of December 31,2006



Extracted from 2006 Annual Report
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Session 8 Novartis Financial Statements as of Dec 31, 2006



Extracted from 2006 Annual Report
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Session 8 Novartis Financial Statements as of Dec 31, 2006



Extracted from 2006 Annual Report
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