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Undergraduate Distance Education Review Form

(Required for all courses taught by distance education for more than one-third of teaching contact hours)

Existing and Special Topics Course

Course: FIN 310 Fundamentals of Finance

Instructor of Record: Dr. Alan Eastman __ phone: (724)357-573&-mail: gedstman@iup.edu

Step One: Department or its Curriculum Committee
The committee has reviewed the proposal to offer the above course using distance education technology, and
responds to the CBA criteria as follows:

1. Will an instructor who is qualified in the distance
education delivery method as well as the discipline
teach the course? X Yes No

2. Will the technology serve as a suitable substitute

for the traditional classroom? X Yes __No
3. Are there suitable opportunities for interaction
between the instructor and student? X Yes __No
4. a. Will there be suitable methods used to evaluate
student achievement? X Yes No

b. Have reasonable efforts been made to insure the
integrity of evaluation methods (academic honesty) X vYes No

-

5. Rim}-(mdaﬁon:
Positive  (The objectives of the course can be met via distance education.) /
o% 09

/da

If positive recommendation, immediately forward copies of this form and attached materials to the Provost and the
Liberal Studies Office for consideration by the University-Wide Undergraduate Curriculum Committee. Dual-level
courses also require review by Graduate Committee for graduate-level offering. Send information copies to 1) the
college curriculum committee, 2) dean of the college, and 3) Dean of the School of Continuing Education.

Step Two:  UNIVERSITY-WIDE UNDERGRADUATE CURRICULUM COMMITTEE

Negative

signature of departmen

Z Positive recommendation

____ Negative recommendation é)ez%f M /A;,V;' 4%/ ‘Q‘d/ ?5

signature of committee chair

Forward this form to the Provost within 24 calendar days after review by committee.
Step Three: Provost

X Approved as distance education course ‘
Rejected as distance education course % /é (/// %/

sigpfture of Provost / o " date

1

Step Four: MAR 3 0 2005 :
Forward materials to Dean of the School of Continuing Education.
H .
i
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Rationale for responses 1 — 4 on Undergraduate Distance Education Review Form

1.

Dr. Eastman has taught multiple sections of FIN 310 for the past 8 years. Dr.
Eastman currently uses online materials to supplement his in-class sections of FIN
310, including Finance Works software from the publisher of the proposed
textbook for the online course, and has attended WebCT instruction sessions at
the Instructional Design Center. :

Fundamentals of Finance is a course that requires a significant time commitment
from the students, who must work a sufficient number of problems to develop
their problem-solving and analytical skills within the framework of financial
management theory. The technology of WebCT and Finance Works provides an
almost limitless supply of questions and problems in a format that allows students
to seek immediate help through solution hints, relevant examples, links to -
textbook pages, and the option to continue with similar questions until the student
feels confident in his or her ability on that topic.

WebCT provides communications tools that include Discussion Pages, Mail, and
Chat Rooms. Students may interact with each other and with the professor on a
daily basis to discuss course material, to assist one another in the completion and
understanding of assignments, and to discuss relevant current events.

‘4 ~Student performance will-be evaluated based upon homework; quizzes;and ="

exams, just as in a traditional classroom setting. Students must register with a
unique user name and password, and their activity online may be monitored to
determine how long each student participates in the completion of homework,
quizzes, and exams. Exams are timed and given to all students at the same time to

help prevent cheating.



To Whom It May Concern:

I’ve included the following items for your review of my proposal for teaching FIN 310,
Fundamentals of Finance, as a distance education course.

FIN 310 Syllabus of Record

My Proposed FIN 310 Syllabus

WebCT Homepage

WebCT Chapter Modules Page (showing links to student resources available on

the publisher’s website and to Finance Works, the software used for completing
homework, quizzes, and exams)
e Chapter 3 Module

o
o
.0

O 00O

Course Objectives and Chapter Learning Goals

Assignments

Sample homework exercise using Finance Works (Note: a product demo
is available at http://www.aw-bc.com/financeworks/features.html)
Printout of all homework problems assigned for chapter 3
Self-assessment quiz from the book’s website :

Chapter 3 quiz available at Finance Works website

Web Exercise

Assignments for other chapters will be similar to the above. Web exercises and E-theme
articles will be used to foster class discussion on WebCT discussion boards. For
example, the chapter 3 web exercise deals with the appropriateness of corporate taxation
and students will be asked to comment on the elimination of corporate taxes altogether,
or on proposals to tax only the largest corporations, after finding relevant information at
the IRS website. Communication will also be possible in WebCT via email and chat

rooms.

Thank you for your consideration of my proposal. Please let me know if you need any
additional information.

Sincerel; & 6ﬁ

Dr. Alan Eastman *
Department of Finance and Legal Studies
(724) 357-5738

aeastman@iup.edu



II.

SYLLABUS OF RECORD
FI310 Fundamentals of Finance

Catalog Description

FI310 Fundamentals of Finance . 3 credits
3 lecture hours
0 lab hours
3¢-01-3sh

Prerequisites: AGZOZ, MA214 for business majors; AG202, MA214
or MA217 for non-business majors (MA214 recommended)

Study of valuation models, financial statement analysis and
forecasting, capital budgeting methods, and working capital
management. Also includes an introduction to risk and return,
capital markets and institutions, and security wvaluation.

COURSE OBJECTIVES

1. Student will be able to analyze and forecast financial

" ""statements, and understand their uses in'making-financial
decisions. .

2. Student will be able to apply valuation concepts to a

wide range of assets, including securities, loans, and
productive assets.

3. Student will be able to identify the characteristics of
various securities and understand how their markets
function.

4. Student will understand the roles of' financial

institutions, monetary pollcy, and interest rates in
well-functioning markets.

5. Student will become familiar with the techniques of
managing long-term and short-term assets and liabilities.

6. Students will be able to use data from on-line sites such
as EDGAR, the SEC financial reporting database, and other
sources of financial information to aid in financial

decision-making.



III.

COURSE OUTLINE

A.

Overview of Financial Management (5%)
- Increasing Importance of Financial Management
- Role of Financial Manager within the Firm
- Goals of the Firm - Stockholder versus Stakeholder
and Ethical Considerations

Financial Statements and Cash Flow (20%)
- Review of Income Statement and Balance Sheet
- Income versus Cash Flow
- Statement of Cash Flow
- Financial Statement Analysis
- Forecasting of Financial Statements

Financial Markets, Institutions and Interest Rates (10%)
- Characteristics of Markets and Institutions
- Determinants of Interest Rates
- Term Structure of Interest Rates
- Impact of Interest Rate Levels on Security Prices

Time Value of Money and the Impact on Financial Decisions
(15%)
.. ... --Present-Value-Versus Future Value ..
- Values of Annuities and Perpetuities

Bond Valuation (5%)
- Bond Characteristics
- Valuation Models
- Yield to Maturity and Yield to Call
- Interest Rate Risk

Stock Valuation (5%)
- Types of Stocks and Their Characteristics

- Valuation Models

Overview of Risk and Return (5%)
- Measurement of Risk and Return
- Diversification
- Capital Asset Pricing Model (cAPM) and Beta

Cost of Capital (5%)
- Cost of Debt .
- Cost of Preferred Stock
- Cost of Retained Earnings
- Weighted Average Cost of Capital

Capital Budgeting (15%)
- Net Present Value
- Internal Rate of Return
- Payback and Discounted Payback
- Conflicts Between NPV and IRR
. - Estimating Cash Flows . -
- Expansion and Replacement Projects



Iv.

VI.

NJ

J. Managing and Financing Current Assets (15%)
- Cash Management
- Accounts Receivable and Inventory Management
- Financing Working Capital- Bank Loans and Accounts

Payable

EVALUATION METHODS

The course grade will be the weighted average of grades earned
on the following assignments:

First Exam 20%
Second Exam 20
Third Exam 20
Comprehensive Final Exam 20
Project 10

" Homework, Quizzes,
and Class Exercises 10

100%
Grading Scale: 90 - 100 A
e e e ... 80 = .89 . .....B ... . -
70 - 79 C
60 - 69 - D
below 60 F

REQUIRED TEXTBOOKS, SUPPLEMENTAL BOOKS AND READINGS

Brigham, Eugene F., and Joel F. Houston. Fundamentals of
Financial Management, 8th ed. Dryden Press, 1998.

BIBLIOGRAPHY

Brealey, Richard A., Stewart C. Myers, and Alan J. Marcus.
Fundamentals of Corporate Finance, 2nd ed. Irwin McGraw-Hill,
1999. N

Cooley, Philip L. and Jean L. Heck. "Establishing Benchmarks
for Teaching the Undergraduate Introductory Course in
Financial Management," Journal of Financial Fducation 22
(Fall 1996).

Gitman, Lawrence J. Principles of Managerial Finance, s8th ed.
Addison- Wesley, 1997.

Smith, Stanley D. "Using EDGAR on the Internet to Teach
Finance and Business Courses," Journal of Financial Education
22 (Fall 199s6).

At
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INDIANA UNIVERSITY OF PENNSYLVANIA
EBERLY COLLEGE OF BUSINESS AND INFORMATION TECHNOLOGY
DEPARTMENT OF FINANCE AND LEGAL STUDIES

FIN 310: Fundamentals of Finance

Professor: Dr. Alan D. Eastman

Office: 322F Eberly College of Business and Information Technology
Phone: (724) 357-5738

Email: aeastman@iup.edu :

Office Hours: Monday, Wednesday, and Friday 11:30 am — 12:30 pm

Term:

Monday, Wednesday 2:00 pm to 3:00 pm
Other Times By Appointment
Spring 2005

CATALOG COURSE DESCRIPTION

COURSE OBJECTIVES

FIN 310 — Fundamentals of Finance

Credits: 3.00

The study of valuation medels, financial statement analysis and forecasting, capital budgeting
methods, and working capital management. Also includes an introduction to risk and return,
capital markets and institutions, and security valuation.

h i

1. The student will be able to analyze and forecast financial statements, and understand
their uses in making financial decisions.

2 The student will be able to apply valuation concepts to a wide range of assets, including
securities, loans, and productive assets.

3 The student will be able to identify the characteristics of various securities and understand
how their markets function. :

4. The student will understand the roles of financial institutions, monetary policy, and interest
rates in well-functioning markets.

5 The student will become familiar with the techniques of managing long-term and short-
term assets and liabilities.

6 Students will be able to use data from on-line sites and other sources of financial
information to aid in financial decision-making.

COURSE OVERVIEW

The COURSE OUTLINE/SYLLABUS contains information about the course, including required
text, assignments, exam schedule, etc. Assignments are listed here and should be cross-
referenced with the CALENDAR for assignment deadlines. The COURSE CALENDAR and the
COURSE OUTLINE can be printed for easy referral throughout the semester. Since this is a
distance-learning course, each student is responsible for completing the assignments as indicated
in the schedule. Therefore, be sure to consult the COURSE CALENDAR AND OUTLINE on a
regular basis. Please use WebCT for all correspondence.



PREREQUISITES: AG202, MA214 for business majors; AG202, MA214 or MA217 for non-business
majors (MA214 recommended)

There will be absolute enforcement of every prerequisite requirement for the coursework offered
by the Eberly College of Business and Information Technology. This means that students cannot
postpone prerequisites and take them after the course in question.

The Dean’s office is responsible for monitoring course prerequisites. Students who manage to
register for coursework in spite of the fact that they do not have the appropriate prerequisite will
be subject to unilateral withdrawal after the course has commenced. At that time, no appeal will
be accepted and adding a different class after the official registration period will not be approved.

REQUIRED TEXT: Gitman, Lawrence. Principles of Managerial Finance, 11" Edition, Addison Wesley,
2006.

RECOMMENDED READING: The Wall Street Journal and other Finance Periodicals such as Business
Week. :

GRADING: The final course grade will be determined by three semester exams weighted at 45% (Exam
One at 10%, Exam Two at 20%, and Exam Three at 15%), quizzes weighted at 15%, homework and web-
based exercises weighted at 15%, and a comprehensive final exam weighted at 25%. An average of 90%
or above will earn an A, an average of 80% to 89% will earn a B, an average of 70% to 79% will earn a C,
an average of 60% to 69% will earn a D, and an average below 60% will earn an F.

Vs A 4 g RS N N I S

EXAMS: All exams will be taken online and will consist of multiple choice questions and problems. Short
essay questions may be included depending on the nature of the material. Students may use their book
and notes for exams. However, exams will be timed, so advance preparation is critical for success.
Make-up exams will not be given. if an exam is missed due to an excused absence, such as a
documented iliness or emergency, the weight of the missed exam will be added to the weight of the final

exam. Except in cases of dire emergency, no consideration will be given to any student who
misses an examination without first receiving the permission of the instructor.

QUIZZES: Quizzes will be taken online. All quizzes will consist of multiple choice questions and
problems. Students may use their book and notes for quizzes. However, quizzes will be timed, so
advance preparation is critical for success. Each quiz may be taken up to three times, with the highest
score being recorded as the grade. Quizzes will be assigned for each chapter. Once the window for’
taking a quiz is closed, the quiz will be available for review. Students will be able to see the correct
answers as well as the answers they selected. Quizzes will be administered through Finance Works, the
publisher’s online testing, homework, and tutorial system. There will be no make-ups. Instead, the lowest
two scores will be dropped. .

»

HOMEWORK: Homework will be solved and submitted online. Students are encouraged to assist one
another and to correspond with Dr. Eastman on a regular basis when working the homework problems.
Homework assignments will assist in preparation for the quizzes and exams, so it is very important for
students to complete these assignments and to ask questions if they are having difficuity. Finance Works
provides many opportunities to work additional problems, and will actually generate additional problems in
areas the student may be struggling.



ARTICLE REVIEWS: In order to encourage outside reading, extra credit points may be obtained during
the semester by submitting article reviews relating to course topics. Only one article review will be
accepted per week. Article reviews must be submitted online by Sunday night at midnight for the previous
week. Each article must be current. If the article is from a magazine or journal, it must be from the most
recent issue. If the article is from a newspaper, such as the Wall Street Journal, it must be from the
current or previous week. If the article is obtained online, it must relate to an event occurring during the
current or the previous week. A proper citation for the article must be submitted, along with a brief
summary. The summary should describe the article and also relate the topic or issue to one covered in
the course. Be as specific as possible in linking the article to class material. Each review will be assigned
a score of zero, one, or two extra credit points. A maximum of 10 extra credit points may be earned
during the semester. These points will be added onto the final exam score. Grammar and spelling will be
considered when assigning a score. One point will be deducted for each error after the first error. In other
words, a review with no errors or with one error can receive a maximum score of two points; a review with
two errors can receive a maximum score of one point; and all other reviews will receive zero points.

PARTICIPATION: No formal classroom meetings are scheduled or required. Students are encouraged
to correspond with one another and with Dr. Eastman via WebCT Communications Tools, which consist of
Discussion Pages, Chat Rooms, and Mail. Students who participate in online correspondence will learn
more, enjoy the class more, and perform better on quizzes and examinations than students who “go it
alone.”

ASSIGNMENTS: Assignments are noted for each section of the course leading up to an exam. Students
need to work regularly to complete assignments in a timely manner. Quizzes and exams must be
completed online during defined windows of opportunity. Please make sure that you are available during
thescheduled tIMeS.. - .« v i meer o e e e e e e e S e =

Online Exam Schedule:

e Exam One, chapters 1, 2, and 3 on 7/15/05, 7 pm to 9 pm

e Exam Two, chapters 4, 5, 6, and 7 on 7/26/05, 7 pm to 9 pm

e Exam Three, chapters 8, 9, and 11 on 8/3/05, 7 pm to 9 pm

e Final Exam, chapters 1 -9, 11, 14 and 15 on 8/11/05, 7 pm to 9 pm
Reminders:

Please review carefully the course outline/syllabus/schedule.

Additional readings, problems, and cases may be assigned.

Quizzes may be taken up to three times, with the highest score recorded for grading purposes.
Practice or lecture quizzes are not included in the grading process.

All exams are open book and open notes. .
Solutions to problems for submission are due no later than midnight of the date of the
assignment.

e If you have any questions, please email Dr. Eastman through WebCT.



Schedule:

July 11
» Review course outline
e Review text
» Review WebCT
e E-mail student biography (one paragraph) to Dr. Eastman along with any concerns/questions
about the course
¢ Reading assignment — Chapter 1
¢ Homework — Chapter 1: all problems on Finance Works (4 total)
Quiz - Chapter 1 (to be completed by midnight 7/12/05)
duly 12

» Reading assignment — Chapter 2
¢ Homework — Chapter 2: all assigned problems on Finance Works (10 total)
e Quiz - Chapter 2 (to be completed by midnight 7/13/05)

July 13

Reading assignment — Chapter 3

Homework — Chapter 3: all assigned problems on Finance Works (6 total)
Quiz — Chapter 3 (to be completed by midnight 7/14/05)

Last day of drop/add period

July14

e Homework — Chapter 3: all assigned problems on Finance Works (3 total)
e Review for exam, practice test available
¢ Reminder, complete chapter 3 quiz by midnight

July 15
e Exam One (online) covering chapters 1 - 3, 7:00 pm to 9:00_pm.
July 18

¢ Reading assignment — Chapter 4
e Homework — Chapter 4: all assigned problems on Finance Works (15 total)

JU'! 19 Y
¢ Reading assignment — Chapter 4
e Homework — Chapter 4: all assigned problems on Finance Works (8 total)
e Homework ~ Chapter 4: spreadsheet exercise due on 8/10/05
¢ Quiz — Chapter 4 (to be completed by midnight 7/19/05)
July 20
* Reading assignment — Chapter 5
e Homework — Chapter 5: all assigned problems on Finance Works (8 total)
¢ Homework — Chapter 5: spreadsheet exercise due on 8/10/05
¢ Quiz - Chapter 5 (to be completed by midnight 7/21/05)
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July 21

Reading assignment — Chapter 6

Homework — Chapter 6: all assigned problems on Finance Works (8 total)
Homework — Chapter 6: spreadsheet exercise due on 8/10/05

Quiz ~ Chapter 6 (to be completed by midnight 7/22/05)

July 22

Reading assignment — Chapter 7

Homework — Chapter 7: all assigned problems on Finance Works (8 total)
Homework — Chapter 7: spreadsheet exercise due on 8/10/05

Quiz - Chapter 7 (to be completed by midnight 7/25/05)

July 25

e Homework — Chapters 4 — 7 review: all assigned problems on Finance Works (10 total)
¢ Review for exam two, practice test available
¢ Reminder, complete chapter 7 quiz by midnight

July 26
e Exam Two (online) covering chapters 4 — 7, 7:00 pm to 9:00 pm

July 27
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¢ Reading assignment — Chapter 8
e Homework — Chapter 8: all assigned problems on Finance Works (7 total)
e Homework — Chapter 8: spreadsheet exercise due on 8/10/05
¢ Quiz - Chapter 8 (to pe completed by midnight 7/28/05)
July 28

¢ Reading assignment — Chapter 8 (continued)
e Homework — Chapter 8: all assigned problems on Finance Works (7 total)

e Reminder: complete chapter 8 quiz by midnight
July 29

Reading assignment — Chapter 9

Homework — Chapter 9: all assigned problems on Finance Works (8 total)
Homework — Chapter 9: spreadsheet exercise due on 8/10/05

Quiz - Chapter 9 (to be completed by midnight 8/01/05)

August 1

¢ Reading assignment — Chapter 11
« Homework — Chapter 11: all assigned problems on Finance Works (8 total)

e Quiz - Chapter 11 (to be completed by midnight 8/2/05)



August 2

e Homework — Chapters 8, 9 and 11 review: all assigned problems on Finance Works (5 total)
o Review for exam two, practice test available
e Reminder, complete chapter 11 quiz by midnight

August 3
e Exam Three (online) covering chapters 8, 9, and 11, 7:00 pm to 9:00 pm
August 4

¢ Reading assignment — Chapter 14
e Homework — Chapter 14: all assigned problems on Finance Works (5 total)
e Quiz - Chapter 14 (to be completed by midnight 8/5/05)

August 5

¢ Reading assignment — Chapter 15
e Homework — Chapter 15: all assigned problems on Finance Works (5 total)
e Quiz - Chapter 15 (to be completed by midnight 8/8/05)

August 8 - 10

¢ Reminder, chapter 15 quiz to be completed by midnight on August g"
Complete 4 Web Exercuses chqosmg from chapters 2 3 4 57,8, 11 14 (to be completed by
““midnight 8/10/05) -~ - S e S e S i
Reminder, spreadsheet exercises are due by mtdmght on 8/10/05
Review for final exam
Practice tests available

August 11

e Comprehensive Final Exam (online) covering chapters 1-9, 11, 13, and 14, 7:00 pm to 9:00 pm



Welcome to FIN 310: Fundamentals of Finance

An Online Distance Education Course Offerred By The...

Eberly College of Business and Information Technology

Indiana University of Pennsylvania
And Taught By...

Dr. &lan D. Eastman
322F Eberly College of Business and Information Technoelogy
(724) 357-5738

aeastman®@iup.edu



Course Overview

The COURSE SYLLABUS contains information about the course, including required text,
assignments, exam schedule, etc. Assignments are listed here and should be cross-
referenced with the CALENDAR for assignment deadlines. The COURSE CALENDAR and the
COURSE SYLLABUS can be printed for easy referral throughout the semester. Since thisis a
distance-learning course, each student is responsible for completing the assignments as
indicated in the schedule. Therefore, be sure to consult the COURSE CALENDAR AND
SYLLABUS on a regular basis. Please use WebCT for all correspondence.

Let's Get Started!

Click on the links below to review the course syllabus, the course calendar, and the chapter
modules. These items and other course materials can be accessed via the Course Menu and
the Course Map. You may also go directly to the Gitman website or to Finance Works to
complete your assignments. As always, any guestions for Dr. Eastman or other students can
be addressed through the communications link below.

Ciogrue Syllanns Cajerndar: )

Communsalisn Fuarcs Waorks Sludant Rescurtes [Gilman wakilz2)



Homepage > Chapter Modules

Chapter Resources

Resources for each chapter include the following: (1) E-book, the complete text in
Adobe Acrobat format, complete with live Web Exercise links and links to additional
online resources; (2) E-Themes of the Times: a collection of New York Times articles
keyed to the chapter, along with review questions; (3) Extra online readings not
included in the textbook (not available for all chapters); (4) An online Web Case; (5)
The Web Exercise from the textbook; (6) A Self-Study Quiz; and (7) A link to the Case
Studies in Finance that are tied to that chapter. Please click on the Student Resources
link at the bottom of the page to access the publisher's website for these resources.
You may also access Finance Works by clicking the Finance Works link at the bottom of
the page. Homework, quizzes and exams are completed at the Finance Works website,
Chapter leaming goals and specific assignments may be found by clicking on the
chapter links below.

Chapter 1: The Role and Environment of Managerial Finance
Chapter 2! Financial Stataments and Analysis

Chapter 3: Cash Flow and Financial Planning

Chapter 4: Time Value of Money

Chapter 5: Risk and Retur_n

Chapter 6: Interest Rates and Bond Valuation

Chaptar 7: Stock Valuation

Chapter 8: Capital Budgeting Cash Flows

Chapter 9i Capital Budgeting Techniques: Certainty and Risk .
Chapter 11: The Cost of Capital
J

Chapter 14: Working Capital and Current Assets Management

Chapter 151 Current Liabilities Management



Finance Works



Chapter 3: Cash Flow and Financial Planning

Course Objectives:

1.

The student will be able to analyze and forecast financial statements, and
understand their uses in making financial decisions.

Chapter Learning Goals:

LGI.

LG2.

LG3.

LG4.

LGS.

LG6.

Understand tax depreciation procedures and the effect of depreciation on the
firm’s cash flows.

Discuss the firm’s statement of cash flows, operating cash flows, and free cash
flow.

Understand the financial planning process, including long-term (strategic)
financial plans and short-term (operating) financial plans.

Discuss the cash-plannmg process and the preparation, evaluation, and use of the
cash budget. . . S SR

Explain the simplified procedures used to prepare and evaluate the pro forma
income statement and the pro forma balance sheet.

Evaluate the simplified approaches to pro forma financial statement preparation
and the common uses of pro forma statements.



Chapter 3: Cash Flow and Financial Planning

Assignments:
Read Chapter 3
Complete the homework problems (9 exercises) for chapter 3 at Finance Works.

Complete the quiz for chapter 3 at Finance Works. You may want to take the self-
assessment quiz first to prepare yourself for the graded quiz.

Complete the web exercise for chapter 3. Provide your opinion and discuss the issue of
corporate taxation on the WebCT discussion board for chapter 3.
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Homework Chapter3: Cash Flow & Finaneial Planning Homework Overview Back to Do Homework

i Accounting cash flow A firm had earnings after taxes of $48,100 in 2003. * Show Me How
{ Depreciation charges were $27,384, and a $2,319 charge for amortization of a bond
" discount was incurred. What was the frm's accounting cas# flow from operations (see

+ & ,G'.‘Help Me Solve This
'IH22.° Equation 3.1) during 20037 £

. i ﬁ:ﬂ'\’icw an txample |
il Accounting cash flow from operations = $[| | '

\ l_J ¢ ¢ Textbook Pages
\/i 1 -Ji ]
il ol

§ &7 AskMy Instructor... ;!

1, J(ne) i
— &=y Print...
More 3)

- Submit Hamework J!!

Assigned homework is accessed through Finance Works. Above is the first exercise from
chapter 3. The student completes the exercise by entering his or her answer in the box
provided. Students may get help with the question by clicking on the links at the right
side of the screen: Help Me Solve This, View an Example, Textbook Pages, or Ask My

Instructor.

If the student enters an incorrect answer, the following is displayed:



& Homework Overview A Back ta Do Homework

"

i ...-‘;.(;Cﬂ.lu'l;l-'ilig r-:mh ﬁo\v- A firm had earnings after taxes of $48,100 m 2003. “Show Me How
J Degreciation charges were $27,884, and a $2,319 charge for amortization of a bond .. -g"‘Help.\r\e e
discount was incurred. What was the firm's accounting cask flow from operations (see ! Pk
UNDO e . i R e 4
" M o e el i ﬁ,'ﬁew an Example |,
) oy e ur it
T fnl A . (& Soarry, that’s not correct. : ‘
e = ¢ M Textbook Pages !
@ \'[L I Depreciation and amortization act as cash inflows to the firm due to the tax i e e e
i) shield each provides to the frm, which increases annual cash flows. Therefore, f ST Ask My Instructor..
o -_J make sure you add the values of both depreciation and amortization to earnings & alu Print...
{Morey ? after taxes, not subtract the values from eamings after taxes. :

i Enter any number or expression in the edit field, then click Check Answer.

Clear Answers
B e

A WP, T MV

Submit Homework J

f s
ol |

A

For assistance, suppose the student clicks on Help Me Solve This. A screen displays the
appropriate equation(s) with a brief explanation.



Accounting cash flow A firm had eamings after tazes of 343,100 mn 2003. .Show.'. n;ﬁe Ho:.v

Depreciation charges were $27,884, and a $2,319 charge for amortization of a bond i g 5 =N
discount was incurred. What was the firm's accounting cask flow from operations (see m i
Equation 3.1) durmg 20037

i o o ) i f;“view an Example |,
1. Accounting cash fow from operations, ACCF, is the sum of net profits (or eamings) T T AT .
after taxes, £AT, and any noncash charges such as deprecianon, DEPEYP, and :

amortizaton, AMCORT. To find the accountng cash flow fom operatons, you can soive - & Textbook Pages

for AOCF m the following equaton: Gtk My InStructor... :
N
AQCF=EAT + DEPEXP + AMORT © deb Print..

Note: if earnings after tazes are negative, an outflow, they are defined as net losses
after taxes. In this case, deprecianon and amartization would shil be added to this
outflow and it is possible for the frm to have a positive (inflow) value for accounting
cash flow from operations even in years with net losses after taxes.

Click Continue to see more.

Ery—

" Continue -~ }©

Print Homework -Submil: Homework }f
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If this help is not sufficient, the student may click on View an Example. The following
example appears:

Accounting cash flow

charge for amortization of a bond discount was incurred. What was the firm's accounting cash flow from operations (see
Equation 3.1) duning 20037

4 1. Accounting cash flow from operations, AOCF, is the sum of net profits (or earmings) after taxes, £4T, and any — i
4 noncash charges such as depreciation, DEPEXP, and amortization, AMORT. Since depreciation (and amortization) are

4 noncash charges (expenses), they are accounting ‘book eatries.' In other words, a firm is allowed to write off the cost of
q  capital assets aver time; which creates a tax savings (shield), and a check is never written for this 'expense,’ which
increases annual cash flows. To find the accountng cash flow fom operations, you can solve for AOCF4n the following
equahon:

AQCF =EAT + DEPEXP + AMORT

=$13,000 + $1,900 + §500

= 315,400
The accounting cash fows from operations are $15,400. '1
=
=
¢

The exercise 1s complete.

o L e U e e e £



The student may continue by clicking on the Textbook Pages, which will display the
section of the chapter where accounting cash flows are discussed, or may email the
instructor a question.

Suppose, however, that the student enters the correct answer. The exercise is done and
the student has the option to go onto the next exercise, or to select a similar exercise for
more practice on this topic.

Homework Ovel

Accomnting cash flow A firm had earnings after tazes of $45,700 i 2003.
Depreciation charges were $25,681, and a $2,039 charge for amortization of a hand
discount was incurred. What was the firm's accounting cask flow from aperations (see
Equation 3.1) during 20037

7 S
¢ Help Me Salve This |

Shbw !‘de Hé_wf '

Vot |

e ST RN T - Riis :,;“ ﬁr‘:’iew an Example |
Accounting cash flow from operations = $ 73420

1

i AR T _%
i & Textbook Pages 13

R ey e g |

57 Ask My lnstructor... @

; P Print. .

The exercise is complete,
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The online homework problems are taken from the chapter problems in the textbook.
The homework problems for chapter 3 online are difficult to print since they are done in
stages. Therefore, I have copied the homework problems from the back of the chapter
that will be assigned online.



Accounting cash flow A firm had carnings after taxcs of $50,000 in 2003.
Depreciation charges were $28,000, and a $2,000 charge for : amortization of a
bond discount was in¢urred. Whart was the firm’s a;cou.nung ::asb ﬂow from
sperations (see Equation 3.1) during 20032 -

Dcprccmnou and accounting cash flow . A firm in the third year of dcprccxar—
ing its oaly assct, which originally cost $180,000 and has a 5-year MACRS
recovery pcnod has garhcrcd the tollowmg dnm rclatwc to the currcnt ycar ’s
opcrauons. S e R T

' ,“‘ :\accruals f-',g
L Cn:rent assets
, ';}.Inreret cxpense ;
Sales xcvenne



Cash . .
Markerable sceuricies

"-Accounts receivable
Invcntones

- Total current assers

Gmss hxcd. assets :
Lesz Ancumulatcd d:pmmon
Net ﬁx:dasets s

) Total assers.

-~ $ 8200
" $29,500
14700 .
$14.300 - $15.000
'$23,000 - $21,800

$1,50 1,000

LS00 .. 1,200
2,000 - 1,800
3,900 .- 2,800

3 6,800

'$28,100

13,100




3-8 Cash disbursements schedule Maris Brothcrs, Inc.. nceds a cash disbursement |
schedule for the months of Apl.’ll Ma, ,and Junc Usc thc formar of Table 3. 9
_ and the following mformatlon in its preparation. .

Sales: February = $500, 000 March =$5 00,000, Apnl =$5 60 000 Mm =
$610 000; _]unc $650 000; ]ulv= 3650 000 .

Purcbases Purchascs are u.ah. ulated as 60 % ok thc nexc month’s salcs, 10°

of purchases are made in cash, 50% of purchases arc paid for. 1 month after
purchase, and the rcmmnmg 40°o of purchascs arc pmd tor 2 months nf:cr‘; i
purchase. - : - :

Rent: : The fiem pays rent ot $3 000 ‘per month

Wages and salaries: Basc wage- and salar',' costs are ﬁxcd ar 56 000 per
: month plus a vanablc cost of 7% of thc currcntmonth’s salcs. ‘ :

e Taxes. Arax pavmcnt of $54, 500 is duc m]unc. SR

- thed asset ourlays Ncw cqmptncnt cosnng $7 5 000 w:ll hc :bonght and pmdf o
}:formApnl. o ‘ FER . ‘ E

: ‘therest pa)'ments, An mtcrcst ‘paymcnt °f $30, 000 1sgduc m}unc
. Cash d:mdends Dividends of $12,500 wil

Prmc:pal repayments. and. retivemetis
-, ments nrcduc during thcsc months

3—-10 “Cash budgct—Advauccd ‘The actual?salcs

-~ Septémber and October 2003, nlong with its forecast salcs:and purchascs for d:c .
pcnod Novcmbcr 2 003 through Apnl 2 004 foﬂow ;




a ] »n. Assuming that the firm has a cash Balancczot $”" 000 at. thc bcgmmng ot

: :"If the firm were ¢ requesting a line of'crcdxt to‘covcx:ncc.

2003 - - September moooo $I.D,000
2003  October . - . 250,000 .. 150,000 _
2003 November 170,000 140,000 °
2003 . December . . 160,000 - 100,000

2004 °  Jenwary - - 140,000 '80,000
2004 .. February 180,000 110,000
2004 - March . " 200,060 100,000

2004 _';*;\pzi;- . '-vsoooo -~ 90000:

Thc firm maLcs "0 % of all sales tor cash and collccts on 40 % of its salcs in
cach of the 2 months following the sale. Other cash inflows arc expected to be
$1..,000 in September and April, $15,000 in January and March, and 27',000
in February. The firm pays cash for 10% of irs purchascs. It pavs for 50% of its
purchascs in the following month and for 40% of its purchases 2 months later.

- Wages and salarics amount to 20% of the preceding moath’s sales. Renr of
$20,000 per month must be paid: Intcrest payments of $10,000 arc ducin Janu-
ary and Apnl. A principal payment of $30,000 is also due in April. The firm
expects to pay-cash dividénds of $20,000 in January-and April. Taxesof .+ -
.- $80,000 arc duc in April. The firm also iarends %o makc a.$25, 000 cash pur— .
chasc of fixed assets in December.. - = T i

" November, detemmine. the end—of-month cash balnnccs for cach; month,

. "November through Aprl: <~ "™ TR o

. b. Assuming that the firm wishes 1 tom niainm' !
N ...l.,\-n,*:.s;.v.x_‘ g G fu» ’<c"‘d;‘=é!gtal ﬁ-:- cmg Of

: 515,000 minimum \ cash balancc, »

e et
pvpem—ae gt

Gash fi\lance for cacff montH T

Novcmbcr through Apnl.

. period November to Apnl how' largc 1mfoulcl t[ns lmc havcto. be
your zmswcr e T e




3-12 Cash budgct——Scnsitivity analysis  Troteer Entcrpriscs, Inc., has gathcrcd the
following daca in order to plan for its cash requirements and shorr-term invest-

ment opporrunmcs for October, November, and Dcccmbcr All amounts are
shown in thousands of dollars. .

Toral cash
re:ctpts

'd;sbnr;cments' . 288 .'“ '326 ‘ ,421 b :_"203 o

a Pmparc a scnsmvltv analyms of Trottcr s cash budgct usmg $’0 000 as thc s
 beginning cash balancc for Octobcr and a nummum rcqmrcd cash balancc of .
$13,000., : o o
b Usc the analysxs prcparcd in pa.n: a to prcchct Ttottc ; | nancmgnccds and
3 lnvcstmcnt oppommmcs ovcr thc months of Octobcr' Noveml:cr, and S

i componcnts. L




= ‘-$3 000 000._Thc ﬁol[owmg mﬁumanon has becn @thcrcd

Sa!cs revenac . » $1,400,000 ’ =
Less: Cost of @ods sold . 910,000 SO

Gross profits . . -5 490,000 ;'_Cmofsm sold - R
Less Operatmgcxpcmcs 120000 - Fixedcost . $210,000°
Operating profis 5 370,000 * Variable cost _ .. _700,000 ..
“Less lawrescempense 135000 Towlcox . $910000° -

" Net profirs beforc axes .~ - 335,600 R _"
Less Tases {eate=40%) 134,000 - Operating expeases ' 1
Netproht: afeer taxes o “S 201,000

- Lesss Cash dividends
'jTo tctm.ned mmgs

o ek000
- § 135000

Ca. Usc thc perr.wt—of-salcs metbod © pmparc a pro forma 1ncomc statcmcnt for _-'

- the year ended December 31, 2004. EO : ERe

> b, Use fmed and variable:cost data to dcvclop a pro forma mcomc statcm vt for 'f_, ;
. the year cnded December 31, 2004: , ' )

e Comparc and contrast the statcments devdopcd in pn.:tsfa and b. Wlnch state- 5
mcnt probablv provxdcs thc bcttct s 1

© " (1)"A minimum cash balance of $50,000 is dcsx:cd. o
B 2 Markctablc sccurities arc cxpcctcd 0o remam unchnngcd

- (4) Inventories rcprcscntl.. %. of sales:’ : : o
S5 A new machine costing $90,000 will be. acqm:cd dunng "004 Toml dcprc— Lo
. Tciation for the year will be $32,000,. S .
' [6) Accounts payablc represent. 14%: of salcs. Ve iy '
("] Accruals, other current liabilities, long-tctm dcht, and common stock are
- ~-expected to remain unchaaged. :
» (8) The fifm’s nct proﬁtmargmxs 4%, and ncxpectsto pav out S: 0 000 in cash "
;" dividends during 2004. PN . )
9 Thc Dcccmbcr 3t, 2003 baiance shcct follows. AR




“ Liabilities: d Swdd:oldcrs' Eqmty

“Cash § 45000 & ou.nrspa’-ral.le PR s 395000
'Manmucsecunm 15000 0 Accrwals T T 60,000
Accounrs co.exvable o o'ss,ooo . Other curren liabiliies - ___30,000
'~Invmtones g D 340,600 e [;’l'omlcurrenthabxhnw '8 485,000
. Touummmssm . $.655000 Long-termdcbt ST 350,000
Necfixedasses = ; § 600,000 . Commonstock < - s 200,000

LT 31255000 1 :Rctamedearmngs | § 220,000
' ~ . Toul liabilities and I L
i stockholders’ equity - 51_-25510_0,

o {Total asms

: ﬁnancml pIans Usc the financial's
in what follows to peeparcthe

:Less. C.uh dmdeads o : :
Tolﬁtmnedcarmngs‘ SRS 40000



T 832 AN -Agcoums payable B 5100,000
‘Marketable securiis - 18,000 - % Taxespayable - 1 i - 20,000
~ Accounts rccemblc 150000 G . 'f'Othcrcu:rcntlmbahus . 5,000
*Invengories % 100,000 o ... " " Totalcaerent liabilities - $125,000  :

Towl currentassers 300,000 . &' Longeemdebe © 0 L . §200,000
 Nex fixed assets Ui 3350000 < © $150,000

o - - Common stock »
. Toralassers " "' 3650000 “::°." " Retained earnings $175,000

_Thc followmg ﬁnancxal data arc also avmlablc- o SR LAl A

" (1) The firm has estimarcd thiat its sales for 2004 will be 5900 000 R
(2) The firm cxpects to pay $35,000in cash dividends in 2004. R
'(3). The firm wishes to maintain a minimum cash balance: of $30,000.
(4) Acco unts reccxvablc rcprcscnt appromatcly 18% % of annual salcs.

4, L ;5"004 usmg the pcnent-of-s‘des metbod.
b, ,Pn:parca pro forma balancc shcct datcd Dcccmbcr 31, 004,:g§;pg the iuf{g- i
S mem‘al approacb T S Gl
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Self-Assessmeani QUiz

1. The system commonly used to determine the depreciable of assets for
tax purposes is known as
r modified accelerated cost recovery system (MACRS)

c tax-incentive rapid depreciation directions. (TIRDD).
T financial accountings standards (FAS).

c generally-accepted accounting procedures (GAAP).

2. Financing flows would include each of the following, except:
o issuance of debt.
s cash dividends.
& purchase of a new truck.
r stock repurchase.

3 . Which of the following is an example of a noncash charge?
s dividend payment
C taxes
r interest payment
r depreciation

4 Information for problems 4 - 6 is given below. In its.2003 fiscal year,
Newport Printing had $500,000 in net profit after taxes, $400,000 of
which was paid out as a dividend to shareholders.

Newport Printing Balance Sheets ($000)

2004 2003

Current Assets
Cash $300 $425
Accounts Receivable $550 $625



Inventory $475 $850
Total Current Assets $1,325 $1,900
Gross Fixed Assets

Machinery $12,000 $10,500

Less: Depreciation $5.275 $4.800
Net Fixed Assets $6,725 5.700
Total Assets $8.050 7,600
Current Liabilities

Accounts Payable $475 $400

Accruals $200 $150
Total Current Assets $675 $550
Long-Term Debt $1,600 $1,800
Stockholder's Equity $5.775 $5.250
Total Liabilities and Stockholders' Equity 8.050 7,600

4. What was Newport Printing's cash flow from operations?

¢ $1,300,000
~  $1,550,000
¢ $600,000
c $975,000

5. What is the cash flow from investing activities?
& -$450,000

F $1,500,000

- $12,000,000 .
& -$1,500,000
6. What is the cash flow from financing activities?

. $325,000
c -$175,000
C $225,000
c - $75,000



c - $75,000

7 . The financial planning process starts with
¢« operating financial plans.
. short-term financial plans.
T strategic financial plans.

- the cash budget.

8. forecasts are based on the relationships observed between
the firm's sales and key economic indicators.
. "Rain or Shine"
~ Internal sales
e Consensus
~ External sales

(o}

Newport Printing has a minimum cash balance of $250,000 and a cash
balance at the beginning of October of $300,000. If cash receipts are
forecast to be $165,000 and disbursements.are $290,000 during the
month, how much additional financing is anticipated?

i $75,000
- $125,000
c $40,000

e no additional financing is needed

|

10 statements are projected income statements and balance

~ Historical
. Cash budget
- Pro forma

c Fully-audited



11 Which of the following is not included on a cash budget?
C depreciation
& dividends
c payments of accounts payable

—
{

interest payments

Answer choices in this exercise are randomized and will appear in a different
order each time the page is loaded.



Quiz Chapter 3

Name

MULTIPLE CHOICE. Choose the one alternative that best completes the statement or answers the question.

1) A corporation
A) must use the same depreciation method for tax and financial reporting purposes.
B) must use different (from for tax purposes), but strictly mandated, depreciation methods for financial
reporting purposes.
C) may use different depreciation methods for tax and financial reporting purposes.
D) must use different depreciation methods for tax and financial reporting purposes.

2) The depreciable life of an asset is of concern to the financial manager, and
A) a shorter depreciable life is preferred, because it will result in a faster receipt of cash flows.
B) a shorter depreciable life is preferred, because management can then purchase new assets, as the old assets
are written off.
C) a longer depreciable life is preferred, because it will result in a faster receipt of cash flows.

D) a longer depreciable life is preferred, because management can postpone purchasing new assets, since the
old assets still have a useful life.

3) Under MACRS, an asset which originally cost $100,000, incurred installation costs of $10,000, and has an
estimated salvage value of $25,000, is being depreciated using a 5-year normal recovery period: What is the
depreciation expenseinyear1? =~ «

A) $15,000 B) $12,750 o200 " D)$11,250

4) Johnson, Inc. has just ended the calendar year making a sale in the amount of $10,000 of merchandise purchased
during the year at a total cost of $7,000. Although the firm paid in full for the merchandise during the year, it
has yet to collect at year end from the customer: The net profitand cash flow for the yearare

A) $3,000 and $7,000 respectively. : . B) $7,000 and -$3,000 respectively.
C) $3,000 and $10,000 respectively. : D) $3,000 and -$7,000 respectively.



FIGURE 3.1

RUFF SANDPAPER CO.
Balance Sheets
For the Years Ended 2002 and 2003

2003 2002
Assets
Cash 800 600
Marketable securities 200 200
Accounts receivable 1,200 1,000
Inventories 2,000 1,800
Gross fixed asset 3,000 ' 2,800
Less Accumulated Depreciation 1,000 800
Net fixed assets 2,000 2,000
Total assets 6,200 5,600
Liabilities
Accounts payable - 200 100
Notes payable - 800 900
Accruals 100 100
Long-term debt 2,000 1,500
Stockholders’ equity
~ Common stock at par 500 500
Paid-in'capital inexcessof par - 20007 2000
Retained earnings 600 500
Total liabilities and equity 6,200 5,600
Net profits after taxes for 2003: $150.00
5) The firm's cash flow from operationsis_________. (See Figure 3.1.)
A) $150 5 B) $950 C) $300 D) $350
6) The depreciation expense for 2003 is .. (See Figure3.1.)

A) $200 B) $50 C) $1,000 D) $0

7) For the year ended December 31, 2003, a corporation had cash flow from operating activities of $12,000, cash
flow from investment activities of -$10,000, and cash flow from financing activities of $4,600. The Statement of
Cash Flows would show a

A) net decrease of $6,000 in cash and marketable securities.
B) net increase of $6,000 in cash and marketable securities.
C) net decrease of $18,000 in cash and marketable securities.
D) net increase of $2,000 in cash and marketable securities.



8) Which of the following would be the least likely to utilize pro forma financial statements or a cash budget:
A) lenders. B) investors.
C) top management. D) middle management.

9) A firm has projected sales in May, June, and July of $100, $200, and $300, respectively. The firm makes .20 .
percent of sales in cash and collects the balance one month following the sale. The firm's total cash receipts in

July
A) are $180.
B) are $220.
C) are $200.
D) cannot be determined with the information provided.

10) A firm has actual sales in November of $1,000 and projected sales in December and January of $3,000 and
$4,000, respectively. The firm makes 10 percent of its sales in cash, collects 40 percent of its sales one month
following the sale, and collects the balance two months following the sale. The firm's total expected cash
receipts in January

A) are $2,100.

B) are $1,900.

C) are $700.

D) cannot be determined with the information provided.

11) In the month of August, a firm had total cash receipts of $10,000, total cash disbursements of $8,000,
depreciation expense of $1,000, a minimum cash balance of $3,000, and a beginning cash balance of $500. The
ending cash balance for August totals

A) $1,500 B) $5,500 C) $3,500 D) $2,500

FIGURE 3.5

A financial manager at General Talc Mines has gathered the financial data essential to prepare a pro forma balance sheet for
cash and profit planning purposes for the coming year ended December 31, 2004. Using the percent-of-sales method and
the following financial data, prepare the pro forma balance sheet in order to answer the following multiple choice questions.

MOy

T

The firm estimates sales of $1,000,000.

The firm maintains a cash balance of $25,000.

Accounts receivable represents 15 percent of sales.

Inventory represents 35 percent of sales.

A new piece of mining equipment costing $150,000 will be purchased in 2004.
Total depreciation for 2004 will be $75,000. d
Accounts payable represents 10 percent of sales. '

There will be no change in notes payable, accruals, and common stock.

The firm plans to retire a long term note of $100,000.

Dividends of $45,000 will be paid in 2004.

The firm predicts a 4 percent net profit margin.

Balance Sheet
General Talc Mines
December 31, 2003



Assets

Cash $ 25,000
Accounts receivable 120,000
Inventories 300,000
Total current assets $ 445,000

Net fixed assets $ 500,000
Total assets $ 945,000

Liabilities and stockholders' equity

Accounts payable $ 80,000
Notes payable 350,000
Accruals 50,000
Total current liabilities $ 480,000
Long-~term debts 150,000
Total liabilities $ 630,000
Stockholders' equity
Common stock $ 180,000
Retained earnings 135,000
~ Total Stockholders' equity $ 315,000
Total liabilities and stockholders' equity $ 945,000
12) The pro forma accumulated retained earnings amount is . (See Figure 3.5.)
A) $175,000 - B) $140,000 C) $130,000 D) $90,000
13) The external financing required in 2004 will be . (See Figure 3.5.)
A) $240,000 B) $0 C) $230,000 D) $195,000

14) The external funds requirement results primarily from (See Figure 3.5.)
A) low profit margin.
B) high cost of sales.
C) the retirement of debt and purchase of new fixed assets.
D) the payment of dividends.

15) In a period of rising sales, utilizing past cost and expense ratios (percent-of-sales method) when preparing pro
forma financial statements will tend to

A) understate costs and overstate profits. B) understate costs and understate profits.
C) overstate costs and overstate profits. D) overstate costs and understate profits.
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Lrou o
Depreciation is an intricate topic, complicated greatly by the rax law. This exer-
cise is meant to extend the description in the text to the real world of compliance
under [RS regulations. Financial planning analysis and statement preparation will
follow, as you will be asked to continue analyzing your shadow firm’s financial
reports and prepare projected statements.

& . Visic the IRSs Web site ar wwwirs.gov. Click on the link for information for
businesses located on che left side of the IRS home page. Next, click on the
link for information for corporations. At the bottom of the page, click on the
link for forms and publications. The tenth link on this page is the topical
index for forms and publications. Go to this link. Highlight “D” for depreci-
ation. Now scroll down to Depreciating Property and highlight “Primary
publication number 946.” Using the explanations provided, give several
examples of property that your fictitious firm is depreciating.

& b. Return to the 10-K filing for your shadow firm.

(1) Using a time-series approach, describe changes in your shadow firm’s 3
statement of cash flows. - ' 3

(2) As you did with the ratio analysis in Chapter 2, provide possible expla- 3§
nations for the changes you have noted. ‘

(3) Extend this analysis to your own firm by using these possible explana-
tions within the context of your fictitious firm.

&5 c Begin the financial planning analysis of your shadow firm by viewing the
strategy section of the annual report. Make a note of short- and long-term
planning. Now apply these real details to your fictitious firm.

8] d. Develop a cash budger for your fictitious firm for the following year. Pay
close accention to inflow and outflow assumptions. :

El & e Take the most recent corporate filings and develop pro forma statements for | o
your shadow corporation. Keep it simple here. Likewise, keep evaluations of
these pro forma statements simple.
’HUeﬁ :
W Taxation is forever a part of our lives. This is true of individuals as well as of cor-
& porations. This exercise looks at some tax-related issues for corporations.

a. Visit the [RS*s Web site at www.irs.gov/index.html. Go to Tax Scats. Here j
the IRS provides information in various forms regarding tax filing. View Tax 4 i
Stats at a Glance. Look for information dealing with corporate income taxes. 258 i
There has been serious debate in the past about eliminating the corporate '
income tax due to its high compliance costs relative to the amount of revenue 3
raised by the rax. Concerns have also been raised regarding the double raxa-  § Sy
tion of dividends. Because dividends are paid with after-tax dollars, elimi- ;
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nating the corporate income tax would eliminate the double taxation. Citing
data contained on this page, discuss the merits of reducing or eliminaring
corporate income taxation. Would you advocate raising the ceiling so that
only the largest corporations, as measured by asserts, are taxed?

b. Use the link for Statistics by Topic to look up Corporate Tax Statistics.
Find and describe the changes in relative importance of S-corporations as
compared with total corporate filings. This information can be found under j
S-Corporations and then as a publication dated 2004, Selected Returns and f;:.
Forms, Table #22. Within the same table, information is broken down across s
eight categories. Compare the relative numbers of returns filed.

Remember to check the book’s Web site at

b www.aw-bc.com/gitman

for additional resources, including additional Web exercises.




