Case Studies – Income Statement, Statement of Financial Position e Cash Flow Statement
CA4.1 (LO1,2,3) (Identification of Income Statement Deficiencies) O'Malley plc began business on January 1, 2019. It has been successful and now requires a bank loan for additional working capital to finance expansion. The bank has requested an audited income statement for the year 2019. The accountant for O'Malley plc provides you with the following income statement, which O'Malley plans to submit to the bank.

	O'Malley plc

Income Statement

	Sales revenue
	
	£850,000

	Dividends
	
	    32,300

	Gain on recovery of insurance proceeds from earthquake loss
	
	  38,500

	
	
	  920,800

	Less:
	
	

	Selling expenses
	£101,100
	

	Cost of goods sold
	  510,000
	

	Interest expense
	    13,700
	

	Loss on obsolescence of inventories
	    34,000
	

	Loss on discontinued operations
	    48,600
	

	Administrative expenses
	  73,400
	 780,800

	Income before income tax
	
	  140,000

	Income tax
	
	  56,000

	Net income
	
	£ 84,000


Instructions

Indicate the deficiencies in the income statement presented.

CA4.7 (LO5) (Comprehensive Income) Willie Nelson, Jr., controller for Jenkins Corporation, is preparing the company's financial statements at year-end. Currently, he is focusing on the income statement and determining the format for reporting comprehensive income. During the year, the company earned net income of $400,000 and had unrealized gains on non-trading equity securities of $15,000. In the previous year, net income was $410,000, and the company had no unrealized gains or losses.

Instructions

a. Show how income and comprehensive income will be reported on a comparative basis for the current and prior years, using the separate income statement format.

b. Show how income and comprehensive income will be reported on a comparative basis for the current and prior years, using the combined comprehensive income statement format.

c. Which format should Nelson recommend
CA5.3 (LO2) (Identifying Statement of Financial Position Deficiencies) The assets of Fonzarelli SpA are presented as follows (amounts in thousands).

	Fonzarelli SpA

Statement of Financial Position (Partial)

December 31, 2019

	Assets

	Current assets 
	
	

	    Cash 
	
	€  100,000

	    Non-controlling interest 
	
	        27,500

	    Trading securities (fair value €30,000) at cost 
	
	        37,000

	    Accounts receivable (less bad debt reserve) 
	
	        75,000

	    Inventory—at lower-of-cost (determined by the first-in, first-out method)-   

 or-net realizable value 
	
	   240,000

	        Total current assets 
	
	   479,500


	Tangible assets 
	
	

	    Land (less accumulated depreciation) 
	
	        80,000

	    Buildings and equipment 
	€800,000
	

	        Less: Accumulated depreciation 
	 250,000
	   550,000

	        Net tangible assets 
	
	   630,000

	Investments 
	
	

	    Bonds 
	
	      100,000

	    Treasury shares 
	
	    70,000

	        Total investments 
	
	   170,000

	Other assets 
	
	

	    Land held for future factory site 
	
	        19,400

	    Sinking fund 
	
	   975,000

	        Total other assets 
	
	   994,400

	        Total assets 
	
	€2,273,900


Instructions

Indicate the deficiencies, if any, in the foregoing presentation of Fonzarelli's assets.

CA5.4 (LO3) 
[image: image1](Critique of Statement of Financial Position Format and Content) The following is the statement of financial position of Rasheed Brothers Corporation (amounts in thousands).

	Rasheed Brothers Corporation

Statement of Financial Position

December 31, 2019

	Assets

	Current assets 
	
	

	    Cash 
	$26,000
	

	    Short-term investments 
	18,000
	

	    Accounts receivable 
	25,000
	

	    Inventory 
	20,000
	

	    Supplies 
	4,000
	

	    Investment in associated company 
	 20,000
	$113,000

	Investments 
	
	

	    Treasury shares 
	
	   25,000

	Property, plant, and equipment 
	
	

	    Buildings and land 
	  91,000
	

	    Less: Accumulated depreciation 
	 31,000
	    60,000

	Other assets 
	
	

	    Cash restricted for plant expansion 
	
	  19,000

	        Total assets 
	
	$217,000

	Liabilities and Equity

	Current liabilities 
	
	

	Accounts payable 
	$22,000
	

	Income taxes payable 
	15,000
	$ 37,000

	Deferred credits 
	
	

	Unrealized gains on non-trading equity investments 
	
	      2,000

	Non-current liabilities 
	
	

	Bonds payable 
	
	    60,000

	Total liabilities 
	
	    99,000

	Equity 
	
	

	Share capital—ordinary, par $5 
	  85,000
	

	Retained earnings 
	  25,000
	

	Cash dividends declared 
	    8,000
	  118,000

	Total liabilities and equity 
	
	$217,000


Instructions

Evaluate the statement of financial position presented. State briefly the proper treatment of any item criticized

CA5.6 (LO3) (Cash Flow Analysis) The partner in charge of the Kappeler Corporation audit comes by your desk and leaves a letter he has started to the CEO and a copy of the cash flow statement for the year ended December 31, 2019. Because he must leave on an emergency, he asks you to finish the letter by explaining (1) the disparity between net income and cash flow, (2) the importance of operating cash flow, (3) the renewable source(s) of cash flow, and (4) possible suggestions to improve the cash position.

	Kappeler Corporation

Statement of Cash Flows

For the Year Ended December 31, 2019

	Cash flows from operating activities 
	
	

	    Net income 
	
	$100,000 

	Adjustments to reconcile net income to net cash provided by operating activities: 
	
	

	    Depreciation expense 
	$  10,000 
	

	    Amortization expense 
	        1,000 
	

	    Loss on sale of fixed assets 
	        5,000 
	

	    Increase in accounts receivable (net) 
	   (40,000)
	

	    Increase in inventory 
	   (35,000)
	

	    Decrease in accounts payable 
	  (41,000)
	(100,000)

	    Net cash provided by operating activities 
	
	–0–

	Cash flows from investing activities 
	
	

	    Sale of plant assets 
	      25,000 
	

	    Purchase of equipment 
	 (100,000)
	

	    Purchase of land 
	(200,000)
	

	    Net cash used by investing activities 
	
	(275,000)

	Cash flows from financing activities 
	
	

	    Payment of dividends 
	   (10,000)
	

	    Redemption of bonds 
	 (100,000)
	

	    Net cash used by financing activities 
	
	(110,000)

	Net decrease in cash 
	
	(385,000)

	Cash balance, January 1, 2019 
	
	 400,000 

	Cash balance, December 31, 2019 
	
	$ 15,000 


Date

President Kappeler, CEO

Kappeler Corporation

125 Wall Street

Middleton, Kansas 67458

Dear Mr. Kappeler:

I have good news and bad news about the financial statements for the year ended December 31, 2019. The good news is that net income of $100,000 is close to what you predicted in the strategic plan last year, indicating strong performance this year. The bad news is that the cash balance is seriously low. Enclosed is the Statement of Cash Flows, which best illustrates how both of these situations occurred simultaneously …

Instructions

Complete the letter to the CEO, including the four components requested by your boss.

Case 1 Cathay Pacific Airlines

Cathay Pacific Airways (HKG) is an international airline offering scheduled passenger and cargo services to 116 destinations in 35 countries and territories. The company was founded in Hong Kong in 1946 and remains deeply committed to its home base, making substantial investments to develop Hong Kong as one of the world's leading global transportation hubs. In addition to the fleet of 123 wide-bodied aircraft, these investments include catering, aircraft maintenance, and ground-handling companies. The following titles were shown on Cathay's statement of financial position in a recent year.

	Current portion of long-term liabilities 
	Non-controlling interest 

	Deferred taxation 
	Net non-current assets 

	Fixed assets 
	Other long-term receivables and investments 

	Funds attributable to owners of Cathay Pacific 
	Reserves 

	
	Retirement benefit obligations 

	Intangible assets 
	Share capital—ordinary 

	Investments in associates 
	Taxation 

	Liquid funds 
	Trade and other payables 

	Long-term liabilities 
	Trade and other receivables 

	
	Unearned transportation revenue 


Instructions

a. Organize the accounts in the general order in which they would be presented in a classified statement of financial position.

b. When Cathay passengers purchase tickets for travel on future flights, what statement of financial position accounts are most likely affected? Do the balances in these accounts decrease or increase?

