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IL Eight years ago Emily Regis invented a unique fiber optic coupling device used in the telecommunications indﬁstr}r
She began her own firm called OptiComm, and the business expanded rapidly. After three years, Regis took her
company public and now is the majority stockholder.  Regis is a hands-on company president who gets involved
in every phase of the business. It has become increasingly apparent to Regis that a plant expansion wilf be
necessary to keep up with the company's sales orders.

She approached the Great Lakes National Bank about &
loan. The bank requested a statement of cash flows.

OptiComm;s comparative balance sheets as of December._

—
31, 1995 and 1994 and a statement of income and retained earnings for the year ended December 31, 1995 are /
below. |

t
Required: -

f

1. As OptiComm’s new controlier, Dave Peterson was asked to prepare a statement of cash flows for 1995€to
subinat to the bank.  Peterson delegated the task to you, his assistant.  Use the direct method. [40 {r}j )

2. ‘When Dave Peterson presented the statement of cash flows to Emily Regis, he expressed several concems::i_r,-
Peterson: “I'm worried about the bank’s likely reaction to this statement.  Although our profit for 1995
wasn’t 100 bad, our cash flow from operations was pretty low.  When you combine that fact with the
increases in inventory and accounts receivable, Great Lakes may say no to our loan request.”

Regis: “We can explain the increases in inventory and accounts receivable, Dave. The inventory wag

praduced for a government program that got canceled, and the accounts receivable are due to Avantronics
not paying us the $100,000 yet on their contract.”

Peterson. “1 know, but the bank’s not going to be impressed.”

Regis: “Dave, we necd this loan badly. I'm no accounting whiz, but 1 remember enough to know that
there's such a thing as creative accounting. Here’s is an idea. T just signed a contract with General
Communications for $250,000. 1t's only January 3, and.we’ll be delivering fater this month. Let's just
book the sale in 1995. ¥ know General Communications’ president, and I'm sure he’ll apree to pay cash on
the barrel head.  That will bump up sales, income, and cash flow for 1995."
Peterson: “But Tmily, it didn’s happen in 1995.”
Regis; “We need the loan, Dave "

Comment on the ethical issues in this scenario. {25 53]
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QptiComm, Inc,
Comparative Balance Sheets
December 31, 1995 and 1994

{in thousands}

Assels
Current asscis:
Cash
Marketable sccunitics
Accounts receivable
Inventory
Total cutreat assets
Long-lived asscts:
Land
Buildings and equipment
Less: Accumnulated deprociation
Patents (lcss amortization)
Total long-lived assets
Total assets
Liabilities and Stockholders” Equity
Current liabilities:
Accounts payable
‘Taxes payable
Notes payable
Tatal current liabilitics
Long term debt
Total liabilities
Stockholders’ cquity:
Coimon stock cutstanding
Retatned earnings
Total stockholders™ equity
Total liabilities and stockholders’ equity

OpiiComnm, Inc.
Statement of Income and Retained Earnings
For the Year Ended December 31, 1995
{in thousands}

Sales
Less; Expenses:
Cost of goods sold
Salanies and benefits
Heat, hght, and power
Depreciation
Property taxes
Patent amortization
Miscellaneous expenses
Interest
Income beforg meome taxcs
Income taxes
Net ncomne
Retained earnings, Janvary 1, 1995
Retained earnings before dividend distribution
Stock dividend*
Retaingd eamings, December 31, 1995

*The stock dividend shown on the statement of incoma and retained camings has no cffect on th

)/

company's cash flows. The §130,000 stock dividend reduced the Retained Earnings account

$130,600 and increascd the Common Stock secount by $130,000.
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1995 1994
60 100
0 50
610 500
720 600
1,390 1,250
20 70
710 600
(180) (120}
105 130
ns 680
2,108 1,930
360 300
25 20
400 400
785 720
200 200
985 920
830 700
290 310
1120 1,010
2,105 1,830
2,408
1,100
850
15
60
18
25
10
55 2193
215 —
105 i
110 :
310 =
420
130 ;:::e?'
290
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