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Assets of $40,400 = Liabilities of $6,200 + Equity of $34,200. ©

Statement of Cash Flows

FastForward’s statement of cash flows is the final report in (&) Exhibit 1.10. The first section reports cash flows from
operating activities. It shows the $6,100 cash received from clients and the $5,100 cash paid for supplies, rent, and employee
salaries. Outflows are in parentheses to denote subtraction. Net cash provided by operating activities for December is $1,000.
The second section reports investing activities, which involve buying and selling assets such as land and equipment that are
held for long-term use (typically more than one year). The only investing activity is the $26,000 purchase of equipment. The
third section shows cash flows from financing activities, which include long-term borrowing and repaying of cash from
lenders and the cash investments from, and withdrawals by, the owner. FastForward reports $30,000 from the owner’s initial
investment and a $200 cash withdrawal. The net cash effect of all financing transactions is a $29,800 cash inflow. The final
part of the statement shows an increased cash balance of $4,800. The ending balance is also $4,800 as it started with no cash

—see line @

Point: Payment for supplies is an operating activity because supplies are expected to be used up in short-term operations (typically less than one year).

Point: Investing activities refer to long-term asset investments by the company, notto owner investments.

Other liabilities Land an ment (net)

Cost of sales (expense) 141,048  Selling, general, and other expenses
Cash 20,289 Accounts receivable

Owner, Capital, September 24, 2016 128,249  Netincome

Withdrawals in fiscal year 20X2 42,553  Owner, Capital, September 30, 2017
Revenues 229,234

APPLE APPLE

Income Statement Statement of Owner's Equity
For Fiscal Year Ended September 30, 2017 For Fiscal Year Ended September 30, 2017
Revenues $229,234 Owner, Capital, September 24, 2016 $128,249
Expenses Plus: Net income 48,351
Cost of sales (expense) $141,048 ess: Withdrawals by owner (42,553
Selling, general, other expenses 39,835 Pwner, Capital, September 30, 2017 $134,047
Total expenses 180.85%
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Prepare the (a) income statement, (b) statement of owner’s equity, and (c) balance sheet for Apple using the following
condensed data from its fiscal year ended September 30, 2017 ($ in millions).

Accounts payable $ 49,049 Investments and other assets $303,373
Other liabilities 192,223 Land and equipment (net) 33,783
Cost of sales 141,048 Selling, general, and other expenses 39,835
Cash 20,289 Accounts receivable 17,874
Owner, Capital, Sep. 24,2016 128,249 Net income 48,351
‘Withdrawals 42,553 Owner, Capital, Sep. 30, 2017 134,047
Revenues 229,234

Page 18
Solution ($ in millions)

APPLE

Income Statement
For Fiscal Year Ended September 30, 2017

REVEIMUES . .+ ettt ettt e ettt e et e et e $ 229,234
Expenses
COSEOF SAIBS. .+« vttt ettt e e e e $ 141,048
Selling, general, and other eXpenses. ... .......oeueeuneeiernaunannn.s 39,835
Total expenses 180,883
Net income $ 48,351

APPLE
Statement of Owner’s Equity
For Fiscal Year Ended September 30, 2017

Owner, Capital, Sep. 24,2016 $ 128,249
Plus:  Net income 48,351«— ——
176,600
htps://www.viddler.com/embed/a335aaa/?f=1&autoplay=0&player=arpeggio&secret=90576092&loop=0&nologo=0&hd=0# drawals by owner 42 553
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REVEIMUES . .+ ettt ettt e ettt e et e et e $ 229,234 <
Expenses
Cost of sales $ 141,048
Selling, general, and other expenses . . 39,835
Total expenses . . 180,883
Net income $ 48,351
APPLE
Statement of Owner’s Equity
For Fiscal Year Ended September 30, 2017
Owner, Capital, Sep. 24,2016, .. ..ottt $ 128,249
Plus:  NetinCOME . ...ttt ettt et e e et 48,351«— ——
176,600
Less:  Withdrawals by owner. ... .. ...
Owner, Capital, Sep. 30,2017, .. ...ttt $134,047
APPLE
Balance Sheet
September 30, 2017
Assets Liabilities
CaSh e $ 20,289 Accounts payable................... $ 49,049
Accounts receivable..................... 17,874 Other liabilities. . ................... 192,223
Land and equipment (net) 33,783 Total liabilities. . .................... 241,272
Investments and other assets . . 303,373 Equity
Owner, Capital, Sep. 30,2017 ........ 134,047 <«—
Total @SSetS. . ..ot $375,319 Total liabilities and equity ............ $375,319
Do More: QS 1-12, QS 1-13, QS 1-14, E 1-15, E 1-16, E 1-17
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@) Decision Analysis

Return on Assets

Decision Analysis (a section at the end of each chapter) covers ratios for decision making using real company data.
Instructors can skip this section and cover all ratios in(3 Chapter 17

A2

Compute and interpret return on assets.

We organize financial statement analysis into four areas: (1) liquidity and efficiency, (2) solvency, (3) profitability, and (4)
market prospects—(Z} Chapter 17 has a ratio listing with definitions and groupings by area. When analyzing ratios, we use a
company’s prior-year ratios and competitor ratios to identify good, bad, or average performance.

This chapter presents a profitability measure: return on assets. Return on assets is useful in evaluating management,
analyzing and forecasting profits, and planning activities. Return on assets (ROA), also called return on investment (ROI),
is defined in () Exhibit 1.11.

EXHIBIT 111 Return on Assets

Net income

Return on assets = ———
Average total assets

Net income is from the annual income statement, and average total assets is computed by adding the beginning and ending
amounts for that same period and dividing by 2. Nike reports total net income of $4,240 million for the current year. At the
beginning of the current year its total assets are $21,396 million, and at the end of the current year they total $23,259 million.
Nike’s return on assets for the current year is:

)

16:43
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Return on assets INCt coma

Average total assets

Net income is from the annual income statement, and average total assets is computed by adding the beginning and ending
amounts for that same period and dividing by 2. Nike reports total net income of $4,240 million for the current year. At the
beginning of the current year its total assets are $21,396 million, and at the end of the current year they total $23,259 million.
Nike’s return on assets for the current year is:

$4,240 million
Ret ts = = 19.0%
CHurm On aSSeLS = o1 ,396 million + $23,259 million)/2 o

Is a 19.0% return on assets good or bad for Nike? To help answer this question, we compare (benchmark) Nike’s Pﬂg_elg
return with its prior performance and the return of its competitor, Under Armour. Nike shows a stable patternof —
good returns that reflects effective use of assets. Nike has outperformed Under Armour in each of the last three years. Its
management performed well based on Nike’s return on assets.

EXHIBIT 112 Nike and Under Armour Returns

Return on Assets Current Year 1Year Ago 2 Years Ago

Nike 19.0% 17.5% 16.3%
Under Armour 7.9 9.4 11.4

Decision Analysis ends with a role-playing scenario to show the usefulness of ratios

B Decision Maker

Business Owner You own a winter ski resort that earns a 21% return on its assets. An opportunity to purchase a winter ski equipment manufacturer is

offered to you. This manufacturer earns a 14% return on its assets. The industry return for competitors of this manufacturer is 9%. Do you purchase

this manufacturer? m

2019/10/1
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Assume Tata Company began operations on January 1 and completed the following transactions during its first month of
operations. Arrange the following asset, liability, and equity titles in a table like 5! Exhibit 1.9: Cash; Accounts
Receivable; Equipment; Accounts Payable; J. Tata, Capital; J. Tata, Withdrawals; Revenues; and Expenses.

Jan. 1 Jamsetji Tata invested $4,000 cash in Tata Company.
5 The company purchased $2,000 of equipment on credit.
14 The company provided $540 of services for a client on credit.
21 The company paid $250 cash for an employee’s salary.

Page 15
Solution
Assets = Liabilites + Equity
Cash + Accounts + Equipment = Accounts + J.Tata, ~— J. Tata, + Revenues —  Expenses
Receivable Payable Capital Withdrawals
Jan.1 $4,000 = $4,000
Jan.5 + $2,000 +$2,000
Bal. 4,000 + 2,000 = 2,000 + 4,000
Jan. 14 + $540 ar $540
Bal. 4,000 + 540 + 2,000 = 2,000 + 4,000 + 540
Jan.21 250 = $250
Bal. 3750 + 540 + 2,000 = 2,000 + 4,000 + 540 = 250
$6,290 $6,290

Do More: QS 1-10, QS 1-11, E 1-10, E 1-11, E 1-13
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Identify and prepare basic financial statements and explain how they interrelate.

Financial statements are prepared in the order below using the 11 transactions of FastForward. (These statements are
unadjusted—we explain this in @ Chapters 2 and (@) 3.) The four financial statements and their purposes follow.

Financial Statement Layout Purpose

Income statement Revenue Lo Describes a company’s revenues and expenses and
— Expenses computes net income or loss over a period of time.
Net income

Statement of owner’s equity Beg. capital Explains changes in owner’s equity from owner
+ Owner investments investments, net income (or loss), and any withdrawals
+ Netincome over a period of time.
— Withdrawals
End. capital

Balance sheet Liabilitie Describes a company’s financial position (types and
+ Equity amounts of assets, liabilities, and equity) at a point in time.

Statement of cash flows +/— Operating C.F. IR Identifies cash inflows (receipts) and cash outflows
+/—Investing C.F. (payments) over a period of time.
+/— Financing C.F.
Change in cash

16:40
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Income Statement

FastForward’s income statement for December is shown at the top of (5! Exhibit 1.10. Information about revenues and
expenses is taken from the Equity columns of (5! Exhibit 1.9. Revenues are reported first on the income statement. They
include consulting revenues of $5,800 from Transactions 5 and 8 and rental revenue of $300 from Transaction 8. Expenses
are reported after revenues. Rent and salary expenses are from Transactions 6 and 7. Expenses are the costs to generate the
revenues reported. Net income occurs when revenues exceed expenses. A net loss occurs when expenses exceed revenues.
Net income (or loss) is shown at the bottom of the statement and is the amount reported in December. Owner’s investments
and withdrawals are not part of income.

Key Terms are in bold and defined again in the glossary

Point: Net income is sometimes called earnings or profit.

Page 16

EXHIBIT 110 Financial Statements and Their Links

FASTFORWARD

Income Statement
For Month Ended December 31, 2019

Revenues

Consulting revenue ($4,200 + $1,600) . .................... $ 5,800

Rental revenue ... 300

TOtal TEVENUS - ... oo e et e ee e ee e $ 6,100
Expenses

RENt EXPENSE . ..\ttt 1,000

Salaries eXPenSe .. ... ..ot e 700
Total EXPENSES ...\ttt 1,700
NEtINCOME . ...ttt $ 4,400

- . 3 . 16:40
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RENt BXPENSE . . .\ttt ettt 1,000 w0
Salaries eXPeNSe ... ...ttt e 700 |
Total expenses .. 1,700
NEtINCOME . ...ttt $ 4,400

FASTFORWARD
Statement of Owner’s Equity
For Month Ended December 31, 2019

C. Taylor, Capital, December 1,2019

Plus: Investmentsbyowner............... .. ... ... $30,000
NEtincome ......oouiinii et 34,400
34,400
Less:  Withdrawals by owner ............... ...t 200
C. Taylor, Capital, December 31,2019 ...................... $34,200

FASTFORWARD
Balance Sheet
December 31,2019
Assets Liabilities @
Cash ............. $ 4,800 Accounts payable................ $ 6,200
Supplies .......... 9,600 Total liabilities .................. 6,200
Equipment......... 26,000
Equity
C. Taylor, Capital................. 34,200
Total assets ......... $40,400 Total liabilities and equity ......... $40,400

FASTFORWARD

Statement of Cash Flows

| For Month Ended December 31, 2019 i
A e L 16:41
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For Month Ended Dece! o .
Cash flows from operating activities
O Cash received from clients ($4,200 + $1,900) .............. $ 6,100
Cash paid for expenses ($2,500 + $900 + $1,000 + $700). . . . (5,100)
Net cash provided by operating activities .................. $ 1,000
Cash flows from investing activities
Cash paid for equipment ................ .. ... ...l (26,000)
Net cash used by investing activities ...................... (26,000)
Cash flows from financing activities
Cash investments by owner .. 30,000
Cash withdrawals by owner .. (200)
Net cash provided by financing activities .................. 29,800
Netincreaseincash ..............ccoviiiiiiiiiiaiaiiin. $ 4,800
Cash balance, December 1, 2019 .......................... 0
—> Cash balance, December 31,2019 .................oooounn. $ 4,800

Point: A statement’s heading identifies the company, the statement title, and the date or time period.

Point: Arrow lines show how the statements are linked

@ Net income is used to compute equity.
@ Owner capital is used to prepare the balance sheet.
@ Cash from the balance sheet is used to reconcile the statement of cash flows.

Point: The income statement, the statement of owner’s equity, and the statement of cash flows are prepared for a period of time. The balance sheet is

prepared as of a pointin time.

Point: A single ruled line means an addition or subtraction. Final totals are double underlined. Negative amounts may or may not be in parentheses.
Page 17
s .
Statement of Owner’s Equity

The statement of owner’s equity reports how equity changes over the reporting period. This statement shows beginning
capital, events that increase it (owner investments and net income), and events that decrease it (withdrawals and net loss).
Ending capital is computed in this statement and is carried over and reported on the balance sheet. FastForward’s statement
Exhibit 1.10. The beginning balance is measured as of the start of business on

of owner’s equity is the second report in

- 16:41
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Point: A single ruled line means an addition or subtraction. Final totals are double underlined. Negative amounts may or may not be in parentheses.

o
Page 17

Statement of Owner’s Equity

The statement of owner’s equity reports how equity changes over the reporting period. This statement shows beginning
capital, events that increase it (owner investments and net income), and events that decrease it (withdrawals and net loss).
Ending capital is computed in this statement and is carried over and reported on the balance sheet. FastForward’s statement
of owner’s equity is the second report in (%! Exhibit 1.10. The beginning balance is measured as of the start of business on
December 1. It is zero because FastForward did not exist before then. An existing business reports a beginning balance equal
to the prior period’s ending balance (such as from November 30). FastForward’s statement shows the $4,400 of net income
for the period, which links the income statement to the statement of owner’s equity (see line @ ). The statement also reports
the $200 cash withdrawal and FastForward’s end-of-period capital balance.

©Pavell964/Shutterstock

Balance Sheet

FastForward’s balance sheet is the third report in (%) Exhibit 1.10. This statement shows FastForward’s financial position at
the end of business day on December 31. The left side of the balance sheet lists FastForward’s assets: cash, supplies, and
equipment. The upper right side of the balance sheet shows that FastForward owes $6,200 to creditors. Any other liabilities
(such as a bank loan) would be listed here. The equity balance is $34,200. Line @ shows the link between the ending balance
of the statement of owner’s equity and the equity balance on the balance sheet. (This presentation of the balance sheet is called
the account form: assets on the left and liabilities and equity on the right. Another presentation is the report form: assets on
top, followed by liabilities and then equity at the bottom. Both are acceptable.) As always, the accounting equation balances:
Assets of $40,400 = Liabilities of $6,200 + Equity of $34,200.

16:42
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