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ACC 770 — Managerial Accounting

Instructor:  Professor C.E. Reese

Office: OMH 103 Cell: (954) 927-7322 Email: creese@stu.edu
Office Hours:

Office Phone: (305) 628-6623

Text: Accounting: Text and Cases, 13" Edition, by Anthony, Hawkins &
Merchant. New York: Irwin/McGraw-Hill, Inc., 2011.

Course Description:

An analysis of accounting information for the purpose of planning, controlling and
decision-making. Emphasis on concepts of financial statement analysis, funds flow
Statements, cost analysis, budgeting, and control techniques.

Prerequisite: ACC 500, ACC 530 or equivalent.

Student Goals:
The student should gain understanding of the use of accounting information to aid in the
basic managerial functions of planning, control, and decision-making.

Course Competencies:
Upon completion of the course, the student should be able to prepare cost analyses, cash
flow statements, budgets, cost comparisons, and financial statement analysis used in

managerial decision-making situation.

Attendance and Assignment Completion (Expectations):
You are expected to attend class. If you miss class, you are still responsible for the
material covered. Assignments are due at the beginning of the class on the date shown.
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Class Participation (Discussion of Cases) 20% 100
Term Project (Comparative Analysis) 30% 150
Case Assignments (Case Solutions) 50% 250

Total 100% 500
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Course Schedule

Topic/Chapter(s)

Course introduction

Chapters 1-12: Review of Financial
Accounting/Guidelines for case analysis

Chapters 13 & 14: Analyzing and
Understanding Financial Statements
Selection of term project companies

Chapter 15: Management Accounting
Term project outline due
Chapter 16: Cost Behavior

Chapter 17: Full Costing
Chapter 18: Costing System Variations
Chapter 22: Responsibility Accounting

Chapter 23 & 24: Planning,

Budgeting and Control

Term project draft submissjon (optional)
THANKSGIVING

Chapter 26: Short-Run Decisions

FLZ 5
Term §6¢, 2020

Case(s)

1-1*(in class
analysis)

I-1 &
10-3*

13-6%*
I5-1%*

16-3*
17-1
18-4%*

22-5
23-4%

24-1&
26-3*

Term project due (With PowerPoint Presentations)

*Cases from the 11" or 12 edition.
**Case and issues to be provided by instructor.



ACC 770 Case Analysis Style
Title page
Table of Contents
Issues (questions at end of case facts)
1.
2.
a.
b.
3.

Facts (summary of relevant facts in chronological order and in narrative form)

Analysis
1.
2.
a.
b.
3.

Conclusions (solution and/or recommendation in re: issue)
1.
2.

Reference/Citations/Bibliography

Note: For some assigned cases not all elements of the case solution may/might be
appropriate. This generalization is most relevant to cases primarily involving preparation
of financial statements or other primarily computational analysis.




Introduction to the Case-Study Method

(Ada;;ted from: Seperich, G.J, M.J.'Woolverton, J. G. Beierlein and D. E. Hahn, eds., Cases in -

Agribusiness Management, Gorsuch Scarisbrick, Publishérs, Scottsdale, AZ 1996)
] | ' studies bring

The case-study method m
Interesting, real-world situations into the clag
involving people with different points _bf view. Most ﬁnportant, you will learn how to
work toward consensus while tolerating legitimate differences of opinion.

Decision-making 1s what managers do. The decisions of managers directly influence the
operations of an organization, If you are to be successful in 3 healthcare administration
Career, you must learn to be a good decision maker. Yoy must develop the ability to apply
classroom training in management to organizational problem solving so that you can

learn how to (1) make decision making easier, (2) improve the analytical quality of

decisions, (3) reduce the time required to make decisiOns, and (4) increase the frequency

- of correct decisions.

After compleﬁng a few case studies, you should find them an interesting and rewarding

Wway to leam. Each case can have more than one right answer depending on how the
- Students commonly spend several

ATTACKING THE CASE
Your first reaction upon reading a case wil] probably be to feel over whelmed by all the
information, Upon closer reading, you may feel that the case is missing some information

ecision. Don't despair. Cage writers do this on burpose to make the
cases represent as closely as possible the typical situations faced by managers. One
definition of management is "the art of using scanty information to make terribly
important, semi-permanent decisions under time pressure." One reason for using the case-

study method is for you to learn how to function effectively in that type of decision-

making environment.

that is vital to your d

case can have more than one right solution. In fact,

your teacher may be maore interested in the analysis
decision than in jts absolute correctness, :



is; in other
ide which questions are relevant in defining

the problem. This too is by design. In a management situation you will have to decide
which questions to ask, and certainly no one will give you a list of multiple-choice
answers. This is why it is Suggested that you not limiy your analysis to the questions at

the end of a case,

- WRITING THE REPORT B |
You probably will be asked to write reports for at Jeast some cases. The following

guidelines wil] help you write an effective case analysis.

First, in business communications a short report is usually considered better than a long
report. This does not mean that in your report youy can skip key points, but rather that you
State relevant points clearly and concisely. Do not include trivial matters, :

A well-written report would contain the following elements:




Current Assets
Cash and cash equivalents
Short-term marketable

securitles
Accounts recelvable
Notes recelvable
inventories
Prepaid expenses
Deferred tax assets

Néncurrent Assets
Land ,
Buildings and equipment _
Assets acquired by

capital leasa
Intangible assets
Natural resources
Other noncurrent assets

Sales
Cost of goods soid
"Gross profit (or gross margin)
Selling, general, and
admim'straﬁve expenses
Income from operations
Gains {losses) on sale
of assets
Interest income
Interest expense
Income tax expense
Unusual tems
. Netincome
Earnings per share

i

__ Incow STATEMENT

Current Liabilities

Opetfng Activities

Short-term debt

Current maturities of
long-term debt

Accounts payable

Unearned revenue or
deferred credits

Payroll taxes and other
withholdings

Other accrued liabllities

- Noncurrent Liabilities

Long-term dabt
Deferred income taxes
Other long-term liablities

Owners’ Equity
Common stock
Preferred stock
Additional paid-in capital
Retained earnings
Treasury stock

Accumulated other
comprehensive income (loss}

Net income

Depreciation expense

(Gains} losses ¢n sale
of assets

{Increase) decrease in
current assets

In¢rease (decrease) in
current liabilities

Investing Activities
Proceeds from sale of properiy,

plant, and equipment )
Purchass of property,

plant, and asquipment

Financing Activities
Proceeds from long-term debt
Repayment of long-term debt
Issuance of common /

preferred stock
Purchase of treasury stock
Payment of dividends
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Issues
Why does net income not equal cash flows?
a. Why do we need accrual accounting?
b. Why don’t we fire all accountants and just publish summary bank statements?
Why do the differences between owners’, players” CAAP and truth number exist?
a. This is the “positive accounting” question. Can accounting numbers be neutral
representations of what happened?
What importance are the periodic net income numbers if the clubs can always be sold for
huge profits?
How should Bill Ahern resolve the accounting conflict between the owners and playerg?
a. How much did the Kansas City Zephyrs Baseball Club earn in 1983 and 19847
The case describes three areas in which the accounting is being disputed:
1. Player compensation.

2. Roster depreciation.

3. Transfer pricing of related party operations (stadium costs).

Facts
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EXH!BET 6 Summary of Ftems of stagreement Between Ownexs and PIayers (0005}

' changes losses to prof ts In 1984 the change is

from a loss of $1.7 million to aprofit of $1.4 mil- )
fion. In the labor negotlatlons, the owners keep '

claiming that they're Iosmg money and can'taf
ford the contract térms we feel ate falr We Justf
i I “not: Bill had’ expected this. arbitration 16 be rather -

E strazghtforward, but instead he was. mired in difficutt

don’t think that’s true. They are "‘1’_f

onlybecausetheyhaveseleq‘tedac‘ ounts
LR  issues involving the accounting unit, depreciation,
amortization of intangibles; and related—party transac-

ods to hide their profits.

o BIH. Well, you've giveny nie alot. 10. thmk about o
“There are alot of good arguments on’ both smies v
- Thank you for’ your tlme I ’Il have my answer for v'

yousoon

- }'B:LL'S DECESEON

By Wednesday, April 1’7 B1H was quite confused. To
clarify the areas of disagreernent, he prepared the

 summaries shown in Exhibit 6, but whereas the sets of -

numbers were. clear the answers to'the conﬂzcts were '

tions. Now he was faced with a tight deadhne and. i '
was 1ot at all obvious fe hira how to define “good ac-

' countmg methods” for the Zephyrs Baseball CIub

Case 10«-3 : :
Kansas Czty’ Zephyrs Basebaﬂ Club Inc‘, \

ABASEBAL&A COUNTIL

" On April 1'7 1983, Bxll Ahem sat in hls efﬁce and;»
oomemplated a difficult Jjudgment he-hadto makein. -
the next two days. Two weeks bef@re, Bill had beeri©
asked to be an arbitrater in 2 dispute. bety cen. the. 1y o
Owner~Player Comm;ttee (OPC the re itatives
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was important because it would affect the ongoing
contract negotiations, particularly in the areas of
minimum salaries and team contributions to the
-players’ pension fund. o
On April 9, Ahern met with the OPC and the rep-
resentatives  of the PBPA. They explained they
wanted him to focus on the finances of the Kansas

City Zephyrs Baseball Club, Tnc. This club was se-

lected for review because both sides agreed its oper-
ations .were representative, yet it was a relatively
clean and simple example to study: the baseball club
entity was not owned by another corporation, and it
© did not own the stadium the team played in. Fur-
thermore, no private financial data wounld have to be
revealed because the corporation was ‘publicly

owned. Ahern’s task was to réview the Zephyrs® fi-
 naricial statements, hear the owners’ and players’ ar- -
guments, and then reach a decision as to the prof-.

itability of the team by Friday, April 19.

MAJOR LEAGUE BASEBALL |
Major league baseball in the United States was com-

prised of a number of components bound together -

by sets of agreements and contractual relationships.

At the heart of major league baseball were the 26

major league teams. Each team operated as an inde-
pendent econoniic unit in such matters as contract-
~ ing for players, promoting games and selling tickets,
* arranging for the use of a stadium and other needed
facilities and services, and negotiating local broad-
casting of games. The teams joined together to es-
- tablish common rules and playing schedules, and to
stage championship games. - S

' The business of most teams was limited exclu-
sively to their major league activities. Very few inte-
grated vertically by owning their own stadium or mi-
nor: league teams. Most teaims were otganized as
partnerships or privately held corporations, although

a few were subunits of larger corporations. While
baseball was often thought of as a big business, the

individual teams were relatively small. For most of
them, annual revenues were between $20 million

and $30 million. - ,
Fach team maintained an active roster of 24 play-

ers during the playing season, plus 16 minor league -

players “on option,” who might sec major league ac-
tion during the season. This made a total of 40 play-
ers on major league contracts for each team at any

one time. Each team played a schedule of 162 games

during the season, 81 at home and .81 away.

Collectively, the téam owners established most of
the regulations that governed the industry. The
covenant that bound them was the Major League

_ Agreement (MLA), to which was attached the Ma-

jor League Rules. The rules detailed all the proce-
dures the clubs agreed on, including the rules for
signing, trading, and dealing with players. ;
- Under the MLA, the owners elected a commis-_
sionér of baseball for a seven-year term. The commis-
sioner acted as a spokesperson for the industry, re-
solved disputes among the clubs and the other baseball
entities, policed the industry, and enforced the rules.
The commissioner had broad powers o protect the best
interests of the game. The commissioner also adminis-

‘tered the Major Leagues Cential Fund, under which he

negotiated and received the revenues from national
broaddast contracts for major league games, About
one-half of the find’s revenues were passed on directly
to the teams in approximately equal shares. . .~ .-

" Within the overall 'structure of ‘major league -

. baseball, the 26 teams were organized into two

Ieagues each with its own president and administra-
tion. The American League hiad 14 teams and the -

" National League had:12 téams, of which one was the -

Kansas City Zephyrs. Each league controlled the al- -

* lecation and movement of its respective franchises. .

In addition to authorizing franchises, the leagues de- .
veloped the schedule of games, contracted for um-
pires, and performed other adninistrative tasks. The |
leagues were financed through a small percentage
share of club ticket revenues and receipts from the

World Series and pennant championship games. -

- Inaddition to the major league teams, U.S. bascball
included ‘about 150 minor league teams located
throughout the United States, Canada, and Mexico.
Minor league teams served a dual fimction: they were
entertajnment entities in their own right, and they were
training grounds for major league players. Through
Player Development Contracts, the major league teams
agreed to pay a certain portion of their affiliated minor
league teams™operating expenses and player salaries.

MEETING WITH THE ZEPHYRS’ OWNERS

- Bill Ahern spent Tuesday reviewing the history of

major league baseball and the relationships between
the various entities that make up the major leagues.
Then he met with the Zephyrs ‘owners’ representa-
tives on Wednesday. _ ' ‘

‘The owners’ representatives gave Ahern a short

* history of the team and presented him with the
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EXHlBIT T Income Statements Owners’ Figures (000s omltted)

Year Endmg October 31
1983 1984
Operatmg Revenues . ‘-, : ’ C S
. Game Receipts - ;‘1‘6’,526.0 L $18,620.0
- National Television - 2,360.8 © 12,7308
Local Broadcasting C 31479 . 35751
,Co‘ncessior}'s . ,2,_81‘3‘_6,»3‘_ : . 3,294.3"
- Paiking - SnB281 T 56200
" Other S 7869’." o 8439,.
Total Revenués - szs 2330 '529 626.1
Operatmg Expenses o S
" Spting Training - .~ $_f54}5';0' JEE $' 594».0 '
* Team Operating. Expenses o S e
P!ayers’ Salaries: DT
‘Current Roster B 9 TH O - 16,0970
~Nenroster Guaranteed Cantract Expense L 0.0 L 1,250.0°
- Coaches’ Salaries - - : s v 756,.9, o 8257
_Other Salaries 02390 . .. 2608
-Miscellanecus 26559 | 28973 -
Player Development - 2,996.0 " 3,269.0
.- Team Replacement: o
- Roster Depreaanon ,°2,000.0 20000
- Scouting. ~ . 6728 i 7340
- Stadium Operations =" 4,0860 . 44570
- Ticketing and Marketinig 19070 . 20800 -
’,Generat andAdmrmstratsve' Ll ,541 0 . 36630
 Total Gperating Expense . jszs 5106:; U $32,1278
Incarne from Operanons (2 277.6) i {2 501. 7) -
‘Other Income (Expense) L __(060) - __qaotg)
Incomme before Taxes . @373.6) (2502 7),'
Federal Income Tax Beneﬁt ' ) 8559 . 9442 g
Net rncome (Loss) - 3 (1,5}7.7')> m 658.9

team’s financial statements for the years 1983 and
1984 (Exhibits 1 and 2). The current owner was 2
corporation with. five major shareholders, which
bought the team on November 1, 1982, for $24 mil-
lion. The Zephyrs did not own ary of their minor
league teams or their stadium, but two. of the
Zephyrs’ owners were part owners of the private cor-
poration that owned the baseball stadiuim.

Abhern studied the financial statements for a short

time, and then he met with Keith Strong, the own-

ers lawyer The conversation can be summarized by
the following excharige: :

Bill: I would like to know more about the -

contmvemal items in your financial Sstatements.

First, could you please explain your players

salaries expense entries?

Keith: Sure. Here is a list of our roster players and
what we paid them last year [see Exhibit 3]. The

number we show on our 1984 ; mcome statement is
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EXHIBIT Z Balance Sheets Owners’ Figures (000s omitted)

Year Ending Octbber 31

1983 1984
Assets
Current Assets: :
Cash » $ 4880 $ 5610
Marketable Securities ° 6,738.0 7.786.1
Accounts Receivable 598.0 681.2
- Notes Receivable 256.0 2340
Total Current Assets 8,080.0 . 9,262.3
Property, Plant, & Equipment 1,601.0 1,892.0
Less Accumulated Depreciation (359.0) (511.0)
.- NetPP&E - ' 11,2420 . 1,381.0 .
- lnitial Roster 12,000.0 12,000.0
* . Less Accurnulated Depreciation (4,000.0) - (6,000.0) -
- Net Initial Roster. - 8,000.0 .- 4,000.0
Other Assets ' [ 2,143.0 4,123.2
~ Franchise S 6,500.0 - 6,500.0 .
- Total Assets - - ) . $25,965.0 $27,266.5
 Liabilities and Shareholders’ Equity o
Current Liabilities: -~~~ - 7 c S
©-Accounts Payable - $ 9092 '$ 11,0202
- Accrued Expenses 11,2075 . - 1,461.8
Total Current Liabilities 2,118.7 2,482.0
Long-Term Debt ' 7,000.0 80737
Other Long-Term Liabilities 24433 . - 3,964.3
Shareholders’ Equity - ) : , L _ :
. Common Stock, par value $1 per share, 500,000 shares issued 500.0 500.0
- Additional Paid-in Capital o o ‘ - 10,000.0 . < 10,000.0
- Retained Earnings - - o 39050 22465
‘Total Liabilities arid Shareholders’ Equity - $25,965.0 $27,266.5

the total expense of $10,097,000. Most of the ex-

- pense represents cash outflows in 1984. The only
exception is shown in the last column of thig ex-

hibit. For our highest paid players, we have agreed

to defer a portion of their salary for 10 years. That
helps save them taxes and provides them with
- some income after their playing days are over.
Bill: What is the nonroster guaranteed contract
expense? S
Keith: That is also player salary expense, but we
break it out separately because the salaries are paid
to players who are no longer on our active roster
‘The salaries are amounts we owe to players whom
we released who had long-term guaranteed con-

tracts. The amount of $750,000 represents the

amount we still owe at the end of 1984 to two play-
ers shown in Figure A. Joe Portocararo, one of our

. veteran pitchers, signed a four-year guaranteed con-

tract last year, but before the season started he suf-
fered a serious injury, and Joe and the team jointly
decided it was best he retire. We released U, R. Wil-
son in spring. training, hoping that another team

' Wou'_ld pick him up and pay his salary, but none did.

We still owe these players the amounts in their
confracts. We decided to expense the whole

- amount in 1984 because they are not active play-

exs; they are not serving to bring in our current
revenues. We felt it was more meaningful and
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EXHIBIT 3 Detailed Players’ Salary Summary-—1984 (000s omitted)

_ Performance Portion of 1984
Signings © and Attendance Total Salary Deferred
Roster Player Bonus  Base Salary = Bonuses - Compeénsation untif 1994
Bill Hogan . $ 5000 § 8500 $ 256.0 $1,6000 - $ 2500 -
Corby Megorden 300.0 600.0 225.0- - 1,125.0 200.0
Manuel Vasquez 200.0 500.0 100.0: 800.0. 150.0
Jim Showalter - ' 6000 100.0 - - 7000 200.0
Scott Van Buskirk - 150.0 400.0 100.0 1650.0 . ~150.0
Jerry Hyde - 15000 400.0. -, S00 6000 150.0
Dave Schafer ~ - 3550 - 500 . 4050 130.0
* Leslie Yamshita : 300.0 375 - - . 3375 100.0 .
. Earl Mckain o 2200 - 375 - 2575 v 50.0
Shannon Saunders - 2100 - - 373 C. 2475 50.0
Gary Blazin - : 1900 375 o o725 40.0°
Rich Hayes - 160.0 , 250 - 185.0. . 30.0
Sam Willett L 1400 L 17.5 © 1875 21.0.
ChuckWiight - - 200 1150 125 . 1475 '-
Jim Urquart ' o - 11500 o250 0 1275
Bill Schustt o -nsoe - 1280 127.5.
Mike Hegarty 1150 125 - 1275
© Bruce Selby S 1100 125 0 . 1225
- Dave Kotk e © 1100 ' 125 . 12258
. Bill Kelly 110.0 S 125 . 1225
" Dave Carr 110.0 o260 1220
Tor O'Conner 110.0 . - .50 v S 115.0
Jake Luhan : 110.0 S 1100
Ray Woolrich , 1000 . S L1000
John Porter - - 100.0° S 1000
Dusty Rhodes Lo : 100.0 o . 1000
Lynn Novinger 1000 - o 100.0
Bill Williams _ - 95.0 o 950
}im Sedor 95.0 . 980
Raiph Young 95.00 . e T 950 .
Ed Marino - 9500 . . . gsg
" Ray Spicer . . 90.0 . i e
. Eric Womble . , S 900 o . 900
Ron Gorena - 7 90.0 o bpp
Gene Johnston 9.0 - e %00
Jack Zoliinger 9.0 7900
Ken Karr 90.0 : ) . 900
Tom Crowley 80.0 ' RS T ¢ X s}
joe Matt 80.0 - » ' R 80.0
Bill Brunelle » 80.0 : ’ ’ 80.0
Roster Player Salary $1,320.0 $7,605.0 $1,172.0 $16,097.0 $1,521.0
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FIGURE A Calculation of Nonroster Guaranteed Contract Expense ($000)

. _ Amount Owed ‘
Player ‘ 1984 1985 1986  Total
Joe Portocararo $300.0 - $350.0 $400.0 $1,050.0
U. R. Wilson " 200.0 - ©_2000
' ‘ ‘ $1,250.0

conservative to recogmze these losses now, as
they result from the effects of past decisions that

did not turn ouf well.

Bili: Okay Lets move on to roster deprecxatmn

expense,

" Keith: When the team was bought in 1982 50

percent of the purchase price ($12 million) was
designated as the value of the player roster at that
time. This amount was. capxtahzed and is being

© amortized over six years. ‘
Bill: Why 50 percent?

Keith: That is the maximum percentage that the

' Intemal Revenue Code will al];ow when purchas-
ing a sports team.
Bill: I see. Is there anythmg else n the statements
that the players dispute? ~ .
Keith: No, I don’t think so. The rest of our ac-
counting is very straightforward. Most of our rev-

. enues and expenses result dxrectly fmm acashin-
flow or outﬂow

- Bill: WeII that answers all my questions.
Thank you. .
Keith: I have just one more thmg to say concern-

ing baseball finances in general. People seem to

think that we generate huge profits since we have

a relative monopoly, but it should be obvious that -

the professional baseball leagues -do not exist in
- order to carry out traditional carte] functions. The
rules and regulations governing the clubs com-
prising the league are essential to the creation of
the league as an entity and have virtually nothing
to do with pricing policies of the individual clubs.
The objective of the cooperative agreements is
not to constrain the economic competition among

them, but rather to create the league as 2 joint

“venture that produces baseball during a season of
play.- Without such rules of conduct, leagues

Would not exist.

When thlS meeting was completed, Bill Ahern
felt he understood the owners’ accountmg meth—

ods well enough

MEETING WITH THE PLAYERS
The followmg Monday, Ahern met with the PBPA

 representatives and- their lawyer, Paul Hanrahan.
‘They presented Ahern with income statements for

the years 1983 and 1984 as they thought they should

. be drawn up (Exhibit 4). As Ahern studied them, he
- found the players® version of the financial state-

ments showed profits before tax of $2.9 million for
1983 and $3.0 million for 1984 as compared to the
losses of $2.4 million and $2.6 million on the own-
ers’ statements.

Abhern’s conversation with Paul Hanrahan went
approxxmately as follows

Bill: The income statements you have given me .
‘are very similar to those of the owners except for :
a few items.

Paul: That’s . true most of the expenses are
straightforward. There are only a few areas we
dispute, but these areas can have a significant im-
pact on the overall profitability of the team. We
feel that the owners have used three techniques to
“hide” profits: (1) roster depreciation, (2) over-
stated player salary expense and (3) related—
party {ransactions,

Bill: Lét’s start with roster deprematxon Why
have you deleted it?

Paul: We feel it gives numbers that aren’t mean- -
ingful. The depreciation expense arises only when
a team is sold, so you can have two identical téams
that will show dramatically different results if one

- had been sold and the other had not. We also don’t
think the depreciation is real because most of the
players actually improve their skills with experi-
‘ence, so if’ anything, there should be an increase in
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City and State Taxes
s Net Encome R

o §1334

Year Ending October 31~
1983 1984
Operating Revenues: - PRSI o
~ GameReceipts . '$16,526.0' . - $18,620.0
- ‘National Television - -2,360.8 2,830.8
. Local BroadcasUng 13,1479 3.475.1
"' Congessions . - 2,8863 3,2943
D Parking 15251 0 TUs620
: Other : _ L. 7869 8439
 Total Revenwes -~ . - 326, 2330 S $29,626.1
OpemﬁnsﬁxpenseS- oL S
- Spring Training : T $ 5450,, 8 59400
. Team Operating EXPenses PR ORI SRR
" Players’ Salaries: - ¢ sl T
©'~Current Roster " - EERE Cell 97.4 L 7,256.5 -
- Nonroster Guaranteed Contract Expanse R 0 © 5000
. Amortization of Bonuses -~ .- - v 716.! 947.0.
. __‘rCoaches Safanes ' 56, 8257 -
- 'Other Salaries. 239.€ 12608 -
- . Miscellaneous - 2,897.3 -
"P@ayer Development ,996.0 3,269.0
.Team Replacement ‘ S
.- Scouting - : 6728 . 7340,
Stad' fum Operatlons 3,300.0 3,500.0
" Ticketing and Marketing - 1,907.0. - .- 2,080.0"
- ’."Generai and Adrmmstratwe 3,541.0 . C3,663.00
Total Operating Expenses - $23,227.0 - . ' $265273. . -
- Incore from Operationis - 3,006.0. :3,098.8 -
- Other income (Expense) " (96. 0) ‘“"’"’"“am 0
lncome: before Taxes e 2 910 o . 2_997.8
Provision for Federal income Taxes . 1,3386 A1,379.0 °
o 2360 - 253.0"

$13653

*Tax rate assurned téVb.eb4_6A%. -

roster value over time, not a reductlon as the de-
precxat:ion would lead you to believe,
Bill: Okay I understand your reasomng I’ll have
to think about that. Let’s move on to the next issue.
- Pawl: That's player salary expense. We think the
owners overstate player expense in several ways.
One is that they expense the signing bonuses in
the year they’re paid. We feel the bonuses are just
a part of the compensation package, and that for
accounting purposes, the bonuses should be
spread over the term of the player’s contract.

We gathered mformatlon on the bonuses paxd in
the last four years and the contract terms -
[Exhibit 5]. Then we adjusted the owners’
income statements by rémoving the bonuses:
from the current roster salary expense and by
adding an “amortization of bonuses” line. The
net effect of this one adjustment on 1984, for
example, was an increase in’ mcome of

$373 000.

’si,szo,ooo fess $947,000. .
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EXHIBIT 5 Summary of Signing Bonuses (5000)

Bonuses for Contracts Startmg in

Contract Length (Years) 1981 B2 13 iem4
4 240 550 . 350 - goo.
3 - 210 - 200 50 . 200
2z 360 80 w0 300

Bill: But the owners have really paid out all the
bonuses in cash, and there is no guarantee that the
players will complete their contracts.

Paul: That’s partly true. Some players get hurt :

and are unable to compete effectively. But the

number of players who ‘do not complete their

contracts is very small, and we think it is more

meaningful to assume that they will contmue to
- play over the term of their contract. :

- Bill: 0kay What's next?

Paul: A second adjustment we made to the play-
~ ers’ salary line was to back out the deferred por-

tion of the total compensation. Many of the pIay- B

“ers, particularly those who arehlgher paid, receive
~only about 80% of their salaries in any given year.
Theyreccwe the rest 10 years later [Exhibit 3l we
feel that since the team is paying this money over
along period of time, it is misleading to include
the whole amount as a curtent expense. This ad-
justment increased 1984 income for the Zephyrs

by $1,521,000. No salary expense deferred from -

prior years was added back in because that form
of contract is a relatively recent phenomenon.

Bill: I’ve looked at some of the contracts, and it
says very clearly that the player is to receive, say,

" $500,000, of which $100,000 i is deferred to the

- year 1984. Doesn’t that indicate that the salary
expense is $500,000? B
Paul: No. The team has paid only $4OO 000 in cash.
Bill: Doesn’t the team actually set money aside to
‘cover the future obligation?
Paul: Some teams do, and in such cases, I think

we would agree that it is appropriate to recognize -
that amount as a current expense. But the

Zephyrs don’t set any money aside. .

Bill: Okay. You made a third adjustment to the '

players’ salaries.
- Paul: Yes, we think the salanes due to players
who are no longer on the roster should be recog-

nized when the cash is pald out not when the
players leave the roster. Unless that is done, the
income numbers will vary wildly dependmg on
. when these players are released and how large
their contracts are. Furthermore, it is quite pos-
sible that these players’ contracts will be picked

up by another team, and the Zephyrs would then

have to turn around and recogmze a large gain

because the habihty ithas set up wauld no Ionger

be payable.
Bill; Okay. Let’s go to. the last area: re}atasd-party
transactions. You have listed Stadium Operations
at about 80% of what the owners charged Why
isthat? © -
Paul: - You pmbably w that two of the
Zephyrs® owners are also involved with the sta-
" dium cOrporatmn But what you probably don’t
know is that. they are the sole owners of that sta-

dium company. We think that the stadium rent is

set to overcharge the team and help show a loss
- for the baseball opcratmns

Bill: How did’ you get your numbers"

Paul: That wasn’t easy, but we looked at what

other teams pay for their stadiums. Every con-

tract is slightly different, but we are sure that two

- of the five shareholders in the team are earninga -

mce gain on the stadmm—pncmg agreement.
- Just for your own edification, this is not the
only type of related-type transaction where the
owners can move profits around. A few of the
teams are owned by broadcastmg organizations,
and as a result, they report no local broadcasting
revenues. Their individual losses are consoli-
- dated into the overall major league position, thus
the overall loss is overstated. I know it’s hard to
do, but an objective look must be taken at all
these related-party transactions if baseball’s true
position is to be fairly stated. -
The overall effect of al these adjustments we

have made to the Zephyrs’ income statements
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Ratio . Computatmn
Measuririg the cbmpany;s ability to bay current ligbilities:
' Current assets

1. Current ratio

3

Current liabilities

Short-term | Net current
investments  receivables
Current liabilities ’

Cash +

2. Acid-test lquick) ratio .
Measuring the compaﬁy's ability to sell inventory and c9llect receivables:

Cost of goods sold
Average inventory .

3. Inventory turnover

. Net credit sales
Average net accounts receivable

4. Accounts receivable ‘
turnover

Average net accounts receivable
One day's sales

5. Days’ sales in receivables

! Measuring the company's ability to pay long-term debt:

Total liabilities

6. Debtratio . Total assets

{ncome from operations

7. TTm_es—m_te‘rest-eamed ratio “Tnterest expense
. Measuring the company’s profitability: .
: . Net income
. 8. Rate of return on net sales ———ree

Net sales

9. Rate of return on total
assets

Net income + Interest expense
Average total assets

Net income -~ Preferred dividends
Average common stockholders' equity

10. Rate of return on common
stockholders' equity

Net income ~ Preferred dividends‘

' 11. Ear.nings. per share of -

common stock Number of shares of common stock outstanding

Analyzmg the company s stock as an investment.

" Market price per
. _share of common stock
Earnings per share

12. Price/earnings ratio

Dividend per share
of common {or preferred) stock
Market price per share
of common {or preferred) stock

13. Dividend yield

14, Book value per share of Total stockholders' equity — Prefarred equity

common stock - Number of shares of common stock outstanding

Usmg Ratms in Fmanclal Statément Analysw /7’0-0 z-o}qlzl_,é & L;/?/f’ M ( Sigi

(Cross-See Lionad

C‘f’lMQ.— serie S) lnformanon Pruvuded

Measures ability to pay current
liabilities with current assets.

Shows ability to pay all current
liabilities if they come due
immediatsly.

.+ Indicates saleabifity of inventory—

the number of times a company
sells its average inventory level
during a year.

Measures ability to collect cash -
from credit customers.

Shows how many days' sales rermnain
in Accounts Receivable—how many
days it takes to collect the average .

" level of receivables.

Indicates percentage of assets
financed with debt. ’

Measures the number of times
operating income can cove
interest expense.

Shows the percentage of each

sales dollar earned as net.
income. '

Measures how profitably a
company uses its assets,

Gauges how much incoma is
earned with the money
invested by common
shareholders.

" Gives the amount of net income -

per ane share of the
company's common stock.

L R R

_ Indicates the market price of $1

of earnings,

Shows the percentage of a
stock’s market value returned
as dividends to stockholders
. each period,

Indicates the recorded
accounting amount for each
share of common stock
outstanding.
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Introdu étion
Oﬁe of the most ﬁnp@rtantvtools for assessing the strength of a Business :
organization within its industry is financial analysis. Managers,.investors, and creditors
employ some form of this analysi; as the beginnjng_point for their financial decision-
making. Investors use financial analyses in making decisions about whether to buy or sell
stock, and creditors use them in decidmg whether @2@8 to lend. Financial analysis
provides ménagers with vaﬁous measurements of how the company is dqing in
comparison with its performance in past years and \;vith the performance of competitors
in the indu;;try. Comi)arisons are essentially intended to shed light on how well a
company is achieving its obj ective@aadmveraﬂ obj ective ot%iness is.to create ’
value for its shareholders while maintaining a sound ﬁnanciél position..

The purpose of this project is to analyze and compare Fgubhc companies from
within the sagﬁu% Those companies are Ofﬁce Depot with headquarters in Delray
Beach, Florida and Staples Inc., headquartered in Framingham, Massachusetts. What
follow;fs first is an indﬁstry overview and a profile of the two companies. Then financial

analysis is performed using the ratio analysis as well as honzontal analysxs and vertical

analysis. Using thé analyses, creditworthiness and investment attractiveness are

s o
determined. Finally, there a;( summary and conclusions.



