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_;_LJ.uSIﬁur 0.92456 204000 1.95150!
3| 1.12486| 0.88900| % 3.12160!  2.88610
4| 116986 0.8s4s0] 4.24650] 377510
8| 121665 0.82193]  5.41630]  4.62990
6 1.2&5321 0.79031]  6.63300]  $.45180
" 131593] 075992 ~ 7.89830 6.24210|
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ol 1.42331] 070259 1058280 773270
10| 1.48024|.0.67556] 12.00610]  8.43830
n| 1.5394s 0.6594 13.48640)  9.11090
12| 160103} o.62460 1s.02580  9.76080
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20| 2.19112 O.45639] 20.77810] 1413300,
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FVIF: future value of a single sum | S
PVIF: present value af a single sum

FYIF-OA: future value of an ordinary annuity of 1

PYIF-AD: present value al an annuity due of 1
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/. Alexsandra Isosev Industries has three operating divisions -~ Falilat Mmmg, Mouming Paperbacks, and

Osygus Protection Devices. Each division maintains its own accounting system and method of revenue
recognition.

Falilat Mining

Falilat Mining specializes in the extraction of precious metals such as silver, gold, and platinum. Dunng -
the fiscal year ended November 30, 2007, Falilat entered into contracts worth $2,250,000 and shipped
metals worth $2,000,000. A quarter of the shipments were made from inventories on hand at the
beginning of the fiscal year and the remainder was made from metals that were mined during the year.
Mining totals for the year valued at market prices, were: silver at $750,000, gold at$1,300,000, and
platinum at $490,000. Falilat uses the completion-of-production method to recognize revenue, because its

operations meet the specified criteria — i.¢., reasonably assured sales prices, interchangeable units, and
insigniﬁcant distribution costs.

Mourning Paperbacks

Mourning Paperbacks sells large quantities of novels to a few book distributors that in turn sell to several
national chains of bookstores. Mourning allows distributors to return up to 30% of sales, and distributors
give the same terms to bookstores. While returns from individual titles fluctuate greatly, the returns from
distributors have averaged 20% in each of the past 5 years, A total of $8,000,000 of paperback novel sales
were made to distributors during the fiscal year. On November 3, 2007, $3,200,000 of fiscal 2007 sales
were still subject to return privileges over the next 6 months. The remaining $4,800,000 of fiscal 2007
sales had actual returns of 21%. Sales from fiscal 2006 totaling $2,500,000 were collected in fiscal 2007,

with less than 18% of sales returned. Mourning records revenue according to the method refetred to as

revenue recognition when the right of return exits, because all appllcable criteria for use of this method
are met by Mourning’s operations -

Osygus Protection Devices

Osygus Protection Devices works through mnnufacturers ‘agents in various cities. Orders for alarm
systems and down payments are forwarded from agents, and Osygus ships the goods f.0.b. shipping point.
Customers are billed for the balance due plus actual shipping costs. The firm received orders for
$6,000,000 of goods during the fiscal year ended November 30, 2007. Down payments of $600,000 were
received, and $5,000,000 of goods were billed and shipped. Actual freight costs of $100,000 were also
billed. Commissions of 10% on product price were paid to manufacturers’ agents after the goods were
shipped to customers. Such goods are warranted for 90 days after shipment, and warranty retums have
been about 1%of sales. Revenue is recognized at the point of sale by Osygus.

Instructions: (15%)

Compute the revenue to be recognized in the fiscal year ended November 30, 2007, for (1) Falilat Mining,
(2) Mouming Paperbacks, and (3) Osygus Protection Devices.

(Note: You must show your computation to receive points.)
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2., Twin Ricky Inc. (TRI) manufactures a variety of consumer ucts.
The company’s founders have run the company for 30 years and are now
interested in retiring, Consequently, they are seeking a purchaser who
will continue its operations and a group of investors, Donna Inc. is
looking into the acquisition of TRI. To evaluate its financial stability and
operating efficiency, TRI was requested to provide the latest financial
statements and selected financial ratios. Summary information provided
by TRI is presented as follows.

TRI |

| - INCOME STATEMENT |
FOR THE YEAR ENDED NOVEMBER 30, 2007
(1IN THOUSANDS)
Sales (net) $ 30,500
Interest income 500
Total revenue 31,000
Costs and expenses | | | ,
Cost of goods sold o 17,600
Selling and administrative expense 3,550
Depreciation dnd amortization expense = 1,890
Interest expense o | —-200
Total costs and expenses R 23,940
Incnlmc before taxes . . | 7.030
RCOome taxes ’ | o - _2.900
Netincome o 4,160
STATEMENT OF FINANCIAL POSITION
ASOFNOVEMBER 30 =
| (INTHOUSANDS) 0 :
Cash : $
Marketable securities (at cost)
Accounts receivable (net)
Inventory |

Total current assets -
Property, plant, & equipment (net)
Total assets

Accounts payable
Income taxes payable
Accrued expenses
Total current liabilities
Long-term debt
Total liabilities
Common stock ($1 par value)
Paid-in capital in excess of par
Retained eamings
Total shareholders' equity
Total liabilities and shareholders' equity
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Selected Financial Ratios
Current
TRI1 Industry
2006 2005  Average
Current ratio 1.61 1.62 1.63
Acid-test ratio 0.64 0.63 0.68
Times interest earned 8.55 8.50 8.45

Profit margin on sales 13.2%. 12.1% 13.0%
Total debt to net worth 08 102 103
Asset turnover 1.84 1.83 1.84

Inventory turmnover 317 3.21 3.18

Instructions: (35%)

(a) Calculate a new set of ratios for the fiscal year 2007 for TRI based
on the financial statements prcscnted o

(b). Describing what the investors can learn about TRI’s ﬁnanclal
stability and operating efficiency.

(c) Identify two limitations of ratio analysis.
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