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Background information needed to answer Question #1:

Review Shaun's criteria below to determine the best financing option to expand his business:

SHAUN’S CRITERIA

Hi Team,
 
I wanted to provide you some guidelines as you determine how we’ll finance our expansion.  Please give this careful consideration, as we need to get this right.
 
1. I estimate we’ll need $150,000 to increase capacity in order to stock the five additional pop-up stands
2. We’ll need to make sure we have additional funds available to increase our marketing efforts to stimulate demand
3. Cash flow is going to be tight, so I’d like to minimize interest payments
4. I’d like to maintain or increase our profit margins
5. Since I don’t have a lot of experience with big discount retailers, I’d like to add a thought partner with experience in this channel
6. If we’re successful over the next two years, we’ll likely seek additional capital to expand into more stores, so I’d like to do all we can now to enhance our credibility
We need to move on this quickly, so I’d like an answer by the end of the week.
-Shaun

FINANCING OPTIONS 
As we have learned, there are pros and cons to all financing methods which of the three financing methods would be the best fit based on Shaun's criteria above?

Option 1: Equity
Raise $150,000 from a venture capital firm in exchange for 30% of the company
 
Option 2: Debt
Secure a loan of $150,000 at a 10% annual interest rate, to be repaid over 7 years
 
Option 3: Debt + Self-Financing
Secure a loan of $100,000 at a 7% annual interest rate, to be repaid over 7 years, and self- finance the remaining $50,000
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Question 1: 
Based on your analysis of the owner's wishes (Shaun's criteria) and the three financing options available, which financing option would be the best option?

· Option 1: Equity
· Option 2: Debt
· Option 3: Debt & Self Financing

Include your answer your response below and also explain why you selected that type of financing based on Shaun's criteria and what you know about that financing option. 



Background information needed to answer Question #2:

A junior accountant is working to get everything in order for the new financing and has come to you with a question about what do next in the accounting cycle.  Read this email from the junior accountant so you can determine what steps of the accounting cycle she has already completed and what is the next step to complete.
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As a refresher, here are the 5 Steps to the Accounting Cycle:
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QUESTION #2: 

So, given what the Junior Accountant has done so far, what is the next step for the Junior Accountant to complete in the Accounting Cycle and why?



Background information needed to answer Question #3:

A potential investor has been identified, but before they are willing to commit, they have requested information about SunsTruck’s current debt from the junior accountants.  You have been charged with reviewing the financial statements (found in the resources) and providing direction to the junior accountant to comply with the request from the potential investor:

Identify the correct financial statement for your junior accountants that will provide the investor with the information it has requested. 
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QUESTION #3:

After reviewing the 3 Financial Statements, please indicate which financial statement (pick one: income statement, balance sheet, or statement of cash flows) the Junior Accountant should provide the investor in order to show the debt information.  

· Income Statement
· Balance Sheet
· Statement of Cash Flows

Explain where on that financial statement you would find the debt information.



Next step: submit your work
1. Save this document to your desktop 
· Navigation: select file at the top, save as – select desktop, and select save
2. Log into your class and select Assignment #2 on the left, scroll down and select “submit your work”, click browser my computer, find your file on the desktop, click open, then click submit.
3. [bookmark: _GoBack]If you have any issues email me or call me.
I will provide you assignment feedback and you can then make any changes you would like and resubmit for grading.
Congrats on completing assignment #2!
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GETTING EVERYTHING IN ITS PLACE

As we learned in this week’s Strayer Talk, the steps of the
accounting cycle give businesses a reliable way to make sense of
all of their financial information. Let’s take a quick look again to
remind ourselves of the steps in this important process:

1. Record: Capture each financial transaction.
2. Classify: Group similar transactions.

3. Summarize: Add up similar transactions to make them
easy to understand.

4. Report: Create easy-to-read reports that provide an
overall look at key parts of the business.

5.  Analyze: Use the information to make informed decisions
about the business.




image6.png
The income statement summarizes the revenue
earned from sales and the expenses it took to earn
that revenue.

The balance sheet summarizes the assets owned or
controlled by the company, the liabilities (or debt
obligations) it still has to pay others, and any left-
over equity that belongs to the business’s owners or
stockholders.

The statement of cash flows shows how money
enters the company (cash collections) and leaves the
company (cash payments).
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PROS

There is no obligation to pay back the initial
investment money

There is no interest to pay
Investments enhance the business’s credibility

Investors may provide ideas, resources and
know-how in addition to money

CONS

Businesses give up partial ownership

New owners mean that other people have a say
in the operations of the company

Equity is expensive relative to borrowing
money — you give up a portion of future profits
versus a fixed loan amount

When profits are shared, there is no tax benefit
to the business because payments or
distributions to investors are not deductible as
expenses on the Income Statement (interest
payments on debt, however, are deductible)
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PROS

Business does not give up any ownership of the
business

There are no outside investors who can
influence the direction of the business

Obtaining debt financing is typically a less
expensive process than equity financing

A variety of lenders provide debt financing

There are predictable payments, which can
make the budgeting process easier

There are tax benefits because interest paid on
loans is deducted from sales revenue. The
interest expense lowers pre-tax income, which
lowers the company’s income taxes

CONS

The money has to be returned according to a
fixed payment plan that the business must
make until the debt is paid off

There are interest costs added to the loan debt

Debt financing does not enhance the
company’s credibility or image if debt gets high
or out of control

Debt may be difficult to secure for young
companies with little credit history

These arrangements may hinder cash flow
because money set aside for fixed payment
obligations is not available for other purposes

Debt financing may require a personal
guarantee
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PROS

Money is immediately available

There are no payments to investors or lenders,
so this option avoids the risks of owing money
to outside parties

This is the most flexible option

Self-financing signals strong financial health

CONS

Self-financing is expensive because it does not
involve tax-deductible interest expense

This option does not immediately increase the
amount of money in a business because it does
not take advantage of outside money; it simply
uses the money already in the business

Available internal funds for new projects are
often limited because cash is still needed to
fund current ongoing projects and operations

Losses due to a poor investment have a more
significant impact on the business
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JUNIOR ACCOUNTANT EMAIL

Hi,

T'm working on expenses from the last quarter for the revised income statement, but I'm
unsure of what to do next. I grouped similar transactions to compile the following list:

« inventory purchases  automotive maintenance cost
+ marketing expenses + travel expenses

+ payroll expenses + training and development costs
+ interest expenses + office rent

+ technology purchases + raw material purchases

+ office supplies expenses

How would you like me to proceed given where we are in the process? Thanks in advance for
your guidance.

Best,

Jenna S,




