REPEL COMPANY LIMITED

Repel Company Limited is in the business of manufacturing insect repellant.  The sole shareholder, Mr. Rodent, spent years experimenting in his garage, perfecting his ‘recipe’, He went into the business full time about five years ago.  At that time, he purchased a factory building and some equipment.  He hired a couple of employees (one part-time clerk and two production workers).

Mr. Rodent is an avid outdoorsman and therefore does his own quality control testing.  He has a chemical engineering degree from a prominent Canadian university.  Following graduation, he worked as a researcher at a large pharmaceutical company.  Because of his background he is an expert in his product.  However, he is somewhat eccentric and as a result has trouble with employee turnover.  No one employee has stayed with him for more than six months.

At the moment, Mr. Rodent is trying to get a new improved repellant approved by the government.  Due to increasingly stringent government controls over insecticides, Mr. Rodent is unsure of the eventual outcome.

Mr. Rodent has decided to retire and move to Florida.  He would like to sell his ‘nice little business’ for $400,000.

Required:
Based on the financial statements for the year ended June 30, 1999 would you take him up on his offer?  What additional information would you request before making your decision?

NOTICE TO READER

We have compiled the balance sheet of Repel Company Limited as at June 30, 1999 and the statements of income and cash flows for the year then ended from information provided by the owner.  We have not audited, reviewed or otherwise attempted to verify the accuracy or completeness of such information.  Readers are cautioned that these statements may not be appropriate for their purposes.

Welland, Ontario

August 31, 1999




Chartered Accountants

REPEL COMPANY LIMITED

NOTES TO FINANCIAL STATEMENTS

(prepared without audit)

1. Summary of accounting policies:

The accounting policies of Repel Company Limited are in accordance with generally accepted accounting principles.  The following briefly describes the more significant policies:

Inventories –

Inventories have been valued at the lower of cost and net realizable value on the weighted average basis.

Capital assets –

Capital assets are stated at cost and amortized on the straight-line basis over the estimated useful life of the assets which is 15 years.

2. Inventory:

The balance in inventory is made up of raw materials, work in process and finished product as follows:


June 30, 1999
June 30, 1998

Raw material
$55,000
$31,000

Work in process
7,000
11,000

Finished product
23,000
23,000

Total
$85,000
$65,000

3. Long-term debt:

Repel Company Limited has a long-term note outstanding with interest charged at a rate of 6%.  Principal payments are due as follows:

January 31, 2000
$40,000

January 31, 2001
$45,000

4. Contingent liability:

Repel Company Limited is presently a defendant in action for damages and costs allegedly sustained by a customer on the explosion of a repellant can resulting in two deaths.  Management and counsel are of the opinion that the Company has a defense against the claim and accordingly no provision has been made in the financial statements.

5. Customer reliance:

The Company currently sells 75% of its production to three major customers under an agreement expiring January 31, 2000.

