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Review Questions

R1.
What is the primary objective of the financing business process?

The objective of the financing business process is to have the liquid funds needed to run the business without allowing cash to sit idle. By having sufficient cash available or on hand the company can obtain favorable quantity and cash discounts.  Payment of obligations in a timely manner helps to ensure the enterprise will be able to obtain additional financing with favorable terms when needed in the future.

R2.
How is the financing process related to the conversion process, the sales/collection process, the acquisition/payment process, and the payroll process?

The financing process typically provides cash to the acquisition/payment and payroll processes to use in acquiring goods, services, and labor.  The sales/collection process typically provides cash to the financing process to use in satisfying financial obligations.  There is typically no direct connection between the financing and conversion processes.  

R3. 
What is the difference between a bond certificate and a stock certificate?

A bond certificate is a document that represents a debt financing agreement. A stock certificate is a document that represents an equity financing agreement.  Bond certificates usually specify determinable dollar amounts and timings of the cash inflows (loan proceeds) and of the cash outflows (loan repayments). That is not to say that the exact dollar amounts are certain; in fact, the exact dollar amounts may vary depending on the timing of the cash flows. Stock certificates represent an ownership interest in the enterprise as indicated by the determinable dollar amount and timing of the cash inflow (stock proceeds); however, the cash outflows (dividend payments or stock re-purchases) are less certain as to both the timing and the dollar amounts.  Investors buy enterprise stock certificates (and thus provide cash to the enterprise) with the expectation of getting cash back in the form of dividend payments and capital appreciation such that the investor can sell the stock in the stock market for more than the amount for which the investor purchased the stock. 

R4. 
What document(s) is(are) typically used to represent a debt financing agreement event?

Promissory notes and bond certificates are typically used to represent debt financing agreement events.

R5.
Identify the resources, internal agents, and external agents associated with each of the following events in the finance process:

a.
Cash Requisition (Instigation) event

b.
Loan (Mutual commitment) event

c.
Stock Issuance (Commitment to Increment) event

d.
Dividend Declaration (Commitment to Decrement) event

e.
Cash Receipt (Economic Increment) event

f.
Cash Disbursement (Economic Decrement) event 
	Event
	Resource
	Internal Agents
	External Agents

	a. Cash Requisition
	Cash
	Financial officer
	

	b. Loan
	Cash
	Financial officer
	Creditor

	c. Stock Issuance
	Cash
	Financial officer
	Investor

	d. Dividend 
	Cash or other property
	Financial officer
	Investor

	e. Cash Receipt
	Cash
	Cashier
	Creditor or Investor

	f. Cash Disbursement
	Cash
	Cashier or Clerk
	Creditor or Investor


Discussion Questions

D1.
Describe at least two financing process information needs for each of the following:

a.
Management

b.
Finance and Accounting

c.
Investors and Creditors
Management needs information about financing process activities to allow assessment of overall business effectiveness and financial health.  Ratios such as the current ratio and the debt to equity ratio allow management to assess short-term and long-term liquidity.  When cash shortages are identified, cash budget information may be used to determine whether short or long-term financing should be used to address the shortage, and whether debt or equity financing is most appropriate.

Finance and accounting needs information about financing process activities to make debt and equity financing decisions, and to prepare management reports and financial statements.  Information they need to make debt and equity financing decisions includes the enterprise’s cash needs and the timing of the needs, terms of proposed financing or equity agreements, and assessments of investor and creditor trustworthiness.  Information they need to prepare management reports and financial statements include attributes of existing debt and equity financing agreements, including outstanding principal and interest payable, maturity dates of debt financing agreements, interest expense, number of shares, par value, amounts of cash received for common and preferred stock, dividends declared, dividends paid, and so forth.   

Investors and creditors need information about financing process activities to assess the performance of their past and existing financing agreements with the enterprise and to make decisions regarding proposed financing agreements.  Information they need includes financing terms, payment amounts and timing, stock prices, dividends declared, dividends paid, and so forth.    

D2. 
What entity(ies) and/or relationship(s) most likely need to be included in a query to calculate the loan payable balance for each creditor (assume the balance is not stored as a volatile derivable attribute in the creditor table)?

Entities that need to be included in a query (or set of queries) to calculate the loan payable balance for each creditor are loan financing agreement, cash receipt, cash disbursement, and creditor. Relationships include the fulfillment relationships between the financing agreement and cash receipt and between the financing agreement and cash disbursement. Participation relationships between the financing agreement, cash receipt, and cash disbursement events and the creditor also need to be included.
D3. 
When determining how much cash to keep on hand, what are some of the factors financial officers need to consider, and how can the database tables based on the REA business process level model help them determine a cash budget?

Cash management is one of the most important activities for the financial success of enterprises. Many business failures have resulted from poor cash management. Maintaining adequate cash on hand allows enterprises to pay obligations on time, thus earning an excellent credit rating with the ability to borrow money at favorable terms in the future.  Maintaining adequate cash on hand also enables enterprises to take advantage of quantity and cash discounts, resulting in increased purchasing power.  However, cash by itself does not generate a return; in fact, it generally loses money due to inflation.  Most general corporate checking accounts pay little or no interest.  Certain receivables, such as accounts receivable, do not earn any interest. Therefore, organizations should minimize the levels of idle cash on hand and collect receivables as quickly as possible to convert these assets into assets that earn interest or grow in value over time.  Proper use of database tables constructed in conformance with the REA enterprise ontology can provide enterprises with the information they need to determine a cash budget.  A cash budget should include accurate estimates of future cash inflows and outflows.  Cash inflows typically result from sales and financing agreements.  Cash outflows typically result from acquisitions of goods, services, and labor and from financing agreements.  Financial officers may use data from the database tables that represent the noncash economic events that are linked via duality to the cash economic events to estimate reasonably assured cash flows (making any adjustment for expected bad debts). Such cash flows are usually short term (except for equity and financing agreement related cash flow estimates). They may also use data from the database tables that represent commitment events to estimate less certain and generally longer term cash flows.
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