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Anthony* 3 Liquor, Incorporated

Mr. Gerald Barton, a partner in the law firm of 
Wilders, Barton, and Lang, was surprised by the phone call 
just received from Anthony Gillito. Although he had been 
one of the directors of Anthony* s Liquor since it was 
incorporated in i960, this was the first time Mr. Gillito 
had ever asked for his advice on any major phase of the 
business. Mr. Gillito indicated to Mr. Barton he wished 
to have the directors meet, discuss, and propose the best 
possible solution to three alternative proposals. The 
proposals were:

1. To sell Anthony’s Liquor, Incorporated.
Mr. Gillito said he had been offered 
|250,000 by Mr. Allen Wright, a very 
successful owner of three other taverns 
in the city. The present inventory, fix
tures, land, building, and incorporated 
name of the business would be included
in the sale.

2 . To lease the tavern. Mr. Allen Wright 
had proposed, as an alternate offer, to 
enter into a modified lease arrangement 
which would allow Mr. Gillito to retain 
ownership of the land and building. The 
name of the business along with the 
licenses, inventory, and fixtures would 
be the items transferred by the sale.
For this exchange, Mr. Gillito would 
receive $100,000 in cash. Along with 
the "lump sum" a 10^ share of the pro
fits after taxes for a period of 10 years

This case was prepared by Mr. Ferdinand. R. Pane under the 
supervision of Dr. William Brannen, Associate Professor of 
Marketing, Creighton University, as a basis for class discussion.
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would also be alloted to Mr. Gillito.
The accounting and bookkeeping system^ 
as arranged now, would not change since 
the same person would continue to audit 
and submit the yearly income tax returns.
The lessor, as now, would maintain the 
premises for the same consideration of 
$6,000 per year rental cost.

3. To hire a manager. Since Mr. Gillito
had some reservations concerning loss 
of control of the business, ho suggested 
the consideration of a managerial contract 
arrangement to Mr. Barton. A manager 
would be hired for a yearly salary of 
$10,000. Along with his salary, a 
bonus or incentive of 10% of the pro
fits in excess of $20,000 after taxes, 
as figured now, would be added. Mr.
Gillito explained the major problem 
would be the selection of "the right man."

Adoption of one of these proposals, Mr. Gillito explained, 
would give him "mobe free time to enjoy the luxuries of 
life."

Mr. Barton vías not sure, in his own mind, whether 
Anthony Gillito could ever fully retire from the activities 
of his business. Mr. Barton knew that it was a State La\vr 
that v/hen a business was incorporated a minimum of three 
directors vías necessary. These directors, according to the 
stockholder’s wishes, could be either active or inactive.
In the case of Anthony Gillito, the directors were definitely 
inactive because Mr. Gillito had always felt the directors 
were for legal purposes only.

Later that day Mr. Barton called Daniel Williams, who, 
like himself, vras a director of Anthony’s Liquors. Mr. 
Williams, a CPA, had done Anthony Gillito’s tax returns, 
both business and personal, since 195’3. Mr. Williams
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forwarded the balance sheet and the prior six years Income 
statements to Mr. Barton. (See Exhibits 1 & 2). Mr. 
Williams also noted that, for tax purposes, the building 
and land were not on the statements of Anthony’s Liquor. 
Incorporated, but instead, were privately owned by Mr. 
Gillito himself. If these were sold, he explained, they 
would then becomd assets of the corporation, and Mr. 
Gillito Would be required to pay an estimated 25$ capital 
gains tax for excess cash received over cost on the sale 
of the land and building. Mr. Williams added that Mr. 
Gillito’s tax bracket for personal income could also be 
approximated at l±0% the first year and 25$  each year after 
if the sale occurred. The purchase prices were $10,5>00 
for the land, $35»000 for the package liquor section of 
the building, and $30,000 for the bar and resturant 
section. A straight line - 50 year depreciation schedule 
for both sections of the building had been used.

BACKGROUND - Anthony’s Liquor, Incorporated
Mr. Gillito had been in business for himself since 

1950. Previously he had worked for the Ajax Steel Works 
for 16 years. At the age of 37, due to his individualis
tic attitude, Mr. Gillito felt the desire to be self- 
employed. On funds of $200, borrowed from family and 
friends, he purchased a one-year lease on a small, 
strategically located building and converted it into a 
fruit and vegetable market. During the first few years



of operation, he and his wife devoted their entire 
energies to the business. Many of their friends tried 
to discourage him when he initiated the venture. But, 
undaunted, Anthony Gillito would say, "There is nothing 
you can’t do once you set your mind to it."

From 1950 to 195*6, the business expanded from 75* 
to 7000 square feet. At this time, all the expansions 
and acquisitions were financed from internally generated 
profits. Sales in 1956 amounted to $ij.8,000. He performed 
the majority of the construction work required for these 
expansions himself. In 1956, he secured a liquor license. 
From 1956 to i960 sales and profits increased, and, in 
I960, he acquired the land adjacent to his property for a 
sum of $10,500. On this property he built the present 
package liquor store for a cost of $35*000. The package 
liquor store was completed in 1963. The funds were ob
tained from the First National Bank on a 6^, 10 year loan. 
Within this same year, he moved out of the fruit and 
vegetable business located next door, and went into the 
package liquor and beer sales only. A year later, he 
began construction on the addition of a bar with kitchen 
facilities to again expand the scope of his business. 
Financing was accomplished by a 10 year, 6% bank loan.
This expansion was approximately $30,000.

The sales of the business grew, and, in 1968 they 
totalled $i|10,l59 (See Exhibit 1). He attributed these 
sales to low prices, excellent location with good traffic
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flow, casual decor end atmosphere, a short-order kitchen, 
and week-end entertainment. Ho also financed several free 
spagettl dinners a year, thus spreading goodwill. The 
bar, having a pool table and draft beer, could best be 
classed as a working man’s place of relaxation. The liquor 
store on the other hand, was very well known for its low 
prices and willingness to make "specials" to wedding and 
anniversary parties. From among the £32 other retail 
liquor establishments in the city boundries, Anthony’s 
Liquor Store had only one other major competitor for these 
"special" services and quantity discount prices. Foreign 
imports as well as local liquor and beer availability 
placed Anthony Gillito as one of the top ten package liquor 
businesses in the state.

Mr. Gillito long felt he entered the business at the 
right time because of the stricter rules on new licensing 
which soon followed. Current problems encountered in ac
quiring the required licenses restricted the investor 
wishing to acquire the necessary licenses to one of two 
methods. The difference between them was the time required 
to obtain the licenses. First, due to the restrictions 
concerning the number of new retail liquor establishments 
set by the state, it was necessary to purchase an established 
business in order to procure the necessary licenses.
Second, a prospective investor had the alternative of 
procuring the licenses from the state. The restriction 
for this method was a three to five year waiting period as
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the normal time period necessary to obtain a license from 
the state. The premium paid for acquisition of a license 
from an established business was from $10,000 to ^15,000.

BACKGROUND - Anthony Gillito
Mr. Barton had known Anthony and his family for about 

20 years. Anthony had truly "built up his business from 
a shoestring." He and his wife had both worked long hours. 
In the first 10 years of operation neither Anthony nor 
his wife had taken any vacation time from the business.
It was only in the last two or three years that either 
of them had taken longer than one week for a vacation.
Now, however, Anthony and his wife vacationed for a minimum 
of two months per year.

Anthony was now successful enough financially to 
enjoy the "luxuries of life." His two cars were fully- 
loaded, higher-priced vehicles, less than two years old.
His home was all brick, air conditioned, and worth approxi
mately $45,000 to $50,000. Mr. Barton estimated Anthony 
would be grossing the equivalent of $20,000 per, year as a 
minimum in personal income to maintain his mode of living.

Mr. Barton thought he had now obtained the necessary 
Information to make an educated guess as to the best 
solution to Anthony Gillito's financial problems. He 
considered present value, payback period, yield, and 
rating to reach future values as alternate methods toward 
a solution. Ha decided to use a "modified" present value
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approach. Since the leasing arrangement in Alternative 2 
was set up on a 10 year contract, and, since some standard 
base must be established to equate the three alternatives, 
he selected 1978 (10 year period) as the end date of 
all the inflows and outflows of funds. He thought this 
future estimate would be fairly uncertain if extended much 
further. He outlined the steps for his "modified” present 
value solution as follows:

1. Assume, for computational purposes, 
a 10 year period for the three 
alternatives with all assets sold 
for cash in 1978 and equated to present value.

2. Assume the business income, after 
corporate taxes, would be $30,000 
per year average during the next 
10 year period. This, Mr. Barton 
estimated, would be the amount 
available for the owner to withdraw.

3» Assume the net cost of the inventory
and fixtures at $90,000, and, the costs 
of the licenses at $10,000.

1|. Assume, if the business was sold,
Anthony's^personal tax rate would be 
4O/3 the first year and 25>/i each year thereafter.

i>. Assume the capital gains tax rate at

6. Assume the corporate tax rate at 5<0%,

7« Assume the effect of the commission 
costs, recording costs and other 
miscellaneous costs would be negligible.
Assume any money received in the current 
year would be reinvested to net (after 
taxes) a 6% per year average interest 
rate for the next 10 year period.

8.



QUESTIONS
1. What should Mr. Barton tell Mr. Gillito?
2. Is the financial approach to the problem proposed by Mr. Barton a valid solution?
3. In reality, is the main issue the financial issue?



EXHIBIT I
ANTHONY’S LIQUOR INCORPORATED

Income Statements for Years Ended April 30, 1963-68

1968 1967 1966 196£ 12a 1963
Sales $410,159 $377,725 $329,411 $289,801 $324,289 $284,810Cost of Sales 311,874 295,543 253,2li? 222,483 265,325 225,162Gross Profit 98,288 82,179 76,164 67,348 58,964 59,643Controllable Expenses
Entertainment Expense 6,101 3,261- 2,238 1,315 1,973 135Operating Supplies 3,319 4,855 4 ,616 2,878 3,137 2,876. -5-Gross Wages 39,291 33,765 33,383 31,056 28,870 26,495Repairs & Maintenance 5,503 2,685 2,171 1,573 1,316 2,563Advertising 1,567 1,536 1,171 .905 775 1,287Car Expense 742 1,152 944 665 682 957Bad Debts 882 - 327 134Administrative & Legal 1,032 731 680 870 696 985Miscellaneous Expense 1,884 1,234 172 .. 143Total Controllable

Expenses $ 60,321 $ 49,179 $ 45.-375 $ 39,262 $ 37,776 $ 35,575
Fixed Expenses
-"-Kent 6,000 6,000 6.000 6,000 6,000 6,000Utilities 3,280 3,746 3,128 3,162 3,513 2,721Insurance 2,261 2,110 2,590 2,133 1,963 1,915Taxes cc Licenses 3,775 3,497 4,859 4,345 4,194 4,556Interest 166 167 298 371 307 126Depreciation 2 , 4 5 2 „ 2,437 2,888 3,745 3,363 2,834Total Fixed Expenses $ 19,934 $ 17,957 $ 19,363 $ 19,756 $ 19,340 $ 18,152

TOTAL EXPENSES $ 80,255 $ 67,136 $ 68,738 $ 59,018 $ 57,116 $ 53,727
NET PROFIT 18,030 15,083 11,426 8,330 1,848 5,921

+Doos not include owner’s salary -
-"-Premises were owned by Anthony Cillito - Not by Anthony’s Liquor, Incorporated.



EXHIBIT 2
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ANTHONY1S LIQUOR, INCORPORATED 
(A Nebraska Corporation) 

Omaha, Nebraska

Balance Sheet 
(not audited) 
April 30, 1968

Assets
Current assets:
Cash on deposit - First National
Cash on hand
Inventory
Note Receiveable
Employee advances
Prepaid licenses

Total current assets
Furniture and fixtures 
Leasehold Improvements

Less: Accumulated depreciation
Other assets:
Trade name and goodwill

Bank $10,697.19
5,017.04
91,734.531,211.64

7 0 0 .0 0
766 .00 $110,126.40

22,625.34

16,996.62 8,419.36

3,000.00

Liabilities
Current liabilities:
Accrued taxes 
Accounts payable -* trade 
Note payable - bank

Total current liabilities
Long-term obligations:
Note payable - officer

Stockholders equity:
Capital stock

$ 1,468.70 
8,000.00 

■5,500.00

19,000.00

$ 14,969.21 

63,849.24

Retained earnings :
Balance - April 30, 1968 23,707.31 42,707.31



Anthony1s Liquor, Incorporated

TEACHING NOTE
The method of using net present value inflows minus 

net present value outflows was employed. For computation 
purposes, the author considered the sale date at December 
31» 1968.

Alternative 1 - The sale of the business for §250,000 
minus the capital gains tax (on the excess received over 
cost) was the total cash received.

Cost of land § 10,500
Cost of building §35»000
Depreciation @ $700/year 3,500 31,500

Cost of expansion 30,000
Depreciation @ $600/year 3,000 27,000

Inventory and Fixtures 90,000
Licenses 10,000

Total Cost §169,000
Subtracting the total cost figure from total cash re
ceived gives the amount subject to be taxed.

§250,000 - Cash received 
-169,000 - Total cost
§ 81,000 - Excess received over cost at a capital 

gains tax of 25%, the tax would be .25 x §81,000 --= §20,250
Therefore, subtracting the tax from the total casbr e- 

ceived leaves the after tax value of the cash sale.

-This case was prepared by Mr. Ferdinand R. Pane under the 
supervision of Dr. William Brannon, Associate Professor of 
Marketing, Creighton University, as a basis for class discussion.



$250,000 “ Cash received 
- 20,2.50 - Capital gains tax
$229,750 - PVAT - Total cash received 

This total cash received reinvested at a rate of G% yields 
a net (after taxes) of $13,785 per year. This value of 
$13,785 must be computed over some period

2

years) to determine

Year Net Income 
After Taxes

1969 $13,785
1970 $13,785
1971 $13,785
1972 $13,785
1973 $13,785
1971+ $13,785
1975 $13,785
1976 $13,785
1977 $13,785
1978 $13,785

Therefore the total
Alternative 1 was :

present value.

Present 
Value Factor

• 91+3 
.890 
.81+0 
.792 
.71+7 
.705 
.665 
.627 
.592 
.558

(in our case, 10

Present Value 
After Taxes
$ 12,999

12,269
11,579
10,918
10,297
9,718
9,167
8,61+3

8,161
7,692

$101,1+1+3Total
net present value after taxes of

$229,750 - PVAT (Total cash received) 
+101,1+1+3 - PVAT {G% investment for 10

year period)
$331,193 - Total PVAT of Alternative 1

Alternative 2 - The solution to this alternative was 
obtained by taking the inflows of $100,000 (cash), $6,000/vear 
(rent) and $30,000 times 10% or $3,000/year (profit per- 
centage) then subtracting the outflow of taxes to obtain a
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yearly income amount. This amount then must be equated 
to present value over the predetermined 10 year period.

The cost of the inventory and fixtures was $90,000 
and the licenses $10,000. These costs, subtracted from 
the sale price of $100,000, leave no gain or loss. The 
tax on this sale would therefore be zero. This $100,000, 
as stated, would be considered reinvested to gain some 
form of income from the interest.

$100,000 - PVAT (Cash received) I
$100,000 @ 6% (net) = $6,000/year income 

Yearly figures were equal to:
$ 6,000 - Income from reinvestment (net after taxes)

6.000 - Bent
3.000 - Profit percentage 

$15,000/Year Total
Minus a 25$ tax on the rent of $6,000 and the profit per
centage of $3,000.

$9,000 @ 25% tax rate = $2,250
$9,000 - Rent + profit percentage 
-2,250 - Tax
$6, 750

Therefore the total yearly income (after taxes) would be:
Income from reinvestment and adjusted rent plus profit
percentage. That is: $ 6,000 - Income from reinvestment

(net after taxes)
6,?50 - Adjusted rent and profit 

_________ percentage (net after taxes)
$12,750 - Yearly Income Total (after taxes)

This value of $12,750 must be computed over the next 10 year 
period to determine present value.



Year
Net Income 
After Taxes

Present Value 
Factor Present Val 

After Taxes
1969 $12,750 .943 $12,023
1970 12,750 .890 11,347
1971 12,750 0-d-CO 10,710
1972 12,750 .792 10,098
1973 12,750 .747 9,524
1974 12,750 .705 8,989
1975 12,750 .665 8,479
1976 12,750 .627 7,994
1977 12,750 .592 7,548
1978 12,750 .558 v m g

$93,827
The only other factor to consider was salvage value of 
the buildings and land.

Building cost - $35» 000
30,000
$65,000

Land cost - $10,500
Since land does not normally depreciate the assumed salvage 
value of the land was $10,500«

The depreciation on the building (built in 1963 
and now 5 years old), were stated to be on a 50 year 
straight line schedule. $65,000/50 = $l,300/year de
preciation .
Therefore in the 15 year ( 5 years old plus 10 year period)
salvage value was equal to cost minus 15 times the yearly
depreciation rate.
l5 x $1,300 ~ $19,500 - Accrued depreciation in 1978
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$65,000 - Building cost 
»19,500 - Accrued depreciation
$i|5,500 - Salvage (after taxes) value in 1978 of the building 
+10,500 ~ Salvage value in 1978 of the land
$56,000 - Total salvage (after taxes) value in 1978 of the 

land and building
Assume no tax if sale is for cost minus depreciation. The 
present value, after taxes, of the building would therefore 
be $56,000 x .558 (present value factor for the 10th year) 
equal to $3 1,248.
The total of Alternative 2 then was:

$100,000 - PVAT (cash received)
93,827 - PVAT (adjusted yearly income)
31,21+8 - PVAT (salvage value)

$225,075 - Total PVAT of Alternative 2

Alternative 3 - The value of the yearly income in 
this alternative was equal to the business income, adjusted 
for the manager’s salary, plus the rental income minus the 
adjustment for taxes plus the salvage values of the land, 
building, inventory and licenses. This alternative differs 
in the fact that the manager’s salary, since it is an 
expense to the business, and not Anthony Gillito personally, 
would reduce the estimated $30,000 (business income) by 505 
(corporate tax rate) of the manager’s salary. That is: If 
the manager’s salary was not considered an expense, an in
come statement might be as follows:

Sales
Cost of sales 
Subtotal
Expenses
Gross Profit 
505 Tax 
Net Profit

$ 2 0 0 ,0 0 0  
-90,0.00. 

$110,000 
-50,000 

$ 60,000 
-30»000

$ 30,000



If, however, the manager’s salary of $10,000 was considered 
an expense, an income statement would be adjusted as follows.

Sales
Cost of sales $200,000

-90,000
Subtotal $110,000
Expenses -60,000
Gross Profit 
Tax @ 505 $ 50,000 

-25,000
Net Profit $ 25,000

It can be seen by the example above that the actual manager’s 
salary has reduced net income by the corporate tax percentage 
( ) times the manager’s salary ($10,000 ).
$10,000 x 50,< = $5,000
With the corporate tax rate at 5C$, the actual business profit 
after taxes would be equal to:

$30,000 (Estimated business profit)
-5,000 (50^ of $10,000)

$25,000 - Estimated business profit 
Therefore the manager would receive his salary of 

$10,000, plus $500/yesr for a bonus of 105> of profits in ex
cess of $20,000. The yearly figures would then be:

$25,000 - Estimated business profit +6,000 - Bent
$31,000 - Total inflows 
-7,750 - Tax (25£ of §31,000)

$23,250 - Adjusted income after taxes 
This income of $23,250/year must be computed over the next 
10 year period to determine present value.
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Year
Net Income 
After Taxes

Present 
Value Factor

Present Value 
After Taxes

1969 $23,250 .943 $ 21,925
1970 23,250 .890 20,692
1971 23,250 .840 19,530
1972 23,250 .792 18,414
1973 23,250 .747 17,368
1974 23,250 .705 16,391
1975 23,250 .665 15,461
1976 23,250 .62? 14,578
1977 23,250 .592 13,764
1978 23,250 • 558 12,973

Total $171,096
The other factors were the salvage values of the land,
building, inventory and licenses. The salvage value of
the building and land after taxes, as shown in Alternative 2,
at present value was equal to $31,248. The salvage value of
the inventory and licenses, assuming a stable inventory
level, would be equal to $90,000 plus $10,000 in 1978. This
$100,000 value multiplied by the present value factor for the
10th year (•558) would give the present value of the in-
ventory and licenses,

The solution to Alternative 3 was then:
$100,000 - Value of inventory & licenses in 1978 

x«558 - Present Value Factor
$ 55,800 - PVAT - Inventory and Licenses

$171,096 - PVAT (Adjusted Yearly Income)
31,2l|8 - PVAT (Salvage Value - Land and Building)
55,800 - PVAT (Salvage Value - Inventory and Licenses)

$258,144 “ Total PVAT of Alternative 3



CONCLUSION
Financially, the best alternative was the first 

proposal. This proposal allows for a 10 year Inflow of 
Income from profits on the reinvested capital plus the 
present value of $229,750. These solutions showed the net 
present value after taxes of the three proposals. The 
financial or present value solution to this case was not 
ell inclusive. It must be noted that for the past eighteen 
years Anthony and his wife had devoted most, If not all, of 
their time to the business. The business was not just a 
job to Anthony. »  was a section of his life. Fotlrement 
or planned unemployment is a situation all businessmen 
must face, but, many times the period of adjustment is made 
more difficult by undertaking it at the wrong time. In 
Anthony's case, the financial solution must not be the only 
consideration. Anthony's determination and dedication to 
the business point up the real issue. The real issue was 
whether Anthony and his wife were ready to retire from the 
business world. Gerald Barton has the obligation to raise 
the issue. It must be pointed out; however, that the 
real solution to the ease cannot come from anyone else since 
the answer actually depends on the personal aspirations of

Anthony himself.


