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OBJECTIVE STATEMENTS

1. Determine whether the present financial records are adequate.

2. Evaluate whether the present method of recording purchases is 
consistent with generally accepted accounting principles.

3. Incorporate a method of calculating "cost of goods sold" into 
the accounting system.

4. Resolve whether or not more competent financial advice should 
be sought.
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BLUE'S SKI RACQUET*

History of the Business

Mr. and Mrs. Blue started selling ski equipment and apparel 
part-time from their home in September of 1972. Both did so well by 

January of 1973, that they decided to add tennis equipment and apparel 
to make a year round special sports shop.

The Harris Trust Bank has handled all financial needs of the 
business until the present time. The Blues have decided to go into a 
full-time business at a new location, and subsequently applied for an 
SBA loan. A line of credit has been approved for $20,000. These pro 
ceeds will enable the Blues to open a retail outlet in a new shopping 
center. Because of anticipated problems, Mr. Blue has sought the 

advice of an outside consultant. Bill says, "We know sports and 

retailing but not management."i
Management

President, Patricia Blue attended the University of Minnesota 

for two years, and the University of Wisconsin for one year. She has 

worked as a writer; sales person, buyer, merchandiser, and advertiser 

for retail stores for the past 23 years.

She will handle the buying, sales, and promotions.
Vice-President, William Blue graduated from the University of 

Colorado school of engineering. He has taken subsequent job courses 
with Department of Agriculture, Department of Array and presently a

* This case was prepared by Leroy A. Galles, under the direction 
of Dr. Jean L. Carrica as a basis for class discussion and not to 
illustrate either effective or ineffective handling of an admini
strative situation.
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private Architecture and Engineering firm. He has been an engineer 
on the management level for 10 years. Bill will assist the firm with 
financial management, interior design, equipment repair and services.

Markets

Skiing:

Seven million people skied last year in the United States, and 
500,000 of them were new to skiing. The U. S. Forest Service projects 
that by 1975 there will be almost 10,000,000 Americans enjoying skiing.

According to Jerry Gart, President of Denver's biggest ski store, 
"From the dollars and cents point of view, skiing is growing faster 

than any other sport and skiwear sales will be bigger than all other 

sports apparel combined".
i

Tenni s:

There were 10,000,000 people playing tennis in 1972, and the 
industry is growing at the rate of approximately 207. annually. What's 

behind this growth? According to one tennis supplier, "the strong 
publicity, television exposure, more coverage by newspapers and maga
zines, the belief in exercise being good for you, and the opportunities 
in the game for all types of people".

SAMPLE STATISTICS FOR DES MOINES:

Five years ago there were 20 tennis courts in Des Moines and 
another 16 to 20 among five high schools.

Three years ago Des Moines' first 4-court indoor facility was 
completed.

One year ago there were 96 courts in Des Moines.
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Presently there are 98 plus several located insi’de apartment 
complexes.

September 1973 will see the proposed completion of two indoor- 
outdoor tennis club facilities.

There is continuing pressure on builders and Parks and Rec
reations to provide even more such facilities before 1975.

Similar statistics are not readily available to illustrate 

skiing interest in Des Moines. However, obvious national interest, 
when compared to Des Moines' geographical location and climate 
indicate a strong ski market potential.

COMPETITION & OPPORTUNITIES:

There are two general sporting goods stores and a department 
store carrying ski equipment: and accessores in Des Moines. These stores 
plus smaller club pro shops offer a limited selection of tenniswear, 
equipment and accessoriesv This leaves a great opportunity for a 
speciality shop dedicated principally to ski and tennis merchandising.

Present ski shops are run by sport generalists with no background 

or imminent knowledge of skiing. As a result, the bulk of ski purchasing 
by consumers is currently done in the ski specialty stores in Colorado.
Main reasons are: the lack of expertise in local stores and dissatisfaction 
with variety in merchandise.

Likewise, a large percentage of tennis fashion purchases occur in 

such resort areas and vacation cities as; Palm Beach, Phoenix, Sun Valley, 
etc.

This out-of-state purchasing is due to the same lack, as mentioned 
above, of professional know-how.

- 4 -



OUR COMPETITIVE ADVANTAGE:

An intimate and professional background in skiing and tennis 
plus merchandising know-how.

Both principals are certified professionals in skiing with a 

combined experience of 45 years in this sport.

Strategy

Their strategy is to provide personalized and specialized 

service and to upgrade merchandise and product selection. The 

accent will be on proper selection, price and quality according 

to each individual's needs.

PROMOTION & ADVERTISING:
Skiing:

Blue's Ski Racquet successfully brought cross-country skiing on 
a large scale to Des Moines this past winter through:

1. Several demonstrations and free clinics.
2. Sponsorship of the first public seminar by a U.S.

Olympic Team member.
3. Founding the first Midwest Ski Touring Council.
4. Organization of the first cross-country ski race in Iowa.
5. Initiated a pilot project teaching cross-country skiing 

to three local schools.
The above promotion will be expanded to insure development of 

complete market potential in both cross-country and downhill skiing.

Tennis:

Blue's Ski Racquet successfully organized a Des Moines New
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Neighbors Tennis League of which 86 new families to Des Moines are 
participating in tennis.

Their intent is to utilize radio advertising almost exclusively 
along with informative brochures that emphasize instruction that will 
inturn stimulate general interest.

PRICING:

They will, naturally carry a normal margin for their products, 
but feel that the speciality shop, in contrast to the mass merchan
diser, will expand and grow stronger if it does not continually hold 
sales. Brand merchandise is no lopger the criterion in determining 
what kind of operation it is. Knowledgeable, helpful and courteous
salespeople plus service is the answer.

1
Objectives

IMAGE:

Their objective is to create a ski and tennis shop with 
a professional image catering to the knowledgeable as 

well as the newly interested sports enthusiasts.

SALES:

The first year objective in a new location, is $78,000.
See Exhibit III.
The third year objective is $125,000. (First and third year 
objectives are based on a 3-year lease in a 1,200 sq. ft. shop.) 
Five year objective is $500,000.
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After being in their new retail location a month, Bill went to 

lunch with his banker, Mr. Chandler. Larry inquired as to how things 

were going, and Bill replied that he really didn’t know if they were 
making any money or not.

He complained that the monthly statements they receive from their 
bookkeeper really have them confused. It didn’t seem possible that 
they could have lost that much money already. The Income Statement 
shows an $8,000 loss, and that didn’t include another $25,000 worth of 
goods that were received in June, but do not have to be paid until 
September.

Another thing Bill couldn’t understand was why his inventory 
balance never changed, although they had twice as much merchandise 

now as a month ago. The $7,276.72 inventory shown on the Balance
ISheet was the amount of inventory they had on hand when they took 

their last physical inventory last December.
So far their sales have gone about as expected. Year to date 

sales for tennis apparel were $1,000; tennis equipment $1,500; ski 
apparel $3,000; ski equipment $2,250; and ski accessories $465.94.

Bill thought it was too early to tell if they had used the proper 
mark-ups. Right now they were using 507. on all apparel, 42% on 
tennis equipment, 407. on ski equipment, and 60% on skiing accessories.

After his talk with Mr. Chandler, Bill still questioned whether 
their ending inventory was correct, if they actually had lost that 

much money, and what effect the unrecorded purchases would have.
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Exhibit I

BLUE'S SKI RACQUET
Statement of Income and Disbursements 
Jan. 1, 1973 Including June 30, 1973

Gross Receipts 
Purchases Paid 
Gross Operating Loss 
Operating Expenses:

Advertising $ 476.38
Bank Charges 12.37
Business Promotion 551.63
Car Expenses 1,019.35
Dues & Subscriptions 79.00
Extra Help 534.80
Freight & Express 35.91
Business Insurance 64.02
Interest Expense 41.52
Maintenance & Re-

Decorating i 786.26
Office, Answering Serv.,

Postage 476.44
Printing & Stationery 87.78
Returned Checks 68.60
Taxes 252.76
Telephone 314.61

Total 4,801.43
Operating Loss
Notes Payables 608.45
Net Operating Loss before Taxes

$ 8,215.94 
11,092.57 

( 2,876.63)

4,801.43 
( 7,678.06)

608.45 
($ 8,286.51)
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Exhibit II

BLUE'S SKI RACQUET 
Balance Sheet as 

of

June 30, 1973

ASSETS
Bank $ 117.68 $
Acc'ts. Rec. 800.00
Inventory 7,276.72
Adv. - Brochures 600.00

Fixed Assets
Auto 4,500.00
Auto-Depr. Res. -0-
Furn. & Fix. 3,798.00
Furn. & Fix. Dep. Res. -0-

Notes Payables
Accounts Payables 1,000.00
Harris Trust Bank 7,000.00
First State Bank 1 3,300.00
State Tax Commissioner

INCOME 
Ski and 
Tennis Sales 
Professional Services

76.72

7,743.95
471.99

Apparel Used for Business 2,301.17
Promotions

17,092.40 21,893.83

EXPENSES:
Advertising 476.38
Bank Charges 12.37
Bus. Promotion 551.63
Car Expense 1,019.35
Dues & Subsc. 79.00
Extra Help 534.80
Freight & Express 35.91 *
Insurance 64.02
Interest Expense 41.52
Maintenance & Redecorating 786.26
Ofc. Ans. Serv., Postage 476.44
Printing & Sta. 87.78
Returned Checks 68.60
Taxes 252.76
Telephone 314.61

4,801.43
$21,893.83 $21,893.83
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Exhibit III

OPERATION'S PROJECTION

Gross Sales
Cost of Goods Sold:

Total Inventory $ 54,000
Less Carry-Over 8,000

Total Sold 46,000

Gross Profit
Expenses:

Fixed Expense
Payroll $ 7,500
Rent 5,400
Telephone & Utilities 1,800
Office & Shop Supplies 1,000
Advertising 4,000
.Insurance 400
Car I 2,200
Legal, Acct. & Misc. 1,200
Interest 1,700

" Sub-Total 25,200

Other Expenses:
Carry-Over Inv. 1,000
Move 3900 x 1/3 1,300
Bills Payable (6/30) 1,000

Sub-Total 3,300
Total First Year Expense 

Net Profit

$78,000

46.000

32.000

28,500 
$ 3,500

Exhibit IV

Collateral

Equity in residence $12,000 
Bonds 3,000 
Savings 5,000

Total $20,000
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TEACHING NOTE

The present financial statements are grossly inadequate and mis
leading. Several revisions should be made in the Balance Sheet, and an 
Income Statement should replace the Statement of Income and Disbursements. 
The present procedure of recording purchases when paid is not consistent 
with generally accepted accounting principles.

These procedures cause the statements to provide erroneous informa

tion as to income, inventories, and accounts payable. This omission also 
provides faulty information if cash flow statements are prepared. Under 

the present system it is possible to record the sale of an item before it 
has been recorded in purchases. This is especially dangerous in the ski 
equipment and apparel area since deliveries are made several months before 

payments are due.
Rather than using a historic inventory figure, it would be benefi

cial for management to know approximately what inventory they have on hand 
each month. This would be valuable information for financial analysis, 
future purchasing, inventory control and inventory ratios. For instance, 
if the book inventory appears high when compared to the physical, the ap

parent discrepancy can be investigated immediately.
Purchases should be recorded when received not when paid. They also 

should be set up in accounts payable at the same time, if purchased on ac
count. This procedure will provide critical information for cash flow pur

poses and provide timely data for computing "cost of goods sold".

The "gross profit" method can be used in computing "cost of goods 
sold". To do this, separate sales and purchase accounts should be set up 
for the various merchandise categories. Each category has its own mark-up.
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I
"Cost of goods sold" for Exhibit IV were calculated as follows:

Tennis apparel 
Tennis equipment 
Ski apparel 
Ski equipment 
Ski accessories 
TOTAL

Sales
$1,000.00
1.500.00 
3,000.00
2.250.00 
465.94

Selling Price 
Less Mark-Up (%) 
100 - 50 =50%
100 - 42 =58%
100 - 50 =50%
100 - 40 =60%
100 - 60 =40%

Cost of 
Goods Sold 
$ 500.00

870.00
1.500.00
1.350.00 

186.38
$4,406.38

This figure enables management to calculate their ending inventory
and gross profit. Sufficient information is not avilable in this case, 
but if the product break-down were available for the beginning inventory 

and subsequent purchases, then an ending inventory could be calculated 

for each product group. This information could easily be obtained and 
should be in order to provide ending inventories for each group.

The present statements, prepared by an outside bookkeeping service, 

leave a lot to be desired. It appears that the present firms’ services 
should be terminated and someone with a broader professional background
be retained-- someone who can provide more meaningful information to 
help them resolve their immediate and future problems.

My recommendations have been incorporated into Exhibits IV and V. 

Exhibit I indicates a gross operating loss of $2,876.63. Exhibit IV, 
utilizing the "gross profit method" for computing "cost of goods sold", 
indicates a gross profit of $4,281.55. The monthly ending inventory is : 
also a part of Exhibit IV but not Exhibit I. Revenue and expenses have
been eliminated from Exhibit V, except that the loss has been closed out 

into Owner’s Equity. Exhibit II is really a trial balance rather than
a Balance Sheet. It displays revenue and expenses but no Owner’s Equity.

Current inventory and accounts payable information is also available in 

Exhibit V. This information is not available in Exhibit II.
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Exhibit IV

BLUE'S SKI RACQUET 

Income Statement
for the period ended June 10, 1973

ales :

Tennis apparel $ 1,000.00 
Tennis equipment 1,500.00 
Ski apparel 3,000.00 
Ski equipment 2,250.00 
Ski accessories 465.94 
Professional services--lessons 471.99 
Total sales

ost of goods sold:

7,276.72
$36,092.57

2,301.17 33,791.40
41,068.12 
36,661.74

iross profit on sales:

Inventory 1-1-73 
Purchases
Less: Promotion apparel 
Cost of goods available for sale 
Deduct: Inventory 6-30-73 
Cost of goods sold

$8,687.93

4,406.38

4,281.55

lelling and administrative expenses :

Advertising 476.38
Bad debts 68.60
Bank charges 12.37
Business promotion 551.63
Car expenses 1,019.35
Dues and subscriptions 79.00
Freight 35.91
Insurances 64.02
Interest 41.52
Office answering service & postage 476.44
Printing and stationery 87.78
Promotion apparel 2,301.17
Taxes 252.76
Telephone 314.61
Wages--miscellaneous 4 534.80

Total $6,316.34

($2,034.79)let loss before taxes
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Exhibit V

BLUE'S SKI RACQUET

Balance Sheet 
June 30, 1973

ssets:

Current—
Bank $ 117.68
Accounts receivable 800.00
Inventory 36,661.74 
Total current assets $37,579.42

Fixed—
Auto 4,500.00 
Accumulated depreciation--auto -0- 
Furniture and fixtures 3,798.00 
Accumulated depreciation--furniture

and fixtures -0- 
Total fixed assets 8,298.00

Other—
Advertising brochures 600.00 
Leasehold improvements 1 786.26 
Total other assets 1,386.26

otal Assets $47,263.68

labilities and Owner's Equity:
Current liabilities--
Accounts payable $26,000.00 
Trade note payable 608.45 
Sales tax 76.72 
Total current liabilities $26,685.17

Long-term—
Harris Trust Bank— note 7,000.00 
First State Bank— note 3,300.00 
Total long-term liabilities 10,300.00

!ota 1 liabilities 
Iwner's Equity

36,985.17
10,278.51

'otal Liabilities and Owner's Equity $47,263.68
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