Chapter 6. Startup
Financing and Staffing

Welcome to our little business—AppleSeed Enterprises, Inc. Imagine that
you are AppleSeed’s entrepreneurial CEO. You also double as treasurer
and chief financial officer.

You have just incorporated (in Delaware) and invested $50,000 of your
own money into the company—well, actually it’s your Great Aunt Lillian’s
money. You're going to need much more capital to get into production, but
these initial transactions start up the business. Follow along...we have a
lot to do.
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Transaction 1. Sell 150,000 shares of AppleSeed’s common stock
($1 par value) for $10 per share.

Transaction 2. Pay yourself your first month’s salary. Book all
payroll-associated fringe benefits and taxes.

Transaction 3. Borrow $1 million to buy a building. Terms for
this 10-year mortgage are 10% per annum.

Transaction 4. Pay $1.5 million for a building to be used for
office, manufacturing and warehouse space. Set
up a depreciation schedule.

Transaction 5. Hire administrative and sales staff. Pay first-month
salaries and book fringe benefits and taxes.

Transaction 6. Pay employee health, life and disability insurance
premiums plus FICA, unemployment and
withholding taxes.



T1. Sell 150,000 shares of AppleSeed’s common
stock ($1 par value) for $10 per share.

Shares of stock represent ownership in a
corporation. A corporation can issue a
single class or multiple classes of stock,
each with different rights and privileges.

Common stock has the lowest pref-
erence to receive assets if the corporation
is liquidated. Common stockholders vote
for the board of directors.

Preferred stock has a preference
over common stock when the corporation
pays a dividend or distributes assets in
liquidation. Usually, preferred stockhold-
ers do not have the right to vote for
directors.

Note that claims of both the common
and preferred stockholders are junior to
claims of bondholders or other creditors
of the company.

Par value is the dollar amount that
is assigned to shares by the company’s
charter. Par value has little significance
other than to keep track of stock splits.

There is no connection between the
stated par value and any underlying
worth of the stock or the enterprise.

Transaction:

A group of investors is willing to exchange their $1.5

million in cash for stock certificates representing 150,000 common shares

of AppleSeed Enterprises, Inc.

Note: When you formed the company you bought 50,000 shares of
“founder’s stock” at $1 per share for a total investment of $50,000 in cash.
Thus after this sale to the investor group there will be 200,000 shares
outstanding. They will own 75% of AppleSeed and you will own the rest.
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Take the money, issue the investors common stock certificates
and run to the bank to deposit the check in AppleSeed’s checking

account. The company has received cash, so on the Cash Flow
Statement record the $1.5 million as SALE OF STOCK.
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the investors.
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This $1.5 million in cash is a new asset for the corporation, so
increase CAsH in the Balance Sheet by the amount received from

3 Each new asset must create a corresponding liability (or an
offsetting asset) or else the Balance Sheet will be out of balance.

Issuing stock creates a liability for the company. In effect,
AppleSeed “owes” the new stockholders a portions of its assets.
So, increase the liability CAPITAL STOCK on the Balance Sheet by

$1.5 million.




































