


Eagle Services Ltd.

Eagle Services Ltd. is a newly formed aviation business based at the St. Andrews Airport outside Winnipeg.  The company’s main activities are flying lessons and aerial spraying.  Abby Wilson is the owner/manager and chief pilot and is a retired U.S. Air Force major who has moved to Canada to be with her new spouse.  She also employs a second pilot and a part-time administrative assistant, whom she keeps on throughout the year regardless of the work available.  Eagle rents a hangar and a large office, which also serves as a classroom for ground school.  At the end of 2023, its balance sheet was:

	Eagle Services
Balance Sheet

December 31, 2023 (CAD)

	Current assets
	

	  Cash
	12,400

	  Accounts receivable
	-

	  Chemical supplies
	-

	Total current assets
	12,400

	Fixed assets, net
	142,000

	Total assets
	154,400

	Current liabilities
	

	  Line of credit
	-

	  Accounts payable - Maintenance
	2,300

	  Accounts payable - Chemicals
	-

	  Current portion of long-term debt
	7,600

	Total current liabilities
	9,900

	Long-term liabilities
	

	  Term loan
	52,600

	Shareholders’ equity
	

	  Share capital
	52,000

	  Retained earnings
	39,900

	Total liabilities and equity
	154,400


Eagle has put together the following forecasts and plans for 2024.
Flying Hours

	
	Quarter 1
	Quarter 2
	Quarter 3
	Quarter 4

	Instruction
	610
	1,010
	1,010
	610

	Aerial spraying
	-
	1,300
	900
	-


The planes currently reach full utilization in Quarter 2. 
Charges

	
	Rate

	Instruction
	CAD 58 per hour

	Aerial spraying
	CAD 74 per hour


Instructional fees are collected when the lessons are given.  Spraying services are sold net 60 with no bad debts.  

Sales prices and volumes have been stagnant for the last three years, and this is expected to continue in the coming year because of a weak farm economy.  Abby is still interested in expanding the business.  There is the potential to take work away from a few weak competitors.  Eagle has a reputation for fast and accurate service - they spray the right field most of the time.  
Other Income

	Quarter 1
	Quarter 2
	Quarter 3
	Quarter 4

	CAD 33,000
	-
	-
	CAD 33,000


Abby and her co-pilot operate a ground school during the slow quarters to prepare students for actual flying lessons.  Fees are collected on the day of the lesson.

Expenses

	
	Amount
	Payment

	Wages
	CAD 60,000 per year
	Paid in cash at the end of each month

	Rent
	CAD 15,500 per year
	Paid in cash at the beginning of each month

	Fuel
	CAD 23 per flying hour
	Paid in cash as incurred

	Maintenance
	CAD 13 per flying hour
	Paid in cash on the first of the following month

	Depreciation
	CAD 21,000 per year
	Non-cash item

	Chemicals
	CAD 15.75 per spraying hour
	Paid in cash on the first of the following month

	Other
	CAD 4,650 per year
	Paid in cash at the end of each month


Maintenance is contracted out to another company at the airport.  Spraying contracts are usually in response to insect outbreaks and require immediate action by the company.  As a result, it does not have time to order the necessary chemicals and instead must draw on inventory.  Company policy has been to have 75.0% of the following quarter’s needs on hand at the end of each quarter, but Abby now thinks that 50.0% will be sufficient given the increased speed of suppliers.
All costs and purchases are incurred uniformly throughout the quarter. 

Capital Budget

	
	Amount
	Timing
	Estimated Life

	Radios
	CAD 20,500
	Quarter 1
	10 years

	Office renovations
	CAD 6,250
	Quarter 2
	10 years

	Used plane
	CAD 110,000
	Quarter 4
	15 years


Financing

Eagle has a 6.00% line of credit under which it can borrow CAD 10,000 to finance its accounts receivable and chemical inventory.  The bank allows it to borrow up to 60.00% of the value of its good accounts receivable and inventory.  Interest is paid quarterly, and any borrowing or paying down of the loan must be done at the end of each quarter. 

The company has a policy of matching the maturities of its assets and liabilities by paying the line of credit down to zero at least once a year.   No attempt is made to match maturities each quarter.  

Eagle’s purchases of capital assets can be financed with a term loan.  Interest is paid quarterly at a rate of 9.00%.  The principal is paid down on a straight-line basis over the asset’s useful life.  Payments are made at the end of each quarter and are prorated based on the date of purchase.  Up to 50.0% of the asset’s value can be borrowed.

Surplus cash can be invested in 3-month term deposits earning 2.0% yearly.  Interest is paid quarterly.  

Company policy is to maintain a CAD 20,000 cash balance at the end of each quarter to guard against unexpected cash outflows.  The goal for the debt ratio is 35.0% but it is not a bank requirement.
Quarterly and annual financial statements must be submitted to the bank.  In addition to the collateral coverage ratio, the bank requires that a current ratio of at least 1.5 be maintained at the end of each quarter.  Also, a times interest earned ratio of at least 5.0 must be maintained.  

Dividends

Dividends are paid out to Abby when the company has surplus cash.  Her husband is a doctor in Winnipeg.  He has agreed to pay all the living expenses while Abby grows the business.  The couple also decided they would not use their personal assets to guarantee loans.
Income Taxes

The corporate tax rate is 25.0%.  A tax refund is paid if the income before tax is negative in any quarter.
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