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We start ....•...•. 

Accounting Equation: 

Assets -

- Liabilities + Owners' Equity

It is January 1, 20Y1 and we are going to start a corporation to sell hot dogs in a cart on 
the corner of Court and Union. We form a corporation, Hot Dogs, Inc. and you and 
everyone in the class invests $100 and we each get one share of stock for that $100. 
Assume there are 90 of us. We elect a Board of Directors, a COO and start to do business. 
In January we borrow $10,000 from the bank. Next we buy a new cart from which to sell 
the dogs for $12,000. Next we buy 1,000 dogs and 1,000 buns. Dogs cost .15 and buns are 
.05 each. For our first month, we sell 900 dogs for $2 each. We pay our worker $600 and 
our other expenses are $300. How did we do for January? Are we rich yet? Was it a good 
investment? 
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It is January 1, 20Y1 and we are going to start a corporation to sell hot dogs in a cart on 
the corner of Court and Union. We form a corporation, Hot Dogs, Inc. and you and 
everyone in the class invests $100 and we each get one share of stock for that $100. 
Assume there are 90 of us. We elect a Board of Directors, a COO and start to do business. 
In January we borrow $10,000 from the bank. Next we buy a new cart from which to sell 
the dogs for $12,000. Next we buy 1,000 dogs and 1,000 buns. Dogs cost .15 and buns are 
.05 each. For our first month, we sell 900 dogs for $2 each. We pay our worker $600 and 
our other expenses are $300. How did we do for January? Are we rich yet? Was it a good 
investment? 

Assets = Liabilities + Owners' Equity

CASH 

+ + + 

"Dream no small dreams for they have not the power to move men." 
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Homework 1 

Problem 1 3 Everyone in the class invested $50.00 each in Brayden's Bodacious Biff's. For your 
investment, you each got 1 share of common stock. Assume there are 100 of you. During 20Y1, 
BBB, Inc. borrowed $100,000 to be repaid in five years with interest of 10% be paid yearly, bought 
a piece of land for future expansion of the business for $32,000, $2,000 down and the rest to be 
paid next year. Also during the year, the company purchased 10,000 Biffs for $8 each and sold 
9,000 for $20 each. The company also paid a security deposit of $6,000 on the building it is 
renting, rent of $12,000, salaries of $24,000, and the interest on the loan of $10,000. Taxes for 
20Y1 were 30% and these will be paid in 20Y2. How did you do? 
Prepare an Income Statement and a Balance Sheet. Comment on the results 

Read pages 12-18 and read the article "What It Takes to Be Great". Remember this article 
is fair game for all tests and quizzes. 

Problem 2 1

You have decided to start a business selling widgets. You form a corporation, Widgets, Inc. You 
paid $1 O per share for 1,000 shares of stock on January 1, 20Y1. Next the company borrowed 
$30,000 from your Aunt Suzie. For the $30,000 borrowed from your aunt, the company agrees to 
pay back that amount on December 31, 2026 and to pay interest at 10% at the end of each year. 
On January 1, 20Y1, the company bought 6 widgets for $3,000 each. During the year, it sold 4 
widgets for $8,000 each. The company also paid a security deposit of $1,000, advertising 
expense of $800, and 12 months of rent, $13,200. Widgets, Inc. bought a delivery van on 
December 31st that cost $20,000, putting $5,000 down on the van and agreeing to pay the balance 
next year. On December 31 the company paid the first year's interest to Aunt Suzie of $3,000. the 
tax rate is 30% of income before taxes and the taxes will be paid in 20Y2. 
Prepare T accounts, an income statement, statement of owners' equity and a balance sheet. 

I was taught that the way of progress is neither swift nor easy. 

Madame Marie Curie 

Human beings, who are almost unique in having the ability to learn from the experience of others, 
are also remarkable for their apparent disinclination to do so. Douglas Adams 

The average person spends only 10 minutes a day speaking. 











The Book Business 
Income Statement 

Month Ended January 31, 20Yl 

Sales Revenue 
Cost of Goods Sold 
Gross Margin 
Operating Expenses 

Rent Expense 
Income Before taxes 
Income Taxes 
Net Income 

Earnings Per Share 

Assets 
Current Assets 

Cash 
Accounts Receivable 
Inventory 

Total Current Assets 
Fixed Assets 

None 
Other Assets 

None 
Total Assets 

$ 6,000 
3,000 
3,000 

1,000 
2,000 

600 
$1,400 

$ 9,400 
2,000 
3,000 

14,400 

0 

0 
$ 14.400 

The Book Business 
Statement of Owners' Equity 

For the Month Ended January 31, 20Yl 
Owners' Retained 

15 

Investment Earnings 
Balance, December 31, 20x0 $ -0- $ -0-

New Investment 5,000 
Net fucome for 20xl 
Balance, January 31, 20xl $ 5.000 

1,400 
$ 1.400 

Totals 
$ -0-

5,000 
1,400 

$ 6.400 

The Book Business 
Balance Sheet 

January 31, 20Yl 
Liabilities 

Current Liabilities 
Accounts Payable $ 3,000 
Loan Payable - Aunt Martha 5,000 

Total Current Liabilities 8,000 
Owners' Equity 

Owners' Investment 5,000 
Retained Earnings 1,400 
Total Owners' Equity 6:.400 
Total Liabilities 

& Owners' Equity $ 141400 

Notice that the Income Statement and Statement of Owners' Equity are for a period (Month Ended 
January 31, 20Yl) whil� the Balance Sheet is as of a single date (January 31, 20Yl). Again, the Balance 
Sheet is a picture of the business at a particular point in time, while the Income Statement, or P & L, and 
the Statement of Owners' Equity are summaries over a period ofti1:0:e. 

"'THESE DIET SHAKES AREN'T TOO BA'D IF YOO ADD 
1· SOME ICE CREAM AND A WTTLE CI-IOCOL.ATE GVFWP." 

·1
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Freeland's Whatsits 

You have decided to start a business selling whatsits. You form a corporation, Whatsits, Inc. 
You paid $10 per share for 12,000 shares of stock on January 1, 20Y1. Next the company 
borrowed 60,000 from a bank. For the $60,000 borrowed from the bank, the company agrees 
to pay back that amount on December 31, 20Y9 and to pay interest at 10% at the end of each 
year. On January 1, 20Y1, the company bought 10 whatsits for $4,000 each. During the year it 
sold 8 whatsits for $8,000 each. The company also paid a security deposit of $5,000, wages of 
$2,500, and 12 months of rent, $12,000. Whatsits, Inc. bought a delivery van on December 31st 

that cost $15,000, putting $5,000 down on the van and agreeing to pay the balance next year. 
On December 31 the company paid the first year's interest to the bank. At the end of the year 
the company owed $ 500 to employees. The tax rate is 30% of income before taxes and the 
taxes will be paid in 20Y2. 

Prepare T accounts, an income statement, statement of owners' equity and a balance sheet. 

"The ringing irr your ears-I tltink I wn help. n 

The opposite of talking isn't listening. The opposite of talking is waiting. 

F:ran Lebowitz 
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Kiersten has decided to start a new business called Bobcat Bikes in January of 20Y1. She 
and 99 of her friends invest $100 each in your business, for 1 share of common stock each. 
To finance the company, she borrowed $50,000 from the bank, with 10% interest payments 
made at the end of each year. She then purchased a piece of land for $35,000, $5,000 down, 
the rest to be paid in 10 years. During the year she purchased 1,000 bikes for $50 each and 
sold 800 bikes for $100 each. The new company paid $4,500 on rent, $10,000 on wages, as 
well as interest on the loan. She owed employees $1,000 in wages at the end of the year. The 
tax rate is 30%, taxes will be paid in 20Y2. 

Prepare T-accounts and financial statements. 











Module 2 Homework 

Problem 2-1
8
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Your friend Andy decides to open a business selling cars. He starts with $600,000 of his own 
money, in exchange for 5,000 shares of stock on January 1, 20Y1. To help fund the business 
you loan Andy $100,000 that Andy will pay interest on annually at 10% and he will pay you back 
in 5 years. During the year he bought 20 cars for $10,000 each. He sold 15 of these for 
$30,000 each. He also paid wages of 15,000, rent of 10,000, interest on the loan, and 
advertising of 2,000. Andy also had to put down a security deposit for this 10-year lease of 
1,000. On June 1, 20Y1, Andy also decides to invest a piece of land into his business valued at 
$40,000 in exchange for 400 shares of stock. At the end of the year Andy owes his employees 
1,000 in wages. He paid a dividend to his investors of $2,000. The tax rate is 30%. Andy pays 
half of 20Y1 taxes this year and the other half in 20Y2. 

Create transactions descriptions, t-accounts and a Balance Sheet, Income Statement and 

Statement of Owners' Equity. 

Problem 2-2 
The Arsen Co. earned $600,000 last year. The company had 100,000 shares outstanding on 
January 1, sold 6,000 shares on July 1 and sold 9,000 shares on October 1. The Arsen Co. 
stock sells for $50 per share. Calculate the EPS. 

Problem 2-3 
David Company earned $300,000 last year. The company had 5,000 shares of common stock 
outstanding on January 1, sold 8,000 shares on May 1 and sold 4,000 shares on October 1. 
Calculate the EPS for Jamil. 

t' 

Read & study pages 36-42 

''We finally had to '[YUt Dad in a home." 

"The ones who hurt us cannot heal us. That's not the way it works. 

That's not the way it ever works." 
Ashleigh Catibog-Abralzam 
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Extra Homework1

From the following information for 20Y1 for Logan, Inc. prepare Financial Statements. 
Assume a December 31-year end. 

Accounts Payable $200,000 

Accounts Receivable 80,000 

Accumulated Depreciation 46,000 

Advertising Expense 19,000 

Building 250,000 

Cash 108,000 

Common Stock 300,000 

Cost of Goods Sold 500,000 

Equipment 190,000 
Interest Expense 5,000 

Inventory 118,000 
Depreciation Expense 28,000 

Notes Payable, Long-Term 10,000 

Patent 50,000 

Rent Expense 75,000 

Retained Earnings 171,000 

Sales 825,000 

Salaries Payable 60,000 

Salary Expense 100,000 

Tax Expense 18,000 

Taxes Payable 9,000 

Utilities Expense 40,000 

Logan, Inc. issued 200 shares of common stock on June 30, 20Y1. There were 800 shares of

common stock outstanding at the end of 20Y0 (last year). The company declared and paid a

$10,000 dividend during 20Y1 The beginning Common Stock was $240,000 and the beginning

Retained Earnings was $141,000. 
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Extra Homework-28

From the following information for Dariko Co. for the year ended December 31,20Y1, 
prepare the Financial Statements. There were 100 shares of common stock issued on 
April 1, 20Y1 and a dividend of $5,000 was paid on November 30, 20Y1. Beginning 
Common Stock was $9,000 and beginning Retained Earnings was $77,500. 

Advertising Expense $ 2,000 Rent Expense 12,000 
Cash 57,000 Retained Earnings 73,000 
Common Stock (1,000 shares) 10,000 Sales 85,000 
Cost of Sales 40,000 Tax Expense 4,500 
Inventory 25,000 Utilities Expense 1,000 
Note Payable, Long-term 20,000 Wage Expense 11,000 
Interest Expense 4,000 Land 30,000 
Accounts Payable 8,000 Wages Payable 1,000 

Extra Homework-39

From the following information for Jack & Jill's Water Bucket Company for the year ended 
December 31,20Y1, prepare Financial Statements. The company issued 1,000 new shares of 

common stock for $10,000 on May 1, 20Y1 and declared and paid dividends of $4,000 in 20Y1. 
Beginning Common Stock was $90,000 and the beginning Retained Earnings was $100,600. 

Accounts Payable 
Accounts Receivable 
Advertising Expense 
Cash 
Common Stock (10,000 Shares) 
Cost of Sales 
Inventory 
Land 
Security Deposit 

Not homework 

60,000 
50,000 

8,000 
50,000 

100,000 
72,000 
60,000 
200,000 
28,000 

Interest Expense 8,000 
Note Payable, Long-Term 80,000 
Rent Expense 24,000 
Retained Earnings 142,000 
Sales 200,000 
Tax Expense 18,600 
Utilities Expense 4,000 
Wage Expense 20,000 
Wages Payable 6,000 

EPS for Bella (Problem on next page) 

100,000/ 2/12 X 6,000 + 3/12 X 8,000 + 1/12 X 12,000 + 6/12 X 16,000 

= 100,000/12,000 

= $8.33 
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Calculating Earnings Per Share 

Earnings Per Share (EPS) 
Types of EPS 

Basic 

Diluted 

We will only be using Basic during this class 

EPS = Net Income 
Weighted Average Number of Shares Outstanding 

Weighted Average EPS 

Jack Corporation had net income for 20Y1 of $100,000. At the beginning of the year they 
had 10,000 shares of common stock outstanding. On April 1 they sold 4,000 shares to the 
public. On October 1, they sold 3,000 more shares. At December 315t, they had total assets 
of $1,000,000 and total Liabilities of $600,000. Calculate the EPS. 

$100 000 

(3/12 X 10,000)+ (6/12 X 14,000) + (3/12 X 17,000) 

=7.27 

For 20Y1, Bella Company earned $100,000. The company had 6,000 shares outstanding on 
January 1, sold 2,000 shares on March 1 and sold 4,000 shares on June 1 and another 4,000 
on July 1. Calculate the EPS for Bella. (Answer is on previous page.) 

Wisdom is the reward you get for a lifetime of listening 

when you would have preferred to talk. 

Dave Larson 
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Note that we usually put the debit account name first and the debited account names are 
indented to the left. Debits are abbreviated dr. We then put the amount in the dr column, which 
is the left column. Next we put in the credit account name, indented to the right and the amount 
in the credit column, which is the column on the right. (Credits are abbreviated er). After the 
journal entry, we write a short description or explanation of the transaction the journal entry is 
recording. 

Now let's try and put all this together. 

PROBLEM: 

It is January 1, 20Y1. You and I have decided to go into the business of selling DVDs. I 
heard from a friend that there is an excellent teacher at UCGA University who explains debit 
and credit so anyone can understand it. And she does it in exactly two hours. I have arranged 
with a studio near the University to tape her lecture. They will then produce the videos and sell 
them to us for $1 O each. We will be the exclusive distributor of the DVD- Debit for Dummies. 
The studio which tapes the lecture will take care of paying the prof a royalty and has the 
equipment to make all the DVDs we want. We have decided to operate as a corporation- The 
Chillicothe Learning Company. I will put $9,000 in the business for 9,000 shares of stock. You 
are a little short right now so you will put only $1,000 in the business for 1,000 shares of stock. 
You will run everything and give me monthly financial statements. You will receive a salary of 
$3,000 per month. The following things happened in January. Remember, you must keep track 
of everything and report to me monthly. 

First we will start by writing down what happened. We write this down in a special form 
or what we call journalizing the transaction. You know that assets must equal liabilities + 
owners' equity. For this transaction we increase our assets by $10,000 and increase owners' 
equity by $10,000. The journal entry to record the above transaction would look like: 

(1) Cash
Common Stock 

To record issuing capital stock in exchange for cash. 

Dr. 
10,000 

Cr. 

10,000 

The next step in the recording process is to post the amounts to their respective accounts. This 
recording process, the taking of the numbers from the journal to the T-Accounts is called 
posting. After posting, the T-Accounts would look like: 

Cash 
Dr. 

I(1) 10,000 
Cr. 

Common Stock 
Dr. Cr. 

10,000 (1) 

January 1: While we were at the bank we borrowed $6,000 which we agreed to repay in two 
years. The loan carries interest at 12% which we will pay at the end of each year. 

(2) Cash
Note Payable-Bank

To record the loan from the bank.

Dr. 
6,000 

Cr. 

6,000 
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Our DVD, Inc. 
Income Statement 

For the Month Ended January 31, 20Y1 

Sales 
Cost of Goods Sold 
Gross Margin 
Operating Expenses: 
Salary Expense $ 3,000 
Rent Expense 1,000 
Utilities Expense 350 
Advertising Expense 250 
Total Operating Expenses 
Net Income 

Earnings Per Share 

$ 18,000 
9,000 
9,000 

4,600 
$ 4.400 

$ 0.44 

Our DVD, Inc. 
Statement of Owners' Equity 

For the Month Ended January 31, 20Y1 

Common Stock Retained Earnings 
$ 0 $ 0 

10,000 
4,400 

< O> 

Beginning Balances, January 1, 20Y1 
Common Stock Issued 
Net Income 
Less: Dividends Declared 
Ending Balances, January 31, 20Y1 $ 10.000 $ 4.400 

Assets 
Current Assets 

Cash 
Merchandise Inventory 

Total Current Assets 

Fixed Assets 
None 

Our DVD, Inc. 
Balance Sheet 

January 31, 20Y1 

$16,900 
3,500 

20,400 

0 

Liabilities 
Current Liabilities 

None 
Total Current Liabilities 
Long-Term Liabilities 

Note Payable-Bank 
Total Liabilities 

Totals 
$ 0 

10,000 
4,400 

< O> 
$ 14.400 

$ -0-

6,000 
6,000 

Other Assets 
None 

Owners' Equity 
Common Stock 
Retained Earnings 
Total Owners' Equity 
Total Liabilities and 

$10,000 
4,400 

0 

Total Assets $ 20.400 Owners' Equity 

14,400 

$20,400 

(Note the only time that Retained Earnings and Net Income will be the same is after the 
first year of operations). 
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epiphany 

redoubt 

Learning Module #3 

Basics of Debit and Credit 

When mom's on a diet, 

everyone's on a diet. 

Here we go .......................... .. 

Taking it up a notch----

You have decided to start a business selling widgets. You form a corporation, Widgets, Inc. You 
paid $10 per share for 1,000 shares of stock on January 1, 20Y1. Next the company borrowed 
$30,000 from your Aunt Suzie. For the $30,000 borrowed from your aunt, the company agrees 
to pay back that amount on December 31, 20Y6 and to pay interest at 10% at the end of each 
year. On January 1, 20Y1, the company bought 6 widgets for $3,000 each. During the year, it 
sold 4 widgets for $8,000 each. The company also paid a security deposit of $1,000, 
advertising expense of $2,000, and 12 months of rent, $12,000. Widgets, Inc. bought a delivery 
van on December 31st that cost $20,000, putting $5,000 down on the van and agreeing to pay 
the balance next year. On December 31 the company paid the first year's interest to Aunt Suzie 
of $3,000. The tax rate is 30% of income before taxes and the taxes will be paid in 20Y2. 

Prepare T accounts, an income statement, a balance statement and a. statement of owners' 
equity. 

Solution- First we must deal with the back brain. We need to break the process down 
into simple steps. 

Create a Ledger-----➔Write it down-----➔ Group it ----➔ Make Financial Statements 

(When we say record transactions and Prepare Financial Statements, this is what we 
mean) 

Breaking things into simple components may seem like "dumbing down." Isn't this an insult to 
the intelligence of our students? We aren't in kindergarten are we? 

When we are new at something, we are all basically in kindergarten." (AoCtB, 185) 
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BBBB, Inc. 
Balance Sheet 

December 31, 20Y1 
Assets 

Current Assets 
Liabilities 

Current Liabilities 
Taxes Payable Cash 

Merchandise Inventory 
Total Current Assets 

Fixed Assets 
Land 

Other Assets 
Security Deposit 

Total Assets 

During 20Y2 the company 

$151,000 
8,000 

159,000 

30,000 

6,000 

$ 195,000 

Note Payable-Land 
Total Current Liabilities 

Long-Term Liabil i t ies 
Note Payable-Bank 

Total Liabilities 

Owners' Equity 
Common Stock (100 shares) 
Retained Earnings 
Total Owners' Equity 
Total Liabil i t ies and 

Owners' Equity 

Purchased 15,000 biffs at $8 each. Paid $100,000 cash and will pay $20,000 next year. 
Sold 11,000 biffs at $20 each 
Paid the $28,000 note on the land plus $2,000 interest 
Paid rent of $12,000 
Paid salaries of $36,000 

Issued 100 shares of common stock for $10,000 on June 1 st• 

On December 31, bought a truck for $40,000, cash. 
On December 31, paid $50,000 on the note payable to bank and $10,000 interest. Paid 
20Y1 taxes 
Tax rate is 30% and 20Y2 taxes will be paid in 20Y3. 

$ 18,600 
28,000 
46,600 

100,000 
146,600 

5,000 
43,400 
48,400 

$195,000 
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Fluff Inc., Year 20Y11 (The Fluff Business) 

You have decided that this university life is not for you. Instead, you have decided to go into the 
business of selling Fluffs. You decide to operate the business as a corporation, Fluff, Inc. On 
January 1, 20Y1 you begin with $30,000 cash; $20,000 of the money is yours and $10,000 is 
borrowed from your Uncle Mike. For the $20,000 of yours, you issue yourself 100 shares of 
common stock. For the $10,000 borrowed from your uncle, you sign a note agreeing to pay 
back that amount on December 31, 20Y4 and you will pay interest at 10% at the end of each 
year. On January 1, 20Y1, you bought 8 Fluffs for $3,000 each. During the year you sold 5 
Fluffs for $7,000 each. You also paid a security deposit of $2,000, advertising expense of 
$4,200 and 12 months' rent of $10,800. In addition to the cash you invested on January 1st, on 
August 1st you also invest a piece of land that you own into the business that is worth $40,000 
in exchange for 200 more shares of stock. You pay the first year's interest to Uncle Mike of 
$1,000 on December 31 of 20Y1. Your tax rate is 30% of your income before taxes and you 
paid 50 % of these taxes this year and will pay the rest in 20Y2. So how did you do? 

















Problem 3-1 

Domework#3 
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Complete Fluff, Inc. 

Your homework will always include finishing whatever was 

not completed during class and reading all pages up to the 

start of the next class. 

Problem 3-2
8

Beamer Business Year 20Y1 Chris opened a Beamer business on January 1, 20Y1. She 
started with $600,000; 400,000 of her own money, for which she received 4,000 shares of 
common stock, and $200,000 borrowed from her Uncle Phil (Note Payable). The Note Payable 
to Uncle Phil requires that she pay the interest at 4% annually on December 31. She paid the 
$8,000 interest on December 31, 20Y1. She is required to repay the principal at the end of 
year 20Y5. She planned to operate her business as a corporation, Chris's Beamer Biz, Inc. 
(CBB, Inc.). During the year she bought ten Beamers for $40,000 each. She sold eight of the 
Beamers for $60,000 each. Other expenses she paid cash for were: wages, $20,000; rent, 
$12,000; and utilities $1,000. She signed a 20-year lease and put down a rent security deposit 
of $1,000. In addition to the cash she invested on January 1st, on June 1st she also invested a 
piece of land she owned in the business that was worth $50,000 in exchange for 500 shares of 
common stock. At the end of the year she owed her worker wages of $1,000. She paid a 
dividend of $3,000. The tax rate is 30% and Chris will pay 20Y1 taxes in 20Y2. So how did 
Chris do? (Do everything - Journal Entries, T-Accounts, Financial Statements). 

It is a shallow life that 

doesn't give 

a person a few scars. 
Garrison Keillor 

"Every time you wake up and ask yourself, 'What good things am I going to do today?' remember 
that, when the sun goes down at sunset, it will take a part of your life with it." 

Dreams don't just come true, 

you make dreams come true. 
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An extra problem, not homework unless specifically assigned 

January 1, 20Y1... We formed a corporation, Hot Dogs, Inc., and you and everyone in the 
class invested $100 each in our venture. Everyone got one share of stock for that $100 
investment. Assume there are 90 of us. We elected a Board of Directors, a COO and we 
start to do business. First we borrowed $10,000 from the bank and bought a new cart for 
that amount. The loan carries an 8% interest rate. During the year we bought 15,000 
dogs and 15,000 buns. Dogs cost .15 and buns are .05 each. For our first year, we sold 
14,000 dogs for $2 each. We paid our worker $7,200, paid office expenses of $3,600 and 
$800 for interest. On September 30 we sold 20 more shares for $300 each. At the end of 
the year we owed our worker $100. The tax rate is 30% and we will pay our taxes next 
year. How did we do? Are we rich yet? Was it a good investment? 

There are some things that gnaw on a man worse than dying. 

Open Range 
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CBB, Inc 

Balance Sheet 
December 31, 20Y1 

Assets Liabilities 
Current Assets Current Liabilities 

Cash $635,000 Wages Payable $ 1,000 
Inventory 80,000 Taxes Payable 35,400 

Total Current Assets 715,000 Total Current Liabilities 36,400 
Long-Term Debt 

Fixed Assets Note Payable-Phil 200,000 
Land 50,000 Total Liabilities 236,400 

Net Fixed Assets 50,000 
Owners' Equity 

Other Assets Common Stock 450,000 
Security Deposit 1,000 Retained Earnings 79,600 

Total Owners' Equity 529,600 
Total Liabilities and 

Total Assets $766,000 Owners' Equity $ 766,000 

CBB, Inc. 
Income Statement 

For the Year Ended December 31, 20Y1 

Sales $ 480,000 
Cost of Sales 320,000 
Gross Margin 160,000 

Operating Expenses 
Wage Expense 21,000 
Rent Expense 12,000 
Utilities Expense 1,000 

Total Operating Expenses 34,000 
Income from Operations 126,000 
Other Revenues & (Expenses) 

Interest Expense (8,000) 
Income Before Taxes 118,000 
Tax Expense 35,400 
Net Income $ 82,600 

Earnings Per Share $ 19.25 

CBB, Inc. 
Statement of Owners' Equity 

For the Year Ended December 31, 20Y1 

Common Retained 
Shares Stock Earnings Total 

Beginning Balance 0 0 0 
Issuance of stock 4,500 $ 450,000 $ 450,000 
Net Income $ 82,600 82,600 
Dividends Declared (3,000) (3,000) 

Ending Balance 4,500 $ 450,000 $ 79,600 $ 529,600 
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Beamer Biz - 20Y2 During the second year Chris bought 9 Beamers and sold 8 Beamers. 
Same prices as last year. When she bought the Beamers in the second year, she paid 40% 
down and will pay the balance in the following year. Also, when she sold the Beamers, she got 
60% down and will receive the balance in the following year. During the year she paid cash for 
wages $24,000; utilities of $3,000; and rent of $8,000. On May 1, she issued 200 shares of 
common stock for$ 25,000. During the year, she paid 20Y1 taxes. At the end of the year, in 
addition to what she owed on the Beamers, she owed rent of $4,000 and wages of $3,000. At 
December 31, she paid a dividend of $5,000. At December 31 she paid the interest due to 
Uncle Phil and she paid $50,000 on the principal of the note. Tax rate is 30% and she will pay 
this year's taxes next year. 

Remember the matching concept is _______________ _ 

!! 
--------------------------------
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Current Assets 
Cash 
Inventory 

Total Current Assets 

Fixed Assets 
Land 

Assets 

$22,400 
9,000 

31,400 

40,000 

Fluff, Inc. 
Balance Sheet 

December 31, 20Y1 
Liabilities 

Current Liabilities 
Taxes Payable 

Long-Term Liabilities 
Note Payable- Mike 

Total Liabilities 

Owners' Equity 
Common Stock 
Retained Earnings 
Total Owners' Equity 

$ 600 

10,000 
10,600 

Other Assets 
Security Deposit 

Total Assets 
2,000 

$73.400 Total Liabilities & Owners' Equity 

60,000 
2,800 

62,800 
$73.400 

Fluff, Inc. 
Income Statement 

For the Year Ended December 31, 20Y1 

Sales 
Cost of Goods Sold 
Gross Margin 
Operating Expenses 

Rent Expense 
Advertising Expense 

Total Operating Expenses 
Operating Income 
Other Revenues & (Expenses) 

Interest Expense 
Income before Taxes 
Tax Expense 
Net Income 

Earnings Per Share 

Fluff, Inc. 

$ 35,000 
15,000 
20,000 

12,000 
3,000 

15,000 
5,000 

(1,000) 
4,000 
1,200 

$ 2,800 

$ 15.27 

Statement of Owners' Equity 
For the Year Ended December 31, 20Y1 

Beginning Balance 
Common Stock Issued 
Net Income 
Dividends Declared 
Balance, December 31, 2019 

Common Stock 
Shares Amount 

0 $ 0 
300 60,000 

300 $60,000 

Retained 
Earnings 
$ 0 

2,800 

( 0) 
$2,800 

Totals 
$ 0 

60,000 
2,800 

( 0) 
$62,800 

"Every time you wake up and ask yourself, What good things am I going to do today?' 
remember that, when the sun goes down at sunset, it will take a part of your life with it." 

Indian proverb. 
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Problem 4-1 2 

#4 Homework 

Read Pages 79-81 

Fluff Business, 20Y2 Year 2, (See 20Y1 solution for beg. balances) During the second year, 
you bought 15 Fluffs and sold 12, same prices as year 1 , but you have arranged terms that 
allow you to pay 40% of the purchase price in cash and the rest in one year. You now sell 
Fluffs for 50% down and the rest will be paid for by the customer next year. You paid the same 
rent. You hired a worker whom you paid $11,000 (a Miami graduate). Tax rate is the same 
(30% of taxable income). Paid 20Y1 taxes. You will pay 2020 taxes next year. You paid the 
interest to Mike on December 31. You paid office expenses of $13,200 and a dividend of 
$1,000. You also paid $4,000 for advertising in The Post. On February 1st you issued 50 
shares of common stock for $12,000. You owe your employee $1,000 more in wages at the 
end of the year. So how did you do? Prepare Journal Entries, T-Accounts, Income 
Statement, Statement of Owners' Equity and Balance Sheet. 

Problem 4-218 

Bobcat Betty's Fudge Sandwich Business Year 20Y1. It was January 1, 20Y1 and Bobcat 
Betty had $20,000 and decided she wanted to become rich. She decided to operate as a 
corporation so she filed the necessary papers with the State, put the money in the bank under 
the company name and issued 200 shares of common stock to herself. On January 1 she paid 
$3,600 to rent a cart for one year. During the year she bought 24,000 fudge sandwiches for 
$1.00 each. She paid $20,000 cash for the sandwiches and owed $4,000 at the end of the 
year. She sold 20,000 sandwiches at $2.00 each. In addition she paid salaries of $8,500 and 
parking fees of $1,400. At the end of the year, in addition to what she owed for sandwiches, 
she owed $400 in parking fees. To secure her parking spot, Bobcat Betty had put down a 
$1,000 security deposit at the beginning of the year. Bobcat Betty's kept some of her cash in 
an interest-bearing account and the bank paid her $200 in interest income during the year. 
Bobcat Betty issued an additional 60 shares of common stock on March 1st for $6,000. The tax 
rate is 40% and taxes are to be paid on March 15th of the following year. Record all 
transactions, post to T accounts and prepare financial statements. 

Lying mabes a problem part of the future. 

Truth mabes it part of the past. 
(Rieb Pitino) 
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Fluff Business, 20Y3, Year 32 
, you paid the amounts owed for Fluffs at the end of year 20Y2 and 

collected all of the amounts owed by customers at the end of last year. You purchased eleven 
more Fluffs for $4,000 each and at the same terms as last year. During the year you sold 13 
Fluffs for $8,000 each at the same terms as last year. On January 1, you purchased furniture & 
fixtures for $45,000. You put $15,000 down and financed the balance at 10%. You will make 
annual payments on December 31

st 
for three years of the interest plus $10,000 on the principal. 

You estimate that you will use them for 10 years and then they will be worth $5,000. On June 30, 
you paid $4,800 for a two-year insurance policy. You paid your worker $8,000 and owed her 
$2,000 more at the end of the year. You also paid $13,000 for 13 months of rent. This year you 
declared and paid a dividend of $5,000 to your shareholders. On October 1st you issued 10
shares of common stock for $3,000. On December 31

st
, you paid the first payment on the 

furniture & fixtures loan. Also on December 31, you paid Mike his interest. You paid the taxes 
owed at the end of last year. The tax rate is 30%. This year's taxes will be paid next year. You 
use the FIFO inventory system. Prepare Journal Entries, T-accounts, an Income Statement, 
a Statement of Owners' Equity and a Balance Sheet. 

Hey, when is the Note Payable-Uncle Mike due? So ............................. . 

The furniture & fixtures loan 
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#5 Dom.ework 

Problem 5-1 
If I deposit $500 in the bank today and the bank pays interest of 6% compounded annually, how 
much will I have 3 years from today? 

Problem 5-22

If Mark Jr. deposited $2,000 in the bank today at 5%, how much would he have 8 years from 
today? 

Problems 5-31 

If Malcolm deposits $200 in an account that pays interest annually at 12%, how much will he 
have in 2 years? 

Problem 5-44

If Jamil deposits $200 in an account at12% that pays interest semi-annually, how much will she 
have in 2 years? 

Problem 5-5 Beamer Biz Year 3, 20Y3 (See website for beginning balances) 
During the third year she paid the money she owed for last year's merchandise and received 
the money due her from last year's sales. Also, during the third year she bought 15 Beamers 
and sold four. The Beamers cost her $46,000 each and she sold them for $66,000 apiece. 
Terms for purchasing and selling the Beamers remain the same .. She paid rent of $17,000, 
which represented the current year's rent plus the rent she owed at the end of the prior year 
plus January of next year's rent. She paid cash wages of $30,000 and utilities of $3,000. On 
January 1st she took out a three-year insurance policy for $10,800. She expenses the 
insurance at $300 per month. She will have ____ in Prepaid Insurance (a current asset) at 
the end of the year. She issued 100 new shares of common stock on September 1st for 
$10,000 in exchange for a billboard sign which she expects to last 10 years and then be worth 
$1,000. She paid her annual interest to Uncle Phil. She paid the taxes she owed at the end of 
last year. At the end of the year she owed wages of $3,000 and taxes for the year (tax rate 
remains 30%). At December 31, she paid a dividend of $12,000. So how did she do the third 
year? (Prepare Journal Entries, T-Accounts, and Financial Statements) 

Problem 5-6 
Jane will save for three years. The bank pays interest at 10% compounded semi-annually. 
How much will she have in three years if she deposits $1,000 today? 

Problem 5-7 
For Jane (5-6), what if the bank paid interest annually? 

Problem 5-8 
How much will you have in three years if you put $100 in the bank today and the bank pays 

A) 8% compounded annually?
B) 16% compounded quarterly?
C) 12% compounded semi-annually?
D) 24% compounded quarterly?

Problem 5-9 
How much do I need to deposit in the bank today at 8% compounded quarterly so that I will 
have $100,000 one year from today? 
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Problem 5-10 
How much do I need to invest today at 4% compounded annually in order to have $1,000,000 
five years from today? 

Problem 5-11 
How much do I need to put in the bank today in order to have $10,000 two years from today if 
interest is 8% compounded semi-annually? 

Problem 5-12ct Fudge Sandwich Biz, Year 2. (20Y2) Bought 24,000 sandwiches at $1.00 
each on account (on credit). Paid the beginning Accounts Payable. She also paid $23,000 on 
this years' purchases. She sold 24,000 sandwiches at $2 each. She paid wages of $12,000 
plus she owed her workers $1,000 at the end of the year. On January 1 she purchased the cart 
she had been renting for $12,000 cash. She estimated the cart would last 12 years and then 
be worthless. She paid parking fees of $2,350 ($150 per month plus last year's accrual, plus 
Jan 20Y3). Business has been so good that Betty decided to expand. She got a loan from her 
parents (interest free) of $16,000. She then purchased a second cart for $14,000 on January 
1st that she expects will last for ten years and then be worth$1,000. Betty also sold another 100 
shares of stock for $5,000 on October 1st to provide additional working capital. Taxes for the 
prior year were paid and taxes for the current year will be paid next year ( same rate as last 
year). Prepare financial statements. 

Problem 5-13 Calculate the inventory turnover and average days sales in inventory for Misty 
on page 132. 

SEEK TO BE 
WORTH KN□ ·WtNG 
RA THEB THAN BE 
WELL KNO'WN. 
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Exam 1 Practice Problem 

Bunch of Difficulties 

"What we have here is just a bunch of difficulties" 

Cindy Kirch 

Cindy, doing business as CK, Inc., had the following balances at the end of 20Y1: 

Cash 
Accounts Receivable 
Inventory (80 difficulties @400 each) 
Prepaid Insurance 
Equipment 
Accumulated Depreciation 
Security Deposit 
Accounts Payable 
Wages Payable 
Taxes Payable 
Rent Payable 
Note Payable 
Common Stock (20,000 shares) 
Retained Earnings 

During 20Y2, the following transactions occurred 

$100,000 
50,000 
32,000 

2,400 
90,000 
16,000 

3,000 
13,000 

6,000 
5,000 
4,000 

100,000 
20,000 

113,400 

Paid beginning accounts payable and received beginning accounts receivable. 
Purchased 600 difficulties at $450 each, 25% down and the rest payable in one year 
Sold 500 Difficulties for $800 each. Customers paid 1/2 down and the rest in one year. 
Paid cash wages of $40,000 and owed $5,000 at the end of the year. 
Paid last year's taxes. 
The prepaid insurance is for a three-year policy taken out in 20Y1. The policy had exactly 

two years left on it at the beginning of 20Y2. 
The beginning equipment originally cost $90,000, had a $10,000 salvage value and was 

expected to last ten years from the date of its purchase. 
On January 1, Cindy purchased a new truck. The cost was $60,000. She put $10,000 

down and will pay the rest in 5 payment of $10,000 plus interest at 6%. She will 
make the first payment on January 1, 20Y3. 

The truck is expected to last for 6 years and then be worth $6,000. 
The rent is $4,000 per month and during 20Y2 Cindy paid the landlord $56,000. 
On December 31, 20Y2, Cindy paid the annual payment on the Note Payable of $20,000 

plus interest at 10%. 
Paid $10,000 in advertising during the year and owed $2,000 in advertising at end of year. 
On October 1, 20Y2, CK, Inc. paid cash of $5,000 and issued 10,000 shares of common 

stock in exchange for a piece of land worth $15,000. 
The tax rate is 30% and she paid½ of 2020 taxes in 2020. She will pay the rest in 20Y3. 
During the year the company paid $25,000 in dividends. 
Cindy uses the FIFO inventory system. 

Prepare Journal Entries, T-Accounts, an Income Statement, a Statement of Owners' 
Equity, and a Balance Sheet for CK, Inc. 

Without data, you are just another 
person with an opinion. 
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#&Homework 
Problem 6-1 
John wants to buy a new gas Barbeque. The cost is $659.98. He will have to pay for it 
with10% down and 5 equal annual payments that include interest at 6%. Calculate the 
payments. Amortize the payments. 

Problem 6-2 
Suzie wants a new Jeep. The cost is $ 69,000. She will pay 10% down and the rest in five 
equal annual payments which include interest at 4%. Calculate the payments. Amortize the 
payments. 

Problem 6-3 
Megan has just purchased a new goat. The cost was $ 1,000. She paid 5% down and will pay 
the rest in 4 equal annual installments which include interest at 8%. Calculate her payments 
and prepare an amortization schedule 

Problem 6-4 
You have just purchased a new car for $60,000. You pay no money down and will make 60 
equal monthly payments starting next month. The interest rate is 10% per year. Amortize the 
first three months of your loan. 

Problems 6- 59 Beamer Biz Year 4, 20Y4, 
Paid her beginning accounts payable and received all owed her. Bought 5 Beamers, sold 10. 
Bought for $48,000 each, sold for $70,000. Bought for 25% down and the other 75% to be paid 
next year. Sold for 80% down with 20% to be paid next year. Paid workers what she owed 
them at the beginning plus $4,000 per month for eleven months, owed wages of $4,000 at the 
end of the year for December. Paid $3,000 for utilities. On January 1, she bought a pre
fabricated building to put on the land she invested in year 20Y1. The building cost $200,000. It 
is expected that the building will last ten years and then be worth about 25% of the original cost. 
To buy the building, she took out a $160,000 interest-only mortgage from the bank and used 
$40,000 of the company's money. She must pay the bank 8% interest at the end of each year 
on the building's mortgage. The $160,000 will be due 10 years from the date of purchase. She 
paid the interest on the building's mortgage for Year 4 on December 31. On January 1, 20Y4 
she spent $80,000 on furniture and fixtures for the new building. She estimated that these 
items will last 10 years and then be worth 10% of their cost. She opened her new location on 
January 1. (She now operates two locations.) She paid 1 O months' rent on her first location at 
$1,000 per month. She paid Uncle Phil the interest owed on December 31. Remember she 
expenses her insurance at 300 per month. Also, do not forget the depreciation on the sign. She 
paid last year's taxes. She paid a dividend of $30,000. She owes 20Y4 taxes at the end of the 
year (same rate as last year). (Prepare Financials, which also includes Journal Entries & 
T-Accounts)

Problem 6-6 
Jerry wants to withdraw $2,000 per year for the next three years starting in one year. If the 
bank pays interest annually at 1 %, how much must he put in today so that he can make the 
planned withdrawals? 

Problem 6-72

Samsun Company earned $400,000 last year. The company had 15,000 shares of common 
stock outstanding on January 1, sold 8,000 shares on May 1 and sold 4,000 shares on 
October 1. Calculate the EPS for Samsun. 
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Bobcat Bob, Inc. 
Income Statement 

For the Year Ended December 31, 20Y2 

Sales 
Cost of Goods Sold 
Gross Margin 
Operating Expenses 

Salary Expense 
Insurance Expense 
Depreciation Expense 

Total Operating Expenses 
Operating Income 

$12,700 
1,200 
2.400 

Other Revenues & <Expenses> 
Interest Expense 

Taxable Income 
Tax Expense 
Net Income 

Earnings Per Share 

$48,000 
24.000 
24,000 

16.300 
7,700 

( 300) 
7,400 
2.960 

$ 4.440 

Bobcat Bob, Inc. 
Balance Sheet 
December 31, 

20Y2 
Assets 

Current Assets 
Cash $ 38,880 
Accounts Receivable 5,000 
Inventory 2,000 
Prepaid Insurance ---1!!!!. 

Total Current Assets 45,980 
Property and Equipment 

Furniture & Fixtures 26,000 
Less: Accumulated 

Depreciation (3,400) 
Net Property & Equipment 22.600 
Other Assets 

Patents 500 
Total Assets $69.080 

Liabilities 
Current Liabilities 

Accounts Payable $ 7,000 
Salaries Payable 1,000 
Taxes Payable 2,960 
Advertising Payable 

Total Current Liabilities 10,960 
Long-Term Debt 

Note Payable-Bank 15.000 
Total Long-Term Debt 15,000 
Total Liabilities 25,960 

Owners' Equity 
Common Stock 34,000 
Retained Earnings 9,120 
Total Owners' Equity 43,120 
Total Liabilities 

& Owners' Equity $ 69.080 

20Y1 

$ 26,800 
8,000 
1,000 

35,800 

12,000 

(1,000} 
11.000 

100 
$ 46.900 

$ 5,000 

3,120 
100 

8,220 

4,000 
4,000 

12,220 

30,000 
4,680 

34,680 

$ 46.900 

The Note Payable-Bank is interest only at 6% with the principal balance due December 31, 20Y4. 
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Now you do one -

The following balances are for Misty Company at December 31, 

Cash 
Accounts Receivable 

Inventory 
Prepaid Rent 
Equipment 

Accumulated Depreciation-Equipment 

Security Deposit 
Accounts Payable 
Salaries Payable 
Interest Payable 
Taxes Payable 
Note Payable 

Common Stock 
Retained Earnings 
Sales 

Cost of Goods Sold 

Salary Expense 
Rent Expense 

Interest Expense 
Depreciation Expense 

20Y2 

30,000 

50,000 
60,000 

3,000 
210,000 
60,000 

9,000 

50,000 
-0-

5,000

70,000 

50,000 
124,000 

200,000 

100,000 

40,000 

24,000 
6,000 

10,000 

20Y1 

10,000 
40,000 
80,000 

6,000 
180,000 
50,000 

8,000 

40,000 
10,000 
-0-

100,000 
10,000 

114,000 

The common stock outstanding was 10,000 shares on January 1, 20Y2. On July 1, 20Y2, 
Misty sold an additional 40,000 shares of common stock. During 20Y2, the company paid a 
dividend of ______ . No equipment was sold during the year. The tax rate is 30% and 
1/2 of 20Y2 taxes were paid in 20Y2, rest will be paid in 20Y3. 

On the next page, prepare a Statement of Cash flows in good form using the indirect 
method. 

Not dying is not the same as living. 
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The Biz Business 
Statement of Income 

For the Year Ended December 31, 20Y2 

Sales 
Cost of Goods Sold 
Gross Margin 

Operating Expenses 
Wage Expense 
Rent Expense 
Depreciation Expense 
Utilities Expense 

Total Operating Expenses 
Income from Operations 

$ 55,000 
24,000 
10,000 

6,000 

Other Revenues & (Expenses) 
Interest Revenue 5,000 
Interest Expense ( 10,000) 

Total Other Revenues & (Expenses) 
Income Before Taxes 
Tax Expense 

Net Income 

Earnings Per Share 

$ 600,000 
300,000 
300,000 

95,000 
205,000 

( 5,000) 
200,000 
60,000 

$140.000 

The Biz Business 
Balance Sheet 
December 31, 

20Y2 
Assets 

Current Assets 
Cash $160,000 
Accounts Receivable 80,000 
Inventory 70,000 

Total Current Assets 310,000 

Property and Equipment 
Equipment 320,000 
Vehicles 40,000 

Less: Accumulated 
Depreciation (50,000} 

Net Property & Equipment 310,000 
Other Assets 

Security Deposits 1,000 
Total Assets $ 621.000 

Liabilities 
Current Liabilities 

Accounts Payable $ 9,000 
Wages Payable 8,500 
Taxes Payable 48,000 
Interest Payable 7,500 
Current Portion of Long-

Term Debt 26,086 
Total Current Liabilities 99,086 
Long-Term Debt 

Contract Payable 28,914 
Note Payable 130,000 

Total Long-Term Debt 158,914 
Total Liabilities 258,000 

Owners' Equity 
Common Stock ($1 each) 60,000 
Retained Earnings 303,000 
Total Owners' Equity 363,000 
Total Liabilities 

& Owners' Equity $ 6211000 

20Y1 

$ 100,000 
50,000 
90,000 

240,000 

200,000 

(40,000} 
160,000 

2,000 

$ 402.000 

$ 5,000 
10,000 
62,000 
5,000 

20,000 
102,000 

80,000 
80,000 

182,000 

50,000 
170,000 
220,000 

$ 402.000 

The company purchased a vehicle on December 31, 20Y2 for $40,000. The company 
made a down payment of $5,000 and financed the balance at 7% payable in five equal 
annual payments including interest of $8,536.17. The note payable is payable at 
$20,000 plus interest at 10% on June 30th of each year. 

"When it becomes more difficult to suffer than to change ... you will change." 
-- Dr. Robert Anthony 
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#8 Cash Flow HoJDework 

Problem 18 From the following information for Declan's Doodads, prepare a Statement of 

Cash Flows for the year ended December 31, 20Y2. 

Cash 
Accounts Receivable 
Inventory 
Prepaid Insurance 
Equipment 
Accumulated Depreciation 
Land 
Security Deposits 
Accounts Payable 
Wages Payable 
Rent Payable 
Interest Payable 
Taxes Payable 
Note Payable 
Common Stock ($1 each) 
Retained Earnings 
Sales 
Cost of Goods Sold 
Wage Expense 
Rent Expense 
Office Expenses 
Depreciation Expense 
Utilities Expense 
Insurance Expense 
Interest Expense 
Income Tax Expense 

Balance 
12/31/Y2 

95,900 
78,000 
70,000 

3,600 
320,000 

80,000 
130,000 

32,000 
39,000 

2,000 
12,000 

6,500 
10,000 

130,000 
310,000 
140,000 

1,200,000 
700,000 
220,000 

48,000 
46,000 
60,000 
15,000 

6,000 
14,000 
27,000 

Balance 
12/31/Y1 

38,900 
45,000 
90,000 

2,600 
280,000 

20,000 

20,000 
30,000 
10,000 
4,000 
7,500 
5,000 

150,000 
160,000 

90,000 

The land was acquired on March 31, 20Y2 for cash. The additional common was sold on 

March 31, 20Y2 for $1 per share. The company did not sell any equipment during the year. All 

equipment purchased during the year was purchased for cash. The retained earnings balance 

for both years is after all closing entries have been made. The Note Payable requires 

payments of $20,000 principal plus interest at 10% on June 30th of each year. 
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Problem 29 From the following information for Brayden's Bobbles, prepare a 
Statement of Cash Flows for the year ended December 31, 20Y2. 

Balance Balance 
12/31/Y2 12/31/Y1 

Cash 90,000 25,000 
Accounts Receivable 68,000 35,000 
Inventory 70,000 90,000 
Prepaid Insurance 500 3,000 
Equipment 340,000 270,000 
Accumulated Depreciation 80,000 20,000 
Land 120,000 
Security Deposits 12,000 10,000 
Accounts Payable 45,000 35,000 
Wages Payable 6,000 10,000 
Rent Payable 7,500 6,000 
Interest Payable 6,000 7,000 
Taxes Payable 16,000 5,000 
Note Payable 120,000 140,000 
Common Stock ($1 each) 300,000 160,000 
Retained Earnings 120,000 50,000 
Sales 1,200,000 
Cost of Goods Sold 575,000 
Wage Expense 260,000 
Rent Expense 24,000 
Office Expenses 70,000 
Depreciation Expense 60,000 
Advertising Expense 15,000 
Insurance Expense 9,000 
Interest Expense 13,000 
Income Tax Expense 52,000 

The equipment was acquired on September 30, 20Y2 for cash. The additional common stock
was sold on June 30, 20Y2 for $1 per share. The company did not sell any equipment during
the year. The land purchased during the year was purchased for cash. The retained earnings 
balance for both years is after all closing entries have been made. The Note Payable 
requires payments of $20,000 principal plus interest at 10% on June 30th of each year. 

Read the pages 135-138 before the next class. 
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Fluff Business Year 4 (20Y4) 
You bought 11 more Fluffs for $5,000 each and sold 12 for $9,000 each, same terms as last 
year. Paid the money owed to suppliers (Accounts Payable) at the beginning of the year and 
collected all money due you at the beginning of the year (Accounts Receivable). On January 1 , 
you took out a loan for $20,000 at 7% interest.  After you took out the loan you 
purchased a truck for $30,000. You will make 4 equal payments that include interest@ 7%. 
You make the first payment on December 31st of this year. You estimate the truck will last 
about 6 years and then be worth $6,000. You paid your worker $14,000 and owed her $3,000 
more at the end of the year. You paid eleven months of rent@ $1,000 per month. On 
December 315\ you paid the furniture & fixtures loan payment. Paid Uncle Mike his interest and 
also paid the principal balance owed on December 31. On April 1, the company issued 100 
shares of common stock for $20,000. The tax rate is still 30% and during the year you paid last 
year's taxes. Taxes for this year will be paid next year. At the end of the year, you paid a 
dividend to shareholders of $8,000. Prepare Journal Entries, T-accounts, an Income 
Statement, a Statement of Owners' Equity, Balance Sheet and Cash Flow. 
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Answers: 

It should be recognized as an expense during the year the sale was made. Many times this is 
impossible because it is much later that we find out the bum is not going to pay us. Businesses treat them 
as expenses because they are considered a normal cost of doing business. Secondly, they are treated as an 
expense to allow users of the financial statements to clearly see how much is being written off by the 
company. 

So how do we decide how much the expense is? If we knew who wasn't going to pay, we 
wouldn't have sold to them! What companies do in these situations is make an estimate of how much of 
the current accounts receivable will ultimately be uncollected. They recognize this amount as an expense 

for the period. A problem arises as to what to credit. We credit a contra account which we call 

Allowance for Doubtful Accounts. 

A contra account is also known as a valuation account. You have already encountered 

another valuation account - remember accumulated depreciation? A valuation account is an 
account which is used to adjust the balance of another account to which it is directly related. 
Contra accounts have a balance opposite to the account to which they are attached. Because 
Accounts Receivable has a debit balance, the Allowance for Doubtful Accounts will have a 
credit balance. 

In the instance at hand, we create an account called Allowance for Doubtful Accounts which is 
used to reduce the total Accounts Receivable to the amount we eventually expect to collect. Let's work 
out an example. 

At December 31, 20Y1, our company had a balance of$400,000 in Accounts Receivable and $12,000 in 

the Allowance for Doubtful Accounts. The allowance account was a normal balance. (A "normal 

balance" is one which is as expected. Thus, the normal balance for cash would be a debit balance. A 

normal balance for the Allowance for Doubtful Accounts would be a credit balance). During the year, we 

sold $1,200,000 worth of merchandise on account. ("On account" means that we sold the 

merchandise on credit). On May 1, 20Y1 we got notice that one of our customers, Mr. Redhawk, had 

gone bankrupt. Mr. Redhawk owed us $8,000 at the time of his bankruptcy. Additionally, the bill we sent 

to Mrs. Herd on July 1, 20Y1 had been returned marked "not at this address, no forwarding address 

available" so we wrote off the balance. The bill to Mrs. Herd had been for $500.00. On October 17, Mrs. 

Herd sent us a letter from Phoenix with a check that paid her bill in full. During the year we collected 

$1,250,000 from our credit customers. At December 31, 20Y1, we estimated that 3% of our receivables 

will never be collected. Prepare the journal entries to record all these transactions. (Record both the 

write off and the subsequent payment of Mrs. Herd). Prepare "T" accounts to record the 

transactions. 
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A) Accounts Receivable 1,200,000 
Sales 1,200,000 

To record sales for the year

B) Cash 1,250,000 
Accounts Receivable 1,250,000 

To record collections on accounts receivable 
during the year. 

May 1, 20Y1 Allowance for Doubtful Accounts 8,000 
Accounts Receivable-Redhawk 8,000 

To write off Mr. Redhawks's receivable 

July1, 20Y1 Allowance for Doubtful Accounts 500 
Accounts Receivable- Herd 500 

To write off Mrs. Herd 

Oct 17, 20Y1 Accounts Receivable-Herd 500 
Allowance for doubtful accounts 500 

To reverse write off of Mrs. Herd's account 

Cash 500 
Accounts Receivable-Herd 500 

To record Mrs. Herd's paying of her account 

Dec 31, 20Y1 Bad Debt Expense 6,245 
Allowance for Doubtful Accounts 6,245 

To adjust ADA to 3% of ending Accounts 
Receivable balance. 

(ADA= Allowance for Doubtful Accounts) 

Accounts Receivable Allowance for Doubtful Accounts 
88 400,000 1,250,000 (B 
A) 1,200,000 8,000 5/1 

10/17 500 500 7/1 
500 10/17 

1 600 500 1 259 000 
341,500 

5/1 8,000 
7/1 500 

8 500 

341,500 * .03 = 10,245 amount needed as ending balance in ADA 

12,000 BB 

500 10/17 
12 500 
4,000 
6.245 12/31 

10,245 
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During 20Y1 - Hire Co. had total sales of $300,000. All of the company's sales are on credit 
with terms of 2/10, net 30. At the beginning of the year, the company had a balance in 
Accounts Receivable of $26,000 and an Allowance for Doubtful Accounts of $1,000. At the end 
of the year, Accounts Receivable had a balance of $37,000 and an Allowance for Doubtful 
Accounts of $2,000. 

First as to terms- 2/10 n/30 means 

and costs 

so why do? 

now as to the receivable turn

Which tells us 

and dividing the turn into 365 

gives us A ________ C ________ P _______ _ 

Also known as D S 0
----- -------- ---------









A Challenge!! 

Comparative Balance Sheets for Darby's Doodles, Inc. are listed below: 

Cash 
Accounts Receivable 
Allowance for Doubtful Accounts 
Inventory 
Plant and Equipment 
Accumulated Depreciation 
Accounts Payable 
Common Stock 
Retained Earnings 

The following data relate to 20Y2: 

              
20Y1 
250 
600 
(10) 

1,000 
1,100 

(450) 
600 

1,000 
890 

a) collections from credit customers, $30,000, cash sales $6,000
b) payments to suppliers of merchandise$ 40,000
c) purchases of equipment for cash, $50
d) dividends paid to shareholders $500
e) no plant and equipment was retired or sold during the year
f) Bad debt expense for the year was $6

1) For Darby, the Depreciation Expense for 20Y2 was

3) For Darby, the Net Income for 20Y2 was

4) The Cost of Goods Sold for 20Y2 was

5) For Darby, the Sales Revenue for 20Y2 was

Professional Tip --- In meetings, when interviewing, 

20Y2 
475 
800 

(9) 
1,300 
1,150 
(525) 

640 
1,000 
1,551 

always listen with ____ _ 
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A leader is c ________ , even if you are not, like being decisive, f __ it!!! 

Great your friend's, your boss's or family member's problem 
with a sense of u 

-----

December 31,   
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Accounts Receivable Homework 

Problem 112 

Charleigh Co., purveyor of fine, fine things, had the following balances at December 31, 20Y1: 

Cash 
Accounts Receivable 
Allowance for doubtful accts 
Inventory 
Equipment 
Accumulated Depreciation-Equipment 
Land 
Patent 
Accounts Payable 
Salary Payable 
Rent Payable 
Taxes Payable 
Long-Term Debt 
Common Stock ($1 per share) 
Retained Earnings 

During 20Y2 the following transactions occurred: 

44,000 
60,000 

1,000 
50,000 (1 thing) 

190,000 
60,000 
50,000 
20,000 
42,000 

4,000 
2,000 
2,000 

80,000 
90,000 

133,000 

Jan 1, 
Mar 1, 

April 15, 
May 1, 
May 15, 
July 1, 
July 1, 

Aug 1, 
Sept 1, 
Oct 1, 
Dec 1, 
Dec 31, 

received all beg AIR and paid all Beg A/P 
bought 2 things for $60,000 each, (Paid 25% down and rest payable in one 

year) 
paid year 20Y1 taxes payable 
sold one thing for $120,000 (received 3/4 down and the rest in one year) 
bought 1 thing for $80,000 (Paid 25% down and rest payable in one year) 
company wrote off $600 in bad debts 
sold one thing for $160,000 (received 75% down and the rest will be paid in 

one year) 
purchased piece of equipment for $10,000 cash. 
Sold 40,000 shares of common stock for $40,000 
Purchased a piece of land for $60,000 
declared and paid $.20 per share dividend. 
paid an annual payment on long term debt- $28,000. Of that amount, $8,000 

was for interest and $20,000 was for principal. 

During the year the company paid 15 months' rent of $15,000. Also during the year the 
company paid salaries of $12,000 in cash, and at the end of the year they owed $3,000 for 
salaries. Depreciation for the year is $10,000. The long-term debt is payable in $20,000 
principal payments plus interest of 10% each December 31. The tax rate is 30% and during the 
year the company paid 50% of 20Y2 taxes. The company uses the FIFO inventory system. The 
company estimates that 3% of its receivables will ultimately be uncollectible. Journalize the 
above transactions and post them to T-Accounts. Prepare any necessary adjustments. 
Prepare a P&L, Statement of Owners' Equity, Balance Sheet and Cash Flow Statement for 
the year 20Y2. 



Problem 21 Sally sold $3,000,000 worth of stuff during the year (all on account). Her 
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beginning balance in Accounts Receivable was $200,000 and her beginning credit balance in 
Allowance for Doubtful Accounts was $6,000. During the year she collected $2,800,000 on her 
receivables, and wrote off $9,000. She estimates that 4% of her receivables at any one time 
will not be collectable. 
Prepare all journal entries for the year related to the receivables (including any year end 
adjustment). 

Problem 3 What is Sally's average collection period? 

Problem 4 

At December 31, 20Y1 Laurel Co.'s balance in Accounts Receivable was $200,000 and the
balance in Allowance for Doubtful Accounts was $4,000. During 20Y2 the company had credit
sales of $1,000,000. She collected $850,000 on her accounts receivable during 20Y2. Laurel
wrote off $3,000 of accounts receivable during 20Y2. Laurel estimates that 2% of the
receivables will never be collected. Prepare all journal entries and T-Accounts for 20Y2 related
to the receivables, including any year-end adjustment. Show how this information will appear 
on the financial statements and calculate the accounts receivable turn and the average 
collection period. 

Problem 51 

Suzie's Gymnastic Supply Company had a flood. Her ending inventory last year was $400,000. 
Her average markup is 150% of the cost of an item. Her sales to the date of the flood were 

600,000. She had purchased $300,000 in inventory prior to the flood. How much inventory did 
she lose? Show your calculations. 

Problem 6 

Gracie's Gobbers, Inc. was robbed! She needs to file a claim for the loss with her insurance 

company. She knows that last year she ended the year with $475,000 in inventory and after 
going through her invoices she finds she had purchased $350,000 in inventory this year up to 

the date of the robbery. Her sales so far this year were $1,200,000. She estimates that her 
gross margin averages 45%. How much inventory did she lose in the robbery? Show your 
calculations 





surfeit 

cornucopia 

Learning Objectives 
Bonds 

What is a bond? 

The coupon is 

Learning Module #10 

Bonds 
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Our most important thoughts are 

those that contradict our emotions. 

Valarie 

On January 1, 20Y1, Becker Company of Las Vegas, Nevada, issues $100,000 of 8% bonds. 
The bonds pay interest annually and mature in three years. Interest is to be paid on December 
31 of each year. (First interest is to be paid 12/31/Y1) 

The purpose of education isn't knowledge, it is action. 













A zero coupon bond is 

Also called a D D B
---- ------ ----

Why issue/buy? 
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Malcom Co. issues a $100,000 zero on December 31, 20Y1, interest rate 10% per annum,
bond is due in three years. How much do they get? Amortize it 

Prepare the journal entries for the sale (issuance) and for the interest payments each year and 
post the T-accounts related to the bonds. 
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# IO Bond Homework 

Problem 195 A Challenging Cash Flow Problem-

The following balances are from the beginning of the year for Sam's Town Company as of December 
31, 20Y1: 

Cash 
Accounts Receivable 
Allowance for Doubtful Accts 
Inventory 
Prepaid Rent 
Equipment 
Accumulated Depreciation 
Security Deposit 
Accounts Payable 
Wages Payable 
Interest Payable 
Taxes Payable 

Note Payable 
Common Stock ($1 each) 
Retained Earnings 

For 20Y2:

120,000 
40,000 
2,000 

60,000 (3 junkets) 
3,000 

240,000 

100,000    
10,000 
92,000 

5,000 
5,000 
8,000 

100,000 
60,000 

101,000 

Received all beginning accounts receivable and paid all beginning accounts payable 
Bought five Junkets at $25,000 each, 20% down, rest next year 
Sold six Junkets, $50,000 each, 60% down, 40% next year 
Paid cash wages of $40,000 and at the end of the year owed employees $2,000 
Paid utilities of $12,000 and advertising of $10,000. 
On June 30st

, they paid the annual payment of $10,000 principal plus interest on the Note 
Payable. The note was taken out on June 30th of the previous year. 

(Can you figure out the interest rate?) 
On August 1, purchased a new wagon for delivery of the junkets for $20,000. 
On December 1, they declared and paid a dividend of $5,000. 
On December 31, the company borrowed $75,000 from the bank and used the proceeds 

to purchase a piece of land. The note is payable in five years. The interest at 6% is 
payable annually on December 31 of each year starting in 20Y3.
During the year they paid $9,000 in rent (rent is $1,000 per month) 
The company uses the FIFO inventory flow assumption 
The depreciation for the year was $40,000 
The company estimates that 3% of its accounts receivable will never be collected. During 

the year the company wrote off $1,500 in bad accounts. 
The tax rate is 30%. During the year the company paid all of last year's taxes and 50% of 

20Y1 taxes.

Prepare Journal Entries, T-Accounts, and Financial Statements for the year 20Y2. 
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Problem 2 

Darby Company issues a $100,000 on 12/31/Y1, 15%, bond that matures in 5 years. Interest is
paid on December 31st of each year. Amortize and prepare all journal entries for all years 
related to this bond issue if it was priced to yield: 

10% 
15% 
20% 

Problem 3 Still Darby Company- How about an 8% zero issued on 12/31/Y1, but due in 3 years,
face amount of $100,000. How much would you pay? Amortize it. 

Problem 4 

Ryan Company issues a $100,000 on 8/31/Y1, 10%, bond that matures in 5 years. Interest
is paid on August 31st of each year. (Don't need to amortize.) How much would you pay
to yield:  

8% 
10% 
14% 

Problem 5 Still Ryan Company- How about a zero issued on 5/31/Y1, due in 4 years, face
amount of $100,000. Current market rates are 11 %. How much would you pay? 
Amortize it. 

Problem 6 Extra HardH 

Go back to the Becker Company bonds - What if the date of issuance is April 1st and not 
December 31 st? What will the effect be on the journal entries, T-accounts and financial 
statements? 

SELF-ESTEEM 

The Trouble with Insecurity 
st people seek a soul mate to love them unconditionally. But 
ose who need such acceptance most-the terminally inse

cure-often sabotage their own chances at bliss. 
When we're feeling low, we often regain confidence through a 

mate's love and support. Unfortunately, says Sandra Murray, Ph.D., 

people who suffer from low self-esteem assume that their loved ones 
notice their glaring faults more than their redeeming virtues. 

four experiments, Murray and colleagues asked subjects to think 
time they'd disappointed their partner. Finally, subjects answered 

a questionnaire assessing the strength of their partner's love and their 

feelings for him or her. Mulling over the past incident led insecure sub

jects to report that their mate did not accept them as they were. 

Ironically, insecure people seemed to push away a possible source of 
reassurance by thinking less of their loved ones. Afraid of rejection, the 

less confident fear that their partners will get wind of their flaws, ex
plains Murray, of the State University of New York at Buffalo. They try 
to distance themselves before they get dumped. 

"People with low self-esteem are doubly at risk" of feeling vulner

able in a relationship, she says. "They tend to believe their partner's 
regard is conditional." Luckily, says Murray, stable relationships are 
known to boost self-esteem. So the longer the insecure person hangs 

on to a loving partner, the less likely she is to drive him away.-J.H. 
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What a deal!! Buddy will sell you an airplane for $250,000. $50,000 down and the rest in five 
equal easy payments which include interest at 5%. A realistic interest rate would be 10%. How 
much are you really paying in today's dollars? Record the purchase and prepare the 
amortization schedule. 
(Be careful with that down payment... what to do ... what to do .. ) 

"Women are not men's . equals in anything 

except responsibility. We are not their 

inferiors, either, or even their superiors. We 

are quite simply different races." Phyllis 
McGinley, The Province of the Heart, 1959 
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Buddy wants to sell you a car. $20,000, no money down and you pay interest of only 4% for one 
year. At the end of the year along with your 4% interest, you pay Buddy $20,000 for the car. 
You think this is a heck of a deal because if you borrowed the money from a bank it would cost 
you 12%. What a deal? Or, .. how much are you really paying for the car? And Sam has 
offered you the same car for $18,000 cash - what to do, what to do .......... .. 

Nick wants to sell you a thing-a-ma-jig for $100,000! He tells you that you can pay in three 
equal annual payments which start in one year and include interest at 5%. You have seen the 
same item on sale for $85,000. If you bought the item for $85,000, you would have to borrow 
the money from the bank at 12%. Which is the better deal? 
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Service Company Financials 

The following are balances of the Annabella Accounting Corporation (a company of 
which you are a major shareholder!!) 

Cash 
Net Accounts Receivable 
Prepaid Rent 
Equipment 
Accumulated Depreciation 
Land 
Security Deposit 
Office Supplies Payable 
Interest Payable 
Salaries Payable 
Income Tax Payable 
Note Payable 
Common Stock($ 1 each) 
Retained Earnings 

December 31, 

20Y2

12,000 
60,000 

4,000 
200,000 

50,000 
36,000 
10,000 
6,200 
5,000 

30,000 
9,800 

40,000 
70,000 

20Y1

24,000 
50,000 

6,000 
160,000 
40,000 
0 
0 
3,000 
2,000 

43,000 
8,000 

50,000 
58,000 
36,000 

20Y2 Income Statement Information

Accounting Fees $ 400,000 
Salary Expense 210,000 
Rent Expense 24,000 
Depreciation Expense 
Interest Expense 
Office Expense 
Income Tax Expense 

5,000 
1,000 

During the year the company paid a dividend of $30,000. Annabella purchased the land on April 1, 20Y2
by issuing 8,000 shares of common stock worth $8,000 and paying cash for the balance. The Note 
Payable requires annual payments of $10,000 plus interest on December 31st• The Company sold 4,000 
shares of common stock on October 1, 20Y2 for $4,000. The income tax rate is 30% of income before
tax. The company paid a dividend during the year. Prepare financials. 

The majority of husbands 

remind me of an orangutan 

trying to play the violin 

Balzac 

Professional tips 

We are meant to love people and use things. 

Usually we do the opposite. 

The Shaman 

1 Hands to face, in men, is a sign of ____ _ 
Hand, fingers right under nose is a sign of i __________ _ 

2 Business lunches are not for 
-------

Decide what you want before you ________ _ 



Unrealistic Interest Homework 

Problem 1 6 The following Balances are from Fred's Fine Lingerie and Harley Shoppe, Inc.: 

20Y2 20Y1

Cash 25,000 10,000 

Accounts Receivable 55,000 40,000 

Inventory 23,000 36,000 

Equipment 192,000 180,000 

Accumulated Depreciation 60,000 50,000 

Security Deposits 5,000 10,000 

Accounts Payable 55,000 40,000 

Salaries Payable 2,000 10,000 

Taxes Payable ? ? 0 

Note Payable 75,000 100,000 

Common Stock 25,000 10,000 

Retained Earnings 74,600 66,000 

Sales Revenue 200,000 

Cost of Goods Sold 80,000 

Salary Expense 20,000 

Rent Expense 24,000 

Interest Expense 10,000 

Depreciation Expense ? ? 
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The common stock outstanding was 10,000 shares on January 1, 20Y2 and then 15,000 
shares were issued on June 30, 20Y2 for $15,000. All equipment purchased was purchased for 
cash. No equipment was sold during the year. The Note Payable is payable at $25,000 principal 
plus 10% interest on the unpaid balance each December 31. The tax rate is 30% and 1/2 of 
20Y2 taxes were paid in 20Y2 and the rest will be paid in 20Y3. 

Prepare an Income Statement, Statement of Owners' Equity, Balance Sheet and a 
Statement of Cash Flows using the indirect method, in good form. 

Problem 2 Go to page 133, Brayden's Bobbles, calculate the Receivable Turn, Average Days 
Sales Outstanding, Inventory Turn and the Average Days Sales in Inventory. (Remember 
Inventory turn was way in the beginning). 

Problem 3 
Buddy will sell you some carpet. $20,000. No money down and only 1 % interest per year for 
two years. (You send him the 1 % at the end of each year). At the end of the 2nd year, you 
send him the $20,000 along with the interest. If you borrowed from the bank you would have to 
pay 12%- a heck of a deal... or is it? (How much are you really paying for the carpet?) 
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Problem 4 

You want to buy a motorcycle from JD. The cost is $20,000, $2,000 down and the rest in three 
equal annual payment beginning one year from today. Interest is included in the payments at 
10%. The current bank rate is 8%. How much are the payments? Amortize the loan. 

Problem 54 You want to buy a bus. Cost is $180,000 with 10% down and the rest in 5 equal 
annual payments which include interest at 6%. The payments begin in one year. The current 
bank rate is 8%. How much are the payments? Amortize the loan 

Problem 6 From Kiersten for each of the following solutions, create a problem that fits the 
answer. 

1 $100,000 

2 ClrTVM 

100,000 pv 

8 i/y 

3 n 

Cpt Pmt 

38,803.35 

12 i/y 

cpt pv 

93,199.10 

3 cir tvm 

.09*100,000= pmt 

4 n 

100,000 FV 

12 1/y 

cpt pv 

90,887.95 

4 clr tvm 

100,000 fv 

12 1/Y 

5 n 

cpt pv 

56,742.69 
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Below is not homework unless assigned by your instructor 

The following data is for EIiis's Egg Co.: 

Balance Balance 
12/31/Y2 12/31/Y1

Cash 51,900 19,400 
Accounts Receivable 90,000 50,000 
Allowance for Doubtful Accounts 12,000 15,000 
Inventory 50,000 90,000 
Prepaid Insurance 3,600 2,600 
Equipment 340,000 290,000 
Accumulated Depreciation 80,000 20,000 
Land 120,000 
Security Deposits 12,000 10,000 
Accounts Payable 35,000 30,000 
Wages Payable 6,000 10,000 
Rent Payable 8,000 4,000 
Interest Payable 6,500 8,000 
Taxes Payable 10,000 5,000 
Note Payable 130,000 160,000 
Note Payable- Land 80,000 
Common Stock ($1 each) 220,000 150,000 
Retained Earnings 120,000 70,000 
Sales 1,200,000 
Cost of Goods Sold 700,000 
Wage Expense 220,000 
Rent Expense 48,000 
Office Expenses 46,000 
Depreciation Expense 60,000 
Bad Debt Expense 15,000 
Insurance Expense 6,000 
Interest Expense 14,500 
Income Tax Expense 27,150 

The land was acquired on December 31, 20Y2 by putting $40,0000 down and signing a note to pay an 

additional $80,000 in ten years. The note requires interest at 6% be paid each December 31st starting in 
20Y2. The additional common stock was sold on October 31, 20Y2 for $1 per share. The company did 
not sell any equipment during the year. All equipment purchased during the year was purchased for cash. 
The balance in retained earnings for each year is after all closing entries have been made. The Note 
Payable requires payments of $30,000 principal plus interest at 10% on June 30th of each year. 

Prepare Financial Statements for 20Y2

Prepare the AIR Turn, Average Collection Period, Inventory Turn and Average Days' Sales in 
Inventory for 20Y2









Leases - Three types 

S _____ T __ _ o_________ andF _______ _ 

Short-term is the U-
----

Operating and Financing is when you are really _______ _ 

For instance ...... . 
You want to buy Copeland Hall. The cost is $30,000,000 to be paid in 360 monthly 

payments that include interest at 4.6%. 
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As an alternative to the purchase, you have been offered the chance to lease the building for 
$153,794 per month. At the end of the lease you can buy Copeland for $1. 

What's up with that?? 

What your momma told you ... 

How do we know which is which? Accountants have their ways!!!! 
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Problem 5 

Brynn Company 
(An exercise in deduction and sifting through useful and some useless, even spurious, 
information.) 

Brynn Company began operations on July 1, 20Y1 (at 9:07 AM to be precise). They have 
come to you because they want to borrow money from the bank to expand. The bank has 
requested financial statements. They heard you were cheap, so they came on by! From the 
following information, record the transactions and prepare all financial statements for 
the period July 1 - December 31, 20Y1. 

Per the checkbook 
Cash received for 700 shares of common stock- $70,000. 
Cash received from Brother on July 1, 20Y1, $60,000, repayable at $10,000 per year plus 4% 
interest. 
Cash received from customers- $160,000. 
Cash paid for inventory $100,000. 
Security deposit to landlord for store- $5,000 
Cash paid for rent $12,000 
On July 1, Brynn bought equipment for store, $30,000. It is estimated that this equipment 

will last for six years and then be worthless. (Calculate depreciation on a monthly basis for 
this problem.) The actual cost of the equipment was $60,000, the rest of the cost will be paid 
in equal annual payments of $ ______ for five years. The payments include interest 
at 6% and the first payment is due June 30, 2020. 

Cash paid for wages, $12,000 
Cash paid for two-year insurance policy (runs from 7/01/Y1 - 06/30/Y3 ), $2,400. 
Cash paid for other operating expenses, $3,000. 
Cash paid for dividend, $1,000 

Other Information 
On July 1, Brynn hired Bill as an employee. They agreed his wages would be 

$2,000 per month payable on the first day following each month he worked. 
On June 30th, Brynn signed a three-year lease for the store it was to use. The lease 

called for a security deposit and monthly payments of $2,000 due at the beginning of each 
month. 

At the end of December, Brynn owed its inventory suppliers $10,000. 
Bryn also owed wages of $6,000 at December 31st. 
On December 31st, the company ordered $20,000 worth of merchandise which was received in 

January and will be paid for in February. 
At December 31, 2019, Brynn took a physical inventory and found they had inventory on 

hand that cost them $30,000. (This is their ending inventory.) 
Customers owed Brynn Company $20,000 at the end of December. 
The tax rate is 30% 

Prepare all Financial Statements and calculate and analyze all ratios you have learned. 

"So think before you complain, especially about things that require some sacrifice. 

Complaining is the sign of a loser." 

- Lou Holtz, A Teen's Game Plan for Life
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Owners' Equity Homework 

Problem 19 The following balances are from the Savannah's Accounting Company 

Cash 
Accounts Receivable 
Prepaid Rent 
Equipment 
Accumulated Depreciation 
Accounts Payable 
Salaries Payable 
Taxes Payable 
Note Payable 
Common Stock ($1 Par) 
Paid In Capital 
Retained Earnings 
Accounting Fees 
Salary Expense 
Rent Expense 
Interest Expense 
Depreciation Expense 

20Y2

20,000 
50,000 

3,000 
190,000 
60,000 
70,000 
5,000 

70,000 
2,000 

18,000 
35,000 

100,000 
40,000 
24,000 

6,000 
10,000 

20Y1

10,000 
42,000 
4,000 

180,000 
50,000 
40,000 
10,000 

100,000 
500 

4,500 
31,000 

The common stock outstanding was 500 shares on January 1 and then 1,500 shares were sold 
on June 30. During 20Y2, the company paid a dividend of ______ . No equipment was
sold during the year. The tax rate is 30% and 1/2 of 20Y2 were paid in 20Y2 and the rest will
be paid in 20Y3. The Note Payable requires an annual payment of $30,000 principal plus
interest at 6% on December 31 of each year. (Note- this is a service company- no COGS!) 

For the year ended 20Y2 prepare a Balance Sheet, Income Statement, Statement of 
Owners' Equity and Statement of Cash Flows. 

Problem 2 
Prepare Journal Entries for all of the following transactions: 
On January 1, 20Y2, Stacy Corporation began operations by selling 200,000 shares of $1 par
value stock to the public for $5 per share. On June 30, they sold 50,000 more shares at $6 per 
share. On July 1, they declared a dividend of $.25 per share, payable on July 30 to 
shareholders of record on July 15. On July 30 they paid the dividend. 

Problem 3 
On January 1 Collen Company began operations by issuing 10,000 shares of $1 par value 
stock for $10 per share. On June 30th they declared a $0 .10 per share dividend to shareholders 
of record on July 15th

, payable July 30th. Prepare all journal entries for the above 
transactions 
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Problem 4 

Once upon a time the following add appeared in a December, 20Y1 edition of the Athens 
newspaper-

For Sale: Apartment Building 
30 Units 
Average Rent for 20Y1 is expected to be $600 per month per unit 
2 years old 
Price 

-----

Upon investigation you found that it would require little or no work on your part. There was a rental 
agency which would keep the books, rent apartments, do evictions and other administrative tasks 
for 10% of the rent. Your investigation showed that the apartments stayed about 95% occupied and 
that occupancy rate is likely to continue. Additionally, the rental agency told you that you can 
expect rents to increase about 5% per year after 20Y1 year for the following three years 
(20Y2, 20Y3, and 20Y4) because the building is new. The repairs and maintenance costs are 
about $800 per month for 20Y1, 20Y2, 20Y3 and 20Y4. After that, you expect these to rise at 5% 
per year. You want to earn at least 20% on your investment. You figure you will hold on to the 
apartment for four years and then sell it for $800,000 (on Dec 31, 20Y4). All other cash 
expenses run $1,000 per month and will rise at 5% per year after 20Y1. Assume it is Jan 
1, 20Y1- what is the price you would pay for the apartment? Ignore taxes. 
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Balance Sheet 

Assets 
. .... . , -------- - ..... . 

Current Assets 
-----··------�----� 

Cash 
Accounts Receivable - Net 
Inventories 
Other current assets 

Total Current Assets 

$ 

--� ·- ---········-···-·- ·-· 

Net Fixed Assets 
Other Assets 

Total Assets 

Current Liabilities 
AccountsPayable 
Other Payables 

�--·�---�---

Current Portion- LongTerm Debt 
Total Current Liabilities 

Long-Term Debt- Net of Current Maturitiei 

Total Liabilities 

Owners' Equity 
Common Stock 

-- ---

·····�et9il1ed Earni11g�--·-
Total Owners' Equity 

$ 

$ 

20Y3 

- -------64:ifo -$ 44, 140 ! $ 
110,000 _ 60,000 I 

... ,,, ..• ,,,.,,.,,. .. ,., __ ,, _________ ,,,, ________ , ..•.•. ,, ... i•""'"" 

20Q,000 160,000 ! 
8,000 8,000 i 

·----�-��,-�10 - 2

212--_�o .. .. . ·� ... --0

1 

.

.

. 

4

0·�0·······. ···-- · · ···· .. ... 240,000 56 j ···--
. ...

10,000_. __ 
632,770 $ 

... I 

10,000 
-----+t-

so2,140 l_$ 

210 ,000 _ .. $ .. 150,0QQJ�--
28,000 . 32,000 I 
10,000 10,000 ! 

248,000 192,000 ! 

170,000 180,000

41�,000 a12,ooo 

120,000 120,000 I 
-- ---------·-·---·t--···-····-······ 

94,770 · 10,140 I 
214,770 130,140 ! 

20Y1 

87,000 : 
40,000 

80,000 

5,000 

212,000 : 

180,000 

_ 10,000 

402,000 

100,000 : 
38,000 ' 
10,000 

148,000 

190,000 . 

338,000, 

· ······120,000 :
(56,000)!
64,000 

Total Liabilities and Owners' Equity $
········ · ···-·-···- -- - ----·--··--············-···· ···-- --- -- -- ······-······-··········-·······----- -- - -- ·········----·-····-

632,770 $ so2, 140 J. __ $ __ 40_2 __ ,o_o_o 

. �-F Income Statement 
Sales 
Cost of sales 
•Gross MargJn .. _. --- --- ----- - ··-····-···-

$ 1, 100 ,000 $ 700,000 1, $ 
687,500 360,000 i 
412,5QQ 340,000 i 

--· ----- ----·-···-·1········ 
---- -- ---- - ----,·········· ······--·····- --- - - - -~~----------··········+-·-·-·· 

Qp13rating _l::)(p�ri�_es
:-·-

400,000 

240 ,000 

160,000 

Salaries and wages 110,000 100,000 ! 80,000 

Rent 48,000 ·· ···· 48,006 ! 48,000 

.. J}Jilitil3l5 _ ----····· 20,000._, ____ 19,000 i 18,000_: 
Advertising 25,000 I 20 ,000 i 15,000 i

'-------------�-----'----<--------C--.-----�-------4 

Vehicle expense.s(Gas, oil etc::) 29,000 i 26,000 - 13,000 i 
Depreciation 15,0QQ j .. 1 Q,Q00 .. 10,000 I 

. .  Qther Op _eratil}_g_l:;_)(p.e.11se� _______ _ 23,000 : 18,000 . 12,000 i 
Total Operating Exp�e_n_se_s ____ ... -�i __ ._270,000 __ i 241,000 , 196,000 i 

i --------
Income From Operations 
Oth13_r. l::)(penses 

Interest 
�-

Income Before Taxes 
Income Tax Expe.ri�e 
Net Income 

--� , 142,500 l �9,000 (36,00o)l 
i 

$ 

(21,600)\ 
120,900 

36,270 

84,630 $ 

. 76,20Q • 
. 

_(60,000)i 
6,060 

10,140 _$ __ (5_6,_oo_o): 

20Y2 
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Financial Analysis Part 1 Homework 

Problem 1 
Calculate all the ratios you have learned for both Declan's Doodads and Brayden's Bobbles 
(pages 132 &133). Market price of Declan's is $5.00 per share and Brayden's market price per 
share is $6.00. Compare and contrast the two companies using the ratios you have learned. 

Problem 28 The following information is for Kylie's Kappers at 12/31/Y1:

Cash 
Accounts Receivable 
Inventory 
Equipment 
Accumulated Depreciation 
Goodwill 

During 20Y2

$100,000 
50,000 
20,000 

360,000 
120,000 
300,000 

Accounts Payable $ 9,000 
Wages Payable 3,000 
Rent Payable 3,000 
Taxes Payable 11,300 
Note Payable- Bank 150,000 
Common Stock (10,000 shares) 100,000 
Retained Earnings 433,700 

Purchased merchandise costing $400,000, paid 25% down rest to be paid later. 
Sold merchandise costing $250,000 for $600,000, 50% cash and 50% on credit. 
Paid annual payment $35,000 on the Note Payable. (Payment each year is $20,000 + 

interest). Of that amount, $15,000 was for interest 
Received payments of $260,000 from customers who bought on credit. 
Paid 14 months' rent, $42,000. 
Paid a dividend of $5,000. 
Paid cash wages of $52,000- owed $6,000 at end of the year. 
Paid $95,000 for merchandise previously purchased for credit. 
Purchased piece of equipment for $50,000. Paid for by giving the seller a note for $50,000. 
The note carries interest at 8% and is repayable in 5 equal annual payments which include 

interest. 
The equipment was purchased on December 31 and the first payment is due one year from 

that date. 

Depreciation on all equipment for the year was $22,000. 
Paid utilities of $5,000, advertising of $3,000 and miscellaneous expenses of $6,000. 

On September 30 the company issued 1,000 shares for $10,000. 
The tax rate is 30% and 1/2 of 20Y2 taxes were paid during 20Y2. Also paid taxes due at

the end of 20Y1.

Purchased a piece of land on 12/31/Y1 for $20,000. Put 10% down and took out a
mortgage for the balance. The mortgage is due in one year. 

Prepare all journal entries to record the above plus any other journal entries you think are 
necessary. Post to T-Accounts. Prepare the P&L, Balance Sheet, Statement of Owners' 
Equity and the Statement of Cash Flows. 
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Homework Managerial I 

Problem 1. Salmon Company makes Things. Things sell for $30 each and cost $10 each to 
make. Fixed costs are estimated to be $2,500,000 next year. 

What is the breakeven point in units and sales dollars for Salmon based on the above 
information 

How many Things must Salmon sell to make $1,200,000 next year? 

Problem 2 Lama Lama Co. has given you the following income statement for June 20Y1. 

Sales 
Cost of goods sold 
Gross margin 

Operating expenses: 
Salaries and commissions 
Utilities 
Rent 
Other 

Total operating expenses 
_Income 

$ 80,000 
20,000 
22,000 
18,000 

$ 500,000 
300,000 
200,000 

140.000 
60,000 

Lama Lama sells one product, very fine red pajamas for $100 each. A 10% sales commission, 
included in Salaries and commissions is the only other variable cost. The manager tells you 
that this financial statement is not very helpful to her. 

Redo the income statement using the contribution margin format. 

For Lama Lama's, determine the break-even in sales dollars and in units 
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Managerial 2 Homework 

Problem 1. Stacy Company sells three different laundry baskets. The controller has prepared 
the following estimates for next year 

A B C 
Selling Price $12 $20 $30 
Variable Costs 4 5 8 

Estimated sales mix 60% 30% 10% 

Estimated Fixed Costs $1,590,000 

What is the weighted average contribution margin % ? 

How many of each of the laundry baskets does Stacy have to sell for the company to make 
$2,000,000? 

Problem 2 

Aisha Exterminating Company performs a wide variety of pest control services. Aisha, the 

owner, has been examining the following forecasts for 20Y1.

Type of Service 

Termites 
Lawn Pests 
Interior Pests 

Expected $ volume 

$480,000 
360,000 
360,000 

Total Fixed Costs are expected to be $560,000 

1 ) What is the weighted average contribution margin % ? 

2) What profit does Aisha expect?

Contribution Margin % 

60% 
50 
70 

3) The actual sales mix turned out to be 20% termites, 30% lawn pests and 50% interior
pests. Total actual sales were $1,200,000 and total fixed costs were $560,000.
Determine the actual weighted-average contribution margin and the net income.
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