SOLUTIONS TO EXERCISES - SERIES A - CHAPTER 1


EXERCISE 1-1 Solution
The three participants in the free business market are:

1.  Resource owners

3.

[image: image1.png]Exercise 1-2  Careers in accounting

While public and private accounting overlap, various professional certifications are designed to attest
to competency for specific arcas of interest.

Required
a. Name the most common professional certification held by public accountants. Describe the
general requirements for attaining this certification.

b. Name two types of professional certification, other than CPA. held by private accountants.
Describe the general requirements for attaining these certifications.




EXERCISE 1-2 Solution
a.
Professional certifications and requirements for public accountants:
b.
Prof. certifications and requirements for private accountants:

[image: image2.png]Exercise 1-3  Identifying the reporting entities

Karen White helped organize a charity fund to help cover the medical expenses of a friend of hers who
was seriously injured in a bicycle accident. The fund was named Vicky Hill Recovery Fund (VHR).
Karen contributed $1.000 of her own money to the fund. The $1.000 was paid to WKUX, a local radio
station that designed and played an advertising campaign to educate the public as to the need for help.





 INCLUDEPICTURE "https://gyazo.com/1d2705c39b35613ab2242c491928e367.png" \* MERGEFORMATINET [image: image3.png]‘The campaign resulted in the collection of $20.000 cash. VHRF paid $12.000 to Mercy Hospital to cover
Vicky's outstanding hospital cost. The remaining $8.000 was contributed to the National Cyclist Fund.

Required

Identify the entities that were mentioned in the scenario and explain what happened to the cash ac-
counts of each entity that you identify.




EXERCISE 1-3 Solution
	Entities mentioned:
	Effect on cash:

	Vicky Hill Recovery Fund
	Increase for cash contributions, $21,000

Decrease for 
Decrease for 
Decrease for 


	
	

	Karen White
	

	
	

	WKUX
	

	
	

	Public
	

	
	

	Mercy Hospital
	

	
	

	National Cyclist Fund
	


[image: image4.png]Exercise 1-4  Key definitions and missing information in the accounting equation

Required

2. Match the terms (identified as a through g) with the definitions and phrases (marked 1 through 7).
For example the term “a. Assets” matches with definition 7. Economic resources that will be used
by a business to produce revenue.

a. Assets 1.
business in exchange for an ownership interest in the business.
b. Common Stock 2. Common Stock + Retained Earnings.
<. Creditors 3. Certifcates that evidence ownership in a company.
d. Liability 4. Assets - Liabilities — Common Stock.
e. Retained Earnings 5. An obligation to pay cash in the future.
. Stockholders 6. Individuals or institutions that have loaned goods or services to a business.
g. Stockholders’ Equity 7. Economic resources that will be used by a business to produce revenue.

b. Calculate the missing amounts in the following table:

Stockholders’ Equity

Common Retained

Company Assets = Liabilities + Stock + Earnings
A $ 2 $25,000 $48,000 $50,000
B 40,000 ? 7,000 30,000
c 75,000 15,000 ? 42,000
D 125,000 45,000 60,000 ?




EXERCISE 1-4 Solution
a.

	
	Term
	
	Definition

	a.
	Assets
	7.
	Economic resources that will be used by a business to produce revenue.

	b.
	Common Stock
	
	

	c.
	Creditors
	
	

	d.
	Liability
	
	

	e.
	Retained Earnings
	
	

	f.
	Stockholders
	
	

	g.
	Stockholders’ Equity
	
	


b.
	Accounting Equation

	

	
	
	
	
	
	Stockholders’ Equity

	
	
	
	
	
	Common
	
	Retained

	Company
	Assets
	=
	Liabilities
	+
	Stock
	+
	Earnings

	A
	
	=
	25,000
	+
	48,000
	+
	50,000

	B
	40,000
	=
	
	
	7,000
	+
	30,000

	C
	75,000
	=
	15,000
	+
	
	+
	42,000

	D
	125,000
	=
	45,000
	+
	60,000
	+
	

	
	
	
	
	
	
	
	


[image: image5.png]Exercise 1-5  Effect of events on the accounting equation
Olive Enterprises experienced the following events during 2018:

Acquired cash from the issue of common stock.

Paid cash to reduce the principal on a bank note.
Sold land for cash at an amount equal to s cost.
Provided services to clients for cash.

Paid utilities expenses with cash.

Paid a cash dividend to the stockholders.

Required

LAl LI I

Explain how cach of the events would affect the accounting equation by writing the letter I for
increase, the letter D for decrease, and NA for does not affect under cach of the components of the
accounting equation. The first event is shown as an example.

Stockholders’ Equity

Event Common  Retained

Number Wl Assets = Liabilities + Stock + Eamings
1 [

NA 1 NA




EXERCISE 1-5 Solution
	Olive Enterprises

Accounting Equation

	

	
	
	
	
	
	Stockholders’

Equity

	Event 

Number
	Assets
	=
	Liabilities
	+
	Common Stock
	Retained Earnings

	1.
	I
	
	NA
	
	I
	NA

	2.
	
	
	
	
	
	

	3.
	
	
	
	
	
	

	4.
	
	
	
	
	
	

	5.
	
	
	
	
	
	

	6.
	
	
	
	
	
	

	
	
	
	
	
	
	


[image: image6.png]Exercise 1-6  Effect of transactions on general ledger accounts

At the beginning of 2018, Better Corp.’s accounting records had the following general ledger accounts.
and balances:

BETTER CORP.
Accounting Equation
Acct. Titles
Event Assets. = | Liabilties ~+  Stockholders Equity for RE
Notes Common Retained
Cash | Land Payable Stock  Eamings
Balance
112018 | 10,000 | 20,000 12,000 7,000 11,000

Better Corp. completed the following transactions during 2018:

Purchased land for $5.000 cash.
Acquired $25.000 cash from the issue of common stock.

Received $75,000 cash for providing services to customers.

Paid cash operating expenses of $42.000.

Borrowed $10,000 cash from the bank.

Paid a $5,000 cash dividend to the stockholders.

Determined that the market value of the land purchased in event 1 is $35.000.

Nawswe e




[image: image7.png]Required

Record the transactions in the appropriate general ledger accounts. Record the amounts of reve-
nue, expense, and dividends in the Retained Earnings column. Provide the appropriate titles for
these accounts in the last column of the table.

As of December 31, 2018, determine the total amount of assets, liabilitics, and stockholders’
equity and present this information in the form of an accounting equation.

What is the amount of total assets, liabilities, and stockholders’ equity as of January 1, 2019?




EXERCISE 1-6 (cont.) Solution
a. 
	Better Corporation

Accounting Equation for 2018

	

	
	
	Assets
	=
	Liabilities
	+
	Stockholders’ Equity

	Event
	
	Cash
	+
	Land
	=
	Notes

Payable
	+
	Com.

Stock
	+
	Retained Earnings
	Acct. 

Title/RE

	Bal. 1/1/18
	
	10,000
	
	20,000
	
	12,000
	
	7,000
	
	11,000
	

	1. Pur. Land
	
	(5,000)
	
	5,000
	
	NA
	
	NA
	
	NA
	NA

	2. Issued stk.
	
	
	
	
	
	
	
	
	
	
	

	3. Provide Svc.
	
	
	
	
	
	
	
	
	
	
	

	4. Paid Exp.
	
	
	
	
	
	
	
	
	
	
	

	5. Loan
	
	
	
	
	
	
	
	
	
	
	

	6. Paid Div.
	
	
	
	
	
	
	
	
	
	
	

	7. Land Value
	
	
	
	
	
	
	
	
	
	
	

	Totals
	
	
	+
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	


b.

	Assets
	=
	Liabilities
	+
	Stockholders’ Equity

	
	=
	
	+
	


c. 


Assets


Liabs.


S. Eq.
      1/1/2019
______


______


______
[image: image8.png]Exercise 1-7  Missing information and recording events

As of December 31, 2018, Moss Company had total cash of $195,000, notes payable of $90,500, and
‘common stock of $84,500. During 2019, Moss earned $42,000 of cash revenue, paid $24,000 for cash
expenses, and paid a $3,000 cash dividend to the stockholders.

Required

. Determine the amount of retained carnings as of December 31, 2018.

b. Create an accounting equation and record the beginning account balances under the appropriate
elements.

¢. Record the revenue, expense, and dividend events under the appropriate elements of the account-
ing equation created in Requirement b.

d. Prove the equality of the accounting equation as of December 31, 2019.

e. Identify the beginning and ending balances in the Cash and Common Stock accounts. Explain
why the beginning and ending balances in the Cash account are different, but the beginning and
ending balances in the Common Stock account remain the same.




EXERCISE 1-7 Solution
a.  

	Assets
	=
	Liabilities
	+
	Stockholders’ Equity

	Cash
	=
	Note Payable
	+
	Common Stock
	+
	Retained Earnings

	
	=
	
	+
	
	+
	?


b. & c.

	Moss Company

Effect of 2019 Transactions on the Accounting Equation 

	

	
	Assets
	=
	Liabilities
	+
	Stockholders’ Equity

	
	
	
	Notes
	
	Common
	
	Retained

	Event
	Cash
	=
	Payable
	+
	Stock
	+
	Earnings

	Beginning Balances
	
	
	
	
	
	
	

	1. Earned Revenue
	
	
	
	
	
	
	

	2. Paid expenses
	
	
	
	
	
	
	

	3. Paid dividend
	
	
	
	
	
	
	

	Ending Balance
	210,000
	=
	
	
	
	+
	35,000

	
	
	
	
	
	
	
	


EXERCISE 1-7 (cont.)

d.

	Cash
	=
	Note Payable
	+
	Common Stock
	+
	Retained Earnings

	
	
	
	
	
	
	


Liabilities + Stockholders’ Equity =__________ 

Assets       =  Liabilities + Stockholders’ Equity

_________ =__________+__________
e.





Cash


Common Stock

Beg. Bal.


___________
___________

End. Bal.

Explaination:
[image: image9.png]Exercise 1-8  Account titles and the accounting equation

The following account itles were drawn from the general ledger of Holt Food Supplies, Incorporated
(HFSI): Computers, Operating Expenses, Rent Revenue, Building, Cash, Notes Payable, Land, Utili-
ties Payable, Utilities Expense, Trucks, Gasoline Expense, Retained Earnings, Supplics, Accounts
Payable, Office Furniture, Salaries Expense, Common Stock., Service Revenue, Interest Expense,
Dividends. Supplies Expense.




[image: image10.png]Required

a. Create an accounting equation using the elements assets, liabilities, and stockholders” equity. List
each account title under the element of the accounting equation to which it belongs.

b. Will all businesses have the same number of accounts? Explain your answer.




EXERCISE 1-8 Solution
a.

	
	Assets
	=
	Liabilities  
	+
	Stockholders’ Equity
	

	
	Computers 
	
	Notes Payable
	
	Operating Expenses 
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	


b.
 Will all businesses have the same account?
[image: image11.png]Exercise 1-9 Interpreting the accounting equation

Jones Enterprises was started when it acquired $6,000 cash from creditors and $10,000 from owners.
The company immediately purchased land that cost $12.000.

Required

2. Record the events under an accounting equation.

b. Afterall events have been recorded, Jones’s obligations to creditors represent what percent of total

assets?

c. After all events have been recorded. Jones's stockholders” equity represents what percentage of
total assets?

d. Assume the debt is due. Given that Jones has $10,000 in stockholders’ equity, can the company
repay the creditors at this point? Why or why not?




EXERCISE 1-9 Solution
a.

	
	Cash
	+
	Land
	=
	Creditors
	+
	Stockholders’

Equity
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Bal.
	
	+
	
	=
	
	+
	
	

	
	
	
	
	
	
	
	
	


b.
Creditor’s Claim ÷ __________= Percent of Total

c.


d.
Can the company pay its creditors and Why?
[image: image12.png]Exercise 1-10  Interpreting the accounting equation
The financial condition of White Co. Inc. is expressed in the following accounting equation:

Assets = Liabilities + Common stock + Retained carnings
$1,800 Cash + $12,000 Land =  $6,000 +  $5000  + $2,800
Required

. Are dividends paid to creditors or investors? Explain why.
How much cash is in the Retained Earnings account?

Determine the maximum dividend White Co. Inc. can pay.

I the obligation to creditors is due, can White Co. Inc. repay the loan? Why or why not?

Suppose the land sinks into the sea as a result of an carthquake and a resulting tsunami. The busi-
ness is then liquidated. How much cash will creditors receive? How much cash will investors re-
ceive? (Assume there are no legal fees or other costs of liquidation.)

[N




EXERCISE 1-10 Solution
a.
Are dividends are paid to investors?  Explain:.  
b.
Cash in Retained Earnings:.

c.
Maximum dividend:
d.
Can White repay the loan:

e..
Cash creditors receive:

Cash investors receive:

[image: image13.png]Exercise 1-11  Differences between interest and dividends

The following account balances were drawn from the financial records of Kent Company (KC) as of
January 1, 2018: Assets, $35.000; Liabilitics, $6,000; Common Stock, $12,000; and Retained Earn-
ings, $17.000. KC has agreed to pay the creditors $400 of interest per year. Further, KC agrees that for
the 2018 fiscal year any annual carnings remaining after the interest charges will be paid out as divi-
dends to the owners.

Required

. Assuming KC carns a before interest expense recognition profit of $1,600 during 2018, determine
the amount of interest and dividends paid.

b. Assuming KC carns a before interest expense recognition profit of $900 during 2018, determine
the amount of interest and dividends paid.

c. Assuming KC earns a before interest expense recognition profit of $300 during 2018, determine
the amount of interest and dividends paid.





EXERCISE 1-11 Solution
a.
Creditors receive __________interest payment. 
Investors receive __________dividends.

b.
Interest paid__________.

Dividends paid__________.

c.
Interest paid__________.


Dividends paid__________ 
[image: image14.png]Exercise 1-12  Distribution in a business liquidation
Assume that Harris Company acquires $3,600 cash from creditors and $4.200 cash from investors.

Required

a. Explain the primary differences between investors and creditors.

b. If Harris has net income of $2,000 and then liquidates, what amount of cash will the creditors
receive? What amount of cash will the investors receive?




[image: image15.png]c. If Harris has a net loss of $2.000 cash and then liquidates, what amount of cash will the creditors
receive? What amount of cash will the investors receive?

d. If Harris has a net loss of $4.900 cash and then liquidates, what amount of cash will the creditors
receive? What amount of cash will the investors receive?




EXERCISE 1-12 Solution
a.
Differences between investors and creditors:
b
	Harris Company

Accounting Equation

	Event
	Assets
	=
	Liabilities  
	+
	Stockholders’ Equity

	Acquired assets
	
	
	
	
	

	Earned income
	
	
	
	
	

	Balance
	
	
	
	
	


Investors:
Creditors:
c
	Harris Company

Accounting Equation

	Event
	Assets
	=
	Liabilities  
	+
	Stockholders’ Equity

	Acquired assets
	
	
	
	
	

	Incurred loss
	
	
	
	
	

	Balance
	
	
	
	
	


Investors:
Creditors:

EXERCISE 1-12 Solution (cont.)

d.
	Harris Company

Accounting Equation

	Event
	Assets
	=
	Liabilities  
	+
	Stockholders’ Equity

	Acquired assets
	
	
	
	
	

	Incurred loss
	
	
	
	
	

	Balance
	
	
	
	
	


Investors:
Creditors:
[image: image16.png]Exercise 1-13  Classifying events as asset source, use, or exchange
Nevada Companies experienced the following events during its first year of operations:

1. Acquired $1,000 cash from the issue of common stock.
2. Paid $24 cash for utilities expense.
3. Paid a $1,500 cash dividend to the stockholders.
4. Provided boarding services for $6,000 cash.
5. Purchased additional land for $2.500 cash.
6. Determined the market value of the land to be $24.000 at the end of the accounting period.
7. Acquired an additional $16.000 cash from the issue of common stock.
8. Paid $3,500 cash for salary expense.
9. Borrowed $10,000 cash from New South Bank.
10. Paid $6.000 cash to purchase land.
11. Provided additional boarding services for $10,500 cash.

Required

Classify cach event as an asset source, use, or exchange transaction or as not applicable (NA).




EXERCISE 1-13 Solution
	Event
	Classification

	1.
	Asset Source

	2.
	

	3.
	

	4.
	

	5.
	

	6.
	

	7.
	

	8.
	

	9.
	

	10.
	

	11.
	

	
	


[image: image17.png]Exercise 1-14  Missing information for determining net income

The December 31, 2018, balance sheet for Deen Company showed total stockholders equity of
$156,000. Total stockholders’ equity increased by $65.000 between December 31, 2018, and
December 31, 2019, During 2019, Deen Company acquired $20,000 cash from the issue of common
stock. The company paid a $5.000 cash dividend to the stockholders during 2019.

Required

Determine the amount of net income or loss Deen reported on its 2019 income statement. (Hint:
Remember that stock issues, net income, and dividends all change total stockholders” equity.)




EXERCISE 1-14 Solution
Steps:

1.

Common Stock Issued 
= Change in Common Stock
 

$20,000 (given)
= ____________
2.

Change in Stk. Equity
=
Change in Com. Stock + Change in Ret. Earn.

$65,000 (given)
=
____________________+__________________
3.

Increase in Ret. Earn.
=
Net Income
(
Dividends

________________  =
___________ ( __________(given)

EXERCISE 1-14 Solution (cont.)

Alternate Solution:

From the Statement of Changes in Stockholders’ Equity we know (with minor modifications):

	
	
	

	Beginning Total Stk. Equity, 1/1/2018
	
	

	(Common Stock + Retained Earnings)
	
	

	
	
	

	Plus: 
	
	

	Plus: 
	
	

	Less: 
	
	

	Change in Stockholders’ Equity
	
	

	
	
	

	Ending Total Stk. Equity, 12/31/2018
	
	

	
	
	


Working backwards from the change in equity we can solve for net income:

	
	

	Change in Stockholders’ Equity, 2018
	

	Plus: 
	

	Less: 
	

	Net Income, 2018
	

	
	


[image: image18.png]Exercise 1-15  Preparing an income statement and a balance sheet

Mijka Company was started on January 1, 2018. During 2018, the company experienced the following
three accounting events: (1) carned cash revenues of $28,600, (2) paid cash expenses of $13,200, and
(3) paid a $1.500 cash dividend to its stockholders. These were the only events that affected the com-
pany during 2018.

Required

a. Create an accounting equation and record the effects of each accounting event under the appropri-
ate general ledger account headings.

b. Preparc an income statement, statement of changes in stockholders” equity, and a balance sheet
dated December 31, 2018, for Mijka Company.

c. Explain why the income statement uses different terminology to date the income statement than is
used to date the balance sheet.




EXERCISE 1-15 Solution
a.

	Mijka Company

Accounting Equation for 2018

	

	
	Assets
	=
	Liabilities
	+
	Stockholders’ Equity

	
	
	
	
	
	Common
	
	Retained

	Event
	Cash
	=
	
	+
	Stock
	+
	Earnings

	1. Cash revenues
	
	
	
	
	
	
	

	2. Paid expenses
	
	
	
	
	
	
	

	3. Paid dividend
	
	
	
	
	
	
	

	Ending Balance
	
	=
	
	+
	
	+
	

	
	
	
	
	
	
	
	


b.

	Mijka Company

Income Statement

For the Year Ended December 31, 2018

	
	
	
	

	
	
Revenue
	
	

	
	
Expense
	
	

	
	
Net Income
	
	

	
	
	
	


EXERCISE 1-15 Solution (cont.)

	Mijka Company

Statement of Changes in Stockholders’ Equity

For the Year Ended December 31, 2018

	
	
	
	
	

	
	Beginning Common Stock
	
	
	

	
	Plus: 
	
	
	

	
	Ending Common Stock
	
	
	

	
	
	
	
	

	
	Beginning Retained Earnings
	
	
	

	
	Plus:
	
	
	

	
	Less: 
	
	
	

	
	Ending Retained Earnings
	
	
	

	
	
	
	
	

	
	Total Stockholders’ Equity
	
	
	

	
	
	
	
	


	Mijka Company

Balance Sheet

As of December 31, 2018

	
	
	
	
	

	
	Assets
	
	
	

	
	

	
	
	

	
	

	
	
	

	
	Liabilities
	
	$       -0-
	

	
	
	
	
	

	
	Stockholders’ Equity
	
	
	

	
	
	$       -0-
	
	

	
	
	
	
	

	
	Total Stockholders’ Equity
	
	
	

	
	
	
	
	

	
	Total Liabilities and Stockholders’ Equity
	
	
	

	
	
	
	
	


c.
Explanation for differences in terminology:
[image: image19.png]Exercise 1-16  Historical cost versus market value

Lakeside, Inc. purchased land in January 2009 at a cost of $250,000. The estimated market value of
the land is $425,000 as of December 31, 2018.





 INCLUDEPICTURE "https://gyazo.com/24ee7f7d16f7bdca5ce04ac87d65ab0b.png" \* MERGEFORMATINET [image: image20.png]Required
. Name the December 31, 2018, financial statement(s) on which the land will be shown.
b. Atwhat dollar amount will the land be shown in the financial statement(s)?

. Name the key concept that will be used in determining the dollar amount that will be reported for
land that is shown in the financial statement(s).




EXERCISE 1-16 Solution
a. 
Financial Statement:
b.
Dollar Amount of Land:
c.
Key Concept:
[image: image21.png]Exercise 1-17  Statement of cash flows

On January 1, 2018, Moore, a fast-food company, had a balance in its Cash account of $45,800. Dur-
ing the 2018 accounting period, the company had (1) net cash inflow from operating activities of
$24.800, (2) net cash outflow for investing activities of $16,000, and (3) net cash outflow from financ-
ing activities of $6.,800.

Required

a. Prepare a statement of cash flows.

b. Provide a reasonable explanation as to what may have caused the net cash inflow from operating
activities.

c. Provide a reasonable explanation as to what may have caused the net cash outflow from investing
activities.

d. Provide a reasonable explanation as to what may have caused the net cash outflow from financing
activities.




EXERCISE 1-17 Solution
a.

	Moore Company

Statement of Cash Flows

For the Year Ended December 31, 2018

	
	
	
	
	

	
	Cash Flows From Operating Activities:
	
	
	

	
	    Net Cash Inflow from Operating Activities
	
	
	

	
	
	
	
	

	
	Cash Flows From Investing Activities:
	
	
	

	
	    Net Cash Outflow from Investing Activities
	
	
	

	
	
	
	
	

	
	Cash Flows From Financing Activities:
	
	
	

	
	    Net Cash Outflow from Financing Activities
	
	
	

	
	
	
	
	

	
	Net Increase in Cash
	
	
	

	
	Plus: Beginning Cash Balance
	
	
	

	
	Ending Cash Balance
	
	
	

	
	
	
	
	


EXERCISE 1-17 Solution (cont.)

b.
Causes of Operating Activity Cash Flows:
c.
Causes of Investing Activity Cash Flows:
d.
Causes of Financing Activity Cash Flows
[image: image22.png]Exercise 1-18  Prepare a statement of cash flows
All-Star Automotive Company experienced the following accounting events during 2018

1. Performed services for $25,000 cash.
2. Purchased land for $6,000 cash.

3. Hired an accountant to keep the books.

4. Received $50.000 cash form the issue of common stock.
5. Borrowed $5.000 cash from State Bank.

6. Paid $14,000 cash for salary expense.

7. Sold land for $9,000 cash.

8. Paid $10,000 cash on the loan from State Bank.

9. Paid $2.800 cash for utilities expense.
10. Paid a cash dividend of $5.000 to the stockholders.

Required

a. Indicate how cach of the events would be classified on the statement of cash flows as operating
activities (OA), investing activities (IA), financing activities (FA), or not applicable (NA).

b. Preparc a statement of cash flows for 2018. Assume All-Star Automotive Company had a begin-
ning cash balance of $9,000 on January 1,2018.




EXERCISE 1-18 Solution
a.

	Event
	Statement of Cash Flow Classification

	1.
	OA

	2.
	

	3.
	

	4.
	

	5.
	

	6.
	

	7.
	

	8.
	

	9.
	

	10.
	


EXERCISE 1-18 Solution (cont.)

b.

	All-Star Automotive Company

Statement of Cash Flows

For the Year Ended December 31, 2018

	
	
	
	
	

	
	Cash Flows From Operating Activities:
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Net Cash Flow from Operating Activities
	
	$8,200
	

	
	
	
	
	

	
	Cash Flows From Investing Activities
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Net Cash Flow from Investing Activities
	
	3,000
	

	
	
	
	
	

	
	Cash Flows From Financing Activities:
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Net Cash Flow from Financing Activities
	
	40,000
	

	
	
	
	
	

	
	Net Increase in Cash
	
	
	

	
	Plus: Beginning Cash Balance
	
	
	

	
	Ending Cash Balance
	
	
	

	
	
	
	
	


[image: image23.png]Exercise 1-19  Preparing financial statements

Dakota Company experienced the following events during 2018:

Acquired $30,000 cash from the issue of common stock.

Paid $12,000 cash to purchase land.

Borrowed $10,000 cash.

Provided services for $20,000 cash.

Paid $1,000 cash for utilities expense.

Paid $15.000 cash for other operating expenses.

Paid a $2.000 cash dividend to the stockholders.

Determined that the market value of the land purchased in Event 2 s now $12.700.

E AN I I o o





 INCLUDEPICTURE "https://gyazo.com/10489d63a964aca226ba9d570313b739.png" \* MERGEFORMATINET [image: image24.png]Required

. The January 1, 2018, general ledger account balances are shown in the following accounting equa-

tion. Record the cight events in the appropriate general ledger accounts. Record the amounts of
revenue, expense, and dividends in the Retained Earnings column. Provide the appropriate titles
for these accounts in the last column of the table. The first event is shown as an example.

DAKOTA COMPANY
Accounting Equation
Acct. Titles
Event Assets. = +  Stockholders’ Equity for RE
Common  Retained
Cash | Land Payable Stock  Eamings
Balance
112018 2,000 | 12,000 0 6,000 8,000
1 30,000 30,000

Prepare an income statement, statement of changes in equity, year-end balance sheet, and state-
‘ment of cash flows for the 2018 accounting period.

Determine the percentage of assets that were provided by retained carnings. Round to three deci-
mal places. How much cash is in the retained earnings account?




EXERCISE 1-19 (cont.) Solution
a.

	Dakota Company

Accounting Equation for 2018

	

	
	
	Assets
	=
	Liabilities
	+
	Stockholders’ Equity

	Event
	
	Cash
	+
	Land
	=
	Notes

Payable
	+
	Com.

Stock
	+
	Retained Earnings
	Acct. 

Title/RE

	Bal. 1/1/18
	
	2,000
	
	12,000
	
	-0-
	
	6,000
	
	8,000
	

	1. Issued stk.
	
	30,000
	
	NA
	
	NA
	
	30,000
	
	NA
	 NA

	2. Pur. Land
	
	
	
	
	
	
	
	
	
	
	

	3. Loan
	
	
	
	
	
	
	
	
	
	
	

	4. Provide Svc.
	
	
	
	
	
	
	
	
	
	
	

	5. Paid Utilities
	
	
	
	
	
	
	
	
	
	
	

	6. Pd. Op. Exp.
	
	
	
	
	
	
	
	
	
	
	

	7. Paid Div.
	
	
	
	
	
	
	
	
	
	
	

	8. Land Value
	
	
	
	
	
	
	
	
	
	
	

	Totals
	
	
	+
	
	=
	
	+
	
	+
	
	

	
	
	
	
	
	
	
	
	
	
	
	


b.

	Dakota Company

Income Statement

For the Year Ended December 31, 2018

	
	
	
	

	
	Service Revenue
	
	

	
	Utilities Expense
	
	

	
	Operating Expense
	
	

	
	Net Income
	
	

	
	
	
	


EXERCISE 1-19 b. Solution (cont.)

	Dakota Company

Statement of Changes in Stockholders’ Equity

For the Year Ended December 31, 2018

	
	
	
	
	

	
	Beginning Common Stock
	
	
	

	
	Plus: Common Stock Issued
	
	
	

	
	Ending Common Stock
	
	
	

	
	
	
	
	

	
	Beginning Retained Earnings
	
	
	

	
	Plus: Net Income
	
	
	

	
	Less: Dividends
	
	
	

	
	Ending Retained Earnings
	
	
	

	
	
	
	
	

	
	Total Stockholders’ Equity
	
	
	

	
	
	
	
	


	Dakota Company

Balance Sheet

As of December 31, 2018

	
	
	
	
	

	
	Assets
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Total Assets
	
	
	

	
	

	
	
	

	
	Liabilities
	
	
	

	
	

	
	
	

	
	Total Liabilities
	
	
	

	
	
	
	
	

	
	Stockholders’ Equity
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Total Stockholders’ Equity
	
	
	

	
	
	
	
	

	
	Total Liabilities and Stockholders’ Equity
	
	
	

	
	
	
	
	


EXERCISE 1-19 b. Solution (cont.)

	Dakota Company

Statement of Cash Flows

For the Year Ended December 31, 2018

	
	
	
	
	

	
	Cash Flows From Operating Activities:
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Net Cash Flow from Operating Activities
	
	$ 4,000
	

	
	
	
	
	

	
	Cash Flows From Investing Activities:
	
	
	

	
	

	
	
	

	
	Net Cash Flow from Investing Activities
	
	
	

	
	
	
	
	

	
	Cash Flows From Financing Activities:
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Net Cash Flow from Financing Activities
	
	38,000
	

	
	
	
	
	

	
	Net Increase in Cash
	
	
	

	
	Plus: Beginning Cash Balance
	
	
	

	
	Ending Cash Balance
	
	
	

	
	
	
	
	


c.
Percentage of assets provided by retained earnings:

[image: image25.png]Exercise 1-20  Relating accounting events to entities

Riley Company paid $60,000 cash to purchase land from Smally Company in 2018. Smally originally
paid $60,000 for the land.

Required

. Was this event an asset source, use, or exchange transaction for Riley Company?
b. Was this event an asset source, use, or exchange transaction for Smally Company?

€. Was the cash flow an operating, investing, or financing activity on Riley Company’s 2018 state-
ment of cash flows?

d. Was the cash flow an operating, investing, or financing activity on Smally Company’s 2018 state-
ment of cash flows?




EXERCISE 1-20 Solution
a.
	a.
	Riley Company:



	b.
	Smally Company:


	c.
	Riley Company:



	d.
	Smally Company:



[image: image26.png]Exercise 1-21  Preparing financial statements—retained earnings emphasis

On January 1, 2018, the following information was drawn from the accounting records of Carter Com-
pany: cash of $800; land of $3.500; notes payable of $600; and common stock of $1.000.

Required

a. Determine the amount of retained earnings as of January 1,2018.

b. After looking at the amount of retained earnings, the chief exccutive officer (CEO) wants to pay a
$1,000 cash dividend to the stockholders. Can the company pay this dividend? Why or why not?

¢ Asof January 1, 2018, what percentage of the assets were acquired from creditors? Round to three
decimal places.

d. Asof January 1, 2018, what percentage of the assets were acquired from investors? Round to three
decimal places.

e. Asof January 1,2018, what percentage of the assets were acquired from retained carnings? Round
to three decimal places.

f. Create an accounting equation using percentages instead of dollar amounts on the right side of the
equation.

g During 2018, Carter Company carned cash revenue of $1,800, paid cash expenses of $1,200, and
paid a cash dividend of $500. Prepare an income statement, statement of changes in stockholders
equity, a balance sheet, and a statement of cash flows dated December 31, 2018. (Hint: It is help-
ful to record these events under an accounting equation before preparing the statements.)





[image: image27.png]. Comment on the ierminology used to date cach statement.

. An appraiser determines that as of December 31, 2018, the market value of the land is $4,200.
How will this fact change the financial statements?

‘What is the balance in the Revenue account on January 1, 20197

-




EXERCISE 1-21 Solution
a.

	Carter Company

Accounting Equation as of January 1, 2018

	

	Assets
	=
	Liabilities
	+
	Stockholders’ Equity

	
	
	
	
	Notes
	
	Common
	
	Retained

	Cash
	+
	Land
	=
	Payable
	+
	Stock
	+
	Earnings

	
	
	
	
	
	
	
	
	?

	
	
	
	
	
	
	
	
	


EXERCISE 1-21 Solution (cont.)
b. Can the company pay a dividend?


Why:

c.
Percentage of Assets from Creditors:

Total Assets =


Creditor’s Loans ÷ Total Assets =
d.
Percentage of Assets from Investors:
e.
Percentage of Assets from Retained Earnings:
EXERCISE 1-21 Solution (cont.)
f.

	Carter Company

Accounting Equation as of January 1, 2018

	

	Assets
	=
	Liabilities
	+
	Stockholders’ Equity

	
	
	
	
	Notes
	
	Common
	
	Retained

	Cash
	+
	Land
	=
	Payable
	+
	Stock
	+
	Earnings

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	


g.

	Carter Company

Accounting Equation as of December 31, 2018

	

	Assets
	=
	Liabilities
	+
	Stockholders’ Equity

	
	
	
	
	
	Notes
	
	Common
	
	Retained
	

	
	Cash
	+
	Land
	=
	Payable
	+
	Stock
	+
	Earnings
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	


	Carter Company

Income Statement

For the Year Ended December 31, 2018

	
	
	
	

	
	Revenue
	
	

	
	Expenses
	
	

	
	Net Income
	
	

	
	
	
	


EXERCISE 1-21 g. Solution (cont,)
	Carter Company

Statement of Changes in Stockholders’ Equity

For the Year Ended December 31, 2018

	
	
	
	
	

	
	Beginning Common Stock
	
	
	

	
	Plus: Common Stock Issued
	
	
	

	
	Ending Common Stock
	
	
	

	
	
	
	
	

	
	Beginning Retained Earnings
	
	
	

	
	Plus: Net Income
	
	
	

	
	Less: Dividends
	
	
	

	
	Ending Retained Earnings
	
	
	

	
	
	
	
	

	
	Total Stockholders’ Equity
	
	
	

	
	
	
	
	


	Carter Company

Balance Sheet

As of December 31, 2018

	
	
	
	
	

	
	Assets
	
	
	

	
	
Cash
	
	
	

	
	
Land
	
	
	

	
	Total Assets
	
	
	

	
	

	
	
	

	
	Liabilities
	
	
	

	
	
Notes Payable
	
	
	

	
	Total Liabilities
	
	
	

	
	
	
	
	

	
	Stockholders’ Equity
	
	
	

	
	
Common Stock
	
	
	

	
	
Retained Earnings
	
	
	

	
	Total Stockholders’ Equity
	
	
	

	
	
	
	
	

	
	Total Liabilities and Stockholders’ Equity
	
	
	

	
	
	
	
	


EXERCISE 1-21 g. Solution (cont.)
	Carter Company

Statement of Cash Flows

For the Year Ended December 31, 2018

	
	
	
	
	

	
	Cash Flows From Operating Activities:
	
	
	

	
	
Cash Receipts from Customers
	
	
	

	
	
Cash Payments for Expenses
	
	
	

	
	Net Cash Flow from Operating Activities
	
	
	

	
	
	
	
	

	
	Cash Flows From Investing Activities:
	
	
	

	
	
	
	
	

	
	Cash Flows From Financing Activities:
	
	
	

	
	
Cash Payments for Dividends
	
	
	

	
	Net Cash Flow from Financing Activities
	
	
	

	
	
	
	
	

	
	Net Increase in Cash
	
	
	

	
	Plus: Beginning Cash Balance
	
	
	

	
	Ending Cash Balance
	
	
	

	
	
	
	
	


h.
Comment on Terminology:

i.
How will change in value of land affect financial statements?

j.
Balance in revenue Jan. 1, 2019:
[image: image28.png]Exercise 1-22  Preparing financial statements—cash flow emphasis

As of January 1, 2018, Room Designs, Inc. had a balance of $9.900 in Cash, $3,500 in Common
Stock, and $6.400 in Retained Earnings. These were the only accounts with balances in the ledger on
January 1, 2018. Further analysis of the company’s cash account indicated that during the 2018 ac-
counting period, the company had (1) net cash inflow from operating activities of $9.800, (2) net cash
outflow for investing activities of $16,500, and (3) net cash inflow from financing activities of
$11,000. All revenue and expense events were cash events. The following accounts and balances rep-
resent the general ledger of Room Designs, Inc. as of December 31, 2018, before closing.

ROOM DESIGNS, INC.
General Ledger

Assets = Liabilities + Stockholders’ Equity
Notes. Common
Cash Payable Stock Revenue

Bal. 14200 Bal. 9,000 Bal 7500 Bal 18,100

Land Retained
Bal. 16500 _ Famings  Expenses
Bal. 6400 Bal 8300

Dividends

Bal. 2,000




[image: image29.png]Required

. Assume that the net cash inflow from financing activities of $11,000 was caused by three events.
Based on the information given, identify these events and determine the cash flow associated with
each event.

b. What did the company purchase that resulted in the cash outflow from investing activities?

c. Prepare an income statement, statement of changes in stockholders’ equity, balance sheet, and
statement of cash flows.




EXERCISE 1-22 (cont.) Solution
a.


	Cash Flows From Financing Activities:
	

	
Cash Receipts from Loan
	

	
Cash Receipts from Stock Issue
	

	
Cash Payments for Dividends
	

	Net Cash Flow from Financing Activities
	


b.
Cash outflow under Investing Activities:
c.
 

	Room Designs, Inc.

Income Statement

For the Year Ended December 31, 2018

	
	
	
	

	
	Revenue
	
	

	
	Expenses
	
	

	
	Net Income
	
	

	
	
	
	


EXERCISE 1-22 c. Solution (cont.)

	Room Designs, Inc.

Statement of Changes in Stockholders’ Equity

For the Year Ended December 31, 2018

	
	
	
	
	

	
	Beginning Common Stock
	
	
	

	
	Plus: Common Stock Issued
	
	
	

	
	Ending Common Stock
	
	
	

	
	
	
	
	

	
	Beginning Retained Earnings
	
	
	

	
	Plus: Net Income
	
	
	

	
	Less: Dividends
	
	
	

	
	Ending Retained Earnings
	
	
	

	
	
	
	
	

	
	Total Stockholders’ Equity
	
	
	

	
	
	
	
	


	Room Designs, Inc.

Balance Sheet

As of December 31, 2018

	
	
	
	
	

	
	Assets
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Total Assets
	
	
	

	
	

	
	
	

	
	Liabilities
	
	
	

	
	
Notes Payable
	
	
	

	
	Total Liabilities
	
	
	

	
	
	
	
	

	
	Stockholders’ Equity
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Total Stockholders’ Equity
	
	
	

	
	
	
	
	

	
	Total Liabilities and Stockholders’ Equity
	
	
	

	
	
	
	
	


EXERCISE 1-22 c. Solution (cont.)

	Room, Designs, Inc.

Statement of Cash Flows

For the Year Ended December 31, 2018

	
	
	
	
	

	
	Cash Flows From Operating Activities:
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Net Cash Flow from Operating Activities
	
	
	

	
	
	
	
	

	
	Cash Flows From Investing Activities:
	
	
	

	
	

	
	
	

	
	Net Cash Flow from Investing Activities
	
	
	

	
	
	
	
	

	
	Cash Flows From Financing Activities:
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Net Cash Flow from Financing Activities
	
	
	

	
	
	
	
	

	
	Net Increase in Cash
	
	
	

	
	Plus: Beginning Cash Balance
	
	
	

	
	Ending Cash Balance
	
	
	

	
	
	
	
	


[image: image30.png]Exercise 1-23  Retained earnings and the closing process

As of December 31, 2018, Flowers Company had total assets of $130,000, total liabilities of $50,000,
and common stock of $70,000. The company’s 2018 income statement contained revenue of $30,000
and expenses of $18.000. The 2018 statement of changes in stockholders’ equity stated that $3.000 of
dividends were paid to investors.

Required

a. Determine the before-closing balance in the Retained Earnings account on December 31, 2018.

b. Determine the afier-closing balance in the Retained Earnings account on December 31, 2018.

c. Determine the before-closing balances in the Revenue, Expense, and Dividend accounts on
December 31, 2018.

d. Determine the after-closing balances in the Revenue, Expense, and Dividend accounts on Decem-
ber 31, 2018.

e. Explain the difference between common stock and retained carnings.

f. On January 1, 2019, Flowers Company raised $30.000 by issuing additional common stock. Im-

mediately after the additional capital was raised. Flowers reported total equity of $110,000. Are
the stockholders of Flowers in  better financial position than they were on December 31, 20187




EXERCISE 1-23 Solution
a.

	Flowers Company

Accounting Equation as of December 31, 2018

	

	Assets
	=
	Liabilities
	+
	Common Stock
	+
	Retained Earnings

	
	
	
	
	
	
	?

	
	
	
	
	
	
	


b.
	Retained Earnings after closing: 
	?        

	Less, Revenue
	

	Add, Expenses
	

	Add, Dividends
	

	Retained Earnings before closing
	


EXERCISE 1-23 Solution (cont.)

c.
The balances in revenue, expenses, and dividends before closing are:

	Revenue
	

	Expenses
	

	Dividends
	


d.
The balances in revenue, expenses, and dividends after closing are:
e.
Difference between common stock and retained earnings:
f.
Better or worse financial condition after additional capital:
[image: image31.png]Exercise 1-24  The closing process

Sammy’s Pizza opened on January 1, 2018. Sammy’s reported the following for cash revenues and
cash expenses for the years 2018 to 2020:

Cash Revenues Cash Expenses
2018 $20,000 $11,000
2019 $30,000 $14,000
2020 $40,000 $22,000

Required

2. What would Sammy’s Pizza report for net income and retained carnings for the years 2018, 2019,
and 20207

b. Explain the difference between net income and retained carnings.

c. Assume that Sammy’s Pizza paid a $5,000 dividend to stockholders in 2019. What would
Sammy’s Pizza report for net income and retained earnings for 2019 and 2020?




EXERCISE 1-24 Solution
a.

	Year
	
	Cash

Revenues
	
	Cash

Expenses
	
	Net 

Income
	
	Retained

Earnings

	2018
	
	
	
	
	
	
	
	

	2019
	
	
	
	
	
	
	
	

	2020
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	


b.
Difference between net income and retained earnings:
c.


	Year
	
	Cash

Revenues
	
	Cash

Expenses
	
	Net 

Income
	
	Retained

Earnings

	2018
	
	
	
	
	
	
	
	

	2019
	
	
	
	
	
	
	
	

	2020
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	


[image: image32.png]Exercise 1-25 Retained earnings and the closing process

Critz Company was started on January 1, 2018. During the month of January, Critz carned $7.500 of
revenue and incurred $4,800 of expenses. During the remainder of 2018, Critz carned $86,000 and

incurred $51,000 of expenses. Critz closes its books on December 31 of each year.

Required

e
f.

Determine the balance in the Retained Earnings account as of January 31, 2018.
Determine the balance in the Revenue and Expense accounts as of January 31, 2018.
Determine the balance in the Retained Earnings account as of December 31, 2018, before closing.

Determine the balances in the Revenue and Expense accounts as of December 31, 2018, before
closing.

Determine the balance in the Retained Earnings account as of January 1, 2019.
Determine the balance in the Revenue and Expense accounts as of January 1, 2019.




EXERCISE 1-25 Solution
a.
The balance in the Retained Earnings account as of January 31, 2018 is_______________.
b.
The balance in the Revenue account as of January 31, 2018 is______________.  The balance in the Expense accounts as of January 31, 2018 is_____________.

c.
The before closing balance in the Retained Earnings account as of December 31, 2018 is_____________.
d.
The December 31, 2018 before closing balance in the Revenue account is ______________.  The December 31, 2018 before closing balance in the Expense accounts is ______________.
e.
The January 1, 2019 balance in the Retained Earnings account is ________________.
f.
The January 1, 2019 balance in the Revenue and Expense accounts is ________________.

[image: image33.png]Exercise 1-26  Types of transactions and the horizontal statements model
The Candle Shop experienced the following events during its first year of operations, 2018:

1. Acquired cash by issuing common stock.
2. Paid a cash dividend to the stockholders.
3. Paid cash for operating expenses.

4. Borrowed cash from a bank.

5. Provided services and collected cash.

6. Purchased land with cash.

7. Determined that the market value of the land is higher than the historical cost.

Required

a. Indicate whether each event is an asset source, use, or exchange transaction.

b. Use a horizontal statements model to show how each event affects the balance sheet, income state-
ment, and statement of cash flows. Indicate whether the event increases (1), decreases (D), or does
not affect (NA) each element of the financial statements. Also, in the Cash Flows column, classify
the cash flows as operating activities (OA), investing activities (IA), or financing activitics (FA).
The first transaction is shown as an example.




[image: image34.png]Balance Sheet Income Statement
Event Statement of
No. M Cash + land = NPay + C.Stock + RetEar | Rev. — Exp. = Netlnc. | CashFlows
1 I+ NA NA 4 1 + NA NA - NA = NA I FA





EXERCISE 1-26 (cont.) Solution
a.

	Event
	

	1.
	Asset Source

	2.
	

	3.
	

	4.
	

	5.
	

	6.
	

	7.
	


b.
	The Candle Shop

Horizontal Statements Model for 2018

	

	
	
	Balance Sheet
	
	Income Statement
	
	Statement of

	
	
	Assets
	=
	 Liab.
	+
	Stockholders’ Equity
	
	Revenue
	(
	Expense
	=
	Net Inc.
	
	Cash Flows

	Event

   No.
	
	Cash
	+
	Land
	=
	Notes

Payable
	+
	Common 

Stock
	+
	Retained

Earnings
	
	
	
	
	
	
	
	

	1
	
	I
	+
	NA
	=
	NA
	+
	I
	+
	NA
	
	NA
	(
	NA
	=
	NA
	
	
I
FA

	2
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	3
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	4
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	5
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	6
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	7
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


. 

[image: image35.png]Exercise 1-27 International Financial Reporting Standards

Corrugated Boxes Inc. is a U.S.-based company that develops its financial statements under GAAP.
The total amount of the company’s assets shown on its December 31, 2018, balance sheet was ap-
proximately $305 million. The president of Corrugated is considering the possibility of relocating the
company to a country that practices accounting under IFRS. The president has hired an international
accounting firm to determine what the company’s statements would look like if they were preparcd
under IFRS. One striking difference is that under IFRS the assets shown on the balance sheet would
be valued at approximately $345 million.

Required

a. Would Corrugated Boxes’s assets really be worth $40 million more if it moves its headquarters?

b. Discuss the underlying conceptual differences between U.S. GAAP and IFRS that cause the
difference in the reported asset values.





EXERCISE 1-27 Solution
a.
Would assets be worth $40 million:
b.
Conceptual Differences in asset values:



U.S. GAAP





IFRS

	
	

	
	

	
	

	
	

	
	


SOLUTIONS TO PROBLEMS - CHAPTER 1

[image: image36.png]Problem 1-28  Accounting’s role in not-for-profits

Beverly Moore is struggling to pass her introductory accounting course. Beverly is intelligent but she
likes to party. Studying is a low priority for Beverly. When one of her friends tells her that she is going
to have trouble in business if she doesn’t learn accounting, Beverly responds that she doesn't plan to
g0 into business. She says that she is arts oriented and plans someday to be a director of a museum.
She is in the school of business to develop her social skills, not her quantitative skills. Beverly says she
won't have to worry about accounting, since museums are not intended to make a profit.

Required

. Write a brief memo explaining whether you agree or disagree with Beverly’s position regarding
accounting and not-for-profit organizations.

b. Distinguish between financial accounting and managerial accounting.

c. Identify some of the stakeholders of not-for-profit institutions that would expect to receive finan-
cial accounting reports.

d. Identify some of the stakeholders of not-for-profit institutions that would expect to receive mana-
gerial accounting reports.




PROBLEM 1-28 Solution
a.
Memo: (include information on the of use of assets)
PROBLEM 1-28 Solution (cont.)

b.

Financial Accounting


   Managerial Accounting
	
	

	
	

	
	

	
	

	
	

	
	

	
	


c.
Identify stakeholders for not-for-profit:
d.
Stakeholders that may want managerial accounting reports would include: 

[image: image37.png]Problem 1-29  Accounting entities
The following business scenarios are independent from one another:

1. Bob Wilder starts a business by transferring $10,000 from his personal checking account into a
checking account for his business, Wilder Co.

2. A business that Sam Pace owns earns $4,600 of cash revenue from customers.

3. Jim Sneed borrows $30,000 from the National Bank and uses the money to purchase a car from
Tuka Ford.

4.0z Company pays its five employees 52,500 each to cover their salaries.
5. Gil Roberts loans his son Jim $5.000.
6. Game, Inc. paid $100,000 cash to purchase land from Atlanta Land Co.

7. Rob Moore and Gil Thomas form the MT partnership by contributing $20,000 cach from their
personal bank accounts to a partnership bank account.

8. Stephen Woo pays cash to purchase $5.000 of common stock that is issued by Izzard, Inc.
9. Natural Stone pays a $5.000 cash dividend to each of its seven sharcholders.
10. Billows, Inc. borrowed $5.000.000 from the National Bank.

Required

a. For cach scenario, create a list of all the entities that are mentioned in the description.
b. Describe what happens to the cash account of each entity that you identified in Requirement a.




PROBLEM 1-29 (cont.) Solution
a. & b.

	a.
Entities mentioned:
	b.
Effect on the cash account:

	1.
Bob Wilder
	Decrease

	
Wilder Co.
	Increase

	
	

	2.

	

	
	

	
	

	3.

	

	
	

	
	

	
	

	4.

	

	

	

	
	

	5.

	

	

	

	
	

	6.

	

	

	

	
	

	7.

	

	
	

	
	

	
	

	8.

	

	

	

	
	

	9.

	

	

	

	
	

	10.

	

	

	


[image: image38.png]Problem 130 Matching key terms with definitions

Required

Match the terms (identified as a through r) with the definitions and phrases (marked 1 through
16). For example the term “a. Assets” matches with definition “15. Equal to liabilities plus

stockholders’ equity.”




[image: image39.png]Assets

b. Common Stock

RPN

Creditors
Dividend
Elements
Expense
Financing Activity
Investing Activity
Liability

Net Income

Net Loss
Operating Activity

Retained Eamings

Revenue

Stockholders
Stockholders’ Equity

w N

Nowns

10.
1.

12.

13.

14.

15.
16.

. The economic benefit (increase in assets) gained by providing

goods or services to customers.

Investors who purchase common stock.

The economic sacrifice (decrease in assets) incurred in the
process of providing goods or services to customers.

Created when a company borrows money from a bank.

Assets minus liabilties and retained earings.

‘Occurs when expenses exceed revenues during the year.
Individuals or institutions that have loaned goods or services to a
business.

Primary components of financial statements including assets,
liabiltes, stockholders’ equity, common stock, revene,
expenses, distributions, and net income.

‘Occurs when revenue exceed expenses during the year.

Assets minus liabiltes.

The section of the statement of cash flows that reflects cash paid
for expenses.

The section of the statement of cash flows that reflects cash
collected from the issue of stock.

The section of the statement of cash flows that reflects cash paid
topurchase land.

The item shown on the statement of changes in stockholders’
equity that represents a transfer of wealth from a business to its
owners.

Equal to liabilties plus stockholders’ equity.

Astockholders' equity account that contains the amount of net
income earned minus dividends paid since the inception of the
business.




PROBLEM 1-30 (cont.) Solution
	
	Term
	
	Definition/Phrase

	a.
	Assets
	15.
	Equal to liabilities plus stockholders’ equity.

	b.
	
	
	

	c.
	
	
	

	d.
	
	
	

	e.
	
	
	

	f.
	
	
	

	g.
	
	
	

	h.
	
	
	

	i.
	
	
	

	j.
	
	
	

	k.
	
	
	

	l.
	
	
	

	m.
	
	
	

	n.
	
	
	

	o.
	
	
	

	p.
	
	
	


[image: image40.png]Problem 1-31  Classifying events as asset source, use, or exchange
The following unrelated events are typical of those expericnced by business entitics:

1. Acquire cash by issuing common stock.
2. Pay cash for operating expenses.
3. Agree to represent a client in an IRS audit and to receive payment when the audit is complete.
4. Receive cash for services that have been performed.
5. Pay employees salary with cash.
6. Pay back a bank loan with cash.
7. Pay interest on the bank loan with cash.
8. Transfer cash from a checking account to a money market account.
9. Sell land for cash at its original cost.
10. Pay a cash dividend to stockholders.
11. Learned that a financial analyst determined the company’s price-carnings ratio to be 26.
12. Borrow cash from a bank.
13. Pay office supplies expense.
14. Make plans to purchase office equipment at a future date.
15. Trade a used car for a computer with the same value.




[image: image41.png]Required

Identify cach of the events as an asset source, use, or exchange transaction. If an event would not be
recorded under generally accepted accounting principles, identify it as not applicable (NA). Also indi-
cate for each event whether total assets would increase, decrease, or remain unchanged. Organize your
answer according to the following table. The first event is shown in the table as an example.

Event No. Type of Event Effect on Total Assets

1 Asset source Increase




PROBLEM 1-31 (cont.) Solution
	Event No.
	Type of Event
	Effect on Total Assets

	
	
	

	1.
	Asset Source
	Increase

	2.
	
	

	3.
	
	

	4.
	
	

	5.
	
	

	6.
	
	

	7.
	
	

	8.
	
	

	9.
	
	

	10.
	
	

	11.
	
	

	12.
	
	

	13.
	
	

	14.
	
	

	15.
	
	

	
	
	


[image: image42.png]Problem 1-32  Relating titles and accounts to financial statements

Required

Identify the financial statements on which each of the following items (titles, date descriptions, and
accounts) appears by placing a check mark in the appropriate column. If an item appears on more than
one statement, place a check mark in every applicable column.





 INCLUDEPICTURE "https://gyazo.com/b92d00b54908e23b83c3a2d77ccf918d.png" \* MERGEFORMATINET [image: image43.png]Balance | Statement of
Sheet Cash Flows






 INCLUDEPICTURE "https://gyazo.com/a7551a7a7f9e09448bb7b5e7855f1196.png" \* MERGEFORMATINET [image: image44.png]Financing activities

Ending common stock

Interest expense

As of (date)
Land

Beginning cash balance

Notes payable

Beginning common stock

Service revenue

Utilty expense

Stock issued

Operating activties

For the period ended (date)

Netincome

Investing activities

Netloss

Ending cash balance

Salary expense

Consulting revenue

Dividends






PROBLEM 1-32 (cont.) Solution
	Item
	Income Statement
	Statement of Changes in Stk. Equity
	Balance Sheet
	Statement of Cash Flows

	Financing activities
	
	
	
	(

	Ending common stock
	
	(
	(
	

	Interest expense
	
	
	
	

	As of (date)
	
	
	
	

	Land
	
	
	
	

	Beginning cash balance
	
	
	
	

	Notes payable
	
	
	
	

	Beginning common stock
	
	
	
	

	Service revenue
	
	
	
	

	Utility expense
	
	
	
	

	Stock issued
	
	
	
	

	Operating activities
	
	
	
	

	For the Period Ended (Date)
	
	
	
	

	Net income
	
	
	
	

	Investing activities
	
	
	
	

	Net loss
	
	
	
	

	Ending cash balance
	
	
	
	

	Salary expense
	
	
	
	

	Consulting revenue
	
	
	
	

	Dividends
	
	
	
	


[image: image45.png]Problem 1-33  Preparing financial statements for two complete accounting cycles

Mark’s Consulting experienced the following transactions for 2018, its first year of operations, and
2019. Assume that all iransactions involve the receipt or payment of cash.





 INCLUDEPICTURE "https://gyazo.com/86b4377b1ac284a84c15e268885aec1b.png" \* MERGEFORMATINET [image: image46.png]Transactions for 2018

1. Acquired $20,000 by issuing common stock.
2. Received $35,000 cash for providing services to customers
3. Borrowed $25.000 cash from creditors.

4. Paid expenses amounting to $22.000.

5. Purchased land for $30,000 cash.

Transactions for 2019

Beginning account balances for 2019 are:

Cash $28,000
Land 30,000
Notes payable 25,000
Common stock 20,000
Retained eamings 13,000

Acquired an additional $24,000 from the issue of common stock.
Received $95.000 for providing services.

Paid $15.000 to creditors to reduce loan.

Paid expenses amounting to $71.500.

Paid a $3,000 dividend to the stockholders.

Determined that the market value of the land is $47.000.

[alE I o o




[image: image47.png]Required

e

Write an accounting equation, and record the effects of cach accounting event under the appropri-
ate headings for cach year. Record the amounts of revenue, expense, and dividends in the Retained
Earnings column. Provide appropriate titles for these accounts in the last column of the table.
Prepare an income statement, statement of changes in stockholders’ equity, year-cnd balance
sheet, and statement of cash flows for cach year.

Determine the amount of cash that is in the Retained Earnings account at the end of 2018 and 2019.
Compare the information provided by the income statement with the information provided by the
statement of cash flows. Point out similarities and differences.

Determine the balance in the Retained Earnings account immediately after Event 2 in 2018 is
recorded and after Event 2 in 2019 is recorded.




PROBLEM 1-33 (cont.) Solution
a.

	Mark’s Consulting

Accounting Equation for 2018

	

	
	
	Assets
	=
	Liabilities
	+
	Stockholders’ Equity

	Event
	
	Cash
	+
	Land
	=
	Notes

Payable
	+
	Com. Stock
	+
	Retained Earnings
	Acct. 

Title/RE

	1. Issued stk 
	
	
	
	
	
	
	
	
	
	
	

	2. Revenue
	
	
	
	
	
	
	
	
	
	
	

	3. Loan
	
	
	
	
	
	
	
	
	
	
	

	4. Paid Exp.
	
	
	
	
	
	
	
	
	
	
	

	5. Pur. Land
	
	
	
	
	
	
	
	
	
	
	

	Totals
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	


	Mark’s Consulting

Accounting Equation for 2019

	

	
	
	Assets
	=
	Liabilities
	+
	Stockholders’ Equity

	Event
	
	Cash
	+
	Land
	=
	Notes

Payable
	+
	Com.

Stock
	+
	Retained Earnings
	Acct. 

Title/RE

	Beg. Bal.
	
	
	
	
	
	
	
	
	
	
	

	1. Issued stk 
	
	
	
	
	
	
	
	
	
	
	

	2. Revenue
	
	
	
	
	
	
	
	
	
	
	

	3. Paid Loan
	
	
	
	
	
	
	
	
	
	
	

	4. Paid Exp.
	
	
	
	
	
	
	
	
	
	
	

	5. Paid Div.
	
	
	
	
	
	
	
	
	
	
	

	6. Land Val.
	
	
	
	
	
	
	
	
	
	
	

	Totals
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	


PROBLEM 1-33 Solution (cont.)

b.

	Mark’s Consulting

Income Statement

For the Period Ended December 31, 2018

	
	
	
	

	
	Service Revenue
	
	

	
	Expenses
	
	

	
	Net Income
	
	

	
	
	
	


	Mark’s Consulting

Statement of Changes in Stockholders’ Equity

For the Period Ended December 31, 2018

	
	
	
	
	

	
	Beginning Common Stock
	
	
	

	
	Plus: Common Stock Issued
	
	
	

	
	Ending Common Stock
	
	
	

	
	
	
	
	

	
	Beginning Retained Earnings
	
	
	

	
	Plus: Net Income
	
	
	

	
	Ending Retained Earnings
	
	
	

	
	
	
	
	

	
	Total Stockholders’ Equity
	
	
	

	
	
	
	
	


PROBLEM 1-33 b. Solution (cont.)

	Mark’s Consulting

Balance Sheet

As of December 31, 2018

	
	
	
	
	

	
	Assets
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Total Assets
	
	
	

	
	

	
	
	

	
	Liabilities
	
	
	

	
	
Notes Payable
	
	
	

	
	
	
	
	

	
	Stockholders’ Equity
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Total Stockholders’ Equity
	
	
	

	
	
	
	
	

	
	Total Liabilities and Stockholders’ Equity
	
	
	

	
	
	
	
	


PROBLEM 1-33 b. Solution (cont.)

	Mark’s Consulting

Statement of Cash Flows

For the Year Ended December 31, 2018

	
	
	
	
	

	
	Cash Flows From Operating Activities:
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Net Cash Flow from Operating Activities
	
	
	

	
	
	
	
	

	
	Cash Flows From Investing Activities:
	
	
	

	
	

	
	
	

	
	Net Cash Flow from Investing Activities
	
	
	

	
	
	
	
	

	
	Cash Flows From Financing Activities:
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Net Cash Flow from Financing Activities
	
	
	

	
	
	
	
	

	
	Net Increase in Cash
	
	
	

	
	Plus: Beginning Cash Balance
	
	
	

	
	Ending Cash Balance
	
	
	

	
	
	
	
	


PROBLEM 1-33 b. Solution (cont.) 

	Mark’s Consulting

Income Statement

For the Period Ended December 31, 2019

	
	
	
	

	
	Service Revenue
	
	

	
	Expenses
	
	

	
	Net Income
	
	

	
	
	
	


	Mark’s Consulting

Statement of Changes in Stockholders’ Equity

For the Period Ended December 31, 2019

	
	
	
	
	

	
	Beginning Common Stock
	
	
	

	
	Plus: Common Stock Issued
	
	
	

	
	Ending Common Stock
	
	
	

	
	
	
	
	

	
	Beginning Retained Earnings
	
	
	

	
	Plus: Net Income
	
	
	

	
	Less: Dividends
	
	
	

	
	Ending Retained Earnings
	
	
	

	
	
	
	
	

	
	Total Stockholders’ Equity
	
	
	

	
	
	
	
	


PROBLEM 1-33 b. Solution (cont.)

	Mark’s Consulting

Balance Sheet

As of December 31, 2019

	
	
	
	
	

	
	Assets
	
	
	

	
	
Cash
	
	
	

	
	
Land
	
	
	

	
	Total Assets
	
	
	

	
	

	
	
	

	
	Liabilities
	
	
	

	
	
Notes Payable
	
	
	

	
	
	
	
	

	
	Stockholders’ Equity
	
	
	

	
	
Common Stock
	
	
	

	
	
Retained Earnings
	
	
	

	
	Total Stockholders’ Equity
	
	
	

	
	
	
	
	

	
	Total Liabilities and Stockholders’ Equity
	
	
	

	
	
	
	
	


PROBLEM 1-33 b. Solution (cont.)

	Mark’s Consulting

Statement of Cash Flows

For the Year Ended December 31, 2019

	
	
	
	
	

	
	Cash Flows From Operating Activities:
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Net Cash Flow from Operating Activities
	
	
	

	
	
	
	
	

	
	Cash Flows From Investing Activities
	
	
	

	
	
	
	
	

	
	Cash Flows From Financing Activities:
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Net Cash Flow from Financing Activities
	
	
	

	
	
	
	
	

	
	Net Increase in Cash
	
	
	

	
	Plus: Beginning Cash Balance
	
	
	

	
	Ending Cash Balance
	
	
	

	
	
	
	
	


c.







2018


2019

Amount of cash in Ret. Earnings:
d.


        Income Stat.



Cash Flow Stat.
        Similarities:
        Differences:
e.






2018



2019
      Bal. in Ret Earnings
          After Event 2:

     ___________

      __________

[image: image48.png]Problem 1-34  Interrelationships among financial statements

Prat Corp. started the 2018 accounting period with $30.000 of assets (all cash), $12,000 of liabilities.
and $13,000 of common stock. During the year, the Retained Earnings account increased by $7.550.
The bookkeeper reported that Pratt paid cash expenses of $26,000 and paid a $2.000 cash dividend to
the stockholders, but she could not find a record of the amount of cash that Pratt received for perform-
ing services. Pratt also paid $3,000 cash to reduce the liability owed to the bank, and the business
acquired $4,000 of additional cash from the issue of common stock.

Required

a. Prepare an income statement, statement of changes in stockholders’ equity, period-end balance
sheet, and statement of cash flows for the 2018 accounting period. (Hint: Determine the amount
of beginning retained carnings before considering the effects of the current period events. It also
might help to record all events under an accounting equation before preparing the statements.)

b. Determine the percentage of total assets that were provided by creditors, investors, and earnings.
Round to three decimal places.

c. Determine the balance in the Revenue, Expense, and Dividends accounts as of January 1, 2019.




PROBLEM 1-34 Solution
a.
	Prat Corp. 

Accounting Equation

	

	
	
	
	
	
	Stockholders’ Equity

	
	
	
	
	
	Common
	
	Retained

	Event
	Assets
	=
	Liabilities
	+
	Stock
	+
	Earnings

	Beginning Balances
	30,000
	=
	12,000
	+
	13,000
	+
	?   

	1. Paid Expense
	
	
	
	
	
	
	

	3. Revenue
	
	
	
	
	
	
	

	4. 
	
	
	
	
	
	
	

	5. 
	
	
	
	
	
	
	

	6. 
	
	
	
	
	
	
	

	Ending Balance
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


PROBLEM 1-34 a Solution (cont.)

	Prat Corp.

Income Statement

For the Year Ended December 31, 2018

	
	
	
	

	
	Revenue
	
	

	
	Expense
	
	

	
	Net Income
	
	

	
	
	
	


	Prat Corp.

Statement of Changes in Stockholders’  Equity

For the Year Ended December 31, 2018

	
	
	
	
	

	
	Beginning Common Stock
	
	
	

	
	Plus: Common Stock Issued
	
	
	

	
	Ending Common Stock
	
	
	

	
	
	
	
	

	
	Beginning Retained Earnings
	
	
	

	
	Plus: Net Income
	
	
	

	
	Less: Dividends
	
	
	

	
	Ending Retained Earnings
	
	
	

	
	
	
	
	

	
	Total Stockholders’ Equity
	
	
	

	
	
	
	
	


PROBLEM 1-34 a Solution (cont.)

	Prat Corp.

Balance Sheet

As of December 31, 2018

	
	
	
	
	

	
	Assets
	
	
	

	
	

	
	
	

	
	Liabilities
	
	
	

	
	
	
	
	

	
	Stockholders’ Equity
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Total Stockholders’ Equity
	
	
	

	
	
	
	
	

	
	Total Liabilities and Stockholders’ Equity
	
	
	

	
	
	
	
	


PROBLEM 1-34 a Solution (cont.)

	Prat Corp.

Statement of Cash Flows

For the Year Ended December 31, 2018

	
	
	
	
	

	
	Cash Flows From Operating Activities:
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Net Cash Flow from Operating Activities
	
	
	

	
	
	
	
	

	
	Cash Flows From Investing Activities
	
	
	

	
	
	
	
	

	
	Cash Flows From Financing Activities:
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Net Cash Flow from Financing Activities
	
	
	

	
	
	
	
	

	
	Net Increase in Cash
	
	
	

	
	Plus: Beginning Cash Balance*
	
	
	

	
	Ending Cash Balance
	
	$38,550
	

	
	
	
	
	


*Assumes all assets are cash.

b.
Percentage of assets provided by:


Creditors
=



Investors
=



Earnings
=


c.



Revenue

Expense

Dividends

Balance on


Jan.1,1019:
________

________

_________
[image: image49.png]Problem 1-35  Recording events in a horizontal statements model

Maben Company was started on January 1, 2018, and experienced the following events during its first
year of operation:

1. Acquired $30,000 cash from the issue of common stock.
2. Borrowed $40,000 cash from National Bank.





 INCLUDEPICTURE "https://gyazo.com/3afb8a8b4facf880ac2fe23035624b7f.png" \* MERGEFORMATINET [image: image50.png]R Gl Al I

Earned cash revenues of $48,000 for performing services.
Paid cash expenses of $25.000.

Paid a $1,000 cash dividend to the stockholders.

Acquired an additional $20,000 cash from the issue of common stock.
Paid $10,000 cash to reduce the principal balance of the bank note.
Paid $53,000 cash to purchase land.

Determined that the market value of the land is $75.000.





 INCLUDEPICTURE "https://gyazo.com/ae8066199ccd611b0d1226f55f3b33de.png" \* MERGEFORMATINET [image: image51.png]Required

a. Record the preceding transactions in the horizontal statements model. Also, in the Cash Flows
column, classify the cash flows as operating activitics (OA), investing activities (TA), or financing
activities (FA). The first event is shown as an example.

Cash + land = N.Pay + CStock. + RetEar | Rev. — Exp. = Netinc. || CashFlows

Balance Sheet Income Statement
Event Statement of
No.
1 30000 + NA = NA  + 30000 + NA NA - NA = NA 52,000 FA




PROBLEM 1-35 (cont.)

[image: image52.png]. Determine the amount of total assets that Maben would report on the December 31, 2018, balance
sheet.

. Identify the asset source transactions and related amounts for 2018.

. Determine the net income that Maben would report on the 2018 income statement. Explain why
dividends do not appear on the income statement.

. Determine the net cash flows from operating activities, financing activities, and investing activi-
ties that Maben would report on the 2018 statement of cash flows.

. Determine the percentage of assets that were provided by investors, creditors, and carnings. Round
to three decimal places.

. What is the balance in the Retained Earnings account immediately after Event 3 is recorded?






PROBLEM 1-35 (cont.) Solution
a.

	Maben Company

Horizontal Statements Model for 2018

	

	
	
	Balance Sheet
	
	Income Statement
	
	Statement of

	
	
	Assets
	=
	 Liab.
	+
	Stockholders’ Equity
	
	Revenue
	(
	Expense
	=
	Net Inc.
	
	Cash Flows

	Event

   No.
	
	Cash
	+
	Land
	=
	Notes

Payable
	+
	Common Stock
	+
	Retained

Earnings
	
	
	
	
	
	
	
	

	1
	
	30,000
	+
	NA
	=
	NA
	+
	30,000
	+
	NA
	
	NA
	(
	NA
	=
	NA
	
	30,000
     FA

	2
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	3
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	4
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	5.
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	6.
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	7.
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	8.
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	9.
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Total
	
	49,000
	+
	
	
	
	
	
	+
	22,000
	
	
	
	
	
	23,000
	
	
49,000
NC

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


Problem 1-35 Solution (cont.)
b.  Total Assets 2018 Bal. Sheet = 
c.

	Sources of Assets

	
	

	
	

	
	

	
	

	Total Sources of Assets
	$138,000


d.
Net Income on 2018 Income Stat.=

Why dividends are not on the Income Statement:
e.

	Operating Activities:

	Cash from 
	

	Cash paid for 
	

	Net Cash Flow from Operating Activities
	

	
	


	Investing Activities:

	Cash paid to purchase land
	

	Net Cash Flow from Investing Activities
	

	
	


Problem 1-35 e Solution (cont.)

	Financing Activities:

	Cash from stock issue 
	

	Cash from 
	

	Paid cash 
	

	Cash paid on 
	

	Net Cash Flow from Financing Activities
	

	
	


f.
Percentage of assets provided as follows:


Investors:

Creditors:


Earnings:

g.
Bal. in Ret. Earnings after Event 3=
11
1-1

