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Instructions
1. Prepare an income statement for the month ended July 31, 2016.

2. Prepare a retained earnings statement for the month ended July 31, 2016.
3. Prepare a balance sheet as of July 31, 2016.
4. (Optional) Prepare a statement of cash flows for the month ending July 31, 2016.

PR 1-4A Transactions; financial statements 0BJ. 4,5
v 2. Net income: On July 1, 2016, Pat Glenn established Half Moon Realty. Pat completed the following
$27,350 transactions during the month of July:

a. Opened a business bank account with a deposit of $25,000 in exchange for common
stock.

Purchased office supplies on account, $1,850.

Paid creditor on account, $1,200.

Earned sales commissions, receiving cash, $41,500.

Paid rent on office and equipment for the month, $3,600.
Paid dividends, $4,000.

Paid automobile expenses (including rental charge) for month, $3,050, and miscel-
laneous expenses, $1,600.
h. Paid office salaries, $5,000.

Determined that the cost of supplies on hand was $950; therefore, the cost of supplies
used was $900.
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Instructions

1. Indicate the effect of each transaction and the balances after each transaction, using
the following tabular headings:

Assets = Liabilities + Stockholders’ Equity

Accounts  Common Sales Salaries Rent Auto Supplies Misc.
Cash + Supplies = Payable + Stock - Dividends + Commissions — Expense — Expense — Expense — Expense — Expense

2. Prepare an income statement for July, a retained earnings statement for July, and a
balance sheet as of July 31.

PR 1-5A Transactions; financial statements OBJ.4,5
¢ 3. Net income: D’Lite Dry Cleaners is owned and operated by Joel Palk. A building and equipment are
563,775 currently being rented, pending expansion to new facilities. The actual work of dry clean-

ing is done by another company at wholesale rates. The assets, liabilities, and common
| W stock of the business on July 1, 2016, are as follows: Cash, $45,000; Accounts Receivable,
\f:_,j $93,000; Supplies, $7,000; Land, $75,000; Accounts Payable, $40,000; Common Stock,

$60,000. Business transactions during July are summarized as follows:

a. Joel Palk invested additional cash in exchange for common stock with a deposit of
$35,000 in the business bank account.

b. Paid $50,000 for the purchase of land adjacent to land currently owned by D’Lite Dry
Cleaners as a future building site.

Received cash from cash customers for dry cleaning revenue, $32,125.
Paid rent for the month, $6,000.

Purchased supplies on account, $2,500.

Paid creditors on account, $22,800.

Charged customers for dry cleaning revenue on account, $84,750.
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Received monthly invoice for dry cleaning expense for July (to be paid on August 10),
$29,500.

(Continued)
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Wolverine Realty
Statement of Cash Flows
For the Month Ended April 30, 2016

Cash flows from operating activities:
Cash received from customers. ... 5 (k)
Deduct cash payments for expenses and payments to creditors. . .. (387,500)
Net cash flows from operating activities
Cash flows used for investing activities:
Cash payments for acquisition of land
Cash flows from financing activities:
Cash received from issuing commonstock ....................... $ (n)
Deducticashdividends cwowrems svmmes g s wmeasiem » (0)
Net cash flows from financing activities.......................... (p)
Net increase (decrease) in cash and April 30, 2016, cash balance ...... $  (a)

Instructions

By analyzing the interrelationships among the four financial statements, determine the
proper amounts for (a) through (q).

Problems: Series B

PR 1-1B Transactions OBJ. 4
v Cash bal. at end of Amy Austin established an insurance agency on March 1 of the current vear and completed
March: $48,650 the following transactions during March:
@ a. Opened a business bank account with a deposit of $50,000 in exchange for common stock.
b. Purchased supplies on account, $4,000.
b c. Paid creditors on account, $2,300.
d. Received cash from fees earned on insurance commissions, $13,800.
e. Paid rent on office and equipment for the month, $5,000.
f. Paid automobile expenses for month, $1,150, and miscellaneous expenses, $300.
g. Paid office salaries, $2,500.
h. Determined that the cost of supplies on hand was $2,700; therefore, the cost of sup-
plies used was $1,300.
i. Billed insurance companies for sales commissions earned, $12,500.
j.  Paid dividends, $3,900.
Instructions
1. Indicate the effect of each transaction and the balances after each transaction, using
the following tabular headings:
Assets = Liabilities + Stockholders’ Equity
Accounts Accounts Common Fees Rent Salaries Supplies Auto Misc.
Cash + Receivable + Supplies = Payable + Stock — Dividends + Earned — Expense — Expense — Expense — Expense — Expense

2. G- Briefly explain why issuing common stock and revenues increased stockholders’
equity, while dividends and expenses decreased stockholders’ equity.
3. Determine the net income for March.

4. How much did March’s transactions increase or decrease retained earnings?



=)

Fe oo A

[

Chapter 1 Introduction to Accounting and Business 45

Opened a business bank account with a deposit of $24,000 in exchange for common stock.
Paid rent on office and equipment for the month, $3,600.

Paid automobile expenses (including rental charge) for month, $1,350, and miscel-
laneous expenses, $600.

Purchased office supplies on account, $1,200,
Earned sales commissions, receiving cash, $19,800.
Paid creditor on account, $750.

Paid office salaries, $2,500.

Paid dividends, $3,500.

Determined that the cost of supplies on hand was $300; therefore, the cost of supplies
used was $900.

Instructions

1. Indicate the effect of each transaction and the balances after each transaction, using
the following tabular headings:
Assets = Liabilities + Stockholders’ Equity
Accounts Common Sales Rent Salaries Auto Supplies Misc.
Cash + Supplies = Payable + Stock - Dividends + Commissions — Expense — Expense - Expense — Expense — Expense
2. Prepare an income statement for April, a retained earnings statement for April, and a

v’ 3. Net income:
$40,150

Y

balance sheet as of April 30.

PR 1-5B Transactions; financial statements

Bev’s Dry Cleaners is owned and operated by Beverly Zahn. A building and equipment
are currently being rented, pending expansion to new facilities. The actual work of dry
cleaning is done by another company at wholesale rates. The assets, liabilities, and com-
mon stock of the business on November 1, 2016, are as follows: Cash, $39,000; Accounts
Receivable, $80,000; Supplies, $11,000; Land, $50,000; Accounts Payable, $31,500; Com-
mon Stock, $50,000. Business transactions during November are summarized as follows:

a.

b.
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Beverly Zahn invested additional cash in exchange for common stock with a deposit
of $21,000 in the business bank account.

Purchased land adjacent to land currently owned by Bev’'s Dry Cleaners to use in the
future as a parking lot, paying cash of $35,000.

Paid rent for the month, $4,000.

Charged customers for dry cleaning revenue on account, $72,000.
Paid creditors on account, $20,000.

Purchased supplies on account, $8,000.

Received cash from cash customers for dry cleaning revenue, $38,000.
Received cash from customers on account, $77,000.

Received monthly invoice for dry cleaning expense for November (to be paid on De-
cember 10), $29,450.

Paid the following: wages expense, $24,000; truck expense, $2,100; utilities expense,
$1,800; miscellaneous expense, $1,300.

Determined that the cost of supplies on hand was $11,800; therefore, the cost of sup-
plies used during the month was $7,200.

Paid dividends, $5,000.

Instructions

2.

Determine the amount of retained earnings as of November 1.

State the assets, liabilities, and stockholders’ equity as of November 1 in equation form
similar to that shown in this chapter. In tabular form below the equation, indicate
increases and decreases resulting from each transaction and the new balances after
each transaction.

(Continued)
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Continuing Problem
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2. Net income: Peyton Smith enjoys listening to all types of music and owns countless CDs. Over the
$1,340 years, Peyton has gained a local reputation for knowledge of music from classical to rap
and the ability to put together sets of recordings that appeal to all ages.

During the last several months, Peyton served as a guest disc jockey on a local radio

station. In addition, Peyton has entertained at several friends’ parties as the host deejay.

On June 1, 2016, Peyton established a corporation known as PS Music. Using an

extensive collection of music MP3 files, Peyton will serve as a disc jockey on a fee basis
for weddings, college parties, and other events. During June, Peyton entered into the
following transactions:

June 1.

2.

2,

Deposited $4,000 in a checking account in the name of PS Music in exchange for
common stock.

Received $3,500 from a local radio station for serving as the guest disc jockey for
June.

Agreed to share office space with a local real estate agency, Pinnacle Realty. PS
Music will pay one-fourth of the rent. In addition, PS Music agreed to pay a por-
tion of the wages of the receptionist and to pay one-fourth of the utilities. Paid
$800 for the rent of the office.

Purchased supplies from City Office Supply Co. for $350. Agreed to pay $100
within 10 days and the remainder by July 5, 2016.

Paid $500 to a local radio station to advertise the services of PS Music twice daily
for two weeks.

Paid $675 to a local electronics store for renting digital recording equipment.
Paid $350 (music expense) to Cool Music for the use of its current music demos
to make various music sets.

Paid City Office Supply Co. $100 on account.

Received $300 from a dentist for providing two music sets for the dentist to play
for her patients.

Served as disc jockey for a wedding party. The father of the bride agreed to pay
$1,000 in July.

Received $500 for serving as the disc jockey for a cancer charity ball hosted by
the local hospital.

Paid $240 (music expense) to Galaxy Music for the use of its library of music
demos.

Received $900 for serving as PS disc jockey for a local club’s monthly dance.
Paid Pinnacle Realty $400 for PS Music’s share of the receptionist’s wages for June.
Paid Pinnacle Realty $300 for PS Music’s share of the utilities for June.
Determined that the cost of supplies on hand is $170. Therefore, the cost of sup-
plies used during the month was $180.

Paid for miscellaneous expenses, $415.

Paid $1,000 royalties (music expense) to National Music Clearing for use of vari-
ous artists’ music during the month.

Paid dividends, $500.

Instructions

1. Indicate the effect of each transaction and the balances after each transaction, using

the following tabular headings:

Assets = Liabilities + Stockholders’ Equity
Office Equipment
Accts. Accounts Common Fees  Music  Rent Rent Advertising Wages Utilities Supplies Misc.
Cash + Rec. + Supplies= Payable + Stock -Dividends+Earned- Exp. — Exp. — Exp. - Exp. - Exp. — Exp. — Exp. — Exp.
2. Prepare an income statement for PS Music for the month ended June 30, 2016.

3.

Prepare a retained earnings statement for PS Music for the month ended June 30,
2016.

Prepare a balance sheet for PS Music as of June 30, 2016.
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d. Arranged for the rental of two ball machines during September for $250. Paid $100
in advance, with the remaining $150 due October 1.

e. Received $1,750 for lessons given during September.
f. Received $600 in fees from the use of the ball machines during September.

g. Paid $800 for salaries of part-time employees who answered the telephone and took
reservations while Lisa was giving lessons.

h. Paid $290 for miscellaneous expenses.

i. Received $1,300 from the club for managing the tennis courts during September.

j. Determined that the cost of supplies on hand at the end of the month totaled $180;

therefore, the cost of supplies used was $120.
k. Withdrew $400 for personal use on September 30.

As a friend and accounting student, you have been asked by Lisa to aid her in assess-
ing the venture.

1. Indicate the effect of each transaction and the balances after each transaction, using
the following tabular headings:

Assets = Liabilities + Owner’s Equity
Lisa Lisa
Accounts Duncan, Duncan, Fees Salaries Rent Supplies Misc.
Cash + Supplies = Payable + Capital - Drawing + Earned —Expense — Expense — Expense — Expense

2. Prepare an income statement for September.

3. Prepare a statement of owner’s equity for September. The statement of owner'’s equity
for a proprietorship is similar to the retained earnings statement for a corporation. The
balance of the owner’s capital as of the beginning of the period is listed first. Any
investments made by the owner during the period are then listed and the net income
(net loss) is added (subtracted) to determine a subtotal. From this subtotal, the owner’s
withdrawals are subtracted to determine the increase (decrease) in owner’s equity for
the period. This increase (decrease) is then added to (subtracted from) the beginning
owner’s equity to determine the owner’s equity as of the end of the period.

4. Prepare a balance sheet as of September 30.

5. a. Assume that Lisa Duncan could earn $10 per hour working 30 hours a week as a
waitress. Evaluate which of the two alternatives, working as a waitress or operating
Serve-N-Volley, would provide Lisa with the most income per month.

- Discuss any other factors that you believe Lisa should consider before
discussing a long-term arrangement with the Phoenix Tennis Club.

CP 1-4 Certification requirements for accountants
By satistying certain specific requirements, accountants may become certified as public
accountants (CPAs), management accountants (CMAs), or internal auditors (CIAs). Find

the certification requirements for one of these accounting groups by accessing one of
the following Web sites:

Site Description

WWW.ais-cpa.com This site lists the address and/or Internet link for each state’s board of
accountancy. Find your state's requirements.

www.imanet.org This site lists the requirements for becoming a CMA.

www.theiia.org This site lists the requirements for becoming a CIA.

CP 1-5 Cash flows

“esss- Amazon.com, an Internet retailer, was incorporated and began operation in the
mid-90s. On the statement of cash flows, would you expect Amazon.com’s net cash flows
from operating, investing, and financing activities to be positive or negative for its first
three years of operations? Use the following format for your answers, and briefly explain
your logic.

(Continued)



