SHOW
ME HOW

SHOwW
ME HOW

SHOW
ME HOW

SHOW
ME HOW

SHOwW
ME HOW

Chapter 1 Introduction to Accounting and Business 31
EE1-5 p /7 PE1-5B Retained earnings statement OBJ. 5
Using the income statement for Sentinel Travel Service shown in Practice Exercise 1-4B,
prepare a retained earnings statement for the year ended August 31, 2016. Barb Schro-
eder invested an additional $36,000 in the business in exchange for common stock, and
$18,000 of dividends were paid during the year. Retained earnings as of September 1,
2015, were $300,000.
EE1-6 p /9 PE1-6A Balance sheet OBJ.5
Using the following data for Ousel Travel Service as well as the retained earnings state-
ment shown in Practice Exercise 1-5A, prepare a balance sheet as of November 30, 2016:
Accounts payable $ 62,500
Accounts receivable 186,000
Cash 308,000
Land 480,000
Supplies 16,500
EE1-6 p. /9 PE1-6B Balance sheet OBJ.5
Using the following data for Sentinel Travel Service as well as the retained earnings state-
ment shown in Practice Exercise 1-5B, prepare a balance sheet as of August 31, 2016:
Accounts payable $ 44,600
Accounts receivable 75,500
Cash 45,400
Land 310,000
Supplies 4,700
EE1-7 p20 PE1-7A Statement of cash flows OBJ. 5
A summary of cash flows for Ousel Travel Service for the year ended November 30,
2016, follows:
Cash receipts:
Cash received from customers $1,465,000
Cash received from issuing common stock 50,000
Cash payments:
Cash paid for operating expenses 1,230,000
Cash paid for land 150,000
Cash paid as dividends 30,000
The cash balance as of December 1, 2015, was $203,000.
Prepare a statement of cash flows for Ousel Travel Service for the year ended
November 30, 2016.
EE1-7 p20 PE1-7B Statement of cash flows OBJ. 5

A summary of cash flows for Sentinel Travel Service for the year ended August 31, 2016,

follows:

Cash receipts:

Cash received from customers

Cash received from issuing common stock
Cash payments:

Cash paid for operating expenses

Cash paid for land

Cash paid as dividends

$734,000
36,000

745,600
50,000
18,000

The cash balance as of September 1, 2015, was $89.,000.

(Continued)
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EX 1-3 Business entity concept OBJ. 2

Ozark Sports sells hunting and fishing equipment and provides guided hunting and
fishing trips. Ozark Sports is owned and operated by Fric Griffith, a well-known sports
enthusiast and hunter. Eric’s wife, Linda, owns and operates Lake Boutique, a women’s
clothing store. Eric and Linda have established a trust fund to finance their children’s
college education. The trust fund is maintained by Missouri State Bank in the name of
the children, Mark and Steffy.

a. For each of the following transactions, identify which of the entities listed should
record the transaction in its records:

Entities

L Lake Boutique

M Missouri State Bank
o} Ozark Sports

X None of the above

1. Linda authorized the trust fund to purchase mutual fund shares.

2. Linda purchased two dozen spring dresses from a St. Louis designer for a special
spring sale.

3. Eric paid a breeder’s fee for an English springer spaniel to be used as a hunting
guide dog.

4. Linda deposited a $2,000 personal check in the trust fund at Missouri State Bank.

5. Eric paid a local doctor for his annual physical, which was required by the work-
men’s compensation insurance policy carried by Ozark Sports.

6. Eric received a cash advance from customers for a guided hunting trip.
7. Linda paid her dues to the YWCA.

8. Linda donated several dresses from inventory for a local charity auction for the
benefit of a women’s abuse shelter.

9. Eric paid for dinner and a movie to celebrate their twelfth wedding anniversary.
10. Eric paid for an advertisement in a hunters’ magazine.
b. What is a business transaction?

EX 1-4 Accounting equation OBJ. 3
The total assets and total liabilities (in millions) of Green Mountain Coffee Roasters, Inc.
and Starbucks Corporation follow:

Green Mountain Starbucks
Assets $3,616 $8,219
Liabilities 1,345 3,110

Determine the stockholders’ equity of each company.

EX 1-5 Accounting equation ' OBJ. 3
The total assets and total Labilities (in millions) of Dollar Tree Inc. and Target Corporation
follow:

DollarTree  Target Corporation
Assets $2,329 $46,630
Liabilities 984 30,809

Determine the stockholders’ equity of each company.

EX1-6 Accounting equation 0BJ.3
Determine the missing amount for each of the following:
Assets = Liabilities + Stockholders’ Equity
a. X = $376,000 4 $895,000
b. $1,375000 = X + $855,000
[ $863,500 - $211,000 4 X
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EX 1-12 Transactions 0BJ. 4

The following selected transactions were completed by Cota Delivery Service during July:
1. Received cash in exchange for common stock, $35,000.

. Purchased supplies for cash, $1,100.

. Paid rent for October, $4,500.

. Paid advertising expense, $900.

- Received cash for providing delivery services, $33,000.

. Billed customers for delivery services on account, $58,000.

. Paid creditors on account, $2,900.

. Received cash from customers on account, $27,500.

- Determined that the cost of supplies on hand was $300 and $8,600 of supplies had
been used during the month.

10. Paid cash dividends, $2,500.

Indicate the effect of each transaction on the accounting equation by listing the num-

bers identifying the transactions, (1) through (10), in a column, and inserting at the right
of each number the appropriate letter from the following list:

=R <R B e Y Y 2 V]

4. Increase in an asset, decrease in another asset.

b. Increase in an asset, increase in a liability.

¢. Increase in an asset, increase in stockholders’ equity.
d. Decrease in an asset, decrease in a liability.

¢. Decrease in an asset, decrease in stockholders’ equity.

EX 1-13 Nature of transactions OBJ. 4

v’ d. $22,800 Teri West operates her own catering service. Summary financial data for July are presented
in equation form as follows. Each line designated by a number indicates the effect of a
transaction on the equation. Each increase and decrease in stockholders’ equity, except
transaction (5), affects net income.

Assets = Liabilities + Stockholders’ Equity
Accounts Common Retained Fees

Cash + Supplies + Land = Payable + Stock Earnings - Dividends + Earned — Expenses
Bal. 40,000 3,000 82,000 7,500 50,000 67,500
1 +71,800 +71,800
2 —15,000 +15,000
3 —47,500 —47,500
4. +1,100 +1,100
5 —5,000 -5,000
6 —4,000 -4,000
7 -1,500 -1,500
Bal. 40,300 2,600 97,000 4,600 50,000 67,500 =5,000 71,800 49,000

a. Describe each transaction.

b. What is the amount of the net increase in cash during the month?

¢. What is the amount of the net increase in stockholders’ equity during the month?

d. What is the amount of the net income for the month?

e. How much of the net income for the month was retained in the business?

EX 1-14 Net income and dividends OBJ. 5

The income statement for the month of February indicates a net income of $17,500. Dur-
ing the same period, $25,500 in cash dividends were paid.

- Would it be correct to say that the business incurred a net loss of $8,000 during
the month? Discuss.
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EX 1-20 Missing amounts from balance sheet and income statement data

One item is omitted in each of the following summaries of balance sheet and income
statement data for the following four different corporations:

Freeman Heyward Jones Ramirez
Beginning of the year:
Assets $ 900,000  $490,000 $115,000 (d)
Liabilities 360,000 260,000 81,000  $120,000
End of the year:
Assets 1,260,000 675,000 100,000 270,000
Liabilities 330,000 220,000 80,000 136,000
During the year:
Additional common stock issued (a) 150,000 10,000 55,000
Dividends 75,000 32,000 () 39,000
Revenue 570,000 (b) 115,000 115,000
Expenses 240,000 128,000 122,500 128,000

Determine the missing amounts, identifying them by letter. (Hint: First determine the
amount of increase or decrease in stockholders’ equity during the year.)

EX 1-21 Balance sheets, net income
Financial information related to Ebony Interiors for February and March 2016 is as follows:

February 29,2016  March 31,2016

Cash 320,000 380,000
Accounts receivable 800,000 960,000
Supplies 30,000 35,000
Accounts payable 310,000 400,000
Common stock 200,000 200,000
Retained earnings ? ?

a. Prepare balance sheets for Ebony Interiors as of February 29 and March 31, 2016.

b. Determine the amount of net income for March, assuming that no additional common
stock was issued and no dividends were paid during the month.

¢. Determine the amount of net income for March, assuming that no additional common
stock was issued, but dividends of $50,000 were paid during the month.

EX 1-22 Financial statements

Each of the following items is shown in the financial statements of Exxon Mobil Corporation:

1. Accounts payable 9. Marketable securities

2. Cash equivalents 10. Notes and loans payable
3. Crude oil inventory 11. Notes receivable

4. Equipment 12. Operating expenses

5. Exploration expenses 13. Prepaid taxes

6. Income taxes payable 14. Sales

7. Investments 15. Selling expenses

8. Long-term debt

a. Identify the financial statement (balance sheet or income statement) in which each
item would appear.

b. Can an item appear on more than one financial statement?

¢. Is the accounting equation relevant for Exxon Mobil Corporation?

EX 1-23 Statement of cash flows

Indicate whether each of the following activities would be reported on the statement of
cash flows as (a) an operating activity, (b) an investing activity, or (c) a financing activity:
(Continued)
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EX 1-26 Ratio of liabilities to stockholders’ equity OBJ. 6

The Home Depot, Inc,, is the world’s largest home improvement retailer and one of the
largest retailers in the United States based on sales volume. The Home Depot operates
over 2,200 Home Depot® stores that sell a wide assortment of building materials and
home improvement and lawn and garden products.

The Home Depot recently reported the following balance sheet data (in millions):

Year 2 Year 1
Total assets 540,518 $40,125
Total stockholders’ equity 22,620 21,236

a. Determine the total liabilities at the end of Years 2 and 1.

b. Determine the ratio of liabilities to stockholders’ equity for Year 2 and Year 1. Round
to two decimal places.

C. What conclusions regarding the margin of protection to the creditors can you
draw from (b)?
EX 1-27 Ratio of liabilities to stockholders’ equity OBJ. 6

Lowe’s Companies Inc,, a major competitor of The Home Depot in the home improvement
business, operates over 1,700 stores. Lowe’s recently reported the following balance sheet
data (in millions):

Year 2 Year 1
Total assets $33,559 $33,699
Total liabilities 17,026 15,587

a. Determine the total stockholders’ equity at the end of Years 2 and 1.

b. Determine the ratio of liabilities to stockholders’ equity for Year 2 and Year 1. Round
to two decimal places.

C. s What conclusions regarding the risk to the creditors can you draw from (b)?

d. Using the balance sheet data for The Home Depot in Exercise 1-26, how does the ratio
of liabilities to stockholders’ equity of Lowe’s compare to that of The Home Depot?

Problems: Series A

v’ Cash bal. at end of
April: $39,785
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PR 1-1A Transactions OBJ. 4

On April 1 of the current year, Andrea Byrd established a business to manage rental
property. She completed the following transactions during April:

Opened a business bank account with a deposit of $45,000 in exchange for common stock.
Purchased office supplies on account, $2,000.

Received cash from fees earned for managing rental property, $8,500.

Paid rent on office and equipment for the month, $5,000.

Paid creditors on account, $1,375.

Billed customers for fees earned for managing rental property, $11,250.

® e a0 g

Paid automobile expenses (including rental charges) for month, $840, and miscella-
neous expenses, $900.

h. Paid office salaries, $3,600.

i. Determined that the cost of supplies on hand was $550; therefore, the cost of supplies
used was $1,450.

j. Paid dividends, $2,000.

Instructions

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

the following tabular headings: oo



