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PART I EXERCISES FROM CHAPTER 1
Exercise 1
E1-25 Using the accounting equation, preparing financial statements, and evaluating business performance [30–40 min] Compute the missing amount for Felix Company. You will need to work through total stockholders’ equity.

Beginning:

Assets . . . . . . . . . . . $45,000

Liabilities  . . . . . . . . 29,000

Ending:

Assets . . . . . . . . . . . $55,000

Liabilities  . . . . . . . . 38,000

Stockholders’ Equity:

Issuance of stock  . . . . . . . . $           0

Dividend payments . . . . . . . 19,000

Income Statement:

Revenues  . . . . . . . . . . . . . . $242,000

Expenses  . . . . . . . . . . . . . . ?

Requirements

1. Did Felix earn a net income or suffer a net loss for the year? Compute the amount.

2. Would you consider Felix’s performance for the year to be good or bad? Give your reason.
Exercise 2
E1-27 Preparing financial statements and evaluating business performance

[10–20 min]

The account balances of Wilson Towing Service, Inc., at June 30, 2012, follow:
[image: image1.emf]Equipment 13.600 $           Service revenue 11.200 $                   

Supplies 900                    Accounts receivable 6.200                        

Note payable 6.900                 Accounts payable 3.000                        

Rent expense 550                    Common stock 4.950                        

Cash  2.900                 Salary expense 1.900                        

Retained earnings ?


Requirements

1. Prepare the balance sheet of the business at June 30, 2012.

2. What does the balance sheet report—financial position or operating results?

3. Which financial statement reports the other accounts listed for the business?

Exercise 3

E1-28 Preparing financial statements and evaluating business performance

[10–15 min]

The assets, liabilities, stockholders’ equity, revenues, and expenses of Davis Design

Studio, Inc., have the following balances at December 31, 2012, the end of its first

year of operation. During the year, the business issued common stock for $15,000.
[image: image2.emf]Note payable 42.000 $           Office furniture 49.000 $                      

Rent expense 23.000              Utilities expense 6.900                            

Cash  3.600                 Accounts payable 3.200                            

Office supplies 4.500                 Stockholders' equity 18.300                         

Salary expense 65.000              Service revenue 158.300                       

Salary payable 2.200                 Accounts receivable 8.600                            

Property tax expense 1.500                 Supplies expense 4.200                            


Requirements

1. Prepare the income statement of Davis Design Studio for the year ended

December 31, 2012. What is the result of operations for 2012?

2. What was the amount of the company’s dividend payments during the year?

Exercise 4
P1-35A Preparing financial statements and evaluating business performance

[20–30 min]

Presented here are the accounts of Gate City Answering Service Corporation for the

year ended December 31, 2012.

	Land
	 $             8.000 
	Common stock
	 $                      28.000 

	Note payable
	              32.000 
	Accounts payable
	                          11.000 

	Property tax expense
	                2.600 
	Accounts receivable
	                            1.000 

	Dividends
	              30.000 
	Advertising expense
	                          15.000 

	Rent expense
	              13.000 
	Building
	                       145.200 

	Salary expense
	              65.000 
	Cash
	                            3.000 

	Salary payable
	                1.300 
	Equipment
	                          16.000 

	Service revenue
	           192.000 
	Insurance expense
	                            2.500 

	Supplies
	              10.000 
	Interest expense
	                            7.000 

	Retained earnings, 12/31/2011
	              54.000 
	 
	 


Requirements

1. Prepare Gate City Answering Service Corporation’s income statement.

2. Prepare the statement of retained earnings.

3. Prepare the balance sheet.

4. Answer these questions about the company:

a. Was the result of operations for the year a profit or a loss? How much? 

b. How much in total economic resources does the company have as it moves

into the new year?

c. How much does the company owe to creditors?

d. What is the dollar amount of the stockholders’ equity in the business at the

end of the year?

Exercise 5
P1-36A Preparing financial statements [20–30 min]

Studio Photography, Inc., works weddings and prom-type parties. The balance of

retained earnings was $16,000 at December 31, 2011. At December 31, 2012, the

business’s accounting records show these balances:
[image: image3.emf]Insurance expense 8.000 $             Accounts receivable 8.000 $                        

Cash 37.000              Note payable 12.000                         

Accounts payable 7.000                 Retained earnings ?

Advertising expense 3.000                 Salary expense 25.000                         

Service revenue 80.000              Equipment 50.000                         

Dividends 13.000              Common stock 29.000                         


Requirement

1. Prepare the following financial statements for Studio Photography, Inc. for the

year ended December 31, 2012:

a. Income statement

b. Statement of retained earnings

c. Balance sheet

PART II PROBLEM FROM CHAPTER 1
P1-41B Applying the entity concept, using the accounting equation for transaction analysis, preparing financial statements, and evaluating business performance [20–30 min] Aimee Griffin practiced law with a partnership for 10 years. Recently she opened her own law office, which she operates as a professional corporation. The name of the new entity is Aimee Griffin, Attorney, P.C. Griffin experienced the following events during the organizing phase of the new business and its first month of operation. Some of the events were personal and did not affect the law practice. Others were business transactions and should be accounted for by the business.

Dec   1 Sold personal investment in eBay stock, which she had owned for several years, receiving $33,000 cash.

2 Deposited the $33,000 cash from sales of the eBay stock in her personal bank account.

3 Received $159,000 cash from former law partners.

5 Deposited $109,000 cash in a new business bank account titled Aimee Griffin, Attorney, P.C. The business issued common stock to Griffin.

7 Paid $900 cash for ink cartridges for the printer.

9 Purchased a computer for the law office, agreeing to pay the account, $9,200, within three months.

23 Finished court hearings on behalf of a client and submitted a bill for legal services, $17,000, on account.

30 Paid utilities, $1,900.

31 Paid cash dividends of $5,000.

Requirements

1. Analyze the effects of the preceding events on the accounting equation of the corporation of Aimee Griffin, Attorney, P.C. Use a format similar to Exhibit 1-6.

2. At December 31, compute the business’s

a. total assets.

b. total liabilities.

c. total stockholders’ equity.

d. net income or net loss for the month.

3. Evaluate Aimee Griffin, Attorney, P.C.’s first month of operations. Were the

results good or bad?
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