CHAPTER 2 ALTERNATE PROBLEMS

Problem 2.1A

Preparing and Evaluating a Balance Sheet
Listed below in random order are the items to be included in the balance sheet of Little Valley Lodge at December 31, 2002:


Equipment
$     8,100
Buildings
$300,000


Land
510,000
Capital Stock
100,000


Accounts Payable
40,100
Cash
10,300


Accounts Receivable
9,400
Furnishings
47,200


Salaries Payable
21,000
Notes Payable
405,000


Interest Payable
8,000
Retained Earnings
?

Instructions

a. Prepare a balance sheet at December 31, 2002.  Include a proper heading and organize your balance sheet similar to the illustrations shown in the Chapter 2.  (After “Buildings,” you may list the remaining assets in any order.)  You will need to compute the amount to be shown for retained earnings.

b. Assume that no payment is due on the notes payable until 2004.  Does this balance sheet indicate that the company is in a strong financial position as of December 31, 2002?  Explain briefly.
Problem 2.2A

Interpreting the Effects of Business Transactions

Six transactions of Delmar Company, a corporation, are summarized below in equation form, with each of the six transactions identified by a letter.  For each of the transactions (a) through (f) write a separate statement explaining the nature of the transaction.  For example, the explanation of transaction a could be as follows: Purchased furniture for cash at a cost of $1,100.

	
	Assets
	=
	Liabilities
	+
	Owners’ Equity

	
	Cash
	+
	Accounts Receivable
	+
	Land
	+
	Building
	+
	Furniture
	=
	Accounts Payable
	+
	Capital Stock

	Balances

(a)
	$10,000

-1,100
	
	$40,000
	
	$50,000
	
	$100,000
	
	$20,000

+1,100
	
	$35,000
	
	$185,000

	Balances

(b)
	$8,900

+800
	
	$40,000

-800
	
	$50,000
	
	$100,000
	
	$21,100
	
	$35,000
	
	$185,000

	Balances

(c)
	$9,700

-4,000
	
	$39,200
	
	$50,000
	
	$100,000
	
	$21,100

+10,000
	
	$35,000

+6,000
	
	$185,000

	Balances

(d)
	$5,700

-1,700
	
	$39,200
	
	$50,000
	
	$100,000
	
	$31,100
	
	$41,000

-1,700
	
	$185,000

	Balances

(e)
	$4,000

+12,000
	
	$39,200
	
	$50,000
	
	$100,000
	
	$31,100
	
	$39,300
	
	$185,000

+12,000

	Balances

(f)
	$16,000
	
	$39,200
	
	$50,000
	
	$100,000
	
	$31,100

+2,000
	
	$39,300

+2,000
	
	$197,000

	Balances
	$16,000
	
	$39,200
	
	$50,000
	
	$100,000
	
	$33,100
	
	$41,300
	
	$197,000

	


Problem 2.3A

Recording the Effects of Transactions

Jania Corporation was organized on December 1 of the current year and had the following account balances at December 31, listed in tabular form:

	
	Assets
	=
	Liabilities
	+
	Owners’ Equity

	
	Cash
	+
	Land
	
	Building
	+
	Office Equipment
	=
	Notes Payable
	+
	Accounts Payable
	+
	Capital Stock

	Balances
	$15,000
	
	$90,000
	
	$87,000
	
	$42,700
	
	$60,000
	
	$74,700
	
	$100,000

	


Early in January, the following transactions were carried out by Jania Corporation:

1. Sold capital stock to owners for $30,000.

2. Purchased land and a small office building for a total price of $100,000, of which $40,000 was the value of the land and $60,000 as the value of the building.  Paid $20,000 in cash and signed a note payable for the remaining $80,000.

3. Bought several computer systems on credit for $9,000 (30-day open account).

4. Obtained a loan from 1st Bank in the amount of $10,000.  Signed a note payable.

5. Paid the $5,000 account payable due as of December 31.

Instructions

a. List the December 31 balances of assets, liabilities, and owners’ equity in tabular form shown.

b. Record the effects of each of the five transactions in the format illustrated in Chapter 2 of the text.  Show the totals for all columns after each transaction.

Problem 2.4A

An Alternate Problem on Recording the Effects of Transactions

The items making up the balance sheet of Jones Delivery at December 31 are listed below in tabular form similar to the illustration of the accounting equation in Chapter 2 of the text.

	
	Assets
	=
	Liabilities
	+
	Owners’ Equity

	
	Cash
	+
	Accounts Receivable
	
	Trucks
	+
	Office Equipment
	=
	Notes Payable
	+
	Accounts Payable
	+
	Capital Stock

	Balances
	$8,200
	
	$9,600
	
	$65,000
	
	$4,000
	
	$15,000
	
	$6,100
	
	$65,700

	


During a short period after December 31, Jones Delivery had the following transactions:

1. Bought office equipment at a cost of $3,200.  Paid cash.

2. Collected $5,000 of accounts receivable.

3. Paid $1,200 of accounts payable.

4. Borrowed $8,000 from a bank.  Signed a note payable for that amount.

5. Purchased two trucks for $40,000.  Paid $10,000 cash and signed a note payable for the balance.

6. Sold additional stock to investors for $22,000.

Instructions

a. List the December 31 balances of assets, liabilities, and owners’ equity in tabular form as shown above.

b. Record the effects of each of the six transactions in the tabular arrangement illustrated above.  Show the totals for all columns after each transaction.

Problem 2.5A

Preparing a Balance Sheet; Effects of a Change in Assets

HERE COMES THE TIGERS! is the name of a traveling circus.  The ledger accounts of the business at June 30, 2002, are listed here in alphabetical order:


Accounts Payable
$  4,100
Notes Payable
$120,000


Accounts Receivable
22,000
Notes Receivable
8,200


Animals
250,000
Props and Equipment
92,000


Cages
20,000
Retained Earnings
54,700


Capital Stock
350,000
Salaries Payable
8,090


Cash
?
Tents
43,000


Costumes
17,000
Trucks & Wagons
110,240

Instructions

a. Prepare a balance sheet by using these items and computing the amount of Cash at June 30, 2002.  (After “Accounts Receivable,” you may list the remaining assets in any order.)  Include a proper balance sheet heading.

b. Assume that late in the evening of June 30, after your balance sheet had been prepared, a fire destroyed one of the tents, which had cost $8,000.  The tent was not insured.  Explain what charges would be required in your June 30 balance sheet to reflect the loss of this asset.

Problem 2.6A

Preparing a Balance Sheet – A Second Problem

Shown below in random order is a list of balance sheet items for Fire Valley Farms at September 30, 2002.:


Land
$ 42,000
Fences and Gates
$ 16,230


Barns and Sheds
18,300
Irrigation System
8,400


Notes Payable
80,000
Cash
8,200


Accounts Receivable
17,000
Livestock
97,400


Citrus Trees
10,200
Farm Machinery
19,200


Accounts Payable
7,030
Retained Earnings
?


Property Taxes Payable
9,100
Wages Payable
3,200


Capital Stock
100,000


Instructions

a. Prepare a balance sheet by using these items and computing the amount for retained earnings.  Use a sequence of assets similar to that illustrated in Chapter 2 of the text.  (After “Barns and Sheds” you may list the remaining assets in any order.)  Include a proper heading for your balance sheet.

b. Assume that on September 30, immediately after this balance sheet was prepared, a tornado completely destroyed one of the barns.  This barn had a cost of $7,200, and was not insured against this type of disaster.  Explain what charges would be required in your September 30 balance sheet to reflect the loss of this barn.

Problem 2.7A

Preparing a Balance Sheet and Statement of Cash Flow; Effects of Business Transactions

The balance sheet items for The Town Bakery (arranged in alphabetical order) were as follows at August 1, 2002.  (You are to compute the missing figure for retained earnings.)


Accounts Payable
$ 6,300
Equipment and Fixtures
$22,000


Accounts Receivable
10,100
Land
40,000


Building
80,000
Notes Payable
50,000


Capital Stock
90,000
Salaries Payable
4,200


Cash 
3,200
Supplies
6,200

During the next two days, the following transactions occurred:

Aug. 2
Additional capital stock was sold for $20,000.  The accounts payable were paid in full.  (No payment was made on the notes payable or income taxes payable.)

Aug. 3
Equipment was purchased at a cost of $5,000 to be paid within 10 days.  Supplies were purchased for $1,100 cash from a restaurant supply center that was going out of business.  These supplies would have cost $2,000 if purchased through normal channels.

Instructions

a. Prepare a balance sheet at August 1, 2002.

b. Prepare a balance sheet at August 3, 2002, and a statement of cash flows for August 1-3.  Classify the payment of accounts payable and the purchase of supplies as operating activities.

c. Assume the note payable does not come for several years.  Is The Town Bakery in a stronger financial position on August 1 or on August 3?  Explain briefly.

Problem 2.8A

Preparing Financial Statements; Effects of Business Transactions

The balance sheet items of The Soda Shop (arranged in alphabetical order) were as follows at the close of the business on  September 30, 2002:


Accounts Payable
$ 8,500
Furniture and Fixtures
$20,000


Accounts Receivable
1,250
Land
55,000


Building
45,500
Notes Payable
?


Capital Stock
50,000
Retained Earnings
4,090


Cash 
7,400
Supplies
3,440

The transactions occurring during the first week of October were:

Oct. 3
Additional capital stock was sold for $50,000.  The accounts payable were paid in full.  (No payment was made on the notes payable.)

Oct. 6
More furniture was purchased on account at a cost of $10,000, to be paid within 30 days.  Supplies were purchased for $1,000 cash from a restaurant supply center that was going out of business.  These supplies would have cost $2,000 if purchased under normal circumstances.

Oct. 1-6
Revenues of $6,000 were earned and paid in cash.  Expenses required to earn the revenues of $2,200 were incurred and paid in cash.

Instructions

a. Prepare a balance sheet at September 30, 2002.  (You will need to compute the missing figure for Notes Payable.)

b. Prepare a balance sheet at October 6, 2002.  Also prepare an income statement and a statement of cash flows for the period October 1-6, 2002.  In your statement of cash flows, treat the purchase of supplies and the payment of accounts payable as operating activities.

c. Assume the note payable does not come due for several years.  Is The Soda Shop in a stronger financial position on September 30 or on October 6?  Explain briefly.

Problem 2.9A

Preparing a Balance Sheet; Discussion of Accounting Principles

Troy Pamona is the founder and manager of New City Playhouse.  The business needs to obtain a bank loan to finance the production of its next play.  As part of the loan application, Pamona was asked to prepare a balance sheet for the business.  He prepared the following balance sheet, which is arranged correctly but which contains several errors with respect to such concepts as the business entity and the valuation of assets, liabilities, and owner’s equity.

NEW CITY PLAYHOUSE

Balance Sheet

September 30, 2002


Assets

Liabilities & Owner’s Equity


Cash
$ 18,200
Liabilities:


Accounts Receivable
140,100

Accounts Payable
$ 5,000


Props and Costumes
2,000

Salaries Payable
31,200

Theater Building
27,000


Total Liabilities
$36,200


Lighting Equipment
9,100
Owner’s Equity:


Automobile
16,000
Troy Pamona,



_______

Capital
176,200

Total
$212,400
Total

$212,400
In discussions with Pamona and by reviewing the accounting records of New City Playhouse, you discover the following facts:

1. The amount of cash, $18,200, includes $15,000 in the company’s bank account, $2,100 on hand in the company’s safe, and $1,000 in Pamona’s personal savings account.

2. The accounts receivable, listed as $140,100, include $8,000 owed to the business by Artistic Tours.  The remaining $131,100 is Pamona’s estimate of future ticket sales from September 30 through the end of the year (December 31).

3. Pamona explains to you that the props and costumes were purchased several days ago for $19,000.  The business paid $3,000 of this amount in cash and issued a note payable to Actor’s Supply Co. for the remainder of the purchase price ($16,000).  As this note is note due until January of next year, it was not included among the company’s liabilities.

4. New City Playhouse rents the theater building from Delf International at a rate of $3,000 a month.  The $27,000 shown in the balance sheet represents the rent paid through September 30 of the current year.  Delf International acquired the building seven years ago at a cost of $140,000.

5. The lighting equipment was purchased on September 26 at a cost of $9,100, but the stage manager says that it isn’t worth a dime.

6. The automobile is Pamona’s classic 1935 Packard, which he purchased two years ago for $9,000.  He recently saw a similar car advertised for sale at $16,000.  He does not use the car in the business, but it has a personalized license plate that reads “PLAHOUS.”

7. The accounts payable include business debts of $4,000 and the $1,000 balance of Pamona’s personal VISA card.

8. Salaries payable include $28,000 offered to Sue Barnes to play the lead role in a new play opening next December and $3,200 still owed to stagehands for work done through September 30.

9. When Pamona founded New City Playhouse several years ago, he invested $100,000 in the business.  However, Live Theatre, Inc., recently offered to buy his business for $176,200.  Therefore, he listed this amount as his equity in the above balance sheet.

Instructions

a. Prepare a corrected balance sheet for New City Playhouse at September 30, 2002.

b. For each of the nine numbered items above, explain your reasoning in decided whether or not to include the items in the balance sheet and in determining the proper dollar valuation.

Problem 2.10A

Preparing a Balance Sheet; Discussion of Accounting Principles

Broadway Scripts is a service-type enterprise in the entertainment field, and its manager, Joe Numbers, has only a limited knowledge of accounting.  Joe prepared the following balance sheet, which, although arranged satisfactorily, contains certain errors with respect to such concepts as the business equity and the asset valuation.  Joe owns all of the corporation’s outstanding stock.

BROADWAY SCRIPTS

Balance Sheet

November 30, 2002


Assets

Liabilities & Owner’s Equity


Cash
$ 4,100
Liabilities:


Notes Receivable
3,000

Notes Payable
$  70,000


Accounts Receivable
2,740

Accounts Payable
36,210

Land
80,000


Total Liabilities
$106,210


Building
61,850
Owner’s Equity:


Office Furniture
9,220

Capital Stock
10,000


Other Assets
24,000

Retained Earnings
68,700

Total
$184,910
Total

$184,910
In discussion with Joe and by inspection of the accounting records, you discover the following facts:

1. The amount of cash, $4,100, includes $3,000 in the company’s bank account, $520 on hand in the company’s safe, and $580 in Joe’s personal savings account.

2. One of the notes receivable in the amount of $750 is an IOU that Joe received in a poker game several years ago.  The IOU is signed by “J.R.,” whom Joe met at the game but has not heard from since.

3. Office furniture includes $3,000 for a Persian rug for the office purchased on November 25.  The total cost of the rug was $10,000.  The business paid $2,900 in cash and issued a note payable to Mohair Carpet for the balance due ($7,000).  As no payment on the note is due until January, this debt is not included in the liabilities above.

4. Also included in the amount for office furniture is a computer that cost $1,200 but is not on hand because Joe donated it to a local charity.

5. The “Other Assets” of $24,000 represent the total amount of income taxes Joe has paid the federal government over a period of years.  Joe believes the income tax law to be unconstitutional, and a friend who attends law school has promised to help Joe recover the taxes paid as soon as he passes the bar exam.

6. The asset “Land” was acquired at a cost of $25,000 but was increased to a valuation of $60,000 when a friend of Joe offered to pay that much for it if Joe would move the building off the lot.

7. The accounts payable include business debts of $31,400 and the $4,810 balance owed on Joe’s personal MasterCard.

Instructions

a. Prepare a corrected balance sheet at November 30, 2002.

b. For each of the seven numbered items above, use a separate numbered paragraph to explain whether the treatment followed by Joe is in accordance with generally accepted accounting principles.
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