Chapter 02 - Investing and Financing Decisions and the Accounting System


Chapter 2 – Set B Exercises – Libby 8e
E2-1B (similar to E2-2) [LO2] Identifying Account Titles

The following are independent situations for Lamar Company.

a. Lamar Company is formed and sells 200 shares of stock for $15 per share to investors.

b. Lamar Company purchases for $19,000 cash a new delivery truck that has a list, or sticker, price of $22,000.

c. A children’s clothing retailer orders 50 new display stands from Lamar Company for $300 each for future delivery.

d. Lamar Company orders and receives 12 personal computers for office use for which it signs a note promising to pay $35,000 within three months.

e. A construction company signs a contract to build a new $700,000 warehouse for Lamar Company. At the signing, Lamar Company writes a check for $50,000 to the construction company as the initial payment for the construction (receiving construction in progress). Answer from the standpoint of Lamar Company.

f. Lamar Company purchases a copyright (an intangible asset) for $80,000 cash. 

g. Lamar Company pays stockholders a $150,000 cash dividend.

h. Lamar Company purchases a piece of land for $150,000 cash. An appraiser for the buyer valued the land at $185,000.

i. Lamar Company acquires the patent (an intangible asset), paying $600,000 cash and signing a $500,000 note payable due in one year.

j. For this event only, assume that Lamar Company is a sole proprietorship (one owner); its owner buys a car for $21,000 for personal use. Answer from the company’s point of view.

k. Lamar Company purchases 200 shares of Apple Inc. common stock as an investment for $5,000 cash.

l. Lamar Company borrows $10,000 from a local bank and signs a six-month note for the loan.

m. Lamar Company pays $2,500 principal on its note payable (ignore interest).

Required:

1. Indicate the appropriate account titles on Lamar Company’s books, if any, affected in each of the preceding events. Consider what is received and what is given.

2. At what amount would you record the truck in (b)? The land in (h)? What measurement principle are you applying?

3. For (j), what accounting concept did you apply?

E2-2B (similar to E2-3) [LO 2,4] Classifying Accounts and Their Usual Balances

As described in a recent annual report, TechPhone provides wireless voice and data services across one of the most extensive wireless networks in the U.S. The following accounts are from a recent balance sheet for TechPhone.
(1) Contributed Capital
(2) Prepaid Expenses
(3) Taxes Payable 

(4) Retained earnings
(5) Account Receivable 

(6) Long-Term Debt
(7) Short term investments
(8) Accounts Payable

(9) Plant, Property, and Equipment
(10) Long-Term Investments
Required:
For each account, indicate whether the account is classified as a current asset (CA), noncurrent asset (NCA), current liability (CL), noncurrent liability (NCL), or stockholders’ equity (SE), and whether the account usually has a debit or credit balance.

E2-3B (similar to E2-4) [L O 3] Determining Financial Statement Effects of Several Transactions

The following events occurred for Morgan Company:


a.
Received investment of $52,000 cash by organizers and distributed stock to them.

b.
Purchased $18,000 of land; paid $3,000 in cash and signed a mortgage note for the balance. 

c.
Purchased $4,000 of equipment, paying $500 in cash and signing a note for the rest.

d.
Borrowed $10,000 cash from a bank.


e.
Loaned $700 to an employee who signed a note.

Required:

For each of the events (a) through (e) perform transaction analysis and indicate the account, amount, and direction of the effect (+ for increase and ( for decrease) on the accounting equation. Check that the accounting equation remains in balance after each transaction. Use the following headings:

Event
Assets
=
Liabilities
  +
Stockholders’ Equity

E2-4B (similar to E2-5) [L O 3] Determining Financial Statement Effects of Several Transactions

Top, Inc, is a leading manufacturer of athletic shoes and sports apparel. The following activities occurred during a recent year. The amounts are rounded to millions of dollars.


a.
Purchased additional buildings for $242 and equipment for $27.3; paid $24.3 in cash and signed a long-term note for the rest.


b.
Declared $95.2 in dividends to be paid in the following year.


c. 
Purchased additional short-term investments for $2,709.2 cash.

d.
Several Top investors sold their own stock to other investors on the stock exchange for $35.


e.
Issued $135.4 in additional stock for cash.


f.
Sold $4,210.0 in short-term investments for cash.

Required:


For each of these events (a) through (f), perform transaction analysis and indicate the account, amount, and direction of the effect (+ for increase and ( for decrease) on the accounting equation. Check that the accounting equation remains in balance after each transaction. Use the following headings:  

Event
Assets
=
Liabilities
  +
Stockholders’ Equity

E2-5B (similar to E2-6) [LO 4] Recording Investing and Financing Activities

Refer to E2–3B.

Required:

For each of the events in E2–3B, prepare journal entries, checking that debits equal credits.

E2-6B (similar to E2-7) [LO 4] Recording Investing and Financing Activities

Refer to E2–4B.

Required:


For each of the events in E2–4B, prepare journal entries, checking that debits equal credits.

E2-7B (similar to E-8) [LO 4] Analyzing the Effects of Transactions in T-Accounts

Cote Service Company, Inc., was organized by P. Cote and five other investors. The following activities 
occurred during the year:

a. Received $31,500 cash from the investors; each was issued 700 shares of capital stock.

b. Purchased equipment for use in the business at a cost of $36,000; one-fourth was paid in cash and the company signed a note for the balance (due in six months). 

c. Signed an agreement with a cleaning service to pay it $60 per week for cleaning the corporate offices.

d. Received an additional contribution from investors who provided $8,000 in cash and land valued at $26,000 in exchange for stock in the company.

e. Loaned $3,200 to one of the investors who signed a note due in six months.

f. P. Cote borrowed $20,000 for personal use from a local bank, signing a one-year note.

Required:


1.
Create T-accounts for the following accounts: Cash, Note Receivable, Equipment, Land, Note Payable, and Contributed Capital. Beginning balances are zero. For each of the preceding transactions, record the effects of the transaction in the appropriate T-accounts. Include appropriate references and totals for each T-account.


2.
Using the final balances in the T-accounts, fill in the following amounts for the accounting equation:

Assets $ _______= Liabilities $_______ + Stockholders’ Equity $_______

E2-8B (similar to E2-11) [LO 4] Recording Journal Entries

Jackson Corporation was organized on May 1, 2015. The following events occurred during the first month.

a. Received $72,000 cash from the five investors who organized Jackson Corporation.

b. Ordered store fixtures costing $18,000.

c. Borrowed $12,000 cash and signed a note due in two years.

d. Purchased $15,000 in equipment, paying $2,500 in cash and signing a six-month note for the balance.

e. Loaned $2,000 to an employee who signed a note to repay the loan in three months.

f. Received and paid for the store fixtures ordered in (b).

Required:

Prepare journal entries for each transaction. (Remember that debits go on top and credits are indented on the bottom) Be sure to use appropriate references and categorize each account as an asset (A), liability (L), or stockholders’ equity (SE). If a transaction does not require a journal entry, explain the reason.

E2-9B (similar to E2-12) [LO 4] Recording Journal Entries

Ciao Group, headquartered in Rome, Italy, manufactures furniture. Financial information is reported in the euro (€) monetary unit using International Financial Reporting Standards as applicable to the European Union. The following transactions were adapted from the annual report of the Ciao Group; amounts are in millions of Euros. 

a.
Declared € 79 in dividends to be paid next month.


b.
Ordered € 1,088 in equipment.   


c.
Paid € 300 in dividends declared in prior months.


d.
Borrowed € 3,385 in cash from banks.


e.
Sold equipment at its cost of €193for cash.


f.
Received the equipment ordered in event (b), paying € 780 in cash and signing a note for the balance.


g.
Purchased short-term investments for € 1,245 cash.

Required:

Prepare journal entries for each transaction. Be sure to use appropriate references and categorize each account as an asset (A), liability (L), or stockholders’ equity (SE). If a transaction does not require a journal entry, explain the reason.

E2-10B (similar to E2-13) [LO 4, 5] Analyzing the Effects of Transactions Using T-Accounts and Interpreting the Current Ratio as a Manager of the Company

Delta Company has been operating for one year (2014). You are a member of the management team investigating expansion ideas that will require borrowing funds from banks. At the start of 2015, Delta T-account balances were as follows:

Assets:
     
                               Cash
                            Short-Term Investments
              Property and Equipment

                              6,500
                                               2,300                                              4,700

Liabilities:


                                            Short-Term Notes Payable       Long-Term Notes Payable



                                               1,900

                               1,300

Stockholders’ Equity:


                                                         Contributed Capital                       Retained Earnings


8,300

2,000
Required:


1.
Using the data from these T-Accounts, determine the amounts for the following on January 1, 2015:

Assets $ _______= Liabilities $_______ + Stockholders’ Equity $_______


2.
Enter the following 2015 transactions in the T-accounts:

  (a) Borrowed $10,000 from a local bank, signing a note due in five years.

 

(b) Sold $1,300 of the investments for $1,300 cash.



(c) Sold one-half of the property and equipment for $2,350 in cash.


(d) Paid $400 cash dividends to stockholders.


3.
Compute ending balances in the T-accounts to determine amounts for the following on December 31, 2015:

Assets $ _______= Liabilities $_______ + Stockholders’ Equity $_______

4.
Calculate the current ratio at December 31, 2015. If the industry average for the current ratio is 4.50, what does your computation suggest to you about Delta Company? Would you suggest that Delta Company increase its short-term liabilities? Why or why not?

E2-11B (similar to E2-17) [LO 4] Inferring Typical Investing and Financing Activities in Accounts

The following T-accounts indicate the effects of normal business transactions:

                                Equipment
                              Notes Receivable
                       Notes Payable

                1/1             500


                1/1            150


                                     100
          1/1


                                  250
           ?

                                   ?
           225
            

  ?       170

               12/31
        100

            12/31
            170



           160      
12/31
Required:


1.
Describe the typical investing and financing transactions that affect each T-Account. That is, what economic events occur to make each of these accounts increase and decrease?


2.
For each T-account, compute the missing amounts.
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