Chapter 1

Accounting and Business

Questions

1. A business owned by one person whose personal wealth is at risk if the business fails is what type of ownership structure?

2. A business owned by two or more individuals whose personal wealth is at risk if the business fails is what type of ownership structure?

3. A business entity that is legally separate and distinct from its owners is what type of ownership structure?

4. A business that exists to provide services to customers or clients is operating as what type of business?

5. A business that obtains and distributes goods to customers is operating as what type of business?

6. A business organized to convert raw materials into finished goods is operating as what type of business?

7. Which financial statement shows the amounts of the company’s assets, liabilities, and owners’ equity at the end of the fiscal year?

8. Which financial statement shows the net income (revenues less expenses) of the company for a period of time?

9. Which financial statement shows the cash inflows and outflows for the company for the same period of time as the income statement?

10. Which ratio can be used as a measure of a company’s liquidity?


Exercises

E1.1
Classify each of the following businesses by type (service, merchandising, and/or manufacturing):

A. Zales Jewelers

B. The Boeing Company


C.
FedEx


D.
Gap Inc.

E. Coca Cola

F. American Airlines


G.
Dell Computer Corp.


H.
Radio Shack

E1.2
Brady Brothers, a partnership, has total assets of $350,000 and $100,000 of owners’ equity.  What are the partnership’s total liabilities?

E1.3
Refer to E1.2.  What is the debt to equity ratio for Brady Brothers?

E1.4
The Brady brothers, Ben and Bryan, hired an accountant to maintain accounting records for their partnership.  Each month the accountant prepares financial statements so Ben and Bryan can see the dollar amount of their profit or loss for that particular month.  Ben and Bryan each maintain their own personal financial records.  What basic accounting concepts are illustrated in this situation?    

E1.5
During the first month of operation, Brady Brothers made sales to customers totaling $12,000 but received only $6,000 from customers in cash.  Brady Brothers incurred $8,000 for operating expenses but only paid $5,000 in cash for those expenses.  What was Brady Brothers cash basis income?  

E1.6
Using the information in E1.5, what was Brady Brothers accrual basis income?

E1.7
Classify each of the following as an asset or a liability for the Brady Brothers partnership:


A.
Brady Brothers owes their attorney $1,000 in legal fees.


B.
Brady Brothers owes the bank $130,000 due in 4 years.


C.
Brady Brothers owns office equipment costing $50,000.




D.
Brady Brothers owns inventory costing $200,000.


E.
Brady Brothers’ customers owe it $75,000.


F.
Brady Brothers owes its suppliers $120,000.


G.
Brady Brothers checking account has a balance of $25,000.

E1.8
Refer to E1.7.  Calculate the current ratio for Brady Brothers.

E1.9
Brady Brothers is a merchandising firm that sells outdoor products.  Classify the following as revenue or expense assuming Brady Brothers uses the accrual basis of accounting:


A.
Brady Brothers sells products to customers who pay $50,000 in cash.
 


B.
Brady Brothers sells products on credit to customers for $75,000.


C.
The cost of products sold in Items A and B was $62,500.


D.
Brady Brothers’ employees earned and were paid $20,000.



E.
Brady Brothers received a telephone bill in the amount of $500.



F.
Brady Brothers received an invoice from their advertising company for $2,500.

E1.10
Refer to E 1.9.  Calculate the return on sales ratio for Brady Brothers.

Problems

P1.1
Anderson Company is an advertising agency that provides various advertising services for its clients.  Classify each of the following items as affecting assets or liabilities and revenues or expenses.  Each item affects both an asset or liability and revenue or an expense.  Assume Anderson Company uses the accrual basis of determining net income.

A. Anderson Company completed and delivered advertising brochures for a client.  An invoice was sent to the client in the amount of $7,500.  

B. Graphic artists working on the brochures earned $4,000 but have not been paid.

C. Anderson Company used $1,875 of materials on hand to make the brochures. 

P1.2
Refer to P1.1.  Assume these were the only items affecting the company during the period.

A. What is Anderson Company’s total revenue?

B. What are Anderson Company’s total expenses?

C. What is Anderson Company’s net income?

D. What is Anderson Company’s return on sales ratio?


P1.3
Anderson Company’s balance sheet at the end of the year revealed the following information:


Clients owe Anderson Company $35,360 for completed projects.


Anderson Company owns office equipment totaling $95,550.


Anderson Company owns $5,000 of material used on various client projects.


Anderson Company owes suppliers $21,275.


Anderson Company owes $41,000 to the bank.


Anderson Company’s cash balance is $14,400.

A. What are Anderson Company’s total assets?

B. What are Anderson Company’s total liabilities?

C. What are Anderson Company’s net assets?

D. What is Anderson Company’s debt to equity ratio?

P1.4
Indicate on which financial statement, the balance sheet (B) or the income statement (I), you would expect to find the following items.  For any item on the balance sheet determine whether the item is a current asset (CA), a long-term asset (LTA), a current liability (CL), a long-term liability (LTL), or an owner’s equity (OE) item.  For any item on the income statement determine if it is a revenue (R) or expense (E) item. 



Financial



Statement
Classification

A. 
Sales
__________
__________


B.
Accounts Receivable
__________
__________


C.
Cost of Goods Sold
__________
__________


D.
Equipment
__________
__________


E.
Long-term debt
__________
__________


F.
Prepaid expenses
__________
__________


G.
Selling expenses
__________
__________


H.
Accounts payable
__________
__________


I.
Retained Earnings
__________
__________


J.
Cash and cash equivalents
__________
__________


K.
Provision for income taxes
__________
__________

P1.5  Determine which of the following characteristics apply to the following ownership structures:

1. Sole Proprietorship

2. Partnership

3. Corporation

__________
A.  Unlimited liability

__________
B.  Legal entity

__________
C.  Minimum number of owners is two

__________
D.  Mutual agency

__________
E.  Business entity

__________
F.  Limited liability for owners

Case

Select a company that is featured in this week’s issue of BusinessWeek.  Using the company’s annual report, answer the following questions:

A. What type of business is this company (service, merchandising, or manufacturing)?

B. Does the company conduct business internationally?

C. What are the company’s primary products and/or services?

D. Who is the chief executive officer of the company?

E. Who is the auditor for the company?

F. Did the company have positive or negative income during the period?

G. What are the total assets at the end of the most recent period?

H. What are the total liabilities at the end of the most recent period?

I. What are the cash flows from operating activities for the most recent period?

J. What are the current, return on sales, and debt to equity ratios for the most recent period?

