Chapter 1

The Financial Statements

 (5-10 min.)  S 1-4
	a.
	Accounts payable 
  L
	g.
	Accounts receivable 
  A

	
	
	
	

	b.
	Common shares  
  E
	h.
	Long-term debt 
  L

	
	
	
	

	c.
	Cash 
  A
	i.
	Merchandise inventories    A

	
	
	
	

	d.
	Retained earnings   E 
	j.
	Notes payable 
L

	
	
	
	

	e.
	Land   A
	k.
	Accrued expenses payable  L

	
	
	
	

	f.
	Prepaid expenses 
 A
	l.
	Equipment   A


(10 min.)  S 1-6
	Split Second Wireless Inc.
	

	Statement of Income 
	

	For the Year Ended December 31, 2011

(In millions)
	

	
	

	Net revenue
	$ 90

	Expenses
	   20

	Net income
	$ 70


(5 min.)  S 1-7
	Mondola Ltd.
	

	Statement of Retained Earnings
	

	For the Year Ended December 31, 2011

(In millions)
	

	
	

	Retained earnings:
	

	
Balance, beginning of year

	$200

	
Net income ($400 − $300)

	100

	
Less: Dividends

	   (40)

	
Balance, end of year

	$260


(10-15 min.)  S 1-8
	Skate Sharp Limited

	Balance Sheet

	December 31, 2011

	ASSETS
	

	Current assets:
	

	
Cash

	$  13,000

	
Receivables

	2,000

	
Inventory

	    40,000

	
Total current assets

	55,000

	Equipment

	75,000

	Other assets

	    10,000

	Total assets

	$140,000

	
	

	LIABILITIES
	

	Current liabilities:
	

	
Accounts payable

	$  10,000

	
Short-term notes payable

	    5,000

	
Total current liabilities

	15,000

	Long-term liabilities:
	

	
Long-term debt

	70,000

	Total liabilities
	85,000

	
	

	SHAREHOLDERS’ EQUITY
	

	Contributed capital

	15,000

	Retained earnings

	    40,000*

	
Total shareholders’ equity

	    55,000

	Total liabilities and shareholders’ equity

	$140,000


_____

*Computation:


Total assets ($140,000) – current liabilities ($15,000) – long-term debt ($70,000) – contributed capital ($15,000) = $40,000

(5-10 min.)  E 1-15
a.
Cost assumption – the amount received from the sale.

b.
Going-concern assumption – Trammel Crow Realtors will stay in business long enough to use existing assets for their intended purposes.

c.
Entity assumption – each division records information as a separate economic unit.

d.
Cost assumption – assets should be recorded at actual cost of purchase.

(5-15 min.)  E 1-16
	(Amounts in millions)

	
	Assets
	=
	Liabilities
	+
	Owners’ Equity

	
Telus
	
$16,987
	
	
$10,061
	
	
$6,926

	
Scotiabank
	
411,510
	
	
392,706
	
	
18,804

	
Shoppers Drug Mart
	
5,644
	
	
2,434
	
	
3,210


Banks in general are less risky than other types of corporations. This is why banks can operate with so high a ratio of liabilities to assets.

(continued)  E 1-16
It is also the nature of banks to have large liabilities since these, for the most part, represent the deposits the banks are holding for their clients, which is not the case for businesses such as service providers and retailers.

(10-15 min.)  E 1-17
Req. 1

	          (Amounts in millions)

	
	Assets
	=
	Liabilities
	+
	Shareholders’ Equity

	Current
	$   633.6
	
	  $   591.2
	
	

	Capital
	   1,126.7
	
	  
	
	

	Other
	   1,237.5
	
	    1,245.2
	
	

	Total
	$2,997.8
	=
	  $1,836.4
	+
	$1161.4

	
	(
	
	(  
	
	(

	Req. 2
	Resources

to work with
	Req. 3  Amount

             owed to

             creditors
	Req. 4    Actually 

          owned by the 

          shareholders


 (20-25 min.)  P 1-47A
Req. 1

	Alexa Markowitz Realtor Inc.

	Balance Sheet

	March 31, 2011

	ASSETS
	LIABILITIES

	Cash
	$  14,000
	Accounts payable
	$    6,000

	Office supplies
	1,000
	Note payable
	    60,000

	Furniture
	10,000
	Total liabilities
	    66,000

	Land
	110,000
	SHAREHOLDERS’

	Franchise
	25,000
	EQUITY

	
	
	Common shares
	60,000

	
	
	Retained earnings
	    34,000*

	
	
	Total shareholders’ equity
	    94,000

	
	               
	Total liabilities and
	

	Total assets
	$160,000
	
shareholders’ equity
	$160,000


_____

*Total assets ($160,000) – Total liabilities ($66,000) – Common shares ($60,000) = Retained earnings ($34,000).

(continued)  P 1-47A
Req. 2

The business can pay its debts as cash is greater than accounts payable and income was earned in the first month which can be applied to the note payable.

Req. 3

Items not reported on the balance sheet of the business were personal and therefore not part of the business.

a.
Personal cash ($5,000)

e.
Personal residence ($350,000) and mortgage payable ($100,000)

f.
Personal account payable ($1,800)
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