ADM 1340
· Monday 1:30- 2:30 
Wednesday 11:00-12:00 
· Midterm and finals are a 100% MCQ’s. 
· Midterm- Sunday March 4th 10:00-12:00 (Chapters 1-6) 
· Finals Chapters 8-14 (Except 12) (Indirectly covers chapters 1-6)
· Financial accounting tools for Business Decision Making, by Kimmel, Weygandt, Kieso, Trenholme. (6th or 7th Edition) 
· Textbook + Slides 

























Chapter 1
Purpose and use of financial statements 

· Accounting helps HR managers, Marketing team, Finance managers to make decisions. Accounting helps in giving information. 
· Accounting contains or internal (within the company) and external users (Outside the company).
· 1. Corporations (Separate legal entity) - 1. Public (They list their shares at stock exchange) 2. Private (They do not list their shares at stock exchange) 
· 2. Proprietorship: Owned by one person. 
· 3. Partnership: Owned by 2 or more. 
· For advantages and disadvantages, check the slides. 
· Buying and selling- Operating activities. 
In order to do that the company needs equipment, factory, building, raw materials {Investing activities} 
Debt + Equity} Financing activities. 
Important business activities 
Operating + Investing + Financing 
· Financing = Debt (Borrowing money from lenders)(Creates a liability + Equity (Issuing ownership – stakeholders) 
· Investing and financing, check the slides 
· Profits= Revenue – Expenses 
· Internal and external 
· Retained earnings = Retained earnings at the beginning or the period – Dividends + Profit or – Loss (Chapter 1 – Side 19) 
· 

Order of preparation of statements:
Income statement- To get the profit or loss of the year 
Statement of changes in equity- Brings equity (This must be prepared before we prepare statement of financial position) (As for balance sheet we need equity assets and liabilities)
Shareholders equity = Common shares + Retained earnings 
Statement of financial position- Assets = Liabilities + Equity, prepared for a period of time. 
Statement of Cash Flows- Operating + Investing + Financing (Chapter 1 – Slide 24) 

Annual reports must be prepared by the companies that are a part of the stock exchange. 
The annual report contains various things, missions and goals, share of the partners, share ratio.




CHAPTER 2 
A Further Look at Financial Statements 
 There needs to be a control over the asset for it to be yours, i.e. your father’s laptop won’t be your asset. 
Assets are classified into current and non-current
Current asset – Can be converted into cash, buy it in the intension od selling it in the near future – EG: Cash, inventories, supplies 
Non-current assets-   
· Prepaid expenses are assets 
             With time when we consume prepaid expenses, they become expenses. 

Statement of financial position 
1. Current assets:
2. Long-term Investments: 
3. Property, Plan and Equipment: Depreciation on Machinery: Depreciation is for assets, amortisation is the same as depreciation but is for intangible assets.
4. Intangible assets 
5. Goodwill: *Difference between Price paid by the company and the actual price*


Assets 
Current assets 
	Cash 
	Accounts Receivable
	Inventories 
	Prop, plant, equipment and Land 
Investors 
Prop, plant, land
Always start with land 
Always recorded at the accruing amount 
Add everything starting from land and subtract depreciation 
Intangible assets 
They are amortised 
Goodwill 


· Liabilities 
Current – Paid or settled within the year 
Non-current – More than a year 

Notes payable could be current or non-current, could be paid within a year or even exceed a year.
Current Liabilities 
	Bank indebtedness 
	Accounts payable 
	Accrued liabilities 
	Notes payable 
	Current maturities of long term debt 
Non-Current Liabilities 
	Notes payable (More than a year)
	Lease labilities 
	Pensions and benefit obligation 
	Differed income tax 
	Other long-term liabilities 
· Working capital = Current assets – Current liabilities 
Positive is better, as CA>CL 
On the other hand, if CL>CA then take loans 
· Current ration = Current assets / Current liabilities 
A situation in which, its +ve but still not good for the company. 

· Debt to total assets= Total liabilities/ Total assets 
Financing can be done by debt and equity both 
If TL/ TA = 60% (It would mean 60% is financed by debt) 


CHAPTER 3 
· Step 1: Analysing 
· Step 2: Recording process 

BE3-1 
	Transactions 
	Assets 
	Liabilities 
	SE

	1.
	250
	250
	

	2.
	500 (account receivable)
	
	500 (increase in revenues)

	3.
	(300)
	
	(300)

	4.
	5000 (we receive cash so assets go up)
	
	5000 (Common shares go up)

	5.
	(400) (we are paying in cash) 
	
	(400) Because dividends increase) 

	6.
	500 (cash) and Accounts receivable goes down by 500 
	
	

	7.
	(250) Cash reduces 
	(250) goes down because we already paid them 
	

	8.
	Both are assets, Prepaid expenses increases, and cash goes down 
	
	

	9.
	300
	300 (unearned revenue) 
	

	10.
	
	(300)
	300



	Assets = L + SE 
	Assets = L + Common Shares + Retained Earnings (Revenue + Expenses + Dividends) 

Debit and Credits 
· Assets increased in debit and decreased in Credit 
· Increase in Liability record it on the Credit side, and a decrease in liability record it on the Debit side 
· Increase in share capital and revenue it should be Credited, decrease in share capital it should be debited 
· Increase in expenses and dividends and expenses then we debit them, on the other hand if the decrease they are credited 
BE 3-1 
	Transactions 
	Entries 
	Amount 

	1.
	Supplies 
              To Account Payable 
	250

	2.
	Accounts Receivable 
              To Service Revenue 
	500

	3.
	Salary expense
              To Cash 
	300

	4.
	Cash 
              To Common shares 
	5000

	5.
	Dividends 
              To Cash 
	400

	6.
	Cash 
              To Accounts Receivable 
	500

	7.
	Accounts Payable 
              To Cash 
	250

	8.
	Prepaid Insurance 
              To Cash 
	100

	9.
	Cash 
              To Unearned Revenue 
	300

	10.
	Unearned revenue 
              To Service Revenue 
	300




	
LEDGER ACCOUNTS 
Balance always goes on the other side of the short side
TRIAL BALANCE 


Chapter 4 
· E4-2 Page 205 
1. Revenue = 52000 (44000) 
2. Expenses = 31000 (27500), 2000, 0 (we did not pay anything) 

Cash accounting: 44000-(27500+1000 (2000 covers first year and second year, in accruing we must take the current period) +4200) = 44000-33700 = 14500
 	Accrual basis: 52000 – (31000+1000+4200) = 15800
· 1. Prepaid expenses 
When we buy supplies 
Supplies 
          To Cash 

Since we use them over a period of time 
Expense account 
          To asset account or supplies 




Chapter 5
· Adjusting entries 
· Example: 
June 1 Prepaid insurance                    1800
              To Cash 

Aug 31 Prepaid rent                                6500
             T0 Cash 

1800/12 x 7 = 1050 (Calculated after June months) (hence 7) 
6500/5 x 4 = 5200

Dec 31 Insurance Expense 		1050
                       To Prepaid insurance       	
Dec 31 Rent expense  			5200	
                       To Prepaid rent

DEPRECIATION 
	Depreciation expense per year= 58000-8000/5 = 10000
	
	Depreciation expense 		10000
		To Accumulated depreciation 


UNEARNED REVENUE 
	Cash 					3600
		To Unearned revenue 
	
	3600/9 x 3 = 1200 `’
	
	Unearned revenue 			1200
		To Sponsorship revenue 

ACCRUED REVENUE 
	Interest receivable 			500
		To Interest revenue 





ACCRUED EXPENSES 
	24000 x 3/100 x 2/12 (Because November + December) = 120

	Interest expense 			120
		To Interest Payable 

· Adjusted Trial balance 
Adjusting entries never involve cash 

· Closing the books 


E2-7 
1. Depreciation expense 
Accumulated depreciation  1350

(21600/4 x 3/12)
	
2. Unearned revenue 6400
Rent revenue (9600 x 2/3)   

3. Calculate the value for one month (March1-March31)
(20000 x 6/100 x1/12)

Interst expense 
 		Interest payable 100

4. Supplies exp 
Supplies (2800-850)	
5. Income exp 
Prepaid          insurance  3600


6. Income tax exp
Income tax payable 




E5-8 Page 265 

a) Net sales= Gross sales – sales returns – Sales discount 

2400000 – 41000 – 8500 = 2350500
b) Cost of goods sold = 1085000
c) Cost of goods purchased = 


Revenues = Net sales –(sales rent and allowances 41000)(sales discount 8500)  + Interest Revenue 
= 2400000 + 30000 = 2404500

Expenses = COGS + operating exp + Interest expense 	+ Loss on sales of equipment 
= 1085000 + 675000 + 125000 + 70000 + 55000 + 25000 + 1500 = 2050000 


Profit before tax = 354500 
Tax = (70000)

Profit = 284500 

b) Multiple step income statement 
Sales revenue 
Sales                                                   2400000
· Sales return and all             (41000)
· Sales discount                      (8500) 
Net saes                                               2350500

Cost of goods sold                           (1085000)
Gross profit                                                              = 1265500

Operating exp 
Adv exp                                               55000
Dep exp                           125000 
Freight out                       25000
Insur exp                           15000
Salary exp      675000

                                                 = 895000
                                               = 370500

Other revenues 
Interest revenues              30000
Rent revenues                      24000  =    54000
Other expenses and losses 
Interest exoense                  70000

 PBIT                        354500
Income after tax    70000 

Profit                 284500 

Ratios: 
1. Gross profit margin: Gross Profit / Net sales 
2. Profit margin = Profit / Net Sales 

BE5-11
a) Profit margin = Profit / Net sales = 2012 = 499.2 / 11427.2 = 4.4%
2011 = 467 / 10387.1 = 4.5%
b) Gross profit margin = Gross profit = Net sales – COGS 
2012 = 11427.2-7929.3 /  11427.2 = 30.6% 
2011= 29.5%



E6-1
1. The boxes are unlimited (consignment) therefore, no 
2. Yes, 
3. Owned by shippers, so include in inventory 
4. No, its an expense 
5. No, they already belong throught the costumer and hes going to pay 
6. No, we are purchasing, seller is still owner until he arrives to the destination and seller is owner while they are in transit 
7. Yes


CHAPTER 6 

· Slide number- 16/24, 
1000+2200/ 100+200 = 10.67

1600+3600/ 150+300 = 11.56

Therefore, Total/ Units = Cost 
· Average cost: COGS = 6222.22
Ending inventory = 5777.78

COGS available = 12000
· FIFO: 
COGS = 6200
Ending inventory = 5800
Therefore, 12000


E6-6 
	Date 
	Explanation  
	Units 
	Unit Cost 
	Total Cost 

	June 1
	Inventory 
	150
	$5
	$750

	12
	Purchases 
	230
	6
	1380

	15
	Sales 
	(250)
	
	

	16
	Purchase 
	450
	7
	3150

	23
	Purchase 
	150
	8
	1200

	27
	Sale 
	(570)
	
	




1. FIFO 
	Date 
	Purchases 
	COGS 
	Balance 

	June 1 
	Beginning inventory 
	
	150 @ $5 = 750 

	12
	230 @6 = 1380 
	
	150 @ 5
230 @ 6 = 2130 

	15
	
	150 @ 5
100 @ 6 = 1350 
	130 @ 6 = 780

	
	
	
	

	16
	450 @ 7 = 3150
	
	130 @ 6
450 @ 7 = 3930

	23
	150 @ 8 = 1200
	
	130 @ 6 
450 @7
150 @8 = 5130

	27
	
	130 @ 6
440@7 = 3860
	10@7
150@8 = 1270

	Total 
	5730
	5210
	1270

	
	
	
	




· Balance Is always carried down, 
· Units sold will be subtracted from the first carried down and then subtracted and then the remaining of COGS will be put back into the balance at the same balance 
· Inventory and Purchases both come into the Purchases column 

2. Average 

	Date 
	Purchases 
	COGS 
	Balance 

	June 1 
	Beginning inventory 
	
	150@5= 750

	12
	230 @6 = 1380
	
	380 @5.61 = 2130

	15
	
	250@5.61 = 1401.32
	130 @ 5.61= 728.68

	16
	450@ 7 = 3150
	
	580 @ 6.69= 3878.68

	23
	150@ 8 = 1200
	
	730 @ 6.69 = 5078.68

	27
	
	570@ 6.69= 3965.54
	160@ 6.69 = 1113.14

	Total 
	5730
	5366.86
	1113.14

	
	
	
	



· How to get the decimal: 750+1380/150+230 = 5.61

Average cost= Cogs= 5367
                          Ending inventory= 1113
Cog available = 6470 (COGS + ENDING INVENTORY)

FIFO: Cogs= 5200
Ending = 1270
6470 


BE 6-11 (Page: 321)
If the net realisable value is lower than the cost, then the inventory is written down.
Journal entry:
a) Cost of goods sold                         2200  
                 To Merchandise Inventory     2200
b) Do not write down 

Inventory rations:
a) High (Inventory turnover) 
b) Low (Days in inventory) 




Chapter 8 
BE 8.2. 

a) Accounts receivable                42000
            To Sales 

Cost of Goods Sold                  30000
	To Merchandise inventory 

b) Sales returns and allowances 7200
To accounts receivable 
  	      Merchandise inventory             4320
		To cost of goods sold 

c) Cash (34800-696)			34104
Sales disc (34800 x 2%) 			696
	Accounts receivable 	           34800

d) Accounts recevable 		696
Interest revenue 

P8-4A 
1) Phone 
	Days 
	AR 
	Estimated percentage uncollectable 
	Estimated uncollectable accounts 

	0-30
	240000
	1%
	2400

	31-60
	120000
	5%
	6000

	61-90 
	100000
	10% 
	10000

	90 and over 
	60000
	25%
	15000

	Total 
	520000
	
	33400



Bad debts expense   13400 
		ADA 


              ADA
____________________
20000
                       53400
                       
                        3400

3. If the allowences for doubtful accounts had an unadjusted debit balance of 200000, the bad debts expense in the entry above would be 53400 (33400 + 20000) 

BDE             53400 
   To ADA 
c) Allowance for doubtful accounts      4000
To Accounts receivable 
d) Accounts receivable 			1700
Allowance for doubtful debt 
	Cash 					1700
		To accounts receivable 

Slide 18/ 27 
Notes receivable 			10000
	To accounts receivable 

Interest: 10000 x 6% x 1/12 = 50 
Intertest receivable 			50 
	To Interest revenue 





Cash 			10200
	Notes receivable 	10000
	Interest receivable 	50
	Interest revenue 	150
Accounts receivable 	10200
	Notes receivable 	1000
	Interest receivable 	50
	Interest revenue 	150 

No hope in collection: 
ADA 				10050
	To Notes receivable 			10000
	To interest receivable 		50

E8-12 
2012
CR = 0.8:1
Receivables turnover= 11.8 times 
2011
Average collection period= 31 days 
Current ratio: 1.1:1
			
Chapter 9 
E9-3 
1) Machinery = 172,000 
Residual value= 16000 
Used for 100000 hours 
During a 4 year span 

Depreciation per year = (172000-16000)/4 = 39000 
2012 eap = 39000 x 9/12 
2013 2014 = 39000
2016 exp = 39000 x 3/9 = 9750 

2)

	
	January 1
Carrying amount 
	Rate 
	Depreciation 
	December 31 
Carrying amount 

	2012
	172000
	50%
	86000 x 9/12 = 64500
	107500

	2031
	107500
	50% 
	53750
	53750

	2014
	53750
	50%
	26875
	26875

	2015
	26875
	To residual value
	10875
	16000

	2016
	16000
	
	0
	16000



3)
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