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Introduction to Financial
Accounting
Concept Self-check
1. Managerial accounting serves the decision-making needs of internal users. Financial accounting focuses on external reporting and meeting the needs of users like creditors and shareholders. 
2. Business organizations sell products and services for profit. A non-business organization exists to meet various societal needs and does not have profit as a goal. Examples of non-business organizations are churches, mosques, and hospitals.
3. [bookmark: _GoBack]There are three common forms of business organizations—a proprietorship, a partnership, and a corporation. A proprietorship is a business owned by one person. A partnership is a business owned by two or more individuals. A corporation is a business owned by one or more shareholders.
4. A corporation that sells its shares publicly, typically on a stock exchange, is called a publicly accountable enterprise (PAE). A corporation that holds its shares privately is known as a private enterprise (PE). Its shares are generally held by only one or a few individuals who are often related.
5. Limited liability means that the shareholders of a corporation are not responsible for the corporation’s debts. The most that shareholders can lose is what they invested in the corporation. 
6. Generally accepted accounting principles (GAAP) refer to the guidelines for financial accounting used in any given jurisdiction. They include the standards and common, agreed practices that accountants follow in recording and summarizing financial information, and in the preparation of financial statements.


Concept Self-check continued
7. The six qualitative characteristics of GAAP are relevance, faithful representation, comparability, verifiability, timeliness, and understandability.
relevant information has the ability to make a difference in the decision-making process;
faithful representation means that information is complete, neutral, and free from error;
comparability tells users of the information that businesses utilize similar accounting practices;
verifiability means that others are able to confirm that the information accurately represents the economic activities of the business;
timely information is available to decision makers while it is still useful; and
understandable information is clear and concise.
8. Financial statements evaluate the performance of an entity and measure its progress. Financial information is collected, then summarised and reported in the financial statements (statement of financial position, income statement, statement of cash flows, and statement of changes in equity).
9. The purpose of the income statement is to communicate the inflow of assets, in the form of revenues, and the outflow or consumption of assets, in the form of expenses, over a period of time. Total inflows greater than total outflows creates net income or profit, which is reported on the income statement and in retained earnings in the shareholders’ equity section of the statement of financial position. The purpose of the statement of financial position is to communicate what the entity owns (its assets), what the entity owes (its liabilities), and the difference between assets and liabilities (its equity) at a point in time.
10. Revenue is an increase in an entity’s assets or a decrease in liabilities in return for services performed or goods sold, expressed in monetary units like dollars. An expense is an asset that is used up or obligations incurred in selling goods or performing services.
11. Net income is the difference between revenues and expenses. It is one measure of the success of the entity. 
12. The statement of changes in equity shows why share capital and retained earnings have changed over a specified period of time – for instance, when shares are issued or net income is earned. 
13. Shareholders’ equity consists of share capital and retained earnings. Share capital represents how much shareholders have invested. Retained earnings is the sum of all net incomes earned (net of losses incurred) by a corporation over its life, less any distributions of these net incomes to shareholders.
14. Dividends are distributions of retained earnings to shareholders.


Concept Self-check continued
15. The statement of financial position consists of assets, liabilities, and shareholders’ equity. Liabilities plus shareholders’ equity always equal assets.
16. An asset is anything of value that is owned by the entity. Assets are economic resources controlled by an entity. They have some future value to the entity, usually for used generating revenue. 
17. A liability is an obligation to pay an asset or to provide services or goods in the future. Until the obligations are paid, creditors have claims against the assets of the entity.
Shareholders’ equity represents the amount of assets owing to the owners of the entity. The total assets of an entity belong either to the shareholders or to the creditors. 
18. The statement of cash flows (SCF) explains how the cash reported on the statement of financial position changed over a period of time by detailing its sources and uses of cash. The income statement does not disclose all important activities of the entity involving cash that is shown on the SCF, like investment in long-lived assets or repayment of debt.
19. Notes to the financial statements provide greater detail about various amounts shown in the financial statements, or provide non-quantitative information that is useful to users, like loan repayment terms.
20. The double entry accounting system is used to record financial transactions. Each transaction affects at least two items in the accounting equation, in order to maintain its equality. For example,
a. 	Revenue is earned in cash: The asset Cash increases and Shareholders’ Equity increases by the same amount. (Net income increases. This increases Retained Earnings, which is part of Shareholders’ Equity.)
b. 	An obligation is paid: The liability Accounts Payable decreases and the asset Cash decreases by the same amount.
c. 	An amount owing from a customer is collected: The asset Cash increases and the asset Accounts Receivable decreases equally.
In this way, the accounting equation always remains in balance after each transaction is recorded.
21. Financial statements are prepared at regular intervals to keep a number of interested groups informed about the financial performance of a corporation. The timing is determined in response to the needs of management in running the entity or of outside parties, such as bankers and shareholders. These external users make lending or investing decision in part based on the financial statements.


Concept Self-check continued
22. The accounting equation takes the following form:

	ASSETS
	=
	LIABILITIES
	+
	SHAREHOLDERS’ EQUITY

	(Economic resources owned by an entity)
	
	(Creditors’ claims to assets)
	
	(Owners’ claims to assets, or residual claims)


The entity has assets, which are the resources it owns. The total assets owned by an entity must always equal the total claims of creditors and owners, who have the residual claims.
23. The exchange of assets or obligations by a business entity, expressed in monetary terms like dollars, is called a financial transaction. The exchange of cash for land or a building is an example of such a transaction.
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  A           =	 L        +	 +E
 (+)		(+)	Issued share capital for cash
(+)(-)			Purchased a truck for cash
(+)	(+)		Received a bank loan to pay for equipment
(+)(-)			Purchased the equipment for cash
(+)(-)			Made a deposit for electricity service to be provided in the future
(-)			(-)	Paid rent for the month just ended
	No Effect	Signed a new union contract that provides for 
increased wages in the future
	No Effect	Hired a messenger service to deliver letters during a mail strike
(-)		(-)	Received a parcel; paid the delivery service
(+)	(+)	Billed customers for services performed
(-)	(-)	Made a cash payment to satisfy an outstanding obligation
(+)(-)			Received a payment of cash in satisfaction of an amount owed by a customer
(+)		(+)	Collected cash from a customer for services rendered the same day
(-)		(-)	Paid cash for truck expenses (gas, oil, etc.)
(-)		(-)	(-)	Made a monthly payment on the bank loan; this payment included a payment on part of the loan and also an amount of interest expense. Shareholders’ equity is affected because interest expense is incurred
	(-)		(+)	Issued shares in the company to pay off a loan
(-)			(-)	Paid a dividend with cash.
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CP 1–2
1	Issued share capital for cash (+) Cash (+) Share Capital
5	Paid an account payable (-) Cash (-) Accounts Payable
2	Borrowed money from a bank (+) Cash (+) Bank Loan
3	Collected an account receivable (+) Cash (-) Accounts Receivable
1	Collected a commission on a sale made today (+) Cash (+) Revenue [or (+) Accounts Receivable (+) Revenue, then (+) Cash (-) Accounts Receivable if the sale is first recorded as an account receivable]
4	Paid for this month’s advertizing in a newspaper (-) Cash (-) Expense [or (+) Accounts Payable (-) Expense, then (-) Cash (-) Accounts Payable if the bill is first set up as an Accounts Payable]
2	Repaid money borrowed from a bank (-) Cash (-) Bank Loan
X	Signed a contract to purchase a computer NO EFFECT
6	Received a bill for supplies used during the month (+) Accounts Payable (-) Expense
3	Received a cash payment in satisfaction of an amount owed by a customer (+) Cash (-) Accounts Receivable
1	Sent a bill to a customer for repairs made today (+) Accounts Receivable (+) Revenue
3	Sold equipment for cash (+) Cash (-) Equipment
2	Purchased a truck on credit, to be paid in six months (+) Truck (+) Accounts Payable (or Loan)
X	Requested payment from a customer of an account receivable that is overdue NO EFFECT
X	Increased vacations for employees from four weeks to six weeks NO EFFECT
6	Recorded the amount due to the landlord as rent (+) Accounts Payable (-) Expense
6	Received the monthly telephone answering service bill (+) Accounts Payable (-) Expense
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CP 1–3
	ASSETS
	=
	LIABILITIES
	+
	SHAREHOLDERS’ EQUITY

	Cash     +     Equipment
	=
	Accounts Payable
	+
	Share Capital   +   Retained Earnings


		A. Retained earnings 	= $5,000 (3,000 + 8,000 - 4,000 - 2,000)
	B. Accounts payable	= $3,000 (1,000 + 6,000 - 3,000 - 1,000)
	C. Cash	= $1,000 (4,000 - 1,500 - 3,000 - 500)
	D. Retained earnings 	= $6,000 (6,000 + 7,000 - 3,000 - 4,000)
	E. Equipment 	= $3,500 (2,500-4,500-500-1,000)
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Shareholders’ equity at Jan. 1 = $10,000 ($50,000 – 40,000)
Shareholders’ equity at Dec. 31 = $15,000 ($35,000 – 20,000)
The increase in shareholders’ equity during the year was $5,000 ($15,000-10,000). This must be the net income amount. 
CP 1–5
1.	L	8.	A
2.	A	9.	E
3.	L	10.	E
4.	A	11.	E
5.	A	12.	E
6.	E	13.	A
7.	L	14.	E
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CP 1–6
	1.
	ASSETS
	=
	Cash + Accounts receivable + Unused supplies + Land + Building + Equipment

	
	
	=
	$33,000 + $82,000 + $2,000  + $25,000 + $70,000 + $30,000

	
	
	=
	$242,000

	2.
	LIABILITIES
	=
	Bank loan + Accounts payable 

	
	
	=
	$15,000 + $27,000 

	
	
	=
	$42,000

	3.
	ASSETS
	=
	LIABILITIES + SHAREHOLDERS’ EQUITY

	
	S/H EQUITY
	=
=
	$242,000 - $42,000 
$200,000

	
	RET. EARN.
	=
	$40,000 – 1,000

	
	
	=
	$39,000














Since shareholders’ equity is $200,000 and retained earnings is $39,000, share capital must be $161,000.
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Income Statement
For the Month Ended January 31, 2017
Revenue	
	Service fees		$20,000
Expenses
	Insurance	$1,500
	Miscellaneous	2,500
	Office Supplies	1,000
	Wages	 9,000
	   Total expenses		14,000
	Net income		$ 6,000

Statement of Changes in Equity
For the Month Ended January 31, 2017
	

Opening balance
Shares issued
Net income
Dividends
Ending balance
	Share 
capital
   $-0-
4,000
      
         -
$4,000

	Retained 
earnings
   $    -0-

6,000
  (2,000)
$4,000

	Total 
equity
   $    -0-
4,000
   6,000
(2,000)
  $8,000




Statement of Financial Position
At January 31, 2017
Assets
	Cash		$ 1,000
	Accounts receivable	4,000
	Merchandise inventory	    8,000
	Total assets	$13,000

Liabilities 
Accounts payable	$ 5,000

Shareholders’ Equity

Share capital	 $  4,000
Retained earnings	   4,000	    8,000
	Total liabilities and shareholders’ equity	$13,000
[bookmark: _Toc350163559][bookmark: _Toc350166307][bookmark: _Toc350169426][bookmark: _Toc377148321]
CP 1–8
Adams Ltd.
Income Statement
For the Month Ended January 31, 2017
Revenue			
	Services		$3,335
Expenses
	Rent 	$ 300
	Repairs	500
	Salaries 	1,000
	Miscellaneous 	  335
		Total expenses		 2,135
Net income		$1,200
Adams Ltd.
Statement of Changes in Equity
For the Month Ended January 31, 2017

	


Opening balance
Shares issued
Net income
Dividends
Ending balance
	Share 
capital

$      -0-
3,000
-0-
        -0-
$3,000

	Retained 
earnings

$     -0-
-0-
1,200
  (500)
$  700
	Total 
equity

$     -0-
3,000
1,200
   (500)
$3,700


Adams Ltd.
Statement of Financial Position
At January 31, 2017

Assets
Cash		$1,000
Land		1,000
Building		  2,000
	Total assets		$4,000

Liabilities
Accounts payable		$  300
Shareholders’ Equity
Share capital	$3,000
Retained earnings	   700
	Total shareholders’ equity		  3,700
		Total liabilities and shareholders’ equity		$4,000
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CP 1-9
a. 	Caldwell employs the principle of materiality. Even though the stapler is theoretically an asset, it would be expensed Its small cost is not large or important enough to affect the judgement of a reasonably knowledgeable user about the financial results of the company.
b. 	Fred Rozak follows the business entity principle, which states that each entity is an individual unit of accountability separate from its owners and from other entities.
c.	In accordance with the historical cost principle, the machine is recorded at cost even though its value may increase.
d.	Dollar amounts used to establish cost are assumed to be constant over time in accordance with the stable monetary unit principle.
e.	Hull Corporation accountants follow the going concern principle. Because the corporation is assumed to continue indefinitely, assets are not revalued at estimated disposal amounts.
f.	Investors of Spellman Corporation have benefitted from the application of the consistency principle. 
g.	Senior managers of Looten Corporation are using the full disclosure principle in the company’s financial statements.

P 1–1
	Hill Chairs Inc.
Transactions Worksheet
At April 30, 2017

	



	ASSETS
	=
	LIABILITY
	+
	S/H EQUITY




	
	
	
Cash
	
+
	Accounts Receivable
	
+
	Prepaid Expense
	
+
	Unused
Supplies
	
=
	Accounts
Payable
	
+
	Share Capital
	
+
	Retained Earnings

	
	
	
	
	
	
	
	
	
	
	
	
	
	



	Opening
	 1,400
	
	3,600
	
	1,000
	
	350
	
	2,000
	
	
	4,350
	
	
	
	

	a.
	+2,000
	
	-2,000
	
	
	
	
	
	
	
	
	
	
	
	
	

	b.
	
	
	+3,000
	
	
	
	
	
	
	
	
	
	
	
	   +3,000 
	Revenue

	c.
	-2,400
	
	
	
	
	
	
	
	
	
	
	
	
	
	-300
	Advertizing expense 

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	-2,000   
	Salaries expense   

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	-100
	Telephone expense  

	d.
	-1,000
	
	
	
	
	
	
	
	-1,000
	
	
	
	
	
	
	

	e.
	
	
	
	
	
	
	
	
	+500
	
	
	
	
	
	-500
	Truck operating expense

	f.
	+2,500
	
	-2,500
	
	
	
	
	
	
	
	
	
	
	
	
	

	g.
	
	
	+1,500
	
	
	
	
	
	
	
	
	
	
	
	+1,500
	Revenue     

	h.
	
	
	
	
	-500
	
	
	
	
	
	
	
	
	
	-500
	Rent expense 

	i.
J.  
	
+1,000
	
	
	
	
	
	-150
	
	
	
	
	
+1,000 
	
	
	 -150
	Supplies expense 

	k.
	-200
	
	
	
	
	
	
	
	
	
	
	
	
	
	-200
	Dividend

	
	$3,300
	+
	$3,600
	+
	$ 500
	+
	$200
	=
	$1,500
	
	+
	$5,350
	
	+
	$  750
	



$7,600
LIABILITIES + S/H EQUITY
=
=
$7,600
ASSETS
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1.
	
	
	Larson Services Inc.
Transactions Worksheet
At August 31, 2017
	

	
	
	ASSETS
	=
	
	LIABILITIES
	+
	
	           S/H EQUITY
	

	
	
	
Cash
	
+
	Acct.
Rec.
	
+
	Ppd. Exp.
	
+
	Unused Supplies
	
+
	
Truck
	
=
	Bank 
Loan
	
+
	Acct.  Pay	  +
	
	Unearn. Revenue
	
+
	Share Capital
	
+
	Retained Earnings
	

	Aug.
	1
	+3,000
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	+3,000
	
	
	

	
	1
	+10,000
	
	
	
	
	
	
	
	
	
	+10,000
	
	
	
	
	
	
	
	
	

	
	1
	-8,000
	
	
	
	
	
	
	
	+8,000
	
	
	
	
	
	
	
	
	
	
	

	
	4
	-600
	
	
	
	+$600
	
	
	
	
	
	
	
	   
	
	
	
	
	
	
	

	
	5
	+2,000
	
	
	
	
	
	
	
	
	
	
	
	
	
	+2,000
	
	
	
	
	

	
	7
	
	
	+  5,000
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	                +5,000
	Fees revenue

	
	9
	-250
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	     -250     
	Supplies 

	
	12
	
	
	
	
	
	
	+500
	
	
	
	
	
	+500
	
	
	
	
	
	
	

	
	15
	+1,000
	
	-1,000
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	16
	-200
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	     -200     
	Advertizing 

	
	20
	-250
	
	
	
	
	
	
	
	
	
	
	
	-250
	
	
	
	
	
	
	

	
	25
	-2,800
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	     -350     
	Rent expense

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	   -2,150    
	Supplies 

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	        -50    
	Telephone 

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	      -250    
	Truck operating 

	
	28
	No Effect
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	29
	
	
	+4,500
	
	
	
	
	
	
	
	
	
	
	
	-1,500 
	
	
	
	  +6,000    
	Fees revenue

	
	31
	
	
	
	
	-50
	
	
	
	
	
	
	
	
	
	
	
	
	
	        -50    
	Insurance 

	
	31
	       
	
	       
	
	
	
	-400
	
	
	
	
	
	
	
	 
	
	
	
	-400   
	Supplies 

	
	
	$3,900  
	+
	$8,500
	+
	$550
	+
	$100
	+
	$8,000
	=
	$10,000
	+
	$250
	
	$500 
	
	$3,000
	+
	 $7,300
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


LIABILITIES +EQUITY=$21,050

ASSETS=21,050
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2. 	
		Larson Services Inc.
		Statement of Financial Position
		At August 31, 2017
	Larson Services Inc.
	Income Statement	Assets
	For the Month Ended August 31, 2017
			Cash 	$3,900
						Accounts receivable	8,500
						Prepaid expenses	550
Revenue				Unused supplies	100
	Fees		$11,000		Truck	  8,000
						 Total assets	$21,050
Expenses
	Advertizing	$  200		Liabilities
	Insurance	50			Bank loan	$10,000
	Rent	350			Accounts payable	250
	Salaries	2,150			Unearned revenue	       500	10,750
	Supplies	650
	Telephone	50
	Truck operating	  250		Shareholders’ Equity
		Total expenses		3,700		Share capital	3,000
	Net income		$7,300		Retained earnings	7,300	  10,300
					 		Total liabilities and shareholders’ equity	$21,050

Larson Services Inc.
Statement of Changes in Equity
For the Month Ended August 31, 2017
	

Opening balance
Shares issued
Net income
Ending balance
	Share 
capital
   $       -0-
  3,000
         -0-
$3,000

	Retained 
earnings
   $     -0-
        -0-
  7,300
$7,300

	Total 
equity
   $       -0-
3,000
    7,300
$10,300
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		Dumont Inc.
		   Statement of Financial Position
	Dumont Inc.	  At January 31, 2017
	Income Statement
	For the Month Ended January 31, 2017	Assets
			
					Cash			$ 1,300
Revenue			Accounts receivable	2,400
  	Services		$7,500	Prepaid expenses 	550
					Unused supplies	750
Expenses			Truck			9,000
	Advertizing	$   500	Total assets		$14,000
	Commissions	720
	Insurance	50
	Interest	80		Liabilities
	Rent	400		Bank loan	$ 8,000
	Supplies	100		Accounts payable	1,000 	9,000
	Telephone	150
	Wages	2,300		Shareholders’ Equity
		Total expenses 		 4,300	Share capital		2,000
Net income		$3,200		Retained earnings	3,000	    5,000
					Total liabilities and shareholders’ equity	$14,000


Dumont Inc.
Statement of Changes in Equity
For the Month Ended January 31, 2017

	

Opening balance
Shares issued
Net income
Dividends
Ending balance

	Share 
capital
$     -0-
2,000
-0-
        -0-
$2,000
	Retained
earnings
$     -0-
-0-
3,200
    (200)
$3,000
	Total 
equity
$     -0-
2,000
3,200
    (200)
$5,000
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	Kenyon Services Corporation	Kenyon Services Corporation
	Income Statement	Statement of Financial Position
	For the Month Ended March 31, 2017	At March 31, 2017
		Assets
Revenue			Cash	$3,100
  Fees 		$4,500	Accounts receivable		3,900
					Equipment		5,000
Expenses			Total assets		$12,000
  Advertizing 	$ 300
  Equipment rental 	500
  Insurance 	400		Liabilities
  Interest 	100		Accounts payable	 $ 9,000
  Truck operating	700
  Wages	1,500		Shareholders’ Equity
     Total expenses		   3,500	Share capital	2,000
Net income	 	$1,000		Retained earnings 	1,000	    3,000
					Total liabilities and shareholders’ equity	$12,000


Kenyon Services Corporation
Statement of Changes in Equity
For the Month Ended January 31, 2017
	

Opening balance
Net income
Ending balance
	Share 
capital
$2,000
       -0-
$2,000

	Retained 
earnings
$     -0-
1,000
$1,000
	Total 
equity
$2,000
1,000
$3,000
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P 1–5
1. 	It’s hard to tell. The corporation’s fiscal year-end is likely December 31. It started business on January 1. These are interim financial statements. Any year-end date is possible between September 1 and December 31 without knowing more information.
2. and 3.	
		 Laberge Sheathing Inc.
		Statement of Financial Position
		At August 31, 2017
	Laberge Sheathing Inc.
	Income Statement	
	For the Eighth Month Period Ended August 31, 2017	Assets
			Cash 	$  400
						Accounts receivable	3,800
Revenue				Unused supplies	100
	  Services		$6,000		Equipment	  8,700
						 Total assets	$13,000
Expenses
	Advertizing	$  300
	Interest	500		Liabilities
	Maintenance	475			Accounts payable	$ 7,800
	Supplies	125
	Wages	2,000		Shareholders’ Equity
		Total expenses		  3,400		Share capital	3,200
	Net income		$2,600		Retained earnings	2,000	    5,200
					 		Total liabilities and shareholders’ equity	$13,000

Laberge Sheathing Inc.
Statement of Changes in Equity
For the Eighth Month Period Ended August 31, 2017
	

Opening balance
Net income
Dividends
Ending balance
	Share 
capital
$3,200
-0-
       -0-
$3,200

	Retained 
earnings
   $     -0-
2,600
   (600)
$2,000

	Total 
equity
$3,200
2,600
   (600)
$5,200
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1. 	
	
	
	McIntyre Builders Corporation
Transactions Worksheet
At March 31,2017
	

	
	
	ASSETS
	=
	
	LIABILITIES
	+
	  EQUITY        
	

	
	
	
Cash
	
+
	Accts.
 Rec.
	
+
	Ppd. 
Exp.
	
+
	Unused
Supplies
	
+
	
Equipment
	
=
	Accounts
  Payable
	
	Loan
+ Payable
	
+
	Share Capital
	
+
	Ret.
Earn.
	


	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Jun.
	1
	+8,000
	
	
	
	
	
	
	
	
	
	
	
	
	
	+8,000
	
	
	

	
	1
	
	
	
	
	
	
	
	
	+5,000
	
	+5,000
	
	
	
	
	
	
	

	
	2
	+600
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	  + 600
	Reno rev

	
	3
	-20
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	      -20
	Supplies 

	
	4
	
	
	
	
	
	
	+1,000
	
	
	
	+1,000
	
	
	
	
	
	
	

	
	5
	
	
	+2,500
	
	
	
	
	
	
	
	
	
	
	
	
	
	+2,500
	Reno rev

	
	8
	+500
	
	-500
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	10
	-2,500
	
	
	
	
	
	
	
	
	
	-2,500
	
	
	
	
	
	
	

	
	15
	
	
	+1,000
	
	
	
	
	
	-1,000
	
	
	
	
	
	
	
	
	

	
	18
	-1,000
	
	
	
	
	
	
	
	
	
	
	
	    -1,000   
	
	
	
	
	

	
	20
	
	
	
	
	
	
	
	
	
	
	+100
	
	
	
	
	
	    -100
	Util. exp. 

	
	22
23      
	-600
No Effect
	
	
	
	+600
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	25
	+1,000
	
	-1,000
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	27
	-3,700
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	    -150
	Adv. exp.

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	      -50
	Tel. exp.

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	-1,000
	Truck op.

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	-2,500
	Wages 

	
	30
	
	
	+2,000
	
	
	
	
	
	
	
	
	
	
	
	
	
	+2,000
	Reno rev

	
	30
	
	
	
	
	-300
	
	
	
	
	
	
	
	
	
	
	
	-300
	Rent 

	
	30
	
	
	
	
	
	
	  -850
	
	
	
	
	
	
	
	
	
	-850
	Supplies 

	
	30
	-30
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	-30
	Dividend

	
	
	$2,250
	+
	$4,000
	+
	$300
	+
	$   150
	+
	$4,000
	=
	$1,600
	
	$1,000 
	+
	$8,000  
	+
	$100
	



LIABILITIES + EQUITY = $10,700

ASSETS
=$10,700




P 1–6 continued
2. 	
	McIntyre Builders Corporation
	Statement of Financial Position
	McIntyre Builders Corporation		At June 30, 2017
	Income Statement
	For the Month Ended June 30, 2017	Assets
				Cash		$ 2,250
Revenue			Accounts receivable	4,000
	Renovations		$5,100		Prepaid expenses	300
					Unused supplies	150
Expenses			Equipment		  4,000
	Advertizing	$  150		Total assets	$10,700
	Rent	300
	Supplies	870
	Telephone	50		Liabilities
	Truck operating	1,000		Accounts payable	$1,600
	Utilities	100		Loan payable	1,000	 2,600
	Wages	2,500		
		Total expenses		 4,970		Shareholders’ Equity	
				Share capital	$8,000
Net income	$  130		Retained earnings	   100	   8,100
				Total liabilities and shareholders’ equity	$10,700

McIntyre Builders Corporation 
Statement of Changes in Equity
For the Month Ended June 30, 2017
	

Opening balance
Shares issued
Net income
Dividends
Ending balance
	Share
capital
$      -0-
8,000
-0-
        -0-
$8,000
	Retained
earnings
$     -0-
 -0-
130
     (30)
    $   100
	Total
equity
$      -0-
8,000
130
     (30)
$8,100


[bookmark: _Toc350163566][bookmark: _Toc350166314][bookmark: _Toc350169433][bookmark: _Toc377148329]P 1–7
1. The land and the building cost $30,000 in total. If one-third of the total cost is applied to land, then land is $10,000 and building is $20,000. Total assets then equal $128,430. Since assets = liabilities, total shareholders’ equity must equal $100,577 ($128,430 - 27,853). Since retained earnings equals $1,000, share capital equals $99,577 ($100,577 - 1,000).

 
P 1-7 continued
2. 
	Clarke Limited
Transactions Worksheet
At October 31, 2017



	
	
	
ASSETS
	
	
LIABILITIES
	
	S/H EQUITY

	
	
	
Cash
	
+
	Acct. 
Rec.
	
+
	Un. Supp.
	
+
	
Land
	
+
	
Bldg.
	
+
	
Furn.
	
+
	
Equip.
	
+
	
Truck
	
=
	Acct. Pay.
	
+
	Loans Payable
	
+
	Share Capital

	Sep
	30
	14,215
	
	+11,785
	
	+1,220
	
	+10,000
	
	+20,000
	
	+8,000
	
	+60,000
	
	+3,210
	=
	  3,853
	
	+25,000
	
	+99,577

	Oct.
	2
	-110
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	-110
	
	
	
	

	
	3
	+670
	
	-670
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	4
	
	
	
	
	+400
	
	
	
	
	
	
	
	
	
	
	
	+400
	
	
	
	

	
	8
	+16,000
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	+16,000

	
	10
	+1,000
	
	-1,000
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	11
	-2,000
	
	
	
	
	
	
	
	
	
	
	
	+22,000
	
	
	
	+20,000
	
	
	
	

	
	  15
	-400
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	-400
	
	
	
	

	
	20a.
	-10,000
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	-10,000
	
	
	
	

	
	20b.
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	-10,000
	
	+10,000
	
	

	
	31
	       +300
	
	         -300
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	$19,675
	+
	$  9,815
	+
	$1,620
	+
	$10,000
	+
	$20,000
	+
	$8,000
	+
	$82,000
	+
	$3,210
	=
	$  3,743
	+
	$35,000
	+
	$115,577

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



ASSETS 
= $154,320



LIABILITIES+S/H EQUITY 
= $154,320






[bookmark: _Toc350163567][bookmark: _Toc350166315][bookmark: _Toc350169434]3. Since there are no transactions recorded in the Retained Earnings column for the month, Net Income is zero.





