
exercises

Exercise 3-1

Balance sheet classification


( LO3 LO4

The following are the typical classifications used in a balance sheet:


a) 
Current assets
f) 
Current liabilities


b) 
Investments
g) 
Long-term liabilities


c) 
Property, plant and equipment
h) 
Paid-in-capital


d) 
Intangible assets
i) 
Retained earnings


e) 
Other assets

Required:

For each of the following balance sheet items, use the letters above to indicate the appropriate classification category.  If the item is a contra account (valuation account), place a minus sign before the chosen letter.

1.


Note receivable, due in 2 years
10.


Inventories

2.


Accounts receivable
11.


Goodwill

3.


Accumulated depreciation
12.


Accrued salaries payable

4.


Land, in use
13


Accrued interest payable

5.


Note payable, due in 10 months
14


Prepaid insurance

6.


Interest payable
15.


Common stock

7.


Note receivable, due in 6 months
16.


Equipment

8.


Cash equivalents
17.


Unearned revenue

9.


Investment in ABC Corp., long-term
18.


Warranties payable

Exercise 3-2

Balance sheet preparation

( LO2 through LO4
The following is a December 31, 2009, post-closing trial balance for the Curtis Corporation. 







Account Title
Debits

    Credits


Cash and cash equivalents

70,000




Accounts receivable 

110,000




Inventories 

120,000




Prepaid insurance 

3,000




Investment in Qualcom stock, short-term 

15,000




Machinery and equipment 

230,000




Accumulated depreciation – machinery and 

     equipment 



111,000


Note receivable – long-term 

50,000




Interest receivable, due in 3 months
2,000




Accounts payable 



45,000


Wages payable 



10,000


Interest payable 



3,000


Bonds payable (due in ten years) 



100,000


Common stock 



200,000


Retained earnings 

          _____

        131,000


                   Totals
600,000   

600,000 


Required:

Prepare a classified balance sheet for Curtis Corporation at December 31, 2009.

Exercise 3-3

Financial disclosures

( LO5
The following are typical disclosures that would appear in the notes accompanying financial statements.  For each of the items listed, indicate where the disclosure would likely appear — either in (A) the significant accounting policies note, or (B) a separate note.

1. Depreciation method 
    A    


2. Information on related party transactions



3. Method of accounting for acquisitions



4. Composition and details of long-term debt



5. Inventory method



6. Basis of revenue recognition



7. Major damage to a plant facility occurring after year-end



8. Composition of accrued liabilities



Exercise 3-4

Calculating ratios

( LO9
The year 2009 balance sheet for the Tomassini Corporation is shown below.

Tomassini Corporation

Balance Sheet

December 31, 2009


Assets:
($ in 000s)

 Cash

$    150


 Accounts receivable

400


 Inventories

500


 Property, plant, and equipment (net)

     1,200


      Total assets

$2,250


Liabilities and Shareholders’ Equity:


 Current liabilities

$   600


 Long-term liabilities
 
 500


 Paid-in capital

  1,000


 Retained earnings

     150


      Total liabilities and shareholders' equity

$2,250
The company's 2009 income statement reported the following amounts ($ in thousands):

Net sales
$6,600

Interest expense
30

Income tax expense
200

Net income
260

Required:

Determine the following ratios for 2009:

a.
current ratio 

b.
acid-test ratio

c.
debt to equity ratio

d.
times interest earned ratio

Exercise 3-5

Effect of management decisions on ratios

( LO9
Most decisions made by management impact the ratios analysts use to evaluate performance.  Indicate (by letter) whether each of the actions listed below will immediately increase (I), decrease (D), or have no effect (N) on the ratios shown.  Assume each ratio is less than 1.0 before the action is taken.



Current 
Acid-test 
Debt to 

Action
ratio
ratio
equity ratio


1.
Issuance of common stock for cash
____
____
____

2.
Purchase of inventory on account
____
____
____

3.
Receipt of cash from a customer on account
____
____
____

4.
Expiration of prepaid rent
____
____
____

5.
Payment of a cash dividend
____
____
____

6.
Purchase of equipment with a 6-month note
____
____
____

7.
Purchase of long-term investment for cash
____
____
____

8.
Sale of equipment for cash (no gain or loss)
____
____
____

9.
Write-off of obsolete inventory
____
____
____

10.
Decision to refinance on a long-term basis 




currently-maturing debt 
____
____
____

PROBLEMS

Problem 3-1

Balance sheet preparation

( LO2 through LO4
The following is a December 31, 2009, post-closing trial balance for the Alexandria Exploration Corporation. 

Account Title
Debits

Credits


Cash 

52,000




Accounts receivable 

223,000




Allowance for uncollectible accounts 



15,000


Inventories 

200,000




Supplies 

3,000




Investments 

140,000




Land 

100,000




Buildings 

500,000




Accumulated depreciation - buildings 



150,000


Machinery 

250,000




Accumulated depreciation - machinery 



80,000


Goodwill 

36,000




Accounts payable 



125,000


Bonds payable 



500,000


Interest payable 



40,000


Common stock 



500,000


Retained earnings 

         ______

   94,000


                   Totals 
1,504,000

1,504,000


Additional information:

1. Accounts receivable includes a $50,000 note receivable received from a customer that is due in 2011.  Also included is interest on the note of $3,000 that is due in six months.

2. The land account includes land that cost $20,000 that the company has not used and is currently listed for sale.

3. 
The investment account includes a $10,000, 3-month certificate of deposit due in 40 days.  The remaining investments will be sold within the next year.

4. 
The bonds  payable account consists of the following:



a.
a $200,000 issue due in six months.



b.
a $300,000 issue due in six years.

5. 
The common stock account represents 500,000 shares of no par value common stock issued and outstanding.  The corporation has 1,000,000 shares authorized.

Required:

Prepare a classified balance sheet for Alexandria at December 31, 2009.

Problem 3-2

Balance sheet preparation

( LO2 through LO4
Presented below is the balance sheet for the Tillamoo Cheese Company at December 31, 2009.


Current assets 

$  740,000
Current liabilities 

$  620,000


Investments 

    300,000
Long-term liabilities 
 
1,000,000


Property, plant and


  equipment 
 
2,450,000
Shareholders’ equity 

 2,170,000

Intangible assets 

    300,000
  Total liabilities and


  Total assets 

$3,790,000
    shareholders’ equity 

$3,790,000
The captions shown in the summarized statement above include the following:

a. 
Current assets: cash, $170,000; cash equivalents, $20,000; accounts receivable, $300,000; inventories, $235,000; and prepaid expenses, $15,000.

b. 
Investments: investments in common stock, short-term, $40,000; investments in bonds of other corporations, long-term, $260,000.

c. 
Property, plant, and equipment: buildings, $1,200,000 less accumulated depreciation, $300,000; equipment, $900,000 less accumulated depreciation, $300,000; and land, $950,000.

d. 
Intangible assets: patent, $80,000; and goodwill, $220,000.

e. 
Current liabilities: accounts payable, $260,000; notes payable, short-term, $180,000, and long-term, $100,000; interest payable, $20,000; and other accrued liabilities, $60,000

f. 
Long-term liabilities: bonds payable due 2015.

g. 
Shareholders’ equity: common stock, $1,500,000; retained earnings, $670,000. The common stock account represents 1,000,000 shares of no par value common stock issued and outstanding.  The corporation has 2,000,000 shares authorized.

Required:

Prepare a corrected classified balance sheet for Tillamoo at December 31, 2009.
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