Start-to-Finish #1

You are considering starting a tee shirt business to supplement your income while you are in school.

Required:

1.
Discuss the marketing function role in this decision.

2.
Discuss the human resource function role in this decision.

3.
Discuss the production operations function role in this decision.

Once you have considered your operating activities, you must think about your financing and investing activities.

4.
Discuss the role of the finance function in this decision.

5.
Should you operate your business as a sole proprietorship or a corporation?  Why?

Start-to-Finish #2

Your have decided to start a tee shirt business to supplement your income while you are in school.  The business will buy tee shirts from manufacturers and add the school’s logo.

You have located a building for rent that has both retail and workspace.  The building rents for $1,250 per month, and the rent must be paid for one year in advance.  You will need three employees, one of whom will work full-time and two who will work part-time.  The full-time employee will run the store and will be paid a salary of $2,800 per month.  The part-time employees will act as salespersons.  They will be paid a commission of 30 percent of sales.  Assume that payroll taxes paid by the business will total 13.85 percent of gross salaries and wages.  Operating costs such as utilities, insurance, and office supplies are expected to be $1,500 per month.  Initial start-up costs for such items as advertising are expected to be $750.  These costs will be written off each month during the first year of operations.
You must buy a supply of tee shirts in a variety of sizes and colors.  In addition, you must buy an assortment of school logos (iron-on decals).  You estimate that tee shirts will cost $6 each and that logos will cost $1 each.  This $1 cost includes the royalty paid to the school for use of the logos.  You need a beginning inventory of 800 tee shirts and 1,600 logos.

Many of your customers will pay with cash; however, you will accept VISA and Mastercard.  When a customer uses a credit card, the bank deducts a 2 percent processing fee at the time that the charge ships are deposited.  In addition, you will allow some customers, such as fraternities and sororities, to purchase items on account when large orders are placed.

Your business must buy equipment to apply the decals and a computer system to maintain inventory and other records.  The application equipment retails for $2,600 and has a useful life of 5 years after which you estimate its value at $200.  The computer system has a retail cost of $3,600 with an estimated useful life of 4 years and a $600 salvage value.  You must also purchase shelving and other fixtures for the store.  These items are expected to cost $3,780 with a useful life of 15 years after which time they must be discarded and replaced.  Finally, you must purchase a vehicle to deliver large orders to customers.  The vehicle costs $24,000 and has a useful life of 6 years with a $2,400 salvage value.

You will contribute $10,000.  Any additional monies needed must be borrowed from the bank at an 8 percent annual interest.

Before you open your store you need to think about your operating structure.  You will need to buy your assets and set aside monies for the first month of operations.

Required:

1.
Is your business a service, merchandising, or manufacturing firm?  Why?

2.
You must determine your needs for credit financing.  You’re qualified to borrow money for five years at 8 percent simple interest (interest = principle * rate * time) and you will make annual payments of principal and interest.  Determine how much money you should borrow.

HINT:  Make a list of all the assets you must buy before you begin your business (computer, vehicle, inventory, rent, etc.).  Then make a list of all the operating expenses you KNOW you will incur during the first month of operations (utilities, salaries, etc.).  Subtract from these amounts, the amount of your contribution to determine the amount you need to borrow.
Start-to-Finish #3

Assume that you define activity as the number of tee shirts sold per month.   Further assume that you have determined that the selling price will be $25 per tee shirt. 

Required:

1.
Determine your total depreciation cost per month by using the following formula:

(Cost of Asset – Salvage Value)/Useful life in months

2.
Determine your interest cost per month assuming that you will borrow $51,000 at 8 percent simple interest.  Your monthly interest cost is:

Principle * Rate * 1/12

3.
Determine your initial start-up cost per month by using the following formula:



Initial start-up cost/12

4.
Determine your remaining fixed costs i.e. those costs that do not vary with tee shirts sold.

5.
Determine your variable costs per tee shirt sold.

6.
What is your total cost formula (HINT: total fixed costs = 1 + 2 + 3 + 4)?

Start-to-Finish #4

Required:

1.
Use the information gathered in Chapter 3 to determine the breakeven point in units (ignore bank card fees) per month.

2.
Refer to #1.  If you want a profit of $1,500 per month, how many tee shirts must be sold?

3.
A local fraternity wants to purchase a large volume of tee shirts at a substantial discount.  Discuss the pros and cons of this special order.
Start-to-Finish #5

It’s time to make some strategic decisions concerning your tee-shirt business.

Required:
Answer the following.
Marketing Considerations:

1.
Create a marketing advertisement for your tee shirt company.

a.
Choose the media for your ad campaign.  Be sure to consider both the costs and the benefits of the media you select.


b.
Explain the details of your ad.  

Production/Operations Considerations:

2.
Should you use an EOQ or a JIT inventory model?  Why?

Human Resources Considerations:

3.
What type of compensation are you offering your employees currently?  Should you consider offering additional benefits?  Why?

Start-to-Finish #6

 The final planning process for your tee shirt business is to budget your cash receipts for the first quarter.  Remember you have set a selling price of $25 per shirt; you estimate tee shirt sales at 1,000, 1,100, and 1,200 units, respectively, for the first three months.  You estimate that 40 percent of your customers will pay cash, 35 percent will use VISA or Mastercard (don’t forget the bankcard fee), and 25 percent will charge their purchases.  You expect that 90 percent of the charge account customers will pay their bills within the first 10 days of the next month and you will grant them a 2 percent discount.  The remaining charge account customers will pay their bills by the end of the billing month.  

Required:

1.
Prepare a sales budget for the first quarter.

2.
Prepare a cash receipts schedule for the first quarter.

3.
Prepare an accounts receivable schedule for the first quarter.  Hint: Remember only the charge sales (25 percent) and related cash flows impact accounts receivable.

Start-to-Finish #7

Congratulations!  A loan for $51,000 at 8 percent has been approved.  

Required:

1.
Record (journalize) the (a) receipt of this loan, (b) contribution by you as the owner, and (c) purchase of the following assets.  The general journal for Chapter 7 is located on the next page.

Tee shirt inventory, $4,800
Logo inventory, $1,600
Prepaid rent for the year, $15,000
Equipment, $2,600

Computer, $3,600

Shelving, $3,780
Vehicle, $24,000

2.
Post the entries made in #1 above to the appropriate accounts in your general ledger.  Your general ledger is located at the back of this practice set.
General Journal: Chapter 7

	Date
	Account Title and Explanation
	Ref
	Debit
	Credit

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


Start-to-Finish #8

During the month, various events occur that affect the business.  We consider expenditure process activities first; therefore, do NOT become alarmed if your cash balance temporarily becomes negative.  Assume that FICA is 7.65 percent, FIT is 15 percent, and SUTA is 5.4 percent, FUTA is 0.8 percent.  Your company will use perpetual inventory and the net price method.
Required:

1.
Journalize the following events.  Your general journal for Chapter 8 is located on the next page.
Day 2

Paid insurance for the month, $900.

Day 3

Purchased $800 of office supplies for cash.

Day 8
Purchased 900 tee shirts for $6 each and 1,800 logos for $1 each.  Suppliers offered terms of 2/10, n/30.

Day 10

Received a utility bill for $600.  Record this bill as a miscellaneous 


payable.

Day 18
Paid for purchases made on Day 8.

Day 30
Recorded payroll for the month.  Salary and wage expense is $7,480.00

Day 30
Recorded payroll tax expense for the month

Day 30
Made adjusting entries for expenditure process activities.  There are $100 worth of supplies on hand.  HINT: You should make four adjusting entries (do all the depreciation in one entry)

2.
Post the entries made in #1 above to the appropriate accounts in your general ledger.  Your general ledger is located at the back of this practice set.

General Journal: Chapter 8
	Date
	Account Title and Explanation
	Ref
	Debit
	Credit

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


Start-to-Finish #9

Since you are not really a manufacturing company, you have no events to record now.  Therefore, we will use this time to set up shells for our financial statements.

Required: Using your general ledger—set up shells (i.e. no amounts) for your:
1.
Income statement

2.
Statement of owner’s capital

3.
Statement of cash flows 

HINT:  In the operating section, you will need the following headings:



Cash received from customers



Cash paid for inventory



Cash paid to employees



Cash paid for other operating expenses

4.
Balance sheet

Start-to-Finish #10

During the month, various events occur that affect the business.  We considered expenditure process events in Chapter 8.  Now we will record the revenue events, including the cost of goods sold.  Your company uses the LIFO cost flow assumption but sales, excluding special orders sales, are recorded at the end of the month.  Recall that the normal selling price is $25 per tee shirt.

Required:

1.
Journalize the following events.  Your general journal for Chapter 10 is located on the next page.
Day 1
Sold 200 tee shirts on account to Alpha Beta Alpha at the negotiated price of $18 each.  Since Alpha Beta Alpha received special pricing, no sales discounts are available.  No commissions were paid on these sales either.
Day 10
Received payment from Alpha Beta Alpha.

Day 11
A member of Alpha Beta Alpha returned 5 shirts and was given a cash refund.  Since these shirts already have logos applied, they are put on the discount shelf and not returned to inventory.  Items on the discount shelf are the responsibility of the managers so no commissions are paid when, and if, the items are sold.

Day 19
Sold the 5 shirts off the discount rack for $10 each.

Day 26
Recorded the monthly sales (excluding the special order to Alpha Beta Alpha):




Cash sales


$  6,000.00




Credit card sales 

    4,800.00




Sales on account

    4,800.00



Total sales


$15,600.00


Remember when credit card sales are made the bank charges a 2 percent fee.  Commissions were paid on these sales (see Chapter 8). Don’t forget to record Cost of Goods Sold using LIFO costing.

Day 30
Received payment from Beta Gamma Beta.  Ten days ago, Beta Gamma Beta purchased 60 tee shirts with terms 2/10, n/30, this sale is included in the amount recorded on Day 26.  

2.
Post the entries made in #1 above to the appropriate accounts in your general ledger.  Your general ledger is located at the back of this practice set.

General Journal: Chapter 10
	Date
	Account Title and Explanation
	Ref
	Debit
	Credit

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


Start-to-Finish End of Semester

Required:

1.
Now that you have journalized and posted your operating activities (Chapters 8 and 10), use this information to complete the financial statements that you set up in Start-to-Finish #9.  
2.
Complete the closing entries.  Your general journal for the closing entries in located on the next page.
3.
Post the entries made in #2 above to the appropriate accounts in your general ledger.  Your general ledger is located at the back of this practice set.

General Journal: Closing Entries
	Date
	Account Title and Explanation
	Ref
	Debit
	Credit

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


General Ledger Accounts
	Cash

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


	Accounts Receivable

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


	Tee Shirt Inventory

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


	Logo Inventory

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


	Supplies

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


	Prepaid Rent

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


	Equipment

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	


	Accumulated Depreciation: Equipment

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	

	Computer

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	


	Accumulated Depreciation: Computer

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	


	Shelving

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	


	Accumulated Depreciation: Shelving

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	


	Vehicle

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	


	Accumulated Depreciation: Vehicle

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	


	Accounts Payable

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	Miscellaneous Payable

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


	Interest Payable

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


	FICA Payable

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	

	Federal Income Tax (FIT) Payable

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	


	State Unemployment Tax (SUTA) Payable

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	


	Federal Unemployment Tax (FUTA) Payable

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	


	Note Payable

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	

	Owner’s Capital

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


	Sales

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


	Sales Discount

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	


	Sales Returns and Allowances

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	


	Cost of Goods Sold

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


	Insurance Expense

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	


	Utility Expense

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	


	Salary and Commission Expense

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	


	Payroll Tax Expense

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	


	Supplies Expense

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	


	Depreciation Expense

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	


	Interest Expense

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	


	Rent Expense

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	


	Bank Card Fee Expense

	Date
	Description
	Ref
	Debit
	Credit
	Balance

	
	
	
	
	
	

	
	
	
	
	
	


THIS COMPLETES CHAPTER 10 AND THE OPERATING SECTION.  CHAPTER 11 AND THE FINANCING AND INVESTING SECTION STARTS ON THE NEXT PAGE.

Start-to-Finish #11

Time has passed and you have decided to continue in the tee shirt business.  However, the business needs to expand beyond its present location.  You are considering opening three or four retail outlets in the surrounding area.  In addition, you are considering changing the ownership structure from a sole proprietorship to a corporation.  

Required:

Write a brief paragraph describing the issues facing your company and how the time value of money concepts can be used to help solve these issues.

Start-to-Finish #12

Your company has decided to lease space for another retail outlet.  However, additional application equipment must be purchased for this location and a new computer system will be needed to link the two locations.  However, since you will have multiple locations, you will no longer need the delivery vehicle.  Recall that the delivery vehicle and computer were purchased for $24,000 and $3,600, respectively.  The book (carrying) values are currently $23,700.00 and $3,537.50, for the vehicle and computer, respectively.  A local balloon boutique has offered to buy the delivery vehicle for $21,000.  You will give the old computer to a local grade school.  You can buy another application machine for $3,000 and the computer system is expected to cost $12,000.  The new application machine will be depreciated over five years and the computer system over three years.  In addition, your working capital needs (extra inventory) are expected to increase by $5,000.  You estimate that the cash revenues less expenses in total for both locations (excluding the rental payments) will be as follows:




Year 1

$36,000




Year 2

$38,000




Year 3

$40,000




Year 4

$40,000




Year 5

$40,000

Annual rental payments in total for both locations are expected to be $30,000.

Since you are considering incorporation, you will evaluate this proposal using a 15 percent cost of capital and a 20 percent tax rate for the 5-year life of the project.  What is the net present value of this proposal?

Start-to-Finish #13

According to the analysis undertaken in Chapter 12, your company should expand.  However, you do not have the capital available for the expansion.  Therefore, you must consider incorporation.  Determine the cash raised and discuss the relative advantages of each of the following options (consider control and dividends).  For simplicity assume that all stock is issued for cash.  You, the owner, will pay the par value for the stock while outsiders will pay the market value for the stock.
1.
Issue 10,000 shares of $1 par value common stock.  One-half of the stock will be held by you and the other half will be sold to the public.

2.
Issue 5,000 shares of $1 par value common stock to yourself.  Issue 500 shares of $100 par, 8% cumulative preferred stock to the public.

3.
Issue 10,000 shares of $1 par value common stock.  One-quarter of the stock will be held by you and the other three-quarters will be sold to the public.

You estimate the following market values for the stock:



Common stock
$10



Preferred stock
$105

Start-to-Finish #14

Assume that your business has decided to incorporate, so now you must decide what type of promissory note to sign.  You have the following options:

1.
Sign a 5-year installment note payable with a face value of $100,000.  The interest rate is 12 percent and monthly payments are required.

2.
Sign a 5-year noninterest bearing note payable with a face value of $100,000.  The market rate of interest is 12 percent.

3.
Sign a 5-year interest-bearing note payable with a face value of $100,000 and a face rate of interest of 10 percent paid semiannually.  The market rate of interest is 12 percent.

Which promissory note is best for your company?  Hint: Consider the cash inflows and outflows of each option and match those cash flows to the capital budgeting project accepted in Start-to-Finish #12.  Also consider the cash inflows from Start-to-Finish #13.

Start-to-Finish #15

You have decided to incorporate before expanding.  Your balance sheet before incorporation (and prior to your capital budgeting project) is shown below:

Cash


$  6,812.22

Misc payable

$     600.00

Accounts receivable
    3,300.00

Interest payable
       340.00

Tee shirt inventory
    5,222.88

FICA payable

    1,144.44

Logo inventory
    2,552.48

FIT payable

    1,122.00

Supplies

       100.00

SUTA payable

         59.84

Prepaid rent

  13,750.00

FUTA payable

       403.92

Equipment (net)
    2,560.00

Note payable

  51,000.00

Computer (net)
    3,537.50

Owner’s capital
  10,623.88
Shelving (net)

    3,759.00



Vehicle (net)

  23,700.00



Total assets

$65,294.08

Total liab & equity
$65,294.08
You have decided to issue 10,000 shares of $1 par value common stock.  One-half of the stock will be issued to you in exchange for your sole proprietorship interest while the other 5,000 shares are issued to the public for $10 per share.  In addition, you would like to pay off your existing loan (plus interest) and establish a credit record for your corporation.  Therefore, you decide to sign a 5-year, noninterest-bearing note payable.  The face value of the note is $100,000 and the market rate of interest is 9 percent.  

Required:  

1.
Prepare the journal entries to record these events.  Your general journal is located on the next page.

2.
Using Excel (or a similar spreadsheet package), prepare an amortization schedule for your noninterest-bearing note payable.

General Journal: Chapter 15
	Date
	Account Title and Explanation
	Ref
	Debit
	Credit

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


Start-to-Finish #16

Now that you have issued your stock, you have money available to expand your business as you planned.  You must use the information from your balance sheet before incorporation (Start-to-Finish #15) and the capital budgeting decision you made (Start-to-Finish #12).  

Required:

Make the journal entries to record the following events.  Your general journal is located on the next page.

1.
The old computer system is donated to a local grade school.

2.
The old delivery vehicle is sold to the balloon boutique for $21,000.

3.
The new computer system is purchased.

4.
You decide to trade in your old application machine for two new machines (you got a great deal).  The total cost of the two new machines is $5,000.  You will pay the dealer the balance due in cash.
5.
You decide to use the double-declining balance method of depreciation for the new application machines and the new computer.  Make the journal entry for the first month assuming the new application machines will be used for eight years and the computer system for four years.  Assume that none of these assets has an expected salvage value.

6.
Make the journal entry to record the depreciation on the existing shelving (straight-line method).  Recall that the shelving has a useful life of 15 years with no salvage value.  

General Journal: Chapter 16
	Date
	Account Title and Explanation
	Ref
	Debit
	Credit

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


Start-to-Finish #17

Since you have been so busy running your corporation, you have hired a bookkeeper to do the day-to-day accounting for the business.  However, after 10 years of service, the bookkeeper just quit.  Furthermore, the year-end financial statements have not been prepared.  You find the following alphabetic list of accounts and their balances (in thousands) for the last 2 years.  Use this information to prepare your current period income statement.

	
	This Year
	Last Year

	Accounts payable
	114
	104

	Accounts receivable, net
	326
	313

	Accrued salaries, wages, and commissions
	26
	25

	Additional paid-in capital
	160
	160

	Cash and cash equivalents
	15
	28

	Common stock
	38
	38

	Cost of goods sold
	1158
	990

	Current notes payable
	143
	118

	Discontinued operations (net loss)
	3
	0

	Income tax expense
	106
	70

	Income tax payable
	131
	96

	Intangible assets, net
	265
	273

	Interest expense
	30
	29

	Interest income
	6
	6

	Inventories
	462
	368

	Long-term debt
	213
	222

	Long-term note due within one year
	9
	4

	Marketing and administration expense
	276
	324

	Net sales
	1752
	1521

	Net unrealized loss on investments (accumulated comprehensive income on the balance sheet)
	9
	8

	Available-for-sale & held-to-maturity securities
	79
	63

	Interest payable
	165
	146

	Other long-term assets
	80
	120

	Other long-term liabilities
	354
	364

	Property, plant, and equipment, net
	472
	427

	Retained earnings
	821
	672

	Treasury stock
	466
	349


Start-to-Finish #18

Use the information provided in Start-to-Finish #17 to prepare your comparative balance sheets for the last 2 years.

Start-to-Finish #19

Using the income statement you developed in Start-to-Finish #17 and the comparative balance sheets you developed in Start-to-Finish #18, prepare the statement of cash flows for your company for the current year.

Additional information:

1.
Depreciation expense is $58 and amortization expense is $8 for this year.  Both amounts are included in marketing and administrative expense.

2.
No property, plant, or equipment were sold during the year.

3.
Long-term notes payable of $9 were reclassified as current during the year.

4.
Other long-term assets were sold for their carrying value during the year and no other long-term assets were purchased during the year.

5.
The discontinued operation resulted in a net decrease in cash of $5.

6.
No available-for-sale or held-to-maturity securities were sold during the year.

7.
Other long-term liabilities were paid during the year.

8.
Treasury stock was purchased during the year and no treasury stock was reissued during the year.

This cash flow statement is more difficult, so here are some helpful hints:

a.
In the operating section, you should use: (1) accounts receivable, (2) inventory, (3) accounts payable, (4) accrued salaries, (5) interest payable, and (6) income taxes payable.

b.
In the investing section, you should use: (1) available-for-sale and held-to-maturity securities [note that this account decreased by the change in the “net unrealized loss on investments” account, thus, cash used to purchase investments is $17 thousand, (2) property, plant & equipment, (3) intangibles, and (4) other long-term assets.  Also see #6 above—cash paid for discontinued operations is an investing activity.

c.
In the financing section, you should use: (1) current notes payable, (2) long-term notes due within one year [see #3 above], (3) long-term debt [see #3 above], (4) other long-term liabilities, (5) retained earnings, and (6) treasury stock.  Note that the common stock account did not change and, therefore, can be ignored.  Also, note that the stockholders’ equity account, “net unrealized loss on investments,” has been considered in the investing section.

Start-to-Finish #20

Use the income statements, balance sheets, and statement of cash flows developed in Start-to-Finish #17, #18, and #19 to complete a ratio analysis as thoroughly as possible.  HINT:  Use Exhibit 20.9 as your guide.
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