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How do Business Activities
Affect the Income Statement ?
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[The Operating Cycle

Operating (Cash-to Cash) Cycle
is the time it takes
to receives goods or services from suppliers,
to pay cash to suppliers,
to sell them to customers, and
to collect cash from customers.

Time Period Assumption
To measure and report financial information
periodically, we assume that
the long life of a company
can be cut into shorter period.

january z7, Zuiz 4
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LA [
B2 [The Operating Cycle

Issues arise in
reporting periodic income to users:

1. Recognition Issues: When should the effects of
operating activities be recognized (recorded)?

2. Measurement Issues: What amounts should be

recognized ?

January 27,2012
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[Elements on the Income Statement

Revenues
Increases in assets or settlement of —
liabilities from ongoing operations.

Expenses
Decreases in assets or increases in
liabilities from ongoing operations.

Gains
Increases in assets or settlement of
liabilities from peripheral transactions.

Losses
Decreases in assets or increases in —
liabilities from peripheral transactions.

January 27,2012

PAPA JOHN'S INTERNATTOMNAL, TNC.
Consolidated Statement of Income
For the Year Ended December 31, 2008

(dollars in thonsands)

Operating Revenues

Restaurant sales revenue £ 996,000
Franchisc fee revenue 136,000
Tidal revenues 1,132,000
Operating Expensces
Cost ol sales 483,000
Salaries expense 193,000
- Operating activities (central focus of the business)
Rent expense 35,000 P i ¢ S f :
Advertising expenss 49,000
General and administrative expenses 100,000 | —includes insurance, repairs, utilities, and fuel expenses
Depreciation expense 33,000
(Mher operating expenses 1772 (HX)
Total expenses 1,065,000
Operating Income 07,000 | «—Subrotal of operating revenues minus operating expenses
Other Hems
Investment income 1,000
Interest expense (8.000) Peripheral activities (not the main focus of the business)
.ass on restaurants sold (3.000)
Income hefore Income Taves 5T00) | «—3Subrotal of all revenues minus all expenses excepi raxes
Income tax expense 20,000
Net Income $  37.000
. - . = B37.000,000 Ner Ii = 28 100,000 Average Numb
Earnings per SYanwary 27,2012 3 13 |+ et Incame verage Number

of Shares Ouistanding (from Papa John's annual report)

PAPA JOHN'S INTERNATIONAL, INC.
Consolidated Statement of Income
For the Year Ended Decemhber 31, 2008
(dollars in thousands)

u AC201 Fur

Papa John’s Primary

Operating Expenses Operaling Revenues

Cost of sales
(used inventory)

Operating Expenses

Hestanrant sales revenue £ 996,000
Frunchise (ee revenue 136,000
Totul revenues 1,132,000

Cost of sales 483,000

Salaries expense 193,000

Rent expense 35,000

Advertising cxpensc 49,000

Salaries General and administrative expenses 100,000

and benefits to Dcprccialion. cxpensc 33.000

emplovees Other operating expenses 172,000

ploy Total cxpenscs 1,065,000

Operating Income G N

Other Iems

Other costs Investment income 1000
(like advertising, Interest expense (8,000)
insurance, and T.0ss on restaurants sold (3,000}

depreciation Income hefare Tncome Taxes 57.000

P ) Income tax cxpense 20,000

Net Income s 37,000

Earnings per Share $ 1.32

January 27,2012
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[International Perspective

From Page 143

As indicated in Chapter 2, under IFRS. the income statement is usually titled the Statement of
Operations. There is also a difference in how expenses may be reported:

GAAP IFRS

Presentation of Exp
= Similar expenses are reported, Publiz companies

Caompanies can

but may be grouped in different ~ categonze expenses by categonze expenses by
ways business function either function or
(e.g.. production, naturc

research, marketing,
general operations).

(e.g.. salaries, rent,
supplies, electricity).

In addition, foreign companies often use account titfles that differ from U.S. companies. For
example, GlaxoSmithKline (a UK phammaceutical company), Parmalat (an Italian food producer
of milk, dairy products, and fmit-based beverages), and Unilever (a UK. and Netherlands-based
company supplying food. home, and personal care products such as Hellman's mayonnaise, Dove
soap, and Popsicle treats) use the term fumover to refer to sales revenue, finance income for
income from investments, and finance cost for nterest expense. BMW Group, on the other hand,
reports revenues and uses financial resuit for the difference berween income from invesments and
interest expense. All four companies follow IFRS.

January 27,2012

[ AC201 Fundamental Accounting

How are Operating Activities
Recognized and Measured ?

January 27,2012
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L7 [
BE How Are Operating Activities
Recognized and Measured?

Cash Basis

==
!

Expenses are recorded
when cash is paid.

Revenues are recorded
when czggplzis received.

anuary

11
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How Are Operating Activities
Recognized and Measured?

Accrual Basis

Revenues and expenses should be recognized
when the transaction that causes them occurs,
NOT necessarily when cash is paid or received.

Required by —
Generally
Accepted

Accounting

Principles

January 27,2012

12
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How Are Operating Activities
Recognized and Measured?

Accrual Basis

Basic accounting principles that determine
when revenues and expenses are recorded:

1. Revenue principle

2. Matching principle

January 27,2012
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[Revenue Principle

ALL 4 criteria must be met
for Revenue to be recognized:

1. Delivery has occurred or services have been
rendered.

2. There is persuasive evidence of an
arrangement for customer payment.

3. The price is fixed or determinable.
Collection is reasonably assured.
regardless of when cash is paid.

January 27,2012
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[Revenue Principle

Recording revenues v/s cash receipts

‘ Cash may be received...

1 2 3
before pizza L when pizza J after pizza
. delivery . _is delivered | delivery
T — - |
= TIME
DELIVERY [ L

Record REVENUE here

January 27,2012
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[Revenue Principle

If cash is received
before the company delivers goods or services,

the liability account UNEARNED REVENUE is recorded.

Cash received before revenue is earned -

Cash Company
Recelived Delilvers

Cash (+A) XXX
Unearned revenue (+L) XXX

January 27,2012

16
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[Revenue Principle

When the company delivers the goods or services
UNEARNED REVENUE is reduced
and REVENUE is recorded.

Cash received before revenue is earned -

Cash Company
Recel-ived Delilvers
1 1
Cash (+A) XXX
Unearned revenue (+L) XXX
Revenue will be recorded when earned.
Unearned revenue (-L) XXX
Service revenue (+R) XXX

January 27,2012 17

[ AC201 Fundamental Accounting

[Revenue Principle

When cash is received on the date the revenue is
earned, the following entry is made:

Company Delivers
AND CashI Received
1

Cash (+A) XXX
Revenue (+R) XXX

January 27, 2012 18
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[Revenue Principle

If cash is received
after the company delivers goods or services,
an asset ACCOUNTS RECEIVABLE is recorded.

Cash received after revenue is earned -

Company Cash
Delilvers Recelived
| |

Accounts receivable (+A) XXX
Revenue (+R) XXX

January 27, 2012 19

" [ AC201 Fundamental Accounting ]

[Revenue Principle

When the cash is received
the ACCOUNTS RECEIVABLE is reduced.

Cash received after revenue is earned -

Company Cash
Delilvers Recqived
1 1
Accounts receivable (+A) XXX
Revenue (+R) XXX

Cash will be collected.

Cash (+A) XXX
Accounts receivable (-A) XXX

January 27,2012 20
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B2 [Matching Principle

" [ AC201 Fundamental Accounting

[Matching Principle

Recording expenses v/s cash payments
Expenses are recognized

when they are incurred in generating revenue, ‘ e BT
regardless of when cash is paid. 1 2 3
to purchase for ads run for employees’
supplies before {used) the labor used in the

being used same day prior period
— — — ——

— —

USED
(INCURRED to generate revenue)

Record EXPENSE here

January 27,2012 21 January 27,2012 22

[ AC201 Fundamental Accounting ] " [ AC201 Fundamental Accounting ]
[Matching Principle [Matching Principle
If cash is paid When the expense is incurred
before the company receives goods or services, PREPAID EXPENSE is reduced
an asset account, PREPAID EXPENSE is recorded. and an EXPENSE is recorded.
Cash is paid before expense is incurred - Cash is paid before expense is incurred -
Cash Expense Cash Expense
Pallid Incqrred Pallid Incqrred
1 1 1 1
Prepaid expense (+A) XXX Prepaid expense (+A) XXX
Cash (-A) XXX Cash (-A) XXX

Expense will be recorded when incurred.

Expense (+E) XXX
Prepaid expense (-A) XXX

January 27, 2012 23 January 27,2012 24




[ AC201 Fundamental Accounting

[Matching Principle J

When cash is paid on the date the expense is incurred,
the following entry is made:

[ AC201 Fundamental Accounting

[Matching Principle

If cash is paid
after the company receives goods or services,
a liability PAYABLE is recorded.

Cash paid after expense is incurred -

Expense Incurred Expense Cash
AND Calsh Paid Inculrred Pallid
1 1 |
Expense (+E) XXX Expense (+E) XXX
Cash (-A) XXX Payable (+L) XXX
January 27,2012 25 January 27,2012 26
" [ AC201 Fundamental Accounting ] " [ AC201 Fundamental Accounting ]
Ee [Matching Principle EE [Matching Principle

When cash is paid
the PAYABLE is reduced.

Cash paid after expense is incurred -

Expense Cash
Incqrred Pa}id
1 1
Expense (+E) XXX
Payable (+L) XXX
Cash will be paid.
Payable (-L) XXX
Cash (-A) XXX

January 27, 2012 27

Typical assets

and their related expense accounts include. . .

as used over
time becomes

CASH PAID FOR EXPENSE

Supplies inventory —] - SUppPlies expense
Prepaid insurance =P |nsurance expense
Buildings and equipment === Depreciation expense

January 27,2012
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A Question of Ethics

{and
January 27324,

Investors in the stock market base their decisions on their expestations of a company”s future cam-
inggs. When commpaniies annsunce guarierly amd anmal sarmings infometon, invesiors evahoie
well the companics have met expectations and adjust their nvesting decisions accordingly. Com-
panses that bl to meet expectations offen expenence a decline i stock poce This. managers are
midivated 1o produce camings resulls il meet ur exceed investors” expectations  bolsier stock
prices. Groed may lead some managers 1o make uncthical accounting and reporting decisions, often
involving falsifying revenues amd expenses. While (his sometimes fouls people for a shont time. it
raredy warke in the lnng nm and afton leads o very bad conceqnences

Froud is a criminal offense for which managers may be sentenced to jail. Samples of fraud cases.
afow i i nuc and cxpense accounting. arc shown below. Justimagine what it must
T b likee fos he G- yesr-ohd Rermnic Fhbers or 21-yeurokl Barry Minkan, hoth semienced io 25
years m prnison for accounting traud.

Many others are affeceed by fraud. Sharcholders lose stock value, cmployees may bose their jobs

cnsion funds. as in the case of Enron), and customers and supplicrs may become wary of
‘with a company operating under the cloud of fraud. As a manager. you may face an cthical

dilemma in the workplace. The cthical decision is the one you will be proud of 20 vears later.

The CED The Fraud Conviction/Plea | The Dutcoms
Bamard Madoff, 71 | Scammed $50 billion from investors | Confazzad, Santenced to
Madoft Investment n a Pona scheme in which Uecember 2008 | 150 years
Sacuritias inveztors raceiva "retume” from
money paid by subsequent investors.
Bemie Ebbers, &5 Recorded 511 billion in operating Convicted, Sentenced to
Worldeom eHpenses as if ey were assets. July 2005 25 years
Sanjay Kumar, 44 Recorded zales in the wrong Pleadad guilty, | Sentenced to
LCompurter ‘accaunting penod. Apnl 2006 12 years
Asanciates
Martin Grass, 49 Recordad rebatas from drug Pleadad guily, | Semtenced oo
Rite Aid Corporation | companies before they were earned. | June 2003 8 years
Barry Minkow, 21 Made up customers and salesta Convicted, Sentenced to
Z777 Best show profits when, in reslity, the December 1988 | 25years From
COMPany was 8 gham.
Page 149
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L
=5

The Expanded
Transaction Analysis Model

January 27, 2012 30

[ AC201 Fundamental Accounting

A

= L + SE

[ AC201 Fundamental Accounting ]

[Expanded Transaction Analysis Model

Assets = Liabilities + Stockholders' Equity Retained Earnings
Debit Credit Debit Credit Debit Credit . .
(+) ) () (+) () (+) el el
Accounts have Accounts have Accounts have Dividends ) (+) Net Income
debit balances credit balances credit balances Dividend H
decre;ase ividends <N s o>m >) «— increases
I T Retained declared vy Retained
Contributed Capital Retained Earnings Earnings. Earnings.
Debit Credit Debit Credit
(=) (+) () (+) I I
Investments Dividends , Revenues Expenses
by owners declared Netincome A a . .
This is how Revenues and Expenses 1 Debit Credit Debit Credit
affect Retained Earnings. I 1 (-) (+) (+) (-)
Revenues Expenses
Debit Credit Debit Credit This is how Revenues and Expenses affect Retained Earnings.
) (+) (+) (=)
January 27, 2012 32

January 27, 2012 31
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[Analyzing Some of Papa John’s Transactions J

(a) Papa John’s restaurants sold pizza to customers for $36,000 cash and

sold $30,000 in supplies to franchised restaurants, receiving $21,000
cash with the rest due on account.

Debit Credit
(a) Cash (1+A)[$36,000 | $21,000]..........ccvvnnno... 57,000
Accounts Receivable (+A) ....... ... .. 9,000
Restaurant Sales Revenue (+R, +SE) ............. 66,000

Assets = Liabilities - Stockholders’ Equity

Cash +57,000

Restaurant Sales Revenue (+R)  +66,000
Accounts Receivable + 9,000

Equality checks:
1. Debits $66,000 equal Credits $66,000,
2. The accounting equation is in balance.

January 27, 2012 33

[ AC201 Fundamental Accounting

[Analyzing Some of Papa John’s Transactions

(b) The cost of the dough, sauce, cheese, and other supplies for the
restaurant sales in (a) on the previous screen was $30,000.

Debit Credit
() (CesicEisEES(ES, =5158) soccoccocuooacoooooooooac 30,000
Supplies (A) ... .. i 30,000
Assets = Liabilities + Stockhelders’ Equity
Supplies —30,000 Cost of Sales (+E) —30,000

Equality checks:
1. Debits $30,000 equal Credits $30,000,
2. The accounting equation is in balance.

January 27, 2012 34

" [ AC201 Fundamental Accounting ]
B [Analyzing Some of Papa John’s Transactions

(c) Papa John’s sold new franchises for $400 cash, earning $100
immediately by performing services for franchisees; the rest will be

earned over the next several months. for services
performed
Debit
fe) Cash (+A) .. i i i e i e i 400

Franchise Fee Revenue (+R, +5E)
Unearned Franchise Fees (+L)

Assets = Liahilities + Stockholders
Cash +400 Unearned Franchise Fees +300 Franchise Fee Revgfiue (+R)  +100
for services
NOT yet performed

Equality checks:
1. Debits $400 equal Credits $400,
2. The accounting equation is in balance.

January 27, 2012 35

" [ AC201 Fundamental Accounting ]

=

Analyzing Some of Papa John’s Transactions

(d) InJanuary, Papa John’s paid $7,000 for utilities, repairs, and fuel for
delivery vehicles, all considered general and administrative expenses
incurred during the month.

Debit Credit
{d] General and Administrative Expenses (+E, —SE) .. .. 7,000
Cash (=A) . . .. 7,000
Assets = Liabilities + Stockholders’ Equity
Cash —7,000 General and Administrative Expenses (+E}  —7,000

Equality checks:
1. Debits $7,000 equal Credits $7,000,
2. The accounting equation is in balance.

January 27,2012 36
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[ AC201 Fundamental Accounting

[Papa John’s Income Statement Accounts

Beginning balances start at zero.

+ Cash (&) - + Accounts Receivable [A) — + Supplies (A) — — Restaurant Sales Revenue (R) + — Franchise Fee Revenue (R) + — Gain on Sale of Land (R) +
Eal. 13,000 Bal. 24,000 Bal. 17,000 0 Bal. 0 Bal. 0 Bal.
(&) 5,000 | 2000 (d) (&) 900 | 12800 0] (5] 29,000 | 30,000 b} (6,000 [E] 100 (e} 3,000 (h)
(el a00 | 3000 [ —) 20,200 Bal. 16,000 66,000 Bal 2100 @ 3,000 Bal.
{h 4,000 | 14,000 (f — — - 2,800 Bal. -
) 15500 | 9,000 i) -
(K 1,000 | 10,000 1]
Bal 41900 — Investment Income (R} + + Cost of Sales (E) — + Salaries Expense (E) —
: —_—
0 Bal. Bal. 0 Bal. 0
+ Prepaid Expenses (A) — + Property and Equipment (A) — — Accounts Payable (L) + :ﬁg Btkll 1BMI 30,000 tBﬂI 14,000
Bal. 10,000 Bal. 200,000 20,000 Bal : o B 000 a 14000
(g 9,000 1,000 (] 10,000 | 20,000 &)
Bal. 19,000 Bal. 199,000 29,000 Bal. + General and Administrative
_ - E— Expenses (E) —
o Bal. 0
Uneamed Franchize Fees (L} | d) 7,000
£,000 Bal.
300 {e) Bal. &
6,300 Bal.
January 27,2012 37 January 27, 2012 38
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How are Financial Statements

Prepared and Analyzed ?

January 27,2012
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How Are Financial Statements
Prepared and Analyzed ?

[\

7
Assets J [ Liabilities MStOCkthErs' ]\
Equity

<
#4 Statement Capital Statement of
of Cash Flows Retained Stockholders’
Earnings Equity
#3 Balance Sheet

/
(Deblt)
Dividen
Declar

(Credit)

Net Income ]\ \

[ Revenues
#1 Income Statement /

Expenses

January 27,2012
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How Are Financial Statements
Prepared and Analyzed ?

Statement Formula

#1 Income Statement Revenues—Expenses = Net Income

v
#2 Statement u{_ Beginning Retained Eamings | Netlncome — Dividends Declared = Ending Retained Eamings
Stockholders
Equity Beginning Contrbuted Capital + Stock lssuances — Stock Repurchases = Ending Contributed Capital

Ending Stockholders’ Equity

v
#3 Balance Sheet Assets = Liabilities + Stockholders’ Equity

(includes Cash)

#4 Statement of Cash Cash provided by (or used in) Operating Activities
Hows +/— Cash provided by (or used in) Investing Activities
+/— Cash provided by (or used in) Financing Activities
Change in Cash
I Beginning Cash
Ending Cash

January 27, 2012 41
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[ 1. Income Statement

PAPA JOHN'S INTERNATIONAL, INC.
Coneolicdated Sutement of Income (before sl jusimentx)
For the Month Ended January 31, 2000
{dnllars in thansands)

Operating Revenues

Restaurant sales revenue 366,000
Franchisc foe revenue 2R00
Toal revenacs ARR00
(perating Fxpenses
Cost of salcs H000
Kalarizs eepense 14000
General and administrative cxpenscs 7.000
Supplics cxpense L]
Hent cxpense o v, arcounts with gero balanees are ot mclded
Insurance expense L] semnents. Howeves, we includy them here o
L talitecs expensc u indicate that there ore mumenmus expenses and revenues o be
Dieprecialion capenmse v delermimed and recorded fn lbe adinstmeni provess deseribed
Ohher operating expenses 0 in Chapter 4.
Total cxpenscs 51,000
Operating Inenme 17,400
Other ltems
Invesiment income [ELLH
Interest expanse iny
Cain on sale of land 3000
Incuame belore Income Taxes 2I_HIK]'J
Incume lax expense U
et Tncome $21.800
Eﬂfmy,%n' for the mont) $ 078 | =— S2LE00.000 imadjusted net income divided by approximarely 42

28, LN sharres (froun Papa Sobn s annsal report)

AC201 Fundamental Accounting

LA [
EE

BE
[2. Statement of Stockholders’ Equity

PAPA JOHN'S INTERNATIONAL, INC.
Consolidated Statement of Stockholders® Equity (before adjustments)
Month Ended Januvary 31, 2009
(dollars in thousands)

Contributed Retained Total
Capital Earnings Stockholders™ Equity
Beginning halance, December 31, 2008 £7.000 $123,000 130,000
Addditiomal stock issuances 2.000 2,000
—> Net income (prior i adjustments) 21.800 21,800
Dividends declared (3.000) (3,000}
Emding balance, January 31, 2009 59.000 $141,800 $150,800

The net income ($21,800)
comes from the Income Statement we just prepared.

January 27,2012 43
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3. Balance Sheet

PAPA JOHN'S INTERNATIONAL, THC.
Consolidated Balance Sheet (before adjustments)
January 31, 2004
(dollars in thousands)

ASSETS

Curreni Assels
Cash
Accounts receivable
Supplies
P'repaid expenses
Chther current asscts

Total current assels

Investments
Property and cyuipment {net)
Notes reccivable
Intangibles
Ohher asscis

Total Assets

LIABILTTIES AN S TOUKHOLDERST EQUITY
Current Liabilities

Aevounts payable

Dividends payahle

Aecmed expenses pays

Total eurrent liahilities
Uneamed tranchise fees
Motes pavable
Other long-lenn liabilities
Total Habilities
il

From the Statement of
Srockholders” Dguiry

Total stockhalders’ equity
January 27,2012 Tutal liubilities and stockholders® equily

44
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[4. Statement of Cash Flows

[ AC201 Fundamental Accounting

[4. Statement of Cash Flows

Direct Operating activities
Cash received: Customers
approaCh to Interest and dividends on investments
preparing Cash paid: Suppliers
; Employees
operatlng Interest on debt obligations
cash flows. Income taxes

Effect on
Operating activities Cash Flows
Cash received: Customers +
Interest and dividends on investments aiy
Cash paid: Suppliers -
Employees -
Interest on debt obligations -
Income taxes -
Cash Flows from Operating Activities Total
January 27, 2012 45

Cash Flows from Operating Activities

Investing Activities

Purchase of property, plant or equipment

Purchase of other long-term assets

Sale of property, plant or equipment

Sale of other long-term assets

Cash Flows from Investing Activities
Financing Activities

Issuance of long-term debt

Issuance of contributed capital

Dividends paid

Repurchase of long-term debt

Repurchase of contributed capital

Cash Flows from Financing Activities

Net increase or (decrease) in cash

Beginning balance in cash account

Ending balance in cash account

January 27,2012

Effect on

Cash Flows

46
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[Total Asset Turnover Ratio

Total Asset Sales (or Operating) Revenues
Turnover =
) Average Total Assets
Ratio

AV

’ (Beginning total assets + ending total assets) + 2 ‘

Papa John’s Total Asset Turnover Ratio for 2008 (dollars in thousands):

$1,132,000
($402,000 + $386,000) = 2

= 2.87

January 27,2012 47
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[End of Chapter 3

January 27,2012
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EXERCISE3 -1

TRANSACTION ANALYSIS

Tabor Hill Designers entered into the following transactions during February 2014. Analyze each of
the following transactions and prepare the journal entry required to record the related transaction.

(a) On February 3, provide website design services for $40,000 cash.

Debit and credit the accounts affected

Feb3, 14 | Cash (+A) 40,000

Design Revenue (+R, +SE) 40,000

Ensure the equation still balances and debits = credits
Assets = Liabilities + Stockholders Equity

Cash +40,000 Revenue +40,000

(b) On February 7, provide website design services to Acme Company, for $20,000 on account. We
expect Acme to pay in the future.

Debit and credit the accounts affected

Ensure the equation still balances and debits = credits
Assets = Liabilities + Stockholders Equity

(c) On February 14, collect $18,000 from Acme Company on account.

Debit and credit the accounts affected

Ensure the equation still balances and debits = credits
Assets = Liabilities + Stockholders Equity

Page 1



(d) On February 16, sell a$1,000 gift certificate.

Debit and credit the accounts affected

Ensure the equation still balances and debits = credits
Assets = Liabilities

Stockholders' Equity

(e) On February 21, customer redeems $1,000 gift certificate for website design services.

Debit and credit the accounts affected

Ensure the equation still balances and debits = credits
Assets = Liabilities

Stockholders Equity

(f) On February 25, paid employees $16,000 earned.

Debit and credit the accounts affected

Ensure the equation still balances and debits = credits
Assets = Liabilities

Stockholders Equity

(9) On February 28, paid $3,000 insurance for next year in advance.

Debit and credit the accounts affected

Ensure the equation still balances and debits = credits
Assets = Liabilities

Stockholders Equity

Page 2



(h) On February 28, paid $9,000 rent for next six months in advance.

Debit and credit the accounts affected

Ensure the equation still balances and debits = credits
Assets = Liabilities + Stockholders' Equity

(i) On February 28, received $250 telephone bill for previous month, to be paid next month.

Debit and credit the accounts affected

Ensure the equation still balances and debits = credits
Assets = Liabilities + Stockholders Equity

(j) On February 28, received $500 utility bill for this month, to be paid immediately.

Debit and credit the accounts affected

Ensure the equation still balances and debits = credits
Assets = Liabilities + Stockholders Equity

Page 3



EXERCISE3 -2

POSTING TO T-ACCOUNTS

The following T-accounts set forth the ending balances of the accounts of Tabor Hill Designers as of
January 31, 2014. Refer to Exercise 3-1. Post each of the February 2014 journal entriesto the T-
accounts.

Assets Liabilities Stockholders' Equity
+ Cash — - Accounts Payable + + Contributed Capital —
BegBa 3,100 0 BegBd | 10,000 BegBal
|
- Notes Payable + - Retained Earnings +
15,000 BegBal 0 BegBd
+ Accounts Receivable —
BegBal 0 + Unearned Revenue —
0 BegBd - Design Revenue +
0 BegBd
+ Supplies—
BegBal 900
+ Wage Expense —

BegBal 0
+ Prepaid Expenses —
BegBal 0

+ Utilities Expense —

BegBal 0
+ Property, Plant &
Equipment —
BegBal 21,000
+ Telephone Expense —
BegBal 0

Page 4



EXERCISE 3 -3

PREPARING AN INCOME STATEMENT,
STATEMENT OF STOCKHOLDERS' EQUITY, AND BALANCE SHEET

Use the ending bal ances from the T-accounts on Exercise 3-2 to prepare the following financial
statements for Tabor Hill as of and for the month ended February 28, 2014. (Ignore income tax
expense.)
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EXERCISE 3 -4

TOTAL ASSET TURNOVER RATIO
Refer to the financia statements from Exercise 3-3 and cal cul ate the total asset turnover ratio of

Tabor Hill Designers as of December 31, 2014. Then, indicate what this ratio measures and how you
would interpret the results.

Calculation:

What it measures and how to interpret:
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