Chapter 6

Solutions to Exercises and Problems


E 6-1 Sybil started to work as the marketing manager in a new firm about a month ago. The new firm is the competitor of her old firm in which she worked for 11 years. One day, the president of the new firm asks her to prepare a report that compares the unit costs and profit margins of the two firms. Sybil says she cannot prepare such a report because it would contain confidential information about her previous firm. However, the president stresses that her loyalty is to the new firm. Sybil prepares the report and gives it to the president.
Does this situation create an ethical problem? Why? What should Sybil do? 
What are her alternatives?
If it does not create an ethical problem, explain the reason.
Sybil has a dilemma between her loyalty to her old firm and her new firm. She also might have the problem of losing her current job. This situation does create an ethical problem. Her alternatives are not providing any information to her new firm, and providing the desired information. She should try to convince the president that she cannot provide such an information.
E 6-2 Match the given assumptions with the following descriptions.

	1.Going concern assumption
	NONE

	2.Monetary unit assumption
	B

	3. Matching principle
	E

	4. Periodicity assumption
	A, E

	5. Cost principle
	A 

	6.Conservatism
	
	D

	7. Entity Concept
	
	C


A. The cost of the factory building is depreciated over 20 years.
B. Turkish lira is the reporting currency.
C. Financial activity of the owner should be kept separately from the financial activity of the business.
D. Although probable economic benefits are not recognized, possible economic losses are recognized.
E. Recognition of revenues and corresponding expenses in definite periods.
E 6-3 Match the following characteristics of the financial statements with the descriptions.
	1.Relevance
	C, D

	2.Reliability
	F

	3.Objectivity
	E

	4.Consistency
	A

	5.Comparability
	B


A. Essential for comparing the performance of a company in different periods.
B. Essential to compare companies in the same industry.
C. Information that makes difference in decisions.
D. Timeliness is a major factor in this characteristic.
E. Main factor of the cost principle.
F. Economic transactions are accurately depicted.

E 6-4 State which of the accounting concepts and principles –objectivity, relevance, consistency, conservatism, materiality and full disclosure – is being followed in each case below:

1. Management provides detailed information about the company’s long-term debt in the notes to the financial statements. –Full Disclosure 

2. A company follows the policy recognizing a loss on inventory when the market value of an item falls below its cost. But does nothing if the market value rises. -Conservatism
3. When several accounting methods are acceptable, management chooses a single method and follows that method from year to year. -Consistency
E 6-5 Tell whether each of the following accounts is a current asset, an investment, property, plant and equipment, an intangible asset, a current liability, a long-term liability, shareholders’ equity or not on the statement of financial position.

a. Delivery trucks – property, plant and equipment
b.  Accounts Payable - current liability
c. Notes Payable (due in 90 days) - current liability
d. Delivery Expense - not on the statement of financial position
e. Share Capital - shareholders’ equity
f. Prepaid Rent - current asset
g. Patent - intangible asset
h. Interest Payable - current liability

i. Building owned but not used - investment
E 6-6 Determine the appropriate accounting concept/principle for the following cases.

a. Mehmet Kazmaz is the sole owner of six different companies. Which accounting concept or principle will help him to design an accounting system to identify each company’s profitability? entity concept
b. XYZ Company constructed a building in which the production facilities are located. The building has 20 years of useful life during which it will generate sales revenue for the company. The accountant decided to record the cost of the building as an expense over the useful life. Which accounting principle guided the accountant in his/her decision? matching principle
P  6-1

Paragraphs 1 through 11 below describe accounting practices which are in accord with generally accepted accounting principles. From the following list of accounting assumptions/principles, identify those assumptions/principles which you believe justify or explain each described accounting practice. Most of the practices are explained by a single principle; however, more than one principle/assumption may relate to a particular practice.

Accrual basis of accounting

Cost concept principle

Entity Concept

Full disclosure principle

Going concern assumption

Matching principle

Materiality

Monetary value or units of measure assumption

Periodicity assumption

Revenue principle

1. If a land costing TL 60,000 is sold for TL 65,000, a TL5000 gain would be reported regardless of inflation during the years that the land has been owned. Cost concept
2. When equipment is purchased an estimate is made of its useful life, and the equipment is then depreciated over its useful life. Matching principle
3. The personal assets of the owner of a sole proprietorship are not disclosed in the financial statements of the business. Entity Concept
4. The methods used in the valuation of inventory and for the depreciation of plant assets are described in a footnote to the financial statements. Full Disclosure
5. The company makes sales of TL 100,000 in 20X1 and reports the sales revenues of TL 100,000 in the income statement of 20X1although the company expects to collect TL 10,000 in 20X2. Accrual basis of accounting 
6. The  BAS company was established in 20X4 and operates in the education sector. The company has been preparing annual income statements since then. Full disclosure

7. The bookkeeper of for a large auto dealership depreciates the cost of its warehouse over a period of 10 years. Periodicity 
8. The company pays insurance expense for 20X1 and 20X2. In the income statement of 20X1, the company reports only the share of 20X1 insurance expense. Matching, periodicity

9. The company purchases land in 20X1 for TL 100,000. The company reports the value of land at the balance sheet of 31 December 20X3 as TL 100,000. Cost principle
10. A lawsuit filed against a company is described in the footnotes to the company’s financial statements even though the lawsuit was still going on. Full disclosure
11. Hand tools with a small unit cost are charged to expense when purchased even though the individual tools have a useful life of several years. Materiality

P 6-2 Match the following phrases with the items in the financial statements.
A. Assets
B. Current Assets
C. Liabilities
D. Current Liabilities
E. Investments of the shareholders
F. Distribution to the shareholders
G. Revenues
H. Expenses
I. Gains
J. Losses
K. Operating Income
L. Net Cash flows from Operations
M. Cash out flow
N. Statement of Profit   Appropriation
O. Statement of Cost of Goods Sold
P. Statement of Changes in Shareholders’ Equity

	1. Cash in-flows arising from main operations.
	
	
	L

	2. Expected future obligations for services received in this period.
	C, D

	3. Purchase of delivery truck to use in daily operations in the future
	A

	4. Payments of cash to the shareholders’ from net income.
	
	F

	5. Assets that might be converted into cash within one year.
	
	B

	6. Cash provided by the shareholders’ to the company.
	
	E

	7. Use of inventory to generate sales.
	
	
	
	H

	8. Information as to how the current income will be distributed.
	
	N

	9. Shows changes in legal reserves.
	
	
	
	P

	10. Payment of cash for the delivery truck.
	
	
	M

	11. Decreases in assets because of sale of a truck.
	
	
	J

	12. Increases in assets because of sale marketable securities.
	
	I

	13. Where cost of goods manufactured is found.
	
	
	O

	14. Obtained after operating expenses are deducted from the gross margin.
	K

	15. The residual claim on assets after liabilities are deducted.
	
	P

	16. An increase in accounts receivable from sale of inventories.
	
	G

	17. Resulting decrease in equity due to the earthquake.
	
	J

	18. Payments to obtain service.
	
	
	
	M


P 6-3 Given below is the balance sheet prepared by the bookkeeper of FIN Company as of 31 December 20X7. After carefully inspecting it, please prepare a corrected balance sheet and state the reasons.

	FIN Company

	Statement of Financial Position 

	For the Year Ended on 31 December 20X7

	In TL 

	Assets
	
	Liabilities and Shareholders’ Equity

	Cash
	100
	Inventories
	80

	Sales
	500
	Accumulated Depreciation
	20

	Accounts Receivable
	50
	Loss on Sale of Assets
	30

	Building
	100
	Accounts Payable
	60

	Goodwill
	30
	Share capital
	200

	Income Tax Payable
	45
	Cost of Goods Sold
	400

	Land
	55
	Bank Loans
	90

	Total
	880
	Total 
	880


Corrections:
1. Sales should be reported in the income statement
2. Income Tax Payable is a liability account
3. Inventories are assets.
4. Accumulated Depreciation is a contra asset account
5. Loss on Sales of Assets should be reported in the income statement.
6. Cost of Goods Sold should be reported in the income statement.
	Corrected Balance Sheet:
	

	FIN Company

	Statement of Financial Position

	as of  31 December 20X7

	In TL

	Assets
	
	Liabilities and Owners' Equity

	Cash
	100 
	Bank Loans
	90

	Accounts Receivable
	50 
	Accounts Payable
	60

	Inventories
	80 
	Income Tax Payable
	45

	Land
	55 
	Share Capital
	130

	Building
	100 
	
	

	Less: Accumulated Depreciation
	(20)
	Retained Earnings
	70

	Goodwill
	30 
	
	

	Total Assets
	395 
	Total Liabilities and Shareholders Equity
	395


P 6-4 Below are the account balances from Tasdemir Company for the year 20X1 after adjusting but before closing entries in alphabetical order. All accounts have normal balances.  You are required to prepare a proper statement of financial position and income statement for the company.
	Accounts 
	TL

	 
	 

	Accounts Payable
	70.000

	Accounts Receivable
	75.000

	Accumulated Depreciation - all
	83.000

	Additional Paid in Capital
	50.000

	Bonds Payable
	125.000

	Cash
	67.582

	Common Stock; TL 15 par value
	250.000

	Cost of Goods Sold
	400.000

	Depreciation Expense
	42.000

	Dividend Revenue
	30.000

	Dividends Payable
	12.000

	Equipment
	165.000

	Gain on Sale of Available for Sale Investments
	3.000

	Gain on Sale of Equipment
	7.000

	Gain on Sale of Trading Securities
	15.000

	Goodwill
	15.000

	Income Tax Expense
	20.000

	Income Taxes Payable
	8.000

	Intangible Assets
	15.000

	Interest Expense
	23.000

	Land
	250.000

	Lease Obligations- long term
	63.398

	Leased Building
	60.816

	Legal Reserves
	10.000

	Loss on sale of Trading Securities
	29.000

	Merchandise Inventory
	40.000

	Mortgage Payable
	80.000

	Natural Resources
	120.000

	Net Income
	76.000

	Other Operating Expenses
	85.000

	Prepaid Insurance
	30.000

	Retained Earnings, before the closing entries
	37.000

	Sales Revenue
	620.000

	Trading Securities
	14.000


Tasdemir Company, Statement of Financial Position, as of 31 Dec. 20X1

	Assets
	TL
	
	Liabilities and Shareholders' Equity
	TL

	Current Assets
	
	
	Current Liabilities
	

	Cash
	67.582
	
	Accounts Payable
	70.000

	Accounts Receivable
	75.000
	
	Dividends Payable
	12.000

	Trading Securities
	14.000
	
	Income Taxes Payable
	8.000

	Merchandise Inventory
	40.000
	
	Total Current Liabilities
	90.000

	Prepaid Insurance
	30.000
	
	Long-term Liabilities
	

	Total Current Assets
	226.582
	
	Lease Obligations- long term
	63.398

	
	
	
	Bonds Payable
	125.000

	Long-term Assets
	
	
	Mortgage Payable
	80.000

	Land
	250.000
	
	Total Long-term Liabilities
	268.398

	Goodwill
	15.000
	
	Total Liabilities
	358.398

	Equipment
	165.000
	
	Shareholders' Equity
	

	Leased Building
	60.816
	
	Common Stock; TL 15 par value
	250.000

	Accumulated Depreciation - all
	(83.000)
	
	Additional Paid in Capital
	50.000

	Intangible Assets
	15.000
	
	Legal Reserves
	10.000

	Natural Resources
	120.000
	
	Retained Earnings
	101.000

	Total Long-term Assets
	542.816
	
	Total Shareholders' Equity
	411.000

	Total Assets
	769.398
	
	Total Liabilities and Shareholders' Equity
	769.398


Tasdemir Company, Income Statement for the year 20X1
	
	TL

	Sales Revenue
	620.000

	Cost of Goods Sold
	(400.000)

	Gross Margin
	220.000

	Operating Expenses:
	

	Depreciation Expense
	(42.000)

	Other Operating Expenses
	(85.000)

	Operating Income
	93.000

	Non-operating revenues and expenses:
	

	Dividend Revenue
	30.000

	Interest Expense
	(23.000)

	Gain on Sale of Available for Sale Investments
	3.000

	Gain on Sale of Equipment
	7.000

	Gain on Sale of Trading Securities
	15.000

	Loss on sale of Trading Securities
	(29.000)

	Income Before Tax
	96.000

	Income Tax Expense
	(20.000)

	Net Income
	TL 76.000


P 6-5  Below are the account balances from HO Company for the year 20X1 after adjusting but before closing entries in alphabetical order. All accounts have normal balances.  You are required to prepare a proper statement of financial position and income statement for the company.

	Account Name
	TL

	Accounts Payable
	21.100

	Accounts Receivable
	43.390

	Accumulated Depr-Office Building
	1.610

	Accumulated Depr-Store Equipment
	4.800

	Allowance for Decline in Value of  Inventories
	200

	Bank Loan
	15.000

	Cash
	13.200

	Cost of Goods Sold
	195.800

	Delivery Expense (freight out)
	5.300

	Depreciation Expense-Office Building
	950

	Depreciation Expense-Store Equipment
	1.710

	Insurance Expense
	1.540

	Interest Expense
	1.200

	Loss on Sale of Equipment
	1.000

	Loss on Decline of Inventories
	200

	Merchandise Inventory
	53.500

	Miscellaneaus General Expense
	1.320

	Miscellaneaus Selling Expense
	860

	Office Building
	24.600

	Office Rent Expense
	6.000

	Office Salaries
	11.600

	Prepaid Insurance
	5.360

	Prepaid Rent
	9.500

	Retained Earnings
	75.620

	Salaries Payable
	360

	Sales (Sales Revenue)
	350.000

	Sales Discounts
	3.500

	Sales Returns and Allowances
	1.500

	Sales Salaries
	26.200

	Share Capital
	50.000

	Store Equipment
	40.900

	Supplies
	5.420

	Supplies Expense
	720

	Tax Expense
	27.180

	Taxes Payable
	27.180


	HO Company  
	
	
	
	

	Statement of Financial Position
	31 Dec 20X1
	
	
	31 Dec 20X1

	Assets
	TL
	
	Liabilities and Shareholders' Equity
	TL

	Current Assets
	
	
	Current Liabilities
	

	Cash
	13.200
	
	Accounts Payable
	21.100

	Accounts Receivable
	43.390
	
	Bank Loan
	15.000

	Merchandise Inventory
	53.500
	
	Salaries Payable
	360

	Allowance for Decline in Value of  Inventories
	(200)
	
	Taxes Payable
	27.180

	Prepaid Rent
	9.500
	
	Total Liabilities
	63.640

	Prepaid Insurance
	5.360
	
	
	

	Supplies
	5.420
	
	Shareholders' Equity
	

	Total Current Assets
	130.170
	
	Share Capital
	50.000

	Store Equipment
	40.900
	
	Retained Earnings
	75.620

	Accumulated Depr-Store Equipment
	(4.800)
	
	Total Shareholders' Equity
	125.620

	Office Building 
	24.600
	
	
	

	Accumulated Depr-Office Building
	(1.610)
	
	
	

	Total Long-term Assets
	59.090
	
	
	

	Total Assets
	189.260
	
	Total Liabilities and Shareholders' Equity
	189.260


	HO Company for the year 20X1 
	

	INCOME STATEMENT
	TL

	Sales
	350.000

	Sales Returns and Allowances
	(3.500)

	Sales Discounts
	(1.500)

	Net Sales
	345.000

	Cost of Goods Sold
	(195.800)

	Loss on Decline of Inventories
	(200)

	
	

	Gross Margin
	149.000

	Operating Expenses
	

	Selling Expenses
	

	Sales Salaries
	(26.200)

	Delivery Expense (freight out)
	(5.300)

	Depreciation Expense-Store Equipment
	(1.710)

	Miscellaneaus Selling Expense
	(860)

	 total selling expenses
	(34.070)

	
	

	General Admin Expenses
	

	Supplies Expense
	(720)

	Office Salaries
	(11.600)

	Office Rent Expense
	(6.000)

	Insurance Expense
	(1.540)

	Depreciation Expense-Office Building
	(950)

	Miscellaneaus General Expense
	(1.320)

	 total gen admin exp
	(22.130)

	total operating expenses
	(56.200)

	
	

	Operating Income
	92.800

	Non operating Expenses and Revenues
	

	Interest Expense
	(1.200)

	Loss on Sale of Equipment
	(1.000)

	Income Before Tax
	90.600

	Tax Expense
	(27.180)

	Net Income
	65.620


P 6 -6  Following account balances are after adjusting but before closing entries: PLEASE NOTE THAT THE NUMBERS FOR 20X7 are different from the text. This is the corrected version of the problem.
	RAST CORPORATION
	31 Dec 20X6
	31 Dec 20X7

	Accounts
	TL
	TL

	  Account Receivable (from customers)-net
	            22.000 
	            30.000 

	  Accounts Payable (for suppliers)
	            76.000 
	            67.000 

	  Accumulated Depreciation
	          236.000 
	           146.800 

	  Bonds Payable 
	            40.000 
	            50.000 

	  Cash
	            40.600 
	            45.800 

	  Common Stock, $25 par value
	          120.000 
	           140.000 

	  Depreciation Expense
	            23.000 
	            22.800 

	  Equipment
	          288.000 
	           256.000 

	  Gain on Sale of Trading Securities
	                  -   
	              5.000 

	  Land
	            80.000 
	           192.000 

	  Merchandise Inventory
	          120.000 
	           100.000 

	  Other Operating Expenses
	          215.600 
	           205.500 

	  Prepaid Rent
	             4.800 
	              2.400 

	  Rent Expense
	            28.000 
	            24.000 

	  Retained Earnings
	            75.400 
	 ? 

	  Salaries Expense
	          260.000 
	           256.000 

	  Salaries Payable
	            24.000 
	            28.000 

	  Trading Securities
	            56.000 
	            60.000 

	 Additional Paid in Capital
	            40.000 
	            60.000 

	 Cost of Goods Sold
	          957.000 
	           797.200 

	 Gross Profit
	          643.000 
	           702.800 

	 Impairment Loss on Trading Securities
	             5.000 
	              1.000 

	 Income Tax Expense
	            32.000 
	            52.000 

	 Interest Expense
	             4.000 
	              4.500 

	 Sales
	       1.600.000 
	        1.500.000 

	Other Information:
	
	

	 Land purchase
	112.000 TL
	

	 New equipment purchase
	100.000 TL
	

	 Old machinery:
	
	

	   Cost
	132.000 TL
	

	   Accumulated depreciation.
	112.000 TL
	

	   Sales price
	20.000 TL
	

	Issued common stock
	
	

	Paid back TL 30,000 bonds and issued new bonds. 
	
	

	Declared and paid cash dividends.
	
	

	Sold trading securities that cost TL 10,000 for a gain of  TL 5,000. 
	
	


	Required:

	Prepare income statement for year 20X7

	Prepare the statement of financial position at 31 December 20X7.

	(Appendix 6) Prepare the statement of cash flows for the year 20X7.

	RAST CORPORATION
	

	
	
	
	

	Statement of Financial Position as of December 31:
	
	
	

	
	20X6
	20X7
	Change

	 Assets
	
	
	

	Current Assets
	
	
	

	  Cash
	40.600 TL
	45.800 TL
	5.200 TL

	  Account Receivable (from customers)-net
	        22.000 
	        30.000 
	8.000    

	  Merchandise Inventory
	      120.000 
	      100.000 
	(20.000)    

	  Trading Securities
	        56.000 
	        60.000 
	4.000    

	  Prepaid Rent
	          4.800 
	         2.400 
	(2.400)    

	        Total Current Assets
	243.400TL
	238.200 TL
	

	Long-term Assets:
	
	
	

	  Land
	        80.000 
	      192.000 
	112.000    

	  Equipment
	      288.000 
	      256.000 
	(32.000)    

	  Accumulated Depreciation
	     (236.000)
	     (146.800)
	89.200    

	       Total Long-term Assets
	132.000TL 
	301.200 TL
	

	 Total Assets
	375.400 TL
	539.400 TL
	164.000TL

	 Liabilities
	
	
	0    

	Current Liabilities
	
	
	

	  Accounts Payable (for suppliers)
	76.000 TL
	67.000 TL
	(9.000) TL

	  Salaries Payable
	        24.000 
	        28.000 
	4.000    

	           Total Current Liabilities
	100.000 TL
	95.000 TL
	

	Long-term Liabilities
	
	
	

	  Bonds Payable 
	        40.000 
	        50.000 
	10.000    

	            Total Liabilities
	140.000TL 
	145.000 TL
	

	  Stockholders' Equity:
	
	
	0    

	  Common Stock, $25 par value
	      120.000 
	      140.000 
	20.000    

	 Additional Paid in Capital
	        40.000 
	        60.000 
	20.000    

	  Retained Earnings*
	        75.400 
	      194.400 
	119.000    

	 Total Liabilities and Equity
	375.400 TL
	539.400 TL
	164.000 TL


Rast Corporation 
	Income Statement for the Period Ended December 31, 20X7
	20X6
	20X7

	 Sales
	1.600.000 TL
	1.500.000 TL

	 Cost of Goods Sold
	     (957.000)
	    (797.200)

	 Gross Profit
	643.000 TL
	702.800 TL

	 Operating Expenses:
	
	

	  Depreciation Expense
	       (23.000)
	       (22.800)

	  Rent Expense
	       (28.000)
	       (24.000)

	  Salaries Expense
	     (260.000)
	     (256.000)

	  Other Operating Expenses
	     (215.600)
	     (205.500)

	Operating Income
	      116.400 
	      194.500 

	Non Operating Revenues (expenses) –Gains (losses)
	
	

	  Gain on Sale of Trading Securities
	0
	5.000

	 Impairment Loss on Trading Securities
	         (5.000)
	        (1.000)

	 Interest Expense
	         (4.000)
	        (4.500)

	Income Before Tax
	
	194.000

	 Tax Expense
	       (32.000)
	       (52.000)

	
	
	

	 Net Income
	75.400 TL
	142.000 TL


	Indirect Method
	

	RAST CORPORATION
	

	Cash flow statement
	

	for the year 20X7
	TL

	Cash flow from operations:
	

	 Net Income
	142.000

	 +Depreciation Expense
	22.800

	 - Gain on Sale of Trading Sec.
	(5.000)

	 + Impairment Loss on Trading Sec
	1.000

	 - increase in A/R
	(8.000)

	 + decrease in Merch Inv
	20.000

	 + decrease in Prepaid Rent
	2.400

	 - decrease in A/P
	(9.000)

	 + increase in Salaries Payable
	4.000

	CFO
	170.200

	
	

	Cash flow fr investing
	

	purchase of equipment
	(100.000)

	purchase of land
	(112.000)

	sale of ppe
	20.000

	sale of trading sec
	15.000

	purchase of trading sec.**
	(15.000)

	CFI
	(192.000)

	
	

	Cash flow from financing activities
	

	Issue capital
	20.000

	Additional paid in capital
	20.000

	Pay dividends
	(23.000)

	Pay bonds
	(30.000)

	Issue bonds
	40.000

	CFF
	27.000

	
	

	change in cash
	5.200

	beg cash
	40.600

	ending cash
	45.800


*Retained Earnings 

Retained Earnings Ending balance calculated as the balancing number TL194.400
Ret.Earning Beg Balance + Net Income – Dividends Declared = Ret. Earnings Ending Balance
74.000 + 142.000 - ? = 194.400
Dividends Declared = TL 23.000
Since there is no dividends payable, we deduce that it is all paid 
**Beginning Trading Sec + Purchases – Ending Trading Sec- Impairment = Securities Sold
     Purchases = Securities Sold  + Ending Trading Sec – Beginning Trading Sec +Impairment
	beg
	-56.000

	end
	60.000

	impairment
	1.000

	sold
	10.000

	purchased
	15.000


P6-7
The following information is taken from the financial statements of Ucar Company. Prepare the statement of cash flows for the year 20X8. (Appendix 6)
	Prepare Cash Flow Statement
	UCAR Company
	

	Accounts with Debit Balances
	20X8
	20X7
	increase (decrease)

	Cash
	TL 37,500
	TL 39,250
	TL (1,750)

	
	
	
	

	Accounts Receivable-net
	53,700
	39,900
	13,800 

	Merchandise Inventory
	158,000
	120,000
	38,000 

	Prepaid Operating Expenses
	2,100
	1,800
	300 

	Interest Receivable
	1,400
	600
	800 

	Other Tangible Assets
	129,000
	90,000
	39,000 

	Land
	50,000
	25,000
	25,000 

	Property,Plant and Equipment-PPE-net
	297,000
	280,000
	17,000 

	Investments *not patents
	80,000
	100,000
	(20,000)

	
	808,700
	696,550
	112,150 

	
	
	
	

	Accounts with Credit Balances
	
	
	

	Accounts Payable
	45,000
	38,000
	7,000 

	Accrued Wages Payable
	3,000
	2,400
	600 

	Income Taxes Payable
	6,000
	4,500
	1,500 

	Unearned Revenues
	2,500
	1,250
	1,250 

	Bank Notes Payable - long term
	215,000
	200,000
	15,000 

	Common Stock; TL 15 par value
	405,000
	375,000
	30,000 

	Additional Paid in Capital
	70,000
	50,000
	20,000 

	Retained Earnings
	62,200
	25,400
	36,800 

	
	808,700
	696,550
	112,150 

	
	
	
	

	Income Statement
	20X8
	
	

	
	  TL 
	
	

	Sales Revenue
	750,000 
	
	

	Cost of Goods Sold
	(375,000)
	
	

	Depreciation Expense
	(43,000)
	
	

	Loss from decline in value of inventory
	(4,000)
	
	

	Salary and Wages Expense
	(125,000)
	
	

	Administrative Expenses
	(80,000)
	
	

	Other Operating Expenses
	(5,000)
	
	

	Interest Revenue
	4,000 
	
	

	Interest Expense
	(20,000)
	
	

	Income Tax Expense
	(28,000)
	
	

	Net Income
	74,000 
	
	


Additional Information:   *MISSING FROM THE TEXT*

	The company paid TL 50.000 of  Bank Notes and borrowed new bank loan. 

	The company declared and paid cash dividends.

	The company sold equipment with a cost of TL 10000 and accumulated depreciation of TL 6000 at book value receiving a note in return to be collected in 20X9. 

	The company issued common stock during the year

	Sold investments at cost.


Ucar Company 

Statement of Cash Flows 

For the year 20X8

	Cash flow from operations
	TL

	Net Income
	74,000 

	Depreciation Expense
	43,000 

	Loss from decline in value of inventory
	4,000 

	adjustments
	

	 - increase in accts receivable
	(13,800)

	 - merchandise inventory
	(38,000)

	 - prepaid operating expenses
	(300)

	 - interest receivable
	(800)

	  + accounts payable
	7,000 

	  + accrued wages payable
	600 

	 + income taxes payable
	1,500 

	 + unearned revenues
	1,250 

	CFO
	78,450 

	From investing activities
	

	Purchase of PPE *
	(64,000)

	Purchase of Land
	(25,000)

	Sale of investments
	20,000 

	Purchase of  other tangible assets
	(39,000)

	CFI
	(108,000)

	From financing activities
	

	Payment of Bank loan
	(50,000)

	Borrowing from Bank Loan
	65,000 

	Issuance of Common Stock
	30,000 

	Add'l paid in capital
	20,000 

	Dividend payment **
	(37,200)

	CFF
	27,800 

	
	

	net change in cash
	(1,750)

	
	

	beginning cash
	39,250 

	
	

	ending cash balance
	37,500 


*
	sold equipment at book value ( 10000- 6000) for 4000 TL to be collected in 2009.

	
	

	Property Plant and Equipment Account

	280,000
	 

	
	Bookvalue of the equipment sold                4000

	Purchased Equipment                     64,000 
	43,000 

	 
	 

	297,000
	 


	** Dividends Paid:
	

	
	

	Dividends declared?
	

	25,400
	R/E beg

	74,000 
	Net Inc

	-62,200
	R/E end

	37,200
	dividends declared

	
	

	Any dividends payable on statement of financial position? 
	NO

	THEN
	

	declared=paid
	

	thus paid TL 37,200
	


