Accounting Exercise
This is a multi-part exercise designed to give students extra practice in introductory accounting. Enjoy!
Part 1: Basic Transactions
You and your friend Bob decide to go into business promoting concerts. You call your company Chengdu Productions. Here’s what happens in the first month of operations:
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1) Prepare a journal entry for each transaction in August.
2) Post each transaction to a T account.
3) Prepare the company’s trial balance for the month of August.
The following transactions occur in the month of September:
	Date
	Event

	1-Sep
	The Metropolitan's manager calls. The bands are all booked and ticket sales have begun. He's handling all of that, but he wants to know if you have arranged for food and beverage vendors. Oops!

	2-Sep
	You and Bob get on the phone with some food vendors. They will be able to set up, but you need to provide a food preparation permit and trash pickup. The permit costs $150, and you go to City Hall and pay cash for it. 

	6-Sep
	Bob selects a bid from a sanitation company to provide cleanup services for $3000, payable 2/10 net 30.

	7-Sep
	The company cell phone bill arrives. Chengdu Productions owes $240, due on October 12. 

	8-Sep
	The Metropolitan's manager calls. He's worried about ticket sales. You call the local radio station and get a commercial made to air three times a day for the next 5 days. The total cost is $6000, payable 2/10 net 30.

	14-Sep
	The day of the concert. It is a success!

	15-Sep
	As promised, the check for the last $4000 arrives.  

	20-Sep
	After a few days off, you and Bob decide to pay all your bills. You spend the rest of the month brainstorming new marketing ideas, so you don't have any more revenue or expenses.


1) Prepare a journal entry for each transaction in September.
2) Post each transaction to a T account.
3) Prepare the company’s trial balance for the month of September.


Part II: Bank Reconciliation
After finding the trial balance, Bob decides that it is time to balance the company checkbook. His records look like this:
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The bank statement is as follows:
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1) Reconcile the cash account and the checking account.
2) Prepare any adjusting journal entries.
3) Make any necessary adjusting T account postings.


Part III: Revenue and Receivables
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1) Prepare the journal entries and T account postings for October, November, and December.
2) Prepare adjusting entries and a trial balance.
3) Prepare the income statement, balance sheet, and statement of cash flows.
4) Prepare the closing entries to get ready for next year.


Part IV: Inventory and Cost of Goods Sold
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1) Prepare journal entries and T account postings for these activities.
2) Calculate the cost of goods sold under the LIFO, FIFO, and average cost methods.
Part V: Depreciation
In April, your father agrees to make another investment of $10,000 in the company. You use this money to pay off Bob’s father and buy $1000 worth of furniture with a 4-year expected life and no salvage value.
1) Draw up a depreciation schedule using straight-line depreciation.
2) Draw up a depreciation sched


3) [bookmark: _GoBack]


4) ule using double declining balance depreciation.
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First National Bank of Chengdu - Account Statement

Deposits Made

2-Aug 14,000 $   

24-Aug 4,000 $     

4-Sep 4,000 $     

21-Sep 4,000 $     

Total Deposits: 26,000 $   

all deposits credited the next business day

Checks Paid

1001 6-AugSusan Sunshine, Attorney at Law 1,500 $             

1002 14-AugGroovy Graphics 2,000 $             

1003 14-AugSpider Web Designs 2,500 $             

1004 15-AugWeekly News 450 $                

1005 15-AugOffice Supplies R Us 350 $                

1006 15-AugT-Shirt O Rama 1,000 $             

1007 25-AugNational Post Office 325 $                

1008 22-AugWeekly News 4,000 $             

1009 23-AugCity Permit Office 150 $                

1010 23-AugSafety Insurance 5,000 $             

1011 5-SepCity Permit Office 150 $                

1012 25-SepGroovy Graphics 1,000 $             

1013 25-SepSanitary Services 3,000 $             

1015 25-SepCentral Cellular 240 $                

Total Withdrawals: 21,665 $   

Service Charges

Non-Sufficient Funds, 8/23 50 $                   

Service Charge, 8/31 15 $                   

Service Charge, 9/30 15 $                   

Total Service Charges: 80 $           
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Date Event

2-OctBob calls his father in a panic. The company needs cash, fast. His 

father agrees to loan the business $3000.

3-OctYou and Bob talk about ways to bring in more revenue. Bob comes up 

with the idea of promoting dance parties at different area night clubs. 

You decide to contact clubs, find out what their slow nights are, and 

see if they will pay you to increase attendance. 

4-OctYou and Bob work the phones. The Metropolitan asks you to organize 

a dance party on Sunday nights for $500. The Dirtt Club agrees to have 

you organize events on Monday nights for $500, and the Asp Bar 

agrees to try you out on Tuesdays. Each club agrees to four weeks of 

events. You and Bob are so excited that you book the revenue now.

4-NovThe parties were a success, so you send out the invoices.

5-NovThe Metropolitan and the Dirtt Club managers call to book you for 

another four weeks. You call the Asp Bar to see if they are interested, 

but no one answers the phone.

14-NovChecks arrive from the Dirtt Club and the Metropolitan.

15-NovYou walk past the Asp Bar and notice that it is out of business. Uh, oh.

16-NovBob decides to write off the Asp Bar's account. After much discussion, 

you decide that you should set up a 5% bad debt allowance for all of 

your revenue.

4-DecYou send out invoices for November and book three parties at the 

Metropolitan and another three at the Dirtt Club.

14-DecYou receive the checks.
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Date Event

4-JanYou and Bob want to find more ways to bring in  revenue. You come up with the idea of 

selling a USB drive printed with your logo and holding songs by different bands that play at 

The Metropolitan and the Dirtt Club. Bob likes the idea, so now you start doing research. 

6-JanAfter making inquiries, you find out that 12 bands are willing to give you one song for the 

drive so that they can promote themselves. The USB drive dealer will charge $5.00 each for 

500 drives, with half of the money payable now and half due in 30 days. You place the 

order and add the USB drives to inventory.

15-JanYou sell 15 of the drives for $10 each at a party.

17-JanYou sell another 20 drives at $10 each.

19-JanThe Dirtt Club's manager asks if he can buy 100 drives at a volume discount. You agree to 

sell them at $7 each.

23-JanYou sell 18 drives at $10 each.

31-JanYou sell another 50 drives at $10 each in the last week of the month.

2-FebThe USB drive dealer emails a special offer: you can have another 300 drives for $4.50 each 

if you pay cash today, You agree to do it.

16-FebAnother volume order comes in: 150 drives for $8 each to distribute at a charity event.

28-FebTotal sales of drives at parties for February are 200 at $10 each.

31-MarIn March, you sell 140 of the drives for $10 each.
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Date Event

1-AugYour father gives you $5000 to invest in the company for him

1-AugYou have $2000 of your own savings that you invest in the company

1-AugBob contributes $7000 that he borrowed to invest in the company

2-AugThe company pays $1500 in legal fees for incorporation

3-AugThe company pays $2000 to a graphic designer for a logo, a t-shirt design, 

and a newspaper ad

10-AugThe company pays $2500 to a web site designer for a web site with a 

blog. Hosting services are included

11-AugThe company pays $450 for an ad in the local weekly newspaper

11-AugThe company pays $350 for miscellaneous office supplies

14-AugThe company pays $1000 to have 100 t-shirts printed up with its logo

17-AugYou and Bob come up with a list of bands, managers, and clubs in your 

town and send each of them a t-shirt and an introductory letter. The 

postage costs $325.

19-AugThe manager of The Metropolitan, a club in town, would like you to help 

organize a street fair with three bands performing. He agrees to pay you 

$12,000 total, and makes the first payment of $4000 today. The next 

payment will come on August 31, and the final payment is due on 

September 15. The street fair will be held on September 14.

20-AugYou all get to work.  You ask the graphic designer for a logo and ad 

design. She does it for $1000, due on September 20. 

22-AugBob calls the weekly newspaper. They will run four ads between now 

and the concert in exchange for $1000 per ad and an agreement to be a 

co-sponsor of the festival. However, they want the money up front.

23-AugBob goes to the alderman for a street fair permit. It will cost $150, due 

now. 

24-AugYou negotiate an insurance policy for the street fair. It will cost $5000. 

Payment is due immediately.

31-AugThe Metropolitan makes its second $4000 payment for the street fair.
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Checkbook Register

Check Number Date Transaction Deposit Withdrawal Balance

1-Aug initial investments 14,000 $    14,000 $   

1001 2-AugSusan Sunshine, Attorney at Law 1,500 $              12,500 $   

1002 3-AugGroovy Graphics 2,000 $              10,500 $   

1003 10-AugSpider Web Designs 2,500 $              8,000 $     

1004 11-AugWeekly News 450 $                 7,550 $     

1005 11-AugOffice Supplies R Us 350 $                 7,200 $     

1006 14-AugT-Shirt O Rama 1,000 $              6,200 $     

1007 17-AugNational Post Office 325 $                 5,875 $     

1008 22-AugWeekly News 4,000 $              1,875 $     

1009 23-AugCity Permit Office 150 $                 1,725 $     

23-AugDeposit 4,000 $      5,725 $     

1010 24-AugSafety Insurance 5,000 $              725 $         

3-SepDeposit 4,000 $      4,725 $     

1011 4-SepCity Permit Office 150 $                 4,575 $     

20-SepDeposit 4,000 $      8,575 $     

1012 20-SepGroovy Graphics 1,000 $              7,575 $     

1013 20-SepSanitary Services 3,000 $              4,575 $     

1014 20-SepHIT Radio 98 5,880 $              (1,305) $   

1015 20-SepCentral Cellular 240 $                 (1,545) $   


