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SELF-INSTRUCTIONAL MATERIALS FOR TOPICS IN ELEMENTARY ACCOUNTING-
A MEANS TO THE DEMONSTRATION OF PAY-OFFS FROM INDIVIDUALIZING

TIME-TO-COMPLETE

Summary

The primary goal of this project was an enabling one. It would
be achieved by a follow-on demonstration in which students it a class
would be doing different things at most stages in the progress of a
semester - the only rational response to the facts of individual dif-
ferences. The object_ves of the project itself Were to develop and
validate self - instructional lessons on four topics customarily in-
cluded in the first college course in accounting. The lessons were
selected for their relative independence of sequence (assuming cer-
tain common prerequisite capabilities had been acquired). The titles
ofrthe lessons are:

Accounting for Bad Debts
The Cost of Borrowed Money
Imprest Funds - A Petty Cash Example, and
Reconciling the Bank Statement

For each lesson the performance objectives were embodied in four cri-
terion tests and it was the developmental goal that for each 90% of
the students would be able to demonstrate mastery (roughly indicated
by a 90% score, but including some absolute requirements) in no more
than three trials. An aspiration was to include sufficient diagnos-
tic and remedial materials to allow the foregoing objective to be
met by students who had prepared by any means, but it was realized
that some number of students would be too lacking in prior prepara-
tion.

There were some incidental objectives. One was the formal
validation of a number of existing self-instructional lessons which
the principal investigator had already developed. A second objec-
tive was to use treatment-interaction analysis to look for clues
to individualizing instruction according to student aptitudes. The
three measures of aptitude chosen for investigation were verbal
score on the College Entrance Examination Board test, grade in
Freshman English composition, and grade in Freshman Mathematics.
A planned use of two-way analysis of variance to test the inter-
action between instructional treatment in prerequisite topics and
instructional treatment for the topics of the project lessons, had
to be abandoned because of various institutional interferences
with the research design.

In fact, the project: was hampered at every step by individual
and collective decisions or neglect, nearly from the various out-
set. As soon as it became apparent that factors beyond the prin-
cipal investigator's control would constitute important determi-
nants of the project outcomes a systematic collection of evidence
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relevant to these factors was also undertaken. As a consequence, the
developmental project has been augmented with a case study and analysis.
Its purpose is to document and explain why the impact of attempts to
alter college instructional practices is often negligible.

The planned development of the lessons was handicapped by lack
of expected cooperation and by the frequent turnover of perSonnel
filling supposedly-cooperative roles. Subject to these influences,
the customary pattern of developing programmed materials was followed.
It is an empirical activity characterized by:

(1) development of behavioral objectives
(2) task analysis
(3) preparation and validation of criterion frames

for component tasks
(4) preparation of teaching frames
(5) individual try-out of the frames and revision
(6) group try-outs followed by any necessary revision.

So far as the case study goes, various documents were collected
relating to departmental curriculum decisions and a personnel griev-
ance which promised to establish some characteristics of de facto
learning objectives in elementary accounting was pursued. An inci-
dental result of the latter was to identify a most inadequate judi-
cial procedure - one which omits many academic counterparts to
constitutional guarantees.

The means of evaluation were to teach elementar 'accounting,
conventionally and by means of a system enploying the self-instruc-
tional materials, during a semester and to compare the performance
scores of treatment groups on a number of sub-tests by analysis of
variance. The sub-tests were randomly selected from sets of cri-
terion tests which the conventional teacher was given as behavioral
objectives, and which the system used to define mastery. During
the portion of the course when the project lessons were used by the
system students, unfortunately the last two weeks of the semester,
one section of conventionally prepared students also used the pro-
ject lessons. The other conventionally prepared group was taught
from the textbook they had been using; but, like all of those using
the project lessons, they were expected 'to achieve mastery on some
criterion test for the lesson. Sub-tests on the project lessons
were included in the final examination common to all groups.

The aptitude measures were collected and analyzed by one-way
analysis of variance. Unfortunately, the system-taught group was
significantly superior to the conventional groups on two of the
aptitude measures. The sub-scores were analyzed by analysis of
variance. In addition, the scores on the first criterion test
attempted on each lesson topic were also compared. For this pur-
pose, system students were required to take the first test on a
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common schedule with the other students, an abnormal procedure for
them. Despite a small number of system students the first-attempt
scores showed a statistically significant advantage in performance
.over the combined groups who were conventionally prepared. On the
sub-tests related to the pre-project lessons the system-taught stu-
dents were very superior, in five of the seven cases at the .01
level or beydind. However, in one of the remaining cases the dif-
ference was slightly short of the .05 level. Four of these sub-
tests comprised the mid-term examination. The median total score
for the system treatment was at the 90th percentile of the conven-
tional group scores. On the sub-tests for the project lessons
there was a statistically significant advantage for system-taught
students in two cases and an advantage approaching closely to
significance in'one. On the fo4Ytth lesson, all groups did too
well for a significant difference to exist.

Of course, the greater aptitude of the system-taught students
might deprive the above results of significance. Fortunately, the
treatment-interaction analysis can resolve the question. There
were no clues to individualizing instruction by treatment because
the instructional system was very consistently advantageous. In
most graphs the line for the system students dominates that for
the conventionally prepared groups over all relevant ranges of
aptitude. Where there is a crossing, most of the range of apti-
tudes enjoyed more benefit from the system. In effect, the treat-
ment-interaction analysis reveals many replications in which there
was better learning by system-taught students over all, or nearly
all, of the ranges of aptitudes. The adyantage of the pre-project
lessons was clearly demonstrated and most of the project lessons
were shown to be effective when rrior instruction had provided
appropriate entering behaviors.

Attempted comparison of the use of project lessons to conven-
tional instruction of these topics was almost entirely vitiated
by administrative intervention. After some period of,involvement,
students were told that their success on the criterion tests
"would not affect their grades unduly." As an undoubted conse-
quence, there was a marked decline in the frequency with which
students prepared for and took make-ups on the criterion tests.
Only a small fraction of either class ever achieved mastery -
even on the first lesson where persistence was much better. How-
ever, those who used this project lesson (Accounting for Bad
Debts) did perform significantly better on the post-test, in spite
of the fact that on their first attempt the average of their
scores had been insignificantly poorer than the all-conventional
group.
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The case study includes cross-department evidence that the propor-
tion of students with which conventional instruction succeeds (fewer
than 10%) may include no one who would not have succeeded without the
instruction. It ale'J reports widespread faculty indifference to this
finding.



SELF-INSTRUCTIONAI MATERIALS FOR TOPICS IN ELEMENTARY ACCOUNTING -
A MEANS TO THE DEMONSTRATION OF PAY-OFFS FROM

INDIVIDUALIZING TIME-TO-COMPLETE

Introduction

The activity supported by this grant is the development and eval-
uation of four modular lessons customarily included in the first
course in college accounting. Improved instruction for these topics
was a secondary goal, however.

The application said:

Emphatically, the chief purpose of this
proposal is to enable 4 demonstration of more
individualized instruction within the tradi-
tional college system of instruction. ...
there must be a break with the semester (or any
fixed-time) constraint before different stu-
dents can take advantage of adequately var-rd
means to valid learning. The University will
not be freed from the calendar all at once.
Worse, unless there is a beginning - a demon-
stration of feasibility which necessarily must
survive in a system whose assumptions are
hostile - NO CHANGE WILL OCCUR.

Few teachers will consider that there is
time for an alternative to instruction which
has failed (especially if a minority have been
unsuccessful) when they "know" that "grades
must be in on time," "all topics must be covered,"
etc. This is understood and accepted by enough
of the University of Massachusetts administration
to make a beginning possible (provided the vehicle
of self-instruction is available). Since habits
of thought do not change rapidly, it seers urgent
to implement the necessary departure as soon as
possible. Changing these habits is the project's
real goal.

Achievement of the goal seems farther off than when the project was
proposed. Because of this distressing fact, the normal report of
the development effort and its results has been augmented by a case
history of the principal investigator's experience.
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The assessment of the University of Massachusetts climate in the above
quotation was unduly optomistic. The University system has operated
to hobble the developmental efforts and to confuse the assessment of
their outcome. More importantly, it has become completely unhospitable
to the follow -on project envisioned. It is believed that the descrip-
tion of the operation of the total University system as it affects in-
struction, and as it operated to maintain the status quo, contains many
elements and explanations which are pertinent to the general problem of
upgrading University instruction. In particular it points to the im-
pact of factors outside the classroom.

The principal project activity has been the development of the four
lessons which are included here as Appendix D. The titles of the lessons
are:

Accounting for Bad Debts
The Cost of Borrowed Money
Imprest Funds - A Petty Cash Example, and
Reconciling the Bank Statement

The topics were not chosen for their importance, but for their potential
flexibility. A goal, always considered uncertain of attainment, was to
include with each lesson sufficient diagnosis and remedy to permit the
attainment of the lesson objectives regardless of the. means of prior
preparation. The project has had limited and uncertain success in
achieving this end. An incidental goal of the project has been achieved,
the formal validation of existing programmed lessons, which include the
entering behaviors for the new, modular ones, was achieved. Consequent-
ly, there exists a reliable means of implementing the primary goal of
individualization. The new materials, together with those developed
prior to the project, enable a modest, but valuable, response to the
strikingly varied capabilities within a typical class. By giving them
the new topics as they finish the introductory program, faster students
can be saved any delay while slower students catch up and the same
materials can be used, when needed, to extent the semester by about
two weeks. This is a modest accomplishment when compared to the amount
of individualization demanded by individual differences. However, in-
stead of furnishing a pilot for more adequate individualization, the
hostile assumptions of the existing system have managed to label in-
dividualization a bad thing in itself. How the latter came about is
primarily related in Appendix A, although its implications are analyzed
in the report proper.

Methods

Instructional Development. The general outline for developing pro-
grammed lessons is: (1) Analyze the content to be taught and formulate
criterion tests of "satisfactory" learning of the topics. (This includes
the specification of a minimum acceptable performance on the test.)
(2) Prepare teaching frames designed to enable the learner to reach cri-
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terion. (3) Try out the teaching frames with representative learners.
(4) Revise by repeating steps two and three until criterion is met.
(5) Try out with one or more groeps and revise if necessary.

During the summer of 1970 four criterion tests (progress checks)
were prepared for each of the four lessons. In the case of "Account-
ing for Bad Debts" these were entirely new tests. Tests on the other
topics were either already in existence or were edited combinations of
tests which 1.11 been in use for several semesters. The tests on Bad
Debts were designed to help maintain certain behavior which vould be
necessary for several of the post-tests. Prior experience had indi-
cated that certain details of topics presented early in the course,
which were frequently incidental parts of problems on the topics
under development, were not well retained by tb:. time of the final
examination. Infrequent occurrence is also a significant character-
istic of the events and reporting which .7cLit'e up the Bad Debts topic.
Therefore, while the types of occasi(r.s about which a student needs
to learn are not numerous, and while the individual responses are
not long or detailed, there is I need to provide context for the re-
sponses whice may cover a ronsiderable span of time. One of the
instructional problems AS to enable the student to distinguish ac-
curately between "a,";agtments", "write-offs", and "recoveries", as
well as to produce appropriate responses to each. A difficult
problem, which was not well handled, is to cover this time-span in
a sufficiently abbreviated way while stating clearly the require-
ments peculiar to the subject matter. The material included for
behavior maintenance proved much more time-consuming than was fore-
cast.

As originally planned, some of the new tests would have been
tried out in a second summer school session. For the first time in
several years, there was only one summer term. Such individual try-
outs of examinations as were possible used students whose study was
not current. This affected motivation and made performance diffi-
cult to interpret. Most tests employ special formats. The plan
had called for the use of existing programmed materials and the
participation of a teaching assistant who would be subject to di-
rection in the timing of coverage of Bad Debts and in the use of
various progress checks in his class. Use of some forms is readi-
ly learned as part of the program. The new ones provide ways to
respond with :le same concepts. By varying the format, we dis-
courage the learning of location rather than of a concept.

At the end of the summer a series of frames (pp. 30-44 of
the finished lesson, Appendix D) which were thought to represent
the principal practice required in the Bad Debts lesson had also
been prepared. The plan for the fall semester 1970 was to com-
plete the original versions of all lessons and to use at least
three of them in two sections taught by a cooperating instructor.
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The principal investigator (PI) did not teach the introductory course
during this semester. At the end of the term, original versions of
three lessons were ready for try-out. None had been usefully tested.

Some of the uncontrollable factors contributing to this sub-
standard achievement were:

The substitution of a new faculty member for the
expected teaching assistant, which altered the
PI's role from supervisory to advisory;

the use by this new faculty member of a text with
radically different organization to give a signi-
ficantly different course;

a decision to rush the preparation of the lesson
on Accounting for Bad Debts which sacrificed in-
dividual try-outs and any possibility of revi-
sion;

the severe mis-estimate of the time try-out stu-
dents would require for the completion of this
lesson, with the result that fewer than half of
them had completed the assignment when they were
given a criterion test;

the abandonment of this topic by the instructor.

The PI concurs with the abandonment of the lesson. The lesson
assumed a mastery of a difficult topic, "adjustments". The major
event to be accounted for in the Bad Debts topic is an adjustment.
However, in fact, "adjustment" was an unfamiliar term so far as any
instruction in the try-out class was concerned! The new teacher was
not receptive to the suggestion that he give remedial instruction
and retest with alternative versions of the progress tests.

At this point it was agreed that there would be time to pre-
pare only the two shortest lessons for group try-out. Try-outs of
these lessons and associated, combined progress checks were sche-
duled for the last week of the term. When the lessons were avail-
able, however, the teacher expressed great reluctance to take time
from his own plan to fulfill the agreement. There was no way to
insist. Ultimately these lessons required only very modest revi-
sion.

There was another modification in the plan at this time. The
PI was advised of the substitution of a neu cooperating teacher, a
graduate assistant with teaching experience at a community college.
Since the schedule called for a cooperating instructor to use a par-
ticular textbook and to familiarize himself with the progress
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checks which represented the instructional objectives and with the pro-
grammed lessons, it was necessary to start him on a period of inten-
sive familiarization. It then developed that he had based his agree-
ment on information about- only the design for evaluation, which was
scheduled for the following fall, 1971. At the end of the semester
this individual had not cooperated in any way. Although he had been
awarded a part-time instructorship and although no substitute parti-
cipant could be identified, he was granted permission to withdraw
form participation.

The significant project activities of the spring semester, 1971,
were completion of a try-out version of the lesson on Cost of Borrowed
Money and the use of all lessons in the classes of the PI. Existing
programmed materials were also used. Obviously, no significant in-
formation was obtained about the entering behavior of a "conventional"
group or about the satisfictoriness of the lessons or progress checks
for them. A few individual try --outs of the lessons were satisfactory
for the stage of development. The chief problem for this semester,
(spring, 1971) and those of the remainder of the project, was the lack
of a large and representative group with which to attempt a validation
of the developmental effort. Appendix A describes the problem in
detail. Concerning the population available to the PI, it may be
reported that all students were able to pass a progress check for each
lesson, although often with repeated trials. The times reported for
the Bad Debts lesson averaged half those reported in the abortive fall
1970 tryout. At the same time, analysis revealed that there had been
more incorrect responses to frames of this lesson than any of the
others.

Project activities of the summer of 1971 included a moderately
extensive revision of the Bad Debts lesson, slight revisions of the
Petty Cash and Bank Reconciliation lessons - which were given final
packaging - and an analysis of the responses to the Cost of Borrowed
Morey lesson.

The PI's activities of fall 1971 consisted of the conduct of two
small sections of the introductory course, the tryout and final
packaging of the Cost of Borrowed Money lesson and another tryout of
the Bad Debts lesson. Once again, all students who took the final
examination were able to use the newly-developed lessons to demon-
strate "maste y" in one to five trials. However, because criterion
had been set at a maximum of three trials, some additional revisions
were made before the lesson was packaged for evaluation.

In concluding this discussion of development methods the reader
is cautioned to consult Appendix A for information about the sections
taught by the PI. They are undoubtedly not typical and very tiny num-
bers are involved. At no time were students of "conventional" sec-
tions available for try-out. Needless to say, this was unanticipated
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and unwelcome.

Evaluation

Evaluation of the existing programmed materials was carried out in
the spring of 1972. An attempt was made to evaluate the lessons develop-
ed in the project, but circumstances more nearly resembled the semester
planned to precede evaluation. Indeed, nearly every departre from the
plan for the project resulted in an object lesson showing the importance
of having included that element in the first place.

The Plan. The following table, Exhibit 1, summarizes the research design
proposed. Four treatments were expected to be applied to four sections
of approximately 25 to 30 students, assignment being made by computer.

EXHIBIT 1
OtJGINAL RESEARCE DESIGN

.system pair Lonvenzional pair
PP PT TP TT

Accounting cycle
and

merchandising
(approx. 6 weeks)

System using
instruction-
al program

System using
instruction-
al program

Text, and
"convention-
al" plan

Text, anc:

"convention-
al" plan

Any subsequent
period, but timing
same for all
treatments

New Pro-
grammed
materials

Text, and
"conven-
tonal" plan

New pro-
grammed
materials,

Text, and
"conven-
ticnal" plan

The teacher of the conventional pair was expected to use a standard text-
book and whatever instructional technique or supplementary materials he
thought necessary to achieve instructional objectives embodied in a num-
ber of progress checks which were employed in operating the instructional
system which would also be used by the PI for the sections referred to as
the "system pair." There are at least four versions of nine different
quizzes. Scoring criteria, intended to represent "mastery," were also
pre-established. The Exhibit 2 flow-chart summarizes the operation of
the system.

In evaluating the project-developed lessons, the design employs a
four-part post-test of randomly-selected items from the criterion tests
also developed. The role of the individual criterion tests (progress
checks) is formative. They permit feedback, teaching the aspiration
of "mastery" (deemed necessary for adequate concept formation) and in-
dividualization of practice. In order to equalize the practice, this
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EXHIBIT 2
SYSTEM DIAGRAM

a. Student studies program and takes self-quiz.

Nr
b. Seeks help, if necessary (office or individual

question in class).A A
c. Takes

V
progress quiz (for which

correct solution is immediately
available).

d. Grader provides feedback (available
next day--BETWEEN classes).

e. May take nmke4/ -up--before, (during), or
after next class.

feature of the system would be implemented for all groups. In order
to assess the value of the modular use of the new lessons in a con-
ventional setting, all groups, including those accustomed to the
system's flexibility (PP and PT), would be required to take their
first test on each topic on the day set by the schedule of the con-
ventional treatment. Choice of assignment material and other de-
tails of the PT and TT treatments were to be planned by the instruc-
tor for the conventional pair.

The part-scores related to existing materials were to be com-
pared by a series of one-way analyses of variance. Two-way analyses
of variance would test whether significant differences arose from
the modified conventional and system treatments and/or from inter-
action of the treatments with the introductory instruction.

It was also planned to collect three aptitude measures:-- (1)
grade in freshman English composition, (2) grade in freshman math-
ematics, (3) CEEB-verbal score for each student. These measures
and the scores on the sub-tests were to be inputs tc a CRONBACH
Treatment-Aptitude Interaction model of analyses. This model in-
volves regression analysis of performance socres by aptitude levels
within treatment groups to see if treatments differently affect
performance of subjects possessing different aptitudes.

The Actual Evaluation Attempt. Discussion of tae developmental
effort has already revealed that the cooperating teacher was un-
able to have a semester of experience in which to learn from his
mistakes. This teacher, a Master's degree candidate in Account-
ing, was recruited in late November of the semester preceding his
participation. He had had military experience as an instructors
only. However, he was at once put on the payroll and asked to
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familiarize himself with the textbook, the project-developed lessons and
as much of the existing program as he deemed worthwhile, and the progress
checks and their criteria of mastery for all lessons. He could initiate
such other discussions as he deemed useful.

While trying to make it clear that the decisions on his instruction-
al strategy were entirely his to make, the PI made every effort to call
to his attention the importance of familiarizing his students with
those instructional and testing formats which were not part of his text-
book's presentation. The rationale for the system elements was also
thoroughly explained. So far as could be observed, his response was
conscientious, capable, and enthusiastic. There is no doubt that the
cooperating teacher understood that hic ,tudents would be tested by
items drawn from the criterion tests. He F.': lso clearly convinced
of the cumulative character of most of the .:Nurse.

The decision of the Department to designate the sections taught
by the PI with special numbers (Appendix A, p. 3) could have effective-
ly cancelled the evaluation effort. After registration the two sections
in which the system was to be employed had a total of eight enrollees.
When this problem was explained, the teacher willingly volunteered to
invite students of his large sections to cooperate with the experiment
(for which the notion of controls was already essentially nrmexistant)
by changing into,the sections using the system. He obviously did so
enthusiastically - explaining at the same time that any volunteer would
be welcome to change his mind. Twenty-five students volunteered. Three
decided to return to the conventional sections. After the ADD-DROP
period the total enrollment it ,:he system pair was twenty-seven students.
Sixty-three students were enrolled in the conventional ?air of sections.
Of course one must assume that a systematic bias was introduced by the
exercise of student choice.

At the ti.ae of the mid-term examination some students in the sys-
tem treatment had completed all of the pre-project lessans and all of
these topics had been assigned in the conventional clasges. Not all of
these topics were tested at mid-term. 13 students from the system pair
took the wid-term examination, 54 students from the conventional pair
-ook the test. Not all of the system students had passed a progress
Cleck on the last topic tested. (One of two perfect mic-term scores
was earned by such a student.)

Mid-term consisted of four sub-tests on the following topics:

(1) Transaction analysis and recording
(2) Closing the books
(3) Financial statement relationships
(4) Effect of adjusting entries
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Unlimited time was allowed for completion of the test. Total and part
scores for the two groups were compared in a orte-way analysis of
variance.

The test is reproduced in Appendix B (pp. 1-6). Attention is
directed to the scoring. Although the )art scores are nnaffected,
the use of a "bonus factor" in determining a total score is considered
to be signifiCant. The effect is to assign much more credit to a
given performance when it is part of a consistently correct effort.

The rationale for this unorthodox Grading is as follows:

1. W.lat is treated as important for grading tends
to over-ride any other message about what is
worthwhile. In other words, it is a primary
vehicle for task definition.

2. The task is that of creating a correct record
(as a demonstration of understanding necessary
to the interpretation of reports based on simi-
lar records) and only essentially-correct re-
cords are useful.

3. The terminal behaviors of each lesson in this
portion of the course- tend to be .prerequisite
behavior for learning nearly all subsequent
lessons.

4. As a consequence of 3, mastery of one sub-task
in no way compensates for deficient performance
in another. (Instead, one missing element is
usually sufficient to prevent mastery of any
subsequent task.)

It is important to recognize that what is reinforcing is an in-
dividual matter, and that a grade of C, and sometimes even D, may
satisfy an aspiration. The problem seems to be similar to teaching
correct spelling. While one would wish to acknowledge successive
approximations of the correct spelling, it would be fatal to caunt
the proportion of correct letters in wrong responses and to call an
average 75%, or even higher; satisfactory correct spelling. The
practice of assigning no part-credit for the various sub-tasks,
which is characteristic of all the scoring of the evaluation instru-
ments, derives from the above analysis. In the opinion of the PI,
the prevalent, contrary practice is a serious mistake (one which he
made many times before his involvement with instructional technology).
It would appear that conventional practice "teaches", by reinforce-

'ment, that crippling deficiencies are adequate.
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The scoring which was used is compromise with the need to pre-
"serve understandability of the scoring process. This opened the door
to flaw-picking by those who achieved but imperfect, performances.
The Fir experienced no problem in this rega-d. However, the coopera-
ting teacher did. It seems clear that he inadvertently reinforced
this criticism. Probably he felt it to be justified. He also seems
to have presented it as something for which he was not responsible.
Clearly, he did not recognize the three responses that may be made to
the criticisms which are of the general character "by not allowing me
credit for that 'one-point' item, I lost twenty points on my total
score." The first response is that the absolutely-large difference is
insignificant because A's were assigned to'all cases where this phe-
nomenon could occur. Furthermore, the difference can result only
from the mistake in question PLUS some other errors. A person making
one mistake, only, could not fail to get the maximum bonus factor.
The third respon3e which should be made to this complaint is that the
large difference can only occur when the student has many times re-
ceived positive bonuses for "one-point" items which he answered cor-
rectly. Significant class time was given to airing of these naive
analyses of these rarities. Apparently, this tended to convince
many for whom the bonus factor had little or no numerical effect
that they were, somehow, being victimized.

The use of the mid-term examination is inconsistent with the
operation of the system. It was used only because the post-tests
required by the research design were too time-consuming for only a
final examination. The system could be expected to operate much
better if all instruction were individualized rather than in the
essentially hostile conventional environment. Comparing to conven-
tional instruction forced compromises which were awkward and unfor-
tunate. In the normal operation of the sy3tem, the project-pro-
duced lessons would be the next assignments for several students.
On the other hand, students are permitted to postpone the learning
of one or more of these topics until after classes end. This pro-
vides flexibility by permitting about two weeks more time for addi-
tional students to complete the materials which enable them to par-
ticipate in several weeks of classes. These classes utilize the
textbook for group instruction on several advanced, more modular,
topics. In addition, still less advanced students may use the
several weeks devoted to group-paced instruction to achieve comple-
tion of those topics which some had completed by mid-term. There
are also points at which, having completed the prerequisite material,
a student may join the class for the remaining group-paced topics.
Of course even this degree of flexibility is trivial when compared
to the magnitude of individual differences. In summary, the research
design curtailed some of the flexibility that is normal to the system.

In order to accommodate the system feature that those-who-
needed-to might use the time of group-paced instruction to complete
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the prerequisite self-instruction, the coverage of project-related
topics was placed in the last two weeks of the semester. This was
obviously not ideal. It made more important the maintenance of
some of the terminal behaviors of the last part of the pre-project
lessons. The program includes materials intended to be a reminder
of details previously learned. It was not expected that the materials
could teach what had not been learned. Where conventional instruction
was to be used, the instructor needed to recognize that part of the
criterion performance involves the use of previously-learned behavior.

Mid-term examination results will carefully considered under
Findings and Analysis. However, the knowledge that students from the
system showed very superior performance is a necessary perspective for
the interpretation of subsequent events. The median score from this
group was at the ninetieth percentile of the conventional group. It

is also pertinent that several system students did not take the mid-
term. Two of these were hospitalized; two mixed up the date. In

only one case did lack of progress suggest that the student's mid-
term score would have been inconsistent with the performance of those
present. The conventional teacher reported that "several" students
had not taken the mid-term. However, only one of these took the
final examination.

The conventional teacher recognized his problem to the extent
of expressing uncertairty as to what to do. A conference was held,
and the PI, without suggesting a standard, cautioned against the
consequences of seeming to accept a performance which would leave
a student totally unready to cope with the project topics. A re-
test was suggested and the conventional students were ultimately
given this option. Only a few who took the make-up test (fewer
than half) improved their performance significantly, according to
their teacher's report. At the same time, he expressed disagree-
ment with the view that a substantial proportion of the scores in-
dicated deficiencies which would require unavailable remediation
before the student could benefit from current and future instruction.
At this point the PI, nevertheless, was more than satisfied with
the participation of the cooperating teacher - this feeling con-
tinued.

The next major activity was the collaborative selection of
items for the final examination. As in the case of the mid-term
examination this was done randomly. In recognition of the time con-
straints applicable to the grading of final examinations, it was
mutually agreed to select final exam items which could be answered
on an objective answer sheet whenever such a criterion test existed
for a lesson. It was further agreed that this progress check would
not be used as the first one on a topic, since it was expected that
all students would take this one. Otherwise, this progress check
was available to use as a make-up for its lesson. The day for the
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first use of each progress quiz was determined randomly. Following the
'first four days, a student might be given any progress check which he
had not taken before. The fact that some students had seen some of
the final examination items before could not have a large effect. No
student saw any post-test item related to the topics of Petty Cash or
Bank Reconciliation. At the other extreme, approximately one-third of
the students had taken the progress check frok 'hich the final examina-
tion items on the "Cost of Borrowed Money" topic were drawn.

The small number of students in the system sections, who were also
unevenly divided, made it pointless to follow the original research de-
sign. All students of the system-pair used the new lessons during the
attempted evaluation. Tie make-up of the groups had charged as follows:
Eight conventionally taught students had withdrawn. One who did not
take the mid-term did take the final. Of the system students who had
taken the mid-term, one had to reduce his load because of illness; an-
other quit school to accept a job with the FBI. Two people who had
missed the mid-term examination continued the course and one student
was added by transfer from another section just following the mid-term
(a very unusual. event). Only the individualization of the system made
this possible)

The comparative testing began with a disaster. The first quiz on the

Bad Debts topic was too long by nearly 1G0%. Only one person in each
of the three groups met criterion despite the fact that many more than
half of the students continued working well beyond the end of the
scheduled test period (a normal practice, but one not intended to be
necessary). It also developed that the process called for by the first
test requirement ( on a review topic) had never been illustrated by the
conventional teacher or text - despite the fact that a similar require-
ment was part of the sub-test already selected for the final examina-
tion copy. There were many adverse consequences of such a beginning.
Besides the negative reinforcement of not passing, the preparations for
processing the papers were nearly overwhelmed. Although the mistakes
were identified and a score assigned to each paper by the following
afternoon, the quality of the feedback provided was much less than the
usual standard. It was more necessary for the student to consult a
correct solution and to seek clarification where he did not understand
it. Further, despite the provision of extra solution copies, there
were still waiting lines. (Usually each paper can be converted to a

1. Although this student's score is not included in mid-term data,
he did take this test as a part of a review several weeks later. His

score was then two points lower than the poorest system score on the
actual mid -term. His data is included in the final examination scores
where his total was the third highest in the class. His original tea-
cher assessed him at a C/D level of performance at the time of transfer.
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correct solution by the grader.) In this respect, the smaller size of
the system-pair group was an advantage. Their learning of how to
make efficient use of the feedback was perhaps even more significant.
Although not always prior to the final examination, all but one stu-
dent2 of the system-pair eventually passed a progress check for each
lesson. For the first time, this occurred no later than the third
attempt in any case.

Although Ic is tempting to emphasize the bad luck of the selec-
tion of the worst possible first quiz, there was too-little ult!mate
success among the conventionally-prepared students for this to 1,e a
primary explanation. In the TT treatment only 6 of 21 students even-
tually succeeded. While things proceeded serenely for students of
the system-pair, most students of the conventionally prepared groups,
while improving, experienced little or no success.3 In the TP treat-
ment, there were only three attempts on the last set of progress
checks; there were five in the TT treatment. (One small ray of sun-
shine - in the TP treatment there were six initial successes, to
zero successes in the TT treatment in this last case.) There is
little point in detailing the mounting disaster in the convention-
ally-prepared sections. Developments of which the PI was unaware
are far more significant.

During this time the profoundly - important events affecting the
outcome of the evaluation occurred without the PI's knowledge. .The
first of these was the visit ofiseveral conventionally-prepared stu-
dents to the Department Chairmaril. They objected to taking the pro-
gress checks, let alone having to pass them. Although they reported
to their teacher that they had peen told that the progress checks
"would not count", the Department Chairman characterizes his response
as urging them to take the qui :zes but assuring them that the re-
sults "would not affect their grades unduly!" Of course the language
is unimportant. The behavior of most students is consistent with the
first message. It is an essential of contingency contracting that
the reward for satisfactory performance must depend absolutely on

2. This student missed, the mid-term examination because of appen-
dicitis. He did not participate in the comparative testing; but,
among system students, there were two lower final examination scores.
The last progress check he took was perfect. When he returned to cam-
pus to Errange for satisfying his remaining obligations, he reported
being elected to the Boarld of Directors of a construction company the
day before. He did not peep the appointment then made.

3. The cooperating teacher felt that the review coverage in the
Bad Debts progress checks was a principal reason for his students'
poor showing. Recognizing the damage which the failures would do to
confidence in other new lessons, the PI prepared the quiz on pp. 45-
46. of Appendix B. It was a deliberate abandonment of the original
criterion. Seven of the convention al -lair passes were on this test.
It was failed nine times. One system pass occurred on this test.
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the occurrence of that performance; the pay-off must be available in no
'other way (Frieder, 3). It is probable that this assurance had irre- '

trievable consequences. In any case the PI was not consulted. Further-
more, he did not even learn of the meddling until classes were ended.

The initial attempt on the combination progress check which tested
Petty Cash and Bank Reconciliation was the sole activity of the last
day of classes. The next day, Saturday, was the first of two "reading
days." Final examinations began on the following Tuesday. Make-up
sessions were scheduled for each of the reading days and it had been
our prior experience that much use would be made of these opportunities.
The PI was away from campus on the last class day and most of the sub-
sequent weekend. Finding, upon his return, that few students were
using the second make-up session and that few had used it on the first
reading day, he broached the matter to the cooperating teacher. One
reason was conflicting reports from conventionally-prepared students
about his progress check requirement - initially announced as "all must
be passed." PI then learned of the intervention described above. He
also lound that the cooperating teacher was working on his own version
of the final examination. It developed that he had been instructed to
de this by the Department Chairman. He salt.. the matter had been taken
out of his hands. He had announced to his classes, at the last meeting,
that he would prepare their final examination.

He was trying to produce a comparable. exam. Some parts were un-
changed. In others there was only a slight rewording of instructions.
This revamping of the post-test was not then complete but it later de-
veloped that the sub-test on Cost of Borrowed Money had had certain re-
quirements removed, the format altered and an event from another topic
substituted for one from the topic being tested.

In an interview with the Department Chairman, the PI was told that
there was no firm decision to substitute the altered post-test, but
that he would have to convince the Department Chairman that the substi-
tute test was not equally good. This conversation took place two days
before the final exam for the system-pair. (For the first time in over
twenty years, the various sections of the elementary accounting course
were scheduled to' meet other than at a common hour.) It had been arran-
ged that a few students from the conventional pair of sections would
take their final at this time also. It was decreed that these students
would use the new version of the final examination. A decision about
which version would be taken by the bulk of the conventionally-prepared
students would then be made.

Probably because there was no way to prodt_e a seemingly-comparable
score for the Cost of Borrowed Money sub-test, the PI's judgment was
accepted (at the cost of being labelled "uncooperative"). The idea that
significant 'differences can not be identified by inspection was never
entertained! The administration of the post-test was otherwise unevent-
ful.
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Findings and Analysis - Self-Instructional Materials

A subsidiary objective of the project was to compare the effect-
iveness of existing programmed lessons with conventional instruction.
The observations related to testing the hypoLnesis that chance explains
the difference in mean performance between groups taught by the differ-
ent methods were collected at two points in time, mid-term and the
final examination. The sub-test scores ara not combined into a total,
because the make-up of the group- hari (-hanged substantially, Because
the assignment to treatment was not random, the differences in group
characteristics, as measured by the aptitude variables collected for
the interaction analysis, is of special interest; It is necessary to
acknowledge limitations on these aptitude Treasures. As an aside,
these difficulties represent one more indicator of the substantial
change which has taken place between the time of proposing this pro-
ject and its completion. Here, as in all other instances, the unex-
pected departures from the ideal world which a research design at-
tempts to approximate are entirely in the direction of introducing
difficulties into efforts to apply science to the improvement of in-
struction.

The aptitude variables. The least defective of the variables is the
verbal score from the College Entrance Examination Board test (CEEB-
verbal); There were only two problems with this variable. A minor
one is the recently introduced rule at other colleges who send stu-
dents to the University of Massachusetts under the "Five College
Cooperation," that grade information may not be reported without
the written permission of the student. The other reason for missing
data is also new. It results from the substantially increased num-
ber of transfer students, who are not required to take this test
upon transfer. If taken elsewhere, it may or may not be available.

The problem with both the other variables, which are great, de-
rives both from the proportion of transfers, which aggravates the
problem of differences in teacher judgment, and from the very great
increase in the choices allowed for the fulfillment of University
core requirements. The variable which we designate FRESHMAN ENGLISH
GRADE is especially affected by this relaxation. Whereas we had ex-
pected to have a grade in a composition course required of all fresh-
men, we now have whatever the student has chosen among courses which
emphasize writing or speaking or listening to somebody talk about
speaking, to mention only a few. It seems likely that lack of the
aptitude we intended to measure will have prompted the student to
elect an option where that behavior is less important. The variable
which we designate FRESHMAN MATH GRADE, while coming from many dif-
ferent courses and institutions, is judged to be le:s defective as
a rough indicator of quantitative skill. (Nevertheless, one notes
such contradictions as an individual with an F in calculus and B in
"Math and the Modern World.")
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In quantifying the grades, the values by which they are included
in determining a grade point average are used. Even here, rule changes
complicate the problem. In the last year, only, grades of CD (point
value = 1.5), BC (2.5), and AB (3.5) have been added to the former scale
ranging from 0 to 4.0. Most of the grades were awarded under the former
system, but the existence of some of the new grades seemed to force the
inclusion of the intermediate values. Obviously, some proportion of
the grades awarded under the old scale would have been awarded an inter-
mediate grade had the option existed. Finally, the use of grades award-
ed in different academic years introduces a degree of noncomparibility
because of the accelerating trend, both national and local, to award
higher grades to the same performance. When a failure was repeated,
the F grade, rather than the subsequent passing grade, was taken as a
measure of aptitude. A case can be made for the opposite choice.

Topics Previously Programmed - Aptitudes of Treatment Groups. The data
is reported subject to the foregoing reservations. At the time of the
mid-term the system taught students had a mean CEEB-verbal score of 562
with a standard deviation of 82. The 44 conventionally-taught students
for whom data was available had a mean of 493 with a standard deviation
of 100. As measured by the analysis of variance, the F ratio (5.44)
is significant beyond the .05 level (F = 4.02); but is well short of
the .01 significance level. The difference in FRESHMAN MATH GRADES
is similarly significant. (F = 5.07). The mean value for system stu-
dents is 2.93 with a standard deviation of .98. The 49 conventional
students have a mean of 2.18 with standard deviation of 1.18. The F
ratio of the FRESHMAN ENGLISH GRADE did not approach significance,
perhaps because of the defects mentiond above. The system students
did have the higher mean (2.87 with a standard deviation of .74 com-
pared to a mean of 2.59 and a standard deviation of .89 for the 48
conventional students on whom data was available). (The same pattern
applies to the smaller number of students who participated in the final
examination, although the mean differences have been somewhat reduced
by attrition from the conventional sections.) It is certain that
these differences are aggravated by the unavailability of aptitude
data on the three conventional students from Amherst and Smith Colleges,
but their inclusion could hardly be expected to alter the observation
of significantly unequal aptitude. Nevertheless, the inclusion of
scores earned by these students in the performance data does add to the
difficulty of demonstrating superior performance under the system treat-
ment.

Topics Previously Programmed - Performance Differences. The small num-
ber of students in the system treatment also poses a substantial barrier
to the demonstration of statistically significant performance differen-
ces. As the following tables show, the differences fail to reach the
.05 level of significance only in the case of sub-test 3, whereitfailed
by .69 to reach the necessary F of 3.99. However, these comparisons,
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TABLE 1
One-Way Analysis of Variance of
Subtest Scores Given at Midterm

Sub-
Test Treatment N Mean F

Significance
Leve:

1 Conventional 54 25.7
System 13 31.0 7.62 .01

2 Conventional 54 3.83
System 13 9.15 40.57 .01

3 Conventional 54 9.67
System 13 12.15 3.30 N.S.

4 Conventional 54 6.31
System 13 7.84 7.09 .01

Subtest
Number

APPENDIX B
pages Topic

1 1,7,8,9 Transaction Analysis and
Recording

2 3,4 Closing the Books

3 5 Financial Statement Relation,

4 6 Effect of Adjusting Entries

TABLE 2
One-Way Analysis of Variance of

Subtest Scores Given on Final Examination

Sub-
Test Treatment N Mean F

Significance
Level

5 Conventional 46 10.02

System 14 15.64 6.69 .05

6 Conventional 46 3.39
System 14. 6.43 19.91 .01

7 Conventional 46 4.89

System 14 7.57 19.97 .01

Subtest APPENDIX
Number pages Topic

5 11 Merchandising

6 12-13 Making Adjusting Entries

7 16 Financial Statement
Classification

21



which would be extremely favorable if there had been random assignment
to groups, are confounded by the known superior aptitudes of those in
the system treatment.

Fortunately, the treatment-interaction analysis can indicate whether
the performance is due solely to the superior aptitude of the system
students or whether, when aptitudes are equal, there is a difference
attributable to the difference in instruction. As indicated earlier,
the inclusion of this analysis in the research design was motivated by
the possibility that different aptitudes would be revealed as indicators
of the appropriateness of different instructional methods. In fact,
there are few contradictions of the conclusion that the system fosters
equal or better performance at all levels of aptitude. Appendix C pro-
vides additional results of the treatment-interaction analysis.

For purposes of this exposition, the results of sub-test 3 (Table
1) will be used. They are shown in the three graphs on the opposite
page (Exhibit 3). Each line is a regression showing the average score
predicted for a treatment at the observed aptitude levels. Subject to
error measurement, the point at which the lines cross is a point of
indifference - the treatments are equally effective. To the left and
right of this point there is an increasing likelihood that a student
will learn more if taught by the methods whose regression line is
higher on the Y axis. Thus, the interpretation of the top graph is
that (for learning Financial Statement Relations) a student whose CEEB-
verbal score isless that 625 is somewhat more likely to benefit from
Cce system than from conventional instruction and that this likelihood
in.reases as this aptitude diminishes. Of course, individual students
with somewhat lower aptitude scores would do as well or better under
conventional instruction; but when a student has a score of perhaps
400 or less one can say that his aptitude rarely enables one to do as
well under conventional instruction. Perhaps a more pertinent inter-
pretation is that conventional instruction is no disadvantage when
verbal aptitude is high. Extrapolation beyond the data (690 top score)
should be done with care. It is certain that an 800 verbal score
would never enable a student to exceed the maximum possible test score
of 15. The lower right-hand graph suggest a tendency for students who
earn high English grades to benefit more from the system than from
conventional instruction. The ambiguity of this variable should be
borne in mind and any interpretation may be useful only as an illus-
tration of the kind of conclusions that prompted the planning of this
investigation.

In fact, the graph at the lower left is illustrative of the typical
results obtained. That is, over the relevant ranges of Math aptitude
more of the people benefited more from the system. In other sub-tests
of the mid-term there is no exception to the pattern of dominance by the
system at all levels of aptitude for all aptitude measures used. This
dominance is equally true for the other sub-tests on the pre-project
topics - those that were given as part of the final examination.
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Project-developed Topics (Aptitudes). With the exception of one verbal
score, there is no missing aptitude data on students of the system pair.
On 24 of the 26 students who used the project-developed lessors lfter
conventional preparation the data was also complete - only tile stu-
dents from the other schools being unavailable. The table belv shows
the various numbers of cases in which data was available on tie 21
students receiving conventional instruction entirely.

TABLE 3

Aptitude Chare,:teristics of
Treatment Groups For Evaluation of

Project-p ()diced Lessons

ALL
SYSTEM

ALL
CONVENTIONAL COMBINED

FRESHMAN ENGLISH GRADE

Sample Size 14 18 24
Mean 2.86 2.56 2.48
Standard Deviation .77 .71 .95

FRESHMAN MATH GRADE

Sample Size 14 19 24
Mean 2.93 2.18 2.08
Standard Deviation 1.02 1.26 1.19

CEEB-VERBAL SCORE

Sample Size .13 16 24
Mean 556.9 479.4 512.1
Standard Deviation 83.0 112.6 78.6

Although the system students continue to show higher aptitude and al-
though the F-ratios for the FRESHMAN MATH GRADE and CEEB-verbal scores
are much higher than for the FRESHMAN ENGLISH GRADE, none of the dif-
ferences reach the .05 level of significance. It was also established
that the All-Conventional and Combined groups did not differ signifi-
cantly on their mid-term test scores.

Performance. The performance results continue to show large advantages
for the all-system students. This was true without exception on the
first-attempt scores; differences were significant at the .05 level in
all cases and at the .01 level in two. Of course this group was vastly
superior in the m -ast important respect, that of achieving an acceptable
indication of mastery on some criterion test. In terms of the perfor-
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mance required of all students in the system treatment, passing each
progress check, only one of the all-conventional students succeeded.
Four persons who had the new lessons (combined treatment) passed all
progress checks, butthis number is so small as to hav little signi-
ficance.

After the interference of the Department Chairman, the PI would
have forecast insignificant differences on all comparisons between
the conventional pair of sections. Astonish_ngly, this was not quite
the case. The following table presents the comparison of final exam
scores and one-way analysis of variance for the different treatments
attempted with the project-developed lessons.

TABLE 4

One-way Analysis of Variance of Final Examination
Scores on Project-Related Topics

Sub-

Test Treatment N 'lean F
Significance

Level

1 All System 14 3.36

All Conventional 20 1.95
Combined . 26 2.85 4.99 .05

2 All System 14 10.29

All Conventional 19 4.16

Combined 23 4.83 12.85 .01

3 All System 14 23.21

All Conventional 20 17.75

Combined 26 17.73 3.06 N.S.

All System 14 5.36
All Conventional 20 5.05

.Combined 26 4.85 .35 N.S.

Sub-test Appendix B
Number pages Topic

1 18 Accounting for "Bad Debts"

2 14-15 The Cost of Borrowed Money

3 19-20 1min:est Funds-A Petty Cash
Example

4 17 Reconciling the Bank State-
ment

Despite the deficiencies noted earlier, the score on sub-test 1
(Accounting for Bad Debts) is significantly greater (.05 level) for
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the combined treatment than for those who received conventional instruc-
tion entirely. Moreover, this ranking reversed the order for these
groups on the progress quiz which they first attempted, although the
difference was then insignificantly small. The advantage of the all-
system treatment over th,- combined treatment does not approach signifi-
cance.

The other differences between these two groups are predictably
negligible, although it should be noted that the small differences on
sub-test 4 are substantially due to the rather high means (out of a
possible 7) for all groups. This was the Bank Reconciliation topic.
On the other sub-tests, the uniformly higher scores of the all-system
treatment falls barely short of significance on only sub-test 3 (Petty
Cash). An F of 3.19 is significant at the .05 level,

The treatment-interaction graphs are generally consistent with
those discussed earlier in showing that, except where the post-test
scores are not significantly different, the regression line for the
system treatment dominates that for the conventional treatment through-
out all, or nearly all, of the relevant range. Graphs for this com-
parison are presented in Appendix C.

Analysis of the University System

Purpose. The principal purpose of this project was to enable changes
in University instruction which would eventually be profound. Instead,

the experience provided a case study of resistance to change which, in
the author's opinion, has many generalizeable elements. Most of these
findings appear in Appendix A. The purpose of this section is to aug-
ment and interpret the findings which constitute Appendix A to contri-
bute an explanation for the frequent observation that it is harder to
move a university than to move a cemetery. Moreover, we shall offer
an interpretation of practice which justifies the recommendation that
if change is not possible, then any instructional function which resem-
bles that of the School of Business Administration of the University
of Massachusetts should be abandoned.

Other Critics. Since the reader may be unprepared to entertain the
foregoing proposition, a demonstration that others criticize vigor-
ously may be in order. In "The Job of a College President," Herbert
Simon wrote,

Today, most c(llege classes are conducted as
though Gutenberg had -ewer existed. The teacher
lectures (from the txtbook, if the students have
their way, so they rh..ed not read it), and the stu-
dents occupy themselves with tediously and illegi-
bly copying his words into their notes.

Now, it might be that, in spite of Gutenberg,
this is the most efficient of on_ possible pro%.esses
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for learning. But the evidence indicates over-
whelmingly that it is a hopelessly inefficient -
indeed, a nearly totally ineffective - process.
(8)

What we shall demonstrate and highlight, Allen D. Calvin (2) has noted
in the closely related field of economics:

... Our undergraduate economics education
fails because we act as though the basic fun-
damental laws of behavior are somehow or other
automatically suspended when one enters a college
campus. Interestingly enough, many of these
"laws" come out of the field cf economics, and it
is particularly amusing to see economists attempt
to "suspend" the very axioms which they themselves
have validated. It is these attempted "suspen-
sions" that create the failures that we see around
us, and until departments of economics themselves
change, any tinkering with their programs is cer-
tain to fail.4

Managing the Behavior of Teachers. The attempt to suspend laws of
behavior applies equally to most other college instruction. It is
an axiom that behavior is the result of its consequences, and the
implication is that universities are so structured that the conse-
quences of ignoring learning deficiencies are more favorable for
teachers than the consequences of the steps needed to remove the
deficiencies. Most of these consequences are man-made, and this
has a number of important implications. A most important one is
that a choice exists. Although the obstacles are formidable, an
institution could plan for consequences which would make learning
important. The Jifficulty is that the necessary consequences are
people-administered. Since the behavior of each person in a
person-to-person interaction tends to influence the future behavior
of his opposite number, but in an inconsistent way, stable and re-
liable consequences are rare. The author of "The Regulation of
Behavior by the Behavior of Others," (Semmelroth, 7) summarizes as
follows:

4. Reprinted from Recent Research in Economics Education, by
Allen D. Calvin, edited by Keith C. Lumsden, by permission of Pren-
tice-Hall, Inc., copyrighted 1970. Permission to reproduce this
copyrighted material has been granted by Prentice-Hall, Inc. to the
Educational Resources Information Center (ERIC) and to the organiza-
tion operating under contract with the Office of Education to repro-
duce ERIC documents. Reproduction by users of any copyrighted ma-
terial contained in documents disseminated through the ERIC system
requires permission of the copyright owner.
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People are poor managers of other people. Their
interactions tend to be characterized by instability
and/or the excessive use of punishment. Written rules
or laws of political institutions tend to reduce the
instability arising from the above considerations.
Ideally laws function in exactly the same way as the
physical world functions, i.e., as a non-adaptive ad-
ministrator of consequences. However, management of
behavior change in educational and business institu-
tions tends to be based on people-administrators of
consequences. Stability, when it occurs, is often
attempted through the assumption of "thing like" char-
acteristics by one or more of the interacting people.

There are various techniques which are commonly
advocated by teachers of teachers, supervisors, and
parents to circumvent the instability and consequent
ineffectiveness of ordinary interactions of all these
people These techniques tend to be variations ca
one theme: Behave according to a rule or algorithmic
decision process. Setting up rules and enforcing them,
reinforcing only improvement in perfol7lance, and con-
sistently punishing performance deterioration can all
be effective methods of successfully managing behavior
change. However, these procedures all rely on the
manager being essentially impervious to the consequences
of his own behavior. He must imitate an algorithm in
response to a student, child, or employee. In doing so
he changes the interaction from a person-to-person in-
to a person-thing interaction of the sort described
above. He becomes a thing-person!

Thing-people are, of course, mythical creatures.
No one is capable of ignoring the consequences of his
own behavior. People as managers of behavior may also
be mythical creatures if effective management assumes
that we can ignore the consequences of our behavior.
Because teachers, parents, supervisors, and even psy-
chologists remain people-people despite any effort to
become thing-people, the problem of managing behavior
change by managing consequences is mainly a problem
of managing the behavior of the behavior changer, of
the supervisor, the teacher or the parent.5

5. Reprinted from "The Regulation of Behavior by the Behavior of
Others," NSPI Journal, Vol. IX, No. 8, October 1970, by Carl Semmelroth,
by permission of the National Society for Programmed Instruction, copy-
righted 1970. Permission to reproduce this copyrighted material has been
granted by the National Society for Programmed Instruction to the Educa-
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The behavior of people in the university system is a product of
their own perceptions of the consequences their behavior will yield.
It does not matter what others either perceive or intend these con-
sequences to be. Of course, Appendix A is the PI's perception cf
the instability of consequences, the lack of information about woen
and how consequences will change, and of the very punishing process
imposed on a University of Massachusetts faculty member who attempts
to establish, objectively, what the new policies governing conse-
quences are. In part, the process is unresponsive because there are
no perceived favorable consequences counteracting the burdensome
character of the essentially-judicial grievance subsystem. Even
hearing the e.idence is a low priority activity for those who, IF
THEY AGREE TO, must do so.

The University functions as though quality of learning depends
solely upon the teacher. This severely Contradicts the laws of
learning, first, because maintenance of standards would require the
teacher to function as a "thing-person" and secondly, because many
of the most important elements of the system are beyond the teacher's
control. That is, where students may make choices a teacher may not
impose a combination of rules which students regard as more burden-
some than those of some other option which is available to them.
In the majority of cases, the student is solving an economic prob-
lem by allocating his scarce time among the options for securing
credits toward graduation. Thus, in a required course taught by
several teachers, one teacher demands the extra time that more
learning requires at the expense of losing enrollment. (And even
students who are willing to pay an extra time-price for more
learning have little means of determining what the learning differ-
ences are. Moreover, one may not be able to "afford" more learn-
ing that he might desire. Non-academic demands for time limit
academic choices.) In the case of a elective course, a time-
premium may be charged (those able to "afford" it' only to the ex-
tent that the course represents a differentiated product - that is,
has content perceived as having extra worth. Needless to say, the
interaction is that enrollments are important to teachers. There
is a strong unbalanced pressure to accept deficient student per-
formance. Moreover, a teacher's response to this pressure need not
be conscious at all. Meaningful communication about standards,
indeed even the necessary behavioral language, is lacking. Success-
ful communication can be burdensome, but obviously initial attempts
are not reinforced when the communication does not occur. It is
impossible to cooperate in maintaining standards when these standards
are not mutually understood.

tional Resources Information Center (ERIC) and to the organization
operating under contract with the Office of Education to reproduce
ERIC documents. Reproduction by users of any copyrighted material
contained in documents disseminated through the ERIC system requires
permission of the copyright owner.
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_ae Cooperating-Teacher Example. Response to pressure and communica-
. tion failure seem the best explanations for the altered attitude of
the cooperating teacher at the end of the project. (The PI did learn
from a colleague that this teacher had expressed the opinion that, so
long as a diploma was vital to securing employment, almost any student
who persisted should receive credit for a course. However, he did not
pass ever! student who took the final, and the writer is inclined to
regard this as a rationalization.) Communication failure was clearly
present, despite the provision of the progress checks, solutions and
scoring as opetational definitions. After we had selected the mid-
term items, the cooperating teacher remarked that he could see "some
of the problems" and asked if it was all right to give practice on
similar items. He did. He also asked questions about solutions to
some of the project progress checks which indicated that he had not
treated them as gcal statements before conducting his classes. Of

course this was a very large task, but it also calls for
which are not possessed by the typical university instructor. When
pointed out to hir, 'ae acknowledged that the plan was to teach to the
test-embodied objectives, not to test objectives which he had formu-
lated. Ultimately, however, his requirements and grading substituted
his own nebulous objectives for those of the progress checks.

Like most instructors, the cooperating teacher did not think in
criterion terms. When he began to imply that he might not enforce
the original plan, neither students nor the PI could get more than,
"I haven't decided what I'll do." When, after grades were in, the
writer asked, "Wouldn't it have been reasonable to require passing of
one or both nrogress checks which other classes have passed with only
textbook aid?", the reply was, "I haven't thought about it." (Ia fact
he gave no weight whatsoever to progress checks.) It is a general
failing of teachers to ignore the significance of what students can
not do. (The PI is unable to say how specifically the Department Chair-
man may have instructed the cooperating teacher.)

One of the things attempted in a fin:1.1 two-hour interview was to
elicit the features of final examination items which had prompted the
cooperating teacher to make a substitution in his version. (Sometimes
the portions changed were irrelevant to a response.) He was very
defensive when asked for more than, "I thought it made them clearer."

Throughout this interview there was great stress on the fact of
student frustration. It was, of course, compounded by failing to
recognize and communicate the true magnitude of the mid -ter.. deficien-
cies. Our disagreement is with the wisdom of responding with false
appraisals, rather than more time to achieve. (See Appendix A, p. 15)
The deEect with the former is that it minimizes the incentive for
remedy. Any instructor in the present university system is assigned
two utterly antithetic roles, the helpful coach and the evaluator.
The cooperating instructor's resolution is typical. Response to the
pressure is largely unconscious. It is much facilitated by not having
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decided what is essential. Furthermore, without a clear rationale a
teacher may tend to accept such faulty criticisms, as were made of
the mid-term examination scoring (p. 14). In any case, he will tend
to leave the critic feeling justified.

One question of considerable interest is whether the conventional
results would have been much improved had the cooperating teacher had
the semester of familiarization which was part of the original plan.
In many respects he had, at the end of the evaluation semester, the
experience with which he should have begun it. Its function in the
design was to allow him to benefit from mistakes of strategy and em-
phasis. The PI would regard his reaction to the mid-term (the test,
not the results) as promising. However, in the terminal interview
he indicated that if he were supposed to participate in another eval-
uation semester, he would do his best to be excused. There was no
indication that he felt he could do better. Although he could have
revised his tests and grading to define the required competencies
more clearly, his apparent assessment is, to an important degree,
correct.

Two Non-Teacher Factors. There are insurmountable reasons why in-
dividual teachers, including the cooperating teacher, do not mani-
pulate the consequences of learning versus not learning to maximize
the former. Either of the two most important would be sufficient,
in itself, to dwarf in importance a teacher's best efforts. The
first is the way that the facts of individual differences result in
a very great range of time needs for the accomplishment of the same
level of learning within a single class. At the extremes these
differences have been estimated to differ by a ratio of 20, or even
30, to 1. Taking the conservative approach of eliminating the five
percent at the extremes, one study (Huson, 5) found that the time
spent by some 13 year olds to complete their mathematics hcmework
was six times greater than the least amount of time required by
others. This clearly means that there is no possible way for all,
or even half, of the members of a class to progress uniformly
througa a meaningful amount of learning by means of the extra efforts
of those who need the higher amounts of time. Thus, the rigid amount
of time-allowed-for-learning by semesters and their counterparts pre-
empts the principal opportunity for facilitating learning. Instead,
the criterion of a worthwhile achievement on the part of an aver-
age student is made severely punishing for the large fraction of
students who are less ready or able. (To return to the earlier
economic analogy, these students cannot afford to learn more. They
have barely enough time for the least-demanding schedule.) A second
fact which the individual teacher cannot overcome is that the aver-
age untrained listener getP only about twenty-five percent of an
oral presentation (9). W,ith the facilities available to him, the
individual faculty member is usually unable to choose a channel of
communication for his classes that is not characterized by this
severe handicap.
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In order to understand what follows, it is necessary to appreciate
fully the pressures under which the college instructor operates. Nota-
bly there is the superstition that the tearher is an overwhelmingly im-
portant variable in the learning equation, and the outrageous presump-
tion of an administration which, while contributing most to the preven-
tion of learning, supposedly evaluates the teacher on outcomes which
they, rather than he, are most able to alter. Of course it must be
admitted that the teacher, in his conceit, aids and abets the mythology
of his omnipotence. Simon has put the explanation well. He states,
(8) "Comparing colleges to othe' organizations in our society, one sees
that their most striking peculiarity is not their product, but the ex-
tent to which they are operated by amateurs." As we return to an ex-
amination of the details of the amateurisl behavior of teachers, let us
bear in mind that professionals know that teacher behavior is a product
as much as it is a cause. The University instructional system often
has neither, assumption, organization nor talent for securing effective
instruction.

Some Local Evidence. That the School of Business Administration does
not succeed in spite of itself was unmistakably shown by the defi-
ciencies summarized in Exhibit B of Appendix A (page 23). By failing
to take any action when the information in this exhibit was presented,
the School administration chose (not "wished for") a continuation of
these outcomes. A careful look at the test on the first accounting
course (Appendix A, p. 6) reveals more devastating outcomes which the
Accounting Department has chosen to perpetuate. Here is a summary
measure which demonstrates that the differences between an early version
of the system and conventional instruction were important. Exhibit 4,
below, consists of two matrices derived from factor analyzing some of
the data collected by the testing committee.

EXHIBIT 4

,Factor-Matrices of Performance and Other Measures
of Conventional and System Students, February , 1970

Percent Variance ExplainedVar-
iable
number

23% 6% 2% 1% 0.5%

1.

2.

3.

4.

5.

6.

7.

8.

Conventional

-0.08 0.51 0.12 -0.01

-0.24 0.18 0.18 0.16

-0.10 0.23 0.10 0.50 -0.06

0.09 EEL) 0.03 0.31 -0.14

0.28 0.37 0.24 -0.13

-0.33 -0.40 0.02

0.06 -0.04 -0.04 0.03

(.7;777) -0.03 0.07 0.03 -0.03

System

2g% 7% 2%

0.30 0.03

0.10 -0.14

0.26 -0.25

0.23 0.09

-0.24

0.25

-0.07 0.04

0.17
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Variables 1 through 4 are subscores of a test on accounting fun-
damentals; variable 5 is data on grade point averages, variable 6 is
the grade earned in the course on which the students were being tested,
but with the low value given to the A grade (hence, the consistently
opposite sign of the factor scores for ..rariablcs 5 and 6). Variable
7 is scaling of the "equally/before/after" answers to the question of
when the student felt more successful. The "before" answer designated
the period during which one group used the programed lessons. Vari-
able 8 is a report of average preparation time per class.

Two points are clear. In the conventional group, academic ability
was the most important factor, xiftile knowledge of accounting was the
most important factor among the system students. In the latter group
much less of the variance is explained by the academic ability factor.
The second noteworthy point is the absence of any single factor for
knowledge of accounting in the conventional group matrix. The fail-
ure of the subtest scores to cluster into one factor strongly suggests
conceptual deficiency. Essentially similar definitions and structure
underlie each of the subtests.

Results on one of the subtests (variable 2, in Exhibit 4) pro-
vides particularly devastating evidence. Exhibit 5 contains the in-
structions and half the items.

.11111

EXHIBIT 5

Part of Department Subtest of Elementary Accounting

REQUIRED: Indicate the imrediate effect of the following independent errors
on.each of the accounting elements described in the column headings below.
Assume-the. books are closed immediately after each independent entry. Use the
following code:

+ overstated - understated 0 no effect

Accounting Elements

Error Net

Income

Total

Revenue

Total

Expense
Total

Assets
Total
Liabil-

Total
Owner's
Eeuit

Example: A failure
to record an investment
by the owner.

0 0 0 - A -

1. Failure to record
sale of services to a
customer.

c)

X0
2. Cash received on
account from a. credit
customer credited to
revenue.

0 4" 0 ÷

X identifies incorrect response.
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To the right of the double line is the fundamental accounting equation
which is a definition of total owner's equity. The relationship is:

(total aSSE:S - total liabilities) = total owner's equity

The items on the left are the elements of an equation which is a defini-
tion of net income. The relationship is:

(total revenue - total expense) = net income-

These concepts and principles c-eur early in any elementary text-
book. Virtually the entire course is ',Ilia upon these relationships.
They are clearly prerequisites to the learning of topics which occur
later than the third week of the course. No knowledge of accounting is
necessary to recognize that the equation can never be affected in cer-
tain ways, e.g., changed on one side of the equal sign and not changed
on the other, as illustrated on the right hand side of Number 1. (Total
owner's equity should be minus.) One need not read the example in order
to identify such "impossible answers."

In a sample of the test papers, a search was made for "impossible
answers." Only two assumptions were made: that the student noted that
a single amount was either stated or implied and that the student could
recognize that in noneof the test items was the firm transacting busi-
ness with its owner (as it is in the example event). (The assumptions
eliminate as correct possibilities some combinations which maintain the
equations.) When a student produced an "impossible answer" he was de-
nying understanding of either a concept or a relationship. THE DEFECT
IS INDEPENDENT Jt WHETHER THE SPECIFIC EXAMPLE WAS FAMILIAR. Since a
100% correct response is the implied standard for the correctly learned
concept, only random error need be allowed for in deciding that a stu-
dent who gives impossible answers does not know these fundamentals.

How often did "impossible answers" occur? THE MEDIAN FREQUENCY
WAS HALF OF THE TIME! Making the very generous allowance of regard-
ing two impossible answers in eight as random, one could unmistakably
reject the hypothesis that these fundamentals were understood in more
than eighty percent of the cases! Yet this result was treated with
seeming complacency (although, more likely, avoidance is involved).
There is nothing here for the PI to boast of. Still, from a slightly
smaller number of system students, the number of cases where the hy-
pothesis of understanding could not be rejected was double that of the
conventional group. What does help to account for general deficiencies
is the fact that the University system rewarded the lesser performance.
Moreover, it rejected a later improvement which cut the median frequen-
cy of impossible responses in half. (This was one of the accomplish-
ments at issue in the personnel grievance described in Appendix A.)

We Can't Choose Conventional. Of course there might be a good reason
for rejecting a particular means of improving performance. What can-

_ - not be defended is a preference for instruction which is not only very
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much less effective but also can never possibly succeed because of the
incompatibility between individual differences and group pacing and
due to the great inefficiency of listeners. It is an unmistakable
feature of the University system that the question of whether students'
learning needs are being adequately met is decided by a majority vote
of those to whom the evisting result is attributed. The laws of be-
havior do not suggest that this group will often find themselves want-
ing. When this same group strongly influences the personnel evalua-
tions of individual members, these individuals are quite likely to be
deterred from suggesting a general weakness.

One objection which is frequently heard does not apply here.
That is the observation that for students to like what they are doing
is more important than the learning of any particular subject matter.
While Appendix A (pp. 8-9) points out that the assessment of what stu-
dents like was very subjective and biased in one important instance,
one may question whether it is sufficient for students to feel pleased
if what pleases them is (often unrecognized) incompetence and irrespon-
sibility. There is no question but that the more agreeable way of
learning is better than the less, even at some sacrifice in efficiency.
But too often, as with the conventional instruction for elementary
accounting, what is approved is a great tolerance for non-learning.
That is not to say that the students wish not to learn.6 If they were
good judges of what is adequate learning of a subject area, they ought
not to be students. But what students are told is that they are in
an institution of higher learning, not one of higher gratification.
Course descriptions are about subject matter. There is no more jus-
tification for talking about cognitive learning, testing cognitive
learning and planning cognitive outcomes, while delivering only re-
assurances, than there is for the activity of a cancer quack. More-
over, when a student accepts ineffective instruction or real help
that is available or when the cancer victim accepts a palliative for
needed surgery, the results are similarly harmful.

Needed: Criterion-Referenced Gradin . One way to avoid communica-
ting all of the harsh truth in education is the customary resort to
norm-referenced grading, that is, grading on the curve or relative
to how well others do. This is inappropriate for elementary account-
ing in two ways. One is that the course is required on the assump-
tion that it will provide suitable entering behaviors for a number of
later business courses. The other is the intensely cumulative nature
of the course itself. (While not, alone, conclusive, the very dif-
ferent success of the all-system students with the project lessons is
an observation tending to confirm this cumulative character.) Cri-
terion-referenced grading is clearly appropriate. It has been argued

6. What they wish is'not to be called a failure, or not to lose
a scholarship or not to have to explain to parents, etc.
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(Garvin, 4), that the question of which way to measure performance is
not a matter of choice, but of the real-world significance of failing
to learn to a certain level of competence. Specifically this author
observes:

There is a class of instructional objectives
in which the extra-classroom task envisioned is to
be performed in the next classroom. Many units Jf
instruction are intended primarily to prepare the
individual to undertake the text unit in the se-
quence. To the extent that it is reasonable to
specify an entering level of competence for this
next unit, this level is a meaningful criterion
for the present unit, whether or not the next unit
is, itself, criterion-oriented. This is true in
any cumulative area. Mathematics and foreign lan-
guages are excellent examples.7

Appendix A is largely concerned with an attempt first, to gain
consideration of what criteria should apply to elementary accounting
and second, to secure a specification of any criteria at all. It is
literally true that, "failure to pin-point or define behavioral learn-.
ing automatically rules out any teachers' ability to plan for, guide,
or measure learning."8 (Burns, 1). It might seem, and is indeed often
contended, that the needs of those courses which prompt us to require
a prerequisite impose a criterion. This could be, but is not the case
for two reasons. One reason is that the subsequent teacher has no

7. Reprinted from Criterion-Referenced Measurement, article by
Alfred D. Garvin, edited by W. James Popham, by permission of Educa-
tional Technology Publications to the Educational Resources Informa-
tion Center (ERIC) and to the organization operating wider contract
with the Office of Education to reproduce ERIC documents. Reproduc-
tion by users of any copyrighted material contained in documents dis-
seminated through the ERIC system requires permission of the copyright
owner.

8. Reprinted from "The Theory of Expressing Objectives," by Burns,
R.W., Educational Technolc-v, Vol. VIII, No. 20, October 30, 1967.
Permission to reprelrine.,:, ti .s copyrighted material has been granted by

Educational Technology Publications to the Educational Resources Infor-
mation Center (ERIC) and to the organization operating under contract
with the Office of Education to reproduce ERIC documents. Reproduction
by users of any -opyrighted material contained in documents disseminated
through the ERIC system requires permission of the copyright owner.
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means to overrule the "pass" decision of the teacher of the prerequi-
site course. The second derives from the interactive nature of the
teacher-student encounter. The teacher will tend to adapt (standards
more than instruction) to the ability of whatever class faces him.
He can't help it. Norm-referenced grading helps him to avoid noti-
cing the shift in the standard. This phenomenon is in large mea-
sure responsible for the increase in the University of MaQqachusetts
grade point average from 2.26 in 1962 to 2.82 in 1971. 'I -ront

page of the New York Times for March 13, 1972 reports this ..ding

trend as a national phenomenon (Peterson, 6).

In one sense there is no "real-world" consequence of failing to
learn elementary accounting. Teachers of courses where it is sup-
posed to make a difference adjust their expectations to what they
are handed. It is a partial confirmation of this analysis that they
are surprised by competence. In a more important sense, however,
a real-world consequence of not teaching elementary accounting to
an appropriate criterion is the deterioration of standards in many
School of Business classes. (See Exhibit B, Appendix A.) The laws
of behavior are not suspended when one walks onto a college campus.
Teachers are being managed consequences of their behavior,
whether or not those consequences are anyone's plan. Unless the
deterioration in standards is de"iberate, it is the result of the
failure of administrators to exercise their responsibility for en-
forcing learning objectives.

Faculty Behavior. Now let us consider the faculty member's response
to his predicament in more detail. Its complexity represents a
major barrier to the improvement of instruction. At the outset, a
disclaimer. The PI does not vouch this analysis primarily as an
observer. He has made these mistakes dozens and even hundreds of
times.

It seems that the faculty member should be seen as believing,
quite erroneously, that his students' success (really lack of it)
is largely :_ue to his efforts. Further, since students and his in-
stitution often,make awards for good teaching, and he has little in-
formation about the instructional efforts and results of his col-
leagues, he assumes that a great deal of learning must go on in
some classes. In a very human way it becomes important to him to
find success in his endeavors. To do so, he must hide from himself
the truth about t1.e learning deficiencies in his class and/or define
his goals in terms that can be fulfilled. The latter possibility
probably has much to do with the emphasis on rote learning and on
such indirect measures as student opinion, but it is the mechanisms
by which the former is accomplished which pose the greatest prob-
lem?, for would-be innovators.

Managing a change in student behavior is a mutual enterprise.
Faculty members need to do what most parents do naturally. That is,
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parents tend to collaborate to administer consequences in a non-adaptive
way.

"What did yoL. mother say?" is a familiar question. Even if father
does not agree wit' the answer, he will neither overrule the decision
nor disparage it. He may, of course, suggest to his spouse that she
reconsider, but the child is ordinarily presented with a united front.
As inst'utions grow, faculty find it impossible to imitate parents on
an ad hoc basis. Unfortunately, too, they tend to be selected for their
critical faculties. Their inclinatior is to engage in competitive rule-
setting.

When several teachers are able to award the same three credits, the
only hope for nonadaptive and consistent criteria for awarding thecraiits
lb unambiguous advance planning. University academic planning suffers
severely from a confusion between good intentions and good performance.
The Accounting Department's very convenient illustration of treating whit
is considered "es-,ential" as neither necessary nor required is described
in Appendix A (pp. .3 -25). The sad fact is that the people engaged in
this exercise were unaware of their folly. Powerful, but subtle, forces
vre necessary to produce this outcome among intelligent persons.

What happens to faculty members who cormit themselves to learning
outcomes which can be objectively assessed? The individual faculty
member's answer, though incorrect in the writer's opinion, would tend
to be that he must either endorse a high proportion of "impossible an-
swers" or he must implement an 80% failure rate. He will be only
vaguely aware of these implications because he does not have operation-
alized objectives; but, under the continual battering of faulty perfor-
mance and the student's natural concern for grades, he is unlikely to
be confident that his own lack of effectiveness is a norm.

Any consistent set of learning requirements is superior to any
set of requirements which individual faculty might, and in fact must,
choose alone. Moreover, the creation of any yardstick against which
to measure present outcomes is threatening. There ave many hazards
tending to discourage the individual from establishing meaningful
goals. It is a great deal of work, and the norms for faculty research
and service contributions have been set on the assumption that in-
struction will require a modest amount of non-classroom time. Be-

cause there is no accountability, the individual instructor must
assume that any learning increments that extra efforts may bring
about will not be recognized. Moreover, lacking prior agreement on
goals, he is likely to find that the one on which he has improved is
"not very important." In stark contrast to the utterly permissive
attitude toward conventional instruction, every possible unsupported
criticism of an innovation is treated as sufficient to disregard it;
so that, in effect, the superiority of an innovation must be sus-
tained conclusively, rather than by the weight of the evidence.
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Even while respond.'ng to a strong general sense of teaching in-
adequacy, college instructors,because they are amateurs, do not re-
alize what is wrong. An important reason for this is a failure to
observe with sufficient care either to detect present defects or to
recognize improvements. Professionals are aware that the first signs
of improvement are easily missed. Consequently, they will invar-
iably arrange to count carefully the signals of altered behavior.
Moreover, they will recognize that approximations must be counted
in many cases, whereas faculty members will tend to overlook such
indicators. When this failure to notice the first modest effects
of innovation is coupled with a failure to recognize the many ele-
ments in the system which may interfere with success, there is a
very considerable chance that amateurs will be disappointed by,
and will abandon, a classroom innovation which has done as well as
could be expected. Holding time-allowed-for-learning constant is
an especially powerful contributor to such a result.

Testing. Of course, the principal means for assessing learning out-
comes is the test. It turns out to be one of the subtlest and most
versatile tools for self-delusion at the instructor's disposal. As
the PI learned to ask, "What is being measured? Is it what should
be learned?", he became aware of the following phenomena.

1. A very difficult and technical task was
being performed in an off-hand manner.

2. There is a great deal of testing of what
has not been taught.

3. A teacher elects to emphasize, by assign-
ment and feedback, such a small subset of
the possible performances related to a
topic that examination of the textbook is
almost no clue to the character of the
course which will be given from it.
Lacking other communication, several tea-
chers will give several, quite different,
courses.

4. A good deal of testing requires the re-
call of a word or phrase, which can only
be the product of rote.

5. In accounting, the practice of giving
part credit, coupled with many different
occasions for combining essentially the
same response (such as increasing or de-
creasing the Cash account) with some new
learning, often results in counting a
combination of well-learned responses as
the main evidence of "success" on the
new topic.
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6. There is a tendency to
as interchangeable - i.
only to a total score,
by very many different
sponses.

treat all knowledge
e., to pay attention
which may be obtained
combinations of re-

7. Common final examinations and other cross-
teacher measurements that might be t,Le basis
of distinguishing differences in learning
are usually collaborative efforts. Usually
they are constructed when the instruction
is complete or nearly so. Since they com-
bine the contributions of several instruc-
tors, 2 through 6 above, all contribute to
a stability in the range of total scores
which one would expect from a random pro-
cess. Thus, performances very different
in detail are regarded as like. Limited
innovation is often faulted for not making
a large impact on a gross measure. A par-
tial success is interpreted as a total
failure.

Lacking the lode star of behavioral objectives, the laws of be-
havior gradually shape a teacher's examinations. The PI found that
his own haphazard tests had undergone a culling process. In retro-
spect, it is easy to see that problems and examples which were infre-
quently answered correctly tended to be discarded; This is parti-
cularly true in topics having examples with a great range of diffi-
culty. The topic of adjusting entries is one such example. On page
6 of the mid-term examination (Appendix D) we find the six possibili-
ties which comprise the topic. Some are much more intuitive than
others. When the writer first began to analyze his testing of this
topic he found that eighty percent of the items tended to come from
the easy half of the adjustment types and twenty percent from some of
the more difficult ones. This certainly was not deliberate, but it
was an obvious feature of the old tests. One good way of disguising
learning deficiency is by an unrepresentative selection of test
items. Another is the above-mentioned practice of awarding part
credit for portions of wrong answers.

The instructor may also obtain more pleasant outcomes by accept-
ing memory learning for concept learning. Two items from the depart-
mental test for evaluating the program (Appendix A, p. 5) illustrate
the difference dramatically. They were essentially alike, and for the
benefit of the subject matter specialist are quoted below:

A. Fee received in advance from A. Smith
for services to be performed over the
next year and a half, $18,000.
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B. Collected $7,200 for a three-year assign-
ment as advisor to J. Smith. Will start
the first of twelve quarterly consulta-
tions next week.

In each case a customer has paid the firm for service he has not yet
received. The response required to A was the selection, from a list,
of the letters identifying each of the two accounts which should be
changed. One was placed in a column indicating that it was to be
"debited," and the other in a different column because it was to be
"credited." This task was performed equally well by both groups,
and happened to be the item, out of six in this sub-te t, which had
the smallest percentage of error (11%). The reason for making a
debit in this case is to increase one of the firm's assets. The
purpose of the credit is to increase one of its liabilities, AND
THESE ARE THE ONLY CORRECT BASES FOR MAKING THESE DECISIONS. The
requirement for B was the placing of +7,200 in a column for asset
changes and a +7,200 in a column for liability changes, the pre-
requisite decisions to choosing debit or credit in task A. (There

were three other columr;.) Error rates for B were larger because
some students in each group had made a correct-looking response to
A, despite a serious misconception. The error rate in the system
group was 34% on the B task; in the conventional group it had
risen to 70%! The task for A is much more typical of accountin^.
tests, yet it resulted in calling equal the performance of two
groups in which one had twice the proportion of errors. Perhaps
more important than the measurement error is the fact that every
time the response to A is incorrectly accepted as evidence of under-
standing we tend to teach the misunderstanding.

Even if clearer evidence is collected, there are means of mak-
ing things look brighter. Decisions have to be mace about where to
assign weights to the performance. The subtest (p. 33) which was
analyzed for "impossible answers" was graded in two ways. One way
was to assign equal weight to each of the cells in which a plus,
minus, or zero appears. When this is done, the possibility *exists
for a score of 66 2/3% when all answers given are "impossible!"

No skullduggery need be involved, we emphasize. The greater
comfort of an unbruisrd ego and student equanimity must be offset
if tests and scoring which produce smiles Are not to seem somehow
better than those which produce frowns. Clearly, if deiiberate
rigging were involved, no occasion need arise for scaling the grades.
Yet, of course, the practice of assuming that most of the scores
earned are sufficiently satisfactory is not rare.

As practiced by the average faculty member, testing is super-
stitious behavior. Although errors tel.:_ more about student capa-
cities, a total derived from the correct responses is all that is
typically attended to. The items included are often a hodgepodge
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unwittingly selected for producing higher scores, rather than for their
appropriatcness for correctly assessing instructional effectiveness.
Scoring systems may be used to disguise inadequate performance. And,
finally, norm-referenced grading may be used to interpret clear evi-
dence of non-learning as a range of successes. Moreover, the PI had
found strong resistance to improving on customary testing. While,
initially, analysis forms sere accepted for what they were intended to
be, a job aid, as system students consistently displayed substantial
advantage on these tests there has been increasing criticism of "un-
acceptable" formats. The supplement entitled, "The Accounting Model,"
is an attempted response to this criticism, and was used by conven-
tional students in this study during the taking of progress checks.
In the Accounting Department, such measurement deficiencies of cus-
tomary instruments as were related earlier do not disqualify custom-
ary formats, but the time needed to explain new furmats is regarded
as a sufficient excuse to reject an improvement. Amateurs are un-
aware of the effect on learning.

The insistence of the University system on ineffective measure-
ment is a substantial barrier to validating innovation. To the extent
that student responses depend on precise ways of asking for these re-
sponses we can be sure that the responses are not based on well-
learned concepts. As experienced by the PI, the faculty insists that
this distinction not be made.

Administrative Neglect and Why. It is clear that groups of instruc-
tors are almost certain not to design and maintain collective stan-
dards until motivated to do so administratively. At present, admin-
istrators at all levels are contributing to the opposite effect. They
would be so contributing if they were only to ignore the matter, and
they do. However, as Appendix A describes, rewards are presently ad-
ministered so as to discourage the collection and submission of data
on learning outcomes. Of course this behavior is equally shaped by
circumstances, and we no more attribute malice to this group than to
instructors. From his limited vantage point, the PI can identify the
following.

As with instructors, they know not what they do, for indeed,
nearly all were instructors before becoming administrators. The
second important factor is "collegill authority" and associated prac-
tices. It is not true that administrative options are circumscribed
by regulations. Rather, the administration is inhibited by The
faculty's power to second guess. (In Appendix A there are several
examples, notably the recommendation process of the department Curri-
culum Committee.) As a consequence, reform must originate with those
to be reformed and must be advocated by a majority in order to be
implemented. Not surprisingly, there is a built-in assumption that
university instruction should continue. No matter how fully he may
concur in Simon's "nearly totally ineffective" appraisal, the writer
has yet to encounter a faculty member who includes "terminate the
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activity" among the possib3e decisions.

Recognizing "collegial authority" as a problem is not intended
to imply that faculty should nct make curriculum decisions. However,
it would be better for administrators to set objectives than to have
none - or only private ones. administrators should insist on opera-
tional goal-setting and should oversee implementation of these stan-
dards, especially within multiple-section courses. The data do in-
dicate that little would be lost if a course were not given. Admin-
istrators should make some minimal number of behavioral objectives
a prerequisite to having a class begin.

Budget considerations also influence standards. At the Univer-
sity of Massachusetts, many allocations of funds are made on a per
student basis. Moreover, recently-established and growing graduate
programs have been paid for out of funds allocated on the basis of
undergraduate enrollments. For schools which, like Business Ad-
ministration, have catered to the less academically talented, an
attempt to up-grade performance without individualizing time-
allowed would involve a period of financial hardship while the
new reputation was created. To undertake and sustain such a move,
teachers primarily concerned with graduate courses would have to
concur. So long as student contact hours are treated as though
they were output measures, there is little incentive to undertake
more, rather than less, burdensome or risky activities during the
contact. (Although the University is moving toward budgeting for
programs, there is presently no sign of defining these programs
in terms of learning outcomes.)

A very important factor at all administrative levels is the
rigidity imposed by'funding to maintain a fixed student-teacher
ratio. Simply put, what this means is that there is one instruc-
tional resource which can be depended on to fluctuate with the
number of students to be taught. No such dependable relationship
exists between enrollments and other types of resources. Yet,
fostering learning more efficiently would use teachers less, and
inputs such as aides, machines, and self-instructional materials
more. Even to secure the greater efficiency which cooperative
teaching efforts among faculty could achieve, the resources to
facilitate coordination are needed. Not only may they be diffi-
cult to acquire in a given instance, there is also a risk (not
present when reliance is on teachers only) that not all the in-
terdependent constellation of resources necessary to greater
efficiency will continue to be available. Deans would not de-
pendably benefit - that is, be able to use the resources saved
according to their own priorities - but, worse, they assume a
greater risk of losing essential resources in the future. If

a legislature would make funds available according to the cus-
tomary teacher-student ratio, but allow instruction to be sup-
ported in various ways, a severe constraint would be removed.
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What is distressing is that, so far as can be observed, the administra-
tion is working to retain the fixed teacher-student ratio and not work-
ing for the flexibility it needs. This may well reflect assessment
of what is feasible, but it surely does not reflect a recognition that
there is almost nothing to be lost by risking conventional instruction.
Students did recognize it (Appendix A, p. 14).

There are similarly counterproductive constraints in an academic
calendar. Individualizing time-to-complete would call for keeping open
some dormitories during periods between present sessions. It would ap-
pear that the University administration has some of the necessary flex-
ibility here. It is apparently able to decide whether or not to offer
summer school without affecting the budget. It could obviously make
additional dormitory charges according to individual needs. At present,
the instructor who . would voluntarily extend the learning time finds
the University housing operating on contradictory assumptions, Con-
versely, facilitating response by the housing subsystem awaits some
substantial and dependable planning for extended instruction.

Is the Problem General? It must now be apparent that the PI perceives
difficult, serious and complex problems. It may well be asked whether
he has over-generalized his experience. In answer, it can be observed
that the motivating tendencies of legislative and administrative con-
straints apply throughout the University. It certainly would be possi-
ble for an individual dean to bargain for some longer-term guarantees
of support which would reduce the risk of devising new patterns of in-
struction. The contention is only that he has little incentive to do
so, and that it happens rarely, if ever. (Allowing one or two inade-
quately supported faculty members to try a new course, at their own
risk, does not qualify.) On the other hand, the consequences of rigid
time-allowed-to-complete are universal. Likewise, wherever the depen-
dence on listening efficiency has not been reduced, that characteristic
of learners, an average 25% efficiency, is overwhelmingly influential.

There is a general observation which can be made. For many years
it has been possible for a student to qualify for the etievalent of a
year's instruction by passing ten examinations. A $5.00 fee for eazh
one would make the out-of-pocket cost of a year of college $50.00.
It is clearly pathological that this option has virtually nev,Ir been
utilized. Whatever is wrong, the observation applies across the Uni-
versity. The PI perceives two main factors. First, there is the
absence of information about what will be required. Although it
should not be necessary, students can improve their predictions of
what will be expected of them through class attendance. Jwiged by
the use of credit-by-examination, no segment of the University appears
to have taken the first necessary step of defining objectives. An-
other possible influence, though necessarily a conjecture, is the un-
likelihood of norm-referenced grading of a comprehensive course exami-
nation. No norms exist. On the evidence of the Accounting Department
reaction to its students° performance deficiencies (Appendix A, p. 7),
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it would appear that faculties usually think of their students as
achieving much more than they do. If this is so, the test appraised
in isolation (with this fantasy as a criterion) will clearly be
judged more severely. In other words, the apparent financial bar-
gain of self-study and credit-by-examination may be giving way to a
performance bargain in the classroom. In assessing this interpreta-
tion, note (Appendix A, p. 14) that students who were successful in
using a text book to prepare for progress checks in elementary ac-
counting rarely made use of a classroom option that was available.
Elementary accounting is one of the courses eligible for credit-by-
examination. As we have already related, far more than half of
students in one semester's classes showed that they had not learned
the most fundamental concepts.

It appears reasonable to believe that exceptions to the kind of
dismal results which the PI knows firsthand, and escape from their
pervasive causes, are isolated and rare. In summary, the causes are
seen to be the failure of administration to manage teacher behavior,
the budgetary and other factors which discourage them from doing so,
the amateurism which leads both not to recognize the need. Three
aspects of amateurism received special emphasis. They were the
practices which deny, but can't possibly overcome, the facts of in-
dividual differences in need for time and of average listening effi-
ciency and the crucial lack of both competence and humility in de-
vising and using tests.

CONCLUSIONS - Self-Instructional Materials

The conclusions to be drawn from the experience being reported
are of two types. Those which pertain to the immediate project are
simple. They must be qualified because of numerous defects in re-
search design over which the PI had no control. Nevertheless,
several conclusions are clearly warranted.

An incidental objective of the project was to validate, formally,
the effectiveness of a system employing a number of programmed les-
sons. These pre-project lessons, when employed under the system, are
a means by which students of varying aptitudes can attain the objec-
tives embodied in the post-tests. As compared with the specific
example of conventional instruction used as a control, the differen-
ces are large for every topic. While part of these differences
must be attributed to significantly greater quantitative and verbal
aptitudes, substantial advantage remains when students of comparable
aptitudes are compared. There is also rather strong evidence that
many of the performances taught by these lessons are enabling ob-
jectives for the learnings of the topics which were programmed in
this project, Reconciling the Bank Statement being a probable ex-
ception.

With respect to the lessons developed for the project, the
most important instructional objective was the achievement of a
mastery-level score in no more than three attempts. It was demon-
strated that the lessons will facilitate this attainment for stu-
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, C:Ilts with appropriate entering behaviors. The system had established
these behaviors among those students who participated in the compara-
tive testing.

The objective of obtaining master } -level performance from at least
ninety percent of the students in the conventionally-prepared sections
was not achieved. There was interference with the operation of the
6ystem which leaves open the question of whether this objective might
have been achieved with any lesson. There is rather strong evidence
that many students of the conventional pair were too ill-prepared to
achieve the objectives of the Bad Debts lesson without substantial
remedial instruction, but since, for the project topics, the system
feature of repeating progress checks until mastery applied to all stu-
dents, it would seem that the Bad Debts lesson was the more effective
subject matter presentation. There was significantly better final
examination performance by students who had these lessons. However,
it should be understood that this was evidence of a closer approach
to a satisfactory performance rather than of achieving that performance.
Since the system students were able to achieve mastery in three or
fewer trials, it seems reasonable to emphasize deficient entering be-
havior as an explanation.

Very little can be said about the modular effectiveness of the
Cost of Borrowed Money lesson. The advantage for the all-conventional
group on the first attempt on this lesson was reversed in the final
exam scores, but the difference was insignificant and the performance
very. deficient. The project lessons of Petty Cash and Bank Recon-
ciliation clearly helped more students to success on their first at-
tempt. However, this advantage had disappeared by the time of the
final examination. All methods of instruction were satisfactory for
the Bank Reconciliation topic. It is one which the project proposal
predicted would not depend significantly on entering behaviors likely
to be found lacking.

It seems fair to attach most importance to the removal of the
requirement for passing as explanation for the difference between the
all-system students and thoseof the conventional pair on the Petty
Cash lesson. The events with which the lesson is concerned are
mostly simple and well-practiced. However, the concept deficiencies
would appear to have more impact than in the case of Bank Reconcilia-
tion.

The PI can report requiring mastery, with many of the progress
quiz items, on thrbe of the project topics in two semesters befo:e
the lessons were developed. The textbook had proved a feasible ve-
hicle fcr his students to meet the objectives for Cost of Borrowed
Money, Petty Cash, and Bank Reconciliation. The significance of
this would seem to be that if few students of the conventional pair
of sections could ultimately have met the criterion of vasteLv, then
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the explanation lies in their deficient prior preparation. Of course,
the cancellation of the requirement that they satisfy a progress
check leaves this issue indetermdnati.. It does seem certain that
the system is as important as the sell- instructional material, if not
more so. If the instruction is not to be individualized, only the
lessons on Petty Cash and Bank Reconciliation suggest any possible
advantage. Of course, conventional instruction was not advantageous
in any respect. If the topics are not to be learned, not assigning
Chem is superior to all treatments used!

In summary, one can recommend a lesson for students with suit-
able entering behaviors. Very careful attention must be given to
whether or not these prerequisites exist. One way to accomplish
this is to usq the system with the self-instructional materials
which were developed prior to the project. A teacher who is pre-
paring his students by another means probably should devise some
assignments which afford practice with a variety of the forms in
the supplement entitled, "The Accounting Model" (Appendix D). It
would also seem that if the results achieved by the conventional
instruction arz considered to be all than is feasible, then it
would be better to provide self-instruction to selected individuals
and to remove the topics from the required content f the course.

Conclusions and Recommendations University System

Something should be done. At least most of the University of
Massachusetts, and clearly the School of Business Administration,
is in the business of taking money for something it does not do
and of pretending to its clients that they have learned when they
have not. Such practices, no matter how sincerely undertaken, are
not usually permitted. Majority votes of those engaged in the
practice are not justifications.

Of course, this report does Lot contain all of the evidence
necessary to sustain the foregoing conclusion. The incidents and
data are examples, more of which exist. More Importantly, beha-
vioral analysis of the forces at work in universities should lead
one to expect outcomes similar to those cited generally, although
it is not contended that the results are inevitable. It is cer-
tainly not contended that no college student learns his subject
matter well. Self-study is obviously sufficient for some. While
his small group needs to have its learning validated, the elabor-
at..a and expensive enterprise of a University is certainly not
justified by this service alone - nor is this its claimed accom-
plishment. Howt.'rer, there is no evidence that conventional in-
struction contribl.tes anything to learning. "Impossiol,q answers"
usually contradictel the barest understanding of acountihg fun-
damentals (p. 34). The small number who may have understoad
could easily be limited to those who needed no help. Indeed,
about the same fraction of students did use a textbook and avoid
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classes in successfully learning some of this subject matter (App -ndix
A, p. 14).

Whether the particular details of the system analysis are correct
or not, there is ample data to show that most students did not learn
what teachers were trying to teach. It may be that this latter group
of students experienced an advantage in the market place for services,
but education is somewhat more than a laying on of hands. Or if it is
not more, then certainly this function can be performed far less ex-
pensively. A Massachusetts citizen will surely conclude that if im-
provement is not possible, the School of Business Administration,
and like segments of the University of Massachusetts, should be re-
placed by the less expensive substitute which could be equally effect-
ive. A reasonable alternative will not be easy to achieve. However,
it would be very worthwhile, and we have a choice.

The analysis which we have presented cannot promise that learning
will improve if the barriers identified are removed. What is assured
is that some, indeed most, of them will prevent improved learning so
long as they persist. If instruction is to become effective, a coor-
dinated effort, sponsored at the highest level, will be necessary.
The strongest representations must be made to the legislature that
there are often far better ways to spend the amount of a professor's
salary than to pay it to a teacher. Within the University, account-
ability for learning outcomes will have to be established, and this
will require a considerably more elaborate apparatus for making an
internal audit of effectiveness.

Immediate steps should be taken, but considerable time would be
required to complete the necessary institutional changes. It would
be a mistake to attempt to plan a complete alteration to be imple-
mented all at once. It would be equally a mistake to continue present
practice, unmodified, even for one more semester. It would be sensi-
ble to use a semester or year to replan for effective instruction.
If during this period the only teaching function provided is the vali-
dation of credit-by-examination, no material reduction in results
need have occurred. It is recognized that there are other University
functions. Under more appropriate arrangements a smaller number of
professors may specialize, or largely concentrate, in research; this
could be arranged rather promptly. The relationship of this group to
instruction would probably be that of authenticating the objectives
ultimately determined.

Of course one cannot provide the new plan. Whatever is first
implemented would be incomplete and should be tentative. An empiri-
cal approach is the essence of becoming effective. The achievement
of any modest, but clearly specified, outcome will be an improvement.
It is not, however, clear that this choice may be left to faculty.
(See Appendix A, p. 31.)
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Essential or Desirable. Some desirable, if not necessary, characteris-
tics of an altered instructional environment can be enumeLlted. The
single most important change will be to introduce time flexibility.
An absolute essential for this is the definition of a course in terms
of what is to be accomplished. It will certainly be nezes6ary to
employ professionals to coach faculty in operationaliz.Ing their goals,
and it is essential that professionals decide when the specification
is "behavioral." Evaluation of teaching will need to foster the
shift. Ultimately the assessment will be of a system in terms of its
intended effects. The purpose will be to decide what individuals
should do differently, not to decide on whether each did well. In

the short run, before it has been decided whether all of the appro-
priate objectives have been identified and before validated instru-
ments for assessing achievement of objectives exist, teaching may be
assessed on whether or not behavioral outcomes have been specified
and on the progress toward what is ultimately needed. One may also
look for shifts toward cooperative participation in an instructional
system as opposed to the independent conduct of a class.

Although it would be inefficient to use professors for uany of
the functions which the system will need to have performed, the ap-
propriate kind of altered arrangement will take time. In the mean-
time, faculty can, and should be expected to, cooperatively reor-
ganize for responding to the individual learning needs of students.
One characteristic of this cooperation should be the separation of
the contradictory roles which teachers now fill. The person who
ultimately judges whether objectives have been achieved should be
someone other than the person who is coaching and otherwise facili-
tating the student's achievement of these objectives. A person or
persons performing the evaluative function will thus be better able
to provide non-adaptive responses to student performance. The stu-
dent need not be inhibited in letting the teacher know when he
does not understand by the possibility that this will reflect nega-
tively on his assessment. Both the student and his coach need
candid feedback about the student's progress.

The PI wishes to emphasize that he is not recommending high
failure rates. It is assumed that when a minimum accomplishment
is specified it will be more realistic. Moreover, the emphasis
is on allowing sufficient time for standards to be met. There
is ne wish to ignore affect in appraising the quality of instruc-
tion, but it should be the affect of instruction which effective-
ly reaches cognitive goals. It is also not our recommendation
that no outcomes other than those which have been behaviorally
specified should be sought - only that such alternative outcomes
not be considered to compensate for the non-achievement of speci-
fied requirements. There need be no less student or faculty
choice in setting learning goals; but advance, and clear, speci-
fications should be required.
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Cost. It is not clear how the drastic alterations recommended would
affect the total University budget. There are vast resources which
can be redirected. There are also vast deficiencies with respect to
even modest goals. As disadvantaged grouts are 1.1-7.reasingly admitted
to the University, more professional, lengthy and axpensiAie instruc-
tion is needed. (At present, great injustice is done to these stu-
dents. Existing programs do a great deal of emotional damage on
top of misrepresenting what can be accomplished.) There is an ob-
vious untapped resource. It is wrong, for the sake of students, to
ignore the role a student can play in helping others learn. Usually
the tutor benefits most from so doing. However, assessment of the
results should be in other hands. Substantial development is needed
before the institution can capitalize, appropriately, on this re-
source. There should be buigetary incentives to encourage deans to
sponsor these and other modifications of instruction. There should
be strict accountability for learning in assessing modifications.
Other consequences will have other outcomes.
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APPENDIX A

Trying To Improve Learning

Purpose: In looking for explanations of behavior, instructional tech-
nologists like to ask, "What happens when the learner behaves as he
does?" They know that the behavior is the result of reinforcing conse-
quences. Especially if the technologist is interested in fostering other
behavior, he will also ask, "What happens (would happen) if thz. learner
behaves in a (specific) different way?" An important reason to ask the
latter question is that existing behavior may produce the lesser of
evils, an escape from more-punishing alternatives. (It is important to
understand that the human organism is very often more punished lack
of attention - no apparent consequence - than by scolding or cr. 'cism.)

This appendix, then, is intended as one answer to the question, ;hat

happens when a faculty-member tries, through scientific (empirical)
means, to increase the amount of learning in his classes?" It also in-
cludes details which are deemed pertinent to the question, "Why?" It
is a case study in the first person. A version was attempted in the
role of principal investigator, but the result seemed misleading. It

is a person who behaves; it is a person for whom there are consequences.

My experiment re-designed. The semester (Fall, 1970) was barely under-
way when I noted that the department Curriculum Committee had been asked
to consider whether sections of the elementary accounting course should
be given a special label when I was the teacher. I treated it, initially,
as a mere annoyance. There existed an approved project proposal which
assumed that assignment to these sections would be essentially random -
since computer scheduling was employed throughout The University of
Massachusetts. It if were not a teacher's privilege to choose whether
or not this would happen, it seemed the very slightest of concessions to
research to continue the practice of decades for a few more semesters.
The events of the next two weeks were nearly unbelievable.

The i'kting Chairman of the department declined to remove the item
from the agenda. The chairman of the Curriculum Committee was informed
of my wish to attend the committee meeting. (It was customary for all
committee meetings to be open.) I was told that I would be notifie0 along
with others. Later, I found the Committee in meeting without me. I was
told that the matter of special identification of my sections might not
be onsidered because of a long agenda. I replied that I simply wanted
to be sure to be heard before a recommendation was made. One half-hour
later, I vas asked to attend. I left when the meeting 1-roke up. My im-
pression was of a surprising and flattering interest it the details ofmy
research design. I recall no questions about how I would be conducting
my sections, even though one member of the Committee was not yet a month
on this campus. Another member had resisted, but plausibly, my efforts
to interest her in trying out a hypothesis in classes which I did not
teach; the third I considered a friend of long standing. No committee
member had ever indicated any sort of reaction to, or real knowledge of,

A- 2



my instructional practices. I assumed I was giving them information
about an existing authorization which t' .y would neither want nor, for
the period of the project, be able to alter; and I assumed that the ter-
mination of the meeting meant the subject was being dropped. It was
even remarked that even if a recommendation were made the arliest a
special label could be applied to my sections was the following September.
Naturally, I was completely unprepared when, on the day of the meeting,
the committee's memorandum included the following:

"Distinction Between Program and Lecture Courses in
Accounting 125.

The Committee decided that the two approaches in Ac-
counting 125 are different enough to warrant different
numbers for them. It therefore recommends that the ne-
cessary steps be taken this academic year to assign dif-
ferent numbers to these courses no later than September,
1972.

Because the renumbering may take until September,
1972, the Committee considered the possibility of dis-
tinguishing between the two approaches in the course
schedule booklets. It considered carefully Frank Sing-
er's description of his experiment next fall with four
special programs. It concluded that differentiating
between the two kinds of courses in the course schedule
booklet should result in a sample which is no less com-
parable than the sample obtained under present procedures.
It therefore recommends that the differentiation between
the program and lecture approach to 125 be started now.

MOVED: That the Schedule of Courses differentiate be-
tween the program and lecture sections of Accounting
125 starting with the spring semester, 1971. It is
further moved that the Registrar's Office be asked to
change the computer program so that students can sign
up for the program sections."

The department voted the motion by a 2 to 1 margin. Tlie only person whu

had ever asked me about an adverse student reaction voted with me against
the motion. When one new faculty member complained about making a deci-
sion on a complex and unfamiliar issue the justification was given that
the preparation of schedule booklets allowed no delay. My question about
what was done in my sections to make them "different enough to warrant
different numbers" was not answered. Attitudes which had never been ex-
pressed to me and allegations later proved false were airel. Of course,
having secured the many authorizations required for permission to submit
the project, I fully expected the action to be overruled. More des-
cribing what happened instead, it is necessary to govide some lackground.
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Some background. First, I readily acknowledge that I can not possibly
present a completely unbiased picture. Strenuous efforts have, how-
ever, been made to secure an on-the-record explanation of the position
and action of other parties involved. In over twenty months I have not
succeeded. Therefore, I can only offer a view in which my interpreta-
tion is buttressed by as much fact as I have available.

Ironically, student acceptance was high (Singer, 4) so long as I
had little understanding of what. I was doing. Following my attendance
at the Center for Programmed Learning for Business, however, I both
undertook a substantial revision of the program I had developed to date
and modified the conduct of my classes to provide individualization.1

The establishment of my system coincided with the administrative
abandonment of two practices. One was that a business school student
who started any required course, such as Introductory Accounting,
would not ordinarily be allowed to withdraw. The second was that stu-
dents were required (with exception, rare) to remain in the- section to
which the computer scheduling assigned them. There was no general an-
nouncement of these modifications and students were slow to discover
the altered contingencies.

I did not then recognize the full magnitude of individual differ-
ences. Naively, I kept expecting '.he improvements in my lessons to
make the system the easiest and most attractive way to learn accounting.
It was evident that those students who finished my course were learning
a great deal more than my former methods achieved. The major share of
the attrition occurred when the programmed lessons ran out and those
who had progressed more slowly were unable to keep up with the group-
paced instruction. Attrition rate, in the sense of that fraction of
students who did not achieve the enabling objectives for a subsequent
lesson, had actually fallen. That this lack i.7.13 early made clear

seemed an imprwlement.

Resources were plentiful, and few other members of the department
made useof them. The administration was supportive at all levels.
Three times internal grants were awarded to support my efforts to im-
prove instruction.

There were critics among the faculty, but I heard of the criti-
cisms only indirectly, through the new Department Chairman. Unin-
formed criticism seemed irrelevant, but there also seemed no way to

1. Only recently have I encountered a description of "The Keller
Plan." I recognize a very close parallel.. In particular, my exper-
ience agrees with the comment "several investigators report relative-
ly high drop-out rates from Keller-based courses, and the moss: fre-
quent comment from students who withdraw is that these courses are

-'too much work.'" (6)
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initiate a rebuttal. Even if true, the chairman's periodic asser-
tions that my program would never be adopted by the department
seemed no reason to abandon it. He cooperated quite readily with
each new trial. In one semester, to his everlasting credit, he
used the program in a speeded-up introduction designed for gra-
duate students. His explanation for not continuing to use it was
that the program did not save tire, as he had hoped. Of the sys-
tem he said, "I have no objection to what you are doing."

Instructional Evaluation - A test. During the same term a depart-
mental committee was appointed to make a recommendation on the
future use of "the program." I had no contact with this committee
until, very shortly before the second semester, I was informed
that they planned to test all students over the topics for which
there were programmed lessons on the first day of the second
semester. Certain data and opinion were also to be collected.
I cooperated at some inconvenience, although I objected to the
committee's plan simply to report the data, rather than to re-
commend what should be done. After all, informal comparisons
which I had done would still be relevant. In these (Singer,5)
system students were almost entirely above the 50th percentile
of the conventionol groups to which they were compared. Action
should consider all the evidence.

I was asked to review the test, but the test administered
contained few of the modifications which I had understood would
be made. Sinze I was very much in favor of establishing perfor-
mance data as the criterion of good teaching, I only pointed
out to the Department Chairman how the test might fail to show
an advantage for the system which, in fact, existed - and that
the test was not what I had agreed to. When the committee re-
ported to the department, I found that they had not collected
data on individual items, as I had recommended. Means were re-
ported for a total score and four sub-scores. The entire set of
student comments was listed verbatim. This information was di6-

during a meeting. No recommendation was made.

Instructional Evaluation - Results. While the mean total score
was about 5% higher for those using the system I was very dis-
appointed because I could see that performance levels of system
students were very far from what they once had achieved. No

member of the facilty ever volunteered an opinion of the results
to me. Following the meeting, I asked the Department Chairman
what he thought of the result. He replied that the tests had
turned out "about like you said they would."

When time permitted, I secured a 25% sample of papers from
each group. My only purpose was tc identify the deficiencies.
As analysis proceeded, it became clear that a piCture of the com-
parative results much more favorable to the system might have
been given. The mean for the system group was strongly influ-
enced by the grading decisions of the three novice teachers who
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worked with me. A majority of the very lowest scores were from their
classes and tended to indicate that a passing grade was inappropriate.
At any point above the 15th percentile of the combined distribution,
the proportion of system students who had exceeded any given score was
greater than the proportion of conventional students who had earned it.
For example, 55% of system students scored above the combined median
while 40% of conventional students did. Differences were similar at
other points. When I secured the data deck for all students, I found
this observation to apply to the universe. The chairman of the test-
ing committee received this sort of information cordially, but did
nothing to update the information supplied to the department.

There was a much more profound significance in this data.2 Even
without: the detail to which it was attached, the facts summarized in
the following memorandum, which I later sent to the department faculty,
are eloquent.

Before adopting an outline for Accounting 125,
I would like to see us consider the attached re-
sults conscientiously--and make a clearer, better
plan.

The numbers I have inserted come from a care-
fully-drawn 25% sample of the tests given on the
first day of Accounting 126 last Spring. They are
number of incorrect responses (N=61).

Considering the items, I believe that results,
or standards at least, need to be better. In fair-
ness to teachers of 126, if for no other reason.

Some summary reasons for this opinion, in terms
of this data, are:

Of 27 items tabulated,

14 (more than half) have CLASS success ratios
of 60% or less,

10 were missed by more than half the students.

2 (out of 9 cases where this is easily deter-
mined) were missed more often than blind chance
would predict.

It should be noted that the sample referred to is a combination of the
system and conventional performances. The motive was to cause a problem

2. See also, pp. 32-3 of this report.
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to be recognized. A less favorable, but more threatening, picture
could have been derived from the conventional performance alone.

At the meeting before which the above memo was distributed, a
discussion of standards for the introductory semester was placed on
the agenda for the next meeting. At the conclusion of the meeting
the Department Chairman expressed concern and asked what we could do.
I replied that even the expectation that a similar test would be
given in sections of the second accounting course each semester would
tend to make teachers of the first course more conscious of deficien-
cies which might be revealed. He replied that he would be down to
talk to me very soon about this possibility. Since that meeting I
have inquired an opinion of these results from nearly every department
member. Almost all denied familiarity with the data. When I re-
called some of the facts, not one defended them as reasonable or ade-
quate. Nevertheless, after two years the Chairman has not paid his
visit nor has the department held the scheduled discussion. In my
opinion, these facts are simply too painful for faculty to acknowledge
them. Elsewhere,3 T have described some of the mechanisms which tend
to disguise these realities. I can describe them confidently because
my own tests and other instructional materials contained the same de-
ficiencies until I began to think in terms of criterion performances.

Due Process. The relevance of this test to the department meting re-
ported earlier is that the chairman of the testing committr_e volunteered
several hostile opinions and some false statements which were naturally
very influential. He said:

1. that the scores were "not very different,"

2. that the student comments were "horrible",
and

3. that he and a departed committee member had
deliberately biased the test in favor of
the system students because they thought I
would not accept it otherwise. ;.

If his last assertion were true it would mean that there were no
circumstances under which the test result could be favorable to the
system - had there been poor performance the system would obviously
have failed and even a very large advantage in score would be dismissed
on the grounds of bias. HolTever, I have secured a written contradiction
of #3 from the person supposed to have participated. Since I knew of
strong evidence of an opposite bias, I asked the testing committee chair-
man,in meeting and subsequently in his office, for an explanation of how
he believed the bias was introduced. He promised me (more than once) a
written explanation of what was done, but has never provided it.
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In commenting on my memorandum he declared that my use of a random
start in sampling (rather than random numbers) entitled him t) dismiss
my information (rather than to reply with his own random sample or to
test my sample data for randomness). Yet, analyzing the test results
was his responsibility - my knowledge of the data is due to work that I
have done which he should have. My report of (consistent) results
based on the universe of data has not changed this criticism, yet the
memorandum only concludes that the sample reveals performances that I
would call unsatisfactory. THE SAMPLE MEDIAN IS 31. THE MEDIAN OF THE
UNIVERSE IS 29. THE SAMPLE MEAN IS 31.1. THE UNIVERSE MEAN IS 28.8.
THE SAMPLE CANNOT UNDERSTATE .THE DEFECTS!

This meeting, as it developed, was merely the first in a series of
unprofessional denials of due process. The same person was a member of
the department Personnel Committee. He was also the department's re-
presentative to the Personnel Committee of the School. I am at a loss
to account for his behavior, unless the influence of the Acting Depart-
ment Chairman (from whom I feared opposition) on the pending tenure
decision for this faculty member resulted in an implicit collusion.
The man is a fo.cmer student for whom I have written many recanmenda-
tions. He not only had shown interest in behavioral objectives, but
had prepared some for one of his classes and attested to their bene-
fits. We had discussed writing a joint article on the subject for a
professional journal. Moreover, he wrote to the department, following
my memo on standards, a description.of how we might cooperatively indi-
vidualize the course in question. I was delighted with it and told him
so.

Instructional Evaluation - Affect. Were the student comments "hor-
rible?' I have no doubt that tended to hear very negative ones in
direct student cawmunication. However, puzzled by my inability to see
the gret difference between the comments of system students and those
from coentional sections I asked a colleague, a specialist in educa-
tion measurement to secure some independent assessment. His memoran-
dum reports that the comments could not be reliably categorized and
continues as follows:

"Both groups contained both poq4.tive and
negative commentary in regard to student per-
ception of the instruction, and the consistency
of the commentary is very difficult to identify
due to the difficulty in setting up reliable
categories. Surface, analysis of the two groups
might indicate that the students as such did not
enjoy the programmed instruction format as much,
but that they felt the extra insight gained from
this format was worth the effort. Comments on
the lecture group tended to indicate that the
students were somewhat happy with the experience
but also felt guilty that they did not put in
enough time. Comments like "It's s: nice to see
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Mr. X doing well; I didn't know he had it in him,"
and "Mr. X was a madman with his red pencil" tend
to discount the credibility of the comments.

I would feel that there is no discernible
systematic difference between the two sets of
comments."

Risk - Whose is it? Although I was unprepared for the way in which
it was done, I had been warned that there were risks in trying to
improve learning. The Assistant Provost first suggested to me that
I seek research support. When I remarked that his enthusiasm for
my results did not seem to be matched among my immediate colleagues,
his immediate reply was, "You are a threat, Frank." He cautioned
me to make sure of my Dean's support before I undertook the write-
up. When I made a similar observation to the Dean, he remarked,
"They (the department critics) don't understand what you are try-
ing to do." The project instigator, although on campus, is no
longer connected with the Provost's office. His support, though
consistent, has turned out to have little influence with his suc-
cessors. A conclusion to be drawn from my experience, I think,
is that the empirical improvement of instruction tends to require
a period long enough so that evaluation falls to someone other
than the person who approved the planning and this tends to mean
that all the risks are assumed by the innovator. Moreover, the
same person may not have a reliably consistent attitude.

The Department Chairman read my proposal and recommended to
the Dean that it be submitted. Because of my unsatisfactory ex-
perience in trying to run a controlled experiment - one which would
have been automatic before the administrative changes which coin-
cided with my system implementation, I was careful to ask, "Can we
do what I propose?" The answer had been, "Yes, I think so."

Not only did the Dean read my proposal carefully enough to
suggest rephrasing, it was also necessary for him to secure spe-
cial permission from the Provost's office for payment of a part of
my salary which would not be fully reimbursed by the grant. I felt
sure I was doing what others wanted done. That these others did
not include some teachers in my department seemed natural and not
serious. The environrent has changed, and in today's environment
I would know better, tut I expected that plans made under former
assumptions would be :aplemented and evaluated under the same
assumptions. This has not been the case. (In mitigation of the
behavior to be described, it should be acknowledged that the stu-
dent strike had closed the prior semester.)

Grants, yes: research, no. The Dean would not overrule the depart
ment's vote. When I referred to a committment he opined that this
was too strong a word, despite his signature and mine. He did, how-
ever, agree to request a reconsideration by the department because
"you haven't had a chance to plead with them...."
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About two weeks later, while the department was meeting, the chair-
man of the Curriculum Committee conducted a telephone negotiation with
the project director. Here is her entire report to the Acting Depart-
ment Chairman.

"Upon your recommendation, the Committee agreed
that I should call up (project director) of the U.S.
Office of Education in Boston and discuss with him
the effect of the department's decision on Frank
Singer's grant. I discussed this subject at length
with (project director) on October 27.

(project director) and I agreed that Frank's
project consisted of three parts:

1. The design of 4 new programs to teach
bank reconciliation, petty cash, dis-
counted notes, and bad debts.

2. A comparison of the effects of the 4
new programs versus the effects of
previous teaching methods, i.e., a
comparison between the students in
Frank's two sections and a comparison
between the students in two lecture
sections; and

3. A.comparison between the program and
lecture sections, with and without the
4 new programs.

I poirted.out to the project director that our
decision to differentiate would have no effect what-
soever on the first two parts of the project above
and (project director) stated that his interest in
primarily in the first or developmental part.-

As for the comparison between lecture and program
sections (Part 3, aLc've) (project director) was under
the impression that, due to the computerization of the
assignment of students, each section would contain a
random sample of the total population of students in
the first semester of accounting. I had to point out
to him that this is not necessarily true due to three
circumstances:
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1. The absolute right of students to drop
courses within the first ten days of
the semester as long as they still carry
a full load of classes;

2. The fact that students can add, drop,
and change sections on registration day;
and

3. The fact that it is departmental and
school policy to let students change into
and out of program sections in Acctg. 120.

I told him that the committee agreed that, due to
these three circumstances, the samples are not random
any more but that a bias has been introduced. On this
basis the Committee (and later the Department) decided
that the bias introduced through differentiation of the
sections was probably no worse than the bias existing
under the present arrangements.

The project director and I discussed the possibility
of eliminating the three circumstances mentioned above.
I had to tell him that we could do nothing about the stu-
dent's right to drop courses. As for the other two, I had
to point out to him that it would be unfair to prevent stu-
dents from changing out of or into Frank's sections and yet
let other students change. I also mentioned that I did not
think the Department or the School would agree to that.
But even if we did agree to keep students in these sections,
there are ways and means the students have discovered to get
around that, as I mentioned to (project director).

In conclusion, (project director) stated that our deci-
sion to differentiate and to let students decide whether they
wanted to be in the program sections or not would not result
in Frank's losing the grant. I then offered that we would go
ahead with our decision and that we would review the situa-
tion next spring. If we find then that the project is endan-
gered as it would be, for instance, if very few students sign
up for Frank's section, we could reconsider the decision and
decide not to differentiate but go back to the present system
for the Fall semester of 1971 only."

Notice especially the final paragraph. While, technically, not
promising to suspend the differentiation of my sections it was the
project director's clear impression that this would happen, in the
event of small enrollment. In the meeting at which the committee
recommended continuation of the labelling, but with the indicated
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possibility of reconsideration, I attempted to get specific criteria
for removal of the label established. While I could not do this, the
example of low enrollment was explicitly mentioned as a reason to re-
consider.

Since I had, in fact, had no opportunity to plead with the com-
mittee, even though one or two students had been added since our ini-
tial encounter, attention should be called to:

(1) the inaccuracy of the part 2 characterization
of the project;

(2) the absurdity of the observation that the in-
structional design would be unaffected by a
lack of access to a representative group of
learners;

(3) the assertion cf the impossibility of mak-
ing a rule (abour. the assignment of students
to sections) which had been standard practice
for many years in the near past;

(4) the arrogant assumption that the committee
could judge a degree of bias in hypothetica.1
events. (Of course I had made the point that,
at the very least, it was desirable to have the
computer establish sections and to measure some
ch,racteristics of those who did not remain in
the sections.

(5) the greater concern for the possible loss of
money than for the quality of the effort that
the money would support. (I found this to be
a distressing distinction applicable to all
interested parties other than myself.)

Instructional Options. I knew, better than anyone else, that enroll-
ment would be a problem. However, any reader who might agree with
those who characterize the action as merely giving students "freedom
of choice" is referred to the work on deviants reported in psycholw
Today. When Anthony Doob and an associate reported (arbitrarily) to
randomly-selected individuals that they had made extreme scores on a
series of personality tests they were able,to demonstrate very many
of the manifestations of prejudice, including avoidance, among asso-
ciates to whom they had reported normal scores. (boob, 2) The spe-
cial labelling of my sections amounted to a prominent advertising of
deviance from which recovery was probably impossible.

Some additional history is necessary to understand the full im-
pact of the department's action.
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As a result of preparing the project proposal, I had come very
fully to recognize in Herbert Simon's words, "... one can point
to generalizations of proved validity that demonstrate the futility
of much current practice." (Simon, 3, erphasis added.)4 I had tried
futilely, on many occasions, to generate a meaningful discussion of
objectives; I had found the Department Chairman receptive to reason
when he heard it; and I took approval of the project plus agreement to
a plan (shortly to be described) as indicating 1-,is acceptance of what
I knew. (It should be recalled that this prop .:t was planned to enable
a demonstration of limited individualization - an indication of what the
future might hold.) What was very, very clear was that the continuation
of "current practice" was unjustified - even if the alternativ( was to
close up shop (see Conclusions and Recommendations, p. 47). I therefore
decided to carry out a plan which should force consideration of reform.

The paramount conclusion to be drawn from the testing described
earlier was that there is no discernible requirement for the passing of
the first accounting course. Once this fact was recognized, it was easy
to understand why some students emphatically preferred the conventional
instruction. Requirement of a number of criterion performances before
credit for the course was granted amounted to a contingency contract.
There are two essentials for using this powerful educational technique
(Freider, 3). The first is that the learner desire the reward offered.
This condition is met under the system if the credits are earned.
(Grades are usually high.) The second condition is that the reward be
not obtainable outside the conditions of the contract. Obviously, the
testing showed the reward to be obtainable without useful learning -

which required little time or effort. (There were cases where this
could be said of system students' performance, so far as I know only
among those graded by the novice teachers. However, the message given
the system student who made an average performance on the evaluation
test would certainly have been that he should try again.)

I discussed with the Department Chairman the different progress
rates that we had observed in his trial of the system. He seemed to
understand, and certainly agreed to, a teaching strategy which was a
rational response..

4. Reprinted from "The Job of a College President", by Herbert
Simon, by permissisn of the American Council on Education, copyrighted
1967. Permission to reproduce this copyrighted material has been gran-
ted by the American Council on Education to the Educational Resources
Information Center (ERIC) and to the organization operating under con-
tract with the Office of Education to reproduce ERIC d6cuments. Re-
production by users of any copyrighted material contained in documents
disseminated through tha ERIC system requires permission of the copy-
right owner.
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In the fall of i970, three sections of students were scheduled
for the same hour and for three adjoining rooms. Two teaching assis-
tants and I cooperatively handled the instruction. On each class day
we posted a brief description of the activity scheduled for each of
the three rooms. One of these rooms was always devoted to conventional
instruction based on assignments in the textbook which all students
would later use. The other rooms were used for the operation of the
system. This meant that the student either took provess checks or
studied from his program, in the latter case seeking .uch instructional
help as he needed. All students were advised to check their success
by attempting the self-quiz at the end of a programwed lesson and all
students were required to satisfy the progress checks, however they
had studied.

A Reversal. This plan amounted to a reversal. Instead of allowing
students to choose between negligible standards and those embodied in
the progress checks, to which many students responded by claiming that
they couldn't learn as well from the program, the choice available to
them was, "Which way will you satisfy the criterion performances?"
In other words, in this group choosing conventional instruction was
not reinforced by a less demanding (in fact, trivial) requirement.

By the second class, 90% of the students were :sing the program.
All of the others used the textbook successfully, for a time. A note-
worthy observation is that, while successful in passing the progress
checks, they almost never made use of the conventional classroom.
These were especially capable students. However, it was later estab-
lished that each one of them had sometime found it necessary to shift
to the program (not necessarily permanently) and had found that the
program worked when their normal study had not. It was clearly shown
that, whatever was said, students who had to perform preferred and
needed the system and materials which supported it.

On this group's final examinatior the items which the department
committee had used to test all students were included. The median
performance on these items, including those of some students who had
not attended class for a month, equalled the score at the 85th percen-
tile of the department's prior testing. Nevertheless, before this
semester had ended the Department Chairman informed me, without in-
vestigation, that this experiment was a failure. It was at about the
same time that I was encouraged by the Regional Office to resubmit
the proposal for this project, unfortunately dela7ing its start until
the Acting Chairman took over.

Attrition. The reverse of the performance coin during this semester
of instructional options, especially as vieved by the department, vas
the small percentage of the students assigned to us by the computer who
actually earned credit for the course. Although out of keeping with
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the experiment, since both types of instruction were offered, students
were allowed readily to transfer outside it. During the first week,
these students plus those who decided against electing accounting
amounted to 30% of our original list. Another i0% failed to complete
the semester. The latter, however, included several quite-successful
students who chose a reduced load. (Emphatically, one urgent'reason
for getting objectives considered was the utter irrationality of an
assignment sheet which had been increased by at least 25% in a recent
year.)

The practice which generated the most adverse student comment was
that designed to highlight the schedule which a student had to maintain
to be ready for group instruction. As a matter of motivation, there-
fore, deadlines were announced for the completion of two different
stages of progresq. The first of these came just before the deadline
for withdrawal without grade. (Deadlines were extended in case of
alness, of course) These deadlines were set very conscientiously
on the basis of experience. It was not at all certain that those who
met the deadlines would be ready for the group instruction, but the
principal investigator knew that not meeting the deadline was a cer-
tain sign of eventual frustration. Moreover, student was failed on.
a technicality. If he claimed to have overlooked the rile, he was al-
lowed to show whether or not he had made the necessary progress. (No

one ever had.) According to the department chairman, it was not the
deadlines which were criticized but my unwillingness to award with-
drawal-passing (when the deadline was justified only because passing
was impossible!) It was dismaying to have this action suggested with
no sense of an ethical contradiction. Obviously, it is just such uni-
lateral violations of agreement that preserve bad rules. (The dead-
line has since been moved back.)

Coordination among the three teachers made for an extremely busy
semester. I was also completing the modification of progress checks
for better behavior maintenance - a need identified by analyzing the
sample on which my memo to the department reports. Attrition was in-
creased by the removal of some progress checks which did not effectively
test everything necessary for success on the next lesson. The standards
employed in the semester were deliberately adopted. I conscientiously
considered whether some members of this class would be incidental vic-
tims of a one-semester abberation. I can not believe that misleading
them about their competence would have been a service. In fact, it
teaches failure. Further, if those who did not try (transferred or
dropped in the first week) are excluded, attrition was not abnormal.
Some failures were identified sooner by the deadlines. The choice I
saw was between an endless repetition of pointless, ineffective ritual
and a demonstration of the absurdity of present plans which I hoped
would generate sufficient student criticism to force replanning. I
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expected to be criticized. I recall thinking, "At my trial they will
have to consider :hat is rational." It was here that I misjudged the
Department Chairmal. I have never been alloyed to testify in suffi-
cient detail. My assessment is that student end faculty complaining,
the latter never directed to me, made rationality too burdensome. Ex-

cept for his initial reaction to my memorandum on standards, he has
avoided data ever since. With the passage of time it has become in-
creasingly clear that because learning is not customary it is regarded
by many faculty as not necessary. To act on a contrary assumptior
thus violates student expectations and generates administrative sym-
pathy for their complaints.

The Distinguished Sections. The failure of my strategy to secure
consideration of performance objectives made it very important to the
experiment for me to alleviate the reputation incurred. Whether by
skill or luck, the worst possible time was chosen for differentiating
my sections from others. During the first term under this arrangement,
a total of eighteen students enrolled for two sections. I began with
an announcement that a passing grade was guaranteed to anyone passing
all required progress checks - a task previously expected by mid-term.
Ten students remained enrolled. Five paced the progress checks.
On three parts of the testing committee's test, used on the final, all
were at or above 1:he 95th percentile for its original administration.
(An average group exceeding 100 would be needed to expect five such re-
sults on ability alone:) The other five made amazing progress during
the last two weeks of the term. All of them had taken a month or more
of "vacation" in the middle of the semester.

A Personnel Grievance. Much of the information in this case study was
collected and organized for a personnel grievance case. There were
many motives for entering this wonderland. Those which are relevant
to this case study included the need to remove the environmental con-
straints implied by the de facto standards referred to by my memoran-
dum to the department and recognition that the analysis of faculty
attitude would be an important part of this report. To consider my
performance in the areas of teaching and research seemed unavoidably
to require the equivalent of the "trial" which I have sought to bring
about. The practices I have identified clearly raised the question,
"What in the world are the performances which my colleagues treat as
adequate ter.' aal behaviors?" The grievance process seemed to afford
a means of investigation. Moreover, I was determined to allow (re-
quire) others to be represented by their own testimony, as I have not
been. Alas, two years have been insufficient to produce a record.
One answer to, "What happens if innovative efforts are misunderstood?"
is that explanatory efforts are apt to be extinguished by postponement.
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A Bad Year. Once again, some of my experience is attributable to
the ambiguity of a new procedure. Indeed, the particular procedures
for personnel evaluation which figure, incidentally, in this case
were unique, in some respects, to one year. In the past it had been
a matter of right for a faculty member to present his own report to
the School Administrative Committee for the purpose of merit evalua-
tion. Thus, years of precedent led me to expect, and others mis-
takenly to confirm, that I could tell my story to a School Personr.-I
Committee. This assurance was given as late as the day before IL
was denied. So far, there has been no such hearing at any other
level. There has been no seeming concern for the consequences of
this mistake. A powerful force supporting all University custom,
the evaluation process outlined in Exhibit A (page 18) is barely be-
lievable. Of course, this contrast is an unofficial interpretation,
and I continue to believe that it will ultimately be contradicted.
It is, however, an exhibit which I prepared as a way of saying, "This
is what I understood you to be telling me. Is it really correct?"
The occasion for which it was prepared brought the answer, "Not
quite." Others say, "Yes."

Between the meeting at which my experiment was modified and the
meeting at which negotiations with the project director were reported
to the Department, I met with the Department Personnel Committee. I

did so only because all of its members had voted for the labelling
of my sections and because, as earlier reported, the chairman of the
testing committee, who had expressed such antagonism, was also on the
Personnel Committee. At the time, I felt that clarifying the con-
siderable misunderstanding might alter the apparent sentiment. Al-
though I did not know it, and could not recognize it- from the meeting,
the Investigating Committee report tells me that this committee's pur-
pose was to inform me of a decision they had already made. After an
entire morning spent in preparation, I found that the meeting space
was available for one hour. With a late start, interruptions to
warn me against carrying out what I had contracted to do, and a need
Lo explain unfamiliar behavioral ideas, I was unable to complete my
first point. I was able to detect no concern f..r this, even from one
committee member with whom I completed the point (and expressed dis-
satisfaction) after the meeting had ended. I was later faulted for
not insisting on more of this futility. All committee members are
C.P.A.'s. Their Code of Ethics states: "Expressing an opinion ...

a member or associate may be held guilty of an act discreditable to
the profession if ... (c) he is materially negligent in the conduct
of his examination or in making his report thereon; or (d) he fails
to acquire sufficient information to warrant expressing an opirion ..."

Throughout this time I was working every available minute to
respond to the cooperating instructor's wish for early availability
of the Bad Debts lesson (Methods, p.8 ). Without any of the harrass-
ment I e%perienced,I was in the situation of undertaking, with a
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half-time teaching load, what I originally proposed for full released
time. Moreover, the course I was teaching was both new and jointly-
taught. One might feel that merely managing to survive the semester
was meritorious.

The Department awarded no merit. The Dean subsequently raised
this to a category characterized as "below average." The Acting Chair-
man included in his evaluative comments an assertion about unsatisfac-
tory teaching based on an incident to which he admitted having no
knowledge. Neither I nor another team teacher of the course in question
had been consult2d in any way. The investigative committee regarded
this as unimportant. However, immediately after its report (five
months later and after final merit decisions) the AAUP grievance chair-
man secured the removal of this reference fL.r the record. It has
since been contended that this matter was not important to the evalu-
ation and the University Tenure and Grievance Committee seems not to
feel that the tacit admission of negligence is evidence of bias.

A Formal Grievance. It is important to remember that we are talking
of the consequence of not teaching students to fail and of the absence
of responsive, friendly feedback in the system - not the personal
problems of an individual. It was June before.' assembled the 11
copies of a carefully documented formal grievance. I then learned
that nothing more could occur until after some electionsrin the fall,
but I was given every encouragemelt by the outgoing chairman (with
whom I remained in contact in his role as grievance chairman for the
local AAUP chapter). The next activity was in November. The new
committee did not feel that a grievance existed, but asked their
chairman to make sure. He eventually became very supportive, but
now led me to expect nothing and to bring a lawyer to the conference
wl,e1 the subcommittee. I was really surprised when the outcome of
the Meeting was an agreement that the following memorandum would be
written:

The University Tenure and Grievance Committee has
received and examined a grievance brought to the committee
by Professor Frank Singer of your department. Subsequently,
(acting chairman) has responded as has the departmental
personnel committee. There has also been a study of this
problem by a committee of the School of Business.

ProfessOr Singer has asked for a formal hearing con-
ducted by the Tenure and Grievance Committee. A ,albcommittee

made up of ( committee names) have subsequently talked with
Professor Singer and would like to propose that this problem
can be handled on the departmental level rather than by formal
hearing.
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Professor Singer's grievance is that the record, as
given in his personnel evaluation of 1971, contains in
it from him a specific reference to work which he has
performed and Is performing relative to developing teach-
ing methods accounting courses. The comments by the
department head, although referring to Professor Singer's
teaching abilities and other activities, seems to ignore
completely the specific project which Professor Singer is
putting forth as his activities of the year. The responses
given to the grievance again ignore ,this particular point.
If a man should undertake, with approval, to develop
methods of teaching as part of his research 83 well as his
teaching obligation, then it would seem improper to reject
this work without proper evaluation.

We therefore suggest that if negative comments are
to be inserted into the record of Frank Singer, they be
substantiated by evidence of proper methods of evaluating
his project. When Professor Singer is Pctempting to de-
velop methods for substantially,improviig the teaching of
the fundamentals of his field, the mere observation of
popularity of the course does not seem a complete or
adequate test.

The Tenure and Grievance Committee does not wish to
project itself into the prerogatives of a department to
determine the curriculum, methods and standards. We do,
however, feel that a member of the department does have
the right to request that his work be evaluated in terms
related to the objectives he has put forth for his work.

Justice De2myPd is ... The memorandum is dated April 4! It was not,
in fact, delivered to the Department Chairman until after mid-April.
After a week I inquired how the Department Chairman would respond.
To my astonishment, he indicated that he had not expected to. He had
provided two clarifying memoranda for inclusion in my grievance, both
of which pleased my attorney. In one of the memoranda he had written:
"Frank's analysis of the comparative testing in the spring of 1969
poses some legitimate questions regarding the data originally reported
by the committee." He was now refusing to have the legitimate ques-
tions explored.

Grading. One might sum up the personnel evaluation procedures, ob-
viously a major component of the University system's management of
the contingencies of faculty reinforcement by saying t'hat it is
essentially a process of grading and that there is very great resis-
tance on the part of the administrators to implementing, operationally,
its supposed feedback function. Unless one wants to view the matter
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as a violation of religious freedom, there is a great deal of super-
stition involved. So far as teaching goes, the results being evalu-
ated are often, perhaps, invariably, much more the product of the
administration than of the teachers being evaluated. (Administrators
grade others on their own performance!)5 As often as I could, I have
supplied the Chairmaa and Dean with indicators of the support I
would need, which they have often acknowledged and even praised.
All authorities seem to agree, but here is an especially clear and
well-stated example which I used. (The emphasis is supplied.)
(Bratten, 1.)

"Educators who elect to develop a system
to manage some aspect of their operation should
be cautioned that this effort can have revolu-
tionary effects on an organization. Those who
take this step are committing themselves to re-
sults, and must therefore be prepared to view
their methods, or mean::, as hypotheses._ :!ore-
over, it is essential to understand that pre-
cisely defined and measurable objectives are
the sine qua non of the systems approach. In_

practice, the task of finding and constructing
the instruments that will define objectives in
precise, measurable terms is a critical activi-
ty, and consumes a major part of the energy
used to develop a system.

It needs to be made clear that the systems
approach merely establishes a requirement for
objectives; it does not, in itself, produce them.
Choosing objectives is--as it always has been- -
the clear responsibility of the highest authority
in an organization. Unfortunately, there is no
way to ease the burden of this responsibility.
When a school official - -or perhaps, more appro-
priately, a school board -- specifies precise and
measurable objectives for a school or school
district, the organization can then take a ra-
tional and manageable approach to improvement.
Without this specification, improvement is an
undefined term, and attempts at improvement
must be regarded as whimsical.

Although I do not believe °Lie could secure a statement of this
policy, it has become abundantly clear that the present University

5. See also pp. 31-2 of this report.

A-22



E
X
H
I
B
I
T
 
B

S
u
m
m
a
r
y
 
o
f
 
P
e
r
f
o
r
m
a
n
c
e
 
D
e
f
i
c
i
e
n
c
i
e
s
 
O
b
s
e
r
v
e
d
 
i
n
 
S
e
n
i
o
r
 
C
l
a
s
s
,
 
F
a
l
l
,
 
1
9
7
0

W
h
y
 
s
t
u
d
e
n
t
s
 
s
h
o
u
l
d
 
d
o
 
w
e
l
l
:

W
h
a
t
 
h
a
s
 
a
c
t
u
a
l
l
y
 
h
a
p
p
e
n
e
d
:

1
.

4
 
p
e
o
p
l
e
 
c
o
o
p
e
r
a
t
e

I
I
.

T
h
e
y
 
h
a
v
e
 
a
 
t
e
x
t
b
o
o
k
 
w
i
t
h
 
e
x
a
m
p
l
e
s
.
 
(
f
o
r
m
u
l
a
s

f
o
r
 
s
t
a
t
e
m
e
n
t
 
i
t
e
m
s
)

T
h
e
y
 
h
a
v
e
 
4
 
p
e
r
i
o
d
s
 
o
f
 
p
r
i
n
t
-
o
u
t
 
f
o
r
 
t
h
e
i
r

o
w
n
 
f
i
r
m
.

1
1
1
.

T
h
e
y
 
h
a
v
e

a
.

t
i
m
e
 
t
o
 
c
o
l
s
u
l
t
 
r
e
f
e
r
e
n
c
e
s
.

b
.

o
p
p
o
r
t
u
n
i
t
y
 
t
o
 
a
s
k
:

1
.

a
b
o
u
t
 
u
n
f
a
m
i
l
i
a
r
 
t
e
r
m
s
,
 
e
t
c
.

2
.

w
h
e
r
e
 
t
o
 
f
i
n
d
 
d
i
s
c
u
s
s
i
o
n
 
o
f
 
t
o
p
i
c
s
,

s
t
a
t
e
m
e
n
t
s
,
 
e
t
c
.

f
o
r
 
i
n
t
e
r
p
r
e
t
a
t
i
o
n
 
o
f
 
b
o
o
k
 
a
n
d

p
r
i
n
t
-
o
u
t
.

I
V
.

I
n
s
t
r
u
c
t
o
r
 
c
o
m
m
e
n
t
 
o
n
 
a
 
1
s
t
 
a
t
t
e
m
p
t
 
a
t

e
a
c
h
 
p
a
r
t
 
o
f
 
p
l
a
n
.

N
e
v
e
A
t
h
e
e
m
s
,
 
b
y
 
t
h
e
 
A
o
m
t
h
 
c
1
_
 
o
4

o
n

4
 
o

1
0

t
e
a
m
4
 
z
u
b
m
i
t
t
e
d
 
t
h
e
 
a
z
z
i
g
n
m
e
n
t
 
o
n
 
t
i
m
e
.

O
n
e

t
e
a
m
 
s
a
i
d
,
 
"
W
e
'
v
e
 
A
p
e
n
t
 
4
-
L
x
 
h
o
w
l
s
,
 
a
n
d
 
w
e
 
j
u
4
t

c
a
n
'
t
 
d
o
 
t
t
!

W
e
 
d
o
n
'
t
 
m
n
t
 
t
o
 
j
u
4
-
t
 
p
a
t
 
d
o
w
n

n
u
m
b
e
u
.
"

(
C
a
s
h
 
b
u
d
g
e
t
 
o
n
 
a
u
-
4
h
 
6
-
e
m
 
4
o
t
e
c
a
a
t
)

!
(
a
n
y
 
e
t
e
m
e
n
t
S

t
h
e
 
p
a
w
s
 
v
i
o
l
a
t
e
 
g
a
m
e
 
A
u
t
e
s
(
e
.

9
.
 
4
p
e
c
i
6
t
e
d
 
%
 
o
6
 
z
a
t
e
o
-
 
w
h
i
c
h
 
u
i
e
.
.
t
e
 
b
e
 
A
e
c
e
i
v
a
b
t
e

n
o
t
 
o
b
s
e
A
v
e
d
)

.

D
i
i
i
6
e
t
e
n
t
 
e
e
e
m
e
w
t
a
 
o
6
 
t
h
e
 
t
e
p
o
n
t
 
c
o
n
t
t
a
d
i
c
t
 
e
a
c
h

o
t
h
e
n
.

M
o
r
t
 
c
a
t
e
c
t
e
d
 
a
t
e
 
z
a
t
e
z
 
t
h
e
n
 
c
o
t
t
e
c
t
e
d

i
t
e
c
e
i
v
a
L
e
e

i
n
 
t
h
e
 
n
e
x
t
R
-
i
z
i
o
d
.

Q
u
a
A
t
e
t
t
y
 
d
a
t
a
 
w
o
u
l
d
 
n
o
t
 
L
u
m
,
 
e
v
e
n
 
a
p
p
t
o
x
i
m
a
t
e
t
y
,

t
o
 
a
n
n
u
a
t
a
e
t
h
o
u
g
h
 
L
a
t
e
n
t
 
t
o
m
e
 
t
e
a
m
4
 
a
d
d
e
d
 
4
 
q
u
a
t
-

t
e
t
t
y
 
b
a
e
a
n
c
e
 
z
h
e
e
t
z
 
t
o
 
m
a
k
e
 
a
n
n
u
a
l
 
t
e
p
a
t
t
!

I
n
 
o
n
t
y
 
o
n
e
 
e
a
s
e
 
d
i
d
 
a
 
l
i
o
t
t
y
n
a
t
 
A
e
p
o
i
t
t
 
c
o
n
n
e
c
t
 
e
v
e
k
y

d
e
6
i
c
i
e
n
c
y
 
-
t
o
 
w
h
i
c
h
 
c
o
m
m
e
n
c
e
s
 
c
a
l
l
e
d
 
a
t
t
e
n
t
i
o
n
.

E
a
c
h
 
t
e
a
m
 
w
a
z
 
t
h
e
n
 
i
n
v
i
t
e
d
 
t
o
 
c
o
m
e
 
O
f
t

i
n
t
e
r
i
v
i
e
w
.

T
h
e
y
 
w
e
r
e
 
t
o
e
d
 
t
h
a
t
 
a
n
y
 
a
m
e
n
d
m
e
n
t
s
 
t
h
e
y

w
e
e
 
o
w
 
r
e
a
d
y
 
t
o
 
m
a
k
e
 
w
o
a
d
 
b
e
 
t
r
e
a
t
e
d
 
a
s
 
t
h
o
u
g
h
 
t
h
e
y
 
w
e
r
e
 
t
h
e
 
o
n
i
g
i
n
a
t
 
p
a
n
.

N
O
T
 
O
N
E
 
T
E
A
M
 
B
R
O
U
G
H
T
 
O
N
E
 
C
O
R
R
E
C
T
I
O
N
!



of Massachusetts grievance procedure substitutes the whim of a com-
mittee for the needed specification. Moreover, the committee is
elected toward the end of the academic year in which the performance
to be appraised has already occurred!

Consequences. Again, it is the consequences the effect of system
defects on the behavior of teachers which deserves recognition.
The course which I helped teach during the first semester of instruc-
tional development provided a graphic and distressing example of what
is being defended by "collegial authority," as applied. The course is
a simulation of management decision making. Roughly the first two
weeks are devoted to assignments which are installments in the prepa-
ration of a plan for the management of the simulated company. A
major part of this activity is the preparation of pro forma (forecast)
accounting reports which show what the students expect their company
plan to produce. About mid-November my colleague and I requested an
interview with the School Administrative Committee to discuss an
"academic emergency." Exhibit B outlines the observations that we had
to report. The essential message is that nine of the ten teams Fad
failed to demonstrate the achievement of any goal at which several
core courses including the elementa::3 accounting course, are aimed.
It is certainly not ccntended that the observations are the result,
merely, of one poor course. The vestigial planning for behavior main-
tenance can be ignored by students, and this maintenance is essential.

There was no response from the Committee to my question about
how to proceed. Typical of the stress on technicalities which greets
efforts to define. a problem was the response that there was no emer-
gency because performance had probably been no better last year.
One might call this an emergency of complacency.

At this point in the course my colleague collected student
opinions. Only one was negative. Many indicated that this was the
best course they had had, yet fewer than half the teams had made
satisfactory plans at the end of the last class period. The criteria
were that the plans not contradict the game rules (used for 19 deci-
sions) and that they be internally consistent. By requiring that
these criteria be met, but allowing extra time, we secured a satis-
factory plan from every team. Nevertheless, I received complaints
about the failure rate. The response that only when a score onthe
final (open book, 20 objective questions) was chance or poorer was
a failure awarded did no': evade this criticism. There was no ter-
minal assessment of student opinion, but it was clearly viewed as
very negative: by those who criticized.

"Essentials",. Of course, the Acting .Department Chairman was present
at the Administrative Committee meeting. I was not present at the
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next Department meeting; so I do not know whether his asking the
curriculum committee to consider the adequacy rf the first account-
ing course was in any way connected to the foregoing. Soon after,
much to my delight, the committee reported that it planned to
formulate objectives for all levels of financial accounting. It

asked the Department membership to forward its views on what account-
ing knowledge was "essential", separately, for accounting majors ani
for non-accounting majors. I was suspicious when uhree weeks were
allowed, but I replied with the basic memorandum that I had prepared
the year before. The covering memorandum which follows reflects my
disappointment in what was actually under way.

"I'm very pleased to see the question about
what is essential for a business graduate--since
I assume this implies essential to courses which
unavoidably lie enioute to graduation. As you
will see, I don't think it useful to restrict
one's attention to "accounting knowledge," and 1
caa't think of anything essential to a non-major
that I wouldn't consider necessary for a major.
However. "essential" is the right question to
consider, but one also needs to say how you think
you can tell whether it has been attained--for
the sake of communication. (An adequate answer
by March 10, is therefore impossible, but a par-
tial answer is a step in the right direction.)

Experience has taught me, however, not to
take these things at face value. While I found
some uncertainty about what the committee really
plans to do, these members with whom I've talked
seemed to think that it is likely that

a list of essential things will be com-
piled, but that non-achievement of th,:lso

-1Pessentials would not be a barrier to a
passing grade!

If this is correct, I certainly don't want to
waste anybody's time. So long as it', true
that the way a student is told he needs to
spend more time on a goal is to give him an F
(a very bad practice, which a look at what is
essential, and the facts of human diversity,
should lead us to condemn) then I do mean by
"objective," that-without-which-it-isn't-good-
enough.

The attached is only a slight re-working
of an earlier memo. If we can get no more tIlaa
this in a semester, a year or three years, it
is better than a little memory of details and
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half impossible answers on very fundamental prin-
ciples. I do want to emphasize that I'm talking
about what a student learns to do--not ;,hat he
does along the way, but when he does less; he has
to show that he can do better--but soon, not by
taking a whole course again.

I am talking about what a student intends
to do. For example, if he answers "true," to
the statement, "Expenses are a kind of liabili-
ty." I want to know what he would dc' if we give
him another test almost right away, include that
item, and give him no indication that we are in-
terested in that particular item. If he would
miss it again, he thinks wrongly about two cru-
cial concepts. I'm not proposing we test each
student's every error this way, what I would
point out is that there are many such parts to
any test (most tests?). It's wrong to believe
that, by chance, a student did five times, all
on the same exam, what he would do (if he knows)
once in a hundred times (in each case). But he
should if such a freak did occur, soon have the
chance to show that it did.

I'd jusc add, for now, that these (attached
goals) still apply ac intermediate and advanced
levels--and, incide,tally, if 130 isn't going to
use and maintain these capabilities, it's point-
less to teach them in 120--so these are objectives
for 130, also. I'd be glad co talk to the com-
mittee to clarify, BUT it's a waste of time to
make a "wish list" that leaves unspecified what we
will teach la example is really, truly essentially
essential and necessary. If you want that, you
want to know what tests (including observations)
shoulJ be used, AND how to grade those tests.
Keep up the good work, but don't expect miracles
by March 10.

Ultimately, this committee.recommended a new textbook for the ele-
mentary course. Its report included ajist of "objectives" in which
the most frequent term, by actual count, is "et cetera." In meeting,
the committee changed' the word "objectives" to "topics," explaining
that the task was too large to be completed before the next year and
stating their intention to continue it. They did not do.so.
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As planned and implemented, the revised course abandoned re-
sponsibilities to courses which depend on some capabilities that
elementary accounting had been suppoSed to achieve. I know that
the department chairman shared my concern. He required two attempts
from two different groups to produce some operational oojective
statements, without success. He also asked me to submit some
sample material pertaining to my intentions. I do not know what
happened to them. I don't know when he changed his mind, but now
he acts as though these events had not occurred. The performance
of the chairman is reviewed by the department every three years.
His review is due, and I am not the department.

"Reconsideration." As reported under "Methods," (pp.11-2) the spe-
cial labelling of the system sections was not removed. My motion
for removal lost by one vote. Included in the majority were two
students with whom I had no acquaintance. They asked me no ques-
tions. Prior to the meeting, the following two memoranda were dis-
tributed:

The Undergraduate CurricUlum Committee re-.
commended to the department members in regard
to the distinction between Accounting 120 and
Accounting 115:

Last Tall, when the Committee recommended
to the department that students be given the
choice to enroll either for a regular section
of Accounting 120 or for one of Frank Singer's
"individualized" sections, the Committee agreed
to review its decision this spring. At its
spring meeting on March 31, 1971, the Committee
di review the case.

It is the unanimous decision of the Com-
mittee that the distinctions between Accounting
121) and Accounting 115 should continue and that
it should not be rescinded for a semester during
the 1971-72 academic year.

I replied:

1. At no time in the past have I discussed with the
,ommittee either the past or present practices in
my .actions of Acctg. 120. Before the committee
was fully constituted I did answer questions about
my research design - not realizing that anyone
would presume to alter its features.

2. I believe many of you who were present when (Com-
mittee Chairman) reported her conversation with
(project director) will be surprised to learn, as
I wao, that the discussion of conditions which
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would warrant removal of the labelling for pur-
poses of the research did not imply .hat if this
spring's enrollments were toc low to serve as
treatment groups in the research design the com-
mittee might nonetheless recommend against the
temporary suspension of labelling. The lack of
enrollment was the one condition which I felt had
been clearly identified as a reason not to label.

3. Because it was necessary for me to talk to (project
director) last week about postponing the deadline
or a progress report, I know that it was his clear
impression that the research would be protected at
least to the extent of removing the labels if the
enrollment this spring would make inadequate (ex-
perimental) groups.

4. It seems to me the committee should reveal some
reason for its unanimous decision.

Afterward, I asked one committee member for an example of what he
thought would have led to a favorable recommendation. He could
give none.

The project could not have been completed on time. To give
due credit, there was ready agreement from the Chairman and Dean
to the extra semester of involvement. It in no way detracts from
their good intentions that the consequence for me is that I lack
resources for developing the lessons, but have them for establish-
ing any inadequate outcome. The remaining events of direct signi-
ficance to the project have been covered under Methods.

More Grading-Conflict of Interest. The case study of what happens
to a teacher who undertakes to have students learn more would be
incomplete without a report on personnel evaluation of the first
projeC- year. Again, the department awarded no merit and this time
was sustained by the Dean. The initial reaction to my complaint
that 'two of the members of the department Personnel Committee were
respondents in my unresolved grievance of the prior year was sympa-
thetic, but ultimately it was concluded that no exception could be
made - despite the fact. that Personnel Committee members, themselves,
are evaluated only by the Dean.

My personal dilemma was the expectation of a hearing on the
prior year's grievance, in which my main demonstration would be that
the respondents could not state my version of the personnel issues.
I did not, therefore, appeal the personnel action on my case within
the department.

Conflict of Test-Imony. The chairman's comment includes the statement,
"He is in the urfcrtunate position of being involved with research

A-28



activities which are not appreciated by his colleagues, and has been
told that continued efforts of this nature will not be rewarded."

In the prior year, the Acting Chairman had attributed this position
to the Chairman, while I knew the facts to be otherwise. One of the
memoranda which the Chairman wrote for inclusion in my formal griev-
ance says, "What I said to him in the 1969 evaluation was that he
had demonstrated an ability to engage in other kinds of research that
are more likely to be appreciated by other faculty members and, there-
fore, (be) more rewarding."

Consequences are Policy. I was able to secure a hearing from the
School's Personnel Policy Committee without the presence of the two
respondents (however, I later learned that they had participated in
the discussion of my appeal). I felt the hearing was sympathetic.
No exceptions were expressed to the case I presented. It was indi-
cated that I answered the few questions raised in a convincing manner.
However, the committee did not recommend an altered merit award. The
nature of my appeal is revealed by the questionnaire which I sent
to each member of the school committee who had heard my presentation.
Again, the major purpose was to make sure that they had an oppor-
tunity to be represented exactly as they would wish to. The point
I tried to make with them is ,-.hat allowing the department decision
to stand, coupled with a failure to contradict the views which I had
expressed and the evidence I had presented to contradict the depart-
ment decision, led me to three conclusions which I was attempting to
verify or clarify. No one answered the questionnaire. It follows:

Am I correctly interpreting the SBA Personnel Policy Committee?

1. Student opinion summaries of dubious validity, negligently
compiled, are more important indicators of "teaching effective-
ness" than data on student performance "which is a complete
answer to the suggestion that my teaching is ineffective."

Choose one.
1. yes 2. yes, with qualifications
3. no 4. no, with qualifications

Qualification of 2 or 4:

2. A-very important criterion of faculty evaluation, though one
nowhere stated, is that a faculty member should engage in "acti-
vities" appreciated by his colleagues, only. Neither others in
his discipline nor members of other SBA departments are colleagues,
within the above usage.

Choose one.
1. yes 2. yes, with qualifications
3. no 4. no, with qualifications
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3. I should not have attem)ted to fulfill the contract on which
my research was based (zlince this is not P.ppreciated).

Choose one.
1. yes 2. yes, with qualifications
3. no 4. no, with qualifications

Qualification:

The chairman of this committee did inform me that they had re-
commended that I be told what I should have done to deserve merit.
When I inquired about this, the Dean said that the recommendation
had seemed to him perfunctory. It said, "Voted: to recommend to
(Dean) and (Department Chairman) that Professor Singer receive ex-
plicit instructions on a definition of performance deserving merit
recognition for him in the future." Upon my inquiry, the School
committee chairman attested to the committee's seriousness and ob-
served that they had not only sent the memo, but had discussed
the matter with the Dean as well. As this is written, it has been
three months since I received a memorandum in which the Department
Chairman was instructed to supply the recommended statement "as
soon as possible."

New Rules; What are They? In the meantime, the Department has
acted again. They have removed the special numbering of my sec-
tions.' Whereas they emphasized concern for students in not re-
moving the labels a year earlier, the concern now is for "an un-
fair burden on instructors teaching Accounting 120." The follow-
ing motion was also passed.

"IT IS MOVED that programmed or individual-
ized instruction of the introductory accounting
course be discontinued after the 197h-ii academic
year unless enrollment in the Fall Semester (1972)
increases to a level comparable to that of lecture
sections and a comparable percentage of the students
initially enrolled in programmed or individualized
sections complete the course within the semester.
Data regarding final grades are to be submitted to
the Department Chairman by the end of the grading
period."

Aside from the error in 'the implied view that two years of
labelling my ,sections will not affect next semester, :he obvious
unfairness of the action is the pretended separatior between en-
rollments in my sections and standards in other sections. If I
wanted to engage in competitive debasement of standards, I am
prevented by lack of information abol.t what will be done by other
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teachers. The outcome will certainly be that "programmed or indivi-
dualized instruction of the Introductory Accounting course be dis-
continued." While initial enrollments may be comparable, it is
impossible to give a class accurate feedback about their mastery of
material without drawing a sharp contrast with the requirements in
other sections and without revealing that even a minimum is too
much for a significant fraction to accomplish in the time they have
allowed in their schedules for this course. To fail to give ac-
curate information is to prevent adequate achievement by several
who, when accurately informed, can and will succeed. Requiring
that the percentage of students who complete the course parallel
that of other sections is a requirem#nt that I guess what stan-
dards will apply in other sections.

A more punishing consequence of this action is my inability
to get an interpretation of the prohibition. As stated, every
activity and feature of my teaching is proscribed. There is no
way to plan altered efforts which will not be subject, ex post
facto, to the claim that I have done the forbidden.

Avoidance, again. Some colleagues encouraged me to respond to
the legislation with a proposal on standards. I submitted the
following to the department curriculum committee.

"No course shall be offered in fall '72, or
after, for which the teacher(s) has not filed, at
least 30 days in advance, 5 sample test items,
however modest in difficulty, which every student
who passes the course will be able, to satisfy by
the end of the course.

Scoring directions (and sample solutions)
will accompany the test items, and the teacher
will provide an answer, satisfactorily clear to
the questioner, as to how any hypothetical an-
swer is to be evaluated.

Teachers agree to demonstrate that each
student ho receives a passing grade has suc-
ceeded with items like the sample. They also
agree that in the immediately subsequent semes-
ter two failures to satisfy the items (during
the first two weeks) shall constitute sufficient
evidence that this requirement was not met in
the prior course."

The committee recommended that the five items be submitted as a
basis for discussing standards. Consideration of both proposals
was postponed. The last meetin!. adjourned without either being
considered.
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Strange Secrets. Naturally I complained to the Dean about "unconstitu-
tionally vague" legislation. He has also reviewed my grievance case.
At first it appeared to me that I was finally making progress. It

seemed to me that every feature of my grievance case was acknowledged.
I was invited to write a brief statement of what I would consider to
be a satisfactory resolution. I do not understand the reasons for its
rejection. (Policy wouldn't: allow it.) I cannot say whether I in-
variably misinterpret these exchanges or whether I somehow miss a vital
logical link between the evidence on which there is agreement and the
decision which I think it contradicts. Of course, to me the rules
seem very unpredictable. The nature of this dilemma is revealed by
this excerpt from one of my attempts to find out. From my memo:

"Specifically, will you be responsible for any of the
following things which you said to me .(by putting them in
writing)?

1. That it looks as though I have a grievance against
(Acting Chairman).

2. That there is more learning in my classes.

3. That my enrollments are influenced by the different
standards in other accounting sections (and that you
had had similar experience in your own teaching).

4. That I should reduce my standards regardless of the
effect on learning (rather than that the department
should raise its standards). In this case the only
responsible way to advocate such a change is to state
precisely what standards I should use and to absolve
me of any responsibility for the consequences of do-
ing so. I've asked for that for years. There is
barely time to operationalize these instructions. I

need a very long lead time to modify the work of many
years."

The answer to my request for written confirmation was negative. The ac-
curacy of my interpretation was not commented on except for pointing out
that "I will accept that" (there is more learning..) might only mean that
my contention was accepted for the sake of argument. I am still not sure
whether it did mean that, and if the data is not believed I don't know
why. Not only have I made one mistake about the consequences which
would follow particular behavior, but I have been unable to find out
what mistak I made.

The matter is currently under e.ppeal to the Vice Chancellor for
Academic Affairs. He indicated that 1 was entitled to a "statement of
reasons and means" from both the Dean and the Department Chairman. Both
have supplied memoranda which say "I cannot."
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There are grave consequences for trying to improve learning - at
least if one succeeds. There are rewards for the use of methods which
lack even the potential of success. There is unwlllingness to say so.
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Midterm exam NAME

SECTION NUMBER

wer this part of the test in the yellow

been entered in UNtitled T-accounts inside the yellow

1. Recording transactions (Ans
booklet.)

I. This is a transaction which has
booklet.

TRANSACTION A:
Donated $10 worth of stamped

(a) Find the titles of the two
list, and write each title

Advertising $ 12
Accounts Receivable 40,

Cash $ 100
Customers'

Advanc^ Payments $ 20

envelopes to the Red Cross.

accounts which should be used fa7 it in the following
on the appropriate account.

Donations ...$ 5

Due to Creditors.. $ 550
Gain on Sale of Land....$ 4

Hugh Ess, Capital $2680
Income from Services. $ 100

Office Equipment $ 35
Prepaid Commissions $ 40
Real Estate $3200
Supplies on Hand. $ 22
Taxes Dye $ 100

(b) Enter the balances of these two accounts as given in the above list.

(c) Enter the titles. AND balances of the other accounts listed (as someone has
already done for the first three accounts). The balances are normal for the
indicated class of account. Each account must be placed in the section
established for its class. You will have a complete ledger when you have
done it correctly.

II. Record the proper debits and credits for each of the following transactions in the
ledger you established in I, above. When other accounts are needed (MAKE SURE!),
you set them up in the anvooriate section BE SURE TO KEY the
amounts you enter for a transaction with the letter which identifies it here
(no keying, no credit). See I, again, for the example given (A).

TRANSACTIONS:

B. Issued check for $55.50 to Southwest Power Company in payment of the heating
and lighting bill received today.

C. Received tax assessment for $120, payable at end of month.

D. Sold land which had been acquired for investment purposes. Received $500
in cash, and a 5%, 1-year note for $1500. The land had been acquired for $2200.

E. Paid clerical and administrative' salaries of $300 for the month.

F. Signed our 6%, 60-day note for '1000 and gave it to John Fisher, the local
capitalist. Received his checK in the face amount.

G. Purchased Supplies on account, Stanley News COmPanyt$200.

H. Sent a bill for services to the City of Toledo, 200 dollars.

13-1



p.2 2. Ledger interpretation

I. In the ledger of Zelda Finch, self - employed typist, which is shown below

a. What is the present balance of the Cash account? $

b. What is the sum of all credit balances? $

Cash Accounts Receivable

Balancc 600 (b) 50 Bal. 1100 I (a) 300

(a) 100

(d) 500
(c) 100 (d) 900

(0 10 Notes Receivable

(a) 200 I

Typewriters Office Furniture

Balance 750 (c) 125 Bat. 400

Income From Services

Paper & Su lies

Balance 75

Zelda Finch, Capital

(e) 10

IBal. 2925

Utilities Expense Zelda Finch, Drawing

(d) 1400 (b) 50 I (c) 225 1

II. In the forms provided (below and next page), show 3 COMPLETE transaction analyses

.
which preceded the entries for a, c, and;e in Zelda's firm's T-accounts.

(a)
St( p I. (I i a.

a,h, r c) it is a (TSTWIER.
Step 2. Step 3.

Step 6.

Stcp 7.

MORE or 1, 9
N;7r

$

$

ZERO fV)
$4 ---oR

I no!_

account and amount.

S-

5

)

expense
S

. i nvestmcnt rcvonue

h.

It i a SCP1)1.11.
Step 4.

c.
It &Ming vsath it

Step 5.

qORS or LESS

ZERO (V) )

$4. OR

S- )

d ; nvestment

income

Stcp I. (Circle a.
(C) a, b or c) It is a CUSTOMER.

. Stop 2. Step )3.

o h.

7.

MORE to
N7

or

$

IS

1

sr . ZERO
$+ OR

I: not z,ro,
account and amount. ZERO

c xpensc

Inv Cs tmen I

M .. ....
b.

It is a SUPPLIER.
Step 4.

S

C.
It is dealing with its.OWNF:..

Step 5.

RE or LESS

ZERO
$4.

IS

disinvestment

income

B-2 revenue



SILT I. (Circle a.
(e) a, b or c) It is a CUSTOMER.

Step 1. Step 3.

p h.

7,

MORE or k51.

is

I$1,

ZERO 0)
$4' OR

$*"

ii not zero, sho.,:
account and amount . ZERO

Inv( stment

(J)

b. c.
It is a SUFFLIER. It is dealing with ItS

Step 4. Step S.

e am. err am. =mu. am. mm. Nam am. Amm .11 ow. ~ID

3. END OF PERIOD CLOSING:

FIORE or LESS
c7

S

Is

ZERO_ )
5+ OR

S

disinvestnh pit

income

revenue

A. The accounts shown below are the ledger for Ritz Theater, Inc. A line has been
drawn to enclose all of the proprietorship accounts, both permanent and temporary.

Make any correct set of entries to close the books. (You may set up a Profit and
Loss account in the blank T-account (OR NOT) a you choose.)

Accts. Receivable Buildings Theatre Furniture
-weN......0....

Cash Accts. Pa able ndmIssions Income Film Rental
ORMINIMINEMOVIIIINIM1011,71.M.,

12 6 23

1

bl Salaries
4.

Heat. Li ht Power Retained Earnings

Office 7 ui ment
f11111.111111111

E uipment Repairs
2

P.3

Capital Stock

50

Fill appropriate blank: net income c° $

net loss $

B-3



p. 4

B. Closing continued: In this ledger for Craig Duncan most accounts show ending
balances, only. However, if there is more than one debit or credit a beginning
balance is labelled, "Bal." You surround all of the proprietorship accounts
with a line similar to the one in A (prior page). Indicate profit or loss
amount below.

Accounts Payable Accounts Receivable Cash Cleaning Equipment
66 10 70 9

Cleaning Supplies
10

Customers'
Prepayments

71

Delivery Truck Expired Insurance
20

Craig Duncan, Craig Duncan,

Ca ital Withdrawals
Bal. 41 3

4 4

5

income from Interest on Notes

Cleaning and Mortgages

5 15 3

10

Truck Repairs
Land rcJes Payable Pre aid Insurance Expense
60 i. 20 8

Utilities Expense Wa es Expense

3 13

Fill epprorlate blank. net income $ net loss $



4. Financial Statements (based on prior page T-accounts)

I.

II.

At the end of an accounting period the ledrcr

0.° owner's

to, end of LAST occountinr, period

2° end of CUaRENT accounting period

1 2
i

r

' t . ' 7,01.:ER 0. IN 0. DISIN:IALII-m --
..4.( NET INCOMEASSES.,-- IIIES ' EQ+VESTNENTS--VESTNENTS 1

2 ' 1A

is an equation composed of these parts.

The fHOLE dificTencLi between
A
2

and L
2

additions

Give the dollar amounts from the ledger of Craig Duncan's film which correspond

. toeach box in the diagram (1. e. give total asset amount for box 1, etc.)

Box 1 $

Box 4 $

:Box 2

Box 5

Box 7 $

Box 3 $

Box 6 $

Box 8 $

Financial Statements:

1. Complete the equation for the Duncan firm's Balance Sheet
other appropriate box numberso

box 1 ° box box

What Statement reports the amounts to which this equation refers?

2 7 + (8 - 4) - 3 ° 5 (numbers are box numbers)

with the

(statement name)

3. a. What other financial report is prepared at the end of each year?

Give all box numbers whose dollar amounts appear on this report.

B -5
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p. 6

ADJUSTING ENTRIES

5. Al I adjustments i.,re accomplished by one of the following six pairs of changes:

I . an asset is increased and . income (or revenue) is increased

t. a 1 T abi 1 ity Ts Increased and expense is increased

3. an asset is decreased and expense is increased

14. a l iabi I ity is decreased and income (or revenue) is -increased

5. an e,xpens i s dec. eased and an asset is increased

6. income (or revenue) is decreased and a 1 i ty is increased

Here are several examples of completed adjustments. Indicate the combination of
:hanges, from the above I ist, of which i it is an example.

CIRCLE the appropriate nurser.

a. Deferred Insurance Premiums Expired Insurance

680 [(a) 510

b. Unearned Rent

(a) 510

Rent Earned
(b) 300 1300 I (b) 300

c. Interest Receivable Interest Income
(c) 1 (c) 20

d. Accrued Fees Fees Earned
(d) ;'80 I

e. Salaries
76037

(e) 349
I

-
f. Interest Expense

(f) . 51

9. Fu,- 1

(g) 75

I

1 2

mr a. as le la 10 VP =1,

5

1 2

5
MD 10

2

5

I 2

3

6

3

6

3

6

3

22575
(d) 780. 4 5 6

Accrued Salaries Payab 1 e

(e) 349
2 3

dn. e foe .= N, ......

Fuel Cost

205 (g) 75

-,. ievenue from Services Advances from Customers-17 400 I 3009 (h) 4400

B-6 -- -

4 5 6

1 2 3
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Scoring summary:

NAME

SECTION

Your score on this exam will depend on two factors, 1) points assigned t.)
the things you do correctly and 2) a bongs '.'actor which depends on the thorough-
ness of your understanding and the care with which you work.

Task Points bonud factor points

set up accounts
er:er 7 transactions

11

14

2. 10

3. 11

4. I 8

II 7

5. classify adj. 8

BonuS factor:

all right, 2 10 right, 1

2 6 " 1

all right, 1

all right, 1

all right, 1
all right, 1

all right, 2 7 right, 1

.1 -3 bonus points

4 "
14

u u

6 "
u

7-8 "

9-10 "
11

no bonus ,

multiply points earned by
11 1/ u

u u u

II tf II

!: 11 11

.

1.1

1.3

1.5
1.8

2.0

Score:

1. (bonus points)

.2.

3.

4.

5.

TOTALS

(SCORE FOR EXAM)



ASSETS:

tiaC. 100

Accott,:t6Pecc.:t.,a.bte

13d . 40

WarTOI7

CNIM101.1.14.10.1011111

4+ +++ ++ + ++4141 ++4'44+ + ++++ +++ t++++
LIABILITIES:

OIIMMIMINO. III fM WWI WI.

..

AMM.N.W.1.1. INOMMUfa.ZiVI

+++++++++++++++++++++++++- ++++++++++-++++++++++++++++++++++++

INEWIMAN.11%

*****AIc-teX****-A-*



INCOME
orREVENUE: OVNER(S) EQUITY ACCOUNTS

$ $ $ $ $ 4 $ $ $ $ $ $

$
$

$

$
$ $ $ $ $ $ $ $ $ tc. $ $ $ $ $ $ $ $ $ $ $ $ $ $ $ $ $ $ $ $ $ $
EXPENSE accounts:

Advetti6ing

iZ

(A) 10

seammos......ersOmmilla

)))))))))))))))M)))))))))))))))))))))))))))))))))))))))))))))))),
PERMANOT:

***********-14.****************

)

))))))))))))))))))))))))))))))))
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FINAL EXAMINATION

(Instructions for each of the two parts are given below.)

Part I - pp. B-11 to B-16
NAME

Answer this part of the examination in the space provided. (Erratum: the

last page is additional space for PART C. You will need some of it.)

not

shown
PART A - Merchandise Accounting

PART B - Adjustments

PART C Cost of Borrowed Money

PART D - Financial Statement Classification

Part II - p). B -17 to B-20

Answer the objective items in this part of the examination on the answer

sheet provided. Read each instruction carefully. (This page may be Lsed

for scratch paper.)

B-10



A. HERE ARE END-OF-PERIOD ACCOUNTS for a portion of a ledger:

Sales
30

Purchases Frei ht-In
20 3

Cost of Goods Sold Purchase Returns Merchandise Inventor
6 1/1 (bal.) 15
2

Account of inventory on hand shows an asset worth $20 on January 31.

(1) Make entries in the "T" accounts above to place a correct balance in
Cost of Goods Sold account.. (KEY drs. and crs. which go together.)

(2) Show a journal entry to close the Cost of Goods Sold account.
(3) Shay a calculation of Cost of Goods Sold as it might appear on a

statement.

F--
I

I

-Mir
Dec. 31

B-11



B. The following information pertains to the Ritz Restaurant at the end of
its annual accounting period (December 31 of the current year):

1. Enter and label (on the next page) any account balance of which you
are informed in the adjustment data which follows. PUT EACH ONE IN

THE SECTION FOR T-accounts of ITS CLASS.

2. Enter (and KEY with the letter identifying the data on which it is

based) any appropriate adjustment debit(s) and credit(s). Supply
appropriate account titles, IN THE APPROPRIATE SECTION, in addition
to those given by the data.

q.

(SEE completed EXAMPLE q.)

Machinery having an original cost of $3500 and an expected service-
life of seven years, with zero expected resale value, was acquired
exectly 3 and one-half years ago. Accumulated depreciation, of course,
was last up-dated one year ago.

a. Of the $5000 balance in Advertising and Promotion account, $1,000
,--represents payments for TV spots to be aired in the next fiscal

period.

b. The parking lot was sublet to a concessionnaire on last January 1,
for $1,000 per month. On that date the concessionnaire paid the
Ritz Restaurant $13,000 for rights beginning on that date. The
amount was recorded in "Rent Earned" (and Cash, of course).

c. The accumulated, unrecorded, interest on.government bonds owned
by Ritz Restaurant amounts to $800.

d. Accrued payroll taxes at December 31 are $2,000.

e. On November 1, 1969 the Ritz Restaurant instituted a meal ticket
plan where)y patrons could purchase dining privileges in advance
and at a considerable saving. At that time the Ritz sold $3,000
of these meal tickets and recorded the proceeds in an account
titled,"Meal Ticket Proceeds! At December 31, the patrons have
eaten meals which cost them $500 under this plan.'
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C. 1. On the following page, the example and 3 more transactions have been
analyzed. They are from the list which concludes this page. TITLES AND
AMOUNTS ARE NOT GIVEN for accounts which would record any change in the
owners' equity total. You complete those lines.

a. USE THE ROMAN NUMERALS of the analysis forms to identify the descrip-
tion of a transaction by WRITING each one IN THE LEFT-HAND BLANK to
which it applies.

b. PREPARE ANALYSES for the other events. IF missing, assume amounts,
etc. (Identify your analyses with the Arabic event numbers.)

2. Below are lists of general ledger accounts. Each accou, is preceded by
an identifying letter. Indicate the accounts debited and credited in re-
cording each transaction which follows the accounts by placing the proper
account-identifying letters in the columns after each transaction.

GENERAL LEDGER ACCOUNTS

A. Accounts Receivable E. Interest Expense H. Notes Receivable
B. Allowance for Bad Debts F. Interest Income I. Notes Receivable-
C. Bad Debts Expense G. Notes Payable Discounted
D. Cash

/ Example:. Received cash on account from Lee Berg....

1. Borrowed money from the bank by giving our 60-day,-
6 per cent interest-bearing note

2. Received a note from Lee Berg, a customer, in

settlement of his $900 delinquent balance - 60-day
note bears 8% interest

3. Discounted at the bank, at 6 per cent, our own 60-
day note

4. Lee Berg dishonored the note of Transaction (2)
above when we presented it for payment

5. Paid the note discounted in Transaction (3) above.

6. Wrote off as uncollectible the account of customer
Thomas Keil

The bank notified us that the interest-bearing note
of George Ford, a customer, which we had previously
discounted, had been dishonored

8. Offset the amounts which reflected the note George
Ford dishonored (7 above) today

B-14
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The first 7 answers are based on the following

FAIRF1LED FARM, BANK RECONCILIATION

DIRECTIONS: A useful bank reconciliation form is illustrated below. When
this form is used properly, the corrected bank statement balance will agree
with the corrected cash account balance, the amoqnt of each being the CORRECT
cash balance.

Balance as shown by
the cash account
Plus Type 1 items

Minus Type 2 items.... xx

x

xxx

Corrected Cash Acct. Balance

RECONCILIATION

Balance as shown on
xxxxx the Bank Statement

Plus Type 3 items xxx
xxx xx +

xxxxx
Minus Type 4 items xxx

xx
xxx xxx

xx)wx Corrected Bank Statement Bal.

The following items may need to be considered in reconciling the book and bank
statement figures as of August 31, for Fairfield Farm. If an item affects the
August reconciliation, classify it as Type 1, 2, 3, or in accordance with the
bank reconciliation form above by making a.black mark in the proper space on the
separate answer sheet. (Use 5 if there is no effect on the reconciliation.)

1. Firm checks which had not cleared by August 31 amounted to $457,
Type: 1 2 3 4

2. A customer's check which was deposited on August 19, was refused by his.bank
for insufficient funds. Though notified at the time, the manager forgot to
tell the Fairfield bookkeeper.

Type: 1 2 3 4

3. The Farm-deposited the August 31 cash receipts of $4,350 ;r1 the bank's night de-
posit slot after business hours so that the bank was unable to enter the credit
until September.

Type: 1 2 3 4

4. As an accomodation, Fairfield Farm cashed a salesman's personal check from its
petty cash. On August 29, this check was cashed and the proceeds returned to
the fund.

Type: 1 2 3 4

5. Check Number 988 for $898 had been incorrectly entered on the books as $998.
Type: 1 2 3 4

6. The bank had recorded the Farm's deposit on August 10, as $332.00 and had re-
ported this on our statement. Our deposit receipt showed the true amount of
$3,322.

Type: 1 2 3 4

7. The bank sent the firm a debit memorandum for a savings bond purchase which
Fairfield authorized it to make whenever its month-end balance exceeds $1,000.

Type: 1 2 3 4
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(8 - 13, "BAD DEBTS")

Here are several pairs of statements which are related in some way to
accounting for Bad Debts. Your answers pertain to the pair of statements.

Hark answer:
(1), if both a and b parts of the pair are true.
?), if both a and b parts are false.
(I), if a is true and b is false.
(4), if a is false and b is true.

8. a. "Bad Debts" refers to liabilities of the entity on which the dis-
count period has expired.

b. "Allowance for Cad Debts" is correct when its balance can be des-
cribed as "Estimated Overstatement of the Accounts Payable balance."

9. a. "Bad Debts" is credited when "Loss on Doubtful Accounts" is debited.

b. "Loss on Doubtful Accounts" is a correct altei-native for the tempo-
rary proprietorship title, "Bad Debts."

10. a. The information that 1% of the $100,000 of credit sales in 1970 is
unlikely to be collected is an estimate that the December 31, 1970

balance sheet should include a $500 contra-asset balance.

b. In the ledger of a company which makes proVision for uncollectible
accounts:

"Total Assets" (on the Balance Sheet) = "The sum of the debit balances
in asset accounts."

11. a. A company which provides for uncollectible customer accounts will
never change the balance of Accounts. Receivable without also chang-
ing "net Accounts Receivable."

b. $500 estimated as -1% of $100 thousand dollars in credit sales is a
correct debit to tempnrary proprietorship while the amount to be
subtracted from Accounts Receivable on the balance sheet is pro-
bably different.

12. a. The information that the allowance against $50,000 in Accounts Re-
ceivable should be 3% implies that $1,500 should be debited to ex-
pense in adjusting the books.

b. "Bad Debt.'" is a title synonymous with "Bad Debts Payable."

13. a. Collecting an account which had been written off as uncollectible
indicates that "total current assets" has been understated. The
correction increases the total.

b. Collecting an account which had been written off as, uncollectible
indicates that Dad Debts Expense, or another Income Statement ac-
count, should be credited.
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Before attempting to answer questions on the following ILLUSTRATION and the gen-
eral topic of imprest funds, you should probably summarize the petty cash activity
for February in some way.

For your convenience, some T-accounts are provided cn this page. However, ONLY YOUR

RESPONSES TO THE QUESTIONS (next page) WILL BE GRADED.

Petty Cash Book

Receipts

Date Explanation
Total

isburse-
silents

Disbursements FUND
Balance

Date Amount
Office

Expenses
Store

Expenses Postage"s,""i.e Expense

General

Amount l Account

eb. 3 40.00 (establish) 40.0

Feb. 6 News boy-Star 1.15 1.15 38.8

10 Parcel service 12.5C 12.50 26.3

10 Misc. 11.22 4.00 7.25 15.1

13 84.90 Reimburse and
increase fund 5.15 7.25 1..5C 100.0

4nia farrow,

14 personal 20.00 20.- Drawing 80.0

23 Freight on ret 18.00 18.- Accts. Payable 62.0

28 13m 28 Reimburse, but 75.0

algita.
reduce fund _ 8 -wkliag

ar. 1 .75.00 75.0
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14 - 17, "PETTY CASH")

ON YOUR ANSWER SHEET:

Mark EVERY alternative with which you agree. It may be ;orrect to make all or
none or any combination of the alternative ways the statement has been completed.
A bonus is given when no mistake is made on any part of an item.

14. The record illustrated on the prior page

1. is a. memorandum record.

2. is sometimes known as a bank reconciliation.
3. is a general ledger (or part of one).
4. is NOT a formal financial statement.
5. is NOT a record of original entry, but is used before that record is

used.

15. The events shown in the petty cash book

1. eventually result in an increase in recorded current assets.
2. called for writing exactly three checks.
3. result, when posted, in a decrease in recorded current assets.
4. result in one or more contingent liabilities.
5. affect only expense accounts.

16. The petty cash account, if the Farrow firm posts daily,

1. had one debit and one credit on February 8.
2. contained two debits and one credit on March 1.
3. had two debits and NO credits by February 14, and still did on the

15th.

4. had NO balance less than $40 after February 3.
5. had a balance of $15.10 (debit) February 12 and a $62 debit balance

on February 25.

17. When they have been properly accounted for, the events in the illustration

1. will decrease temporary proprietorship in three accounts.
2. will NOT affect the credit column of a trial balance.
3. will have NO recorded effect on the working capital* amount prior to

Feb. 10.

4. will decrease the owner's equity total more than they decrease net
income.

5. will decrease total assets, $62.90, total liabilities by $18, and
total proprietorship, $44.90 while increasing total expense $24.90
and disinvestment, $20.

*(current assets minus current liabilities)
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NAME

Several proper adjustments were made before the trial balance given
(after 1) was taken from the Welsch Co. ledger.

1. Enter the balances in appropriate sections of the T-account ledger
(use abbreviations given). Verify by completing the summaries on
each page.

October 31, 1970

Accounts Receivable (A/Rec.) 600

Accrued Wages (Accr. Wages) 4

Advertising (Adv.) 7

Allowance for Bad Debts (Allow, for B. Debts) 8

Balances Due Creditors (Bals. Due Crs.) 72

Cash 3

Current Insurance Costs (Curr. Ins. Costs) 1

Deferred Income - Service Contracts (Def. Inc.-
Serv. Contr.) 2

Freight on Purchases (Frt. on Purch.) 2

Lease payment -Store (Lease paym.-St.) 3

Merchandise on Hand (Mdse. o. h.) 2C

Miscellaneous Expense (Misc. Exp.) 12

Prepaid Insurance (ppd. Ins.) 4

Purchases (Purch.) 940

Purchases Discounts (Purch. Disc.) 1

Racquel Welsch, Capital (R.W., Cap.) 192

Sales 1400

Sales Returns and Allowances (Sales R. and A.) 5

Service Income Earned (S. Inc. Earned) 8

Wages
1687 1687

2. Additional adjustment data:

a. The value of the inventory of merchandise by count is $5.

b. From reviewing outstanding accdVhts with customers:

I. You are asked to write off accounts with M. Breck and
P. Gold - $2 each.

II. AFTER the write-offs, the provision for proper valuation
is estimated to be 27. of Accounts Receivable outstanding.

Add all entries called for by information Ina and b. (KEY with a and
with. I and II for b.)

3. Journalize and post end-of-period closing entries.



page 40
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4. a. After completing all prior instructions

ledger by writing ONE dollar-amount per
(Include $ zeros, when appropriate.)

(thru 3), summarize you after-closing

box in the following equation.

11

b. Place appropriate symbols. in . Capital

each ( ). . 11/1/69

. ( )

ota
assets

total

) biliti s

(entire dot-

ted box)

owner's
'70 in-

. vestmeots

owner's '70
disinvest-
ments

. profit

. increases

. ( )

profit

. decreases

5. Show how net Accounts Receivable will be reported on .21 October 31,
Balance Sheet.

6. The first transaction of the new period (November 1) is a recovery of
$8 from customer, Carl Yastrzemski, whose account had previously been
written off.

On the last page, prepare a formal Welsch Co. Balance Sheet for the
moment following this transaction. (Hint: Record the recovery in
accounts, then work from ledger.)



ASSETS: (2

(7

(3

(4

(6

(10

+-A

LIABILITIES:

1

( 12

11111114

34

(33

(3;

(35

6
*****************Alrk**I'd
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. total nabs. $
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INCOME
o REVENUE:

53)

54)

(52

$ $ s $ $ $ $ $ $ $ $ $

(91

$
$ $ $ $ $ $ $ $ $ '3 $ $ $ $ $ $ $ $ $ $ $ $ $ $ $ $ $ $ $ $ $ $

XPENSE eccounts: 94

(97

1)))))))))))))))17))))))))))))).))))))))))))))))))3-))))))))))))))))
PERMANENT:

Wr*************Ae******intrirkshk* 73)

RM. proprietorship
amount $

MP. proprietorship
ombined increase $

OR
ombined decrease. .$(

(92

(93

(26

128

))))))))))))))))))))))))))))))))
(74

(75

t asset amt,

rom this page. $morpro
******Ork*******HnontittifinirkirsInfiritinIrkintinN
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Wane CBM-
Flash Gordon holds a 90-day, 5% note for $9000, dated June 74that he

. has received from a customer on account. On July 14 he discounts he
note at his bank at the rate of 4%.

(a) What is the maturity value the note? $

(b) How many days are there in the discount period?

(c) What is the amount of the discount? $

(d) What is the amount of the proceeds? $

(e) Gordon needed only $8000 for the 60-day period during which he
used the proceeds of the customer's note. He could have acquired
this amount by giving his own 5% note.

1. Is his dollar sacrifice greater or smaller under his chosen
method of borrowing or under this option? How much?

11. In which case is his effective cost of borrowing (the actual
amounts, not merely the $80Dhe needed) most favorable to him?
Demonstrate.

(f) Give transaction analyses (next page) for the following:

I. Default by the maker of the note. Protest fee, $5. A separate
account showed the contingent liability.

2. Write-off of the account created in 1 when, 6 months later, it
is determined that the account is uncollectible.
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Step 1.. (Circle a. b. c.

a , b or c ) I t is -a CUSTOMER. It 'is a SUPPLIER. It is dealing with its
Step 3. Step 4. Step 5.Step 2.

MORE or Les
N7P

Is
$

S

j ZERO (V)

$+ OR
Step 6.

not zero, sl-ww
Step 7, account and amount ZERO (J)

expense

$+ OR

ZERO (i)

S-

disinvestment

income

inVest.ment revenue

Step 1. (Circle a.

a,b, or c) It is a CUSTOMER.
Step 2. Step 3.

Step 6.

...4;t;E. or LES

I $

1$

$+ ---OR
ZERO 61)

Step 7. ZERO ( ./)

in not zero, show
account and amount,

exp(Tis,i7,

nv k_..stment

Step 1. (Circle a.

a, b or c) It is a CUSTOMER.
Step 3.Step 2.

Step 6.

StPp 7.
It not zero, show
account and amont.

expense

ZERO ( V)

h.

It is a SUPPLIER.
Step 4.

S

c.

It is dealing with its OW
.Step 5.

KORE or LESS

$

$+ OR

disinvestment

income

tv nue

b.

It is a SUPPLIER.
Step 4.

...
c.

It is dealing with its OW
Step 5.

disinvestment--
$

income

ORE Or

S5

ZERO (4)

$+ OR

investment revenue
B -28



NAME PC-IV
In addition to the activity reflected i the record which follows, the Grace
Corporation reimbursed its imprest fund on November 30 (without further ex-
penditure). 1. Journalize all of its transactions for November.

2. Set up the necessary accounts in the segregated ledger
and post all your entries--DATE EACH ONE.

PETTY CASH RECORD

-I DATE EXPLANATION VC"NO. RECEIPTS P4P1tP;If:11

DISTRIBUTION OF PAYMENTS

FREIGHT
IN

MISC
EN.Exp,

SUNDRIES
ACCOUNT AMOUNT

19--
Nov 3 Estab. fund (Ch.No_32) 25 0Q. 1 1

r. 9 Fxprpnc nn purr hasp 1 6 0 6 mg
12 Cleaning office 2 5 G.. 5 00

15 Paper clips 3 241 Supplies Used 2 '4'.5

18 Postage on sale 4 2 01 Frgight Out 200

...4
23 Newspaper 5 1 25 1125

23 Totals (17 00) 17 00 6 50 6 25 4 25

On hand 8

25

001

001 1111111 -.4-.

23 Reimburse & increase

fund to S40 (ch. no. 51) 32 00

29 Refund to customer 10 001 iSales rots. 10 00

PAGE 8

4
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A bank statement from the Continental Bank covering the account
of Joe Namath for the month of October shows a balance at October 27
of $790.50. The Cash in Bank account in Namath's ledger has a debit
balance of $129.82.

A deposit of $300.00 was made on October 29.

The following checks have not been returned by the bank:

From the previous reconciliation, No. 102 for $25.00.
Written during October:

No. 111 $700.00
No. 121... 94.25

No. 124 82.30
No. 125 101.84

The items returned with the bank statement includeJ:

(1) an unnumbered check for $25.00 written to secure an option
on a piece of real estate which was not entered in the
journal;

(2) a debit memo for $3.71 for bank service charges;
(3) a debit memo for October interest on an a%, $600 promissory

note; and
(4) a debit memo of $10.00 for safety deposit box rental for the

next year.

1st prepare:
(a) a bank reconciliation statement, and
(b) one or more transaction analyses which, when journalized and

posted, will correct the boo: balance, completely.
2nd, Demonstrate appearance of the Cash account when your (b)

changes are in it.

Cash

Bal. 129.82
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external (Circle a, b, or e.)

a. It is CONIC1110.
IMO

( ./) internal

CHANGE in L $

(circle appropriate change)
Schedule of A L P change(s),

b. It Ia a 11111,121111. c. It is dealiss with Its owner.

....

...

4. PERM . $ +77:
CHANGE lo P

+ TEMP. $

Schedule of A l P change(s)

Equation summary:
CHANGE in A'$

Schedule of A L P changet

external (Circle a, b, or c.)

a. It is a cuspate'.

(J), internal

b. It is a sirPntu. c. It is deal ..og with its owner.

Equation summary:
CHANGE in A -$

CHANGE in L.'S

TEMP m
CHANGE Lin P

PERM. Is $

(circle appropriate change)
Schedule of A L P change(s),

Schedule of A L P change:

Schedule of A L P change(s)

$

INIIIMON01111

*

external

a. It

.( J) internal

(Circle a, b, or e.)

is ON'101111. b. It is a Itilin.121.

Equation summary:
CHANGE In A "$ TER*

PERM.

(circle appropriate ollhilke)
Schedule ot

CHANGE in LI= $
MANGE Ln P

AA L P change(s) Schedule of

Schedule of L P.-change:

am,

OM=

c. It is duties with its owner.

ma. $

$

P vhange(s)

$

$

external (Circle a, b, or e.

a. It is a CUITOMIL

internal

b. It la

+

C. It ie doilies with its owner.

Equation summary:
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CHANGE in L1$

T1:1'1110 $

CHANGE Ln P
PERM. $
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(circle appropriate change)
Schedule of A L change(s)
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Schedule of A L r amino:

Schedule of A L P change(s)
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1

Name B

Five adjustments (a through e) have been made in the ledger on page 3.
Use the setter which keys a debit to its credit to identify the reason
it is needed in the following list.

to add the cost of employee services not yet paid for to
the current operating expenses.

to bring the combined book value of Building, Office Equip-
ment and Delivery Truck to $18,300.

we paid a bill from the supplier of truck fuel which was
$200 too large. Rather than receive a refund, the next
bill will give us credit for the $200.

past-due rent for unneeded space in our building, $200.

to defer the income from commissions collected in advance.

2. Indicate how these adjustments change the information in the account-
ing model at the top of page 2.

For example, if the ledger included this adjustment (X) for supplies
used during the period,

00) (51)
Su lies Su lies Ex ense
700 (X 300 X 300

the effect of crediting Supplies,, as shown in section 2 of this model
of accounting relationships, is to decrease assets. One possible effect
when analysis follows the dashed path to the end of the no branch, is

an expense debit. Hence the X, (51)" in section 3.

You indicate both effects of adjustments a through e, by placing the
letter and the account number in the appropriate box.
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) increases
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I
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3 In a similar fashion, show the effects of adjusting for the

following:

(f) 90% of present customer accounts are estimated

to be collectible.

Also record (key with f) the debit and credit in the ledger.
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page 4

4. The ledger, after including adjustment f, permits you to prepare correct
financial statements for the W. Mays Co.

include'

0-dollar
remounts

a. write the name of each outline statement (next page) besid its

number.

1.

2.

3.

b. Indicate which accounts are needed to prepare each statement, Write the
number of every account in all of the statement categories to which it con-
tributes information. As examples, the 1 in Current Assets is for Cash;
and the number of the Office Equipment T-account (2) has been entered
in the non-current asset section.

c. Where one statement includes an amount from another statement, use the
letter identifying the amount in the first statement as you use account
numbers in the other boxes.

5. Refer back to the model, (p. 2). Think of each account being located in the
lettered section for the change it normally records most. (Cash, and other
assets for example, "belong" to location 1 because larger debit amounts
than credit amounts are made to them.) In other words, an account "belongs"
where its normal balance is increased.

Closing the books condenses ledger information into fewer balances.

Assume you have already closed. What $=TOTAL of, the AFTER-closing balances
would you compute for the accounts belonging to each section?

14. $

Or

3. $.....A

tIttttliatl((tiCt(MICCCC
$ . 8. $

6. In the new period (after closing), the following events occurred.
g. Wilmer Cook's estate paid us $50, part of the account he had owed us.

We had written it off several months ago.
h. We write off the uncollectible account of Hector Protector - $200 we

never expect to see.
Record these events in the ledger. Key with g. and h.
How different (from 5) are Your $-totals after g and h? Indicate any change.

isection) (amount) (Increase/decrease)
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Section BD-V
The ledger balances of P. Wylie Co. after all adjustments, except those
for Bad Debts and Cost of Goods Sold, are presented below.

P. Wylie Co.
December 31, 1970

(1) Accounts Receivable $15,000

(2) Accrued Expenses

(3) Accumulated Depreciation -
St. Eq.

(4) Advertising 110

(5) Allowance for Bad Debts

(6) Cash 240

(7) COST OF GOODS SOLD

$ 60

845

350

(8) Deferred service revenue 75

(9) Depreciation
(10) Freight In
(11) Insurance Expense
(12) Income from Rents
(13) Merchandice Inventory
(14) Deferred wsurance Payments
(15) Purchases
(16) P. Wylie, Capital 12,915

(17) Sales 43,000

(18) Sales Returns 140

(19) Service Revenue 925

(20) Store Equipment 12,500

(21) Store Salaries 3,360
(22) Unpaid Trade Accounts 31

$58,507

125

12

75
20

1 1942.0A1 I

15

25,240

Requirement I: The correct December 3t inventory of merchandise is $1942,

an the adjustment should change the balance of Merchandise Inventory to
a debit of that amount, as shown in the debit box beside it.

a. Fill the appropriate Cost of Goods Sold box with the balance
to which it should be adjusted.

b. Strike out the balances which must be cancelled as part of

the adjustment.

I

Requirement 2: In the accounting model(opposite page 2) are a few T-
accounts. Write titles and enter any balance from above for these accounts.
(CHOOSE AN APPROPRIATE LOCATION.)

Accounts Receivable
Accrued Expenses
Allowance for Bad Debts

(23)Loss on Credit Extended

B-41
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2.-

Requirement 3: Assign, by identifying number, all other accounts from your
(revised) trial balance to an appropriate box of the model.

Requirement 4: Adjust appropriate model T-accounts for the following:
Estimate: 4% of presently-uncollected customer accounts are net expected
to be collected.

Requirement 5: Give the letters of the model boxes which contain the accounts
i-or this outline statement.

venue:

oat of Goods Sold:

Gross Margin_

peratIng Expenses:

Total

-operating items:

Net income t

a. Accounts contained in model boxes

b. Assign account numbers (including T-accounts) to boxes for the five.
statement categories.

c U the trial balance and model data to compute (and show) the
amounts for gross margin and the 3 other blanks.

Requirement 6: What will the Balance Sheet show for "Net Accounts Re-
ceivable"?

(Continued on page 4)
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4.

Requirement 7: In writing-off accounts:

I. a debit is made to , which
(acct. title)

( If) decreases profit by increasing expense

( ler) increases assets by decreasing a contra-asset

(le') reduces a liability

(If none of the above are true, you write it.)

II. a credit, to
(acct. title)

( V') increases profit

(V) decreases assets

( 14 increases a liability

(or you write it.)

III. TOGETHER, the debit and credit (cor omplgte the appropriate one
)

a. increase "net Accounts Receivable" and

b. decrease "net Accounts Receivable" and

c. leave "net Accounts Receivable" unchanged.



B
NAME

On the next page are several accounts of merchant.

1. As they stand, what is the amount of net accounts receivable?

2. In the form at the bottom of the next page, give the analysis for
each of the following. (Read the columns' headings and instructions
for using the forms very carefully.)

a. It is decided that the $10 accouNt of Herbert Hoover must be
written off as uncollectible.

b. At the end of the year the accounts are adjusted to reflect the
estimate that 1% of the $5000 of net sales were to customers
whose accounts will eventually prove uncollectible.

c. The company receives $20 from a customer whose account has earlier
been written off as uncollectible.

3. Use the T-accounts, NOT THE ANALYSIS FORM, to answer this new problem.

Enter, directly in the accounts, the adjustment the firm needs if,
after aging its receivables, it concludes chat $60 of the customer
accounts must eventually be written off.

(BASE YOUR ANSWER ON THE ACCOUNTS, AS SHOWN. IGNORE ANY EFFECT THAT
ANALYSES YOU MADE ABOVE WOULD HAVE ON THEM.)
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Section

A. Prepare transaction analyses for the following.

Nov. 16 Received from Thomas pane in provisional settlement of his account
a $5,0001 60-day, 6% rote dated November 16.

Dec. 31o. Made an adjusting entry for accrued interest on the note of

November 16.

Dec. 3L). Closed the temporary account in your adjustment. The only entry

in this account originated from the above adjustment.

Janue...3, 8 Discounted, at 6%, with the Farmers' Bank a zustamer's 90-day
non-interest-bearing note for $89. The notc was dated Dec. 9.
(Use a contra-asset account.)

Jan. 15 Collected the note and interest.trom Lane.

Farmers' Bank acknowledges receipt of maker's remittance at the maturity
of the note discounted on Jan. 8. (Date your analyses.)

B. Set up a calculation from which the effective annual rate of interest can be
determined for the note discounted on January 8. Don't bother to compute.

Will the rate be more or less than 67.?

effective annual rate:
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c. Record the debits and credits. Keg by date.

411111111

D. Prepare a trial balance of the net effects your work has produced in the ledger.

4-

4

r.
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Notes Receivable

700
6000
1200

C 3 I -V

-Inc. Notes Receivable Discount° as one account, place entries in the appro-
priate accounts KEY THEM to record the discounting of the above $6000 Note
Receivable. Its terms are 6%, 120 days; its date October 15. The discount rate
is 9%; the discount period 100 days.

(2) What is the date of discount?

(3) Insert an appropriate report of notes receivable between thr two balances
on the art of a Balance Sheet shown below (for December 31). Complete the section.

Cash

Merchandise Inventory

Total assets.PIP.
(?)

(4) What is the amount of the discount' $

(5) What is the note's maturity value? $

is the effective annual rate of interc-A which the bank charged? (set up

0. calculation; you need not work it out.)

$ 2100

42700
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(7) IF the note In ouestion had not been discounted, an adjustment would have been

needed on December 31 for the 77 days since October 15.

(underline) a. The adjustment records accrued interest / deferred interest.

b. Complete an analysis in the following form which is appropriate for this
December 31 adjustment:

Which asset, change? MORE or Less
1

/$

From AL 77- 3:

Which limbilitier change? MORE or LESS

$ $

$

}Prom ALL

ZERO (./) / VC.

$4 OR

$
hangs in A 4-MINUS change in L $4" 'i.

12741/4;gC
Change in P L.

ZERO WY Plus $ Minus $

(IF NOT ZERO, enter account title in the appropriate black below.)

OWNER'S disin-
vestmert expense income

OWNEM.S investment

(8) Since the note has really been discounted, the maker will either pay the

bank at maturity or he will dishonor it. Give an analysis for the internal trans-

action which is needed IN EITHER CASE. (Do not include the additional effect witch

dishonor would require.)

Change in P is:
ZERO

.111=11
Plus $ .

(IF NOT ZERO, enter account title in the appropriate blank below.)

OWNER's disin-
vestment expense

)
Minus $

income

OWNER's investment
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SYMBOLS USED: A° total assets
L= total liabilities
P= total proprietorship*

PERM. ° permanent
TEMP. ° temporary

*=, owner's equity, net worth, or any
net asset synonym.

NAME

P.C.

1. ON THE FORMS BELOW, prepare analyses which correspond to correct journal entries

for the following transactions related to an imprest petty cash fund. Date each analy-

sis you make.

May 1
Established a $100 petty cash fund.

May 31 Reimbursed the fund for payments made from it, as follows:

May 5 Equipment purchased

May 8 & 13 Freight on purchases paid

May 20 Utility bill for electricity

May 10,25,30 Miscellaneous other expenses paid

$ 8.00
12.53,

12.02

9.40,

5.00

7.50, 15.50

Show Petty Cash account after complete posting
of the journal at the end of May. Date any

dr. or cr. with date journal would show.

DATE

(circle

external (Circle a, b, ot

a. It is COSTOMIX.

internal

WW1

Petty Cash

L. It it SUPPLISR. C. It La dealing with its owner.

Equation summary:
CHANGE in A -$

CHANGE in L '.$

appropriate change)
Schedule of A L

TEMP. ee $ I

ChANGE P
PERM. = $

P chamge(e)

IOW

Schedule of A L P change(s)

Schedule of A L P.-change:

DATE
external (Circle a, b, or c.)

a. It to a currana. b. It is IMPFLIZI. c. It is dealing with its vwner.

(J) internal
Equation summary:
CHANCE in A ..$ + TEMP.. - $

MIME Ln P
PERM. ma, $CHANCE in Li$

_.

+

4

+

(circle appropriate change) .......

Schedule of A L P auumge(8) Schedule of A L P change(e)

.$ * .,_ $

$ * $

Schedule of A

S

4.
$

L P -change:

B-53
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DATE

external (Ciro, a, b, or CO

a. It Is

( internal

b. it is IRIPIPLIMIL. e. It is deslisp with its owner.

Equation summary:
CHANGE IL A .5" TrMP. $

CHANGE in L IDS
CHANGE In P

PERM. Is S +

(circle appropriate chinge)
Schedule of A L P chomme(e) Schedule of A L P change(e)

.IMMMIYM 5

IMO ..

Schedule of A L P tiulge:

DATE external (Circle a, b, or c.)

a. It is a coma a.

( internal

b. It is a 80,LIZI.

Equation summary:
CHANGE in A° $

CHANGE in $

c. It is dealing with its twner.

TEMP ea $

+
DANCE P

'circle appropriate change)

Schedule of A L P change(s) Schedule of A L P change(s) .

$ + $

Schedule of A L P change: $

MN.

Imo

2. If the fund were not reimbursed at the end of May, what work sheet and adjusting
entry would be necessary to achieve correct account balances as of May 31?
SHOW in correct general 'ournal form.

1969



Hemisfair Hatchery maintains a checking account in the Umpteenth
National Bank. On November 30, the bank statement shows a balance on
deposit of $4,001.62, and the cash account balance of the same date is
$3,620.04. The following items are revealed:

(1) Service charge for November, $4.56

(2) Deposit of November 10, $431.81, was entered on the books
as $341.81.

(3) November 30 receipts, $410.00, not deposited.

(4) On November 4, a non-interest bearing note for $500.00
received from James R. Victor was discounted. On
November 29, the maturity date of the note, Mr. Victor
d4shonored his note, and the bank charged the account
of the Hemisfair Hatchery for maturity value plus a
protest fee of $2.50.

(5) Check #6,001, written on November 19 for $871.1:: and
included in the cancelled checks returned by the bank,
was entered in the check register as $817.51.

(6) Outstanding checks, November 30, $1,401.61.

(7) Check #6,131, for $112.23 was entered twice in the check
register.

"(8) Included in the cancelled checks returned by the bank,
was a check for $241.36, written by the Hamisfair Hootch
Company, and erroneously charged against the account of
the Eemisfair Hatchery.

(9) Included in the deposit e. November 25, was a check for
$10.20, received from Oscir Blount. This check was
returned by the bank, marked, "Insufficient Funds".

REQUIRED:

Prepare a bank reconciliation, November 30.

FB-55.



Name

Below !s the record which the (.C4FAB CO.'s petty cashier has kept since the fund
was established on November 3.
I. Fill in the page form (one account per line) to show the accounts affected

by posting the journal entry of that date. Place the amounts of all necessary
debits or credits in the appropriate columns _and blanks. Use MINUS BLANKS for
CONTRA-ACCOUNTS under the column for accounts to which they are contra.

PETTY CASH RECORD

DATE EXPLANATION VONA
NO.

ritcti PAY.
MENTS

DIIITHIPIUTION Or PAYr,1,.74711

FNCIONT.
IN

MMO.
GUNLEXP.

curmaima
ACCOUNT 1 A MOUNTtr

4.4.-

O 3 s= b 1,1 I jio . 32)1_25, &I

9 Exprosn on 1. 6 50 6 50

12

,purrhfigp

Cleanings ffice 2 5 01 5 00

15 Carbon per

4

Iner
2 Ot

of ,. -:

Delivery Exp 2

c.i
.,.

oo L18 Postage on sale

23 Collect telegram 5 1 25 1125

1

4..........-........

,i

1

11-

I

II.a. On November 30, Horace Confab requested and received $3.00 for his personal
use. Record the disbursement for the petty cashier in the above form.,

l*proprieto

Noting that only four$l's and 2 quarters remained, Mr. Confab also directed
his employee to reimburse the fund and signed a check for that purpose.
COMPLETE THE ABOVE RECORD to reflect the petty cashier's compliance.

b. Show the effects of ournalizing and posting the reimbursement of November
30 by using the necessary Ines on the page I form. Follow directions as
given in I, above.

III. How much of the ournal entr would have to be changed if the reimbursement
were postponed, but November 30 is the end of Confab's fiscal year?
what would you replace the account(s) changed?

Instead of . . .(you finish it)

B-56



example trans. Sold shares of WOOD Inc.
for $10 less than their cost.

Identify the first account in each
transaction by date.

ACCOUNT TITLE

Nielmama.

"1.6
as

Investment in
0 WOOD stock

Losg-en Security

0 Trading

'as hang. i Liab. change,

NOT.11

3.

Ammo.

ALWAYS choose plus 01 minus
by effect on basic equa.-,on,

NOT the ACCOUNT Ti464ig.......4

1 No
111111111111

11

O

--------
+

0_
0

Iv. Add, summarize and verify your wok+ by showing that:

Change in total assets
minus

Change in total liabilltie

equals
Change in permanent prop. $

plus
Change in ... (what?)

B-57PAGE 5 IS NEXT.

$

(how much?)
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BANK RECONCILIATION

A. In rAe appropriate column enter the.emoult of the correction to go on a bank
reconciliation statement for each numberad item.

1. Total of checks outstanding, $456.

2. Bank charges for the month, $1.97

3. Fee of $5 charged by bank because
a note we discounted was not paid
by its maker.

4. Customer's N.S.F.* check returned
by the bank, $18.50.

5. Deposit mailed to the bank, but not
received for inclusion on the bank'
statement, $1592.34.

6. Deposit of $705 was in transit on
the bank's statement date.

7. Bank reports collection of a note,
$206 including interest, on its
statement. Charge by the bank, for
this service is deducted, $4.75.
We were payee.

8. Cancelled check of another of the
bank's depositors mistakenly
charged to us, $62.

9. $12.50 check recorded in our
journal as $125.00 is returned
with our cancelled checks.

10. $350 bank deposit in transit a
month ago appears on our bank
statement.

11. Debit memorandum of the bank re-
ports $75 savings bond purchase
we have authorized when our
balance exceedt $1000 on the
10th of the month.

12. Our deposit of $606 recorded by
the bank as $906.

TO BALANCE
PER BOOKS

ADD DEDUCT

5.

TO BALANCE
PER BANK

ADD DEDUCc..1

B. For EVEN NUMBERED items only, indicate in appropriate T-accounts the debits and
credits our firm needs to make. (Use item numbers to key drs. to crs.)

* Insufficient funds B-59



Exhibit

C

D

E

APPENDIX C

Treatment-Aptitude Interaction Model of Analyses

Title Page

Financial Statement Classification, 3

Graphs of Regression Lines for Each
Treatment Against Three Aptitude
Measures

Petty Cash,
Graphs of Regression Lines for Each
Treatment Against Two Aptitude
Measures

Accounting for Bad Debts,
Graphs of Regression Lines for All-
Conventional and Combined Treatments
Against Three Aptitude Measures

5

7



APPENDIX C

Treatment-Aptitude Interaction Model of Analyses

In this model, a regression line is computed for each treatment to
be compared. The measure of performance is regressed against the mea-
sure of aptitude. In this study a treatment is a teaching method. Three
measures of aptitude were used: a verbal score on the College Entrance
Examination Board test and two grades. There is considerable ambiguity
in the latter: two measures (FRESHMAN MATH GRADE, FRESHMAN ENGLIS GRADE)
which is discussed under findings and analysis.

While the purpose of including this analysis was to search for clues
to individualization by types of instruction, the results did not make
such contributions. Instead, the significance of these results lies in
the demonstration of very consistent superiority of the instructional
system over conventional instruction - wherever this system was allowed
to work. The graphs for sub-test 3 of the mid-term (Exhibit 3 , Finan-
cial Statement Relations) appear on page 23. The graphs (Exhibit C) on
the next page are more typical of the dominance of the system method
over conventional instruction. Unfortunately, there is no test of sig-
nificance for such a difference. There is a test for difference of
slope of the lines. However, even the graph on which the lines meet
(FRESHMAN MATH GRADE) portrays a relationship in which the difference
in s?'..pe does not approach the five percent level of significance.

Because of the consistency of the data, only a few graphs are
shown. The largest differences were on sub-test 2 of the mid-term
(Closing Entries) - a nearly consistent 5 out of a possible 11. On
the first sub-test the differences range from 10 to 15 percent. The
graph for the CEEB-verbal aptitude is very similar to the one for
Financial Statement Classification. On sub-test 4 of the mid-term,
the only crossing, the graph implied that the treatments are equally
effective at a score of about 615. However, the crossing occurred
at a point on the performaAce scale which is necrer to the maximum
score than to the next lower score. The line for the system group is
very flat because all scores were perfect except for one mistake each
by two individuals. On this graph the slopes were signifieantly dif-
ferent with the lines for the conventional group descending rapidly,
impying that verbal aptitude was handicapping. The difference ap-
proaches the .01 level of significance.

On the final examination the Adjustment topic (sub-test 6)
shows the characteristic ,ominance. In this case, however, both
slopes ascend with the CEEB-verbal score, the system line more
rapidly. On sub-test 5 (Merchandising) the pattern for all graphs
resembles the FRESHMAN ENGLISH GRADE graph shown for Finrncial State-
ment Classification. The average difference in performanee is about
9 of a possible 23.

C-2



G
r
a
p
h
s
 
o
f
 
R
e
g
r
e
s
s
i
o
n
 
L
i
n
e
s
 
f
o
r
 
E
a
c
h
 
T
r
e
a
t
m
e
n
t
 
A
g
a
i
n
s
t
 
T
h
r
e
e
 
A
p
t
i
t
u
d
e
 
M
e
a
s
u
r
e
s

E
X
H
I
B
I
T
 
C
-
-
F
I
N
A
N
C
I
A
L

S
T
A
T
E
M
E
N
T

C
L
A
S
S
I
F
I
C
A
T
I
O
N

C
O

R
E

:

1
08

.

3
0
0

5
0
0

C
E
E
B
-
V
e
r
b
a
l
 
S
C
O
R
E

10'

.
842

10

642

I
G
R
A
D
E

S
z
=
 
S
y
s
t
e
m

T
r
e
a
t
m
e
n
t
.

C
-
 
C
O
n
v
e
n
t
I
o
n
n
l

T
r
e
a
t
m
e
n
t

/
-
-
-
0
-

o
'
'
'
'
'

,1

.
.
.
.

.
.
.
.
.
.
.

.
.
.
.
.

.

.
r
-
c
-
o
-
1
.
-
2
-
-

4
.

G
R
A
D
E
 
(
A
-
4
)

1
0

2

t
i



Project Lessons

Since the system was not allowed to operate among the conven-
tionally-prepared students with respect to most of the lessons,
little Informat:on can be expected from treatment-interaction analy-
sis comparing those who used the project developed lessons with those
who did not. The exception will be presented later. FirTt, we shall
summarize the comparison of the all-system results with the combined
results of both sections having conventional preparation. This is
the same ecomparison as we have givelfor the pre-project topics.

In general, the dominance of the system instruction is main-
tained. This is most markedly so for the Cost of Borrowed Money
lesson, where the system line ascends much more 7.7acidly to a differ-
ence of about 6 points in a possible 17. There !s a crossing where
the CEEB-verbal score is 400. The differenbe in slopes on this graph
is significant at the .05 level. For the Bad Debts topic, there is
a similar dominance, despite the inclusion in the conventional group
of the significantly better scores of those who used the new lesson.
There is, again, a crossing at a CEEB-verbal score of 400 and one where
the FRESHMAN MATH GRADE is D.

On the Petty Cash lesson, the, graph for FRESHMAN ENGLISH GRADE
shows system dominance over all relevant ranges. The other two graphs
(Exhibit D) show differences in slopes which were statistically sig-
nificant. The top.graph indicates that teaching methods tended to be
equally effective for those with.a verbal score of 485. The difference
between methods would appear to be important below 400, (for which there
were no cyctem cases) and at 580 and beyond.

The crossing slightly below the grade of C for FRESHMAN MATH means
that the system tended to benefit most of the students who received
that treatment. In this group there were no F's and the average grade,
a little below B, indicates that half the group must have derived sig-
nificant advantage from the system treatment. Unfortunately, the dis-
motivating effect of telling these students that their grade would not
be affected unduly makes it difficult to determine whether the advan-
tage for the system students is more nearly in comparison to conven-
tional instruction or in comparigon to no instruction at all; It

should also be recalled that a significant fraction of the system group
had not yet satisfied this progress check at the time of the final exam-
ination. Of course, some had done the necessary-study, but twenty to
thirty percent of system students would, but had not yet, mastered the
topic.

. As one would expect from the very similar, and satisfactory, per-
formance of all groups'on the Bank' Reconciliation topic, the lines of
all groups are very close together over the relevant ranges; crossings

c-4
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EXHIBIT D

PETTY CASH

Graphs of Regression Lines for Each
Treatment Against Two Aptitude Measures

S= System
Treatment

C= Conventional
. .

Treatment

300 50? 700

CEEB-verbal SCORE

FREtHMA I1/4ATH GRADE

. ........... --- ... ......

GRADE (A=4)

C-5



occur as follows:

CEEB-verbal = 580
FRESHMAN MATH GRADE = 1.9 (a D+)
FRESHMAN ENGLISH GRADE = 3.5 (a B+)

In each case, it is the system line which dominates over the greater
part of the range - above the crossing in the case of FRESHMAN MATH
GRADE and below the crossing for the other two measures.

Since it does appear that, despite a disappointingly infrequent
demonstration of mastery, the motivating effect of the system was not
neutralized in time to prevent its having a significant effect; graphs
comparing the "all-conventional" and the "combined" treatments on the
Bad Debts lesson are of .interest. As shown on the next page, the
group who had the project-developed lesson dominated those who did not
except below a 400 score on the CEEB-verbal measure (no system cases)
and for those FRESHMAN MATH GRADES of better than B+.

In summary, subject to the qualifications affecting the quality
of the grades as aptitude measures (see Findings, page 19), the treat-
ment-interaction analysis offers many replications in which the in-
structional system produced substantial advantage for students of some
aptitudes and were, at most, trivially disadvantageous for those with
other aptitudes. There is support for the view that entering behaviors
are critical to all of the project lessons except "Reconciling the
Bank Account." Probably because of a few cases where those behaviors
existed, or were reinstated, there is even evidence that under the
system contingencies the use of at least one-project lesson is superior
to conventional instruction under the same contingencies.

C-6
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APPENDIX D

Project Lessons

Accounting for Bad Debts

Aceounting Cycle Supplement

The Accounting Model

These supplements support
more than one lesson, and
would, of course, be
needed if one of these
lessons is used alone.

Cost of Borrowed Money

yellow
cover page

behind
yellow
cover
page

green
cover page

Imprest Funds - A Petty Cash Example pink
cover page

leconciling the Bank Statement .

4nswer Supplement to Reconciling the
Bank Statement green pages

blue
cover page



ACCOUNTING FOR "BAD DEBTS"

The following pages are self-instruction in an accounting topic which
often provesrAedlessly confusing. It is intended for use by anyone who is
familiar with the accounting cycle, for merchandising firms (and, of course,
service businesses). Because of this, you may find us using a synonym for a
term with Which you are most familiar. Ve have tried to.mentienthose synonyms
where they are first needed, and to connect our terme to an e;ample You should
be able to see what we mean --even though you are used to another labef. (The
supplements mentioned below will help with some of them.)

For reference, the following topics will be found as indicated.

Topic page
An overview 1

(A reminder on "Timing") 6

"14ritingeoff" uncollectible Accounts 9

Making the: Bad.Debts Adjustment 11:

(Testing an outcome)... 15-

"Aging" Accounts Receivable . 24

(AlsoTanel D - pink)

Recovery of a "Write-off" 44
A summary problem 49

Unless you received thwith another lesson, two supplements follow.
Put the blue one aside until you are instructed to refer to it.

The other supplement (green pages, yellow cover page) is entitled, "The
Accounting Model." Two ways to use it, arc described' on its cover.

You should start on the first supplement page and go through all the green
pages. It should b easy because you recognize familiar things, even.though they
are in new settings and formats. This. lcsson asslimes that you know what assets
and liabilities are and that a ledger keeps track of each one of the It J;!.o

assumes that you..realize that the rest of a ledger keeps track of the difference
between their totals - and that you understand which part of the difference is
the basis of profit computation. The model shotild merely be a reminder, but
you can't do the lesson until you understand this basic structure.

AFTER YOU LOOK AT -THE SUPPLEMEq, read page L



ACCOUNTING CYCLE SUPPLEMENT

Recording "EXTERNAL
transactions"

1 OOOOOO

THE ACCOUNTING CYCLE

Data Collection
1

Tabulating 2 .
(Journalizing)

Ledger Classification 3
(Posting)

6 Closing
(INCLUDES journalizing

and posting)

Recording .*
"INTERNAL
trarisiiat one 1/

5 Slato.ment Preparation

4 .

Adjusting (INCLUDES journalizing
and posting)



2

CONTENTS

Matching of cycle steps 3*

Illustrations of cycle activities 4-7

EXERCISES (to aid recall)

These practice items may bring a new,
better understanding of something you've
previously studied. Neither they, nor
the illustrations are meant to be first
exposure to the subject matter, and would
seldom be adequate.

See these pages for reference to
solutions 8-15

*SOLUTION to page 3 BOTTOM OF 15

EXERCISE solutiOns 16 and 17



The six activities of the accounting cycle are described in the

following list and are illustrated (IN A DIFFERENT ORDER) on the

following pages.

MATCH the numbers in the cover
illustration to the appropriate des-
cription. USE THE LEFT-HAND BLANKS.

In the

place theletter of each
illustration beside its
description.

GHT

Assemble transaction documents, etc.

Classify price-measures under each
account affected.

.Condense and summarize owners'
equity in the ledger.

List, chronologically, the complete
effect of each transaction on the
ledger.

Provide up-to-date balances for.
Financial Reporting.

Organize the account balances into:
a formal profit calculation, and
a summary of the state-of a4s-ets
and equities.

3



4. O
'FACTS (on which the illustration is based):

A count of office supplies revealed $50 worth on hand.
(LoOking.al the ledger, we find an $80; balance in the

account.)

OFFICE SUPPLIES

lk 1

$50 hould be de-
ferred until used

THREE STEPS WHICH WILL ALWAYS

WORK (on any and every adjustment)

<-7

step 1- -What do the FACTS

tell you SHOULD BE in the

record (to produce correct

.timine?

SUPPLIES USED

this per.sd's ex-
pense is $30

MATCHING revenue and ex ense of the same 'eriod.

OFFICE SUPPLIES

80f

V

OFFICE SUPPLIES
............

80 (*) 30

8ecau.6e oi the meat (*)
the batance beeornez what U
"ashoutdte," $50.

teo 2--What. IS in the

record?

Step 3 - -Make the only pos-.

sible entry to change condi-

tion 2 to condition 1.

^->

SUPPLIES USED

(since this firm used
this account °nix
when adjusting)

SUPPLIES USED

0)

13 oat 6Ls, the $30 ehange,i...6 Aecog-
nue ats expense, whi.
.t .condo.

the (*) debit"il
deaea-6e0.64)iescupptiv,-

$3.0
(Resources Debt) =

TOTAL a.64etts -$301 ..

Supp.ti.e.6 ted $30
Is the

no

change



Marketable

Buildin and and Dividends from Stock _Bskoks and Bonds

13000 a. 725 725 1500

Cash and Receivables Interest ense

200 (a) 75

Commissions Earned

( a) 3175

Prepayment for Professional

Use .of Copyrights Organization Dues

3175 500 175 fa) 175

ock

125 2l0

ALL the effects of the entry

keyed by (a).

2000

aid a es

ined

a I ?

700 (a) 700
;

Revenue or income from operations:

Operating Expenses:

Total $XXXXXXX

Total $XXXXXXX

Non-operating items:

(+' s ) _Is)

Net income

$XXXXR

xxxxx
sxxxxx

'-
Initial capital of ownur(s) $XXXXXX

I Additions: I

pet Income ',.:uR Net.Loss
XXXX

.$XXXXX

IDeductions: . XXX/1

Period-end balance of Capita12. Xi4.9 o0C.......' X

Current Assets:

325

imet ma. mom was

Current Liabilities:

Non - current Assets:

Non-current Liabilities:

d.
-

Ownershl e ult

o I

XXXXXXX - TOTAL .TOTAL . . .$

5
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Page 1
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10

II
111

Malt. 2 Equiprent

Aceoumts Pat abte
Bought isupptiez tinom Stanley Nelas Company.

I I
1111

i

80 0

II i
3 .eAccounts Pat abt.e 10

CCL4 h 1

1 IINU 1

-:'

Paid 6Zeni AentaLs .through February 29

Acme. Datk-ibuton.6,

INN
111 610

-
3 Cash

Notez Recuvacte

, -

NI
NI
gin 1121

Inteke,st Income

Cottacted note and intenest due. tocati iicom

--,.......,_
Fned Fox.

Some format rules for EACH transaction:

No credit should come before Any An explanation follows the last
debit. credit.

Titles of accounts to be credited A line is skipped between trans-
are always indented. actions.

No entry should continue from one page to the next.

Checks, receipts. invoices, payroll records, sales slips, memoranda, etc.

PAID OUTOUT

711240-te- 3-4'6



8 Journalizing EXERCISES

1. Two of the following excerpts from the Otis Seymour journal are correct.

a. Circle their letters.
b. Indicate the defects with the letters of the wrong ones.

A.

B.

C.

D.

E.

F.

DEFECTS:

Title of the credit is not indented in A

The date is not sufficiently complete in

Line not skipped between transactions

and

A
1.150.0=rLj

'

HI, .1411a
L.:1;_ilp 7. . ,.

____4_150.Q--!-1
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2. Journalize the. entry in the illustration of closing on page. 5.

Use June 30 (current year) as the end of its accounting cycle.

111111111111

=MIME 11111111

SOLUTIONS to journalizing

exercises, Page 16
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Posting EXERCISES.

1. Enter the other letters from -.:he illustration on page 6 in the blank
before the appropriate descr4tion in the following list.

Complete the cross-referencing by inserting the ledger page
(or account) number in the "ledger folio" column on the
credit line.

Copy the amount in the journal's debit column in the left-
hand column of the account debited.

Enter the date shown in the journal in the date space(s)
on the left of the account debited,

Write "J" and the journal page number:in the credit posting-
reference column of the account credited in the journal.

Write the amount of the credit shown in the journal in the
credit-amount column of the account named in the journal
credit entry. ,

As a reference, write "J" followed by the page number of
the journal in the account columnto the left orthe debit
amount posted.

Copy the date from the journal entry in the right-hand date
space(s) of the ledger account to be credited.

Cross-reference the debit posted by giving the ledger-page
(or account) number in the journal. Write it in the "ledger
folio" column on the line where the debit is journalized.

2. A. Give the dates of any journal entries in the page 7 illustration

which have been poated.

. b...Post any 94posted transactions in the illustratiOn to the accounts

below. Entitle the other account if you *need it.

SOLUTIONS to

these exercises,

page 10:

Cash
PAGE1

1970
Mar (bal.) 1010 57

Votes Receivable
pmell

197Q

Mar (bal. 6 0 DO



Adjustment EXERCISES 11

*1. There are six possible effects of correct adjusting entries. (The

following statements -include the effect of using contra-accounts

on the account to which it is contra. For example, crediting

Accumulated Depreciation constitutes the "asset is decreased"

part of c.)

a. an asset is increased and income (or revenue) is increased.
b. a liability is increased and expense is increased.
c. an asset is decreased and expense is increased.
d. a liability is decreased and income (OR revenue) isAncteased.
e. an expense is decreased and an asset is increased:
f. an income (OR revenue) account is decreased and'a liability is increased.

Here are eight correct adjustments. In the blank before each pair of

accounts, place the letter which describes its effect.

(t) Salary Expense Salaries Accrued

(1)

5000
400

I(1), 400

(2) SubscriPtions.Earned Deferred Sutscriptiona

1(2) 5030 (2r 5030 9050

(I) Insurance Expense

(4)

Prepaid nsu :ance
600J(3) 400 (3)

Unearned' Rent

(4) 4500 (4)

-400

Rent Earned

45001 6250

(6) ACcrued Interest Interest Earped

(5) 1 60

(5) 17

(6) Customers' Deposits TV service. c'entracts Expired

(6) 401 847 1(61 407

17) Machifie De wveiatIon Accmulaped Depr. of Maehitery

1r9000

(.7) 1800
(1) 1800'

QR) Advances to Agents Agents'Oommisiions

5400 (8) 2500 (8) 2500



12

2. In every adjustment,.one account (occasionally more) belonging to total
assets or total liabilities is changed. (The remainder of the entry
affects net income, of course.)

Accruals of receivables or payables are one type of account in each
class. Different types of assets and liabilities arise from advance
payments and colleCtions.

For each of the items on rage 11, write the full and precise title of
the balance.sheet accoua (also known astlermanent" or "real" accounts)
in the boxes at the top of the next page. Choose the box labelled with
the appropriate phrase. (AS.EXAMPLES, each box contains a title NOT
INCLUDED IN THE PRIOR PAGE EXAMPLES, which is appropriate.)

3. Enter analyses for the following three cases where adjustment is needed
in the columnar analysis form at the bottom of page 13. .

(The form is illustrated on page 6 in the "ACCOUNTING MODEL" supplement.)

I. Prepaid Advertising remaining at this date
is $40.

2. We have earned 1/3 of the $1800 annual fee
collected October 1 from C'est la VW,

3. One-half the next tax payment of $700 applies
to the last three months of this year.

LEDGER:

Accounts Receivable

3001

- Accrued Wages Advertising.
WO

Ca ital Stock Cash .
Deferred Advertising Exp.

1000... 16001

Miscell eous Exp. Notes and Accts. Payable Property Taxes Payable.

2500 900

IPropert Taxes

SUDD
70

ie§

-Retained Earnings

5101

Revenue from Fees

Unearned Advances from Cust



ASSETS

future cash
expected (eaantilsthgtFaceixatilx

specific ser-
vice expected(0x) cuppii24

LIABILITIES

future cash
payment (ex) Tax0A %rig('

13

Feu Cottectedfor product
or service (ex) jjiAchjaw.2_______

Column SUB-headings merely identify the

class of account affected. + and ^ re-
fer to increase and decrease in 0. equity.

ACCOUNT TITLE Asset ;hangs Liab. chastgi



.Debit all accounts with credit balances. 1
.

Credit all accounts with debit balances.

.14
Closing entry EXERCISES

1. The five lettered items on these two pages are either descriptions
or illustrations of correct or incorrect procedures for closing
the books (cycle step 6).

For each item, either:

a. circle its letter if correct, OR

b. indicate which three items have the deficiencies mentioned here:

DEFICIENCIES:

A too many accounts are closed

the temporary accounts will not have zero balances

the profit has not been transferred to a Balance Sheet 'account.

B. Making the drs. and crs. keyed by (1) and (2).

NOTE: ALL examples
assume merchandise
accounts have al-
ready been 'adjuat..

ed to create Cost
of Sales balance.

Sales

20001

Cost of Sales

ADJ.

Rent

2000

130

Sales Returns
501(2) 50'

De reciation - Fix.

0 2 40

Interest Ex ense
1212 12- i

Dad Debts_ J
2 10

Advertising

1

102 (2) .
102

Salaries

General and Ad-
480I(2) 44d

ministrative Expense
316 Profit Loss Summar

,

1.2)
18001) Gb

121 60, 3161(21 .

Closing the ::boolcs is condensing the record of "owners' equity by can-

Ceiling all:balandes of accounts which -collect. prof1tchanges.
and substituting (in this case) A'net-$200 'credit An-Retained Earningii



D. Recording these changes'

Account titles
expense I 10.1:1,14 0 Lt.V IMO"

" I .../ID00Q

Intae6t x
+

1 --
- .......Bad Debto

- - ... ....
Sq.46 Re4WLYL6 t .

pvt.ecLalr.40.4
:Stionc. FiZturca

minOtoiatime Exp. _IA 4

Retcausi Emitimita6

E. P

al..
......

... ..
zoo

15

OTE: & refer
to owner equity
change; NOT neces-

sarily to account
alance change.

SOLUTION TO

closing exercise, page 17--

is La ng Lais j ourpa i entry.

31 Coat oi s.e.e4
Rent

iiiiiNtlip
, ... i co,. I-.

Inteiteest Expen6e
13ad Debts

_,

AdveiLtaing
Sataniza

aillionac

IIIITEll
NU EUan LEI
InsaluagUMW

MINE
NILIMO

II

I
R

Saco Rama
Vepneeiatizn - Stolle Fixtun.e4
Genenat and Admin,i,strtati.ve Exp.
Retained Ea/m.4)10

Sat :4
_. ,tttTuat cto.6.1Iis._tbk6

ANSWER LISTS for page 3:

I. . t .. t F

3 . .. D

6... . 8

2 .... . . E
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ANSWERS for journalizing exercises: 1. a. B and E are correct.

b. =mta: A

D 'and F

C

2. 19xx
I

June 3C Coni.tizsions Fanned in
kticuen 4 inom _ oc

raggoo

1 111111
1 1
1111

111111
IOU

Imo
lug

11

Iliftii

in

U

g

0
.YJNI

;Mil
AM

gum
1 1

ete xpense
Phgliessionat Onganiz,..

vues

t ee-----Mc es .

Retained EaAnings_

2:(1ceeQ-U-42---.-a-LiietiLann,0124.

ANSWERS for posting exercises: 1. H

A
G

C

E

2.
v

3 Cash 1 111200
2 50-

,

_.._ ...
Note,6 Receivabte

Intetest Income 47 1111 1 0 -
Collec,ted note and intme6t due. today., An.cm I

---zz-z.---._
Flted Fox. I

romIUMMUOIMMOI

Cash
PACE I

(bal;)

iotes Receivable
per

'0 1970
bal . n

all
'gm 00 m ...3 Jl 25000
U .

, T.
1970
,I,i 1 J1 506-



ANSWERS to a4justing exercises: 1. .1(1)
(2)

e ; (3)
IC (4)

ASSETS

future cash
expected (ex) Conma4ion4 Receivabte

-))
(5) Accrued /ifitenur

specific ser-

vice expected

S

r/te 06 unance

Accumutated Depnecia-
(7)tion 04 MachineAy

(8) Advance4 to Agentis

ia (5)

d (6)
c (7)

(8)

LIABILITIES

future cash

Payrient (ex)'. Taxers Payable

17

'
(1) Sataitiez Acaue.d

for product
or service (ex) Feu Coteected in Advance.

(2). De4elvied Subzcmiptio nis

4) Unearned R

(6) Cuistameitz' Depo,sits
tues4144.4......4o.e.4444.44.

Column. SUB headings merely identify the

class of Account affected. and re-
fer to inOreasA and decrease in-0. equity.

ACCOUNT TITLES -1 Asset chance Liab. change

AdveAtaing N't
380

.Dei voted
+ .

kinEaned Advayi-e.
ceo 'torn Utz-tom-1'1,4

ow. too W. dwir

MAME in Owner's equity

Lexpense 1 income i revenue I OTHER

... 380+
O M..

era
Re*Ite .0mr F

(3\1240pe4ty Takeo

Pnopett.ty Tax.e6
aya e

+ 1200

s e........gnu. .... ...
...001

.
+

OM. .0 en

350

-------
_k.

1 mim

ANSWER

to posting
exercise:

DEFIcIENcus: A

m

..Y.
e r.

....................... .
+ ...r;2 4 t 47it ...... I1-

.. .. .. .. ir ,. .. .. .. ..

.,....____i

II

,
.................... t ...............,....... ..,........,,......... ..........................

I e g
/ .350 . . .. .. _--.....____--.. ........--....... ....... -. J. .... ... _ ._ .. _ ... .. _ .. ... .. ..... _ ...0...., *or OM/ .I

AO

EACH ONE WAS INCREASED, NOT CANCELLED.)

and; D Should _be circled.



THE ACCOUNTING MODEL

. .
.

1. A concise illustration of the relationshipsaTong_accountingevents,.
the ledger and reports.

2. A means of familiarization with a variety of blank forms used in
teaching and testing.

The GREEN PAGES illustrate .the use of gradually more complex
forms. Relationships based on the accounting equation are summar-
ized in a flowchart (THE ACCOUNTING MODEL).

The YELLOW PAGES show the variety of forms in blank (usually reduced)
versions, together with page references to illustrations of their use
in the green pages. Related portions of different forms are identified;
so that IF YOU ARE FAMILIAR WITH SOME FORMS YOU CAN FIND HOW A NEW FORM
ORGANIZES ITS DATA DIFFERENTLY.

INDEX



THE ACCOUNTING MODEL

Everyledger is an equation. This list
of all the Star Discount Store accounts

STAR DISCOUNT STORE
Trial Ulm*
July 31, 1970

Dr. Cr.
1. Cash $11,555
2. Accounts Receivable 4, 280
3. Allowance for Doubtful Accounts
4. Inventory .

i, sore Fixtures and Equipment
. iscumg1alid Depreciation . k 1.pc
. Accounts Payable 2, 350

8. Withheld Income Taxes 200 $2,600

3, 580
7, 800

81 $25,005,

r.11 t.. -
. antes 0. v e, .......

t. cost or
muss _. ..

wads solo :.5, WO
13._ Salaries 1,400
14. Payroll Tax Expense 7015. Rent' 300
16. Adveitising Expense 280
17. Heat and Light Expanse 105
18. Telephone Expense 35

19, Sales Returns
. .70

20. Uncollectible Account Expense 230
21. Depreciation Expense 60

Totals

8.345

47,820

was .1214212

has been summarized, below, to show the equality.

'REDUCTION PROFIT
ACCOU10 R

ASSET ACCOUNTS
.

)
{Res ar:11111110't

t

: -

LIABILITY ACCOUNTS

ACCOUN OR
'PROFIT

The idgaiLaQuisage is $22,405.

Show that the account .belandes for owner's equity:
combine to agree:

($20,980 + $

PERMANENT OVINE

no

ACCOUNTS

201. fie



2.

An equation in the ledger is unavoidable. Every event is recorded so that:

Change in

(ResourcesDebt) s

.Change in
_

You may know the difference as: "capital." "net worth," net assets
"owners' equity," or

( ±)

Change in

OPRIETORSHIP"

1.t is from "proprietorship" that P has been chosen as a symbol for the whole
amount of the owners' equity. IN SYMBOLS, then, the BASIC ACCOUNTING EQUATION is:

A

(for TOTAL assets)

L

(for TOTAL liabilities)

P

(ff.): TOTAL proprietorship)

With theSe symbols substituted, the diagram now shows how. the equation,is
changed by the event uhich is described in the box beneath it.

: L :) =

EVENT (transacton) a. An owner of the firm (the entity) contributes a used desk and
chair, valued.at $190, as a part of his investment in the business.

At. the top of the next page, the SANE EVENT has been entered in a TRANSACTION
ANALYSIS FORM. Note the symbols in the circles.



* * * * * * * * * * * * * * * * *

* Note that there is NO reference to debits or lc'

.* credits, only to how the accounts (and totals)*
change.

* * * * * * * * * * * * * * * * *

Step 1. What is the entity doing? Check ( appropriate space(s).

a. It is n CUSTOMER dealing
wi h a sopplier of

roducte(s) (1)

services-
.commetc1s1 .

employee 0
tax-nu ported (V)

(+son

nth

Step 2

Which assets T n ei.

DEUCE EQUIPMENT

-
(V)

Step 3.

b. It is o SUPPLIER dealing
with a customer for

product(s) (/)

service(s)
loons ()
other ()

or LES

Step 4.

TRANSACTION ANALYSIS

0

il1=1No .11M-

It in des ing with its owner

Which liabilities change?

Step 5.

ORE or LESS

1$

3.

Step ,6.

Step 7. Change in PJA: ZERO Plus ilk
fftnu s $

NO ACCOUNT TITLES required
for step 7 changes.

Of course, profit is not affected by the owner's contribution. The SAME EVENT affects
the model this way:

+190.
)

(Resources Debt)

-0-

I s the firm

dealing ith

its ovineri;s)?

PERMANENT PROPRI TORSHIP*10
ANIMMV

The account affected can be shown in a form which concludes (steps 6 & 7) as follows.

!it p (),

!-)I4 p 7.

0....ftift.
ZERO (

$+/proR

77777777771=
ny).uunt nod rIpmnt, ZFRO (

di!,invcstmvut

717; 2(7."-""4"...an"

$+ OR

S-

ti



4.

Below and opposite are analyses for two more transaction'. Note. hrdw each is recorded
so that both sides of the ledger's equation are kept in balance.

br. issued payroll checks totaling $895. The remainder of the $1050 which the em-
ployees had earned was withheld for payment to Internal Revenue.

Step I. Whet Is the entity doing'?

A. It is e'CUSTOMER dealing
with a supplier of

reducts / ( .1)

aervices:
come rc lel
employee
tex-3u orted

oene
other

Step 2.

Which seete change?

_CASH

Step 6.

( /) .

Check (0 apProprists ',put(s).

F.
Step 3.

MORE or ES

h. It Is SUPPLIER dealing
with a OuOmMel for

prottwet(a) ___(I)

eervite(s) ()
loans ()
other ()

Step 7. Change in P is: ZERO 4-175----

r It to dealing with Its uwne,

Step 4.

Which liabilities change?

EMPLOYEE INCOME TAW

PAYABLE

Step 5.

Vor LESS

'K27

IS

I

'Prom ALL OrSteo 5":1

(J)
ORchange in A things in L

Plus Rtnue 1050

c. Collected $37, in full of the account of Spartan Bros., and a $10 advance, as well. I

Step I. Whet is the entity doing?

a. It is a CUSTOMER dealing
with a supplier of

roducts(s)
galsjai

commercial (V)
employee ()
tax- supported (./)..(

loans (1)

other ()

Step 2.

Which meta change?

ACCOUNT'S .RTViltAFLE

CAI

Check (V) appropriate apace(s)..

b. It is SUP IE R d ealing
with a customer for

product(s) (0)

sservices) 0/)

loans it))
other (V)

ems we. IMMO SSW MID* ISM
When yoq don't know what the
account is for, use these.

Ihm4 MSS ISOM NSW

t. I. is dealing with its (Amer

_()

Step 3.

1:1

O7tE ,r k51

IS 37

0

++.+ + + ++
+ Give ONE

(net) amount+
in step 6.

+ + + + +

Step 4. Step 5.

Which liabilities thanes? ORE or' LESS

CUSTOMER ADVANCES s_ 1 s

$

[from ALL;r5T;--E71

ZERO (V)
in A ..................,..nlitug--...--...) change in L +10 OR

L.
.

'

Step 7. Change in P is:

Don't forgot zeroes.
They're numbers, to



5:
Step I. (Circle

CASH.

0 b. c.
a,b, or c) It is USTOMER. It is A SUPPLIER. It is dealing with'its OWNER.

or k9

s-§9-1-

'ZERO (4

14+ ORE- 89 5

-ZERO

$

invyslmunt
IIMD

OMB fil=1 .1=D 1

)

(Resources Debt)

+$11

(

050

VI or le,
EMPLOYEE INCOME TAXES $

PAYABLE 1_151 r$

ZERO (I)

$+. 1 45 OR

disinvestment
$

income

$

4,0 - - --
Step I. (Circe

a, b or c)

CCOUNTS RECEIVABLE

CASH

It is a CUSTOMER:

s IS

OMB_ or

r
$ 47

40
(negative) TEMPORARY PROPRIETORSHIP

= do

(-1T-

It is a PLIER. It is dealing with its OWNER.

1

Is the firm.
dealing with
its owner(s)?

VI or LESS

CUSTOMER ADVANCES

s 4______

-dISItNestment.

expense-

investment
',Am we. on mm 4we limm



Here are two more forms.
6. each form-

Idsw:ify the first fccount in each
trarsaction by number. date. etc.

All three, of the events analyzed before.are shown Ili

1111me
ACCOUNT TITLE

oFFICE!ECIVIEMNT

JAMES
(DOGILIVIE,CAPITAL

Asset change Lie). change

I

_I .

(E) CASH

EMPLOYEE INCOME
OTAYF5 PAWLE

OSALARY EXPENSE

'ISTOMER ADVANCES

CAjH

ACCOUNTS
RECEIVABLE

ALWAY choose plus %- mintis
by effect on basic e,at.iop

1

NOT the ACCOUN:

tOWNERIS(') EQUITY CUNGE(S)

moony i income mono,

1.111=MMINNamMEr

89

IM

47

.37

+ r

+ 10

,* *
'-----j '

.I

0

ANI

ss.. ..
xpense is

negative
Change

.10

11
+

NET EFFECT

of ALL 3.

events, on the

equation in

the ledger

.6411C

Change. in

44-1050 + 0 0 + 190

(Resourcei Debt)

.Change in
Change in

Identify transactions,

lino
only ASSETS

ante s
e

OM
r

111ffigimma
lEitEd MOM

It It 11
It III PI

OM Ell E

ter Equity' CROOKS

PROFIT ADWIONS Er MT
1111:211 111C1111 =MIawl_amininio sago

=gal 61311=111111124limmi ma a 111111111111111111

1111 01 M11111111111
*la% I 111111 11111111

111 111 IMO 70 so El MUM 111111111111111111milimermamin
'MAN EMI num

II II II IF II 11

11i 11 11 11 111 11
SIIMItamelli =NI MIN

11

laavz*V133 cam:xx= cso FTN771 tMe



7.
At the end of an accounting period the ledger is an equation composed.of these parts.

.0.go owner's

1" end of LAST accounting period

2' end of CURRENT accounting period

1

V

The VNOLE difference between
A
2

and L
2

r I

. 'LIABIL- AWNER 0. IN- D/SIN-Ay
AiSETS INCOME

ITiES ''EQ.-rVESTVENTS--VESTMENTS
. ;2 2 - 1

5

This flow-chart of the various ways a tiansiction.may affect the difference labelled

:5:, above, may be called the ACCOUNTING. MODEL. It is labelled with the numbers from

above to show what kinds of events affect the equation's different elements.

)

1

)
) ) ) ) ) ) ) ) ) ) ) ) ) ) ) ) )

)
(Resources - Debt) =

ACCOUNTING MODEL

)

ascot ontra -asset)

accounts accounts )

debit.. credit )

bal an- balers- )

ces ces )
)

J.

liability accounts
. credit

-Tia I antes

TEMPORARY ro rietorshi

* expense &
lcontra-revenue

* accounts
debit
balan

ces .4
* * *

(for profit changes)

income
revenue

accounts
credit
balan-

ces 8
*
*
*

* * * * * * * * * *

no

A
yes

s« « «
_ (contra-prcAtie.

debit balances

(DISinvestment
(

R-M IC I N :T

( ( ( ( ( ( ( ( ( ( (.

roppiekoKshi p
credit balances

"IP

vthSta -OM* f I
( ( -( ( ( ( (-(
proprietorship`
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8. In this ledger, accounts which belong to each financial statement class

are segregated a6dording to the differences summarized in the Accounting Model.

'"
ASSETS AND CONTRA-ASS_US:

Allowance for
:Accounts eceiv blc

I 3 10

. Other

Truck ..caLLg

90 900

tbWM*ItlenWWM**-ftWe*****3WM4*MAIWM**Wht**MWHA*k

* EXPENSES AND CONTRA-REVENUE:
* Cost O T 4 4 & 8 are "temporary"

Sales Returns account categories.

, *
1000 50 *

* ALL OTHERS are "pen.
, manent" or "real".*

*

200
*

*

**
****%*******ft********************1'..***********

*

......0......6......60...

LIABIhglaWs reom
Cud Lagers

NO

Various Amounts*
Due SuPoliers

300

2011 -

PERMANENT PROPRIETORSHIP!

AND CONTRA-PROPRIETOR-
SHIPS

BECAUSE transaction data are consistently assigned to these categories4cOrding

to: a.. the definitions of assets and liabilities, and

b. the tests (+ or ; owner or noltowner) in the flow chart,

every correct ledger, will contain 14-:true equality-I-is shown below.
$ 632 -

r . . ; 10, -r AESI ouvu:'!!_ 0. IN-. 0. DISIN..
ASSEICS IT1ES EQ TVESTMENT"VESTMENTS

e



A complete set of financial statement's is

an equation, because it reports on the

entire ledger. (This set is keyed to

both the prior forma with their identi-

fying numbers.)

Income Statement

Revenue or income from operations:

10

Total S 1XXXXX

Operating Expenses:

11

Non - operating items:
Total jczaa

() 12 1( -is) 13

Net income

.0110 WM MM =MI 411
. 1

sxx x xx 0

also

C.011ALAWMAng
7)4110011 wits, of WW1,/ SXXXXX1

fAdd' tlons 14

2

Net Income R Net Loss
XX

$XXXXXX

Deductions: 15 xxx

Per lod-and balance of Cap I tal ..

Balance-Sheet
_

3

5

Current Assets:

16

Non - current Assets:

17

TOTAk

Current Liabilities:

18
Non-cUrrent Liabilities:

Total:... XKXxx - w

Ownerehla itiOttY'

'us.,
1

Total Xxmlj

TOTAL

ma 1 ow. ma Ism wow .01 ow omit mt OM an. 011111 MIMI NM/ =MO MO ON=

9.

It is necessary that each transactions leave' a valid equation, after all its diaries
are included in. the ledger or financial'staternent relationships.

The closing entry )ournalised,here
report categories,

heaths Andloatod'officts on the ledger and .'

liatuassiumaa

60. *(0950°
30 Real Estate CoMmileiorut Earned

GainstrLasstrgoLSaguEitliTrAginic--/--.
Salaries
kent
Office Expense
Interest .EXpebse

IstlinadEaraniul
Tp: APril-

`Financial s titeasmt categorise:
(ALL P418(4-4nd.minuses
follow (10) (-12) (11) M.

dr . i cr. ru s

....for owners' equity.`) 49t005.00

'(4) + $41856%

(7) +VF,650.

a

JOK



1.0

The effect of the closing entry journalized on the
flexible transaction analysis form.

last page is given in this very

(y.....esiaiiihei,..5LetLs6............altjarainwithaatx--otherwise, circle answer to, "What
is the entity doing?")

adjusting and closing entries are
most familiar examples or "internal
transactional

external_ 10telo a b, or

.a. It to alt11111111.

4) internal

b. It La egintua. I. It Is Ogling with its corer.

Equation summary:
CHANGE in A

CHANGE in L

111 OM,

TEMP $4650
CHANGE P

I., $4,40
OMR

(circle appropriate change)
Schedule of A L P change(o)

Real Wate ComisiAzions EdAne $ 9000

Gain Oh L04.5 on Secutity T4ading 500

$ 3000

Rent $ 1000

Schedule of

interte.st Ex

Retained Ean.naga

..L C" change(s).

Schedule of A e: Nsire Exgenig

**********
* .

Schedule(s) must prove eagh_summary amount
* -

,

schedule(s) for each affected symbol.

proprietorship may go in same schedule

AMOUNT-Ii SEPARATED ACCURATELY IN THE

$ 4650

**** it

$_e

*14******

(numerically). _Separate

(Permanent and temporary

, BUT BE CAREFUL THAT EACH 44

*
EQUATION SUMMARY.).

6a. . ,r

These journalized transactions serve as the bails of the analyses on the next page.

a...Accounts Payable
Notes- Pa% able

hued note to

a
. Cost of Goods Sold_

. Purchises Returns
4

Merchandise Iroientory
PurChases

Id
'0

80

oC)

ao

IN M"1111 1W1

Freight on Purchases

period. Fnalig Inds ..s. It
hAtAnereiied S80i;

nd , . 8 ' 0 0
Buildings 400 0

,.Meirtgage.Pavable
I 4)0S.aih.

dovh:41aymen 4.e-liurchasetliihd:
t rRUildinge: :, A f 1

- 4 '.-, ''' .

:t...t:/. Maia.,.4: _:,,r4-4.!, ', _



a . 1" external
It t CUSIOJI.

( J) internal

(Orelle e, or o) (When account changes cancel out)

b. It I. a S titta. c. It is deItai oSth 1(1 mer.

(circle .",propriate change

Schedule of A change(s)

$ 4A no+

Noteh Payabts $

Schedule of A L P change:

Schedule of A L .P . change(s)

$

$

11.

Alen no ac-
counts are

* affected)

Solution is 'impossible if it
N doesn't balance. One or more schedules for each

\external (Orel, a, b,b. . pre.) affectea SYMBOL in the summary.
Na; It is cermaa.. e 1

quation su
internal CHANGE. in A

adjustmen CHANGE in L

(circ1e-appropriate change '

Schedule of

: 1 PwLehaa ea Retwuta

e. It is glalisig with its owner.

TEM . $ 410

+
MANGE La

-

Meachandia e I nv en-to/1.y

P changes)
$ 20

580

Schedule of A L

Schedule of

Rackets ea

Fiteight on Pwzdza4e4

harigot Lest o Goods Soed 410

proprietorship change is negative

P change(s)

500 (2)
10

; (a plus,for expense-,-won't balance the equation...... ........

4
external

Ia CUSSCRIA.

'Equation Suffimaryf--7'
internal CHANGE' in A 4910

A L P (
always make sure)

$4300 $4300 $0

(Ctrele a. 0, or c.)

.

(circle appropriate cha
Schedule of SChedule of A P change(s).

CHANGE in

It is SUTILLII. C. Is dealltil with Ite et.nrr.

TEMP. s.
CHANGE in P

PERM. 00

4

P change (s

-$ 500

800:

Schedule of L P change: &Ad-61ga $ 4 000
0- IP - 0. 0 - - . . .

. . .

ON THE NEXT PAGE are three forms :of analysis for this transaction:

Don HOentered the fertilizer buiinessibY'Acquiring. the real. State 03000), and_
supPiita ($200 a, retiree. J142-AlsoAgre44 to,settle.theunpald taxes ($400),
when due:

,



») » » ) ) » ) ) ) ;

12.) DR. changes

))d) Land 6 .13.edgz.

)

)

)

,
) ) ) ) ) 1 ) ) ) ) ) ). ) ) ) ) ) ) ) ) ) ) ) ) ) ) ) ') ere.)

)
i

I (FUTURE services Debt) =. plusbninusitero END n? IL' Dealing with
w

i
1

an OWNER

i

i ."1.4

"« « 0 «70 II yes.is

( ( ( ( «
i

c r c c « c .« c c c c c c c ( c c c c c c c
CR. changes YSe

DR. changes CR. changes

diDet Ho. d2 gi.ta.4
`$2800 .

) ) ) ) ) ) ) ) ) (Enter
CR. changes &

I LABEL. *

e-e-fritee*.sw-rwsnrwspi. eor.ter*****444.114-s-red..04-*.***4-ork**************

;) acct.
) ties & *
) amounts

) for *

) EACH

DR. changes

) event's *
) drat & 4

CR. changes

DR. changes

diTaYoA Pay, $(00

(

.( ( ( ( ( ( ( ( ( ( ( ( ( ( ( ( ( ( ( ( ( ( ( ( ( ( ((

Titles
for asset changes?

Land g B.edg.6.

Suppta4

NS .9 l.),

t, .

v." osts
is r 320$4jE"cj

$--

PORE or ':41,0

i3 00
$ 200 iS

$ Is

n AL' of 5 teo

sties

.j1J2,

' for liability changes? or V

MY OA Pa f.p7h

is

irrocn ALL of S e

ZERO ± Sf )ag OR7vchange in L

Change in P is: 2C11

wararcrailw-7--

revenue (title)

expense (title)

contra- (title)
Ityawe OR revenue

PLUS. 2800

I.

4
8#4

no

MINUS.$__-

Is transaction with OWE S

estmen title -

D Sinvestment title

external mires/ a, e, Of. C.)

114. Be is a carvaxa... b. It is s

Equation svcraary
.(J)7 --internal CHANGE in A- $ .3200

is dealing vtih Ito onus /

wwwwwwwwwl

CHANGE P
CHANGE !n

1.11

PERM. $ 9800
(circle appropriate change)

Schedule of

Land S Btatcti.nco
Changes) 4o Schedule Pf A P change(s)

3000 Ta.x A :Pagabte $400 CD

2800



INDEX t_o green pagas. PAGE references are to illustrations of u
13.

se.

(CAUTION: other instructions may call for use NOT Musk:rated.;

100. owner's

I" end of LAST accotinti»g period

2". end of CURRENT accounting period

"EXPANDED EQUATION"

4444

The WOLF: difference between
A

2
and L2

(. .. 1

:PAGES 7 and 8 ;melt, DISIN-
Assus ITIES

2
.EQ..rVESTVENTSVESTMENTS;

61!

INcomE): 5

6.,*(11\1 E1X)
Symbols correspond

to above EXCEPT- that
contra - revenue and

Cost of Goods Sold
are negatives here

(i.e. IN for a merchandiser is gross margin plus
nonoperating income or revenue).

7.1

The one Or more accounts
belonging to these cater
gories comprise the entire
ledger.

ASSETS AND CONTRA-ASSETS:_,

"SEGREGATED:
LEDGER"

numbers
Correspond -
to first'
:arm.

=

1

***kkinfrirtrkkeinter***Aintkh********A-PrintintAiri*A*Alkir
* EXPENSES AND CONTRA.REVENUE:
*
* 4

LIABILITIES:

. .

PERMANENT PROPRIETORSHIP
(AND CONTRA.)



14.

ACCOUNTING MODEL

irr3*7-77') ) ) )) ) ) )

DEBITS CREDITS ;

rand debit bat
ances

A

and credit 1

balances

I
)))))))I

anits CREDITS :

and debit bald. and credit bal :
antes Ames

ft,"k*Temporary

tinction boed or
aesti.on E; can you

ances (((((Permanent

',sources (FUTUR services - Debt) m
)

are

DEBITS

F

, ts

CREDITS ': ( « ( «II ( ( ( ( ( « ( ( ( « ( ( ( ( ( ( t torrAte

and credit f DEBITS CREDITS
balandes and debit bale. and credit bal)

( ances.

G ' H

'247.."ccccc (((((( i (((((((l.,.
PAGES 7 and 12

1etteit4 am nom model.

PEGS 9

Income Statement

&avenue or Income from operations:

Total t "EvatlX

Operating Expenses:,

Total. UNA
Non-OPirat Mg Items: - $XXXXX

1+14 D v.'s) e xxxxx....)

Capital Statement,
Ini till caprtal of owners) WM.-

1 Additions: I 4-
.Net ncome OR Net Loss

MOIXtt

Deductions: ICS

Pariod-end balance of t7epttat:.. lOott

balance Sheet,

,J
ve Profit

or3 loss
Nk./1

Iht incoomi SZICILL

Currant A t

Gt41)

earrrent A

Current Liabilities(

Non- current UAW t les(

1-7771RraT7::1
.

Owner hi

Toil ITU



TRANSACTION ANALYSIS FORMS

attars designate kinds of
change shown in the model ,

Page 14)

PAGE 12

PACES 3 6Li

ff no -------6.
/ izSU, I. What to 4ho Mt 1t7 lei Meek li fills apeee161

a. It to CUOMO Poo{ Los It 4 IIPPLIIII 4.4411$48 r. 1i Is 411114 ow+ It. m.o..,
eielt uppikee el with eser to

probaese(11_(/) pire60411) ....(0) 41)

cervices earnime(0 On
tieeartio1 _H) lease (0)
esslesee 11) meet 143

esa-a .d (4)
I.ew
doer 3

15.

Step I.

alaisaalsilraa1

Stop G.

Ploy 4. Stir $
VF, or

g-

41111

11.t"
Change

Step 1. Chomp to P 144 POO

as(
4)

. aloe& Us 11....;.....p.11=11S---p oloortgo is 1. so

change
tn.- U 1

itara. 11)

,...._ ch$,ES-o- ....
.1, en inItue Dor

$ or. -.a
I--"*... --`4,

Titles
tor asset changes?

eliange in ,

. Tities
' for liability changes? e r V

Is

Mon e In r lei tir0
LU MINUS $

'14+ I trnnsactio:
ilL

MEMOith OZCR S) of tl

it1)1 Al,

....

4
0 S tiri 1 tri title - 4v 0 .

t1Sinvestinent t tole
t

revenue (title
expense (title)

tra7 title

ineeme OR revenue

........... I

1. Ma I

ri.(7... ..0;1;7:7--7it=oom
Step 1. (Circle a. wsiele 77111. -...*\a,b, or c) It is a CUSTOMER.

.
3..Step ,, it -is a SUPPLIER. : It 'is dealing with.Sts O'1MEP..

Step 2: 'Step 4. Step S.

ko, or t9 t; 0 f 1.

$ I $ $

1$

$ 1.$

$ ik 10.13
uG-11- F

s,

Step 6.
..-

.

ZERO_
.11.114) ' . change g .t

1 111.-V

( ..(11,(0

Scep 7. ccouAt and amount. ZERO
pot zero, show 1

in 40
0%4P. ge

L;'

ottailge ip...___,...

ZERO (If) S.
i nvestment



16.

COX*1AR TRANSACTION ANALYSIS FORMS;

Identify the last. essea;st_ in tan
ttansactton by nusa,et, dat,:. etc.

ACCOUNT TITLE

ALWAYS thoora plus or tram,'
by affect bslo aquciall,
NOT the ACCOUNT

Asset chow Ltab. change I , OWNER is(,) EQUITY CRAME(S)

A "'",""4 ex ins .0.226.rnven 241,
.
41

I .4

Ident I Ty transactions

ACCOUNT Tinge

.,....r...aarimrsowya

:1'4"

-C C
APO Ille #994091

I+
I

1 9.

CHANGES in

ASSETS !JAMMU:NS.= es. I

IN II .11111111

Mal

-
Owner Equity CHANCES

MULTIPURPOSE T. A. FORM: PA220111........411and

. . ..... . a- ar

external Mule a, b, or, e.) %b

.. It la amosit. e. 44.1144 with les overt.

FROPI" ADDITIONS PROFIT REDUCTIONS OTHER

..il losjc. 1Cie Cm l

III I a
it 1 gii
III , I ' -111i11111111 101

1111111111111111111111111111111111111111 it
IiIMII III ill MIIIIii Mini

Internal

(circle appropriate change)
Scf.edule of A L

Schedule of

Sch.)), e of

0§(j'&4 OPt

changeL

change(e)

$ +

+



FOLLOW THESE DIRECTIONS, carefully.

What time is it? (Make a note.) Report the time you actually spend
working on the lesson in the space provided on the gripe sheet.

You will be given information, asked questions, or asked to follow
instructions. The instructions appear as needed.

In most, but not'all cases, you will be given "feedback" on your
responses. Look for these answers; and, if you didn't agree, re-
examine the frame.' If you still don't understand, make a note to
ask your instructor.

In any case, make an X on the "gripe sheet" (back of this page,
and the next) in the space for any part of a frame you missed.
These deserve special review.

When more than one frame appears on a page, a cover sheet should be
used to hide the answers until you've made yours. If you fold the
gripe sheets horizontally (at the dotted line) they will serve the
purpose. On page 1, this shows where the top should go.

1;C:27

Give your answer to frame 1 before uncovering the answer.

Go on with the lesson.



TOTAL time to complete ..-4(minutes) NAME

ROSES I MISSED (Place an X beslde the specific parts)

Pleasenrrient2,62a,
identifying item; or put them beside the :_

____,

frame. Put a "C" here. Leave wrong res- --"'

ponse_in.frame.

1.

2. I.

I/.

3. A

C

4. A

B 1.

2.

5.

A. B.

C.

C.

. A. (write no. if wror) *)
B.

. A.

8.

9. a.

10.

11. Did change 10? yes

12? a. b.

c. d.

e.

f.

13. 1st pair

2nd pair

3rd pair

14. A.

title

....1,111-1, ALAI a_.

II.NN,



15.

16.

b.17. a.
a. d.

410 f.
b.

18.
1.9. 1

3.
zo, A.

C.

at. 1.
2.

22. 1.
2.
3.

- 23, 1,
2. 4.

24. a.
b.

(2)

$

0)4

27./., 1st 2nd
...

-28. a.
ti or

........111IIMINIIMM.......1MlerNEN.M1111.

IIMOINIIIM1

;1611111.011MY

.M11111

111

onomoomom......



29. a.
b.

01111. ..1000

30. a b c d (X letter, If error)
2. rri

31.? (correct or ;(why?)

(H)

(I)
(.1)

32. (A) 1) 2)

33. (a) 1)

34.

2.
36. h.-

2.
3.

37.
38.-(1) A.

B.

(2) A.
B.

C.

(3)
(4)

(5)



BAD DEBTS

An overview of the problem

1. Here is a typical journal entry for a credit ale to a customer.

14 ACCOLLAU Receivable

Scae6
2 0000

20 0 00

Sate .to Chattie Chan; terms 2/10, n/30.-

However, if the firm can not collect the receivable, it really received no.
thing in exchange for its merchandise.

(Although no firm will extend credit to any customer who is'certain
not to pay, it will use a credit policy which it knows will allow

more charge accounts than it can_ collect itfull.)

Thus, a few times each per od, credit sales to (unidentified) customers will be
recorded, despite the at' t no future benefit was acquired.

How does this cause the 1 dger to be misleading?

The debit to Accounts Receivable overstates assets. (An uncollectible
receivable will provide no money with which to buy future
services.)

The credit to Sales

(Check one, if
correct, 0

you write the
true effect.)

(V) understates assets.

( 1) overstates liabilities.

tin overstates profits:

Slide-OOlier_dowo after you answer.MMMMMM MMMMM MMMMMM

Someimes the answer will appear beside the next frame
(ii a column like this).

"Otherwise, it will use the whole width of the page,

COVER the
page be-
low this
line.

1. overstates
profits

like this:

ANS. 1. Profits are overstated.

(Y!mkjIshould have checked, "overstates prof its ". However, if you HE211,

"overstates 'revenue", you have made a true stiiteeai and doubtless

know that net income will be overstated, too. You need.to recognize

that you were asked to describe the 'effect null the listed ones

were all INcorrect. loincel"*.Orifits"iis a synonym for "net income",

of course, it would, iiii-beitrue, but unnecessary, to write, "over-

states net income".)

NOW, remove the PINK panetA)Snd GO ON WITH THE NEXT RIGHT-HAND page (2) .



44******************A******

the left) until you*

: Use only the right-
* *
* hand pages (and ignore

*
: are instructed further.
************************



A --weet-e..--
L

PANEL A

"Bad Debts" wide. deb 10. As debits to "Sales Returns" compensate for
Credits to Sales which are cancelled, this debit cancells profit - additions
recorded when no real additions to profits occurred.

.
Boggstown Grocery Co.

Income Statement
Year Ended December 31, 1970

8ftgenue:
Gross Sales
Less: Bad Debts
Sales Returns

Net Sales
Cost of Sales:

$10

22.'

$2000<
60

Inventory, January 1 200

Purchases 880

PM.
Inventory, December 31 350

Cost of Sales

Gross Margin on Sales
Operating Expenses:

Selling Expenses:

Advertising $102

Depreciation - Store Fixtures /10

Rent 60

Salaries 480 $682

General and Administrative Expense 31b.

Total Operating Expenses
Net Income from Operations

Less: Interest Expense

Net Income

$1940

.730
$1210

998
$ 212

12

4191

[in

The report reveals how
much, of the Sales made

1970 did NOT add to
net incomefin fact.

"Allowance for Bad Debts" was credited 10 its balancg_to

Boggstown Grocery. Co.
Balance Sheet

December 31, 1970

Assets
Current Assets:

Cash $550
Petty Cash 50

Accounts Receivable ..$61541P

.Less: Allowance for Bad Debts
Accounts receivable -(net)
Merchandise

Non-current Assets:
Store Fixtures
Less:Accumulated Depreciation

Total Assets .

Liabilities and Net worth
Current liabilities:
Accounts payable $500
Advances from Customers 100

Total liabilities $ 600
Net North

Stockholders' equity 1272
Total liabilities and net worth tkiVE

The-report "says",

Customers have promised to pay
this much.

.

BUT, We must aka llowanco4 for
them all.

This is our best estimate of f-the

VALID promises, which are the only
ssets.

600

350 $1550

$170

ilk

11.±22-



2. Before the statements of the Boggstown Grocery Co.'(pink PANEL A) were made, it
recorded an adjusting entry to correct for having sometimes overstated assets
and profits.

Examine Paiel A.

Both accounts in the adjustment are "contra" accounts. X11 contra-accounts,
you should recall, are used to record (separately) reductions, wi.ich apply to
one (or a few) specific account(s).

For example, the illustrated Balance Sheet includes the contra-asset,
"Accumulated Depreciation" * which is.a decrease in "Store Fixtures".
BOTH accounts make up the record of that particular asset.

However, contra.-asset is NOT anothe. term for "liability." Liabilities
are subtracted from "Total AsSets" in'the baSic equation (to compute
proprietorship, owner's equity, net worth, etc.) but not from individual
asset accounts.

1, From the way these accounts affect the reporti, match (by letter) the titles
of the accounts with the statement, class, and normal balance of each.

A. Allowance for Bad Debts

. B. Bad Debts

Account titles:

(You fill the other blanks.)

)4. Statement Class Normal Balance

Balance Sheet contra-asset debit

13 Income Statement contra-revenue . credit

II. From 'the nature of the information each statement reports, indicate
which account;

improvesa value which is true at one moment

improves ani_amount which pertains to change,
between two moments.

SAVE iktnet. A,

Remove the YELLOW panet ',next page) and con,anue.

* It "allows for" the fact that Store Fixtures are not new. You probably
km* that "Allowance for Depreciation" is a synonymous title.



EXAMPLE:

PANEL C

TIMELY AND UNTIMELY PROFIT-REPORTING

Of course, merchandisers are not the only ones to have uncollectible
receivables.

Adette Orr, a customer, employed our maintenance firm to do her fall
housecleaning, taking advantage of a "pay after the New Year" offer. On
January 5 she died, leaving no estate. Although she had always intended
to pay, she had not (and no one does).

Since the firm cannot use her good intentions, her promise was no
asset. However, we debited Accounts Receivable and recorded an addition
to profits, about here,

(1970)

December 31

(1971)

Although we recorded a GAIN,
actually, but unintentionally,
the firm made her a gift of
its services or. this date.

fEhR END NOT in January, when we
learn we cannot collect.

Beginning on the date Adette
was billed, the poorer of these two sets of transactions will have
to be recorded IF the better timieleis avoided.

11611rn

1970 1971

Accounts Receivable

6[

Balance so
2

Maintenance Service
Balance $$$q

62

CLOSE

the books.

thlenlIaatihte ernugt, Rig.

Jan. $62

Balance on Jan. $62
January date.

vit
.12/31,''' 370

Estimated
.0 4

mate
...-4AMallerADILIACALUMIL3,
Jan.- $62 I

12/31
$$$$
370

Aenunhq ReePivAble4

....AiSSMS4L.Fece
Balance $$$

62

Maintenance Se
Balance

111.1.1101101

$$$$

62 .

CLO#C
the books.

Balance
12/31

$$$$ 'Balance on
370 January date

Jan. $62
-'-'41Ww.

....m.m. .
.

. .

!e "Proper matching"of each year's positive and negative prefftLchanges. Specifi-
cally, for "credit losses" it is making sure that nom. of the "expense" of
NOT collecting is reported in a period other than when 'a revenue overstatement
was recorded along,wich the uncollectible receivable.



1tNSWER 2.

Statement,

aBalance Sheet

des- Income .Statement

.The one when /tepoAted. 5

Class Normal Balance

contra -asset A. debit (opposite of

5 contra-revenue AL
Sales)

crec4t (opposite of
assets)

..

jthe_aoet at t4e.c.to4e 1.2/31/10)

(4iynotlito between 12/31161 amd_12/31/70

3. Do you normally expect "debts" to refer to assets or to liabilities?

When a frame offers a choice like this, the simplest way to
to respond is to underline

this way: ...refer to assets (Vou-do Lt
ight.)

or this way: or to liabilities.
n

A. Much of the language used by accountants is misleading to laymen. The

topic of "Bad Debts" is particularly so. The debts referred to in

"Allowance for Bad Debts" are debts of customers.

Are titles normally expressed from outside viewpoints, or, as with "Accounts

Receivable", is the point-of-view etra-a-the firm for which.the ledger

is maintained?

(Remember, underline.)

B. Another unexpected practice is reflected in the version of the Boggstown
Grocery Income Statement, shown on Panel B(Vd4PO).' "Bad Debts", which

seems clearly a correction of over-stated revenue, is not classified as

contra-revenue.
.

How does this Income Statement classify. Bad Debts?

...as a(n) account.

C. Of course, the Emilia:7 reason:for making any adjustment is to improve

the timing of the net income, eported each period.

;;(1e0, Iniiiiitching the expenses of securing 1970 revenue with

1970 Sales - and NOT with sides of 196 or 1971.)

Compare the Income Statements on Pepels_kand B.

Is the amount of 1970 profit different in the two reports, or is

"Bad Debts" a $10 reduction in profit either way it is classified?

4



ANS. 3. to liabilities

A. ...they normally take the point of view of the firm
B. ...as an expeAtke (coa_ugh4WsagwegALL__
C. a $10 reduction in profit, either way....

- --SAVZ--theye22ow- pant°

4. A reminder on "timing"

The "accounting cycle" of the Boggstown Grocery lasts one calendar year.
Part of "good timing" is confining all its 1969-tales to the 1969 In-
come Statement -s-- including in its Sales account balance only the $2000
price of sales made in 1970. The $10 Bad Debts debit is likewise for
"losses" from selling in 1970, only.

ff

A. Which does the Income Statement indicate? (check!)

that $10 is the whole year's bad debts

that $10 is part of the firm's 1970 bad debts

that some 1969 bad debts are included in the $10.

B. Look at the cover of the "Accounting Cycle'! supplement (blue pages).

1. The step which placed the $10 debit in Bad Debts is number

2. Some other amount (actually $14) was debited to Bad Debts at the
.end of 1969. Nevertheless, the balance of Bad Debts was zero (no
longer, affected by the 1969 debit) when 1970 began. The same cycle
step excluded.prior sales from the appropriate 1970 bales balance of
$2040. What number identifies this activity in the illustration?

Step no.

C. In view of A and B, check the correct statement.

It's correct to debit Bad Debts on any daY we learn that a
receivable is uncollectible.

Wrong to debit Bad Debte on eny but the last day -o` t the,
accounting period.



ANSWER 4:

A. -..it.:-$1-0-la-fhe Whore-Year's bad debts;

B. 1. 4 (adjusting entries)

2. .6 (closiug)
-+********Irk*******************************Irinbleirkrk*Irk**************************Irkirk

You should be generally) familiar with the purpose of adjusting and closing,_

If eitherj.is hazy, review by completing the exercises in the blue "Accounting

Cycle
---

********************Inveirk-kitirick*********44**********Ork***************A-************Irk-14.***
moo -.Ong .s. IF,.on . or .00

7.

5. These are accounts of the Boggstown Grocery. All transactions affecting Accounts

Receivable have been posted, in summary, for the first'six months of 1970.

A.

B.

C.

1i1n0 balance 700 eitecata

150 not

4nocon550

x/1/70 barince 655
2 450 550

On December 31, 1969, the Balande Sheet showed customer accounts
at $638, thus:

Accounts Receivable .77163-5-

Least lomanc e__ for_ _B ad _Debts.

Net Accounts Receivable $638

to be Valued

"vattation" account_...

.These are descriptions of the transactions in the

1. Wrote off the uncollectible account of Black Co., $2.

2. Saire--ii"-tiffaith

3. Collections 'on customer accounts through June. 30, $550.

Indicate which ones increase recorded profit up to June

Which ones call for an increase in TOTAL assets ?, 1

1. How much does the ledger show for uncollected
customer accounts on June 30?

(cirCle) $600 $553 $538

-2. What re9orded value does it show for diem?

(circle) $600. $553. $538

$1103 some other

amount

$1103 rebare-Other
amount



ANS. 5 A. 2 (the credit to Sales)

B. 2 (1 and 3 make esug debits and credits to the asset total.)

C. 1. $553 (Accounts Receivable BALANCE)

2. $538 {NET Accts. Rec.--after $15 Allowance for Bad Debts has
been deducted from tbove balance.)

WIMP =NI *O. =111

8

6. A. The remainder of 1970 transactions of .BT Grocery were as follows:_
Circle the number(s) of those which decrease, recorded valuation of TOTAL assets.

4. Specific customers' accounts written off. $7 sold to two firms
last year and $4 sold to F. Fosdick in February.

5. July to December 31 $1400 - -$1200 of them on credit.
6. $1 of the Felix Lee account, which was written off in 1969,

was recovered in August.
a. To reverse our mistaken write-off entry.
b. Normal entry for any collection of Accounts Receivable.

7. $1t27 of regular collections during the last half of 1970.
8. YEAR-END ADJUSTMENT based on $2000 of Sales, $10. 50Q on each

$100 sold is our estimate of the overstatement recorded.

AFTER POSTING, the accounts appear as shown be.tow. The accounts within the dottcd
border are part of the asset total. (Review your decisions on when thpt.
total was decreased.)

.

0,...
I/ i/70 batance 700 cA2di.t6

150 not
550

.4hown
200

1

1127

lion rice or

1 1/70 balance 655
450

.

1200

1

1/ 1/ 70 batance 17

Dad Debts
(10

1969 et06.Zrz 14

2

11

1

1127
..6.

.
600

1400

B. As with all Bad Debt adjustments, the $10 amount (Panel A, and transaction
8, above) is an estimate.

Rarely, if ever, will it be exact. Sometimes accountants are asked, "If you
can't do it right. why it at;a11?".

MAILING NO ALLOWANCE IS THE SAME AS ESTIMATING THE NECESSARY ALLOWANCE TO pg.
ZERO, HOWEVER.

'Is an estimate based on the firm's pastexperience4Piebrito be much nearer
to the facts than a zero estimate?

Often thei"credit loss" estimate is based on *etal,.Sales of the year, In
Panel A it was %% of $2000. 'Sometimes "estimate" -means "anticipate".
Sometimesi"approximate" is nearer. .Which is the case in Panel A? Check(4)

,----===.-

We anticipate.a $10 overstatement in the (unkno wn amount of
Sales and Receivables for Ma.

We think we won't be able to collect approximetel, $10 of the
accieuncarising from our(knawn) A970 Sales.



Ms. 6 A. 8, only (Drs.'& crs. inside the border have cancelling + and effects.)

B. Fe think we won't he able to collect approximately $10 of the accounts arising

from our (known) 1970 Sales.

-6 We adjust our record of completed transactions for an estimated amount.
Sales and Accounts Receivable are overstated by transactions which have
already happened. What we anticipate in the contra-accounts is the
discovery that specific customers can't pay. (Tn fact, it's possible that
we have even discovered who some of the customers are, if the accounting
period is long enough.)

fErAting-off" Uncollectible Accounts
When the Boggstown Grocery discovers that its customer,

can't pay, its debit Allov,mce

merely removes part 1/10//i 3

of the-credit balance
4

, I

which, as the result of (a.smtd dzte)--

adjusting, already records the reduced,
better value of the customer promises.
Since we now feel sure Fisher's nart -.._ts$,...2=ks,4.L4u".._.T\T-rhenwe

of the uncollected debits in this BALANCE 12/3 1' Hi0/71 3 1Nind out who

is uncollectible, we make a reduction

for lind Debts
I BAl.

1

12/31/70

Eddie Fisher,

5
+.4 of 1969 origin, or earlier)

10iiacnepted in 1970, if esti-
mate is correct)

4-14742m1WillUt*-Ar

when. we don't know who

th16 (KNOWN) amount in the asset account, itself, with thisi6edit.

A.
'Prove, with the new account balances, that the "net realizable value"
(net Accounts Receivable) is still the $600 asset it was in the Panel

A Balance Sheet (and before the above "write-off").

BEFORE

Accounts Receivable $ 615

Less: Allowance for
Bad Debts 15

NET $ 600

B.

Jan. 10
mrrmarrrrr

(see above)

$ 600
OOOOOO 00000

The unlikely coincidence that Accounts Receivable had the same
balance on Jan. 10, as it did on the Balance Sheet date is assumed.
Debits for more sales and credits for collections could raise or
lower Accounts Receivable to an new balance by 1/10. In any such

case, the "book value" * of Accounts Receivable before the write-
off would be something other than $600.

'Receivables and its related valuation account are the only accounts ever
affected by a "write-off". Can this Internal transaction ever challge
the amount of the net realizable balances of customer accounts?

The net (book) value

(1) will always be the same after a write-off as beftve.

can be changed in net amount by recording a write--
offo IF SO, you give an example:

Accounts Receivable

Less: Allowance for
Bad Debts

NET

$

-111-TrrrTTIV

$ :

*net Accounts Receivable, net realizable value



ANS. 7. A. Acco.mts Receivable

e. 1111"1"1"
310- 1/101

6if
5 , .r.....0

e

12 Allowance for Bad Debt.s

71 3 Bal. 3
12/31/70 10.

B.

The nete(book) value

_IL(() will always be the same after a write-off as before.

(V can be changed in net amount by recording a write-
off.

- ". -." ...---.T-7M;41.-nr BEFORE
pENERAL CASE shows write-off can magi itgagyalue.

Awrite -off $reit2f
Accounts Receivable balance $x $(x -.W)

DEDUCT balance of Allowance for Bad Debts (V - W)

Not realizable amount. .. . . . . . -----t-Z(x y) Z
2) )) ) ) ) ) ) ) ) ) ) ) )) ) ) ) ) ) ) 1

V amount written off Z. " value before write-off
. 1...

x balance of Accounts Receivable
Z
2:

10 value aiter write-off
.

.

y CONTRA-asset balance (called AFTOWande for Bad Debts in this example)
» ) ) ) ) ) ) ) ) ) ) ) ) - ) ) ' ) 4 ) ) ) )' » ) ) ) ). )::) ). ) » »

10

. sr. ..!....!!!! Pr: .t .4a.....x.ro AMPNIFIF
8. Are you wondering why Accounts Receivable isn't simply credited with

the estimated amount - in the adjustment,
or do you know about "subsidiary ledgers?"

(If you know, and understand why the contra-
account- must be used, go to the next frame.)

Accounts Receivable is the sum of many individual customer charges.
(In fact, a computer may store only the individual accounts. It

can find their sum almost instantly.) Somewhere, however, a record*
of each customer's precise debt must be maintained. Accounts Re-
ceivable, of course, must agree precisely 'with their sum.

An estimate of overall collection failures identifies no person or
firm. No basis exists for removing any specific customer's debt
from the individual records. Since the Accounts Receivable balance
is required to agree, no credit '-an be made to it. Total Assets is
equally accurate if it is reduced in a valuation account.

When we decide to stop billing specific individuals because we feeV
sure they won't pay, that individual's record is removed.,

Can Accounts Receivable continue to agree with the sum of customer
balances - without ,...,s

Accounts Receivable!

Balance MS ADDING TO
THESE CREDITS?

iii$
Allowance for Bad Debts

(BY TRANSFERRINS

SOME OF THIS
BALANCE). $$$

N..-0,

Place the letters In appropriate blanks. 0
Credits. for defaults by customers NOT yet IDENTIFIED

Credits for defaults by IDENTIFIED customers

*Usually called a "subsidiary ledger."



9. Panel C is on the back of Panel B
(Yellow).

Examine the example described
there.

ANS. 8
NOT yet IDENTIFIED B

IDENTIFIED

Without having Adette (or any particular customer) in mind personally,
the firm estimated that 1% of its 1970 Maintenance Services were per-
formed for customers who would default (as she did).

a. Whichset of Panel C transactions does NOT record all the effects
of selling to Adette in the proper year?

(Circle) I

b. Get rid of this poor timing, like this:

That is, leave the good one

on Panel C.

10. 1PinetPlt4II___I

AN 9
isincorrect. (The 1971

debit will be part of the
1971 Income Statement.)

1,,The $370 debit and credit do two things. Which account is changed for

each purpose?

a. Allowance for Lad Debts c. Estimated Uncollectible Accounts

ACCOUNTS:
b. Bad Debts d. Uncollectible Accounts Expense

. Write its letter
here:

- PURPOSES

1 To correct for additions to profit, such as the
$62 credited when we billed Adette.

To help report the "net realizable value" of
Accounts Receivable more accurately.

mx.

2. Which titles were used by Beggstown Grocery for the accounts having
similar purposes?

WRITE THE_LETTERS IN THE
RIGHT,HAND BLANKS, ABOVE. ---

11. If, in 10, you have c and d on the left (IA either order): go tight on

to 12--next page.

you dpiOt have c and d on the 14ft, you simply haven't lookedst'Panel C

carefully. While a company may use the titles it"chotises, synonyms AEI

Sng ono* that choice has been lade.

Correct frame lOito agree with the company choices before you go on.



iptal difference)

12. The correct ans. to 10 is

circle
correct
completions

12

Note that "allowance" appears only in the contra-asset title. "Lasseal" on the
other hand, clearly occur over time, NOT ALL ON ONE DAY; so "Credit Losses"
should. appear on the Income Statement.

What must be true of the ambiguous title, "Allowance for Credit Losses"?

aleil ..

a. tends to reduce total _assets tendOs 11140111[4. total assets

c. will be closed each period d. is not closed

e. appears. in "write-offs"AND adjustments

only

I7W
f. appears in "write-offs",only g. appears in adjustments,

diNiM IMIR OEM ,
-

13. Here and on the following page are right and ill_
wrong analyses for the entries of illustration II
of Panel C. Cale the correct one in each numt._
bored pair.

************11r*MInt

A supplement entitled "THE ACCOUN1ING MODEL" (green pages, yellow cover) is
provided for those who need more help than the labels provide. The variety
of forms are all means of showing that the "accounting equation" is the basis

. of recording the changes for an event, of relating and including the entire
ledger, and of a set of reports related .in the same way. You may consult
It at any time. We mention page numbers, here; but begin with its first
paset_, if the illustration does not make clear how to use a form.

*******WeirkitintirstonWnwrfr****inv****
PAIR A: 1970 sale to A. Orr

. (Supplement page 6). Were correct columns chosen?

- . .-..

s.qcouw, TITtAll

CHANGES in I Owner Equity CHANCES i
ASSETS t LIASIGI I

111:1111113:1110M11 C.
'PROFIT ADDITIONS PR IT REDU IOW' OTHER

I D.

1

1111111111111111111101111111111111111111111

PAR

..

D.

011111.1

i

11

ow

"

II
min

.ccow.`4 tece,c.vs. 1 Witfal. ill
.

1,. ' 4 1111111 IHIPOOMM 1111111=1111111111111=11
1111111111111111111RIMRS111111am 11.11110mploralRewilftwelanup...0.

.("Accounting Model ", supplement page 12)

Begin

analysis

)
*

.. Liatenence Sekta:ce:

62
* 7

A ..**** **** A
1

owsrlit 7 1

I° yes'

low4eX!, I

ni

( (.( ( (4( ( (7-( ( ( ( ( ( ( CC( ( ( ( ( (
(

(

(

)
3

) .
)

)
)

) ) ) ) ) ) ) ) ) ) ) ) ) ) ) ) ) ) ) ) ) ) )

i*
(FUTURE Services Dbt) sot plushrtipus/z.er)->UND

1
i

lommomaleal111411

*or,
(total assets - total liabilities)



PAIR B:

(end
of
1970)

(Supplement
page 5)

1.

2.

WM W WM. mil.

Step t. (Circle a.

a,b, or c) It is a CUSTOMER.
Step 2. Step 3.

Allowance

404 Bad Debts

NM or kr,

$

IS
$ 370

b.

It is a SUPPLIaR.
Step 4.

"INTERNAL" trans.

$ $... ......'7:=7. ............
ino f I )

Step 6.
5+ $1./..Z6L

it not zero t.,

nunt

shoe
nStep 7. account and a

j
ZERO (.0

UneattectaZe. Accounts Expense s 370
expense

$

investrnt
oft= amoo

SEWS wW Min Wm. ww

c.

is dealing with its OWNER.
Step S.

disinveatment

RE

45'

$
income

.revenue

(NOT in supplement follow arrows carefully.)

1---)pr. rhAngpq -Zr......chan3es )

1

1 )

) )

) c.4tuActed Lb )
)

) catectibZa 1
)

Jun 4s 41 1.......4.32iedlo

) ) ) ) ) ) ) ) ) ) ) ) ) ) ) ) ) ) ) ) ).) ) ) ) ) ) )
)

...1 o wn
)

s aimless Babc):Roo

13

240 e _ceety.tts

xpeivs e

no END

etwo,

xxxxxxxxxxxxxxxxxxxxxxxxXxxx xxxxxxxxxx

PAIR 1971

(A. Orr .

write -

off)

ACCOUNT TITLE

Ca. changes

Asset change Liab. change 0WmER'S(') EQUITY CliANCE(S)

extwnse I ilcome ;- revenut. Other

uncottectible

ccounta
1. Vecavalge

(Supl. page 6),

2.

(Supl. pages.

3 & 4)

..... Offlo Moog

Step 1. What is the entity doing? (Circle a, b. or c

a. 10.
tinteAnat tAarksact,ion"

It is a CUSTOMER. It is a SUPPLIER. It is dealing with its OWNER.

G.ep 2,

'ditch criers chance?

SsZimated Uncot,

tectillee Accounts.

Accounts Reeeivaite

Step 6.

Step 3.

V
$ I s$ 62. s

Ema41.1.

Stei) Step S..

Which Itabtlit tee change?
0.?7..'4

LESS

S
Is

Ig

. ZERO "/,)

go+ OR

Itrc-. ALL arsEr-Si

change In L OR
zuej4.0)

change in A ..------4,11nus

4 5--

Step 7. Change in P Sat ZERO Plus 5, rtnus



14.

ANS. 13 (I) (Debit and Credit are reversed in 1.)

(2) (."AllOwance for Bad Debts",is not this company's title.)

(2) (Est. Uncollectible Accounts is not expense, AND is not a + (plus)
in OWNER'S equity. AS shownpthe_first analysis calls for two credits.)

* * * * * * * * * * * * * * * * * * * * * * * le* * * * * * * * * * * *

rr-You DIDN'T UNDERSTAND THE FORMS, stop. _Study the green and yel-

Inw supplement from the beginning through page 7.
* * * * * * * * * * * ** * * * * * * * * * * * * * * * * * * * * * * *

14. Look at page te.of the (blue) Accounting Cycle Supplement. If not

fimiliar, study the three steps applied to adjust because office supplies

are used up.

As with each adjustment probleM, the,EACTS given describe a.test we

can make to see whether our adjusting entry is correct. (We should always

use it.) After step 3, in this example, Office Supplies had to have a $50

balance ("$50 worth on hand"). We are not told that Supplies Used must have

a $30 balance. (It isn't necessary, although it's just as true.)

MAKING THE BAD DEBTS ADJUSTMENT

On Panel C, our maintenance,firmhestimated that Maintenance Service had
been overstated by 1% of its $37,000 balance. Juit as in the Supplement
example, the $370 is not a direct estimate of both Uncollectible Accounts
Expenseand Estimated Uncollectible Accounts.

A. Which test does a 1% overstatement in Maintenance SerVice describe directly?

(. Make sure a $370:credit balance is Subtracted from
Accounts Receivable to value them at the collectible
amount.

615 Make Sure the debit balance needed to avoid a profit
overstatement is $370.

(4 I'm not really sure what you, mean.

IF YOU'ARE NOT SURE, go to the next page now.

B. .0therwise, (if you know. which test) to which account does

the test apply?

(title)
t4.page 16.



15. You're not sure about testing? (If you are, p. 16)

If you're making fudge, you may test the liquid 6y dropping it
in cold water. Then you look for a "soft ball" which indicates
it's ready to harden properly. Or you may test the water with
a toe before swimming. You know how to recognize "too cold"
and "not too cold."

Adjustment data tells you what to look for in a correctly ad-
justed account. For example, the balance of this liability

Fees Earned Advances Collected

$700 f 320

(3) 110 n e w balance 210

account meets the test, "Fees amounting to $210 remain un-
earned."

Fees Earned is correct for other reasons. it meets the test,
-"Fees earned this period include $110 which had been collectec
in prior periods," or "Total Fees Earned should be .$810."
However, these are different tests. The first says to look
for a $110 increase. The second test calls for changing the
balance to $810.

Adjustment (2) in these accounts is correct.

Pre aid Insurance insurance Ex ense
Bal.

90

"IlaiRCE 100

30 2 30

(2) $30 worth of insur ce premiums-have expired this period.

aDoes (2) tell lou a is right or b is right (in illustration)?

16.

15

Adjustment (1) in these accounts caused them to
meet the three tests. The evidence is labelled a,
b, and c.

Interest Payable Interest Ex ense
(1) 8 Bal. 18

(1) 8

the new bal
ance

ANS. 15 "expired this

period" = b

Pere are three ways to say how You can test.the "rightness" of adjustment (1).
Put the appropriate letter ih each blank. .

"$8 of accrued interest should also be included in expense."

41nrecorded.interest, payable_on outstanding notes,,is $8:'

"Additional. interest expense should bring the period total to $26."
,



IF YOU K P ED from a. 14 ANS. 16. b

a-

ANS. 14. A. Make sure the debit balance needed to ,itiold_a profit overstatement

is $370.

B. Uncottec464 Account4 E4gAz
(title)

Alm woo 011 MM. MIND.-

16.

A $370 credit balance will be correct
al/ if Estimated Uncollectible
Accounts has a zero unadjusted balance.

will.

17. On October 10 the accounting department of your firm was notified that col-
lecting the $25 account of Cyrus S., a customer, is considered to be hopeless.
The new assistant directed U1-'7 the ledger be changed as the model shows:

ASSET ACCOUNTS

)

**(Res(Dees - Debt)

. I

LIABILITY ACCOUNTS'

67N1
EXPENSMECOUNTS

A
REVENUE ACCOUNTS

O no

Is the firm
deal ing with
its owner(s)?

**(TOTAL assets - TOTAL liabilities)
1. reduce $25' by contra -asset cr.

2. change in TOTAL assets.. .$25
_MIND

3. $25 negative difference
4. from customer trans. -NOT owner
5. increase Ba4 Debti bal. $25

Arl

yes

yes

PERMANENT OWNERSHIP ACCOUNTS

In reviewing his work you note that he ,aldljusted when he ahould.have written-
.off. He should have known be..tter, because his work fails several tests.

What can yOU point out which he should have

a. The Accounts Receivable balance_
has not been reducecaalthough _

the subsidiary ledger should be>i.:

o. Total current assets should be
reduced.

e. October 10 is not the end of an
accounting cycle or period.

g. The allowance would peVet be
reduced if` accounting were done
this way.

known (and used)? (Circle the letters)

b. He called for a debit
change but not an equal
credit change.

d. Total current assets
should not be reduced.not

f. The full profit effect
Of Bad Debts' should only be
recorded onclwat the end of
a period.

h. The entry made is appropriate
'for unidentified customers- -
not Cyrus S.



17.

ANS. 17 ;'A write-off: Dr. Allowance for Bad Debts $25

Cr. Accounts Receivable $25

produces NO CH AGE in total assets for any other part of the model).

:3
a. The Accounts Receivable balance

has not been reduced .(although
the subsidiary ledger should be)._

.

c. Total current assets should be
reduced.

L18.

b. He called for a debit
change but not an equal
credit change.

irip(d>tal current assets
should not be reduced.

(We did, BUT we 4houtdh't.)

60ctober 10 is not the end of an
accounting cycle or period.

g. The allowance would never be
.reduced if accounting were done
this way.

IF YOU MISSED: d, abovereview frame 7
a, g or h, abovereview frame 8

The full profit effect
of Bad Debts should only be
recorded once, at the end of
a period.
The entry made is appropriate
for unidentified customers- -

not Cyrus S.

MOM ismi Imo aliM INN

In the rior frame:

jihat does test f,imply about a bad debt "recovery " - -the occasional, unexpected

. collection from a customer on whom a firm has given up?. (circle a or b)

The firm has a gain. Credit loss debits are made because spedifiO customers are
expebted not to pay. Collecting from one, after writing him off means that a
firm has overstated the profit- reduction in its adjustment (or that it will,
if the write-off occurs in .the period of the salel.

b. Recovery is NOT evidence that a smaller-than-normal amount will prove uncollecti..
ble;- It made a mistake in writing-off the account - -as much in reducing the allow'.

ance as in crediting Accounts Receivable. After reversing the mistake, a regular
cash collection should be recorded,



ANS.18

ia

b.

No. 00. Se

18.

19. Instead of basing its adjustment on sales, the Boggstown Grocery Co. would
have the same reports, if it estimated (nearest dollar) that it Could NOT
collect 211% of the accounts summarized as: ,L

oun Receivable
615

1. What should in th# ledger?

Both of these are right.

I.

Bad Debts

II.

Allowance
Jor BA4 Debts

bal. 15

however, we are telling you-about'onlY one of them (directlyr by saying:

"2k.per cent of customers' accounts are uncollectibIe."

Circle its numeral. I. , II.

4

2. What is in the ledger (before you adjust)?

These balances:
Allowance

7
3. You malcethe macessariiditistment. Key with (3).



ANS. 19 67)

:ad Debts

8 .10

ION wall,.

20. 'This i a correct adjusting journal entry:

19.

Allowance for
Bad Debts

5

10

8) (E::ance zhoutd be $15.)

11

3t Load on LineoUecti_bte Accounts 200 00._ilm-
Doub4ut Cottecti.-%v....Sion lo)i

bitit4 200 00
To adjust 6oit pitobable citecti-t
to44e6 on 1970 Sa,W.

A. Show which report (below) is improved by theaboVe.dehit-,
by writing the humber I in an appropriate section of the out-

line financial statements.

Do the same for the credit by placing the 2 appropriately.

Current Assets: Currant Liabilities:

Non-Current Assets:

J

Bon-current Liabilities:

L_
Ownership equity:

TOTAL TOTAL

Revenue:

CatCost of Goods Sold:

Operating Expenses:

Non-opersting items:

Net income'

. _

B. There are two possible categories fcr reporting the Income Statement
effect. Write the number in the other possible location, unless you
already have.

C. Here are two ways you might be told of the need for the journal
entry:

. .

Bad debts incurred in making net sales of $100,000 is
estimated at $200.

The UNadjusted provision for expected failures to collect
is4100. The necessary allowance is $300.

.

Indicate which report is improved by satisfying each stated test. (Put A in

the blank for the Balance Sheet and b for the Income Statement.)



ANS. 20

A tx B

tr.hoara

.....=rum.".
Current Assets:

2
DID YOU PUT THE LOSS HERE
because you remember that the
contra - account is sub.' on-currant Assets:

trarxed?
bal ce sheet

CAN'T contain a flow.- It
is ..1412g, and true for that
date, only.

C. is

a

TOTAL

Current Liabilities:

li
owners

Revenue:

Cost of Goods Sold:

Operatlrg Expenses:

f

he.

Net income.

21. The basis of an estimate is an important clue to the meaning of the amount
.estimated. The overstatement of Sales, or other prof it-increasing account,
is the result of the transactions of one accounting period. All the events
occurred during the time period for which a single Income Statement is
prepared. Therefore, the necessary expense or contra-revenue amount bears
some fractional relationship to the balance of Sales. It is a larger fraction
of those sales which were made on credit.

That is: If Sales are $60,000, but $20,000 were cash. Sales.'
"bad debts losses* which were 4% of Sales ($2

$60,0
400

would be 6% of "credit sees" 46$2,400,4
t $40 ,000J

lir -It is important to remember that the Accounts-Receivable balance is the sum
of amounts due from many individual customers. Of what does the Accounts
Receivable balance consist?

(Circle A or )__

ACCAlINT-C rrrTvast P

DEBITS FOR credit sales
of THIS PERIOD, ONLY 1 e

11

. _credits fon collections and
a a accounts 'written off

during this period, ONLY

B

ACCOUNTS 'RECEIVABLE
CUSTOMER debits

FROM ALL PRIOR PERIODS and

tIts current one.
I e

credits for accounts "written off"

against "Allow nc for Bad Debts"
II II In any period as well as all

collections of individual balancei
in all periods to data

2. If an estimate is based on Sales, it is the correct amount to use in the

in the.- adjusting entry. Ip we estimate that part of Accounts Receivable
is uncellectibleshave we eatimated how much the correction should be or

_ .

the balance that the contraasset should havii2

20.



21.
ANS. 21. I. B

2. ... the balance that the contra-asset should have.

22. Following each of the three statements about the overstatement of a Balance
Sheet or Income Statement account is a pair of titles. Check the one in which
you would correct for the overstatement described.

1. We need :to_adiust_current_assets to.u_rrec_t an
overstatement of the_recejvab,lescount by 8%.

Allowance for Bad Debts_. Bad Debts

2. The Sales balance is believed to include l_of1% which
was associated with customer charges which cannot be
collected.

Credit Losses Doubtful Accounts

We_place the value of customers' outstanding

balances at 9 6% of:their total.

.. Uncollectible Accounts Expense Uncollectible Accounts

23. Here are some unadjusted T-accounts, including.several from the above frame.
Now that you can see their balances, reconsider your answers in that frame.
Change any answer you should.

1) Allowance for Bad Debts-- 3) CreditLoses d ntified Defaults

421

4) Uncollectible Accounts 6) Loss on Doubtful Accounts

15

Circle the numbers of the Income Statement accounts.

1 3 5



24. Here is a correct ADJUSTED trial balance.

STAR DISCOUNT STORE
Trial Balance
July 31, 1970

1. Cash
2. Accounts Receivable
3. Allowance for Doubtful Accounts
4. Inventory
5. ..,?ore Fixtures and Equipment
6. Accumulated Depreciation

Dr. Cr.

$11,
4,

3,
7,

555
260

580
300

$ 810

1, 380
7. Accounts Payable 2, 360
8. Withheld Income Taxes 200
9 , Payroll Taxes Payable ' 40

10. James Ogilvie, Capital 20, 980
11. Sales 9, 245
12. Cost of Goods Sold .5, 270
13. Salaries 1, 400
14.. Payroll TAX Expense 70
15. Rent' 300
16. Advertising Expense 230
17. Heat and Light Expense 105
18. Telephone Expense 3519. Sales Returns .70
20. Uncollectible Account Expense 230
21. Depreciation Expense 60

Totals S35.015 .635,015

A. Which ad ustment seep does it contain the
answnr to

b. Which

(N6 What is in the record?

(NA What should be in the recoia

23. 1*

4*

5

22.

(no balance) $20 credit
is lczt period's closing.

*Correct cho
(We agree that
Accounts" ouh_
if "Bad Debts"
does describe
asset... -& "Bad

descriptive.)

ices for22.
"UncolleCtible
t to be an exp.

but it
the contra-
Debts" isn't

7

statement tells you the test account nO. 3 had to meet?Apircle)

1. Making allowance for 50% uncollectibility on all grit due
accounts requires $810.

2. Making allowance for 50% uncollectibility on all past due
accounts requires $230.

c. Which journal entry did the firm make? (explanations omitted)

(circle)

3.

4.

5.

31 Uncottectibte Account Expenoe 81970

ALLawanc24-01 Doubt4uLA.e_coliot& ; ,a0

110111111111
1 Uncatectate Account Expenze

Wowance kok DoubtAte Accountz

3 Uncottectate Account Expen6e
Aitowance AOA DoubtAuZ Accoun -t

2 3p 90

2 30 00

d. ICROSS.VT the entry which' is imposattehtm:.no matter what the facts are.



ANS. 24

Presumably, you X'a this one:

AV

d. 4. IIIIPMII I
_31 Yn6 b . Vut.i,..,

-' -7"3"MA---Millin Ilig 00owance , _..!....ta_

EVERYBODY KNOWS THIS.

Answer a. is: What should be in the record? (It also is in the record because

the trial balance has adjusted bal-
ancesbut it wasn't there when the
decision on what to do was being made.)

1. Making allowance for 507. uncollectibility on all got
Altqk accounts, requires $810.i

r

23

I1Mpl .1110.1*

25. 1. Refer to the trial balance on the last page. Show the
in the record?" (before the accounts were, adjusted)

answer to "WHAT IS

2. Post the debit and credit you chose in part c (prior frame) .

3. Are the balances in the T.-accounts the. ones in the trial balance? (lest frame)

NOT, change your answer AND your posting. Does that give the belaEoes
from the trial balance, OR are your T-accounts in 1 incorrect?

ANS. 25

24 c.

40111 WM* ONE

We hOpe you have this:.

.we

Allow. for Doubtful Accounts Uncollectible Accounts Ex

Bal. 580 (adj.) 230
(adj.) 230

0.

C

if you tested bat postings.

Of course, part c on the prior page should be answered like this:

111[40
I Nil 111116c
[111111111111111111111

Od
31 ancarecti.bte Account Ex)ve exi

Altowance kon. Vot.sue Accounts
_

ense
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****A*tg*kiwcidrirkswnwe*****srtddeig*********kirkirl***irieifa*****-*******si*

FIND PANEL D on the back of PINK PANEL A
* * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * *

26. Panel D 4.1ustrates a more elaborate procedure for estimating what can
not be collected.

Base yobs' answers to these questions on Panel D.

1. Here are some sections of the J. C, Pence financial statements: Letters re-
place some of the amounts.

!Venue.:
Sales
Less: Sales Returns

Credit Losses

Total reductions

Net Sales

$ 5,000.00
-$150,000.00

J

,MINNINSION1011.141110011/11104

urrent Assets:
Cash $ 1,000.00

-Accounts Receivable

_Less: Allowance for
Credit Losses

Eat. Realizable Value

Other Current Assets S 90.000.00

[D]

otaI Current Assets 1$ I

The auditor st1.4ittes. $13.50 as :.he correct amount for A B C .D

2. Only flu% r th = letter repy,3sfsnt account beLancos. Which letter

is an amount which is indirectly represented in.the ledgek?

C

3 From his worksheet, you discover another amount0 1is the correct

amount at

What other amount(s) can :you fi4-inf'.;

at letter



ANS.26

1.

.2. (t) (difference between B and C)

3. $40,000 is the correct amount at S

$38,671.50 at lettei p

25.

27.; This is the J. C. Pence trial balance arags adiustingfam evervtAtag
except bad debts.

Trial Balance
J. C. Pence

March 31, 1970

Advances from Customers $ 20,000.00
Accounts Receivable $ 40,000.00
Allowance for. Credit Losses 300.50
Cash 1,000.00
Cost of Goods Sold 1004000.00
Credit Losses .0.
J. C. Pence, Capital 55,699.50
Operating Expenses 20000.00
Other Current Assets 90,000.00
Sales 150,000..00
Sales Returns ..4000.00
Various Amounts Bus_Suppliers 10.000.00

TOTALS $256,000.00 #256,000.00

I. As controller of J. C. Pence, one of your accounting staff asks which
of the. following entries should be made on the basis of the auditor's
estimate. Review Panel D and test their outcomes.

31 exeda Lasses t3',2 Pi_
_...... :".. e I 1 c2 850

31 aedg .1046/14
AilatitalLe...4a&PLEC4L1.24ke41

his incorrect solutionor both of them, if necessary; and

show him the correct adjustment, On:the next page!.



26.

Show him bow a correct adjustment converts "what IS" to that SHOULD BE".

About six months later, another subordinate reports that he cannot write

off the $50 account for whiCh he had received authorization, "because
we have run out of ilibliMihoill;

Of course you tell him to go right famed, that a debit balance in Allowance
for.gredrt 'Asses will do no berm. When he asks where the mosey will come
from, you realize he has the impression that the company sets aside money
to'eplace" amounts which customers fail to pay. Tell htm_the zeal meaning
of the contra.asseti balance.,

Why should he know from a normal: contra-asset balance that the amount
doesn't represent money?

Becatae.



ANSP 271

1970

Man. 31 Cudit 1.064e4 102 I 40
10 81004mance OA exeda 1444e4

II. Here is one wOY%

at.

trial balance contains

Chedit.L044eb

"what should be"

Citedit Loot
.

3/31 1028.00

AlloWance Oh Cheat Lo.6.6e6anca
becomes

Dwane iox Credit 1.064e5

'bat. 300.50 s1328.50
3/31 1028.004E--

bat. 300.50

III.

You might explain that the allowance is A/Rec. credits Nit yet identified

with persons or cos. Or yod might explain about the adjustment which

increases it.

Money is an asset, requiring a dr., NOT a cr., balance.

28. "We sure underestimated our last Bad Debts adjustment, didn't we?"

you are asked When you finish explaining.

You point out, however, that several of the accounts written off since

then were from melee made in the periodsales which. hadn't

occurred when the estimate was made.

a. Did the estimator try to foresee defaults on sales-not-yet-made, or

de bad debt adjusting entries deal with overstatements among the completed

transactions with customers?

b. Could the estimate also have been a poor One?

(circle) yes no



ANS. 28 a. the next set of adjusting entries (should) deal with overstatements
among the completed transactions with customers.

b. Yes, but one can't tell from the unadjusted account balance.

29. What about timing?
Is it all right to b. writing off defaults before providing an addition

to the allowance?

Timing, or "matching", is important for making more accurate reports.

Will the financial statements look any different because the period's
(whole) correction is not recorded until the last day of the cycle?

When will we have the best basis for estimating accurately?

Here again; are partial statements
t

Revenue: !Current A sets:
Sales $150,000.00 Cash
Less: Sales Returns $ 5,000.00. . ..

Accounts Receivable
Credit Losses

. . Less: Allowance for
Total reductions Credit Losses

Net Sales
t Eat. Realizable Value

Other Current Assets

Total Current Assets

$ 1,000.00

J

IS

a. You recall that there is no single account in which the book v,-!luo
of Accounts Receivable (Estimated Realizable Value) can be found.
However, it is easy to see, that, "Customer accounts are believed
to be 90% collectible," which tells you to test amount D by taking
90% of B, also means that;

(fill in the blanks)

an account, with amount should be 79 of amount B.

b. Indicate whether these examples tell haw to test A,C, or D by writing
that letter in the left-hand blank.

The period's bad debt losses are $700.

1% of our quarter's billings for Soft Water Service probably are
uncollectible.

We expect to collez.t only $97.50 per hundred dollars of charge
accounts -outstanding.

$300 more uncollectible accounts are believed to be among the
outstanding balances.



.ANS. a. C should be 10%

A (quarter's billings =I quarter's sales)

-17 ;----("Net- reeki-eable91-4 s-- -eel teet-i-ble-.4-

C

MIND =MID

NOW, turn the book

<7-]0E eilvd uo enupuo3 -villa pvea use hok;os -,

29.
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30. An adjustment is making the ledger show what "thoulrl be" reported on financial state-
ments.' After recording your debit and credit, you should test for agreement with the
adjustment information. You're responsible for what you do, not what you intend.
The best accountant occasionally makes faulty trials. He catches his own mistakes,
however. So should you.

Here is ;dome adjustment data.

X. $100 more is needed in the bad debt allowance.

By looking at adjustment (X) in the accounts below, you can see that all of these
statements have been completed correctly.

a. The contra-asset balance has been changed TO $ 9Q
b. Net Accounts Receivable has been changed TO $ 59/0

c. The contra-asset balance has been changed BY $ /00 .

d. Net Accounts Receivable has been changed BY $ /00
1. Using the adjustment information above, if you couldn't see the accounts, you could be

sure of the truth of only two statements.

Which are they? (circle) a b c d

Accounts Receivable

6000 NJ'
Bad Debts

100

Allowance for Bad Debts es
,X 100

(a4fmtmen4A0)0)

Good Debts

10,000

Only one statement is equivalent to X, however.

Since Net Accounts Receivable yas not increased, only c states that the adjustment
did exactly what X says "should be."

2. Replacing statement X by one of the following would call for the same entry as c did.

Match outcomes a, b and d with the related adjustment data by writing each letter in the
appropriate blank.

ALTERNATIVE ADJUSTMENT DATA
The book value of Accounts Receivable should be reduced by $100.

The customer accounts are estimated to be 98.5% collectible.

It is estimated that customer accounts which will eventually re-

quire write -off amount to ninety dollars at this time.



ANS. 30 a b e
2. d

b (The 6ubjeet -the vaLLe--the coaectibte amount.)
a(The zubject the conAect cont,ta-aet ba&znce.)

31. Each statement (a through d) in the prior frame gives a reason why the Balance
Sheet will report its assets more correctly.

The debit in the frame 30 accounts also makes this a true statement:

A $101) profit-reduction has been debited to F;04_12eil6

Of course the report improved by this effect is the Income Statement. (The
adjustment data might have said, "Revenue was probably overstated by $100
becauSe of the customer accounts which will turn out uncollectible.")

A, below, and the next several cases ask you to accept or correct an adjustment
according to some typical adjustment information. You will also be asked
to complete ONE description which justifies the correct(ed) adjustment.

Complete the statement of what the Problem "says" (rather than,implies.)

ADJUSTMENT DATA:

(A) 1% of the year's credit sales of $6,500 are considered likely to have
been based on worthless promises.

Included hero,
of course.

Check, if (A) is correct, (V6

or you correct it.

Customers' Acco is Bad Debts en:;e

2460 (A) 65 (A) 65

31

Sales Uncollectible Accounts
8,790 15

The test described
has been met because:

CompZete one ,statorent, onty. S.ce you've been tad about the
Income Statement, Aip the 6tatement4 about Batance Sheet vatue.s.

a. The contra-asset balance has been changed TO $

b. Net Accounts Receivable has been changed TO $

c. The contra-asset balance has been changed BY $
(You finish

d. Net Accounts Receivable has been changed BY $

e. A $ 65 profit reduction has been debited to



32

The balance of Sales overstates the "correct" profit.

r( A ) lt of the year's credit sales of $6,503 are considered likely to have been based
on worthless promises.

f
you correct it

The test described
has been met because:

e. A t 65

Only when you know who it is.

) 65

Sales
15

A ) 65

_Always adjust
in the contra-
asset.

profit reduction has been debited to Sad Tkbt.4 Expeme

(B) Unidentified customers who will default on their charge accounts are estimated

to make up ten percent of the Accounts Receivable balance.

Check, if (B ) is correct....S.

or you correct it, Provision for Bad Debts Accounts Receivable
20

60 Sales

Sales Returns and Allowances

3066 500

The test described has been met because: ( B)

'Bad Debts

60

a. The contra-asset balance has been changed TO $

b. Net Accounts Receivable has been changed TO $

c. The contra-asset balance has been changed BY

d. Net Accounts Receivable has been changed BY $

.e. A $ profit reduction has been debited to



(B) Unitedentified customers who will default on their char'e accounts are estimated

to make up tauercent of the Accounts Receivable balance.

bct.wtce (NOT.9215211e) 10% X $800
(B) is correct, t((

The test described.

has been mut because;

Provision for Bad Debts lAccounts Receivable
20

( B 60 Sales

Sales Returns and Allowances

3000 500

a. The contra -asset balance has been changed TO $ 80 i .

:33

Just one statement for each case, remember.

1. (B) above, does NOT say that Provision for Bad Debts already has a $20 credit
balance.you must notice.

2. To describe what Net Accounts Receivable "should be", 90% must be mentioned, not 10%.
3. The profit-reduction shouldn't be estimated from the present Accounts Receivable

balance (and isn't).

Work carefully. If you answer the following correctly, you may skip

ahead.

A. Adjustment information may refer to the allowance or to Bad Debts in

many different ways. In each of the following pairs, indicate which
phrase refers to the Balance Sheet account and which to to the amount

of the Income Statement account.

As in the example, use 1 for the Balance Sheet and 2 for the Income Statement.

contra to customer. debits

all uncollectible amounts

amount. of revenue overstatement

provision for doubtful collecti-
bility

profits which won't be realited

2 contra to revenue credits
0

uncollectible amounts of this
period, only

amount of receivables overstatement

__provision for doubtful profit ad-
ditions

provision for write-offs

B. After adjustment, the two accounts probably will have unequal, as well

as opposite, balances. Of course, the amounts of the debit and credit

with which you adjust (check)

should always be equal should probably be equal should never be equal



By-pass test answers:

1 contra to customer debits examote 2 contra to revenue credits

34

/ all uncollectible amounts

2 amount of revenue overstatement

1 provision for doubtful collecti-
bility

2 profits which won't be realized

2 Uncolloctible amounts of this
period, only

1 amount of receivables overstatement

2 provision for doubtful profit ad-.
ditiors

_____provision for write-offs

B. ./ should always be equal (as in any other transaction)

IF ALL YOUR ANSWERS ARE RIGHT, SKIP to tf, page but tetutn

here g:t2ftftye. ttcyubZe.:

(c An allowance of $40 is estimated to be necessary to value receivables

properly.

Check, If (C) is correct,
9.50

(C)
or you correct it.

The test _described _

has been met because:

szaeuticsjarna
150

40,00:

a. The contra-asset balance has been changed TO $

b. Net Accounts Receivable has been changed TO $

c. The contra-asset balan-de has been changed BY $

d. Net. Accounts Receivable has been changed BY $

e. A $ profit reduction has been debited to

Accounts Receivable

7,201

Loss on
Uncollectible Accounts

(C) 40,001

Accounts Payable



A&uay4 4e6elus to the cant/La-464d.

(C) An allowance of 140 Is ertissated to be necessary to Value receivables

properly.

((ve cceteady had a. $9 . 5 0 allowance. )_
12,14a2Earaijsa,...0, counts Receivable

9.50 7,200(C)

The test described
has been met because:

371.1k-4'
Loss on

llowances Uncollectible Accounts

a. The contra-asset balance has been changed TO $ 40

(c)

Accounts Payable

35

( D) Accounts Receivable should be valued at $792.

Check, if (D) is correct, (

or you correct it.

The test described
has been met- because:

r Accounts Receivable

Sales

a. The contra-asset balance has been changed TO $

b. Net Accounts Receivable has been changed TO $

c. The contra-asset balance has been changed BY $

d. Net Accounts Receivable has been changed BY $

e. A $ profit reduction has been debited to

Allowance for Bad Debts

8/2 6 ( D ) 6

Sales Discounts
TGST 20

Bad Feiti Expense

(-1:7)



(I)) Accounts Reclivabte shol4d be valued at $792.

(the.contAa-aA6et a "vacation account. )

(D) is correct,,( 0.

-t.

The test described "
has been met because:,

Accountt Ri4c4ivable Allowance for Bad Debts

571

8/2 6 (D) 6

36.

1$8 Ch. bac)

Sales Sales Discounts

(Dl

Bad Debts Expense

b. Net Accounts Receivable has been. changed TO $ 7 9 2
Balance Sheet will show:

Accounts Receivable $800

Less AllowanceforBad Debts 8

Net.AccountsReceivabfi $792

teconded vague p0800in clatOrrim pnominsea

WT.-- T.... JIM

(E) Loss from extending credit during the past year is estimated to be 1/2.percent

of net Saes.

Check, if (E) is correct, OA

Sales Discou is
1000

- _

9r You correct it. ____Arisagns_913aultakle____ Est. Cost of Credit Extension
4000 E 160

The test described
has been met because:

Sale Sales Returns

40,000 3000

a. The contra-asset balance has been changed TO $

b. Net Accounts Receivable has been changed TO $

c. The contra-asset balance has been changed BY $

d. Net Accounts Receivable has been changed BY $

e. A $ profit reduction has been debited to

Al owafit-efiir-'
Customer Defaults

CE) 160



(

37

(E) Loss from extending credit during the past year is estimated to.be iptEresat
of net Sales.

A-48o

.Salec

40,000

NET sales:
$40,000
-4.000

$36,000
Sales Discounts

ININIM11.011.

Of Credit Extensi

1.619 .

/g0
Sales Returns

30001
..rommob

Allowance for
Customer Defaults

40------tererer 180

profit reduction has ben debited to tit:EniClte...2621121ZLEjteil/SiUn.
mom moo mo am. was am. Noe mama as= M.

FAOM here on,..guiljildiwa the accounts, Then comptete the deocAipti.bn q what
you did which moot neway agneco with whtt the data otate4 1.i a tight.

The firm believes that the deduction for doubtful customer accounts should-

be one which gives a $21,000 took value.

Balances

100 1800 60,100

700 200

Loss on
Due from Customers

10,000 200

15,000 10,200

The test described

has been met becauie:

9,400 600

a. The contra-asset balance has been changed TO $

b. Net due from Customers has beer charged TO $

c. The contraasset balance has been changed BY $

d. Net due from.customers has been changed BY $

e. A $ profit reduction has been debited to



(F) The firm believes that the deduction for doubtful customer accounts should

be one'vhich gives a $21,000 book value,.

Balances

.12911i1V411-91SegUrata9
100 1800

700 200

(F) 1200_
Loss on

60,100

Due from Customers

b. Net due from customers has been changed TO $ 2/7000

10,000

15,000
9,400

200

10,200
600

Book value:
Due from Customers $23,400

Leia Balances Doubtful of Collection 2,40.

Net Due from Customers 131 4222,

aances

38

(G). All but 3% of currently outstanding customer accounts are considered to .

be assets.

The test described
has been met because:

Accounts Receivable Est. Uncollectible Balances

1000

SQmmiss ion EarnO Loss on Uncollectible Accts.
8400

a. The contra-asset balance has been changed TO $

b. Net Accounts Receivable has been changed TO $

c. The contra-asset balance has been changed BY $

d. Net Accounts Receivable has been changed BY $

e. A $ profit reduction has been debited to
1101



(G ). All but 3% of currently outstanding custonxv accounts are considered to
be assets.

Accotots Receivable Est. Uncol lect ible Balances
6 (G) 36

Loss
8400 (G)

39

alance..$30

on Uncol iect ib 1 e Accts.
36

a. The contra-asset balance has been changed TO 30

Accounts Receivable has a $40,300 balance and Allowance
has a credit'balance of WOO.

(Draw your own picture, and adjust for

By aging Accounts Receivable, $3,500 has been estimated
wile probably not be able to collect.

demo.= emraamw

The test described has been met because:

0.

for Doubtful Accounts

the following.)

as the portion we

a. The contra-asset balance has been changed TO $

b. Net Accounts Receivable has been changed TO $

c. The contra-asset. balance has been changed BY $

d. Net Accounts Receivable has been changed*BY $

e. A $ profit reduction has been debited to.



_(H) Accounts Receivable has a $40,30C balance and Allowance for Poubtfnl Accounts
has a credit balance of $2000.

By aging Accounts
will_probably not

Receivable, 11,222 has been estimated
be able.to COUTia.

Ac of

A4000
L044 n

DoulitiLd.Accqunt4

(H) 1,500

as the portion we

Allowance
ph_ _Ay en uittit

2,000
( H ) 1,500

a. The contra-asset balance has been changed TO $ 3500

40

(01Intil this period's Bad Debt adjustment is made, current assets are believed to
be overstated by $50.

,Accounts Receivable Allowance for Bad Debts.
100

Sales Discounts

The test described has been met because:

a. The contra-asset balance has beechanged TO $

b. Net Accounts Receivable has been changed TO $

c. The contra-asset balance has been changed BY $

d. Net.Account Receivable has been changed BY $

e. A $ profit reduction has been debited to



41

'CI).Until this period's Bad Debt adjustment is made, Furrent assets are believed to
be overstated by $50.

I

AccouWeceivable
0

Allowance for Bad Debts.
100

(I) 50

ne

50

Sales

20,500

Sales Discounts

d. Net Accounts Receivable has been changed BY'S 5()

(j) Aging of Accounts. Receivable indicates that about$160 in uncollectible balances
are included.

Check here (45, if the ledger will be correctly adjusted by posting

this. journal entry.

30AttaWance 6( UncottectiMe Ac-
count6

13412ei2th

0

To adAst the contu-a44et to $160.

If it won't, you
journalize the cor-

Sales

1 0 0 00

,Allowance for
ectible Accounts

6,950 60

B d Debts Accounts Receivabli
1,60

1111111 II 1111 III I
111111111111111111111

1111.1111111111111
IIIIIII 1111111111111111111

What dJes the adjustment information tell you the result should be?



(J ) Aging of Accounts Receivable indicates that about $160 in tine ofleCtible balanceo
are included.
Check here (IA, if the ledger will be correctly adjusted by posting

_ this journal entry..

30 Attoivalic 40_
.coutit4

114Li_17e6 t4_-
.31()_sclivAt_11 0.-g 5

If it won't, you
_____ journalize the cor-__

4111
4 .

1 I 1-1- i

te_At-
n

_

060.4e,(EVI

Sales
.Allowarice for

Uncollectible Accounts
6,950

Bad Debts Accounts Receivable'

60

What does the adjustment information tell you the result should be?

The contAa-a44et (Attowance !on Uncotteaate Accountr Ahnufd have

a $160 cnedLt balance.

32. i1. Adjust the ledger belo4 for the following information (A).

(A) It is estimates that revenue from services billed this quarter
by 1%, due to it inability to collect all charge accounts.

LEDGER:

Advertising

Land & Buildin s

3000

Allowance for Bad Debts.

4 .

~ ^

Philip S. Six, Capital
1054

_

Cash

Taxes.

2001

2. State how your adjusted ledger meets the test
described by the adjustment information.

is overstated

Other Liabilities
2 00

service Earnings

1

-1900

Customer's Accounts

20001

Bad Debts Expense

3. The asset account balances total $5,100, both before and after your

adjustment, yet ;'Total Assets" on. the Balance Sheet will be a

different amount.
What is it? $



ANS. 32. 43

(A) It is estimated that revenoe from services billed thin quarter is overstated
by 1%, ,Itie to our inability to collect all charge accounts.

1. LEDGER:

2.

Advertising Philip S. Six, Capital

1 0 ,1a u

Land C Ruildings

30aU

Allowance for Bad. Debts

11 VA) 19'

Cash

161

Taxes

Other Liabilities

2110

_Service Earnings

-1900

Customer's Accounts

200 200u1

Bad Debts Ex en e

A $19 p&o6it &eduction hca been debited to Bad Debt-4 Expend e. (19- o 1900 in

Settuice.EaAning41

3. $5,085 ($5100 less contra-asset $15)

33. Finish adjusting this ledger before its semiannual closing.

(B)This corporation's accounts with customers are estimated, at December 31, to
be 991/2% collectible.

LEDGER. Accounts Receivable Accrued Wa es

3000 111
Sales Returns c Allow..

Capital Stock
3000

Cost of Goods Sold

Pro erty Taxes
1400

Suppl i es

Cash
00

Loss on Credit Extended

Retained Earnincs

Trading Costs--------

How have you met a test based on (B)?

2001

Deferred Advertising Exp.

420

Notes Pa able
I 50-

Sales
4900.

Uncollectible Accounts

9/4 10 Bal. 7/I 25
10/20 10 10/2 5 r-



ANS. -13

This corporation's, accounts with customerq are estimated, at December 31, to
be 991/2% collectible.

`3076
LED(JER: 1.) Accounts Receivable ,2), Accrued Wages

7tw
3/Sales Returns & Allow.

i a1 Stock Cash
3'''

7) Cost of Goods Sold
20011

Propert Taxcc

I

1400

13) Suppliesti es

870[

6).G'!fert:ed Advertisin Exo

8)Loss on Credit Extended ./
N

.Notes Pa able

MO 51
1

.

Retained arninns 12) Sates

AO

if

'

44.

l3s moo)
14) Tradin Costs 15)Uncollectible A:count

200 9

10/20 10 10/2 5

. .
almnonirommilarnaws,

Account4 R,,zeivabte has been keduced to $2985 19.9 1/2% i.)6 $3,000), by

inuteazing Uncottectibte Accounts to $15

34. Assume a customer whose account had been removed from the above ledger
brings in his $8.

A mistake has beer. made. His individual record is returned to the customer
file. Undo the mistake. Reverse $8 of the write off. KEY dr. & cr. with (A).

Accounts Receivable

3000 j
o n

Bal. 15.

Record the collection as usual. KEY with (B), (Set up the account you need.)

This is NOT the period when We made this sale. Test your result.

This period's profit ( 4)
should be increased.

should not be changed. should be reduced.

Are total assets changed?

(circle) yes no

moo am* mai

Now, remove this page;
continue.



ANS. 34

Accounts Receivable Uncollectible Accounts
3000 (B) 8 Bal. 15 (B)

(A) 8 (A) 8

45.

(profit) /should no be changed. (only the adjustment affects pit.)

total assets are NOT changed (see accts.) Every increase offset by = decrease.

Cala mIM1 *MO 11.11. I imINIMIO MIND

35. After the entry in frame 33 (and ignoring 34) the corporation is ready to
prepare financial statements.

1. To help you recall that they are the permanent proprietorship accounts
of a corporation the account numbers (added to the solution of,33) for
Capital Stock and Retained Earnings have been entered in appropriate
boxes of the model below. NOTE that its deficit (debit balance) is
the reason for locating 11 in section G. This is sufficient to
identify the question at Q. What is it?

(You state the
question)

ririTif*) i i-i '15 ).» » ) )

)
)
) A
)

(acct. nos. acct. nos.

5, 1, 6, 13 15
)

)

)

)

1174890 __j
)

)

)

11

) A
!C
C
:OU
U0
'NO
'TAAL

/I

'G

3)
) ) 1 ) ) 1 1 ) ) ) ) ) ) ) ) ) ) )

TOTAL
assets :llab4.)

E.
.acct. nos.

0

C
acct. noa.

1

. .4

ilwriaftoWWWIWOMMIWOI

F

acct. nos.

9, 2

$1200 I

II I

1

, acct. nos.

11

acct. nos.
.

.

yes

t(c(t(11«i!/((((((

or

H
acct. nos.

4.

1:i t 113 t (If»

lestion

2. After financial statements axe prepared, the ledger is readied fora
new period by "closing entries.." You may enter them in 33 accounts,

if you wish.. HoweVer, assign to the model boXes the numbers of accounts
whiCh.will have non-zero balances AFTER CLOSING - making sure each is

appropriately located. Then show one (summary), amount for each section

(including $0). Make sure you have an equation.

(A, B, E and F are examples.)



46.

BEFORE CHECKING YOUR ANSWER TO 35, did you test your dollar-amounts to

see whether both sides of the equal sign satisfy the equation?

Alweyz make sure yoo haven't settled for an impossibility.

ANS. 35 1. 14 the Rpm (`eyt4i4y) dea4gg with .its owneA6?

) ) Yrc-5 » ) » ) )

)

)

)

2. )

) A B.

)acct. nos. acct. nos.
)

) 5, 1, 6, 13' 15
)

)

)

)

)

)

)

)

)

)

)

)

)

)

)

)

) ) ) ) ) ) ) ) ) ) ) ) ) ) ) ) ) ) ) )

)

$ 4890, $ 15

A

C
C
0 M
U 0
N

T E
I L

N
C

(FUTURE services - Debt) = Gtlesteine ./zer)+END

E
acct, nos.

.1$

0 t

C

acct. nos.

D

acct. nos.

4 **** ***

tWaswmwrOwwww

F

acct. nos.

9, 2

r$1200

acct. nos.

cc

Y=s

« (*« c

Va9

1 rill!...//09 40

0 1 jis 3675
c(ccc(cccc«ccc((«( e7t (

(4890 - 15 - 1200) 2" 3675.



36 A. Prepare the Current Assets section of the corporation (33 ledger) Balance

Sheet.

etvotent A44 et.
Cash
AccountAscedivable 111111111111 1111

1111111111111111 III
111111111111111 I III
11111111111111111111111M
1111111111111111111111
1111111111111111141
111111111111111111101111111

B. .0n the first day of the new accounting period, it is decided that the outstanding

balances of two customers are =Collectible. The total of $12 is to be written
off, as their individual records are removed from the current file.

1. What explanation would you give to a critic who suggested that you, as manager,
had postponed the write-offs in order to make the last accounting period

appear!more profitable than it was?

2. Shaw an analysis of the transaction to demonstrate what the effects are:

Titles TlE or V,
1$

1$

/5+ OR

Jr not zero, show
account and amount

Titles T1 or LESS
N7

S !SS

I $

ZERO GO

change In A change in L $4'
OR

s-

ZERO ( %./ )
5

disinvestment

$ $

expense income
$

revenueinvestment

3. If your current asset section were prepared as of the moment after the writing-

off (assume no other transactions in the new period), which lines would be dif-

ferent?

Demonstrate the affected lines only:



ANS. 36

"Prepaid

Advertising"
is more
familia r.

A.

CuAtent A44a4:

$3000
15

$ 600

2985 <----,

870

420

48.

Cash
Accounts Receivabte
Luz): UncottectaZe Accounts
Net Accounts Receivabte
Suppeiez
De6ented Advektizing Expenze

Your work Is
WI: correct un-

less you have
this amount..

.

To-taA CUAAMt A44et6 (also, as it happens,
this is total assets)

B. 1.

$4875

Profits are affected only by the adjustment, which Ea made in time
to affect prior period profits.

2. Demonstration:

kw,

Accoun.t6 Receivabte

Uncottectibie

Accounth $ 72:-Is

expense

investment

ctan9e4

ci

e»,(-no c'4a./7-cob

qv
r

4______

:t110

101

ZERO

3, Accounts Receivable

Less: Uncollectible Accounts 3
----still 2985 net A/Rec.)

disInveAtment

ZEIO (I) 2.
1+ OR

s.,

$

income

revenue

$2988

(only affected lines)

37. Show the effect of a, recovery of $5 from a customer whose account the above
firm had written off.

(Mike sure you enter amounts under appropriate columns. For illustrates' use, Suppl. 6.)

......___
CHANGES in

T---1
Owner Equity CHANCES

ACCOUNT TITLES
ASSETS : I LIABILITIES PROFIT ADDITIONS PROFIT REDUCTION OTHER

Ow. I CR. DR. cm DR, CR. I OR. I Cw I DR.

1 !

III
111111111111

I

I

I

I

.111111
I

I

I



49.

. ANS. 37.

--- -
ACCOUNT TITLES

D I.}ANCES in Ow- ter Equity CHANCES

ASSETS : LIABILITIES PROFIT ADDITIONS] PROFIT REDUCTIONS OTHER

Dn. CR On. 11 C.
-

OFt CM nrt cog 1 On. Cot I

cC. 0 .., i O.
Taticwun, -'.--"'"---F

r" MINNIMilift-ii5 I 1- I 1 II

or this net effect i II
5--

-

5

..

4Ca4h is o.k.
11

rtZ Rec2x:vabie
.....

I 1111111111
11111111111111111k I _$ __I_

mai m mm ems sm. mom mW mw mm mom mOP

38. Now, put it all togeti er.

The following trial, balance is from a 'ledger which has been adjusted
for everything except Bad Debts.

Felix Fleming
August 31, 1970

(I) Accounts Receivable $1200
(2) Accrued Rent Receivable 5-

(3) Accumuiated Depreciation-Plant and
Equipment

(4). Allowance for Bad Debts
(5) Bad Debts
(6) Cash 173

(7) Cost of Goods Sold 1600
(8) Customers' Advances.

(9) Deferred Insurance Cost 10

(10) Pepreciation . 40

(11) Expense of Selling 100

(12) Expired Insurance Costs 5

(13) Felix Fleming, Capital
.

(14) Managerial salaries 4o

(15) Other Operating Expense 60

(16) Plant and Equipment 800

(17) Rental Income., .

(18) Sales . . .

(19) Sales Returns 41 4 100.

(20) Supplier Payables
(21) Unpaid Salaries and Wages

Totals $4130

$240 . ,

3 . .

0

919. .

ia .

.19oa .

. . . .

l000.
.8.

$4130

=11110111110
pasowmorsFam1S4

A.m.! sZ/

13MomMoloS

111101MMIMMNI

1.A. Write titles and balances and identifying number for the folloing in the
T accounts of appropriate model boxes (as shown for A/Rec.)

(1) Accounts Receivable (5) Bad Debts (13) Felix Fleming, Capital
(4) Allowance for Bad Debts (6) Cash (18) Sales'

(19) Sales Returns

B. Assign all the other accounts to appropriate boxes. by writing their
identifying numbers in. spaces provided.t,See 2 and 3.

REMOVE the MODEL page_ and continue. -
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2. A. It is estimated that 1 of I% of the month's net sales will prove
uncollectible. Record the adjustment in the T-accounts. KEY
,with (A).

B. After completing requirement 4 and adjustment A above, the Balance
Sheet equation should bet

box(es)

.
.

01 amount

$

$

$

box(es) ( ±) amount

$

$

$

Since you have assigned the entire ledger to appropriate boxes in the
accounting model, balances from one or more boxes combine to give the amounts
of the equation. Under each summary amount, show box(es) It summarizes
(by letter). By giving amount per boy, show that the equation is valid.

C. In the boxes at the right of the original trial balance (page 62)
give the NEW balances (zero and non-zero) which the ledger will
contain _after closing entries have been adde( (after adjustment A).
Don't write anything beside accounts whose balances reliain as shown
originally.

IF ANY OF THE T-ACCOUNTS IN THE MODEL are affected, Al11.01 the closing
debit or credit WILLUitit.

3. In September, the following occurred. Journalize and post all effects
the T-accounts in the model boxes. IDENTIFY BY DATE.

September 5.

September

Recovered $5 from an account which had been written off
as uncollectible in July.

10. Wrote off $9 account of Nellie Bly, $7 account of Hart
Crane, and $12 account of John Glen, which are believed
uncollectible.

(OMIT EXPLANATIONS)

to

arm

Recorid these directly in the 1-accounts. (Key by date.)

September

September

25 Recovered half the John Glen account.

29 Summery of other September transactions
(Make a compound entry.)
Sales (all on credit)
Returned by.customers
Collections (ether thAn'Sept. 5
and 25, abovb) on all accounts.

with customers:

$2000

155

2045

51 -



52

4. ROUNDING the estimate to the nearest 10 cents, enter the appropriate

adjustment for credit losses for September in th9 T-account,. KEY

with (4).

5. Someone has started a September 30, Balance Sheet. Complete it through

"Total Current Assets." Assume all other relevant balances were un-

changed since September 1.

Fa. 4, pp ovryi,,L,

-4

4
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4.

PANEL B

Boggstown Grocery Co.
Income Statement

Year Ended December 31, 1970

Revenue:

Gross Sales
Less: Sales Returns OA

Net Sales
Cost of Sales:

Inventory, January I

Purchases

Inventory, December 31
Cost of Sales

Gross Margin on Sales
Operating Expenses:

$2000

4..21

200
880

$75-1"5

0-

$1950

730
$1220

Advertising $102
Depreciation - Store Fixtures 40

THIS IS THE WAY. Rent 60

M3ST FIRMS (and Salaries
Bad Debts

480
10

most authors) Other General and Administrative Expense ...111
REPORT IT. Total Operating Expenses $1008

Net Incood from Operations $ 212
Less: Interest Expense . 12

Net Income
Ulati



2.13.

1.933

bov_fr:1)
A

___,__...)..._____al

+ * 1933

$

3.

5.

$1058

box(es) (±) amount

V $ 1058

$

$

55

$875

box(es) ± amount J

6 - $ 1954

=+ $ 1910

+ $ 919

E belongs but
there are no
contra-propriertor.
ship accounts

posting references

oied)

NV

5 AceDunts Receivab.te 1 5 00

Attout. 04 Bad Debts 4 5 00

5 Cash 6 5 00

. Accounts Recavabte 1 . ,
5 00

10 Atemance If04 Bad Debts 4 2 8 00_ .

Account-6 ReeeLvabee 1 2 8 00

qtr Ronang
&Lance Sileet

wpoommogoi

NOT true, or correct,
or .a period.

Cwotent Ass02: -
4 . .

Cash ,0 I 0 -\
. ,

Accounts Receivabte 9 72 0 , ... _.".. .

Le44: Altmance. Lon Bad Vats 4
4

2
,

Net Accotolp Reeavabee_

.

Aectmed Rent Redavabte ..-

. I

k

MIA
-.--. -

r-

DeAemed InsaAance CO4t 1 Mos 4- .
Iota. Cunk ent Ass ,

1
3208 80

*4--



PANEL D

AGING ACCOUNTS RECEIVABLE

(a technique for estimating the credit-quality of customer accounts)

An auditor of the J. C. Pence Co, prepared the following "acing (Irk.
ceivables." .110 assigned eachcustomer's balance in the subsidiary ledger
to one of the columns by finding the answer to, "How long past due?"
(Credit policy at J. C. Pence called for payment within 60 days.)

AGING OF ACCOUNTS RECEIVABLE

Customer Total
Not yst .

due

1-30
. days

past due

31-60
days

pest due

Over
60 days

-past due

A. B. Louis $ 500 S 500

B. L. flex 200 S 150 1 50

R.0. Null 800 '800

Others 38,500 922,550 910,000 $4,200 91,750

TOTALS $40,000 $23,850 610,000 $4,350 11,800

Per cent 100 60 25 11

By looking at actual writeoffs over several recent years, he found certain
relationships to be average.

For example, st. the time of virlftsaga LccountinA cycle mg completed,
one in four accounts which were 60 or more days past the point of sale had
never been collected. Thus he concluded that the $1800*of t! Accounts

Receivable were

$ 450%00
435.00
200.00

. 238.50

overvalued by 25%. Using similar logic, he computed:

(25% % $ 1.,§0.9)*
(10% $ 4,350)

( 2% :4 110,060
( 1% % $23,850)
(estimated necessary provision for eventual defaults)$1,328.50



THE COST OF BORROWED MONEY

The following pages are self-instruction.in an accounting topic
which often proves needlessly confusing. It is intended for use by
anyone who is familiar with the accounting cycle for merchandising irms
(and, of course, service businesses). Because of this, you may find us
using a synonym for a term with which you are most familiar. We have
tried to mt'ntion these synonyms where they are first needed, and to con-
nect our terms to an example. You should be able to see what we mean -
even though you are used to another label.

This index indicates the topics covered:

Review of recording notes and accrued interest 1

Calculating interest 7

TWO WAYS TO BORROW MAY
Discounting a note payable 13

Discounting an interest-bearing note re-
ceivable

Reporting a contingent liability 27

Dishonor of discounted note by its maker 34

The "effective rate" of interest 39

FOLLOW THESE DIRECTIONS, carefully.

YoU will be given information, asked questions, or asked to follow
instructions. The instructions appear as needed.

In most, but not allicases. you will be given "feedback" on your re-
sponses. Look for these answers; and, if you didn't agree, re-examine
the frame. If you still don't understand, make a note to ask your in-
structor.

When more than one frame appears on a page, a cover sheet should
be used to hide the answers until you've made yours. If you fold the
gripe sheet horizontally it will serve the purpose.

This shows where the top of a cover sheet should go.

Except as indicated, you should ignore a left-hand page and work
only on the right-hand pages.

What time is it? (Make a note.) Report the time you actually spend
working on the lesson in the space provided on the gripe sheet.

Go on with the lesson.



This lesson uses a variety of forms with which you may not be familiar.
Use of these forms is illustrated in a supplement ( green pages, yellow
cover ) entitled, "The Accounting Model". Make use of it at any time.
If you have not received it with another lesson which you used earlier,
it is the next thing you will find.

Look at the supplement, now, and decide whether 1. (on the cover) is a
review you need before starting this specific topic. When you do start
the first frame of this lesson, note the number AND part of any frame which
you do not answer correctly in the gripe sheet that follows on this page.
Comment on your difficulty, in any way you care to. Suggested improvements
will be especially appreciated.

Note your starting time. Report your total
time in minutes:

RESPONSES (missed) CORRECTIONS (& comments)

...
ii



RESPONSES (missed) CORRECTIONS (& comments;



THE COST OF BORROWED MONEY

This lesson assumes that you already know how to record the issuance or
receipt of a promissory note, the payment or receipt of interest and settle
ment of the face of the note, IF the amounts are given.

A brief review is provided, however. Choose the answers to parts A and

B to determine whether you study or, skip it.

EVENT: We borrow $1000 for 60 days at 6% interest.

A. Circle the number of the correct journal entry. to record the event.

1.

2.

3.

Cahh , '00'

lilt
11111

lle

1

Notes Payabte MN ISM!

Jo'

iii

(Exptanation mated.)

1111.0000Cash

Into/mi. I xpien6 o

Notes Payabte
MN(Ex anatio n °mated, )

1

Cash 00

Interest Expense 000
Notes Payabte 10100

(Exptanation omitted.)

B. Circle the number of the analysis for recording the collection of
the note issued in A.

Identify trinsactions

III
line

only Accc.,uNT TITLES

CHANG S in OwnerEquity CHANGES

ASSETS : I LIABI !TIES PROFIT ADDITIONS PROFIT REDUCTIONS OTHER

ON 1 Cm. I Do. 1 Cm. Dm 04. - On Cm Dm. C

a es " a' I I INA RI IrepromimmiumuIN 1010T1
I

110001
I

I

.,, A

4 PA ame 1000 8,

IIill." I

alibi I . Or
NolvA PdphiP __.iff 1

CaAh 101011 I
I

_..A.,.t Ex I I 1 0 I

. eA p 100 11'0:

Use of the above form is illustrated in
"THE ACCOUNTING MODEL" supplement, p. 6._

* * * * * * * * * * * * * * * * * * * * * *
,FIND ANSWERS at the top of
page.2.



A.

If your answers in frame 1 were:

Identify transactions

It MI MEG E0011111111111111
111111111111MIMMIIIIIIIIMIIIIIMMI111111111111111NWEED

111111111111111111111111111111numnis am

ACCOUNT TITLES

CHANGES In . Owner Equity CHANGES

ASSETS I LIABILITIES
Oa. OR.

PROFIT ADDITI ONS PROFIT REDUCTIONS'
1 ow I Cw I ow CR ow.

AEI onlimmirevia
I Ill 1111.111111111111111111111111111111111111111=71111111111111111111IIII

I _ I

OTHER

continue bete. OLherwise go to frame. 3' next page right away.>:----->
AM.

2. If 60 cay,s interest on our note is £10 at. its maturity, what adjustment is

needed if the accountiniperiOd ends 40 days after the note was issued?

'CIRCLE 1 or 2, ifsither,is corract,.or

you journalize the correct adjustment at 3.

2.

3.

I InfeTtat-Ttpenso.
Intetut Payabte

i
li A;

Tittm eot Expense
Acenued Inteitezt Payabtz

I_ 1 151. 31 i; 1

MOB 11 MI
. I

II
11.11111111 II

For the ANSWER to this frame, see the' BOTTOM

of page 3 (i.e. SKIP framer 3). . >page 3.



3. If you answered 2 or 3, in A of frame 1, you have forgotten that
notes are recorded at face value only.

Or, Perhaps you have not used the accounts, "Notes Receivable"
or "Notes Payable" before.

This is a PROMISSORY NOTE.

ace amo

/21/0

da s- after date I promise
pay to the order of Chester Huntle

Eight hundred and no/100 dollars
Payable at New York City, N.Y.
Value received with interest at --6%

1

3.

the payee ha6 a
ate neceivable

the makers az a Note Payable

When you feel ready, journalize the following:

Collected the $100 note of Fuank Sinatra along with the
accumulated interest of $4.

17
r

Whose books are we keeping in this transaction? (circle)
Cava AemaindeA

o e. the maker's the payee'

fl

ANS. 2 Oshould be circled.

2/3 of the $10 which will be paid at maturity
debt (until entry 1 is.-recordeci). It is important.,

the company's Incoe Statements (for this year and
the $10 cost of:borrowing in-proportion (40/20) to
period when the money can be used.

FRAME 4 Is NEXT

7>
for this answer,
. next page

is an unrecorded
as you know, because
next) should divide
the days in each



Ans. 3

17 Ca,oh.
Notes Pecei,vahJe
Intutut Eared

p
0

OR, Interest Income, etc.

4.

.( "Collected the....)

4.....12drataa-iss-taarae

4. The correct adjustment accomplishes this:

CURRENT YEAR'S STATEMENTS

Cfx.rectly timed (CIRCLE

will be $ (fail7

expense

income

revenue

in +his
year

So that INCOME STATEMENT(S) 0)
FUTURE YEAR(S) can report:

The current Balance Sheet must,

therefore, report

(COMPLETE ONE LINE OR THE OTHER)

asset
a deferred of $

liability

$ 3_33 Of excnsa

Of income

Of revenue

instead of $,10.00

a. Is (X) or.(y) the correct entry when the note matures and

(Disregard reversing entries, if familiar.)

Cross cut the incorrect box.

is paid?

b. Why is it better? . expense is all recorded in the period paid
(underline)

expense is divided between this year. and-next

Inte
other interest$

tdpsim 8.61

t
closed for this
year

e I rest bl

(y) 6.67. Win 6.67

( a) 3.3

Cash
.alone

$ (y) 1010

Notes Pa b
Bal.

_I 10 00 1000

(y)

(x)

in er
this year's
n

X 10

n e

closed for this
sr

Notes :Patable
(x) 1000 I .1.

Cash

1000

cal. ISM i(x)



ANS. 4.

Interest Expense Interest Payable
other interest $ closed for this

(a4.11 6.67 year

Y) 3.33

C
Balance XX

(y) 6.67 Will 6.67

Notes Payable

Cyl 1010 (y) 1000

orrect expense for the year of payment

1/60 th of the $10 accrues each day.

1000

5.

/07
(x) puts $10 expense
in year of payment.

5

There will be $24 interest collected at the maturity of the note

which we accented in the transaction analyzed below. You enter the

adjustment effect if the 90-day note was issued August 16.

ldentif transactions
:et

1."
lino

.m....

ACCOUNT T1TLCS

CHANGES in f Owner Equity CHANGES

ASSETS : I LIABILITIES 1 OFIT . OM ILIP)411 IDItleiiiiInsluzli
OTHER

o.. C. 11112:2111111J111111111 O. CR. OR. CR DR. C.

A '
ccountz R, , ,.',

1 r ,
:,

I III I I

1M 1

To adjust on Aug. 31 1

11111111111i t

I

1

Your analys1s*should record 15 days° accrued interest. Here is the note.

$

...RARARSAARNA.m.RAS

/0

0 Ot fter /sate I pro 'Ise to
pay to the order of :WI

)
,J41.

'ILIO.111sit.e 4e A 4MPLAWClir
Payable at

O

-0-0
Value received with interes a

ea-E

Are the transactions above recorded by the maker, or is it the payee?

underline>A1'
which, in all cases like this)

Wha is that? Ron, or. The Colonel?



6.

ANS. 5.
Icle--ify transactions

Lino

only

1

ACCOUNT T1TLCS

CHANGES in
I

Owner Equity CHANGES

ASSETS ' I LIABILITIES 'PROFIT ADOTTIONSIPKVIT REDUCTIONS( OTHER

Ii37.45
1110:11111 cm

OR. I CA I

Min
0,4

N
Cn I Dm I en I On Cn

°Us Rec,, .'1
be_ciowytA Ro cedi 0 a hf o

II II I ICI
ill

./114

-- To adjust on Aug. 31

lip
] 111IIIIIIm11

jIIIIMIIIII
iIIIIMMO I 1111 MI II

. 1 inteitebt Rec "va. Mg& 1 NMI IraIti I

ened ncom,
I 1011_ In alliMM:

1
NI

I 111111111
II ihil. 1/6

I

n Wail
!UMW

I 1111

i

1

thx.......ezaztval (who is Ron.)- , $24

0. Which is the correct effect of recording this transaction?

TRANS. Accepted a $400, 90 day, 6% note in exchange for
merchandise.

I. Circle A, B or C.

C.

A.

Merchandise

1200 (a) 400

Notes Receivable

(a) 4001

B.

Sales

2000

(b) 400

Notes Receivable
200

(b) 400

r. Notes Receivable $406

) ) ) ) ) ) ) ) ) ) ) ) ) ) )

0
>(F Debt) _

Cr. Sales $400

Cr. Interest Earned 6

* * * * * * A * * *
* * * * * * * * * *

ao

0 -SEND
Is the firm

dealing with
its owner(s)?

no

yes

:c (( ( ( ( ( ( ( ( ( ( (

II. The rule that accounts for notes must be changed at face value is violated

in , above.

The mistake in s putting a selling price where a cost price belongs.



Calculating intemst:

7 The money -cost to a .borTower is the amount by
Which the repayment exceeds the amount borrowed.
It is computed according to a contract-.Usually
a promissory note. Though we are assuming you can
record intarest transactions, the next several
frames have to do with calculating simple interest.

.0110

If you aren't familiar with the calculation ofd
interest, go to the NEXT FRAME, NOW.

If you can calculate interest, SKIP, after you
calculate correct interest amounts for a and b.

a. face of note, $2400
'interest rate, 5%
tine of note, 30 days

b. face of note, $720
interest rate, 8%
time of note, 5 months

CHECK YOUR ANSWERS on

ANS. 6.

7.

Sales

l(b)
2000
400

Notes Receivable

1
(b) 400

II. C

interest amount

8. An interest rate 14yi fraction: It indicates what part of the principal-

(i. e.'the face of the note) must be paid for using the principal for a

liteLLYSALTA

Thus, it will cost $ 50 to borrow $1,000 for one year when the rate is

5%.

Or $300 may be borrowed fOr a year by repaying $321 at a 7% interest

rate.-

Can you compute the interest amount for $200 borrowed for a year at 4%?

Write the amount here, $ If you have troublex_sicip to frame 10(p. 10)

When the time of a note is less than a year(theusUal gape), a fraction of

the annual amount is charged; A 3.month, 5%,_$1000 note will cost $12.50.

When time is given in days, however, an arbitrary 360 day year is
assumed. $300 for 60 days at 7% is $3.50.

What is the interest on $200 for 90 days at 4%?

circle: $8 $20 $80 $2 or (you fill It in) $.



ANS 8 -A. $8 (4/100 x $200, or .04 x $200).

B. M.)($8 for a year x 90/360). IF YOU ANSWERED CORRECTLY,

......296!uune 7, now,. you enn.
IF you just took 4% of $200 here YOU MISSED A VITAL POINT. RE-
READ the frame, then, IF YOU STILL NEED MORE HELP, GO TO FRAME 11

8.

good:

Otherwise, FRAME 9, next.

9. A. Interest calculations are very subject to errors in arithmetic.
Very often, however, errors are obvious if the result is compared
to a rough estimate of the correct answer.

EXAMPLE 1: $10,000 borrowed for 60 days at 6% was compoted this way:

6/100 x 10,000 x 60/360 = $1,000

Test for reasonableness: $1000 interest = 10%
$10,000 principle

This would be correct for a 6% note only if it ran much
more than a year. $1000 is wrong.

Then you might think:
"It must be less than $600; a lot less."
"Near to 1%, or less?"
"Well, 60/360 of 6%. Oh, it's exactly 1 %."

The answer is $100.

EXAMPLE 2: $850 borrowed for 40 days at 5%.
The interest is calculated at $4.72.

"That's less than 1% ($8.50). Should it be?"
"Yes, 40/360 is 1/9. The rate would have to be 9% to have

1% of $850 as an answer."
"$4.72 is a little over half of 1% at least it's close."

You recompute example 2. $4.72 is right

$850 x 5/100 = $ x 40/360 = (circle)1
(annual interest)

B. underline, your estimate.

1. a 4month, 8% $240 note
wir have interest which is:

or, you fill it in)

less than $2.40 $17.20 or over

nearer $2.40 -thin $4.80 between $10 and $17.20

ovar $4.80 but less than $10

2. Interest on a 5%, 100-day,
$1900 note will be:

less than 1% of $1900

nearer to 1% than to
5% of $1900

more than $190

nearer to 5% than
to 1% of $1900

C. The sum of the B interest amounts (nearest cent) should be $32.70.

Compute each and verify: S. 1 $

2.

Sum $

Remove and INVERT the
.

next (ANSWER PANEL)
page 6on'anzwen. 9.

Frame 10 ztoitz p. 10.



ANSWER PANEL

a. $10 IF you DIDN'T get BOTH,
b. $24 return to frame 9.

WHEN YOU HAVE ANSWERED 7
CORRECTLY, Ocip to frame 12. page 10, ta6t

tiname

AMANZAIR. 33 1/3%

16% (16/100) Continue with 11 on p. 10.

ANSWER. La 1:: face (value)
a. $303.50 (300 x 7/100) per year x 60/360 = 3.50

plus face.
b. $5056.25 ($5,000 plus 45/360 x $40.00

W
Top o6 page 11 ia next.

(9% of $5000)

'it'd uoanumoD vrig uo lemur 4-91,1

zweA ao; qseae3uT

99.11$ - (00.al t09£ /co. ± 0S6S 88'196S 'q

(Sat NI 141 407 ;0 '7/t) 3o
4.-
0469436- x 4101PP.X.40±)

I / GL'Z

:36029311T

_lerrirmils1SNY

'6 ZuroW51 04* 01113X moN

(09i/St X %/)

(09f/06 x %t) *Z-

w Z1/9) '1 Trionro

ssameue anoit °Sump 'exo;aq pass* ononol ;I)

't MYNA 01 00 mON
6i'l£S.

bV9l
or'? le 3

0061$ jo %5 o3 u6117 %( of JoJeou z
01$ uettl ssot lnq orqt JOAO I

m (09f/0f ? x) 05:ZI4

.0

.v .171ryamp



10. 4% = 4/100 (If that's all you needed to know, return to frame 9
and continue.)

If that doesn't help, do this if you can.

Examp4: = 1 4. 2 = .50 x 100 = 50%

Express these fractions as percents:

1/3 = %; 4/25 = Check these anAtoms on page
(ANSWER PANEL

II. Unless the terms specifically contradict
it, an interest rate is an annual rate.

"1% per month" is a 12% interest rate
and means $12 interest on $100 borrowed for a year.

"$500 at 5% for 60 days" does NOT mean 30% (or $150) interest for a
whole year. 'Read "... at 5% (Per year, understood) for 60 days."

Thus, a 6%, 60 day note charges 1% of principal' as interest.

111

10.

(60/260 x 6%) = 1%

(days in the "interest year," remember)

Complete expressions for these cases:

1. A 6 month, 8%, note will cost 4% of the principal, or

What should the principal be multiplied by?

2. for a 90-day, 4% note; 90/

((you fill it in)

(.7x

Check anzwe,ts on
3. for a 7%, 45-day note: ( ) jinvetted) page 9.

.

12. I. Every note has two values. The one used to increase and decrease
Notes Receivable or Payable accounts is

value.

II. When the interest is added to the amount of- the principal the sum
is the maturity value.,

'The maturity value of a $2400, 5%, 30-day note is: $2400
10

0177

1 What is the maturity value of these notes?

a. $300 at 7% for 60 days: $

b. $5000 for 45 days at 9%:

III. Check up! Will 11.a. interest be nearest to (circle):

$.30 r j $3.00 or $30.

11.b interest will be Bearer to:
1% of 5,000

10% of 5,000
Fat anoweia, see



11.

13. If you had )oth parts of 1; II correct, go to fra....2...iellt, now.

Otherwise, what are these maturity values?. (Check them for-
reasonableness.)

a. $275 for 90 days at 4%

Maturity Value $

*$950 at 6% fok_75 days.

Maturity Value

INVERT page 9. Check Ilealt.middte ion thme anzuvitz.

14. In the case of "simple interest", the cost of borrowing is the
difference between the two values of the note("face" and "maturity ".)

Turn the pink panel over. At the top of the back is a partially-complete
analysis for payment of the $300 note from 12, IIa by its maker.

The accounting model below it-shows how to'determine the effect on
'proprietorship, which is step 7 in the analysis. STUDY IT FIRST, then:

A. Fill in the appropriate blanks for step 7 in the analysis:

B. Journalize the whole entry here (omit explanation).

1

Ya

C. Analyze the ,collection of the$5000osobe LIR b. of 12, II.

Step I. (Circle
. a.

a,b, or c) it is -a CUSTOMER.
Step }. Step 3.

St t 0.

ILQ or lei
Is

1$

f /RIO ti)

a

5-
1-1 not zero, show

NI( P 7 'account and amount. ZERO (

expanse

It is a S LIER.
Step 4.

disinvestment

MONIN .1

c.
It is dealing with i t5 OWNER.

Step S.

Ty or Less
IS7

S$

S s

E BRO GI)

8+ OR
-

income
$'

avt: stn. nt revenue

$



ANSWERS TO 14

rit not Zero, show
Step 7. account and atzly.r.Ltj ZERO

A.
74i/teat

0(pLnsc

investment

disinvestment

income

revenue

.;

12.

10

MIMI
IIIIII NNW

IIIII

I MAIM
5

III
,

I

i

a

lIsteflYgtme
Cash

Step 1.
C.

Step 2.

(Circle a.

a ,b, 'Jr c) It is a CUSTOMER.
Step 3.

ji:tees iteie.ivatite."
caah

mu or tit

056.
tefilLA:--;

lL
Step o.

tr0 %.2i

t:CD
It is a SUPPLIER.

Step 4.

C.

It is dealing with its 0'..:NER.
Step S.

it not zero, show
Step ilaccount and amount,, ZERO ( */)

di stir stment
I income

expense
$ 'Interest Earned

Inv&stment r ere Kti

Mit

We; or LESS
c;7

I$

s

Is

ZERO (I)
$4. OR

5-

$

$ 56,25',

$ 56.75 1

aremd1.11

EITHER title: Classifying

the acco t as revenue is
acceptable btLtnot as

accurate.



13.

TWO WAYS TO BORROW MONEY
Discounting our own note:

15. Here is a promissory note with a $1200 face value.

$.1200.00 SotOer 5, 1970

60 days after date I promise to
pay to the order of NationN1 Bc
One thousand, two hundred and /100

Payable at. Boston, Massachusetts

Value received with interest at -0-
zero

interest rate

I. What is its maturity value? $

A note with arsorOlrate of interest is known as a non.interest-bearing
note.. You might expect ft to be used by relatives or very good friends,
but surprisingly, banks often grant loans on notes which Pear no interest.

In this case-, the coat of borrowing is known as Ainaunt,

Example: An entity gives its own 60-day note for. $1200 to its bank:
The bank's discount rate is 8%. The bank views the transaction as buy-
ing an asset, the right-to-collect $1200 at a specified time. It will
calculate its required earnings, which will be the entity's cost of
borrowing, as follows:

Maturity value X-discount rate X fraction of year = amount of discount

$1200 X 8/100 X 60/360 = $16

It will then calculatd the proceeds - the amount it will actually lend.

Maturity value - discount = proceeds

$1200 - $16 = $1184

2. Finish analyzing the borrower's transaction. Make sure you use the right
amount columns. NOTE that + and - in all owner's e uit refer to its total
and NOT th,!. account. He still calls the cost "interest in is accounts.

Itta4tAated Me: p. 6, ACCOUNTING NOVEL SUPPLEMENT,

ACCOUR TITLE Asset change i Liab. change

amm...
1184

I
8...

CaAh

..

..
... ..1

0 Hata Payabte a+

.1

I .

14,

a ...
II+



14.

16, Did you use the accounting model to analyze?

Why should you use a "temporary proprietorship" account? (Check.)

() It's dealing with its owner.

(i) It isn't.

("r1

Is the differencke a positive or negative amount?

ANS. 15 and 16

1. $1200 (maturity value)

2.
ACCOUNT TITLE Asset change Lima. change lOWNER'S(') EQUITY CHANtE(S)

03 tever.0 Ot

Cash
QCt. N..5..)

149
Pal ah1:1

0 I ateiteAs tExngrA e.

(16)

I 1200

II-
s

+

. 1+
op.

WO

ar

ID

lit isn't.
Negative amount.

Definition of
pense

17. It should be noted that "discounting a note. at 8%" is not the same
as paying a%simple interest.

The comparable case for Carlo Zitt would be an 8%, 60-day note for
$1184.

The maturity'value of this note would not be $1200.

a. Would it be more or less?

b. Does that mean that "8% discount" is more expensive borrowing
than 8% interest, or is it less expensive?

S.

*************
* REMOVE the :

next page,
* continue. t
***************
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ANS. 17. a. less ($1184 X 8/100 X 60/360) + 1184 = $1199.79
b. (8% discount is) more expensive. 16.

Ma MM .11M 1mM MIM WM

Discounting an interest-bearing note receivable:

Ia.
Pay to .the otdeA oi
Etizabeth Tayton

Ronat,1 McDonald

Because notes, like bank checks, are negotiable instruments, the illus-
trated endorsenent would give Miss Taylor the right to collect the maturity
value of the niv..2 on its iue date.

< Back of the frame 5
note

Banks often buy notes endorsed in their favor on a discounted basis,
just as they buy a maker's own note. (The significance of negotiability is
that the maker of the note need not agree to the sale, but must pay any
holder (endorsee) at maturity.)

Panel A provides an example. Note the following:

1. The proceeds are, as before, (maturity value MINUS discount). One added
complication is that before the discount can be found, maturity value must
be calculated. It isn't face, as with a non-interest-bearing note.

2. The example involves two different interest rates, as will often be the case.

3. The'Uiscount period", as well as the time of the note, is important to
determining the price the bank will offer.

Which period does' the lender (i.e., the bank) get paid for? (underline)

first fifty days last forty days

Here is the 3euxnsl entry to record the receipt of the- money:

46 !, __4__ -urn
". 1.105 ,OGeo Reavabte aucaunted 'Not L

ilatiteat Income i3 ,88
At

ed pitoceed4' o44.L.scounted node_'
as :LeitoiAls:i

J11 Matuxitti value = pH" ,_._

(4800 x 6/100 x 9013601 + stiq
(21 Ui4eaunt 8.12,, _

812 x 9 00 x 40(360
-0,1 Pucee 803.88'

($812- 18 "'-'
Complete a transaction analysis on which it would be based. Notes Receivable

Discounted is a contra-asset account. Show what its credit does to total assets.

ACCOUNts7-1TITLE AssI change i Lieb. change exneng130---ae-n
.CHANGE in Owner'. equity

S

Oft

OM %O. ;MD OM aim oda pm M. mb

ow mg. 40

dm .1110

on .ost -a

111=1,........



ANS. 18. last 40 days

17.

ACCOUNT TITLE

Cash

Notea Receivabte

Amostabanim LIAb.cheamp

803. 88 :,

800.001

CHANGE in Otinerls equity
x ns C yovenue i OTHER

ow di. MO a

MO MO MM 4+

Inteicest Income.

4 --- MO -

;

MI

^ ....

19. In Panel A no part of the calculation is based on the 50-day period for
which the entity held the note. The bank sets the terms. Let's see what
can happen if the note is discounted' nly 10 days after it was issued.

Maturity value remains at $812. What is the discount for the 80 days
for which the bank would charge?

What proceeds would be collected?

ANS. 19 $16:24 (812 X 9/100 X 80/360)

$795.76 ($812.00 - $16,24).

20. Are profits increased or decreased when the note is exchanged for the pro-
ceeds Of $795.76 which apply to the above case?

Prove your answer by an analysis. Use the contra-asset for reducing Notes
Receivable.

ACCOUNT .FITLY

IMMMOMMIMMIMaM
MD la* 4.. .4 .......

I
I
.PI.

I I

I I
. I . I .
.. ....._ di.. .. m. .. 1111. .. ...

21. If you need to reduce profits, but weren't sure what account to use,in
20, call it "Interest Expense". ,Fix it if you need to..



ANS. 20.

ACCOUNT Tint

profits are reduced.

18.

Want change I Liab. change ;OWNER'S(') EQUITY Ouent(s)

.Noteb Recava
Di4codyited

tvi.eAe4t Expens 1
. I............. .st.... .. ... .1 .. MD 411. .. OW ....

Proof: NET changes in (minus =$4..24.
the basic accounting
equation.

minus $4.24

22. If the proceeds. from discounting a note receivable ale less than the credit
to Notes Receivable Discounted, Interest Expense will make up the difference.

1.Interest Income is earned, however, if proceeds are greater than the value
at which Notes Receivable was increased. .The proceeds are the "discounted

value",
At what value are accounts for.. notes always changed? value.

In the following cases, indicate how much Interest Income will be credited,
or Interest Expense debited when the proceeds from discowting -the note
receivable are received. (Fill the approriate blank.)

2. A. Th.. maturity value of the note is $5056.25 and the disconnt at 8% is
$11.24. (Face, $5000)

dr. Interest Expense, $ cr. Intere4t Income, $

B. Maturity value of the note: $303.50. 60days before maturity it is

discounted at an 87. dicount rate. (Face $300)

dr. Interest Expense, $ cr. Interest Income, $

C. Face of the note, '$900; terms 90 days at 67.. After holding for 50 drys,

it is discounted at 9%.

dr. Interest Expense, $ cr. Interest 'Income, $

****************** AAA fie**
* .REMOVE THE (NEXT* *
*PAGE OF ILLUSTRATIONS*
* FIND* TO FIND ANSWER8i_ i*
****Ink*kkOnlr*Orkirihk**



ILLUSTRATIONS

Date
for of
23. NOTE

19.

Date
of

DISCOUNTING

5/2/71

Date

. of

MATURITY

0 days.

FACE

VALUE

$270

x00 _day.

(ati- 1%)

24-C alternatives:

a.

b.

C.

d.

Notes Receivable

2/1 5005/2
2/2/. 270

3/20 1230

3/25 270

270

jsaftissaj

1/12
2/1

2/21
2/25

Notes Receivable

17

600 3/12
1730

270
270

600

,Notes Receivable Discounted

5,7 270

1/6 173

1/20

2/23

2/21
27

10'

27

.
NOM7Receivable Discounted

3/21 1000 1/20. 000
512 270

note had matured.

2/1 500 4/1 SOO 4/10 1500

2/21 270 5 /1. 100 5/2 270.

3/20 1500

3/30 2270
4/1 100



ANS. 22. face (value)

A.

20.

cr. Interest Income, $45.01
(5045.01 proceeds minus $5000 faci')

B. dr. Interest Expense, $0.55
$300 face minus ($303.50 X 8/100 X 60/360)

C. cr. Interest Income, $4
Maturity val.
less discount

proceeds
less face

Interest

.36

$913.50
1.14(40 days

$904.36
900.00

$ 4.36

Reiek to the yellow page.

23. The diagram at the TOP of page 19 represents the following.

On May 2, we discounted one of our customer's , 100 day notes at
the Local Bank. The discount rate charged byithts friendly bank was
6%.

A. Fill in the diagram with:

interest rate

discount rate

B. To compute the proceeds fez 512/71:

($273 - discount)

Write an expression to compute the discount.

discount = (

C. If you're sure you can, compute the proceeds.
go to the next frame now.

(Enter proceeds in the diagram.)

TE you watt to check B, first



21.

24. The expression for the discount is (273 X 6/100 X 30/360)

1/12 of the annual, discount on maturity value.

A. Compute the discount and proceeds and enter the latter in the diagram
on pass 19, if you haven't.

.B. Enter the date of the note and .its maturity date in the diagram. (Leap

years are evenly divisible by 4.)

Need a calendar? See Pani1, (green)

C. IF A CONTRA-ASSET ACCOUNT IS NOT USED, this is a correct' - posted T-account
for May 2.

Votes Receivable Interest Earned
* * * * * * * *
k 42230,,smafoce

* * * * * * * *
ich includes *

Interest Ex onso

*-the-1270 dr. f r receipt of *
*

. * * * * * * * *

5/ 27Q!.

* this note.
* * * * * * * *

Cish

Bal. $$ Bal. $$

1. You enter,/ 3e rest ,of the entry forth* receipt of the proceeds.

2. Two_of the examples -t the BOTTOM of page,19 are possible equivalents of
Notes ReceiVable in (1) above. The firms use the contra-asset, however.
Circle the two letters of the correct eqpivalento.-

a b c d



Date
of

ANS. 23. 40TF

& 24.
2/21171

A and B

PANEL C

Date
Feb. 7 + Mar. 31 + A r. 30 + 2 of

----60P'

DISCOUNTING

5/2/71

Date
of

MATUR ITV

discount
rate

FACE
VALUE

$270

( (24) C 1.

interest

rate

discount.. (273 X 6/100 X 301360) . $1.37

22.

Not I
* * * * * * * * * * * * * * *
* $2270 balance hich Include, *
* the $270 dr., r receipt of *
* this note.* * * * ** * * * * * * * * * *

2 270.4..°

Interest E rned

Interest Expense
Bat. -0

1.63

2. b and c are correct
(a puts the credit where

d ihowi 2270`Warth

it. will.40 when there is no continent
.

.

'of notes are owned, instead of $2000.

liability.



23

* * * * * * * *-* * * * * * * * * * * * * * * * * * * * * * * * * * * *

AFTER YOU TURN THIS PAGE,

TURN THE BOOK END-FOR-END.

Frame 25 begins on the blue (left-hand) page. To continue,

after 25, wort: toward the front cover on the right-hand pages,

only.

* * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * *
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25. Using the facts given below the diagram, complete everything but the proceeds.

Date
of

NOTE

11/ 7/71

50 days

Due

date'

Date
of

'DISCOUNTING

days

(at %)

Facts: A $3000 note receivable bears interest at 9%. It was
discounted at 6% with the.Progess

2. The discount amounted to $ 15.30 WOO an expression for

computing it.

3- Complete the diagram.

) $15.30.

4. PagedOpOsiti-is-iFiegregat,11 ledger. (Page 8 of "The Accounting
Modelillustrates use.) I 4

' 'Record.the transaction in which the proceeds are received. When' writing.

additional acCounEtitleivmake sure 5,0-4 choose the right section. )1you:



Notes Receivable
800

3000 ASSETS

.1.7111111111111111.

25

* * * * *
LIABILITIES

1

* * * * * * * * * *

Notes Payable

I

1

* * * * * * * * * * * * * * *
TEM'ORARY

* *

*
* .

*

.*
*

* * * PERMANENT
****InWeileirirk**********Irkintrk***

PROPRIETORS'

EQUITY



ANS. 25.

Dote

of

NOTE

11/ 7/71

. I

50 days

FACE

VALUE

$3000

Date

of

.... DISCOUNTING

1/6/12

Due
date

80- 'days
(at

2. ($3060 X 6/100 X 30/360)

4.
Notes Receivable

no
MIssatas, ASSETS

e-4
tra,sh feCe,t, vabte Di..6count

/14 .3044101 Oat,

* * * *
fABILITIq

* * * * * * * * * t

Payable

.""'".

I

'r * * * * * *

V

TEMPORARX

26

is exit
be made

in Notes' Re-
ceivable.

PERMAIUNT
* *****

I.
1.

PROPRIETORS'

lEOUITY'

ImPtekeit

care)---
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Reporting a contingent liability

26. If the firm makes a Balance Sheet from the ledger in the last frame, it's
current asset section may "include:

Current Aseitif'

r

)
Notes Receivable# $800

Total current $$$$

Noncurrent Assets:

Current Liabilities:

1101,
TOTAL ,

Noncurrent

Ownership Equity:

The company is contingently liable on a $3000 mote discounted with Progress
National Bank.

If so, this footnote is feauired.

The footnote is not needrd when the current assets section reports both the
.asset and contra -asset balances.

Which report of net Notes Receivable is the equivalent of Al

B.
(Current Assets section)

Notes. Receivable $ 800
less: Notes Receivable 300Discounted 0

Net Notes Receivable 2200

(Current Assets:slittion).

Not s,Rele
'

,4

$3800
s-No Discounted' 3000

Net. Notes, 'Rece_iyable 800



ANS. 26
c ($800 should be added to total assets for notes on hand. In B, the $2200

is negntivewhich is impossible.)

27. The reason for the footnote in frame 26 is that endorsing the note which
the bank bought adds our guarantee of payment to the promise of the maker. The

term applied is "contingent liability" AND IT ISN'T A DEBT.

There is a possibility of having to pay. It depends on an uncertain event,
or contingency, and the event is not considered probable.

Some other 'contingencies:

"If it rains, you have to wear your rubbers." (You might have to.)
"I won't be over th/s_evening.,_ unless Ijinish my term paper." (Don't
hold your breath.)
"Come back! You foxgot to say . . . " (The contingency.on which_your
taking three giant steps depended did not occur.),

A. Can the bank collect from us instead of the maker, just because it wants to?

What contingency would require us to pay the customer's note?

B. In the diagram below, what letter identifies the period during which we need
to report a "contingent liability"?

Date
of

NOTE

Date

D

amount
ki

C. Fill the blanks with the appropriate letters:

.INMAIMMOINIM

time of the note

proceeds from discounting

discount period

due date

face value

maturity value

date of discount

28



A,

B.

C.

PANEL D

Balance Sheet
June 30, 1970

Assets
Current Asses:

Cash $.500.00
Notes. Receivable $ 700.00
Less Notes Receivable Discounted 450.00 250.00
Merchandise Inventory 3000.00
Accrued Interest 37.70

Total Current Assets

-80-ance Sheet
June 30, 1970kstaam..........

ovutent Azise,tis: muow
UlliageBinnilnil!"

nom II

iiiioi il

Ca/5h UMW
011 1irgrA&Iota Rec.eAvabZe.

Le s4 ote.A Rece,cva ' e L4A cou e. 111111111211E 11411101111111111111 II

ill I

mrreT1 rjratnt". NMI III LIME
1-r..--A-----r

1---
UMW IllitM

I
701 II

MW----/Aent --Tais____ 111111111111I i iiIii:; 7011

Balance Sheet.
Jane 30. 1970

Cuiftent Az4e,ts:

Cazh 11111111111111 00 1111111 I

Notes Rece,LvabLe 11111111:111121 00111111111

Acvwed Intaut
11111111111r0 0011111111111

111 I 11111110 701110111111

------70Faiveitoti. t

Iota: ICLuvu.nt Abzeta III 1111111111111111111:
..... ...........
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ANS.. 27 A. The bank can collect from the endorser only if:

(contingency) the maker doesn't pay at maturity.

B. C

C. 0 time of the note

E proceeds from discounting

C discount period

D due date

F face value B date of discount

H maturity value
m=111.0111.0

28. The partial Balance Sheets on Panel D are from the ledger in which he
accounts appear.

The June 1 transaction was with s.ne Farmers' Trust Co.,

Cass _Rao
1100111111111111iNF

iscounted Nntpj
6%l 45e 3/1

'3/21
4/1

4000
700

450

4/i
5/1

200
200

On PaneL V (ye-MIA:

Assuming tha. other current assets are correct, .

a. Circle the letter of the correct Balance Sheet excerpt.
b. Supply the missing requirement in the incomplete one.
c. Cross out the one that's inaccurate.



ANS. 28. a.e

b.

C.

add similar

footnote --

c.

A. The NET value must ba $700.

BaZance Sheet

June 30, 1970

30

Cuiftent ks,set6:

I

pit
la
IN

Cash I 11 1 II te 00 WI
Noted. Reculvabfe

1 lil 1 111011111111
MeAchandoe Inventoky ' 111171fflaimi
Acomed InteAest I 1111111111[11111

Totat CuAunt A6,sets I I I IIIIIMPWit

*r The company haz a $450.00 cont,Engent ZiabiZity on a note

daeounted tuZth the FaAmmz Tkubt Cc.

29. Of course the firm reports a contingent liability only until a discounted
note receivable matures. As with other contra-assets; the reduction is even-
tually transferred to the asset account proper. You may recall that when a
customer's account is identified as uncollectible:the following write-off is
recorded as an INTERNAL transaction.

Accounts Receivable

BAL. 15,080 I. 4/4

:°AUowan for gad Dcbts

90 4/4 90 BAL. 510

\write-off

The book value of Accounts Receivable is unchanged, but the location of the
reduction for the specific customer is.

A. Look at the T-accounts in frame 28 again.
How many actual days is the discount period? GREEN pana has the caw/debt.

If you still need it, pay more attention to the summary on how to remember.

discount period 7. days

B. Use the form at the top of the next page to analyze the transaction which
will call for cancellation of the reminder of the contingent llability and
of the. debit by which receipt of the note was recorded.



FOR 29B

Step 2.

slhlch atteete change?

Step 6.

Step 3.

MORE or k:31

$

I

internal transaction

Step 4.

Ttich_llablittte, change?

Step 5.

q?14 cr

Pro® ALL o Step

ZERO ) (4ERO____W)

S+ _OR hang,. in A -------4411RUS ) change tr OR

$

`J7

$

!I 1 t_ zc rn, s11

;ii aunt and amount l'ER(1 ( vi)
I.c nves tment

inC01110

reVEllUe

31

* * * * * * * * * * * * * * * * * * * *

Remove this page, and USE THE FORM

BELOW for part A of frame 30.

* * * * * * * * * * * * * * * * * * * *

Take care with form and ruling.

ASSETS

.01LEXCLIL.AatlatuV

Cash
Accounts Receivable

10:

unnumiilln OmM
linmmmumm

Ru

11111111111111111111

111111P11110011ilopoalLugs.p.,



ANS. 29. discount period 61 drays 32

internal transaction

Sr-p 2 Step 3. Step 4. Step 5.

Whtch:Aesete_chm9ELI MORE or 51
r\7/7

Which liebilttiee .theiriAe? CIOAt rf trcs

Notes Recivajgg $

Notes 5 $------ 4

Receivakq'c 0i,scolotteoLs $

Seep 6.

EE 11-t-;;;poID

7soo)(J)
$4' __ "OR change in

Yev
S

Err:t zero,
Step 7.rn,--r-! ?re-. :7t

expense

inveszmmt

.... [Prom
.,-/

ERC

change in Litif+A

disinvestment
S

S

income

revenue

30. Here is a correct partial balance sheet.

---

Current Assets:
Cash
Accounts Receivable
Note& Receivable*
Nerchnr dal iri:entory
Accrued Interest Receivable

Iota Current Assots

ASSvC,5

The company is contingently liable on a $400
_ note diseaunted with the First National Bank.

A. In the for, on the prior page, you complete a current assets sec-
tion for s,me facts, but show the contingent liability by means
of the contra-asset account balance;

B. Here is the Notes Receivable account to which the statements refer.
The $400 note Jas discounted on November 14 and is a 90 day note.

Notes Receivable

7/11 250 9/9
10/20 70 PDATE)

/10/25 400

250
400

1.1f the firm uses the account called Notes Receivable Discounted,

the day that Fan stands for is
(month)

673?-2.)

2.1f the contmailiet account is not used, wag) refers to

/

(month) (day)
3.0n which date will this company debit Cash?

For what amount? (circle)

face value maturity value proceecs



ANS. 30 A. ASSEN

Current Aseetu:
Cash
Accounts Receivable

Notes Receivable
Less Notes Receivable Discounted

Merchandise Inventory
Accrued Interest Receivable

Total Current Assets

$ 470.00
100.00

$ 1,050.01
847.20

70.00

1.U0
S 8,368.64

33

B. 1. January 23, maturity date ( 90
-67 6 + 30 +31 for Oct Nov., Dec.
23 days in Jan.)

2. November 14 (date of discount)

3. Nov. 14 , (for the) proceeds

Start frame 31

on next page.

This form is for part D of frame 31.

Lep 1.

2.

Step 6.

Step 7.

expense

investment

(Circle a.

a,b, c) It is a CUSTOMER.
Step 3.

tS or Lfy

IS

$

Ins V)

5-

ZERO (J)
Li not zero, show
account and amount

It is a Sl7DPLIER.
Step 4.

It is dealing with
Step S.

Tt; or LESS

ISSS
$.

S

disinvestment

income

revenue

$



When the maker dishonors the note: 34

31. Occasionally an endorser does have to pay the holder of a note. He pays
what the.maker promised, maturity value. He will usually have to pay
an additional charge known as a "protest fee". While the endorser becomes
fully indebted to the bank at the moment the maker "dishonors" his promise,
he does not record a liability. He Tays. In fact, the note is likely to
be discounted at the bank where the firm's checking account is kept. If
so,the first notice of the dishonor is often a "debit memo" in which the
bank notifies the endorser that it has ALREADY deducted the face, the interest,
and a protest fee from his bank account.

This journal entry was made to catch up after the bank reports that the maker

has 4ishetered a $120rate which NM had discounted with them.

May 2 ACCOUnt4 ReedVapte: j24 V Ittt
Cash 20i

M tit , 4.11 4 I II i!0,

th, Mwt h 3 .: d. . inin
1111M11111Mffilli 111111

_ . 11111 !

A. How much. of the $124.20 was protest fee?

k * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * t *

IF YOU WEREN'T ABLE TO ANSWER A, did you read the explanation of the
May 2 journal entry carefully? Use all the information.

* * * * * * * * * * * * * * * * * * ** * * * * * * * * * * * * * *

B. If Notes Receivable Discounted was credited on April 1, its balance
has served its purpose, no matter who p4ws the bank.

Journalize the entry to transfer the appropriate credit to Notes Receiv-
able on May 2.

C. Note that the protest fee is to be collecte i from the maker of the

note. Did his signature promise to pay that?

Is he being charged unfairly, or Could he halve avoided having a pro-

test fee to pay?

D. A dishorored note is not normally the sign of an uncollectible ac-
count. If it is, that will be accounted', for later, when it is de-
cided' ttiat collection is- hopeless. (Reiriew the "Bad Debts" lesson
if you have forgotten how this is handled.)

Is there any expense involved in our settlement with the bank (entry
before A)?

Demonstrate why by analyzing. Lase icoun an pdge..



35

ANS. 31. A. $3(exceeds maturity value,$121.20, by this amount) $120 + 1%

(6% for 60 days)

B. NOTE: face value, always

MUM 0.111
0
1.111

1 i_li
I 2 , , C1'Mill

'a 2 4oteh 'ece4va 'e aLscounte.

N. :, '. Oa',

III t fattiA.Lt o, ..4. ,, . , =NM I
Pm i

C. The maker could avoid the protest fee by paying according to
the terms he signed.

D.

Step 1. (Circle
a,b or c)

Step 2.

Accounts Receivabte

a.

It is a CUSTOMER.
Step 3.

or let

It is a SUPPLIER.
Step 4.

c.

It is dealing with its 7.:.;Ezi.
Step S.

t,...1 or LESS

$ Is

Is
f,s_______

Is

Step 6.

Step 7.

mmo (.1)

4+ OR
8 -

NO EXPENSE because no

ecrease in proprietorship

Z ERO

8+ OR

4-

1 t not, zero,- show 1
!account and amount

disnvestment
ZERO ( V) 5

$

expenSe

investment

income
5

revenue



36

32. The following aaries of transactions have been entered in the segregated
ledger below. Enter the letter of each transaction in the parentheses (
which key its debits and credits.

These
usually
occur

together.

a.

b.

c.

Accepted a $300 note in exchange for merchandise.

Discounted the note received in a. The proceeds were $298.

Discounted our own ninety day note at 8%.

You enter the remaining transactions in the T-accounts.
with the letter indentifying the event.

The customer's note matured.

We learn that the bank has charged us $310 because the customer had dis-
honored it. A $5 prOtest fee is covered by this charge.

f. The customer pays us in full.

KEY your amounts

A S S E. T S 4

cites Receivable
a

30

Cash

29

882 Kaceivabitentscrounted

r) 300

* * * * * * * * * * * * * *
:EXPENSES:
* -Interest Expense

LIABILITIES:

MA-

Notes Payable .

I( ) 900

1

PERMANENT OWNERS'

EQUITY:



ANS. 32.

ASSETS:
Notes Receivable
bat 564-176 300' ( b) 298

(di, 30Q (c) 882

(-a 310

Cash

Je)- 310.
No go

Receivable Discounted

(d) 300 IC 300

Accounts Receivaate.

lei`" 3101(.6) 310
T J.

** *** * * *
fe XPENSES: .

* Interest Expense

2

18
*
I c.)

*

i *
*

'( b)

* *
*

*
* l,. ,

*
*

**

*

s
*

a. I* * * * * * * * * * * * * * * * * * * *

a) 300

v po

INCOME

REVENUEt

1

37

LIABILITIES:

E MANENT UNE:RS'

EQUITY:

33. If our 90 day note (above answer) has been outstanding only 30 days at the
end of the fiscal year, the 18 dollar discount should be expensed 1/3 in
the current year and 2/3 in the next year'(when it matures).

What must the adjustment do? (underline)

accrue 12 dollars

accrue $6 of expense

defer M.

defer 88.00 of expense

What will be the effect on the permaneneacnount in the adjustment?

more asset more liability less asset -less liability

* A "permanent" account is one reported on the balance sheet.



ANS. 33. ..!1.52r_113 (to be expense of next period)

more asset (such as "deferr' interest expense")

38

34.

1. These T-accounts contain only transactions incident Oolt4p sale and collection
from one customer. (Account balances are omitted.)

PARTIAL LEDGER: Notes Re eivable Notes

(b) 800.00 (c) 800.00

_ Allowance for Bad Debts Interest :Expense

(a) 800.00 (e) .412,00 (f) 812.00 (c) 1.53

C =s

(c) 793.47 (d) 812.00 (a) 800.00 (b) 800.00

(g) (d) 812.00 (0) 812:00

(f) 812.00 (g) .812.00

The list.which follows is not in order, but all ke ed entries are associated
with-One of the transactions. Place the appropr ate letter s in the blanks.

(In the case of (a), you write the missing titles on the accounts.)

Sold merchandise on account for

Wrote off customer's account as uncollectible.

Discounted customer's note for less than face.

Paid maturity value or note when maker dishonored it..

Accepted customer's interest-bearing note when his account became
due.

-Collected the eventual settlement of the account previously thought
to be'uncollectible.

'2. At the s wtime as one of the transactions shown,'another was obviously
I:omitted.

Enter the missing dr. and cr. and key them with the same letter as the trans-
action to...which. it r'Aates.



ANS. 34, 1.

PARTIAL LEDGER,:

rchand ise"

Note Receivable

(b) 800.00

39

Notes Receivable Discounted

(III 800. (d) 800.-= (c) 800.00

Allowance for Bad Debts Interest 'Expense

.SELLING PRICE

(a) 8Q0.00 (e) 812.00 (0 812.00 (c) 1.53

Cash

(c)

(g)

793.47

812.00

(d) 612.00 (a)

(d)

(f)

800.00

812.00

812.00

(b)

(e)

(g)

800.00

812.00

a

d

b

MOMOMM.410IN........

COMPARING THE COST OF BORROWING
35. The effective rate of interest:

In recent years laws about "truth in lending" have required credit granters
state the "true.annual interest rate" of the terms they offer. An equiv-

alent term is "effectiie interest rate".

Every person is a money manager. Presumably.he.wishes to act so that he
gets "the most for his money"-whatever that means to him. For example,
this may mean that he saves until he can afford to pay cash, rather than
borrow money or pay "carrying charges" on a credit purchase. More often,
however, he will-use credit. In this case, to manage.well he must compare
the different opportunities available to him and choose the least expensive.

Infrarse 17 we noted that a simple interest rate' of 8% was not equivalent to
an 8% discount rate. In that example equal amounts were borrowed ($1184)
for the same period (60 days), but the repayment was larger in the case of
an "8% discount rate". There are three faCtors in the cost of borrowing.
Two of them were identical in this example.

Circle the. different factor which made the cost of borrowing unequal.

amount of money used time of use extra amount repaid

(over amount used,
Which factor makes the two costs different in this case?

A1000 dollars borrowed on a 3 month note dated July 30 will be'repaid on
October 30. At 6% the interest will be $15.
A six per cent, 90 day $1000 note will also require $15 interest.

.

The cost of borrowing. (effective interest rate) is different because
the 3 month note: (underline)

requires more repayment

requires less repayment

allows longer use allows use of a larger amount

allows shorter use allows use of a smaller-Mmant

o\'



36. The effective rate of interest is the rate
for a year. It's purpose is to allow a
fair comparison of contracts for the use
of money even though:

different amounts are borrowed,
different time periods are involved
the extra amounts repaid (over the

amount a lender furnishes) are.
different, regardless of .how
terms are stated.

The effective rate of "discounting at 8%" in
8.106% annually.

)pl\ (1.351% for 60 days) X 6

40

35. Extra amount repaid

frame
op

allows longer use
1 day in July

31 days in August
30 days in Sept.

+30 days in October

92 days

17 is a little over

EFFECTIVE RATE OF INTEREST for the (green' Panel A example:

Bank earns this amount (discount)

$8.12
$803.88

(fraction of
1.01%

.011--

actual amount lender
gives)

Bank gives this amount (proceeds)

The 1.01 per cent (of the amount actually lent) is earned in the 40-day
discount period.

How many times is it possible for the bank to do this (with the same
$803.88) in an interest year of 360 days?

360 / 40 X 1.01% =an effective YEARLY rate of 9.09%

In other words, the bank earns as much as it would in each 1/9th of
a one-year note bearing a 9.0970 rate.

Show how to compute the rate for the 3-month, 6 %, $1000 note of the last
frame.

Rate for 92 (actual) days = (

Multiply rate by
fir;Etion)



37. Note that the effective rate of interest summarizes

answers to these three questions:

1. What did .the borrower get to use?

41

36. (815/$1000), or
($15 4 1000)

2. What % of this Principal (amount from 1) d10 he
pay for its use?

360/92 (NOTE: inter-

est year/ actual days)

3. If he'd used the money for a year, what would he have
had to pay (in proportion to 2)?

In the last frame the answers were: 1. $1000

2. 15/1000 = decimal(X 100 for %)-
1.5%

3. 360/92 X .015 = .05874 (rounded)

What is the effective rate of interest in cases A and B?

Case A: The proceeds from discounting our own $700, 50 day note

were $679.
(underline the expression)

679/700 X 50/360 365/50 X 42/679 21/700 X 50/365

360/50 X 21/679 42/679 X 360/50

Case B; In Panel C, (pige 22) the proceeds are $271.63 on a note which
has a $273 maturity value, 30 days later.

You write the expressions. interest rate for 30 days

)010/

X
periods per year

IF YOU AREN'T SURE OF YOUR ANSWERStigo to the next fr4me,4000"

BUT if apaL_Nixtt_jathid ji of effective rate of interest,

SKIP to the middle of page 43 to check your answers.



38.

39.

Amount BORROWED

1. 2. 3. h.

5. 6. 7. 8.

9. 10. 11. 12.

13. 14. 15. 16.

17. 18. 19. 20.

Mount REPAID

C1/20thN
more/

An interest rate is the.proportIon of the borrowed amount which
is represented by the INTEREST AMOUNT FOR ONE YEAR.

The diagrams illustrate a year's interest at a rate of %.

42

r
1. 2. 3. . 4.

i
5. 6. 7. 8.

9. 10. 11. 12.

13. 34. 15. 16.
17. 18. 19. 20.

21. 22. 23.. 21i.

25. 26. 27. 28.

29. 30. 31. 32.

33. '3h. 35. 36.

0,
3 ?. 38. 39: 1.0.

ReOiaYinen-t-A:
'Repayment B.

1

38. 20
.05

5%

For the SAME AMOUNT BORROWED as in the last frame, the illustra-
tions show the site of repaymenta'required, at a 5% interest
rate. What is the period?

1/40th for 6 months. (for A) ILLyear.

(for B)

..... --------- ...... --------

-40. If the period is a year, repayment A in 39.

the last frame represents an effective

interest cost of 1/40th, or

What effective rate results from the same repayment after 156.daYs?

underline: 1/40 X 150/360 1/80 X 150/360

or, you write thefexprnssion (

1/4 year



41. Interest is an extra payment which accompanies a repay.
meet.

borrowed

&ow

43

40. 2 1/2 %

(1/40 X 360/150 )

race for 150 da s

times 'er r.

Provided the principal is 30 times the interest, you can make up ANY amounts
for the above diagrams to represent. Make some up.

If the diagrams refer to 120 days of use,

1. What did he get to use? $______
2. What did he pay for using it?
3. If 2 is % for 120 days how much is the rate for 360 days?

rate..

Ea REVIEW frame 37. Make the answers you now feel

are correct.

CHECK THEM BELOW.

- - MOD . Mb

41. e.g. $30

$1

,$1/$30

(times per year)

ANSWERS to FRAME 37. (If you don't have them, do 38 -41 before proceeding.).

CaseAL 30/50 X 21/679 non- interest - bearing note, so

'coat to use prOCeeds'is $21
periods per year

Case
(1.37/ 2)1.63) rate for 30 days

X (360/30) times per year

42. All costs should be considered in an effective rate computation.
In frame 31 the maker of the 120 dollar note agreed to a 6% rate.

(p.34) .

'What was his effective rate with the $3 protest fee inclUded? He
kept the. rLmoney ten past the 60 days in the terms of
the note .

Setup the calculation. You needn't work it out.



43. Another way to hick at the protest fee is that
it was the cost of keeping the maturity value
for an extra 10 days.

What expression can be solved for the effective
rate of this unauthorized borrowing?

44. Sometimes the terms of borrowing call for instal-
lments which cover both principal and interest.

If you can borrow $1000 at .6% for a year, what
do you get to use?

42.

44

$4.20/$120 X 360/70

If the proceeds of an installment loan is $1000, but
you repay quarterly installments of $$265, the total
dollar outlay will be equal.

Is the cost of borrowing equal?

43 3/121.60 X 360/10

Is the answer to, "What does he get to use?" always the amount of the

proceeds?

ANS. 44. $1000

The cost of borrowing is NOT equal. It's roughly
double!

The answer to, "What does he get to use?" is:

$1000 for 3 months
750 for the next 3 months
500, etc.

The remainder of the lesson is one longer problem in which

you can use what you've learned. If you think you should

review some topic, do so now.

1

When heady, TURN THE BOOK AGAIN. Find tie 45 (page 45) on tha

back o6 the Hue page.
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2. On June 30, be discounted his own 60.day note for $500 at the bank.a.'discount
rate of 9%.

(a) What proceeds should he receive? $

(b) What is the note's maturity value? $

Enter the transaction in affected accounts.

3. Adjust on June 30 for interest on the two notes mentioned. (Enter .debits

And areditsdireotly in the accounts.)

4. July 1 is the start of a new fiscal. year. Without making an entry, rule the
accounts which would have been closed to show that each would have a zero
balance. (Increase Merchandise Inventory to its new balance of $5,707.50.
Credit profit and loss.)

5. On July 20 the customer's note is discounted at the rate of 6%.

(a) What is the maturity value of the note? $

(b) What is the amount of the discount? $

(c) Compute the proceeds and give the entry, in general lournal, form,
to record the transaction on July 20.

Journal page 12

1910

Jay 20

6., Post your journal entry._ .



47

7. Prepare a current assets section of a balance sheet (without adjusting
further) from the present state of 'dour accounts.

111.11

U Thant
Balance Sheet

Juty 20, 1970

-11

8. Prepare transaction analyses of all entries to record: (Use opposite page.)

a. Paypent of our note on August 29.

b. Dishonor of the customer note on its due date, September
(Protest fee was $4.)

9. Enter the effects of your analyses directly in the accounts.

( ? )

10. The customer contracted to pay an effective 8% to delay the setttement of his
account when he signed the 90-day note. The protest fee adds to his cost,r--7-

however. What effective rate doei he pay fox the full delay in settling his
original $600 debt if he pays in full 10 dayssifter dishonoring. kiiitnote

You'need not compute the result. Sat up a calculation.



Step 1. (Circle
a,b or c)

Step 2.

Step 6.

Step 7.

a. b. c.

It is a CUSTOMER. It is a SUPPLIER. It is dealing with its OWNER,
Step 3. Step 4. Step S.

fit not zerowShow
account and amount,

,xpensc

ZERO. ( V)
'disinvestment

income
S

V or LESS
'`;7

1$$

ZERO (i)
OR

$-

investment revenue

Stop I. (Circle a.

a,b, or c) It is a CUSTOMER.
Step 2. Step 3.

MORE or IV,

1$

$

I$$

ZERO W)
ORA

Step 6.
$+

$-

II not zero, show
Sta.p 7laccount and amount

I
ZERO )

expense

b.

It is a SUPPLIER.
Step 4.

c.

It is dealing with its OWNER,
Step 5.

ORE or LESS

I$

S

$

ZERO (V)

5+ OR

S-

$

disinvestment
$

income

investment
,

revenue

Step I. (Circle a. h. c.

a, b or c) It is a CUSTOMER. It is a SUPPLIER. It is dealing with itsOWNE'l.
Step 3. Step 4. step 5.Step 2..

.

Step 6.

7.

MORE or LEircpn

1S7
Is

IS

ZERO ( )
5+ OR

If- not zero, show
account and amount.

5-

ZERO s/)

Vor LESS

1S$

ZERO (I)

$+ OR
5-

disinvestment
$,

expense income

invesetent revenue
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0500- 7.50) 50
-2. (a) What proceeds should be receive? $ I 492.50

(a) What is the note's maturity value? $ 5 00 (Non- Interest bearing,
since interest wee
subtracted to get the
proceeds

5 (a) What is the maturity value of the note? $ 612..00

(b) What is the amount of the discount? $ 6.12 612x _60 x
360 10 0

7.

Journal page 12

1970

7-4 20 Cash 5 ; 605 8S

Note4 Receivabt e 146counted 9 1 60000

Intetea Income . _ 5 588t

gi.4counted cuAtomen note @ 6%. Di6- 4

count petiod i6 60 days.
$612.00 .

- 6.12

...

.

_._.,--_,---------"-

U Thant
&dance Sheet

Juty 20, 1970

4 eio . 1 111111 i
.

-rwskent--4.4..s-et..4 . Nay have
:1 ine. BUTCash

-
1 0 16 8 38

Accounts Rece-LvabZe
14 0 00

.49 oock is the on
tamount toNotehs Receivubte

Le64 NatebReezimate..laucounted
:,19 .7

1

5A
3

other cut
MeAch.cuulse:riveaokg
Acertued litte) e. Receivabte
PAppa./..d Intel RAI- boom, ....,

..._
2 Ch_

110 8/71 Irota CuirAent: Ad,a etar 111111

8a.
amm44444amm

separate
$800 amt.

my correct
add to

rent bals,

Step I. (Circle
a,b or c) It is a CUSTOMER.

Step 3.Step 2.

Step 6.

ef or lk.)1

1$t00
IS

I

zno_Gr)
+

500

Step 7. !account and awn' jlit zero, atioun.t
ZERO

cxpinse.

Investment

b. c.

It is a SUPPLIER. It is dealing with its OWNER
Step 4. Step 3..

(J)
disinvestment._

tj or LESS
1c7

it

$ 0$

6--5L111..)

income

revgnue



IIE not zero, show
account and amount:

51

b. Septemben. 18

:;e,!, I. (Circle a.

9/7 atti, or c) It is a CUSTOMER.
Step 2. Step S.

AccountA Receivabte

Crulh

OINIMMIM.1111.0.

Step o.

It is a PLIER.
Step 4.

C.

It is deal i ng) w a ;
Step S.

lit not zero, show %d)StAT 7 account and amount. ZERO (
]

$

expense

inv.cstmcnt

Stt.p J. lCircle a.

b or c) It is a CUSTOMER.
Step 3.

(internal
transaction)

Notu Re.cavabie
Notes Rec. pa-

Paunted

Step t.

7.

Of k5;

I$.600

600
$

If ZERO
OR)

ZERO

..:xpense

investment

10.

$

1$

ZER0147)i
$+ OR

disinvestment

Income

revenue

b.

It is a SUPPLIER.
Step 4.

.. ol.a.
c.

It is dealing with its
Step 5.

Vi or LESS

s.

14$
1

ZEROdt/T-7
$+ OR (5

S.

(J)
disinvestment

$

income

revenue

11, wm OW Ow Ow om

$61.6
-600

-.-1111111W1011.6..--

ount used:

16
for 100 day... )( .

360 nnual rite

600 100 .

Pe), re. .iced (096)

* 90 day note plus

10 days after maturity.



IMPREST FUNDS - A PETTY CASH EXAMPLE

The following pages are self-instruction in an accounting topic which

often proves needlessly troublesome. It is intended for use by anyone who

is familiar with the accounting cycle for service and merchandising firms.
Because of this, you may be most faMiliar with a term for which we use a

synonym. We have tried to mention these synonyms where they are first
needed, and to connect our terms to an example. Pay careful attention to

the context when you encounter a new term.

For future reference, the following topics may be found as indicated.

Imprest Funds (an overview) p. 1

The Petty Cash Fund p. 5
A summary on merchandise accounts (review) p. 12
Failure to reimburse the fund p. 25
Cash over and short p. 26
A summary problem p. 36

Unless you received them with anotlier lesson, two supplements follow.
Put the blue one aside until you are instructed to refer to it.

The other supplement (green pages, yellow cover page) is entitled,
"The Accounting Model." Two ways to use it are described on its cover.

IF you find it easy to start on the first supplement page and go through
all the green pages - easy because you recognize familiar things in new setting
and formats -.then probably it is time well-spent to do that before page 1 of

this lesson. However, you should not feel that you must "learn" the supplement
first. It it isn't moderately easy to follow (even though unfamiliar) use
parts, when needed, as suggested by 2. Only a few of the forms are used in
this iesson.

AFTER YOU LOOK AT THE SUPPLEMENT, read page



FOLLOW THESE DIRECTIONS CAREFULLY.

You will be given information, asked questions, or asked to follow
Instructions. The instructions appear as needed.

In most, but not all cases, you will be give. "feedback" on your
responses. Look for these answers; and, if you didn't agree, re-examine
the frame. If you still don't understand, make a note to ask your in-
structor.

When more than one frame appears on a page, a cover sheet should
be used.to hide the answers until you've made yours. The next page is
a "gripe sheet." If you ;',.:1c1 the gripe s'Aeet horizontally it will

serve the purpose. Remove the gripe sheet and fold it.

As you are working, please keep track of your difficulties.
That's its main functiz.n.

1. Make an X on t%o sheet" (next page) in the space for
any part of a frame you missed.

2. Tell us v!!.: yoU had trouble. ("Unclear" doesn't help much.
"I didn't know what 'permanent proprietorship' was," is
great.) If you can, suggest an improvement. Attach these_
or write beside the frame.

3. .Make any comment at all, whether you eventually answered
correctly, or not. Identify parts you have commented on
(right or wrong) with a "C" on the gripe sheet.

4. Note that we want to know how many minutes you spend com-
pleting the lesson (90 to 150 is normal). Remember to keep
track.

What time is it? Make a note.

Now, cover page 1 below the first frame - the top should go where
you find (on the right).

After you write your 2r,swer in the frame, uncover to the dashed
line after frame 2. Check your frame I answer.

Continue with the other frames.

iii



TOTAL time to complete.

REsPONSES

NAME
P'--(minutes)

(Place an X beside the specific part of a missed response.)

_
.

.

2. merely reclassified its assets

Paid a bill .

Pt.Taid a-t exoense

3. Imirlssed / imprelst'

------ ,--- .

. __W), 41

6. __...4) ...,,...;_i_.
7.. (a) a __ ____

(b) ini

8. $

(1\
N..11

ledger

10.... .....

_12)

(3)

_journal

10. Oct. 12 _______ ..

Oct. 1 _____
Oct.

,--__

18 _ 7 _____
.

FOLD -4

Oct. 18 -----

Oct . 13 --- .....

11. skipped studied

12. skipped studied

13. A.1 a b c._iV) B.1
A.2 a b c. u) 1.2

A.3, a b c. (V) .B.3

A.4 a b c. (j) B.4

C.1 a b c. (V) C.3

C.2 a b c. (V) C.4

a b c (V)

_ a b c. (,1)

a b c (V)

a b c (V)

a b c (V)

a b c (V)

14.1 a b c (V) .2 a b c GO ,3 a b c___ (e)

4 a b c (V) 5 a b c (i) 6 a b

15. A. 1

B. 1 2 equally to both

C. 3 4 4--16. I. ------- Wherever forms must be filled in
1

H. S. i:frite in frame.e.a.,:here if wron3.)

B C

11

(Check if you wrote in c.



iii

RESPONSES

17

11.$ and °

III B

18. (1) $
(2) A B C D

(3) .6. .13 c
19. (1)...over by $

(2) A B C D E--
famomatmewiontatarassash

and

20.
21. A B

22.$ --

debited - credited
23. a

(b) to restore the imprest amount /
to cover payments made

24sz
25.
26.
27. (1)$ .

(2) g
3

28. A.

B.

29. Circle any part that you Waited._
1. 2.

7 .4 b

3. 4.
9.

5. 6.

.111111110MOINO,



Imprest Funds

1. When the Ohio Company, a wholesaler, decided to open a Toledo
branch, it hired a manager and sent him a check for $3,000.
To record the event, a debit was made to; "Imprest Fund -
Toledo Br." and the usual credit for writing a check, which

is to

(account title)

2. Since the branch is part of the 1. Cash
Ohio Company (rather than a (or equivalent)
separate firm) establishing the
fund is an

external transaction

(internal transaction

So far,. the Ohio Company has

3. At the end of the month the
manager of the branch had

(circle
or underline)

merely reclassified its assets

paid a bill

prepaid an expense

-1

2. merely reclassified
its assets

1: a receipt for 6 month's rent, $1200.'..

2. a payroll record for the one emplr.-e who had been assisting him.
ldages $150.00
Less: taxes withhel 14.50

Paid $1154.21

(His own salary was mailed from the home office.)

These documents and $1664.50 (probably on deposit in Toledo)! are
part of (impressed/imprest) fund. (Underline your choice.)

The manager can get more money, whenever he needs it, by sending the
docuMents which show what it has been used for. In this case he sent
the vouchers because of the month-end.

He received in exchange, a $1335.!,1 check from_Ohlo Co.'s home office.

Adding.tbe:new check to the unspent money should give the Toledo manager

the amount he started with (frame 1). Did it do so?

(Complete the correct one.)
YeS, he once again has $
No,

he should have $ more.

he should:have $ Less.

FIND ANSWER TO-3 AT THE TOP OF NEXT

PAGE



2.

4. All of the accounting is done
in the home office.

1. The documents_and_the "reimbursement"
check are the basis for.ono of these
journal entries. Check (4) the one

you think it should be.

3. imprest (not
impresso.d)

Yes, he once again has
$3,000,

(the "imprest"
amount)

, I [
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2. Label the result of posting A and of posting B to the account for
the imprest fund with the appropriate letter.

imprest Fund-Toledo Br'.
10/20 300'

Posting

Posting

imprest Fund - Toledo Branch
10/20 3000 10/31 1335.50

. The Tole& manager has'exactly.$3000. There will be no other.
accountino,for the events he reported for October. Many people

. expect that another entry (to,record a credit.for the check)
will be made. Did you check the jOurnal entry which shows the
firm's money accurately for 10/31?

If you-checked the wrong journal entry, go back and
change your answer.

Make a big X thru:

the wrong one ifwrong
you_ chose it f i rst.

.111111.1119.1111.-

1111, 11111



5. The remainder of this lesson uses a "petty cash fund" as an example
of an imprest fund. The characteristics of the accounting pecu-
liar to an imprest fund are the same whether th: imprest amount is
large or small. (Funds much larger than the Toledo Branch example

are used.) The importance of the principles should not be judged
by the amounts typical of petty cash.

The two notemorthy characteristics of accounting for an imprest
fund have already been demonstrated in the Ohio Company example.

1. THE ASSET ACCOUNT FOR AN IMPREST FUND NORMALLY DOES NOT APPEAR
(as either a debit or a credit) WHEN PAYMENTS FROM THE FUND
ARE JOURNALIZED.

2. SEVERAL ACTUAL EVENTS ARE JOURNALIZED AND POSTED AS THOUGH
THEY WERE ONE PAYMENT.

Number 1, above, is the reason B should NOT be
checked in 1 of frame 4. Make sure you checked
A.

(The answer to 4.2 is: Posting A.
posting B.)

1---

Here is the account for a petty cash fund which was established
five years ago.

Petty Cash
May 1 100

(The only debit .

ever made to it

The fund has been reimbursed at least once a month since that time
(i.e., a check was written to cover the amount spent since the

last reimbursement.)

Check the true statement.

The firm is way behind in its accounting.

(1)If the firm established a $100 imprest amount and has
kept the size of the fund unchanged, the_ account is
correct.

3.



4.

the firm established a $100 imprest amount and has kept the Size of
the fund unchanged the account is correct.

40 MI .11. SO MI,

6. Examine these two journals in which identical amounts of payments
have been recorded.

Company A

Company B

1970

Dec. 1

VI c_ M'' mowsmem X enze iiiiiiiSret
15Nil mum

11111t imumenft 'apeisso_y__,_ it

manitrar
4A, ow MOD Om il

E P pP ,.0 e ex on mama apil

Circle the letter of one or more correct statements.

fIRAM1 11
loillainl

11I

SUM il

poll
111111111111111111

promimatel

x. Neither company paid these amounts from a petty cash fund because Petty Cash
has not been credited.

y. Comp4ny A may have paid these amounts from a Petty Cash fund.

z. Company B may have paid these amounts from a petty cash fund because imprest
funds are replenished with one check,

..

ILyou circled x, return to frame 5. Petty Cash is an asset account for an imprest
fund. Read the characteristics of imprest funds again, and choose-a better answer.

IF you circled y, go to frame 6a, below.

IF you circled z, you are correct. ONE CASH CREDIT IS MADE FOR EACH CHECK. Since
the debits are unlikely to occur in one event, petty cash is probably being replaced.
Continue on the next page, now.

6a. NOTE carefully that y should NOT be circled. The second chracteristic men-
tioned in frame 5 tells you that one check will be written to bring any imprest
fund back to its full amount. You were right in observing that Company A's
three entries affect the ledger in the same way as Company B's one, BUT the
control to which. imprest funds contributecallsfor recording each check written
as one cash credit. Note, too, that Co. A paid these amounts on different dates.
An imprest fund is not reimbursed after each payment from it. x, only, is right.



The Petty Cash Fund

7. The purpose of establishing a petty cash fund is control. When money is
handled by employees it is necessary to guard against theft--and unfair sus-
picion of innocent parties--by establishing responsibility clearly and making
strict rules about both the handling of money and the recording of cash trans-
actions. Why would a thief like to alter the records of cash receipts and
payments?

Opportunities for theft can be reduced by making all payments by check.
However, this is usually not literally carried out. Instead, a limited
amount of currency and change is placed in an imprest fund.

Such a "petty cash fund" is CREATED by drawing a check to a person who
serves as "petty cashier"--usually an incidental responsibility--having him
cash it, and providing him with a place for safekeeping.

Although the firm has no less money, Cash is reduced and "Petty Cash" or
"Petty Cash fund" is debited. After that, the Balance Sheet includes two
balances representing money* among its current assets. Find them in the il-
lustration.

a. On the date of this
statement, Martins' Mart
could pay $600 without
borrowing money.

'RARTINS' MART
Balance Sheet

December 31, 1970

Assets

$550
50

600

350. $1550

__Ili

Current Assets:
* Cash
* Petty Cash

Accounts Receivable $615
Less: Allowance for Bad Debts -_IE

Accounts receivable (net)
Merchandise

Non-current Assets:

$170

.A.

$700
100

Store Fixtures

Less:Accumulated Depreciation
Total Assets

Liabilities and Net Worth

$ 800

875

Current liabilities:
Accounts payable
Advances from Customers

Total liabilities
Net Worth:
Stockholders' equity*

Total liabilities and net worth STB

However, it can pay only $50 without

b.

8.

The petty cash fund has an.igl..........amount of $50.

The petty cashier of Martins' Mart will not have
$50 on hand at all times, of course. As payments
are made, he will place receipts, paid bills, or
merely a written memorandum of the amount and
purpose of each outlay with, the remaining money.

7. a.

b.

wAiting a check

impLeAt

He may or may not organize the information about his expenditures in a
"PETTY CASH BOOK". Whether or not he does, the transactions he completes
are not accounted for until he is given a new check in exchange for the
vouchers he has accumulated. If the memoranda explain the purpose of
payments totaling $35, how much money must he show, on demand, to escape
criticism? $

5



6.

9. In preparation for replacing the money he had spent: by 8. $15 (remainder of
turning in his teceipts and other vouchers, the $50 imprest amount)

-
petty cashier listed the payments he had made in this formt

--

TITLES f more frequently used
accounIt

;
ANY OTHER

PETTY CASH ANALYSIS SHEET
. =LW.%

It is neither a Journal nor a ledger.

.".".".''Recrilpts
ExpWmthm

Total.
phobia"-

ments

str t o pa
...--

is
MM Ammat mte SW n3

0 &
Sell'

Expense
Misc.

Expenses
Sundries

mo Accaua

1970 1970
Oct; Oct.

1 50.00 1 Fund balance
12 uchr. I4o. 1 4.50 4.50 Contributions
13 Vchr. No.2 12.00 12.00 .

15 Vchr. No. 3 3.00 3.00 Advances to Empl
18 Vchr. No. 4 9.00 9.00
18 Vchr. No. 5 2.00 2.00 Frt. on Purchase
20 Vchr. No. 6 4.50 4.50 _

...---.4
.50.00 Total 35.00 9.00 16.50 9.50

balance 15.00

50.00 50.00
er=====

If prepared (It need not be.) it makes journalizing more convenient.
Here are the steps of the accounting cycle:

Tobulofing 2
(Journalizing)

i

Ledger Clossificallon 3
(Posting)

ACCOUNTING 0YCLE

Dole Collection

4

6 Closing
(INCLUDES journalizing

and posting)

5 Statement Preparation

Adjusting (INCLUDES journalizing
and posting)

1. A Petty Cash record may seem to be a "record of original entry".
However, it is not. Whether familiar with the phrases. or not,
the information that one "posts" from the record of original entry.
to the record of final entry, means that a "record of original entry"

is a (circle) ledger journal

2. Curiously, then, a petty cash record is prepared, if at all,

the record of original entry is prepared.

(when?)
3. Any kind of petty cash record is merely a memorandum record.

To whiCh activity in the accounting cycle does it belong?



7.

9... 1.

10.: This is the journal entry which established the 2. be6ou
MARTINS' MART petty cash fund. 3 data cateectian

.197Q
Oct. 9 Petty Cash

CaAh
To RAlahtiAll ritj

1. Prior to October 21, the petty cashier paidsixdifferni payments.

One of the following is a correct journal antry_for reimbursing the
fund.

.

Mark a big X through the other wrong one.

A. 2 10",^--
444111111111m1"111

MONIIII II
111$111111101M
C 111.ERIO111mac

45.17/01r11 1117M11111111iromigrtintirsymorammimuurvign
ltea. it on toe cou lig"' 111 Mt

IIIIRB I
A .0 IIIKEnall II

111111111
Miiiirinnnt etty___Q 1 1111111 1

ttF17.1: 110..E6

111111111
I

111W1111
11111

ill
IIIIt 4' INEW

C. a u4 xpe,a on PulTaase4
ticvad 11111

tn FmpirlynA
"4

4t-jal.1.43

ill 1111
I

2. Before the reimbursement, only the money was really an asset (and

assets were overstated because the imprest amount remained as the

balance of Petty Cash in the ledger); the vouchers represented
unrecorded debits of completed transactions.

The transactions were the following. Underline the correct OctOber 21

debit for each one.

Oct. 12 Made a $4.50 donation to the Little League.

dr. an asset, Contributions/ dr. an expense, Contributions/ di. an exp., Misc. Exp.

Oct. 15 Advanced the secretary $3.00 until next pay day.

dr. an asset, Advances to Employees/ dr. an exp., Adv. to Employees/ dr. Selling Exp.

Oct. 18 Took customer to lunch, $9.00..

dr. an exp., Entertainment/ dr. an expense, Misc. Exp./ dr an exp., Selling Exp.

Oct. 18 Paid the parcel post on a merchandise purchase.

dr. an asset, Frt. on Purchases/ dr. an expense, Frt. on Purchases/ dr. Postage Exp.

Oct. 13 and 20 Window washing, $12 and messenger service, $4.50.

dr. an asset, Building/ debit an expense, Misc. Exp./ dr. a liability, Misc. Exp.



8
ANS. 10 1.

Credit Cash when you
write a check.

C.

vai-77-7-1-_.:..... erstieHla
IM rbas......---1.1111111111
11113X70m.oit77`marg5111111111111111 NM

'
, ' II-TrNMImirevr-.4m..'Imrtimmnosaul 4_ It

Ir.:_111,11MTIVW1M1=111117111111 MkMOWgik, lir .0 It PXWIIINIIIIIIIIIBIIIIIIIIIIMIIIZIIIIII
0'

t ' I
.1

...1111:ffilirMNSP, .- . .111111111111111111111111111....

M I In imr. I. 111

2. Oct. 12 (dr. an expense, Contributions) given
15 dr. an asset, Advances to Employees
18 dr. an ex p., Selling Expense

Note particularly that "Advances to Employees" is an asset.
(It's either a receivable or prepaid salaries.)

(See below for the last two answers.)

Which did you have in 10?

If you had:

Oct, 18. dr. an asset, Frt. on Purchases
an exp., Misc. Exp.JOct,. 13,20 dr.

you are correct. Skip to page 11.

If, for October 18 you had:

debit an expense, Freight on Purchases,

go to the next page unless you had IL1 also. If so, read below, first.

If, for October 13, 20 you had:

debit a liability, Miscellaneous Expense,you confused liability
and expense - a surprisingly common mistake.

First, there is mere Miscellaneous Fxpense, yet a debit reduces liabilities.
If you were looking at a ledger, an expense would never have a balance here,
but a liability always would. (Liability
means debt, only, in accounting, NEVER
drawback, as in ordinsry usage.)

x

To emphasize the difference, here is an event involving both liability and expense.

Event:
Received a bill for news a er advertisin of the 'ast month. $60- due in ten dips.

This is (change gral
in BOT assets & liabil- Advertising

_

,o change, tiee). ,Expenfe, $60
in asset This is EFFECT, A

) 1
+There

._..

I

BEGIN
ANALYSIS

)
)

°assets llabs.N=N
AK

credit
Accounts Payable,

$60

2 CONDITIONS_

is expense 'ONLY IF

I. the difference is
negative,

. the firm is NOT
dealing with its
OWNER(S).

C)f.

(WHEN THE ANSWER IS "YES",
permanent accounts, e. g.
idends, drawing; etc., record
a DISINVESTMENT.)
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b
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p
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n
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c
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c
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p
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p
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p
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p
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c
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p
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p
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.
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d
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o
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b
e
 
e
x
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p
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A
i
n
e
d
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a
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h
e
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u
p
p
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i
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4
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o
u
n
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.

B
e
g
i
n
'
g
 
s
u
p
l
.

i
n
v
.
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)
 
/
 
P
u
r
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h
.
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P
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.
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1
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)
 
l
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s
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u
r
n
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0
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e
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4
)
 
F
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u
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l
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u
p
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l
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.
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.
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)*

ba
t.

.
1
8
0

M
o
r
e
 
o
f
t
e
n
,
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o
w
e
v
e
r
,
 
i
t
 
i
s
 
t
h
e

f
a
c
t
 
t
h
a
t
 
t
h
e
 
a
c
c
o
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n
t
 
a
p
p
e
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s
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e
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e
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t
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t
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f
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s
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o
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"
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h
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n
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c
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d
i
n
g
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e
 
c
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s
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f
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t
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s
 
b
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t
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o
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k
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n
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n
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i
c
h
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t
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d
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e
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c
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c
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i
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.
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e
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c
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o
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T
h
e
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c
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e
x
p
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c
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c
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h
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c
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0
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0
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.
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.
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r
c
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.
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R
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s
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l
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/
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Y
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r
c
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.
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C
o
a
t
 
o
f
 
G
o
o
d
s
 
A
v
a
i
l
a
b
l
e
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o
r
 
S
a
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e

L
e
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:
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e
r
c
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n
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n
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u
n
e
 
3
0
,
 
1
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o
l
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4.

M
e
r
c
h
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i
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o
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(
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)
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0
0
0
1

/
3
0
 
b
a
t
.
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P
u
r
c
h
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.

1
.
0
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1
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1
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r
e
i
g
h
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P
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r
c
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s
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)
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h
e
i
t
.
 
a
4
4
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c
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i
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e
A
c
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n
d
i
4
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1
3
.

W
h
e
n
 
c
a
s
h
 
p
a
y
m
e
n
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r
e
 
m
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d
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a
 
d
e
b
i
t
 
w
i
l
l
 
o
f
f
s
e
t
 
t
h
e
 
c
r
e
d
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a
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A
f
t
e
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h
 
r
e
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n
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y
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p
e
t
t
y
 
c
a
s
h
,
 
i
n
d
i
c
a
t
e
 
t
h
e
 
t
i
t
l
e
 
a
n
d
 
c
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c
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c
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O
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1
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i
l
l
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A
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/
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$
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S
a
l
v
a
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n
 
A
r
m
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o
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i
c
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o
r
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.

P
e
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.
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p
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,
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n
 
e
x
p
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n
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p
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A
.
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p
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p
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e
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p
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A
.
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P
a
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t
 
o
f
.
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1
8
 
u
t
i
l
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y
 
b
i
l
l
 
o
f
 
9
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t
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o
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e
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p
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e

.
b
.

H
e
a
t
,
 
L
i
g
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t
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d
 
P
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w
e
r
,
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n
 
e
x
p
.
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.
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G
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p
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P
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r
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e
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p
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p
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p
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r
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R
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11.

IF YOU SKIPPED FROM PAGE

ANSWERS, 13 - C

1. Supptiu on hand, a&set (or Office Supplies, etc.)
2. b (Freight Out)
3.1 Sasso Attatn4, a contka-tevenue account. (**Sales Returns and Allowances)
4. b (Advance -Wage Payments)

...).START HERE:

14. Indicate the title and class of the account which should be debited when
reimbursing for the following petty cash payments. Circle a or b IF IT
could POSSIBLY be correct, or you fill in c.

example: Paid semiannual interest on our note. (The debit should be to...)

a. Interest earned, an expense b. Interest Expense, a liability

c. Isteitedt Expena C. a(n) gtVgnie

1. Paid freight bill on incoming goods.

a. Paid Freight Bill, an asset b. Transportation In, an asset

c. a(n)

2. Desk top file purchased for $15.

a. Purchases, an asset b. Office Supplies, an asset

C. a(n)

3. $8 to customer returning cash sale item.

a. Merchandise, an.asset b. Sales Returns and Allowances, an expense

c. a(n)

4. Paid 2-year premium on our fire insurance.

a. Fire Insurance, a liability b. Deferred Fire Insurance Premiums, an asset

c. a(n)

a.

5, Paid C. 0. D. for small shipment of merchandise.

Purchases, an asset b. Shipment of Merchandise, an expense

c. a(n)

6. Gave customer: refund .of. $12 for.. merchandise returned.

a. Merchandise Returned, a contra-revenue acct. b. Customer refund, Wespenee_

c.. a(n)



ANSWERS, 13 - A 

1. b (Donations) 

2. b (Prepaid Subscriptions) 

3. b (Heat, Light ,nd Power) Accounts rarely exist for a single 
transaction: DON'T confuse the 
description of the evert with the 

name of an account. 

4. Otto Opp, Naming, a contta-plopnietouhip (acct.) 

(or O. Opp., Personal; 0. Opp., Capital) 

(Remember; transaction with owner can't affect profit.) 
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15. Here is an analysis of the transactions
Cash fund:

Identify transactions

014
&Inv
ant y

17

0471,tjivezn,--- -...."--.

C a all

ACCOUNT TITL/II

20 Se11in7 Ex4,ensea
General Ex enses

r----Freight n

on Us/mi.
Salcs Returns.
Canfr

which set up and reimbursed a petty

LIAKILITirs
OW Ca.

.1===.111-

Owner tSauliy ClIANGEI

PROFIT AIDDIrlOtiti PROEIT PrOUCT1t tc
tm. Ca- I.

13.

A. Wow =JO ofinky (Mould th, fund cootath just before It was replenished?

8. Does the analysis apply to

emissary of vouchers:

or 2. or equally" to 'ioth

(CIRCLE ONE ABOVE.)

Recemm
Date Explanation

Tidal D 'r- 'ion of PlyirLents
Milo r ut:-

moils
SC I
Expenses

Gen.
Exponhes

Sa:A r Les
Palo Amount Amount I Account

1970 1970
Nov. Nov.

1 50.00 1 Check No. 115
1 Vchr. No. 1 1.30 1,30 .

2 Vchr. No. 2 . 6.25 6.25
Hand

5 Vehr. No. 3 1.28 1.28 Supplies on

9
12

Vchr, No. 4
Vchr. No. 5.

11.90
1.75

11.90
1.75

13 Vchr. No. 6 5.85 5.85
16 Vchr. No. 7 3.72 3.72

..._ 20 Vchr. No. 8 11.50 11.50 Sales Returns

50.-00 20 7ota's, 43.55 3.72 19.90 7.15 12.78

20 Balance 6.45

150.00 50.00

-
Receipts

Date Explanation
Total

Disburse-

ments

tr to P8 ent
Lij:p SE

on hancl,ExPensca
Se g Gen. Sundries

Date i Amami. Expenses Amount Account

1970 '1970
Nov. Nov.

1. 50.00 1 Check No. 115
1 Vchr. No. 1 ,1.30 1,30 .

2 Vchr. No. 2 6.25 6.25 .

5 Vchr. No. 3 1.28 1.28 .

9 Vchr. No. 4 11.90 11.90
12 Vchr. No. 5 1.75 1.75

13 Vchr. No. 6 5.85 5.85
16 Vchr. No. .7 3.72 3.72 Freight-In

-. 20 Vchr. No. 8 11.50
*Ilm......wgee A

11.50 Sales Returns

50:00 20 Taigas
110
43.55

wamFINNImA*Ior

1.70 19.90

_,_

7.15 15.22

20 Balance 6.43
yak-pA--. aa.aamaamvaar

50.00 50.00
.

C. ,Which case (3 or 4) would call for

. 11/9--Refund'on mdse., $11.50, Cus-
tomer entertaining, '$13.90

1/11--Handbill distribution $6,
Supplies for office, $1.28 '

11/15--Misc. General Exp.., $7.15
1/20.--C.O.D. shipping chg. on

merchandise rec'd., $3.72.

the same November 20 debits and credits?

Aamt11/1--Refund on Sale, $11.50

11/2--PurchaSed envelopes, $1.28
11/6-411scellaneous costs of selling,

$19.90, Express on goods received,
$10.87.

1 /18-- Window washing, $5.85.



14.

ANS. 15 A. $6.45

C.

equally to both (same accounts and ,anoints needed in each

case)

11/9--Refund on mdse., $11.50, Cus-
tomer entertaining, '$13.90

1/11- -Handbill distribution
Supplies for office, $1.28

1/15-4118c. General Exp., $7.15
1/20--C.0.0. shipping chg. on

merchandise rec'd FiLeight In

(4 has different

LOW smnt gt.
payments)

10. 1.

Sge6 Retuhliz

Sating Expenzea

-Z ZAN ." AEI w el w . OW NO WI" owl w

Show the journal entry to e,tablish a petty cash fund of $40
for Richard Cavett 's firm.

II III
"IIIIII III II

MIK
II. Payments ere

I111

(1.16e o6 tia.4

tuAtutt4ed on

March

made from the fund as -fo

1 - Gave salesman $7.00 for bus fare and $10 ad-
vance on his salary.

2 - Mr. Cavett withdrew $7.

5 Misc. Office Expense, $2.00
8 - Truck freight on a purchase delivered, $6.50.

How much cash did the fund contain? $

Circle the correct effect of reimbursing with a $32.50 check on
March 9. (A, B or C)

pp.10,11 £ 12, o6 zuppteliteite.) total liabilities P total pro.
TEMP. temporary prietorship

SYMBOLS: A = total assets"..aamaction anatoi..6 icomei6 it- SYMBOLS:

0. permanent

(#7,4k4
DA TE., Vaeii6W1 Itelfai4v.,41,)

1311, la CUSTOM.

( J) . internal

(circle approprlav
Schedule of 1.

TranSnortpUutLID.

AdVatiect to Employees
"The .

counting
Podet"--yet-
..tow covet.

to StIPPLISI. CrIt Is with its MN .

Equation summary:
CHANGE in AO 16 00 1)
CHANCE in 1..4_ wto.01110

Talk.

ChsOitt In P
PERM. 7.99

1' chause(s)

'S 6,50

$10.00

iCashl

SchedUle of

532.50

' Schedule of Ao L 0 thenall(11
Richard Cavett . DrawioX $1.01g2710

'Travl Expense, $ 7,00 21:
r---r

Miscellaneous Office Ex1:6s 2.00 CP

A L P chante:

1



B. - 7#
,

_.ii
IFIIIIMMTIVik*Tor

,... , . n , ILE
aleputma
ammurnta
MI ilg,

litriummi
,

. .

.....,.....

a
Il i 17 ¢02.4

nrriMIP4 I1444
i 4 li

' I

MIL m vir,7.' i 1
e I 4_....I.

c. (posting for Petty' Cash,only)

ASSETS:

Trans ortation In

Of 6.50

Tr rash
-1V77745.00
AO, 32.50

********************************ft********
* EX PDM ES : *
* Miscellaneous

*
*Travel Ex ense Office Expense *

i 7.0' *
** *

*
* *
* *
* *

1

*

1-

*
*
*
*

yr 2.001.

*

REV NU

INCOME

LIABILITIES:

PERMANENT proprietorship:

Richard favett

I--7
Drawing

*pi. 7.00

1L

B and C are wrong for different reasons.

C changes the Petty Cash account when the imprest amount is not being changed.

has more than one date for the same transaction (instead of the check

data only).



16.

ANs gwomenr,
C

11111111111111111111111

01111111111117:7,011111111111111

M111111111111111111111r7,17

M1111111111111111111111MIllionumannaunwimasanumna

II. $ 7.50

(725
DATE -2 external lento, a. I. or a.)

Ott la =GM.
1

( Internal

b. It 'MUD.

CHANGE in A 16.00 49Equation summary:

CHANCE in 1 001"

t duals{ with IN owner.

TEMP $ 9.90 .Cf
D1AKGE to PP . S 7,00

(circle appropriate rhea)
Schedule of L P Change(s)

Transportation In 3 6_1,0

Adilantet to Employees i 10.00
, Cash s 32.50

Schedule of

Richard Cavett
Travel Expense

Miscellaneous

Schedule of A L P .change:

C

B

A L ohanga(s).....
. Drawing $ 7.00 vir

7.00 4;)

Office EXP.$ 2.00 55

$

. In the following petty cash record, circle the titles of the three accounts
which will be debited for the payments to data (Jan. 15).

PETTY CASH RECORD

DATE EXPLANATION VC""'No, RECEIPT,. PAY-MUNI*

OISTRIOUTION Or PAYMENTS

FNTIGHT-
IN

Tel &
Tel.

SUNDRIES
ACCOUNT AMOUNT

19--t_
tan. IF, Establish fund . 100 00 11

15/001

111150

In4.

00

17 00

Office Supplies. IS po10

14

Stationer -E. M. Co.

R. R. Exp ress

a Collect tele.ram 3 50

I. On January 13, the FUND contained money amounting to $

However, the balance of the "Petty Cash" ACCOUNT remains at $

II. On the 15tt, how many vouchers should the petty cashier have?

How much cash? $'

On the next page, circle the letter of the noi,rect analysis for
the fund after the payments shown above.

vouchers.

replenishing



IdentIfi the f Irst_fic.:.)urn1. In each
t rrnsact ion by nunit.er, date, etc.

c;4, the u.5c cr t;wsc
ttansactce!

Yale 6 cl;" tnc

17.

ALI:ViS choose plus or mfr,..
L, effect on boogie
NOT the ACCOUNT

Asset change Limb. change

- _
Id. hi f y transactions

lai
line
only

1
..ccu.,,,T ''''''..ES-- CHANGES In Owner Equity CHANGES

ASSETS I LIABILITIES 'PROFIT ADDITIONS
CA

PROFIT REDUCTION
CA

1

i
OTHER

ow----- CA CM I CA DM OM I De Cit

1 i

1

...-

_
i I MO 1 i

-ot - -. firafAllg.1111M51
iarl*.7111PwrY, 1.111r1

MUM iliMin I

,

.

I 1111 1111111111111111 i

eirg:MS-e'jfirAM
...iprrAlir

lig Imp 1

11111111 111 1

moil In NI 1

1
I __ ._

C.

Jan.

ACcoura TITLE

Pett, Cask

Cato

Cash

Asset change Limb. change

100

_ 107-

. 35.50

0 FizA2,i_ght 1k! a -17,

06 cz Suppan

Tdephone and
Teiegkaph

.41

!O.NER'S(') EQUITY CUAIZE(S)

n T enU Ot

O . $

If

a Ii. P. ..,

1 +.,.,..... i +

i - .....4
4 4.

.mr.
ebi A

+

3.50. _

A and .B are wrong for different reasons.
II

overstates Petty Cash and omits debits for the payments.

uses an explanation as though it were an account
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17. DATE
No.

EXPLANATION vcrot

Mil Es ablish und 11111

-E.Stationer M. Co. I
I

III R. Express

inollect telegram

FICCEWT, PA Y
M rt

00 00

I. ...money amounting to $85

$100(debit balance}

$64.50 and 3 vouchers.

Jan.

Jan.

_15 00

00

IRIOUTION or PAYMENTS
I Fx[PciNT i SUNDRIE;

N ACCOUNT AMOUNT

6111111111.
,,,...mam6611111°'

I

ACCOUNT TITLE Asset chcnes I List). change . 0 ( ' ) LI I TY CI: 1:,;1:(S)
ez n o 1 in.rCe",) reVertll Ot her

Pet.t; Cr,h

Cash

@Ca5h

109.-
:4

. 100-

0 FiteAloht IIt

- 35. c0

4 17.

C.)
e . 1 5.--

Tac,Acre and
Teich

r.....
1-

.-I.

___....-.-....---1---....

8

am Ww- our

18. Facts: On May 5 a $20 petty cash fund is established.

Payments from the fund were as follows:

May 6 - $2 for delivery to customer
7 - Miscellaneous expense payments:

newspaper $1, tips $2
9 - $10 purchase of Office Supplies

10 - $4 of miscellaneous expenses

On May 12 the fund was increased to $30 at the same time the above
amounts were replaced.

1. How much should the petty cashier have on May 11"



2. Circle the letter of the correct record or analysigter May 12. 19

DATES
oueymii Kittle , for Id

a. it t. a Calft0Mit. OW fa a. It le belies with it ~oft.

Equation 'armory:,), internal CHANGE In A ;" TEMP. - I 2.
_ Csasc.8 P

CHANGE In 1..$ PERM. $ .0.00
(circle appropriate change)

Schedule of A L Q Change(s)

$

Schedule of A L P change%

Schedule of A L 0 changes)

S

external (Orel al. b. Of CO
DATE9 2.0 Cke t tertenia.

11
Eqt. t ion summary:

. (J) Internal CHANCE In A ..$
y:

.... CHANGE in P
CHANGE In 1...$ a.m..... PERM. $ .."".""'

b. It to 10111411l. O. it I. dally with Ito OOP*

TDtP. s_ 7 1
(circle appropriate) change)

Schedule Of A L

Schedule of A L P change*

L P aliang*(4 0=n

DATE 91 ar
.

extern

.( J) Internal

fiscal. a, b. Sr a.)

cancuss a. la 1. MI P11121. a. St Is fleetly vitt. Its euliftr.

Equation summary:.
CHANGE In A'S S

CHANGE In P
PERM. $CHANGE In LS 10""'e "

PATE
external Itsrel* a. b. er a./

a. It to a ON9C00..

.( 4)Zinteenal

C. is ta eteelin. a. it Is Orates with Its *whet'.

Equation emmary:
CHANGE In A -$

CKAN= In L'S

..
?Emit S

CHANGE Ia P
POW.

faIrcle appropriate change)
Schedule Of A L P

4244...
chenge(s) Schedule of A L P abange(a)

S

Schedule of A I. P change:

(continue on p. 20)



10,
nornalorrumwm,,,,,,,mmummumm

ALWAYS shoes, plus or istnua
by effect on (lustful!

D.

EXPENSE
t041 uit

/1. At'

Miscellaneous Exp.

frr4. 7.1

)aksimt
. 0,0 .

* (and contra-)

*

I* * *: * * *

wwwf*

$

Pett Chsh
*
*.

s.

Luarsanzs

*

I

Office Sutglils.
1

4
.

1

Sfr /41
Cash

XXX 201
4 ASO

.ASSbTS

ONk,

ALGA.

.111.

RM. PEOPRIBTORSEXP

Uses a_tascription as though it were in account title.

does not credit Cash for theamount of the check.

makes two debits to the same account, instead of recording, all.
transactions as though they were one..



3. Review the facto on page 18.

A.

a. On May 13, the Petty Cash account should have (complete the correct
one)

a debit balance of $

a credit balance of $

b. Here are three petty cash accounts. Fill the blanks on the right.

Petty Cash

May 3 0

Petty Cash

1970

B. LMay

C.

12
I23130
1300

Petty Cash

1970 1970
May 5

12
2 00 May 12
oQ

1 9 00

21.

$
debit balance

a.

debit balance

<adeblit balance

c. Return to b and circle the letter of the account which has been posted
from correctly journalized facts (p. 18) about the Petty Cash account.



;22.

3. a. a debit balance o $30

A.

PETTY CASH RECORD.

INNINIM

a $3(/

debit balance

debitbalancedebit balance
.04"4"

A-2A--
debit balance

GATE EXPLANATION VCR*.
No.

Rive PA
MINTS

OISTRAIRLITION OF PAYMENTS
j M 116 summits

ACCOUNT AMOUNT

117/ IP
1

..r,
4 gdAidiet-

PI'rivs....All-.caAr - In NA TI 111111111EemilM
1 : #
1.1.1,/- . ./ irrA. urn

Illen
numrs),Frosmirrawrim
nrifigwipTirri
If IMITI7T-1,11111111

FA
Ell

Urn
Urn

111111112WM Ill"
rilErIMIMIPMPANIMMI INN I 1 9frrfiliWir!!. 1111374

MI,
I 1 I

the appropriate blank.)
if the petty cashier has $11.50, and vouchers as shown,

the cash is short by $ .
..-2. Cash in the fund was actually $10 on July 16.

Circle the letter of the correct analysis, OR YOU COWLETE E, correctly.

the cash is over by

bt
is Mama,

externs /Orel s, b, Or e.)
DATE "i

s. It t. ENVIE*.

Equation summary:.( 4),__ internal CHANGE in A -$ .009
CHANCE in 1...$

(circle appropriate change)

Schedule of G L P phange(s)

2 c ket

Ltolett

4)_St Is Sulks with It sesat.

is 1 1&.oe.4>
MIME to P

_ . es. $ ;
Schedule of A 1 chingo(s)

leasoC.t 4.44.1114!
$ .Schedule of A chang



external (Circle a. b, c.)
DATEza6 0 ItB.

internal

IS CUSTOM. b. It is a SUMILI.

Equation summary:
CHANGE in A m$ 1 0 . Og TEMP.

CHANGE in
P PERM.CHANGE in L c.$ "--

Ott is dealing with it. owner

$ 5.00 -

-0$11.00
(circle appropriate change)

Cash

Schedule of L p chartge(s)

-1
Schedule of A L 0 change(s)

-$20.00 + Satz RetUAR4 $4.00

Suppttiu on qand $ 4.00 c W.scettaneows Exw..n,se $7.00 q)
Schedule of A L change; MGV1.17----/v.ia,cii, PeAso P$ 5.00

C. DATE 7/16
external (circle a. b, or C.)

it is CUSTOMER

Equation summary:
( Internal CHANGE in A m$ 10 ,.0.0

CHANCE in Lln $

r. to is a SUPPLIER

LitA. PLa

(circle appropriate che\
Schedule of Al A L P

20.00

4 .Ettppti-66-64tHatiti

Cash

Gyt Ia delta' with it. owner

I'?
TEMir. = % $ 71.00 - +

G
PLIM. $ 5.0Q__

Schedule of A L C:Ichange(s)
McvEk Twain, Peraonat $ 5. 00 4?

Schedule of A
-change: Sai...e6 r?i,,f11.1116

D. DATE 7/16

E

external (Circle a. b, or c.)

0 It CUSTOMER

Misc. ExperSe

$ 4.00

$ 7. 00 tz5

b. It i.. SUPPLIER e..4 Is dillies with its owner
.3110111

Equation summary:_.
16.00 r?

CHANGE in L°$ ""---'s +
biANCE In PiwTEX

. l.'s 11.00( 4) internal CHANGE in A .a$

PE". '' $.---5..0.0----(4'

Schedule df A L C change(s)
...

Nark Twain, Personal s 5.00 ....4.

(circle appropriate change
Schedule of

rash

Supplies on Hand

P change(s)

$ 20.00 7
4. Miscellaneous Expense

Schedule of A L (Pl change; Sales Returns $ 4.03

7.00 '''

DATE
external

a.

internal

Mrcles.b, or e.)

it Is CUSTOMER

Equation summary:

1

CHANCE in A.' $

CHANGE in L." $

(circle appropriate change)
Schedule of A L P change(s) Schedule of A L P change(s)

$
7+-

b. It Ls SUPPLIER e. It to dealing wtet, It. owner

DitiNaE In A
PERM. o $

01Wilimml
Schedule of A L P change:

.5

23.

and have incorrect amounts of TEMP. proprietorship in the summary.
..has incomplete schedules (so they fail to "prove" the summary amounts).

has schedule amounts which disagree (in sign) with a related summary amount.



24.

19. 1..the cash is over by $1.50

2. YOU fill in

DATE 7/16 external
E.

(cireie a. b. OF e.

to a Coettsrea.

I

b. le to a Strall.IVI. c ,t ts dealing wtth lt. owner.It

internal

(circle appropriate
Schedule of

Equation summary:
CHANGE in A .$ 16.00 4:3 TEMP.

"

$ 11.00

ChAFICA La
CHANGE in L.6$ '"""."814- PERH.

""'"'"`C

L )change(s)

5.00 (i)

L P change(s)t

$ 20.0

Schedule of A

Mark Twain, Personal

Supplies on Hand $ Miscellaneous Expense $ 7.00 (TS

Schedule of A L change: Sales Returns $ 4.00

A 8

C

4:P



25.

Failure to Reimburse

20. An imprest fund is replenished, routinely, at the end of a month if it has even
one voucher (instead of money). Because financial statements will be prepared,
more than convenience is involved.

EXAMPLE: The fund was reimbursed for payments (not shown) prior to October 20.
However o check w s itten on 0 ot".11, an oversight.

DATE EXPLANATION VL1,1. RICE ITr
DISTRIBUTION OF PAYP-4ENTS

kr::1!; rRRIGHT.
IN

'115C.
Exp.

SUNDRIUS
ACCOUNT iiA/40141.

1 '''I1-1 &IAPIC.0 1 , I

IV IP:actWu:thin 7111111111111111111111111111111
Tip to rnizz6enaen
Re'und 1? 1111111111111

You should recognize that the memoranda in the above petty cash book identify
unrecorded transactions of October.

Look at page 4 of the blue supplement.

The adjustment steps apply.

Step 1. (Remember, what "should be" reported is what did happen--not all of the
forgotten reimbursement.)

Increases are needed in:
Freight In
Miscellaneous Expense
Sales Returns

Step 2. The ledger contains:
too little et the
above (Freigit In, etc.)

You underline which asset has less
money than its account shows.

Cash

Petty Cash

a Petty Cash balance at the imprest
amount, $40.

Compeete the eblects o6 adjo.tment ztep 3.
Make mote colibunt's ake enteAed (Index tokOpe.A. catunn helading4 I6 neceszaky,-zee p. 6, MODEL zuppe..

ie-
Y

:.......e-

3_111.._EL'

..........

------ CHANGES in
1

Owner Equity CHANGES

A.E.E.01.$ NT TITLES ASSETS : LIABILITIES 'PROFIT ADDITIONSIPRWIT REDUCTIONS CfriER

On, Cr. DR. I CR. CR I CR nig. I Cfk OR. C4

2A,ekt In 1 I I III II

1 I 11111111111111

II..... NMI 1

II

Ili

Ill

I

al
,...

... il
1

IN
1

1

1



26.
ANS. 20.

Identify transactions

1'

lino
only

...... _. _

ACCOUNT TITLES

CHANGES in Owner Equity CHANCES

ASSETS 1 LIABILITIES PROFIT ADDITIONS pRoFIT REDUCTIONc; WHER

ELI C. OR. 7.--z-i, OR CR On. I! Cm Om. Cm

I III

-
il1

1

.....--,.al
-CZMI I

NWEIIIIIIIII
A

P11-11.1141 1 ' ' #

11011111111

III XI li
111111.11 iMilaisHill111111111

i

: WWI . mmirlimmamommuni._._41110

"Game as reimbursement EXCEPT that Petty Cash, rather than Cash, is reduced.)

Check location of amounts carefully.

CASH OVER AND SHORT

21. In operating an imprPst fund, occasional errors in making change are to be

expected. It's possible, too, for a voucher to be lost or incorrectly filled

in. The condition in part 1. of frame 19 (page 22) is an example.

With $11.50 in cash, the check would be written for $18.50. The rest of the

credit might have been made to miscellaneous income, but the following is

more likel

31

-- -----
Supptiais cm. Hand i ilriiITLI

ILI
II ITTII.

,
I

i I ! it

1 1_11 i
't_.....4.___'

i i1501
i 111.415.0!

zees Rekiims
1.1.b.CEan.e.Otts ex enSe. IL

.5_
Maitk Tuxti..n, Pvt.!, o) Cadth Ove..t and Shont 1' I I_ .

Cush .L.

il

1 I-7
To ite-iniban4e. pato . I 11 1.1 1 1

II._cio' "il

Cash over and short may be either an income or an expense account,
depending on its balance at the end of a year.

If the account looks like this at year's end:

Cash Ova S Shwa
c7WT2

1970 1970

May 9 J 100 Feb.18 20

at 6 1V

act 2 150,

1

will it be reported on the Income Statement
in the section labelled A, or in the section
labelled B? (circle)

A

Income Statement

AN10.11,1

Revenue or income from operations:

Operating Expenses:

Total SXXXXXXX

Total SXXXXXXX

Non-open ,Ating items: $XXXXX

( +'s) A. B

Net income
XXXXX

5XXXXX



27.

22. Return to frame 18 (page 18). 21. B. (20c debit bal-

If,instead of $l,the petty cashier had only fifty
cents:

ance means net ex-

pense)

the check to replenish would have been for

, and

Cash over and short would have been debited credited.

Impossible Solutions

23. If a petty cashier fails verify that his cash is
correct for the vouchers he has, he will receive
a check equal to the payments he has made.

a. If his cash was short, the balance of the Petty Cash account

I

22. $29.50

debited

6/)will equal the Wwill exceed the
fund cash fund cash

b. Should the cash credit in a reimbursing entry be (underline)

W)will be exceed.
ed by fund cash

enough to restore the imprest amount / enough to cover the payments made

24. After establishing a $35 fund, the following
petty cash payments were made:

11/1--Refund on Sale, $11.
11/2--Purchased envelopes, $1.
11/6Miscellaneous costs of selling,

$19.90, '

/ 23. , a. will exceed the
fund cash

b. enough .e? restore

the iorest amount

A $30 check was then issued to bring the money back to $35. What is wrong
with this analysis for the reimbursement?

/ external (t ircte a, b. cc c.)
L a C0111211..DATE Pi 7

Internal
Equat lon summary:

CHANGE in A -$

I. It Lip $VINLEIR.

CHANGE In

(circle appropriate change)
Schedule of A L

SA0460

SAW6:11
Schedule 46f A L P changei

c. It is dialing withite puncr.

TEMP. ", sa9.0_
prarc $

CHAJIGE P

Schedule of (25 L P change(8)

$ tgo



fit.

A noluifon fn Imponnfhle ff: the money In the fund is not the imprest amount,

or if the ledger is unbalanced by the changes
record;?d.

If yOu found nothing wrong in frame 24, review your work with this in mind.
If you found something wrong, will a correction you identified cure one of

the signals of an impossible solution?

25. The equation summarized in frame 24 did not balance. Without knowing what
is correct, one can be sure this isn't right.

It Is conasva... b. It Ls 1.111.122. c. It ia dealing withits owner.

II am,

EgvatIon summary: 4,p 400
CHANGE in A'$

CHANCE in 1-"' $ -----
TEMP'.

MUM Ln P
PERM.

$ 9o.

Contrast it with the correct analysis. With $5 in the fund, there had been
a gain from overage. No one avoids slips in recording. Everyone should
check for impossible results. They are never acceptable.

DATE 174 5t is COMM
external (Circle a, b. or c.)

( .1) internal

b. It le c. It is dealing with its owner.

Equation summary:
CHA

9 00 c7Z
NClE in A $ 77 0 P1

CHANGE in P

CHANGE in L .$ PERM. $

(circle appropriate change)
Schedule of A L Schedule of

Schedule f A C)changv:

Journalize the entry to ADJUST for failing to reimburse on November 30.
Besides the vouchers, the petty cashier had $8.30.

Receipt:;

Amount

1970
Nov.

1970

Nov.

1 Check No. 115
1 Vchr. No. 1

12 Vchr. No. 2
25 Vchr. No. 3

15.00

Explanation

(Make mire itla
ponible!)

Total t
1)1f:horse-

ments
I3S1 Sell a Gen.

D3.r.,trItion of IlayIllelltS

haliC Expense:: ENpenses AlIwnt Account
rnti

PM I MI 1 10 MI I

1.30
6.

1

6.
1.30

1. Contributions

I ;

I

1 I 1 .1_1_1_ .1



Apr

I1 c.Jntify the first account in each,
t ransseq Ion by number, date, etc.

ANS. 25:

29.

26..Complete the totals in this record. Then analyze all transactions for April
as the record reveals them.

PETTY CASH RECORD

DATE
1970

EXPLANATION "LT "cease" Maya
DISTRIBUTION OF PAYMENTS

Fsecsa sir
IN

Ma C. SUNDRIES
ACCOUNT AMOUNT

A, le Estabtish. - Ck. 81 1100

1

--
6 j 6Ea R.R. ExpAe64

ta 2 I 3illanio
PoWhen

1
20 E wi. ent 20

ilOvenag e
1 I Cash Oven and

1111
I - 2 --) , Sham ( -)

, ,. , II I
1(50

J Sr

001

00 272
UI

A

26 Fund &dance

ALWAYS choose plus or- minus
by effect on bests; equation,
NOT the ACCOUNI

ACCOUNT TITLE Asset change Llab. change ;OWNER'S(') EQUITY CHANGE(S)

IIIIIMMI61004.10110

. * .

4

..s

-.....11
41,4. 400 Ile v. L.

I +

ma am 44. 14 a.. 4140

ama.1444.1.41.44444140 SO

44E4 OP we 44. O. /NO

01004.0.400!. 40.41.04==44.401140
-40e 04,Mr141141M,M-1.,00.



30 .

OS . 26. *Cacti! TITLE Millet chew 1 TAO. chows

Apro Petty_pah 00 s

.4
0 Cash

- 100

Apr Petty Cash

a

(.>rrolAnt, In

Miscellaneous
(2) _Expendie

Equipment

Cash over

. 50
11MINIMIS

OWNER'S( ') EQUITY ,EHANGE(S)
r vertu

SMIMOOSO00.. SI.

1.Mosmal =11,

0SMSI=11.

.a.011.110.m.mal

Othe

de. a., ..=.:."1,0

1+

emmmamsa7N.:....

I
/
I a

-.a 00 .110 4.%

0

11 MI

g

I+
I mmammnims.

PP Lb 0.

I+

+ 149
150

Change: -1

A

0

L

+ 2
-3

0

"" 110 10 0* OP

1 ms w m... ...01,
.

0 0

-1
P

27.
Petty Cush :look

Receipts

Amount Date Explanation
Toial nighursont_cnts

Date Disburse-
menu Postage Sales

Expenses
°dire

Expenses 1 11-

Sundries
Account...-

1970 1970
Oct.1 $25.00 Fund established

10/2 Refund -0.Miller $ 6.00 6.00 Sales Returns
10/8 Stamps 10.00 10.00

Totals $16.00 10.00 -0- -0- 6.00
Fund 25.00

16.00 10/10 Replenish
41.00 Proof 41.00

Balance1'25.00

0/15 Window Cleaning 12.00 4.00 8.00
25.00 10/20 Fund increase

10/30 Handbills 13.50 13.50
10/30 Shohtage 1.00 1.00 Co.411. oven 6 Aho

ToatA 16.50 11:50 8.00 -1.00
.

I Fund 50.00

Z6.50

No y...1

1..7-6757i

pitolespeeniah

1F0-
r.11. 6-oi

1. How much cash did the fund contain before reimbursement on October 30?



TMs page relates to transactions through 10/10.
external

DATE/0 a. It La C1111011111.

( J) ,Z internal

(Circle a. e, or CO

b. It U a INP11.11111.

Equation summary:
CHANGE In A$ +

CHANGE in $

(circle appropriate ci tinge)
Schedule of (.5 L P ahange(e) Schedule of A L P change (a)

sue_ s

a. It is Oat.* with it. o..r.

TEMP. is $.

CHAmGL Ln P
PERM. $

VININNOIm.

Schedule df A L P auunet
4

ww.

2. Should the 10/10 journal entry have been posted as in A or based on trans-
action analysis B? (Circle the letter.)

A. ASSETS:

Ca..sh Pat Ccvsh

101 25
10//10 16

° Stentip.5

10)

rear4MIre*****A*Alertei**C*WregrA*W*****fre*,444****
*EXPENSES
*
*

*

*,

1
*
*

*
*

I
*
*

*

*
************Mt****W*******W*************1Wra.

Sc .4 RetuAn4 INCOME

10/10 6

411.MMIMIM
ISMMMLIABILITI:

Z:ttawaisimewmweet

PERMANENT proprietorship:

. 31.

B. DATE
external

.)It is cerraisa.

internal. ( J)'

(Circle a. b. or c.)

Ott to e. It is dealing with its owner.

Equation summary: CS.CHANGE in A .$ tp. TEMP.. $,

CilANGE Ln P
CHANCE in L .$

0 PERM.

(circle appropriate 'chta) ImSoraNNINO
Schedule of 1. P obange(8) Schedule of A L co Change(s)

ed,a,
s /a

Schedule o A L P ohartra



3. Here are two more analysis forms. You analyse the only transaction not yet
recorded fot October.

se

33.

external (Cirv.le a,b, or c)

DATE_ 10/20 a. It la a CUSTOMER b. it is I SUPPLIER c, It It deallo4 %WI it. OWNER

Equation summary:
CHANGE in A° 0 TEMP

P
PERM. t.

$. internal

(circle appropriate
Schedule of

CHANCE in L. 5
-CHANGE in

A L P chanZe(e)A L P Change(S) Schedule of

fetty'ect-sh $ 25 'Og 5

It. OWNER

.

Schedule of A L

external

DATE a. it

+

la dailies, vith

P change:

(Circle a.b. or c)
CUSTOMER b. It to ..SUPPLIER c, tt

( J), internal

(circle appropriates change)
Schedule o A

Equation summary:
CHANCE in Aa 5 TEMP.

PERM.

$ . +

4.
CHANCE in L. 5 CHANGE in P

e $

A L P change(s)P change(e) Schedule of

41.

Schedule of A L P change:

ANS. 27.

1. $23.50 ($1 short)

externs (Circle a, b, or c)2. DATz 4°11° 691. i.. CUSTOMER ICD. sea . SUPPLIER

B. ( internal
Equationion summary:

CHANGE in A° 5 A
Use the

CHANGE in L..firm's accounts.
(circle appropriate change)

Schedule of L P obange(s)

Cash"

Tortage

4.
CHANGE in P

C. It Is d..1114 rtte Ira OWNER---.---
-snip $ b'.
PERM. a.

Schedule of A

s 16. SetteA Retwuts
5 10.

0 change(s)
$ 6.

Schedule of A L P change:
5

$

DATE 130
external forties. b, or o.)

Cyt L s carnaisa..

sni internal

a. t la a. It to vitt% It. wain.
Equat Ion summary:

CHANGE in A.+ $

(circle appropriate change)
Schedule of A L change(s) Schedule of A L ..e change(e)

.11e4....EX11211421___ $11,2- +
Q'

t/i.iile Expemeis s 8.009-
5 +

_.

Schedule off L P charism; Ca$ $ 26,50. .

CHANCE 1,1 La' $ ""aa
Tam $ 26.50 01110

in P
PERK. "

Cazh Ove.A. and Shelia s 1 9



34..

28, On February 2, our company established a $60 petty cash fund.

It made payments for the following purposes:

2/5 For merchandise returned,$18.50
2/9, 2/13 various small payments, $9.00,$8.00
2/20 To settle a small charge with a supplier, $20.00.

With only $4 on hand, it was decided to increase tY2 imprest amount to
$100. A check for $96 was therefore given the petty cashier.

A. IF the following, journal entry is correct, post it to the segregated
ledger which follows(B). D!TE EACH DEBIT AND CREDIT. (Only the Feb.

20, transaction is needed. The transaction of the 2nd has already
been entered.)

. 2Q Petty c ,;k,Uil II ;

er..6-21Lco
1

To inc./Lea/se ac t-t4 cash.

120 T44cettancou4 Lxpen6e 1/70
.

(,PuRIs ealfablle
,,,

ct 4 Ketutn,s J c) 1

Cash oven. and .6ftokt i

eq4sh c.6')D

Reiryibut6mne nt .
I

B. If the entry in A is wrong, cross it out and put the necessary changes
directly into the ledger. DATE EACH DEBIT AND CREDIT.

_ASSETS. :Se ..contra..

Cash

2/2 60.-
Petty Cash

2/2 60.1

LIABILITIES & contra

ieuIAE*ecONIRA-keIEkt

I

via

*It

1.

I
INCOME

REVENUE



ANS. 28.

A.

B.

ASSETS & contra

Cash

2/a. 10 I

00 74. - Petty Cash
(one
entry , YR :ell
per the k 146

I.

tEltEeSe C.OITTItA-eRE*VE*NUE *
* w *

414

*

I

. 35.

1.

*
*
*

*
*

* 7F * * * * * * *

INLE

---1.

REVENUE

1

PERMANENT prop. &
contra

YOu should now be able to do the self-quiz problem which begins on the next
page. If there is.iomething you feel you would like to review, do that
first.



36.

29, In March of !he current year, the Smothers Brothers Co. established an
imprest fund for cash control. Examine its Petty Cash Book. Then answer
the questions which follow it.

Petty Cash Book

. ..
tt,,,..mts

alto Explmalion
TotM

Ihsbursc-

mems

Y .

Posts"":e
A...m."4

Saws
Expenses

(xixe
Exptmses

Sundries
Dme Am9um Amount Accc.out

15/. 1'J

Mar, 5 200.00 Ni.tr. 5 Entablish fund
0 stamps 6.00 6.00

1BTcok customer to lunch,

Advarxe A. H. Grove

8.00

10.00
8.00

10.00 Advances to Empluyees
Trolley-car tokens 2.00 2.00

Electrit bill 22.50 18.00 4.50
12 T. S. Platti,COD 8.60 8.60 Purchases

Express 4.60 4.80 Transpurtatton CNA.

15 Express 3.50 3.50 Transportation 111

Paper time ks 6.50 4.50 2.00

18 Extra store keys 2.00 2.00

18 -moo FUND REDUCTION....___.

100.00 . 73.90 6.00 32.50 8.50 26.90
Bahmte 100.00

18 73.90

173.90 Proof 173.90
.

an 18 100.00 (balance)
an,2. Refund, V. Trook 4040 40. Sales Returns

25 Misc. supplies 15.70 3.30 12.40
2. T. Smothers,pers. 20.00 20.- Smothers, draw.

ing

1. How many checks were written to the Petty Cashier through March
28?

2. How much cash was in the fund just before it was reduced?

.3. How much cash should the Petty Cashier have on March 28? $

4. The March 28 petty cash vouchers represent unrecorded debits totaling



Identify the first account in each
transaction by date.

ANSWER SHEET REMOVE AND CONTINUE on page 39..

6

ACCOUNT TITLE Asset change

10

110

00 a01 01Ir Oa .011

Liab. change

.37:

ALWAYS choose plus or minus
I

by effect on basic equation,
!

NOT the ACCOUNT .CF
1

OWNER'S(') EQUITY C!IANCE(S)

cNnense income 1 revermq Other

00 r 080

010, ..... .1.0

.11 ..... doo

.....

OD

- ONO

ao am A. ow e.
I 4.

!

se

010 WM WM M0,00 MIO

I

010 ... ....

........

II+

- - - -4

0.00.11.
....

0,0 00 M0 00 10 1.0 Om OM 00

s

I+

00 0.0 low 00 00 00 00 0

MINN 0110.0.0
0r11 00 00 OM OM

+

DATE

external (Circle a, b. or c.)

a. It 14 a CUSTOM. b. It to OUVITILI. C. It is dealing with tts owner.

( internal
Equation summary:

CHANGE in A -$
0011

'TEMP.. o
GRANGE in P

PERM. es

$

,
circle appropriate change)

Schedule of

CHANGE in L vg$
01.

$

P change(s)A L P .change(s) Schedule of A L

$

$

Schedule of A L -change:* $

(OVER)



38.

DATE
external tele o, be Of C.)

a. It to tXtt/C1112.

..( Mi.._ internal

b. It I. SWUM. e. It is &lollop with its

Equation summary:
CHANGE in A r 'TEMP. la $

GRIME to P
PERM. $CHANGE In LIS

(cirole appropriate change)
Schedule of A P change(s) Schedule of A L P change(s)

$

Schedule of A L P et

a



5. Show the postings which should have been made to this account for
March, so far. Identify each by date.

Psttli" CiAsh

39.

6. Remove the next page and complete an analysis for each journal entry
the company would have made so far in March.

7. a. On March 30, a petty crish payment was made.to the Business Supply
Company. By settling the $8 balance due, we save its proprietor from
cashing a check. Enter the payment in the Petty Cash book.

b. The fund was reimbursed on March 31, with a check for 82.70 as
the fund cash consisted of $17 41-currency and 3 dimes. Complete
the March petty cash, record..

c. Complete, in the indicated .form(s), an analysis from which the
remaining Smothers Bros. journal entry (or entries) could be made.

8. IF the March 31, reimbursing check were not written (7.b. didn't
happen), several accounts would need adjusting. Journalize (with-
out explanation) the entry which would give them appropriate
balances.

9. What balance will your work give to the Petty Cash account (5, above)
if properly journalized and posted after 7.c? $

after 8.? $



41.

1.

CHECK YOUR ANSWERS

How many checks were written to the Petty Cashier through
28?

March

2. How much cash was in the fund Just Lefore it was reduCed? $ /2.4./0
3. How much cash should the Petty Cashier hive on March 28? $ 2../43()

4. The March 28 petty cash vouchers represent unrecorded debits totaling

$ 00 total
$ 75. Ic

5. EatvCash

3/5

1

6.

1970

2 0 0 00 Man . 18 1 0 7 00

Accoonr TITLE Asset chow. Llab. change

Petty Caah 9.00.A2.2.

Cash
.200.00

ti

ALWAYS choose plus or minus
by offset on basic equatiGno

NOT the ACCOUNT alaw.

OWNZR'S(') EQUITY VIANGE(S)

e:-.enee 1 Irro-o 1 rover,:

dal

te.

Other

3/18 Caah

Petty Caah

26.10

Poatage

- 100.00

$aZC4 Expera

6.00

Oitite Expettae

4.,

Advance& to _ -
EMp8oyet4 a 10700 4.

Puiceita6 ea

TnanapoiLtztio
Out

Thanapontatio-
In

PROOF of equation:

1.00 .--------

.ir ....
3.50

(-$45.80

-32,50

.
- -

_

8.50! ........
f 6

expense is NEGATIVS=7:
4....chanfe in O. EQUITY.--

. .........: 14..4.801 - 1 -
- -

,..

-

- $0 ) = (-45.80 + 0 + 0 +. 0 ):



42.

Refund, V. Trook

2 Masc. supplies
2 T. Smothers,pers

30 Pd. BU4. Suppty
31 Rambume:

($1 oveA4ge)

.4400 40.-

15.70 340 12,40

20.00 20.-

8.00 8.-
83.70
-1.00 (1.-)
82.70 3.50 T2.40 61.-

100.00
182.70

J.&
Check carefully for correct + 45(. indications.

PATE 3/31
external (Circle a, b, or.e.)

Sales Returns

Smothers, draw
Ina

Accorunts Payabte

Cash., oven/ and
Shwa

E132.70 (2g (".7 + 20)

. i internal

elt la a ,CUSTOtil.

(circle appropriate change)
Schedule of A L ) change(s)

expense
Sate. expense's 3..30is

negative obgce expenses $12.40 01'3
change. O$40.00 tin Sates hetivtn,6

P Cash oven and 4hcott 1.00

T. Smo.them , Diuuaing $20.00 ,

Equation summary:
CHANCE in

C

A -$ 82.70

CHANGE in .$ 8.00

It is a SuPPLIU.

Schedule oc

Accounts payabtc

TEMP os
CiiAtIGE in P

PERM. s.

0 P eonge(s)

Schedule of L P ...change: Cash
. .

$ 82.70

It la dealing with Its owner.

$ 54.70

.$ 20.00

. .

$ 8.

$

1970

Mat. 31 Sate6 itettan.6 4
T. Smotheirz, VitawLng 2 1

Accounto- payable 4 1

Sate6 expenze I I 0
Otafice expeme I V.0

Petty cadsh I

and shaiLt Iin il
.. ___ _ Reduces balance to $17.30. Only the m

money in the fund is an asset.

9. after 7c. $100

after 8 17.30

g7P



Reconci I ing the Bank Statement.

The following pages are self-instruction in preparing a re-
conciliation between the bank record of a depositor's account and
the depositor's accounting records for Cash. It is intended for
use by anyone who is familiar with the accounting cycle for ser-
vice and merchandising firms. Because of this, you may be most
familiar with a term for which we use a synonym. If we've
called something by a different name than you prefer, you should
recognize what our synonym is, but, if not, look for the term in
a textbook index.

Follow these instructions:

1. Kee e track of time you actually spend working to complete the
lesson and cm sure to ,report it (mitnber of minutes) on the
gripe sheet. Ttide forecast 35 to 75 minutes.)

What time is it? Make a note.

2. TRY the pre-test on the next page.



PRE-TEST
* * * * -A. * * * * * * * *k*:c Ic*k
Try to supply the amounts in appropriate columns below. Don't be concerned if

you are unable to do very well. However, if you do do very well you can save

time in completing this lesson.
* * * * * * * * * * * * * * * * * *

1. Supply the amounts in the column which will change the beginning balances* show.
to identical, correct amounts for Cash on the depositor's Balance Sheet.

Cash BALANCE reported on each record.

a. Bank reports that a customer's check
for $42, which we had deposited, has
been returned by his bank because he
has insufficient funds on deposit

b. The bank's monthly service charge is
$2

c. Deposit in transit on the date of the
bank's reported balance, $90 .

d. 3ank has certified our $50 check. It
is not among the cancelled checks
returned, nor does it appear on their
statement .

e. N. S. F. check, $3, was returned with
the bank statement

Among the month's cancelled checks,
the bank has mistakenly included a $10
check on the Treasurer's personal
checking account. . . . . .

f.

BALANCE
PER BOOKS

BALANCE
PER BANK

ADD 1 DEDUCT

* $600.00

.......

One cancelled check is for $202.00.
We find, however, that our ledger
shows it as a $220 payment. . . .

h. Our last deposit, 200 dollars, does
not appear on the bank's statement

2. You should now determine a correct
adjusted balance for the bank col-
umns.

Subtotals. . .

Less

.....

Put the amount of ONE book correction
which would complete a reconciliation

Subtotals

LESS

CORRECTED BALANCE

ADD

* $750.00

DEDUCT

.........

==

$'

(here OR here)_

11.0====-= I=M-======

.011)

- -

CORRECTED
BALANCE-



NAME

GRIPE SHEET

Circle a part that you missed. What answer did you give?
Feel free to comment.

frame:

1.

2. A B C

A B C

3. A

4. a b c d e

5. a b c d

6. A B C D E F

8.

9. A B ently

10. 1 2 3

4 6

. 11. a b both neither

12. 1. 2. 3. 4. 5. 6,

7. 8. 9. 10. 11. 12.

13. 1. 2. 3. 4. 5. 6.

7. 8. 9. 10. 11. 12.

13.. 14. 15. 16. 17. 18.

19. 20. 21. 22. 23. 24.

14. A. 1 2 3 4 5

B.

C. $ $

D.

15. a. 1 2 3 4

b.

16. A.

B.

C.

17.
Now maqy minute4 did it take you?

ii



PRETEST SOLUTION

On the right is the correct way to
fill the columns and summarize.

1. Carefully compare your solution
to a through h. Mark each case
where you don't agree with amount
or column.

2. From a possible score of 1 0

I. DEDUCT 1 for each
one you marked.

II. If the corrected bal-
Aams you deter-
mined aren't identical

_

amounts (not necesr
sarily the correct ones
we show) deduct 2 more.

What SCORE?

IF th.e 4cote dove a LESS THAN
- 5

4tatt Lath the pust iptane, NOW:

16 you have Aryte than 4:

a.

b

BALANCE
PER BOOKS

ADD DEDUCT

$600.00

42.00

2.00

d.

f

BALANCE
PER LC...M

ADD 1 DEM.T1

$750.00

. . 90.00

. ..... .3.00

18.00

choose a.short-cut (see
below) according to these rules.

(OF .COURSE YOU SHOULD START Missing amount

WITH FRAME 1 IF A SHORT-CUT
SEEMS TOO DIFFICULT.) -Subtotals

Try short-cut a IF: LESS. . . .
you have a.perfeCt score of 10;

or 9, provided you missed neither c, d, or e;
or IF the only points you missed were

those for corrected balances.

10 00

200 00

. 50.00

1041. 47.-

47.00

$1000.,

4

1CORRECTED**
;BALANCES

Try short-cut b IF the only points you missed were for c, d, and/or e;

or IF your score is 7 ALTHOUGH YOU LOST 2 FOR CORRECTED BALANCES.

OTHERWISE, try short-cut c.

SHORT-CUT a: Start with frame 9. Skip to 11, then 14 and following. (IF you

miss something in'15, however, better do 13 as it directs.)

SHORT-CUT : Do frames 6 through 9; then same as short-cut a.

SHORT-CUT c: Start with frame 6. Follow directions.

iii



BANK ACCOUNT RECONCILIATION

1. Whenever a sale is made on credit, the seller has an Account Receivable and the
buyer an Account Payable. The two accounts are in separate records, and their
balances will be opposite, but the amounts of the balances will be equal.

Although it is likely to include its amounts-on-deposit in its Cash account,

a firm is really relying on the bank's promise to honor its checks. How should

the bank show the amount of a depositor's checking account on its books? (Check

one.)

as the debit balance of its Cash account

as a credit to a liability account for the amount the depositor
is entitled to withdraw.

Move cover sheet to next line, etc.

Cover
below

dashed
li

ANS. 1. as a credit to a liability account for the amount the depositor is
entitled to withdraw.

2. As with the receivable and payable for the same sale, the bank's debt to the
owner of each checking account is equal to that depositor's right to draw
checks on his account. The two things are always equal in fact.

However, when a credit customer mails a payment on his account he debits Accounts
Payable, immediately, but before the supplier receives the letter and credits
Accounts Receivable, there is a delay. The records of the two firms do not agree.

Here is an example of a statement which banks send to every customer each month.
Is the bank's record of its liability A, B, or C? (Circle in illustration.)

Account

7741: FIRST NATIONAL BANK OF AMHERST
All/ERST, MASSACHUSETTS

win: STAR D:SCOUNT STORE
STAR PLAZA
HADLEU, Mass. .

DATL AM,T)NT

0 2/7T 200.02

1/12/71; t33.50

1/471 40).50

II

nEVIOUS BALANCE AS OF: 12/30/170
1 $04.48i

/ F---

CHECKS
AMOUNT i DAIL i AMCJUNT

113/71 3.00 11 88.00
1/28/71 35.55 L/30711 20.45

DATiir AMOUNT

1/19/71

I/3411.

12.50
120.90

-/
_3_, .1..89 j CURRENT EALANCE AS OF:

0 1 A0 / 1 $ 612.30

TG BALANCE s,'OUR ACCOUNT FOL:V.1 INSTRUCTIONS ON REVERSE SIDE.

One usual reason the depositor will show an amount of cash on deposit which
is smaller than the bank's reported liability is that he has written checks
which the bank has not received and paid. He will not have recorded one
decrease which the bank already has, until he receives this statement. Is

it (circle)



2.

3. Included with Star Discount Store's bank statement
were the cancelled checks it lists. Someone com-
pares these checks to the store's record of all
checks written. If any checks have not "cleared",
they are listed and added. In the Star Store
example there were three "outstanding checks". They
totaled $308.03.

ANS. 2. C

B(Charge for
service)

A indicates liability
reported a month
earlier.

The outstanding checks amount is the only thing missing from this "bank recon-
ciliation statement".

Star Discount Store
Bank Reconciliation
January 31, 1971

Balance per books

Add:

$306.01 Balance per bank $612.33

Add:

Deduct: Deduct:

Bank service charge 1.80

Adjusted balance Adjusted balance

When the two adjusted balance figures agree, it Lhows that when both records
accurately record the same events, the bank's debt and the store's cash asset
are identical amounts. With errors, agreement is an unlikely coincidence.

Agreement 'is not enough. Star Discount Store should determne the cash amount
its Balance Sheet should show for January 31.

It can reconcile (show agreement) in TWO ways. Which statement shows its cash
asset correctly for Jan. 31? Circle the letter.

A

Balance per books

Add:

Deduct:

Bank service charge

Adjusted balance

$306.01

-0-

$306.07

1.80

Balance per bank

Add:

Deduct:

Outstanding checks

$304.27 Adjusted balance

$612.30

-0-

308.03

$304.27

B

Balance per books $306.0/ Balance per bank

Add: Add:.
Outstanding checks 3) 8 J103

Deduct: $614.10 Deduct:

Bank service charge 1.80

Adjusted balance $ 612.30 Adjusted balance

$612.30

- 0-

- 0-

$612.30



4. In the last frame the two items r,.eded to reconcile
had not yet been,included in the record of on or

the other of the parties. OMISSIONS from one of

the ledgers (bank or depositor) is one of two

general types of reasons 'here is a need to re-

concile. a.

3.

3. A (The money has
already been spent.

-,It should not be
part of Star's 1/31
asset.)

The other category of reasons that the bank statement balance is not equal to
the balance of the Cash account (or to the check stub balance) is that THE
TWO RECORDS HAVE RECORDED UNEQUAL AMOUNTS FOR THE SAME EVENT.

Here ar,- some reasonsfor needing to reconcile. Check the column which indi-

cates which record is wrong or incomplete.

a. outstanding checks

b. Bank statement shows correct amount
for misadded deposit slip which
understated a day's cash sales.

c. Our $45 check shown as $4.50 on
bank statement.

d. Bank statement has credited amount
of note and interest it collected

for us to Co.'s deposit balance.

e. Cancelled checks include one which
we sent to a supplier but had never
recorded.

On the BANK books On the Co. books
WRONG WRONG

omission amt. omission amt.

Could an omission in one record have been recorded at the wrong amount in the

other record as well?

The remainder of the answers to the frames are in an answer supplement printed

on GREEN PAGES.
Find it, and check your answers there.

5. As shown, a ln frame 4 would 'be deducted from balance per bank in a reconcilia-

tion. You enter the other letters from 4 to show the type of correction needed.

Balance as shown by
the cash account $xxxxxOOOOO

I

Plus $xxx
xx + xxx

$xxxxx
Minus $ xx

x

xxx
Corrected Cash Acct. Balance

xxx

$xxxxx.

Balahce as shown on
the Bank Statement $xxxxx

Plus i i $xxx
xx + xxx

$xxxxx

Minus $xxx
xx

xxx xxx

Corrected Bank Statement Balance $xxxxx



4.

ALL answers are in the supplement from now on. Check 5 there, if you haven't.

6. When the items listed below this outline statement are-entered in the
proper section, the adjusted balances will reconcile. Indicate the appropri-
ate section for each item with its letter. Then enter amount of each section
total, and show that the adjusted balances agree.

Ajax Company
Bank Reconciliation Statement

June 30, 1970
Balance per bank

Add:
$72.00

($ )

TOTAL ($ )

Deduct:

($ )

Adjusted balance per bank ($ )

Balance per check stubs $96.00
Add:

Deduct:
TOTAL ( $ )

Adjusted balance per check stubs

A. Bank's activity charge for June, $1.
B. N. S. F.* check: bank returns $10 check from a deposit. Maker's bank

refused payment because he had insufficient funds in his account.
C. Two checks Ajax has issued are not among the cancellee checks: #114, $6

#119, $7

D. Bank shows our June 10 deposit as $21. It was actually $12. (Show
correction in one place for the amount of the overstatement.)

E. Counter check# for $5 is among cancelled checks. Proprietor forgot to
correct check stub record.

F. Deposit in transit: our June 30 deposit of $30 was not received at the
time the bank's statement was prepared.

V
* "Not Sufficient Funds"

# Blankostubless check the bank keeps at its "counter" (for persons who
. don't have checkbooks with them)..



7. Special terminology:

5.

The last frame introduced two usages which you need to recognize without
additional explanation.

I. an equivalent for "insufficient funds': which a bank uses to.label
a check which is larger than the maker's deposit balance at the
time it is presented for payment. It refuses payment, of course.

2. a deposit which is omitted from the bank's statement because it
becomes known to the bank after the cut-off time for its statement
period. The depositor, however, has recorded its receipts within
that period, and has sent the deposit to the bank.

Here is another case with a special label.
3. If requested, a bank will guarantee to accept a check. It pro-

tects itself by deducting the amount from the depositor's
account, immediately; and labels the check to show that payment
is assured. Thus, even, when it hasn't cleared, the check will
not be part of the "outstanding checks".

Here are the terms. Match them to the above explanations by writing the
number of each in the blank before the applicable term.

deposit in transit N. S. F. check" certtfied check

8. Can you prepare a journal entry to bring the Ajax company Cash account to
its correct balance? (It agrees with the check stubs.)

The activity fee might be treated as miscellaneous expense, but use the title,
"Bank service charges". The counter check (E) was a personal withdrawal
for the benefit of owner, Herman Ajax.

JOURNALIZE:

30
. _

To Aeco4d bank chaAge4 and H. Ajax
witackawat. To cteate teceivabte to I

upeace N.S.F. check.



6.

9. Here,are two versions of the same bank reconciliation statement. Make the

journal entry (or entries) which will correct the company's accounts for the

indicated date. On which statement is your entry based? Indicate below.

A.
Feldman, Neal & Co.

Bank Reconciliation for
April 30. 1971

Balance pet bank $120 Balance per books $ 88

Add: deposit in transit 40 Add: Check #208 $22

Total $160 Collection 51 73

Total $161

Deduct: Deduct:

outstar.ling checks 15 R. E. Lee check

iLdjusted balance $145 Adjusted balance

B.
Feldman, Neal & Co.

Baak Reconciliation for
A ril 30 1971

Balance per bank $120

Add: Depqsit in transit 40

Total $160

16

$145

Balance ner books
Add: Duplicate recording of

payment to Collins Co.,

a supplier. $22

Collection of:
Notes Rec. $50

Interest 2

-j $52

Less: Bank fee 1 51 73

Total $161

Deduct: Deduct: N.S.F. check of

Outstanding checks 15 customer 16

Adjusted balance 145 Adjusted balance ,$145

Which statement tells enough? (Circle) A

Check yours kuponzu in the Quen 4uppZement.



7.

10. In this outline of a bank reconciliation statement there is a place for the
four types of items which may be needed.

1

Any fact which causes, the bank's liability record to disagree with our Cash
account belongs to one type.

RECONCILIATION

Balance as shown Gil the Bank Statement $xxxxx

Plus type A items $xxx

xx + xxx
$xxxxx

Minus type B items $ xx
xx

xxx xxx
Corrected Bank Statement Balance $xxxxx

Balance as shown by the Cash account $xxxxx

Plus Type C items $xxx

xx + xxx
$xxxxx

Minus Type D items $ xx

x

xxx - xxx
Corrected Cash account Balance $xxxxx11

For each of the following facts, circle the letter for the, type of item
which it calls for in the reconciliation.

FACTS

$75 worth of our checks are outstanding

2. A deposit, and resulting Cash debit, understated by
recording $110 check ,as $100. (Bank records amount
collected.)

3. Bank's monthly service charge is $4.70

CHECK YOUR ANSWER, then continue.

On the date of the bank statement, we had recorded a
deposit which we had not yet taken to the bank.

5. Bank has deducted another firm's check among the can-
celled ones it returns with its statement of our account.

6. Bank's debit memorandum for its automatic deduction of
amount due on our bank loan is dated the day before our
reconciliation date.

Type of item

A ® C D

B D

A B CD

B C D

A B CD



8.

11. Not everyone is familiar with debit and credit memos. They are simply

messages about the accounting which has already been done la the

issuing firm. Thus, the debit memorandum in part 6 of the last frame

(bank's notice to depositor of a reduction in his balance) was a

debit, rather than a credit, memo simply because debits reduce liabil-

ities.

If the bank increases a customer account, it issues a credit memoran-

dum.

In which case(s), if any, would it issue a credit memo to our firm?

a. Sending a memo with N.S.F. check which our customer's bank
had refuseo.

b. Informing us of the receipt of dividends on stock investments
which its trust department manages for us.

(circle) a b both neither



12. Below the outline of a reconciliation statement are more facts. If they
would create a discrepancy between the bank and book figures ON MAY 31,
circle the number of the item type. If no item is called for, circle
NE (no effect).

RECONCILIATION
May 31,_1970

Balance per BANK xxxxx Balance per BOOKS xxxxx

PlUs Type 1 items xxx Plus Type 3 items xxx
xx + xxx xx + xxx

xxxxx xxxxx
Minus Type 2 items xx

x

Minus Type 4 items, x>,

xx

xxx - XXX xxx - xxx

Corrected Cash Acct. Balance XXXXX Corrected Bank Statement Balance xxxxx

FACTS

1. On April 30, the outstanding checks were $800.67.

2. The checks not yet cleared on May 31 totaled $69.02.

3. Charge of $5.00 for printing of checks for our company
appears on the bank statement.

CHECK and continue.

4. (Give the net effect.) Credit memorandum for $272 is
sent with the bank's statement. It is the net addition
to our account for coupons on our bonds which, for a
$3 fee, the bank had collected for us.

5. The fi.st item on this bank statement is the $79 Jeposit
of April 30, which was in transit at the time of the
last bank reconciliation.

. We recorded as $123 the check you wrote for $12.30.

1

1

2

2

3

3

4 (Ni)

4 NE

1 2 3 4 NE

1 2 3 4 NE

1 2 3 4 NE

1 2 3 4 NE

CHECK YOUR ANSWERS.
(Continue here ONLY IF you missed one of the last set. OTHERWISE skip to the
NEXT PAGE.)

7. Although it had not yet cleared, the check which the
bank certified for us on May 25, appears as deduction
on their statement of our account.

8. A check for 86 dollars on the personal account of the
company treasurer. has been mistakenly deducted from
the company balance by the bank.

9. The bank has recorded our deposit of $89 as 98 dollars
and has added the erroneous amount on our statement.

1 2 3 4 NE

1 2 3 4 NE

1 NE



10.

13. On the left of the form below are more facts about the record of our firm and
the bank's statement of our deposit balance.

Write each amount which will be needed to reconcile in an appropriate column.

If the item will not be needed, write "no effect"

O. Bank's debit Maio, accompanies its state-
ment. A $4.50-cbarge for returning a
check on which we had stopped paym2int..

1.. The cancelled checks returned with a
statement totaled $370.22

2. Checks we have written but .4'tich were
not returned, $28.

3. The bank statement records the deposit
which was in transit at the end of last
month for the correct $111.

CHECK YOUR ANSWERS, then continue.,

4. We have written $456orth of checks
this month, but only $406 worth have
cleared. One $5.00 check from last
month is still outstanding.

5. The bank does not seem to show our
last deposit of $80.

. We find that we have recorded the $10
check to Hays & Company twice.

CHECK and continue.

7 .An $8.00 check included in our deposit
is returned NSF.

8, We have recorded one of our deposits
as $130 rather than the $310 total of
the deposit slip.

9. Bank showed our daily depositsfor the
month. They were $1,629.14.

Check and continue.

We have written $20.20 worth of checks

Which were not returnod with the bank
statement this period.

11. There was a deposit in transit of

$60.

12. One of the returned checks was a
counter check for $9.00 about which

our bookkeeper. had not been informed.

BALANCE
'Ek BOOK

BALANCE
PEg SANK

ADD DEDUCT ADD .DEDUCT

,.14.

450

,



Did you get the last two sets (7 through 12) entirely. correct?. If so,

SKIP ahead to the next page.. If not. -continue, but you may skip as
222:121tallaxt2 aaaarimal1yeaaa
21luzutti=;

13. The bank's charges for the month were

$6.50.

14. We recorded dur $7.00 ,:heck as $70.00;

15. The bank includes the notification of
its deduction for dishonored note whit
we had endorsed.
Note $40.00

Interest .80

Protest fee 2.00
$42.80

CHECK, continue - -Or skip. if 10
through 15 -.1e-e ALL correct.

16, Amounts in excess Of .$600 at the end
of the month are transferred by the
Dank to the savings account. This

excess was $12.04 as their debit memo-
randum shows.

17: Our $32.00 check has been returned
but is listed twice on 'the bank
statement as $23.00. .

18. The bank has failed to show our $50
check which it certified, but we
have not included it in our outstand-

ing checks.

CHECK, continue or skip.

la We have been given credit for a $27
deposit to the personal account of
the proprietor's wife.

20 . As .agent, the balk collected our note
receivable having a face of $80.00
and accrued interest of $1.00. A
$1.50 fee for collection was charged.

21. If you recorded one net change for
020, record the off-setting amounts
in TWO SEPARATE COLUMNS, or if you

did that in 20, record the nt effect
here.

CHECK, continue or skip.

. 22. The hank showed $65.00 for our $56.00
deposit.

23- A last deposit of $3,200 was mailed.
too late to reach the 'bank on the
month end.

t.A-. recorded ms .$30.00 the. $3.00 check

which we find among our cancelled
checks. .

11.



12.

14. A. Write the amount of the correction in the appropriate column. If there is
no effect, sd indicate..

Cash BALANCE reported on each record.

1. N. S. F. check for $7.50 is included
with the bank statement

2. Bank service charge for the month, $3.

3. The cancelled checks include one for
$35 which we had recorded ar $3.50. .

4. Bank has included a $10 check on the
owner's personal checking account
among.the cancelled checks of the
business

5. The first deposit shown on.the bank
statement is the one in transit at
the end of last month. We recorded
this $700 at the time we sent it

B. Determine the column totals

C. If the balance per bank has been fully
torrected,limuch is needed to reconcile
with pne additioNd. book item? (Put it
in the appropriate space )

D. If the balance per books were the correct
one in B, above, what correction would
the balance per bank require?

* * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * *
THE ANSWER to this frame is the first one inside the folded pages of

*
the ANSWER SUPPLEMENT (p. 24). Turn the baoklet and open to

full length.

* * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * *



15. a

13.

* * * * *-* * * * * * * * * * * * * * * * * * * * * * * * * * * * *

Note that theform in frame 14, and the one below are NOT

Bank Reconciliation Statements.
* * * * * * * * * * * * * * * * * * * * * * *

Indicate correction or no effect

Cash-BALANCE reported on each record.

1. Check # 102, which the bank has
certified, is deducted on their
statement at the correct $200,
although it is not among the
cancelled checks. .....

2. Bank records our $90 deposit as
$9 on its statement

3. Bank includes reimbursement check
for Petty Casn, $8. Bookkeeper is
found to have recorded the following
for this transaction:
Dr. Hiscellaneous 3.20
Dr. Sales Returns 3.00
Dr. Telephone & Teler

graph 1.80
Cr. Petty Cash 8,00

4. The bank omits our last deposit a
60 dollars. It was in transit when
their statement was prepared.. . . .

5, Outstanding checks, exclusive of those
certified, total $440

b. YOU SUPPLY the missing item which will
complete the reconciliation. Supply
a new type, NOT another of the above;
and put it ir the appropriate column.

(DESCRIBE IT FULLY BELOW.##)

Subtotals

LESS

CORRECTED DALANCFS

#6

* * * * * * * *
BALANCE
PER BOOKS

* *

BALANCE.
PER BANK

mIlEPAL,_ ADD 1 DEDUCT

$ 614.50 $1,000.00

Here

OR

a



14.

16. On February 28, 1970, the check stub and CLsh account balances of the W. E. B.
Dubois Co. were as shown in th( skeleton statement. The statement from his

ban': included cancelled thee' and a credit ihemorandum for $250 which was

coliN-ted from Zeisel L,.. its non-interest-bearing note. The statement
also showed a 50 cent fen which t he b.11,k retains for acting as agent and the

deposit balance already nntorrd below. it further shm..1 a correction of

the Feb. 25 deposit and ret,.iroed the N. S. F. check of customer V.Y. Plumb
for $30 which we had inclusloil.in it.

A.

In comparing the cancelled .;;nc1,0
were found not to have r'lm. ct:

Check (50, still oncstanding from December 30,
Checks 99, 103; 104 and 10, recently issued,

to the check scuba, tho following, checks

$ 8.55
3,300.00

A counter check for $100 os also discovered. Mr. Dubois had written it

for personal use, but had not remembered to inform the bookkeeper, Check
#95, correctly issued to settle the account with M. Unger at $1041,16, was
found to have been recorded in the books, as well as on the stub, as $1014 16.

It was also noticed that the $800 deposit of Feb. 28, was in transit at the
time of the bank statement', and ^hat the deposit of $997, which was made on

February 5, had been included, mistakenly, by the bank as $987.

A. Prepare a reconciliation statement by using the
above information and the form provided.

B. ONE MORE ITEM IS NEEDED to produce a reconciliation.
Assume it to be in adjusting the BANK balance.
Invert a reasonable, NEW item (not "another ... some-
thing given above) and enter it so as to complete
the reconciliation. Describe it in the space provided.

C. Journalize one or more entries to fully correct the.
Dubois books on Febtuary 28...

84i.arice per bOoks

. Acids

.$ 464.56 Back 5 :.atement Balance 2,965..E11

Adds

Total $ Total

Deducts

S

Adjusted balance

Deducts

Adjusted balance

issairl=111:



C.

30

15.

Look back to frame 9 (p.''.6). Is your statement in A more like 9 A or 9 B?

Make sure your statement is correctly headed and as informative as

necessary for someone else to understand. Then CHECK your answers

very carefully in the SUPPLEMENT.

IF YOU WERE CORRECT in the reconcilia*., .,, part of the last frame,

CONGRATULATIONS! That's all you need do. If you made any mistakes in A,

however, do the ;short problem on the next page.



16

17. The December 31, 1)6, bank statement of the Excel] Company showed a bank
balance of $5,540.50. The check book balance on that date was $4,814.65.
Three debit memorandums were enclosed with the bank statement. They .were:

(1) a $15.00 charge for printing checks;
(2) a $9.90 charge for an overstated total on a deposit

ticket;

(3) a $41 charge for a customer's check returned because
of insufficient funds.

(4) A credit memorandum enclosed with the bank statement
indicated that the bank had collected a $100 note for
the Excel] Company, deducted a $3 collection fee, and
deposited the balance to the account of the company;

(5) The bank statement did not show a $750 deposit which
was mailed to the bank on December 31;

(6) There were outstanding checks totaling $1,2,50.

1. You are to prepare a ban reconciliation for the Excel] Company as of
December 31, 1965, using whatever spaces you need in the form below.

2. The items mentioned will not produce a reconciliation. After you have
entered them in the appropriate location, invent a reasonable item
which, when entered as a correction to the balance per books, will com-
plete the reconciliation.

Explain the nature of this item fully and carefully in a footnote.

EXCELL COMPANY
Bank Reconciliation, December 31, 1965

Balance per Books $4,814.65 Bank Statement Balance $5,540.50

Add: Add:

Total Total

Deduct: Deduct:

Adjusted balance

Footnote:

Adjusted balance



The remaining pages are copy for the ANSWER SUPPLEMENT to Reconci-

ling the Bank Statement. Except for 24 through 27, which are full -size

pages, each page is meant to be cut and assembled into a half-size

booklet which can be used comfortably as a cover sheet, as well as a

confirmation source.



ANSWER SUPPLEMENT

In this booklet you should ignore the back of this page--and each left-hand

page--as you go through and check your answers on consecutive right-hard

pages. Turn a page after you finish answering a frame. There will be

more instructions when you need them. Keep the large pages folded until

you are directed to use them.

7.

ANSWER 8.

30 Aceoubs ReceivabZe 10 00

Bank 4eAmice chaitpez 100

H. Ajax, '12Aawing 5'00

Ca611.
.

16 00

To AecaAd bank chancle4 and H .Ajax
withdkawae. To ottate uceivabt-e. to
kepeace N.S.F. check,

,---1-



2

ANSWER 4.

a (given).

b

c. .

e.

On the BANK books
WRONG
amt.

omission

OMIN.IM111.

On the Co. books
WRONG

omission
amt.

emanIOW

FIRST, answer frame 5; then check it on the next right-hand page.

ANSWER 9. A 8

One compound 30 Cash - 57 00
entry is most 14isceilaneows Expenze ((A Cottection Expense) 1 00
efficient. Accounts Receivable 16 00

Notes Rece,i.vabZe 50 0C
Intuteist (on. Lite/test Income) 2 00
Accounts Payable 22 00

To adjust Cask. balance ;'in bank. iteconatiat-Lon.

However, any other _

equivalent comhin'a-
tion is equally

correct: e. g> >

Cash
Accounts Patjabte

tioneasis FYpeloe

41 I

anal! Mr
1111101111E111111

Eli
(zte:c

rnliertiein o6 note and .i.r..01.e.s.t

bank'A. ie.L.

Cask
cheol-4.40 La../



ANSWER 5.

Balance as shown by
the cash account

Plus
. . . .. ...

61 d

$xxxxx
$xxx
xx + xxx

$xxxxx
Minus $ xx

1 xxx - xxx

Corrected Cash Acct. Balance $xxxxx

Balance as shown on
the Bank Statement
Plus " I $xxx

J xx

Minus $xxx

4114 c
I

xx
xxx xxx

Corrected Bank Statement Balance Sxxxxx

9

Type of item

ANSWER 10-1. . A 015 C D

2. . . A

3. . A



ANSWER 6. Ajax Company
Bank Reconciliation Statement

June 30. 1970

4

Balance per bank-
Add:

TOTAL.
, Deduct:

Adjusted ba ance per bank

Balance per check stubs
Add:

472.00

($30.00
($102.00)

TOTAL
. Deduct:

k 14 A
Adjusted balance per check stubs

($ 22.00)
($ 80.00).

$96.00

It's OUR correct
cash to which we
reconcile.

10

ANSWER' 10-4,C) B

6. A



5

ANSW4L7.

..1....deposit in transit / "N. S. F. check" j certified check

!ANSWER 1.1.

11

...receipt of dividends on stock investments....



6
Frame 8 should be based on the analysis below.

The symbols in the form stand for:

A = TOTAL assets L = TOTAL liabilities
P = TOTAL proprietorship TEMP. = temporary PERM. = permanent

Why will the depositor never need. to record corrections to balance per bank?

e e e

externals (circle a, b. or e.)

lt is a CEMTnall.. b. It is a rifirLIXI.

EqUat Ion turrenary:
CHMlGE in A.$ , 00 TIM! $ I. Ge

CHANGE Ln P

.11It .11 -1141I 10$ with it

.( Internal

CHANGE in Lm$ PERM. $ 00
(circle appropriate change

Schedule of L P change(s)11 Schedule of A L 65 change(s)

Accowitz Re ceiv abZe.
, , . $1.00 IQ$ 10 . oirt .)ana .Setv.t.c.e ChaAcie5

s 16. af.'111-1. Ajax, Dicalang $5.00 CrZ)

Schedule of A L P changQ:, $ +

Ca,61t

If you recognize an error inyour_journalentry, correct it before you
--iOniinue. (Remember, the only correct reason for any debit or credit is that it
follows a rule for changing assets or one for changing equities. *) Now,

'check your corrected entry on the page.-

*liabilities AND proprietorship

12

NOW TURN THIS BOOKLET end for end (so

you can read this).

.Avm ames.emq uI 'axed puvm
-qm2Ta amq uo peau-ho4 saaftsuV.aml pUlg pq anuI4uo0

.'qm2Ta anoA qv e2vd eq uo axe gamisNy qs:14; ads



14. A.

Cash BALANCE reported on each
record.

2.

3 .

4.

5.

24.

ADD

BALANCE
PER BOOKS

BALANCE
PER BANK

DEDUCT ADD DEDUCT

67.00

7.50

300

31.50

16.00

$10.0

No ,2:66ect

B. $67.00 $42.00 $86.00

C.

D

. . . 61.00
($ WTOT - $42.00) --$86.00

($8.6 - 61)

61 00



ANSWER 13-10,.

12. .

ANSWER ' 12-.1. 1 2 3 4

1 3 4

3. 1 2 3

)'

0NE

NE

NE

__

BALANCE
PER BOOKS

.

BALANCE
,

PER
;.

!RANK

ADO t
,

DEDUCT ADD H DEDUCT

OOOOO

. .

.

. .

.. . 9

'

.

00

. . -

.

. 60

J

.
00

.. .2020
. .

.

13

19



14

ANSWER 12.4. 1 2 3 4 NE

(If 3 and 4 were both circled, what error would you not be able to detect?)

5.

6.

1

1

2

2

3

lb
4

.4

To put bacl the extra $110.70
we had credited to Cash.

BALANCE

PFR BOOKS

NE

20

'ANSWER 13-13 . r

14 . 63

15 .

6

. .42



:ANSWER 12-7 1 2

8.3 2

9.1 3 4 NE

13

NE

21

Bank deducted $46*
correct 32.

Addback $14.



ANSWER 13 0 .

2

BALANCE
PER BOOKS

AD 7;

4

16

.28

22



3LIS041,10

NIOTR. OHMS

ANSWER 132

23

BALANCE
PER BOOKS

ADD DEDUCT

23

BALANCE
PER BANK

DEDUCT

...
2700

3200 00

9 00

AFTER YOU COMPLETE frame 14, TURN the booklet

again, and OPEN THE FOLDED PAGES.

The answers are inside(page 24)- -rightilland

page.



BALANCE BALANCE
P ER, moxs PER BANKasstarmoginaman:

ADD DEDUCT ADD IT)

18

I



14. A.

Cash BALANCE reported on each
record.

2

3

24.

BALANCE
PER BOOKS

BALANCE
PER BANK

ADD DEDUCT ADD DEDUCT

67.00

$ 7.50

4.

5

3 00

31.50

.....

76.00

. ,.$10.0o

No e6iect

B. $67.00 $42.00 $86.00

C. . 61.00

($f28.00 - $42.00) . $86.00

. . .. . ... . ... 61.00

:5] = ($ 86 61)

D.



ANS. 15 a.

Cash BALANCE reported on each record

I. -Check #102, which the bank has certi-
fied,. is deducted on their statement
at the correct $200, although it is

not among the cancelled checks

2. Bank records our $90 deposit aS $9 on
its statement

3. Bank includes reimbursement check for
Petty Cash, $8. Bookkeeper is found
to have recorded the following for_this
transaction:
Dr.. Miscellaneous Exp. 3.20
Dr. Sales Returns 3.00

Dr. Telephone & Tele-
graph 1.80

Cr. Petty Cash 8.00...

4. The bank omits our last deposit of 60
dollars. It was in transit when their
statement was prepared

5. Outstanding checks, exclusive of thote
certified, total $440

fi#

b. YOU SUPPLY the missing' item which
will complete the reconciliation.
Supply a new type; NOT another of
the above; and put it in the appro
priate column. (DESCRIBE IT FULLY
BELOW.##)

Subtotals

LESS

CORRECTED BALANCES

25

BALANCE
PER BOOKS

BALANCE
PER BANK

ADD DEDUCT ADD DEDUCT

$614.50

No eiicct

$1,000.00

81.00

8.00
)

60.00

440.00

IMINIMIIMI ID W

94.50..,........_,.............,
. .......

..,

......_______

.$709.00 $8.00 $1141.00 I $440.00

8.00 440.00

[1121.20 .... ...... i . GO....$.1P

Po&sibte miA4ing itemo:
1. 94.50 collection by bank on oun behal6
2. Cash zateh o6 $989.50'

Jtecotded ah 895.00
undelatated dn. $ 94.50

3. 94.50 check to a 6/4)M-77Ete..k. had been neconded twice.
4. Omitted ucoAding o4 94.50 depo4i,t.
5. 47.50 collection ItecoAded ass a payment.

OR OTHER numbela
with flame AtIdetence


