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SELF-INSTRUCTIONAL MATERIALS FOR TCPICS IN ELEMENTARY ACCOUNTING-
A MEANS T0 THE DEMONSTRATION OF PAY-OFFS FRCM INDIVIDUALIZING
TIME-TO-COMPLETE

Summary

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

For each lesson the performance objectives were embodied in four cri-
terion tests and it was the develcpmental 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 instituticnal interferences
wlth 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 ard analysis.
Its purpose is to document and explain why the impact of attempts to
alter college instructiomnal practices is often negligible.

The planned development of the lessons was handicapped by lack
of expected cooperation and by the {requent turnover of personnel
filling supposedly-cooperative roles. Subject to these influences,
the customary pattern of developing programmed materials was followed.
Jt 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 - ore which omits many academic counterparts to
constitutional guarantees. '

The means of evaluation were to teach elementar}kaccounting,
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 beyénd. 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 rfor 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 fotrfth lesson, all groups did too
well for a significant difference to exist.

0f 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 instructionzl system was very consistently advantageous, In
most graphs the line for the system students dominztes that for
the conventionally prepared groups over all relevant ranges of
aptitude. Where there 1is 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 advantage 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 alsy reports widespread faculty indifference to this
finding.




SELF-INSTRUCTIONAI MATERIALS FOR TOPICS IN LELEMENTARY 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-
uvation 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 g 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 varied
means to valid learning. The Universicy 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 undevrstood and accepted by enough
of the University of Massachusetts administration
to make a beginning possible (provided the vehicle
of self-instrucztion is available). Since hubits
of thought do not change rapidly, it seems 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 Uriversity of Massachusetts climate in the above
quotation was unduly optomistic. 7The 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 Depts
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 extend 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 groups and revise if necessary.

During the summcr of 1970 four criterion tests (progress checks)
were prepared for ecach of the four lessons. In the case of "Account-
ing for Bad Debts'" these were entirely new tests. Tests on the other
topi.s were either already in existence or were edited combinations of
tests which had been in use for several semesters. The testc on Bad
Debts were designed to help maintain certain behavior which would be
necessary for several of the post-tests. Prior experiencs had indi-
cated that certain details of topics presented early jiw the course,
which were frequently incidental parts of problems on the topics
under development, were not well retained by th: time of the final
examiuation. Infrequent occurrence is alsc & significant character-
istic of the events and reporting which —axke up the Bad Debts topic.
Therefore, while the types of occasinus about which a student needs
to iearn are not numerous, and while the individual responses are
not long or detailed, there is i need to provide context for the re-
sponses whici may cover a c.nsiderable span of time. One of the
instructional problems %5 to enable the student to distinguish ac-
curately between "ad‘uStments", 'write-offs", and "'recoveries", as
well as to producv appropriate responses to each. A difficult
problem, whick 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 inciuded for
behavior maintenarice proved much more time-consuming than was fore-
cast.

As originally planned, some of the naw 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 ._1e same concepts. By varying the format, we dis-
courage the learning of location rather than of a concep.

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.

Y
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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 te 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 haif of
them had completed the assignment when they were
given a criterion test;

the abandcnment of this topic by the instructor.

The PI concurs with the avbandonment 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 new 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 reprecented 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 satisfactoriness of the lessons or progress checks
for them. A few individual try-outs of the lessons were satisfactcry
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 lesscn, 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 tock 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 iesson 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 develcop-
ed in the project, but circumstances more nearly recembled the semester
planned to precede evaluation. 1Indeed, nearly every depart ire from the
plan for the project resulted in an object lesson showing the importanc:
of having included that element in the first place.

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

EXHIBIT 1
OnIGINAL RESEARCH DESIGN

System pair ] Conventional pair
PP PT . i TP 7
Accounting cycle System using | System using | Text, and Text, and
and instruction- instruction- | "convention-| ‘‘convention-
merchandising al program al program al' plan al' ptan
(approx. 6 weeks)
Any subsequent New Pro- Text, and New pro- Text, and
period, but timing grammed Y'conven~ grammed ‘'conven-
same for all materials tional'" plan | materials: ticnal'' plan
treatments :

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 opsrating 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 systggb :

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

F—%}a. Student studies program and takes self-quiz.

b. Seecks help, if necessary (office or individual
question -in class).

A4 .
c. Takes progress quiz (for which
correct solution is immediately

availabie).

| d. Ggﬁﬁcr provides feedback (available
next day--ﬁfTWEEN classes).

e. May take nmté-up~-before, (during), or

after next class. é———

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 fcom
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-
enatics, (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 tue 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 instructory
only. However, he was at once put on the payroll and asked to

11.



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 his ~{udents would be tested by
items drawn from the criterion tests. He v.:c 1so clearly convinced
of the cumulative character of most of the course.

The decision of the Department to designate the sections taught
by the PI with special numbecs (Appendix A, p. 3) could have effective-
1y 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 ncnexistant)
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 ir {he system pair was twenty-seven students,
Sixty-three students were enrolled in the conventional pair of sections.
Of course one must assume that a systematic bilas was introduced by the
exercise of student choice.

At the tiue of the mid-~term examination some students in the sys-—
tem treatment had completed all of the pre-project lessons and all of
these topics had been assigned in the conventional classes. 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 conmrentional pair
" ook the *test. Not all of the system students had passed a progress
cieck 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

12



Unlimited time was allowed for completion 7 the test. Total and part
scores for the two groups were compared in a »nz-wasy analysis of
variance.

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

The rationale for this unorthodox prading 1s as follows:

1. Wat is treated as important for grading tends
to over-ride any other messzge 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 count
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 1s 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 conventicnal practice 'teaches'", by reinforce-
ment, that crippling deficiencies are adequate. '
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The scoring which was used 1s « compromise with the need to pre-
‘serve understandability of the scoriny process. This opened the door
to flaw-picking by those who achieved hizh, but imperfect, performances.
The PI 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 secems
to have presented it as something for which he was not responsihle.
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 response 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~tasts
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 imstruction forced compromises which were awkward and unfor-
tunate. In the normal operation of the system, 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 tcpics 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,
"0f 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 neededto recognize that part of the
criterion performance involves the use of previously-learned behavior.

Mid-term examination results will be 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 mot 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 projéct 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 che
‘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
stident saw any post-test item related to the topics of Petty Cash or
Bank Reconciliation. At the other extreme, ajproximately one-third of
the students had taken the progress check frow - 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., The 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 quizon the
Bad Debts topic was too long by nearly 100%. " 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 iines. (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 Le a
primary explanation. 1In the TT treatment only 6 of 21 students even-
tually succeeded. While things proceeded serenely for students of
the system-pair, most students ¢f the conventionally prepared groups,
while improving, experienced little or no success. In the TP treat-
ment, there were only three attempts on the last set of progress
checks; there were five in the TIT treatment. (Cne 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 conventicn~
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 of ;several conventionally-prepared stu-
dents to the Department Chairmap. They objected to taking the pro-
gress checks, let alone having jo0 pass them. aithough 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 quijzes but assuring them that the re-
sults "would not affect their 3zrades unduly!™ . Of course the language
is unimportant. The behavior of most students is consistent with the
first message. It 1s an essential of contingency contracting that
the reward for satisfactory performance must depend absolutely on

———

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

3. The vooperating 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 deliperats abandonment of the original
criterion. Seven of the conventioral-pailr passes were on this test.
It was failed ninc times. One system pass occurred on this test, o
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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. 1In 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 omn 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 found that the cooperating teacher was working on his own version
of the final examination. It developed that he had been instructed to
do’ this by the Department Chairman. He sai. 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 wmade.

Probably because there was no way to prodiu.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 hypo.hesis that chance explains
the difference in mean performance between groups taupht 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” had changed substantially, Becauso
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 int2rest. TIi{ is necesssry to
acknowledge limitations on these aptitude weasures. 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 1s 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. 1If 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 wrating 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 rrom many dif-
ferent courses and institutions, is judged to be leus 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 O to 4.0. Most of the grades were awarded under the former
system, but the existance of some of the new grades seemed to force the
inclusion of the intermediate values. Ofviously, 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 1s 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 tne 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 t6 reach the
.05 level of significance only in the case of sub-test 3, whereit failed
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~ 7 - Significance
Test Treatment N Mean F Leve.
1l Conveuntional 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 APPENDIX B o
Number pages Topic
1 ,7,8,9 Transaction Analysis and
Recording
2 . 3,4 Closing the Books
3 5 Financial Statement Relatjon-
4 6 Effect of Adjusting Fntries
TABLE 2

One-Way Analysis of Variance of
Subtest Scores Given on Final Examination

Sub- Significance
TJest Treatment N Mean F Level
5 Conventional Le 10.02
System V4 15.64 6.69 .05
[ Conventional L6 3.39
System 14 6.43 19,91 .01
7 Conventional L6 L.89
System 14 7.57 19.97 .01
Subtest APPENDIX T _
Number pages Topic
5 11 . Merchandising
6 12-13 Making Adjusting Entries
7 16 Financial Statement
Classification

L3
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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.

Fortuanately, the treatment-interaction analysis can indicate whether
the performance 1s 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 is'less that 625 is somewhat more likely to benefit from
tie system than from conventional instruction and that this likelihood
increases 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 1s 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 wvariable 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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Graphs

of Regression Lines for Each Treatment Against Three Aptitude Measures
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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 after
conventional preparation the data was also complete - only tue s:u-
dents from the other schools being unavailable. The table belov shows
the various numbers of cases in which data was available on tte 21
students receiving conventional instruction entirely.

TABLE 3

Aptitude Chareccteristics of -
Treatment Groups for Evaluation of
Project-p odiced Lessons

ALL ALL
SYSTEM CONVENT IONAL COMB INED
FRESHMAN ENGLISH GRADE
Sample Size Sl 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 B K 16 2L
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 .0l level in two. Of course this group was vastly
superior in the mnst important respect, that of achieving an acceptable
indication of mastery on some criterion test. In terms of the perfor-

24




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 1little 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- Significance
Test Treatment N Mean F Level
1 All System 14 3,36
All €onventional 20 1.95
Combined . 26 2.85 4,99 - .05
2 All System 14 10.29
All Conventionzl 19 4,16
Combined 23 4.83 12,85 01
3 All System 14 23.21
All Conventional 2 17.75
Combined 26 17.73 3.06 . WN.S,
4 All System 14 5.36
: All Conventicnal 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 Imprest 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 shert 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 gererally consistent with
those discussed earlier in showing that, except where the post-test
scores are not significantly different, the rzgression line for the
system treatment dominates that for the convertional 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 unpiversity 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. 1In "The Job of a College President," Herbert
Simon wrote, '

Today, most ct 'lege classes are conducted as
though Gutenberg had ~ever existed. The teacher
lectures (from the t:x+book, if the students have
their way, so they n.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 211 possible pro.esses

26



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
1s 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.

Managing the Behavior of Teachers. The attempt to suspend laws of
bzhavior applies equally to most other college instruction. It is
an axiom that behavior 1s the result of its consequences, and the
implication is that universities are so structured that the conse-
quences of ignoring learning deficiencies are mere 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 G. 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 iIn 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 variatioms ca
one theme: Behave according to a rule or algorithmic
decision process. Setting up rules »nd exnforcing them,
reinforcing only improvement in perfoimance, 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 hig
own behavior. People as managers of behavior may also
be mythical creatures i1f 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 Sermelroth,
by permission of the National Soclety 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 uvniversity 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 wihen
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 fime 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.) 1In 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 colieague 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 « rationalization.) Communication failure was clearly
present, desp:ite the provision of the progress checks, solutions and
scoring as operational 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 coriucting his classes, Of
course this was a very large task, but i1t also calls for slkills
which are not possessed by the typical university instructor., When
pointed out to him, he acknowledged that the plan was to teach to the
test-embodied ovjectives, 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 now specifically the Department Chair-
man may have instructed the cooperating teacher.)

One of the things attempted in a final 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 irrelevint 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
reccgnize and communicate the true magnitude of the mid-ter. deficien-
cles. Our disagreement is with the wisdom of responding with false
appraisals, rather than more time to achieve. (See Appendix A, p. 15)
The defect with the former is that it minimizes the incentive for
remedy. Any instructor in the present university system is assigued
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 c¢ssential. 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). 1In 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 1t. 1Its function in the
design was to allow him to benefit from mistakes of s.rategy and em-
phasis. The PI would regzard his reaction to the mid-term (the test,
not the results) as promising. However, in the terminal interview
he indicated that 1f 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 elimirating 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 vequired 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

throug. 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 lesarn 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 gete only about twenty-five percent of an

oral presentation (9). With 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 teacher is an overwhelmingly im-—
portant variable in the learning equation, and the outrageous presump-
tion of an administration which, witiile 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 amateurist. 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-
ciencivs summarized in Exhibit B of Appendix A (page 23). By failing
to take any action when the informatior in this exhibit was presented,
the Schnol administration chose (not "withed 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 impnrtant. 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

Var- Percent Variance Explained N
Mb;f Conventional Svstem _
umber % 2 7% % O.5%| __ 28% 7% %

1. | -0.08 CT5D

2. -0.24
3. -0.10

0.18
0.23
4. 0.09 (0.50)
5. 0.28
6. -o 33
7. 0.06 -0.04

8. (-0.45) -0.03

0.52 0.10 -0.l4

0.13 0.12 -0.0 rn_s;\ 0.10  0.03
0.18 0.16 @ :

0.10 (@.56) -0.06{|0.46 | 0.26 -0.25
0.03 0.31 -0.14f \o.61f 0.23  0.09
0 0.2 -0.13] 0.23 (0.68% -0.2
-0.40  o0.0z] -0.27 Lo0.63] o0.25

-0.04 0.03] -0.41 -0.07 0.04

0.03 -0.03] 0.01  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 variablcs 5 aud 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 programmed lessons. Vari-

ablie 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, while 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 hialf the items.

EXHIBIT 5

Part of Department Subtest of Elementary Accounting

REQUIRED: 1Indicate the immediate effect of the foliowing incependent errors
on each of the accounting elements described in the column headings below.
Assume. the books are clescd immediately after each indeperdent entry. Use the
following code:

+ overstated - understated 0 no effect

Accounting Elements

Error Net Total Total Total Total - Total
. Income Revenue Expense Assets Ligbil=- Ownar's
Equity
Example: A failure 0 0 0 - - 0 -

to record an investment
by the owner.

}. Ffailure to record X
sale of services toc a — —_— o] — (o) O
customer.

2, Cash received on X

account from a credit

customer credited to O + o +’ 0 +
revenue.

X identifies incorrect response.



i

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¢~cur early in any elementary text-
book. Virtually the entire course is “uilt 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 ejquation 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 moneo>f 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 Ji 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-
¢y 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 1is 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 eristing 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 tc be
deterred from suggesting a general weakness.

One objection which is frequently heard does not apply here.
That is the observation that for studeunts 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 1s approved is a great tolerance for non-learning.
That is not to say that the students wish not to learn.® 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 Sor real help
that is available or when the cancer victim accepts a palliative for
needed surgery, the results are similarly harmful.

Needed: Criterion-Referenced Grading. 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. OCne 1s that the course 1s required on the assump-
tion that it will provide suitable entering behaviors for a number of
later business courses. The other 1s 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 of
instruction are intended primarily to prepare the
individual to undertake the 1ext unit in the se-
quence. To the extent that it 1s 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 1is 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
congideration 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 1earning."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 1s 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 under 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 Burnms,
R.W., Educational Technolc-v, Vol. VIII, No. 20, October 30, 1967.
Permission to reproduce th:.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 copyrighted 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 Massachusetts
grade point average from 2.26 in 1962 to 2.82 in 1971. T - “vont
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 expectaticns 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 1s 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 by 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 prianarily 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 . ae 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 the 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-

. lems 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 you. mother say?" is a familiar question. Even if father
does not agree wit1 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 instf+“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 the credits
1s nnambiguous advance planning. University academic planning suffers
severely from a confusion between good intentions and good performance.
The Accounting Department's very convenient illustration of treatingwhat
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
tlils exercise were unaware of their folly. Powerful, but subtle, forces
re 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 1s threatening. There ar: 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.

38



Even while respond'ng to a strong general seuse of teaching in-
adequacy, college instructors,because ihey 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 *¢o
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 1s 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 mcasured? 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 géod deal of testing requires the re-
call of a word or phrase, which can only
be the product of rote.

5. 1In 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 treat all knowledge
as interchangeable - i.e., to pay attention
only to a total score, which may be obtained
by very many different combinations of re-
sponses.,

7. Common final examinations and other cross-
teacher measurements that might be tu.e 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 tkrough 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 nct making
a large impact on a gross measure. A par-
tial success is interpreted as a tctal
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. 1In 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 intuiiive than
others. When the writer first began to analyze his testing of this
topic he found that eighty peréent 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. TFee 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. Gollected $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 ol +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 grovp had made a correct-looking response to
A, despite a serious misconception. The error rate in the system
group was 347 on the B task; in the conventional group it had

risen to 70%! The task for A is much more typical of accountinc’
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 tc teach the misunderstanding.

Even if clearer evidence is collected, there are means of mak-
ing things look brighter. Decisions have to be macde 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 'impcssible!"

No skullduggery need be involved, we emphasize. The greater
comfort of an unbruiscd 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 de.iberate
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 sufficientlv satisfactory is neot rare.

As practiced by the average faculty member, testing is super-
stitious behavior. Although errors tell more about student capa-
cities, a total derived from the correcc 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 forws vere 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 mairitain 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 '"collegial authority'" and ossociated 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 Comnittee.) 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 possitle decisions.

Recognizing ''collegial avthority" 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. dministrators should insist on opera-
tional goal-setting and should oversee implementation of these stan-
dards, especially within nultiple-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 dllocations 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 periocd 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 dependsble 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 1s 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 ai: 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, I% certainly would be possi-
ble for an individual dean to bargain for some longer—term guarantees
of support which would reduce the risk of dzvising 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 coyrse, 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 vhich can be made. For many years
it has been possible for a student to qualify for the equ'valent of a
year's instruction by passing ten examinations. A $5.00 fee for ea:ch
one would make the out-of-pocket cost of a year of college $30.00,
It is clearly pathological that this option has wvirtually nevar been
utilized. Whatever 1s 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 predicticns of
what will be expected of them through class attendance. Ju<iged 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. 1l4) 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 avaijilable.
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 inrmeed 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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, aouts with appropriate entering behaviors. The system had established
these behaviors among those stucents who participated in the compara-
tive testing.

The objective of obtaining mastery-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
system which leaves open the question of whether this objective might
have been achieved with any lesson. There 1s rather strong evidence
that many students of the conventional pair were too 1ll-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 achileving 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-
cillation 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 those.of 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 three of the project topics in two semesters befove
the lessons were developed. The textbook had proved a feasible ve-
hicle fcr his students to meet the objectives for {ost 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 nasterv, 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 indeterminate. It does seem certain that

the system is as important as the sel.-instructional material, if not
more so. Lf 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 uot advantageous
in any respect. 1If the topics are not to be learmed, not assigning
them is superior to all treatmentsused!

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. 0(ne way to accomplish
this is to use the system with the self-instructional materizals
which were developed prior to the project. A teacher who is pre—
paring his students by another ineans 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 thlat if the results achieved by the conventional
instruction are considered to be all that is feasible, then it
would be better to provide self-—instructicn to sel=acted 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.

v

0f course, this report does tot 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 conténded 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-
at2 and expensive enterprise of a University is certainly not
jusiified by this service alone - nor is this its claimed accom-
plishment. Howeer, there is no evidence that corventional in-~
struction contribites anything to learning. ''Impossible answers'
usually contradictel the barest und2rstanding of acrounting fun-
- damentals (p. 34). The small number who may have understo»d
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 (Apr=zndix
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 wlll 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 ic 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 te 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 1s 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 enumeiited. 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 ne:essary to
employ professionals to coach faculty in operationalizing their goals,
and it 1s 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 1its
intended effects. The purpose will be to cdecide 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 many of
the functions which the system will need to lLave 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 nc wish to ignore affect in appraising the quality of instruc-
tion, but it should be the affect of instruction which effectivc-
ly reaches cognitive goals. It 1s 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-ischievement 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 dre vast resources which
can be redirected. There are also vast deficiencies with respect to
even modest goals. As disadvantaged grou,s are ir-:reasingly admitted
to the University, more professional, lengthy and ¢xpensive 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 1s 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 budgetarv 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, "VWhat happens (would happen) if tho 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 vary 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 1s a person for whom there are consequences.

My experiment re-designed. The semester (Fall, 1970) was barely under-
way when I nonted that the depariment Curriculum Committee had been asked
to consider whether cections 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 Atvting 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 notified 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 was asked to attend. 1 left when the meeting ‘rroke up. My im-
pressicn was of a surprising and flattering interest ir 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,
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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 i1f a recommendation were made the 2arliest 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. T.e only personwho
had ever asked me about an adverse student reaction voted with meagainst
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 guestion 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 permiss.on to submit
the project, I fully expected the action to be overruled. Buefore des-
cribing what happened instead, it is necessary to povide some tackground.
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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. 1In 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.

The establishmenc 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 was early made clear
seemed an improvement.

Resources were plentiful, and few other members of the department
made use-of 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.”" 1 recognize a very close parallel. 1In particular, my exper-—
ience agrees with the comment '"several investigators report relative-
ly high drop-out rates from Keller-based courses, and the mos:c 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 spzeded-up introduction designed for gra-
duate students. His explanation for not continuing to use it was
that the program did not save time, 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 topies 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 conventional 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. Sirce 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 dis-
tributed during a meeting. No recrommendation 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 257 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 studen’s who had earned it.
For example, 557 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 préfound significance in this data.? Even
without the detail to which it was attached, the facts summarized in
the fotlowing 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 257 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-
mess 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 thaﬁ 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 probl:m

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 méeting. At the conclusior 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 everyv 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 m2eting re-

ported earlier is that the chairman of the testing committre 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. o
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 advantaye in score would be dismissed
on the grounds of bias. However, I have secured a written contradicton
of #3 from the person suppesed to have participated. Since I knew of
strong evidence of an opposite bias, 1 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.

3. pp.37-42
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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 amat a loss
to account for his behavior, unless the influence of the Acting Depart-
ment Chairman (from whom I fear:d opposition) on the pending tenure
decision for this faculty member resulted in an implicit collusion.

The man is a former student for whom I have written many recommenda-
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 communication. However, puzzled by my inability to see
the gre:t difference between the comments of system students and those
from coiventional sections 1 asked a colleague, a specialist in educa-
tion measurement to secure some independent assessment. His memoran-
dum reports that the comments could not be reliablv categorized and
continues as follows:

"Both groups containéd both po<itive and
negative commentary in regard to student per-
ception of the ins-.vuction, 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 sz nice to see

A-8



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 dlscernible
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 inncvator, 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 rur 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 environnent has changed, and in today's environment
I would know better, lut 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...."

A-9



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 debtq.

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, alove) (project director) was under
the impression that, due to the computerization of the
assignment of students, each section would contain a
raudom 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, technicaily, 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 ¢f the impossibility of mak-
ing a rule (abzur the assignment of students
to sections) which had been standard practice
for many years ir. the near past;

(4) the arrogant assumption that the committee
could judge a degree of bias in hypothetical
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
cheracteristics 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 Psychology
Joday. 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. (Doob, 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 :hat, 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.)* 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; znd I took approval of the pro‘ect plus agreement to
a plan (shortly to be described) as indicating 'is acceptance of what
I knew. (It should be recalled that this proj::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 alternative 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 par:mount conclusion to be drawn from the testing described
earlier was that tlere is no discernible requirement for the passing of
the first accountirg course, Once this fact was recognized, it was easy
to understand why some students emphatically preferred the conventicnal
instruction. Requirement of a number of criterion performances before
credit for the course was granted amounted to & contingency contract.
There ure two essentials for using this powerful educational technique
(Freider, 3). The first is that the learner desire the reward offered.
This ccndition 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 shcwed 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 permissizcn 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 drcuments. Ke-
production by users of any copyrighted material contzined in documents
disseminated through th2 ERIC system requires permission of the copy-
right owner. :
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In the fall of 1270, three sections of stucents 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 descripjion of the activity scheduled for each of
the tliree rooms. One of these rooms was always devoted to conventional
instriuction based on assignments in the textbook which all students
would later use. The other rooms were used for the operation of the
system. 7This meant that the student either took prog-ess 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 programumed lesson and all
students were required to satisfy the progress checks, however they
had studied.

A Reversal. This piran 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 using *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 Dspartment Chairman informed me, without in-
vestigation, that this experiment was a1 failure. It was at about the
same time that I was encouraged by the Regional Office to resubmit
the proposal for this project, unfortunately delaying its start until
the Acting Chairman took over,

Attrition. The reverse of the performance coin during this semester
of instructional options, especially as viewed by the department, vas
the sma2ll 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 iInstruction were offered, stidents
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 30% 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 highliglt the schedule which a student had to maintain
to be ready for group instruction. As a matter of wmotivation, there-
fore, deadlines were announced for the completion of two different
stages of progress. The first of these came just before the deadline
for withdrawal without grade. . (Deadlines were extended in case of
‘llness, 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
nprincipal investigator knew that not meeting the deadline was a cer-
tain sign of eventual frustration. Moreover, .o student was failed on.
a technicality. If he claimed to have overlooked the r-ile, 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 deadiine was justified only because passing
was impossible!) It was diswaying 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 cf 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 vhat is rational." It was here that I misjudged the
Department Chairmai. I have never been allowved to testify in suffi-
cient detail. My assessment is that student and 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 iu-
creasingly clear that because learning is not customary it is regarded
by many faculty as not necessary. To act on a contrary assump-ior
thus violates student expectations and generates administrative sym-
pathy for their complaints.

The Distinguished Sections. The failure of my strategy tc 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 juaranteed to anyone passing
all required progress checks - a task previously expected by mid-term.
Ten students remained enrolled. Five pacced the progress checks.

On three parts nf the testing committee's test, used on the final, all
were at or above i:he 94th 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 i1dentified clearly raised the question,
"What in the world are the performances which my colleagues treat as
adequate ter.: 1al 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 Personrcl
Committee. This assurance was given as late as the day before ..
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 mictake. 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 ne thatthis 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 mv
first point. I was able to detect no concern fur 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 opirinon ...

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 experienceds 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 merey 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
nad been consult:d 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-
ran secured the removal of this reference ficm 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 absencr
of responsive, friendly feedback in the system - not the personal -
problems of an individual. It was June before-I assembled the 11
copies of a carefully documented formal grievance. I then learned
that nothing more could occur until after some elections’ in the fall,
but I was given every encouragemert 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
chairran to make sure. He eventually became very supportive, but
now led me to expect nothing and to bring a lawyer to the conference
w.*t' the subcommittee. I was really surprised when the outcome of
the rneeting was an agreement that the following memorandum would be
written: :

The University Tenure and Grievance Committee has
received and examined a grievance broucht to the committee
by Professor Frank Singer of your department. Subsequently,
(acting chairman) has responded as has the departmental
personnel committee, There has alsc 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 subcommittee
made up of (cummittee 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 :n 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
glven 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 as well as his
teaching cbligation, then it would seem improper to reject
this work without proper evaluation.

We therefore suggest that if negative comments are
to be insected into the record of Frank Singer, they be
substanliated by evidence of proper methods of evaluating
his project. When Prof:ssor Singer is rctempting to de-
velop methods for substantially imgioviig 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 io the objectives he has put forth for his work.

_Justice Delaved 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 that 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 Chairman 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 therefcre be prepared to view
their methods, or means, 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
aporoach 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, theré is no
way to ease the burden of this responsibility.
When a school official~-or perhaps, more appro-
priately, a school bcard--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 oue 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.
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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 scmester 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 assigmments 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 (fiorecast)
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 htad
failed to demonstrate the achievement of any goal at which several
core courses including the elementary 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 s:udents, 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 resnonse that only when a score on' the
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 studant opinion, but it was clearly viewed as
very negative by those who eriticized.

"Essentials". ©f 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 whetlier his asking the
curriculum committee to consider the adequacy cf 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 three weeks were
allowed, but I replied with the basic memorandum that I had prepared
the year before. The covering memorandum which fallows 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 enroute 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 T wouldn't consider necessary for a major.
FHowever, "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 those

'%’essentials 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's 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
¢f an earlier memo. If we can get no more fhax
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 ansvers on very fundamental prin-
ciples. I do want to emphasize that I'm talking
about what a student learns to do--not what 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 do 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
riss it again, he thinks wrongly about two cru--
cial concepts. I'm not pProposing we test eacn
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.

I1'é jusc add, for now, that these (attached
goals) still apply ac intermediate and advauced
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 1list" that leaves unspecified what we
will teach by example is really, truly essentially
essential and necessary. If you want that, you
want to know what tests (including observations)
ghouli 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 a list of "objectives' in which
the most frequert term, by actual count, is ﬁgg_gggggg." In meeting,
the committce changed the word "objectives" to "topics," explaining
that the task was too large to be completed before the mext 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 opjective
statements, without success. He also asked me to submit some

. sample material pertaining to my iutentions. 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 depastment every three years,

His review is due, and I am not the department.

"Reconsideration." As reported under "Methods," (pp.ll-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--
commende¢ to the department members in regard
to the disztinction between Accounting 120 and
Accounting 115:

Last fall, 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
dii review the case.

It is thz unanimous decision of the Com-~
mittee that the distinctions between Accounting
120 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
comuittee either the past or present practices in
my w=2ctions 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 was, 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 1if 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
ior 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 thie 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 Chairmar. and Dean
to the extra semester of involvement. It in no way detracts from
their good intentions that the consequence for me 1is 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
project 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.
1 did not, therefore, appeal the personnel action on my case -within
the department.

Conflict of Testimony. The chairman's comment includes the statement,

- "He 1s in the urfcrtunate position of being involved with research
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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 kirds 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 1s revealed by the questionnaire which T sent

to each member of the schoo. 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 that 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 questionnzire. 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' thau data on student performance "which is a complete
answer to the suggestion that my teaching is ineffactive."

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

Qualification of 2 or &:

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

Choose one.
1. yes 2. yes with quaiifications
3. no 4., mno, with qualifications
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3. I should nut have attemrted to fulfill the contracf on which
my research was based (.ince this is not appreciated).

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? 1In 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.

MIT IS MOVED that programmed or individual-
ized instruction of the introductory accounting
course be discontinued after the 197:-/35 ocademic .
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 frcm the error in the implied view that two years of
i1abelling 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 abont what will be done by other
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teachers. The outcome will certainly be that "programmed or indivi-
dualized instruction of the Intrcductory 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 theilr schedules for this course. To fall to give ac-
curate information is to prevent adequate achlevement 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 1s a requirem:nt that I guess what stan-
dards will apply in other sections.

A more punishing consequence of this action i1s my inability
to get an interpretation of the prohibition. As stated, every
activity and feature of my teachirg 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 directioais (and sample solutions)
will accompany the test items, and the teacher
will provide on 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 wecsks) 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 meeting adjourned without either being
considered. S
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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 1 somehow miss a vital
logical link between the evidence on which there is agreement and the
decisior 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 respousible 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 operatiomalize 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 eppeal to the Vice Chancellor for
Academic Affairs. He indicated that { 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 unwillingness to say so.
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APPENDIX B

CRITERION TESTS

Midterm Examination
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First Attempt Progress Checks:
Bad Debts
Cost of Borrowed Money
Petty Cash « Bank Reconcillation
Other Prcyress Checks (Complete versions of those

from which final examination items were taken
are ~mitted.)
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1 -6
10 - 20
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27
29

35
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Midterm exam NAME
| ' SECTION NUMBER

l. Recording transactions (Answer this part of the test in the yellow
booklet.)

I. This if a transaction which has been entered in UNtitled T-accounts inside the yellow
ooklet.

TRANSACTION A:
Donated $10 worth of stamped envelopes to the Red Cross.

(a) Find the titles of the two accounts which should be used fo: it in the following
list, and write each title on the appropriate account.

Advertisingeececeeeecees$ 12 DonationS.icecesseccesssd 5 Office Equipment....$ 35
Accounts Receivable...S$ 40 Due to Creditors.sese...$ 550 Prepaid Commissions.$ 40
CaSheesesaoosasssteseesd 100 Gain on Sale of Landeeoe$ 4 Real Estat@eececsees 53200
Customers' ’ Hugh Ess, Capital...ee..$2680 Supplies on Hand....$ 22

Advanc~ Payments...$ 20 Income from Services....$ 100 Taxes Di'€eecescecsess$ 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. FEach account must be placed in the section
established for its class. You will have a complete ledger when you have
done it corxrectly.

II1. Record the proper debits and credits fer each of the following transactions in the
: ledger you established in I, above. When other accounts are needed (MAXE SURE!),
you sect them up in the aupropriate secticn 07 Twrcodunta, BE SURZ 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:

L]

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%, l-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 ¢3000 and gave it to John Flsher, the local
capitalist. Received his check in the face amount.

G. Purchased Supplies on account, Stanley News Company,$200.
[ERJ!:( H. Sent a bill for services to the City of Toledo, 200 dollars.
' B=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 1s the sum of all credit balances? $

Cash Accounts Receivable
Balance 600 (h) 50 Bal. 1100 (a) 300
{a) 100 (c) 100 (d) 900
(dy 500
(¢) 10 Notes Recelvable Paper & Supplies
(a) 200 Balance 75 (e) 10
Typewriters Of fiice Furniture Zelda Finch, Capital
Balance 750[  (c) 125 Bal. 400 Bal. 2925
Income From Services Utilities Expense Zelda Finch, Drawing
(d) 1400 (b) 50 (c) 225

1I. In the forms provided (helow and next page), show 3 COMPLETE transaction snalyses
which preceded the entries for a, c, and e in Zelda's firm's T-accounts.

(a) Step e (Circle a. b. [
a,h, ~r o¢) 1t is a (USTOMER, it i~ a SUPPLIER, Tt 1 dealing with s GLNER,
Step 2. Step 3. Step 4. Step 5.

MORE or  LES ORE  or LESS
< "\'} Q? -

— $ $ ls
$ 'S
ZERO__1V) , ' ZERO__(V) )
i ) $* OR . $+ OR
Step 6. - 5- .
TTHOL Lty < L .
Step 7-[m-c:mnt and_amount, “FO ___ ( V) T :
disinvestment :
5 S
cxpense . income .
$ N : s .
investment rfevenue

- .
--.----.------‘--.qnﬂdn---------'---‘-------

Step Lo (Circle a. b <.

(C) ] a, bor ¢) 1t is a CUSTOMER. It is a SUPPLIER, 1t 'is dealing with its. QWi
.Step 2, Step 9. Step 4. Step 5.
] MORE or LES QRB or LESS l
$ .
$
. .
<( ZERO__ (/) : zER0___ (/) )
Srin b B oR $+ <h <
SO . ( 3. _—‘5"___.__3
] ot woroy show . ] )
e account and anount. ZERO ————( J) . - ; 5
Gkl disinvestment
S S
Q UNpEense income
S S

ravestment B2 revenue



Step 1o (Circle a. . b.

. p.-3
(e) a, b orc¢) It is a CUSTOMER. It is a SUPFLIER, Tt is dedling with rts OWNES,
Step 2. Step 3. Step 4. Step §.

’S
§ -
]
i
) V
, S+ OR OR
Step b, —— ;.
’ It not zero, show - <
7. account and amount, ZERO -——( V) - 3
disinvestmo nt
3 3
l‘([\fl’l.\( income
3 ~
investment revenue

Ll T L Y — em Gm ate e e eme

3. END OF PERIOD CLOSING:

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 hooks. (You may set up a Profit and
Loss account in the blank Teaccount (OR NOT) a$ you choose.)

Accts. Receivable Advertising Expense Buildings Theatre‘Furniture
7 403 20§
Cash Accts. Payable admissions Income Film Rehtal‘“"
12 T 6 -

23 7

|

Equipment Repalrs
| ‘
Retalned Earnings = Capital Stock

~17 ' 50 . T

Salaries Tquipment

Heat, Light, Power

o Fill appropriate blank: net income = §

net loss = §

—————————
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B. c¢losing continued:
balances, only.
balance i{s labelled, "Bal."

with a line similar to the one in A (prior page).

emount below.

Accounts Payable  Accounts Receivable

Cash

In this ledger for Cralg Duncan most accounts show ending
However, i{f there is more than one deblt or credit a beginning
You surround all of the proprietorship accounts
Indicate profit or loss

Cleaning Equipment

' 66 10

Customers'

70

Craig Duncan,

9

Craig Duncan,

Cleaning Supplies Prepayments Capital Withdrawals
12 10 71 Bal. 4l 3
4 4
5

income from

Interest on Notes

Delivery Truck Expired Insurance Cleaning and Mortgages
20 8 5 15 3
| 0
Truck Repairs
Land Motes Payabie Prepaid Insurance Expense
60 : ,. 20 8 b

Utilities Expense

Wages Expcense

3

Fiil appforiate blank, net income §

13

net loss $




4. TFinancial Statéments (based on prior page T-account.)'

I, At the cond of an accounting period the ledser is an equation composed of these parts.
0. owner's -
= end of LAST .ccounting period The QHOLE difierence between
2= end of CULRENT accountirng period _ Ay and l'2
4 - .
' Yeductione
. ! : ' Lo ,
1 2 |3 4
i -or.-ooonoooo.:.\ooo-.,o--o.-ion.o L
. ¢ 0 P A . !
M * OWNER 0. IN-. O, ' { . :
' LA Lm - & . . DISIN- o N :
ASSETS ~T1pc = *EQ. T-VESTMENTS ™ VESTMENTS = MET INCOME ) : :
2 ¢ 2 . 1 4 . N : ey N
l o-o.o--oloo.o-.oo.-t.-olooo-...o LA
H . ! 1
' additions b
Give the dollar amounts fro.m the ledger of Cralg Duncan's fiim which correspond
to each box in the dlagram (1. e. give total asset amount for box 1, etc.)
Box 1 § *Box 2 § Box 3 §
Box 4 $§ - _ Box 5 § Box 6 $_
Box 7 § Box 8 $_ -
II. Filnancial Statements: -

1. Complete the equation for the Duncan firm's Balance Sheet with the
_other appropriate box numbers. ‘ '

:box 1= box + box

-+ 2+ W¥hat Statement reports; f:he amounts to which thls equation refers?

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

(statement name)

, ' 3. a. What other flnancial report is prepsared at the end of each year?

" .b. 'Give all box nimbers whose dollar amounts appear on this report,

L

Please

O
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5.

ADJUSTING ENTRIES

All adjustments are accomplished by- one of the following six pairs of chanages:

. an asset is increased and.income (or revenuc) is increa_sed
2. a TTability Ts fncreasea and expense is increas.d
3. an asset is decrecascd an4 expensc is increased
L, aliability is decrcased and income (or revenue) is-increased
5. an expense is decreased and an asset is increased
5. income {or revenue) is décrecased and a lizuility is increased
Here are several examples of completoed adjustments. Indicate the combination of
changes, from the above list, of which it is an example. ‘
CIRCLE the appropriate nuroer. -
a. Deferred Insurance Preniums Expired Insurance 1 2 3
680 [(a) 510 (a) 510[ '
, 4 5 6
b, . _Unea@d Rent _ Rent Earmed ] 2 3
(b) 300] 1300 | (b) 300
- | L 5 6
¢. Interest Receivable Interest income 1 2 3
~(c)- zo] (c) 20 -
- H ‘ ' L 5 6
d Accrued Fees Fees Earned 1 2 3
(d) 780 22575
(d) 780 ) 5 6
e. Salaries " Accrued Salaries Payable 1 2 3
5037 (e) 349
(e) 349 i g 6
f. _Interest Expense Prepald Interest Expense = | 2 3
: 68‘ DEEL (¢ 51 ‘
- b 5 6
qg. Inv o Fu-l Fuel Cost- 1 2 3
(g) 75| - 205] (g) 75 :
' h 5 6
k. ievenue from Services Advances from Custoriers I 2 3
(h) ’1’-00’ 3009 (h) =00
b 5 6



RAME

Scoring summary: SECTION

Your gcore on this exam will depend on two factors, 1) points assigned t>
the things you do correctly and 2) a bonus factor which depends on the thorough-
ness of your understanding and the care with which you work.

Task o Points ' bonus facter points
1. set up accounts 11  all right, 2 10 right, 1
erier 7 transactions - 14 : " 2 6 " 1
2. . 10 - all right, 1
1 3. 11 all right, 1
4. 1 8 all right, 1
11 7. all right, 1
5. classify adj. ' 8 . ail right, 2 7 right, 1

Bonus factor:
1-3 bonus points no bonus
A 4 7" "

1

5 " " 1
6 n 11 bll 11 " 1 .

1

2

7-8 " " " . n "

9-10 " " T " "

Score:

rmertcaessieere

1. ' {bonus points)

 TOTALS

" (SCORE FOR EXAM)
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FINAL EXAMINATION

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

Part I -« pp. B-11 to B~16 '
HAME

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

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

not

PART A
shown

Merchandise Accounting

PART B

Adjustments
PART C -~ Cost of Borrowed iloney

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

for scratch paper.)




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

Sales L Purchases . Freight-In ~
30 20 3
Cost of Goods Sold ___Purchase Returns ) Merchandise Inventory.
‘ 6 1/1 (bal.) 15
2

- Account of inventory on hand shows an asset worth $20 on Jaﬁuary 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) Show a calculation of Cost of Goods Sold as it might appear on a
- statement. . ‘

274 ' e —
2, Dec. |31 - » ) N O

RN DR U S S |

I SN
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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 @nd KEY with the letter identifying the data on which it is
based) anv appropriate adjustment debit(s) and credit(s). Supply
appropriate account titles, IN THE APPROPRIATE SECTION, in addition
to those given by the data.

(SEE completed EXAMPLE q.)

q. Machinery having an original cost of $3500 and an expected service-
life of seven years, with zero expected resale value, was acquired
exactly 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
~—Tepresents 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 nonth. 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 payroil taxes at December 31 are $2,000.

e. On November 1, 1969 the Ritz Restaurant instituted a meal ticket
plan whereby 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 pruceeds in an account
titled"Meal Ticket Proceeds” At December 31, the patrons have
eaten meals which cost them $500 under this plan.’

B-12
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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 lN THE LEFT-HAND BLARK to
which it applies.
b. PREPARE ANALYSES for the other events. |{F missing, assume amounts,
etc. (ldentify your analyses with the Arabic event numbers.)

2. Below are lists of general ledger accounts. Each accoun: is preceded by
an identifying letter. Indicate the accounts debited anc 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. lInterest Income {. Notes Receivable-

C. Bad Debts Expense - G. Notes Payable _ Discounted

D. Cash

Debit Credit.
Z Example: - Received cash on account from Lee Berg.... Z) /;

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

Received a note from Lee Berg, a customer, in
settlement of his $900 delinquent balance - 60-day
note bears 8% interest.......... e e

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

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

Paid the note discounted in Transaction (3) above.

Wrote off as uncollectible the acccunt of customer
Thomas Keil.. .ot iiin i iiiiinnneninennnnns

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

Offset the amcunts which reflected the note George
Ford dishonored (7 above) today............. e




Identify first line of

ac¢h transactlion.
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incomn
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in the owner's equity TOTAL (P), ree

used.

gardless of whether |the account bal-
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k)
exnense 1 inceme g revenue 1. OTLER
) D )
1+ (B2 s b
' [ ] -
1 ] s
[ | t -_
1 nl 1
- - - - _— e - . o = e = e
[} [} ]
e (R 2 1é
] $ 1
] ' 1
[ r '
H ' y -
_——— e e - I e T S S s A
(] ) )
" 1+ 14
1 1 ——d
) [} ]
] [ [
p— 4 (] -
————— A -~ - e o = oam wf e e = e e e ]
! ] ]
* i+ i+
1] (] )
- ! - '
J - ) - -
— e A em e - b e o = e od e o - o m - . —
) ] )
It e Lo
" 1 ]
[ [ 1
—d '} ] —
—— h = - [ TR S ok~ e
: ' :
)
'+ '+ [
) ) )
[ [ [
pa—— ) 4 —d
[ S b e e d -~ e - —
[} 'I 1
t
y J* J‘
) [} ]
! - [ t
j— —t ) —
_ = = [ JE A
] ' . I
) 1) [ ]
J’ l’ '
1 ) '
| | S (] _
_‘L > R S
—_..:..--.. _‘.__.._j'_....-____‘
+ + + HES 1e S
1 i —
1 ' ]
- — - P @ - 3 - ]
——— - -— ——— 3 —
N - s N e I
]
+ + 1 ) ¢+ e
I —_ ] ) e
. ] ] ' -
— - - [ t )
—— - 4 —_1
______ e R e e dh ..:_______:_____..____
+ + + 4+ s 1+
— ' <
) ) 1
— - - | I— 1 e, {
———e . cmap—— e ——————— . <4 St ve———
IS Y T - — - - — ___..-._..___...'_-..'..‘j
) ) )
+ - + + :0 '+ 1+
1 [] )
- - - [ [ - 1
———— ) 1 A -
— . —— - - o o wae = = = - e e o e et o A - P T R . B
' - 'ﬁ 1 ' !
+ + + at HM .+
t [} )
L. 1 )
- - - : H— HE.
O U R PSP S _.:.._-_—_:..__“._...-_N-—
£
' ' '
- + + + e Hh g ‘e
h - 1 1 ‘
- (- b - [

- - ' ) ) [
_—— e - — - et - - PO ST e b m = . — - = - —
. ' 1 )

+ + + H 1+ !4
] ] 1 )
— | . [ - [ .
e 1 hand o ] )
- ..{_-__._.._..- - — et ok - - _Ll e e S e e e - - —
- ——— - L 1 4
+ + + ‘e 1+ te
'l 1) |
-~ - - - HI 7 - _
g S T e _g.___...fa_.._._.___,«
+ + 3+ '+ Ve _:"
1] 1 ——
. ' A !
— - - h - N
_—— _'__—"—“ -~ Y L) _"‘T_"_
——t e - — = A e D - = — ,._-_..r~_-~l_~_,.
L]
+ + + X3 L+
— i OVER ) —
- -— - [ [ e
A [ ————]
O S . LT =Ry Sp—, I ——
] '
Q + + + 1+ e '
ERIC- {—— :
. - - V. o= -
S — - : : —d 4 —
P T - =——=-d==Z2 Balj5 ¢S -T g B e gy e SR g




Jdnduou

B-16

doad qef | jasse douou dxa Jul ASd s234 pauueauf
doud qel | 19sse Jnsuou dcuou dxa ou ‘AD2 Sad2UeMO| |Y ¥ suiuniay sa|eg
doud ge! | jasse ansuou douou dxa Su) A9 s1isodag ueg sbuireg
do.d qel josse dnosuou douou dxa ou\) A3 salJleeg sajesg
doud gel | 19sse Ansuou douou dxa sul . AD4 "pa1da| 09 mE:_EwLm.~
. C " (49Bpa| o) @oueunsy|
doud qel | 1asse anouou douou dxa oul A3l ©3udwdinbl 2214310
doud qe! | jasse dnouou douou dxa ou| A3 asuadx3 1sau4aluj
doud qet| josse insuou douou dxa Su} A3l SUO1329( 0] 934 paJas43g
s)onua |
doud qel | lasse Jnduou douou dxa Ul ADa 9 sde) --iudaQ 103 s2uemofly
doud qe!| jasse anduou douou , dx@ Jul AS U asuadx3 158123U| panidoy
doad el 19sse dnsuou douou dxd oul ADd ceeeobplg - *d9adag -undd
e DY YUY O _ ¢ v
doud qel | 19sse Jnsuou 9 dxa @ A3 Teet1s3AUL JO aeg o uteg
doud qett a indouou douou dxa Ju} A9l R R RN T1 %,
. *S3T1dWYX3
(-waad) diys buijeusado .
: Alijiqe ass 1US44Nd- sasuadxy | awodu) anuaAa
-401214dougy AERRR 1955y NON -NON 4

*31 Sul 041> 24035q wal ajejusdoudde ay3l sA0Qe ,,-2JIUOD,, DI .M

S31UNOS5e J43U0D 404

*91etidosdde auaym ‘dongn Bui|2412 Aq Buijedadouou U0 bul3ieaado 94e SIunosde JANIAIY Pue IWOINI ‘ISNILX3
*a3e1adoadde vasym JudaanONQON -Bul2a10 AQ FJUSIINS-UOU 1O JUAJIIND aJde SIunvdse ALlTigvil Pue §13SSY

143418yM d3ed!pul ‘uoiiedljisse|d di1seq s3Il O3 uoilippe u|

-Buoyaq cE:~mu W@w: 1J3| 2yl Ul SIuNodde 3yl Udiym o3 (s)uoriedryisse(d alerudousdde syl ‘buy 2410 Aq ‘3I1edipuU]

N\

N\

‘d

]
*

IC;

(8.
¥
;
JAruiiText Provided by ERIC
e 4

E



The first 7 answers are based on the following
FAIRFILED FARM, BANK RECONCILIATION

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

RECONC 1 LIATION

Balance as shown by Balance as shown on
the cash account . xxxxX the Bank Statement XXXXK
Plus Type | items..... xxx Plus Type 3 itemS..... Xxx
i XXX XX+ HAK
XXXKX ' KRXKK
‘Minus Type 2 items.... i Minus Type Lt items.... xxx
X XX
: XA - XXX » XXX = XXX
Corrected Cash Acct. Balance xxx::X Corrected Bank Statement Bal. xscu:

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

"Firm checks which had not cleared by Auguét 31 amounted to $457,
Type: ] 2 3 L ’

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

Type: 1 2 3 L

The Farm deposited the August 31 cash receipts of $4,35C in the bank's night de-
posit slot after business hours so that the bank was unable to enter the credit
until Septemter.,

Type: ] 2 3 L

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: ] 2 3 L ‘

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

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 L

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: | 2 3 L
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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,

Mark answer:

(), if both a and b parts of the pair are true.

), if both a'and b parts are false.

), if a is true and b is False.

(), if a is false and b is true.

8. a. 'Bad Debts'' rcfers 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 zs "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 alternative for the tempo-
rary proprietorship title, ''Bad Debts."

10. a. The information that 3% of the $100,000 of credit sales in 1970 is
unlikely to be collected is an estimate that the December 31, 1970
balance sheet shouid 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 dcbit balances
: in asset accounts.'

11. a. A company whichprovides for uncollectible customer accounts will
never change the balance of Accounts Receivable wsthout also chang-
ing ''net Accounts Receivable."

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

12. a. The information 1hat 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 writtén off as uncollectible
indicates that Dad Debts Expense, or another |ncome Statement ac-
count, should ke credited.
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Before attempting to answer questions on the foilowing ILLUSTRATION and the gene
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 con this page. However, ONLY YOUR
RESPONSES TO THE QUESTIONS (next page) WILL BE GRADED.
Petty Cash Book

e

Receipts ! Total Distursements FUND
Date Explanation Disburse-I office Store Delivery General | Balance
Date Amount ments IEypenses|Expenses Postage Expense | Amount Account
eb. 3| 40,00 (establish) 40.00
Feb, 6| News boy=Star 1.1 1.15 _ 38,85
10{ Parcel service| 12.5 12,50 26.35
10| Misc. 11.29 4.00] 7.25 15.10
13| 84.90 Reimburse and :
increase fund 5.15 7.23 12,50 100,00
s mia farrow,
14} personal 20.0¢ ' 20.«|Drawing .~ 80.00
23| Frelght on rety 18,04 18.=| Acclts. Payahle| 62.00
28] 13.00 28| Reimburse, but 0
3 750 q
-lél 22 reduce fund _— — — — 8,= | —
are. 1 - 75.00 75.0q
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4 - 17, "PETTY CASH'}
ON YOUR ANSWER SHEET:
Mark EVERY alternative with which you agree. It may be gorrect 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).
L, 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

. eventually result in an increase in recorded current assets.
called for writing exactiy three checks.

result, when posted, in a decreasc in recorded current assets.
result in one or more contingent liabilities.

affect only expense accounts.

T WA -
. . e

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

had one debit and one credit on February 8.

contained two dehits and one credit on March 1.

had two debits and NO credits by February l4, and still did on the
15th.

had NO balance less than $40 after Fcbruary 3.

had a balance of $15.10 (debit) February 12 and a $62 debit balance
on February 25.

B W N -

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

1. will decrease temporary proprietorship in three aczounts.

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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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 glvenj Verify by completing the summaries on

each page.
October 31, 1970
Accounts Receivable (A/Rec.) 600
Accrued Wages (Accr. Wages) : N
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) ]
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.) : 2¢
Miscel laneous Expense (Misc. Exp.) 12
Prepaid Insurance (ppd. Ins.) L
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 lncome Earned (S. Inc. Earned) 8
Wages 90 -

16§Z 168

2. Additional adjustment data:
a. The value of the inventory of merchandise by count is $5.
b. From reviewing outstanding accofints with customers:

|. You are asked to write off accounts with M. Breck and

P. Gold - $2 each.

. AFTER the write-offs, the provision for proper valuation
is estimated to be 2% of Accounts Receivable outstanding.

Add all entries called for by 1nformation in a and b. (KEY with a and
with I and II for b.)

3. Journalize and post end-of-period closing entries.
5ing
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L. a. After completing all prior instructions (thru 3), summarize you after-closing
Tedger by writing ONE dollar-amount per box in the following equation.
(lnclude $ zeros, when appropriate.) .

' .
b. Place appropriace symbols in + Capital . X

each ( ). . 11/1/69 $
. )
. owner's
. ! 70 in‘__ A | $
. vestments

$—.-. .

. | '

lotal

assets

owner's '70
disinvest- .
ments . $

total - )
( ) liabilities

—.——;1.

(entire dot- °* ( )

ted box) :
$_—— '
« profit
« increases . $
e )
. profit

L

« decreases

. . . [ LI . L] .

Show how net Accounts Receivable will be reported on -n October 31,
Balance Sheet. '

The first transaction of the new period (November 1) is a recovéry 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 iedger.)
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—  CBM:

Flash Gordon holds a 90-day, 5% note for $9000, dated June '& that he
has received irom 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 oi 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 proceceds? §$

(e) Gordon needed only $8000 for the G0-day period during which he
used the proceeds of the cusiomer'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?

H. In which case is his effective cost of borrowing (the actual
amounts, not merely thc $800 he needed) most favorable to him?
Demonstrate.

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

1. 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 1s uncolilectible,

B=-27



Step 1. (Circle a. . b. C.

a,b or c) It is ‘a CUSTOMER. [t is a SUPPLIER, It is deéling with its

Step 2. Step 3. _ Step 4. Step 5.
ﬁORE or LES C ORE or LESS
ANV ‘Va 1V" N

$ IS $ ,3

$ -8 $ $

P | { zem__:ﬂ%~
$+ _____OR
$-

ZERO__ (V)
. §+ OR
Step 6, { $- —_—
IT not zcro, show }
Step 7. account and amoungJ ZERQ (V) 3
5 diijnvestment s
expense o income
2 — 5
invesiment revenue
Step 1. (Circle a. b. c.
a,b, or c) 1t is a CUSTOMER. It is a SUPPLIER. It is dealing with its OW
Step 2. Step 3. Step 4. Step 5.
MORE or  LES . ' ORE  or LESS
AW é§7’ N
$_______|$ $ ’s
$ $ | s 's
$ |$ & ’s
\w/ ‘ “\"“' -
ZERO__ (V) {2 am}
. - §+ OR $+ OR
Step 6. I S-

[T not zero, 3show :
Step 7-_acc0unt and amount . ZERO —~———( V) ?

disinvestment

$ S
eXpoens o ' income
$ S
investment Tevénue
Step 1. (Circle a. b. ' c.
as bor c) It is a CUSTOMER, It is a SUPPLIER. It is dealing with its OW}
Step 2. Step 3. Step 4. Step §5.
MORE or LES : : OCRE or L%SS
Ayd 'q;; | %7 N
$ 8 $ $ e —
l ' T ’s

L\Ts-’?_ | 'i\ré
{- izko (J) } | . ZEROY (J) )

SN

Step b. $ 3_ %s %
'TT not 2cro, show . : ——
Step 7‘|account and amount., ZERO ———~m< V) -
disinvestment
) s . | S
expense . ) ) income | : :
O S S
ERIC  investment revenue
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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

PAY DISTRIBUTION OF PAYMENTS
Now.l 3 |Estab, fund (Ch.No.32) |l 25/00
9 |Express on purchase |1 | 6 50 6150
12{Cleaning oifice 2 51C0, 5100
15|Paper clips 3 2)25 ﬁupplies Used 225
‘|18 {Postage on sale 4 2100 Freight Out 2 100
23 | Newspaper 5 1125 14125 '
23 Totals (17 100y 17)00]] 6 501, 6|25 4 25:TIL
On_hand 8100 A
2500 L B
23 Reimburse & increase
fund to $40 (ch. no. |51) l| 32/00
29|Refund to customer 1000 , %Sales rets. 10 loo
|

: - =—3L==“: ﬁ#:‘f;s i
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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 DOctober 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 follawing checks have not been returned by the bank:

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

No. T1leiueeienennensnnncenee $700,00
X R I 94.25
NO. 120 s iveeensannsenenes 82.30
No. 125, iecevncoceecaneenss 101.84

The items returned with the bank statement included:

(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 8%, $600 promissory

. note; and

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

next year.

Ist prepare: :
(a) a bank reconciliation statement, and
(b) one or more tramsaction analyses which, when journalized and
_ posted, will correct the bock balance, completely.
2nd, Demonstrate appearance of the Cash acecoynt when your (b)
chenges are in it.

Cash
Bal, 12%.82
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external (Circle a, b, or ¢,)

N

a. It 12 & COFTOER. ' b. It le o sVPRLIRE. c. It o dealing with ite owner.
Equation summary: -
AV, internal CHANGE in A=$_ - + . TEMP., = § oy
- CHANGE Lln P
CHANGE in La$ + - PERM. = § Iy
(circle appropriate change)
Schedule of A L P Fhange(sl ' Schedule of A" L- P change(s)
s + s 5
$ - s 3
Schedule of A L P cha_nge; < :
external (Circle a, b, or ¢}
a. It 1s & CUSTOMRR. b, It ia a SBUPPLIZR. ¢. It 1o dealing with its cwner.
. Equation summary: - -
D, internal CHANGE in A =$ + TEMP. = $ - ¥
- CHANGE In P ‘ -
CHANGE in L =$ + ) PERM. = § +
(circle appropriate change) .
Schedule of A L P change(s) Schedule of A L P change(s)
8 Y $ +
$ T s: +
Schedule of A L P changes $ ¥
EXtern‘l o(c'orCI. ;. ;. oor oc.; ® & @ 8 & & 0 2 ¢ e ° & o ® o e 8 ¢ 8 o«
s, 1t ts & CHSTOWR.. b. It ta @ SUPPLIEZR. c. It is deallag with tts owner.
Equation summary: - —
(YD) {nternal CHANGE {n A™=S$ + TEME =- § o »
-— CHANGE Ln P —
CHANGE in L= § + . PERM, = § +
(circle appropriate change) -
g)chedule ot A" L P change(s) [ Schedule of A L . P <hange(s)
$ + $ +
$ + $ "
Sched * ¢hange: N -
* . L ] .c .e :‘lf o.f.Al IL. .P. L] * lel. L] L] L] L] E ) ® * $ +
external (Circle a, b, or c.) : . .
s. It {s & COSTONEA.. b. It is & SUITLIRE. ¢. It s daaling with Lve cumer.
Equation summary: - o -
AV, internal CHANGE in A =m$ Py : TEME. = § . 4
- CHANGE In
CHANGE in L=$ " : ,GE Pony. = $ +
(circle appropriate change)
Schedule of A L P change(s) Schedule of A L P change(s)
— $ -
I s P
Schedule of A L T changes - 5 :
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1. Five adjustments (a through e) have been made in the ledger on page 3.
Use the letter which keys a debit to its credit to identify the reason
it is needed in the followung 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 Equup-
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,

\»0) (51)

Supplies Supplies Expense
7001 (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
Jetter and the account number in the appropriate box.
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3. In a similar fashion, show_the effects of adjustingjtor 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.




page 3

1)

(21)

Accrued Rental Income

(4)
Willie Mays, Capital
6000 37550
1000
(8)
Insurance Expense
530
(12)
Depreciation of
Plant & Equi .
(e} 200
(16)
Lega'l Fees
800
(20)

Bad Debt Losses

(22)
Allow. for Bad Debts

(a) Noo~

_

(2) (3)
Cash ; Office Equipment >nn:3:_mamm.cmvﬂ.
7000 4000 2000
(e) 200
(5) " (6) o
Accounts Receivable ‘Delivery Truck Notes Payable
22000 3500 : 6000
(9) (10) 1
Advance Payments cmm Wo
to Suppliers Commissions T
500 (b) 200 12500 250
(13) . (14) (15)
Building Rental Income Wages
13000 3200 4170
(a) 200 (c) 200
(17 (18) (19)
Gas, 0il and Maint Interest Expenses Miscel laneous Expenses
1050 | (d) 200 100 (50

Deferred Expense
of Truck Operation

(2b)
(b) 200

(23)

200 (d) 200

! (25)]
Wages Payable

<) Noo//

PN

'

O
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page L

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

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

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 | 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 | 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 §$-JOTAL of the AFTER-closing balances
woulq you compute for the accounts belonging to each section?

1. .S ERrE gAl&. ‘ :
.)))))))) INNNINDNY) att§t-Av--ooa..aoo.ofoﬁ
- ) - . ; N o
include L) : “) ]
0~d°11af ) H Is the firm yes
- - (Resources — DebE) = » « « « 2 ¢ e w o s o o @ 0%% deal i ith
smounts — | i,

o 0 1 s s e L A N ) o; (-i)... .......

y
Tt I T Ay
(7' $ . ,] !

.

6. In the new period (after closing), the following events occurred.

g. MWilmer 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.

{section) (amount) (Increase/decrease)
—_ - $
$ B=38



9

h’.
e —— . g
Initial capita! of owner(s) SXXXXXXXX
Additions:
. A
1
Net income
| OR Net Loss XXXXXX
. i oo - ©
- ey - 1
Revenue or income from operations: Deductions: XXXXXX
Period-end balance of Capital... mxxxxxxxx - A”v

Total SXMHXXXXX

Operating Expenses: . w .2
. S .
Current Assets: Current Liabilities: M
. |
TJotal __SXXXXXXX
Non-operating items: - SXXXXX - A”V . Non-current Liabilities:
(+s) (-'s) . _....n . |
it — XXXXX - ) eeem f.:!. - T

Net manosm.........................mxxxxxna ._.OHm_....mx.xxxxs@

zo:-ncwwmnﬁ Assets: . R
— | Ownership equity:

2, '

Total  XXXXX - @

TOTAL . . .SXXXXXXX -~@ TOTAL . . . . . Eemnv

Toxt Provided by ERI

- o]
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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 : $ 60
{(3) Accumulated Depreciation -
5t. Eq. 8L5
(4) Advertising : 110
(5) Allowance for Bad Debts 350
(6) Cash , ‘ 240
(7) COST OF GOODS SOLD _J
(8) Deferred service revenue 75
(9) Depreciation 125
(10) Freight In 12
(Y1) Insurance Expense v 75
(12) Income from Rents : 20
(13) Merchandize Inventory 690 | 194204 | l
(14) peferred I1n:surance Payments 15
(15) Purchases 25,240
(16) P. wylie, Capital 12,915
(17) Sales ' ' 43,000
(18) sales Returns 140
(19) Service Revenue 925
(20) Store Egquipment 12,500
(21) Store Salaries g 5,360
(22) Unpaid Trade Accounts 31
$58,507 $58,507

Reﬂuirement 1: The correct December 3i inventory of merchandise is $1942,

and 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 apprepriate 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.

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 P. Wylie, Capital
Accruad Expenses Sales
Al lowance for Bad Debts Sales Returns

(23) Loss on Credit Extended

0 « ¢ <t Bmbl




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

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

Requirement 5: Give the letters of the model! boxes which contain the accounts
tor this outline statement.

- . . @ Em e e e e e o= ® = = @ = o - - . - e

Dperating Expenses:

Totalesesss

- oo, <

-opersting items:- — — — —

"a. Accounts contained in model boxes

-

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

c. Use the trial balance and model data to compute (and show) the $=
ammounts for gross margin and the 3 other blanks.

Requirement 6: What will the Balance Sheet show for ''Net Accounts Re-
celvable'?

$

(Continued on page 4)
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Requirement 7: In writing-off accounts:

I. a debit is made to _which
(acct. title)

(\’,) decreases profit by increasing expense
( U") increases assets by decreasing a contra-asset

( V’) reduces a liability

——r—

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

Il. a credit, to

(acct. title)

( U") increases profit

( V’3 decreases assets

( V’S increases a liability

(or you write it.)

F1l. TOGETHER, the debit and credit (complgte the appropriate one
. or (v/c) c.)
a. increase ''net Accounts Receivable'' and

b. decrease ‘'net Accounts Receivable' and

c. ('V/) leave ‘''net Accounts Receivable' unchanged.
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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, glve 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 io reflect the
estimate that 1% of the $5000 of net sales were to customers
whose accounts will eventually prove uncullectible,

c. The company recelves $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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ACCOUNTS RECEIVABLE

SALES

SALES RETURNS

3,000

BAD DEBT LOSSES

Iderntif.’y first line of

reacll transaction.
def e gefededede e devedededede Yo dedede

3,

200 209

ALLOWANCE FOR BAD DEBTS

D

Column SUB-headings (expense, incon
etc.) only identify class of agcour
used. * or — blanks refer to chang
in the owner's equity TOTAL (P), re
gardless of whether \fhe account bal

ance becomes larger |or smaller,

L
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Name

A. Prepare transaction analyses for the tfollowing.

Nov. 16 Received from Thomas Tane in provisional settlement of his account
a $5,000, 60-day, 6% nte dated November 16.

Dec. 3la. Made an adjusting entry for accrued interest on the note of
November 16.

Dec. 3lp. Closed the temporary account in your adjustment. The only entry
in this account originated from the above adjustment.

Januesy 8 Discounted, at 6%, with the Farmers® Bank a customer's 90=day
non=interest=bearing note for $89. The not: was dated Dec. 9.
(Use a contra-asset account.)

Jan. 15 Collected the note and interest from 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 6%?

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

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

T
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Notes Receivable

7001

- .. 6000]
1200

{1} ¥uive Notes Receivable Discounted 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 the two balances
Complete the section,
L N M——————— T

on the part of a Balance Sheet shown beluw (for December 31).
-~ s‘_,‘__,r/
Cash $ 2100
Merchandise Inventory 42700 ;
Total assets...............-‘.1.-\-.-0.0..1.. § i
(?)

(4) Wnat is the amount of the discount” $

(5) wnat is the note!s maturity value? § . “
o, Wanut is the effective annual rate of intercct which the bank charged? (set up
a calculation; you need not work it out.) ;

, B-zl i




(M

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

IF the note in question had not been discounted, an adjustment would have beaen

(underline) a., The adjustment reccrds accrued Iinterest / deferred interest.

b, Complete an analysis in the following form which is appropriate for this
December 31 adjustment:
' .
Which aszsets change? MORE or  LESS ] Which liabilitdes chenge? ' MORE or LESS
& | | v !
$ $ i 'e 8 !
! | | :
$ 's l
} H
Prom ALl of : [From AL of Seep ¥:1
ZEROY_ (V) 77ERC_ (v T
S+ OR hange in A — ey MIRYSem o e ——3 change in Li$+ i ’f-
§= e Y
‘_ nuu.;li/gm -
Change ir P s: pppo ) Plus § i Minuz $
(IF NOT ZERO, enter gccount title in the appropriate blaik belows)
OWNER'S disine
vestmer’” expense - income
OWNER'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 analysls for the internal trans=
action which is needed IN EITHER CASE. (Do not include the additional effect wiich

ishonor would require.)

Which eseets change? l MORE or !.Es: d Which liabilities chenge?

$ 'S

Prom ALL ©
T T ZEROY_ (V) ZERO_Y () )1
. $+ OR hanges in A > MINUS- —3 change in L3+ CR ‘(
\ S | $- ki
: < —_ourrfucy -
Ch : .
ange in P ia 2ERO Plus ¢ .

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

OWNER's disin-
vestment _

-

expense income

OWNER's investment

Minus §
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SYMBOLS USED: A= total assets
L= total liabilities
P= total proprietorship¥® P.C
PERM. = permanent ' t
TEMP, = temporary

NAME

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

i. 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 3! Reimbursed the fund for payments made from it, as folloys:

May 5 Equipment purchased $ 8.00
May 8 & 13  Freight on purchases paid 12.53, 5.00
May 20 Utility bill for electricity 12.02

May 10,25,30 Miscellaneous other expenses paid 9.40, 7.50, 15.50

Show Petty Cash account after complete posting Petty Cash
of the journa! at the end of May. Date any
dr. or cr. with date journal would show.

DATE
external (Circle a4 b, o1 €.)
s, 1t {s & CUSTOMER. b. It is a SUPPLIER, ©. It 1s desling with {ts owner.
Equation summary: - -
(v, internal CHANGE in A =m$ + TEMP. = §__ . 4
- CHANGE in P -
CHANGE in L =$ + . PERM, = §$ +
(circle appropriate change) .
Schedule of A L P change(s) : Schedule of A L P change(s)
s ¥ $ +
s Iy $ Y
$ + $ +
$ N s "
Schedule of A L P * .crhange: S :
DATE - L] L] L] L] L] . L] L] L] L] L] L] L] L] L] [ ] [ ] L] L] L] L] L] [ ] .
external , (Circie a, b, or c.) .
e, It {s & CUSTOMRR, . b. It {s a SUPILIIR. €. It 1g desling with {ts cwaer.
' Equation summary: -
(J) internal CHANGE in A m$ ’ TEMP. = § s
—  CHANGE in P -
CHANGE in L =$ + ) PERM, = § +
(circle appropriate change)
Schedule of A L P change(s) [ Schedvle of A L P change(s)
s + $ .
§ v $ .
$ + $ .
¢ + 5_ : i
) Sch . : -
7-\‘(.c.ed:xleOfA L P <change: $ L I
l:m ] e & ® o 8 ® @ 8 € © & 8 ® 8 @ © & ° O @ ° @ ° O O O © o s o o o 8 . l
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—  external (Circle a, b, Or ¢,)

DATE s. 1t s & CUSTOMER. ’ b. It ts & SUPPLIER, ¢. It is dasling with fts cwner.
. Equation summary: - ' -
AU, internal CHANGE it A =, + TR = § - 4
- CHAMGE in P -
CHANGE in L w$ + ) PERM, = $ .
(circle appropriate change) :
Schedule of A L P change(s) Schedule of A L P change(s)
S . $ .
s v $ T
$ + $ .
$ + $ T
Schedule of A L P° ¢bange: $ :
L ] L] [ ] [ ] [ ] [ ] [ ] [ ] [ ] [ ] L] [ ] L ] L] L ] L] [ ] [ ] [ ] - ._. L] [ ] [ ] L ] L ] L] . L [ [ ] [ ] [ ] [ ] L L ] [ ] [ ] [ ] . S
DATE external (Circle a, b, or c.) :
s. It s & CUSTOMER. b. It is & SUPPLIXR. c. It 1s desling with its cwner.
Equat ion summary: - . -
(V) ,___. internal CHANGE in A= § + TEMP = § L+
i - CFANGE in P -
© CHANGE in L= § + _ PERM., = $ +
“circle appropriate change)
Schedute of A L P change(s) | Schedule of A L P change(s) .
s + $ -
$ + $ ¥
Schedule of A L P change: $ +

....l..V-'__:_A....l..l.ll......l.l_.........!!,}'__V —
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 317

SHOW in correct general journal form.

. .. I
1969 ——————— —— —— ﬁ:
PO ————
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Hemisfair Hatchery maintains a checking account in the Umpteenth
Mational 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
Navember 29, the maturity date of the note, Mr, Victor
dishonored his note, and the bank charged the account
of the Hemisfalr 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. T - :

'(8) Included in the cancelled checks returned by the bank,
was a check for $241.36, written by the Hemisfalr Hootch
Company, and errcneously charged against the account of
the Hemisfair Hatchery.

(9) 1Included in the deposit o November 25, wze a check for
$10.20, received from Osc: ~ Blount. This check was
returnad by the bank, rarked, "Insufficient Funds",

REQUIRED:

~ Prepare a bank reconciliation, November 30.

Be55 "




Name | Petty Cash

Below !s the record which the (CNFAB CO.'s petty cashier has kebt!since the fund

was established on November 3.

i. . Fill in the_ P28 3 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
CONTRAACCOUNTS =~ under the column for accounts to which they are contra.

PETTY CASH RECORD

"J OISTRIBUTION OF PAYRLINTY :
DATE KXPLANATION veun imecaiers| PAT: (I arrd] wrsc. SUNDRIZS _ir
IN IGEM, EXP. ACCOUNT ] AMOUNT]
=~
Nov,y 3 |pstab, fund (Ch.No.32) Il 25
9 |Express on purchase | 61501 6150
12|Cleaning office 2 5100 5/00 .
15|Carbon paper 3 2129 Qff, Supplies 2 25%_
18 |Postage on sale 4 00 Delivery Exp, 2 004
23 |Collect telegram 5 1125 1}125 !
| |
i
in
G I e
| ' L)
" i1
" !
l

: % ;
Il.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,

Noting that only four$i'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 journalizing and posting the reimbursement of Novemaer

.30 by using the necessary/lines on the page3 form. Follow directions as
given in t,  above.

I1!. How much of the journal/entry would have to be changed if the reimbursement
were postponed, but November 30 is the end ot Confab's fiscal year? Yi.th
what would you replace the account(s) changed?

Instead of « o .(you finish it)
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) . —S."_“.‘LBLG_:E@-&. Sold shares of WOOD Inc.
for $10 less than their cost.

Identify the first gccount in each

Ly effect on bssic equa.?on,
NOT the ACCOUNT B

transaction by date. a’ ALWAYS choose pilus o1 minus
e sm— NOT

~—

ACCOUNT TITLE || Assqtuehange | Liab. ehange- 1 OWNER'S(*) EQUITY CHANGE(S}
!  A0CS0e b EoXalug 3
‘\0 * 80 * o i Y
o Cash A4 o
hedn — - - - . - -
me '. N ‘¢ ’-——-—-— * * A * +
v - 20 - - - - -
Loss "en Security ¢
Trading - N ¢ e * . N N
O 5 — Wi T 3
'/@ ;"‘ e + + + *
[ ]
- - - - B -
—————— —-—J-—————-— e o om e o e w00 o B e e B e o e -
+ + + + (R +
O —— i -
- - —
O: e — RIS b/ i+ +
[ ]
- [ - - -3 o
- - - - - -
- o w = t-"’""‘.’ﬁ-'-—-—
C\ + * + + + +
- . - . . . i
- e G W An S G es WR S S8 e S e A \--——--1’-————}--—-—\‘-.—_-——"
+ + + + HES .
R S —— '
N G - - - E- [ 2. -
+ '+ + +
O- — i "
. + + + + \
O e ——
: L—-——ﬂ.———— h‘—‘-\q———-.—‘-l(
. . .
O- —
. —-—————--'iv-----—-— »—---‘}.--—-—
O_- * * + +

IV. Add, summarize and verify your wor’ by showing that:

Change in total assets $ Change in permanent prop. $
mipus e equa_l_s’ lus

Change in total liabilities$ et Change Tn ... (what?)

. (how much?)

B=-5PAGE 5 1S NEXT.
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BANK RECONCILIATION

A. In vae appropriate column enter the amount of the correction to g0 on a bank
reconciliation steiemcut for each number:d item.

TO BALANCE TO BALANCE
PER BOOKS PER BANK

|_app | pepuct

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]
recelved for inclusion on the bankﬁw
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 guthorized when our
balance exceeds $1000 on the
10th of the month.

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

B. For EVEN NUMBERED items only, indicate in appropriate T-accounts tiie deblts and
credits our firm needs to make. (Use i;em numbers to key drs. to crs.)

"% Insufficient funds B=59



Exhibit

C

APPENDIX C

Treatment-Aptitude Interaction Model of Analyses

Title

Financiel Statement Classification,
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
Agaiust Three Aptitude Measures
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APPENDIX C
Treatment-Aptitude Interaction Model of Analyses

In this model, a regression line 1s 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 Poard test and two grades. There is considerable ambiguity
in the latte: two measures (FRESHMAN MATH GRADE, FRESHMAN ENGLISH 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 dii not make
such contributions. Instead, the significance of these rerults lies in
the demonstration of very consistent superiority of the instructional
system over conventional instruction - wherever this system was allowed
to work. Thc 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 1s 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 appvoach 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 performa.ice scale which is nezrer 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 significantly dif-
ferent with the lines for the conventional group descending rapidly,
impiying that verbal aptitude was handicapping. The difference ap-
proaches the .0l 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. OCn sub-test 5 (Merchandising) the pattern for all graphs
resembles the FRESHMAN ENGLISH GRADE graph shown for Finsncial State-
ment Classification. The average difference in performance is about
9 of =z possible 23,

C-2



Graphs of Regression Lines for Each Treatment Against Three Aptitude Measures

EXHIBIT C--FINANCIAL i 10
STATEMENT 10
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8 \\ 8 S= System
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. ..nAo . . ......_ e.eee(= Conventionrl
1 ” g Leott” Treatment
4 R 4
9 o # 2 . e
: } T -
300 500 700 b
!
CEEB-Verbal SCORE
: ' _ . m . .
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Project Lessons

- Since the system was not allowed to operate among the conven-—
tionally-prepared students with respect to most of the lessons,
little nformation 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. First, we shall
summarize the comparison of the all-system results with the combined
- results of both sections having conventional preparation. This is
the sameéfompafison as we have given for 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 rapidly to a differ-
ence of about 6 points in a possible 17. There is a crossing where
the CEEB-verbal score is 400. The difference in slopes on this graph
is significant "at the .05 level. For tue Bad Debts topic, there is
a simnilar 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 omne where
the FRESHMAN MATH GRADE is D, :

On the Petty Cash 1esson, 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. o

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 nezrly in comparison to conven-
tional instruction or in compari$on to nu 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 Qery similar, and satisfaétory, 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



EXHIBIT D
PETTY CASH

Graphs of Regression Lines for Each

Treatment Against Two Aptitude Measures
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occur as follows:

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

In ééch 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
neitralized 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.

-6




Graphs of Regression Lines for All-Conventional and Combined Treatments ‘Agalnst Three Aptitude Measures
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APPENDIX D

Project Lessons:

Accounting for Bad Debts % 65506 05 6580 505 aees s S S S E S e DN yellow
' cover page

Aceounting Cycle Supplement These supplements support  behind

- more than one lesson, and yellow
The Accounting Model would, of course, be cover
needed if one of these page

lessons 1s used alone.

Cost of Borrowed Money"l.ll'.llllll.lll.l-lll'llllll."lll green
' cover page

Tmprest Funds - A Petty Cash Example.c.ceeececsecsnncss . pink
C : - ' cover page

aeconciling th‘e Bank Statement & S 00 .9 5 888 S E S 000 e e DS blue
. ' ' ~ cover page

.Ahswer Supplement to Reconciling the
Bank Statement ..eesessccsessccsssnsssssssssssssnssss gZreen pages




ACCOUNTING FOR ''BAD DERTS"

The following pages are self-instruction in an accounting topic which
often provesmeedlecsty confusing. It is intended for use by anyone who is
familiar with the accounting cycle ¥or merchandising firms (and, ofF 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 mention these synonyms
where they are first needed, and to connect our term: to an example. You should
be able to see what we mean --even though you arc used to another label. (The
supplements mentioncd below will helip with sceme of them. )

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

, Topic : ' L page

An overvicw...... ..o e eee e .- ]
(A reminder on "Timing")....vivuninunnn.. 6

"Writing-off'' uncollectible Accounts........ 9

Haking theé Bad Debts Adjustment..,.......... 14
(TeSting an OULCOME) . . vt vrrnnvrrenrnnnnas 15

YAging'' Accounts Heceivable......... e 2k .
(Also Panel D - pink) : .

Recovery of a '"Mrite-of f''. .. ... ... B 1

A summary problem, .. ... . il ., L3

‘Unless you rocoiwed them weith another lesson, two supplements follow.
Put the blue onc aside until you arz instructed to refer to it.

The other supplement (green pagos, yellow cover page) is entitled, "The
Accounting Hodel.!” Two ways to use it arc described on its cover.

You should start on the first supplement page and go through all the arsen
pages. 1t should be easy bucause you recognize familiar things, even though they
are in new settings and formats. This.lcsson assumes that you know wWhat =zsscts
and liabilitics are and that a ledger koeps track of each one of them., It ziso
assuli?s that you realize that the vest of a ledger keeps track of the difference
betwezen their totals - and that you understand which part of the difference is
the basis of profit computation. The model should mecrely be a remincer, but
you can't do the lesson until you understand this basic structure. '

AFTER YOU LOOK AT .THE SUPPLEHMENT, rcad page |,



ACCOUNTING CYCLE SUPPLEMENT

THE ACCOUNTING CYCLE

Data Collecﬁbn

. .
'...-'-..'....'.........

transactions"

) transactions" ]/

Ledger Clossification 3 § Starement Preparation

(Pasting)

Tabuloti . Closing
“w:o';;z?;qn)q 2 . / (";gé-uplz’csﬁ nl:;:molizinq
" o . Recordin " ‘
Recording "EXTERNAL - "INEERN A;‘.. :

e e ® g0 00 ® a2 o500y

d ¢ on. 0 by 5 g0 20 00 0 06500 8 00

Adjusting INCLUDES joyrnolizing
and posting)




CONTENTS

Matching of cycle steps.....cc0ev.. 3%
lllustratfons of cycle activities.. L-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
exXposure to the subject matter, and would
seldom be adequate. /

See these pages for reference to

SOTUEIONS v vnennrnnnnrnennns .. 8-15
#SOLUTION O PAge 3eeeeveneeeens. 'BOTTOM OF 15
EXERCISE solutions...oeeeuveesees 16 and 17

MY



The six activities of the accounting cycle are described in the

foilowing 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 the letter of each
illustration beside its

description.

Assemble transaction documents, etc.

Classify price-measures under each

— account affected. P

_ _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 adséts

and equities. T




4. @
"FACTS (on which the 1llustration is based):

A count of office supplies revealed $50 worth on hand.
(Looking al the ledger, we find an $80. balance In the
account. ) ,

THREE STEPS WHICH WILL ALWAYS _

WORK (on any and every adjustment)

OFFICE_SUPPLIES B _ SUPPLIES USED
: Step l--What do the FACTS
tell you SHOULD BE in the A
? o —>
. $50 should Yo de=- 1 record (to produce correct this perici's ex-
© ferred until usgd .Smfng)'? . pense is $30 _

MATCHING revenue and expense Of the same periods

OFFICE SUPPLIES : — . SUPPLIES USED

80 o ) §_t_e&_z.--m'bat- IS !.n the [ : QQI'OI . o—
<~ ° recoxrd? ~> (since this firm used :

this account only

~ when adjusting)

OFFiCE SUPPLIES .| step 3--Make the onl .os-'.."'-' SUPPLIES USED
80 *) 30 - sible entry to change condi- . *) 3 ‘
E | tion 2 to condition 1. | 5 -
= — By analyéu the $30 e Ais h.ecog—
Because 06 the c}zedu: (* “nczed as e expenAe wh,c e (%) delu,t
the balance becomes what it ucoadA o
"Mloﬂaﬁ " $50 , s
“deorense Ogfice C.. . Supplies Wed + £30 . N
. : )Su'ppa% $30 v _ ' Is the firm ]
' (Resources ~Dabt) = . @ dealing with
chngedn / o : . X
CTO" _ SR | . e} negaLwe
TOTAL gssets -430 o ey |

Change.

whan adiusi-
N wg{ \




Harkefable

Building and Land Dividends from Stock _ §V tocks and Bonds
13000 ‘ , 725| 725 1500

Cash and Recelvables
200

Cepltal Stock
Rliel Soc

1itle:
-"""'g&o'lal' 700

Prepayment for Professlonal

Commlssions Earned  yse ‘of Copyrights Organization Dues ages
(a) 3175‘ 3|75 500 | 175 fa, 175 325
. - ined rnil -
o | : » ~— 700 (a) 700 I;a) '3,?)0

ALL the effects of the entry ! . - S

keyed by (a). .]

® =

Initial capitatl of ownor(s) SXAXXXX
Additions:
L 1
: . Net income

4 o ‘ u OR Net Loss I XKXX

| . SXXXXX
TRevenue or income from operations: _ [ Deductions: . o xxxxl

¢ Period-end balance of Capital... SXXXXXX -

Total  $KXXXXXX _ .

Y,
Operating Expenses: : —
Current Assets: . Current Liabilitless
Total ~_ §XXXXXXX .
Non-operating items: . L SXXXXK ..~ Il 'on-current Liabillties:

(+'s) (-'s) . S |
. T — 'IM o : [ _
Net income.eosvsveesvssses Cesssesies §XX5X5 i . " Total SRS X -
. / . v — ..

Non=current Assets: ' :
Ownershlp equity:

. ,' h o < : . ) . ) . 3 Tota! X ]
ol e S TOTAL . . SKOGRE <) TOTAL e %;;g
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Page 1

1970

Mar. | 2| Equipment 5 Hal -

Accounts Payable 10 75~
Bought supplies grom Stanley News Company.

B

!
(S S e

3 | Accounts Payable . ) 10 }

Casn 1
Paid §ilm rentals through February 29 - ;
Acme. Distrnibutons,

oo
[y

= 4
oo
[}

3 Cash ' ' : ' 7610 - |
Notes Recelvable 2501 -
Interest Income ' il

Collected note and interest due today from
Fred Fox. h

i
b1 | |
- it L T L ~—L |
—— ——t
— ——
—— e —
= e .

Some format rules for EiCH 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 trars-
are always indented, actions.

No entry should continue from one page to the next.

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

PAID OUT ®

5/ /ﬂ»ﬁ, 71 ‘”’




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.

DEFECTS:
Title of the credit is not indented in A .
The date is not sufficiently complete in and .

Line not skipped between transactions .

_ 1 HJ RREEEE
8} Cash H‘soﬁ--—'i BRRAI
A. Qtis_Seymoun, Capital _+~ L 11500==
Additional invesiment by : 4+_%
_Seymour. ) i N
. lxxxxx)otxxxxxmxxxx;c(xxxxxxxxxxxxxxxxxxxxxxxb;
_ _ Ledfd 1 !
‘ 31014 S_ngou/L. Capiktal. ib7igor [H171 1
t - Prog«l and Loss , E
B. - To cfose £oss to capifal. ! RN
. ! | i
: ' F
4 i'f_%
DARRXARIAR KRR K IR XK ARKARK IR KNI RN KA R KR AXXRXXXK XXX l T i ‘"
. l . " Jﬁ! IJ_-“.. l-l—a’—b
21 Cash . {7’0'0‘--—: TFL Ty
Income from_Services ! i | 1700-d
_Payment_for services per- R Lo
C. - formed foxr Clancy & Co i AR !
21 Wages Expense sl (111 i
Cash ' .1 950==.
Payment of Wages. : i i S|
I B t P
_ T T
_ KKK K XXX XX XX K XK R K Y XXX N XM MUY NWA NN
1970 _| i | g
19 Land 1y~ - L1
RBuilding _75000,-=1 |1
Legal Expenscs & Taxes 1700=~1 i}
Mortgage Payatle i) 160800~
- Cash. ' T 300
Paid down pavment on a_parcell REENTIRE
of land_and a tuilding and ; TR
assumed mortgage £rom Olsen B TSN
Real Estate Co. J_ IR 1
1] I i 1]
mnmmxxxxxxxxxxnxxxxxxxxxxxxxxxxxxxxxlxxxxx
, ' O [ O
£ 12| Accounts Payable kol i1 |
‘ 044ice Equipmend Litggnpl
Retunned mac tive to Mayhow R N
I 0 ! |
- . - . 1 1 it [
XXKXKX XXX XK KKKKKK KKK KX K KX KK KKK KKK KKKKKKK
. ' (L [
F. . anch] | Cash e T
] Income_4rom Seavices L 17000
Carplesed_and coflected 4o, AN
souenct _Amabl jobs, - AR
1 ] [




2. Journalize the entry in the illustration of closing on page 5.

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

- SOLUTICNS- to journa;izing
Qﬁ L o ' - exercises, page 16




10.

Postlng EXERCISES

1. Enter the other letters from “he illustration on page 6 in the blank
before the appropriate descri'tion in the following list.

. Complete the cross-referencing by inserting the iedger page

(or account) number in the ''ledger folio' column on the
credit line.

—

Copy the amount in the journal's deblt column |n 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 ¢olumn of the account named in the journal
credit entry,

e Y“ i ‘,__-/
As a reference, write 'J" followed by the page number of

the journal in the account column-to the left of “the debut
amount posted

Copy the date froﬁ 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 1ine where the debit is journalized.

2. a. Give the dates of any journal entries in the page 7 illustration :
which have been posted.
. b..Post any unposted transactions in the illustration to the accounts

below. Entitle the other account if you need it. "
) Cash_

_macel

1970 | 4 |

Mar{-| (balJ) |V [1loplofs

" SOLUTIONS to LR
‘ 'U 1 S.to | Pl
these exercises, : —= _ = :

16 1920 1 - - i S

page X Mar|-| (bal.) [V

-

AN



Adjustment EXERCISES - o n

‘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 decfeased"
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 1s decreased and expense is increased.

d. a liability is decreased and income (OR revenue) is increased.

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 eigﬁt correct adjustments. - In the blank.before each pair of
accounts, place the letter which describes its effect.

(L Salary Expense Salaries Accrued
- 5000 ' (1), 400
o Sy 40 L ) ’
| . (2) Subscriﬁtions-Earned - Deferred Sulscriptions.-
‘ {2) 5030 (2) 5oﬂ: . "9050°

S .§3) ' Insuraﬁce Expense : : id Insu:zance
| ,600|(,3) 400  (3) ‘t.400f

(4), " Unearned Rent . Rent Earned -
' .FM 45007 (4] 450’o| 6250 .
(5)' Accrued Inﬁerest : ' Interest Earﬁed I-; |
o . _ {5) 17
L. ~(6) Customers" Deposﬁts TV Sefviceﬂﬁﬁhtracts Exyiréd
(6] 407 - 847 Her . 407
e i?)_ Machinegx,DeE*eclatdon Accunulabcl Depr. of Machinery
(7] 1805] o R I 9000
. S (7)) 1800
' @) - Advances to Agents Agents' Commissions

5400[(8)' 2500 ° (8) 2500]




12

2. "In every adjustment, .orie 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 ftems on rage 11, write the full and precise title of

- the balance sheet account (also known as 'bermanent" 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 adjustmeat 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.)

1. Prepald Advertvsung remalnlng at this date

is $L0,

"2, We have earned 1/3 of the $1800 annual fee
collected October | from C'est la VW.

3. One-half the'next tax payment of 3700 applles
to the last three months of this year.

. LeDGER: . S . - T

Accounts Recelvable _ ~~Acc(ued'wages . Advef;ising-
| - 300[ | - ] - | ] ‘
Capital Stock . o cash : Deferred Advertising xp
S 1000:. oo - uz‘l
eous Exp. | ~ Notes and Accts. Payable R Property Taxes Payable-
' Property Taxes ' "Retained Eerhings "+ +  Revenue from Fees _
LT l-u—ool,-~ : - 510 [ L S W

o i' ' ’ L : L - Unearned Advancés from Cust’

| ll'




| PP

future cash

payment (ex) _TaxeA Paygble

future cash

expected | ex,\.canmuuam_.&mu’.mbm

—
specific ser- for product Fees Collected
vice expected(ox] SupplipA or service (gx] iu Aduanog. i

YT rrrrrr e r Yy P LY D DL Ll LD Ll ol

Column SUB-headings merely identify the
class of account affected. + and = re=
 fer to -1ncr9gse and decrease in 0. equity.
ACCOUNT TITLE || Asset: change | Liab. changs || : OWNER!S(*)_EQUITY CHANGE(S)
v L L lngg" revenuy :

+*

+ - +* * ) *

i
- e o e Sw o




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.

A _Debit all accounts with credit balances-
.Credit all ‘accounts with debit balances.

B. Making the drs. and crs. keyed by (1) and (2). I%

, 8ad Debts /
. : —10}(2} 10
- o h‘éales S Sales Returns » . - | : ‘ )
NOTE: ALL examplesf|(1} zooal _ 2000 50{2] 50— _Ad“f:;t{a"s 7 |
assume merchandisej{ - ' : ' | | ——
accounts have al= - Cost of Sales - Depreciation - Fix. .
ready been adjusts {A53. > 730142 730 ' atartes
ed to creat¢ Cost I~ . ; . : ,
of Sales balance. General® and Ad~
' ' Rent . : ministrative Expense .
eol{z) 60 6| 316 - _Profit & Loss Summary .
. . 17 178001111 5333

o Ce L Closing the ‘books 1s condensing the record of owners equity by can=
celling all balances of accounts which collect’ profit-changes
- and. substituting (in this case) a net-$200 credit 1n Retalned Eaminga. e




- 15

T ————

D. - Recording these changes:

OTE: + & — refer -
to owner equlty
changej NOT negese-
garily to account -
alance change.

NERS
eXPense [ fucein

. \h- -}
. i. ;2 S0 "

ﬁ___ .Rént . 4'_—-—-4»’--——

Account titles

Tnterest Expens e< o gat. T
' Bad Debts N~~~ ~tr=--

Gengnal. and Ad= /] e e
- mindsirative Exp N 916
. ' -t -.“"‘-—--
| SOLUTION TO
— e L D closing excrcise, page 1/
E. PoSting this journal entry.
1 37 Cost 0f Safer ' B0 0
: Rent ‘ : Y Plkla oo
) . - Intenest Expense 114 o0l
: Bad_Debits : 11d od)
- Advertising ' o[d odl
o Sates Returns. , , . A 51d odl
| Depreciation - Store Fixtuwres q 04]
- | General and Administrative Exp, - i 3714 o
| Retained Earnings , B ' i q oa . .
- Sals .. - - F 2plopool- -
cpanof o | Aual closing of the books, '1 10

. . : . . : h . ‘
~— ' ANSWER LISTS for page 3: '

N O W e
.
.
.
.
...:. ’. .-
Q> w v
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ANSWERS for journalizing exerclses: 1. a«. B and E are_correct.
b. Dafacty: __A i
D ‘and _F
C
2. o 19xx
June|3d Commissions Earned 31174900
PJov.cdends fhom STock ) 221500 . )
IntenedT Expense , ' 76100}
Professional Organization g
. Jues . 11712 7
__Wages - )00
UL Bitees % 00
X etatned Ea/uings ] 2750
lo close profat Lo Relained
- Ewu/lqu- _— e s

R e Gt AAm e GEE e e e WM AR e MR S e S e

ANSWERS for posting exergiseé: 1.

CEOMO>®:m

T 3 | Cash : : 1 21610 - .
T Notes Recelvabl " 11 21510
Intenest Income 47 - 110
Collected note and intenest due today from 1 1

.A.,',.): ) ——
Cash
pacE 1 »
~ 1970] ,
Mar| -] (bal.)| V| [1PDD|57 ~ ’ '
. (::;§;>‘ i 7160100 » — ,=
) s - Notes keceivable . L :
. - — e PM;EII‘ . )
11970 ° - . 1970 | - | 2
'‘Mag-! (bal.)l. 60 0100 Mant.-3] - R 245 00@_-.
Sl ' Intenest Income. e
' i ) : pmz‘IJ . : :
. H }ﬂ;f&/o “ | o
ki 11 zoao@ o
- = “L' ‘ T SN




ANSHWERS to adjusting exercises: 1. __b_.f(l) A f_a_“ (5)

: 17
4. (2) id  (e)
—2.:(3) L
. IO 2e (®)
ASSETS ; LIABILITIES
! B e e o m r o - - U T realiny

 future cash

‘ . ] future cash
 cxpected  (ex)  Commissions Recelvable

payrment [(ex) . Taxes Payable

: J
/ »J ,«__?ﬂﬂﬁiw

(5)- 7 Accrued Titenest (1) Salaries Accrued:

>

.-Pecl fic ser-

' ) for product
vice expected {ex) Suppfies

or servicelex) _Fees Co(’,ﬁected in Aduance

{3) Prepaid Tnswrance.
Accumulated Deprecia-
(7)tion of Machinery

( 2) _jzﬂmed Subsendiptions

"(4) Unearned Rent

L R T R R ] S N L L LI e

" (8) Advances to Agents (6] Customens’ Depos 24

b - N . . . - -

' Column SUB headings merely identify the
class of account affected, + and = re-
fer to increase and decrease in- 0. equity.

: Tl
e Liab. change |l . CHAMGE in Owner's equit‘j el !
ACCOUNT TITL._ES . Asset chgn.,e a ? 8 —romse Thcoms | Tevemio o :
P : ; - T ; =
7% Advertising \" 1, b e W [ i+
U S P . Lo - 380 . ' i
.,,D%Weo‘.'_ . <'-~.8‘0~"——“i*‘ ....... ; = - e
O Adv. Expense +.3 §* * §#. , é-r -
N . UnZarned Advan-< oo : - i : |
O ces Alwm CuAtom\ i 1200 ° §* §¢- — [t—
—-—--————a}——‘-——--———-— .:-———--:b_-—.——o-:n---.—--—--o--'.--’-
M 1 . , X
Revenue Mom Fe : i+ L by e *
O / t 4 3 * . .
| T Po— U SR S 1T
R R M ; ;.Q-
P/wpe)uty Taxes \, i N M . -
@ S R | TR e P -
( M—_J .W -1-d“—n;—¢-———- -------
~—-—-~-l— —————— ‘i— -—---_----ol h "
A /\P)wpe)vty Ta.X.QA N §+ 350 5 e ‘- : +
‘ 74 P el | RIS Pl .
\./Paya e / — _ : :
' o e + L
M v\ ‘.J l l y
7 j

_._.'_.-————— _‘ﬁvé_f
}. DEFICIENCIES: ,

ANSWER N .
- . .: ﬁ‘ 'f,E;

. ‘to POsting : . ----—-

O xercise: - EEEE B

N ----------------

¢ and D should be civeleds - T




THE ACCOUNTING MODEL

-

-——

; 1. ‘A conc1se illustratlon of the relat1onshipsamong accounting_events,
* the ledger and reports. .

2. A means of fam111ar1zation with a Variety of blank forms used in
teaching and test1ng.

The GREEN PAGES illustrate the use of gradually more complex

forms. Relationships based on the accounting equation are summare
‘ized in a fiowchart (THE ACCOUNTING MODEL) . ‘

The YELLOW PAGES show the variety of forms in blank (usually reduced)
INDEX  Vversions, 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 FoxM
ORGANIZES- ITS DATA DIFFERENTLY, '

.
¢



THE ACCOUNTING MODEL

~ Every- ledger is an equation. This list
of all the Star Discount Store accounts

STAR DISCOUNT STORE
Trial Balanoce
July 31, 1970

1. Cash . ettt ettt ae e P

2. Accounu Rocolvable ..................... cieesens .

3, Allowance for Doultful ACCOUME. « . o v vi v vneevvenons o

Godnvemtory . . .. v it Cest e sersteass e .o
., Store P’lxturu lnd lqulpmm ........ .o

; 9y
.
ll..l’ayron'l‘lexpenlo ------------- TR ssessiengs [ B
lS.ReM..-..- oooooooo L R 300 )
16. Advertlllng Expense. ...ccoeeecenenennns siseresees - 260 ommmm— $7 820
17, Heat and LiGht EXPOnSe. . . . . o oo v evrovecoeneess 105 - Wi
18, Telephone Expense. . ... .. Heecee cecssrsessess e e 35
"lq.s.l.'hwmoo'oio-o I T T T O - 70
20, Uncollectible Account EXpense . .. . cooeveenerens cesee 230
. 21.mp"embﬂsmm..ooooo;0900000000000 ooooo Lo oo 00.

- Totals .. . -§35,015 §35,013

has been summarized, below, to show the equality. ‘ 6
i ' ACCOU % R  ACCOUNTSWFOR ~
. o ‘nznucuou& PROFIT  ADDITIONS $£0 PROFIT
ASSET ACCOUNTS : ANV _ _ g
) . o, [ .' ? F0 .
: : T .
- ) ' ) ' N
. ' . - . H
' . )‘40‘ ¢ S . .4+ [s the firm yes
»(Res s—g?bc = eie oo e '09":““ t Jdealing with
' 9’ ) \ A v lits owner(s)?
- ' e e e _l ‘ . lno ' T
o ! (_!,) ! )
v ' N
‘LIABILITY ACCOUNTS bomessasessneas . _
; ‘ _
*ss ‘ : , Jvf"ﬂ' . | |
: " PERMANEN ' ACCOUNT § B
The W 1s $22,405, . - FERMANENT OWNE zo “,
ShOW'that the account balnnces for owner s equity o
combine to- agree.._ _ )
- ($20,980 + $ _ -3 A ) = $ B S
’:\'& . R

[P ey -



2. - : . . , : :
An equation in the ledger is unavoidable. Every event is recorded so that:

Change 1in |

(Resources—Debt) R ERE

. Change in Change in

“"capital," "net worth," net assets,",
"owners' equity," or

OPRIETORSHIP"

You may Know the difference as:

It 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:

(fof TOTAL assets) (for TOTAL 1iabilities) (£ TOTAL proprietorship)

With these symbols substituted the diagram now shows how the equation is
changed by the event which is described in the box beneath it.

t
Joy
!

EVENT (treﬁsaction) as - An owmer of the firm (the entity) contributes 8 used desk and
chair, valued at $190, as a part of his investment in the business.

_ '
At. the top of the next page, the SAME EVENT has been enterqd in a TRANSACTION
ANALYSIS FORM. Note tihe symbols in the circles. .




* k Kk k Kk Kk Kk Kk Kk Kk Kk Kk * k -k & K- . ’ o

% Note that there is NO reference to debits or *° 5
4 Credits, only to how the accounts (and totals), TRANSACTION ANALYSIS '

- change. ‘
X % Kk % K &k Kk Kk Kk k k K* Kk ¥ * & * (}W

-— —— —— — = = — — -— — — —

s’rcp 1. What (s the pr{nty doing? Check (V) appropriste space(a}.

A. It is n CUSTOMER dealing b, It s s SUPPLIER dealing c. It is dealing with its owner

with & aupplier of with a customer for
products{a) __ (¥) product(s) -___ (V) Y
peivices: service(s) (./)
commercial . (V) . loans ___(v/)
employee (/) ’ other N C))
tlﬂt'ﬂupport!d__(J) /N
OANR .

other

Step 4. : Step 5.

%’ or LESS

' Step 2
wWhich liabilities change?

Which assetsYfhangel’

§
$

L

‘ . \ Prom ALL of St 3¢ ) : [Prom ALL of Sreo 3
- .- '
ZERO‘(( b

ZERO__ (/) N\ .
Step 6. §+190, - OR change in A —— S MIRUS———— 3 change In L& L
| T ' | i
= — \
Step 7. Change ir P {a: ZERO ¥ (¥) Plus § 190 l Blaus -5

P = T T I e

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! N
- +/90 . — —_ |
. ) : 1 —{g? )i
- | ) | + -
) | Is the {irm yes "

(Resources — Debt) = « « « o « o dif.
!
H
!
!

-0-

dealing vith
its owneris)?

PERMANENT PROPR] TORSHIP
+ /70

r !
The account affected can be shown in a form which concludes (steps 6 & 7) as follows.
ZERO___ ) — : § zero M)
: : ) [?I §+ OR
Hlop b, . { . s?k % . %

S

IT ool zoerd, show . : )
Step 7. aceount and :\mnunlJ 21RO 0 b
. - . hscinvestment ' I

Faeome

’ ‘_‘ . ) ‘ v . 54 X .' - )" " ] : - .
. o k 1 Yoo ‘8 - i - Fevenuge _ . ‘




A Bziow and oprosite are analyses for two more transactions.

Note how each is recorded
S0 that both sides of the ledger's gquation are_kept in balance.

b.

Issued payroll checks totaling' $895.

The remainder of the $1050 which the em-
ployees had earned was withheld for payment to Internal Revenue.
— -

Step 1. What ia the entity doing?

Check (V) npp'rop.rllto ‘space{s).

ta. 1t {a A CUSTOMPR dealing b
with a auppller of

. 1t is & SUPPLIER dealing to It 1o dealing with ite vwnay

with 8 euwsromes fov’ .
rnducu(l) /) . product(e) _ (&) N
service(s) __(¥) .

comercill z(/), : loans (\/)

employece W) other (\/)

tax-jupported  (v) K
Touns AR .
other W

Step 2. Step 4.
Which sssets chnnge?'

LASH

Which Jiabtlities chenge?

EMPLOYEE INCOME TAXES |$

ﬁPAYABLE
'; ) s ' " _ ‘ = J 21 .

. | . ' - - { RN
Step 6. $+ é_ 9313 : sJulus —» changs in L &% OR,

{

" Step 7. Change in P {a: ZERO €Y

- |

1 ~“Wihu '

— _ i Plus ¢, e 1050 :

l—~———‘."'.,7""—-"""""""""‘""“""""""".. |
c. Collected $37, in full of the account of Spartan Bros., and a $10 advance, as well,

"Srep l.

What is the entity doing? Check (/) spproptiate space(s).’
a. It is a CUSTOMER dealing '

b. It {s @ SUPPLIER dealing ¢. 1: s desling vith its owner
with a supplier of -with a8 customer for . ’ . -
roducts(s) (V) e product(s) __(¥) )
wepvicess service(s) (\l)
" commercisl __ (V) :

employee IR other 1

loans ﬂ :
tax-supported (V)| - - e e ems  ems  omm o
losns ) I

- ﬁGUI $

Don t forget zeroes. T )
They re numbers, tvo. | '

. T e
, .

When you don't know what the
, Other — account is for, use these. '
. ) . L] * Yt ¢ wEm [ _ ] e L4
Step 2, o Step 3, . Step 4, Step $
. Hhich lgaetgl chongé? 'Q‘ORE - 'f.vr‘ ’ @ I Which- llb(llDiv N:\;\; el 1‘?% or %}s’
CCOUNTS -RE( 1 . 37 CJQTOMFR ADVA $ - $
A _~ CEIMLES ls—* LR I A S B 3 ‘ ,
CASH__ sS4l ¢ + Glve ONE - b )
o + (net) amount, - ‘ e - g .
in Step 6- . r“%’:
= , EE N e +++ o From AL of 5tep 5:) -
_ 1 2 . ' = o zanoc (J>
Step 6. - [o¥_ TOR § chlnu in A———)Jﬂlﬂs—-———-—-) change n L ‘L‘-F-_'
v o . . L DIPEPEENCE - S '
Step 7. Change in P {s: zero °7 SRS uua"o' e




_&v---------f-------ff--“-----------f‘------7
) Step I, (Circle @ b. ' . C
a,b, or ¢) It s USTOMER. It is a SUPPLIER, It is dealing with its OWNER,
o $ or y K
LASH $ . '8_&9_5_, EMPLOYEE_INCOMFE TAXES  |[$
3 . s '; PAYABLE
$ ) )
ZMm0__4) }
+____on ‘
§-_895 _
not zero, show .
‘f3ccount and amoun ZERO ____ ( _‘/) - < 3
o . disinvestment
: Salery Expense $_1050 S
expense . income '
: - $ $
e WOt e e .- - ————NEYE o e o
. I's = ' |°5 |
' IFQ ' v . (negative) TEMPORARY PROPRIETORSHIP
i . .
) . -

) .
-+ ~(Besources — Dabt) = e ¢ s s . (@
. r..l ) 4
-’. . . ) . " .

+}155

’ . - wm - ." ——---—'—'\ U, e s« - —————-————..._-
. Step I. (Circle ; a, ' is:i . c.
a, borc) It is a CUSTOMER. [t is a PGLIER, It is dealing with its OWNER,.

is the firm .
dealing with
its owner(s)?

P -
“e

- (.%)—‘

- g““"_""‘.."b.

'
. -

"~ CUSTOMER ADVAN

A\

not zero, show:

© yaccount ‘and ‘amount.} " - disThvestment-
expense. - - - 7 ot T N, income. ‘

investment - " Coe




/ s -

6. @ach form..

Here are two more forms. All three of the'events analyzed before are shrwn in

!
Iden:ify the flrst account in each

trarsaction by number, date, etc, .

ALW\YSS choose plus or minus

) . Ly effact on bsslc e-vation l
/7_ . . 7 : - NOT the ACCOLN:

ACCOUNT TITLE Asset change U Lyab. change " 1 OWNER®S(*) EQUITY CHANGE(S)
ncome J Toyenu 0
UL N1 + 10Q + e *
.?-‘_._—-——q ---—--a-- . - K .
-# * + * L e E ’_100_
@ CASH . . ’ . ’
- 895 - - - - ) - -
EMPLOYEE INCOME &--- === d--=o=o=-f Toomi oo o oo - o= Y
: *_ 155 !H* + + + expense ls
- - - - negative
+* +- + . * + Ohnge
- . -!!!i“ 2 N - - -
- e e e e p—----‘h‘--—nh-——-ﬂ—--—_---
+ 10 i1+ o+ + .*
- ———3 . —
Of_CASH + 47 e ’ 24t ", ',
“Reg R, LN —
L——.J - e @ em P- - o .on.an agl gy _......._...

" NET EFFECT °
‘of ALL 3"
‘events,on the

> [ ]
:.oo.l

equation ih

the ledger

arTEasssnsmeEte——)

Change in

<

Identify transactions,
lﬁ . o . ner Equh.y -CUIANGES
ke ' LIABILITIES . FROFIT ADDI TIONS/IPROPLT REQU OmiER
only - ACCOUNT TITL S ﬂ po o on on cn =l ow || om cn
o Of{i< ¢ Equijgment ' 4 - : j[{ — {190
' JGMSJ)a«u&w&e.CaP H - ot
5 Camh BiBE
- | tmployee Income .
~Payabre

SaZaTng Expawsa e

Uaﬂc’_% :

..UA me/L




7. .
At the end of an accounting period the ledger is an equation composed.of these parts.

.0+ owner's

1= end of LAST accountirfg period |

El_lOLE difference between

2= end of CURRENT accounting period : and L, X

norooooonooonnlncno-on-ooo ¢« . e e

' + ‘OWNER A
'LIABIL~ _. v 0. IN-- . O, DISIN-
“*SSE"?SZ“' IT[ES, ~ ! EQs ‘I‘vssmmms VESTMENTS 'I"( NET INCOME)
- . : l "'OO‘OCOOO'Loonoliooll!ll. oc-...'u
/-Q . . T additions

N -~
~ . : . .

This flow;churt of the various ways a ti‘nns'action_m.y affect the difference labelled

et -
se0

+5., above, may be called the ACCOUNTING MODEL. It is labelled with the numbers from:

L LN

above to show what kinds of events affect the equation's differant elaments.

ACCOUNTING MODEL-

| o , - TEMPORARY ro rietorshi (for profit changes)
‘ espot ont“_“‘et; ' expense & “income o IR

¥ &
; ‘ ts count :E:ontra-revenue § | - revenue N
) ‘:if;‘.‘_n * & cd-‘ s » acceunts ~accounts
} _bg t. . credit ) " debit . credit -
alan~ balan- ) % balan=- - balan- #
; ces ) ces ) * ces : ces 8 *
. )));))))))))))))) RS ¥ _-U********f“**
) - S ) s .
y . , HE © f yes."
- (Resources = Debt) = ¢ s ¢ « o o @ 0 ->END ! J:a]t?:g k:_::nh
' ; ! : o -V lits owner(s)?
- 1 ] ) -~ - ‘ ) - ‘-mn "
. ! ' ("') .' ]
P R I ) 3 LB IR b L.-----. YT TTYY a ‘ '
liabinty accoum:a . L y'. .
N e '((((((V((((((((((V(((((c_‘
Te ‘ + . (contra-prapriet. fproprietorship .
i < . : . * L debit balances L credlt balances,

7o o o wesse-0 s e o
- LR ST




8. In this ledger, accounts whlch belong to each financial statement c.lass

are segregated a&écording to the dlfferencea gsummarized In the Accountlng Model.

.ll1 s es 00 0 O s o0 *as 00 9 00 200000 I.....I’I.....Ill.'l‘...l...'ll"." LIABI lT' . .
« ASSETS AND CONTRA-ASSETS: : : RAULR2es reom
A . bl A Iowance for cash . . Cystomers
ccounts Receivgble 3 N Y ;
. 500 : |o| . . 200
" - . . Othér . ' e
. . Liver T d . :
- 90 9oo|' . ' :
. . : : . . Var ious YAmounts -
. ) Due Suppliers
I X 300
v'...-.:--o:‘ ------- ..l—-.ol."l*:h.lllll.l.-.....‘.-.‘.l...ll.l....'....... -
* EXPENSES AND CONTRA-REVENUE: 4 4 & 8 are "temporary”
*____Ggg_dsTS_Q_Ld__ §a|es Returns .. account categories.
* *
.« 1000 _ - % ALL OTHERS are "per~ q{
* o ' % manent" or “real", ,
& * . ) . . >
* . T *
* ./ W
* * . .
. Secur iy
-S.EJJ-LDS.,.E&D.&D.S.E} . N [ L ]
: * Trading Gains
200 L - 137
* s l T
* - - ] _ ‘
* ¥ _ A PERMANENT PROPRIETORSHIP
* . o AND CONTRA- PROPRIETGR—
* * » :
% . * SHIPS
Yelete delcinrieldeinitieiolniooleininnieiciolololoirielsinloimricidelcieleioicle

| represent any

combination =

_ to the net ,
L — | credit) 4

BECAUSE transactiOn data are consistently assigned 10 these categories

to: .a. the definitions of assets and llabilities, and e
' 'b. the tests (+ or = ; owner or noi=owner) in’ the flow chart,

every correct ledger will contain ain g -true equallty’ “as shown balow.
: 632 r——— :

' S . ,Z" ) : z '. .. $837 .

$1,§87:> 1

' CUABRLL
Asszfsz-' Teges,

- . - e




A complete set of financial statements is also

an equation, hecause it reports on the:
entire ledger. (This set is keyed to

both the prior forms with their ideénti.

fying numbers.)

- - Income Statument—-

Revenue or Incoms from opcntlons

10

Jotel _§ XXXXXX

Operating Expenses:

2

Capital kﬁmu lj

Inttlel capitel of owner(s) $XRRAX )

LAidl!lons: ; 14 .. MT

iNet inchme_m g Nt Loss - 3 .

; oo $XXXXXX gk
Deductions : - 15 - XXX

Pecioduend belence of c.plnl - 0—-—5 ‘

—Balance Sheet—

B . Current Assets: Current Lisbilities:
11 : '
Jotal ’ . -

18
Non-opereting ltems: s - ® 16 - Nen-current Lisbilltles;
) =) ' '
GO GONS R TR
1. Net Incom@.ccesss R ARy 1 . 'ot.'.'om'Q

Non=<€urrent Auou'

17

. ._', —t oy e

_—’\_—p———— ———————

~ - are included in the ledger or financial statement relationships.

The cloalng entry journalizod hore. hn tho lndicatdd ottoctu on the lodgor and

report catogonios .

l’T"l‘Il

nem:

Off. ice ﬂgeme

~ Ier_ut_Ex&nAe

® wm. W %

It is necessary that each transaction leave a valid equation. atter all M:s changes




\0-
The effect of the closing entry Joumalized on the last page is given in this very
flexible transaction analysis form.

(When the'flm ian't dealing with another Eartx--otherwlse, circle ansver to, "What
. 0
adjusting and olosing entries are : ia the entity doing?") -

moat’ tamllhr' examplen of "internal
transactions!

external . (Circle s, b, of £ . . ) . v .
'l-‘ It 1s & CUSTONRA. . b, It le & BUPPLIRR. 2. It 1a desling vith (ce owner.

. Equation summary: :
AN Y tnternal ’ THANGE 1n A - TEMP. = 5_4_6_5_0___._@
/ CHANGE in L =$ a—— PERM. = § 4267 Cl\ .
{circle appropriate change) . ' .
Schedule of A L ZP jchan,ge(s) Lo Schedule of A L @chansg(s)
Real Estate Commissions Ecvmed‘s 9000 +y Interest Expensde - , $_z5p @
Gain or Losd on Securitu Tll.adi—_nix 500 (&8 Retained Eannings $4650 @_/
__ Salarios Ji § / $ R
Rent L J . / ) . '$ ' :
B . - a . - . - .
Schedule of A L S£0 .

~ . - 1l @ P ® @ @ & ® ¢ ¢ ¢ 0o ¢ o0 o ® @ @ ¢ ¢ © @ @

Fereirkdedede otk

+1 +1

CHANGE in ©

\;

dededetededededei

" ' . o *
% Schedule(s) must prove eah_summary amount (numerically). Separate ;‘;
: § schedule(s) for each affected symbol’, (Permanent and temporary X
A
% proprietorship may go in same schedule, BUT BE CAREFUL THAT EACH %
* : *
AMOUNT IS SEPARATED ACCURA ELY IN T UATION SUMMAR
_____.:'t*ﬂ'ﬁtﬁ________.._....._'E._.._._HF.:_EB_:_.:J._ WRYS) et

These journalized transactions serve as the basis of the analyse_s on the next page.

‘s " e N L
. Accounts Payable - L 100 i

) _ Notes. Paiable _ NN 40,00
. . Issued note to defer pavment - of-

Purchases Returns -1

Merchandise. Invent:ory . 8; ] \

Purchases .~ s B ENIEEN AR U LhE
-1 . Freisht on Purchases o e SRR T o

L - TonlJﬂs.Lt_LmALL__ol during thel § L1101 |

N S . '”ne-l:lnda_.'r:ndinz.mdse.._nn_hmd‘_smo

- . o l E ’ :l:i 1 580_1 - SN P

(=) (=)(=)




L e e I I T R T R S T S S

at " external  (Grele s b or ) (When account changes cancel out)
.01t {s & CULTONEL. b. 1t Lo 8 I)‘!Llu. €. 1t 1s desking with 1ty cwner.

fquation summary: : -

A, internal CHANGE in A= §__ owmmmmmmm . CIEMP. = §
et CHARGE in P
CHANGE in _Lw § 0 + ) PERM, & s__:&
(circle oppropriate change@/P = - 1. . o Jhen no ac-
' Schedule of A changels Schedule © P . change(s _counts are

‘Accounts Payahle S__40.00¥ § * affected)
Notes Pawable s 4Q,Q®; $ s
" Scheduleof A L P change: s e

" Solution is impossible if it
Y S N . doesn't balance.
. \xterml (Cizcle a, b, OF €.}

I_ - : a_.'nuam-

One or more schedules for each

- affected SYMBOL in the summar | ~
Ve
: /%u s mﬁL .o It 10 dasling vith tts owner.

+ quation s mggf = .
N internal CHANGE mua.s 410 @ ) \‘rm -s_ 410 .
' . - CHANGE In
adjustment—_ ; CHANGE 1 L = T T " e, ey
., - - {eircle-appropriate chang ' '
i . Schedule of o L P change,'(s)' Schedule of @ L P charlge(p)
! Purchases Retunss s 20 Purchases ' s 500
- Merchandise Inventony $80 _ Fredght on Purchases ¢ 10
! ‘-'”’.' Sehedule of A L hange‘ LCJ-t 06 UOOCLS Sodd 5 410
L : prOprietorship change is negative
. J . . . (a plus, for _expenses won c balance the equationy
. 0 [ ] s g [ ] e« e .
- . — n
. A - L = P (always make sure)
» $4300 $4300 ~ S0
L] . L] .. L] L] L] L] L] .!?’. - ).' L] L] L] L] ) L] L] [ ] - - L] - . L] L] L) [ ] [ ] [ ] “. - L] - . L] [ ]
. cj_ » external  (Circle 2, b, or €.)
’ @!t 1s & CUSTONRR, .. 1o It s & SUPRLIRR, ¢. It is desling wirh tes cwmer.
. . | Equation summary:—7" - - -
NE internal CHANGE 1n A 25 4380 — GD TEMP. m §___ = _ ¢
. CHANGE in P - . P
. PERH. - 5 e +

CHANGE I}LZS_,HQQ ™
a

T (clrcle apptoptlate che
.  Schedule of ] P change(s) L Schedule of Aj D P . change(s)
ﬁ .. _CMP ) E 5 500 2 Mo futg qe Payable | 54300 @
l.and 4d s £00. G-: : el =

-o.oo-oooo,

Don Ho entered the fertillzef buslnes,s\
© ($200)of a. retiree '

o Schedule of ' L P change Bux.zd,ulgé '_

by acquirina the real esl:ate ($3000) and

11-




. N " a S . . N e cae - -
& N * ]

HERERERRERE )}) ) ) P )-‘)--») :: .)”) _) ))) )”(.Enter mrnﬂmmmn««mw;’ommﬁumm

12 D] DR. changes CR. changes )] & ’ DRe changes : CR. changes *

.)d)Land & Bldgs, | ! LABEL. . ‘ :

3 $3000 ) docke B, .

S — —|= :

) y amounts | .

<) ) for » - -

3 ) wen :

) . ) event's » — N "

} - , )) dras & § * o T :
))))))))))))))))))))))))) YY) erse) -y

f[‘;[
D 1%,

P 2 I'Nllll”ll""”/
L g (FUTURE services - Debt) = pluslmlnuslz.ero END % ', Deallng vith
t 4 w. an OWNER 4«
5 [FFlind - o

i wd

]

'"‘"5&."5.2;;;;;""""""'"'éi.";;'.n;'e;""""' yés { -
Ceeeeeeteceececccccccccteccteae.

. § § DR. changes CR. changes

¥ dlIa.x.eA_Ea.y..id.aa.g ) d)Don Ho, &anital ,

¥ : '$2%00 " .

C ¢ i ¢
: : (— - / ¢
N L S A N R X R X

I ——

© . Meles | v T ' Iitles
for asset changes? | loBr or "less | " for liability changes?
Land & Bldgs. $.3000 ! ‘ yah? e

}
Qy"_, QIL'E)‘V‘)PI'DA s 200 |S
W] $ $
n — o

SSAY m — . w5

& ] oty — . ~ = i
. Vg 3200 & ' ‘ =" -
o ] : $+ OR chanse int A 3 M1KUS 3 chenpe tn L o34 QR ofemrr
v — T i |
: fg\‘ Change fh P tg: VZBRDQ_N!) ) LUS DEED - ——
3 , L ; — S PLUS § 2800 MINUS §____ v
.o ’ ’ . !
' o - @
' 97 4 Daw Ho Canital .-
income (title) ‘ i J: i Nvestment€ (lﬁﬁcL g 1 '
/ - . .~ - N 0. o ) E ' e}’ r
revenue (title) ) o DiSinvestment (title) - : ~ )
¢xpense (tltle) ——T- W ""'"',"".."'"""'"'"'-"'".1%
- . B - '/ @ - .- - eoea e e * e = . a .'. 7- - - o . o = % o= LI} “.'
. contra= . (title) * - N - o A v -
lingome OR revepue .- - o ) : , < : L o

._“o‘.N';..bon‘.o‘.‘.'...‘c’-..co."n.oo.q.o.o.V...'o
external {Cizcie a, b, or.¢,) : ;

o ltteeamiouE, - bt b o ORI, , t s dealing vith fi owmer/

. e N
- o 4 ; — Equation summary: dh
: : ¥ internal CHANGE 40 A= $ SZQO @ TEMR., =5
B : ’ 400_}7-~:. wus: tn P
O

cm.ncs in L= 3 PERM, = 5_2_8_0_0__

(circle appropriate change) — e
‘ " Schedule of@ LoP cnantre(S) bt iy ScHedule vt _A B change(s)

Land 8 Bu,{,Ed,anA dee/s Pauab!Z —-—-~J 5_400'

*l@' s




INDEX f:q green pagas.’

PAGE reterences are to lllustratlom of use,
(CAUTION' other inst:ructions may. call tor use NOT fllustrated.,

3

N O4* ownesr's .
fer . A= end of LAST accoﬁntlng period The YHOLE difforence betwoen
2= end of CURRENT accounting period AZ and L2
"EXPANDED IQUATION® ‘ 1 7 It ] 3 ‘ yanl
pa e ¢« DWER 0, In 0. DIsING 5 :
. w GES 7 Assdi'sz—l‘;ﬁrs = VR, "l“vcsmms VESTMENTS +< ez ’N“’”") :
i o 3
b ﬁ l T 8. :
. Lo ! il The one or more. accounts
. ' : additions belonging to these catex
. i — , gories comprise the entire
l l . 1edger.
r . hd : ol- o o 0 0 »n.Io . s ‘o . ‘b‘ . .. dN . .. .E k.):
Az - 2 ' : P. 1] : . 1] t L] L “ . .. .‘ L] . l. l . * o 0 . L] . l.. ) :
d Symbols correspond
to above EXCEPT- that
contra-revenue and
Cost. of Goods Sold
are negatives here
(i.e. IN for a merchandiser i{s gross margin plus
‘ nonoperating income or revenue).
.l ] l
:'Eéﬁé'ﬁﬁ'géﬁﬁ;kfééﬁé?:‘1 -o‘ooiooo.ooioooo.ooooocao: Ry LIABILITIES: 6 '
“SEGREGATED . - . : . -
LEDGER" - - I ] ‘ . _
‘Aumbers ' ' , . : i
¢orrespond - - - —- . :
to first ° | 1 : .
. dm' ‘ [ . .
/ ' 4 .::1::_1::1.“ .D...Q..:::.‘:::;:r:.. ..... ‘:'..............‘..‘....l...
oo : BXPENSES AND CONTRA-REVENUE' 4
: N " R ) "* ‘ -
f . * * '
| * . - . . — .
! * , . e *' .
! A T * = -
- ‘ * ' e ) RN SEE" T
®. . Yy o ’
* e Iy -
. : : l.
* ! ¥ e —
*
- e , * PERMANENT Pxopnmons'?]
, * Wi triiiny i Witciciere , (AND ‘CONTRA=)
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14.
ACCOUNTING MODEZL

;W}‘T'f?ﬂ')"-)’)—"")‘)‘)‘)‘})lJ))i R R N R
i DEBITS CREDITS { [: DERITS CREDITS |
;and dedit bald and credit | :and dedit bale]and credit bll-i
{ ances balances i . ances ances :
! ¥ :
i A B . i E c SRR D ;
"' ; 1 i ;4 8
n)))nn)n)n:'))nn) :....,A......._.:g...'..... . R Temporary
- .2

(stinction based oF

........................ !.“.“““”'““:..-. b " u.uf/('.Cfn E; can you
DEBITS CREDITS | CerceMecceireoaienetdy wreite LL2
‘|and credit ¢ DEBITS . CREDITS I
balances and debit bale|and credit bal- o
- : ¢ ances ances - (({((Permanent
: F G : H 1 = .
; 5 | R 3 Z+7 |
v PN 2 JUCTUUUNUUR ' COOLEEEEteeeteeeeeett, s

" PAGES 7 and 12 | K . ”5 _ _/

T . ' | ) Py

y ' -Capital Statement j

Lettens ane from moded. | o b [ o'mwr-h") X ‘i & R ie
) . : L . o ( Mtlens: -1 J/V PI'O
=t . o . fneﬁfm O et Loss | 3 loss :
: — Income Statement — g J T sxx:::: \/
u=o ar (ncoms from opereiions: . . l Deduct fons : . Ho . Xkx
| " #ariodeand balence of Cepitat:.. DHRE = Pz-—-s

-

Pagze | p -

N Totsl {xvarxx : _ L e
' ' ; —Balance Sheet—
v ; Operating Expenses:, _ — o .
] o S Current Assetsr  ~ - | Current Lisbllitless
Jotal .S ' ; ' . o m.r) -
B o, . [uon-eperaing lrems: oy $OXXK - : (A.B)  Monecurrent Lisbilitfes:

KGRI R SO N PSR ) I [, (GeF) . ]
““ hcm... Sevesscansetiene seesse i‘l!!! ~ ) . . '.t.' n.lllltl
o : R S Pn o l_leq-eu_runt Assons i | ownershl : C




S no ero, show :1“ B . .QY_\_"\% . T
o Lo : ‘step 7. accoux\t and_smou Z_E_Ro ) SIS e $____li

TRANSACTION ANALYSIS FORMS

et‘tera d‘esigna\:e kinds of oteh o soppiler of vith & ougtemer for

produstsds) . () produi) () -
werviees :-m-m N)
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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 foilow
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. -

tn any case, make an X on the ''gripe sheet'' (back of this page,

and the next) in the space for any Eart 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 answeis until you've made yours. {f you fold the
gripe sheets horizontally (at the dotted line) they will serve the

Give your-answer to frame ) before uncovering the answer.

Go on with thes lesson.



TOTAL time to complete ——5;(minutes') - NAME

_RESPONSES I MISSED (Place an X beside the specific part.)

. - Please grtach comments and susgestions, = i’

a__'ﬂ_ident:__i_‘fi@_r\_g__i_ggr_ni or put them beside the

. frame. Put a "C" here, Leave wrong res- =%

- ponse in frame.
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BAD DEBTS
An overview of the ggble_m

l. Here is a typical journal entry for a credit'sale to a customer.

L T

14| Accounts Receivable R [ 210l0[00

Sales . 2000

00

Sale to Chalie Chan, Zerms 2/ 10, n/30.-

However, if the firm can not cellect 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 wlll allow

_more charge accounts than it can cellect it full.)

T‘hus, a few times each perigd, credit sales_ to (unidentified) customers will be
recorded, despite the fact that no future benefit was acquired.

. How does this cause the lédger to be misleading?

The debit to Accounts Receivable overstates assets. (An uncollectible
T recelvable will provide no money with which to buy future
services.)

" The credit to Sales

(Check one, if <= V) understates assets.

 pv—

correct, Q — e .
=l V) overstates liabilities. |
- =l V) ovarstates profits. COVER the
you write the - ' - b
page be-
true effect.) _ — = low this
— o= " line.

Slide cover. down after you answer.

-
@ @ W W @ W W @ MWW @ G @ @ @ MW B S ® ® WG e WS S M WS W e "6 ® ®®ww 6w

tates
) Sanetmes ‘the answer will appear beside the next frame = le _{_overs
3 (in a column like this), ee————— ——— profits

‘Otherwise, it will use l:he whole vidt:h of the page,
like this: _

ANS. 1. Profits ‘are overstated.

(You should have checked, “overstates prof.its" . Howaver, if you yrote,
“overstates ravonuo", yeu have made a true stetamant, and doubtless
know that net income will be overstated, too. You need. to recognize

‘that you were asked to describe the effect only if the listed omes
were le INcerrect. Since £its" is a synonym for "net inﬁoma"
of course, it would: olso ‘e a, but unneceaury, to write, over-

states net inceme™.

NOW, remove the PINK pansl,/and GO ON WITH THE NEXT RIGHI-HAND page (2).
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PANEL A

" "Bad Debts" was deblted §10. As debits to "Sales Returns" compensate fof
credits to Sales ch are cancelled, thig debit cancells profit-additions

recorded when no real additions to profits occurred.

. Boggstown Grocery Co. 4 _ -
Income Statement e e
Year Ended December 31, 1970
The report reveals how

Bﬂﬁnﬂc ﬁ=s . 52000 much of the Sales made
FO5S S8)@5.cecnsesssscsscaccaatsccassescssscccnnsnans )
" Less: Bad DebtS....resesetieroriaraactrasantaes $10 in 1970 did NOT add to
Sales RELUTNS..vnrsserarnnres e verenran. 5060 Inet income,in fact.
Net SaleS.eceucunsns eeesireoas tetesssenaannanans - §1940 . .
Cost of Soles: )
Inventory, January l.....ceevesoecenens cesseesananns 200
Purchases..ceeeees e eriteesssistacteserenntennnnsanas 830
$1080
inventory, December 3l...cc0eeciieiicinniaanse 350
Cost of Sales..... teessosteseasaentattcanarrenas o . 130
Gross Margin on Sales.....oueererioretiaioneiennannes " $1210

: Qperatlng Expenses:
Selling Expenses:

Advertising.eececesesecaceccanss vessanaassanta $I02

Depreciation - Store FiXtureS....eseeessasaaas 4o
T Y e eeeeseavatecssnas 60
Salaries........ Cesereaanenes cesereaaens eree.._U8D 5682
General and Adm. nlstratlve Expense.....oeeueeas seane 316 -
Total Operating Expenses.....eeeciescccnass seseanans 998
Net Income from OperationS...ccceecesccsssccsncnas seane _ $ 212
Less: Interest EXpense...ecceccessocacaes PRI voee 12
Net INCOME.ccecanusaaensecsararaoaaatsasoncaosannnan . = 200 -

"Allowance for Bad Debts" was aredited _$10.._(bringing its balance. _tg__i]j)_,.,

Boggs town_ Grocery. Co.
Balance Sheet

pecember 31, 1970 .

The report "says",

‘ Assets
Current Assets: o ; Customers have promised to pay
(‘:‘ashch ....... eeteeevsiaetastaraanan . $550 us this much. o
etty Coshe.cuoaiiiaans R X P DN o
"Accounts Receivable..... .'....'.....f.......$6l5 JBUT’ we must M m fo"'.
Less: Allowance for Bad Debts...c.......__15 qgm them all.
. Accounts receivablé (net) ... 0 ..., ceeeaes eee. 60 This is our best estimate of .the
Merchandise.ceereecreroocossenccssascssaansnnas 350 $1550 .
Nomecureont Asentas ‘ 330 VALID promises, which are the only
 Store FiXturesSicieieeeeees ceraas ceeeea veestesanss $170 ssets.,
Less: Accumulated Depreciation. ce.ieeeccocaaasa. ) 125
Total Asscts . o §l Zg .

‘ Lisbilities and Fth
Current lfabilities: : ‘

"~ Accounts payable....erieaeane $ 500 R

Advances {rom Customers....... cesaae cesenanse . 100
Jotal Iiabllitles : . $ 600
Net Worth: = . ) : :
Stockholders' equity.....ciuecorunciococeiaanns oes e
TJotal liabilities and net worth . : {3-1125_




Y :'3
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 Panel.A.

Both accounts in the adjustment are "contra" accounts. &ll contra-accounts,

you should reecall, are used to record (separately) reduetiong 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." Liabilitles
are subtracted from “Total Assets" in the basic equatfon (to compute

proprietorship, owner's equity, net worth, etc.) but not from individual
asset accounts.

I. From the way these accounts affect the reports, match (by letter) the titles
of the accounts with the statement, class, and normal balance of each.

. Allowance for Bad Debts
‘Account titles:

‘ {/B. Bad Dabts
(You £111 the other blanks.)

Statement . class Normal Balance
Balance Sheet contra-asset _ | "debit.
18 - Income Statement contra-revenue

: credit'

1I1. From ‘the nature of the information each statement reports, indicate ,
vhich account-;

improves: a value which is true at one moment

improves an' amount which pertains to ghange
between two moments,

‘e

SAVE Panel. A,
: B B ‘ - Remove the VELLOW panef (next page} and continue,

© egntan

. % It “allows for" the fact that Store Fixtures are not new. You probably
; knoy that "Allowance for Depreciation" is a synonymous title.




PANEL C

_TIMELY AND UNTIMELY PROFIT-REPORTING

EXAMPLE Of course, marchandisets are not the only ones to have uncollectible
receivables,

Adette Orr, a customer, employed our maintenance firm to do her fall

e housecleaning, taking advantage of a "pay after the New Year" offer. On

S January 5 she died, leaving no estate. Although sho had always intended
to pay, she had not (and no onc does),

Since the firm cannot use her good intentions, her promise was no
asset, However, we debited Accounts Raceivable and recorded an additxon
to profh:s, about here,

Deceuber 31

—;(1970) (1971) ——>

Although we recorded a GAIN,
actually, but unintentionally,

the firm made her a gift of
its services or. this date, .

{EAR E‘{ NOT in January, when we
learn we cannot collect.,

. Beginning on the date Adette
. was bllled, the poorer of Chese two sets of transastions will have
[ to be recorded IF the better timldg' is avolded.

B \ '
19790 - ' 1971
L] . L] 1] ., L] . . ]
Accounts Recelvable * . s . .WM.AEM
Balance sl : : “Jen. §62 .
| - 2 . . . ) -
I. o = o
N : * 10 :
=, Malntenance Service . . CLOsE v
~ . i the books. . .——mmi"-ﬁlﬂhl&.--
~ Balance $$¢s ‘ Balance on Jan, §62
—l— —— 2 ) * January date .
‘ —Acgounts Roceivabl -mummm -M&m
Balance $%% «12/31.7 370 - - | *Jan.. $62l TO§9%%
o e 62! . ' . : 12/31 370
I S - Estlmated
e elseoriance so ' Uneelleatille sceaunte  * '
Balance $$$$ . - |Balance $$§$ ° Balance on Jan, '$62
—— G2 e 12/31 370 * Januaxy date .
acke - |
. the books. M
L] . L] : .

* "Proper matchlng"of each year's positive and negative profite changes. Specifi-
cally, for "credit losses" 1t is making sure that nonc of the "expensa" o
© NOY co‘lecting is reported in a perisd other than when a revenue ovarstaremn\.
was recorded along, wich the u‘\collectibla raceiva'a‘e.



e

" : - The on_g__when fzepo)oted.) 5

Statement s Class Normal Balance
1a ﬁ Balance Sheet ﬁ . contra~asset » _&_ debit (opposite. of
, : . Sales)
o 6’ Inceme Statement B contra=revenue _& cred;t (opp051te of
, T assets)

1. _@_ (the asset at the close of 12/31/70)
8’ 3 (thep/wém bwveen 72/31/69 and 12/31/701

3. Do you normally expect "debts" to refer to assets or to liabilities?

When a frame offers a choice like this, the eimplesc way to
to respond is to underline

e this way: ...refer to assets (You- do it

or tiis way: or to liabilities. night. )

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 expreeeed from outeide viowpoints, or, as with "Accounts
Receivable”, is the point-of-view that of the firm for which the ledger

is maintained?
'(Remember, underline.)

" B. Another unexpected practice is reflected in the vereion of the Boggstown
" Grocery Income Statement, shown on Panel B{Yellow). "Bad Debts", which
seems clearly a correction of over-stated revenue, is not classified as

contre-reVenue. -
How does thie Income Statement classify Bad Debte?

1=y

-}

.s.a8 aln) account .

C. Of course, the primary reason for making any adjustment 1s to improve’
the timing of the net income reported each period.

\‘;,(H"fe. by matching the expenses of securing 1970 revenue with
1970 Sales - and NOT with sales of 1969 or 1971.) °

) e ‘Compare the- Income Statements on Panels A and B. ,
' _ Is the amount of 1970 proﬂt different in the two reporte, or 13

( . _ "Bad Debta" a SlO_reduqtion in profit either way it ia cleea_ified? ' -

- e L T IC Rt TR PRI RRY R



e

ANS. 3. to liabilities

-

A. ...they normally take the p01nt of view of the flrm

B. ...as an_expende [0
C. aslo reduction in profit, either way....

.-------—--------------------_--—--------------------.----------------------—-'—

.- ~SAVE the-yellow panel.-....... e

4. A reminder on “'timing"

Theb“accounting cycle'" of the Boggstown Grocery lasts one calendar year.
Part of ''good timing'' is confining all its 1969 %ales to the 1969 In-
, come Statement——including in its Sales account balance only the $2000
S price of sales made in 1970. The $10 Bad Debts debit is likewise for
""losses' from selling in 1970, only,

A. Which does the Income Statement indicate? (check.VS
that $10 is the whole year's bad debts

e~ 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. Thebstep 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 1909 debit) when 1970 began. The sameicycle

step excluded prior sales from the approprlate 1970 §ales balance of
$2000 What number identifies this activity in the illustration?

C. In view of A and B, check the correct statement.

It" correct to debit Bad Debts on any day we learn that a
receivable is uncollectible.

It‘a wrong to debit Bad Debts on any but the laat day- df the
accounting period.

¢




ANSWER 4:

- "§10714 the whole yéar's bad debts. ~~'C. TE's Wioig to....

B. 1. & Cadjusting entries)
2. .6 (closi.
ﬁe*************** Jededede

MH**M*WHMW#*MWMMW%

3 You should be generallyi familiar with the purpose of adjusting and closing.
% 1f either is hazy, review by completing the exercises 1n the blue "Accouncing %
%

Cycle Supplement".,, CoTTTETT T
****X****mm****mmm*m*********ﬂ*ﬂ*mm*m************mmmm***

- o @M oy wme Sma W S WS s Smw e

5. These are accounts of the Boggatown Grocery. All transactions affecting Accounts
Recelvable have heen posted, in summary, for the first'six months of 1970.

' 1£1/70 balance 700 enedits /1/70 bakance 655 .
150 not 450 550
5501 . showm - '

Bad Debts
1969 od ust, 14 § 1969 closing

600

On December 31, 1989, the Bahnce Sheet showed customer accounts to be valued
at $638, thus:

l Accounts Receivable

778655
_ Leas: _Allowance for Bad Debtsl 1]+ + + + + +_ "vafuation" actount..
Net Accounts Receivable $638 '

These are descriptions ot the transactions in the accounts.

G T e i a2 s + et e e [ - .

1._ Wrote off the uncollectible account of Black Co., $2.
2. Sare"r'th‘faagﬁ":rmfa‘w,--ssoo-.j-- ST ETP IR S

3. Collegtions on customer accounts through June 30, §$550.

A. Indicate which ones increase recorded profit up to June 30.

B: Which ones call for an increase in TOTAL assets? 2 l

f C.' 1. How much does the ledger show for uncollected
P customer accounts on June 30?
(circle) $600 $553 $538 °$1103 some other
~ 2. What recorded value does it show for them? i amount
(cirele) $600.  $553  §$538  $1103 same other

amount

i AR

Gupe A



ANS. 5 A. 2 (the credit to Sales) _
B. 2 (1 and 3 make equal 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
o been deducted from gbove bnlanc_e.)

6. A. The remainder of 1970 transactions of BT Grocery were as foll.)ws.__r
Circle the number(s) of those which decrease recorded valuation of TOTAL assets.

4. Specific customers' accodnts written off. $7 sold to tvo firms
last year and $4 sold to F. Fosdick in February.
3. July to December 31 $1400--$1200 of them on credit.
6. §$1 of the Felix Lee account, wvhich was written off in 1969,
was recovered in August.
a. To reverse our mistaken write-off entry.
, . be Normal entry for any collection of Accounts Recelvable,
7. $1127 of regular collections during the last half of 1970.
8. YEAR-END ADJUSTMENT based on $2000 of Sales, $10. 50¢ on each
$100 sold is our estimate of the overstatement recorded.

AFTER POSTING, the accounts appear as shown befow. The accounts within the dottcd
border are part of the asset total. (Review your decisions on when thet
. total was, decreased.) '

- 1/1/70 balance 700 enzdits

S
[
<

® $0s00cnsaese

.l.'llll.l....llo.lll!...

1/1/70 balance 655

L]
]
[ ]
L]
E 150 . not ' 450 '
. $50 . show ‘ 1200 1
. ! -200 1
2,. Y S 1127 oo’
)
Tty nz? A . PP AR
- - . ——— ..
o‘. . ...o
‘e, Je
l. ..l
...- ....
B e’
tad Debts - o _Salex . e
. 1969 adjust. V4 } 1969 eLosing o . 600
cgj 10 - . - "1400
——

B, wiuh all Bad Debt ﬂjustments, the $10 emount (Panel A, and transaction
8 above) is an @stimate

_ Rarely, if ever, will it be exact. Sometimes .ccountants are asked, "If you
can't do it right. why 4o}it at all?'"

| MAKING NO ALLOVANCE IS THE SAME AS ESTIMATING THE NECESSARY ALLOWANCE TO BE -
ZERO, HOWEVER. .

, 'Is an estimate based on tha firm 8 past experience :likely to be much nearer
to the facts than a zero estimal:e'l .
Often the :"credit loss" estimate is based on t;ot:al »*Salea of the year. In )
Panel A it was ¥% of $2000. Sometimes “estimate" means Manticlpate”.
Sometimes; “"approximate" is nearver. Which ig the case in Panel A? Check( )

We anticipate a $10 overstatement in the (unknawn)" amount of
Sales and Recelvables for 197;

" We think we won't be able to collact approximatel_, $10 of the
agoounts’arising from our. (known) 1970 Salu.




"ANS. 6 A. 8, only (hrs. & crs. inside the border have cancelling + and = effects.)

9

B. Ve think we won't be able to collect approximately $10 of the accounts arising
{rom our (known) 1670 Sales. '

T+ Ve udjust-our record of completed transactions for an estimated amouﬂt.

Sales and Accounts Recelvable are overstated by transactions which nave’
already happened. What we anticlpate in the contra-accounts is the '
discovery that specific custoni¢ts can't pay. (In fact, it's possible that
we have even discovered who some of the customers are, if the accounting
period is long enough.)
‘MWriting-off" Uncnllectible Accounts .
When the Boggstown Grocery discovers that its customer, Eddie Fisher,
' it i Jance = N bt: v
can’t pay, l“‘ml_)-lt\eh_ Alr}:)v.:m = lfo, llhd Debts zaf{of 1969 origin, or carlier)
merely removes part 1/1/9/ o3 11~:/; /70 "
. A ' . 3] e YT
of the® credit balance oood 2/31 O%<acrepted in 1970, if csti-
. (assuncd date) mate is corrcct)
which, as the result of e A )
adjusting, already records the reduced, when we don't know who 5
better value of the customer promises. fner
R AL . n
Since we now feel sure Fisher's vart - ——Lgeonnts Roceliable a:m?ingeout who -
of the uncollected debits in this BALANCE !2/31/7" 615 | 1/10/71 3 N
is uncol}ectible, we make a reduction or 2
this (KNOWN) amount in the asset account, itself, with this{é;edit.
. Ac. ' . . N
/ Prove, with the new account balances, that the "net realizable value"
(net Accounts Receivable) is still the $600 asset it was in the Panel .
o A Balance Sheet (and before the above "write-off").
BEFORE Jan. 10
SEETSTTTVY
Accounts Receivable " $615 $ . .
- ceteetesees (see above)
Less: Allowance for _ . o . .
Bad Debts 15 ......‘..o-;
/,?i‘ - csscsecoc e
NET $ 600 $ . 600 .
. 99 000000000
Be ) ) .
- The unlikely coincidence that Accounts Receivable had the sam~
balance on Jan. 10, as it did on the Balance Sheet date is assumed.
2bits for more sales and credits for collections could raise or
lower Accounts Receivable to any new balance by 1/10. In any such
case, the "book value" * of Accounts Receivable bafore the write-
off wouyld be something other than $600.

' Recelvables and its related valuation account are the only accounts ever
affected by a "write-off'. Can this !nternal transaction ever chauge
the amount of the net realizable balances of customer accounts?

The net (book) wvalue
(gls will always be the same after a write-off as before.
N . .

- (u/{ can be changed in net amount by recording a writew

off. v IF 50, you give an example: '
Accounts Recelvable = ¢ $ E e .
Lzss: Allowauce for st
v ! Bad Debts - 15 :--oo-oao-:
' NET ~;—-— : EREERERERE

Q

EIKL(: ¥ net Accounts Receivable, net realizable value

e




et ' 10

d Debts

- ANS. 7, Aa. - . ‘Accounts Rec_%
AL T'ﬂez 565 g5 11N

!
1

Allowance for Ba

-~ The net (book) value e
will always be the same after a write-off as before.
______(v’{ can be changed in net amount by recording a writee
- Offo -
- e © BEFORE ~ - AFTER
N I SE T . ;
GENERAI. CASE shoys write-off can(ngxe; ghange value write-off wrlte-of £
Accounts Recclivable balance. » + » « §x $(x - W)
DEDUCT balance of Allowanco for Bad Debts y (y = W)
Not realizable amount. + + o .+ zl. =(xey) = . Z2
))))))))))))))))))))))))))))) .
¥ = amount written off Z; = value before write- off

.
'ZZ = value akter write-off

"y = CONTRA-assot belance (callad. AlToWande for Bad Debts in this example)
o 333 331000000035059)05309890500005 3103555 1)) )
—--————co——mﬂ—-—-'w—‘“%-r—————m“——
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?"

X ™ balance of Accounts Receivable

: (I1f you know, and understand why the contra-
~account - must be used, go to the next frame.) : ;,

c Accounts Receivable Is the sum of many individual customer charges.
S {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 feel
sure they won't pay, that individual's record is removed. -

Can Accounts Receivable continue to agree with the sum of customer

balances - wnthout————\
Accounts Receivable

Balance $§$% \ ADDING TO

THESE CREDITS?

Al lowance for Bad Debts
@ (8Y TRANSFERRINSG
SOME OF THIS
BAI.ANCE) $$$

T : Place the letters in appropriate blanks,

T . . Credits for gefaults by customers NOT yet IDENTIFIED

;;( " © Credits for defaults by IDENTIFIED cﬁStomErs...;....

Q . *Usuaily called a ''subsidiary ledger.”
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9. Panel C is on the back of Panel B ANS. 8
(Yellow). NOT yet IDENTIFIED _B
] Examine the example descr:bed o IDENTIFIED A
there. . : : T )

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) | b

~_ -
T~

b. Get rid of this poor timing, like this:

That is, leave the good one

on Panel C.

ANS. 9

' is.incorrect. (The 1971
debit will be part of the
1971 Income Statement.)

{ 10, (Blncl_Cesll)

1. The $.370 debit and credit do two things. Which account is changed for
“-- each purpose? _ -
a. Allovance for Gad Debts c. Estimated Uncollectible Accounts

. ACCOUNTS: b. Bad Débts : ' d. Uncollectible Accounts Expense

Write its letter

here: ~ ! PURPOSES °

. To correct for,addzéibnéuféigiofit, such as the
$62 credited when we billed Adette.

To help report the "net realizable value" of '
Accounts Receivable more accurately. : .
WRITE THE LETTERS IN THE -

RIGHT~HAND BLANKS, ABOVE. : '

--Do——-“—-----------.--.-------------u------.--.---ﬂ-‘----On------------n----------

11. If, in 10, you have c and d on the left (ih either order) go right on
to 12--next page.

2. Whlch titles were used by Besgstown Grocery for the accounts having
. shnilar purposes? - ,

{( b 1 d _on the you silply havan't 1ooked at Panel c
: o "~ carefully. While a company may use the titles it choones, -xgon!g ﬁL__
Q - _ ' yreng once that choice has been made.

-E;BJ!; - Correct frame 10)to agree with the colpany choices bofore you go on. -

ée‘-‘{.y.&»s»-—v—-v -



™

o 12
12. The correct ans. to 10 is d

o.oo'..__b__»

C_.l.lococtlal

Note that "allowance" appears only in the contra-asset title. "lesses," on the

other hand, clearly occur over time, NOT ALL ON ONE DAY; so "Credit Losses"
should appear on the Income Statement.

P .

What must be true of the ambiguous title, "Allovance for Credit Losses';?_

trol - & t@ii_ds to _reduce ,P_Oé,l. .assets _m.b_...t.en;; £o_incrmase total assets
circle RN - e
correct c. will be closed each period d. is not closed
completions €. appears in "yrite-offs" AND adjustments
f. appears in "write-offs",only g. appears in adjustments, only V
13. Here and on the following page are right and 13 ()

wrong analyses for the entries of illustration 1I

of Penel C. Gircle the correct eme in each num- @

bered pair. )

A supplement entitled “THE ACCOUNTING 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 Yaccounting equation" 1s 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 game way. You may consult
. 3t at any time. We mention page numbers, here; -but begin with its first
page, if the illustration does not make clear how to use a form.
AedcheleteAcdelolciSetelrtedetededitedrieheted-fete dede e dede :

e

’ Fedekeedcick
PAIR A: 1970 sale to A. Oxr
. "(Supplement page 6) ~ Were correct columns chosen?
T S , CHANGES in » Owner Equity CHANGES
dcEounT IYLES ASSETS ¢ LIABILITI PROPIT ADDITIONSHPROFIT REDUCTIONS OTHER
i O, Cn. ' ow. Cn, on. ca. on. (=] -8 Cn
— 1. JAccom:®s Tocedy - =
' Mg gance Senvice 42—
| J o s -
.. {"Accounting quel",__gq_pplémergt page 12)_
AC~ U coivabie ' 3 ' . -
. Gy § — —
3 v
20‘ g ﬂ ; e ® .
5 ) - .
: ') 3 L] l»_
|
‘7.' g . 3 » *
{ . ' "
3133393 33133133333)3)3331) ) .

t..ttA.t‘...'. ._.l..ﬁ'l.ﬂt..,‘t

|

g — R
.Begin *(FUTURE services = p:b:) a (plus/minus/zcTol>END 5o - .

| i -
. eanalysis aE Teeremesssmmeaseennee 1 L "
.?, '“ - ) “’ ‘ y‘" . X . ‘ .‘ c.
o T . ~ COCCERLCTEEeeeEeeaecct
G T B R » o
i : . ( . (
i . _ ( «
. | —

A ruiToxt provided by ERl

ERIC ‘*°” (cotal assets - total liabilities) = @ncal difference) -

B . ’ L]
[ . i
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PAIR B:

13

- D pa D un ) Sha D W e R WD REwm wam e P e S

( Step I, (Circle a. b. c.
end a,b, or ¢} It is a CUSTOMER. It is a SUPPLIZR. {* is dealing with its OWNER.
of Step 2. - Step 3. Step 4. Step 5.
" " :
1970) l@ or Lesg ! INTERNAL" trans. @ or Lgss
Allowance s I* $ s ~
‘ 401 Bad Deb ' 370 ’
(Supplement fo- 14 1 s $ !
page 5) s s $ ls YA
. /—
i . { s‘z'mu:_‘é«) 20X (/) )
R $+ OR
* Step 6. 3- 22& §- s
It not zero, show J . -
Step J.|account and_amount ] ZFRO (V) disT $
. ’ isinvest
Uncollectible Accounts Expense s 370 esement s
: exXpense - income .
. ' $ . $ .
investrent ¢ revenue
IR D |
C> (XOT in supplement follow arrows carefully.) . \
’ ;-——D.:A_ﬂhang&S— . —C.I--changaS—-—} ’ Blus
2. ) o : )
) )
) — ) Sns uﬁcouecabZe Acecwi s
) 7 e ) Exgense. 2372
) ccflectibic 3 Ron-owner | :
) Accounzs $379)
“’ 3 )
IRRER R ;))))))))))))))))))))) : ’
Y Jdealing
‘% (WWL‘).' services = Dobt) sl > L é"‘t
. : ! 'i@ s N\hou?
L . fo=mp C
E b2, chwgu Cca. ctun;u E
- .l : ovue:
: : klus
N\f\_\ § l_-l .
XXXXXXXXXXXX‘XXXXXXXXXXXXXIXXX AXXXXXXXXX = :~ '\-. § |
h Ll .

PAIR C:' 1971

(A. Orr - 0 Assot change { Liab. ch ) OWMER'S(') EQUITY CHANGE(S)
write~ E£t~ ACCOUNT TITLE ? onee ' oxprise i iicome- - revenue | Other l
off) Uncollectible Acccuw&’ . o b2 v i’ >
N - . - - ’ - 1= : -
Accowm . [ R I R . " b,
1. pLvabl ® * . ., le .
;l ' 7 o 62.- - - - - -
“ (Supl. page 6). \¢ . N _J’ e R R _ \
- > it NIT —\
. 2 Step 1. What is the entity doing? (Circle a, b or c)/, ) o
. - . : G . "dnternal thangaction”
i It is a CUSTOMER. It is a SUPPLIER. It is dealing with its OWNER. |
Ei_ ) Gerp 2. Step G . Step S.o '
. (supl. pages R b Usbtictes semist | % e "
i 3 & &) Estimated Uncol- ls
S " Lectible Accounts. Ik !s
'; 1 Accounts Receivable |g- . ‘ [CR s —
! T TieRa VY ; . 2er0 1)
step 6. $r_*_JZZV3 §¢h|nga fn A 3 HILUS 3 chenge 10 L%_" OR
. : L — ’ -l e e s
» ) ‘ g
Y o , T [ mrxgn.cz ' L
' EMC © Step 7. Chamge in P {a: z:no_zm Plus § b Flnus &
_ —_— ———
)

y



| 14,
aNs, 13 () (Debit and Credit are reversed in 1.)

@ ,(__','Alléwahce for Bad Debts" is not this canpiny's t;itle.)

@ (Est. Uncollectible Accounts is not expense, AND is not a + (plus)
in OWNER'S equity. As shown, the first analysis calls for two credits.)

************************************

IF YOU DIDN'T UNDERSTAND THE FORMS, stop. .Study the green and yel-

law supplement from the beginning through page 7.
d ok dook d ok Kk Kk khk dodhk kdkhkohkdhk kg ohkhkdhkh hkhkhdk hhk KK

14. " Look at page 4 of the (plue) AccOunﬁing Cycle Supplement. If not
familiar, study the alree steps applied to adjust because office supplies

are used up. _ .

As with eacﬁ adjustment problem, the FACIS given describe a test we
can make to see whether our adjusting entry is correct. (We should always

_use 1t.) 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 flirm estimated that Maintenance Service had.
been overstated by 1% of its $37,000 balance. Just as in the Supplement
example, the $370 is not a direct estimate of both Uncollectible Accounts
Expense -and Estimated Uncollectible Accounts.

A IWh‘ich test does a 17 overstatement in Maihi:enhnce Séiﬁriée describe directly?

(J)} Make sure a $370. credit balance s dubtracted from
Accounts Receivable to value them at the collectible
&l!!Ount. - .

/) Make sure the debit balance needed to avold a profit
— " overstatement is $370. '

¥ 1'm ot reslly sure what you mean.

CEEE———

aumnnti—

IF YOU ARE NO‘J.‘ SURE, go to the next page now.

B. 'vOtﬁeﬁvile, (1f you know which test) to which account does
' the test apply? .

LA '(title) e ' | '
_ . mPage-lﬁ.
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15. You're not sure about testing? (If you are, p. 16)

If you're making fudge, you may test the liquid Ly 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 wi*th
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

Advances Collected
$700 (3) 10 320

(3) - 110 new balance 210

Fees Earned

account meets the test, ''Fees amounting to $210 ~emain uh-
earned."

Fees Earned is correct for other reasons. it meets the test,
- M"Fees earned this period include $110 which had been coilectec
in prior periods,' or '"Total Fees Earned gshould 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.

Prepaid Insurance Insurance Expense
el Wj() 30 30 *—'ﬂ—-
. 90 - . - e

BALANCE 100

e

(2) $30 worth of insurdnce premiums-have expired this period,
’

Does (2) tell you a is right or b is right (in illustration)? a b ‘::::::;7

16, Adjustment (1) in these accounts caused them to ANS. 15 "expired this

~meet the three tests. The evidence is labelled a, "
i b, and c. , period" = b
ﬁ Interest Payable Interest Expense ‘
) g < < .
§ o D IR the new bal; . '

Here are three ways to say how vou can test .the "r1ghtness" of adjuetment (.
Put the appropriate letter in each blank. .

{ o V$8 of accrued interest should also be included in expense."
'Unrecorded 1nterest, payableeon outstanding notes, 'is $8."

| IERJXZH : ;___ "Additiona? 1nterest expense should brlng the ‘period total to $26 "




ANS. 16 b 16,

w111 be correct
if "~ Estimated Uncollectible
Acceunts has a zero unadjusted balance.f

————— W e a0 S e i WL S GER WN g R Gn P e rarel Wi,

B. Uncozzactébﬂg,Aggpuntb‘Exga44a_, | A $37o credit balance

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 tb-> the ledger be changed as the model shows:

. EXPENSE@CCOUNTS REVENUE ACCOUNTS
ASSET ACCOUNTS A
) ) v"_, = .ﬂoT
) ) ' . ‘ (+) E
) _ . o s {s the firm
**(Res@ces — Debt) = e'¢ o s o o @ 0 —>END H dealing with
t | H its owner(s)?
i e . | e l no
]

LIABILITY ACCOUNTS - @(—)
ALCOU v

LT LY LYY T -- ?

{o **(TOTAL assets — TOTAL liabilities) | - Lo
1. reduce $25 by contra-asset cr. , yes ‘ \9
2. change in TOTAL assets™ «$25 v ‘

3. $25 negative difference - PERMANENT OWNERSHIP ACCOUNTS

4, from customer trans.—NOT owner
5. increase Bad Debts bal. $25

In reviewing his work you note that he_adjusted when he should have written=
off. He should have known better, because his work fails several tests.

-

what can you point out which he should have l;nown (and used)? (Circle the letters)

a. The Aceounts Raceivable  balance b. He called for a debit
has not been reduced _Lglghough L change but not an equal
the subsidiary ledger should bg) s’ . credit change.
c. Total currem: uuts shoulad bo - d. Total current assets
reduced., . . should not be reduced.
e. October 10 is not the end of an ; £. The full profit effect
accounting cycle or period. ¢ . ef Bad Debts should only be
oo _ : : ! secorded once, "at the end of
( | A - | aperiod.
SR g. The allnwance would pever be ' he The entry made is appropriate
' . - reduced if accounting were done ‘for unldentifled customers--
Q@ - . this way. - — .. not Cyrus S, S

-~

, s



17.

ANS. 17 A write-off: Dr. Allowance for Bad De-bts $25

Cr. Accounts Receivable 1§25

produces NO CH/.IGE in total assets (or any other part of the model).

@The Accounts Receivable baiance . " b. He called for a debit
has not been reduced (although - change but not an equal
the subsidiary ledger should be). - credit change.
c. Togal gurrent asset; should be OTOtal current assets
~ reduced. should not be reduced.
M (We did, BUT we shoutdn't.) .
e} ‘October 10 is not the end of an The full profit effect
accounting cycle or period, : of Bad Debts should only be
) recorded once, at the end of
: a period,
@ The allowance would never be 1®The entry made is appropriate
’ reduced if accounting were done for unidentified customers-e

~ this way. B - n not Cyrus S.

IF YOU MISSED: d, above--review frame 7 .
T _ ay gorh, above--review frame 8

— ——
_-‘——_-— T e e’ oo Ton o e s e o - omm

,‘1_1__‘8:. In the _prior frame: |

What does test f imply about a bad debt "recovery"--the occasional unexpected
collection from a customer on whom a firm has given up?. (c1rc1e a or b)

‘a» The firm has a gain. Credit loss debits are made because specific customers are
expected not to pay. Collecting from one, after writing him off means that a
firm has overstated the prefit-reduction in its adjustment (or that it will,
if the write-off occurs in the period of the sale)

b. Recovery is NOT evidence that a smaller-than-normal amount will prove uncollectia

ble, ” It made a mistake in writing-off the account--as much in reducing the allowe

. ance as in crediting Accounts Receivable. After reversing the mistake; a regular
cash collection should be recorded.. ’ :
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ANs.18
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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 2%% of the accounts summarized as: _

Rece 1v5ble
615

1. What should be in the ledger?

Both of these are xight. ' . ‘.
I.
* | Bad Debts

B

( However, we are telling you ‘about only one of them (directly) by saying: -

_ "2k ~per cent of customers' hccounts are uncollectible.”

Circle its numeral. I. . II.

2. What is in the ledger {before you adjust)?

‘Th;;e'_ ;bal ances:

Allowance

e g o -

You_make' tm ne g! sary ad]ustmen « Key with (3).

G




19.

ANS. 19 1.

‘Allowance for
Bad Debts:

Loss on Uncollfectible Accounts 00100,
Provision o4 Doubtf{ul Collecti
bility 210101 04
To adiusXt f{on probable credit
Losses on 1970 Sales.

: A. Show which report (below) is improved by the above debit .
. by writing the number 1 in an appropriate gection of the out~-
1ine financial statements. '

Do the same for the credit by pl(’cing the 2 appropriately.

' . R

[_nl('evnnue:

-Current Assets! Curraent Liabilitles:

pomsms

Cost of Goods Sold:

Nonecurrent Liabllities:

o

LOperating Expsnses:

Nonecurrent Assets:

Ownership equlty:

. . . ' t Non-operating iteris:
: - - ]
L TOTAL — TOTAL e
b ’ Do . : Net income: « » ¢ o o « o o,
[ : - :
"‘ - T B 'rhere are two pOSSible categories fer reporting the Income St:atement

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 jourmal
em:ry. . 7
e Bad dobts incurred in making net sales of $100,000 is
’ _estimated at $200. o
( " a— The UNadjusted provision for expected faflures to collect
o e 1978100, Thie necessary allowance is $300,

e s

Indicate whlch report: is lmpro-ved by satisfying each sl:a\:ed \:est. (Put 2 in
'-EMC ;'g, the blank for the Balance Sheet and b for €he Income Statement. ) ’

£ ©
¢ . .

(A
.




Aﬁ_s' 20 ' ' o : —_—
i Current Asscts: Current Liablilities:
A & B 2 Nonact
. DID YOU PUT THE LOSS HERE & ] [_ P
because you remember that the ' fovenme: : 41
contra-account 18' sube - Non-current Assets? oemers 1 {
. . ; Cost of Goods Sold:
tracced? The balance sheet .
CAN'T contain a flow. It Rt |
is dated, and true for that TOAL e - :
date, only. Operat!ig Expenses:
c. b | | . . | t R
- ‘ a : . ' Non-cperating items
]
- - Ket Incomes o « ¢« = o .o o i,
21, The basis of an estimate is an important clue to the meaning of the amount

estimated. . The overstatement of Sales, or other profit-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 expepse or contra-revenue amount bears
some fractional relationship to the balance ot 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 1osses"wh1ch were 47 of Sales 1$2,400;

I - * would be 6% of "credit salesw fi$2;400() \360,0
. $40, 000

le¢--I1t71s important to remember that the Accounts RecenTBle balance is the sum
of amounts due from many individual customers. Of what does the Accounts
. Receivable balance consist?

(Circle Aor ) T a

ACCQOUNT-S RECEIV ARIEFE

ofaccounts written off .

during Ahls period, ONLY

DEBITS FOR credit g‘lea . ..l....................
o T SERRRSRssR L | _credita foxr collections and .
of THIS PERIOD, ONLY 1l efs s :

ACCOUNTS RECEIVABLE

CUSTOMER debits nilenlTll | credits for accounts ;'wrltten offr

: " FROM ALL PRIOR PERIODS and . Agalnst “Allovinge for Bad Debts™
“ ‘ 1 ejs 8 In any period as well as all
. : the ourrent one, . collections of individual balances

in all pariods to date

( 2. If an estimate is based on Sales, it is the correct amount to use in the
- , in the adjusting entry. If we estimate that part of Accounts Receivable
o - . 1s uncdllectible, have we eatimat:ed how much the correction should be or

the balance that the cont:ra-asaet should have? - . )

g T



21,
ANS. 21. 1. B

2. +.. the balance that the contra-asset should have.
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22. Following each of the three scatements 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.

. We need to adjust current. assets to._correct an
‘ _ overstatement of the rece:vables .account by 8%.

e e ,
i
'.

Allowance for Bad Deﬁté; Bad Debts

2. The Sales balance is believed to include 3 of 1% which
was associated with customer charges which cannot be
collected.

Credit Losses . ' Doubtful Accounts

3. We Pplace the value of customers outstand]ng o
~.—.. balances at 96% of their total.

/ “ RS S,

‘g::::::;" ' Uncollectible Accounts Expense Uncollectible Accounts.

W e S el e e T e e e e e i i e e e e M e et S aem G e e e o e ot —

23. Here are some unadjusted T-accounta, including .several from the above frame.
‘Now that you can see their balances, reconsider your answers in that frame.

‘Change any answer you should. /
: : : s

|
[
i

1) Allowance fof Bad Debts ~-"~ " ~.3) Credit Losses ' _3) Unidentified Defaults

22 6 | I 421

2) Bad Debts 4) Uncollectible Accounts 6) Loss on Doubtful Accounts
0f 20 ‘ | 15 ' :
10 )

Circle the numbers of the Income Statement accounts.
1 3 5 '




24. Here is a correct ADJUSTED trial balance. 22

STAR DISCOUNT STORE
Irial Balance
July 31, 1970

& (o)

Dr. ‘
: . {no balance) $20 credit
1eCash . ........ it innn. B A A R $1!,555 - l'.::__i d' closin
2. Accounts Recefrable. . . . ... ... . i e, 4,280 is. ke PETiOA’S - g.?
3. Allowance for Doubtful Accounts. . . . . ov e v nn e .. ' .o
L 1 o 3,580 : - =
9. Ylore Fixtures and Equipment . ... .. .0t et n e s v 7, 800 *, ; 9
6o Accumulated Depreciation. ... ..., .................. ’ 1,380 . Correct cholces fﬂr".zz'
7. Accounts Payable, . .o v it e e e 2, 360 '(We agree that "Uncoilectible
B, Withheld Incore Taxes . ... . . I I T 200§ Accounts" ought to be an exp.
9., Payroll Taxes Payable ., .. .. e f e e e . - .40 {f "Rad Debts" is, but it P
10, James Cgilvie, Capital . . ..., .. vttt s s esn e, ‘e 20, 980 ) < R
S B e e _ 9,245 | doec describe the comtra-
}%- gaolilr?efs(zoods Sold . ... i e i e, s e s e ‘?, fgg asget,ﬂ-& "Bad Debts" isn't
14. Payroll Tax EXpERse. . . ...\ oooow s "0 descriptive.)
D 300 i
16. Advertising Expense. . .......... f e e e e - 2390
17. Heat and Light FXDONSC. . v v v v vt it vee e ereeennnnenns 105
1B, Telephone EXPenSe. . v vt it ettt it ie s oo er e e emnennns 35
T 19, Sales RebUITSseunaeen. s v i e oo rrnonnneonnnnnn, a0
- 20. Uncollectibie Account EXpense . oo v v v v s - et e s e 230
21. Deprecilion EXpense . . .o . v v uvenvnur.. IR 60
Totals - ©835,015  '$35,015

a. Which adjustment séep does it contain the
answar to

V) vhat 18 in the record?

<) vhat ghould be in the record?

g [ L P .

b. Which statement tells yoﬁ the test account no. 3 had to meat? {eircle)

1, Making allowance for 30% uncollectibility on all past égg
S accounts requires $810,

2. " Making allowance for 507 uncollectibility on all past due
accounts requires $230, ' .

c. Which journal entry did the firm make? . (explanations omitted)

(cizcle) ”wm”w7§1>AUnco££ectib£e Account Expense 81000
- 3. e Allounnce 4on Doubitdul Acoounts 10:00
S o4 dul-
137 Uncolfeckible Account Expense 23010
4o AlZowance fon DoubZful Accounts - §10100
v ' 31 Uné&ZZeciibﬂe Account Expense : 30D¢
i 5. Allowance fon DoubZ{ul Accounts ¢130[00

' the entry which'is impossiblv=anc matter what the facts aTe.




ANS. 24

Presurably, you X'a this one:

d. 4 "~ - : ‘ ) DR§,
- us
31 !ng 114 ‘ 0 ;
K%omnce g = 1] gof¢ eaual

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-
' ances-~but it wasn't there when the
decision on what to do was being made.)

&fd b. | Making allowmce for 507 uncollectibility on all pas
I dug accounts requires $5i0. . o

1
—_;~-—‘—~-_—_-——hb‘——-—l————ﬂﬁ——-—-—_—

25. 1. Refer to the trial balance on the last page. Shoy the answer to "WHAT IS
“in the record?" (before the accounts were adjusted).

¢ 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? (last frame)

I¥ NOT, change your answer AND your posting. Does that ‘give the balances
from the trial bulance, OR are your T-accounts in 1 1ncorrect?

h

ANS. 25' We hope‘you have this: .

& . o - . .
Allow. for Doubtful Accounts . Uncollectible Accounts Expense
26 e. - ~ ]Bai. 580 (adj.) 230
: (adi.) 230 ' :
e S —— e 5
B &ﬂli if you taated’ both postings.
»( 3 Ot -course, part ¢ on thn prior page should be mmrod llke thu. i
. @ PNV 75717 S, (T Am S T V!

I - Allowance for Doubtful Accounts 1T T 21300
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N FIND PANEL D on the back of PINK PANEL A
T  RRkkkkhhk ok k ko k ko kkhk ok ok khhk h ok k ok hkh ko ok ok k& L

26. Panel D iilustrates a more elaborate procedure for estimat}
not be collected. 7 what can

Base yoGur answers to these questions on Panel D,

L.

1. Here are same sections of the J., C, Pence financlal statements: Letters re-
place some of the amounts.

Revenue: o . B o [;nent Agsets: o
. Sales $150,000,00 Cash ) " 7§ 1,000,090

Legst Sales Returas § 5,000,00
Credit losses E )
— -Legg: Allowance for
Total reductions ! l . Credlt Logses

o - Accounts Receivable §

Net Sales ) L"..___.____.J Est. Realizable Value n
Other Current Assets © ° $ 90,000,00

Total Current Assets ‘

\b-um—-‘v—m—-- R d

The audiior zstivates $13:5.50 85 the correct amount for A B € . D ?

2. Oniy thre - <@ tha letters repras+6t account balances. Which letter
is an amount which is indirectly represented in the ledgei?

A B C D

3 From his worksheet, you discover another amount,$ ,is the correct

amount at . _ e .
What other smount(s) can you f£ill in?'y
) - $ _ at letter ___ . /'[
| T

- e - ) -\




 ANSJ26 - - 25
L.

2, . @ (difference betwesn B and C)

. 3. $40,000 is the correct amount at B , . -

$38,671.50 at letter p.

27, This is the J. C. Pence trlal balance m adjusting LE_EE.‘LJL
except bad debts.

Trial, Balance
Jo. 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 100,000,00
Credit Losses V2
Jo C. Pence, Capital . . 535,699.50
Operating Expenses 20,000,00 T
Other Current Assets 90,000,00 :
. Sales 150,000,060
Sales Returns _ ,5:}000.00
Various Amounts Dua Suppliers ' o 30,000,00
TOTALS . 236,000,.00 $256,000,00

1. As controller of J. C. Pance, one of your accbﬁi;tlng 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.

T 131 Credit Losses ~
- Accounts Receivabfe : _ 32 ]50
-~ : FHRE
_______ _1311 _Credit Loaded . qz?'kdt '
e Albowance don. CreddL Lodbes _ | ! 50

CROSS OUT .§ his incorrect solul:ion-o: both of them, if necessaryj and
show hlm the comct ct _adjustment, On. the next page. '

e ————

»




26, .

»

11, Show him how a correct adjustmsnt converts “what IS" to %hat SHOULD BE".

111s About six mopths later, nhothar subordinate reperts that he cannot write

“off the $50 account .for which he had received authorization, "because
“we have run out of allowance™.

Of course vou tell him to go right ghead, that a debit balance in Allowance
-for Credit Losses will do no harm. When he ‘asks where the mohey will come
from, you realize he has the impression that the company sets aside money
to'replace™ amounts which customers fall to pay. Tell him the yeal meaning
of the contrasasset: balances e— .

1

why should he know from a normal contra-asset balance that the amount
- doesn't xrepresent money?

Because...




.
{

ANS, 27/

27.

I. . 31 C)LCdj;t LO 804 : ; ,L
_ i Acco ble ' 1'32/850
" -.- -~ il
I 11l 1
31 Cx . - 1328/ 50 [1,]]
1!3&“&?@
1 1.4 LR B 7l'
1 = _ = _
Man. |31] Credit Losses B nogk 160
“Allowance for Credit Losses '

11. Here is one vays

trial balance contains "yhat should be"

¢

Credit Losses Chedit Lossesd
| 3/31 1028.00 ‘

.
ol

on_Credit Losses  _ Allowance for Credit Lo&buxlmcd

3/31 1028.00(—1——

N e i ———

28,

¥ .,___," "

111, A
You might explain that the allowance is A/Rec. credits not yet identified

with persons or cos. Or you might explain about the adjustment which
increases it.

Money is an asset, requiring a dr., NOT a cr., balance.

PSS

o —— PRSP

—-——————--———————-————-—'————.————-————————-——--—

"We sure underestimated our 1u-i: 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 sales made in the current period--sales whicl. 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

e



ANS. 28 a. the next set of adjusting entries (shduld) deal with overstatements ’

28.

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 he writing off defaults bgfore providing an addition
to the allpwunce?

Tining, or “"matching", is inportant for making more accurate reports.

Will the financial statements look any differsnt 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
. A X

— e

Revenue:
jleveirle

: o - "} lcurrent Agsets:
Sales $150,000,00

, Cash . " § 1,000.00
Less: Sales Returns § 5,000.00 : : . el
T T e Accounts Receivable § @ . o
Credit Losses : . S

e . 5 . " Less: Allowance for '

Total reductions , I ] Credit Logses [: .
. s 1 s ..... - . 7 - e A =teeecn . )

Net Ssle ::7 i Est. Realizable Value B;‘J

Other Current Asscts 5.99,000,0

Totnl Current Assets l 5 Jf‘

You recall that Fhere is no single account in which the book value
of Accounts Receivable (Estimated Realizable Value) can be found.

However, it is easy to see, that, '"Customer accounis are believed

to be 90% collectible, which tells you to test amount D by taking’
90% of B, also means that: by taxing

(F111 In the blanks)

an ggcount with emount ____ should be % of amount B.

b. Indicate whether these examples tell how to test A,C

sy OF Db .t'
that letter in the left-hand blank. y writing
—__ The period's bad debt losses are $700.

1% of our quarter's billings for Soft Water Service probably are
: uncollectible. ;

i e — et e - pU— .

—— We expect to collect only $97.50 per hundred dollars of cﬁ;;;evc‘ S
accounts outstanding: . o | _

e $300 more uncollectible accounts are beli :
. - : eved to be amo
outstanding balances. - ng the

~-

5
%

-3



LANS. 29;. . - C ghould be 10% of_B.

s o onament Vs 4V Y.

U « T - GRS —— o e e
A (quarter's billings = quarter's sales)

C o emo—es o —( Net-reslizableis-colleetibler) -

c

NOW, turn the book

*0¢ @3wd uUO enujjuo) ‘SIYI P¥EI UBD nok o5 €—-

29.

- —
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30. An adjustment is making the ledger show what "Bhoul:: be" reported on financial state-
ments. ' After recording your debi% 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 i3 some adjustment data.

X. $100 more is needed in the bad debt allowance.

By looking at adjustment (X) in the £s beloy, you can see that all of these
statements have been completed corre2§f§%B-z‘:S:gg“---___~‘_~___‘~§§
.\

a. The contra-asset balance has been changed TO $ E?Ql, .
b. Net Accounts Receivable has been changed TO $ :559/'CD .
c. The contra-asset balance has been changed BY § /C?() .
d. Net Accounts Receivable has been changed BY $ /CD() .

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 Racei#able Bad Debts
6000 {(xX) 100
' Allowance for Bad Debts - ;7“ Sales

XY 100 10,000

- {adjustment fon X)
Good Debts

S/

Since Net Accounts Receivable was not Iincreased, only c states that the adjustment
did exactly what X says '"'should be."

Only one statement is equivalent to X, however.

2. Replacing statement X by_onéuéf 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

lank.
appropriate bla | ALTERNATIVE ADJUSTMENT DATA
The book value of Accounts Receivable sheuld be reduced by 35100,

The customer accounts are estimated to be 98.5% collectible.

It 1s estimated that customer accounts which will eventually re-
quire write=eff amount to ninety dellars at this time.




ANS. 30 1. a b @ @ 31

2. d

6 (The Aubiect @A the value--the coflectible aMount.}
a {The subject <8 the corrcet contra-asset bolance. |

— — — — - — — — — — — - [— — — — — -— — —

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 $/Q0__ profit-reduction has been debited to_  g.4 Dehia

Of course the report improved by this effect is the Income Statement. (The
adjustment data might have sald, "Revenve was probably overstated by $100
because of the customer accounts which will turn out uncollectible.™)

A, below, and the next several cases ask you £o accept or correct an adjustment
according to some typical adjustment information. You will azlso be asked
to complete ONE description which justifles 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 here,
of course.

Check, 1f (A) is correct, (v6

or you correct it.

“‘:£>> Customers' Accounts Bad Debts Expenue
2460 | (A) 65 (A) 65
Sales Uncollectible Accounts
' 8,790 15
The test described

has baen met because:

Complete one statement, only. Siice you've been fofd about the
Income Statement, skip the statements about Balance Sheet values.

a. The contra~asset balance has been changed TO §$ .
b. Net Accounts Recelvable has been changed TO $ o
c. The contra-asset balance has been changed BY $ . (You finish
d. Net Accounts Receivable has been changed BY $ . 1t)—
v
O e.A $ E;;E profit reduction has been debited to o .
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The balance of Sales overstates the "correct™ profit.

" (A ) 1% of the year's gredit sales of $6,500|are considered likely to have been based

on worthless promises.

Ohly when you knoy who it 1s,

—Luaton vl Qua, - s Expe
_you correct it 3 ol w——ﬂﬁ'“\) '

Sales )
l 8,79C
The test described : Always adjust
has been met because: in the contra-
asset.
8. A $ 65 ' ome. PYOfit reduction has been debited to Bad Debts Expense

MmN SR SR e MR vms et R e ML S MR S R mw R vmm ) et o G mm S TR ST up AN R e e Sm e ey o o

(B) Unidentified customers who will default on their charge accounts are estimated
to make up ten percent of the Accounts Recelvable balance.

Check, 1f (B ) 1s correcty _ (V)

—

or you correct 1t Provision for Bad Debts Accounts Recei'vabil‘e
LRl . 20 80|
‘ ' (8) 60 ‘ Sales
— Sales __Returns and Allowances
R ‘ 3000 SO(T[
S ‘Bad Debts_
The test described has been met bscause: - _ . By 60[
: a. The contra-asset balance has been changed TO $ .
. _ b. Net Accounts Receivable has been changed TO §$ ' .
A ¢. The contra-asset balance has been changed BY $____________..
: d. Net Accounts Recelvable has been changed BY §$ .
J es A S profit reduction has been debited to o .
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(BY Unidentified customers who will default on thelr charge atcounts are estimated

to make up ten percent of the Accounts Receivable balance.

baﬁance (NOT change} = 10% X $800
(B ) is correc;,_l_( O ) g 7 :

Provision for Bad Debts / i Accounts Receivable

20 i . 800'

(B) 60 Sales

Sales - Returns and Allowances

3000 500{

The test descrited. | _
has been mel bscausge! . _ fad Debie
- (B 60}
a. The contraeasset balance hag been changed TO § 23(7 | e

R . 7

Just one statement for each case, remember.-“"jy

. (B) above, does NOT say that Provision for Bad Debts already has a $20 credit

balancea-you must nefice.
2. To describe what Net Accounts Regelvable "shculd be", 90% must be mentioned, not 10%.

3. The profitereduction shouldn't be estimated from the present Accounts Receivable
balance (and isn't) : : .

- — AR GES et et mam  mew e oy S e e e GRS s e mew g e

By-pass'\ Work carefully. If you answer the following correctly, you-may skip
test 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 exsmple, use 1 for the Balance Sheet and 2 for the Income Statement.

] contra to customer debits ' Z contra to revenus éredits

——are
on.no-.oonoo.coo.oo-oo.ocooo.oooeoooc.oo..ac.o-o-e-ooccoo.u-ocooo..a 29000 0% s0 s e e o

2ll uncollectible amounts uncollectible amounts of this
period, only

amount of receivables overstatement

amount. of revenue overstatement

rovision for doubtful cbllectih provision for doubtful profit ad-
bility : ditions
- - profits which won't be realized provision for wrlte-offs

. B. After adjustment, the two accounts probably will have unequal, as well
o as opposite, balances. Of course, the amounts of the debit and credit

with which you adjuat (check)

should always be equal should probably be equal should never be equal
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By-pass test answers:

1 contra to customer debits example _2 _contra to revenue credits
e T P
[ _all uncollectible amounts 7 uncollectible amounts of thigs -
: period, only
- __7 _smount of revenue overstatement ] _amount of receivables ove*statcme"t
] provision for ddubtful collectli- Z prov15101 for doubtful profit ad-
bility ’ : ' ditiors .
2_profits which won't be realized ] _provision for write-offs

B. ¥ should always be equal {(as in any other transaction)

IF ALL VOUR ANSWERS ARE RIGHT, SKIP fo H, page 39; but retuan
heﬂe L{\;{ou\ha” trhowble . >

A aer o e S

OTHERWISE, ™y

- — - -~ ooos  wamt. wa a— —— e s S — P e ) — e oma s wem e ——— T e - — —
-— — - — - v—
— — —

Continue,

(c) An sllowance of $40 is estimated to be necessary to value receivables

ﬁroperly.
Check, if (C ) is correct, - () _Uncollectible Balances Accounts Recelvable
’ 9,50 7
‘ Y 40,00 . »200
or you correct it. :59 TN
s Loss on
‘ , Sales Returns & Allowances Uncollectible Accounts
The test described - 150 () 40,00

has been met becauses
' Accounts Payable

a. The contra-asset balance has been chénged TO § _ . R
b. Net Accounts Receivable has been changed T0 § e
c. The contra-asset balance has been changed BY S .
d. Net Accounts Receivable has been changed BY $ .

e. A S ~ profit reduction has been debited to



35

gl\fwayb refers to the contrda-assef.

(c) An allowance of $40 is artimated to be mmu-y to value Tfeceivables
b_mperly. _
:  (We already had a $9.50 allowance.)
you éé:;gg; its ’ ‘-lﬁﬁ’go-l_ldectib ;-Eéi;“.%;s‘oa - _ A> glcuount:s Recelvable

7,200

o B Rl 52
: 0.
Loss on

Sales Returps & Allowances Uncollectible Accounts

150 - {C)W

The test described . Accounts Payable
has been met because: : ' _ —557

a. The contra-asset balance has been changed 70 $__ 40 .

( D_) Accounts Receivable should be wvalued at $792.

e - Tind

) R, e _Accounts R‘ec‘eri.vab]e A.Howancé for Bad Debts
Check, if (D) is correct,__ (V) ' A 327 6{{D) Téz
| or you correct 1t, > | '
| ’ i Sales Sales Discounts
20650 - 20

e e . - " “"Bad Debts Expense
The test described T )B 3
has been met because: - ] D

R T P P,

I . e . S T e i e e ey
—e —— -

‘a. The contra-asset balance has been changed TO § o
b. Net Accounts Receivable has been changed TO § ‘ .

, " c. The contra-asset balance has been ch;-;nged BY $ .
d. Net Accounts Receivable has been changed BY § .

{
. \

G-As

profit reduction has been debited to V Y
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(D) Accounts Rec2ivable should be valued at $782.

")

(The contha- aAbL/t s a "valuation account.

Accounts Recaivable . Allowancc for Bad Debts
' BGO 3717 n T
(D) is correct, ¥ (V) - 8/2 6}(D) 6
- S (88 e pat) -
Sales - Sales Discounts - ’
2050 20 ' '
Bad DebtérExponse

- . e - . ' -
The test described - } . : D! %
has been met bacausei, - - . ]

b. Net Accounts Receivable has been. changed TO § ?759 2? .

Balance Sheet will shows

Accounts Receivable $800
Less Allowance for Bad Debts 8
" Net- Accounts ReceIVablq $792

necorded vatue ¢4.5800 in cwstomju pnomweéj_-

1

(E) Loss from extending credit during the past year is estima*ed to be % percent
of net Ss.es.
Check, if (E) is correct, _____ 0/3 )
Sales DiSéQHﬂxﬁ
IOOOi _
' Accounts Receivahle Est. Cost of Credit Extensnon
or you correct it. - e
. = ., hooo (E) 160 [ E
Sales . Sales Returns
40,000 3000
The fééf—describeﬁ S R
] Alfowance for
has bEEH met bx..ca\.lse- ' : Customer 7Defau] ts
- f aadhad T R T - - D g S ol —Tm I - . 20
a. The contra-asset balance has been changed TO § . (e) 160
b. Net Accounts Receivable has heen changed TO § .
- ce The contra-asset balance has been changed BY $ .. )
' d. Net Accounts Receivable has been changed BY $ .

e. A S profit reduction has been debited to ‘ .




(E) Loss from extending credit during the past year is estimated to.be ﬁp_grcent
of net Sales.

¢ e iy s

NET sales:
- . $40,000
-4,000
~ Sales Discounts
R
;__..A&m.un..s_&z.m.\.ahm__,
N Looo
. 150 b
- Sales 3 : Sales Returns
Lo, 000 3000
e iy |

Allowance for
Customer Defaults

20”7

. e }Ti‘.‘)‘ 180
e. A $ 180 profit reduction ha.s beux debit’d to EM;(_ma,ted Cost 04 Credit EuQMLUVl

From here on, You adiust the accounts, Then complLete the ducupwn 0f what
you did which most neanly agrees with what rhe data states L8 ugh,t

e L e L e e e i e 4

( F) The fim bellevea that the deduction for doubtful customer accounts should
be one which gives a $21,000 hook value,

Balan'ces_ _ \ - .
100 1800 ' 60,100
700 200
T T Loss on

Due from Customers
10,000 200

e 15,000 - 10,200
The test described 9,400 600
has been met becaus_'e:‘ : .
a. The contra-asset balance has been changed TO $ N
b. Net due from Customews has been changed T0 § .
o c. The ccntra=asset balance has been changed BY 3§ .
( ' - d. Net due fgom.cgpcomogl has been changed .BY $ ‘

e.- A S profit i‘eduction has been debited to ' ' ‘ .

. b
Pty
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¢

(F) The fimm beliaées that the deduction for doubtful customer accounts should .
) be one which gives a $21,000 book values.

Balances ‘ *

Revepue £rom C
100 1800 60,100
700 200
(F) 1200
hnuhtfﬁ?‘:n::unre Due from Customers ﬂ\\\
10,000 200
(F} 1200 ' 15,000 10, 200
9,400 600

b. Ne§ due from customers has been changed TO §$ ZLO‘QQ .

Book value: = - :
Due from Customers ~ $23,400

{Legs Balances Doubtful of Collection __2,400--e—
Net Due from Customers 21,000
s ( g)e All but 3% of currently outstanding customer accounts are considered co-l
be assets. - o
a-nAééanis Receivable Est. Uncollectible Balances
1000} b, '
{
..;kamﬂﬁilﬂﬂ§_£§£ﬂ§§_____ . Loss on Uncollectible Accts.
The test described 8L00 : T
has been met because: RIS .

a. The contra-asset balance has been changed TO §

b. Net Accounts Recelvable has been changed TO §_-

c. The contra-asset balance has been changed BY § . |

L d. Net Accounts Receivable has been changed BY $
(‘ e-A$ ’

profit reduction has been debited to

AT

s
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(G). ﬁ“ put 3"‘: of currently ont;tgndlns gu;tome; accounts are considered to
. - be assgets.,

Accounts Receivable Est. UhcoHchb\e Balances
1000 6l (G) 36
alance=$30
mmissions Earned . Less on Uncollectible Accts.

a. The contra-asset balance has teen changed TO § :5(7

. G o T " A WD e S e S Y W WS S e wh MR M s En SR S ade W Tk MR SR AR WD W D M el R s M e A =

Accounts Receivable has ; $40,300 balance and Allowance for: Doubtful Accounts
has a credit *balance of $2000,

(Draw your own picture, and adjust for the following.)

By aging Accounts Receivable, $3,500 has been estimated as the portion we
wil) probably not be able to collect, '

et o,

Thé te;t described has been-met'because:

a. The contras-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 ﬁecéivable has been changed BY $

e. A S profit-reductibn has been debited to

e,

st s
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(H) Accounts Recelvable has a $40,30C balance and Allowance for Doubcful Accounts
has a credit balance of $2000.

" By aging Accounts Receivable, §3=500 has been estimated as the portion we
_vill probably not be able to collect, =

- AlLowance

48,800 i ‘ 2000
Loss Yon (") 1500

Doubt{ul Accounts '

(1) 1,500

a. The contra-asset balance has been changed TO § 35 OO

= g e ea e e e

(I)Until this period's Bad Debt adjustment is made, current assets are believed to
be overstated by $50,

Accounts Recelvable , Allowance for Bad Debts.-
00} ' 100
—-Bad_Dabte Expense Sales
: _ 20,500

Sales Discounts

The test described has been met because: ‘

a. The contra-asset balance has been changed TO $

b. Net Accounts Receivable has been changed TC §

c. The contra-asset balance has been changed BY §

d. Net Accounts: Receivable has been changed BY §

e. A S ___ profit reduction has been debited to

Pl S S S e
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‘(I).UAEEI this period's Bad Debt admﬁstmehﬁ igvﬁQAE -.ﬁ;fé;t assets are belleved to
P 3 » guEfent asset

e overstated by $50,
N ccounts Recelivable Alloyance for Bad Debts.:
: 100
- oty s

Bad s Fxpense Sales

Sales Discounts
.- 500

d. Net Accounts Receivable has been changed BY $ 50 .

— B VPPV - e,

(J) Aging of Accounts Receivable indicates that about- §160 in uncollectible balances
are included.

Check here __ (¥ » 1f the ledger will be correctly adjusted by posting
. this journal entry.

30| Allowance d¢ _Uncollectible Ac- ‘
counts - 110,

Bagd Debts | 1l0dog
To adyi8t the contra-asset to $160.

Allowance for

If it won't, yOﬁ‘ ' Sale | v
! les Ungollectible Accounts
journalize the cor- | . , 6,950 4 S~ =3

_m

Accounts Receivable'
1 ,600F

1




/ .
(J) Aping of Accounts Receivable indicates that about $160 in uncollectible balances
are included, _
e Check here ___ ( %."tfuth'é ledger will be correctly adjusted by posting
e wen .. . this jourpal entry. ___ _ ____ __ e e e
30 A“ .‘ — Zb{ AQ 1.1 I
C v e owauce QA N fLic ! AL~ i~
Tl ungs e \ S R A ﬂ f ll
Badl Debts 7N\ 1 ﬂoo
ok rIp..adJyALﬂ LoiXac-asset to $160, i H_L
.- - . S et - .Allowance for
1f it won't, you Sales . Uncollectible Accounts
e journalize the cor~ 6,950 ; 60
T megt.gac, '
Bad Dabts Accounts Receivable
e T s T 1,600
S 01Bad Debzs n
ALowance fon UncolPoptihfe
. AcCcounts 0
[Same explanation] -
What does the adjustmeut tnformation tell you the rf‘sult shou.d be’
The conzna aAAet (A&towunce &pn Uncottectxbte Accounzu Ahauzd haue ~
a $160 credit balance.
. t.
32, i1. Adjust the ledger below tor the following information (A).
(A) It is estimatel that revenue from services billed thls quarter is overstated
by 1%, due to ir inability to collect all charge accounts.
LEDGER: - - . e e e e e e = R e e ————— i — -
s Advertising -~ Philip S. Six, Cap(tal : Other Liabilities
=50 RN - 2400
. - Land & Buildings Cash aadgrvice Earnings
3000 100 N -1900
... Allowance for Bad Debts, Taxes: ’ ' Customer's Accounts
: ' T 200f 2000

— v _ Bad Debts Expense

" 2. State how your adjusted ledger meets the test
- described by the adjustment information.

\

C -

3. The asset account balances total $5,100, both before and after your

adJustment, yet "Total Assets" on the. Balance Sheet will be a —
differem: amount. ‘ i .

| ' . What is 1t? §
Qo . . : . o

42
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o ANS. 32.

*

(A) It is estimated that reverue frow services billed this quarter s oversrabad
L7, hy . . - ‘——!—-—n
by 1%, Jue to our jnability to cecilect all charge accounts.

1. LEDGER:

.

Advertising Philip §. Six, Capital Other Liabilibties
Su - L0 2400
Land & Buildings Cash . Service Farhings
3000 160 : 1900
Allowance for Rad Debts Taxes Customer's Accounts
i zyq) /19 200 2000
Bad Debts Expense,

A IS

2+ [ A $19 progit neduction has been debited to Bad Debts Expense. (1% 04 $1900fin

Service Eatuings)

3, $5,085 (%5100 less contra-asset $15)

33. Finish adjusting this ledger before its semianrnual closing.

(B)This corporation's accounts with customers are estimated, at December 31, to

be 99%% collectible.
Accounts Receivable

Accrued Wages

Sales Returns & Al tow.

LEDGER: = 3600 50 11
Capital” Stock Cash Deferred Advertising Exp.
3000 600 420
Cost of Goods Sold Loss on Credit Extended Notes Payable
2500 : 1150-
Property Taxes Retained Earnirgs Sales
1400 10 4900
Supplies - Tradi;wq Costs Uncollectible Accounts
%70 200 7% 10J8al. 771 25
' 10/20 10 IO/Z . 5

How have you met a test based

on (B)? -




ANS, .33

—

This corporation's accounts with cugtomers are estimated, at December 31, to

be 99%% collectibl

LEIASER: s dablc ﬂ— J}&.—.-”““f Wages "'O" 312§glcs Rculxrns g Allow, v

4) apital Stock - 5) Cash
ﬂ

6)iferred Advertising Exo.

- g70 200 l

3 — ﬂgoTl G20
7) Cost of Goods Sold 8)oss on Credit Extended 23 .Not;:s Payable ”50“
(8) S o
19) . < 11) Retained Earninas 12) Sates
._%ﬁa— <= ’
Supplies 14) Tradihg Costs 1‘S)Uncollcctlb)e A: countP

9
10/20

AN :
Net Accounts Roceivable has been neduced to $2985 (99 1/2% v§ $3,000) by /

Ancreasing Uncollectible Accounts o $15em=

34. Assume a customer whose account ‘had been removed from the above ledger

brings in his $8.

A mistake has beer made. His in;n'vidual record is :et:urnad'”t:'c; the customer
‘ ﬂle. Undo the mistake. Reverse $8 of the write-off, KEY dr. & cr. with (A).

Accounts Recelvable olle le
3000 . . Bal.

e wovsee oo Record the collection ag usual., KEY with A(B)o

meeee. . ——__._ This 1s NOT the period when we made this sale.
This period s profit (J)

e e e st s o s ————— o

shox.ld not be changed.
Are total assets changed?

(circle) yes no

chould be increased. }

oun

s

(Set up the account you need.)

Test your result.

should be reduced .

[ A

Now, remove this p
continue.

bl

SR

HER e
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ANS. ;‘F ' _: e
Accounts Recelvable Uncollectible Accounts : Cash
3000 }§ (B) % : Bal. 15 (B) §
(A) & (A) §

(profit) v should not be changed, (only the adjustment affects pft.)

-«

total assets are NOT changed (see accts{)Every' increase offset by = decrease.

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 Retalned Earnings have been entered in appropriate
boxes of the model below. NOTE that its deficit (debit balance) 1is
the reason for locating 11 in section G. This is sufficient to
identify the question at Q. What is it?

(You state the
question)

-

BREREERRRRENRERRRERRRE

A B
aget. nos. acet. nOse
5,1, 6, 131 15

c : D
acct, nos, acct. nosg.

e —————

AR COMNN»
rwmoOX

[$as00 {8 15 |

4
14

-

1] .
Ty 31313201 9139)

-——}’(TOTA]')' — TOTAL = <plus/nmus/ure}»&“
. assets liabg.

2800000 LRIV ULINBEBIEDESEDO DRSS

IR L I T I T T T N ]

Itnnnnusnenwe

Plucessstnesscrsten srtecglicaiuvoctiiiiunengey . yes
: E F . ot tgeeetoeet *(( Ceeg
. . ' .acct. nos. acct. Nose . G H
. 9, 2 B . 'acct. nos, acct, nose. )
’ : . ~: ) 1 4. t N
b ) 'n' .
) v o §1200 Foods ls |
. P . t
PR TR R RSP RORIS K R R TR TR *

Pt qerrrt

> -

2. After financial statements are prepared, the ledger is readied for -a
new period by "closing ‘eatries.” You may enter them in 33 accounts,
if you wish.. However, assign to the model boxes the numbers of accounts
which will have nonezero balances AFTER CLOSING - making sure each is
appropriately located. Then ghow one (summary), emount for each section :
(including $0). Make sure you have an equation, ' 1

(A, B, E and F are examples.)

Py Pt e S L
sl s )




46,
BEFORE CHECKING YOUR ANSWER TO 35, did you test your dollar-amounts to
2 see vhether both sides of the equal sign satisfy the equation?

Aluayz make sure yo. haven't settled for an impossibility,

ANS. 35 1, 14 the fimm (entity) dealing with its owners?

-);..)_.T) )._5__;) ) )) ')~'3' )) ) ) ) ) Y ); PO .‘ AR R AR AR AR AR AR R g -.. R ARR & a g .:
) - ) o .
) A B I :
2- )) gc .. C D N
3acct. nos. acct, nos, 33':, . acct. nos., acct. nos, .
. ND * \ ‘ »
) 51,6 131 .15 }IE : :
; ) - %N I .
) yS . .
) i
) ) . .
! { : :
® L]
) $ $ ) « $ f .
JARIT) 15 P 0 4 :
) ) . .
) ) : .
) ) . .
; ‘ S :
R RRERRRRERERERRRERE. . .

) ﬁ :_3
(FUTURE ssrvices - Debt) = {plus/minu‘/zerol>END
) !
! W o on w0 v v A e 4 el

" yas

2 E ‘ F K ((((t‘(((((((((((r*((((('( 5

-acct. nos. acct. nos. °* G H o2 :
. ¢ ( . . ﬁ\v '
. 9, 2 : .acct. nos. | acct. .‘nos\_e\,&a ;
. . . ,,(g‘o ae :
. . - : fros— . 3
koo rszzoo Y “;- 3675 I.‘ §
N T N , « §~




36 A. Prepare the Current Assets section of the corporation (33 ledger) Balance
Sheet. '

Cwirent Assets: .
Cash ' 1 leblotooll
Accou ( 0 _ - !

-

B. On the first day of the new accounting period, it is decided that the outstanding
balances of two customers are' uncollectible. 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+ Show an analysis of the transaction to demonstrate what the effects are:

Titles RE  or LESS
Titles es | %;; Lesg
$ $
$ $
le
ZzR0___1V) ZERO___ (V)
( $+____OR §change in A change in Lg%t OR
$ ———
iTT not zero, snow ) ‘
' . ZERO (V) . $
account and amount,l —— disTAvestoent ‘
$ $
expense i : income :
' $ S
investment ’ revenue . .

3. If your current asset seéﬁion were prepared as of the moment after the writing-

off (assume no other transactions in the new period), which lines would be dif=
ferent? e e v

Demonstrate the affected lines only: S B




—

1””5. 3(5 Am

Cwurent Asscts:

Casn i

Accounts Recelvable
"Prepald

- Less: Uncollectible Accounts
Net Accounts Recelvable
Supplies

™ Deferred Advertising Expense

Advertising”
is more ;
familiar.

Total Curnrent Assets (also, as it happens,
this is total assets)

58.

$3000 3 600 Your work is

15 N*T correct un-

—_— 985 é"" less you have
28;0 thlis amount.

420
$4875

—ea

B, 1. Profits are affected only by the adjdstment, which was made in time

to affect prior period profits.
2, ‘Demonstration:

Accounts Receivable |y
Uncollectible s
Accounts '

=

. not zero, stow :
... faccount gnd amount 1 ZERQ (v)

disipvesrment ) -

—
expense

income

‘ investment

revenue

3. Accounts Receivable
— _.R Less: Uncollectible Accounts

‘&

(only affected lines)

R M ey Gt e G mm GED S W e D e WE? R e wms  emm e ey

$2988

3 ‘
. T (still 2985 net A/Rec.)

37. Show the effect of a recovery of $5 from a customer whose account the above

firm had written off.

(Make sure you enter amounts under appropriate co'lunm;. For illustratec use; Suppl. p. 6.)

e F . CHANGES in Ovner Equity CHANGES
: OTHER
ACCOUNT TiTLES ASSETS LIABILITIES PROFIT ADDITIONS]IPROFIT REDUCTION‘ )
On. cn. or. | cn oH. cn. _ Dr. cn or. | on
—— =

=

i s A B



49.

ANS, 37. .
. " CHANGES in Owier Equity CIIANGES
JeCouNT TITLes ASSETS LIABILITIES ||FROFIT ADDITIONS|[PROFIT REDUCTIONS] OCHER
oa. || ¢a on. ch. DR cn || oa cn on. Cn
__J___- Qwme/_PP{‘LA\mbfz | i T
__lUncedlectibbe Accountd 5= ! -

FZ Cash Bl ~ST or this net effect is o.k.

—_|Accounts Recelvable 51 N ! L

’r — : - , : {

e R D D ane sewh e e wmB Smm wws S WS ame My s i A L i VRN may WS S e WA VEE SR i e wee M  vam e v emet v | oy

" 38, Now, put it all togetier.

The following trial balance is from a ledger wh»ch has been adjusted
for everything except Bad Debts.

Felix Fleming
August 31, 1970

(1) Accounts Receivable « « ¢« ¢ o o « o « $1200.ffe ¢ « o}
(2) Accrued Rent Receivable « « 4 o o s o 5-udle o o
(3) Accumulated Depreciation-Plant and . '
EQUipment « o o o « o o o o o o o s o o o o« 18240, ,

(4). Allowance for Bad DebtS « « « o o o o o o « ofle 3 . -
(5)BadDebts....Oo.o...oo....o. e o o o
(6)CaShoo.o'o.loooo.oooo.'.73,ooeu
(7) Cost of Goods Sold e o « o o o o o o o 160001, ¢ 4
[8) Customers' AdVances: « o « o « o o s o 4 ¢.aslle 50 .
(9) Deferred Insurance COSt o o o o & & o 10 o o N
‘]0) DEPrecfation. e @€ ® @ ® s © o o o o o ,40. e o o o

(11) cxpense of Sel1ing« o o s o o o o« o o 100.)le & o

(12) ixpired Insurancé COStS « o o o o o Sule o o o

(13) Felix Fleming, Capital o ¢ « ¢ ¢ o o o« o « of|+919. .

(14) Managerial salarieSe « o o o o oo o o« L0« o o

(15) : Other Operating EXPenses o o o o o o o 60Hle o o

(16) Plant and Equipment s o o o ¢« o o ¢ o o« S00.ls o« o & _
(17) Rental INCOME a. o o v o + o o s o o o o'n o .ﬂu T

(18) Sa]_es...u..-..........o..'».ISOQ.

. (]9) Sales RetUrnS ¢« « ¢ o o o o '-. e s o o 100 off « » ...o
(20) Supplier Payables e « ¢ « « o o o o o o o _.,.'."', 1000 . .

(21) Unpaid Salaries and Wagess o o o o o o o= oifl . 8.,

: Totals. " sL130 {4130

1.A. Write titles and balances and identifyind number for the following in the
Teaccounts of appropriate model doxes (as shown for A/Rec.)

.-

(1) Accounts Receivable (5) Bad Debts (13) F‘evlix Fléming,’ Capital
(k) Allowance for Bad Debts (6) Cash (18) Sales’
(19) Sales Returns '

B. ASSign all the other accounts to appropriate boxes. by wr»ii:-ing their
identifying numbers in, spaces provided.}See 2 and 3.

REMOVE the MODEL page and continue, . ~
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2. A. It is estimated that 4 of 1% of the month's net

net sales will prove
uncollectible. Record the adjustment in the T-accounts. KEY
.with (A). :

B. After completing requirement I, and adjustment A anwe, the Balance
Siwet equation should be! : .

. (D) amount. box(es) &) amount box{es) ()  amount
$ $
5 :
$

Since you have assigned the entire ledger to appropriate boxes in the
accounting model, balances from one or more boxes combine to glve the amounts
-of the equation. Under each summary amount, show box{es) it summarizes
(by letter), By giving amount per bor, show that the equat:ion is valid.

C. n the boxes af the r:ght of the o“rlgi-nal trlal balance (page 62)
give the NEW balances (zero and non-zero) which the ledger will

contain gfter closing eniries have been addeq (after adjustment A).

Don't write anything beside accounts whose balances renain as shown
- originally.

- IF ANY OF THE T~ACCOUNTS IN THE MODEL are affected enter the closing
debit or credit and rule jit.

3. In September, the Followin'g occurred. Journalize and post all effects to
the T-accounts in the model boxes. (DENTIFY BY DATE.

September 5, Recovered $5 from an account which had been written off
as uncollectible in July,

Septesber 10. Wrote off $9 account of Nellie Bly, $7 account of Hart
Crane, and $12 account of John Glen, whcch are believed

R uncollectible, . T
L : - (OMIT EXPLANATIONS) —
& -
"7 Record these directly in the T-accounts. (Key by date.)

September 25 Recovered half the John Glen account.
—_— e
Scptember 23  Summary of other September’ transactlons with customers;
(Make a compound entry.)
Sales (all on credit) $2000
Returned by customers 155
Collections (other than Sept. § B N
and 25, above) on all accounts. 2045

3
’

I SO
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ROUNDING the estimate to the nearest 10 cents, enter the appropriate

adjustment for credit losses for September [n_the T-accounts.- KEY
with {4).

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.

Felix Eloming
_DBalance Sheot

. ) .
I P, :’r\
— s s PR

T

N

S

e e T
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ERIC

Aruitoxt provided by Eic:

PANEL B

Boggstown Grocery Co.
Income Statement
Year Ended December 31, 1970

. Revenue: -
Gross Sales.......... e ieelasesscasstrrcccnnnns .
Less: Sales Returns......vvieenreceeenceceees "
Net Sales........ terereseretsatetntncannn .
Cost of Sales: :
Inventory, January l......... feeteteresieraacnnns
" Purchases....... ereseaes heeeeerenneans feeesrenns

‘Inventory, December 31........0iveiiirinnennans ..
Cost of Sales...... Cetecsertaennne Meeeereesanes .
Gross Margin on Sales...veieiincencnnennse [

Operating Expenses:
" Xavertis'mg..'....... ....... e creeeeees

Rent..-...............--..-...'.-..................
SdlarleS . cveeerinenerecrsencens teeqee seceicesenen

THIS IS THE WAY:

MOST FIRMS (and Bad DebtS..,..oe0vviunnennn cencoacaias
most authors) Other General and Administrative Expense.........
REPORT IT. Total Operating EXpPensSesS.ccceeiersceeesesenaees
. Net lIncoma from Operations...... ceereeees Ceeereeses

’ Less;: Interest Expense........ teseceee veseebaanne
.Net Income...ceceerennrenns

Depreciation - Store FIXtureS...vciveeensncoonnss.

-200

880
§7107%0
252

$102
40
60
480
10

216

$1950

mb
N
N
(= (=4

4.



33

2' B -
§193 = | - '
S . s e (o
beelng) | (2) smount .| box(es) () amount box(es) ‘;j}) amount
A + %1933 D + $1058 | B - $1954
3 | $ c + $1910
3 $ N ¢ § 919
there are not (unti£7116éed)
contra-propriertor-
ship accounts
D e —
: : C _ ST E.Q;iﬂ ;. o pdsting references = -.
3 : /
o 5| Accounts Receivable 1 115 00
~ALEow. §on Bad Debts K. zl00
5| Cash [ 5 oﬂ
Accounts Recedlwable 11 00
_ 10| Alfowance for Bad Debis 4 218100
Accounts Recelvable 1 218100
— _:T?—:f12274?::_, — , —H- +—+— - 41— -
4 FolixFlaning |
.5' T Bafance Sheet NOT true, or correct,
~ 4 “or a period. . '
. _Ajsets : RUSNE X ] '
wuent Assets: ) .
Cash . , 12221600
1 Accounts Receivable ' B 119172 od
' Less: Allowance gor Bad Debis | 41 24
_Net Accounts Recelvable
Accrwed Rent Recedvable ' : 5p0
Dederred Insuwrance Cost '
Total Cunient Assets ~ 4 ' 3121016180
—_— — Tt

A S R tiafen T et e T



" PANEL D

AGING ACCOUNTS RECEIVABLE
(a technique for estimating the credit-quality of customer accounts)

< An auditor of the J. C. Pence Co, prepared ths following "aging of re- -
ceivables." He assigned gach customer's balance in the subsidiary ledger
to one of the columns by ﬂnding the answer to, "How long past dua?®
(Credit policy at J. c. Penca called for payment within 60 days.)

AGING aF ICCDUNTS RECEIVABLE

1-30 31-60 Over

Not yet | - days days 60 days

Customer Totsl due past dus past due - past due
A, B, Louis - $§ 500 $ So00

B, L, Max 200 ' $ 150 $ 50

" R, D, Null 800 800 |
Others 38,500 | $22,550 |$10,000 | $4,200 $1,750
TOTALS  |ls«,000 | 23,850 |$10,000 |$a,30 | 1,600
Per cant ' 100 60 % - 11 4

By looking at actual write-offs over several recent years, he found certain
relationships to bs average.

For example, at the time of yveer when the accounting cycle was ¢ glete ’
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%0f ths Accounts
Recelvable were over=valued by 25%. Using similar logic, he computed:

$ 450.00 (25% x $ 1,800)%
435,00 (10% x §_ 4a350)
200,00 ¢ 2% x $10,000) |
- 238.30 ( 1% x $23,850)
$1,328.50 (estimated nacessary provlaion for ovont:ual defaults)




THE COST OF BORROWED MONEY

The following pages are self-instruction.in an accounting toplc
which often proves needlessly confusing. It is Jntended for use by
anyone who is familiar with the accounting cycie for merchandising virms
(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 méntion 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 MO.IEY
Discounting a note payable 13
Discounting an interest-bearing note re-
ceivable , 16
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 needéd.

In most, but not all, cases. 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 tndlcated 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 actual!y spend
working on the lesson in the space provided on the gripe sheet.

Go on with the lesson.




o

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 speciflc 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 lmprovements
will be especially appreciated.

Repoft your totgl K

Note your starting time.-
time in minutes:

RESPONSES (missed) CORRECTIONS (& comments)

ii



RESPONSES (missed) - CORRECT!INS (& comments)

111




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 recelpt of 1nterest 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. Cash 1 [rlod bloo;
Notes Payable ' P Jacoy
(Explanation omiTled, ] -
2. Cash 1i0p1400 ﬂ
Intoneat Expense 0[00
Notes Payabfe 10 ¥{0
(Explanation omitted,) :
3. Cash fop#'00 ?
Tntenest ExpenAe : 1000 . %
Notes Payable - 06 Pjoo0

[Explanation omitted. )

B. Circle the number of the analysls for recordlng the collection of
the note issued in A.

Tdentify &ransactions

ssr— - 1
xil-S CHAN%fS tn . Owner Equlty CHANGES ! ‘]
. ne
1oNs!! CTHER
only CCounT TirLES ASSETS LIABILITIES _JIPROFIT ADDITIONS|PROFIT REDUCTIONS q
‘& On cn. Do Cr. or || cn . on cn on. 1} e~
1. |Notes Payable S | i
Caah "L R1010 B i
I I 1
2 . 100000 I
NoZes Payable “’F

Cash

Notoa Ea“abfL 1060

Cash # 10100

,

f q T -
- IS SRR A N

1 I T e

Use of the above form is illustrated in

"THE ACCOUNTING MODEL" supplement, Pe Os

* Kk k k k ok Kk d ok Kk Kk Kk k k k Kk bk ok kK ,FINDANSWERS&tthetOpOf

page- 2.



If your answers in frame 1 were:

2.

A. JP R S . [
' | 00
Notes Payabfe f ] 0:
—_— _ X ~ —— L
Idsprlty transactions - - .- ——
& [ - —
Liae o CHANGES in Owner Equity CHANGES
only ACCOUNT TITLES ASSETS LIABILITIES _ [[PROFIT ADDITIONS||PROFIT nsoucnowsﬂ OTHER :
On. Ca. -8 on. Dn Cn on cn on cR i
“‘TM% ' 700%%& !

continue here, Ciherwise go to frame. 3 next page right away.y— >——>

an ew SO o e - ew Ww am mm =

--—----—------‘-u-——“------—~

2. If 60 day’s interest on our note is $10 &t its maturity, what adjustment is '
- needed if l:he ‘accounting period ends 40 days after the note was issued?

“CIRCLE 1 or 2, if sither is correct, or
_you journalize the correct adjustment at 3.

3.

- "1 T T Tn¥ensst Cipende ]
_ ' _Interncst Payable ! b
2. Tnierest Expense 53 ‘
Acecrued Interes Poyable gl3
I
Tl

For the ANSWER to this frame, see the' BOTTOM

of Li?a (i.e. SKIP frame 3)




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.

6(1.@.2" amogﬁ
§800., 00 ==/ 3721770

00  days=———— after date | promise to rthe payee has a

pay to the order of Chester Huntle ote neceivable

Efght hundred and no/100 dollars

Payakie at New York City, N.Y.
Value received with interest at ——e6%

David Brinkley

|

the makes nas a Note Payable
When you feel ready, journalize the following:

Collected the $100 note of Firank Sinatra along with the
accumulated interest of $i.

]

17 v
. |

whose books are we keeplng in this transaction? (circle)

Cover nemainden : ,
0 2. the maker's' the payee's : _
L for this answer,
: . next page

ANS. 2 @should be circled.

B 2/3 of the $10 which will be pald at maturity is an unrecorded-
debt (until entry 1 is recorded). It is important, as you know, because
the company's Incore Statemsnts (for this year and next) should divide
the $10 cost of. borrowing in proportion (40/20) to the days in each

period when the money can be used.

FRAME & 1S NEXT ° o -



Ans. 3 _ 4,

171 Cash 10
Nom_ece,wablie . 1 0
Intenest Earned A, s
Notes and intenest neceived grom .
T, Singtna,

OR, Interest Income, etc. m . ("Collected the....)

——————————-—-———————————‘—-— L]

4, The correct adjustment accomplishes this:

CURRENT YEAR'S STATEMENTS So that INCOME STATEMENI(S) Oi
- FUTURE YEAR(S) can report:

expense The current Balance Shect must,

Cerrectiy timed (CIRCLE) income therefore, report $ ;:EI .33 of eypense
(COMPLETE ONE LINE OR THE OTHER) X
revenue

h ; asset $ of inccnme

. . an accrued of $—é—-‘7-z——

will be § E.ﬂ_ in + ‘5 tiability . . i o of revanue
year. !

asset
a deferred of § - instead of $_1_Q_,_m_

1ability

S

—

-

a. Is (x) or (y) the correct entry when the note matures and is paid?
" (Disregard reversing entries, if familiar.)

Cross cut the incorrect box.

b, Why 15 it better? . __expenge is all recorded in the period paid

(underline)
expense 18 is divided bol:men this year _and-next

Ty | e T gl g.67fuait o7 .
Ty} 333 (v

' Cash _ Notes FPayab :
Salance § X _(_l, 1010 (_ll, . 1000 Bal. 1000

nr ange Nocg: Pgab;g
::::r:::: ! e.loud for this ’000 el

Cash
sat. 9599 | (x] 1010

(

e

et



ANS. al

Interest Expense _Interest Payable

§ other interests | closed tor this . a1 Tl
Bl oer L year (y) 6.67]wiin eer |
/) 3.33

(x) pits’$10 expense
in year of payment.

'Notes_nggble

) 1000 [Ba!.

:

=

5 sh
Balance $ m (y} 1010 {

3. 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,

ldentify transactions

D er
li:“‘ ﬂ_ CHANGES 1n Ovmer Equity CHANGES
or e eCOLNT TITLES ASSETS LIABILITIES OFIT ONs||PROFIT REDYC OTHER
- u Ou. Cx On, ] CR o Cm. DO Cnm D=, q Cnm
2/14 ' _ -1 o
ccounts Receivablo b /600 |~ :
— To adjust on Aug. 31}
/3
13
4
i rj ]

[ ———— e -— —_— —t

Your analysis’ should record 15 days accrued interest. Here is the note.

N CN/AYRY. _Wigzzfo

e ?0 Awg;after te I pro 'ise to

Are the transactions above recorded by the maker, or is it the payee?

\“(underline'//"

which, in ali cases llike this)
Who is that? Ron, or The Colonel?




. AN_S_J 5'
ide~*1fy transactlons
irs ‘ - CHANGES in Owvner Equlty CHANGES
. Y HER
only ACCOUNT TITLES ASSETS LIABILY{IZS _[IPROFIT ADDITIONS|PROFIT REDUCTIONS o
$ on Cn Dn. ] (e o 1] [~ Dre cn On. Cn
| Notes Recefuable . =

" To adjust on Aug, 31

eLed neome

1;8/31] Interest Receiva ‘ DQ

| - - 1IN 1/6 ogga#{ii_ﬂ ——

$24

¢. Which 1s the correct effect of recording this transaction?

TRANS. Accepted a 8400, 90 day, 6% note in exchange for
merchandise.

I. Circle A, B or C.

N A. B.

S Sales
Merchandise 2000
120% (a) 400 (b) 400

. ) ‘Notes Receivable
Notes Recelvab{? 700
(a) aoo‘ E(b) 400
C.. [ . Cr. SaleS...esors..5400
Dr. Notes Receivable $406 ' Cr. Interest Earnsd 6
))))))))))))))j)) -i**i*nthkk** * ok ok bk ok ok k kK
R pr : N
) - «Wog : *
p——-> (R Zrcos - Dgt) - l o] —;END E fs the firm e
e e e e I e "
g~ Lot ]
o ! o ; no
e Foven. Q.
e e
. y.as

(((t((V(((( oo

II. The rule that accounts for notes must be changed at face value is violated
in , above.

IERJ!:‘ The migtale in "is putting a selling price wherg a coast price belongs.




Calculati interest:

7.

YEAR

; Sales
7. The money-cost to a borrower is the amount by 2000
which the repayment exceeds the amount borrowed. (b) 400
It is computed atcording to a contracteaiusually X
a promissory note. Though we are assuming you can Notes Receivable
record interest transactions, the next several 200
frames have to do with calculating simple interest. (w) 400
If you aren't familiar with the calculation o
interest, go to the NEXT FRAME, NOW. 11. c
If you can calculate interest, SKIP, after you
calculate correct interest amounts for a and b. A
a. face of note, $2400 interest amount
“interest rate, 3% $
tirie of note, 30 days
b. face of note, $720 . '
interest rate, 8% $
time of note, 5 months
CHECK YOUR ANSWERS on Jpage 9
' 8. An lntéreat_rate is a fraction. - It indicates wha*t part of the principal:
(1. e. the face of the note) must be paid for using the principal for a
whol 2 xear. "
Thus, 1t will cost §$ 50 to borrow $1, 000 for one year when the rate is
- 5% 4
Or, $300 may be borrowed for a year by repaying $321 at a 7% interest
rate. '
Can you compute the 1nterest amount for $200 borrowed for a year at 4%?
write the amount here, $ 1t you have trouble, skip to frame 10 (p. 10)
! Uhen the thma of a note is less than a year (thg usual case), a fraction of
5 . the annual amount is charged. A 3-month, 5%, _$1000 note ‘will cost $12.50,
5 INTERES When time is given in days, hOWBVer, an arbitrary 360 day year is
_"( \ assumed. $300 for 60 days at 7% is $3.50.

What is the 1nterest on $200 for 90 days at 4%?
_ circle. $8 $20

$80

4

$2 or (you £i11 1t in) $ .



ANS 8 A. $8 (4/100 x $200, or .0k x §200). ' _ ,
B. (32 ($8 for a year x 90/360). IF YOU ANSWERED CORRECTLY, good:

o0 frame 7, now, if you can.
RE-

na you JuSt took 4% of $200 here YOU MiSSED A VITAL PCQiNT.
READ the frame, then, IF YOU STiLL NEED MORE HELP, GO TO FRAME 1.1

Othcerwise, FRAME 9, next.

9. A Interest calculations are very subject to errors in arlthmetnc
Very often, however, errors are obvious if the result is compared

to a rough estimate of the correct answer.
EXAMPLE 1: $IO 000 borrowed for 60 days at 6% was computed this way:
6/100 x 10,000 x 60/360 = $1,000

Test for reasonableness: $1000 interest = 0%
$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?"
‘“ell, 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 Ieast it's close."

| ) T You recompute example 2. $4.72 is right
$850 x 5/100 = § x 40/360 = '(circle)/
({annual interest) $
— : (or, you fill it in) o
_ B. Underline your estimate. = '
1_. a L-month, 8% $240 note less i:han $2.490 $17.20 or over

1° is: : :
wil® have Interest which 18: g .rer $2.40 than $4.80 between $10 and $17.20
over $4.80 but less than $10

2. Interest on a 5%, 100=day, less th§n 1% of $1900 more than $190

$1900 note will be: _ :
S - nearer to 1% than to nearer to 5% than
' © 5% of $1900 . : to 1% of $1900
C. The sum of the B interest amounts (nearest cent) should be $32.70. '
Compute each and verify. B. 1. ' i A
” . : N _ 7" Remove and INVERT the
{ | ) S T - } +  next (ANSWER PANEL)
, - ‘ L | Jpage fon’ answer 9.
. | Frame 10 stcnts p. 10.
- T T T




ANSWER PANEL
a. $10 /IF you DIDN'T get BOTH, /
b. $24 return to frame 9.
WHEN YOU HAVE ANSWERED 7
CORRECTLY, <Xip to frame 12, - page 10, Last
_ - , grame

B gus S WD W eme S G amn WS GEL G GES NED GWD Wl NS GEE GME GND CES e GED G SEE SEe SAD e MED GV W OSD m S SN W cen e e G G

. ANSHER.1Q- 33 1/3%

”~J6% (‘6/100) _ Continue with 11 on p. 10.
ANSYER 12 I. 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 $L50. oo)
Top of page 11 is next, 5% of §5000)

v(1d uo anurzuo) 2bvd Yy uo vemuv U7
Iw8k ® 103 3sexajuy ’

88°11¢ = (00°Z%% X 095/5L) + 0565 >  88°1968 °G

(se2$ x) %1 =4y 3o v/t) I0

('099/'96-1( -oem-xsstg*)
L*

:389193U7]

HE@s ) SLouEs v £ Hanony

6 oumy oy Nuniau mop

(099/97 X %) ¢ ,
(096706 X %p) °T- S
(%8 x Z21/9) "t Y 4ansN®

(*sIamsue Inok eBuwyd ‘e:xo;éq pessjw 8A,nok )

(L258
LOINVAd 0L (O MON 6692 [/

0r'¢ ¢= 18 °3

OCGIS JO %G 03 ueyl % 01 Js34EdU4 7 -
01§ ueyy ssa| Inq 0g 48 J3A0 | ‘8

zL°n$ = (09f/0n X) 05°z¢% 'Y & UANSRY




10,

10, 4% = b/lOO (1f that's all y0u needed to know, return to frame 9
and continue.)

If that deesn't help, do this if you can.
Example: % =1 +.2 = .50 x 100 = 50%
Express these fractions as percents:

1/3 = %; 4/25 = % _ Check these answens on page:-9 .
" |ANSWER PANEL pagel._ .

- mmt SR wmt EEA GEe ey @ER ems Wt G WL WD GER H e TN SN M s GER U SRR SN (IS MR AR GRS e WD me ——————-———-—

11. 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.

1'$500 at 5% for 60 days' does NOT mean 30% (or $150) interest for a
whole yzar. 1Read '... at 5% (Per year, understood) for 60 days."

Thus, a 6%, 60 day note charges 1% of principal as interest.
(60/3__ x 6%) = 1%

(days in the "'interest year,'' remember)

y -

I. A 6 month, 8%, note will cost 4% of the principal, or x 8%’
‘ ‘ ' (,1 2 4

What should the principal be muitiplied by?

Complete expressions for these cases: , {(you £i11 it in)

2. for a 90-day, 4% note: ¢ % - x 90/ )
, - Chech wswers on
3. for a 7%, Ls- day note: ‘( S ) (4nvemted) page 9.

12. |, Every note has two values. The one used to increase and decrease
Notes Receivable or Payable accounts is

value.

11, 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

eipuhat is the maturity value of these notes?
a. $300 at 7% for 60 days: $ .
b. $5000 for 4S5 days at 9%: $

1. Check up! Wil 1l.a. Interest be nearest to (circle):

- $.30

" $3.00 or . $30.
Il.b interest will be nearer to:
' 1% of 5,000 ' ,
\ : . Forn answens, see mid-
IO% of 5,000 ’ dee .Q‘.E’._‘_?.l--h
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13, If you had poth parts of 12 II correct, go to frame 14, now.
Otherwise, what are these maturlty values? (Chack them for = -
reasonableness.) '

a. $275 for 90 days at 4%

Maturity Value $

be - §950 at- 6% foLZS days.

_ M;\tur;t“y Value $_____
{NVERT page 9. Check .nean nuldclﬁq gon these answens.

————— &—:——————————————h—————————————————;————
1%. 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'“‘detemine the effect on
' proprietorship, which is step 7 in the analysis. SIUDY IT FIRST, then:

A. Fill in the appropriate blanks for step 7 in the analysis.
B. Journalize the whole entry here (omit explanation).

C. Analyze the gollgctlon of the $5000 mote in b, of 12, II.

s e G m cmamm ey e . e S M et MR ems emn G P e e NS B S e W e e R mm G m W mm . G o= e . - o one

Step | (Circle . e Ce
a,b, or ¢) 1t is .a CUSTOMER, It is a SUPPLIER, It i li | its Ow
Step 2. step 3. seap i is dea ngs;;t; its OWNER.

\ sino é..r) zer0___ (/)
L Sep o, 8- ' : 4 . : ¥ s?l
. [TT ot zers, show | | '
( step 7-|account and _amount , ZERO (V) v s
disinvestment -
. ; $
expense ] ‘Income
$: $

savestmont revenue <




ANSWERS TO 14 12.

' Aot zZero, Show | T ‘ : .
A step 7. faccount and amount ZERO (V) 3
B disinvestment
Interest Expende _5.3.50 S—
SXpense S income . . .
investment o . revenue ;
B gl N ble ' p $100 i
-, , Intened xpense el - “
Cash . ‘ 420
Padd nate aud Jutolosd e A
Step 1o (Circle : a. b, c.
c. asby or ¢) It is a CUSTOMER, ‘1t is a SUPPLIER, It is dealing with its OWNER,
Step 2. Step 3. ' Step 4. Seep 3.

Notes iggévable "" Ay
Cash

ZIIO )
$
Step o, 9
N _ |TfT not zero, show ’
Step ’-!account and amount,J ZERO (V)

expeEnse

S
investment
Y

EITHER title: Classifying -
the account as revenue is
'acceptab‘ll:,kb&:\not as

' ' : accurate.
( ‘ ‘ '

e e = o e o e O antans ymt
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TWO WAYS TO BORROW MONEY
Discounting our own note:

15. Here i8 a promissory note with a $1200 face Vaiue.

. .

- 18.1200.00 | | _Octoher 5, 1970
60 days - after date I promxse to -

pay to the order of . pypgr National Bagk
_One thoussnd, two hundred and == /100
Payable at. Boston, Massachusetts °

Value received with i =0~ '(f—‘ zero
ue received with interest at % interest rate

1. What is its mat:urity value? §

A note with a z&ro .rat:e of interest is known as a non-interest-begring
hote. - You might expect 1t to be used by relatives or very good friends,
but surpr_isingly, banks often grant loans on notes which oear no interest,

In this case, the cost of borrowing is known as gjggount, !

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 earnlngs, which wull 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 = . 416
It w‘ill then c.alculate‘ the proceeds - tt;e amount it wiHv actually lend.
Maturity value - discount = proceeds
$1200 - §16 = 51184
2. Finish analyzing the bor'rbwer's transaction, Make sure you'use the right
amount colunns. NOTE that + and - in all owner's equity refer to its total

and NOT th: account. He still calls the cost “lnterest
qubma,ted Use: p. 6, ACCOUNTING MODEL SUPPLEMENT,

ACCOUNT TITLE Asset chan;- Liad. change
- *
Oct. ~ () fLash —
‘ O Notes Payable —
' (:j; 0: . * > . *
Q :---f°fé :?-ff----b~-~-d:———---
ERIC O i - | ’

s Cee e




. 14'
16. Did you use the accounting model to analyze? .

Why should you use a ''temporary proprietorship' account? (Check;)
(V) It's dealing with its owner.

()t ign't.

-

. Is the difference a positive or negative amount?

-y s B o O SR D 40 e D ED S D R S S D S D S S G O S LS e o R D D R S A D R SR S SR D e O R GD G A S G e

ANS. 15 and 16
1.  $1200 (maturity value)

’

2 ACCOUNT TITLE Asset change & Liad. change " + OWNER'S(') EQUITY CHANGE(S)
. revernue ot

' v/lt isn't. : Definition of
Negative amount. pense

17. It should be noted that “dlscountlng a note. at 8%" is not the same
as paying 8% simple interest.

The comparable case for Carlo Zitt would be an 8%, 60-day note for
$118k. :

The maturity value Qf 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?

4

dekckededck dedciedck dovioe !

¥ REMOVE the 3% i

; i - § next page, & .

o % continue. :

‘ ' Sdcdedcle Rt ek dededede =3
ERIC - -
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PANEL A

Discounting an INTEREST-BEARING note receivable:

Example - The First National Bank buys, from our firm, one of our customer's.6%, 90 day,

notes. The ﬁmno,mm the note is $800, and the bank's discount rate is 9%. When discounted,
the note has 40 days to run before it is due. , :

Date . Date o
of A - : ’ of R R -
NOTE ] : ’ MATURITY
Date .
of E -
D ISCOUNT ING
.50 days

Discount period, 40 am<m¢
(at 9%)

Proceeds: $803.82
(Maturity LESS Discount)
o )
°
[ ] ) -~
[ J
®

) -

Ti f Note, 90 days - !
NP >
FACE * : _ MATURITY ,
VALUE . : JALUE
$800 . hd : - $812

. : . . .c
PY . . . A .- !
. - ‘ Maturity value = $800 + interest for 90 days ($12)
L ] .
Proceeds ($803.88) = [$812 — discount for 40 days (58, »NM | _ "

- ($800 X 6/100 X 90/360).
($812 X 9/100 X 40/360) - . :

iscouny [discount
- rate period

O

Aruitoxt provided by Eic:

E



ANS. 17. a. less ($1184 X 8100 X 60/360) + 1184 = $1199.79 ,
b. (8% discount is) more expensive. 16.

Discounting an interest-bearing note ruceivable:

18. Pay to the onder of

Elizabeth Taylon
Ronal.l McDonald

Back of the frame S
note

Because notes, like bank checks, are negotiable inétruments, the illus-
trated endorsenent would give Miss Taylor the right to collect the maturity
value of the no"z on its due date.

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 1s
that the raker 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 noneinterest-bearing note.

2. The example involves two different lnterest rates, as will often be the case.

3. The 'Hiscount period", as well as the time of the note, is important to
determining the price tne bank will offer.

) ES

Which period does the lender (i.e., the bank) get paid for? (underline)
first fifty days , last forty days

Heve is the jeurnal entry to record the receipt of the-money: -

Notes Rececvable Uiscounted

Inteonest Income -

ed A0 C. "o di ' notel:

ad
ﬂ twwt’ value = 3812
{5500 xy'ZTTOTxYIU/st) + 807
(ZLWAcgunt -EK 227360
_ &172 x 9/100 x 40
(3] Proceeds = $803. 88"
(9872 - 38.1}1

- 71ss—sii:::,-"'__n-—r-.&. : e

Camplete a transaccion analysis on which it would be hased. Notes Receivable
Digcounted is a contra-asset account, Show what its credit does to total assets

>

bed h)

L L

-

7 . ' Liab. chAHSOAA][ '
ACCOUNT TITLE Il AsseX change nge | incoue | revernue _ _OTHER .

+

l.
H

- em mE s GE e T e

- ah ap oD s Oh "> - g am W O n em G e s G o = o

E e e \ * .

———— P —— ——————
- ; - | ! . -

- oo e gw e Gm we om e o W G e G n) e e e e e e S am eB

. * o
‘ ’# T ————————— .
e——————
.. “ . T o ——
- e KR

i e O gp mom v Tl wp e S v mn G o an L

C—— T

CHANGE in Owner's equity o

admareer



17.
ANS. 18. last 40 days
Liab. changs CRANGE in Owner's equicty
_income i ravenuc i OTHER
. i
--.------ bt o = a» aw P--“--q ---------
* ie )
A : (S
- . -
* - ————————
- - E W wn e ap E S e P UE E G e B e e Ay e e T an e
i R _ s .
! . 3.8% i
- A e e W e W -een wn on de an ap R e Jo e ap @ @ af o N o e o= wa o
- - - - - - _mme-ee O L LT P I gy LL XY

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 only 10 days after it was issued.

Maturity value remains at $812, What is the diacount for the 80 days
for which the bank would charge?

o \ $
" What proceeds would be collected?
ANRS, 19 ; $16.24 (812 X 9/100 X B0/360)

$795 76 (8812, 00 - $16 24)

.. . R EEENC RN PEE T EE TN RS GE Ry EE TE D TE @ ® D EN EE R @ o EE NG P EEm RS EP® EE P DS CE o ® o

20. Are profits increaséd 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 TITLZ || Asset oh:nge | Liad. change + OWNER'S(') EQUITY CHANGE(S)
O » ‘_.____ . *
‘ . B "o TR IR WS NS e G o W N e L e e REEEN— —
O ’ — i :

P -~ eecoacaaea ame

21. If you need to_reduce-piofits, but weren't sure what account to use .in
20, call it "Interest Expense”. .Fix it if you need to.




. . A 18.
ANS. 20. profits are reduced

—

Asset change | Liad. change 1OWNER'S(') EQUITY CHANGE(S)

© ACCOUNT TITLX
B T i in §__Tevenu
L J 7950 76’ ¢
sy b
O. ' Discounted - * . . R
800 - - - - - .
Iruezw,ét Expens . . o . .
O . 3124 - N .
- —-'--- T B R S ----?---:_J"--—:: ""f'.'_"..:..‘:,()o
A -
Proof: NET changes in. (minus 84 . 24 == ): minus $4.24
the basic accounting
equation.

22, 1f the proceeds from discounting a note receivable ate less than the credit
to Notcs Receivable Discounted, Interest Expense will make up the difference.

1.Interest Income 1is earned, however, if proceeds are greater than the value
at which Notes Receivable vas :I.ncreased . The proceeds are the "discounted

value" ’
At what value. are accounts for notes always changed? ' value.

In the follo;ing cases, indicate how much Interest Income will be credited,
~ or Interest Expense debited when the proceeds from discownting the note
; rccelvable are received. (Fill the approriate blark.)

2. A, The mat:urit:y value of the note 1g $5056.25 and the discouut at 8% is
$11 24 (Face, $5000) :

dr. Interest Expense, $ cr. Intere:t Income, §

O ——————

B. Maturity value of the note: $303 50. 60days hefore maturity 1i¢ is
discounted at an 8% dicount rate. (Face $300)

_ dr. Interest Expense, $ cr. Interest Income, §$

e et 2

C. Face of the note, $900; terms 90 days at 6%. After holding for 50 days,
it is diuounted at 9%.

ar. Intereat Expense, $ cr. Interest Income, $

O ——— —————

S

Feorddek el ek ' | o
’ * -REMOVE TH 2NEXT o . R
*PAGE OF ILLUSTRATIONS #

! ' : ¥ 10 FIND ANSWERS.
- _ 3**************1!‘****.%***3




19.

ILLUSTRATIONS
fr o o
23. NOTE _ MATURITY
Date
- of
DISCOUNT ING
o 5/2/71 _
I - .
. : ' - 30 ' days _4 A
) ' R (at| |2
E - . . b A
k 100 .days—— >

FACE ' - . ]
. VALUE (at %) A "V
! __$270 $273
—— [ — o —_— -

G S IR eun GER S e SRS mha S eum SN an St VER G GMD Gt R Gt U WD eae D G s SR e W) FEN e SER Gm s EY G T NS BN e AT s ma v

24=C alternativesa:

L@ - Notes Receivsgble ) Notes Rcogi

21 50015/2 . 210
2/21 - 270
3/20 1230

3/25 270

b. - Notes Receivable Notes Recelvable Discounted

12 600} 3/12 600 5/7 270
2/1 1730
2/21 270
2/25 2710

ﬁo:.s Receivak;le Discounted

3/21 1000{ 1/20- {000’
st . 220 | -




20.

ANS. 22. face (value)

A. cr. Interest Income, $45.01
( 5045.01 proceeds minus $5000 facc)

B. dr. Interest Expense, $0.55
$300 face minus ($303.50 X 8/100 X 60/360)

c. cr. Interest Income, $4.36
Maturity val. $913.50
less discount _ _".14(40 days

proceeds $904.36
less face 900.00

Interest.ceceeee$ 4.36

Refer to the yellow page.
23. The diagram at the TOP of page 19 repiesents the following.

On May 2, we discounted one of our customer's 7%, 100 day notes at
the Local Bank. The discount rate charged by ithis friendly bank wes
6%.
A. Fill in the diagram with:
interest rate

discount rate

B. To compute the proceeds fec 5f2/71:
($273 « discount)

Write an expression to compute the discount.

discount = ( )

C. If you're sure you can, ccmpute the proceeds. Y[ you waat to check B, first
go to the next frame now.

(Enter proceeds in the diagram.)




21,

. qy.' 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 page 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 baleﬁaar? ~599,P?n§}”ﬁ;' (green)

]

C. IF A CONTRA-ASSET ACCOUNT IS NOT USED, this is a corractly-posted T-account

for May 2. /
Notes Recelvable Interest Earned
K ode ok ok d ded ok ek ek w ok ok KR
* 70. balance ich includes *
*—t| T. fbr recelpt of »
* this note. *
N EEEEREEEREEREREEEE XN K
' 5/2 270: °
Cash - . ‘ Interest Expensc
Bal, $3 ' Bal. $9
Lo L‘a———y__i ——— —— e e —
l. You enta;/éc; rest of the entry for the receipt of the proceeds.

- . - .
; . R .

2. Two_of the examples -¢ the BOTTOM of péée 19 are possible equivalents of

Notes Recelvable in (1) above. The firms use the contra-asset, however.
. c1rc1e the two letters of the correct equivalenta. o

a b c d



PANEL C

Date — ) Date 22
. of . of
ANS, '23. . NOTE MATURITY
o2, A2 . s1/71
g Date
A and B Feb, 7 + Mar. 31 + Apr, 30 * 2 of

’ DISCOUNTING
5/2/71

30 days . .
, discount
(at %) 1 rate

Proceeds:

$271.63

— ,. 100 days-

(at | & )

| e e
rate .
$270 : $273

discount= (273 X 6/100 X 30/360) = $1.37

* k k k k% Kk Xk d % ko % k&

#* $227G balance khich jggludes
* the $270 dc. fpr receipt of

# this mote.
k Rk Kk Bk ok K

* % % ¥

IR ER]

/2 2708

sh Interest Expense

ﬁ 27/ . ' ' . Bal . $$

2. b and c are correct :
' (a_puts the credit where it will go whe.n there 1s no contingent liability. -

‘d shows that %2270 wort:h ‘of notes are owned, instead of $2000 )
. {

[
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d ok ok ok ok ok ok kok ok kkhkohk ok dkk ok kkoh kdhkhkh hkhkkhhkhk ok k ok Kk

AFTER YOU TURN THIS PAGE,
TURN THE BOOK END-FOR-END.

Frame 25 begins on the blue (left-hand) page. To continue,
after’ 25, worl: toward the front cover on the right-hand pages,

only.

e,

d khk Kk hkhk ek k Kk hkhkhkhh hhkdhhhhhhh hkhhhhhhkh Kk h*h
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25. .l,’_' Using the f_eet_g_gjv_en I_:e!.ow the di'agrem, complete ever_'ything but the proceeds.

Date
0' Du. :
NOTE . : o date
11/ }7/71 : '
Date ) :
. of
*DISCOUNTING

G———— 50 days ja—

% ) . days ‘ . )| |

FACE o (at 7) ' MATURITY
VALUE ‘ : D VALUE
$—“J- ’ $

Facts: A $3000 note receivable bears interest at 9%. It was
discounted at 6% with the Progess Nat. Bank.

2. The d.isc_o'unt: amounted to $ 15.30 ) .w:it;e' an expression for

computing it. e

) = §15.30

3. Complete the dlegram., . : g i

4. ‘,1',he ppge “opposite ls a eegrege\: d ledger. (Page 8 of "The Accounting
Model" 11lustrates use.) = },/_,

‘Record the transaction m which the proceeds are received. When' writins
" additional eccoum: tu:les make sure you choose the right section, / /
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Notes Recelvable L i

ASSETS

[

* % K X % X E % ok X * * % * % * *

* * -
$ LIABILITIES . _
* N * . '
* . ' Notes Payable *
* am - *
* 3 * e e ———
* ' * .
* *
* | ’ *
* ‘ : %
* *
{ * |
» * _
%* ! * .
* - } * -'-w
* L .
. * ' >
t * . ’
% *
* ‘ *
I I O N T T TN T S S, PERMANENT
PROPRIETORS'
m— , - . EQUITY |
\«'
| ' .
T
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ANS. 25. @
;‘» ] Dg:e Due
s NOTE date
11/17/71 i}
Date 215 "72
“of
-. DISCOUNT ING
‘ o _Melnn -
€————— 50 days > -
;(——- 0 days ._)
L
Pr_ocee'ds: - (a “ ' .
3304470 ~ |
($3060 - 15.30]
~ -7 80 "days . ‘)l
FACE (at 7 '
Gl BTk
$3000 | $3060
. $3000° + (3000 X- 80/360 X ,09)3 -
{ 2. ($3060 X 6/100 X 30/360)
Notes Receivable _ '
: ASS :
4. 80 s====2 _‘m ; " No¥es
300 Llash Recelvable Discount

1R Tosam]

S ——

T
LIABTLITIES :

b
$ -

 Notes Payable .

l"tlltt:

00

May be made
in Notes' Re-
ceivable.

I

1

LI B I X B 3N BV BN BN N BE BV NE K O AN N WY R T
.

twt**-’ LA LA L A e »

» e > -
~ % |
»
ot
»
»
»
»
»
»
»
»
*
g -
»
*
»
* . -
M P '
N, wsmass "(0% Intoress
S PROPRIETORS' | Inpome)— -
—e ' IEQUITY - i




. 21
Reporting a contingent liability
26,  If the firm makes a Balance Sheet from the ledger in the last frame, it's
current asset sectlion may include:

A o _.._Ealancﬁ_Shegs_-e o
b - *:-
Current A"s__a‘é’f:s‘é" 1 Cuxrent Liabilities:
Notes Receivablef# $800 :
" Nonecupyent Liabilities:
Total current $3$$$ . -
N - . H .
onecuryrent. Assets |Ovnership Equity:
(" TOTAL S -;.. ) TOTAT' '_
. # The company is contingently liable on a $3000 note discounted with Progress
Natlonal Bank.
@H so, thig footnote 13 pequired.
The footnote is not neednd when the current assets sectlon reporfs both the
asset and contra-asset balances.
‘Which report of net Notes Recelvable is the equivalent of A?
: B. (Current Assets secti_on) o
T -+ 'Notes Recelvable $ 800
; less: Notes Receivable Discounted 3000
| ~ Net Notes Recelvable » 2200
; _ C. Current rAssets .s’&dtlon) o
P Notes, Ragdlyable - $3soo
f . S -Notes ceivable Dlscounted__30_0 A
G | | Net Notes Recaivable B 800
. . . : : /',. |




ANS. 26 28

c ($800 should be added to total assets for notes cn hand. In B, the $2200
is negrtive--vhich is impossible.)

0 N on WD M YD S E O M CF M 4N G0 D on WA ON W G WE SR ¥O G0 W 68 65 SN S A 0N = @

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 appliec is "contingent liablility" 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 gentingencies: N

"wif it rains, yoﬁ have to wear your rubbers." (You mi, g ht have to )

"I won't be over this evening, unless I finish my t term paper." (Don't
hold your breath.)
“Come back! You forgot t£o say « » « " (The contingency on which your

taking three giant steps depended did not occut. )

A. Can the bank collect from us instead of the makcr, 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 ' . . Date
NOTE D
Date
B

time

< 3 >

time

amount I

! E _:—J

P téme
amognt s ‘ amﬁgnt
c. Fill the blanks with the appropriate letters:
-G _ time of the note —_. due date
e Proceeds from discounting ____ face value —. date of discount
o ___ discount period ____ maturity value




PANEL D

Balénce Sheetw“
June 30, 1970

Ac T '
Assgets
Current Assets: :
Cash $ .,300.00
Notes Recelvable » § 700.00 )
Less Notes Receivable Discounted 450,00  250.00
Merchandise Inventory 3000.00
Accrued Interest 37.70
Total Current Assets $ 3787.70

B .Mance Sheet
June 30, 1970

B r YYY 5SS
* WKwoent Assefs: :
Cash 4
Notes. Recesvable, il
Less Notes Recelvable Discounted
Merchandise Tnventorny
Accrued (Infernest  ——
Total Current Ashels
—
po—

Batance Sheet
June 30, 1970 \
Ca — -
N Cwient Assets:
' Cash E $ 50]0 00
Notes Receivable l 740 00
Men~handise Tnvenfory ¥ 'dO 00
= i 2
Accrwed Interest _ 57170
Total Cwuont Assets 7
V:' - — i . ‘ !
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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. _G_ time of the note D _due date
j_ proceeds from discounting F 'face value “ B date of discount
C discount period H maturity value
- . . - . .

-

28. The partial Balance Sheets on Panel D are from the ledger in which these
: accounts appear. . ! .

The June } transaction was with tne Farmers' Trust Co. .

On Panel D (yellow) :

- 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. '
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ANS. 28. a'@ o Balance Sheet
b. Jure 30,_ 1970
C.
Cwrent Assets: ; | F[ ¥
Cash $| Bk [ ool | '
¥ 1
Notes Recelvable 700100 i i
Menchandlse Invenfory 30001 00
Accrued Tntenest RiN 47} 70
Total Cunrent Assets ‘J{_;l SEREUED
P —

add similay | Se——"

f°°tn°tem__7>- ¥ The company has a $450.00 contingent Liability on a note
discounted with the Fawrers Tauwst Ce.

The NET value must be $700.

29. Of ccurse the (lrm reports a contingent liability only until a discounted
note recelvable 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 1s ldentified as uncollectible the following write-off ls
recorded as an INTERNAL transaction.

Accounts Receivable ' Allowance for Bay Debks
BAL. 15,080 |- 4/4 90 4/4 ~ gp (BAL. . 510

\ write-off/

The book value of Accounts Recelvable is unchanged, but the location of the
‘reductipn for the specific custoner is.

A, Look at the T-accounts in frame 28 again. _
How many actual days is the discount period? GREEN panel has the calendan.

If you still need it, pay more attention to the summary on how to remember.

discount period = déys

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 1lability and
of the debit by which recelpt of the note was recorded.
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FOR 291; _ internal transactlion

Step 2. Step 3. Step 4. . Step 5.

which sgsets change?

which liabjlities changel R or LESS
~chengel | B T
$

[From ALL of Step 5:)

' ZEROY (V) (&ERO—-(J)
Step 6. S+ _OR hange in A ———3MIRUE————— change Lr R
, $— i \ ¥2

~7 i
_TTNGT Zorn, show | .
e [:u ount and amount ZERO ¢ v) .= ’

disinvestment
- ' \\ :
CEpne income
At : - revenue ) ' ’ T
L ] . . € 9 . - L] L] L] . * L] L] L] L] L] L] L] L] L] L] L] L] L) - L] L] . o L] L] L] L] L] L] L) L] L] L] L ]

ok oh ok ok ok de ok ko h ok ok ok ok ok ok ok ok kR

Remove thls page, and USE THE FORM
BELOW for part A of frame 30.

* d ok ok odod ok ok Kok kb ok kA kKKK

Take care with form and ruling.

. ASSET

Jurrent Assetg:

Cash

Accounts I}eceivable : . !

ERIC

Aruitoxt provided by Eic:



ANS, 29, discount period = 33} days

Step 2. . Step J, Step L. Step 5.
Which sgsete changel WORE  ov  LES
y

$

S which }iabilities zhangel ORE v LESS
iﬁ; A

1

t

]

H

1

|
|

Net S - s '
Recedivahie Lu..cu:dea‘ 450 ls — ]
[l’rom ALL of Stp 31] From AL of Step 5 )
1.2 N =
s 75!0.‘]'-") - { ztkoyu) '
Srep 6. + 3 ; change in A -—9:1!!!11@——-——-) change in Lf |
. [ ]
T TTITRET Zero, anow X7
.e7f.....,4, 2ERU L) s
>rep SMERE LS J disinvestment
$
expense income
$ $
1avesiment revenue . !
[ ] . . L) . . L] L] L] . * L] . L] * L] [ ] L] . . L] L] . L] . . . . . . L] . ’ . L) . . L] + . L]
306, Here is a corveckt partlial talance sheet.
ASSEIS
Current Assets: .
. Cash - N $ 1,050.0,
Accounts Recelvable B47.,20
Notes Recoivable # 70,00 o
Merchar i se In:entory e 77 1+ + W A N
Aeerued Tnterest Recelvable - 1.0
-+ Total Current Assets : Co e b 8,355.64
Vg . . ————
C Ml ~— e —— ]
The company is contingently liable on a $400
*..|-. .note diseaunted with the First National Bank.

A. 1In the form on the prior page, you complete a current assets socQ
tion for .i:e s.me facts, but show the contingent liabllity by means
of the contra-asset account balance.

B. Here is the Notes Receivable account te which the statements refer.
The $400 note was discounted on November 14 and is a 70 day note,

Notes Receivable

7/11 250
10/20 400 oot -

A0/25

1.kf ;:he_ firm uses the account called Notes Receivable Discounted,

the day that stands for is , : .
(month) (day)
2. If the contnasset account 1ig not used, |DATE| rafers to

/
(month) (da )
3.0n which date will thi.s company debit Cash?

For what amount? (circle) . ' _ Cee )

O
ERIC face value maturity value , _proceeas

Aruitoxt provided by Eic:

32



ANS .

33

o ) 1
30 A, ASSETS .
Current Asecetst o o :
Cash $ 1,050.00
hccounis feceivable BLT7.20
Notes Receivable $ 470.00
Less Noles Receivable Discounted 400,00 70,00
Merchandisc Inventory : - 6,400 1.4
Accrued Interest Receivable 1.0
Total Current Assets e e - § 5,368.64
&
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 bage.

This form is for part D of frame 31.

ERIC

Aruitoxt provided by Eic:

peo

3L 1. (Circle a. (h. ? . . L ; .
e a,b, ¢+ ¢) It is a CUSTONER. It is a SBPPLIER. it is dealing w:t;\ ioa OWMER,
itep 2, . Step 3. . Step &, Step 5.
- S
S -4 ~ |
2 4 $ _
§ |8 . l
‘ ) b
$ l’ —
T3 o__ (/
ZERO___IV) . TER "G'E( )
$+ OR —. .
Step 6. s- !
T het z€ro, Show . . s
Step 7-|account and amount,‘ zZeRD (V) di sSTroTSEment -
S 5
income )
expense
$ o S
investment revenue .. )
~ ’ -
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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 pays. In fact, the note is likely to
be discounted at the bank where the firm's checking account is kept, If
--go,the first notice of the dishonor is often a "debit memo” in which the
bank notifies the endergser 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 gun__ggg_g_ﬁgg__ which we had discounted with them.
May | 2] Accounts Rece«wab(’.e
Cash 1214{2
1

Maturity value and protest fee on
Lthe Manch 3, 6
Leany which we . discounted An,u! 1

T

SIS R - ae e =

.A. How much. of the $124.20 was protest fee?

PR . N
et

Kk ok d okt hhd kR Rk e MR R Rk ok Rk ko k kR Ak kR kSR :
IF YOU WEREN'T ABLE TO ANSWER A, did you read the explanation of the L
May 2 journal entry carefully? Use all the information. %
EREEEEEETEEEEREIE EEAEEEEEEEEEEEREEEREEEE.

{ - B, 1If Notes Receivable Digcounted was credited on April 1, 1:3 balance

- has served its purpose, no matter who pavs_the bank.

Journalize the entry to transfer the appropriate credit to Notes Receiv-
able on May 2. L

~C. Note that the protest fee i8 to be collected from the maker of the
note, Did his signature promise to pay thai?

—_ Is he being charged unfairly, or could he haive 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 trat collection is- hopeless. (PRéview the “Bad Debts® lesson
1f you have forgotten how this is Liandled.)

(ﬁ . Is there any expense lnvolved in our setrlement with the bank (entry
‘ before A)? ‘

Demonstrate why by analyzing. -Use foam on priok pa'j’e;"'
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ANS, 31. A. $3(exceeds maturlty value,$121.20, by this amount) $120 + 1%

_ (6% for 60 days)
B. -NOTE: face value, always »

. Uy
Way | 7| Notes Receivable Discounted fidaa T
. Notes Receivahfo iz ed
. Maturnity of Discounted note '

p - S e

J

C. The maker could avoid the protest fee'by paying according to
the terms he signed.

D.

!

Step I (Circle a - V‘“‘

. c.
a,b or c) It is a CUSTOMER. It is a SUPPLIER, It is dealing with its JULER,
Step 2. Step J. Step 4. Step S,
Accounts Recedivable
— Cash
NO EXPENSE because no zeo 2y )
ecrease in proprietorship "
Step 6. T - —
TL nOt. 2eroy- Show T BT -
Step 7, |account and amgugg] ZERD (v) - S
. dislinvestment
\ $ . $
cxpense ’ income - .
- . S, ! - 3
investment o revenue

i e

A
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32. The following saries of transactions have been entered in the segregated
ledger below. Enter the letter of each transaction in the parentheses ( )
which key 1ts debits and credits. "

o,
FatanN

a. Accepted a $300 note in exchange for merchandise.
b. Discounted the note received in a. The proceeds were $298.

c. Discounted our own ninety day note at 8%.

You enter the remaining transactions in the T-accounts. KEY your amounts
with the letter indentifying the event.

These - \ '
“usually d.\ The customer 8 note matured.

occuy e./ We learn that the bank has charged us $310 because the customer had dis-
together. - honored it. A $5 protest fee is covered by this charge.

f. The customer pays us in full., -

ASS E. T S 3 LIABILITIES:
_ _Llotes Receivable Cash -— .
bal, ¢ ) 208 . ' :
. : () 30 : () 882 .'Raceivabflgtﬁf'scount:ed '
( N > 300 |
' A : 1 Notes Payablé ot
| 1k | . . () 900
* % ¥ ® % * ¥ * % B F x ¥ ¥ x * 3 * W : ¢ : :
IEXPENSES: . 2 —— .
} Interest Expense " 4 |
» ' *
( )4 * . -~
L) 1 : )|
* R *
. * * -
¥ * * e -
: -
o : i i
, : I— : . - v . v ] ..
. . [ - ['PERMANERT OWNERS' |
. * EQUITY: =+
» . L
1#*@.0**;**:‘*&'*»*#**: : *
. F ) 300 020 —
é (.~ " . . ' . ] . N - - .- TREPN SR z
h '— M “. ] L4 Loy - ] P oy
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ANS, 32. .
Notes Receivable Cash ¢ - pu '
300\( b) 298j(e): 370._ N
. ° -
- i %3 ??g Recelvable B?scounted
oA 2T (d) 300‘¥'b) ~ 300 |
~ Accounts Receivable : _ | _Notes Payable
[ , (e] 37@(5) 310 . N (e¢) '900.
I AL I R O L O B VL I 4 .
tEXPENSES: » - s oy +
* PV . . . » < ‘“} ’
» Interest Expense o
» — 4 » -
( b) 2 : : . -
z C,') 18 ' 1-. -+
* »
. . {71, e |
» » .
: I : I N
* » .
: * , - [PERMANENT OANERS'
S * EQUITY: ° :
.2 . ¥
, t*‘ftﬁt % % % » % % * % & W * ¥ @ f * % NCOME
l ] - REVENUE |

b mand e P P . . IR -

- VD WD 00 I D Y D S B S G G B S O A D A OB D B 0 0 D SR WD 0 ¢5 B U0 G M v 40 B WY D 00 G U 0 SD AN S0 O O UGN P 6B 50 UN U v 00 6B U5 U8 B OF $B OB VI I) 50 50 B % 5 W0 W w

33. If our 90 day note (above ansver) 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 defer $12.
accrue $6 of expense ~ defer $6.00 of expense

What will be the effect on the perﬁanent*account in the'ﬁdjustment?
more asset more'liaﬁittty ‘ less asset ‘less liability

( Yo KA *permanent® account is one -reperted on the balance sheet.

'




ANS, 33. defer §12 (to be expense of next period)
{ more asset (such as "deferr-  interest expense") .

0 05 00 P D D A P D T D AP P D D o0 N D P D D D D D D < M o D D G D S D o & D D P G D D DD P Y G VPGP EP L U P G @ P D AN 4p P A

34.
1. These T-accounts contain only trmsactlons incident bon:hp sale and collection
from one customer, (Account balances are omitted.)

PARTIAL LEDGER: Notes Regeivable  Notes le Discounted
- ' (b)  800.00 ' (c)  800.00
— Alloyance for Bad Debts _ Interest .Expense
(a) 800.00 (e) 812.00 [(£) “812.00 (e) 1.53 '
Cas . _—

(c) 793.47 [(d) 812.06" (a) 800,00 [(b) 800.00
(g) 812.00° (d) 812.00 f[(e) 812:00
(£) 812.00 |(g) '812.00

{ ~ The list which follows is not in order, but all keyed entries are associated
' with one of the transsctions. Place the appropriate letter(s) in the bdlanks,

(Inlthe case of (a), you write the missing titles on the accounts.)

a Sold merchandise on account: foyx §800. :

Wroteoff customer's account as uncollectibdle.

Discounted customer's note for less than face.
Paid maturity value of note when maker dishonored it.

Accepted customer's lnterest-bearing note when his account became
due., .

-Collected the eventual settlement of the account previously thought
to be ‘uncollectible. .

1|

. ‘2. At the same time as one of the transactions shown, another was obviously
i omitted.§

Enter the mlssing dr. and .cr. and key them with the sawe letter as the trans-
action to.which it r« htes.

[ " -
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ANS. 34, .

| . PARTIAL LEDGFR: . ' Noteiggce vable : Notes liecerilr%gle Discounted
.':’{' - Merchadisa® (b) 800.00 | () 800—  (d) s0a~] (¢) _ 820,00 .
. Allowance for ‘Bad Debts " Interest Expense |
(a) BKO'OO (e). .812.00 {(£) "812.00 (c) 1.53
SELLING @RICE
Cash — \\\ Amaunn_zerﬂmu—_ a
(c) 793.47 {(&) 812.00° (a) 800.00 |[(b) 800.00 ¢
(g) 812.007 | (d) 812.00 {(e) 812.00 c
: (£) 812.00 |(g) '812.00 " d
' b
.9

COMPARING THE COST OF BORROWING

35, The effective rate of interest“

In recent years laws about "truth in lending" have pequized credit granters

- —to gtate the "true annual interest rate" of the terms they offer. An equiv-

alent term is "effective 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 avallable to him and choose the least expensive.

In frame 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 repagid

- o ' ~ (over amount used)/

Which factor makes the twyo costs different in this case? .
. $1000 dollars borrowed on a 3 month note dated July 30 will be’ repaid on
October 30, At 6% the interest will be $15. .
A 8ix 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 allpws lpnger use allows use of a larger aniount

requires less repayment allows shorter use a'llows' u's.e of a smaller amount
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The effective rate of interest is the rate 35. Extra amount repaid
for a year. |It's purpose is to allow a .
fair comparison of contracts for the use allows longer use
of money even though: 1 day in July
re T ' : 31 days in August
different amounts are borrowed, 30 days in Sept.
different time periods are involved +30 days in October
the extra amounts repaid (over the ' 92 days
amount a lender furnishes) are.
different, regardless of how

terms are stated.

The effective rate of ''discounting at 8% in frame 17 is a little over

8.106% annually. -

% (1.351% for 60 days) X 6

EFFECTIVE RATE OF INTEREST for the [green) Panel A example:

Bank earns this amount (discount)

.§8.12 (fractlon of
$803.88 =1.01% actual amount lender
gives)

Bank gives this amount (proceeds)

The 1.01 per cent(of the amount actually Ient)ss earned in the 40O- 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. OP% =an effective YEARLY rate of 9.,09%

In ogher words, the bank earns as mich as it would in each 1/9th of

a one-year note bearing a 9.09% rate. e

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 _ .

(fraction) R o ' o
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37. Note that the effective rate of interest summarizes 36. ($15/51000), or -
($15 + 1000)

answers to these three questions:
360/92 (NOTE: inter-

. . ?
1 What did the borrower get to use est year/ actual days)

2. What % of this principal (amount from 1) did he
pay for its use?

3. If he'd used the money for a year, what would he have
had to pay {in proportion to 2)?

In fhe last frame the answ2rs were: 1. $1000

2. 15/1000 = decimal (X 100 for %)=
1.5%
3. 360/92 X .015 = .05874 (rounded)
What 1s the effective rate of interest in cases A and B?

Case A: The proceeds from dlscounting our own $700, 50 day note

were $679.
(underline the expression)

679/700 X 50/360 v 365/50 X 42/679 21/700 X 50/365
360/50 X -21/679 62/679 X 360/50

Case B: In Panel C, (mge 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
‘ ( e’
X (
periods per year

IF YOU AREN'T SURE OF YOUR ANSWERS,}go to the next frw,J

BUT if you have the idas of effective rate of interest,

SKI? to the middle of page 43 to check your answers.

N




interest) _— >| | (1/20tn »2
more .
38. . .
1. 2. 3. b
——— r._-—_
L Sl 6. 74 80
‘- , 9. {10. [11. |12,
13, |1k, {15. }ji6.
17. lﬂ.~19. 20.
“ __Eouxi: BORROWED Anount REPAID -
An interest rate 18 the proportion of the borrowed amount which
is represented by the INTERE?T AMDUNT FOR ONE YEAR.,
The dlagrams tllustrate a year's interest at a rate of T ‘;::::;7
o - : . i [ E S .05
39. ENEIENEN N A 38. 20
st 60 7. 8. r- 5%
9. | 20, j1, |22, |
13, { 1k, {25, 6,
17. | 18. |29, 20,
21, | 22, |23, | 2k,
25..} 26. 2%, 28
S N Y 32, | 1 |
33. } 3h. 35- 36, 1 ’
3. 38, 139 LD N |
" Repayment A. Repayment B, ’
N For ffle SAME AMOUNT BORROWED as in the last frame, the illustra-
tions show the size of repayments’ required, at a 5% interest’
rate. What is the period? : _
1/40th for 6 months. (for A) _(/J__ year.
(for B) year,

" 40. If the period is a year, repayment A in . 39. 1/4 year
the last frame represents an effective :
lnﬁérest'cos:‘of 1/40th, or % i
What effective rate results from the same repayment after 150 days?

pnderline: 1/40 X 150/360 1/80 X 150/360

or, you write the exprassion ( X )
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43
4]1. Interest is an extra payment which accompanies a repay-

ment. | 40. 2 1/7 %

- ’ ¥
v l
. B .

T

(1740 % 360150 )

borro"’ed

ratef for 150 days

o)

Provided the principal 1s 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? S W

‘2. What did he pay for using it? $
3. I1f 2 is % for 120 days how much ls the rate for 360 days?

raté - A

P L L R e P P L PP Y L L L L L T ---'---—----Ir--------—------. ----- LT T

41 @oge $30

NOW REVIEW frame 37. Make the answers you now feel $1

are correct, ‘ -
CHECK THEM BELOW. S1/$30 X 3 = 10%

T L DL L PSSP P R R LT L TR T (times per year)

{

', mANSWERS to FRAME 37. (If you don't have them, do 3B-41 bhefore proceec_ling.)'

AT T e e P bty 2+ mre e

Case A:  360/50 X 21/679 non-interest bearing note, 8O
: “cost to use proceeds is $21

periods pér year

Case Bi (1.37/ 271.63) rate for 30 days

X (360/30) times per year

a
D P e D S S D D D D G D D A D D D S W D D DD N U ER D SIS B 4 o o et O D S ED u g D W SN G P W B ) ) GD ED S5 AN R D D SN M5 W W S D S W G G W 4% aD 6D Gb e N &

42. All costs should be considered in an effective rate computation.
(0.30) In £rame 31 the maker of the 120 dollar note agreed to a 6% rate.
Pe

¥hat was his effectlve rate with the $3 protest fee included? He
kept the money ten days past the 60 days in the terms of
: the note.

Set up the calculation. .You needn't work it out.

Dt~ A
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_ 42,
43. Another way to luck at the protest fee is that
it was the cost of keeping the maturity value
for an extra 10 days.

$4.20/$120 X 360/70

What expression can be aolved for the effectlve
rate of this unauthorized borrowing?

______ e e

44. Sometimes the terms of borrowing call for instal- 43. 3/121.60 X 360/10
lments which cover both principal and interest.

If you can borrow $1000 at ﬁz‘for a year, what
do you get to use? )
$

If the proceeds of an installment lcan is $1000, but
you repay quarterly installments of $§265, the total
dollar outlay will be equal.

Is the cost of borrowing equal?
Is the answer to, "vWhat does he get to use?™ always the amount of the
proceeds?

------------ DD D D D D D S D D = P U S5 D D G D N S D D D P s D D =P =0 P D U S D o ED 0 ED ED G5 G D D WP G5 G5 WD 5 GBS0 G5 &D SN G5 4D e 4P VD 5 G5 6B em WSS S5 G @ 68 W

ANS. 44. ©$1000

The cost of barrowing 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‘ L] e o o etCO

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 30 now.

"

o
When neady, TURN THE BOOK AGAIN, Find grame 45 (page 45) on thé \S\\\
back of the blue page.
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», Post your journal entxy.

!

On June 30, bhe discounted his owd 60-day note for $500 at the bank’s discount
rate of 9%.
(a) What proceeds should he receive? $

(b) What is the note's maturity value? §

Enter the transaction in affected accounts.

Adjust on June 30 for interest on the two notes mentioned. (Enter debits

and gredits directly in the accounts,)

July 1 1s 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.) i

On July 20 the customer's note is discounted at the rate'ofAS%.
(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 jourmgl form,
to record the transaction on July 20.

Journgl page 12

1970 L i |
Juby |20 | B
— _\ 4 a ]
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7. Prepare a current assets section of a balance sheet (without adjusting
o further) from the present state of your accounts.

- U Thant
Balance Sheet
Juby 20, 1970

8. Prepare tramsaction analyses of all éntries to record: (Use opposite page.)
a. Paywent of our note on August 29. .

b. Dishomor of the customer note on its due date, September
(Protest fee was $4.) . :

(?)

9. Enter the effects of your analjses directly in the acéountc.

10. The customer contracted to pay an effective 8% to delay the settlemer_\t of his
account when he signed the 90-day note. The protest fee adds to his cost,
however. What effective rate does he pay for the full delgy in settling his
original $600 debt if he pays in full 10 days after dishonoring hi‘s_“\mte?

You need not compute the result. Set up a c'alculat:'i_on.




. Step 1. (Circle a. . b. Ca
. a,b or c) It is a CUSTOMER. It is a SUPPLIER. 1t is dealing with its OWNER,
Step 2. - Step 3. Step 4. Step S.
)
MORE or LBS; %RE or LESS
§ _— ,S
$ |$'
$ .
' zemo_ ZERO___ (V)
J ; § o ‘
Step 6. { s §-___
. T N6t zcro,, show :
Step 7. account and amount ZERO. (V) $
- ‘disinvestment
E $
oxXpense . income
$ $
investment revenue
Step 1. (Circle a. b. C.
a,b, or v} It is a CUSTOMER. It is a SUPPLIER. [t is dealing with its OWNER,
Step 2.° Step 3. Step 4. Step 5.
HORE or LES§ QDBE or LESS
: ' :
|$ § IS
— $ $
{ . ‘s
ZERO___1V) , : ZERO___ (V)
T y - $+____ ORx ' $+4___  OR
Step 6. ‘ $- §-
i TT not zero, show :
Step 7°Iacc0unt and amount .} ZERO (V) - S
. ( disinvestment
i ' ) S
expense ' income '
_$ 2 X
invesfiment . : ' revenue
’ UStép 1. (Circle a. b. : c.
a, borc) It is a CUSTOMER. It is a SUPPLIER. It is dealing with jts.OWNER.
Step L. Step 3. - : Step 4. sStep 5.
.
’ QORE or LESS
h -
ZERO___(V)- - ’ : ZERO___ ()
. + OR ’ +
Step 6. $ e Y ' 4 $ ___s_(-)R
IT not zero, show ' : : i
7.| account and amount.| ZERC e CV) . - 3
— disinvestment
; — $ $
expense income
( i $ §
investinent revenue

-

. - - |
ERIC ' *

\

*
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-2+ (o)
(b)

' ' 50
$ | 492.50 ,

$ 500

($§ 500 - 7.50)

(Non-Interast bearing,
since interest wos ,
subtraoted to get the

__proceeds

What proceeds should be receive?
What 18 the note's maturity value?

5.(a) What is the maturity value of the note? §_ 6/£OO

- (b) What is the amouut of the discount? $ 6.12

stzx 60 x-5—

360 100

Journal page 12

‘ .

\ ———
1970 , :
e——————— ———— —
1.4y |20} Cash . 3 6l05| 8¢
_ Notes Receivable Discounted 9 ' 6101000
Intenrest Income 5 5188
Discounted customer note @ 6%. Dis-
count period 4s 60 days.
- $612.00
~ 6,12
605,88
— — — T
U—Thawnt
. Bdfance Sheet -
July 20, 1970 "
| A —— -
( .
‘ T Avsatoc ~Aodedl : ‘May have separate
Cash N 1hitlsisl 25 ‘line, BUT $800 amt.
Accouints Receivable ' : is the only correct
Notes Recedvable 140101 00 iamount to add to
loas Noted Receivable Discg it oldoo Et’" other current bals,
_Menchandise “nuentory 47017 5¢ 1
Accrued Tnte est Recelvable i 11133
__Prepaid Interest Exponte LY/ SR
. Totaf Cunront Avsets [t lolsai7t
— - _ - :
T —————— e - c——— N —'\‘m‘—— - o *
Ba step ¥, {(Circle : b. ., .
*. a,b or ¢) It is @ CUSTOMER. It is a SUPPLIER. It is dealing with its OWNER
w Step 2. Step 3. . Step 4. Step S..
1 @ or LESS
! N
' L Cash
. . J) \
{ 'ino (J) ' {” zuo_a( 4
 step 6. 7500 o500
MOL ZCro, sShow
Step 1. accounl and amoy ZERD (V) ) 3
e disinvestment .
$ $
Q ‘ exXpinse s income 5
E MC investnent revgnue
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b. Septemben 18

Ster 1. (Girele a. ‘1!FHFEB . c.
9/1% a,b, or ¢) 1t is a CUSTOMER. It is a SUPPLIER, [t s dealingywith ita Gullki.
e Step 2. Step 3. : Step 4. Step 5.
0| or : QRE or LESS
Accounts Receivable > A @' *“matunity vatue $612 s N
—— + XL e 4 |-
Canh _ $616.,00 ar
all charnged To maker 0§ ‘
note. $ -
ZERO.\(('-’/)/
) ; $+ OR
Step b, $-
_ 1t not zero, show
Step /-‘account and amount , ZERO _Z( V) - $
‘ disinvestment
; S
expense income
mnvestmont revenue
Stup ), (Circle a, b. .
"a, b or ¢) 1t is a CUSTOMER, 1t is a SUPPLIER. It is dealing with i1ts ki,
Step 1. Step 4. Step 5.
(internal :
~ transaction) %g or usg

Notes Rec. Dis-

counted

Step b,

f not zero, show
7.} account and amount. ZER.O ) g
disinvestment
. i 5. $
sXpense income
$ ’ $
investment revenue
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10.

\

Monoy cost:' 2600
— ’K 100

$616: .

6
600

{Amount used: ﬂ

fax 100 ggyg X

f

v

—-3—6-Q = annual rate

00

ne\, required: —> (.096)

% 90 day note plus
' 1_0 days‘ after maturity.



IMPREST FUiDS ~ A PETTY CASH EXAMPLE

The following pages are self-instruction in an 2ccounting topic which
often proves needlessly troublesome. It is intended for use by anyone wha
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. \le have tried to mention these synonyms where they are first
nceded, and to connect our terms to an example. Pay careful attention to
the context when you encounter a3 new term.

For future reference, the following topics may be found as indicated.

Imprest Funds (an overview).ecsssecessssessssssssscscscsscsssesPe 1
The Petty Cash FundeeesecesscccessssscocsscossssasscssssssssasPs I
A summary on merchandise accounts (review)eseeeseesesssecsccsespPe 12
Fallure to reimburse the fundeeeeesesssscccessssssasssssssssaapPe 25
Cash over and shOort.secseccscssccsscccoscssscccccsecscscssssssssPe 26
A summary probleM.cececceccsccssssssscsscesssssssssssssessssssssssPDe 30

Unless you received them with another lesson, two supplements follcw.
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 scttings
and formats - then probably it is time well-spent to do that before page | of
this lesson. However, you should not feel that you must '"lcarn!' the supplement
first. It it isn't moderately easy to follow (even though uniamiliar) use
parts, when neesded, as suggested by 2. Oniy a few of the Torms are used in
this iesson.

AFTER YOU LOCK AT THE SUPPLEMEWT, read page iii.



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, S '

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 7.ld the gripe sheet horizontally it will
serve the purpose. Reriove the gripe sheet and fold it.

As you are workina, please keep track of your difficulties.
That's its main functicn,

1. Make an X on the 'sripe 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,
. Y1 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. tdentify 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 (390 to 150 is normal). Remember to keep
track. :

What time is it? Make a note.

. Now, cover page | below the first frame - the top should go where
you find (on the right).

e W em D) wm v em e o= e

After you write your znswer in the frame, uncover to the dashed

~ line after frame 2. Check your frame | answer.

Continue with the other frames.



NAME

TOIAL time to couplete. pe-(minutes) ) : ~— . R

RESPONSES * (Place an X beside the specific part of a missed responses)

2. merely roclassified its assets

paid a bill

Pr.paid an_expense

3. inorassed / imprest

e ( J ) e PR | ‘/)
e "rnan—?"(J) 3 -<f i
6. ) WH o

-._Z..'.-....( 2) e, By S T Y S
(p) im

NP S -

9. (1) . —
(2) _ledger _ournal
(3)
10, Osg. 12 . . — P I,

Ogt, 13 eceoee — .

2 12 et e

Oct. 18 . ___ S —— . ¥OLD -
Oct:, 18 '

—Octe 13 e : = _
11. 'akipped . studied ‘ I

' (Check 1f you wrote in c.
12, skipped " studied ' S
13. A.l a ' : () B.1 R ) !

b c a b
A2 a b ce____ ) B2 .....a b )
A3, a b c. () B3 a b W
A4 a b c. /) B a b c___ o)
C.1 a b e C.3 a b c (') B -
c.2 a b e () C.b b c___ W - ' -
4.1 a b c W) .2 a b ¢ W 3 a b c__ ()
4 a b W 5—a b oW 6 a b o4
150 AoV ____-. |
——De 1 _2.- Lqgually to both .
R R
’ i.11_6. Te et (Wherever forms must be filled in
( b il. $.______-______\\$:'£1te in framu./there if wronz.)
| 1. (A B . ¢ 0
e . —e —

11
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RESPONSES -
17, L, $===,' ' S
ITE, A B C
18, (¥
(2) A B _C D
— 3 A LR < _
19. (1)...0over by $. .Short b
(2) A B c D R P
L - -
and
20 e
l. A B
220§
debited - . credited

23, {(a
— (b) to restore the Imprest amount /

to cover payments made

B.

29, Cijrglé _any part that you m de

1‘. 2. 3. b. 5. 6.

——-—7’ ) ’ b . -} .8' 9!




L,
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)
—q —————————————————————— ‘—-——-—-————
2. Since the branch is part of the - 1. Cash
.Ohio Company (rather than a : : (or equivalent)
separate firm)-establishing the

fund isan  leccrmcccmsccccccmnnona-

externa1'fF§ﬁ5action (circle

internal transection ; or underline)

So far, the Ohio Company has  merely reclassified its assets

e paid a bill

prepaid an expense

manager of the branch had its assets

3. At the end ‘of the month the _ _I 2. merely reclassified
1. a receipt. fbr 6 month's rent, $1200.°

- 2. ‘a payroll record for the one emplr e who had been assisting him.

Wages $150.00
Less: taxes withhel - 14.50
Paid $135, 50

(His own salary was mailed from the home office. )

These documents and 5166h 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. ‘ﬁ _check from Ohio Co.'s home office.

Addlng the new check to the unspent money should glve the Toledo manager
the amount he started with (frame 1). Did it do so?
(Complete the correct one.) _

Yes, he once again has $___ " S =

No, . -
he should have $ . more.
he\shoUld;have $ i _ less. \
- L ' FIND ANSWER 7O 3 AT THE TOP oi nexr

PAGE




2,

2.

-

All of the accounting is done .3

in the home office.

The documents _and_the ''reimbursement!

check are the basis

for ong of these .

journal entries. Check ({) the one .

you think it should be.

imprest (not

impressad)

Yes, he once again has

$3,000,

(the "imprest"

amount)

Prepald Kent

—h A ——

-V

“Fmnfoues Taxeas Pauablo

ofedo’ branch gxnenditumélf

- TRy

4

1j

nadd Rent

W B. :

=)

agesd
oAl Fund-Tofedn Ba

fmrlaouce Taxes Pay

ofede branch expe 04,

Label the result of posting A and of posting B to the account for

the imprest fund wi

Imprest Fund;Toledo
10/2¢ 300

'The Toledo manager has 'exactly $3000Pw
_accounting, for the events he reported for October.

th the appropriate letter.

Br.

Posting

Posting

Imprest Fund - Toledo Branch

10/20 3000

10/31 1335.50

‘There will be no other
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 10/317

change your answer.

Make a big X thru.

the wrong one if

you chose it firstl\

If you checked the wrong Journal entry, go back and




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 Toizdo Branch example
are used.) The importance of the principles should not be judged
by the amounts typical of petty cash.

The two noteworthy. 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 JOURNALlZED

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 | of frame L. Make sure you checked
A R 0 . .

(The answer to 4,2 is: Posting A.
Posting B.)
[/

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 relmbursement )

Check the true statement.
(\/3 The firm is way behind Tn.its accounting.
(\’3 If the firm established a $100 imprest amount and has

kept the size of the fund unchanged, the account is
correct,




b,

S,V{f the firm established a $100 imprest emount and has kept the gize of
the fund uncha_nged the account is correct.
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6. Fxamine these two journals in which identical amounts of payments
have been recorded.

Company A Py =
_ 197
Dec. | I Freight-1n olo
» Cashy N . RANY!
T Co3L 04 qoods recelved, _ —
T 1 T liscellanceis Bxpeme il =
- » Cas , il NAyiL
Pﬂpe}[ﬁo!f.s‘ . | |
__ 14 Deliveny Expemse : 1
— Casl Hzo_ﬂ
0 o. expfanation]
o Company B FReiahi-1n 3 T 20 T
I T)o!’éuobu Fvnow/\p O ' 0 ;
_ [Appropriate explanation]

Circle the letter Of one or more cOrrect statements.

%x. Neither company paid these amounts from a petty cash fund because Petty Cash
- has not been credited.
Company A may have paid thes? amounts from a Pett:y Cash fund.

z. Company B may have paid these amounts from a petty cash fund because imprest
funds are replenighed with one check,

IF you 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. : :

O S s mAS Mn e S G e T e s T ey e STY amm MY M e e e MRS mmm e R e Gew T G S e e e e S b e P S o e

6a. NOTE carefully that y ghould NOT be circled. The second chracterigtic men~
tioned in frame 5 tells you that one check wil]l be written to bring any 1nprest
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 contribute callsfor 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 handiling 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 ptace 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-

listration.

MARTINS' MART —
Balance Sheet
December 31, 1970

Assets
Current Assets: =
Cash......oonvnens eteeecastranane weecerastrenes 0.
F oPetty Cashceueesieenennernsonoiiiiiiiii it $5§0
Accounts Receivable........v.0uivun.n....$615
Less: Allowance for Bad Debts........... 15 -
Accounts receivable (net)........o.vvveeennsnns 600

Merchandise....oouiiiiininiiyinneeennnonnnnnnns 350 1550
Non-current Assets: ! 3155

Store Fixtures.,.ooevv..... B 1 I L]

Less: Accumulated Deprecuatlon....-.............. 4s 2
Total Assets

&

Liabilities and Net !o'[;h

Current liabilities:

Accounts payable............. ...'...............5700
a. On the date of this Advances from Customers................. eeeesen 100
statement, Martins' Mart  ioial_lisbilities . ‘ $ 800
: ’ Net Worth: -
could pay $600 without  Stockholders' eqUIty ..uuieseeensinnnnesnnnns. 875
borrowing money. Yotal liabilities and net worth 4 $1675
However, -it can pay only $50 without T ing @ T . -
b. The petty cash fund has an_»ﬂn__amount of $50 : \ ;
...................................................... mmeemceeeecmane————-
8. The petty cashier of Martins' Mart will not have 7. a. wniting a check
$50 on hand at all times, of course. As payments -
are made, he will place receipts, paid bills, or . b. impnest
merely a written memorandum of the amount and
purpose of each outldy with the remaining money. V- - - -« - - - o -

He may or may not organize the |nformat|on 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
O oayments totaling $35, how much money must he show, - on demand, to escape
E N criticism? §




6.

9. In preparation for replacing the money he had spent by 8., $15 (remainder of
turning in his receipts and other vouchers, the $50 lmprest amount)
petty cashier listed the payments he had made in this formp~ = ~ == .
It is neither a journal nor a ledger. ' TITLESQf more frequently used

accountl\ 7o orarR
. ~ PETTY CASH ANALYSIS SHEET anga amounts
" Recsipts Date Exetanatl o Total. SCrigt of pa (1]
J - Ul
Date Amoast Tphnaton :::ll.: Oul‘P ﬂinﬂ‘ :pelnie E?p’éfsce‘ 1" Amo = "d":::ccm:
1970 1970 : — -
Oct. Oct.]
1 $0.00 1 | Fund balance _
12 } Yehr. No. 1 - 4.50 . 4.50 | Contributions
13 | Vehr. No.'2 12.00] . - . 12.00 . )
15 | Vchr. No. 3 3.00 3.00 | Advances to Empl.
18 | vehr. No. 4 9.00 9.00 :
. 18 § Vehr. No. 5 2.00 2.00 }Fre. on Purchase
- 20 ] vehr. No. 6 4.50 ‘4 4.50 - :
. ,so.ooL Total 35.00 b 9.00] 16.50] 9.50
balance 15.00 .
- 50.00} 50.00
[ ——— |

If prepared (It need not be.) it makes journalizing more convenient.
Here are the steps of the accountlng cycle:

. . ———— . - . - e

”’iHE ACCOUNTING C\CLE : -

Doln Collection

Tabuloting 2//' 6 Closing ' '

{Journalizing} ) (INCLUDES journalizing
i and pqsﬁnq)

Ledger Clossificolion 3 5 Statement Preparation

o \\‘ // | -

. Ad}usting UNCLUDES 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 whieh activity ln the accounting cycle does it belong?




9.. 1. CiurmD

10.' This is the journal entry which established the 2. before
MARTINS' MART petty cash fund. 3. data coflection

Ry - -

197 : i 5 }
Oct, 19 Paxtgicabh : ' Af* %000
: Cash R Teboloy

lenmbungd AN 1
IR ER RS

1. Prior to October 21, the petty cashier paid six different payments.

One of the following is a correct journal gntry for reimbursing the
fund. ..
Mark a big X through the other wrong one.

2 :
wolonish fuad B

7N SeZling Expenso 00
B JgAna¢ﬁnamﬁLﬁﬂMMAe 20
. rescght on Purcilases 1)

A
Contributiony 20
Adugnces 2o Smployees 0g:
Caal_ (] 5900
To neplenish petly cash, 1
I
2l caopipn Expensp 7
c. Hoicellaiiepus Expense T
Freaght on Punchases 200
Coptntbutionk 4
vanced to Ewployeos 3
Potia Casl 5100,
To zeopf. muA'Il petiy cash. 1
2. Before the reimbursement, only the money was ;ggm an asset (and

assets were overstated because the imorest amount remained as the
balance of Petty Cash in the ledger}; the vouchers represented
uprecorded debits of completed transactions. -
The transactions were the following. Underline the correct Octaber 21
debitc for each one. ’

Oct. 12 Made a $4. 50 donation to the Little League.

dr. an asset, Contributions/ dr. an expense, Contributions/ dr. ‘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 Employges/ 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 Pald 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.

U" dr. an asset, Building/ debit an expense, Misc. Exp./ dr. a liability, Misc. Exp.

-t

e eemean

et



’ s - -h - o
8 T——td 3 apen I
L Tl ) )
Credit Cash when you J[’“ 4 B HSS ™
write a check. . a— ANl WL
pp 151 ods oY L :' ‘g

2. 0ct. 12 (dr. an expense, Contributions) given
15 dr. an asset, Advances to Employees
18 dr. an exp., Selling Expense
¢ .
Note particularly that "Advances to Employees'' is an asset.
(Vt's either a receivable or prepaid salaries.)

(See below for the last two answers.)

- B Em B e Mmoo Em M e Eeoe A S u e M ®eE S @S A @ W e A" & eSS w e a " e WS

11. Which did you have in 102
If you had:

. Oct, 18 dr. an asset, Frt. on Purchases
.. Oct. 13,20 dr. an exp., Misc. Exp.

' §.2 ) . you are correct. Skip to page 11. D

If, for Octoﬁer 18 you had:

debit an expense, Freight on Purchases,

go to the next page unless you had 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 ls mcre Miscellaneous Fxpence, yet a debit rcduces liabllities,
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 S x
drawback, as in ordinary usage.) :

To emphasize the differencs, here is an event Involving both liability and expense.

Event: . -
Recelved a bill for newspaper advertising of the past month. $60 due in ten days.

This is-

(change
_ . _ in BOTH 4ssets & liabil- Advertising
: ties) _ xpérxe, $60 - 12 CONDITIONS
in asset)s | This is EFEEGT / . ] Wﬁgre 15 expense ONLY IF:
) - % l. the difference is
. S negative,
BEGIN (assz;“ 2 liabs. )= 3\90_ .. Is the firm § 2, the firm is NOT
ANALYSIS ~N 7 dealing with dealing with its
' o its owner(s _OWNER(S),
: <)
Accounts Payable, ¢ \ LU
$60 ' A ‘I\
yes i
(WHEN THE ANSWER IS "“YES", :
permanent accounts, e¢. g. dive- 3

idends, drawing, etc., record ;
a DISINVESTMENT.) .
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} 11,
IF YOU SKIPPED FROM PAGE 8, —

ANSWERS, 13 = C

1. Supplies on hand, asset (or Office Supplies, etc.)

2. b (Freight Out) | |

3, Sates netunns, a contra-revenue account (Gex ISales Raturns and Allowances)
4. Db (Advance -Wage Payments) shalatgi ol owances)

q—-—-—‘————l————-——————-———— —————————— D mh SR M GEp MEh M R mm oN o TS

L—>» 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 £111 in c.

Zoen

example: Paid semiannual interest on our note. (The debit should be to. '..)
a. Interest earned, an expense b. Interest Expense, a liability
) c. Interest Expense a(n) expense

1. Paid freight bill on incoming goods. _
a. Pald Frelght Bill, an asset b. Transportation In, an asset

c. ‘ ’ a(n) .

2. Desk top file purchased for $15.
a., Purchases, an asget b. Office Supplies, an asset

c. aln) _ .

"3, $8 to customer returning cash sale item.
a. Merchandise, an asset b. ‘Sales Returns and Allowances, an expense

c. T : a(n) .

4. Pald 2-year premium on our fire 1nsurance.. Bt

a. Fire Insurance, a liability b. Deferred Fire Insurance Premiums, an agsat

c. a(n) o

5. Paid C. 0, D, for small shipment of merchandise.

a. Purchases; an asset b. Shipment of Merchandise, an expense

c. ' ' a(n) _ i .

6. Gave customer 'refund of $12 for merchandige returned. . _

O a. Merchandige Returned, a contra-revenue acct. b, Customer refund, ap: expense

c.: ' a{n) — i

e+ it 4 n e s ¢ e e



12.

# 1f missed,

14. 1. b (Transportation In) review page 9.

2. Of4dice Equipment (on equivalent], an asset
(NOT Purchases, unless it's merchmdise.)

3. Safes Returns & Auowancu a contra-revenue accoumt
" (NOT Merchandise when amount is a selling price.)

4, b (Def. Fire Ins. Prems. is equivalent to Prepaid Flre Ins.) -
5. & (Purchases) #

" 6, Sales Retwwns and Aaowancus (or Sales Returns).
a contha-nevenue acct. {Mdse. Returned would be Purchases

Returns) Q Titles tsll about
NOTE: 1IF YOU MISSED MORE THAN ONE of the above, better return to the

review on page\lO. Otherwise, page 13 1is next.m

(Unless you went there first, of course.)

- . o - emp am ews ~~——‘--—_‘-—-—~*———‘*_—'—————~———-"————@——‘—"
- -r

ANSWERS, 13 - B

1, Postage on hand, an assel (or an equivalent asset} or Postage
Expense might be used)
2. a (Miscellaneous Expense)
3. b (Due to Suppliers = synonymous with Accounts Payable
Sales neturns, PR contra- neu%tr\tueyﬂccoun} ~(or S:{es R:tum

and Allowances)

(*atyJoad qaa;;n J,U¥D0 JouMO Y3 M uo;:;atsuv.x:) $I9quouRYy)
(Isq;dao ¢eddg *0 ¢{1®uUOsSI®g ‘°ddp °0Q 10)
(*¥oop) dyywvoyayvdond-maquod v ‘Buymoug ‘ddg oxpp 7
“3UNON0OY U® Jo euru o
ol q:nn 3v 340 ey3 jo uoizdyxosep
oyl esnJuod I,Nod °UotIdWFUNI] ..
. ©{Bujs B 303 3S[Xe A[SILI SIUNOOOY - (I3Mog pu¥ IUBYT ‘I®H) q ‘¢
: - (suojadizosqng pyedaad) q °¢ , } g
(suotaeuogd) q °1 A

S o V - €1 ‘suimsnvy -

gt ,,.i. e ' ' ) 1.
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15. Here is an analysis of thc transactions which set up and reimb
Cash fund; P and reimbursed a pett)f 13.

ldentify trunaéctlonu

TS CHANGES In Ownor Equity CIANGES
onty sccoun mirLes | aswrrs | ] WIAMLITIES | rROFIT AouiTions|leRorIT REmicTions| _OTHER
vl :-p.::-.::_'.'("‘:a-__-ua__.;.._— B et | IOty | RT3 .-_‘:::_'."’;r =] E.;~=~ idd = 2 P ..o.‘.": ’:c-‘- = = b
Ov, (‘tty -88h Lﬂblt:i ] o *
| |Cash_ i A S o ——t |
-‘W?{cﬁl {in? Ex ens_g_s_-' o ' 1 -
General Expenses ' T A YT
Freight In N -, . o
1Supplies _on lland By NN U O | OO O O ] S :—j“ 1
Salcs Returns 1= : ' ' ' s o
Cash . @5,1_.- i S | Y O 9 = S
SO Y I Q. & = N D R Ny S B B B I A B .
¥ -t

A« Hay much wonay should the fund contaln just befure 1t was replenighed?

. $p oo
B. Does the analysis apply to | " or = 2. or"  equally te oth

v
- (CIRCLE ONE ABOVE.)

" " summary of vouchers: oL . . v
Recelpts : Total Digtridygion, LG
Pate oot Dite Explanation Dl:.::“rlx;c- .Irr?{ghc :E(:pchnsoEJ Efp?w?-.} ] M.Mchount
1970 1970 '
1 | Row. Nowv, : 4
1 50.00 ) 1 Check No. 115 ‘!
1 |vehr. No. 1 . i . 1.30 1,30 . . ¢
2 (Vehr. Noo 2 . 6.25 6.25 . _
S lvenr. No. 3 1.28 ' 1,28} Supplies on Hand
9 Wehr. No. & 11.90 11,90 '
12 [vchr. No. 5. 1.75 1.75
13 Wchr, No. 6 5.85 _ 5.85
16 |vchr. No. 7 3.72{ 3.712 Az
ciiev-w) 20 Nehr. No. 8 11,590 11,50] Sales Returns
50,00 | 20 Jrotals : 43.55 3.721 19,90 7.15 j12.78
'} 20 Ppalance 6.45 -
50,00 - 50.00
=
' _summgry of vouchers: T, i
~Recelpts Total Distribution ﬁngﬂ\_eLt_g____ ]
Date T Amount Date Explanation Dl:‘b\e:’;e- OL:‘IP Ens §_e'1 r{u ‘_(,:en,- e Sundries
1970 - 1970 )
. '} Nov. Nov, : .
2 1- | 50,00 1 |[Check No. 115 1
1 Vehr, No. 1 , 1.30 ) 1130 . . .
2 {vechr. No. 2 6.25 6.25 ‘ . . e
S [vchr. No. 3 1.28 | 1.28 :
9 Vehr. No. &4 11.90 11;90
12 [vehr. No. 5 1.75 1,75
13 chr, VNOO 6 5.85 5.85 .
16 Nchr. No. .7 3.72 3,72] Freight-In
< ceeew]l 20 Nehr. Noo B 11,50 ) 11.50] Sales Returna
350,00 ] 20 [rotaln 43. 88 1.28) 19,90 719 [ 15.22
) x| o gy s | mmnaimnl
20 ﬂl‘lﬂﬂ(’ ﬁgﬁs L RS
L Supng—————. . .
: 50.00 : 50.00 s
! LRRTY ¥ SN P S——

C. .Which cage (3 or 4) would call for the same November 20 debits and credits?

3, 11/9--Refund on mdge,, $11.50, Cus- 11/1--Refund on Sale, $11.50
tomer entertaining, “$13.90 11/2--Purchased envelopes, $1.28
1/11~-Handbill distribution $6, ‘ 11/6--Migcellaneous costs of selling,
~ Supplies for office, $1.28 $19.90, Express on goods received,
. 11/15~-Migc. General Exp., $7.15 $10,87. : 3

1/20~-C,0,D. ahipping chg. on 1/18--Findow washing, $5.85,
merchandise rec'd., $3.72. - '

-




14,
ANS. 15 A. $6.45

B. (equally to both Y\ (same accounts and mmmxnts needed in each
- case) .

- . ! h -
- . ——- Sales Retwrns
C. 3, 11/9--Refund on mdse., $11.507 Cus- .
tomer entertaining, “$13. BON_SM Expens
1/11--Handbill diatrtéution $6,—" g EXxpenses
Supplies for office, §1. 28
(4 has different 1/15--Miec. General Exp., $7.15
LEotal smount of = B1/20--C.0.D. shipping chg. on o Freight In
payments) merchandise rec'd,, §3,72.7
T Emm e aw YR g mp e W IR e W W X KX W g w W ® # s m TR =E -p“‘—‘——‘-—--—
18, 1, Show the journal entry to establish a petty cash fund of $40
for Richard Cavett 's firm, ‘
Voo
] -
II. Payments were made from the fund as-foliows: - —
Marchil - 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? $
I1I,! Circle the correct effect of relmbursmg with a $32.50 check on
March 9. (A, B or C) '
(Use of this "trandaction analysis fomnd'is ik~ SYMBOLS: 4 = total assets
Lusinated on pp.10,11 § 12 0§ Auppzemgnz‘ ) _ L = total liabilities P = total pro=
TEMP, = temporary prietorship
PERM. = permanent .
. DATE'3 * 'ei:‘e'n'm‘l' R L S T R R A R RN S eeeesertttiiiitetanns oo . .
u 1s & custatss, bkt ea PRI, Q-n fo énaling vith Its cwner. :
i .(\{,‘____ internal E‘l‘:\l‘lﬂ\'lc?l':\una.m:?;]_.g_l_()()__@ . TEMP, w 3_2'20___6 ‘ :
i : CHANGE in Lyg ew=mme = r.m.u P orm, s_2,00
? (c!rolo nppmptlaw ahan o ] C
Sehedule of d L P change(a) " Schedule of A L @ change(s . . i\i
Ixansportation In s 6,50 Richard Cavett y Drawing s 7,00 ‘3
I Advances to Employees  §10.00£8F ‘Travel Expense. ¢ 7.00 i
L MThe L Tioam © S
© Awcounting —L2250 : $.32.50%F Miscellanecus Office ExPss 2,00 &5 Y
Model”--yol- P 4 - - “
Jow coven, . _ —— ! — —— + ’
Schedile of A L P <hange:___ $ .

R § .
¢« o s 8 o 00 e '
P RN R R P N e N .« . *

&



B 1910 , _
Pac. § ion In____ y
— . S o
T 3 _
— xS B8 thnroyees o T , .
o | B Mdac el lancaus. Offico Expensesd 1 11 . %ZE |
A T T ) ﬂ
=T — T " Li'!‘“:' . .
¢c. (posting for Petty Cash,only)
..o.-.o.o: oooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo 'LIABILITIES:' l
- ASSETS: : Advances ' :
_Iransportation In _to Employees :
-yfc.so }Z 1o.oo| .
. rash .
. 3 40.00 .
. 3y 32.50 :

» EXPEMSES Miscellaneous 7
*Iravel Expense _Office Expense .
;?, 7.00 375’ 2.oo| >
* *
* . %*,
* T *
*
: ()
* * - ~
* s )
* %
* ,
* : : |
* %
: : ‘ - PERMANERT proprietorship: _—l
Weivicirinicivioriciciielicinkiohicioloinkicicloiclele s ietoieldoioleicioiin’s ) T | . :
l — ' 5 ) w I Richard Cavett , l
: ‘ Drawing
‘ ~ - '.maﬁng;,\ ' 37:- 7.00 |

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 game transaction (instead of the check
ST e = e ’

- date onlyY.




16.

aNs, 16 T el {|PozFy, Tark - -,
10 eafablesh $40 fund, .

1. § 7.50

III'@ D'A?r‘a‘ '::":a:;-ﬂc‘":l:':‘;::"“,\-..- -o-o7..-0-.--.0--00000..00.

ll 1s & QUSTONAR, b, It e o aUPPLIRR, Gu ts daoling Vith Lty owner.

Equation summery: Q
AN internal CHANCE in A-S ]ng @ ) TEMP. = $_9,00 .
* CHANGE In P

CHANCE in L =g ommeamg 0 ) PERM. = § 7,00 °

Schedule of A L @ch‘ngc(a)n

: kichard Cavett , Drawing ¢ 7.00

(clrch appropriate cha -
Schedule of L "P  change(s)

le) 56,50
Advances to Employees $ 10,00

i Travel Expense $_7.00

.Cash- $_32,50%F] Miscellanaous Office Exps_2.00
s "y . $ Y
Scheduleof A L P changet $ — : .
c -
- B
In the following Petty cash record, circle the titles of the three accounts
which will be debited for the payments to date (Jan. 15).
PETTY CASH RECGRD
: D(5+RH)UTION OF FAYMENTS
EXPLANATION MO BRCALTE | M- Tel.§ SUNDRIES -
: " Tel. ACCOUNT [AmMounNT
Establish fund : 00 {00
Stationery-E. M. €Co. j | 1500 1 Office Supplies)| 15]00
R.R. Express 2. _17loo{l 17 po . '
Coilect telegram 13 350 3 kO i
S ‘ L . n "

I. On. January 13, the FUND contained money amounting to §

However, the balance of the "Pett:y Cash" ACCOUNT remains at $

How much cash? ¢

III. On the next page, circle the letter of the rovrect analysis for replenishing

the fund after the payments shown above,

II. On the 15t:, how many vouchorl should the petty cashier havo? vauchers .

'
—



——— [Telustrations of the use of thaose 17.

_::J—G_T{Tf.; L.'—e~f !‘r—;_t“gvcxnt In each . i s . N -—
transaction by number, da%te, etc. f‘l(lilb(‘/lut%(’ﬂl \I'-.tlujé(‘b forms axe o, ALEAYS choese plus or mirue |
- paae 6 od tne suepcarent, J Ly effect on besic equatiu:,
NOT the ACCOUNT :
= -
ACCOUNT TITLE Asset change i Lisb. change ' OWNER'S(") EQUITY CHANGE(S)
1 ¥ 0 v {ne § reyenu 0
« 100 50 :., .
] 1 ]
- [} - - " - - -
o * = o= - oon W= e —: - am em s mm oa - - b
:0 * :Q :Q *
Caah 1 — : - U
- 100 1 . ) i y -
. ' '3 13
~ *
3\ _Petty “agh 32,20 E’_..__ ¢ E’ z . -
- ' - - 1 - I = -
' (R " —
-— e e wh e an e o e - - el o e am e fuoaw am e e r - e ww el e wn we e - .-
1
Ot Sl ey D e A
[}
- 35.50% = - - P - -
~ . e Y
ldrtify transactions
. W CHA'GES In Ouner Equity CIIANGES
—- - A —_——
LIABILITIES  ||PROFIT ADDITIONSHPROFIT REDUCTIONS) JTHER
on. i (e cn On ca on ==
=< == =g | Ty S o e ‘._-:...:—r—_' ST =
U W U T | A, il 4 —
R B o R -t
- _ S IS S § L I U N S
‘ S At A NS B0 ARt g s

C ACCOUNT TITLE Asset change ﬂx.b. change _U-NF-R'S('> EQUITY CHANGE(S)
o 1 expongy : income Toyenuq
Jau. @ Pettu Casn ¢ 100~ §’ b -
- [] - - - -
[} ——
. [ e e - - ¢
O Casn /0 m e . ¢ . E'
- - - - - ‘I -
. \ ¢ N + * *
Jan. @CW[ 35508 - i e P
- En e n e o afem om ar e wm e o el e e e e - - - o
C\F’Le/égh/t In e 17~ * * N .
j L d - - - -
)_.Oj‘ﬁ.é.cz SuppL.ies ¢ 5= E* ] . E'__.. — *
TeLephone and  / “ee——r _‘:___"_______L;___i;___{:____‘_______
Teleghaph N ie + 1 e -
O ' - 3,504 - ! . .
- ] - —e ————————
S El - ! - \

A and B are wrong for different reasons.
' overstates Petty Cash and omits debits for the payments.

o uses an explanation as though it were an account ';1;_1_34

ERIC

Aruitoxt provided by Eic:




i8

_—r" A,——WIGUTlON OF PAYMENTS
17, DATE EXPLANATION Vs llRecuirrs :,;,:T-'('Fumun T SUNORIES
N Tel, ACCOUNT AMOUNT
9=~
lan. |6 | Establish fund 100 {00
i I0}Stationery-E. M. Co. (| 15100 ! e Offlce Supplic?iNigiog
IhiR.R, Express 2 11004 17 pO “N:
I
15]Collcct teleqram 3 5O |
I. seomoney amounting to $85
$100 (deblt balance)
iI. $64.50 and 3 vouchers.
III.
@ ACCOUNT TITLE Asset chenge TR change (O.NER'S (') EQUITY CHATIE(S)
i o¥Pnga 'a neora ;—r-vtnuq Ot her
Tan. @ Potty Cash LS b S .
: - R fe___ 4. -
Cash e E’ BB ;» L i *
O ST Rl e pomws oy o
P < i SR PY PR P
¢ 35501 - i - 3
OFne(ght In o Ti= DR | .’"'}ff"",’"“ .
P A e :
(: 0fddce Suprfics‘\}+ ] 5= e ' i it
Telephene and /o g — | i Lot o=
Tedighapi N ie . e i
O e P -3.500 -
8
j:m_—-———-—_—————-v——-._.—_—____:— e

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 Suppllas

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 117

3




!
£

2. Circle the letter of the correct record or analysigfor May 12, 19

jue
Delivery Expense ] =i
ﬂ?m =t - .
| _|Miscellaneous Expense _ "‘4312. ;
—-..J Petty Casgh =
~Caah = -
—-—|—{Reimburse and increase to $3 1
. _ | | ] )
T— N - i T U B KR ﬂ
extarnsl 1Ciscia o4 0 of 0,) ,
DATE, o It o o copTONE, Qu L o SUIR, o 1t ts daslfag vith tte owmer.
1 L
AJ),____ interna) !g;\tnc? !.n“::? - , L e, -y~ ;
- - CHANGE In P
CHANGE in La$ o+ L VIRM, m § geem——— ’

(clrcle appropriate change)

Schedule of A L @ chmge(s)

¢ Schedule of A

g chanse(l)

Schedule of A

AN

fnternel

L P changet

(Cirele o4 b, OF €.}

t fo o COSTOXE,

o. It 1s & SVPPLIRR.

...p.l.l..o.lllol...-.o.....-o....ooo...oo...-.........lo...o........o.....-l.o...-.o-

e ,z ) extern&

¢, It la deeling vith (ts ewmer.

Equ uon summary
CHANCE 'in A -S

CHANGE §n L »§__ awmcmme

@

TEMP. = $__ L_

Wﬁlinl’

(elrclo appropriate change)
Scheduje of A (g)

_zzm%@

Schedz ¢ o@ L

P’ changc(s)
| @

Schedule of A L P changes

$,

-
*

extern

(Ciecle a4 by OF ¢.)

.Qo........-ol--ooo..oos......-ool--loo.

DATEA o 1t )s o corroma. b 1t ta o SPRLIR. e It 1 dusting ith ite owmer.
AN incernal | CHoanr naoe | » 2 100 - —
.3 m,“""mn.- s === 3
Schedule of A L P change(s) .
S .
$ iy

‘A L P change:

Schedule of

$

LY

external (Civcla o, b, o7 &.)

ae It L o CHTONR.

WYYy T %

€ 3¢ 10 dasling Witk it ewmar.

-
m;@

Equation summary: - -

NS Internal CHANGE fn Awm$ (4 . . TP e8 T
- in - -

CRANCE in L =§ _—— - ¢ m"“ 'ms. - $ SR, *

(elrclo appropriate change)

Schedule of

A L P ehnnse(s)‘

P

$chedulc of

Schedule of

A L P chmsa(s)

.S
¢

A L P change:

ERIC

Aruitoxt provided by Eic:

"(continue on p. 20)



e'-m" ochoose plus or lhua

D baate yation
R WU he ACCOUNT AALAN .
Lisd. eharge | 1 OWNER!S(*) BQUITY CHANGE(S |
L)
.—
gxX X N N _N R N J - .
L/ ¢ * P L) [ ) ! -

— | T

.-
-
v O W Yo v e ----

— w|

 [ExeEmEE ooy
o D |
D Miscellaneous Exp. _ ' K d B : t
Y= 7-"| . T L
; LI * LN B ’ L. . | .
» (and contra-) ; : i ——‘ ,——n-l-—— 4
E - -e | . Petty Cash S
» » N L3
» .. - &0 .
: : i 1
» . ) |
» A . ‘ ‘ |
p I * | of£tce Sus p1ies 1 |
. . 700 . - ' S
: 2177 Em; PROPRIETORSHIP | -
. : * C..h T A
‘ | , Tt - .
AL E X TR S SN SN NN S SR ' l:ds 290 . —
. - ' __‘ASSATS o
| —
- 1' . ASSETS_
) ; ._ ‘ l . _— _.— 1‘ " N . - ..:-* P— , -

' uses a q_ucription as though it were an accouat title.

does not cudit Ouh for thc amount of the check.

Q R makes two debits to the same account, hutud of rccordi.ng all the
’ “ERIC .. trausactions as though they were ome. .

e

i



21.

3. Review the facta on page 18,

a. On May 13, the Petty Cash account should have (compleée the correct

one) a deblit balance of § .

a credit balance of § - .

b. Here are three petty cash accounts. Fill the blanks on the right.

Petty Cash

A, = —
May 15 3/000 debit balance
Petty Cash
1970 a$
B. .
Hay 15 / 00 : debit balance
. Petty Cash
C.
' 1970 1
May |5 Y 2bJoo]May (14 v 00

a$

—— debit 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.



{220
18. 1. §1
2. . . "))
ACOOUNT TITLE Asset changs § Liasd, change 1OWRER'S(*) EQUITY CHANGE(S) J
P gxpanse jncoe royenug | Other
— L4 rs ry N . P N ..
- - -2 o . - -
T ¢ hd * +* L, Ve
: - - - ..! ;- -
o O ‘Q.‘}-. + o ! . .
) B ..__’—-—-—--.-—- —————— :-—-h-———h -----
A_LQ” + + e +

*

. - + + . +

. . . .
- [T i : - -

' N : - .. ..-..‘.-.. ......a....-___-_L_..-..ab._-.--)-.---.

AT UU debot bdance of $30
B

A : ' - " patty Cash _ debit balance

a_z30_

N # :vos — 700 ' < bit balance
) 0- 5. ot e "‘M PO

K,

deblt balance

" PETTY CASH RECORD.

OISTRIBUTION OF PAYMENTS
EXPLANATION [vsun. lineee R\ Eges I sSuNDRIES
-

. R ACCOUNY AMOUNT
| Oalgues -

K.} [

. /a YI » . ! . ‘ / 00
w 42 o JFAJI —
. ooll ' -
N y L&A .

LA I

o1, (P111 the appropriate blank,)

E , the cash 1is over by § . .
{ 1f the petty cashier has $11.50, and vouchers as showm,
Gy . T the cash is short by $____ ..
2. Cash in the fund wag actually $10 on July 16,
o ' Circle the letter of the correct analysis, OR YOU COMFLETE E, correctly,

.-..0.'......'...0.0.'.Occ_ll‘Ii_irOOloI.oc.............O...Q.Q..u

: B externs (Circle 8, b, or €,) . i
A, DATE, . 6( ts s COVTOER. ) b It to o wRIm, (-.;n o deslieg with e owsar.
[

Equation summery: Q ] .

V) ,__ internal %m.uc; in Am$ . i o= s[4 .00t
: _ CHANGE 1n La§__ "~ 7 . f“ Forn.
(circle appropriate oliange)
Schedule of@ L P ohange(s)

schef_u_u of A L-CB change(s)

Ma

Schedule of o . L, @ M“ A g =




D,

external (Circle a, b, nr c.)

DATE_7/14

It 1a & CUSTOMER,
]

b. 1t is ¢ BUPRLIRR,

.23
@!t fa dealing with {ts OWIlEY

Equation summary:

N

internal

CHANGE in L =§__

CHANGE in A =$ Q " Q

am—

Q

+

CHANGE in P

poe, = $11,00

TEMP. = $_5,.00 . %’7
&)

+

{circle appropriate change) -—
' Schedule of @ L P change(s)

Schedule of A L @ change(s)

Casn s20.00 Safes Retwrins s4.00
Supplies on Hand s 4.00 & Miscellanecus Exnense $7.00 @
- Schedule of A L (P) change: Mank lwatii, Personal 5.00 C','j
C. .D;T.E:—.OZ!:’-; oex.tc-rn;lc '(c:n;' :.-b'-‘".c; ® ® % o s % e 0 o 68 @& s 8 4 s e v s .

@ 1c (s « CUSTOMER

. It s SUPPLIER

( It s dealtng vith 11a OWNEL

() ___ internal E%‘:L“A:\'G%n !:\UT:;Y lv& 049 Q 3 TEME. =+ §_ 11,00 ,Q:j :
CHANGE fn Lm§_=———— 7 w{\u-cs P e = $__s.00 &F
(circle approg:crieﬁs?ecaaxz) P change(s) || Schedule of A L change(s)
Cash s_20.004  Mark Twain, Personal s 5.00
- __-_gﬁppgé&_e%d____ S__4.006 Mise. Expense s 7.00 =
Schedule of A -

S

L

-
® ¢ 4, ¢ * o 0 ¢ ¢ o 0 e o

<)

é’ <changes_Safes Refuing $_4.00

external (Circle 84 b, or €.) : . ‘ -
DAIE—U-;L.@_ e 1o s CUSTOMER s. 1c 1s s SUPPLIER ‘ eE.\Bt le dusling with (te OWNEX
Equation summary: _ [ :'5 . . -
V), ___ internal CEANGE in A =§__ 16.00 Co TEMP. ='5__ 11.00 C;b
' ~  CHANGE in P Cp
CHANGE In L=§ === A PERM. = §___ 5 00 s
(circle appropriate chan

ge
‘A} L P*change(s)"

Schedule of Schedule df A L @chanse_(a%)

Cash § 20.00 ‘; Mark Twain, Personal s 5.00
Supplies on Hand s b y _Miscellaneous Expense s 1.00 .
Schedule of A L (P)chﬂnge; Sales Returns s 4,00 : i
éxt.ernnl . (C!réll 2, b, or c.} '

DATE

. 1t ta o CUSTOMER

Equation summary:

v« SUPPLIER

be It €. It ts dealing vien 1t OWHEY

VY, internal

CHANGE 1n A= § . -
CHANGE In L= § ¥ mcs fo Premm. = $ ¥
(eircle appropriate change) :
Schedule of 4 L P change(s) Schedule of - A L P change(s)
s ¥ ' $ T
s e s :
Schedule of A L P change: 'S, +

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
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19. 1l..the cash is over by $7.50
2. YOU £i1l in:

.'QQQQO.‘O‘TOOQQOcclo't't'ocoooo'tCo'.

. E DATE 7/16 external (Circle a, b, Mh\
L, @l! {s & CITTOMR, b, 1t (s & BUPTLIEA, @{,‘ i» dealing vith {ts cwner.

Equation summsry: < 3 o >
(V) ____ internal CHANGE tn Aa§__ 10,00 ™% TEMP. « §__11.00 C:LD

———————

R p '
; . CHANGE in L=$ = = WGE l", PERM, = § 5.00 é;
' {circle appropriate change
L P chang

Schedule of _ e(s)il -
Lash $ 20-00‘:15!

Schedule of A L @change(s)

st g iy

Mark Twain, Personal s 5.00 ,,.6
— il . .
Supplies on Hand s l&."@{; Miscellancous Expense s 7.00 @
Schedule of A L @change: Sales Returns s 4.00 $
A B
D
C




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 financlal statements will be prepared,
more than convenience is involved.

EXAMPLE: The fund was reimbursed for payments (not shown) prior to Octobexr 20.
/’ However, Do check was wgitten on October 31, an oversight.

DISTRIBUTION OF PAYMENTS
DATE EXPLANATION vern lascurre PAY- e el sa SUNBRILS
I Exp, ACCOUNT i Asouter
g-- T
b ] !ﬂ-(AHCC 40 10¢ ll J-
! A Yer ko ot
= . m———— S . e ey
20 |Sebna Truching : 12'" 2 A4l 7 -
23 \Tip 2o messenaen 13 " el il =
39 | Refund - . 14 H §l— 28 Retuwns -l 51—

You should recognize that the memoranda in the above petty cash book 1dent1fy
unrecorded transactions of Octnber.

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: You underline which asset has less
Freight In money than its account shows.
Miscellaneous Expense
Sales Returns * Cash

. Petty Cash

Step 2. The ledger contc,ins:

too little ¢f the a Petty Cash balance at the imprest -
above (Freligit In, etc.) amount, $40.

Compx_@te the effects of adfur.tment step 3,

' Make sure amounts are entered unden proper colwnn headings. Tf necessary,-see p, 6, MODEL suppl,

g B
—.;ie o CHANGES in Owmer Equity CHANGES " :
Ly iccounT TiTLEes _ ASSETS ¢ || LIABILITIES. ||PROFIT ADDITIONS|[PROFIT REDUCTIONS CTHER
: oa, | cm or. cr. cR. cn. o, cm om. c= J
3N Froight Tn i
- k A
“;' 1 ;
’i .
{ _ {

I 1 f ¥

mieA i A R



2.

ANS . 20 L] . . » ' -
Identify transactions |
lil‘ﬁ , CHANGES iIn Owmer Equity CHANGES
ne : e e : - oo
only ACCOUNT TITLES ASSETS LIABILITIES |[PROFIT ADDITIONS|[PRGFIT REDUCTIONS| UHER
| on | en on. cn on. I cn on || cn on. e |
o Ca— = ——
[0 Erediglit In = H ' » |
Miscellapeous Exponse =
Sales Betuhis 1. - —
Potiy Cash 13173 !
(‘L ) bty
1'3\____

ame as reimbursement EXCEPT that Petty Cash, rather than Cash, is reducéd.)

Check location of amounts carefully.

CASH OVER AND SHORT

21. In operating an imprest 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 writéen for $18.50. The rest of the
credit might have been made to miscellaneous income, but the following is
more likel :

e 1

37} Supplies om fland

Safes Relurns
Woscellancous expuise |
WMark Twaln, Pousonal ‘ Sl 1 i
—=> Cash Ove and Shont ) L1150
Cash _ 11 ig501
To_n2imburde peltu cas’. P_ifidl
DRI i

N
}
1

)

-
|

Cash over and short may be either an income or an expense éccount:,
depanding on its balance at the end of a year. )

If the account looks like this at year's end: Income Statement
. Cash Over & Shont -

— ?aaﬂz' Revenue or income from operations:
11970 . m7970
May | 9 4 00{[Feb 18 / 70
- wly 6 v T
ot 2 v 50 _ '
T o Total  $XXXXXXX

will it be reported on the Income Statement
in the section labelled A, or in the section
labelled B? (circle) g

A B Total _ SXXXXXXX

Operating Expenses:

: . . Non-operating items:
? .
: (+'s) " Ao |-'s) " B.

; ‘ . o Net income..rvecvssne.ya, o eeeneens
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22. Return to frame 18 (page 18). 21. B (20¢ debit bal-
If,inatead of $1, the petty cashler had only fifty ance means net exe-
cents:

pense)
the check to replenish would have been for ' _____________
$ , and
Cash over and short would have been debited credited.
Impossible Solutions 22. $29.50
23. If a petty cashier fails'verlfy that hls cash is debited

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

®/)will equal the (Y)will exceed the ____)will be exceed-
fund cash fund cash ed by fund cash

b. Should the cash credit in a reimbursing entry be (underline)

enough to restore the imprest amount / enough to cover the payments made

q ———————————————————————————————————————————
2h. After establishlng a $35 fund, the following - 234 . @+ will exceed the
petty cash paymants were made? fund cash
11/1--Refund on Sale, $1l. b. snough .o restore
11/2--Purchased envelopes, $1. the im rest amount
11/6--Miscellaneous costs of selling, i

$19.90 '

A $30 check was then issued to bring the money back to $35. What 1s wrong
with thls analysis for the reimbursement?

/ external  (Circte s, b ar ) .
DATE_L’/‘_?Z @ ts & COSI(RER, ' b. It fa & WVITLINR, ‘ €. St 1s dealing with fte owner.

gquat lon summary: w@ - %
‘ AJ), ___ internsl CHANGE 1n A-s__éz__ ¥ . Pwmy. $ ,_!Q 20..
- CHAIGE -
CHANGE $n Lm$__ ™ & U O PERM. e §___
(circle appropriate change)
Schedule of A L @ change( 1) : Schedule of@ L- P change(s) @
.I ‘- s (1% $ Jo 28 ge .

7' oo -

s 19.% % d? L CED
vV

Schedule fA L P changel




4,

A golutfon ta tmposslble §f:  the money in the fund i3 not the imprest amount,

or if the ledger is unbalanced by the changes
recorcad.

If ybu found nothing wrong in frame 24, review your work with this in mind.
f you found something wrong, will a correction you identified cure one of
the signals of an impossible solution?

— e wm e = em i mw e e e A em v e e e s o mem e e M m  e S s mem M e o e e e et A e —

25. The equation summarized in frame 24 did not balance. Without knowing what
is correct, one can be sure this isn't right,

it 1s a CUFINEN,. b, It is & SUPTLIER. c. It ta dssling with its cwer,

Eguatlion summary: @0 @ .

CHANCE 10 A =5 L7 2. TEME = §
= cmur.s in P

CHANGE in L™= § - + ‘PERM. = §

D

:

+1

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 impossgible results. They are never acceptable,

© 9000 4080807000000 00000 1007000000000 0800800000806000°900000000080r 3000000080000 0as80006ans

external (fircle 2, b, 0f ¢.) ) \
DATE // y (5. t s s CUSTOMER, b. It Ls & SUPELIER, c. It ix desliag vith (ts ewner.

. Equation summary: oo 6 Y
(VY ___ internal CHARGE In A =$ TEMP.. = § 22 -~ %

—  CHANGE in P -
CRANGE in L w=$ + PERM., = § —

Schedule of @ L P

{circle appropriate change)
Schedule of A

change(s)

300

Journalize the entry to ADJUST for failing to reimburse on November 3C.
Besides the vouchers, the petty cashier had $8.30.

Receipts Tolal Diﬁrrngggon of Paymenkts
Tty T A b e Explanation Disburse- SUipl ks Seli '24 Gen. — sundrig:
ments on hand Expeses Lxpenses mno‘.mtT Account
1970 1970
Nov. -1 Nov, . .
1 15.00 1 |Check No, 115 1
1 [Vchr. No, 1 . 1.30 | 1.30 .
12 {Vchr. No. 2 6.- 6. — .o
25 jVchr. No, 3 1,~ l1.=—]Contributions
(Make auve {(t'a . B , L. — h__._,_.__‘,ljﬂ e —T_

pons (hia!) I Ll “J[
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|
¥ 7 PO — . R

el :
! e
. as ., . .
ANS. 25. e fﬁ.mé ‘.1‘;.
‘ — ¥ - o— JESNINY- U 11‘.‘!} - ,,‘.
[ _—qu‘ _ 1oy D
i

R et L Gve e G e G e TES RS R R et b v s e R h e e Y e e e o . - ey -

26. Complete the totals in this record. Then analyze all transactions for April
as the record reveals them.

PETTY CASH RECORD

] T DISTRIBUTION OF PAYMENTS
DATE EXPLANATION Vo |[recuiersll TAY- N Tl Mk C. SUNDRIES
1970 IN Ex} ACCOUNT AMOUNT
Apn| 7|estabtish - ck. 51 | oo |—
1§1R.R. Express L}F 6~ 6] -
25 Various 2 31— s| < !
26 Potishen 3 20]— 1| lequipment 20 [}
2 |0verage . Cash Qven and
- . T (2~ §  shont (2
2 RetuTe—furt— (50 100 _
26 |Fund Balance %7‘5(’ 00)] 27 |
(i

‘ lduntify the soun
transactlion by number, date, ete,

ALWAYS chooge pluy oi* m.lnus

LY effuct on baslc equatiuy,
NOT the ACCOUN) X

e

ACCOUNT TITLE Asget change { Liad, change 1 OWNER'S(') EQUITY CHANGE(S) ‘ ﬂ
. SXpONgY Ingo«;?__J royenue L Othoa
Apr ¢ b > .-
' &7J . - - - »
O + ¢ o e L A
- ' ' ) + + * *
(J‘“ — - R .« .
’ - wn o on d T oan e e ooy e -—an gn e " aw ae
O —I=iI=
. ) ek i e o . T P sy
O ' + + + -t .
s G + * * A ‘
\.l ‘ O i +'—_ K . ’.-—-———— ’
ruu ic - e e e }--‘---q G -Gy - - . ‘_
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Liad. change "
e

: OWNER’S(') EQUITY CHANGE(S)
rgvenus Othe
P *

(‘\ Frefght In
-7

+ *
- . +
Mi’cell.neous '-.,-. ----- d--.- _____ ""'—:’--’1‘:--‘":"-‘-ﬂ—..—---—
nse . + H + + + +
) - - - 3 . - § - -
O_Egui pment +__ 20 .« + + + .
. CaSh ovel _-__—-_-.‘——.-—-——— -—-—-%——--‘-———-s‘—-;_::_—-:
. . + 2 rj__ .
bt -, < ';&o L :
- - @ o : ..0“‘--\ -."-"
+ 149 + 2
= 150 0 =3 0 0
Changq: -1 - 0 = ( -1 )
A L P
Pelly Cash 3ook
27. ,
. Receipts Tolal 4D_\ sbursemopts
Date | Amownt | D¢ Explanation Plrents § Postise | g nonges | Evenses | T et
1970 1970
Oct.l[$25.00 | Ffund established]
4 10/21 Refund -0.Millerf] $ 6.001 6.00fsales Returns
10/8] Stamps 10,00 § 10,00
ﬁ Totals $16.00 § 10,00 -0- -0-
- ¥ Fund 25.00 ]
16.00 10/104 Replenish
41,00 Proof 41,00
25.00 Balance 4 | .
0/15] Window Cleaning 12,00 4,00 8.00 :
25,00 N0/20) Fund increase :
10/30 § Handbills 13.50 13.50 A
10/30§ Shortage 1.00 1.00§Cash over § Aho
Ll Totafs 26.50 17.50 £.00§ - :
| Fund 50.00
' 26,50 RepCendsh
R 6'33—_ Procg 76.50
Nov. 1 3700 " :

1. How much cash did the fund contain before reimbursement on October 30?

$




This page relates to transactioms through 10/10

external  (Circle ao b, or €.)
DATE_[M[__ . (¢t L ¢ CNYGER. )

b. It L o WITLIRR.

1.

c. It o dasling vith ite ownar,

Equation summary - -
AV, internal CHANGE in A= § Q N _ TEMP, = §__ T
—- CHAMGE Ln P -
CHANGE 1n La$ -, PERM. = § — e %
(clrcle appropriate change)
Schedule of L P chango(s) Schedule of A L P change(s)
s .25 $ by
M s_a$ & -
' s ¥

Schedule "L P change?

A‘

2. Should the 10/10 journal entry have been posted as in A or based on trans-
action analysis B? (Circle the letter.) ;
A_ .i§§E'.rs....... LX) .'loooo.oll 08808000000 e snssnetioanne .oooo.-.--oo: 'L'AS“.‘T"‘..S: S— l
‘ X Cash Petty CMh. . —_
. 10/1 25 107175 .
. 10/10 14 .
o Stanps -
. IU/I(F]()] (a l '
%f..m.h:d.ﬁ:{;’:w.ﬂ?;;ﬂ:r;ﬂ..........:';;‘.ﬂ. ............ LR RN Y ...r..........
* EXPENSES: »
L . %
*, »*
b4 *
hd »
* v
¥ ¥, S—— A
%, o *
. v A
* . % N Jain
: : L et
*
o
* ——— ———— [
. . PERFANEIT proprieforship:
v Safes Retunns l
1 10710 & l 4
[ '
. ~' Lo .
external (Ctecle ;. by OF ¢.) '
DATE, G)lt ta & CUSTOUMER. @lt te o SUPPLIXE, ¢. 3¢ 4 dealing with 1ty owmer.
] Equation summary: ¢
V), internal CHANGE in A m$’ h } TEMP. o § ‘
- CHANGE In P
. CHANGE in Lwmg . o= + ) PERM, w §__ = Y
(cltel.e appropriate change) ' — —
. Schedule of é L P caange(s) }: Schedule of A 1, @ cthQ(g)
| 2 q->
(s 46 9 _Sa
_5‘9&% | 5[0
Scheduleof A L P ‘change}__ -3 :

ooq..'o--'oO.oo-.coocoootoooo-ooo.oo.
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3. Here are two more analysis forms. You analyze the only transaction not yet
recorded for October.

(Circie a,b, or c)

externsl .
DATE 10/20 a. 1t 1a & CUSTOMER B. 1 te & SUPPLIER c. Tt ts desliog with 1t OWNER
Equation summary: - ) -
L, {nternal CHANGE in A®§ 0 -t ) TEMF w5 . ¢
— CHANGE in P -
CHANGE in Lw $ » + . PERM, & § ° 4
(clrf-le appropriate change) . 3 '
Schedule of (A} L P change(s) : Schedule of A L P . change(s)
_Cash — 505 s $ *
Petty Cash s 25,0008 5 Py
Scheduleof A L P change: ’ $ ’ Iy
external (Circlé a.b, or ¢) :
DATE a, It ts o CUSTOMER b. Ic ta & SUPPLIER c. Tt 1s dealdog vieh tes OWKER
Equation summary: - -
(), internal CHANGE tn a=§ + ) TEMP. o § .+
- GE i -—
CHANGE in L= § + cHAN n PPiRM. o S +*
(circle appropriave change) 3
. Schedule o°- &4 L P change(s) : Scheduie of A L P . change(s)
$ T s by
s 3 s I
Schedule of A L P change: : 5 -

T e s e o K
. ooooo..-.o-o.c-qotoooo.-'oo..ll"

-—

—*—_- _—-—_
-r -— ———-———.—————-——————_—-—_—-——————-—

ANS. 27,
1. $23-50 ($1 Short) ' .

Ca s external (circle a, b, or ¢) .
2. - DAT: \..I.M @1: s « CUSTOMER - " @ ic s a SUPPLIER Calt to desilag with 1rs OWLER
Equation summary: - .
AV, internal CHANGE in A™ § bo~ =+ TP s b T
Use the - wHGE inP T -
firm s accounts. CHANGE tn Lw $ — + . PERM, a § — +
{circle appropriate change)
Schedule of L P change(s) Schedule of A L @ change(s)
Cash : s 16~ Sa!.u Retwuins s 6.=
-—Postage s_10.~ s T
Schedule of A L P change: 5 .'7
DATE \\;\0/30 fxt.el’nll ) l:::r.uc. n.. b: u; c.) ’ .. . trt it .. Creerssen
—q— lt.l.l 8 COTTOMER,- : b Itis s e, € It 18 desllag Vith (ts owner.
- Equation summary:
. - A, internal CHANGE ta A= §_ 24 50 9 e, =5 26,50 g
r . - R . i CHANGE 1 L-s —— : CIM.II‘GE inp : . ; —— et
v ' (circle appropriate change) = z
; . Schedule of A L @ change(s)@\' ‘ | Scheduleof A L -@ change(s)
B Safes Expendes sL2.50- 7} Cash Over and Shert  si1... @
fs e —044ice Exponses s 8,009 -
» ‘ hdld y * +
Sch I :
L seneteofd) L P enoer CAiR 526,50 G

Q : v
ERIC | |
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28. On February 2, our company established a $60 petty cash fund.

It made payments for the following purroses:

2/5 For merchandise returned,$18.50 A
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 t}2 imprest amount to
$100. A check for $95 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. (Oaly the Feb.
20, transaction is needed. The transaction of the 2nd has already .

been entered.) ‘ S— et
20_Petfy Cash » ¢ F30 R
Casli : ; 'zl'fmli
To _inchease welly cash, i ANENE
/i M5 c el Tancows Expende 7o
;%L%OUHéétPﬁUﬂbaﬁ ' : 2024
S04 WIS .
Cash oven and Short | )
Casly i ElLG
Redmbunsement, k ’ +

B. If the entry in A is.wrong, cross it out and put the necessary changes
directly into the ledger. DATE EACH DZBIT AND CREDIT.

. {-

- o «eo oo . TLIABILITIES & cont£;1

2/7 60~ 3 [ - o -
- Petty Cash _ i
2/2 604

: t
o . |

EkPENgE‘&’CGNTRR_REvE&UEl* * %t % &

~ASSETS. &.contra._. .
: __Cash

; P
* - - - -
' : ] )
.
. ;#
* * T
. . 1
*
. : J " -
. : *
' : T 4
: N g - ¥ \ +
: .
*
e : . 'IPERMANENT prop. &
: ' V- : contra :
| *
A R E R
[ —— =
. ‘ , . INCOME
%. ’ . . _ - REVENUE
Z o -éff \\—’(/ . "
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A,

B. T
ASSETS & contra ’ i-LIKﬁILITfES & contrﬂ'
. . Cash - . —

S » . et
% - | ]
20 76.- Petty Cash g

(one = -
entry / %/2 ;00.— A [ ¢
per chetk %o ) T ' .

. ‘L *
| R %‘"“‘M 20.- -25.

EXPENSE' & CoNTRA-REVENGE ® * * * " * ¥ . =

_ | o , - ‘
WM&M - - . S

Y

- ['PERMANENT prop. & |

LI 3

PR EBRBIENEEE NN

»
L d
— 9
SR FE BB BIEEEENS
_a

. .

contra 4

*
*
»
»
*
*

Nbr o & % & 2 % 6 4 % 4 % & % & 8 & & 4 ._
l _ l ' REVENUE
You should now be able to do the self-quiz problem which begins on the next

{ ' '. page., If there is something you feel you would like to review, do that
‘ first., R :

o . . e e — -
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29.

imprest lund for cash control.
the questions which follow it.

Examine its Petty Cash Book.

Petty Cash Book

In March of the current year, the Smothers Brothers Co. established an

Then answer

O

E

Ho-coipts Total Diahuraesicots
- Diste: Explanation isburse- ) , Sates Oltice Suadiies
Date Amount ments Postage Expenses | Expenses | Amount Account
taa - 194
Mar, 51 200.00 MJ..é Establish fund . :
¢ ) stiamps 6.00 6.00
8 Took customer o dunch, 8.00 8.00 .
10§ Advarce A. H. Grove 10.00 10.00 | Advances to Emplcyees
Trolley-car tokens 2.00 2.00
Electric bill 22,50 18.00 4.50 -
1217. 8. Platt 0D 8.60 8.60 | Purchasces .
Express 4.80 4.80 | Transpurtation Cut
15| txpress 3.50 3.50 | Transportation In
Paner towelrs 8.50 4.50 2.00 ’
Py 18) Extra store keys 2.00 2.00
18 1 -100.00 ] FUND REDUCTION _ .
100.00 . 73.90 6.00 32.50 8.50 26.90
Batance 100.00 . ]
18] 13.90
173.90 Proof 173.90
Mar, 18 | 100,00 (balance) .
arn 22} Refund, V. Trook 4000 40,-{Sales Returns
25! Misc. supplies 1570 3.30] 12.40
28 T« Smothers,pers. 2000 : 20,« L, Smothers, drawd

RIC

Aruitoxt provided by Eic:

How many checks were written to

287
How
How

The
$

much cash should the Petty Cashier have on March 287 §

ing

much cash was in the fund just before it was reduced?

the Petty Cashier through March .

- .

March 28 petty cash vouchers represent unrecorded debits totaling



ANSWER SHEET —~ REMOVE AND CONTINUE on page 39.

Identify the first account in each

transaction by date.

/

b

.37,

) .
ALWAYS choose Plus or minus
by effect on basic equation,

|

NOT the ACCOUNT

N

—

13
ACCOUNT TITLE Asset change j Liab. change’ OWNER'S(') EQUITY CHMANGE(S)
' ' ’ expense 1 income 4 roevente Other
— Y v ———
’ Eo b e *
1 1 .
- - 1= ) - -
______ - — a -
1+ + A '
. ’
- - [ [
v am wm e e e an o e W ew o po o e wm - o]
+ + T i+
. '
1 H
- - I = I =
- D B mm A O e em) G e ED e s wm W we[fe o e > am ;-——.-—;--—-—-
1 ‘
Ve + |+ 1+
A ‘
- - !.- b -
i O U g I
+ +
+~— N
- e ot - o

+ + + . +

o external (Circie a, b, Or ¢,)
; c g, It s a CUSTONEZR, b. It 1s & BUPPLIER, €. It 1s dealing with its cwner.
i ,
Equation summary: — o -
A internal CHANGE in A m$__ + TEMP. = §$__ %
: e CHANGE in P -
CRANGE in L w=$ . + N PERM, = § +
“clrcle appropriate change) .
Schedule of * 4 L P ‘change(s) Schedule of A L P change(s)
s * S +
$ ¥ $ .
9 + $ :
; $ + $ :-.
s + $ v
‘Schedule of A L P 'change:‘ $ :
[ ] [ 4 L] [ ] e 8 o [ ] [ ] [ ] . [ ] [ ] ] L] ) . . [ ] [ ] ] [ ] [ ] [ ] [ ] [ . ] [ ] L 2R ] ) [ ] . [ ] [ ] [ I ] ”‘



38, .

DATE . .
external (Circle s, b, oF €.) o
e It ts & CTITOGR, B b, It fe & SUPRLIZ, ¢, It 15 Secling vith its Ou.r
S ‘ Equation summary: =
A S internal CHANGE 1n A =$, + TEMP. w § Py
| CHANGE in L w$ v WG I P - T
(cirole apropriate change) : -
Schedule of A 4 L P change(s) ! Schedule of A L P change(s)
| | s, Py $ .
0 3 _8 :
$ - $ : ‘
_ ____$ + $ 7
Schedule of A L . P change: | $ by
oo e ® 6 0 © 8 06 & & % 0 ¢ ¢ 8 0 8 & o & 0 .o

L e = e

Sh




39.

5. Show the postings which should have been made to this account for
March, so far. Identify each by date.

' Petty Casl

EEAN

6. Remove the next page and comlete an analysis for each journal entry
the company would have made so far in March.

7. a. On March 30, a petty cash 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 in-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.

T 9. WHat balance will your work give to the Petty Cash account (5, aboVé)
if properly Journalized and posted after 7.c? $

after 8.7 §




41.
CHECK YOUR ANSWERS

R 1. How many checks were written to the Petty Cashier through March
: 287 L
2. How much cash was In the fund just Lefore it was reduced? $ZZ£.[Q .
3. How much cash should the Petty Cashier heve on March 287 $ 1‘/ 3o .
L. The March 28 petty cash vouchers represent unrecorded debits totaling

$ ;15- 70 . $100 total

3. Petty Cash

foon | L1970 |

M, {11 21010100 {{ Man.[ 8 . 1000’0
e e e _ A
. 6. : } . - | by effect on basic equatica,

NOT the AcCOUNT ;

ACCOUST TITLE Asset change § Liad. chang l OWNER'S(') EQUITY CHANGE(S)
ense

jnroze ravonin Other

'35 Petty Cash \ *.200.00  }* -p A .

© 1 Qff4ice Expense

Advances 2o
i " Employees :
S ' Oy 3 W W | B expense 1s NEGATIVE ===
¢+ Purchases’ + 8.60 * i*~ change in 0. EQUITY..
* TMWMO -_-’--—---—.‘.-o—'_-— P:""’ P:'--_- —a.u--—.‘
Out ) . . . + +*
TRAN portatioifm mm so =T e moon s Sy ST T
L In’ + 3.50 . e . » N .
- - - b

. ! : A . .
"PROOF of equation: =~ (—545.80 ~ $0 ) =(-45.80+0 + 0 + 0 )_

* iy . R . . -




b2.

' ) '
Max. 18] 100,00 . . . '
: 22 Refund, V., Trook 4000 : 40.=}Sales Returns
A7 25{ Mige, supplies 1570 3.30| 12.40
.28{ T, Smothers,pers.] 2000 20,= I, Smothers, draw
T00.00y 30 ) Pd. Bus. Supply @} .00 8.~ AdDE it Payable
s2.70f 3 l(lgjmbu/we: 83.70 |
. 1 ovenage) . -1.00 (1.-
§7.70 R B A °“g‘;‘,f;"'”“"°‘
) Batfance . 100.00 .
182,70 1 Proog ' 187,70
17 ‘ b

e o 5%
_Check carefully for correct + & — 1ﬂd1cat10ns._ q\ 2,70 — (—g

patE /31 | - vp’
external {Circle a, b, or.c,) S
)Mt fs & COSTORER, ' "Nt fo's SUPPEIZR,
[3 t summary: s *
AV, internal . c(‘:tlJS\H'C%n inA=$ §2.70 @ TEME. = § 54, 70 T
G P
CHANGE .in L =$_ 6,00 C;) CHANGE. in pery, = s 20.00 &
(circle appropriuste ch;:mge) oy :
Schedule of L @vhang s : Schedule ¢f¢ A [ L !
expense sat A ¢ ; 3"0( ) € P cliange(s) @
is ¢, expensed 5 Accouits pavable, $8—
negative 0fdice expenses s12.40 ' s Py
change . . . ) - . -
in - _Sakes netuns - ' 340.00 s .
P a Cash oven and shont s 1.00 . <
o " T, Smothers, Drawing - $20.00 c. -
Schedule of { ATy L P .change: Cash s 82.70 @
N e - e ‘_ﬁ . ) = M 7////
8. ,
1970 | |
Mar. |31] Sales neturns 4|0~
. ' T. Smothens, Drawing ' . 2)0| we:
Accounts payable § !
Sw@q& expense 30
044Lce expense 112140
cash glol 7
Cash oven and short : e
= Reduces balance to $17.30. Only the ) H
money in the fund is an asset. ‘ I
. 1l
Qo . ‘9, after 7c. $100

after 8 " 17.30




Reconcil ing the Bank Statement

_ The following pages are self-instruction in preparing a re-
conctliation 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. |f 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 instructicns:

1. Keep track of time you actually spend working to complete the
Tesson and pe sure to report it {number of minutes) on the
gripe sheet.  (We forecast 35 to 75 minutes.)

What time is it?7 Make a note,

2. TRY the pre-test on the next page.



PRE-TEST
do oo de ko do e Joode o de e e e e doode %o o de v ok Fode ok K K de e e de de e G ok

Try to supply the amounts in appropriate columns below.

you are unable to do very well.

time in completing this lesson.

o Yo Ye % ok oo o ok % ok ok oK e ok doo e v e 3

de e e e Y e fe e e ke

PO R N S I

Don't be concerned if
However, if you do do very well you can save

foode % % e e K bk

Supply the amounts in the column which will change the beginning balances® shown

to identical, correct amounts for Cash on the depositor's Balance Sheet.

BALANCE
PER BOOKS

BALANCE
PER BANK

ADD DEDUCT

ADD DEDUCT

Cash BALANCE repofted on each récord.
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, . .

* $600.00

The bank's monthly service charge is

Y P

Deposit in kransit on the date of the
bank's reported balance, $90 . . . . .. . . . . . . . ..

B3ank has certified our $50 check. It
is not among the cancelled checks

returned, nor does it appear on their
statement .. . ¢ . . o0 v 0 e h e ol v e v e A o .

N. S. F. check, $3, was returned with
the bank statement. . . .. . . . . . Y .

Among the month's cancelled checks,

- the bank has mistakenly included a $10
check on the Treasurer's personal
checking account. . . . ., . . . .. . 1 Y e e e s e e .

. One cancelled check is for $202.00. l
We find, however, that our ledger
shows it as a $220 payment. . . . . . 4. . . .. o« s e e .

Our last deposit, 200 dollars, does

* $750.00

not appear on the bank's statement. .

2. You should now determine a correct
adjusted balance for the bank col-

umns .
Subtotals. . . .

Less. . . .

S‘Jbtotals..l.loltootoonoioooccnocn

LESSQ......o.oo¢oo.oooaoolcoooooo

'‘CORRECTED BALANCE B

CORRECTED
' BALANCE -




| . GRIPE SHEET
Circle a part that you missed.
frame:
1.
2. A B C
A B C
30 A B .
4, a b c d e
5. a b c d e
6. A B C D E F
70 10
2.
3.
8.
9. A B ent:y
10. 1 2 3
4 5 6
1. a b both  neither
12. 1. 2. 3. 4. 5. 6,
7. 8., 9. 10. 11. 12.
3. 1. 2. 3. 4. 5. 6.
7. 8. 9. 10. 11. 12.
13. 4. " 15. 16. 17. 18.
19. 20, 21. 22. 23. 24.
14. A. 1 2 3 4 5
B. % $ $
c. §$ i
D. ~ $ 3
5. a« 1 2 3 & 5
" b.
16. A.
B.
C.
17.

ii-

NAME

How may minutes did £t take you?

What answer did you give?
Feel free to commant.

R ————
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PRETEST SOLUTION

_ BALANCE BALANCE
- On the right is the correct way to PER BOOKS : DER PANK
' f£111 the columns and summarize. - ADD DEDLCT a0 b perucr
E 1. - Carefully compare your solution $600.00 $750.00
¢ to a through h. Mark each case ace ol o v e . 42,00
where you don't agree with amount 1
-, or column. boobh ool 2,00
2‘. From anSSible Score Of 10 c L] L] . L] . L] .. L] L) .l' L] L] - - . 90-00

I. DEDUCT 1 for each
. one you marked.

** II. If the corrected bal- ‘ S :
ances you deter- d. MR A LI R | IR « 50.00
mined aren't identical '
. amounts (not necessr e..b .. l300
’ . sarily the correct ones : e . .

we show) deduct 2 more.

What SCORE? IR ST R 10.00
IF the scone above is LESS THAN ’ s

stant with the finst grame, NOW. g} .1800 . .
I you have mare than 4: R R A | TN T
choose a short-cut (see N - N - |
below) according to these rules. '
(OF COURSE YOU SHOULD START ‘Dissing amount. . :f. . 429.=
WITH FRAME 1 IF A SHORT-GUT , :
' SEEMS TOO DIFFICULT.) : . ~Subtotals . ., ¢ . . 1047, — | 47, =
Try Short";ut a IF: iLESS. ® o 0.0 o 0 .0 . 47-00
fo) . - . >
you have a perfect score of 10; . 81000~ | o -

or 9, provided you missed neither c, d, or e; b———cr NemxZH
- or IF the only points vou missed were
" those for corrected balances. L e

Try shoft-cut b IF the only points you misseq'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.

Start with frame 9. .Skip to 11, then 14 and following. (IF you

SHORT~CUT a: 110w
miss something in‘'15, however, better do 13 as it directs.)

SHORT-CUT b: Do frames 6 through 9; then same as short-cut a.

- SHORT-CUT c: Start with frame 6. Follow directions.
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ERIC

Aruitoxt provided by Eic:

it (circle)

BANK ACCOUNT RECONCILIATION

1. Whenever a sale is made on credit, the seller has an Account Receivabtle 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.

- - - = = - - = ———— e EmmE e e E . —EE e R, __EeE TR e C et EAT R en S e oo

ANS, 1. vV, __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 Eale, 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 custormer 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 examplé of a statement which banks send to every customer each month.
Is the bank's record of its liability A, B, or £? (Circle in illustration.)

THE FIRST NATIONAL BANK OF AMHERST
Account HAMUERST, MASSACHUSETTS
withe STAR DISCOUNT STORE
STAR PLAZA
IIADLEU, Mass.
PREVIOUS BALANCE AS OF: - | L .
12/30 /10 [ $104,48 |
Dri05iTS T CHECKS
ST S S TS S M SN AMOUNT ] ATl I AHOUNT DATE | AMOUNT
v/ 2/ 200,02 |1/5/71 5,00 7 9/711- 88.0011/19 71, 12.50
/1 133.50 [L2g71 35,55 [L/3071 ) 20.45|3Q71 | 120.90
W2V RN 407,50 ' ! o
i : ' ' '
i : ' I
[} ]
| ] ) _
e Sy _
L 3§ 1.80) CURRENT BALANCE AS OF: 01/30 /11 [ § 612.30 J
) TG BALANCE YOUR ACCOUNT FOLLO%W INSTHRUGTIONS GN REVERSE SIDE. ‘(\>

e <///

One usual reason the depositor will show an amount of cash on deposit which
is smaller than the bank's reported liabiltity 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

A R or o ?



2.

3.

Included with Star Discount Store's bank statement ANS. 2. C

were the cancelled checks it lists. Someone com~ B(Charge for
pares thase checks to the store's record of all sarvice)

checks written. If any checks have not "cleared", A indicates liability
they are listed and added. In the Star Store reported a month
example there were three "outstanding checks". They earlier.

totaled $308.03. N

The outstanding checks amount is the only thing missing from this "bank recon-
ciliation statement".

Star Discount Store
Bank Reconciliation
January 31, 1971

Balance par books $306,07 Balance per bank $612.3)
Add: Add:
Deduct: . Deduct:

Bank service charge 1.80

Adjusted balance Adjusted balance

When the two adjusted balance figures agree, it :chows 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 determ’ne 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 corractly for Jan. 31? Circle the letter. '

A
‘Balance per books $306,07 Balance par bank $612.30
Add: _ -0 Add: -0-
Daduct: $306.07 Doduct:
Bank service charge 1.80 Outstanding checks 308.03
Adjusted balance M Adjusted balance . $304.27
B
Balance par books $306.07 Balance p2r bank $612.30
Add: Add: | : -0a
Outstanding checks 0803
Deduct: $614.10 Deduct: a0~
Bank servlce charge 1.80

- —— s ey

Adjusted balance $612.30 Adjustedﬂba}énce $612.30

’




L. {n the last frame the two items rzeded 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
jeneral types of reasons ‘herec is a need to re-
concile. ' :

3.

3. A (The money has
already been spent.
~ 1t should not be
part of Star's 1/31
asset.) ‘

N L T L Y L L X

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.

On the BANK books

omission

a. outstanding checks Vv

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.

WRONG

amt.

On the Co. books
: WRONG
omission amt .

Could an omission in one record have been recorded at' the wrong amount in the

other record as well?

- . D o D D e D e D D D e e G e B R D ED GRS P G S D R e D D G G D D R GD SR D D D D D s R R D W D D D e TR D M n G e D e W S AR A e

.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 in frame 4 would be deducted from balance per bank in a reconcilia-
tion. You enter thie other letters irom 4 to show the type of correction needed.

Balance as shown by s Balance as shown. on

the cash account SXRXXXX $XXXXX

Plus ¥ °~°° ~ °° °° $XxX $xxx
................. j XX + XXX XX XXX
$SXXXXX $XXXXX

MinUS . ..uiiinneronennss $ xx MiNUS goeeveionas eeaes $ XXX

~4'[ ‘ . X , ] XX
Y S XXX | - e e e XXX - XXX
Corrected Cash Acct. Balance - $xxxxx | 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 ltems 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 bankecececcuacaccceeccmcmcnccccanccnaccacccccccana w=wa $72,00
Add: ‘
' (s )
TOTALee-eeccncacmccccccccccacnne e e e aa (5 )
Deduct:
' ($ )
Adjusted balance per bankesesmeme-ccaccccecceccnccaececnccaaaa- 3 D)
Balance per check stubge--ececccaa--- amcccacecaaa- amcaunmonen wmee $96.00
Add:
' (s )
TOTALeeccccecacacncaccccccccncc e fmccmma-— (s )
Ceduct: : ) ' : .
Adjusted balance per check StubS-m-e-ecccccmaccccaoaa “—memea- [& )

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 insufficiernt funds in his account.

C. Two checks Ajax has issued are not among the cancellec checks: #1114, $6

’ . ' #119, $7

D. Bank shows our June 10 deposit as $21. It was actuafly $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 deposi’z of $30 was not received at the
time the bank's statement was prepared.

* "Not Suff1 xignt Funds"

# Blank,stubless check the bank keeps at its ”counter" (for persons who
don' t have checkhooks with them)




vgpecial terminology:

The last frame introduced two usages which you need to recognize without
additional explanation..
1. 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 yresented for payment. It refuses payment, of course.

2. a deposit which is omitted from the bank's statement because it
becomes knosn 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. - o

deposit in transit "N, §. F, check" certified check

Can you prepare a journal entry to bfing the Ajax company Cash account to
its correct balance? (It agrees with the check stubs.)

The activity fee might be éreated 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

Tq recond bank charges and H. Ajax:
withdhawal. To create recelvable to
neplace N.S.F. check.




6.
9. Here are two versions of the same bark 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.

Feldman, Neal & Co.

A. Bank Reconciliation for
Apxil 30, 1971 A
Balance per bank $120 Balance per books $ 88
Add: deposit in transit 40 Add: Check #208 $22
Total $160 Collection 51 __13
_ Total $161
Deduct: Deduct:
. outstar.aing checks 15 R, E, Lee check 16
idjusted balance $145 Adjusted balance 145
B Feldman, Neal & Co.
* Bank Reconciliation for
April 30, 1971
Balance per bank $120 Balance ner books -5 88
Add: Deposit in transit 49 Add: Dupiicate recording of
Total $160 payment to Collins Co.,
' a supplier. $22
Collection of: -
Notes Rec. $50
Interest y 2
T $52
Less: Bank fee 1. 51 73
| _ _ Total $161
Deduct: _ Deduct: N.S.F. check of
Outstanding checks 15 customer _16
Adjusted balamnce 145 Adjusted balance $145
Wnich statement tells enough?  (Circle) A B
30
] |

v

Check your nesponsel in the green supplement.




10. In this outline of a bank reconciliation statement there

four types of items which may be needed.

7.

is a place for the

Any fact which causes the bank's liability record to disagree with our Cash

account belongs to one type.

RECONCILIAT ION

Balance as shown cn the Bank Statement..... .

Plus type A items........
Minus type B items.......

Correctea Bank Statement Balance....

Balance as shown by the Cash account

Plus Type C items,......
Minus Type D items......
Corrected Cash account Balance......

For each of the following facts, circle the letter for the type of item

which it calls for in the reconciliation.

FACTS

1. $75 worth of our checks are Outstanding

‘ 2. A deposit, and resulting Cash debit, understated by
C recording $110 check .as $100. (Bank records amount

collected.)

3. Bank's monthly service charge is $4.70

CHECK YOUR ANSWER, then continue.

4/, On the date of thé 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.

g

6. Bank s debit memorandum for 1ts automatic deduction of

< amount due on our bank loan is dated the day before our

EMC reconCiliation date.

Type of item

A_@cn
AB'©D

1
o™~



Aruntoxt provided by Eic

11. Not everyone is familiar with debit and credit memos. They are simply

messages about the accounting which has already been done by 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
_ P

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.
ln 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 refusea.

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 XXX XX Balance per BOOKS XX XXX
Plus Type | items...... XXX PTus Type 3 Ttems..... . XXX
XX XXX ’ XX + XXX
: XXX XX ' XXXXX
Minus Type 2 items..... XX Minus Type 4 items.....  xx
. ' X XX
XXX - AXX XXX = XXX
Corrected Cash Acct. Balance XRXXX Corrected Bank Statement Balance xxxxx
FACTS - //
1. On April 30, the outsténding checks were $800.67. 1 2 3 L (NE
2. The checks not yet clear-d on May 31 totaled $69.02. 1 2 3 L NE

3. Charge of $5.00 for printing of checks for our company
appears on the bank statement.. 1 2 3 L NE

CHECK and continue.

\ 4. (Give the net effect.) <Credit memorandum for $272 is

sent with the bank's statement. 1t is the net addition
to our account for coupons on our bonds which, for a
$3 fee, the bank had collected for us. I 2 3 4L NE

5. The first item on this bank statement is the $79 Jeposit
of April 30, which was in transit at the time of the
last bank reconciliation. - I 2 3 L NE

6. We recorded as $123 the check yqu wrote for $12.30. _ ] 2 3 4 NE

CHECK YOUR ANSWERS.
(Cont inue 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. I 2 3 4 NE

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. : S ) 1 2 3 4 NE

9. The bank has_recorded our deposit of $89 as 98 dollars . ,
and has added the erroneous- amount on our statement. ] 2 3. 4 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 deposilt balance.

ertg each amount which will be necdcd to reconcile -in an apbropriate column.

If the item will not be needed, write "o effect" .

O. Bank's debit mémo, accompanies its stalo-
ment. A $4.50 charge for returning a
cheek on which we had stopped payment....

L. The cancelled checks returned with a
statement totaled $370.22.......... .

2, Checks we have written but which were
not returned, $28.

3. The bank statement records thc deposit
which was in transit at the end of last
month for the correct §$111.

CHECK YOUR ANSWERS, then continue., .

4. We have written $456 worth of checks
this month, but only $406 worth have
cleared. One $5.00 check from last
month is still outstanding.

5. The bank does hot seem to show our
last deposit of $80. .

6. We find that we have recorded the $10
. check to Hays & Company twice.

CHECK and continue.

7 . An $B.00 check included in our deposit
is returned NSF.

8 . Ve have recarded one of our deposits
as %130 rather than the $310 total of
the deposit slip.

9.. Bank showed our daily deposits for the
" month. They were $1,629. 14,

Check and continue.

10, e have written $20.20 worth of checks
which were not returned with the bank
statement this period.

11. There was a deposit in transit of

$60.

12. Onc of the returncd checks was 2
counter check for $9.00 about whlch‘
our bookkeeper had not been informed.

ERIC

Aruitoxt provided by Eic:
[ ]

BALANCE BALANCE
ER BOOK PER.. ;#1
ADD DEDUCT ~ ADD .DEDUCT }
"lltlol' LY --_--..450
i N %Af;
ot d




Did you zet 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

0071 a3 you I cOn

entirelx right.

13. The bank's chargés'for the mont h were

$6.50. ,
4. Ve recorded dur §7.00 check as $70.00,
15. The bank includes the aotification of

\its deduction for disnonored note whichj
we had endorsed.

Note $40.00
Interest .80
Protest fee _2.00

$52.80

CHECK, continue--or skip, if 10
thruugh 15 weve ALL correct.
16, Amounts in excess of .$600 at the end
of the month are transferred by the
pank 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.

12 We have been given credit .for a $27 .
deposit to the personal account of
the proprietor's wife.

20 . As agent, thc baik 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« }f you recorded one net change for
#20, record the off-sctting amounts
din TWO SEPARATE COLUMNS, or if you
did that in 20, record the net effect
here.

CHECK, continue or skip.

' 22. The bank showed $65.00 for our $56.00
deposit. :

23. A Iaét doposit of $3,200 was mailed.
too late to reach the bank on the
month end.

24. ‘e recorded as $30.00 the $3.00 check

which we find among our cancelled
checks., . ' i

 BALANCE

BALANCE

e BER BANK |

ADRD

T

11.

i




iz.

"14. A. Write the amourt of the correction in the appropriate column. If there is
no effect, so indicate..

BALANCE "BALANCE
PER__BANK-

L a0 | peoyep JU_aoo | opEnucr |
67, A o1e—

Cash BALANCE reporved 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 rvecorded at $3.50. . . .

4. Bank has inclnded a $10 check on the
owner's personal checking account
among . the cancelled checks of the ' )
businegg. . . « « ¢ . . ¢ 40 e e 0. e ’

S. The first deposit shown on the bank
statement 1is the one in transit at
the end of last month., We recorded
this $700 at the time we sent it. . . . .

B. Determine tﬁe column totals. ., » « « . . $ $ '_ $ $

C. If the balance per bank has been fully \
corrected, lwowmuch 1s needed to reconcile

with gne additjongl book item? (Put it
in the appropriate spaces) . o« ¢« o o o« o $ S

D. If the baiance per books were the correct
one in B, above, what correction would _
the balance per bank require?. . « ¢« o« ¢ ¢ ¢ ¢ s o o o ¢ s ¢ $ $

ok hk ok ok Kk ok dhk hhk ok ok hk ok ok S hkhk hkk hkhk ok Khkhhkhhk fkd R Kk %Kk

THE ANSWER to this frame is the first one inside the folded pages of
" the ANSWER SUPPLEMENT (p. 24). Turn the booklet and open to
full length.
**********:\_‘***************************;’rv

* #*




13.
Hhkkdodk dokh ok ok ok hhhhkh hodhh ko kk ok ko hon ok kW
Note that the form in frame 14, and the one bolow are NOT
Bank Roconciliation Statements.,
*******************1‘:**************
15. a. Indicate corraction or no effect., SALANGE oYY NCE.
PER BOOKSV PER
ADD__ | DEDUCY || ADD _ | DEDUCT
Cash -BALANCE reported on each record. |.$ 614.50| $1,000.00]
1. Check # 102, which the bank has
~certified, is deducted on their
statement at the correct $200,
although iz is not among the .
cancelled checks, - - . I T A AR | e eeirean
2. Bank records our $90 deposit as
$9 on fts statement. . . . . . . ... obeeooede L e
3. Bank includes reimbursement check‘
for Petty Casn, $8. Bookkeeper is
found to have recorded the following
for this transactfcwm:
- o Dr, Miscellaneous Exp. 3.20
Dr. Sales Returng 3.00
Dr. Telephone & Teler ‘
*© graph " 1.80 '
- Cr, Petty Cash B.O0 ... .. ... TN | TR ‘
4. The bank omfts our last deporit of
, 60 dollars. It was in transit when
‘their statement was prepared.. . . .. L., eeeideeeniien b, L .........
5. Cutstanding checks, exclusive of those , ' '
. cgr(‘.ified, total $10[+0.‘. L A (R s IR REREY. | BRI I S
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.#H#)
. 3 3
‘Subtotals.........-.......-...... sl exsscemRafonrgsesEses
_ LESS...QIIIGI!II‘.IIII‘..IIII'I.'- ) ]
CORRECTED BALANCES. v o o « .« « oo o+ » e . s e e
::i:::::::: ' ——

Hi

“e



14.

16. " On February 28, 1970, the check stub and Cash account balauces of the W, E. B,
Dubois Co. werc as shoun in t'w Skeleton statement. The statement from his
ban: included cancelled chects. and a cresit nemorandum for $250 which was
coliacted from Zeisel Cu, ui 1ts non-interest-bearing note. The statement
also showed a SO cent fec which the banl retalng for acting as agent and the
depoait balance siready entered below, 1t further show.l a correction of
the Feb, 25 deposit and vetwrned the N. 5, ¥, cleck of customer ¥,Y, Flurch
for $30 which we had included.in it '

In compaving the cancelled ciwcho to the check atubs, the following checks
were found not to have clear -l :
Check #50, stil]l cuilstanding from December 30, $ 8.55
Checks 99, 103; 104 and 105, recently issued, 3,300.00

A counter check for 5100 wns also discovered. Mr. Dubois had written it

for personal use, but had not remerbered 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 thne books, as well as on the stub, as $}.014 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 $297, vhich 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 NEEDS3D to produce a reconciliation.
Assume it to be in adjusting the BANK balance.
Invert a reasonable, NEW item (not "another ... some-
t.hing 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 Feb1 uary 28,

A.
‘Balance per books $ ""46'4._'56 ‘ Bank S.atement Falance - ' '2',9'65"._?1‘
- Add: Adds
- i3 — $
Tohal $ Total - 2 S
Deducts ‘Deduct s
. s | 3
Adjusted balance 8 » Adjusted balance J

B

ERIC .

Aruitoxt provided by Eic:




15.

C., o B - .
' : B

30

Look ﬁack to frame 9 (p;*ﬁ). 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.

r- 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 chort problem on the next Page. o

R




16 : . S
17. The December 31, 1365, bank statement of the Excell Company showed a bank
balance of $5,540.50. The check book halance 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 s charge for a customer's check rbturned because
of insufficient funds.
(4) A credit memorandum enclosed with the bank statement
indicated that the bank had collected a $100 note for
the Excell 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,,50.

l. You are to prepare a bank reconciliation for the Excell 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.

g | Explain the nature of this item fully and carefully in a foothote.

EXCELL COMPANY
Bank Reﬁpnciliation, December 31, 1965

Balance per Books ’ $4,814.65 Bank Statement Balance $5,540.50
Add: Add: '

Total , $ Total - $ ~

Deduct: Deduct:

‘Adjusted balance $ Adjusted balance 85 -

Footnote:

ji‘? bl




The remaining pages are copy for the ANSWER SUPPLEMENT to Reconci-
1ing 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-gize

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-hand
pages. Tu:n a page affer 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.

ANSWER 8.
30 Accouv. £5 Recelvanfe. - 1 1R0t00
Bank senvice chanrges : oo
H, Ajax, Drawing . I 500 -
— Cash. K _ _ ‘ Tl

To_necond bank changes and H Afax

withdrawal. To create recedlvable fo

- neplace N.S.F. check.




ANSWER 4.

FIRST, answer frame 5;

On the BANK bo;‘:ks

On the Co. books
WRONG WRONG
: omission' amt. omission ant.
a (given)., . ¥
bl L] e L ] L] * /
c. - e L) * S——— -—l ——— ——
d. 3 . [ L] * : J

Y

then check it on the next right-hand page.

ANSHER 9. s 8
A S N . S r—tm Y
One compound 30| Cash ‘ 57 {00
entry is most nucw,anzeam Expanse (o. Collection Expense) 1190 \
efficient. Accounts Rec.e,wao& 16 100
‘ b HNotes Recelvabdle : 50 {9¢
. Interest Exracd (on Interest Income) 2109
Accounts Payable 22 {00
\ : I To adjust Ca,sh batance rer bank neconc,wcaaon
However, any other . 3d Cash - ob| 02 |
~ equivalent combina- © Accnunts Payable ) 22] 0
. tion is equally — To cavcef recond Hecording of choebl : i
_ ectrrect. e. g Lo Colding. ~
- 30 Cash_ c H _ 5y ool
- -ouiA'nan?auonuk EXJ:&HAZ — i - 1o -
Tutonost Fanned L PSI - _'_“0
) e ~_Notes Roouvab?.u : Ml b G106
= Cn?!actmn cu( note and‘wvte}z.e,é.t zu»s ‘ ‘
) ‘ bLa'A fee. L — N S s
e 7o ____M_Amm Receivable * ‘ ’ ' : '
MC . . . Jn - . 2 | IR CM’I 2 . . ‘ o »
=i N S. F. chec-h.-aﬁ R.E. Lee-/ MR A S




ANSWER 5.
Balance as shown by ~ | Balance as shown on
the cash account $xxxxx | the Bank Statement $XXXXX
Plus [ . e bc cd o. . . 0‘ $xxx . P‘US l . e . . . , $xxx
.....z..........J xx + XXX cesecrasenas XX +__ XXX
o SxXXXX $XXXXX
MinUs ,.cceeenncecnsnansg 9 xx Minus ;..c00ens ceeeeeeq SXXX
[ : ST
X e o 6 o o o . XXX - XXX .« o . XXX - XXX
Corrected Cash Acct. Balance $xxxxx | Corrected Bank Statement Balance $xxxxx
— >
9
\ ' . ' Type of item

ANSWER 10-1. . . 4 @ C b

2...4 3 (&) »

3---‘A B/




ANSWER 6, A jax Company

Bank Recqnciliation Statement
June 30, 1970

Balance per bank

------------------------------------------ $72.00
Add: o : T
F S - (43
: TOTAR-w - e e o oo o Sl s (5102.00).
. Deduct: . _
D (6 22.00)
Adjusted bafance per banke---- R Lk T DS ss 80.002
Balance per check 8tubS=m---cccmamcoa oo ... $96,00
Add: A
A -0-
7
. Deduct: ' @ 96'00')
: A B, £ 16.00
Ad justed balance per check Stubg==--=-==e-e L DL TP (S §0.00)

It's OUR correct
cash to which we
reconcile.

o ANSWER‘m..a,Q\) B C D

EEEE: -

6.4 B @



ANSWER 7,

2 deposit in transit. z ."N. S. F. check" é certified check

“

11

! ANSWER 11,

v e | «esrecelpt 0f dividends on stock investments....

\




Frame 8 should be based on the analysls below,

The sywbols 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?

. externs) (Circle a, by of &) . _

DATE—% G)t s & CLETOFXR.: ‘ b.)lt 19 & SUTTLIXY, @l: fs dasling vith tts owmer.
fquation summary: ) ' -

.(J) P interfial CHANGE in Aw$ é, 00 @ ) TEMF, w $ { 00 i C;

‘ ~  CHANGE ln P o

CHANGE in L=§. ——— g o PERM, = $.5, OO C;‘>

(circle appropriate change
Schedule of é L P change(s) schedute of A L [P) change(s)
Accowits Recedvable $s10.- ;{oanl\, Sexv.ice Chasaes $1.00
Cash  16.- 8E {, Afax, Drawing 5.00 &2
Schedule of A L P change: - $ :

o 1f you recognize an error in your journal entry, correct it before you
“continue. (Remember, the only correct reason for any debit or credit is that it
follows & rule for changing assets or one for changing equities. ¥*) Now,

* check your corrected entry on the nhext pages’

*liabilities AND proprietorship

- { 12
NOW TURN THIS BOOKLET end for end (so

you can read this). ——

-

*Aem oues a3 Uy ‘sZed puey
=Jygta ay3 uo pasu nok s:zansue 3yl pull o3 anuuuo:)

+3yS1x anok 3@ ofed éq:; uo 8x® g1 103 SHIAMSNY 35213 9‘41.' |

v




2L,

14, A, IL BALANCE

BALANCE
PER BOOKS PER BANK
|
ADD DEDUCT ADD i DEDUCT
Cash BALANCE reported on each »
record. _ _ 67.00 76.00
'1 o 4{ ® o o o $ 7.50
2. 4 . e +3.00
3 Y o L] L[] - [ ] L] 3,.50
4 o g1 ° o o » e o q o -$,0.00
5 . 1 ¢« o o o * 4 . od o o No e‘.éde‘u
B. . $67.00  $42.00 $86.00 $ 0

. [ ] L 6’.00

($778.00 - $42.00)

| g."'.................61.00
T @;:H&e.-eﬂ | -

-4

—486.00




13

ANSWER!'12-1. ]

G

2

.1 2 3 @ NE
|
19
t
[} " 3
' "1
. BALANCE BALANCE
PER BOOKS PER IBANK
t _an | DEwcr || ADD {_DEDUCT
S N - ‘ » B .
ANSWER 13-10 e » --‘1 o ] LI . . e o jo o e o e j0® e v e 20 Zo‘
11. ob'-looo e o fo o s @ o o u.oo'o 6000
. ' \
12. 0. . ouu « o ¢+ B S T .9 00




14

ANSWER 12«4.1 2 4 NE

(If 3 and 4 were both circled, what error would you not be able to detect?)

5.1 2 3 4@_
6.1 2 (3) .4

To put back the extra $110.70
we had credited to Cas‘h.

20
T BALANCE " BALANCE
__PER_BOOKS PFR_BANK
. ADD, | pevier aso | nenner
“ANswer 13-13f. . . .. . 6150
\ -
l f
'. .0
! . 15‘10,'0 o s o g » "42 80 . - ' ’




A}

Bank deducted $46 "

_ ﬁ"_ " ™BALANCE BALANCE ]
1 PER BOOKS -— - PER BANK :
ADD DEDICT ADD DIDUCT
e — gty
ANSWERI13-16] . . . . . { . . izf04
l7ﬂ- . e s sfe o o of o . ’4 . r
correct - 32 '
Add!back $14. _
o . . O . ]
18 e e 8 e .O e ® a . ev s ‘s te of @ 050 -
1
I .

- ANSWER 127 1

2 3 4

21




16

BALANCE BALANCE
PER BOOKS _ PER BANK

; ADT DEDUCT ADD NEDLCT
. (VU I

ANSWER 13-0-- . L < LI ] e . o * 04 50

L28 )=

22

: ' : |
BALANCE . BALANCE _
PER_BOOKS , PER BANK el
\ ADD. E pEDUCT || - ADD DEDUCT "T%

ANSWER 1319 . 27100

. . 79Y50

cLosfoo] 1dso




17

BALANCE ‘ BALANCE
PEK BOOKS PER BANK

ADD DEDUCT . ADD ~ DEDUCT

ANSWER ls:‘A e o 8 e ef o o o o] oAfe -. . . o. 3 ] !55 -

6 o e 70 -
| 23
. ___/j. I .
BALANCE - T BALANCE /
. _ PER BOOKS - PER BANK
\ o ADD DEDUCT . ADD - DEDUCT

ANSWER 13-22-. e a'. a- a'_-c o:. ° q ¢ e o . c'.w o~9. 00

23

‘31150440

3]  again, and OPEN THE FOLDED PAGES.
% " The answers are 1nslde(page 24)--right-hand
! . .

pages . i i ?é,%

Do » o N > o e s e o




Y
18
- ! 3
{ Y -/
./ . . .
BALANCE 1 BALANCE o
PER POOKS PER 2ANK
- e P . 2

, ~_ADD DEDUCT i ADD DIDUCT

L4 ‘o ‘98 —

, 9 | N B .; . _'NC'.“ZﬁzﬁgF/t: | ___




24,

: : PER BOOKS PER_BANK
ADD DEDUCT ADD DEDUCT

Cash BALANCE reported on each :
record. _ 67.00 ' : 76.06
| » . - i' o qt e o o o o $ 7.50
2 L4 L . . * o . LA 3.00

3nl.n.._-u37'50

a.dololtloOll"."v$'0.00

| A A | Noe‘“eot.

. $67.00  $42.00 $86.00 $0

c. 61.00 -
($T26.00 - 342. 00) = $86.00

I

$'] ($se - 61)




ANS .

.. Bank includes reimbursement check for

25
16 a.

BALANCE ‘BARANCE
PER_BOOKS ‘ - PER _BANK

ADD DEDUCT ADD DEDUCT

-
&

Cash BALANCE reported on each record 1%614.50 ' $1,000.00

.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........ No pgfect

Bank records our $90 deposit as $S on ,
its statement..... Ceceescesetettansanas X §1.00

¢l

Petty Cash, $8. Bookkeeper is found
to have recorded the following for th|s
transaction:
Dr. Miscellancous Exp. 3.20
Dr. Sales HKeturns 3.00
Dr. Telephone & Tele-
graph 1.80
Cr. Petty Cash -+ 8.00... 8.00

The bank omits our last deposit of 60
dollars. It was in trans:t when their .
statement was prepared...ceeceescees oo : 60.00.1 -

Outstanding checks, exclusive of thosc
certified, total $440. .. .. vvieevrnnnn. : 440.00

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.HH) e eeeeineiinineennnnnnnses ] i

SPSIRIOES PSPPI SITUIUIY FIOY ORIV R

AN N 2

-t ws en it ma s ts Oy

SUBLOtalSy .. ivveenss Ceveeenab$709.00 $6.00 | |$1141.00 {_$440.00 |

LESS.............;.;.;....,\.. £.00 . 449.00

CORRECTED BALANCES ......... ceeses. §701.081 ... e $701.060

#i

Possible missing {tems:
1. 94.50 coflection by bank on our beha£5
2. Cash sales of  $989.50 " , OR OTHER numbens
reconded as _§95.00 : - with same difference
understated du. $ 94,50 - ’

3. 94.50 check to a suppiier had been neconded IWLCQ
4. Omitted neconding of 94.59 deposif.
5. 47.50 collection neconded as a@ payment.




