Accounting 501

CLASS EXERCISE

Blaze Corporation started business on January 2, 1998.  The company engaged in the following transactions during 1998:

1.
On January 2, the owners invested $900,000 cash in the business and received shares of stock indicating their ownership interests in return.

2.
Blaze leased a building in which to operate.  The company signed a 3-year lease for the building, with annual rental payments of $30,000.  The full rent for all 3 years was paid at the time the lease was signed.

3.
On January 3, the company purchased equipment for $500,000, paying $100,000 down and agreeing to pay the remainder in one year, with 10 percent interest.  The equipment was expected to be useful for 8 years and have no residual value.

4.
During 1998, Blaze purchased $450,000 of goods to resell to customers.  All of the purchases were paid for by the end of the year except $30,000 was still owed for the last purchase of the year.  All of the goods were resold during 1998 with the exception of $50,000 of goods remaining on hand at the end of the period and expected to be sold next year.

5.
Blaze’s total sales revenue from reselling the goods it had purchased was $732,000 for 1998.  All of the sales revenue was collected in cash except for $14,000 still owed to Blaze by customers at the end of 1998.

6.
Additional costs incurred by Blaze during 1998  were as follows:

Utilities (all paid during 1998)


$  25,000

Wages (including $2,000 owed at year-end)

  115,000 

Miscellaneous (all paid during 1998)

    31,000

7.
Blaze’s board of directors voted to distribute earnings (pay a dividend) to the owners in the amount of $5,000.  The dividend was paid on December 15, 1998.

Prepare an income statement for 1998 and a balance sheet at the end of 1998 for Blaze Corporation.

