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Case Study Facts:
The purpose of this case study is to walk through the accounting treatment of various transactions undertaken by a newly formed corporation, 123456 Canada Ltd., in its initial weeks of operation.  A schedule of “T-Accounts” will be used as the General Ledger for the shelf company to record the various transactions.

On July 1, 2014, XYZ LLP incorporated a numbered company for Mr. Smith.  Mr. Smith intends to use the numbered company to start-up a gardening and lawn care business.  

Our accounting analysis of this company will start immediately following the transfer of the incorporator’s share” (originally in the name of Mr. Solicitor, one of the partners in XYZ LLP) to the client.  Mr. Solicitor originally paid $1.00 for one common share, representing the original capital contribution to the company by the Mr. Solicitor.  The following entry was made in the books of the new company following the share subscription by Mr. Solicitor:

	
	
	$
Debit
	
	$
Credit

	
	Cash
	1.00
	
	

	
	
Share Capital
	
	
	1.00

	
	To record cash subscription by shareholder
	
	
	



On July 1, Mr. Smith paid Mr. Solicitor $1.00 as consideration for the transfer of the subscriber’s share to him.  As this was a transaction occurring between Mr. Solicitor and Mr. Smith, the transaction did not impact on the financial position of the company, and as such no accounting entry was made in the books of the company to record the transfer of the one issued share in the company from Mr. Solicitor to Mr. Smith.
Following the share transfer, the following transactions were undertaken during the month of July, 2014:

- the corporation borrowed $5,000 from the bank to finance the start-up of the company’s lawn care business.  The $5,000 loan proceeds were deposited into the bank account of the company
- the corporation paid $1,000 cash to buy lawn mowing equipment (capital equipment) and $500 cash to buy fertilizer (inventory)

- the company paid $100 in respect of gasoline and oil expenses consumed in rendering lawn care services.

- the company performed lawn care services for various clients and rendered invoices to customers totalling $1,400 (payable in 30 days from the date of invoice)

- the company received payment from customers on accounts receivable in the amount of $200

- the company received an invoice from XYZ LLP in the amount of $1,000 for legal services rendered in respect of the incorporation of the company.

- the company wrote off a portion ($20) of the lawn mowing equipment as depreciation
- the company had to file its first income tax return and pay $49 of income taxes to the Canada Revenue Agency
- the company paid Mr. Smith a dividend of $200.00
123456 CANADA LTD.

Balance Sheet

July 1, 2014
	
	$
	
	
	$

	ASSETS
	
	
	LIABILITIES
	0

	Cash
	1
	
	SHAREHOLDER EQUITY
Share capital:
	

	
	
	
	  Authorized:
	

	
	
	
	    10,000 common shares, npv
	

	
	
	
	  Issued:  1 common share
	1

	
	1
	
	
	1

	
	
	


123456 CANADA LTD.

SCHEDULE OF ACCOUNTS

	
	
	

	ASSETS (Normally Debit)
	
	LIABILITIES (Normally Credit)

	Cash
	
	Accounts Payable

	Accounts Receivable
	
	Bank Loan 

	Inventory
	
	Income Taxes Payable

	Equipment
	
	

	Accum. Depreciation (normally cr)
	
	S/H EQUITY (Normally Credit)

	
	
	Share Capital

	
	
	Retained Earnings

	
	
	Revenue

	
	
	Depreciation Expense

	
	
	Supplies Expense

	
	
	Legal Expenses

	
	
	Income Tax Expense

	
	
	Dividends


General Journal Entries - July 1 - July 31, 2014
	
	
	$
Debit
	
	$
Credit

	1
	Cash
	5,000
	
	

	
	
Bank Loan
	
	
	5,000

	
	To record borrowing of funds from the bank.
	
	
	

	2
	Equipment - Lawn Mowing
	1,000
	
	

	
	Inventory - Fertiliser
	500
	
	

	
	
Cash
	
	
	1,500

	
	To record purchase of equipment and fertilizer inventory.
	
	
	

	3
	Supplies:  Gasoline and oil
	100
	
	

	
	
Cash
	
	
	100

	
	To record gasoline and oil expense.
	
	
	

	4
	Account receivable
	1,400
	
	

	
	
Revenue
	
	
	1,400

	
	To record unpaid revenue
	
	
	

	5
	Cash
	200
	
	

	
	
Accounts receivable
	
	
	200

	
	To record partial payment of account receivable
	
	
	

	6
	Legal expenses
	1,000
	
	

	
	
Accounts payable
	
	
	1,000

	
	To record invoice from XYZ LLP
	
	
	

	7
	Depreciation expense
	20
	
	

	
	
Accumulated Depreciationn
	
	
	20

	
	To record depreciation for the period.
	
	
	


	8
	Income tax expense
	62
	
	

	
	
Income taxes payable
	
	
	62

	
	To record estimated taxes payable
	
	
	


	9
	Dividends
	200
	
	

	
	
Cash
	
	
	200

	
	To record dividends paid on Common Share
	
	
	


GENERAL LEDGER (July 1 – July 31, 2014)
	Cash
	
	Equipment
	
	Accum. Depreciation

	Debit
	Credit
	
	Debit
	Credit
	
	Debit
	Credit

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


	Inventory
	
	Account Receivable
	
	Account Payable

	Debit
	Credit
	
	Debit
	Credit
	
	Debit
	Credit

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


	Bank Loan
	
	Income Taxes Payable
	
	Share Capital

	Debit
	Credit
	
	Debit
	Credit
	
	Debit
	Credit

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


	Revenue
	
	Depreciation
	
	Supplies

	Debit
	Credit
	
	Debit
	Credit
	
	Debit
	Credit

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


	Legal Expenses
	
	Income Tax Expense
	
	Dividends

	Debit
	Credit
	
	Debit
	Credit
	
	Debit
	Credit

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


General Ledger (July 1 - July 31, 2014)
	Cash
	
	Equipment
	
	Accum. Depreciation

	Debit
	Credit
	
	Debit
	Credit
	
	Debit
	Credit

	1a
	
	
	1,0002
	
	
	
	207

	5,0001
	
	
	
	
	
	
	

	
	1,5002
	
	
	
	
	
	

	
	1003
	
	
	
	
	
	

	2005
	2009
	
	
	
	
	
	

	3,401
	
	
	
	
	
	
	


	Inventory
	
	Account Receivable
	
	Account Payable

	Debit
	Credit
	
	Debit
	Credit
	
	Debit
	Credit

	5002
	
	
	1,4004
	
	
	
	1,0006

	
	
	
	
	2005
	
	
	

	
	
	
	1,200
	
	
	
	


	Bank Loan
	
	Income Taxes Payable
	
	Share Capital

	Debit
	Credit
	
	Debit
	Credit
	
	Debit
	Credit

	
	5,0001
	
	
	498
	
	
	1a

	
	
	
	
	
	
	
	


	Revenue
	
	Depreciation
	
	Supplies

	Debit
	Credit
	
	Debit
	Credit
	
	Debit
	Credit

	
	1,4004
	
	207
	
	
	1003
	

	
	
	
	
	
	
	
	


	Legal Expenses
	
	Income Tax Expense
	
	Dividends

	Debit
	Credit
	
	Debit
	Credit
	
	Debit
	Credit

	1,0006
	
	
	498
	
	
	2009
	

	
	
	
	
	
	
	
	


123456 Canada LTD.

Balance Sheet

July 31, 2014
	
	$
	
	
	$

	  CURRENT ASSETS
	
	
	LIABILITIES
	

	  Cash
	3,401
	
	Account payable
	1,000

	  Inventory
	500
	
	Income taxes payable
	49

	  Account receivable
	1,200
	
	Bank loan
	5,000

	
	5,101
	
	
	6,049

	
	
	
	SHAREHOLDER EQUITY
Share capital
	

	  Capital Equipment
	1,000
	
	  Authorized:
	

	  Accum. Depreciation
	(20)
	
	    10,000 common shares, npv
	

	
	980
	
	  Issued:  1 common share
	1

	
	
	
	Retained Earnings
	31

	
	
	
	
	32

	
  TOTAL ASSETS
	
6,081
	
	TOTAL LIABILITIES & SHAREHOLDERS’ EQUITY
	
6,081

	
	
	


123456 CANADA LTD.

Income Statement

For the period July 1, 2014 to July 31, 2014
	
	$

	Revenue
	1,400

	
	

	Expenses
	

	  Depreciation
	20

	  Legal
	1,000

	  Supplies
	100

	
	1,120

	Net Income Before Taxes
	280

	Income taxes
	49

	Net Income After Taxes
	231

	Retained earnings, beginning
	0

	Dividends
	(200)

	Retained earnings, ending (**Transferred to Balance Sheet)
	31
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