
JUMP START PROGRAM
Jump Start: Accounting
September 18, 2013

Have patience. All things are difficult before 
they become easy.

    --Saadi

Our Time Together
Foster MBA – Accounting Jump Start  

2013 Syllabus 
 
 

Coach: Frank Hodge 
 
 
Website:  http://faculty.washington.edu/fhodge/ 

*Contact information and course materials for Jump Start are located here. I’ll 
switch over to using Canvas, the Foster School’s course management 
system, when fall quarter starts. 
 

 
Class time:  Wednesday (9/18) 9:00 – 12:00  Shansby Auditorium  

Thursday (9/19) 9:00 – 12:00  Shansby Auditorium  
Friday (9/20)  9:00 – 12:00  Shansby Auditorium  

 
 
Objective: The objective of Jump Start is to help those of you with little accounting 

knowledge gain an understanding of the important role accounting plays in 
society, and to gain confidence recording economic transactions and creating 
financial statements. 
 

 
Readings: In Jump Start I will briefly touch on the topics covered in the first five chapters 

of your text. Reading the first five chapters before, during, or shortly after 
Jump Start will help solidify the critical foundation you need to fully 
understand and appreciate accounting and its role in society. In addition, 
reading the first five chapters of the text before the fall quarter starts will 
greatly reduce the feeling of being overwhelmed you are likely to encounter 
during the first two weeks of the quarter.  

 
 
In Class: You will learn by doing. Jump Start classes will be interactive and filled with 

problem-solving exercises. I do not believe in passive learning. Please come 
ready to actively participate in class and have some fun. 

Our Time Together
Topics and Assignments 

 
 
Wednesday (9/18) 
 

Topics:  Introduction to Connect 
  Painting the big picture: Accounting in society 

Introduction to the four financial statements 
Introduction to the accounts found on each statement  
Introduction to recording economic transactions 
 

 
 
 
Thursday (9/19) 
 

Topics:  Practice recording economic transactions 
Practice creating balance sheets 
Practice creating income statements 

 
 
 
Friday (9/20) 
 

Topics:  Introduction to creating cash flow statements  
  Review of how everything fits together 

Practice exam 



• Jump Start website

• Canvas

• Connect

Tools

Accounting Knowledge

See a sample reprint in PDF format. Order a reprint of this article now
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Apple's influence on the economy and culture rivals
some of the most powerful companies in U.S. history.
Founder Steve Jobs is pictured above.

By E.S. BROWNING, STEVEN RUSSOLILLO and JESSICA E. VASCELLARO

Apple Inc. surpassed Microsoft Corp. Monday as the largest U.S. company ever, measured by stock-market
value.

Apple hit the new milestone—$623.52 billion—at a time when its influence on the economy, on the stock market
and on popular culture rivals that of some of the most powerful companies in U.S. history: General Motors Co.,
whose Corvette and Impala typified a confident postwar manufacturing giant; Microsoft, whose technology
heralded the arrival of the personal computer and the early Internet age; and International Business Machines
Corp., whose buttoned-down rigor inspired rivals to reach for greatness.

"It is one of those iconic companies," says Richard Sylla, professor of financial history at New York University's
Stern School of Business. "When I think about these companies, their products were used by all kinds of people
and their leaders were considered geniuses."

Apple's stock-market valuation at Monday's close of business
was greater, in nominal terms, although not in inflation-
adjusted terms, than Microsoft's closing high of $616.34 billion
in December 1999. It left Apple's value more than $200 billion
ahead of that of its nearest U.S. rival, Exxon Mobil, which stood
at $405.97 billion, according to FactSet. That gap is almost as
large as the market value of IBM.

Apple surpassed Exxon a year ago as the current leader in
market value but was still well short of Microsoft's record. In
the months that followed, it quickly lengthened its lead over
Exxon, like a corporate Usain Bolt.

Apple's stock-market surge has come despite the death in
October of its co-founder and creative genius Steve Jobs,
despite investor disappointment about its most recent quarterly
sales and profit gains and despite the company's failure to
introduce a major new product line since the iPad, announced
in early 2010.

Still, Apple remains the company whose approach to technology
and design has become a standard for others, a development
driven home by Apple's lawsuits accusing one of its biggest
rivals, Samsung Electronics Co., of stealing its designs and
features. Samsung has denied that and made similar
accusations against Apple.

Dow Jones Reprints: This copy is for your personal, non-commercial use only. To order presentation-ready copies for distribution to your colleagues, clients or
customers, use the Order Reprints tool at the bottom of any article or visit www.djreprints.com

Apple Now Biggest-Ever U.S. Company

Apple Now Biggest-Ever U.S. Company - WSJ.com http://online.wsj.com/article/SB1000087239639044385580457...
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What is 

ACCOUNTING?

ACCOUNTING

Identifying, recording, reporting 

and analyzing economic 

transactions to provide useful 

information so that interested 

parties can make informed 

decisions.



• Financial accounting

• Managerial accounting
- Budgeting

• Tax accounting

• Not-for-profit accounting

Foundation

Types of Accounting

Ownership Structures
• Sole proprietorships

• Partnerships

➡ Corporations

Corporations

Internal External

Information



…It seems to me fundamentally important to 
recognize that the accounts of a modern business 
are not entirely statements of fact, but are, to a large 
extent, expressions of opinion based partly on 
accounting convention, partly on assumptions, 
explicit and implicit, and partly on judgment.

     --George May

Science or Art...

My Model of Accounting

• CPA

• AICPA

• Big 4

• SOX

• IFRS

• Dr. and Cr.

Acronyms



Speaking the Lingo...

Balance 
Sheet

A = L + OE

Balance 
Sheet

A = L + OE

Point in time

--12/31/11-- --12/31/12--

Footnotes to the financial statements

Cash flow statement
in cash

Income statement
R - E = NI

Owners’ equity 
statement

in OE

The Financial Statements

Point in timePeriod
of time

Balance 
Sheet

A = L + OE

As of 12/31/12

Balance Sheet



Balance Sheet
--Assets--

• Asset recognition criteria
- Ownership
- Future economic benefits > costs
- Benefits can be measured

! Value of assets on the balance sheet is a LOWER bound

! Some assets do not meet the above criteria and are 
therefore not recognized
 

Balance Sheet
--Assets--

• Order of presentation

- Current assets

✓ Assets that will benefit the firm over the next year or its 
operating cycle, whichever is longer.

✓ Listed in order of liquidity

- Non-current or long-term assets

Balance Sheet
--Liabilities--

• Liability recognition criteria
- An obligation exists
- Amount and timing of obligation can be measured



Balance Sheet
--Liabilities--

• Order of presentation

- Current liabilities

✓ Liabilities that a firm expects to satisfy with current assets (i.e., 
typically within one year)

- Non-current or long-term liabilities

✓ Long-term liabilities are typically reported at their “present 
value”

Classified Balance Sheet
--Shareholders’ Equity--

• Remember...
 

 Owners’ Equity = Asset – Liabilities

• Terms you might encounter:
- Worth
- Net worth or net assets
- Equity
- Shareholders’ equity
- Owners’ equity
- Book value

They all mean 
the same thing

Classified Balance Sheet
--Shareholders’ Equity--

• Order of presentation

- Stock (contributed capital)

- Retained earnings (earned capital)

✓ Beginning balance + net income - dividends = ending balance

- Other (if any...typically minor)
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-K
È ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF

1934
For the fiscal year ended December 31, 2012

or
‘ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT

OF 1934
For the transition period from to

Commission File Number: 1-32731

CHIPOTLE MEXICAN GRILL, INC.
(Exact name of registrant as specified in its charter)

Delaware 84-1219301
(State or other jurisdiction of

incorporation or organization)
(IRS Employer

Identification No.)

1401 Wynkoop Street, Suite 500 Denver, CO 80202
(Address of Principal Executive Offices) (Zip Code)

Registrant’s telephone number, including area code: (303) 595-4000
Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered

Common stock, par value $0.01 per share New York Stock Exchange
Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. Yes È No ‘

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yes ‘ No È

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to
file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes È No ‘

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this
chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit and post such
files). È Yes ‘ No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this
chapter) is not contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. ‘

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a
smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer,” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act (check one):
È Large accelerated filer ‘ Accelerated filer ‘ Non-accelerated filer

(do not check if a
smaller reporting

company)

‘ Smaller reporting company

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the
Act). Yes ‘ No È

As of June 29, 2012, the aggregate market value of the registrant’s outstanding common equity held by non-affiliates was
$6.01 billion, based on the closing price of the registrant’s common stock on such date, the last trading day of the registrant’s
most recently completed second fiscal quarter. For purposes of this calculation, shares of common stock held by each
executive officer and director and by holders of more than 5% of the outstanding common stock have been excluded since
those persons may under certain circumstances be deemed to be affiliates. This determination of affiliate status is not
necessarily a conclusive determination for other purposes.

As of February 1, 2013, there were 31,031,972 shares of the registrant’s common stock, par value of $0.01 per share
outstanding.

DOCUMENTS INCORPORATED BY REFERENCE
Part III incorporates certain information by reference from the registrant’s definitive proxy statement for the 2013 annual

meeting of shareholders, which will be filed no later than 120 days after the close of the registrant’s fiscal year ended
December 31, 2012.
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CHIPOTLE MEXICAN GRILL, INC.

CONSOLIDATED BALANCE SHEET
(in thousands, except per share data)

December 31
2012 2011

Assets
Current assets:

Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 322,553 $ 401,243
Accounts receivable, net of allowance for doubtful accounts of $1,187

and $208 as of December 31, 2012 and 2011, respectively . . . . . . . . . . . 16,800 8,389
Inventory . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,096 8,913
Current deferred tax asset . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,862 6,238
Prepaid expenses and other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . 27,378 21,404
Income tax receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,612 —
Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 150,306 55,005

Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 546,607 501,192
Leasehold improvements, property and equipment, net . . . . . . . . . . . . . . . . . . . 866,703 751,951
Long term investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 190,868 128,241
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42,550 21,985
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21,939 21,939

Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,668,667 $ 1,425,308

Liabilities and shareholders’ equity
Current liabilities:

Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 58,700 $ 46,382
Accrued payroll and benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 71,731 60,241
Accrued liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56,278 46,456
Current portion of deemed landlord financing . . . . . . . . . . . . . . . . . . . . . . . 143 133
Income tax payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 4,241

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 186,852 157,453
Deferred rent . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 167,057 143,284
Deemed landlord financing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,386 3,529
Deferred income tax liability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48,947 64,381
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16,499 12,435

Total liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 422,741 381,082

Shareholders’ equity:
Preferred stock, $0.01 par value, 600,000 shares authorized, no shares

issued as of December 31, 2012 and 2011 . . . . . . . . . . . . . . . . . . . . . . . . — —
Common stock $0.01 par value, 230,000 shares authorized, and 34,912

and 34,357 shares issued as of December 31, 2012 and 2011,
respectively . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 349 344

Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 816,612 676,652
Treasury stock, at cost, 3,819 and 3,105 common shares at December 31,

2012 and 2011, respectively . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (521,518) (304,426)
Accumulated other comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . 1,024 197
Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 949,459 671,459

Total shareholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,245,926 1,044,226

Total liabilities and shareholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,668,667 $ 1,425,308

See accompanying notes to consolidated financial statements.
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CHIPOTLE MEXICAN GRILL, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(dollar and share amounts in thousands, unless otherwise specified)

1. Description of Business and Summary of Significant Accounting Policies

Chipotle Mexican Grill, Inc. (the “Company”), a Delaware corporation, develops and operates fast-casual,
fresh Mexican food restaurants throughout the United States. The Company also has five restaurants in Canada,
five in London, England, and one in Paris, France. Further, the Company operates one ShopHouse Southeast
Asian Kitchen, serving fast-casual, Asian inspired cuisine. The Company manages its operations based on six
regions and has aggregated its operations to one reportable segment.

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its subsidiaries. All
intercompany balances and transactions have been eliminated.

Management Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities as of the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Actual results could differ from those estimates
under different assumptions or conditions.

Revenue Recognition

Revenue from restaurant sales is recognized when food and beverage products are sold. The Company
reports revenue net of sales and use taxes collected from customers and remitted to governmental taxing
authorities.

The Company sells gift cards which do not have an expiration date and it does not deduct non-usage fees
from outstanding gift card balances. The Company recognizes revenue from gift cards when: (i) the gift card is
redeemed by the customer; or (ii) the Company determines the likelihood of the gift card being redeemed by the
customer is remote (gift card breakage) and there is not a legal obligation to remit the unredeemed gift cards to
the relevant jurisdiction. The determination of the gift card breakage rate is based upon Company-specific
historical redemption patterns. During the fourth quarter of 2012, the Company revised its estimated breakage
rate from 5% to 4% of gift card sales. Gift card breakage is recognized in revenue as the gift cards are used on a
pro rata basis over a six month period beginning at the date of the gift card sale. Gift card breakage is included in
revenue in the consolidated statement of income and comprehensive income. Breakage recognized during the
years ended December 31, 2012, 2011 and 2010 was $2,070, $1,524 and $1,188, respectively.

Cash and Cash Equivalents

The Company considers all highly liquid investment instruments purchased with an initial maturity of three
months or less to be cash equivalents.

Accounts Receivable

Accounts receivable primarily consists of tenant improvement receivables, payroll-related tax receivables,
receivables from third party gift card distributors, vendor rebates, and receivables arising from the normal course
of business. The allowance for doubtful accounts is the Company’s best estimate of the amount of probable credit
losses in the Company’s existing accounts receivable based on a specific review of account balances. Account
balances are charged off against the allowance after all means of collection have been exhausted and the potential
for recoverability is considered remote.
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CHIPOTLE MEXICAN GRILL, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(dollar and share amounts in thousands, unless otherwise specified)

1. Description of Business and Summary of Significant Accounting Policies

Chipotle Mexican Grill, Inc. (the “Company”), a Delaware corporation, develops and operates fast-casual,
fresh Mexican food restaurants throughout the United States. The Company also has five restaurants in Canada,
five in London, England, and one in Paris, France. Further, the Company operates one ShopHouse Southeast
Asian Kitchen, serving fast-casual, Asian inspired cuisine. The Company manages its operations based on six
regions and has aggregated its operations to one reportable segment.

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its subsidiaries. All
intercompany balances and transactions have been eliminated.

Management Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities as of the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Actual results could differ from those estimates
under different assumptions or conditions.

Revenue Recognition

Revenue from restaurant sales is recognized when food and beverage products are sold. The Company
reports revenue net of sales and use taxes collected from customers and remitted to governmental taxing
authorities.

The Company sells gift cards which do not have an expiration date and it does not deduct non-usage fees
from outstanding gift card balances. The Company recognizes revenue from gift cards when: (i) the gift card is
redeemed by the customer; or (ii) the Company determines the likelihood of the gift card being redeemed by the
customer is remote (gift card breakage) and there is not a legal obligation to remit the unredeemed gift cards to
the relevant jurisdiction. The determination of the gift card breakage rate is based upon Company-specific
historical redemption patterns. During the fourth quarter of 2012, the Company revised its estimated breakage
rate from 5% to 4% of gift card sales. Gift card breakage is recognized in revenue as the gift cards are used on a
pro rata basis over a six month period beginning at the date of the gift card sale. Gift card breakage is included in
revenue in the consolidated statement of income and comprehensive income. Breakage recognized during the
years ended December 31, 2012, 2011 and 2010 was $2,070, $1,524 and $1,188, respectively.

Cash and Cash Equivalents

The Company considers all highly liquid investment instruments purchased with an initial maturity of three
months or less to be cash equivalents.

Accounts Receivable

Accounts receivable primarily consists of tenant improvement receivables, payroll-related tax receivables,
receivables from third party gift card distributors, vendor rebates, and receivables arising from the normal course
of business. The allowance for doubtful accounts is the Company’s best estimate of the amount of probable credit
losses in the Company’s existing accounts receivable based on a specific review of account balances. Account
balances are charged off against the allowance after all means of collection have been exhausted and the potential
for recoverability is considered remote.
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Inventory

Inventory, consisting principally of food, beverages, and supplies, is valued at the lower of first-in, first-out
cost or market. Certain key ingredients (beef, pork, chicken, beans, rice, sour cream, cheese, and tortillas) are
purchased from a small number of suppliers.

Investments

The Company’s investments consist of U.S. treasury notes and CDARS, certificates of deposit placed
through an account registry service, with maturities up to approximately two years and classified as held-to-
maturity. Held-to-maturity securities are carried at amortized cost, which the Company has determined
approximates fair value as of December 31, 2012 and 2011. Fair market value of U.S. treasury notes is measured
on a recurring basis based on Level 1 inputs and fair market value of CDARS is measured on a recurring basis
based on Level 2 inputs (level inputs are described below under “Fair Value Measurements”). The Company
recognizes impairment charges on its investments in the consolidated statement of income and comprehensive
income when management believes the decline in the fair value of the investment is other-than-temporary. No
impairment charges were recognized on the Company’s investments for the years ended December 31, 2012,
2011 and 2010.

Leasehold Improvements, Property and Equipment

Leasehold improvements, property and equipment are recorded at cost. Internal costs directly associated
with the acquisition, development and construction of a restaurant are capitalized and were $10,038, $9,616 and
$8,167 for the years ended December 31, 2012, 2011 and 2010, respectively. Expenditures for major renewals
and improvements are capitalized while expenditures for minor replacements, maintenance and repairs are
expensed as incurred. Depreciation is calculated using the straight-line method over the estimated useful lives of
the assets. Leasehold improvements are amortized over the shorter of the lease term, which generally includes
reasonably assured option periods, or the estimated useful lives of the assets. Upon retirement or disposal of
assets, the accounts are relieved of cost and accumulated depreciation and the related gain or loss, if any, is
reflected in loss on disposal of assets in the consolidated statement of income and comprehensive income.

At least annually, the Company evaluates, and adjusts when necessary, the estimated useful lives. The
changes in estimated useful lives did not have a material impact on depreciation in any period. The estimated
useful lives are:

Leasehold improvements and buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3-20 years
Furniture and fixtures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4-10 years
Equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3-7 years

Goodwill

Goodwill represents the excess of cost over fair value of net assets of the business acquired. Goodwill is not
subject to amortization, but instead is tested for impairment at least annually, and the Company is required to
record any necessary impairment adjustments. Impairment is measured as the excess of the carrying value over
the fair value of the goodwill. Based on the Company’s analysis, no impairment charges were recognized on
goodwill for the years ended December 31, 2012, 2011 and 2010.

Other Assets

Other assets consist primarily of restricted cash assets of $24,799 and $15,313 as of December 31, 2012 and
2011, respectively, a rabbi trust as described further in Note 6, transferable liquor licenses which are carried at
the lower of fair value or cost, and a prepaid tax asset related to an intercompany transfer of international
intellectual property. Restricted cash assets are primarily related to insurance related restricted trust assets.

45

A
nnualR

eport

Subsequent Events

The Company evaluated subsequent events and transactions for potential recognition or disclosure in the
consolidated financial statements through the date of issuance.

Recently Issued Accounting Standards

Effective October 1, 2012, the Company adopted Accounting Standards Update (“ASU”) No. 2012-02
“Testing Indefinite-Lived Intangible Assets for Impairment.” ASU 2012-02 simplifies how entities test
indefinite-lived intangible assets for impairment and permits an entity to first assess qualitative factors to
determine whether it is more likely than not that the indefinite-lived intangible asset is impaired. The adoption of
ASU 2012-02 did not have a significant impact on the Company’s consolidated financial position or results of
operations.

Effective January 1, 2012, the Company adopted ASU No. 2011-05, “Presentation of Comprehensive
Income.” The adoption of ASU 2011-05 concerns presentation and disclosure only and did not have an impact on
the Company’s consolidated financial position or results of operations.

Effective January 1, 2012, the Company adopted ASU No. 2011-04, “Amendments to Achieve Common
Fair Value Measurement and Disclosure Requirements in U.S. GAAP and International Financial Reporting
Standards.” The adoption of ASU 2011-04 did not have a significant impact on the Company’s consolidated
financial position or results of operations.

2. Supplemental Financial Information

Leasehold improvements, property and equipment were as follows:

December 31
2012 2011

Land . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 11,062 $ 11,062
Leasehold improvements and buildings . . . . . . . . . . . . . . . . . . . . . . . . . 996,080 849,102
Furniture and fixtures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100,416 89,180
Equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 204,062 172,776

1,311,620 1,122,120
Accumulated depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (444,917) (370,169)

$ 866,703 $ 751,951

Accrued liabilities were as follows:

December 31
2012 2011

Gift card liability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 22,736 $ 18,012
Transaction tax payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,499 12,121
Other accrued expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20,043 16,323

$ 56,278 $ 46,456
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CHIPOTLE MEXICAN GRILL, INC.

CONSOLIDATED BALANCE SHEET
(in thousands, except per share data)

December 31
2012 2011

Assets
Current assets:

Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 322,553 $ 401,243
Accounts receivable, net of allowance for doubtful accounts of $1,187

and $208 as of December 31, 2012 and 2011, respectively . . . . . . . . . . . 16,800 8,389
Inventory . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,096 8,913
Current deferred tax asset . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,862 6,238
Prepaid expenses and other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . 27,378 21,404
Income tax receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,612 —
Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 150,306 55,005

Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 546,607 501,192
Leasehold improvements, property and equipment, net . . . . . . . . . . . . . . . . . . . 866,703 751,951
Long term investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 190,868 128,241
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42,550 21,985
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21,939 21,939

Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,668,667 $ 1,425,308

Liabilities and shareholders’ equity
Current liabilities:

Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 58,700 $ 46,382
Accrued payroll and benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 71,731 60,241
Accrued liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56,278 46,456
Current portion of deemed landlord financing . . . . . . . . . . . . . . . . . . . . . . . 143 133
Income tax payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 4,241

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 186,852 157,453
Deferred rent . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 167,057 143,284
Deemed landlord financing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,386 3,529
Deferred income tax liability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48,947 64,381
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16,499 12,435

Total liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 422,741 381,082

Shareholders’ equity:
Preferred stock, $0.01 par value, 600,000 shares authorized, no shares

issued as of December 31, 2012 and 2011 . . . . . . . . . . . . . . . . . . . . . . . . — —
Common stock $0.01 par value, 230,000 shares authorized, and 34,912

and 34,357 shares issued as of December 31, 2012 and 2011,
respectively . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 349 344

Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 816,612 676,652
Treasury stock, at cost, 3,819 and 3,105 common shares at December 31,

2012 and 2011, respectively . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (521,518) (304,426)
Accumulated other comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . 1,024 197
Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 949,459 671,459

Total shareholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,245,926 1,044,226

Total liabilities and shareholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,668,667 $ 1,425,308

See accompanying notes to consolidated financial statements.
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CHIPOTLE MEXICAN GRILL, INC.

CONSOLIDATED BALANCE SHEET
(in thousands, except per share data)

December 31
2012 2011

Assets
Current assets:

Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 322,553 $ 401,243
Accounts receivable, net of allowance for doubtful accounts of $1,187

and $208 as of December 31, 2012 and 2011, respectively . . . . . . . . . . . 16,800 8,389
Inventory . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,096 8,913
Current deferred tax asset . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,862 6,238
Prepaid expenses and other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . 27,378 21,404
Income tax receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,612 —
Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 150,306 55,005

Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 546,607 501,192
Leasehold improvements, property and equipment, net . . . . . . . . . . . . . . . . . . . 866,703 751,951
Long term investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 190,868 128,241
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42,550 21,985
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21,939 21,939

Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,668,667 $ 1,425,308

Liabilities and shareholders’ equity
Current liabilities:

Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 58,700 $ 46,382
Accrued payroll and benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 71,731 60,241
Accrued liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56,278 46,456
Current portion of deemed landlord financing . . . . . . . . . . . . . . . . . . . . . . . 143 133
Income tax payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 4,241

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 186,852 157,453
Deferred rent . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 167,057 143,284
Deemed landlord financing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,386 3,529
Deferred income tax liability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48,947 64,381
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16,499 12,435

Total liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 422,741 381,082

Shareholders’ equity:
Preferred stock, $0.01 par value, 600,000 shares authorized, no shares

issued as of December 31, 2012 and 2011 . . . . . . . . . . . . . . . . . . . . . . . . — —
Common stock $0.01 par value, 230,000 shares authorized, and 34,912

and 34,357 shares issued as of December 31, 2012 and 2011,
respectively . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 349 344

Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 816,612 676,652
Treasury stock, at cost, 3,819 and 3,105 common shares at December 31,

2012 and 2011, respectively . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (521,518) (304,426)
Accumulated other comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . 1,024 197
Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 949,459 671,459

Total shareholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,245,926 1,044,226

Total liabilities and shareholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,668,667 $ 1,425,308

See accompanying notes to consolidated financial statements.
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CHIPOTLE MEXICAN GRILL, INC.

CONSOLIDATED STATEMENT OF INCOME AND COMPREHENSIVE INCOME
(in thousands, except per share data)

Years ended December 31
2012 2011 2010

Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,731,224 $ 2,269,548 $ 1,835,922

Restaurant operating costs (exclusive of depreciation and
amortization shown separately below):

Food, beverage and packaging . . . . . . . . . . . . . . . . . 891,003 738,720 561,107
Labor . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 641,836 543,119 453,573
Occupancy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 171,435 147,274 128,933
Other operating costs . . . . . . . . . . . . . . . . . . . . . . . . 286,610 251,208 202,904

General and administrative expenses . . . . . . . . . . . . . . . . . . . . 183,409 149,426 118,590
Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . 84,130 74,938 68,921
Pre-opening costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,909 8,495 7,767
Loss on disposal of assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,027 5,806 6,296

Total operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . 2,275,359 1,918,986 1,548,091

Income from operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 455,865 350,562 287,831
Interest and other income (expense), net . . . . . . . . . . . . . . . . . 1,820 (857) 1,230

Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . 457,685 349,705 289,061
Provision for income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . (179,685) (134,760) (110,080)

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 278,000 $ 214,945 $ 178,981

Other comprehensive income:
Foreign currency translation adjustments . . . . . . . . . . . . . . . . . 827 (409) 577

Comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 278,827 $ 214,536 $ 179,558

Earnings per share:
Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 8.82 $ 6.89 $ 5.73

Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 8.75 $ 6.76 $ 5.64

Weighted average common shares outstanding:
Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31,513 31,217 31,234

Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31,783 31,775 31,735

See accompanying notes to consolidated financial statements.
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 Income Statement Accounts

• Revenues are...

- Increases in assets or settlements of liabilities from ongoing 
operations. 

• Expenses are...

- Decreases in assets or increases in liabilities from ongoing 
operations incurred to generate revenues during the period.



 Income Statement Accounts

• Revenue recognition

- We record revenue in the period in which it is earned, which 
may or may not be the period in which we receive cash.

• Expense recognition

- We record expenses in the same period we recognize the 
revenues they helped generate. 

- We match the expenses with the revenues they helped 
generate (this is called the “matching principle”).   

 Accrual Accounting

March April May

 Cash Accounting

• Revenue recognition

- We record revenue in the period in which we receive cash.

• Expense recognition

- We record expenses in the period in which we pay cash.

• Both GAAP and IFRS require accrual (not cash) 
accounting. 

- Why? 



 Accrual vs Cash Accounting

• Example...

- On May 20 we buy an inventory item on account for $50.

- On May 25 we sell the inventory item to a customer on 
account for $80.

- Account for these transactions under an accrual system of 
accounting.

- Account for these transactions under a cash system of 
accounting.

CASH

CASH ≠ INCOME

• May 20: Buy shoes on credit from supplier for $50

• May 25: Sell (same) shoes to customer on credit for $80

ACCRUAL
Assets    =    Liabilities +   Equity

       

            
              

 Accrual vs Cash Accounting

• Accrual accounting...

- Records transactions

• Cash accounting...

- Records the inflows and outflows of cash

• The key difference between the two...

TIMING



The World Around You...

Emmert made $1.7 million, according to NCAA tax return
Steve Berkowitz, USA TODAY Sports 1:16 p.m. EDT July 14, 2013

NCAA President Mark Emmert was credited with nearly $1.7 million in compensation during the 2011 calendar
year, according to the association's new federal tax return.

That calendar year was Emmert's first in the position, in which succeeded the late Myles Brand.

HISTORY: Digging into Emmert's past (http://www.usatoday.com/story/sports/ncaab/2013/04/02/ncaa-
president-emmert-previous-cases-uconn-lsu/2047607/)

Chief Operating Officer Jim Isch earned $977,531, according to the return. In the 2010 calendar year, Isch earned $760,480.

The return, which the NCAA provided Wednesday in response to a request from USA TODAY Sports, shows that Emmert received:

Emmert's total of $1,674,095 means he received 46% more in compensation than Brand did.

In Brand's final full year as NCAA president he received $1,145,880, which included $770,739 in base pay and $201,264 in bonuses and incentives.
Brand died Sept. 16, 2009.

The NCAA's new tax return also provided an indication of the mounting legal pressure it has been facing.

The association reported nearly $9.5 million in legal expenses during a fiscal year that ended Aug. 31, 2012 – more than what it reported for that
spending category in its two previous fiscal years, combined. (While compensation data in the federal tax returns of non-profits are for a calendar year,
the revenue and expense reporting covers the organization's fiscal year.)

The NCAA reported nearly $4.1 million in legal expenses for 2010-11 and a little more than $4.1 million for 2009-10.

Its total for 2011-12 was its greatest since 2006-07, when it reported nearly $20.1 million in legal expenses.

As a private, non-profit organization, the NCAA is not required to make public its employment contracts. The return showed showed two other executives
with more than $500,000 in compensation in 2011 -- executive vice president Bernard Franklin and interim executive vice president Greg Shaheen, who
received comparable amounts in 2010. Shaheen no longer works for the NCAA.

The new return showed that former executive vice president Tom Jernstedt received $456,430 in severance from the NCAA in 2011; he received $89,518
in such pay, plus regular compensation in 2010. Four other former NCAA executives each received more than $175,000 in severance in 2011.

"Overall NCAA salaries and compensation increased 3.4%, driven by pay raises in the 2%-3% range and higher health insurance costs," NCAA
spokeswoman Stacey Osburn said in a statement. "After accounting for severance pay for five former employees and the first full year of President
Emmert's salary, executive salaries remained relatively stable from 2010 to 2011."

Emmert, in his previous job as president of the University of Washington, was paid $870,000 a year, according to data compiled by The Chronicle of
Higher Education. Under a contract signed in July 2009, Emmert's compensation package included $620,000 in base salary; the rest was under a
complex deferred compensation plan that had different amounts vesting based on years of service.

Emmert had free housing and a $12,000 annual car allowance from Washington, plus the opportunity for a six-month paid sabbatical after June 14, 2012.
He also was a tenured professor in the university's public-affairs school and its business school. He resigned those positions when he departed for the
NCAA, university spokesman Norm Arkans said last July.
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$1,201,159 in base compensation.
$234,300 in retirement and deferred compensation.
$214,947 in other reportable compensation.
$23,689 in nontaxable benefits.

(Photo: Robert Deutsch, USA
TODAY Sports)
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Emmert's total of $1,674,095 means he received 46% more in compensation than Brand did.

In Brand's final full year as NCAA president he received $1,145,880, which included $770,739 in base pay and $201,264 in bonuses and incentives.
Brand died Sept. 16, 2009.

The NCAA's new tax return also provided an indication of the mounting legal pressure it has been facing.

The association reported nearly $9.5 million in legal expenses during a fiscal year that ended Aug. 31, 2012 – more than what it reported for that
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with more than $500,000 in compensation in 2011 -- executive vice president Bernard Franklin and interim executive vice president Greg Shaheen, who
received comparable amounts in 2010. Shaheen no longer works for the NCAA.

The new return showed that former executive vice president Tom Jernstedt received $456,430 in severance from the NCAA in 2011; he received $89,518
in such pay, plus regular compensation in 2010. Four other former NCAA executives each received more than $175,000 in severance in 2011.

"Overall NCAA salaries and compensation increased 3.4%, driven by pay raises in the 2%-3% range and higher health insurance costs," NCAA
spokeswoman Stacey Osburn said in a statement. "After accounting for severance pay for five former employees and the first full year of President
Emmert's salary, executive salaries remained relatively stable from 2010 to 2011."

Emmert, in his previous job as president of the University of Washington, was paid $870,000 a year, according to data compiled by The Chronicle of
Higher Education. Under a contract signed in July 2009, Emmert's compensation package included $620,000 in base salary; the rest was under a
complex deferred compensation plan that had different amounts vesting based on years of service.

Emmert had free housing and a $12,000 annual car allowance from Washington, plus the opportunity for a six-month paid sabbatical after June 14, 2012.
He also was a tenured professor in the university's public-affairs school and its business school. He resigned those positions when he departed for the
NCAA, university spokesman Norm Arkans said last July.

SHARE
 62

CONNECT

 126

(https://twitter.com/intent/tweet?url=http://usat.ly/12mcGDT&text=Emmert%20made%20$1.7%20million,%20accordin
TWEET

$1,201,159 in base compensation.
$234,300 in retirement and deferred compensation.
$214,947 in other reportable compensation.
$23,689 in nontaxable benefits.

(Photo: Robert Deutsch, USA
TODAY Sports)

(/story/sports/nfl/2013/09/1
nfl/2791259/

++

Emmert made $1.7 million, according to NCAA tax return http://www.usatoday.com/story/sports/college/2013/07/10/ncaa...

1 of 2 9/10/13 9:59 AM

May 6, 2013

Worst of the ‘What Were They
Thinking?’ Contracts
By BENJAMIN HOFFMAN

The sense that New York teams operate with Monopoly money rather than actual cash was
never more prevalent than when Alex Rodriguez tore up the largest contract in American
sports history, only to be handed back one by the Yankees that was even larger.

When Rodriguez opted out of his contract after the 2007 season, a great deal of posturing
ensued, and Warren E. Buffett somehow got involved, but Rodriguez ended up right back
where he started. Instead of finishing out the remaining three years of his deal for the $72
million he was owed, he had a new contract for 10 years and $275 million.

As Rodriguez has declined as a player, missing significant periods of time with a series of
injuries, the reality that the bill for such extreme contracts eventually comes due has set in.
The embarrassment is being compounded by Rodriguez’s seemingly being involved in a new
scandal every few weeks.

Across the Hudson River, the Jets are being forced to deal with harsh economic realities
that do not fit the widespread perception that a New York team can buy its way out of
anything. Mark Sanchez, once a promising young quarterback who is now notorious mostly
for ricocheting off the backside of an offensive lineman last season, seems to remain in town
for the same reason Rodriguez does: guaranteed money.

The bad contracts for Rodriguez and Sanchez are just the latest examples of how the largess
inherent in the New York sports world has led teams to make foolish decisions. Derek
Jeter’s 10-year, $189 million deal in 2001 was as good as any large contract in sports
history, but the misses for New York teams have piled up.

Here is a look back at some of the worst contracts in recent New York sports history, which
reveals that having a lot of money is not the same as being good with it.

Yankees

ALEX RODRIGUEZ, 2007
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10 years, $275 million

The largest contract in American sports is most likely the worst even though Rodriguez
carried the team in the 2009 postseason on the way to the franchise’s 27th World Series
title. Once the best all-around player in the game, Rodriguez now struggles to stay healthy,
has seen his prodigious hitting skills diminish and has been a continual distraction for
reasons that include performance-enhancing drugs, portraits of himself as a centaur and a
confusing relationship with Madonna. He began his latest injury rehabilitation on Monday,
his return to the lineup still indefinite.

CARL PAVANO, 2005

4 years, $39.95 million

The dollar figure was not particularly high for the Yankees, but for the money, the team got
a 9-8 record, a 5.00 earned run average and possibly the first instance of a player’s being
shelved indefinitely with a bruised buttocks. Expected to be an ace, Pavano, above, pitched
in just nine games for the Yankees after his disappointing first season. It was bad enough
that his mother was actively defending him to the news media.

HONORABLE MENTION: Jason Giambi, Mark Teixeira, A. J. Burnett, Kei Igawa and
many more.

Mets

JOHAN SANTANA, 2008

6 years, $137.5 million

When the Mets were playing with Bernard L. Madoff’s money, spending nearly $140 million
in exchange for one very good season, two O.K. seasons and the first no-hitter in franchise
history may have seemed reasonable. But as the Mets have faced financial challenges in
recent years, populating their roster with castoffs and unknowns, it is hard to ignore that
Santana, right, will have made $75 million over the last three years of his contract to start
just 21 games.

BOBBY BONILLA, 2000

1 year, $5.9 million
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A special case in which the dollar figure was quite low, but the ramifications were
far-reaching. To save some money when Bonilla was released before the 2000 season, the
Mets asked him to accept deferred payments instead of the $5.9 million he was owed. In
2011, Bonilla received the first of those payments, and he will continue to receive annual
checks for a little less than $1.2 million until 2035. In all, this creative accounting will result
in Bonilla’s being paid $29.8 million. This season, Bonilla, who retired in 2001, is making
more than 18 players on the Mets’ active roster.

HONORABLE MENTION: Jason Bay, Oliver Perez

Knicks

ALLAN HOUSTON, 2001

6 years, $100 million

This contract was so bad that when the N.B.A. created a rule allowing teams to release an
unproductive player and remove his salary from their luxury tax calculation, it was
immediately called the Allan Houston rule. Houston, below, an oft-injured guard, was
productive for two seasons of the contract, By its end, he was not able to play at all. He was
inactive for the 2005-6 season but was one of the highest-paid players in the N.B.A., at more
than $19 million. That would have continued in 2006-7, but Houston retired. In a twist,
Houston’s retirement meant the Knicks did not use the Allan Houston rule on Allan
Houston.

EDDY CURRY, 2005

6 years, $60 million

Over the first two seasons of this contract, which caused initial controversy after reports of
underlying problems with the center’s health, Curry was productive and seemed like a
somewhat wise investment. He did not rebound well for a big man, but he could score and
was still just 24. In 2007-8, he regressed mightily, and he became a punch line in the
seasons that followed. He played in just 10 games over those two seasons before being
released.

HONORABLE MENTION: Stephon Marbury, Jerome James

Worst of the Rest

The Worst Deals in New York Sports History - NYTimes.com http://www.nytimes.com/2013/05/07/sports/baseball/the-worst-s...

3 of 4 9/10/13 9:56 AM

CHIPOTLE MEXICAN GRILL, INC.

CONSOLIDATED STATEMENT OF INCOME AND COMPREHENSIVE INCOME
(in thousands, except per share data)

Years ended December 31
2012 2011 2010

Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,731,224 $ 2,269,548 $ 1,835,922

Restaurant operating costs (exclusive of depreciation and
amortization shown separately below):

Food, beverage and packaging . . . . . . . . . . . . . . . . . 891,003 738,720 561,107
Labor . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 641,836 543,119 453,573
Occupancy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 171,435 147,274 128,933
Other operating costs . . . . . . . . . . . . . . . . . . . . . . . . 286,610 251,208 202,904

General and administrative expenses . . . . . . . . . . . . . . . . . . . . 183,409 149,426 118,590
Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . 84,130 74,938 68,921
Pre-opening costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,909 8,495 7,767
Loss on disposal of assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,027 5,806 6,296

Total operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . 2,275,359 1,918,986 1,548,091

Income from operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 455,865 350,562 287,831
Interest and other income (expense), net . . . . . . . . . . . . . . . . . 1,820 (857) 1,230

Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . 457,685 349,705 289,061
Provision for income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . (179,685) (134,760) (110,080)

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 278,000 $ 214,945 $ 178,981

Other comprehensive income:
Foreign currency translation adjustments . . . . . . . . . . . . . . . . . 827 (409) 577

Comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 278,827 $ 214,536 $ 179,558

Earnings per share:
Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 8.82 $ 6.89 $ 5.73

Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 8.75 $ 6.76 $ 5.64

Weighted average common shares outstanding:
Basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31,513 31,217 31,234

Diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31,783 31,775 31,735

See accompanying notes to consolidated financial statements.
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Recreational Equipment, Inc. 
 

CONSOLIDATED BALANCE SHEETS 
(in thousands) 

 
December 31, 2012 and 2011 

 
 
 

The accompanying notes are an integral part of these consolidated financial statements. 
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 2012 2011
Assets

Current assets:
  Cash and cash equivalents 168,321$       128,305$       
  Short-term investments 178,312        197,443        
  Accounts receivable, less allowance for doubtful accounts
     of $28 and $232, respectively 17,905          17,048          
  Inventories 338,977        316,088        
  Current deferred income taxes, net 34,940          34,439          
  Prepaid expenses and other 12,689          12,457          

         Total current assets 751,144        705,780        

Property and equipment, net of accumulated depreciation 
   of $483,702 and $421,461, respectively 426,497        399,282        

Deferred income taxes, net 5,352            5,967            
Other 8,871            7,934            

         Total assets 1,191,864$    1,118,963$    

Liabilities and members’ equity
Current liabilities:
  Accounts payable 127,135$       134,342$       
  Customer-related obligations 183,281        155,999        
  Patronage dividends payable 98,796          94,704          
  Accrued payroll and benefits 57,423          58,882          
  Business taxes and other accrued liabilities 34,458          30,335          
  Income taxes payable 4,362            5,923            

 Total current liabilities 505,455        480,185        

Deferred rent and other long-term liabilities 59,564          57,667          

Members’ equity:
  Memberships 176,920        160,054        
  Accumulated other comprehensive income 255              392              
  Retained earnings 449,670        420,665        

 Total members’ equity 626,845        581,111        

 Total liabilities and members’ equity 1,191,864$    1,118,963$    
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2012 2011

Net sales 1,930,635$     1,798,009$     
Cost of sales 1,128,065       1,034,924       

Gross profit 802,570          763,085          

Operating expenses:
Payroll-related expenses 351,201          336,175          
Occupancy, general and administrative 314,778          293,676          

665,979          629,851          

Operating income 136,591          133,234          

Other expense, net (2,747)             (4,808)             

Income before patronage dividends and income taxes 133,844          128,426          

Patronage dividends, net 89,262            81,871            

Income before income taxes 44,582            46,555            

Provision for income taxes 15,577            16,387            

Net income 29,005$          30,168$          

Other comprehensive income (loss):
Unrealized gain (loss) on available-for-sale securities, 
net of tax of $91 and $244, respectively (137)$              261$               

Comprehensive income 28,868$          30,429$          

Balance Sheet Quiz
Ullrich Company sells bicycles. Ullrich’s financial records contain 
the following accounts and balances (as of 12/31/12). The 
accounts are randomly listed.

Accounts receivable $11,000
Accounts payable $50,000 Unearned revenue $55,000
Common stock $78,000

Prepaid rent $20,000
Cash $36,000
Land $30,000
Inventory $110,000 Retained earnings $82,000

Equipment, net $145,000
Wages payable $10,000

Taxes payable $10,000 Notes payable $67,000

★What are Ullrich’s total assets?
★What are Ullrich’s total liabilities?



Ullrich Company sells bicycles. Ullrich’s financial records contain 
the following accounts and balances (as of 12/31/12). The 
accounts are randomly listed.

★What is Ullrich’s net income?

Rent expense $24,000 Accounts receivable $11,000
Accounts payable $50,000 Unearned revenue $55,000
Common stock $78,000 Depreciation expense $7,000
Cost of goods sold $231,000 Prepaid rent $20,000
Cash $36,000 Bike sales $712,000
Land $30,000 Interest expense $5,000
Inventory $110,000 Retained earnings $82,000
Service revenue $293,000 Equipment, net $145,000
Wage expense $195,000 Wages payable $10,000
Taxes payable $10,000 Notes payable $67,000

Income Statement Quiz

Recording Transactions
Analyze transactions

1

Determine effect on accounting 
equation (A = L + SE)

2

Determine whether to debit or 
credit affected accounts

3

Record transaction in the journal
4

Post transaction to the ledger
5

Prepare trial balance / financial 
statements

6

Analyze transactions
1

• What are source documents?

• Why do we need source documents?



Assets    =  Liabilities   +   Shareholders’ Equity

Resources Claims to resources=

Each transaction will have a dual effect, which is the foundation of...
  A DOUBLE ENTRY ACCOUNTING SYSTEM

Determine effect on accounting 
equation (A = L + SE)

2

Each transaction will have a dual effect, which is the foundation of...
  A DOUBLE ENTRY ACCOUNTING SYSTEM

Determine effect on accounting 
equation (A = L + OE)

2

• When determining the effect on the accounting 
equation ask yourself...

- What are the accounts that are affected?

- Do those accounts increase or decrease?

- By how much do they increase or decrease?

Determine effect on accounting 
equation (A = L + SE)

2



• Keep in mind...

- A  =  L  +  OE

- Need 3 pieces of information:

1. Accounts

2. Direction

3. Amount

Determine effect on accounting 
equation (A = L + SE)

2

Recording Transactions
Analyze transactions

1

Determine effect on accounting 
equation (A = L + SE)

2

Determine whether to debit or 
credit affected accounts

3

Record transaction in the journal
4

Post transaction to the ledger
5

Prepare trial balance / financial 
statements

6

New York Times (January 8, 2013)

JANUARY 8, 2013, 4:44 PM

Despite Promise, Federal Tax-Refund Debit Cards a No Go
By ANN CARRNS

Giving consumers who lack accounts at a bank or credit union the option of getting tax
refunds on multiuse, prepaid debit cards may help bring them into the financial
mainstream, a report from the Urban Institute finds. But the accounts must be low-cost,
easy to use and available early in the tax season to encourage their use.

The study examined the MyAccountCard, a card offered in a pilot program to low- and
moderate-income families during the 2011 tax season by the U.S. Department of the
Treasury, and found the card is "a concept with promise."

However, the program wasn't renewed in 2012 and there are no plans to continue it
because the number of people who ended up using the cards was small, said Richard
Gregg, fiscal assistant secretary at Treasury. Roughly one-third of those who were issued
the cards used them in the first month, but the remaining two-thirds never used them;
the report said it may be that people found the "multiple steps" necessary to use them
"cumbersome."

Roughly 70 percent of tax refunds are issued electronically, he said, and Treasury is still
seeking ways to increase that proportion - but not by using the model tried in the pilot
program.

Electronic delivery of tax refunds into bank accounts is common among upper-income
families, but is rare among low- and moderate-income families because roughly 7 million
of them lack a checking or savings account, the report said.

Commercial tax preparers offer their own prepaid card products, the study noted, but
they require using that particular preparer in order for filers to get a tax refund
electronically on the card.

While the report didn't address potential fraud, there have been some reports that
prepaid cards can make it easier for thieves to illegally claim refunds after filing fake tax
returns.

In the Treasury program, adults with household incomes under $35,000 and little
connection to mainstream financial services were offered a prepaid card for receipt of

Despite Promise, Federal Tax-Refund Debit Cards a No Go - N... http://bucks.blogs.nytimes.com/2013/01/08/despite-promise-fed...
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Many Words Have Multiple Meanings

“Engaged” Not “Engaged”

Determine whether to debit or 
credit affected accounts

3

DEBIT

On
the 
left

CREDIT

On
the 
right

Determine whether to debit or 
credit affected accounts

3

By following these “rules” after every transaction is recorded:
 1) debits = credits
 2) A = L + OE



• When determining whether to debit or credit an account 
ask yourself...

- What are the accounts that are affected?

- Is the account an asset account, a liability account, or a shareholders’ 
equity account?

- Do those accounts increase or decrease?

- Should I debit or credit the account?

- By how much do they increase or decrease?

Determine whether to debit or 
credit affected accounts

3

Determine whether to debit or 
credit affected accounts

3

DEBIT

On
the 
left

CREDIT

On
the 
right

USEFUL?

Determine whether to debit or 
credit affected accounts

3



Determine whether to debit or 
credit affected accounts

3

DEALOR
DEA

CreditDebit

LOR
CreditDebit

Dividend
Expense

Asset Liability
Owners’ equity

Revenue

Recording Transactions
Analyze transactions

1

Determine effect on accounting 
equation (A = L + SE)

2

Determine whether to debit or 
credit affected accounts

3

Record transaction in the journal
4

Post transaction to the ledger
5

Prepare trial balance / financial 
statements

6

• What is a journal?

- A chronological record of all transactions affecting a firm.

Record transaction in the journal
4

Date Ref # Accounts Debit Credit

Account name
 Account name

Amount
Amount

LEFT RIGHT

*Description of transaction (we often leave this out when practicing)



• What is a journal?

- A chronological record of all transactions affecting a firm.

Record transaction in the journal
4

Date Ref # Accounts Debit Credit

1/10/13 1 Equipment (+A)
  Cash (-A)

500
500

LEFT RIGHT

Recording Transactions

JOURAL ENTRIES

DATE REF # ACCOUNTS DEBITS CREDITS
5/15/10 1 Cash (+A) 11,000      

Accounts receivable (-A) 11,000      

5/16/10 2 Accounts payable (-L) 18,000      
Cash (-A) 18,000      

4/18/11 3 Inventory (+A) 20,000      
Accounts payable (+L) 20,000      

4/20/11 4 Cash (+A) 140,000    
Unearned revenue (+L) 140,000    

4/21/11 5 Accounts receivable (+A) 7,000        
Unearned revenue (+L) 7,000        

4/25/11 6 Unearned revenue (-L) 147,000    
Ticket revenue (+R, +OE) 147,000    

4/25/11 7a Cash (+A) 21,000      
Concession Rev (+R, +OE) 21,000      

4/25/11 7b Cost of goods sold (+E, -OE) 17,000      
Inventory (-A) 17,000      

4/30/11 8 Security expense (+E, -OE) 25,000      
Security payable (+L) 25,000      

4/30/11 9 Wage expense (+E, -OE) 12,000      
Cash (-A) 12,000      

4/30/11 10 Rent expenses (+E, -OE) 6,000        
Cash (-A) 6,000        

4/30/11 11 Scholarship expense (+E, -OE) 45,000      
Cash (-A) 45,000      

4/30/11 12 Investments (+A) 30,000      
Cash (-A) 30,000      

• What is a journal?

- A chronological record of all transactions affecting a firm.

• What is a ledger?

- All accounts used to record a company’s transactions.

- The process of transferring the debit and credit information 
from the journal to individual accounts in the ledger is called 
“posting”

Post transaction to the ledger
5

Account nameAccount name
debits credits



1. Jan 1:   We sell common stock for $10,000 cash.

2. Jan 25:   We borrow $3,000 cash from the bank.

3. Feb 10:   We purchase equipment for $5,000 cash.

4. Feb 12:   We purchase $500 of inventory on credit.

5. Mar 15:   We sell goods for $12,000 cash. 
   The goods cost us $500.

6. Mar 30:   We pay $200 cash for rent expense.

7. Mar 30:   We pay $500 cash for salary expense.

8. Mar 30:  We receive $500 cash in advance for 
   goods that we  will deliver next week. 

KETTLE KORN STAND

ASSETS = LIABILITIES + OWNERS' EQUITY

1-Jan 10,000 Cash (+A) 10,000 Common stock (+OE)

25-Jan 3,000 Cash (+A) 3,000 Note payable (+L)

10-Feb 5,000 Equipment (+A)
5,000 Cash (-A)

12-Feb 500 Inventory (+A) 500 Accounts payable (+L)

15-Mar 12,000 Cash (+A) 12,000 Revenue (+OE)

500 Inventory (-A) 500 Cost of goods sold (-OE)

30-Mar 200 Cash (-A) 200 Rent expense (-OE)

30-Mar 500 Cash (-A) 500 Salary expense (-OE)

30-Mar 500 Cash (+A) 500 Unearned revenue (+L)

1. Jan 1:   We sell common stock for $10,000 cash.

2. Jan 25:   We borrow $3,000 cash from the bank.

3. Feb 10:   We purchase equipment for $5,000 cash.

4. Feb 12:   We purchase $500 of inventory on credit.

5. Mar 15:   We sell goods for $12,000 cash. 
   The goods cost us $500.

6. Mar 30:   We pay $200 cash for rent expense.

7. Mar 30:   We pay $500 cash for salary expense.

8. Mar 30:  We receive $500 cash in advance for 
   goods that we  will deliver next week. 

Record transaction in the journal
4

Post transaction to the ledger
5



Debits and Credits

Record transaction in the journal
4

DATE REF # ACCOUNTS DEBIT CREDIT

1-Jan 1 Cash (+A) 10,000    
Common stock (+SE) 10,000    

25-Jan 2 Cash (+A) 3,000      
Note payable +(L) 3,000      

10-Feb 3 Equipment (+A) 5,000      
Cash (-A) 5,000      

12-Feb 4 Inventory (+A) 500         
Accounts payable (+L) 500         

15-Mar 5 Cash (+A) 12,000    
Revenue (+R, +SE) 12,000    

Cost of goods sold (+E, -SE) 500         
Inventory (-A) 500         

30-Mar 6 Rent expense (+E, -SE) 200         
Cash (-A) 200         

30-Mar 7 Salary expense (+E, -SE) 500         
Cash (-A) 500         

30-Mar 8 Cash (+A) 500         
Unearned revenue (+L) 500         

CLOSING
30-Mar 9 Revenue (R) 12,000    

Retained earnings (SE) 12,000    

30-Mar 10 Retained earnings (SE) 500
Cost of goods sold (E) 500

30-Mar 11 Retained earnings (SE) 200         
Rent expense (E) 200         

30-Mar 12 Retained earnings (SE) 500         
Salary expense (E) 500         
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Quiz

• True or false: Under a double-entry accounting system a 
single transaction may affect three accounts.

• True or false: Under a double-entry accounting system a 
single transaction may affect three accounts.

• Does a debit increase or decrease the following account?

InventoryInventory

Quiz

Debit Credit

• Does a debit increase or decrease the following account?

Notes payableNotes payable
CreditDebit

Quiz



• Does a debit increase or decrease the following account?

Common stockCommon stock
Debit Credit

Quiz

• Does a debit increase or decrease the following account?

SalesSales
Debit Credit

Quiz

• Does a debit increase or decrease the following account?

Rent expenseRent expense
Debit Credit

Quiz



• Interpret the following journal entry.

Date Ref # Accounts Debit Credit

1/15/13 2 Accounts receivable (+A)
 Sales (+R, +OE)

500
500

Quiz

• Interpret the following journal entry.

Date Ref # Accounts Debit Credit

1/15/13 3 Cost of goods sold (+E, -OE)
 Inventory (-A)

500
500

Quiz

• Interpret the following journal entry.

Date Ref # Accounts Debit Credit

1/15/13 4 Cash (+A)
Accounts receivable (+A)
 Bike revenue (+R, +OE)
 Service revenue (+R, +OE)

500
600

800
300

Quiz



Recording Transactions
Analyze transactions

1

Determine effect on accounting 
equation (A = L + SE)

2

Determine whether to debit or 
credit affected accounts

3

Record transaction in the journal
4

Post transaction to the ledger
5

Prepare trial balance / financial 
statements

6

• What is a trial balance?

- A list of all accounts and their balances at a particular date, 
showing that total debits equal total credits.

- A trial balance is for internal purposes only. It is not disclosed 
to external parties.

- A trial balance provides a check on the equality of the debits 
and credits.

Prepare a trial balance
6

Prepare a trial balance
6
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-             -             -             
10,000     500         5,000      
3,000      500         

5,000      
12,000     

200         
500         

500         
5,000      

19,800     -             

-             -             -               
500         500         3,000        

500         500         3,000        

-             -             
10,000     12,000     

500         
200         
500         

10,000     10,800     

-             -             -             
12,000     500         200         

12,000     500         200         

-             
500         

500         

Rent expense (E)

Loan payable (L)

Equipment (A)Inventory (A)Cash (A)

Accounts payable (L) Unearned revenue (L)

 Salary expense (E)

Common stock (SE) Retained earnings (SE)

Revenues (R) Cost of goods sold (E)

1

1

2

5a

8

3

6
7

4
5b

3

4 8 2

65b5a

7

P
repare a trial balance

6

ACCOUNTS DEBIT CREDIT

Cash 19,800    
Inventory -             
Equipment 5,000      

Accounts payable 500         
Unearned revenue 500         
Loan payable 3,000      

Common stock 10,000    
Retained earnings -             

Revenues 12,000    
Cost of goods sold 500         
Rent expense 200         
Salary expense 500         

26,000    26,000    

AFTER CLOSING

Cash 19,800    
Inventory -             
Equipment 5,000      

Accounts payable 500         
Unearned revenue 500         
Loan payable 3,000      
Common stock 10,000    
Retained earnings 10,800    

24,800    24,800    

The closing process

• The purpose of the closing process is to close out all 
temporary accounts (income statement accounts) into 
retained earnings.

• Steps in the closing process
1. Close all revenue accounts to retained earnings.

2. Close all expense accounts to retained earnings.

3. Account for any dividends declared.
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-             -             -             
10,000     500         5,000      
3,000      500         

5,000      
12,000     

200         
500         

500         
5,000      

19,800     -             

-             -             -               
500         500         3,000        

500         500         3,000        

-             -             
10,000     12,000     

500         
200         
500         

10,000     10,800     

-             -             -             
12,000     500         200         

12,000     500         200         

-             
500         

500         

Rent expense (E)

Loan payable (L)

Equipment (A)Inventory (A)Cash (A)

Accounts payable (L) Unearned revenue (L)

 Salary expense (E)

Common stock (SE) Retained earnings (SE)

Revenues (R) Cost of goods sold (E)

1

1

2

5a

8
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6
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4
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6

ACCOUNTS DEBIT CREDIT

Cash 19,800    
Inventory -             
Equipment 5,000      

Accounts payable 500         
Unearned revenue 500         
Loan payable 3,000      

Common stock 10,000    
Retained earnings -             

Revenues 12,000    
Cost of goods sold 500         
Rent expense 200         
Salary expense 500         

26,000    26,000    

AFTER CLOSING

Cash 19,800    
Inventory -             
Equipment 5,000      

Accounts payable 500         
Unearned revenue 500         
Loan payable 3,000      
Common stock 10,000    
Retained earnings 10,800    

24,800    24,800    

After closingBefore closing

Before closing: 26,000
After closing: 24,800

Difference: 1,200
Why the difference?

ACCOUNTS DEBIT CREDIT

Cash 19,800    

Inventory 500         

Equipment 5,000      

Accounts payable 500         

Unearned revenue 500         

Notes payable 3,000      

Common stock 10,000    

Retained earnings -             

Revenues 12,000    

Rent expense 200         

Salary expense 500         

26,000    26,000    

AFTER CLOSING

Cash 19,800    

Inventory 500         

Equipment 5,000      

Accounts payable 500         

Unearned revenue 500         

Notes payable 3,000      

Common stock 10,000    

Retained earnings 11,300    

25,300    25,300    

Prepare a trial balance
6

ACCOUNTS DEBIT CREDIT

Cash 19,800    
Inventory -             
Equipment 5,000      

Accounts payable 500         
Unearned revenue 500         
Loan payable 3,000      

Common stock 10,000    
Retained earnings -             

Revenues 12,000    
Cost of goods sold 500         
Rent expense 200         
Salary expense 500         

26,000    26,000    

AFTER CLOSING

Cash 19,800    
Inventory -             
Equipment 5,000      

Accounts payable 500         
Unearned revenue 500         
Loan payable 3,000      
Common stock 10,000    
Retained earnings 10,800    

24,800    24,800    

ACCOUNTS DEBIT CREDIT

Cash 19,800    
Inventory -             
Equipment 5,000      

Accounts payable 500         
Unearned revenue 500         
Loan payable 3,000      

Common stock 10,000    
Retained earnings -             

Revenues 12,000    
Cost of goods sold 500         
Rent expense 200         
Salary expense 500         

26,000    26,000    

AFTER CLOSING

Cash 19,800    
Inventory -             
Equipment 5,000      

Accounts payable 500         
Unearned revenue 500         
Loan payable 3,000      
Common stock 10,000    
Retained earnings 10,800    

24,800    24,800    



Create Final Financial Statements

BALANCE SHEET (as of Mar 30)
ASSETS

Current assets:
Cash 19,800    
Inventory -             

Total current assets 19,800    

Long-term assets:
Equipment, net 5,000      

Total assets 24,800    

LIABILITIES
Current liabilities:

Accounts payable 500         
Unearned revenue 500         

Total current liabilities 1,000      

Long-term liabilities:
Loan payable 3,000      

OWNERS' EQUITY
Common stock 10,000    
Retained earnings 10,800    

Total owners' equity 20,800    

Total liab. & OE 24,800    

INCOME STATEMENT (for the period ending Mar 30)
Revenues 12,000    

Expenses
Cost of goods sold 500         
Rent expense 200         
Salary expense 500         

Net income 10,800    

OWNERS' EQUITY STATEMENT (for the period ending Mar 30)

Common stock Ret. Earnings Total
Beginning balance -                  -                 -             
Issuance of stock 10,000          10,000     

Net income
Dividend

Ending balance 10,000          

BALANCE SHEET (as of Mar 30)
ASSETS

Current assets:
Cash 19,800          
Inventory -                  

Total current assets 19,800          

Long-term assets:
Equipment, net 5,000           

Total assets 24,800          

LIABILITIES
Current liabilities:

Accounts payable 500              
Unearned revenue 500              

Total current liabilities 1,000           

Long-term liabilities:
Loan payable 3,000           

Total liabilities 4,000           

OWNERS' EQUITY
Common stock 10,000          
Retained earnings 10,800          

Total owners' equity 20,800          

Total liab. & OE 24,800          

INCOME STATEMENT (for the period ending Mar 30)
Revenues 12,000          

Expenses
Cost of goods sold 500              
Rent expense 200              
Salary expense 500              

Net income 10,800          



 
 

 
 

 

 
 

 

 
 

Little 500! 
“I’ve attended Super Bowls, World Series, and the Monaco Grand Prix,  

but the coolest event I ever attended was the Little 500.” 
--Lance Armstrong, 1997 

 
Started in 1951, the Little 500 is the premier collegiate cycling event in the nation. It is held 

every year in Armstrong Stadium on the campus of Indiana University. Teams of four ride 

laps around a quarter-mile cinder track. Riders continue until they are too tired to continue, at 

which point the bike is passed on to a teammate. Fraternity, sorority, residence hall, and 

independent teams (known as “cutters”) race to be the first bike to cross the finish line after 

500 laps. To date, the race has raised over one million dollars for scholarships. Below is the 

income statement and balance sheet for the student committee that runs the race. The 

committee is behind in its accounting. Please help them update their financial statements to 

May 1, 2011. 

                                     
*Prepared by Professor Frank Hodge of the University of Washington Foster School of Business. Revised May 

2011. 
 

 2012

 
 

 
 

 
INCOME STATEMENT (for the period ending May 1, 2012) 
 
Ticket Revenues $80,000 
Concession Revenues 20,000 
Expenses  

Cost of goods sold 9,000 
Wage expense 10,000 
Scholarship expense 40,000 
Rent expense 5,000 
Security expense 18,000 

Net income $18,000 
 
 
BALANCE SHEET (as of May 1, 2012) 
Current assets   Current liabilities  

Cash $15,000  Accounts payable $18,000 
Accounts receivable 11,000    
Inventory 6,000  Long-term debt 9,000 

Total current assets 32,000    
   Owners’ equity  
Investments 500,000  Retained earnings 505,000 
     
Total assets $532,000  Total liabilities & owners’ equity $532,000 
 
  

 

 
 

THE FOLLOWING EVENT TOOK PLACE FROM MAY 1, 2012 TO MAY 1, 2013 
 

1. May 15, 2012:  Collected all of our accounts receivable. 
 

2. May 16, 2012:  Paid all of our accounts payable.  
 

3. April 18, 2013:  Purchased $20,000 worth of inventory (food and beverages) on 
credit. We plan to pay for the inventory on May 10, 2013. 
 

4. April 20, 2013:  Sold 20,000 tickets in advance. Each ticket costs $7. All were paid 
for with cash. 
 

5. April 21, 2013: Sold 1,000 tickets in advance. Each ticket costs $7. All were 
purchased on credit. 
 

6. April 25, 2013: RACE DAY 
 

7. April 25, 2013: Sold concessions for $21,000 cash. The cost of the inventory (food 
and beverages) sold was $17,000. 
 

8. April 30, 2013: Incurred security expense (police) of $25,000. Will pay on May 12, 
2013. 
 

9. April 30, 2013: Paid wage expense of $12,000 in cash. 
 

10. April 30, 2013: Paid rent expense of $6,000 in cash. 
 

11. April 30, 2013: Paid scholarship expense of $45,000 in cash. 
 

12. April 30, 2013: Purchased $30,000 worth of investments (e.g., stock) with cash. 
  



Recording Transactions
Analyze transactions

1

Determine effect on accounting 
equation (A = L + SE)

2

Determine whether to debit or 
credit affected accounts

3

Record transaction in the journal
4

Post transaction to the ledger
5

Prepare trial balance / financial 
statements

6

JOURAL ENTRIES

DATE REF # ACCOUNTS DEBITS CREDITS
5/15/12 1 Cash (+A) 11,000      

Accounts receivable (-A) 11,000      

5/16/12 2 Accounts payable (-L) 18,000      
Cash (-A) 18,000      

4/18/13 3 Inventory (+A) 20,000      
Accounts payable (+L) 20,000      

4/20/13 4 Cash (+A) 140,000    
Unearned revenue (+L) 140,000    

4/21/13 5 Accounts receivable (+A) 7,000        
Unearned revenue (+L) 7,000        

4/25/13 6 Unearned revenue (-L) 147,000    
Ticket revenue (+R, +OE) 147,000    

4/25/13 7a Cash (+A) 21,000      
Concession Rev (+R, +OE) 21,000      

4/25/13 7b Cost of goods sold (+E, -OE) 17,000      
Inventory (-A) 17,000      

4/30/13 8 Security expense (+E, -OE) 25,000      
Security payable (+L) 25,000      

4/30/13 9 Wage expense (+E, -OE) 12,000      
Cash (-A) 12,000      

4/30/13 10 Rent expenses (+E, -OE) 6,000        
Cash (-A) 6,000        

4/30/13 11 Scholarship expense (+E, -OE) 45,000      
Cash (-A) 45,000      

4/30/13 12 Investments (+A) 30,000      
Cash (-A) 30,000      

R
ecord transaction in the journal

4
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P
repare a trial balance

6

PRE-CLOSING TRIAL BALANCE

ACCOUNTS DEBIT CREDIT

Cash 76,000      
Accounts receivable 7,000        
Inventory 9,000        
Investments 530,000    

Accounts payable 20,000      
Unearned revenues -              
Security payable 25,000      
Long-term debt 9,000        
Retained earnings 505,000    

Ticket revenues 147,000    
Concession revenues 21,000      
Cost of goods sold 17,000      
Security expense 25,000      
Wage expense 12,000      
Rent expense 6,000        
Scholarship expense 45,000      

727,000    727,000    

POST-CLOSING TRIAL BALANCE

ACCOUNTS DEBIT CREDIT

Cash 76,000      
Accounts receivable 7,000        
Inventory 9,000        
Investments 530,000    

Accounts payable 20,000      
Unearned revenues -              
Security payable 25,000      
Long-term debt 9,000        
Retained earnings 568,000    

622,000    622,000    

• Record closing journal entries

• Post closing entries to the ledger

• Create a post-closing trial balance

• Create an income statement and balance sheet

For the Little 500...

CLOSING ENTRIES
5/1/13 13 Ticket revenues 147,000    

Concession revenues 21,000      
Retained earnings 168,000    

5/1/13 14 Retained earnings 17,000      
Cost of goods sold 17,000      

5/1/13 15 Retained earnings 25,000      
Security expense 25,000      

5/1/13 16 Retained earnings 12,000      
Wage expense 12,000      

5/1/13 17 Retained earnings 6,000        
Rent expense 6,000        

5/1/13 18 Retained earnings 45,000      
Scholarship expense 45,000      

Record closing journal entries



Post closing entries to ledger

Create a post-closing trial balance

PRE-CLOSING TRIAL BALANCE

ACCOUNTS DEBIT CREDIT

Cash 76,000      
Accounts receivable 7,000        
Inventory 9,000        
Investments 530,000    

Accounts payable 20,000      
Unearned revenues -              
Security payable 25,000      
Long-term debt 9,000        
Retained earnings 505,000    

Ticket revenues 147,000    
Concession revenues 21,000      
Cost of goods sold 17,000      
Security expense 25,000      
Wage expense 12,000      
Rent expense 6,000        
Scholarship expense 45,000      

727,000    727,000    

POST-CLOSING TRIAL BALANCE

ACCOUNTS DEBIT CREDIT

Cash 76,000      
Accounts receivable 7,000        
Inventory 9,000        
Investments 530,000    

Accounts payable 20,000      
Unearned revenues -              
Security payable 25,000      
Long-term debt 9,000        
Retained earnings 568,000    

622,000    622,000    
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FINANCIAL STATEMENTS

BALANCE SHEET (as of May 1, 2013)
ASSETS
Current assets

Cash 76,000      
Accounts receivable 7,000        
Inventory 9,000        

Total current assets 92,000      

Investments 530,000    

Total assets 622,000    

LIABILITIES
Current liabilities

Accounts payable 20,000      
Security payable 25,000      

Total current liabilities 45,000      

Long-term debt 9,000        

OWNERS' EQUITY
Retained earnings 568,000    

Total liabilities & owners' equity 622,000    

INCOME STATEMENT (for the period ending May 1, 2013)
Ticket revenues 147,000    
Concession revenues 21,000      

Expenses
Cost of goods sold 17,000      
Security expense 25,000      
Wage expense 12,000      
Rent expense 6,000        
Scholarship expense 45,000      

Net income 63,000      

 2013
FINANCIAL STATEMENTS
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Wage expense 12,000      
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• What is the cash flow statement?

- A statement that describes changes in the cash account.

- A schedule of cash receipts and payments, classified by 
operating, investing, and financing activities.

Overview

Statement of Cash Flows (in thousands) Year Ended December 31,Year Ended December 31,Year Ended December 31,

2012 2011 2010
Net increase in cash & cash equivalents ($78,690) $176,405 $5,272

Cash & cash equivalents, beginning of the year $401,243 $224,838 $219,566

Cash & cash equivalents, end of the year $322,553 $401,243 $224,838



• What is the purpose of the cash flow statement?

- To provide information about the operating performance of a 
firm...the same purpose as the income statement.

- CASH FLOWS  ≠  INCOME

��	����	�	 ����
�����	�	

Overview

• Two methods:

- Direct
✓ All three sections of the statement of cash flows directly 

summarize cash inflows and outflows.

- Indirect
✓ The operating section of the statement of cash flows 

adjusts net income to derive operating cash flows. 

✓ The investing and financing section directly summarize 
cash inflows and outflows (same as direct method).

Different paths
Same destination

Preparing The Statement of CF

• Two methods: Different paths
Same destination

Preparing The Statement of CF

Indirect Direct

Operating Adjusts net income Directly reports cash 
inflows/outflows

Investing SAMESAME
Financing SAMESAME

Total SAMESAME



• Four steps (same for direct and indirect methods):

1. Prepare the operating section.

2. Prepare the investing section.

3. Prepare the financing section.

4. Combine the three sections and reconcile the net amount with the 
cash balance reported on the balance sheet.

Preparing The Statement of CF

• The direct method:

1. Go down the income statement adjusting each revenue and 
expense item to a cash amount.

2. Sum amounts to get net cash from operating activities.

Preparing The Operating Section

• The indirect method:

1. Start with net income.

2. Adjust net income for “non-cash” revenues/gains and expenses/
losses.

3. Adjust net income for changes in current assets and current 
liabilities.

4. Sum amounts to get net cash from operating activities.

Preparing The Operating Section



• The indirect method: The logic

• A company reports security expense of $25,000, which as you 
know, is reported on the income statement and is reflected in 
net income. Where would you look to see if the company paid 
cash for the expense?

Preparing The Operating Section
FINANCIAL STATEMENTS

BALANCE SHEET (as of May 1, 2013)
ASSETS
Current assets

Cash 76,000      
Accounts receivable 7,000        
Inventory 9,000        

Total current assets 92,000      

Investments 530,000    

Total assets 622,000    

LIABILITIES
Current liabilities

Accounts payable 20,000      
Security payable 25,000      

Total current liabilities 45,000      

Long-term debt 9,000        

OWNERS' EQUITY
Retained earnings 568,000    

Total liabilities & owners' equity 622,000    

INCOME STATEMENT (for the period ending May 1, 2013)
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Concession revenues 21,000      

Expenses
Cost of goods sold 17,000      
Security expense 25,000      
Wage expense 12,000      
Rent expense 6,000        
Scholarship expense 45,000      

Net income 63,000      
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R
ecord transaction in the journal

4 JOURAL ENTRIES

DATE REF # ACCOUNTS DEBITS CREDITS
5/15/12 1 Cash (+A) 11,000      

Accounts receivable (-A) 11,000      

5/16/12 2 Accounts payable (-L) 18,000      
Cash (-A) 18,000      

4/18/13 3 Inventory (+A) 20,000      
Accounts payable (+L) 20,000      

4/20/13 4 Cash (+A) 140,000    
Unearned revenue (+L) 140,000    

4/21/13 5 Accounts receivable (+A) 7,000        
Unearned revenue (+L) 7,000        

4/25/13 6 Unearned revenue (-L) 147,000    
Ticket revenue (+R, +OE) 147,000    

4/25/13 7a Cash (+A) 21,000      
Concession Rev (+R, +OE) 21,000      

4/25/13 7b Cost of goods sold (+E, -OE) 17,000      
Inventory (-A) 17,000      

4/30/13 8 Security expense (+E, -OE) 25,000      
Security payable (+L) 25,000      

4/30/13 9 Wage expense (+E, -OE) 12,000      
Cash (-A) 12,000      

4/30/13 10 Rent expenses (+E, -OE) 6,000        
Cash (-A) 6,000        

4/30/13 11 Scholarship expense (+E, -OE) 45,000      
Cash (-A) 45,000      

4/30/13 12 Investments (+A) 30,000      
Cash (-A) 30,000      

LITTLE 500

DIRECT: CASH FLOWS FROM OPERATING ACTIVITIES
Cash collected from customers 172,000$    
Cash paid for wages (12,000)       
Cash paid for inventory (18,000)       
Cash paid for scholarships (45,000)       
Cash paid for rent (6,000)        
Cash paid for security -                 
Net cash from operating activities 91,000$      

INDIRECT: CASH FLOWS FROM OPERATING ACTIVITIES
Net income 63,000$      
Adjustments:

No depreciation or paper gains/losses to add back -                 
Add decrease in accounts receivable 4,000          
Subtract increase in inventory (3,000)        
Add increase in accounts payable 2,000          
Add increase in security payable 25,000        

Total adjustments: 28,000        
Net cash from operating activities 91,000$      

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of investments (30,000)$     
Net cash from investing activities (30,000)$     

CASH FLOWS FROM FINANCING ACTIVITIES
Net cash from financing activities -$               

Net increase (decrease) in cash 61,000$      
Cash at the beginning of the period 15,000        
Cash at the end of the period 76,000$      

LITTLE 500

DIRECT: CASH FLOWS FROM OPERATING ACTIVITIES
Cash collected from customers 172,000$     
Cash paid for inventory (18,000)       
Cash paid for security (could leave off) -                 
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FINANCIAL STATEMENTS

BALANCE SHEET (as of May 1, 2013)
ASSETS
Current assets

Cash 76,000      
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Inventory 9,000        

Total current assets 92,000      

Investments 530,000    

Total assets 622,000    

LIABILITIES
Current liabilities
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INCOME STATEMENT (for the period ending May 1, 2012) 
 
Ticket Revenues $80,000 
Concession Revenues 20,000 
Expenses  

Cost of goods sold 9,000 
Wage expense 10,000 
Scholarship expense 40,000 
Rent expense 5,000 
Security expense 18,000 

Net income $18,000 
 
 
BALANCE SHEET (as of May 1, 2012) 
Current assets   Current liabilities  

Cash $15,000  Accounts payable $18,000 
Accounts receivable 11,000    
Inventory 6,000  Long-term debt 9,000 

Total current assets 32,000    
   Owners’ equity  
Investments 500,000  Retained earnings 505,000 
     
Total assets $532,000  Total liabilities & owners’ equity $532,000 
 
 

 2012

 2013



LITTLE 500

DIRECT: CASH FLOWS FROM OPERATING ACTIVITIES
Cash collected from customers 172,000$     
Cash paid for inventory (18,000)       
Cash paid for security (could leave off) -                 
Cash paid for wages (12,000)       
Cash paid for rent (6,000)         
Cash paid for scholarships (45,000)       
Net cash from operating activities 91,000$      

INDIRECT: CASH FLOWS FROM OPERATING ACTIVITIES
Net income 63,000$      
Adjustments:

No depreciation or paper gains/losses to add back -                 
Add decrease in accounts receivable 4,000          
Subtract increase in inventory (3,000)         
Add increase in accounts payable 2,000          
Add increase in security payable 25,000        

Total adjustments: 28,000        
Net cash from operating activities 91,000$      

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of investments (30,000)$     
Net cash from investing activities (30,000)$     

CASH FLOWS FROM FINANCING ACTIVITIES
Net cash from financing activities -$               

Net increase (decrease) in cash 61,000$      
Cash at the beginning of the period 15,000        
Cash at the end of the period 76,000$      
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Cash paid for security (could leave off) -                 
Cash paid for wages (12,000)       
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Net cash from operating activities 91,000$      

INDIRECT: CASH FLOWS FROM OPERATING ACTIVITIES
Net income 63,000$      
Adjustments:

No depreciation or paper gains/losses to add back -                 
Add decrease in accounts receivable 4,000          
Subtract increase in inventory (3,000)         
Add increase in accounts payable 2,000          
Add increase in security payable 25,000        

Total adjustments: 28,000        
Net cash from operating activities 91,000$      

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of investments (30,000)$     
Net cash from investing activities (30,000)$     

CASH FLOWS FROM FINANCING ACTIVITIES
Net cash from financing activities -$               

Net increase (decrease) in cash 61,000$      
Cash at the beginning of the period 15,000        
Cash at the end of the period 76,000$      Our Time Together

Topics and Assignments 
 
 
Wednesday (9/18) 
 

Topics:  Introduction to Connect 
  Painting the big picture: Accounting in society 

Introduction to the four financial statements 
Introduction to the accounts found on each statement  
Introduction to recording economic transactions 
 

 
 
 
Thursday (9/19) 
 

Topics:  Practice recording economic transactions 
Practice creating balance sheets 
Practice creating income statements 

 
 
 
Friday (9/20) 
 

Topics:  Introduction to creating cash flow statements  
  Review of how everything fits together 

Practice exam 
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