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DAWG GEAR


Having experienced success with Dawg Company, Frank decides to start a new company called DAWG GEAR.  His strategy is to sell UW athletic apparel during the holiday season only, for the next four years.  Three factors support his strategy: (1) most retailers have a substantial amount of their sales from November through early January; (2) Frank could get an especially good deal on rent and merchandise because of the excess capacity available due to the recession, and (3) he could test his ability to expand into the apparel market while putting relatively little capital at risk.   Below are the transactions from his four-month operation:
1. 10/1/09:
Frank, friends and family members contribute (i) $4,000 cash for an equity interest in the company plus (ii) another $6,000 in cash on a short term loan due 1/31/10 plus interest of $180.

2. 10/2/09:
Purchased a used cash register and other store equipment for $1,200 cash.  Frank planned to depreciate this store equipment in equal amounts over a four-year period.

3. 10/3/09:
Purchased assorted apparel including shirts, fleece jackets and hats for $3,800 on credit.  We promised the supplier that we would pay our entire balance by 11/3/09.

4. 10/15/09:
Paid $2,400 rent in advance for a U-District shop from 11/1/09 through 1/31/10.

5. 11/3/09:
Used cash to pay his supplier the entire balance of $3,800.

6. 12/30/09:
Dawg Gear opened on 11/1/09 with all merchandise “on sale.”  Sales over the two and a half months totaled $7,400.  All customers paid with cash.  The goods sold cost $3,300. 

7. 1/20/10:
Frank worked in the business without pay, but paid his part time employees $1,200 cash in wages for their work over the holiday season.

Frank felt good about his first venture in the apparel business.  He started with nothing and ended up on 1/31/10 with over $2,600 in cash, suggesting a successful holiday season.  However, he has put off doing the accounting and asks for your help in assessing the performance of Dawg Gear.

Questions:

1. Record the transactions above into a balance sheet spreadsheet.  Identify other entries (if any) necessary to evaluate the financial condition at 1/31/10 and the performance for the four months ended 12/31/10.  

2. Prepare a formal balance sheet, income statement and statement of cash flows to reflect the first four months of operations.  Since this is our first year of operation, all accounts have a zero balance to start the year.  Our fiscal period started on 10/1/09 and ends on 1/31/10.  Disregard taxes.

3. How did Dawg Gear do? (Two or three sentences should suffice.)
� Prepared by Jane Kennedy for MBA Jump Start, 2010, adapted from a case by Frank Hodge.  





