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Instructional Case:
Christy’'s Lemonade Stand:
An Introduction to Accrual Accounting

Barry E. Cushing

ABSTRACT: The purpose of this case is to ilustrate the most basic features of
accrual accounting, and how it differs from cash-basis accounting, in a business
context that is as simple as possible. The case involves a business scenario to
which every student can understand and relate. It is designed to be used early
in the term, possibly even on the first day of class. It is presented “through a
child's eyes” to help students feel comfortable about participating in a discus-
sion of accounting issues despite their own limited understanding of accounting
concepts. The case is analyzed using the accounting equation, and does not

involve debits and credits.

START-UP

N the first Saturday after school

is out, Christy and her family go

to the park for a picnic. After
Iunch, Christy, who is eight years old,
takes a walk around the park with her
Dad. At one end of the park, she sees
young girl selling lemonade in front of a
house across the street. She recognizes
the girl as one of her classmates, and
Christy and Dad cross the street for a
chat. Her classmate, Abigail, is doing a
brisk business selling lemonade at 25¢
per cup, and shows Christy a shoebox
full of dollar bills and quarters.

Onthe way home, Christy asks if she
can set up a lemonade stand nex Satur-
day. Her Uncle Eldon, who likes to build
things with wood, offers to build her a
lemonade stand if she can pay him for
the materials (about $10, he thinks), plus
$1 for his labor. Her little brother, Andy,
offers to help out, and Christy agrees to
pay him $2 to be her assistant.

‘The next Friday, Christy's Mom es-
timates the amount of lemonade mix and
other supplies that she will need if she

sells 80 cups of lemonade. Christy gets
$15 from her piggy bank, and then goes
to the grocery store with Mom. They buy
the items on Mom's list for $10.

When they arrive home, they find
that Uncle Eldon has delivered the lem-
onade stand. It has a counter, a sign that
says “Lemonade—25¢” and a bench for
Christy to sit on. Christy's dad says that
she can use this stand every Saturday
for the rest of the summer, or a total of
11 Saturdays. Eldon has already left, but
has told Dad that he will be there at
9:00a01 tomorrow o fill his jug with lem-
onade before he goes fishing, and that
he will collect the $11 for the lemonade
stand sometime after he gets home
Sunday afternoon.

While they are setting up the stand
in the front yard, Cousin Rex drops by.
After Christy tells Rex what she is plan-
ningto do, he gives her a dollar and says
‘he will bring his family around the next
day for 4 cups of lemonade.

Barty E. Cushing is a Professor of Ac-
counting at the University of Utah.
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