CHAPTER 4

Completion of the Accounting Cycle

ASSIGNMENT CLASSIFICATION TABLE

Study Obijectives

*8.

*9.

Describe the purpose of a work
sheet.

Demonstrate the process of
closing the books.

Describe and produce a post-
closing trial balance.

State the steps in the accounting
cycle.

Explain and demonstrate the
approaches to preparing
correcting entries.

Identify and prepare the various
sections of a classified balance
sheet.

Illustrate measures used to
evaluate liquidity.

Prepare a worksheet (Appendix
4A).

Prepare reversing entries
(Appendix 4B).

Brief Problems
Questions Exercises Exercises Set A
1,2 1
3,4 2,3,4 1,2, 3, *11 1,2, 3,4, %9,
*10

56,7 5 2,3 1,4,*10
8,9 6
10 7 4 5,6
11, 12, 13, 14, 8 56,7 1,4,7,*9,
15, 16 *10
17 9 7,8 8
*18 *10, *11 *9, *10 *9, *10, *11
*19, *20 *12 *11 *12

Problems
SetB

1,2,3,4,79,
*10

1,4,*10

5,6

1,4,7,79, 10

*9, *10, *11

*12

*Note: All asterisked Questions, Exercises, and Problems relate to material contained in the Appendix to each
chapter.



ASSIGNMENT CHARACTERISTICS TABLE

Problem
Number

Description

1A

2A
3A
4A

5A
6A
7A
8A

*OA

*10A

*11A

*12A

1B

2B
3B
4B

5B
6B
7B
8B

*9B

Prepare financial statements, closing entries, and post-
closing trial balance.

Prepare closing entries.
Analyse account data and prepare closing entries.

Prepare financial statements, closing entries and post-
closing trial balance.

Analyse errors and prepare corrections.
Determine impact of errors on financial statements.
Identify balance sheet classifications.

Calculate working capital and current ratio and comment
on liquidity.

Prepare work sheet, financial statements, and adjusting
and closing entries.

Prepare work sheet, classified balance sheet, adjusting
and closing entries, and post-closing trial balance.

Use work sheet relationships to determine missing
amounts.

Prepare and post subsequent transactions entries, with
and without reversing entries.

Prepare financial statements, closing entries, and post-
closing trial balance.

Prepare closing entries.
Analyse account data and prepare closing entries.

Prepare financial statements, closing entries and post-
closing trial balance.

Analyse errors and prepare corrections.
Determine impact of errors on financial statements.
Identify balance sheet classifications.

Calculate working capital and current ratio and comment
on liquidity.

Prepare work sheet, financial statements, and adjusting
and closing entries.

4-2

Difficulty
Level

Simple

Simple
Moderate

Simple

Moderate
Moderate
Simple

Moderate

Moderate

Moderate

Moderate

Simple

Simple

Simple
Moderate

Simple

Moderate
Moderate
Simple

Moderate

Moderate

Time

Allotted (min.)

70-80

30-40
15-25
70-80

40-50
30-40
10-15
25-30

50-60

70-80

50-60

40-50

70-80

30-40
15-25
70-80

40-50
30-40
10-15
25-30

50-60



Problem

Prepare work sheet, classified balance sheet, adjusting
and closing entries, and post-closing trial balance.

Use work sheet relationships to determine missing

Number Description
*10B
*11B
amounts.
*12B

Prepare and post subsequent transactions entries, with
and without reversing entries.

Cumulative Coverage—Chapters 2 to 4

Difficulty
Level

Moderate

Moderate

Simple

Moderate

Time
Allotted (min.)
70-80
50-60

40-50

100-120



BLOOM’S TAXONOMY TABLE

Correlation Chart between Bloom’s Taxonomy, Study Objectives and End-of-Chapter Material

Study Objective Knowledge Comprehension Application Analysis Synthesis | Evaluation

1. Describe the BE4-1 Q4-1
purpose of a Q4-2
work sheet.

2. Demonstrate the Q4-3 BE4-2 |P4-4A P4-3A
process of Q4-4 BE4-3 [*P4-9A  [P4-3B
closing the BE4-4 |*P4-10A
books. E4-1 P4-1B

E4-2 |P4-2B
E4-3  |P4-4B
*E4-11 [*P4-9B
P4-1A  [|*P4-10B
P4-2A

3. Describe and Q4-6 Q4-5 E4-2 *P4-10A
produce a post- (Q4-7 BE4-5 E4-3 P4-1B
closing trial P4-1A |P4-4B
balance. P4-4A [*P4-10B

4. State the steps |Q4-9 Q4-8
in the BE4-6
accounting
cycle.

5. Explain and Q4-10 BE4-7 P4-5A
demonstrate the E4-4 P4-6A
approaches to P4-58
preparing P4-6B
correcting
entries.

6. Identify and Q4-11 Q4-13 BE4-8 *P4-10A |E4-7
prepare the Q4-12 Q4-14 E4-5 P4-1B
various sections |24-16 Q4-15 E4-6 P4-4B
of a classified  [P47A P4-1A  |*P4-9B
balance sheet. | +7B P4-4A  |*P4-10B

*P4-9A

7. lllustrate Q4-17 BE4-9 P4-8A
measures used P4-8B
to evaluate E4-7
liquidity. E4-8

*8. Prepare a *Q4-18 *BE4-11 *BE4-10 [*P4-10A [*P4-11A
worksheet *E4-9  |*P4-9B [*P4-11B
(Appendix 4A). *E4-10 [*P4-10B

*P4-9A

*9. Prepare *Q4-19 *Q4-20 *P4-12A
reversing entries *BE4-12 *P4-12B
(Appendix 4B). *E4-11




Study Objective Knowledge Comprehension Application Analysis Synthesis | Evaluation
Broadening Your BYP4-4 BYP4-1 BYP4-7 BYP4-8
Perspective BYP4-6 BYP4-2

Cumulative BYP4-3
Coverage BYP4-5
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ANSWERS TO QUESTIONS

. No. A work sheet is not a permanent accounting record. The use of a
work sheet is an optional step in the accounting cycle. It is simply a
convenient and efficient tool for completing some of the steps in the
accounting cycle.

. Formal financial statements are needed because the columnar data are

not properly arranged and classified for statement purposes. For
example, a drawings account is listed in the balance sheet debit
column with assets, and an accumulated amortization account is listed
in the balance sheet credit column with liabilities.

. Adjusting entries are made prior to preparation of the financial
statements to adjust account balances to properly reflect revenue and
expenses on an accrual basis. Adjusting entries can affect both
temporary and permanent accounts. Closing entries affect only
temporary accounts. Closing entries are made at the end of an
accounting period after preparation of the financial statements to
transfer revenue, expense, and drawings account balances to the
owner’s capital account and reset these temporary accounts to zero.

. (1) (Dr) Individual revenue accounts and (Cr) Owner’s Capital.
(2) (Dr) Owner’s Capital and (Cr) individual expense accounts.
(3) (Dr) Owner's Capital and (Cr) Owner's Drawings.

. The post-closing trial balance contains only balance sheet accounts.
Its purpose is to prove the equality of the permanent account balances
that are carried forward into the next accounting period.

. The accounts that will not appear in the post-closing trial balance are
Amortization Expense; Ben Alschuler, Drawings; and Service Revenue.
These are all temporary accounts.

. The three trial balances are the (1) (unadjusted) trial balance, (2)
adjusted trial balance, and (3) post-closing trial balance.
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Questions Chapter 4 (Continued)

10.

11.

12.

13.

The work sheet affects two steps: (1) journalizing and posting
adjusting entries, and (2) preparing financial statements. When a work
sheet is used, the financial statements are prepared from the work
sheet. In addition, the adjusting entries are usually journalized and
posted after the financial statements are prepared.

The steps that involve journalizing are (1) journalize the transactions,
(2) journalize the adjusting entries, and (3) journalize the closing
entries.

Correcting entries differ from adjusting entries because they (1) are
not a required part of the accounting cycle, (2) may be made at any
time, and (3) may affect any combination of accounts. Adjusting
entries affect both an income statement account and a balance sheet
account.

The standard classifications in a balance sheet are:

Assets

Current Assets
Long-term Investments
Capital Assets

Liabilities and Owner's Equity
Current Liabilities

Long-term Liabilities

Owner's Equity

A company's operating cycle is the average time that is required to go
from cash to cash in producing revenues.

Current assets are cash and other resources that are reasonably
expected to be realized in cash or sold or consumed in the business
within one year of the balance sheet date or the company's operating
cycle, whichever is longer. Current assets are listed in the order of
their liquidity.
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Questions Chapter 4 (Continued)

14. Long-term investments are resources that can be realized in cash.
However, the conversion into cash is not expected within one year or
the operating cycle, whichever is longer. Capital assets are resources
of a relatively permanent nature that are being used in the business
and not intended for sale.

15. The major differences between current liabilities and long-term

liabilities are:
Difference Current Liabilities Long-term Liabilities
Source of Existing current assets or Other than existing
payment. other current liabilities. current assets or
creating current
liabilities.
Time of Within one year or the Beyond one year or
expected operating cycle. the operating cycle.
payment.
Nature of items. Debts pertaining to the Mortgages, bonds
operating cycle and other long-term
and other short-term debts. liabilities.

16. (a) The owner's equity section for a corporation is called
shareholders’ equity.

(b) The two accounts and the purpose of each are: (1) Common
Shares (or share capital) is used to record investments in the
business by the owners (shareholders). (2) Retained Earnings is
used to record income retained in the business (that is, the net
income earned minus any dividends distributed to the owners).

17. Liquidity is the ability of a company to meet its obligation as they
become due. One measure of liquidity is working capital.
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Questions Chapter 4 (Continued)

*18. The net income of $9,000 will appear in the income statement debit
column and the balance sheet credit column. A net loss will appear in
the income statement credit column and the balance sheet debit
column.

*19. A reversing entry is the exact opposite, both in amount and in account
titles, of an adjusting entry. Reversing entries are an optional step in
the accounting cycle. In some accounting systems, they simplify the
recording of subsequent transactions related to the adjustments.

*20. (a) Jan. 1 Interest Payable .........ccomiiiiiiiccciiiirre, 4,500
Interest Expense.......ccoirieciiiciieeeeee, 4,500
To record reversing entry.
Jan. 10 Interest Expense......cc.cccmmmciiiiineeciininnnenns 5,000
CaSh . 5,000

To record interest payment.

Because of the January 1 reversing entry that credited Interest
Expense for $4,500, Interest Expense will have a debit balance of
$500 which equals the expense for the current period.

(b) Jan. 10 Interest Payable ..........cccoiiimiieciiiiiieciniees 4,500
Interest Expense. ..., 500
CaSh . 5,000

To record interest payment and
reversal of accrual.

Note that Interest Expense will again have a debit balance of $500.
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SOLUTIONS TO BRIEF EXERCISES

BRIEF EXERCISE 4-1

Prepare a trial balance on the work sheet

Enter adjustment data

Enter adjusted balances

Enter adjusted balances in appropriate statement columns

Total the statement columns, calculate net income (loss), and
enter it on the work sheet.

ahoObd-=

Filling in the blanks provided, the correct answers are 5, 2, 1, 3, 4.

BRIEF EXERCISE 4-2

Dec. 31 Service ReVENUE ......ccccoveiieiieireireirersnirererensenssanes 50,000
T. Khalifa, Capital .........cooeemeiirrcceereeceeeee 50,000

31 T. Khalifa, Capital.....cccccccoormmmmmciiirrecceerreeeccceeeeees 30,000
Salaries Expense.......cccomiieeciiiirececssenecennnns 26,000
Supplies EXpense.........cccoeeeciiimmrmncnnnenneessnns 4,000

31 T. Khalifa, Capital.....cc.ccooemeiirire e, 2,000
T. Khalifa, Drawings .......cccccoommciimrecnireecececennn, 2,000

Ending capital balance is $30,000 + $50,000 - $30,000 - $2,000 = $48,000
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BRIEF EXERCISE 4-3

T. Khalifa, Capital

Date Explanation Ref. Debit Credit Balance

Dec. 31 Balance 30,000
31 Closing entry 50,000 80,000
31 Closing entry 30,000 50,000
31 Closing entry 2,000 48,000

T. Khalifa, Drawings

Date Explanation Ref. Debit Credit Balance

Dec. 31 Balance 2,000
31 Closing entry 2,000 0

Service Revenue

Date Explanation Ref. Debit Credit Balance

Dec. 31 Balance 50,000
31 Closing entry 50,000 0

Salaries Expense

Date Explanation Ref. Debit Credit Balance

Dec. 31 Balance 26,000
31 Closing entry 26,000 0

Supplies Expense

Date Explanation Ref. Debit Credit Balance

Dec. 31 Balance
31 Closing entry

4-11
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BRIEF EXERCISE 4-4

July 31 Green Fees Earned .........c..cooimmrreciiiiiiecccnncreeeen, 26,000
Members, Capital.......cccccomrmmiirieeee 26,000
July 31 Members, Capital ........ooeeeiiiimicirr e 10,700
Salaries EXpense......cccccorveciimeenceereenesreeneeeenns 8,200
Maintenance Expense.........cccccceiiiimmrenncininnneaes 2,500

Members, Capital

Date Explanation Ref. Debit Credit Balance
July 31 Balance 50,000
31 Closing entry 26,000 76,000
31 Closing entry 10,700 65,300

Green Fees Earned

Date Explanation Ref. Debit Credit Balance
July 31 Balance 26,000
31 Closing entry 26,000 0

Salaries Expense

Date Explanation Ref. Debit Credit Balance
July 31 Balance 8,200
31 Closing entry 8,200 0

Maintenance Expense

Date Explanation Ref. Debit Credit Balance
July 31 Balance 2,500
31 Closing entry 2,500 0
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BRIEF EXERCISE 4-5

The accounts that will appear in the post-closing trial balance are:

Accounts Payable
Accounts Receivable
Capital Assets

Cash

Long-term Debt
Prepaid Expenses

Note that these are all balance sheet accounts.

BRIEF EXERCISE 4-6

The proper sequencing of the required steps in the accounting cycle is as
follows:

Analyse business transactions.
Journalize the transactions.

Post to the ledger accounts.

Prepare a trial balance.

Journalize and post the adjusting entries.
Prepare an adjusted trial balance.
Prepare the financial statements.
Journalize and post the closing entries.
Prepare a post-closing trial balance.

WeNOIORWDN=

Filling in the blanks, the answers are 9, 6,1, 4, 2,8, 7, 5, 3.
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BRIEF EXERCISE 4-7

(a)

(b)
1.

2,

Assets Liabilities Equity Revenue Expense NI
1. (0) NA (0) (o) NA o)
2. U U NA NA NA NA
Service Revenue ... s 780
Accounts Receivable..........ccorrreciiriee, 780
Store SUPPlieS ..o 1,730
Equipment......... e s 1,370
Accounts Payable ..., 360

BRIEF EXERCISE 4-8

Reuben Company
Balance Sheet (Partial)
December 31, 2002

Current assets

(0= 1= ¢ T $18,400
Short-term investments..........cco i 8,200
Accounts receivable.......cccoiieiiiiiiiii 12,500
ST U o o] L= 5,200
Prepaid iNSUrancCe..........cooiveeeiiiiimmeeecisiinrsesss s s s s s s s smssssssenees 3,600

Total current assets .....ccoccovieiiiiiiciicr s $47,900
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BRIEF EXERCISE 4-9

(a) Working capital = Current assets - Current liabilities
($1,926,000) = $42,918,000 - $44,844,000

(b) Current ratio:

Current assets = $42.918,000 = 0.96:1
Current liabilities $44,844,000
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*BRIEF EXERCISE 4-10

COULOMBE COMPANY

Work Sheet
Adjusted Income
Account Titles Trial Balance Adjustments Trial Balance Statement Balance Sheet
Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.

Prepaid Insurance 4,000 (1) 1,200 2,300 2,300
Service Revenue 58,000 (2) 900 58,900 58,900
Salaries Expense 25,000 (3) 800 25,800 25,800
Accounts Receivable (2) 900 900 900
Salaries Payable (3) 800 800 800
Insurance Expense (1) 1,200 1,200 1,200
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*BRIEF EXERCISE 4-11

Income Statement| Balance Sheet

Account Dr. Cr. Dr. Cr.
Accounts Payable X
Accounts Receivable X
Accumulated Amortization X
Amortization Expense X
H. Khanna, Capital X
H. Khanna, Drawings X
Service Revenue X

*BRIEF EXERCISE 4-12
Nov. 1 Salaries Payable...........cccooiiimmmmmmmeeccccnrineeerreeeeeeeens 800

Salaries EXpense .......cccccceeiiimmreencnnisnnessssnsennenanes 800
To reverse Oct. 31 accrual.

The balances after posting the reversing entry are a credit of $800 in
Salaries Expense and $0 in Salaries Payable.
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SOLUTIONS TO EXERCISES

EXERCISE 4-1
(@) June 30 Service Revenue.........cccccceeiiimieeniininnsensssseesnennes 15,600
B. Eden, Capital .......cccorrrmerrrreee, 15,600
30 B.Eden, Capital....cccccccormrimmiiiiiiicccierreece e 12,800
Salaries EXpense.....c...cccceeevrveecierecnceeeennnn. 7,800
Supplies Expense.......ccccceceiiiimmmeniniinnneans 1,500
Rent Expense........riiirrecereeee, 3,500
30 B.Eden, Capital.....cccoooemiiriemirricerreceereee e, 2,500
B. Eden, Drawings.....c...cceceirreciireenneneees 2,500

(b) The ending balance in B. Eden’s Capital account should agree with
the capital account balance on the Statement of Owner’s Equity and
the Balance Sheet.
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EXERCISE 4-2

(a)
GENERAL JOURNAL J15
Date Account Titles and Explanation Ref Debit Credit
July 31 Commission Revenue...........ccccccevrvenennnn, 404 63,100
Rent Revenue.........ccovvimiimiieiveiiecreccennnn, 429 6,500
R. Rafael, Capital .......ccccccervennneecnenn, 301 69,600
31 R. Rafael, Capital........cccorremmeiiirrieceeens, 301 74,600
Amortization Expense..................... 711 4,000
Salaries Expense.....c.cccciireeneinen, 720 55,700
Rent Expense........ccccoiveiiieiircninenns, 729 14,900
31 R. Rafael, Capital........ccccceerrrmeirreirreennnn, 301 14,000
R. Rafael, Drawings..........cccccceveeeeeen, 306 14,000
Cash No. 101
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 14,940
Accounts Receivable No. 112
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 8,780
Equipment No. 157
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 15,900
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EXERCISE 4-2 (Continued)

(a) (Continued)

Accumulated Amortization No. 167
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 5,400
Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 6,220
Unearned Rent Revenue No. 208
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 1,800
R. Rafael, Capital No. 301
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 45,200
31 Closing entry J15 69,600 114,800
31 Closing entry J15 74,600 40,200
31 Closing entry J15 14,000 26,200
R. Rafael, Drawings No. 306
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 14,000
31 Closing entry 14,000 0
Commission Revenue No. 404
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 63,100
31 Closing entry J15 63,100 0
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EXERCISE 4-2 (Continued)

(a) (Continued)

Rent Revenue No. 429
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 6,500

31 Closing entry J15 6,500 0

Amortization Expense No. 711
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 4,000

31 Closing entry J15 4,000 0

Salaries Expense No. 720
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 55,700

31 Closing entry J15 55,700 0

Rent Expense No. 729
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 14,900

31 Closing entry J15 14,900 0
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EXERCISE 4-2 (Continued)

(b)
RAFAEL COMPANY
Post-Closing Trial Balance
July 31, 2003
Debit Credit
Cash.... $14,940
Accounts Receivable........c..coovvriieiiiiienninnnen. 8,780
Equipment ... 15,900
Accumulated Amortization ..........cccceeeveeennnnns $ 5,400
Accounts Payable...........ccccoceirieiiiireiiirees 6,220
Unearned Rent Revenue........cccoeeieiimirninnnenns 1,800
R. Rafael, Capital .........cooovemeeciiirrecceeereee, 26,200
$39,620 $39.620
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EXERCISE 4-3

(@) Apr. 30 Service Revenue. .......ccccccceeiimmmeenciiiinseesnssseeseennes 12,590
Ho, Capital........coomeereee e, 12,590
30 Ho, Capital ... 11,328
Salaries EXpense.......cccccceerveeiireeenenreennenes 9,840
Rent EXpense.......cccccccoiiimmmmccinninneesnsnenneans 760
Amortization Expense........ccccoeveiiieniirennnns 671
Interest Expense.......ccccooiimimeiiiiiineeeniniennes 57
30 Ho, Capital ......cconeee e e 3,650
Ho, Drawings .....c.cccccceciimmeninimsessnnnsassssnnanans 3,650
(b)
Cash
Date Explanation Ref. Debit Credit Balance
April 30 Balance v 15,052
Accounts Receivable
Date Explanation Ref. Debit Credit Balance
April 30 Balance v 7,840
Prepaid Rent
Date Explanation Ref. Debit Credit Balance
April 30 Balance v 2,280
Equipment
Date Explanation Ref. Debit Credit Balance
April 30 Balance v 23,050
Accumulated Amortization
Date Explanation Ref. Debit Credit Balance
April 30 Balance v 4,921
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EXERCISE 4-3 (Continued)

(b) (Continued)

Notes Payable

Date Explanation Ref. Debit Credit Balance
April 30 Balance v 5,700
Accounts Payable
Date Explanation Ref. Debit Credit Balance
April 30 Balance v 5,972
Interest Payable
Date Explanation Ref. Debit Credit Balance
April 30 Balance v 57
Ho, Capital
Date Explanation Ref. Debit Credit Balance
April 30 Balance v 33,960

30 Closing entry 12,590 46,550
30 Closing entry 11,328 35,222
30 Closing entry 3,650 31,572
Ho, Drawings
Date Explanation Ref. Debit Credit Balance
April 30 Balance v 3,650
30 Closing entry 3,650 0
Service Revenue
Date Explanation Ref. Debit Credit Balance
April 30 Balance v 12,590
30 Closing entry 12,590 0
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EXERCISE 4-3 (Continued)

(b) (Continued)

Salaries Expense

Date Explanation Ref. Debit Credit Balance

April 30 Balance v 9,840
30 Closing entry 9,840 0

Rent Expense

Date Explanation Ref. Debit Credit Balance

April 30 Balance v 760
30 Closing entry 760 0

Amortization Expense

Date Explanation Ref. Debit Credit Balance

April 30 Balance v 671
30 Closing entry 671 0

Interest Expense

Date Explanation Ref. Debit Credit Balance

April 30 Balance v 57
30 Closing entry 57 0
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EXERCISE 4-3 (Continued)

(c)
KWOK YEUN HO COMPANY
Post-Closing Trial Balance
April 30, 2003
Debit Credit

[02- 1= 1 T $15,052
Accounts Receivable.........cccvriimiieiieirenennn, 7,840
Prepaid Rent.........c.ooiiiirierreee, 2,280
Equipment.........o e 23,050
Accumulated Amortization..........cccccovveennnnnnn. $ 4,921
Notes Payable.........ccccoimmiiimiccirrcin e, 5,700
Accounts Payable .........ccccccceiiimiiiciieen, 5,972
Interest Payable...........ceciiriiiiiicreeee, 57
Ho, Capital ........cooeeecrrrre, 31,572

$48,222 $48,222
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EXERCISE 4-4

1. Accounts Payable ($830 - $380)........cccccccrrrrrrrrrrrrrccnnnnennn 450

Cash.... e e 450
2. SUPPHIES ..o 500

Equipment........ s 50

Accounts Payable ..., 450
3. L.Choi, Drawings........cccccccceiiimmmmmsnininrnessssssnmssss s ssmmsssnes 400

Salaries EXPense.....cccoovieciiriecrireeis s e e e eeenes 400
4. Office Equipment ... e e 1,200

Office SUPPLIES ...ooiiieiiirrr e 1,200
EXERCISE 4-5

(a)

RAFAEL COMPANY
Income Statement
For the Year Ended July 31, 2003

Revenues
COMMISSION reVENUE ....c.ieeieeiieniren e rensreanennns $63,100
Rentrevenue........... e 6,500
Total revenues ......ccovcviiiicimcirirn e 69,600
Expenses
Salaries eXpense .......ccccccveveeveeeeeeeeeseeeeeeeee e $55,700
Rent exXpense ... 14,900
Amortization expense .......cc.ceerieiirierece e, 4,000
Total exXpenses......cccccovimreenciiiirrrmssssnrrneasnns 74,600
Net I0SS...c $ 5.000
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EXERCISE 4-5 (Continued)

(a) (Continued)

RAFAEL COMPANY
Statement of Owner's Equity
For the Year Ended July 31, 2003

R. Rafael, Capital, August 1, 2002................cceeeeee. $45,200
LesS: NetloSS ..o e s enaa e $ 5,000
Drawings .....cccccoiiimmmeiinimnrennnrss e 14,000 19,000
R. Rafael, Capital, July 31, 2003 ..........ccoeeereemennn $26,200
(b)
RAFAEL COMPANY

Balance Sheet
July 31, 2003

Assets
Current assets
CaSh .. —————— $14,940
Accounts receivable.........cccociriiiiinccca, 8,780
Total current assets ........ccovvevvreiireirreieeeeen, 23,720
Capital assets
Equipment..........oo e $15,900
Less: Accumulated amortization .................... 5,400 10,500
Total assets......cccoirciiiiiiiicr s $34,220

Liabilities and Owner's Equity

Current liabilities

Accounts payable..........ccccociiiiiiinicineeerreees $ 6,220
Unearned rent revenue ........ccccoooimmmeecinninnennnnnn 1,800
Total current liabilities .........ccccvveeireeiiennen. 8,020

Owner's equity
R. Rafael, Capital .......ccccccceiiimmreciiirreccneeeeees 26,200
Total liabilities and owner's equity........... $34.220
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EXERCISE 4-6

KWOK YUEN HO COMPANY
Income Statement
For the Month Ended April 30, 2003

Revenues
SErviCe reVENUE ......ccuciiemeriiireniiirenssiessssrenassrsnssssennas $12,590
Expenses
Salaries eXPeNSe.......ccvvvveiieeeeeeeeeeee e $9,840
Rent expense........ i 760
Amortization expense........ccccccoiiiimirini s 671
Interest expense........ i 57
Total eXpenses .......cccovrmreeciiiimrnmsss e eaaes 11,328
Net inComMe ... e e 1,262
KWOK YUEN HO COMPANY
Statement of Owner's Equity
For the Month Ended April 30, 2003
[ Lo T 0% T | = 1 R4 Y o o 1 e RS $33,960
Add: Netincome. ... e e e e 1,262
35,222
LeSS: Drawings .......cccooiiiiimmmmmemsssiirrsssssssssss s ssssssssssssssssss s 3,650
Ho, Capital, April 30........cooo s s e e e $31,572
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EXERCISE 4-6 (Continued)

KWOK YUEN HO COMPANY
Balance Sheet
April 30, 2003

Assets
Current assets
(02 1= 3 $15,052
Accounts receivable.......ccccoiriiiiiici e 7,840
g =T o= T o I =Y o | 2,280
Total current assets......ccoovviiiiiiirccncc e 25,172
Capital assets
Equipment ... $23,050
Less: Accumulated amortization.........ccccevreiieciienniennees 4,921 18,129
Total assets......ccoiviiieiiiiiiirr e $43.301

Liabilities and Owner's Equity

Current liabilities

Notes payable.........ccccceiiiiiiiiii $ 5,700
Accounts payable ... 5,972
Interest payable..........ccooiiiiicii 57
Total current liabilities.........ccccvieeiieiiei e 11,729

Owner's equity
[ Lo T 07 T | - | 31,572
Total liabilities and owner's equity ..........ccccccceennnee $43,301
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EXERCISE 4-7

(a)
SUMMIT'S BOWL-A-DROME ALLEY
Balance Sheet
December 31, 2002

Assets
Current assets
(02 1] o T $ 20,840
Accounts receivable ... 14,520
Prepaid iNSUrance ...........ccoveeeciiiimmeescnsinnssssss s sessssssennnes 4,680
Total current assets .......cccciiiimiiiciisis s 40,040
Capital assets
123 T $ 63,200
Building.......ccceeeeeeeeccciiene e $128,800
Less: Accum. amortization .... 45,600 83,200
Equipment.........ccoooeiviiiiiiiiieen, $ 62,400
Less: Accum. amortization .... 18,720 43,680 190,080
Total assets.........ccereurenneee $230,120

Liabilities and Owner's Equity

Current liabilities

Current portion of mortgage payable.............cccccevvrrrrnnns $ 13,600
Accounts payable........cc.ccooiiiiiiii 13,480
Interest payable........cccoiiiiiiiii s 2,600
Total current liabilities ........ccccevreiiciiciiccre e, 29,680
Long-term liabilities
Mortgage payable (less current portion)........cccccccceeeennnn. 80,000
Total liabilities.........ccommreemcccrr s 109,680
Owner's equity
T. Bolgos, Capital........ccccciiiiiiiiiirrrecccsss e 120,440
Total liabilities and owner's equity ..............cceeeuneees $230,120

Net Income = $14,180 — $780 — $5,360 — $2,600 = $5,440
Ending Capital = $115,000 + $5,440 = $120,440
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EXERCISE 4-7 (Continued)

(b) Working capital (current assets less current liabilities) is $10,360
($40,040 — $29,680). The current ratio (current assets divided by
current liabilities) is 1.35:1 ($40,040 =+ $29,680). In addition,
approximately 50% of current assets are in the form of cash. The
company's liquidity appears to be reasonably good.

EXERCISE 4-8
(@) Working Capital = Current Assets — Current Liabilities
2000: $1,408,529 - $568,035 = $840,494

1999: $1,064,667 - $401,111 = $663,556
1998: $726,484 - $315,589 = $410,895

Current Ratio = Current Assets
Current Liabilities

2000: $1.408.529 = 2.48:1
$568,035

1999: $1.064.667 = 2.65:1
$401,111

1998: $726,484 = 2.30:1
$315,589

(b) The Carnival’s liquidity in 2000 is slightly below that of 1999 and slightly
higher than 1998 based on the current ratios. It is still a very positive
ratio, however, with sufficient current assets to cover current liabilities.

In terms of working capital, the liquidity has increased in 2000,
compared to 1999 and 1998.
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*EXERCISE 4-9

KWOK YUEN HO COMPANY
(Partial) Work Sheet
For the Month Ended April 30, 2003

Adjusted Income Balance
Trial Balance Statement Sheet

Account Titles Dr. Cr. Dr. Cr. Dr. Cr.
Cash 15,052 15,052
Accounts Receivable 7,840 7,840
Prepaid Rent 2,280 2,280
Equipment 23,050 23,050
Accum. Amortization 4,921 4,921
Notes Payable 5,700 5,700
Accounts Payable 5,972 5,972
Ho, Capital 33,960 33,960
Ho, Drawings 3,650 3,650
Service Revenue 12,590 12,590
Salaries Expense 9,840 9,840
Rent Expense 760 760
Amortization Expense 671 671
Interest Expense 57 57
Interest Payable 57 57

Totals 63,200 63,200 11,328 12,590 51,872 50,610
Net Income 1,262 1,262

Totals 12,590 12,590 51,872 51,872
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*EXERCISE 4-10

(a) (1) Accounts Receivable — $28,000 ($34,000 — $6,000 increase in

(b)

Service Revenue).

(2) Salaries Expense—$42,000 ($49,000 — $7,000 increase in
Salaries Payable).

(3) Supplies — $5,000 ($9,000 — $4,000 in Supplies Expense).

(4) Insurance Expense — $8,000 ($26,000 — $18,000 = $8,000
decrease in Prepaid Insurance).

(5) Accumulated Amortization — $22,000 ($12,000 + $10,000
Amortization Expense).

(1) Accounts Receivable............cccooiiiiiiimiieeccciiiin, 6,000
Service Revenue ..........cccooiiiiiiimimnneeeesnnnn,

(2) Salaries EXpPense .......ccccccceevimmmeeciiemnscensssesnennsnnnns 7,000
Salaries Payable........cccccoiiimiiciiiirricieeeeee

(3) Supplies EXPense.....ccccceiiimmmmeinniinnnessnsesnnmasns 4,000
SUPPHIES oot e e

(4) Insurance EXpPense ......ccccccovirreeniiiinneensssessnnnssnns 8,000

Prepaid Insurance........ccccccooiimmmeciininnneennnnennes

(5) Amortization Expense.........ccccccceiiiimmmeecnnnnnneennnns 10,000
Accumulated Amortization.........ccccecveevmveirnnnns
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*EXERCISE 4-11

(a) (1) Dec. 31 Accounts Receivable..........ccccccceeiimirenciiirnnenn. 5,000
Commission Revenue..........ccccceeeiiiinneeees

31 Interest EXpense ......cccooiimmmeeiininnneessnnnnnnennnns 2,000
Interest Payable...........ccooveeiiriiiiiieininee,

(2) Dec. 31 Commission Revenue.........ccccccceiirmmmmnncisirnnennns 97,000
Masterson, Capital ..........cccceceiiiimienniiiinnes

31 Masterson, Capital......ccccoovveeciimieciirccceeecees 9,800
Interest Expense........ccooeiiiiieiiveieecnnns

(b) Jan. 1 Commission Revenue.........cccccceeiirrrmmnncirirnnnnnns 5,000
Accounts Receivable...........cccccceiiirirennnnnn.

1 Interest Payable...........coeeeiiimiieee 2,000
Interest Expense........ccooiiiiiieciiieieecnnns

() Jan. 10 Cash ... e 5,000
Commission Revenue..........ccccceeeiiiinneeees

15 Interest Expense .......ccceiiimiieciiiiinsecinnnnneans 2,000
Cash...r s
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*EXERCISE 4-11 (Continued)

(a), (b) & (d)

Cash

Date Explanation Ref. Debit Credit Balance

Jan. 10 5,000 5,000
15 2,000 3,000

Accounts Receivable

Date Explanation Ref. Debit Credit Balance

Dec. 31 Unadjusted balance 0
31 Adjusting entry 5,000 5,000

Jan. 1 Reversing entry 5,000 0

Interest Payable

Date Explanation Ref. Debit Credit Balance

Dec. 31 Unadjusted balance 0
31 Adjusting entry 2,000 2,000

Jan. 1 Reversing entry 2,000 0

Masterson, Capital

Date Explanation Ref. Debit Credit Balance

Dec. 31 Unadjusted balance 48,000
31 Closing entry 97,000 135,000
31 Closing entry 9,800 125,200

Commission Revenue

Date Explanation Ref. Debit Credit Balance

Dec. 31 Unadjusted balance 92,000
31 Adjusting entry 5,000 97,000
31 Closing entry 97,000 0

Jan. 1 Reversing entry 5,000 (5,000)
10 5,000 0
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*EXERCISE 4-11 (Continued)

(a), (b) & (d) (Continued)

Interest Expense

Date Explanation

Ref.

Dec. 31 Unadjusted balance

31 Adjusting entry
31 Closing entry

Jan. 1 Reversing entry
15
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SOLUTIONS TO PROBLEMS

PROBLEM 4-1A
(a)
GUNTER COMPANY
Income Statement
For the Year Ended December 31, 2002
Revenues
SEerVICe rEVENUE.......ceuiieeeiireee e rresssrsenssrsnas s renssssennas $59,000
Expenses
Salaries eXpense ........ccueveeeeeeeereeeeeeeeeeeereereeer————— $35,000
Rent eXpense.... ..o 12,200
Amortization expense.........cccccceeiiimmrecinnre . 2,600
Repair eXpense.......cccoccceiirmeiiimmess s s e e s emans 1,800
Utilities EXpense.......cccoiimiiiiiniiininisirsssnresnneanan 1,700
Total eXpenses.......ccccovmreciirreinirsesr e e enas 53,300
Net iNCOME..... e $ 5,700
GUNTER COMPANY
Statement of Owner's Equity
For the Year Ended December 31, 2002
N. Gunter, Capital, January 1, 2002...........ccccoerreeiireennnns $34,000
Add: Netincome ... e 5,700
39,700
Less: Drawings ......cccccciimmeeiiimmesinimnssssmmsssssssnsssssssssssssnssssnes 12,000
N. Gunter, Capital, December 31, 2002 ...........cccevrrrennnnnns $27.,700
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PROBLEM 4-1A (Continued)

(a) (Continued)

GUNTER COMPANY
Balance Sheet
December 31, 2002

Assets

Current assets

Prepaid insSurance ..........ccovieircirccsreceree e
Total current assets ........covvviriiriiiirecr e,

Capital assets
Equipment....... e
Less: Accumulated amortization............ccccceenvrenee.
Total aSSetS.....cciviiiiriiiiiirr e

Liabilities and Owner's Equity

Current liabilities
Accounts payable........c.ccooreiiirii s
Salaries payable...........ccoi
Total current liabilities ..........ccccccciiiiiieeciiiinneeen.
Owner's equity
N. Gunter, Capital ...,
Total liabilities and owner's equity ...................
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PROBLEM 4-1A (Continued)

(b)
GENERAL JOURNAL J14
Date Account Titles and Explanation Ref. Debit Credit
Dec. 31 Service Revenue .......ccooeevreirrerrernenenens, 400 59,000
N. Gunter, Capital........cccccerrvenrrreennnn, 301 59,000
31 N. Gunter, Capital.........ccceevremiirrenniinnen, 301 53,300
Repair Expense.........ccooeeciiiinneennnnns, 622 1,800
Amortization Expense..........cccc....en. 711 2,600
Salaries Expense. ......cccccoorveniireennnnns, 726 35,000
Rent Expense......cooveiiiiicircineann, 729 12,200
Utilities Expense........ccceciiiiineennnnns, 732 1,700
31 N. Gunter, Capital.........cccceeiremeiireeenea, 301 12,000
N. Gunter, Drawings .....cc..cccovmmemnnnnnn, 306 12,000
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PROBLEM 4-1A (Continued)

(c)

Cash No. 101
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 6,600

Accounts Receivable No. 112
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 13,500

Prepaid Rent No. 131
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 3,500

Equipment No. 157
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 26,000

Accumulated Amortization No. 158
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 5,600

Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 13,300
Salaries Payable No. 212
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 3,000
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PROBLEM 4-1A (Continued)

(c) (Continued)

N. Gunter, Capital No. 301
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 34,000

31 Closing entry J14 59,000 93,000
31 Closing entry J14 53,300 39,700
31 Closing entry J14 12,000 27,700

N. Gunter, Drawings No. 306
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 12,000

31 Closing entry J14 12,000 0

Service Revenue No. 400
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 59,000

31 Closing entry J14 59,000 0

Repair Expense No. 622
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 1,800

31 Closing entry J14 1,800 0

Amortization Expense No. 711
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 2,600

31 Closing entry J14 2,600 0
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PROBLEM 4-1A (Continued)

(c) (Continued)

Salaries Expense No. 726
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 35,000

31 Closing entry J14 35,000 0

Rent Expense No. 729
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance J\1/4 12,200

31 Closing entry 12,200 0

Utilities Expense No. 732
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 1,700

31 Closing entry J14 1,700 0

(d)

GUNTER COMPANY

Post-Closing Trial Balance
December 31, 2002
Debit Credit
CaSh ... $ 6,600
Accounts Receivable .........ccooemiiimiiimiiiinrcrecree e, 13,500
Prepaid Insurance .........cceeciimmeiiirsecs s e 3,500
Equipment ... 26,000
Accumulated Amortization.........cccoeeireiririieirenrenes $ 5,600
Accounts Payable.........ccccccoiimiimciiiiiircccrree, 13,300
Salaries Payable ..., 3,000
N. Gunter, Capital ........cccccooimrmciiiirrrccsr s 27,700
Totals $49.600 $49.,600
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PROBLEM 4-2A

(a)
GENERAL JOURNAL
Date Account Titles and Explanation Ref. Debit Credit
Jan. 31 Service Revenue.......ccccorveciiemiremnrennnnnnn, 24,000
Dude, Capital........cevrienireeeeeaees, 24,000
31 Dude, Capital ........ccoeeeemeiiirircccerreeennn, 10,900
Amortization Expense.........ccccceereeen 5,500
Insurance Expense..........ccoceeeniiinnnn, 400
Interest Expense.......cccceevrveniireennnnnn, 800
Salaries Expense ......cccccoerveeciireennnnnn, 3,200
Utilities Expense......cccooeiieeeirennnenns, 1,000
31 Dude, Capital.....c.ccoeveuirrmeniirrrecr e eeen, 8,600
Dude, Drawings.........cccceeeeiininneennnnns, 8,600

(b) Dude, Capital Account

January 1, 2003 .........ccooverrrrreee e e e $66,000
Add: Net Income ($24,000 - $10,900)............cccceerrnnnee. 13,100
Less: Drawings .......ccccciiiimmmeniinimnnesinnsnnsssssssesnnsssnsenns 8,600
January 31, 2003 ... —————— $70,500

This amount should agree with the Dude, Capital account on the Statement
of Owner’s Equity and the Balance Sheet as of January 31, 2003.
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PROBLEM 4-3A

Repair Service Revenue...........ccccauuuuuee... 180,000

Other Revenue........cccoieiieiieeiieen e ceneenn, 20,000
J. Lecoure, Capital.........cceeevrreenrrnenen.

J. Lecoure, Capital......c..ccoeeeeeirieniireenes 145,000
Repair Service Expense......c..ccoeeuuunnee
Other EXpenses ........coccceceiiimmrcenninnnnnes

J. Lecoure, Capital......ccccooveeeirieniiriennnnns 4,000
J. Lecoure, Drawings.......cccccouvrmmmmnnnnn
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PROBLEM 4-4A

(a)
CORMIER COMPANY
Income Statement
For the Year Ended December 31, 2002
Revenues
SEerviCe reVENUE.......ccuciieeeiirreerrrsnssresasrrsnaserenasrennas $88,000
Expenses
Salaries eXPense .......ccvvreeemmcccrir e e $40,000
Rent eXpense.........veeciiiimmeeecinirrrcss s 14,000
Supplies eXPenSse........coeeeeiiirieencnr e 5,700
INSUranCe eXPenSe........ccocvveeeiirirmrmessssrrrresss e 5,000
Amortization eXpense.......cccccoivreriiirmenirrresn e s 4,000
Interest eXpPense.......ccccceiiireiiiirsn s 500
Total exXpenses.......ccccovrreciimrece s e e 69,200
Netincome........ e e e e $18.800
CORMIER COMPANY
Statement of Owner's Equity
For the Year Ended December 31, 2002
P. Cormier, Capital, January 1, 2002 .............cccceevrrrenen. $25,000
Add: Netincome ... 18,800
43,800
LesS: Drawings ......cccccciiimmmmmniinimnmmsssnrnnnmssssssssnmsssssssssnases 10,000
P. Cormier, Capital, December 31, 2002..........ccccccervemuunnne $33.,800
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PROBLEM 4-4A (Continued)
(a) (Continued)
CORMIER COMPANY

Balance Sheet
December 31, 2002

Assets
Current assets
02 1= 3 T $13,600
Accounts receivable ..., 15,400
SUPPLIES ..oveeeeiiirrree s 1,500
Prepaid inSurance ...........cccceeimmeeciiircecsssssnssse e e e 2,800
Total current assets ........covvevirmiiriirire e, 33,300
Capital assets
Office equipment..........cooorrireiiee e $34,000
Less: Accumulated amortization.........cccoeevieerennneee. 8,000 26,000
Total assets $59,300

Liabilities and Owner's Equity

Current liabilities

Notes payable.........cccceviiiiiiiii $10,000
Accounts payable.........c..cooimmiiiiiii 6,000
Salaries payable..........cccomrcccr 3,000
Interest payable.........cccoiimireiiii 500
Total current liabilities ........ccooverriiriiriieeinennnee. 19,500
Long-term liabilities
Notes payable (less current portion)........ccccec.......... 6,000
Total liabilities.......ccccceveiiiiiicrcr e, 25,500
Owner's equity
P. Cormier, Capital ..........cceeeiiiimmrecin e 33,800
Total liabilities and owner's equity ................... 59,300

4-47



PROBLEM 4-4A (Continued)

(b)
GENERAL JOURNAL J14
Date Account Titles and Explanation Ref. Debit Credit
Dec. 31 Service Revenue ........cccceiveiiemiremnennenans, 400 88,000
P. Cormier, Capital........ccccorvennnrecnnnn, 301 88,000
31 P. Cormier, Capital.......cccccoimrmieireneenen, 301 69,200
Supplies Expense......ccccovreecerrennnnnns, 631 5,700
Amortization Expense.........ccccceeeeen 711 4,000
Insurance Expense........ccccceveeriiennnnn, 722 5,000
Salaries Expense ......ccccoovveuiireennnnnn, 726 40,000
Rent Expense......cooveiiiiicircineann, 729 14,000
Interest Expense......ccccccceiiimieeniinnnnn, 905 500
31 P. Cormier, Capital.......ccccovrmmeiireeenen, 301 10,000
P. Cormier, Drawings...........ccceeunnnns, 306 10,000
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PROBLEM 4-4A (Continued)

(c)

Cash No. 101
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 13,600

Accounts Receivable No. 112
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 15,400

Supplies No. 126
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 1,500

Prepaid Insurance No. 130
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 2,800

Office Equipment No. 151
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 34,000

Accumulated Amortization—Office Equipment No. 152
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 8,000

4-49



PROBLEM 4-4A (Continued)

(c) (Continued)

Notes Payable No. 200
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 16,000

Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 6,000

Salaries Payable No. 212
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 3,000

Interest Payable No. 230
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 500

P. Cormier, Capital No. 301
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 25,000

31 Closing entry J14 88,000 113,000
31 Closing entry J14 69,200 43,800
31 Closing entry J14 10,000 33,800

P. Cormier, Drawings No. 306
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 10,000

31 Closing entry J14 10,000 0
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PROBLEM 4-4A (Continued)

(c) (Continued)

Service Revenue No. 400
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 88,000

31 Closing entry J14 88,000 0

Supplies Expense No. 631
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 5,700

31 Closing entry J14 5,700 0

Amortization Expense No. 711
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 4,000

31 Closing entry J14 4,000 0

Insurance Expense No. 722
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 5,000

31 Closing entry J14 5,000 0

Salaries Expense No. 726
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 40,000

31 Closing entry J14 40,000 0
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PROBLEM 4-4A (Continued)

(c) (Continued)

Rent Expense No. 729
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance J‘1/ ) 14,000

31 Closing entry 14,000 0

Interest Expense No. 905
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 500

31 Closing entry J14 500 0
(d)
CORMIER COMPANY
Post-Closing Trial Balance
December 31, 2002
Debit Credit
Cash... e $13,600
Accounts Receivable ........cccccereiieiimcniecniecn e, 15,400
Prepaid INSUrance ... e e e 2,800
SUPPLIES ... 1,500
Office Equipment..........co i 34,000
Accumulated Amortization—Office Equipment.... $ 8,000
Notes Payable.........cccociiimmiiiimcciirrcn e 16,000
Accounts Payable...........ccceeciiiiiiieees 6,000
Salaries Payable.......ccccccciiiiiieeiiirrecccerrree e 3,000
Interest Payable..........coeiiiiricen 500
P. Cormier, Capital ........ccecorrimirecrrccerreeerecee 33,800

Totals $67,300 $67,300
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(a)

(1) INCORRECT ENTRY

1. Cash
Accounts Receivable

2. Supplies
Accounts Payable

3. Noentry

4. Miscellaneous Expense

Cash

5. Salaries Expense
Cash

6. Equipment
Cash

7. Noentry

650
650

3,300
3,300

30
30

1,900
1,900

68
68

PROBLEM 4-5A

(2) CORRECT ENTRY

Cash 590
Accounts Receivable 590
Equipment 3,300
Accounts Payable 3,300
Amortization Expense 275
Accumulated Amortization 275
Advertising Expense 30
Cash 30
Salaries Expense 1,100
Salaries Payable 800
Cash 1,900
Repair Expense 86
Cash 86
Rent Expense 1,000
Rent Payable 1,000
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(3) CORRECTING ENTRY

Accounts Receivable 60
Cash

Equipment 3,300
Supplies

Amortization Expense 275

Accumulated Amortization

Advertising Expense 30
Miscellaneous Expense

Salaries Payable 800
Salaries Expense

Repair Expense 86
Cash
Equipment

Rent Expense
Rent Payable

1,000

60

3,300

275

30

800

18
68

1,000



PROBLEM 4-5A (Continued)

(b)
CAMPUS TV REPAIR
Trial Balance
April 30, 2003
Debit Credit

Cash ($5,000 — $60 — $18) .......cccceerrrrccimmrrrrrsccnneeenns $ 4,922

Accounts Receivable ($3,200 + $60)...................... 3,260

Supplies ($3,800 — $3,300) .........ccccerrrrcrmmreerrsnsnnnns 500

Equipment ($10,600 + $3,300 — $68) ...................... 13,832
Accumulated Amortization ($1,350 + $275) .......... $ 1,625
Accounts Payable...........ccoeeciiiiiiiceees 2,100
Rent Payable ($0 + $1,000) .......ccccccerrreriiccccnnnnennn. 1,000
Unearned Revenue.........cccccooiimmmmeciininnssssnssnescassnnns 590
S. Morris, Capital ..o 16,900
Service Revenue.......cccviveiireiieiieiissesn s e e eenes 5,450
Salaries Expense ($3,300 — $800) .........ccccccerrrrrrnn. 2,500
Advertising Expense ($400 + $30) ..........cccccemmeeunn. 430
Miscellaneous Expense ($290 — $30)..................... 260
Amortization Expense ($500 + $275) .............ccc.... 775

Repair Expense ($100 + $86)......ccccccevvvvecennnnennnn. 186

Rent Expense ($1,000) ..........cccocmmrrerrresncccccnnneeeen 1,000

$27,665  $27,665
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PROBLEM 4-6A

Item | Expenses Revenue Assets Liabilities

1. Understated Understated

2. Overstated Understated

3. Understated

4. Understated

5. Understated

6. Understated Overstated

7. Overstated

8. Overstated Understated

(b)
2. Income understated — expense overstated ....................... ($300) U
4. Income overstated — expense understated ($92 - $29)..... 63 O
5. Income understated — revenue understated...................... (80) U
6. Income understated — revenue understated ..................... (600) U
8. Income overstated — revenue overstated .......................... 300 O

Total net income understated............ccccoviriiiiriciiinencninne, ($617) U
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PROBLEM 4-7A

Account

Accounts payable and accrued liabilities

Accounts receivable

Bank indebtedness

Cash

Fixed assets

Inventories

Long-term debt

Long-term debt due within one year
Prepaid expenses and other assets
Short-term bank loans

Short-term investments

Taxes recoverable

4-56

Balance Sheet Classification

Current Liabilities
Current Assets
Current Liabilities
Current Assets
Capital Assets
Current Assets
Long-term liabilities
Current Liabilities
Current Assets
Current Liabilities
Current Assets

Current Assets



PROBLEM 4-8A

(a)

(in thousands) 1999 1998

Working $34,132 - $31,462 = $2,670 | $23,573 - $24,774

Capital = ($1,201)

Current Ratio | $34,132 =1.08:1 $23,573 =0.95:1
$31,462 $24,774

(b) The working capital and current ratios both show an improvement in
1999 over 1998. In 1998, the working capital was negative and the
current ratio less than 1, indicating that the company did not have
sufficient current assets to cover current liabilities. In 1999, the
company had a positive working capital amount of $2,670,000 and a
current ratio of greater than 1. Sleeman’s liquidity has improved.
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(a)

*PROBLEM 4-9A

LAVIGNE ROOFING

Work Sheet
For the Month Ended March 31, 2003
Adjusted Income
Account Titles Trial Balance Adjustments Trial Balance Statement Balance Sheet
Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.

Cash 2,500 2,500 2,500
Accounts Receivable 1,600 1,600 1,600
Roofing Supplies 1,100 (1) 780 320 320
Equipment 6,000 6,000 6,000
Accum. Amortization 1,200 (2) 100 1,300 1,300
Accounts Payable 1,100 1,100 1,100
Unearned Revenue 300 (3) 100 200 200
J. Lavigne, Capital 7,000 7,000 7,000
J. Lavigne, Drawings 600 600 600
Service Revenue 3,000 (3) 100 3,100 3,100
Salaries Expense 700 (4) 400 1,100 1,100
Misc. Expense 100 100 100

Totals 12,600 12,600
Supplies Expense (1) 780 780 780
Amortization Expense (2) 100 100 100
Salaries Payable (4) 400 400 400
Rent Expense (3) 800 800 800
Rent Payable (3)_800 800 800

Totals 2,180 2,180 13,900 13,900 2,880 3,100 11,020 10,800
Net Income 220 220

Totals 3,100 3,400 11,020 11,020

Key: (1) Supplies used; (2) Amortization expensed; (3) Unearned revenue earned; (4) Salaries accrued; (5) Rent accrued.
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*PROBLEM 4-9A (Continued)

(b)
LAVIGNE ROOFING
Income Statement
For the Month Ended March 31, 2003
Revenues
SEerviCe reVENUE.......ccuiieeeiiieneirresas s ssnssrsnas s rensssrennas $3,100
Expenses
Salaries eXPense .......ccovveveeeieeeeeeeeee e e $1,100
Rent expense....... i s 800
Supplies eXPense........ccceeiiiimrrmesiirirrn 780
Amortization expense.........ccccoiieciirriirrn e s 100
Miscellaneous expense ..........cccoveeciiimmreessnnnneassnns 100
Total expenses.........ccooiciieiiricrrecr e 2,880
Netincome........ e e e e $ 220
LAVIGNE ROOFING
Statement of Owner's Equity
For the Month Ended March 31, 2003
J. Lavigne, Capital, March 1. $7,000
Add: Netincome ... 220
7,220
LesS: Drawings .......ccccciiimmmeesinnimmneesnninnssess s ssnnases 600
J. Lavigne, Capital, March 31........cccceiiimmieciiiinrreecnnennes $6,620
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*PROBLEM 4-9A (Continued)
(b) (Continued)
LAVIGNE ROOFING

Balance Sheet
March 31, 2003

Assets
Current assets
(02 1= 1 TR $2,500
Accounts receivable ........ccccirriiiiiiis 1,600
Roofing sUpplies ... 320
Total current assets .........ccevevieciiiciicn e, 4,420
Capital assets
Equipment........... e $6,000
Less: Accumulated amortization...............c...c...... 1,300 4,700
Total assets ... $9,120
Liabilities and Owner's Equity
Current liabilities
Accounts payable...........cccoormmmrriiin s $1,100
Salaries payable .........ccoimirmmccrr e 400
Rent payable.........oeiiii 800
Unearned revenue..........oiciiieciieeeseee s ereerenans 200
Total current liabilities ........cccecvreeiireiieiieecreens 2,500
Owner's equity
J. Lavigne, Capital.........ccccccceiiiiiiiiiiinrccciinnneeeeneees 6,620
Total liabilities and owner's equity ................... 9,120
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*PROBLEM 4-9A (Continued)

(c) Mar.

(d) Mar.

31

31

31

31

31

31

31

31

Supplies EXpense.......cccccceeiimreiiireecsseeeseeecanans 780
ST 0] o] o] [N

Amortization Expense.........ccccceiieiiiiiiieicnennnns 100
Accumulated Amortization..........................

Unearned RevenUEe........coeieimirimiececmceemcnenenns 100
Service RevenuUe.......coccevieiireireireirnrernrnnens

Salaries EXpense......ccccvciirveeceireencnsreeneeeeannns 400
Salaries Payable ...,

Rent EXpense.........cocciiiiimmecciniinres e 800
Rent Payable ...,

Service Revenue.........cccoiveiieeiieeiieeiiennessessneenns 3,100
J. Lavigne, Capital ........cccccooimmimmciiiiireen,

J. Lavigne, Capital.......ccccccovmmmmmiiiiimiecciiinneeans 2,880
Salaries EXpense.....c.cccvciireeeiireencereennenes
Supplies Expense.......ccccccceiiiimrmecinninnnennenns
Amortization Expense........cccccoviiieniiiennnnee.
Miscellaneous Expense ..........ccoeeeeiiiirnneee.

Rent Expense....... i,

J. Lavigne, Capital.......ccccccovmmrmmnciiiiireecciceneeenn, 600
J. Lavigne, Drawings.........c.ccoemeciiiinneennnnnn.
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100

100

400
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3,100

1,100
780
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100
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*PROBLEM 4-10A

WATER WORLD PARK

Work Sheet
For the Year Ended September 30, 2003

Account Titles Trial Balance Adjustments Adj. Trial Balance Income Statement Balance Sheet
Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.
Cash 41,400 41,400 41,400
Supplies 18,600 (b) 17,400 1,200 1,200
Prepaid Insurance 31,900 (a) 28,000 3,900 3,900
Land 80,000 80,000 80,000
Building 500,000 500,000 500,000
Accum. Amortiz-Bldg. 125,000 (c) 25,000 150,000 150,000
Equipment 120,000 120,000 120,000
Accum. Amortiz.-Equip. 36,200 (c) 6,800 43,000 43,000
Accounts Payable 14,600 14,600 14,600
Unearned Admission 3,700 (d) 2,000 1,700 1,700
Mortgage Payable 350,000 350,000 350,000
M. Berge, Capital 159,700 159,700 159,700
M. Berge, Drawings 14,000 14,000 14,000
Admission Revenue 302,500 (d) 2,000 304,500 304,500
Salaries Expense 105,000 105,000 105,000
Repair Expense 30,500 30,500 30,500
Advertising Expense 9,400 9,400 9,400
Utilities Expense 16,900 16,900 16,900
Prop. Taxes Expense 18,000 (e) 3,000 21,000 21,000
Interest Expense 6,000 (f) 6,000 12,000 12,000
Totals 991,700 991,700
Insurance Expense (a) 28,000 28,000 28,000
Supplies Expense (b) 17,400 17,400 17,400
Interest Payable (f) 6,000 6,000 6,000
Amortization Expense (c) 31,800 31,800 31,800
Prop. Taxes Payable (e)_3,000 3,000 3,000
Totals 88,200 88,200 1,032,500 1,032,500 272,000 304,500 760,500 728,000
Net Income 32,500 32,500
Totals 304,500 304,500 760,500 760,500

Key: (a) Expired Insurance; (b) Supplies Used; (c) Amortization Expensed; (d) Admission Revenue Earned; (e) Accrued Property Taxes; (f) Accrued Interest Payable.
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*PROBLEM 4-10A (Continued)

(b) WATER WORLD PARK
Balance Sheet
September 30, 2003

Assets
Current assets
02 1Y 1 T $ 41,400
SUPPlies ... 1,200
Prepaid insurance...........cccceeeeciiiinneennnnnn. 3,900
Total current assets ..........cceeuvvnnenne 46,500
Capital assets
15 1 T $ 80,000
2201 [ L3V $500,000
Less: Accumulated amortization.......... 150,000 350,000
Equipment.........cooii $120,000
Less: Accumulated amortization.......... 43,000 _77,000 507,000
Total assets.....cccccovrrmiiirreiiircecneeen, $553.500
Liabilities and Owner's Equity
Current liabilities
Accounts payable...........cccoormriiirii s $ 14,600
Unearned admission revenue .......cccccereeireerenrenneene. 1,700
Interest payable.........ccooiimiieiiii 6,000
Property taxes payable.........coeeiiriciiireciirecceree, 3,000
Mortgage payable—current portion..............cceeeuueen. 50,000
Total current liabilities ........ccoovevriiriiriinineenn, 75,300
Long-term liabilities
Mortgage payable (less current portion).................. 300,000
Total liabilities........cccommirmmcccccirrrr 375,300
Owner's equity
M. Berge, Capital ($159,700 + $32,500 — $14,000).... 178,200
Total liabilities and shareholder’s equity ......... $553,500
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*PROBLEM 4-10A (Continued)

(c) Sept.

(d) Sept.

30

30

30

30

30

30

30

30

Insurance Expense .......cccccceiiiimreeiiiinnnennnnnn, 28,000
Prepaid Insurance ........ccccoreeirinerennnnee.

Supplies EXpense .......cccccevrmreemciiirreennnnneenns 17,400
SUupplies ..o

Amortization Expense .........cccccciimieiiinnennnns 31,800
Accum. Amortiz. — Building.................
Accum. Amortiz. — Equipment.............

Unearned Admission Revenue.................... 2,000
Admission Revenue.......ccccceeeveeeirnrnnnnen

Property Taxes Expense ......cccccovrmeiireennnnns 3,000
Property Taxes Payabile.......................

Interest EXpense .......cccoiviiiircininneinnnenne 6,000
Interest Payable...........ccoorvreeeiiiininnnnnnn.

Admission Revenue.........ccccoeeevreireireinnnnennes 304,500
M. Berge, Capital ..........ccevvrremenncciinnnn.

M. Berge, Capital..........cccceceiimirecieereeeen, 272,000
Salaries Expense........ccccceeeiiiimneenninninnes
Repairs Expense ......cccceeceiiieeiiiecnnnnes
Insurance Expense.........cccooiveuiiiinnnnnnns
Property Taxes Expense.......ccccceveuuunnee
Supplies Expense.......cccccceeiiirmrenniininnes
Utilities Expense......ccccovrieciiiieciieennnas
Interest Expense.......ccccveciiiieiiinnanns
Advertising Expense.........ccccceeeiiiinneeees
Amortization Expense.......c...ccccciiireann.

M. Berge, Capital..........cccccccciiimireeciicrneeenn, 14,000
M. Berge, Drawings.........ccccccceiiimnnennnnnn.
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28,000

17,400

25,000
6,800

2,000

3,000

6,000

304,500

105,000
30,500
28,000
21,000
17,400
16,900
12,000

9,400
31,800

14,000



*PROBLEM 4-10A (Continued)

(e)

WATER WORLD PARK
Post-Closing Trial Balance
September 30, 2003
Debit Credit

CaSh.. e ————— $ 41,400
SUPPHIES e 1,200
Prepaid Insurance .........ccccccceiiiimmeecinnnnnncennnnennes 3,900
Land......co s 80,000
(=071 [ T T 500,000
Accumulated Amortization — Building.............. $150,000
Equipment.........or 120,000
Accumulated Amortization — Equipment ......... 43,000
Accounts Payable...........ccccccceiiiiiiiciiiree 14,600
Unearned Admission Revenue...........ccceceveveenen 1,700
Interest Payable..........cmiciiiiiieces 6,000
Property Taxes Payable........ccccovrciiiieeciiiiennnns 3,000
Mortgage Payable.........ccciiiiimiecirrreeeeee 350,000
M. Berge, Capital ...........coeeeeciiiiiiecccierrececneeees 178,200

$746.500 $746.500
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(a) 1,200
(b) 1,800

(c)

900

(d) 1,500

(e)
(f)
(9)
(h)
(i)
(i)
(k)
()]
(m)

600
500
250
800
800
150
250
600
400

*PROBLEM 4-11A

4-66

(n) 2,000
(0) 250
(p) 800
(q) 6,600
() 500
(s) 250
(t) 800
(u) 6,600
(v) 6,600
(w) 6,600
(x) 1,200
(y) 12,950
(z) 3,200



*PROBLEM 4-12A

(a) Assuming the company does not use reversing entries:

1.

CaSh .. 3,000
Interest Revenue .......ccoceveiieiieienirerenns 1,000
Interest Receivable........cccocevvevreirennnee. 2,000
Wages Expense.......ccccccvvimmmeiiniinnennninnneanns 54,000
Wages Payable.........cccccovimmieiiiiiniecciiieneeene 36,000
Cash... s 90,000
Insurance Expense .......ccccoiiimciiiieeinnnennnns 5,000
Prepaid Insurance ........ccccoeveiiveirennnnees 5,000

Alternatively, this could be treated as a year-end adjustment.

Prepaid Insurance.........cccccciireeiiireeninennnnnns 8,000

CaSh. - 8,000
Unearned Sales Revenue.........cccceveerennnnne. 40,000
Cash (or Accounts Receivable)................... 380,000

Sales Revenue.........ccoecireireieniennrenrenens 420,000
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*PROBLEM 4-12A (Continued)

2.
Interest Receivable
Bal. 2,000
2,000
0

Wages Payable

36,000

Bal. 36,000

0

Interest Revenue

1,000
Cash
3,000
90,000
8,000
380,000

285,000

Prepaid Insurance

Bal. 5,000
5,000

8,000

8,000

Unearned Sales Revenue

Bal. 40,000
40,000

Wages Expense

54,000

Insurance Expense

5,000

Sales Revenue

420,000
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*PROBLEM 4-12A (Continued)

(b) Assuming that reversing entries are used for accruals:

1.

Jan. 1

Jan. 1

Interest Revenue.......ccccceveiieiieiiecnreceennnes 2,000
Interest Receivable.........cccccovrvennrnnennn.

Wages Payable.........cccccoimmeiiimmcciiirecninnennn, 36,000
Wages Expense.......cccccceiiirmreeniciiinnennes

CaSh e 3,000
Interest Revenue ..........ccovveeeciiiiniennnnn.

Wages Expense........cccccoimmmiiimnennninnessninnannn, 90,000
Cash...

Insurance Expense ........coccccceiiiiiieeciininnnenes 5,000
Prepaid Insurance ........ccccoveeireeiiennnns

Prepaid Insurance........ccccooveirieiiicicrenenen, 8,000
Cash...

Unearned Sales Revenue........cccoeevveeiienneee 40,000

Cash (or Accounts Receivable)................. 380,000
Sales Revenue..........ccoeciiiimieencininnees
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36,000

3,000

90,000

5,000

8,000

420,000



*PROBLEM 4-12A (Continued)

(b) (Continued)

3.

Interest Receivable

Bal. 2,000
2,000

Wages Payable

Bal. 36,000
36,000

0

Interest Revenue

2,000
3,000
1,000

Cash

3,000
90,000
8,000

380,000

285,000

Note that all of the above account
balances are the same as they
were in (a).
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Prepaid Insurance

Bal. 5,000 5,000
8,000

8,000

Unearned Sales Revenue

Bal. 40,000
40,000

Wages Expense

36,000
90,000

54,000

Insurance Expense

5,000 ‘

Sales Revenue

| 420,000



PROBLEM 4-1B

(a)
PANAKA COMPANY
Income Statement
For the Year Ended December 31, 2002
Revenues
SErViCe rEVENUE.......ceuiieeeiirreeiiresss s ssnssrsnas s renssssennas $64,000
Expenses
Salaries eXpense ........ccouveeveeeeeeeeeeeeeeeeeeeeereee—————— $36,000
Amortization eXpense.......ccccovmreiiirrecr s 8,800
Utilities eXPense.....ccccccciiimreeccinirrrcss s 3,700
Repair eXpense.......cccciirreciimrecsirsecs s s s s 3,200
INSurance exXpPense........cceeiiimreinirnesn 1,200
Total exXpenses.......ccccovrreciimrece s e e 52,900
[\ =3 8 Lo o] 1 1 = $11.100
PANAKA COMPANY
Statement of Owner's Equity
For the Year Ended December 31, 2002
O. Panaka, Capital, January 1, 2002..................... $248,000
Add: Investment.......ccccooieiiiiiicii $ 4,000
Add: Netincome ......ccocoiriiiiiiirir e e e 11,100 15,100
263,100
Less: Drawings ......cccccciimmeiimmmessnmnssssmsmssssnnesssennnes 7,200
O. Panaka, Capital, December 31, 2002 ............... $255,900
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PROBLEM 4-1B (Continued)

(a) (Continued)

PANAKA COMPANY
Balance Sheet
December 31, 2002

Assets
Current assets
(02 1] o T $ 10,200
Accounts receivable ... 7,500
Prepaid iNSUrance ...........ccvveeciiiimmeescnnirrscssss s sessssss s e s nnanes 1,800
Total current assets ..o 19,500
Capital assets
1P 1 o $100,000
(=071 o [Tq Ve [ $150,000
Less: Accumulated amortization.... 18,000 132,000
Equipment ... $ 28,000
Less: Accumulated amortization. 8,600 19,400 251,400
Total asSSetS...cccciiimiiimiiiiir $270,900

Liabilities and Owner's Equity

Current liabilities

Accounts payable...........ccooomriririi s $ 12,000
Salaries payable ... 3,000
Total current liabilities ........cccovviiiiriiecre e 15,000

Owner's equity
O. Panaka, Capital.........ccccccceiiiimmmeciiiirrrcss e 255,900
Total liabilities and owner's equity ..........ccccccceiiinneee. $270,900
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PROBLEM 4-1B (Continued)

(b)
GENERAL JOURNAL J14
Date Account Titles and Explanation Ref. Debit Credit
Dec. 31 Service Revenue .......ccoeerrmirrmirrmremnenens, 400 64,000
O. Panaka, Capital......ccc..oovenrrrrennnnnn, 301 64,000
31 O. Panaka, Capital......cc.coeeemirrrencirreennnnns, 301 52,900
Repair Expense.........ccooeeciiiinneennnnns, 622 3,200
Amortization Expense..........cccc....en. 711 8,800
Insurance Expense...........coceeeiiinnns, 722 1,200
Salaries Expense ......cccccovrvecirieennnnns, 726 36,000
Utilities Expense........ccceciiiiineennnnns, 732 3,700
31 O. Panaka, Capital......cc.ccoeeneerrreniireennnnns, 301 7,200
O. Panaka, Drawings ........cccccccceenenan, 306 7,200
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PROBLEM 4-1B (Continued)

(c)

Cash No. 101
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 10,200

Accounts Receivable No. 112
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 7,500

Prepaid Insurance No. 130
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 1,800

Land No. 140
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 100,000

Building No. 145
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 150,000

Accumulated Amortization—Building No. 146
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 18,000
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PROBLEM 4-1B (Continued)

(c) (Continued)

Equipment No. 157
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 28,000

Accumulated Amortization—Equipment No. 158
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 8,600

Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 12,000

Salaries Payable No. 212
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 3,000

O. Panaka, Capital No. 301
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 252,000

31 Closing entry J14 64,000 316,000
31 Closing entry J14 52,900 263,100
31 Closing entry J14 7,200 255,900

O. Panaka, Drawings No. 306
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 7,200

31 Closing entry J14 7,200 0
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PROBLEM 4-1B (Continued)

(c) (Continued)

Service Revenue No. 400
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 64,000

31 Closing entry J14 64,000 0

Repair Expense No. 622
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 3,200

31 Closing entry J14 3,200 0

Amortization Expense No. 711
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 8,800

31 Closing entry J14 8,800 0

Insurance Expense No. 722
Date Explanation Ref. Debit Credit Balance
Dec. 31  Balance J: ) 1,200

31 Closing entry 1,200 0

Salaries Expense No. 726
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 36,000

31 Closing entry J14 36,000 0

Utilities Expense No. 732
Date Explanation Ref. Debit Credit Balance
Dec. 31 Balance v 3,700

31 Closing entry J14 3,700 0
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PROBLEM 4-1B (Continued)

(d) PANAKA COMPANY
Post-Closing Trial Balance
December 31, 2002

Debit Credit

Cash... e $ 10,200

Accounts Receivable ........ccccvreiimciiiciiecniecn e, 7,500

Prepaid INSUrance ... e e e 1,800

Land...... e e 100,000

=T UT] Lo 11 4 T 150,000

Accumulated Amortization — Building................... $ 18,000

Equipment......... e 28,000

Accumulated Amortization — Equipment .............. 8,600

Accounts Payable............ccccciiirmiiiiriiirr s 12,000

Salaries Payable.........coiiiimirrren 3,000

O. Panaka, Capital ........ccccorremiiiieeiirrccc e 255,900
Totals $297,500 $297,500
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PROBLEM 4-2B

(a)
GENERAL JOURNAL
Date Account Titles and Explanation Ref. Debit Credit
Sept. 30 Repair Service Revenue....................... 14,000
Bachchan, Capital.........ccccccccece..ee 14,000
30 Bachchan, Capital.......cccccorvenrrreennnnnnee. 5,925
Amortization Expense................... 425
Insurance Expense........cc.coceueeeennne 400
Interest Expense........cccoomvvemncinnnnes 200
Rent Expense.......ccooveiiiiiicniinennnne 1,500
Salaries Expense.......ccccccevreennnnee. 3,200
Supplies Expense......ccccccerremnnrneen. 200
30 Bachchan, Capital.......cccccorvenrirreennnnnnee. 600
Bachchan, Drawings ........ccc.cccoeeune 600

(b) Bachchan, Capital Account

September 1, 2003 ..o $ 8,300
Add: Net Income ($14,000 - $5,925).......cccccevrecumerennnn. 8,075
LesSS: Drawings ........cccouuiiimmmmmmemssssnnnnsnssnnssssssssssnsnns 600
September 30, 2003 ... $15.775

This amount should agree with the Bachchan, Capital account on the
Statement of Owner’s Equity and the Balance Sheet as of September 30,
2003.
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(a)

(b)

PROBLEM 4-3B

Account

Other Revenue

Repair Service Revenue
R. Laporte, Capital
Repair Service Expense
R. Laporte, Drawings
Other Expenses

Repair Service Revenue
Other Revenue................
R. Laporte, Capital.....

R. Laporte Capital..........

Repair Service Expense......cccccceeauunnee

Other Expenses ........

R. Laporte, Capital.........
R. Laporte, Drawings
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Normal Balance

Credit
Credit
Credit
Debit
Debit
Debit

170,000
30,000

135,000

200,000

110,000
25,000

40,000



PROBLEM 4-4B

(a)
SHMI SKYWALKER COMPANY
Income Statement
For the Year Ended March 31, 2003
Revenues
SEerviCe reVENUE.......ccuciieeeiirreerrrsnssresasrrsnaserenasrennas $109,000
Expenses
Salaries eXPense .......ccvvreeemmcccrir e e $39,000
Amortization expense........cccccceeiiiimrecinrr s 15,000
Advertising exXpense .........ccoeciiiiinnn s ——— 12,000
Supplies eXPense........cccceiiirmrenissiirrness e 3,700
INSUranNce eXPense........cooveeeiirrecrireesr s e 4,000
Utilities expense.......cccccciiiieiiimneninss e 2,000
Interest eXPeNnSe.......ccececiiiiccirirecr e s 1,000
Total eXpenses......ccccccviimreenciiiimrressss e rennnes 76,700
Net income........o e e e e $32,300
SHMI SKYWALKER COMPANY
Statement of Owner's Equity
For the Year Ended March 31, 2003
S. Skywalker, Capital, April 1, 2002.........ccnooreeeerece e $108,000
Add: Netincome ... 32,300
140,300
LesS: Drawings ......ccccciimmmeiimmmssnimnessssnnsssssssssssssnasssssnssssssnnssnees 12,000
S. Skywalker, Capital, March 31, 2003............ccce e $128,300
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PROBLEM 4-4B (Continued)
(a) (Continued)
SHMI SKYWALKER COMPANY

Balance Sheet
March 31, 2003

Assets
Current assets
(05 1] o T $ 20,800
Accounts receivable ......c..coiiiiiiiii s 15,400
SUPPLIES .. 2,300
Prepaid inSUrance ... e e e e 4,800
Total current assets ......coccoveiieci i 43,300
Capital assets
12 1 T $ 50,000
(=071 Lo [1 3T S $150,000
Less: Accumulated amortization........... 9,000 141,000
Office equipment.........cccccceevveereeeeeeeeeenn. $ 44,000
Less: Accumulated amortization.......... 18,000 26,000 217,000
Total assets $260,300

Liabilities and Owner's Equity

Current liabilities

Accounts payable..........ccccccci i ———————— $ 8,000
Salaries payable ... 3,000
Interest payable.........cooiiiii s 1,000
Current portion of long-term debt ($10,000 + $15,000).. 25,000
Total current liabilities ........ccceevreciriirciicrecrrceeee, 37,000
Long-term liabilities
Notes payable ($20,000 - $10,000) ...........ccccrrecerrrrerrrcneen 10,000
Mortgage payable ($100,000 - $15,000) ............cccceeerrnens 85,000
Total liabilities.........cccomreemmcccirir e 132,000
Owner's equity
S. Skywalker, Capital .......ccccooimmmmiiiiiirr s 128,300
Total liabilities and owner's equity ........cc.cccevennnneee. $260,300
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PROBLEM 4-4B (Continued)

(b)
GENERAL JOURNAL J14
Date Account Titles and Explanation Ref. Debit Credit
Mar. 31 Service Revenue. ........ccccceeuvreirmiieniennnn. 400 109,000
S. Skywalker, Capital..................... 301 109,000
31 S. Skywalker, Capital........ccccccceevrreeeee. 301 76,700
Advertising Expense.........cc..ccc.u.e. 610 12,000
Supplies Expense......ccccoorvennerreeen. 631 3,700
Amortization Expense................... 711 15,000
Insurance Expense..........ccccocu....... 722 4,000
Salaries Expense ......ccccooveeriereene. 726 39,000
Utilities Expense......ccccoccirenirennnnes 732 2,000
Interest Expense........ccccceeieeennneee. 905 1,000
31 S. Skywalker, Capital........ccccccuuunnnnnee.e. 301 12,000
S. Skywalker, Drawings................. 306 12,000
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PROBLEM 4-4B (Continued)

(c)

Cash No. 101
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 20,800

Accounts Receivable No. 112
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 15,400

Supplies No. 126
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 2,300

Prepaid Insurance No. 130
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 4,800

Land No. 140
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 50,000

Building No. 145
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 150,000
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PROBLEM 4-4B (Continued)

(c) (Continued)

Accumulated Amortization—Building No. 146
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 9,000

Office Equipment No. 151
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 44,000

Accumulated Amortization—Office Equipment No. 152
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 18,000

Notes Payable No. 200
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 20,000

Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 8,000

Salaries Payable No. 212
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 3,000
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PROBLEM 4-4B (Continued)

(c) (Continued)

Interest Payable No. 230
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 1,000

Mortgage Payable No. 275
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 100,000

S. Skywalker, Capital No. 301
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 108,000

31 Closing entry J14 109,000 217,000
31 Closing entry J14 76,700 140,300
31 Closing entry J14 12,000 128,300

S. Skywalker, Drawings No. 306
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 12,000

31 Closing entry J14 12,000 0

Service Revenue No. 400
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 109,000

31 Closing entry J14 109,000 0
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PROBLEM 4-4B (Continued)

(c) (Continued)

Advertising Expense No. 610
Date Explanation Ref. Debit Credit Balance
Mar. 31  Balance J‘1/ ) 12,000

31 Closing entry 12,000 0

Supplies Expense No. 631
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 3,700

31 Closing entry J14 3,700 0

Amortization Expense No. 711
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 15,000

31 Closing entry J14 15,000 0

Insurance Expense No. 722
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 4,000

31 Closing entry J14 4,000 0

Salaries Expense No. 726
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 39,000

31 Closing entry J14 39,000 0
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PROBLEM 4-4B (Continued)

(c) (Continued)

Utilities Expense No. 732
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 2,000

31 Closing entry J14 2,000 0

Interest Expense No. 905
Date Explanation Ref. Debit Credit Balance
Mar. 31 Balance v 1,000

31 Closing entry J14 1,000 0
(d)

SHMI SKYWALKER COMPANY
Post-Closing Trial Balance
March 31, 2003

Debit Credit

Cash..... i ———— $ 20,800
Accounts Receivable.......c.cccoveirmiireiiiciiinrcnee, 15,400
Prepaid Insurance. ........ccoooiieiiiiircireceree e rees 4,800
SUPPLIES ..o s 2,300
Land........coorrrr s 50,000
S U] e T o O 150,000
Accumulated Amortization—Building................. $ 9,000
Office Equipment..........coeiiiiirrreee s 44,000
Accumulated Amortization—Office Equipment.. 18,000
Notes Payable.........ccciiiimiiirrec e 20,000
Mortgage Payable..........ccoovciiiicciirrciirrccrrees 100,000
Accounts Payable ... 8,000
Salaries Payable..........ccceeiiiiiircciirrreee e, 3,000
Interest Payable.........cccoommimciiiiirr s 1,000
S. Skywalker, Capital .......cc.ccooerrreiiiirrrecisiereeenn, 128,300

Totals $287.300 $287.300
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(a)

(1) INCORRECT ENTRY

1. Cash
Accounts Receivable

2. Supplies
Accounts Receivable

3. Miscellaneous Expense
Cash

4. Salaries Expense

Cash
5. Equipment

Cash
6. Noentry

750
750

375
375

30
30

1,800
1,800

90
90

PROBLEM 4-5B

(2) CORRECT ENTRY

Cash 570
Accounts Receivable

Equipment 375
Accounts Payable

Advertising Expense 50
Cash

Salaries Expense 1,200

Salaries Payable 600
Cash

Repair Expense 90
Cash

Rent Expense 1,000

Rent Payable

4-88

570

375

50

1,800

90

1,000

(3) CORRECTING ENTRY

Accounts Receivable
Cash

Equipment

Accounts Receivable
Supplies
Accounts Payable

Advertising Expense
Miscellaneous Expense
Cash

Salaries Payable
Salaries Expense

Repair Expense
Equipment

Rent Expense
Rent Payable

180

375
375

50

600

90

1,000

180

375
375

30
20

600

90

1,000



PROBLEM 4-5B (Continued)

(b)
INTERACTIVE COMPUTER REPAIR
Trial Balance
March 31, 2003

Debit Credit
Cash ($6,000 - $180 - $20).......ccccerrrrccmmrrerrrccnneeenn $ 5,800
Accounts Receivable ($3,800 + $180 + $375)........ 4,355
Supplies ($900 — $375) ......cccevecerrrrrrcerrrceerree e 525
Equipment ($11,400 + $375 — $90) .....ccccevvecnneeennn. 11,685
Accumulated Amortization.........ccocceriririeiiirenrnnes $ 1,815
Accounts Payable ($3,000 + $375).........cccccccummmennn. 3,375
Rent Payable ($1,000) ........cccccvevimrrirrrcerrnceeereeeeans 1,000
Unearned Revenue.........cccccooiimmmmeciininnssssnssnescassnnns 935
H. Maurice, Capital ..., 14,160
Service Revenue.......cccviveiireiieiieiissesn s e e eenes 6,450
Salaries Expense ($2,900 — $600) ..........cccccvrerrrnnn. 2,300
Advertising Expense ($800 + $50) ............ccccumeeunn. 850
Miscellaneous Expense ($310 — $30)..................... 280
Amortization EXpense .......cccccommiiiiiiinnecnnnnnneeanes 700
Repair Expense ($150 + $90)......ccccccreeviiccccnnnnennnn. 240
Rent Expense ($1,000) ..........cccocmmrrerrresncccccnnneeeen 1,000

$27,735 $27,735
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PROBLEM 4-6B

Income Statement

Balance Sheet

(a) Net Owner’s
Item | Revenue | Expense Income Assets | Liabilities Equity
1. NE 0$300 U$300 U$300 NE U$300
2. NE NE NE NE NE NE
(0$500/
U$500)
3. 0%$400 NE 0%$400 0$400 NE 0$400
4. NE u$63 0%63 0%63 NE 0%63
5. U$80 NE u$8o u$so NE u$so
6. U$600 U$600 NE NE NE NE
7. NE NE NE U$500 U$500 NE
8. NE 0$300 U$300 U$300 NE U$300
9. NE| 0$1,000 U$1,000 NE NE NE
(U$1,000/
0%$1,000)
) | os280| ose37| us1217| us717|  usso0 U$217

(b)

4-90

Note that the accounting equations stay in balance, in the total row.
Revenues (0%$280) — Expenses (0%$937) = Net Income (U$1,217).
Assets ($U717) = Liabilities (U$500) + Owner’s Equity (U$217).




PROBLEM 4-7B

Account

Accounts payable and accrued charges

Bank loans (short-term)
Cash

Marketable securities
Income taxes payable
Income taxes recoverable
Inventories

Investments and advances

Long-term debt

Long-term debt due within one year
Prepaid expenses

Property and equipment

Receivables
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Balance Sheet Classification

Current Liabilities
Current Liabilities
Current Assets
Current Assets
Current Liabilities
Current Assets
Current Assets
Long-term Assets (could also
be current)
Long-term Liabilities
Current Liabilities
Current Assets
Capital Assets

Current Assets



(a)

(b)

(c)

PROBLEM 4-8B

1999 1998
Working $9,214,140 - $956,873 = $1,070,353 - $278,738 =
Capital $8,257,267 $791,615
Current Ratio |$9,214,140 =9.63:1 $1,070,353 = 3.84:1
$956,873 $278,738

Working capital is positive for both years and the current ratios are
both greater than 1, which indicates the company can meet its
obligations. Both the amount of working capital and current ratio have
increased. This indicates that the company’s liquidity has improved
from 1998 to 1999.

It is likely that the large cash balance is from investments, and not
generated from operations.
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*PROBLEM 4-9B

MASON P. L.
Work Sheet
For the Quarter Ended March 31, 2003
Adjusted Income
Account Titles Trial Balance Adjustments Trial Balance Statement Balance Sheet
Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.

Cash 11,400 11,400 11,400
Accounts Receivable 5,620 (5) 750 6,370 6,370
Supplies 1,050 (1) 300 750 750
Prepaid Insurance 2,400 (4) 450 1,950 1,950
Equipment 30,000 30,000 30,000
Notes Payable 10,000 10,000 10,000
Accounts Payable 12,350 12,350 12,350
A. Mason, Capital 20,000 20,000 20,000
A. Mason, Drawings 600 600 600
Service Revenue 13,620 (5) 750 14,370 14,370
Salaries Expense 2,200 2,200 2,200
Travel Expense 1,300 1,300 1,300
Rent Expense 1,200 1,200 1,200
Miscellaneous Expense 200 200 200

Totals 55,970 55,970
Supplies Expense (1) 300 300 300
Amortization Expense (2)1,500 1,500 1,500
Accumulated Amortization (2)1,500 1,500 1,500
Interest Expense (3) 250 250 250
Interest Payable (3) 250 250 250
Insurance Expense (4)_450 450 450

Totals 3,250 3,250 58,470 58,470 7,400 14,370 51,070 44,100
Net Income 6,970 6.970

Totals 14,370 14,370 51,070 51,070

Key: (1) Supplies used; (2) Amortization expensed; (3) Accrued interest on note; (4) Insurance expired; (5) Service revenue unbilled.
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*PROBLEM 4-9B (Continued)

(b)
MASON P.I.
Income Statement
For the Quarter Ended March 31, 2003
Revenues
SEervViCe rEVENUE.......ccuiieeeiiireeiiresssrrenssrsnas s renssssennas $14,370
Expenses
Salaries eXpPense .......ccovvveeeeeeeeeeeeeee e e $2,200
Amortization eXpense.......cccccorrreriiireernr e s 1,500
Travel eXPeNnSe .....cucciiiireeeiisirrrsss s s smssssssennes 1,300
Rent eXpense.......c e 1,200
INSurance exXpense........ccccccviirmesirirns s ————— 450
Supplies eXPeNnSe.........coeeeeciiirieeerrr e 300
Interest eXPense.......ccccceiiireiiiirsnn s 250
Miscellaneous eXpPense ........cccccevrrmeirrrenssremnsserenanaes 200
Total eXpenses.....cccccoivrmreeiirirmreesssss e renanes 7,400
Net income........o e e e e $ 6.970
MASON P. I.
Statement of Owner's Equity
For the Quarter Ended March 31, 2003
A. Mason, Capital, January 1, 2003 ...........cooeremmmcccceenenn $ 0
Add: Investment by owner........ccccciiiiiiiirccre e, 20,000
Netincome ... e e 6,970
26,970
LesS: Drawings .......ccccciiimmmmmsiinimmnesssniinnmssssssssnmsssssssssnases 600
A. Mason, Capital, March 31, 2003 .........ccccorrrmeirreeeeeeeene, $26,370
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*PROBLEM 4-9B (Continued)
(b) (Continued)
MASON P. I.

Balance Sheet
March 31, 2003

Assets
Current assets

SUPPLIES ..o
Prepaid insurance...........ccooviiiiiicisreceree e ree e
Total current assets ......c.ccvvevireiiriircnecree e,
Capital assets
Equipment........r s
Less: Accumulated amortization..........c.covevvvnnennee.
Total assets

Liabilities and Owner's Equity
Current liabilities
Notes payable.........oii s
Accounts payable.........c.cceeiiiriciir s
Interest payable.........ccooiimiieiii s
Total liabilities........ccccovmrmriiimrciiircr e,
Owner's equity
A. Mason, Capital ........cccoorimiiiric e,
Total liabilities and owner's equity ...................
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$11,400
6,370
750
1,950
20,470

$30,000
1,500 _28.500

$48,970

$10,000
12,350
250
22,600



*PROBLEM 4-9B (Continued)

(c) Mar.

(d) Mar.

31

31

31

31

31

31

31

31

Supplies EXpense ......ccccerrreciireeceereeneereennnens 300
SUPPlIeS .

Amortization Expense .......ccccccoiiimimciininneennnnn, 1,500
Accumulated Amortization..........c.ccc.........

Interest Expense ..., 250
Interest Payable...........ccoommimeiiiiiiiecinienes

Insurance Expense .......cccccccoiiiimimiiiinnneennnnnnnes 450
Prepaid Insurance (3 x $150).....cccccceeevnne.

Accounts Receivable.......cccoeovieiriimiiirieircrecees 750
Service Revenue.......cooeiieemiecieececemenceenas

Service Revenue .........ccocvimcvimciiminneneenennensens 14,370
A. Mason, Capital ...........coovmmeciiiiimrecinnnns

A. Mason, Capital ......cc.ccoveeeiiricrceereeeeeee, 7,400
Amortization Expense........ccccorvmiiieiieennnns
Travel ExXpense........ccoccceciiiimmmmninninneensnnnns
Salaries EXpense........cccceeerveeeireeeinreennnns
Rent ExXpense.......ccccccciiiimmmeeccininnneensnnennenns
Insurance Expense........cccooviiieciiieiiecnnnnes
Supplies Expense.......ccccccoiimmmmmniiiinnnnnnnnnn
Interest Expense........ccoreiriciiiciieeeee
Miscellaneous Expense..........cccccciiirnneee.

A. Mason, Capital ...........coovrmmciiiimmreciierreen 600
A. Mason, Drawings .......ccccccommmmniirrennnnnnnns
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300

1,500

250

450

750

14,370

1,500
1,300
2,200
1,200
450
300
250
200

600



*PROBLEM 4-10B

(a) SHERRICK MANAGEMENT SERVICES
Work Sheet
For the Year Ended December 31, 2003
Account Titles Trial Balance Adjustments Adj. Trial Balance Income Statement Balance Sheet
Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.

Cash 14,500 14,500 14,500
Accounts Receivable 23,600 23,600 23,600
Prepaid Insurance 3,100 (a) 1,500 1,600 1,600
Land 56,000 56,000 56,000
Building 106,000 106,000 106,000
Equipment 438,000 48,000 48,000
Accounts Payable 10,400 10,400 10,400
Unearned Rent Revenue 5,000 (b) 3,200 1,800 1,800
Mortgage Payable 100,000 100,000 100,000
R. Sherrick, Capital 120,000 120,000 120,000
R. Sherrick, Drawings 20,000 20,000 20,000
Service Revenue 75,600 75,600 75,600
Rent Revenue 23,000 (b) 3,200 26,200 26,200
Salaries Expense 30,000 30,000 30,000
Advertising Expense 17,000 17,000 17,000
Utilities Expense 15,800 15,800 15,800

Totals 334,000 334,000
Insurance Expense (a) 1,500 1,500 1,500
Amortiz. Expense- (c) 2,500 2,500 2,500
Building (c) 2,500 2,500 2,500
Accum. Amortiz - Building (d) 3,900 3,900 3,900
Amortiz. Expense - Equip. (d) 3,900 3,900 3,900
Accum. Amort. - Equip. (e) 10,000 10,000 10,000
Interest Expense (e)10,000 10,000 10,000
Interest Payable 21,100 21,100 350,400 350,400 80,700 101,800 269,700 248,600

Totals 21,100 21,100
Net Income 101,800 101,800 269,700 269,700

Totals

Key: (a) Expired insurance; (b) Rent revenue earned; (c) Amortization expensed--building; (d) Amortization expensed--equipment; (e) Interest
expense.
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*PROBLEM 4-10B (Continued)

(b)
SHERRICK MANAGEMENT SERVICES
Balance Sheet

December 31, 2003

Assets
Current assets
(02 1] o T $ 14,500
Accounts receivable .......ccccoieiiiiiiir s 23,600
Prepaid insurance ..........ccccceiimeecinirsecnsrsess e e 1,600
Total current assets ........covveiiriiriieirecr e, 39,700
Capital assets
12 3 T [ $ 56,000
Building.......ooomeeeeeeeccce e $106,000
Less: Accumulated amortization.......... 2,500 103,500
Equipment $ 48,000
Less: Accumulated amortization.......... 3,900 44,100 203,600
Total assets.......coevvrreiiriirireireeneenn. $243,300

Liabilities and Owner's Equity

Current liabilities

Accounts payable..........ccccccrririiiiii———. $ 10,400
Unearned rent revenue .......ccoeceviimiieciinieciecneenseeeneens 1,800
Interest payable.........cccooiimiiiiii 10,000
Current maturity of long-term debt........................... 10,000
Total current liabilities ........ccoovevriiriiriinineenn, 32,200
Long-term liabilities
Mortgage payable (less current portion).................. 90,000
Total liabilities........cccommirmmcccccirrrr 122,200
Owner's equity
R. Sherrick, Capital ($120,000 + $21,100 — $20,000) 121,100
Total liabilities and shareholder’s equity ......... $243,300
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*PROBLEM 4-10B (Continued)

(c) Dec. 31 Insurance Expense ........cccccccvmrirmrrninnnnnnnnnnn 1,500
Prepaid Insurance ........cccoveeireniinennnee. 1,500

31 Amortization Expense — Building............... 2,500

Amortization Expense — Equipment........... 3,900
Accum. Amortiz. — Building................. 2,500
Accum. Amortiz. — Equipment............. 3,900

31 Unearned Rent Revenue...........ccoeevveevemnnnnen 3,200
Rent Revenue .........cccoieiveiimiimiieeinninnns 3,200

31 Interest Expense ........ccciiireiiireecininnenneneens 10,000
Interest Payable...........coooeeiirieiiininnnnnns 10,000

(d) Dec. 31 Service Revenue .......cccceeeeeecceiiinirrnnnneennnnnnes 75,600

Rent Revenue........ccociiiiiiiciviin e, 26,200
R. Sherrick, Capital ........ccccorvemnirriennnnnns 101,800

31 R. Sherrick, Capital.......ccccorrrmirrrencirrreneenee, 80,700
Salaries Expense........cccccevrieeivreenncenees 30,000
Advertising Expense.......cccccoorrenirneenn. 17,000
Utilities Expense.......cccooveiiiiciireciiennnnees 15,800
Insurance Expense........cccoeeevreniirennnnee. 1,500
Amortization Expense — Building ....... 2,500
Amortization Expense — Equipment ... 3,900
Interest Expense.......ccooveiiiciiieciieennnee, 10,000

31 R. Sherrick, Capital.......ccccoovemeiririrreeee, 20,000
R. Sherrick, Drawings ......ccccccoovrreeannen.. 20,000
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*PROBLEM 4-10B (Continued)

(e)

SHERRICK MANAGEMENT SERVICES
Post-Closing Trial Balance
December 31, 2003
Debit Credit

Cash.... e ———— $ 14,500
Accounts Receivable ........cccoecvrmiiimiiiiiniiniecneennns 23,600
Prepaid Insurance .........cccooeciieeciieceiecceceeereae 1,600
18P 1 o o PO 56,000
(=071 Lo [1 3 ' O 106,000
Accumulated Amortization — Building.............. $ 2,500
Equipment.........o e 48,000
Accumulated Amortization — Equipment ......... 3,900
Accounts Payable............ccccciiiimiiiineciinr e, 10,400
Unearned Rent Revenue..........ccoocvveiieirennrennnes 1,800
Interest Payable..........ccooeeeiiriciiircrc e 10,000
Mortgage Payable.........ccccceiiimmiecerreeeeees 100,000
R. Sherrick, Capital ........ccccorveeiirieciirrccereeee 121,100

$249.700 $249.700
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(a) 1,300
(b) 1,520
(c) 1,100
(d) 1,900
(e) 1,000
() 600
(9) 250
(h) 600
(i) 600
) 160
(k) 250
(1) 1,000
(m) 500

*PROBLEM 4-11B

4-101

(n) 2,500
(0) 250
(p) 600
(q) 8,000
() 600
(s) 250
(t) 600
(u) 8,000
(v) 8,000
(w) 8,000
(x) 1,300
(y) 12,350
(z) 4,270



*PROBLEM 4-12B

(a) Assuming the company does not use reversing entries:

1.

CaSh e 4,000

Rent Revenue ........ccccovveiivecvrecieecreenenn, 1,500

Rent Receivable........ccooeviiimiiiciiiiecnnnns 2,500
Property Tax EXpense ........ccccccevivmeniirnnnnnnns 5,000
Property Tax Payable..........ccccoemeciiirircnnnnnn. 3,000

CaSh. 8,000
Prepaid Insurance.........ccccoreeiiemcireeccecneeen, 9,000

Cash.... e 9,000
Insurance Expense .......ccccccoiiimiiciiiinneennnnnn, 4,800

Prepaid Insurance ........ccccoeveirieirennnnee. 4,800

Alternatively, this could be treated as a year-end adjustment.

Unearned Service Revenue..........coceeuvveuneee. 45,000
Cash (or Accounts Receivable).................. 405,000
Service Revenue.........ccocvieieirnireiennns 450,000
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*PROBLEM 4-12B (Continued)

(a) (Continued)

2. Prepaid Insurance
Rent Receivable Bal. 4,800
Bal. 2,500 4,800
2,500 9,000
0 9,000

Property Taxes Payable

Unearned Service Revenue

Bal. 3,000
3,000

Bal. 45,000
45,000

0

Rent Revenue

Property Tax Expense

5,000 |

Insurance Expense

4,800 |

Service Revenue

1,500
Cash
4,000
9,000
8,000
405,000
392,000

‘ 450,000
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*PROBLEM 4-12B (Continued)

(b) Assuming that reversing entries are used for accruals:

1.

Rent Revenue........ccoociieiieiien e eee e 2,500

Rent Receivable.........cocvviieiieiieiieieennn, 2,500
Property Taxes Payable........c.ccccciirrennnnen. 3,000

Property Tax Expense.......ccccccovrmremnnnnnn 3,000
CaSh e 4,000

Rent Revenue ........ccccovveiiieiiveiieeinneeennns 4,000
Property Tax EXpense .........cccovemmiinirnnennnnnn 8,000

CaSh. i 8,000
Insurance ExXpense .......cccoociiieiiieiiieeneecnnnns 4,800

Prepaid Insurance..........cccccevveeeiireennnnnes 4,800

Alternatively, this could be treated as a year-end adjustment.

Prepaid Insurance........ccccooeeiiimiiiciiicinncnnnns 9,000
Cash.. 9,000
Unearned Service Revenue......cc.cccevverennrne. 45,000
Cash (or Accounts Receivable)................... 405,000
Service Revenue........ccoevieiimiieieniennens 450,000
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*PROBLEM 4-12B (Continued)

(b) (Continued)

3.

Rent Receivable

Bal. 2,500

2,500

Property Taxes Payable

Prepaid Insurance

Bal. 4,800
9,000

4,800

9,000

Unearned Service Revenue

3,000

Bal. 3,000

0

Rent Revenue

2,500
4,000
1,500

Cash

4,000
9,000
8,000

405,000

392,000
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45,000

Bal. 45,000

Property Tax Expense

8,000

3,000

5,000

Insurance Expense

4,800

Sales Revenue

| 450,000



*PROBLEM 4-12B (Continued)

(b) 3. (Continued)

Note that all of the above account balances are the same as they were in

(a).
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CUMULATIVE COVERAGE-CHAPTERS 2 TO 4

(a)
GENERAL JOURNAL J1
Date Account Titles and Explanation Ref. Debit Credit
July 1 Cash.rrr e 101 18,000
Lee Chan, Capital..........cc...c.cc...... 301 18,000
1 Equipment..........oooeciiiiirrecccnerrreen 157 26,000
Cash...rr e 101 3,000
Accounts Payabile.......................... 201 23,000
1 Rent Expense.....cccciiiimieeecciiiinneennnnnn, 729 500
Cash..r e 101 500
3 Cleaning Supplies.....cccccccerrrrremnncirrennes 128 900
Accounts Payabile.......................... 201 900
5 Prepaid Insurance.........ccccccermreniiinnannn. 130 1,200
Cash...rrrc e 101 1,200
12 Accounts Receivable..........cccoeuveannnee. 112 2,500
Cleaning Revenue..............ccceeeneeee 400 2,500
18 Accounts Payable.........ccccceuuunciiinnnnn. 201 3,500
Cash..rr e 101 3,500
20 Salaries Expense .....ccccccoorveeencirirnecnee. 726 1,200
Cash..rrr e 101 1,200
21 Cash .. 101 1,400
Accounts Receivable.................... 112 1,400
25 Accounts Receivable........ccovevreurennne. 112 3,000
Cleaning Revenue..............cceeeeeeee 400 3,000
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CUMULATIVE COVERAGE—CHAPTERS 2 TO 4 (Continued)

(a) (Continued)

Date Account Titles and Explanation Ref. Debit Credit
July 31 Gas & Oil Expense.......cccccceeeviirreennnnnn. 633 250
Cash..rrr 101 250
31 Lee Chan, Drawings......ccccccovmmmnirrecnnnn. 306 1,600
Cash..rcrr e 101 1,600
(c)
GENERAL JOURNAL J2
Date Account Titles and Explanation Ref. Debit Credit
July 31 Accounts Receivable..............oeeeeeen. 112 1,500
Cleaning Revenue............ccveeuneen. 400 1,500
31 Amortization Expense ......cccccccevrrneeen. 711 700
Accum. Amort.—Equipment ........ 158 700
31 Insurance Expense. .......cccccoiirmniireennnn. 722 100
Prepaid Insurance............cccccceeeeee 130 100
31 Cleaning Supplies Expense................ 634 300
Cleaning Supplies.....ccccccoerrreannn. 128 300
31 Salaries Expense ......cccccoovrveeeciiirneenn. 726 400
Salaries Payabile...............ceerenneeee 212 400
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CUMULATIVE COVERAGE—CHAPTERS 2 TO 4 (Continued)

Note that a worksheet is not required. The trial balance and adjusted trial balance are included within
the optional worksheet shown below.

(b) & (d)
LEE'S WINDOW WASHING
Work Sheet
For the Month Ended July 31, 2003
Adjusted Income
Account Titles Trial Balance Adjustments Trial Balance Statement Balance Sheet
Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.

Cash 8,150 8,150 8,150
Accounts Receivable 4,100 (1) 1,500 5,600 5,600
Cleaning Supplies 900 (4) 300 600 600
Prepaid Insurance 1,200 (3) 100 1,100 1,100
Equipment 26,000 26,000 26,000
Accounts Payable 20,400 20,400 20,400
Lee Chan, Capital 18,000 18,000 18,000
Lee Chan, Drawings 1,600 1,600 1,600
Cleaning Revenue 5,500 (1)1,500 7,000 7,000
Gas & Oil Expense 250 250 250
Rent Expense 500 500 500
Salaries Expense 1,200 (5) 400 1,600 1,600

Total 43,900 43,900
Amortization Expense (2) 700 700 700
Accum. Amort. Equipment (2) 700 700 700
Insurance Expense (3) 100 100 100
Cleaning Supplies Expense (4) 300 300 300
Salaries Payable (5)_400 400 400

Totals 3,000 3,000 46,500 46,500 3,450 7,000 43,050 39,500
Net Income 3,550 3,550

Totals 7,000 7,000 43,050 43,050

Key: (1) Service revenue earned; (2) Amortization expensed; (3) Insurance expired; (4) Cleaning supplies used; (5) Unpaid salaries.
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CUMULATIVE COVERAGE—CHAPTERS 2 TO 4 (Continued)

(a), (c) & (f)

Cash No. 101
Date Explanation Ref. Debit Credit Balance
July 1 J1 18,000 18,000

1 J1 3,000 15,000
1 J1 500 14,500
5 J1 1,200 13,300
18 J1 3,500 9,800
20 J1 1,200 8,600
21 J1 1,400 10,000
31 J1 250 9,750
31 J1 1,600 8,150

Accounts Receivable No. 112
Date Explanation Ref. Debit Credit Balance
July 12 J1 2,500 2,500

21 J1 1,400 1,100
25 J1 3,000 4,100
31 Adjusting J2 1,500 5,600

Cleaning Supplies No. 128
Date Explanation Ref. Debit Credit Balance
July 3 J1 900 900

31 Adjusting J2 300 600

Prepaid Insurance No. 130
Date Explanation Ref. Debit Credit Balance
July 5 J1 1,200 1,200

31 Adjusting J2 100 1,100
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CUMULATIVE COVERAGE—CHAPTERS 2 TO 4 (Continued)

(a), (c) & (f) (Continued)

Equipment No. 157
Date Explanation Ref. Debit Credit Balance
July 1 J1 26,000 26,000

Accumulated Amortization—Equipment No. 158
Date Explanation Ref. Debit Credit Balance
July 31 Adjusting J2 700 700

Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
July 1 J1 23,000 23,000

3 J1 900 23,900
18 J1 3,500 20,400

Salaries Payable No. 212
Date Explanation Ref. Debit Credit Balance
July 31 Adjusting J2 400 400

Lee Chan, Capital No. 301
Date Explanation Ref. Debit Credit Balance
July 1 J1 18,000 18,000

31 Closing J3 7,000 25,000
31 Closing J3 3,450 21,550
31 Closing J3 1,600 19,950
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CUMULATIVE COVERAGE—CHAPTERS 2 TO 4 (Continued)

(a), (c) & (f) (Continued)

Lee Chan, Drawings No. 306
Date Explanation Ref. Debit Credit Balance
July 31 J1 1,600 1,600

31 Closing J3 1,600 0

Cleaning Revenue No. 400
Date Explanation Ref. Debit Credit Balance
July 12 J1 2,500 2,500

25 J1 3,000 5,500
31 Adjusting J2 1,500 7,000
31 Closing J3 7,000 0

Gas & Oil Expense No. 633
Date Explanation Ref. Debit Credit Balance
July 31 J1 250 250

31 Closing J3 250 0

Cleaning Supplies Expense No. 634
Date Explanation Ref. Debit Credit Balance
July 31 Adjusting J2 300 300

31 Closing J3 300 0

Amortization Expense No. 711
Date Explanation Ref. Debit Credit Balance
July 31 Adjusting J2 700 700

31 Closing J3 700 0
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CUMULATIVE COVERAGE—CHAPTERS 2 TO 4 (Continued)

(a), (c) & (f) (Continued)

Insurance Expense No. 722
Date Explanation Ref. Debit Credit Balance
July 31 Adjusting J2 100 100

31 Closing J3 100 0

Salaries Expense No. 726
Date Explanation Ref. Debit Credit Balance
July 20 J1 1,200 1,200

31 Adjusting J2 400 1,600
31 Closing J3 1,600 0

Rent Expense No. 729
Date Explanation Ref. Debit Credit Balance
July 31 Adjusting J2 500 500

31 Closing J3 500 0
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CUMULATIVE COVERAGE—CHAPTERS 2 TO 4 (Continued)

(e)
LEE’S WINDOW WASHING
Income Statement
For the Month Ended July 31, 2003
Revenues
Cleaning revenUE .......ccccevvviicccccseneerere e s $7,000
Expenses
Salaries eXPense .......ccovvvvieeeeeeeeeeeeee e $1,600
Cleaning supplies exXpense .......cccccceverrreennciierreennnnnnns 300
Amortization expense........ccccccceiiiimricinrr s 700
Gas & 0il eXpense ... 250
Rent eXpense.......cccciiiminiiinrs s 500
INSUranNce eXPenSse........covieeeiirrecirirnecr e e 100
Total eXpenses.....ccccccivrmreeiiirimrrenssss s rnnanes 3,450
Net income.......ee s e e 3,550
LEE’S WINDOW WASHING
Statement of Owner's Equity
For the Month Ended July 31, 2003
Lee Chan, Capital, July 1......cccoeeerrirrcrrrr e $ 0
Add: INVEStMENTS...ccceenriiiiiieriiirree s e enaa e eennas $18,000
Net income.........o e e 3,550 21,550
21,550
LesS: Drawings .......ccccciiimmmmmsiinimmnesssniinnmssssssssnmsssssssssnases 1,600
Lee Chan, Capital, July 31........coremceirrcccrrree e, $19,950
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CUMULATIVE COVERAGE—CHAPTERS 2 TO 4 (Continued)
(e) (Continued)
LEE’S WINDOW WASHING

Balance Sheet
July 31, 2003

Assets
Current assets
02 1= 3 A $ 8,150
Accounts receivable ..., 5,600
Cleaning supplies.......cccccmreeiiiimmrcesnnrr e 600
Prepaid inSurance ..........cccceeiimeecinirsesssseess e s seannns 1,100
Total current assets ........covvevirmiiriirire e, 15,450
Capital assets
Equipment..........cooooie e $26,000
Less: Accumulated amortization.........cccoeevvverennneee. 700 25,300
Total assetS......ccoirmiiiiiriiiirr e e $40,750

Liabilities and Owner's Equity

Current liabilities

Accounts payable...........cccoormririie s $20,400
Salaries payable ..o 400
Total current liabilities ........cccecvreeiireiieiieecreens 20,800

Owner's equity
Lee Chan, Capital ............coveeeiiiimmreccinirrrccss e 19,950
Total liabilities and owner's equity ................... $40,750
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CUMULATIVE COVERAGE—CHAPTERS 2 TO 4 (Continued)

(f)
GENERAL JOURNAL J3
Date Account Titles and Explanation Ref. Debit Credit
July 31 Cleaning Revenue.........ccccoceeivirreennnnnn. 400 7,000
Lee Chan, Capital........ccccccerreennnnnee 301 7,000
31 Lee Chan, Capital.....cc..ooeeerrrrenrrrncnnen. 301 3,450
Gas & Oil Expense..........cccvveeunnnnn. 633 250
Cleaning Supplies Expense......... 634 300
Amortization Expense................... 711 700
Insurance Expense....................... 722 100
Salaries Expense ......ccccoceeeuereeee. 726 1,600
Rent Expense.......ccccovieeiieecirennnnee, 729 500
31 Lee Chan, Capital.....cc..coeeerrrrenrrrncnen. 301 1,600
Lee Chan, Drawings......cc.ccceeuunnnee 306 1,600
(9)
LEE’S WINDOW WASHING

Post-Closing Trial Balance
July 31, 2003

Cleaning Supplies ......ccccccceiiiimmeesiinirrress e
Prepaid INSUrance .........cccoieeiieeciiecce e
Equipment.........o i
Accumulated Amortization—Equipment................
Accounts Payable...........cccciimmmiie
Salaries Payable........cceiiiiiiiiirrre e
Lee Chan, Capital ..........ccceeeeeiiiimrecciiirreess e,
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$ 8,150
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600
1,100
26,000

$ 700

20,400
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BYP 4-1 FINANCIAL REPORTING PROBLEM

(a)

Second Cup’s balance sheet is classified based on the liquidity of the
assets and liabilities. Classifications include current and long term
assets, current and long term liabilities and shareholders’ equity.

(b) Cash equivalents consist of investments in short-term money market

(c)

instruments. They are recorded at the lower of cost and estimated
market value. They are highly liquid investments (see Note 2 to the
financial statements).

Working capital = Current assets - Current liabilities

2000: $5,416,000 - $6,405,000 = ($989,000)
1999: $24,990,000 - $6,451,000 = $18,539,000

Current ratio = Current assets + Current liabilities

2000: $5,416,000 + $6,405,000 = 0.85:1
1999: $24,990,000 + $6,451,000 = 3.87:1

Working capital and current ratio were significantly higher in 1999 than
in 2000.
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BYP 4-2 INTERPRETING FINANCIAL STATEMENTS

(in millions)

2000

1999

Working
Capital

$226.2 - $260.2 = ($34.0)

$221.3 - $253.9 = ($32.6)

Current Ratio

$226.2 = 0.87:1

$260.2

$221.3 =0.87:1

$253.9

| think Future Shop’s creditors should be concerned about its liquidity.
Creditors lend money to companies with the expectation that they will be
repaid at a specified point in time in the future. The working capital is
negative in both years, despite the company reporting a profit in 2000.
The current ratio is also less than 1, indicating the company may have
difficulty meeting its current commitments without obtaining additional
financing. The fact that income was reported in 2000 versus a loss in

1999 should help alleviate some of their concerns.

(b) As a creditor in this situation | would request information on the
company’s plans for the upcoming year — such as a cash forecast.
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BYP 4-3 INTERPRETING FINANCIAL STATEMENTS

(a)
FISHERY PRODUCTS INTERNATIONAL LIMITED
Income Statement
For the Year Ended December 31, 1999
(dollars in thousands)

Revenues
SAlES ... $708,911
CoOmMmMISSION revenuUe........ccccerveeeerreenereenssseenanans 3,327
Total revenue ... e 712,238
Expenses
Cost of goods sold, administration
and marketing eXpenses .........ccccviiirrnnennnns 678,580
Amortization expense............cooeeeciiiiinrecsnnneea, 9,883
Interest eXPense .....ccoovveciireeci e 7,146
Other eXpenses........cccciiiimmeesinn s 2,506
Income tax expense......cccccveeciireeciireese e eenans 4,097
Total eXPensSes......ccccccceirirrrmnsisirrrensssss s erenes 702,212
Netincome.......c e e e $ 10,026

Note to Instructor: Instructors may wish to point out that income tax
expense is actually reported separately on corporate income statements.
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BYP 4-3 (Continued)
(a) (Continued)

FISHERY PRODUCTS INTERNATIONAL LIMITED
Balance Sheet
December 31, 1999
(dollars in thousands)

Assets
Current assets
CaSh ... $ 916
Accounts receivable.........cocciviiiiicisn 80,644
g 2= 1 oY =X 119,471
Prepaid eXpenses ......cccccccireeiiieecirneireessreesssenssennnns 5,637
Total current assets........ccoieiieiieciici e 206,668
Capital assets
Property, plant and equipment.............. $220,798
Less: Accumulated amortization.......... 127,121 93,677
Other long term assets..........ccociiiiinrcciirr e, 14,057
Total assSets .....ccciveiiieiiiiiii e $314,402

Liabilities and Shareholders’ Equity

Current liabilities

Bank indebtedness.........ccccciiiimiiiieecinnne e, $ 43,124

Accounts payable and accrued liabilities............... 37,252

Current portion of long term debt ........................... 8,351

Total current liabilities.......ccccovciiiiiiiiciicc e 88,727
Long term debt............coiimiimrc s 62,323
Total liabilities.......cccommemmr s 151,050
Shareholders’ equity

($155,148 — $1,822 + $10,026) .......ceevrrrrrrrrrrrrriiinnnnns 163,352

Total liabilities and shareholders’ equity................ $314,402
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BYP 4-3 (Continued)

(b) (All numbers reported in thousands of dollars)

(c)

Working capital = Current assets - Current liabilities

1999: $206,668 - $88,727 = $117,941
1998: $219,652 — $110,374 = $109,278

Current ratio = Current assets + Current liabilities

1999: $ 206,668 + $88,727 = 2.33:1
1998: $ 219,652 + $110,374 = 1.99:1

FPI’'s liquidity has improved in 1999 over 1998. The amount of working
capital is higher and the current ratio has increased.
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BYP 4-4 ACCOUNTING ON THE WEB

Due to the frequency of change with regard to information available on the
world wide web, the Accounting on the Web cases are updated as required.
Their suggested solutions are also updated whenever necessary, and can
be found on-line in the Instructor Resources section of our home page
[www.wiley.com/canada/weygandt2].
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BYP 4-5 COLLABORATIVE LEARNING ACTIVITY

(a)
EVERCLEAN JANITORIAL SERVICE
Balance Sheet
December 31, 2002

Assets
Current assets
(02 1] o T $ 6,500
Accounts receivable ($9,000 + $5,000)...........cccccccnnnnnnen. 14,000
Janitorial supplies ($5,200 — $2,700) .........eeueeememmmennnnnnnnnnns 2,500
Prepaid insurance ($4,800 X 1/2) ........cccocecerrrrccsnereerssssnnees 2,400
Total current assets ..o, 25,400

Capital assets
Cleaning equipment
($22,000 + $4,000).........cccccccvnunmnnennnnn. $26,000
Less: Accumulated amortization—
cleaning equipment
($4,000 + $2,000).........cccceeennnnn. 6,000 $20,000
Delivery trucks ($34,000 + $5,000)....... $39,000
Less: Accumulated amortization—
delivery trucks

($5,000 + $5,000) .........cceununnueeen 10,000 29,000 49,000
B o) = | IR= ToToT =] $74.400

Liabilities and Owner's Equity

Current liabilities

Notes payable due within one year...........ccmreeciiiiirennnnnn. $10,000
Accounts payable ($2,500 + $300) .........cccccrrrrrimmrrrrrrssnnnes 2,800
Interest payable ($25,000 X 10% X 6/12)......cccccceeerrrrreccnnns 1,250
Total current liabilities ........cccoviveiiriiiciec e, 14,050
Long-term liabilities
Notes payable, due July 1, 2004 (less current portion) ... 15,000
Total liabilities.........cccommimemmcccr e 29,050
Owner's equity
Jean-Guy Richard, Capital..........ccccmmmmmmccciiiiieerrrrreceees 45,350*
Total liabilities and owner's equity ............cccoovviiinnnnes $74.,400
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BYP 4-5 (Continued)

(a) (Continued)

*Capital balance as reported...........cccceeemmmmmmmmmennnnnnnnns $54,000
Add: Earned but unbilled fees......cccc.ccoormrrmnniiirnnene. 5,000
Less: Janitorial supplies used ($5,200 - $2,500)...... $ 2,700 59,000
Insurance expired ($4,800 x 1/2)......cccccvvrrrernn. 2,400
Amortization ($2,000 + $5,000) .........cccccceevnn... 7,000
Expenses incurred but unpaid ........................ 300
Interest accrued............ooeiiieciiiic e 1,250

Total.....oo e ——— 13,650

Capital balance as adjusted .............covmmciiiiiiieciiinnnes $45,350

(b) Yes, Everclean Janitorial Service met the terms of the bank loan
because current assets exceed current liabilities by $11,350 ($25,400 —
$14,050) at December 31, 2002.
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BYP 4-6 COLLABORATIVE LEARNING ACTIVITY

2002 2003

1 o U

2. o) U

3 o U

4. U o)
Explanations:

Did Should Have Done

2002 2003 2002 2003

1. | Dr. Prepaid Dr. Expense / Cr. Dr. Prepaid No entry

Expense (A) / Cr.
Cash

Prepaid Expense (A)

Expense (A) / Cr.
Cash

Dr. Expense / Cr.
Prepaid Expense
(A)

Expenses are understated in 2002; therefore net income is overstated. Expenses are
overstated in 2003; therefore net income is understated.

2. | Dr.Cash/Cr.
Revenue

No entry

Dr. Cash/Cr.
Unearned
Revenue (L)

Dr. Unearned
Revenue (L) /Cr.
Revenue

Revenue is overstated in 2002; therefore net income is overstated. Revenue is
understated in 2003; therefore net income is also understated.

3. | No entry

Dr. Expense / Cr.
Cash

Dr. Expense / Cr.
Payables (L)

Dr. Payables (L) /
Cr. Cash

Expenses are understated in 2002; therefor:
overstated in 2003; therefore net income is

understated.

e net income is overstated. Expenses are

4. | No entry

Dr. Cash / Cr.
Revenue

Dr. Receivables
(A) / Cr. Revenue

Dr. Cash/Cr.
Receivables (A)

Revenue is understated in 2002; therefore net income is understated in 2002.
Revenue is overstated in 2003; therefore net income is also overstated in 2003.

Note to Instructors: You may wish to point out that the errors combine and offset
themselves at the end of the two year period.
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BYP 4-7 COMMUNICATION ACTIVITY

MEMO
To: Accounting Instructor
From: A. Student
Re: Steps in the Accounting Cycle

The required steps in the accounting cycle, in the order in which they
should be completed, are:

Analyse business transactions.
Journalize the transactions.

Post to the ledger accounts.

Prepare a trial balance.

Journalize and post the adjusting entries.
Prepare an adjusted trial balance.
Prepare the financial statements.
Journalize and post the closing entries.
Prepare a post-closing trial balance.

WoNOORWN=

The optional steps in the accounting cycle include preparing a work sheet
and preparing reversing entries. If a work sheet is prepared, it is done after
step 3 above, and it includes steps 4 and 6. The work sheet is a form used
to make it easier to prepare the adjusting entries and financial statements.
If reversing entries are prepared, they are journalized and posted after step
9, at the beginning of the next accounting period. A reversing entry is the
exact opposite of a previously recorded adjusting entry, and simplifies the
recording of subsequent transactions.
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BYP 4-8 ETHICS CASE

(a)

(b)

(c)

The stakeholders in this case are:

You, as controller.

Eddy Lieman, president.

Users of the company's financial statements (particularly the banks
and other creditors to whom the statements were issued).

The main ethical issue is the continued circulation of significantly
misstated financial statements. As controller, you have just issued
misleading financial statements. You have acted ethically by telling the
company's president. The president has reacted unethically by
allowing the misleading financial statements to continue to circulate.

A second issue is the proposal to compensate for the original
misstatement by “adjusting” (misstating) the current year’s financial
statement.

As controller, you should impress upon the president the
consequences of having those misleading financial statements
detected by some user or the regulatory body (especially if you are a
public company). Also stress upon him that you have a professional
obligation to correct the statements or to resign.
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