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CHAPTER 2

The Recording Process
ASSIGNMENT CLASSIFICATION TABLE 
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	1. Define debits and credits and illustrate how they are used to record business transactions. 
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	2. Describe the basic steps in the recording process, explain what a journal is, and journalize business transactions. 
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	3. Explain what a ledger is, and post journal entries. 
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	4. Explain the purpose of a trial balance, and prepare one.
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ASSIGNMENT CHARACTERISTICS TABLE 

	Problem Number
	Description
	Difficulty

Level
	Time

Allotted (min.)



	1A
	Perform transaction analysis and journalize transactions.
	Simple
	15-20

	2A
	Journalize transactions.


	Simple
	20-30

	3A
	Journalize transactions, post, and prepare trial balance.


	Moderate
	40-50

	4A
	Journalize transactions, post, and prepare trial balance.


	Moderate
	55-65

	5A
	Journalize transactions, post, and prepare trial balance.


	Moderate
	55-65

	6A
	Journalize transactions, post, and prepare trial balance.


	Moderate
	80-90

	7A
	Prepare financial statements.


	Simple
	25-35

	8A
	Journalize transactions, post, and prepare trial balance.


	Moderate
	65-75

	9A
	Prepare financial statements. 


	Simple
	25-35

	10A
	Analyze errors and effects on trial balance 


	Moderate 
	25-35

	11A
	Prepare correct trial balance.
	Complex
	30-40

	1B
	Perform transaction analysis and journalize transactions.
	Simple
	15-20

	2B
	Journalize transactions.


	Simple
	20-30

	3B
	Journalize transactions, post, and prepare trial balance.


	Moderate
	40-50

	4B
	Journalize transactions, post, and prepare trial balance.
	Moderate
	55-65

	5B
	Journalize transactions, post, and prepare trial balance.


	Moderate
	55-65

	6B
	Journalize transactions, post, and prepare trial balance and financial statements.


	Moderate
	80-90

	7B
	Prepare financial statements.


	Simple
	25-35

	8B
	Journalize transactions, post, and prepare trial balance.
	Moderate
	65-75

	9B
	Prepare financial statements


	Simple
	25-35

	10B
	Analyze errors and effects on trial balance
	Moderate
	25-35

	11B
	Prepare correct trial balance
	Complex
	30-40


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.  Define debits and credits and illustrate how they are used to record business transactions.


	Q2-4

Q2-5

Q2-6

BE2-2

BE2-3

E2-1

E2-2

E2-3
	Q2-1
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Q2-3

Q2-7

Q2-8

BE2-4

BE2-5
	BE2-1

E2-4

P2-1A

P2-1B
	
	
	

	2.  Describe the basic steps in the recording process, explain what a journal is, and journalize business transactions.
	Q2-10

Q2-12

E2-1
	Q2-9

Q2-11

Q2-13

BE2-6
	Q2-14

Q2-17

BE2-7
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P2-4A
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P2-5A
P2-5B
P2-6A
P2-6B

P2-8A
P2-8B


	

	
	

	3.  Explain what a ledger is, and post journal entries.

	E2-1
	
	Q2-14

Q2-15

Q2-17

BE2-9

E2-7

E2-9

P2-3A
P2-3B
P2-4A
P2-4B
P2-5A
P2-5B
P2-6A
P2-6B
P2-8A
P2-8B

	P2-11A

P2-11B

	
	

	4.  Explain the purpose of a trial balance, and prepare one.
	E2-1
	Q2-19
	Q2-16

Q2-17

BE2-10

BE2-11

E2-8

E2-9

E2-11

P2-3A
	P2-4A

P2-5A

P2-6A

P2-7A

P2-8A

P2-3B

P2-4B

P2-5B

P2-6B

P2-7B

P2-8B
	Q2-18

E2-10

P2-9A

P2-10A

P2-11A

P2-9B

P2-10B

P2-11B
	
	

	Broadening Your Perspective
	BYP2-1
	
	BYP2-2

BYP2-3

BYP2-4
	
	
	BYP2-5
	


 ANSWERS TO QUESTIONS

1.
The balance in total Owner’s Equity should not equal the balance in the Cash account. The balance in Owner’s Equity is increased by investments made by the owner and earnings retained in the business. It is decreased by withdrawals made by the owner. Investments and withdrawals would normally be made in cash, although noncash assets can also be invested or withdrawn. The earnings component would include earnings calculated on an accrual basis and therefore would not equal the entries to the Cash account. 

2.
Jos is incorrect. The double-entry system merely records the effect of a transaction on the accounting equation. A transaction is not recorded twice; it is recorded once, with a dual effect on the equation. 

3.
Kim is incorrect. A debit balance only means that debit amounts exceed credit amounts in an account. Conversely, a credit balance only means that credit amounts are greater than debit amounts in an account. Whether a debit or credit balance is favourable or unfavourable depends on the type of account being considered.

4.
(a)
Asset accounts are increased by debits and decreased by credits. The normal balance of an asset account is a debit balance.


(b)
Liability accounts are decreased by debits and increased by credits. The normal balance of a liability account is a credit balance.


(c)
Owner's equity accounts are increased by owner’s investment and revenues and decreased by owner’s drawings and expenses. 

(1)
The owner’s capital account is increased by credits and decreased by debits. Its normal balance is a credit. 

(2) 
Revenue accounts are increased by credits and decreased by debits. The normal account balance of a revenue account is a credit. 

(3)
The owner’s drawings account is increased by debits and decreased by credits. Its normal account balance is a debit. 

(4)
Expense accounts are increased by debits and decreased by credits. The normal account balance of an expense account is a debit.  

QUESTIONS (Continued) 

5.
Assets are on the left side of the basic accounting equation and liabilities and owner’s equity are on the right side of the basic accounting equation. Since debits are on the left side, and assets are also on the left side, the normal balance of an asset is a debit balance. 

Since credits are on the right side and liabilities are on the right side, the normal balance of a liability is a credit balance. The same is also true for owner’s capital. Revenues increase owner’s equity and therefore also have a credit balance. But expenses and drawings are decreases to owner’s equity and thus have a debit balance.
6.
(a)
Accounts Receivable—asset—debit balance


(b)
Accounts Payable—liability—credit balance


(c)
Equipment—asset—debit balance


(d)
Rent Expense – owner’s equity – debit balance (since it is a reduction of capital)


(e)
Drawings—owner's equity—debit balance (since it is a reduction of capital)


(f)
Supplies—asset—debit balance


(g)
Unearned Revenue—liability—credit balance


(h)
Cash—asset—debit balance

7.
(a)
Debit Equipment and credit Accounts Payable

(b)
Debit Cash and credit Unearned Revenue

(c)
Debit Utilities Expense and credit Cash

8.
(a)
Accounts Payable—both debit and credit entries

(b)
Accounts Receivable—both debit and credit entries

(c)
Cash—both debit and credit entries

(d)
Drawings—debit entries only

(e)
Rent Expense—debit entries only


(f)
Service Revenue—credit entries only

QUESTIONS (Continued) 

9.
The basic steps in the recording process are:

(1) Analyze each transaction. In this step, business documents are examined to determine the effects of the transaction on the accounts.  This basic step must be done by people in both a computerized and manual system.
(2) Enter each transaction in a journal. This step is called journalizing and it results in making a chronological record of the transactions.  In a computerized system, “journals” are kept as files, and “accounts” are recorded in computerized databases.

(3) Transfer journal information to ledger accounts. This step is called posting. Posting makes it possible to accumulate the effects of journalized transactions on individual accounts. In computerized accounting systems, posting usually occurs automatically right after each journal entry is prepared. The system finds obvious errors in the recording process.

10.
Two examples of business documents that are analyzed when journal entries are being prepared are 1) 
Utility bill, 2) Sales slip (note that there are many other possible answers to this question).
11.
Transaction
(a) Effect on cash
(b) Effect on owner’s equity


Performing printing services
No impact
Increase (Revenue)


Issuing the monthly bills
No impact
No impact


Collecting amounts due
Increases 
No impact 

12.
Notes Payable can extend for longer terms than Accounts Payable and often include interest. In addition, Notes Payable are usually supported by a written promise to repay.


Accounts Payable are amounts owed by the company from purchases made on account from suppliers. Accounts Receivable are amounts due to the company from sales made on account to customers. Accounts Payable are a liability to the company while Accounts Receivable are an asset.

13.
The accounts that could be credited are Revenue, Accounts Receivable and Unearned Revenue. Revenue would be credited for a cash sale. Accounts Receivable would be credited when a customer makes a payment on account. Unearned Revenue would be credited when a customer pays in advance.

QUESTIONS (Continued) 

14.
Debits and credits could be recorded directly in the ledger; however, this is not the recommended practice. The advantages of using the journal are:

1.
It discloses in one place the complete effect of a transaction.

2.
It provides a chronological record of all transactions.

3.
It helps to prevent or locate errors, because the debit and credit amounts for each entry can be readily compared. 


The advantage of the last step in the posting process is to indicate that the item has been posted, and to provide a cross-reference.

15.
The entire group of accounts maintained by a company, including all the asset, liability, and owners' equity accounts, is referred to collectively as the ledger.  A chart of accounts lists the accounts and account numbers that identify their location in the ledger. The numbering system used to identify the accounts usually starts with the balance sheet accounts and follows with the income statement accounts. The chart of accounts is important, particularly for a company that has a large number of accounts, because it helps organize the accounts and identify their location in the ledger. 

16.
A trial balance is a list of accounts and their balances at a given time. The primary purpose of a trial balance is to prove the mathematical equality of debits and credits, after all journalized transactions have been posted. A trial balance also facilitates the discovery of errors in journalizing and posting. In addition, it is useful in preparing financial statements.

17.
The proper sequence is as follows:


1.
The business transaction occurs. (b)

2.
Information is entered in the journal. (c)

3.
Debits and credits are posted to the ledger. (a)

4.
A trial balance is prepared. (e)

5.
Financial statements are prepared. (d)
18.
(a)
The trial balance would not balance, because there were two debits for $750 and no credits.  The debits do not equal the credits. Accounts Payable should have been credited, not debited, for $750.


(b)
The trial balance would balance, because the debits ($1,000) and credits ($1,000) are equal.  But both the Service Revenue and the Accounts Receivable balances would be incorrect as the credit should have been recorded as a credit to Accounts Receivable not Service Revenue.

19.
The company should use “December 31” on its trial balance. The trial balance is prepared at a specific point in time.
SOLUTIONS TO BRIEF EXERCISES

BRIEF EXERCISE 2-1

	Accounts Receivable

	8,000

6,340


	5,210

2,750

2,390

	Debit Bal.  3,990
	


	Accounts Payable

	220

560

175

355
	390

710

850

	
	Credit Bal.   640


BRIEF EXERCISE 2-2



(a)
(b)
(c)



Debit
Credit
Normal

Effect
Effect
Balance
1.
Accounts Payable
Decrease
Increase
Credit

2.
Accounts Receivable
Increase
Decrease
Debit

3. 
Cash 
Increase
Decrease
Debit

4.
Computer Equipment
Increase
Decrease
Debit

5.
J. Takamoto, Capital
Decrease
Increase
Credit

6.
J. Takamoto, Drawings
Increase
Decrease
Debit

7.
Notes Payable
Decrease
Increase
Credit

8.
Prepaid Insurance
Increase
Decrease
Debit

9.
Rent Expense
Increase
Decrease
Debit

10.
Salaries Expense
Increase
Decrease
Debit

11.
Service Revenue
Decrease
Increase
Credit

12.
Unearned Revenue
Decrease
Increase
Credit

BRIEF EXERCISE 2-3

1. Debit

2. Credit

3. Credit

4. Debit

5. Debit

6. Credit

7. Debit

8. Credit

BRIEF EXERCISE 2-4



Account Debited
Account Credited
ADVANCE \d4June
1
Cash
D. Ing, Capital


2
Equipment
Accounts Payable


3
Rent Expense
Cash


4
Prepaid Insurance
Cash


12
Accounts Receivable
Service Revenue


22
Cash
Accounts Receivable


25
No entry required


29
Accounts Payable
Cash

BRIEF EXERCISE 2-5



(a)
Basic Analysis
(b)
Debit-Credit Analysis

Aug.
1
The asset Cash is 
Debits increase assets:



increased; the owner's
debit Cash $7,000.



equity account A. Fisher,
Credits increase owner's



Capital is increased.
equity: credit A. Fisher, 




Capital $7,000


4
The asset Prepaid
Debits increase assets:



Insurance is increased;
debit Prepaid Insurance 



the asset Cash is
$1,900. Credits decrease



decreased.
assets: credit Cash $1,900.


16
The asset Cash is
Debits increase assets:



increased; the revenue
debit Cash $950. Credits



Service Revenue is
increase revenues: credit



increased.
Service Revenue $950.


27
The expense Salaries
Debits increase expenses:



Expense is increased;
debit Salaries Expense



the asset Cash is
$750. Credits decrease 



decreased.
assets: credit Cash $750.


29
The asset Cash is 
Debits increase Owner's



decreased; A. Fisher,
Drawings: debit Drawings



Drawings is increased.
$500; Credits decrease




assets: credit Cash $500.

BRIEF EXERCISE 2-6

The basic steps in the recording process are:

(1) Analyze each transaction. In this step, business documents are examined to determine the effects of the transaction on the accounts.

(2) Enter each transaction in a journal. This step is called journalizing and it results in making a chronological record of the transactions.

(3) Transfer journal information to ledger accounts. This step is called posting. Posting makes it possible to accumulate the effects of journalized transactions on individual accounts.

BRIEF EXERCISE 2-7

June
1
Cash

5,500




D. Ing, Capital


5,500


2
Equipment

3,000




Accounts Payable


3,000


3
Rent Expense

500




Cash


500


4
Prepaid Insurance

800




Cash


800


12
Accounts Receivable

350




Service Revenue


350


22
Cash

350




Accounts Receivable


350


25 
No entry required—not a transaction


29
Accounts Payable

3,000




Cash


3,000

BRIEF EXERCISE 2-8

Aug.
1
Cash

7,000




A. Fisher, Capital


7,000


4
Prepaid Insurance

1,900




Cash


1,900


16
Cash

950




Service Revenue


950


27
Salaries Expense

750




Cash


750


29
A. Fisher, Drawings

500




Cash


500

BRIEF EXERCISE 2-9

	Cash
	
	Service Revenue

	Aug.  1

7,000


16
  950
	Aug.  
4
1,900


27
750


29
500
	
	
	Aug.
16
950



	Aug 31 Bal.
 4,800
	
	
	
	Aug 31 Bal. 
950

	Prepaid Insurance 
	
	Salaries Expense

	Aug.  
4
1,900
	
	
	Aug. 
17
750
	

	Aug 
31 Bal. 
1,900
	
	
	Aug. 
31 Bal. 750
	

	A. Fisher, Capital
	
	A. Fisher, Drawings

	
	Aug.  
1
7,000
	
	Aug. 29
500
	

	
	Aug 
31 Bal. 7,000
	
	Aug. 
31 Bal.
500
	


BRIEF EXERCISE 2-10

BEIRSDORF COMPANY

Trial Balance

June 30, 2008


Debit
Credit
Cash

$  8,400

Accounts receivable

3,000

Supplies

650

Equipment 

14,600

Accounts payable


$  3,900

Unearned revenue


150

Notes payable


5,000

B. Beirsdorf, capital


17,000

B. Beirsdorf, drawings

1,200

Service revenue


6,600

Salaries expense

4,000

Rent expense

      800
______


$32,650
$32,650
BRIEF EXERCISE 2-11

1. The Rent Expense balance was in the wrong column. Expenses have a debit balance. When this account is moved the new total in the debit column will be $46,200 ($43,800 + $2,400) and the new total in the credit column will be $47,100 ($49,500 - $2,400). 

2. The trial balance is now out $900 ($46,200 - $47,100). The only account balance that could have caused a $900 transposition error is the $15,400 balance in L. Bourque, capital. If balance in that account is transposed to $14,500 this will reduce the total credits by $900 and the trial balance will now balance. See revised trial balance below:

BOURQUE COMPANY

Trial Balance

December 31, 2007
ADVANCE \u7




Debit
Credit
Cash

$15,000

Accounts receivable

1,800

Prepaid insurance

3,500

Accounts payable


$  2,000

Unearned revenue


2,200

L. Bourque, capital


14,500

L. Bourque, drawings

4,900

Service revenue


27,500

Salaries expense

18,600

Rent expense

    2,400
______


$46,200
$46,200
SOLUTIONS TO EXERCISES

EXERCISE 2-1

(a) 8.
Credit 

(b) 9.
Analyzing transactions

(c) 3.
Posting

(d) 7.
Account

(e) 1.
Debit

(f) 10.
Journalizing

(g) 5.
Trial balance

(h) 8.
Credit

(i) 4.
Chart of accounts

(j) 6.
Journal

EXERCISE 2-2 

	Account
	(1)

Type of Account
	(2)

Financial Statement
	(3)

Normal Balance
	(4)

Increase
	(5)

Decrease

	  1. 
Cash
	Asset
	Balance Sheet
	Debit
	Debit
	Credit

	  2. 
M. Kobayashi, Capital
	Owner’s Capital
	Balance Sheet and Statement of Owner’s Equity
	Credit
	Credit
	Debit

	  3. 
Accounts Payable
	Liability
	Balance Sheet
	Credit
	Credit
	Debit

	  4. 
Building
	Asset
	Balance Sheet
	Debit
	Debit
	Credit

	  5. 
Consulting Fee Revenue
	Revenue 
	Income Statement
	Credit
	Credit
	Debit

	  6. 
Insurance Expense
	Expense
	Income Statement
	Debit
	Debit
	Credit

	  7. 
Interest Earned
	Revenue 
	Income Statement
	Credit
	Credit
	Debit

	  8. 
Notes Receivable
	Asset
	Balance Sheet
	Debit
	Debit
	Credit

	  9. 
Prepaid Insurance
	Asset
	Balance Sheet
	Debit
	Debit
	Credit

	10. 
Rent Expense
	Expense
	Income Statement
	Debit
	Debit
	Credit

	11. 
Unearned Consulting Fees
	Liability
	Balance Sheet
	Credit
	Credit
	Debit


ADVANCE \d6
EXERCISE 2-3 


Account Debited
Account Credited

	Trans-

action
	(a)

Basic Type
	(b)

Specific Account
	(c)

Normal Balance
	(d)

Effect
	
	(a)

Basic Type
	(b)

Specific Account
	(c)

Normal Balance
	(d)

Effect

	Mar. 
3
	Asset
	Cash
	Debit
	Increase
	
	Owner’s Equity—Capital
	L. Visser, Capital
	Credit
	Increase

	
6
	Asset
	Vehicle
	Debit
	Increase
	
	Asset
	Cash
	Debit
	Decrease

	
7
	Asset
	Supplies
	Debit
	Increase
	
	Liability
	Accounts Payable
	Credit
	Increase

	
12
	Asset
	Accounts Receivable
	Debit
	Increase
	
	Owner’s Equity—Revenue
	Service Revenue
	Credit
	Increase

	
21
	Owner’s Equity—Expense
	Advertising Expense
	Debit
	Increase
	
	Asset
	Cash
	Debit
	Decrease

	
25
	Asset
	Cash
	Debit
	Increase
	
	Asset
	Accounts Receivable
	Debit
	Decrease

	
28
	Liability
	Accounts Payable
	Credit
	Decrease
	
	Asset
	Cash
	Debit
	Decrease

	
31
	Owner’s Equity—Drawings
	L. Visser, Drawings
	Debit
	Increase
	
	Asset
	Cash
	Debit
	Decrease

	
31
	Asset
	Cash
	Debit
	Increase
	
	Liability
	Unearned Revenue
	Credit
	Increase


EXERCISE 2-4

Oct.
1
Debits increase assets: debit Cash $15,000.



Credits increase owner's equity: credit L. Gardiner, Capital $15,000.


2
No transaction at this point in time (see Oct. 30).


3
Debits increase assets: debit Office Equipment $3,350.



Credits decrease assets: credit Cash $850



Credits increase liabilities: credit Note Payable $2,500.


10
Debits increase assets: debit Cash $250.



Credits increase revenues: credit Fees Earned $250.


16
Debits increase assets: debit Accounts Receivable $6,500.



Credits increase revenues: credit Fees Earned $6,500.


27
Debits increase expenses: debit Advertising Expense $700.



Credits decrease assets: credit Cash $700.


30
Debits increase expenses: debit Salaries Expense $2,000.



Credits decrease assets: credit Cash $2,000.


31
Debits increase assets: debit Cash $6,500



Credits decrease assets: credit Accounts Receivable $6,500

EXERCISE 2-5

	
	GENERAL JOURNAL
	
	J1

	Date
	Account Titles and Explanation
	Debit
	Credit


ADVANCE \u6Mar. 
3
Cash

10,000




L. Visser, Capital


10,000


6
Equipment (or Vehicle)

6,500




Cash


6,500


7
Supplies

500




Accounts Payable


500


12
Accounts Receivable

2,100




Service Revenue


2,100


21
Advertising Expense

225




Cash


225


25
Cash

700




Accounts Receivable


700


28
Accounts Payable

500




Cash


500


31
L. Visser, Drawings

800



Cash


800


31
Cash

750




Unearned Revenue


750

EXERCISE 2-6

	GENERAL JOURNAL

	Date
	Account Titles and Explanation
	Ref.
	Debit
	Credit


Oct.
1
Cash

15,000




L. Gardiner, Capital


15,000

2 No entry—not a transaction


3
Office Furniture

3,350




Cash


850




Note Payable


2,500


10
Cash

  250




Fees Earned


  250


16
Accounts Receivable

6,500




Fees Earned


6,500


27
Advertising Expense

700




Cash


700


30
Salaries Expense

2,000




Cash


2,000


31
Cash

6,500




Accounts Receivable


6,500

EXERCISE 2-7

	Cash
	
	L. Gardiner, Capital

	Oct. 
1
15,000


10
250


31
6,500
	Oct. 
3
850


27
700


30
2,000
	
	
	Oct.  
1
15,000




	Oct. 
31 Bal.
18,200
	
	
	
	Oct.
31
Bal. 15,000

	Accounts Receivable
	
	Fees Earned

	Oct.
16
6,500
	Oct. 
31
6,500
	
	
	Oct. 
10
  250


16
6,500

	Oct. 
31 Bal. 
0
	
	
	
	Oct.
31
Bal. 6,750

	Office Equipment
	
	Salaries Expense

	Oct.
3
3,350
	
	
	Oct.
30
2,000
	

	Oct.
31
Bal. 3,350
	
	
	Oct.
31
Bal.2,000
	

	Note Payable
	
	Advertising Expense

	
	Oct.
3
2,500
	
	Oct.
27
700
	

	
	Oct.31
 Bal.
2,500
	
	Oct. 31 Bal.
700
	


EXERCISE 2-8

	(a)
	GENERAL JOURNAL
	
	J1

	Date
	Account Titles and Explanation
	Debit
	Credit


Oct.
1
Cash

1,200




A. Fortin, Capital


1,200





Invested cash in business.


3
Equipment

5,400




Cash


400




Notes Payable


5,000





Purchased equipment and issued a note.


4
Supplies

800




Accounts Payable


800





Purchased supplies on account.


6
Accounts Receivable

1,000




Service Revenue


1,000





Performed services for credit.


10
Cash

650




Service Revenue


650





Performed services for cash.


12
Accounts Payable

500




Cash


500





Paid cash on account.


15
Cash

3,000




Service Revenue


3,000





Performed services for cash.


20
Accounts Receivable

940




Service Revenue


940





Performed services for credit.

EXERCISE 2-8 (Continued)

(a) (Continued)

	
	GENERAL JOURNAL
	
	J1

	Date
	Account Titles and Explanation
	Debit
	Credit



20
Cash

800




Accounts Receivable


800





Received cash on account.


25
Cash

2,000




A. Fortin, Capital


2,000





Invested cash in business.


28
Advertising Expense

400




Accounts Payable


400





Purchased advertising on account.


30
A. Fortin, Drawings

600




Cash


600





Withdrew cash for personal use.


31
Rent Expense

250




Cash


250





Paid rent.


31
Store Wages Expense

500




Cash


500





Paid wages.

EXERCISE 2-8 (Continued)

(b)


FORTIN CO.

Trial Balance

October 31, 2008
ADVANCE \u7




Debit
Credit

Cash

$  5,400

Accounts receivable

1,140

Supplies

800

Furniture

5,400

Notes payable


$  5,000

Accounts payable


700

A. Fortin, capital


3,200

A. Fortin, drawings

600

Service revenue


5,590

Advertising expense

400

Store wages expense

500

Rent expense

       250
______


$14,490
$14,490
EXERCISE 2-9

ADVANCE \u6(a) and (b)
	Cash
	
	Notes Payable

	Aug. 
1
7,500


12
2,400


31
5,910
	Aug. 
1
1,200


25
2,750


30
  500


31
4,770
	
	Aug. 30
500


	Aug.  
1
10,000




	Aug. 
31 Bal.
 6,590
	
	
	
	Aug.
31
Bal. 9,500

	Accounts Receivable
	
	L. Meche, Capital

	Aug.
1
2,750


25
2,550
	Aug. 
12
  2,400
	
	
	Aug. 
1
15,000




	Aug. 
31 Bal.
2,900
	
	
	
	Aug.
31
Bal. 15,000

	Supplies
	
	L. Meche, Drawings

	Aug.
1
  585


10
420
	
	
	Aug.
1
5,125


31
4,770
	

	Aug.
31
Bal. 1,005
	
	
	Aug.31 Bal.
9,895
	

	Equipment
	
	Medical Fee Revenue

	Aug.
1
14,700
	
	
	
	Aug.
1
9,410


25
8,460

	Aug.
31
Bal. 14,700
	
	
	
	Aug.
31
Bal. 17,870

	Rent Expense
	
	Salaries Expense

	Aug.
1
1,200


1
1,200
	
	
	Aug.
1
2,550


25
2,750
	

	Aug.
31
Bal. 2,400
	
	
	Aug.31 Bal.
5,300
	

	Accounts Payable
	
	

	
	Aug. 
10
    420
	
	
	

	
	Aug.31 Bal. 
420
	
	
	


EXERCISE 2-9 (Continued)

(c)


LEE MECHE, MD
Trial Balance

August 31, 2008

ADVANCE \u7




Debit
Credit

Cash

$6,590
Accounts receivable

2,900

Supplies

1,005

Equipment

14,700

Notes payable


$9,500

Accounts payable


420

L. Meche, capital


15,000

L. Meche, drawings

9,895

Service revenue


17,870

Rent expense

2,400

Salaries expense

  5,300



$42,790
$42,790
EXERCISE 2-10

ADVANCE \u6
(a)
Understated

(b)
Correctly stated

(c)
Understated (a credit posting was to a debit balance account, Machinery)

(d)
Correctly stated

(e)
Incorrect debit column total:
$        ?


Add: Reverse credit to Machinery account
7,500


Add: Debit to Machinery for purchase
      7,500

Correct debit column total*
$360,000
* Equal to Credit column total given in exercise 
 ? = $345,000

EXERCISE 2-11

(a)


EXPRESS DELIVERY SERVICE

Trial Balance

July 31, 2008

ADVANCE \u7




Debit
Credit
Cash ($101,794 – $98,899 total 


debits without Cash)

$  2,895

Accounts receivable

2,277

Supplies

265

Prepaid insurance

404

Delivery equipment

36,620

Notes payable


$19,500

Accounts payable


3,234

Salaries payable


925

Unearned revenue


675

T. Weld, capital


39,575

T. Weld, drawings

24,400

Service revenue


37,885

Salaries expense

15,563

Gas and oil expense

12,143

Repair expense

1,582

Interest expense

975

Insurance expense

2,020

Supplies expense

     2,650
_______



$101,794
$101,794
EXERCISE 2-11 (Continued)

(b) 

EXPRESS DELIVERY SERVICE

Income Statement

Year Ended July 31, 2008

ADVANCE \u7




ADVANCE \d6Revenues


Service revenue

$37,885

Expenses


Salaries expense

$15,563


Gas and oil expense

12,143


Repair expense

1,582


Interest expense

975


Insurance expense

2,020


Supplies expense

   2,650


Total expenses

034,933
Net income 

$  2,952
ADVANCE \d6 EXPRESS DELIVERY SERVICE

Statement of Owner's Equity

Year Ended July 31, 2008

ADVANCE \u7


ADVANCE \d6T. Weld, capital, July 31, 2007

$39,575

Plus:
Net income 

   2,952


  42,527

Less:
Drawings

  24,400
T. Weld, capital, July 31, 2008

$18,127

EXERCISE 2-11 (Continued)

(b) (Continued)

ADVANCE \d6EXPRESS DELIVERY SERVICE

Balance Sheet

July 31, 2008

ADVANCE \u7


ADVANCE \d6
Assets

Cash

$  2,895

Accounts receivable

2,277

Supplies

265

Prepaid insurance

044404

Delivery equipment

  36,620


Total assets

$42,461
ADVANCE \d6
Liabilities and Owner's Equity

Liabilities


Notes payable

$19,500


Accounts payable

  3,234


Salaries payable

925


Unearned revenue

       675


Total liabilities

24,334

Owner's Equity


T. Weld, capital

  18,127



Total liabilities and owner's equity

$42,461
SOLUTIONS TO PROBLEMS

	PROBLEM 2-1A


(a)

Feb.
1
Debits increase expense: debit Rent Expense $475.



Credits decrease assets: credit Cash $475.


2
Debits increase assets: debit Sewing Supplies $250



Credits increase liabilities: credit Accounts Payable $250


6
Debits increase assets: debit Accounts Receivable $750



Credits increase revenue: credit Fees Earned $750


7
No transaction at this point in time (see Feb. 15).


10
Debits increase assets: debit Cash $250.



Credits increase liabilities: credit Unearned Revenue $250.


12
Debits decrease owner’s equity: debit L. Brinan, Drawings $700.



Credits decrease assets: credit Cash $700.


15
Debits increase assets: debit Cash $385.



Credits increase revenue: credit Fees Earned $385.


17
Debits increase assets: debit Cash $750



Credits decrease assets: credit Accounts Receivable $750


25
Debits decrease liabilities: debit Accounts Payable $250



Credits decrease cash:  credit Cash $250

PROBLEM 2-1A (Continued)

(a) (Continued)

Feb. 
28
Debits increase assets: debit Cash $2,000.



Credits increase liabilities: credit Note Payable $2,000.


28
Debits increase assets: debit Equipment $2,500



Credits decrease assets: credit Cash $2,500

	(b)
	GENERAL JOURNAL
	
	

	Date
	Account Titles and Explanation
	Debit
	Credit


Feb.
1
Rent Expense

475



Cash


475

2
Sewing Supplies

250



Accounts Payable


250

6
Accounts Receivable

750



Fees Earned


750


7
No transaction at this time.

10
Cash

250




Unearned Revenue


250


12
L. Brinan, Drawings

700



Cash


700

15
Cash

385



Fees Earned


385

17
Cash

750




Accounts Receivable


750

PROBLEM 2-1A (Continued)

(b) (Continued)

	Date
	Account Titles and Explanation
	Debit
	Credit



Feb. 25
Accounts Payable

250




Cash


250


28
Cash

2,000




Notes Payable


2,000


28
Equipment

2,500



Cash


2,500
	PROBLEM 2-2A


	
GENERAL JOURNAL
J1

	Date
	Account Titles and Explanation
	Ref.
	Debit
	Credit


June
1
Cash

50,000




D. Tanner, Capital


50,000


4
Land

174,000



Building

101,000



Equipment

45,000




Cash


32,000




Notes Payable


288,000


8
Advertising Expense

2,800




Accounts Payable


2,800


13
Prepaid Insurance

5,500




Cash


5,500


15
Salaries Expense

 1,800




Cash


 1,800


17
D. Tanner, Drawings

  600




Cash


  600


20
Cash

2,700




Admissions Revenue


2,700


22
No entry required


25
Cash

7,500




Unearned Admissions Revenue


7,500

PROBLEM 2-2A (Continued)

	Date
	Account Titles and Explanation
	Ref.
	Debit
	Credit



30
Cash

5,900




Admissions Revenue


5,900


30
Accounts Payable

1,650




Cash


1,650


30
Interest Expense

1,250




Cash


1,250


30
Unearned Admissions Revenue

600




Admissions Revenue


600




($75 ÷ 10 x 80 = $600)

	PROBLEM 2-3A


(a)

	GENERAL JOURNAL

	Date
	Account Titles and Explanation
	Ref.
	Debit
	Credit


May
1
Cash

101
18,000



Office Equipment

151
8,500




C. Liu, Capital

301

26,500


1
Rent Expense

729
950




Cash

101

950


2
No entry—not a transaction.


3
Supplies

126
1,450




Accounts Payable

201

1,450


11
Accounts Receivable

112
1,725




Service Revenue

400

1,725


12
Cash

101
3,500




Unearned Revenue

209

3,500


17
Cash

101
1,350




Service Revenue

400

1,350


21
Cash

101
900




Accounts Receivable 

112

900


23
Accounts Payable

201
870




Cash ($1,450 x 60%)

101

870


31
Telephone Expense

737
215




Accounts Payable

201

215

PROBLEM 2-3A (Continued) 

(a) (Continued)

May
31
Salaries Expense

726
2,400




Cash

101

2,400


31
C. Lui, Drawings

306
925




Cash

101

925

(b)

	CASH
	No. 101

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May
1
J1
18,000

18,000


1
J1

950
17,050


12
J1
3,500

20,550


17
J1
1,350

21,900


21
J1
900

22,800


23
J1

870
21,930


31
J1

2,400
19,530


31
J1

925
18,605

	ACCOUNTS RECEIVABLE
	No. 112

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May
11
J1
1,725

1,725


21
J1

900
825

PROBLEM 2-3A (Continued)

(b) (Continued)

	SUPPLIES
	No. 126

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May
3
J1
1,450

1,450

	OFFICE EQUIPMENT
	No. 151

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May
1
J1
8,500

8,500

	ACCOUNTS PAYABLE
	No. 201

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May
3
J1

1,450
1,450


23
J1
870

580


31
J1

215
795

	UNEARNED REVENUE
	No. 209

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May
12
J1

3,500
3,500

	C. LIU, CAPITAL
	No. 301

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May
1
J1

26,500
26,500

PROBLEM 2-3A (Continued)

(b) (Continued)

	C. LIU, DRAWINGS
	No. 306

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May
31
J1
925

925

	SERVICE REVENUE
	No. 400

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May
11
J1

1,725
1,725


17
J1

1,350
3,075

	SALARIES EXPENSE
	No. 726

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May
31
J1
2,400

2,400

	RENT EXPENSE
	No. 729

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May
1
J1
950

950

	TELEPHONE EXPENSE
	No. 737

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May
31
J1
215

215

ADVANCE \d6
PROBLEM 2-3A (Continued)

(c)


CARLA LIU, CGA

Trial Balance

May 31, 2008

ADVANCE \u7




Debit
Credit
Cash

$18,605

Accounts receivable

825

Supplies

1,450

Office equipment

8,500

Accounts payable


$    795

Unearned revenue


3,500

C. Liu, capital


26,500

C. Liu, drawings

925

Service revenue


3,075

Salaries expense

2,400

Rent expense

950

Telephone expense

       215
_______


$33,870
$33,870
	PROBLEM 2-4A


	(a)
	GENERAL JOURNAL
	
	J1

	Date
	Account Titles and Explanation
	Debit
	Credit


July
3
Rent Expense

1,065




Cash


1,065


5
Cash

3,285




Accounts Receivable


3,285


10
Unearned Revenue

1,160




Dry Cleaning Revenue


1,160


11
Cash

4,730




Dry Cleaning Revenue


4,730


13
Accounts Payable

9,742




Cash


9,742


14
Supplies

494




Accounts Payable


494


24
Accounts Receivable

5,950




Dry Cleaning Revenue


5,950


25
Cash

5,250




Note Receivable


5,000




Interest Revenue


250


26
No entry—not a transaction.


27
Cash

650




Unearned Revenue


650

PROBLEM 2-4A (Continued)

(a) (Continued)

July
28
Utilities Expense

1,222




Cash


1,222


29
Salaries Expense

5,550




Cash


5,550


30
Equipment

4,000




Cash


1,500




Note Payable


2,500


31
E. Brisebois, Drawings

3,750




Cash


3,750

(b) and (c)

	Cash

	Jul. 
1
11,659

5 
3,285


11
4,730


25
5,250


27
650
	Jul.
3
1,065


13
9,742


28
1,222


29
5,550


30
1,500


31
3,750

	
	

	
	

	
	

	

2,745
	


	Accounts Receivable

	Jul.
1
5,845


24
5,950
	Jul.
5
3,285

	

8,510
	


	Notes Receivable

	Jul.
1
5,000
	Jul.
25
5,000

	

0
	


	Supplies

	Jul.
1
3,974


14
494
	

	

4,468
	


	Equipment

	Jul.
1
31,480


30
4,000
	

	

35,480
	


	Notes Payable

	
	Jul.
30
2,500


PROBLEM 2-4A (Continued)

(b) and (c) (Continued)

	Accounts Payable

	Jul.
13
9,742
	Jul.
1
13,089


14
494

	
	

3,841


	Unearned Revenue

	Jul.
10
1,160

	Jul.
1
1,920


27
650

	
	

1,410


	E. Brisebois, Capital

	
	Jul.
1
55,920


	E. Brisebois, Drawings

	Jul.
1
37,050


31
3,750
	

	

40,800
	


	Dry Cleaning Revenue

	
	Jul.
1
109,461


10
1,160


11
4,730


24
5,950

	
	

121,301


	Interest Revenue

	
	Jul.
25
250


	Salaries Expense

	Jul.
1
57,750


29
5,550
	

	

63,300
	


	Rent Expense

	Jul.
1
11,385


3
1,065
	

	

12,450
	


	Repair Expense

	Jul.
1
1,727
	


	Utilities Expense

	Jul.
1
14,520


28
1,222
	

	

15,742
	


PROBLEM 2-4A (Continued)

(d)


BRISEBOIS DRY CLEANERS

Trial Balance

July 31, 2008

ADVANCE \u7




Debit
Credit

Cash

$  2,745

Notes receivable

0

Accounts receivable

8,510

Supplies

4,468

Equipment

 35,480

Accounts payable


$  3,841

Note payable


2,500

Unearned revenue


1,410

E. Brisebois, capital


55,920

E. Brisebois, drawings

40,800

Dry cleaning revenue


121,301

Interest revenue


250

Salaries expense

63,300

Rent expense

12,450

Repair expense

1,727

Utilities expense

   15,742
_______


$185,222
$185,222
	PROBLEM 2-5A


	(a)
	GENERAL JOURNAL
	J1

	Date
	Account Titles and Explanation
	Ref.
	Debit
	Credit


Apr.
2
Film Rental Expense

800




Cash


800


2
Advertising Expense

620




Cash


620


3
No entry—not a transaction.


9
Cash

 1,950




Admissions Revenue


 1,950


10
Mortgage Payable

1,500



Interest Expense

500




Cash


2,000


10
Accounts Payable

 2,800




Cash


 2,800


11
No entry—not a transaction.


15
Cash

400




Unearned Admissions Revenue


400


20
Film Rental Expense

750




Accounts Payable


750


25
Cash

 5,300




Admissions Revenue


 5,300

PROBLEM 2-5A (Continued)

(a) (Continued)


28
Unearned Admissions Revenue

100




Admissions Revenue


100


29
Salaries Expense

1,900




Cash


1,900


30
Cash

260



Accounts Receivable

260




Concession Revenue


  520


30
Prepaid Rentals

700




Cash


  700

(b) and (c)ADVANCE \u6 

	Cash
	

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
1
Balance
(


 6,000


2

J1

  800
5,200


2

J1

620
4,580


 9

J1
 1,950

 6,530


10

J1

 2,000
4,530


10

J1

 2,800
  1,730


15

J1
   400

 2,130


25

J1
5,300

 7,430


29

J1

1,900
5,530


30

J1
260

 5,790


30

J1

700
 5,090

PROBLEM 2-5A (Continued)

(b) and (c) (Continued)

	Accounts Receivable
	

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
30

J1
260

 260

	Prepaid Rentals
	

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
30

J1
700

700

	Land
	

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
1
Balance
(


100,000

	Buildings
	

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
1
Balance
(


80,000

	Equipment
	

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
1
Balance
(


25,000

PROBLEM 2-5A (Continued)

(b) and (c) (Continued)

	Unearned Admissions Revenue
	

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
15

J1

400
   400


28

J1
100

300

	Accounts Payable
	

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
1
Balance
(


 5,000


10

J1
2,800

 2,200


20

J1

  750
2,950

	Mortgage Payable
	

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
1
Balance
(


125,000


10

J1
1,500

123,500

	F. Goresht, Capital
	

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
1
Balance
(


*81,000

*Calculated: 

$6,000 + $100,000 + $80,000 + $25,000 - $5,000 - $125,000 

= $81,000

PROBLEM 2-5A (Continued)

(b) and (c) (Continued)

	Admissions Revenue
	

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
9

J1

 1,950
 1,950


25

J1

 5,300
 7,250


28

J1

   100
 7,350

	Concession Revenue
	

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
30

J1

  520
   520

	Advertising Expense
	

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
2

J1
620

620

	Film Rental Expense
	

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
2

J1
   800

  800


20

J1
  750

   1,550

	Salaries Expense
	

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
29

J1
1,900

1,900

PROBLEM 2-5A (Continued)

(b) and (c) (Continued)

	Interest Expense
	

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
10

J1
500

500

(d)

THE GRAND THEATRE

Trial Balance

April 30, 2008

ADVANCE \u7




Debit
Credit
Cash

$  5,090

Accounts receivable

260

Prepaid rentals

700

Land

100,000

Buildings

80,000

Equipment

25,000

Unearned admissions revenue


$     300

Accounts payable


2,950

Mortgage payable


123,500

F. Goresht, capital


81,000

Admissions revenue


 7,350

Concession revenue


  520

Advertising expense

620

Film rental expense

 1,550

Salaries expense

1,900

Interest expense

        500
_______


$215,620
$215,620
	PROBLEM 2-6A

	(a)
	GENERAL JOURNAL
	
	J1

	Date
	Account Titles and Explanation
	Debit
	Credit


Sep.
1
Cash

90,000




R. Rowland, Capital


90,000


2
No entry required—not a transaction.


3
Prepaid Rent

7,500



Rent Expense

7,500




Cash


15,000


4
Office Furniture and Equipment

15,000




R. Rowland, Capital


15,000


5
Warehouse Equipment 



($88,000 + $23,000)

111,000




Cash


42,000




Note Payable ($111,000 - $42,000)


69,000


6
Insurance Expense ($8,700 ÷ 12)

725




Cash


725


 7
Supplies

1,050




Cash


1,050


16
Supplies

2,175




Accounts Payable


2,175


25
Cash

4,000



Accounts Receivable

17,000




Brokerage Fees Earned


21,000


26
Accounts Payable

1,150




Cash


1,150
PROBLEM 2-6A (Continued)

(a) (Continued)

	Date
	Account Titles and Explanation
	Debit
	Credit


Sep.
27
Cash

1,800




Unearned Fees


1,800


28
Cash

4,800




Accounts Receivable


4,800


30
Utility Expense

575




Accounts Payable


575


30
Salaries Expense

6,000




Cash


6,000


30
R. Rowland, Drawings

2,250




Cash


2,250


30
R. Rowland, Drawings

2,500




Cash


2,500

PROBLEM 2-6A (Continued)

(b) 


	Cash

	Sep.
1 
90,000


25
4,000


27
1,800


28
4,800
	Sep.
3
15,000


5
42,000


6
  725


7
1,050


26
1,150


30
6,000


30
2,250


30
2,500

	

29,925
	


	Accounts  Receivable

	Sep.
25
17,000
	Sep.
28 
4,800

	

12,200
	


	Supplies

	Sep.
 7
1,050


16
2,175
	

	

3,225
	


	Prepaid Rent

	Sep. 
3
7,500
	


	Office Furniture and Equipment

	Sep. 4
15,000
	


	Warehouse Equipment

	Sep. 5

111,000
	


	Notes Payable

	
	Sep. 5 
69,000


	Accounts Payable

	Sep.
26
1,150
	Sep.16
  2,175

 
30  
   575

	
	

1,600


	Unearned Fees

	
	Sep. 27
1,800


	R. Rowland, Capital

	
	Sep.
1
90,000


4
15,000

	
	
105,000


PROBLEM 2-6A (Continued)

(b)  (Continued)

	R. Rowland, Drawings

	Sep.
30
2,250


30
2,500
	

	
4,750
	


	Brokerage Fees Earned

	0,
	Sep.
25
21,000


	Salaries Expense

	Sep.
30
6,000
	


	Rent Expense

	Sep. 
3
7,500
	


	Utility Expense

	Sep.
30
575
	


	Insurance Expense

	Sep.
6
725
	


PROBLEM 2-6A (Continued)

(c)

ROWLAND BROKERAGE SERVICES

Trial Balance

September 30, 2008

ADVANCE \u7




Debit
Credit
Cash

$ 29,925

Accounts receivable

12,200

Supplies

3,225

Prepaid rent

7,500

Office furniture and equipment

15,000

Warehouse equipment

111,000

Notes payable


$69,000

Accounts payable


  1,600

Unearned fees


1,800

R. Rowland, capital


105,000

R. Rowland, drawings

4,750

Brokerage fees earned


21,000

Salaries expense

6,000

Rent expense

7,500

Utility expense

575

Insurance expense

         725
_______


$198,400
$198,400
	PROBLEM 2-7A


(a)


ROWLAND BROKERAGE SERVICES

Income Statement

Month Ended September 30, 2008

ADVANCE \u7


Revenues


Brokerage fees earned

$21,000

Expenses


Salaries expense

$6,000


Rent expense

7,500


Utility expense

00,575


Insurance expense

     725


Total expenses

  14,800
Net income

$  6,200
(b)
ROWLAND BROKERAGE SERVICES

Statement of Owner's Equity

Month Ended September 30, 2008

ADVANCE \u7


ADVANCE \d6R. Rowland, capital, September 1, 2008

$          0

Add:   
Investment

$105,000


Net income

     6,200
  111,200



111,200

Less:
Drawings

     4,750
R. Rowland, capital, September 30, 2008

$106,450

PROBLEM 2-7A (Continued)

(c) 

ADVANCE \d6ROWLAND BROKERAGE SERVICES

Balance Sheet

September 30, 2008

ADVANCE \u7


ADVANCE \d6
Assets

Cash

$  29,925

Accounts receivable

12,200

Supplies

3,225

Prepaid rent

7,500

Office furniture and equipment

15,000
Warehouse equipment

  111,000


Total assets

$178,850
ADVANCE \d6
Liabilities and Owner's Equity

Liabilities


Note payable

$  69,000


Accounts payable

   1,600


Unearned Revenue

    1,800


Total liabilities

  72,400


Owner's Equity


R. Rowland, capital

  106,450



Total liabilities and owner's equity

$178,850
(d)
In its first month of operations Rowland Brokerage Services was able to generate more revenue than the expenses it incurred, resulting in net income of $6,200.  Rick withdrew funds from the company but less than the net income, resulting in an increase in owner’s equity.

	PROBLEM 2-8A


(a) As indicated in item (11), $6,800 was paid for four months in advance on March 1. One month has passed, so 1/4 × $6,800 = $1,700 of rent has expired and become an expense. Three months are still to come, so 3/4 x $6,800 = $5,100 remains in the Prepaid Rent account as an asset.

	(b)
	GENERAL JOURNAL
	
	

	
	Account Titles and Explanation
	Debit
	Credit



1.
Miscellaneous Expense

2,050




Cash


2,050


2.
Cash

3,000




Gary Hobson, Capital


3,000


3.
Repair Parts Inventory

4,200




Accounts Payable


4,200


4.
Cash

10,000




Note Payable


10,000


5.
Cash

6,000




Accounts Receivable


6,000


6.
Accounts Payable

12,000




Cash


12,000


7.
Advertising Expense

850




Cash


850


8.
Repair Parts Expense

3,075




Repair Parts Inventory


3,075

PROBLEM 2-8A (Continued)

(b) (Continued)


9.
Cash

3,000



Accounts Receivable

 7,000




Repair Services Revenue


10,000


10.
Wages Expense

4,500




Cash


4,500


11.
Rent Expense

1,700




Prepaid Rent


1,700


12.
Gary Hobson, Drawings

1,000




Cash


1,000


13.
Interest Expense

65




Cash


65

(c) and (d)

	Cash

	Apr.
1
2,500


(2)
3,000


(4)
10,000


(5)
6,000


(9)
3,000


	
(1)
2,050


(6)
12,000

(7)
850

(10)
4,500


(12)
1,000


(13)
65

	Apr.
30


Bal. 

4,035
	


	Accounts  Receivable

	Apr. 
1 
14,000


(9)
7,000
	
(5)
6,000

	Apr. 
30 

Bal. 

15,000
	


	Repair Parts Inventory

	Apr. 
1
15,400


(3)
4,200
	
(8)
3,075

	Apr.
30

Bal.

16,525
	


PROBLEM 2-8A (Continued)

(c) and (d) (Continued)

	Prepaid Rent

	Apr.
1   
5,100
	
(11)
 1,700

	Apr.
30

Bal.

3,400
	


	Shop Equipment

	Apr. 
1
27,000
	


	Accounts Payable

	
(6)
 12,000
	Apr.
1
 23,500

 
(3)
4,200

	
	Apr. 
30 

Bal. 

15,700


	Note Payable

	
	
(4)
 10,000


	G. Hobson, Capital

	
	Apr.
1 
 40,500


(2)
3,000

	
	Apr.
30

Bal.

43,500


	G. Hobson, Drawings

	

(12) 1,000
	


	Repair Services Revenue

	
	
(9) 
10,000


	Advertising Expense

	
(7)
 850
	


	Miscellaneous Expense

	
(1)
 2,050
	



	Repair Parts Expense

	
(8)
 3,075
	



	Wages Expense

	
(10)
 4,500
	



	Rent Expense

	
(11)
 1,700
	



	Interest Expense

	
(13)
     65
	



PROBLEM 2-8A (Continued)

(e)


SOFT-Q REPAIR SERVICE

Trial Balance

April 30, 2008

ADVANCE \u7




Debit
Credit
Cash

$  4,035

Accounts receivable

15,000

Repair parts inventory

16,525

Prepaid rent

3,400

Shop equipment

27,000

Accounts payable


$15,700

Note payable


10,000

G. Hobson, capital


43,500

G. Hobson, drawings

1,000

Repair services revenue


10,000

Advertising expense

850

Miscellaneous expense

2,050

Repair parts expense

3,075

Rent expense

1,700

Wages expense

4,500

Interest expense

        65
______


$79,200
$79,200

	PROBLEM 2-9A


(a)


SOFT-Q REPAIR SERVICE

Income Statement

Month Ended April 30, 2008

ADVANCE \u7



ADVANCE \d6Revenues


Repair services revenue

$10,000

Expenses


Advertising expense

$  850 


Miscellaneous expense

2,050 


Repair parts expense

3,075

Rent expense

1,700


Wages expense

4,500


Interest expense

       65


Total expenses

 12,240
Net loss

$ 2,240
(b)

ADVANCE \d6SOFT-Q REPAIR SERVICE

Statement of Owner's Equity

Month Ended April 30, 2008

ADVANCE \u7



ADVANCE \d6G. Hobson, capital, April 1, 2008

$40,500

Add: Investment

   3,000


43,500

Less:
Net loss 

$2,240


ADVANCE \r1Drawings

   1,000
    3,240
G. Hobson, capital, April 30, 2008

$40,260
PROBLEM 2-9A (Continued)

(c)

ADVANCE \d6SOFT-Q REPAIR SERVICE

Balance Sheet

April 30, 2008

ADVANCE \u7



ADVANCE \d6Assets
Cash

$  4,035

Accounts receivable

15,000

Repair parts inventory

16,525

Prepaid rent

3,400
Shop equipment

  27,000

Total assets

$65,960

ADVANCE \d6Liabilities and Owner's Equity

Liabilities


Accounts payable
0 $15,700


Note payable

  10,000


Total liabilities

  25,700
Owner's Equity


G. Hobson, capital

  40,260



Total liabilities and owner's equity

$65,960
(d)
I would have concerns about buying this business. It incurred a loss in the month of April. Its receivables and inventory increased over the previous month. Cash increased but this was a result of a note payable and the investment by the owner. I would want to see information for more than a one-month period.

	PROBLEM 2-10A


(a)
1. 
Incorrect


2. 
Incorrect


3. 
Correct


4. 
Incorrect


5. 
Incorrect


6. 
Incorrect


7. 
Incorrect


8. 
Incorrect


9.
Incorrect

PROBLEM 2-10A (Continued)

(b)

	Trans
	1
	2
	3
	4
	5

	1
	No
	Prepaid Insurance
	Understated $3,600
	Understated $3,600
	Yes

	2
	Yes
	Accounts Receivable

Accounts Payable
	Understated $500

Understated $500
	Understated $500
	Understated $500

	3
	Yes
	None
	N/A
	Yes
	Yes

	4
	Yes
	Wages Payable Wages Expense
	Understated $1,200

Understated $1,200
	Understated $1,200
	Understated $1,200

	5
	No
	Cash
	Overstated $250
	Overstated $250
	Yes

	6
	Yes
	Drawings

Wages Expense
	Understated $1,200

Overstated $1,200
	Yes
	Yes

	7
	Yes
	Service Revenue Unearned Service Revenue
	Understated $400 Overstated $400
	Yes
	Yes

	8
	No
	Accounts Payable
	Overstated $500 = 

 ($250 ×2)
	Yes
	Overstated $500

	9
	Yes
	Equipment 

Cash 

Accounts Payable
	Overstated $1,800

Understated $6,400

Understated $4,600
	Understated $4,600
	Understated $4,600


	PROBLEM 2-11A


SHAWNEE COMPANY

Trial Balance

May 31, 2008

ADVANCE \u7




Debit
Credit

Cash ($5,875 + $650 + $230 - $320)

$  6,435

Accounts receivable ($2,570 - $160)

2,410

Prepaid insurance ($500 + $300)

800

Supplies (0 + $650)

650

Equipment ($14,200 - $650 + $2,000)

15,550

Note payable (+$2,000)


$ 2,000

Accounts payable ($4,780 + $300 + $650 - $160

  - $90 - $90)


5,390

Property taxes payable ($560)


560

S. Armstrong, capital ($17,900 + $750)


18,650

S. Armstrong, drawings (+$750)

  750

Service revenue ($6,847 - $140 + $410)


7,117

Salaries expense ($4,150 + $350)

4,500

Advertising expense ($1,132 - $230 + $320)

1,222

Property tax expense ($1,100 + $300)

    1,400
______


$33,717
$33,717
	PROBLEM 2-1B


(a)

Mar.
1
Debits increase assets: debit Cash $10,000.



Credits increase owner’s equity: credit C. Wong, Capital $10,000


2
Debits increase expenses: debit Insurance Expense $115



Credits decrease assets: credit Cash $115


2
Debits increase assets: debit Painting Equipment $3,000



Credits decrease assets: credit Cash $3,000


3
Debits increase assets: debit Supplies $375



Credits decrease assets: credit Cash $375


7
Debits increase assets: debit Accounts Receivable $750.



Credits increase revenue: credit Painting Revenue $750.


8
Debits increase expenses: debit Advertising Expense $1,325.



Credits increase liabilities: credit Accounts Payable $1,325.


10
No transaction at this point in time (see Mar. 25).


25
Debits increase assets: debit Cash $1,500



Credits increase revenues: credit Painting Revenue $1,500


27
Debits increase assets: debit Cash $750.



Credits decrease assets: credit Accounts Receivable $750.

PROBLEM 2-1B (Continued)

(a) (Continued)

Mar.
28
Debits decrease owner’s equity: debit Drawings $870.



Credits decrease assets: credit Cash $870.


30
Debits decrease liabilities: debit Accounts Payable $1,000


Credits decrease assets: credit Cash $1,000
	(b)
	GENERAL JOURNAL
	
	

	Date
	Account Titles and Explanation
	Debit
	Credit


Mar.
1
Cash

10,000




C. Wong, Capital


10,000


2
Insurance Expense

115




Cash


115


2
Painting Equipment

3,000




Cash


3,000


3
Supplies

375




Cash


375


7
Accounts Receivable

750




Painting Revenue


750


8
Advertising Expense

1,325




Accounts Payable


1,325


10
No transaction at this time.


25
Cash

1,500




Painting Revenue


1,500

PROBLEM 2-1B (Continued)

(b) (Continued)

	Date
	Account Titles and Explanation
	Debit
	Credit


Mar.
27
Cash

750




Accounts Receivable


750


28
C. Wong, Drawings

870




Cash


870


30
Accounts Payable

1,000



Cash


1,000
	PROBLEM 2-2B


	
	GENERAL JOURNAL
	
	

	Date
	Account Titles and Explanation
	Debit
	Credit


May
1
Cash

70,000




A. Mawani, Capital


70,000


3 
Land

 95,000



Building

70,000



Equipment

45,000




Cash


52,000




Notes Payable ($210,000 - $52,000)


158,000

 
5 
Advertising Expense

2,300




Cash


2,300


 6 
Prepaid Insurance

2,976




Cash


2,976


10
Equipment

6,000




Accounts Payable


6,000


19 
Cash (100 x $40)

4,000




Unearned Golf Fees


4,000


25 
A. Mawani, Drawings

1,750




Cash


1,750

 
30 
Salaries Expense

2,445




Cash


2,445


30 
Accounts Payable

6,000




Cash


6,000

PROBLEM 2-2B (Continued)

	Date
	Account Titles and Explanation
	Debit
	Credit



May  31 
Cash

4,200




Golf Fees Earned


4,200

  
31
 Interest Expense

  650




Cash


  650


31
Unearned Golf Fees [($40 ÷ 10) x 85]

340




Golf Fees Earned


340

	PROBLEM 2-3B


	(a)
	GENERAL JOURNAL
	

	Date
	Account Titles and Explanation
	Ref.
	Debit
	Credit


Apr.
1
Cash

101
15,000



Office Equipment

151
6,000




E. Rojas, Capital

301

21,000


 1 
No entry—not a transaction.


2
Rent Expense

729
950




Cash

101

950


3
Supplies

126
1,750




Accounts Payable

201

1,750


 10
Accounts Receivable

112
  900




Service Revenue

400

  900


20
Cash

101
1,500




Service Revenue

400

1,500


21
Cash

101
800




Accounts Receivable

112

800


23
Cash

101
  500




Unearned Revenue

209

  500


28
Accounts Payable

201
900



Cash

101

900

 
30
Salaries Expense

726
1,950




Cash

101

1,950

PROBLEM 2-3B (Continued)

(a) (Continued)

	Date
	Account Titles and Explanation
	Ref.
	Debit
	Credit


Apr.
30
E. Rojas, Drawings

306
1,500




Cash

101

1,500


30
Telephone Expense

737
135




Accounts Payable

201

135

(b)ADVANCE \u6
	Cash
	No. 101

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
1
J1
15,000

15,000


2
J1

950
14,050


20
J1
1,500

15,550


21
J1
  800

16,350


23
J1
500

16,850


28
J1

900
15,950


30
J1

1,950
14,000


30
J1

1,500
12,500

	Accounts Receivable
	No. 112

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
10
J1
  900

  900


21
J1

800
100

	Supplies
	No. 126

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
3
J1
1,750

1,750

PROBLEM 2-3B (Continued)

(b) (Continued)

	Office Equipment
	No. 151

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
1
J1
6,000

6,000

	Accounts Payable
	No. 201

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
3
J1

1,750
1,750


28
J1
900

850


30
J1

135
985

	Unearned Revenue
	No. 209

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
23
J1

  500
  500

	E. Rojas, Capital
	No. 301

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
1
J1

21,000
21,000

	E. Rojas, Drawings
	No. 306

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
30
J1
1,500

1,500

	Service Revenue
	No. 400

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
10
J1

  900
  900


20
J1

1,500
2,400

PROBLEM 2-3B (Continued)

(b) (Continued)

	Salaries Expense
	No. 726

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
30
J1
1,950

1,950

	Rent Expense
	No. 729

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
2
J1
950

950

	Telephone Expense
	No. 737

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Apr.
30
J1
135

135

ADVANCE \d6

PROBLEM 2-3B (Continued)

(c)


ROJAS DESIGNS
Trial Balance

April 30, 2008

ADVANCE \u7



Debit
Credit

Cash

$12,500

Accounts receivable

100

Supplies

1,750

Office equipment

6,000

Accounts payable


$  985

Unearned revenue


  500

E. Rojas, capital


21,000

E. Rojas, drawings

1,500

Service revenue


2,400

Salaries expense

1,950

Rent expense

950

Telephone expense

       135
______


$24,885
$24,885
	PROBLEM 2-4B


	(a)
	GENERAL JOURNAL
	
	J1

	Date
	Account Titles and Explanation
	Debit
	Credit


Dec.
1
Cash

5,000




Note Payable


5,000


2
Insurance Expense

365




Cash


365


4
Accounts Payable

3,200




Cash


3,200


9
Cash

1,050




Accounts Receivable


1,050


10
Unearned Revenue

  600




Laundry Revenue


  600


11
Cash

1,350




Laundry Revenue


1,350


15
Supplies

400




Accounts Payable


400


20
Accounts Receivable

5,750




Laundry Revenue


5,750


22
 Salaries Expense

1,450




Cash


1,450


24
J. Cochrane, Drawings

3,000




Cash


3,000

PROBLEM 2-4B (Continued)

(a) (Continued)

Dec.
29
Cash

425




Unearned Revenue


425


30
Equipment

2,500




Cash


2,500


31
Utilities Expense

615




Accounts Payable


615

(b) and (c)

	 Cash

	Dec. 
1
 2,800


1
5,000

9
1,050


11
1,350


29
  425
	Dec.
2
  365


4
3,200


22
1,450


24
3,000


30
2,500

	
	

	
	

	
	

	

  110
	


	Accounts Receivable

	Dec.
1
1,800


20
5,750
	Dec.
9
1,050

	

6,500
	


	Supplies

	Dec.
1
1,100


15
400
	

	

1,500
	


	J. Cochrane, Drawings

	Dec.
1
33,000
	

	
24
3,000
	

	

36,000
	

	Equipment

	Dec.
1
21,000


30
2,500
	

	

23,500
	


	Notes Payable

	
	Dec.
1
5,000


	Accounts Payable

	Dec.
 4
3,200
	Dec.
1
 5,765


15
400


31
615

	
	

3,580


	Unearned Revenue

	Dec.
10
600
	Dec.
1
1,300


29
425

	
	

1,125


	J. Cochrane, Capital

	
	Dec.
1
19,500


PROBLEM 2-4B (Continued)

(b) and (c) (Continued)

	Insurance Expense

	Dec.
1
4,015

2
365
	

	

4,380
	


	Laundry Revenue

	
	Dec.
1
 64,900


10
  600


11
1,350


20
5,750

	
	

 72,600


	Salaries Expense

	Dec.
1
11,525


22
1,450
	

	

12,975
	


	Rent Expense

	Dec.
1
 9,350
	


	Utilities Expense

	Dec.
1
 6,875


31
  615
	

	

 7,490
	


(d)

COLLEGIATE LAUNDRY

Trial Balance

December 31, 2008

ADVANCE \u7




Debit
Credit
Cash

$    110

Accounts receivable

6,500

Supplies

1,500

Equipment

23,500

Note payable


$  5,000

Accounts payable


3,580

Unearned revenue


1,125

J. Cochrane, capital


19,500

J. Cochrane, drawings

36,000

Laundry revenue


 72,600

Salaries expense

12,975

Insurance expense

4,380

Rent expense

 9,350

Utilities expense

    7,490
_______


$101,805
$101,805
	PROBLEM 2-5B


	(a)
	GENERAL JOURNAL
	

	Date
	Account Titles and Explanation
	Ref.
	Debit
	Credit


Mar.
2
Film Rental Expense

632
27,000




Cash

101

10,000




Accounts Payable

201

17,000


3
No entry—not a transaction.


9
Cash

101
16,300




Admission Revenue

405

16,300


10
Accounts Payable 



($17,000 + $3,000)

201
20,000




Cash

101

20,000


10
Cash

101
450




Unearned Revenues

210

450


11
No entry—not a transaction


12
Advertising Expense

610
950




Cash

101

950


20
Cash

101
16,600




Admission Revenue

405

16,600


21
Film Rental Expense

632
3,000




Cash

101

3,000


31
Salaries Expense

726
4,200




Cash

101

4,200

PROBLEM 2-5B (Continued)

(a) (Continued)

	Date
	Account Titles and Explanation
	Ref.
	Debit
	Credit


Mar.
31
Cash

101
765



Accounts Receivable

112
765




Concession Revenue

406

1,530


31
Cash

101
18,400




Admission Revenue

405

18,400


31
Unearned Revenue

210
200




Admission Revenue

405

200


31
Mortgage Payable

275
775



Interest Expense

750
475




Cash

101

1,250

(b) and (c)

	ADVANCE \u6Cash
	No. 101

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Mar.
1
Balance*
(


15,000


2

J2

10,000
5,000


9

J2
16,300

21,300


10

J2

20,000
1,300


10

J2
450

1,750


12

J2

950
  800


20

J2
16,600

17,400


21

J2

3,000
14,400


31

J2

4,200
10,200


31

J2
765

10,965


31

J2
18,400

29,365


31

J2

1,250
28,115

*(Cash + $85,000 + $77,000 + $20,000) = ($12,000 + $118,000) + ($67,000)

*Cash = $197,000 – $182,000 = $15,000

PROBLEM 2-5B (Continued)

(b) and (c) (Continued)

	Accounts Receivable
	No. 112

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Mar.
31

J2
765

765

	Land
	No. 140

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Mar.
1
Balance
(


85,000

	Buildings
	No. 145

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Mar.
1
Balance
(


77,000

	Equipment
	No. 157

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Mar.
1
Balance
(


20,000

	Accounts Payable
	No. 201

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Mar.
1
Balance
(


12,000


 2

J2

17,000
29,000


10

J2
20,000

9,000

	Unearned Revenues
	No. 210

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Mar.
10

J2

450
450


31

J2
200

250

PROBLEM 2-5B (Continued)

(b) and (c) (Continued)

	Mortgage Payable
	No. 275

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Mar.
1
Balance
(


118,000


31

J2
775

117,225

	L. Baroni, Capital
	No. 301

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Mar.
1
Balance
(


67,000

	Admission Revenue
	No. 405

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Mar.
9

J2

16,300
16,300


20

J2

16,600
32,900


31

J2

18,400
51,300


31

J2

200
51,500

	Concession Revenue
	No. 406

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Mar.
31

J2

1,530
1,530

ADVANCE \d6
	Advertising Expense
	No. 610

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Mar.
12

J2
950

950

PROBLEM 2-5B (Continued)

(b) and (c) (Continued)

	Film Rental Expense
	No. 632

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Mar.
2

J2
27,000

27,000


21

J2
3,000

30,000

	Salaries Expense
	No. 726

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Mar.
31

J2
4,200

4,200

	Interest Expense
	No. 750

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Mar.
31

J2
475

475

PROBLEM 2-5B (Continued)

(d)

STARLITE THEATRE

Trial Balance

March 31, 2008

ADVANCE \u7




Debit
Credit
Cash 

$28,115

Accounts receivable 

765

Land

85,000

Buildings

77,000

Equipment

20,000

Accounts payable


$ 9,000

Unearned revenues


250

Mortgage payable


117,225

L. Baroni, capital


67,000

Admission revenue


51,500

Concession revenue


1,530

Advertising expense

950

Film rental expense

30,000

Salaries expense

4,200

Interest expense

        475
_______


$246,505
$246,505
	PROBLEM 2-6B


	(a)
	GENERAL JOURNAL
	
	J1

	Date
	Account Titles and Explanation
	Debit
	Credit


May
1
Cash

90,000



Office Equipment

25,000




J. Bablad, Capital


115,000


1
No entry. Not a transaction.


5
Rent Expense

5,250



Prepaid Rent

5,250




Cash


10,500


8
Warehouse Equipment

70,000




Cash


30,000




Note Payable


40,000


9
Prepaid Insurance

3,300



Insurance Expense ($3,600 ÷ 12 mos.)

300




Cash


3,600


12
Supplies

1,000




Cash


1,000


15
Supplies

2,000




Accounts Payable


2,000


20
Cash

3,000



Accounts Receivable

8,500




Brokerage Fees Earned


11,500


22
Accounts Payable

  800




Cash


  800

PROBLEM 2-B (Continued)

(a) (Continued)

	Date
	Account Titles and Explanation
	Debit
	Credit


May
25
Cash

1,500




Unearned Fees


1,500


26
J. Bablad, Drawings

4,800




Cash


4,800


27
No entry required—not a transaction.


28
Cash

2,500




Accounts Receivable


2,500


30
Utility Expense

500




Accounts Payable


500


31
Salaries Expense

4,950




Cash


4,950

PROBLEM 2-6B (Continued)

(b)

	Cash

	May 
1
90,000


20
3,000


25
1,500


28
2,500
	May
5
10,500


8
30,000


9
3,600


 12
1,000


22
  800


26
4,800


31
4,950

	Bal. 

41,350
	


	Accounts Receivable

	May 20 
8,500


	May 28
2,500

	Bal. 

 6,000
	


	Supplies

	May 12
1,000


15
2,000
	

	Bal. 

 3,000
	


	Prepaid Insurance

	May 
9
3,300
	


	Prepaid Rent

	May 
5
5,250
	

	Office Equipment

	May 
1
25,000
	


	Warehouse Equipment

	May
8
70,000
	


	Note Payable

	
	May 8

40,000


	Accounts Payable

	May 22 
  800


	May
15
2,000

 
30
500

	
	Bal. 
 1,700


	Unearned Fees

	
	May 25
1,500


	J. Bablad, Capital

	
	May
1
115,000


	J. Bablad, Drawings

	May 26 
4,800
	


	Brokerage Fees Earned

	
	May 20
11,500


PROBLEM 2-6B (Continued)

(b) (Continued)

	Salaries Expense

	May 31
4,950
	


	Rent Expense

	May
 5
 5,250
	


	Utility Expense

	May
30
500
	


	Insurance Expense

	May
9
   300
	


(c)

BABLAD BROKERAGE SERVICES

Trial Balance

May 31, 2008

ADVANCE \u7





Debit
Credit

Cash 

$ 41,350

Accounts receivable 

6,000

Supplies

3,000

Prepaid insurance

3,300

Prepaid rent

5,250

Office equipment

25,000

Warehouse equipment

70,000

Accounts payable


$   1,700

Note payable


 40,000

Unearned revenue


1,500

J. Bablad, capital


115,000

J. Bablad, drawings

4,800

Brokerage fees earned


11,500

Salaries expense

4,950

Rent expense

5,250

Utility expense

500

Insurance expense

         300
________


$169,700
$169,700
	PROBLEM 2-7B


(a)


BABLAD BROKERAGE SERVICES

Income Statement

Month Ended May 31, 2008

ADVANCE \u7

Revenues


Brokerage fees earned

$11,500

Expenses


Salaries expense

$ 4,950


Rent expense

5,250


Utility expense

00,500 


Insurance expense

      300


Total expenses

 11,000
Net income

$    500
(b)

ADVANCE \d6BABLAD BROKERAGE SERVICES

Statement of Owner's Equity

Month Ended May 31, 2008

ADVANCE \u7

J. Bablad, capital, May 1, 2008

$           0

Add:  Investment

$115,000


Net income

       500
 115,500



115,500
Less:
Drawings

      4,800

J. Bablad, capital, May 31, 2008

$110,700

PROBLEM 2-7B (Continued)

(c) 

ADVANCE \d6BABLAD BROKERAGE SERVICES

Balance Sheet

May 31, 2008

ADVANCE \u7

ADVANCE \d6
Assets

Cash

$  41,350
Accounts receivable

6,000

Supplies

3,000

Prepaid insurance

3,300

Prepaid rent

5,250

Office equipment

25,000
Warehouse equipment 

   70,000

Total assets

$153,900
ADVANCE \d6
Liabilities and Owner's Equity

Liabilities


Accounts payable

 $  1,700


Note payable

 40,000


Unearned revenue

     1,500



43,200

Owner's Equity


J. Bablad, Capital

  110,700



Total liabilities and owner's equity

$153,900
(d)
In its first month of operations Bablad Brokerage Services was able to generate more revenue than the expenses it incurred resulting in net income of $500. Jacob withdrew funds from the company in excess of net income resulting in a decrease in owner’s equity. Jacob will not be able to continue to do this. The company will need to make sure it has sufficient funds to repay the note payable.
	PROBLEM 2-8B


(a)
As indicated in item (10), $6,400 was paid for four months in advance on December 1. One month has passed, so 1/4 X $6,400 = $1,600 of rent has expired and become an expense. Three months are still to come, so 3/4 x $6,400 = $4,800 remains in the Prepaid Rent account as an asset.

	(b)
	GENERAL JOURNAL
	
	

	
	Account Titles and Explanation
	Debit
	Credit


1.
Cash

4,000



L. Mataruka, Capital


4,000

2.
Repair Parts Inventory

5,200



Accounts Payable


5,200

3.
Miscellaneous Expense

1,800



Cash


1,800

4.
Cash

7,000



Accounts Receivable


7,000

5.
Accounts Payable

 6,500



Cash


 6,500

6.
Repair Parts Expense

4,500



Repair Parts Inventory


4,500

7.
Cash

5,000


Accounts Receivable

15,000



Repair Services Revenue


20,000

8.
Wages Expense

2,900



Cash


2,900

PROBLEM 2-8B (Continued)

(b) (Continued)

9.
Advertising Expense

600



Cash


600

10.
Rent Expense

1,600



Prepaid Rent


1,600

11.
L. Mataruka, Drawings

  750



Cash

 
  750

12.
Shop Equipment

5,000



Cash


5,000

(c) and (d) 

	 Cash

	Jan. 1

 2,000


(1)
4,000


(4)
 7,000


(7)
5,000



	
(3)
1,800


(5)
 6,500


(8)
2,900


(9)
  600


(11)
750


(12)
5,000

	Jan. 31

Bal. 

  450
	


	Accounts Receivable

	Jan. 
1 
15,700


(7)
15,000
	
(4)
7,000

	Jan. 31

Bal. 

23,700
	


	Repair Parts Inventory

	Jan. 
1 
12,000


(2)
5,200
	
(6)
4,500

	Jan. 31

Bal. 

12,700
	


	Prepaid Rent 

	Jan. 
1 
 4,800



	
(10)
1,600

	Jan. 31

Bal. 

3,200
	


PROBLEM 2-8B (Continued)

(c) and (d) (Continued)

	Shop Equipment

	Jan.
1
28,000


(12)
5,000
	

	Jan. 31

Bal.
33,000
	


	Accounts Payable

	
(5)
 6,500
	Jan.
1
23,000


(2)
5,200

	
	Jan. 31

Bal. 
21,700


	Unearned Revenue

	

	Jan. 1

2,000

	
	Jan. 31

Bal.

2,000


	L. Mataruka, Capital

	
	Jan.
1
37,500


(1)
4,000

	
	Jan. 31

Bal. 
41,500


	L. Mataruka, Drawings

	
(11)
  750
	

	
	


	Repair Services Revenue

	

	
(7)
20,000


	Advertising Expense

	
(9)
600
	


	Miscellaneous Expense

	
(3)
1,800
	



	Repair Parts Expense

	
(6)
4,500
	



	Rent Expense

	
(10)
1,600
	



	Wages Expense

	
(8)
2,900
	



PROBLEM 2-8B (Continued)

(e)

CYBERDYNE REPAIR SERVICE

Trial Balance

January 31, 2008

ADVANCE \u7



Debit
Credit

Cash

$    450

Accounts receivable

23,700

Repair parts inventory

12,700

Prepaid rent

3,200

Shop equipment

33,000

Accounts payable


$21,700

Unearned revenue


 2,000

L. Mataruka, capital


41,500

L. Mataruka, drawings

  750

Repair services revenue


20,000

Advertising expense

600

Miscellaneous expense

1,800

Repair parts expense

4,500

Rent expense

1,600

Wages expense

    2,900
_______


$85,200
$85,200
	PROBLEM 2-9B


(a)

CYBERDYNE REPAIR SERVICE

Income Statement

Month Ended January 31, 2008

ADVANCE \u7

ADVANCE \d6Revenues


Repair services revenue

$20,000

Expenses


Advertising expense

0$   600


Miscellaneous expense

1,800

Repair parts expense

4,500


Wages expense

2,900


Rent expense

  1,600


Total expenses

  11,400
Net income

$  8,600
(b)

ADVANCE \d6CYBERDYNE REPAIR SERVICE

Statement of Owner's Equity

Month Ended January 31, 2008

ADVANCE \u7

ADVANCE \d6L. Mataruka, capital, January 1, 2008

$37,500

Add:
Investment

$4,000


Net income

  8,600
  12,600



50,100

Less:
Drawings


      750

L. Mataruka, capital, January 31, 2008

$49,350
PROBLEM 2-9B (Continued)

(c)

ADVANCE \d6CYBERDYNE REPAIR SERVICE

Balance Sheet

January 31, 2008

ADVANCE \d6Assets

Cash

$     450

Accounts receivable

23,700

Repair parts inventory

12,700

Prepaid rent

3,200
Shop equipment

  33,000

Total assets

$73,050

ADVANCE \d6
Liabilities and Owner's Equity

Liabilities


Accounts payable

$21,700


Unearned revenue

    2,000



Total liabilities

  23,700
Owner's Equity


L. Mataruka, capital

  49,350



Total liabilities and owner's equity

$73,050
(d)
I would explain to Leo that there is a difference between cash and profit. Although the company has earned revenue, which increases income, it has not collected the cash. Plus the company has purchased additional assets (equipment and repair parts inventory) which have used cash even though this has not reduced income. Therefore, Leo will need to invest more cash in the business to pay his accounts payable unless he can collect his accounts receivables quickly.
	PROBLEM 2-10B


(a)
1.
Incorrect

2. Incorrect

3. Incorrect

4. Incorrect

5. Correct

6. Incorrect

7. Incorrect

8. Incorrect

9. Incorrect

(b)

	
	1
	2
	3
	4
	5

	1
	No
	Cash
	Overstated $90
	Overstated $90
	Yes

	2
	Yes
	Accounts  Receivable

Service Revenue
	Understated $2,000

Understated $2,000
	Understated $2,000
	Understated $2,000

	3
	No
	Interest Revenue
	Understated $750
	Yes
	Understated $750

	4
	Yes
	Salary Expense

Drawings
	Overstated $1,000

Understated $1,000
	Yes
	Yes

	5
	Yes
	None
	N/A
	Yes
	Yes

	6
	No
	Accounts Payable
	Understated $5,000
	Yes
	Understated $5,000

	7
	No
	Unearned Revenue
	Understated $500
	Yes
	Understated $500

	8
	Yes
	Cash

Salaries Payable
	Overstated $495

Overstated $495
	Overstated $495
	Overstated $496

	9
	Yes
	Equipment

Accounts Payable
	Overstated $180

Overstated $180
	Overstated $180
	Overstated $180


	PROBLEM 2-11B


WINAU CO.
Trial Balance

June 30, 2008

ADVANCE \u7



Debit
Credit
Cash ($2,635 - $570 +$750 + $205 + $205)

$ 3,225

Accounts receivable ($2,729 + $502 - $205)

3,026

Prepaid insurance (correct balance provided $565)
565

Supplies ($500 + $360)

860

Equipment ($4,200 - $360)

 3,840

Accounts payable ($2,200 + $750 - $570)


$  2,380

Unearned fees


1,765

T. Winau, capital (correct balance provided)


 9,900

T. Winau, drawings ($800 + $400)

1,200

Fees earned ($2,380 - $89 + $890)


3,181

Salaries expense ($3,200 + $700 - $400)

3,500

Office expense

    1,010



$17,226
$17,226
	CONTINUING COOKIE CHRONICLE


	(a)
	GENERAL JOURNAL
	
	

	
	Account Titles and Explanation
	Debit
	Credit


Nov.
8
No entry required for cashing Canada



Savings Bonds—this is a personal



transaction.


8
Cash

500




N. Koebel, Capital


500


11
Advertising Supplies

165




Cash


165


13
Baking Supplies

125




Cash


125


14
Baking Equipment

400




N. Koebel, Capital


400


16
Cash

2,000




Notes Payable


2,000


17
Baking Equipment

900




Cash


900


20
Cash

125




Teaching Revenue


125


25
Cash

25




Unearned Revenue


25


30
Prepaid Insurance

1,320




Cash


1,320

CONTINUING COOKIE CHRONICLE (Continued)

(b)

	Cash
	

	Date
	Explanation
	Ref.
	Debits
	Credits
	Balance


Nov
8
J1
500

500


11
J1

165
335


13
J1

125
210


16
J1
2,000

2,210


17
J1

900
1,310


20
J1
125

1,435


25
J1
25

1,460


30
J1

1,320
140
	Advertising Supplies
	

	Date
	Explanation
	Ref.
	Debits
	Credits
	Balance


Nov
11
J1
 165

165

	Baking Supplies
	

	Date
	Explanation
	Ref.
	Debits
	Credits
	Balance


Nov
13
J1
125

125

	Prepaid Insurance
	

	Date
	Explanation
	Ref.
	Debits
	Credits
	Balance


Nov
30
J1
1,320

1,320

	Baking Equipment
	

	Date
	Explanation
	Ref.
	Debits
	Credits
	Balance


Nov
14
J1
400

400


17
J1
900

1,300

CONTINUING COOKIE CHRONICLE (Continued)

(b) (Continued)

	Unearned Revenue
	

	Date
	Explanation
	Ref.
	Debits
	Credits
	Balance


Nov
25
J1

25
25

	Notes Payable
	

	Date
	Explanation
	Ref.
	Debits
	Credits
	Balance


Nov
16
J1

2,000
2,000

	N. Koebel, Capital
	

	Date
	Explanation
	Ref.
	Debits
	Credits
	Balance


Nov
8
J1

500
500


14
J1

400
900

	Teaching Revenue
	

	Date
	Explanation
	Ref.
	Debits
	Credits
	Balance


Nov
20
J1

125
125

CONTINUING COOKIE CHRONICLE (Continued)

(c)

COOKIE CREATIONS

Trial Balance

November 30, 2007


Debit
Credit
Cash

$  140

Advertising supplies

165

Baking supplies

125

Prepaid insurance

1,320

Baking equipment

1,300

Unearned revenue


$     25

Note payable


2,000

N. Koebel, capital


900

Teaching revenue

_____
     125


$3,050
$3,050
	BYP 2-1 FINANCIAL REPORTING PROBLEM


ADVANCE \u6(a)

	ADVANCE \u16

ADVANCE \u6
Account
	
	(1)

Increase

Side
	
	(1)

Decrease

Side
	
	(2)

Normal

Balance

	Accounts Payable and Accrued Liabilities

Accounts Receivable

Capital Assets

Retail Revenue

Inventory

Interest Expense

Prepaid  Expenses
	
	Credit

Debit

Debit

Credit

Debit

Debit

Debit
	
	Debit

Credit

Credit

Debit

Credit

Credit

Credit


	
	Credit

Debit

Debit

Credit

Debit

Debit

Debit




(b) 
1.
Cash is increased.


2.
Cash is decreased and/or long-term debt is increased.


3.
Cash and/or Accounts Receivable are increased. 


4.
Accounts Payable is increased or Cash is decreased.


5.
Cash is decreased or Interest Payable is increased.


6.
Cash is decreased.
	BYP 2-2 INTERPRETING FINANCIAL STATEMENTS


(a)

AGRICORE UNITED

Trial Balance

October 31, 2005


(in thousands)




Debit
Credit

Cash and cash equivalents

$   36,590

Accounts receivable

242,941

Prepaid expenses

17,106

Inventories

382,009

Property, plant and equipment

657,074

Other assets

103,700

Intangible assets

37,779

Bank and other payables


$ 200,815

Accounts payable and accrued expenses


313,233

Other liabilities


42,991

Dividends payable


2,464

Long-term debt


427,613

Shareholders’ (owners’) equity 

   November 1, 2004


483,857

Dividends (drawings)

6,288

Sales and revenue from services


2,775,279

Gain on disposal of assets


 1,653

Cost of goods sold expense

2,314,698

Operating, general and administrative 

   expense

331,844

Depreciation and amortization expense

60,717

Interest expense

49,877

Income tax expense

        7,282
________

Totals

$4,247,905
$4,247,905
BYP 2-2 (Continued)

(b) 

	Assets =
	Liabilities +
	Owners’ Equity

	Cash $36,590 + Accounts Receivable $242,941 + Prepaid Expenses $17,106 +

Inventories $382,009 + PPE  $657,074 + Other Assets $103,700 + Intangible Assets $37,779


	Bank and Other Payables $200,815 + Accounts Payable and Accrued Expenses $313,233 + Other Liabilities $42,991 + Dividends Payable $2,464 + Long-term Debt $427,613


	Shareholders’ (owners’) 

Equity $483,857 – Dividends (drawings) $6,288 + Sales and Revenue from Services $2,775,279 + Gain on Disposal of Assets $1,653 - Cost of Goods Sold Expense $2,314,698 - Operating, General and Administrative Expense $331,844 -Depreciation and Amortization Expense $60,717 - Interest Expense $49,877 - Income Tax Expense $7,282



	$1,477,199 =
	$987,116 +
	$490,083


	BYP 2-3  COLLABORATIVE LEARNING ACTIVITY


All of the material supplementing the collaborative learning activity, including a suggested solution, can be found in the Collaborative Learning section of the Instructor Resources site accompanying this textbook.
	BYP 2-4 COMMUNICATION ACTIVITY


MEMORANDUM

To:

Instructor


From:
Student

Date:


Subject:
Steps in the Recording Process

As requested, following is an explanation and illustration of the steps in the recording process as they relate to the March 15 transactions for White Glove Company:

(1) 
In the first transaction, bills totalling $6,000 were sent to customers for services performed. First, we analyze the transaction to determine the accounts involved and the debits/credits required. We determine that the asset Accounts Receivable is increased $6,000 and the revenue Cleaning Services Revenue is increased $6,000. Debits increase assets and credits increase revenues, so the next step is preparing the journal entry:

Accounts Receivable

6,000


Cleaning Services Revenue


6,000



Billed customer for services performed.

The last step is posting the entry. The $6,000 amount is then posted to the debit side of the general ledger account Accounts Receivable and to the credit side of the general ledger account Cleaning Services Revenue.

BYP 2-4 (Continued)

(2) 
In the second transaction, $2,000 was paid in salaries to employees. First we analyze the transaction to determine the accounts involved and the debits/credits required.  We determine that the expense Salaries Expense is increased $2,000 and the asset Cash is decreased $2,000. Debits increase expenses and credits decrease assets, so the next step is preparing the journal entry:

Salaries Expense

2,000


Cash


2,000

   

Paid salaries.

The last step is posting the entry. The $2,000 amount is then posted to the debit side of the general ledger account Salaries Expense and to the credit side of the general ledger account Cash.

I trust that the foregoing is satisfactory. Please let me know if anything further is required.

	ETHICS CASE


(a)
The stakeholders in this situation are:


Vu Hung, assistant chief accountant.


Users of the company's financial statements (internal and external).


Her supervisor (the chief accountant, who evaluates her).

ADVANCE \d6(b)
By adding $1,000 to the Equipment account, that account total is intentionally misstated. By not locating the error causing the imbalance, some other account(s) may also be misstated. If the amount of $1,000 is determined to be immaterial, and the intent is not to commit fraud (cover up an embezzlement or other misappropriation of assets), Vu’s action might not be considered unethical in the preparation of interim financial statements. However, she should disclose what she has done. Otherwise, if Vu is violating a company accounting policy by her action, then she is acting unethically.

ADVANCE \d6(c)
Vu's alternatives are:

1.
Miss the deadline but find the error causing the imbalance.

2.
Tell her supervisor of the imbalance and suffer the consequences.

3.
Do as she did and locate the error later, making the adjustment (if any) in the next quarter.
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