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CHAPTER 3

Adjusting the Accounts
ASSIGNMENT CLASSIFICATION TABLE 

	Study Objectives


	Questions
	Brief Exercises
	Exercises
	Problems Set A
	Problems Set B

	1. Explain the time period assumption, revenue recognition principle, matching principle, and accrual basis of accounting.


	1, 2, 3, 4, 5, 6
	1
	1, 2,
	1, 5
	1, 5

	2. Prepare adjusting entries for prepayments.


	7, 8, 9, 10, 11, 16, 17, 18
	2, 3, 4, 5, 6
	3, 4, 5, 7, 8, 9, 10
	2, 3, 4, 5, 6, 7, 8, 9, 10
	2, 3, 4, 5, 6, 7, 8, 9, 10

	3. Prepare adjusting entries for accruals


	12, 13, 14, 15, 16, 17, 18
	7, 8, 9
	3, 6, 7, 8, 9, 10
	3, 4, 5, 6, 7, 8, 9, 11
	3, 4, 5, 6, 7, 8, 9, 11

	4. Describe the nature and purpose of an adjusted trial balance, and prepare one.


	19, 20, 21, 22
	10, 11
	9, 10, 11
	5, 6, 7, 8, 9, 11
	5, 6, 7, 8, 9, 11

	*5.
Prepare adjusting entries for the alternative treatment of prepayments (Appendix 3A)


	*23, *24
	*12, *13
	*12, *13
	*10, *11
	*10, *11


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

	Problem Number
	Description
	Difficulty

Level
	Time

Allotted (min.)



	1A
	Determine income on cash and accrual bases; recommend method.


	Complex
	20-25

	2A
	Prepare transaction and adjusting entries for prepayments.


	Moderate
	25-35

	3A
	Prepare transaction and adjusting entries.


	Moderate
	25-35

	4A
	Prepare adjusting entries.


	Moderate
	25-35

	5A
	Prepare accrual-based financial statements from cash-based information.


	Complex
	25-35

	6A
	Prepare and post adjusting entries and prepare adjusted trial balance.


	Moderate
	50-60

	7A
	Prepare and post adjusting entries, and prepare adjusted trial balance and financial statements.


	Moderate
	50-60

	8A
	Prepare adjusting entries and financial statements and comment.


	Moderate
	45-55

	9A
	Prepare and post adjusting entries; prepare adjusted trial balance and financial statements; and comment.


	Moderate
	50-60

	*10A
	Prepare and post transaction and adjusting entries for prepayments.


	Moderate
	20-25

	*11A
	Prepare adjusting entries, adjusted trial balance and financial statements.


	Moderate
	55-65


ASSIGNMENT CHARACTERISTICS TABLE (Continued)

	Problem Number
	Description
	Difficulty

Level
	Time

Allotted (min.)



	1B
	Determine income on cash and accrual bases; recommend method.


	Complex
	20-25

	2B
	Prepare transaction and adjusting entries for prepayments.


	Moderate
	25-35

	3B
	Prepare transaction and adjusting entries.


	Moderate
	25-35

	4B
	Prepare adjusting entries.


	Moderate
	25-35

	5B
	Prepare accrual-based financial statements from cash-based information.


	Complex
	25-35

	6B
	Prepare and post adjusting entries and prepare adjusted trial balance.


	Moderate
	50-60

	7B
	Prepare and post adjusting entries and prepare adjusted trial balance and financial statements.


	Moderate
	50-60

	8B
	Prepare adjusting entries and financial statements.


	Moderate
	45-55

	9B
	Prepare and post adjusting entries; prepare adjusted trial balance and financial statements; and comment.


	Moderate
	50-60

	*10B
	Prepare and post transaction and adjusting entries for prepayments.


	Moderate
	20-25

	*11B
	Prepare adjusting entries, adjusted trial balance and financial statements.


	Moderate
	55-65


BLOOM’S TAXONOMY TABLE 

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

	Study Objectives
	Knowledge
	Comprehension
	Application
	Analysis
	Synthesis
	Evaluation

	1. Explain the time period assumption, revenue recognition principle, matching principle, and accrual basis of accounting.
	Q3-1
	Q3-2

Q3-3

Q3-4

Q3-5

Q3-6
	BE3-1

E3-1

E3-2

P3-1A

P3-5A

P3-1B

P3-5B
	
	
	

	2. Prepare adjusting entries for prepayments.


	Q3-17

E3-3
	Q3-7

Q3-8

Q3-9

Q3-10

Q3-11

Q3-16

Q3-18
	BE3-2

BE3-3

BE3-4

BE3-5

BE3-6

E3-4

E3-5

E3-7

E3-8

E3-10

P3-2A

P3-3A

P3-4A

P3-5A
	P3-6A

P3-7A

P3-8A

P3-9A

P3-10A

P3-2B

P3-3B

P3-4B

P3-5B

P3-6B

P3-7B

P3-8B

P3-9B

P3-10B
	E3-9


	
	

	3. Prepare adjusting entries for accruals.


	Q3-17

E3-3
	Q3-12

Q3-13

Q3-16

Q3-18


	Q3-14

Q3-15

BE3-7

BE3-8

BE3-9

E3-6

E3-7

E3-8

E3-10

P3-3A

P3-4A

P3-5A

P3-6A
	P3-7A

P3-8A

P3-9A

P3-11A

P3-3B

P3-4B

P3-5B

P3-6B

P3-7B

P3-8B

P3-9B

P3-11B
	E3-9
	
	

	4. Describe the nature and purpose of an adjusted trial balance, and prepare one.


	
	Q3-19

Q3-20

Q3-21

Q3-22


	BE3-10

BE3-11

E3-10

E3-11

P3-5A

P3-6A

P3-7A


	P3-8A

P3-9A

P3-11A

P3-5B

P3-6B

P3-7B

P3-8B

P3-9B

P3-11B
	E3-9
	
	

	*5.
Prepare adjusting entries for the alternative treatment of prepayments (Appendix 3A)
	
	*Q3-23

*Q3-24
	*BE3-13

*E3-12

*E3-13

*P3-10A
	*P3-11A

*P3-10B

*P3-11B
	
	
	

	Broadening Your Perspective
	
	BYP3-1
	Continuing Cookie Chronicle, Cumulative Coverage,

BYP3-2
BYP3-3 
	BYP3-4
	BYP3-5
	


ANSWERS TO QUESTIONS

1.
(a)
Under the time period assumption, an accountant is required to determine the relevance of each business transaction to specific accounting periods, and its effects on those periods. Regular reporting makes financial statements more useful but can cause accounting problems because many business transactions affect more than one accounting period and it may be difficult to determine in which period the transaction should be reported.


(b)
An accounting time period of one year in length is referred to as a fiscal year. A fiscal year that extends from January 1 to December 31 is referred to as a calendar year. Accounting periods of less than one year are called interim periods. Although interim periods can be of any duration less than one year, they are normally one quarter, or three months, of a year.

2.
The college should recognize the revenue equally (1/4 each month) over the period September to December. This will result in the revenue being recognized in the period the service is provided.

3.
The law firm should recognize the revenue in April. The revenue recognition principle states that revenue should be recognized in the accounting period in which it is earned (i.e., when the work is done).

4.
Expenses of $3,000 ($500 + $2,500) should be deducted from the revenues in April. Under the matching principle, efforts (expenses) should be matched with accomplishments (revenues).

5.
Under the cash basis of accounting, events are only recognized in the period that cash is paid or received. Under the accrual basis, revenue is recognized when the goods or services are provided and expenses are matched with related revenue. Information presented on an accrual basis is more useful because it reveals relationships that are more likely to be helpful in predicting future results. To illustrate, under accrual accounting, revenues are recognized when earned so they can be related to the economic environment in which they occur. Trends in revenues are thus more meaningful.

6.
Adjusting entries are needed to ensure that the time period assumption, revenue recognition principle, and matching principle are followed. The time period assumption allows the measurement of financial results in specific periods. The revenue recognition principles states that revenue should be recognized when earned and the matching principle states that expenses should be recorded when effort is made to generate revenue. 

QUESTIONS (Continued)

7.
Prepaid Expenses are costs paid before they are used or consumed. For example, rent or insurance is often paid in advance. Prepaid Expenses are assets because they represent future benefits. 

8.
No. Amortization is the process of allocating the cost of an asset to expense over its useful life in a rational and systematic manner. Amortization results in the presentation of the book value of the asset, not its market value.

9.
Amortization expense is an expense account whose normal balance is a debit. This account shows the cost that has expired during the current accounting period. Accumulated amortization is a contra asset account whose normal balance is a credit. The balance in this account is the total of all the amortization that has been recognized from the date of acquisition of an asset to the balance sheet date.

10. A contra account is offset (deducted) against a related account on the balance sheet or income statement. The Accumulated Amortization contra account is used in order to show both the original cost of an asset and the portion of the cost that has been allocated to expense to date. 

11.
Unearned Revenue represents cash received for goods or services to be provided in the future. It represents a liability because the cash has not yet been earned – the company has a future obligation to provide the goods or services.

12.
It is necessary to prepare an adjusting entry to record the revenue in the period it is earned. The entry will record revenue for the period of time people have stayed up to March 31. It is also necessary to record an asset for the amount that is receivable in the future as a result of the revenue earned to March 31. An asset (a receivable) is debited and revenue is credited. 

13.
It is necessary to prepare an adjusting entry to recognize the expense in the period that it was incurred and to set up the liability (the company has a future obligation). Utility Expense is debited and an accrued expense account such as Accounts Payable is credited. 

14.
Accrued Revenue:  On the balance sheet, assets (accounts receivable) are understated $900 and owner’s equity is understated $900. On the income statement, revenue is understated $900 and net income is understated $900.

15.
Accrued Expense:  On the balance sheet, liabilities (accounts payable) are understated $600 and owner’s equity is overstated $600. On the income statement, expenses are understated $600 and net income is overstated $600.

QUESTIONS (Continued)

16.
(a)
Accrued revenues


(b)
Unearned revenues


(c)
Accrued expenses


(d)
Accrued expenses, prepaid expenses


(e)
Prepaid expenses


(f)
Accrued revenues or unearned revenues

17.
(a)
Salaries Expenses is debited.



(b)
Accumulated Amortization is credited.


(c)
Interest Payable is credited.


(d)
Insurance Expense is debited.


(e)
Service Revenue is credited.


(f)
Service Revenue is credited.

18.
Disagree. An adjusting entry affects only one balance sheet account and one income statement account.

19.
A trial balance provides the balances in all accounts and proves the equality of the total debit and credit balances. An adjusted trial balance also proves the equality of the total debit balances and the total credit balances in the ledger, after all adjustments have been made. It is used to prepare the financial statements.

20.
Disagree, adjustments can be in direction, increasing or decreasing an account.

21.
Disagree. Accounts Payable must be included in the adjusted trial balance even though there have been no adjustments made to the original trial balance. The balance in the trial balance must be included in the financial statements to accurately portray the company’s financial position.

22.
Agree. Net income is added to the balance in Owner’s Equity (Capital account), which then appears on the balance sheet.

*23.
It will not result in any difference in any account on any financial statement after the adjustment is made.

*24.
Disagree. It would be acceptable to credit revenue when cash is received in advance of providing a service, providing an adjusting entry was made in the period to recognize the portion of revenue unearned.

SOLUTIONS TO BRIEF EXERCISES

BRIEF EXERCISE 3-1

Transaction
Cash
Net Income

(a)
Purchased supplies for cash
-$100
$       0

(b)
Recorded the use of supplies
0
-60

(c)
Performed services on account
0
+1,000

(d)
Received from customers payment of 


their account
+800
0

(e)
Purchased office equipment for cash
-5,000
0

(f)
Recorded amortization of office equipment
0
-100

(g)
Accrued salaries earned but not paid
0
-750

(h)
Paid salaries accrued
-750
0

(i)
Received cash for services to be provided
+500
0

BRIEF EXERCISE 3-2

A Co. 
Supplies used: $675 + $1,695 - $225 = $2,145

B Co. 
Supplies on hand, May 31, 2008: $640 + $2,825 - x = $2,715


x = $750

BRIEF EXERCISE 3-3

(a)
Mar. 2
Cleaning Supplies

3,880



Accounts Payable


3,880

(b)
Cleaning Supplies used = $945 + $3,880 - $980 = $3,845

(c)
Dec. 31
Cleaning Supplies Expense

3,845




Cleaning Supplies


3,845

(d)


	Cleaning Supplies
	
	Cleaning Supplies Expense

	Jan. 1
945
	
	
	Dec. 31
3,845
	

	Mar. 2
3,880
	Dec. 31
3,845
	
	
	

	Dec. 31

Bal.
980
	
	
	
	


BRIEF EXERCISE 3-4

(a)
June 1
Prepaid Insurance

9,900




Cash


9,900

(b) 
Monthly cost: $9,900 ÷ 12 = $825/month; 


Number of months expired: June to December—7 months

Amount expired in 2007: 7 months x $825 = $5,775


Number of months remaining: January to May—5 months

Amount unexpired at December 31: 5 months x $825 = $4,125


Total $9,900 = $5,775 + $4,125

(c)
Dec. 31
Insurance Expense

5,775




Prepaid Insurance


5,775

(d)

	Prepaid Insurance
	
	Insurance Expense

	June 1
9,900
	Dec. 31
5,775
	
	Dec. 31
5,775
	

	

	
	
	
	

	Dec. 31

Bal.
4,125
	
	
	
	


BRIEF EXERCISE 3-5

(a)
Jan. 1/07
Vehicles

40,000





Cash


40,000

(b)
Dec. 31/07
Amortization Expense

8,000




Accumulated Amortization




—Vehicles


8,000




$40,000 ÷ 5 = $8,000 per year


Dec. 31/08
Amortization Expense

8,000




Accumulated Amortization




—Vehicles


8,000

(c)


CREED CO.

Balance Sheet (partial)

December 31, 2008



2008
2007
Property, plant and equipment



Vehicles

$40,000
$40,000


Less: Accumulated amortization

  16,000
    8,000

Net book value

$24,000
$32,000
CREED CO.

Income Statement (partial)

Year Ended December 31, 2008



2008
2007
Amortization Expense

$8,000
$8,000

BRIEF EXERCISE 3-6

(a)  
Aug. 1
Cash
  
1,500




Unearned Insurance Revenue


1,500

(b)  
$1,500 ÷ 12 = $125 per month


Number of months earned August to December—5 months

Amount earned to December 31: 5 x $125 = $625


Number of months remaining January to July—7 months


Amount unearned at December 31: 7 x $125 = $875


Total $1,500 = $625 + $875

(c)
Dec. 31
Unearned Insurance Revenue

625




Insurance Revenue


625

(d)

	Unearned Insurance Revenue 
	
	Insurance Revenue 

	
	Aug. 1
1,500
	
	
	Dec. 31
625

	Dec. 31
625

	
	
	
	

	
	Dec. 31

Bal.
875
	
	
	


BRIEF EXERCISE 3-7

(a) An adjusting entry will be needed because services have been provided in November but will not be invoiced until the first of December.

(b)
Nov. 30
Accounts Receivable

375




Service Revenue


375

(c)
No, Zieborg will not have to make a journal entry on December 1 when they invoice Crispy because the November 30th adjusting entry already recorded the amount. 

(d)
Dec. 9
Cash

375




Accounts Receivable


375

BRIEF EXERCISE 3-8

(a)
Dec. 26
Salaries Expense

5,000




Cash


5,000

(b)
Dec. 31
Salaries Expense

3,000




Salaries Payable


3,000

(c)
Jan. 2
Salaries Expense

2,000



Salaries Payable

3,000




Cash


5,000

BRIEF EXERCISE 3-9

(a)
July 1/07
Vehicles

40,000




Cash


18,000




Note Payable


22,000

(b)
Dec. 31/07
Interest Expense

660




Interest Payable


660




($22,000 x 6% x 6/12)

(c)
Dec. 31/08
Interest Expense ($22,000 x 6%)

1,320



Interest Payable

660



Note Payable

22,000



Cash 


23,980

BRIEF EXERCISE 3-10

Winterholt Company

Adjusted Trial Balance

September 30, 2008

	
	
	Debit
	
	Credit
	

	Cash


Accounts receivable


Prepaid insurance


Equipment


Accumulated amortization—equipment

Accounts payable


Interest payable


Unearned service revenue


Notes payable


C. Winterholt, capital


C. Winterholt, drawings


Service revenue


Insurance expense


Interest expense


Amortization expense


Rent expense



	
	$ 1,100

7,230

780

27,900

21,000

1,560

500

3,100

  20,965

$84,135
	
	$ 6,200

2,570

125

840

10,000

15,450

48,950

$84,135
	BS

BS

BS

BS

BS

BS

BS

BS

BS

OE

OE

IS

IS

IS

IS

IS




BRIEF EXERCISE 3-11

WINTERHOLT COMPANY

Income Statement

Year Ended September 30, 2008

Revenues


Service revenue

$48,950

Expenses


Rent expense

20,965


Insurance expense

1,560


Interest expense

500


Amortization expense

0 3,100


Total expenses

  26,125
Net income

$22,825
WINTERHOLT COMPANY

Statement of Owner's Equity

Year Ended September 30, 2008

C. Winterholt, capital, October 1, 2007

$15,450

Add:   Net income

  22,825


38,275
Less:  Drawings

  21,000
C. Winterholt, capital, September 30, 2008

$17,275
EXERCISE 3-11 (Continued)

WINTERHOLT COMPANY

Balance Sheet

September 30, 2008

Assets

Cash

$  1,100

Accounts receivable

7,230

Prepaid insurance

780

Office equipment

$27,900

Less:  Accumulated amortization


—office equipment

    6,200
  21,700

Total assets

$30,810
Liabilities and Owner's Equity

Liabilities


Accounts payable

$  2,570

Interest payable

125


Unearned rent revenue

840


Notes payable

  10,000



Total liabilities

13,535

Owner's equity


C. Winterholt, capital

0  17,275



Total liabilities and owner's equity

$30,810
*BRIEF EXERCISE 3-12

(a)
Dec. 31
Cleaning Supplies 

35




Cleaning Supplies Expense


35

	Cleaning Supplies
	
	Cleaning Supplies Expense

	Jan. 1
945
	
	
	Mar.  2
3,880
	

	Dec. 31
35
	
	
	
	Dec. 31
35

	Dec. 31

Bal.
980
	
	
	Dec. 31

Bal.
3,845
	


(b)
The adjusted balances are the same. It does not matter whether the original entry is recorded to an asset or an expense account as long as the adjustment is done correctly.

*BRIEF EXERCISE 3-13

(a)
Dec. 31
Insurance Revenue

875




Unearned Insurance Revenue


875

	Unearned Insurance Revenue
	
	Insurance Revenue

	
	
	
	
	Aug. 1
1,500

	
	Dec. 31
875
	
	Dec. 31
875
	

	
	Dec. 31

Bal.
875
	
	
	Dec. 31

Bal.
625


(b)
The adjusted balances are the same. It does not matter whether the original entry is recorded to an asset or an expense account as long as the adjustment is done correctly.

SOLUTIONS TO EXERCISES

EXERCISE 3-1

(a) When the flight takes place in December. 

(b) When the home theatre is delivered.

(c) As the tickets are used over the season.

(d) Over the period of time the loan is outstanding.

(e) When the sweater is shipped in September.

(f)
As each magazine is delivered.

EXERCISE 3-2

(a) and (b)




Cash
Accrual


Revenue
$22,000
$26,000


Expenses



Operating
13,750
15,500



Insurance
    2,000
0    1,000

Net income
$  6,250
$  9,500
(c)
The accrual basis provides the most useful information for decision making as it reflects transactions in the period in which they occur and properly matches revenue and expenses and is therefore, more indicative of a company’s future earnings potential.

EXERCISE 3-3

(a) 3. Accrued expenses

(b) 4. Accrued revenues

(c) 1. Prepaid expenses

(d) 4. Accrued revenues

(e) 2. Unearned revenues

(f) No entry required

(g) 1. Prepaid expenses

(h) 3. Accrued expenses

(i) 1. Prepaid expenses

EXERCISE 3-4

(a) 
June 1
Prepaid Insurance

4,740




Cash


4,740


Sept. 15
Cash

3,600




Unearned Revenue


3,600


Nov. 1
Prepaid Rent

6,875




Cash


6,875


Dec. 1
Prepaid Cleaning

3,150




Cash


3,150


Various
Cash

1,250




Unearned Gift Certificate Sales


1,250

(b) 
Dec. 31
Insurance Expense

2,765




Prepaid Insurance


2,765




$4,740 x 7/12 = $2,765


31
Unearned Revenue

1,200




Revenue


1,200




$3,600 x 3/9 = $1,200

EXERCISE 3-4 (Continued)

(b) (continued)


Dec. 31
Rent Expense

2,750




Prepaid Rent


2,750




$6,875 x 2/5 = $2,750



31
Cleaning Expense

1,050




Prepaid Cleaning


1,050



31
Unearned Gift Certificate Sales

775




Gift Certificate Sales


775




$1,250 - $475 = $775

EXERCISE 3-4 (Continued)

(c)

	Prepaid Insurance
	
	Insurance Expense

	June 1
4,740
	
	
	Dec. 31
2,765
	

	

	Dec. 31
2,765
	
	
	

	Dec. 31

Bal.
1,975
	
	
	
	


	Prepaid Rent
	
	Rent Expense

	Nov. 1
6,875
	
	
	Dec. 31
2,750
	

	

	Dec. 31
2,750
	
	
	

	Dec. 31

Bal.
4,125
	
	
	
	


	Prepaid Cleaning
	
	Cleaning Expense

	Dec. 1
3,150
	
	
	Dec. 31
1,050
	

	

	Dec. 31
1,050
	
	
	

	Dec. 31

Bal.
2,100
	
	
	
	


	Unearned Revenue
	
	Revenue

	
	Sep. 15
3,600
	
	
	Dec. 31
1,200

	Dec. 31
1,200

	
	
	
	

	
	Dec. 31

Bal.
2,400
	
	
	


	Unearned Gift Certificate Sales
	
	Gift Certificate Sales

	
	Various
1,250
	
	
	Dec. 31
775

	Dec. 31
775

	
	
	
	

	
	Dec. 31

Bal.
  475
	
	
	


EXERCISE 3-5

(a) 
Dec.
31
Amortization Expense

3,300





Accumulated Amortization, 





Furniture


3,300





$9,900 ÷ 3 = $3,300 per year



31
Amortization Expense

4,000





Accumulated Amortization—




Lighting Equipment


4,000





$28,000 ÷ 7 = $4,000 per year



31
Amortization Expense

2,900





Accumulated Amortization—




Computer Equipment 


2,900





$11,600 ÷ 4 = $2,900 per year

(b)


Furniture
Lighting 
Computer



Equipment
Equipment

Cost
$9,900
$28,000
$11,600

Less: Accumulated

Amortization
  3,300
 *12,000
**7,250
Net Book Value
$6,600
$16,000
$ 4,350
* $4,000 x 3 = $12,000

**$2,900 x 2.5 = $7,250

EXERCISE 3-6

(a) 
Dec.
31
Utility Expense

425





Accounts Payable


425



31
Salaries Expense

2,375





Salaries Payable


2,375





$3,325 x 5/7 = $2,375



31
Interest Expense

188





Interest Payable


188





$45,000 x 5% x 1/12 = $188



31
Accounts Receivable

920





Commission Revenue


920



31
Interest Receivable

60





Interest Revenue


60





$6,000 x 6% x 2/12 = $60

(b) 
Jan.
17
Accounts Payable

425





Cash


425



2
Salaries Payable

2,375




Salaries Expense

950





Cash


3,325



1
Interest Payable

188





Cash


188



5
Cash

920





Accounts Receivable


920


Feb.
1
Cash

6,090





Interest Receivable 


60





Interest Revenue ($6,000 x 6% x 1/12)

30





Note Receivable


6,000

EXERCISE 3-7

(a)
July
2
Prepaid Rent

600





Cash


600



10
Supplies

200





Cash


200



14
Cash

1,200





Service Revenue


1,200



15
Salaries Expense

1,200





Cash


1,200



20
Cash

700





Unearned Service Revenue


700

(b)
July
31
Rent Expense

200





Prepaid Rent


200



31
Supplies Expense

500





Supplies


500



31
Accounts Receivable

500





Service Revenue


500



31
Salaries Expense

1,200





Salaries Payable


1,200



31
Unearned Service Revenue

900





Service Revenue


900

EXERCISE 3-8 

1.
Mar.
31
Amortization Expense

900





Accumulated Amortization





—Equipment


900




($21,600 ÷ 6 x 3/12)

2.

31
Unearned Rent Revenue

6,200




Rent Revenue ($9,300 × 2/3)


6,200

3.

31
Interest Expense

300




Interest Payable


300




($20,000 x 6% x 3/12)

4.

31
Supplies Expense

1,950




Supplies ($2,800 - $850)


1,950

5.

31
Insurance Expense ($3,600 x 3/10)

1,080




Prepaid Insurance


1,080

6.

31
Accounts Receivable

700




Rent Revenue


700

EXERCISE 3-9 

Answer
Calculation
(a)
Supplies balance 
Supplies expense
$950


= $800
Add: Supplies (1/31/08)
 700

)

Less: Supplies purchased
 (850)



Supplies (01/01/08)
$800)
(b)
Total premium 
Total premium = Monthly premium x 12


= $4,800 
$400 X 12 = $4,800


Purchase date 
Purchase date: On Jan. 31, there are 


= Aug. 1, 2007 
6 months coverage remaining ($400 
x 6). Thus, the purchase date was 6 months earlier on Aug. 1, 2007.
(c)
Purchase date
On Jan. 31/08, there is $4,880 in 


= Jan. 1, 2003
accumulated amortization: 



$4,880 ÷ $80/month = 61 months



Purchase date: 61 months earlier than Jan. 31/08, or 5 years and 1 month.

(d)
Salaries payable 
Cash paid
$2,500


= $1,400
Salaries payable (01/31/08)
     800



 3,300



Less:  Salaries expense
 1,900


Salaries payable (12/31/07)
$1,400
(e)
Unearned revenue 
Service revenue (01/31/08)
$2,000


= $1,050
Unearned revenue (01/31/08)
   750



 2,750



Cash received in Jan.
 1,700


Unearned revenue (12/31/07)
$1,050
EXERCISE 3-10

Aug.
31
Accounts Receivable ($9,230 - $8,700)

530




Service Revenue


530

31
Office Supplies Expense

1,745




Office Supplies


1,745

31
Insurance Expense

1,260




Prepaid Insurance


1,260

31
Amortization Expense

1,175




Accumulated Amortization




—Office Equipment


1,175


31
Salaries Expense

1,125




Salaries Payable


1,125


31
Unearned Service Revenue



($1,600 - $900)

700




Service Revenue


700

EXERCISE 3-11

LIM COMPANY

Income Statement

Year Ended August 31, 2008

Revenues


Service revenue

$46,230

Expenses


Salaries expense

$18,125


Office supplies expense

1,745


Rent expense

15,000


Insurance expense

1,260


Amortization expense

    1,175


Total expenses

  37,305
Net income

$  8,925
LIM COMPANY

Statement of Owner's Equity

Year Ended August 31, 2008

E. Lim, capital, September 1, 2007

$25,600

Add:   Net income

   8,925

34,525
Less:  Drawings

  10,000
E. Lim, capital, August 31, 2008

$24,525
EXERCISE 3-11 (Continued)

LIM COMPANY

Balance Sheet

August 31, 2008

Assets

Cash

$10,500

Accounts receivable

9,230

Office supplies

700

Prepaid insurance

2,520

Office equipment

$14,100

Less:  Accumulated amortization

    4,700
    9,400


Total assets

$32,350
Liabilities and Owner's Equity

Liabilities


Accounts payable

$05,800


Salaries payable

1,125


Unearned rent revenue

       900



Total liabilities

7,825

Owner's equity


E. Lim, capital

  24,525


Total liabilities and owner's equity

$32,350
*EXERCISE 3-12

(a)
Jan.
2
Insurance Expense

2,460





Cash


2,460



10
Supplies Expense

1,700





Cash


1,700



15
Cash

4,200





Service Revenue


4,200

(b)
Jan.
31
Prepaid Insurance

2,255





Insurance Expense


2,255




($2,460 x 11/12)



31
Supplies

550





Supplies Expense


550



31
Service Revenue

2,700





Unearned Service Revenue


2,700

*EXERCISE 3-12 (Continued)

(c)

	Insurance Expense
	
	Supplies Expense

	Jan. 2
2,460
	
	
	Jan. 10
1,700
	

	

	Jan. 31
2,255
	
	
	Jan. 31
  550

	Jan. 31

Bal.
205
	
	
	Jan. 31

Bal.
1,150
	


	Cash
	
	Service Revenue

	Jan. 
1
5,000
	Jan. 2
2,460
	
	
	Jan. 15
4,200

	
 15
4,200
	
10
1,700
	
	Jan. 31
2,700
	

	Jan. 31

Bal.
5,040
	
	
	
	Jan. 31

Bal.
1,500


	Prepaid Insurance
	
	Supplies

	Jan. 31
2,255
	
	
	Jan. 31
  550
	

	
	
	
	
	


	Unearned Service Revenue
	
	

	
	Jan. 31
2,700
	
	
	

	
	
	
	
	


*EXERCISE 3-13

(a) 
June
 1
Insurance Expense

4,740





Cash


4,740


Sept.
15
Cash

3,600





Revenue


3,600


Nov.
 1
Rent Expense

6,875





Cash


6,875


Dec.
  1
Cleaning Expense

3,150





Cash


3,150


Various

Cash

1,250





Certificate Sales


1,250

(b) 
Dec.
31
Prepaid Insurance

1,975





Insurance Expense


1,975





$4,740 x 5/12 = $1,975



31
Revenue

2,400





Unearned Revenue


2,400




$3,600 x 6/9 = $2,400



31
Prepaid Rent

4,125





Rent Expense


4,125





$6,875 x 3/5 = $4,125



31
Prepaid Cleaning

2,100





Cleaning Expense


2,100



31
Gift Certificate Sales

475





Unearned Gift Certificate Sales


475

*EXERCISE 3-13 (Continued)

(c)

	Prepaid Insurance
	
	Insurance Expense

	Dec. 31
1,975
	
	
	June 1
  4,740
	

	
	
	
	
	Dec. 31
1,975

	
	
	
	Dec. 31


Bal.
2,765
	


	Prepaid Rent
	
	Rent Expense

	Dec. 31
4,125
	
	
	Nov. 1
6,875
	

	
	
	
	
	Dec. 31
4,125

	
	
	
	Dec. 31


Bal.
2,750
	


	Prepaid Cleaning
	
	Cleaning Expense

	Dec. 31
2,100
	
	
	Dec. 1
  3,150
	

	
	
	
	
	Dec. 31
2,100

	
	
	
	Dec. 31


Bal.
1,050
	


	Unearned Revenue
	
	Revenue

	
	Dec. 31
2,400
	
	
	Sep. 15
3,600

	
	
	
	Dec. 31
2,400
	

	
	
	
	
	Dec. 31

Bal.
1,200


	Unearned Gift Certificate Sales
	
	Gift Certificate Sales

	
	Dec. 31
  475
	
	
	Various
1,250

	
	
	
	Dec. 31
  475
	

	
	
	
	
	Dec. 31

Bal.
775


(d) 
The adjusting entries required are different, but the ending balances in all accounts are the same.

SOLUTIONS TO PROBLEMS

	PROBLEM 3-1A


Students may find this to be a fairly challenging problem, so here are a few points that should help:

· Under the CASH BASIS, revenues are recorded when they are collected (received in cash), even if they were earned (the sale was made) earlier;

· Under the ACCRUAL BASIS of accounting, revenues are recorded when they are earned (the sale is made) even if the cash is not collected until later, or is received prior to the revenue being earned.

· Under the CASH BASIS, expenses are recorded when the cash is paid out; and

· Under the ACCRUAL BASIS of accounting, expenses are recorded when the cost has “expired” or been “used up”, which is not always in the same time period as when the cash is paid out.

For example,

· Under the CASH BASIS, Supplies are recorded as expenses as soon as they are purchased and paid for, expenses, such as insurance, are recorded when items are paid for even if a portion relates to future periods;

· Under the ACCRUAL BASIS of accounting, Supplies are not recorded as expenses until they have been used up. While the supplies are still on hand, they are recorded as assets because they have future benefits;

· Under the CASH BASIS, amounts such as Unpaid Wages Owing at the end of 2006 would not be considered expenses until they are actually paid out in 2007; and

· Under the ACCRUAL BASIS of accounting, Unpaid Wages Owing at the end of 2006 would be considered expenses in 2006, because the cost was incurred or “used up” during 2006, even though the cash will not be paid out until 2007.

PROBLEM 3-1A (Continued)

(a) and (b)


$48,400
Cash basis income ($156,200 - $107,800)


+2,900
Accounts receivable arise from sales that have been made in 2007, and thus, revenue must be recognized and recorded in 2007.


-3,200
Accounts receivable collected in 2007 from sales made (and revenue that was earned) in 2006.


+1,620
Prepaid insurance at year end 2007 is an asset rather than an expense. Amount has been deducted from cash and must be added back for accrual basis income.


-1,330
Prepaid insurance at year end 2006 has been used up and must be recorded as an expense during 2006.


-1,810
Accounts payable owing at the end 2007 should be accrued; the related expense was incurred in 2007 and thus, reduces income.


+1,640
Accounts payable owing at year end 2006 represents expenses of 2006. Amount has been deducted from cash in 2007 and must be added back for accrual basis income.


-1,400
Unearned revenue was received in cash in 2007 but has not been earned and thus, must be taken away.


+1,560
Unearned revenue received in cash in 2006 has now been earned and must be recorded in 2007.


-2,250
Amortization expense is equal to the increase in accumulated amortization from 2006 to 2007 ($17,250 - $15,000 = $2,250)


$46,130
Accrual basis income

PROBLEM 3-1A (Continued)

(c)
Recommend that Northland Co. use the accrual basis of accounting. The cash basis does not correctly show when the revenue was earned or when the expenses were incurred. It also does not match expenses with revenues. The cash basis of accounting is not in accordance with generally accepted accounting principles. 

	PROBLEM 3-2A


1.
Jan.
1
Office Supplies

3,100





Cash


3,100


Dec.
31
Supplies Expense ($3,100 - $770)

2,330





Office Supplies


2,330

2.
May
1
Prepaid Insurance

5,040





Cash


5,040


Dec.
31
Insurance Expense 




($5,040 x 8/12)

3,360





Prepaid Insurance


3,360

3.
Nov.
15
Cash

1,275





Unearned Service Revenue


1,275


Dec.
31
Unearned Service Revenue 




($425 x 2)

850





Service Revenue


850

4.
Dec.
15
Prepaid Rent

4,500





Cash


4,500


Dec.
31
No entry required

5.
May 
1
Equipment

30,800





Cash


30,800


Dec.
31
Amortization Expense

2,933





Accumulated Amortization—




Equipment [$30,800 ÷ 7 x (8/12)]


2,933
	PROBLEM 3-3A


1.

(a)
Feb. 17

Office Supplies

1,750





Cash


1,750

(b)
Nov. 30

Office Supplies Expense 




($500 + $1,750 - $300)

1,950





Office Supplies


1,950

2.

(b)
Nov.
 30
Amortization Expense ($39,000 ÷ 4)
9,750






Accumulated Amortization—Truck

9,750

3.

(a)
Sept.

Cash ($176 x 150)

26,400






Unearned Season Ticket Revenue

26,400

(b)
Nov. 
30
Unearned Season Ticket Revenue

6,600





Season Ticket Revenue 





($26,400 ÷ 8 x 2)


6,600


PROBLEM 3-3A (Continued)

4.

(a)
Nov.
25
Wages Expense

3,500





Cash


3,500

(b)
Nov.
30
Wages Expense 




($3,500 ÷ 5 days x 3)

2,100





Wages Payable


2,100

(c)
Dec.
2
Wages Expense 




($3,500 ÷ 5 days x 2)

1,400




Wages Payable

2,100





Cash


3,500

5.

(a)
Nov. 
1
Cash

100





Rent Revenue


100

(b)
Nov.
30
Accounts Receivable ($400 - $100)

300





Rent Revenue


300

(c)
Dec.
4
Cash ($300 + $400) 

700





Accounts Receivable


300





Rent Revenue


400

6.

(b)
Nov.
 30
Utilities Expense

935





Accounts Payable


935

(c)
Dec. 
10
Accounts Payable

935





Cash


935


PROBLEM 3-3A (Continued)

7.

(a)
Aug
1
Cash

5,000





Note Payable


5,000

(b)
Nov. 
30
Interest Expense

108





Interest Payable 





($5,000 x 6.5% x 4/12)


108

(c)
June
1
Interest Expense 




($5,000 x 6.5% x 6/12)

163




Interest Payable

108




Note Payable

5,000





Cash


5,271

	PROBLEM 3-4A


(a)


1.
Prepaid Insurance – before adjustments


A2958 – 
$  5,700


B4564 – 
    7,740
($10,320 x 18/24)



$13,440

2.
Unearned Subscription Revenue – before adjustments


Oct 1
$16,800
(350 x $48)


Nov 1
21,120
(440 x $48)


Dec 1
  26,880
(560 x $48)


$64,800

(b)

1.
Dec. 31

Insurance Expense

8,010





Prepaid Insurance


8,010


Prepaid Insurance at December 31, 2007:


B4564
$10,320 x 6/24
$2,580


A2958
$  5,700 x 12/24
  2,850




$5,430


Expired insurance and adjustment = $13,440 - $5,430 = $8,010

2.
Dec. 31

Unearned Subscription Revenue

9,960





Rent Subscription Revenue


9,960


Unearned Subscription Revenue at December 31, 2007:


October     350 x $48 x   9/12 =
 $  12,600


November 440 x $48 x 10/12 =
17,600


December 560 x $48 x 11/12 =
  24,640



$54,840


Earned Revenue and adjustment = $64,800 - $54,840 = $9,960

PROBLEM 3-4A (Continued)

(b) (Continued)

3.
Dec. 31

Salaries Expense

1,200





Salaries Payable


1,200


6 x $625 =  
$3,750


3 x $750 =   
 2,250

Total 
$6,000
x 1/5 = $1,200

4.
Dec. 31

Interest Receivable

155





Interest Revenue


155





$8,000 x 7.75% x 3/12 = $155

5.
Dec.
31
Amortization Expense 




($128,250 ÷ 30)

4,275





Accumulated Amortization—





Building


4,275



31
Amortization Expense 




($165,000 ÷ 40)

4,125





Accumulated Amortization—





Building


4,125

	PROBLEM 3-5A


(a) Cash = ($63,250 - $38,185) = $25,065

(b)

THE RADICAL EDGE

Income Statement

Six Months Ended April 30, 2008

Revenues


Repair services ($33,250 + $720)


$33,970

Expenses


Wages expense ($3,600 + $120)

$3,720


Rent expense ($2,275 - $325)

1,950


Advertising expense

460


Amortization expense ($23,520 ÷ 8 x 6/12)
   
1,470


Insurance expense ($1,380 x 6/12)

690


Utilities expense

   950

Total expenses


  9,240
Net income


$24,730
THE RADICAL EDGE

Statement of Owner's Equity

Six Months Ended April 30, 2008

D. Charron, capital, November 1, 2007

$        0

Add:
Investments by owner

30,000


Net income

  24,730

54,730

Less:  Drawings

    6,000
D. Charron, capital, April 30, 2008

$48,730
PROBLEM 3-5A (Continued)

(b) (Continued)

THE RADICAL EDGE

Balance Sheet

April 30, 2008

Assets

Cash


$25,065

Accounts receivable


720

Rent deposit


325

Prepaid insurance


690

Equipment

$23,520

Less:  Accumulated amortization

   1,470

  22,050

Total assets


$48,850
Liabilities and Owner’s Equity

Liabilities


Wages payable

$   120

Owner’s equity


D. Charron, capital 

  48,730


Total liabilities and owner’s equity

$48,850
	PROBLEM 3-6A


(a)

1.
Dec.
31
Accounts Receivable

1,750





Service Revenue


1,750

2.

31
Insurance Expense ($3,840 × 10/12)
3,200





Prepaid Insurance


3,200

3.

31
Supplies Expense

1,965





Supplies ($2,535 - $570)


1,965

4.

31
Amortization Expense—




Automobiles

15,500





Accumulated Amortization—





Automobiles ($62,000 ÷ 4)


15,500

5.

31
Amortization Expense—Furniture

1,600





Accumulated Amortization—





Furniture ($16,000 ÷ 10)


1,600

6.

31
Interest Expense 




($46,000 x 7% x 3/12)

805





Interest Payable


805

7.

31
Salaries Expense

690





Salaries Payable ($230 × 3)


690

8.

31
Unearned Revenue

1,200





Service Revenue ($600 x 2)


1,200

9.

31
No adjustment required

PROBLEM 3-6A (Continued)
(b)

	CASH

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31
Balance 
(


12,165

	ACCOUNTS RECEIVABLE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31
Balance
(


3,200


31

J2
1,750

4,950

	PREPAID INSURANCE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31
Balance
(


3,840


31

J2

3,200
640

	PREPAID RENT

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31
Balance
(


1,150

PROBLEM 3-6A (Continued)

(b) (Continued)

	SUPPLIES

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31
Balance
(


2,535


31

J2

1,965
570

	AUTOMOBILES

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31
Balance
(


62,000

	ACCUMULATED AMORTIZATION—AUTOMOBILES

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31
Balance
(


15,500


31

J2

15,500
31,000

	OFFICE FURNITURE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31
Balance
(


16,000

PROBLEM 3-6A (Continued)

(b) (Continued)

	ACCUMULATED AMORTIZATION—OFFICE FURNITURE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31
Balance
(


5,600


31

J2

1,600
7,200

	NOTES PAYABLE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31
Balance
(


46,000

	UNEARNED REVENUE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31
Balance
(


3,600


31

J2
1,200

2,400

	INTEREST PAYABLE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31

J2

805
805
PROBLEM 3-6A (Continued)

(b) (Continued)

	SALARIES PAYABLE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31

J2

690
690

	C. OROSCO, CAPITAL

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31
Balance
(


56,000

	C. OROSCO, DRAWINGS

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31
Balance
(


38,400

	SERVICE REVENUE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31
Balance
(


101,605


31

J2

1,750
103,355


31

J2

1,200
104,555
PROBLEM 3-6A (Continued)

(b) (Continued)

	SALARIES EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31
Balance
(


57,500


31

J2
690

58,190

	INTEREST EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31
Balance
(


2,415


31

J2
805

3,220

	RENT EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31
Balance
(


13,800

	REPAIR EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31
Balance
(


6,000

PROBLEM 3-6A (Continued)

(b) (Continued)

	GAS AND OIL EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31
Balance
(


9,300

	INSURANCE EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31

J2
3,200

3,200

	AMORTIZATION EXPENSE—AUTOMOBILES

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31

J2
15,500

15,500

	AMORTIZATION EXPENSE—FURNITURE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31

J2
1,600

1,600

	SUPPLIES EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Dec.
31

J2
1,965

1,965

PROBLEM 3-6A (Continued)
(c)

OROSCO SECURITY SERVICE

Adjusted Trial Balance

December 31, 2008


Debit
Credit
Cash

$  12,165

Accounts receivable

4,950

Prepaid insurance

640

Prepaid rent

1,150

Supplies

570

Automobiles

62,000

Accumulated amortization—automobiles


$  31,000

Office Furniture

16,000

Accumulated amortization—office furniture


7,200

Notes payable


46,000

Unearned revenue


2,400

Interest payable


805

Salaries payable


690

C. Orosco, capital


56,000

C. Orosco, drawings

38,400

Service revenue


104,555

Salaries expense

58,190

Interest expense

3,220

Rent expense

13,800

Repair expense

6,000

Gas and oil expense

9,300

Insurance expense

3,200

Amortization expense—automobiles

15,500

Amortization expense—office furniture

1,600

Supplies expense

     1,965
_______


$248,650
$248,650
	PROBLEM 3-7A


(a)

1.
May
31
Insurance Expense ($5,460 x 1/12)

455




Prepaid Insurance


455

2.
  
31
Supplies Expense ($975 - $760)

215




Supplies


215

3.

31
Amortization Expense 




($184,000 ÷ 40) x 1/12 

383




Accumulated Amortization—Lodge

383

4.

31
Amortization Expense 




($17,200 ÷ 5) x 1/12

287




Accumulated Amortization—




Furniture


287

5.

31
Unearned Rent Revenue

3,000




Rent Revenue (60 x $50)


3,000

6.

31
Interest Expense

915




Interest Payable


915

($146,400 × 7.5% × 1/12)

7.

31
Salaries Expense

975




Salaries Payable


975

8.

31
Utilities Expense

1,215




Accounts Payable


1,215

9.


No entry required – no transaction in May.

10.

31
Accounts Receivable

950




Rent Revenue


950

PROBLEM 3-7A (Continued)
(b)

	CASH

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May
31
Balance
(


2,365

	ACCOUNTS RECEIVABLE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May
31

J1
950

950

	PREPAID INSURANCE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May
31
Balance
(


2,275


31

J1

455
1,820

	SUPPLIES

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
31
Balance
(


975


31

J1

215
760

PROBLEM 3-7A (Continued)

(b) (Continued)

	LAND

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
31
Balance
(


80,000

	LODGE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
31
Balance
(


184,000

	ACCUMULATED AMORTIZATION—LODGE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
31
Balance
(


50,217


31

J1

383
50,600

	FURNITURE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
31
Balance
(


17,200

PROBLEM 3-7A (Continued)

(b) (Continued)

	ACCUMULATED AMORTIZATION—FURNITURE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
31
Balance
(


10,033


31

J1

287
10,320

	ACCOUNTS PAYABLE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
31
Balance
(


4,700


31

J1

1,215
5,915

	UNEARNED RENT REVENUE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
31
Balance
(


8,750


31

J1
3,000

5,750

	SALARIES PAYABLE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
31

J1

975
975

PROBLEM 3-7A (Continued)

(b) (Continued)

	INTEREST PAYABLE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
31

J1

915
915

	MORTGAGE PAYABLE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
31
Balance
(


146,400

	S. SUTTON, CAPITAL

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
31
Balance
(


80,500

	S. SUTTON, DRAWINGS

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
31
Balance
(


28,055

PROBLEM 3-7A (Continued)

(b) (Continued)

	RENT REVENUE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
31
Balance
(


102,100


31

J1

3,000
105,100


31

J1

950
106,050

	ADVERTISING EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
31
Balance
(


500

	AMORTIZATION EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
31
Balance
(


7,370


31

J1
383

7,753


31

J1
287

8,040

	SALARIES EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
31
Balance
(


49,350


31

J1
975

50,325

PROBLEM 3-7A (Continued)

(b) (Continued)

	SUPPLIES EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
31
Balance
(


2,240


31

J1
215

2,455

	INTEREST EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
31
Balance
(


10,065


31

J1
915

10,980

	INSURANCE EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
31
Balance
(


5,005


31

J1
455

5,460

	UTILITIES EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


May 
31
Balance
(


13,300


31

J1
1,215

14,515

PROBLEM 3-7A (Continued)

(c)

SUPER MOTEL

Adjusted Trial Balance

May 31, 2008


Debit
Credit

Cash

$    2,365

Accounts receivable

950

Prepaid insurance

1,820

Supplies

760

Land

80,000

Lodge

184,000

Accumulated amortization—lodge


$  50,600

Furniture

17,200

Accumulated amortization—furniture


10,320

Accounts payable


5,915

Unearned rent revenue


5,750

Salaries payable


975

Interest payable


915

Mortgage payable


146,400

S. Sutton, capital


80,500

S. Sutton, drawings

28,055

Rent revenue


106,050

Advertising expense

500

Amortization expense

8,040

Salaries expense

50,325

Supplies expense

2,455

Interest expense

10,980

Insurance expense

5,460

Utilities expense

    14,515
_______


$407,425
$407,425
PROBLEM 3-7A (Continued)
(d)

SUPER MOTEL

Income Statement

Year Ended May 31, 2008

Revenues


Rent revenue


$106,050

Expenses


Advertising expense

$     500


Amortization expense

8,040


Salaries expense

50,325


Supplies expense

2,455


Interest expense

10,980


Insurance expense

5,460


Utilities expense

  14,515


Total expenses


  92,275
Net income


$ 13,775
SUPER MOTEL

Statement of Owner's Equity

Year Ended May 31, 2008

S. Sutton, capital, June 1, 2007

$80,500

Add: 
Net income

  13,775

94,275

Less:  Drawings

  28,055
S. Sutton, capital, May 31, 2008

$66,220
PROBLEM 3-7A (Continued)
(d) (Continued)

SUPER MOTEL

Balance Sheet

May 31, 2008

Assets

Cash


$    2,365

Accounts receivable


950

Prepaid insurance


1,820

Supplies


760

Land


80,000

Lodge

$184,000

Less:  Accumulated amortization

  50,600
133,400

Furniture

$17,200

Less:  Accumulated amortization

  10,320
      6,880

Total assets


$226,175
Liabilities and Owner's Equity

Liabilities


Accounts payable

$    5,915


Unearned rent revenue

5,750


Salaries payable

975


Interest payable

915


Mortgage payable

  146,400


Total liabilities

159,955

Owner's equity


S. Sutton, capital

    66,220


Total liabilities and owner's equity

$226,175
	PROBLEM 3-8A


(a)
Sept.
30
Accounts Receivable

1,100





Commission Revenue


1,100





($7,435 – $6,335)



30
Supplies Expense

485





Supplies


485



30
Rent Expense ($1,350 - $900)

450





Prepaid Rent


450



30
Amortization Expense

470





Accumulated Amortization—





Equipment


470



30
Interest Expense

60





Interest Payable


60



30
Unearned Revenue ($875 - $550)

325





Commission Revenue


325



30
Salaries Expense

840





Salaries Payable


840



30
Utilities Expense ($820 - $710)

110





Accounts Payable


110

PROBLEM 3-8A (Continued)
(b)

IRABU CO.

Income Statement

Quarter Ended September 30, 2008

Revenues


Commission revenue


$15,845

Expenses


Salaries expense

$13,940


Interest expense

60


Amortization expense

470


Supplies expense

485


Utilities expense

820


Rent expense

  1,350


Total expenses


 17,125

Net loss


$ (1,280)
IRABU CO.

Statement of Owner’s Equity

Quarter Ended September 30, 2008

Y. Irabu, capital, July 1, 2008

$14,000

Less: 
Net loss

$1,280


Drawings

  2,700
    3,980
Y. Irabu, capital, September 30, 2008

$10,020
PROBLEM 3-8A (Continued)
(b) (Continued)

IRABU CO.

Balance Sheet

September 30, 2008

Assets

Cash


$ 3,250

Accounts receivable


7,435

Supplies


1,265

Prepaid rent


1,050

Equipment

$15,040

Less:  Accumulated amortization

  6,110
   8,930

Total assets


$21,930

Liabilities and Owner’s Equity

Liabilities


Notes payable

$ 6,000


Accounts payable

4,460


Interest payable

60


Unearned rent revenue

550

Salaries payable

    840


Total liabilities

11,910

Owner’s equity


Y. Irabu, capital

 10,020


Total liabilities and owners’ equity

$21,930
PROBLEM 3-8A (Continued)

(c)
Interest of 6% per year equals a monthly rate of 0.5%; monthly interest is $30 ($6,000 x 0.5%). Since total interest expense is $60, the note has been outstanding two months.

(d)
The company is not performing well. It incurred a loss for the quarter. In particular the salary expense seems high in relation to the revenue. Another negative indicator is the amount of drawings Yosuke has taken. This further reduces the amount of owner’s equity. 


The financial position of Irabu appears tenuous. Total cash and accounts receivable ($10,685) are not enough to pay all liabilities outstanding ($11,910). If all accounts receivable are not collected, there may not be adequate cash to repay all liabilities. 

	PROBLEM 3-9A


(a)

1.
May
31
Insurance Expense ($1,872 x 9/12)

1,404





Prepaid Insurance


1,404

2.

31
Supplies Expense

2,455





Supplies ($525 + $2,405 - $475)


2,455

3.

31
Amortization Expense ($7,635 ÷ 3)

2,545





Accumulated Amortization—





Computer Equipment


2,545

4.

31
Amortization Expense ($9,640 ÷ 10)
964





Accumulated Amortization—





Furniture


964

5.

31
Unearned Consulting Revenue

3,650





Consulting Revenue


3,650

6.

31
Interest Receivable 




($7,500 × 5.5% × 2/12)

69





Interest Revenue


69

7.

31
Salaries Expense

890





Salaries Payable


890

8.


No entry required.

9.

31
Accounts Receivable

2,925





Consulting Revenue


2,925

10.

31
Telephone Expense

145





Accounts Payable


145

PROBLEM 3-9A (Continued)
(b)

MAHADEO CONSULTING CO.

Adjusted Trial Balance

May 31, 2008


Debit
Credit

Cash

$    2,825

Accounts receivable ($2,485 + $2,925)

5,410

Note receivable

7,500

Interest receivable

69

Supplies ($2,930 - $2,455)

475

Prepaid insurance ($1,872 - $1,404)

468

Computer equipment

7,635

Accumulated amortization—

  computer equipment ($2,545 + $2,545)


$    5,090

Furniture

9,640

Accumulated amortization—furniture 

  ($964 + $964)


1,928

Accounts payable ($1,476 + $145)


1,621

Salaries payable


890

Unearned consulting revenue ($5,280 - $3,650)

1,630

M. Mahadeo, capital


18,752

M. Mahadeo, drawings

66,850

Consulting revenue 

  ($117,350 + $3,650 + $2,925)


123,925

Interest revenue


69

Rent expense

10,120

Salaries expense ($32,950 + $890)

33,840

Telephone expense ($1,560 + $145)

1,705

Supplies expense

2,455

Amortization expense ($2,545 + $964)

3,509

Insurance expense

      1,404
_______


$153,905
$153,905
PROBLEM 3-9A (Continued)
(c)

MAHADEO CONSULTING CO.

Income Statement

Year Ended May 31, 2008

Revenues


Consulting revenue


$123,925
Interest revenue


          69



Total revenue


123,994

Expenses


Rent expense

$10,120


Salaries expense

33,840


Telephone expense

1,705


Supplies expense

2,455


Amortization expense

3,509


Insurance expense

    1,404


Total expenses


   53,033
Net income


$ 70,961
MAHADEO CONSULTING CO.

Statement of Owner's Equity

Year Ended May 31, 2008

M. Mahadeo, capital, June 1, 2007

$18,752

Add:   Net income

  70,961

89,713

Less:  Drawings 

  66,850
M. Mahadeo, capital, May 31, 2008

$22,863
PROBLEM 3-9A (Continued)
(c) (Continued)

MAHADEO CONSULTING CO.

Balance Sheet

May 31, 2008

Assets

Cash


$  2,825

Accounts receivable


5,410

Note receivable


7,500

Interest receivable


69

Supplies


475

Prepaid insurance


468

Computer equipment

$7,635

Less:  Accumulated amortization

  5,090
2,545

Furniture

$9,640


Less:  Accumulated amortization

  1,928
    7,712

Total assets


$27,004
Liabilities and Owner's Equity

Liabilities


Accounts payable

$  1,621


Salaries payable

890


Unearned consulting revenue

   1,630


Total liabilities

4,141

Owner's equity


M. Mahadeo, capital

   22,863


Total liabilities and owner's equity

$27,004
(d)
Mahadeo Consulting Co. is performing well. Net income is positive and expenses represent only 43% of total revenues. Mohammed Mahadeo has withdrawn cash from the company but the amount does not exceed net income.

The financial position of Mahadeo Consulting Co. also appears positive. Total cash and accounts receivable ($8,235) far exceed total liabilities ($4,141).

	*PROBLEM 3-10A


(a) 1. and 2.

1.
Jan.
1
Supplies

1,250





Cash


1,250


Dec.
31
Supplies Expense ($1,250 - $375)

875





Supplies


875

2.
Mar.
1
Prepaid Insurance

2,820





Cash


2,820


Dec.
31
 Insurance Expense

2,350





Prepaid Insurance


2,350





($2,820 ÷ 12 x 10)

3.
Dec.
1
Cash

1,200





Unearned Service Revenue


1,200


Dec.
31
Unearned Service Revenue

400





Service Revenue


400

3.

	Supplies
	
	Supplies Expense

	Jan. 1
1,250
	
	
	Dec. 31
  875
	

	

	Dec. 31
875
	
	
	

	Dec. 31

Bal.
375
	
	
	
	


	Prepaid Insurance
	
	Insurance Expense

	Mar. 1
2,820
	Dec. 31
2,350
	
	Dec. 31
  2,350
	

	Dec. 31

Bal.
470

	
	
	
	


*PROBLEM 3-10A (Continued)
(a) 3. (Continued)

	Unearned Service Revenue
	
	Service Revenue

	Dec. 31
400
	Dec. 1
1,200
	
	
	Dec. 31
400

	
	Dec. 31

Bal.
800
	
	
	


(b) 1. and 2.

1.
Jan.
1
Supplies expense

1,250





Cash


1,250


Dec.
31
Supplies

375





Supplies Expense


375

2.
Mar.
1
Insurance Expense

2,820





Cash


2,820


Dec.
31
 Prepaid Insurance ($2,820 ÷ 12 x 2)
470





Insurance Expense


470

3.
Dec.
1
Cash

1,200





Service Revenue


1,200


Dec.
31
Service Revenue

800





Unearned Service Revenue


800

*PROBLEM 3-10A (Continued)
(b) (Continued)

3. 

	Supplies
	
	Supplies Expense

	Dec. 31
375
	
	
	Jan. 1
1,250
	

	

	
	
	
	Dec. 31
375

	
	
	
	Dec. 31

Bal.
875
	


	Prepaid Insurance
	
	Insurance Expense

	Dec. 31
470
	
	
	Mar. 1
  2,820
	Dec. 31
470

	
	
	
	Dec. 31

Bal.
2,350
	


	Unearned Service Revenue
	
	Service Revenue

	
	Dec. 31
800
	
	
	Dec. 1
1,200

	
	
	
	Dec. 31
800
	

	
	
	
	
	Dec. 31

Bal.
400
	


(c)
The adjusting entries required are different but the ending balances in all accounts are the same.
	*PROBLEM 3-11A


(a)

1.
Dec.
31
Supplies

585





Supplies Expense


585

2.

31
Interest Expense 




($20,000 × 6% × 2/12)

200





Interest Payable


200

3.

31
Prepaid Insurance ($2,220 x 7/12)

1,295





Insurance Expense


1,295

4.

31
Graphics Fees Earned

1,600





Unearned Consulting Fees


1,600

5.

31
Amortization Expense 




($46,500 ÷ 15 x 6/12)

1,550





Accumulated Amortization—





Equipment


1,550

6.

31
Utilities Expense

225





Accounts Payable


225

7.

31
Prepaid Rent

565





Rent Expense


565

*PROBLEM 3-11A (Continued)
(b)

ROYAL GRAPHICS COMPANY

Adjusted Trial Balance

December 31, 2008


Debit
Credit

Cash

$   7,250

Accounts receivable 

7,450

Supplies

585

Prepaid insurance

1,295

Prepaid rent

565

Equipment

46,500

Accumulated amortization


$   1,550

Note payable


20,000

Accounts payable ($11,000 + $225)


11,225

Interest payable


200

Unearned graphics fees


1,600

J. Bejar, capital


34,625

J. Bejar, drawings

17,400

Graphic fees earned ($62,400 - $1,600)


60,800

Salaries expense

38,280

Supplies expense ($3,230 - $585)

2,645

Rent expense ($3,955 - $565)

3,390

Utilities expense ($1,740 + $225)

1,965

Amortization expense

1,550

Insurance expense ($2,220 - $1,295)

925

Interest expense

        200
_______


$130,000
$130,000
*PROBLEM 3-11A (Continued)
(c)

ROYAL GRAPHICS COMPANY

Income Statement

Six Months Ended December 31, 2008

Revenues


Graphic fees earned


$60,800

Expenses


Salaries expense

$38,280


Supplies expense

2,645


Rent expense

3,390


Utilities expense

1,965


Amortization expense

1,550


Insurance expense

925


Interest expense

      200


Total expenses


  48,955

Net Income


$11,845
ROYAL GRAPHICS COMPANY

Statement of Owner's Equity

Six Months Ended December 31, 2008

J. Bejar, capital, July 1, 2008

$         0

Add: 
Investment

34,625


Net income

  11,845

46,470

Less: Drawings

  17,400
J. Bejar, capital, December 31, 2008

$29,070
*PROBLEM 3-11A (Continued)
(c) (Continued)

ROYAL GRAPHICS COMPANY

Balance Sheet

December 31, 2008

Assets

Cash


$  7,250

Accounts receivable


7,450

Supplies


585

Prepaid insurance


1,295

Prepaid rent


565

Equipment

$46,500

Less:  Accumulated amortization

    1,550
  44,950

Total assets


$62,095
Liabilities and Owner's Equity

Liabilities


Note payable

$20,000


Accounts payable

11,225


Interest payable

200


Unearned consulting fees

    1,600


Total liabilities

33,025

Owner's equity


J. Bejar, capital

  29,070


Total liabilities and owner's equity

$62,095
	PROBLEM 3-1B


Students may find this to be a fairly challenging problem, so here are a few points that should help:

· Under the CASH BASIS, revenues are recorded when they are collected (received in cash), even if they were earned (the sale was made) earlier;

· Under the ACCRUAL BASIS of accounting, revenues are recorded when they are earned (the sale is made) even if the cash is not collected until later, or is received prior to the revenue being earned.

· Under the CASH BASIS, expenses are recorded when the cash is paid out; and

· Under the ACCRUAL BASIS of accounting, expenses are recorded when the cost has “expired” or been “used up”, which is not always in the same time period as when the cash is paid out.

For example,

· Under the CASH BASIS, Supplies are recorded as expenses as soon as they are purchased and paid for, expenses, such as insurance, are recorded when items are paid for even if a portion relates to future periods;

· Under the ACCRUAL BASIS of accounting, Supplies are not recorded as expenses until they have been used up. While the supplies are still on hand, they are recorded as assets because they have future benefits;

· Under the CASH BASIS, amounts such as Unpaid Wages Owing at the end of 2006 would not be considered expenses until they are actually paid out in 2007; and

· Under the ACCRUAL BASIS of accounting, Unpaid Wages Owing at the end of 2006 would be considered expenses in 2006, because the cost was incurred or “used up” during 2006, even though the cash will not be paid out until 2007. 

PROBLEM 3-1B (Continued)

(a) and (b)


$39,200
Cash basis income ($93,900 - $54,700)


+4,200
Accounts receivable arise from sales that have been made in 2007, and thus, revenue must be recognized and recorded in 2007.


-2,700
Accounts receivable collected in 2007 from sales made (and revenue that was earned) in 2006.


+1,500
Prepaid insurance at year end 2007 is an asset rather than an expense. Amount has been deducted from cash and must be added back for accrual basis income.


-1,300
Prepaid insurance at year end 2006 has been used up and must be recorded as an expense during 2006.


-1,500
Accounts payable owing at the end 2007 should be accrued; the related expense was incurred in 2007 and thus, reduces income.


+2,250
Accounts payable owing at year end 2006 represents expenses of 2006. Amount has been deducted from cash and must be added back for accrual basis income.


-1,400
Unearned revenue was received in cash in 2007 but has not been earned and thus, must be taken away.


+1,500
Unearned revenue received in cash in 2006 has now been earned and must be recorded in 2007.


-2,300
Amortization expense is equal to the increase in accumulated amortization from 2006 to 2007 ($12,300 - $10,000 = $2,300)


$39,450
Accrual basis income
PROBLEM 3-1B (Continued)

(c)
Recommend that Southlake Co. use the accrual basis of accounting. The cash basis does not correctly show when the revenue was earned or when the expenses were incurred. It also does not match expenses with revenues. The cash basis of accounting is not in accordance with generally accepted accounting principles. 

	PROBLEM 3-2B


1.
Jan.
1
Office Supplies

4,100





Cash


4,100


Dec.
31
Supplies Expense ($4,100 - $925)

3,175





Office Supplies


3,175

2.
Aug.
1
Prepaid Insurance

3,780





Cash


3,780


Dec.
31
Insurance Expense ($3,780 x 5/12)

1,575





Prepaid Insurance


1,575

3.
Nov.
15
Cash

1,600





Unearned Service Revenue


1,600


Dec.
31
Unearned Service Revenue 




($1,600 x ¾)

1,200





Service Revenue


1,200

4.
Dec.
15
Cash

540





Unearned Rent Revenue


540


Dec.
31
Unearned Rent Revenue ($540 x ½)
270





Rent Revenue


270

5.
Mar. 31

Equipment

21,000





Cash


21,000


Dec.
31
Amortization Expense

2,250





Accumulated Amortization—





Equipment [$21,000 ÷ 7 x (9/12)]

2,250
	PROBLEM 3-3B


1.

(a)
July 
1
Office Supplies

1,720





Cash


1,720

(b)
Dec.
 31
Office Supplies Expense 




($810 + $1,720 – $990)

1,540





Office Supplies


1,540

2.

(a) 
2006


Jan.
1
Truck

23,500





Cash


23,500

(b)
2007


Dec. 
31
Amortization Expense ($23,500 ÷ 5)
4,700






Accumulated Amortization–Truck

4,700

3.

(a)
Aug.

Cash ($153 x 200)

30,600






Unearned Season Ticket Revenue

30,600

(b)
Dec. 31

Unearned Season Ticket Revenue

13,600





Season Ticket Revenue 





($30,600 ÷ 9 x 4)


13,600

4.

(a)
Dec. 29

Wages Expense

3,600





Cash


3,600

(b)
Dec. 31

Wages Expense

600





Wages Payable ($3,600 ÷ 6 x 1)


600

(c)
Jan. 5

Wages Payable

600




Wages Expense ($3,600 ÷ 6 x 5)

3,000





Cash


3,600

PROBLEM 3-3B (Continued)

5.

(a)
Dec. 1

Cash

375





Rental Revenue


375

(b)
Dec.
 31
Accounts Receivable ($500 - $375)

125





Rental Revenue


125

(c)
Jan. 4

Cash ($125 + $500)

625





Accounts Receivable


125





Rental Revenue


500

6.


(b)
Dec.
 31
Telephone Expense

375





Accounts Payable


375

(c)
Jan. 12

Accounts Payable

375





Cash


375

7.

(a)
Mar.
1
Cash

10,000





Note Payable


10,000

(b)
Dec. 31

Interest Expense

521





Interest Payable 





($10,000 x 6.25% x 10/12)


521

(c)
Mar.
1
Interest Expense 




($10,000 x 6.25% x 2/12)

104




Interest Payable

521




Note Payable

10,000





Cash


10,625

	PROBLEM 3-4B


(a)

1.
Dec.
31
Advertising Expense

6,330




Prepaid Advertising


6,330

A650 – $6,240 ÷ 12 = $520 per month 

for 9 months = 

$4,680

B974 – $7,920 ÷ 24 = $330 per month

for 5 months = 

   1,650


$6,330
2.
Dec.
31
Unearned Rent Revenue

73,000




Rent Revenue


73,000

5 × $4,500 × 2 =  
$45,000

4 × $7,000 × 1 =
  28,000
Total rent earned
$73,000
3.
Dec.
31
Interest Expense

3,595




Interest Payable


3,595

$85,000 × 7.25% × 7/12 mos. = $3,595

4.
Dec.
31
Salaries Expense

1,050





Salaries Payable


1,050

6 x $750 x 1/6 days =
$   750

3 x $600 x 1/6 days =
    300
Total
$1,050
PROBLEM 3-4B (Continued)

(a) (Continued)

5.
Dec.
31
Amortization Expense 




($32,000 ÷ 6)

5,333





Accumulated Amortization


5,333


Dec.
31
Amortization Expense 




($39,000 ÷ 5)

7,800





Accumulated Amortization


7,800

(b)


Truck 1, Accumulated amortization = $5,333 x 3 = $15,999


Net Book Value = $32,000 - $15,999 = $16,001

Truck 2, Accumulated amortization = $7,800 x 19/12 = $12,350

Net Book Value = $39,000 - $12,350 = $26,650

	PROBLEM 3-5B


(a) Cash = $88,850 - $86,225 = $2,625

(b)

EXOTIC DESIGNS

Income Statement

Year Ended December 31, 2008

Revenues


Design revenue ($60,350 + (7) $3,900)

$64,250

Expenses


Salaries ($19,850 + (6) $525)

$20,375


Supplies expense ($8,400 - (2) $1,040)

7,360


Rent expense ($9,800 - (3) $800)

9,000


Automobile expense [(8) 9,000 X $0.40)]

3,600

Advertising expense 

3,400


Amortization expense ($17,775 ÷ (1) 5)

3,555


Telephone expense

1,020


Insurance expense ($1,980 x 11/12 (4))

  1,815


Total expenses

 50,125
Net income

$14,125
EXOTIC DESIGNS

Statement of Owner's Equity

Year Ended December 31, 2008

C. Moritaka, capital, January 1, 2008

$           0

Add:
Investment

28,500


Net income

  14,125

42,625

Less: Drawings

  24,000
C. Moritaka, capital, December 31, 2008

$18,625
PROBLEM 3-5B (Continued)

(b) (Continued)

EXOTIC DESIGNS

Balance Sheet

December 31, 2008

Assets

Cash

$ 2,625

Accounts receivable (7)

3,900

Prepaid insurance [$1,980 x 1/12 (4)]

165

Rent deposit (3)

800

Supplies (2)

1,040

Equipment

$17,775


Less: Accumulated amortization (1)

  3,555
  14,220

Total assets

$22,750
Liabilities and Owner’s Equity

Liabilities


Wages payable (6)

$  525


Accounts payable [(8) $9,000 x $0.40]

   3,600


Total liabilities

 4,125

Owner’s equity


C. Moritaka, capital

 18,625


Total liabilities and owner’s equity

$22,750

	PROBLEM 3-6B


(a)

1.
June
30
Insurance Expense ($7,320 × 1/12)

610




Prepaid Insurance


610

2.

30
Amortization Expense




[$13,440 ÷ 8 × (1/12)]

140





Accumulated Amortization—





Office Equipment


140



30
Amortization Expense 




($140,400 ÷ 6 ÷ 12)

1,950





Accumulated Amortization—Buses

1,950

3.

30
Supplies Expense

130





Supplies ($340 - $210)


130

4.

30
Interest Expense 




($54,000 x 7% x 1/12)

315





Interest Payable


315

5.

30
Unearned Fees Revenue

4,200





Fees Earned ($1,400 × 3)


4,200

6.

30
Salaries Expense

1,275





Salaries Payable ($425 × 3)


1,275

7.

30
Accounts Receivable

1,150





Fees Earned


1,150

8.

30
Advertising Expense

620





Accounts Payable


620

PROBLEM 3-6B (Continued)
(b)

	CASH

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30
Balance 
(


3,000

	ACCOUNTS RECEIVABLE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30

J2
1,150

1,150

	PREPAID INSURANCE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30
Balance
(


3,050


30

J2

610
2,440

	SUPPLIES

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30
Balance
(


  340


30

J2

130
  210

PROBLEM 3-6B (Continued)

(b) (Continued)

	OFFICE EQUIPMENT

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30
Balance
(


13,440

	ACCUMULATED AMORTIZATION—OFFICE EQUIPMENT

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30
Balance
(


 4,060


30

J2

140
4,200

	BUSES

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30
Balance
(


140,400

	ACCUMULATED AMORTIZATION—BUSES

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30
Balance
(


 56,550


30

J2

1,950
58,500

PROBLEM 3-6B (Continued)

(b) (Continued)

	ACCOUNTS PAYABLE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30
Balance
(


   1,985


30

J2

620
2,605

	NOTES PAYABLE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30
Balance
(


   54,000

	INTEREST PAYABLE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30

J2

315
315

	SALARIES PAYABLE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30

J2

1,275
1,275

	UNEARNED FEES

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30
Balance
(


  14,000


30

J2
4,200

9,800

PROBLEM 3-6B (Continued)

(b) (Continued)

	E. KAPLAN, CAPITAL

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30
Balance
(


   45,000

	E. KAPLAN, DRAWINGS

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30
Balance
(


   12,000

	FEES EARNED

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30
Balance
(


 70,600


30

J2

4,200
74,800


30

J2

1,150
75,950

	SALARIES EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30
Balance
(


46,875


30

J2
1,275

48,150

PROBLEM 3-6B (Continued)

(b) (Continued)


	ADVERTISING EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30
Balance
(


825


30

J2
620

1,445

	AMORTIZATION EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30
Balance
(


10,450

30

J2
140

10,590


30

J2
1,950

12,540

	INSURANCE EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30
Balance
(


4,270


30

J2
610

4,880

	INTEREST EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30
Balance
(


1,575

30

J2
315

1,890

PROBLEM 3-6B (Continued)

(b) (Continued)

	RENT EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30
Balance
(


   2,175

	SUPPLIES EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30
Balance
(


625

30

J2
130

755

	GAS AND OIL EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


June
30
Balance
(


7,170

PROBLEM 3-6B (Continued)
(c)

ATLANTIC TOURS

Adjusted Trial Balance

June 30, 2008


Debit
Credit
Cash

$  3,000

Accounts receivable

1,150

Prepaid insurance

2,440

Supplies

210

Office equipment

13,440

Accumulated amortization—office equipment

$  4,200

Buses

140,400

Accumulated amortization—buses


58,500

Accounts payable


2,605

Notes payable


54,000

Interest payable


315

Salaries payable


1,275

Unearned fees


9,800

E. Kaplan, capital


45,000

E. Kaplan, drawings

12,000

Fees earned


75,950

Salaries expense

48,150

Advertising expense

1,445

Amortization expense

12,540

Insurance expense

4,880

Interest expense

1,890

Rent expense

2,175

Supplies expense

755

Gas and Oil expense

      7,170
________

$251,645
$251,645
	PROBLEM 3-7B


(a)

1.
Aug.
31
Insurance Expense ($6,360 × 3/12)

1,590





Prepaid Insurance


1,590

2.

31
Supplies Expense ($3,495 - $690)

2,805





Supplies


2,805

3.

31
Amortization Expense




($145,000 ÷ 50)

2,900





Accumulated Amortization—Cottages

2,900

4.

31
Amortization Expense




($28,600 ÷ 10)

2,860





Accumulated Amortization—Furniture

2,860

5.

31
Unearned Rent Revenue

31,000





Rent Revenue


31,000





[(355 - 45) x $100]

6.

31
Interest Expense 




($60,000 x 6.5% x 1/12)

325





Interest Payable


325

7.

31
Salaries Expense

840





Salaries Payable


840

8.

31
Utilities Expense

1,560





Accounts Payable


1,560

9.


No Transaction

10.

31
Accounts Receivable

1,350





Rent Revenue  


1,350

PROBLEM 3-7B (Continued)
(b)

	CASH

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31
Balance
(


19,410

	ACCOUNTS RECEIVABLE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31

J1
1,350

1,350

	PREPAID INSURANCE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31
Balance
(


 6,360


31

J1

1,590
4,770

	SUPPLIES

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31
Balance
(


 3,495


31

J1

2,805
690

PROBLEM 3-7B (Continued)

(b) (Continued)

	LAND

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31
Balance
(


35,000

	COTTAGES

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31
Balance
(


 145,000

	ACCUMULATED AMORTIZATION—COTTAGES

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31
Balance
(


43,500


31

J1

2,900
46,400

	FURNITURE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31
Balance
(


28,600

PROBLEM 3-7B (Continued)

(b) (Continued)

	ACCUMULATED AMORTIZATION—FURNITURE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31
Balance
(


11,440


31

J1

2,860
14,300

	ACCOUNTS PAYABLE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31
Balance
(


 6,500


31

J1

1,560
8,060

	UNEARNED RENT REVENUE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31
Balance
(


35,500


31

J1
31,000

4,500

	SALARIES PAYABLE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31

J1

840
840

PROBLEM 3-7B (Continued)

(b) (Continued)

	INTEREST PAYABLE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31

J1

325
325

	MORTGAGE PAYABLE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31
Balance
(


60,000

	K. YHAP, CAPITAL

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31
Balance
(


85,000

	K. YHAP, DRAWINGS

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31
Balance
(


44,000

PROBLEM 3-7B (Continued)

(b) (Continued)

	RENT REVENUE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31
Balance
(


248,500


31

J1

31,000
279,500


31

J1

1,350
280,850

	SALARIES EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31
Balance
(


153,000


31

J1
840

153,840

	INTEREST EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31
Balance
(


 3,575


31

J1
325

3,900

	UTILITIES EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31
Balance
(


37,600


31

J1
1,560

39,160

PROBLEM 3-7B (Continued)
(b) (Continued)

	REPAIR EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31
Balance
(


14,400

	INSURANCE EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31

J1
1,590

1,590

	SUPPLIES EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31

J1
2,805

2,805

	AMORTIZATION EXPENSE

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Aug.
31

J1
2,900

2,900


31

J1
2,860

5,760

PROBLEM 3-7B (Continued)

(c)

HIGHLAND COVE RESORT

Adjusted Trial Balance

August 31, 2008


Debit
Credit
Cash

$  19,410

Accounts receivable

1,350

Prepaid insurance

4,770

Supplies

690

Land

35,000

Cottages

145,000

Accumulated amortization—cottages


$  46,400

Furniture

28,600

Accumulated amortization—furniture


14,300

Accounts payable


8,060

Unearned rent revenue


4,500

Salaries payable


840

Interest payable


325

Mortgage payable


60,000

K. Yhap, capital


85,000

K. Yhap, drawings

44,000

Rent revenue


280,850

Salaries expense

153,840

Interest expense

3,900

Utilities expense

39,160

Repair expense

14,400

Insurance expense

1,590

Supplies expense

2,805

Amortization expense

      5,760
_______


$500,275
$500,275
PROBLEM 3-7B (Continued)

(d)

HIGHLAND COVE RESORT

Income Statement

Year Ended August 31, 2008

Revenues


Rent revenue


$280,850

Expenses


Salaries expense

$153,840


Interest expense

3,900


Utilities expense

39,160


Repair expense

14,400


Insurance expense

1,590


Supplies expense

2,805


Amortization expense 

    5,760



Total expenses


 221,455
Net Income


$ 59,395
HIGHLAND COVE RESORT

Statement of Owner's Equity

Year Ended August 31, 2008

K. Yhap, capital, September 1, 2007

$  85,000

Add: Net Income

    59,395


144,395

Less: Drawings

    44,000
K. Yhap, capital, August 31, 2008

$100,395
PROBLEM 3-7B (Continued)
(d) (Continued)

HIGHLAND COVE RESORT

Balance Sheet

August 31, 2008

Assets

Cash


$  19,410

Accounts receivable


1,350

Prepaid insurance


4,770

Supplies


690

Land


35,000

Cottages

$145,000

Less: Accumulated amortization

   46,400
98,600

Furniture

$ 28,600

Less: Accumulated amortization

   14,300
    14,300


Total Assets


$174,120
Liabilities and Owner's Equity

Liabilities


Accounts payable

$   8,060


Unearned rent revenue

4,500


Salaries payable

840


Interest payable 
  
325

Mortgage payable
   
  60,000



Total liabilities

73,725

Owner's equity


K. Yhap, capital

  100,395


Total liabilities and owner's equity

$174,120
	PROBLEM 3-8B


(a)
Dec.
31
Accounts Receivable

1,100





Advertising Revenue


1,100





($19,750 - $18,650)



31
Art Supplies Expense

5,935





Art Supplies


5,935



31
Insurance Expense

1,372





Prepaid Insurance


1,372



31
Amortization Expense

5,500





Accumulated Amortization


5,500



31
Rent Expense ($7,800 - $7,150)

650





Accounts Payable


650



31
Interest Expense

350





Interest Payable


350



31
Unearned Advertising Revenue

900





Advertising Revenue


900





($7,100 - $6,200)



31
Salaries Expense

1,475





Salaries Payable


1,475

PROBLEM 3-8B (Continued)
(b)

YOUNT ADVERTISING AGENCY

Income Statement

Year Ended December 31, 2008

Revenues


Advertising revenue


$60,750

Expenses


Salaries expense

$14,475


Insurance expense

1,372


Interest expense

350


Amortization expense

5,500


Art supplies expense

5,935


Rent expense

   7,800



Total expenses


  35,432

Net Income


$25,318
YOUNT ADVERTISING AGENCY

Statement of Owner's Equity

Year Ended December 31, 2008

ADVANCE \u7


T. Yount, capital, January 1, 2008

$37,800

Add: Net Income

  25,318


63,118

Less: Drawings

  23,000
T. Yount, capital, December 31, 2008

$40,118
PROBLEM 3-8B (Continued)

(b) (Continued)

YOUNT ADVERTISING AGENCY

Balance Sheet

December 31, 2008

Assets

Cash


$  9,000

Accounts receivable


19,750

Art supplies


1,265

Prepaid insurance


980

Printing equipment

$66,000

Less: Accumulated amortization

  34,000
  32,000

Total Assets


$62,995
Liabilities and Owner’s Equity

Liabilities 


Notes payable

$10,000


Accounts payable

4,852


Interest payable

350


Unearned advertising revenue

6,200


Salaries payable

   1,475


Total liabilities

22,877

Owner’s Equity


T. Yount, capital

  40,118


Total liabilities and owner’s equity

$62,995
PROBLEM 3-8B (Continued)

(c)
$10,000 x ? x 8/12 = $350


$350 interest for 8 months is equivalent to $525 interest for 12 months.


$525 ÷ $10,000 = 5.25% interest per year

(d) Salaries Expense, $14,475 less Salaries Payable on Dec. 31, 2008, $1,475 = $13,000 payment made for 2007 salaries. Total Payments, $15,250 – $13,000 = $2,250 Salaries Payable on Dec. 31, 2007

	Salaries Payable
	
	

	Payments
15,250
	Dec. 31/07
2,250

Expense
14,475
	
	
	

	
	Dec. 31/08
1,475
	
	
	


	PROBLEM 3-9B


(a)

1.
Mar.
31
Insurance Expense 




($1,980 x 9/12)

1,485





Prepaid Insurance


1,485

2.

31
Supplies Expense

2,580





Supplies ($845 + $2,445 - $710)


2,580

3.

31
Amortization Expense ($7,395 ÷ 3)

2,465





Accumulated Amortization—





Computer Equipment


2,465

4.

31
Amortization Expense ($8,780 ÷ 10)
878





Accumulated Amortization—





Furniture


878

5.

31
Unearned Consulting Revenue

1,915





Consulting Fees Earned 





($3,740 - $1,825)


1,915

6.

31
Interest Expense 




($5,500 × 6% × 5/12)

138





Interest Payable


138

7.

31
Salaries Expense

655





Salaries Payable


655

8.


No entry required.

9.

31
Accounts Receivable

2,675





Consulting Fees Earned


2,675

10.

31
Telephone Expense

155





Accounts Payable


155

PROBLEM 3-9B (Continued)
(b)

SCHOLZ CONSULTING CO.

Adjusted Trial Balance

March 31, 2008


Debit
Credit

Cash

$  2,485

Accounts receivable ($7,270 + $2,675)

9,945

Supplies ($3,290 - $2,580)

710

Prepaid insurance ($1,980 - $1,485)

495

Computer equipment

7,395

Accumulated amortization—

  computer equipment ($2,465 + $2,465)


$  4,930

Furniture

8,780

Accumulated amortization—furniture 

  ($1,756 + $878)


2,634

Notes payable


5,500

Accounts payable ($3,495 + $155)


3,650

Interest payable


138

Salaries payable


655

Unearned consulting revenue ($3,740 - $1,915)

1,825

R. Scholz, capital


11,794

R. Scholz, drawings

59,500

Consulting fees earned 

  ($106,750 + $1,915 + $2,675)


111,340

Salaries expense ($33,475 + $655)

34,130

Supplies expense

2,580

Rent expense

9,625

Telephone expense ($1,700 + $155)

1,855

Amortization expense ($2,465 + $878)

3,343

Insurance expense

1,485

Interest expense

        138
_______


$142,466
$142,466
PROBLEM 3-9B (Continued)
(c)

SCHOLZ CONSULTING CO.

Income Statement

Year Ended March 31, 2008

Revenues


Consulting revenue


$111,340

Expenses


Salaries expense

$34,130


Supplies expense

2,580


Rent expense

9,625


Telephone expense

1,855


Amortization expense

3,343


Insurance expense

1,485


Interest expense

      138



Total expenses


   53,156

Net Income


$ 58,184
SCHOLZ CONSULTING CO.

Statement of Owner's Equity

Year Ended March 31, 2008

R. Scholz, capital, April 1, 2007

$11,794

Add: Net Income

  58,184


69,978
Less: Drawings

  59,500
R. Scholz , capital, March 31, 2008

$10,478
PROBLEM 3-9B (Continued)
(c) (Continued)

SCHOLZ CONSULTING CO.

Balance Sheet

March 31, 2008

Assets

Cash


$  2,485

Accounts receivable


9,945

Supplies


710

Prepaid insurance


495

Computer equipment

$7,395

Less: Accumulated amortization

  4,930
2,465
Furniture

$8,780

Less: Accumulated amortization

  2,634
    6,146


Total Assets


$22,246
Liabilities and Owner's Equity

Liabilities


Notes payable

$  5,500


Accounts payable

3,650


Interest payable

138


Salaries payable

655


Unearned consulting revenue

   1,825


Total liabilities

11,768

Owner's equity


R. Scholz, capital

   10,478


Total liabilities and owner's equity

$22,246
PROBLEM 3-9B (Continued)

(d) 
Scholz Consulting Co. is performing well. Net income is positive and expenses represent only 48% of total revenues.


A negative indicator in these financial statements is the amount of drawings the owner has taken. This amount exceeds net income.


The financial position of Scholz Consulting also appears positive, total cash and accounts receivable ($12,430) exceeds total liabilities of $11,768. As long as all accounts receivable are collected there should be adequate cash to pay all outstanding liabilities.


If Scholz Consulting wishes to purchase additional assets, the company may require additional cash. This will have to be obtained from R. Scholz by additional investment of cash or bank financing will have to be obtained. 

	*PROBLEM 3-10B


(a) 1. and 2.

1.
Jan.
15
Supplies

960





Cash


960


Dec.
31
Supplies Expense ($960 - $245)

715





Supplies


715

2.
May.
1
Prepaid Insurance

3,060





Cash


3,060


Dec.
31
 Insurance Expense

2,040





Prepaid Insurance


2,040





($3,060 ÷ 12 x 8)

3.
Nov.
1
Cash

1,840





Unearned Service Revenue


1,840


Dec.
31
Unearned Service Revenue

1,380





Service Revenue ($1,840 x ¾)


1,380

3. 

	Supplies
	
	Supplies Expense

	Jan. 15
960
	
	
	Dec. 31
715
	

	

	Dec. 31
715
	
	
	

	Dec. 31

Bal.
245
	
	
	
	


	Prepaid Insurance
	
	Insurance Expense

	May. 1
3,060
	Dec. 31
2,040
	
	Dec. 31
  2, 0400
	

	Dec. 31

Bal.
1,020

	
	
	
	


*PROBLEM 3-10B (Continued)
(a) (Continued)

	Unearned Service Revenue
	
	Service Revenue

	
	Nov. 1
1,840
	
	
	Dec. 31
1,380

	Dec. 31
1,380
	
	
	
	

	
	Dec. 31

Bal.
460
	
	
	


(b) 1. and 2.

1.
Jan.
15
Supplies expense

960





Cash


960


Dec.
31
Supplies

245





Supplies Expense


245

2.
May.
1
Insurance Expense

3,060





Cash


3,060


Dec.
31
 Prepaid Insurance ($3,060 ÷ 12 x 4)
1,020





Insurance Expense


1,020

3.
Nov.
1
Cash

1,840





Service Revenue


1,840


Dec.
31
Service Revenue

460





Unearned Service Revenue


460

*PROBLEM 3-10B (Continued)
(b) (Continued)

3.

	Supplies
	
	Supplies Expense

	Dec. 31
245
	
	
	Jan. 15
960
	

	

	
	
	
	Dec. 31
245

	
	
	
	Dec. 31

Bal.
715
	


	Prepaid Insurance
	
	Insurance Expense

	Dec. 31
1,020
	
	
	May 1
  3,060
	Dec. 31
1,020

	
	
	
	Dec. 31

Bal.
2,040
	


	Unearned Service Revenue
	
	Service Revenue

	
	Dec. 31
460
	
	
	Nov. 1
1,840

	
	
	
	Dec. 31
460
	

	
	
	
	
	Dec. 31

Bal.
1,380
	


(c)
The adjusting entries required are different but the ending balances in all accounts are the same.
	*PROBLEM 3-11B


(a)

1.
June
30
Supplies

930





Supplies Expense


930

2.

30
Interest Expense 




($22,000 × 7% × 4/12)

513





Interest Payable


513

3.

30
Prepaid Insurance ($2,760 x 7/12)

1,610





Insurance Expense


1,610

4.

30
Graphic Design Revenue

1,250





Unearned Graphic Revenue


1,250

5.

30
Accounts Receivable

1,975





Graphic Design Revenue


1,975

6.

30
Amortization Expense 




($42,800 ÷ 8 × 6/12)

2,675





Accumulated Amortization—





Equipment


2,675

7.

30
Prepaid Rent

500





Rent Expense


500

*PROBLEM 3-11B (Continued)
(b)

GLOBAL GRAPHICS COMPANY

Adjusted Trial Balance

June 30, 2008


Debit
Credit
Cash

$  8,300

Accounts receivable ($13,000 + $1,975)

14,975

Supplies

930

Prepaid insurance

1,610

Prepaid rent

500

Equipment

42,800

Accumulated amortization—equipment


$  2,675

Note payable


22,000

Accounts payable


7,360

Interest payable


513

Unearned consulting revenue


1,250

B. Batke, capital


35,000

B. Batke, drawings

20,000

Graphic design revenue 


($60,700 + $1,975 - $1,250)


61,425

Salaries expense

29,950

Supplies expense ($2,950 - $930)

2,020

Rent expense ($3,500 - $500)

3,000

Utilities expense

1,800

Amortization expense

2,675

Insurance expense ($2,760 - $1,610)

1,150

Interest expense

        513
_______


$130,223
$130,223
*PROBLEM 3-11B (Continued)
(c)

GLOBAL GRAPHICS COMPANY

Income Statement

Six Months Ended June 30, 2008

Revenues


Graphic design revenue


$61,425

Expenses


Salaries expense

$29,950


Supplies expense

2,020


Rent expense

3,000


Utilities expense

1,800


Amortization expense

2,675


Insurance expense

1,150


Interest expense

      513



Total expenses


  41,108

Net Income


$20,317

GLOBAL GRAPHICS COMPANY

Statement of Owner's Equity

Six Months Ended June 30, 2008

B. Batke, capital, January 1, 2008


$          0

Add:
Investments


35,000


Net Income


  20,317



55,317

Less: Drawings


  20,000
B. Batke, capital, June 30, 2008


$35,317
*PROBLEM 3-11B (Continued)
(c) (Continued)

GLOBAL GRAPHICS COMPANY

Balance Sheet

June 30, 2008

Assets

Cash


$  8,300

Accounts receivable


14,975

Supplies


930

Prepaid insurance


1,610

Prepaid rent


500

Equipment

$42,800

Less:  Accumulated amortization

    2,675
  40,125

Total Assets


$66,440
Liabilities and Owner's Equity

Liabilities


Note payable

$22,000


Accounts payable

7,360


Interest payable

513


Unearned consulting revenue

    1,250


Total liabilities

31,123

Owner's equity


B. Batke, capital
 
  35,317


Total liabilities and owner's equity

$66,440
	CONTINUING COOKIE CHRONICLE


(a)


	
	GENERAL JOURNAL
	
	J2

	Date
	Account Titles and Explanation
	Debit
	Credit


Nov.
30
Advertising Supplies Expense

90




Advertising Supplies


90




($165 - $75)


30
Baking Supplies Expense

35




Baking Supplies


35


30
Amortization Expense

22





Accumulated Amortization—Baking




Equipment


22




[($400 + $900) ÷ 60 months]


30
Interest Expense

5




Interest Payable


5




($2,000 × 6% × 1/12 × .5)


30
Accounts Receivable

250




Teaching Revenue


250


30
Telephone Expense

45




Accounts Payable


45

CONTINUING COOKIE CHRONICLE (Continued) (a) (Continued)

	Cash

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Nov.
30
Balance
(


140

	Accounts Receivable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Nov.
30

J2
250

250

	Advertising Supplies

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Nov.
30
Balance
(


165


30

J2

90
75

	Baking Supplies

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Nov.
30
Balance
(


125


30

J2

35
90

	Prepaid Insurance

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Nov.
30
Balance
(


1,320

CONTINUING COOKIE CHRONICLE (Continued)

(a) (Continued)

	Baking Equipment

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Nov.
30
Balance
(


1,300

	Accumulated Amortization—Baking Equipment

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Nov.
30

J2

22
22

	Accounts Payable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Nov.
30

J2

45
45

	Interest Payable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Nov.
30

J2

5
5

CONTINUING COOKIE CHRONICLE (Continued)

(a) (Continued)

	Unearned Revenue

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Nov.
30
Balance
(


25

	Notes Payable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Nov.
30
Balance
(


2,000

	N. Koebel, Capital

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Nov.
30
Balance
(


900

	Teaching Revenue

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Nov.
30
Balance
(


125


30

J2

250
375

	Telephone Expense

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Nov.
30

J2
45

45

CONTINUING COOKIE CHRONICLE (Continued)

(a) (Continued)

	Advertising Supplies Expense

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Nov.
30

J2
90

90

	Baking Supplies Expense

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Nov.
30

J2
35

35

	Amortization Expense

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Nov.
30

J2
22

22

	Interest Expense

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Nov.
30

J2
5

5

CONTINUING COOKIE CHRONICLE (Continued)

(b)

COOKIE CREATIONS
Adjusted Trial Balance
November 30, 2008

Account
Debit
Credit

Cash

$  140

Accounts receivable

250

Advertising supplies

75

Baking supplies

90

Prepaid insurance

1,320

Baking equipment

1,300

Accumulated amortization—baking equipment

$    22

Accounts payable


45

Interest payable


5

Unearned revenue


25

Note payable


2,000

N. Koebel, capital


900

Teaching revenue


375

Telephone expense

45

Advertising supplies expense

90

Baking supplies expense

35

Amortization expense

22

Interest expense

         5
______


Totals

$3,372
$3,372
CONTINUING COOKIE CHRONICLE (Continued)

(c)

COOKIE CREATIONS

Income Statement

Month Ended November 30, 2008

Revenues


Teaching revenue


$375

Expenses


Telephone expense

$45


Advertising supplies expense

90


Baking supplies expense

35


Amortization expense

22


Interest expense

   5
  197
Net income


$178
Yes Cookie Creations has been profitable in November. It has a profit of $178 which is almost equal to one half of the revenue earned in November. 

[Note: Statement of Owner’s Equity is not required – shown for information purposes only.]

COOKIE CREATIONS

Statement of Owner's Equity

Month Ended November 30, 2008

N. Koebel, capital, November 1, 2008

$        0

Add: Investment

900


Net income

     178
N. Koebel, capital, November 30, 2008

$1,078
CONTINUING COOKIE CHRONICLE (Continued)

(c) (Continued)
[Note: Balance Sheet is not required – shown for information purposes only.]

COOKIE CREATIONS

Balance Sheet

November 30, 2008

Assets

Cash


$   140

Accounts receivable


250

Advertising supplies


75

Baking supplies


90

Prepaid insurance


1,320

Baking equipment

$1,300

Less:  Accumulated amortization.

      22
  1,278


Total assets


$3,153
Liabilities and Owner's Equity

Liabilities


Notes payable

$2,000


Accounts payable

45


Interest payable

5


Unearned revenue

       25


Total liabilities

2,075

Owner's equity


N. Koebel, capital

  1,078


Total liabilities and owner's equity

$3,153
	CUMULATIVE COVERAGE: CHAPTERS 2 TO 3


(a), (c), and (e)

	Cash

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Sep.
1
Balance
(


4,880


8

J102

1,100
3,780


10

J102
1,200

4,980


12

J102
3,400

8,380


20

J102

4,500
3,880


22

J102

500
3,380


25

J102

1,200
2,180


29

J102
700

2,880

	Accounts Receivable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Sep.
1
Balance
(


3,720


10

J102

1,200
2,520


27

J102
900

3,420

	Supplies

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Sep.
1
Balance
(


800


17

J102
1,500

2,300


30
Adj. entry
J103

1,020
1,280

CUMULATIVE COVERAGE (Continued)

(a), (c), and (e) (Continued)

	Store Equipment

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Sep.
1
Balance
(


16,500


1

J102
3,000

19,500

	Accumulated Amortization—Store Equipment 

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Sep.
1
Balance
(


4,950


30

J103

325
5,275

	Accounts Payable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Sep.
1
Balance
(


3,100


1

J102

3,000
6,100


17

J102

1,500
7,600


20

J102
4,500

3,100

	Unearned Service Revenue

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Sep.
1
Balance
(


200


29

J102

700
900


30
Adj. entry
J103
550

350

CUMULATIVE COVERAGE: CHAPTERS 2 TO 3 (Continued)

(a), (c), and (e) (Continued)

	Salaries Payable

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Sep.
1
Balance
(


700


 8

J102
700

0


30
Adj. entry
J103

775
775

	R. Pitre, Capital

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Sep.
1
Balance
(


16,950

	Service Revenue

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Sep.
12

J102

3,400
3,400


27

J102

900
4,300


30
Adj. entry
J103

550
4,850

	Amortization Expense

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Sep.
30
Adj. entry
J103
325

325

	Supplies Expense

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Sep.
30
Adj. entry
J103
1,020

1,020

CUMULATIVE COVERAGE:  CHAPTERS 2 TO 3 (Continued)

(a), (c), and (e) (Continued)
	Salaries Expense

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Sep.
8

J102
 400

 400


25

J102
1,200

1,600


30
Adj. entry
J103
775

2,375

	Rent Expense

	Date
	Explanation
	Ref.
	Debit
	Credit
	Balance


Sep.
22

J102
500

 500

CUMULATIVE COVERAGE:  CHAPTERS 2 TO 3 (Continued)

(b)

	
	GENERAL JOURNAL
	
	J102

	Date
	Account Titles and Explanation
	Debit
	Credit


Sep.
1
Store Equipment

3,000




Accounts Payable


3,000


8
Salaries Payable

700



Salaries Expense

400




Cash


1,100


10
Cash

1,200




Accounts Receivable


1,200


12
Cash

3,400




Service Revenue


3,400


17
Supplies

1,500




Accounts Payable


1,500


20
Accounts Payable

4,500




Cash


4,500


22
Rent Expense

500




Cash


500


25
Salaries Expense

1,200




Cash


1,200


27
Accounts Receivable

900




Service Revenue


900


29
Cash

700




Unearned Service Revenue


700

CUMULATIVE COVERAGE:  CHAPTERS 2 TO 3 (Continued)

(d) and (f)

PITRE EQUIPMENT REPAIR

Unadjusted and Adjusted Trial Balances

September 30, 2007


Unadjusted
Adjusted

Dr.
Cr.
Dr.
Cr.

Cash
$  2,880

$  2,880

Accounts receivable
3,420

3,420

Supplies
2,300

1,280

Store equipment
19,500

19,500

Accumulated amortization

—store equipment

$  4,950

$  5,275

Accounts payable

3,100

3,100

Unearned service revenue

900

350

Salaries payable

0

775

R. Pitre, capital

16,950

16,950

Service revenue

4,300

4,850

Amortization expense
0

325

Supplies expense
0

1,020

Salaries expense
1,600

2,375

Rent expense
       500
_______
       500
______


$30,200
$30,200
$31,300
$31,300
CUMULATIVE COVERAGE:  CHAPTERS 2 TO 3 (Continued)

(e)

	
	GENERAL JOURNAL
	
	J103

	Date
	Account Titles and Explanation
	Debit
	Credit


1. 
Sep.
30
Supplies Expense

1,020





Supplies ($2,300 - $1,280)


  1,020

2.

30
Salaries Expense

775





Salaries Payable


775

3.

30
Amortization Expense

325





Accumulated Amortization




—Store Equipment


325





[($19,500 ÷ 5 years) × 1/12]
4.

30
Unearned Service Revenue

550





Service Revenue


550

(g)

PITRE EQUIPMENT REPAIR

Income Statement

Month Ended September 30, 2007

Revenues

Service revenue


$4,850

Expenses

Amortization expense

$  325

Supplies expense

1,020

Salaries expense

2,375

Rent expense

   500


Total expenses


  4,220

Net income


$   630
CUMULATIVE COVERAGE:  CHAPTERS 2 TO 3 (Continued)

(g) (Continued)

PITRE EQUIPMENT REPAIR

Statement of Owner's Equity

Month Ended September 30, 2007

R. Pitre, capital, September 1, 2007

$16,950

Add:   Net income

       630
R. Pitre, capital, September 30, 2007

$17,580
PITRE EQUIPMENT REPAIR

Balance Sheet

September 30, 2007

Assets

Cash


$  2,880

Accounts receivable


3,420

Supplies


1,280

Store equipment

$19,500

Less:  Accumulated amortization.

    5,275
  14,225


Total assets


$21,805
Liabilities and Owner's Equity

Liabilities


Accounts payable

$  3,100


Salaries payable

775


Unearned service revenue

      350


Total liabilities

4,225

Owner's equity


R. Pitre, capital

  17,580


Total liabilities and owner's equity

$21,805
	BYP 3-1 FINANCIAL REPORTING PROBLEM


(a) The title the Forzani Group uses for its income statement is “Consolidated Statement of Operations and Retained Earnings.”

(b) The types of revenues reported include revenue from corporately owned stores, wholesale sales to, and fees from, franchisees. (See Note 2(h) to the statements).

(c) Prepayments: Prepaid expenses are reported on the balance sheet ($2,647,000). In adjusting this account the other side of the entry would be an expense account, for example insurance expense. There is no unearned revenue reported.

(d) Accruals: Accounts Receivable ($68,927,000) may include some accrued revenue amounts. In adjusting this account the other side of the entry would be a revenue account. Accrued expenses are included in the line Accounts Payable and Accrued Liabilities ($244,293,000). The other accounts used in preparing adjustments for this account would be expense accounts.

	BYP 3-2 INTERPRETING FINANCIAL STATEMENTS


(a) Revenue from monthly subscriber fees are recognized on a pro-rata basis over the month the service is provided.

(b) Rogers should record unearned revenue from its subscription services when customers prepay their account, before the service is provided. It should record unearned revenue for its Blue Jays home game admission revenue when tickets are purchased in advance of the games.

(c) If unearned revenue were recorded as revenue, net income and therefore owner’s equity would be overstated. Liabilities would be omitted and therefore, would be understated. 

(d) Rogers is following the matching principle. Once the economic life of a business can be divided into artificial time periods (the time period assumption), the revenue recognition and matching principles can be applied. Revenues are recorded when earned. Expense recognition depends on revenue recognition. Once it is determined which period the revenue should be recognized in, the related expenses are recorded in the same period.

	BYP 3-3 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 3-4 COMMUNICATION ACTIVITY


Memorandum

To:
From:
Student

Date:
Re:
Cash versus Net Earnings as a Performance Measure

Accrual based net income is a measure of revenues as they are earned and expenses as they are incurred. 

Cash based net income is a measure of revenues when cash is received and expenses as cash is paid.

Accrual based net income is a better measure of performance than cash based net income because earnings reflect economic events in the period that they occur. Using the revenue recognition principle to record revenue and the matching principle to record expenses ensures that the effect of events are recorded in the same period and provides a better measure of a company’s economic performance.

It is possible for management to manipulate both cash and earnings. Cash can be manipulated by changing the timing of payments, for example deferring payment of expenses. Earnings can be manipulated by changing estimates, for example management can increase earnings by increasing the useful life of a long-lived asset.

	BYP 3-5 ETHICS CASE


(a) The stakeholders in this situation are:

· Carole Chiasson, controller

· The president of Die Hard Company

· The external users of Die Hard’s financial information

(b)
1.
It is unethical for the president to place pressure on Carole to misstate net earnings by requesting her to prepare incorrect adjusting entries.


2.
It is customary for adjusting entries to be dated as of the balance sheet date although the entries are prepared at a later date. Carole did nothing unethical by dating the adjusting entries December 31.

(c)
Carole can accrue revenues and defer expenses through the preparation of adjusting entries and be ethical so long as the entries reflect economic reality. Intentionally misrepresenting the company’s financial condition and its results of operations is unethical (it is also illegal).
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