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Chapter 2 Review of the Accounting Process

QUESTIONS FOR REVIEW OF KEY TOPICS

Question 2-1
External events involve an exchange transaction between the company and a

separate economic entity. For every external transaction, the company is receiving
something in exchange for something else. Internal events do not involve an exchange
transaction but do affect the financial position of the company. Examples of external
events are the purchase of inventory, a sale to a customer, and the borrowing of cash
from a bank. Examples of internal events include the recording of depreciation expense,
the expiration of prepaid rent, and the accrual of salary expense.

Question 2-2
According to the accounting equation, there is equality between the total economic

resources of an entity, its assets, and the claims to those resources, liabilities, and equity.
This implies that, since resources must always equal claims, the net effect of any
transaction cannot affect one side of the accounting equation differently than the other
side.

Question 2-3

The purpose of a journal is to capture, in chronological order, the dual effect of a
transaction in storage areas called accounts. A general ledger is an organized collection
of accounts. The purpose is to keep track of the increases, decreases, and balances in
each account.
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Answers to Questions (continued)

Question 24

Permanent accounts represent the financial position of a company—assets,
liabilities and owners' equity—at a particular point in time. Temporary accounts
represent the changes in shareholders’ equity, the retained earnings component of equity
for a corporation, caused by revenue, expense, gain, loss, and dividend transactions. It
would be cumbersome and less informative to record revenue/expense, gain/loss, and
dividend transactions directly into the permanent retained earnings account. Recording
these transactions in temporary accounts facilitates the preparation of the financial
statements.

Question 2-5
Assets are increased by debits and decreased by credits. Liabilities and equity
accounts are increased by credits and decreased by debits.

Question 2-6

Revenues and gains are increased with credits and decreased with debits.
Expenses, losses, and dividends are increased with debits (thus causing owners’ equity
to decrease) and decreased with credits (thus causing owners’ equity to increase).

Question 2-7

The first step in the accounting processing cycle is to identify external transactions
affecting the accounting equation. Source documents, such as sales invoices, bills from
suppliers, and cash register tapes, help to identify the transactions and then provide the
information necessary to process the transaction.

Question 2-8

Transaction analysis is the process of reviewing the source documents to
determine the dual effect on the accounting equation and the specific elements
involved.
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Answers to Questions (continued)

Question 2-9
After transactions are recorded in a journal, the debits and credits must be
transferred to the appropriate general ledger accounts. This transfer is called posting.

Question 2-10
In Transaction 1 we record the purchase of $20,000 of inventory on account. In

Transaction 2 we record a credit sale of $30,000 and the corresponding cost of goods
sold of $18,000.

Question 2-11

An unadjusted trial balance is a list of the general ledger accounts and their
balances at a time before any end-of-period adjusting entries have been recorded. An
adjusted trial balance is prepared after adjusting entries have been recorded and posted
to the accounts.

Question 2—-12

We use adjusting entries to record the effect on financial position of internal events,
those that do not involve an exchange transaction with another entity. We record them
at the end of any period when financial statements are prepared to properly reflect
financial position and results of operations according to the accrual accounting model,
that is, to update accounts to their proper balances before we report those balances in
the financial statements.

Question 2-13

Closing entries transfer the balances in the temporary owners’ equity accounts
(revenues, expenses, gains, losses, dividends) to a permanent owners’ equity account,
retained earnings for a corporation. This occurs only at the end of a reporting period in
order to reduce the temporary accounts to zero before beginning the next reporting
year.
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Answers to Questions (continued)

Question 2-14

Prepaid expenses represent assets recorded when a cash disbursement creates
benefits that extend beyond the current reporting period. Examples are supplies on hand
at the end of a period, prepaid rent, and prepaid insurance.

Question 2-15
The adjusting entry required when deferred revenues are recognized is a debit to
the deferred revenue liability and a credit to revenue.

Question 2-16

Accrued liabilities are recorded when an expense has been incurred that will not
be paid until a subsequent reporting period. The adjusting entry needed to record an
accrued liability is a debit to an expense and a credit to a liability.

Question 2-17

Income statement—The purpose of the income statement is to summarize the
profit-generating activities of a company during a particular period of time. It is a
“change statement” that reports the changes in shareholders’ (owners’) equity that
occurred during the period as a result of revenues, expenses, gains, and losses.

Statement of comprehensive income—The statement of comprehensive income
extends the income statement to report changes in shareholders’ equity during the
reporting period that were not a result of transactions with owners. This statement
includes net income and also other comprehensive income items.

Balance sheet—The purpose of the balance sheet is to present the financial position
of a company at a particular point in time. It is an organized list of assets, liabilities,
and permanent shareholders’ equity accounts.

Statement of cash flows—The purpose of the statement of cash flows is to disclose
the events that caused cash to change during the period.

Statement of shareholders’ equity—The purpose of the statement of shareholders’
equity is to disclose the sources of the changes in the various shareholders’ equity
accounts that occurred during the period. This statement includes changes resulting
from investments by owners, distributions to owners, net income, and other
comprehensive income.

2-4 Intermediate Accounting, 10/e
Copyright © 2020 McGraw-Hill Education. All rights reserved. No reproduction or distribution without the prior written consent of
McGraw-Hill Education.




Answers to Questions (continued)

Question 2-18

A worksheet provides a way to organize the accounting information needed to
prepare adjusting and closing entries and the financial statements. This error would
result in an overstatement of revenue and thus net income and thus retained earnings,
and an understatement of liabilities.

Question 2-19

Reversing entries are recorded at the beginning of a reporting period. They reverse
the effects of some of the adjusting entries recorded at the end of the previous reporting
period. This simplifies the journal entries recorded during the new period by allowing
cash payments or cash receipts to be entered directly into the expense or revenue
account without regard to the accrual recorded at the end of the previous period.

Question 2-20

The purpose of special journals is to record, in chronological order, the dual effect
of repetitive types of transactions, such as cash receipts, cash disbursements, credit
sales, and credit purchases.

Special journals simplify the recording process in the following ways: (1)
journalizing the effects of a particular transaction is made more efficient through the
use of specifically designed formats; (2) individual transactions are not posted to the
general ledger accounts, but are accumulated in the special journals and a summary
posting is made on a periodic basis; and (3) the responsibility for recording journal
entries for the repetitive types of transactions is placed on individuals who have
specialized training in handling them.
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Answers to Questions (concluded)

Question 2-21

The general ledger is a collection of control accounts representing assets, liabilities,
and permanent and temporary shareholders’ equity accounts. The subsidiary ledger
contains a group of subsidiary accounts associated with a particular general ledger
control account. For example, there will be a subsidiary ledger for accounts receivable
that will keep track of the increases and decreases in the account receivable balance for
each of the company’s customers purchasing goods or services on credit. At any point
in time, the balance in the accounts receivable control account should equal the sum of
the balances in the accounts receivable subsidiary ledger accounts.

BRIEF EXERCISES

Brief Exercise 2—1

Assets
1. + 165,000
2. — 40,000
3. + 200,000
- 120,000
4. + 180,000
— 180,000
5. — 145,000

= Liabilities + Paid-in Capital + Retained Earnings

(inventory) + 165,000 (accounts payable)
(cash)

(accounts receivable)

(inventory)

(cash)

(accounts receivable)

(cash) — 145,000 (accounts payable)

Brief Exercise 22

1. Inventory

2-6

— 40,000 (expense)
+ 200,000 (revenue)
— 120,000 (expense)

165,000
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Accounts payable..........cocccviiiiiiiiiiieeeeeee e, 165,000

2. Salaries EXPenSe......ccueeerreeeriuieeeniieerieeeieeeeiree e 40,000
Cash e 40,000

3. Accountsreceivable.........cooceeeeiiiiiiiiiiiiieeeeeeeeeeee 200,000
SaleS TEVENUE......oovviviiieeeeeeeeeeeeeeeeee e 200,000

Cost of 200ds SOId.......ccveiviiiiiiiieiie e, 120,000
INVENLOTY.ccoiiiiiiiiiiieeeeeee e, 120,000

4. CaSh e 180,000
Accounts receivable ... 180,000

5.  Accounts payable .........cccccviieiiiiiiiiieeeee e 145,000
CaSh...ciciiee e 145,000
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Brief Exercise 2-3

BALANCE SHEET ACCOUNTS

Cash Accounts receivable

6/1 Bal. 65,000 6/1 Bal. 43,000

4, 180,000 40,000 2. 3. 200,000 180,000 4.

145,0005.
6/30 Bal. 60,000 6/30 Bal. 63,000
Inventory Accounts payable

6/1 Bal. 0 6/1 Bal. 22,000

1. 165,000 120,0003. 5. 145,000 165,000 1.

6/30 Bal. 45,000 6/30 Bal. 42,000

INCOME STATEMENT ACCOUNTS

Sales revenue Cost of goods sold
0 6/1 Bal.6/1 Bal. 0
200,000 3. 3. 120,000
200,0006/30 Bal. 6/30 Bal. 120,000

Salaries expense

6/1 Bal. 0
2. 40,000

6/30 Bal. 40,000
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Brief Exercise 2—4

1. Prepaid inSUrance..........cccceeeeeecvieeeeesiiieeeeeenieeee e 12,000

Cash . 12,000
2. Notesreceivable ......ccoooeeeeeeeiiiiiiiiiiiii, 10,000

Cash . 10,000
3. EqQUIPMENt ....oooociviiiiiiiiiieeecee e 60,000

Cash ... 60,000

Brief Exercise 2-5

1.  Insurance expense ($12,000 X 3/12)...cccuureercurereeineeens 3,000

Prepaid nSurance ...........ccccceeeeevciieeeeenciiiee e 3,000
2. Interest receivable ($10,000 x 6% x ©/12)..ccceevrrrrrrnnn.... 300

INterest TEVENUE. .....cceeeieeeciiiiiieeeeeeeeiiiieeee e e 300
3. Depreciation EXPense.......ccueeeeeeeuvveeeeeeivreeeeeeinneeens 12,000

Accumulated depreciation..............ccccveeeeerieeennnne. 12,000

Brief Exercise 2—6

Net income would be higher by $14,700 (= $3,000 — $300 + $12,000).
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Brief Exercise 2—7

1. Deferred SErviCe reVENUE ........eeeveeeeeeeeeeeeeeeeeeeeeeeeenn, 4,000

SEIVICE TEVENUE. ....cceevviiiieeeeeeeeeeeeeeeeeeeeeeeeeeeens 4,000
2. Advertising expense ($2,000 X 1/2)....ccceevcviiiiinieennen. 1,000

Prepaid advertising ..........ccccceevevveeeeniiieeeeniieeeens 1,000
3. Salaries EXPenSe.......cccvereeeruiieeeeriiieeeeriree e eiree e 16,000

Salaries payable.........ccccceeeeriiiiiiiiiieeee e 16,000
4. Interest expense (360,000 X 8% X ¥/12).ccveeerrrerirerennnen. 1,600

Interest payable.........cccovviiiieniciiiieeee e, 1,600

Brief Exercise 2—8

Assets would be higher by $1,000, the amount of prepaid advertising not
adjusted as expired during the month. Liabilities would be lower by $13,600 (= —
$4,000 + $16,000 + $1,600) for the deferred revenue not reduced upon completion of
services and for accruals not increased by being recorded. Shareholders’ equity (and net
income for the period) would be higher by $14,600.

Brief Exercise 2-9

1. Interestreceivable .........cccoovveeeeiiiiiiiiiiiiiiiieeeeeeeeeees 2,250
Interest revenue (850,000 x 6% X /12)...cveveverennnnen. 2,250

2. Rentexpense ($12,000 X 3/12).ccuuieecieieirieeeiieeeiniean, 3,000
Prepaid rent ........ccovvieeiiiiiiiiecee e, 3,000

3. Supplies expense ($3,000 + $5,000 — $4,200)............... 3,800
SUPPLICS...evveieeeiiiee e 3,800

4. Salaries EXPEeNSC.......ccvrieeriirrireeeiirireeeiirreeeeeiireee e 6,000
Salaries payable..........ccoeeeeiiiiiiiiiiieeecee e, 6,000
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Brief Exercise 2—-10

BOWLER CORPORATION
Income Statement
For the Year Ended December 31, 2021

SAlES TEVENUE ..o $325,000
Cost of goods sold .......ccceeeeveveiiiieeiiiieen. 168,000
G10oSS Profit ..vveeeeeviieeeeiieee e 157,000

Operating expenses:

Salaries EXPense........coevveereevveereereeereeneennn, $45,000
Rent expense.......cccoeeeeiiiiiieeeeiiiicciiiieenn. 20,000
Depreciation eXpense..........ccocvveeeevveeennnen. 30,000
Miscellaneous expense.........ccccveeeeevveeennne. 12,000
Total operating expenses .............. 107,000
NEt INCOME ..coevvereeiiieeeiiee e $ 50,000
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Brief Exercise 2—-11

2-12

BOWLER CORPORATION
Balance Sheet
At December 31, 2021
Assets
Current assets:
CASN e $ 5,000
Accounts receivable .........cccccvvvveiieiirinnnnnns B 10,000
[NVENLOTY .., 16,000
Total current assets .........cceeeeevevvvvennnn... 31,000
Property and equipment:
Equipment ...........coooeeevieeiiiiciieieeeee, $100,000
Less: Accumulated depreciation ............... (40,000) 60,000
Total aSsets .....ccccvveeeeeeriieeeeiiieee e, $91,000
Liabilities and Shareholders' Equity
Current liabilities:
Accounts payable ............cceeeeieviiirieiennen. $20,000
Salaries payable ........cccccceeeeeeiiiiiieeeee, 12,000
Total current liabilities ......................... 32,000
Shareholders’ equity:
Common StOCK .....oeeeeeeeeeeeieeeeeeeeeee e, $50,000
Retained earnings ..........cccccceveevivieeennnnen. 9.000
Total shareholders’ equity ................... 59,000
Total liabilities and shareholders’ equity 91,000
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Brief Exercise 2—12

SAlES TEVENUE......coiieeiiieeeeeeeeeeee e 850,000
Retained earnings..........ccoccveeeeviiieieciieeeniee e 850,000
Retained earnings............cccveeevcieeeeeiieeenieeeeieee e 815,000
Cost of 200ds SOId.......ccoeevviiiieeeiiiie e, 580,000
Salaries EXPENSe.......cuueeererereeriieeeeiireeeeireeeeeerree e 180,000
Rent eXpense.......ccooecuiiiiiiiiiiiiiiieee e 40,000
INtEreSt EXPENSE...ceeeieereiiiiiiiiiieeeeeeeeeeiirreeeeeeeeeeeeaees 15,000
Retained earnings...........oocvvvveevivieeeeiiiee e 12,000
DIVIAENdS.....oooiiiiiiiiieeeeeeeeeeeeeee e 12,000
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Brief Exercise 2—-13

Revenue $428,000%*
Expenses:
Salaries (240,000)
Utilities (33,000)**
Advertising (12,000)
Net Income $143,000
Explanation:

*$420,000 cash received plus $8,000 increase ($60,000 — $52,000) in amount due
from customers:

Cash oo 420,000
Accounts receivable (increase in account).................... 8,000
Service revenue (to balance)...........eeeeeeeeeeeeeeeeeeennnns 428,000

** $35,000 cash paid less $2,000 decrease in amount owed to utility company:

Utilities expense (to balance) .........cccvveeeeervveeeenrennnnn. 33,000
Utilities payable (decrease in account)...........c.eveeeene.... 2,000
Cash oo 35,000
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EXERCISES

Exercise 2—1

Assets
1. + 300,000

2. — 10,000
+ 40,000
3. + 90,000

4. + 120,000

— 70,000
5. — 5,000
6. — 6,000
+ 6,000
7. — 70,000
8. + 55,000
— 55,000
9. — 1,000

Solutions Manual, Vol.1, Chapter 2

= Liabilities + Paid-in Capital + Retained Earnings

(cash) + 300,000 (common stock)
(cash)

(equipment)  + 30,000 (notes payable)

(inventory) + 90,000 (accounts payable)

+ 120,000 (revenue)

(accounts receivable)

(inventory) — 70,000 (expense)
(cash) — 5,000 (expense)
(cash)

(prepaid insurance)

(cash) — 70,000 (accounts payable)
(cash)
(accounts receivable)

1,000 (expense)

(accumulated depreciation) —
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Exercise 22

Lo Cashu 300,000
Common StOCK...........oovviiiiiiiiiiiieiiiiennn 300,000

2. EqQUIPMENL....coiiiiiiiiiiiiiiee e 40,000
Notes payable.......cceveeveiiiiinciiieeee e, 30,000
CaSh ..o 10,000

R I 01 177S) 1 110) o 2SRRI 90,000
Accounts payable...........ccccviiiiiiiiiiiieeeeeee, 90,000

4. Accounts receivable........ccoooeeeiiiiiiiiiiiiiiiieeeeeeeeeee, 120,000
SaleS TEVENUE.......oovvvieieieeeeeeeeeeeee e 120,000

Cost of g200ds SOId.......ccveiviiiiiiiiieiieeiecee e, 70,000
INVENTOTY.ccoiiiiiiiiiiieeeeeee e, 70,000

5. Rent eXpense.......ccccuviiiiiieeieiiiiiiiiiieeeeee e 5,000
CaSh. oo 5,000

6.  Prepaid InSUrance..........cccccvveeeeeeivieeeeeeieeee e 6,000
Cash. oo 6,000

7.  Accounts payable........ccocceiiiiiiiiniiieee e, 70,000
Cash. oo 70,000

8. CaASN. 55,000
Accounts receivable............uvuvueeeieiiiieiniiiiiiiiiiiaenns 55,000

9. Depreciation €XPense..........eeeeeevvveeeeeercveeeeesnsneeeeens 1,000
Accumulated depreciation............cccccveeeeenneeennnee. 1,000
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Exercise 2-3

BALANCE SHEET ACCOUNTS

Cash Accounts receivable
3/1 Bal. 0 3/1 Bal. 0
1. 300,000 10,000 2. 4. 120,000 55,000 8.
8. 55,000 5,000 5.
6,000 6.
70,000 7.
3/31 Bal. 264,000 3/31 Bal. 65,000
Inventory Prepaid insurance
3/1 Bal. 0 3/1 Bal. 0
3. 90,000 70,000 4. 6. 6-000
3/31 Bal. 20,000 3/31 Bal. 6,000
Equipment Accumulated depreciation
3/1 Bal. 0 0 3/1Bal.
2. 40,000 1,000 9.
3/31 Bal. 40,000 1,000 3/31 Bal.
Accounts payable Notes payable
0 3/1 Bal. 0 3/1 Bal.
7. 70,000 90,000 3. 30,000 2.

20,000 3/31 Bal.

Common stock

0 3/1 Bal.
300,0001.

300,0003/31 Bal.

Solutions Manual, Vol.1, Chapter 2

30,000 3/31 Bal.
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Exercise 2-3 (concluded)

INCOME STATEMENT ACCOUNTS

Sales revenue

Cost of goods sold

0 3/1 Bal.3/1 Bal. 0

120,000

120,0003/31 Bal.

Rent expense

70,000

3/31 Bal. 70,000

Depreciation expense

3/1 Bal. 0 0

5. 5,000 1,000

3/31 Bal. 5,000 1,000
Account Title Debits Credits
Cash 264,000
Accounts receivable 65,000
Inventory 20,000
Prepaid insurance 6,000
Equipment 40,000
Accumulated depreciation 1,000
Accounts payable 20,000
Notes payable 30,000
Common stock 300,000
Sales revenue 120,000
Cost of goods sold 70,000
Rent expense 5,000
Depreciation expense 1,000

Totals 471,000 471,000
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Exercise 2—4

L. Cashu.iiicec e 500,000
Common STOCK.......cccoeeummerriiiiiiiiiiieeeeeeeeeeeeeeeee, 500,000

2. Office equipment........ccceevevveeeecieeeeriee e 100,000
Cash. .o 40,000
Notes payable .......ccccvviiieiieciiiiee e, 60,000

R 2 117750 1110) ) /U USUR SRR 200,000
Accounts payable..........cccceeerciiiiiniiiie e, 200,000

4. Accounts receivable........ccooooiiiiiiiiiiiiiiiii 280,000
Sales TEVENUE........coeeeeeiieieeeeeiceaaaas 280,000

Cost of goods sold.......cccceveviiiiniiiiiiieeieeee, 140,000
INVENLOTY ..o 140,000

5. Rent exXpense......ccccccceeeeeiiiniiiiiiiiiiieee e 6,000
Cash...ooooeeee 6,000

6. Prepaid InSurance..........cccceeeeevevieeeeeeciiiee e 3,000
Cash. oo 3,000

7. Accounts payable.........ccceviiiiiiiiiiiieieee e 120,000
Cash. e 120,000

8. CaSh..ciiiii 55,000
Accounts receivable.............oovvviiiiiiiiiiiiin, 55,000

9. DiIvIAendsS.......ooooviiiimeeiieeeeeieeeeeee e 5,000
CaSh..ceeeieeeeeeee 5,000

10. Depreciation €XPense........cuveeeeeeevvveeeeeesevveeeeeanns 2,000
Accumulated depreciation............ccccvveeeeeennnnen. 2,000

11. Insurance expense ($3,000 +~ 12 months).................. 250
Prepaid insurance............cccoeeveeeeeciieeceiiee e, 250
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Exercise 2-5

List A List B

_k 1. Source documents a. Record of the dual effect of a transaction in
debit/credit form.

_e 2. Transaction analysis b. Internal events recorded at the end of a
reporting period.

_a 3. Journal c. Primary means of disseminating information
to external decision makers.

1 4. Posting d. To zero out the temporary accounts.

_f 5. Unadjusted trial balance e. Determine the dual effect on the accounting
equation.

_b 6. Adjusting entries f. List of accounts and their balances before
recording adjusting entries.

_h 7. Adjusted trial balance = g. List of accounts and their balances after
recording closing entries.

_¢_ 8. Financial statements h. List of accounts and their balances after
recording adjusting entries.

_d 9. Closing entries 1. A means of organizing information; not part

of the formal accounting system.
_g 10. Post-closing trial balance j. Transferring balances from the journal to the

ledger.
i 11. Worksheet k. Used to identify and process external
transactions.
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Exercise 2—6

Increase (I) or

Decrease (D)
1. I
2. I
3. D
4. I
5. D
6. D
7. D
8. I
9. I
10. I
11. |
12. D
13. |
14. I
15. D

Solutions Manual, Vol.1, Chapter 2

Account

Inventory
Depreciation expense
Accounts payable
Prepaid rent

Sales revenue
Common stock
Salaries payable
Cost of goods sold
Utilities expense
Equipment
Accounts receivable
Utilities payable
Rent expense
Interest expense

Interest revenue
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Exercise 2—7

Account(s) Account(s)
Debited

Example: Purchased inventory for cash

1.

A S AR ST e

10.

2-22

Paid a cash dividend.

Paid rent for the next three months.

Sold goods to customers on account.

Purchased inventory on account.

Purchased supplies for cash.

Issued common stock in exchange for cash.
Collected cash from customers for goods sold in 3.
Borrowed cash from a bank and signed a note.

At the end of October, recorded the amount of

supplies that had been used during the month.

Received cash for advance payment from customer.

Credited
5

5

5
9,3
1

5
12
4
11

13
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Exercise 2—8

1. Prepaid insurance ($12,000 x 39/36).....cc.eeeeeveeeecrveeennnen. 10,000

INSUTrance EXPense........cceceuvvreeeeeeecirieeeeeeeireeeeeeenns 10,000
2. Depreciation EXPENSe.......uveeeeuvreeervreeeesveeeennreeennnns 15,000

Accumulated depreciation ...........ccccceeeeeivvieeeennnne. 15,000
3. Salaries EXPENSE......cccvvrreerrvereerrieeeeireeeesnreeeennreeens 18,000

Salaries payable.........ccccocevieeiiiiiiiee e 18,000
4. Interest expense ($200,000 X 12% X 2/12).eeccvreeecreeeeirennns 4,000

Interest payable.........coceeeeviiiieiiiiiieeeeeeeee, 4,000
5. Deferred rent reVENUE.........ueeeeeeeeiiiiiieiiiiieieeeeeeennn. 1,000

Rent revenue (13x $3,000).......cuvveeeeeeeiiiiiiieeeeeeeens 1,000
6. ReNtIEVENUEC.......cvveeeiiiiiiiiee e 2,000

Deferred rent revenue (2/3x $3,000).....cc.cceeeeneeennne. 2,000
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Exercise 2-9

1. Interest receivable ($90,000 x 8% X 3/12)cccuvveeeeeeereeennnnn. 1,800

Interest reVENUE..........uuveeeeiiiiiiiiiieee e 1,800
2. Rent expense (36,000 X 2/3)..ccueeccueeecreeeireeereeereeeveeennes 4,000

Prepaid rent.......cceeveeviiiiieiiee e, 4,000
3. Deferred rent revenue ($12,000 X 2/12)cccceeeeeeeeeeeeeeennnn. 5,000

Rent revenue (812,000 X /12)cceeeeeemeererererrreeereeeennn. 5,000
4. Depreciation €XPEeNSe......ccuveeeeeureeeerrreeeeireeeennreeennnes 4,500

Accumulated depreciation...........cccceeeeeevveeeeeennnnnn. 4,500
5. Salaries eXpense .......ccceeeecvveeeeiiieeeniee e 8,000

Salaries payable.........cccoeeiiieiieiiiiieeeee e 8,000
6. Supplies expense ($2,000 + $6,500 — $3,250)................. 5,250

SUPPLIES....evviiieeeiiiee e 5,250
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Exercise 2—10

1. $7,200 represents nine months of interest on a $120,000 note, or 75% of annual
interest.
$7,200 + 0.75 = $9,600 annual interest
$9,600 + $120,000 = 8% interest rate

Or,
$7,200 =+ $120,000 = .06 nine-month rate
To annualize the nine-month rate: .06 x '*/o = .08 or 8%

2. $60,000 = 12 months = $5,000 rent per month
$35,000 + $5,000 = 7 months expired. The rent was paid on June 1, seven
months ago.

3. $500 represents two months (November and December) accrued interest, or
$250 per month.
$250 x 12 months = $3,000 annual interest
Principal x 6% = $3,000

Principal = $3,000 + .06 = $50,000 note
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Exercise 2—11

1. Insurance expense (April, May, & June: $6,000 x 3/15). .. 1,500

Prepaid inSurance...........c.coeceeevveeeciieeniiie e 1,500
2. Interest expense (April, May, & June: $80,000 x 8% x 3/12) 1,600

Interest payable.........cccveeecieiieiiieeeeeeee e, 1,600
3. Deferred rent revenue...........cooovvvvviiviiiiiiiieeeeeeeeeeeens 6,000

Rent revenue (April, May, & June: $24,000 x 3/15)...... 6,000

4. Depreciation expense (April, May, & June: $20,000 x 3/12) 5,000

Accumulated depreciation............ccccvveeeiveeennnenns 5,000
5. Salaries €XPense .......ccceeeecuveeeeriieeeriiie e 16,000
Salaries payable.........cccoecviiiiiiiiiieeeeeee e 16,000
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Exercise 2—12

Requirement 1

BLUEBOY CHEESE CORPORATION
Income Statement
For the Year Ended December 31, 2021

SAlES TEVENUE ..o $800,000
Cost of goods sold ........cceeeeeeeiiiiieeeeiie. 480,000
GTOSS PrOfit ..eeeeeeiieeiieeeiee e 320,000

Operating expenses:

Salaries EXPense.......cceevveeeveeecveeeveeeneenn. $120,000
Rent expense.........ccoeeevviiieeeiiiiiicciiieeee. 30,000
Depreciation eXpense ...........cccveeeeeerennnennn. 60,000
Advertising eXpense........ccceeevvveeeervveeennnnne 5,000
Total operating expenses .............. 215,000
Operating INCOME ........oeeeeeervrreeeeeerinrreeeennns 105,000
Other expense:
Interest €XPense .....ccvvveeeeeeeecivreeeeeernenenn. 4,000
NEt INCOME ..cevveeeeiiieeeiiee e $101,000
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Exercise 2—12 (continued)

BLUEBOY CHEESE CORPORATION
Balance Sheet

At December 31, 2021
Assets
Current assets:
Cash .o $ 21,000
Accounts receivable ........ccoooeiiiiiiiiiiiiiinnnn. 300,000
INVENLOTY. ..o 50,000
Prepaid rent .......cccoveeeeeeiiiiieiee e, 10,000
Total current assets .........ccoeeeeevvvvvnnnnn... 381,000
Property and equipment:
Office equipment ...........cccoeeveeeveeeneeenennne. $600,000
Less: Accumulated depreciation................ (250.,000) 350,000
Total assets ......cccvvveeeeecrieeeeeiriieeen, $731,000

Liabilities and Shareholders' Equity

Current liabilities:

Accounts payable ...........cceeieieviierienennen. $ 60,000
Salaries payable .........ccccceevvieeeiciieeeennen. 8,000
Interest payable ........cccccvveveeeiiiiiiiien. 2,000
Notes payable .......ccoeeveeeveiiieiiiieeeiieene 60,000

Total current liabilities ......................... 130,000

Shareholders’ equity:

CommoOn StOCK ...evvveeeeeeeeeeeeeeeeeeeeeeeeeeenn, $400,000
Retained earnings ...........ccccceeeveveeeenveeennnen. 201.000*
Total shareholders’ equity ................... 601,000
Total liabilities and shareholders’ equity $731,000

*Beginning balance of $100,000 plus net income of $101,000.
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Exercise 2—12 (concluded)

Requirement 2

December 31, 2021
SaleS TEVENUE.......cccuvviieieciiiee ettt
Retained earnings...........ccceeeevveeeenciieeeeniiiiee e

Retained earnings...........ccccveeevciveeeeiieeeenieeeeieee e
Cost of 200ds SOId........evvvveeeiiiiiiiiie e,
Salaries EXPENSe......ccuvvveeerrriereeeiiiieeeerrreeeesaeeee e
Rent eXpense.........uuuueeuuiiiiiiiiiiiiiiiiiiii
Depreciation eXPense........ueeeeeevveeeeeercevreeeeesneveeeeenns
Interest EXPEnSe........uuvvvviiiiiiieiiiieeieeeeeeeeeerresienns
AdvertiSing eXPense........cceeeevuveeeeeeciveeeeesiireee e e

800,000
800,000

699,000
480,000
120,000
30,000
60,000
4,000
5,000
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Exercise 2—13

December 31, 2021

SaAlES TEVENUE......cceieiieeieeeeeeeeeeeeee e 750,000

INtErest TEVENUEC........covvvieeeeiiieiieeeee e, 3,000
Retained earnings..........ccceeeeeveeeeeeciieeeeeciieee e 753,000

Retained earnings..........cceccveeevveeecieeeniieeniieesieeervee e 576,000
Cost of 200ds SOId.......ccvviveiiiiiieciieeeeceeeee 420,000
Salaries EXPenSe......ccvveeeerrirereeeriiieeeenireeeerieee e 100,000
Rent eXpense.......coeeevvveiiiiiiiiieeiiiieeiiieeeeee e 15,000
Depreciation eXPense.........eeeeeevveeeeeerivreeeeenneveeeeenns 30,000
Interest EXPenSe......ceevuvviveeereeeriiiiieeeeeeeiiieeee e 5,000
INSUTrance EXPenSe........uvveeeeeeeerriirririieeeeeeeeeseeeneneees 6,000
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Exercise 2—14

December 31, 2021

SaAlES TEVENUE......cceieiieeeieteeeeeee e 492,000

INterest TEVENUEC........covvvieeeeeiieeeeeeee e, 6,000

Gain on sale of INVEStMENtS ........cevvvvvvveeiiieeeeeeeeeeeeeeienns 8,000
Retained earnings.........c.ccoeeveeerieeeniieeeniee e

Retained earnings.............ccceeeeviieeeeiiieeeniiee e 440,000
Cost of 200ds SOId........evveveeriiiieeiieeeeeeeee s
Salaries EXPENSe......ccvvereerevrireeeririeeeeriireeeesieee e
INSUTanCe EXPEeNSE........cevvveeruveerieeriiieeiieenireeneeeeneeas
Interest EXPENSe........uuvveviiiiiiiiiiiieeieieeeieeeeeeeeiees
AdVErtiSING EXPENSE.....ceeeereerrireeeirreeeeerireeeeerraeeeens
INnCOme tax EXPenSe........eeeveuveeerieeeriieeeriieeeieee e
Depreciation eXPense ........eeeeecvveeeeeeevvreeeeesivveeeeenns

506,000

284,000
80,000
12,000

4,000
10,000
30,000
20,000
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Exercise 2—15

Requirement 1
Supplies
11/30 Balance 1,500

Expense 2,000
Purchased ?

12/31 Balance 3,000

Cost of supplies purchased = $3,000 + $2,000 — $1,500 = $3,500

Requirement 2
Prepaid insurance
11/30 Balance 6,000

Expense ?

12/31 Balance 4,500

Insurance expense for December = $6,000 — $4,500 = $1,500

December 31, 2021
[NSUTANCE EXPENSE....evriiieriiiiiiieeeeeiiiiieeeeeeeiiieee e e e e 1,500
Prepaid insurance...........ccccveeeeecciiieeeeciiee e, 1,500
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Exercise 2—15 (concluded)

Requirement 3

Salaries Payable
10,000 11/30 Balance
Salaries paid 10,000 ?  Accrued salaries

15,000 12/31 Balance

Accrued salaries for December = $15,000

December 31, 2021
Salaries EXPENSE.....ccvveeerurieeeririreeirieeeereeeerrreeeeareeenns 15,000
Salaries payable.........ccccoeeciiieierciiee e 15,000

Requirement 4
Deferred rent revenue
2,000 11/30 Balance
Recognized for Dec. 1,000

1,000 12/31 Balance

Rent revenue recognized each month = $3,000 x 1/3 = $1,000

December 31, 2021
Deferred rent reVENUE. ..........evveeeeeeiiiiiiiiiiiieeeee e, 1,000
Rent reVenUeC........ooovvveeiiiiiiiee e 1,000
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Exercise 2—-16

Requirement 1

2021 Debit Credit

Feb. 1 Cash...cooooiiiiiiiiiiiiiieeee, 12,000
Notes payable ........ccccvvveevecniieennnns 12,000

April 1 Prepaid insurance .........cc..cceeeeevvnnnenee. 3,600
Cash ..o, 3,600

July 17 Supplies .....coovvveiiviiiiiiiiiiiiieeeieee 2,800
Accounts payable ...........cccceeeeennnnn. 2,800

Nov.1 Notesreceivable .........oooovvvvuveeeeiiinnnn. 6,000
Cash ..oooooiiiiieeeeeeeee e, 6,000

Requirement 2

2021 Debit Credit

Dec. 31 Interest expense ($12,000 x 10% x 11/12) 1,100
Interest payable .........c.ccceeevveeeennenn. 1,100

Dec. 31 Insurance expense ($3,600 x 9/24) ......... 1,350
Prepaid insurance ...........cccceeeenen... 1,350

Dec. 31 Supplies expense ($2,800 — $1,250) ........ 1,550
SUPPLIES ..vvvveeeeiiieeeeeeee e, 1,550

Dec. 31 Interest receivable ...........ccccvveeiennnnne. 80
Interest revenue (36,000 x 8% x 2/12) . 80
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Exercise 2—17

Unadjusted net income $30,000

Adjustments:

a. Only $2,000 in insurance should be expensed + 4,000

b. Sales revenue overstated — 1,000

c. Supplies expense overstated + 750

d. Interest expense understated ($20,000 x 12% x 3/12) — 600
Adjusted net income $33.150
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Exercise 2—18

Stanley and Jones Lawn Service Company
Income Statement
For the Year Ended December 31, 2021
Service revVenue (1)......ccoceveeeeeeeeeeeeeieeeeenne, $315,000

Operating expenses:

Salaries EXPense........cevveeveeveereereeereeneenenn, $180,000
Supplies eXpense (2).....ccceeeevvveeeercrvreeeennnne 24,500
Rent expense ........ooovviviiiieeeiiiiniiiiieeen, 12,000
Insurance expense (3) .......coeeeuvvvvvrreeeeeeeennn. 4,000
Miscellaneous expense (4) ......ccceeeevveeenneee. 21,000
Depreciation eXpense .........cccccvvveeeeeeevvnennn. 10,000
Total operating expenses .............. 251,500
Operating INCOME ........eeeeeeeevrveeeeeeeiireeeeenns 63,500
Other expense:
Interest eXpense (5).....vveeeeeeeevrvereeeeeenvennnnn. 1,500
NEt INCOME .evvveeiieeeiiieeiie e eveeeiee e ens 62,000

(1) $320,000 cash collected less $5,000 decrease in accounts receivable.

Cash oo 320,000
Accounts receivable (decrease in account)............... 5,000
Service revenue (to balance)........cceeeeeeeeeeeecunnennnnnnns 315,000

(2) $25,000 cash paid for the purchase of supplies less $500 increase in supplies.

Supplies expense (to balance) ........c.eeeeevveeeeruveeernnenns 24,500
Supplies (increase in acCOUNt)....vvvereeererieirieieeeeeeeneeee 500
Cash e 25,000
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Exercise 2—18 (concluded)

(3) $6,000 cash paid for insurance less $2,000 ending balance in prepaid insurance.

Insurance expense (to balance) ..........ccccvvvvveeeennnnns 4,000
Prepaid insurance (increase in account)................... 2,000
Cash oo 6,000

(4) $20,000 cash paid for miscellaneous expenses plus increase in accrued liabilities.

Miscellaneous expense (to balance) ...........cceeeennneee.. 21,000
Accrued liabilities (increase in account)................... 1,000
CaSh ..o 20,000

(5) $100,000 x 6% x 3/12 = $1,500

INErest EXPENSE ..cccuvvvvveeeeieiiiiiieeeeeeeeiieee e 1,500
Interest payable.........occvviiiieiiciiiieeeee e, 1,500
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Exercise 2—19

Cash basis income ($545,000 — $412,000)
Add:
Increase in prepaid insurance ($6,000 — $4,500)
Deduct:
Depreciation expense
Decrease in accounts receivable ($62,000 — $55,000)
Decrease in prepaid rent ($9,200 — $8,200)
Increase in deferred service revenue ($11,000 — $9,200)

Increase in accrued liabilities ($15,600 — $12,200)

Accrual basis net income

2-38

$133,000

1,500
(22,000)
(7,000)
(1,000)
(1,800)

(3.400)

$99.300
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Exercise 2-20

Requirement 1

Wolkstein Drug
Company
Worksheet
December 31, 2021
Account Title

Cash

Accounts receivable
Prepaid rent
Inventory

Equipment
Accumulated depreciation
Accounts payable
Salaries payable
Common stock
Retained earnings
Sales revenue

Cost of goods sold
Salaries expense
Rent expense
Depreciation expense
Utilities expense
Advertising expense

Net Income

Totals

Unadjusted Trial

Balance
Dr.

20,000
35,000
5,000
50,000
100,000

180,000
71,000
30,000

0
12,000
4,000

507,000

Solutions Manual, Vol.1, Chapter 2

Adjusting Entries Adjusted Trial
Balance

Cr. Dr. Cr. Dr. Cr.

20,000

35,000

5,000

50,000

100,000
30,000 (1) 10,000 40,000
25,000 25,000
0 (2) 4,000 4,000
100,000 100,000
29,000 29,000
323,000 323,000

180,000

(2) 4,000 75,000

30,000

(1) 10,000 10,000

12,000

4,000
507,000 14,000 14,000 521,000 521,000

Income Statement

Balance Sheet

Dr. Cr. Dr. Cr.
20,000
35,000
5,000
50,000
100,000
40,000
25,000
4,000
100,000
29,000
323,000
180,000
75,000
30,000
10,000
12,000
4,000
311,00 323,00 210,00 198,00
0 0 0 0
12,000 12,000
323,000 323,000 210,000 210,000
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Exercise 2-20 (continued)

Requirement 2

2-40

WOLKSTEIN DRUG COMPANY
Income Statement
For the Year Ended December 31, 2021

Sales revenue .........cceeveeviiieriieeiiienieeeee
Cost of 200ds SOId ......cccvvvveviiiiiiiiiieeeiiee,
G1oSS Profit ..veeeeeevieeeeeiiiee e
Operating expenses:
Salaries EXPense........cevveereeveeveevveereeneennn, $75,000
Rent expense......cccooevveiiiiiiiiiiiiiiiiiiieee, 30,000
Depreciation eXpense .........ccccevveeeeerenveennn. 10,000
Utilities @XPeNSE ....eeeevveeeervreeeeirireerneeeenns 12,000
Advertising eXpense.......c.cccevveeeercvveeeennnennn. 4,000
Total operating expenses ..............
NEt INCOME ..o

$323,000
180,000
143,000

131,000
$ 12,000
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Exercise 2-20 (concluded)

WOLKSTEIN DRUG COMPANY
Balance Sheet

At December 31, 2021
Assets
Current assets:
Cash .. $ 20,000
Accounts receivable ...........ccccvviiiiiiiiinn, 35,000
INVENLOTY oo, 50,000
Prepaid rent ........ccocveeeiieeniiiniecieeeee 5,000
Total current assets ............oevvvvvvvvvvnnnnnnnnn. 110,000

Property and equipment:

Equipment .........cccoevevieiiiiiiiieeee e,
$100,000
Less: Accumulated depreciation................... (40,000) 60,000
Total assets ...cccveeeveeeviieeiniieiieeieeee, $170,000

Liabilities and Shareholders' Equity

Current liabilities:

Accounts payable ...........c.coceeveeeiiiieceeae. $ 25,000
Salaries payable ..........ccccvveeeiiiiiiieeiiieeees 4,000
Total current liabilities ........ccccoeeeeeeiinie.n. 29,000

Shareholders’ equity:

Common StOCK .....oeeeeeeeeeeeeeeeeeeeeeeeee e, $100,000
Retained earnings ...........cccceevevvvieeeeencnnnnenn. 41,000*
Total shareholders’ equity ....................... 141,000
Total liabilities and shareholders’ equity $170,000

*Beginning balance of $29,000 plus net income of $12,000.
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Exercise 2-21

Requirement 1

June 30 - adjusting entry
Salaries expense ($10,000 X 3/5)....cccveeeeeeeeireeeereeeireeeennennn 6,000
Salaries payable..........cccooeevviiiiieiiieeeeeee e, 6,000

July 1 - reversing entry
Salaries payable.........ccceeviiiiiiiieiiiieeeee e 6,000
Salaries EXPENSe......ccvveeerrrireeriieeeeireeeeeireeeeerree e 6,000

July 2 — payment of salaries

CaSh...coiiiiii e 10,000

Requirement 2

June 30 - adjusting entry
Salaries EXPENSE.....ccvuieeeeerireeririeeeirieeeereeeeerreeeeereeeens 6,000
Salaries payable.........cccoeeviiiiiiiiiieeeeee e 6,000

July 2 - payment of salaries

Salaries EXPENSE......cuviererurieeeririeeeiiieeeeieeeeeireeeeerrae e 4,000
Salaries payable.........cccooccviiiiiiiiiee e 6,000
CaSh. . 10,000
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Exercise 222

Requirement 1

The accountant would reverse adjusting entry 1, the accrual of interest receivable, and
entry 5, the accrual of salaries payable.

Requirement 2

1. Interest receivable ($90,000 x 8% X 3/12).cccceeevevceunnnnnnn.

Interest revenue.
5. Salaries expense ...

Salaries payable.

Requirement 3
1. Interest revenue ....

.....................................................

Interest receivable...........oooovviiiiiiiiiiiiieceeeeeeeee
5. Salaries payable ........ccccoooviiiieiiiiieeeeee e,

Salaries expense

Solutions Manual, Vol.1, Chapter 2

.....................................................

1,800

8,000

1,800

8,000

1,800

8,000

1,800

8,000
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Exercise 2-23

Transaction Journal
1.  Purchased merchandise on account. PJ
2. Collected an account receivable. CR
3.  Borrowed $20,000 and signed a note. CR
4. Recorded depreciation expense. GJ
5. Purchased equipment for cash. CD

6. Sold merchandise for cash.
(the sale only, not the cost of the merchandise) CR

7.  Sold merchandise on credit.

(the sale only, not the cost of the merchandise) SJ
8. Recorded accrued salaries payable. GJ
9. Paid employee salaries. CD
10.  Sold equipment for cash. CR
11.  Sold equipment on credit. GJ
12.  Paid a cash dividend to shareholders. CD
13.  Issued common stock in exchange for cash. CR
14.  Paid accounts payable. CD
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Exercise 224

Transaction Journal
1. Paid interest on a loan. CD
2. Recorded depreciation expense. GJ
3. Purchased office equipment for cash. CD
4.  Purchased merchandise on account. PJ
5. Sold merchandise on credit. SJ

(the sale only, not the cost of the merchandise)

6. Sold merchandise for cash. CR
(the sale only, not the cost of the merchandise)
7.  Paid rent. CD
8. Recorded accrued interest payable. GJ
9. Paid advertising bill. CD
10.  Sold a factory building in exchange for a note receivable. GJ
11.  Collected cash from customers on account. CR
12.  Paid employee salaries. CD
13. Collected interest on the note receivable. CR

PROBLEMS Problem 2-1

Requirement 1

2021 Debit Credit
Jan. 1 Cash oo 100,000
Common StocK ......ccccvvvvvveveeeeieeeennnn. 100,000
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Jan. 2 Inventory .........ccccvveeeeeiiiiiiiiciiiieeeeen, 35,000

Accounts payable ..........cccecueerennnne 35,000

Jan. 4  Prepaid insurance ..............cccoceuvvveeeennnn. 2,400
Cash ..o 2,400

Jan. 10  Accounts receivable ........cccceeevvveinnnnnn... 12,000
Sales revenue .......ooeveveeeceeeeeeeeeeeeene, 12,000

Jan. 10 Cost of goods sold ........cccccvvvevevveennnenn. 7,000
Inventory ......cooovvvviiiiiiiiiiiiieeeeeee, 7,000

Jan. 15 Cash ..o 30,000
Notes payable ........ccoovveeeviciiireennnnne, 30,000

Jan. 20  Salaries eXpense .......ccccceeeevvveeeeeeennnnen. 6,000
Cash ..o 6,000

Jan. 22 Cash ... 10,000
Sales revenue ..........eeveeeeeeeeeeeeeeeeeennn. 10,000

Jan. 22 Cost of goods sold ........cccveveeeenriieennnns 6,000
INVentory ......coeevvveeecciiiiieeeeeeee e, 6,000

Jan. 24 Accounts payable ...........cceeiiieeninnnnnn. 15,000
Cash ..ooeeeeeeeei, 15,000

Jan. 26 Cash ....ccoooeviiiiiiiiieee 6,000
Accounts receivable ............cooooo. 6,000

Jan. 28  Utilities eXpense ........cccoeeeeeeecvreeeeennee. 1,000
Cash ..o, 1,000

Jan. 30  Prepaidrent .........cccocvveiiiiiiiiiiiieeeee, 2,000

Rent expense ......ccoeevvvvvvviiiiiiiiiiiieeeee, 2,000
Cash ..o 4,000
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Problem 2—1 (continued)

Requirement 2

BALANCE SHEET ACCOUNTS

Cash Accounts receivable

1/1 Bal. 0 1/1 Bal. 0
1/1 100,000 2,400 1/4 1/10 12,000 6,000 1/26
1/15 30,000 6,000 1/20
1/22 10,000 15,0001/24
1/26 6,000 1,000 1/28

4,000 1/30
131 Bal. 117,600 1/31 Bal. 6,000

Inventory Prepaid insurance

1/1 Bal. 0 1/1 Bal. 0
1/2 35,000 7,000 1/10 1/4 2,400

6,000 1/22
131 Bal. 22,000 1/31 Bal. 2,400

Prepaid rent Accounts payable
1/1 Bal. 0 0 1/1 Bal
1/30 2,000 1/24 15,000 35,000 1/2
1/31 Bal. 2,000 20,000 1/31 Bal.
Notes payable Common stock
0 1/1 Bal. 0 1/1Bal
30,0001/15 100,000 1/1
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30,0001/31 Bal. 100,000  1/31 Bal.
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Problem 2—1 (continued)

INCOME STATEMENT ACCOUNTS

Sales revenue Cost of goods sold

0 1/1 Bal.1/1 Bal. 0

12,0001/101/10 7,000

10,0001/221/22 6-000

22,0001/31 Bal. 1/31 Bal. 13,000

Salaries expense Rent expense

1/1 Bal. 0 0
1/20 6,000 2,000
1/31 Bal 6,000 2,000

Utilities expense

1/1 Bal. 0
1/28 1,000

1/31 Bal. 1,000

Solutions Manual, Vol.1, Chapter 2
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Problem 2—1 (concluded)

Requirement 3

2-50

Account Title
Cash

Accounts receivable
Inventory

Prepaid insurance
Prepaid rent
Accounts payable
Notes payable
Common stock
Sales revenue
Cost of goods sold
Salaries expense
Utilities expense
Rent expense

Totals

Debits
117,600
6,000
22,000
2,400
2,000

Credits

20,000
30,000
100,000
22,000
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Problem 22

Requirement 2

2021 Debit Credit

Jan. 1  Cash ..o 3,500
Sales revenue ........ccceeevvvveeeeeenieennnn. 3,500

Jan. 1 Cost of goods sold .........ccecvveviiiennnnne 2,000
Inventory ......coooeiiviiiiiiiiiiiiii 2,000

Jan. 2 Equipment ..........cccoocoiiiiiniiiiiieiieeens 5,500
Accounts payable ..........cccvveeeeennne. 5,500

Jan. 4  Advertising exXpense ..........ccceeeeeeennnenn. 150
Accrued liabilities ........cccooeeeeiinnnnnnn. 150

Jan. 8 Accounts recetvable .........cccovvveieinnnnn... 5,000
Sales revenue .........c.evevvvveeeeeenieeennnn. 5,000

Jan. 8 Cost of goods sold .........ccecvveviiennnns 2,800
Inventory ..ol 2,800

Jan. 10 Inventory .......ccccceeeieeeiiiiiiieeee e 9,500
Accounts payable ............cccveeeennnne. 9,500

Jan. 13 Equipment .........ccccocoviviiiiiiiieeeiieeee 800
Cash c.ooveeeiieieeeee 800

Jan. 16 Accounts payable ...........ccccceeeeieennnnnn. 5,500
Cash ..., 5,500

Jan. 18 Cash ... 4,000
Accounts receivable ............cccc.ee.... 4,000

Jan. 20 Rent eXpense .......ccccoeeeeeevvvnvireeeeeenennn. 800
Cash ..o 800

Jan. 30 Salaries exXpense ........ccccceeevvieeeeennnnennn. 3,000
Cash ... 3,000

Jan. 31 Dividends ..........ccccvvvvvvvvveveeeiniiiiinineennnns 1,000
Cash ..., 1,000
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Problem 2-2 (continued)
Requirements 1 and 3

BALANCE SHEET ACCOUNTS

Cash Accounts receivable

1/1 Bal. 5,000 1/1 Bal. 2,000
1/1 3,500 800 1/131/8 5,000 4,000 1/18
1/18 4,000 5,500 1/16

800 1/20

3,000 1/30

1,000 1/31
1/31 Bal 1,400 1/31 Bal. 3,000

Inventory Equipment

1/1 Bal. 5,000 1/1 Bal. 11,000
1/10 9,500 2,000 1/1 1/2 5,500

2,800 1/8 1/13 800

1/31 Bal. 9,700 1/31 Bal. 17,300
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Problem 2-2 (continued)

Accumulated depreciation

Accounts payable

1/16

3,500 1/31 Bal.

Common stock

3,000 1/1 Bal.
5,500 5,500 172
9,500 1/10

12,5001/31 Bal.

Accrued liabilities

10,0001/1 Bal. 0 1/1 Bal.
150 1/4
10,0001/31 Bal. 150 1/31 Bal.
Dividends Retained earnings
1/1 Bal. 0 6,500 1/1 Bal.
1/31 1,000
1/31 Bal. 1,000 6,500 1/31 Bal.
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Problem 2-2 (continued)

INCOME STATEMENT ACCOUNTS

Sales revenue Cost of goods sold
0 1/1 Bal.1/1 Bal. 0
3,500 1/1 1/1 2,000
5,000 1/8 1/8 2,800
8,500 1/31 Bal. 1/31 Bal. 4,800
Rent expense Salaries expense
1/1 Bal. 0 1/1Bal. 0
1/20 800 1/30 3,000
1/31 Bal. 800 1/31 Bal. 3,000

Advertising expense

1/1 Bal. 0

1/4 150

1/31 Bal. 150
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Problem 2-2 (concluded)

Requirement 4

Account Title Debits Credits
Cash 1,400
Accounts receivable 3,000
Inventory 9,700
Equipment 17,300
Accumulated depreciation 3,500
Accounts payable 12,500
Accrued liabilities 150
Common stock 10,000
Retained earnings 6,500
Dividends 1,000
Sales revenue 8,500
Cost of goods sold 4,800
Salaries expense 3,000
Rent expense 800
Advertising expense 150

Totals 41,150 41,150
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Problem 2-3

1. Depreciation eXPpense...........cecveeeeevveeeerirveeeeeveeeennnes 10,000

Accumulated depreciation............ccccveeeeiveeennreenns 10,000
2. Salaries EXPENSE......ccevcuvrreerirreeeriireeeerrieeeereeeenrreeens 1,500

Salaries payable.........cccoecvieiiiiiiiieeeeeee e 1,500
3. Interest expense ($50,000 X 12% X 3/12)..c..cccveecreennnnnnn.. 1,500

Interest payable.........cceeeeeiieieiiiieeee e, 1,500
4. Interest receivable ($20,000 x 8% x 10/12)......cccvvveeienn. 1,333

INterest reVENUE........covvveeeiiiiiiiiieeeeeeeeeeeee e 1,333
5. Insurance expense ($6,000 X 2/24)........cccvveeeeiueeeeennnnn. 2,250

Prepaid inSurance ............ccocceeeeieeeeeeencieeenieeeieens 2,250
6. Supplies expense ($1,500 — $800)......cccvuveerreerriveeriunenns 700

SUPPLIES....eeviieeeeiiee e 700

7. No adjusting entry needed; not revenue until January 2022

8. Rent eXPense......ccccevcuiiiiiiiiiiiiiiiee e 1,000
Prepaid rent .........cccoveeviiiiiiiiiiie e 1,000
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Problem 24

Requirements 1 and 2
BALANCE SHEET ACCOUNTS

Cash Accounts receivable
Bal. 30,000 Bal. 40,000
12/31 Bal. 30,000 12/31 Bal. 40,000

Prepaid rent

Bal. 2,000
1,000 8.

12/31 Bal. 1,000

Prepaid insurance Supplies
Bal. 6,000 Bal. 1,500
5. 2,250 700 6.
1231 Bal. 3,750 12/31 Bal. 800

Inventory Notes receivable

Bal. 60,000 Bal. 20,000
12/31 Bal. 60,000 12/31 Bal. 20,000

Office equipment Interest receivable
Bal. 80,000 Bal. 0

4. 1,333
12/31 Bal. 80,000 12/31 Bal. 1,333
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Problem 2—4 (continued)

Accumulated depreciation

Accounts payable

30,000Bal. 31,000 Bal.

10,0001.

40,00012/31 Bal. 31,00012/31 Bal.
Salaries payable Notes payable

0 Bal 50,000 Bal.

1,500 2.

1,50012/31 Bal.

50,00012/31 Bal.

Interest payable Deferred sales revenue
0 Bal 2,000 Bal.
1,500 3. 0 7.

1,50012/31 Bal.

Common stock

2,00012/31 Bal.

Retained earnings

60,000Bal.

60,00012/31 Bal.

Dividends

Bal. 4,000

12/31 Bal. 4,000
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Problem 2—4 (continued)

INCOME STATEMENT ACCOUNTS

Sales revenue

Interest revenue

146,000Bal.

146,00012/31 Bal.

Cost of goods sold

0 Bal
1,333 4.

1,33312/31 Bal.

Salaries expense

Bal. 70,000 Bal. 18,900
2. 1,500
12/31 Bal. 70,000 12/31 Bal. 20,400

Rent expense

Depreciation expense

Bal. 11,000 Bal. 0
8. 1,000 1. 10,000
12/31 Bal. 12,000 12/31 Bal. 10,000
Interest expense Supplies expense

Bal. 0 Bal. 1,100
3. 1,500 6. 700
12/31 Bal. 1,500 12/31 Bal. 1,800

Insurance expense Advertising expense
Bal. 0 Bal. 3,000
5 2,250
12/31 Bal. 2,250 12/31 Bal. 3,000
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Problem 2—4 (continued)

Requirement 3

2-60

Account Title
Cash
Accounts receivable
Supplies
Inventory
Notes receivable
Interest receivable
Prepaid rent
Prepaid insurance
Office equipment
Accumulated depreciation
Accounts payable
Salaries payable
Notes payable
Interest payable
Deferred sales revenue
Common stock
Retained earnings
Dividends
Sales revenue
Interest revenue
Cost of goods sold
Salaries expense
Rent expense
Depreciation expense
Interest expense
Supplies expense
Insurance expense
Advertising expense
Totals

Debits
30,000
40,000
800
60,000
20,000
1,333
1,000
3,750
80,000

4,000

70,000
20,400
12,000
10,000
1,500
1,800
2,250
3.000
361,833

Credits

40,000
31,000
1,500
50,000
1,500
2,000
60,000
28,500

146,000
1,333
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Problem 2—4 (continued)

Requirement 4

PASTINA COMPANY
Income Statement
For the Year Ended December 31, 2021

SAlES TEVENUE ..o $146,000
Cost of goods sold .........ceeeeviiviiiiiciiiiieen, 70,000
GT10SS Profit .eveeeeevieeeeiiieeeiee e, 76,000

Operating expenses:

Salaries eXpense.........ccoveeevveeecveeeeveeeneenns $20,400

Rent eXpense.......ccccvvveeeeeeeiciiieeeeeeeenee, 12,000

Depreciation eXpense..........ocvveeeereeveeeennns 10,000

Supplies expense........cccceeveueeerieenieeennen. 1,800

Insurance eXpense .......cccceeeeevvveeeeeennnnnen. 2,250

Advertising eXpense..........cceeeeervreeeeennnn. 3.000

Total operating expenses ................. 49,450

Operating income 26,550
Other income (expense):

Interest revenue .........ccceeeevvvviineeeiiiiinnnnn. 1,333

Interest eXpense ......ccceeeevevveeeeeeciieeeeenns (1,500) 167)
NEt INCOME ...vvvveeeiiieeiiieeeeieeeeeee e $ 26,383

Solutions Manual, Vol.1, Chapter 2 2-61

Copyright © 2020 McGraw-Hill Education. All rights reserved. No reproduction or distribution without the prior written consent of
McGraw-Hill Education.



Problem 2—4 (continued)

Common
Stock

Balance at January 1, 2021 $60,000
Issue of common stock -0-

Net income for 2021
Less: Dividends

Balance at December 31, 2021  $60,000

PASTINA COMPANY
Statement of Shareholders' Equity
For the Year Ended December 31, 2021

Retained
Earnings
$28,500

26,383

(4,000)
$50,883

Total
Shareholders’
Equity
$ 88,500

-0 -
26,383
(4,000)

$110.883
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Problem 2—4 (continued)

PASTINA COMPANY
Balance Sheet
At December 31, 2021

Assets
Current assets:

SUPPHES .o,
Inventory ...
Notes receivable ........ccccvvvveeeieiiieeeeiiiinneen.
Interest receivable ..........cccoevviiiiiiiiinnnnnnn.
Prepaid rent .......cccoeveeiieeeiiiieeeee e,
Prepaid insurance ...........ccccevveeeieeeeinnnennnnn.

Total current assets .............ocevvvvvvvvvvvnnnnns

Office equipment ............cceeevievreecreecreeneennen. $80,000
Less: Accumulated depreciation ............... 40,000

Total aSSets ....cccvvveeeriiieeeriiee e,
Liabilities and Shareholders' Equity

Current liabilities
Accounts payable .........c.ccoeeiiiiiiiiiiieiee,
Salaries payable ........cccccevieeieiiiiieeeiieeen,
Notes payable .......ccccvvevviieeriieeiieeeiieee,
Interest payable .........ccccveeveeiiiiiieiiiiiens
Deferred sales revenue ...........ccccveeeeennnennnn.
Total current liabilities ...........c.cccceevveennne

Shareholders’ equity:

Common StOCK ....eoveeeeeeeeeeeeeeeeeeeeeeeeeeeen, $60,000
Retained earnings .........ccccceeeeevivieeeeeecnnneenn. 50,883
Total shareholders’ equity .......................

Total liabilities and shareholders’ equity

Solutions Manual, Vol.1, Chapter 2

$ 30,000
40,000
800
60,000
20,000
1,333
1,000
_3.750
156,883

$ 31,000
1,500
50,000
1,500
2.000
86,000

110,883
$196,883
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Problem 2—4 (continued)

Requirement 5

December 31, 2021

SaAlES TEVENUE......cooieeieeeeeeeeeeeeeee e 146,000

INterest TEVENUE. .......ovveeeeeiiiiiiieeee e 1,333
Retained earnings..........ccoccveeeeviiieeecieeeeriee e 147,333

Retained earnings...........ccccveeevcveeeeiiieeesiieeeeieee e 120,950
Cost of 200ds SOId.......ccevuvriiiieeeiiiie e, 70,000
Salaries EXPENSe......ccvureererereeriieeeeireeeeereeeeerreeeenens 20,400
Rent eXpense.......ccooecuiiiiiiiiiiiiiiieee e 12,000
Depreciation eXpense.........ceccvveeeeecuveeeeeiivreeessnveeeennnns 10,000
INtErest EXPENSE...cceeeeeeeiiiiiiiiiieeeeeeeeeiiireeee e e e e e e e 1,500
SUPPLIES EXPENSE ..oeeeevvieeeiiiieeeieee e 1,800
INSUTanNCe EXPEeNSe......cueeeeeeeeuririeeeeeeeiireeeeeeeeecaveeeens 2,250
AdVertising eXPense.........ccuveeruveerireeerveeesreeenveessseeennns 3,000

Retained earnings...........cccceeeevciieeeeiiieeenieeeeieee e 4,000
DIvIdendsS.......cooooiiiiiiiiiiiieeeeeeeeeeeeeeeee 4,000
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Problem 2—4 (continued)

Sales revenue

Interest revenue

146,000Bal. 0 Bal.
1,333 4.

Closing 146,000 Closing 1,333

0 12/31 Bal. 0 12/31 Bal.

Cost of goods sold Salaries expense
Bal. 70,000 Bal. 18,900
4. 1,500

70,000Closing 20,400 Closing

12/31 Bal. 0 12/31 Bal. 0

Rent expense

Depreciation expense

Bal. 11,000 Bal. 0
8. 1,000 1. 10,000

12,000Closing 10,000 Closing
12/31 Bal. 0 12/31 Bal. 0

Interest expense Supplies expense

Bal. 0 Bal. 1,100
3. 1,500 6. 700

1,500Closing 1,800 Closing
12/31 Bal. 0 12/31 Bal. 0
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Problem 2—4 (continued)

Insurance expense Advertising expense
Bal. 0 Bal. 3,000
5. 2,250
2,250Closing 3,000 Closing
12/31 Bal. 0 12/31Bal. 0
Retained earnings Dividends
28,500Bal. Bal. 4,000
Cl. exp 120,950 147,333 Cl.rev 4,000 Closing

Cl. Div 4,000

50,88312/31 Bal.  12/31 Bal. 0
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Problem 2—4 (concluded)

Requirement 6

Account Title Debits Credits

Cash 30,000

Accounts receivable 40,000

Supplies 800

Inventory 60,000

Notes receivable 20,000

Interest receivable 1,333

Prepaid rent 1,000

Prepaid insurance 3,750

Office equipment 80,000

Accumulated depreciation 40,000

Accounts payable 31,000

Salaries payable 1,500

Notes payable 50,000

Interest payable 1,500

Deferred sales revenue 2,000

Common stock 60,000

Retained earnings 50,883
Totals 236,883 236,883
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Problem 2-5

Rent eXpense........cooecviiiiiiiiieiiiiiieee e 800

Prepaid rent ........ccoeviiiiiiiiie e 800
SUPPIIES EXPENSE.....vviierieeiieeeiieeriee e eereeereeeaeeeeiaeeas 700

SUPPLIES....vieeeiiie e 700
Interest receivable .....ccooooviiiiiiiiiiiiiieee e 1,500

INterest TeVENUE........cvvvveeeeiiiiieieee e, 1,500
Depreciation @XPENSe.......cceevveeeercuveeeesiveeeeesireeeesnveeeanns 6,500

Accumulated depreciation............cccceeeeeeveciieeeeeeennne. 6,500
Salaries EXPENSE.....ccvvieeeeiieeerireeeeerieeeereeeeeireeeeireeeeans 6,200

Salaries payable..........cccooeevviiiiiiiiiie e, 6,200
Interest EXPenSse .....coevevveiiiiiiiiiiiiee e 2,500

Interest payable.........ccceveeviiiiiiiiiie e 2,500
Deferred rent reVENUE ..........oevveeeeeviiiiiiiiiiiieeeeeeeeeeeeees 2,000

Rent reVenUe........cooeviivviieiiiiieee e 2,000
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Problem 2—6

Requirement 2

A CaSN.cceeeee e 70,000

Accounts receivable .........ouveeeeeeiiiieeeeeeeeeee 30,000
SEIVICE TEVENUE.....eeeiiiiiiiiieieeeieeieieeeeeeeeeeeeeeeeeenns 100,000

Do Cash. ..o 27,300
Accounts receivable...........oeeiiiiiiiiiiieeeeeee 27,300

Co Cashu .o 10,000
CommoOn StOCK........uuueeiiiieeiiiieiiieeeeeee, 10,000

d. Salaries eXpense ........ccceeeeeeriiieriiieniieeniee e 41,000

Salaries payable ..........ccccoveiiiiiiiiieeee e 9,000
CaSN..cciiieeee e 50,000

e. Miscellaneous eXpense........c.eeevvveeervreeervveeenveeeennnes 24,000
Cash. ... 24,000

f. EqQuipment.........ccccooviiiiiiiiiiieeeeeeee e 15,000
CaSh. oo 15,000

g, DIvIAends .....cccvvevieeiiiiiiie e 2,500
CaASN..eeeeiie 2,500
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Problem 2—6 (continued)

Requirements 1 and 3

BALANCE SHEET ACCOUNTS

Cash Accounts receivable
1/1 Bal. 30,000 1/1 Bal. 15,000
a. 70,000 50,000d. a. 30,000 27,300 b.
27,300 24,000e.
c. 10,000 15,000f.
2,500 g.
12/31 Bal. 45,800 12/31 Bal. 17,700
Equipment
1/1 Bal. 20,000
f. 15,000
12/31 Bal. 35,000
Accumulated depreciation Salaries payable
6,000 1/1 Bal. 9,000 1/1 Bal.
d. 9,000
6,00012/31 Bal. 0 12/31 Bal.

Common stock

Retained earnings
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Problem 2—6 (continued)

Dividends
1/1 Bal. 0
g. 2,500

12/31 Bal. 2,500
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Problem 2—6 (continued)

INCOME STATEMENT ACCOUNTS

Service revenue Miscellaneous expense
0 1/1 Bal.1/1 Bal. 0
100,000 a. e. 24,000

100,000 12/31 Bal. 12/31 Bal. 24,000

Salaries expense

1/1 Bal. 0
d. 41,000

12/31 Bal. 41,000

Requirement 4

Account Title Debits Credits
Cash 45,800
Accounts receivable 17,700
Equipment 35,000
Accumulated depreciation 6,000
Salaries payable -0-
Common stock 50,500
Retained earnings 9,500
Dividends 2,500
Service revenue 100,000
Salaries expense 41,000
Miscellaneous expense 24,000

Totals 166,000 166,000
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Problem 2—6 (continued)

Requirement 5

Salaries EXPENSE.....ccvveeirerieeerrieeeerrieeeereeeeerreeeeereeeens 1,000
Salaries payable.........ccccoeeeviiieieiiiie e 1,000
Depreciation EXPenSe........oevvveeeereurereernreeeeerereeesneneeeanns 2,000
Accumulated depreciation............cccveeeeeerciiieeeeeennne. 2,000
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Problem 2—6 (continued)

BALANCE SHEET ACCOUNTS

Cash Accounts receivable

1/1 Bal. 30,000 1/1 Bal. 15,000
) 70,000 50,000d. a. 30,000 27,300 b.
b. 27,300 24,000e.
C. 10,000 15,000f.

2,500 g.
12/31 Bal. 45,800 12/31 Bal. 17,700

Equipment

1/1 Bal. 20,000
f. 15,000

12/31 Bal. 35,000

Accumulated depreciation

Salaries payable

6,000 1/1 Bal.
2,000 Adjusting

8,00012/31 Bal.

Common stock

9,000 1/1 Bal.
d. 9,000 1,000Adjusting

1,000 12/31 Bal.

Retained earnings

40,5001/1 Bal.
10,000c.

50,50012/31 Bal.
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Problem 2—6 (continued)

Dividends
1/1 Bal. 0
g. 2,500

12/31 Bal. 2,500

INCOME STATEMENT ACCOUNTS

Service revenue Miscellaneous expense
0 1/1 Bal.1/1 Bal. 0
100,000 a. €. 24,000

100,000 12/31 Bal. 12/31 Bal. 24,000

Depreciation expense

1/1 Bal. 0
Adjusting 2,000

12/31 Bal. 2,000

Salaries expense

1/1 Bal. 0
d. 41,000
Adjusting 1,000

12/31 Bal. 42,000
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Problem 2—6 (continued)

Requirement 6

Account Title Debits Credits
Cash 45,800
Accounts receivable 17,700
Equipment 35,000
Accumulated depreciation 8,000
Salaries payable 1,000
Common stock 50,500
Retained earnings 9,500
Dividends 2,500
Service revenue 100,000
Salaries expense 42,000
Miscellaneous expense 24,000
Depreciation expense 2,000
Totals 169,000 169,000
Requirement 7
KARLIN COMPANY
Income Statement
For the Year Ended December 31, 2021
SEIVICE TEVENUE ..eeeeeeeeeeeeeeeeeeeeeeeeeeeeens $100,000
Operating expenses:
Salaries EXPense......ccoeeveevreeeereeeireeennennn. $42,000
Miscellaneous exXpense ...........cccvveeeeenneee. 24,000
Depreciation eXpense ...........ceeeervvveennnns 2,000
Total operating expenses ........... 68.000
NEt INCOME ...eeevieeeiiieeeiiee e $ 32,000
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Problem 2—6 (continued)

KARLIN COMPANY
Balance Sheet
At December 31, 2021
Assets
Current assets:
Cash ... $45,800
Accounts receivable ...........ccooeeiiiiiiiinnnnen.. 17,700
Total current assets ...........cooovvvvvvveennnnnnnn. 63,500
Property and equipment:
Equipment .........cccoooevviiiiiiiiiiieeeeiee e $35,000
Less: Accumulated depreciation................. (8,000) 27,000
Total aSSEtS ..vvvveeeeeeeeiieeeeeeeeeeeereeee 90,500

Liabilities and Shareholders' Equity

Current liabilities:

Salaries payable ..........ccoceeeeeeriereereerenenne, $ 1,000
Total current liabilities ..................ouue... 1,000

Shareholders’ equity:

COmMMON STOCK w.eeeeeeeeeeeee e $50,500

Retained earnings ..........ccccoeevvveeeeecinieeeennns 39.000*
Total shareholders’ equity ...................... 89,500
Total liabilities and shareholders’ equity 90,500

*Beginning balance of $9,500 plus net income of $32,000 less dividends of $2,500.
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Problem 2—6 (continued)

Requirement 8

December 31, 2021

SEIVICE TEVEINUE......coeiiiiiiieiieeeieieiieeeeeeeee e e e e e e e e eeeeaaaeeeeees 100,000
Retained earnings..........ccocccveveeviieeeeiieeeeniee e 100,000

Retained earnings..........ccoccvveeevcvieeeeeieeeeniee e e 68,000
Salaries EXPENSe......ccvveeerirereerriereeiieeeeereeeeeereeeenens 42,000
Miscellaneous eXpense.........ccceeeeeeeevvieeeeeercvveeeeeennee, 24,000
Depreciation eXPense.........ceecvveeeeecuveeeeeiiveeeeercnreeeennnns 2,000

Retained earnings..........coeccveeevveeecieeeniiesiieesieeeeee e 2,500
DiIvIAends......ccouueveeiiiiiiiiiiiiiieeeee e 2,500
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Problem 2—6 (continued)
BALANCE SHEET ACCOUNTS

Cash Accounts receivable

1/1 Bal. 30,000 1/1 Bal. 15,000
a. 70,000 50,000d. a. 30,000 27,300 b.
b. 27,300 24,000e€.
C. 10,000 15,000f.

2,500 g.
12/31 Bal. 45,800 12/31 Bal. 17,700

Equipment

1/1 Bal. 20,000
f. 15,000

12/31 Bal. 35,000

Accumulated depreciation Salaries payable
6,000 1/1 Bal. 9,000 1/1 Bal.
2,000 Adjusting d. 9,000 1,000Adjusting
8,00012/31 Bal. 1,000 12/31 Bal.
Common stock Retained earnings
10,000c. 100,000 Cl.rev

Cl. exp 68,000
Cl div 2,500

50,50012/31 Bal. 39,00012/31 Bal.
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Problem 2—6 (continued)

Dividends
1/1 Bal. 0
g. 2,500

2,500 Closing

12/31 Bal. 0

INCOME STATEMENT ACCOUNTS

Service revenue Miscellaneous expenses
0 1/1 Bal.1/1 Bal. 0
100,000 a. e. 24,000
Closing 100,000 24,000 Closing
0 12/31 Bal. 12/31 Bal. 0

Depreciation expense

1/1 Bal. 0
Adjusting 2,000
2,000Closing

12/31 Bal. 0

Salaries expense

1/1 Bal. 0
d. 41,000
Adjusting 1,000 42,000Closing
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12/31 Bal. 0
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Problem 2—6 (concluded)

Requirement 9

Account Title Debits Credits
Cash 45,800
Accounts receivable 17,700
Equipment 35,000
Accumulated depreciation 8,000
Salaries payable 1,000
Common stock 50,500
Retained earnings - 39.000
Totals 98.500 98.500
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Problem 27

Requirement 1

a. Interest receivable ..........ccooeviiiiiiiiiiiiiiie,
Interest revenue ($10,000 x 12% x 1/2)............
b. Depreciation expense ($30,000 x 1/5)................
Accumulated depreciation..........................
¢. Deferred rent revenue............ccceeeeeeennnnnennennn..
Rent revenue ($6,000 X 2/6)........cccevuveeeeeennee.
d. Prepaid inSurance ............cccceeevvveeenciveeeeennennns
Insurance expense ($2,400 x 15/24)................
e. Interest expense ($20,000 x 12% X 3/12)...ccun......
Interest payable........cccceveviiiniiiiiiiiieene,
f. Supplies expense ($1,800 — $700)......ccccveerurennnn
SUPPLIES....vvviieeeciiieeeeeee e

Requirement 2

Adjustments to revenues:

Understatement of interest revenue
Understatement of rent revenue

Adjustments to expenses:

Overstatement of insurance expense
Understatement of depreciation expense
Understatement of interest expense
Understatement of supplies expense
Overstatement of net income

Solutions Manual, Vol.1, Chapter 2

e 6,000
e 2,000
e 1,500
600

........... 1,100

...........

600

6,000

2,000

1,500

600

1,100

Income overstated
(understated)

$ (600)
(2,000)

(1,500)
6,000
600
1,100

$3.600
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Problem 2-8

1. Depreciation expense ($75,000 + 10 years)................... 7,500

Accumulated depreciation............ccccveeeeiveeennreenns 7,500
2. Salaries expense ($4,500 — $3,000)........ccceerevrreeeeennnnne. 1,500

Salaries payable.........cccoecvieiiiiiiiieeeeeee e 1,500
3. Interest expense ($30,000 x 10% X 4/12)..c.veeevuveeeureennnennn 1,000

Interest payable.........cceeeeeiieieiiiieeee e, 1,000
4. SUPPLHCS....vviiiiiiiiiee et 500

SUPPlIes EXPENSE....cccerriiieeirieeeeireeeeeireeeeeireee e 500
5. Prepaid rent.........ooocviiiiiiiiieeieee e 1,000

Rent expense........ooovviiiiiiiniiiiiiiiiie e, 1,000
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Problem 2-9

Requirements 1 and 2

a. Depreciation expense ($50,000 + 50 years)...................
Accumulated depreciation—buildings..................

b. Depreciation expense ($100,000 X 10%)....c.c.eeeruveennneenn
Accumulated depreciation—office equipment......

c. Insurance expense..........
Prepaid insurance ......

d. Salaries expense.............

Salaries payable.........

e. Rentrevenue..................
Deferred rent revenue

Solutions Manual, Vol.1, Chapter 2

............................................

............................................

............................................

1,000

10,000

1,000

1,500

1,200

1,000

10,000

1,000

1,500

1,200
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Problem 2-9 (continued)

BALANCE SHEET ACCOUNTS

Cash

Accounts receivable

Bal. 8,000 Bal. 9,000

12/31 Bal. 8,000

Prepaid insurance

12/31 Bal. 9,000

Bal. 3,000
1,000Adjusting
12/31 Bal. 2,000
Land Buildings
Bal. 200,000 Bal. 50,000

12/31 Bal. 200,000

Office equipment

Bal. 100,000

12/31 Bal. 100,000

Accumulated depreciation—office equip.

12/31 Bal. 50,000

Accumulated depreciation—buildings

20,000 Bal.
1,000  Adjusting

21,000 12/31 Bal.

Accounts payable

40,000 Bal.
10,000Adjusting

50,00012/31 Bal.
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Problem 2-9 (continued)

Salaries payable Deferred rent revenue
0 Bal 0 Bal.
1,500Adjusting 1,200 Adjusting
1,50012/31 Bal. 1,20012/31 Bal.
Common stock Retained earnings
200,000Bal. 56,450 Bal.
200,00012/31 Bal. 56,45012/31 Bal.

INCOME STATEMENT ACCOUNTS

Service revenue Interest revenue
90,000Bal. 3,000 Bal.
90,00012/31 Bal. 3,000 12/31 Bal.

Rent revenue Salaries expense

7,500Bal.  Bal. 37,000
Adjusting 1,200 Adjusting 1,500

6,30012/31 Bal. 12/31 Bal. 38,500

Depreciation expense

Bal. 0
Adjusting 1,000
Adjusting 10,000

12/31 Bal. 11,000
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Problem 2-9 (continued)

2-88

Insurance expense

Utilities expense

Bal. 0 Bal.
Adjusting 1,000
12/31 Bal. 1,000 12/31 Bal.

Maintenance expense

Bal. 15,000

12/31 Bal. 15,000

30,000

30,000

Intermediate Accounting, 10/e

Copyright © 2020 McGraw-Hill Education. All rights reserved. No reproduction or distribution without the prior written consent of
McGraw-Hill Education.



Problem 2-9 (continued)

Requirement 3

Account Title Debits Credits
Cash 8,000
Accounts receivable 9,000
Prepaid insurance 2,000
Land 200,000
Buildings 50,000
Accumulated depreciation—buildings 21,000
Office equipment 100,000
Accumulated depreciation—office equipment 50,000
Accounts payable 35,050
Salaries payable 1,500
Deferred rent revenue 1,200
Common stock 200,000
Retained earnings 56,450
Service revenue 90,000
Interest revenue 3,000
Rent revenue 6,300
Salaries expense 38,500
Depreciation expense 11,000
Insurance expense 1,000
Utilities expense 30,000
Maintenance expense 15,000

Totals 464,500 464,500
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Problem 2-9 (continued)

Requirement 4

December 31, 2021

SEIVICE TEVENUE......coeiiiiiiiiiieeiiiieeeeeeeeeeee e e e e e e e eaaeeaeees 90,000

INtErest TEVENUE .....oevvveeeeiiiiieee e 3,000

ReNt TEVENUEC ....euiiiiiiiec e 6,300
Retained earnings..........ccoeccveeeeviieeencieeeeiee e 99,300

Retained €arnings...........coccvveeevcvieeeeiieeeenieeeeeeee e 95,500
Salaries EXPEnSe......ccvueeererereerriereerrreeeereeeesnree e 38,500
Depreciation eXpense.........ceeevveeeercveeeeeivreeesscnveeeennnn 11,000
INSUTANCE EXPENSE ..vvvvvreeeeeeiiririeeeeeeriiieeeeeeeeeeeveeeees 1,000
UtlItIES EXPENSE ..vvveeeniiieeiiieeiieeeieeeriee e eeee e 30,000
Maintenance EXPENSE .......eceeeevreeeeeirreeeeeirreeeeenreeeennnns 15,000
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Problem 2-9 (concluded)

Requirement 5

Account Title Debits Credits

Cash 8,000

Accounts receivable 9,000

Prepaid insurance 2,000

Land 200,000

Buildings 50,000

Accumulated depreciation—buildings 21,000

Office equipment 100,000

Accumulated depreciation—office equipment 50,000

Accounts payable 35,050

Salaries payable 1,500

Deferred rent revenue 1,200

Common stock 200,000

Retained earnings L 60,250
Totals 369,000 369,000
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Problem 2-10

Computations:
Sales revenue
Sales revenue during 2021 = $320,000 + $22,000 = $342,000

Cost of goods sold

Accounts pavable
0 1/1 Balance

Cash paid 220,000
?  Purchases

30,000 12/31 Balance
Purchases during 2021 = $220,000 + $30,000 = $250,000
Inventory

1/1 Balance 0
Purchases 250,000

?  Cost of goods sold

12/31 Balance 50,000
Cost of goods sold during 2021 = $250,000 — $50,000 = $200,000

Rent expense and prepaid rent
Prepaid rent = $3,000x 2/3 =  $2,000
Rent expense during 2021 = $14,000 — $2,000 = $12,000

Depreciation expense
Depreciation during 2021 = $30,000 x 10% = $3,000

Interest expense
Interest accrued during 2021 = $40,000 x 12% x 9/12 = $3,600

Salaries expense
Cash paid plus accrued salaries = $80,000 + $5,000 = $85,000

2-92 Intermediate Accounting, 10/e
Copyright © 2020 McGraw-Hill Education. All rights reserved. No reproduction or distribution without the prior written consent of
McGraw-Hill Education.




Problem 2—10 (continued)

McGUIRE CORPORATION
Income Statement
For the Year Ended December 31, 2021

SAlES TEVENUE .o $342,000
Cost of goods sOId .....ccccvveeviiiiiiiiieeieeee, 200,000
GTOSS PrOfIt .evveeeeiiiieeeiiiee e, 142,000

Operating expenses:

Salaries EXPENSE.....c..oouveeveeveevreeereeereeereeeneenn, $85,000
Rent expense........ooevveiiiiiiiiiiiiniiiiiiiiiieeeeeee 12,000
Depreciation eXpense..........oeecvveeeerrcvveeeeennnn 3,000
Miscellaneous eXpense. ........cccveeeervveeernveenns 10,000
Total operating expenses ................ 110,000
Operating INCOME .........eeeeeeereurrereeeerienrreeeeennns 32,000
Other expense:
Interest €Xpense ......ceeeeeevvriiieieeeeeeeeeeineeeee 3.600
NEt INCOME ..ceevvieeeiieeeeiiee e e $ 28,400
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Problem 2—10 (concluded)

McGUIRE CORPORATION
Balance Sheet

At December 31, 2021
Assets
Current assets:
CASH e, $ 56,000 M
Accounts receivable ...........ccoooeeeiiiiiiiiinnnn.l. 22,000
Prepaid rent .......cccoeeeeviieeciiieeee e, 2,000
INVENtOTY oooveiieeee e 50,000
Total current assets .............evvvvvveeceeeeennnn. 130,000
Office equIipment ...........cccoeeevveeveecieecreeennnn. $30,000
Less: Accumulated depreciation................. (3.000) 27,000
Total @SSEtS ...vvvvvvvreeeeeeeeeeeeeeeeeeeeeeeeeeeeee $157,000

Liabilities and Shareholders' Equity

Current liabilities:

Accounts payable .............ccceeevieeiieeneenn.n $ 30,000
Salaries payable .........ccccccveveieiniieeeiieeen, 5,000
Notes payable .......ccooevveeeriieeeiiieecieeee, 40,000
Interest payable ...........ccocoeeveeeeeeeeeeennn, __3.600

Total current liabilities .............oooeveeinnnnnn. 78,600

Shareholders’ equity:

Common StOCK .....eeeeeeeeeeeeeeeeeeeeeeeeeeeeee $50,000

Retained earnings ..........cccceevvvveeeeeeiiieeeenn, 28,400
Total shareholders’ equity ....................... 78.400
Total liabilities and shareholders’ equity $157,000

(1) $410,000 — $354,000 = $56,000
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Problem 2-11

Requirement 1
a. Sales revenue

Accounts receivable
11/30 Balance 10,000

80,000 Cash collections
Sales revenue  ?

12/31 Balance 3,000

Sales revenue during December = $3,000 + $80,000 — $10,000 = $73,000
b. Cost of goods sold

Accounts payable
12,000 11/30 Balance

Cash paid 60,000
?  Purchases

15,000 12/31 Balance

Purchases during December = $15,000 + $60,000 — $12,000 = $63,000

Inventory
11/30 Balance 7,000
Purchases 63,000

? Cost of goods sold

12/31 Balance 6,000

Cost of goods sold during December = $7,000 + $63,000 — $6,000 = $64,000
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Problem 2—11 (concluded)
c¢. Insurance expense

Prepaid insurance
11/30 Balance 5,000
Cash payment 5,000
? Insurance expense

12/31 Balance 7,500
Insurance expense during December = $5,000 + $5,000 — $7,500 = $2,500

d. Salaries expense

Salaries payable
5,000 11/30 Balance
Cash payments 10,000
? Salaries expense

3,000 12/31 Balance

Salaries expense during December = $3,000 + $10,000 — $5,000 = $8,000

Requirement 2

Accounts 1eCeivable...........oooiiiiiiiiiiiiiieeeeeeeeeeen 73,000
SaleS TEVENUE......ovveeeeeeeeeeieeeeeeeeeee e 73,000
Cost of g200ds SOId.......ccocviiiviiiiiiiieeee e, 64,000
INVENLOTY oo 64,000
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Problem 2-12

Requirement 1
Computations:

Sales revenue:
Cash collected from customers
Add: Increase in accounts receivable
Sales revenue

Interest revenue:
Cash received
Add: Amount accrued at the end of
2021 ($50,000 x .08 x 9/12)
Deduct: Amount accrued at the end of 2020
Interest revenue

Cost of goods sold:
Cash paid for merchandise
Add: Increase in accounts payable
Purchases during 2021
Add: Decrease in inventory
Cost of goods sold

Insurance expense:
Cash paid
Add: Prepaid insurance expired during 2021
Deduct: Prepaid insurance on 12/31/2021
($6,000 x 4/12)
Insurance expense

Salaries expense:
Cash paid
Add: Increase in salaries payable
Salaries expense

Solutions Manual, Vol.1, Chapter 2

$675,000
30,000

$705.,000

$4,000

3,000 (c)

(3,000)
$4.000

$390,000
12,000
402,000
18.000

$420,000

$6,000
2,500

(2,000) (a)

$6.500

$210,000
4.000

$214,000
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Problem 2—12 (continued)

Interest expense:
Amount accrued at the end of 2021

($100,000 x .06 x 2/12) $1,000 (d)
Rent expense:
Amount paid $24,000
Add: Prepaid rent on 12/31/2020 expired
during 2021 11,000
Deduct: Prepaid rent on 12/31/2021 ($24,000 x 6/12) (12,000) (b)
Rent expense $23.,000
Depreciation expense: Increase in accumulated depreciation $10,000

Zambrano Wholesale Corporation

Income statement
For the Year Ended December 31, 2021

Sales revenue $705,000

Cost of goods sold 420,000
Gross profit 285,000
Operating expenses:

Insurance expense $ 6,500

Salaries expense 214,000

Rent expense 23,000

Depreciation expense 10,000

Total operating expenses 253,500

Operating income 31,500
Other income (expense):

Interest revenue 4,000

Interest expense (1,000) 3.000
Net income $34.500
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Problem 2—12 (concluded)

Requirement 2

a. Prepaid insurance $ 2,000
b. Prepaid rent 12,000
c. Interest receivable 3,000
d. Interest payable 1,000
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Problem 2-13

Excalibur Corporation
Worksheet
December 31, 2021

Account Title Unadjusted Trial Balance Adjusting Entries Adjusted Trial Balance Income Statement Balance Sheet
Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.
Cash 23,300 23,300 23,300
Accounts receivable 32,500 32,500 32,500
Supplies 0 (4) 500 500 500
Prepaid rent 0 (5) 1,000 1,000 1,000
Inventory 65,000 65,000 65,000
Office equipment 75,000 75,000 75,000
Accumulated depreciation 10,000 (1) 7,500 17,500 17,500
Accounts payable 26,100 26,100 26,100
Salaries payable 3,000 (2) 1,500 4,500 4,500
Notes payable 30,000 30,000 30,000
Interest payable 0 (3) 1,000 1,000 1,000
Common stock 80,000 80,000 80,000
Retained earnings 22,050 22,050 22,050
Dividends 6,000 6,000 6,000
Sales revenue 180,000 180,000 180,000
Cost of goods sold 95,000 95,000 95,000
Interest expense 0 (3) 1,000 1,000 1,000
Salaries expense 32,350 (2) 1,500 33,850 33,850
Rent expense 14,000 (5) 1,000 13,000 13,000
Supplies expense 2,000 (4) 500 1,500 1,500
Utilities expense 6,000 6,000 6,000
Depreciation expense 0 (1) 7,500 7,500 7,500
157,850 180,000 203,300 181,150
Net Income 22,150 22,150
Totals 351,150 351,150 11,500 11,500 361,150 361,150 180,000 180,000 203,300 203,300
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Problem 2—13 (continued)

EXCALIBUR CORPORATION
Income Statement
For the Year Ended December 31, 2021

Sales revenue .........cccceeeeeeciiieeenciieee e
Cost of goods sold .......ccceeevveveiiiiieieeiien.
GTrosS Profit ...ceeeeceveeeeeeiiieeeiee e

Operating expenses:

Salaries EXPense........cvvreurecveeereeereeereeeneenne $33,850
Rent expense.......cccoeeveiiiiieeeeeiiecciiiieenn. 13,000
Supplies EXPense .......cccveeeeevveeeeeeveeeeennnen. 1,500
Utilities €XPeNSEe ....eeeeevveeeeerreeeeireeeeeiveeeenns 6,000
Depreciation eXpense..........ccccevvveeeeeennnnenn.. 7,500
Total operating expenses ............
Operating INCOME .........eeeeerrurreeeeeeninrreeeeenns
Other expense:
Interest eXpense. .........uueevveeeeeeeerveeeeeieenennans
NEt INCOME ...evvieeeiiieeeiiee e

$180,000
95.000
85,000

[\
[9)
[S—
()]
e

Solutions Manual, Vol.1, Chapter 2

2-101

Copyright © 2020 McGraw-Hill Education. All rights reserved. No reproduction or distribution without the prior written consent of

McGraw-Hill Education.



Problem 2—13 (continued)

Balance at January 1, 2021

Issue of common stock

Net income for 2021

Less: Dividends

Balance at December 31, 2021

Common
Stock
$80,000

-0 -

$80,000

EXCALIBUR CORPORATION
Statement of Shareholders' Equity
For the Year Ended December 31, 2021

Retained
Earnings
$22,050

22,150

(6.000)
$38.200

Total
Shareholders’
Equity
$102,050

-0 -
22,150

(6.000)
$118,200
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Problem 2—13 (continued)

EXCALIBUR CORPORATION
Balance Sheet

At December 31, 2021
Assets
Current assets:

Cash ... $ 23,300
Accounts receivable ..o, 32,500
SUPPLIES .evveeeiiieeeiiee et 500
Prepaid rent........cccvveeieeciiiiiieiee e 1,000
INVENLOTY oo 65,000
Total current assets ...........ooevevvvvvivivvevennnnnnn. 122,300

Office eqUIPMENt .......c.eovvrevierieieiiereeeieereenea, $75,000
Less: Accumulated depreciation ................... (17,500) 57,500
Total aSSELS ..oeeeveeerreeeeeeeeciieeee e $179,800

Liabilities and Shareholders' Equity

Current liabilities:

Accounts payable .........c..cceeieeiiiieiiiieiene. $ 26,100
Salaries payable .........ccccoeeeiiiiiieiiiiiee e, 4,500
Notes payable ......ccceeeeviiieeiiiiieiee e, 30,000
Interest payable .........cccveeeeeiiiiiiiniieeeee, 1,000

Total current liabilities ..........ccccoeeevevvnnnnnn.n. 61,600

Shareholders’ equity:

Common StOCK ....evveeeeeeeeeeeeee e $80,000
Retained earnings ..........ccocoveeevcveeeecvveeeennnn. 38,200
Total shareholders’ equity .........cccccevvveeenn. 118,200
Total liabilities and shareholders’ equity $179,800
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Problem 2—13 (concluded)

December 31, 2021
SAlES TEVENUE.......uveeeiiieieiiiieeeeeeeeeeee e 180,000
Retained earnings..........ccoceveveevvieeeciieeeeeiiee e 180,000
Retained earnings...........cccovveeevivieeeeciiee e 157,850
Cost of 200ds SOId........ccccuvriiiiieeiiiiiee e, 95,000
INterest EXPENSE...cceeeieeeiiiiiiiiiiieeeeeeeeciiireee e e e e e e e e 1,000
Salaries EXPENSe......ccovveeeeurireeiiieeeeireeeeeree e e 33,850
Rent exXpense.......coovvviiiiiiiiiiniiieeeeee e 13,000
SUPPlies EXPENSE ...cceeuvvveeeiiiieeeiiee e 1,500
UtIlItieS @XPENSE...evrereriieeririeeeriieeeeieeeenireeeeeneeeeenens 6,000
Depreciation €XPenSe........eecevreeeervreeeeriuveeeeenveeeeennnnens 7,500
Retained earnings..........cccccvvveevcvieeeeiiiee e e 6,000
DIvIdendsS.......ccoooiiiiiiiiiiiiiieeeeeeee e 6,000
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DECISION MAKERS’ PERSPECTIVE CASES

Discussion Case 2—-1

Memorandum

To:  Mr. Sean Pitt

From: Your Name

Date: Current Date

RE:  Usefulness of accrual based financial statements

Ms. Alice requested that I follow up with you regarding your application for a
bank loan. In particular, she asked that I provide an explanation of why the bank
requests accrual based financial statements for loan requests such as yours.

Cash basis accounting produces a measure of performance called net operating
cash flow. This measure is the difference between cash receipts and cash
disbursements during a reporting period from transactions related to providing goods
and services to customers. On the other hand, the accrual accounting model measures
an entity’s accomplishments (revenues) and resource sacrifices (expenses) during the
period, regardless of when cash is received or paid.
In most cases, the accrual accounting model provides a better measure of]
performance because it attempts to measure the accomplishments and sacrifices that
occurred during the year, which may not correspond to cash inflows and outflows.

Adjusting entries, for the most part, are conversions from cash to accrual.
Prepayments and accruals occur when cash flow precedes or follows expense or
revenue recognition.

Please let me know if I can provide any additional information.
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Judgment Case 2-2

Requirement 1

Cash basis net income $26,000
Add: 1. Unexpired (prepaid insurance) ($12,000 x 8/12) 8,000
2. Increase in accounts receivable (6,500 — $5,000) 1,500
5. Increase in inventories ($35,000 — $32,000) 3,000
Deduct: 3. Increase in salaries payable ($8,200 — $7,200) (1,000)
4. Increase in utilities payable ($1,200 — $900) (300)
6. Increase in amount owed to suppliers _(4.000)
Accrual basis net income $33.200

Requirement 2

Assets would be higher by $12,500 (=$8,000 + $1,500 + $3,000) and liabilities
would also be higher by $5,300 (=$1,000 + $300 + $4,000). The difference, $7,200, is
the difference between cash and accrual income. Therefore, equity would be higher by
$7,200.
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Communication Case 2-3

Requirement 1
Prepayments occur when the cash flow precedes either expense or revenue

recognition. Accruals occur when the cash flow comes after either expense or revenue
recognition.

Requirement 2

The appropriate adjusting entry for a prepaid expense is a debit to expense and a
credit to the prepaid asset. For deferred revenue, the appropriate adjusting entry is a
debit to the deferred revenue liability account and a credit to revenue. Failure to record
an adjusting entry for a prepaid expense will cause assets and shareholders’ equity to
be overstated. Failure to record an adjusting entry for deferred revenue will cause
liabilities to be overstated and shareholders’ equity to be understated.

Requirement 3

The required adjusting entry for accrued liabilities is a debit to expense and a
credit to a liability. For accrued receivables, the appropriate adjusting entry is a debit
to a receivable and a credit to revenue. Failure to record an adjusting entry for an
accrued liability will cause liabilities to be understated and shareholders’ equity to be
overstated. Failure to record an adjusting entry for accrued receivables will cause assets
and shareholders’ equity to be understated.
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Data Analytics Case

produce the following charts:

Your Tableau analysis

(a) the pie chart for Discount Goods 2021 Balance Sheet:
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(b) the pie chart for Big Store 2021 Balance Sheet:
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Data Analytics Case (concluded)

Requirement 1

For Discount Goods, do liabilities or shareholders' equity provide the greater
proportion of the company’s assets?

Liabilities provide the greater proportion of the company’s assets.

Liabilities / Total Assets = $115,666 ~ $184,796 = 63%
Shareholders’ Equity / Total Assets = $69,130 + $184,796 = 37%
Requirement 2

For Big Store, do liabilities or shareholders' equity provide the greater proportion
of the company's total assets?

Liabilities provide the greater proportion of the company’s assets.

Liabilities / Total Assets = $93,605 +~ $159,901 = 59%
Shareholders’ Equity / Total Assets = $66,296 +~ $159,901 = 41%

Requirement 3

Which of the two companies has the highest proportion of current liabilities to total
liabilities?

Big Store reported the highest ratio of current liabilities to total liabilities. The
ratio stated as a percentage 55% (rounded to nearest whole percentage point).

Discount Goods = $42,308 =~ $115,666 = 37%
Big Store = $51,928 + $93,606 = 55%

Requirement 4

Which of the two companies has the highest ratio of current assets to current
liabilities? What is the ratio stated as a percentage (rounded to nearest whole
percentage point)?

Discount Goods reported the highest ratio of current assets to current liabilities.
The ratio stated as a percentage is 185%.

Discount Goods = $78,225 + $42,308 = 185%
Big Store = $45,996 + $51,928 = 89%
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Target Case

Requirement 1
Target’s balance sheet reports accumulated depreciation of $18.181 million and
$17,413 million for the years ended February 3, 2018, and January 28, 2017,

respectively. Assuming no depreciable assets were sold during the year, Target’s
adjusting entry to record depreciation for the year would be:

($ in millions)
Depreciation expense ($18,181 —$17,413).........coc........ 768
Accumulated depreciation............cccceeeeeeeeiiieeeeeeennne. 768

Requirement 2

The statement of cash flows shows $2,445 million for “depreciation and
amortization” for the 2017 fiscal year. Given depreciation expense of $768 million,
amortization expense must be $2,445 — $768 = $1,677 million.
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Target Case (concluded)

Requirement 3

Note 13, “ Other Current Assets,” reports Prepaid expenses of $181 million and
$207 million for the years ended February 3, 2018, and January 28, 2017, respectively.
Assuming this pertains to prepaid insurance, insurance expense must have exceeded the
amount paid for insurance coverage, because the balance decreased during the year.
We can visualize the change with a T account:

Prepaid Insurance

Beginning balance 207
50 Insurance expense

Cash paid for insurance ~ ?

Ending balance 181
Cash paid for insurance must have been $24 million.

Prior to the adjusting entry, the balance in prepaid insurance would have been $207
+ $24 = $231. The adjusting entry to record expired insurance coverage and reduce the
unexpired coverage to $181 would be:

($ in millions)
[NSUranCe EXPEeNSE.......cceveeeeeeiiiiiiiiiiiiiireeeeeeeeee e e e e e e e e e e e e 50
Prepaid InSurance...........cccceeevveeeeciieeeciiee e 50

The appropriate adjusting entry for a prepaid expense is a debit to expense and a
credit to the prepaid asset. Failure to record an adjusting entry for a prepaid expense
will cause expenses to be understated and thus net income to be overstated. In the
balance sheet, assets and shareholders’ equity (retained earnings) would be overstated.
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Air France—-KLM Case

Requirement 1

Typically, the order of presentation of the components of the balance sheet is dif-
ferent between U.S. GAAP and IFRS. Looking at the balance sheet of Air France—
KLM (AF) we see that Non-current assets are listed before Current assets and Non-
current liabilities before Current liabilities. Within “Total equity and liabilities”, AF
lists Shareholders’ equity before Liabilities. Each of these is in the opposite order from
what we see in [llustration 2—14 based on U.S. GAAP.

Requirement 2

Some of the differences we see in terminology occur in the Shareholders’ equity
section of the balance sheet. In fact, the title of that section is simply Equity in AF’s
balance sheet. AF lists four items in the shareholders’ equity section of the balance
sheet. If AF used U.S. GAAP, Issued share capital would be Common stock; Reserves
and retained earnings would be separated into retained earnings and one or more other
accounts, usually Accumulated other comprehensive income accounts. Under U.S.
GAAP the term “reserves” is considered misleading and thus is discouraged. Often,
firms (not AF) using IFRS will use the term Share premium for Paid-in capital—excess
of par and Investment in own shares for Treasury stock.

Within long-term liabilities, AF lists some of its liabilities as “provisions.” We
don’t see that in the U.S. GAAP balance sheet.

2-112 Intermediate Accounting, 10/e
Copyright © 2020 McGraw-Hill Education. All rights reserved. No reproduction or distribution without the prior written consent of
McGraw-Hill Education.




