CHAPTER 2

QUESTIONS

1. The accounting system generates a variety

of reports for use by various decision mak-
ers. Among the most common are general-
purpose financial statements, management
reports, tax returns, and other reports pre-
pared for government agencies such as the
SEC.

A manual and an automated accounting
system are similar in that both are designed
to serve the same information-gathering
and processing functions. Both systems
also use the same underlying accounting
concepts and principles. The differences
between a manual and an automated ac-
counting system involve some mechanical
aspects, time requirements, and the ap-
pearance of records and reports. Due to
advanced technology and reduced prices,
today almost all successful businesses of
any size use computers to assist in the var-
ious accounting functions.

The accounting process involves certain
procedures used by businesses to produce
financial statement data. The recording
phase of the accounting process consists
of those procedures used in the continuing
activity of analyzing, recording, and classi-
fying business transactions in the various
books of record (journals and ledgers) dur-
ing the fiscal period. The reporting phase of
the accounting process consists of those
procedures used at the end of the fiscal pe-
riod to update and summarize data col-
lected during the recording phase. Finan-
cial statements are prepared from the up-
dated and summarized data.

The accounting process includes the fol-

lowing steps:

(1) Business documents are analyzed.
Business documents provide detailed
information concerning each transac-
tion and establish support for the data
recorded in the books of original entry.

(2) Transactions are recorded in chrono-
logical order in books of original entry—
the journals. Transactions are analyzed
in terms of their effects on the various
asset, liability, owners’ equity, revenue,
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and expense accounts of the business
unit.

Transactions are posted to the appro-
priate accounts in the general and sub-
sidiary ledgers. The ledger accounts
classify and summarize the full effect of
all transactions recorded in the journals
and can be used in the preparation of
financial statements.

A trial balance may be prepared showing
the account balances in the general
ledger and reconciling subsidiary ledger
balances with respective control account
balances. The trial balance provides a
summary of the information as classi-
fied and summarized in the ledgers as
well as a verification of the accuracy of
recording and posting.

Adjustments are made to bring the ac-
counts up to date. Adjustments are
necessary to record all accounting
information that has not yet been
recorded and to properly recognize all
revenues and expenses on an accrual
basis. If a spreadsheet is used (an
optional step in the cycle), adjustments
may be journalized and posted any
time prior to closing. If statements are
prepared directly from ledger balances,
however, adjustments must be re-
corded at this point.

Financial statements are prepared. Fi-
nancial statements report the results of
operations and cash flows for a period
of time and show the financial condition
of the business unit as of a certain
date.

Closing entries are journalized and
posted. Balances in nominal accounts
are closed into Retained Earnings. Op-
erating results as determined in the
summary accounts are finally trans-
ferred to Retained Earnings.

A post-closing trial balance may be
prepared as an optional step in the
cycle. A post-closing trial balance is
prepared to check the equality of the
debits and credits after posting the ad-
justing and closing entries.
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6.

The steps in the accounting process are
necessary to transform transaction data
into useful information as summarized in
the financial statements and other account-
ing reports. Some steps are optional, such
as preparing a trial balance and preparing a
post-closing trial balance. These steps help
verify or facilitate the accounting process
but are not essential.

Under double-entry accounting, assets, ex-
penses, and dividends are increased by
debits and decreased by credits. Liabilities,
owners’ equity accounts, and revenues are
increased by credits and decreased by de-
bits.

a. Real accounts are balance sheet ac-
counts not closed to a zero balance in
the closing process. Nominal accounts
are income statement or temporary
owners’ equity accounts closed out in
the process of arriving at the net in-
crease or decrease in owners’ equity
for a period.

b. A general journal is the most flexible
book of original entry. It may be used to
record all business transactions or
simply those that cannot be recorded in
one of the special journals. Special
journals are designed to facilitate the
recording of some particular type of
frequently occurring transaction, such
as sales, purchases, cash receipts, and
cash disbursements.

c. The general ledger carries summaries
of all accounts appearing on the finan-
cial statements. Subsidiary ledgers
afford additional detail in support of cer-
tain general ledger balances. Thus, ac-
counts payable appear in total in the
general ledger, but individual accounts
with each creditor are provided in the
accounts payable subsidiary ledger.

a. Adjusting entries are made at the end
of an accounting period to update bal-
ance sheet accounts and to record ac-
crued expenses and accrued revenues.
Frequently, adjusting entries are first
made on a work sheet and then are
recorded in the general journal from
which they are posted to the ledger ac-
counts.

8.

10.
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b. Closing entries are made after the ad-
justing entries have been posted. They
transfer all nominal account balances
to Retained Earnings.

The company accountant is disregarding
the periodic summary process and jeopar-
dizing the company’s audit trail by not en-
tering the adjusting entries in the general
journal. Adjusting entries are made at the
end of the period to bring accounts up to
date. These entries must be entered first in
the general journal and then posted directly
to the general ledger. If the adjusting en-
tries are not entered first in the general
journal, the journals will be incomplete and
will not provide the support necessary for
an adequate accounting system.

Examples of contra accounts include Al-
lowance for Bad Debts, Accumulated De-
preciation, Discount on Notes Receivable,
Discount on Notes Payable, and Discount
on Bonds Payable. Contra accounts are
subtracted from related accounts. Hence,
they are sometimes referred to as offset
accounts. Contra accounts are used to ad-
just accounts when the original balance
needs to be preserved. For example, ade-
quate disclosure in financial reports re-
quires disclosure of both the original cost
and the depreciated cost of assets. A con-
tra account, Accumulated Depreciation, is
used for this purpose.

Both methods, if properly applied, result in
the same account balances. The entries
that would be required on December 31 for
(@) and (b), assuming that $400 was paid
for insurance for one year beginning April
1, are as follows:

a. Original entry:
Insurance Expense...... 400
Cash ...coceevviieeen, 400

Adjusting entry:
Prepaid Insurance....... 100
Insurance Expense.. 100

b. Original entry:
Prepaid Insurance....... 400
Cash ...coceevviieeen, 400
Adjusting entry:
Insurance Expense..... 300
Prepaid Insurance.... 300
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A work sheet is a multicolumn form de-
signed to facilitate the summarization and
organization of accounting data needed to
prepare the financial statements. The num-
ber of columns and the headings used may
vary, depending on the needs of a particu-
lar business. While the work sheet is an op-
tional step in the accounting process, it is a
valuable aid in completing the trial balance
and adjustment procedures. A work sheet
is also called a spreadsheet.

When a work sheet is used as a basis for
statement preparation, the adjustments can
be formally recorded in the journals and
posted to the ledger accounts at any time
prior to closing the books. However, if a
work sheet is not used, financial statements
must be prepared directly from the
accounts; thus, the adjustments must be
recorded and posted prior to statement
preparation.

Only the following accounts would be closed,

generally with the following debit/credit
entries:

Rent Expense................. Credit
Depreciation Expense .... Credit
SaleS..ooiiiiiie Debit
Interest Revenue............. Debit
Advertising Expense........ Credit
Dividends.........c.cceevveeeen. Credit

Accrual accounting recognizes revenues and
expenses when they are earned and in-
curred, not necessarily when cash is received
or paid. Cash-basis accounting recognizes
revenues and expenses as cash is re-
ceived or disbursed, regardless of the earn-
ings process or the matching concept.
Generally accepted accounting principles
require the use of accrual accounting.

The use of double-entry accrual accounting

is more accurate than a cash-basis ac-

counting system primarily because

(&) The likelihood of errors and omissions
is greatly increased in the absence of
double-entry analysis and a trial
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balance to test the accuracy of the
analysis and recording process.

(b) Recording events under an accrual
system as they occur more accurately
reflects the effects and timing of an
event than does a system that records
the events when cash is received or
paid, regardless of the earnings
process and the matching concept.

The major advantages offered by comput-
ers as compared with manual processing of
accounting data are as follows:

(@) Computers process large amounts of
accounting data at great speeds, thus
providing information for decision
making on a more timely basis than a
manual system would.

(b) Computers process information accu-
rately with less chance of human error
than a manual processing system.

(c) Computers require computer-oriented
business papers and accounting
records that promote clerical organiza-
tion and efficiency.

(d) Computers usually require a general
centralization of all accounting activities
and thus increase the efficiency and
cost-effectiveness of the accounting
system.

(e) Computers can process accounting
data and transmit such data in direct
correspondence with customers and
creditors in the form of online billings,
invoices, payments, and so forth.

The function of the computer is limited to
arithmetical and clerical functions. It can
follow instructions that are provided on a
programmed step-by-step basis, but unlike
a human, it cannot think for itself. While it
can serve effectively in recording activities,
it cannot replace the accountant, who must
still determine what principles are applica-
ble in arriving at financial statements that
present fairly the company’s financial posi-
tion and results of operations.
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PRACTICE EXERCISES

PRACTICE 2-1 JOURNALIZING

AN e 4,000

Accounts Receivable ..., 18,000
S S e

CoSt Of GOOAS SOl ..., 14,000
INVENTOTY oo

PRACTICE 2-2 JOURNALIZING

EQUIPMENT (oo 100,000
CaSh
Short-Term Notes Payable..........cccovviiiiiii,
Long-Term Notes Payable ........ccccooveeiiiiiiiiiiiiiiiieieeeeas

PRACTICE 2-3 JOURNALIZING

CaAS N e 40,000
EQUIPMENT oo 90,000
Gainon Sale of Land........ccoocvviiiiiiiiiiieee e,
(=1 o Lo [

PRACTICE 2-4 JOURNALIZING

Dividends (or Retained Earnings).........cccevvvvvvvviiiineeennennnns 12,000
S N

PRACTICE 2-5 JOURNALIZING

WageS EXPENSE ...t 52,000
LANA .ottt

PRACTICE 2-6 POSTING

Cash
Beg. Bal. 10,000
a. 2,775 1,500 b.
d. 4,100 | 6,200 C.

End. Bal. 9,175

Chapter 2

22,000

14,000

10,000
20,000
70,000

80,000
50,000

12,000

52,000
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PRACTICE 2-7

POSTING

Accounts Payable

8,000 Beg. Bal.
b. 6,500 2,700 a.
C. 200 2,550 d.
6,550 End. Bal.
PRACTICE 2-8 TRIAL BALANCE

Debit

CaSh .o $ 750

INVENTOTY .o 4,000
Accounts Payable........ccccoiiiiii,
Paid-In Capital..........cceeviviiiiiiiiieeeeee e
Retained Earnings (beginning).........cccceeeen...

DIVIAendsS ....coooieieieiee 700
SaAlES .o

Cost of Goods Sold ... 9,000

Totals oo 14,450

PRACTICE 2-9 TRIAL BALANCE

_Debit_

CaSh i $ 3,500

Prepaid Rent EXpense.......cccccceiiiiiiieieneeenenn, 5,000
Unearned Service Revenue.............ccccoeeeennn.
Paid-In Capital..........ooooeiiiiii,
Retained Earnings (beginning)......................
Service Revenue..........cccccciiiiie,

Salary EXPense ......ooouuiiiiiiieiiieiiiiinee e 24,000

Rent EXPENSEe...ccccviiiiiiiiieccei e 5,300

TOtals oo $37,800

PRACTICE 2-10

From Practice 2-8:

Cost of goods sold
NEet INCOME.....oiiiiiiiiieeeee e,

INCOME STATEMENT

Credit

$ 1,450
2,000
1,000

10,000

$14.,450

Credit

$ 1,600
3,000
1,200

32,000

$37,800

$10,000
9,000
$ 1.000
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PRACTICE 2-10  (Concluded)

From Practice 2-9:

SEIrVICE TEVENUE ....cevieeieieee e

Salary eXpense ......ooeeviiiiiiiiie e

Rent eXPense ...
NEt INCOME....ieeiiiii e

PRACTICE 2-11 BALANCE SHEET

From Practice 2-8:

Assets
CaSh e
INVENTOTY .o
Total @SSEetS ..oooieeeeeeeee
Liabilities
Accounts payable.........ccoooiiiiiiis
Stockholders’ Equity
Paid-in capital ...
Retained earnings (ending)........cccceeeeeiiiieiinn.
Total liabilities and stockholders’ equity .........

Computation of ending Retained Earnings:
$1,000 + ($10,000 — $9,000) — $700 = $1,300

From Practice 2-9:

Assets
CaSh
Prepaid rent eXpense .........cceevieeeeieveeiiiiiiieeeeeeeeeeiiens
Total @SSetS ..o
Liabilities
Unearned ServiCe reVENUE .........ccovvevuvvvniineeeeeeeennnnns
Stockholders’ Equity
Paid-in capital .........oooeviiiiiiiiiii e
Retained earnings (ending)........cccevvvvvviiiiiieeeenennnnnns
Total liabilities and stockholders’ equity .........

Computation of ending Retained Earnings:
$1,200 + ($32,000 — $24,000 - $5,300) = $3,900

$24,000
5,300

$3,500
5,000
$8,500

Chapter 2
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PRACTICE 2-12  ADJUSTING ENTRIES

Depreciation EXPENSE.....ciiii it 5,500
Accumulated Depreciation ...........cccceeeeeeeeveeeeeeeeeeennnnnn. 5,500

PRACTICE 2-13  ADJUSTING ENTRIES

Bad Debt EXPENSE....cccuviviiiiiiieiiieeeiiie e 1,200
Allowance for Bad Debts .....coovvvinii e 1,200

PRACTICE 2-14  ADJUSTING ENTRIES

INterest EXPENSE ..o 333
Interest Payable.........cccooooviiiiiiiii e 333

$10,000 x 0.08 x 5/12 = $333
PRACTICE 2-15  ADJUSTING ENTRIES

RENT EXPENSE ..ceviiiiie e 1,500
Prepaid REeNT ........uuiuiiiiiiiiiiiiiiiiiiiiiiiiiiiiiieieevieveieveeeeeneaes 1,500

$3,600/12 = $300 per month; amount used = $300 x 5 months = $1,500
PRACTICE 2-16 ADJUSTING ENTRIES

Unearned ServiCe REVENUE .....o.veie e 5,600
SeIVICE REVENUE ... 5,600

$9,600/12 = $800 per month; amount earned = $800 x 7 months = $5,600

PRACTICE 2-17 CLOSING ENTRIES

SIS e 11,000

Retained EarNings .....ccooovveiiiviviiiiiiiie e e e 11,000
Retained EarNingsS.........uciiiiiiiiiiieeiiiie e e eeeaens 7,000

Cost of Goods Sold ..o 7,000
Retained EarnNingsS..........uoiiiiiiiiiiiiiiiiii e 900

DIVIAeNdsS ....cooviiiiii e 900

Balance sheet accounts are not closed.
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PRACTICE 2-18  CLOSING ENTRIES

SEIVICE REBVENUE ..ottt e e eas
Retained Earnings ............ueeeuieiuiiiiiiiiiiiiiiiiiiieiiiiieinenenenes

Retained EarningsS......ccccccvviiiiiiiiiiii
Salary EXpense ...,
ReNt EXPENSE ... e

Balance sheet accounts are not closed.

Chapter 2

20,000
20,000

24,400
18,000
6,400
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EXERCISES
2-19. 1.and 2.

Cash Accounts Receivable Inventory
Bal. 150,000 |(15) 22,000 Bal. 21,540((7) 12,000 Bal. 32,680 |(1) 6,850
(7 11,760 [(18) 8,600 (1) 12,000 (5) 10,250

(27) 62,500 Bal. 21,540 Bal. 36,080

Bal. 68,660

Land Building Machinery
Bal. 15,400 Bal. 14,000 (18) 8,600
(27) 58,3334 (27) 116,667* Bal. 8,600
Bal. 73,733 Bal. 130,667

*($75,000/$225,000 x $175,000) *($150,000/$225,000 x $175,000)

Accounts Payable

Dividends Payable

Mortgage Payable

Bal. 9,190 (22) 20,250 Bal. 23,700
(5) 10,250 Bal. 20,250 (27) 112,500
Bal. 19,440 Bal. 136,200
Common Stock Retained Earnings Cost of Goods Sold
Bal. 140,000 Bal. 60,730 (1) 6,850
Bal. 6,850
Sales Sales Discounts Wages Expense
(1) 12,000 (7) 240 (15) 22,000
Bal. 12,000 Bal. 240 Bal. 22,000
Dividends
(22) 20,2504
Bal. 20,250

*($0.45 x 45,000)
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2-19.

2-20.

Chapter 2
(Concluded)
3. Georgia Supply Corporation
Trial Balance
October 31, 2013
Debit Credit
Cash ..o $ 68,660
Accounts Receivable.................... 21,540
INVENTOIY ..coovviieiie e 36,080
Land ...oooooiiiiiiiee e 73,733
Building ....ooovvvviiiiiii e, 130,667
Machinery .....ccccceeeeiiiieiiiiiiiiieee e, 8,600
Accounts Payable............cccceee.. $ 19,440
Dividends Payable ......................... 20,250
Mortgage Payable ......................... 136,200
Dividends........ccooeieiiiiii 20,250
Sales oo 12,000
Sales Discounts .......ccccceevevevevenenenn. 240
Cost of Goods Sold.........ccccceeeeeeee. 6,850
Wages EXpense......ccooeevvvvineeeennnnnn. 22,000
Common StocK.......ccccevviiiiiiiiinn. 140,000
Retained Earnings ........cccccceeeeeennn. 60,730
TotalS ..o $388,620 $388,620
1. Adjusting Entries
(@) InsSurance EXPenSe.........uueeiieeieeiiiiiiiiiiiiiiieieeeeeeeeeeeeee 1,500
Prepaid INSUranCe.........ccccecummmiminiines 1,500
($6,000 + 24 mo. = $250 x 6 mo. = $1,500)
(D) ReNt REVENUE.......eiiiiiiiiiieeeeeeeeeeeeeeeeeeeeee e 2,700
Unearned Rent RevenuUe..........cccceeeiiiiinnnnnnns 2,700
($9,450 + 7 mo. = $1,350 x 2 mo. = $2,700)
(c) Advertising Materials .........ccceeeiieeiiiiiiiiiiiiiie e 500
Advertising EXPeNSEe ...ccoooveevvvievviiiiiee e 500
(d) Prepaid ReNt .......ciiiieiiiieeeecies e 2,800
ReNt EXPENSE ... 2,800
($4,200 + 6 mo. = $700 x 4 mo. = $2,800)
() Office SUPPLIES ..uueiiei i 125
Miscellaneous Office Expense........cccccvvviiinneenne. 125
()  INterest EXPeNSE...ccovi it 534
Interest Payable ........ccccoooiiiiii 534
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2-20. (Concluded)

2. Sources of Information

(a)
(b)

(c)
(d)

(e)
(f)

The insurance register; the insurance policy

The journal entry or other original data from which the posting was
made to the rental revenue account; the rental contract

The physical count of advertising materials on hand

The cash disbursements journal or vouchers payable record; the
rental contract

The physical count of supplies on hand

The notes payable register; the note itself

2-21. Adjusting and Correcting Entries on December 31, 2013

(@)

(b)

(c)

(d)

(e)

Allowance for Bad Debts .........ccccooiiiiiiiiiiiiiinns 640
Accounts Receivable—Hatch Realty................... 640
Loss on Damages from Breach of Contract............ 3,500
Lawsuit Payable—E. F. Bowcutt CO. ................... 3,500
Receivable from Insurance Company...................... 7,000
Accumulated Depreciation—Furniture
and FIXTUIES ..o 4,100
LOSS frOm Fire. ... 1,200
Furniture and FiXtUIeS .......cccoooiiiiiiiiiiins 12,300
Advances to SalesSpersons ........ccccccceuniniiniininnnnnnnnns 950
Sales Salaries EXPense .......ccccceeeeeeiiiieeeeeeeeeeeee. 950
Repairs EXPense. ... .o 760
MaCHINEIY oo 760
Depreciation Expense—Machinery ............ccccceeenens 1,735*
Accumulated Depreciation—Machinery.............. 1,735*
*Depreciation: ($19,960 — $4,460) x 0.10 = $1,550
($4,460 — $760) x 0.05 = 185

$1,735
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2-22.

2-23.

1.

. INSUTranNCe EXPENSE......oiiiiiiieeieeii e 500

Prepaid INSUranCe..........uuueuiiimiiiiiiiiiieees
($3,600 + $1,200 — $4,300 = $500)

. Depreciation EXPENSEe .......cceiviiiiiiiiiiiiiiiiiiee e 8,100

Accumulated Depreciation........cccccceeeveeeeeeeeeiiinnnnnnn.
[$103,400 - ($10,700 — $5,300) — $106,100 = $8,100]

cUnearned RENT ... 10,000

RENT REVENUE ... e eaens
($12,000 + $6,000 — $8,000 = $10,000)

. Salaries EXPeNSe ... 7,060

Salaries Payable ...
($36,540 — $29,480 = $7,060)

Adjusting Entries

Prepaid Operating EXPenses.......cccccevvveeeiivieiiiiiiinneeennn, 4,000
General Operating EXpenses .......ccccccceeeeieeeeeeveennnns

Sales COMMISSIONS....cccciiiiiieiiiiiiie e e e 5,900
Sales Commissions Payable.........ccccccceeiiiiiiiiiinnnnns

Investment Revenue Receivable ......cccovvvveiiiiininean.. 1,000
INVESTMENT REVENUE ...

General Operating EXPenses........ccccvvvvvvviviiiieeeeeeeenenn, 4,500
Accumulated Depreciation—Buildings..................

General Operating EXPENSEeS........cccceeumniminnnnnininnnnnnnns 5,000
Accumulated Depreciation—Machinery.................

INCOmMeE TaX EXPENSE ...t 18,100
Income Taxes Payable.......cccccccceeiiieiiiiiieiiiciiie e,

Closing Entries

SIS e 590,000
INVESTMENT REVENUE.......ceeieeiieiee e, 6,000
Retained Earnings ...

Retained EarnNings .........ccooviiiiiiiiiiiiiii e 560,500
General Operating EXpenses ........cceeeiiieeeieeeninns
Sales COMMISSIONS ...oooiviiiiiiiiiiice e
Cost of Goods Sold ...
Income Tax EXPeNnse ...,

Chapter 2

500

8,100

10,000

7,060

4,000

5,900

1,000

4,500

5,000

18,100

596,000

106,500
205,900
230,000

18,100
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2-23.

2-24.

31
(Concluded)
2. Pioneer Heating Corporation
Post-Closing Trial Balance
Debit Credit
CaSh o $ 39,000
INVESTMENTS ..o 50,000
Investment Revenue Receivable......................... 1,000
INVENTOTY .. 50,000
Prepaid Operating EXpPenses ........ccccceeeeeveieieneeenenn, 4,000
Land .o 70,000
BUIAINGS oo 180,000
Accumulated Depreciation—Buildings .................. $ 4,500
MaCHTINEIY oo 100,000
Accumulated Depreciation—Machinery................. 5,000
Accounts Payable.........cccoooiiiiiiiiii 65,000
Income Taxes Payable........ccccooiii, 18,100
Sales Commissions Payable........cccccccoviiiiiiiniinnnn. 5,900
CoOmMMON StOCK.....cciiiiiiiiiiiiiiiiieieieeeeeeeeeeeeeeeeeeee 320,000
Additional Paid-In Capital...........ooeeieieiiiiii, 40,000
Retained Earnings ..., 35,500
TOtalS .o $494,000 $494,000
1. Adjusting Entries
(& No adjustment necessary.
(b) Selling, General, and Administrative Expenses...... 4,000
Prepaid EXPENSEeS . ....ccoooviviiiiiiiiiiieeeeeeeeie e 4,000
(€) Unearned REVENUE .........ceeeviiiiiiiiiiiiiiiieeeeeeeeeeeeeeeeeeeee 31,500
ReNt REVENUE ..o 31,500
(d) Selling, General, and Administrative Expenses...... 15,000
Plant and Equipment ..........ccccooiiiiiiiiiiiiins 15,000
(e) Selling, General, and Administrative Expenses...... 2,800
Other ASSELS ..uuiiiiiiiiiieeici e 2,800
()  Other ASSELS ..o 13,000
Selling, General, and Administrative Expenses . 13,000
(@) Accounts Payable........ccccuvuiiiiiiieiiieeeiieee e 7,500
INVENTOIY e 7,500
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2-24.

Chapter 2
(Concluded)
2. Closing Entries
SAIES .. 2,762,000
Interest REVENUE ........ovviiiiiiiiie e 29,000
Rent REVENUE ......oooiiiiiiiiiii e 31,500
Retained Earnings .........ccccevvvvvvviiinineeeeeeennns 2,822,500
Retained Earnings .........cceeevviiiiiiieeiiiiiiineeeeeeeeeees 2,475,800
Cost of Goods Sold .......cccevvvieiiiiiiiiiiiiie, 1,565,000
Selling, General, and
Administrative EXpenses .........ccccceee... 623,800
Interest EXpense........oiiiiiiiiiiieciiieeees 82,000
Income Tax EXpense*..........cccovveiieeveninneees 205,000
Retained Earnings.......ccccccviiiiiiiiiiiiiiiiiicee, 211,000
DIVIAENdS ...cooeeieieeeiiiece e 211,000

*Assume that the adjustments do not affect Income Tax Expense.

3. Boudreaux Company
Post-Closing Trial Balance
December 31, 20XX

Debit Credit
CaSh e $ 72,000
Accounts Receivable..........ccoooi 365,000
INVENTOTY .. 44,500
Prepaid EXPenses ..., 32,000
Land .o 70,000
Plant and EqQUipment .........cccoeeiiiiiiiiiieiiinee e 1,239,000
Other ASSEetS......ooiiiiiiiiiiiiiie 1,285,200
Accounts Payable .......c.cccccoeviiiiiiic e $ 146,500
Wages, Interest, and Taxes Payable...................... 218,000
Unearned RevVeNnUEe ..., 10,500
Long-Term Debt ..., 1,190,000
Other LiabilitieS .......ccvvviiiiiiiiiiiiiiiiiiiiiieeeieeeeeeee 297,000
COMMON StOCK . .u i 195,000
Retained Earnings ........cooouuiiiiiiiiiiieiieiiii e 1,050,700

TOtaAlS . $3,107,700 $3.107,700
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2-25.

2-26.
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(@)

(b)

(c)

(d)

33

Received $300 cash as payment on customer accounts.

Recorded return of inventory purchased on account for $400 using the
perpetual method.

Borrowed $5,000 cash.

Sold inventory costing $550 for $200 cash and $700 on account.

Paid $200 cash for prepaid insurance policy.

Declared dividends of $250.

Closed Dividends to Retained Earnings at the end of the period. Divi-
dends for the period totaled $1,000.

Used up $50 worth of the prepaid insurance policy.

Purchased inventory for $150 cash and $450 on account.

Wrote off a bad debt of $46.

Recorded accrued interest payable of $125.

Paid wages of $205—$75 related to wages for the current period and
$130 was for wages for the prior period.

Paid account totaling $500. Because the payment was made within the
discount period, a $10 purchase discount was taken.

Adjusting Entries

Depreciation EXPEeNSEe ....cooooeiiiiieeiiiiieeeeeeeeeeeeeeee 4,800
Accumulated Depreciation—Equipment.................. 4,800
($52,000 — $4,000 = $48,000; $48,000/10 =
$4,800/year)

Prepaid Selling EXPeNSEe .....coovvveeiiiiieiiiiiieee e 1,500
Selling EXPeNSe ... 1,500

Interest Receivable ..o 800
INTEIrEST REVENUE. ... i 800

AdVertising EXPeNSE .....oooiiiiiiiiiiie e 440
Selling EXPENSEe ..o 440
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2-27.

Adjusting Entries

(8) Prepaid INSUTaNCEe......iiiieeeeeeeeiiieee e e e e e
INSUranCe EXPENSE. ..o

*A, $5,400 X 2L/24 ..o
B, $2,700 X 2/6 ..o
C, $L8,000 X 27136 ...cceevvveieiieeeeee e
Prepaid amount........ccccoiiiiiiiiiii e
Account balanCe ........ccccccceiiiii
AdJUSTMENT ..ot

(b) Subscription ReVENUE.........ccovvviiiiiieeeeeeecie e
Unearned Subscription Revenue ...........cccccceeeeeeeeee.

TIULY, $27,000 X 3/12 ..ot
October, $22,200 X 6/12 ......coeveeeiiiiiiiiieeeeeeeeeeeen
January, $28,800 x 9/12 .......ccevvviiiiiiiiiiiiiiiiieeeeeeeeeeeeee
April, $20,700 X 12/12...c.cccciiiiiiiiiiieeee e
Unearned amoOUNT ......ccuviiiiiiiiiecieee e e
Accountbalance ...........cooee i
AdJUSTMENT ..o

(c) Interest Payable ......ccccoooiieiiiiiiiiiiiie e
INterest EXPeNSe ...
[$825 — ($45,000 x 0.10 x 1/12)]

(d) Supplies EXPENSE....uuciiiiieieieeeicee e
SUPPHIES e
($2,190 — $1,410)

(e) Salaries Payable ...
Salaries EXPensSe .....coovvviiiiiiiiiiieeeee e
[$9,750 — ($11,250 x 2/5)]

Chapter 2

5,025*
5,025

$ 4,725
900
13,500
$19,125
14,100
$ 5,025

3,900"
3,900

$ 6,750
11,100
21,600
20,700

$60,150
56,250

$ 3,900

450
450

780
780

5,250
5,250
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2-28.

2-29.

1.

1.

Adjusting Entries

ReNt EXPENSE......uiiiiiiiiieee e 15,700
Prepaid Rent...........ueueviviiiiiiiiiiiiiiiiiiiiiiiiiiinens

Salaries and Wages EXpense ........cccccvvvvvinenennn. 2,600
Salaries and Wages Payable........................

Unearned Consulting Fees ........cccccceeiiiiieeeeenenns 122,400
Consulting Fees Revenue ............ccoevevvvvnnnnn.

Interest Receivable.......coooveviiii e, 1,300
INterest REVENUE .......ovveieii e

Rent Expense = $5,100 + $14,000 — $3,400 = $15,700

35

15,700

2,600

122,400

1,300

Salaries and Wages Expense = $40,000 — $2,100 + $4,700 = $42,600
Consulting Fees Revenue = $18,200 + $112,000 — $7,800 = $122,400

Interest Revenue = $3,200 — $800 + $2,100 = $4,500

Balance Balance

Balance

Carried Closed by Closed by

Account Forward Debiting

Crediting

(@) Cash.iiii X

(b) Sales...ccccceiiiiiiiiiiiiiiiciie e, X
(c) Dividends .....oeeevvvvviiiiiiiineeenn,

(d) INVeNntory ...ccccceeevveeeeiiiiiieeeen, X

(e) Selling Expenses.......c.cccc......
(f) Capital StocK........cceevveveienenenn.
(g) Wages Expense.......cccccceeeeennn.
(h) Dividends Payable..................
(i) Costof Goods Sold ................
() Accounts Payable...................
(k) Accounts Receivable..............
() Prepaid Insurance ..................
(m) Interest Receivable.................
(n) Sales Discounts........cccceeeennnnn.
(o) Interest Revenue..................... X
(P) Supplies ..o,
(q) Retained Earnings..................
(r) Accumulated Depreciation ....
(s) Depreciation Expense............

x

X

X X X X

X X X

X X X X
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2-29.

2-30.

2-31.

Chapter 2
(Concluded)
2. Closing Entries
SAIES .ot 75,000
Interest REVENUE ........ovviiiiiiiiie e 6,500
Retained Earnings .........ccccevvveviviiiinieeeeeeeeinns 81,500
Retained Earnings .........ccceevviiiiiiiieeiiiiiiineeee e 54,800
Selling EXPEeNnSes ......ooovvviviiiiiiiiiiciiiiieeee e 7,900
Wages EXPENSE ..o 14,400
Cost of Goods Sold ..., 26,500
Sales DISCOUNtS ...ooooeeeiiieiei 4,200
Depreciation EXPENSEe ..........eeevevevevrvevennnennnns 1,800
Retained Earnings.......ccccccvviiiiiiiiiiiiiiiiiiee 3,500
DIVIAeNdS......coooeiiiieiccce e 3,500
3. $26,700 net income ($81,500 — $54,800 = $26,700)
Closing Entries
REVENUES ..o 142,300
Retained Earnings .........cccccuvvvvevivivininennnennnn. 142,300
Retained Earnings.......ccccccvvviiiiiiiiiiiiiiiiiieee, 91,500
EXPENSES ..o 91,500
Retained Earnings.......ccccccvvviiiiiiiiiiiiiiee 29,200
D AVAT0 [=T0 o KSR 29,200
Changes in Account Balances Debit Credit
CaSh .o $ 21,300
Accounts receivable.......ccccccceeiiiiiii $ 5,000
INVENTOIY e 14,000
EQUIPMENT . 58,000
Accounts payable ... 2,000
Loans payable ... 40,000
Interest payable.........coooiiiiiiii 2,000
Contributed capital ($32,000 + $15,000) ................. 47,000
Retained earnings (or Dividends) ........ccccoveeeeviennnns 20,000
$113,300 $ 96,000
Increase in net assets or net income ..................... 17,300
$113,300 $113,300



Chapter 2 37

2-32.

Impact of error correction on net income

2011 2012 2013

Accrued salaries:

2011 €ITOF wovieiiiieee e $(21,000) $ 21,000

2012 EITOF covieeeeeeccieeee e (17,500) $ 17,500

2013 EITOT wiuiiiiiiee et (26,000)
Interest receivable:

2011 ITOT weiiiiiiieeieeeeeeeeeeeeeeeeeee e 8,500 (8,500)

2012 @ITOT e 11,400 (11,400)

P20 ) G =T ¢ o ] 12,100

Net income increase (decrease)................... $(12,500) $ 6,400 $ (7.800)
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2-33.

1. May 1

10

12
15

18

19

22
23
25

29

Chapter 2

PROBLEMS

CaASH e 40,000
Capital StoCK......ccovviiiiiiiiiici e

INVENTOTY oo 8,000
Accounts Payable..........ccccoevviiiiiiiiiiiiiiiiieee

Office SUPPHIES ..coevvviiiieeiec e 500
Cash .

No entry.

Accounts Receivable................. 14,000
SaleS .

Cost of Goods Sold........ccccciis 7,500
INVENTOTY ..o

Wages EXPENSE. ...t 2,450
Cash ..
Employee Income Taxes Payable................

No entry.

Advertising EXPeNnse.......cccccevvvieeeivvveiiiiiineeeeeee 1,500
Cash .

CaASH L 13,580

Sales DISCOUNTS .......uuiiiiiiiiiiiiiiiiee 420
Accounts Receivable..........ccccvvviiiiiiiiiiiinnn,

MaChINErY .....coovviiiiiiiiiiiiiiieeeeeeeeee 6,400
Cash .

DIVIENdS ..c.oveieiiiiieiiieeieeeeeeeeeeeeeeeeeeeeeeeee e 25,000
Dividends Payable..........ccccooeiiiiiiiiiiiinnns

Accounts Receivable ... 21,000

CaASH L 3,000
SaAleS .

Cost of Goods Sold.........cccciiiiiiis 13,000
INVENTOTY ..o

Accounts Payable ........ccccccoeiiii 8,000
CaSh .

No entry.

No entry.

BUIAING..ciiiiiii e 150,000
CaSh .
Mortgage Payable..........cccoviiiiiiiiieee

Dividends Payable ..o, 25,000
CaSh .

40,000

8,000

500

14,000
7,500
2,000

450

1,500

14,000

6,400

25,000

24,000

13,000

8,000

15,000
135,000

25,000
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2-33.

2-34.

(Concluded)

39

2. The single most important event was the free, favorable publicity in the
national newsmagazine on May 22, which undoubtedly led to the large
increase in market value the following day. However, since no transac-
tion occurred (i.e., there was no exchange of goods or services), no
journal entry was made. Because the accounting records include only
transactions, some economically relevant events are not recorded.

(1)

(2)

(3)

(4)

(5)

B/S Real Closed Debit (Dr.)
I/S A, L, OE, or or or
Account Title N R,E,O Nominal Open Credit (Cr.)

(@) Unearned Rent Revenue B/S L Real Open Cr.
(b) Accounts Receivable B/S A Real Open Dr.
(c) Inventory B/S A Real Open Dr.
(d) Accounts Payable B/S L Real Open Cr.
(e) Prepaid Rent B/S A Real Open Dr.
(f) Mortgage Payable B/S L Real Open Cr.
(g) Sales I/S R Nominal Closed Cr.
(h) Cost of Goods Sold I/S E Nominal Closed Dr.
(i) Dividends N @) Nominal Closed Dr.
() Dividends Payable B/S L Real Open Cr.
(k) Interest Receivable B/S A Real Open Dr.
() Wages Expense I/S E Nominal Closed Dr.
(m) Interest Revenue I/S R Nominal Closed Cr.
(n) Supplies B/S A Real Open Dr.
(0) Accumulated Depreciation B/S A* Real Open Cr.
(p) Retained Earnings B/S OE Real Open Cr.
(q) Discount on Bonds Payable B/S L* Real Open Dr.
(r) Goodwill B/S A Real Open Dr.
(s) Additional Paid-In Capital B/S OE Real Open Cr.

*Contra.
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2-35.
1. Adjusting Entries on 12/31/11:
(@) Accounts Payable............ooeiiiiiiiiiiiiiiiiiiiieiiieeeeeeeeeee 4,300
CaSH 4,300
(b) Depreciation EXPENSe .......cuvveiiiiiiiiiiiiiiiiiiiiee e 4,700
Accumulated Depreciation—Building ................. 4,700
($141,000 x 1/30 = $4,700)
(c) Bad Debt EXPENSE .....cuvviiiiiiiiiiiiieieeeeeeeeeeeeeeeeeeeeeeeeeeee 4,740
Allowance for Bad Debts..........ccceeviiiiiiiiiiiiiiiennnee. 4,740
[$1,100 + (0.07 x $52,000) = $4,740]
(d) Interest Receivable........cccccocceiiiiiiiiiiiiiiiii s 2,933
Interest ReVENUE .........oooiiiiiiiiiei e 2,933
($80,000 x 0.11 x 4/12 = $2,933)
() SaleS REVENUE ......coive i 12,160
Unearned Sales Revenue ..........ccccceeeeeiiiiinnnnnns 12,160
($15,200 x 0.80 = $12,160)
(f) Discount on Notes Payable ...........ccccvvviviiieeiiiinnnnne, 150
INterest EXPeNSEe ... 150
($300 x 30/60 = $150)
2. Net Change in Income:
Add: Interest revenue not recorded ..................... $ 2,933
Overstatement of interest expense.............. 150 $ 3,083
Deduct: Depreciation eXpensSe.....cccceeeeevveerrvriineeeennn $ 4,700
Bad debt expense......ccccccoevviiiiiiiiiiiiiiiee 4,740
Overstatement of sales revenue.................. 12,160 _(21,600)
Net reduction in reported net income........ccccceeveveeeeee. $(18,517)
2-36.
2013
(@) Oct. 1 RenNt EXPENSE .ccooeeiiiiieeiiiiii e 2,400
Cash. oo 2,400
($1,800 + 9/12 = $2,400 annual expense)
(b) June 1l AdvertiSing EXPeNSe.....cccoovvevviiiiiiiiiiiiieeeeeeeeeiies 4,080
CaASN 4,080
($1,700 + 5/12 = $4,080 annual expense)
(©) Mar. 1 Cash ..o 5,400
ReNt REVENUE.......ceviiiiiiee e, 5,400

($900 =+ 2/12 = $5,400 annual revenue)
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2-36. (Concluded)

(d)July 1 Office Supplies EXpense .......ccccceeeeiiiiiiinnn. 2,000
Cash .
($1,000 + 6/12 = $2,000 annual expense)
() Aug. 1 Insurance EXPense ......ccccoevveeviieeiiiiiiinneeeeeeeninnns 1,800
Cash .
($1,050 + 7/12 = $1,800 annual expense)
2-37.
(2) Bad Debt EXpense......cccccvvieiiiiiiiiiiiiiiiiieieieeee 2,220
Allowance for Bad Debts..........ccccvvvivivinnnnnes
(b) Interest Receivable............cccovvviiiiiiii e, 700
Interest Revenue..........cccooeevvviiiiiininceeene,
(c) Discount on Notes Payable .........cceeeevvvviiinnnnnn. 900
Interest EXpense ...,
(d) No adjustment required.
(e) Salaries and Wages Expense.......cccccccevevennnnnn. 700
Salaries and Wages Payable........................
(f) Discount on Notes Receivable.........c.cccccceeeeen. 500
Interest Revenue..........ccccoeevvviiiiiiinincceene,
(g) Unearned Rent Revenue.........ccccceeeveeeeeeveeennnnnnn. 5,200

ReNt REVENUE ...

COMPUTATIONS:

(a) Estimated uncollectibles: 0.04 x $123,000 = $4,920
Required increase in allowance account balance:
$4,920 — $2,700 = $2,220

(b) Required increase in accrued interest on investments balance:

$3,900 - $3,200 = $700

(c) Required increase in discount on notes payable balance:

$1,200 — $300 = $900

(e) Required increase in accrued salaries and wages balance:

$8,300 - $7,600 = $700

(f) Required reduction in discount on notes receivable balance:

$1,800 — $1,300 = $500
(9) Required reduction in unearned rent revenue balance:
$5,200 — 0 = $5,200
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2,000

1,800

2,220

700

900

700

500

5,200
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2-38.

1.

Chapter 2

(&) Accounts Receivable ... 28,000

Bad Debt EXPENSE...cooiiiiiiiiiiieiiieieeeeeeeeeeeeeeeeeeeeeeeee e 3,000
SAIES e
Allowance for Bad DebtS..........cccvvvvvviiiiiiiiiiceeiiiinn

(D) Salaries EXPENSE....ccuuuiiiiieieiiiiieiiiie e 11,000
Salaries Payable ...,

(C) Prepaid ReNt .....cooiiiiiiiiie e 9,000
ReNt EXPENSE ..o

(d) UtIHItieS EXPENSE..ccceieiiiiie e eeeeeeeeiie e e e e e e eeanaees 2,700
Accrued Liabilities (or Utilities Payable)....................

(e) Depreciation EXPEeNSe ......ccoooviiiiiiiiiiiiiiieeeeeeeeeeeeeee 6,000
Accumulated Depreciation—Equipment....................
($30,000/5 years)

(f) COMMISSION EXPENSE ..uuiiiieiiiiieiiiiie e 3,750
Commission Payable.........ccccccooiiiiiiiiiiiiiiii e
($25,000 x 0.15. No commission on uncollectible
accounts)

(g) Prepaid INSUFANCE ......uuiiieieeiieeeiiiiiie e e e e eeeaaees 3,000
INSUrance EXPENSE ..o
($6,000 x 6/12)

(N) INtEreSt EXPENSE..cccviiiiiiii et e e e e e e eeaaees 1,000
Interest Payable ........cccoooviiiiiiiiiii
($50,000 x0.12 x 2/12)

(1) Income TaxX EXPEeNSEe ....ccooiiiiiiiiiiiii 30,060
Income Taxes Payable........ccccvvvviiiiiiiiiiieieicce e
[$75,150 x 0.40; see (2).]

28,000
3,000

11,000

9,000

2,700

6,000

3,750

3,000

1,000

30,060



Chapter 2

2-38.

43
(Concluded)
2. Gee Enterprises
Income Statement—Accrual Basis
For the Year Ended December 31, 2013
SAIES .. $289,400
Selling and administrative expenses:
Salaries EXPENSE ...ccocvvieeeeiiiieeeeieee e $89,000
CoOmMmMISSION EXPENSE....uuueuiiiiiiiiinininiiininininenenenes 41,550
ReNt eXPENSE ... 36,000
Utilities eXPense ... 31,700
Depreciation eXPEeNSEe .....ccovveeeeeeveeiiiiiiineeeeeeeennnns 6,000
INterest EXPENSE ....coivviiieieeii e 4,000
INSUranNCe eXPEeNSE .....vviiiiiiieeeeei e 3,000
Bad debt expense......cccccceeiiiiiiiiiiiiii 3.000 214,250
Income before income taxes ........cccvvvvvvvviiiieieeeenennns $ 75,150
Income taxes (0.40) ..., 30,060
NEt INCOME oo $ 45,090
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2-39. 1. Although not required, a work sheet is provided as an answer to (1) and as support for other parts of this problem.

Builders' Supply Corporation

Work Sheet
December 31, 2013
Trial Balance Adjustments Income Statement Balance Sheet
Account Title Debit Credit Debit Credit Debit Credit Debit Credit

CASN . 24,000 .. 24,000 e
Accounts Receivable 72,000 . cee 72,000
Allowance for Bad DebtS........cccoiiiiiiiiiiiiiiiiiieceiiiieees aeeeeeiees 1,380

INVENTOTY ..t 87,570 ...

Long-Term Investments . 15,400 ...l

Land....ccooveeeiiieeiiieeens 69,600 ..o

Buildings 72,000 ..

Accumulated Depreciation—Buildings .......cccocoviviiiiiniiiees e 19,800

ACCOUNS Payable......ccooiiiiiiiiii s aeeeaeis 35,000

Mortgage Payable........ccoocoiiiiiiies e 68,800

Capital Stock, $10 PAr .veveviiieeiiee e e 180,000

Retained Earnings, December 31, 2012........ccccccvviviveiiiis e, 14,840

Dividends 13,400 ..o

SAIES ..eititiiiiiiiiit et ——— . sesseeee 246,000

Sales Returns 4,360 .

Sales Discounts 5400 ...

Cost Of GOOAS SOId .....vvvviiiiiiiiiiiiiiiiiiiiiiieiie e 114,370 ...

Selling EXPENSES ....ooiiiiiiiiiiciice e 49,440 ...

Office Expenses....... 21,680 ...

Insurance Expense.. 1,440 ...

SUPPLIES EXPENSE ...oiiiiiiiiiiiciii e 5200 .

Taxes—Real Estate and Payroll........ccccocieiiiiiiiiiceninnenn. 7,980 .

INterest REVENUE........coooiiiiiie e 660

Interest Expense...... 2,640

Bad Debt EXPENSE ....vveiiiiiiiiiiiie et sies e eeeaneeeens

Depreciation Expense—Buildings (5% of $72,000) ........... . cccviicns evvieeen,

Selling Expenses Payable........ccccoiiiiiiiiiiiiiiceiis s e

SUPPIIES et eeeeanees eeeaneeeas

Prepaid INSUFANCE........cciiiiiiiiicc e erees eeviieens eeeaneee

Interest Receivable.........cccccoiiiiiiiiiiccns

Real Estate and Payroll Taxes Payable........

Interest Payable ...........ccoooiiiiiiiis

Income Tax Expense
Income Taxes Payable (30% of $25,450)

229,085 246,900 355,710 337,895
NEt INCOME .ot s e e e 17815  iire eeeiiiees 17,815
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2-39.

(Continued)

2. Adjusting Entries

(2) Bad Debt EXPENSE .....cevviiiiiiiiiiiiieeieeeeeeeeeeeeeeeeeeeeeeeeee
Allowance for Bad Debts..........ccovevviiiiiiiiiiiiieennnee.
(b) Depreciation Expense—Buildings .........ccccevvvvveeeeee.
Accumulated Depreciation—Buildings................
(€) Selling EXPENSES ...cooeieiiiiiiiiiiiii e
Selling Expenses Payable ..........cccccvvviiiiiiinnnnnn.
(d)  SUPPHIES oo
SUpplies EXPENSE ..o
() Prepaid INSUTaNCE ........eeeviiiiieiiiiiiiieeeeeeeeeeeeeeeeeeeeeeeee
Insurance EXPense ........cooovviviiiiiiciiiiiiecee e
(f) Interest Receivable........cccovviviiiiiiiiiiiiiiiiiiiiiieeee
Interest ReVeNUE...........cccvviiiiiiiiiic s
(g) Taxes—Real Estate and Payroll ...........cccoeeeeeiiiennnnnns
Real Estate and Payroll Taxes Payable...............
() INterest EXPeNSE...cciii i
Interest Payable .........cccoooeiiiiiiiiii,
(1) Income TaX EXPENSE .....couvviiiiiiiiiiiiiiiiiieeeeeeeeeeeeeeeeee
Income Taxes Payable..........ccccevviiiiiiiiiiiiiiiiiienee,

3. Closing Entries

Interest Revenue
Retained Earnings

Retained Earnings
Sales Returns
Sales Discounts
Selling Expenses
Office Expenses
Insurance Expense
Supplies Expense
Taxes—Real Estate and Payroll.............ccccevvvninnnnn.
Interest Expense
Bad Debt Expense
Cost of Goods Sold
Depreciation Expense—Buildings.........cccccceeeeeennn..
Income Tax Expense

Retained Earnings
DividendsS......coovoiiiiie e

45
1,620
1,620
3,600
3,600
3,840
3,840
780
780
720
720
240
240
900
900
480
480
7,635
7,635
246,000
900
246,900
229,085
4,360
5,400
53,280
21,680
720
4,420
8,880
3,120
1,620
114,370
3,600
7,635
13,400

13,400
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2-39. (Concluded)

4, Builders’ Supply Corporation
Post-Closing Trial Balance
December 31, 2013

Debit Credit
CASH s $ 24,000
Accounts Receivable.........cccoooi 72,000
Allowance for Bad Debts........c.cccoccvvveiviiiiieeccniien. $ 3,000
Interest Receivable ... 240
INVENTOTY .. 87,570
SUPPHES e 780
Prepaid INSUranCe.........ooovvvviiiiiee e 720
Long-Term INvestments ......cccooovvvviiiieiiiiiineeccineeees 15,400
Land .o 69,600
BUildings oo, 72,000
Accumulated Depreciation—Buildings .................. 23,400
Accounts Payable .......ccocooiiii 35,000
Interest Payable ..., 480
Selling Expenses Payable........cccccoovviiiiiiiiiiiiiinnnn. 3,840
Income Taxes Payable........cccoooveiiiiiiiiiiiiiiieeeeeeeeeees 7,635
Real Estate and Payroll Taxes Payable.................. 900
Mortgage Payable ........cccevviiiiii e 68,800
Capital Stock, $10 par....cccccceevcveeeeeiiiiiee e 180,000
Retained EarnNings ........ooovvvviiiiiii e 19,255

TOAIS .o $342,310 $342.310
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2-40.

Adjusting Entries

(@) No adjustment needed.

(b) Bad Debt EXPENSE .....ccovviiiiiiiiiiieieeieeeeiiiie e 500
Allowance for Bad Debts..........coovevieiiiiiiiiiiiiiennnee.

(c) Depreciation Expense—Equipment .............cceeevenens 32,000
Accumulated Depreciation—Equipment.............

(d)  INVENTOTY oo 5,600
Cost of Goods Sold ...

Sales Revenue ... 8,200
Accounts Receivable........ccccoviiiiiiiiiiiiiiiiiiii

() INteresSt EXPeNSE...ciii i 7,000
Interest Payable .........cccooooviiiiiiiii,

(f) Prepaid INSUTraNCe ........ceveiiiiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeeeeee 2,250
Insurance EXPense ........cooovviviiiiiiciiiiiiecee e

(g) DIVIAENAS oottt eeeees 7,800
Dividends Payable ..........ccccoooiiiiiiiiiiiiis

Closing Entries

SAIES REBVENUE . .ceie e 301,800
INTEIESTt REVENUE ..ceivieiiiee ettt et e e eeas 12,000
Retained EarNings ....ccooovvveeiiiieiiiiiiiie e

Retained EarNingsS ........uuueiiiiiiiiiieeiiiiine e 306,300
Cost of Go0ds Sold ...
Wages EXPENSE ....coeeiiieieeeiie e
INterest EXPEeNSe ...
ULIlItIES EXPENSE ..uuveiiiiiiiiiiiiiiiiiiiiiiii e
Depreciation Expense—Equipment............cccccceeennnnns
INSUTranNCe EXPENSE .....coviiiiiiiiie e
AdVertising EXPENSE ....ccoiveviiiiiiiiiieeeeeeeeeen e
Income Tax EXPEeNnSe ...,
Bad Debt EXPENSE ....uuiiiiiiiiiiieeiee e

Retained EarNingsS ........uuuiiiiiiiiieieeiiee e 7,800
DIVIAENAS ...ttt
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500

32,000

5,600

8,200

7,000

2,250

7,800

313,800

199,650
45,000
10,200

6,000
32,000
750
5,000
7,200
500

7,800
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2-40. (Concluded)

3. Taipei International Corporation
Post-Closing Trial Balance
December 31, 2013

Debit Credit

CASH s $ 31,500
Accounts Receivable..........ccoooi 16,800
Allowance for Bad Debts........c.cccoccvvveiviiiiieeccniien. $ 750
INVENTOTY .. 47,300
Prepaid INSUranCe.........ooovvviiiiiiie e 2,250
EQUIPMENT ..o 190,000
Accumulated Depreciation—Equipment................ 83,000
Accounts Payable.........cccooiiiiiiiiie 31,000
Notes Payable ... 70,000
Interest Payable ..., 7,000
Wages Payable........ccoooiiii, 8,000
Income Taxes Payable........ccccooiiii, 6,500
Dividends Payable ..........ccccoi i 7,800
CoOmMMON StOCK.....cciiiiiiiiiiiiiiiiiiieieeeeeeeeeeeeeeeeeeeee 40,000
Retained EarnNings ........ooovvviiiiiiiiiiiieccciiiee e 33.800

TOAIS oo $287,850 $287.850

4. Dividends are not restricted to the amount of net income in any given year.
Therefore, it is possible for dividends to be paid in a year in which there is
a net loss. However, contracts with lenders will sometimes restrict the
payment of dividends in years when net income is below a certain amount.

Also, it is possible for a company to owe income taxes in a year in which it
reports aloss on its income statement. Recall that financial accounting net
income (to be reported to the shareholders) and taxable income (to be re-
ported to the IRS) are computed according to two different sets of rules
and will almost never be the same.
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2-41.
High Flying Logistics Co.
Work Sheet
December 31, 2013
Income Balance
Trial Balance Adjustments Statement Sheet

Account Debit Credit Debit Credit Debit Credit Debit Credit
(0F21] o IOTT PRI 42,000  ciiviiiier e eeeeereeeiereee, aeereerereee aereeeraene 42,000 ...........
Accounts Receivable..................... 86,000 it i s s e 86,000 ..........
Allowance for Bad Debts............... oo, 2,400 .iiiiiis (@) 2,200 .ccoociiies s e, 4,600
INVENTOrY .o, 97,000 oo s e e e 97,000 ...........
Long-Term Investments ................ 31,500 i s e e e 31,500 ...........
Land ..o 62,300  .iiiiiiiiit s e e eeeeeaa 62,300 ...........
BUildingS....coooovieeiiiieiiiee e 142,500 oottt e e 142,500 ...........
Accumulated Depreciation—BIldg. ........... 32,560 ...cocvvennnee (b) 13,500 ..ocoicives s e 46,060
Accounts Payable .......ccccoovvciiiiiies e 51,800 oiiiiiiiiiiiis s s s e 51,800
Mortgage Payable ........cccccovviiiiiies iveie 122,500 ..o i e e eeeeaan 122,500
Capital Stock, $5par......cccccevvciveiee cvvieeenns 200,000 ...ooiiiiiiiiiiis e e e, eeeereaea—. 200,000
Retained Earnings, Dec. 31, 2012. ........... 26,950 i s e e e 26,950
Dividends.......ccccccceveveviiiiiiiieieieeeen 40,540  iiiiiiies e e, e, aeeeeeeeaa, 40,540 ...........
SAIES...iiiiiiiiiieeieeie .. vvaaaaa—. 431,000 ..ieviiiiiiiiiies e, eevereaaa—. 431,000 ...vvvvve eerrrenenns
Sales RetUrns .....cceeeveeevevevveeeeeeeeees 9,560 oot s s 9560 .iiiiiies e e,
Sales Discounts ........coevvvveeeeeeenenns 8,440 ..ot i e, 8,440 ..ot e e,
Cost of Goods Sold.......cccceeeeeeee 203,420 s i s 203,420 et e e,
Selling Expenses........ccccocveevineeenn. 58,300 ........... () 9,300 ...ccoveenes 67,600 .ot s e,
Office EXPENSEeS ....occvvvevieeeeiiiiienns A4.200 oot s s 44200 .oiiies e e,
Insurance EXpPense ........cccoccvveeeeen. 12,000 .oooiiiees e, (e) 3,800 8,200 .iciiiiit s e,
Supplies Expense .........ccccceeernnins 5100 oot s (d) 850 4,250 it s e
Taxes—Real Estate and Payroll.... 15,800 ........... (@) 3,550 .ccooerinennn. 19,350 i e e
Interest REVENUE ......ccvvvviiiiiiiiiiiiir e, 410 I fy 1,150 ............ 1,900 ..ooooiieen i
Interest Expense ........cccceeeeeeeeeeennn. 9,300 ........... (h) 1,980 ... 11,280 cooieiiiieet s e,
Bad Debt EXPensSe.....cccccccciiiiiiiiics vvvieins aeaeaeanes @ 2,200 .....ccceeennnn. 2,200 s s e
Depreciation Expense—Buildings  ....cceee weinneee (b) 13,500 .......ceoee... 13,500 oo e e,
Selling Expenses Payable .............  ovcviier i e, (€©) 9,300 ..ot i e 9,300
SUPPHIES o e e (d) 850 s e 850 ..........
Prepaid INSUranCe .......cccccviiiiiiies vvvvvevins vveavenn (€) 3,800 .o e e 3,800 ...........
Interest Receivable .......ccccooeiiiiiiiis ciiiiiiinn vevvaeeen () 1,150 s s e 1,150 ...........
Real Estate and Payroll

Taxes Payable ...t ciiiiiiins v e, (@) 3,550 oot e, 3,550
Interest Payable.........ccccciiiiiiiiis i e e (h) 1,980 .ocovciies e e, 1,980
Income Taxes Payable.......ccccoiiis civiiiiies civeiviine e (i) 16,360 ...coccoives e e 16,360
Income Tax EXPEeNSe......occcvvevieiss _aveererees  _aveererens (i)_16,360  ............ 16,360  _ooooiii ieeeeeeiiins ...

867,960 867,960 52,690 52,690 408,360 432,900 507,640 483,100

[ L=) g Lod 0 =PRI 24540 .eiii il 24,540
432,900 432,900 507,640 507,640
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2-42. 1.

Whitni Corporation
Work Sheet
December 31, 2013

Trial Balance Adjustments Income Statement Balance Sheet
Account Title Debit Credit Debit Credit Debit Credit Debit Credit

CaSh . 40,250
Notes Receivable..... 16,500
Accounts Receivable......... 63,000
Allowance for Bad Debts............
Inventory, December 31, 2013....
LANd. .o
BUITINGS .eeiiiiiieeee e
Accumulated Depreciation—Buildings
Furniture and FiXtUIeS........ccooovviiiiiiiiiiic e
Accumulated Depreciation—Furniture and Fixtures...
Notes Payable ..o
Accounts Payable
Common Stock, $100 Par.......cccceeeerieeeriiiee e
Retained Earnings ........cccccveeiiiiiiiiiceniiic e
SaAlES ..
Sales Returns and Allowances ..
Cost of Goods Sold ...........c.......
Utilities Expense.........
Property Tax Expense
Salaries and Wages EXpense.......ccccccovviviiniieciniineeennns
Sales COommIisSSioNs EXPENSE ......coccvveiiiiiiiniiiiciiiieeeis
Insurance Expense
Interest Revenue
Interest Expense
Depreciation Expense—Buildings.........cccocceevvieeennnen.
Depreciation Expense—Furniture and Fixtures..
Bad Debt EXPENSE ......oovviiiiiiiiieiiicceec e
Sales Commissions Payable...

40,250
16,500
63,000

Interest Payable.......................

Property Taxes Payable .

Prepaid INSUFaNCe......cccoiiiiiiiiiiiiieeeeiieee e cvviiieeeees e (€) 0 3,200 s e e 3,200

Interest Receivable. ..o e e (£ 750 s e e 150

Dividends Payable...... 3,600

Income Tax Expense .. vveveneneeee(92) 15,000 e 15,0000 s e e

Income Taxes Payable ... e eereeiiieeceeneen (@2) 15000 @ L. 15,000
39,549 39,549 721,824 763,350 561,000 519,474

NEE INCOME ...t iees crrreenniieeseevviineniee e e 41526 e e 41,526
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2-42. (Continued)

2. Adjusting Entries

(al) Depreciation Expense—Furniture and Fixtures.............. 1,500
Accumulated Depreciation—Furniture
and FIXTUIES ..o 1,500
($15,000 x 0.10 = $1,500)

(a2) Depreciation Expense—Buildings .......cccceevvveeeiieiiiiininnnnn. 6,904
Accumulated Depreciation—Buildings ....................... 6,904
[($97,600 x 0.04) + ($150,000 x 0.04 x 6/12) = $6,904)]

(c) Bad Debt EXpPense......cccoooiiiiiiiiiiiii 1,850
Allowance for Bad DebtS .....ovevvievieiieiee e, 1,850
($2,500 — $650 = $1,850)

(d1) Sales COMMISSIONS EXPENSE...coeeieiiiiiiiiiiiiiieeeeeeeeeiiiinns 700
Sales Commissions Payable..........cccccvviiiiiiniiiiiiieinnns 700

(d2) INterest EXPENSE ..uuuciiii i 45
Interest Payable.........c 45

(d3) Property Tax EXPensSe......cccoooviiiiiiiiiiiiieee, 6,000
Property Taxes Payable........ccccccvvviiiiiiiiiiiiiiiiiiiiiiieeee 6,000

(€) Prepaid INSUFaNCEe ......ccoeeiieeeeeice e 3,200
INSUranCce EXPENSE ......viiiiiiiiecee e 3,200

H Interest Receivable.........cccovviiiiiiiii s 750
INTEreSt REVENUE ..o 750

(91) Retained EarningS.....ccoovieeiiiiiiiiieeeeeeeeeiiin e 3,600
Dividends Payable ... 3,600
($1.50 x 2,400 shares = $3,600)

(02) Income TaxX EXPeNSEe......coviiiiiiiiiiiiiiiiieceeeee e 15,000
Income Taxes Payable..........cccc 15,000
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2-42. (Concluded)

Closing Entries

SIS . 760,000

INterest REVENUE ........eiiiiie e 3,350
Retained Earnings .......cccccccocuimiiimiiiiiiees 763,350

Retained Earnings ... 721,824
Sales Returns and Allowances ..........ccccceeeeeieinn. 17,000
Cost of Goods Sold ... 465,800
UtIHItieS EXPENSE c.ccviiiiiiiiieieiieeeiie e 16,700
Property TaxX EXPENSE .....uovviiiiiiiiiieiiin e 16,200
Salaries and Wages EXpense......ccccccceeevvveeeiveeeeinnnnnnnn. 89,000
Sales Commissions EXPense .......ccccceeevvveeevieeeiiinnnnnnn. 74,625
INSUTranNCe EXPENSE .....cooviiiiiiiiiie e 14,800
INterest EXPeNnSe ... 2,445
Depreciation Expense—Buildings.........cccccceeiiiiiinnnns 6,904
Depreciation Expense—Furniture and Fixtures ........ 1,500
Bad Debt EXPENSE .....uuuuuiiiiiiiiiiiiiiiiiiiiiiinee 1,850

INncome Tax EXPENSE ...coovviviiiiiiiieeeei e 15,000
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CASES

Discussion Case 2-43

First of all, many businesses do not survive, and poor bookkeeping is a contributor to the demise of many
of them. Poor bookkeeping leads to a host of problems: trouble collecting accounts, difficulties with sup-
pliers over late payments, problems getting bank loans because of the inability to prove profitability, ina-
bility to assemble reliable cost and revenue data in order to make pricing decisions, and general ineffi-
cient use of time. In addition, poor bookkeeping is often a symptom of a more fundamental laxness that
adversely affects all aspects of the business.

Secondly, some businesses do well in spite of their bookkeeping inefficiencies because their fundamental
business is doing so well that the inefficiencies stemming from bad recordkeeping only reduce profits in-
stead of eliminating them altogether. This often occurs when a business occupies a specialized market
niche that competitors have not yet entered.

Discussion Case 2-44

Recall that journal entries are made to record transactions and that transactions are defined as events
that involve the transfer or exchange of goods or services between two or more entities. Each of the
events listed in this case has potential economic significance. However, none of them involve an ex-
change of goods or services between the business and an outside entity. Accordingly, no journal entries
are required.

Discussion Case 2-45

This case provides an opportunity to discuss with students the impact computers have had on accounting
activities. Accounting systems have undergone significant changes as new technology has made it possi-
ble to produce a variety of reports in a timely and comprehensive manner not previously practical. In
many companies, several information systems exist side by side, each producing information for a narrow
use. The use of more generalized databases that can be queried by different users to meet their needs is
increasingly used. Accountants must be willing to work with such systems if they are going to introduce
the controls necessary to ensure the integrity of the data. Jim’s worry is a real one; however, avoidance of
the issue will not make the problem go away. If accountants do not play an active role in streamlining the
system, other professionals with expertise in computer technology will and accountants will be forced to
use what they are given.

Discussion Case 2-46

The cash basis and the accrual basis yield quite different pictures of a firm’s operating performance when
levels of assets or liabilities change dramatically from beginning of period to end of period. This would be
the case, for example, in a growing company. In such a company, cash needs would exceed net income
because of the need to increase working capital and the fixed assets of the company.

The cash basis and the accrual basis show similar pictures when the levels of assets and liabilities do not
change significantly from beginning of period to end of period. For example, in a firm that has been in ex-
istence for quite some time and that has reached a steady state, the levels of receivables, inventory, and
payables are often constant. Capital expenditures to replace fixed assets in any given year approximate
depreciation expense for the year. In such a circumstance, cash flow and net income are approximately
the same.



54 Chapter 2

Discussion Case 2-47

The possibilities include the following:

1. The financial statements may be augmented by more extensive electronic disclosure. This would
allow companies to provide much more information and allow investors to analyze the information
more easily. It has been suggested that the importance of accounting method choice would diminish
because users would be able to generate reports based on any set of accounting assumptions.
Lenders, for example, might choose a more conservative set of assumptions than a potential corpo-
rate raider. Dissemination of more detailed data would allow all users to generate tailor-made finan-
cial statements.

2. Ultimately, it might someday be possible for an outsider to track the performance of a firm on an on-
going basis by tapping directly into the firm’s accounting computer system. There would be no need
for periodic financial statements; users could generate financial statements for any interval they
choose. Accounting software firms would arise with competing software to best analyze and sum-
marize the raw data available from company accounting records.

Discussion Case 2-48

Companies are usually very sensitive to requests of their stockholders. This concern should be expressed
in replying to Julie’s request. The company policy in distributing quarterly reports could be conveyed in
the reply, along with the latest report. The chief accountant could assure Julie that the quarterly reports
are prepared using the same generally accepted accounting principles as the annual reports and that the
company auditors do review the quarterlies for consistency and overall reasonableness.

The idea of direct access to company records is one that has been suggested by several futurists. Cer-
tainly, the technology is available to do some of this. However, companies must also be concerned about
premature disclosure of information that might be detrimental to the long-term interest of the company as
an entity. As chief accountant, you might consider establishing an online system that would be updated
weekly and that would provide data to interested stockholders such as Julie. The use of online databases
to access previously unavailable information is certainly going to occur. Those companies in the forefront
will be perceived as forward looking and will likely be popular with stockholders.
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Case 2-49
Lockheed Martin Corporation
Adjusted Trial Balance
December 31, 2009
(dollars in millions)
Debit Credit

Cash and Cash EqQUIVAIENTS..........c..ceoiiiiiic et $ 2,391
RECEIVADIES......oiiiiiiiieeeeeeeeeeeee et s e aaesassassssssssssasssssannnes 6,061
[ aNVZ=T o] (o] (=TS UPRRRRRPRN 2,183
Deferred INCome TaXes, CUITENE .........vuiiiiiiieiieiiieee et e e et e e e e eeeaaes 815
Other CUITENT ASSELS ....oeviiiieii ittt e e e e et e e e e e e esab s 1,027
Property, Plant and EQUIpMent, Net ... 4,520
(€T oT0 o .1/ TR 9,948
Purchased INtangibles, NEt.......cooiiiiiii e 311
Prepaid PENSION ASSEL........iiiiiiiiiiiiiieiieieetieeeeeeeeeeeeeeeeeeasesessessssssssssssssessrsrseerennne 160
Deferred INCOME TAXES ....ccvvvuiiei e ee e e e et e e e e e e eas b e e e e e e eeseees 3,779
(@] 1 =T R AN ST Y= £ PPPPRTPRR 3,916
ACCOUNES PAYADIE ......viiieiiicee ettt ettt e e eae e $ 2,030
Customer Advances and Amounts in Excess of Costs Incurred ....................... 5,049
Salaries, Benefits and Payroll TAXeS ..o 1,648
Other Current Liabilities .....u.eii i 1,976
LoNg-term Debt, NEL.........ueeiiiieee e 5,052
Accrued Pension LIabilitIES .........ceiiiiiiiiieiii e 10,823
Other Postretirement Benefit Liabilities..........ccoooeieiiiiiiiiiie e, 1,308
(@] 1 T R I T= 1 o | 1 (=TSR 3,096
(000]14] 00 T0] 0 IS] (o lod -SSR 373
(R L] = V] =0 [ == T ] T P PPPPPPPRt 11,621
Accumulated Other Comprehensive LOSS ... 8,595
[ 1Yo [T o o F PO UPPPPPPPIRN 2,294
TOtAl NEE SAIES... .o e e e e 45,189
(0005 o) ST 1 [T S PTPPOPPRR 40,965
Other Income and EXPENSES, NEL......c.uuiiiiiie e 242
INTEIEST EXPENSE ... 305
Other NoNn-operating INCOME ........cuuiiiiiiiii e 123
INCOME TaX EXPENSE ... 1,260

L0 7= £ $88,530 $88,530

Remember that the retained earnings balance on the December 31, 2009, balance sheet reflects the fact
that all nominal accounts have been closed. To prepare a trial balance that includes nominal accounts,
net income for the period must be subtracted and dividends must be added (obtained from the statement
of stockholders’ equity) from the end-of-year balance to arrive at the beginning-of-year balance.
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Case 2-50

Students should consider the following points in their assignment:

1. An understanding of how information from a transaction is entered into the accounting system,
processed by the system, and accumulated into a report will aid accountants and others as they use
the information.

2. If an error occurs in the accounting system, an understanding of how the system works will facilitate
the correction of the error.

3. An understanding of the mechanics enables individuals to better understand the concepts. For ex-
ample, the journal entries associated with a perpetual inventory system assist one in understanding
how goods flow through a business.

4. Journal entries force individuals to be concise and precise in their thinking. One cannot be sloppy
when it comes to journal entries. Thus, another benefit of journal entries and T-accounts is that they
assist the individual in becoming a better thinker.

Case 2-51

It should be apparent to students that the adjusting process requires significant judgment on the part of
an accountant. Few guidelines exist to dictate the appropriateness of estimates. However, users of finan-
cial information require unbiased information with which to make quality decisions. If accounting informa-
tion is biased so as to not reflect the economic realities of a business, poor resource allocation decisions
can be made.

The accountant must exercise caution in ensuring that estimates are reasonable. While incentives may
exist that cause the accountant to consider using overly optimistic estimates, incentives also exist to en-
sure that the accountant remains unbiased. For example, if an investor or creditor suffers a loss as a re-
sult of relying on information contained in the financial statements of a company, accountants may find
themselves in a court of law trying to justify their estimates.

Accounting is one part science and one part art. While the mechanics of accounting may seem relatively
straightforward, such is not the case. Bookkeeping is straightforward and requires little judgment; ac-
counting requires significant judgment.

Case 2-52

Solutions to this problem can be found on the Instructor's Resource CD-ROM or downloaded from the
Web at www.cengage.com/accounting/stice.



