Fi nanci al and Managerial Accounting 1lst Edition Wygandt Sol uti ons Manual

CHAPTER 2

The Recording Process

ASSIGNMENT CLASSIFICATION TABLE

Brief A B

Learning Objectives Questions Exercises Do lt! Exercises Problems Problems

1. Explain what an account 1 1
is and how it helps in the
recording process.

2. Define debits and credits 2,3,4,5, 1,2,5 1 2,4,6, 1A, 2A, 1B, 2B,
and explain their use in 6,7,8,9, 7,14 3A, 5A 3B, 5B
recording business 14, 21
transactions.

3. Identify the basic steps in 10, 19 4 6,7
the recording process.

4. Explain what a journal is 11,12, 13, 3,6 2 3,5,6,7 1A, 2A, 1B, 2B,
and how it helps in the 14, 16 10, 11,12 3A, 5A 3B, 5B
recording process.

5. Explain what a ledger is 17 8
and how it helps in the
recording process.

6. Explain what posting is 15,17 7,8 3 9,12 2A, 3A, 5A 2B, 3B, 5B
and how it helps in the
recording process.

7. Prepare a trial balance 18, 20 9,10 4 9,10, 11, 2A, 3A, 2B, 3B,
and explain its purposes. 13, 14,15 4A, 5A 4B, 5B
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ASSIGNMENT CHARACTERISTICS TABLE

Problem Difficulty Time Allotted

Number Description Level (min.)
1A Journalize a series of transactions. Simple 20-30
2A Journalize transactions, post, and prepare a trial balance. Simple 30-40
3A Journalize and post transactions and prepare a trial balance. = Moderate 40-50
4A Prepare a correct trial balance. Moderate 3040
5A Journalize transactions, post, and prepare a trial balance. Moderate 40-50
1B Journalize a series of transactions. Simple 20-30
2B Journalize transactions, post, and prepare a trial balance. Simple 3040
3B Journalize transactions, post, and prepare a trial balance. Moderate 40-50
4B Prepare a correct trial balance. Moderate 3040
5B Journalize transactions, post, and prepare a trial balance. Moderate 40-50

2-2 Copyright © 2012 John Wiley & Sons, Inc. Weygandt, Financial and Managerial Accounting, Solutions Manual (For Instructor Use Only)



WEYGANDT FINANCIAL and MANAGERIAL ACCOUNTING

CHAPTER 2

THE RECORDING PROCESS

Number LO BT Difficulty Time (min.)
BE1 2 C Simple 6-8
BE2 2 C Simple 4-6
BE3 4 AP Simple 4-6
BE4 3 C Moderate 4-6
BE5 2 C Simple 6-8
BE6 4 AP Simple 4-6
BE7 6 AP Simple 4-6
BES8 6 AP Simple 4-6
BE9 7 AP Simple 4-6
BE10 7 AN Moderate 6-8
DI1 2 C Simple 3-5
DI2 4 AP Simple 3-5
DI3 6 AP Simple 2-4
Dl4 7 AP Simple 6-8
EX1 1 K Simple 2-4
EX2 2 C Simple 10-15
EX3 4 AP Simple 8-10
EX4 2 C Simple 6-8
EX5 4 AP Simple 6-8
EX6 2-4 AP Simple 6-8
EX7 2-4 AP Simple 8-10
EX8 5 K Simple 2-4
EX9 6,7 AP Simple 10-12
EX10 4,7 AP Moderate 10-12
EX11 4,7 AP Moderate 12-15
EX12 4,6 AP Moderate 12-15
EX13 7 AN Moderate 6-8
EX14 2,7 AP Simple 8-10
EX15 7 C Simple 4-6
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THE RECORDING PROCESS (Continued)

Number LO BT Difficulty Time (min.)
P1A 2,4 AP Simple 20-30
P2A 2,4,6,7 AP Simple 30-40
P3A 2,4,6,7 AP Moderate 40-50
P4A 7 AN Moderate 30-40
P5A 2,4,6,7 AP Moderate 40-50
P1B 2,4 AP Simple 20-30
P2B 2,4,6,7 AP Simple 3040
P3B 2,4,6,7 AP Moderate 40-50
P4B 7 AN Moderate 30-40
P5B 2,4,6,7 AP Moderate 40-50
BYP1 2 C Simple 8-10
BYP2 2,6 AN Simple 8-10
BYP3 — AP Simple 15-20
BYP4 6,7 AP, S Moderate 20-30
BYP5 3,6 S Simple 10-15
BYP6 7 AN, E Moderate 10-15
BYP7 — E Moderate 15-20
BYP8 — E Moderate 10-15
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Correlation Chart between Bloom’s Taxonomy, Learning Objectives and End-of-Chapter Exercises and Problems

Learning Objective Knowledge| Comprehension Application Analysis Synthesis Evaluation
1. Explain what an account Q2-1
is and how it helps in the E2-1
recording process.
2. Define debits and credits and (Q2-21 Q2-2 Q2-7 BE2-2[E2-6 P2-3A P2-5B
explain their use in recording Q2-3 Q2-8 BE2-5|[E2-7 P2-5A
business transactions. Q2-4 Q29 DI2-1 [E2-14 P2-1B
Q2-5 Q2-14 E2-2 |P2-1A P2-2B
Q2-6 BE2-1 E2-4 |P2-2A P2-3B
3. Identify the basic steps in Q2-10 Q2-19 E2-6
the recording process. BE2-4 E2-7
4. Explain what a journal is and |Q2-12 Q2-11 Q2-16 E2-7 P2-5A
how it helps in the recording Q2-13 BE2-3 E2-10 P2-1B
process. Q2-14 BE2-6 E2-11 P2-2B
DI2-2 E2-12 P2-3B
E2-3 P2-1A P2-5B
E2-5 P2-2A
E2-6 P2-3A
5. Explain what a ledger is and |E2-8 Q2-17
how it helps in the recording
process.
6. Explain what posting is and Q2-15 BE2-7 E2-12 P2-2B
how it helps in the recording Q2-17 BE2-8 P2-2A P2-3B
process. DI2-3 P2-3A P2-5B
E2-9 P2-5A
7. Prepare a trial balance and Q2-18 BE2-9 E2-11 P2-5A|Q2-20 P2-4B
explain its purposes. E2-15 DI2-4 E2-14 P2-2B|BE2-10
E29 P2-2A P2-3B|E2-13
E2-10 P2-3A P2-5B|P2-4A
Broadening Your Perspective Financial Reporting |Decision—-Making Comparative Analysis|Communication|All About You
Across the Ethics Case Decision Making |Ethics Case

Organization

Real-World Focus

Across the
Organization
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10.

ANSWERS TO QUESTIONS

A T account has the following parts: (a) the title, (b) the left or debit side, and (c) the right or credit side.
Disagree. The terms debit and credit mean left and right respectively.

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

Sandra is incorrect. A debit balance only means that debit amounts exceed credit amounts in an
account. Conversely, a credit balance only means that credit amounts are greater than debit
amounts in an account. Thus, a debit or credit balance is neither favorable nor unfavorable.

(a) Asset accounts are increased by debits and decreased by credits.

(b) Liability accounts are decreased by debits and increased by credits.

(c) Revenues, common stock, and retained earnings are increased by credits and decreased by
debits. Expenses and dividends are increased by debits and decreased by credits.

a) Accounts Receivable—debit balance.

b) Cash—debit balance.

c) Dividends—debit balance.

d) Accounts Payable—credit balance.

e) Service Revenue—credit balance.

f) Salaries and Wages Expense—debit balance.
g) Common Stock—credit balance.

) Accounts Receivable—asset—debit balance.

) Accounts Payable—liability—credit balance

) Equipment—asset—debit balance.

) Dividends—stockholders’ equity—debit balance.
) Supplies—asset—debit balance.

(a) Debit Supplies and credit Accounts Payable.
(b) Debit Cash and credit Notes Payable.
(c) Debit Salaries and Wages Expense and credit Cash.

(1) Cash—both debit and credit entries.

(2) Accounts Receivable—both debit and credit entries.
(3) Dividends—debit entries only.

(4) Accounts Payable—both debit and credit entries.
(5) Salaries and Wages Expense—debit entries only.
(6) Service Revenue—credit entries only.

The basic steps in the recording process are:

1. Analyze each transaction for its effect on the accounts.

2. Enter the transaction information in a journal.

3. Transfer the journal information to the appropriate accounts in the ledger.
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Questions Chapter 2 (Continued)

11.

12.

13.

14.

15.

16.

17.

The advantages of using the journal in the recording process are:

(a) It discloses in one place the complete effects of a transaction.

(b) It provides a chronological record of all transactions.

(c) It helps to prevent or locate errors because the debit and credit amounts for each entry can be
easily compared.

(@) The debit should be entered first.
(b) The credit should be indented.

When three or more accounts are required in one journal entry, the entry is referred to as a
compound entry. An example of a compound entry is the purchase of equipment, part of which is
paid for with cash and the remainder is on account.

(a) No, business transaction debits and credits should not be recorded directly in the ledger.
(b) The advantages of using the journal are:
1. It discloses in one place the complete effects of a transaction.
2. It provides a chronological record of all transactions.
3. It helps to prevent or locate errors because the debit and credit amounts for each entry can
be easily compared.

The advantage of the last step in the posting process is to indicate that the item has been posted.

(@) CASN . 9,000
CoMMON SEOCK ... 9,000
(Issued shares of stock for cash)
(b) Prepaid INSUraNCe..........oooiiiiiiiiiiei e 800
CaSh o 800
(Paid one-year insurance policy)
(o TS 10 o] o] =T PR 2,000
Accounts Payable ...........ccooiiiiiiiiiiicce e, 2,000
(Purchased supplies on account)
(A) CASN e 7,500
Service REBVENUE........cooeeeeeeeee et 7,500

(Received cash for services rendered)

(a) The entire group of accounts maintained by a company, including all the asset, liability, and
stockholders’ equity accounts, is referred to collectively as the ledger.

(b) A chart of accounts is a list of accounts and the account numbers that identify their location in the
ledger. The chart of accounts is important, particularly for a company that has a large number of
accounts, because it helps organize the accounts and define the level of detail that a company
desires in its accounting system.
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Questions Chapter 2 (Continued)

18. A trial balance is a list of accounts and their balances at a given time. The primary purpose of a trial
balance is to prove (check) that the debits equal the credits after posting. A trial balance also
facilitates the discovery of errors in journalizing and posting. In addition, it is useful in preparing
financial statements.

19. No, Joe is not correct. The proper sequence is as follows:
(b) Business transaction occurs.
c) Information entered in the journal.

(

(a) Debits and credits posted to the ledger.
(e) Trial balance is prepared.

(d) Financial statements are prepared.

20. (a) The trial balance would balance.
(b) The trial balance would not balance.

21. The normal balances are Cash debit, Accounts Payable credit, and Interest Expense debit.
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SOLUTIONS TO BRIEF EXERCISES

BRIEF EXERCISE 2-1

(a) (b) (c)
Debit Credit Normal
Effect Effect Balance
1. Accounts Payable Decrease Increase Credit
2. Advertising Expense Increase Decrease Debit
3. Service Revenue Decrease Increase Credit
4. Accounts Receivable Increase Decrease Debit
5. Common Stock Decrease Increase Credit
6. Dividends Increase Decrease Debit
BRIEF EXERCISE 2-2
Account Debited Account Credited
June 1 Cash Common Stock
2 Equipment Accounts Payable
3 Rent Expense Cash
12 Accounts Receivable Service Revenue
BRIEF EXERCISE 2-3
0 LT 1= T I 0 T o T 4,000
Common StocCK........ceoiieiieeirrcrrcr e e 4,000
2 Equipment.........errre e e e 900
Accounts Payable..........ccccoomimiiiiiciiinies 900
3 RentEXpense.....iciiiecireccree e e e 800
(0= =7 o 800
12 Accounts Receivable.......ccccoereieiriimiiirieirreirnennes 300
Service Revenue .........oeveieimiremiecrcecrennenenns 300
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BRIEF EXERCISE 2-4

The basic steps in the recording process are:

1.

Analyze each transaction. In this step, business documents are examined to

determine the effects of the transaction on the accounts.

Enter each transaction in a journal. This step is called journalizing and it

results in making a chronological record of the transactions.

Transfer journal information to ledger accounts. This step is called
posting. Posting makes it possible to accumulate the effects of

journalized transactions on individual accounts.

BRIEF EXERCISE 2-5

Aug.

16

27

(a) Effect on Accounting Equation

The asset Cash is increased; the
stockholders’ equity account
Common Stock is increased.

The asset Prepaid Insurance is
increased; the asset Cash is
decreased.

The asset Cash is increased; the
revenue Service Revenue is
increased.

The expense Salaries and Wages
Expense is increased; the asset
Cash is decreased.

(b) Debit-Credit Analysis

Debits increase assets:

debit Cash $8,000.

Credits increase stockholders’ equity:
credit Common Stock $8,000.

Debits increase assets:

debit Prepaid Insurance $1,800.
Credits decrease assets:

credit Cash $1,800.

Debits increase assets:

debit Cash $1,100.

Credits increase revenues:
credit Service Revenue $1,100.

Debits increase expenses:

debit Salaries and Wages Expense
$1,000.

Credits decrease assets:

credit Cash $1,000.
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BRIEF EXERCISE 2-6

Aug. 1 Cash.....errcrr e e 5,000
Common StOCK ......cceiriimirrirr e e e 5,000

4 Prepaid Insurance..........ccccceeiiimmeiimnmnnnnnnnenanans 1,800
CaSh.. 1,800

16 CaSh . 1,100
Service Revenue.......ccccoieieieeiieiiseieenrensanenes 1,100

27 Salaries and Wages Expense..........ccccceceivrreeenne. 1,000
CaSh.. 1,000

BRIEF EXERCISE 2-7

Cash Service Revenue
5/12 2,100 5/5 5,000
5/15 3,000 5/15 3,000
Ending Bal. 5,100 Ending Bal. 8,000

Accounts Receivable
5/5 5,000 | 5/12 2,100

Ending Bal. 2,900

BRIEF EXERCISE 2-8

Cash

Date Explanation Ref. Debit Credit Balance

May 12 J1 2,100 2,100
15 J1 3,000 5,100
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BRIEF EXERCISE 2-8 (Continued)

Accounts Receivable

Date Explanation Ref. Debit Credit Balance

May 5 J1 5,000 5,000
12 J1 2,100 2,900

Service Revenue

Date Explanation Ref. Debit Credit Balance

May 5 J1 5,000 5,000
15 J1 3,000 8,000

BRIEF EXERCISE 2-9

STARR COMPANY
Trial Balance
June 30, 2014

Debit Credit
[0 1= o T $ 6,800
Accounts Receivable .........ccoecvreiiiiiiiiiicirr e, 3,000
Equipment.........oo e 17,000
Accounts Payable...........ccccoonans $ 9,000
CommonN StOCK......ccuiiiiiii e e e e e 20,000
Dividends ........coveiiiiiiiiiicrrrrr s e e e 1,200
Service ReVeNUE.........coiecieiiiiiecieirrc s s sersaennes 6,000
Salaries and Wages EXpense ..........ccccceeeneirereecnnnnnnns 6,000
Rent EXPense ... rree e e s s e 1,000
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BRIEF EXERCISE 2-10

CHENG COMPANY
Trial Balance
December 31, 2014

Debit Credit
- 1= o T $16,800
Prepaid Insurance..........cceeciimimiiiinecninresr e 3,500
Accounts Payable........ccccccooimiiiii s $ 3,000
Unearned Service Revenue.........cocceveiieiieeienienennenns 4,200
ComMmMmON StOCK ....cuieiieiieiriirrc s e e e ranas 13,000
Dividends ..o s e e e 4,500
Service ReVeNUE.........cccecieiiveiiiiiciri e e e ean e 25,600
Salaries and Wages Expense............cccceucrrrrercnnnnnnns 18,600
Rent EXpense.... ... ns s se s 2,400

$45,800 $45.800
SOLUTIONS FOR DO IT! REVIEW EXERCISES
DO IT! 2-1

Graham would likely need the following accounts in which to record the
transactions necessary to ready his photography studio for opening day:

Cash (debit balance) Notes Payable (credit balance)
Supplies Accounts Payable
(debit balance) (credit balance)
Equipment Common Stock (credit balance)
(debit balance) Rent Expense (debit balance)
DO IT! 2-2

Each transaction that is recorded is entered in the general journal. The three
activities would be recorded as follows:

1. Cash ... 8,000
Common StoCK.....cccecvveiimiirirnrnreanennes 8,000
2. ST o] o] 11 1,600
Cash ... 400
Accounts Payable ..........ccccoorvenninnennnn. 1,200
3. No entry because no transaction has occurred.
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DO IT! 2-3

Cash
4/1 1,600 | 4/16 600
4/3 3,700 | 4/20 500

4/30 4,200

DO IT! 24

CHILLIN’ COMPANY

Trial Balance
December 31, 2014
Debit Credit

CasSh .. $ 6,000
Accounts Receivable .........ccccereiieiiiiieiieciec e, 8,000
ST 0] o o] 11 =3P 5,000
Equipment.........r s 76,000
Notes Payable.........ccccoriiiiiiiiiiiirrirrrrrrrr s $ 20,000
Accounts Payable..........ccccoorreciiiiiiiirccr e 9,000
Salaries Wages Payable..........cccccceeeiiimrececinineecenn 3,000
CommoN StOCK ...t e e e 25,000
Dividends ........coeeiimiimiiiicrerrr s e e 8,000
Service ReVENUE........c.civeiimiiricirscr s s s e renaeens 86,000
Rent EXPense ... e e e s s e 2,000
Salaries and Wages Expense.......cccccveuciireeniinnnnnnn. 38,000

$143,000  $143,000
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SOLUTIONS TO EXERCISES

EXERCISE 2-1

1. False. An account is an accounting record of a specific asset, liability, or
stockholders’ equity item.

2. False. An account shows increases and decreases in the item it relates to.

3. False. Each asset, liability, and stockholders’ equity item has a
separate account.

4. False. An account has a left, or debit side, and a right, or credit side.

5. True.
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Account Debited

Account Credited

(a)

(b)

(c)

(d)

(a)

(b)

(c)

(d)

Basic Specific Normal Basic Specific Normal
Transaction Type Account Effect Balance Type Account Effect Balance
Jan. 2 Asset Cash Increase Debit Stockholders’ Common Increase Credit
Equity Stock
3 Asset Equipment Increase Debit Asset Cash Decrease Debit
9 Asset Supplies Increase Debit Liability Accounts Increase Credit
Payable
1 Asset Accounts Increase Debit Stockholders’ Service Increase Credit
Receivable Equity Revenue
16 Stockholders’  Advertising Increase Debit Asset Cash Decrease Debit
Equity Expense
20 Asset Cash Increase Debit Asset Accounts Decrease Debit
Receivable
23 Liability Accounts Decrease Credit Asset Cash Decrease Debit
Payable
28 Stockholders’ Dividends Increase Debit Asset Cash Decrease Debit

Equity

¢-¢ ASI10d3AX3



EXERCISE 2-3

General Journal J1
Date Account Titles and Explanation Ref. Debit Credit
N P 1 o T 0 T o [ 15,000
Common StocK......cccecvrereniennnen. 15,000
3 Equipment........cooiieen 7,000
Cash...ieecrrcrrc e, 7,000
L2 T S U 1] o] [T 500
Accounts Payable..................... 500
11  Accounts Receivable ...........ccceuun..... 1,800
Service Revenue..........cc.ceveueeee. 1,800
16  Advertising Expense...........cccevvnnneee. 200
Cash...eer e, 200
20 Cash ..o 700
Accounts Receivable................ 700
23 Accounts Payabile...........ccccccevieennnnnns 300
Cash...eiee e, 300
28 Dividends ........ccoieeiiieiiriiecrr e 1,000
Cash...ee e 1,000
EXERCISE 2-4
Oct. 1 Debits increase assets: debit Cash $20,000.
Credits increase stockholders’ equity: credit Common Stock
$20,000.
2 No transaction.
3 Debits increase assets: debit Equipment $1,900.
Credits increase liabilities: credit Accounts Payable $1,900.
Copyright © 2012 John Wiley & Sons, Inc. Weygandt, Financial and Managerial Accounting, Solutions Manual (For Instructor Use Only)  2-17



EXERCISE 2-4 (Continued)

Oct. 6 Debits increase assets: debit Accounts Receivable $3,200.
Credits increase revenues: credit Service Revenue $3,200.

27 Debits decrease liabilities: debit Accounts Payable $850.
Credits decrease assets: credit Cash $850.

30 Debits increase expenses: debit Salaries and Wages Expense

$2,500.
Credits decrease assets: credit Cash $2,500.

EXERCISE 2-5

General Journal

Date Account Titles and Explanation Ref. Debits Credit

Oct. 1 Cash.ciiiiiiiirrrre s 20,000
Common StocK.........cevevrenrnnnes 20,000

2 No entry.

3 Equipment ..., 1,900
Accounts Payable ................... 1,900

6 Accounts Receivable....................... 3,200
Service Revenue...........c..ccu.u.... 3,200

27 Accounts Payable............ccceuunneeee. 850
Cash....iiecii, 850

30 Salaries and Wages Expense........... 2,500
Cash . 2,500
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EXERCISE 2-6

(@) 1. Increase the asset Cash, increase the liability Notes Payable.
2. Increase the asset Equipment, decrease the asset Cash.
3. Increase the asset Supplies, increase the liability Accounts Payable.
(b) 1. Cash.cr 5,000
Notes Payable ... 5,000
2. Equipment ... e 2,500
CaSh . 2,500
B TS U o o =Y 450
Accounts Payable.........ccccoorveciiiienciinnennnn. 450
EXERCISE 2-7
(@) Assets = Liabilities + Stockholders’ Equity
1. + + (Issue stock)
2. - — (Expense)
3. + + (Revenue)
4, - — (Dividends)
(b) 1. Cash.rrrr 5,000
Common StocK........ccoreeiieeiirirrcree e 5,000
2. Rent EXpense.....iiiciiieecireeinreee e ereneeens 1,100
CaSh . - 1,100
3. Accounts Receivable........cccccevvimiiririiiiinnnnnns 4,700
Service Revenue ........ccccceveiimiieeiinnienennennes 4,700
4. Dividends.....c.ccocieeiiiiiciirr s 700
Cash.... 700
EXERCISE 2-8

1. False. The general ledger contains all the asset, liability, and stock-
holders’ equity accounts.

2. True.

3. False. The accounts in the general ledger are arranged in financial

statement order: first the assets, then the liabilities, common stock,

retained earnings, dividends, revenues, and expenses.

True.

False. The general ledger is not a book of original entry; transactions

are first recorded in the general journal, then in the general ledger.

ok
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EXERCISE 2-9

(a)
Cash Notes Payable
Aug. 1 5,000 |Aug.12 1,000 |Aug. 12 4,000
10 2,700
31 850
Bal. 7,550 Common Stock
|Aug. 1 5,000
Accounts Receivable
Aug 25 1,600 Aug 31 850 Service Revenue
Bal. 750 Aug.10 2,700
25 1,600
Bal. 4,300
Equipment
Aug.12 5,000 |
(b) ROBERTA MENDEZ, INVESTMENT BROKER
Trial Balance
August 31, 2014
Debit Credit
(O 1= ¢ T $ 7,550
Accounts Receivable........ccocceimiiniiiiiiicii s 750
Equipment ... 5,000
Notes Payable ..........ccccceeiieiiiiiiiee e $ 4,000
CommoON StOCK .....ccuiiiiiiiiriri s rea e e e ranae 5,000
Service ReVENUE ........coeiveiimiiiieirerereairn e senssnnses 4,300
$13,300 $13,300
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EXERCISE 2-10

(a)

General Journal

Date Account Titles and Explanation Ref.

Debit

Credit

Apr. 1 Cash...ccr e

(Issued shares of stock
for cash)

(17 0% - 1= o T

(Received cash for
services provided)

15 Salaries and Wages Expense.............
Cash....e e
(Paid salaries to date)

25 Accounts Payable.........cccccovvenrrnnen.

29 Cash..iiiircrec e
Accounts Receivabile.....................
(Received cash in payment
of account)

30 CasSh . e

(Received cash for future
services)

10,000

900

600

1,500

400

1,000

10,000

900

720

1,500

400

1,000
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EXERCISE 2-10 (Continued)

(b) PADRE LANDSCAPING COMPANY
Trial Balance
April 30, 2014

Debit Credit

CaSh...e e $10,080
Accounts Receivable.........ccccoreiiriieiimiieienre e 2,800
ST o] o] 113 1,800
Accounts Payable...........ccccoiimiirreeeecccccee s $ 300
Unearned Service Revenue........cccccereiieienirerennennens 1,000
Common StOCK .....ccuvieiiiirer e e 10,000
Service REVENUE .......coieiieiiei e s s s e sen e 4,100
Salaries and Wages Expense.......c.c.cccceeivrveniinnennnn. 720

EXERCISE 2-11

(@) Oct.1 Cash.....iiiicrcrr e 5,000
Common StoCK.......ccovirmiieiieeireireree e 5,000

10 Cash.cr s 650
Service Revenue ........ccoocceirieceireennnnes 650
(Received cash for services
provided)

10 Cash.r 3,000
Notes Payable.......c.ccoeeeciimieciiirecieeee, 3,000
(Obtained loan from bank)

20 Cash..... e 500
Accounts Receivable...............ccceuunn..... 500
(Received cash in payment of
account)

20 Accounts Receivable...........cccccevuvieireienneen. 940
Service Revenue ........ccccoeeeieeireiierennenn. 940
(Billed clients for services
provided)
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EXERCISE 2-11 (Continued)

(b) SPARKS CO.
Trial Balance
October 31, 2014

Debit Credit
Cash ... ———— $ 8,170
Accounts Receivable ........ccccevirmiimcieeiieiiecnennenn. 1,240
ST o] o] 113 400
Equipment ... 2,000
Notes Payable.........ccccceriiriiiiiiiiiieeeccceee e $ 3,000
Accounts Payable ..., 500
Common StOCK.......ccieeiiriier e e 7,000
Dividends........cooveciiiiiciirrc e 300
Service ReVeNUE .......ccieeiiieiieeiirirseireeresrennenanes 2,390
Salaries and Wages Expense.........ccccceeevvereeennns 500
Rent EXpense........ i e e e e 280
$12,890 $12,890
EXERCISE 2-12
(a)
General Journal J1
Date Account Titles and Explanation Ref. Debit Credit
Sept. 1 Cash..iiriicccrrree e, 101 10,000
Common StocK ......cceeererenirnnnen, 311 10,000
5 Equipment........coiriiiiirereee 157 12,000
Cash.....oooeee e, 101 4,000
Accounts Payable..................... 201 8,000
25 Accounts Payable ..........ccoceneiivennnnnn 201 2,400
Cash...iricr e, 101 2,400
30 Dividends......ccccoimieiiimieiiirr e, 332 500
Cash...iiic e, 101 500
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EXERCISE 2-12 (Continued)

(b)

Cash No. 101
Date Explanation Ref. Debit Credit Balance
Sept. 1 J1 10,000 10,000
5 J1 4,000 6,000

25 J1 2,400 3,600

30 J1 500 3,100
Equipment No. 157
Date Explanation Ref. Debit Credit Balance
Sept. 5 J1 12,000 12,000
Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
Sept. 5 J1 8,000 8,000
25 J1 2,400 5,600
Common Stock No. 311
Date Explanation Ref. Debit Credit Balance
Sept. 1 J1 10,000 10,000
Dividends No. 332
Date Explanation Ref. Debit Credit Balance
Sept. 30 J1 500 500
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EXERCISE 2-13

(a) (b) (c)

Error In Balance Difference Larger Column

1. No $400 Debit

2. Yes —_ —_

3. Yes — —

4. No 300 Credit

5. Yes — —

6. No 36 Credit
EXERCISE 2-14

TEMPUS FUGIT DELIVERY SERVICE
Trial Balance
July 31, 2014

Debit Credit
Cash ($90,907 — Debit total without Cash

$69,340) ...oooeiiiiiiiiccerrrre e $21,567
Accounts Receivable..........ccceiiieiiiiiiiecien e 10,642
Prepaid Insurance..........covciimimiiiincnirrerrre e 1,968
Equipment.........c e 49,360
Notes Payable ... $26,450
Accounts Payable...........ceeiiiiiciiiiir s 8,396
Salaries and Wages Payable........c.ccoveeiimienciiinennnnes 815
CommoN StOCK ......ieiieiieiriirrr s e e e rane 40,000
Retained Earnings .......cccoviiimieciiincsinsressrenen e 4,636
Dividends ..o 700
Service ReVeNUE.........cccecieiveiiiiiciri e s re e ean e 10,610
Salaries and Wages Expense...........ccccceeeerrrrercnnnnnnns 4,428
Maintenance and Repairs Expense.........cccccevenunneeee. 961
Gasoline EXPeNSe......ccorveiiieiiieirrcc s e s e e 758
Utilities Expense.......cciiiiciiiiciiirccsrrres e 523

$90,907 $90,907

EXERCISE 2-15

Transactions 4, 5, and 7 are operating activities
Transaction 3 is an investing activity
Transactions 1, 2 and 6 are financing activities.

Copyright © 2012 John Wiley & Sons, Inc. Weygandt, Financial and Managerial Accounting, Solutions Manual  (For Instructor Use Only)  2-25



SOLUTIONS TO PROBLEMS

PROBLEM 2-1A

J1

Date

Account Titles and Explanation

Ref. Debit

Credit

Apr. 1

11

12

13

17

20

Common StocK..........ccoevvreeniiinnns
(Issued shares of stock
for cash)

(Purchased land for cash)

Advertising Expense........cccceciivennnnn.

Accounts Payabile............ccc..........
(Incurred advertising
expense on account)

Salaries and Wages Expense ..............
Cash ...
(Paid salaries)

No entry—Not a transaction.

Prepaid Insurance ..........cccceiiiienciineannn.

Cash ...
(Paid for one-year
insurance policy)

Dividends ........ccceciiimmiiiiiicir e
Cash ..
(Declared and paid cash
dividends)

Service Revenue.........cccccceeivinneeee
(Received cash for services
provided)

50,000

30,000

1,800

1,500

1,500

1,400

5,700

50,000

30,000

1,800

1,500

1,500

1,400

5,700
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PROBLEM 2-1A (Continued)

Date Account Titles and Explanation Ref. Debit Credit

Apr. 25 Cash.....iiir s 3,000
Unearned Service Revenue.............. 3,000
(Received cash for future
services)

30 Cash.ecrrr 8,900
Service Revenue..........coceeverennenn. 8,900
(Received cash for services
provided)

30 Accounts Payable...........cccoeeuiiiiennnnnnes 900
Cash.....iicir e, 900
(Paid creditor on account)
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PROBLEM 2-2A

(a)
J1
Date Account Titles and Explanation Ref Debit Credit
May 1 Cash ... 101 20,000
Common StocK......ccovuvrmireieninnnens 311 20,000
(Issued shares of stock
for cash)
2 No entry—not a transaction.
3 SUPPlIeS ..o 126 1,500
Accounts Payabile......................... 201 1,500
(Purchased supplies on
account)
7 RentExpense......cccooiriiriecireeceneeneeeen, 729 900
Cash ... 101 900
(Paid office rent)
11 Accounts Receivable .........cc.ccoeevvvnnneene. 112 2,800
Service Revenue...........ccceeeuvnnren. 400 2,800
(Billed client for services
provided)
12 CaSh e 101 3,500
Unearned Service Revenue.......... 209 3,500
(Received cash for future
services)
17  CaSh e 101 1,200
Service Revenue...........cccceveuvnnree. 400 1,200
(Received cash for services
provided)
31 Salaries and Wages Expense............... 726 2,000
Cash ... 101 2,000

(Paid salaries)
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PROBLEM 2-2A (Continued)

Date Account Titles and Explanation Ref. Debit Credit
May 31 Accounts Payable ($1,500 X 40%) ......... 201 600
Cash... e 101 600

(Paid creditor on account)

(b)

Cash No. 101
Date Explanation Ref. Debit Credit Balance
May 1 J1 20,000 20,000
7 J1 900 19,100
12 J1 3,500 22,600
17 J1 1,200 23,800
31 J1 2,000 21,800
31 J1 600 21,200
Accounts Receivable No. 112
Date Explanation Ref. Debit Credit Balance
May 11 J1 2,800 2,800
Supplies No. 126
Date Explanation Ref. Debit Credit Balance
May 3 J1 1,500 1,500
Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
May 3 J1 1,500
31 J1 600 900
Unearned Service Revenue No. 209
Date Explanation Ref. Debit Credit Balance
May 12 J1 3,500 3,500
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PROBLEM 2-2A (Continued)

Common Stock No. 311
Date Explanation Ref. Debit Credit Balance
May 1 J1 20,000 20,000
Service Revenue No. 400
Date Explanation Ref. Debit Credit Balance
May11 J1 2,800 2,800
17 J1 1,200 4,000
Salaries and Wages Expense No. 726
Date Explanation Ref. Debit Credit Balance
May 31 J1 2,000 2,000
Rent Expense No. 729
Date Explanation Ref. Debit Credit Balance
May 7 J1 900 900
(c) KARA SHIN, INC.
Trial Balance
May 31, 2014
Debit Credit
Cash..... $21,200
Accounts Receivable.........ccccoevevreiiiiirircrecnennees 2,800
ST 0] o o] [ =3 1,500
Accounts Payable..........ccccooiiiiiniiiiiiniiiirrrcnn, $ 900
Unearned Service Revenue........cccoeeeirereniennnen. 3,500
Common StOCK .....cceiiiiiiiicr e 20,000
Service Revenue.......ccccovevieiieiieiieiisnisnsessanennes 4,000
Salaries and Wages Expense...........ccccceueineeees 2,000
Rent EXpense....... i e e e 900
$28.400 $28.400
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PROBLEM 2-3A

(a) & (c)
Cash Common Stock
Balance 8,000 Balance 30,000
(1) 1,000 30,000
(3) 1,700
(4) 13,000 ] ]
(5) 15,000 Retained Earnings
(6) 5,000 Balance 11,000
(7) 3,000 11,000
(8) 2,000
3,300 Dividends
(8) 2,000
Accounts Receivable 2,000
Balance 15,000
(4) 13,000
(6) 9,000 Service Revenue
11,000 (6) 14,000
14,000
Supplies
Balance 13,000 Advertising Expense
(2) 4,000 (1) 1,000
17,000 1,000
Prepaid Rent ]
Balance 3,000 Miscellaneous Expense
3,000 (3) 1,700
1,700
Equipment
Balance 21,000 Salaries and Wages Expense
21,000 (7) 3,000
3,000
Accounts Payable
Balance 19,000
(2) 4,000
(5) 15,000
8,000
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PROBLEM 2-3A (Continued)

(b)

Trans. Account Titles and Explanation Debit Credit

1. Advertising Expense........c.cccceiiieennnns 1,000
Cash . 1,000

2. ST o] o] 111 4,000
Accounts Payable ......................... 4,000

3. Miscellaneous Expense.........c..cceeuunrneee. 1,700
Cash . 1,700

4. Cash ... 13,000
Accounts Receivable. .................... 13,000

5. Accounts Payable ..........cccooemnrrrniiennnnee. 15,000
Cash . 15,000

6. CasSh .. 5,000

Accounts Receivable ..........cccocererenennne. 9,000
Service Revenue..........c.cceveveniennee. 14,000

7. Salaries and Wages Expense................. 3,000
Cash . 3,000

8. Dividends ........ccoviimiiiiiiiicrerr e e 2,000
Cash . 2,000
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PROBLEM 2-3A (Continued)

(d) BYTE REPAIR SERVICE, INC.
Trial Balance
January 31, 2014

Debit Credit
Cash ... ———— $ 3,300
Accounts Receivable ........ccccevirmiimcieeiieiiecnennenn. 11,000
ST o] o] 113 17,000
Prepaid Rent..........corrrere e 3,000
Equipment ... 21,000
Accounts Payable ............cccoiiieeeecccccceeeeeeeeeees $ 8,000
Common StOCK.......ccieeiiriier e e 30,000
Retained Earnings.........ccccceiimieeciiiveciiiececccneennnn, 11,000
Dividends.........coiiiiieeciirirrr e 2,000
Service ReVEeNUE .......cciveiiieiieeiieecreecreeresrennenanes 14,000
Advertising Expense........cccccoimimiiiirencinincnnnnneenns 1,000
Miscellaneous Expense........cccccoimimciiireniinnnnnnn. 1,700
Salaries and Wages Expense.........ccccceeevvereeennns 3,000

$63,000 $63.,000
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PROBLEM 2-4A

GARLAND COMPANY
Trial Balance
May 31, 2014

Debit Credit
Cash ($3,850 + $520 — $405) .......ccccccerrrrrrriiiciccnnnneenen $ 3,965
Accounts Receivable ($2,570 — $420) ............ccceeeeeeeee 2,150
Prepaid Insurance ($700 + $100) ..........cccceeerrrriiircncnnnn. 800
Supplies ($0 + $520) ......ccccerrcimrerrrirerriineeessnneesssnnees 520
Equipment ($12,000 — $520)........ccccccereveerrrveerrrrnenreneens 11,480
Accounts Payable ($4,500 — $100 + $520 — $420)....... $ 4,500
Unearned Service Revenue ........cccccceeeiimmeeeenccnereecmnnnnn 560
Common Stock ($11,700 + $1,000).........ccceevveerreerreennn. 12,700
Dividends ($0 + $1,000).........cccccrrmmrrriricciccmnereeeeeeeeens 1,000
Service REeVENUE........c.civeiiieiiei s reeresr s e s en e ena e 8,960
Salaries and Wages Expense ($4,200 + $200)............. 4,400
Advertising Expense ($1,100 + $405)...........cceuueeemenees 1,505
Utilities Expense ($800 + $100)...........cccceeeirriiiirccccnnn. 900

$26,720 $26,720
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PROBLEM 2-5A

(a) & (c)
Cash No. 101
Date Explanation Ref. Debit Credit Balance
Apr. 1 Balance v 6,000
2 J1 800 5,200
9 J1 1,800 7,000
10 J1 3,000 4,000
12 J1 300 3,700
25 J1 5,200 8,900
29 J1 1,600 7,300
30 J1 90 7,390
30 J1 900 6,490
Accounts Receivable No. 112
Date Explanation Ref. Debit Credit Balance
Apr. 30 J1 90 90
Prepaid Rent No. 136
Date Explanation Ref. Debit Credit Balance
Apr. 30 J1 900 900
Land No. 140
Date Explanation Ref. Debit Credit Balance
Apr. 1 Balance v 10,000
Buildings No. 145
Date Explanation Ref. Debit Credit Balance
Apr. 1 Balance v 8,000
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PROBLEM 2-5A (Continued)

Equipment No. 157
Date Explanation Ref. Debit Credit Balance
Apr. 1 Balance v 6,000
Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
Apr. 1 Balance v 2,000
10 J1 1,000 1,000
20 J1 1,000 2,000
Mortgage Payable No. 275
Date Explanation Ref. Debit Credit Balance
Apr. 1 Balance v 8,000
10 J1 2,000 6,000
Common Stock No. 311
Date Explanation Ref. Debit Credit Balance
Apr. 1 Balance v 20,000
Service Revenue No. 400
Date Explanation Ref. Debit Credit Balance
Apr. 9 J1 1,800 1,800
25 J1 5,200 7,000
Rent Revenue No. 429
Date Explanation Ref. Debit Credit Balance
Apr.30 J1 180 180
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PROBLEM 2-5A (Continued)

Advertising Expense No. 610
Date Explanation Ref. Debit Credit Balance
Apr. 12 J1 300 300
Rent Expense No. 729
Date Explanation Ref. Debit Credit Balance
Apr. 2 J1 800 800
20 J1 1,000 1,800
Salaries and Wages Expense No. 726
Date Explanation Ref. Debit Credit Balance
Apr. 29 J1 1,600 1,600
(b)
J1
Date Account Titles and Explanation Ref. Debit Credit
Apr. 2 RentExpense..........oocrriinnne 729 800
Cash......oooirrcccrre, 101 800
(Paid film rental)
3 No entry—not a transaction.
9 Cash..rr e, 101 1,800
Service Revenue ..........ccceuureeeee. 400 1,800
(Received cash for services
provided)
10 Mortgage Payable ...........cccccvrvennnnnnee. 275 2,000
Accounts Payable..........ccccorvrmnrnennn. 201 1,000
Cash.. e 101 3,000

(Made payments on

mortgage and accounts

payable)
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PROBLEM 2-5A (Continued)

Date Account Titles and Explanation Ref. Debit Credit

Apr. 11 No entry—not a transaction.

12 Advertising Expense........cccccovmvenniinnee. 610 300
Cash ..., 101 300
(Paid advertising expenses)
20 Rent Expense.......ccooireciiincireeiineeneeeenn. 729 1,000
Accounts Payabile....................... 201 1,000
(Rented film on account)
25 Cash . 101 5,200
Service Revenue............cceeuvvennee. 400 5,200
(Received cash for services
provided)
29 Salaries and Wages Expense.............. 726 1,600
Cash ... 101 1,600
(Paid salaries expense)
30 Cash . 101 90
Accounts Receivable ...........ccccovvennnnnns 112 90
Rent Revenue .........ooeeeeiiiinnneee. 429 180
(18% X $1,000)

(Received cash and
balance on account for
concession revenue)

30 PrepaidRent.........coorrniri, 136 900
Cash .., 101 900
(Paid cash for future film
rentals)
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PROBLEM 2-5A (Continued)

(d) CLASSIC THEATER
Trial Balance
April 30, 2014

Land ...
Buildings.....c.ccoeiimiiiiiiiireci e
Equipment ...
Accounts Payable ...,
Mortgage Payable ...,
Common StOCK.........ccooimmimiiiiiirr s
Service Revenue .........occciiiieiiiieeccesreeceereee s
Rent Revenue.........ccociiimiiiimciiincir e,
Advertising Expense........ccccciiiiiiiniiinenninennnens
Rent EXPense ... s
Salaries and Wages Expense..........cccceeevveennnnnes

Debit Credit

$ 6,490
90
900
10,000
8,000
6,000

$ 2,000

6,000

20,000

7,000

180
300
1,800
1,600

$35,180 $35,180
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PROBLEM 2-1B

J1

Date

Account Titles and Explanation

Ref.

Debit

Credit

Mar. 1

10

18

19

Advertising Expense

Prepaid Insurance

Equipment

Common Stock

(Issued shares of stock

for cash)

Buildings
Equipment

Cash

(Purchased Lee's Golf Land)

Cash

(Paid for advertising)

Cash

(Paid for one-year insurance

policy)

Accounts Payabile...........cccc.cecu......
(Purchased equipment on

account)

(Received cash for services

provided)

(Received cash for coupon

books sold)

60,000

23,000
9,000
6,000

1,600

2,400

1,050

340

1,800

60,000

38,000

1,600

2,400

1,050

340

1,800
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PROBLEM 2-1B (Continued)

Date

Account Titles and Explanation

Ref.

Debit

Credit

Mar. 25

30

30

31

(Declared and paid cash
dividend)

(Received cash for services
provided)

800

250

1,050

200

800

250

1,050

200
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PROBLEM 2-2B

(a)
J1
Date Account Titles and Explanation Ref. Debit Credit
Apr. 1 Cash.........rc e 101 40,000
Common StocK.......coreieeireirerennen, 311 40,000
(Issued shares of stock
for cash)
1 No entry—not a transaction.
2 RentExpense.......ciiieciieeciieeneenns 729 1,400
Cash ... 101 1,400
(Paid monthly office rent)
3 SUPPlIES..ciiiiieecrrerrrr e 126 5,200
Accounts Payabile.......................... 201 5,200
(Purchased supplies on
account from Halo Company)
10 Accounts Receivable........c.coccermirniennnnnee 112 6,600
Service Revenue..........cccccevevvennnnns 400 6,600
(Billed clients for services
provided)
11 Cash..r e, 101 1,000
Unearned Service Revenue........... 209 1,000
(Received cash for future
service)
20 Cash.ccrcccrrr e 101 2,100
Service Revenue..........cccccevevveninnnns 400 2,100
(Received cash for services
provided)
30 Salaries and Wages Expense................ 726 2,400
Cash ... 101 2,400

(Paid monthly salary)
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PROBLEM 2-2B (Continued)

Date Account Titles and Explanation Ref. Debits Credit
Apr. 30 Accounts Payable.............................. 201 1,900
Cash.....ooocrccrr e 101 1,900
(Paid Halo Company on
account)
(b)
Cash No. 101
Date Explanation Ref. Debit Credit Balance
Apr. 1 J1 40,000 40,000
J1 1,400 38,600
11 J1 1,000 39,600
20 J1 2,100 41,700
30 J1 2,400 39,300
30 J1 1,900 37,400
Accounts Receivable No. 112
Date Explanation Ref. Debit Credit Balance
Apr. 10 J1 6,600 6,600
Supplies No. 126
Date Explanation Ref. Debit Credit Balance
Apr. 3 J1 5,200 5,200
Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
Apr. 3 J1 5,200 5,200
30 J1 1,900 3,300
Unearned Service Revenue No. 209
Date Explanation Ref. Debit Credit Balance
Apr. 11 J1 1,000 1,000
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PROBLEM 2-2B (Continued)

Common Stock No. 311
Date Explanation Ref. Debit Credit Balance
Apr. 1 J1 40,000 40,000
Service Revenue No. 400
Date Explanation Ref. Debit Credit Balance
Apr. 10 J1 6,600 6,600
20 J1 2,100 8,700
Salaries and Wages Expense No. 726
Date Explanation Ref. Debit Credit Balance
Apr. 30 J1 2,400 2,400
Rent Expense No. 729
Date Explanation Ref. Debit Credit Balance
Apr. 2 J1 1,400 1,400
(c) JUDI DENCH, DENTIST
Trial Balance
April 30, 2014
Debit Credit
(O 1= ¢ T $37,400
Accounts Receivable.........ccccoevevreiiiiirircrecnennees 6,600
ST o] o] 113 5,200
Accounts Payable..........ccccooiiiiiniiiiiiniiiirrrcnn, $ 3,300
Unearned Service Revenue........cccoeeeirereniennnen. 1,000
Common StOCK ......civeiiieiircrr e 40,000
Service Revenue.......ccccovevieiieiieiisiisnsnsessanennes 8,700
Salaries and Wages Expense...........ccccceueineeees 2,400
Rent EXpense........cociiiimeciiirmcsnrrmss s 1,400
$53,000 $53,000
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PROBLEM 2-3B

(a)

Trans. Account Titles and Explanation Debit Credit

1. Cash... e 50,000
Common Stock .......ceeevvenrenneen 50,000

2 No entry—Not a transaction.

3. Prepaid Rent ..., 24,000
(O 1] o [ 24,000

4. Equipment..........coorimiii e, 30,000
Cash.icirrr e 8,000
Accounts Payable................... 22,000

5. Prepaid Insurance........cc.ccooeeuvinneenn. 1,800
0~ 1] o 1,800

6. ST 0] o o] [T 750
Cash....ooeeciiiire e, 750

7. 117 ] o] [1-1- 1,300
Accounts Payable................... 1,300

8. Cash....r e 8,000

Accounts Receivable....................... 12,000
Service Revenue...................... 20,000

9. Accounts Payable...........c.ccceeeuunnnnee. 400
Cash....ooreeirir e, 400

10. Cash...r e 3,000
Accounts Receivable.............. 3,000

11. Utilities Expense........ccccceiiiveeiinennnn. 260
Accounts Payable................... 260
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PROBLEM 2-3B (Continued)

Trans. Account Titles and Explanation Debit Credit
12. Salaries and Wages Expense......... 5,600
Cash ..., 5,600
(b)
Cash Equipment
(1) 50,000 (4) 30,000
(3) 24,000 30,000
(4) 8,000
(5) 1,800
(6) 750 Accounts Payable
(8) 8,000 (4) 22,000
(9) 400 (7) 1,300
(10) 3,000 (9) 400
(12) 5,600 (11) 260
20,450 23,160
Accounts Receivable Common Stock
(8) 12,000 (1) 50,000
(10) 3,000 50,000
9,000
] Service Revenue
Supplies (8) 20,000
(6) 750 20,000
(7) 1,300
2,050
Salaries and Wages Expense
Prepaid Insurance (12) g’ggg
(5) 1,800 :
1,800
Utilities Expense
Prepaid Rent (11) ggg
(3) 24,000
24,000
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PROBLEM 2-3B (Continued)

(c)

CHAMBERLAIN SERVICES
Trial Balance
May 31, 2014

Debit Credit

Cash ... $20,450
Accounts Receivable.........ccccoreireienireiieiennnns 9,000
ST 0] o o] [ =3 2,050
Prepaid Insurance..........ccccceiiimeciiinieccninnannes 1,800
Prepaid Rent.........ccooimiicrecrrcere e, 24,000
Equipment ... 30,000
Accounts Payable ...........ccccimriireeecccccee e $23,160
Common StOCK.......ccieiieircirrr e e e 50,000
Service Revenue ........cccoviviveiieienrnnsensnnnnnes 20,000
Salaries and Wages Expense.........cccccceeveeees 5,600
Utilities EXpense .......cccoviecirreciiiecc e, 260

$93,160 $93,160
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PROBLEM 2-4B

RON SALEM CO.
Trial Balance
June 30, 2014

Debit Credit
Cash ($3,840 + $180) .........ceeeeceunemmrrrreer e e e e e nnnneees $ 4,020
Accounts Receivable ($2,898 — $180) .............cu...... 2,718
Supplies ($800 — $620) .........cceeerrriirrrrrrrrrereeere e 180
Equipment ($3,000 + $620)........cccceerrrrrrrrrrrrrrrrrrrreeeens 3,620
Accounts Payable ($2,666 — $309 — $390)................ $ 1,967
Unearned Service Revenue ........ccovcvimiieienieernnennenes 2,200
CommoOnN StOCK.....c.cciiiiiiirir e e e e e e 9,000
Dividends ($800 + $600).........cccocerrirririiriinrrirrrrrreneens 1,400
Service Revenue ($2,380 + $801).........ccceevevrvrereeennn. 3,181
Salaries and Wages Expense ($3,400 + $700 — $600) 3,500
Utilities EXpPense.......cooireciriecirrcc e e 910
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PROBLEM 2-5B

(a) & (c)
Cash No. 101
Date Explanation Ref. Debit Credit Balance
Mar. 1 Balance v 8,000
2 J1 1,000 7,000
9 J1 4,000 11,000
10 J1 4,100 6,900
12 J1 450 6,450
20 J1 5,000 11,450
20 J1 2,400 9,050
31 J1 2,500 6,550
31 J1 375 6,925
31 J1 9,000 15,925
Accounts Receivable No. 112
Date Explanation Ref. Debit Credit Balance
Mar. 31 J1 375 375
Land No. 140
Date Explanation Ref. Debit Credit Balance
Mar. 1 Balance v 21,000
Buildings No. 145
Date Explanation Ref. Debit Credit Balance
Mar. 1 Balance v 10,000
Equipment No. 157
Date Explanation Ref. Debit Credit Balance
Mar. 1 Balance v 8,000
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PROBLEM 2-5B (Continued)

Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
Mar. 1 Balance v 7,000
2 J1 2,500 9,500
10 J1 4,100 5,400
Common Stock No. 311
Date Explanation Ref. Debit Credit Balance
Mar. 1  Balance v 40,000
Service Revenue No. 400
Date Explanation Ref. Debit Credit Balance
Mar. 9 J1 4,000 4,000
20 J1 5,000 9,000
31 J1 9,000 18,000
Rent Revenue No. 429
Date Explanation Ref. Debit Credit Balance
Mar.31 J1 750 750
Advertising Expense No. 610
Date Explanation Ref. Debit Credit Balance
Mar.12 J1 450 450
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PROBLEM 2-5B (Continued)

Salaries and Wages Expense No. 726
Date Explanation Ref. Debit Credit Balance
Mar. 31 J1 2,500 2,500
Rent Expense No. 729
Date Explanation Ref. Debit Credit Balance
Mar. 2 J1 3,500 3,500
20 J1 2,400 5,900
(b)
J1
Date Account Titles and Explanation Ref. Debit Credit
Mar. 2 Rent Expense.......cccccoiiiiiiiimiciiinnannnnes 729 3,500
Accounts Payable....................... 201 2,500
(0 T3 o [ 101 1,000

(Rented films for cash and
on account)

3 No entry.
9 Cash.cr e 101 4,000
Service Revenue..........ccccevevennee. 400 4,000
(Received cash for services
provided)
10 Accounts Payable ($2,500 + $1,600) ...... 201 4,100
(0 T3 o [ 101 4,100
(Paid creditors on account)
11 No entry.
12 Advertising Expense .......ccccccovvemnireen. 610 450
(0 T o 101 450

(Paid advertising expense)
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PROBLEM 2-5B (Continued)

Date Account Titles and Explanation Ref. Debit Credit
20 Cash..crccr e, 101 5,000
Service Revenue..........ccccevuvvmnneen 400 5,000
(Received cash for services
provided)
20 RentExpense.......cccccceciiiiiirecceneeeeeennenn, 729 2,400
Cash ... 101 2,400

(Paid film rental)

Mar. 31 Salaries and Wages Expense............... 726 2,500
Cash .., 101 2,500
(Paid salaries expense)
31 Cash.. e 101 375
Accounts Receivable............................ 112 375
Rent Revenue..........ccccnvrenrrrennnnee. 429 750
(15% X $5,000)

(Received cash and balance
on account for concession

revenue)
31 Cash..crcc e, 101 9,000
Service Revenue..........ccccevuurennee. 400 9,000
(Received cash for services
provided)
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PROBLEM 2-5B (Continued)

(d) RUSSO THEATER
Trial Balance
March 31, 2014

BUildings ......ccoviiimiiiiiirsirecrrsss s e
Equipment ... s
Accounts Payable...........ccccceiimimiiiiiciiirns
Common StocCK ...
Service Revenue.........ccccccecevimrreensssseeennssnseeenes
Rent Revenue...........ooiiiiicrecereceree e
Advertising Expense .......ccccviiireiiiiiinenneann,
Rent EXpense.......ccvciimreiiimnecnirses s eenans
Salaries and Wages Expense.........cccccceeeereees

Debit Credit

$15,925
375
21,000
10,000
8,000

$ 5,400

40,000

18,000

750
450
5,900
2,500

$64,150 $64,150
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CCC2 CONTINUING COOKIE CHRONICLE

(a) GENERAL JOURNAL J1
Account Titles and Explanation Debit Credit

Nov. 8 No entry required for cashing U.S.
Savings Bonds—this is a personal

transaction.

< J O - 1= o T 500

Common StoCK ......oovenieieiiiecreeeceeeeeaes 500
11 Advertising Expense.........cccceevirvenciinennnn. 65

[ 0F= 1= o [ 65
13 SUPPlieS e 125

[ 0F2 1= o [ 125
14 Equipment.........ccooiiciiiircereceree e 300

Common StOoCK ......ooenieieiiieieeeeiereeeaas 300
g 1T O V= o T 2,000

Notes Payable .........ccoeeiirimciiiiies 2,000
17 Equipment.........cooreiiiireereceree e 900

[ 0F= 1= o [ 900
20 CaSh e 125

Service Revenue.......ccoceeevveivcemienrncenes 125
25 CaSh e e 30

Unearned Service Revenue................ 30
30 Prepaid Insurance.......ccccooveeeiieiirenienennnns 1,320

CaSh.. e 1,320
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CCC2 (Continued)

(b)

Cash

Date Explanation Ref. Debits Credits Balance

Nov. 8 J1 500 500
11 J1 65 435
13 J1 125 310
16 J1 2,000 2,310
17 J1 900 1,410
20 J1 125 1,535
25 J1 30 1,565
30 J1 1,320 245

Supplies
Date Explanation Ref. Debits Credits Balance
Nov. 13 J1 125 125
Prepaid Insurance
Date Explanation Ref. Debits Credits Balance
Nov. 30 J1 1,320 1,320
Equipment

Date Explanation Ref. Debits Credits Balance

Nov. 14 J1 300 300
17 J1 900 1,200

Unearned Service Revenue
Date Explanation Ref. Debits Credits Balance
Nov. 25 J1 30 30
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CCC2 (Continued)

(b) (Continued)

Notes Payable

Date Explanation Ref. Debits Credits Balance

Nov. 16 J1 2,000 2,000
Common Stock

Date Explanation Ref. Debits Credits Balance

Nov. 8 J1 500 500

14 J1 300 800

Service Revenue

Date Explanation Ref. Debits Credits Balance

Nov. 20 J1 125 125

Advertising Expense
Date Explanation Ref. Debits Credits Balance
Nov. 11 J1 65 65
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CCC2 (Continued)

(c)
COOKIE CREATIONS
Trial Balance
November 30, 2014

Debit Credit
(O 1= o $ 245
ST o] o] 11 125
Prepaid Insurance..........cccooiciiiimciiinecirires e 1,320
Equipment.........co e s 1,200
Unearned Service Revenue..........ccceeiiimeiiieniiennnes $ 30
Notes Payable.........ccoirrre e 2,000
CommoON StOCK .....cuiieiieiiiiiri s e e e e 800
Advertising EXpense ........cccoimeiiimmcininnnnnnnn s 65
Service ReVENUE.........cciveiveiiiiieirire s e rsasenssnnsens 125

2,955 2,955

Note to instructors: Because the notes payable is not due for 24 months, it
follows Unearned Service Revenue in the accounts and the trial balance.
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BYP 2-1 FINANCIAL REPORTING PROBLEM

(a) (1) (1) (2)

Increase Decrease Normal

Account Side Side Balance
Accounts Payable Credit Debit Credit
Accounts Receivable Debit Credit Debit
Property, Plant, and Equipment Debit Credit Debit
Income Taxes Payable Credit Debit Credit
Interest Expense Debit Credit Debit
Inventory Debit Credit Debit

(b)1. Cash is increased.
2. Cash is decreased.
3. Cash is decreased or Accounts Payable is increased.

(c)1. Cash is decreased.
2. Cash is decreased or Notes or Mortgage Payable is increased.
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BYP 2-2 COMPARATIVE ANALYSIS PROBLEM

(a) PepsiCo Coca-Cola
1. Inventory: debit 1. Accounts Receivable: debit
2. Property, Plant, and debit 2. Cash and Cash debit
Equipment: Equivalents:
3. Accounts Payable: credit 3. Cost of Goods Sold: debit
4. Interest Expense: debit 4. Sales (revenue) credit

(b) The following other accounts are ordinarily involved:

1. Increase in Accounts Receivable: Service Revenue or Sales
Revenue is increased (credited).

2. Decrease in Salaries and Wages Payable: Cash is decreased
(credited).

3. Increase in Property, Plant, and Equipment: Notes Payable is
increased (credited) or Cash is decreased (credited).

4. Increase in Interest Expense: Cash is decreased (credited).
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BYP 2-3 REAL-WORLD FOCUS

The answer is dependent upon the company selected by the student.
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BYP 2-4 DECISION-MAKING ACROSS THE ORGANIZATION

(a) May 1 Correct.

5 Cash... 250
Lesson Revenue ........cccceeeveniveennnnee. 250

7 Cash... 500
Unearned Boarding Revenue.......... 500

14 Office Equipment............cccorieiriciiienee. 800
Cash... 800

15 Dividends ..., 440
Cash... 440

20 Cash... 184
Riding Revenue...........coceeirrrnnineen. 184

30 Correct.

31 Hay and Feed Supplies.......c.cccevenrirreenen. 1,500
Accounts Payable...........ccccccuunneeeeee 1,500

(b) The errors in the entries of May 14 and 20 would prevent the trial
balance from balancing.

(c) Net income as reported $4,600
Add: 5/15, Salaries expense (Dividends paid)...... $ 440

5/31, Hay and feed expense (still on hand).... 1,500 1,940

6,540

Less: 5/7, Boarding revenue unearned.................. 500

Correct Nnet iNCOME......cceoreiiiiirei e e e 6,040

(d) Cash as reported $12,475
Add: 5/20, Transposition error ..........cccccceeeevrreeenns $ 36

5/31, Purchase on account...........ccccceveunreee. 1,500 1,536

$14,011
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BYP 2-5 COMMUNICATION ACTIVITY

Date: May 25, 2014
To: Accounting Instructor

From: Student

In the first transaction, bills totaling $6,000 were sent to customers for
services rendered. Therefore, the asset Accounts Receivable is increased
$6,000 and the revenue Service Revenue is increased $6,000. Debits increase
assets and credits increase revenues, so the journal entry is:

Accounts Receivable 6,000
Service REVENUE .........ceeiveiiiiiiiri i rsisa e rsansn e e ennsnns 6,000
(Bill customers for services provided)

The $6,000 amount is then posted to the debit side of the general ledger
account Accounts Receivable and to the credit side of the general ledger
account Service Revenue.

In the second transaction, $2,000 was paid in salaries to employees. Therefore,
the expense Salaries and Wages Expense is increased $2,000 and the asset
Cash is decreased $2,000. Debits increase expenses and credits decrease
assets, so the journal entry is:

Salaries and Wages Expense 2,000
- 1 o 2,000
(Salaries paid)

The $2,000 amount is then posted to the debit side of the general ledger
account Salaries and Wages Expense and to the credit side of the general
ledger account Cash.
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BYP 2-6 ETHICS CASE

(a) The stakeholders in this situation are:

» Sara Rankin, assistant chief accountant.
» Users of the company’s financial statements.
» The Hokey Company.

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

(c) Sara’s alternatives are:
1. Miss the deadline but find the error causing the imbalance.

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

3. Do as she did and locate the error later, making the adjustment in the
next quarter.
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BYP 2-7 ALL ABOUT YOU

(a) Students’ responses to this question will vary. It is important that the
steps that they identify be as specific as possible, and clearly directed
toward achieving their goal. You may wish to ask a follow-up question
asking them to explain how each step will assist them in achieving their
goal.

(b) There are many sites on the Internet that provide information about
preparing a résumé. For example, you can find extensive resources at:
http://www.rileyguide.com/resprep.html. Many schools also have re-
sources in their placement centers or writing labs. The Writing Center at
Rensselaer Polytechnic Institute provides useful, concise information on
its website at http://lwww.rpi.edu/web/writingcenter/resume.html. A wide
variety of sample résumés can be found. For example, Monster.com
provides samples for a wide variety of professions and situations at
http://content.monster.com/experts/resumel/library]/.

(c) As noted in the All About You feature in the chapter, overstating accom-
plishments on a résumé can result in many problems. It is important to
provide accurate and complete documentation of all relevant training,
education, and employment experiences so as to provide assurance to
the potential employer, and also to enable that employer to do follow-up
work. If you say you have certain skills, such as computer skills, try to
substantiate the claim with recognized proof of proficiency. Make sure
that all addresses and phone numbers are accurate and up-to-date.
Also, ensure that the people you use as references have a copy of your
résumé and cover letter, and that they are informed that you are
interviewing so they know to expect a call.

(d) See the sample résumés provided in the websites above for various
format options. You might also mention to students that there are
electronic résumé templates available on the Internet.
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BYP 2-8 ALL ABOUT YOU

The decision whether to fire Mr. Edmondson was the responsibility of
Radio Shack’s board of directors, which is elected by the company’s
shareholders to oversee management. The board initially announced its
support for the CEO. After further investigation, the board encouraged Mr.
Edmondson to resign, which he did. In contrast, when Bausch & Lomb’s
CEO offered to resign in a similar situation, the company’s board refused
to accept his resignation. Board members stated that they felt he was still
the best person for the position.

Radio Shack says that although it did a reference check at the time of Mr.
Edmondson’s hiring, it did not check his educational credentials. Under the
Sarbanes-Oxley Act, companies must now perform thorough background
checks as part of a check of internal controls. The bottom line: Your
résumé must be a fair and accurate depiction of your past.
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IFRS EXERCISE

IFRS 2-1

In deciding whether the U.S. should adopt IFRS, the SEC should consider the
following.

Whether IFRS is sufficiently developed and consistent in application
Whether the IASB is sufficiently independent

Whether IFRS is established for the benefit to investors

The issues involved in educating investors about IFRS

The impact of a switch to IFRS on U.S. laws and regulations

The impact on companies including changes to their accounting
systems, contractual arrangements, corporate governance, and litigation
e The issues involved in educating accountants, so they can prepare
statements under IFRS
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IFRS 2-2 INTERNATIONAL FINANCIAL REPORTING PROBLEM

Account Financial Statement Position in Financial
Statement
Other Consolidated Income After gross profit and before
administrative statement operating profit
expenses

Cash at bank

Borrowings and
overdrafts

Finance costs

Consolidated Balance
Sheet

Consolidated
Balance Sheet

Consolidated Income
Statement

Current assets

Current and Non-current
liabilities

After Operating profit and
before Profit from
continuing operations
before taxations.
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APPENDIX D

Time Value of Money

SOLUTIONS TO BRIEF EXERCISES

BRIEF EXERCISE D-1

(@) Interest=p XiXn
I =$9,000 X .05 X 12 years
I = $5,400

Accumulated amount = $9,000 + $5,400 = $14.400

(b) Future value factor for 12 periods at 5% is 1.79586 (from Table 1)

Accumulated amount = $9,000 X 1.79586 = $16.162.74

BRIEF EXERCISE D-2

(1) Case A 5% 3 periods (2) CaseA 3% 8 periods
CaseB 6% 8 periods CaseB 4% 12 periods

BRIEF EXERCISE D-3

FV =p XFV of 1 factor
= $8,400 X 1.60103

= $13,448.65

BRIEF EXERCISE D-4

FV of an annuity of 1 = p X FV of an annuity factor
= $78,000 X 16.86994

= $1,315,855.32
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BRIEF EXERCISE D-5

FV = p X FV of 1 factor + (p X FV of an annuity factor)
= ($5,000 X 2.40662) + ($1,000 X 28.13238)
$12,033.10 + $28,132.38

$40,165.48

BRIEF EXERCISE D-6

FV =p XFV of 1 factor
= $35,000 X 1.46933

= $51,426.55

BRIEF EXERCISE D-7

(a) (b)

(1) 12% 7 periods
8% 11 periods
3% 16 periods

(2) 10% 20 periods

10% 7 periods
4% 10 periods

BRIEF EXERCISE D-8

(a) i=10%
$25,000

R N R B

1 2 3 4 5 6 7 8 9

Discount rate from Table 3 is .42410 (9 periods at 10%). Present value
of $25,000 to be received in 9 years discounted at 10% is therefore
$10,602.50 ($25,000 X .42410).
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BRIEF EXERCISE D-8 (Continued)
(b) i=9%
? $25,000 $25,000 $25,000 $25,000 $25,000 $25,000

A e

0 1 2 3 4 5 6

Discount rate from Table 4 is 4.48592 (6 periods at 9%). Present value of
6 payments of $25,000 each discounted at 9% is therefore $112,148.00
($25,000 X 4.48592).

BRIEF EXERCISE D-9

i = 8%
? $750,000
|< | | | | | |
| | | | | |
0 1 2 3 4 5 6

Discount rate from Table 3 is .63017 (6 periods at 8%). Present value of
$750,000 to be received in 6 years discounted at 8% is therefore $472,627.50
($750,000 X .63017). Chaffee Company should therefore invest $472,627.50
to have $750,000 in six years.

BRIEF EXERCISE D-10

? $450,000

N S S B R B

0 1 2 3 4 5 6 7 8

Discount rate from Table 3 is .62741 (8 periods at 6%). Present value of
$450,000 to be received in 8 years discounted at 6% is therefore $282,334.50
($450,000 X .62741). Lloyd Company should invest $282,334.50 to have
$450,000 in eight years.
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BRIEF EXERCISE D-11

i=8%
? $46,000 $46,000 $46,000 $46,000 $46,000 $46,000
e Ll
| | | | | |
0 1 2 3 4 14 15

Discount rate from Table 4 is 8.55948. Present value of 15 payments of
$46,000 each discounted at 8% is therefore $393,736.08 ($46,000 X 8.55948).
Arthur Company should pay $393,736.08 for this annuity contract.

BRIEF EXERCISE D-12
i=5%
? $80,000 $80,000 $80,000 $80,000 $80,000 $80,000

T T T T

1 2 3 4 5 6

Discount rate from Table 4 is 5.07569. Present value of 6 payments of $80,000
each discounted at 5% is therefore $406,055.20 ($80,000 X 5.07569). Kaehler
Enterprises invested $406,055.20 to earn $80,000 per year for six years.
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BRIEF EXERCISE D-13

i =5%
2 | | | | | $300|,000
Diagram L ___ |
Prirt?:?pal l‘ | | | | ' ' | |
0 1 2 3 4 19 20
i=5%
?  $16,500 $16,500 $16,500 $16,500 $16,500 $16,500
Diafgl;am | | | | b ____ | | |
Interest | | | | ' ' | |

Present value of principal to be received at maturity:

$300,000 X 0.37689 (PV of $1 due in 20 periods

at 5% from Table 3)......ccccoviiiiiiiiiir s $113,067
Present value of interest to be received periodically

over the term of the bonds: $16,500* X 12.46221

(PV of $1 due each period for 20 periods at 5%

from Table 4)........o e e 205,626**
Present value of BONAS .......uoeiieiiiiciiicecr s e e s e s e s e e enne $318,693**
*$300,000 X .055
**Rounded.

BRIEF EXERCISE D-14

The bonds will sell at a discount (for less than $300,000). This may be proven
as follows:

Present value of principal to be received at maturity:

$300,000 X .31180 (PV of $1 due in 20 periods

at 6% from Table 3) ... $ 93,540
Present value of interest to be received periodically

over the term of the bonds: $16,500 X 11.46992

(PV of $1 due each period for 20 periods at 6%

from Table 4).......c.. e 189,254*
Present value of BONAS ......cuoeiieiiiiciiicec e s e s e s em e enne $282,794*
*Rounded.
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BRIEF EXERCISE D-15

i=6%
? $65,000
Diagram l‘ | | | | | |
for
Principal | | | | | |
0 1 2 3 4 5 6
i =6%

? $2,600 $2,600 $2,600 $2,600 $2,600 $2,600

Diagram " | | | | | I

Interest | | | | |

0 1 2 3 4 5 6

Present value of principal to be received at maturity:

$65,000 X .70496 (PV of $1 due in 6 periods

at 6% from Table 3) ... $45,822.40
Present value of interest to be received annually

over the term of the note: $2,600* X 4.91732

(PV of $1 due each period for 6 periods at

6% from Table 4) ... 12,785.03
Present value of note received........cocoeieieiiimiririeirreirreiernenss $58,607.43

*$65,000 X .04
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BRIEF EXERCISE D-16

i=4%

. ? $2,500,000
Diagram | | | T | | |
Principal | | | | ' ! | | |

0 1 2 3 4 14 15 16
i=4%

_ ? $75,000 $75,000 $75,000 $75,000 $75,000 $75,000 $75,000
Diagram | | | T | | |
Interest | | | | ' ! | | |

0 1 2 3 4 14 15 16

Present value of principal to be received at maturity:

$2,500,000 X 0.53391 (PV of $1 due in 16 periods

at 4% from Table 3) ... $1,334,775
Present value of interest to be received periodically

over the term of the bonds: $75,000* X 11.65230

(PV of $1 due each period for 16 periods at 4%

from Table 4).........r 873,923**
Present value of bonds and cash proceeds.........cccccorenurrennnnee. $2,208,698**
*($2,500,000 X .06 X 1/2) **Rounded

BRIEF EXERCISE D-17
i=9%
$3,200 $3,200 $3,200 $3,200 $3,200 $3,200 $3,200 $3,200

1

1 2 3 4 5 6 7 8

Discount rate from Table 4 is 5.53482. Present value of 8 payments of $3,200
each discounted at 9% is therefore $17,711.42 ($3,200 X 5.53482). Mark
Barton should not purchase the tire retreading machine because the present
value of the future cash flows is less than the $18,000 purchase price of the
retreading machine.
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BRIEF EXERCISE D-18

i=5%
? $48,850 $48,850 $48,850 $48,850 $48,850 $48,850
e L]
| | | | | |
0 1 2 3 4 9 10

Discount rate from Table 4 is 7.72173. Present value of 10 payments of
$48,850 each discounted at 5% is therefore $377,206.51 ($48,850 X 7.72173).
Frazier Company should receive $377,206.51 from the issuance of the note.

BRIEF EXERCISE D-19
i=8%
$40,000 $45,000 $50,000

<

1 2 3

To determine the present value of the future cash inflows, discount the future
cash flows at 8%, using Table 3.

Year 1 ($40,000 X .92593) = $ 37,037.20
Year 2 ($45,000 X .85734) = 38,580.30
Year 3 ($50,000 X .79383) = 39,691.50
Present value of future cash inflows $115,309.00

To achieve a minimum rate of return of 8%, Leffler Company should pay no
more than $115,309.00. If Leffler pays less than $115,309.00, its rate of
return will be greater than 8%.
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BRIEF EXERCISE D-20

$4,765.50 $12,000

| | | | n |
0 1 2 3 4 11 12

Present value = Future value X Present value of 1 factor
$4,765.50 = $12,000 X Present value of 1 factor
Present value of 1 factor= $4,765.50 + $12,000 = .39713

The .39713 for 12 periods approximates the value found in the 8% column
(.39711). Colleen Mooney will receive a 8% return.

BRIEF EXERCISE D-21

i=11%
$29,319 $75,000

n="7?

Present value = Future value X Present value of 1 factor
$29,319 = $75,000 X Present value of 1 factor
Present value of 1 factor = $29,319 + $75,000 = .39092

The .39092 at 11% is found in the 9 years row. Wayne Kurt therefore must
wait 9 years to receive $75,000.
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BRIEF EXERCISE D-22

i=?
?  $1,200 $1,200 $1,200 $1,200 $1,200 $1,200 $1,200 $1,200
P P
[ A A
0 1 2 3 4 5 6 14 15

$10,271.38

Present value = Future amount X Present value of an annuity factor
$10,271.38 = $1,200 X Present value of an annuity factor
Present value of an annuity factor = $10,271.38 + $1,200 = 8.55948

The 8.55948 for 15 periods is found in the 8% column. Joanne Quick will
therefore earn a rate of return of 8%.

BRIEF EXERCISE D-23
i =9%
$1,300 $1,300 $1,300 $1,300 $1,300 $1,300

U N R R B B

$6,542.83

Present value = Future amount X Present value of an annuity factor
$6,542.83 = $1,300 X Present value of an annuity factor
Present value of an annuity factor = $6,542.83 + $1,300 = 5.03295

The 5.03295 at an interest rate of 9% is shown in the 7-year row. Therefore,
Patty will receive 7 payments.
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BRIEF EXERCISE D-24

i=9%
$2,700 $2,700 $2,700 $2,700 $2,700 $2,700 $2,700

o

1 2 3 4 5 6 7

Discount rate from Table 4 is 5.03295. Present value of 7 payments of
$2,700 each discounted at 9% is therefore $13,588.97 ($2,700 X 5.03295).
Barney Googal should purchase the tire retreading machine because the
present value of the future cash flows is greater than the purchase price of
the retreading machine ($12,820).

BRIEF EXERCISE D-25

i=11%
? $20,000 $30,000 $40,000

T

1 2 3

To determine the present value of the future cash flows, discount the future
cash flows at 11%, using Table 3.

Year 1 ($20,000 X .90090) = $18,018.00
Year 2 ($30,000 X .81162) = 24,348.60
Year 3 ($40,000 X .73119) = 29,247.60
Present value of future cash flows $71,614.20

To achieve a minimum rate of return of 11%, Ramos Company should pay
no more than $71,614.20. If Ramos pays less than $71,614.20, its rate of
return will be greater than 11%.

Copyright © 2012 John Wiley & Sons, Inc.  Weygandt, Financial and Managerial Accounting, Solutions Manual  (For Instructor Use Only) D-11



BRIEF EXERCISE D-26

10* ? ~18,000
N IYR. PV
_____________ 10.76%

*2024 - 2014

BRIEF EXERCISE D-27

10 ? 60,000
N IYR. PV
________________ 7.80%

40 ? 178,000*
N IIYR. PV
""""""" 3.55%
(semiannual)
*$198,000 — $20,000

_________________

------------------

_________________

______________

---------------

D-12 Copyright © 2012 John Wiley & Sons, Inc. Weygandt, Financial and Managerial Accounting, Solutions Manual

(For Instructor Use Only)



BRIEF EXERCISE D-29

(a)
Inputs: 7

N
Answer:
(b)
Inputs: 10

N
Answer:
*200 X $1,000

6.9 ? —16,000
| PV PMT
8653007
8.65 ? 14,000**
| § § PV § PMT
"""""""" _178,49152

*+$200,000 X .07

200,000*
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Fi nanci al and Managerial Accounting 1lst Edition Wygandt Sol uti ons Manual

BRIEF EXERCISE D-30

(a)
Note—set payments at 12 per year.
Inputs: 96 7.8 42,000 ? 0

N I PV PMT FV
Answer:  _58948
(b)
Note—set payments to 1 per year.
Inputs: 5 7.25 8,000 ? 0

N | PV PMT | FV
Answer: —1,96420 _______________
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