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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 collect-
ed during the recording phase. Financial
statements are prepared from the updated
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.
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 and posted 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.

®3)

(4)

(5)

(6)

()

(8)
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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
debits.

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 jeopard-
izing the company’s audit trail by not enter-
ing 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...cccoovvveiiiien, 400

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

b. Original entry:
Prepaid Insurance ....... 400
Cash.....cccovvvveennnnns 400
Adjusting entry:
Insurance Expense...... 300
Prepaid Insurance..... 300
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11.

12.

13.

14.

15.

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 ..o Debit
Interest Revenue............. Debit
Advertising Expense ....... Credit
Dividends .......ccccccceeeeenne 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:

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

16.

17.
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(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 pro-
cess and the matching concept.

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

(a) Computers process large amounts of
accounting data at great speeds, thus
providing information for decision mak-
ing 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 rec-
ords that promote clerical organization
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

A, INVENTOIY . e
Accounts Payable..............ccocoiiiiiiiiinnns

PRACTICE 2-2 JOURNALIZING

Cost of Goods SOId .....ieiiviiiiiiiiiee
INVENTOTY ..o

PRACTICE 2-3 JOURNALIZING

EQUIPMENT ...uiiiiiiiiiiiiiiiii e
CaSh e
Short-Term Notes Payable...........ccccccvvvennenn.
Long-Term Notes Payable...........cccccccvvvvvinnnnnns

PRACTICE 2-4 JOURNALIZING

EQUIPMENT ...uiiiiiiiiiii e
Gainon Saleof Land ......cooeovveeeeiiiieiieeeeee

PRACTICE 2-5 JOURNALIZING

Dividends (or Retained Earnings)

CaSh

PRACTICE 2-6 JOURNALIZING

Wages EXPENSE ...
Land. ..o

5,000

3,500

100,000

40,000
75,000

12,000

52,000

Chapter 2

5,000

3,500

14,000

8,000

10,000
20,000
70,000

65,000
50,000

12,000

52,000
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PRACTICE 2—-7 POSTING

Cash
Beg. Bal. 10,000
a. 2,775 |b. 1,500
d. 3,450 |c. 6,200
End. Bal. 8,525
PRACTICE 2-8 POSTING
Accounts Payable
Beg. Bal. 8,000
b. 6,500 |a. 2,700
C. 200 |d. 2,550
End. Bal. 6,550
PRACTICE 2-9 TRIAL BALANCE
Debit
CaSh e $ 400
INVENTOTY ..o 4,000
Accounts Payable..........ccccccvvvvviiiiiiiiiiiniiiininn,
Paid-In Capital .........ccccvvvmmmimiiiiiiiiiiiiiiiiiiiiiiienn,
Retained Earnings (beginning)........cccccccvvvnn.
DIVIAENAS ..o 700
SAlES .
Cost of Goods Sold ........ccvveiieiiiiieee, 9,000
TOtAlS e 14,1
PRACTICE 2-10 TRIAL BALANCE
Debit
CaSh .o $ 3,500
Prepaid Rent EXPense ......cccccovviiiiiiiiieieeennenee 5,000
Unearned Service Revenue...........cccccvvvvvennnns
Paid-In Capital .........ccccvvvmviiiiiiiiiiiiiiiiiiiieiens
Retained Earnings (beginning).........cccccvvvuee.
Service REVENUE ...
Salary EXpPense ......ccccccciiiiiii 24,000
ReNt EXPENSE .o 5,300
TOtAIS e $37,800

Credit

$ 1,100
2,000
1,000

10,000

141

Credit

$ 1,600
3,000
1,200

32,000

$37.800
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PRACTICE 2-11 INCOME STATEMENT

From Practice 2-9:

From Practice 2-10:

SEIVICE REVENUE.....co e

Salary EXPeNnSe.....ccooeiiiiiiiiiiiiiieeee i

Rent EXPENSE....coovviiiiiiiieeeieeei e
NEt INCOME ..ovniii e

PRACTICE 2-12 BALANCE SHEET

From Practice 2-9:

Assets
CaASH e
INVENTOTY .o
Total ASSELS oo
Liabilities
Accounts Payable ..........cccccvviiviiiiiiiiiiinnns
Stockholders’ Equity
Paid-In Capital .......cccuuviieiiiee e
Retained Earnings (ending).......cccccceveeriniiiiiiieenenn.
Total Liabilities and Stockholders’ Equity .......

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

From Practice 2-10:

Assets
CaAS N e
Prepaid Rent EXPENnSe ........ccccvvvvvviiiiniiniiiiiiiiniiinninnns
TOtAl ASSEES vt
Liabilities
Unearned Service ReVENUE.......ccuvveveeiiiieeieeeaeenn,

$24,000
5,300

$ 400
4,000
$4,400

$2,000
1,300
$4,400

$3,500
5,000
$8,500

=
(o))
o
o

:

$10,000
9,000
$ 1,000

$32,000

N
N [©
~N W
oo
o I1o
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Practice 2-12 (Concluded)

Stockholders’ Equity

Paid-In Capital .........cccoeeeiiiieeiie e $3,000
Retained Earnings (ending) .....cccccceeuvevmmmmemmmnnnnnnnnnns 3,900
Total Liabilities and Stockholders’ Equity........ 8,500

Computation of ending Retained Earnings:
$1,200 + ($32,000 — $24,000 — $5,300) = $3,900
PRACTICE 2-13  ADJUSTING ENTRIES

Depreciation EXPENSE....ccccoiii i 5,500
Accumulated Depreciation .........cccccceeeeeeiiiiiiiiieeneeeeeenns 5,500

PRACTICE 2-14  ADJUSTING ENTRIES

Bad Debt EXPENSE ... 1,200
Allowance for Bad DebtsS ....ouoveuveeeieeeeeeeeeeeeeeeeea 1,200

PRACTICE 2-15  ADJUSTING ENTRIES

INteresSt EXPeNSE .. 500
Interest Payable .........cccoooiiiiiiii 500

$10,000 x 0.12 x 5/12 = $500
PRACTICE 2-16 ADJUSTING ENTRIES

ReENT EXPENSE ..ot 1,500
Prepaid ReNt.... ..o 1,500

$3,600/12 = $300 per month; amount used = $300 x 5 months = $1,500
PRACTICE 2-17 ADJUSTING ENTRIES

Unearned Service ReVENUE ......coeueeee e 4,400
SEIVICE REVENUE ... 4,400

$4,800/12 = $400 per month; amount earned = $400 x 11 months = $4,400

PRACTICE 2-18  CLOSING ENTRIES

SIS e 11,000
Retained EarNings .....cccooooiiiii s 11,000
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PRACTICE 2-18 (Concluded)

Retained EarNings .......cccccoiimimimiiiiiiieees
Costof Goods Sold ...

Retained EarNings ......cccccoeiiinuiiiiiiiinnens
DIVIAENAS ..

Balance sheet accounts are not closed.

PRACTICE 2-19 CLOSING ENTRIES

SErViCe REVENUE......cev et
Retained Earnings ......cccccccevvviiiiiiiieiee e

Retained Earnings .......ccceeeiiiiiiiiiiiieeeeeeeciiiiiiee e
Salary EXpense ..o
ReNt EXPENSE ..o

Balance sheet accounts are not closed.

7,000

900

20,000

24,400

Chapter 2

7,000

900

20,000

18,000
6,400
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EXERCISES
2-20. 1l.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) 125,000 Bal. 21,540 Bal. 36,080

Bal. 6,160

Land Building Machinery
Bal. 15,400 Bal. 14,000 (18) 8,600
(27) 116,667% (27) 233,333% Bal. 8,600
Bal. 132,067 Bal. 247,333

*($150,000/$450,000 x $350,000)  *($300,000/$450,000 x $350,000)

Accounts Payable Dividends Payable Mortgage Payable
Bal. 9,190 (22) 20,250 Bal. 23,700
(5) 10,250 Bal. 20,250 (27) 225,000
Bal. 19,440 Bal. 248,700
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) 20,250%
Bal. 20,250

*$0.45 x 45,000
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2-20. (Concluded)

3. Georgia Supply Corporation
Trial Balance
October 31, 2015

Debit Credit
Cash . $ 6,160
Accounts Receivable...................... 21,540
INVENTOIY ..o 36,080
Land ... 132,067
Building ..c.cuvvveeviiieiiiiiiee s 247,333
Machinery........ccocovcvvninnunenniniiinnnnnns 8,600
Accounts Payable .............ccceeue. $ 19,440
Dividends Payable..........cccccccvvvunnes 20,250
Mortgage Payable..........ccccccvvvnnnnns 248,700
Common StOCK .....ceveeeeiiiiiiiiiieeen. 140,000
Retained Earnings........cccccccvvvvvnnnns 60,730
DIVIdends ......covveeeeiiiiiiiieiieeeeeee e 20,250
SAlES e 12,000
Sales DiscountS......ccccoeeeivviieenennnn. 240
Cost of Goods Sold..........ceveveeeeeen. 6,850
Wages EXPense......cccccceceeeeeeeeeeennnns 22,000
Totals ..o $501,120 $501,120
2-21. 1. Adjusting Entries
(8) Insurance EXPeNnSe......cccccceiiiiiiii, 1,500
Prepaid INSUraNCe..........cvvvvevieeeeeeeeeeeeieeeeeeeeeeeeeeeee 1,500
($6,000 + 24 mo. = $250 x 6 mo. = $1,500)
(D) ReNt REVENUE........eiiiiiiiiieeee e 2,700
Unearned Rent REVENUE .......ccooovvvvivviiiiiieeeeeeeann, 2,700
($9,450 + 7 mo. = $1,350 x 2 mo. = $2,700)
(c) Advertising Materials ........ccccoeeveeii, 500
AdVertiSing EXPENSEe ......cuvvvvvveeeeeeeeeieeeeeeeeeeeeeeeeeeen 500
(d) Prepaid Rent........cccooiiiiiii 2,800
ReNt EXPENSE ..o 2,800
($4,200 ~ 6 mo. = $700 x 4 mo. = $2,800)
(e) Office SUPPlies. ..o 125
Miscellaneous Office EXpense .......cccccvvvvvvvvveeneee. 125
() Interest EXPeNnSe ... 534
Interest Payable ... 534
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2-21. (Concluded)

2. Sources of Information

(a)
(b)

(c)
(d)

(€)
(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

2-22. Adjusting and Correcting Entries on December 31, 2015

(@)
(b)

(c)

(d)

(e)

Allowance for Bad Debts ... 640
Accounts Receivable—Hatch Realty ................... 640
Loss on Damages from Breach of Contract............ 3,500
Lawsuit Payable—E. F. Bowcutt Co. ........ccc....... 3,500
Receivable from Insurance Company ...........ccccce..... 7,000
Accumulated Depreciation—Furniture
AN FIXTUTES ..o 4,100
LOSS from Fire ..o 1,200
Furniture and FIXtUIes ... 12,300
Advances to SaleSPerSONS.......ccccccvveerrnnninnnnnnnninnnnnns 950
Sales Salaries EXpense.......ccccccceeeeiiieeeeeeeeeee, 950
Repairs EXPense ... 760
MACHINEIY ..oiiiiiiiie e 760
Depreciation Expense—Machinery ...........ccccccceeunnns 1,735*
Accumulated Depreciation—Machinery.............. 1,735*
*Depreciation: ($19,960 — $4,460) x 0.10 = $1,550
($4,460 — $760)x0.05 = ___ 185
$1,735
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2-23.

2-24.

INSUrance EXPENSE ...t
Prepaid INSUranCe..........ccccceeeiiiiiiiiiieee e
($4,300 + $1,200 — $3,600 = $1,900)

Depreciation EXPENSE ....cccoeviiiiiiiiiiiiiieee e eeeciiiiieea e
Accumulated Depreciation.........ccccccceveeeeiiiiiiiieennnnn.
[$103,400 - ($10,700 — $5,300) — $106,100
= $8,100]

UNEAINEA RENT ettt e eaees
RENT REVENUE ..veeeei e
($8,000 + $6,000 — $12,000 = $2,000)

. Salaries Payable ........ccccccciiiiiiiiiiiees

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

Adjusting Entries

Prepaid Operating EXPensSes......cccccccveeieiiiiviiiiieneeeeaenns
General Operating EXPenses.........ccccveeeveeeeeeeiinnee,

Sales COMMISSIONS ...,
Sales Commissions Payable ....................co.

Investment Revenue Receivable........ccocovvviiiciiiiiinnnnn.
INVESTMENT REVENUE ...

General Operating EXPenses ......cccccceveeeeiiieeee,
Accumulated Depreciation—Buildings...................

General Operating EXPEenses ........ccccuvveeeeeeeeeniiiiiiiieeenn.
Accumulated Depreciation—Machinery .................

INncome Tax EXPENSEe ...
Income Taxes Payable........cccooooiiiiiiiiiiiis

Closing Entries

INVESTMENT REVENUE....ceieieeeeieeee e
Retained EarNings ......cccccoeiiiiiiiiiiiee

Retained EarNings .....cccoooeiiiii e
General Operating EXpPenses.........ccccveeeeeeeeeeniinnnnee.
Sales COMMISSIONS ..o
Cost of Goods Sold ...
INncome Tax EXPEeNSe ...

1,900

8,100

2,000

7,060

4,000

5,900

1,000

4,500

590,000
6,000

560,500

Chapter 2

1,900

8,100

2,000

7,060

4,000

5,900

1,000

4,500

596,000

106,500
205,900
230,000

18,100
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2-24.

2-25.

31
(Concluded)
2. Pioneer Heating Corporation
Post-Closing Trial Balance
Debit Credit
CASh i $ 39,000
INVESTMENTS ... 50,000
Investment Revenue Receivable .............occuvieeeeen. 1,000
INVENTOTY . 50,000
Prepaid Operating EXPenses .......ccccceeveeinnnnnnnnnnnns 4,000
Land ... 70,000
BUIAINGS ..o 180,000
Accumulated Depreciation—Buildings................... $ 4,500
MACHTNEIY ..o 100,000
Accumulated Depreciation—Machinery ................. 5,000
Accounts Payable ........cccccvvviiiiiiiiiiiiiiiiiiiiiiee 65,000
Income Taxes Payable........ccccooiiiiiiiiiiiiiiiiis 18,100
Sales Commissions Payable ................................. 5,900
COMMON StOCK ....cciiiiiiiiiiiiiii e 320,000
Additional Paid-In Capital ..........cccceeviininnnnninnninnnnns 40,000
Retained Earnings ......ccccccceeiiiiiiiiiiieieee e 35,500
TOLAIS e $494.000 $494,000
1. Adjusting Entries
(@) No adjustment necessary.
(b) Selling, General, and Administrative Expenses...... 4,000
Prepaid EXPENSES........uuuuiiiuiiiiiiiiiiiiiiiiiiiiiinnnnnnnnnens 4,000
(c) Unearned ReVENUE.........ccccceeiiiiiiiiee, 31,500
ReNt REVENUE..........uiiiiiiiiiiiiiiiiiiii 31,500
(d) Selling, General, and Administrative Expenses...... 15,000
Plant and EQUIPMENt..........uvviviiiiiiiiiiiiiiiiiiiiiiennnnns 15,000
(e) Selling, General, and Administrative Expenses...... 2,800
Other ASSEtS ....ooviiiiiiieee e 2,800
() Other ASSEetS ..o 13,000
Selling, General, and Administrative Expenses 13,000
(@) Accounts Payable .......ccoooeiiiii 7,500
INVENTOIY .o 7,500
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2-25.

Chapter 2
(Concluded)
2. Closing Entries
SAIES i 2,762,000
Interest REVENUE ... 29,000
RenNt REVENUE.........coiiiiiiiii e 31,500
Retained Earnings ......cccccceeeeviiiiiiiiiieneeeenens 2,822,500
Retained Earnings ......cccccceeeeiiiiiiiiiiiieee e 2,475,800
Cost of Goods Sold ........ccceveeveieiiiiie. 1,565,000
Selling, General, and
Administrative Expenses ........ccccccuee..... 623,800
Interest EXPense .....oovvviiiiiiin e 82,000
Income Tax EXpense*......ccccceeevvviiiivieiinnnnnnnn. 205,000
Retained Earnings .......ccccceeeiniiiiiiiieiie e 211,000
DIVIAENAS ..o 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 .o $ 72,000
Accounts Receivable .........cccccoevis 365,000
INVENTOTY .o 44,500
Prepaid EXPENSES ... 32,000
LaNd ..o 70,000
Plant and EQUIpMeENt........ooiiiiiiiiiieeeeeeeeeen 1,239,000
Other ASSELS .uuii e 1,285,200
Accounts Payable ........cccoovviiiiiiiiiiiiiiiii $ 146,500
Wages, Interest, and Taxes Payable ...................... 218,000
Unearned REVENUE..........uuuuiiiiiiiiiiienes 10,500
Long-Term Debt.......ccccoiiiiiee 1,190,000
Other Liabilities ..., 297,000
Common StOCK ....coovviiiiiii 195,000
Retained EarNingsS ......ccccceeeiiiiininnnes 1,050,700
L0 = LS 107,7 $3,107,700
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2-26.

N =

No Ok

10.
11.
12.

13.

2-217.

33

Received $300 cash as payment on customer accounts.

Recorded return of inventory purchased by the company 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 using the allowance method.

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

(@)

(b)

(c)

(d)

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

Prepaid Selling EXPeNnse........vvvvviiiviiiiiiiiiiiiieiieeeeeeeee 1,500
Selling EXPense ... 1,500

Interest ReCeIVAaDIE. ... 800
INTEIrESt REVENUE ...t 800

AdVvertising EXPeNnSe ... 440
Selling EXPENSE ... 440
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2-28.

Adjusting Entries

(@)

INSUranCe EXPENSE .....oovviiiiiiiiiieeee e

Prepaid INSUranCe...........cvveieiiiiiiiiiiiieeeeee e

B, $1,800 x 2/6

*A, $3,600 X 21/24 ...

C, $12,000 X 27/36...cceeeiiiireeaiiiiaeeeiiieae e e e
Prepaid amoUunt...........oveiiiiiiiiieeee e

Account balan
Adjustment ....

Ce

(b) Subscription Revenue........ccccccciiii
Unearned Subscription Revenue.............cccccoeeeee.

(c)

October, $22,2
January, $28,8

TIuly, $27,000 X 3712 ...

00 X B/12 ..o
00 X 912 .ooviiiiiiei

ApPril, $20,700 X 12/12...cccoiiiiiieiiiiiie e

Unearned amo
Account balan
Adjustment ....

Interest Payable

UNT oo
Cl

INterest EXPENSEe ..o
[$825 — ($45,000 x 0.10 x 1/12)]

(d) Supplies EXPeNnSe....ccceeeeeiiiiei

Supplies.......

($2,190 — $1,410)

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

Chapter 2

1,350*
1,350

$ 3,150
600
9,000
$12,750
14,100

$ (1,350)

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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2-29.

2-30.

1.

1.

Adjusting Entries

ReNt EXPENSE...couieiiiiiieieeeeei e 15,700
Prepaid Rent.......ccooooiiiiiiiiiiieeeeeee

Salaries and Wages EXpense..........ccccveeeveeeennns 2,600
Salaries and Wages Payable .............cc.cc.....

Unearned Consulting Fees........ccccocveeeeeininnnnee. 122,400
Consulting Fees Revenue.........ccccevvvvveeeeenne.

Interest Receivable..........cccoooiiiiiiiiiiiiiiiiiis 1,300
Interest REVENUE.........ccovvviiiiiiieeeeen

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.iiiiiiiiiee, X

(D) SaleS ..o X

(c) Dividends ......cccceeenniniiiinninnnnnns X
(d) INVeNntory .....cccccceeeenennnnnnnnnnnnnns X

(e) Selling Expenses........ccccccunnee X
(f) Capital StocK......ccccevvvennrinnnnnnns X

() Wages Expense........ccccceeunnnnnen X
(h) Dividends Payable................... X

(i) Costof Goods Sold................. X
() Accounts Payable ................... X

(k) Accounts Receivable.............. X

() Prepaid Insurance.................... X

(m) Interest Receivable.................. X

(n) Sales Discounts.........ccccccuvnnnee X
(0) Interest Revenue ..........ccccc...... X

(P) Supplies....ccccoveiiiiinns X

(q) Retained Earnings..........ccc...... X

(r) Accumulated Depreciation..... X

(s) Depreciation Expense............. X
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2-30.

2-31.

2-32.

Chapter 2
(Concluded)
2. Closing Entries
SAIES e 75,000
Interest REVENUE.........cvveivieiieiieeeeeeeeeee e, 6,500
Retained Earnings .......ccccceeeveeiiiiiiiiicinnns 81,500
Retained EarnNings ......cccccceveviiviiiiiiiiiens 54,800
Selling EXPenses ... 7,900
Wages EXPENSE.....couuviiiiiieiiieeiiiiiiie e 14,400
Cost of Goods Sold .......ccevveieiiiiiiiieiiiieneeee, 26,500
Sales DISCOUNTS ...ccocvveiiiiiiineecee e 4,200
Depreciation EXPense .......ccccccevveiiinnnnnnnnnns 1,800
Retained EarnNings ......cccccceveiiiiiiiiiinens 3,500
DIiVIdends .......oviieeviiiiiee e 3,500
3. $26,700 net income ($81,500 — $54,800 = $26,700)
Closing Entries
REVENUES ... 142,300
Retained Earnings ........ccccceeeeiiiiinnnnnns 142,300
Retained EarnNings ......cccccceveiiiiiiiiiinens 91,500
EXPENSES .. 91,500
Retained EarnNings ......cccccceeviiiiiiiiiinens 29,200
D] AYATo =T o Yo F- 29,200
Changes in Account Balances Debit Credit
(OF= 1= o [ $ 18,000
Accounts receivable ..........eeeeeeeeeeeeieeeiieeieeeeeee $ 5,000
INVENTOTY .o 14,000
EQUIPMENT ....uii e 58,000
Accounts payable.......cccoccis 2,000
Loans payable .......cccccociiiiii s 40,000
Interest payable ..o 2,000
Contributed capital ($32,000 + $15,000)................. 47,000
Retained earnings (or Dividends)...........coccuviveennn. 20,000
$110,000 $ 96,000
Increase in net assets or net income ...........cocuu..... 14,000
$110,000 $110,000
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2-33.

Impact of error correction on net income

2013 2014 2015

Accrued salaries:

2013 €ITOT coiieeeee e $(21,000) $ 21,000

{0 ) N <Y o) G (17,500) $ 17,500

2015 €IT0T coviiiiiieee (26,000)
Interest receivable:

2013 €ITOT tiiiiiieeeeeeeee 8,500 (8,500)

2014 €ITOT tiiiiieeeeeeeeee 11,400 (11,400)

4 O N RS =T o ] (R 12,100
Net income increase (decrease)................... $(12,500) $ 6,400 $ (7,800)
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2-34.

1. May 1

10

12
15

18

19

22
23
25

29

PROBLEMS

CaASH e 40,000
Capital StOCK.....cueveiiiiiiieeeie e

INVENTOIY e 8,000
Accounts Payable..........cccooooiiiiiiiiiiiiiiiiins

Office SUPPLIES ..evviiiiiiiieeee e 500
CaASN e

No entry.

Accounts Receivable.......ccccoeeiiiiiviiiiciieiieeeeen, 14,000
SAIES .

Cost of Goods SOld.....ccoevveiiiiiiiiiiei e 7,500
INVENTOIY oo

WagesS EXPENSE.....ciiiiiiiiiieiiie e 2,450
CaAS e
Employee Income Taxes Payable................

No entry.

Advertising EXPeNSe......ccccceevviinnniniinnns 1,500
CaASN e

CaASH e 13,580

Sales DISCOUNTS ...ocuveeiiiiiieieeceee e 420
Accounts Receivable ..........cccoooiiiiiiiiiiiinnnns

MaCKHINEIY i 6,400
CaAS e

Dividends (or Retained Earnings) ..................... 25,000
Dividends Payable...................ccccoc

Accounts Receivable......c.cccoeviiiiiiiiiiiiine, 21,000

CaASH e 3,000
SAIES .

Cost of Goods Sold........coooiiiiiiiiiiiiiiiee, 13,000
INVENTOIY oo

Accounts Payable ........cccooooiiiiiiiiiiiiiis 8,000
CaAS e

No entry.

No entry.

BUilding ..oooooeeeeee 150,000
CaSh e
Mortgage Payable..........cccvveeeiiiiiniiiiieee.

Dividends Payable ............ccccoo 25,000
CaASH e

Chapter 2

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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2-34. (Concluded)

39

2. The single most important event was the free, favorable publicity in the
national news magazine 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.

2-35.

1) 2) (3) 4 ()

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 O 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.
(o) 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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2-36.
1. Adjusting Entries on 12/31/15:
(@) Accounts Payable.......cccccoiiiiiiiiiiieee e 4,300
CaSh oo 4,300
(b) Depreciation EXPENSe ......ccoocvviiiiiiiieeiiiiiiiiiiieeee e 4,700
Accumulated Depreciation—Building ................. 4,700
($141,000 x 1/30 = $4,700)
(c) Bad Debt EXPenSe .....cccceiiiiiiiiiiii 2,800
Allowance for Bad Debts.........cccccoiiiiiiiiiiinnn, 2,800
[$200 + (0.05 x $52,000) = $2,800]
(d) Interest Receivable. ..o 2,933
INterest REVENUE .........eeiiiiiiiiiie e 2,933
($80,000 x 0.11 x 4/12 = $2,933)
(e) Sales RevVeNUE ... 12,160
Unearned Sales Revenue..........cccccceeeeiiiiiiinnnnnnn. 12,160
($15,200 x 0.80 = $12,160)
(f) Discount on Notes Payable .........cccccoiiiiiiiiiinnn, 150
INterest EXPEeNnSe ... 150
($300 x 30/60 = $150)
2. Net Change in Income:
Add: Interest revenue not recorded ..........cceeeennn. $ 2,933
Overstatement of interest expense.............. 150 $ 3,083
Deduct: Depreciation eXpPensSe......ccccceeviicuvriiieeneaaanenns $ 4,700
Bad debt expense........ccccooiiiiiiiiiiiiiiiis 2,800
Overstatement of sales revenue................... 12,160 _(19,660)
Net reduction in reported net income...........cccccceeeeennn. $(16,577)
2-37.
2015
(@) Oct. 1 RentEXPense ..o 2,400
CaASh e 2,400
($1,800 + 9/12 = $2,400 annual expense)
(b) June 1l AdvertiSing EXPense......cccccceiiiiiiiiiiee 4,080
CaASH e 4,080
($1,700 + 5/12 = $4,080 annual expense)
(C)Mar. 1 Cash . 5,400
Rent REVENUE.........ccooiiiiiiii e 5,400

($900 + 2/12 = $5,400 annual revenue)

© 2014 Cengage Learning. All Rights Reserved. May not be scanned, copied or duplicated, or posted to a publicly accessible website, in whole or in part.



Chapter 2

2-37.

2-38.

(Concluded)

(d) July 1 Office Supplies EXpense........cccccceevieiiiiinnnnnnnn. 2,000
CaASh e
($1,000 + 6/12 = $2,000 annual expense)

() Aug. 1 Insurance EXPense ......cccccceviiiiiiiiieeieeeeeencinne 1,800
CaASh

($1,050 + 7/12 = $1,800 annual expense)

(2) Bad Debt EXpPense.......ccccceeeeiiiiiiiee 2,220
Allowance for Bad Debts ...........ccccveeeiiiennns
(b) Interest Receivable.........ccccccooviiiiiiiiiiiine e, 700

INterest REVENUE........covvieeiee e,

(c) Discount on Notes Payable....................... 900
Interest EXPense ......vvviiiiii e,

(d) No adjustment required.

(e) Salaries and Wages Expense..........cccccceeeeeeennnn. 700
Salaries and Wages Payable ..........ccccco.......

(f) Discount on Notes Receivable.........c....c.cceee. 500
Interest Revenue..........ccccccciiiiiiii

(g) Unearned Rent Revenue...............cccceeeeeeeeene. 5,200
Rent Revenue........occoeiiviiviii e,

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

(g9) Required reduction in unearned rent revenue balance:
$5,200 - $0 = $5,200

41

2,000

1,800

2,220

700

900

700

500

5,200
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2-39.

() Accounts Receivable........ccccciei 28,000

Bad Debt EXPENSE ....uuiiiiiiiiiiieiiiieee e 3,000
SIS .
Allowance for Bad Debts.........ccccoeveiiiiiniiiiiiie

(D) SalariesS EXPENSE ....uuuiiiiiiieeeeieiiiiiiiee e 11,000
Salaries Payable.........ccccveiiiiiiiiiie e

(€) Prepaid Rent......cooooeiiiiii 9,000
ReNt EXPENSE ..o

(d) ULIIItIieS EXPENSE .cccciiee e 2,700
Accrued Liabilities (or Utilities Payable) ....................

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

() COMMISSION EXPENSE .covvviiiiiiiiiiiiieeee e 3,750
Commission Payable.........cccoccciiiiiiiiii e,
($25,000 % 0.15. No commission on uncollectible
accounts)

(g) Prepaid INSUTANCEe.......eeviiiieiiiiiiiiiiieeee e 3,000
INSUTranCce EXPENSE .....cooiiiiiiiiiiiiie e
($6,000 x 6/12)

(N) INterest EXPENSE .....uuiiiiiiiie e 1,000
Interest Payable ...
($50,000 x 0.12 x 2/12)

(1) IncOmMe TaxX EXPENSE ...ccovviiiiiiiiiiiiiee e 26,300
Income Taxes Payable.........coooiiiiiiiii
[$65,750 x 0.40; see (2)]

Chapter 2

28,000
3,000

11,000

9,000

2,700

6,000

3,750

3,000

1,000

26,300
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2-39.

43
(Concluded)
Gee Enterprises
Income Statement—Accrual Basis
For the Year Ended December 31, 2015
SAIES ..ot $280,000
Selling and Administrative Expenses:
Salaries EXPENSE.......cocuveecieeeciieeeiee e, $89,000
Commission EXPense......cccccceeeeeieieeeeeeeeeeee, 41,550
ReNt EXPENSE...coviiiiiiiieeeeeee e 36,000
UtilitieS EXPENSE.....cccueiiiiieieee e 31,700
Depreciation EXPENSe......cccceevvviiviiiiiieeeeeee e 6,000
Interest EXPense......ccccceiiieieii e 4,000
INSurance EXPeNnsSe.....cccoovvvveiiiieeeeiie e 3,000
Bad Debt EXPENSe.....cccoceiiiii 3.000 214,250
Income Before INncome Taxes ......cccccevvnnnnnnnnnnnnns $ 65,750
Income Taxes (0.40)......cccccevemmmnnniianes 26,300
Net INCOME ... $ 39,450
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2-40. 1. Although not required, awork sheet is provided as an answer to (1) and as support for other parts of this problem.

Builders’ Supply Corporation

Work Sheet
December 31, 2015
Trial Balance Adjustments Income Statement Balance Sheet
Account Title Debit Credit Debit Credit Debit Credit Debit Credit
CASH s 24,000 ...
Accounts Receivable......... 72,000
Allowance for Bad DebtS......ccccccvviieiviiciiiinisciie v evvvvieeeneee 1,380 e (@) 1,620 s e e
INVeNtory .....ccccveevineeenns 87,570
Long-Term Investments . 15,400
Land ..cccoeeeveeieeieeeeeeees 69,600
BUITAINGS oot 72,000
Accumulated Depreciation—Buildings...........ccccoevvvrennnenn.
Accounts Payable.........ccccccoeinininienn
Mortgage Payable .......

Capital Stock, $10 par.
Retained Earnings, December 31, 2014 ..

Sales Discounts ..........
Cost of Goods Sold ....
Selling EXPENSES ....viiiiiiiiiiiie ettt
OffiCe EXPENSES ..eoiiiiiiieiiee ettt
Insurance Expense ..
Supplies EXpense .......c.cccocuveuene
Taxes—Real Estate and Payroll ....
Interest Revenue............oceeeee.
Interest Expense.......
Bad Debt EXPENSE ...ccvveiiiiiiieeeeee e
Depreciation Expense—Buildings (5% of $72,000) ...........
Selling Expenses Payable..........ccccceiiiiiiiiiciiiiiciiens
SUPPliEs ..o

Prepaid Insurance....
Interest Receivable ...,
Real Estate and Payroll Taxes Payable ..
Interest Payable ...
Income Tax EXPENSE .......ccoiiiiiiiiiiiiiiiec e
Income Taxes Payable (20% of $25,450).........c.ccccevrrvrnnns

226,540 246,900 355,710 335,350
N = 1o oY o P 20,360 e ... 20,360
246,900 246,900 355,710 355,710
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2-40. (Continued)

2. Adjusting Entries

(2) Bad Debt EXPENSEe......ccoiiiiiiiiiiiiiiiieeee e 1,620

Allowance for Bad Debts ........cccccceeeeiiiiiiiiiieenn. 1,620
(b) Depreciation Expense—Buildings.........cccccvveveeennns 3,600

Accumulated Depreciation—Buildings ............... 3,600
(C) Selling EXPENSES ....uviiiiiieiiiiiiiiiiieeee e 3,840

Selling Expenses Payable............cccccoe. 3,840
(d) SUPPHIES .o 780

Supplies EXPENSE....cccceevvveiieie 780
(e) Prepaid INSUranCe ........ccccceeeeeeeeeeieeeeeeeeeee 720

INSUranCe EXPeNSe. ..o 720
(f) Interest Receivable.........ccoi e 240

INterest REVENUE........ccooiveiiiii e 240
(g) Taxes—Real Estate and Payroll................................ 900

Real Estate and Payroll Taxes Payable............... 900
() Interest EXPeNSe. ... 480

Interest Payable ... 480
(i) Income Tax EXPense......ccccceiiiiiiiiieee, 5,090

Income Taxes Payable .........ccccccvvvviiiiiiiininniiiiinnnns 5,090

3. Closing Entries

SIS e 246,000

INterest REVENUE .......coooiiiii e 900
Retained Earnings ......cccccceeeniiiiiiiieeee e 246,900

Retained EarNingsS ......ccccooooiiiiiiiiiiiie 226,540
SaAlES REIUINS .. i 4,360
SalesS DISCOUNTS c.uuiiiiiiecceeeee e 5,400
Cost of Go0ds SOId ... 114,370
Selling EXPENSES ..covvvvviiiiiiiiiiiiiiiieeeieeeeeeeeeeeeeeeeee 53,280
OffiCe EXPENSES ..covivviiiiiiiiiieiieeeeeeeeeeeeeeeeeeeeeeeee e 21,680
INSUranNCe EXPENSE ..ot 720
SUPPlieS EXPENSE ..cccvviveiiiiieiieiiieeeeeeeeeeeeeeeeeeeeeeeeeeeee 4,420
Taxes—Real Estate and Payroll ..o 8,880
INterest EXPeNnSe ... 3,120
Bad Debt EXPENSEe ... 1,620
Depreciation Expense—Buildings ..........cccccccvnnnnnes 3,600
INncome Tax EXPEeNSe .....coovviiiiiiiiieiiiiee e 5,090

Retained EarNingsS ......ccccoooiiiiiiiiiiiiinnienes 13,400
DIVIOENAS ... 13,400
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2-40. (Concluded)
4. Builders’ Supply Corporation
Post-Closing Trial Balance
December 31, 2015
Debit Credit
CaSN e $ 24,000
Accounts Receivable .........ccoooiiiii 72,000
Allowance for Bad Debts........cccccevvveviiicieiieeennnn, $ 3,000
Interest Receivable.........ccccccoiiiii e 240
INVENTOTY ..o 87,570
SUPPHES e 780
Prepaid INSUranCe ........cccceeeiiiiiiiiiiiieiee e 720
Long-Term Investments........ccviiiiviiiii e 15,400
LANd .o 69,600
BUIAINGS .eeiiiiiiiii e 72,000
Accumulated Depreciation—Buildings.................. 23,400
Accounts Payable .........cccccooiiiiiiis 35,000
Interest Payable.........ccccoooiiiiiiiiiiiiis 480
Selling Expenses Payable............ccccccc. 3,840
Income Taxes Payable.........coooiiiiiiee, 5,090
Real Estate and Payroll Taxes Payable.................. 900
Mortgage Payable.........ccccccoiiiiiiiiiiiii e 68,800
Capital Stock, $10 par.....ccccceeeeeeeeeiiiiiieeeeeeee e, 180,000
Retained Earnings ......ccccccveeeiiiiiiiiiiieee e 21,800
TOAIS i $342,310 $342,310
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2-41.

1. Adjusting Entries

(&) No adjustment needed.

(b) Bad Debt EXPENSEe......cooiiiiiiiiiiiiiiiiie e 500
Allowance for Bad Debts ........cccccceeeeiiiiiiiiiiennnn. 500

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

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

SaleS REVENUE ... 8,200
Accounts Receivable ......coooveveviieiiiiiee e, 8,200

(€) Interest EXPeNSEe. ..t 7,000
Interest Payable ... 7,000

(f) Prepaid INSUranCe .......ccccceeeeeeeeee 2,250
INSUranCe EXPeNSe. ..o 2,250

(g) DIVIAENAS ..ooeiiiiiiiieeee e 7,800
Dividends Payable.........cccooiiiiiiieeeen 7,800

2. Closing Entries

SaAleS REVENUE .....eeiiiiiiie e 301,800

INTErEST REVENUE ... 12,000
Retained EarnNings ......cccccoooiiiiiiiiiiiees 313,800

Retained EarNingsS .......ccooooiiiiiiiiee 306,300
Cost of Go0ds SOId ... 199,650
WagesS EXPENSE ..cooviiiiiiiie ettt 45,000
INterest EXPeNSe . ..o 10,200
UtilitieS EXPENSE ...uuuii e 6,000
INSUranCce EXPENSE ..o 750
AdVertising EXPENSEe .....coooiiiiiiiiiiiiiieeee e 5,000
Income Tax EXPEeNSe ..o 7,200
Depreciation Expense—Equipment...........ccccccecvnnnnnne 32,000
Bad Debt EXPENSE ... 500

Retained EarNingsS .......ccooooiiiiiiiiiiiee 7,800
DIVIAENAS ... 7,800
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2-41.

Chapter 2

(Concluded)
3. Taipei International Corporation
Post-Closing Trial Balance
December 31, 2015
Debit Credit

CaASH e $ 31,500
Accounts Receivable .........ccoooiiii 16,800
Allowance for Bad Debts........cccccceevvveviiiiieiieecnnnn, $ 750
INVENTOTY ..o 47,300
Prepaid INSUranCe .........cccoeeiiiiiiiiiiieeeeee e 2,250
EQUIPMENT ... 190,000
Accumulated Depreciation—Equipment................ 83,000
Accounts Payable .........cccccciiiiiiis 31,000
Notes Payable.........cccoooiis 70,000
Interest Payable..........ccooooiiiiiiiiis 7,000
Wages Payable ........cccocoiiis 8,000
Income Taxes Payable........ccccoovviiiiiiiiiiiiiiiiiins 6,500
Dividends Payable.........cccccoiiiiiiiiiiiiiiis 7,800
COMMON StOCK ..eeviiiiiiiiiiiieiecee e 40,000
Retained Earnings ......cccccceeeriiiiiiiiieeeeee e 33.800

TOLAIS v $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 re-
strict the payment of dividends in years when net income is below a cer-
tain amount.

Also, it is possible for a company to owe income taxes in a year in
which it reports a loss on its income statement. Recall that financial ac-
counting net income (to be reported to the shareholders) and taxable
income (to be reported to the IRS) are computed according to two dif-
ferent sets of rules and will almost never be the same.
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2-42.

High Flying Logistics Co.
Work Sheet
December 31, 2015

Income Balance
Trial Balance Adjustments Statement Sheet

Account Debit Credit Debit Credit Debit Credit Debit Credit

Cash ..o 42,000 o e i e e 42,000 ............

INVENTOIY ..o
Long-Term Investments ................
Land ...
BUildingS.....ocooovviiiiiieiieeeciieeeee,
Accumulated Depreciation—BIldg.
Accounts Payable.........ccccccceeeninns
Mortgage Payable ..........ccccceeeeeen.
Capital Stock, $5par......ccccccevevnernne
Retained Earnings, Dec. 31, 2014
Dividends

Selling EXpenses ......cccccceevvvieeneenn.
Office EXpenses.......coocceeeeevecninnenn.
Insurance EXpense ........cccoeeveieinnne 12,000 .ooiiiiies e, (e) 3,800 8,200  oiiiiiiet i e,
Supplies EXpense .......cccccevcvveennne. 5100 i e (d) 850 4,250 ..iih i e
Taxes—Real Estate and Payroll.... 15,800 ............ (@ 3550 ..cccceeennnn. 19,350 i e e
Interest Revenue........ccooooceevviiieeies v, 750 i, fy 1,250 ........... 1,900 oot e,
Interest EXpense ......cccccovviieeeeenn. 9,300 ............ (h) 1,980 .....coceee.... 11,280 et e e,
Bad Debt EXPeNSe ....cccccovviiiviiiies s v (@ 2,200 ..o 2,200 s e e
Depreciation Expense—Buildings e e (b) 13,500 .....coceveee. 13,500 oot s e
Selling Expenses Payable.............  cccciiies i v (€©) 9,300 .oiiiiis e e, 9,300
SUPPHES e ees s e (d) 850 i s e 850 ...........
Prepaid INSUranCe .......cocccvieiiiiiis iiiiiiie v () 3,800 .ot s e, 3,800 ............
Interest Receivable .....ccccoooviviiiiiies cviiiiiees e, () 1,150 it e e, 1,150 ............
Real Estate and Payroll
Taxes Payable ..o i i e, (@) 3,550 s e, 3,550
Interest Payable ..o s e h) 1,980 ...occee s 1,980
Income Taxes Payable e eeeeeene eeeeeeee (i) 16,360 ..ccoooiies e e 16,360
Income Tax EXPEeNSe ...ooocciiieiiiiins i e (1)_16,360 ............. 16,360 oo i e
867,960 867,960 52,690 52,690 408,360 432,900 507,640 483,100
NEt INCOME.. . i s s s 24540 ieeoo i 24,540

432,900 432,900 507.640 507.640
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2-43. 1.

Whitni Corporation
Work Sheet
December 31, 2015

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

CaSH e 40,250
Notes Receivable......... 16,500
Accounts Receivable......... 63,000
Allowance for Bad Debts........c.ccovcvviiiiniiinieiieciecee
Inventory, December 31, 2015 .......ccccooviienienieeneeiieene
Land ....coooeiiiiieee e

Buildings
Accumulated Depreciation—Buildings.........c.ccooveveenne
Furniture and FiXtUIres ......ccccooiiiieenniieee e
Accumulated Depreciation—Furniture and Fixtures...
NoOtes Payable .......cccooiiiiiiiiiiiiieeeese e
Accounts Payable.................
Common Stock, $100 par .....
Retained Earnings ................
SAlES e
Sales Returns and AllOWanCes ........c.cccovevvveereincieennnene
Cost of Goods Sold .................

Utilities Expense..........
Property Tax Expense ....
Salaries and Wages Expense .
Sales Commissions Expense.

40,250
16,500
63,000

Insurance EXPense .....ccccccvceviiveiccieencie e e 18,0000 s e (€) 0 3,200 14,800 it e e
Interest REVENUE ..o
Interest EXpense .......cccccceeeviininenenn.
Depreciation Expense—Buildings
Depreciation Expense—Furniture and Fixtures............  .cccceiecceee vvvevvveeeee. (@) 1,500 e L8000 s s e
Bad Debt EXPENSE ..ot eeenieeenneevveeeneeee (€) 0 1,850 i 18BB0 0 s s e
Sales Commissions Payable .. 700
Interest Payable ............cccee... 45
Property Taxes Payable .... 6,000
Prepaid INSUFaNCe......c.ccvciiiiiiiiiicercseeie e vvevieniieesevveeneenee (€) 0 3,200 s v e 3,200
Interest Receivable .. O ) Y 41 PP OURY 410 RO
Dividends Payable ......ccccooiiiiiiiiie s e e evreesnieeeeee (@1) 0 3,600 s e e 3,600
INncome Tax EXPENSE ....ccocvviiiiiiiiiiie e (92) 15,000  ecvevveveeeeeee. 15,0000 s e e
Income Taxes Payable......cccooiiiiiiiiie s veiiiiiins nneeeieneens ereiieeeeieeee. (@2) 15000 @ eeeeeen eeeeeeniee .. 15,000
39,549 39,549 721,824 763,350 561,000 519,474
NEE INCOME...iiiiiiii e es rvreeniiness evvreenniiees e e 41,526 e e 41,526

763,350 763,350 561,000 561,000
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2-43. (Continued)

2. Adjusting Entries

(al)

(a2)

(c)

(d1)

(d2)

(d3)

(€)

(f)

(gl)

(92)

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

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

Bad Debt EXPENSE. ..ot 1,850
Allowance for Bad Debts ....coenvieveeeieeeeeeeeeeeeee
($2,500 — $650 = $1,850)

Sales CommMmIsSSioNS EXPENSE ....coeevviiiiiiiiiiiieeeeeeeiieieeann 700
Sales Commissions Payable ........ccccccceviiiiiiiiiiiiiinennn,

INtEresSt EXPENSE ... 45
Interest Payable ...

Property TaxXx EXPENSE .....oiviiiiiiiiiiiiiee e 6,000
Property Taxes Payable .........ccccvvveviviiieiiiiiiiiiiiiiiiveeeee,

Prepaid INSUrancCe........ccccceeeeeeii 3,200
INSUranCe EXPENSE .....ouvviiiiiieeiiieee e

Interest ReCeiVable ..., 750
INTEIEST REVENUE ....ceeieei e

Retained Earnings........cooooviii 3,600
Dividends Payable ...
($1.50 x 2,400 shares = $3,600)

INcoOme TaX EXPENSE....ccooeiiiiieeeeeeeeeei e 15,000
Income Taxes Payable ........ccccciiiii,

51

1,500

6,904

1,850

700

45

6,000

3,200

750

3,600

15,000
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2-43. (Concluded)

Closing Entries

SAIES 760,000

INterest REVENUE ... 3,350
Retained EarNings ......cccccooiiiiiiiiiee 763,350

Retained EarNings ......cccoooveiiiiii e 721,824
Sales Returns and Allowances..........ccccccceeeeninnnee. 17,000
Cost of Goods Sold .......cceviiiiiiiii 465,800
UtilitieS EXPENSE ...uuuei e 16,700
Property Tax EXPENSEe .....coovvviiiiiieiiiieiiiiiee e 16,200
Salaries and Wages EXpense ........cccccccvveeeeeeninnnee, 89,000
Sales Commissions EXpense.......ccccccceiiiiiiinnnnnn. 74,625
INSUTranNCe EXPENSE ....cooiviiiiiiiiiiee e 14,800
INterest EXPeNnSe ... 2,445
Depreciation Expense—Buildings .........ccccceeeeennnns 6,904
Depreciation Expense—Furniture and Fixtures .... 1,500
Bad Debt EXPENSE ....cuiiiiiiiieiiiiiiiieeee e 1,850
Income Tax EXPENSEe ... 15,000
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CASES

Discussion Case 2-44

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 suppliers over late payments, problems getting bank loans because of the inability to prove profit-
ability, inability to assemble reliable cost and revenue data in order to make pricing decisions, and gen-
eral inefficient 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 2-45

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 2-46

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 2-47

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 exist-
ence for quite some time and 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.
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Discussion Case 2-48

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 would. Dissemination of more detailed data would allow all users to generate tailor-made
financial 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 summa-
rize the raw data available from company accounting records.

Discussion Case 2-49

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 2-50
Lockheed Martin Corporation
Adjusted Trial Balance
December 31, 2011
(dollars in millions)
Debit Credit

Cash and Cash EQUIVAIENTS ...........oeeiiieiiiiieccc e $ 3,582
Short—term INVesStMENtS. ... 3
RECEIVADIES ... e e 6,064
[aNVZ=T a1 o] £ 2,481
Deferred INCOME TaXES, CUIMENT.......iii et e e b 1,339
(O] 1 LT LU =] o1 AT Y] £ PR 625
Property, Plant, and Equipment, Net...........coooiiiiii e 4,611
GOOAWIlL....ooii 10,148
Deferred INCOME TaAXES .uuuuuiii ittt e e et e e e e e e e ee s e e e e e e eeebaaaanss 4,388
Other CUITENT ASSEES ..uuuii ittt e e e e e e ae e 4,667
ACCOUNES PAYADIE ......cveiiiiiiecee ettt $ 2,269
Customer Advances and Amounts in Excess of Costs Incurred....................... 6,399
Salaries, Benefits, and Payroll TaXeS.......cccvuviiirieeiiiseieeee e 1,664
Other Current LiabilitieS........coceevveieei e 1,798
LoNG-term Debt, NEL......oove i 6,460
Accrued Pension LiabilitieS...........cuuviiiiiiiei e 13,502
Other Postretirement Benefit LiabilitieS .......ccoooeviiiveviiiiieee e, 1,274
(O] 1 LT I T o] | (=T PR 3,541
COMMON STOCK ... ittt e e e e e e e e bbb e e e e e e e an b e e eeess 321
RetaiNed EArMINGS .......coiiiiiiiiiei et e e ee s 12,161
Accumulated Other Comprenensive LOSS........cuvvieiiiieiiiiiiiieeeee e 11,257
DIVIAENAS ... 2,879
L0 = I N ST 1= 46,499
COoSt Of SAIBS ... 42,795
Other Income (EXPENSES), NEL.....cciiiiiiiiiiiiee it 276
INTEIEST EXPENSE....euiiiiiiiiiiiiieiiiiree e ennnens 354
Other Non-operating INCOME .......ccciiiiiiiiiiiie e 5
INCOME TaX EXPENSE. ... ettt 964
Net Earnings/Loss from Discontinued Operations ...........ccccoccveeeeriiereeinieeeennne 12

L0 = £, $96,169 $96,169

Remember that the retained earnings balance on the December 31, 2011, balance sheet reflects the fact

that all nominal accounts have been closed. To prepare a trial balance that includes nominal
net income for the period must be subtracted and dividends must be added (obtained from the
of stockholders’ equity) from the end-of-year balance to arrive at the beginning-of-year balance.

accounts,
statement
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Case 2-51

Students should consider the following points in their assignment:

1. An understanding of how information from a transaction is entered into the accounting system, pro-
cessed 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 2-52

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 infor-
mation is biased so as to not reflect the economic realities of a business, poor resource allocation
decisions might 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 2-53

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