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Chapter 2

Accounting for Business Transactions

QUESTIONS

a. Common asset accounts: cash, accounts receivable, notes receivable, prepaid
expenses (rent, insurance, etc.), office supplies, store supplies, equipment,
building, and land.

b. Common liability accounts: accounts payable, notes payable, and unearned
revenue, wages payable, and taxes payable.

c. Common equity accounts: common stock and dividends.

A note payable is formal promise, usually denoted by signing a promissory note to
pay a future amount. A note payable can be short-term or long-term, depending on
when it is due. An account payable also references an amount owed to an entity. An
account payable can be oral or implied, and often arises from the purchase of
inventory, supplies, or services. An account payable is usually short-term.

There are several steps in processing transactions: (1) Identify and analyze the
transaction or event, including the source document(s), (2) apply double-entry
accounting, (3) record the transaction or event in a journal, and (4) post the journal
entry to the ledger. These steps would be followed by preparation of a trial balance
and then with the reporting of financial statements.

A general journal can be used to record any business transaction or event.

Debited accounts are commonly recorded first. The credited accounts are commonly
indented.

A transaction is first recorded in a journal to create a complete record of the
transaction in one place. (The journal is often referred to as the book of original
entry.) This process reduces the likelihood of errors in ledger accounts.

Expense accounts have debit balances because they are decreases to equity (and
equity has a credit balance).

The recordkeeper prepares a trial balance to summarize the contents of the ledger
and to verify the equality of total debits and total credits. The trial balance also
serves as a helpful internal document for preparing financial statements and other
reports.

The error should be corrected with a separate (subsequent) correcting entry. The
entry’s explanation should describe why the correction is necessary.
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The four financial statements are: income statement, balance sheet, statement of
retained earnings, and statement of cash flows.

The balance sheet provides information that helps users understand a company’s
financial position at a point in time. Accordingly, it is often called the statement of
financial position. The balance sheet lists the types and dollar amounts of assets,
liabilities, and equity of the business.

The income statement lists the types and amounts of revenues and expenses, and
reports whether the business earned a net income (also called profit or earnings) or
anet loss.

An income statement user must know what time period is covered to judge whether
the company’s performance is satisfactory. For example, a statement user would
not be able to assess whether the amounts of revenue and net income are
satisfactory without knowing whether they were earned over a week, a month, a
guarter, or a year.

(a) Assets are probable future economic benefits obtained or controlled by a specific
entity as a result of past transactions or events. (b) Liabilities are probable future
sacrifices of economic benefits arising from present obligations of a particular entity
to transfer assets or provide services to other entities in the future as a result of past
transactions or events. (c) Equity is the residual interest in the assets of an entity
that remains after deducting its liabilities.

The balance sheet is sometimes referred to as the statement of financial position.

Debit balance accounts on the Apple balance sheet include: Cash and cash
equivalents; Short-term marketable securities; Accounts receivable; Inventories;
Vendor non-trade receivables; Other current assets; Long-term marketable
securities; Property, plant and equipment, net; Goodwill; Acquired intangible assets,
net; Other non-current assets.

Credit balance accounts on the Apple balance sheet include: Accounts payable;
Accrued expenses; Deferred revenue; Commercial paper; Current portion of long-
term debt; Deferred revenue, non-current; Long-term debt; Other non-current
liabilities; Common stock; Retained earnings; Accumulated other comprehensive
income (current year abnormal debit balance).

The asset accounts with receivable in its account title are: Accounts receivable, net;
Income taxes receivable, net. The liabilities with payable in the account title are:
Accounts payable; Income taxes payable, net; Income taxes payable, non-current.

Samsung’s balance sheet lists the following current liabilities: Trade payables;
Short-term borrowings; Other payables; Advances received; Withholdings; Accrued
expenses; Income tax payable; Current portion of long-term liabilities; Provisions;
Other current liabilities; Liabilities held-for-sale.

Samsung’s balance sheet lists the following noncurrent liabilities: Debentures;
Long-term borrowings; Long-term other payables; Net defined benefit liabilities;
Deferred income tax liabilities; Provisions; Other non-current liabilities.
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QUICK STUDIES

Quick Study 2-1 (10 minutes)

The likely source documents include:
a. Sales receipt

e. Invoice from supplier

h. Bank statement

[ Telephone bill

Quick Study 2-2 (5 minutes)

a A Asset
b. A Asset
c. A Asset
d A Asset
e. A Asset
f. EQ Equity
g. L Liability
h. L Liability
. EQ Equity

Quick Study 2-3 (5 minutes)

a. E Expense 655
b. R Revenue 406
c. A Asset 110
d A Asset 169
e. L Liability 201
f A Asset 161
g. L Liability 245
h. EQ Equity 307
|

m

Expense 690
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Quick Study 2-4 (10 minutes)

a. Credit d. Debit g. Credit
b. Debit e. Debit h. Debit
C. Debit f Debit I Credit

Quick Study 2-5 (10 minutes)

a. Debit e. Debit . Credit
b. Debit f. Credit J- Debit
C. Credit g. Credit K. Debit
d. Credit h. Debit l. Credit
Quick Study 2-6 (15 minutes)
a.
1) Analyze:
Assets = Liabilities + Equity
Cash Equipment Common Stock
7,000 + 3,000 = 0 + 10,000
2) Record:
Date Account Titles and Explanation PR Debit Credit
May 15 | Cash .uuciiiiiiiic 101 | 7,000
EQUIPMENT ... ee e 167 | 3,000
CommoNn STOCK ..uvvuiiiiiiiiiiiiiiiiiiiiiaeens 307 10,000
Owner investment in exchange for stock.
3) Post
Cash 101 Equipment 167 Common Stock 307
7,000 ‘ 3,000 10,000
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Quick Study 2-6 (Continued)

b.
1) Analyze:
Assets = Liabilities + Equity
Office Supplies Accounts Payable
500 = 500 + 0
2) Record:
Date Account Titles and Explanation PR Debit Credit
May 21 | Office SUPPlIES i, 124 500
Accounts Payable ....................... 201 500
Purchased office supplies on credit.
3) Post
Office Supplies 124 Accounts Payable 201
500 500
C.
1) Analyze:
Assets = Liabilities + Equity
Cash Landscaping Revenue
4,000 = 0 + 4,000
2) Record:
Date Account Titles and Explanation PR Debit Credit
May 25 [ Cash.....ccccciiiii 101 | 4,000
Landscaping Revenue. ..................... 403 4,000
Received cash for landscaping services.
3) Post
Cash 101 Landscaping Revenue 403
4,000 4,000
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Quick Study 2-6 (Continued)

d.
1) Analyze:
Assets = Liabilities + Equity
Cash Unearned Landscaping
Revenue
1,000 = 1,000 + 0
2) Record:
Date Account Titles and Explanation PR | Debit | Credit
May 30| Cash ...t 101 | 1,000
Unearned Landscaping Revenue............. 236 1,000
Received cash in advance for landscaping services.
3) Post
Cash 101 Unearned Landscaping Revenue 236
1,000 \ 1,000

Quick Study 2-7 (10 minutes)

a. Debit e. Debit I Credit
b. Credit f. Credit J- Debit
C. Credit g. Credit
d. Debit h. Credit

Quick Study 2-8 (10 minutes)

The correct answer is a.

Explanation: If a $2,250 debit to Utilities Expense is incorrectly posted as a
credit, the effect is to understate the Utilities Expense debit balance by
$4,500. This causes the Debit column total on the trial balance to be $4,500
less than the Credit column total.
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a. I e B I E
b B f B ] B
C. B g B Kk I
d. I h. I I I
Quick Study 2-10 (10 minutes)
a. b. C.
Cash Accounts Payable Supplies
100 50 2,000 8,000 10,000 3,800
300 60 2,700 1,100
20
Bal. 310 Bal. 3,300 Bal. 7,300
d. e. f.
Accounts Receivable Wages Payable Cash
600 150 700 11,000 4,500
150 700 800 6,000
150 100 1,300
100
Bal. 50 Bal. 0 Bal. 100
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Quick Study 2-11 (15 minutes)

May 1 Accounts Receivable..........ccccceviiiiiiiiiiiiiinnnee, 2,000

Consulting Revenue............cccvvvvvvvinninnnnnn. 2,000
Billed customer for services provided.

3 SUPPHES oo 300
Accounts Payable..........cccccviiiiiiinninnnn, 300
Purchased supplies on credit.

O CaASH e 500

Accounts Receivable .....ccccooveiiiiiiiienn, 500
Received cash toward an account receivable.

20 Accounts Payable......cccocccciiiiiiiiiiiiiiiiiiee, 300

CaSh . 300
Made payment toward account payable.

31 Utilities EXPENSEe ..cccvvvviieiieeie e 100

Cash ..o 100
Paid for May utilities.

Quick Study 2-12 (15 minutes)

LAWSON CONSULTING
Income Statement
For Month Ended June 30

Revenues

SErViCe reVENUE.......ceeeevivieeeee e, $ 12,000
Expenses

Wages EXPENSE .....ccovvvveeeeeiiiiieeeeeeneeens $ 6,000

ReNnt eXPensSe . ....ccovvveiiieiiiiiccie e 2,000

Total expenses ..., 8,000
Net INCOME ...oiiiiiiii e $ 4,000
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LAWSON CONSULTING
Statement of Retained Earnings
For Month Ended June 30

Retained earnings, June 1..........cccccuvvveeee. $ 0
Add: Netincome (from QS 2-12)................. 4,000
4,000
Less: Cash dividendsS........cccccuvvvvvvvvvnnnnnnee. 1,500
Retained earnings, June 30...........cccceeun.... $ 2,500
Quick Study 2-14 (15 minutes)
LAWSON CONSULTING
Balance Sheet
June 30
Assets Liabilities
Cash....cccccovvieieiiiiiinn, $ 5,000 Accounts payable................ $ 3,000
Accounts receivable .... 4,500 Equity
Equipment..................... 6,500 Common StocCK .....coevevrennenn. 10,500
Retained earnings’.............. 2,500
Total equity ......cooevvviiiiinnnnnn. 13,000
Total assets................... $16.000 Total liabilities & equity ...... $16.000

*Amount from Quick Study 2-13.

Quick Study 2-15 (10 minutes)

Debt ratio = Total liabilities / Total assets = $38,633 mil / $42,966 mil = 89.9%

Interpretation: Its debt ratio of 89.9% exceeds the 60% of its competitors.
Home Depot’s financial leverage, and accordingly its riskiness, can be judged
as above average based on the debt ratio.
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EXERCISES

Exercise 2-1 (10 minutes)

a. Prepare and analyze the trial balance.
b. Analyze each transaction from source documents.

_4
1
_ 2  c. Record relevant transactions in a journal.
_3

d. Post journal information to ledger accounts.

Exercise 2-2 (10 minutes)

a. 5 “Three” d. 1 “Asset”
b. 2 “Equity” e. 3 “Account”
C. 4 “Liability”

Exercise 2-3 (5 minutes)

“Chart”

“General ledger”
“Source document”
“Account”

O o O T 9
W A~ AN -

“Journal”
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Type of Normal Increase
Account Account Balance (Dr. or Cr.)
a. Land ..., asset debit debit
b. Cash ...ccccooiiiiiiii, asset debit debit
C. Legal Expense........cccccvrriiinnnnnnnn, expense debit debit
d. Prepaid Insurance.......cccccccceeennnn, asset debit debit
e. Accounts Receivable................... asset debit debit
f.  DividendS......ccccceeiiiiiiiiiiiiiiieeeeee equity debit debit
g. License Fee Revenue.................. revenue credit credit
h. Unearned Revenue ............ccc....... liability credit credit
I. Fees Earned.......c..c..ooovvviiiiininnnnnn, revenue credit credit
J. Equipment ........ccoooiiiiiiii, asset debit debit
k. Notes Payable ..............ccevvvvvnnnnn, liability credit credit
. Common StocK......cccoevvvriiiiiinnnnnn, equity credit credit
Exercise 2-5 (15 minutes)
a. Analyze:
Assets = Liabilities + Equity
Cash Equipment Note Payable Revenue
10,000 + 80,000 = 28,000 + 62,000
b. Record:
Account Titles and Explanation PR | Debit Credit
CaSN s 101 | 10,000
EQUIPMENT ... 167 | 80,000
Note Payable..........cccvvvviiiiiiiiiiiiiiiiiinnns 245 28,000
REVENUE ..o 404 62,000
Services given in return for assets and a liability.
c. Post
Cash 101 Note Payable 245
10,000 ‘ 28,000
Equipment 167 Revenue 404
80,000 ‘ 62,000
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Exercise 2-6 (15 minutes)

a. Beginning accounts payable (credit).......cccccvvviiiiiieiiiinnnnnn, $152,000
Purchases on account in October (credits) ............cceveeeeen, 281,000
Payments on accounts in October (debitS)............ceeeeeennee, ( ?)
Ending accounts payable (credit) .........cccevvvveiiviiiiieeeeeeeee, $132,500
Payments on accounts in October (debits)...........eeeveeennnne, $300,500

b. Beginning accounts receivable (debit)......ccccccccceeeiiiiiiinnnnnn, $102,500
Sales on account in October (debitS) .......cccceeeveeiiiiiiiiiiinnnnnn, ?
Collections on account in October (creditS) ........cccvvvvvnnnnnn, (102,890)
Ending accounts receivable (debit) ........ccccevviiiiiiie i, $ 89,000
Sales on account in October (debits) ........ccccoeeiiiiiiiinnne, $ 89,390

C. Beginning cash balance (debit)............cccooiiiiiiiiii e, $ ?
Cash received in October (debits) .......oooovviiiiiiiiiiiii, 102,500
Cash disbursed in October (creditS)........ccccceeumiiiiiiininnnnnnne, (103,150)
Ending cash balance (debit) ..........ccovviviiiiiiiiiiiiiiiieeiiieeeeeeee $ 18,600
Beginning cash balance (debit)...........covvviiiiiiiiiiiiiiiiiiiiiiinee, $ 19,250

Exercise 2-7 (25 minutes)

AUG.1 Cash ..o 6,500
Photography Equipment .............cccn. 33,500
Common SEOCK .vvviieii e 40,000
Owner investment in exchange for stock.

2 Prepaid InsSurancCe......cccccoevevveiiiieeveeiie e 2,100
CaAS e 2,100
Acquired 2 years of insurance coverage.

5 Office SupplieS....ccooovviiiiii e, 880
Cash .o 880
Purchased office supplies.

Photography Fees Earned ........................ 3,331
Collected photography fees.

31 Utilities EXPENSEe ..ccovvvviiieieeie e, 675
Cash ..o 675
Paid for August utilities.
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Exercise 2-8 (30 minutes)

Part 1
Cash Photography Equipment
Aug. 1 6,500 Aug. 2 2,100 Aug. 1 33,500 |
20 3,331 5 880
31 675 Common Stock
Balance 6,176 | Aug. 1 40,000
Office Supplies Photography Fees Earned
Aug. 5 880 | | Aug. 20 3,331
Prepaid Insurance Utilities Expense
Aug. 2 2,100 | Aug. 31 675 |
Part 2
POSE-FOR-PICS
Trial Balance
August 31
Debit Credit

Cash oo $ 6,176

Office supplies ......ooeveeeeeeieeiieiinnnnn, 880

Prepaid insurance.........ccccceeeeeeee, 2,100

Photography equipment ............. 33,500

Common stock......cccccvvvveeeneeeeennn, $40,000

Photography fees earned............. 3,331

Utilities expense..........cccevveeeeeeee, 675

Totals .o $43.331 $43.331
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Exercise 2-9 (30 minutes)

A Cash ... 100,750
CommON STOCK ....cvvvviiiieeeeiieeeece e 100,750
Owner investment in exchange for stock.

b. Office SUPPIES ...uvviiiiiii i 1,250
(OF= 1] o 1,250
Purchased supplies with cash.

C. Office EQUIPMENT ....cooviiiiiiiei e 10,050
Accounts Payable ... 10,050
Purchased office equipment on credit.

(o R OF- 1] o 15,500
FEesS BarNed ......oooeviieiieieeee e 15,500
Received cash from customer for services.

e. Accounts Payable.........cccoooiiiiiiiiiiii i, 10,050
CaSH s 10,050
Made payment toward account payable.

f. Accounts Receivable.....c.cooooviiicici 2,700
FEEesS BEarNed ......coovveiiiiiee e 2,700
Billed customer for services provided.

0. ReNtEXPENSE .o 1,225
CaASN e 1,225
Paid for this period’s rental charge.

T O 1= o 1,125
Accounts Receivable ......ooveieiieiiiiciieiiei, 1,125

CaS N e 10,000
Paid cash dividends.
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Exercise 2-9 (concluded)

Cash Accounts Payable
(@) 100,750 (b) 1,250 (e) 10,050 | (¢) 10,050
(d) 15,500 (e) 10,050 Balance 0
(h) 1,125 (@) 1,225
(1) 10,000
Balance 94,850 Common Stock
(@) 100,750
Balance 100,750
Accounts Receivable Dividends
(H) 2,700 (h) 1,125 (1) 10,000
Balance 1,575 Balance 10,000
Office Supplies Fees Earned
(b) 1,250 (d) 15,500
Balance 1,250 () 2,700
Balance 18,200
Office Equipment Rent Expense
(c) 10,050 (@) 1,225
Balance 10,050 Balance 1,225
Exercise 2-10 (15 minutes)
SPADE COMPANY
Trial Balance
May 31
Debit Credit
Cash ..o, $ 94,850
Accounts receivable ................... 1,575
Office supplies.....ccccceeeeeeeeeeeennnnns 1,250
Office equipment..........ccccvveennnne 10,050
Accounts payable..........cccccoo..... $ 0
Common StOCK ....ccevvvevvinieiii, 100,750
Dividends ......ccooeeviieiiiieeiieeei 10,000
Fees earned .......cccoecovvieeiineeiinnnnnn, 18,200
Rent expense......ccocceeveeviieeennnnn, 1,225
B 0] = | £ $118,950 $118,950
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Exercise 2-11 (20 minutes)

1.
a. Account Payable.......cccooooiiiiiiiiiiii, 2,000
CaSh v 2,000
Paid amount owed.
b. Salaries Expense........ccccciiiiiiiiiiiiiiiieenenn. 1,200
CaSh .o 1,200
Paid salary of receptionist.
C. Equipment........cccooiiiiiiii 39,000
Cash o, 39,000
Paid for equipment purchase.
d. Utilities EXPENSe ...ccccoovvveiiiiiiveiiiiiiiiieeeeeee, 800
Cash .o 800
Paid utilities for the office.
e. [ BTV L0 1= o K= 4,500
CaASh 4 500

Paid cash dividends.
2. Transactions a, ¢, and e did not yield an expense for the following reasons:
e This transaction is a distribution of cash to the owner (shareholder).

Even though equity decreased, that decrease did not occur in the
process of providing goods or services to customers.

a This transaction decreased cash in settlement of a previously
existing liability (equity did not change). Supplies expense is
recorded when assets are used, not necessarily when cash is paid.

c This transaction involves the purchase of an asset. The form of the

company’s assets changed, but total assets did not (and equity did
not change).
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Exercise 2-12 (20 minutes)

1.
a. CaAS N e 20,000
Common StOCK.......ovveeiieeeee e, 20,000
Owner investment in exchange for stock.
b. CaAS N e 900
Services REVENUE ......oouveieeeeeeeeeeeeen 900
Provided services for cash.
C. CaASH e 10,000
Unearned Services REVENUE .......ccocevvvvneennen. 10,000
Cash received for future services.
d. CaAS N e 3,500
Accounts Receivable......c.coccoveiciiiiciiiienn, 3,500
Cash received toward accounts receivable.
e. CaAS N e 5,000
Note Payable .......cccooooviiiiiii e, 5,000

Cash received for note payable to bank.
2. Transactions a, ¢, d, and e did not yield revenue for the following reasons:

d This transaction changed the form of an asset from receivable to cash.
Total assets were not increased (revenue was recognized when the
services were originally provided).

e This transaction brought in cash (increased assets), and it also
increased a liability by the same amount (represented by the signing of
a note to repay the amount).

a This transaction brought in cash, but this is an owner investment in
exchange for stock.

c This transaction brought in cash, but it created a liability to provide

services to the client in the next year.
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Cash Supplies Prepaid Insurance
(1) 6,000 (2) 4,800 (3) 900 (2) 4,800
(5) 4,500 (4) 800
(6) 900
(7) 3,400
Equipment Web Servers Accounts Payable
(1) 7,600 (1) 12,000 (6) 900 (3) 900
(7) 3,400
Common Stock Services Revenue Selling Expenses
(1) 25,600 (5) 4,500 (4) 800
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Exercise 2-14 (30 minutes)

R O 1] o PR 6,000
EQUIPMENT ..o 7,600
WED SEIVEIS .ouieiiie e 12,000
CommoON StOCK ... 25,600
Owner investment in exchange for stock.
2. Prepaid INSUranCe.......ccccevvviiiei e, 4,800
CaSH s 4,800
Purchased insurance coverage.
3. SUPPIES e 900
Accounts Payable ... 900
Purchased supplies on credit.
4. Selling EXPENSES ....uoiiiiiiiii e 800
CaSh . 800
Paid cash for selling expenses.
5. CaSh 4,500
SEervices REVENUE.......ovvviieiieei e 4,500

Received cash for services provided.

6. Accounts Payable.........ooon 900
CasSh .o 900
Made payment on accounts payable.
7. EQUIPMENT 3,400
CaAS N e 3,400

Paid cash for equipment.
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Exercise 2-15 (20 minutes)
Calculation of change in equity for part a through part d

Assets - Liabilities = Equity

Beginning of the year ........ $ 60,000 - $20,000 = $40,000

End of theyear ....c.cccccc...... 105,000 - 36,000 = _69,000

Net increase in equity ........ $29,000
a. NEt INCOME ..uuiiiiiicceecce e, $ ?

Plus owner invesStments ..........ccccvvvvvvvvvieeeeennnne. 0

Less dividends ......coovvviiiiiiiiiiiiicceii e (0)

Change in @qUILY ...ccoooeiiiiiiiiieee e $29,000

Net Income = $29,000

Since there were no additional owner investments or dividends, the
net income for the year equals the net increase in equity.

b. NEL INCOME e $ ?
Plus owner inVestments ......cocovevveeiieiiiiiiiiieeeenn, 0
Less dividends ($1,250/mo. x 12 mo.) .............. (15,000)
Change in equIity .....cccovveiieiiii e $29.000

Net Income = $44.000

The dividends were added back because they reduced equity
without reducing net income.

C. NEE INCOME e $ ?
Plus owner investment ......cooovveevieeiiieeeeeeee 55,000
Less dividends ......cocoveiiiieiiii i (0)
Change in eqUILY ....ccooeeiiiii s $29,000

Net Loss = $26.000

The owner investment was deducted because it increased equity
without creating net income.

d. NEt INCOME ...t e e $ ?
Plus owner investment .......coooveevieiiiiieieeeeenn, 35,000
Less dividends ($1,250/mo. X 12 mo.).............. (15,000)
Change in equity .....cccoeveriiiiiie e $29.000

Net Income = $9.000

The dividends were added back because they reduced equity
without reducing net income and the owner investments were
deducted because they increased equity without creating net
income.
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Exercise 2-16 (15 minutes)

HELP TODAY
Income Statement
For Month Ended August 31

Revenues

Consulting fees earned............c............ $ 27,000
Expenses

ReNt EXPENSE ....uvvievieereiiiiiiiiiieveveeeeeeeeee, $ 9,550

Salaries eXpense ....ccccevvveeeeeveeeiiiiiieeenn. 5,600

Telephone expense......cccccccveeeiiiiieenene, 860

Miscellaneous expenses ..........cccccuueee. 520

Total EXPENSES ..cvvvvieieiieeeiiieie e, 16,530
NEet INCOME ... $10,470

Exercise 2-17 (15 minutes)

HELP TODAY
Statement of Retained Earnings
For Month Ended August 31

Retained earnings, August 1...........cco....... $ 0

Add: Netincome (from Exercise 2-16) ........ 10,470

10,470

Less: Dividends ........ccceeeeiiiiiiiiiiiiiiiiiie, 6,000

Retained earnings, August 31................... $ 4470
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Exercise 2-18 (15 minutes)

r2

HELP TODAY
Balance Sheet
August 31
Assets Liabilities
(0715 o [ $ 25,360 Accounts payable................ $ 10,500
Accounts receivable.... 22,360 Equity
Office supplies.............. 5,250 Common stocK ........eeeeennnn. 102,000
Office equipment.......... 20,000 Retained earnings’.............. 4,470
Land.....ccoooviiiiiiiieeeenn, 44,000 Total equity .....cvvveeeeeeeeennee, 106,470
Total assets.......ccc......... $116,970 Total liabilities & equity ...... $116.970
*Amount from Exercise 2-17.
Exercise 2-19 (15 minutes)
CBS ABC CNN NBC
Answers $(28,000) $42,000 $73,000 $(45,000)
Computations:
Equity, beginning of year.... $ 0 $ 0 $ 0 $ 0
Owner's investments.......... 110,000 42,000 87,000 210,000
DividendS.........ccoeecvvvvennnnnn. (28,000) (47,000) (10,000) (55,000)
Net income (10SS)................ 22,000 90,000 (4,000) (45,000)
Equity, end of year.............. $104,000 $85,000 $73.000 $110,000
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Solutions Manual: Chapter 2

(1) (2) 3) (4)
Difference
between Column Identify Amount that account(s)
Debit and with the account(s) is overstated or
Description Credit Larger incorrectly understated
Columns Total stated
a. $3,600 debit to Rent _
Expense is posted as  $2,260 Credit Rent Expense Rent Expense is

a $1,340 debit.

understated by $2,260

b. $6,500 credit to Cash

is posted twice as two ~ $6,500 Credit Cash Cash is %réd;é)rgtated by
credits to Cash. '

c. $10,900 debit to the Common Common Stock is
le\Q_decri]ds gccount is $0 . Stock understated by $10,900

ebited to Common - .
Stock Dividends Dividends is
' understated by $10,900

d. 9$2,050 debit to Prepaid Prepaid Insurance is
Prepaid Insurance is %0 Insurance understated by $2,050
IlonosSL}fadniz aEseg:Steo Insurance Insurance Expenseis

P ' Expense  overstated by $2,050

e. $38,000 debit to Machinery Machinery is
Machinery is posted $0 . understated by $38,000
as a debit to Accounts Accounts Accounts Payable is
Payable. Payable  ynderstated by $38,000

f. $5,850 credit to $5,265 Debit Services Services Revenue is
Services Revenue is Revenue understated by $5,265
posted as a $585
credit.

g. $1,390 debit to Store $1,390 Credit Store Store Supplies is
Supplies is not Supplies understated by $1,390
posted.
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Exercise 2-21 (15 minutes)

Overstated, Understated, or Correctly-Stated Amount
Correctly-stated. The debit column is correctly stated because $0

the erroneous debit (to Accounts Payable) is deducted from an

account with a (larger assumed) credit balance.

Understated. The credit column is understated by $37,900 $37,900
because Accounts Payable was debited — it should have been

credited.

Correctly-stated. The Automobiles account balance is correctly $0
stated.

Understated. The Accounts Payable account balance is $37,900

understated by $37,900. It should have been increased
(credited) by $18,950 but the posting error decreased (debited)
it by $18,950.

The credit column is $37,900 less than the debit column, or
$162,100 in total ($200,000 - $37,900).

Exercise 2-22 (15 minutes)

a.

Company Liabilities [/ Assets = Debt Ratio
Dreamworks $ 30,000 $ 40,000 0.75
Pixar 147,000 150,000 0.98
Universal 17,000 68,000 0.25

b. Pixar has the largest financial leverage because it has the larger debt ratio

in comparison to both Dreamworks and Universal.
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Exercise 2-23 (25 minutes)

JUNEL Cash oo 11,000

Common StOCK .....ocevvvvviiiiiieeecceeee e, 11,000
Owner investment in exchange for stock.

2 FUIMNITUIE e 4,000

Accounts Payable..........cccccviiiiiiinninnnn, 4,000
Purchased furniture on credit.

3 Prepaid INSUrancCe.......cccccvvvceiiiiieeeeeeeiiiicene e 600

CaSh . 600
Paid premium in advance for insurance.

4 Accounts Receivable.....cocoveiiiiiiiiciiiiiian 3,000

Fees Earned ......cooovveviiiiiiiieeeeeeeeeeeen 3,000
Billed customer for services provided.

12 Accounts Payable......cccccooooiiiiiiiiiiie 4,000

CaAS e 4,000
Made payment toward account payable.

20 CaSN oo 3,000

Accounts Receivable ......cccocoveiiiiiiiinn, 3,000
Received cash toward account receivable.

21 CaSh e 10,000

Common StOCK ...ovveiiieeiie e 10,000
Owner investment in exchange for stock.

S0 CaASh o 5,000
Unearned REVENUE .......coeovvevieiiiiiieiieeeen 5,000

Cash received in advance for future
services.
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PROBLEM SET A

Problem 2-1A (90 minutes)

Part 1
April 1 Cash......coooii e, 101 80,000
Office EqQuipment........cccccciiiiiiiiiiiiiiieeee, 163 26,000
Common StOCK ....ccvvveviiiiiiiieeieean, 307 106,000
Owner investment in exchange for stock.
2 Prepaid Rent......cccccoooiiiiiiiiiiiiiiiiieee e, 131 9,000
CaASh e 101 9,000
Prepaid twelve months’ rent.
3 Office Equipment........ccccooveiiiiiiiiiieeiiiieeeeees 163 8,000
Office SUPPlES ..o, 124 3,600
Accounts Payable...............ccoevviiiinnnnn 201 11,600
Purchased equip. & supplies on credit.
B CaASh..iiii 101 4,000
Services Revenue.......ccooeeeeeeeevveeeennnn. 403 4,000
Received cash for services.
9 Accounts Receivable.........cccooeevveiiiiinnn. 106 6,000
Services Revenue.......ccoocceeevevvveeeennnn. 403 6,000
Billed client for completed work.
13 Accounts Payable .......cccccceeiiiiiiiiiiiiiiiiinnnnn, 201 11,600
CaASh e 101 11,600
Paid balance due on account.
19 Prepaid INSUrance .......ccccceeeeeeeeeeeeeeeeviiinnnnn, 128 2,400
CaASh e 101 2,400
Paid premium for insurance.
22 CaASh. 101 4,400
Accounts Receivable ........cccovvvvennnnn. 106 4,400
Collected part of amount owed by client.
25 Accounts Receivable .......ccooeevveviiiiniinnnnnns 106 2,890
Services Revenue......o.ccocevveeeveeeennnn. 403 2,890
Billed client for completed work.
28 DIVIAENAS ..oeieie e 319 5,500
CaSh 101 5,500
Paid cash dividends.
29 Office SUPPIIES ..ovvvviiiiieeeiiiece e 124 600
Accounts Payable................ccovvnvinnnn 201 600
Purchased supplies on account.
30 UtilitieS EXPENSE.....cceiiiiiiiiiiiiiiiiieee e 690 435
CaSh . 101 435

Paid monthly utility bill.
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Part 2
Cash Acct. No. 101
Date Explanation PR Debit Credit Balance
April 1 G1 80,000 80,000
2 G1 9,000 71,000
6 G1 4,000 75,000
13 Gl 11,600 63,400
19 G1 2,400 61,000
22 G1 4,400 65,400
28 G1 5,500 59,900
30 G1 435 59,465
Accounts Receivable Acct. No. 106
Date Explanation PR Debit Credit Balance
April 9 G1 6,000 6,000
22 G1 4,400 1,600
25 G1 2,890 4,490
Office Supplies Acct. No. 124
Date Explanation PR Debit Credit Balance
April 3 G1 3,600 3,600
29 Gl 600 4,200
Prepaid Insurance Acct. No. 128
Date Explanation PR Debit Credit Balance
April 19 G1 2,400 2,400
Prepaid Rent Acct. No. 131
Date Explanation PR Debit Credit Balance
April 2 G1 9,000 9,000
Office Equipment Acct. No. 163
Date Explanation PR Debit Credit Balance
April 1 Gl 26,000 26,000
3 G1 8,000 34,000
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Solutions Manual: Chapter 2

Accounts Payable Acct. No. 201

Date Explanation PR Debit Credit Balance

April 3 G1 11,600 11,600

13 G1 11,600 0

29 G1 600 600

Common Stock Acct. No. 307

Date Explanation PR Debit Credit Balance

April 1 G1 106,000 106,000

Dividends Acct. No. 319

Date Explanation PR Debit Credit Balance

April 28 G1 5,500 5,500

Services Revenue Acct. No. 403

Date Explanation PR Debit Credit Balance

April 6 G1 4,000 4,000

9 Gl 6,000 10,000

25 G1 2,890 12,890

Utilities Expense Acct. No. 690

Date Explanation PR Debit Credit Balance

April 30 G1 435 435
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Problem 2-1A (Continued)

Part 3

LINKWORKS

Trial Balance

April 30
Debit Credit
(OF= 1] o [T $ 59,465
Accounts receivable ........cccocoeiiiiiiii 4,490
Office SUPPHIES...ocveiiiiiiii e 4,200
Prepaid iNSUranCe .......ccoocevvvviieieeeeiii e 2,400
Prepaid rent .......coooooviiiii e 9,000
Office eqUIPMENt ......uceiii e 34,000
Accounts payable........ccccccoiiiiiii i, $ 600
ComMMON STOCK vviiviiiie e 106,000
[ TRV AT [T o o K= 5,500
SEIVICES FEVENUE ..vivvieierienienienienienrenienrereneenrenrenns 12,890
UtilitieS eXPEeNSE ...cocveeici e 435
TOtAl .ot $119,490 $119,490
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Problem 2-2A (90 minutes)

Part 1
a. Cash. ..o 101 100,000
Office Equipment........ccccooveeiiiiiiiiireiiiieeeee 163 5,000
Drafting Equipment............ccoviiiiiiiiiiieeens 164 60,000
Common StOCK ....cevvvieeiiiiiiiiceeeee, 307 165,000
Owner investment in exchange for stock.
b. = 1 Lo RSP PUPRTR 172 49,000
Cash ..o, 101 6,300
Notes Payable.......cccccvveviviiiiiiiiiiininns 250 42,700
Purchased land with cash and note payable.
C. BUilding ....ooovvviiieiee e, 170 55,000
Cash ..o, 101 55,000
Purchased building.
d. Prepaid Insurance ..........cccccceeieiii, 108 3,000
Cash ..o, 101 3,000
Purchased 18-month insurance policy.
e. Cash...ooo o, 101 6,200
Engineering Fees Earned .................. 402 6,200
Collected cash for completed work.
f. Drafting Equipment.........cccooiiiiiiiiiiiiennn, 164 20,000
Cash .. 101 9,500
Notes Payable.......ccccocoeiiiiiiiiiiiiiiiinnnnn. 250 10,500
Purchased equipment with cash and note
payable.
g. Accounts Receivable ..............cccoeeii 106 14,000
Engineering Fees Earned .................. 402 14,000
Completed services for client.
h. Office Equipment.........oiiiiiiiie i, 163 1,150

Accounts Payable................coeveniinnnn 201 1,150
Purchased equipment on credit.
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Problem 2-2A (Part 1 Continued)

I Accounts Receivable ...........cvveeeiiiinnnnn.n. 106 22,000
Engineering Fees Earned .................. 402 22,000
Billed client for completed work.
J. Equipment Rental Expense..........cc.......... 602 1,333
Accounts Payable...........ccccceeeiieeennnnnn. 201 1,333
Incurred equipment rental expense.
K. CaSh .o 101 7,000
Accounts Receivable .......c......ccoeenenn. 106 7,000
Collected cash on account.
Wages EXPeNnsSe.....ccooovvviviiiiiiiiiiiiieeeii 601 1,200
Cash ..o, 101 1,200
Paid assistant’s wages.
m. Accounts Payable ...........ccccccviiiiiiiiinnn, 201 1,150
Cash . 101 1,150
Paid amount due on account.
n. Repairs EXpense ......cccocceeeiieeeeee, 604 925
Cash .o 101 925
Paid for repair of equipment.
0. B TAV L0 [=T 4 o KSR 319 9,480
CaASh e 101 9,480
Paid cash dividends.
p. Wages EXPENSE......covviiiiiiiiieeiiie e 601 1,200
CaASh e 101 1,200
Paid assistant’s wages.
qg. Advertising EXpense.......cccocccviiiiiiiiiiiiieennns 603 2,500
Cash. 101 2,500

Paid for advertising expense.
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Part 2
Cash No. 101 Accounts Payable No. 201
Date| PR | Debit Credit Balance Date| PR | Debit Credit Balance
(@) 100,000 100,000 (h) 1,150 1,150
(b) 6,300 93,700 () 1,333 2,483
(c) 55,000 38,700 (m) 1,150 1,333
(d) 3,000 35,700
(e) 6,200 41,900 Notes Payable No. 250
() 9,500 32,400 | |Date| PR | Debit Credit | Balance
(k) 7,000 39,400 (b) 42,700 42,700
) 1,200 38,200 ) 10,500 53,200
(m) 1,150 37,050
(n) 925 36,125
(0) 9,480 26,645 Common Stock No. 307
(P) 1,200 25,445 | |Date| PR | Debit Credit | Balance
() 2,500 22,945 @) 165,000, 165,000
Accounts Receivable No. 106 Dividends No. 319
Date| PR | Debit Credit Balance Date| PR | Debit Credit Balance
(9) 14,000 14,000 (o) 9,480 9,480
(i) 22,000 36,000
(k) 7,000 29,000 Engineering Fees Earned No. 402
Date| PR | Debit Credit | Balance
Prepaid Insurance No. 108 (e) 6,200 6,200
Date| PR | Debit Credit Balance (@) 14,000) 20,200
(d) 3,000 3,000 (i) 22,000 42,200
Office Equipment No. 163 Wages Expense No. 601
Date| PR | Debit Credit Balance Date| PR | Debit Credit Balance
(@) 5,000 5,000 () 1,200 1,200
(h) 1,150 6,150 (p) 1,200 2,400
Drafting Equipment No. 164 Equipment Rental Expense  No. 602
Date| PR | Debit Credit Balance Date| PR | Debit Credit Balance
(@) 60,000 60,000 () 1,333 1,333
) 20,000 80,000
Building No. 170 Advertising Expense No. 603
Date| PR | Debit Credit Balance Date| PR | Debit Credit Balance
(c) 55,000 55,000 () 2,500 2,500
Land No. 172 Repairs Expense No. 604
Date| PR | Debit Credit Balance Date| PR | Debit Credit Balance
(b) 49,000 49,000 (n) 925 925
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Problem 2-2A (Concluded)

Part 3
ARACEL ENGINEERING
Trial Balance
June 30
Debit Credit
CaSH s $ 22,945
Accounts receivable ..........cccooc 29,000
Prepaid inSurance ........cccccceeeevvvvvevnivieneennn. 3,000
Office equipment ..........oooevvviviiiiiiiiiee e, 6,150
Drafting equipment ........ccccoevvvvivviiiiiinnnnn. 80,000
BUIAING wovvviiiiiii e 55,000
Land ...ooeeeiiiiei e 49,000
Accounts payable.........cccccoeviiiiiiiiiineee, $ 1,333
Notes payable.......ccccccviiiiiiiiii, 53,200
CommON STOCK .ovvvvviiiiiieeiiieeeiee e, 165,000
DA VAT 1T o o £SO U 9,480
Engineering fees earned...........cccccvvvennnnn. 42,200
Wages eXPENSEe .....ovviiviiiieiiieeeee e 2,400
Equipment rental expense..........cccceevvveeeee. 1,333
Advertising eXpPense ...........ueeeeeeeeeeeeeeeennne 2,500
Repairs eXpense.....ccccceeveeeeeiiiiieeveeiineeeeennns 925
TotalS ..o $261,733 $261,733
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Problem 2-3A (90 minutes)

Part 1
Mar. 1 Cash. e 101 150,000
Office EqQuipment........cccccciiiiiiiiiiiiiinnee, 163 22,000
Common StOCK ....covveveeiiiiiieeeeee, 307 172,000
Owner investment in exchange for stock.
2 Prepaid Rent........ccccooiiiiiiiiiii i, 131 6,000
CaSh 101 6,000
Prepaid six months’ rent.
3 Office Equipment........cccccoveiiiiiiiiiieiiceeeees 163 3,000
Office SUPPlies .....oeveeriiiiieee e, 124 1,200
Accounts Payable...........ccccceeeiieeennnnnn. 201 4,200
Purchased equipment and supplies on credit.
B CaASh..iiii 101 4,000
Services Revenue.......ccooceeeeevveeeennnn. 403 4,000
Received cash for services.
9 Accounts Receivable.........cccoeevvviiiiinnnn. 106 7,500
Services Revenue.......o.ccoeveevvvveeinnnnn, 403 7,500
Billed client for completed work.
12 Accounts Payable .........cccccooeiiiiiiiiiiiiiiinnnnn, 201 4,200
CaASh e 101 4,200
Paid balance due on account.
19 Prepaid InSUrance .........cccceeeeeeeeeeeveeevninnnnnn. 128 5,000
CaSh .o, 101 5,000
Paid premium for insurance.
22 CaASh.e 101 3,500
Accounts Receivable ........cccovevvennenn. 106 3,500
Collected part of amount owed by client.
25 Accounts Receivable ......ccoceeveoviiiiiiiiiiinns 106 3,820
Services ReVENUE......c.ccvvvvveeiineeenenn, 403 3,820
Billed client for completed work.
24 I B T VA T0 =] o Lo =T 319 5,100
CaASh e 101 5,100
Paid cash dividends.
30 Office SUPPIIES ..ovvvviiiiiieiiiecee e 124 600
Accounts Payable................ciiiiinnn 201 600
Purchased supplies on account.
31 UtilitieS EXPeNSe.....cceiiiiiiiiiiiiiiiiie e 690 500
CaSh . 101 500

Paid monthly utility bill.
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Part 2
Cash Acct. No. 101
Date Explanation PR Debit Credit Balance
Mar. 1 G1 150,000 150,000
2 G1 6,000 144,000
6 Gl 4,000 148,000
12 G1 4,200 143,800
19 G1 5000 138,800
22 Gl 3,500 142,300
29 G1 5100 137,200
31 G1 500 136,700
Accounts Receivable Acct. No. 106
Date Explanation PR Debit Credit Balance
Mar. 9 Gl 7,500 7,500
22 G1 3,500 4,000
25 Gl 3,820 7,820
Office Supplies Acct. No. 124
Date Explanation PR Debit Credit Balance
Mar. 3 G1 1,200 1,200
30 G1 600 1,800
Prepaid Insurance Acct. No. 128
Date Explanation PR Debit Credit Balance
Mar. 19 G1 5,000 5,000
Prepaid Rent Acct. No. 131
Date Explanation PR Debit Credit Balance
Mar. 2 Gl 6,000 6,000
Office Equipment Acct. No. 163
Date Explanation PR Debit Credit Balance
Mar. 1 G1 22,000 22,000
3 G1 3,000 25,000
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Part 2 (Continued)

Solutions Manual: Chapter 2

Accounts Payable Acct. No. 201

Date Explanation PR Debit Credit Balance

Mar. 3 Gl 4,200 4,200

12 G1 4,200 0

30 G1 600 600

Common Stock Acct. No. 307

Date Explanation PR Debit Credit Balance

Mar. 1 G1 172,000 172,000

Dividends Acct. No. 319

Date Explanation PR Debit Credit Balance

Mar. 29 Gl 5,100 5,100

Services Revenue Acct. No. 403

Date Explanation PR Debit Credit Balance

Mar. 6 Gl 4,000 4,000

9 G1 7,500 11,500

25 G1 3,820 15,320

Utilities Expense Acct. No. 690

Date Explanation PR Debit Credit Balance

Mar. 31 G1 500 500
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Problem 2-3A (Concluded)

Part 3
VENTURE CONSULTANTS
Trial Balance
March 31
Debit Credit

CaASh i $136,700

Accounts receivable ...........cccooieiiii 7,820

Office SUPPHIES...oovviiiiiii e 1,800

Prepaid iNSUranCe ......ccccovveeeeiiiveiiiiiie e 5,000

Prepaid rent .......coooooiiiiii e 6,000

Office eqUIPMENTt ......uceiiiieeeee e 25,000

Accounts payable........ccccccoviiiiiiiii $ 600
COomMMON STOCK vviiviiiiee e 172,000
(B TV L0 1= g o K= 5,100

SEIVICES FEBVENUE ...ucveiieeieee et e e e e e eaaas 15,320
ULIHItIES EXPENSE ..iiiviiieiiiii et 500

TOtAIS v $187.920 $187,920
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Problem 2-4A (90 minutes)

Part 1
a. CaSN e 101 60,000
Office EqQuUIipMeNt......cccooeeeeeiiiiiiiiiceeene, 163 25,000
Common StOCK .....cccovviiviiiiiiiiiiieiis 307 85,000
Owner investment in exchange for stock.
b. [0 o 172 40,000
BUilding ...oceeeiiiieiiiic e 170 160,000
CaSh i, 101 30,000
Notes Payable ...........cccevvvviviinienn. 250 170,000
Purchased land and building with cash and
note payable.
C. Office Supplies ..o, 108 2,000
Accounts Payable.............ccccvvvnnnnnnns 201 2,000
Purchased office supplies on account.
d. AUtOmMODIlES. ... 164 16,500
Common StOCK......ovvvveiiiiiiiiieeen, 307 16,500
Owner investment in exchange for stock.
e. Office EqQUIpMENt......ccceivviiiiiiieeeiiiiiee e, 163 5,600
Accounts Payable........cccccceeveerennnnnn. 201 5,600
Purchased office equipment on account.
f. Salaries EXPeNnse.....ccccevveeeeiivieiiiiiiiinnenn, 601 1,800
CaSh i, 101 1,800
Paid assistant’s salary.
g. CaSh e 101 8,000
Fees Earned......cccoovveviviiiiiiineinenn, 402 8,000
Provided services for cash.
h. Utilities EXPENSe.....ccccceevvevveiiiiieeeeeiieeee, 602 635

CaSh o 101 635
Paid cash for utilities.
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Problem 2-4A (Part 1 Continued)

I Accounts Payable ........cccccceeiiiiiiiiiiiiiinnnn, 201 2,000
CaSh .o 101 2,000
Paid cash on account.
B Office EqQUIpMENt......ccceeviiiiiiiiiiiiiiie, 163 20,300
CaSh .o 101 20,300
Purchased new equipment with cash.
K. Accounts Receivable .......ccoooeveveeiiiinnnn, 106 6,250
Fees Earned......c.ccoooevvieiiiiiiiiiniinn, 402 6,250
Provided services on account.
[ Salaries EXpense......ccccccveeeieveeiiinieeeenns 601 1,800
CasSh .o 101 1,800
Paid assistant’s salary.
m. CaSh . 101 4,000
Accounts Receivable.........ccccoveennen. 106 4,000
Received cash due on account.
n. (B TAVZ L0 1= Lo K 319 2,800
CasSh .o 101 2,800

Paid cash dividends.
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Part 2
Cash No. 101 Land No. 172
Date| PR | Debit Credit Balance Date| PR | Debit Credit Balance
(@) 60,000 60,000 (b) 40,000 40,000
(b) 30,000 30,000
(f) 1,800 28,200 Accounts Payable No. 201
(9) 8,000 36,200 Date| PR | Debit Credit | Balance
(h) 635 35,565 (c) 2,000 2,000
() 2,000 33,565 (e) 5,600 7,600
() 20,300 13,265 () 2,000 5,600
() 1,800 11,465
(m) 4,000 15,465 Notes Payable No. 250
(n) 2,800 12,665 Date| PR | Debit Credit | Balance
(b) 170,000, 170,000
Accounts Receivable No. 106
Date| PR | Debit Credit Balance
(k) 6,250 6,250 Common Stock No. 307
(m) 4,000 2,250| |pate| PR | Debit Credit | Balance
(@) 85,000 85,000
Office Supplies No. 108 (d) 16,500 | 101,500
Date| PR | Debit Credit Balance
(c) 2,000 2,000
Dividends No. 319
Office Equipment No. 163 Date| PR | Debit Credit | Balance
Date| PR | Debit Credit Balance (n) 2,800 2,800
(@) 25,000 25,000
(e) 5,600 30,600 Fees Earned No. 402
)] 20,300 50,900 Date| PR | Debit Credit | Balance
(9) 8,000 8,000
(k) 6,250 14,250
Automobiles No. 164 Salaries Expense No. 601
Date| PR | Debit Credit Balance Date| PR | Debit Credit Balance
(d) 16,500 16,500 ) 1,800 1,800
() 1,800 3,600
Building No. 170
Date| PR | Debit Credit Balance Utilities Expense No. 602
(b) 160,000 160,000 Date| PR | Debit Credit | Balance
(h) 635 635
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Problem 2-4A (Concluded)

Part 3
HV CONSULTING
Trial Balance
September 30
Debit Credit
CaASN e $ 12,665
Accounts receivable ........cccccoeeiiiiiiin e, 2,250
Office sUPPliES.....cuviiiiiiieiiie e, 2,000
Office equipment ..........oeevvviviiiiiiiinee e, 50,900
AUTOMODIIES ... 16,500
BUilding ....coveeviiiiii e 160,000
7= o o [ 40,000
Accounts payable......cccccccevviiiieiiiiiieee, $ 5,600
Notes payable........ccocceiiiiiiiiii e 170,000
CommON STOCK ..vvvviieiiii e 101,500
(B AV L0 1= Lo K 2,800
Fees earned ......ccoovevviiiiiiiie e 14,250
Salaries exXpense ....cccoovvvveeiiieeeeeiiie e 3,600
Utilities eXpense ....ccccceevveeeeiiiii e 635
TOtaAl oo $291,350 $291,350
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Solutions Manual: Chapter 2

Part 1
NETTLE DISTRIBUTION
Balance Sheet
December 31, 2018
Assets Liabilities
Cash...cccovviiiiiiiecceee, $ 64,300 Accounts payable................ $ 3,500
Accounts receivable .... 26,240
Office supplies.............. 3,160
Trucks....cooooiiiii, 148,000 Equity
Office equipment........... 44,000 Total equUity .....ccovvvvrvvrinnnnnn. 282,200
Total assets.......ccceeeennn.. $285,700  Total liabilities and equity... $285,700
NETTLE DISTRIBUTION
Balance Sheet
December 31, 2019
Assets Liabilities

Cash..ccoviiiii, $ 15,640 Accounts payable................. $ 33,500
Accounts receivable 19,100 Note payable.......cccccvvvveennnn. 40,000
Office supplies.............. 1,960 Total liabilities..........ccccceennn.n. 73,500
TrUCKS ..o, 157,000
Office equipment.......... 44,000
Building ....cccoeeeviiiininnnnn, 80,000 Equity
Land.....cccoooeiiiriiiinieeees 60,000 Total equUity....cc.ccvveveeeeerennnnn. 304,200
Total assets................... $377,700 Total liabilities and equity .... $377,700
Part 2
Computation of 2019 net income:

OWN BN INVESTMENT ettt ereneens 35,000

Add NELINCOME ..oie e ?

DedUCt dIVIAENAS ....viiiiiiiiiiiiiiiiiiiiiiiiiiieieieee ettt eeeeeeeeeeees (19,000)

Increase in equity during the year..............cccceeiviiiiiiiniiienc, $ 22.000*

Thus, net income = ($22,000 + $19,000 - $35,000) = $ 6.000

* Computation of 2019 equity increase:

Equity, DECEMDBDEr 31, 2018 .....uiiiiiei it ettt e e e e sttt e e e e e st e e e e e e st ar e e e e e e s anarrreaaeeaaane $282,200

Equity, December 31, 20019 ....ccoiiiiiiiiiie ettt e e (304,200)

Increase in equity dUFiNG 2019 ... ...t e et e e e e e e b e e e e e e nbeees $ 22,000

Part 3

Debt Ratio = $73,500/ $377,700 =19.5%
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Problem 2-6A (35 minutes)

Part 1
MIN ENGINEERING
Trial Balance
May 31
Debit Credit
CaSH s $37,600
Office sUPPliES.....cuviiiiiiieiee e, 890
Prepaid insurance ..........cccccceeeeeeveeiiineeeeenns 4,600
Office equipment ..........oooevvviviiiiiiiiiee e, 12,900
Accounts payable......cccccccoeviiiieiiiciineeee, $12,900
CommON STOCK .vvvvvieiieecieee e 18,000
DIVIAENAS ..oeeieii e 3,370
Engineering fees earned............ccccceeeeeee 36,000
ReNt eXPeNSe ... 7,540
TotalS ..o $66,900 $66,900
Part 2
Cash

(@) 18,000 (b) 7,540
H 36,000 (c) 4,600

(d) 890

(9) 3,370
Balance 37,600

Transactions a through g coded in T-account:
(@) Yi Min invested $18,000 cash in the business in exchange for stock.
(b) Paid $7,540 cash for May’s monthly rent expense.
(c) Paid $4,600 cash for this year’s insurance premium beginning immediately.
(d) Purchased office supplies for $890 cash.
(e) Purchased $12,900 of office equipment on credit (with accounts payable).
(f) Received $36,000 cash for engineering services provided in May.
(g) Paid $3,370 cash in dividends.
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Problem 2-7A (40 minutes)

Part 1
METRIX
Income Statement
For Month Ended March 31
Revenues
Consulting revenue........ccoceeeeeeeeeeeeeennn, $12,000
Rental revenue........cccooeveviiiiiiiiiiiecenn, 500
Total FEVENUES ..., $12,500
Expenses
Salaries eXpense ....ccccevvveeeevveveiiiiiineenn. 3,000
Rent eXpense .....cccooviiiiiiiceiie e, 2,000
Advertising exXpense .....ccccevveeeeeveeennnnnns 400
Utilities expense.....cccccovvevveiiiieeveiineennn, 200
Total EXPENSES ..cvvvvieiiiveeeviici e, 5,600
NEtINCOME ..cvvieiii e, 6,900
Part 2
METRIX
Statement of Retained Earnings
For Month Ended March 31
Retained earnings, March 1....................... $ 0
Add: Netincome (from Income Statement).. 6,900
6,900
Less: DividendsS .......cooeveeeiiiiiiiiiiieceeeeen, 2,000
Retained earnings, March 31..................... $ 4,900
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Problem 2-7A (Concluded)
Part 3

Solutions Manual: Chapter 2

METRIX
Balance Sheet
March 31
Assets Liabilities
Cash....cccoovvviiiiiiieneee, $ 8,000 Accounts payable................ $ 1,300
Accounts receivable .... 3,500 Note payable...........ccceunns 2,400
Prepaid insurance......... 1,000 Unearned revenue............... 300
Office supplies.............. 1,500 Total liabilities ..................... 4,000
Equipment.................... 4,000 Equity
Note receivable............. 2,500 Common StocK .....coeeveurennenn. 11,600
Retained earnings’.............. 4,900
Total equUIty ..ccooevvvviieeeeenen. 16,500
Total assets........cc......... $20.500 Total liabilities & equity ...... $20,500

"Amount from part 2 statement.
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PROBLEM SET B

Problem 2-1B (90 minutes)

Part 1
Sept.l Cash....iiiiiii, 101 38,000
Office EqQuUIipMeNt......cccooeeeeeiiiiiiiiiceeene, 163 15,000
Common StoCK.......cccevvvvviiieiieeee, 307 53,000
Owner investment in exchange for stock.
2 Prepaid Rent......ccccooviiiiiiiiiiiiiie e, 131 9,000
Cash . 101 9,000
Prepaid twelve months’ rent.
4 Office EqQuipment.........ccccvvvviiiiieiieeeeeee, 163 8,000
Office SUpplies .....ccveeeiiiieeiiiic, 124 2,400
Accounts Payable........cccccceeveerennnnnn. 201 10,400
Purchased equipment and supplies on credit.
8 CaASh ..o, 101 3,280
Services Revenue .......coccovceveeveivennen, 401 3,280
Received cash for services.
12 Accounts Receivable......ccoccvvviiiiiniinenn, 106 15,400
Services Revenue .......coccoceveeveivennen, 401 15,400
Billed client for completed work.
13 Accounts Payable ......ccccccovevvviiiiieeeennnnn. 201 10,400
CaASh o 101 10,400
Paid balance due on account.
19 Prepaid INSUranCe .......cccoeeevvvvevivvvnninennnn. 128 1,900
Cash .o 101 1,900
Paid premium for insurance.
22 Cash.. 101 7,700
Accounts Receivable.........ccccoeeenn.. 106 7,700
Collected part of amount owed by client.
24 Accounts Receivable.......coccoceviiiiiniinnns 106 2,100
Services REVENUE .......c.cvvvvvvveviinnnn, 401 2,100
Billed client for completed work.
28 DIVIAENAS .o 319 5,300
Cash . 101 5,300
Paid cash dividends.
29 Office SUpplies ..ccoovevvvieiiieeiie e, 124 550
Accounts Payable........ccccccooeeerennnnnn. 201 550
Purchased supplies on account.
30 Utilities EXpPense.....cccoooeiiiiiiiiiieiie 690 860
Cash . 101 860

Paid monthly utility bill.
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Problem 2-1B (Continued)
Part 2

Solutions Manual: Chapter 2

Cash Acct. No. 101

Date Explanation PR Debit Credit Balance
Sept. 1 G1 38,000 38,000
2 G1 9,000 29,000

8 G1 3,280 32,280

13 G1 10,400 21,880

19 G1 1,900 19,980

22 G1 7,700 27,680

28 G1 5,300 22,380

30 G1 860 21,520
Accounts Receivable Acct. No. 106

Date Explanation PR Debit Credit Balance
Sept. 12 G1 15,400 15,400
22 G1 7,700 7,700

24 G1 2,100 9,800

Office Supplies Acct. No. 124

Date Explanation PR Debit Credit Balance
Sept. 4 G1 2,400 2,400
29 G1 550 2,950
Prepaid Insurance Acct. No. 128

Date Explanation PR Debit Credit Balance
Sept. 19 G1 1,900 1,900
Prepaid Rent Acct. No. 131

Date Explanation PR Debit Credit Balance
Sept. 2 G1 9,000 9,000
Office Equipment Acct. No. 163

Date Explanation PR Debit Credit Balance
Sept. 1 G1 15,000 15,000
4 G1 8,000 23,000
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Problem 2-1B (Continued)

Solutions Manual: Chapter 2

Accounts Payable Acct. No. 201
Date Explanation PR Debit Credit Balance
Sept. 4 G1 10,400 10,400
13 G1 10,400 0
29 G1 550 550
Common Stock Acct. No. 307
Date Explanation PR Debit Credit Balance
Sept. 1 G1 53,000 53,000
Dividends Acct. No. 319
Date Explanation PR Debit Credit Balance
Sept. 28 G1 5,300 5,300
Services Revenue Acct. No. 401
Date Explanation PR Debit Credit Balance
Sept. 8 G1 3,280 3,280
12 G1 15,400 18,680
24 G1 2,100 20,780
Utilities Expense Acct. No. 690
Date Explanation PR Debit Credit Balance
Sept. 30 G1 860 860
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Problem 2-1B (Concluded)

Part 3
HUMBLE MANAGEMENT SERVICES
Trial Balance
September 30
Debit Credit
CaSh .. $21,520
Accounts receivable ..........ccccoeeiiiiiin . 9,800
Office sUPPlIES....cocvvviiiiiiie e, 2,950
Prepaid inSUrancCe ..........coevvveeieeeeeiie e, 1,900
Prepaid rent ..o 9,000
Office equipment .......cccoevviiiiiieiece e, 23,000
Accounts payable......ccccccoveiiiiiiieciiee e, $ 550
COmMMON STOCK oviiviiniiii e 53,000
(DAY AT [T o 1o = 5,300
SEIVICES FEVENUE ....cvievieeiiniireieeereeeneeseneenes 20,780
Utilities eXPenSe ....ccceiieiveiii e 860
TOtAIS e $74,330 $74,330
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Problem 2-2B (90 minutes)

Part 1
a. CaSh .o 101 65,000
Office Equipment........ccccooveeiiiiiiiiireiiiieeeee 163 5,750
Computer Equipment.......ccccccvvviiiininnnnnnn. 164 30,000
Common StOCK ....cevvvieeiiiiiiiiceeeee, 307 100,750
Owner investment in exchange for stock.
b. Land.....ccoooiiiee e 172 22,000
Cash ..o, 101 5,000
Notes Payable.......cccccvveviviiiiiiiiiiininns 250 17,000
Purchased land with cash and note payable.
C. BUilding ....ooovvviiieiee e, 170 34,500
CasSh ..o 101 34,500
Purchased building.
d. Prepaid Insurance ..........cccccceeeeiiin, 108 5,000
CasSh ..o 101 5,000
Purchased 24-month insurance policy.
e. CaSh . 101 4,600
Fees Earned ........ccooveevviviiiiiiiiiieeieeennn, 402 4,600
Collected cash for completed work.
f. Computer Equipment.......ccccoovviiiiiiiiiiiinnnnn. 164 4,500
Cash. 101 800
Notes Payable.......ccccocoeiiiiiiiiiiiiiiiinnnnn. 250 3,700
Purchased equipment with cash and note
payable.
g. Accounts Receivable .......coccovveiiiiiiiniiinns 106 4,250
Fees Earned ......cocovevviviieiiiiiiiieeeeenn, 402 4,250
Completed services for client.
h. Office Equipment........ccccccvveiiiieee e, 163 950

Accounts Payable................coeveniinnnn 201 950
Purchased equipment on credit.
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Problem 2-2B (Part 1 Continued)

I Accounts Receivable ............cccccoeeeeeviinnnnnn. 106 10,200
Fees Earned .........ccoovvviiviiiiiiiie e, 402 10,200
Billed client for completed work.
J. Computer Rental Expense...........ccccceeee. 602 580
Accounts Payable.........cccccuvviiiviinnnee. 201 580
Incurred computer rental expense.
K. CaSh . 101 5,100
Accounts Receivable ........cc.coeeevnenn. 106 5,100
Collected cash on account.
Wages EXPENSE......ccuvviiiiiiiiieeiiiie e 601 1,800
CasSh ..o 101 1,800
Paid assistant’s wages.
m. Accounts Payable ..........ccccoviiiiiiiennnnns 201 950
CasSh ..o 101 950
Paid amount due on account.
n. Repairs EXpense ......cccocceeeiieeeeee, 604 608
CasSh ..o 101 608
Paid for repair of equipment.
0. B TAV Lo 1=T 4 Lo KT 319 6,230
Cash., 101 6,230
Paid cash dividends.
p. Wages EXPense.....cccoovvviiiiiiiiiiieiineeeeii 601 1,800
CaASh e 101 1,800
Paid assistant’s wages.
qg. Advertising EXpense.......cccccccvceeiiiieeeeieennnns 603 750
Cash ..o, 101 750

Paid for advertising expense.
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Part 2
Cash No. 101 Accounts Payable No. 201
Date| PR | Debit Credit Balance Date| PR | Debit Credit Balance
(@) 65,000 65,000 (h) 950 950
(b) 5,000 60,000 () 580 1,530
(c) 34,500 25,500 (m) 950 580
(d) 5,000 20,500
(e) 4,600 25,100 Notes Payable No. 250
) 800 24,300 Date| PR | Debit Credit | Balance
(k) 5,100 29,400 (b) 17,000 17,000
) 1,800 27,600 ) 3,700 20,700
(m) 950 26,650
(n) 608 26,042
(0) 6,230 19,812 Common Stock No. 307
(9) 1,800 18,012 Date| PR | Debit Credit | Balance
() 750 17,262 (@) 100,750| 100,750
Accounts Recelvable No. 106 Dividends No. 319
Date| PR | Debit Credit Balance Date| PR | Debit Credit Balance
(9) 4,250 4,250 (o) 6,230 6,230
(i) 10,200 14,450
(k) 5,100 9,350 Fees Earned No. 402
Date| PR | Debit Credit Balance
Prepaid Insurance No. 108 (e) 4,600 4,600
Date| PR | Debit Credit Balance (9) 4,250 8,850
(d) 5,000 5,000 (i) 10,200 19,050
Office Equipment No. 163 Wages Expense No. 601
Date| PR | Debit Credit Balance Date| PR | Debit Credit Balance
(@) 5,750 5,750 () 1,800 1,800
(h) 950 6,700 (p) 1,800 3,600
Computer Equipment No. 164 Computer Rental Expense No. 602
Date| PR | Debit Credit Balance Date| PR | Debit Credit Balance
(@) 30,000 30,000 () 580 580
) 4,500 34,500
Building No. 170 Advertising Expense No. 603
Date| PR | Debit Credit Balance Date| PR | Debit Credit Balance
(c) 34,500 34,500 () 750 750
Land No. 172 Repairs Expense No. 604
Date| PR | Debit Credit Balance Date| PR | Debit Credit Balance
(b) 22,000 22,000 (n) 608 608
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Problem 2-2B (Concluded)

Part 3
SOFTWORKS
Trial Balance
April 30
Debit Credit
CaSh oo $ 17,262
Accounts receivable.........ccoooiiiiiiiiiiiii, 9,350
Prepaid inSUrancCe.........ccccccvvvvieeeieeeeeeeeennnnnns 5,000
Office equipment.......cccccveiiiiii e 6,700
Computer equipmMeNnt.....cccceevviieeiveeeiiiceee, 34,500
BUilding.....ccovvviiieie e, 34,500
Land ..o, 22,000
Accounts payable ........cccceceeiiiiiiiiec i, $ 580
Notes payable........ccccoceiiiiiiiiiiiieeiiis 20,700
CommonN StOCK .evviiieeiee e 100,750
(DAY AT [=] a0 K= 6,230
FEES CarNed .....eviiviiii e 19,050
Wages eXPEeNSEe .....oceuuiiiieiieeei e 3,600
Computer rental eXpense........ccccvevveeveeennee. 580
Advertising eXpense......ccccceveeveeiieieeeeiineenn, 750
Repairs eXpense .....ccoocevveieieeeveeiiie e, 608
TotalsS oo $141.080 $141.080
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Problem 2-3B (90 minutes)

Part 1
NOV. 1 CasSh..ccoiiiiiiii e 101 30,000
Office Equipment........ccccooveeiiiiiiiiireiiiieeeee 163 15,000
Common StoCK ......ceveviiiiiiieiiieeees 307 45,000
Owner investment in exchange for stock.
2 Prepaid Rent......cccccooeiiiiiiiiiiiiiiicieee e, 131 4,500
Cash .., 101 4,500
Prepaid six months’ rent.
4 Office Equipment........cccoooviiiiiiiiiiiiiee e, 163 2,500
Office SUPPlies .....coeeeeriiiiiieeee e 124 600
Accounts Payable............cccceeeiieennnnnnn. 201 3,100
Purchased equipment and supplies on credit.
8 CaSh..iiiic 101 3,400
Services Revenue.......occoeveeviveeeeinnnnn. 403 3,400
Received cash for services.
12 Accounts Receivable...........ccccceeeeeieiinnnnn.n. 106 10,200
Services Revenue...........cooccevvveeeeeeennn, 403 10,200
Billed client for completed work.
13 Accounts Payable .........ccccceeviiiiiiiiiiiiiiinnn, 201 3,100
CasSh ..o 101 3,100
Paid balance due on account.
19 Prepaid InSUrance ..........cccceeeeeeeeeeeveeevnvnnnnnn. 128 1,800
CaASh e 101 1,800
Paid premium for 24 months of insurance
22 CaASh..iiiiii 101 5,200
Accounts Receivable ........cccoeeevennen. 106 5,200
Collected part of amount owed by client.
24 Accounts Receivable ........cccooeevieiiiieennnnnn. 106 1,750
Services Revenue......o.ccocevveeeveeeennnn. 403 1,750
Billed client for completed work.
28 DIVIAENAS ..oeieie e 319 5,300
CaASh e 101 5,300
Paid cash dividends.
29 Office SUPPlIES ..oouvveiiiiieieiie e 124 249
Accounts Payable................ciiiiinnn 201 249
Purchased supplies on account.
30 UtilitieS EXPENSE....cceiieieiiiiiiiiiiiiei e eeeeeeanns 690 831
Cash .., 101 831

Paid monthly utility bill.
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Solutions Manual: Chapter 2

Part 2
Cash Acct. No. 101
Date Explanation PR Debit Credit Balance
Nov. 1 G1 30,000 30,000
2 G1 4,500 25,500
8 G1 3,400 28,900
13 G1 3,100 25,800
19 G1 1,800 24,000
22 Gl 5,200 29,200
28 Gl 5,300 23,900
30 G1 831 23,069
Accounts Receivable Acct. No. 106
Date Explanation PR Debit Credit Balance
Nov. 12 G1 10,200 10,200
22 Gl 5,200 5,000
24 G1 1,750 6,750
Office Supplies Acct. No. 124
Date Explanation PR Debit Credit Balance
Nov. 4 Gl 600 600
29 Gl 249 849
Prepaid Insurance Acct. No. 128
Date Explanation PR Debit Credit Balance
Nov. 19 G1 1,800 1,800
Prepaid Rent Acct. No. 131
Date Explanation PR Debit Credit Balance
Nov. 2 Gl 4,500 4,500
Office Equipment Acct. No. 163
Date Explanation PR Debit Credit Balance
Nov. 1 Gl 15,000 15,000
4 Gl 2,500 17,500
Accounts Payable Acct. No. 201
Date Explanation PR Debit Credit Balance
Nov. 4 Gl 3,100 3,100
13 Gl 3,100 0
29 G1 249 249
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Problem 2-3B (Continued)

Common Stock Acct. No. 307
Date Explanation PR Debit Credit Balance
Nov. 1 G1 45,000 45,000
Dividends Acct. No. 319
Date Explanation PR Debit Credit Balance
Nov. 28 Gl 5,300 5,300
Services Revenue Acct. No. 403
Date Explanation PR Debit Credit Balance
Nov. 8 G1 3,400 3,400
12 G1 10,200 13,600
24 G1 1,750 15,350
Utilities Expense Acct. No. 690
Date Explanation PR Debit Credit Balance
Nov. 30 Gl 831 831
Part 3
ZUCKER MANAGEMENT SERVICES
Trial Balance
November 30
Debit Credit
CaAS N e $23,069
Accountsreceivable .....cococevii i 6,750
Office sUPPlES. ..o 849
Prepaid iNSUrancCe .......ccooovveeevvveeeiiiiiiinneeeeeeee, 1,800
Prepaid rent ..o 4,500
Office eqUIPMENT ... 17,500
Accounts payable.......ccccccoveviiie e, $ 249
COmMMON STOCK oviieiieii e 45,000
(B0 1= Lo KT 5,300
SEIVICES FTBVENUE ....cveiieeieeeeeee e e e eeeeas 15,350
Utilities eXPenSe ......ccceeverviiiiii e 831
TotalS .o $60,599 $60,599
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Problem 2-4B (90 minutes)

Part 1
a. CaSh . i 101 35,000
Office EqQuUIipMeNt......cccooeeeeeiiiiiiiiiceeene, 163 11,000
Common StoCK ..vvuvveiiieiiiiiiee, 307 46,000
Owner investment in exchange for stock.
b. Land ..o, 172 7,500
BUilding ...oceeeiiiieiiiic e 170 40,000
CaSh .o 101 15,000
Notes Payable ...........cccevvvviviinienn. 250 32,500
Purchased land and building with cash and
note payable.
C. Office Supplies ....cevieiiiiiiie e, 108 500
Accounts Payable.............ccccvvvnnnnnnns 201 500
Purchased office supplies on account.
d. AUtOMODIlES ... 164 8,000
Common StOCK......ovvvveiiiiiiiiieeen, 307 8,000
Owner investment in exchange for stock.
e. Office EqQUIpMENt......ccceivviiiiiiieeeiiiiiee e, 163 1,200
Accounts Payable........ccccccoeveerennnnnn. 201 1,200
Purchased office equipment on account.
f. Salaries EXPeNnse.....ccccevveeeeiivieiiiiiiiinnenn, 601 1,000
Cash . 101 1,000
Paid assistant’s salary.
g. CaSh e 101 3,200
Fees Earned......cccoovveviviiiiiiineinenn, 402 3,200
Provided services for cash.
h. Utilities EXPENSe.....ccccceevvevveiiiiieeeeeiieeee, 602 540

CaSh o 101 540
Paid cash for utilities.
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Problem 2-4B

Part 1—Concluded

I Accounts Payable ..........ccccccoeeeiiiii, 201 500
CaSh o 101 500
Paid cash on account.
B Office EqQuUIipMeENt......cccoovvveeiiiiiiiiiccee, 163 3,400
CaSh .o 101 3,400
Purchased equipment for cash.
K. Accounts Receivable ......ccccoevviveiiinennnnn. 106 4,200
Fees Earned......coccovvviiiiiiiiiiiiiiiinenn 402 4,200
Provided services on account.
[ Salaries EXPense.....cccocoevvviieeeeveiiineeeeenns 601 1,000
CasSh . 101 1,000
Paid assistant’s salary.
m. CaASh e 101 2,200
Accounts Receivable.........c..ccceven. 106 2,200
Received cash due on account.
n. (B TAVZ L0 1= Lo K 319 1,100
CaSh oo 101 1,100

Paid cash dividends.
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Problem 2-4B (Continued) Part 2

Solutions Manual: Chapter 2

Cash No. 101 Land No. 172
Date| PR | Debit Credit Balance Date| PR | Debit Credit Balance
(a) 35,000 35,000 (b) 7,500 7,500
(b) 15,000 20,000
(f) 1,000 19,000 Accounts Payable No. 201
(9) 3,200 22,200 Date| PR | Debit Credit | Balance
(h) 540 21,660 (c) 500 500
(i) 500| 21,160 () 1,200| 1,700
() 3,400 17,760 () 500 1,200
() 1,000 16,760
(m) 2,200 18,960 Notes Payable No. 250
(n) 1,100 17,860 | |Date| PR | Debit Credit | Balance
(b) 32,500 32,500
Accounts Receivable No. 106
Date| PR | Debit Credit Balance
(k) 4,200 4,200 Common Stock No. 307
(m) 2,200 2,000| |Date| PR| Debit Credit | Balance
(@) 46,000| 46,000
Office Supplies No. 108 (d) 8,000 54,000
Date| PR | Debit Credit Balance
(c) 500 500
Dividends No. 319
Office Equipment No. 163 Date| PR | Debit Credit | Balance
Date| PR | Debit Credit Balance (n) 1,100 1,100
(@) 11,000 11,000
(e) 1,200 12,200 Fees Earned No. 402
) 3,400 15,600 |Date| PR | Debit Credit | Balance
(9) 3,200 3,200
(k) 4,200 7,400
Automobiles No. 164 Salaries Expense No. 601
Date| PR | Debit Credit Balance Date| PR | Debit Credit Balance
(d) 8,000 8,000 ) 1,000 1,000
0! 1,000 2,000
Building No. 170
Date| PR | Debit Credit Balance Utilities Expense No. 602
(b) 40,000 40,000 Date| PR | Debit Credit | Balance
(h) 540 540
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Problem 2-4B (Concluded)

Part 3
NUNCIO CONSULTING
Trial Balance
June 30
Debit Credit
CaSh i $17,860
Accounts receivable ..........ccccooeeiiiiii, 2,000
Office supplieS......ccceeeiiiieiiiiiecee e, 500
Office equipment .........ccovvveiiiiveeiiin e, 15,600
AUTOMODIES ....cv i 8,000
BUilding .oocveeveeieii e 40,000
LaN e 7,500
Accounts payable......ccccccceeviiiieiiiiiieee, $ 1,200
Notes payable........ccccccieiiiiiiiii e, 32,500
CommON STOCK ..vvviiiiii e 54,000
DIVIAENAS ..eeeiiii e 1,100
Fees earned ......ccoovevviiiiiiiie e 7,400
Salaries eXpPense ....cccovvvveeiiiiiiiiiiiii e, 2,000
Utilities eXPenSe ........uuevevevieiiiiiiiiiiiiiiiieeeeee, 540
TOtAl .o $95.100 $95.100
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Problem 2-5B (60 minutes)

Part 1
TAMA CO.
Balance Sheet
December 31, 2018
Assets ) Liabilities
Cash ..o, $ 30,000 Accounts payable.............. $ 4,000
Accounts receivable........ 35,000
Office supplies................. 8,000
Office equipment.............. 40,000 Equity
Machinery ......cccccccveceennnn. 28.000 Total equUity...cccceeeerireirrrennn, 137,000
Total assetS .....ccceeveeeeennee. $141,000 Total liabilities & equity..... $141,000
TAMA CO.
Balance Sheet
December 31, 2019
Assets ) Liabilities
Cash .o, $ 5,000 Accounts payable.............. $ 12,000
Accounts receivable........ 25,000 Note payable........cccceuvvnnnn, 250,000
Office supplies ................. 13,500 Total liabilities.......ccecevvenen. 262,000
Office equipment.............. 40,000
Machinery ......cccccccvceeennnnn. 28,500
Building........cccooiieinenn 250,000 Equity
Land ... 50,000 Total equity........ceeeeeeeeennnn, 150,000
Total assets......ccccceeeeeeeeee $412,000 Total liabilities & equity..... $412,000
Part 2
Computation of 2019 net income:
OWNEN INVESTMENT L.uviiiiiiii e 5,000
Add NELINCOME ..o e e e e e ?
Deduct diVIdeNndsS .......uuiierieie e (3,000)
Increase in equity during the year.......cccccooveviviei i, $ 13.000*

Thus, net income = ($13,000 + $3,000 - $5,000) = $ 11,000

* Computation of 2019 equity increase:

Equity, DECEMDBDEr 31, 2018 .....uiiiiieiiiiiiiiiie ettt e e e e et e e e e e et e e e e e s a e e e e e e s nnbrreaaaeaaanes $137,000

Equity, DecembBDer 31, 2009 ...ttt e e e e e e e e e s brrree e e e e e aan (150,000)

Increase in equity dUFiNG 2019 ... ...t e et e e e e e e b e e e e e e nbeees $ 13,000
Part 3

Debt ratio = $262,000 / $412,000 = 63.6%
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Problem 2-6B (35 minutes)

Part 1
GOULD SOLUTIONS
Trial Balance
April 30
Debit Credit
CaASH s $20,000
Office SUPPHIES...covviiiciii e 750
Prepaid rent ..o 1,800
Office eqUIPMENTt ......uciiii e 12,250
Accounts payable.......ccccceoiieiiieii e $12,250
COMMON STOCK oviiviiniie e 15,000
[ TRV AT [T o o K= 5,200
Consulting fees earned............ccuveeiiiviieeiiieeiinnnnns 20,400
Miscellaneous eXPensSes .......cceuvvvvviiiiieeeeeeeennnnnnns 7,650
TOtAlS v $47,650 $47,650
Part 2
Cash
(@) 15,000 (b) 1,800
) 20,400 (c) 7,650
(d) 750
(9) 5,200
Balance 20,000

Transactions a through g coded in T-account:
() R.Gould, the owner, invested $15,000 cash in the business in exchange for stock.
(b) Paid $1,800 cash in advance for next month’s rent expense.
(c) Paid $7,650 cash for miscellaneous expenses.
(d) Purchased office supplies for $750 cash.
(e) Purchased $12,250 of office equipment on credit (with accounts payable).
(f) Received $20,400 cash for consulting services provided in April.
(9) Paid $5,200 cash in dividends.
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Problem 2-7B (40 minutes)

Part 1
PRISEK
Income Statement
For Month Ended July 31
Revenues
Consulting revenue........ccoceeeeeeeeeeeeeennn, $36,000
Rental revenue........cccccceeeeeiiiiiiiiiiceiiinnnnn 1,500
Total revVeNUES .......cccvvvveeeviiiiee e, $37,500
Expenses
Salaries eXpense ....ccccevvveeeevveveiiiiiineenn. 9,000
Rent eXpense .....cccooviiiiiiiceiie e, 6,000
Advertising exXpense .....ccccevveeeeeveeennnnnns 1,200
Utilities expense.....cccccovvevveiiiieeveiineennn, 600
Total EXPENSES ..cvvvvieiiiveeeviici e, 16,800
NEet INCOME ... $20,700
Part 2
PRISEK
Statement of Retained Earnings
For Month Ended July 31
Retained earnings, July 1........cccccoeevnnnnne, $ 0
Add: Netincome (from Income Statement).. 20,700
20,700
Less: Dividends .....cccccceeeeeiiieiieveeeiiiiiieeenn 6,000
Retained earnings, July 31........cccccevvveneee. $14,700
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Problem 2-7B (Concluded)

Part 3
PRISEK
Balance Sheet
July 31
Assets Liabilities
Cash....cccoovvviiiiiiieneee, $24,000 Accounts payable................ $ 3,900
Accounts receivable .... 10,500 Note payable.............c.......... 7,200
Prepaid insurance ........ 3,000 Unearned revenue............... 900
Office supplies.............. 4,500 Total liabilities ..................... 12,000
Equipment..................... 12,000 Equity
Note receivable............. 7,500 Common StoCK .....coeeveurennenn. 34,800
Retained earnings’.............. 14,700
Total equity .....cvvveeeiiieeennen, 49,500
Total assets.......ccceeeennn.. $61,500 Total liabilities & equity ...... $61,500
"Amount from part 2 statement.
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Serial Problem —sp2

Part 1 (120 minutes) Serial Problem, Business Solutions
2019

OCt. 1 CaSh .o 101 45,000
Office EqQuUIipMeENt......cccoovvieeiiiiiiiiciee, 163 8,000
Computer Equipment.........ccccevvvviiennnnnn. 167 20,000
Common StoCK......coeeevveeeiiiiieeiiieen, 307 73,000
Owner investment in exchange for stock.
2 Prepaid Rent......cccoooviiiiiiiiiiiiiiie e, 131 3,300
Cash . 101 3,300
Paid four months’ rent in advance.
3 Computer Supplies .....ccccovvviiiiiiiiniieenne, 126 1,420
Accounts Payable........cccccceeveernnnnnnn. 201 1,420
Purchased supplies on credit.
5 Prepaid Insurance .......ccccoeveeveevineeeeennnnnn. 128 2,220
Cash .o 101 2,220
Paid 12 months’ premium in advance.
6 Accounts Receivable ......cccovvviviiiiiiinnnn 106 4,800
Computer Services Revenue.......... 403 4,800
Billed customer for services.
8 Accounts Payable ........ccccciiiiiiiinnnnn, 201 1,420
Cash . 101 1,420

Paid balance due on account payable.

10 No entry necessary in the journal.

12 Accounts Receivable .....ccoccovviiiiiiiinenn. 106 1,400
Computer Services Revenue.......... 403 1,400
Billed customer for services.
15 Cash. 101 4,800
Accounts Receivable ........cccoveenn.. 106 4,800
Collected accounts receivable.
17 Repairs Expense—Computer................. 684 805
Cash .o, 101 805
Paid for computer repairs.
20 Advertising Expense......cccccooeeviiiiiineenen, 655 1,728
Cash .o 101 1,728
Purchased ads in local newspaper.
22 CaSh..iiiiiiiii 101 1,400
Accounts Receivable ........ccccoveenne. 106 1,400

Collected accounts receivable.
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Serial Problem, Business Solutions (Continued)

28 Accounts Receivable ......coccooviiiiiinninnn.. 106 5,208
Computer Services Revenue ......... 403 5,208
Billed customer for services.
31 Wages EXpense......cccoeevveviiiiiiiinieiinneennnn, 623 875
Cash e, 101 875
Paid employee for part-time work.
31 DIVIAeNdS ..ooovieie e 319 3,600
Cash o, 101 3,600
Paid cash dividends.
Nov. 1 Mileage EXpense .....ccccccvceveeiiieeeieieeennnnnnns 676 320
Cash o, 101 320
Reimbursed Rey for mileage.
2 CaASN 101 4,633
Computer Services Revenue.......... 403 4,633
Collected cash revenue from client.
5 Computer SUPPHES .ccceeevviiiiiiiiiiiiee, 126 1,125
CaSh e, 101 1,125
Purchased computer supplies for cash.
8 Accounts Receivable .......ccooevvveiiiiiiinnnns 106 5,668
Computer Services Revenue ......... 403 5,668

Billed customer for services.
13 No entry necessary. (No revenue recognized until work performed.)

18 CaSh.icuiiii 101 2,208
Accounts Receivable.........c..cccouen. 106 2,208
Collected accounts receivable.
22 Miscellaneous EXpenses........ccccceeevveeee. 677 250
CasSh ..o 101 250
Record miscellaneous expenses.
24 Accounts Receivable ......ccoccvviiiiiiiinnnn.. 106 3,950
Computer Services Revenue.......... 403 3,950

Billed customer for services.
25 No entry necessary.

28 Mileage EXPense .......cccccveevvevveeiceeeeeeennnnn. 676 384
Cash . 101 384
Reimbursed Rey for mileage.
30 Wages EXPense ........ccoveiiiiiiiiiiiieciennnnn. 623 1,750
Cash .o 101 1,750
Paid employee for part-time work.
30 DIVIAendsS .....ccovvieiiieiiiiieeeeeeeeeee e, 319 2,000
Cash . 101 2,000

Paid cash dividends.
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Serial Problem, Business Solutions (Continued)

Solutions Manual: Chapter 2

Part 2
General Ledger accounts
Cash Acct. No. 101
Date Explanation PR Debit Credit Balance
Oct. 1 45,000 45,000
2 3,300 41,700
5 2,220 39,480
8 1,420 38,060
15 4,800 42,860
17 805 42,055
20 1,728 40,327
22 1,400 41,727
31 875 40,852
31 3,600 37,252
Nov. 1 320 36,932
2 4,633 41,565
5 1,125 40,440
18 2,208 42,648
22 250 42,398
28 384 42,014
30 1,750 40,264
30 2,000 38,264
Accounts Receivable Acct. No0.106
Date Explanation PR Debit  Credit Balance
Oct. 6 4,800 4,800
12 1,400 6,200
15 4,800 1,400
22 1,400 0
28 5,208 5,208
Nov. 8 5,668 10,876
18 2,208 8,668
24 3,950 12,618
Computer Supplies Acct. No. 126
Date Explanation PR Debit  Credit Balance
Oct. 3 1,420 1,420
Nov. 5 1,125 2,545
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Serial Problem, Business Solutions (Continued)

Solutions Manual: Chapter 2

Prepaid Insurance Acct. No. 128

Date Explanation PR Debit Credit Balance
Oct. 5 2,220 2,220

Prepaid Rent Acct. No. 131

Date Explanation PR Debit Credit Balance
Oct. 2 3,300 3,300

Office Equipment Acct. No. 163

Date Explanation PR Debit Credit Balance
Oct. 1 8,000 8,000

Computer Equipment Acct. No. 167

Date Explanation PR Debit Credit Balance
Oct. 1 20,000 20,000

Accounts Payable Acct. No. 201

Date Explanation PR Debit  Credit Balance
Oct. 3 1,420 1,420
8 1,420 0

Common Stock Acct. No. 307

Date Explanation PR Debit  Credit Balance
Oct. 1 73,000 73,000

Dividends Acct. No. 319

Date Explanation PR Debit Credit Balance
Oct. 31 3,600 3,600
Nov. 30 2,000 5,600
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Serial Problem, Business Solutions (Concluded)

Solutions Manual: Chapter 2

Computer Services Revenue Acct. No. 403

Date Explanation PR Debit Credit Balance
Oct. 6 4,800 4,800
12 1,400 6,200
28 5,208 11,408
Nov. 2 4,633 16,041
8 5,668 21,709
24 3,950 25,659

Wages Expense Acct. No. 623

Date Explanation PR Debit Credit Balance
Oct. 31 875 875
Nov. 30 1,750 2,625

Advertising Expense Acct. No. 655

Date Explanation PR Debit Credit Balance
Oct. 20 1,728 1,728

Mileage Expense Acct. No. 676

Date Explanation PR Debit  Credit Balance
Nov. 1 320 320
28 384 704

Miscellaneous Expenses Acct. No. 677

Date Explanation PR Debit  Credit Balance
Nov. 22 250 250

Repairs Expense—Computer Acct. No. 684

Date Explanation PR Debit Credit Balance
Oct. 17 805 805
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Serial Problem, Business Solutions (Continued)

Part 3
BUSINESS SOLUTIONS
Trial Balance
November 30
Debit Credit
CaAS N e $38,264
Accounts receivable ......ccccoeeviiiiiiiiiiiiiici, 12,618
Computer SUPPHES ..uvveviiiiiiiiiieieiiiii e, 2,545
Prepaid inSUrancCe ..........ccccceeeveeeevvie e, 2,220
Prepaid rent ..o 3,300
Office equUIPMENTt ......vvciiiiii e, 8,000
Computer equUIPMENt .....oooeevivveiiiiiiie e, 20,000
Accounts payable......ccccccoveiiiiiii i, $ 0
COmMMON STOCK oviiviiniiii e 73,000
(DAY AT [T o 1o = 5,600
Computer services revVenue ........ccceeeeeevvnnnnnne. 25,659
Wages EeXPENSE ...ocvvviiiiiieiiii e 2,625
Advertising eXpense .....ccoeevveviiieeeeeiiie e 1,728
Mileage eXPeNnSe....ccccciiveeieeiiiieeeeeie e 704
Miscellaneous expense .......ccccvveeeeeeeninnn, 250
Repairs expense—Computer ..........ccceevvnnnnnne. 805
TOtalS . $98,659 $98,659
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Company Analysis — AA 2-1 (20 minutes)

$ millions
. (a) $241,272
(b) $193,437

. (a) $375,319
(b) $321,686

. (a) $241,272 / $375,319 = 64.3%
(b) $193,437 / $321,686 = 60.1%

. 2017
Explanation: Apple has greater financial leverage when a greater
proportion of its assets are financed by liabilities. Additionally, Apple’s
financing structure is more risky when it utilizes more leverage.

Comparative Analysis — AA 2-2 (25 minutes)

$ millions

. Apple
Current year debt ratio: $241,272/$375,319 = 64.3%
Prior year debt ratio: $193,437/$321,686 = 60.1%

. Google
Current year debt ratio: $44,793/$197,295 =22.7%
Prior year debt ratio: $28,461/$167,497 =17.0%

. Apple
Explanation: Apple has the higher degree of financial leverage. Apple’s
debt ratio is markedly higher for the current year than that of Google.
This indicates that Apple carries more debt financing than Google. This
also implies that Apple is attempting to use nonowner financing to make
more money for its owners. This is fine provided Apple’s return does not
decline below that of what it pays nonowners for use of that money—
this is the main source of financing risk.
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Global AnaIySiS — AA 2-3 (20 minutes)

W and $ in millions

. Samsung
Current year debt ratio: ¥W87,260,662 / ¥301,752,090 = 28.9%
Prior year debt ratio: YW69,211,291 | ¥262,174,324 = 26.4%

. Increased financial leverage

. (a) Less Risky Explanation: Samsung’s debt ratio of 28.9% is lower
than Apple’s debt ratio of 64.3% ($241,272/$375,319).

(b) More Risky Explanation: Samsung’s debt ratio of 28.9% is
higher than Google’s debt ratio of 22.7% ($44,793/$197,295).
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Ethics Challenge —BTN 2-1

This case involves a conflict between the need for efficiency and the need
for control. While it makes sense to take and process lunch orders quickly,
this efficiency is being accomplished by a shortcut that greatly weakens
control over cash receipts. Cash could be received and lost or stolen
because there would be no initial record of how much was received.

The assistant manager’s explanation about the head manager not arriving
until 3 o’clock suggests that the head manager doesn’t know about the
proposed shortcut. Thus, the new employee is faced with the dilemma of
deciding whether to accept the assistant manager’s instructions, suggest
to the assistant manager that the shortcut seems wrong, or to ask the head
manager to confirm the instructions. Each of these alternatives involves
personal risk.

It is possible that the assistant manager does not understand the potential
for fraud and abuse if this shortcut is used. If the relationship between you
and the assistant manager is such that you feel you can do so, you should
explain your understanding of how the shortcut could lead to the problems
of inaccurate records for tax purposes, gathering inaccurate marketing
information, and abuse by other employees who might not be as honest as
you and the assistant manager.

If the assistant manager insists, you may want to work as instructed to get
an idea of whether the shortcut is being abused by the assistant manager
and perhaps to find out discreetly whether the head manager knows about
it.  (Although, this behavior does involve personal risk of perceived
collusion with the assistant manager.) If you conclude that the assistant
manager is committing fraud, you should report the situation to the head
manager as quickly as possible.
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Communicating in Practice —BTN 2-2

MEMORANDUM
To: Lila Corentine
From:
Subject:  Financial statements explanation
Date:

The four major financial statements and their purposes are:

e Income statement describes a company’s revenues and expenses along
with the resulting net income or loss over a period of time. It helps
explain how equity changes during a period due to earnings activities.

e Statement of retained earnings explains changes in retained earnings
due to net income (or net loss) and any dividends over a period of time.

e Balance sheet describes a company’s financial position (assets,
liabilities, and equity) at a point in time.

e Statement of cash flows identifies cash inflows (receipts) and outflows
(payments) over a period of time. It also explains how the cash balance
on the balance sheet changed from the beginning to the end of a period.

These financial statements are linked to each other across time.

Specifically, a balance sheet reports an organization’s financial position at
a point in time. The income statement, statement of retained earnings, and
statement of cash flows report on performance over a period of time. These
three statements link balance sheets from the beginning to the end of a
reporting period. That is, they explain how the financial position of an
organization changes from one point to another.
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Taking It to the Net —BTN 2-3

1. The prior three years’ net income or (loss) for Amazon are ($ millions):
2016 = $2,371 2015 = $596 2014 = $(241)

2. The three years net cash provided by operations follows ($ millions):
2016 = $16,443 2015 = $11,920 2014 = $6,842

3. The reason its cash balance only increased by $3,444 million in 2016
was because of net cash outflows of $9,876 million for its investing
activities and $2,911 million for its financing activities (and further
reduced by $212 million related to foreign currency effects). Those uses
of cash absorbed much of the cash generated by its operating activities.

Teamwork in Action — BTN 2-4

<Instructor note: There is no specific solution to this activity.>

The following sample solution gives a summary outline of what a minimum report

needs to include. Assume a team member selects assets:
Category: Assets

a. Increases (decreases) in assets are debits (credits) to asset accounts.
Debit means left side, credit means right side. The normal side of an
account refers to the side where increases are recorded. For assets, this
is the debit, or left, side.

b. Owner investment of $10,000 cash in exchange for stock.

C. Assets =Liabilities + Common Stock — Dividends + Revenues — Expenses
+ $10,000 = $0 +  $10,000 - $0 + $0 - $0
Owner investments have no effect on the income statement, but they do
increase the cash flows from financing by $10,000 on the statement of
cash flows (this increases its net cash flow).

d. Paid rent expense with $2,000 cash.

e. Assets =Liabilities + Common Stock — Dividends + Revenues — Expenses
-$2,000 = $0 + $0 - $0 + $0 - $2,000
An expense paid in cash will decrease net income on the income statement
and decrease operating cash flows on the statement of cash flows.
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Entrepreneurial Decision —BTN 2-5

There are several issues that ownership should consider. Those
considerations include the following three issues (among others).

e If ownership chooses to contribute personal funds for the expansion,
ownership money will be at risk (not business loans); in this case, the
business will not have the expense of interest payments, nor will the
business have the risk of the inability to repay a loan.

e If ownership chooses to have the business borrow the money, the
business will have interest and loan payments to make, and the
business will have more risk (as reflected in the company’s debt ratio).

e If the business can pay the interest and loan payments, it can be to the
business’s advantage to borrow, as long as the return on assets is high
enough (that is, higher than the rate of interest on the borrowing).
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Entrepreneurial Decision —BTN 2-6

MARTIN MUSIC SERVICES
Balance Sheet
December 31

Assets Liabilities
Cash..cccooiiiii e, $ 3,600 Accounts payable................... $ 2,200
Accounts receivable ........ 9,600 Unearned lesson fees ........... 15,600
Prepaid insurance.............. 1,500 Total liabilities ..........ccceeunee. 17,800
Prepaid rent ....................... 9,400
Store supplies.....ccccceeeeennnn. 6,600 Equity
Equipment ...........ccceeveiinns 50,000 Total equUity ....coovvvvvvriieeiieennnn, 62,900
Total assetS.....cccceevvveeeennee, $80,700 Total liabilities and equity ..... $80,700

Debt ratio = Total liabilities / Total assets = $17,800/ $80,700 = 22.1%

Return on assets = Net income/Average assets = $40,000/$80,700*= 49.6%

*Ending balance is used per instructions (“assume average assets equal its ending balance”).

. The prospects of a bank loan are likely to be good. (i) The debt ratio
indicates that 78% of the company’s funding is from equity. Also, there
are no debt obligations requiring periodic payments. This implies low
risk. (ii) The level of return on assets is very high. This implies good
return.

Overall, given the information and the assumption that current
performance will continue into the future, the prospects of a bank loan
are good.

Note: The loan does carry some risk—fueling this risk are (i) poor
recordkeeping, (ii) lack of information on growth potential, and (iii) a
much higher pro forma debt ratio—that is, if the loan is granted, the debt
ratio will jump to 43%, computed as:

($17,800 + $30,000) / ($80,700 + $30,000).

137
Copyright © 2019 by McGraw-Hill Education.

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



Wild, Shaw, Financial & Managerial Accounting, 8e  Solutions Manual: Chapter 2

Hitting the Road —BTN 2-7

Findings will vary. It is advisable that the instructor obtain a few classified
sections from newspapers that were published over the period of the
assignment. If student reports lack responses for question 2, it is
informative and motivating to bring these (accounting-related job
opportunities) sections to class when discussing or returning student
reports as many students are not accounting majors.
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