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CHAPTER 4

Completion of the Accounting Cycle

ASSIGNMENT CLASSIFICATION TABLE

Accounting Principles, Third Canadian Edition

entries (Appendix
4B).

Brief Problems | Problems

Study Obijectives Questions | Exercises | Exercises Set A Set B

1. Prepare closing 1,2,3,4, 1,2,3 1,2, 3, 1,2, 3, 1, 2, 3,
entries and a post- 5,6 *11 *9 *9
closing trial balance.

2. List the steps in the 7,8 4,
accounting cycle.

3. Prepare correcting 9 5 4 4,5 4,5
entries.

4. Prepare a classified 10, 11,12, | 6,7 56,7 2, 3,6, 2, 3,6,
balance sheet. 13, 14 *9 *9

5. lllustrate measures 15, 16 8,9 7,8 6,7 6,7
used to evaluate
liquidity.

*6. Prepare a work sheet | *17, *18 *10, *11, *9, *10 *8, *9, *8, *9,
(Appendix 4A). *12 *10 *10

*7. Prepare reversing *19, *20 *13, *14 *11, *12 *11, *12 *11, *12

*Note: All asterisked Questions, Exercises, and Problems relate to material contained
in the Appendix to each chapter.
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ASSIGNMENT CHARACTERISTICS TABLE

Accounting Principles, Third Canadian Edition

Problem Difficulty Time

Number Description Level Allotted (min.)

1A Analyze account data and prepare and post closing | Moderate 15-25
entries.

2A Prepare adjusting entries, adjusted trial balance, Simple 60-70
financial statements, and closing entries.

3A Prepare financial statements, closing entries, and Simple 70-80
post-closing trial balance.

4A Analyze errors and prepare corrections. Simple 70-80

5A Determine impact of errors on financial statements. | Moderate | 40-50

6A Prepare financial statements and liquidity ratios. Moderate 30-40

7A Calculate working capital and current ratio and Moderate | 25-30
comment on liquidity.

*8A Prepare work sheet. Moderate 50-60

*9A Prepare work sheet, classified balance sheet, Moderate 70-80
adjusting and closing entries, and post-closing trial
balance.

*10A Use work sheet relationships to determine missing | Moderate 70-80
amounts.

*11A Prepare and post transaction entries, with and Moderate 50-60
without reversing entries.

*12A Prepare adjusting, reversing and subsequent cash | Simple 40-50
entries.

1B Analyze account data and prepare and post closing | Moderate 15-25
entries.

2B Prepare adjusting entries, adjusted trial balance, Simple 60-70
financial statements, and closing entries.

3B Prepare financial statements, closing entries, and Simple 70-80
post-closing trial balance.

4B Analyze errors and prepare corrections. Simple 70-80

5B Determine impact of errors on financial statements. | Moderate | 40-50
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ASSIGNMENT CHARACTERISTICS TABLE (Continued)

Accounting Principles, Third Canadian Edition

Problem Difficulty Time

Number Description Level Allotted (min.)

6B Prepare financial statements and liquidity ratios. Moderate 30-40

7B Calculate working capital and current ratio, and Moderate | 25-30
comment on liquidity.

*8B Prepare work sheet. Moderate 50-60

*9B Prepare work sheet, classified balance sheet, Moderate 70-80
adjusting and closing entries, and post-closing trial
balance.

*10B Use work sheet relationships to determine missing | Moderate 70-80
amounts.

*11B Prepare and post transaction entries, with and Moderate 50-60
without reversing entries.

*12B Prepare adjusting, reversing and subsequent cash | Simple 40-50
entries.
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BLOOM’S TAXONOMY TABLE

Correlation Chart between Bloom’s Taxonomy, Study Objectives and End-of-

Accounting Principles, Third Canadian Edition

Chapter Material
Study Objective Knowledge | Comprehension Application Analysis | Synthesis | Evaluation
1. Prepare closing |Q4-2 Q4-1 BE4-2 P4-1A
entries and a Q4-6 Q4-3 BE4-3 P4-1B
post-closing trial Q4-4 E4-1
balance Q4-5 E4-2
BE4-1 E4-3
*E4-11
P4-2A [P4-2B
P4-3A [P4-3B
*P4-9A [*P4-9B
2. Listthe stepsin |Q4-7 Q4-8
the accounting BE4-4
cycle.
3. Prepare correcting Q4-9 BE4-5
entries. E4-4
P4-4A [P4-4B
P4-5A [P4-5B
4. Prepare a Q4-14 Q4-10 BE4-7 E4-7
classified balance |BE4-6 Q4-11 E4-6
sheet. E4-5 Q4-12 P4-2A [P4-2B
Q4-13 P4-3A [P4-3B
P4-6A [P4-6B
*P4-9A [*P4-9B
5. lllustrate BE4-9 Q4-15 BE4-8 E4-7
measures used to Q4-16 P4-6A (P4-6B |E4-8
evaluate liquidity. P4-7A
P4-7B
*6. Prepare a work *Q4-17 *BE4-11 *E4-9
sheet (Appendix *Q4-18 *BE4-12 *E4-10
4A) *BE4-10 *P4-8A [*P4-8B [*P4-10A
*P4-9A [*P4-9B [*P4-10B
*7. Prepare reversing *Q4-19 *BE4-13
entries (Appendix *Q4-20 *BE4-14
4B) *E4-11
*E4-12
*P4-11A [*P4-11B
*P4-12A [*P4-12B
Broadening Your BYP4-3 Continuing BYP4-2 BYP4-5
Perspective BYP4-4 Cookie Chronicles
Cumulative
Coverage
BYP4-1
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ANSWERS TO QUESTIONS

1. Closing entries are made at the end of an accounting period after
preparation of the financial statements to:
a. transfer revenue, expense, and drawings account balances to the
owner’s capital account and
b. reset these temporary accounts to zero.

2. (1) To close revenue accounts (assuming normal balances): Debit
Individual revenue accounts and credit Income Summary.

(2) To close expense accounts (assuming normal balances): Debit
Income Summary and credit individual expense accounts.

(3) To close Income Summary: If the Income summary has a credit
balance, debit Income Summary for the balance in its account and
credit Owner’s Capital. If the Income Summary has a debit balance,
credit Income Summary and debit Owner’s Capital for the balance in
the account.

(4) To close Drawings: Debit Owner's Capital and credit Owner's
Drawings.

3. The Income Summary account is used to avoid having a lot of detailed
entries on the permanent owner’s capital account. The types of summary
data that are posted to this account are the totals of revenue and expense
accounts. If an Income Summary account was not used the owner’'s
capital account would be credited when closing the individual revenue
accounts and it would be debited when closing the individual expense
accounts.

4. The drawings account is not closed with the expense accounts because it
is not part of net income. Drawings represent a withdrawal of the owner’s
capital and are reported on the statement of owner’s equity, not the
income statement. However, it is also a temporary account and therefore
requires a closing entry.

5. The balance in Income Summary, immediately before the final closing
entry to transfer the balance to the owner’s capital account, should equal
the net income (or net loss) reported in the income statement. (2) All
temporary accounts (revenues, expenses, owner’'s drawings, and Income
Summary) should have zero balances. (3) The balance in the capital
account should equal the ending balance reported in the statement of
owner’s equity and balance sheet.

6. The post-closing trial balance contains only balance sheet accounts. Its
purpose is to prove the equality of the permanent account balances that
are carried forward into the next accounting period.
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QUESTIONS (Continued)

7.

10.

11.

12.

1. Daily: Analyze transaction and journalize transactions.

2. Periodic: Post to ledger, prepare a trial balance, journalize and post
adjusting entries, prepare an adjusted trial balance, prepare financial
statements.

3. Fiscal year end: Journalize and post closing entries, prepare a post
closing trial balance.

Yes. The work sheet is a convenient and efficient tool for completing
some of the steps (step 4 trial balance, 5 adjusting entries, 6 adjusted trial
balance, and 7 financial statements) in the accounting cycle.

Correcting entries differ from adjusting entries because they (1) are not a
required part of the accounting cycle if no errors have been made, (2) may
be made at any time, and (3) may affect any combination of accounts.
Adjusting entries are a necessary part of the account cycle, are normally
made prior to the preparation of financial statements, and affect both an
income statement account and a balance sheet account.

Classifying the assets and liabilities on the balance sheet provides users
with more information. The classification provides the amount of assets
and liabilities that will be realized and that come due in the coming year.
This enables users to evaluate the company’s liquidity and solvency. It
also provides information on long-term assets and liabilities.

Current assets are cash and other resources that are reasonably
expected to be realized in cash or sold or consumed in the business
within one year of the balance sheet. Current assets are listed in the order
of their liquidity.

Long-term investments are assets that can be realized in cash; however,
the conversion is not expected within one year. They include shares and
bonds of other companies. Both property, plant, and equipment, and
intangible assets are resources that are used in the business and not
intended for resale. The difference between the two is property, plant, and
equipment have physical substance while intangibles do not.
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QUESTIONS (Continued)

13. The major differences between current liabilities and long-term liabilities
are:

Difference Current Liabilities Long-term Liabilities

Source of payment. Existing current assets Other than existing current

or other current assets or creating current
liabilities. liabilities.

Time of expected Within one year. Beyond one year.

payment

Nature of items. Debts pertaining to the Mortgages, bonds and
operating cycle and other long-term liabilities.

other short-term debts.

14. (a) The owner's equity section for a
(1) proprietorship is called owner’s equity
(2) partnership is called partners’ equity
(3) corporation is called shareholders' equity
(4) income trust is called unitholders’ equity.

(b) The two accounts and the purpose of each are: (1) Common Shares
(or share capital) is used to record investments in the business by the
owners (shareholders). (2) Retained Earnings is used to record
income retained in the business (that is, the net income earned minus
any dividends distributed to the owners).

15. Liquidity is the ability of a company to pay its obligations that become due
within the next year. One measure of liquidity is working capital, another is
the current ratio.

16. Ratios should never be interpreted without considering certain factors: (1)
general economic and industry conditions need to be considered; (2)
other specific financial information about the company over time needs to
be considered, and (3) the ratios should be compared to the ratios for
other companies in the same or related industries.
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QUESTIONS (Continued)

*17. To calculate the net income on a worksheet each of the financial
statement columns must be totalled. The net income or loss for the period
is then found by calculating the difference between the totals of the two
income statement columns. If a company has net income the amount is
then entered in the income statement debit column and the balance sheet
credit column. If the company has a net loss the amount is entered in the
credit column on the income statement and in the debit column on the
balance sheet.

*18. It is still necessary to journalize and post adjusting entries that have been
made on the worksheet because the worksheet is not part of the
company’s permanent accounting records. The general ledger and journal
must contain all of the adjusting data. If this were not done the balance for
the start of the next year would be incorrect.

*19. A reversing entry is the exact opposite, both in amount and in account
titles, of an adjusting entry for an accrual. Adjusting entries are required,
while reversing entries are an optional step in the accounting cycle. In
some accounting systems, they simplify the recording of subsequent
transactions related to the adjustments.

*20. It is helpful to use reversing entries for accruals because then the
payment can be processed in the normal manner without having to check
if there has been an accrual, i.e. all cash payments can be debited to the
appropriate expense account. Reversing prepayments would not simplify
the recording of subsequent transactions, which are required in
prepayments. In addition, it is not appropriate to reverse estimates such
as amortization.
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SOLUTIONS TO BRIEF EXERCISES

BRIEF EXERCISE 4-1

The permanent accounts are:

Accounts payable

Accounts receivable

Income taxes payable
Long-term debt

Prepaid expenses

Property, plant and equipment
Short-term investments

Note that these are all balance sheet accounts.
The temporary accounts are:
Amortization expense

General and operating expenses

Interest on long-term debt expense
Other revenues

Note that these are all income statement accounts.
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BRIEF EXERCISE 4-2

Accounting Principles, Third Canadian Edition

(a)
Oct 31 Golf Fees Earned........c.cccoerevienvrnnrnnnen 160,000
Income Summary.........ccccveeuniiinnns 160,000
31 Income Summary .........ccccveeeniiirnnnnnns 121,000
Maintenance Expense.................... 25,000
Rent Expense.......ccooiieniiiniiieiennnns 12,000
Salaries Expense .....cccccoveeriennrrenn. 84,000
31 Income Summary .........cccceeeeerernnnnnnns 39,000
N. Mosquera, Capital ..................... 39,000
31 N. Mosquera, Capital........ccccoeenvrrennnnnn 48,000
N. Mosquera, Drawings................. 48,000
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BRIEF EXERCISE 4-2 (continued)

(b)
Income Summary
121,000 160,000
39,000
39,000
0

N. Mosquera, Capital

Accounting Principles, Third Canadian Edition

N. Mosquera, Drawings

75,000 48,000

39,000 48,000
48,000

66,000 0

Golf Fees Earned

Maintenance Expense

160,000 25,000

160,000 25,000
0 0

Rent Expense Salaries Expense

12,000 84,000

12,000 84,000
0 0
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BRIEF EXERCISE 4-3

MOSQUERA GOLF CLUB
Post-Closing Trial Balance
October 31, 2008

Debit Credit
(0= 1= ¢ $ 8,500
Prepaid eXpenses......ccccccceerveirreniirennreenssensnenenns 3,000
Equipment..........oo e 85,000
Accumulated amortization—equipment........... $17,000
Accounts payable............ccoimiiiiiinn 12,000
Unearned golf fees........coveeciiiiiiicciiiiinecins 1,500
N. Mosquera, capital ......c..cccerreniirecirrcerre e, 66,000
$96,500 $96.500
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BRIEF EXERCISE 4-4

The proper sequencing of the required steps in the accounting
cycle is as follows:

Analyze business transactions
Journalize the transactions

Post to the ledger accounts

Prepare a trial balance

Journalize and post the adjusting entries
Prepare an adjusted trial balance
Prepare the financial statements
Journalize and post the closing entries
Prepare a post-closing trial balance

WeNooORhWON=

Filling in the blanks, the answers are 9,6, 1,4, 2,8, 7, 5, 3.

BRIEF EXERCISE 4-5

(a) Owner’s Net
Assets Liabilities Equity Revenue Expenses Income
1. ) NA U U NA U
2. ) U NA NA NA NA
(b)
1 (0272 7= o T 880
Service RevenuUe......c.cecveveveveimieieirienrnrass 880
2. Office Supplies....cccccormrciiiireiiiireciiineasnnneas 1,850
Accounts Payable..........ccccccoiiiiiinnniinnnns 270
Equipment........ccooiiircr s 1,580
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BRIEF EXERCISE 4-6

1 (a) Supplies 5 (g) Unearned Revenue
5 (b) Accounts Payable 1 (h) Accounts Receivable
3 (c) Building 3 (i) Accumulated Amortization—
1 (d) Prepaid Insurance Building
6 (e) Note Payable 4 (j) Patents
(due in 5 years) 2 (k) Land Held for Resale
4 (f) Goodwill 2 (I) Note Receivable

(due in 3 years)
BRIEF EXERCISE 4-7

Reuben Company
Balance Sheet (Partial)
December 31, 2008

Current assets

CaSKh.... e $ 18,400
Short-term investments .........ccoeiiiiieciec e, 8,200
Accounts receivable........c.cooviiiiiiicicn 12,500
SUPPLIES ...t e 5,200
Prepaid insurance.........c.coovciiiimcinincirr e 3,900
Total current assets.......coovviiiiiiiciicc e $48,200
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BRIEF EXERCISE 4-8

($ in thousands)

Working capital = Current assets - Current liabilities
2008: Working capital = $165,211 — $136,742 = $28,469
2007: Working capital = $190,548 — $72,410 = $118,138

Current ratio = Current assets + Current liabilities
2008: Current ratio = $165,211 + $136,742 = 1.21:1
2007: Current ratio = $190,548 + $72,410 = 2.63:1

Cool Delight’s liquidity was weaker in 2008. Working capital
decreased in amount, and the current ratio decreased from
2.63:1 to 1.21:1.

BRIEF EXERCISE 4-9

Working capital = Current assets - Current liabilities
Big: Working capital = $1,000,000 - $900,000 = $100,000
Small: Working capital = $200,000 - $100,000 = $100,000

Current ratio = Current assets + Current liabilities
Big: Current ratio = $1,000,000 + $900,000 = 1.11:1
Small: Current ratio = $200,000 + $100,000 = 2.00:1

The working capital is the same for both companies but Small
Company’s current ratio is much stronger. The current ratio is
more relevant.
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*BRIEF EXERCISE 4-10

Income Statement Balance Sheet
Account Dr. Cr. Dr. Cr.
Accounts Payable
Accounts Receivable X
Accumulated Amortization
Amortization Expense X
H. Khanna, Capital

x x|

H. Khanna, Drawings X
Prepaid Expenses X
Rent Expense X
Service Revenue X
Unearned Service Revenue X
*BRIEF EXERCISE 4-11
Income Statement Balance Sheet
Dr. Cr. Dr. Cr.
Totals 17,450 21,600 29,700 25,550
Net income 4,150 4,150
Totals 21,600 21,600 29.700 29,700
*BRIEF EXERCISE 4-12
Income Statement Balance Sheet
Dr. Cr. Dr. Cr.
Totals 35,800 29,750 56,150 62,200
Net loss 6,050 6,050
Totals 35.800 35.800 62,200 62,200
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*BRIEF EXERCISE 4-13

(a)
Nov. 1 Salaries Payable ...........ceceiirieiiinennnnnns 1,200
Salaries Expense. .....ccccoorveuiiiininnnnns 1,200
To reverse Oct. 31 accrual.
4 Salaries Expense .......cccccoomveeiiiircnniinnes 2,000
Cash. ... 2,000
To record Nov. 4 payment of salary.
(b)
Salaries Expense
Date Explanation Ref. Debit Credit Balance
Oct 31 Balance after closing entries 0
Nov. 1 Reversing entry 1,200 (1,200)
4 Payment of salary 2,000 800
Salaries Payable
Date Explanation Ref. Debit Credit Balance
Oct. 31 Balance 1,200
Nov. 1 Reversing entry 1,200 0

The balances after posting the two entries are a debit of $800 in
Salaries Expense and $0 in Salaries Payable.
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*BRIEF EXERCISE 4-14

(@) Jan. 1 Interest Revenue.............ccc....... 4,500

To record interest received.

(b) Jan. 10 Cash....ciiiiiireccieeereecer e 5,000
Interest Revenue................
Interest Receivable...............
To record interest received
and reversal of accrual.

4,500

5,000

500
4,500

(c) The balance in the accounts will be the same under both

approaches.

The interest receivable account will have a zero balance
and the interest revenue will have a credit balance of $500.

Under (a) Because of the January 1 reversing entry that
debited Interest Revenue for $4,500, Interest Revenue will
have a credit balance of $500, which equals the revenue for
the current period. Under (b) the interest revenue will be

the $500 credited in the journal entry.
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SOLUTIONS TO EXERCISES

EXERCISE 4-1
(@) June 30 Service Revenue .................... 16,100
Income Summary............... 16,100
30 Income Summary ......cc.ccceeeeee 14,100
Salaries Expense................ 9,800
Supplies Expense.............. 1,300
Rent Expense..................... 3,000
30 Income Summary ......ccc.cceeeeee 2,000
J. Roth, Capital .................. 2,000
30 J. Roth, Capital....................... 2,500
J. Roth, Drawings .............. 2,500

(b) The ending balance in J. Roth’s Capital account should
agree with the capital account balance on the Statement of
Owner’s Equity and the Balance Sheet.
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EXERCISE 4-2
(a) GENERAL JOURNAL J15
Date Account Titles and Explanation Debit Credit
July 31 Service Revenue.........cccoovveuiirrennnnen. 73,800
Income Summary.......ccccoovvenciirnennn. 73,800
31 Income Summary .........ccccveeeniniinnnnnns 77,850
Amortization Expense.................... 2,700
Salaries Expense......ccccoeveereennnnene. 56,050
Interest Expense.......cccoeveureennnneee. 1,350
Rent Expense........ccccovveeireneiennnnee. 15,900
Supplies Expense.........cccceevirrennnns 1,850
31 D. Rafael, Capital ........cccorenverrnnnennnnee. 4,050
Income Summary.......ccccoeceveennnneee. 4,050
31 D. Rafael, Capital.........ccceenrerremnnnnenee. 14,000
D. Rafael, Drawings.......c...ccccauuuueee. 14,000
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EXERCISE 4-2 (Continued)

(a) (Continued)

Cash
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 5,840
Accounts Receivable
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 15,540
Prepaid Expenses
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 1,620
Supplies
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 470
Equipment
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 17,600
Accumulated Amortization—Equipment
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 5,400
Accounts Payable
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 4,245

Interest Payable
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 525
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EXERCISE 4-2 (Continued)
(a) (Continued)

Unearned Service Revenue

Date Explanation Ref. Debit Credit Balance
July 31 Balance v 2,750
Notes Payable
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 15,000
D. Rafael, Capital
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 31,200

31 Closing entry J15 4,050 27,150
31 Closing entry J15 14,000 13,150
D. Rafael, Drawings
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 14,000
31 Closing entry 14,000 0
Income Summary
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 0
31 Closing entry J15 73,800 73,800
31 Closing entry J15 77,850 4,050 Dr.
31 Closing entry J15 4,050 0
Service Revenue
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 73,800

31 Closing entry J15 73,800 0
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EXERCISE 4-2 (Continued)

(a) (Continued)

Amortization Expense

Accounting Principles, Third Canadian Edition

Date Explanation Ref. Debit Credit Balance
July 31 Balance v 2,700
31 Closing entry J15 2,700 0
Salaries Expense
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 56,050
31 Closing entry J15 56,050 0
Interest Expense
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 1,350
31 Closing entry J15 1,350 0
Rent Expense
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 15,900
31 Closing entry J15 15,900 0
Supplies Expense
Date Explanation Ref. Debit Credit Balance
July 31 Balance v 1,850
31 Closing entry J15 1,850 0
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EXERCISE 4-2 (Continued)

(b)
RAFAEL COMPANY
Post-Closing Trial Balance
July 31, 2008
Debit Credit
CaSh . $ 5,840
Accounts receivable .........cocvririiiiciicic e, 15,540
Prepaid expenses.........cccccciimreinimresninnessninnansns 1,620
ST o] o] 11O 470
Equipment..........oo e 17,600
Accumulated amortization—equipment............ $ 5,400
Accounts payable...........ccccceiiiiiiiin e, 4,245
Interest payable..........ccooveeiiiiii 525
Unearned service revenuUe.......c.coevevrereerrnnranennns 2,750
Notes payable........cccccoiiimiiiiii 15,000
D. Rafael, capital .........cccovvemeiiiirreccreereeeeeees 13,150
$41.070 $41.070
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EXERCISE 4-3

(@) Dec. 31 Bowling Revenues

Accounting Principles, Third Canadian Edition

Income Summary............... 14,180
31 Income Summary ..........ccoeeeuee 10,830
Amortization Expense....... 7,360
Insurance Expense............ 870
Interest Expense................ 2,600
31 Income Summary ......cc..ccoeeeuee 3,350
T. Bolgos, Capital .............. 3,350
31 T. Bolgos, Capital................... 10,000
T. Bolgos, Drawings.......... 10,000
(b)
Income Summary
Clos. 10,830 | Clos. 14,180
Bal. 3,350
Clos. 3,350
Bal. 0
T. Bolgos, Capital T. Bolgos, Drawings
Bal. 115,000 Bal. 10,000
Clos. 10,000 | Clos. 3,350 Clos. 10,000
Bal. 108,350 Bal. 0
Bowling Revenues Amortization Expense
Clos. 14,180 | Bal. 14,180 Bal. 7,360 | Clos. 7,360
Bal. 0 Bal 0
Insurance Expense Interest Expense
Bal. 870 | Clos. 870 Bal. 2,600 [Clos. 2,600
Bal. 0 Bal. 0
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EXERCISE 4-3 (Continued)

(c)
Summit’s Bowl-A-Drome Alley
Post-Closing Trial Balance
December 31, 2008
Debit Credit
CaSh . ————— $ 17,940
Accounts receivable .........coeceririiiiiiiicee, 13,880
Prepaid insurance.........cccccoiimmeiiiiinecininnennnnnans 4,590
ST o] o] 1= 740
Land ... e 64,000
=W T [ [T T 128,800
Accumulated amortization—building ............ $ 50,600
Equipment..........coo e 62,400
Accumulated amortization—equipment........ 17,770
Accounts payable...........cccooriiiiriiiic e 12,300
Unearned bowling revenue ..........ccccoovvunirneeee 950
Interest payable.........cccooveiiiiiic e 2,600
Mortgage payable..........cccormmiiimiiiecirrccenens 99,780
T. Bolgos, capital ........cccoooveciiiimiiirrcccrreees 108,350
$292,350 $292,350
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EXERCISE 4-4
1. Accounts Payable ($920 - $290) ................. 630
Cash...r s 630
2. SUPPlieS ..ccciiieeiirrrerr s 560
Equipment........cooiiiirreeen 56
Accounts Payable...........cccccoviiiiinniiiinnnes 504
3. L. Choi, Drawings........cccccceeiiiirmmmmnninninnnnnnnns 400
Salaries Expense.......ccccceiiimreiiineennnnes 400
4. Office Equipment ..........ccooeeiiimieciiincecinnnens 1,200
Office Supplies .......eeeiirreciiinrecciirreees 1,200
5. Unearned Service Revenue........c.....cceeeeee.. 175
Service Revenue..........ccccceeeeeeirenreennnnnn 175
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EXERCISE 4-5

Account

Accounting Principles, Third Canadian Edition

Balance Sheet
Classification

Accounts payable and accrued liabilities

Current Liabilities

Cash and cash equivalents

Current Assets

Employee future benefit obligation

Long-term Liabilities

Goodwill

Intangible Assets

Income taxes payable

Current Liabilities

Income taxes recoverable

Current Assets

Inventories

Current Assets

Long-term debt

Long-term Liabilities

Long-term debt due within one year

Current Liabilities

Long-term lease obligation

Long-term Liabilities

Mortgages and loans receivable

Long-term Assets

Prepaid expenses

Current Assets

Property and equipment

Property, Plant, and
Equipment

Receivables

Current Assets

Retained earnings

Shareholder’s Equity
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EXERCISE 4-6
(a)
RAFAEL COMPANY
Income Statement
Year Ended July 31, 2008
SEIVICE rEVENUE.......uireeeriiirenriirernsisrennsssrensssssenns $73,800
Expenses
Amortization expense......ccc.cccceeiiiriirrrieeennnnn. $2,700
Salaries expense .......ccccoiveciiirrcir s, 56,050
Interest expense ........ceiiiieciiircn s 1,350
Rent exXpense .......cccccoimveciiirecnimrensscnnesss e nnnnns 15,900
Supplies exXpense .......ccceeereecirecr e e 1,850
Total expenses.......ccccevveeirrcirrencerenerenneens 77,850
Net I0SS ....coveeiirrc et $ 4,050

RAFAEL COMPANY
Statement of Owner's Equity
Year Ended July 31, 2008

D. Rafael, capital, August 1, 2007 ($31,200 — $5,000) ... $26,200

Add: Investment ... s 5,000
31,200

LesSS: Net l0SS.....ccveviiiemiiiremierrennerrenssresnssns $ 4,050
Drawings ......cccoommmeciimimeiiiecesssreessesnnsnees 14,000 _18.050
D. Rafael, capital, July 31, 2008.........ccccoirrrciirrecereennn, $13,150
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EXERCISE 4-6 (Continued)

(b)
RAFAEL COMPANY
Balance Sheet
July 31, 2008

Assets
Current assets
(0% 1] o T $ 5,840
Accounts receivable........ccccoviiiiiiiicnicc 15,540
SUPPLIES ... 470
Prepaid eXpenses .......cccccoiimmeiiimeeininnessnsrness e 1,620
Total current assets........ccovvieiiiciriiccr e, 23,470
Property, plant, and equipment
Equipment..........ooo e $17,600
Less: Accumulated amortization.................. 5,400 12,200
Total assets .....ccvevieiiiiiiicrr $35,670

Liabilities and Owner's Equity

Current liabilities

Accounts payable........cccceeeeiciiii $ 4,245
Interest payable ..., 525
Unearned service revenue .........ccccovveeiirmnesssinnassssnnans 2,750
Total current liabilities........ccccoveviviiiieciicircrecceee, 7,520
Long-term liability
Notes payable ... 15,000
Total liabilities .........ccvreeceiirre e 22,520
Owner's equity
D. Rafael, capital........cccccceeeeiimmeeccrrirreecrr e 13,150
Total liabilities and owner's equity ..........cccccc....... $35,670
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EXERCISE 4-7

(a)
SUMMIT’S BOWL-A-DROME ALLEY
Income Statement

Year Ended December 31, 2008

BOWIING reVENUE ......ccoeeviiiieeeeeceeeeeeeeee s es e e e e e e e e e e e e e $14,180
Expenses
Amortization expense.......c..ccccceviiirirrrreeennnnee. $7,360
Insurance eXpense .......ccccovveeciirreniiirrensnernnnns 870
Interest eXpense .......cocvcereeiireerece e 2,600
Total eXPeNSeS .....ccoveiireeiirecrreer e e e 10,830
Net income.........ooociiiiirr e 3,350

SUMMIT’S BOWL-A-DROME ALLEY
Statement of Owner's Equity
Year Ended December 31, 2008

T. Bolgos, capital, January 1, 2008 .............cccccevrveniinnens $115,000
Add: Net inCoOme.....c.oeeiirrc e e e 3,350

118,350
LesS: Drawings.......ccccciiiieeiimrcniiircas s s s s ssmnsssssnnsass 10,000
T. Bolgos, capital, December 31, 2008 .............ccccccunueee. $108,350
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EXERCISE 4-7 (Continued)
(a) (Continued)
SUMMIT'S BOWL-A-DROME ALLEY

Balance Sheet
December 31, 2008

Assets

Current assets

CaSh..c e $ 17,940

Accounts receivable........cc.ccoviiiiiiiinicc s 13,880

ST o o] 1= 740

Prepaid insurance.........ccccoimciiimmciiinmsninrs s 4,590

Total current assets.......coovvreiiicirciiccr e, 37,150

Property, plant, and equipment

P2 Vo [ $64,000

Building ..cccenoiiieree, $128,800

Less: Accumulated amortization .. _50,600 78,200

Equipment.........ommirreeeeeeee $62,400

Less: Accumulated amortization .. 17,770 44,630 186,830
Total aSSets .....cieiiiiiiiii i $223.980

Liabilities and Owner's Equity
Current liabilities

Accounts payable........cccceeeiciiii $ 12,300
Interest payable ... 2,600
Unearned bowling revenue...........cceiiimeeinineennnnnan. 950
Current portion of mortgage payabile...................... 12,750
Total current liabilities........ccccoeciviiiiecircc e, 28,600
Long-term liabilities
Mortgage payable ..........ccoooimmiiiiiirr s 87,030
Total liabilities .........cooevreeceiirr e 115,630
Owner's equity
T. Bolgos, capital..........oeciimimiiiiiccirrr e 108,350
Total liabilities and owner's equity ..........cccccc....... $223,980
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EXERCISE 4-7 (Continued)

(b) Working capital = Current Assets — Current Liabilities
$8,550 = $37,150 - $28,600

Current Ratio = Current Assets = Current Liabilities
1.30:1 = $37,150 + $28,600.

Almost 50% of current assets are in the form of cash. The
company's liquidity appears to be reasonably good.

EXERCISE 4-8
(@) Working Capital = Current Assets - Current Liabilities

2005: $17,192,000 - $4,639,000 = $12,553,000
2004: $20,842,000 - $4,996,000 = $15,846,000
2003: $42,523,000 - $7,132,000 = $35,391,000

Current Ratio = Current Assets = Current Liabilities

2005: $17,192,000 + $4,639,000 = 3.71:1
2004: $20,842,000 + $4,996,000 = 4.17:1
2003: $42,523,000 + $7,132,000 = 5.96:1

(b) Based on the both working capital and the current ratios
Theratechnologies’ liquidity in 2005 is below that of 2004
and 2003, with 2003 being the best year. However, it is still
a very positive ratio, with sufficient current assets to cover
current liabilities.
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*EXERCISE 4-9

Accounting Principles, Third Canadian Edition

KWOK YUEN HO COMPANY
Work Sheet

Month Ended April 30, 2008

Unadjusted Trial = Adjustments Adjusted Trial Income Balance Sheet
Balance Balance Statement
Account Titles Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.
Cash 14,770 14,770 14,770
Accounts receivable 8,230 (1) 720 8,950 8,950
Prepaid rent 3,050 (2) 610 2,440 2,440
Equipment 23,040 23,040 23,040
Accum. amort.—equip. 4,480 (3) 640 5,120 5,120
Accounts payable 5,670 5,670 5,670
Notes payable 11,600 11,600 11,600
Interest payable (4) 58 58 58
K. Ho, capital 28,960 28,960 28,960
K. Ho, drawings 3,650 3,650 3,650
Service revenue 11,870 (1) 720 12,590 12,590
Salaries expense 9,840 9,840 9,840
Rent expense (2) 610 610 610
Amortization expense (3) 640 640 640
Interest expense (4) 58 58 58
Totals 62,580 62,580 2,028 2,028 63,998 63,998 11,148 12,590 52,850 51,408
Net Income 1,442 1,442
Totals 12,590 12,590 52,850 52,850
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*EXERCISE 4-10

(a) (1) Accounts Receivable: $27,000 ($34,000 — $7,000 increase in
Service Revenue ($95,000 — $88,000)).

(2) Salaries Expense: $44,000 ($49,000 — $5,000 increase in
Salaries Payable).

(3) Supplies: $3,000 ($7,000 — $4,000 in Supplies Expense).

(4) Insurance Expense: $7,000 ($25,000 — $18,000 decrease in
Prepaid Insurance).

(5) Accumulated Amortization: $22,000 ($12,000 + $10,000
Amortization Expense).

(b) (1) Accounts Receivable......................... 7,000
Service Revenue..........ccccerevrenirnnees 7,000

(2) Salaries Expense......ccccccevvrmmemnncnnrrenes 5,000
Salaries Payable...............ccc.......... 5,000

(3) Supplies Expense......cccccoovrmmrmnncnrernnes 4,000
11T 0] o] [1- Y- 4,000

(4) Insurance Expense........ccccceereemnnnrnene. 7,000
Prepaid Insurance.......................... 7,000

(5) Amortization Expense ........cccccceeieenees 10,000
Accumulated Amortization............ 10,000
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*EXERCISE 4-11
(a)
(1) Dec.31 Accounts Receivable .................... 4,400
Commission Revenue............... 4,400
31 Interest Expense......c...cccceeivrvennnnns 1,550
Interest Payable ........................ 1,550
(2) Dec.31 Commission Revenue................... 96,400
Income Summary.................... 96,400
31 Income Summary ........cccceeevrvennnnnns 9,300
Interest Expense........................ 9,300
31 Income SumMmMary ........ccccceeeeeeerenns 87,100
I. Masterson, Capital................. 87,100
(b) Jan. 1 Commission Revenue.................... 4,400
Accounts Receivable................. 4,400
1 Interest Payable..............ccceeuunnnnnee. 1,550
Interest Expense.........ccccauuu..... 1,550
(c) Jan.10 Cash......ccccooiimmieecciiiirrresr e 6,000
Commission Revenue............... 6,000
31 Interest Expense........cccoevnvvennennnne. 2,235
Cash..iircirr e 2,235
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*EXERCISE 4-11 (Continued)

(a), (b) and (c)

Accounting Principles, Third Canadian Edition

Cash

Date Explanation Ref. Debit Credit Balance

Jan. 10 6,000 6,000
31 2,235 3,765

Accounts Receivable

Date Explanation Ref. Debit Credit Balance

Dec. 31 Unadjusted balance 24,000
31 Adjusting entry 4,400 28,400

Jan. 1 Reversing entry 4,400 24,000

Interest Payable

Date Explanation Ref. Debit Credit Balance

Dec. 31 Unadjusted balance 0
31 Adjusting entry 1,550 1,550

Jan. 1 Reversing entry 1,550 0

I. Masterson, Capital

Date Explanation Ref. Debit Credit Balance

Dec. 31 Unadjusted balance 48,000
31 Closing entry 87,100 135,100

Income Summary

Date Explanation Ref. Debit Credit Balance

Dec. 31 Closing entry 96,400 96,400
31 Closing entry 9,300 87,100
31 Closing entry 87,100 0
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*EXERCISE 4-11 (Continued)

(a), (b), and (c) (Continued)

Commission Revenue

Date Explanation Ref. Debit Credit Balance
Dec. 31 Unadjusted balance 92,000
31 Adjusting entry 4,400 96,400
31 Closing entry 96,400 0
Jan. 1 Reversing entry 4,400 4,400Dr.
10 6,000 1,600
Interest Expense
Date Explanation Ref. Debit Credit Balance
Dec. 31 Unadjusted balance 7,750
31 Adjusting entry 1,550 9,300
31 Closing entry 9,300 0
Jan. 1 Reversing entry 1,550 1,550Cr.
31 2,235 685
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*EXERCISE 4-12

(a) It would be useful to prepare reversing entries for adjustment 1,
4, and 6.
(b)
(1) May 1 Property Management Revenue.. 600
Accounts Receivable .............. 600
(4) May 1 Interest payabile............ceeuvrneeee. 545
Interest expense.........ccccnneee. 545
(6) May 1 Property Tax Payabile................... 3,912
Property Tax Expense............. 3,912
(c) Reversing entries are useful for these adjustments because it
simplifies the recording of future transactions. The entire later
payment can be debited to the expense account and credited to
the revenue account. You will not have to remember what has
gone before. The use of reversing entries does not change the
amounts reported in the financial statements. It simply makes it
easier to record future transactions.
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SOLUTIONS TO PROBLEMS

PROBLEM 4-1A

(@) Account
Other Revenue
Repair Service Expense
Repair Service Revenue
R. Laporte, Drawings
R. Laporte, Capital
Other Expenses
Income Summary

Normal Balance

Credit

Debit

Credit

Debit

Credit

Debit

Credit (Net income); Debit (Net loss)

(b)
Repair Service Revenue..........ccccovvvmunnnnes 180,000
Other Revenue. .......ccoicoieiveiieiieeneeeereaenns 35,000
Income Summary ........ceeeeiiiieiiinnennnn. 215,000
Income Summary.......cccovvireeeciirireeeenns 155,000
Repair Service Expense.........ccccuueee. 125,000
Other Expenses.....cc.ccceeceireencirrennnnnes 30,000
Income Summary.......ccccovviiveeceirereeennnns 60,000
R. Laporte, Capital .......ccccccceevvrveennnnnnn. 60,000
R. Laporte, Capital...........cceeeeecirrrirennnnnnn. 50,000
R. Laporte, Drawings ..........cccceciineennnn. 50,000
(c)
Income Summary
155,000 215,000
Bal. 60,000
60,000
Bal. 0
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PROBLEM 4-2A

(a) GENERAL JOURNAL
Date Account Titles and Explanation Debit Credit
Sept. 30 Accounts Receivable ..............cc.......... 1,150
Service Revenue .........ccccoeeeivevenrennns 1,150
30 Insurance Expense ($4,140 x 8/12) ..... 2,760
Prepaid Insurance ........ccccooeuuerennnneee 2,760
30 Supplies Expense ($3,780 — $960) ...... 2,820
Supplies ....coveiiiirriirr s 2,820
30 Amortization Expense ......c...cccceeivveennnn. 7,200
Accumulated Amortization
—Building ..coeeiiirr e, 2,450
Accumulated Amortization
—Equipment........cieii, 4,750
30 Salaries Expense ......ccccceceivirreeencnneenns 1,075
Salaries Payable ......ccccccoovrremniinnnnes 1,075
30 Interest Expense ......cccccciiiireiiinnennnn, 525
Interest Payable ..........cccceiiriennnneen. 525
($105,000 x 6% x 1/12)
30 Unearned Revenue .......cccovvevrmreernnnnee. 1,710
Service Revenue ........ccooeeevemivvenennnns 1,710
Solutions Manual 4-41 Chapter 4

Copyright © 2009 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is
strictly prohibited.



Weygandt, Kieso, Kimmel, Trenholm, Kinnear Accounting Principles, Third Canadian Edition

PROBLEM 4-2A (Continued)

(b)
EDGE SPORTS REPAIR SHOP
Adjusted Trial Balance
September 30, 2008

Account Titles Debit Credit
CaSh . —————— $10,470
Accounts receivable ($1,450 + $1,150) ............ 2,600
Prepaid insurance ($4,140 — $2,760) ................ 1,380
Supplies ($3,780 — $2,820) .......cccceverrrrrnmreerennnns 960
100 1 o o 55,000
= W71 [ T T 98,000
Accumulated amortization—building

($17,150 + $2,450) .....oeerrreeirrriiiccccnnneeeeeeee e $ 19,600
Equipment..........oo s 38,000
Accumulated amortization—equipment

(99,500 + $4,750) .....eerrrririrrriirccnnnnrree e 14,250
Accounts payable ... 4,300
Unearned revenue ($2,280 — $1,710) ............... 570
Salaries payable ($0 + $1,075) .......ccccceeeeeeeenen. 1,075
Interest payable ($0 + $525) .........cccceveiiiiiiinnnnn. 525
Mortgage payable ..., 105,000
L. Bachchan, capital .......cccooeeerimiiiirrieree, 60,000
L. Bachchan, drawings ..........cccceeiiimeininnenienens 93,525
Service revenue ($198,450 + $1,150 + $1,710) 201,310
Salaries expense ($75,900 + $1,075) ............... 76,975
Utilities expense ......ccccoiiirciiimrecciirsescn e eeeens 11,100
Interest expense ($5,315 + $525) ..........cccueeeee 5,840
Insurance eXpense .........cccccevirreiiirnein .. 2,760
Supplies eXpense ........ccccccevrreriiirnnnnr i ———— 2,820
Amortization expense.........cccccoimmeiiiinreininnann. 7,200

$406.630 $406,630
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PROBLEM 4-2A (Continued)

(c)
EDGE SPORTS REPAIR SHOP
Income Statement
Year Ended September 30, 2008

ServViCe rEVENUE .......cceeviiieiiieiieniirsa s rea s renssens s renassennssenas $201,310
Expenses

Salaries eXpense......cccccccceiiirreeccieerreeneee e $76,975

Utilities expense.......cccomciieeciiiciircccreeeeee, 11,100

Interest expense.......ccccoveciiimciircr e 5,840

Insurance exXpense........cccceeveeirrmiiresernneeennn 2,760

Supplies expense........cccccevrreeiirrencreeeeneeeenns 2,820

Amortization expense.......ccccoveiiiirmiiinnnanans 7,200

Total eXpPenses........ccccceiirmeiiirmesir i 106,695

Net inCome ... .o e e e e $ 94,615

EDGE SPORTS REPAIR SHOP
Statement of Owner's Equity
Year Ended September 30, 2008

L. Bachchan, capital, October 1, 2007 ($60,000 - $4,000) $56,000

Add: Investment..........cccooeiiiiniiiinciiinnnne, $ 4,000
Net income......cccevviiiieciriiecreeeees 94,615 98,615
154,615
Less: Drawings .......ccccooiimmeiiimmessinmsessnirsesssssmsssssnmssssns 93,525
L. Bachchan, capital, September 30, 2008..................... $61.090
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PROBLEM 4-2A (Continued)

(c) (Continued)
EDGE SPORTS REPAIR SHOP
Balance Sheet
September 30, 2008

Assets
Current assets
CaSh e e $10,470
Accounts receivable .........cooeiriiiiiicn 2,600
Prepaid insurance.........cccovveiiieiirccereeccree e e 1,380
ST o] o] 11 960
Total current assets......cccccovvreiiiciiiiccicn e, 15,410
Property, plant, and equipment
=T Vo [ $55,000
Building.....ccccceveevierrniccceeeeeenas $98,000
Less: Accumulated amortization _19,600 78,400
Equipment...........cccooviiiirrirreennnne. $38,000
Less: Accumulated amortization 14,250 23,750 157,150
Total assets......cciecvviiiiiiiir e $172.560

Liabilities and Owner's Equity
Current liabilities

Accounts payable............ccccmiiireec s $ 4,300
Salaries payable........cccccoiiiiriccrrr s 1,075
Interest payable..........ccooiiiiici 525
Unearned revenue.........cccccovimmeiiimmeininnesssnnessssnsassnns 570
Current portion of mortgage payable....................... 5,400
Total current liabilities ........cocevvviiiiiecicc e, 11,870
Long-term liabilities
Mortgage payable..........ccoiiiieiiiiicrr e 99,600
Total liabilities.......cccccceiiirireccr e 111,470
Owner's equity
L. Bachchan, capital........cc.cooommiiimiciiiiicrrcieres 61,090
Total liabilities and owner's equity...........cccccuvnneee. $172,560
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PROBLEM 4-2A (Continued)

(d) GENERAL JOURNAL
Date Account Titles and Explanation Debit Credit
Sept. 30 Service Revenue ........cceeirienerreene. 201,310
Income Summary ......ccccceeeivereeeens 201,310
30 Income SUMMAry ......ccccceevrmmmmmnnneenns 106,695
Salaries Expense .......cccccovremnnnnneee. 76,975
Utilities Expense ......cccooceevrennnneee. 11,100
Interest Expense ......cccoceveirennennns 5,840
Insurance Expense ......ccccccceeevennnns 2,760
Supplies Expense .......ccccoevemnunnneee. 2,820
Amortization Expense................... 7,200
30 Income Summary ......ccccceeeeirrrenienen. 94,615
L. Bachchan, Capital .................... 94,615
30 L. Bachchan, Capital ..........cc...c......... 93,525
L. Bachchan, Drawings ................ 93,525
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PROBLEM 4-3A

(a)
ZAZU PITS RAISIN COMPANY
Income Statement
Year Ended December 31, 2008
Revenues
SEIVICE FEVENUE.....ccuvireenriirenariirennsssressssresnsssresnsssrennns $73,500
Expenses
Salaries exXpense......ccccccceeeeeeiireereeeeeennnnnnnen $47,040
Amortization expense..........cccceeeiireeciinnennnn. 5,800
Utilities expense......cccccoviiciimreeciiinecscnneannn, 5,280
Interest expense.......ccccoviieciiireciircn e, 12,870
Insurance exXpense........ccccceerrreeirrrensneneanans 1,200
Supplies expense.......cccccerveciirerirrcrreeeenans 3,420
Total eXPensSes......cccvreeiiieciireierc e e e e eens 75,610
= A Lo X $ 2,110
ZAZU PITS RAISIN COMPANY
Statement of Owner's Equity
Year Ended December 31, 2008
P. Zazu, capital, January 1, 2008 ($58,500 - $4,500)...... $54,000
Add: Investment ... 4,500
58,500
LesS: Net oSS ...cccciiiieeeiiireeiirrenierenssrrenaseees $2,110
Drawings......cccccciimmeniiimmecsirsenssesessenenns 7,200 9,310
P. Zazu, capital, December 31, 2008.........cccooemerrmirrnnnnns $49.190
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PROBLEM 4-3A (Continued)

(a) (Continued)
ZAZU PITS RAISIN COMPANY
Balance Sheet
December 31, 2008

Assets
Current assets
(O 1= ¢ T $ 8,400
Accounts receivable ... 7,500
Prepaid inSurance.........ccccccoimieiiimrciimrecs e 1,800
ST BT o o] 11 =P 570
Total current assets......ccccvieiiriiiiiici e 18,270
Property, plant, and equipment
17 3 L $102,500
Building.....ccccceeeiimmeecciereeeccce e $150,000
Less: Accumulated amortization ... 24,000 126,000
Equipment..........cccceevvrrrrrrrnneeeenennennn $ 28,000
Less: Accumulated amortization ... 8,400 19,600 248.100
Total assets....ccooccvieeiiiiiiir s $266,370

Liabilities and Owner's Equity

Current liabilities

Accounts payable.........cccccceiiiiiiiiiiii $ 12,740
Salaries payable.........cooeiiiiiii 2,850
Interest payable..........cooeiiii 1,400
Unearned revVeNUE.........ccceuiveiieiieieeiiei e e rsarsa e ssassnnsnnees 2,190
Current portion of mortgage payable ...........ccccccerrrenenenen. 3,000
Total current liabilities ........ccccceviieiieiii e 22,180
Long-term liability
Mortgage payable...........ccccoimimiiiirci s 195,000
Total liabilities......ccccoiiieiriiirr e e 217,180
Owner's equity
P. Zazu, capital .........ccnrremire e e e 49,190
Total liabilities and owner's equity......cc.ccceeciirieniiinnann. $266,370
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PROBLEM 4-3A (Continued)

(b) GENERAL JOURNAL J14
Date Account Titles and Explanation Debit Credit
Dec. 31 Service Revenue .......cccocccereeirenirennnnn. 73,500
Income Summary ........cccceeveeennnnnes 73,500
31 Income SUMMaAry ......ccccceevrmmemmnnneennns 75,610
Salaries Expense ......ccccccerrrmnnnnneee. 47,040
Amortization Expense................... 5,800
Utilities Expense ......cccocerennennneee. 5,280
Interest Expense .......ccoceeiveiinennnns 12,870
Insurance Expense .......ccccceeeeennnns 1,200
Supplies Expense ......c.ccceeeurreeneen. 3,420
31 P. Zazu, Capital ......cccovvenirenrrenee, 2,110
Income Summary ........cccccevriennnnnns 2,110
31 P. Zazu, Capital ....c...ccevreeirenrreneee, 7,200
P. Zazu, Drawings ......ccccccovmmeunnnas 7,200
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PROBLEM 4-3A (Continued)

Accounting Principles, Third Canadian Edition

(c)
Income Summary
73,500
75,610 2,110
0
P. Zazu, Capital P. Zazu, Drawings
58,500 7,200
2,110 7,200
7,200
49,190 0
Service Revenue Supplies Expense
73,500 3,420
73,500 3,420
0 0
Amortization Expense Insurance Expense
5,800 1,200
5,800 1,200
0 0
Salaries Expense Utilities Expense
47,040 5,280
47,040 5,280
0 0
Interest Expense
12,870
12,870
0
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PROBLEM 4-3A (Continued)

(d)
ZAZU PITS RAISIN COMPANY
Post-Closing Trial Balance
December 31, 2008
Debit Credit
CaSh .. ———— $ 8,400
Accounts receivable ........cccoecvriiiiiiiiirceeee, 7,500
Prepaid insurance ...........ccccceiimmeiiinnecninnennns 1,800
ST o] o] 11O 570
Land ... e e 102,500
Building oo 150,000
Accumulated amortization—building ............ $ 24,000
Equipment ... 28,000
Accumulated amortization—equipment ........ 8,400
Accounts payable ........cccooeiiiiiic e, 12,740
Salaries payable........c.ccoooeeiiiriciiir e, 2,850
Interest payable ... 1,400
Unearned revenuUe ........ccccveiieiieiieieiereenrnnenns 2,190
Mortgage payable ........ccocciiieiiiiciircr e 198,000
P. Zazu, capital .........coeeiiimiiiiricers 49,190
Totals ..o $298,770 $298,770
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(a)

(1) INCORRECT ENTRY

1. Cash 670
Accounts Receivable 670

2. Supplies 900
Accounts Receivable 900

3. No entry

4. Misc. Expense 50
Cash 50

5. Salaries Expense 2,000
Cash 2,000

Accounting Principles, Third Canadian Edition

PROBLEM 4-4A

(2) CORRECT ENTRY

Cash 760
Accounts Receivable 760

Equipment 900
Accounts Payable 900

Amortization expense 15
Accumulated Amortization 15

Advertising Expense 75

Cash 75

Salaries Expense 1,250
Salaries Payable 750
Cash 2,000

Solutions Manual

4-51

Chapter 4

(3) CORRECTING ENTRY

Cash 90
Accounts Receivable 90

Equipment 900

Accounts Receivable 900
Supplies 900
Accounts Payable 900

Amortization expense 15
Accumulated Amortization 15

Advertising Expense 75
Cash 25
Misc. Expense 50

Salaries Payable 750
Salaries Expense 750
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PROBLEM 4-4A (Continued)

(a) Continued

(1) INCORRECT ENTRY (2) CORRECT ENTRY (3) CORRECTING ENTRY
6. Equipment 101 Repair Expense 110 Repair Expense 110
Cash 101 Cash 110 Equipment 101
Cash 9
7. Salary Expense 1,800 H. Maurice, Drawings 1,800 H. Maurice, Drawings 1,800
Cash 1,800 Cash 1,800 Salary Expense 1,800
8. No entry Rent Expense 1,150 Rent Expense 1,150
Cash 1,150 Cash 1,150
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PROBLEM 4-4A (Continued)

(b)
INTERACTIVE COMPUTER REPAIR
Trial Balance
March 31, 2008
Debit Credit
Cash ($7,400 + $90 - $25 - $9 - $1,150).............. $ 6,306
Accounts receivable ($3,600 - $90 + $900) ....... 4,410
Supplies ($1,100 - $900) .......ccceeecvemreerrrcrinnneennns 200
Equipment ($11,400 + $900 - $101) .................. 12,199
Accumulated amortization ($5,795 + $15) ........ $ 5,810
Accounts payable ($3,000 + $900).................... 3,900
Salaries payable ($750 - $750).......cccceuuucccceennnn. 0
Unearned revenue ........cccooeeiireirrmncnrensssessneenans 935
H. Maurice, capital ..., 12,725
H. Maurice, drawings ($0 + $1,800)................... 1,800
SEerviCe reVENUE ......ccciveireiireiireirrerrersn e enaees 6,450
Salaries expense ($5,100 - $750 - $1,800) ........ 2,550
Advertising expense ($600 + $75) .................... 675
Miscellaneous expense ($210 - $50)................. 160
Amortization expense ($95 + $15)..........ccc...... 110
Repair expense ($150 + $110) .....cccevvvvrvrrerenennn. 260
Rent expense ($0 + $1,150) .........ccoevvrrrrrreeennnee. 1,150
$29.820 $29.820
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(a)

Accounting Principles, Third Canadian Edition

PROBLEM 4-5A

Income Statement

Balance Sheet

Net Owner’s

Item | Revenue | Expenses | Income | Assets | Liabilities | Equity
1. NE O $700 U$700 | U$700 NE U $700
2. NE NE NE O $600 O $600 NE
3. O $350 NE 0 $350 | O $350 NE O $350
4. NE O $270 U $270 | U $270 NE U $270
5. U $80 NE U $80 U$so NE U $80
6. U $750 U $750 NE NE NE NE
7. NE NE NE U $500 U $500 NE
8. O $300 NE O $300 NE U $300 O $300
9. NE 0$950 U$950 NE NE NE
(b)

Total | U $180 0%$1,170 | U$1,350 | U $600 U $200 U $400

Note that the accounting equations stay in balance, in the total
row. Revenues (U$180) — Expenses (0$1,170) = Net Income
(U$1,350). Assets (U $600) = Liabilities (U$200) + Owner’s
Equity (U$400). The difference in net income (U $ 1,350) and the
owner’s equity (U $400) is item 9 which does result in an

understatement of income but no net effect on owner’s equity.
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PROBLEM 4-6A

(a)
MATRIX CONSULTING SERVICES
Income Statement
Year Ended March 31, 2008

Revenues

Service revenUEe..........ccceveeeiireeiienssrensssensas $79,800

Interest revenuUe.......ccoieeireeiieniieniienreneenneens 600 $80,400
Expenses

Advertising expense........cccccceeeeiiiiiriereeneeens $12,000

Amortization expense..........cccceeiiireniiinnnanans 6,000

Insurance expense ........cccovveciiiireininnnnn. 4,000

Interest expense ... 2,000

Salaries expense .......ccccoerveeciiireeie e eeeans 45,000

Supplies expense ......ccccooeveeceiriencirreenneeeenns 3,700

Total eXPenses .......cccoirrmeriiirmririrs e 72,700

Netincome......... e e e e $ 7,700

MATRIX CONSULTING SERVICES
Statement of Owner's Equity
Year Ended March 31, 2008

N. Anderson, capital, April 1, 2007 ($41,000 - $3,600)... $37,400

Add: Investment.......c.ccoeeeiiiiemiiimenii e erenaaas $3,600
Net income ... e 7,700 11,300
48,700
Less: Drawings......cccccoiimeeiimicecinmrcessssnsss s essass s senanass 12,000
N. Anderson, capital, March 31, 2008 .........ccc.cccnvrvennnnee. $36.700
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PROBLEM 4-6A (Continued)

(a) (Continued)
MATRIX CONSULTING SERVICES
Balance Sheet
March 31, 2008

Assets
Current assets
L0 1= o T $ 4,600
Short-term investments ..........cocceieiiiiiieciisn e, 4,000
Accounts receivable...........ccoeiiiiiiiiiic s 7,400
Interest receivable........cooiieiieiiiicc s 800
Note receivable.......ccociiiiiiiciir e 10,000
Prepaid insurance.........cccoooveciiiimecininiesnnsrsss e eeeans 4,400
ST 0] o o] [ =3 2,300
Total current assets.......cooeireiiiiieiiicn e, 33,500
Property, plant, and equipment
Computer equipment...........ccccevvreeeeeeneccnnennn. $44,000
Less: Accumulated amortization.................. 18,000 26,000
Intangible asset
Patent ... e 16,000
Total aSSets ....ccoiieiiieiirrrrr 75,500

Liabilities and Owner's Equity
Current liabilities

Accounts payable ........ccccccviriiiiiiiiinini $ 8,000
Salaries payable...........ccmimiiiiiii s 2,600
Interest payable ..., 1,000
Unearned reveNUE ........ccccieieeiieiimiiseiserersnsnssensennenes 1,200
Current portion of note payable ..........cccccoerrenrirnenn. 10,000
Total current liabilities.........ccoeeveiieiieiiiciicreceee, 22,800
Long-term liabilities
Notes payable ($26,000 - $10,000) ............cccerriurerrunens 16,000
Total liabilities .......coceeiieiieiieir e 38,800
Owner's equity
N. Anderson, capital ..........cccorrmiriciiicir e, 36,700
Total liabilities and owner's equity ........ccccccce...... $75.500
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PROBLEM 4-6A (Continued)

(b)

2008 2007

Working $33,500 - $22,800 $30,700 - $15,950
Capital = $10,700 = $14,750

Current $33,500 + $22,800 $30,700 + $15,950
Ratio =1.47:1 =1.92:1

Working capital is positive for 2008 and 2007 and the
current ratios are both greater than 1, which indicates the
company can meet its currently maturing obligations.
There was a decline in both ratios from 2007 to 2008;
indicating a weakening in the company’s liquidity from
2007 to 2008.
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Accounting Principles, Third Canadian Edition

PROBLEM 4-7A

(a)
2005 2004 2003

Working $12,770,157 — $9,947,060 — $10,006,747 —
Capital $3,895,903 $4,014,186 $4,958,338

= $8,874,254 = $5,932,874 = $5,048,409
Current $12,770,157 + $9,947,060 + $10,006,747 +
Ratio $3,895,903 $4,014,186 = $4,958,338 =

= 3.28:1 2.48:1 2.02:1

(b) Working capital is positive for 2003 through 2005 and the
current ratios are all greater than 1, which indicates the
company can meet its currently maturing obligations.
There was a significant improvement in both ratios from
2003 to 2005; and, the company’s liquidity has improved
from 2003 to 2005.
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*PROBLEM 4-8A

Edge Sports Repair Shop
Worksheet
Year Ended September 30, 2008

Accounting Principles, Third Canadian Edition

Adjusted Trial Income
Trial Balance Adjustments Balance Statement Balance Sheet

Account Titles Debit Credit Debit Credit Debit Credit Debit Credit Debit Credit
Cash 10,470 10,470 10,470
Accounts

receivable 1,450 (1)1,150 2,600 2,600
Prepaid

insurance 4,140 (2) 2,760 1,380 1,380
Supplies 3,780 (3) 2,820 960 960
Land 55,000 55,000 55,000
Building 98,000 98,000 98,000
Accum. amort.—bldg 17,150 (4) 2,450 19,600 19,600
Equipment 38,000 38,000 38,000
Accum.amort.—

equip. 9,500 (4) 4,750 14,250 14,250
Accounts

payable 4,300 4,300 4,300
Unearned revenue 2,280 (7)1,710 570 570
Salaries payable (5) 1,075 1,075 1,075
Interest payable (6) 525 525 525
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*PROBLEM 4-8A (Continued)

Adjusted Trial Income
Trial Balance Adjustments Balance Statement Balance Sheet

Account Titles Debit Credit Debit Credit Debit Credit Debit Credit Debit Credit
Mortgage payable 105,000 105,000 105,000
L. Bachchan,

capital 60,000 60,000 60,000
L. Bachchan,

drawings 93,525 93,525 93,525
Service (1) 1,150

revenue 198,450 (7) 1,710 201,310 201,310
Salaries expense 75,900 (5) 1,075 76,975 76,975
Utilities expense 11,100 11,100 11,100
Interest expense 5,315 (6) 525 5,840 5,840
Insurance expense (2) 2,760 2,760 2,760
Supplies expense (3) 2,820 2,820 2,820
Amort. expense (4)_7,200 7,200 7,200
Totals 396,680 396,680 17,240 17,240 406,630 406,630 106,695 201,310 299,935 205,320

Net income
Totals

Solutions Manual
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94,615

201,310

299,935

01,310 299,935
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*PROBLEM 4-9A

(a)
KUMAR MANAGEMENT SERVICES
Work Sheet
Year Ended December 31, 2008

Adjusted Trial Income

Account Titles Trial Balance Adjustments Balance Statement Balance Sheet

Debit Credit Debit Credit Debit Credit Debit Credit Debit Credit
Cash 12,550 12,550 12,550
Accts. rec. 23,600 (a) 1,500 25,100 25,100
Supplies 3,150 (b) 2,460 690 690
Prepaid insur. 3,100 (c) 1,700 1,400 1,400
Land 58,000 58,000 58,000
Building 112,500 112,500 112,500
Accum. amort.

—building 22,500 (d) 2,500 25,000 25,000
Equipment 51,000 51,000 51,000
Accum. amort.

—equipment 17,000 (d) 4,250 21,250 21,250
Accts payable 10,640 (e) 700 11,340 11,340
Sal. payable (f) 845 845 845
Int. payable (g9) 1,250 1,250 1,250
Unearned rent

revenue 5,000(h) 1,900 3,100 3,100

Mort. payable 100,000 100,000 100,000
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*PROBLEM 4-9A (Continued)
(a) (Continued)

Accounting Principles, Third Canadian Edition

Adjusted Trial Income
Account Titles Trial Balance Adjustments Balance Statement Balance Sheet
Debit Credit Debit Credit Debit Credit Debit Credit Debit Credit
M. Kumar, cap. 113,150 113,150 113,150
M. Kumar,
draw. 28,500 28,500 28,500
Service rev. 66,100 (a) 1,500 67,600 67,600
Rent rev. 24,000 (h) 1,900 25,900 25,900
Salaries exp. 38,675 () 845 39,520 39,520
Utilities exp. 15,800 (e) 700 16,500 16,500
Prop. tax exp 5,265 5,265 5,265
Insurance exp. (c) 1,700 1,700 1,700
Interest exp. 6,250 (g9) 1,250 7,500 7,500
Amort. exp. (d) 6,750 6,750 6,750
Supplies exp. (b) 2,460 2,460 2,460
Totals 358,390 358,390 17,105 17,105 369.435 369.435 79,695 93,500 289,740 275,935
Net income 13,805 13,805
Totals 93,500 93,500 289,740 289,740
Key: (a) Service revenue accrued $25,100 - $23,600 - $1,500

Supplies used $3,150 - $690 = $2,460
Expired insurance $3,100 - $1,400 = $1,700
Amortization expense—building

+ Amortization expense—equipment
Utilities expense accrued $11,340 - $10,640 = $700
Salaries accrued $845

Interest expense accrued $1,250

Rent revenue earned $5,000 - $3,100 = $1,900

(b)
(c)
(d)

(e)
(f)
(9)
(h)

$25,000 - $22,500 = $2,500
$21,250 - $17,000 = $4,250

$6,750
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*PROBLEM 4-9A (Continued)
(b)
KUMAR MANAGEMENT SERVICES
Balance Sheet
December 31, 2008

Assets
Current assets
(05 1] o T $ 12,550
Accounts receivable .........cooeeiriiiiiicn 25,100
SUPPLIES ... e 690
Prepaid insurance.........ccccooimieciiimmcinimnecn s 1,400
Total current assets......cccccovvreiiiiiiiciecre e, 39,740
Property, plant, and equipment
172 4 o $58,000
Building.....coceeiimiecirecereeeeee, $112,500
Less: Accumulated amortization _ 25,000 87,500
Equipment...........cccoovrrirrirrreennnnne. $ 51,000
Less: Accumulated amortization 21,250 29,750 175,250
Total assets......coicvviiiiiiiir e $214.990

Liabilities and Owner's Equity
Current liabilities

Accounts payable............ccccriiireeecre s $ 11,340
Salaries payable........ccceiiiiriccrr s 845
Interest payable.........cccomiiiiiiii 1,250
Unearned rent revenue .......coovviciieciviiciecnsen e rensen e 3,100
Current maturity of long-term debt.............cccccneeene 10,000
Total current liabilities ........cocevvviiiiiecicc e, 26,535
Long-term liabilities
Mortgage payable..........coiimiiiiiicr e 90,000
Total liabilities.......cccccceiiirireccr e 116,535
Owner's equity
M. Kumar, capital ($113,150 + $13,805 — $28,500)..... 98.455
Total liabilities and shareholder’s equity.............. $214,990
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*PROBLEM 4-9A (Continued)

(c)
Dec. 31 Accounts Receivable............ccuvu..e. 1,500
Service Revenue..........c.cceeevvenneee. 1,500
31 Supplies Expense..........cccceeivrvennnnas 2,460
Supplies .....covveiiiimreiiiirrirrr 2,460
31 Insurance Expense........cccccceimvennnnes 1,700
Prepaid Insurance........................ 1,700
31 Amortization Expense. ..........ccccuuneee 6,750
Accumulated Amortization
—Building ..cceoiiiee 2,500
Accumulated Amortization
—Equipment.........ceiiiiiens 4,250
31 Utilities Expense.......ccccoovieiiirnennnnns 700
Accounts Payabile........................ 700
31 Salaries Expense......cccccceeivirrecnnnnnnn. 845
Salaries Payable.........cccccceveeunee.e. 845
31 Interest Expense......cccooveiiicnivrennnnee. 1,250
Interest Payabile...........cccccorvennnnnns 1,250
31 Unearned Rent Revenue.................. 1,900
Rent Revenue........cccceecveieiieennne 1,900
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*PROBLEM 4-9A (Continued)

Accounting Principles, Third Canadian Edition

(d)
Dec. 31 Service Revenue.......ccccoovmvrmevreennnnn. 67,600
Rent Revenue.......cccoieivvieiieciennnnnnes 25,900
Income Summatry ...........c..ouuu..... 93,500
31 Income Summary......cccccceeiirrrrennnnnnns 79,695
Salaries Expense........cccccervemnnnnnen 39,520
Utilities Expense .........cccccenuuneeee. 16,500
Property tax Expense.................. 5,265
Insurance Expense...................... 1,700
Interest Expense...........cccccnuu....e. 7,500
Amortization Expense................. 6,750
Supplies Expense........ccccrvmuunnen.n. 2,460
31 Income Summary......ccccceovrrencirrennnnn 13,805
M. Kumar, Capital........................ 13,805
31 M. Kumar, Capital ......c..coeevvrennrennnnns 28,500
M. Kumar, Drawings.................... 28,500
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*PROBLEM 4-9A (Continued)

(e)
KUMAR MANAGEMENT SERVICES
Post-Closing Trial Balance
December 31, 2008
Debit Credit
CaSh e ————— $ 12,550
Accounts receivable .........cooeciiiiiiiiiiecice, 25,100
ST o] o] 11 690
Prepaid insurance ..........ccocceeiimieciiiinsininnennnnnans 1,400
Land ... e e e 58,000
Building oo e 112,500
Accumulated amortization—building .............. $ 25,000
Equipment ... 51,000
Accumulated amortization—equipment .......... 21,250
Accounts payable..........cccooeiiriiicr e 11,340
Salaries payable...........ccoeeiiiiiiricrr s 845
Interest payable ... 1,250
Unearned rent revenue ........ccoevvivcieiieiiecrecenne, 3,100
Mortgage payable ..., 100,000
M. Kumar, capital .......ccccoovmmeiiiiiciiireccineeeeees 98.455
$261,240 $261,240
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*PROBLEM 4-10A
(a) 950 (n) 2,790
(b) 1,860 (o) 300
(c) 1,280 (p) 900
(d) 2,190 (q) 4,700
(e) 150 (r) 600
(f) 600 (s) 300
(9) 300 (t) 900
(h) 900 (u) 4,700
(i) 900 (v) 4,700
(i) 210 (w) 5,175
(k) 300 (x) 13,390
(1 700 (y) 475
(m) 500 (z) 2,115
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*PROBLEM 4-11A

(@) Assuming the company does not use reversing entries:

1. CaSh. 5,550
Rent Revenue ........cooeiveiieiieeiiecieicnnnennns 1,850
Rent Receivable .........ccccoieivveviniieiinnnnnnns 3,700
Property Tax Expense ......ccccccveeiimeenninnns 5,250
Property Taxes Payable.............ccoovrrennnnnnn. 3,150
Cash ... 8,400
Insurance Expense.........cccceeiiiieiiineenininnens 5,250
Prepaid Insurance..........ccccovmieciiinennnnes 5,250

Alternatively, this could be treated as a
year-end adjustment.

Prepaid Insurance...........ccceiirreiiirieninnnees 9,000

05 - 1] o 1 9,000
Unearned Service Revenue............cceeeueeee. 25,000
CaSN.. e ———— 390,000

Service Revenue..........ccoeceieienirnrennennnns 415,000
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*PROBLEM 4-11A (Continued)

(a) (Continued)

Accounting Principles, Third Canadian Edition

2.
Rent Receivable Prepaid Insurance
Dec. 31 Dec. 31
Bal. 3,700 Bal. 5,250
3,700 5,250
0 9,000
9,000
Property Taxes Payable Unearned Service Revenue
Dec. 31 Dec. 31
3,150 | Bal. 3,150 25,000 | Bal. 25,000
0 0
Rent Revenue Property Tax Expense
| 1,850 5,250 |
Service Revenue Insurance Expense
415,000 5,250 |
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*PROBLEM 4-11A (Continued)

(b) Assuming that reversing entries are used for accruals:

1. Rent Revenue.........cooiriiireiirniiiecrnnennes 3,700
Rent Receivable .........ccocvieireireiieiinnnnnnns 3,700

Property Taxes Payable..........cccccorvrunnnnnene. 3,150
Property Tax Expense........cccccoeruirennnnns 3,150

2. Cash. 5,550
Rent Revenue ........coce i secene, 5,550

Property Tax Expense .......cccccevveiireninennn. 8,400
CaSh . 8,400

Insurance Expense........ccccerveirieiirenenennn. 5,250
Prepaid Insurance.........ccccoeveneirenirennnnns 5,250

Alternatively, this could be treated as a
year-end adjustment.

Prepaid Insurance...........cccceeiiveeiiivenninnnenn. 9,000
CaSh e 9,000
Unearned Service Revenue........c...cceveeeeee. 25,000
CasSh..c e 390,000
Service Revenue..........coceeieiieireirniennenns 415,000
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*PROBLEM 4-11A (Continued)

(b) (Continued)

Accounting Principles, Third Canadian Edition

3.
Rent Receivable Prepaid Insurance
Dec. 31 Dec. 31
Bal. 3,700 | Jan. 1 3,700 Bal. 5,250
5,250
0 9,000
9,000
Property Taxes Payable Unearned Service Revenue
Dec. 31 Dec. 31
Jan. 1 3,150 | Bal. 3,150 25,000 | Bal. 25,000
0 0
Rent Revenue Property Tax Expense
Jan. 1 3,700 Jan.1 3,150
5,550 8,400
1,850 5,250
Service Revenue Insurance Expense
415,000 5,250

(c)

All of the account balances in (b) are the same as they were in

(a). Reversing entries can be useful because they simplify the
recording of cash transactions after the fiscal year end. It is not
necessary to look at the previous year’s adjusting entries to
decide how to record a cash transaction after the year end.
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*PROBLEM 4-12A
(a)
Apr. 30 Accounts Receivable........ccccceeurvenrrrennnns 775
Game Fee Revenue.........cccccccevivennnnnne 775
30 Supplies Expense ($3,370 — $540)......... 2,830
SUpplies ....ccoovreiiirreiirrc 2,830
30 Amortization Expense ($135,000 + 10).. 13,500
Accumulated Amortization
—equipment ... s 13,500
30 Salaries EXpense......ccccccovimmemencinrrencnnnnnn 720
Salaries Payable.......ccccccceeiimrrenncinnnns 720
30 Interest Expense ($85,000 x 6% x 1/12). 425
Interest Payable..........ccoeeiiiiinniinnnnn. 425
30 Unearned Game Fee Revenue .............. 1,475
Game Fee Revenue.........ccoeveveevvennnnee 1,475
(b)
May 1 Game Fee Revenue ......cccccceeviimmienncinnnnes 775
Accounts Receivable ......................... 775
1 Salaries Payable...........ccccceiiiiiieeciinenns 720
Salaries Expense.......ccccooveerrenirrennnnen. 720
1 Interest Payable .........cocecirmeiiieciiiiieee 425
Interest Expense........ccooeiieiieiicinennns 425
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*PROBLEM 4-12A (Continued)

(c)
May 10 Salaries Expense.....ccccccccceeivrieeirrecnnnnns 2,785
Cash .. 2,785
17 Cash ($1,150 + $775)....ccccevreerrrrcrrcccrcnnne 1,925
Game Fee Revenue.........ccoevevvevvennnnes 1,925

June 30 Interest Expense ($85,000 x 6% x 3/12). 1,275

Cash o s 1,275
(d)
May 10 Salaries Expense ......ccccccccceciirreniiincnnnnas 2,065
Salaries Payable..........ccoeeeciirieciirieniine, 720
CasSh i 2,785
17 CaSh.. e e 1,925
Accounts Receivable ..........cccceuuae.e.e. 775
Game Fee Revenue........cccccevevveennneen 1,150

June 30 Interest Expense ($85,000 x 6% x 2/12). 850
Interest Payable ..o, 425
Cash . 1,275
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PROBLEM 4-1B

(a) Professional Fees Earned....................... 275,000
Other Revenue ........ccoieieieeiieiseneerenennenes 20,000
Income Summary ........ccceeeiiiiiiiennnnn. 295,000
Income Summary.........ccooimieiiiiiinneenn. 165,000
Operating Expenses..........cccceciirvennnnns 145,000
Other Expenses......ccccoveiireecireecrennnnns 20,000
Income Summary.........ccoiiieiiiiiinneen. 130,000
J. Lecoure, Capital .........ccecerreverennnnneee. 130,000
J. Lecoure, Capital........cccooeeirenciiiniieennnns 125,000
J. Lecoure, Drawings.......cc.cccccereennneeee. 125,000
(b)
Income Summary
295,000
165,000
Bal. 130,000
130,000
Bal. 0
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PROBLEM 4-2B

Accounting Principles, Third Canadian Edition

(a) GENERAL JOURNAL
Date Account Titles and Explanation Debit Credit
Jan. 31 Accounts Receivable ...........ccceevuvrennn 1,550
Service Revenue .........cccoveveeennnee 1,550
31 Insurance Expense ($4,020 x 10/12). 3,350
Prepaid Insurance ........cccccovveuunnnne 3,350
31 Supplies Expense ($5,240 - $670)..... 4,570
Supplies ....ccovveiiiireciiir s 4,570
31 Amortization Expense. ..........cccceeeeneee. 3,800
Accumulated Amortization—
Building ($90,000 + 45).................. 2,000
Accumulated Amortization—
Equipment ($27,000 + 15).............. 1,800
31 Salaries EXpense ......ccccccevvrmremniinnnnns 1,325
Salaries Payable ......cccccovrrrrrennnn. 1,325
31 Interest Expense ($102,000 x 7% x 1/12) 595
Interest Payable ..........ccccceevivennnnnns 595
31 Unearned Revenue .......ccocevereecrnnnee. 1,700
Service Revenue ........ccoeeevvemvennnnee 1,700
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PROBLEM 4-2B (Continued)

(b)
CAMPUS CYCLE SHOP
Adjusted Trial Balance
January 31, 2008
Debit Credit
CaSh . ————— $ 8,200
Accounts receivable ($1,630 + $1,550)............. 3,180
Prepaid insurance ($4,020 - $3,350) ................. 670
Supplies ($5,240 - $4,570) .....coeeeeeecvvvmmmerrreeeeenns 670
7= 1 T 50,000
= W71 [ [T T 90,000
Accumulated amortization—building
($11,000 + $2,000) ......coerrrrrrrrrriiccnnneereeeeeeens $ 13,000
Equipment ... 27,000
Accumulated amortization—equipment
($4,500 + $1,800) .......ccmmrrrrrrrrrrricccnnnerreeeeeeen 6,300
Accounts payable ... 4,000
Salaries payable........c..cooeeiiriciirr, 1,325
Interest payable ..o 595
Unearned revenue ($1,950 - $1,700) ................. 250
Mortgage payable ...........coeeciirieiiiricre e, 102,000
K. Dude, capital .....c.cooeeeiremciiiiircre e, 66,000
K. Dude, drawings .....c...cccccceiimmeniinmeessnessessnenenns 101,100
Service revenue ($231,065 + $1,550 + $1,700). 234,315
Salaries expense ($115,200 + $1,325) .............. 116,525
Utilities expense .......cccccciiireciiirecninnecncneesneneens 12,000
Interest expense ($6,125 + $595) ...........ccueeeee 6,720
INSurance eXpPense .........ccccceevirreniiirnenssinnnssserenn 3,350
Supplies eXpPense ........ccccccivmrmnirirnesin s 4,570
Amortization expense.........ccccooimmeriiinreininnenn. 3,800
$427.785 $427,785
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PROBLEM 4-2B (Continued)

(c)
CAMPUS CYCLE SHOP
Income Statement
Year Ended January 31, 2008

ServViCe rEVENUE .......cceeviiieiiieiieniirsa s rea s renssens s renassennssenas $234,315
Expenses

Salaries exXpense.......ccccccceeiirrremncineereeennn $116,525

Utilities expense.......cccormeciiiciircciecccreeees 12,000

Interest expense.......ccccoveeciiieciirce e r e, 6,720

Insurance expense........cccceevecirrenirenernaeeens 3,350

Supplies expense........ccccccerrreiiireencirreennnens 4,570

Amortization expense...........ccceeiiireeiinnnnnan. 3,800

Total eXpPenses........ccccceiirmeiiirmesir i 146,965

Net inCome ... .o e e e e $ 87,350

CAMPUS CYCLE SHOP
Statement of Owner's Equity
Year Ended January 31, 2008

K. Dude, capital, February 1, 2007 ($66,000 - $3,000).... $ 63,000

Add: Investment........cccooeiiiiiiiiicii e, $ 3,000
Net income......cccoreiieciriic e 87,350 90,350
153,350
LesS: Drawings .......cccccoiiimeiiimmenimmnessnisnesssssassssssmsssssnnss 101,100
K. Dude, capital, January 31, 2008 ..........cccormmiiimirennnnns $ 52,250
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PROBLEM 4-2B (Continued)

(c) (Continued)
CAMPUS CYCLE SHOP
Balance Sheet
January 31, 2008

Assets
Current assets
0% 1] o TP $ 8,200
Accounts receivable .........ccccoiriiiiiiicn 3,180
Prepaid insurance..........cccooviiiecirmecciscr e e 670
ST o] o] 113 670
Total current assets.......cccoiviiiiciicncr s 12,720
Property, plant, and equipment
1= 3 T $50,000
Building.....cccoovvviiiciiiieeeeeeeeeeeecs $90,000
Less: Accumulated amortization... 13,000 77,000
Equipment...........ccooeiiiiiirrrreeee, $27,000
Less: Accumulated amortization .. _ 6,300 20,700 147,700
Total aSSetS.....ccivuiieiiiirir $160.420

Liabilities and Owner's Equity
Current liabilities

Accounts payable............ccccmiirriercrcr s $ 4,000
Salaries payable..........ccccoiiirreci s 1,325
Interest payable..........ccoovmeiiiiii 595
Unearned revenue.........cccccoviimeiiinmesninnessssssesssssassenes 250
Current portion of mortgage payabile ........................ 4,500
Total current liabilities ........cccevvviiiiieciicc e, 10,670
Long-term liabilities
Mortgage payable..........coiimieiiiiicrr e 97,500
Total liabilities.......cccccceiiirireccr e 108,170
Owner's equity
K. Dude, capital ........cccooimmmiiiiiiirrcr e 52,250
Total liabilities and owner's equity...........cccccuvvneee. $160,420
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PROBLEM 4-2B (Continued)

Accounting Principles, Third Canadian Edition

(d) GENERAL JOURNAL
Date Account Titles and Explanation Debit Credit
Jan 31 Service Revenue ......ccccovvmevrecveenennnes 234,315
Income Summary ........cccceeveeennnnnes 234,315
31 Income SUMMAry ......ccccceevmmmrmmnnneennes 146,965
Salaries Expense ......ccccccevrrmnnnnneee. 116,525
Utilities Expense ......cccoerenrennneee. 12,000
Interest Expense .......ccoceevveiieennnns 6,720
Insurance Expense .......cccccvevennnns 3,350
Supplies Expense .......ccccoereeunnnneee. 4,570
Amortization Expense................... 3,800
31 Income Summary ......c.ccceeeeerrreniienen. 87,350
K. Dude, Capital .......ccccovenrrennnnnnne. 87,350
31 K. Dude, Capital .......ccoovmnrrrnrrennen. 101,100
K. Dude, Drawings ......ccccccovveuunnns 101,100
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PROBLEM 4-3B

(a)
RAISIN OATMEAL COMPANY
Income Statement
Year Ended December 31, 2008
Revenues
SEIVICE FEVENUE.....ccuvireenriirenariirennsssressssresnsssresnsssrennns $139,800
Expenses
Advertising expense ..........cccceeveiiiiinnssesnnnnnns $ 2,400
Amortization expense.......cccccveiiirrenininneannn. 10,300
Utilities expense.......ccccoiieeciimreiiinnencsineensnens 2,175
Interest expense.......ccccoiiieiiiirencirrcn . 4,155
Insurance exXpense........cccceeeirreniiinrenisirnnnen. 8,400
Salaries exXpense........ccccceevirreiiirnesn e, 32,100
Supplies eXpense.......cccccerveirrecerencerenerenns 2,170
Total eXPensSes......cccoreeirieciireirrr e e e e eens 61,700
Net iNCOME ...t e e e $ 78,100
RAISIN OATMEAL COMPANY
Statement of Owner's Equity
Year Ended December 31, 2008
R. Ospina, capital, January 1, 2008 ............ccceevvrrrrirrennnne $137,500
Add: Investment.........cooeiiiiiiii 2,500
Net INCOMe.....eere e 78,100
218,100
Less: Drawings ......ccccccciiiimeiiimmeisirsesss s ssssssssesnsssssnnns 59,200
R. Ospina, capital, December 31, 2008.........ccccorvmreremnnnns $158,900
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PROBLEM 4-3B (Continued)

(a) (Continued)

RAISIN OATMEAL COMPANY
Balance Sheet
December 31, 2008

Assets
Current assets
O 1= o T $ 6,185
Accounts receivable ..o 13,500
Prepaid insurance.........cccccoiiiieciiiieesininsessn s ereeseenans 3,500
ST 0] o o] [ =3 1,140
Total current assets.......c.ccoeciiiimiiiciis s 24,325
Property, plant, and equipment
- T 3 L [ $ 46,800
Building.....ccccceeeiimieecciereeeeee e, $187,580
Less: Accumulated amortization ... 37,520 150,060
Equipment.........ccccceeevirirrrimreeeennnnennn $26,000
Less: Accumulated amortization ... 5,600 20,400 217,260
Total assets....ccoocvviiiiiiii e $241,585

Liabilities and Owner's Equity
Current liabilities

Accounts payable..........cccceiiiiiiiiiii s $ 13,220
Salaries payable.........ccccooiiiiiiii s 3,000
Interest payable...........coiiin 350
Unearned revenue.........cccoeeeieeiieiieisenseirnrsnnsnsnsssnnenns 2,190
Current portion mortgage payable.........ccccccerrennnnnneee. 7,500
Total current liabilities ........ccccovvviiiiieciicc e 26,260
Long-term liability
Notes payable.........iiiircrrc e 56,425
Total liabilities........ccoiiimiiiiiiicrr e s 82,685
Owner's equity
R. Ospina, capital ......cccooeeiiimiiicrcrecree e, 158,900
Total liabilities and owner's equity...........ccccuuuu.ee. $241,585
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PROBLEM 4-3B (Continued)

(b) GENERAL JOURNAL J14
Date Account Titles and Explanation Debit Credit
Dec. 31 Service Revenue .......cccocccereeirenirennnnn. 139,800
Income Summary ........cccceevveennnnnes 139,800
31 Income SUMMAry ......ccccceevmmmrmmnnneennes 61,700
Advertising Expense...................... 2,400
Amortization Expense................... 10,300
Utilities Expense ......cceeceiveiieennnns 2175
Interest Expense .......ccoeeevveiiiennnns 4,155
Insurance Expense .......cccccceeveennnns 8,400
Salaries Expense.......cccccceeeuurneeen. 32,100
Supplies Expense ......ccccoeeuerrennnnee. 2,170
31 Income Summary ......ccccceeeceireenniennns 78,100
R. Ospina, Capital ........ccccevenrreennnns 78,100
31 R. Ospina, Capital ........ccccoreeviremnnnnene. 59,200
R. Ospina, Drawings .........ccccccuueee 59,200
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PROBLEM 4-3B (Continued)

Accounting Principles, Third Canadian Edition

(c)
Income Summary
139,800
61,700
78,100
0
R. Ospina, Capital R.Ospina, Drawings
140,000 59,200
78,100 59,200
59,200
158,900 0
Service Revenue Interest Expense
139,800 4,155
139,800 4,155
0 0
Advertising Expense Insurance Expense
2,400 8,400
2,400 8,400
0 0
Amortization Expense Salaries Expense
10,300 32,100
10,300 32,100
0
Utilities Expense Supplies Expense
2,175 2,170
2,175 2,170
0 0
Solutions Manual Chapter 4
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PROBLEM 4-3B (Continued)

(d)
RAISIN OATMEAL COMPANY
Post-Closing Trial Balance
December 31, 2008
Debit Credit
CaSh .. ——— $ 6,185
Accounts receivable .........ccoecviiiiiiiiicircnen 13,500
Prepaid insurance ...........ccccceiimmeiiiinnenininnennns 3,500
ST o] o] 11 1,140
Land......oooe e e e 46,800
Building oo e 187,580
Accumulated amortization—building ............ $ 37,520
Equipment ... 26,000
Accumulated amortization—equipment ........ 5,600
Accounts payable ..., 13,220
Salaries payable ..., 3,000
Interest payable ..o 350
Unearned revenuUe ........cccceeiieiieireieierenenennenns 2,190
Notes payable ... 63,925
R. Ospina, capital ......cccccoovmrrmencciiirreecceeeeeeeees 158,900
LI = 1= $284.705 $284,705
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(a)

(1) INCORRECT ENTRY

1. Cash 690
Accounts Receivable

2. Supplies 3,240
Accounts Payable

3. No entry

4. Advertising Expense 45
Cash

5. Salaries Expense 1,900
Cash

6. Equipment 126
Cash

690

3,240

45

1,900

126

Accounting Principles, Third Canadian Edition

PROBLEM 4-4B

(2) CORRECT ENTRY

Cash
Accounts Receivable

580

Equipment
Accounts Payable

3,240

Amortization Expense 270

Accum. Amortization
Misc. Expense 145
Cash
Salaries Expense 1,400
Salaries Payable 500
Cash
Repair Expense 126

Cash

580

3,240

270

145

1,900

126

Solutions Manual

4-85

Chapter 4

(3) CORRECTING ENTRY

Accounts Receivable 110
Cash

Equipment 3,240
Supplies

Amortization Expense 270
Accum. Amortization

Miscellaneous Expense 145
Advertising Expense
Cash

Salaries Payable 500
Salaries Expense
Repair Expense 126

Equipment
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PROBLEM 4-4B (Continued)

(a) Continued

(1) INCORRECT ENTRY (2) CORRECT ENTRY (3) CORRECTING ENTRY
7. Salary Expense 2,200 S. Morris, Drawings 2,200 S. Morris Drawings 2,200
Cash 2,200 Cash 2,200 Salary Expense 2,200
8. No entry Rent Expense 950 Rent Expense 950
Cash 950 Cash 950
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PROBLEM 4-4B (Continued)

(b)
CAMPUS DVD REPAIR
Trial Balance
April 30, 2008
Debit Credit
Cash ($4,960 - $110 - $100 - $950) .........cceeeveen. $ 3,800
Accounts receivable ($3,200 + $110) ............... 3,310
Supplies ($3,800 - $3,240).......ccccceveeeeerrcceeennne 560
Equipment ($10,926 + $3,240 - $126) ............... 14,040
Accumulated amortization ($2,925 + $270) ..... $ 3,195
Accounts payable ..........ccccceiiiiiii 2,100
Salaries payable ($500 - $500) ..........ccceeeeeennnne. 0
Unearned revenue ........cccooeciivceivreesreessssnsneenans 590
S. Morris, capital ........ccccovieiireiirc e 16,900
S. Morris, drawings ($0 + $2,200)............ccceeeu... 2,200
ServiCe reVeNUE .......ccceeireimireireisisnresrensensranes 6,886
Salaries expense ($6,000 - $500 - $2,200) ........ 3,300
Advertising expense ($400 - $45)...................... 355
Miscellaneous expense ($290 + $145) .............. 435
Amortization expense ($225 + $270) ................ 495
Repair expense ($100 + $126) ........ccceeveveeeeeenen. 226
Rent expense ($0 + $950) ........cccoevvvvivririreeeeennnn. 950
$29.671 $29.671
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(a)

Accounting Principles, Third Canadian Edition

PROBLEM 4-5B

Income Statement Balance Sheet
Item Revenue | Expenses Net Assets | Liabilities | Owner’s
Income Equity
1. NE U $500 O $500 NE U $500 O $500
2. NE O $300 U $300 U $300 NE U $300
3. NE NE NE U $450 NE NE
4. NE U $72 O $72 NE NE O $72
5. U $580 NE U $580 U $580 NE U $580
6. NE U $1,200 | O $1,200 NE U $1,200 | O $1,200
7. NE NE NE U $250 NE NE
8. O $300 NE O $300 NE U $300 O $300
(b)
Totals U $280 U$1,472 | 0$1,192 | U $1,580 | U $2,000 | O $1,192

Note that the balance sheet totals do not balance (U $1,580 = U

$2,000 + O $1,192) because of one-sided posting errors that
were made in items 3, 4, and 7 above.
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PROBLEM 4-6B

(a)
CORMIER COMPANY
Income Statement
Year Ended December 31, 2008

Revenues

ServiCe reveNUEe..........ccceieeeiiieeiienirenssensssenans $92,000

Interest revenuUe.......ccoeeiveiirmireirei e reanns 600 $92,600
Expenses

Amortization expense.......cc.cccceeviiiirrrrreeennnnn. $ 8,000

Insurance expense .........ccciiirmniinne s 5,000

Interest expense ... 1,800

Rent expense ... e 14,000

Salaries expense .......ccccovieeiiiirrin e 38,100

Total eXPenses .......cccoiirmeiiimrmesirirn e 66,900

Netincome......... e e e e 25,700

CORMIER COMPANY
Statement of Owner's Equity
Year Ended December 31, 2008

P. Cormier, capital, January 1, 2008 ($32,800 - $3,200) $29,600

Add: Investment.......cccceeeiiiremiiiienii e e $ 3,200
Net income ... e 25,700 28,900
58,500
Less: Drawings......cccccoiiimeiiimmmniimresnsrrsssss s ssssssssssnasans 10,000
P. Cormier, capital, December 31, 2008......................... $48.500
Solutions Manual 4-89 Chapter 4

Copyright © 2009 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is
strictly prohibited.



Weygandt, Kieso, Kimmel, Trenholm, Kinnear  Accounting Principles, Third Canadian Edition

PROBLEM 4-6B (Continued)

(a) (Continued)
CORMIER COMPANY
Balance Sheet
December 31, 2008

Assets
Current assets
L0 1= o T $ 6,200
Short-term investments ..........coccoieiiiiiieciesn e, 4,500
Accounts receivable.........c.ccoeiiiiiiiiiic s 7,200
Interest receivable........cooiieiieciiiic s 600
Prepaid insurance.........ccccoovmciiiieiininsessisreess e eeenns 2,800
SUPPLIES ...t 2,000
Total current assets........ccoviieiiiiieiii i, 23,300
Long-term Investment
Note receivable.......ccociiiiiieciic e e 7,500
Property, plant, and equipment
Office equipment ...........cccoeiiiiirirrreecccc, $34,000
Less: Accumulated amortization................. 8,000 26,000
Intangible asset
Patent ... e e e 22,000
Total asSets ......ccvveiiiiii e 78.800

Liabilities and Owner's Equity
Current liabilities

Notes payable ........ccccccciiiiiee s $ 4,000
Accounts payable..........ccccceoiiiiii 6,000
Salaries payable...........cccmmiiiii 3,500
Interest payable ... 800
Unearned revenue ........ccccooveeiiimmeininmessssrssssssssssssennnns 2,000
Total current liabilities..........ccoeeveiieiieciecicreceees 16,300
Long-term liabilities
Notes payable ... 14,000
Total liabilities .......ccceciieiiiiiei e s 30,300
Owner's equity
P. Cormier, capital ........ccccoivreiiiiiciiirrccc e 48,500
Total liabilities and owner's equity ..........ccc.cc....... $78.800
Solutions Manual 4-90 Chapter 4

Copyright © 2009 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is
strictly prohibited.



Weygandt, Kieso, Kimmel, Trenholm, Kinnear

PROBLEM 4-6B (Continued)

(b)

Accounting Principles, Third Canadian Edition

2008

2007

Working
Capital

$23,300 - $16,300

= $7,000

$17,400 - $22,300
= ($4,900)

Current Ratio

$23,300 + $16,300

=1.43:1

$17,400 = $22,300
=0.78:1

The working capital

and current

ratios both show an

improvement in 2008 over 2007. In 2007, the working capital
was negative and the current ratio less than 1, indicating that
the company did not have sufficient current assets to cover
current liabilities. In 2008, the company had a positive working
capital amount of $7,000 and a current ratio of greater than 1.
Cormier Company’s liquidity has improved.
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PROBLEM 4-7B

Accounting Principles, Third Canadian Edition

(a)
2005 2003

Working $97,998 - $90,574 - $73,118 -
Capital $71,887 $60,823 $55,512

= $26,111 = $29,751 = $17,606
Current $97,998 + $90,574 + $73,118 +
Ratio $71,887 $60,823 $55,512

=1.36:1 =1.49:1 =1.32:1

(b) Working capital is positive for all years and the current
ratios are all greater than 1, which indicates the company
can meet its currently maturing obligations. There was a
decline in both ratios from 2004 to 2005; indicating a
weakening in the company’s liquidity from 2004 to 2005.
However, both the working capital and the current ratio
increased from 2003 to 2004, and the 2005 amounts are
still both better than 2003.
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*PROBLEM 4-8B

CAMPUS CYCLE SHOP
Work Sheet
Year Ended January 31, 2008

Accounting Principles, Third Canadian Edition

Adjusted Trial Income
Account Titles Trial Balance Adjustments Balance Statement Balance Sheet
Debit Credit Debit Credit Debit Credit Debit Credit Debit  Credit

Cash 8,200 8,200 8,200
Accounts

receivable 1,630 (1) 1,550 3,180 3,180
Prepaid

insurance 4,020 (2) 3,350 670 670
Supplies 5,240 (3) 4,570 670 670
Land 50,000 50,000 50,000
Building 90,000 90,000 90,000
Accum. amort.—

building 11,000 (4) 2,000 13,000 13,000
Equipment 27,000 27,000 27,000
Accum. amort.—

equipment 4,500 (4) 1,800 6,300 6,300
Accounts

payable 4,000 4,000 4,000
Salaries payable (5) 1,325 1,325 1,325
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*PROBLEM 4-8B (Continued)

Account Titles

Accounting Principles, Third Canadian Edition

Interest payable
Unearned
revenue
Mortgage
payable
K. Dude, capital
K. Dude,
drawings
Service
revenue
Salaries exp.
Utilities exp.
Interest exp.
Insurance exp.
Supplies exp.
Amort. exp.
Totals
Net income
Totals

Adjusted Trial Income
Trial Balance Adjustments Balance Statement Balance Sheet
Debit Credit Debit Credit Debit Credit Debit Credit Debit Credit
(6) 595 595 595
1,950(7) 1,700 250 250
102,000 102,000 102,000
66,000 66,000 66,000
101,100 101,100 101,100
(1) 1,550
231,065 (7) 1,700 234,315 234,315
115,200 (5) 1,325 116,525 116,525
12,000 12,000 12,000
6,125 (6) 595 6,720 6,720
(2) 3,350 3,350 3,350
(3) 4,570 4 570 4 570
(4)_3,800 3,800 3,800
420515 420,515 16,890 16.890427.785 427,785 146,965 234,315 280,820 193,470

87,350

87,350

234,315 234,315 280,820 280,820
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*PROBLEM 4-9B

WATER WORLD PARK
Work Sheet
Year Ended September 30, 2008

Accounting Principles, Third Canadian Edition

Adjusted Trial Income
Account Titles Trial Balance Adjustments Balance Statement Balance Sheet
Debit Credit Debit Credit Debit Credit Debit Credit Debit  Credit

Cash 11,770 11,770 11,770
Accounts

receivable (a) 1,250 1,250 1,250
Supplies 18,600 (b)17,400 1,200 1,200
Prepaid

insurance 31,900 (d)28,000 3,900 3,900
Land 80,000 80,000 80,000
Building 480,000 480,000 480,000
Accum. amort—

building 120,000 (c)16,000 136,000 136,000
Equipment 120,000 120,000 120,000
Accum. amort—

equipment 44,000 (c) 8,000 52,000 52,000
Accounts

payable 14,600 (e) 1,250 15,850 15,850
Wages payable (f) 2,960 2,960 2,960
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*PROBLEM 4-9B (Continued)
(a) (continued)

Account Titles

Int. payable
Unearned
admission rev.
Mort. payable
M. Berge, cap.

M. Berge, draw.

Admission rev.

Concession rev.

Wages exp.
Repairs exp.

Advertising exp.

Utilities exp.
Insurance exp.
Interest exp.
Amort. exp.
Supplies exp.
Totals

Net loss
Totals

Accounting Principles, Third Canadian Edition

Adjusted Trial Income
Trial Balance Adjustments Balance Statement Balance Sheet
Debit Credit Debit Credit Debit Credit Debit Credit Debit Credit
(g) 2,040 2,040 2,040
3,700 (h) 3,000 700 700
350,000 350,000 350,000
159,700 159,700 159,700
14,000 14,000 14,000
250,070 (h) 3,000 253,070 253,070
16,720 (a) 1,250 17,970 17,970
123,000 (f) 2,960 125,960 125,960
30,500 (e) 1,250 31,750 31,750
9,660 9,660 9,660
16,900 16,900 16,900
(d)28,000 28,000 28,000
22,460 (g) 2,040 24,500 24,500
(c)24,000 24,000 24,000
(b)17,400 17,400 17,400
958,790 958,790 79,900 79,900 990,290 990,290 278,170 271,040 712,120 719,250

7,130 _ 7,130

278,170 278,170 719,250

719,250

Key: (a) Accrued concession revenue, (b) Supplies Used, (c) Amortization Expensed, (d) Prepaid
Insurance expired, (e) Repairs Expense accrued, (f) Wages accrued, (g) Accrued Interest
Payable, (h) Admission Revenue Earned
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*PROBLEM 4-9B (Continued)

(b)
WATER WORLD PARK
Balance Sheet
September 30, 2008

Assets
Current assets
(0% 1] o T $ 11,770
Accounts receivable........ccccoviiiiiiiincc 1,250
SUPPLIES ..o 1,200
Prepaid insurance.........ccccoomeiiiimiiiinrcinrs s 3,900
Total current assets.......ccovvreiiiciriiccr e, 18,120
Property, plant, and equipment
1= T Vo [ $ 80,000
Building ...cceeovmimciirireee, $480,000
Less: Accumulated amortization _136,000 344,000
Equipment.........cooeirrrreeeennnnne. $120,000
Less: Accumulated amortization 52,000 68,000 492,000
Total assets .....ccvvieiiriiiicir $510.120

Liabilities and Owner's Equity

Current liabilities

Accounts payable........cccceeeecciiiii $ 15,850
Wages payable.........cccooimiiiiiiiiirc e 2,960
Interest payable ..., 2,040
Unearned admission revenue.........cccccoovmmenininnennnnnans 700
Mortgage payable—current portion..............ccceuunnneee. 50,000
Total current liabilities........ccccoecvviiiieciiciicrecceee, 71,550
Long-term liabilities
Mortgage payable ..........ccoooimiiiii s 300,000
Total liabilities .......cooviiiiiiirrc e 371,550
Owner's equity
M. Berge, capital ($159,700 - $7,130 - $14,000)......... 138,570
Total liabilities and shareholder’s equity ............. $510,120
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*PROBLEM 4-9B (Continued)

Accounting Principles, Third Canadian Edition

(c)
Sept. 30 Accounts Receivable....................... 1,250
Concession Revenue. .................. 1,250
30 Supplies Expense .......cccccovmreniiirnnnnn. 17,400
Supplies .....cccevrreiiiirrciirr s 17,400
30 Amortization Expense ........ccccceeueeen. 24,000
Accumulated Amortization
—Building ....coveeeeire, 16,000
Accumulated Amortization
—Equipment ..., 8,000
30 Insurance Expense. .......c.ccccciireennn. 28,000
Prepaid Insurance ....................... 28,000
30 Repairs Expense........cccceevvmveniinnnnnns 1,250
Accounts Payable........................ 1,250
30 Wages Expense........ccceeuirmreniinnnnnns 2,960
Wages Payable .........ccccccervennnnnnee. 2,960
30 Interest Expense.......cccoovreeiieeirennnns 2,040
Interest Payable........................... 2,040
30 Unearned Admission Revenue........ 3,000
Admission Revenue ...........cc.cu.e. 3,000
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*PROBLEM 4-9B (Continued)

(d)
Sept. 30 Admission Revenue........ccccceeurrennnne 253,070
Concession Revenue..........ccceeureenee 17,970
Income Summary..........cccoeveeennnnn. 271,040
30 Income Summary ..........cccceeiirennennns 278,170
Wages Expense.......ccccceevveniirennnns 125,960
Repairs Expense........cccoveeerenneennns 31,750
Advertising Expense........c..cccuu... 9,660
Utilities Expense.......ccccovenivenneennn 16,900
Insurance Expense.............c........ 28,000
Interest Expense.......ccccorvmuereennnne. 24,500
Amortization Expense................. 24,000
Supplies Expense.........cccceremnnneee. 17,400
30 M. Berge, Capital..........cccccevrvennnnenn. 7,130
Income Summary.......c.cccoeeunneeee. 7,130
30 M. Berge, Capital..........cccccevvvennninneen. 14,000
M. Berge, Drawings.........ccccuuunnn. 14,000
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*PROBLEM 4-9B (Continued)

(e)
WATER WORLD PARK
Post-Closing Trial Balance
September 30, 2008
Debit Credit
(0% 1] o TP $ 11,770
Accounts receivable .........cooeceririiirciiiiecre, 1,250
ST o] o] 11 1,200
Prepaid Insurance.........cccccoiimiciiiiiciiinneninnnnes 3,900
I T 3 o 80,000
Building ...cooeeeieeee e e 480,000
Accumulated amortization—building ........... $136,000
Equipment..........oo e 120,000
Accumulated amortization—equipment ....... 52,000
Accounts payable ..o 15,850
Wages payable ... 2,960
Interest payable.........cccooveiiiiiiicrre 2,040
Unearned admission revenue ..........ccccceeeunnee 700
Mortgage payable ..........cccoiimiiimiiiiciircceres 350,000
M. Berge, capital .........coooreiiiiicicrees 138,570
$698,120 $698.120
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Accounting Principles, Third Canadian Edition

*PROBLEM 4-10B
(a) 1,200 (n) 2,000
(b) 1,800 (0) 250
(c) 900 (p) 1,050
(d) 1,500 (q) 7,050
(e) 600 () 500
() 500 (s) 250
(g 250 (t) 1,050
(h) 1,050 (u) 7,050
(i) 1,050 (v) 7,050
G) 150 (w) 7,050
(k) 250 (x) 1,200
() 1,050 (y) 13,250
(m) 900 (z) 3,400
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*PROBLEM 4-11B

(@) Assuming the company does not use reversing entries:

1. Wages EXpense......cccccceeiiimmmeenciiininnennnnnnns 57,000

Wages Payable...........ccccooiimmieiiiiiiiniciiinens 28,000
CasSh.. i 85,000

CaSh e 2,000
Interest Revenue.......ccccoevvvieiieiienneene, 500
Interest Receivable........ccccoeveveieirennnnnn 1,500

Insurance EXpense........ccccoovreiiimeeininnannns 5,000
Prepaid Insurance.........cccooeeeirnirennnene. 5,000

Alternatively, this could be treated as a
year-end adjustment.

Prepaid Insurance.........cccccoviimeiiiiiecninnnnnn. 15,000
Cash... e 15,000
Unearned Service Revenue..........ccceeueeenee 15,000
CaSh .. 175,000
Service Revenue.........cccoeeeireiieiennnnnnnnns 190,000
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*PROBLEM 4-11B (Continued)

(a) (Continued)

Accounting Principles, Third Canadian Edition

2.
Wages Payable Wages Expense
Dec. 31 57,000
28,000 | Bal. 28,000
0 57,000
Interest Receivable Interest Revenue
Dec. 31 500
Bal. 1,500 1,500
0 500
Prepaid Insurance Insurance Expense
Dec. 31 5,000
Bal. 5,000 5,000
15,000 5,000
15,000
Unearned Service Revenue Service Revenue
Dec. 31 190,000
Bal. 15,000
15,000 190,000
0
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*PROBLEM 4-11B (Continued)

(b) Assuming that reversing entries are used for accruals:

1. Wages Payable...........cccoimimiiiiiiiiinciineene, 28,000
Wages Expense ........ccveeciiiieeciiinenninnnes 28,000

Interest Revenue .......cooevveiieiiiiiiecieeneee, 1,500
Interest Receivable........ccovviiieiinnennee. 1,500

2. Wages EXpense.........ccceeirrmmeininmninineasnnnnas 85,000
Cash.... s 85,000

CaSh i 2,000
Interest Revenue.........cocovviivcieiiecienennes 2,000

Insurance Expense........cccorveeerrenirrencnrennnnes 5,000
Prepaid Insurance........ccccooeeeerreerrennneen. 5,000

Alternatively, this could be treated as a
year-end adjustment.

Prepaid Insurance.........ccccceeimreiiireenciinnnnnn. 15,000
CasSh...c e 15,000
Unearned Service Revenue..........ccceuveeeee. 15,000
CaSh e 175,000
Service Revenue........cocoveiveiveieierenrnnns 190,000
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*PROBLEM 4-11B (Continued)

(b) (Continued)

3.
Wages Payable Wages Expense
Dec. 31 28,000
28,000 | Bal. 28,000 85,000
0 57,000
Interest Receivable Interest Revenue
Dec. 31 1,500
Bal. 1,500 1,500 2,000
0 500
Prepaid Insurance Insurance Expense
Dec. 31 5,000
Bal. 5,000 5,000
15,000
15,000 5,000
Unearned Service Revenue Service Revenue
Dec. 31 190,000
Bal. 15,000
15,000 190,000
0

(c) All of the account balances in (b) are the same as they
were in (a). Reversing entries can be useful because they
simplify the recording of cash transactions after the fiscal
year end. It is not necessary to look at the previous year’s
adjusting entries to decide how to record a cash
transaction after the year end.
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Accounting Principles, Third Canadian Edition

*PROBLEM 4-12B
(a)

May 31 Accounts Receivable ........cccceeeuuununnnnnnnn. 1,050
Game Fee Revenue..........ccoeeeeveivnnienns 1,050

31 Supplies Expense ($2,810 — $950)......... 1,860
Supplies.....ccccceiimimiiiirir s 1,860

31 Amortization Expense ($128,000 + 10).. 12,800
Accumulated Amortization................ 12,800

31 Salaries Expense.........cccceeiirvmeiiineaninnneas 910
Salaries Payable ..........ccoovrreeeciirrneee. 910

31 Interest Expense ($60,000 x 6.5% x 2/12) 650
Interest Payable...........cccoorveeniiinnnnnnnes 650

Unearned Game Fee Revenue............... 950
Game Fee Revenue..........c.cccevcuuunnneee. 950

(b)

Jun. 1 Game Fee Revenue........cccorevreeireerennnnn. 1,050
Accounts Receivable...........cccceuvenee. 1,050

1 Salaries Payable.........cccccccceiiimirenciinnnees 910
Salaries Expense......c.cccccceeeireenneneee. 910

1 Interest Payable.........ccccoovmiirriirinciiennnnes 650
Interest Expense.......c.ccoveeeieniieniennnee. 650
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*PROBLEM 4-12B (Continued)

(c)
June 19 Cash ... e 1,820
Game Fee Revenue........ccceeeverennnnnen 1,820
10 Salaries Expense.......ccccccoimreiirrecnceirennnn. 1,980
Cash.. s 1,980
30 Interest Expense ($60,000 x 6.5% x 3/12) 975
Cash.... e 975
(d)
0 L0 T =0 e T - T o 1,820
Accounts Receivable.............cceeunreenee 1,050
Game Fee Revenue.........cccccovrveuvnnnnee. 770
10 Salaries Expense......cccccceerveiriccrrcnenenn, 1,070
Salaries Payable ..........ccceveeniiiinneee. 910
Cash...rrr e 1,980
30 Interest Expense.......ccccovveciiireniiinenninenes 325
Interest Payable..........cccceiiiiinieiiiinnnees 650
Cash ($60,000 x 6.5% x 3/12)............. 975
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CONTINUING COOKIE CHRONICLE

(a)
COOKIE CREATIONS
Income Statement
Two Months Ended December 31, 2007
Revenues
Teaching revenue ........cccccvveiiiiiiiieeeeecc e e $4,315
Expenses
Salaries eXpense .........ccccceerreeemmnceesn e e eeeeens $ 856
Telephone exXpense .......cccccceimreeiimreeciserennnnns 125
Advertising supplies expense ..........cccecerenees 165
Baking supplies expense........ccccecerrreniinnnnnn. 1,025
Amortization expense..........ccceceirreeiiiineninnnes 43
Insurance eXpense .......ccccoveeeiimrennnrnren e 110
Interest eXpense .......cocveereeiircrrece e s 15
Total eXPeNSeS ....cccoveiireeiirecr e e e 2,339
Net income......ooce e 1,976
COOKIE CREATIONS
Statement of Owner's Equity
Two Months Ended December 31, 2007
N. Koebel, capital, November 1........cccccemmuieiiiirrrrnnnnnees $ 900
Add: Netincome ... s 1,976
2,876
Less: Drawings ......ccccoiiieeiimrmeiimrcensrsssssssssssssssnassssenasans 500
N. Koebel, capital, December 31 ........cccoemerieirieirren, $2,376
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CONTINUING COOKIE CHRONICLE (Continued)
(a) (Continued)
COOKIE CREATIONS

Balance Sheet
December 31, 2007

Assets
Current assets
(0% 1] o T $1,130
Accounts receivable..........coorreiiri 875
Baking supplies ... 350
Prepaid insurance.........ccccoomciiiimciiinmsnsrs s 1,210
Total current assets.......ccoviiiiiiirciiccr e, 3,565
Property, plant, and equipment
Baking equipment............ccccooiiirrrreeeecce, $1,300
Less: Accumulated amortization................. 43 1,257
Total assets ......coeeerieiiieciirccr s 4,822
Liabilities and Owner's Equity
Current liabilities
Accounts payable. ........ccccoeeemciiiiii $ 75
Salaries payable..........cccoommrmciiiirr e 56
Unearned revenue .........cooceciiieciieeiiecsseenn e cssernssssennns 300
Total current liabilities..........coceerrmiieeie, 431
Long-term liabilities
Interest payable ..., 15
Notes payable ... s 2,000
Total long-term liabilities..........ccccovmimeiiiienciinnennnn. 2,015
Total liabilities ..o, 2,446
Owner's equity
N Koebel, capital.........cccccoirimmii s 2,376
Total liabilities and owner's equity ..........ccccceu...... 4,822
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CONTINUING COOKIE CHRONICLE (Continued)

(b) GENERAL JOURNAL J4
Date Account Titles and Explanation Debit Credit
2007
Dec. 31 Teaching Revenue ..........ccooveuiirnennnn. 4,315
Income Summary ......cccccovvvremnnnnnn. 4,315
31 Income Summary .........ccccceeeerrrennnnes 2,339
Salaries Expense .....c..ccceeeuvreeeen. 856
Telephone Expense ........ccccceeeeeeee 125
Advertising Supplies Expense..... 165
Baking Supplies Expense ........... 1,025
Amortization Expense................... 43
Insurance Expense.............c......... 110
Interest Expense .......cccoeeuvvennnnnne. 15
31 Income Summary .......ccccceevrreniirrennnn. 1,976
N. Koebel, Capital ........................ 1,976
31 N. Koebel, Capital .......ccccoeenrrennrrennnns 500
N. Koebel, Drawings ........cccc........ 500
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CONTINUING COOKIE CHRONICLE (Continued)

(c)
COOKIE CREATIONS
Post-Closing Trial Balance
December 31, 2007

Account Debit Credit

(05 1] o TP $1,130

Accounts receivable ..., 875

Baking supplies ......ccccoimiiiimininimnsnr e 350

Prepaid insurance .........ccccoiiiiiiimcininnnininne 1,210

Baking equipment ..., 1,300

Accumulated amortization—baking equipment $ 43

Accounts payable ..., 75

Salaries payable ........cccccceeiiimiiecr s 56

Unearned revenue .........ccoooiieiiciiecreenrenncenneenns 300

Interest payable ... 15

Note payable........ccoorciiicic e 2,000

N. Koebel, capital ........cccoimimiiiiiiireccrireee 2,376
4865 $4.865
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CUMULATIVE COVERAGE-CHAPTERS 2 TO 4

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

July 1 Cash . 14,000
L. Chan, Capital .........cccevrennrennnneee 14,000

1 Equipment ..o 26,400
Cash .. 6,400
Note Payable ........ccccorvrmiiirienniinnees 20,000

3 Cleaning Supplies .....c.ccccceeeirrrenniinnns 850
Accounts Payable ......................... 850

5 Prepaid Insurance .........ccccccevrvenninnees 1,800
Cash .. 1,800

12 Accounts Receivable ...........ccoeuunee.e. 3,800
Cleaning Revenue .........cccccerremnnnnns 3,800

18 Accounts Payable ..........cccccovrvmnnnnnnene. 400
Cash... e 400

20 Salaries Expense ..........ccccenciirirennnnnn. 1,600
Cash .. 1,600

21 Cash .. 1,400
Accounts Receivable .................... 1,400

25 Accounts Receivable ..........cccoeeunueene. 3,000
Cleaning Revenue...........ccccceenuee... 3,000
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CUMULATIVE COVERAGE—CHAPTERS 2 TO 4 (Continued)

(a) (Continued)

July 31 Gas & Oil Expense ........ccccceeiiiiiininnnes 350
Cash.. s 350

31 L. Chan, Drawings .......ccccccerremncirrennn. 1,600
Cash .. 1,600

(a), (c), and (f)

Cash
Date Explanation Ref. Debit Credit Balance
July 1 J1 14,000 14,000
1 J1 6,400 7,600
5 J1 1,800 5,800
18 J1 400 5,400
20 J1 1,600 3,800
21 J1 1,400 5,200
31 J1 350 4,850
31 J1 1,600 3,250

Accounts Receivable

Date Explanation Ref. Debit Credit Balance
July 12 J1 3,800 3,800
21 J1 1,400 2,400
25 J1 3,000 5,400
31 Adjusting J2 1,500 6,900
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CUMULATIVE COVERAGE—CHAPTERS 2 TO 4 (Continued)

(a), (c) and (f) (Continued)

Cleaning Supplies

Date Explanation Ref. Debit Credit Balance
July 3 J1 850 850
31 Adjusting J2 475 375

Prepaid Insurance

Date Explanation Ref. Debit Credit Balance
July 5 J1 1,800 1,800
31 Adjusting J2 150 1,650
Equipment
Date Explanation Ref. Debit Credit Balance
July 1 J1 26,400 26,400

Accumulated Amortization—Equipment

Date Explanation Ref. Debit Credit Balance
July 31 Adjusting J2 550 550
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CUMULATIVE COVERAGE—CHAPTERS 2 TO 4 (Continued)

(a), (c) and (f) (Continued)

Accounts Payable

Accounting Principles, Third Canadian Edition

Date Explanation Ref. Debit Credit Balance
July 3 J1 850 850
18 J1 400 450
Salaries Payable
Date Explanation Ref. Debit Credit Balance
July 31 Adjusting J2 400 400
Interest Payable
Date Explanation Ref. Debit Credit Balance
July 31 Adjusting J2 100 100
Note Payable
Date Explanation Ref. Debit Credit Balance
July 1 J1 20,000 20,000
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CUMULATIVE COVERAGE—CHAPTERS 2 TO 4 (Continued)

(a), (c) and (f) (Continued)

L. Chan, Capital

Date Explanation Ref. Debit Credit Balance
July 1 J1 14,000 14,000
31 Closing J3 4,675 18,675
31 Closing J3 1,600 17,075
L. Chan, Drawings
Date Explanation Ref. Debit Credit Balance
July 31 J1 1,600 1,600
31 Closing J3 1,600 0
Income Summary
Date Explanation Ref. Debit Credit Balance
July 31 Closing J3 8,300 8,300
31 Closing J3 3,625 4,625
31 Closing J3 4,675 0
Cleaning Revenue
Date Explanation Ref. Debit Credit Balance
July 12 J1 3,800 3,800
25 J1 3,000 6,800
31 Adjusting J2 1,500 8,300
31 Closing J3 8,300 0
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CUMULATIVE COVERAGE—CHAPTERS 2 TO 4 (Continued)

(a), (c) and (f) (Continued)

Gas & Oil Expense

Accounting Principles, Third Canadian Edition

Date Explanation Ref. Debit Credit Balance
July 31 J1 350 350
31 Closing J3 350 0
Salaries Expense
Date Explanation Ref. Debit Credit Balance
July 20 J1 1,600 1,600
31 Adjusting J2 400 2,000
31 Closing J3 2,000 0
Cleaning Supplies Expense
Date Explanation Ref. Debit Credit Balance
July 31 Adjusting J2 475 475
31 Closing J3 475 0
Amortization Expense
Date Explanation Ref. Debit Credit Balance
July 31 Adjusting J2 550 550
31 Closing J3 550 0
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CUMULATIVE COVERAGE—CHAPTERS 2 TO 4 (Continued)

(a), (c) and (f) (Continued)

Insurance Expense

Copyright © 2009 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is
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Date Explanation Ref. Debit Credit Balance
July 31 Adjusting J2 150 150
31 Closing J3 150 0
Interest Expense
Date Explanation Ref. Debit Credit Balance
July 31 Adjusting J2 100 100
31 Closing J3 100 0
(b)
LEE’S WINDOW WASHING
Trial Balance
July 31, 2008
Debit Credit
(0= 1= ¢ T $ 3,250
Accounts receivable .........ccceriiiiiiiiiicn e, 5,400
Cleaning supplies .......cccccoiiieiiiiriecnnirsesss e 850
Prepaid insurance .........ccccoiieiiimrciiinnencnnrnes 1,800
Equipment ... 26,400
Accounts payable ........ccccccriiiiiiiiieiieeeeeee e $ 450
Note payable........ccccocciiiimiir e 20,000
L. Chan, capital ........ccceorrmnirrcrr e, 14,000
L. Chan, drawings ........ccccceeiimmeinimrencnireessssnnnnnns 1,600
Cleaning revenue .........cccccooiimmmeiiiniinneeinnnnneenns 6,800
Gas & oil exXpense ........cccccevmveciiirmcnnrr 350
Salaries exXpense ......ccccccerreiirecr e 1,600
Totals ..o $41,250 $41.250
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CUMULATIVE COVERAGE—CHAPTERS 2 TO 4 (Continued)

(c) GENERAL JOURNAL J2
Date Account Titles and Explanation Debit Credit
July 31 Accounts Receivable ........................ 1,500
Cleaning Revenue ........ccccccevremnnnnns 1,500
31 Amortization Expense..........c........... 550
Accumulated Amortization
—Equipment ..., 550
($26,400 = 4 years) x 1/12
31 Insurance Expense.........cccccervmirennnnnes 150
Prepaid Insurance ......................... 150
($1,800 + 12)
31 Cleaning Supplies Expense .............. 475
Cleaning Supplies ........ccccecerreennnnns 475
($850 - $375)
31 Salaries EXpense .......cccoevveeiirencerennnnes 400
Salaries Payable .........ccccccervennnnnnes 400
31 Interest Expense .....c..ccccceeiiiveniiinennnnn. 100
Interest Payable ...........ccooovveennnnnnn. 100
($20,000 x 6% x 1/12)
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CUMULATIVE COVERAGE—CHAPTERS 2 TO 4 (Continued)

(d)
LEE’S WINDOW WASHING
Adjusted Trial Balance
July 31, 2008
Debit Credit
(0% 1] o TR $ 3,250
Accounts receivable .........cociririiiiciecic e, 6,900
Cleaning supplies .....cccccccciiirmmmeecsnrrrreessnseeeennns 375
Prepaid insurance .........ccccoiiiiiimciiinnsininne 1,650
Equipment ... 26,400
Accumulated amortization—equipment .......... $ 550
Accounts payable ..., 450
Salaries payable.........cccccceeiiimiiccir s 400
Interest payable..........ccooveiiiiiiiii 100
Note payable........cccooriiicir e 20,000
L. Chan, capital .........cccovreiiriirrecrrrece e e, 14,000
L. Chan, drawings ........cccccceiimmeciireecscreeceeeeenen, 1,600
Cleaning revenue .........ccccooiieciiieceiisrennssrenannns 8,300
Gas & 0il eXpense ........ccccevrieciiiriecsn e 350
Salaries exXpense ......cccccerveirreir i 2,000
Cleaning supplies expense .......cccccoerreeiirrennnnas 475
Amortization expense .........cccceiveiirrninreceren s 550
INnSurance eXpPense........ccccereeirreierencerene e eenan 150
Interest expense.......cccocciiiicci s 100
Totals ..o $43.800 $43.800
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CUMULATIVE COVERAGE—CHAPTERS 2 TO 4 (Continued)

(e)
LEE’S WINDOW WASHING
Income Statement
Month Ended July 31, 2008
Revenues
Cleaning revenue...........ccccccerrrreeemmnncssssseeesesesennsnsnnes $8,300
Expenses
Gas & oil expense........ccccceeiiriirrrrreeemnnnnnnenn $ 350
Salaries expense .......ccccovieeciiiece e 2,000
Cleaning supplies expense.......cc.cccceuuerreene. 475
Amortization expense........ccccorrerirrmiireienennnn. 550
Insurance exXpense .......cccccceevreeiireecereneeen e 150
Interest expense ... 100
Total eXPenses .......cccoirrmeriiirmcirirs e 3,625
Netincome......... e e e e e 4,675
LEE’S WINDOW WASHING
Statement of Owner's Equity
Month Ended July 31, 2008
L. Chan, capital, July 1. e $ 0
Add: Investments .........cccoiimiiiiiiiici s $14,000
Netincome ... 4,675 18,675
18,675
Less: Drawings......ccccooiimmeiimmmeiimrmesssrrnss s s smasnns 1,600
L. Chan, capital, July 31.........coorrerecer e $17,075
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CUMULATIVE COVERAGE—CHAPTERS 2 TO 4 (Continued)
(e) (Continued)
LEE’S WINDOW WASHING

Balance Sheet
July 31, 2008

Assets
Current assets
(0% 1] o T $ 3,250
Accounts receivable........cccccoviiiiiiiicicc e, 6,900
Cleaning supplies ... e 375
Prepaid insurance.........ccccoimiiimiiiiinmsnnrs s 1,650
Total current assets........coovvreiiiiiriicicr e, 12,175
Property, plant, and equipment
Equipment..........ooo e $26,400
Less: Accumulated amortization................. 550 25,850
Total assets .....ccoevieiiiiiiicir $38.025

Liabilities and Owner's Equity

Current liabilities

Accounts payable. ........cccceeeeeiciiiii $ 450
Salaries payable..........cccoommimiiiiiir e 400
Interest payable ... 100
Note payable, current portion..........cccccovrrmiiirinninnnnen. 5,000
Total current liabilities........ccccoeciviiiiecircc e, 5,950
Long term liabilities
Note payable ... s 15,000
Total Liabilities ........cceeeeeiiiiiieccieerr e 20,950
Owner's equity
L. Chan, capital ..........ccceemeeiiiirrrcci e e 17,075
Total liabilities and owner's equity ..........c.ccce....... $38,025
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CUMULATIVE COVERAGE—CHAPTERS 2 TO 4 (Continued)

(F) GENERAL JOURNAL J3
Date Account Titles and Explanation Debit Credit
July 31 Cleaning Revenue ............ccccoovviirinnes 8,300
Income Summary .........ccoeeeenneneeee. 8,300
31 Income SumMmMary .........ccccceeemenrerennnns 3,625
Gas & Oil Expense ........cccccceeeeeeee. 350
Salaries Expense .....ccccceevvenrnenn. 2,000
Cleaning Supplies Expense ......... 475
Amortization Expense................... 550
Insurance Expense ........ccccervennnnee. 150
Interest Expense ........cccoeenrennennnee. 100
31 Income Summary .......ccccecevmeeniierennnnn 4,675
Lee Chan, Capital .........cccoeenurennnnns 4,675
31 Lee Chan, Capital .......ccccorenvirenirnnnnnns 1,600
Lee Chan, Drawings ........cccccceeuee.. 1,600
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CUMULATIVE COVERAGE—CHAPTERS 2 TO 4 (Continued)

(9)
LEE’S WINDOW WASHING

Post-Closing Trial Balance
July 31, 2008

Debit Credit

(0% 1] o TR $ 3,250
Accounts receivable .........coeciriiiiiciiicr e, 6,900
Cleaning supplies .....cccccccciirrmmmeecsnrrrreesssseeeennns 375
Prepaid insurance .........ccccoiiiiiimciiinnsininne 1,650
Equipment ... 26,400
Accumulated amortization—equipment .......... $ 550
Accounts payable ..., 450
Salaries payable.........cccccceeiiimiicciir s 400
Interest payable..........coooveiiiiinii 100
Note payable.........cccormiiiiier e 20,000
L. Chan, capital ......c..ccoormmrmmciirirrecccrerrreecnn e 17,075

$38,575 $38,575
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BYP 4-1 FINANCIAL REPORTING PROBLEM

(@) Forzani’s balance sheet is classified based on the liquidity
of the assets and liabilities. Classifications include current
and long term assets, current and long term liabilities and
shareholders’ equity.

(b) The current assets are listed in the order of liquidity and
capital assets are shown in total before intangibles and
other assets. Current liabilities appear to be listed in order
of currency and long-term liabilities are listed before
deferred items and future income taxes.

(c) Working capital = Current assets - Current liabilities

2006: $368,842,000 - $249,428,000 = $119,414,000
2005: $366,247,000 - $239,819,000 = $126,428,000

Current ratio = Current assets + Current liabilities

2006: $368,842,000 + $249,428,000 = 1.48:1
2005: $366,247,000 = $239,819,000 = 1.53:1

Working capital and current ratio weakened slightly in
2006.
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BYP 4-2 INTERPRETING FINANCIAL STATEMENTS

(a)

(b)

(c)

(d)

($ in US millions)
Overall increase ($10,048 - $7,387) + $7,387 = 36%
Average increase per year 36% + 4 = 9.0%

Gap’s liquidity improved every year with the exception of
2005. Working capital and current ratio both provide a
good indication of liquidity. Working capital provides more
information in that it provides the dollar value. The change
in the liquidity during the period could be explained by
general economic conditions or by opening or closing of
stores.

Creditors lend money to companies with the expectation
that they will be repaid at a specified point in time in the
future. In 2003 to 2005, the current ratio is more than 2 to 1
and the amount of working capital has been improving.
There was one year in the five year period from 2001 to
2005 when the company had a working capital deficiency
and a current ratio of less than 1. When the current ratio is
less than 1, it indicates the company may have difficulty
meeting its current commitments without obtaining
additional financing. This may cause some concern with
creditors but the overall positive trend and current strong
liquidity should alleviate any concerns.

As a creditor in this situation | would request information
on the company’s plans for the upcoming year — such as a
cash forecast. | would also ask for an explanation as to
why it was negative.
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BYP 4-3 COLLABORATIVE LEARNING ACTIVITY

All of the material supplementing the collaborative learning
activity, including a suggested solution, can be found in the
Collaborative Learning section of the Instructor Resources site
accompanying this textbook.
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BYP 4-4 COMMUNICATION ACTIVITY

MEMO
To: Friend
From: A. Student
Re: Steps in the Accounting Cycle

The required steps in the accounting cycle, in the order in
which they should be completed, are:

Analyze business transactions.
Journalize the transactions.

Post to the ledger accounts.

Prepare a trial balance.

Journalize and post the adjusting entries.
Prepare an adjusted trial balance.
Prepare the financial statements.
Journalize and post the closing entries.
Prepare a post-closing trial balance.

CoNOOR®ON=

The optional steps in the accounting cycle include preparing a
work sheet and preparing reversing entries. If a work sheet is
prepared, it is done after step 3 above, and it includes steps 4
and 6. The work sheet is a form used to make it easier to
prepare the adjusting entries and financial statements. If re-
versing entries are prepared, they are journalized and posted
after step 9, at the beginning of the next accounting period. A
reversing entry is the exact opposite of a previously recorded
adjusting entry, and simplifies the recording of subsequent
transactions.
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BYP 4-5 ETHICS CASE

(a)

The stakeholders in this case are:

You, as controller.

Eddy Lieman, president.

Users of the company's financial statements
(particularly the banks and other creditors to whom the
statements were issued).

(b) The main ethical issue is the continued circulation of

(c)

significantly misstated financial statements. As controller,
you have just issued misleading financial statements. You
have acted ethically by telling the company's president.
The president has reacted unethically by allowing the
misleading financial statements to continue to circulate.

A second issue is the proposal to compensate for the
original misstatement by “adjusting” (misstating) the
current year’s financial statement.

As controller, you should impress upon the president the
consequences of having those misleading financial
statements detected by some user or the regulatory body
(especially if you are a public company). Also stress upon
him that you have a professional obligation to correct the
statements or to resign.
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Legal Notice

Copyright

WILEY

Copyright © 2009 by John Wiley & Sons Canada, Ltd. or related companies. All
rights reserved.

The data contained in these files are protected by copyright. This manual is
furnished under licence and may be used only in accordance with the terms of
such licence.

The material provided herein may not be downloaded, reproduced, stored in a
retrieval system, modified, made available on a network, used to create
derivative works, or transmitted in any form or by any means, electronic,
mechanical, photocopying, recording, scanning, or otherwise without the prior
written permission of John Wiley & Sons Canada, Ltd.
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