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QUESTIONS

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

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

c. Common equity accounts: common stock and dividends.

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

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

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

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

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

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

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

9. The error should be corrected with a separate (subsequent) correcting entry. The

entry’s explanation should describe why the correction is necessary.
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18.

The four financial statements are: income statement, balance sheet, statement of
retained earnings, and statement of cash flows.

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

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

An income statement user must know what time period is covered to judge whether
the company’s performance is satisfactory. For example, a statement user wouldnot
be able to assess whether the amounts of revenue and net income are satisfactory
without knowing whether they were earned over a week, a month, a quarter, or a year.

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

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

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

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

The asset accounts with receivable in its account title are: Accounts receivable, net;
Receivable under reverse repurchase agreements; Income taxes receivable, net. The
liabilities with payable in the account title are: Accounts payable; Securities lending
payable; Income taxes payable, net; Income taxes payable, non-current.

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

Samsung’s balance sheet lists the following noncurrent liabilities: Debentures;
Long-term borrowings; Long-term other payables; Net defined benefit liabilities;
Deferred income tax liabilities; Provisions; Other non-current liabilities.
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Chapter 2: Accounting of business transactions

QUICK STUDIES

Quick Study 2-1 (10 minutes)

The likely source documents include:
a. Sales ticket

d. Telephone bill

e. Invoice from supplier

h. Bank statement

Quick Study 2-2 (5 minutes)

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

Quick Study 2-3 (5 minutes)

a. E Expense 655
b. R Revenue 406
c. A Asset 110
d. A Asset 191
e. L Liability 208
f A Asset 161
g. L Liability 245
h. EQ Equity 307
i

m

Expense 690
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Quick Study 2-4 (10 minutes)

a. Credit d. Debit g. Credit
b. Debit e. Debit h. Debit
C. Debit f. Debit I Credit
Quick Study 2-5 (10 minutes)
a. Debit e. Debit i Credit
b. Debit f. Credit B Debit
C. Credit g. Credit K. Debit
d. Credit h. Debit l. Credit
Quick Study 2-6 (15 minutes)
a.
1) Analyze:
Assets = Liabilities + Equity
Cash Equipment Common Stock
7,000 + 3,000 = 0 + 10,000
2) Record:
Date Account Titles and Explanation PR Debit Credit
May 15 | Cash 101 7,000
Equipment 167 3,000
Common Stock 307 10,000
Owner invests cash & equipment for stock.
3) Post
Cash 101 Equipment 167 Common Stock 307
7,000 ‘ 3,000 10,000
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Chapter 2: Accounting of business transactions

Quick Study 2-6 (Continued)

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

d.
1) Analyze:
Assets = Liabilities Equity
Cash Unearned Landscaping
Revenue
1,000 = 1,000
2) Record:
Date Account Titles and Explanation PR Debit Credit
May 30 | Cash 101 1,000
Unearned Landscaping Revenue| 236 1,000
Received cash in advance for landscaping
services.
3) Post
Cash 101 Unearned Landscaping Revenue 236
1,000 ‘ 1,000
Quick Study 2-7 (10 minutes)
a. Debit e. Debit i. Credit
b. Credit f. Credit J- Debit
C. Credit g. Credit
d. Debit h. Credit

Quick Study 2-8 (10 minutes)

The correct answer is a.

Explanation: If a $2,250 debit to Utilities Expense is incorrectly posted as a
credit, the effect is to understate the Utilities Expense debit balance by

$4,500. This causes the Debit column total on the trial balance to be $4,500
less than the Credit column total.
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Chapter 2: Accounting of business transactions

Quick Study 2-9 (10 minutes)

a. I B I E
b. B B J- B
C. B B K. I
d. I I l. I
Quick Study 2-10 (10 minutes)
a. C.
Cash Accounts Payable Supplies
100 50 2,000 8,000 10,000 3,800
300 60 2,700 1,100
20
Bal. 310 Bal. 3,300 Bal. 7,300
d. f.
Accounts Receivable Wages Payable Cash
600 150 700 11,000 4,500
150 700 800 6,000
150 100 1,300
100
Bal. 50 Bal. 0 Bal. 100
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Quick Study 2-11 (15 minutes)

a.

Accounting under IFRS follows the same debit and credit system as under
US GAAP.

. The same four basic financial statements are prepared under IFRS and

US GAAP: income statement, balance sheet, statement of changes in
equity, and statement of cash flows. Although some variations from these
titles exist within both systems, the four basic statements are present.

Accounting reports under both IFRS and US GAAP are likely different
depending on the extent of accounting controls and enforcement. For
example, the absence of controls and enforcement increase the
possibility of fraudulent transactions and misleading financialstatements.
Without controls and enforcement, all accounting systems run the risk of
abuse and manipulation.

Quick Study 2-12 (10 minutes)

Debt ratio = Total liabilities / Total assets = $30,624 mil / $39,946 mil = 76.7%

Interpretation: Its debt ratio of 76.7% exceeds the 60% of its competitors.
Home Depot’s financial leverage, and accordingly its riskiness, can be judged
as above average based on the debt ratio.
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Chapter 2: Accounting of business transactions

EXERCISES

Exercise 2-1 (10 minutes)

4  a.Prepare and analyze the trial balance.

1 Db. Analyze each transaction from source documents.
2 c.Record relevant transactions in a journal.
3

d. Post journal information to ledger accounts.

Exercise 2-2 (10 minutes)

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

Exercise 2-3 (5 minutes)

a. 1 “Chart” b. 2 “General Ledger”
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Exercise 2-4 (15 minutes)

Type of Normal Increase

Account Account Balance  (Dr.orCr.)

a. Land ..., asset debit debit
b. Cash .o, asset debit debit
C. Legal Expense......cccooeviiiiieennnnnn. expense debit debit
d. Prepaid Insurance..........ccccce..... asset debit debit
e. Accounts Receivable................. asset debit debit
f.  Dividends.....ccccooeiiiiiiiiiiiiiiiiiin, equity debit debit
g. License Fee Revenue ................ revenue credit credit
h. Unearned Revenue ................... liability credit credit
I. FeesEarned........ccceeeviiiiinnnnnnnn. revenue credit credit
J. Equipment ... asset debit debit
k. Notes Payable ........c.ccccoernnnnnne liability credit credit
[.  Common StocK.......cccceevevevrnnnnnnn. equity credit credit

Exercise 2-5 (15 minutes)

Of the items listed, the following effects should be included:
a. $28,000increase in aliability account.
b. $10,000 increase in the Cash account.
e. $62,000 increase in arevenue account.

Explanation: This transaction created $62,000 in revenue, which is thevalue
of the service provided. Paymentis received in the form of a $10,000 increase
in cash, an $80,000 increase in computer equipment, and a

$28,000 increase in its liabilities. The net value received by the company is
$62,000.
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Exercise 2-6 (15 minutes)

a. Beginning accounts payable (credit).......ccccuvvivviiiiiiiinnnnnnn. $152,000
Purchases on account in October (credits) ........cccevvvveennnnns 281,000
Payments on accounts in October (debits)........cccccevvvinnnnens ( ?)
Ending accounts payable (credit) .........cccceeeeiiiiiiiieeiiiiiiiins $132,500
Payments on accounts in October (debitS).............cceeeee $300,500

b. Beginning accounts receivable (debit)........cccccceeeviiieiennnn.n. $102,500
Sales on account in October (debitS) .......ceevvvvvvviiiiiiiieeneenn. ?
Collections on account in October (credits) ......cccccvvuennnnnnn. (102.890)
Ending accounts receivable (debit) .........cooevviviiiiiiiiiiinennnnn. $ 89,000
Sales on account in October (debitS) .......ccevvvviviiciiiiiiieennennn. $ 89,390

C. Beginning cash balance (debit)........cccccooeeiiiiniiiiiiiiie, $ ?
Cash received in October (debitsS) ......ccccoviiiiiiiiiiiiiiiiinnnnnnn 102,500
Cash disbursed in October (credits).......ccevvvevvveiiviiiiieneennn. (103.150)
Ending cash balance (debit) ......ccccccveei $ 18,600
Beginning cash balance (debit).........cccccviiiiiiiiiii, $ 19,250

Exercise 2-7 (25 minutes)

AUG.L CaSh . 6,500
Photography Equipment ........cccccooeevvviiiiveeeennnnn. 33,500
Common StOCK ...ooveeieee 40,000
Owner invests in business for stock.

2 Prepaid INSUranCe.......cccceeve v 2,100
CaAS e 2,100
Acquired 2 years of insurance coverage.

5 Office SUpplies.....co 880
Cash .o 880
Purchased office supplies.

20 Cash ..o 3,331
Photography Fees Earned......................... 3,331
Collected photography fees.

31 UtilitieS EXPENSE ...cvvvvviiieieeeeee e 675
CaSh .o 675
Paid for August utilities.
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Exercise 2-8 (30 minutes)

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

CaASN $6,176

Office sUPpPlies ......oeeveeveeieeiiiiiiiiiiieee, 880

Prepaid insurance.........c....ccceeee... 2,100

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

Common StOCK.....cceueeeeeeieeeeeenn, $40,000

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

Utilities expense........cccccceeeeeeveeiinenn, 675

TOtalS s $43,331 $43,331
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Exercise 2-9 (30 minutes)

A CaASN e 100,750
COMMON SEOCK .eveeeeeeeeee et 100,750

CaASh .t ——————— 1,250
Purchased supplies with cash.

C. Office EQUIPMENT ....coiiiiiiiiie e 10,050
Accounts Payable .......ccccccccieiiiei i 10,050
Purchased office equipment on credit.

FEES BarNed ....oevvveeeee e 15,500

(OF= 1) o T 10,050
Made payment toward account payable.

f.  Accounts Receivable.......coccooieiiiiiiiiieeeeeeee 2,700
FEES EArNed ......oeeieeeieeeeeee e 2,700
Billed customer for services provided.

g. Rent EXPense ..o, 1,225
(OF- 1) o ST 1,225
Paid for this period’s rental charge.

T O T3 o 1,125
Accounts Receivable ..o 1,125
Received cash toward an account receivable.

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

Cash Accounts Payable
(@) 100,750 (b) 1,250 (e) 10,050 | (c) 10,050
(d) 15,500 (e) 10,050 Balance 0
(h) 1,125 (9) 1,225
) 10,000
Balance 94,850 Common Stock
(a) 100,750
Balance 100,750
Accounts Receivable Dividends
) 2,700 (h) 1,125 ) 10,000
Balance 1,575 Balance 10,000
Office Supplies Fees Earned
(b) 1,250 (d) 15,500
Balance 1,250 ) 2,700
Balance 18,200
Office Equipment Rent Expense
(c) 10,050 (@) 1,225
Balance 10,050 Balance 1,225
Exercise 2-10 (15 minutes)
SPADE COMPANY
Trial Balance
May 31, 2017
Debit Credit
CaSh e $ 94,850
Accounts receivable ................... 1,575
Office supplieS....cccccceeeeiiiiiinnnn. 1,250
Office equipment ......ccccccevvveeennn. 10,050
Accounts payable.........ccccoouen. $ 0
Common StoCK ....ccceevveeiiiiiieeiennnn. 100,750
Dividends .....cocoevviviiiiiiiiieeeie, 10,000
Feesearned ........ccoovevvviinieiinnnnnn. 18,200
Rent expense ........ccccccveviiiiveennnnnn, 1.225
TotalS..uvveiiicciceieee e, $118,950 $118,950
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Exercise 2-11 (20 minutes)

1.
a. AccountPayable........ccoooonn, 2,000
CaSh oo 2,000
Paid amount owed toward account payable.
b. Salaries EXpense.......ccccccvveiiiiiiieeeevevvnnnnnn. 1,200
CaSh e 1,200
Paid salary of receptionist.
C. Equipment........ccooiiiiiii e, 39,000
Cash ..o 39,000
Paid for equipment purchase.
d. Utilities EXPENSE .....uvvviiiiieiiieiiiiiiii i eeeeeeeeees 800
Cash ..o 800
Paid utilities for the office.
e. BTV L0 11 o [0 =3 R 4,500
Cash o 4,500

Paid cash dividends.
2. Transactions a, ¢, and e did not yield an expense for the following reasons:

e This transaction is a distribution of cash to the owner. Even though

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

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

¢ This transaction involves the purchase of an asset. The form of the
company’s assets changed, but total assets did not (and neither did

equity).
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Exercise 2-12 (20 minutes)
1.

A Cash . 20,000

ComMmMON StOCK ... .ceiee e 20,000
Cash received from owner investment for stock.

b. CaAS N e 900

Services REBVENUE .....coeeeeeiieeeeeeeeeeeeeeeeeee e 900
Provided services for cash.

C. CaAS I e 10,000
Unearned Services Revenue ........ccceeeveuenn... 10,000
Cash received for future services.

d. CaAS N e 3,500

Accounts Receivable......coccoveiieiiiiiiiie, 3,500
Cash received toward accounts receivable.

e. CaAS e 5,000
Note Payable .........ccoooiiiiiiiieeeee, 5,000
Cash received for note payable to bank.

2. Transactions a, ¢, d, and e did not yield revenue for the following reasons:

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

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

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

c This transaction brought in cash, and it created a liability to provide
services to a client in the next year.

Exercise 2-13 (25 minutes)

b 1. The company paid $4,800 cash in advance for prepaid insurance coverage.

a2.D.Belle created a new business and invested $6,000 cash, $7,600 of
equipment, and $12,000 in web servers in exchange for stock.

. 3. The company purchased $900 of supplies on account.

£ 4. The company received $4,500 cash for services provided.
f 5.The company paid $900 cash towards accounts payable.
g 6. The company paid $3,400 cash for equipment.

d 7. The company paid $800 cash for selling expenses.

©2018 by McGraw-Hill Education. This is proprietary material solely for authorized instructor use. Not authorized for sale or distribution in
any manner. This document may not be copied, scanned, duplicated, forwarded, distributed, or posted on a website, in whole or part.

74 Financial & Managerial Accounting, 7th Edition




Exercise 2-75 (30 minutes)

a.

CaAS e ———— 6,000

EQUIPMENT ..o 7,600

WED SEIVEIS .ot 12,000
ComMMON SEOCK .ovvvveeeiieeee e

Owner investment in company for stock.

Prepaid INSUranCe........cccceeeeiiiiii i, 4,800
CaSh.iiiiiiii s
Purchased insurance coverage.
SUPPHES e 900
Accounts Payable .......cccccceeeiiiiiiiiic

Purchased supplies on credit.

Selling EXPENSES ... 800
CaAShN .
Paid cash for selling expenses.
CaASI - 4,500
Services Revenue.......ccccceeveveviiieeevcie e,

Received cash for services provided.

Accounts Payable ... 900
CasSh ..
Made payment on accounts payable.
EQUIPMENT ... 3,400
Cash. o

Paid cash for equipment.

25,600

4,800

900

800

4,500

900

3,400
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Exercise 2-15 (20 minutes)
Calculation of change in equity for part a through part d

Assets - Liabilities = Equity

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

End of the year ................... 105,000 - 36,000 = _69.000

Net increase in equity ........ $29.000
a. NEt INCOME ...ttt $ ?

Plus owner investments ......ccccccceveevviiiiivinnnnnee. 0

Less dividends .......ccovvviiiiiiiiiiiiiine e (0)

Change in eqUItY .......eeeciiiiiiiiiieeeeeee e $29,000

Net Income = $29,000
Since there were no additional investments or dividends, the net
income for the year equals the net increase in equity.

b. NELINCOME ..o $ ?
Plus owner investments ......oooeeveeveeveeeeeineeeeeeenn, 0
Less dividends ($1,250/mo. X 12 M0.) ......c....... (15.000)
Change in eqUILY .......eciiiiiiiiii e, $29,000

Net Income = $44,000
The dividends were added back because they reduced equity
without reducing net income.

C. NEL INCOME oo $ ?
Plus owner investment ......cocovvveveeviivieeeie e, 55,000
Less dividends .....cocoeeevieieeii e (0)
Change in eqUILY .....ccccuvviiiiiieeieeeeee e $29.000

Net Loss = $26,000
The investment was deducted because it increased equity without
creating net income.

d. NEL INCOME .o $ ?
Plus owner investment .....c.covveevieeeiveeeeeeeeennn, 35,000
Less dividends ($1,250/mo. X 12 mo.).............. (15.000)
Change in eqUILY .....ccccuvvvviiiiiiiiiieeee e, $29,000

Net Income = $9,000
The dividends were added back because they reduced equity
without reducing net income and the investments were deducted
because they increased equity without creating net income.
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Exercise 2-77 (30 minutes)

HELP TODAY
Income Statement
For Month Ended August 31

Revenues

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

ReNt EXPENSE ..uvvvviiiiieiiciiieee e, $ 9,550

Salaries eXpense .....ccccccceeeeeeeeeveeeiinnnnnn. 5,600

Telephone expense ......cccocevvvvvviiiicnnnnn. 860

Miscellaneous expenses .........ccccoeeeen... 520

Total EXPENSES ..vvvvieeiieiieiiiiie e 16.530
NEt INCOME ..vvviiiiiiiieee e $10470

Exercise 2-17 (15 minutes)

HELP TODAY
Statement of Retained Earnings
For Month Ended August 31

Retained earnings, July 31 .............cccuue. $ 0
Add: Netincome (from Exercise 2-16)...... 10.470

10,470
Less: DividendS.....ccooovevvveviiiiiieeeeeeee 6.000
Retained earnings, August 31................... $ 4470
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Exercise 2-18 (15 minutes)

HELP TODAY
Balance Sheet
August 31
Assets Liabilities
Cash....ovvvivviiiiiiiieeen, $ 25,360 Accounts payable................ $ 10,500
Accounts receivable .... 22,360 Equity
Office supplies.............. 5,250 Common stock .................... 102,000
Office equipment .......... 20,000 Retained earnings’ .............. 4,470
(=1 [0 [ 44.000 Total equIty ..coovveeveeeeiiiin. 106.470
Total assets..........cceuueee $116,970 Total liabilities & equity ...... $116,970
“ Amount from Exercise 2-17.
Exercise 2-19 (15 minutes)
(a) (b) (c) (d)
Answers $(28,000) $42,000 $73,000 $(45,000)
Computations:
Equity, Dec. 31, 2016..... $ 0 $ 0 $ 0 $ 0
Owner's investments .... 110,000 42,000 87,000 210,000
Dividends .........cceevvunnnnne. (28,000) (47,000) (10,000) (55,000)
Net income (loss) .......... 22.000 90.000 (4.000) (45.000)
Equity, Dec. 31, 2017..... $104,000 $85,000 $73,000 ‘ $110,000
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Exercise 2-79 (15 minutes)

1) 2) 3) (4)
Difference
between Column Identify Amount that account(s)
Debit and withthe account(s) is overstated or
Description Credit Larger incorrectly understated
Columns Total stated
a. $3,600 debit to Rent _
Expenseis postedas  $2,260 Credit RentExpense Rent Expense is
a $1,340 debit. understated by $2,260
b. $6,500 credit to Cash .
is posted twice as two  $6,500 Credit Cash Cash is understated by
credits to Cash. $6,500
c. $10,900 debit to the Common Common Stock is
Dividends account is Stock understated by $10,900
debited to Common $0 — o ,
Stock. Dividends Dividends is
U 114 [¢ (=] ¢>1 €=11=T0 B o\VAN. N (ORC]0[0
d. %2,050ddlebit to _ Prepaid Prepaid Insurance is
repaid insurance is Insurance understated by $2,050
posted as a debit to $0 —
Insurance Expense. Insurance  Insurance Expenseis
.................................................................................................................................... Expense _ overstated by $2,050
e. $38,000 debit to : i i
Machinery is posted Machinery Machinery is
: understated by $38,000
as a debit to Accounts $0 — Accounts :
Payable. Accounts Payable is
Payable understated by $38,000
f. $5,850creditto $5,265 Debit Services Services Revenue is
Services Revenue is Revenue understated by $5,265
posted as a $585
credit.
g. $1,390debitto Store $1,390 Credit Store Store Supplies is
Supplies is not Supplies understated by $1,390

posted.

©2018 by McGraw-Hill Education. This is proprietary material solely for authorized instructor use. Not authorized for sale or distribution in
any manner. This document may not be copied, scanned, duplicated, forwarded, distributed, or posted on a website, in whole or part.

Solutions Manual, Chapter 2

79



Exercise 2-21 (15 minutes)

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

because the erroneous debit (to Accounts Payable) is
deducted from an account with a (larger assumed) credit
balance.

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

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

d. Understated. The Accounts Payable account balance is $37,900
understated by $37,900. It should have been increased
(credited) by $18,950 but the posting error decreased
(debited) it by $18,950.

e. The credit column is $37,900 less than the debit column, or
$162,100 in total ($200,000 - $37,900).
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Exercise 2-81 (15 minutes)

a. Debt Net Average
Co. Liabilities / Assets = Ratio Income / Assets = ROA
1 $11,765 $ 90,500 0.13 $20,000 $100,000 0.200
2 46,720 64,000 0.73 3,800 40,000 0.095
3 26,650 32,500 0.82 650 50,000 0.013
4 55,860 147,000 0.38 21,000 200,000 0.105
5 31,280 92,000 0.34 7,520 40,000 0.188
6 52,250 104,500 0.50 12,000 80,000 0.150

b. Company 3 relies most heavily on creditor (hon-owner) financing with 82%
of its assets financed by liabilities.

c. Company 1lrelies least on creditor (non-owner) financing at only 13%.
This implies that 87% of the assets are financed by equity (owners).

d. The companies with the highest debt ratios indicate the greatest risk. The

two companies with the highest debt ratios are 2 and 3.

e. Company 1yields the highest return on assets at 20%; followed by Company
5 at 18.8%.

f. Asaninvestor, one prefers high returns at low risk. Company 1 is the preferred
investment since it yields the lowest risk (debt ratio is 13%) and highest return

on assets (20%).

Exercise 2-23 (15 minutes)

HEINEKEN N.V.
Balance Sheet (in Euro millions)
December 31, 2015

Assets Equity and liabilities

Noncurrent assets......... € 31,800 Total equity ......eeeeeiiiiiiiienns € 15,070

Current assets .............. 5,914 Noncurrent liabilities........... 14,128
Current liabilities ................. 8.516

Total assets.................... € 37,714 Total equity and liabilities .. €37,714
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PROBLEM SET A

Problem 2-1A (90 minutes)

Part 1
April 1l Cash ... 101 80,000
Office EqQuipment ..., 163 26,000
Common StOCK ....coeeevvviiieeiiiiieeeeee, 307 106,000
Owner invested cash & equipment for stock.
2 Prepaid Rent......cccoooovviiiiiiiiiiin e 131 9,000
CasSh ..o 101 9,000
Prepaid twelve months’ rent.
3 Office EQUIpMENT ......evvviiiiiiiiiiiiiiiiiiiiiiiiiens 163 8,000
Office SUPPlIES .oooeeeeeeeeee, 124 3,600
Accounts Payable ..., 201 11,600
Purchased equip. & supplies on credit.
6 Cash e 101 4,000
Services Revenue........ccooeveeveiveeeinnnnn. 403 4,000
Received cash for services.
9 Accounts Receivable.........ccccoeeeieviiniieennn, 106 6,000
Services Revenue...........c.occeevveeeeeeenn. 403 6,000
Billed client for completed work.
13 Accounts Payable.........cccccoviiiiiiiiiiciniennnn, 201 11,600
Cash ..o 101 11,600
Paid balance due on account.
19 Prepaid InSUranCe.......ccccoeeeveeiiieeeveeiiineeeens 128 2,400
Cash .o, 101 2,400
Paid premium for insurance.
22 Cash ., 101 4,400
Accounts Receivable .......ccccovvvvennen. 106 4,400
Collected part of amount owed by client.
25 Accounts Receivable......cocovveiiiiiiiiniiinnns 106 2,890
Services Revenue........coccoveevvevviineennnns 403 2,890
Billed client for completed work.
28 DIVIAENdS ....coiiiiiiiieieceeeeee e 319 5,500
Cash. 101 5,500
Paid cash for dividends.
29 Office SUpplies ...ccccoevviiiiiiiiiiiicii e, 124 600
Accounts Payable ... 201 600
Purchased supplies on account.
30 UtilitieS EXPENSE ....ccovvvvvivviiiiieeeeeeeeeiiinn, 690 435
Cash. 101 435

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

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

Accounts Payable

Acct. No. 201

Date Explanation PR Debit Credit Balance
April 3 G1 11,600 11,600
13 G1 11,600 0

29 G1 600 600
Common Stock Acct. No. 307

Date Explanation PR Debit Credit Balance
April 1 G1 106,000 106,000
Dividends Acct. No. 319

Date Explanation PR Debit Credit Balance
April 28 G1 5,500 5,500
Services Revenue Acct. No. 403

Date Explanation PR Debit Credit Balance
April 6 G1 4,000 4,000
9 G1 6,000 10,000

25 G1 2,890 12,890
Utilities Expense Acct. No. 690

Date Explanation PR Debit Credit Balance
April 30 G1 435 435
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Problem 2-1A (Continued)

Part 3

LINKWORKS

Trial Balance

April 30
Debit Credit

CaAS N it $ 59,465
Accountsreceivable .......cccooooiiiiiiiiiii, 4,490
Office SUPPIIES..cciiviiieeeeeeeiire e 4,200
Prepaid iNSUFaNCe ..........ceeeeeeeeiieeeiiiiie e eeeeeeeinnns 2,400
Prepaid rent ... 9,000
Officeequipment ........coeeviiiiiiie e, 34,000
Accounts payable.........cccoviiiiiiii $ 600
ComMmMON STOCK v 106,000
[TV AT [=] 2 0 K= 5,500
SEIVICES FEBVENUE.....cveeiteeeee e e eie e et eaeeeaas 12,890
UtilitieS eXPENSE ...cccvvvieiiiiiiieec e 435
TOtAl e $119.490 $119.490
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Problem 2-2A (90 minutes)

Part 1
a. Cash ..o 101 100,000
Office Equipment ........cccooovviiiiiiriiiie e, 163 5,000
Drafting Equipment..........cccccoeeeeiiiieeeeeenne, 164 60,000
Common StoCK .......oovvvvviiiiiiiieieeeceieans 307 165,000
Owner invested cash & equipment for stock.
b. Land.....ooviiieiieeeeee e 172 49,000
Cash....oooii 101 6,300
Notes Payable.........cccccoeivieiiiiiniinnnnnnn, 250 42,700
Purchased land with cash and note payable.
C. BUildiNg ..ooovviiiiiiie e 170 55,000
Cash.....oii 101 55,000
Purchased building.
d. Prepaid Insurance............ccccovviiiiiiincinnen, 108 3,000
Cash... i, 101 3,000
Purchased 18-month insurance policy.
e. Cash e, 101 6,200
Engineering Fees Earned .................. 402 6,200
Collected cash for completed work.
f. Drafting Equipment.........ccccccviiiiiiiiiinineenns 164 20,000
CaSh .o 101 9,500
Notes Payable ......ccccocccveeeeeiiiiiciiiiie, 250 10,500
Purchased equipment with cash and note
payable.
g. Accounts Receivable...........ccccccccs 106 14,000
Engineering Fees Earned .................. 402 14,000
Completed services for client.
h. Office EQUIPMENTt .....covviiiiiiiiiiiiee e 163 1,150

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

I Accounts Receivable ..........ccccvviieennn 106 22,000
Engineering Fees Earned .................. 402 22,000
Billed client for completed work.
J. Equipment Rental Expense...........ccc.ue..... 602 1,333
Accounts Payable............cccccuvvvernnnnee. 201 1,333
Incurred equipment rental expense.
K. CaSh . 101 7,000
Accounts Receivable ..........cccoeeuneen. 106 7,000
Collected cash on account.
Wages EXPENSE.....ccooeeviviiiieieiie e 601 1,200
CaSh .o 101 1,200
Paid assistant’s wages.
m. Accounts Payable ..........cccccvviiiiiiiiiicinnnnn. 201 1,150
CaSh .o 101 1,150
Paid amount due on account.
n. Repairs EXpense ......ccccceevveeeiievveeivvinninnnnn. 604 925
CaSh .o 101 925
Paid for repair of equipment.
0. DIV L0 1= g o ST 319 9,480
(OF: 1) o 101 9,480
Paid cash for dividends.
p. Wages EXPENSE......cooevviviiieeieiiie e 601 1,200
CaASN . 101 1,200
Paid assistant’s wages.
g. Advertising EXpense.........cccccvviiiviiiiiinnnnn. 603 2,500
CaASN . 101 2,500

Paid for advertising expense.
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Problem 2-2A (Continued)

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

Part 3
ARACEL ENGINEERING
Trial Balance
June 30
Debit Credit
[OF: 1] o T $ 22,945
Accounts receivable .........ccccovviiiiiiiiiiinnn. 29,000
Prepaid inSuUrancCe ..........ccccvvvvveiiieeeeeeeeenns 3,000
Office equipment .........cccevviiiiee e, 6,150
Drafting equipment ........cccccoeevveviiieieeinnnnnnn. 80,000
BUuilding ..ocoevoeeieeii e, 55,000
Land ..o 49,000
Accounts payable........cccooceeeiiiiiiieeeeienne, $ 1,333
Notes payable ..., 53,200
Common STOCK ..vveeeiieeieeeee e 165,000
BT AVZ 0 1] g Lo =S 9,480
Engineering fees earned................cceeveenne 42,200
Wages EeXPENSE ......ovveviiiiiiiieeiieeeee e 2,400
Equipment rental expense......................... 1,333
Advertising expense ........cccccciiiiiie, 2,500
Repairs eXpense......ccceeveeeeeeiinieeeeeeeenneeenn 925
TOtalS oo $261,733 $261,733
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Problem 2-3A (90 minutes)

Part 1
Mar.1 Cash .o 101 150,000
Office Equipment ..., 163 22,000
Common StOCK .....ccceveeeiiiiiiiieeeieiinn. 307 172,000
Owner invested cash & equipment for stock.
2 Prepaid Rent......cccccoeeeiiiiiiiiiiiiiiiii e, 131 6,000
CaSh..c e, 101 6,000
Prepaid six months’ rent.
3 Office EqQuIipment .......ccccoeeeeiiiiiieieceiieeeeees 163 3,000
Office SUPPlies ...ccoevveeiieeiiie e, 124 1,200
Accounts Payable ................. 201 4,200
Purchased equipment and supplies on credit.
6 Cash oo 101 4,000
Services ReVeNUEe.......ccooceveveviviiiinnnns 403 4,000
Received cash for services.
9 Accounts Receivable.........ccccoeeeveviiiinnnnn, 106 7,500
Services Revenue........ccoevvveeeiveeeennenn. 403 7,500
Billed client for completed work.
12 Accounts Payable.........ccccoiiiiiininnnnn, 201 4,200
Cash ..o 101 4,200
Paid balance due on account.
19 Prepaid INSUranCe.....ccccccvvevveeviiiieiiieneeneen, 128 5,000
CaSh ., 101 5,000
Paid premium for insurance.
22 CaSh oo 101 3,500
Accounts Receivable ..........coooueennen. 106 3,500
Collected part of amount owed by client.
25 Accounts Receivable.......coccovvviiiiiiiiniiinnns 106 3,820
Services Revenue.......cooccovvevieeieeiennnn, 403 3,820
Billed client for completed work.
29 DIVIAENAS ccoeiieieeeeee e 319 5,100
Cash..e e, 101 5,100
Paid cash for dividends.
30 Office SUPPHES .ccoevi i, 124 600
Accounts Payable ..........cccciiiiinn. 201 600
Purchased supplies on account.
31  UtilitieS EXPENSEe ....ooovvviiiiiiiiiieeeeeeeeeeiiinnn 690 500
CasSh..coiie 101 500

Paid monthly utility bill.

©2018 by McGraw-Hill Education. This is proprietary material solely for authorized instructor use. Not authorized for sale or distribution in
any manner. This document may not be copied, scanned, duplicated, forwarded, distributed, or posted on a website, in whole or part.

90 Financial & Managerial Accounting, 7th Edition



Problem 2-3A (Continued)

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

Part 2 (Continued)

Accounts Payable Acct. No. 201

Date Explanation PR Debit Credit Balance
Mar. 3 G1 4,200 4,200
12 G1 4,200 0

30 G1 600 600
Common Stock Acct. No. 307

Date Explanation PR Debit Credit Balance
Mar. 1 G1 172,000 172,000
Dividends Acct. No. 319

Date Explanation PR Debit Credit Balance
Mar. 29 Gl 5,100 5,100
Services Revenue Acct. No. 403

Date Explanation PR Debit Credit Balance
Mar. 6 G1 4,000 4,000
9 G1 7,500 11,500

25 G1 3,820 15,320
Utilities Expense Acct. No. 690

Date Explanation PR Debit Credit Balance
Mar. 31 G1 500 500
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Problem 2-3A (Concluded)

Part 3
VENTURE CONSULTANTS
Trial Balance
March 31
Debit Credit

(OF= 1] o [T $136,700

Accounts receivable ..........ccoeeiiiiiiii 7,820

Office SUPPIIES..ccviiiiiieeeieet e 1,800

Prepaid iNSUFaNCe ..........ceeeeeeeeiieeeiiiiee e eeeeeeeennns 5,000

Prepaid rent ... 6,000

Office equUIPMENT .....ciiiiii e 25,000

Accounts payable.........ccccoviiiiiiiiii e, $ 600
COoOMMON STOCK ovnieiiiiieeeiee e e eaees 172,000
(D] AVZ 0 1] o o =TT 5,100

SEIVICES FEVENUE.....ccueiiteeeeeieeeeeeeie e e e e e eareaeens 15,320
UtIlItieS eXPENSE ...ovvviiiiiiii e 500

TOTAIS e $187,920 $187.920

©2018 by McGraw-Hill Education. This is proprietary material solely for authorized instructor use. Not authorized for sale or distribution in

any manner. This document may not be copied, scanned, duplicated, forwarded, distributed, or posted on a website, in whole or part.

Solutions Manual, Chapter 2

93



Problem 2-4A (90 minutes)

Part 1
a. CaSh i 101 60,000
Office Equipment .........ccccceeeeiiieeeeveeeiiiinn, 163 25,000
Common StOCK .....ouvveveiiieiiiieeieeee, 307 85,000
Owner invested cash & equipment for stock.
b. Land......ccoooiiiiiiieee e 172 40,000
BUilding ..oooooviiiici e 170 160,000
Cash ., 101 30,000
Notes Payable .........cccccevvvviiiiiieennn. 250 170,000
Purchased land and building with cash and
note payable.
C. Office Supplies ..., 108 2,000
Accounts Payable..............ccoouunniiee. 201 2,000
Purchased office supplies on account.
d. AUtOMODIIES ..o, 164 16,500
Common StocK .......ccevvieviiiiiieeeee, 307 16,500
Owner contributed automobile to business
for stock.
e. Office Equipment ........ccccvvvvvvviiiiiieeeeeeee, 163 5,600
Accounts Payable.......................... 201 5,600
Purchased office equipment on account.
f. Salaries EXPense...........eveeevveveveeiiieenennnne. 601 1,800
Cash ., 101 1,800
Paid assistant’s salary.
g. Cash.. 101 8,000
Fees Earned ......cooovevviiiiinniinniineenn, 402 8,000
Provided services for cash.
h. Utilities Expense ..o, 602 635

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

I Accounts Payable ......cccccvvviiiiiiiiiinnnnnnn

CaSh oo
Paid cash on account.

B Office Equipment......ccccccvviviveiiniiiienennns

Cash ..o
Purchased new equipment with cash.

K. Accounts Receivable ......ccccovvveveeieiinn..

Fees Earned.......ccooevveeiviniiiiiiieeeinn
Provided services on account.

l. Salaries EXpense.........cccccvvvvivvvieiiiinnnnnns
CaSh e,
Paid assistant’s salary.
m CaSh.ciiiiiiiiiieeeee
Accounts Receivable...........cc..........

Received cash due on account.

n. [ AVAT o [T o o F=

CaSh oo
Paid cash for dividends.

2,000

20,300

6,250

1,800

4,000

2,800

2,000

20,300

6,250

1,800

4,000

2,800
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Problem 2-4A (Continued)

Part 2
Cash No. 101 Land No. 172
Date| PR | Debit Credit Balance Date| PR | Debit Credit Balance
(@) 60,000 60,000 (b) 40,000 40,000
(b) 30,000 30,000
() 1,800 28,2001  Accounts Payable No. 201
(9) 8,000 36,200 |Date|PR| Debit Credit | Balance
(h) 635 35,565 (©) 2,000 2,000
(i) 2,000 33,565 (e) 5,600 7,600
() 20,300/ 13,265 0 2,000 5,600
() 1,800 11,465
(m) 4,000 15,465 Notes Payable No. 250
(n) 2,800 12,665| |Date| PR| Debit Credit | Balance
(b) 170,000/ 170,000
Accounts Receivable No. 106
Date| PR | Debit Credit Balance
(k) 6,250 6,250 Common Stock No. 307
(m) 4,000 2,250| |Date| PR| Debit | Credit | Balance |
(@) 85,000 85,000
Office Supplies No. 108 ‘ (d) ‘ ‘ ‘ 16,500‘ 101,500
Date| PR | Debit Credit Balance
(c) 2,000 2,000
Dividends No. 319
Office Equipment No. 163 Date| PR | Debit Credit | Balance
Date| PR | Debit Credit Balance (n) 2,800 2,800
(@) 25,000 25,000
(e) 5,600 30,600 Fees Earned No. 402
)] 20,300 50,900 Date| PR | Debit Credit | Balance
©) 8,000 8,000
(k) 6,250/ 14,250
Automobiles No. 164 Salaries Expense No. 601
Date| PR | Debit Credit Balance Date| PR | Debit Credit Balance
(d) 16,500 16,500 ) 1,800 1,800
) 1,800 3,600
Building No. 170
Date| PR | Debit Credit Balance Utilities Expense No. 602
(b) 160,000 160,000| |pate| PR| Debit Credit | Balance
(h) 635 635
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Problem 2-4A (Concluded)

Part 3
HV CONSULTING
Trial Balance
September 30
Debit Credit
CaASh i $ 12,665
Accounts receivable ..........cccooeeiiiiiiin, 2,250
Office SUPPlIES....coeevveveeeiicrce e, 2,000
Office equipment ...........cceevvvviiiiii e, 50,900
AULOMODIES.....ieiee e 16,500
BUilding .oooveoieeeeiie e 160,000
Land ..o 40,000
Accounts payable........cccocceeiiiiiiieeieeceinen, $ 5,600
Notes payable .......ccccocceiiiii 170,000
CommoN STOCK .vvvveiiiieeiieeeeeee e 101,500
(BT L0 1= Lo £ 2,800
Fees earnNed .......covveeiiivieeiiieie e 14,250
Salaries eXPENSEe ....ooevvvviiieeeeeiiee e 3,600
UtilitieS eXPENSE ....uucvieeiiiiieeiiiiiei e 635
TOtaAl o $291,350 $291,350
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Problem 2-5A (90 minutes)

Part 1
NETTLE DISTRIBUTION
Balance Sheet
December 31, 2016
Assets Liabilities
Cash..coccviiieeiieieeee, $ 64,300 Accounts payable................ $ 3,500
Accounts receivable .... 26,240
Office supplies.............. 3,160
TruckS..ooovviieeeeeiie 148,000 Equity
Office equipment .......... 44,000 Total equUItY ..cooevvvvviciieeeeeeee, 282.200
Total assets................... $285,700 Total liabilities and equity ...$285,700
NETTLE DISTRIBUTION
Balance Sheet
December 31, 2017
Assets Liabilities

Cash...ooviiiiiiie $ 15,640 Accounts payable ................. $ 33,500
Accounts receivable .... 19,100 Note payable........ccccvvvvvvnnnnnn. 40,000
Office supplies.............. 1,960 Total liabilities .......cooevevvennenn. 73,500
TruckS....ooeeiveeiiiieeeeen, 157,000
Office equipment .......... 44,000
Building .....ccvveieenenn. 80,000 Equity
Land ....cooooeviiiiiee, 60.000 Total equity......cccceveveeinnneeennes 304.200
Total assets........cc.eeunne. $377,700 Total liabilities and equity.... $377,700
Part 2
Computation of 2017 net income:

OWNEE INVESTMENT .ot $ 35,000

Add NELINCOME ..o e e s ?

Deduct diVIAENAS .....oviiiiiiiiiiiiieiieeeeeeeeee e (19.000)

Increase in equity during 2017* ... $ 22,000*

Thus, net income = ($22,000 + $19,000 - $35,000) = $ 6,000

* Computation of 2017 equity increase:

Equity, DeCembBEr 31, 2016 .....uvviiiiiie e ciee ettt e et e et a e ana e annees $282,200

Plus net inCome (OF 1€SS N TOSS)....uuiiiiiieii e et ?

Equity, DECemMBEr 31, 2007 ...cuviie ettt ettt e et e b e e anaaeeanneas $304,200

Thus, thereis an increasein equity dUring 2017 .........ccoiuuiiiiiiiiiiieie e $ 22,000
Part 3

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

Part 1
MIN ENGINEERING
Trial Balance
May 31
Debit Credit
CaSh.. $37,600
Office SUPPlIES....coovvveveeiiiicrce e, 890
Prepaid inSurance .......ccccoceeeeeveivieeeeeeinnnnnn, 4,600
Office eqUIPMENT ....oiiiiiiiiieee, 12,900
Accounts payable.......cccccceeeiiiiiieieceeeinee. $12,900
CommON STOCK ovveniiiieeeeeee e 18,000
DIVIAENAS ..cvieiieeee e 3,370
Engineering fees earned..........cccccoevvennnnn.. 36,000
ReNt eXPENSE ...oovvviiiiiiiii e 7.540
TOtAIS e $66,900 $66,900
Part 2
Cash

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

(d) 890

(9) 3,370
Balance 37,600

Transactions athrough g coded in T-account:
(@) Yi Min invested $18,000 cash in the business in exchange for stock.

(b) Paid $7,540 cash for May’s monthly rent expense.
(c) Paid $4,600 cash for this year’s insurance premium beginning immediately.

(d) Purchased office supplies for $890 cash.
(e) Purchased $12,900 of office equipment on credit (with accounts payable)—no cash effect; thus,

not listed in T-account.
(f) Received $36,000 cash for engineering services provided in May.
(g) Paid $3,370 cash for dividends.
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PROBLEM SET B

Problem 2-1B (90 minutes)

Part 1
Sept.l Cash . 101 38,000
Office Equipment .........ccceeeeeeveeeeereeeeiinnns 163 15,000
Common StoCK ....coovvveviiiiiieiiieeeee, 307 53,000
Owner invests assets in business for stock.
2 Prepaid Rent ..., 131 9,000
CaSh e 101 9,000
Prepaid twelve months’ rent.
4  Office Equipment ........cccvviiiiiiiiiiiieeeiiinnn 163 8,000
Office Supplies ......coovvviiiiiiiieei, 124 2,400
Accounts Payable.........ccccccnninnnnn. 201 10,400
Purchased equipment and supplies on credit.
8 CaASh 101 3,280
Services ReVEeNUEe......ccocovevevvinienenn. 401 3,280
Received cash for services.
12 Accounts Receivable........coccovviiiiiiinenn, 106 15,400
Services ReVENUEe.......ccocovevvenvenvenenn. 401 15,400
Billed client for completed work.
13 Accounts Payable.........ccccoiiiiiiininnnnnn, 201 10,400
CaSh e 101 10,400
Paid balance due on account.
19 Prepaid InSuranCe..........cccceveeeeeeennnnennn, 128 1,900
CaSh i 101 1,900
Paid premium for insurance.
22 Cash ., 101 7,700
Accounts Receivable...........cooeven... 106 7,700
Collected part of amount owed by client.
24 Accounts Receivable ........cccooevvvvvinnnnnnn. 106 2,100
Services Revenue........ccocceeevvvneennn. 401 2,100
Billed client for completed work.
28 DIVIAENAS ..oeiieiiii e 319 5,300
CaSh i 101 5,300
Paid cash for dividends.
29 Office Supplies .....ccoooiiii, 124 550
Accounts Payable.......................... 201 550
Purchased supplies on account.
30 Utilities EXPENSEe ..cccvvvvevviiiiiieeeeeiie e, 690 860
CaSh oo 101 860

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

Part 2
Cash Acct. No. 101
Date Explanation PR Debit Credit Balance
Sept. 1 G1 38,000 38,000
2 G1 9,000 29,000
8 G1 3,280 32,280
13 G1 10,400 21,880
19 Gl 1,900 19,980
22 G1 7,700 27,680
28 Gl 5,300 22,380
30 G1 860 21,520
Accounts Receivable Acct. No. 106
Date Explanation PR Debit Credit Balance
Sept. 12 G1 15,400 15,400
22 G1 7,700 7,700
24 G1 2,100 9,800
Office Supplies Acct. No. 124
Date Explanation PR Debit Credit Balance
Sept. 4 G1 2,400 2,400
29 G1 550 2,950
Prepaid Insurance Acct. No. 128
Date Explanation PR Debit Credit Balance
Sept. 19 G1 1,900 1,900
Prepaid Rent Acct. No. 131
Date Explanation PR Debit Credit Balance
Sept. 2 G1 9,000 9,000
Office Equipment Acct. No. 163
Date Explanation PR Debit Credit Balance
Sept. 1 G1 15,000 15,000
4 Gl 8,000 23,000
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Problem 2-1B (Continued)

Accounts Payable Acct. No. 201

Date Explanation PR Debit Credit Balance
Sept. 4 G1 10,400 10,400
13 G1 10,400 0
29 G1 550 550
Common Stock Acct. No. 307

Date Explanation PR Debit Credit Balance
Sept. 1 G1 53,000 53,000
Dividends Acct. No. 319

Date Explanation PR Debit Credit Balance
Sept. 28 G1 5,300 5,300
Services Revenue Acct. No. 401

Date Explanation PR Debit Credit Balance
Sept. 8 G1 3,280 3,280
12 G1 15,400 18,680
24 G1 2,100 20,780
Utilities Expense Acct. No. 690

Date Explanation PR Debit Credit Balance
Sept. 30 G1 860 860
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Problem 2-1B (Concluded)

Part 3
HUMBLE MANAGEMENT SERVICES
Trial Balance
September 30
Debit Credit
(OF= 1] o $21,520
Accounts receivable ......ccooooiiiiiiiiiiii 9,800
Office SUPPHIES...covviiiiieiiiiiiiir e 2,950
Prepaid iNnSurance .........cccccceeeeeeevei e 1,900
Prepaid rent ........ccoeiiiiiieiie e 9,000
Office eqUIPMENT .....coviiiiiiiiie e 23,000
Accounts payable........ccccovcveeeiiiiiiieeeececiiiee, $ 550
CommON STOCK .oveieiie e 53,000
(DAY AT [=] a1 o £ 5,300
SEIVICES FEVENUE...c. i e 20,780
UtilitiesS eXPeNnsSe .....cueviviieiieeeeeeie e 860
TOAIS e $74,330 $74,330
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Problem 2-2B (90 minutes)

Part 1
a. Cash ..o 101 65,000
Office EqQuipment ........cccccvvvvviiiiiiiiiiiiinnnn. 163 5,750
Computer Equipment........cccccovviiieeeeennnnnnn. 164 30,000
Common StoCK .......ccevvvviviiiiieeeeiceienas 307 100,750
Owner invested cash & equipment for stock.
b. Land.....coooeiiiiie e 172 22,000
Cash .o 101 5,000
Notes Payable........ccccooviiiiiiiiiiiiiniinnnns 250 17,000
Purchased land with cash and note payable.
C. BUIlAiNG .oovviiiiiiiiiiiieeeeeee 170 34,500
Cash.....oii 101 34,500
Purchased building.
d. Prepaid INSUrance.......cccccccvvvvvveviieieieinnnnnn. 108 5,000
Cash.....ooi 101 5,000
Purchased 24-month insurance policy.
e. Cash e, 101 4,600
Fees Earned......cccccoovvviiiiiiiiiiiiiiinieeenn, 402 4,600
Collected cash for completed work.
f. Computer Equipment.......cccccccceeiiiiieeiiinenns 164 4,500
CaSh .o 101 800
Notes Payable ......ccccocccveeeeeiiiiiciiiiie, 250 3,700
Purchased equipment with cash and note
payable.
g. Accounts Receivable................cccn 106 4,250
Fees Earned......cccccoovvviiiiiiiiiiiiiiinieeenn, 402 4,250
Completed services for client.
h. Office EQUIPMENTt .....covviiiiiiiiiiiiee e 163 950

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

I Accounts Receivable ..........ccccvviiiieennnn.. 106 10,200
Fees Earned ......ccooooevvvviveiiiiiiiieieeeeenn, 402 10,200
Billed client for completed work.
J. Computer Rental Expense.........ccccceeeeees 602 580
Accounts Payable..........c.cccceiiiiis 201 580
Incurred computer rental expense.
K. CaSh i, 101 5,100
Accounts Receivable .........cccoeevnenn. 106 5,100
Collected cash on account.
Wages EXPENSE.....ccooeeviviiiieieiie e 601 1,800
CasSh . 101 1,800
Paid assistant’s wages.
m. Accounts Payable .......cccccveviiiiiiiiiiiiiieeeeee. 201 950
CaSh .o, 101 950
Paid amount due on account.
n. Repairs EXpense ......ccccceeeevveeeevvvevviviniinnnnnn. 604 608
CaSh . 101 608
Paid for repair of equipment.
0. DIV L0 1= g o ST 319 6,230
CaSh . 101 6,230
Paid cash for dividends.
p. Wages EXPEeNnSe......vviiiiiiiiiiii e 601 1,800
CaASN . 101 1,800
Paid assistant’s wages.
qg. Advertising EXpense.........cccovvvviiiiiiinneennn. 603 750
CaSh . 101 750

Paid for advertising expense.
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Problem 2-2B (Continued)

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

Part 3
SOFTWORKS
Trial Balance
April 30
Debit Credit
CaSh s $ 17,262
Accounts receivable..........ccccccciiiiiiiiiiiinnnne, 9,350
Prepaid insurance............ccccvvvvvieeieeeeeeeennnnnn. 5,000
Office eqUIPMEeNT........cuuviiiiiiiiiiie e 6,700
Computer equUIPMENt....cccovvviiiiiiiiiiiie e, 34,500
BUilding....coooovvvviiiiiii e 34,500
LANd oo 22,000
Accounts payable ........ccceevevieiiiiiiieee e, $ 580
Notes payable........ccccoooiiiiii 20,700
CommonN STOCK ovvveieieee e 100,750
(D TAVAT o [=] a0 F= T 6,230
Fees earNed ......coovvv i 19,050
Wages eXPENSE .....vvvviiiiiiiiieeeen e 3,600
Computer rental eXpense........ccccveeeeeeeeennnnnns 580
Advertising eXpense.........ccccccviiiiiiiiiininnnnnn. 750
Repairs eXPense ......ccccvvvveeeiieieeeeeeeieien e 608
TOtalS .o $141.080 $141,080
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Problem 2-3B (90 minutes)

Part 1
NOV.1 Cash .o 101 30,000
Office EqQuipment ..., 163 15,000
Common StOCK ....coeeevvviiieeiiiiieeeeee, 307 45,000
Owner invested cash & equipment for stock.
2 Prepaid Rent......cccooooiiiiiiiiiiiiii e 131 4,500
Cash ..o 101 4,500
Prepaid six months’ rent.
4 Office Equipment ......ccccoeevviiiiiiiviiin e, 163 2,500
Office SUPPliES .ccooeeeeeieee, 124 600
Accounts Payable .........cccccoeeeiiinnnnnn. 201 3,100
Purchased equipment and supplies on credit.
8 Cash . 101 3,400
Services Revenue.........ccoevveeveieeeiinnnnn. 403 3,400
Received cash for services.
12 Accounts Receivable.........ccccocceeeiiiiiininnnn, 106 10,200
Services RevenuUe.......cooceveveviiviiiiennnns 403 10,200
Billed client for completed work.
13 Accounts Payable.........cccccoviiiiiiiiiiciniennnn, 201 3,100
CaSh ..o 101 3,100
Paid balance due on account.
19 Prepaid INSUranCe.......cccccvvvevvviiiiiiieeeennnnn. 128 1,800
CaSh ., 101 1,800
Paid premium for 24 months of insurance.
22 Cash ., 101 5,200
Accounts Receivable ..........ccccoeunee. 106 5,200
Collected part of amount owed by client.
24 Accounts Receivable........cccccooooviiiiiinnnnnn. 106 1,750
Services Revenue........cocceveeeveveiineennnns 403 1,750
Billed client for completed work.
28 DividendsS.....ccocoiiiiiiiii e 319 5,300
Cash..e e, 101 5,300
Paid cash for dividends.
29 Office Supplies ....cccooovieiiiiiiiicis 124 249
Accounts Payable ... 201 249
Purchased supplies on account.
30 UtilitieS EXPENSE ....coovvvvviviiiiiie e 690 831
CasSh ..o 101 831

Paid monthly utility bill.
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Problem 2-3B (Continued)

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

Common Stock

Acct. No. 307

Date Explanation PR Debit Credit Balance
Nov. 1 Gl 45,000 45,000
Dividends Acct. No. 319
Date Explanation PR Debit Credit Balance
Nov. 28 Gl 5,300 5,300
Services Revenue Acct. No. 403
Date Explanation PR Debit Credit Balance
Nov. 8 Gl 3,400 3,400
12 Gl 10,200 13,600
24 Gl 1,750 15,350
Utilities Expense Acct. No. 690
Date Explanation PR Debit Credit Balance
Nov. 30 Gl 831 831
Part 3
ZUCKER MANAGEMENT SERVICES
Trial Balance
November 30
Debit Credit
CaAS N e, $23,069
Accountsreceivable ..o 6,750
Office sUPPlieS....ccccvvviiiiiiee e, 849
Prepaid iNSUrancCe .........ccccevvvvvvviiieeeeeeeeeiinn 1,800
Prepaid rent ........cceeeiiiiiiiieie e 4,500
Office eqUIPMENT ......uiiiiiiee e 17,500
Accounts payable.........cccccveiiiiiiiiiiiee e, $ 249
COomMMON STOCK oveeiieeeee e 45,000
DIV AT [=] 0o ST 5,300
SEIVICES TEVENUE ... ee e eeneens 15,350
UtilitiesS eXPeNSEe ...cooevvieiieeci e 331
TOLAIS oo $60,599 $60,599
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Problem 2-4B (90 minutes)

Part 1
a. CaSh i 101 35,000
Office Equipment ........ccccceeeeiiieeeeieeeiiinnns 163 11,000
Common StOCK ....ccvvvveviiieiiieeeieeen, 307 46,000
Owner invested cash & equipment for stock.
b. Land. ..o 172 7,500
BUilding ..oooooviiiici e 170 40,000
CaSh v 101 15,000
Notes Payable .........cccccevvvviiiiiieennn. 250 32,500
Purchased land and building with cash and
note payable.
C. Office Supplies ..., 108 500
Accounts Payable.........ccccccciinnnn. 201 500
Purchased office supplies on account.
d. AUtoOmMODIlES ..., 164 8,000
Common StocK .......ccceevveeiiiiiineennnn, 307 8,000
Owner contributed automobile to business
for additional stock.
e. Office Equipment .........ooovviiiiiiinieeeeeeee, 163 1,200
Accounts Payable.......c.....oevnvnnneen. 201 1,200
Purchased office equipment on account.
f. Salaries EXPense...........eveeevveveveeiiieenennnne. 601 1,000
CaSh .o, 101 1,000
Paid assistant’s salary.
g. Cash.. 101 3,200
Fees Earned .........ccoeeeveviiviiiiiiinnennn. 402 3,200
Provided services for cash.
h. Utilities Expense ..o, 602 540

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

Part 1—Concluded

I Accounts Payable ........ccccoceveiiiiiiiiinnne, 201 500
CaSh e 101 500
Paid cash on account.
B Office Equipment........cccccvvviveeeiiiiiineeenn, 163 3,400
CaSh e 101 3,400
Purchased equipment for cash.
K. Accounts Receivable.......c.cccoevevveiiiinns 106 4,200
Fees Earned........cooooevvveviiiiiiiiinnennn, 402 4,200
Provided services on account.
[ Salaries Expense........cccccvviiiieeeeeeeeiinnnnn. 601 1,000
CaSh i 101 1,000
Paid assistant’s salary.
m. (OF= 1] o TR 101 2,200
Accounts Receivable.........ccccoeee. 106 2,200
Received cash due on account.
n. [ AVAT o [=] a0 F= 319 1,100
CaSh oo 101 1,100

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

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

| (h) |

| 540 |

540
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Problem 2-4B (Concluded)

Part 3
NUNCIO CONSULTING
Trial Balance
June 30
Debit Credit

(OF= 1] o T $17,860

Accounts receivable ..........cccooeeiiiiiiin, 2,000

Office SUPPlIES....cocevveveeieiccrce e, 500

Office equipment .........covviiiiiveiiiieeeee, 15,600

AUtOMODIIES. ... 8,000

BUilding .oooveoieeeeiie e 40,000

1= T o o [T 7,500

Accounts payable........cccooceeiiiiiiieeeeeeiine, $ 1,200
Notes payable ..., 32,500
CommonN STOCK .ovvvieie e 54,000
(D TAVAT o [=] g o K< 1,100

Fees earned ..o 7,400
Salaries exXpense .....ccccceeevevveiie e, 2,000

Utilities eXpense ... 540
TOtal oo $95.100 $95.100
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Problem 2-5B (60 minutes)

Part 1
TAMA CO.
Balance Sheet
December 31, 2016
Assets : Liabilities
(OF=15] 1 [ $ 30,000 Accounts payable............. $ 4,000
Accounts receivable............. 35,000
Office supplies .....ccccceen. 8,000
Office equipment.............. 40,000 Equity
Machinery .......ccccoocvnnennns 28.000 Total equUIty....cccceeeeerieeeeneee. 137.000
Total assets .....ccccevvveeenns $141,000 Total liabilities & equity..... $141,000
TAMA CO.
Balance Sheet
December 31, 2017
Assets _ Liabilities
Cash .o $ 5,000 Accounts payable.............. $ 12,000
Accounts receivable ........ 25,000 Note payable ...................... 250.000
Office supplies ....cccc......... 13,500 Total liabilities.......c.coeeuvenne. 262,000
Office equipment.............. 40,000
Machinery ......ccccooeevevinnnnnn. 28,500
Building........ccoeeeeeeeeee 250,000 Equity
Land ....ccooeeeeiiiee e 50,000 Total equity ....ccevvveneeereennnnn. 150,000
Total assets .......ccccvevvenneee $412,000 Total liabilities & equity..... $412,000
Part 2
Computation of 2017 net income:
OWNEE INVESTMENT ..ottt e e e e e s $ 5,000
Add NELINCOME ..uiiiiiii e e e e ?
Deduct diVIAENAS .....oeiiiiiiiiiiieieeieeeeee et (3.000)
Increase in equity during 2017* ... $ 13,000*

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

* Computation of 2017 equity increase:

Equity, DECEMBET 31, 2016 ....occuieieeieeieeeie st ette e et e se e ste et este st e sse e bessaesreenteenaesreenaenneenreenes $137,000

Plus net iNCOmMeE (OF 1€SS NEL TOSS)...uuiiiuiiiiiieiie ettt ?

Equity, DeCemMDBEr 31, 2007 ...ttt et a e e e ee e nnnees $150,000

Thus, thereis an increasein equity dUring 2017 ........ccooiiiiiiiiiiiiee e $ 13,000
Part 3

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

Part 1
GOULD SOLUTIONS
Trial Balance
April 30
Debit Credit
CaSH .. $20,000
Office SUPPIIES..cciiviiieeeeeeeiire e 750
Prepaid rent ... 1,800
Office eqUIPMENT ....covvvviiiiiiiii e 12,250
Accounts payable.......ccocveeeiiiiiiiee e, $12,250
COoOmMMON STOCK vuiiiieee e 15,000
DIVIAENAS ..o 5,200
Consulting fees earned.........ccccoooevviiiieeiiciieeeeee 20,400
Miscellaneous exXpenses ........cccccceevveeeeviieeeeennnnnn. 7.650
TOLAIS e $47,650 $47,650
Part 2
Cash
(a) 15,000 (b) 1,800
H 20,400 (c) 7,650
(d) 750
(9) 5,200
Balance 20,000

Transactions athrough g coded in T-account:

(a) R.Gould, the owner, invested $15,000 cash in the business in exchange for stock.

(b) Paid $1,800 cash for monthly rent expense for April.

(c) Paid $7,650 cash for miscellaneous expenses.

(d) Purchased office supplies for $750 cash.

(e) Purchased $12,250 of office equipment on credit (with accounts payable)—no cash effect; thus,
not listed in T-account.

(f) Received $20,400 cash for consulting services provided in April.

(g) Paid $5,200 cash for dividends.
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Serial Problem —sp 2
Part 1 (120 minutes) Serial Problem, Business Solutions

2017
OCt. 1 CasSh . 101 45,000
Office Equipment .........ccccceeeeeiiieeereeeiiinnns 163 8,000
Computer Equipment.......cccoooeeeeevvvviinnnn. 167 20,000
Common StocCK ......ccevveeveiiiiiiiieeeeen, 307 73,000
Owner invests cash & equipment for stock.
2 Prepaid Rent......cccccooeeiiiiiiiiiiiiceee, 131 3,300
Cash ., 101 3,300
Paid four months’ rentin advance.
3 Computer SUpPplies ...cccoceevviviveiiiiciinnenn. 126 1,420
Accounts Payable........ccccccooeevnnnnnnnn. 201 1,420
Purchased supplies on credit.
5 Prepaid Insurance......ccccceeeeevviiieiieeeennnnnn. 128 2,220
Cash .o, 101 2,220
Paid 12 months’ premium in advance.
6 Accounts Receivable.......coccoceviiiiiiiinnns 106 4,800
Computer Services Revenue.......... 403 4,800
Billed customer for services.
8 Accounts Payable.......cccccoooeviiiiiiinnnnnnn. 201 1,420
Cash .. 101 1,420

Paid balance due on account payable.

10 No entry necessary in the journal.

12 Accounts Receivable.......cccccccceeeiiiennnnn, 106 1,400
Computer Services Revenue.......... 403 1,400
Billed customer for services.
15 CaSh.iiic e, 101 4,800
Accounts Receivable....................... 106 4,800
Collected accounts receivable.
17 Repairs Expense—Computer................. 684 805
Cash ..., 101 805
Paid for computer repairs.
20 Advertising Expense..........ccceeieeeeennnnnn. 655 1,728
Cash . 101 1,728
Purchased ads in local newspaper.
22 CaSh.iiiiiiiiiii 101 1,400
Accounts Receivable...........cocceuun..n. 106 1,400

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

28 Accounts Receivable..........ccoooeveiennnnnnn. 106 5,208
Computer Services Revenue.......... 403 5,208
Billed customer for services.
31 Wages EXPENSEe....cccciveviiiiiiiiiieceieeeiie, 623 875
CaASh i 101 875
Paid employee for part-time work.
31 DIVIAEeNdS c...oveviiiiiieee e 319 3,600
CaSh oo 101 3,600
Paid cash for dividends.
Nov. 1 Mileage EXpPense ......ccccccovviiivveeiiinnninnnnn. 676 320
CaSh i 101 320
Reimbursed Rey for mileage.
2 CaASh.iiii 101 4,633
Computer Services Revenue.......... 403 4,633
Collected cash revenue from client.
5 Computer Supplies ....cccccoevvevriiiiiiiceennnnnn. 126 1,125
CaSh e 101 1,125
Purchased computer supplies for cash.
8 Accounts Receivable........cocovveiiiiiinnnnn. 106 5,668
Computer Services Revenue.......... 403 5,668

Billed customer for services.

13 No entry necessary. (No revenue recognized until work performed.)

18  CaSh e 101 2,208
Accounts Receivable.........cccooeeen. 106 2,208
Collected accounts receivable.
22 Miscellaneous EXpenses .......cccccceeeennee. 677 250
CaASN e 101 250
Record donation. (Some companies use a Donations account.)
24 Accounts Receivable........ccooeeiiiiiiiinnns 106 3,950
Computer Services Revenue.......... 403 3,950

Billed customer for services.
25 No entry necessary.

28 Mileage EXpense .......cccccoiiiiiiiii, 676 384
Cash ., 101 384
Reimbursed Rey for mileage.
30 Wages EXpense.......cccoevviiiiiiiiiiiiiiineeens 623 1,750
Cash . 101 1,750
Paid employee for part-time work.
30 DIVIAENAS .oovieiiei e 319 2,000
Cash . 101 2,000

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

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

Prepaid Insurance Acct. No. 128

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

Prepaid Rent Acct. No. 131

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

Office Equipment Acct. No. 163

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

Computer Equipment Acct. No. 167

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

Accounts Payable Acct. No. 201

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

Common Stock Acct. No. 307

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

Dividends Acct. No. 319

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

Computer Services Revenue Acct. No. 403

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

Wages Expense Acct. No. 623

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

Advertising Expense Acct. No. 655

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

Mileage Expense Acct. No. 676

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

Miscellaneous Expenses Acct. No. 677

Date Explanation PR Debit Credit Balance
Nov. 22 250 250

Repairs Expense—Computer Acct. No. 684

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

Part 3
BUSINESS SOLUTIONS
Trial Balance
November 30
Debit Credit
(OF= 1] 1 TR $38,264
Accounts receivable ..., 12,618
Computer supplies......couveeiiiiiiiiiiiiiicie e 2,545
Prepaid iNnSUranCe .........cccceeeeeeveviieeeeeeiee e 2,220
Prepaid rent ........cocooiiiiiiiiiie e, 3,300
Office equipment ......c.oooovviiiiieiiiee e, 8,000
Computer equipmMeNnt .....cccceveeeeevveveiiiiineee e, 20,000
Accounts payable........ccooveiieiiiiiiiieeeieieee, $ 0
CommON STOCK .oveieiie e 73,000
(DAY AT [T g o K= 5,600
Computer Services revenue ........ccceeeeeeeevnnnnnn. 25,659
Wages eXPENSE ...ccuviiiiieeein e 2,625
Advertising eXpense .....ccooeevveiieeeeeeiine e 1,728
Mileage eXPeNnSe.....ccccovvevieiiiieeeeeiee e 704
Miscellaneous expense .........cccccceeveevevineenenns 250
Repairs expense—Computer ......c.ccoeeveevennnnn.. 805
TOLAIS e $98,659 $98,659
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Reporting in Action —BTN 2-1

1. Apple reports ($ millions):
$171,124 in liabilities at September 26, 2015.
$120,292 in liabilities at September 27, 2014.

2. Apple reports ($ millions):
$290,479 in assets at September 26, 2015.
$231,839 in assets at September 27, 2014.

3. $millions:
As of September 26, 2015 Debt Ratio =$171,124/$290,479 =58.9%
As of September 27, 2014 Debt Ratio =$120,292/$231,839 =51.9%

4. Apple employed more financial leverage as of September 26, 2015, when
58.9% of its assets were financed by debt, relative to September 27,
2014, when 51.9% of its assets were financed by debt. Consequently, its
financing structure was more risky in its fiscal 2015 in comparison to its
fiscal 2014.

5. Solution depends on the financial statements accessed.

Comparative Analysis —BTN 2-2

1. Apple ($ millions)
Current year debt ratio: $171,124/$290,479 = 58.9%
Prior year debt ratio: $120,292/$231,839 =51.9%

2. Google ($ millions)

Current year debt ratio: $27,130/$147,461 = 18.4%
Prior year debt ratio: $25,327/$129,187 =19.6%

3. Apple has the higher degree of financial leverage. Apple’s debt ratio is
markedly higher for the current year than that of Google (58.9% vs.
18.4%). This indicates that Apple carries more debt financing than
Google. This also implies that Apple is attempting to use nonowner
financing to make more money for its owners. This is fine provided
Apple’s return does not decline below that of what it pays nonowners for
use of that money— this is the main source of financing risk.
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Ethics Challenge —BTN 2-3

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

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

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

If the assistant manager insists, you may want to work as instructed to get
an idea of whether the shortcut is being abused by the assistant manager
and perhaps to find out discreetly whether the head manager knows about
it. (Although, this behavior does involve personal risk of perceived collusion
with the assistant manager.) If you conclude that the assistant manager is
committing fraud, you should report the situation to the head manager as
quickly as possible.
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Communicating in Practice —BTN 2-4

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

The four major financial statements and their purposes are:

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

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

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

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

These financial statements are linked to each other across time.
Specifically, a balance sheet reports an organization’s financial position at
a pointin time. The income statement, statement of retained earnings, and
statement of cash flows report on performance over a period of time. These
three statements link balance sheets from the beginning to the end of a
reporting period. That is, they explain how the financial position of an
organization changes from one point to another.
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Taking It to the Net —BTN 2-5

1.

The prior three years’ net income or (loss) for Amazon are ($ millions):
2014 = $ (241) 2013 =$ 274 2012 = $ (39)

The three years net cash provided by operations follows ($ millions):
2014 = $6,842 2013 = $5,475 2012 = $4,180

In 2014, Amazon had net loss of $(241) million and operating cash flows
of $6,842 million; and, in that same year, total net cash increased by
only $5,899 million (see its statement of cash flows).

The reason its cash balance only increased by $5,899 million in 2014 was
because of cash outflows of $5,065 million for its investing activities (and
further reduced by $310 million related to foreign currency effects).
Those uses of cash absorbed much of the cash generated by its operating
activities. A large part of those cash outflows was tied to its investments
in securities and its other purchases and acquisitions.

Teamwork in Action —BTN 2-6

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

The following sample solution gives a summary outline of what a minimum report
needs to include. Assume a team member selects assets:

a.

Category: Assets

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

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

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

. Paid rent expense with $2,000 cash.

Assets = Liabilities + Common Stock — Dividends + Revenues —Expenses
-$2,000 = $0 + $0 - %0 + $0 - $2,000
An expense paid in cash will decrease netincome on the income statement
and decrease operating cash flows on the statement of cash flows.
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Entrepreneurial Decision —BTN 2-7

There are several issues that this entrepreneurial owner should consider.
Those considerations include the following three issues (among others):

e If she chooses to contribute her own funds for the expansion, she will be
risking her own money, but she will not have the expense of interest
payments, nor will she have the risk of the inability to repay a loan.

e |If she chooses to borrow, she will have interest and loan payments to
make, and she will have more risk (as reflected in her company’s debt
ratio).

e If she can pay the interest and loan payments, it can be to her advantage
to borrow, as long as her return on assets is high enough (that is, higher
than the rate of interest on the borrowings).
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Entrepreneurial Decision —BTN 2-8

1.
MARTIN MUSIC SERVICES
Balance Sheet
December 31, 2017
Assets Liabilities
Cash..ccvvieeeeeiieceec, $ 3,600 Accounts payable................... $ 2,200
Accounts receivable ........ 9,600 Unearned lesson fees ........... 15.600
Prepaid insurance ............. 1,500 Total liabilities ..........cccceeevvneee 17,800
Prepaid rent .........cccevvvvnnnnn. 9,400
Store supplies.....cccccoeennn.n. 6,600 Equity
Equipment .......cccoooeeiiiinnnns 50.000 Total equity .ccoceeevveviiiiiineeenee, 62,900
Total assets.......ccoeeevvvennnnne. $80,700 Total liabilities and equity ..... $80,700
2.

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

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

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

3. The prospects of a bank loan are likely to be good. (i) The debt ratio

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

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

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

($17,800 + $30,000) / ($80,700 + $30,000).
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Hitting the Road —BTN 2-9

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

Global Decision — BTN 2-10

1. An analysis of return on assets suggests that Apple (20.4%) yields the
greatest return on assets, followed by Google (11.8%), and then Samsung
(8.1%), which yields the lowest return.

2. An analysis of the debt ratio suggests that Apple (at 58.9%) presents the
greatest risk, followed by Samsung (26.1%), and then Google (18.4%) with
the least risk. That is, Apple carries the most debt, and debt must be
repaid with principal and interest. The lower debt levels of Google and
Samsung result in less risk in that their contractually required payments
are less as a percent of their respective asset bases.

3. In this case, there is no clear answer based on these two ratios alone.
Apple has a relatively higher return on assets but also the highest debt
ratio. Google has the middle-level return (slightly higher return on assets
compared to Samsung and substantially lower than that for Apple), but it
has the lowest debt ratio. Samsung has the lowest return and the middle-
level debt ratio. Overall, based on return on assets,Apple would warrant
additional consideration for expanded investment; however, based on the
debt ratio, Google would warrant additional consideration. Therefore, in
this analysis of these three companies, we get a mixed inference from
these two ratios (and further analysis is warranted, which we will illustrate
over the next several chapters).
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Wild: Financial Accounting Fundamentals, 6™ Edition

CHAPTER 2
ACCOUNTING FOR BUSINESS TRANSACTIONS

Related Assignment Materials

Quick Beyond the
Student Learning Objectives Questions | Studies™ | Exercises* Problems™ Numbers

Conceptual objectives:

C1. Explain the steps in processing | 3, 6, 9 2-1 2-1 2-6 2-3, 2-4,
transactions and the role of 2-6, 2-9
source documents.

C2. Describe an account and its use | 1,2, 14 2-2 2-2 2-5 2-4,2-6
in recording transactions.

C3. Describe a ledger and a chart of 2-3 2-3, 2-16 2-1, 2-2, 2-3, 2-4,
accounts. 2-6, GL 2-4,

GL 2-5, GL 2-6,
GL 2-7

C4. Define debits and creditsand | 7 2-4,2-5, | 2-4 2-1, 2-2, 2-3, 2-6
explain their role in double- 2-10 GL 2-4, GL 2-5,
entry accounting. GL 2-6

Analytical objectives:

Al. Analyze the impact of 2-7 2-5, 2-6, 2-1,2-2,2-3,2-4, 2-1, 2-2,
transactions on accounts and 2-9, 2-13, | 2-5, 2-6, SP 2-4, 2-5,
financial statements. 2-15, 2-20 | GL 2-2, GL 2-4, | 2-6, 2-7,

GL 2-5, GL 2-6, |2-8
GL 2-7, GL 2-8

A2. Compute the debt ratio and 2-22 2-5 2-1,2-2,
describe its use in analyzing 2-7,2-8,
financial condition. 2-10

Procedural objectives:

P1. Record transactions in a journal | 4, 5 2-6 2-7,2-11, | 2-1, 2-2,2-3, 2-4,
and post entries to a ledger. 2-12,2-14 |[SP 2, GL2-3,

2-19, 2-21 |GL 2-4, GL 2-5,
GL 2-6, GL 2-7,
GL 2-8

P2. Prepare and explain the use of a| 8 2-8 2-8,2-10, |2-1,2-2,2-3,2-4,
trial balance. 2-20, 2-21 | 2-5, SP,

GL 2-4, GL 2-5,
GL 2-6, GL 2-7,
GL 2-8

P3. Prepare financial statements 10, 11,12, |2-9 2-16, 2-17, | 2-5, ES-1, ES-2 | 2-4, 2-7,

from business transactions. 13,15, 16, 2-18, 2-19 2-8
17
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*See additional information on next page that pertains to these quick studies, exercises and problems.
SP refers to the Serial Problem

GL refers to the General Ledger Problems
ES refers to Excel Simulations
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Additional Information on Related Assignment Material

Connect

Available on the instructor’s course-specific website) repeats all numerical Quick Studies, all Exercises
and Problems Set A. Connect also provides algorithmic versions for Quick Study, Exercises and
Problems. It allows instructors to monitor, promote, and assess student learning. It can be used in
practice, homework, or exam mode.

Connect Insight

The first and only analytics tool of its kind, Connect Insight is a series of visual data displays that are each framed
by an intuitive question and provide at-a-glance information regarding how an instructor’s class is performing.
Connect Insight is available through Connect titles.

General Ledger

Assignable within Connect, General Ledger (GL) problems offer students the ability to see how transactions post
from the general journal all the way through the financial statements. Critical thinking and analysis components are
added to each GL problem to ensure understanding of the entire process. GL problems are auto-graded and provide
instant feedback to the student.

Excel Simulations

Assignable within Connect, Excel Simulations allow students to practice their Excel skills—such as basic formulas
and formatting—within the context of accounting. These questions feature animated, narrated Help and Show Me
tutorials (when enabled). Excel Simulations are auto-graded and provide instant feedback to the student.

Svnopsis of Chapter Revisions

NEW opener — Soko and entrepreneurial assignment.

Simplified discussion on analyzing and recording process.
Streamlined discussion of classified vs. unclassified balance sheet.
Enhanced explanation of computing equity.

Enhanced Exhibit 2.4 to identify account categories.

Improved summary of transactions in the ledger.

Streamlined explanation of error correction in entries.

New accounting quality box with reference to KPMG data.
Revised sustainability section on cost savings for small business.
Updated debt ratio analysis using Skechers.

Added two Quick Study assignments.

Updated Piaggio’s (IFRS) balance sheet.
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Chapter Qutline Notes

| System of Accounts

A. ldentify transaction from source document which identifies and
describes transactions and events entering the accounting process.

Analyze transaction using the accounting equation.
Record relevant transactions and events in a journal.

Post journal information to ledger accounts.

E. Prepare and analyze trial balance and financial statements.

Source documents identify and describe transactions and events entering
the accounting system.

I The Account and its Analysis

A. An account is a record of increases and decreases in a specific asset,
liability, equity, revenue, or expense.

B. Account categories include:

1. Assets—resources owned or controlled by a company that have
future economic benefit. Examples include Cash, Accounts
Receivable, Note Receivable, Prepaid Expenses, Prepaid
Insurance, Supplies, Store Supplies, Equipment, Buildings, and
Land.

2. Liabilities—claims (by creditors) against assets, which means
they are obligations to transfer assets or provide products or
services to others. Examples include Accounts Payable, Note
Payable, Unearned Revenues, and Accrued Liabilities.

a. Accounts Payable—verbal or implied promise to pay later
usually arising from purchase of inventory or other assets.

b. Notes Payable—formal promise to pay usually indicated by
signing a promissory note, to pay a future amount.

c. Unearned revenue—revenue collected before it is earned;
before services or goods are provided.

d. Accrued liabilities—amounts owed that are not yet paid.

O0Ow

3. Equity—owner’s claim on company’s assets is called
stockholders’ equity oOr shareholders’ equity. Examples include
Common stock, Dividends (decreases in equity). Revenues
(results from providing goods or services; i.e. Sales, Fees Earned)
increases equity. Expenses (results from assets or services used in
operation; i.e. Supplies Expense) decreases equity.

(1 Double-Entry Accounting

A. The general ledger or ledger (referred to as the books) is a collection
of all accounts and their balances for an accounting system.

B. The chart of accounts is a list of all accounts in the ledger with their
identification numbers.

Chapter Qutline Notes

C. AT-account represents a ledger account and is used to understand the
effects of one or more transactions. Has shape like the letter T with
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account title on top.
Debits and Credits

A. The left side of an account is called the debit side. A debit is an entry
on the left side of an account.

B. The right side of an account is called the credit side. A credit is an
entry on the right side of an account.

C. Accounts are assigned balance sides based on their classification or
type.
D. To increase an account, an amount is placed on the balance side, and

to decrease an account, the amount is placed on the side opposite its
assigned balance side.

E. The account balance is the difference between the total debits and the
total credits recorded in that account. When total debits exceed total
credits the account has a debit balance. When total credits exceed
total debits the account has a credit balance. When two sides are
equal the account has a zero balance.

Double-Entry System—requires that each transaction affect, and be
recorded in, at least two accounts. The total debits must equal total credits
for each transaction.

A. The assignment of balance sides (debit or credit) follows the
accounting equation.

1. Assets are on the left side of the equation; therefore, the left, or
debit, side is the normal balance for assets.

2. Liabilities and equities are on the right side; therefore, the right,
or credit, side is the normal balance for liabilities and equity.

3. Dividends, revenues, and expenses really are changes in equity,
but it is necessary to set up temporary accounts for each of these
items to accumulate data for statements. Dividends and expense
accounts really represent decreases in equity; therefore, they are
assigned debit balances. Revenue accounts really represent
increases in equity; therefore, they are assigned credit balances.

B. Three important rules for recording transactions in a double-entry
accounting system are:

1. Increases to assets are debits to the asset accounts. Decreases to
assets are credits to the asset accounts.

2. Increases to liabilities are credits to the liability accounts.
Decreases to liabilities are debits to the liability accounts.

3. Increases to equity are credits to the equity accounts. Decreases
to equity are debits to the equity accounts.
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Chapter Qutline Notes

Il Journalizing and Posting Transactions
A. Four steps in processing transactions are as follows:
Journalizing--The process of recording each transaction in a journal.
1. ldentify transaction and source documents.

2. Analyze using the accounting equation. Apply double entry
accounting to determine account to be debited and credited.

3. Record journal entry—recorded chronologically (A journal
gives us a complete record of each transaction in one place.)

a. A General Journal is the most flexible type of journal
because it can be used to record any type of transaction.

b. When a transaction is recorded in the General Journal, it is
called a journal entry. A journal entry that affects more
than two accounts is called a compound journal entry.

c. Each journal entry must contain equal debits and credits.

4. Posting Journal Entries to Ledger—transfer (or post) each
entry from journal to ledger.

a. Debits are posted as debit, and credits as credits to the
accounts identified in the journal entry.

h. Actual accounting systems use balance column accounts
rather than T-accounts in the ledger.

c. A balance column account has debit and credit columns
for recording entries and a third column for showing the
balance of the account after each entry is posted.

Note: To see an illustration of analyzing, journalizing and posting of 16
basic transactions refer to the textbook.

| Trial Balance

A. Atrial balance is a list of accounts and their balances (either debit
or credit) at a point in time. Account balances are reported in their
appropriate debit or credit columns of the trial balance.

B. The trial balance tests for the equality of the debit and credit
account balances as required by double-entry accounting.

C. Preparing a Trial Balance: three steps to prepare a trial balance are
as follows:

1. List each account and its amount (from the ledger).
2. Compute the total debit balances and the total credit balances.
3. Verify (prove) total debit balances equal total credit balances.

D. Searching for Errors: when a trial balance does not balance, an
error has occurred and must be corrected. Follow these steps:

1. Verify that the trial balance columns are correctly added.

2. Verify that account balances are accurately entered from
ledger.

3. See whether a debit (or credit) balance is mistakenly listed in
the trial balance as a credit (or debit).

|
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Chapter Qutline Notes

4. Re-compute each account balance in the ledger.
5. Verify that each journal entry is properly posted.

6. Verify that the original journal entry has equal debits and
credits.

(Note: Any errors must be located and corrected before preparing
the financial statements. Financial Statements prepared from the
trial balance are actually unadjusted statements. The purpose,
content and format for each statement was presented in Chapter 1.
The next chapter will address adjustments).

E. Presentation Issues
1. Dollar signs are not used in journals and ledgers but do appear

in financial statements and other reports such as a trial
balance.

2. Usual practice on statements is to put dollar signs before the
first and last number in each column.

3. Commas are optional except for financial reports were they
are always used.

4. Companies commonly round in reports to the nearest dollar, or
even higher levels.
5. Double rule the final total(s) on the financial statements.
([ Decision Analysis—Debt Ratio

A. Companies finance their assets with either liabilities or equity.

B. A company that finances a relatively large portion of its assets
with liabilities has a high degree of financial leverage.(greater
risk)

C. The debt ratio describes the relationship between a company's

liabilities and assets. It is calculated as total liabilities divided by
total assets.

D. The debt ratio tells us how much (what percentage) of the assets
are financed by creditors (non-owners), or liability financing. The
higher this ratio, the more risk a company faces, because liabilities
must be repaid and often require regular interest payments.
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VISUAL #2-1
THREE PARTS OF AN ACCOUNT

(1) ACCOUNT TITLE
Left Side Right Side
called called
(2) DEBIT (3) CREDIT

Rules for using accounts
Accounts are assigned balance sides (Debit or Credit).

To increase any account, use the balance side.

To decrease any account, use the side opposite the balance.

Finding account balances
If total debits = total credits, the account balance is zero.

If total debits are greater than total credits, the account has a debit
balance equal to the difference of the two totals.

If total credits are greater than total debits, the account has a
credit balance equal to the difference of the two totals.
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VISUAL #2-2

REAL ACCOUNTS
LL ACCOUNTS ARE ASSIGNED BALANCE SIDES

BALANCE SIDES FOR ASSETS, LIABILITIES, AND
EQUITY ACCOUNTS ARE ASSIGNED BASED ON
SIDE OF EQUATION THEY ARE ON.

ASSETS LIABILITIES + EQUITY

are on the are on the
left side of the equation right side of the equation

therefore they are therefore they are

ASSIGNED LEFT SIDE ASSIGNED RIGHT SIDE
BALANCE BALANCE

DEBIT BALANCE CREDIT BALANCE

! ' }

All Asset Accts All Liability Accts All Equity Accts
Normal Normal Normal
Debit Credit Debit | Credit Debit | Credit
Balance Balance Balance
+side | -side -side | +side -side | + side

*In a sole proprietorship, there is only one equity account, which is called
capital. For that reason, the terms equity and capital are often used
interchangeably. With corporations, equity account are called CommonStock
and Retained Earnings.
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VISUAL #2-3

TEMPORARY ACCOUNTS

Temporary accounts are established to facilitate efficient accumulation of data
for statements. Temporary accounts are established for withdrawals, each
revenue, and each expense. Temporary accounts are assigned balances
based on how they affect equity.

(Equity Account)

Common Stock and Retained Earnings
Debit Credit Balance
- side + side

Temporary Accounts Effect on equity? TE or VE
Dividends* JE=Dr
Revenues TE=Cr
Expenses JVE=Dr

Dividends Acct All Revenue Accts All Expense Accts
Normal Normal Normal
Debit Credit Debit Credit Debit Credit
Balance Balance Balance
+side | -side - side + side +side | -side

Note:

Transactions during the period always increase the balances of these
temporary accounts since the transaction represent additional dividends,
revenues, and expenses. We will later learn how to move these amounts back
to the real account they affect - RETAINED EARNINGS. At the end of the
accounting period, transferring withdrawals, revenues, and expenses back to
capital is the main use for the decrease side of the temporaryaccounts.

*The “Dividends” is the account title and the classification of account is a
contra-equity.
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VISUAL #2-4
USING ACCOUNTS - SUMMARY

Real Accounts
v v v
All Asset Accts All Liability Accts All Equity Accts
Debit + | — — Credit + — Credit +
Balance Balance Balance

RULE REVIEW

Temporary Accoun

Transaction analysis rules

e Each transaction affects at least 2
accounts.

e Each transaction must have equal Dividend Account
debits and credits.

Debit +

Balance
General account use rules

e To increase any account, use balance All Revenue Accounts
side. — Credit +
e To decrease any account, use side Balance
opposite the balance

All Expense Accounts
Debit + | —
Balance |
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Chapter 2 Alternate Demonstration Problem

Record the following transactions of Speedy Computer Service, owned by
Bill Smith, for the month of March 2017.

March 1. Bill Smith invested $3,000 cash in exchange for common stock.

15. Bill provided services and received cash amounting to $5,400
from customers.

16. Purchased supplies on account, $100.
17. Paid for gas and oil, $800.
18. Paid salaries, 5,000.
21. Provided service on credit, $600.
28. Bill provided services and received cash amounting to $6,000.
29. Paid for truck and equipment rental, $2,500.
30. Speedy Computer Service paid dividends of $2,000.
Required:
1. Record the above transactions in general journal form.

2. Prepare a trial balance after posting the entries to t-accounts (you
can make your own t-accounts).

3. Prepare an income statement from trial balance.

4. Prepare a statement of retained earnings from the trial balance and
income statement.

5. Prepare a balance sheet using the trial balance totals and the
statement of retained earnings.

Explain why the company’s cash balance does not agree with net income.
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Chapter 2 Solution: Alternate Demonstration Problem

GENERAL JOURNAL

DATE ACCOUNT TITLES AND P.R. DEBIT CREDIT
EXPLANATION

March 1 |Cash 3000 0CQ
Common Stock 3000]| OC

15|Cash 5400 0CQ
Service Fees Earned 5400] 0C

16|Supplies 10Q 0aQ
Accounts Payable 100/ 0OC

17|Gas and Oil Expense 800 0C
Cash 800] 0CQ

18|Salaries Expense 5009 0C
Cash 000] 0C

21|Accounts Receivable 60d 0C
Service Fees Earned 600| OC

28|Cash 6 00(d 0CQ
Service Fees Earned q000]| 0OC

29|Equipment Rental Expense 2509 oa
Cash 4500] 0C

30|Dividends 1000 0CQ
Cash 4000] 0C
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Speedy Computer Service

Trial Balance

March 31, 2017

Cash 41 00(00
Accounts Receivable 6 00|00
Supplies 100|00
Accounts Payable 100]/00
Common Stock 3100000
Dividends 2|0 00|00
Service Fees Earned 12{000]|00
Gas & Oil Expense 800]|00
Equipment Rental Expense 2|500]00
Salaries Expense 5[0 00|00
Totals 15/100(00/15]|100/00
3. Speedy Computer Service

Income Statement
For the month ended March 31, 2017

FEES BarNed ...cooveeeeeeeee e, $12,000
Expenses:

Equipment Rental EXpense .....ccccocevvvviiieeeinnnnnnn. $2,500

Gas & Oil EXPENSe ...coccvvvviiieieieeeeee e, 800

Salary EXPeNSe.....cccviiiiiiiieeeeeeeiee e 5,000

Total EXPENSES ..covveiieeee e 8.300
NEt INCOME ..o $ 3,700
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4. Speedy Computer Service
Statement of Retained Earnings
For the month ended March 31, 2017

Beginning Retained Earnings $0

Add: Net Income 3.700

Total 3,700

Less: Dividends 2.000

Ending Retained Earnings $1,700
5. Speedy Computer Service

Balance Sheet
March 31, 2017

Assets Liabilities and Owner’s Equity
(07 15) ¢ IR $4,100 Accounts payable ........... $ 100
Accts Receivable............. 600 Common stockK ................ 3,000
Supplies ..o, 100 Retained earnings.......... 1.700
Total liabilities and
Total Assets ......oeeeveeeennns $4.800 eqUItY oo $4.800

6. First, note that the common stock ($2,000) and cash dividend ($2,000)
affect the cash balance but do not affect the amount of net income
earned during the period. Also, revenues in the amount of $600 (March
21) are reflected in the net income figure, but have not yet been
collected. As such, these revenues did not impact the cash balance.
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Chapter 2 — Accounting for Business Transactions

Exercise 2-6 page 82 Analyzing Account Entries and Balances Exercise 2-6 Exercise 2-6 Alt.
Exercise 2-7 page 83 Prepare Journal entries Exercise 2-7 Exercise 2-7 Alt.
Exercise 2-8 page 83 Prepare T-accounts Exercise 2-8 Exercise 2-8 Alt.
Exercise 2-9 page 83 Record Transactions in T-accounts Exercise 2-9 Exercise 2-9 Alt.
Exercise 2-10 page 83 Prepare a Trial Balance Exercise 2-10 Exercise 2-10 Alt.
Exercise 2-15 page 84 Computing Net Income Exercise 2-15 Exercise 2-15 Alt.
Exercise 2-16 page 85 Prepare an Income Statement Exercise 2-16 Exercise 2-16 Alt.
Exercise 2-17 page 85 Prepare a Statement of Retained Earnings Exercise 2-17 Exercise 2-17 Alt.
Exercise 2-18 page 85 Prepare a Balance Sheet Exercise 2-18 Exercise 2-18 Alt.
Exercise 2-19 page 85 Analyze Changes in Equity Exercise 2-19 Exercise 2-19 Alt.
Exercise 2-20 page 85 Analyzing Posting Errors — Trial Balance Exercise 2-20 Exercise 2-20 Alt.
Exercise 2-21 page 86 Analyzing Errors — Trial Balance Exercise 2-21 Exercise 2-21 Alt.
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Use the information in each of the following separate cases.

Exercise 2-6

a. Payments on accounts in October $300,500
b. Sales on account in October $89,390
C. Cash balance on September 30 $19,250

Corentine Co. had $152,000 of accounts payable on September 30 and $132,500 on October 31. Total
purchases on account during October were $281,000. Determine how much cash was paid on accounts
payable during October.

On September 30, Valerian Co. had a $102,500 balance in Accounts Receivable. During October, the
company collected $102,890 from its credit customers. The October 31 balance in Accounts Receivable was
$89,000. Determine the amount of sales on account that occurred in October.

During October, Alameda Company had $102,500 of cash receipts and $103,150 of cash disbursements. The
October 31 Cash balance was $18,600 Determine how much cash the company had at the close of business
on September 30.



Exercise 2-6

Use the information in each of the following separate cases.

a. Payments on accounts in October $300,500
b. Sales on account in October
C. Cash balance on September 30

Corentine Co. had $152,000 of accounts payable on September 30 and $132,500 on October 31. Total

purchases on account during October were $281,000. Determine how much cash was paid on accounts
payable during October.

Accounts Payable

Sept. 30 152,000

Cash paid 300,500 | Purch. on a/c 281,000

Balance 132,500



Use the information in each of the following separate cases.

a. Payments on accounts in October $300,500
b. Sales on account in October $89,390
C. Cash balance on September 30
b. On September 30, Valerian Co. had a $102,500 balance in Accounts Receivable. During October, the

company collected $102,890 from its credit customers. The October 31 balance in Accounts Receivable was
$89,000. Determine the amount of sales on account that occurred in October.

Accounts Receivable
|

Sept. 30 102,500
Sales on a/c 89,3901 Collections 102,890

Balance 89,000

Exercise 2-6



Use the information in each of the following separate cases.

a. Payments on accounts in October $300,500
b. Sales on account in October $89,390
C. Cash balance on September 30 $19,250
C. During October, Alameda Company had $102,500 of cash receipts and $103,150 of cash disbursements. The

October 31 Cash balance was $18,600. Determine how much cash the company had at the close of business
on September 30.

Cash

Sept. 30 19,250
Receipts 102,500 | Disbursements103,150

Balance 18,600

Exercise 2-6



Use the information in each of the following separate cases.

a. Payments on accounts in October $249,800
b. Sales on account in October
C. Cash balance on September 30
a. Corentine Co. had $150,000 of accounts payable on September 30 and $140,200 on October 31. Total

purchases on account during October were $240,000. Determine how much cash was paid on accounts
payable during October.

Accounts Payable
. __________________________________|

Sept. 30 150,000

Cash paid 249,800 | Purch. on a/c 240,000

Balance 140,200

Exercise 2-6 Alternate



Use the information in each of the following separate cases.

a. Payments on accounts in October $249,800
b. Sales on account in October $75,000
C. Cash balance on September 30
b. On September 30, Valerian Co. had a $120,000 balance in Accounts Receivable. During October, the

company collected $106,000 from its credit customers. The October 31 balance in Accounts Receivable was
$89,000. Determine the amount of sales on account that occurred in October.

Accounts Receivable
|

Sept. 30 120,000
Sales on a/c 75,000 ] Collections 106,000

Balance 89,000

Exercise 2-6 Alternate



Use the information in each of the following separate cases.

a. Payments on accounts in October $249,800
b. Sales on account in October $75,000
C. Cash balance on September 30 $36,000
C. During October, Alameda Company had $135,000 of cash receipts and $120,000 of cash disbursements. The

October 31 Cash balance was $51,000. Determine how much cash the company had at the close of business
on September 30.

Cash

Sept. 30 36,000
Receipts 135,000 | Disbursements120,000

Balance 51,000

Exercise 2-6 Alternate
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Exercise 2-7

Prepare general journal entries for the following transactions of a new company called Pose for Pics.
Aug. 1 Madison Harris, the owner, invested $6,500 cash and $33,500 of photography equipment in the
Company in exchange for common stock.
2 The company paid $2,100 cash for an insurance policy covering the next 24 months.
5 The company purchased office supplies for $880 cash.
20 The company received $3,331 cash in photography fees earned.
31 The company paid $675 cash for August utilities.

Aug 01 | Cash 6,500

Photography equipment 33,500
Common Stock 40,000

Aug 02 | Prepaid insurance 2,100
Cash 2,100

Aug 05 | Office supplies 880
Cash 880

Aug 20 | Cash 3,331
Photography fees earned 3,331

Aug 31 | Utilities expense 675
Cash 675

11



Exercise 2-7 Alternate

Prepare general journal entries for the following transactions of a new company called Pose for Pics.
Aug. 1 Madison Harris, the owner, invested $10,700 cash and $46,300 of photography equipment in the
Company in exchange for common stock.
2 The company paid $3,800 cash for an insurance policy covering the next 24 months.

5 The company purchased office supplies for $2,400 cash.

20 The company received $3,300 cash in photography fees earned.

31 The company paid $600 cash for August utilities.

Cash 10,700

Photography equipment 46,300
Common stock 57,000

Aug 02 Prepaid insurance 3,800
Cash 3,800

Aug 05 Office supplies 2,400
Cash 2,400

Aug 20 Cash 3,300
Photography fees earned 3,300

Aug 31 Utilities expense 600
Cash 600

12
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Use the information below to prepare an August 31 trial balance for Pose for Pics. Begin by

opening these T-accounts: Cash; Office Supplies; Prepaid Insurance; Photography Equipment; Common,
Stock; Photography Fees Earned; and Utilities Expense. Then, post the general journal entries to these
T-accounts (which will serve as the ledger), and prepare the trial balance.

Date General Journal Debit Credit
Aug 01 Cash 6,500
Photography equipment 33,500
Common stock 40,000
Aug 02 | Prepaid insurance 2,100
Cash 2,100
Aug 05 | Office supplies 880
Cash 880
Aug 20 | Cash 3,331
Photography fees earned 3,331
Aug 31 | Utilities expense 675
Cash 675

Exercise 2-8



Date General Journal Debit Credit
Aug 01 | Cash 6,500
Photography equipment 33,500
Common stock 40,000
Aug 02 | Prepaid insurance 2,100
Cash 2,100
Aug 05 | Office supplies 880
Cash 880
Aug 20 | Cash 3,331
Photography fees earned 3,331
Aug 31 | Utilities expense 675
Cash 675
Office supplies
Aug. 05 880
Balance 880
Photography fees earned
Aug. 20 3,331
Balance 3,331
Utilities expense
Aug. 31 675
Balance 675

Exercise 2-8

Cash
Aug. 01 6,500
Aug. 02 2,100
Aug. 05 880
Aug. 20 3,331
Aug. 31 675
Balance 6,176
Photography equipment
Aug. 01 33,500
Balance 33,500
Common stock
Aug. 01 40,000
Balance 40,000
Prepaid insurance
Aug. 02 2,100
Balance 2,100
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Pose for Pics
Trial Balance

Cash
August 31
g : : Aug. 01 6,500
Debit Credit Aug. 02 2100
Cash $ 6,176 Aug. 05 880
Office supplies 880 Aug. 20 3,331
Prepaid insurance 2,100 Aug. 31 675
Photography equipment 33,500 Salonce 5776
Common stock $ 40,000 _
Photography fees earned 3,331 Photography equipment
Utilities expense 675 Aug. 01 33,500
Total $ 43331 | $ 43,331 Balance 33,500
Office supplies Common stock
Aug. 05 880 Aug. 01 40,000
Balance 880 Balance 40,000
Photography fees earned Prepaid insurance
Aug. 20 3,331 Aug. 02 2,100
Balance 3,331 Balance 2,100

Utilities expense

Aug. 31

675

Balance

Exercise 2-8

675




Use the information below to prepare an August 31 trial balance for Pose for Pics. Begin by

opening these T-accounts: Cash; Office Supplies; Prepaid Insurance; Photography Equipment; Common
Stock; Photography Fees Earned; and Utilities Expense. Then, post the general journal entries to these
T-accounts (which will serve as the ledger), and prepare the trial balance.

Aug 01 Cash 10,700

Photography equipment 46,300
Common stock 57,000

Aug 02 Prepaid insurance 3,800
Cash 3,800

Aug 05 Office supplies 2,400
Cash 2,400

Aug 20 Cash 3,300
Photography fees earned 3,300

Aug 31 Utilities expense 600
Cash 600

Exercise 2-8 Alternate



Aug 01 Cash 10,700
Photography equipment 46,300
Common stock 57,000
Aug 02 Prepaid insurance 3,800
Cash 3,800
Aug 05 Office supplies 2,400
Cash 2,400
Aug 20 Cash 3,300
Photography fees earned 3,300
Aug 31 Utilities expense 600
Cash 600
Cash Photography Equipment Common Stock
Aug. 01 10,700 Aug. 01 46,300 Aug. 01 57,000
Aug. 02 3,800
Aug. 05 2,400
Aug. 20 3,300
Aug. 31 600
Prepaid Insurance Office Supplies Photography Fees Earned
Aug. 02 3,800 Aug. 05 2,400 Aug. 20 3,300
Utilities Expense
Aug. 31 600

Exercise 2-8 Alternate
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Type
Asset

Liability

Equity

Normal
Debit

Credit
4 subsets

Common stock Credit

Why?
Assets are on left-hand side of equation
Liabilities are on right-hand side of equation
Equity is on the right-hand side of equation
Increase equity with credits

Dividends Debit Decrease equity with debits
Revenues Credits Increase equity with credits
Expenses Debit Decrease equity with debits
Cash Photography Equipment Common Stock
Aug. 01 10,700 Aug. 01 46,300 Aug. 01 57,000
Aug. 02 3,800
Aug. 05 2,400
Aug. 20 3,300
Aug. 31 600
Balance 7,200 Balance 46,300 Balance 57,000
Prepaid Insurance Office Supplies Photography Fees Earned
Aug. 02 3,800 Aug. 05 2,400 Aug. 20 3,300
Balance 3,800 Balance 2,400 Balance 3,300
Utilities Expense
Aug. 31 600
Balance 600

Exercise 2-8 Alternate
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Cash $ 7,200
Office Supplies 2,400
Prepaid Insurance 3,800
Photography Equipment 46,300
Common Stock $ 57,000
Photography Fees Earned 3,300
Utilities Expense 600
Total $ 60,300 $ 60,300
Cash Photography Equipment Common Stock
Aug. 01 10,700 Aug. 01 46,300 Aug. 01 57,000
Aug. 02 3,800
Aug. 05 2,400
Aug. 20 3,300
Aug. 31 600
Balance 7,200 Balance 46,300 Balance 57,000
Prepaid Insurance Office Supplies Photography Fees Earned
Aug. 02 3,800 Aug. 05 2,400 Aug. 20 3,300
Balance 3,800 Balance 2,400 Balance 3,300

Utilities Expense
Aug. 31 600

Balance 600

Exercise 2-8 Alternate



Exercise 2-9 page 83

21



Prepare general journal entries to record the transactions below for Spade Company by using the following
accounts: Cash; Accounts Receivable; Office Supplies; Office Equipment; Accounts Payable;

Common stock; Dividends; Fees Earned; and Rent Expense. Use the letters beside each

transaction to identify entries. After recording the transactions, post them to T-accounts, which serves

as the general ledger for this assignment. Determine the ending balance of each T-account.

The transactions of Spade Company:

Kacy Spade, owner, invested $100,750 cash in the company in exchange for common stock

The company purchased office supplies for $1,250 cash.

The company purchased $10,050 of office equipment on credit.

The company received $15,000 cash as fees for services provided to acustomer.

The company paid $10,050 cash to settle the payable for the office equipment purchased in transaction c.
The company billed a customer $2,700 as fees for services provided.

The company paid $1,225 cash for the monthly rent.

The company collected $1,125 cash as partial payment for the account receivable created in transaction f.
The company paid $10,000 cash to Spade (sole shareholder).

e A
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Exercise 2-9

Kacy Spade, owner, invested $100,750 cash in the company in exchange for common stock.

100,750

a.

Cash

Common stock

100,750

Cash

100,750

Common stock

a.

100,750
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b.

Exercise 2-9

The company purchased office supplies for $1,250 cash.

b. Office Supplies 1,250
Cash 1,250
Office Supplies Cash
1,250 a. 100,750

1,250

24



C.

Exercise 2-9

The company purchased $10,050 of office equipment on credit.

C.

Office Equipment

10,050

Accounts Payable

10,050

Office Equipment

Accounts Payable

10,050

C.

10,050

25



Exercise 2-9

The company received $15,000 cash as fees for services provided to acustomer.

d.

Cash

15,000

Fees Earned

15,000

Fees Earned

Cash
a. 100,750
b. 1,250
d. 15,000

d.

15,000
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Exercise 2-9

The company paid $10,050 cash to settle the payable for the office equipment purchased in transaction c.

e. Accounts Payable 10,050
Cash 10,050
Accounts Payable Cash
C. 10,050 a. 100,750
e. 10,050 b. 1,250
d. 15,000

e. 10,050

27



f.

Exercise 2-9

The company billed a customer $2,700 as fees for services provided.

f.

Accounts Receivable

2,700

Fees Earned

2,700

Accounts Receivable

Fees Earned

2,700

d.

f.

15,000
2,700
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Exercise 2-9

The company paid $1,225 cash for the monthly rent.

g. Rent Expense 1,225
Cash 1,225
Rent Expense Cash
g. 1,225 100,750

15,000

1,250

10,050
1,225

29



h.

Exercise 2-9

The company collected $1,125 cash as partial payment for the account receivable created in transaction f.

h.

Cash

1,125

Accounts Receivable

1,125

Accounts Receivable

Cash
a. 100,750
b. 1,250
d. 15,000
e. 10,050
h. 1,125 g. 1,225

2,700

1,125
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Exercise 2-9

The company paid $10,000 cash in dividends to Spade (sole shareholder).

i Dividends 10,000
Cash 10,000
Dividends Cash

10,000 a. 100,750
b. 1,250

d. 15,000
e. 10,050
h. 1,125 g. 1,225
i. 10,000
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Exercise 2-9

Cash

Common stock

a. 100,750
b. 1,250

d. 15,000
e. 10,050
h. 1,125 g. 1,225
i 10,000

Balance 94,350

Office Supplies
b. 1,250
Balance 1,250
Accounts Payable

c. 10,050

e. 10,050

Accounts Receivable

f. 2,700
h. 1,125

Balance 1,575

Dividends

i 10,000

Balance 10,000

a. 100,750
Balance 100,750
Office Equipment
c. 10,050
Balance 10,050
Fees Earned
d. 15,000
f. 2,700
Balance 17,700
Rent Expense
g. 1,225
Balance 1,225



Prepare general journal entries to record the transactions below for Spade Company by using the following
accounts: Cash; Accounts Receivable; Office Supplies; Office Equipment; Accounts Payable;

Common stock; Dividends; Fees Earned; and Rent Expense. Use the letters beside each

transaction to identify entries. After recording the transactions, post them to T-accounts, which serves

as the general ledger for this assignment. Determine the ending balance of each T-account.

Kacy Spade, owner, invested $11,250 cash in the company in exchange for common stock..

The company purchased office supplies for $300 cash.

The company purchased $6,200 of office equipment on credit.

The company received $1,300 cash as fees for services provided to a customer.

The company paid $6,200 cash to settle the payable for the office equipment purchased in transaction c.
The company billed a customer $2,300 as fees for services provided.

The company paid $500 cash for the monthly rent.

The company collected $1,000 cash as partial payment for the account receivable created in transaction f.
The company paid $3,000 cash in dividends to Spade (sole shareholder).

—~STQ@me o0 oo
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a.  Kacy Spade, owner, invested $11,250 cash in the company in exchange for common stock..

a.

Cash

11,250

Common stock

11,250

Cash

Exercise 2-9 Alternate

11,250

Common stock

a.

11,250
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b.  The company purchased office supplies for $300 cash.

Exercise 2-9 Alternate

b. Office Supplies 300
Cash 300
Office Supplies Cash
300 11,250

300
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c.  The company purchased $6,200 of office equipment on credit.

C.

Office Equipment

6,200

Accounts Payable

6,200

Office Equipment

Exercise 2-9 Alternate

6,200

Accounts Payable

C.

6,200
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d.  The company received $1,300 cash as fees for services provided to acustomer.

Fees Earned

d. Cash 1,300
Fees Earned 1,300
Cash
a. 11,250
b. 300
d. 1,300

Exercise 2-9 Alternate

d.

1,300
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e. The company paid $6,200 cash to settle the payable for the office equipment purchased in transaction c.

Exercise 2-9 Alternate

e. Accounts Payable 6,200
Cash 6,200
Accounts Payable Cash
C. 6,200 a. 11,250
6,200 b. 300
d. 1,300
e. 6,200
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f. The company billed a customer $2,300 as fees for services provided.

f.

Accounts Receivable

2,300

Fees Earned

2,300

Accounts Receivable

Exercise 2-9 Alternate

2,300

Fees Earned

d.

f.

1,300
2,300
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g. The company paid $500 cash for the monthly rent.

g. Rent Expense 500
Cash 500
Rent Expense Cash

g. 500 a. 11,250
b. 300

d. 1,300
e. 6,200
g. 500

Exercise 2-9 Alternate



h.  The company collected $1,000 cash as partial payment for the account receivable created in transaction f.

h.

Cash

1,000

Accounts Receivable

1,000

Cash
a. 11,250
b. 300
d. 1,300
e. 6,200
g. 500
h. 1,000

Exercise 2-9 Alternate

Accounts Receivable

2,300

1,000
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i. The company paid $3,000 cash in dividends to Spade (sole shareholder).

~ Date  GeneralJournal  Debit  Credit
i Dividends 3,000
Cash 3,000
Dividends Cash

i. 3,000 a. 11,250
300

d. 1,300
6,200
h. 1,000 500
3,000

Exercise 2-9 Alternate
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Cash

Common stock

Exercise 2-9 Alternate

a. 11,250
b. 300

d. 1,300
e. 6,200
h. 1,000 g. 500
i 3,000

Balance 3,550

Office Supplies
b. 300
Balance 300
Accounts Payable

c. 6,200

e. 6,200

Accounts Receivable

f. 2,300
h. 1,000

Balance 1,300

Dividends

i 3,000

Balance 3,000

a. 11,250
Balance 11,250
Office Equipment
c. 6,200
Balance 6,200
Fees Earned
d. 1,300
f. 2,300
Balance 3,600
Rent Expense
g. 500
Balance 500
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~ TralBalance 7 100,750 ® 100,750
I b. 1,250
d. 15,000
e. 10,050
h. 1,125 . 1,225
Cash $ 94,350 ) 10,000
Accounts Receivable 1,575 Balance 94,350 Balance 100,750
Office Supplies 1,250
gfﬂce Eq uFI>pmetr)1It 10,050 Office Supplies Office Equipment
ccounts Payable b. 1,250 . 10,050
Common stock $ 100,750
Dividends 10,000
Fees Earned 17.700 Balance 1,250 Balance 10,050
Rent Expense 1,225
Accounts Payable Fees Earned
c. 10,050 d. 15,000
e. 10,050 f. 2,700
Total $118,450 | $ 118,450
Balance 17,700
Accounts Receivable Rent Expense
f. 2,700 g. 1,225
h. 1,125
Balance 1,575 Balance 1,225
Dividends
i 10,000
Balance 10,000

Exercise 2-10



After recording the transactions of Exercise 2-9 in T-accounts and calculating the balance of each account,
prepare a trial balance. Use May 31, as its report date.

Exercise 2-10 Alternate
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Cash Common stock Fees Earned

a. 11,250 a. 11,250 d.

b. 300 f.
d. 1,300

e. 6,200 Balance
h. 1,000 g. 500

i. 3,000 Rent Expense
Balance 3,550 Balance 11,250 g. 500

Office Supplies Office Equipment Balance 500

b. 300 c. 6,200
Balance 300 Balance 6,200

Accounts Payable
c. 6,200

e. 6,200

Accounts Receivable
f. 2,300

h. 1,000

Balance 1,300

Dividends
i 3,000

Balance 3,000

Exercise 2-10 Alternate



Cash

Common stock

Fees Earned

a. 11,250 a. 11,250 d. 1,300
b. 300 f. 2,300
d. 1,300
e. 6,200 Balance 3,600
h. 1,000| g. 500
i. 3,000 Rent Expense
Balance 3,550 Balance 11,250 g. 500
Office Supplies Office Equipment Balance 500
b. 300 c. 6,200
Balance 300 Balance 6,200
Accounts Payable
c 6.200 Spade Company
e. 6,200 Trial Balance
May 31
Account Title Debit Credit
Accounts Receivable Cash $ 3,550
f. 2,300 Accounts Receivable 1,300
h. 1,000 Office Supplies 300
Salance 7300 Office Equipment 6,200
Accounts Payable $ -
_ Common stock 11,250
, D'V'dgggj) Dividends 3,000
l. y
Fees Earned 3,600
Rent Expense 500
Balance 3,000
Total $ 14,850 $ 14,850

Exercise 2-10 Alternate
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A corporation had the following assets and liabilities at the beginning and end of this year.

Assets Liabilities
Beginning of the year $ 60,000 $ 20,000
End of the year 105,000 36,000

Determine the net income earned or net loss incurred by the business during the year for each of the
following separate cases:

a. Owner made no investments in the business and no dividends were paid during the year.

b. Owner made no investments in the business but dividends were $1,250 cash per month.

c. No dividends were paid during the year, but the owner did invest an additional $55,000 cash in

exchange for common stock.

d. Dividends were $1,250 cash per month for and the owner invested an additional $35,000 cash in exchange
for common stock.

a. b. C. d.
Beginning of the year equity $40,000 | $40,000 $40,000  $40,000
Investments by stockholder 0 0 55,000 35,000
Dividends 0 (15,000) 0 (15,000)
Net income (loss) 29,000 44,000 (26,000) 9,000
End of the year equity $69,000 | $69,000  $69,000  $69,000

Exercise 2-15



A corporation had the following assets and liabilities at the beginning and end of this year.

Assets Liabilities
Beginning of the year $ 85,000 $ 35,000
End of the year 130,000 50,000

Determine the net income earned or net loss incurred by the business during the year for each of the
following separate cases:

a. Owner made no investments in the business and no dividends were paid during the year.

b. Owner made no investments in the business but dividends were $2,000 cash per month.

c. No dividends were paid during the year, but the owner did invest an additional $45,000 cash in

exchange for common stock.

d. Dividends were $2,000 cash per month and the owner invested an additional $35,000 cash in exchange for
common stock.

a. b. C. d.
Beginning of the year equity $50,000 | $50,000 $50,000  $50,000
Investments by stockholder 0 0 45,000 35,000
Dividends 0 (24,000) 0 (24,000)
Net income (loss) 30,000 54,000 (15,000) 19,000
End of the year equity $80,000 | $80,000  $80,000  $80,000

Exercise 2-15 Alternate
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Carmen Camry operates a consulting firm called Help Today, which began operations on August 1. On August 31,
the company’s records show the following accounts and amounts for the month of August. Use this information to
prepare an August income statement for the business.

Exercise 2-16

Dividends are reported on the Statement of Retained Earnings

Cash

Accounts receivable

Office supplies
Land
Office equipme

Accounts payable

Common stock

$ 25,360
22,360

5,250

44,000

nt 20,000
10,500
102,000

Dividends

$

Consulting fees earned
Rent expense
Salaries expense

Telephone expense

Miscellaneous expenses

Revenues:

Consulting fees earned

$ 27,000

Expenses:

Rent expense

$

9,550

Salaries expense

5,600

Telephone expense

860

Miscellaneous expenses

520

Total expenses

16,530

Net income (loss)

$ 10,470

6,000

27,000

9,650
5,600
860
520

To Statement of

Retained Earnings

53



Carmen Camry operates a consulting firm called Help Today, which began operations on August 1. On August 31,
the company’s records show the following accounts and amounts for the month of August. Use this information to
prepare an August income statement for the business.

Dividends are reported on the Statement of Retained Earnings

Cash $ 25,000 Dividends $ 15,000
Accounts receivable 16,000 Consulting fees earned 32,000
Office supplies 4,200 Rent expense 3,000
Land 43,000 Salaries expense 9,000
Office equipment 34,000 Telephone expense 500
Accounts payable 9,500 Miscellaneous expenses 1,800
Common stock 110,000
~ ForMonthEnded August3t
Revenues:
Consulting fees earned $ 32,000
Expenses:
Rent expense $ 3,000
Salaries expense 9,000
Telephone expense 500
Miscellaneous expenses 1,800
Total expenses 14,300
Net income (loss) $ 17,700 To Statement of
Retained Earnings

Exercise 2-16 Alternate
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Carmen Camry operates a consulting firm called Help Today, which began operations on August 1. On August 31,
the company’s records show the following accounts and amounts for the month of August. Use this information to
prepare an August statement of retained earnings for the business.

Cash $ 25,360 Dividends $ 6,000 __|
Accounts receivable 22,360 Consulting fees earned 27,000
Office supplies 5,250 Rent expense 9,550
Land 44,000 Salaries expense 5,600
Office equipment 20,000 Telephone expense 860
Accounts payable 10,500 Miscellaneous expenses 520
Common stock 102,000

Retained earnings, August 1 $ 0

Add: Net income 10,470

Less: Dividends

6,000

Retained earnings, August 31 $4,470 To Balance Sheet
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Carmen Camry operates a consulting firm called Help Today, which began operations on August 1. On August 31,
the company’s records show the following accounts and amounts for the month of August. Use this information to
prepare an August statement of retained earnings for the business.

Cash $ 25,000 Dividends $ 15,000 |
Accounts receivable 16,000 Consulting fees earned 32,000
Office supplies 4,200 Rent expense 3,000
Land 43,000 Salaries expense 9,000
Office equipment 34,000 Telephone expense 500
Accounts payable 9,500 Miscellaneous expenses 1,800
Common stock 110,000

Retained earnings, August 1 $ 0

Add: Net income 17,700

Less: Dividends 15,000

Retained earnings, August 31 $2,700 To Balance Sheet
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Carmen Camry operates a consulting firm called Help Today, which began operations on August 1. On August 31,
the company’s records show the following accounts and amounts for the month of August. Use this information to
prepare an August 31 Balance Sheet for the business.

(Cash $ 25360 ) ( Dividends $ 6000 )
Accounts receivable 22,360 Consulting fees earned 27,000
Office supplies 5,250 Rent expense 9,550
Land 44,000 Salaries expense 5,600
Office equipment 20,000 Telephone expense 860
Accounts payable 10,900 \I\/Iiscellaneous expenses 520 j
Ccommon StocK 102,000

Assets Liabilities

Cash $ 25,360  Accounts payable $ 10,500

Accounts receivable 22,360

Office supplies 5,250

Land 44,000 Equity

Office equipment 20,000 | Common stock 102,000 From Statement

Retained Earnings 4,470 of Retained
Earnings

Total assets $ 116,970 Total liabilities & equity $ 116,970
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Carmen Camry operates a consulting firm called Help Today, which began operations on August 1. On August 31,
the company’s records show the following accounts and amounts for the month of August. Use this information to
prepare an August 31 Balance Sheet for the business.

Cash

Accounts receivable
Office supplies
Land

Office equipment
Accounts payable
Common stock

$

25,360
22,360
5,250
44,000
20,000
10,500
102,000

~  HelpToday

Revenues:

Retained earnings, August 1

Dividends $ 6,000
Consulting fees earned 27,000
Rent expense 9,550
Salaries expense 5,600
Telephone expense 860
Miscellaneous expenses 520

$

0

Consulting fees earned

$ 27,00C

Add: Net income

» 10,470

Expenses:

Rent expense

$ 9,550

Salaries expense

5,600

Less: Dividends

Telephone expense

860

6,000

Miscellaneous expenses

520

Retained earnings, Ajgust 31

Total expenses

16,53C

Net income (loss)

$10,47C

Exercise 2-18

$4,470
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Carmen Camry operates a consulting firm called Help Today, which began operations on August 1. On August 31,
the company’s records show the following accounts and amounts for the month of August. Use this information to
prepare an August 31 Balance Sheet for the business.

Cash

Accounts receivable
Office supplies
Land

Office equipment
Accounts payable
Common stock

25,000 Dividends
16,000 Consulting fees earned
4,200 Rent expense
43,000 Salaries expense
34,000 Telephone expense
9,500 Miscellaneous expenses
110,000

$ 15,000
32,000

3,000

9,000

500

1,800

Assets Liabilities

Cash $ 25,000 Accounts payable $ 9,500

Accounts receivable 16,000

Office supplies 4,200

Land 43,000 | Equity

Office equipment 34,000  Common stock 110,000
Retained earnings 2,700

Total assets $ 122,200 | Total liabilities and equity $ 122,200

Exercise 2-18 Alternate

From Statement

of Retained
Earnings
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Carmen Camry operates a consulting firm called Help Today, which began operations on August 1. On August 31,
the company’s records show the following accounts and amounts for the month of August. Use this information to

prepare an August 31 Balance Sheet for the business.

Cash $ 25,000 Dividends $ 15,000
Accounts receivable 16,000 Consulting fees earned 32,000
Office supplies 4,200 Rent expense 3,000
Land 43,000 Salaries expense 9,000
Office equipment 34,000 Telephone expense 500
Accounts payable 9,500 Miscellaneous expenses 1,800
Common stock 110,000

Revenues: Retained earnings, August 1 $ -
Consulting fees earned $ 32,000 Add: Net income > 17,700
Expenses: Less: Dividends (15,000)
Rent expense $ 3,000
Salaries expense 9,000 Retained Earnings, August|31 $ 2,700
Telephone expense 500
Miscellaneous expense 1,800
Total expenses 14,300
Net income (loss) $ 17,700
62
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Compute the missing amount for each of the following separate companies a through d

Beginning of the year equity $0 $0 $0 $0
Owner investments for stock 110,000 42,000 87,000 210,000
Dividends during the year (28,000) (47,000) (10,000) (55,000)
Net income (loss) 22,000 | 90,000 (4,000) (45,000
End of the year equity $104,000 | $85,000 | $73,000 | $110,000

Exercise 2-19
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Compute the missing amount for each of the following separate companies a through d

Beginning of the year equity

$0 $0 $0 $0
Owner investments for stock 91,000 100,000 84,215 200,000
Dividends during the year (85,000) (50,000) (9,000) (55,000)
Net income (loss) 87,000 40,000 (5,000)  (45,000)
End of the year equity $93,000 $90,000  $70,215 $100,000

Exercise 2-19 Alternate
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Posting errors are identified in the following table. In column (1), enter the amount of the difference
between the two trial balance columns (debit and credit) due to the error. In column (2), identify the trial
balance column (debit or credit) with the larger amount if they are not equal. In column (3), identify the
account(s) affected by the error. In column (4), indicate the amount by which the account(s) in column (3)
is under- or overstated. Item (a) is completed as an example.

a. $3,600 debit to Rent Expense is
posted as a $1,340 debit

b. $6,500 credit to Cash is posted
twice as two credits to Cash

c. $10,900 debit to the Dividends
account is debited to Common
Stock.

d. $2,050 debit to Prepaid Insurance
is posted as a debit to Insurance
Expense.

e. $38,000 debit to Machinery is posted
as a debit to Accounts Payable.

f. $5,850 credit to Services Revenue is
posted as a $585 credit.

g. $1,390 debit to Store Supplies is not
posted.

Exercise 2-20



posted.

a. $3,600 debit to Rent Expense is $2,260  Credit Rent Expense Understated by $2,260
posted as a $1,340 debit

b. $6,500 credit to Cash is posted twice $6,500 | Credit Cash Understated by $6,500
as two credits to Cash

c. $10,900 debit to the Dividends $0 | N/A Common Stock Understated by $10,900
account is debited to Common
Stock. Dividends Understated by $10,900

d. $2,050 debit to Prepaid Insurance is $0 | N/A Prepaid Insurance Understated by $2,050
posted as a debit to Insurance
Expense. Insurance Expense Overstated by $2,050

e. $38,000 debit to Machinery is posted $0 | N/A Machinery Understated by $38,000
as a debit to Accounts Payable.

Accounts Payable Understated by $38,000

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

g. $1,390 debit to Store Supplies is not $1,390 | Credit Store Supplies Understated by $1,390

Exercise 2-20
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Posting errors are identified in the following table. In column (1), enter the amount of the difference
between the two trial balance columns (debit and credit) due to the error. In column (2), identify the trial
balance column (debit or credit) with the larger amount if they are not equal. In column (3), identify the
account(s) affected by the error. In column (4), indicate the amount by which the account(s) in column (3)
is under- or overstated. Item (a) is completed as an example.

a. $4,300 debit to Rent Expense is
posted as a $1,360 debit

b. $5,800 credit to Cash is posted
twice as two credits to Cash

c. $12,000 debit to the Dividends
account is debited to Common
Stock.

d. $3,100 debit to Prepaid Insurance
is posted as a debit to Insurance
Expense.

e. $20,000 debit to Machinery is posted
as a debit to Accounts Payable.

f. $9,500 credit to Services Revenue is
posted as a $950 credit.

g. $1,900 debit to Store Supplies is not
posted.

Exercise 2-20 Alternate



a. $4,300 debit to Rent Expense is $2,940  Credit Rent Expense Understated $2,940
posted as a $1,360 debit

b. $5,800 credit to Cash is posted twice $5,800 | Credit Cash Understated by $5,800
as two credits to Cash

c. $12,000 debit to the Dividends $0 | N/A Common Stock Understated by $12,000
account is debited to Common
Stock. Dividends Understated by $12,000

d. $3,100 debit to Prepaid Insurance is $0 | N/A Prepaid Insurance Understated by $3,100
posted as a debit to Insurance
Expense. Insurance Expense Overstated by $3,100

e. $20,000 debit to Machinery is posted $0 | N/A Machinery Understated by $20,000
as a debit to Accounts Payable.

Accounts Payable Understated by $20,000

f. $9,500 credit to Services Revenue is $8,550 ' Debit Service Revenue Understated by $8,550
posted as a $950 credit.

g. $1,900 debit to Store Supplies is not $1,900 | Credit Store Supplies Understated by $1,900

posted.

Exercise 2-20 Alternate
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Exercise 2-21 page 86
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You are told the column totals in a trial balance are not equal. After careful analysis, you discover only one

error. Specifically, a correctly journalized credit purchase of an automobile for $18,950 is posted from the
journal to the ledger with a $18,950 debit to Automobiles and another $18,950 debit to Accounts Payable.

The Automobiles account has a debit balance of $37,100 on the trial balance. Answer each of the following
questions and compute the dollar amount of any misstatement.

Automobiles

Balance 37,100

a. Is the debit column total of the trial balance overstated, understated, or correctly stated?

b. Is the credit column total of the trial balance overstated, understated, or correctly stated?

c. Is the Automobiles account balance overstated, understated, or correctly stated in the trial balance?

d. Is the Accounts Payable account balance overstated, understated, or correctly stated in the trial balance?
e. If the debit column total of the trial balance is $200,000 before correcting the error, what is the total of

the credit column before correction?

Exercise 2-21



General Journal Debit Credit

Automobiles 18,950 Assume Accounts payable
Accounts Payable 18,950 related to all other items is
$55,000.
Should have been:
Automobiles Accounts Payable
18,150 55,000
18,950 18,950
Balance 37,100 Balance 73,950
With error:
Automobiles Accounts Payable
18,150 55,000
18,950 18,950
Balance 37,100 Balance 36,050

a. Is the debit column total of the trial balance overstated, understated, or correctly stated? Correctly Stated

b. Is the credit column total of the trial balance overstated, understated, or correctly stated? Understated by $37,900

c. Is the Automobiles account balance overstated, understated, or correctly stated in the trial balance? Correctly Stated

d. Is the Accounts Payable account balance overstated, understated, or correctly stated in the trial balance?Understated
by $37,900

e. If the debit column total of the trial balance is $200,000 before correcting the error, what is the total of

the credit column before correction? $162,100

Exercise 2-21



You are told the column totals in a trial balance are not equal. After careful analysis, you discover only one

error. Specifically, a correctly journalized credit purchase of an automobile for $20,000 is posted from the
journal to the ledger with a $20,000 debit to Automobiles and another $20,000 debit to Accounts Payable.

The Automobiles account has a debit balance of $57,000 on the trial balance. Answer each of the following
questions and compute the dollar amount of any misstatement.

Automobiles

Balance 57,000

a. Is the debit column total of the trial balance overstated, understated, or correctly stated?

b. Is the credit column total of the trial balance overstated, understated, or correctly stated?

c. Is the Automobiles account balance overstated, understated, or correctly stated in the trial balance?

d. Is the Accounts Payable account balance overstated, understated, or correctly stated in the trial balance?
e. If the debit column total of the trial balance is $260,000 before correcting the error, what is the total of

the credit column before correction?

Exercise 2-21 Alternate



General Journal Debit Credit

Automobiles 20,000 Assume Accounts payable
Accounts Payable 20,000 related to all other items is
$55,000.

Should have been:

Automobiles Accounts Payable
37,000 55,000
20,000 20,000
Balance 57,000 Balance 75,000
With error:
Automobiles Accounts Payable
37,000 55,000
20,000 20,000
Balance 57,000 Balance 35,000

a. Is the debit column total of the trial balance overstated, understated, or correctly stated? Correctly Stated

b. Is the credit column total of the trial balance overstated, understated, or correctly stated? Understated by $40,000

c. Is the Automobiles account balance overstated, understated, or correctly stated in the trial balance? Correctly Stated

d. Is the Accounts Payable account balance overstated, understated, or correctly stated in the trial balance?Understated
by $40,000

e. If the debit column total of the trial balance is $260,000 before correcting the error, what is the total of

the credit column before correction? $220,000

Exercise 2-21 Alternate
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Chapter 2 Learning Objectives

CONCEPTUAL

C1 Explain the steps in processing transactions and the role of source documents.
C2 Describe an account and its use in recording transactions.

C3 Describe a ledger and a chart of accounts.

C4 Define debits and credits and explain double-entry accounting.

ANALYTICAL
Al Analyze the impact of transactions on accounts and financial statements.
A2 Compute the debt ratio and describe its use in analyzing financial condition.

PROCEDURAL

P1 Record transactions in a journal and post entries to a ledger.
P2 Prepare and explain the use of a trial balance.

P3 Prepare financial statements from business transactions.

© McGraw-Hill Education 2



Learning Objective

C1l.
Explain the steps in processing
transactions and the role of
source documents.

© McGraw-Hill Education



System of Accounts

Business transactions and events are the starting points of
financial statements. Process from transactions to financial
statements is as follows:

 ldentify each transaction and event from source documents.

* Analyze each transaction and event using the accounting
equation.

* Record relevant transactions and events in a journal.

« Post journal information to ledger accounts.

* Prepare and analyze the trial balance and financial
statements.

Learning Objective C1: Explain the steps in processing transactions and the role of source documents.




Source Documents

Bills from

Checks | - Purch
| \Suppllers Ourc ase
| N rders
Employee // )
Earnings |
Records \\

. S
v \ﬁSaleS
A Tickets

© McGraw-Hill Education
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Learning Objective -C1: Explain the steps in processing transactions and the role of source documents.




Learning Objective

C2:
Describe an account and its
use in recording transactions.

© McGraw-Hill Education 6






The Account and Its Analysis

An account is a
record of
Increases and
decreases in a
specific asset,
liability, equity,
revenue, or
expense.

The general
ledger Is a record
_ | of all accounts
used by the

company.

—

Learning Objective C2: Describe an account and its use in recording transactions.




The Account and Its Analysis

Exhibit
2.1

. . : - X X - © McGraw-Hill Education 8
Learning Objective C2: Describe an account and its use in recording transactions.




Asset Accounts

@ 0 Accounts
Receivable
- Asset Notes
Buildings Receivable
Accounts
Prepaid
@ Accounts

© McGraw-Hill Education 9

Learning Objective C2: Describe an account and its use in recording transactions.




Liability Accounts

Accounts Notes
Payable Payable
Unearned
Revenue

© McGraw-Hill Education 10

Liability
Accounts

_ " Accrued .
«_Liabilities

Learning Objective C2: Describe an account and its use in recording transactions.




Equity Accounts

Dividends

Equity
Accounts

+
Revenues

© McGraw-Hill Education 11

Learning Objective C2: Describe an account and its use in recording transactions.




The Account and Its Analysis

Revenues and common stock increases equity.
Expenses and dividends decrease equity.

EXHIBIT 2.2

Accounts Classified by the
Expanded Accounting
Equation

© McGraw-Hill Education 12

Learning Objective C2: Describe an account and its use in recording transactions.




Learning Objective

C3:
Describe a ledger and chart of
accounts.

& MeGran-hill Equcaiion 13

Learning Objective C2: Describe an account and its use in recording transactions.




Ledger and Chart of Accounts

The ledger is a collection of all accounts for an
accounting system. A company’s size and diversity
of operations affect the number of accounts needed.

The chart of accounts is a list of all accounts and includes an

identifying number for each account.

it
2.4
SN SN S

101 201 Accounts payable 307 Common stock

106 Accounts receivable 236 Uneamed consulting 318 Retained eamings

126 Supplies revenue 319 Dwidends

128 Prepaid insurance Revenues Expenses
167 Equipment

403 Consulting revenue 622  Salaries expense
406 Rental revenue 637 Insurance expense
640 Rent expense
652 Supplies expense
690 Utililies expense

© McGraw-Hill Education 14

Learning Objective C3: Describe a ledger and chart of accounts .




NEED-TO-KNOW 2-1

Classify each of the following as assets (A), liabilities (L), or equity (EQ).

1) _ (A) Asset Prepaid Rent

2) _ (EQ) Equity Common stock

3) __ (A) Asset Note Receivable

4) _ (L) Liability Accounts Payable
9) _ (A) Asset Accounts Receivable
6) _ (A) Asset Equipment

7) __ (L) Liability Interest Payable

8) _ (L) Liability Unearned Revenue
9) _ (A) Asset Land
10) __ (A) Asset Prepaid Insurance
11) (L) Liability Wages Payable

12) _(L) Liability Rent Payable

Key words to look for in account titles:

Prepaid Always an asset
Receivable Always an asset
Payable Always a liability
Unearned Always a liability

Learning Objective C1: Explain the steps in processing transactions and the role of source documents.

Learning Objective C2: Describe an account and its use in recording transactions.

© McGraw-Hill Education 15

Learning Objective C3: Describe a ledger and chart of accounts .




Learning Objective

C4.
Define debits and credits and
explain double-entry
accounting.

© McGraw-Hill Education 16



.
DolBIEheRAdEAIbing

A T-account represents a ledger account
and is used to depict the effects of one or

more transactions.

Account Title Exhibit
2.5

Left side Right side)
&
Debit Credit

| Learning Objective C4: Define debits and credits and explain double-entry accounting. | © McGraw-Hill Education 17




Liabilities| + | Equity

Exhibit
2.6
Assets — Liabilities =+ Equity
Debit for | Credit for Debit for | Credit for Debit for Credit for
increases decreases decreases | increases decreases increases
Normal Normal Normal

l Learning Objective C4: Define debits and credits and explain double-entry accounting. ] © McGraw-Hill Education 18




Double-Entry Accounting

Here is the expanded accounting equation

showing the equity section. B
Exhibit
2.7

I Equity I

Assets - Liabilities + Common Stock - Dividends + Revenues - Expenses
Dufor | Crfor Dx. for ﬁ Cr. for Dr. for Cx. for Dr. for cr. for Dufor | Cfor De.foc | Crfor
increases " decreases docrmuglnmms decreases increases increases decreases decreases | increases increases | decreases
Normal ;Normal Normal Normal Normal Normal

[ Learning Objective C4: Define debits and credits and explain double-entry accounting. ] © McGraw-Hill Education 19




Double-Entry Accounting

An account balance is the difference between the increases and
decreases in an account. Notice the T-Account.

pd
/ Exhibit
Cash
Receive investment by owner for stock 30,000 Purchase of supplies 2,500
36,700 | 1 Consulting services revenue eamed 4,200 Purchase of equipment 26,000
Collection of account receivable 1,900 Payment of rent 1,000 } 31300
Payment of salary 700 '
Payment of account payable 800
Payment of cash dividend 200 |
Balance 4,300
36,100 — 31,300

© McGraw-Hill Education 20
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NEED-TO-KNOW 2-2

Identify the normal balance (debit [Dr] or credit [Cr]) for each of the following accounts.

1) _ Dr. Debit Prepaid Rent 7) __ Cr. Credit Interest Payable
2) __ Cr. Credit Common Stock 8) __ Cr. Credit Unearned Revenue
3) __ Dr. Debit Note Receivable 9) __ Dr. Debit Land
4) _ Cr. Credit Accounts Payable 10) __ Dr. Debit Prepaid Insurance
5) __ Dr. Debit Accounts Receivable 11)_ Dr. Debit Dividends
6) __ Dr. Debit Equipment 12) __Dr. Debit Supplies
Assets = Liabilities + Equity
Increase | Decrease Decrease | Increase Decrease |Increase
Debits Credits Debits Credits Debits Credits
Dividends Common Stock
Normal Normal Expenses | Revenues
_Dividends  __ CommonStock
| Equity T Equity
Dividends Investments
Normal Normal
___ Expenses __ Revenues
| Equity 1 Equity
—Expenses | Revenues
Normal Normal

| Learning Objective C4: Define debits and credits and explain double-entry accounting. | © McGraw-Hill Education 21




Learning Objective

P1:
Record transactions in a
journal and post entries to a
ledger.

© McGraw-Hill Education 22



Journalizing and Posting Transactions

Exhibit
2.9

Step 1: Identify transactions and Step 2: Analyze transactions using the
source documents. accounting eqguation.

Step 4. Post entry to ledger.

1 Common Stock 30,000 . L—

lﬁ. gis%gr?a 2,500 — ; S |

g e

| Learning Objective P1: Record transactions in a journal and post entries to a ledger. ] © McGraw-Hill Education 23




Journalizing Transactions ..

2.10
a. Transaction b. Titles of Affected
Date ' Accounts
| Genras 3 =%
Fle EM Wesion Holp
- - ; L "L - - —~ - : -
General Journal it 3ol
| Titles and Explanation kR Deblt Credit
g:z: /D\Cash 2000 -
A Common Stock 30,
| ;(mmmunmrq)fmm @
‘ Dec. 2 Sup#s 2500 X
/ G 7 Xee
/  Purchose supples for cash. ‘ \
d. Transaction C. DoIIar/amount of debits
explanation and credits
© McGraw-Hill Education 24

[ Learning Objective P1: Record transactions in a journal and post entries to a ledger. ]




Balance Account Column

Exhibit

T-accounts are useful illustrations, but balance
column ledger accounts are used in practice.

General Ledger

Cash Account No. 101
Date Explanation PR Debit Credit Balance
2017
Dec. 1 G1 30.000 30.000
Dec. 2 G1 2,500 27500
Dec. 3 G1 26,000 1,500
Dec. 10 Gl 4,200 5.700

Learning Objective P1: Record transactions in a journal and post entries to a ledger.

© McGraw-Hill Education 25



Posting Journal Entries

General Ledger Accounting Software: FastForward

Bl - - —— Y
w —————
e Sem— O S General Journal ﬁ. 22
Ay et b Nt oo ST s | n
Date Account Yithes and Explanation PR Debit Credit
nn
Dec t Cash 101 30,000
Caommon Stock et 307 20,000
Recowe investment by owner. i
(2)
~
Cash Account na. 101 ‘L
Dats Explanation PR Debat Credit Balance <3>
2017
1 Gt 20,000 30,000
¢
- Comman Stock Account
Date Explanation PR Dobit Credit _ Balance
2017
Doc. | Gt 20,000 30,000
T —— e

Key: @ identity debit account in ledger. enter date, journal page, amount, and baiance (in red).
@ Enter the debit account number from the iedger in the PR column of the joumal (in biue).

@ Idantify credit account in ledger: enter date, journal page, amount, and balance (in green).

@ Enter the credit account number from the ledger in the PR column of the journal (in green).

[ Learning Objective P1: Record transactions in a journal and post entries to a ledger. ]

© McGraw-Hill Education

Exhibit
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Prqocessing Transactions
ci.earnp g ai?ec'&ve

Al:
Analyze the impact of
transactions on accounts and
financial statements.

© McGraw-Hill Education 27



Processing Transactions

processing transactions. Analysis of each transaction

Double-entry accounting is useful in analyzing and

follows these four steps.

Step 1
Step 2

Step 3

Step 4

Identify the transaction and any source documents.
Analyze the transaction using the accounting equation.
Record the transaction in journal entry form applying double-entry accounting.
Post the entry (for simplicity, we use T-accounts to represent ledger accounts).

28
© McGraw-Hill Education

|_Learning Objective A1: Analyze the impact of transactions on accounts and financial statements. |




Processing Transactions

1. Receive Investment by Owner

[L]Ipextry  FastForward receives $30.000 cash from Chas [3] Pos
Taylor in exchange for common stock. Cash 101
[I].-\x.u.\'u. Assels = Liabilities + Equity —»{1) 30,000 |
Cash Common
Stock

+30,000 = 0 £30,000 oo il L L

Dste  Accourt Titkes and Explanation PR Debit Credit I M S
[BIRecorn (1) | Cash 101 I 30,000

Common Stock 307 30,000

© McGraw-Hill Education

Learning Objective A1: Analyze the impact of transactions on accounts and financial statements.
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Processing Transactions

2. Purchase Supplies for Cash

IpEnTIFY FastForward pays $2,500 cash for supplies. PosT
ANALYZE Assets = Liabilities + Equity Bupplies $26
Cash Supplies —>(2) 2,500 |
—2,500 +2,500 = 0 + 0
Changes the composition of assets but not the total. Cash 101
Date  Account Titles and Explanation PR Debit Credit ( | ) 30,000 (2) 2,500
RECORD  (2) | Supplies 126 ‘ 2,500
Cash 101 2,500—
30

© McGraw-Hill Education

[ Learning Objective A1: Analyze the impact of transactions on accounts and financial statements. ]




Processing Transactions

3. Purchase Equipment for Cash

[1]IpenTiFY FastForward pays $26,000 cash for equipment. PosT
ANALYZE Assets = Liabilities + Equity Equipment 157
Cash Equipment —>(3) 26,000 |
—26,000 +26,000 = 0 + 0
Changes the composition of assets but not the total. Cash 101
Date  Account Titles and Explanation PR Debit Credit ( | ) 30.000 (2) 2,500
ReEcorp  (3) | Equipment ‘ 167 |26.000 (G) 26,000
Cash 101 26,000— f
31

: T - - , , © McGraw-Hill Education
[ Learning Objective A1: Analyze the impact of transactions on accounts and financial statements. ]




Processing Transactions

4. Purchase Supplies on Credit

IpENTIFY FastForward purchases $7.100 of supplies on [4] PosT
credit from a supplier. Supplies 126
ANALYZE Assets = Liabilities + Equity (2) 2,500
Supplies Accounts —>(4) 7,100
Payable
- -
EGI 12,190 g Accounts Payable 201
Date  Account Titles and Explanation PR Debit Credit
4 7,100
RECORD  (4) | Supplies 126 ’ 7,100 )
Accounts Payable 201 7.l00—|
32

© McGraw-Hill Education
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Processing Transactions

5. Provide Services for Cash

[1]IpeEnTIFY FastForward provides consulting services and PosT
immediately collects $4,200 cash. Cash 10l
ANALYZE  Assets = Liabilities + Equity (1) 30,000 | (2) 2,500
Cash Consulting >(3) 4,200 | (3) 26,000
Revenue
+4,200 5 0 +4,200 Consulting Revenue 403
Date  Account Titles and Explanation PR Debit Credit | (5) 4,200
RECORD (5) | Cash | 101 | 4,200
Consulting Revenue 403 4,200—

© McGraw-Hill Education 33

Learning Objective Al: Analyze the impact of transactions on accounts and financial statements.




Processing Transactions

6. Pavment of Expense in Cash

[1] Ioexriey  FastForward pays $1,000 cash for December rent. [4] PosT
[Z]ANALYZE Assets = Liabilities + Equity Rent Expense 0
Cash Rent ~—»(6) 1,000
Expense

- 1,000 = 0 - 1,000 Cash 101
Dass ~ Accoun Tithos and Explanation Crode | 30.m 2'sw

[3IRecornp  (6) | Rent Expense 640 l 000 ) @
Cash 101 (oos— (B WALE) 2k
(6) 1,000

1

© McGraw-Hill Education 34

Learning Objective Al: Analyze the impact of transactions on accounts and financial statements.




Processing Transactions

7. Payment of Expense in Cash

[Tl toesriey  FastForward pays $700 cash for employee salary, (4] Post
[“3‘] ANALYZE Assets = Liabilies + Equity Salaries ;Expense 622
Cash Salaries [ (") 700
Expense
=700 0 =700 Cash 101
‘A . Date  Actoum Tkt and Exglanssan M Debe Crede “) 30.000 (2) 2.500
(3] Recorn (7) Salca:r‘i:; Expense | ?;.f 700 - 5) 4200 | @) 26.000
(6) 1,000
7 700
(7) A

Learning Objective Al: Analyze the impact of transactions on accounts and financial statements.
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Processing Transactions

8. Provide Consulting and Rental Services on Credit

L1 Inexmiey FastForward provides consulting services of $1,600 (4] Post
and rents its test facilities for $300. The customer Accounts Receivable 106
iS hl“L'd S' .‘)()() '.Ul' [hC\'C \Cr\'iCL‘S. » (8) |.9°° l
[Z)ANaLyzE Assets = Liabilities + Equity
Accounts Consulting Rental Consulting Revenue 403
Receivable Revenue Revenue
1900 = 0 1,600 300 ®) s
ik = Lo * (8) 1,600
;l Date  Accoom Titler and Explanation M Detwt Crecint
[3]Recorp  (8) | Accounts Receivable 106 | 1,900 Rental Revenue 406
Consulting Revenue 403 1,600 — ’ 8) 300
Rental Revenue 406 300—

© McGraw-Hill Education 36

Learning Objective Al: Analyze the impact of transactions on accounts and financial statements.




Processing Transactions

9. Receipt of Cash on Account

[1]toexriey  FastForward receives $1.900 cash from the client
billed in transaction 8.

E]l'us'l
Cash 101
(n 30000 | (2) 2,500
(S) 4200 | (3) 26,000
e (9) 1,900 | (6) 1,000
(7 700

Accounts Receivable 106

(2] ANALYZE Assets = Liabiliies + Equity
Accounts
Cash  Receivable
+ 1,900 - 1,900 - 0 " 0
Oste Accosms Tithes and Explanacion ] Dwtae Crvds
[3]Recorn  (9) | Cash 101 I 1,900 -
Accounts Recelvable 106 1,900—

(8)

1,900 | (9)

1,900

Learning Objective Al: Analyze the impact of transactions on accounts and financial statements.
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Processing Transactions

10. Partial Payment of Accounts Payable

(1] ioesTey  FastForward pays CalTech Supply $900 cash (4] Post
toward the payable of transaction 4. Accounts Payable 201
[Z]ANALyze  Assets = Liabilities 4 Equiy r—>(10) 900 | (4) 7.100
Cash Accounts Payable
=g - =900 L Cash 101
(N 30,000 | (2) 2,500
Date Accourt Tides and Espdamanion ; _tl__ __Debe _C_'.'.f_._
(3] Recorn (IO)I Accounts Payable 201 I 9004—— 4200 | (3) 26,000
Cash 101 900— (9 1,900 | (6) 1,000
(7) 700
10) 900
—

© McGraw-Hill Education 38

Learning Objective Al: Analyze the impact of transactions on accounts and financial statements.




Processing Transactions

11. Payment of Cash Dividend

[1]ipeNtry  FastForward pays $200 cash for dividends. [4]Posa
Assets = Liabilitles  + Equity o 2
ANALYZE =
2] — v —(11) 200
200 = 0 -200
Date  Account Tites and Explanation PR Debn Credt osan i
[F]Recorn (1) | Dividends | 319 | () 30,000 | (2 2,500
Cash 101 200-— 5) 4,200 | (3 26,000
{9) 1900 | (6) 1,000
{7 700
(10) 900
(1) 2})0

© McGraw-Hill Education 39

Learning Objective Al: Analyze the impact of transactions on accounts and financial statements.




Processing Transactions

12. Receipt of Cash for Future Services

[1]Ioesmiey  FastForward receives $3,000 cash in advance of (4] Posy
providing consulting services 1o a customer, Cash 10
[Z]ANALYZE Assets = Liabilities +  Equity () piosad o
o ' (5) 4200 | (3) 26,000
Cash Consulting Revenue (9) 1,900 | (6) 1,000
+3000 = +3,000 + 0 —»(12) 3,000 | (7) 700
Accepting $3,000 cash obligates FastForward ::?: :z
o perform future services and s a lability. No
revenue is earned until services are provided.
Unearned Consulting
Duats  Accooss Tides sndd Exgiasation m Gatwt Crode Revenue 236
[AIReconrn uz)] Cash 101 | 3,000 :
Unearned Consulting l (12) 3,000
Revenue 236

3.000—l

© McGraw-Hill Education 40

Learning Objective Al: Analyze the impact of transactions on accounts and financial statements.




Processing Transactions

13. Pay Cash for Future Insurance Coverage
(1] IoEsTIFy

FastForward pays $2.400 cash (insurance premium)
for a 24-month insurance policy. Coverage begins

on December 1.

(Bl ANALYZE Assets = Liabilities + Equity
Prepaid
Cash Insurance
-2400 42400 = 0 + 0
Changes the composition of assets from cash to
prepaid insurance. Expense is incurred as insur-
ance Coverage expires.
Date  Account Titkes and Explananion M. Deba Crede
[3]Recorn  (13) | Prepaid Insurance 128 | 2,400
Cash 101 2,400

(4] Posa

Prepaid Insurance 128
—m(13) 2,400

Cash 101

(n 30,000 | (2) 2,500

(3) 4200 | (3) 26,000

%) 1,900 | (6) 1,000

(12) 3,000 | (7) 700

(10) 900

(1) 200

(13) 2,400

A

l

Learning Objective Al: Analyze the impact of transactions on accounts and financial statements.
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Processing Transactions

14. Purchase Supplies for Cash

[1]InenTiey  FastForward pays $120 cash for supplies. (4] Pos1
P pp
Supplies 126
[Z]ANALYZE Assets = Llabiliies + Equity : s
Cash  Supplies 4) :
-120 +120 = 0 + 0 (4) 7,100
= (14) 120
Date  Account Tices and Explenation M Dubit Croda
[3]Recornp  (14) | Supplies 126 120 Cash 10l
Cash 101 1205 1y 30000 | (2 2,500
(5) 4200 | (3) 26,000
(9) 1,900 | (6) 1,000
(12) 3,000 | (7) 700
(10) 900
(1) 200
(13) 2,400
(14) 120
A
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Processing Transactions

15. Payment of Expense in Cash

[1]Inenriry  FastForward pays $305 cash for December
utilities expense,

Liabilities + Equity

[2]ANALYZE  Assets

[4] Post

Utilities Expense 690

—»(15) 305

Utilities
Cash Expense Cash 101
~305 = 0 ~305 (1 30,000 | (2) 2.500
Date  Accosmt Tieles and Exglanation . PR Debit Credn (S) 4.200 (3) 26.000
[3]Recorn  (15) | Utilities Expense | 690 305 (9) 1900 | (6) 1.000
Cash 101 305 — (12) 3000 | (7) 700
(10) 900
(1) 200
(13) 2,400
(14) 120
IS5 305
(15) :

Learning Objective Al: Analyze the impact of transactions on accounts and financial statements.
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Processing Transactions

16. Payment of Expense in Cash

L] InexTiey  FastForward pays $700 cash in employee salary (4] Pos1
for work performed in the latter part of December. Salaries Expense 622
; 7) 700
[2]ANALYZE  Assets = Liabilities + Equity i) =
Cash Salaries
Expense
-~700 = 0 ~700 Cash 101
Duts  Accoust Tides sod Exglanstion PR Debt  Crodn (1) 30,000 | (2) 2.500
[3JIRecorp  (16) | Salaries Expense l 622 700 () 4200 | (3) 26,000
Cash 101) 700 — (9) 1,900 | (6) 1,000
(12) 3,000 | (7) 700
(10) 900
(1) 200
(13) 2,400
(14) 120
(15) 305
(16) 700
K
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Debit and Credit Rules

_General Ledger
Assets = Liabilities + Equity
Cash 101 Accounts Payable 201 Common Stock 307
(1) 30000 | (2 2,500 10) 900 | ¥ 1.100 l M 30,000
5) 4200 | 13) 26,000 Balance 6,200
(]} 1900 | (8) 1,000 Dividends 319
(12) 3.000 ( (7 700 Uneamed Consulting Revenue 236 (1) 200 l
i * {12) 3,000
(1) 200
(13 2400 Consulting Revenue 403
(14) 120 ] 4,200
(15 305 18 1,600
18) 700 Baiance 5,800
Balance 4275
Rental Revenue 406
Accounts Recelvable 106
8 300
) 1800 | (9) 1,900
Balance 1]
Salarles Expense 522
(7 700
Supphles 126
(16) 700
@ 2500 Baance 1,400
() 7,100
(14} 120
Balance 9,720 Rent Expense 640
(6} 1,000 |
Prepaid Insurance 128
(13) 2,400 I Utifitles Expense 690
(19) 305 |
Equipment 167
(3) 26,000 l Accounts In this white area are reparted
L on the Incame statement.
$42.395 = $5.200 - $33,195

Learning Objective Al: Analyze the impact of transactions on accounts and financial statements.

Exhibit
2.13
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NEED-TO-KNOW 2-3

Assume Tata began operations on January 1 and completed the following transactions during its first month of
operations.

Jan. 1 Jamsetji invested $4,000 cash in exchange for common stock in the Tata company.
Jan.5 The company purchased $2,000 of equipment on credit.
Jan. 14 The company provided $540 of services for a client on credit.

For each transaction, (a) analyze the transaction using the accounting equation, (b) record the transaction in
journal entry form, and c) post the entry using T-accounts to represent the general ledger accounts.
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NEED-TO-KNOW 2-3

Jan. 1  Jamsetji invested $4,000 cash in the Tata company.

) Analyze [ Assets = Liabilities + Equity ]

+ $4,000 + $4.000
b) Record
Jan. 1 Cash 4,000
Common Stock 4,000
c) Post Cash
Jan. 1 4,000
Common Stock
Jan. 1 4,000
Assets = Liabilities + Equity
Increase Decrease Decrease Increase Decrease |Increase
Debits Credits Debits Credits Debits Credits
Dividends | Common Stock
Normal Normal Expenses | Revenues
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NEED-TO-KNOW 2-3

Jan.5 The company purchased $2,000 of equipment on credit.

+$2,000 +$2,000

b) Record [ Date  GeneralJounal  Debii  Credit ]

Jan.5 | Equipment 2,000
Accounts Payable 2,000

c) Post Equipment
Jan. 5 2,000 |

Accounts Payable
Jan. 5 2,000

Assets = Liabilities + Equity
Increase Decrease Decrease Increase Decrease |Increase
Debits Credits Debits Credits Debits Credits
Dividends | Common Stock
Normal Normal Expenses | Revenues
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NEED-TO-KNOW 2-3

Jan. 14 The company provided $540 of services for a client on credit.

a) Analyze [_Assets = Liabilities + Equity |
+ $540 + $540
b) Record [ _Date  GeneralJournal _ Dehit _ Credit ]
Jan. 14 | Accounts receivable 540
Services revenue 540
c) Post Accounts receivable
Jan. 14 540 |
Services revenue
Jan. 14 540
Assets = Liabilities + Equity
Increase Decrease Decrease Increase Decrease |Increase
Debits Credits Debits Credits Debits Credits
_ Dividends | Common Stock
Normal Normal Expenses | Revenues
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Learning Objective

P2:
Prepare and explain the

use of a trial balance.
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Preparing a Trial Balance

entirely).
credit balances.

balances.

Preparing a trial balance involves three steps:

1. List each account title and its amount (from ledger) in
the trial balance. If an account has a zero balance, list it
with a zero in the normal balance column (or omit it

2. Compute the total of debit balances and the total of

3. Verify (prove) total debit balances equal total credit

Learning Objective P2: Prepare and explain the use of a trial balance.
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After processing its remaining transactions for
December, FastForward’s Trial Balance is prepared.

Genarat Ledger Accounting Seftaure: FastForwarnd
" i

Py X b — * - CaSh
Accounts receivable
Supplies

E.——. | Prepald insurance
ey Eqmpmem

— -

s e o e | Accounts payable
L

— -

Common stock
Dividends
Consulting revenue
Rental revenue
Salaries expense
Rent expense
Utilitles expense

Totals

Unearned consulting revenue

FASTFORWARD
Trial Balance

December 31, 2017

Debit
S 4,275
0
9720
2,400
26,000
$ 6,200
3,000
30,000
200
5,800
300
1400
1.000
3 45300 § 45300

| daeaininQlflejeivtiva P22 Rabzer eherichpaptair tiam ssetiohs tiabbatands.and firfancial statements.

The trial
balance lists
all ledger
accounts and
their balances
at a point in
time. If the
books are in
balance, the
total debits
will equal the
total credits.

52
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Searching for Errors

If the trial balance does not balance, the error(s)
must be found and corrected.

O Make sure the trial O Re-compute each
balance columns are account balance in the
correctly added. ledger.

® Make sure account © Verify that each journal

balances are correctly entry is posted correctly.
entered from the ledger.

©® See if debit or credit ® Verify that each
accounts are mistakenly original journal entry has
placed on the trial balance. equal debits and credits.
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Learning Objective

P3:
Prepare financial statements

from business transactions.
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Financial Statements Prepared
from Trial Balance

Exhibit
2.15
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Financial Statements

The four financial statements and their purposes are:

1. Income statement — reports revenues less expenses along with the
resulting net income or loss over a period of time due to earnings activities.
2. Statement of retained earnings— reports how equity changes over the
reporting period from net income (or loss) and from any owner investments
and withdrawals over a period of time.

3. Balance sheet — reports the financial position (types and amounts of
assets, liabilities, and equity) at a point in time.

4. Statement of Cash Flows — The statement of cash flows lists the cash

inflows and cash outflows for the period.
**For simplicity, we do not show the statement of cash flows for FastForward in this
chapter, but we do return to this statement in the next chapter. **
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Exhibit

Income Statement 216

FASTFORWARD
Income Statement

For Month Ended December 31, 2017

Revenues

Consulting revenue {34,200 + $1,600) .. .._........ $ 5800

L 8 e L e o e S 300

TORAL POVMTIIRS . s 5o e e i 2 i S M S i $ 6,100
Expenses

T U O S S R e 1,400

L e e P R 1,000

Utllities expense. . . . ... ... ioiioiovimacceanns 305

Totalexpenses ... ... .......oiiicaiaian, 2,705
I e e e e $ 3,395

Learning Objective P3: Prepare financial statements from business transactions. © McGraw-Hill Education 57




Statement of Retained Earnings

o Exhibit
Income Statement 2 - 1 6
For Month Ended December 31, 2017
Revenues
i Consuking revenue ($4,200 + $1600) . ........_... $ 5800
Rental revenDe .- ... i m e 300
Ol rEVENEBS . o oo i e s $ 6,100
> £xpenses
T Y T R 1,400
REmt e - S e e e 1,000
UtHteS eXpRRSe . .o s d e e m e 305
f TOR RIS oo e S e 2,705
Ly T O N RO S PRt U S $ 3305 g

FASTFORWARD
Statement of Retained Eamings

For Month Ended December 31, 2017

PRSI e T L L e S S s 3385 «-—
3,395

Less: Cashdnidends .._.... e e 200

Retadned earnings, December 31, 2007 ... ... ... e $3.195 <—]
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Balance Sheet s hibi

FASTFORWARD 2 . 1 6
Statement of Retasined Eamings
For Manth Ended December 31,2017

FASTFORWARD
Balance Sheet
December 31, 2017

Assets Liabilitles
Gal s $ 4275 Accoumtspayable ... ....... $ 6200
SHPPBRET. o < v e v 9720 Uneamed consull. revenue . . .. 3,000
> Prepad insurance 2400 Towathabilites ... ... ....... $,200
Equipment ......... 26,000 Equity
Commonstock ... _........... 30,000
Retalned eamings _........... 3,195 «—
Totalequity. .. ...ccovennnnnn. 33,195
Tota! assets $42,395  Toual lizbifities and eqully ... ... $ 42,395
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Presentation Issues

Dollar signs are not used in journals and ledgers.

2. Dollar signs appear in financial statements and other
reports such as trial balances. The usual practice is to
put dollar signs beside only the first and last numbers
In a column.

3. When amounts are entered in the journal, ledger, or

trial balance, commas are optional to indicate

thousands, millions, and so forth.

Commas are always used in financial statements.

Companies commonly round amounts in reports to the

nearest dollar, or even to a higher level.

A

o B
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NEED-TO-KNOW 2-4

Prepare a trial balance for Apple using the following condensed data from its fiscal year-ended
September 26, 2015.

Common Stock $ 27,071 Dividends $48,262

Accounts payable 35,490 Investments and other assets 230,039

Other liabilities 135,634 Land and equipment 22,471

Cost of sales (expense) 140,089 Selling and other expense 40,232

Cash 21,120 Accounts receivable 16,849

Revenues 233,715 Retained earnings, beginning year 87,152
APPLE

Trial Balance

September 26, 2015
Debit Credit

Common Stock Normal
Dividends Normal
Revenues Normal
Expenses Normal

Learning Objective P3: Prepare indreiplaiatbmens dfntirisiadasaeansactipns. © McGraw-Hill Education 61




NEED-TO-KNOW 2-4

Prepare a trial balance for Apple using the following condensed data from its fiscal year-ended

September 26, 2015.

Common Stock $ 27,071 Dividends $48,262
Accounts payable 35,490 Investments and other assets 230,039
Other liabilities 135,634 Land and equipment 22,471
Cost of sales (expense) 140,089 Selling and other expense 40,232
Cash 21,120 Accounts receivable 16,849
Revenues 233,715 Retained earnings, beginning year 87,152

Cash

Accounts receivable

Land and equipment
Investments and other assets
Accounts payable

Other liabilities

Capital Stock

Retained earnings, beginning year
Dividends

Revenues
Cost of sales (expense)
Selling and other expense

Totals

Learning Objective P2: Prepare and explain the use of a trial balance.

$21,120
16,849
22,471
230,039
$35,490
135,634
27,071
48.262 87,152
233,715
140,089
40,232

$519,062 $519,062
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Learning Objective

A2:
Compute the debt ratio and
describe its use in analyzing
financial condition.
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I
Debt Ratio

Debt Ratio = Total Liabilities
Total Assets

Evaluates the level of debt risk.

A higher ratio indicates that there is a
greater probability that a company will
not be able to pay its debt in the future.
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I
Debt Ratio Exhibi

2.18

_ Total Liabilities
Total Assets

Debt Ratio =

$ millions

Total liabilities. . .. ........... $ 672 $ 541 $ 429 $ 41 $ 389
TORM BSOS . icuvsssnsessons $2,047 $1,675 $1,409 $1,340 $1,282
Debtratio.................. 0.33 0.32 0.30 0.31 0.30
Industry debtratio ........... 0.49 0.49 0.47 0.46 0.47
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End of Chapter 2



