CHAPTER 3

Adjusting the Accounts

ASSIGNMENT CLASSIFICATION TABLE

Brief A B
Learning Objectives Questions Exercises Do lt! Exercises Problems Problems
1. Explain the time period 1 1 1
assumption.
2. Explain the accrual basis 2, 3,4,5 1 2,3,10,16
of accounting.
3. Explain the reasons for 6,7 1
adjusting entries.
4. Identify the major types 8,18 2,8 4,6, 11
of adjusting entries.
5. Prepare adjusting 8,9,10,11, 2,3,4,5,6 2 56,7,8,9, 1A, 2A, 3A, 1B, 2B, 3B,
entries for deferrals. 12,13, 18, 10,11,12, 4A,5A,6A 4B, 5B
19, 20 13,15
6. Prepare adjusting 8, 14, 15, 7 3 5,6,7,8, 1A, 2A, 3A, 1B, 2B, 3B,
entries for accruals. 16, 17, 18, 9,10, 11, 4A, 5A, 6A 4B, 5B
19, 20 12,13, 15
7. Describe the nature and 21 9,10 4 10, 11,12, 1A, 2A,3A, 1B, 2B, 3B,
purpose of an adjusted 13, 14 5A, 6A 5B
trial balance.
*8. Prepare adjusting 22 11 17,18 6A
entries for the alternative
treatment of deferrals.
*9. Discuss financial 23, 24, 25, 12,13 19, 20, 21,
reporting concepts. 26, 27, 28 14,15 22,23

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

Problem Difficulty Time
Number Description Level Allotted (min.)
1A Prepare adjusting entries, post to ledger accounts, Simple 40-50

and prepare an adjusted trial balance.

2A Prepare adjusting entries, post, and prepare adjusted Simple 50-60
trial balance and financial statements.

3A Prepare adjusting entries and financial statements. Moderate 40-50

4A Prepare adjusting entries. Moderate 3040

5A Journalize transactions and follow through accounting Moderate 60-70

cycle to preparation of financial statements.

*6A Prepare adjusting entries, adjusted trial balance, Moderate 40-50
and financial statements using appendix.

1B Prepare adjusting entries, post to ledger accounts, Simple 40-50
and prepare an adjusted trial balance.

2B Prepare adjusting entries, post, and prepare adjusted Simple 50-60
trial balance and financial statements.

3B Prepare adjusting entries and financial statements. Moderate 40-50

4B Prepare adjusting entries. Moderate 30-40

5B Journalize transactions and follow through accounting Moderate 60-70

cycle to preparation of financial statements.
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WEYGANDT FINANCIAL ACCOUNTING, IFRS EDITION, 2e
CHAPTER 3
ADJUSTING THE ACCOUNTS

Number LO BT Difficulty Time (min.)
BE1 3 C Simple 4-6
BE2 4 AN Moderate 6-8
BE3 5 AN Simple 3-5
BE4 5 AN Simple 3-5
BE5S 5 AN Simple 2-4
BE6 5 AN Simple 2-4
BE7 6 AN Simple 4-6
BES8 4 AN Simple 5-7
BE9 7 AP Simple 4-6
BE10 7 AP Simple 2-4
BE11* 8 AN Moderate 3-5
BE12* 9 K Simple 3-5
BE13* 9 K Simple 2-4
BE14* 9 K Simple 2-4
BE15* 9 K Simple 1-2
DI1 1,2 K Simple 2-4
DiI2 5 AN Simple 6-8
DI3 6 AN Simple 4-6
Dl4 7 AN Moderate 20-30
EX1 1 C Simple 3-5
EX2 2 E Moderate 10-15
EX3 2 AP Simple 6-8
EX4 4 AN Simple 5-6
EX5 5,6 AN Moderate 10-15
EX6 4-6 AN Moderate 10-12
EX7 5,6 AN Moderate 8-10
EX8 5,6 AN Moderate 8-10
EX9 5,6 AN Simple 8-10
EX10 2,5-7 AN Moderate 8-10
EX11 4-7 AN Moderate 12-15
EX12 5-7 AN Moderate 8-10
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ADJUSTING THE ACCOUNTS (Continued)

Number LO BT Difficulty Time (min.)
EX13 5-7 AN Simple 8-10
EX14 7 AP Simple 12-15
EX15 5,6 AN, S Moderate 8-10
EX16 5,6 AN Moderate 8-10
EX17* 8 AN Moderate 6-8
EX18* 8 AN Moderate 10-12
EX19* 9 K Simple 3-5
EX20* 9 C Simple 3-5
EX21* 9 K Simple 6-8
EX22* 9 E Simple 10-20
EX23* 9 E Simple 10-20
P1A 5-7 AN Simple 40-50
P2A 5-7 AN Simple 50-60
P3A 5-7 AN Moderate 40-50
P4A 5,6 AN Moderate 30-40
P5A 5-7 AN Moderate 60-70
P6A 5-8 AN Moderate 40-50
P1B 5-7 AN Simple 40-50
P2B 5-7 AN Simple 50-60
P3B 5-7 AN Moderate 40-50
P4B 5,6 AN Moderate 30-40
P5B 5-7 AN Moderate 60-70
BYP1 5,6 AN Simple 10-15
BYP2 — AN Simple 10-15
BYP3 — AN Simple 10-15
BYP4 2-7 S Moderate 15-20
BYP5 3-6 C Simple 10-15
BYP6 3-6 E Moderate 10-15
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10.

11.

12.

ANSWERS TO QUESTIONS

(a) Under the time period assumption, an accountant is required to determine the relevance of
each business transaction to specific accounting periods.

(b) An accounting time period of one year in length is referred to as a fiscal year. A fiscal year
that extends from January 1 to December 31 is referred to as a calendar year. Accounting
periods of less than one year are called interim periods.

The two principles that relate to adjusting the accounts are:

The revenue recognition principle, which states that revenue should be recognized in the accounting
period in which the performance obligation is satisfied.

The expense recognition principle, which states that efforts (expenses) should be matched with
accomplishments (revenues).

The law firm should recognize the revenue in April. When a company agrees to perform a service
for a customer it has a performance obligation. The revenue recognition principle states that
revenue should be recognized in the accounting period in which the performance obligation is
satisfied which is April in this case.

Information presented on an accrual basis is more useful than on a cash basis because it reveals
relationships that are likely to be important in predicting future results. To illustrate, under accrual
accounting, revenues are recognized when earned so they can be related to the economic
environment in which they occur. Trends in revenues are thus more meaningful.

Expenses of $4,700 should be deducted from the revenues in April. Under the expense
recognition principle efforts (expenses) should be matched with accomplishments (revenues).

No, adjusting entries are required by the revenue recognition and expense recognition principles.

A trial balance may not contain up-to-date information for financial statements because:

(1) Some events are not journalized daily because it is not efficient to do so.

(2) The expiration of some costs occurs with the passage of time rather than as a result of daily
transactions.

(3) Some items may be unrecorded because the transaction data are not yet known.

The two categories of adjusting entries are deferrals and accruals. Deferrals consist of prepaid
expenses and unearned revenues. Accruals consist of accrued revenues and accrued expenses.

In the adjusting entry for a prepaid expense, an expense is debited and an asset is credited.

No. Depreciation is the process of allocating the cost of an asset to expense over its useful life in
a rational and systematic manner. Depreciation results in the presentation of the book value of
the asset, not its fair value.

Depreciation expense is an expense account whose normal balance is a debit. This account
shows the cost that has expired during the current accounting period. Accumulated depreciation
is a contra asset account whose normal balance is a credit. The balance in this account is the
depreciation that has been recognized from the date of acquisition to the balance sheet date.

EQUIPMENT ... Rs 18,000,000
Less: Accumulated Depreciation—Equipment ..o, 7,000,000 Rs 11,000,000
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Questions Chapter 3 (Continued)

13.

14.

15.

16.

17.

18.

19.

20.

21.

*22.

*23.

*24.

In the adjusting entry for an unearned revenue, a liability is debited and a revenue is credited.
Asset and revenue. An asset would be debited and a revenue would be credited.
An expense is debited and a liability is credited in the adjusting entry.

Net income was understated $200 because prior to adjustment, revenues are understated by
$900 and expenses are understated by $700. The difference in this case is $200 ($900 — $700).

The entry is:
Jan. 9  Salaries and Wages Payable ...................... 2,000

Salaries and Wages Expense ...........cccc 4,000

AN e 6,000

(a) Accrued revenues. (d) Accrued expenses or prepaid expenses.
(b) Unearned revenues. (e) Prepaid expenses.
(c) Accrued expenses. (f) Accrued revenues or unearned revenues.
(a) Salaries and Wages Payable. (d) Supplies Expense.
(b) Accumulated Depreciation. (e) Service Revenue.
(c) Interest Expense. (f) Service Revenue.

Disagree. An adjusting entry affects only one statement of financial position account and one
income statement account.

Financial statements can be prepared from an adjusted trial balance because the balances of
all accounts have been adjusted to show the effects of all financial events that have occurred
during the accounting period.

For Supplies Expense (prepaid expense): expenses are overstated and assets are understated.
The adjusting entry is:
ASSELS (SUPPLIES) ..o, XX
Expenses (Supplies EXPENSE)......ccooevvieiiiiiiiieieeeeeee e XX

For Rent Revenue (unearned revenues): revenues are overstated and liabilities are understated.
The adjusting entry is:
Revenues (Rent Revenue) ..........ccccccevvviiiiii XX
Liabilities (Unearned Rent Revenue)..............ccccccciiiiiiiiiiiiieiiieeieeee, XX

(a) The primary objective of financial reporting is to provide financial information that is useful to
investors and creditors for making decisions about providing capital.

(b) The fundamental qualitative characteristics are relevance and faithful representation. The
enhancing qualities are comparability, consistency, verifiability, timeliness, and
understandability.

Gross is correct. Consistency means using the same accounting principles and accounting
methods from period to period within a company. Without consistency in the application of
accounting principles, it is difficult to determine whether a company is better off, worse off, or the
same from period to period.
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Questions Chapter 3 (Continued)

*25. Comparability results when different companies use the same accounting principles.
Consistency means using the same accounting principles and methods from year to year within
the same company.

*26. The constraint is the cost constraint. The cost constraint allows accounting standard setters to
weigh the cost that companies will incur to provide information against the benefit that financial
statement users will gain from having the information available.

*27. Accounting relies primarily on two measurement principles. Fair value is sometimes used when
market price information is readily available. However, in many situations reliable market price
information is not available. In these instances, accounting relies on cost as its basis.

*28. The economic entity assumption states that every economic entity can be separately identified
and accounted for. This assumption requires that the activities of the entity be kept separate and
distinct from (1) the activities of its owners (the shareholders) and (2) all other economic entities.
A shareholder of a company charging personal living costs as expenses of the company is an
example of a violation of the economic entity assumption.
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SOLUTIONS TO BRIEF EXERCISES

BRIEF EXERCISE 3-1
(a) Prepaid Insurance—to recognize insurance expired during the period.

(b) Depreciation Expense—to account for the depreciation that has occurred
on the asset during the period.

(c) Unearned Service Revenue—to record revenue earned for services
provided.

(d) Interest Payable—to recognize interest accrued but unpaid on notes
payable.
BRIEF EXERCISE 3-2
(a) (b)

Item Type of Adjustment Account Balances before Adjustment

1. Prepaid Expenses Assets Overstated
Expenses Understated

2. Accrued Revenues Assets Understated
Revenues Understated

3. Accrued Expenses Expenses Understated
Liabilities Understated

4. Unearned Revenues Liabilities Overstated
Revenues Understated

BRIEF EXERCISE 3-3

Dec. 31 Supplies EXpense........cccccccceiiimieeecissnsecensceseneeenns 4,800
Supplies (£6,700 — £1,900).......ccceeiirrrrennnnnnn. 4,800
Supplies Supplies Expense
6,700 | 12/31 4,800 12/31 4,800 |

12/31 Bal. 1,900
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BRIEF EXERCISE 3-4

Dec. 31 Depreciation Expense.........cccoieeiiiciiieciieencecnnnns 6,000
Accumulated Depreciation—
Equipment.......ooiii e 6,000
Depreciation Expense Accum. Depreciation—Equipment
12/31 6,000 | [12/31 6,000
Statement of Financial Position:
Equipment........... s $32,000
Less: Accumulated Depreciation—
Equipment.........cooovviiieiieiveeeeeeeeeeeeeeeeeee e 6,000 $26,000

BRIEF EXERCISE 3-5

July 1 PrepaidInsurance.......c.ccocceeiiirciiiicecnseeeeeneens 13,200
Cash... 13,200
Dec. 31 Insurance Expense [($13,200 + 3) X 1/2] ........ 2,200
Prepaid Insurance. ........cccooeeeirenciieeciiennnnees 2,200
Prepaid Insurance Insurance Expense
7 13,200 | 12/31 2,200 12/31 2,200 |

12/31 Bal.11,000

BRIEF EXERCISE 3-6

July 1 Cash .. 13,200
Unearned Service Revenue.........ccccceeenene 13,200
Dec. 31 Unearned Service Revenue.........ccccereevireennnnee. 2,200
Service Revenue.........ccccevieiieiieinnnnrnnnnes 2,200
Unearned Service Revenue Service Revenue
12/31 2,200(7/1 13,200 | 12/31 2,200

12/31 Bal.11,000
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BRIEF EXERCISE 3-7

1. Dec. 31 Interest Expense ......cccooiimmciiiicciiinceccsnecnnns 360

Interest Payable..........ccoorveeciiiieciiiiens 360
2. 31 Accounts Receivable........cccccormiieiiicirniieiennnes 1,750

Service Revenue..........cccecvieeiieeiienniennnes 1,750
3. 31 Salaries and Wages Expense..........ccceeeeeeeee. 900

Salaries and Wages Payabile................ 900

BRIEF EXERCISE 3-8

(a) (b)

Account Type of Adjustment Related Account
Accounts Receivable Accrued Revenues Service Revenue
Prepaid Insurance Prepaid Expenses Insurance Expense
Accum. Depr.—Equipment Prepaid Expenses Depreciation Expense
Interest Payable Accrued Expenses Interest Expense
Unearned Service Revenue Unearned Revenues Service Revenue

BRIEF EXERCISE 3-9

KWUN COMPANY
Income Statement
For the Year Ended December 31, 2014
(in thousands)

Revenues
SerViCe reVENUE ........coeuireiieeiirerrnren e renren s senneens W38,400
Expenses
Salaries and wages expense..........ccccceeeiirinrennnnnnn W16,000
Rent expense ... 4,400
INSUrance exXpPense .......ccccceceeviimreesssnrrrrnsssss e nnnanes 2,000
Supplies eXPense .......ccccceiiimmrmeiiirirrn s 1,500
Depreciation expense........ccccoiiiecireecireecceeee e, 1,300
Total exXpenses.......cccccceceirirrrenssserressssssereneanes 25,200
Netincome...... e e W13,200
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BRIEF EXERCISE 3-10

KWUN COMPANY
Retained Earnings Statement
For the Year Ended December 31, 2014
(in thousands)

Retained earnings, January 1 ... s sssassnes W 7,240
Add: Netincome.......iiiiiiiccrr s 13,200

20,440
Less: Dividends .......ccccciiiimmmeiiiiiiriciniirrs s s 6,000
Retained earnings, December 31 ... W14.440

*BRIEF EXERCISE 3-11

(@) APpr.30 SUupplieS....ccccciiiimmeeciirirrr e 1,000
Supplies Expense ......ccccccciiiimieeciiiinnenns 1,000

(b) 30 Service Revenue........c.ccoovmmreeciiiinreencssenneennns 2,000
Unearned Service Revenue................... 2,000

BRIEF EXERCISE 3-12

(a) Predictive value.
(b) Confirmatory value.
(c) Materiality.

(d) Complete.

(e) Neutral.

(g) Comparability.

(g) Verifiability.

(h) Timeliness.

BRIEF EXERCISE 3-13
(a) Relevant.

(b) Faithful representation.
(c) Consistency.
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BRIEF EXERCISE 3-14

(@) 1. Predictive value.
(b) 2. Neutral.
(c) 3. \Verifiable.
(d) 4. Timely.
BRIEF EXERCISE 3-15
(c)
SOLUTIONS FOR DO IT! REVIEW EXERCISES
DO IT! 31

1. (d) 2. (e) 3. (h) 4. (c)

DO IT! 3-2
1. Insurance EXPense ... 300
Prepaid Insurance........c.ccoorieiiiiirccerccere e 300
(To record insurance expired)
2.  Supplies Expense (CHF2,500 — CHF1,400) ................. 1,100
ST 0 o o] [ 1,100
(To record supplies used)
3. Depreciation Expense.........coiiiii s, 200
Accumulated Depreciation—Equipment.............. 200
(To record monthly depreciation)
4. Unearned Service Revenue (CHF9,000 x 2/5)............. 3,600
Service ReVeNUE........ccoieciieiimiieireirssrsssssssssssnnnes 3,600
(To record revenue for services performed)
Copyright © 2013 John Wiley & Sons, Inc. Weygandt Financial, IFRS, 2/e, Solution’s Manual (For Instructor Use Only) 3-13



DO IT! 3-3

1.  Salaries and Wages Expense..........ccccccecevvimreenncisinnnnnns 1,300
Salaries and Wages Payable ...........cccccceeeiiiiinnnnnee 1,300
(To record accrued salaries)

2. Interest Expense ($20,000 x .09 x 1/12).....ccccccerrrrrrrrnn. 150
Interest Payable. ..........oomeiiiii, 150
(To record accrued interest)

3. Accounts Receivable..........ccoeiirmiiimiiriininrcrr e, 2,400

Service ReVeNUE......ccciciieiiieiiieiireirs s s s e snsens 2,400
(To record revenue for service performed)

DO IT! 3-4

(@) The net income is determined by adding revenues and subtracting
expenses. The net income is computed as follows:

Revenues
SEIVICE rEVENUE.....ceeeeeririiermnniirrresnsssasrresnnsssnns R$11,360
Rent revenue..........c e 900
Total revenues .......ccoveevveiremcrrcreecrecr e 12,260
Expenses
Salaries and wages expense........ccccccevrrnennnns R$7,400
Rent exXpense. .........ccoieeciiiimmreessnnsinrsess s 1,200
Depreciation expense .......cccoceiieiireierecenennnns 700
Utilities expense .......cccccccceiiimreecinninneessssenneeanes 380
Supplies eXpense ........cccovmmmenciiiiinresnnnrnas 160
Interest expense ... 40
Total expenses......cccccceeirrmreennisssrnnnnsssseennes 9,880
Netincome........ e e R$ 2,380
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DO IT! 3-4 (Continued)

(b) Total assets and liabilities are computed as follows:

Assets
Cash ... R$ 5,190
Accounts receivable............coooeeiiiriciiircee, 480
Prepaidrent...........ooirrrreree e 720
SUPPLIES ... s 920
Equipment...........cccceiviiirimmreeeeerrsre e e eeeeeenens R$12,000
Less: Accumulated depreciation—
equipment ... s 700 _ 11,300
Total assets.....ccccovveciiirmciiircr e R$18.610
Liabilities
Notes payable.........ccccceeiriiriiiiiiiieeee e, R$ 4,000
Accounts payable ..........ccccceiiiiiiirnc e, 790
Unearned rent revenue.........cccccovreeeceirecncereenn. 400
Salaries and wages payable.........ccccccuueennnn. 300
Interest payable........ccccoomviiiirciiirc e, 40
Total liabilities .......ccccovveeeiimeci e R$ 5,530
(c) Retained Earnings, April 1., R$ -0-
Add: Netincome........iricrrc e, 2,380
2,380
Less: Dividends ......c.ccovciiimmeciiimmesninsenssrnsss s 500
Retained Earnings, June 30.......cc.cccommmmmciiiiineennnnnn R$1,880
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SOLUTIONS TO EXERCISES

EXERCISE 3-1

1. True.

2. True.

3. False. Many business transactions affect more than one of these artificial

time periods. For example, the purchase of a building affects expenses
for many years.

4. True.

5. False. A time period that lasts less than one year, such as monthly or
quarterly periods, is called an interim period.

6. False. All calendar years are fiscal years, but not all fiscal years are
calendar years. An accounting time period that is one year in length is
referred to as a fiscal year. A fiscal year that starts on January 1 and
ends on December 31 is a calendar year.

EXERCISE 3-2

(a)

(b)

Accrual-basis accounting records the transactions that change a
company’s financial statements in the periods in which the events
occur rather than in the periods in which the company receives or pays
cash. Information presented on an accrual basis is useful because it
reveals relationships that are likely to be important in predicting future
results. Conversely, under cash-basis accounting, revenue is recorded
only when cash is received, and an expense is recognized only when
cash is paid. As a result, the cash basis of accounting often leads to
misleading financial statements.

Politicians might desire a cash-basis accounting system over an accrual-
basis system because if an accrual-accounting system is used, it could
mean that billions in government liabilities presently unrecorded would
have to be reported in the national budget immediately. The
recognition of these additional liabilities would make the deficit even
worse. This is not what politicians would like to see and be held
responsible for.

3-16
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EXERCISE 3-2 (Continued)

(c)

Dear Official,

It is my understanding, after having taken a beginning course in account-
ing principles, that the government uses a cash-basis system rather
than an accrual-basis accounting system.

| am shocked at such a practice! There must be billions of dollars of
liabilities hidden in many contracts that have not been recorded yet for
the mere reason that they haven’t been paid yet. | realize that the
deficit would dramatically increase if we were to implement an accrual
system, but in all fairness, we citizens should be given a more accurate
picture of what our government is up to.

Sincerely,
CONCERNED STUDENT
EXERCISE 3-3
(@) Cash received from revenue..........ccccccceiiirieecceeceecennnnn. $105,000
Cash paid for expenses.........cccceevrremciiireecir e e e (72,000)
Cash-basis netincome........ccccoorreeiirreciireecceceeeee, $ 33,000
(b) Revenues [($105,000 — $28,000) + $44,000] ................... $121,000
Expenses [($72,000 — $30,000) + $37,000]...................... (79,000)
Accrual-basis net income .........cccoorveciiiiciiinenceens $ 42,000
EXERCISE 3-4
1. Unearned revenue.
2. Accrued expense.
3. Accrued expense.
4. Accrued revenue.
5. Prepaid expense.
6. Unearned revenue.
7. Accrued revenue.
8. Prepaid expense.
9. Prepaid expense.
10. Prepaid expense.
11. Accrued expense.
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EXERCISE 3-5

1. Interest Expense........ e, 200
Interest Payable
($8,000 X 10% X 3/12) ..eceriiircrrrrerrerereeereeeaas 200

2.  Supplies EXpPense.....cc.cccccmreeiiiimmresnssnninssesssnennnnnns 1,670
Supplies ($2,450 — $780) ......cceevreviccccicnnnereeenn. 1,670

3. Depreciation EXpense. ......ccccccovimmmmeciiiinneencnsennnennns 1,000
Accumulated Depreciation—Equipment ....... 1,000

4. Insurance EXpense........ccocciiiimreeciniinneenssennnenns 1,225
Prepaid Insurance
(92,100 X 7/12).ceeeieiecceereereeccnneee s e s snneeeeenenas 1,225

5. Unearned Service Revenue ......cccccovevievievrennnnnnes 7,500
Service Revenue
($30,000 X 1/4).....meererreerrerreecccrsnnnneeeeeeeeeeeas 7,500

6. Accounts Receivable........c.ccoeeeiriiiiiicinccec e, 3,900
Service Revenue.......cccovveiiveiireiireinsseessnseennn. 3,900

7. Salaries and Wages Expense......cc..ccccveeueciiirnncnnn. 5,400
Salaries and Wages Payable
($9,000 X 3/5).....cccemmmrrrrrrrrerrssescssnnnnneee e e 5,400
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EXERCISE 3-6

(a) (b)
Item Type of Adjustment Accounts before Adjustment
1. Accrued Revenues Assets Understated
Revenues Understated
2. Prepaid Expenses Assets Overstated
Expenses Understated
3. Accrued Expenses Expenses Understated
Liabilities Understated
4. Unearned Revenues Liabilities Overstated
Revenues Understated
5. Accrued Expenses Expenses Understated
Liabilities Understated
6. Prepaid Expenses Assets Overstated
Expenses Understated
EXERCISE 3-7
1. Mar. 31 Depreciation Expense ($300 X 3)................. 900
Accumulated Depreciation—
Equipment.........cooris 900
2. 31 Unearned Rent Revenue.......cccoeveiimiimiennennes 3,300
Rent Revenue ($9,900 X 1/3)....ccccceeeen. 3,300
3. 31 Interest Expense......ccciiiiciiiecireeeceeneecnnees 500
Interest Payable.........ccccooveeiiiienciiinenns 500
4. 31 Supplies EXpense.......cccccceeerrrenirreecnnrensnneeens 2,150
Supplies ($2,800 — $650) ............ccceerneee 2,150
5. 31 Insurance Expense ($200 X 3).....ccccceeereennnne 600
Prepaid Insurance ..........ccccoeieniiieniincnnnns 600
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EXERCISE 3-8

1. Jan. 31 Accounts Receivable..........ccccceiirreiiirreniiineen. 875
Service Revenue .........ccccoviieciiieeciieennen, 875
2. 31 Utilities Expense.......cccooiimiiiecireeccreecereee e, 520
Accounts Payable...........c.oiiiiiiiennnnn. 520
3. 31 Depreciation Expense .....c.ccccceveeiireciiecnneeen. 400
Accumulated Depreciation—
Equipment.........coimciirreeeee, 400
31 Interest EXpense......cccccoiiimmmeciiiinneennsnnnnnnennns 500
Interest Payable...........oemeeiiiiiiiiinnnes 500
4. 31 Insurance Expense (18,000 + 6).................. 3,000
Prepaid Insurance.........ccccccovrrenciireennnnnes 3,000
5. 31 Supplies Expense (1,600 — £700) ............... 900
SUupplies ... s 900
EXERCISE 3-9
1. Oct. 31 Supplies EXpense.....cc.cccccmremniiiimmeensssenneeanes 1,700
Supplies (£2,500 — £800)..........cccccernn..e 1,700
2. 31 Insurance Expense.........ccoecciiiimreenssnsinnnennes 100
Prepaid Insurance........ccccccceeiimrienniiinnnes 100
3. 31 Depreciation Expense.......ccccccceiiimmreencinirnnennns 50
Accumulated Depreciation—
Equipment...........oo e, 50
4. 31 Unearned Service Revenue ...........cc.ccceeueeee. 600
Service Revenue .......ccccccceiiimieennciiieneeenn, 600
5. 31 Accounts Receivable.........cccorrreniiienireee. 300
Service Revenue .......cccccceeiiiiveenccininneennn. 300
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EXERCISE 3-9 (Continued)

6. Oct. 31 Interest Expense.....ccccveecirrrecirreencnrnennen. 70

Interest Payable..........cccooveeeiiinennnnnns 70
7. 31 Salaries and Wages Expense................. 1,200

Salaries and Wages Payable .......... 1,200

EXERCISE 3-10

MIDLAND CO.
Income Statement
For the Month Ended July 31, 2014

Revenues
Service revenue ($5,500 + $920).........cccccccrrrrrerrnnn. $6,420
Expenses
Salaries and wages expense ($2,300 + $280)......... $2,580
Supplies expense ($1,200 — $300)........cccccceerreerennn. 900
Utilities exXpense ......cccoociiiiciirsecc e 500
INSUranNce eXPeNnSe ......ccccerveirrcireeirres e e e eenas 400
Depreciation eXpense......ccccccovimmmmmriiiirrneassniensenssenns 150
Total expenses ... e, 4,530
Net inCome ... e 1,890

EXERCISE 3-11

Answer Computation
(a) Supplies balance = £1,130 Supplies expense £ 950
Add: Supplies (1/31) 850
Less: Supplies purchased (670)
Supplies (1/1) £1.,130
(b) Total premium = £4,800 Total premium = Monthly premium X 12;

£400 X 12 = £4,800

Purchase date = Aug. 1, 2013 Purchase date: On Jan. 31, there are
6 months’ coverage remaining (£400 X 6).
Thus, the purchase date was 6 months
earlier on Aug. 1, 2013.
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EXERCISE 3-11 (Continued)

(c) Salaries and wages

payable = £1,600 Cash paid £3,300
Salaries and wages
payable (1/31/14) 800
4,100
Less: Salaries and wages
expense 2,500
Salaries and wages
payable (12/31/13) £1,600
EXERCISE 3-12
(@) July 10  Supplies.....ccommemmiiiiiiiiiiiiinrr s 200
Cash .. 200
14 Cash.... e 2,000
Service Revenue ......ccccoeveevrevrenrennennnes 2,000
15 Salaries and Wages Expense..............ccceeueeee 1,200
Cash ... 1,200
20 Cash. s 750
Unearned Service Revenue................... 750
(b) July 31 Supplies Expense.........cccommmemmmniiiiininiinnnnnenes 800
Supplies ... 800
31 Accounts Receivable.........ccccorreeeiireniirnenn. 620
Service Revenue .........cccoirieciireecnceennnn. 620
31 Salaries and Wages Expense .........ccceeeueeeeee 1,200
Salaries and Wages Payabile................. 1,200
31 Unearned Service Revenue ...........ccccuuuunee..e. 900
Service Revenue ........cccoirieeciiiecceeeeenn, 900
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EXERCISE 3-13

Aug. 31 Accounts Receivable ........ccccorvreiiiienciiinennnnns 1,200
Service Revenue.........ccoeeieeiieniienienneenn 1,200
31 Supplies Expense.........ccccceiiirreencieeseennnnnnn 1,600
ST 0] o o] [ =3RRI 1,600
31 Insurance EXpense........cccooriiiiciieeiieeieecnnnns 1,500
Prepaid Insurance.......cccccooeiiimiieciieennnns 1,500
31 Depreciation Expense........cccooeveiiieiiienienennnns 1,300
Accumulated Depreciation—
Equipment ... 1,300
31 Salaries and Wages Expense......c...cccceeeuneenn. 1,100
Salaries and Wages Payable ................. 1,100
31 Unearned Rent Revenue..........ccccecivmveniinennnn. 700
Rent Revenue..........ccorieciiiiceereeeee, 700
EXERCISE 3-14
MATUSIAK COMPANY

Income Statement
For the Year Ended August 31, 2014

Revenues
ServiCe reVENUE ........cceeiieiiiiier e en e €35,200
Rent revenue......... e 11,700
Total revenUES.......c.ccvieiiiririrr s s raeans 46,900
Expenses
Salaries and wages exXpense .........ccccceeeirrirremnniininns €18,100
Rent eXpense ... 15,000
Supplies eXPeNSe ........cceceiiirmrmeiiiirrrn e 1,600
INSurance exXpense .......cccccceiiimmmmsnn e 1,500
Depreciation expense.........cccoiiiiiieiireceseecn e s 1,300
Total eXpenses.......cccccceeiirimreeninnirrresssss e 37,500
Netincome....... e e e e € 9.400
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EXERCISE 3-14 (Continued)

MATUSIAK COMPANY
Retained Earnings Statement
For the Year Ended August 31, 2014

Retained earnings, September 1, 2013 ..., € 3,600

Add: NetinCoOmMe ... e e e e e e s s e ees 9.400

Retained earnings, August 31, 2014 ... €13.,000
MATUSIAK COMPANY

Statement of Financial Position
August 31, 2014

Assets

Equipment ... €14,000
Less: Accum. depreciation—equipment ...................... 4900 € 9,100
Prepaid iNSUrance.......c..ccovmreeciiiimmeeccssinssesssssssssssssssennes 2,500
SUPPLIES ... 700
Accounts receivable......cccccoiciiiiiiiiiic 10,000
Cash ... e 10,400

Total assets......cccccoirimciiiicr e €32,700

Equity and Liabilities

Equity

Share capital—ordinary.....ccc.ccooimirmciiiiiiieccciiereeea, €12,000

Retained earnings ... 13,000 €25,000
Liabilities

Accounts payable .........cccooiieiiimini s 5,800

Salaries and wages payable...............ciiiiiriennnnne. 1,100

Unearned rent revenues.........cccccovimmmmeciininneennnninns 800 7,700
Total equity and liabilities ........cccccoomveiiiiicciiiiccrcs €32,700
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EXERCISE 3-15

(@) 1. CasSh...cccrr s 9,000
Accounts Receivable........c..corivieiieirninnnen. 9,000

2. Unearned Service Revenue..........ccceereeviremenenne. 20,000
Service Revenue .........cocceveeiieeiieeiienniennennn 20,000

3. (@) Cash . 35,000
Unearned Service Revenue................ 35,000

(b) Unearned Service Revenue
($35,000 — $17,000).........ccceemmrreccmerernnnns 18,000
Service Revenue.........ccccereeimieieninnns 18,000

4. Accounts Receivable.........cocirieiieirirnerennnnnn, 115,000
Service Revenue
($153,000 — $20,000 — $18,000).............. 115,000

5. CaSh . 103,000

Accounts Receivable
($115,000 — $12,000)........ccererrerrrrrricrrnnnns 103,000

(b) Cash received by the club = $9,000 + $103,000 + $35,000

= $147,000

EXERCISE 3-16

(a) Cash received from services provided................... Rs25,200
Cash paid for expenses ...........cccmmmmeeenniiiiinniinnnnnnes (12,000)
Cash paid for prepaid insurance.............cccceeuvcininns (2,600)
Cash flow from operations ........ccccoerveiiiiiciireenennes Rs10,600

(b) Service revenue..........cocciiiimrmesinnrr e Rs30,000
Operating eXpenses ......c..ccoovvveeeeiiirrecencssereeenssseens 17,000
Net INCOmMe ... Rs13,000

(c) Under the accrual basis, companies record transactions that change a
company and financial statements in the period in which the events
occur. Cash basis accounting fails to record revenue that a company
has earned but has not collected the cash. Also it does not match
expenses with earned revenue.
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*EXERCISE 3-17

1. Prepaid Insurance........ccccccceiiimmmmeciniinneessnsenseesssnns 720
Insurance Expense
(92,880 X 3/12) ....cuuueneerrrrrerrrssessnneee e e e ee e 720
2. Service Revenue .......ccccoovvvieiiminimcnsmcnsersereseenaeens 30,000
Unearned Service Revenue
($40,000 X 3/4) ......coeimmrrrrrerrrrseennnnee e 30,000
3. SUPPHIES et 420
Supplies EXpense........ccocccceeiiimmreninsinnnsssnnennns 420
*EXERCISE 3-18
(@) Jan. 2 Insurance Expense.......ccccccoiiiimmmeciniinnnnnnnnn. 2,640
CaSh e 2,640
10 Supplies Expense......ccccoorreviirrecirrecnceereennn. 1,700
CasSh i 1,700
15 Cash. 6,400
Service Revenue. .........ccccceeeirmiimiiencnnnnes 6,400
Cash Service Revenue
115 6,400(1/2 2,640 115 6,400
110 1,700
Insurance Expense Supplies Expense
1/2 2,640 | 1,700 |
(b) Jan. 31 Prepaid Insurance (€220 X 11 months)...... 2,420
Insurance Expense .......ccccccoiiimieencininnns 2,420
31 SUPPlieS. ... s 650
Supplies Expense ......ccccovveeiirvcnirnenne. 650
31 Service Revenue......ccccceieeiireiieminemneenensnenes 3,900
Unearned Service Revenue................. 3,900
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Unearned Service

Prepaid Insurance Supplies Revenue
1/31 2,420 | 1/31  650| [1/31 3,900
Insurance Expense Supplies Expense Service Revenue
12 2,640 |1/31 2,420 1/10 1,700{1/31 650 1/31 3,900|1/15 6,400
Bal. 220 Bal. 1,050 Bal. 2,500
(c) Prepaid INSUrancCe........cccccccciiimmreencissirrs s s s e s €2,420
8T U o o1 1= 650
Unearned ServiCe reVENUE .......ccvveiimrimirerrerrnrrnsrenssenssenssenseens 3,900
SeIVICE FEVENUE ......ccevieeireiieeirerre i renrsnsrsn s snsrrn s en s snsren s snssensssnns 2,500
INSUranNCe eXPENSE .......cceeeeciiiimrmensiirirrrnss s s rnnmnssans 220
Supplies eXPENSE ......cceeeeciiiiirieirr s 1,050

*EXERCISE 3-19

(a)
(b)
(c)
(d)
(e)
(f)

Going concern assumption
Economic entity assumption
Monetary unit assumption
Time period assumption
Historical cost principle

Full disclosure principle

*EXERCISE 3-20

(a)

(b)

(c)

This is a violation of the historical cost principle. The inventory was
written up to its fair value when it should have remained at cost.

This is a violation of the economic entity assumption. The treatment of
the transaction treats Jay Rosman and Rosman Co. as one entity when
they are two separate entities. Salaries and Wages Expense should
have been debited for the purchase of the truck.

This is a violation of the time period assumption. This assumption
states that the economic life of a business can be divided into artificial
time periods (months, quarters, or a year). By adding two more weeks
to the year, Rosman Co. would be misleading financial statement
readers. In addition, 2014 results would not be comparable to previous
years’ results. The company should use a 52 week year.
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*EXERCISE 3-21

CoNoaRwWN =

Comparability

Going concern assumption
Materiality

Full disclosure principle
Time period assumption
Relevance

Historical cost principle
Consistency

Economic entity assumption
Faithful representation

. Monetary unit assumption
. Expense recognition principle

*EXERCISE 3-22

(a)

(b)

(c)

The primary objective of financial reporting is to provide financial
information that is useful to investors and creditors for making
decisions about providing capital. Since Net Nanny’s shares appear to
be actively traded, investors must be capable of using the information
made available by Net Nanny to make decisions about the company.

The investors must feel as if the company will show earnings In the
future. They must recognize that information relevant to their
investment choice is indicated by more than Net Nanny’s net income.

The change from Canadian dollars to U.S. dollars for reporting purposes
should make Net Nanny more comparable with companies traded on
U.S. stock exchanges.

*EXERCISE 3-23

(a)

Accounting information is the compilation and presentation of
financial information for a company. It provides information in the form
of financial statements and additional disclosures that is useful for
decision making.
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EXERCISE 3-23 (Continued)

The accounting rules and practices that have substantial authoritative
support and are recognized as a general guide for financial reporting
purposes are referred to as international financial reporting standards
(IFRS). The biotechnology company that employs Ana will follow IFRS
to report its assets, liabilities, equity, revenues, and expenses as it
prepares financial statements.

(b) Ana is correct in her understanding that the low success rate for new
biotech products will be a cause of concern for investors. Her
suggestion that detailed scientific findings be reported to prospective
investors might offset some of their concerns but it probably won’t
conform to the qualitative characteristics of accounting information.

These characteristics consist of relevance, faithful representation,
comparability, and consistency, verifiability, timeliness, and understandability.
They apply to accounting information rather than the scientific
findings that Ana wants to include.
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SOLUTIONS TO PROBLEMS

PROBLEM 3-1A

(a)
J3
Date Account Titles and Explanation Ref. Debit Credit
2014
June 30 Supplies Expense.....ccccccoeemmeenniininnes 631 900
Supplies
($2,000 - $1,100).................. 126 900
30 Utilities Expense. .......ccccceeivrencireennen. 732 150
Accounts Payable.................... 201 150
30 Insurance Expense.......ccccorrmuirennnnee. 722 250
Prepaid Insurance
($3,000 + 12 months)........... 130 250
30 Unearned Service Revenue............. 209 2,500
Service Revenue.........cccoeuveeeee 400 2,500
30 Salaries and Wages Expense ......... 726 1,600
Salaries and Wages
Payable ..o, 212 1,600
30 Depreciation Expense .............ceuee... 711 300
Accumulated Depreciation—
Equipment ........cc.coceeeeee. 158 300
30 Accounts Receivable...........cccuuuu..e. 112 2,100
Service Revenue............ccceeuee. 400 2,100
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PROBLEM 3-1A (Continued)

(b)

Cash No. 101
Date Explanation Ref. Debit Credit Balance
2014
June 30 Balance v 6,200
Accounts Receivable No. 112
Date Explanation Ref. Debit Credit Balance
2014
June 30 Balance v 6,000
30 Adjusting J3 2,100 8,100
Supplies No. 126
Date Explanation Ref. Debit Credit Balance
2014
June 30 Balance v 2,000
30 Adjusting J3 900 1,100
Prepaid Insurance No. 130
Date Explanation Ref. Debit Credit Balance
2014
June 30 Balance v 3,000
30 Adjusting J3 250 2,750
Equipment No. 157
Date Explanation Ref. Debit Credit Balance
2014
June 30 Balance v 14,400
Accumulated Depreciation—Equipment No. 158
Date Explanation Ref. Debit Credit Balance
2014
June 30 Adjusting J3 300 300
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PROBLEM 3-1A (Continued)

Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
2014
June 30 Balance v 4,700
30 Adjusting J3 150 4,850
Unearned Service Revenue No. 209
Date Explanation Ref. Debit Credit Balance
2014
June 30 Balance v 4,000
30 Adjusting J3 2,500 1,500
Salaries and Wages Payable No. 212
Date Explanation Ref. Debit Credit Balance
2014
June 30 Adjusting J3 1,600 1,600
Share Capital—Ordinary No. 311
Date Explanation Ref. Debit Credit Balance
2014
June 30 Balance v 20,000
Service Revenue No. 400
Date Explanation Ref. Debit Credit Balance
2014
June 30 Balance v 7,900
30 Adjusting J3 2,500 10,400
30 Adjusting J3 2,100 12,500
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PROBLEM 3-1A (Continued)

Supplies Expense No. 631
Date Explanation Ref. Debit Credit Balance
2014
June 30 Adjusting J3 900 900
Depreciation Expense No. 711
Date Explanation Ref. Debit Credit Balance
2014
June 30 Adjusting J3 300 300
Insurance Expense No. 722
Date Explanation Ref. Debit Credit Balance
2014
June 30 Adjusting J3 250 250
Salaries and Wages Expense No. 726
Date Explanation Ref. Debit Credit Balance
2014
June 30 Balance v 4,000
30 Adjusting J3 1,600 5,600
Rent Expense No. 729
Date Explanation Ref. Debit Credit Balance
2014
June 30 Balance v 1,000
Utilities Expense No. 732
Date Explanation Ref. Debit Credit Balance
2014
June 30 Adjusting J3 150 150
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PROBLEM 3-1A (Continued)

(c) CUONO COMPANY
Adjusted Trial Balance
June 30, 2014

Debit Credit
Cash ... ——— $ 6,200
Accounts Receivable...........ccoeveiieniiriieiiencien, 8,100
SUPPLIES ... 1,100
Prepaid Insurance.......ccccooeeiriiirecirecereece e s 2,750
Equipment ... 14,400
Accumulated Depreciation—

EqUIipment ........ccoooiiieeeeeeccrer e e $ 300
Accounts Payable.........cccommmmiiiiiiie 4,850
Unearned Service Revenue..........ccoeecieeirnirnninnns 1,500
Salaries and Wages Payable..............ccccevvrrrrnnnns 1,600
Share Capital—Ordinary ..........ccccceeeiiiirreeniniinnes 20,000
Service Revenue ........ccoveiievieiimniecnren s sennnanes 12,500
Supplies EXpense. .........ccceeeciiirrecncsnerseennnnseeenes 900
Depreciation Expense ..........coceciiiimmreencnnennnenns 300
Insurance EXpense.........coiiiiiimnnescnnnnnncennns 250
Salaries and Wages Expense ..........cccccovvrrrrrnnes 5,600
Rent EXpense........cccoiimieeciiiimnseecsnssrrsesssseennenns 1,000
Utilities Expense........ccceiiimmmmcnnninrseesseeeneenns 150

$40,750 $40,750
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PROBLEM 3-2A

(a)
J1
Date Account Titles and Explanation Ref. Debit Credit
Aug. 31 Insurance Expense (€400 X 3)........... 722 1,200
Prepaid Insurance...................... 130 1,200
31 Supplies Expense (€3,300 —€900) ...... 631 2,400
Supplies ....cccciiiiiirecirre, 126 2,400
31 Depreciation Expense
(€4,500 X 1/4) + (€2,400 X 1/4)........ 711 1,725
Accumulated Depreciation—
Buildings........ccccemeveeeeennnnnn, 144 1,125
Accumulated Depreciation—
Equipment..........cccorrnrennnne, 158 600
31 Unearned Rent Revenue.................... 208 4,100
Rent Revenue. .........cooevvuvveneennn, 429 4,100
31 Salaries and Wages Expense............ 726 400
Salaries and Wages Payable.... 212 400
31 Accounts Receivable........ccceevuvvnnrenn, 112 3,700
Rent Revenue. ..........cooeveuieeniennn, 429 3,700
31 Interest Expense ......cccccooommreenciiiinnenn, 718 600
Interest Payable
[(€80,000 X 9%) X 1/12].......... 230 600
(b)
Cash No. 101
Date Explanation Ref. Debit Credit Balance
Aug. 31 Balance v 19,600
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PROBLEM 3-2A (Continued)

Accounts Receivable No. 112
Date Explanation Ref. Debit Credit Balance
Aug. 31 Adjusting J1 3,700 3,700
Supplies No. 126
Date Explanation Ref. Debit Credit Balance
Aug. 31 Balance v 3,300

31 Adjusting J1 2,400 900
Prepaid Insurance No. 130
Date Explanation Ref. Debit Credit Balance
Aug. 31 Balance 4 6,000

31 Adjusting J1 1,200 4,800
Land No. 140
Date Explanation Ref. Debit Credit Balance
Aug. 31 Balance v 25,000
Buildings No. 143
Date Explanation Ref. Debit Credit Balance
Aug. 31 Balance v 125,000
Accumulated Depreciation—Buildings No. 144
Date Explanation Ref. Debit Credit Balance
Aug. 31 Adjusting J1 1,125 1,125
Equipment No. 157
Date Explanation Ref. Debit Credit Balance
Aug. 31 Balance v 26,000
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PROBLEM 3-2A (Continued)

Accumulated Depreciation—Equipment No. 158
Date Explanation Ref. Debit Credit Balance
Aug. 31 Adjusting J1 600 600
Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
Aug. 31 Balance v 6,500
Unearned Rent Revenue No. 208
Date Explanation Ref. Debit Credit Balance
Aug. 31 Balance v 7,400

31 Adjusting J1 4,100 3,300
Salaries and Wages Payable No. 212
Date Explanation Ref. Debit Credit Balance
Aug. 31 Adjusting J1 400 400
Interest Payable No. 230
Date Explanation Ref. Debit Credit Balance
Aug. 31 Adjusting J1 600 600
Mortgage Payable No. 275
Date Explanation Ref. Debit Credit Balance
Aug. 31 Balance v 80,000
Share Capital—Ordinary No. 311
Date Explanation Ref. Debit Credit Balance
Aug. 31 Balance v 100,000
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PROBLEM 3-2A (Continued)

Dividends No. 332
Date Explanation Ref. Debit Credit Balance
Aug. 31 Balance v 5,000
Rent Revenue No. 429
Date Explanation Ref. Debit Credit Balance
Aug. 31 Balance v 80,000

31 Adjusting J1 4,100 84,100

31 Adjusting J1 3,700 87,800
Maintenance and Repairs Expense No. 622
Date Explanation Ref. Debit Credit Balance
Aug. 31 Balance 4 3,600
Supplies Expense No. 631
Date Explanation Ref. Debit Credit Balance
Aug. 31 Adjusting J1 2,400 2,400
Depreciation Expense No. 711
Date Explanation Ref. Debit Credit Balance
Aug. 31 Adjusting J1 1,725 1,725
Interest Expense No. 718
Date Explanation Ref. Debit Credit Balance
Aug. 31 Adjusting J1 600 600
Insurance Expense No. 722
Date Explanation Ref. Debit Credit Balance
Aug. 31 Adjusting J1 1,200 1,200
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PROBLEM 3-2A (Continued)

Salaries and Wages Expense No. 726
Date Explanation Ref. Debit Credit Balance
Aug. 31 Balance v 51,000
31 Adjusting J1 400 51,400
Utilities Expense No. 732
Date Explanation Ref. Debit Credit Balance
Aug. 31 Balance 4 9,400
(c) LAZY RIVER RESORT, INC.
Adjusted Trial Balance
August 31, 2014
Debit Credit
Cash... e e € 19,600
Accounts Receivable .........cccoeeiriiiiiriiiiirceneann, 3,700
ST 0] o] o] [ SRR 900
Prepaid Insurance .........ccccccceiiimmeeecininnscesnssennnn, 4,800
Land........ e e 25,000
= UT] Lo [1 4 T -3 125,000
Accumulated Depreciation—Buildings ............. € 1,125
Equipment..........o e, 26,000
Accumulated Depreciation—Equipment........... 600
Accounts Payable ...........ccimi, 6,500
Unearned Rent Revenue........ccccooveirevieireniennnn, 3,300
Salaries and Wages Payable...........cccccccevrrrrennnn, 400
Interest Payable.........ccomiieeeciiii, 600
Mortgage Payable..........cconormreciicreeeen, 80,000
Share Capital—Ordinary.......ccccccoormmmmmciiirnnennnnnn, 100,000
Dividends ..., 5,000
Rent Revenue ... 87,800
Maintenance and Repairs Expense. ................... 3,600
Supplies EXpense......ccccccceiiimmmeniiiimnnessnnnnnneennens, 2,400
Depreciation Expense........cccorvmiriiiicircienennns, 1,725
Interest EXpense.........co e 600
Insurance EXpense.......ccccccceiiimmmeciniinneensnnennnna, 1,200
Salaries and Wages Expense........ccccceeeunncnnnnn, 51,400
Utilities Expense........ciciiicrcrrre e, 9,400
€280,325 €280,325
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PROBLEM 3-2A (Continued)

(d) LAZY RIVER RESORT, INC.
Income Statement
For the Three Months Ended August 31, 2014
Revenues
Rent revenue..........cccoieiimiieiieniec e s €87,800
Expenses

Salaries and wages expense.......ccc.ccceereeene. €51,400

Utilities expense........ccccceiiimmreecinnnnneesneennes 9,400

Maintenance and repairs expense............... 3,600

Supplies eXpense ......cccccveeeerreeceereeieereen. 2,400

Depreciation expense .........ccccceeeiiirmneenninnenns 1,725

Insurance eXpense ......cccceceeereecrrencerenerenenenns 1,200

Interest expense ..., 600
Total expenses......cccccceirimmmeniirinrnensinnnns 70,325
Net income...... e €17,475

LAZY RIVER RESORT, INC.
Retained Earnings Statement
For the Three Months Ended August 31, 2014
Retained Earnings, June 1 ... € 0
Add: Netincome........coiiiiciiiiicc 17,475
17,475
Less: Dividends.........cceoiiieciiiiccrirecr e e e 5,000
Retained Earnings, August 31 ..., €12,475
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PROBLEM 3-2A (Continued)

LAZY RIVER RESORT, INC.
Statement of Financial Position
August 31, 2014

Assets
Land ... s € 25,000
=T UT1 [ [T Vo L= SO €125,000
Less: Accum. depreciation—buildings.......... 1,125 123,875
Equipment ..., 26,000
Less: Accum. depreciation—equipment....... 600 25,400
Prepaid insurance.........cccccoomreeciiirceccvreencneeecannns 4,800
ST 0] o o] [ =3 900
Accounts receivable.........ccccoririiririreinnee, 3,700
Cash ... ——— 19,600
Total assets.........ccrrrreemmmciiininiiinnnnnes €203,275
Equity and Liabilities

Equity

Share capital—ordinary.............cceeeu... €100,000

Retained earnings..........cccccceeiiiimieennininnnes 12,475 €112,475
Liabilities

Accounts payable..............ccoimiiiiiiiiinnn. 6,500

Mortgage payable..........cccccceiiiiiieeciiiinnees 80,000

Unearned rent revenue........c.ccoeevvevennennnee 3,300

Interest payable...........cccmiiiieiiiiiiins 600

Salaries and wages payabile..................... 400 90,800
Total equity and liabilities........c..ccoeenciirrennnnee. €203,275
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PROBLEM 3-3A

(a) Dec.31 Accounts Receivable ........cccccuuuuuniinnnnn. 3,500
Service Revenue.........ccccoeeevenienrnnns 3,500

31 Unearned Service Revenue.................... 1,600
Service Revenue.........cccceeeeveeveninnns 1,600

31 Supplies Expense..........ccociiirimnnmnniinnnns 3,600
Supplies.....ccmcciiirirccrrr 3,600

31 Depreciation Expense.......ccccccovvrmremnnnnnn. 5,000
Accumulated Depreciation—
Equipment ... 5,000

31 Interest Expense.......cccoorimiiiciiiciieennnnee. 150
Interest Payable ...........ccceeeennee. 150

31 Insurance Expense.........ccocccccciiirnrennnnnnn 850
Prepaid Insurance........cccccccorrrrenenn. 850

31 Salaries and Wages Expense................ 1,300
Salaries and Wages Payabile.......... 1,300

(b) COSTELLO ADVERTISING AGENCY, INC.
Income Statement
For the Year Ended December 31, 2014

Revenues
SEIVICE rEVENUE .....ceeeevrirriermnsiisrreennssssrrennnsssnns $63,700
Expenses
Salaries and wages expense...........cceeeeereennnnns $11,300
Depreciation expense .......cccooceiieiiiiiireiencnnnns 5,000
Rent eXpense. ........cccivreeciiiimncesssnssnsessssssesnnnanes 4,000
Supplies eXpense .........ccccveeeccirirrrennnnnrrnes 3,600
Insurance eXpPense ......cccoveeirreirreereesremseeans 850
Interest expense........cccccceciiiimrreccnnrr e 500
Total expenses......cccccceeiiimmmmncininnnennssnenns 25,250
Net inCome......ccoiiici e $38.450
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PROBLEM 3-3A (Continued)

COSTELLO ADVERTISING AGENCY, INC.
Retained Earnings Statement
For the Year Ended December 31, 2014

Retained Earnings, January 1 ..........oooiiiimmicciniinnseecneenneenns $ 5,500
Add: NetinCome.......ccooiiieiiiiicir s s e 38,450
43,950
Less: Dividends ... e e e e 12,000
Retained Earnings, December 31.......c.ccvciiimeciimrecninsenninnens $31,950
COSTELLO ADVERTISING AGENCY, INC.
Statement of Financial Position
December 31, 2014
Assets
Equipment ... essee e es e e e e e en e eeees $60,000
Less: Accumulated depreciation—
equipment..........ccciireecccee s 33,000 $27,000
Prepaid insurance........ccccooviiiiiiciirceccreecere e 2,500
SUPPLIES ..t 5,000
Accounts receivable........ccccceeiiiiiicirn e, 23,500
Cash... e ———— 11,000
Total assets....cc.ccovveciirrcci i, $69,000
Equity and Liabilities
Equity
Share capital—ordinary........cccccccccuemnnnnnnnnnnes $20,000
Retained earnings.........ccccceimieeciiincecsinnennninnens 31,950 $51,950
Liabilities
Notes payable.........ceoiiriiir e, 5,000
Accounts payable ..........coeciiiiiiiiirc e 5,000
Unearned service revenue .......ccceeeereevveeeennes 5,600
Salaries and wages payabile...........ccceee........ 1,300
Interest payable........ccccoveiiiiriiiir e, 150 17,050
Total equity and liabilities.........cccccceeiiiriiennininnneee. $69.000
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PROBLEM 3-3A (Continued)

(c) (1) I=PXRXT
$150 = $5,000 X R X 1/2
$150 = $2,500R
R = $150
$2,500
R =6%

(2) Salaries and Wages Expense, $11,300 less Salaries and Wages
Payable 12/31/14, $1,300 = $10,000. Total payments, $14,500 —
$10,000 = $4,500 Salaries and Wages Payable 12/31/13.
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PROBLEM 3-4A

1. Dec.31 Salaries and Wages Expense.................. 2,200
Salaries and Wages Payable ........... 2,200
[5 X £800 X 2/5 =£1,600
3 X£500 X 2/5=__600
£2,200]

2. 31 Unearned Rent Revenue.........cccccevmveeeneee 74,000
Rent Revenue..........cocevvvieiieiieniennnen, 74,000
[5 X £4,000 X 2 =£40,000
4 X £8,500 X1=_34,000
£74.000]

3. 31 Advertising Expense...........ccoeeeciiiinnnenes 5,200
Prepaid Advertising.........cccccovvvennnnnes 5,200
[A650 — £500 per month
for 8 months = £4,000
B974 — £400 per month
for 3 months = _1,200

£5,200]
4, 31 Interest Expense........ccocccceiiiiimreenciininnennnns 5,250
Interest Payable
(£100,000 X 9% X 7/12) .....cccevereunee 5,250
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(a), (c) & (e)

PROBLEM 3-5A

Cash No. 101
Date Explanation Ref. Debit Credit Balance
Sept. 1 Balance v 4,880
8 J1 1,700 3,180

10 J1 1,200 4,380

12 J1 3,400 7,780

20 J1 4,500 3,280

22 J1 500 2,780

25 J1 1,050 1,730

29 J1 750 2,480
Accounts Receivable No. 112
Date Explanation Ref. Debit Credit Balance
Sept. 1 Balance v 3,520
10 J1 1,200 2,320

27 J1 1,600 3,920
Supplies No. 126
Date Explanation Ref. Debit Credit Balance
Sept. 1 Balance v 2,000
17 J1 1,200 3,200

30 Adjusting J1 1,500 1,700
Equipment No. 157
Date Explanation Ref. Debit Credit Balance
Sept. 1 Balance 4 18,000
15 J1 3,000 21,000
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PROBLEM 3-5A (Continued)

Accumulated Depreciation—Equipment No. 158
Date Explanation Ref. Debit Credit Balance
Sept. 1 Balance 4 2,100
30 Adjusting J1 140 2,240
Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
Sept. 1 Balance v 3,400
15 J1 3,000 6,400

17 J1 1,200 7,600

20 J1 4,500 3,100
Unearned Service Revenue No. 209
Date Explanation Ref. Debit Credit Balance
Sept. 1 Balance v 1,400
29 J1 750 2,150

30 Adjusting J1 1,450 700
Salaries and Wages Payable No. 212
Date Explanation Ref. Debit Credit Balance
Sept. 1 Balance 4 500
8 J1 500 0

30 Adjusting J1 400 400

Share Capital—Ordinary No. 311
Date Explanation Ref. Debit Credit Balance
Sept. 1 Balance v 10,000
Retained Earnings No. 320
Date Explanation Ref. Debit Credit Balance
Sept. 1 Balance v 11,000
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PROBLEM 3-5A (Continued)

Service Revenue No. 400
Date Explanation Ref. Debit Credit Balance
Sept. 12 J1 3,400 3,400

27 J1 1,600 5,000

30 Adjusting J1 1,450 6,450
Supplies Expense No. 631
Date Explanation Ref. Debit Credit Balance
Sept. 30 Adjusting J1 1,500 1,500
Depreciation Expense No. 711
Date Explanation Ref. Debit Credit Balance
Sept. 30 Adjusting J1 140 140
Salaries and Wages Expense No. 726
Date Explanation Ref. Debit Credit Balance
Sept. 8 J1 1,200 1,200

25 J1 1,050 2,250

30 Adjusting J1 400 2,650
Rent Expense No. 729
Date Explanation Ref. Debit Credit Balance
Sept. 22 J1 500 500
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PROBLEM 3-5A (Continued)

(b) General Journal
J1
Date Account Titles Ref. Debit Credit
Sept. 8 Salaries and Wages Payable............... 212 500
Salaries and Wages Expense.............. 726 1,200
Cash .., 101 1,700
10 CasSh.e e 101 1,200
Accounts Receivabile.................... 112 1,200
12 CaSh.ec e 101 3,400
Service Revenue.........ccccccevevvrenneee 400 3,400
15 Equipment.......oree, 157 3,000
Accounts Payable...........ccccceeeu... 201 3,000
17  Supplies..... i 126 1,200
Accounts Payable...........ccccceeeu... 201 1,200
20 Accounts Payable..........ceciirennnene. 201 4,500
Cash..rcrrrc e 101 4,500
22 RentEXxpense......c.cccooiiiiiiciiiencerennenen. 729 500
Cash..r e 101 500
25 Salaries and Wages Expense.............. 726 1,050
Cash..rrr e 101 1,050
27 Accounts Receivable .........ccceeevvennenns 112 1,600
Service Revenue.........ccccccevevvrennees 400 1,600
P4 B 07 T o [ 101 750
Unearned Service Revenue............ 209 750
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PROBLEM 3-5A (Continued)

(d) & (f) BECK EQUIPMENT REPAIR, INC.
Trial Balances
September 30, 2014

Before After

Adjustment Adjustment

Dr. Cr. Dr. Cr.
Cash...crrrr, £ 2,480 £ 2,480
Accounts Receivable................. 3,920 3,920
Supplies......coceeciiiimreciniirreen, 3,200 1,700
Equipment ..., 21,000 21,000
Accumulated Depreciation—

Equipment ..., £ 2,100 £ 2,240
Accounts Payabile...................... 3,100 3,100
Unearned Service Revenue....... 2,150 700
Salaries and Wages Payable..... -0- 400
Share Capital—Ordinary ........... 10,000 10,000
Retained Earnings ........cc...c....... 11,000 11,000
Service Revenue...........coeeuenneee. 5,000 6,450
Depreciation Expense ............... 140
Supplies Expense.........ccccauuneeee. 1,500
Salaries and Wages Expense ... 2,250 2,650
Rent Expense.......cccccevrenrrennnnee. 500 500

£33.350 £33,350 £33,890 £33,890
(e) 1. Sept.30 Supplies Expense...........cceveunnnnnn. 631 1,500
Supplies (£3,200 — £1,700)...... 126 1,500
2. 30 Salaries and Wages Expense ..... 726 400
Salaries and Wages
Payable.......cccccoimimiiieens 212 400
3. 30 Depreciation Expense.................. 711 140
Accumulated Depreciation—
Equipment.......................... 158 140
4, 30 Unearned Service Revenue......... 209 1,450
Service Revenue..................... 400 1,450
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PROBLEM 3-5A (Continued)

(9) BECK EQUIPMENT REPAIR, INC.
Income Statement
For the Month Ended September 30, 2014

Revenues
ServiCe revenUEe.......cc.ccceieeiimeiimeirmirns e enaenes £6,450
Expenses
Salaries and wages expense..........ccccceeeirirnnennes £2,650
Supplies eXpense.......cccccevrvecirrreieereece e eeeans 1,500
Rent exXpense.......ccccccceiiimmrmeiiniinnsessssesssssssseennes 500
Depreciation eXpense......ccccccovrmmmmmiiirrnnnasssssenns 140
Total expenses ... 4,790
Netincome ... e e £1,660
BECK EQUIPMENT REPAIR, INC.
Retained Earnings Statement
For the Month Ended September 30, 2014
Retained Earnings, September 1........cccccoiiicciiiiiiecceeceeeeen, £11,000
Add: Netincome......... e e 1,660
Retained Earnings, September 30.........ccccceeceiiiiiiiirmnnneecnnnnnnns £12,660
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PROBLEM 3-5A (Continued)

BECK EQUIPMENT REPAIR, INC.
Statement of Financial Position
September 30, 2014

Assets
Equipment..........o e £21,000
Less: Accumulated depreciation—
equipment........ccccei i 2,240 £18,760
ST BT o o] [ =3 1,700
Accounts receivable .......cccci i, 3,920
Cash .. e 2,480
Total assets......ccccceeirieiiiiicii e £26.860

Equity and Liabilities

Equity

Share capital—ordinary .......cc.ccoervreuciiiinneee. £10,000

Retained earnings .......ccccoovviiirreciircecccecannn, 12,660 £ 22,660
Liabilities

Accounts payable........ccccoceiiiimiinciie 3,100

Unearned service revenue............ccceeenninnnnes 700

Salaries and wages payable......................... 400 4,200
Total equity and liabilities .........ccccccovvirieennciiinnene. £26,860
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*PROBLEM 3-6A

(@) 1. June 30 Supplies .....ccommiiirimmmmsiiirrrr s 680
Supplies Expense.......cccccevrvennnnnnee. 680

2. 30 Interest Expense
($20,000 X 9% X 5/12)...cceeereeerrriricnnnns 750
Interest Payable..............cceeun... 750

3. 30 Prepaid Insurance
[($2,880 + 12) X 8]....ccccmerrrrrrrrrrrciannns 1,920
Insurance Expense........ccccceeirenneee. 1,920

4, 30 Service Revenue ......ccooeciveeiireiienrenneennns 1,100
Unearned Service Revenue............ 1,100

5. 30 Depreciation Expense
($2,250 % 2) e 1,125
Accumulated Depreciation—
Equipment........ccmriciiiirrr, 1,125

Copyright © 2013 John Wiley & Sons, Inc. Weygandt Financial, IFRS, 2/e, Solution’s Manual (For Instructor Use Only) 3-53



*PROBLEM 3-6A (Continued)

(b) ALPHA GRAPHICS COMPANY, INC.
Adjusted Trial Balance
June 30, 2014

Debit Credit
Cash ... ——— $ 8,400
Accounts Receivable...........ccoeeuiiriireiieiieenennn, 14,000
SUPPlieS ... 680
Prepaid Insurance.........ccccovreciimiceciireencnsnennnnnn 1,920
Equipment ... 45,000
Accumulated Depreciation—Equipment ....... $ 1,125
Notes Payable ... 20,000
Accounts Payable.........ccoomieemiiiiiirnneeee, 9,000
Interest Payable ..., 750
Unearned Service Revenue........cccevereevvrennnn. 1,100
Share Capital—Ordinary ...........cccceciiiirnennnnnn, 22,000
Service Revenue ($58,280 — $1,100)............... 57,180
Salaries and Wages Expense ...........ccccovvrrrnn. 30,000
Supplies Expense ($3,900 — $680).................. 3,220
Advertising EXpense .......cc.ccommimiiiiiinnnennnnn, 1,900
Rent Expense. ..., 1,500
Utilities Expense........cccccccciiiimmeeccniinneessssseseenan, 1,700
Depreciation Expense .........ccccccceiiimmneeniiinnnnee, 1,125
Insurance Expense ($2,880 — $1,920)............. 960
Interest Expense.......coccceeeiiimmreeciniinneessssenennans 750

$111,155 $111,155
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*PROBLEM 3-6A (Continued)

(c)

ALPHA GRAPHICS COMPANY, INC.
Income Statement
For the Six Months Ended June 30, 2014
Revenues
SErVICe rEVENUE......eeeeieeeeeiieeeierennirrennaerennnans $57,180
Expenses
Salaries and wages expense..........ccccceceirennes $30,000
Supplies expense.......cccccceeviimremniirirnnennneenn. 3,220
Advertising expense........cccccceeiiiimrneinninnneanns 1,900
Utilities expense.......ccccoicirieciiicireeccieee e 1,700
Rent expense.......ccccccccviiimieeccininnreesssn e 1,500
Depreciation expense......cc..ccovvmmeeminrirneennsnnn 1,125
Insurance exXpense.......cccccereeireeirenerenneeennns 960
Interest expense........cccmmrcciiiirrecnnn e, 750
Total expenses ........ccoeeiiiiirreeninsinneennes 41,155
Netincome ... e $16.025
ALPHA GRAPHICS COMPANY, INC.
Retained Earnings Statement
For the Six Months Ended June 30, 2014
Retained Earnings, January 1 .........cociiiiimmicciininnnesnnnenneanns $ 0
Add: NetinCome.......cooiiieiiimicirrrrcr s s e e 16,025
Retained Earnings, June 30..........ccmimiiiiimmmeccinirrssss e $16.025

Copyright © 2013 John Wiley & Sons, Inc. Weygandt Financial, IFRS, 2/e, Solution’s Manual (For Instructor Use Only) 3-55



*PROBLEM 3-6A (Continued)

ALPHA GRAPHICS COMPANY, INC.

Statement of Financial Position
June 30, 2014

Assets
EqUIPMEeNt.........eeeeneenennnnennnnannnnnnnnnnnnnnnnnnnnnnnnnns $45,000
Less: Accumulated depreciation—
eqUIPMENt ... 1,125 $43,875
Prepaid inSUrance........cccoooceiiiiicicrcccrcccreeeenns 1,920
SUPPLIES ... s 680
Accounts receivable .......cccoiiimiiiiiiiic 14,000
CaSh .. 8.400
Total assets......ccccevrveeciiiicccerrce e $68.875
Equity and Liabilities

Equity

Share capital—ordinary ..........ccccceeveveriieeeenn. $22,000

Retained earnings .......ccccoomreiiimrecnineeinnneanan, 16,025 $38,025
Liabilities

Notes payable ... 20,000

Accounts payable.........cccccoimriiiiiiniiin s 9,000

Unearned service revenue......cccccoeeevreerennnens 1,100

Interest payable.........coceciiiecii e, 750 30,850
Total equity and liabilities..........ccccccvvmreiiiieeiiinenn. $68.875

3-56 Copyright © 2013 John Wiley & Sons, Inc. Weygandt Financial, IFRS, 2/e, Solution’s Manual (For Instructor Use Only)



PROBLEM 3-1B

(a)
J4
Date Account Titles Ref. Debit Credit
2014
May 31 Supplies Expense......ccccccceiiirmrennniiiinnes 631 500
Supplies ....cccceiiimmmeciiiirrrees 126 500
31 Utilities Expense .......cccccceeiiiimreenninnennes 736 200
Accounts Payable....................... 201 200
31 Insurance Expense.......cccccoovrmmemnniiiinnes 722 100
Prepaid Insurance
(R$2,400 + 24 months)............ 130 100
31 Unearned Service Revenue................. 209 1,600
Service Revenue
( R$2,600 — R$1,000)............... 400 1,600
31 Salaries and Wages Expense............. 726 600
Salaries and Wages Payable
[(3/5 X R$500) X 600
2 employees] .......cccceevirenniinnnns 212
31 Depreciation Expense..........ccccccceiiienne 711 200
Accumulated Depreciation—
Equipment ..., 158 200
31 Accounts Receivable..........ccceevvnneenee. 112 1,400
Service Revenue.........coceuvvevrennen 400 1,400
(b)
Cash No. 101
Date Explanation Ref. Debit Credit Balance
2012
May 31 Balance v 7,700
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PROBLEM 3-1B (Continued)

Accounts Receivable No. 112
Date Explanation Ref. Debit Credit Balance
2014
May 31 Balance v 4,000
31 Adjusting J4 1,400 5,400
Supplies No. 126
Date Explanation Ref. Debit Credit Balance
2014
May 31 Balance v 1,500
31 Adjusting J4 500 1,000
Prepaid Insurance No. 130
Date Explanation Ref. Debit Credit Balance
2014
May 31 Balance v 2,400
31 Adjusting J4 100 2,300
Equipment No. 157
Date Explanation Ref. Debit Credit Balance
2014
May 31 Balance v 12,000
Accumulated Depreciation—Equipment No. 158
Date Explanation Ref. Debit Credit Balance
2014
May 31 Adjusting J4 200 200
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PROBLEM 3-1B (Continued)

Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
2014
May 31 Balance 4 4,500
31 Adjusting J4 200 4,700
Unearned Service Revenue No. 209
Date Explanation Ref. Debit Credit Balance
2014
May 31 Balance v 2,600
31 Adjusting J4 1,600 1,000
Salaries and Wages Payable No. 212
Date Explanation Ref. Debit Credit Balance
2014
May 31 Adjusting J4 600 600
Share Capital—Ordinary No. 311
Date Explanation Ref. Debit Credit Balance
2014
May 31 Balance 4 16,000
Service Revenue No. 400
Date Explanation Ref. Debit Credit Balance
2014
May 31 Balance v 8,500
31 Adjusting J4 1,600 10,100
31 Adjusting J4 1,400 11,500
Supplies Expense No. 631
Date Explanation Ref. Debit Credit Balance
2014
May 31 Adjusting J4 500 500
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PROBLEM 3-1B (Continued)

Depreciation Expense No. 711
Date Explanation Ref. Debit Credit Balance
2014
May 31 Adjusting J4 200 200
Insurance Expense No. 722
Date Explanation Ref. Debit Credit Balance
2014
May 31 Adjusting J4 100 100
Salaries and Wages Expense 726
Date Explanation Ref. Debit Credit Balance
2014
May 31 Balance v 3,000
31 Adjusting J4 600 3,600
Rent Expense No. 729
Date Explanation Ref. Debit Credit Balance
2014
May 31 Balance v 1,000
Utilities Expense No. 732
Date Explanation Ref. Debit Credit Balance
2014
May 31 Adjusting J4 200 200
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PROBLEM 3-1B (Continued)

(c) LIRA CONSULTING, INC.
Adjusted Trial Balance
May 31, 2014
Debit Credit
CaSh... e —— R$ 7,700
Accounts Receivable .........ccoeirciriiiiciecceneee, 5,400
SUPPLIES ..t 1,000
Prepaid Insurance ........cccooieiiiecirecerecereee e 2,300
Equipment.......... s 12,000
Accumulated Depreciation—
Equipment...........cceririiiiiireeeeeecrrs e e ee e e R$ 200
Accounts Payable ..........ccccciiimmciiirecirneean 4,700
Unearned Service Revenue.........ccccceveireireniennnnns 1,000
Salaries and Wages Payable..........ccccccuunnnnnnn. 600
Share Capital—Ordinary......cccccccovrmrrmeciiirrrcnnnnnn. 16,000
Service Revenue.........cccoiveieeiieiieiieeirees e senseenns 11,500
Salaries and Wages Expense.......ccccccceuuenccnnnnn. 3,600
Rent Expense....... e 1,000
Depreciation ExXpense......ccc.ccooimmreeiiiiinneencnnnnnns 200
Insurance EXpense........ccoooiicirecrreecereee e e 100
Utilities Expense.......iiiciiicirerceree e s 200
Supplies EXpense......ccccccceiiimmrmsinnimnresssnnessesnsnns 500
R$34.000 R$34,000
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PROBLEM 3-2B

(a)
J1
Date Account Titles Ref. Debit Credit
May 31 Insurance Expense.........ccccceiirreenirnnnns 722 200
Prepaid Insurance
($2,400 X 1/12)..cceueeeennnnnnnnes 130 200
31 Supplies Expense.........cccccvemniiiirnnnnns 631 1,170
Supplies ($1,520 — $350) ............ 126 1,170
31 Depreciation Expense
($2,640 X 1/12) + ($1,500 X 1/12)..... 711 345
Accumulated Depreciation—
Buildings ..c..ccoooviemceiiiiieceeee 142 220
Accumulated Depreciation—
Equipment........cooiiiiieneenns 158 125
31 Interest Expense.....ccccoimciirieciirecnnnnns 718 380
Interest Payable
[($38,000 X 12%) X 1/12]........... 230 380
31 Unearned Rent Revenue.......cc.ccevuueeee 208 2,200
Rent Revenue
(2/3 X $3,300)......cccuummmnnnnnnnnnnes 429 2,200
31 Salaries and Wages Expense.............. 726 750
Salaries and Wages Payable ..... 212 750
(b)
Cash No. 101
Date Explanation Ref. Debit Credit Balance
May 31 Balance v 2,500
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PROBLEM 3-2B (Continued)

Supplies No. 126
Date Explanation Ref. Debit Credit Balance
May 31 Balance v 1,520

31 Adjusting J1 1,170 350
Prepaid Insurance No. 130
Date Explanation Ref. Debit Credit Balance
May 31 Balance v 2,400

31 Adjusting J1 200 2,200
Land No. 140
Date Explanation Ref. Debit Credit Balance
May 31 Balance v 14,000
Buildings No. 141
Date Explanation Ref. Debit Credit Balance
May 31 Balance v 58,000
Accumulated Depreciation—Buildings No. 142
Date Explanation Ref. Debit Credit Balance
May 31 Adjusting J1 220 220
Equipment No. 157
Date Explanation Ref. Debit Credit Balance
May 31 Balance v 15,000
Accumulated Depreciation—Equipment No. 158
Date Explanation Ref. Debit Credit Balance
May 31 Adjusting J1 125 125
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PROBLEM 3-2B (Continued)

Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
May 31 Balance v 4,800
Unearned Rent Revenue No. 208
Date Explanation Ref. Debit Credit Balance
May 31 Balance v 3,300

31 Adjusting J1 2,200 1,100
Salaries and Wages Payable No. 212
Date Explanation Ref. Debit Credit Balance
May 31 Adjusting J1 750 750
Interest Payable No. 230
Date Explanation Ref. Debit Credit Balance
May 31 Adjusting J1 380 380
Mortgage Payable No. 275
Date Explanation Ref. Debit Credit Balance
May 31 Balance v 38,000
Share Capital—Ordinary No. 311
Date Explanation Ref. Debit Credit Balance
May 31 Balance v 40,000
Rent Revenue No. 429
Date Explanation Ref. Debit Credit Balance
May 31 Balance v 12,300

31 Adjusting J1 2,200 14,500
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PROBLEM 3-2B (Continued)

Advertising Expense No. 610
Date Explanation Ref. Debit Credit Balance
May 31 Balance v 780
Supplies Expense No. 631
Date Explanation Ref. Debit Credit Balance
May 31 Adjusting J1 1,170 1,170
Depreciation Expense No. 711
Date Explanation Ref. Debit Credit Balance
May 31 Adjusting J1 345 345
Interest Expense No. 718
Date Explanation Ref. Debit Credit Balance
May 31 Adjusting J1 380 380
Insurance Expense No. 722
Date Explanation Ref. Debit Credit Balance
May 31 Adjusting J1 200 200
Salaries and Wages Expense No. 726
Date Explanation Ref. Debit Credit Balance
May 31 Balance 4 3,300

31 Adjusting J1 750 4,050
Utilities Expense No. 732
Date Explanation Ref. Debit Credit Balance
May 31 Balance v 900

Copyright © 2013 John Wiley & Sons, Inc. Weygandt Financial, IFRS, 2/e, Solution’s Manual (For Instructor Use Only)

3-65



PROBLEM 3-2B (Continued)

(c) BADGER MOTEL, INC.
Adjusted Trial Balance
May 31, 2014

Debit Credit
Cash .. ——— $ 2,500
SUPPlIES ... 350
Prepaid Insurance........cccccoovimmreciiiinnnennsnnnnnee, 2,200
Land ... 14,000
S UT] (e [T To £ 58,000
Accumulated Depreciation—Buildings.......... $ 220
Equipment ..., 15,000
Accumulated Depreciation—Equipment ....... 125
Accounts Payable.........ccccccceiiimiiciiir, 4,800
Unearned Rent Revenue .........cccevveiiveireerennn, 1,100
Salaries and Wages Payabile........................... 750
Interest Payable ..., 380
Mortgage Payable ...........ccomrmeiirircree 38,000
Share Capital—Ordinary ...........ccccceeeivirrnennnnnn, 40,000
Rent Revenue.........ccoiviiviiei i e e e 14,500
Advertising Expense .......cccccoimmieiiiiiinneennnn, 780
Supplies EXpense.........cccoveeeciinimmreencsnnnnnnnnnnnn, 1,170
Depreciation Expense .........ccccccceiiimmneeniiinnnnee, 345
Interest EXpense. ..., 380
Insurance EXpense......c..cccovreecciiiinneensnnennenan, 200
Salaries and Wages Expense .......cccccoovrvvennnnn, 4,050
Utilities EXpense .......cciiireciiirecnireececeeee 900
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PROBLEM 3-2B (Continued)

(d) BADGER MOTEL, INC.
Income Statement
For the Month Ended May 31, 2014

Revenues
ReNt reVeNUE ......ooeeeeeiiireeeeiicrreess s e s eesnnssenenes $14,500
Expenses
Salaries and wages expense........ccccceeeeeeennees $4,050
Supplies exXpense.......cccccevreecirrrecrereenie e, 1,170
Utilities expense........ccccveeciiiimreenccnnnnseesssnnen 900
Advertising expense.......ccccccceiiimmmmnninnnnneens 780
Interest expense........cccorciiiciiicrcn e 380
Depreciation exXpense.........ccccoveeeeciiirnneansninns 345
Insurance exXpense........cccccceeirmirmunsinnrnnnanenn. 200
Total expenses ......cccoreciiiciiiciieecsecnnees 825
Netincome ... e 675
BADGER MOTEL, INC.
Retained Earnings Statement
For the Month Ended May 31, 2014
Retained Earnings, May 1 .........cccoovvmmrmiiriinescccceeeeeeeeee e $ 0
Add: Netincome......... e e 675
Retained Earnings, May 31 ... e e 6,675
Copyright © 2013 John Wiley & Sons, Inc. Weygandt Financial, IFRS, 2/e, Solution’s Manual (For Instructor Use Only) 3-67



PROBLEM 3-2B (Continued)

BADGER MOTEL, INC.
Statement of Financial Position
May 31, 2014

Assets
Land......ooorrrrrre e $14,000
ST UT] [ [T Lo L= $58,000
Less: Accumulated depreciation—.................
buildings.........coommimiiec s 220 57,780
Equipment........o s 15,000
Less: Accumulated depreciation—
equipment ... 125 14,875
Prepaid insurance.......ccccccooiimmeeciininnneencnsnnneeanes 2,200
SUPPLIES ...t 350
CaSh .. ———— 2,500
Total assets .........ceveeciiiirieeciiiinreeen, $91.705
Equity and Liabilities
Equity
Share capital—ordinary ..........ccccceeiiiiinnnne. $40,000
Retained earnings .......cccccovmreiiimeeininnennnnes 6,675 $46,675
Liabilities
Accounts payable........cccccceiiiiiiiiiiiiinn, 4,800
Mortgage payable.......cccccovmimiiiiiciiireciinees 38,000
Unearned rent revenue ........ccccceeveeveevennnees 1,100
Salaries and wages payabile....................... 750
Interest payable.........ciiiiiiiircinires 380 45,030
Total equity and liabilities ..........cccceceeiiiiiienncinnnnns $91.705
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PROBLEM 3-3B

(a) Sept. 30 Accounts Receivable.........ccceveemeenncinnnn. 1,100
Service Revenue .........ccccceveeiieniiennnnn. 1,100
30 RentExpense......ccccoiiiiiiiicciiren e, 1,000
Prepaid Rent..........ccoommreciiiirrrccinens 1,000
30 Supplies Expense.......cccceeeimrenirrecneerennnn. 1,250
Supplies ......veciiiiimri s 1,250
30 Depreciation Expense......ccccccceiiirrrennnnnnn. 1,125
Accum. Depreciation—Equipment...... 1,125
30 Interest EXpense.......cccccmmmciiiinneenninnnnns 100
Interest Payable...........concerveniirnennnnns 100
30 Unearned Rent Revenue............ceeeunnnnnn. 850
Rent Revenue.........ccccoiiveciimveciinnennnn, 850
30 Salaries and Wages Expense.................. 725
Salaries and Wages Payabile............. 725
(b) LAUSANNE CO., INC.

Income Statement
For the Quarter Ended September 30, 2014

Revenues
Service revenuUe.........ccceiveeiveiieecrrerenrre e eenas CHF17,900
Rent revenue ... e 2,560
Total revenues......ccccvieiiiiiicrer e 20,460
Expenses
Salaries and wages expense........ccccceeuunnncninrennns CHF8,725
Rent expense........ i e s 2,900
Utilities expense......ccccooiimireciiiiimncesssss s 1,510
Supplies exXpense.......ccccccceevirrreenciirireeene e eeeanes 1,250
Depreciation expense.......ccccooeeiiieciiiciieeceeecnnes 1,125
Interest expense........cccomiieiiiiiinrsnn s 100
Total exXpenses .....ccccveciirreciireesseeseseeenanns 15,610
Net income ... e CHF 4,850
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PROBLEM 3-3B (Continued)

(c)

LAUSANNE CO., INC.
Retained Earnings Statement
For the Quarter Ended September 30, 2014

Retained Earnings, July 1, 2014..............ccoriiii CHF 0
Add: NetinCome ... e 4,850

4,850
Less: Dividends.......ccccoiveiiieiiiiiiirrc s s e e s e e e e 1,000
Retained Earnings, September 30, 2014 ............ccceneiiirrrennnnnn. CHF 3,850

LAUSANNE CO., INC.
Statement of Financial Position
September 30, 2014

Assets
Equipment........r CHF20,000
Less: Accum. depreciation—equipment......... 1,125 CHF18,875
Prepaidrent............o e s 1,200
SUPPLIES ... 650
Accounts receivable ........cccoeiimiiiciiiin s 11,500
CaSh .. ———— 8,700
Total assets .........ccveeiiiiiirecciiiinren, CHF40,925
Equity and Liabilities
Equity
Share capital—ordinary ......ccccccoovrrrenciinnnns CHF22,000
Retained earnings .......ccccccovimmmmciiiinnnennnnnnn. 3,850
Total equity....c..coovmmrmniiiirrrcccrcreee CHF 25,850
Liabilities
Notes payable.........cccooreeciiiiccrceere e, 10,000
Accounts payable.........ccceeeeeiiiiiiiiiiiinnnees 3,200
Salaries and wages payable...................... 725
Unearned rent revenue .......ccoeceveveiennrnnnee 1,050
Interest payable ..........oeeiiiiiiic, 100
Total liabilities.......cccccceeiiiiiieeciiiiineane. 15,075
Total equity and liabilities ..............ccciviieeennnneee. CHF40,925

Interest of 12% per year equals a monthly rate of 1%; monthly interest
is CHF100 (CHF10,000 X 1%). Since total interest expense is CHF100,
the note has been outstanding one month.
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PROBLEM 3-4B

1. Dec.31 Insurance Expense........cccooimiiimeiiiencircecerennnns 4,400
Prepaid Insurance ..........ccoeeciiiinneennnnn. 4,400
[(€6,000 + 3) = €2,000
(€4,800 + 2) = _2,400
€4.400]

2. Dec.31 Unearned Rent Revenue.......cccccevmirmiieiennnnes 84,000
Rent Revenue..........coovcvieciimcviecnrecnnenene, 84,000
Nov. 5X€5,000X2= €50,000
Dec. 4 X€8,500X 1= 34,000
€84.000

3. Dec.31 Interest Expense........cccooriiiiciiiciiieeccrcnneeeen, 1,800
Interest Payable
(€120,000 X 9% X 2/12) ...cceeenrrererreceeee 1,800

4. Dec.31 Salaries and Wages Expense............cceeeee. 2,820
Salaries and Wages Payabile ................ 2,820
[5 X €640 X 3/5 = €1,920
3 X€500 X 3/5=__900
€2,820]
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(a), (c) & (e)

PROBLEM 3-5B

Cash No. 101
Date Explanation Ref. Debit Credit Balance
Nov. 1 Balance v 2,400
8 J1 1,500 900

10 J1 3,420 4,320

12 J1 3,100 7,420

20 J1 2,700 4,720

22 J1 500 4,220

25 J1 1,500 2,720

29 J1 350 3,070
Accounts Receivable No. 112
Date Explanation Ref. Debit Credit Balance
Nov. 1 Balance v 4,450
10 J1 3,420 1,030

27 J1 1,900 2,930
Supplies No. 126
Date Explanation Ref. Debit Credit Balance
Nov. 1 Balance v 1,800
17 J1 700 2,500

30 Adjusting J1 1,100 1,400
Equipment No. 157
Date Explanation Ref. Debit Credit Balance
Nov. 1 Balance v 16,000
15 J1 2,000 18,000
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PROBLEM 3-5B (Continued)

Accumulated Depreciation—Equipment No. 158
Date Explanation Ref. Debit Credit Balance
Nov. 1 Balance v 2,000
30 Adjusting J1 200 2,200
Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
Nov. 1 Balance v 2,600
15 J1 2,000 4,600

17 J1 700 5,300

20 J1 2,700 2,600
Unearned Service Revenue No. 209
Date Explanation Ref. Debit Credit Balance
Nov. 1 Balance v 1,360
29 J1 350 1,710

30 Adjusting J1 1,380 330
Salaries and Wages Payable No. 212
Date Explanation Ref. Debit Credit Balance
Nov. 1 Balance v 700
8 J1 700 0

30 Adjusting J1 350 350
Share Capital—Ordinary No. 311
Date Explanation Ref. Debit Credit Balance
Nov. 1 Balance v 10,000
Retained Earnings No. 320
Date Explanation Ref. Debit Credit Balance
Nov. 1 Balance v 7,990
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PROBLEM 3-5B (Continued)

Service Revenue No. 400
Date Explanation Ref. Debit Credit Balance
Nov. 12 J1 3,100 3,100

27 J1 1,900 5,000

30 Adjusting J1 1,380 6,380
Supplies Expense No. 631
Date Explanation Ref. Debit Credit Balance
Nov. 30 Adjusting J1 1,100 1,100
Depreciation Expense No. 711
Date Explanation Ref. Debit Credit Balance
Nov. 30 Adjusting J1 200 200
Salaries and Wages Expense No. 726
Date Explanation Ref. Debit Credit Balance
Nov. 8 J1 800 800

25 J1 1,500 2,300

30 Adjusting J1 350 2,650
Rent Expense No. 729
Date Explanation Ref. Debit Credit Balance
Nov. 22 J1 500 500
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PROBLEM 3-5B (Continued)

(b) General Journal
J1
Date Account Titles and Explanation Ref. Debit Credit
Nov. 8 Salaries and Wages Payabile.............. 212 700
Salaries and Wages Expense............. 726 800
Cash ..o 101 1,500
10 Cash.rrr e 101 3,420
Accounts Receivable ................. 112 3,420
12 Cash..rr e 101 3,100
Service Revenue...........cccoeuvrenenee 400 3,100
15 Equipment...........oorrrrreree 157 2,000
Accounts Payable.............cccc...... 201 2,000
17 Supplies... e 126 700
Accounts Payable.............ccc...... 201 700
20 Accounts Payable........cccccoorrmnciirennnnnns 201 2,700
Cash...ecircrrr e, 101 2,700
22 Rent Expense.......cccccooiiieciirieciineennns 729 500
Cash...cecirrrc e, 101 500
25 Salaries and Wages Expense............ 726 1,500
Cash...ecirrrrr e, 101 1,500
27 Accounts Receivable ........ccccceeuvvenieens 112 1,900
Service Revenue...........ccceeuurennnee 400 1,900
29 Cash..iccrrc s 101 350
Unearned Service Revenue........ 209 350
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PROBLEM 3-5B (Continued)

(d) & (f) SAMONE EQUIPMENT REPAIR, INC.
Trial Balances
November 30, 2014

Before After

Adjustment Adjustment

Dr. Cr. Dr. Cr.
Cash..ciirccrr e, $ 3,070 $ 3,070
Accounts Receivable................. 2,930 2,930
Supplies.....ccoceiiiirecceeereee, 2,500 1,400
Equipment ..., 18,000 18,000
Accumulated Depreciation—

Equipment ........cccooovvrevreeeennnne. $ 2,000 $ 2,200
Accounts Payable....................... 2,600 2,600
Unearned Service Revenue....... 1,710 330
Salaries and Wages Payable..... -0- 350
Share Capital—Ordinary ........... 10,000 10,000
Retained Earnings ......cccccccceveens 7,990 7,990
Service Revenue........cccoeveuvrrenn. 5,000 6,380
Depreciation Expense ............... 200
Supplies Expense..........ccceeeeeeen. 1,100
Salaries and Wages Expense ... 2,300 2,650
Rent Expense.......ccceiienerennnnee. 500 500

$29.300 $29,300 $29.850 $29.850
(e) 1. Nov. 30 Supplies Expense.........ccccccceiirrnnes 631 1,100
Supplies ($2,500 — $1,400)..... 126 1,100
2. 30 Salaries and Wages Expense....... 726 350
Salaries and Wages
Payable.........cceeviirreiiinennn. 212 350
3. 30 Depreciation Expense................... 711 200
Accumulated Depreciation—
Equipment........ccccccceiiineeee. 158 200
4, 30 Unearned Service Revenue.......... 209 1,380
Service Revenue .........ccceeeueee. 400 1,380
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PROBLEM 3-5B (Continued)

(9)

SAMONE EQUIPMENT REPAIR, INC.
Income Statement
For the Month Ended November 30, 2014
Revenues
SEIVICE rEVENUE........oreeeenriirrrennnsisrresnsssasreennnns $6,380
Expenses
Salaries and wages expense...........ccccceunnnnnns $2,650
Supplies exXpense.......cccccevrveeciirrece e, 1,100
Rent expense.......ccccccceiiimreecniiinseessssesssessssnen 500
Depreciation expense.......cccccovimmmmmiiirrnneansnns 200
Total expenses .......ccooreciriciieeccreeereenes 4,450
Net Income ... e 1,930
SAMONE EQUIPMENT REPAIR, INC.
Retained Earnings Statement
For the Month Ended November 30, 2014
Retained Earnings, November 1..........ccviiiiiciiiicciinrecninees $7,990
Plus: Netincome........ e e e 1,930
Retained Earnings, November 30...........ccmiiiiiiiimneciiniinnennn, $9,920
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PROBLEM 3-5B (Continued)

SAMONE EQUIPMENT REPAIR, INC.
Statement of Financial Position
November 30, 2014

Assets
EqUIPMEeNt.........oeeeeeenennnnnnnennnnnnnnnnnnnnnnnnnnnnnnnnnnnnns $18,000
Less: Accumulated depreciation—
equipmMeNt.......ccoeeeccrirrrr e 2,200 $15,800

ST BT o o] [ =3 1,400
Accounts receivable .......cccci i, 2,930
CaSh .. 3,070

Total assets.......cccccvimreiiiimninirr e $23,200

Equity and Liabilities

Equity

Share capital—ordinary .........ccccceeeveeeeeeeeeenn. $10,000

Retained earnings .......ccccccovimmmeciiiinnneenininnnes 9,920 $19,920
Liabilities

Accounts payable........ccccoceiiiimiinciie 2,600

Unearned service revenue........cc.cccceueeeennnn. 330

Salaries and wages payable......................... 350 3,280
Total equity and liabilities .........ccccccovvirieennciiinnene. $23,200
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CCC3 CONTINUING COOKIE CHRONICLE

(a)
GENERAL JOURNAL J2
Date Account Titles and Explanation Debit Credit
Nov. 30 Supplies EXpense.........cccommmmiiiiimmeensnninneessennns 35
ST 0] o] o] [P 35
30 Depreciation Expense........ccccceeeiiiimmreeninniinneanns 20
Accumulated Depreciation—Equipment
[($300 + $900) + 60 months]................... 20
30 Interest Expense.......ccooiiimiiricireecereecereee e, 5
Interest Payable
($2,000 X .06 X 1/12 X .5) ceeeeerrreerrreeeeeeeenn. 5
30 Accounts Receivable.........ccccccceiiiimiennciiiinnnennn. 300
Service Revenue..........coociiiieceireeceereenes 300
30 Utilities Expense.......ccccccciiiimmreenciinnnneesssssennneanes 45
Accounts Payable...........ccooovimeciiiiiieciinnnes 45
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CCC3 (Continued)

(a) (Continued)

Cash
Date Explanation Ref. Debit Credit Balance
Nov. 30 Balance 4 245
Accounts Receivable
Date Explanation Ref. Debit Credit Balance
Nov. 30 J2 300 300
Supplies
Date Explanation Ref. Debit Credit Balance
Nov. 30 Balance 4 125
30 J2 35 90
Prepaid Insurance
Date Explanation Ref. Debit Credit Balance
Nov. 30 Balance 4 1,320
Equipment
Date Explanation Ref. Debit Credit Balance
Nov. 30 Balance v 1,200
Accumulated Depreciation—Equipment
Date Explanation Ref. Debit Credit Balance
Nov. 30 J2 20 20
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CCC3 (Continued)

(a) (Continued)

Accounts Payable

Date Explanation Ref. Debit Credit Balance
Nov. 30 J2 45 45
Interest Payable
Date Explanation Ref. Debit Credit Balance
Nov. 30 J2 5 5

Unearned Service Revenue
Date Explanation Ref. Debit Credit Balance
Nov. 30 Balance v 30
Notes Payable
Date Explanation Ref. Debit Credit Balance
Nov. 30 Balance v 2,000
Share Capital—Ordinary
Date Explanation Ref. Debit Credit Balance
Nov. 30 Balance v 800
Service Revenue
Date Explanation Ref. Debit Credit Balance
Nov. 30 Balance v 125
30 J2 300 425
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CCC3 (Continued)

(a) (Continued)

Utilities Expense

Date Explanation Ref. Debit Credit Balance
Nov. 30 J2 45 45
Advertising Expense
Date Explanation Ref. Debit Credit Balance
Nov. 30 Balance v 65 65
Supplies Expense
Date Explanation Ref. Debit Credit Balance
Nov. 30 J2 35 35
Depreciation Expense
Date Explanation Ref. Debit Credit Balance
Nov. 30 J2 20 20
Interest Expense
Date Explanation Ref. Debit Credit Balance
Nov. 30 J2 5 5
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CCC3 (Continued)

(b)
COOKIE CREATIONS
Adjusted Trial Balance
November 30, 2014

Account Debit Credit
Cash ... ——————— $ 245
Accounts Receivable.........ccoorieeiiric e 300
ST BT o o] 1= 90
Prepaid INSUrance. ...........coveecciiimmececnsirrseesssseerssssseenes 1,320
Equipment........ e 1,200
Accumulated Depreciation—Equipment..................... $ 20
Accounts Payable ...........ccccoiiiiiiiiiis 45
Interest Payable..........coneiiii 5
Unearned Service Revenue........ccccccceiimmieencciiinncennnnnnnns 30
Notes Payable.........ceiiiiiir 2,000
Share Capital—Ordinary.........ccccceeeiiimmmecciiiinreneeeeees 800
Service Revenue.........ccoomieeeciiimmrcecsssssssessss s ssssssseeenes 425
Utilities EXpense......ccciiiimimeciiiirrrecs s e 45
Advertising EXpense.........ccoeiiiiimmmmsinnnre s 65
Supplies EXpense.......cociiieeiiireece e 35
Depreciation EXpense.......ccccccceiimmreeiiiiimeesssnnsnsssssssneen 20
Interest EXpense......iiiiiieciiiiire s 5

LI 21 = 3,325 3,325
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CCC3 (Continued)

(c)
ServiCe reVENUE........ccccccernn e $425
Advertising eXpense........ccccccveeeeeeeeeee e $65
Utilities expense....... i e 45
Supplies eXPENSE......cccccceeiiiimrmnniiirirrrr s 35
Depreciation eXpense......cccccovirmemeiiiiimrmessssssrrsessssseennnans 20
Interest eXPense.......ccccoviveiiimrecnirr ) _170
Net INCOME......o e 255

Yes, Cookie Creations has been profitable in November. It has a profit of
$255 which is more than one half of the revenue recognized in November.
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BYP 3-1 FINANCIAL REPORTING PROBLEM

(a) Items that may result in adjusting entries for prepayments are:

1. Prepaid expenses and other current assets (per statement of
financial position).

2. Property, plant and equipment, net of depreciation (per statement of
financial position).

3. Amortizable intangible assets, net (per statement of financial
position)}—amortization is similar to depreciation (explained later in
Chapter 9).

(b) Accrual adjusting entries were probably made for trade payable and
other current liabilities, finance (interest) expense, and income tax
payable.
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BYP 3-2 COMPARATIVE ANALYSIS PROBLEM

Nestlé Zetar
(@) Netincrease (decrease) in (CHF161,000,000) £1,697,000
property, plant, and equipment
(net) for current fiscal year.
(b) Increase in marketing and CHF1,018,000,000 £449,000
administrative expenses, for
current fiscal year.
(c) Increase (decrease) in non-current (CHF2,305,000,000) £2,029,000
liabilities for current fiscal year.
(d) Increase in net income for current CHF23,591,000,000 £214,000
fiscal year.
(e) Increase in cash and cash CHF5,323,000,000 £25,000

equivalents for current fiscal year.
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BYP 3-3 REAL-WORLD FOCUS

Answers will vary depending on the company and article chosen by
the student.
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BYP 3-4 DECISION-MAKING ACROSS THE ORGANIZATION

(a)

(b)

HAPPY TRAILS PARK, INC.
Income Statement
For the Quarter Ended March 31, 2014

Revenues
Rent revenue ($88,000 — $14,000) ................ $74,000
Expenses
Salaries and wages expense
[$28,800 + ($300 X 2)] ...ccemmrrrrrrrnnmeeerrnnnnees $29,400
Advertising expense ($5,200 + $130)........... 5,330
Supplies expense ($6,200 — $1,450)............. 4,750
Maintenance and repairs expense
($4,000 + $260)........cceeeeecnnmmnrerre s 4,260
Insurance expense ($7,500 X 3/12) .............. 1,875
Utilities expense ($750 + $120)..........ccccceuu... 870
Depreciation expense ........cccccceeeiirmnrnnninennns 800
Interest expense ($12,000 X 10% X 3/12)........ 300
Total expenses.....c.cceereciricireccreeeeen, 47,585
Net income......... e $26,415

The international financial reporting standards pertaining to the
income statement that were not recognized by Alicia were the revenue
recognition principle and the expense recognition principle. The revenue
recognition principle states that revenue is recognized in the
accounting period in which the performance obligation is satisfied.
The $14,000 for summer rentals is a prepayment for services to be
performed in a later period. As a result, the performance obligation is
not satisfied and, therefore, should not be reported in income for the
quarter ended March 31. The expense recognition principle dictates
that efforts (expenses) be matched with accomplishments (revenues)
whenever it is reasonable and practicable to do so. This means that the
expenses should include amounts incurred in March but not paid until
April. The difference in expenses was $8,035 ($47,585 — $39,550). The
overstatement of revenues ($14,000) plus the understatement of
expenses ($8,035) equals the difference in reported income of $22,035
($48,450 — $26,415).
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BYP 3-5 COMMUNICATION ACTIVITY

Dear Ms. Danon:

Upon reviewing the accounts of your company at the end of the year,
| discovered that adjusting entries were not made.

Adjusting entries are made at the end of the accounting period to ensure
that the revenue recognition and expense recognition principles required
under international financial reporting standards are followed. The use of
adjusting entries makes it possible to report on the statement of financial
position the appropriate assets, liabilities, and equity at the statement date
and to report on the income statement the proper net income (or loss) for
the year.

Adjusting entries are needed because the trial balance may not contain an
up-to-date and complete record of transactions and events for the
following reasons:

1. Some events are not journalized daily because it is not efficient to
do so. Examples are the use of supplies and the earning of wages
by employees.

2. The expiration of some costs is not journalized during the account-
ing period because these costs expire with the passage of time
rather than as a result of recurring daily transactions. Examples
of such costs are building and equipment depreciation, rent, and
insurance.

3. Some expenses, such as the cost of utility service and property
taxes, may be unrecorded because the bills for the costs have not
been received.

There are four types of adjusting entries:

1. Prepaid expenses—expenses paid in cash and recorded as assets
before they are used or consumed.

2. Unearned revenues—revenues received in cash and recorded as
liabilities before they are earned.
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BYP 3-5 (Continued)

3. Accrued revenues—revenues earned but not yet received in cash
or recorded.

4. Accrued expenses—expenses incurred but not yet paid in cash or
recorded.

| will be happy to answer any questions you may have on adjusting entries.

Signature
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BYP 3-6 ETHICS CASE

(@) The shareholders in this situation are:

v

Diane Leno, controller.
The president of Watkin Company.
Watkin Company shareholders.

v v

(b) 1. Itis unethical for the president to place pressure on Diane to misstate
net income by requesting her to prepare incorrect adjusting entries.

2. It is customary for adjusting entries to be dated as of the
statement of financial position date although the entries are
prepared at a later date. Diane did nothing unethical by dating the
adjusting entries December 31.

(c) Diane can accrue revenues and defer expenses through the preparation
of adjusting entries and be ethical so long as the entries reflect
economic reality. Intentionally misrepresenting the company’s financial
condition and its results of operations is unethical (it is also illegal).
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GAAP EXERCISES

GAAP 3-1

IFRS might choose to revalue land and buildings at fair value because it
provides more relevant information. GAAP, on the other hand, requires
land and buildings be valued at cost because it is more verifiable and
therefore provides information that is representationally faithful.

GAAP 3-2

No. GAAP classifies revenues as the economic benefit that arises from an
entity's normal operating activities and gains as the benefits associated
with activities outside the normal sales of goods and services.

GAAP also classifies expenses as those costs associated with an entity's
normal operations and loses as those costs associated with activities
outside the normal sales of goods and services.
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GAAP FINANCIAL REPORTING PROBLEM

GAAP 3-3

(a) Tootsie Roll could have adjustments for prepayments such as: Prepaid
Expenses, Supplies, and Depreciation Expense.

(b) Tootsie Roll could have adjustments for accruals such as:

Accounts Receivable (trade), Accounts Payable, and Accrued
Liabilities.
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