Chapter 3

PROBLEM 3–6
Unifying Concepts: T-Accounts, Trial Balance, and Income Statement

1.

ASSETS
	Cash
	
	Accounts Receivable
	
	Notes Receivable

	(a)
50,000
	(b)
5,000
	
	(d)
25,000
	(f)
9,500
	
	(m)
3,000
	(n)
3,000

	(e)
10,000
	(g)
15,000
	
	
	(m)
13,000
	
	
	

	(f)
9,500
	(h)
5,500
	
	
	
	
	
	

	(m)
10,000
	(i)
12,000
	
	
	
	
	
	

	(n)
3,250
	(k)
2,500
	
	
	
	
	
	

	(p)
3,000
	(l)
7,500
	
	
	
	
	
	

	(q)
1,500
	(o)
600
	
	
	
	
	
	

	
	(r)
11,200
	
	
	
	
	
	

	Bal.
27,950
	
	
	Bal.
2,500
	
	
	Bal.
0
	

	
	
	
	
	
	
	
	


	Inventory
	
	Supplies
	
	Land

	(c)
18,000
	(d)
15,000
	
	(j)
1,500
	
	
	(g)
10,000
	(p)
3,000

	Bal.
3,000
	
	
	
	
	
	Bal.
7,000
	

	
	
	
	
	
	
	
	


	Building
	
	Equipment
	
	

	(g)
60,000
	
	
	(b)
5,000
	
	
	
	

	
	
	
	
	
	
	
	


PROBLEM 3–6
(Continued)


LIABILITIES
	Accounts Payable
	
	Notes Payable
	
	Mortgage Payable

	(i)
12,000
	(c)
18,000
	
	(r)
10,000
	(e)
10,000
	
	(h)
2,750
	(g)
55,000

	(k)
2,500
	(j)
1,500
	
	
	
	
	
	

	
	Bal.
5,000
	
	
	Bal.
0
	
	
	Bal.
52,250

	
	
	
	
	
	
	
	




OWNERS’ EQUITY
	Capital Stock
	
	
	
	

	
	(a)
50,000
	
	
	
	
	
	

	
	
	
	
	
	
	
	




RETAINED EARNINGS
	Sales Revenue
	
	Rent Revenue
	
	Interest Revenue

	
	(d)
25,000
	
	
	(q)
1,500
	
	
	(n)
250

	
	
	
	
	
	
	
	


	Cost of Goods Sold
	
	Wages Expense
	
	Utilities Expense

	(d)
15,000
	
	
	(l)
7,500
	
	
	(o)
600
	

	
	
	
	
	
	
	
	


	Interest Expense
	
	
	
	

	(h)
2,750
	
	
	
	
	
	
	

	(r)
1,200
	
	
	
	
	
	
	

	Bal.
3,950
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


PROBLEM 3–6
(Concluded)

2.
Trafalga, Inc.

Trial Balance

December 31, 2003



Debits


Credits

Cash

$
27,950

Accounts Receivable


2,500

Notes Receivable


0

Inventory


3,000

Supplies


1,500

Land


7,000

Building


60,000

Equipment


5,000

Accounts Payable



$
5,000

Notes Payable




0

Mortgage Payable




52,250

Capital Stock




50,000

Sales Revenue




25,000

Rent Revenue




1,500

Interest Revenue




250

Cost of Goods Sold


15,000

Wages Expense


7,500

Utilities Expense


600

Interest Expense


3,950



Totals

$134,000
$134,000
3.
Trafalga, Inc.

Income Statement

For the Year Ended December 31, 2003

Sales revenue


$25,000

Cost of goods sold



15,000
Gross profit


$10,000

Operating expenses:


Wages expense

$7,500


Utilities expense


600

8,100
Operating income



$
1,900

Other revenues and expenses:


Interest expense

$3,950


Rent revenue


1,500


Interest revenue


250

(2,200)

Net loss



$
(300)
PROBLEM 3–9
Unifying Concepts: Journal Entries, T-Accounts, Trial Balance

1.

2003

May
3
Accounts Payable

6,000




Cash


6,000


6
Cash

4,900




Accounts Receivable


4,900


7
Cash

6,000



Accounts Receivable

4,000




Sales Revenue


10,000



Cost of Goods Sold

7,700




Inventory


7,700

PROBLEM 3–9
(Continued)

May
8
Cash

8,000



Notes Receivable

5,000




Land


13,000


10
Inventory

10,000




Accounts Payable


10,000


15
Notes Payable

5,000




Cash


5,000


21
Cash

2,000




Capital Stock


2,000


23
Cash

7,500




Sales Revenue


7,500



Cost of Goods Sold

4,000




Inventory


4,000


25
Salaries Expense

2,000




Cash


2,000


26
Rent Expense

500




Cash


500


29
Furniture

500




Cash


500

2.

	Cash
	
	Notes Receivable

	Beg. Bal.
10,100
	5/3
6,000
	
	5/8
5,000
	

	5/6
4,900
	5/15
5,000
	
	
	

	5/7
6,000
	5/25
2,000
	
	
	

	5/8
8,000
	5/26
500
	
	
	

	5/21
2,000
	5/29
500
	
	
	

	5/23
7,500
	
	
	
	

	End. Bal.
24,500
	
	
	
	

	
	
	
	
	


	Accounts Receivable
	
	Inventory

	Beg. Bal.
4,900
	5/6
4,900
	
	Beg. Bal.
16,000
	5/7
7,700

	5/7
4,000
	
	
	5/10
10,000
	5/23
4,000

	End. Bal.
4,000
	
	
	End. Bal.
14,300
	

	
	
	
	
	


PROBLEM 3–9
(Continued)

	Land
	
	Building

	Beg. Bal.
26,000
	5/8
13,000
	
	Beg. Bal.
24,000
	

	End. Bal.
13,000
	
	
	
	

	
	
	
	
	


	Furniture
	
	Notes Payable

	Beg. Bal.
4,000
	
	
	5/15
5,000
	Beg. Bal.
25,000

	5/29
500
	
	
	
	

	End. Bal.
4,500
	
	
	
	End. Bal.
20,000

	
	
	
	
	


	Accounts Payable
	
	Capital Stock

	5/3
6,000
	Beg. Bal.
12,000
	
	
	Beg. Bal.
30,000

	
	5/10
10,000
	
	
	5/21
2,000

	
	End. Bal.
16,000
	
	
	End. Bal.
32,000

	
	
	
	
	


	Retained Earnings
	
	Sales Revenue

	
	Beg. Bal.
18,000
	
	
	5/7
10,000

	
	
	
	
	5/23
7,500

	
	
	
	
	End. Bal.
17,500

	
	
	
	
	


	Cost of Goods Sold
	
	Salaries Expense

	5/7
7,700
	
	
	5/25
2,000
	

	5/23
4,000
	
	
	
	

	End. Bal.
11,700
	
	
	
	

	
	
	
	
	


	
	
	Rent Expense

	
	
	
	5/26
500
	

	
	
	
	
	


PROBLEM 3–9
(Concluded)

3.
Downtown Company

Trial Balance

May 31, 2003



Debits


Credits

Cash

$
24,500

Notes Receivable


5,000

Accounts Receivable


4,000

Inventory


14,300

Land


13,000

Building


24,000

Furniture


4,500

Notes Payable



$
20,000

Accounts Payable




16,000

Capital Stock




32,000

Retained Earnings




18,000

Sales Revenue




17,500

Cost of Goods Sold


11,700

Salaries Expense


2,000

Rent Expense


500



Totals

$103,500
$103,500
Chapter 4
PROBLEM 4–2
Adjusting Entries

a.
Salaries Expense

14,240



Salaries Payable


14,240

b.
Interest Expense

6,000



Interest Payable


6,000




($160,000 × 0.15 × 3/12 year = $6,000)

c.
Rent Expense

4,000



Prepaid Rent


4,000




($24,000/6 months = $4,000; $4,000 × 1 month = $4,000)

PROBLEM 4–2
(Concluded)

d.
Unearned Rent Revenue

48,600



Rent Revenue


48,600




($82,000 – $33,400 = $48,600)

e.
Insurance Expense

1,000



Prepaid Insurance


1,000

f.
Interest Receivable

300



Interest Revenue


300

PROBLEM 4–3
Adjusting Entries

a.
Unearned Rent Revenue

31,750



Rent Revenue


31,750




($56,500 – $24,750 = $31,750)

b.
Interest Receivable

4,500



Interest Revenue


4,500

c.
Salaries Expense

11,500



Salaries Payable


11,500

d.
Interest Expense

8,000



Interest Payable


8,000




($200,000 × 0.12 × 4/12 = $8,000)

e.
Insurance Expense

2,150



Prepaid Insurance


2,150

f.
Rent Expense

4,500



Prepaid Rent


4,500




($18,000/6 months = $3,000 per month;




$3,000 × 1 1/2 months = $4,500)

PROBLEM 4–4
Year-End Analysis of Accounts

1.
Wages Payable balance at December 31, 2003

$
3,000


Add cash wages paid in 2003


29,600


Total

$32,600


Less balance of Wages Payable at January 1, 2003


2,600

Wages Expense for 2003

$30,000
2.
Unearned Rent at January 1, 2003

$
4,500


Add cash rent received in 2003


12,000


Total

$16,500


Less Unearned Rent balance at December 31, 2003


5,000

Rent Revenue for 2003

$11,500
PROBLEM 4–4
(Concluded)

3.
Prepaid Insurance balance at January 1, 2003

$
100


Add cash insurance paid in 2003


720


Total

$
820


Less Prepaid Insurance balance at December 31, 2003


120

Insurance Expense for 2003

$
700
Alternative solution using T-accounts:

	1.
Wages Payable
	
	Wages Expense

	Cash paid
29,600
	Bal. (1/1/03)
2,600
	
	
	

	
	
30,000
	
	
30,000
	

	
	Bal. (12/31/03)
3,000
	
	Bal. (12/31/03)
30,000
	

	
	
	
	
	


	2.
Unearned Rent
	
	Rent Revenue

	
	Bal. (1/1/03)
4,500
	
	
	

	
	Cash rec’d.
12,000
	
	
	

	
11,500
	
	
	
	
11,500

	
	Bal. (12/31/03)
5,000
	
	
	Bal. (12/31/03)
11,500

	
	
	
	
	


	3.
Prepaid Insurance
	
	Insurance Expense

	Bal. (1/1/03)
100
	
	
	
	

	Cash paid
720
	
	
	
	

	
	
700
	
	
700
	

	Bal. (12/31/03)
120
	
	
	Bal. (12/31/03)
700
	

	
	
	
	
	


Chapter 5

EXERCISE 5–1
Accounting Errors—Transaction Errors

a.
The asset account, Equipment—Truck, is understated by the cost of the truck. Maintenance Expense is overstated by the same amount. In the basic accounting equation, Assets and Owners’ Equity are each understated. The overstated expense results in an understatement of income.

b.
Cash is understated and Accounts Receivable is overstated. The accounting equation is not affected because both accounts are assets. Because no revenue or expense accounts are affected, income is not affected.

c.
Accounts Receivable is overstated by the amount of the fictitious sales. Sales Revenue is also overstated by the same amount. In the accounting equation, Assets and Owners’ Equity are both overstated. Because the revenue account is overstated, so is income.

d.
Both Repairs Expense and Accounts Payable are understated by $300. In the accounting equation, Liabilities are understated and Owners’ Equity is overstated. Income is overstated by $300 because of the expense understatement.

e.
Unearned Revenue, a liability account, is understated by the amount of the prepayment received on December 31. Rent Revenue is overstated. In the accounting equation, Liabilities are understated and Owners’ Equity is overstated. Income is overstated because of the revenue overstatement.

EXERCISE 5–4
Internal Control Procedures

a.
Authorization. The managers of the stores should follow the authorization policy and review all requests for large amounts of credit.

b.
Segregation of duties and independent check on performance. The bank reconciliation should be performed by a second individual, preferably someone not in the accounting department.

c.
Segregation of duties. Various functions should be assigned to different people. If the record keeping and physical handling of inventory were performed by two separate individuals, the opportunity for theft would be greatly reduced.

d.
Adequate documents and records. A well-designed document should be formatted so that it can be handled quickly and efficiently.

Chapter 6

EXERCISE 6–8
Estimating Bad Debts

1.
Bad debt expense = $4,500 + $2,500 = $7,000

2.
Bad debt expense = ($48,900 × 3% = $1,467); $1,467 + $2,500 = $3,967

3.
Bad debt expense = $200,000 × 0.5% = $1,000 (Note: Any balance in Allowance for Bad Debts is ignored when using the percentage of sales method.)

EXERCISE 6–21*
Preparing a Bank Reconciliation

Oldroyd Company

Bank Reconciliation

January 31, 2003

Balance per bank statement

$64,502
Balance per books

$72,802

Additions to bank balance:
Additions to book balance:

Check in error


1,764
Interest earned


40
Deposits in transit


10,928

Total

$77,194

Total

$72,842

Deductions from bank balance:
Deductions from book balance:

Outstanding checks


(5,778)
Service charges


(26)


NSF check


(1,400)

Adjusted bank balance

$71,416
Adjusted book balance

$71,416

Chapter 7

EXERCISE 7–14
FIFO, LIFO, and Average Cost Calculations (Periodic Inventory Method)

(a)
FIFO


Cost of goods sold

32 computers at $1,200 = $38,400


Cost of goods available for sale

$103,100


Less cost of goods sold


38,400

Ending inventory

$
64,700


Cost of goods available for sale:


Beginning inventory

40 computers at $1,200
=
$
48,000


Apr.
5
Purchase

15 computers at $1,300
=

19,500



11
Purchase

16 computers at $1,350
=

21,600



24
Purchase

10 computers at $1,400
=

14,000

Cost of goods available for sale

$103,100

(b)
LIFO


Cost of goods sold

10 computers at $1,400
=
$14,000



16 computers at $1,350
=
21,600



6 computers at $1,300
=

7,800

$43,400


Cost of goods available for sale

$103,100


Less cost of goods sold


43,400

Ending inventory

$
59,700
(c)
Average Cost


Units


Model M computers available for sale

81
(40 + 15 + 16 + 10)


Model M computers sold

32

Model M computers ending inventory

49


Average cost = 

 = $1,272.84 per computer (rounded)


Cost of goods sold

32 computers at $1,272.84
=
$40,731

Ending inventory

49 computers at $1,272.84
=
$62,369
EXERCISE 7–15
Inventory Ratios

Atkins
Inventory turnover:   $690,000/$44,000 = 15.7 times


Number of days’ sales in inventory:   365/15.7 = 23.2 days

Burbank
Inventory turnover:   $910,000/$87,500 = 10.4 times


Number of days’ sales in inventory:   365/10.4 = 35.1 days

Atkins Computers is handling its inventory more efficiently, as shown by its higher inventory turnover and its lower days’ sales in inventory.

EXERCISE 7–16*
Inventory Errors



a


b


c


1.
Sales revenue

$
84,000
$
84,000
$
80,000

Beginning inventory

$
18,000
$
18,000
$
18,000


Net purchases


44,000

44,000

44,000

Cost of goods available for sale

$
62,000
$
62,000
$
62,000


Ending inventory


(13,000)

(11,000)

(11,000)


Cost of goods sold

$
49,000
$
51,000
$
51,000

Gross margin

$
35,000
$
33,000
$
29,000

2.
The proper method is (b): recording the sale and not counting the inventory.

3.
Method (a) overstates gross margin and net income.

Chapter 9

EXERCISE 9–8
Depreciation Calculations

1.
a.
Straight-line method



2002: 
[image: image1.wmf]$15,000 

 $2,000

4 years

-

 = $3,250 ( 1/2 year = $1,625



2003:
$3,250


b.
Units-of-production method



2002: 
[image: image2.wmf]miles

 

104,000

$2,000

 

 

$15,000

-

 ( 9,000 miles = $1,125



2003: 
[image: image3.wmf]miles

 

104,000

$2,000

 

 

$15,000

-

 ( 27,000 miles = $3,375

2.
There is no definitive answer to the question of which depreciation method more closely reflects the used-up service potential of the car. If there is no obsolescence factor, then the asset probably would wear out based on use, for which the units-of-production method would appear to be more appropriate. If obsolescence is an important factor in determining the car’s useful life, the car’s service potential would probably decline on an accelerated basis because obsolescence affects a car’s fair market value more when it is newer than when it is older. The decline in service potential would also be affected by the extent to which the maintenance policy assumed in selecting the four-year life is actually followed during the four-year period.

EXERCISE 9–22*
Depreciation Calculations

1.
Double-declining-balance



2002: $30,000 ( (20% ( 2)
=
$12,000



2003: ($30,000 – $12,000) ( 40%
=
7,200



2004: ($30,000 – $12,000 – $7,200) ( 40%
=
4,320

2.
175% declining-balance



2002: $30,000 ( (20% ( 1.75)
=
$10,500



2003: ($30,000 – $10,500) ( 35%
=
6,825



2004: ($30,000 – $10,500 – $6,825) ( 35%
=
4,436

3.
Sum-of-the-years’-digits



2002: ($30,000 – $2,000) ( 5/15
=
$9,333



2003: ($30,000 – $2,000) ( 4/15
=
7,467



2004: ($30,000 – $2,000) ( 3/15
=
5,600

Chapter 10

EXERCISE 10–8
Accounting for a Mortgage

1.
Using Table II, the present value of an annuity factor for 60 payments at an interest rate of 1% is 44.9550. Dividing this factor into $50,000 results in a monthly payment of $1,112 (rounded).

2.

Monthly
Principal
Interest
Outstanding



Month

Payment

Paid


Paid


Balance






$50,000


January
$
1,112
$
612
$
500
49,388


February
1,112
618
494
48,770


March
1,112
624
488
48,146


April
1,112
631
481
47,515


May
1,112
637
475
46,878


June
1,112
643
469
46,235


July
1,112
650
462
45,585


August
1,112
656
456
44,929


September
1,112
663
449
44,266


October
1,112
669
443
43,597


November
1,112
676
436
42,921


December

1,112

683

429
42,238


Totals
$13,344
$7,762
$5,582
EXERCISE 10–8
(Concluded)

3.
2003


Jan.
31
Mortgage Payable

612




Interest Expense

500





Cash


1,112






To record payment of first mortgage payment.
4.
For each subsequent journal entry, the accounts will be the same; only the amounts will differ. The table prepared in (2) provides the amount of interest and principal for each successive payment.

EXERCISE 10–10
Lease Accounting

1.
If the lease qualifies as an operating lease, no entry is made on January 2. For operating leases, journal entries are made only when the lease payments are made.

2.
2003


Dec.
31
Rent Expense

4,141





Cash


4,141






To record payment on operating lease.

3.
2003


Jan.
2
Leased Equipment

14,216*





Lease Liability


14,216






To record asset obtained through capital lease 
agreement and corresponding liability.



* From Table II—$4,141 ( 3.4331 = $14,216

EXERCISE 10–10
(Concluded)

4.
2003


Dec.
31
Lease Liability

2,151




Interest Expense

1,990





Cash


4,141






To record first lease payment. Interest computed
as follows: $14,216 ( 0.14 = $1,990. The amount 
applied to reduce the lease obligation is $2,151 
($4,141 – $1,990).

EXERCISE 10–12
Issuance Price of Bonds

The issuance price is determined as follows:

Maturity value of the bonds

$
56,000

PV discounted at 5% for 10 periods (Table I)

(
0.6139




$34,378

Interest payments ($56,000 ( 0.04)

$
2,240

PV of interest payments discounted at


5% for 10 payments (Table II)

(
7.7217





17,297
Total issuance price



$51,675
Chapter 11

EXERCISE 11–5
Stock Issuance, Treasury Stock, and Dividends

a.
Cash

2,400,000



Common Stock


1,600,000



Paid-In Capital in Excess of Par, Common Stock


800,000




Issued 80,000 shares of common stock at $30 per 
share (80,000 ( $30 = $2,400,000; 80,000 ( $20 = 
$1,600,000).

b.
Cash

168,000



Preferred Stock


140,000



Paid-In Capital in Excess of Par, Preferred Stock


28,000




Issued 14,000 shares of preferred stock at $12 per
share 
(14,000 ( $12 = $168,000; 14,000 ( $10 = $140,000).

c.
Treasury Stock

200,000



Cash


200,000




Purchased 5,000 shares of outstanding common
stock at $40 per share (5,000 ( $40 = $200,000).

d.
Cash

12,500


Retained Earnings

7,500



Treasury Stock


20,000




Reissued 500 shares of treasury stock at $25 per 
share (500 ( $25 = $12,500).

EXERCISE 11–5
(Concluded)

e.
Dividends, Preferred Stock

8,400


Dividends, Common Stock

30,200



Dividends Payable


38,600




Declared dividends on preferred and common stock.


Dividend calculations:

Preferred dividend:



14,000 ( $10 ( 6% = $8,400


Common dividend:



Total dividend


$38,600



Less preferred dividend



8,400

Common stock’s share


$30,200

f.
Dividends Payable

38,600



Cash


38,600




Paid dividends to preferred and common stockholders.

EXERCISE 11–6
Stock Issuance, Treasury Stock, and Dividends

a.
Cash

1,750,000



Common Stock


700,000



Paid-In Capital in Excess of Par, Common Stock


1,050,000




Issued 70,000 shares of common stock at $25 per 
share (70,000 ( $25 = $1,750,000; 70,000 ( $10 =
$700,000).
b.
Cash

240,000



Preferred Stock


160,000



Paid-In Capital in Excess of Par, Preferred Stock


80,000




Issued 8,000 shares of preferred stock at $30 per 
share (8,000 ( $30 = $240,000; 8,000 ( $20 = $160,000).

c.
Treasury Stock

100,000



Cash


100,000




Purchased 5,000 shares of outstanding common 
stock at $20 per share (5,000 ( $20 = $100,000).

EXERCISE 11–6
(Concluded)

d.
Cash

46,000



Treasury Stock


40,000



Paid-In Capital, Treasury Stock


6,000




Reissued 2,000 shares of treasury stock at $23 per 
share (2,000 ( $23 = $46,000; 2,000 ( $20 = $40,000).

e.
Dividends, Preferred Stock

12,800


Dividends, Common Stock

67,000



Dividends Payable


79,800




Declared dividends on preferred and common stock 
(preferred: 8,000 ( $20 ( 8% = $12,800; common: 
70,000 – 5,000 + 2,000 = 67,000 shares outstanding 
at $1 per share).

EXERCISE 11–9
Dividend Calculations

Case

Preferred Stock


Common Stock


A
$400,000 ( 5% = $20,000

$66,000 (remaining portion)


B
$400,000 ( 5% = $20,000
(current year)
$26,000 (remaining portion)



40,000
(arrears—2 years)


$60,000
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