Solutions for Intermediate Accounting 11th Edition by
Spiceland

CLICK HERE TO ACCESS COMPLETE Solutions

Intermediate
Accounting



https://testbanks.ac/product/9781264134526-SOLUTIONS-5/
https://testbanks.ac/product/9781264134526-SOLUTIONS-5/
https://testbanks.ac/product/9781264134526-SOLUTIONS-5/
https://testbanks.ac/product/9781264134526-SOLUTIONS-5/

COM

TBEXAM.

ICLI CK HERE TO ACOEBRXAMEANOMPLETE Sol uti ongd

Chapter 2 Review of the Accounting Process

QUESTIONS FOR REVIEW OF KEY TOPICS

Question 2-1
External events involve an exchange transaction between the company and a

separate economic entity. For every external transaction, the company is receiving
something in exchange for something else. Internal events do not involve an
exchange transaction but do affect the financial position of the company. Examples of
external events are the purchase of inventory, a sale to a customer, and the borrowing
of cash from a bank. Examples of internal events include the recording of
depreciation expense, the expiration of prepaid rent, and the accrual of salary expense.

Question 2-2
According to the accounting equation, there is equality between the total

economic resources of an entity, its assets, and the claims to those resources,
liabilities, and equity. This implies that, since resources must always equal claims, the
net effect of any transaction cannot affect one side of the accounting equation
differently than the other side.

Question 2-3

The purpose of a journal is to capture, in chronological order, the dual effect of a
transaction in storage areas called accounts. A general ledger is an organized
collection of accounts. The purpose is to keep track of the increases, decreases, and
balances in each account.

Solutions Manual, Chapter 2 2-1
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Answers to Questions (continued)

Question 2-4

Permanent accounts represent the financial position of a company—assets,
liabilities and owners' equity—at a particular point in time. Temporary accounts
represent the changes in shareholders’ equity, the retained earnings component of
equity for a corporation, caused by revenue, expense, gain, loss, and dividend
transactions. It would be cumbersome and less informative to record
revenue/expense, gain/loss, and dividend transactions directly into the permanent
retained earnings account. Recording these transactions in temporary accounts
facilitates the preparation of the financial statements.

Question 2-5
Assets are increased by debits and decreased by credits. Liabilities and equity
accounts are increased by credits and decreased by debits.

Question 2-6

Revenues and gains are increased with credits and decreased with debits.
Expenses, losses, and dividends are increased with debits (thus causing owners’ equity
to decrease) and decreased with credits (thus causing owners’ equity to increase).

Question 2—7

The first step in the accounting processing cycle is to identify external
transactions affecting the accounting equation. Source documents, such as sales
invoices, bills from suppliers, and cash register tapes, help to identify the transactions
and then provide the information necessary to process the transaction.

Question 2-8

Transaction analysis is the process of reviewing the source documents to
determine the dual effect on the accounting equation and the specific elements
involved.

2-2 Intermediate Accounting, 11/e
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Answers to Questions (continued)

Question 2-9
After transactions are recorded in a journal, the debits and credits must be
transferred to the appropriate general ledger accounts. This transfer is called posting.

Question 2-10

In Transaction 1 we record the purchase of $20,000 of inventory on account. In
Transaction 2 we record a credit sale of $30,000 and the corresponding cost of goods
sold of $18,000.

Question 2-11

An unadjusted trial balance is a list of the general ledger accounts and their
balances at a time before any end-of-period adjusting entries have been recorded. An
adjusted trial balance is prepared after adjusting entries have been recorded and posted
to the accounts.

Question 2-12

We use adjusting entries to record the effect on financial position of internal
events, those that do not involve an exchange transaction with another entity. We
record them at the end of any period when financial statements are prepared to
properly reflect financial position and results of operations according to the accrual
accounting model, that is, to update accounts to their proper balances before we report
those balances in the financial statements.

Question 2-13

Closing entries transfer the balances in the temporary owners’ equity accounts
(revenues, expenses, gains, losses, dividends) to a permanent owners’ equity account,
retained earnings for a corporation. This occurs only at the end of a reporting period
in order to reduce the temporary accounts to zero before beginning the next reporting
year.

Solutions Manual, Chapter 2 2-3
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Answers to Questions (continued)

Question 2-14

Prepaid expenses represent assets recorded when a cash disbursement creates
benefits that extend beyond the current reporting period. Examples are supplies on
hand at the end of a period, prepaid rent, and prepaid insurance.

Question 2-15
The adjusting entry required when deferred revenues are recognized is a debit to
the deferred revenue liability and a credit to revenue.

Question 2-16

Accrued liabilities are recorded when an expense has been incurred that will not
be paid until a subsequent reporting period. The adjusting entry needed to record an
accrued liability is a debit to an expense and a credit to a liability.

Question 2-17

Income statement—The purpose of the income statement is to summarize the
profit-generating activities of a company during'a particular period of time. It is a
“change statement” that reports the changes in shareholders’ (owners’) equity that
occurred during the period as a result of revenues, expenses, gains, and losses.

Statement of comprehensive income—The statement of comprehensive income
extends the income statement to report changes in shareholders’ equity during the
reporting period that were not a result of transactions with owners. This statement
includes net income and also other comprehensive income items.

Balance sheet—The purpose of the balance sheet is to present the financial
position of a company at a particular point in time. It is an organized list of assets,
liabilities, and permanent shareholders’ equity accounts.

Statement of cash flows—The purpose of the statement of cash flows is to
disclose the events that caused cash to change during the period.

Statement of shareholders’ equity—The purpose of the statement of
shareholders’ equity is to disclose the sources of the changes in the various
shareholders’ equity accounts that occurred during the period. This statement includes
changes resulting from investments by owners, distributions to owners, net income,
and other comprehensive income.
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Answers to Questions (continued)

Question 2-18

A worksheet provides a way to organize the accounting information needed to
prepare adjusting and closing entries and the financial statements. This error would
result in an overstatement of revenue and thus net income and thus retained earnings,
and an understatement of liabilities.

Question 2-19

Reversing entries are recorded at the beginning of a reporting period. They
reverse the effects of some of the adjusting entries recorded at the end of the previous
reporting period. This simplifies the journal entries recorded during the new period by
allowing cash payments or cash receipts to be entered directly into the expense or
revenue account without regard to the accrual recorded at the end of the previous
period.

Question 2-20

The purpose of special journals is to record, in chronological order, the dual
effect of repetitive types of transactions, such as cash receipts, cash disbursements,
credit sales, and credit purchases.

Special journals simplify the recording process in the following ways: (1)
journalizing the effects of a particular transaction is made more efficient through the
use of specifically designed formats; (2) individual transactions are not posted to the
general ledger accounts, but are accumulated in the special journals and a summary
posting is made on a periodic basis; and (3) the responsibility for recording journal
entries for the repetitive types of transactions is placed on individuals who have
specialized training in handling them.
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Answers to Questions (concluded)

Question 2-21

The general ledger is a collection of control accounts representing assets,
liabilities, and permanent and temporary sharcholders’ equity accounts. The
subsidiary ledger contains a group of subsidiary accounts associated with a particular
general ledger control account. For example, there will be a subsidiary ledger for
accounts receivable that will keep track of the increases and decreases in the account
receivable balance for each of the company’s customers purchasing goods or services
on credit. At any point in time, the balance in the accounts receivable control account
should equal the sum of the balances in the accounts receivable subsidiary ledger
accounts.

2-6 Intermediate Accounting, 11/e
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BRIEF EXERCISES

Brief Exercise 2-1

(a)
(b)
(©)
(d)

Assets Liabilities  + Stockholders’ Equity
+$50,000 $0 + +$50,000
+$35,000 +$35,000 + $0
—$10,000 —$10,000 + $0

—$5,000 $0 + —$5,000

Solutions Manual, Chapter 2
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Brief Exercise 2-2

Dual Effect
1. Issue 10,000 shares of common stock Assets Stockholders’
in exchange for $32,000 in cash. increase equity increases
2. Purchase land for $19,000. A note Assets Liabilities
payable is signed for the full amount. increase increase

3. Purchase equipment for $8,000 cash. One asset (equipment) increases
and another asset (cash) decreases

4. Hire three employees for $2,000 per No effect on the accounting
month. Salaries are not paid until the equation
end of the month.

5. Receive cash of $12,000 in rental fees Assets Stockholders’
for the current month. Increase equity increases

6. Purchase office supplies for $2,000 Assets Liabilities
on account. increase increase

7. Pay employees $6,000 for the first Assets Stockholders’
month’s salaries. decrease equity decreases

Brief Exercise 2-3

Q) Debit Credit
Equipment 23,400
Cash 23,400
(Purchase equipment with cash)
(2)
Cash 6,800
Service Revenue 6,800
(Provide services for cash)
2-8 Intermediate Accounting, 11/e
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3)

Rent Expense 1,300
Cash 1,300
(Pay current month’s rent)

(4)

Supplies 1,000
Accounts Payable 1,000
(Purchase office supplies on account)

(5)

Salaries Expense 2,100
Cash 2,100
(Pay current month’s salaries)

Solutions Manual, Chapter 2 2-9
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Brief Exercise 2-4

(1) Debit Credit

Advertising Expense 700
Cash 700
(Pay advertising for current month)

(2)

Supplies 1,300
Accounts Payable 1,300
(Purchase supplies on account)

3

Cash 2,900
Service Revenue 2,900
(Provide services for cash)

(4)

Salaries Expense 900
Cash 900
(Pay salaries for current month)

(5)

Accounts Receivable 1,000
Service Revenue 1,000
(Provide services on account)

(6)

Utilities Expense 300
Cash 300
(Pay utilities for current month)

2-10 Intermediate Accounting, 11/e
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Brief Exercise 2-5

(1) Debit Credit

Cash 21,000
Common Stock 21,000
(Issue common stock)

(2)

Cash 9,000
Notes Payable 9,000
(Obtain bank loan)

3)

Equipment 25,000
Cash 25,000
(Purchase equipment for cash)

(4)

Advertising Expense 1,100
Cash 1,100
(Purchase advertising for current month)

(5)

Accounts Receivable 18,000
Service Revenue 18,000
(Provide services on account)

(6)

Cash 13,000
Accounts Receivable 13,000
(Receive cash on account)

(7)

Salaries Expense 6,000
Cash 6,000
(Pay salaries for current month)

Solutions Manual, Chapter 2 2-11
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Brief Exercise 2-6

Cash

5,000

Q) 15,000 9,000 (2)
4) 8,000 3,000 (3)
(6) 4,000 1,000 (5)
7,000 (7)

12,000

Transaction (8) is not posted to the Cash T-account because a purchase on account
does not involve cash.

Brief Exercise 2—7

Assets = Liabilities + Paid-in Capital + Retained Earnings

1. + 165,000 (inventory) + 165,000 (accounts payable)
2. — 40,000 (cash) — 40,000 (expense)
3. + 200,000 (accounts receivable) + 200,000 (revenue)
— 120,000 (inventory) — 120,000 (expense)

4. + 180,000 (cash)
— 180,000 (accounts receivable)
5. — 145,000 (cash) — 145,000 (accounts payable)

2-12 Intermediate Accounting, 11/e
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Brief Exercise 2-8

Lo INVENTOIY .o 165,000
Accounts payable ..........cccoooeiiiii 165,000

2. Salaries EXPENSE ....veeiveeieeiiie et 40,000
CaSH 40,000

3. Accounts receivable ... 200,000
SalES FEVENUE ..o 200,000

Cost of goods SOId ........ccccvviieeiieiec e, 120,000
INVENTOTY oo 120,000

A, CASN i 180,000
Accounts receivable ..o 180,000

5. Accounts payable ..o, 145,000
CaSN . 145,000

Solutions Manual, Chapter 2 2-13
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Brief Exercise 2-9

BALANCE SHEET ACCOUNTS
Cash Accounts receivable
6/1 Bal. 65,000 6/1 Bal. 43,000
4. 180,000 | 40.000 2. 3. 200,000 | 180,000 4.
145,000 5.
6/30 Bal. 60,000 6/30 Bal. 63,000
Inventory Accounts payable
6/1 Bal. 0 6/1 Bal. 22,000
1. 165,000 | 120,000 3. 5. 145,000 | 165.000 1.
6/30 Bal. 45,000 6/30 Bal. 42,000
INCOME STATEMENT ACCOUNTS
Sales revenue Cost of goods sold
0 6/1Bal. 6/1Bal. 0
200,000 3. 3. 120,000

200,000 6/30 Bal. 6/30 Bal. 120,000

Salaries expense

6/1 Bal. 0
2. 40,000

6/30 Bal. 40,000

2-14 Intermediate Accounting, 11/e
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Brief Exercise 2-10
1. Prepaid iNSUMANCE .......ccovveveeerieeieeviee e eee e 12,000
(@1 [ 12,000
2 NOLES reCeIVADIE ......occvveiiiieeriie e 10,000
(O 1S] 1 [ 10,000
3. EQUIPMENT ..o 60,000
CASN i ————— 60,000
Brief Exercise 2-11
1. Insurance expense ($12,000 X 3/12).....ccccveeerrreeeesiuneenns 3,000
Prepaid INSUFANCE ....cccovveenrinesiereeriseseseeesneesnneeanns 3,000
2. Interest receivable ($10,000 X 6% X 6/12) ....coevuvvreerrnnee. 300
INTEIESE FTEVENUE .vveeeieeeeeeeeeeeee e 300
3. Depreciation eXPENSE .......cccveveviireieereeseeseesieneeas 12,000
Accumulated depreciation............c.cceeveveeiiennnnnn 12,000
Brief Exercise 2-12
Higher
(lower)
1. $ 3,000
2. (300)
3. 12,000
Net effect $14,700
Solutions Manual, Chapter 2 2-15
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Brief Exercise 2-13

1. Deferred Service revenue ..........ccccoeeevveeeiveesiveennn. 4,000
SEIVICE FEVENUE .....cvveeciiee ettt 4,000
2. Advertising expense ($2,000 X 1/2) ....ccoviieerieeniieniene 1,000
Prepaid advertising ..........cccocvvvvvinnienneeneenien 1,000
3. Salaries EXPENSE .....cccvvivviie e 16,000
Salaries payable ..., 16,000
4. Interest expense ($60,000 X 8% X 4/12).uvecrrereirreeeerrennns 1,600
Interest payable..........cccoooiiii 1,600
Brief Exercise 2-14
Assets Liabilities Shareholders’ Equity
1. $ 4,000 $(4,000)
2. $1,000 1,000
3. (16,000) 16,000
4. (1,600) 1,600
Net effect 1,000 $(13,600) $14,600
Brief Exercise 2-15
1. Interestreceivable ..o 2,250
Interest revenue ($50,000 X 6% X 9/12)....evevereriininn 2,250
2. Rent expense ($12,000 X 3/12) ...cccvveeeirvveesiieeesineeennnns 3,000
Prepaid rent ......cocevveeeiecie e 3,000
3. Supplies expense ($3,000 + $5,000 — $4,200)................ 3,800
SUPPHIES ... 3,800
4. Salaries EXPENSE .....cove e 6,000
Salaries payable ... 6,000
2-16 Intermediate Accounting, 11/e
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Brief Exercise 2-16

BOWLER CORPORATION
Income Statement
For the Year Ended December 31, 2024

SaleS reVENUE .....ocvovveeeieiecrcesee e $325,000
Cost of goods SOId .......cccvvvvveviieiieiieiie e 168,000
Gross Profit ......ccceevvevieciccie e 157,000

Operating expenses:

Salaries EXPENSE .....ccccveeeereeieieeie e $45,000
RENt EXPENSE ... 20,000
Depreciation eXPense ......ccommiiiieaivieiisinns 30,000
Miscellaneous expense..........cccccvveevveeneenne. 12,000
Total operating expenses .............. 107,000
NEL INCOME ..o $ 50,000
Solutions Manual, Chapter 2 2-17
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Brief Exercise 2-17

2-18

BOWLER CORPORATION
Balance Sheet
At December 31, 2024
Assets
Current assets:
CaSH e, $ 5,000
Accounts receivable ...........cccceevvieiieennnne 10,000
INVENTOIY ..o 16,000
Total current assets .......cccocvevvereeeennnnn, 31,000
Property and equipment:
EQUIPMENT ..o $100,000
Less: Accumulated depreciation ............... (40,000) 60,000
Total @SSetS ......ccvvveevvveeiieeece v $91,000
Liabilities and Shareholders' Equity
Current liabilities:
Accounts payable .........cccoceveiiiiieiicien, $20,000
Salaries payable ........ccccooeviiiiiiiiiee 12,000
Total current liabilities ........ccccovvveeeen. 32,000
Shareholders’ equity:
Common StOCK .....ccveieieiiricccec e $50,000
Retained earnings .......ccccoevevevvnvesivennennn 9,000
Total shareholders’ equity ................... 59,000
Total liabilities and shareholders’ equity 91,000

Intermediate Accounting, 11/e
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Brief Exercise 2-18
SAIES FEVENUE ...ttt e e 850,000
Retained earnings ........ccccocvevvee e evee s 850,000
Retained  arnings .......ccccevveveeiieeeie e 815,000
Cost 0f goods SOId ........ceevvviiieiiciec e 580,000
Salaries EXPENSE. .....ccveeiie e 180,000
RENt BXPENSE...eiiii i 40,000
INTEreSt EXPENSE ...vvvvee it 15,000
Retained earnings .......ccccovvvevveiieeie e see e 12,000
DTV Z L0 (=TT R 12,000
Solutions Manual, Chapter 2 2-19
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Brief Exercise 2-19

Accrual-Basis Cash-Basis
Revenue Recognition Revenue Recognition
1. August 16. June 12.
2. January 27. February 2.
3. April 2. April 2.
4. Revenue is recognized as each July 1.
magazine is delivered.

Brief Exercise 2-20

Accrual-Basis Cash-Basis
Expense Recognition Expense Recognition
August 16. September 2.
January 27. January 6.

3. One month’s worth of insurance January 1.
expense is recognized each month.

4. February 4. February 23.

2-20 Intermediate Accounting, 11/e
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Brief Exercise 2-21

Revenue $428,000*
Expenses:
Salaries (240,000)
Utilities (33,000)**
Advertising (12,000)
Net Income $143,000

Explanation:
*$420,000 cash received plus $8,000 increase ($60,000 — $52,000) in amount due
from customers:

CaSh e 420,000
Accounts receivable (increase in account).................... 8,000
Service revenue (to balance) .........cocvveeveveeeeeveneenne 428,000
** $35,000 cash paid less $2,000 decrease in amount owed to utility company:
Utilities expense (to balance) .........ccceeveeeveeevveesnnns 33,000
Utilities payable (decrease in account) .........ccoecvvevennee. 2,000
CaSN e 35,000
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EXERCISES

Exercise 2-1

Assets - Liabilities + Paid-in Capital + Retained Earnings
1. + 300,000 (cash) + 300,000 (common stock)
2. — 10,000 (cash)

=+

40,000 (equipment)  + 30,000 (notes payable)

3. + 90,000 (inventory) + 90,000 (accounts payable)

4. + 120,000 (accounts receivable) + 120,000 (revenue)
— 70,000 (inventory) — 70,000 (expense)
5 - 5,000 (cash) — 5,000 (expense)
6. — 6,000 (cash)
+ 6,000 (prepaid insurance)
7. — 70,000 (cash) — 70,000 (accounts payable)
8. + 55,000 (cash)
— 55,000 (accounts receivable)
9. — 1,000 (accumulated depreciation) — 1,000 (expense)
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Exercise 2-2

COM

TBEXAM.

1 (OF: 1] [T 300,000
COMMON STOCK.........oeveeitieiii e 300,000

2. EQUIPMENL......ooiiiee e 40,000
Notes payable ... 30,000
(@1 1 [ 10,000

I I 1117=T 01 (o] oY S 90,000
Accounts payable ..........cccooeiiiiiii 90,000

4, Accounts receivable .......cooevveveiiiiee e 120,000
SAlES FTEVENUE ...ttt 120,000

Cost 0f goods SOId ........ccccvvvviiiiieiec e, 70,000
INVENTOTY o 70,000

RENT EXPENSE......eiieiie et 5,000
CaSN e 5,000

Prepaid INSUFaNCe .........ccceevvevieiie e 6,000
CASN et 6,000

Accounts payable ... 70,000
CaSN e 70,000

CaASN e 55,000
Accounts receivable ..o 55,000

Depreciation EXPENSE ......ccvveeereeieeseerieseesieseeseenns 1,000
Accumulated depreciation.............cccocveveereeninnnn, 1,000
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Exercise 2-3 BALANCE SHEET ACCOUNTS
Cash Accounts receivable
3/1 Bal. 0 3/1 Bal. 0
1. 300,000 10,000 2. 4. 120,000 55,000 8.
8. 55,000 5,000 5.
6,000 6.
70,000 7.
3/31Bal. 264,000 3/31Bal. 65,000
Inventory Prepaid insurance
3/1 Bal. 0 3/1 Bal. 0
3. 90,000 70,000 4. 6. 6,000
3/31Bal. 20,000 3/31Bal. 6,000
Equipment Accumulated depreciation
3/1 Bal. 0 0  3/1Bal
2. 40,000 1,000 9.
3/31Bal. 40,000 1,000  3/31Bal.
Accounts payable Notes payable
0 3/1Bal. 0 3/1 Bal.
7. 70,000 90,000 3. 30,000 2.
20,000 3/31 Bal. 30,000 3/31 Bal.

Common stock

0 3/1Bal
300,000 1.

300,000 3/31 Bal.
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Exercise 2-3 (concluded)

INCOME STATEMENT ACCOUNTS

Sales revenue Cost of goods sold
0 3/1Bal. 3/1Bal. 0
120,000 4. 4. 70,000

120,000 3/31Bal. 3/31Bal. 70,000

Rent expense Depreciation expense
3/1 Bal. 0 3/1 Bal. 0
5. 5,000 9. 1,000
3/31 Bal. 5,000 3/31Bal. 1,000
Account Title Debits Credits
Cash $264,000
Accounts receivable 65,000
Inventory 20,000
Prepaid insurance 6,000
Equipment 40,000
Accumulated depreciation $ 1,000
Accounts payable 20,000
Notes payable 30,000
Common stock 300,000
Sales revenue 120,000
Cost of goods sold 70,000
Rent expense 5,000
Depreciation expense 1,000
Totals $471,000 $471,000
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Exercise 2-4

I O 1) TR 500,000
ComMmMmON SEOCK........cccvrieiiiieee et 500,000

2. Office equUIPMENt ....coovvviiieiecee e 100,000
(G- 1] 1 [ 40,000
Notes payable ..o, 60,000

3. INVENTOIY .o 200,000
Accounts payable ...........cocoiiii e, 200,000

4,  AccouNnts reCeivable.........ccovvveeviciiiie e 280,000
SAIES FEVENUE ... ettt r e e 280,000

Cost of goods SOlId..........ccocveevieeiiie e, 140,000
INVENTONY ... 140,000

5. RENUEXPENSE .....ciiiiiiieiiiie et eeseen s ner e s reneanerees 6,000
(G- 1] 1 [ 6,000

6. Prepaid INSUIaNCe........cccecvvvevivevieeiie e 3,000
CaASN e 3,000

7. Accounts payable.........c.cocoviiinin 120,000
(0TS 1 [T 120,000

8. CASN ..t ——— 55,000
Accounts receivable .......ooovecvvveieeieeeeee 55,000

LS B T VT (=10 o T 5,000
(OF= 1] 1 [T 5,000

10, CaSN.iiiiiiiii e 2,000
Deferred Service reVeNUE. ......ccovvvvveeeeeeereecnrnne 2,000
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Exercise 2-5
List A List B

L 1. Source documents a. Record of the dual effect of a transaction in
debit/credit form.

_e 2. Transaction analysis b. Updates to account balances recorded at the
end of a reporting period.

~a 3. Journal c. Primary means of disseminating information
to external decision makers.

i 4. Posting d. To zero out the temporary accounts.

_f 5. Unadjusted trial balance e. Determine the dual effect on the accounting
equation.
b 6. Adjusting entries f. List of accounts and their balances before

recording adjusting entries.

List of accounts and their balances after

recording closing entries.

c_ 8. Financial statements h. List of accounts and their balances after
recording adjusting entries.

_h 7. Adjusted trial balance

Q@

~d 9. Closing entries
~q 10. Post-closing trial balance i. Transferring balances from the journal to the
ledger.
J. Used to identify and process external
transactions.
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Exercise 2—6

Increase (I) or
Decrease (D)

L 1

2. I

3. D

4. I

5. D

6. D

7. D

8. I

© _1
10. I
11. I
12. D
13. I
4. 1
15. D

2-28

Account

Inventory
Depreciation expense
Accounts payable
Prepaid rent

Sales revenue
Common stock
Salaries payable
Cost of goods sold
Utilities expense
Equipment
Accounts receivable
Utilities payable
Rent expense
Interest expense

Interest revenue
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Exercise 2—7
Account(s) Account(s)
Debited Credited
Example: Purchased inventory for cash 3 5
1. Paid a cash dividend. 19 5
2. Paid rent for the next three months. 8 5
3. Sold goods to customers on account. 4,16 9,3
4. Purchased inventory on account. 3 1
5. Purchased supplies for cash. 6 5
6. Issued common stock in exchange for cash. 5 12
7.  Collected cash from customers for goods sold in 3. 5 4
8. Borrowed cash from a bank and signed a note. 5 11
9. Paid salaries for the month of October. 17 5
10. Received cash for advance payment from customer. 5 13
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Exercise 2-8

1. Insurance expense ($12,000 x 6/36)........ccccevcrvreeriverennne 2,000

Prepaid INSUFaNCe .........ccovvevieniieee e 2,000
2. Depreciation EXPENSE ......cceevvereeiieeieerieesiee e siee e 15,000

Accumulated depreciation ............cccceevveviieiiieinnnnn 15,000
3. Salaries BXPENSE ......cccvvieieerreeciee e 18,000

Salaries payable ..o 18,000
4. Interest expense ($200,000 x 129 X 2/12).ccccveeerrrereesseenes 4,000

Interest payable.........ccoooveiiiii 4,000
5. Deferred rent reVENUE ........cccvevvviieiie e see s 1,000

Rent revenue (1/3x $3,000) ....ccecviiiieeeeiiiiieee e 1,000
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Exercise 2-9

1. Interest receivable ($90,000 X 8% X 3/12)..cccvreerirveeennen.
INTEIESE FEVENUE ... e e e e enens

2. Rent expense ($6,000 X 2/3)....cccueeerrereeiveeeniieeeinnneennns
Prepaid rent........cccocoevieie i

3. Deferred rent revenue ($12,000 X 5/12) ccveveeirvereiiveeeennn
Rent revenue ($12,000 X 2/12) ..ccovvvvvvrvrereeeeeeeseeinnnne

4. Depreciation EXPENSE ......cccvvevreeirriiiieeieeireeseesee e,

Accumul

ated depreciation............cccceveveeveesieenn,

5. Salaries eXPENSE ......ccccvveiiieeiieiiee e
Salaries payable........c.ccocvvviiiiiiii

6. Supplies expense ($2,000 + $6,500 — $3,250) ........c.......

Supplies

Solutions Manual, Chapter 2

1,800

4,000

5,000

4,500

8,000

5,250

1,800

4,000

5,000

4,500

8,000

5,250
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Exercise 2-10

1. $7,200 represents nine months of interest on a $120,000 note, or 75% of
annual interest.
$7,200 = 0.75 = $9,600 annual interest
$9,600 -+ $120,000 = 8% interest rate

Or,
$7,200 + $120,000 = .06 nine-month rate
To annualize the nine-month rate: .06 x '%/g = .08 or 8%

2. $60,000 + 12 months = $5,000 rent per month
$35,000 + $5,000 = 7 months expired. The rent was paid on June 1, seven
months ago.

3. $500 represents two months (November and December) accrued interest, or
$250 per month.
$250 x 12 months = $3,000 annual interest
Principal x 6% = $3,000

Principal = $3,000 + .06 = $50,000 note

2-32 Intermediate Accounting, 11/e
© McGraw Hill LLC. All rights reserved. No reproduction or distribution without the prior written consent of McGraw Hill LLC.

TBEXAM COM - THE WORLD S LARGEST TEST BANK AND SOLUTI ONS DATABASE W TH UNBEATABLE RATES



https://tbexam.com
https://tbexam.com
https://testbanks.ac/product/9781264134526-SOLUTIONS-5/

COM

TBEXAM.

ICLI CK HERE TO ACOEBRXAMEANOMPLETE Sol uti ongd

Exercise 2-11

1. Prepaid INSUTANCE .....cocvvvveiieiieeieesiee e see e 2,500
INSUranCe EXPENSE........covvveeeiiiieiiiiee e 2,500
(Five months remaining, July 1 through December 1, $500/month x 5)

2. Prepaid advertising .......c.ccccevveeveeiiesie e, 3,200
AdVertising EXPENSE .....c.ccvvveveevieire e 3,200
(Four months remaining, July 1 through November 1, $800/month x 4)

3. RENETEVENUE......ceeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee e e e 12,000
Deferred rent reVENUE........cooovveeeeveviieieee e, 12,000
(Six months remaining, July 1 through December 31, $2,000/month x 6)
A, SUPPHES ooeeeeeecec e 3,100
SUPPHES BXPENSE ...t 3,100
(Supplies remaining = $7,200 - $4,100 = $3,100)
5. Delivery revVenue ........cccccceevieeiie e 1,200
Deferred delivery revenue..........ccccceevvevveeciveeennnen, 1,200

(Remaining delivery services owed = $3,000 — $1,800 = $1,200)
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Exercise 2-12

Requirement 1

BLUEBOY CHEESE CORPORATION
Income Statement
For the Year Ended December 31, 2024

SaleS FEVENUE ....ocvvevveiieieiecese e $800,000
Cost of goods Sold .........ccoveveviieiieciieie, 480,000
Gross Profit ......ccccevvveeeieevee e 320,000
Operating expenses:

Salaries EXPENSE......ccccvevveieeiieireeere e, $120,000

ReNt eXPENSE....cvveiiiiiieeecee e 30,000

Depreciation eXpense ........ccccceevveeveerveenne. 60,000

AdVertising eXPense ........ccccvvevveerassessinsas 5,000

Total operating expenses .............. 215,000

Operating INCOME ......cccovevvevieiie e 105,000
Other expense:

INterest eXPENSE ....cveveviveeeiiiee e 4,000
NEt INCOME ..occvveeieece e $101,000
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Exercise 2-12 (continued)

BLUEBOY CHEESE CORPORATION
Balance Sheet
At December 31, 2024

Assets
Current assets:
CaS ..o $ 21,000
Accounts receivable .........ccocvieiiiienine 300,000
INVENTOIY ..o 50,000
Prepaid rent .......cccoovevvevie e 10,000
Total current assets ....ccvvvvvveeevvviiinrenee, 381,000
Property and equipment:
Office equipment .........ccccecveieveiiciieenen, $600,000
Less: Accumulated depreciation................ (250,000) 350,000
Total asSets .....ccovcevvvvvieieeeereeei, $731,000
Liabilities and Shareholders' Equity
Current liabilities:
Accounts payable ..., $ 60,000
Salaries payable .......c.ccccovviiiiiiiiiiiie 8,000
Interest payable .......ccccocvvvvevieviiiice, 2,000
Notes payable ........cccocveviiiiiiniecee 60,000
Total current liabilities ..............ccoevenen. 130,000
Shareholders’ equity:
Common StOCK .....ccccvvviiiii e, $400,000
Retained earnings ........ccccccveveveneeneniennienn 201,000*
Total shareholders’ equity ................... 601,000
Total liabilities and shareholders’ equity $731,000

*Beginning balance of $100,000 plus net income of $101,000.

Solutions Manual, Chapter 2
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Exercise 2—-12 (concluded)
Requirement 2

December 31, 2024

SAIES FEVENUE. ....eeeiieeee ettt e e e 800,000
Retained earnings ........cccccvevvveeiieeiiie e 800,000

Retained earningsS........ccccvveveeiiieiireereeseeseesee e 699,000
Cost 0f goods SOId ........c.ccovevieiieiic e, 480,000
Salaries eXPENSE.......cceivviiiere e 120,000
RENt EXPENSE.....eiiiie e 30,000
Depreciation eXPense.........cocvvvverieereeseeseeseeaeeenens 60,000
INtEreSt EXPENSE ...cceievieeee e 4.000
AdVErtiSINg EXPENSE .....ccvveiveeirieiie e see s 5,000
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Exercise 2-13

December 31, 2024

SaAlES FEVENUE ...t 750,000

INTEIESE TEVENUE. ... 3,000
Retained earnings.........ccccovvveeveeeviieeciee e, 753,000

Retained earnings .......ccccevvvevveiieeeieese e 576,000
Cost of goods SOI.........cccvvivieeiieiec e 420,000
Salaries EXPENSE .......ecivveiieii e 100,000
RENT EXPENSE ..eveeiiiee e 15,000
Depreciation eXPeNnSe .......cccuvvveieeereereeseesreeeeeneens 30,000
INtErest EXPENSE.....uvveei i 5,000
INSUranCe EXPENSE ....ccevvvvieiee e e 6,000
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Exercise 2-14

December 31, 2024

SalES FEVENUE......cvi et 492,000

INTEreSt FEVENUE ......ccoiiiiiiiiie e 6,000

Gain on sale of INVESTMENLS .......ccovvvvviiiiieee e 8,000
Retained earnings ........cccoceevveeiieeieese e s e 506,000

Retained earningsS........cccccveveeiiieeireeie e s et 440,000
Cost of goods SOId ........c.ccovvevveiieiic e, 284,000
Salaries eXPENSE......ccovivreiiee e 80,000
INSUraNCe EXPENSE.....ccuveeeiiiie et 12,000
INtErest EXPENSE .....ooviiiiieiiie e 4,000
AdVErtiSINg EXPENSE .....ccvveiveerieeieee e e e sree e 10,000
INCOME taX EXPENSE ....vvvveeiieeeeieiresnee s s r e snenes s 30,000
Depreciation eXPenSe ........ccccevvvvevreereeseeseesee e 20,000
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Exercise 2-15

Requirement 1
Supplies

11/30 Balance 1,500
Expense 2,000

Purchased ?

12/31 Balance 3,000

Cost of supplies purchased = $3,000 + $2,000 — $1,500 = $3,500

Requirement 2
Prepaid insurance
11/30 Balance 6,000

Expense ?

12/31 Balance 4,500

Insurance expense for December = $6,000 — $4,500 = $1,500

December 31, 2024
INSUIANCE EXPENSE.....eiiiriieeiirie e e siiee e ire e 1,500
Prepaid iNSUFaNCe ........cccvvieeieseeie e 1,500
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Exercise 2—-15 (concluded)

Requirement 3
Salaries Payable

10,000 11/30 Balance
Salaries paid 10,000 ?  Accrued salaries

15,000 12/31 Balance

Accrued salaries for December = $15,000

December 31, 2024
Salaries BXPENSE .....covvieeeie e 15,000
Salaries payable..........ccooooiiiii s 15,000

Requirement 4
Deferred rent revenue
2,000 11/30 Balance

Recognized for Dec. 1,000

1,000 12/31 Balance

Rent revenue recognized each month = $3,000 x 1/3 = $1,000

December 31, 2024
Deferred rent FEVENUE.......cooee e eee e e 1,000
RENT FTEVENUE ...t e e e 1,000
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Exercise 2-16

Requirement 1

2024 Debit Credit

FED. 1  Cash ..o 12,000
Notes payable .........cccccvvviiiiinnnnn 12,000

April 1 Prepaid insurance .........cccceevverveenennne 3,600
Cash ..o, 3,600

July 17 SUpplies .....cccovveveiiccc e, 2,800
Accounts payable .........c.cccceeeennn 2,800

Nov.1 Notesreceivable ..........cccoevivriirneennen. 6,000
Cash ..o, 6,000

Requirement 2

2024 Debit Credit

Dec. 31 Interest expense ($12,000 x 10% x 11/12) 1,100
Interest payable ........ccccccevveviiennne, 1,100

Dec. 31 Insurance expense ($3,600 x 9/24) ......... 1,350
Prepaid insurance ...........cccoeeeevenee. 1,350

Dec. 31 Supplies expense ($2,800 — $1,250) ........ 1,550
SUPPHIES oo, 1,550

Dec. 31 Interest receivable .........ccccccevvveeinnenns 80
Interest revenue ($6,000 x 8% x 2/12) . 80
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Exercise 2-17

Unadjusted net income

Adjustments:

a. Only $2,000 in insurance should be expensed

b. Sales revenue overstated

c. Supplies expense overstated

d. Interest expense understated ($20,000 x 12% x 3/12)

Adjusted net income

2-42

$30,000

+ 4,000
— 1,000
+ 750
— 600

$33,150
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Exercise 2-18

S&J Lawn Service Company
Income Statement
For the Year Ended December 31, 2024

SErVICE NEVENUE (1)..ecveeevrieeeiereeieereeiesieeeraneas $315,000
Operating expenses:

Salaries EXPENSE ....ceccveiveeireeiecreeie e $180,000

Supplies eXPENnSe (2) .....ccvevvereereereesennnens 24,500

RENt EXPENSE ..ovvviiieieeciiee e 12,000

Insurance eXpense (3) .....ccceeevvvereirveeesnennns 4,000

Miscellaneous expense (4) .....c.ccccevvvevenee. 21,000

Depreciation eXpense .........ccccceevveerveerrennn. 10,000

Total operating expenses .............. 251,500

Operating INCOME ......ccccvvveveieriee e cee e 63,500
Other expense:

Interest eXPeNnSe (5)....cvvvevvveeriieeeiiineesiennns 1,500
NEt INCOME ...oooviiiicieee e 62,000

(1) $320,000 cash collected less $5,000 decrease in accounts receivable.

CaSh i 320,000
Accounts receivable (decrease in account) ............... 5,000
Service revenue (to balance) .........ccceevveeveeerveeinnnns 315,000

(2) $25,000 cash paid for the purchase of supplies less $500 increase in supplies.

Supplies expense (1o balance) ........ccoceeveererieeresineniens 24,500
Supplies (increase in aCCOUNt).....ccvevvereereriierieriieienins 500
CaSN e 25,000

Solutions Manual, Chapter 2
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Exercise 2—-18 (concluded)

(3) $6,000 cash paid for insurance less $2,000 ending balance in prepaid insurance.

Insurance expense (to balance) ........c.cccecvviveienee. 4,000
Prepaid insurance (increase in account) .................. 2,000
CaSN .o 6,000

(4) $20,000 cash paid for miscellaneous expenses plus increase in accrued liabilities.

Miscellaneous expense (to balance) ............cccecvveenen. 21,000
Accrued liabilities (increase in account) .................. 1,000
CaSh . 20,000

(5) $100,000 x 6% x 3/12 = $1,500

INtErest EXPENSE ...oevvveiiiie e 1,500
Interest payable..........cccooviiiii 1,500

2-44 Intermediate Accounting, 11/e
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Exercise 2-19

Cash basis income ($545,000 — $412,000)
Add:
Increase in prepaid insurance ($6,000 — $4,500)
Deduct:
Depreciation expense
Decrease in accounts receivable ($62,000 — $55,000)
Decrease in prepaid rent ($9,200 — $8,200)
Increase in deferred service revenue ($11,000 — $9,200)
Increase in accrued liabilities ($15,600 — $12,200)

Accrual basis net income

Solutions Manual, Chapter 2

$133,000

1,500

(22,000)
(7,000)
(1,000)
(1,800)
(3,400)

$ 99,300
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Exercise 2-20

Requirement 1

Wolkstein Drug
Company
Worksheet
December 31, 2024
Account Title

Cash

Accounts receivable
Prepaid rent
Inventory

Equipment
Accumulated depreciation
Accounts payable
Salaries payable
Common stock
Retained earnings
Sales revenue

Cost of goods sold
Salaries expense
Rent expense
Depreciation expense
Utilities expense
Advertising expense

Net Income

Totals

2-46

Unadjusted Trial

Balance
Dr.
20,000
35,000
5,000
50,000
100,000

180,000
71,000
30,000

0
12,000
4,000

507,000

ICLI CK HERE TO ACOEBEXAMIEANOMPLETE Sol uti ongd

Cr. Dr.
30,000
25,000
0
100,000
29,000
323,000

(2) 4,000

(1) 10,000

507,000 14,000

Adjusting Entries

Cr. Dr.
20,000

35,000

5,000

50,000

100,000

(1) 10,000

(2) 4,000

180,000
75,000
30,000
10,000
12,000

4,000

14,000 521,000

Adjusted Trial
Balance

Income Statement

Balance Sheet

Cr. Dr. Cr. Dr. Cr.
20,000
35,000
5,000
50,000
100,000
40,000 40,000
25,000 25,000
4,000 4,000
100,000 100,000
29,000 29,000
323,000 323,000
180,000
75,000
30,000
10,000
12,000
4,000
311,000 323,000 210,000 198,000
12,000 12,000
521,000 323,000 323,000 210,000 210,000

Intermediate Accounting, 11/e
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Exercise 2—-20 (continued)

Requirement 2

WOLKSTEIN DRUG COMPANY
Income Statement
For the Year Ended December 31, 2024
SaleS FEVENUE ....cvevvvveeeiievee e, $323,000
Cost of goods Sold ........ccevvvveviveiieiiecieiene 180,000
Gross Profit .......cccvevveeiiie e 143,000
Operating expenses:
Salaries EXPENSE .....cccveereevreerieireeie e, $75,000
RENT EXPENSE ...ovveeiiiie e 30,000
Depreciation eXpense .........ccccceevveerveennennn. 10,000
ULilities eXPense ......cccevveveeiieccie e, 12,000
Advertising eXpense........ccccevvervesvesieeenees 4,000
Total operating expenses '.............. 131,000
NEt INCOME ....oooviiiieece e 12,000
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Exercise 2—20 (concluded)

WOLKSTEIN DRUG COMPANY
Balance Sheet
At December 31, 2024

Assets
Current assets:
CaSN e $ 20,000
Accounts receivable ..., 35,000
INVENTOIY i 50,000
Prepaid rent .......c.cccoevee i, 5,000
Total current assets .......cccccevvvcveneiiiniinnn 110,000
Property and equipment:
EQUIPMENE ..o, $100,000
Less: Accumulated depreciation .................. (40,000) 60,000
Total @SSELS ...cccvvevieeeiie e e $170,000
Liabilities and Shareholders' Equity
Current liabilities:
Accounts payable .........ccccoeceiieiiiieiiee, $ 25,000
Salaries payable ..o, 4,000
Total current liabilities ............ccccceeeenee. 29,000
Shareholders’ equity:
COmMMON StOCK ..veeeeeeeeeeeeeeeeee e $100,000
Retained earnings .......c.cccccevevevivenieeseesieennn 41,000*
Total shareholders’ equity .........cccccvennee. 141,000
Total liabilities and shareholders’ equity $170,000

*Beginning balance of $29,000 plus net income of $12,000.

2-48 Intermediate Accounting, 11/e
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Exercise 2-21
Requirement 1

June 30 - adjusting entry

Salaries expense ($10,000 X 3/5) ...cvvevveivveerreerieesreennns
Salaries payable ...

6,000

July 1 - reversing entry

Salaries payable ...
Salaries BXPENSE.......ccvveieeree e

6,000

July 2 — payment of salaries

Salaries EXPENSE........ccvvevecrreesrressreseseerrerasensreesreesnns
CaSh o

10,000

Requirement 2

June 30 - adjusting entry

Salaries eXPENSE.......ccvvviieerieiee e
Salaries payable ..o

6,000

July 2 - payment of salaries

Salaries EXPENSE. .....covieeriiie e
Salaries payable ...,
CaSN .

10,000

Solutions Manual, Chapter 2
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Exercise 2-22

Requirement 1
The accountant would reverse adjusting entry 1, the accrual of interest receivable, and
entry 5, the accrual of salaries payable.

Requirement 2

1. Interest receivable ($90,000 X 8% X 3/12) vvveevvvvrerirveeennne. 1,800
INtEreSt rEVENUE.........oeeeeeeeee e 1,800
5. Salaries BXPENSE .....ccccveeiieerieeiie e 8,000
Salaries payable ........cccccooviiiiiicii 8,000
Requirement 3
1. INTEIrESt FEVENUE ....vvvriieeeeeee ittt 1,800
Interest receivable ..........ovvveeiiiicccee e 1,800
5. Salaries payable ..o 8,000
Salaries eXPeNSE ......cccvivveiiee e 8,000
2-50 Intermediate Accounting, 11/e
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Exercise 2-23

Transaction Journal
1. Purchased inventory on account. PJ
2. Collected an account receivable. CR
3. Borrowed $20,000 and signed a note. CR
4. Recorded depreciation expense. GJ
5. Purchased equipment for cash. CD
6. Sold inventory for cash.
(the sale only, not the cost of the inventory) CR
7. Sold inventory on credit.
(the sale only, not the cost of the inventory) SJ
8. Recorded accrued salaries payable. GJ
9. Paid employee salaries. CD
10.  Sold equipment for cash. CR
11.  Sold equipment on credit. GJ
12. Paid a cash dividend to shareholders. CD
13.  Issued common stock in exchange for cash. CR
14.  Paid accounts payable. CD
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Exercise 2-24

Transaction Journal
1. Paid interest on a loan. CD
2. Recorded depreciation expense. GJ
3. Purchased office equipment for cash. CD
4. Purchased inventory on account. PJ
5. Sold inventory on credit. SJ
(the sale only, not the cost of the inventory)
6. Sold inventory for cash. CR
(the sale only, not the cost of the inventory)
7. Paid rent. CD
8. Recorded accrued interest payable. GJ
9. Paid advertising bill. CD
10. Sold a factory building in exchange for a note receivable. GJ
11. Collected cash from customers on account. CR
12. Paid employee salaries. CD
13.  Collected interest on the note receivable. CR
2-52 Intermediate Accounting, 11/e
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PROBLEMS
Problem 2-1

Requirement 1

2024 Debit Credit

JaN. 1 CaSh e 100,000
Common StOCK .....cevvvvvviiiieiiiiiieeee 100,000

Jan. 2 InVentory ... 35,000
Accounts payable ............cccoienn. 35,000

Jan. 4  Prepaid inSUrance .........ccccceevevvevvennnen, 2,400
(OF:1S] 1 T 2,400

Jan. 10 Accounts receivable .........ccccccvvvieinnneee, 12,000
SalesS reVENUE ....cooevveivieeiiieeee e 12,000

Jan. 10 Costof goodssold ..........cccceeevvveevinnnnnn. 7,000
INVENTOIY ....ovvveieicieee e, 7,000

Jan. 15 Cash ..o 30,000
Notes payable .L it 30,000

Jan. 20  Salaries eXpense .......ccccecverieeriieiieeinens 6,000
Cash oo 6,000

Jan. 22 Cash ..o 10,000
SaleS reVENUE .....veevvevecviieeeieiiieeeeee 10,000

Jan. 22 Cost of goods sold ..........cccecvevieiiennnnne 6,000
INVENTOrY ...oovevieiec e, 6,000

Jan. 24 Accounts payable ...........ccceeveiiiiiieinnnnn 15,000
(OF:1S] 1 ST 15,000

JaN. 26 CaSh ..vvvviiiciiiee e 6,000
Accounts receivable .............cccueeee. 6,000

Jan. 28  Utilities eXpense .......ccccccevvvevereseeninne 1,000
CaSN e 1,000

Jan. 30  Prepaid rent ..o 2,000

RENt EXPENSE ..oooviiiiiiiiee e 2,000
CaSh e 4,000
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Problem 2-1 (continued)

Requirement 2 BALANCE SHEET ACCOUNTS
Cash Accounts receivable

1/1 Bal. 0 1/1 Bal. 0
1/1 100,000 2,400 1/4 1/10 12,000 6,000 1/26
1/15 30,000 6,000 1/20
1/22 10,000 | 15,000 1/24
1/26 6,000 1,000 1/28

4,000 1/30
1/31 Bal. 117,600 1/31Bal. 6,000

Inventory Prepaid insurance

1/1 Bal. 0 1/1 Bal. 0
1/2 35,000 7,000 1/10 1/4 2,400

6,000 1/22
1/31Bal. 22,000 1/31Bal. 2,400

Prepaid rent Accounts payable
1/1 Bal. 0 0 1/1 Bal.
1/30 2,000 1/24 15,000 | 35,000 1/2
1/31 Bal. 2,000 20,000  1/31Bal.
Notes payable Common stock
0 1/1Bal 0 1/1 Bal.
30,000 1/15 100,000 1/1
30,000 1/31 Bal. 100,000  1/31 Bal.
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INCOME STATEMENT ACCOUNTS

Sales revenue

ICLI CK HERE TO ACOEBRXAMEANOMPLETE Sol uti ongd

Cost of goods sold

0 w1iBal. 1/1Bal 0
12,000 1/10 1/10 7,000
10,000 1/22 1/22 6,000
22,000 1/31Bal. 1/31Bal. 13,000
Salaries expense Rent expense
1/1 Bal. 0 1/1 Bal. 0
1/20 6,000 1/30 2,000
1/31 Bal. 6,000 1/31Bal. 2,000
Utilities expense
1/1 Bal. 0
1/28 1,000
1/31 Bal. 1,000
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Problem 2-1 (concluded)

Requirement 3

Account Title Debits Credits
Cash $117,600
Accounts receivable 6,000
Inventory 22,000
Prepaid insurance 2,400
Prepaid rent 2,000
Accounts payable $ 20,000
Notes payable 30,000
Common stock 100,000
Sales revenue 22,000
Cost of goods sold 13,000
Salaries expense 6,000
Utilities expense 1,000
Rent expense _ 2,000

Totals $172,000 $172,000
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Problem 2-2

Requirement 2

2024 Debit Credit

Jan. 1 Cash i 3,500
Sales revenue ........ccceeeeveeeiieecnnnn, 3,500

Jan.1 Costof goodssold ........cccooovevivevinennnn, 2,000
INVENTOIY ..o 2,000

Jan. 2 Equipment ..o 5,500
Accounts payable ..........ccccccveviennn 5,500

Jan. 4 Advertising eXpense ..........cccoeeevieennennn 150
Accounts payable ..........c..ccceeeene 150

Jan. 8 Accounts receivable ..........cccovvvieeenennn. 5,000
Sales revenue ........ccceeeeveeeiieeinnnn, 5,000

Jan.8 Costof goodssold .......ccccoveiveinennnne, 2,800
Inventory ........o 2,800

Jan. 10 INVENTOIY .....coovciviiiiieecee e 9,500
Accounts payable ..........c.cccoeeeenen 9,500

Jan. 13 Equipment .......cccooceiviiiie e 800
Cash oo, 800

Jan. 16 Accounts payable ..........c.cccoiviiiennn, 5,500
Cash oo 5,500

Jan. 18 Cash ... 4,000
Accounts receivable ..........ccooeeunneee 4,000

Jan. 20 Rent eXpPense ........ccccveniienieeniieenienns 800
Cash oo 800

Jan. 30 Salaries exXpense ........ccccoeviieienienienn 3,000
(O 1) o I 3,000

Jan. 31 Dividends .......ccccovviiiiiininiiee e 1,000
Cash oo 1,000
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Problem 2-2 (continued)

Requirements 1 and 3

BALANCE SHEET ACCOUNTS
Cash Accounts receivable
1/1 Bal. 5,000 1/1 Bal. 2,000
1/1 3,500 800 1/13 1/8 5,000 4000 1/18
1/18 4,000 5,500 1/16
800 1/20
3,000 1/30
1,000 1/31
1/31 Bal. 1,400 1/31Bal. 3,000
Inventory Equipment
1/1 Bal. 5,000 1/1Bal. 11,000
1/10 9,500 2000 11 1/2 5,500
2800 1/8 1/13 800
1/31 Bal. 9,700 1/31 Bal. 17,300
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Problem 2-2 (continued)

Accumulated depreciation Accounts payable
3,500 1/1Bal. 3,000 1/1 Bal.
1/16 5,500 5,500 112
150 1/4
9,500 1/10
3,500 1/31Bal. 12,650  1/31 Bal.
Common stock Retained Earnings
10,000 1/1 Bal. 6,500 1/1 Bal.
10,000 1/31 Bal. 6,500  1/31 Bal.
Dividends
1/1 Bal. 0
1/31 1,000

1/31 Bal. 1,000
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Problem 2-2 (continued)

INCOME STATEMENT ACCOUNTS

Sales revenue Cost of goods sold
0 1/1Bal. 1/1Bal. 0
3,500 11 1/1 2,000
5,000 1/8 1/8 2,800

8,500 1/31Bal. 1/31Bal. 4,800

Rent expense Salaries expense
1/1 Bal. 0 1/1 Bal. 0
1/20 800 1/30 3,000
1/31 Bal. 800 1/31Bal. 3,000
Advertising expense
1/1 Bal. 0
1/4 150
1/31 Bal. 150
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Problem 2-2 (concluded)

Requirement 4

Account Title Debits Credits
Cash $ 1,400
Accounts receivable 3,000
Inventory 9,700
Equipment 17,300
Accumulated depreciation $ 3,500
Accounts payable 12,650
Common stock 10,000
Retained earnings 6,500
Dividends 1,000
Sales revenue 8,500
Cost of goods sold 4,800
Salaries expense 3,000
Rent expense 800
Advertising expense 150

Totals $41,150 $41,150
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Problem 2—3

1. Depreciation EXPENSE ......cecvvvereererseeaieeieesieeseesnnens 10,000

Accumulated depreciation ...........cccceveveeriiniininnnn 10,000
2. Salaries BXPENSE ......cccvveeieeiee e 1,500

Salaries payable .........ccccoceiiiiiii 1,500
3. Interest expense ($50,000 X 129 X 3/12).....ceeerreeerrveenne 1,500

Interest payable.........ccooveiiiii, 1,500
4. Interest receivable ($20,000 x 8% X 10/12) .........ccvevurenee. 1,333

INTEreSt FEVENUE.......ceeiiiiiiiieiee e 1,333
5. Insurance expense ($6,000 X 9/12).......ccceeveeiireesrineennnn 4,500

Prepaid INSUIanNCe .........cccccvevieiieeiee e 4,500
6. Supplies expense ($1,500 — $800).......ccererrvererreereenens 700

SUPPHES .o 700
7. No adjusting entry needed; not revenue until January 2025
8. RENT EXPENSE ....ovviiiiieiiiiee e 1,000

Prepaid rent ......ccccoeee i 1,000
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Problem 2—4

Requirements 1 and 2

COM

TBEXAM.

BALANCE SHEET ACCOUNTS
Cash Accounts receivable

Bal. 30,000 Bal. 40,000

12/31 Bal. 30,000 12/31 Bal. 40,000

Prepaid rent
Bal. 2,000
1,000
12/31Bal. 1,000
Prepaid insurance Supplies

Bal. 6,000 Bal. 1,500
4,500 700

12/31Bal. 1,500 12/31Bal. 800

Inventory Notes receivable

Bal. 60,000 Bal. 20,000

12/31 Bal. 60,000 12/31 Bal. 20,000
Office equipment Interest receivable

Bal. 80,000 Bal. 0

4, 1,333

12/31 Bal. 80,000 12/31Bal. 1,333

Solutions Manual, Chapter 2 2-63

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

TBEXAM COM - THE WORLD S LARGEST TEST BANK AND SOLUTI ONS DATABASE W TH UNBEATABLE RATES



https://tbexam.com
https://tbexam.com
https://testbanks.ac/product/9781264134526-SOLUTIONS-5/

COM

TBEXAM.

ICLI CK HERE TO ACOEBRXAMEANOMPLETE Sol uti ongd

Problem 2—4 (continued)

Accumulated depreciation

Accounts payable

30,000 Bal. 31,000 Bal.
10,000 1.
40,000 12/31 Bal. 31,000  12/31 Bal.
Salaries payable Notes payable
0 Bal. 50,000 Bal.
1,500 2.
1,500 12/31 Bal. 50,000 12/31 Bal.
Interest payable Deferred sales revenue
0 Bal. 2,000 Bal.
1,500 3. 0 7.
1,500 12/31 Bal. 2,000 12/31Bal.
Common stock Retained earnings
60,000 Bal. 28,500 Bal.
60,000 12/31 Bal. 28,500  12/31 Bal.
Dividends
Bal. 4,000
12/31Bal. 4,000
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Problem 2—4 (continued)
INCOME STATEMENT ACCOUNTS

Sales revenue Interest revenue
146,000 Bal. 0 Bal.
1,333 4,
146,000 12/31 Bal. 1,333  12/31 Bal.

Cost of goods sold Salaries expense
2. 1,500
12/31Bal. 70,000 12/31 Bal. 20,400

Rent expense Depreciation expense

Bal. 11,000 Bal. 0
8. 1,000 1. 10,000
12/31Bal. 12,000 12/31 Bal. 10,000

Interest expense Supplies expense
Bal. 0 Bal. 1,100
3. 1,500 6. 700
12/31Bal. 1,500 12/31 Bal. 1,800

Insurance expense Advertising expense
Bal. 0 Bal. 3,000
5. 4,500
12/31Bal. 4,500 12/31 Bal. 3,000
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Problem 2—4 (continued)

Requirement 3

2-66

Account Title
Cash
Accounts receivable
Supplies
Inventory
Notes receivable
Interest receivable
Prepaid rent
Prepaid insurance
Office equipment
Accumulated depreciation
Accounts payable
Salaries payable
Notes payable
Interest payable
Deferred sales revenue
Common stock
Retained earnings
Dividends
Sales revenue
Interest revenue
Cost of goods sold
Salaries expense
Rent expense
Depreciation expense
Interest expense
Supplies expense
Insurance expense
Advertising expense
Totals

Debits

$ 30,000
40,000
800
60,000
20,000
1,333
1,000
1,500
80,000

4,000

70,000
20,400
12,000
10,000
1,500
1,800
4,500
3,000
$361,833

Credits

$ 40,000
31,000
1,500
50,000
1,500
2,000
60,000
28,500

146,000
1,333

$361,833
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Problem 2—4 (continued)

Requirement 4
PASTINA COMPANY
Income Statement
For the Year Ended December 31, 2024

SalES FTEVENUE ..vveeeeeeeeeeeeeeeeeee e, $146,000
Cost of goods sold ........cccecevvvvviiviiicienee, 70,000
Gross Profit ......cccceevveeciee e 76,000
Operating expenses:

Salaries eXPeNSE ......cocveveeeeirecreerie i, $20,400

ReNt eXPENSE ...cceevviieeee e 12,000

Depreciation eXpense.......ccccccevvervverrennn 10,000

SUPPIIES EXPENSE......c.wvvirimssrirs iesoseesyesnsie 1,800

INSUrance eXpPense .......ccccccevvcvveeeeiinnnnnn 4,500

Advertising eXpense.........cccevveevveerieennnnnn, 3,000

Total operating expenses ................ 51,700

Operating income 24,300
Other income (expense):

Interest revenue ........ccceeeeeeveieiiiiieeininnnn, 1,333

INterest eXPeNnSe .....cocvveveeeeiieeriee e (1,500) (167)
NEt INCOME ...ooevieeiiece e $ 24,133
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Problem 2—4 (continued)

PASTINA COMPANY
Statement of Shareholders' Equity
For the Year Ended December 31, 2024

Total
Common Retained Shareholders’
Stock Earnings Equity
Balance at January 1, 2024 $60,000 $28,500 $ 88,500
Issue of common stock -0- -0-
Net income for 2024 24,133 24,133
Less: Dividends (4,000) (4,000)

Balance at December 31, 2024 $60,000 $48,633 $108,633

2-68 Intermediate Accounting, 11/e
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Problem 2—4 (continued)

PASTINA COMPANY
Balance Sheet
At December 31, 2024

Assets
Current assets:
CaSN s $ 30,000
Accounts receivable .........ccccccovviiiiiinnnnn. 40,000
SUPPHIES oo 800
INVENTOIY .o 60,000
Notes receivable .......coccovevveiviiic i, 20,000
Interest receivable .........coceeveiiiiiiiic i 1,333
Prepaid rent ........cccceeveieiiiie e 1,000
Prepaid inSUranCe ........c.cccceevveeiveevineesnnens 1,500
Total current assets ....cccvvveveveeeeeviriiiirenen, 154,633
Office eqUIPMENt ...cocvevveiiiceeese e $80,000
Less: Accumulated depreciation ............... 40,000 40,000
Total @SSEtS ..uvvvveeieciviiiee e 194,633
Liabilities and Shareholders' Equity
Current liabilities
Accounts payable ... $ 31,000
Salaries payable .........cccooeviieiiiiiiiiecee, 1,500
Interest payable ..o, 1,500
Deferred sales revenue .........cccceeevevveeiinnennnn 2,000
Total current liabilitieS ..........ooovveevvveneenn. 36,000
Notes Payable 50,000
Total lHADilitieS ©..vv.oeeveeeeeeeeeeeeereeeeeereeeee 86,000

Shareholders’ equity:

Common StOCK ......ocvviiiiiiiieee $60,000
Retained earnings ........ccccoevvvenienienienieninnn, 48,633
Total shareholders’ equity ..........c.c.ceenee, 108,633
Total liabilities and shareholders’ equity $194,633
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Problem 2—4 (continued)

Requirement 5

December 31, 2024
SAIES TBVENUE. ...ttt

INEEIESE FRVENUE ...ttt e e et e e e e e e e e e eeens
Retained earnings........cccocvevveiieeieeneesiee e e

Retained earningsS........cccceveveeiiieiiieeieeseesee e
Cost 0f goods SOId..........cceevvveiieiicce e
Salaries BXPENSE .....ccveiieiieeieerie e
RENT EXPENSE ...t
Depreciation eXPENSE .......cccuvvvvereeerieeieesee e see e
INTEreSt EXPENSE....coiiiiieiiieie et
SUPPHES BXPENSE ...ttt
INSUFANCE EXPENSE ....oveereeiveeniesieesiansesseassne s sassnssresns
AAVErtiSiNg EXPENSE........ccvveviieiieceeie e

Retained earningS........ccocveveeiierireeree e see e
DIVIAENdS ...

146,000
1,333
147,333

123,200
70,000
20,400
12,000
10,000
1,500
1,800
4,500
3,000

4,000
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Problem 2—4 (continued)

Sales revenue

Interest revenue

146,000  Bal. 0 Bal.
1,333 4,
Closing 146,000 Closing 1,333
0 12/31Bal. 0 12/318Bal.
Cost of goods sold Salaries expense
4, 1,500
70,000 Closing 20,400 Closing
12/31 Bal. 0 12/31 Bal. 0
Rent expense Depreciation expense
Bal. 11,000 Bal. 0
8. 1,000 1. 10,000
12,000 Closing 10,000 Closing
12/31 Bal. 0 12/31 Bal. 0
Interest expense Supplies expense
Bal. 0 Bal. 1,100
3. 1,500 6. 700
1,500 Closing 1,800 Closing
12/31 Bal. 0 12/31 Bal. 0
Solutions Manual, Chapter 2
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Problem 2—4 (continued)

Insurance expense

Bal. 0
5. 4,500

4,500 Closing
12/31 Bal. 0

Retained earnings

28,500 Bal.
Cl. exp 123,200 147,333 Cl.rev
Cl. Div 4,000

48,633  12/31 Bal.

2-12

Advertising expense

Bal. 3,000
3:000 Closing
12/31 Bal. 0
Dividends
Bal. 4,000
4,000 Closing
12/31 Bal. 0

Intermediate Accounting, 11/e

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

TBEXAM COM - THE WORLD S LARGEST TEST BANK AND SOLUTI ONS DATABASE W TH UNBEATABLE RATES



https://tbexam.com
https://tbexam.com
https://testbanks.ac/product/9781264134526-SOLUTIONS-5/

COM

TBEXAM.

ICLI CK HERE TO ACOEBRXAMEANOMPLETE Sol uti ongd

Problem 2—4 (concluded)

Requirement 6

Account Title Debits Credits

Cash $ 30,000

Accounts receivable 40,000

Supplies 800

Inventory 60,000

Notes receivable 20,000

Interest receivable 1,333

Prepaid rent 1,000

Prepaid insurance 1,500

Office equipment 80,000

Accumulated depreciation $ 40,000

Accounts payable 31,000

Salaries payable 1,500

Notes payable 50,000

Interest payable 1,500

Deferred sales revenue 2,000

Common stock 60,000

Retained earnings 48,633
Totals $234,633 $234,633
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Problem 2-5

RENT EXPENSE ...ttt 800

Prepaid rent .......ccoooveiieiiecec e 800
SUPPIIES BXPENSE ...ttt 700

SUPPHIES ..o 700
Interest receivable ... 1,500

INTErESt FEVENUE .......eeeiiieiiie e 1,500
Depreciation EXPENSE .......cccvvieriieereeree e e e 6,500

Accumulated depreciation............ccccevvevveieesieeninennn 6,500
Salaries BXPENSE .....cc.eeiieiiece e 6,200

Salaries payable..........cccooiiiiiiiii 6,200
INterest EXPENSE ......cccvvvevvivveeee e e bbb i 2,500

Interest payable ..., 2,500
Deferred rent FEVENUE .....cevveeeeieieeeeeeeeee et n e 2,000

RENL TEVENUE ... 2,000
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Problem 2—-6

Requirement 2

A CaASN e ——— 70,000

ACCOUNtS reCeIVADIE ..ooeveeiiiiieeeeeee e 30,000
SEIVICE FEVENUE ...ttt eetrreeen e e e e e 100,000

[ T O T o 27,300
Accounts receivable ..., 27,300

C. CaASN e ——— 10,000
COMMON SEOCK.......ceiiiicciireiiiie e 10,000

d. Salaries eXPENSE .....cccccveeiiieeiee e 41,000

Salaries payable ..o 9,000
(OF= 1] 1 [T 50,000

e. Miscellaneous eXpense........ccccevvvvveiieereesee e, 24,000
CaSN . 24,000

f. EQUIPMENT....c.oiiiiiicce e 15,000
(OF= 1] 1 [T 15,000

g. DIvVIdends ........ccooooiiiiiii e, 2,500
(OF= 1] 1 [T 2,500
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Problem 2—6 (continued)

Requirements 1 and 3

BALANCE SHEET ACCOUNTS
Cash Accounts receivable
1/1 Bal. 30,000 1/1 Bal. 15,000
a. 70,000 | 50,000 d. a. 30,000 | 27,300 b.
b. 27,300 | 24,000 e.
C. 10,000 | 15.000 f.
2,500 g.
12/31 Bal. 45,800 12/31 Bal. 17,700
Equipment
1/1 Bal. 20,000
f. 15,000
12/31 Bal. 35,000
Accumulated depreciation Salaries payable
6,000 1/1 Bal. 9,000 1/1 Bal.
d. 9,000
6,000 12/31 Bal. 0 12/31Bal.
Common stock Retained earnings
40,500 1/1 Bal. 9,500 1/1 Bal.
10,000 C.
50,500 12/31 Bal. 9,500  12/31Bal.
2-76 Intermediate Accounting, 11/e
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Problem 2—6 (continued)

Dividends
1/1 Bal. 0
g. 2,500

12/31Bal. 2,500

Solutions Manual, Chapter 2 2-77
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Problem 2—6 (continued)

INCOME STATEMENT ACCOUNTS

Service revenue Miscellaneous expense
0 1/1Bal 1/1 Bal. 0
100,000 a. e. 24,000

100,000 12/31 Bal. 12/31 Bal. 24,000

Salaries expense

1/1 Bal. 0
d. 41,000
12/31 Bal. 41,000
Requirement 4
Account Title Debits Credits
Cash $ 45,800
Accounts receivable 17,700
Equipment 35,000
Accumulated depreciation $ 6,000
Salaries payable -0-
Common stock 50,500
Retained earnings 9,500
Dividends 2,500
Service revenue 100,000
Salaries expense 41,000
Miscellaneous expense 24,000
Totals $166,000 $166,000
2-78 Intermediate Accounting, 11/e
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Problem 2—6 (continued)

Requirement 5

Salaries EXPENSE. .....ccuvi i 1,000
Salaries payable ... 1,000
Depreciation eXPENSE........c.covveiiveeieerieeiee e e e sre e 2,000
Accumulated depreciation ............cccocceeveeiiiesiieciie e, 2,000
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Problem 2—6 (continued)

BALANCE SHEET ACCOUNTS
Cash Accounts receivable

1/1 Bal. 30,000 1/1 Bal. 15,000
a. 70,000 | 50,000 d. a. 30,000 | 27,300 b.
b. 27,300 | 24,000 e.
C. 10,000 | 15,000 f.

2,500 g.
12/31 Bal. 45,800 12/31 Bal. 17,700

Equipment

1/1 Bal. 20,000
f. 15,000
12/31 Bal. 35,000

Accumulated depreciation

Salaries payable

2-80

6,000 1/1 Bal. 9,000 1/1 Bal.
2,000 Adjusting d. 9,000 1,000 Adjusting
8,000 12/31 Bal. 1,000  12/31Bal.
Common stock Retained earnings
40,500 1/1 Bal. 9,500 1/1 Bal.
10,000 C.
50,500 12/31 Bal. 9,500  12/31Bal.
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Problem 2—6 (continued)

Dividends
1/1 Bal. 0
g. 2,500

12/31Bal. 2,500

INCOME STATEMENT ACCOUNTS

Service revenue Miscellaneous expense
0 11iBal 1/1 Bal. 0
100,000 a. e. 24,000

100,000 12/31Bal. 12/31 Bal. 24,000

Depreciation expense

1/1 Bal. 0
Adjusting 2,000

12/31Bal. 2,000

Salaries expense

1/1 Bal. 0
d. 41,000
Adjusting 1,000

12/31Bal. 42,000

Solutions Manual, Chapter 2 2-81
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Requirement 6
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Account Title Debits Credits
Cash $ 45,800
Accounts receivable 17,700
Equipment 35,000
Accumulated depreciation $ 8,000
Salaries payable 1,000
Common stock 50,500
Retained earnings 9,500
Dividends 2,500
Service revenue 100,000
Salaries expense 42,000
Miscellaneous expense 24,000
Depreciation expense 2,000
Totals $169,000 $169,000
Requirement 7
KARLIN COMPANY
Income Statement
For the Year Ended December 31, 2024

SEIVICE TEVENUE ..o eeee e $100,000
Operating expenses:

Salaries EXPENSE ......cccvveveeveereereereereeeene, $42,000

Miscellaneous expense ..........cccccvveevineane 24,000

Depreciation eXpense ........ccccccevvevvernnns 2,000

Total operating expenses ........... 68,000
2-82 Intermediate Accounting, 11/e
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NEt INCOME oo, $ 32,000
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Problem 2—6 (continued)

KARLIN COMPANY
Balance Sheet
At December 31, 2024

Assets
Current assets:
CaSN i $45,800
Accounts receivable ..........cccoceiiiiiiinen, 17,700
Total current assets ..........ccceceveveevveinnnnn, 63,500
Property and equipment:
EQUIpMENt ..o $35,000
Less: Accumulated depreciation ................. (8,000) 27,000
Total asSets .....ccccvveveevieiieieecee e, 90,500
Liabilities and Shareholders' Equity
Current liabilities:
Salaries payable ..........ccoceeviiieiieiniccee, $ 1,000
Total current liabilities .......cccoovvvveeeennnn. 1,000
Shareholders’ equity:
Common StOCK .....ccoveiviiiciiicec e, $50,500
Retained earnings ........ccccceevevieeiiveeiveeiveennns 39,000*
Total shareholders’ equity ..........cccce...e. 89,500
Total liabilities and shareholders’ equity 90,500

*Beginning balance of $9,500 plus net income of $32,000 less dividends of $2,500.

2-84 Intermediate Accounting, 11/e
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Problem 2—6 (continued)

Requirement 8

December 31, 2024
SEIVICE FEVENUE. ......eeeveieeieiieee e e s e eeciteeeer e e e e e e e s s eeasbeaeeeeeeas 100,000
Retained earnings ........ccccocvevveeiveeevee s 100,000
Retained earnings .......ccccevvevieiieeereesie e sre e 68,000
Salaries EXPENSE.......cccviiie e 42,000
Miscellaneous EXPENSE .......cccvevveiiieerieecie e 24,000
Depreciation EXPENSE.......ccevveveriueereereeseeseeeseeeneens 2,000
Retained earnings ........cccocvveeveeeiieesie e 2,500
DTV Z L0 (=TT R 2,500
Solutions Manual, Chapter 2 2-85
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Problem 2—6 (continued)

BALANCE SHEET ACCOUNTS
Cash Accounts receivable

1/1 Bal. 30,000 1/1 Bal. 15,000
a. 70,000 | 50,000 d. a. 30,000 | 27,300 b.
b. 27,300 | 24,000 e.
C. 10,000 | 15,000 f.

2,500 g.
12/31 Bal. 45,800 12/31 Bal. 17,700

Equipment
1/1 Bal. 20,000
f. 15,000
12/31 Bal. 35,000
Accumulated depreciation Salaries payable
6,000 1/1 Bal. 9,000 1/1 Bal.

2,000 Adjusting d. 9,000 1,000 Adjusting

8,000 12/31 Bal. 1,000 12/31 Bal.
Common stock Retained earnings

40,500 1/1 Bal. 9,500 1/1 Bal.

10,000 C. 100,000 Cl. rev
Cl.exp 68,000
Cl.div 2,500

50,500 12/31 Bal. 39,000 12/31 Bal.

2-86 Intermediate Accounting, 11/e
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Problem 2—6 (continued)

Dividends
1/1 Bal. 0
g. 2,500
2,500 Closing
12/31 Bal. 0

INCOME STATEMENT ACCOUNTS

Service revenue Miscellaneous expenses
0 11iBal 1/1 Bal. 0
100,000 a. e. 24,000
Closing 100,000 24,000 Closing
0 12/31Bal. 12/31Bal. 0

Depreciation expense

1/1 Bal. 0
Adjusting 2,000
2,000 Closing

12/31 Bal. 0

Salaries expense

1/1 Bal. 0
d. 41,000
Adjusting 1,000 | 42,000 Closing

12/31 Bal. 0
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Problem 2—6 (concluded)

Requirement 9

Account Title
Cash
Accounts receivable
Equipment
Accumulated depreciation
Salaries payable
Common stock
Retained earnings

Totals

Debits
$45,800
17,700
35,000

$98,500

Credits

$ 8,000
1,000
50,500
39,000
$98,500
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Problem 2—7

Requirement 1
a. Interest receivable .......oeeeeeeeeeeeeeee e 600

Interest revenue ($10,000 x 12% X 1/2).....cccueeeeviunneen. 600

b. Depreciation expense ($30,000 X 1/5)........ccccerveruennnnn. 6,000
Accumulated depreciation...........ccccccevevineeieeennen, 6,000

C. Deferred rent reVENUE........ccccccveevveevie e 2,000
Rent revenue ($6,000 X 2/6).......ccccvveeerirereeiivneesiinenenn 2,000

d. INSUranCe EXPENSE .....ecvveeieeireeriee e, 900
Prepaid insurance ($2,400 X 9/24) .....c.cccovevivvesivnennne. 900

e. Interest expense ($20,000 X 12% X 3/12) c...ecevcvererirveeenne 600
Interest payable.........cccoovevviiii i 600

Supplies expense ($1,800 — $700) ...c.vevverrerreeerveernennns 1,100
SUPPHES ..t 1,100

=h

Requirement 2

Income overstated
(understated)

Adjustments to revenues:
Understatement of interest revenue $ (600)
Understatement of rent revenue (2,000)
Adjustments to expenses:
Understatement of insurance expense 900
Understatement of depreciation expense 6,000
Understatement of interest expense 600
Understatement of supplies expense 1,100

Overstatement of net income $6,000
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Problem 2-8

1. Depreciation expense ($75,000 + 10 YEars) ..........c........ 7,500

Accumulated depreciation .........c.ccccceevveeviieeineennn, 7,500
2. Salaries expense ($4,500 — $3,000) .....ccccevverreereereernens 1,500

Salaries payable .........ccccoceiiiiiii 1,500
3. Interest expense ($30,000 X 10% X 4/12) ...cveerveerveeinnans 1,000

Interest payable.........ccooveiiiii, 1,000
4, SUPPHIES EXPENSE....ocvvviiireieeciee et 1,500

SUPPHES ..ot 1,500
5. RENTEXPENSE ..oooiiiieiciiiee et 13,000

Prepaid rent ..o 13,000

2-90 Intermediate Accounting, 11/e
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Problem 2-9

Requirements 1 and 2

a. Depreciation expense ($50,000 + 50 years)................... 1,000
Accumulated depreciation—buildings.................. 1,000
b. Depreciation expense ($100,000 X 10%0) .........ccceerveene 10,000
Accumulated depreciation—office equipment ..... 10,000
C. INSUIaNCe EXPENSE.....ccceiivreeeeeiiiieee e e eirree e e e srieree e e e 1,000
Prepaid INSUranCe ........ccccevevveeeiie e 1,000
d. Salaries eXPENSE ......cceevveeiiieeeiie e 1,500
Salaries payable........c.cccooiiiiiiii 1,500
e. Deferred rent reVENUE........ooeeivieiieeeiieiiee e 6,300
RENEFEVENUE..... e, 6,300
Solutions Manual, Chapter 2 2-91
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Problem 2-9 (continued)

BALANCE SHEET ACCOUNTS

Cash

Accounts receivable

Bal. 8,000

12/31Bal. 8,000

Prepai

d insurance

Bal. 3,000

1,000 Adjusting

Bal. 9,000

12/31 Bal. 9,000

12/31Bal. 2,000
Land Buildings
Bal. 200,000 Bal. 50,000
12/31 Bal. 200,000 12/31 Bal. 50,000
Office equipment Accumulated depreciation—buildings
Bal. 100,000 20,000 Bal.
1,000 Adjusting
12/31 Bal. 100,000 21,000 12/31 Bal.
Accumulated depreciation—office equip. Accounts payable
40,000 Bal. 35,050 Bal.

10,000 Adjusting

2-92
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Problem 2-9 (continued)

Salaries payable Deferred rent revenue

0 Bal. 7,500 Bal.
1,500 Adjusting Adjusting 6,300

1,500 12/31 Bal. 1,200 12/31 Bal.
Common stock Retained earnings
200,000 Bal. 56,450 Bal.
200,000 12/31 Bal. 56,450  12/31 Bal

INCOME STATEMENT ACCOUNTS

Service revenue Interest revenue
90,000 Bal. 3,000 Bal.
190,000 12/31 Bal 3000 121318l
Rent revenue Salaries expense
0 Bal. Bal. 37,000

6,300 Adjusting  Adjusting 1,500

6,300 12/31Bal. 12/31 Bal. 38,500

Depreciation expense

Bal. 0
Adjusting 1,000
Adjusting 10,000

12/31Bal. 11,000

Solutions Manual, Chapter 2 2-93
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Problem 2-9 (continued)

Insurance expense

Utilities expense

Bal.

Adjusting

12/31 Bal.

0
1,000

1,000

Maintenance expense

Bal.

12/31 Bal.

2-94

15,000

15,000

Bal. 30,000

12/31 Bal. 30,000
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Problem 2-9 (continued)

Requirement 3

Account Title
Cash
Accounts receivable
Prepaid insurance
Land
Buildings
Accumulated depreciation—buildings
Office equipment
Accumulated depreciation—office equipment
Accounts payable
Salaries payable
Deferred rent revenue
Common stock
Retained earnings
Service revenue
Interest revenue
Rent revenue
Salaries expense
Depreciation expense
Insurance expense
Utilities expense
Maintenance expense
Totals

Debits

$ 8,000
9,000
2,000
200,000
50,000

100,000

38,500
11,000

1,000
30,000
15,000

$464,500

Credits

$ 21,000

50,000
35,050
1,500
1,200
200,000
56,450
90,000
3,000
6,300

$464,500

Solutions Manual, Chapter 2
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Problem 2-9 (continued)

Requirement 4
December 31, 2024
SEIVICE FEVENUE ..ottt e et e e s e e e e s sabeaees 90,000
INTEIESE FTEVENUE .eeveeeeeeee e 3,000
RENE FTEVENUE ...ovvviiiiiiiiiiiiiiiiiiiiievireverirarabarababsbaraaeaeberasarees 6,300
Retained earnings........cccocvevveiieeieeieeseesie e e 99,300
Retained earningsS........cccccveveeiiieiiieeie e s e see et 95,500
Salaries EXPENSE ......ccivee e 38,500
Depreciation eXPENSE .......cccvvvvvireeerieeneesee e eee e 11,000
INSUraNCe EXPENSE ...oevevieireiee e ciiiee e et e e e e e 1,000
ULIITIES EXPENSE ..o 30,000
Maintenance eXPENSE ......cccevvveevveerieereeseesresreeee s 15,000
2-96 Intermediate Accounting, 11/e
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Problem 2-9 (concluded)

Requirement 5

Account Title Debits Credits

Cash $ 8,000

Accounts receivable 9,000

Prepaid insurance 2,000

Land 200,000

Buildings 50,000

Accumulated depreciation—Dbuildings $ 21,000

Office equipment 100,000

Accumulated depreciation—office equipment 50,000

Accounts payable 35,050

Salaries payable 1,500

Deferred rent revenue 1,200

Common stock 200,000

Retained earnings 60,250
Totals $369,000 $369,000

Solutions Manual, Chapter 2 2-97
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Problem 2-10

Computations:
Sales revenue
Sales revenue during 2024 = $320,000 + $22,000 = $342,000

Cost of goods sold

Accounts payable
0 1/1 Balance

Cash paid 220,000
?  Purchases

30,000 12/31 Balance

Purchases during 2024 = $220,000 + $30,000 = $250,000
Inventory
1/1 Balance 0

Purchases 250,000
?  Cost of goods sold

12/31 Balance 50,000
Cost of goods sold during 2024 = $250,000 — $50,000 = $200,000

Rent expense and prepaid rent
Prepaid rent $ 3,000x 2/3 =  $2,000
Rent expense during 2024 $14,000 — $2,000 = $12,000

Depreciation expense
Depreciation during 2024 = $30,000 x 10% = $3,000

Interest expense
Interest accrued during 2024 = $40,000 x 12% x 9/12 = $3,600

Salaries expense
Cash paid plus accrued salaries = $80,000 + $5,000 = $85,000

2-98 Intermediate Accounting, 11/e
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Problem 2-10 (continued)

McGUIRE CORPORATION
Income Statement
For the Year Ended December 31, 2024

SaleS FEVENUE ....vvcvviveiieiieiee e $342,000
Cost of goods Sold .......cccevvvvviiviiieciccicce e, 200,000
Gross Profit .....cocceecveiieiiccc e 142,000

Operating expenses:

Salaries EXPENSE ......cveveveveeeeeereereereseeeeeenes $85,000
RENT EXPENSE ...vvveiciiiee et 12,000
Depreciation eXpense .........cccevvvevveerveeiveesvenn, 3,000
Miscellaneous eXpense.........ccccecvvevivecviecneenne. 10,000
Total operating expenses ................ 110,000
Operating INCOME .....ccoeveeiieeie e 32,000
Other expense:
INterest eXPENSE ....cocvvveeviiiieiiiie e 3,600
NEt INCOME ...vviiiieee e 28,400
Solutions Manual, Chapter 2 2-99
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Problem 2-10 (concluded)

McGUIRE CORPORATION
Balance Sheet
At December 31, 2024

Assets
Current assets:
CASN ettt $ 56,000 ()
Accounts receivable ...........cccceeviiiiieinnee, 22,000
Prepaid rent ..o 2,000
INVENTOIY ..o 50,000
Total current assets ........ccccevvviverviveninnen 130,000
Office equipment .......cccoeeeveieii e, $30,000
Less: Accumulated depreciation.................. (3,000) 27,000
Total @SSetS ....ocovvevieeiiecee e $157,000
Liabilities and Shareholders' Equity
Current liabilities:
Accounts payable ........c.ccccevevveiiiieiee, $ 30,000
Salaries payable ........cccoovvviiiiiiiiie e 5,000
Notes payable ..o, 40,000
Interest payable .........cccocovvvveriverceeieneen, _ 3,600
Total current liabilities ............cccccevvenenne. 78,600

Shareholders’ equity:

ComMMON StOCK ....c.vveiiiiiieiicc e, $50,000

Retained earnings .......c.cccocveevenieeneneenienn 28,400
Total shareholders’ equity ........c.ccccverenene 78,400
Total liabilities and shareholders’ equity $157,000

(1) $410,000 — $354,000 = $56,000

2-100 Intermediate Accounting, 11/e
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Problem 2-11

Requirement 1
a. Sales revenue

Accounts receivable
11/30 Balance 10,000

80,000 Cash collections
Sales revenue  ?

12/31 Balance 3,000
Sales revenue during December = $3,000 + $80,000 — $10,000 = $73,000
b. Cost of goods sold

Accounts payable
12,000 11/30 Balance

Cash paid 60,000
? . Purchases

15,000 12/31 Balance

Purchases during December = $15,000 + $60,000 — $12,000 = $63,000

Inventory
11/30 Balance 7,000
Purchases 63,000

? Cost of goods sold

12/31 Balance 6,000

Cost of goods sold during December = $7,000 + $63,000 — $6,000 = $64,000

Solutions Manual, Chapter 2 2-101
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Problem 2-11 (concluded)
c. Insurance expense

Prepaid insurance
11/30 Balance 5,000
Cash payment 5,000

? Insurance expense

12/31 Balance 7,500
Insurance expense during December = $5,000 + $5,000 — $7,500 = $2,500

d. Salaries expense

Salaries payable
5,000 11/30 Balance

Cash payments 10,000
? Salaries expense

3,000 12/31 Balance

Salaries expense during December = $3,000 + $10,000 — $5,000 = $8,000

Requirement 2

ACCOUNES reCeIVADIE ..o 73,000
SaAlBS TEVENUE. ...ttt e e e e e e 73,000
Cost 0f goods SOId........ccceeveiiiriieeceee e 64,000
INVENTOTY .. 64,000
2-102 Intermediate Accounting, 11/e
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Problem 2-12

Requirement 1

COM

TBEXAM.

Computations:
Sales revenue:

Cash collected from customers $675,000
Add: Increase in accounts receivable 30,000
Sales revenue $705,000
Interest revenue:
Cash received $4,000
Add: Amount accrued at the end of
2024 ($50,000 x .08 x 9/12) 3,000 (c)
Deduct: Amount accrued at the end of 2023 (3,000)
Interest revenue 4,000
Cost of goods sold:
Cash paid for inventory $390,000
Add: Increase in accounts payable 12,000
Purchases during 2024 402,000
Add: Decrease in inventory 18,000
Cost of goods sold $420,000
Insurance expense:
Cash paid $6,000
Add: Prepaid insurance expired during 2024 2,500
Deduct: Prepaid insurance on 12/31/2024
($6,000 x 4/12) (2,000) (a)
Insurance expense $6,500
Salaries expense:
Cash paid $210,000
Add: Increase in salaries payable 4,000
Salaries expense $214,000
Solutions Manual, Chapter 2 2-103
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Problem 2-12 (continued)

Interest expense:
Amount accrued at the end of 2024

($100,000 x .06 x 2/12) $1,000 (d)
Rent expense:
Amount paid $24,000
Add: Prepaid rent on 12/31/2023 expired
during 2024 11,000
Deduct: Prepaid rent on 12/31/2024 ($24,000 x 6/12) (12,000) (b)
Rent expense $23,000
Depreciation expense: Increase in accumulated depreciation $10,000
Zambrano Wholesale Corporation
Income statement
For the Year Ended December 31, 2024
Sales revenue $705,000
Cost of goods sold 420,000
Gross profit 285,000
Operating expenses:
Insurance expense $ 6,500
Salaries expense 214,000
Rent expense 23,000
Depreciation expense 10,000
Total operating expenses 253,500
Operating income 31,500
Other income (expense):
Interest revenue 4,000
Interest expense (1,000) 3,000
Net income $34,500
2-104 Intermediate Accounting, 11/e
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Problem 2-12 (concluded)
Requirement 2
a. Prepaid insurance
b. Prepaid rent

c. Interest receivable

d. Interest payable

Solutions Manual, Chapter 2

$ 2,000
12,000
3,000
1,000
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Account Title Unadjusted Trial Balance Adjusting Entries Adjusted Trial Balance Income Statement Balance Sheet
Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.
Cash 23,300 23,300 23,300
Accounts receivable 32,500 32,500 32,500
Supplies 2,000 (4) 1,500 500 500
Prepaid rent 14,000 (5) 13,000 1,000 1,000
Inventory 65,000 65,000 65,000
Office equipment 75,000 75,000 75,000
Accumulated depreciation 10,000 (1) 7,500 17,500 17,500
Accounts payable 26,100 26,100 26,100
Salaries payable 3,000 (2) 1,500 4,500 4,500
Notes payable (long-term) 30,000 30,000 30,000
Interest payable 0 (3) 1,000 1,000 1,000
Common stock 80,000 80,000 80,000
Retained earnings 22,050 22,050 22,050
Dividends 6,000 6,000 6,000
Sales revenue 180,000 180,000 180,000
Cost of goods sold 95,000 95,000 95,000
Interest expense 0 (3) 1,000 1,000 1,000
Salaries expense 32,350 (2) 1,500 33,850 33,850
Rent expense 0 (5) 13,000 13,000 13,000
Supplies expense 0 (4) 1,500 1,500 1,500
Utilities expense 6,000 6,000 6,000
Depreciation expense 0 (1) 7,500 7,500 7,500
157,850 180,000 203,300 181,150
Net Income 22,150 22,150
Totals 351,150 351,150 24,500 24,500 361,150 361,150 180,000 180,000 203,300 203,300

2-106

Intermediate Accounting, 11/e

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

TBEXAM COM - THE WORLD S LARGEST TEST BANK AND SOLUTI ONS DATABASE W TH UNBEATABLE RATES



https://tbexam.com
https://tbexam.com
https://testbanks.ac/product/9781264134526-SOLUTIONS-5/

COM

TBEXAM.

ICLI CK HERE TO ACOEBRXAMEANOMPLETE Sol uti ongd

Problem 2-13 (continued)

EXCALIBUR CORPORATION
Income Statement
For the Year Ended December 31, 2024

SalesS reVeNUE .....ceeovvveeiieecie e
Cost of goods SOId .......cccvvvvveiieiiiiieiie e
Gross Profit ......ccoeveeieiiecce e

Operating expenses:

Salaries EXPENSE .....ccccveveereeieieeie e $33,850
RENt EXPENSE ...t 13,000
SUPPlies BXPENSE ...cceevveecieeieeiee e 1,500
Utilities eXPense ......ccccccveevveevieeviiee e, 6,000
Depreciation eXpense .........ccccceveevveerveennnnnn 7,500
Total operating expenses ............
Operating INCOME .......ccovvvveerieeiee e e
Other expense:
INterest eXPENSE ......ocvvveviieeeiiiieeiieee e
NEt INCOME .....ooviiiieece e

$180,000
95,000
85,000

Solutions Manual, Chapter 2
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Problem 2-13 (continued)

EXCALIBUR CORPORATION
Statement of Shareholders' Equity
For the Year Ended December 31, 2024
Total
Common Retained  Shareholders’
Stock Earnings Equity
Balance at January 1, 2024 $80,000 $22,050 $102,050
Issue of common stock -0- -0-
Net income for 2024 22,150 22,150
Less: Dividends (6,000) (6,000)
Balance at December 31, 2024 $80,000 $38,200 $118,200
2-108 Intermediate Accounting, 11/e
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Problem 2-13 (continued)

EXCALIBUR CORPORATION
Balance Sheet
At December 31, 2024
Assets
Current assets:
CaSh .o $ 23,300
Accounts receivable ..., 32,500
SUPPHIES ..o 500
Prepaid rent ........ccccoevvveviecic e 1,000
INVENTOIY oo 65,000
Total current assets .......ccccccveveveviveviesiininnns 122,300
Office equIpMENt .....cvevveiiiicic e, $75,000
Less: Accumulated depreciation ................... (17,500) 57,500
TOtal @SSELS ..ovvevveiieie e $179,800
Liabilities and Shareholders' Equity
Liabilities:
Accounts payable ..o, $ 26,100
Salaries payable .........cccccooeiiiiiiiciicce 4,500
Notes payable (long-term) .........cccoeevevivenne. 30,000
Interest payable .......ccccccovvviviiiiiiec e, 1,000
Total llabilities .......ccoovvveeeeeeeieieeee, 61,600
Shareholders’ equity:
Common StOCK ...cveveieieiccse e $80,000
Retained earnings ........cccccvvevveresieeniesieennenn, 38,200
Total shareholders’ equity ..........ccccoevverineene 118,200
Total liabilities and shareholders’ equity $179,800

Solutions Manual, Chapter 2
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Problem 2-13 (concluded)

December 31, 2024
SAlES FEVENUE.......coveeiiee ettt 180,000
Retained earnings........cccocvevvveiieeieeseesee e sse e 180,000
Retained earningsS........ccccvevvveiieeiiee s 157,850
Cost of goods SOId.........ccoeeviieiiie e 95,000
INTErESt EXPENSE......vvieeei e 1,000
Salaries EXPENSE .....ccveeiieiieeie et 33,850
RENT EXPENSE ... 13,000
SUPPHES BXPENSE ...ttt 1,500
ULHITIES EXPENSE.....veeieeceee e 6,000
Depreciation EXPENSE .......cccvvvevireeerieereesiee e see e 7,500
Retained earningsS........ccccvvevveeiieeiiie e 6,000
DIVIAENAS ...t it 6,000
2-110 Intermediate Accounting, 11/e
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DECISION MAKERS’ PERSPECTIVE CASES

Solutions Manual, Chapter 2 2-111
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Analysis Case 2-1

Requirement 1
1. Prepayments occur when cash flow precedes either expense or revenue recognition

Accruals occur when cash flow comes after either expense or revenue recognition

Requirement 2

1. The appropriate adjusting entry for a prepaid expense is a debit to expense and a
credit to the prepaid asset.

2. The appropriate adjusting entry for a deferred revenue is a debit to the deferred
revenue liability and a credit to revenue.

3. Failure to record an adjusting entry for a prepaid expense will cause assets to be
overstated and shareholders’ equity to be overstated.

4. Failure to record an adjusting entry for deferred revenue will cause liabilities to be
overstated and shareholders’ equity to be understated.

Requirement 3

1. The appropriate adjusting entry for accrued liabilities is a debit to expense and a
credit to a liability.

2. The appropriate adjusting entry for accrued receivables is a debit to a receivable
and a credit to revenue.

3. Failure to record an adjusting entry for an accrued liability will cause liabilities to
be understated and shareholders’ equity to be overstated.

4. Failure to record an adjusting entry for accrued receivables will cause assets to be
understated and shareholders’ equity to be understated.

2-112 Intermediate Accounting, 11/e
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Judgment Case 2-2

Requirement 1

Cash basis net income $26,000
Add: 1. Unexpired (prepaid insurance) ($12,000 x 8/12) 8,000
2. Increase in accounts receivable ($6,500 — $5,000) 1,500
5. Increase in inventories ($35,000 — $32,000) 3,000
Deduct: 3. Increase in salaries payable ($8,200 — $7,200) (1,000)
4. Increase in utilities payable ($1,200 — $900) (300)
6. Increase in amount owed to suppliers _(4,000)
Accrual basis net income $33,200

Requirement 2

Assets would be higher by $12,500 (=$8,000 + $1,500 + $3,000) and liabilities
would also be higher by $5,300 (=$1,000 + $300 + $4,000). The difference, $7,200,
is the difference between cash and accrual income. Therefore, equity would be higher
by $7,200.
Solutions Manual, Chapter 2 2-113
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Communication Case 2-3

Memorandum

To:  Mr. Sean Pitt

From: Your Name

Date: Current Date

RE: Usefulness of accrual based financial statements

Ms. Davis requested that | follow up with you regarding your application for a
bank loan. In particular, she asked that | provide an explanation of why the bank
requests accrual based financial statements for loan requests such as yours.

Cash basis accounting produces a measure of performance called net operating
cash flow. This measure is the difference between cash receipts and cash
disbursements during a reporting period from transactions related to providing
goods and services to customers. On the other hand, the accrual accounting model
measures an entity’s accomplishments (revenues) and resource sacrifices (expenses)
during the period, regardless of when cash is received or paid.

In most cases, the accrual accounting model provides a better measure of
performance because it attempts to measure the accomplishments and sacrifices that
occurred during the year, which may not correspond to cash inflows and outflows.

Adjusting entries, for the most part, are conversions from cash to accrual.
Prepayments and accruals occur when cash flow precedes or follows expense or
revenue recognition.

Please let me know if | can provide any additional information.

2-114 Intermediate Accounting, 11/e
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Target Case

Requirement 1

($ in millions)

Assets = Liabilities + Shareholders’ Equity

$42,779 = $30,9462 + $11,833

aTotal liabilities are computed as current liabilities ($14,487) + noncurrent liabilities

($16,459).

Requirement 2

@) ($ in millions)
CaASN e ————— 77,130

SAlES REVENUE......ceveieeiiiiee ettt 77,130
(b) ($ in millions)
Cost 0f goods SOId ........coovevieiiecieccc e, 54,864

INVENTOIY ...oviiiiieie e 54,864
(c) ( in millions)
INVENTOIY ..o 54,3592

Accounts payable..........ccceviiiiiniii 54,359

4 Beginning inventory + Purchases — Cost of goods sold = Ending inventory
$9,497 + Purchases — $54,864 = $8,992
Purchases = $54,359

Solutions Manual, Chapter 2 2-115
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Requirement 3

Note 9, “Other Current Assets,” reports Prepaid expenses of $154 million and
$157 million for the years ended February 1, 2020, and February 2, 2019,
respectively. Assuming this pertains to prepaid insurance, insurance expense must
have exceeded the amount paid for insurance coverage, because the balance decreased
during the year. We can visualize the change with a T account:

Prepaid Insurance

Beginning balance 157
50 Insurance expense

Cash paid for insurance  ?

Ending balance 154
Cash paid for insurance must have been $47 million.

Prior to the adjusting entry, the balance in prepaid insurance would have been
$157 + $47 = $204. The adjusting entry to record expired insurance coverage and
reduce the unexpired coverage to $154 would be:

($ in millions)
INSUIANCe EXPENSE ...cvviieiiiiee ettt 50
Prepaid INSUFaNCE ........cccveeiie e 50

The appropriate adjusting entry for a prepaid expense is a debit to expense and a
credit to the prepaid asset. Failure to record an adjusting entry for a prepaid expense
will cause expenses to be understated and thus net income to be overstated. In the
balance sheet, assets and sharcholders’ equity (retained earnings) would be
overstated.

Requirement 4

($ in millions)

(a) $416 = $6,433 — $6,017

(b) Change in retained earnings = Net income — $2,865

Net income = $416 + $2,865 = $3,281 (as shown in the income statement also)

2-116 Intermediate Accounting, 11/e
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Air France—-KLM Case

Requirement 1

(€ in millions)
Assets = Liabilities + Shareholders’ Equity
$30,735 = $28,436 + $2,299

Requirement 2

(@) (€ in millions)
(O TS] 1 [ 27,188
Deferred reVENUE ........ccccvvveeiieeeeeeeeeeee e 27,188
(b)
DETErTed FEVENUE .....oceeeeeeereeeeeee et 27,188
SAIES TEVENUE .....vveive ettt 27,188
Requirement 3
(@) (€ in millions)
Prepaid aircraft fuel .............cocoooeeii e, 5511
CASN o 5,511
(b)
Aircraft fuel eXPense ..o 5,511
Prepaid aircraft fuel .........c..ccooe i, 5,511
Requirement 4
(€ in millions)
EQUIPMENT.....oiiieie e e 3,372
CASN e 3,372
Solutions Manual, Chapter 2 2-117
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CHAPTER 2
REVIEW OF THE ACCOUNTING PROCESS

Authors’ Perspectives

Reexamination—The purpose of accounting is to provide information to decision makers. The purpose of this
chapter is to review the fundamental accounting process used to produce the financial statements that help to
impart that information. This review establishes a framework for the study of the concepts covered in the
remaining chapters of intermediate accounting. The emphasis you place on this review and the class time you
devote will depend in part on the depth and recency of students’ prior preparation in introductory accounting
courses.

LO2-1 Understand routine economic events—transactions—and determine their effects on a company’s
financial position and on specific accounts.

LO2-2 Describe the steps in the accounting processing cycle.

LO2-3 Analyze and record transactions using journal entries.

LO2-4 Post the effects of journal entries to general ledger accounts and prepare an unadjusted trial balance.
LO2-5 Identify and describe the different types of adjusting journal entries.

LO2-6 Record adjusting journal entries in general journal format, post entries, and prepare an adjusted trial
balance.

LO2-7 Describe the four basic financial statements.
LO2-8 Explain the closing process.
LO2-9 Convert from cash-basis net income to accrual-basis net income.

This Will Be a “Hands-On” Class—Ask your students to keep in mind as they study this chapter that the
accounting information systems that companies use are quite different from firm to firm. Larger businesses
typically use more complex systems than smaller companies use. We focus on the many features that tend to be
common to all accounting systems. It’s important for students to understand that we don’t intend to describe
actual accounting systems. For most companies, the sheer volume of data that must be processed precludes
using a manual accounting system, so most businesses use a computerized system. We describe and illustrate a
manual accounting information system to provide an overview of the basic model that underlies the computer
software programs actually used to process accounting data.

The Accounting Equation—Establish up front that the accounting equation underlies the process used to
capture the effect of economic events and is the key to all we do in this chapter and beyond:

Assets = Liabilities + Owners’ Equity

This general expression portrays the equality between the total economic resources of a business (its assets)—
shown on the left side of the equation—and the total claims against the business (liabilities and equity)—shown
on the right side. In other words, the resources of a company are claimed by creditors and owners.

Shareholders’ Equity—Advise your students that we use the corporate format throughout this chapter and the
rest of the book. Owners of a corporation are its shareholders, so owners’ equity for a corporation is referred to
2-1
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as sharcholders’ equity (or stockholders’ equity). Shareholders’ equity for a corporation arises primarily from
two sources: (a) amounts invested by shareholders in the corporation and (b) amounts earned by the corporation
(on behalf of its shareholders). These are reported as (a) paid-in capital and (b) retained earnings.

e [llustration 2—1 shows the basic accounting equation for a corporation with shareholders’ equity expanded
to highlight its composition:

Basic: Assets = Liabilities + Shareholders’ Equity
T
Expanded: Paid-in Capital + Retained Earnings
T

Revenues/Gains - Expenses/Losses - Dividends

From bottom up, every revenue, gain, expense, loss, or dividend in the current year affects the balance of
retained earnings. Paid-in capital and retained earnings add to total shareholders’ equity.
e lllustration 2—-2 demonstrates that the accounting equity remains in balance after every transaction,
including those that affect the expanded equation.
e [lllustration 2-3 is identical to Illustration 2—1 except that it introduces debits and credits. Students are
likely to find this symmetry helpful. They can also view the summary T-accounts in this illustration as
an easy guide to keeping debits and credits straight.

One Step at a Time—After a review of the basics of the double-entry system, we look closer at the process
used to identify, analyze, record, and summarize transactions and prepare financial statements. The 10 steps in
the accounting processing cycle are listed in Illustration 2—4. Steps 1-4 occur during the accounting period
while steps 5-8 are applied at the end of the accounting period. Many students easily overlook the distinction of
during the period vs. end of the period, but this distinction is important in helping students understand the
process of adjusting entries that are included in most of the remaining chapters. Steps 9 and 10 are needed only
at the end of the year. Illustration 2-6 provides the basis for the review. Most of the illustrations in the chapter
actually are parts of a single “incremental Illustration” in which we use a single situation, and each illustration
builds upon the previous one using the same data set.

Step 6 is the preparation of adjusting entries. For many students, mastery of this step provides the “aha!”
moment in their study of financial accounting because it drives home the point of accrual accounting.
Emphasize that adjusting entries are needed to help ensure that all revenues are recognized in the period goods
or services are transferred to customers, regardless of when the cash is received. Similarly, they enable a
company to recognize all expenses incurred during a period, regardless of when cash payment is made.

o lllustration 2-10 summarizes the concepts of adjusting entries. Students can see that all adjusting entries
can be summarized into four general types, each with its own purpose and effect on financial statements.

The Purpose Fulfilled—Remind your students that the purpose of each of the steps in the processing cycle to
this point is to provide information for step 8—preparing the financial statements, and that the financial
statements are the primary means of communicating financial information to external parties.

e lllustration 2-13 shows the income statement, and Illustration 2-14 shows the balance sheet for the
hypothetical company we’ve used throughout the chapter. These are followed in Illustrations 2-15 and 2-
16 for a basic statement of cash flows and statement of shareholders’ equity for that same company.

2-2
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The Closing—Students might tend to relax after the financial statements are prepared, but remind them that we
still have a couple things to wrap up. At the end of the reporting period, two final steps are necessary, closing
the temporary accounts—step 9—and preparing a post-closing trial balance—step 10. The closing process
serves a dual purpose: (1) the temporary accounts (revenues, gains, expenses, losses, and dividends) are reduced
to zero balances, ready to measure activity in the upcoming accounting period, and (2) these temporary account
balances are closed (transferred) to retained earnings to reflect the changes that have occurred in that account
during the period. To better understand why we are transferring these balances to retained earnings, remind
students of the components of retained earnings in Illustration 2-1 (or Ilustration 2-3).

Conversion from Cash Basis to Accrual Basis—The process described in this chapter emphasizes the accrual-
basis accounting model, which measures an entity’s accomplishments and resource sacrifices during the period,
regardless of when cash is received or paid. For instance, adjusting entries, for the most part, are conversions
from cash basis to accrual basis. This section uses T-accounts to help students visualize how we can convert
cash amounts to accrual amounts. Actually, a more common conversion is from the accrual basis to the cash
basis. This conversion, essential for the preparation of the statement of cash flows, is discussed and illustrated in
Chapters 4 and 21. Tell your students that the lessons they learn here will help you with that conversion.

e lllustration 2-18 provides an example of converting from cash-basis net income to accrual-basis net
income.

e General Ledger Assignments—Be sure to take advantage of the many “General Ledger” assignments in
Connect. These are accounting software-like assignments that allow students to enter transactions in the
general journal and see how those measurements flow automatically through the general ledger and trial
balance to build the financial statements. These will provide your students excellent practice with the
accounting cycle. In addition, some of these assignments also include an Analysis requirement, asking
students to analyze the information communicated in the financial statements. You’ll also see these
assignments in later chapters, so be looking in those chapters as well.
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PowerPoint Slides

PowerPoint presentations of the chapter are available in the Connect Library:

1.

With “Concept Checks” useful for classroom presentation, permitting the instructor to intersperse in
the presentation short exercises students can be asked to solve individually or in small groups before

the solution is “revealed” by the instructor. {These are available only within Instructor Resources.}

Without the “Concept Checks” so students don’t have the solutions before being asked to solve
individually or in small groups.

Accessible PowerPoint Presentations. Accessibility is becoming even more important in the
education marketplace. Students and instructors with disabilities use many different assistive
technologies, and McGraw-Hill Education is working to increase compatibility and access that will
not only help those with disabilities achieve better learning outcomes, but also serve the institutions
that are teaching these students. Accessible PowerPoint allows slide content to be read by a screen
reader and provides alternative text descriptions for any image files used that enrich the learning
experience. Accessible PowerPoint is also designed with high-contrast color palettes and uses texture
when possible, instead of color to denote different aspects of the imagery used within the slide.

Note: The slides are intended to provide comprehensive coverage of the chapter but can be easily

edited to allow instructors to change numbers and content in illustrations or to delete slides
pertaining to topics they choose to omit or deemphasize. (Using your students’ names for
company names in the Concept Checks or Illustrations can be fun.)
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Suggestions for Class Activities

1. Spreadsheet Activities

In addition to Exercise 2-20 and Problem 2-13, the requirements for Problems 2-2, 2-4, 2-6, 2-8, and 2-10 can
be modified to include the use of software such as Excel.
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