AC 201 Fundamental Accounting
Chapter 4 Adjustments, Financial Statements, and the Quality of Earnings
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MINI-EXERCISES

M4–1.
Khaleel Limited
Adjusted Trial Balance
At June 30, 2014

	
	Debit
	Credit

	
	
	

	Cash
	$     175
	

	Accounts receivable
	420
	

	Inventories
	710
	

	Prepaid expenses
	30
	

	Buildings and equipment
	1,400
	

	Accumulated depreciation
	
	$     250

	Land
	300
	

	Accounts payable
	
	250

	Accrued expenses payable
	
	160

	Income taxes payable
	
	50

	Unearned fees
	
	90

	Long-term debt
	
	1,460

	Contributed capital
	
	400

	Retained earnings
	
	150

	Sales revenue
	
	2,400

	Interest income
	
	60

	Cost of sales
	780
	

	Salaries expense
	640
	

	Rent expense
	460
	

	Depreciation expense
	150
	

	Interest expense
	70
	

	Income taxes expense
	135
	

	   Totals
	$  5,270
	$  5,270




M4–2.
	(1) D

	(2) C

	(3) A

	(4) D

	(5) A

	(6) B

	(7) B

	(8) C




M4–3.	    (1) D
    (2) C
    (3) A
    (4) B

M4–4.

	(a)
	1.  Rent revenue is now earned.

	
	2.  Cash was received in the past – a deferred revenue was recorded.

	
	3.  Amount: $3,000  4 months = $750 earned
 
Adjusting entry –

	
	     Unearned rent revenue (L)	
	750
	

	
	            Rent revenue (+R, +SE)	
	
	750



	(b)
	1.  Depreciation Expense on the equipment is now incurred.

	
	2.  Cash was paid in the past when the equipment was purchased – a deferred expense was recorded.  The net book value of the equipment is overstated.  Accumulated Depreciation (the contra-account) needs to be increased for the amount used during the period.

	
	3.  Amount:  $9,000 given
 
Adjusting entry – 

	
	     Depreciation expense (+E, SE)	
	9,000
	

	
	            Accumulated depreciation (+XA, A)	
	
	9,000

	
	
	
	

	(c)
	1.  Insurance expense was incurred in the period.

	
	2.  Cash was paid for the insurance in the past – a deferred expense was recorded.

	
	3.  Amount:  $12,600  x 6/24 = $3,150
 
Adjusting entry – 

	
	     Insurance expense (+E, SE)	
	3,150
	

	
	            Prepaid insurance (A)	
	
	3,150


M4–5.	
	Balance Sheet
	Income Statement

	
Transaction
	
Assets
	
Liabilities
	Stockholders’ Equity
	
Revenues
	
Expenses
	Net 
Income

	a.
	NE
	–750
	+750
	+750
	NE
	+750

	b.
	–9,000
	NE
	–9,000
	NE
	+9,000
	–9,000

	c.
	–3,150
	NE
	–3,150
	NE
	+3,150
	–3,150



M4–6.

	(a)
	1.  Utilities Expense is incurred.

	
	2.  Cash will be paid in the future for utilities used in the current period – an accrued expense needs to be recorded.

	
	3.  Amount: $1,140 given
 
Adjusting entry –

	
	     Utilities expense (+E, SE)	
	1,140
	

	
	            Utilities payable (+L)	
	
	1,140



	(b)
	1.  Interest revenue is now earned on the note receivable.

	
	2.  Cash for the interest will be received in the future – an accrued revenue needs to be recorded.

	
	3.  Amount:  $15,000 principal x .14 annual rate x 4/12 of a year = $700
 
Adjusting entry – 

	
	     Interest receivable (+A)	
	700
	

	
	            Interest revenue (+R, +SE)	
	
	700

	
	
	
	

	(c)
	1.  Wages expense was incurred in the period.

	
	2.  Cash will be paid in the future to the employees who worked in the current period – an accrued expense needs to be recorded.

	
	3.  Amount:  10 employees x 4 days x $450 per day = $18,000
 
Adjusting entry – 

	
	     Wages expense (+E, SE)	
	18,000
	

	
	            Wages payable (+L)	
	
	18,000


M4–7.	
	Balance Sheet
	Income Statement

	
Transaction
	
Assets
	
Liabilities
	Stockholders’ Equity
	
Revenues
	
Expenses
	Net 
Income

	a.
	NE
	+1,140
	–1,140
	NE
	+1,140
	–1,140

	b.
	+700
	NE
	+700
	+700
	NE
	+700

	c.
	NE
	+18,000
	–18,000
	NE
	+18,000
	–18,000





M4–8.
IBRAHIM’S  MARKETING GROUP
Income Statement
For the Year Ended December 31, 2015

	Operating Revenues:
	Sales revenue
		Total operating revenues

Operating Expenses: 
	Wages expense
	Depreciation expense
	Utilities expense
	Insurance expense
	Rent expense
		Total operating expenses
Operating Income
Other Items:
           Interest revenue
           Rent revenue
Pretax Income
	Income tax expense
	
$  37,650
37,650
  
    
  19,000
1,800
320
700
      9,000
    30,820
6,830

100
        750
7,680
        2,700

	Net Income
	$    4,980

	
	

	Earnings per share*
	$9.05



* calculated as $4,980  [(300 + 800)  2] = $4,980  550 = $9.05

		        Average number of shares


M4–9.
IBRAHIM’S MARKETING GROUP
Statement of Stockholders’ Equity
For the Year Ended December 31, 2015
	
	
	
Contributed Capital
	
	
Retained Earnings
	
	Total
Stockholders’ Equity

	Balance, January 1, 2015
	
	$      700
	
	$   2,000*
	
	$   2,700

	   Share issuance
	
	3,000
	
	
	
	3,000

	   Net income
	
	
	
	4,980
	
	4,980

	   Dividends declared
	
	
	
	(0)
	
	(0)

	Balance, December 31, 2015
	
	$   3,700
	
	$   6,980
	
	$ 10,680


 								* From the trial balance.
                                                         Work backwards

M4–10.

Req. 1
IBRAHIM’S MARKETING GROUP
Balance Sheet
At December 31, 2014

	Assets
   Current Assets:
	Cash
	Accounts receivable
	Interest receivable
	Prepaid insurance
		Total current assets
   Notes receivable
   Equipment (net of accumulated depreciation, $3,000)
Total Assets

Liabilities
   Current Liabilities:
	Accounts payable
	Accrued expenses payable
	Income taxes payable
	Unearned rent revenue
		Total current liabilities
Stockholders’ Equity
	Contributed capital
	Retained earnings
		Total Stockholders’ Equity
Total Liabilities and Stockholders’ Equity
	

$    1,500
2,200
100
     1,600
5,400
2,800
    12,000
$  20,200



$   2,400
3,920
2,700
        500
      9,520

   3,700
     6,980
    10,680
$  20,200




Req. 2

The adjustments in M4–4 and M4–6 have no effect on the operating, investing, and financing activities on the statement of cash flows because no cash is paid or received at the time of the adjusting entries.

M4–11.	Revenues:
	Sales revenue
	Interest revenue (not operating)
	Rent revenue (not operating)
		Total revenues
Costs and expenses:
	Wages expense
	Depreciation expense
	Utilities expense
	Insurance expense
	Rent expense
	Income tax expense
		Total costs and expenses
Net Income
	
$  37,650
100
        750
  38,500

  19,000
1,800
320
700
9,000
        2,700
  33,520
$    4,980


Net profit margin = Net income  Operating revenues = $4,980  $37,650 = 13.23%The operating revenue source for this company is from sales.   Interest revenue and rent revenue are not included in the denominator because they are other (non-operating) revenue sources.M4–12.	Sales revenue (R) 	
Interest revenue (R) 	
Rent revenue (R) 	
	Retained earnings (+SE)	
	Wages expense (E) 	
	Depreciation expense (E) 	
	Utilities expense (E) 	
	Insurance expense (E) 	
	Rent expense (E) 	
	Income tax expense (E) 	
	37,650
100
750
	


4,980
19,000
1,800
320
700
9,000
2,700



EXERCISES
E4–1.	

Abdolmohamadi Company
Unadjusted Trial Balance
At September 30, 2015

	
	Debit
	Credit

	
	
	

	Cash
	$   153,000
	

	Accounts receivable
	225,400
	

	Supplies 
	12,200
	

	Prepaid expenses
	10,200
	

	Investments
	145,000
	

	Buildings and equipment
	323,040
	

	Accumulated depreciation
	
	$     18,100

	Land
	60,000
	

	Accounts payable
	
	96,830

	Accrued expenses payable
	
	25,650

	Unearned consulting fees
	
	32,500

	Income taxes payable
	
	3,030

	Notes payable
	
	160,000

	Contributed capital
	
	223,370

	Retained earnings *
	
	144,510

	Consulting fees revenue
	
	2,564,200

	Investment income
	
	10,800

	Gain on sale of land
	
	6,000

	Wages and benefits expense
	1,610,000
	

	Utilities expense
	25,230
	

	Travel expense
	23,990
	

	Rent expense
	152,080
	

	Professional development expense
	18,600
	

	Other operating expenses
	188,000
	

	General and administrative expenses
	321,050
	

	Interest expense
	17,200
	

	       Totals
	$3,284,990
	$3,284,990

	
	
	



*  Since debits are supposed to equal credits in a trial balance, the balance in Retained Earnings is determined as the amount in the credit column necessary to make debits equal credits (a “plugged” figure).

E4–2.

Req. 1
	Types
	Accounts to be Adjusted

	Deferred Revenues:
     Deferred Revenue may need to be adjusted for any revenue earned during the period

	
Deferred Revenue (L) and Product Revenue and/or Service Revenue (R)

	Accrued Revenues:
     Interest may be earned on Short-term Investments

     Any unrecorded sales or services provided will need to be recorded

	
Interest Receivable (A) and Interest Revenue (R)

Accounts Receivable (A) and Product Revenue and/or Service Revenue (R)

	Deferred Expenses:
     Other Current Assets may include supplies, prepaid rent, prepaid insurance, or prepaid advertising

     Any additional use of Property, Plant, and Equipment during the period will need to be recorded

	
Other Current Assets (A) and Selling, General, and Administrative Expense (E)

Accumulated Depreciation (XA) and Cost of Products and/or Cost of Services (E)

	Accrued Expenses:
     Interest incurred on Short-term Note Payable and Long-term Debt will need to be recorded

     There are likely many other accrued expenses to be recorded, including wages, warranties, and utilities


     Income taxes must be computed for the period and accrued
	
Accrued Liabilities (L) and Interest Expense (E)


Accrued Liabilities (L) and Selling, General, and Administrative Expenses (among other expenses) (E)

Income Tax Payable (L) and Income Tax Expense (E)




Req. 2

Temporary accounts that accumulate during the period are closed at the end of the year to the permanent account Retained Earnings.  These include:  Product revenue, service revenue, interest revenue, cost of products, cost of services, interest expense, research and development expense, selling, general, and administrative expense, other expenses, and income tax expense.

E4–3.

Req. 1

The annual reporting period for this company is January 1 through December 31, 2014.


Req. 2 (Adjusting entries)

Both transactions are accruals because revenue has been earned and expenses incurred but no cash has yet been received or paid.

	(a)
	1.  Wages expense is incurred.

	
	2.  Cash will be paid in the next period to employees who worked in the current period – an accrued expense needs to be recorded.  

	
	3.  Amount:  $28,000 given
 
Adjusting entry –

	
	     Wages expense (+E, SE)	
	28,000
	

	
	            Wages payable (+L)	
	
	28,000



	(b)
	1.  Interest revenue is now earned.

	
	2.  Cash will be received in the future – an accrued revenue needs to be recorded.

	
	3.  Amount:  $8,000 given
 
Adjusting entry – 

	
	     Interest receivable (+A)	
	8,000
	

	
	            Interest revenue (+R, +SE)	
	
	8,000

	
	
	
	




Req. 3

Adjusting entries are necessary at the end of the accounting period to ensure that all revenues earned and expenses incurred and the related assets and liabilities are measured properly.  The entries above are accruals; entry (a) is an accrued expense (incurred but not yet recorded) and entry (b) is an accrued revenue (earned but not yet recorded).  In applying the accrual basis of accounting, revenues should be recognized when earned and measurable and expenses should be recognized when incurred in generating revenues.


E4–4.

Req. 1
Prepaid Insurance is a deferred expense that needs to be adjusted each period for the amount used during the period.  

The amount of expense is computed as follows:  $14,400 x 3/24 = $1,800 used

Adjusting entry –
	Insurance expense (+E, SE)		   1,800
		Prepaid insurance (A)			   1,800


Req. 2
Shipping Supplies is a deferred expense that needs to be adjusted at the end of the period for the amount of supplies used during the period.

The amount is computed as follows:  Beginning balance	$  44,000
	      	Supplies purchased	240,000
	      	Supplies on hand at end	   (80,000)
			Supplies used	$204,000	

Adjusting entry –
	Shipping supplies expense (+E, SE)		   204,000
		Shipping supplies (A)			    204,000


Req. 3
	Prepaid Insurance
	
	Insurance Expense

	10/1	14,400
	
	
	
	

	
	AJE	1,800
	
	AJE	1,800
	

	End.	12,600
	
	
	End.	1,800
	



	Shipping Supplies
	
	Shipping Supplies Expense

	Beg.	44,000
	
	
	
	

	Purch.	240,000
	AJE	204,000
	
	AJE	204,000
	

	End.	80,000
	
	
	End.	204,000
	



2014 Income statement:  
	Insurance expense	$	1,800
	Shipping supplies expense	$	204,000


Req. 4
2014 Balance sheet:  
	Prepaid insurance	$	12,600
	Shipping supplies	$	80,000


E4–5.
	
	Balance Sheet
	Income Statement

	
Transaction
	
Assets
	
Liabilities
	Stockholders’ Equity
	
Revenues
	
Expenses
	Net 
Income

	E4–3 (a)
	NE
	+28,000
	–28,000
	NE
	+28,000
	–28,000

	E4–3 (b)
	+8,000
	NE
	+8,000
	+8,000
	NE
	+8,000

	E4–4 (a)
	–1,800
	NE
	–1,800
	NE
	+1,800
	–1,800

	E4–4 (b)
	–204,000
	NE
	–204,000
	NE
	+204,000
	–204,000



E4–6.

Req. 1 
	a.
	Accrued expense

	b.
	Deferred expense

	c.
	Accrued revenue

	d.
	Deferred expense

	e.
	Deferred expense

	f.
	Deferred revenue

	g.
	Accrued revenue



Req. 2	Computations
	a.
	Wages expense (+E, SE)	
	2,700
	
	
	Given

	
	          Wages payable (+L)	
	
	2,700
	
	

	
	
	
	
	
	

	b.
	Office supplies expense (+E, SE)	
	675
	
	
	$450 + $500  

	
	          Office supplies (A)	
	
	675
	
	- $275 = $675 used 

	
	
	
	
	
	              

	c.
	Rent receivable (+A)	
	1,120
	
	
	$560 x 2 months 

	
	          Rent revenue (+R, +SE)	
	
	1,120
	
	= $1,120 earned

	
	
	
	
	
	

	d.
	Depreciation expense (+E, SE)	
	12,100
	
	
	Given

	
	          Accumulated depreciation (+XA, A)
	
	12,100
	
	

	
	
	
	
	
	

	e.
	Insurance expense (+E, SE)	
	600
	
	
	$2,400 x 6/24 =

	
	          Prepaid insurance (A)	
	
	600
	
	$600 used

	
	
	
	
	
	

	f.
	Unearned rent revenue (L)	
	3,200
	
	
	$9,600 x 2/6 =

	
	          Rent revenue (+R, +SE)	
	
	3,200
	
	$3,200 earned

	
	
	
	
	
	

	g.
	Repair accounts receivable (+A)	
	800
	
	
	Given

	
	          Repair shop revenue (+R, +SE)	
	
	800
	
	



E4–7.

Req. 1 
	a.
	Accrued revenue

	b.
	Deferred expense

	c.
	Accrued expense

	d.
	Deferred revenue

	e.
	Deferred expense

	f.
	Deferred expense

	g.
	Accrued expense


Req. 2	Computations
	a.
	Accounts receivable (+A)	
	2,700
	
	
	Given

	
	          Service revenue (+R, +SE)	
	
	2,700
	
	

	
	
	
	
	
	

	b.
	Advertising expense (+E, SE)	
	900
	
	
	$1,200 x 9/12 =

	
	          Prepaid advertising (A)	
	
	900
	
	$900 used

	
	
	
	
	
	

	c.
	Interest expense (+E, SE)	
	5,000
	
	
	$250,000 x .12

	
	          Interest payable (+L)	
	
	5,000
	
	x 2/12 (since last payment) = $5,000 incurred

	
	
	
	
	
	

	d.
	Unearned storage revenue (L)	
	750
	
	
	$4,500 x 1/6 =

	
	          Storage revenue (+R, +SE)	
	
	750
	
	$750 earned

	
	
	
	
	
	

	e.
	Depreciation expense (+E, SE)	
	22,000
	
	
	Given

	
	          Accumulated depreciation (+XA, A)
	
	22,000
	
	

	
	
	
	
	
	

	f.
	Supplies expense (+E, SE)	
	50,100
	
	
	$16,500 + 

	
	          Supplies (A)	
	
	50,100
	
	$46,000 – $12,400 

	
	
	
	
	
	= $50,100 used

	
	
	
	
	
	

	g.
	Wages expense (+E, SE)	
	3,800
	
	
	Given

	
	          Wages payable (+L)	
	
	3,800
	
	



E4–8.
	
	Balance Sheet
	Income Statement

	
Transaction
	
Assets
	
Liabilities
	Stockholders’ Equity
	
Revenues
	
Expenses
	Net 
Income

	(a)
	NE
	+2,700
	–2,700
	NE
	+2,700
	–2,700

	(b)
	–675
	NE
	–675
	NE
	+675
	–675

	(c)
	+1,120
	NE
	+1,120
	+1,120
	NE
	+1,120

	(d)
	–12,100
	NE
	–12,100
	NE
	+12,100
	–12,100

	(e)
	–600
	NE
	–600
	NE
	+600
	–600

	(f)
	NE
	–3,200
	+3,200
	+3,200
	NE
	+3,200

	(g)
	+800
	NE
	+800
	+800
	NE
	+800



E4–9.
	
	Balance Sheet
	Income Statement

	
Transaction
	
Assets
	
Liabilities
	Stockholders’ Equity
	
Revenues
	
Expenses
	Net 
Income

	(a)
	+2,700
	NE
	+2,700
	+2,700
	NE
	+2,700

	(b)
	–900
	NE
	–900
	NE
	+900
	–900

	(c)
	NE
	+5,000
	–5,000
	NE
	+5,000
	–5,000

	(d)
	NE
	–750
	+750
	+750
	NE
	+750

	(e)
	–22,000
	NE
	–22,000
	NE
	+22,000
	–22,000

	(f)
	–50,100
	NE
	–50,100
	NE
	+50,100
	–50,100

	(g)
	NE
	+3,800
	–3,800
	NE
	+3,800
	–3,800



E4–10.

	
	
	Debit
	Credit

	
	Independent Situations
	Code
	Amount
	Code
	Amount

	a.
	Accrued wages, unrecorded and unpaid at year-end, $800 (example).
	N
	800
	G
	800

	b.
	Service revenue earned but not yet collected at year-end, $1,200.
	C
	1,200
	L
	1,200

	c.
	Dividends declared and paid during the year, $1,800.
	K
	1,800
	A
	1,800

	d.
	Office Supplies on hand during the year, $800; supplies on hand at year-end, $320.
	Q
	480
	B
	480

	e.
	Service revenue collected in advance, $1,600.
	A
	1,600
	I
	1,600

	f.
	Depreciation expense for the year, $2,000.
	O
	2,000
	E
	2,000

	g.
	At year-end, interest on note payable not yet recorded or paid, $440.
	P
	440
	H
	440

	h.
	Balance at year-end in Service Revenue account, $112,000. Give the closing entry at year-end.
	L
	112,000
	K
	112,000

	i.
	Balance at year-end in Interest Expense account, $920. Give the closing entry at year-end.
	K
	920
	P
	92




E4–11.	

Selected Balance Sheet Amounts at December 31, 2015
	Assets:
	

	Equipment (recorded at cost per cost principle)
	$6,000

	Accumulated depreciation (for one year, as given)
	   (600)

	    Net book value of equipment (difference)
	  5,400

	
	

	Office supplies (on hand, as given)
	        200

	
	

	Prepaid insurance (remaining coverage, $300 x 18/24 months)
	        225



Selected Income Statement Amounts for the Year Ended December 31, 2015
	Expenses:
	

	Depreciation expense (for one year, as given)
	$  600

	Office supplies expense (used, $800 - $200 on hand)
	     600

	Insurance expense (for 6 months, $300 x 6/24 months)
	        75





E4–12.	
	
	Balance Sheet
	Income Statement

	
Date
	
Assets
	
Liabilities
	Stockholders’ Equity
	
Revenues
	
Expenses
	Net 
Income

	Note 1:
   April 1, 2014
	
+60,000/
–60,000
	
NE
	
NE
	
NE
	
NE
	
NE

	   December 31, 2014a
	+ 4,500
	NE
	+ 4,500
	+ 4,500
	NE
	+ 4,500

	   March 31, 2015b
	+66,000/
–64,500
	NE
	+ 1,500
	+1,500
	NE
	+ 1,500

	Note 2:	
   August 1, 2014
	
+ 60,000
	
+ 60,000
	
NE
	
NE
	
NE
	
NE

	   December 31, 2014c
	NE
	+ 3,000
	- 3,000
	NE
	+ 3,000
	- 3,000

	   January 31, 2015d
	- 63,600
	- 63,000
	- 600
	NE
	+ 600
	- 600



(a) $60,000 principal x .10 annual interest rate x 9/12 of a year = $4,500
(b) Additional interest revenue in 2015:  $60,000 x .10 x 3/12 = $1,500.  Cash received was $66,000 ($60,000 principal + $6,000 interest for 12 months); receivables decreased by the $60,000 note receivable and $4,500 interest receivable accrued in 2014.
(c) $60,000 principal x .12 annual interest rate x 5/12 of a year = $3,000
(d) Additional interest expense in 2015:  $60,000 x .12 x 1/12 = $600.  Cash paid was $63,600 ($60,000 principal + $3,600 interest for 6 months); payables decreased by the $60,000 note payable and $3,000 interest payable accrued in 2014.

E4–13.

Req. 1		(a)	Cash paid on accrued income taxes payable.
(b)	Accrual of additional income tax expense.
(c)	Cash paid on dividends payable.
(d)	Amount of dividends declared for the period.
(e)	Cash paid on accrued interest payable.
(f)	Accrual of additional interest expense.

Req. 2  Computations:
(a)	
	Beg. Bal.
	+
	accrued income taxes
	-
	cash paid
	=
	End. bal.

	$135
	+
	656
	-
	?
	=
	$79

	
	
	
	
	?
	=
	$712 paid


 (c)	
	Beg. Bal.
	+
	dividends declared
	-
	cash paid
	=
	End. bal.

	$110
	+
	456
	-
	?
	=
	$118

	
	
	
	
	?
	=
	$448 paid


 (f)
	Beg. Bal.
	+
	accrued interest expense
	-
	cash paid
	=
	End. bal.

	$140
	+
	?
	-
	1,127
	=
	$150

	
	
	?
	
	
	=
	$1,137 accrued




E4–14.	

Req. 1   Adjusting entries that were or should have been made at December 31:

(a)  No entry was made.  Entry that should have been made:
	Rent receivable (+A)		      1,400
		Rent revenue (+R, +SE)			   1,400

(b)  No entry was made.  Entry that should have been made:
	Depreciation expense (+E, SE)		15,000
		Accumulated depreciation (+XA, A) …………			15,000
 
(c)  No entry was made. Entry that should have been made:
	Unearned fee revenue (L)		  1,500
		Fee revenue (+R, +SE)			   1,500

(d)  Entry that was already made:
	Interest expense (+E, SE) 		1,530
		Interest payable (+L) 			1,530
	($17,000 x .09 x 12/12 months)

      Entry that should have been made:
	Interest expense (+E, SE)		     255
		Interest payable (+L)			      255
	($17,000 x .09 x 2/12 months)

(e)  No entry was made.  Entry that should have been made:
	Insurance expense (+E, SE)		     650
		Prepaid insurance (A)			      650


Req. 2
	
	Balance Sheet
	Income Statement

	
Transaction
	
Assets
	
Liabilities
	Stockholders’ Equity
	
Revenues
	
Expenses
	Net 
Income

	(a)
	U 1,400
	NE
	U 1,400
	U 1,400
	NE
	U 1,400

	(b)
	O 15,000
	NE
	O 15,000
	NE
	U 15,000
	O 15,000

	(c)
	NE
	O 1,500
	U 1,500
	U 1,500
	NE
	U 1,500

	(d)
	NE
	O 1,275
	U 1,275
	NE
	O 1,275
	U 1,275

	(e)
	O 650
	NE
	O 650
	NE
	U 650
	O 650



E4–15.	

	
Items
	Net Income
	
	
	Total Assets
	
	Total Liabilities
	
	Stockholders’ Equity

	Balances reported
	$60,000
	
	
	$170,000
	
	$80,000
	
	$90,000

	Additional adjustments:
	a.  Wages 
	
(39,000)
	
	
	
	
	
39,000
	
	
(39,000)

		b.  Depreciation 
	(17,000)
	
	
	(17,000)
	
	
	
	(17,000)

		c.  Rent revenue
	3,200
	
	
	
	
	(3,200)
	
	3,200

	Adjusted balances
	7,200
	
	
	153,000
	
	115,800
	
	37,200

		d.  Income taxes
	(2,160)
	
	
	
	
	2,160
	
	(2,160)

	Correct balances
	$ 5,040
	
	
	$153,000
	
	$117,960
	
	$35,040



Computations:
a.	Given, $39,000 accrued and unpaid.
b.	Given, $17,000 depreciation expense.
c.	$9,600 x 1/3 = $3,200 rent revenue earned. The remaining $6,400 in unearned revenue is a liability for two months of occupancy "owed'' to the renter.
d.	$7,200 income before taxes x 30% = $2,160.


E4–16.

Req. 1

	a.
	Rent receivable (+A)	
	2,500
	

	
	       Revenues (rent) (+R, +SE)	
	
	2,500

	
	
	
	

	b.
	Expenses (depreciation) (+E, SE)	
	4,500
	

	
	       Accumulated depreciation (+XA, A)	
	
	4,500

	
	
	
	

	c.
	Income tax expense (+E, SE)	
	5,100
	

	
	       Income taxes payable (+L)	
	
	5,100





Req. 2
	
	
As Prepared
	
	
	Effects of Adjusting Entries
	
	
Corrected Amounts

	Income statement:   
	
	
	
	
	
	

	   Revenues
	$97,000
	
	a
	$2,500
	
	$99,500

	   Expenses
	  (73,000)
	
	b
	   (4,500)
	
	     (77,500)

	   Income tax expense
	
	
	c
	   (5,100)
	
	       (5,100)

	   Net income
	$24,000
	
	
	   (7,100)
	
	   $16,900

	
	
	
	
	
	
	

	Balance Sheet:
	
	
	
	
	
	

	Assets
	
	
	
	
	
	

	   Cash
	$20,000
	
	
	
	
	$20,000

	   Accounts receivable
	  22,000
	
	
	
	
	  22,000

	   Rent receivable
	
	
	a
	   2,500
	
	     2,500

	   Equipment
	  50,000
	
	
	
	
	   50,000

	   Accumulated depreciation
	  (10,000)
	
	b
	   (4,500)
	
	   (14,500)

	
	$82,000
	
	
	   (2,000)
	
	$80,000

	Liabilities
	
	
	
	
	
	

	   Accounts payable
	$10,000
	
	
	
	
	$10,000

	   Income taxes payable
	
	
	c
	    5,100
	
	     5,100

	
	
	
	
	
	
	

	Stockholders' Equity
	
	
	
	
	
	

	   Contributed capital
	  40,000
	
	
	
	
	  40,000

	   Retained earnings
	  32,000
	
	
	    (7,100)
	
	  24,900

	
	$82,000
	
	
	    (2,000)
	
	$80,000




E4–17.

Req. 1

	a.
	Salaries and wages expense (+E, SE)	
	730
	

	
	       Salaries and wages payable (+L)	
	
	730

	
	
	
	

	b.
	Utilities expense (+E, SE)	
	440
	

	
	       Utilities payable (+L)	
	
	440

	
	
	
	

	c.
	Depreciation expense (+E, SE)	
	24,000
	

	
	       Accumulated depreciation (+XA, A)	
	
	24,000

	
	
	
	

	d.
	Interest expense (+E, SE)	
	300
	

	
	       Interest payable (+L)	
	
	300

	
	($15,000 x .08 x 3/12)
	
	

	
	
	
	

	e.
	Maintenance expense (+E, SE)	
	1,100
	

	
	       Maintenance supplies (A)	
	
	1,100

	
	
	
	

	f.
	No adjustment is needed because the revenue will not be earned until January (next year).
	
	

	
	
	
	

	g.
	Income tax expense (+E, SE)	
	5,800
	

	
	       Income tax payable (+L)	
	
	5,800


E4–17. (continued)

Req. 2
WAZIR LIMITED
Income Statement
For the Year Ended December 31, 2014

	Operating Revenue:
	

	           Rental revenue 
	$109,000

	Operating Expenses:	
	

		Salaries and wages ($26,500 + $730)
	$27,230

		Maintenance expense ($12,000 + $1,100)
	13,100

		Rent expense
	8,800

		Utilities expense ($4,300 + $440)
	4,740

		Gas and oil expense
	 3,000

		Depreciation expense
	24,000

		Miscellaneous expenses
	1,000

		Total expenses
	  81,870

	Operating Income
	  27,130

	Other Item:
	

		Interest expense ($15,000 x .08 x 3/12)
	300

	Pretax income
	26,830

	Income tax expense
	5,800

	Net income
	$  21,030

	
	

	Earnings per share: $21,030 ÷ 7,000 shares
	$3.00




Req. 3
Net profit margin = Net Income  Net Sales (or Operating Revenue)      = $21,030  $109,000 = 19.3%
The net profit margin indicates that, for every $1 of rental revenues, Wazir earns $0.193 (19.3%) in net income.  This ratio is higher than the industry average net profit margin of 18%, implying that Wazir is more profitable and better able to manage its business (in terms of sales price or costs) than the average company in the industry.

E4–18.

Req. 1

(a)	Insurance expense (+E, SE) 		4
		Prepaid insurance (A)			4

(b)	Wages expense (+E, SE)		5
		Wages payable (+L)			5

(c)	Depreciation expense (+E, SE)		8
		Accumulated depreciation (+XA, A)			8

(d)	Income tax expense (+E, SE)		9
		Income tax payable (+L)			9


Req. 2
EUPHRATES RIVER COMPANY
Trial Balance
December 31, 2014
(in thousands of dollars)

	
	Unadjusted
	Adjustments
	Adjusted

	Account Titles
	Debit
	Credit
	Debit
	Credit
	Debit
	Credit

	Cash
	35
	
	
	
	35
	

	Accounts receivable
	9
	
	
	
	9
	

	Prepaid insurance
	6
	
	
	a   4
	2
	

	Machinery 
	80
	
	
	
	80
	

	Accumulated depreciation
	
	
	
	c   8
	
	8

	Accounts payable
	
	9
	
	
	
	9

	Wages payable
	
	
	
	b   5
	
	5

	Income taxes payable
	
	
	
	d   9
	
	9

	Contributed capital
	
	73
	
	
	
	73

	Retained earnings
	4
	
	
	
	4
	

	Revenues (not detailed)
	
	84
	
	
	
	84

	Expenses (not detailed)
	32
	
	a   4
c   8
b   5
d   9
	
	 58
	

	    Totals
	166
	166
	26
	26
	188
	188




E4–19.
EUPHRATES RIVER COMPANY
Income Statement
For the Year Ended December 31, 2014
(in thousands of dollars)

	Revenues (not detailed)
	$84

	Expenses ($32 + $4 + $8 + $5)
	49

	Pretax income
	35

	Income tax expense
	9

	Net income
	$26

	
	

	EPS ($26,000 ÷ 4,000 shares)
	$6.50




EUPHRATES RIVER COMPANY
Statement of Stockholders' Equity
For the Year Ended December 31, 2014
(in thousands of dollars)
	
	
Contributed Capital
	
	
Retained Earnings
	
	Total Stockholders' Equity

	Beginning balances, 1/1/2014
	$    0
	
	$    0
	
	$   0

	Stock issuance
	    73
	
	
	
	    73

	Net income
	
	
	      26
	
	    26

	Dividends declared
	
	
	       (4) *
	
	     (4)

	Ending balances, 12/31/2014
	$  73
	
	$  22
	
	$ 95



*  The amount of dividends declared can be inferred because the unadjusted trial balance amount for retained earnings is a negative $4.  Since this is the first year of operations, we can assume the entire amount is due to a dividend declaration.


EUPHRATES RIVER COMPANY
Balance Sheet
At December 31, 2014
(in thousands of dollars)

	Assets
	
	
	Liabilities and Stockholders’ Equity

	Current Assets:
	
	
	Current Liabilities:
	

	Cash
	$ 35
	
	Accounts payable
	$   9

	Accounts receivable
	9
	
	Wages payable
	 5

	Prepaid insurance ($6 - $4)
	2
	
	Income taxes payable
	9

	     Total current assets
	46
	
	    Total current liabilities
	  23

	Machinery
	80
	
	Stockholders' Equity:
	

	Accumulated depreciation
	(8)
	
	Contributed capital
	73

	
	
	
	Retained earnings
	22

	  
  Total assets
	
$118
	
	  Total liabilities and
        stockholders' equity
	
$118



E4–20.

Req. 1

The purposes of “closing the books” at the end of the accounting period are to: 
· Transfer the balance in the temporary accounts to a permanent account (Retained Earnings).  
· Create a zero balance in each of the temporary accounts for accumulation of activities in the next accounting period.


Req. 2

	Revenues (R)		84
		Expenses ($32 + $4 + $8 + $5 + $9) (E)			58
		Retained earnings (+SE)			26


Page 1
image4.jpeg
122 GHAPTER3  Measuring Business income

| Retable nwering Sarvi
owner's Equty

st
Less s Gaasen,
Gotan,Capes, Dcenoer 51 2011

00
00

U
e woge Paae 120
[ Totsavines S
]

§

5 Gadston, Capta, Novemher 30,2010
. Toal owners oty 555
ot taites and owrers captal e

f





image5.jpeg
.
e e e i e Tt o 0 e T i
Th o wil cree. o wil decr
. The o will ok change. bifHargers

. st hbe.com by e,

Mé-1  Preparing  Trial Balance
o1

Accounts Pyabic e Expense s |
Accounts Receivable Ineret Tncome. |
Accrued Expenses Payable Inventories 710
Acumlaed Depeciton Land 300
Budngs o g Lang Teem Detx 160
puid Expenss %0

(unmwuakww Selries Expense o
Contot Sals Revee. 2400
mwm Expense + Expers P
Tines Expense Retaned Earings 150
e This eyl Uneamed Fees »

30,2014

Md-2  Matching Defiitions with Terms
2

1) Ao ot et ol v A
(@) Rent o yet ollected:aleady 5
c

D, Deferd revenue

(8 Rent evenae collceds oty am
(5 Anexpens incumsd ot yet i o e
" (©) Offic supples on han o be et ,Wu,n,.-r...

cupr e
) Arevenue ot o et collected.

M4-3  Matching Defiitions with Terms
102
Definiion Torm
(1) At yearend.servie revene of $1.000 s collcted i A A,
cah ot s oty o B. Defened expense
(2 nkrst of 550 o e recevabe wascarmed e © Acerod evene
. Deferd revene.

cn,abough collcion o the st s ot e i e
following yesr.
(3 Atyeaend, wages payable of 5,600 hd no e
oo
(&) Offic supples were urchascd drin heyca for ST,
25100 of b emined o sy .




image6.jpeg
CHAPTER & Ao

e -
In cach ' mmcmwuw s
= .
==
A=
e
=

on the clements of
ncrease, ~ fordecrease, and NE fo o effect

BALANCE SHEET TNCONE STATENIENT
‘Stockbotders N |
cansacion_| Assts | Liabides | Equity | Revenues | Expenses | tncome.
—|

I
I
P = I I |





image7.jpeg
2 e s vt S .

M4-8  Reporting an Income Statement with Earings per Share

103 iyahin's Marketing Group has he following adjostd tria blance st Deceber 31, 2015, No
aividends were declred. H
o

M4-9 Reporting a Statement of Stockholders Equty
103 Refeto M-8 Prere s sstement of stockhoker” ity ingood form or 2015

acivies o the st of csh flows,
Mé-11  Analyzing Net roft Margin
19 o 2
Grop et proit mginfor 2015,
Mé-12 Recording Closing Enries
105

s





image8.jpeg
unren o " s

Preparing a Tria Baa
Abdclmobamad Company provides marketing esasc fr it inthe el indasy. The company
o the olowing undjosted blancen t September 30, 2015

LT
ﬂmm J

e
-
i
T
———
=
———

s Septermher 30, 2015,

Identiying Adjusting Entries from Unadjsted Tal Baance. -2
I s sl repor, HewltPackand Company sses, “We ar a Jadin global provder ofprodces, 01, 2,5
i -

e e, i e el ot o oty o €0 o3y
Compoin and e s der, gt and psingreted et e e





image9.jpeg
onmren o

-3
02

il year ended Ot 31

HEWLETT-PACKARD CONPANY
madjotea T
daltars i miions)
Debit | creait
i
mentry 2900
Ta400
by 15500
s ww
Oeramats om0
1010
Accounts payable 14100
Acerved ailies 1730
Detemed evenve o200
o0
Long term gt 270
Oerlabilves 1700
14000
Retained camings 17300
Product e 91700
Servee reveme 2630
et v o0
Contof produces 30
Contofervices 2030
e expens
Oterexpenes
Toul

Requiet:
i it ypes o

(o0 computsons sy Yo i e 0 ke e,
2 Which acountsshoud be chned 3 the e f the ear? Why

Recording Atjustng Entries

2014
Havebeen rconded excep for the fllowing:

2015

b Avyer
2015,





image10.jpeg
Requie:
1 What s the s cportin period or ths company?
2

sing the
e i e S g s S s S 05
Tocade spropeste dtsand wre i eplssionof s ey

3. Why are thesc ajusmens made?

Bt
31,2014 n devloping 023
informarion for te djoin enric th accountat leamed the olowing:

following dat eling to Shipping Supplies wre obvsined from the

‘Shipping spples o0 band. Jamary 1, 2014
Pu

siao
rehases ofshipping spplcs dcing 2014 20000
‘Shipping spplies onband counted on December 31,2014 80,0
Requied:
i .
amouat o Prepud nsrance.
3
2014
pin Supplies Expense?
A 31,2014 ep
For Shippng Soppies”
Determining FinancialStatement Effects of Adjusting Entres -5
Referto 43 nd B4, 102
Require:
ing eney on the cements o the balnce shet and income stement. Using the followng format,
iicuc  formceae o dres,an NEfor s
ALANCE SHEET INCOME STATEMENT
Stockholders” Nt
Tramsuction | Asets | Uibitts | Faity | Revenwes | Expenses | tncome
ey} i I
B30 T T
Edda) | |
= 1 !
Recording Seven Typical Adjsting Enties -6
Docember 31,2014, 102
T camscionsdrg 2014 v b ol 2 s, The ol 0 i ot 0
djustingcuies ar val
. 204,
n 201 purch





image11.jpeg
=

cumeen &

-7
102

-8
102

mombly On Decenber
oreonded. Collecion ﬂpaw ey 10,201
st S60.50: 12,100 was o

204,

« Onuy

ol 10 Pepad nsrance. Coverage began n uy 1, 014

“The remuning basement o the store i renied for $1.600 p mont 1 amoler merchant, Hamid
i 1, 2004,

ol 10 Uneamed Rt Revenwe when colced.

The
amount has ot yetbee reconded s Repar Shop Revenue. Collction is expected doring Jansry
205

equie:
ity cach of the transaction s 3 dfened e, defemed expens, ceroed revence, o
accrcd expense

2 rconded for December 31

2004,

Recording Seven Typical Adjuting Enties
Abdula's Bost Yard epie,stores, and cleans bosts fo cstomers. 1t s complein the accouning

nd v The flloing dtswith respec 10 adjustingente re aailable
& ABdllh's winerizd clesned and conred) e bosts forcustomes t theend of November, bl
it ot record thesrvice for $2.700.
On Octor 1, 201

quanely un is repid in

g fcily:
v years. Abdllh' e
4 The Alsad fuiy paid Abdlla 5, 10 stre ns sailboat for the

v My 1 3016, Al credied he ful amoun o Uneared Storage Revene on

for2015.
£ Boat epa

Decenier 1, 2014, e R

suppis on hand.

.
amounted 153800 The et payol dste will be Deceaer , 2015

Required:
1 Hentity coch of these rnsactions a8 defered revenue, defred expense,accued revenue, o
xpenic

Refr 0 Eb6.





image12.jpeg
Requiet:
ndicae + for
{mcrase, — for dcrease, nd NE for ol
BALANCE SHEET INCOME STATEVENT
Stockhotders et
Transaction | Avets | Libities | quity | Revewes | Expemes | tacome
b I I
T T
-9
Reer 0 B4 Loz
Requied:
+ for
ncreme, - for decresse,and NE fo o lfct.
I WALANCE SHEET INCOME STATEMENT
Stockholders Nt
Tramsucion | Ases | viabiiies | Bauty | Revenes | Expenses | 1ncome
R
Recording E4-10
“The following sccounts ar usd by Haleem's Travl Agency Loy
Codes Accounts Codes Accounts
A G ] Contited Capial
B Ofice Suppl 3 Retained Eamin
€ Accouns Resevabe L
b e Equipment M
E - Accumulied Depecision N
F o NoePaabe )
G Wages Py 3
H o et Pyabie Q
i camod Sevie R ®
Required:

Code()and amount(s) The it ransation s wed s cxample




image13.jpeg
240 CHAPTER 4 Adjustments, Financial Statements, and the Quality of Earnings

DEBIT CREDIT
Independent Situations Code | Amount | Code | Amount
a. Accrued wages, unrecorded and unpaid at year-end, N 800 G 800

$800 (example).

b. Service revenue earned but not yet collected at
year-end, $1,200.

c. Dividends declared and paid during the year, $1,800.

d. Office supplies on hand during the year, $800: supplies
on hand at year-end, $320.

e. Service revenue collected in advance, $1,600.

f. Depreciation expense for the year, $2,000.

g. At year-end, interest on note payable not yet recorded
or paid, $440.

h. Balance at year-end in Service Revenue account,
$112,000. Give the closing entry at year-end.

i. Balance at year-end in Interest Expense account, $920.
Give the closing entry at year-end.

E4-11 Determining Financial Statement Effects of Three Adjusting Entries

L0z, 3 Nabilah Company started operations on January 1, 2015. It is now December 31, 2015, the end of the
annual accounting period. The part-time bookkeeper needs your help to analyze the following three
transactions:

a. During 2015, the company purchased office supplies that cost $800. At the end of 2015, office sup-
plies of $200 remained on hand.

b. On January 1, 2015, the company purchased a special machine for cash at a cost of $6,000. The
machine’s cost is estimated to depreciate at $600 per year.

c. OnJuly 1, 2015, the company paid cash of $300 for a two-year premium on an insurance policy on the
machine; coverage begins on July 1, 2015.

Required:

Complete the following schedule with the amounts that should be reported for 2015:
Selected Balance Sheet Accounts Amount to
at December 31, 2015 Be Reported
Assets
Equipment $

Accumulated depreciation

Net book value of equipment
Office supplies
Prepaid insurance

Selected Income Statement Accounts
for the Year Ended December 31, 2015

Expenses

Depreciation expense $
Office supplies expense

Insurance expense

E4-12 Determining Financial Statement Effects of Adjustments for Interest on Two Notes

Lo2 Note 1: On April 1, 2014, Tahirah Company received a $60,000, 10 percent note from a customer in settle-
ment of a $60,000 open account receivable. According to the terms, the principal of the note and interest
are payable at the end of 12 months. The annual accounting period for Tahirah ends on December 31, 2014.





image14.jpeg
CHAPTER & Agmers. st St

1 12 perent
Joan rom a kcal bank. The princpal o te noe and et expense are payable at the e of six
mont

Requied:
e e N o i, e v+ L © St Eai:
Revenues - Expene
O Sknotden Equty)
BALANCESHEET INCOMESTATENENT
TSockbotier N
Due et | inbtis |~ gy | Revenes | Expenses | tncome
Noet |
A 12018 | |
Deconter 31,2014 I I
Marh 31,205 T T
T T
Dy 31,2015 I I
Infering Transactons Ei-13
102

Decre & Company i the work's eading producer of grcubural cqipmen; 3 eading supplie of 8
Deere & Company

tecent sl epor (i miions of dollars):

accouns o reae nd decrene
2. For ransacion u. (). ad ). compute the moont.

mm.., the Effects of Erros on Financial Statement Items. 14
Maber Company. publishers of movie and sog v books, made the olowing eros in 102
e e

gttty
. Didnot record 15000 depec

jon o the cqiprcat costin $115.000

e
. »
cutsanding only sice Novenber |





image15.jpeg
242 CHAPTER 4  Adjustments, Financial Statements, and the Quality of Earnings

E4-15
L0z, 3

E4-16
L02,3

Required:

1. For each error, prepare the adjusting journal entry (@) that was made, if any, and (b) that should have
been made at year-end.

2. Using the following headings, indicate the effect of each error and the amount of the effect
(that is, the difference between the entry that was or was not made and the entry that should
have been made). Use O if the effect overstates the item, U if the effect understates the
item, and NE if there is no effect. (Reminder: Assets = Liabilities + Stockholders’ Equity;
Revenues — Expenses = Net Income; and Net Income accounts are closed to Retained Earnings,
a part of Stockholders’ Equity.)

BALANCE SHEET INCOME STATEMENT
Stockholders’ Net
Transaction Assets | Liabilities Equity Revenues | Expenses | Income
a.
b.
C.
(etc.)

Analyzing the Effects of Adjusting Entries on the Income Statement and Balance Sheet

On December 31, 2014, Basimah Company prepared an income statement and balance sheet and failed to
take into account four adjusting entries. The income statement, prepared on this incorrect basis, reflected
pretax income of $60,000. The balance sheet (before the effect of income taxes) reflected total assets,
$170,000; total liabilities, $80,000; and stockholders’ equity, $90,000. The data for the four adjusting
entries follow:

a. Wages amounting to $39,000 for the last three days of December 2014 were not paid and not recorded
(the next payroll will be on January 10, 2015).

b. Depreciation of $17,000 for the year on equipment that cost $170,000 was not recorded.

c. Rent revenue of $9.600 was collected on December 1, 2014, for office space for the period
December 1, 2014, to February 28, 2015. The $9,600 was credited in full to Unearned Rent Revenue
when collected.

d. Income taxes were not recorded. The income tax rate for the company is 30 percent.

Required:
Complete the following tabulation to correct the financial statements for the effects of the four errors
(indicate deductions with parentheses):

Stockholders’
Items Net Income Total Assets  Total Liabilities Equity
Balances reported $60,000 $170,000 $80,000 $90.000

Additional adjustments:

a. Wages

b. Depreciation

c. Rent revenue
Adjusted balances

d. Income taxes
Correct balances

Recording the Effects of Adjusting Entries and Reporting a Corrected Income Statement
and Balance Sheet

On December 31, 2014, the bookkeeper for Jalil Industrial prepared the following income statement and
balance sheet summarized here but neglected to consider three adjusting entries.
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