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Chapter 3
LO 3-1

LO 3-1, 3-3, 3-4

Exercise 3-9A  Recording receivables and identifying their effect on financial
statements

Davos Company performed services on account for $160,000 in 2016. Davos collected $120,000
cash from accounts receivable during 2016, and the remaining $40.000 was collected in cash dur-
ing 2017.

Required

a. Record the 2016 transactions in T-accounts.
b. Record the 2016 transactions in a horizontal statements model like the [ollowing one:

Assets

Il

Liah. +  Equity Rev. — Exp. = Netlnc. H Cash Flow

Cash + Accts.Rec. = Ret. Earn. H

¢. Determine the amount ol revenue Davos would report on the 2016 income statement.

d. Determine the amount ol cash [Tow [rom operating activities Davos would report on the
2016 statement ol cash fows.

e. Open a T-account for Retained Earnings, and close the 2016 Service Revenue account to the
Retained Earnings account.
Record the 2017 cash collection in the appropriate T-accounts.

g. Record the 2017 transaction in a horizontal statements model like the one shown in Requiig
ment h.

h. Assuming no other transactions occur in 2017, determine the amount of net income and (h
net cash flow from operating activities for 2017.

Exercise 3-10A  Recording supplies and identifying their effect on financial statement
Sye Chase started and operated a small family architectural firm in 2016. The firm was allecl

by two events: (1) Chase provided $25.000 of services on account., and (2) he purchased $2 1l
of supplies on account. There were $250 of supplies on hand as ol December 31. 2016.

Required

a. Open T-accounts and record the two transactions in the accounts.
b. Record the required year-end adjusting entry to reflect the use of supplies.
¢. Record the preceding transactions in a horizontal statements model like the following o

Assets = Liab. + Equity Rev. — Exp. = Netlnc. i Cash I'uw

Accts. Accts. Ret.
Rec. -+ Supplies Pay. -+  Eamn.

d.  Explain why the amounts of net income and net cash flow from operating activities difl
I g .

¢, Record and post the required closing entries, and prepare a post-closing trial balanee
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LO 3-1, 3-3, 3-4

LO 3-1
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c. Determine the amount of revenue Davos would report on the 2016 income statemon| L L npany began the accounting pe

\ Y LTe] 1 - .t )
ot During the m.umnlmgl lplg.u(‘
i ending Accounts Payable balanc

d. Determine the amount ol cash [low [rom operating activities Davos would report o i
2016 statement ol cash flows.

e. Open a T-account for Retained Earnings, and close the 2016 Service Revenue account i il
Retained Earnings account.

f. Record the 2017 cash collection in the appropriate T-accounts.

g. Record the 2017 transaction in a horizontal statements model like the one shown in e
ment h.
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h.  Assuming no other transactions occur in 2017, determine the amount of net income i (i
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Exercise 3-10A  Recording supplies and identifying their effect on financial statemni

Sye Chase started and operated a small family architectural firm in 2016. The firm was allocliol
by two events: (1) Chase provided $25.000 of services on account, and (2) he purchased 5 Kl
ol supplies on account. There were $250 ol supplies on hand as ol December 31, 2016.

‘ " he [ i apsactions in gen
il eieh of the following t ansact

St ion in a horizontal statements model. T)

Required Account Title

a. Open T-accounts and record the two transactions in the accounts. Accounts Receivable

b. Record the required year-end adjusting entry to reflect the use of supplies. Service Revenue
c. Record the preceding transactions in a horizontal statements model like the following one:
|“ 1 -l -
Assets = Liah. + Equity Rev. — Exp. = Netlnc.  Cash Flow Milotss = Liab. +  Equity
‘ s 3
| ,200
Accts. Accts. Ret. 1,200 8,200 52

Rec. + Supplies Pay. + [Earn. 1

Rev.

1l

P'erformed $8.200 of services on account.
( ollected $5.600 cash on accounts receivabl

d. Explain why the amounts of net income and net cash flow [rom operating activities difTer, .
I"uid $1,450 cash in advance for an insuranc

e. Record and post the required closing entries. and prepare a post-closing trial balance. 9
(. IPaid $400 on accounts payable. _

o lecorded the adjusting entry 1o rccogn!zc 5
{, Recorded the adjusting entry to recognize S
i, Received 51 .600 cash for services Lo be perl
i, Purchased land for £9.000 cash.

© |, Purchased supplies for $350 cash.

Exercise 3-11A  Recording unearned revenue and identifying its effect on financial
statements

Raylan received a $60,000 cash advance payment on June I, 2016. for consulting services to be
performed in the future. Services were to be provided for a one-year term beginning June [, 2016.

a. Record the June I cash receipt in T-accounts.
b. Record in T-accounts the adjustment required as of December 31, 2016.

c. Record the preceding transaction and related adjustment in a horizontal statements model
like the following one:

Exercise 3-15A  Recording prepaid items
statements

Cherokee Company began operations thﬂ"l
§60.000 cash in advance for a one-year ;:oln(:u
signed the lease agreement on March 1, 20163
$98.000 of cash revenue in 2016.

m

Assets = Liab. + Equity  Rew — Exp. = Netlnc.  Cash Flow

i



\temen| N USIg a r-acconnt ro derernnne casn frow from operanng acrvires
tement.

report o) |l Lo Company began the accounting period with a $60,000 credit balance in its Accounts
Cccoint. During the accounting period, Garden Co. incurred expenses on account ol

Y e ancdine g YWPRAavahle Ralanesivwae
accoun (ol | he ending Accounts Payable balance was $64.,000.

il

o Ui imformation, determine the amount of cash outflow for expenses during the ac-
iy jutiod, (Hint: Use a T-account for Accounts Payable. Enter the debits and credits for
Len ovents, and solve for the missing amount.)

viin Requilie

come and
Wi 3 14AA  Recording events in the general journal and identifying their effect
on financial statements

I statemeniy
wats alleold fllrod

hased $2 K0 |'l| vich ol the following transactions in general journal form and then show the effect ol the
016. Joaction i a horizontal statements model. The [irst transaction is shown as an example.

Account Title Debit Credit
Accounts Receivable 8,200
Service Revenue 8,200

()Wil'lg one!

Cash Flow

Mugols = Liab.  +  Equity Rev. - Exp. Net Inc. “ Cash Flow

11,200 8,200 8,200 NA 8,200 H NA

I'erlormed $8.200 of services on account.
ies difler,
ance.

Collected $5.600 cash on accounts receivable.

I'iid $1.450 cash in advance for an insurance policy.

I"aid $400 on accounts payable.

Itecorded the adjusting entry to recognize $300 of insurance expense.

inancial

S Eesito b Recorded the adjusting entry to recognize $200 accrued interest revenue.
: ¢ : s ; 5
ine 1. 2016 Received $1.600 cash for serviees to be performed at a later date.
Purchased land for $9.000 cash.

Purchased supplies for $350 cash.

Ixercise 3-15A  Recording prepaid items and identifying their effect on financial
nts model statements

(herokee Company began operations when it issued common stock for $80.000 cash. It paid
560,000 cash in advance for a one-year contract to lease delivery equipment [or the business. It
signed the lease agreement on March 1, 2016, which was effective immediately. Cherokee received
598,000 of cash revenue in 2016.

Ish Flow
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Chapter 3

+ Required
(e ~ a. Record the March 1 cash payment in general journal format.

b. Record in general journal format the adjustment required as ol December 31, 2016.
c. Record all events in a horizontal statements model like the following one:

P

Assets = Liab. + Equity Rev. — Exp. = Netinc. ‘ Cash Flow
Prep. Common Ret. r
Cash + Rent = Stock + Earn. ‘
U

d. What amount of net income will Cherokee Company report on the 2016 income statement!
What is the amount of net cash flow [rom operating activities [or 20167

e.  Determine the amount of prepaid rent Cherokee Company would report on the December 31,
2016, balance sheel.

LO 3-2 Exercise 3-16A  Recording accrued salaries and identifying their effect on financial
statements

On December 31, 2016, BIG Company had accrued salaries of $6.400.
Required

a. Record in general journal format the adjustment required as ol December 31. 2016.
b. Record the above adjustment in a horizontal statements model like the [ollowing one:

»
Assets = Liab. + Equity Rev. . — Exp. = Netinc. Cash Flow

Sal.Pay. +  Ret Earn. |

[}

c. Determine the amount of net income BIG would report on the 2016 income statement, |
suming that BIG received $36,000 of cash revenue. What is the amount of net cash [low (1
operating activities for 20167

d. What amount of salaries payable would BIG report on the December 31, 2016, balance slivs

LO 3-4 Exercise 3-17A  Preparing closing entries

The following financial information was taken from the books of Zone Health Club, a smull
and litness club:

Account Balances as of December 31, 2016
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LO 3-2

LO 3-4

d. What amount ol net income will Cherokee Company report on the 2016 income stiateniint
What is the amount of net cash (low [rom operating activities [or 20167

e. Determine the amount of prepaid rent Cherokee Company would report on the Decembop 1
2016, balance sheet.

Exercise 3-16A  Recording accrued salaries and identifying their effect on financiul
statements

On December 31, 2016, BIG Company had accrued salaries ol $6.400.

Required

a. Record in general journal format the adjustment required as of December 31, 2016.

b. Record the above adjustment in a horizontal statements model like the [ollowing one:

Assets = Liab. + Equity Revv.. — Exp. = Netlnc. H Cash Flow

Sal.Pay. + Ret.Eamn. H
' i

¢. Determine the amount of net income BIG would report on the 2016 income statement. s
suming that BIG received $36.000 of cash revenue. What is the amount of net cash fTow [1om
operating activities for 20167

d.  What amount ol salaries payable would BIG report on the December 31. 2016, balance sheet!

Exercise 3-17A  Preparing closing entries

The following linancial information was taken from the books ol Zone Health Club, a small spu
and litness club:

‘Account Balances as of December 31, 2016 .
Accounts Receivable $12,450
Accounts Payable 6,200
Salaries Payable 3,150
Cash 36,750
Dividends 2.000
Operating Expense 35,300
Prepaid Rent 1,200
Rent Expense 8,400
Retained Earnings 1/1/2016 41,250
Salaries Expense 14,500
Service Revenue 65,400
Supplies 650
Supplies Expense 3,150
Common Stock 7,000
Unearned Revenue 6,400
Land 15,000

B A WA A AR E R AAAE ATERERR R AT
e tad $34,500 of accounts re
il 5,000 dividend to the ste
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1l 48,500 of the accounts payi

il
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ltequired

[ixplain how each of the following
halance will be out of balance bec:
balance will have a higher amount
does not affect the equality of debi
cause an inequality and explain wh
4. An $900 credit to Unearned R
b, A $3.400 credit to Accounts P
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<-/FA Ccont
= R ¥ The Double-Entry Accounting System

Required
a. Prepare the journal entries necessary to close the temporary accounts at December 31, 2016,
lor Zone Health Club.

5 : 2016. ’ : : ! S . ;
ccember 31. 2 ' b, What is the balance in the Retained Earnings account after the closing entries are posted?

ng one:
Exercise 3-18A  Recording transactions in the general journal and T-accounts LO 3-1, 3-2

i
= NetInc. ﬂ Cash Flow e following events apply to Montgomery Company for 2016, its first year of operation:

|

Received cash ol $36.000 Irom the issue ol common stock.
Performed $48.000 of services on account.

It
2
A Incurred $6,500 of other operating expenses on account.
Ao Paid $21.000 cash for salaries expense.

[

the 2016 income statement? . Collected $34.500 of accounts receivable.
20167
| report on the December 31

o Paid a $3.000 dividend to the stockholders.
1 Performed $9.500 ol services for cash.
I Paid $5.500 of the accounts payable.

their effect on financial luquired

W Record the preceding transactions in general journal form.

I I'0st the entries to T-accounts and determine the ending balance in cach account.
K + Determine the amount of total assets at the end of 2016.
il Determine the amount of net income for 2016.
December 31, 2016.

like the following one: Lautelse 3198 Preparing a trial balance LO 3-3

o

l. o bwcember 31, 2016, Morgan Company had the following normal account balances in its
Al ledger. Use this information Lo prepare a trial balance.

= Net!nc.i Cash Flow

o)

Land $30,000

© 2016 income statement il Upgamed Revenue 32,000

“mount of net cash flow (il Dividends 8,000

i Prepaid Rent 5,600

a Cash 90,000

mber 31 2016, balance il Salaries Expense 18,000

Accounts Payable 7,000

Common Stock 80,000

. ; J o smoll Operating Expense 41,000

7one Health Club, a snil Office Supplies 2,500

Adverlising Expense 3,500

Retained Earnings, 1/1/2016 9,000

!;'.‘,-]'};» Service Revenue 86,000
AVELY

s

Accounts Receivable 15,400
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Problem 3-31A  Effect of errors on the trial balance

I'ie following trial balance was prepared from the ledger accounts of Ricardo Company:

Account Title Debit Credit
Cash $ 68,900
Accounts Receivable 30,000
Supplies 1,800
Prepaid Insurance 3,600
Land $ 12,000
Accounts Payable 9,600
Common Stock 100,000
Retained Earnings 27,510
Dividends 8,000
Service Revenue 60,000
Rent Expense 9,600
Salaries Expense 31,500
Operating Expense 32,400

Totals $185,800 $209,110

When the trial balance lailed to balance, the accountant reviewed the records and discovered the

[ullowing errors:

I, The company received $360 as payment lor services rendered. The credit to Service Revenue
was recorded correctly, but the debit to Cash was recorded as $650.

1 A 8900 receipt of cash that was received from a customer on accounts receivable was not recorded.

A A S600 purchase of supplies on account was properly recorded as a debit to the Supplies
account. However, the credit to Accounts Payable was not recorded.

A Land valued at $12.000 was contributed to the business in exchange for common stock. The

entry to record the transaction was recorded as a $12.000 credit to both the Land account
and the Common Stock account.

S0 A $500 rent payment was properly recorded as a credit to Cash. However, the Salaries
I"xpense account was incorrectly debited for $500.

Noquired

Iised on this information, prepare a corrected trial balance for Ricardo Company.

Problem 3-32A  Comprehensive problem: single cycle

1 he [ollowing transactions pertain to Smith Training Company for 2016:

T 30 Established the business when it acquired $45.000 cash from the issue of common stock.
I'ch. 1 Paid rent [or olfice space for two years, $24.000 cash.

Apro 100 Purchased $3,200 of supplies on account,

Tuly 1 Received $24.000 cash in advance [or services to be provided over the next year.

LO 3-3

CHECK FIGURE
Corrected Cash Balance: $69,710

LO 3-1, 3-2, 3-3, 3-4

CHECK FIGURE
d. Net Income: $50,880
Total Assets: $98,180
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Chapter 4

LO 4-2, 4-3, 4-4, 4-5

-

Required

a. Record the events in general journal format.
Open general ledger T-accounts with the appropriate beginning balances and post the jour-
nal entries to the T-accounts.

¢. Prepare a multistep income statement. a balance sheet. and a statement of cash [lows.

d. Why would Prentise agree (o keep the damaged goods? Who benelits more?

Exercise 4-17A  Comprehensive exercise with sales discounts

Junker’s Stash started the 2016 accounting period with the balances given in the linancial state-

ments model shown below. During 2016 Junker’s Stash experienced the following business events:

1. Paid cash to purchase $70.000 of merchandise inventory.

2. The goods that were purchased in Event | were delivered FOB destination. FFreight costs ol
$1.400 were paid in cash by the responsible party.

a. Sold merchandise for $72,000 under terms 1/10, n/30.

b. Recognized $41.900 of cost of goods sold.

I

4a. Junker’s Stash customers returned merchandise that was sold lor $2.100.

4b. The merchandise returned in Event 4a had cost Junker’s Stash S1.250.

5. The merchandise in Event 3a was sold to customers FOB destination. Freight costs of $1.650
were paid in cash by the responsible party.

6a. The customers paid for the merchandise sold in Event 3a within the discount period. Recog-
nized the sales discount.

6b. Collected the balance in the accounts receivable account.

7. Paid cash of $6.850 for selling and administrative expenses.

8. Sold the land lor $9.100 cash.

Required

a. Record the above transactions in a [inancial statements model like the one shown below:

Com. Ret. Rev./ Cash

Event Accts.
No. Cash + Rec. + Inventory + Land = Stk. + Eamn. Gain — Exp. = Netinc.  Flow
Bal. 80,000 -+ 0 + 15000 + 11,000 = 70,000 + 36,000 NA - NA = NA NA
b. Determine the amount of net sales.
¢. Prepare a multistep income statement. Include common size percentages on the income state:
ment.
d. Junker’s Stash return on sales ratio in 2015 was 12 percent. Based on the common size dati
in the income statement, did Junker’s Stash expenses increase or decrease in 20167
e. Explain why the term /oss is used to describe the results due to the sale ol land.
LO 4-5 Exercise 4-18A  Using ratios to make comparisons

The following income statements were drawn from the annual reports of the Denver Compiany
and the Reno Company:

Required

1. One of the comps:
other operates dis¢
high-end retailer a

h. [f Denver and Rer
the more profitabl

Exercise 4-19A Us

At the end of 2016 the

Required

i, Prepare a commotl
. Compute the retus
¢, Which company is
il. One company is a

discounter? Suppc

Exercise 4-20A Ef
ba

i1l Rose owns Rose !
518,000 in inventory.
%66,000. At the end of

Required

( ulculate the followin
i, Cost of goods ava
I, Cost of goods sol
. Amount of invenl

Exercise 4-21A D

l'ippah Antigues use
I'he following accour
[ieginning balance in

$12.000; sales, $520,0
expenses, $130,000, A
ond ol the accounting



