EXERCISE 3-8 (10-15 minutes)

(@) WagesS EXPENSE ... 2,900

Wages Payable ...........cccoooeviiiiii e, 2,900
(D)  ULIItieS EXPENSE .....ceeiieeeee e, 600

Accounts Payable............cccooiviiiiiii 600
(c) Interest Expense ($60,000 X 8% X 1/12) .....ccoovvvvvvviineennnnnn, 400

Interest Payable ..., 400
(d) Telephone EXPENSEe .......cccoviiiiiiiiiiiii e, 117

Accounts Payable............cccoooviiiiiii e, 117



EXERCISE 3-11 (20-25 Minutes)

@)

(b)

CAVAMANLIS CO.
Income Statement
For the Year Ended December 31, 2010

Revenues

SEIrVICE FEVENUE .......vvvvevveevvrvreiverrereeereenene, $12,590
Expenses

Salaries eXPeNSEe ........cccceevvveeeeeeeeeeieeeeeeae, $6,840

ReNt eXPeNnsSe .....cccovvviviiiiiiiiieieeeee e, 2,760

Depreciation eXpense .......ccccoeeevveeeeennnnnns, 145

INterest eXPense ........ccovveviiiiiiiiiineeeee, 83 9,828
NEet INCOME ..., 2,162

CAVAMANLIS CO.
Statement of Retained Earnings
For the Year Ended December 31, 2010

Retained earnings, January 1.........ccccoooeviiiiiiiiiiieeiiie e $11,310
Add: NELINCOME....couii e 2,762
LesSS: DIVIAENAS .....covniiiiiicee e 3,000
Retained earnings, December 31...........ccccooiiiiiiiiiiiiiiieccieeeee $17,072



EXERCISE 3-11 (Continued)

(c) CAVAMANLIS CO.
Balance Sheet
December 31, 2010

Assets
Current Assets
CaASN .. $18,972
Accountsreceivable........c.cooviiiiiiiiiiin, 6,920
Prepaid rent.........cccooooiiiiiiiiiiiiieee e, 2,280
Total current assetS........covevvveevevevnennnn, $28,172
Property, plant, and equipment
Equipment .........cooiiiiii e 18,050
Less: Accumulated depreciation............... (4,895) 13,155
Total @SSEeLS.....u i $41,327

Liabilities and Stockholders’ Equity
Current liabilities

Notes payable ........cccccceeevvieieiiiiiiiieiieeeeeeee $ 5,700

Accounts payable.........cccooiiiiiiiii 4,472

Interest payable ...........cccooooiiiiiiii 83

Total current liabilities..........ccocoeevvennnen. 10,255

Stockholders’ equity

CommMON SEOCK ..cveeeiie e $20,000

Retained Earnings ............ccccoevvvviiiieciieneee, 11,072 31,072

Total liabilities and stockholders’ equity ................ $41,327

*Beg. Balance + Net Income - Dividends = Ending Balance
$11,310 +  $2,762 - $3,000 = $11,



EXERCISE 3-17 (10-15 minutes)

Mar. 1 CaASh e 60,000
ComMMON StOCK ..o 60,000

B LaAN 10,000

BUIAING ..o 22,000

EQUIPMENT.....ooiiiiiii 6,000
Cash.....coooiii 38,000

5 AdvertisSing EXPeNnSe........ccoovvvviiiiiiiiiiiiiiiiiiiiiiiieeeeeeeee 1,600
CaSN.ceeeie e 1,600

6 Prepaid INSUranCe ........cccovveieiiiiiiiiiie e 1,480
Cash. . 1,480
(Paid for one-year insurance policy)

10 EQUIPMENT...ccoi e 2,500
Accounts Payable...........ccccoooiiiiiii 2,500
(Purchased equipment on account)

18 CaASKN oo 1,200
SEervViCe REVENUE.....ouee e 1,200

25 DIVIAENAS ... 1,000
CaSh. . 1,000

30 WaAgEeS EXPENSE ....coovviiiiiiie e 900
CaSN.ceeie e 900

30 Accounts Payable .........ccccccoiiiiiiiiiiii 2,500
CaASN. e 2,500

Bl A o 750
SEerVICE REBVENUE... ..o 750



(Received cash for services performed)



(@) Dec. 31

31

31

31

31

31

31

PROBLEM 3-2

Accounts Receivable............cccccciiiiiiiiiiiin, 3,500
Advertising Revenue...........cccooovvviiieennnnn.

Unearned Advertising Revenue...................... 1,400
Advertising Revenue...........ccccoccveeeeennnn.

Art Supplies EXpense.........cccooeeevviiieeeiineeeennnn. 5,400
Art SUPPES ...

Depreciation EXPense ........ccccovevevviveevvineennnnnn. 5,000
Accumulated Depreciation ......................

INterest EXPENSE.....covviviiiiiieeeeee e 150
Interest Payable...........ccccoooviiiiiiinnnnn.

Insurance EXpense........c.ccooviiiiiiiiiiiniineee 850
Prepaid Insurance ............ccccoeeevevvieeeennnnnnn,

Salaries EXpense .......cccocovviviiiiiiciiii e 1,300

Salaries Payable............cccooooiiin,

3,500

1,400

5,400

5,000

150

850

1,300



PROBLEM 3-2 (Continued)

(b)

MASON ADVERTISING AGENCY
Income Statement
For the Year Ended December 31, 2010
Revenues
Advertising revenue ............cccccuvveee.... $63,500
Expenses
Salaries eXPenSe..........cccccvvvveveeeeeeeeennn, $11,300
Art supplies expense.........ccccveeeeeennnn. 5,400
Depreciation expense...........ccceeeeeunnn... 5,000
Rent exXpense ......ccccovvveiiiiiiiicc e, 4,000
INSUrance exXPense........cccevvvvvvnveennennnnns 850
INnterest eXpPense........ccooevvvviiiiiiineennnns 500
Total expenses........ccceeevvveeeeennnnnn. 27,050
NEet INCOME......ccoeviiii e, $36,450
MASON ADVERTISING AGENCY
Statement of Retained Earnings
For the Year Ended December 31, 2010
Retained earnings, January L.........ccccooeeeiiiiiiiieeeeiiiieeeeeeeeiiannn. $ 3,500
Add: NEetINCOME ....ccouiiii e 36,450

Retained earnings, December 31 ..........ccocoooiiiiiiiiiiceeeen, $39,950



PROBLEM 3-2 (Continued)

MASON ADVERTISING AGENCY
Balance Sheet
December 31, 2010

Assets
CAS e $11,000
Accounts receivable ..o 23,500
At SUPPHES ..o 3,000
Prepaid INSUranCe .........ooeevviii i 2,500
Printing equUIipMEeNt ............ooooiiiiiiiiiiiiee e $60,000
Less: Accumulated depreciation—printing
(<To U] o] 0 11=T o | 33,000 27,000
Total aSSets .....ooovvvvviiiiiiiiii $67,000
Liabilities and Stockholders’ Equity
Liabilities
Notes payable..........cccoevvvveeeeeeiiiieeeiiieeeeeeeeeeen, $ 5,000
Accounts payable...........ccooooiiiiii 5,000
Unearned advertising revenue ......................... 5,600
Salaries payable.........ccccoooviiiiiii 1,300
Interest payable.............cccooeiiiiiii . 150
Total liabilities .......cooeeeiee e, $17,050
Stockholders’ equity
COMMON StOCK ... $10,000
Retained earnings ........cccceevvevveviiiieeeveiine e 39,950 49,950
Total liabilities and stockholders’
(<T0 | U] 32T $67,000

(c) 1.

Interest is $50 per month or 1% of the note payable. 1% X 12 =
12% interest per year.



2. Salaries Expense, $11,300 less Salaries Payable 12/31/10,
$1,300 = $10,000. Total Payments, $12,500 — $10,000 = $2,500
Salaries Payable 12/31/09.

PROBLEM 3-7

(@) Dec. 31 Account Receivable..............cccooocoiin. 1,000
Service Revenue........occovevevveviininnnnn. 1,000

31 Unearned Service Revenue..........c.......... 1,400
Service Revenue............ccccceeeieeeeennnns 1,400

31 Art Supplies EXpense.......c.cccccveveeennnnnne, 5,000
Art Supplies....cccoooveiieiiiiee 5,000

31 Depreciation EXpense ........ccccccceeevevneenn. 8,750

Accumulated Depreciation—

Printing Equipment ...................... 8,750

31 Interest EXPeNnsSe......ccoovvvvviviiiiviiiiiiieeennn, 150
Interest Payable.................ooooeenni. 150

31 Insurance EXPense.......ccccovviviiiiiineinneenn. 750
Prepaid Insurance ... 750

31 Salaries EXpense......cccoooevviiiiiiiiiiieiinnnnnn, 1,500

Salaries Payable............cccccceeiieinen, 1,500



PROBLEM 3-7 (Continued)

(b)

SORENSTAM ADVERTISING CORP.
Income Statement
For the Year Ended December 31, 2010
Revenues
SEIVICE rEVENUE ....coveeee e $61,000
Expenses
Salaries eXpPense......ccccceeeeeeeeiiiieeeeeeiieene $11,500
Art supplies expense..........cccoeeeeviiiieeeennnnnn. 10,000
Depreciation eXpense.........ccccceeeeevneeennnnnnn. 8,750
ReNt eXPENSE .....vvvviiiiiiice e 4,000
INSUranCe eXPENSE ......ccoeevvevneeiieiieieeennnns 750
INterest eXPENSEe ......cvvvviiiiiiiiieieei e 500
Total eXpenses......cccvveevevviiiieviineenns 35,500
NEt INCOME......uiiiiii e $25,500
SORENSTAM ADVERTISING CORP.
Statement of Retained Earnings
For the Year Ended December 31, 2010
Retained earnings, January L..........ccccccoiiieiiiiiiciiiii e $ 4,500
Add: NEetINCOME.......ciiiii e e 25,500

Retained earnings, December 31 .........ccccviiiiiiiieiiiiie e, $30,000



PROBLEM 3-7 (Continued)

SORENSTAM ADVERTISING CORP.
Balance Sheet
December 31, 2010

Assets
CaAS e, $ 7,000
Accounts receivable.............ccciiiii 20,000
At SUPPHES. ..., 3,500
Prepaid INSUIaNCe .........ccoeeeeviieiii e, 2,500
Printing equUIipMeNt.........cccoooiiieiiiiiiicee e $60,000
Less: Accum. depr.—printing equipment.................. 35,750 24,250
Total aSSetS ......oviiiiiiiiiiee e, $57,250
Liabilities and Stockholders’ Equity
Liabilities
Notes payable..........cccovviiiiii $ 5,000
Accounts payable ...........ccooooiiiiii, 5,000
Unearned SEerviCe reVENUE ......c.ceevevvenviniennnenns) 5,600
Salaries payable..........ccccooiiiiiiiii 1,500
Interest payable............cccooiiiiiiiii e, 150
Total liabilities.........cccccccooevieiiiiiiieee, $17,250
Stockholders’ equity
CommON SEOCK.......coovviiiiiiiiiii e, 10,000
Retained Earnings ........ccccoovvvvviiiiiinieeeiiiieeeeeeenn) 30,000
Total stockholders’ equity....................... 40,000
Total liabilities and stockholders’
EQUILY e $57,250



PROBLEM 3-7 (Continued)

(c) 1. Total depreciable cost = $8,750 X 6 = $52,500.
Salvage value = cost $60,000 less depreciable cost $52,500

= $7,500

2. Based on the balance in interest payable, interest is $50
per month or 1% of the note payable.
1% X 12 = 12% interest per year.

3. Salaries Expense, $11,500 less Salaries Payable 12/31/10,
$1,500 = $10,000. Total payments, $12,500 — $10,000 =
$2,500 Salaries Payable 12/31/09.



*PROBLEM 3-8

(&), (b), (d)
Cash Prepaid Insurance Salaries Expense
Bal. 15,000 Bal. 9,000 | Adj. 3,500 Bal. 80,000 |Close 83,600
5,500 Adj. 3,600
83,600 83,600
Common Stock
Bal. 400,000
Accounts Receivable Retained Earnings Maintenance Expense
Bal. 13,000 Bal. 82,000 Bal. 24,000 | Close 24,000
Inc. 31,640
113,640
Allow. for Doubtful Accts. Dues Revenue Depr. Expense—Buildings
Bal. 1,100 Adj. 8,900 |Bal. 200,000 Adj. 4,000 | Close 4,000
Adj. 460 Cls. 191,100
1,560 200,000 200,000
Rev. 8,900
Land Greens Fee Revenue Depr. Expense—Equipment
Bal. 350,000 Close 5,900 | Bal. 5,900 Adij. 15,000 | Close 15,000
Buildings Rental Revenue Accum. Depr.—Equipment
Bal. 120,000 Close 19,200 |Bal. 17,600 Bal. 70,000
Adj. 1,600 Adij. 15,000
19,200 19,200 85,000
Rev. 1,600
Accum. Depr.—Buildings Utilities Expense Insurance Expense
Bal. 38,400 Bal. 54,000 |Close 54,000 Adj. 3,500 | Close 3,500
Adj. _4,000
42,400
Rent Receivable Bad Debt Expense Income Summary
Adj. $1,600‘Rev. 1,600 Adj. 460 | Close 460 Exp. 184,560|Rev. 216,200




Inc. 31,640
216,200 216,200




*PROBLEM 3-8 (Continued)

Salaries Payable Unearned Dues Revenue
Adj. 3,600 Adj. 8,900
Equipment

Bal. 150,000

(b) -1-
Depreciation Expense—Buildings.......................... 4,000
Accumulated Depreciation—Buildings
(1/30 X $120,000).....cccimriiiieeeieiiiiee e, 4,000
-2-
Depreciation Expense—Equipment ....................... 15,000
Accumulated Depreciation—Equipment
(10% X $150,000) ...ouveviviieiiiieeeeie e 15,000
-3-
INSUranCe EXPENSEe......cccovviiiiiiiiiicice e, 3,500
Prepaid INSurancCe ............cccoeeveieiiieecieeeeeeen, 3,500
-4-
Rent Receivable..........ooeiiiiiii e, 1,600
Rental Revenue
(1/11 X $17,600).......ciciiiiieeiiiieeeeie e 1,600
-5-
Bad Debt EXpense ........coivviiiiiiiie e 460
Allowance for Doubtful Accounts
[($13,000 X 12%) — $1,100].......cccvvveerirnnnnn 460
_6_
Salaries EXPense .......ccoev v 3,600
Salaries Payable.........ccccoooiviiiiiiiiiie e, 3,600



DUES REVENUE... .o e e e aeaes 8,900
Unearned Dues ReVENUE .......c.covveeveeeeeieiaaaannn, 8,900



*PROBLEM 3-8 (Continued)

(©)

CRESTWOOD GOLF CLUB, INC.
Adjusted Trial Balance
December 31, XXXX

Dr.
(OF= 1] o IR $ 15,000
Accounts Receivable ..., 13,000
Allowance for Doubtful Accounts......................
Prepaid INSUrancCe............ccooeeeieeiii e, 5,500
Land ... 350,000
BUIAING ..o 120,000
Accum. Depreciation—Buildings.......................
EQUIPMENT ... 150,000
Accum. Depreciation—Equipment.....................
Salaries Payable..........c..oooiiiiii
ComMMON STOCK........iiiiiiiiiiecieeee e,
Retained Earnings........cccooovviiiiviiii e,
DUES REVENUE ..o,
Greens Fee Revenue..........ccooeeevviviiieiieieeeeeen,
Rental REVENUE .........oovvvieiiieeeeeeeeee e,
Utilities EXPENSE ....ooveviiiiiiiieeeee e, 54,000
Salaries EXpense.......cccooovviiiiiiii i, 83,600
Maintenance EXpPense..........cccoevvvveveviiieiiieeeinneen, 24,000
Bad Debt EXPENSE.......ccccvviiieiiiiiiiiiieeeeeieeee e, 460
Unearned Dues Revenue............cccocevevieeeinnnn,
Rent Receivable ...........cccoooiiiiiiiii e, 1,600
Depreciation Expense—Buildings..................... 4,000

Depreciation Expense—Equipment................... 15,000

Cr.

$ 1,560

42,400

85,000
3,600
400,000
82,000
191,100
5,900
19,200

8,900



Insurance EXPense ... 3.500

TotalS ..o $839,660 $839,660



*PROBLEM 3-8 (Continued)

(d)

DUES REVENUE.......iiiiieiceee e 191,100

Greens FEE REVENUE ......oveiieeieeeee e 5,900

Rental REVENUE............oeviiiiiiee e, 19,200
INCOME SUMMAIY ...coviiiiiiiiiee e

INCOME SUMMAIY .....iiiiiiiiiiiei e 184,560
Utilities EXpense.......ccoooviiiviiiiiccieee e
Bad Debt EXpense.........ccoooovviiiiiiiiiicciieeeee,
Salaries EXpense.......ccccoevvviiiiiiii e,
Maintenance EXPense.........cccooeeevevieeevevneeennnnn.
Depreciation Expense—Buildings ..................
Depreciation Expense—Equipment................
INSUrance EXPENSEe.......ccccvceiveeveviiiiieeeeeiiineeee,

INCOME SUMMAIY .....iiiiiiiieiee e 31,640
Retained Earnings.........cccooevvviiivviiiniveece e,

216,200

54,000
460
83,600
24,000
4,000
15,000
3,500

31,640



*PROBLEM 3-10

(@) ARKANSAS SALES AND SERVICE
Income Statement
For the Month Ended January 31, 2010

(1) (2)
Cash Basis Accrual Basis
REVENUES .......uvviiieiieiiieee e, $ 75,000 $98,400*
Expenses
Cost of computers & printers:
Purchased and paid..................... 82,500**
Costof goods sold ...................... 59,500***
Salaries.....ccovvviiiii 9,600 12,600
REeNT ..o, 6,000 2,000
Other operating expenses................. 8,400 10,400
Total expenses.......cccoeevvveeeeennnn, 106,500 84,500
Net income (I0SS) .....ccovviveiiiiiiiiiiieee e, $(31,500) $13,900

*($2,550 X 30) + ($3,600 X 4) + ($500 X 15)
**($1,500 X 40) + ($2,500 X 6) + ($300 X 25)
***($1,500 X 30) + ($2,500 X 4) + ($300 X 15)



*PROBLEM 3-10 (Continued)

(b) ARKANSAS SALES AND SERVICE
Balance Sheet
As of January 31, 2010

(1) (2)

Cash Basis Accrual Basis

Assets
Cash...ccooiiiiii s $58,500% $ 58,5002
Accounts Receivable.......................... 23,400
INVENTOTY ..o 23,000
Prepaidrent..........cccoooeeiiiiiiiiiniecinnnn, 4,000
Total assets ........ccoeeevvveieviiiieeeennn, $58,500 $108,900
Liabilities and Owners’ Equity
Salaries payable.........cccccceeeeeeiiiennnnne, $ 3,000
Accounts payable.........c....cccooeeeeennnn. 2,000
Owners’ equity..............ccoeeeeiieeennnn. $58,500° 103,900
Total liabilities and owners’
EUILY ..oovveeeiiiiee e $58,500 $108,900
2Original investment $ 90,000
Cash sales 75,000
Cash purchases (82,500)
Rent paid (6,000)
Salaries paid (9,600)
Other operating expenses (8,400)
Cash balance Jan. 31 $ 58,500

b(10 @ $1,500) + (2 @ $2,500) + (10 @ $300).

°Initial investment minus net loss: $90,000 — $31,500.



dInitial investment plus net income: $90,000 + $13,900.



*PROBLEM 3-10 (Continued)

(©)

1.

The $23,400 in receivables from customers is an asset and a
future cash flow resulting from sales that is ignored. The
cash basis under-states the amount of revenues and inflow
of assets in January from the sale of computers and printers
by $23,400.

The cost of computers and printers sold in January is
overstated by $23,000. The unsold computers and printers
are an asset of $23,000 in the form of inventory.

The cash basis ignores $3,000 of the salaries that have been
earned by the employees in January and will be paid in
February.

Rent expense on the cash basis is overstated by $4,000
under the cash basis. This prepayment is an asset in the
form of two months’ future right to the use of office,
showroom, and repair space and should appear on the
balance sheet.

Other operating expenses on a cash basis are understated by
$2,000 as is the liability for the unpaid portion of these
expenses incurred in January.









