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Chapter 2 Analyzing and Recording
Transactions

Chapter Opening Critical Thinking Challenge Questions*

Alexandre Bilodeau experienced a huge setback in achieving his goal of winning gold in
the 2006 Olympics. In the face of this challenge, he reflected on the experience, set his
personal goal and had a daily action plan to achieve it. These same steps can be applied
to your life. For instance, you may experience a setback in this accounting course. For
instance, you may not perform as well on a homework assignment or exam as you would
have liked. Like Alexandre Bilodeau, take a moment to understand why you may have
experience this setback, commit to a personal goal and have a detailed action plan to
achieve it. This may include reading the chapters before class, setting aside a few hours
each day to work on the homework, meeting up with a friend once a week to discuss
challenging topics and going to office hours. You can also learn from Alexandre
Bilodeau’s determination in pursuing your career and in facing challenges in the
workplace.

Solutions Manual to accompany Fundamental Accounting Principles, 15th Canadian Edition. © 2016 McGraw-Hill Education Ltd. 2-2

Fundamental Accounting Principles Volume 1 (Canadian) 15th edition Larson Solutions Manual


https://accountingtexts.com/books/9781259087271-solutions

Last revised: January 23, 2016.

Concept Review Questions

1.

Welcome to Lululemon! We are happy to have you as a co-op student. The
fundamental steps in the accounting process are those involved in the accounting
cycle: Analyze transactions to determine if an economic exchange has taken place
and, if so, journalize and post the transaction. An unadjusted trial balance is then
prepared to help identify potential adjustments. Appropriate adjusting entries are
journalized and posted and an adjusted trial balance is generated from which the
financial statements are prepared. Closing entries are then journalized and posted.
Finally, a post-closing trial balance is prepared.

The accounting cycle helps Lululemon keep track of its business activities. These
business transactions include buying fabric, selling yoga clothing and paying
employees. The accounting cycle helps produce financial statements which provide
Lululemon the information to make good business decisions.

An account receivable is an amount due to a company, but the amount can be
increased by the customer (debtor) by making additional purchases. An account
receivable is not a single document but represents the result of several written, oral,
or implied promises to pay the creditor. A note receivable is a formal document that
specifies the fixed amount due to a company on a fixed date or on demand.

Four different asset accounts would include any of the following from Danier’s June
28, 2014 balance sheet: Cash, Accounts receivable, Income taxes recoverable,
Inventories, Prepaid expenses, Property and equipment, Computer software and
Deferred income tax asset. Three different liability accounts would include any of the
following: Payables and accruals (same as Accounts payable and accrued
liabilities), Deferred revenue, Sales return provision and Deferred lease inducements
and rent liability.

A debit will decrease and a credit will increase the following accounts: Accounts
Payable, Owner’s capital and Revenue. Answers will vary, but can include liability
(accounts payable, notes payable, unearned revenue and bank loan), owner’s capital
and revenue accounts.

Three debit balance accounts from WestJet’s December 31, 2014 balance sheet might
include any of the following: Cash and cash equivalents; Restricted cash; Accounts
receivable; Prepaid expenses, deposits and other; Inventory; Assets held for sale;
Property and equipment; Intangible assets; or Other assets. Three credit balance
accounts might include any of the following: Accounts payable and accrued liabilities;
Advance ticket sales; Non-refundable guest credits; Current portion of maintenance
provisions; Current portion of long-term debt; Maintenance provisions; Long-term
debt; Other liabilities; Deferred income tax; Share capital; Equity reserves; Hedge
reserves; or Retained earnings.
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When a company sells services or goods, they will exchange their service or good
for cash. When the company sells services or goods, they earn revenue. In the
account equation, Cash (Asset) increases and Revenue (Equity) increases. If the
customer does not pay today, the company records an accounts receivable instead
of cash. Accounts receivable holds value for the company because it is a promise
from the customer to pay in the future. When the customer pays cash, the company
no longer has an accounts receivable. With the accounting equation, Accounts
receivable (Asset) increases and Revenue (Equity) increases.

Account (1) Type of (2) Normal (3) Financial (4) Time period

account Balance statement

Accounts Asset Debit Balance Sheet A specific point in

receivable time

Revenue Equity Credit Income Statement Period of time

7.

10.

11.

Owner’s withdrawals are when a business owner takes out money that was earned
in the business for personal use. An example is when an owner needs to take out
money for a personal vacation. An expense occurs when a cost is needed to run the
normal operations of the business. An example is that a business needs to pay its
employees for selling clothes at a retail store.

Account (5) Type of (6) Normal (7) Financial
account Balance statement

Owner’s withdrawals | Equity Debit Statement of
Changes in Equity

Expense Equity Debit Income Statement

Debited accounts are recorded first. The credited accounts are indented.

A transaction should first be recorded in a journal to create a complete record of the
transaction in one place. Then the transaction is posted to the ledger where entries
are summarized by type, i.e., cash, accounts payable, interest expense, etc., to
enable analysis by account. This arrangement also means that fewer errors will be
made in the accounts.

Accounting software is a tool that makes recording accounting transactions easier.
You are still the “brain” behind the accounting. You will need to decide when to
record a transaction, how to record the transaction, how to interpret the financial
statements and what business decisions to make. Knowing how to record
accounting manually will help you understand the entire accounting process and
what happens behind the software. There are errors in software programs. Over
relying on a software program can result in large errors. When you are writing a
report using the computer, you still need to know how to write paragraphs and how
to explain your content. Just like accounting software, the computer is only a tool.

Not preparing a trial balance can cause errors in the financial statements. The trial
balance helps to identify and correct errors. If the debits do not equal the credits in
the trial balance, this is a clue that errors need to be corrected.
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12. The title of the financial statements must have the 1) company name, 2) the name of
the financial statement and 3) the date. Dollar signs are used beside the first number
in each column and on the total. Some numbers are indented to show a list of
similar numbers in a category. For instance, all expenses are indented. This
formatting makes the financial statements easier to read. Indentations do not
represent debits and credits. The financial statements do not have debits and
credits like the trial balance.
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QUICK STUDY

Quick Study 2-1

Answer Answer Detail Account

A Asset 1. Buildings

E Expenses (Equity) 2. Building Repair Expense
E Expenses (Equity) 3. Wages Expense

L Liability 4. Wages Payable

A Asset 5. Notes Receivable

L Liability 6. Notes Payable

A Asset 7. Prepaid Advertising

E Expenses (Equity) 8. Advertising Expense

L Liability 9. Advertising Payable

L Liability 10. Unearned Advertising
R Revenues (Equity) 11. Advertising Revenue

R Revenues (Equity) 12. Interest income

E Expenses (Equity) 13. Interest Expense

L Liability 14. Interest Payable

R Revenues (Equity) 15. Subscription Revenue
L Liability 16. Unearned Subscription

Revenue

A Asset 17. Prepaid Subscription Fees
A Asset 18. Supplies

E Expenses (Equity) 19. Supplies Expense

R Revenues (Equity) 20. Rent Revenue

L Liability 21. Unearned Rent Revenue
A Asset 22. Prepaid Rent

L Liability 23. Rent Payable

R Revenues (Equity) 24. Service Revenue

W Owner’s Withdrawals (Equity) | 25. Jessica Vuong, Withdrawals
OE Owner’s Capital (Equity) 26. Jessican Vuong, Capital
E Expenses (Equity) 27. Salaries Expense

L Liability 28. Salaries Payable

A Asset 29. Furniture

A Asset 30. Equipment
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Quick Study 2-2

Amrit Sandhu, Withdrawals .
Rent Expense..........coovumemennnnn,
Interest income.........ccceeviiinn,
Prepaid Rent .........ccceeevnneeee
Accounts Receivable............
Office Supplies ......ccccecmrrrenn.
Notes Receivable..................
Notes Payable.......................
Amrit Sandhu, Capital ..........
Rent Revenue.........ccccvvvvnnnnns
Rent Payable..........cccccceeuueee
Interest Expense........cccceueee.
Interest Payable.....................

O3 3-FTTF@me Q0T

Quick Study 2-3

a. Credit f. Credit
b. Credit g. Debit
c. Credit h. Credit
d. Debit i. Debit
e. Credit j-  Debit
Quick Study 2-4

a. Credit f Debit
b. Debit g. Credit
c. Credit h. Credit
d. Debit i Credit
e. Credit j Debit

Quick Study 2-5

Note: Students could choose any account number within the specified range.

a. 173 f. 203
b. 409 g. 106
c. 302 h. 622
d. 301 i. 124
e. 128 j. 403
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. Debit
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n. Credit
o. Credit
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219
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Quick Study 2-6

a. Analysis Assets increase. Assets decrease.
Journal Debit the furniture account for $400.
entry . Credit the cash account for $400.
analysis
b. Analysis No transaction required.
Journal
entry
analysis
C. Analysis Assets increase. Equity increases.
Journal Debit the Accounts Receivable account for $600.
entry Credit the Revenue account for $600.
analysis
d. Analysis Liabilities increase. Equity decreases.
Journal Debit the Cleaning Expense account for $300.
entry Credit the Accounts Payable account for $300.
analysis
e. Analysis Assets increase. Equity increases.
Journal Debit the Cash account for $25,000.
entry . Credit the Douglas Malone, Capital account for $25,000.
analysis
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Quick Study 2-7
Date

a. Aug. 1

b. Aug. 7

c. Aug. 13

d. Aug. 14

e. Aug. 31
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Account Titles and Explanation
LU T 0 1) (0 =

No transaction required.

Accounts Receivable .......ccccoveirmirmirmsirmseressrnsnes
ReVENUE ....ceeieeireeireeireeireeireeir e s e e ee s nen e nm e

Provided services on credit. .......ccccveuvrerirnuene.

Cleaning EXPense .......cccccevivriiiiinmmmmnnnnsnnssssssnnnnns
Accounts Payable ...........ccooiiiiiimnnniines
Purchased cleaning services on credit. .........

Douglas Malone, Capital ........ccccecvemerriinnnes

Investment bY OWRNEr .........eemmmeeecvvessrennennnnnnnns

Debit
400

600

300

25,000

Credit

400

600

300

25,000

29
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Quick Study 2-8

1&2.
Cash Accounts Receivable Furniture Accounts Payable
Jul31 25,000 400 Augt Jurst 1,500 Jul31 5,000 500 Jul 31
Aug 31 25,000 Aug 13 600 Aug 1 400 300 Aug 14
Bal. 2,100 Bal. 5,400 800 Bal.
Bal. 49,600
Douglas Malone, Capital Revenue Cleaning Expense

28,000 Ju3z 4,500 Jul31 Julz1t 1,500

25,000 Aug31 600 Aug13 Aug 14 300

53,000 &al 5,100 Bal Bal. 1,800

3. The account balance for each T-account is shown above. The accounting equation (Assets = Liabilities + Equity) is
proved as follows: $57,100 = $800 + $56,300
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Quick Study 2-9

May 2

Analysis

Assets increase. Equity increases.

Journal entry
analysis

Debit the Car account for $8,000.
Credit the Dee Bell, Capital account for $8,000.

Journal Entry

Date

Account Titles and Explanation

Debit

Credit

May 2

Car

8,000

Dee Bell, Capital

8,000

May 10

Analysis

Assets increase. Equity increases.

Investment bi owner.

Journal entry
analysis

Debit the Accounts receivable account for $4,000. Credit the Revenue

account for $4,000.

Journal Entry

Date Account Titles and Explanation Debit Credit
May 10 Accounts receivable 4,000
Revenue 4,000

May 12

Analysis

Assets increase. Liabilities increase.

Billed customer for work ierformed.

Journal entry
analysis

Debit the Cash account by $10,000.
Credit the Unearned Revenue account by $10,000.

Journal Entry

Date Account Titles and Explanation Debit Credit
May 12 Cash 10,000
Unearned Revenue 10,000
Collected cash for future services.
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Quick Study 2-9 (Continued)
May 15 | Analysis Assets decrease. Equity decreases.

Journal entry | Debit the Wages Expense account for $6,000.
analysis Credit the Cash account for $6,000.

Journal Entry

Date Account Titles and Explanation Debit Credit
May 15 Wages Expense 6,000
Cash 6,000
Paid for Waies.
May 16 | Analysis Assets increase. Assets decrease.

Journal entry | Debit the Cash account for $4,000.

analysis Credit the Accounts Receivable account for $4,000.

Journal Entry

Date Account Titles and Explanation Debit Credit
May 16 Cash 4,000
Accounts Receivable 4,000
Collection of cash from customer.

May 22 | Analysis Assets decrease. Liabilities decrease.

Journal entry | Debit the Accounts Payable account by $3,000.
analysis Credit the Cash account by $5,400.

Journal Entry

Date Account Titles and Explanation Debit Credit
May 22 Accounts Payable 3,000
Cash 3,000
Paid for outstanding accounts payable.
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Quick Study 2-10

1&2.
Cash 101 Accounts Receivable 106 Car 150 Accounts Payable 202
Apr3o 15,000 | 6,000 may1s Apr3o 3,200 | 4,000 mMay16 May2 8,000 May22 3,000 | 6,000 Apr30
May12 10,000 | 3,000 may22 May 10 4,000 Bal. 8,000 3,000 Bal.
May16 4,000 Bal. 3,200
Bal. 20,000
Unearned Revenue 205 Dee Bell, Capital 301 Revenue 410 Wages Expense 650
1,800 Apr3o 8,900 Apr3o 3,000 Apr3o apr3o 1,500
10,000 may12 8,000 wmay2 4,000 wmay10 May15 6,000
11,800 Bal 16,900 Bal 7,000 Bal Bal. 7,500
3. The account balance for each T-account is shown above. The accounting equation (Assets = Liabilities + Equity) is
proved as follows: $31,200 = $14,800 + $16,400
2-13
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Quick Study 2-11

Accounts Receivable

Accounts Payable

Service Revenue

1,000 650 250 250 13,000
400 920 900 | 1,800 2,500
920 | 1,500 650 | 1,400 810
3,000 650 3,500
Bal. 2,250 2,300 Bal. 19,810 Bal.
Utilities Expense Cash Notes Payable
610 3,900 | 2,400 4,000 | 50,000
520 17,800 | 3,900 8,000
390 14,500 | 21,800 38,000 Bal.
275 340
Bal. 1,795 Bal. 8,440
Quick Study 2-12
General Journal Page 1
Date Account Titles and Explanation Debit Credit
2017
May 1 Equipment .......cccciiimirrreeen s 500
Accounts Payable ............cccciriiminiiiniiinninns 500
Purchased equipment on account.
2  Accounts Payable ..o 500
Cash ... ————— 500
Paid for the equipment purchased May 1.
3 SUPPlIES..ierr i ——— 100
Cash....irr e ————— 100
Purchased supplies for cash.
4 Wages EXPense.......ccoevmmmmrrrmmnnnsisssnssssssmnnnsssssssneens 2,000
0 1] o N 2,000
Paid wages to employees.
LI 0 - = o 750
Service Revenue .........ccccvvvvmmmnnsssssssssssssssnnnnn 750
Performed services for a client for cash.
6  Accounts Receivable.......cccccorremmriiireceriinieccneenecenn. 2,500
Service ReVeNUE ......cccverremmeviriremeierremesnereneans 2,500
Did work for a customer on credit.
7  Cash..iiiii s —————— 2,500
Accounts Receivable ......cccccorrrmmmviirremiinneeenn, 2,500

Collected May 6 customer account.
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Quick Study 2-13
General Journal Page 1
Date Account Titles and Explanation Debit Credit
2017
Jan. 3 Cash......r e s 60,000
Equipment ........ccoiimmmmmmmmnnnssssn s 40,000
Stan Adams, Capital .........ccccevvvvrmmmmmmrmsnnsssnsnnnnnn 100,000
Investment by owner.
4  Office SUPPlieS.....ccccrrrirmmriniiir s 340
Accounts Payable............cooevmmmriiiiniicieeennnneen, 340
Purchased office supplies on credit.
6 Cash......err e 5,200
Landscaping Services Revenue .............ccceuueee. 5,200

Received cash for landscaping services.

15 Accounts Payable..........ccooooommmriiiiiiicieenen e 200
Cash ... ————— 200
Paid part of the January 4 credit purchase.

16  Office SUPPlieS....ccccvvvimmrrrniierr e 700
Accounts Payable .........cccoccmmmrrrmnniiiinneeennnenn 700
Purchased supplies on account.

30 Accounts Payable........cccccorrinniiinnnmeennrnnnnnnanee 140
Cash....irr e ————— 140

Paid the balance owing re January 4 credit
purchase; 340 — 200 paid on Jan. 15 = 140.
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Quick Study 2-14

Cash Account No. 101
Date Explanation PR Debit Credit Balance
2017
Jan. 3 60,000 60,000
6 5,200 65,200
15 200 65,000
30 140 64,860
Office Supplies Account No. 124
Date Explanation PR Debit Credit Balance
2017
Jan. 4 340 340
16 700 1,040
Equipment Account No. 163
Date Explanation PR Debit Credit Balance
2017 ‘ ‘
Jan. 3 40,000 40,000
Accounts Payable Account No. 201
Date Explanation PR Debit Credit Balance
2017
Jan. 4 340 340
15 200 140
16 700 840
30 140 700
Stan Adams, Capital Account No. 301
Date Explanation PR Debit Credit Balance
2017 ‘ ‘ ‘
Jan. 3 100,000 100,000
Landscaping Services Revenue Account No. 403
Date Explanation PR Debit Credit Balance
2017 ‘ ‘ ‘
Jan. 6 5,200 5,200
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Quick Study 2-15

Acct.

No.
101
163
233
301
302
401
640
690

Vahn Landscaping
Trial Balance
January 31, 2017

Account Debit Credit
Cash.... e ———— $ 7,000
Equipment ... 9,000
Unearned reVeNUE......cc.covvemerierremmsssrremmsssrenmnssns $ 2,000
Brea Vahn, capital...........ccocviniinnnnnnnnnnnnnnnnnnnninns 14,000
Brea Vahn, withdrawals..............cccomeeenccennns 1,000
REVENUE......ceeiireeeeie e e e e e e e mmnes 11,000
Rent eXpense .......cccccvvvmmmmmmrrrinnnnnsssssess s 6,000
Utilities expense ..o 4,000
LI = $27,000 $27,000

Quick Study 2-16

The correct answer is c. If a $2,250 debit to Rent Expense is incorrectly posted as a

credit,

the effect is to understate the Rent Expense debit balance by $4,500. This causes

the Debit column total on the trial balance to be $4,500 less than the Credit column total.

Quick Study 2-17

1.

2.

Subtract total debits in the trial balance from total credits
24,250 - 21,550 = 2,700

Divide the difference by 9
2,700 + 9 =300

The quotient equals the difference between the two transposed numbers.
300 is the difference between the two transposed numbers.

The number of digits in the quotient tells us the location of the transposition
Look for a difference of 3 between the third number from the right and the
fourth number from the right.

Through a process of elimination, the incorrect value is Rent Expense for $4,100. The
correct value must be $1,400.

Proof:

Recalculate the trial balance replacing $1,400 for the incorrect $4,100 and the trial

balance now balances at $21,550.
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Quick Study 2-18

1. Subtract total debits in the trial balance from total credits
728 - 503 = 225
2. Divide the difference by 9
225:9=25
The quotient equals the incorrect number.

Through a review of the values in the trial balance, the incorrect value is Notes Payable
for $25. The correct value must be $250.

Proof: Recalculate the trial balance replacing $250 for the incorrect $25 and the trial
balance now balances at $728.
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EXERCISES

Exercise 2-1 (30 minutes)

(a) Basic (b) Financial (c) (d) Effect | (e) Effect of
Account Statement Normal | of a Debit a Credit
Balance
a. | Cash Asset Balance Sheet Debit | Increase Decrease
b. | Supplies Asset Balance Sheet Debit | Increase Decrease
c. | Accounts Liability Balance Sheet Credit | Decrease | Increase
Payable
d. | Yoojin Chang, Owner’s Balance Sheet Credit | Decrease | Increase
Capital Account | Capital and
The Statement
of Changes in
Equity
e. | Yoojin Chang, Withdrawals | The Statement Debit | Increase Decrease
Withdrawals of Changes in
Equity
f. | Design Revenue | Revenue Income Credit | Decrease | Increase
Statement
g. | Salaries Expense Income Debit | Increase Decrease
Expense Statement
h. | Accounts Asset Balance Sheet Debit | Increase Decrease
Receivable
i. | Notes Payable Liability Balance Sheet Credit | Decrease | Increase
j- | Prepaid Asset Balance Sheet Debit | Increase Decrease
insurance
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Exercise 2-2

a. Analysis Assets increase. Equity increases.
Journal Debit the cash account for $15,000.
entry . Credit the Christina Reis, Capital account in equity for $15,000
analysis

b. Analysis Assets increase. Liabilities increase.
Journal Debit the Equipment account for $2,000.
entry . Credit the Accounts Payable account for $2,000.
analysis

C. Analysis Assets increase. Assets decrease.
Journal Debit the Equipment account for $500.
entry . Credit the Cash account for $500.
analysis

d. Analysis Assets increase. Equity increases from Revenue.
Journal Debit the Cash account for $1,000.
entry . Credit the Revenue account for $1,000.
analysis

e. Analysis Assets increase. Equity increases from Revenue.
Journal Debit the Accounts Receivable account for $700.
entry . Credit the Revenue account for $700.
analysis

f. Analysis Assets decrease. Liabilities decrease.
Journal Debit the Accounts Payable account for $1,000.
entry . Credit the Cash account for $1,000.
analysis

' g. Analysis Assets increase. Assets decrease.

Journal Debit the Cash account for $300.
entry . Credit the Accounts Receivable account for $300.
analysis

Solutions Manual to accompany Fundamental Accounting Principles, 15th Canadian Edition. © 2016 McGraw-Hill Education Ltd.

2-20

Fundamental Accounting Principles Volume 1 (Canadian) 15th edition Larson Solutions Manual


https://accountingtexts.com/books/9781259087271-solutions

Last revised: October 26, 2012

Exercise 2-3

Date

Account Titles and Explanation

Debit

Credit

a. | Sept.

15,000

Christina Reis, Capital ..........ccoeemmmrrririninnnes

15,000

Investment bY OWRNEr.......cccoovvmmmmemmssssssssssunnnnnns

b. | Sept.

12

Equipment ......cccoemmmiiiiisise s

2,000

Accounts Payable ...........cccciiiiimnnniiiniinnnes

2,000

Purchased equipment on credit. ....................

c. | Sept.

13

500

500

d. | Sept.

18

1,000

1,000

Provided service for cash. .......ccccceeerervrmsirnsinns

e. | Sept.

21

Accounts receivable ......cccvermirmireirere e,

700

REVENUE ....ccveeieeireeireereeremsee s ssnsnnsnsnssnnsnnns

700

Provided service on account...........cccecueuirnune.

f. | Sept.

26

1,000

1,000

| g. | Sept.

29

300

300
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Exercise 2-4

1and 2.
Accounts
Cash 101 Receivable 106 Equipment 161
(a) 15,000 | 500 (c) (e) 700|300 (g) (b) 2,000
(d) 1,000 | 1,000 (f) (c) 500
(g) 300
Bal. 14,800 Bal. 400 Bal. 2,500
Accounts Christina Reis,
Payable 201 Capital 301 Revenue 403
(f) 1,000 2,000 (b) 15,000 (a) 1,000 (d)
700 (e)
1,000 Bal. 15,000 Bal. 1,700 Bal.

3. The account balance for each T-account is shown above. The accounting equation
(Assets = Liabilities + Equity) is proved as follows: $17,700 = $1,000 + $16,700

Exercise 2-5 (30 minutes)

Analysis Assets increase. Equity increases.

Journal entry | Debit the Cash account for $32,600.
analysis

Credit the William Curtis, Capital account for $32,600.

Journal Entry

Date Account Description

Debit

Credit

Oct. 2 Cash

32,600

William Curtis, Capital

32,600

Analysis Assets increase. Assets decrease.

Investment bi owner.

b.

Journal entry | Debit the Supplies account for $925.

analysis Credit the Cash account for $925.
Journal Entry
Date Account Titles and Explanation Debit Credit
Oct. 4 Office Supplies 925
Cash 925
Purchased supplies for cash.
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Exercise 2-5 (Continued)

C.

Analysis

Assets increase. Liabilities increase.

Journal entry
analysis

Debit the Office Equipment account by $13,600.
Credit the Accounts Payable account by $13,600.

Journal Entry

Date Account Titles and Explanation Debit Credit
Oct. 6 Office Equipment 13,600
Accounts payable 13,600

Analysis

Purchased office equipment on credit.

Assets increase. Equity increases.

Journal entry
analysis

Debit the Cash account for $3,000.
Credit the Revenue account for $3,000.

Journal Entry

Date Account Titles and Explanation Debit Credit
Oct. 10 Cash 3,000
Revenue 3,000

Analysis

Cash collected for services provided.

Assets decrease. Liabilities decrease.

Journal entry
analysis

Debit the Accounts Payable account for $13,600.
Credit the Cash account for $13,600.

Journal Entry

Date Account Titles and Explanation Debit Credit
Oct. 12 Accounts Payable 13,600
Cash 13,600

Paid office equipment with cash.
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Exercise 2-5 (Continued)

f.

Analysis

Assets increase. Equity increases.

Journal entry
analysis

Debit the Accounts Receivable account by $5,400.
Credit the Revenue account by $5,400.

Journal Entry

Date Account Titles and Explanation Debit Credit
Oct. 16 Accounts Receivable 5,400
Revenue 5,400

Customer billed for services irovided.

| 9. Analysis Assets decrease. Equity decreases.
Journal entry | Debit the Rent Expense account for $3,500.
analysis Credit the Cash account for $3,500.
Journal Entry
Date Account Titles and Explanation Debit Credit
Oct. 18 Rent Expense 3,500
Cash 3,500
Paid October rent with cash.
h. Analysis Assets increase. Assets decrease.
Journal entry | Debt the Cash account for $5,400.
analysis Credit the Accounts Receivable account for $5,400.
Journal Entry
Date Account Titles and Explanation Debit Credit
Oct. 26 Cash 5,400
Accounts Receivable 5,400
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Exercise 2-5 (Concluded)

Analysis

Assets decrease. Equity decreases.

Journal entry

Debit the William Curtis, Withdrawal account for $5,000.

analysis Credit the Cash account for $5,000.
Journal Entry
Date Account Titles and Explanation Debit Credit
Oct. 31 William Curtis, Withdrawals 5,000
Cash 5,000
Withdrawal of cash by owner.
Exercise 2-6 (20 minutes)
Cash Accounts Payable
(a) 32,600 925 (b) (e) 13,600 13,600 (c)
(d) 3,000 | 13,600 (e) 0 Balance
(h) 5,400 | 3,500 (g)
5,000 (i) William Curtis, Capital
Balance 17,975 32,600 (a)
32,600 Balance
Accounts Receivable
(f) 5,400 | 5,400 (h) William Curtis, Withdrawals
Balance 0 (i) 5,000
Balance 5,000
Office Supplies
(b) 925 Revenue
Balance 925 3,000 (d)
5,400 (f)
Office Equipment 8,400 Balance
(c) 13,600
Balance 13,600 Rent Expense
(9) 3,500
Balance 3,500
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Exercise 2-7 (20 minutes)

b. Accounts Receivable ........cccccccciiiiemiiimieccie i rr e reeenas 2,700
Services Revenue.........coomeeeeeciiceinnnecccc e s e 2,700
Provided services on credit.
o - T o 3,150
Services Revenue.........ccooieeeceeciiccrrnnemccces s e e e e nencsessanes 3,150

Provided services for cash.

Revenues are inflows of assets (or decreases in liabilities) received in exchange for
goods or services provided to customers. The other transactions did not create
revenues for the following reasons:

a. This transaction brought in cash, but it was an owner investment in the company.

d. This transaction brought in cash, but it also created a liability because the services
have not yet been provided to the client.

e. This transaction changed the form of the asset from accounts receivable to cash.
Total assets were not increased. Revenue was not generated.

f. This transaction brought cash into the company and increased assets, but it also
increased a liability by the same amount.

Exercise 2-8 (20 minutes)

b. Salaries EXpense.......ccoovmmiriiiiiiiisemmnnr s 1,125
0 T o 1,125
Paid the salary of the receptionist.
d.  Utilities EXPeNnSe.....ccccceiiiiiniiiieemmnns s sssssssnnnnnns 930
Cash ... ———————— 930

Paid the utilities bill for the office.

Expenses are outflows or using up of assets (or the creation of liabilities) that occur in
the process of providing goods or services to customers. The transactions labelled a, c,
and e were not expenses for the following reasons:

a. This transaction decreased assets in settlement of a previously existing liability.
Thus, the using up of assets did not reduce equity.

c. This transaction was the purchase of an asset. The form of the company’s assets
changed, but total assets did not change, and the equity did not decrease.

e. This transaction was a distribution of cash to the owner. Even though equity
decreased, the decrease did not occur in the process of providing goods or services
to customers.
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Exercise 2-9 (45 minutes)

Part 2
GENERAL JOURNAL Page 1
Date Account Titles and Explanation PR Debit Credit
2017
July 1 Cash..r e 101 5,000
Manny Gill, Capital...........cccoecmrrrrnnn. 301 5,000
To record investment by owner.
10 Equipment.........coooiiiiiimminieeseeees 150 2,500
Accounts Payable............ccoeeummerrnrnnn 201 2,500
Purchased equipment on credit.
12 Cash...cccerrr s 101 10,000
Revenue.........covviiinnnninnnnnnnnnnnnnns 401 10,000
Performed services for cash.
14 EXPENSES....cerrrrrrniiissnnmmrnnrrrssssssssnnenns 501 3,500
[0 1] o TN 101 3,500
Paid expenses.
15 Accounts Receivable ...........ccccevvvveenns 106 1,500
Revenue......cccooovvemeienieeeiennemessesneneans 401 1,500
Completed services on account.
31 Manny Gill, Withdrawals...................... 302 250
07 1= o T 101 250

Owner withdrew cash.

Note: The account numbers in the PR column above would be included only during the
posting of these journal entries into the ledger accounts in Part 3 of this exercise.
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Exercise 2-9 (continued)

*Note: The student could use T-accounts or balance column format accounts as their
general ledger. Both are shown in this solution.

Part 1 and 3
Cash 101
July 1 5,000 3,500 July 14
12 10,000 250 31
Balance 11,250
Accts. Receivable 106
July 15 1,500
Equipment 150
July 10 2,500
Accounts Payable 201

2,500  July 10

Manny Gill,
Capital 301
5,000 July 1
Manny Gill,
Withdrawals 302
July 31 250
Revenue 401
10,000 July 12
1,500 15
11,500 Balance
Expenses 501
July 14 3,500
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Exercise 2-9 (continued)

Part 1 and 3
Cash Account No. 101
Date Explanation PR Debit Credit Balance
2017
July 1 G1 5,000 5,000
12 G1 10,000 15,000
14 G1 3,500 11,500
31 G1 250 11,250
Accounts Receivable Account No. 106
Date Explanation PR Debit Credit Balance
2017
July 15 G1 1,500 1,500
Equipment Account No. 150
Date Explanation PR Debit Credit Balance
2017
July 10 G1 2,500 2,500
Accounts Payable Account No. 201
Date Explanation PR Debit Credit Balance
2017
July 10 G1 2,500 2,500
Manny Gill, Capital Account No. 301
Date Explanation PR Debit Credit Balance
2017
July 1 G1 5,000 5,000
Manny Gill, Withdrawals Account No. 302
Date Explanation PR Debit Credit Balance
2017
July 31 G1 250 250
Revenue Account No. 401
Date Explanation PR Debit Credit Balance
2017
July 12 G1 10,000 10,000
15 G1 1,500 11,500
Expenses Account No. 501
Date Explanation PR Debit Credit Balance
2017 | [ | |
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July 14| | G1 | 3,500
Exercise 2-9 (continued)
Part 4
Wild West Secure
Trial Balance
July 31, 2017
Acct.
No. Account Title Debit Credit
0 T 0= - o TN $11,250
106 Accounts receivable ......ccccccceeeivirrrneees 1,500
150 Equipment.........ccoociimmiriceeeeeeees 2,500
201 Accounts payable...........ccoeemmmrrriinninnes $ 2,500
301 Manny Gill, capital..........coccrriiiimnrrniianes 5,000
302 Manny Gill, withdrawals........c....cceeeuneee 250
401 BReVENUEe.....cceceirremeiirreeeee s rr e remmesseenees 11,500
501 EXPENSEeS ......corvmmererrrrmmssssssnnnmennsrmmnssnssas 3,500
o] -1 =N $19,000 $19,000
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Exercise 2-9 (concluded)

Part 5
Wild West Secure
Income Statement
For Month Ended July 31, 2017
REVENUE ....ccoomeeiiierrirreecmeessrs s e s e e s s mmmesss s e s e e e nnmnes $11,500
[ ¢ 011 4 E= Y . 3,500
[ 0 1 $ 8,000----
Wild West Secure
Statement of Changes in Equity i
For Month Ended July 31, 2017 |
Manny Gill, capital, JUly 1.....cccceevrrereererererenenes $ 0
Add: Investments by owner..........ccccccuuunnnnnees $5,000 _________-'_ ________________
fot II-"rofit ......................................................... 8,000""1 gggg i The arrows are |
(o] ¢ | , v .
Less: Withdrawals by owner ...........ccccevureucnen. 250 | fmaginarybut |
Manny Gill, capital, July 31 ......ccceveeccreerenenns $12,750--; emphasizethe |
! link between ii
Wild West Secure ,  Saements :
Balance Sheet Tttt i
July 31, 2017 !
Assets Liabilities i
(0= 1] o T $11,250 Accounts payable ...................... $ 2,500 i
Accounts receivable................. 1,500 !
Equipment .......cocceceeeecrceercnenes 2,500 Equity i
Manny Gill, capital...........cceer.... 12,750
Total liabilities and
Total assets........ccccrriiuneeniiinanns $15,250 (=T [T . $15,250

Analysis component:

Accounts receivable result from credit sales to customers (debit accounts receivable and
credit a revenue). Sales, or revenue, is part of equity. As revenues on account are
recorded, assets on the left side of the accounting equation increase and equity on the
opposite side of the accounting equation also increases. Therefore, accounts receivable
are financed by, or created by, an equity transaction.
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Exercise 2-10 (10 minutes)

Note: Students could choose any account number within the specified range.

Account
Number
101
115
160
210
215
310
320
410
510
520
530

Solutions Manual to accompany Fundamental Accounting Principles, 15th Canadian Edition. © 2016 McGraw-Hill Education Ltd.

Account Name

Cash

Accounts Receivable
Office Equipment
Accounts Payable
Unearned Revenue
Aaron Paquette, Capital
Aaron Paquette, Withdrawals
Consulting Revenues
Salaries Expense

Rent Expense

Utilities Expense
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Exercise 2-11 (30 minutes)

1.

Date
2017
Feb. 1

10

12

17

28

General Journal
Account Titles and Explanation

Consulting Revenues ..........cccecvcvvmemmnnnnnnns

Performed work for cash.

Unearned Revenue........c.ccoreeireereesnenssensnees

Received cash in advance.

No entry.

Paid salaries.

Page G1
Debit Credit

8,500
8,500

5,000
5,000

3,600
3,600

3,000
3,000

10,000
10,000

Note: The account numbers in the PR column above would be included only during the posting of these journal entries
into the ledger accounts in Part 2 of this exercise.
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Exercise 2-11 (Continued)

2.
Accounts
Cash 101 Receivable 115 Office Equipment 160 Accounts Payable 210
Bal 15,000 5,000 Feb 5 Bal 3,800\ Bal 22,500\ Feb5 5,000| 8,000 Bal
Feb 1 8,500 3,000 17 3,000 Bal
10 3,600/ 10,000 28
Bal 9,100
Aaron Paquette, Aaron Paquette,
Unearned Revenue 215 Capital 310 Withdrawals 320 Consulting Revenues 410
2,600 Bal 19,500 Bal Bal 2,000 41,700 Bal
3,600 Feb 10 Feb17 3,000 8,500 Feb 1
6,200 Bal Bal 5,000 50,200 Bal
Salaries Expense 510 Rent Expense 520 Utilities Expense 530
Bal 10,000 Bal 7,500 | Bal 1,000
Feb28 10,000
Bal 20,000
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Exercise 2-11 (Continued)

3.

Acct.

No.
101
115
160
210
215
310
320
410
510
520
530

Solutions Manual to accompany Fundamental Accounting Principles, 15th Canadian Edition. © 2016 McGraw-Hill Education Ltd.

Paquette Advisors
Trial Balance
February 28, 2017

Account Title

Accounts receivable ..........cccciiiimmmrnrrnnnnnn.
Office equipment........ccccceriiiiiiiiiicemmennr s
Accounts payable ........cccceiiiiiiiiiinne s
Unearned revenue...........coeemmeerrrrmnssssssssssssnens

Aaron
Aaron

Paquette, capital ...........ccoeeviiiiiiiiinininnnns
Paquette, withdrawals ............ccoceviiinnnn

Consulting revenues..........ccccvivemerinssnnesnnnianes
Salaries eXpense......ccccccerrrrrrrisisssnmmnnnsreennnans
Rent eXpense .......ccccvviiiiemmmnnnsnnnsnsssnee e

Debit Credit

$ 9,100
3,800
22,500

$ 3,000

6,200

9,500
5,000

50,200
20,000
7,500
1,000

$68,900  $68,900
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Exercise 2-11 (Concluded)

4,
Paquette Advisors
Income Statement
For Two Months Ended February 28, 2017
Revenues:
Consulting revenues............cccceuennnnnnnnnnnnnnes $50,200
Operating expenses:
Salaries eXpense ........ccocceeeerrrrrsssssssnseennneens $20,000 yTTTTTTTTTTTTmT 1
RENt @XPENSE...cremrererremremrensessessessessesseaseasens 7,500 | The armous are imaginary |
UtilitieS eXPeNSe......ccuceveerrerrmrsersersersnnssnssnnns 1,000 | butemphasize the link
Total operating expenses ............cc.u.... 28,500 | betweenstatements. |
Profit... e 21,700 ----- "
5. |
Paquette Advisors |
Statement of Changes in Equity i
For Two Months Ended February 28, 2017 i
Aaron Paquette, capital, March 1 ..................... $ !0
Add: Investments by owner.........ccccceeercernene. $ 9500 .-
2] 1 SO 21,7004 _31,200
e - 1 $31,200
Less: Withdrawals by owner ..........ccccvvvvvivinnnns 5,000
Aaron Paquette, capital, February 28............... $26,200 """ o ;
6. i
Paquette Advisors i
Balance Sheet :
February 28, 2017 :
Assets Liabilities i
(0= 1] o T $ 9,100 Accounts payable...................... $ 3,000 |
Accounts receivable............... 3,800 Unearned revenue............cccceeeus 6,200 i
Office equipment.................... 22,500 Total liabilities...........ccoemmeeernrnn. $ 9,200 :
Equity =
Aaron Paquette, capital ............ 26,200 ¢
Total liabilities and
Total assets .......ccccvviueeenrnne $35,400 =T [T . $35,400

Analysis component:

Unearned revenue occurs when cash is received from a customer in advance of the work
being done. The collection is not recorded as revenue because it has not been earned
until the work is done. Unearned revenue is therefore a liability because the business
owes the customer a service (or work). For example, WestJet receives cash from
customers in advance of the customer actually flying and records it as advance ticket
revenue, a type of unearned revenue. These cash collections are recorded as advance
ticket revenue, a liability, because the cash doesn’t belong to WestJet until they have
earned it which occurs when the customer takes their flight.
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Exercise 2-12 (30 minutes)

a.

EQUIPMENt......ceeeeee s 5,600
AULOMODIIES ..o 11,000
Jerry Steiner, Capital.........ccccooviiiiimmnieeeeee
The owner invested cash, an automobile, and equipment.

Prepaid INSUrance ... 3,600
Cash ... ——————
Purchased insurance coverage in advance.

Office SUPPLIES ... 600
Cash ... ——————
Purchased supplies with cash.

Office SUPPLIES ...civvieerririierr e 200
EQUIPMENt......eeeeee e 9,400
Accounts Payable..........ccceriiiniiiiiieeeeee
Purchased supplies and equipment on credit.

0 T o 2,500
Delivery Services Revenue...........cccoevemmmmmrnrinnnssssnnnnnns
Received cash from customer for work done.

Accounts Payable ..., 2,400
Cash ... ——————
Made payment on payables.

Gas and Oil EXPeNnse..........cccuviremmmmmmrimnnissssnmsssss s sssssssssnnnns 700
Cash ... —————————
Paid for gas and oil.
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3,600

600

9,600

2,500

2,400

700
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Exercise 2-13 (20 minutes)

2017

ApPril 5 Cash.....cciiiiirrr e 4,600
Surgical Revenues............cocccivmmmmmriinninsisesnne e 4,600
Performed surgery and collected cash.

8  SUPPIIES...ccceeerrrere i —————— 19,000
Accounts Payable...........cccooiiiiimmminiinnneeee s 19,000
Purchased surgical supplies on credit.

15 Salaries EXPeNnse ......cccoviiiiveeemmnnnnnnnssssssssssssssssssssssssnnns 41,000
Cash ... e 41,000
Paid salaries.

20 Accounts Payable........ccccceemmmimmmmmmmmmmmnsssssssssssssssssensnnnnnen 19,000
Cash ........ e 19,000
Paid for the credit purchase of April 8.

21 No entry.

22 Accounts Receivable.......o...oiiiiiiecccc e 22,800
Surgical Revenues............ooovimmmmmmriinnnnsssessne e 22,800
Performed six surgeries on credit;
$3,800 x 6 = $22,800

29  CaSh...iiicrr e ——————— 15,200
Accounts Receivable.........ccccccveiiremeiiiriecnce s 15,200
Collection from four credit customers of April 22;
$3,800 x 4 = $15,200.

30 Utilities EXPeNSe.....ccccicirmmmmerriinsisssmsns s 1,800
0 T o 1,800
Paid the April utilities.
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Exercise 2-14 (25 minutes)

Parts a and b:

Cash Account No. 101
Date Explanation PR Debit Credit Balance
2016
Dec. 31 | Beginning balance 850
2017
Jan. 1 G1 3,500 4,350
20 G1 2,000 2,350
31 G1 5,000 7,350
31 G1 3,000 4,350
31 G1 750 3,600
Accounts Receivable Account No. 106
Date Explanation PR Debit Credit Balance
2016
Dec. 31 | Beginning balance 300
2017
Jan. 12 G1 9,000 9,300
31 G1 5,000 4,300
Equipment Account No. 167
Date Explanation PR Debit Credit Balance
2016
Dec. 31 | Beginning balance 1,500
2017
Jan. 20 G1 12,000 13,500
Accounts Payable Account No. 201
Date Explanation PR Debit Credit Balance
2016
Dec. 31 | Beginning balance 325
2017
Jan. 20 G1 10,000 10,325
Toshi Sato, Capital Account No. 301
Date Explanation PR Debit Credit Balance
2016
Dec. 31 | Beginning balance 2,325
2017
Jan. 1 G1 3,500 5,825
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Exercise 2-14 (Parts a and b continued)

Toshi Sato, Withdrawals

Account No. 302

Date Explanation PR Debit Credit Balance
2016
Dec. 31 | Beginning balance 300
2017
Jan. 31 G1 750 1,050
Revenue Account No. 401
Date Explanation PR Debit Credit Balance
2016
Dec. 31 | Beginning balance 1,800
2017
Jan. 12 G1 9,000 10,800
Salaries Expense Account No. 622
Date Explanation PR Debit Credit Balance
2016
Dec. 31 | Beginning balance 1,500
2017
Jan. 31 G1 3,000 4,500
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Exercise 2-14 (Parts a and b continued)

Note: After posting the journal entries, the PR column in the General Journal would
appear as follows:

General Journal Page 1
Date Account Titles and Explanation PR Debit Credit
2017
8 = 1 T O 0= - - o T 101 3,500
Toshi Sato, Capital .......cccccriiiiiiiiirrr e 301 3,500
Additional owner investment.
12 Accounts Receivable.......cccoeeeecciiiccee e, 106 9,000
REVENUE ... ceirirecccce e e e e s s e s e e e e s e nmm e eees 401 9,000
Performed work for a customer on account.
20 EqUIipmMeNt ... 167 12,000
0= 1= ¢ 101 2,000
Accounts Payable..........ccccommees 201 10,000
Purchased equipment by paying cash and the
balance on credit.
R R = - - o 101 5,000
Accounts Receivable........ccccccceeiiemciiiincie e 106 5,000
Collected cash from credit customer.
31 Salaries EXPense ........ccoevmmmmmmrrininisssssnmsnnssssssssssssssssns s 622 3,000
- - 1 101 3,000
Paid month-end salaries.
31 Toshi Sato, Withdrawals...........cccommecicciirree e 302 750

Cash ... —————————— 101
Toshi Sato withdrew cash for personal use.

Analysis component:

All of the details regarding a transaction, such as serial numbers or invoice numbers,
form part of the journal entry recorded in the journal and provide a chronological picture
of what has happened in the business. The general ledger does not accommodate these
kinds of very necessary details. Therefore, we need to journalize to ensure important
details are readily available.

The general ledger summarizes by account all of the transactions recorded in the journal.
For example, without the ledger, we would not be able to determine the balance in cash
without going through the journal and adding/subtracting all of the individual
transactions. The ledger allows us to have account balance information.

In summary, although it appears that journalizing and posting are recording the same
information twice, the journal and ledger each serve different and important functions in
the accounting system.
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Exercise 2-15 (25 minutes)

Date
2017
Aug. 1
1
5
20
31

General Journal
Account Titles and Explanation

Photography Equipment..........cccccvveirnnnnnns
Joseph Eetok, Capital.........ccceevvverrrrnnnnnns

Investment by owner.

Photography Revenue............cceeviiiinnnnns

Collected cash in advance for
photography services.

Paid for August utilities.

Debit

20,000
42,000

12,000

1,800

9,200

1,400

Page G1
Credit

62,000

12,000

1,800

9,200

1,400

Note: The account numbers in the PR column above would be included only during the
posting of these journal entries into the ledger accounts in Exercise 2-16.
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Exercise 2-16 (30 minutes)

Cash Account No. 101
Date Explanation PR Debit Credit Balance
2017
Aug. 1 G1 20,000 20,000
1 G1 12,000 8,000
5 G1 1,800 6,200
20 G1 9,200 15,400
31 G1 1,400 14,000
Office Supplies Account No. 124
Date Explanation PR Debit Credit Balance
2017 ‘ ‘ ‘
Aug. 5 G1 1,800 1,800
Prepaid Rent Account No. 131
Date Explanation PR Debit Credit Balance
SN o ol
Aug. 1 G1 12,000 12,000
Photography Equipment Account No. 167
Date Explanation PR Debit Credit Balance
San o ol
Aug. 1 G1 42,000 42,000
Joseph Eetok, Capital Account No. 301
Date Explanation PR Debit Credit Balance
- ol ] e
Aug. 1 G1 62,000 62,000
Photography Revenue Account No. 401
Date Explanation PR Debit Credit Balance
. El-
Aug. 20 G1 9,200 9,200
Utilities Expense Account No. 690
Date Explanation PR Debit Credit Balance
S ol o
Aug. 31 G1 1,400 1,400
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Exercise 2-16 (concluded)

Acct
No.
101
124
131
167
301
401
690

THE PIXEL SHOP
Trial Balance
August 31, 2017

Account Title Debit
0= 1] o T $ 14,000
Office supplies .....cccccceerrrrrnnnnes 1,800
Prepaid rent........cccccemrrrrriniinnnes 12,000
Photography equipment.......... 42,000

Joseph Eetok, capital...............
Photography revenue...............

Utilities expense.......ccccccveenneee 1,400
LI L 13 71,2

Analysis component:
The trial balance is not a financial statement; it is an internal working paper
used to verify that debits and credits in the general ledger are equal and to

review account balances. The trial balance format does not readily

Credit

$62,000
9,200

71,2

communicate information such as financial performance and financial
position, information that is desired by external decision makers. Financial
statements are used for external reporting because the formats of these
communicate information desired by external users. For example, the
income statement reports financial performance while the balance sheet
reports financial position.
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Exercise 2-17 (20 minutes)

Cash 101 Office Supplies 124 Prepaid Rent 131
Aug. 1 20,000| 12,000 Aug. 1 Aug.5 1,800 Aug.1 12,000
20 9,200 1,800 5
1,400 31
Bal 14,000
Photography Equipment 167 Joseph Eetok, Capital 301
Aug.1 42,000 | 62,000 Aug. 1
Photography Revenue 401 Utilities Expense 690

19,200 Aug.20  Aug.31 1,400|

THE PIXEL SHOP
Trial Balance
August 31, 2017

Acct.
No. Account Title Debit Credit
0 TR = T o T $14,000
124  Office supplies.......ccoevmmmrrrrinniiissneennnnennns 1,800
131  Prepaid rent........cccoovvmmmiiiiiniciceeeeeeeees 12,000
167 Photography equipment.........cccooemerrerrnn. 42,000
301 Joseph Eetok, capital........ccccerriiiiiiinnnnns $62,000
401 Photography revenue.........cccccoeeiiiiinnnnnns 9,200
690  Utilities eXpense.........cuvvmmmeerrrrrnssssssnnnnnns 1,400

LI = $71,200 71,2
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Exercise 2-17 (Concluded)

Analysis component:

The trial balance is an internal working paper used to verify that debits and credits in the general ledger are equal and to
review account balances. The trial balance format does not readily communicate information such as financial
performance and financial position, information that is desired by external decision makers. Financial statements are used
for external reporting because the formats of these communicate information desired by external users. For example, the
income statement reports financial performance while the balance sheet reports financial position
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Exercise 2-18 (20 minutes)

Extreme Hockey
Income Statement
For Year Ended December 31, 2017

Revenues:
Consulting revenue...........ccocevcvmmmmmessennnnnnens $18,000
Operating expenses:
Wages eXPeNnSe .....ccccvuvvummerrnssmsesmsssnsssssssanes $29,000
Rent exXpense.....cccccceeriiiniicinmmmsnnn s 8,000
Total operating expenses ........cccccceenunees 37,000
o L= $19,000----- .
Extreme Hockey i
Statement of Changes in Equity :
For Year Ended December 31, 2017
Ryan Roy, capital, January 1.........ccceeerinnnnnne $ 0 i.——————————————————.
T $50000 || Mo |
Less: Withdrawals by owner ..........ccccocceerenene. $2,000 ___.----77)  butemphasize the nk
LOSS.uueuueruereranesresssaesssasesssanessessssasessnsas 19,000 «-"21,000 | between statements. |
Ryan Roy, capital, December 31 .......ccccccerrrrrnn. $29,000------------------------ ;
Extreme Hockey i
Balance Sheet :
December 31, 2017
Assets Liabilities i
{O7: T- 1 1N $18,000 Accounts payable .........cccceccerrinnnes $ 17,300 :
Accounts receivable.................. 5,200 Notes payable...........ccceeiirimmmrnnennnns 47,000 E
Prepaid rent.......ccccoecereerercrcnennne 13,000  Total liabilities ........ccceerrrereersnercnnns $64,300
Machinery.......ccccccemeemennnnnnnnneee. 57.100 Equity o
Ryan Roy, capital ..........cceeurereurenne 29.000*
Total liabilities and
Total assets........ccccerriiimmeniniianes $93,300 =T [T $ 93,300

Analysis component:

Losses cause equity to decrease. If equity decreases, either assets have to decrease
and/or liabilities must increase to keep the balance sheet in balance. Therefore, if
Extreme Hockey’s Consulting continues to experience losses, there are two short-term
alternatives available to prevent a decrease in assets. First, the business could borrow
which would increase liabilities and temporarily increase assets until payments had to be
made. Second, Ryan Roy, the owner, could invest additional assets into the business
which would increase equity and assets. However, for the long-term, the owner does not
want to support the business through continual investments; the business must be able
to support itself through positive performance (profit).
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Exercise 2-19 (20 minutes)

JenCo
Income Statement

For Month Ended March 31, 2017

Revenues:

SEIVICE FEVENUE......ireeriremsirrensirenssrsnsssranssrsnsssranssransssransssennsssansssanns $1,650
Operating expenses:
Salaries EXPENSE ......ccccurrrrrrrrrirsssssssssss s $ 800
INterest EXPENSEe......uuemmiiiiiiiircieeene s ———————————— 10
Total operating eXPensSes .......ccccvvvviiissnmeserrrrnnnsssssssssss e 810
(0 ) 1 1 $ 840 - -:
JenCo
Statement of Changes in Equity |
For Month Ended March 31, 2017 i
Marie Jensen, capital, March 1 .........ccccceeevrerererrerrersersesaesessessessessennns $ )
Add: Investment by OWNEr ... s $2,050 __,_—/”'
POTIt.u.rvureruesaressnessesssesssesssessnesnessesssesssesssesnsssnsssesasessnessnessnsaees 8404 _2,890
TOtal ... ————————————— $2,890
Less: Withdrawal by owner .........cccooommmmiiiinsicee e 1,500
Marie Jensen, capital, March 31 .........ccccecvimmminiiemnnnnnnnsnnnsssennan,. $1,390 -~
JenCo i
Balance Sheet i
March 31, 2017 i
Assets Liabilities |
{07 1] o T $ 500 Accounts payable .........cccccevivinnnnnnnnnnnn $ 500 i
Accounts receivable .............. 1,950 Unearned service revenue.............cuees 460
Prepaid insurance................... 300 Notes payable..........ccoovemmrrriiiiiiiiinnnns 1,100 |
EqQUIPMENt .....ccceevererceererereens 700 Total liabilities .......cccecvrrereeerarrcrernn $2,060
Equity i
Marie Jensen, capital ........ccceceererererennes 1,390 ¢’
Total assets .......cccevvvinmerriians $3,450 Total liabilities and equity ................... $3.450
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Exercise 2-20 (20 minutes)

Media Marketing Services
Income Statement
For Month Ended March 31, 2017

Revenues:
REVENUE.. ..o e e e e e e e s e mm e e r e mmn e e nmm s e rnns $126,000
Operating expenses:
Wages EXPENSE ....ocuvuurerisismnerissssnnssssssssssssssssssssssssssssssssssnsens $146,000
Office supplies eXPeNSe ......ccccceerrirririissmmmnnrr s 7,000
Total operating eXpPenses ........cccervvririissnmmmmnssrnnnssssssnnnnnns 153,000
o L= $ 27,000
Media Marketing Services
Statement of Changes in Equity
For Month Ended March 31, 2017
Sam Smith, capital, March 1...........eeeeeenaeenees $87,000*
Add: Investment by OWNer.........ccccvvmriiimiinsneinsns s 35,000
Total .. ——————— $122,000. -
Less: Withdrawal by owner ..........ccovererrcensenncesree e, $ 18,000 , .- '
LOSS..iiiiiimmrriimre s 27,000 45,000
Sam Smith, capital, March 31 .........ccccoemmriiimnninneeee, $77,000
Media Marketing Services
Balance Sheet
March 31, 2017
Assets Liabilities
(O T-7 o [ $ 17,000 Accounts payable ...........ccceeemnnnnnn. $ 46,000
Accounts receivable ... 3,000 Notes payable ........ccccoovvmmrrriiiiinnes 114,000
Office supplies ............ 3,000 Total liabilities...........coovemmmmrerrrniinnes $ 160,000
Building.......coccerriicnnennne 80,000
Land .....ccccovvmmnmnnnnnnnnnnns 84,000 Equity
Machinery ........ccceeueeees 50,000 Sam Smith, capital..........cccccerriiinnnnnnnne 77,000 <
Total assets ................. $237,000 Total liabilities and equity ................... $237,000

i The arrows are imaginary i
i but emphasize the link |

1
X between statements. !

_________________________

*$122,000 March 31/14 Balance - $35,000 invested in March = $87,000 March 1/14 Balance
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Exercise 2-21 (20 minutes)

(1) (2 (3) (4)
Difference  Column  Identify Amount That
Between Debit With the Account(s) Account(s) is
and Credit  Larger Incorrectly Overstated or

Description Columns Total Stated Understated
a. A $2,400 debit to Rent $810 Credit Rent Rent Expense is
Expense was posted as a Expense understated by
$1,590 debit. $810
b. A $42,000 debit to Machinery $0 — Machinery Machinery is
was posted as a debit to understated by
Accounts Payable. $42,000 and

Accounts Accounts Payable
Payable is understated by

$42,000
c. A $4,950 credit to Services $4,455 Debit Services  Services Revenue
Revenue was posted as a $495 Revenue is understated by
credit. $4,455
d. A $1,440 debit to Store $1,440 Credit Store Store Supplies is
Supplies was not posted at all. Supplies understated by
$1,440
e. A $2,250 debit to Prepaid $0 — Prepaid Prepaid Insurance
Insurance was posted as a Insurance is understated by
debit to Insurance Expense. $2,250 and

Insurance Expense
Insurance is overstated by

Expense $2,250
f. A $4,050 credit to Cash was $4,050 Credit Cash Cash is
posted twice as two credits to understated by
the Cash account. $4,050
g- A $9,900 debit to the owner’s $0 — Owner’s Owner’s Capital
withdrawals account was Capital account is
debited to the owner’s capital understated by
account. $9,900
Owner’s Owner’s

Withdrawals = Withdrawals is
understated by
$9,900
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Exercise 2-22 (15 minutes)

a. 1. Dr=Cr
2. Accounts Receivable is understated (too low) by $3,500 and Revenue is
understated by $3,500.

b. 1. Dr=Cr
2. Accounts Payable is overstated (too high) by $600 and Cash is overstated by
$600.
c. 1. Dr=Cr

2. Cash is overstated by $180.

d. 1. Dr=Cr
2. Accounts Receivable is overstated by $750.

e. 1. Dr=Cr
. Accounts Payable is understated by $2,000 and Equipment is understated by
$2,000.

N

Exercise 2-23 (15 minutes)

Case A:

1. Subtract total debits in the trial balance from total credits
5,010 — 4,290 = 720

2. Divide the difference by 9
720 -9 =80

3. The quotient equals the difference between the two transposed numbers.
80 is the difference between the two transposed numbers.

4. The number of digits in the quotient tells us the location of the transposition.
Look for a difference of 8 between the second number from the right and
the third number from the right.

Through a process of elimination, the incorrect value is Accounts Payable of $190. The
correct value must be $910.

Proof: Recalculate the trial balance replacing $910 for the incorrect $190 and the trial
balance now balances at $5,010.
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Exercise 2-23 (concluded)
Case B:

1. Subtract total debits in the trial balance from total credits
34,400 - 28,100 = 6,300
2. Divide the difference by 9 to reveal a slide error
6,300 + 9 =700
3. The quotient identifies a slide error and equals the correct value.

Through a process of elimination, the incorrect value is Withdrawals for $7,000. The
correct value must be $700.

Proof: Recalculate the trial balance replacing $700 for the incorrect $7,000 and the trial
balance now balances at $28,100.

Case C:

1. Subtract total debits in the trial balance from total credits
942 - 906 = 36

2. Divide the difference by 9
36+-9=4

3. The quotient equals the difference between the two transposed numbers.
4 is the difference between the two transposed numbers.

4. The number of digits in the quotient tells us the location of the transposition.
Look for a difference of 4 between the first number from the right and the
second number from the right.

Through a process of elimination, the incorrect value is Cash for $59. The correct value
must be $95.

Proof: Recalculate the trial balance replacing $95 for the incorrect $59 and the trial
balance now balances at $942.
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PROBLEMS

Problem 2-1A (30 minutes)

Nov 1 Analysis Assets increase. Equity increases.

Journal entry | Debit the Cash account for $200,000. Debit the Aircraft Equipment
analysis account for $50,000.

Credit the Tobias Eaden, Capital account for $250,000.

Journal
Entry
Date Account Titles and Explanation Debit Credit
Nov 1 Cash 200,000
Aircraft Equipment 50,000
Tobias Eaden, Capital 250,000

Owner investment of cash and

eiuiiment.

Nov 3 Analysis Assets increase and assets decrease. Liabilities increase.
Journal entry | Debit the Land account for $400,000.

analysis Debit the Building account for $100,000.
Credit the Cash account for $125,000.
Credit the Long-Term Notes Payable account for 375,000.
Journal
Entry
Date Account Titles and Explanation Debit Credit
Nov 3 Land 400,000
Building 100,000
Cash 125,000
Long-Term Notes Payable 375,000

Purchased Land and Building with

Cash and a Ioni-term Notes Paiable.
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Problem 2-1A (Continued)

Nov 7 Analysis Assets increase. Equity increase.
Journal entry | Debit the Airplane account for $200,000.
analysis Credit the Tobias Eaden account for $200,000.
Journal
Entry
Date Account Titles and Explanation Debit Credit
Nov 7 Airplane 200,000
Tobias Eaden, Capital 200,000
Owner investment of assetl.
Nov 9 Analysis Assets increase. Liabilities increase.
Journal entry | Debit the Supplies account for $5,000.
analysis Credit the Accounts Payable account for $5,000.
Journal
Entry
Date Account Titles and Explanation Debit Credit
Nov 9 Supplies 5,000
Accounts Payable 5,000

Purchased suiilies on credit.

Nov 13 Analysis Assets increase. Equity increases.

Journal entry | Debit the Accounts Receivable account for $16,000.
analysis Credit the Revenue account for $16,000.
Journal
Entry

Date Account Titles and Explanation Debit Credit

Nov 13 Accounts Receivable 16,000
Revenue 16,000

Billed customer for services irovided.
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Problem 2-1A (Continued)

Nov 17 Analysis Assets decrease. Equity decreases.
Journal entry | Debit the Wages Expense account for $3,000.
analysis Credit the Cash account for $3,000.
Journal
Entry
Date Account Titles and Explanation Debit Credit
Nov 17 Wages Expense 3,000
Cash 3,000
Paid waies.
Nov 21 Analysis No Transaction required.
Journal entry
analysis
Journal
Entry
Date Account Titles and Explanation Debit Credit

No Transaction required.

Nov 23 Analysis Assets decrease. Liabilities decrease.

Journal entry | Debit the Liabilities account for $2,500.

analysis Credit the Cash account for $2,500.
Journal
Entry
Date Account Titles and Explanation Debit Credit
Nov 23 Accounts Payable 2,500

Cash 2,500

Paid accounts iaiable.
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Problem 2-1A (Concluded)
Nov 27 Analysis Assets increase. Assets decrease.

Journal entry | Debit the Aircraft equipment (new) account for $20,000.
analysis Credit the Cash account for $15,000.
Credit the Aircraft equipment (old) account for $5,000.

Journal
Entry
Date Account Titles and Explanation Debit Credit
Nov 27 Aircraft equipment (new) 20,000
Cash 15,000
Aircraft equipment (old) 5,000
Purchase of aircraft eiuiiment.
Nov 30 Analysis Assets decrease. Equity decreases.

Journal entry | Debit the Tobias Eaden, Withdrawal account for $3,200.

analysis Credit the Cash account for $3,200.

Journal

Entry

Date Account Titles and Explanation Debit Credit
Nov 30 Tobias Eaden, Withdrawals 3,200
Cash 3,200
Withdrawal of cash by owner.
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Problem 2-2A (30 minutes) Parts 1 and 2

Cash Tobias Eaden, Capital
Nov 1 200,000 | 125,000 Nov 3 250,000 Nov 1
3,000 Nov 17 200,000 Nov 7
2,500 Nov 23 450,000 Bal.
15,000 Nov 27
3,200 Nov 30 Tobias Eaden, Withdrawals
Nov 30 3,200 |
Bal 51,300 Revenue
16,000 Nov 13
Accounts Receivable
Nov 13 16,000 16,000 Bal
Bal 16,000
Wages Expense
Supplies Nov 17 3,000
Nov 9 5,000
Bal 3,000
Airplane
Nov 7 200,000 |
Aircraft Equipment
Nov 1 50,000 5,000 Nov 27
Nov 27 20,000
Bal. 65,000
Building
Nov 3 100,000
Land
Nov 3 400,000
Accounts Payable Note: There is no entry for November 27
Nov 23 2,500 5,000 Nov 9 since it is not a transaction.
2,500 Bal

Long-Term Notes Payable
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Problem 2-2A Continued (5 minutes)

Part 3

Assets ($837,300) = Liabilities ($377,500) + Equity ($459,800)

Problem 2-3A (30 minutes)

Date
2017
May 1

10

15

20
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General Journal
Account Titles and Explanation

=0 LUTT o] 11T 4 .
CaSh ..
Notes Payable........ccccooiiiiicieeen s

Purchased new equipment paying cash and
signing a 90-day note payable.

Prepaid INSUrance.........cccceriiiiiiicinmmmns s
Cash ... —————
Purchased 12 months of insurance to begin May 2.

Design Revenue...........ccoommmmmiinniniissemnnes s essssssssssnes e
Completed a fitness contract for a group of customers
and collected cash.

Office SUPPIIES....emmiiiiiiriieiee e
Accounts Payable.........cccccceriiiimmmmmnsnnnnnessee s
Purchased office supplies on account.

Accounts Payable..........cccoommiiiiincnccee e
Office SUPPLIES ...cevrrivimrrrriiierr i
Returned defective supplies to supplier.

Accounts Receivable.........cccciimmiiimiiie e
Fitness Contract Revenue..........cccoimmiirmmiireminemecressenenas
Did work for a client today on account.

Accounts Payable..........cccooommmiiiinine e
CaSh ..
Paid for the May 4 purchase less the return of May 6;
$3,750 - $750 return = $3,000.

Received payment from the client of May 10.

Debit

46,000

24,000

6,000

3,750

750

11,500

3,000

11,500

Page 1
Credit

14,000
32,000

24,000

6,000

3,750

750

11,500

3,000

11,500
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Problem 2-3A (concluded)

May 25 Cash......cccccimiiiiier i ———— 2,500
Unearned REVENUE .....c.cuereuirmuirmsirmssrmsssssssssssnsssnsssnsssnssens 2,500
Received cash for work to be done in June.

31 Salaries EXPense ........cccucvevummmmmmrmmnsssssssnssnsssssssssssssssssssssnas 47,000
02 1= o 47,000
Paid month-end salaries.

31 Telephone EXPense.........ccooemmmmmrrrminssssnmmmnnnssissssssssssssnssssnas 2,250
02 1= o 2,250
Paid the May telephone bill.

31 Utilities EXPENSE.......cooiiiiivnmmmmnrr e 3,100
Accounts Payable (or Utilities Payable)..............ccecu.ee. 3,100
May electrical bill to be paid June 15.

Note: Assume that all entries were journalized on Page 1 of the General Journal.
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Problem 2-4A (90 minutes)

General Journal

Date Account Titles and Explanation PR
2017
(VP T R I 0 = o N 101
Office Equipment .........ccccciimirinniemsninssese e 163
Abe Factor, Capital ..........ccovemmmriiiiinicceeeeeneen 301
Invested cash and equipment to start the business.
1 Prepaid Rent.......eriiiiiniieees s 131
Cash... i ———— 101
Prepaid three months’ rent.
3  Office Equipment ........cccciiiiimrinnimer e 163
Office SUPPlIeS......ccciviiremmrrr e 124
Accounts Payable............ccoeemmmmiiinnnnniceeenneneens 201
Purchased equipment and supplies on credit.
5  Cash..s 101
Accounting Revenue ........cccccccmmrrrrnnnnissnneennneens 401
Received cash from client for completed work.
9 Accounts Receivable...........ccovvmmmmrrrrrniiiiisnnennnennns 106
Accounting Revenue ........cccccccmmrrrrnnnnissnneennneens 401
Billed client for completed work.
11 Accounts Payable..........ccoooommmiiiiiniiiiieeeeeeeennns 201
Cash....coiiiiiiiii e ———————— 101
Paid balance due on accounts payable.
15 Prepaid INSUrance...........coeevmmmmmriiinnnisssnmmnsssn e 128
Cash....ooiiiiiii i —————————— 101
Paid annual premium for insurance.
20 Cash....iii s —————————— 101
Accounts Receivable..........cocccmmririniiiiiinnennnnnnnn 106

Collected part of the amount owed by a client.

Debit

50,000
12,000

9,000

6,000
1,200

6,200

4,000

7,200

3,000

1,500
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Credit

62,000

9,000

7,200

6,200

4,000

7,200

3,000

1,500
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Problem 2-4A (concluded)

Mar. 22

23

27

30

31

No entry.

Accounts Receivable...........cccoviiiiimnnnininiiceeens
Accounting Revenue ........cccocccmmmmriinnnniisnnennnsnenns
Billed client for completed work.

Owner’s withdrawal of cash.

Office SUPPLIES.....ceerriirmrrririerr e
Accounts Payable...........cccovvmmmmmmminnnnninnnseeeneeens
Purchased supplies.

Utilities EXPeNnse .......eeiiiiiniiieeemmnnsnnnssssseseseeenn
Cash... i ———
Paid monthly utility bill.

106
401

302
101

124
201

690
101

2,850

3,600

650

860

2,850

3,600

650

860

Note: The account numbers in the PR column above would be included only when these

journal entries are being posted in Problem 3-4A. Assume that all entries were

journalized on Page 1 of the General Journal.
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Problem 2-5A (45 minutes)
Parts 1 and 2

Cash Acct. No. 101

Date Explanation PR Debit Credit Balance
2017

Mar. 1 G1 50,000 50,000

1 G1 9,000 41,000

5 G1 6,200 47,200

11 G1 7,200 40,000

15 G1 3,000 37,000

20 G1 1,500 38,500

27 G1 3,600 34,900

31 G1 860 34,040

Accounts Receivable Acct. No. 106

Date Explanation PR Debit Credit Balance
2017

Mar. 9 G1 4,000 4,000

20 G1 1,500 2,500

23 G1 2,850 5,350

Office Supplies Acct. No. 124

Date Explanation PR Debit Credit Balance
2017

Mar. 3 G1 1,200 1,200

30 G1 650 1,850

Prepaid Insurance Acct. No. 128

Date Explanation PR Debit Credit Balance

2017 ‘ ‘ ‘

Mar. 15 G1 3,000 3,000

Prepaid Rent Acct. No. 131

Date Explanation PR Debit Credit Balance

2017 ‘ ‘ ‘

Mar. 1 G1 9,000 9,000

Office Equipment Acct. No. 163

Date Explanation PR Debit Credit Balance
2017

Mar. 1 G1 12,000 12,000

G1 6,000 18,000
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Problem 2-5A (continued)

Accounts Payable Acct. No. 201
Date Explanation PR Debit Credit Balance
2017

Mar. 3 G1 7,200 7,200

11 G1 7,200 0

30 G1 650 650

Abe Factor, Capital Acct. No. 301

Date Explanation PR Debit Credit Balance
w1 ol | el

Mar. 1 G1 62,000 62,000

Abe Factor, Withdrawals Acct. No. 302

Date Explanation PR Debit Credit Balance
2w o s

Mar. 27 G1 3,600 3,600

Accounting Revenue Acct. No. 401

Date Explanation PR Debit Credit Balance

2017

Mar. 5 G1 6,200 6,200

9 G1 4,000 10,200

23 G1 2,850 13,050

Utilities Expense Acct. No. 690

Date Explanation PR Debit Credit Balance
ol Wl

Mar. 31 G1 860 860
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Problem 2-5A (concluded)

Part 3
X-FACTOR ACCOUNTING
Trial Balance
March 31, 2017
Acct.
No. Account Title Debit Credit
L0 T 0 U= o $34,040
106 Accounts receivable..........cccooreemmeeciiceirnnneeees 5,350
124  Office supplies.......cccevvrrmmerrnssmmeninssnnen e 1,850
128 Prepaid inSurance.........cccccveeisicisnmmnnnsennnnnnns 3,000
131 Prepaid rent.........coooccvemmmmiinnsiceeenee s 9,000
163  Office equipment .......cccoccmriiiimerinssenen s 18,000
201 Accounts payable.......c.cccceeeerrniiimnninninnenns $ 650
301 Abe Factor, capital...........cccevemmmmmrrinnniiiiinennns 62,000
302 Abe Factor, withdrawals..........cccccorvemmnrernnceen. 3,600
401 Accounting revenue ..........coeeeeeeeerrrmnsssssssnnenns 13,050
690 Utilities eXpense .........cccviivvrmmmmmnnrinnsssssssnnnnns 860
Totals....cccrvierriierr $75,700 $75,700
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Problem 2-6A (20 minutes)

X-FACTOR ACCOUNTING
Income Statement
For Month Ended March 31, 2017

Revenues:
Accounting revenue..........cccccevvnvemernnssnnennnns $13,050
Operating expenses:
Utilities expense.......ccccccvviiinemeennnnnnssinnnenns 860
Profit....ccceee e, $12,190----~ !
X-FACTOR ACCOUNTING |
Statement of Changes in Equity i
For Month Ended March 31, 2017 |
Abe Factor, capital, March 1..........ccccccverercenene. $ R P RREREELEEELS .
Add: Investments by owner........cccccviiiiiinnnens $62,000 ___--=="""7 ! Thearrows are imaginary !
o 0] {1 12,190 ¢~ 74,190 i but emphasize the link |
o] - 1 74,190 ! between statements. i
Less: Withdrawals by owner ...........ccoeemmeeerren. 3600 vttt
Abe Factor, capital, March 31...........cccoccerrinnees $70,590------- - :
X-FACTOR ACCOUNTING |
Balance Sheet i
March 31, 2017 i
Assels Liabilities
0= 1] o [ $34,040 Accounts payable .............ccuuuu..... $ 650 !
Accounts receivable................ 5,350 i
Office supplies ........coeceerriinnnnn 1,850 i
Prepaid insurance............ccceeen 3,000 Equity !
Prepaid rent........cccoeemmmrrirnnnnne 9,000 Abe Factor, capital .......ccccceeeenneeee 70,5904‘
Office equipment...........ccceueeen 18.000 Total liabilities and
Total assets........ceeevvummmmnnnnnn, $71,240 (=70 [ 3 $71,240
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Problem 2-7A (90 minutes)

Part 1

Date

2017
May

10

19

22

25

25

General Journal

Account Titles and Explanation PR
Cash.... s 101
Office Equipment ..........ccocciiiiiimmrinninseninnanes 163

Elizabeth Wong, Capital.............ccceeuueeens 301
Invested cash and equipment to start the business.
Prepaid Rent........cccceiiiiiniiiineemenrnnnsnnnenns 131
CasSh .. ——— 101
Prepaid three months’ rent.
Office Equipment ..........ccocciiniiimmninninsesinianes 163
Office SUPPlies....cccccmrrriiiriicieeeee s 124
Accounts Payable ............ccoceeciiinnnnnnnn. 201
Purchased equipment and supplies on credit.
Cash....rr e ———— 101
Services Revenue ........cccocerriiiummennnnianns 403
Received cash from client for services performed.
Accounts Receivable.............cccovvmmmrriiinnnnnes 106
Services Revenue ..........ccoceriiiienneninnianns 403
Billed client for completed work.
Accounts Payable..............ccccceriiiiiininanna, 201
Cash ... 101
Paid one-half of balance due on accounts payable.
Prepaid Insurance...........cccccceiiimnniineniiannninnns 128
Cash ... 101
Paid annual premium for insurance.
Cash.... s 101
Accounts Receivable.............cccooemmnnrnnn. 106
Collected part of the amount owed by a client.
Accounts Receivable.............cccoevemmmrriiinnnnnees 106
Services Revenue ........ccccevveevmnnnnnnnnnnnnns 403
Billed client for completed work.
Wages eXPeNSe ......ccvvummrerrrrrsssssssssnssssrrnsnssssnns 623
CasSh . ————— 101

Paid wage expense.

Debit

75,000
48,000

14,400

24,000
4,800

8,000

16,000

14,400

7,500

12,800

5,280

34,000

Page 1
Credit

123,000

14,400

28,800

8,000

16,000

14,400

7,500

12,800

5,280

34,000
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Problem2-7A, Part 1 (continued)

May 31 Elizabeth Wong, Withdrawals ...........cccceerrrnn. 302 5,000
[0 1] o T 101 5,000
Owner withdrew cash.
31 Office SUPPlies....cccccmrrriiiiiiiirneeer e 124 1,600
Accounts Payable ............ccoevmmmerrriniinnns 201 1,600
Purchased supplies on credit.
31 Utilities EXPeNSe ... 690 1,400
[0 1] o T 101 1,400
Paid monthly utility bill.
Note: Assume that all entries were journalized on Page 1 of the General Journal.
Parts 2and 3
Cash Acct. No. 101
Date Explanation PR Debit Credit Balance
2017
May 1 G1 75,000 75,000
1 G1 14,400 60,600
6 G1 8,000 68,600
10 G1 14,400 54,200
19 G1 7,500 46,700
22 G1 12,800 59,500
25 G1 34,000 25,500
31 G1 5,000 20,500
31 G1 1,400 19,100
Accounts Receivable Acct. No. 106
Date Explanation PR Debit Credit Balance
2017
May 9 G1 16,000 16,000
22 G1 12,800 3,200
25 G1 5,280 8,480
Office Supplies Acct. No. 124
Date Explanation PR  Debit Credit Balance
2017
May 2 G1 4,800 4,800
31 G1 1,600 6,400
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Problem 2-7A (continued) Parts 2 and 3

Prepaid Insurance Acct. No. 128
Date Explanation PR Debit Credit Balance
2017 ‘ ‘ ‘ ‘
May 19 ‘ G1 7,500 7,500
Prepaid Rent Acct. No. 131
Date Explanation PR  Debit Credit Balance
w1 ol ol |
May 1 G1 14,400 14,400
Office Equipment Acct. No. 163
Date Explanation PR Debit Credit Balance
2017
May 1 G1 48,000 48,000
2 G1 24,000 72,000
Accounts Payable Acct. No. 201
Date Explanation PR Debit Credit Balance
2017
May 2 G1 28,800 28,800
10 G1 14,400 14,400
31 G1 1,600 16,000
Elizabeth Wong, Capital Acct. No. 301
Date Explanation PR Debit Credit Balance
2017 ‘ ‘ ‘ ‘
May 1 ‘ G1 123,000 123,000
Elizabeth Wong, Withdrawals Acct. No. 302
Date Explanation PR Debit Credit Balance
w31 ol sl |
May 31 G1 5,000 5,000
Services Revenue Acct. No. 403
Date Explanation PR Debit Credit Balance
2017
May 6 G1 8,000 8,000
9 G1 16,000 24,000
25 G1 5,280 29,280
Wages Expense Acct. No. 623
Date Explanation PR Debit Credit Balance
2017 ‘ ‘ ‘ ‘
May 25 G1 34,000 34,000
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Problem 2-7A (continued) Parts 2 and 3

Utilities Expense Acct. No. 690
Date Explanation PR Debit Credit Balance
2017
May 31 G1 1,400 1,400
Part 4

HR Solutions
Trial Balance
May 31, 2017

Acct. Account Title Debit Credit
No.
101 Cash ... e $ 19,100
106  Accounts receivable..............cccvveeee...ee. 8,480
124  Office supplies........cccvvmrrrirrmnrrnsiinnnnnnans 6,400
128  Prepaid insurance...........ccccceviiiinnmeennenenn 7,500
131 Prepaid rent .........ccoovvmmmriinniicceennnnnes 14,400
163  Office equipment.........cccccvivimrriiiinnennnnne 72,000
201  Accounts payable............cccceriiiinneniiiianns $ 16,000
301 Elizabeth Wong, capital .........ccccesrrenneeee 123,000
302 Elizabeth Wong, withdrawals ................ 5,000
403  Services revVeNUE........cccuuvmmerrsssansesssssanns 29,280
623 Wages eXpense.......cccoerururnrarminnnnnas 34,000
690  Utilities eXpense.........ccevemmmmrrrrrnnssinnnnnnns 1,400
Totals ...coeivirr i $168,280 $168,280

Analysis component:

Equity represents how much of HR Solutions’ assets belong to the owner, Elizabeth
Wong. Services Revenue is an equity account because as revenues are realized, the
business’s net worth (assets — liabilities, or equity) increases either through the receipt
of an asset (cash or accounts receivable) or satisfying a liability (unearned revenues).
Utilities Expense is an equity account because as expenses are realized, net worth (what
belongs to the owner) decreases either through the use of an asset (such as prepaid
insurance) or increase in a liability (such as rent payable). Elizabeth Wong, Withdrawals
is an equity account because as the owner withdraws assets, Elizabeth Wong’s equity in
the business (what belongs to the owner) decreases. The owner’s objective is for the
business to generate sufficient revenues to cover all expenses, provide sufficient assets
for the purpose of withdrawals, and at the same time maintain or preferably increase
equity (because excess revenues remained after deducting expenses and withdrawals).
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Problem 2-8A

HR Solutions
Income Statement
For Month Ended May 31, 2017

Revenues:
ServiCe reVENUEe......cciemuiremeirmnrirsmssrnnssranassennssres $29,280
Operating expenses:
Wages EXPeNSE ......ccvmmrrrsisnmmsrmsssnnsssssssnnnssass $34,000
Utilities expense.......cooeicccimnnnncciceeees 1,400
Total operating expenses ..........cccevummmmnerenns 35,400
LOSS et $6,120----- ¥
HR Solutions i
Statement of Changes in Equity
For Month Ended May 31, 2017 ':
Elizabeth Wong, capital, May 1........c..cccemerrnnee $ 0 |
Add: Investments by owner.......................... 123,000.--""
Less: Withdrawals by owner............cccvirueennrns $5000 _.--—
o LohstIM ................................ 6,120 4" _ 11,120 The arrows ars imaginary
izabeth Wong, capital, May 31...........ccecernnes SJ_A@. but emphasize the ik i
' between statements. J
HR Solutions
Balance Sheet |
May 31, 2017 i
Assels Liabilities
Cash.........cooiiirrccer e, $ 19,100 Accounts payable .............ccuuuuee.. $ 16,000 !
Accounts receivable................ 8,480 i
Office supplies ........ceecerrvivnennns 6,400 i
Prepaid insurance............ceceeen 7,500 Equity !
Prepaid rent........cccoecmmrrirnnnnnee. 14,400 Elizabeth Wong, capital ................ 111,880«
Office equipment...........ccceueenn 72,000 Total liabilities and
Total assets........ceevvvnmmmnnnnnnns $127,880 (=70 [ 1] 3 127
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Problem 2-9A (25 minutes)

Hipster Optical
Income Statement
For Month Ended May 31, 2017

Revenues:
ServiCe reVENUEe......coveeuiremeirmnsirensssrnnseransssennssres $25,280
Operating expenses:
Wages EXPeNSE .......ccvvmrrrissnmmrrssssnnsssssssnnessans $15,000
Rent exXpense ........ccvviiiiiirererincncnin s 4,300
Utilities expense......ccooveiiciimmnnnnccceeees 1,400
Total operating expenses ..........cccvvummeenrrrnns 20,700
................................................................... $ 4580-----
Hipster Optical i
Statement of Changes in Equity
For Month Ended May 31, 2017 |
Peeta Black, capital, May 1.......cccceeerrerrnrscrnns $ -0- i
Add: Owner investment........cccccccmmrririiiiisnneens $ 56,300 T .
Profit....cc s 4,580 4-°-60,880 | The arows are imaginary
e $60,880 | putemphasize the ik
Less: Withdrawals by owner .................ccc..c.... 1.480
Peeta Black, capital, May 31 .......cc.ecreecureecunenns $59,400-- - __ Petween statements.
Hipster Optical
Balance Sheet
May 31, 2017
Assets Liabilities
0= 1] o [ $18,500 Accounts payable .............ccuuuuueee. $ 1,600
Accounts receivable................. 8,480 Unearned service revenue............ 7,800
Office supplies........cceeeemmmerrrnne 6,400 Total liabilities .........ccoeccmrrrrrininneee $ 9,400
Prepaid insurance.................... 9,820
Office equipment...........ccceueeen 25,600
Equity
Peeta Black, capital............ccceervvnn. 59,400 *«
Total liabilities and
Total assets........cccviuererrinnaee $68,800 =T [T $68,800
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Problem 2-9A (Concluded)

Analysis component:

2017
May 31

31

Utilities EXPeNnse ......ccocceemmmiiiiniiinsessess s
CaSh s

Paid the May utilities.

Utilities EXPense ......ccooommriiiiiicieee e
Accounts Payable ........ccccmeiiiiiiiiiiinnennnes

Received the May utility bill which will be paid

next month.

Problem 2-10A (90 minutes)

Part 1
Date
2017
July 1
2
3
5
7
9
10
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General Journal

Account Titles and Explanation

Office Equipment ..........cccovemmmmniinnicinnnnnns
Drafting Equipment...........cccccoiiiemmmennrinninnnns
Bishr Binbutti, Capital .......cccccccoeviiiinnnens

Investment by owner.

Long-Term Notes Payable.......................

Purchased land.

=T U ] o 1] o Vo
0 1] o TN

Purchased a building.

Prepaid Insurance...........ccccviininmmmesnennnnnnnnns
Cash.....cccciir

Purchased two one-year insurance
policies.

Engineering Revenue ..........cccccevvicinnnnnas

Completed services for cash.

Drafting Equipment...........cccoviiemmmennrinniinnns
Cash.....cccciiiirrrr
Long-Term Notes Payable.......................

Purchased drafting equipment.

Accounts Receivable.............ccccriiininniinnans
Engineering Revenue .........ccccccovviicinnnenns

Completed services on credit.

PR

101
163
167
301

183
101
251

173
101

128
101

101
401

167
101
251

106
401

1,400

1,400

Debit

300,000
12,000
90,000

108,000

150,000

12,000

1,400

45,000

4,000

1,400

1,400

Page 1
Credit

402,000

10,800
97,200

150,000

12,000

1,400

21,000
24,000

4,000
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Problem 2-10A (continued)

July 12 Office Equipment .........ccccciiiimmriniieseniniianes 163 4,500
Accounts Payable..........cc.ccovvmmmmmrrirnnnnnnns 201 4,500
Purchased office equipment on credit.
15 Accounts Receivable........cccccevirrremeiiirieeennns 106 7,000
Engineering Revenue .........cccccccviiiinnnneens 401 7,000
Completed services on credit.
16 Equipment Rental Expense........ccccccceviinnees 645 13,800
Accounts Payable..........cc.ccovvmmmmmrrirnniinnns 201 13,800
Equipment rental to be paid in 30 days.
L 7 T T 101 400
Accounts Receivable..........ccooeemrrrrrinnnns 106 400
Collection from credit customer.
19 Wages EXpense.......cccceerrriiiniiinmmmnnnnsnnnnnnsnns 623 12,000
07 1= o 101 12,000
Paid drafting assistants.
22 Accounts Payable .......ccccccmmriiiiinicinneennnnnnns 201 4,500
07 1= o 101 4,500
Paid July 12 transaction.
25 Repairs EXpense........coooemmmrrrrrnnssssnsnssesennns 684 1,350
07 1= o 101 1,350
Paid for repairs on drafting equipment.
26 Bishr Binbutti, Withdrawals..............ccceernue. 302 800
07 1= o 101 800
Owner withdrawal.
30 Wages EXpense........ccvrummmmrrrrmnnssssssnssesennns 623 12,000
Cash....r . 101 12,000
Paid drafting assistants.
31 Advertising EXpense........cccccccvnniiisnnnmeennennnns 655 6,000
02 1] o TN 101 6,000

Paid for advertising in local newspaper.

Note: Assume all entries were journalized on Page 1 of the General Journal.
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Problem 2-10A (continued)

Solutions Manual to accompany Fundamental Accounting Principles, 15th Canadian Edition. © 2016 McGraw-Hill Education Ltd.

Parts 2and 3
Cash Account No. 101
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 26,000
July 1 G1 300,000 326,000
2 G1 10,800 315,200
3 G1 150,000 165,200
5 G1 12,000 153,200
7 G1 1,400 154,600
9 G1 21,000 133,600
17 G1 400 134,000
19 G1 12,000 122,000
22 G1 4,500 117,500
25 G1 1,350 116,150
26 G1 800 115,350
30 G1 12,000 103,350
31 G1 6,000 97,350
Accounts Receivable Account No. 106
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 3,000
July 10 G1 4,000 7,000
15 G1 7,000 14,000
17 G1 400 13,600
Prepaid Insurance Account No. 128
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 500
July 5 G1 12,000 12,500
Office Equipment Account No. 163
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 1,700
July 1 G1 12,000 13,700
12 G1 4,500 18,200
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Problem 2-10A (continued)

Parts 2 and 3 (continued)

Drafting Equipment

Account No. 167

Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 1,200
July 1 G1 90,000 91,200
9 G1 45,000 136,200
Building Account No. 173
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 42,000
July 3 G1 150,000 192,000
Land Account No. 183
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 28,000
July 2 G1 108,000 136,000
Accounts Payable Account No. 201
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 1,740
July 12 G1 4,500 6,240
16 G1 13,800 20,040
22 G1 4,500 15,540
Long-Term Notes Payable Account No. 251
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 24,000
July 2 G1 97,200 121,200
9 G1 24,000 145,200
Bishr Binbutti, Capital Account No. 301
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 54,000
July 1 G1 402,000 456,000
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Problem 2-10A (continued)
Parts 2 and 3 (continued)

Bishr Binbutti, Withdrawals

Account No. 302

Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 1,000
July 26 G1 800 1,800
Engineering Revenue Account No. 401
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 29,600
July 7 G1 1,400 31,000
10 G1 4,000 35,000
15 G1 7,000 42,000
Wages Expense Account No. 623
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 4,000
July 19 G1 12,000 16,000
30 G1 12,000 28,000
Equipment Rental Expense Account No. 645
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 1,000
July 16 G1 13,800 14,800
Advertising Expense Account No. 655
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 640
July 31 G1 6,000 6,640
Repairs Expense Account No. 684
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 300
July 25 G1 1,350 1,650
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Problem 2-10A (concluded)

Part 4
BINBUTTI ENGINEERING
Trial Balance
July 31, 2017
Acct.

No. Account Title Debit Credit
101 Cash.. $ 97,350
106 Accounts receivable.........ccccceveirrenie e ereeeen, 13,600
128 Prepaid iNSUrancCe.......ccccuvvmvmmmmmmmmmsssssssssssssssnnnnn 12,500
163  Office equipment........cccceiiiiiiicicmner s 18,200
167 Drafting equipment.........ccoooemmmmrirnnninnineeeeeeeen 136,200
173 BUlding e 192,000
183  Land.... 136,000
201  Accounts payable ... $ 15,540
251  Long-term notes payable ... 145,200
301  Bishr Binbutti, capital.........cccoemnerninirrnce 456,000
302 Bishr Binbutti, withdrawals......ccccccvvmverrrecnnnnns 1,800
401 Engineering revenue ............cccccooiinicnncnnnnnn. 42,000
623  Wages exXpense........cccvvrrmrsnnsennesssnssnnsnnsenne 28,000
645 Equipment rental expense ..........cccoceecrinienne 14,800
655  Advertising expense...........cocvernrnsernsnninnenne 6,640
684  Repairs eXpense .........cccceevrrmnsnssenssensnssnnnenne 1,650

Totals ... ———— $658,740 $658,740
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Problem 2-11A (25 minutes)

BINBUTTI ENGINEERING
Income Statement
For Three Months Ended July 31, 2017

Revenues:
Engineering revenue........ccccccceerrernnnsssssnmmsnnsnenas $42,000
Operating expenses:
Wages EXPeNSE ......ccvmmrrrsisnmmsrmsssnnsssssssnnnssass $28,000
Equipment rental expense.........ccccvvvinnnnnnnnnns 14,800
Advertising eXpense ..........ccevvvvrnmmmmnnrrennninnns 6,640
Repairs eXpense........ccccuvvummmmrrrrmnnsssssssssesenens 1,650
Total operating eXpenses ..........cccuvvvvrnnnnenns 51,090
LOSS eerrrriiserr e s $9.090 -
BINBUTTI ENGINEERING
Statement of Changes in Equity
For Three Months Ended July 31, 2017
Bishr Binbutti, capital, May 1............ccceemmrrrnnn. $ 0
Add: Investments by owner........ccccccvviiiinnneens 456,000
Total ... —— 456,000
Less: Withdrawals by owner ............cccceriuueenne $1,800 .---------
o L= 9,090 _ 10,890
Bishr Binbutti, capital, July 31 .........ccccevvvvvennnns $445,110
BINBUTTI ENGINEERING
Balance Sheet
July 31, 2017
Assels Liabilities
07 1= o T $ 97,350 Accounts payable ............
Accounts receivable................ 13,600 Long-term notes payable.
Prepaid insurance..................... 12,500 Total liabilities ...............
Office equipment........ccccccuerrenn. 18,200
Drafting equipment.................. 136,200 Equity
Building ....ccoevivmmmmereerininnnee 192,000 Bishr Binbutti, capital ......
I 13 o [ 136,000 Total liabilities and
Total assets.......ccccviueeerrnnnaen $605,850 (=10 [T

The arrows are
imaginary but

1

1

1

1

|
emphasize the E
link between |
1

1

1

statements.

$ 15,540
145,200
160,740
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Problem 2-12A (45 minutes) Part 1

Date
2017

July

Solutions Manual to accompany Fundamental Accounting Principles, 15th Canadian Edition. © 2016 McGraw-Hill Education Ltd.

General Journal
Account Titles and Explanation

SUPPlIES ..coiiiiirirrr i ————
Accounts Payable ...........ccccccuuuunnnnueee.

Purchased supplies on credit.

Unearned Teaching Revenue...................

Collected cash for teaching services in
August.

Teaching Revenue...........cccovvviviiiiinnnne

Collected cash for teaching services in
July.

Paid July rent.

Accounts Payable...........ccooooommiiiiiiiiciieens
Cash..r s
Paid for supplies purchased on account.

The owner withdrew cash.

Wages EXPense.......cccccvviiisnmmmeensrmnnsssssnnenns
{07 1= 1 L

Paid wages.

Equipment ... s
Accounts Payable ........ccccceeiiiiiinnnnnns

Purchased equipment on credit.

PR

126
201

101
233

101
401

640
101

201
101

302
101

623
101

161
201

Debit

100

4,000

2,000

3,000

500

500

1,300

300

Page 1
Credit

100

4,000

2,000

3,000

500

500

1,300

300
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Problem 2-12A (continued)

Parts 2and 3
Cash 101 Supplies 126 Equipment 161 Accounts Payable 201
Bal. 6,000 Bal. 950 Bal. 8,000 1,500 Bal.
Jul.2 4,000/ 3,000 Jul. 4 Jul. 1 100 Jul. 31 300 Jul.5 500 100 Jul. 1
3 2,000 500 Jul. 5 Bal. 1,050 Bal. 8,300 300 Jul. 31
500 Jul. 15 1,400 Bal.
1,300 Jul. 20
Bal. 6,700
Unearned Teaching 233 Taylor Smith, 301 Taylor Smith, 302 Teaching Revenue 401
Rev Capital Withdrawals
9,800 Bal. 3,000 Bal. Bal. 13,000 46,000 Bal.
4,000 Jul. 2 Jul. 15 500 2,000 Jul. 3
13,800 Bal. Bal. 13,500 48,000 Bal.
Wages Expense 623 Rent Expense 640
Bal. 26,350 Bal. 6,000
Jul.20 1,300 Jul. 4 3,000
Bal. 27,650 Bal. 9,000
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Problem 2-12A (continued)

Part 4

Acct.
No.
101
126
161
201
233
301
302
401
623
640

Solutions Manual to accompany Fundamental Accounting Principles, 15th Canadian Edition. © 2016 McGraw-Hill Education Ltd.

Glitter and Gold Studio
Trial Balance

July 31, 2017

Account Title

SUPPHIES .o —————
FUrNiture....... s
Accounts payable.........cococmrririiniiiinnneeennnen
Unearned teaching revenue..........cccccceeennneee
Taylor Smith, capital.........cccoeecmmrrriiiiiiiiinnnns
Taylor Smith, withdrawals.............cccceeiinneens
Teaching revenue ........cccccevvevvememsnnnnssssnsssnnnnn
Wages EXPENSE......cccurririiissssnmmmnsrsrsssssssssnnnnns

Debit
$ 6,700
1,050
8,300

13,500

27,650
9,000

Credit

$ 1,400
13,800
3,000

48,000

2-82

Fundamental Accounting Principles Volume 1 (Canadian) 15th edition Larson Solutions Manual


https://accountingtexts.com/books/9781259087271-solutions

Last revised: October 26, 2012

Problem 2-12A (concluded)

Part 5
Glitter and Gold Studio
Income Statement
For Three Months Ended July 31, 2017
Teaching revenue..........cccuvvnnnnnnnnsnssssssssssssns $48,000
Operating expenses:
Wages EXPeNSE ......ccvmmrrrsisnmmsrmsssnnsssssssnnnssass $27,650
Rent eXpense.......cccvciiieemmmnnn s 9,000
Total operating expenses ..........cccevummmmnerenns 36,650
[ 0 . $11,350 ----- 1
Glitter and Gold Studio !
Statement of Changes in Equity
For Three Months Ended July 31, 2017 |
Taylor Smith, capital, May 1 .......c.ccccecvurccrenee. $ 3,000- i
Add: Own_er investment........ccooccmiiiiininciineens $0 [ .
TotaIPrOflt ......................................................... 11,350 4"$1 ‘1' ggg | The arrows are imaginery
Less: Withdrawals by owner ............coeeereureenne 13,500 | Ceemehesietelnk |
Taylor Smith, capital, July 31 .....ccccceveeenrcernnnene $ &50———'.___b_ef‘”_ef”_sf"’f‘i"left_s'___J:
Glitter and Gold Studio i
Balance Sheet i
July 31, 2017 i
Assets Liabilities i
[0 1] o [ $ 6,700 Accounts payable ........cccccriiiinnees $ 1,400 !
STH] o] o] 1= 1,050 Unearned teaching revenue ......... 13,800 i
Furniture.....ceveirecicerreeceeneee, 8.300 Total liabilities ......ccccovvvemevirreemeinns $15,200 |
Equity i
Taylor Smith, capital...........ccccu...... 850 *-
Total liabilities and
Total assets.......ccccviieeerrnnnaee $16,050 =T [T . $16,050
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Problem 2-13A (25 minutes)

FELINE PET CARE
Income Statement
For Year Ended July 31, 2017

Revenues:
[ L2317 3 1 = $117,000
Operating expenses:
Wages eXPeNSEe ....cccccceummmmrrrirsssssssnmnnnssessnsnsnas $58,000
Equipment rental expense........cccccvmvnnnnnnnnnnns 34,000
Pet food eXpPense ........ceeeeeeeemmmmmsmmmesnnnnssnnnnnnnn 17,800
Advertising eXpense .........cccuvvirrnnmmennrrrnnnnnnns 9,200
Total operating expenses ..........ccceevvveunnnnns 119,000
I T $ 2,000 -
FELINE PET CARE
Statement of Changes in Equity
For Year Ended July 31, 2017
Betty Lark, capital, August 1 .........ccccevcmrnrnnnns $ 0
Add: Investments by owner........ccccccviiiiinnnnens 292,760
I - 1 . 292,760
Less: Withdrawals by owner ..........ccccevvvvviiinnnns $ 5000 .---------
LOSS . ereurereurerearereusessasessasessasessssesasensasenes 2,000 _ 7,000
Betty Lark, capital, July 31 ......cccccemrrviienennnne $285,760
FELINE PET CARE
Balance Sheet
July 31, 2017
Assets Liabilities
Cash......ccoociriiirrrce e $ 23,000 Accounts payable ............
Accounts receivable................. 11,600 Unearned revenue.............
Prepaid insurance.................... 12,500 Total liabilities ...............
Equipment ......cccoccmrrriinniiinnnnen 18,200
Building .....ooovcvimmmnerrreeeee 192,000 Equity
I 13 Vo [ 136,000 Betty Lark, capital ............
Total liabilities and
Total assets........cccviueeerrinnaen $393,300 (=10 [T

The arrows are

imaginary but

1

1

1

1

:

1
emphasize the link !
between ,

1

statements. H

$ 15,540
92,000
107,540
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Problem 2-13A (concluded)

Analysis component:

2017
July 31 Cash....iiirr e
REVENUE .......coeeeeereeeeeeeeerense s s s s s s s
Received cash for completing work for clients.
31 Accounts Receivable ........cccceiiiiiiiiiiimmnnnrcneenes

Revenue.........cccomeccceecrcsee s e s e e e s emcmen e
Completed work for clients on account.

Problem 2-14A (15 minutes)

Wilm’s Window Washing Services
Trial Balance
January 31, 2017

117,000
117,000

117,000
117,000

Credit

$ 9,400
45,000

64,000

Debit

Cash (11,600 + 2,800° — 4,4009) .......ccocerrrrmerrrnerrrsneersnees $ 10,000
Accounts receivable (9,240 — 2,800° + 3,600°)............... 10,040
Prepaid iINSUranCe.......cccccuummmmmmmmmnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnes 2,400
Equipment (24,000 + 4,0007) .......cccummmmmmmmmmmmmmmmmmmssmmsmsnnnns 28,000
Accounts payable (5,400 + 4,000%).......ccccummmnmsnssssssnssnnas

Wilm Schmidt, capital.......ccccccoviiiiimrniceeeeeeees

Wilm Schmidt, withdrawals......ccccccceeevvieiiiineecrrreeens 8,960
Service revenues (60,400 + 3,600°) ..........ccceerrrrrmmccennnnn.

Salaries eXPeNSe.....ccccccmrrrrirriisssssnmmrrnr s 32,000
INSUraNCe EXPENSE......euummmmmnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnes 5,200
Maintenance expense (13,000 + 3,600°)..........ccccuuunnnnnnes 16,600
Utilities eXpense...... e 5,200
JLICe £ 1 -, $118.,400

118.4

Note: The superscripts (a) to (e) are references to items (a) to (e) listed in Problem 2-13A.
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ALTERNATE PROBLEMS

Problem 2-1B (30 minutes)

June 2

Analysis

Assets increase. Equity increases.

Journal entry
analysis

Debit the Cash account for $46,000. Debit the Office Equipment account
for $24,000.

Credit the Trevor Peeters, Capital account for $70,000.

Journal Entry

Jun 4

Analysis

Date Account Titles and Explanation Debit Credit
Jun 2 Cash 46,000
Office Equipment 24,000
Trevor Peeters, Capital 70,000
Owner investment of cash and eguiﬁment.

Assets increase and assets decrease. Liabilities increase.

Journal entry
analysis

Debit the Land account for $268,000.

Debit the Building account for $66,000.

Credit the Cash account for $30,000.

Credit the Long-Term Notes Payable account for 304,000.

Journal Entry

Jun 8

Analysis

Date Account Titles and Explanation Debit Credit
Jun 4 Land 268,000
Building 66,000
Cash 30,000
Long-Term Notes Payable 304,000
Purchased Land and Building with Cash
and a Long—Term Notes PaKabIe.

Assets increase. Equity increase.

Journal entry

Debit the Vehicle account for $7,000.

analysis Credit the Trevor Peeters, Capital account for $7,000.
Journal Entry
Date Account Titles and Explanation Debit Credit
Jun 8 Vehicle 7,000
Trevor Peeters, Capital 7,000
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Owner investment of asset.

Problem 2-1B (Continued)
Jun 10 | Analysis Assets increase. Liabilities increase.

Journal entry | Debit the Supplies account for $600.

analysis Credit the Accounts Payable account for $600.
Journal Entry
Date Account Titles and Explanation Debit Credit
Jun 10 Supplies 600
Accounts Payable 600
Purchased sugglies on credit.
Jun 14 | Analysis Assets increase. Equity increases.

Journal entry | Debit the Accounts Receivable account for $2,400.

analysis Credit the Revenue account for $2,400.
Journal Entry
Date Account Description Debit Credit
Jun 14 Accounts Receivable 2,400
Revenue 2,400
Billed customer for services provided.

Jun 18 | Analysis Assets decrease. Equity decreases.

Journal entry | Debit the Salaries Expense account for $1,800.
analysis Credit the Cash account for $1,800.

Journal Entry

Date Account Titles and Explanation Debit Credit
Jun 18 Salaries Expense 1,800
Cash 1,800

Paid salarK.
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Problem 2-1B (Continued)

Jun 22

Analysis

Assets decrease. Liabilities decrease.

Journal entry
analysis

Debit the Liabilities account for $600.
Credit the Cash account for $600.

Journal Entry

Date Account Titles and Explanation Debit Credit
Jun 22 Accounts Payable 600
Cash 600

Jun 24

Analysis

Assets increase. Assets decrease.

Paid accounts ﬁaKabIe.

Journal entry
analysis

Debit the Office Equipment (new) account for $4,000.

Credit the Cash account for $2,400.

Credit the Office Equipment (old) account for $1,600.

Journal Entry

Date Account Titles and Explanation Debit Credit
Jun 24 Office Equipment (new) 4,000

Cash 2,400

Equipment (old) 1,600

Jun 28

Analysis

Assets increase. Assets decrease.

Purchase of office eﬂuiﬁment.

Journal entry
analysis

Debit the Cash account for $1,000.

Credit the Accounts Receivable account for $1,000.

Journal Entry

Date Account Titles and Explanation Debit Credit
Jun 28 Cash 1,000
Accounts Receivable 1,000
Collected cash from a customer.
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Problem 2-1B (Concluded)

Jun 30 Analysis

Assets decrease. Equity decreases.

Journal entry
analysis

Debit the Trevor Peeters, Withdrawal account for $1,050.

Credit the Cash account for $1,050.

Journal Entry

Date Account Titles and Explanation Debit Credit
Jun 30 Trevor Peeters, Withdrawals 1,050
Cash 1,050
Withdrawal of cash by owner.
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Problem 2-2B (30 minutes) Part 1 and 2

Cash Land
Jun 2 46,000 30,000 Juni Jun 4 268,000 |
Jun 28 1,000 1,800 Jun 18
600 Jun 22 Accounts Payable
Jun 22 600 600 Jun 10
2,400 Jun 24
1,050 Jun 30 0 Balance
Balance 11,150 Long-Term Notes Payable
| 304,000 Jun4
Accounts Receivable
Jun 14 2,400 | 1,000 Jun 28 Trevor Peeters, Capital
Balance 1,400 70,000 Jun2
7,000 Jun8
Office Supplies 77,000 Balance
Jun 10 600 |
Trevor Peeters, Withdrawals
Vehicle Jun 30 1,050 |
Jun 8 7,000 |
Revenue
Office Equipment 2,400 Jun 14
Jun 2 24,000 | 1,600 Jun 24
Jun 24 4,000 2,400 Balance
Balance 26,400 Salaries Expense
Jun 18 1,800
Building
Jun 4 66,000 | Balance 1,800
Part 3
Assets ($380,550) = Liabilities ($304,000) + Equity ($76,550)
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Problem 2-3B

Date
2017
March

Solutions Manual to accompany Fundamental Accounting Principles, 15th Canadian Edition. © 2016 McGraw-Hill Education Ltd.

15

19

20

28

General Journal
Accounts Titles and Explanations

=TT e 1] 3V R,
Cash......cccrrr e ———————
Note Payable ...

Purchased new portable building paying cash and
signing a five-year note payable.

Prepaid INSUrance..........cccceeiiiiiiicisnmmmnsss s
Cash......ccccirrrr e ——————
Purchased six months of insurance to begin March 1.

No entry.

Cleaning SUPPlieS .....ccceiviiiiiiimmmrrr e
Accounts Payable ........ccccceviiiiimmmnnneeeee s

Purchased cleaning supplies on account.

Accounts Payable............ccccoiiimmmi e
Cash......cccrrr e ———————

Paid for the March 4 purchase.

Accounts Receivable .........ccoeemviiimimmmnmnnnnsnnssssssssssssssnnnnn
Advertising Revenue (or other revenue account)........

Performed work for a client on account.

Unearned REVENUE.......ccereeermrirmsirmssressrsssrnsssnsssnsssnsssnssens

Collected cash from a customer for work to be
done in April.

Hotel Expense or Travel EXpense..........cccoccvvvummmmnnninnnnnnnns
Cash ... ——————

Paid for a hotel regarding a business meeting.

Debit

375,000

5,700

450

450

35,000

8,000

240

Page 1
Credit

75,000
300,000

5,700

450

450

35,000

8,000

240

2:91
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Problem 2-3B (concluded)

March P2 TR - Y= o 5,000
Advertising Revenue (or other revenue account)......... 5,000
Provided advertising services and collected cash.

30 Salaries EXPense........ccuuivrsummmmmmrmmnnsssssnnmnnssssssssssssssssnsssens 25,600
L T o 25,600
Paid month-end salaries.

30 Telephone EXPENSe........ccceemmmmmrrrmmnsssssnmmmnsssessssssssnnsnnsssenas 1,300
Accounts Payable ... 1,300
March telephone bill to be paid on April 14.
R T 07 T o [N 17,500
Accounts Receivable.......ccccccceeiremiiiinccseerrece e e 17,500

Collected half of the amount owed by the customer
of March 19.

Note: Assume all entries were journalized on Page 1 of the General Journal.
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Problem 2-4B (60 minutes)

General Journal Page 1
Date Account Titles and Explanation PR Debit Credit
2017
Sept. 1 Cash..i s 101 20,000
Office Equipment .........ccccccemriniiemnninsinenn 163 9,200
Susan Hurley, Capital ........ccccccmmrririnnnnees 301 29,200
Investment by owner.
1 Prepaid Rent..........ooeeeeees 131 5,600
0 1] o T 101 5,600
Paid two months’ rent.
2  Office Supplies.......ccocuirmmermnnssmeninssnssnnnsanns 124 1,380
Office Equipment ........ccococmmriiiiniiiiineenneneens 163 3,800
Accounts Payable............cccoeemmmrriiinnnnnes 201 5,180
Purchased items on credit.
4  Cash..iriir e ———— 101 2,900
Accounting Revenue .........ccccccmmerrinnninnnes 401 2,900
Sold accounting services for cash.
8 Accounts Receivable...........cccceeiiiinneennnnnnn. 106 5,080
Accounting Revenue..........cccoccmmerrrinnnnnnes 401 5,080
Sold accounting services on credit.
10 Accounts Payable..........ccooooommmriiiiiiiiiinnnns 201 5,180
Cash.... e 101 5,180
Paid for credit purchase.
14 Prepaid INSUrancCe...........coevmmmmmmrrrnnssssssnnnnnns 128 3,300
07 1] o [ 101 3,300
Paid insurance premium.
15 Professional Development Expense........... 680 1,250
Cash ... 101 1,250
Paid for seminar.
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Problem 2-4B (concluded)

Sept. 18 Cash....ccmiiiiiiii . 101 5,080
Accounts Receivable......cccccovemmiirrreeeninns 106 5,080
Received cash from credit customer.
20 No entry.
24 Accounts Receivable........cccccorremmiirieeenninnes 106 5,000
Accounting Revenue .........cccoccemrrrrnnninnns 401 5,000
Sold accounting services on credit.
28 Susan Hurley, Withdrawals .........ccccceceenneeee 302 2,500
[0 1] o T, 101 2,500
Owner withdrew cash.
29 Office SUPPlies.....cccovmmmrrrrrriniiisnmmnner e 124 450
Accounts Payable............ccoeemmmmrrrrnnninnns 201 450
Purchased supplies on credit.
30 Utilities EXPeNnse .....cccccerrrrvniccinmmmmnnnnennnnanns 690 1,750
07 1= o 101 1,750
Paid utilities bill.

Note: The account numbers in the PR column above would be included only when these
journal entries are being posted in Problem 2-4B. Assume that all entries were
journalized on Page 1 of the General Journal.
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Problem 2-5B
Parts 1 and 2

Cash Acct. No. 101
Date Explanation PR Debit Credit Balance
2017
Sept. 1 G1 20,000 20,000
1 G1 5,600 14,400
4 G1 2,900 17,300
10 G1 5,180 12,120
14 G1 3,300 8,820
15 G1 1,250 7,570
18 G1 5,080 12,650
28 G1 2,500 10,150
30 G1 1,750 8,400
Accounts Receivable Acct. No. 106
Date Explanation PR Debit Credit Balance
2017
Sept. 8 G1 5,080 5,080
18 G1 5,080 0
24 G1 5,000 5,000
Office Supplies Acct. No. 124
Date Explanation PR Debit Credit Balance
2017
Sept. 2 G1 1,380 1,380
29 G1 450 1,830
Prepaid Insurance Acct. No. 128
Date Explanation PR Debit Credit Balance
2017 ‘ ‘ ‘
Sept. 14 G1 3,300 3,300
Prepaid Rent Acct. No. 131
Date Explanation PR Debit Credit Balance
2017 ‘ ‘ ‘
Sept. 1 G1 5,600 5,600
Office Equipment Acct. No. 163
Date Explanation PR Debit Credit Balance
2017
Sept. 1 G1 9,200 9,200
2 G1 3,800 13,000
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Problem 2-5B (continued)

Parts 1 and 2

Accounts Payable Acct. No. 201
Date Explanation PR Debit Credit Balance
2017
Sept. 2 G1 5,180 5,180
10 G1 5,180 0
29 G1 450 450
Susan Hurley, Capital Acct. No. 301
Date Explanation PR Debit Credit Balance
o ol Tam
Sept. 1 G1 29,200 29,200
Susan Hurley, Withdrawals Acct. No. 302
Date Explanation PR Debit Credit Balance
2017 ‘ ‘ ‘ ‘
Sept. 28 G1 2,500 2,500
Accounting Revenue Acct. No. 401
Date Explanation PR Debit Credit Balance
2017
Sept. 4 G1 2,900 2,900
8 G1 5,080 7,980
24 G1 5,000 12,980
Professional Development Expense Acct. No. 680
Date Explanation PR Debit Credit Balance
i ol
Sept. 15 G1 1,250 1,250
Utilities Expense Acct. No. 690
Date Explanation PR Debit Credit Balance
i B
Sept. 30 G1 1,750 1,750
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Problem 2-5B (concluded)

Part 3
SUSAN HURLEY, PUBLIC ACCOUNTANT
Trial Balance
September 30, 2017
Acct.
No. Account Title Debit Credit
101 Cash..icr s $ 8,400
106 Accounts receivable..........ccccceiiiiimemmnnrnnniininnneen 5,000
124  Office SUPPLIES....cccceerrisimmnriniese e 1,830
128 Prepaid inSUrance........cccccerirvnnniissnmmmnnsnenssssssssnnnnns 3,300
131 Prepaid rent.........oooivmmmmmninnsseen e 5,600
163  Office equipment .......ccccciiiiicmrinnir e 13,000
201 Accounts payable..........coeeemmmmmriininiiisnennne . $ 450
301 Susan Hurley, capital.......ccccccommrrrriiniiisnmmnnnnennnnnes 29,200
302 Susan Hurley, withdrawals ...........cccevemmmnnninnnnnnns 2,500
401 Accounting revenuUe ........ccoccmeerrrrnnsssssnnmmsnnnessssnnns 12,980
680 Professional development expense...........cceeueeee 1,250
690  UtilitieS eXPensSe ........ccvuirrmmmmerrrrrnnssssssmsenssennnsnsnns 1,750
TotalS....ceeiier e ———— $42,630 $42,630
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Problem 2-6B (25 minutes)

SUSAN HURLEY, PUBLIC ACCOUNTANT
Income Statement
For Month Ended September 30, 2017

Revenues:
Accounting revenue.........cccoceceemmmmnnressssssssnnnens $12,980
Operating expenses:
Utilities eXpPense ... evreeeresssssssssssssssssssssnnns $1,750
Professional development expense.............. 1,250
Total operating eXpenses .........ccccuvvvvsunnnenns 3.000
Profit.....cccivminirinr s 3:9_,@
SUSAN HURLEY, PUBLIC ACCOUNTANT {aii ;
Statement of Changes in Equity  Theamowsare |
For Month Ended September 30, 2017 j megmany bty
: emphasize the i
Susan Hurley, capital, September 1................. $ 0 i Inkbetween
Add: Investments by owner..................c......... $29,200 [TTTTTTTTTTI 7 statements.
[ ] {1 9,980 «----- ' 39,180
Total ..o —— $39,180
Less: Withdrawals by owner ...........ccoeeummeenrrnn 2,500
Susan Hurley, capital, September 30............... $36,680 ----------------- !
SUSAN HURLEY, PUBLIC ACCOUNTANT
Balance Sheet i
September 30, 2017
Assets Liabilities !
{07 1= o T $ 8,400 Accounts payable ..........c....c..... $ 450 i
Accounts receivable................ 5,000
Office supplies ........ccecerrviinnnnns 1,830 :
Prepaid insurance.................... 3,300 Equity i
Prepaid rent.........ccccecmerriiinnnnnns 5,600 Susan Hurley, capital................ 36,680 «-------
Office equipment...........ccceueeen 13.000 Total liabilities and
Total assets........cccviueeerrinnaen $37,130 (=70 [N $37,130
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Problem 2-7B (90 minutes)

Part 1

Date
2017
Nov.

12

13

19

22

24

General Journal
Account Titles and Explanation

Cash....rrc e ———— 101
Office Equipment..........coociiiimmniiiinieeees 163
Tait Unger, Capital.......cccccceviiciinmmnnnnnnn. 301
Owner invested in the business.
Prepaid Rent..........ccovviiiiiiiiiisnnsnssenensssnsnssnennnns 131
CasSh .. ——— 101
Prepaid three months’ rent.
Office Equipment ..........ccocceiiiiimmsnnninsesinsanes 163
Office SUPPlies....cccccmrrriiiriiiirneenr s 124
Accounts Payable ............ccccevciiemnnnnnnnn. 201
Purchased equipment and supplies on credit.
Cash.... s 101
Service Revenue ..........coeevevvmimnnnnnnnnnnnnns 401
Received cash from client for completed work.
Accounts Receivable..........cooovmmrrrriniiiisnnenns 106
Service Revenue .........ccccevvevrvnnnnnnnnnnnnnnn 401
Billed client for completed work.
Accounts Payable..........c.cccovvmmmmmmnrinniiiiinnnenns 201
CasSh .. ——— 101
Paid balance due on accounts payable.
Prepaid Insurance...........ccoovmmmmmrrrinniissssnnnenns 128
Cash ... 101
Paid annual premium for insurance.
Cash.....rri e ———— 101
Accounts Receivable .........ccoccmrrrrrrnnnnnes 106
Collected part of the amount owed by a client.
Accounts Receivable..........cccceccnnnnnnnnnnnnnees 106
Service Revenue .........cccocvvemmennnnnnnnnsnns 401

Billed client for completed work.

Debit

62,000
19,000

21,000

9,000
1,650

5,200

4,800

10,650

3,750

2,000

3,600

Page 1
Credit

81,000

21,000

10,650

5,200

4,800

10,650

3,750

2,000

3,600
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Problem 2-7B (continued)

Part 1

Nov. 28
29
30
30

Tait Unger, Withdrawals................cccuuuuuuu.eee.
0= = 1 I,

Owner withdrew cash for personal use.

Office Supplies.......ccccerririmmrrinsseserinssnsennnns
Accounts Payable ...........ccccccunnnnnnnnnees

Purchased supplies on credit.

Wages EXPense........cccemrerrrmnnsssssnnesnnssnmnssssnns
07 T 1 .

Paid wages.

Utilities EXPeNSe .......cccvvviiimmeemssnmnnnsssssnnneens
07 T 1 .

Paid monthly utility bill.

5,300

1,700

19,000

1,650

Note: Assume all entries were journalized on Page 1 of the General Journal.
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Problem 2-7B (continued)

Parts 2and 3
Cash Acct. No. 101
Date Explanation PR Debit Credit  Balance
2017
Nov. 1 G1 | 62,000 62,000
2 G1 21,000 41,000
8 G1 5,200 46,200
13 G1 10,650 35,550
19 G1 3,750 31,800
22 G1 2,000 33,800
28 G1 5,300 28,500
30 G1 19,000 9,500
30 G1 1,650 7,850
Accounts Receivable Acct. No. 106
Date Explanation PR Debit Credit Balance
2017
Nov. 12 G1 4,800 4,800
22 G1 2,000 2,800
24 G1 3,600 6,400
Office Supplies Acct. No. 124
Date Explanation PR Debit Credit  Balance
2017
Nov. 4 G1 1,650 1,650
29 G1 1,700 3,350
Prepaid Insurance Acct. No. 128
Date Explanation PR Debit Credit Balance
R ol
Nov. 19 G1 3,750 3,750
Prepaid Rent Acct. No. 131
Date Explanation PR Debit Credit Balance
2 o lno
Nov. 2 G1 | 21,000 21,000
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Problem 2-7B (continued)

Parts 2and 3
Office Equipment Acct. No. 163
Date Explanation PR Debit Credit  Balance
2017
Nov. 1 G1 19,000 19,000
G1 9,000 28,000
Accounts Payable Acct. No. 201
Date Explanation PR Debit Credit Balance
2017
Nov. 4 G1 10,650 10,650
13 G1 10,650 0
29 G1 1,700 1,700
Tait Unger, Capital Acct. No. 301
Date Explanation PR Debit Credit  Balance
o ol Tom
Nov. 1 G1 81,000 81,000
Tait Unger, Withdrawals Acct. No. 302
Date Explanation PR Debit Credit Balance
2. ool
Nov. 28 G1 5,300 5,300
Service Revenue Acct. No. 401
Date Explanation PR Debit Credit Balance
2017
Nov. 8 G1 5,200 5,200
12 G1 4,800 10,000
24 G1 3,600 13,600
Wages Expense Acct. No. 680
Date Explanation PR Debit Credit  Balance
e o lawl
Nov. 30 G1 19,000 19,000
Utilities Expense Acct. No. 690
Date Explanation PR Debit Credit  Balance
e ol
Nov. 30 G1 1,650 1,650
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Problem 2-7B (concluded)

Part 4
WiCOM SERVICING
Trial Balance
November 30, 2017
Acct.
No. Account Title Debit Credit
101 Cash . $ 7,850
106 Accounts receivable.........cccccerremmnnennee 6,400
124  Office supplies........ccccvuvimmrrnsisnmnninsianns 3,350
128  Prepaid insurance ........cccocecmerrrrrnnnnnns 3,750
131 Prepaid rent ........ccccocnnnnnnnnnnnnnnnnnnees 21,000
163  Office equipment.........ccocciriiiimnniiianes 28,000
201  Accounts payable...........cccceevviummmnnnnen. $ 1,700
301 Tait Unger, capital ..........ccocecccummmnnnnnnn. 81,000
302 Tait Unger, withdrawals ..........ccceeeeeeees 5,300
401 Service revenue.....cccccceeeeeeerrrneecccnnanns 13,600
680 Wages eXPeNSe .......cccerrrrrrissrsnnmmnnnneenns 19,000
690  Utilities expense......cccccccvvviiinnmeennneenns 1,650

Totals .o $96,300 $96,300

Analysis component:

The November 29 purchase of office supplies is recorded as a debit to an asset account
because they have not yet been used. Assets are economic resources held by the
business. The supplies will remain on the books as an asset until they are used. Once
used, the supplies will become an expense.
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Problem 2-8B (25 minutes)

WiCOM SERVICING
Income Statement
For Month Ended November 30, 2017

Revenues:
SEerviCe reVENUE........ccevrrrremmmmnssssrrrrrenmmmassssserenns $13,600
Operating expenses:
Wages eXPeNSEe ....ccccvveummmmrrrrrssssssssnmmnnsssssssssnas $19,000
Utilities expense.......cccccvviiiieemmmnnrnnnnssnnnenns 1,650
Total operating eXpenses ..........cccuuviiunnnenns 20,650
I T $ 7,050-
WiCOM SERVICING
Statement of Changes in Equity
For Month Ended November 30, 2017
Tait Unger, capital, November 1...........ccceerunnn $ 0
Add: Investments by owner........ccccccviiiiinnnens 81,000
Total ... ————— 81,000
Less: Withdrawals by owner ..........ccccevvvvvviinnnns $5,300  __.---
LOSS . eueerererersrarassnseseeesesesesesesssasasasasaeas 7,050 12,350
Tait Unger, capital, November 30..............cc..... $68,650
WiCOM SERVICING
Balance Sheet
November 30, 2017
Assets Liabilities
Cash......coocmrriimriicer e $ 7,850 Accounts payable...........
Accounts receivable................. 6,400
Office supplies ........cceeeemmmrrrrnne 3,350
Prepaid insurance.................... 3,750 Equity
Prepaid rent........cccoeemmerrrrnnnnnn, 21,000 Tait Unger, capital.............
Office equipment...................... 28,000 Total liabilities and
Total assets.......cccevviieeerrinaee $70,350 (=70 [T |

The arrows are

imaginary but

between

1

1

1

1

|

i emphasize the link
|

1

! statements.
1
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Problem 2-9B (25 minutes)

RUSH INNOVATIONS
Income Statement
For Month Ended November 30, 2017

ServiCe reVeNUE.......cccceerrrisnmmerrssssmne s sssssmne s ssssanns $15,800
Operating expenses:
Wages eXPeNSEe .....cccceeummmmrrrrrsssssssnmsnnssessssnsnas $16,000
Utilities expense......cccoovviiciimmnnnnncsceeees 2,920
Total operating eXpenses .........ccccuvvvvsunnnenns 18.920
o L= $ 3,120----- |

RUSH INNOVATIONS E
Statement of Changes in Equity

For Month Ended November 30, 2017 Do

Jay Rush, capital, November 1.........c.ccceerurmnne. $ 0 | ! Theanowsare

Add: Investments by owner...........cccevveriennns 146,000 |\ aginaybut !

Total Crsea e s 146,000 | emphasize the link

Less: Withdrawals by owner ...........ccoeemennrnnnns $10600  ___.----77 ! between !

LOSS ueruererrerraersersersersasssssssssessessassasssseseras 3,120 13,720 l :

Jay Rush, capital, November 30...........ccceruene $132,280------ ) Statements.

RUSH INNOVATIONS |

Balance Sheet

November 30, 2017 i

Assets Liabilities :

(0711, VO $ 23,480  Accounts payable ..................... $ 3,400

Accounts receivable................. 7,000 i

Office supplies ........coecerrviiunennns 5,800 i

Prepaid insurance..........couuuu... 10,400 Equity i

Prepaid rent........cccoecmmmrrrrinnnnee 21,000 Jay Rush, capital.......ccccccurrrrnnne. 132,280 «-

Office equipment.........cccccuvrrrnn. 68.000 Total liabilities and

Total assets.......ccccvviemerrinnee $135,680 (=70 [T $135,680
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Problem 2-9B (concluded)

Analysis component:

2017

Nov. 30 Accounts Receivable........ccccceermiirmiirmirmirenressnnsennsenes
Service ReVENUE.......cciireeieremsirreeseremssrrssseresssrenes

Did work for a customer on account.

Accounts Receivable ......cc.ccoveiieiieireeireeienenns

Collected an amount owing from a credit
customer.
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Problem 2-10B (90 minutes)
Part 1

General Journal
Date Account Titles and Explanation
2017
July 1 Office EQuipment.......ccoooommmiiiinniiissmmennnnnennsnnnes
L8 €
Long-Term Notes Payable........ccccccveiiiiinnnnnas
Purchased assets on credit.

Long-Term Notes Payable........ccccccvviiiiiiunnnnns
Purchased land.

REVENUE......oieereeireeireereeres s rsm s ren s ssn s ssn s senssnnssnns
Performed services for cash.

12 Office Equipment .........ccccoveeriniimmninnieseninsannen

Long-Term Notes Payabile..............................
Purchased office equipment.

15 Accounts Receivable........cccrvirmirmirmnrmsssmseenseees
(2 L=< o L1 1=
Performed services on credit.

20 Accounts Receivable......ccc.ccoreirmirmireirenirennnnens
REVENUE......ieereeireereereeses s rsn s ren s sen s ssn s snnssnnsnnns
Performed services on credit.
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PR

163
153
251

183
101
251

173
101

128
101

101
401

163
101
251

106
401

106
401

Debit

9,000
56,000

124,000

21,000

9,600

3,200

6,500

3,750

9,200

Page 1
Credit

65,000

40,800
83,200

21,000

9,600

3,200

700
5,800

3,750

9,200
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Problem 2-10B (continued)

Part 1

Date
2017
July 21

22

23

24

25

26

27

28

29

Solutions Manual to accompany Fundamental Accounting Principles, 15th Canadian Edition. © 2016 McGraw-Hill Education Ltd.

General Journal
Account Titles and Explanation

Truck Rental EXpense.......cccccveviiiiiemmmnnnnnnnsnnnns
Accounts Payable.........ccccccmmrrmrinniiiinnnnnnnennns

Rented truck on credit.

Unearned REVENUE ......coieevreeirenrrensrensrenssnnsrenns

Received cash for services to be
performed in August.

PR

645
201

101
106

623
101

201
101

684
101

302
101

623
101

655
101

101
233

Debit

1,300

5,000

1,600

1,300

1,425

3,875

1,600

800

1,400

Page 2
Credit

1,300

5,000

1,600

1,300

1,425

3,875

1,600

800

1,400
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Problem 2-10B (continued)

Parts 2and 3
Cash Account No. 101
Date Explanation PR  Debit Credit Balance
2017
June 30 | Beginning balance 75,000
July 2 G1 40,800 34,200
3 G1 21,000 13,200
5 G1 9,600 3,600
9 G1 3,200 6,800
12 G1 700 6,100
22 G2 5,000 11,100
23 G2 1,600 9,500
24 G2 1,300 8,200
25 G2 1,425 6,775
26 G2 3,875 2,900
27 G2 1,600 1,300
28 G2 800 500
29 G2 1,400 1,900
Accounts Receivable Account No. 106
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 950
July 15 G1 3,750 4,700
20 G1 9,200 13,900
22 G2 5,000 8,900
Prepaid Insurance Account No. 128
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 275
July 5 G1 9,600 9,875
Trucks Account No. 153
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 20,800
July 1 G1 56,000 76,800
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Problem 2-10B (continued)

Parts 2and 3
Office Equipment Account No. 163
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 1,200
July 1 G1 9,000 10,200
12 G1 6,500 16,700
Building Account No. 173
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance -0-
July 3 G1 21,000 21,000
Land Account No. 183
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance -0-
July 2 G1 124,000 124,000
Accounts Payable Account No. 201
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 725
July 21 G1 1,300 2,025
24 G2 1,300 725
Unearned Revenue Account No. 233
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 0
July 29 G2 1,400 1,400
Long-Term Notes Payable Account No. 251
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 7,000
July 1 G1 65,000 72,000
G1 83,200 | 155,200
12 G1 5,800 | 161,000
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Problem 2-10B (continued)

Parts 2and 3
Brett Wilson, Capital Account No. 301
Date Explanation PR Debit Credit Balance
T
June 30 | Beginning balance 83,825
Brett Wilson, Withdrawals Account No. 302
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 600
July 26 G2 3,875 4,475
Revenue Account No. 401
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 8,400
July 9 G1 3,200 11,600
15 G1 3,750 15,350
20 G1 9,200 24,550
Wages Expense Account No. 623
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 780
July 23 G2 1,600 2,380
27 G2 1,600 3,980
Truck Rental Expense Account No. 645
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 230
July 21 G2 1,300 1,530
Advertising Expense Account No. 655
Date Explanation PR Debit Credit Balance
2017
June 30 | Beginning balance 75
July 28 G2 800 875
Repairs Expense Account No. 684
Date Explanation PR Debit Credit Balance
T
June 30 | Beginning balance 40
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July 25| |G2 | 1,425 | | 1,465
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Problem 2-10B (concluded)

Part 4

Acct.

No.
101

106
128
153
163
173
183
201
233
251
301
302
401
623
645
655
684
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FROG BOX COMPANY
Trial Balance
July 31, 2017

Account Title

Prepaid insurance..........cccceeerrrrnnniissnneennnnens
LI (8 [ N
Office equipment .........ccccciviiimrinsisenninianes
(= TUT] o 11 3T .

Accounts payable............cceiiiinmmmmnnnrnnn.
Unearned revenue........c.ccccceerreennnsssnnmnnnnnenns
Long-term notes payable ...........cccoeemrerrrrnn.
Brett Wilson, capital ..........cccoonviniiinnininininnns
Brett Wilson, withdrawais ...........................
Revenue........cceiiiiiriiiseeeee s
Wages eXPeNSe.....ccccmmeerrrrsisssssnnmmnnsssesnsnssnas
Truck rental expense..........cccevemmmmnnrirnnnnnnns
Advertising expense.........cccuvrummmerrrrrinninnnns
Repairs expense ........ccoccmmrrrinnnnsissnnmennnnnenns
LI 1

Debit
$ 1,900

8,900
9,875
76,800
16,700
21,000
124,000

Credit

$

725
1,400
161,000
83,825

24,550

271
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Problem 2-11B

FROG BOX COMPANY
Income Statement
For Month Ended July 31, 2017

Revenues:
REVENUE ....ccoomeeiiierrirreecmeessrs s e s e e s s mmmesss s e s e e e nnmnes $24,550
Operating expenses:
Wages eXPeNSEe ....ccccvvvummmmnrrrrsssssssnmsnssssssnnssnas $3,980
Truck rental expense ..., 1,530
Repairs eXpense......cccccvvmmrmmmmsssssssssssssssssssnnnnns 1,465
Advertising eXpense ..........cceevvvemmmmnnrninnnninnns 875
Total operating expenses ...........ccvvummeenerenn 7,850
e ] 16.7 “---
FROG BOX COMPANY pTTTTTTTTy
Statement of Changes in Equity 11 Theamowsare
For Month Ended July 31, 2017 i i imaginary but
! : emphasize the link !
Brett Wilson, capital, July 1......c.ccceeeereerrcnriennne $ 83,825 ! | between |
Add: Profit ... 16,700 <---' statements. !
Total oo ——— $100,525
Less: Withdrawals by owner ...........ccoeemmeerrren. 4.475
Brett Wilson, capital, July 31........ccccrreicennnee $ 96,050 4------------ !
FROG BOX COMPANY
Balance Sheet |
July 31, 2017 i
Assets Liabilities
0= 1] o [ $ 1,900 Accounts payable..........ccccvvvienns $ 725 !
Accounts receivable. ................ 8,900 Unearned revenue.......cccceevvemennnns 1,400 i
Prepaid insurance..........cccceeeun. 9,875 Long-term notes payable............ 161,000 i
TrUCKS e 76,800 Total liabilities ......cccooeemeencccceennns $163,125 |
Office equipment........cccceeeuennen, 16,700 E
[STUT] e 1147 [ 21,000 Equity
I 13 o [ 124,000 Brett Wilson, capital.................... 96,050 «--'
Total liabilities and
Total assets .......ccccmerrrrrrniiinnnns 259,17 (=70 11 259,17
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Problem 2-12B (45 minutes)

Part 1

Date
2017
Nov. 1

14

20

25

30

General Journal
Account Titles and Explanation

Paid for purchase made on account.

Office Equipment ..........cccovemmmmiiinnsiinnnens
Cash....ccccciiiirr s
Notes Payable...........ccccccvvmmrrriinnnnees

Purchased a photocopier.

Office SUPPIIES....eeeiriiiriiciemeee s
Cash....ccciirrr e

Purchased supplies for cash.

Travel Revenue......ccoveireeireeireeireninenns

Collected cash for November travel.

The owner withdrew cash.

Interest EXpense .......ccceeemmmmrriinnnssnsnnnnnnnnnnns
Cash....ccccciiiiirr s

Paid interest on notes payable.

PR

201
101

163
101
205

124
101

623
101

101
401

302
101

633
101

Debit

10,000

34,000

800

6,000

14,000

2,000

150

Page 1
Credit

10,000

6,000
28,000

800

6,000

14,000

2,000

150

Note: There is no entry to record for November 4 as this does not represent an economic

exchange.
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Problem 2-12B (continued)

Parts 2and 3
Cash 101 Office Supplies 124 Office 163 Accounts Payable 201
Equipment
Bal. 26,000 | 10,000 Nov.1 Bal. 900 Bal. 36,000 Nov.1 10,000 | 43,000 Bal.
Nov.20 14,000 6,000 2 Nov. 3 800 Nov.2 34,000
800 3
6,000 14
2,000 25
150 30
Bal. 15,050 Bal. 1,700 Bal. 70,000 33,000 Bal.
Notes Payable 205 lke Petrov, Capital 301 ke Petrov, 302 Travel Revenue 401
Withdrawals
20,000 Bal. 8,000 Bal. Bal. 4,000 34,000 Bal.
28,000 Nov. 2 Nov. 25 2,000 14,000 Nov. 20
48,000 Bal. Bal. 6,000 48,000 Bal.
Wages Expense 623 Interest Expense 633
Bal. 38,000 Bal. 100
Nov. 14 6,000 Nov.30 150
Bal. 44,000 Bal. 250
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Problem 2-12B (continued)

Part 4
TOUR-ALONG
Trial Balance
November 30, 2017
Acct.
No. Account Title Debit
L0 T 0 1= o $ 15,050
124  Office supplies.......ccevemmmmrrirnnssissnmmnnnr s 1,700
163  Office equipment .......ccccccerriiimernnsiener e 70,000
201 Accounts payable..........ccccceevmmmmmriinniiiiinnenns
205 Notes payable ........ccceiiiiiiiiiimrrreees
301 lke Petrov, capital ..........ccovrininnnnnnnnnnssnsnssnnnnns
302 Ike Petrov, withdrawals.........c.ccccceerremenennnceen. 6,000
401 Travel revenue ........ccvvrnnnnsnsssssssssssssssssssssnsas
623 Wages eXPENSE......cccrrrrmrmssssnnmmrrrrrrmsssssssnnnnns 44,000
633  Interest eXPensSe ........ccccvviiirnnmmmnnrrrnnnnnnnnne 250
Totals.....corvierrirrr e $137,000
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Problem 2-12B (continued)

Part 5
TOUR-ALONG
Income Statement
For Two Months Ended November 30, 2017

Travel reVeNUE........ccovvvreeemmmenerrerrrrrennmmmnsssssernnes $48,000
Operating expenses:

Wages eXPeNSEe .....cccceeummmmrrrrrsssssssnmsnnssessssnsnas $44,000

Interest eXPense.......cccvvvviiiiiemmmnnr e 250

Total operating expenses ...........ccvvuemeeeerenns 44.250
[ 0 1 . $ 3,750----
TOUR-ALONG

Statement of Changes in Equity
For Two Months Ended November 30, 2017

Ike Petrov, capital, October 1 ........ccccoeeriinnnenee $ -0 __.-
Add: Owner investment ..........cccoveeerireernsnennnnns $8000 __----—
TOtaIProfit ......................................................... 3,750¢" $: 1 ,;gg | Tho anows are maginary
Less: Withdrawals by OWner ..........cccceeeeeeerennns 6:000 butemphasize the link
Ike Petrov, capital, November 30.........c...ceeunnee. $ 5,750..___between statements.
TOUR-ALONG !
Balance Sheet
November 30, 2017 |
Assets Liabilities !
(0 1=) N $15,050  Accounts payable.........ccccecrrcucncn. $33,000 :
Office supplies ......c.ccccvviicnnnee 1,700 Notes payable.........ccccccmrrrrrrnnnnnes 48,000 i
Office equipment...................... 70,000 Total liabilities .........cccccevemmmnnnnnn. $81,000 !
Equity !
ke Petrov, capital........ccccceeeenneeee 5,750 «
Total liabilities and
Total assets ........ccvemmrriiinnennnn, $86,750 (=10 [T $86,750

Analysis component:

The $8,000 October 31 balance in lke Petrov, Capital represents investments made by the

owner, lke Petrov, into the business.
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Problem 2-13B

LINCOLN LANDSCAPING

Income Statement

For Three Months Ended July 31, 2017

Revenues:
[ L2373 1 = $29,100
Operating expenses:
Wages EXPeNSE ......ccvmmrrrsisnmmsrmsssnnsssssssnnnssass $59,000
Advertising eXpense ..........ccevcvvrnmmmmnnnrinnnnnnns 1,750
Rental expense.........cccccvvvmmmmmnrinnnnsisnsennnnnens 1,100
Repairs eXpense........ccccuvvummmmrrrrmnnsssssssssesenens 930
Total operating eXpenses ..........cccuvvvvrnnnnenns 62,780
LOSS eerrrriiserr e s $33,680 ----
LINCOLN LANDSCAPING
Statement of Changes in Equity L
For Three Months Ended July 31, 2017 i L Theamowsare |
Brielle Lincoln, capital, May 1.........cccccevveennnnnnns $ 0 i i imaginary but i
A €500 | | erowstemc
Less: Withdrawals by owner..........cccceeeveererane $ 8,950 _,,_———‘I | between
o L= 33,680 « -~ 42,630 statements.
Brielle Lincoln, capital, July 31 ........cccevvvvvinnnns $22,370------ T
LINCOLN LANDSCAPING
Balance Sheet |
July 31, 2017 i
Assets Liabilities i
0= 1] o [ $ 23,720 Accounts payable ..................... $ 37,500 i
Accounts receivable................. 18,600 Unearned revenue........ccccceveeeee, 2,800 !
Prepaid insurance...........c....... 13,750 Long-term notes payable.......... 58,000 i
Equipment.......cccceiiiiiininnnnnnnnnn, 64,600 Total liabilities ...........ccooiiinnnnn, $98,300 i
Equity i
Brielle Lincoln, capital .............. 22,370 ¢
Total liabilities and
Total assets.......ccccvvivvnneeennnnnns 120,67 (=To [ 120,67
Analysis component:
a) Assets financed by debt = ($98,300/$120,670) x 100 = 81.5%
b) Assets financed by equity = ($22,370/$120,670) x 100 = 18.5%
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Problem 2-14B

Wicked Dance
Trial Balance
December 31, 2017

Account Title
Cash ($37,1752 - $30,540) ......cceecmrrrrrrrsssssssnmmnsnserssssssns
Accounts receivable ($7,900 - $275)......ccccccvecerrcnernen.
Office supplies ($2,650 + 400°).....cc..cceeeeriresmmmmnnrerensssnns
Office equipment.........ccccccvemrinnimer
Accounts payable ($9,465 + 400°).....ccccceeeeeicrrnmmennnnenns
Paula Fernandes, capital (a credit balance account)..
Services revenue ($23,2509 not $22,350).......cccceerueeenns
Wages expense (a debit balance account)..................
Rent expense (a debit balance account).............c......
Advertising expense (a debit balance account)..........
o] -1 =SSt

Debit
$ 6,635
7,625
3,050
20,500

6,000

4,800
1,250
$49,860

Credit

$ 9,865
16,745
23,250

$49,860

Note: The superscripts (a) to (d) are references to items (a) to (d) listed in Problem 2-13B.
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ANALYTICAL AND REVIEW PROBLEMS

A&R Problem 2-1 (35 minutes)

YOUNG ENGINEERING
Trial Balance
March 31, 2017

Account Title

Office SUPPLIES ...ccciccieeirerr i
Prepaid inSUrance..........ccccccemmmmmsnnnnnsscsessn s sssssssssnnnns
Office equipment.........ccccccimiiininme e
Accounts payable .........cccciriiiiinmmeen .
Carlos Young, capital .........cccceevremmmmmmrrinnniiisseeneee s
Carlos Young, withdrawals .........cccccmrrinnninissnmmnnnnnnnnnnnne.
Consulting revenue.........ccccemerinimserinsssse s
Rent @XPense.... ..
TOtals ..o ———————

1. Purchased $660 of office supplies for cash.
Paid $3,200 insurance premium in advance.

Purchased $16,500 office equipment on credit.

N o o & 0 Db

Paid $6,740 rent expense with cash.

Carlos Young invested $17,000 cash in the business.

Debit Credit
$26,660
660
3,200
16,500
$16,500
17,000
3,740
24,000
6,740
$57,500  $57,500

Carlos Young withdrew $3,740 cash from the business for personal use.

Earned $24,000 in consulting services and was paid in cash.
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A&R 2-2 (30 minutes)

Designer Drycleaning
Statement of Changes in Equity
For Months Ended

April 30, March 31,
2017 2017
Christopher Dior, capital, beginning................ $ 34,400 $ 0
Add: Investment by owner........cccceiiiiiiiiiinnenns 0 10,000
[ 0 1 48,500* 25,4003
Total ... ——— $ 82,900 $35,400
Less: Withdrawals by owner ...........ccoeeummmennnnnn. 25,100 1,000
Christopher Dior, capital, ending..................... $57,800 $34,400
Designer Drycleaning
Balance Sheet
April 30, March 31, April 30, March 31,
Assets 2017 2017 Liabilities 2017 2017
[07: T | [ $ 7,000 $ 3,000 Accounts payable...... $ 700 $ 500
Cleaning supplies .... 3,500 900 Notes payable............. 40,000 15,000
Prepaid rent.............. 12,000 16,000 Total liabilities ............ $40,700 $15,500
Equipment................ 76,000 30,000 Equity
Christopher Dior, 57,8007 34,400
capital........ccceeviiinnnes,
Total liabilities and
Total assets.............. $98,500 $49,900 (=10 [T Y $98,500 $49,900
Calculations:

1. 49,900 - 15,500 = 34,400

2. 98,500 - 40,700 = 57,800

3. 34,400 + 1,000 — 10,000 = 25,400
4. 57,800 + 25,100 — 34,400 = 48,500

Analysis component:

a. Liabilities increased because of the $200 increase in accounts payable and the $25,000
increase in notes payable used, most probably, to finance the purchase of equipment

(equipment increased by $46,000).

b. Equity increased by a larger amount in March than April because the owner invested
$10,000 during March and nothing during April. Also, during April, the owner made a
withdrawal of $25,100 and only $1,000 in March. Profit in April was almost twice as
much as that reported for March but the large withdrawal and no investments during
April caused equity to increase by a smaller amount than in March.
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ETHICS CHALLENGE

This problem emphasizes the importance of source documents.

1.

There are advantages to the process proposed by the manager. They include
improved customer service, less delays, and less work for you. However, you
should have serious concerns about the potential for fraud. In particular, there is no
control over the possibility of embezzlement by the manager because there are no
source documents* being prepared at the time of sale. The manager could steal
cash and simply prepare sales receipts to match the remaining cash.

This case involves a conflict between the need for efficiency and the need for
control in the form of source documents*. While it makes sense to take and process
sales receipts quickly, this efficiency is being accomplished by a shortcut that
greatly weakens control over cash receipts. That is, cash could be received and lost
because there would be no source documents to verify the sales and cash received.

*Recall from Chapter 1 that source documents identify and describe transactions
entering the accounting process and are the source of accounting information,
whether in paper or electronic form.

The manager’s explanation that the owner does not arrive until 3:00 p.m. suggests
that the owner does not know about the proposed shortcut. Thus, the new
employee is faced with the dilemma of deciding whether to accept the manager’s
instructions, to confront the manager with the argument that the shortcut seems
wrong, or to ask the owner to confirm the instructions. Each of these alternatives
involves personal risk.

Initially, the best thing may be to simply work as instructed for a while in order to
get an idea of whether the shortcut is being abused by the manager and perhaps to
find out discreetly whether the owner knows about it. The relationship that develops
between you and the manager may be of a nature that will allow you to explain your
concern and convince the manager that the shortcut should be avoided. Even if the
manager is not abusing this shortcut, there are other reasons for doing away with it,
such as maintaining accurate records for tax reports and gathering marketing
information. Also, the shortcut may result in fraud by other employees who might
not be as honest as you and the manager.

If you conclude that the manager is committing fraud, you should report the
situation to the owner as quickly as possible.
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FFS 2-1
McALLISTER SURVEYING
Income Statement
For Month Ended May 31, 2017
Revenue:
Surveying fees earned.........ccceccmerrninmmnnnnnness e ———— $18,000
Operating expenses:
Advertising eXPense .........ccucccvmmmerrrinnniisssssne s $3,200
Rent eXPpense........ccuviimmmmmmrrmnnnssssssse s s 3,100
Salaries XPENSE .....ceerrirrmmrrrsssmnr s 3,000
INSUranNCe eXPeNSE......ccccermmmmmmrrrrsssssssnmnnn e sssssssnmnnns e 900
Telephone eXPenSe.........cuuuuirrsmmmmrrrrmmsssssssssssssrmnsssssssnnsens 600
Utilities eXpense........ccccvvemmmmmmnnnnnssss s 300
Total operating eXpenses ........ccccvvvvvniiisnemmnnennnnnnnnnns 11,100
Profit ..o $ 6,900
McALLISTER SURVEYING
Statement of Changes in Equity
For Month Ended May 31, 2017
Travis McAllister, capital, May 1 ........ccccceiiiiimmmmmmrnnnniinneeens $75,000
Add: Investments by owner ..o $3,000
Profit e ————— 6,900 9.900
Total ... ———————————— $84,900
Less: Withdrawals by owner ..........cooccmmmriinniiiiinneeennnennninnns 6,000
Travis McAllister, capital, May 31 .........ccccceermmrrnsinmnnnnssnnenn $78,900
McALLISTER SURVEYING
Balance Sheet
May 31, 2017
Assets Liabilities
Cash......ccccrrriimnriisnen e $ 3,900 Accounts payable..........ccceiiiunmniiiiiannnnn $ 2,400
Accounts receivable............... 2,700 Unearned surveying fees .......ccocceererrnne 6,000
Office supplies......ccceeeerreerrnncn 300 Short-term notes payable.........ccceeuen... 48,000
Prepaid insurance............cceeeut 1,800 Total liabilities......c..cccceeiiiineeennnnnnnn. $ 56,400
Prepaid rent.........ccoevviiiiiiiiinnnns 4,200
Surveying equipment ............. 5,400
BUildings ....ccoevmmmmrrrrrnnniiinnnnenns 81,000 Equity
[ 13 o T 36,000 Travis McAllister, capital........cc.cccceeeunee 78,900
Total assets........ccceevvvmmmmmnnnnnnns $135,300 Total liabilities and equity .................... $135,300

Analysis component:

Withdrawals are how an owner takes assets out of the business for personal use.
McAllister Surveying realized a $6,900 profit during the month which caused equity to
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increase. It is reasonable for the owner to benefit from that profit by making a withdrawal
even though withdrawals cause equity to decrease.
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FFS 2-2
1(a)(i)

Accounts Receivable .......ccooecoveeiieiimiieiireireereeeee e XXX
Guest ReVENUES ......ccevvreeiremirreesiremssrresseresssrenes XXX
Provided services to customers on account.

07 T o T XXX
Guest ReVENUES .....ccoveereeireeireeireereerensrsnssnnsenes XXX
Provided services to customers for cash.

1(a)(ii) Revenues affect the balance sheet because they cause equity to increase.

1(a)(iii) The Revenue Recognition Principle assures us that revenues on the income
statement are for the year ended December 31, 2014.

1(b)(i)

Interest EXPeNnSse ......cocociccrmmmmmmminnsssssssns s XXX
Cash ... ———— XXX
Paid interest expense..

1(b)(ii) Yes, expenses affect the balance sheet because they cause equity to decrease.
2(a) Advance ticket sales represent airline tickets sold in advance to customers.
2(b)

0272 T o T XXX
Advance Ticket Sales.........cccevvrrremiinrreeeierneeean XXX
Cash received in advance from customers for
airline tickets sold

Critical Thinking Question
CT 2-1

Note to instructor: Student responses will vary and therefore the answer here is only
suggested and not inclusive of all possibilities; it is presented in point form for brevity.

Problem(s):
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— information that is available does not provide adequate detail to enable analysis and
resulting decision making (from the Western Canadian Sales Division Manager’s
perspective; from the perspective of the sales and admin staff, the limited detail
would make recording information very straightforward/easy since there are only 2
accounts — 1 revenue and 1 expense)

Goal(s)*:
— Sales Division Manager would want to maximize sales, minimize costs, and at the
same time accurately record and report with sufficient detail to assist decision
making process

Assumption(s)/Principle(s):
— division results have been deteriorating but because of a lack of detail, appropriate
questions were not being asked and consequently inappropriate decisions were
likely being made

— the disclosure principle (introduced in Chapter 6) requires that appropriate detail be
provided and the materiality principle (introduced in Chapter 7) suggests that
anything of significance be disclosed/reported

Facts:
— as presented in the sales reports

— by converting the dollars to percentages, we see that from July to September,
although profit is increasing in total dollars, expenses are increasing as a
percentage of sales causing profit to shrink as a percentage of sales which is
unfavourable

Prairie Insurance — Western Canadian Division
Sales Report
Month Ended
Sept. 30, 2017 Aug. 31,2017 July 31, 2017
% % %
Sales revenue $680,000 | 100 $510,000 | 100 $440,000 | 100
Expenses 544,000 | 80 382,500 | 75 321,200 | 73
Profit $136,000 | 20 $127,500 | 25 $118,800 | 27
Solutions Manual to accompany Fundamental Accounting Principles, 15th Canadian Edition. © 2016 McGraw-Hill Education Ltd. 2-127

Fundamental Accounting Principles Volume 1 (Canadian) 15th edition Larson Solutions Manual


https://accountingtexts.com/books/9781259087271-solutions

Last revised: October 26, 2012

CT 2-1 (concluded)

Conclusion(s)/Consequence(s):

— more revenue and expense accounts are required to provide sufficient detail to
allow appropriate monitoring/questions and resulting decisions; this will require a
restructuring of the accounting including submission of expense reports which
requires resources including expertise

*The goal is highly dependent on “perspective.”
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Cumulative Problem, Echo Systems (120 minutes) Part A

2.
General
Journal Page 1
Date Account Titles and Explanation PR Debit Credit
2017
Oct. 1 0 1] o 101 90,000
Office Equipment ..........ccoociiiiiimmniniinseninians 163 18,000
Computer Equipment..........ccceeeeeeennnnnnnnnnes 167 36,000
Mary Graham, Capital ...........cceevvvvevvnnnns 301 144,000
Owner invested in the business.
2 Prepaid Rent........cccceiiiiniiiiieeees s 131 9,000
[0 1] o T 101 9,000
Paid rent in advance.
3 Computer Supplies.......cccevvvvmmmmrrrriinniissnnnnns 126 2,640
Accounts Payable ............ccccocciimmnnnnnnn. 201 2,640
Purchased supplies on credit.
5 Prepaid InSurance........cccccvvermmmmmmmmmmsmsssnssnnnnnns 128 4,320
[0 1] o O 101 4,320
Paid 12 months’ premium in advance.
6 Accounts Receivable..........cccceerremmiiirieeeniinnnes 106 6,600
Computer Services Revenue................. 403 6,600
Billed customer for services.
8 Accounts Payable..........cccccorvmmmmmrrrnnniiiinnnenns 201 2,640
[0 1] o OO 101 2,640
Paid balance due on account payable.
10 No entry recorded in the journal.
12 Accounts Receivable..........ccceeerremeiirieeeniinnnes 106 2,400
Computer Services Revenue................. 403 2,400
Billed customer for services.
15 Cash.... s 101 6,600
Accounts Receivable........ccccceeeeiiieennns 106 6,600
Collected accounts receivable.
17 Repairs Expense, Computer .........ccccecmeerrenne 684 1,410
[0 1] o T 101 1,410
Paid for computer repairs.
20 Advertising EXpense .........ccoovmemerrrrnnnnissnnnenns 655 3,720
[0 1] o TN 101 3,720
Purchased ad in local newspaper.
22 [0 1= o T 101 2,400
Accounts Receivable.........cc.euceeerrneeee. 106 2,400

Collected accounts receivable.
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Cumulative Problem, Echo Systems (continued)

Part A
General Journal Page 2
Date Account Titles and Explanation PR Debit Credit
2017
Oct. 28 Accounts Receivable..........cccceerremeiirieeeniinnes 106 6,450
Computer Services Revenue.................. 403 6,450
Billed customer for services.
31 Wages EXPensSe.......ccoemeerrrrmmnssssssnnsessensmnssnsnns 623 1,400
........................................................ 101 1,400
Paid employee for part-time work.
31 Mary Graham, Withdrawals............cccceeveveeenns 302 7,200
........................................................ 101 7,200
Owner withdrew cash.
1 and 3.
Acct. No. 101
Date Explanation PR Debit Credit Balance
2017
Oct. 1 G1 90,000 90,000
2 G1 9,000 81,000
5 G1 4,320 76,680
8 G1 2,640 74,040
15 G1 6,600 80,640
17 G1 1,410 79,230
20 G1 3,720 75,510
22 G1 2,400 77,910
31 G2 1,400 76,510
31 G2 7,200 69,310
Accounts Receivable Acct. No. 106
Date Explanation PR Debit Credit Balance
2017
Oct. 6 G1 6,600 6,600
12 G1 2,400 9,000
15 G1 6,600 2,400
22 G1 2,400 0
28 G2 6,450 6,450
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Cumulative Problem, Echo Systems (continued)

Part A
Computer Supplies Acct. No. 126
Date Explanation PR Debit Credit Balance
2017
Oct. 3 G1 2,640 2,640
Prepaid Insurance Acct. No. 128
Date Explanation PR Debit Credit Balance
2017
Oct. 5 G1 4,320 4,320
Prepaid Rent Acct. No. 131
Date Explanation PR Debit Credit Balance
2017
Oct. 2 G1 9,000 9,000
Office Equipment Acct. No. 163
Date Explanation PR Debit Credit Balance
2017
Oct. 1 G1 18,000 18,000
Computer Equipment Acct. No. 167
Date Explanation PR Debit Credit Balance
2017
Oct. 1 G1 36,000 36,000
Accounts Payable Acct. No. 201
Date Explanation PR Debit Credit Balance
2017
Oct. 3 G1 2,640 2,640
8 G1 2,640 0
Mary Graham, Capital Acct. No. 301
Date Explanation PR Debit Credit Balance
2017
Oct. 1 G1 144,000 144,000
Mary Graham, Withdrawals Acct. No. 302
Date Explanation PR Debit Credit Balance
2017
Oct. 31 G2 7,200 7,200
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Cumulative Problem, Echo Systems (continued)

Part A
Computer Services Revenue Acct. No. 403
Date Explanation PR Debit | Credit | Balance
2017
Oct. 6 G1 6,600 6,600
12 G1 2,400 9,000
28 G2 6,450 15,450
Wages Expense Acct. No. 623
Date Explanation PR Debit | Credit | Balance
2017
Oct. 31 G2 1,400 1,400
Advertising Expense Acct. No. 655
Date Explanation PR Debit Credit Balance
2017
Oct. 20 G1 3,720 3,720
Mileage Expense Acct. No. 676
Date Explanation PR Debit Credit Balance
2017 | | | |
Repairs Expense, Computer Acct. No. 684
Date Explanation PR Debit Credit Balance
2017
Oct. 17 G1 1,410 1,410
Charitable Donations Expense Acct. No. 699
Date Explanation PR Debit Credit Balance
2017 | | | |
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Cumulative Problem, Echo Systems (continued)

Part A
4.

Acct.
No.
101

106
126
128
131
163
167
201
301
302
403
623
655
676
684
699

NOTE:

Solutions Manual to accompany Fundamental Accounting Principles, 15th Canadian Edition. © 2016 McGraw-Hill Education Ltd.

ECHO SYSTEMS
Trial Balance
October 31, 2017

Account Title

Computer supplies ........ccevvmmmmrrrrnnniiissnnenns
Prepaid insurance...........ccccrrrrmnnisssnneennnnens
Prepaid rent..........cooviciimmmnneeeeeen
Office equipment .........ccccciviiimrinsisenninianes
Computer equipment.........cccceecerrnivsmnrnnsianes
Accounts payable............cceeeiiiimmnnnnnnnnns
Mary Graham, capital...........cccccemriiimmnniniianes
Mary Graham, withdrawals............cccccceee.....
Computer services revenue........cccveeeennnnnns
Wages eXPeNSe.....cccceeeerrrrrnsssssssnmmsssnrrmnssnssas
Advertising expense..........cccccveemmmmnrrinnnnnnnns
Mileage eXpense .........ccoeeememrrrrrmssssssnnenennnens
Repairs expense, computer ..........coournnnnnnnns
Charitable donations expense...........cccceueus

Accounts with zero balance may be omitted.

Debit
$ 69,310

6,450
2,640
4,320
9,000
18,000
36,000

7,200

1,400

Credit

$ -0
144,000

15,450
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Cumulative Problem, Echo Systems (continued)

Part A
5.
ECHO SYSTEMS
Income Statement
For Month Ended October 31, 2017
Revenues:
Computer Services revenue ........cccceeeesssssssnnnens $15,450
Operating expenses:
Advertising eXpense ..........ccevivvrnmmmmnnrrennnnnnnns $3,720
Repairs expense, computer............coeumeerereens 1,410
Wages eXPeNSEe ....cccccceummmmrrrrrsssssssnmmnnssesssnnsnas 1,400
Total operating expenses ..........ccceevvcvunnenns 6,530
Profit....ccccriimiriirnne s S:&,Q----ql
ECHO SYSTEMS 5
Statement of Changes in Equity i
For Month Ended October 31, 2017 !
Mary Graham, capital, October 1..........ccccruu.een. $ 0 .
Add: Investments by owner........ccccceviiiiinnens $144,000 T
[ 01 1 8.9204° " 152,920
I - 1 . $152,920
Less: Withdrawals by owner ...........ccoeemmeennrnn 7,200
Mary Graham, capital, October 31...........cceeeuues $145,720-----
ECHO SYSTEMS
Balance Sheet
October 31, 2017
Assets Liabilities
07 1= o T $ 69,310 Accounts payable ..................
Accounts receivable................ 6,450
Computer supplies........cccceueen 2,640
Prepaid insurance.................... 4,320 Equity
Prepaid rent.........ccoocmmmrrrrnnnnnn, 9,000 Mary Graham, capital..............
Office equipment...........ccceueeen 18,000
Computer equipment............... 36,000 Total liabilities and
Total assets........cceuvvvmmeeennnnnns $ 145,720 (=70 1] | 3
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Cumulative Problem, Echo Systems (continued)

Part B
6.
2017
Nov. 1 Mileage EXpense.........cccuuivrmmmmmmmmrrmnssssssnnnnnns 676 1,000
[0 1] o T 101 1,000
Reimbursed Mary Graham for business usage
2 {07 1= o 101 9,300
Computer Services Revenue................. 403 9,300
Collected cash revenue from customer.
5 Computer SUPPLIES......cccemerrrrrsnmerrssssnnerrnsianes 126 1,920
Cash . ——— 101 1,920
Purchased computer supplies for cash.
8 Accounts Receivable......ccccccennriiiiiiiieeecannee. 106 8,700
Computer Services Revenue.................. 403 8,700

Billed customer for services.
13 No entry recorded in the journal.

18 0 1= o 101 3,750
Accounts Receivable.........c...eeerrneee. 106 3,750
Collected accounts receivable.
22 Charitable Donations Expense ..........ccoeeunees 699 1,500
[0 1] o T 101 1,500
Made a donation.
24 Accounts Receivable.......cccccceiciiiiiireeccennnn. 106 7,500
Computer Services Revenue.................. 403 7,500

Billed customer for services.
25 No entry recorded in the journal.

28 Mileage EXPense.........cccuvvivvummmmmmrrrrnsssssssnnnenns 676 1,200
[0 1] o T 101 1,200
Reimbursed Mary Graham for business usage.
30 Wages EXPense.......ccoccmmrrrrrnnisssnnnmmnnsnnnnnsnsnns 623 2,800
Cash.... 101 2,800
Paid employee for part-time work.
30 Mary Graham, Withdrawals.............ccceeemeees 302 3,600
Cash.....cccciriirrrr 101 3,600

Owner withdrew cash.
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Cumulative Problem, Echo Systems (continued)
Part B
7.

General Ledger accounts:

Cash Acct. No. 101
Date Explanation PR Debit Credit Balance

2017

Oct. 1 G1 90,000 90,000

2 G1 9,000 81,000

5 G1 4,320 76,680

8 G1 2,640 74,040

15 G1 6,600 80,640

17 G1 1,410 79,230

20 G1 3,720 75,510

22 G1 2,400 77,910

31 G2 1,400 76,510

31 G2 7,200 69,310

Nov. 1 G2 1,000 68,310

2 G2 9,300 77,610

5 G2 1,920 75,690

18 G2 3,750 79,440

22 G2 1,500 77,940

28 G2 1,200 76,740

30 G2 2,800 73,940

30 G2 3,600 70,340

Accounts Receivable Acct. No. 106
Date Explanation PR Debit Credit Balance

2017

Oct. 6 G1 6,600 6,600

12 G1 2,400 9,000

15 G1 6,600 2,400

22 G1 2,400 0

28 G2 6,450 6,450

Nov. 8 G2 8,700 15,150

18 G2 3,750 11,400

24 G2 7,500 18,900
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Cumulative Problem, Echo Systems (continued) Part B

Computer Supplies

Acct. No. 126

Date Explanation PR Debit Credit Balance
2017
Oct. 3 G1 2,640 2,640
Nov. 5 G2 1,920 4,560
Prepaid Insurance Acct. No. 128
Date Explanation PR Debit Credit Balance
2017 ‘ }
Oct. 5 G1 4,320 4,320
Prepaid Rent Acct. No. 131
Date Explanation PR Debit Credit Balance
2017 ‘ |
Oct. 2 G1 9,000 9,000
Office Equipment Acct. No. 163
Date Explanation PR Debit Credit Balance
2017 ‘ |
Oct. 1 G1 18,000 18,000
Computer Equipment Acct. No. 167
Date Explanation PR Debit Credit Balance
2017 ‘ |
Oct. 1 G1 36,000 36,000
Accounts Payable Acct. No. 201
Date Explanation PR Debit Credit Balance
2017
Oct. 3 G1 2,640 2,640
8 G1 2,640 0
Mary Graham, Capital Acct. No. 301
Date Explanation PR Debit Credit Balance
2017 ‘ ‘
Oct. 1 G1 144,000 144,000
Mary Graham, Withdrawals Acct. No. 302
Date Explanation PR Debit Credit Balance
2017
Oct. 31 G2 7,200 7,200
Nov. 30 G3 3,600 10,800
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Cumulative Problem, Echo Systems (continued)

Part B
Computer Services Revenue Acct. No. 403
Date Explanation PR Debit | Credit | Balance
2017
Oct. 6 G1 6,600 6,600
12 G1 2,400 9,000
28 G2 6,450 15,450
Nov. 2 G2 9,300 24,750
8 G2 8,700 33,450
24 G2 7,500 40,950
Wages Expense Acct. No. 623
Date Explanation PR Debit | Credit | Balance
2017
Oct. 31 G2 1,400 1,400
Nov. 30 G2 2,800 4,200
Advertising Expense Acct. No. 655
Date Explanation PR Debit Credit Balance
2017 | ‘ |
Oct. 20 G1 3,720 3,720
Mileage Expense Acct. No. 676
Date Explanation PR Debit Credit Balance
2017
Nov. 1 G2 1,000 1,000
28 G2 1,200 2,200
Repairs Expense, Computer Acct. No. 684
Date Explanation PR Debit Credit Balance
2017 ‘ ‘ ‘
Oct. 17 ‘ G1 1,410 1,410
Charitable Donations Expense Acct. No. 699
Date Explanation PR Debit Credit Balance
2017 ‘ ‘ ‘
Nov. 22 ‘ G2 1,500 1,500

Solutions Manual to accompany Fundamental Accounting Principles, 15th Canadian Edition. © 2016 McGraw-Hill Education Ltd.

2-139

Fundamental Accounting Principles Volume 1 (Canadian) 15th edition Larson Solutions Manual


https://accountingtexts.com/books/9781259087271-solutions

Last revised: October 26, 2012

Cumulative Problem, Echo Systems (continued)

Part B

8.

Acct.

No.
101

106
126
128
131
163
167
201
301
302
403
623
655
676
684
699

Solutions Manual to accompany Fundamental Accounting Principles, 15th Canadian Edition. © 2016 McGraw-Hill Education Ltd.

ECHO SYSTEMS
Trial Balance
November 30, 2017

Account Title

Computer supplies .......ccccrvuvsmmrrnsssnennnsinns
Prepaid insurance..........cccceeerrrrnnniissnneennnnens
Prepaid rent.........ccooeiiiiimmnneeeeneeee
Office equipment .........cccccviiimrnnniimeninnianes
Computer equipment.......cccoecmmerrrrnnisiissnnnnns
Accounts payable............ccoceiiiimmnnniinnnnees
Mary Graham, capital...........cccccemrniinmnninnianes
Mary Graham, withdrawals...........ccccccceernvnn.
Computer services revenue........cccuuuvsnnneens
Wages eXPeNnSe......ccceeerrrrrssssssssnmmsnsrrrensasssas
Advertising expense...........ccccevemmmmnrrinnnnnnnns
Mileage eXpense .........cooeemeerrrrmmssssssnnnsnnnnens
Repairs expense, computer ...........ouunnnnnnnnns
Charitable donations expense..........cccoeueus
LI 1

Debit
$ 70,340

18,900
4,560
4,320
9,000

18,000

36,000

Credit

$ -0
144,000

40,950

$184,950
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Cumulative Problem, Echo Systems (concluded)
Part B

9.
ECHO SYSTEMS
Income Statement
For Two Months Ended November 30, 2017
Computer Services revenue ........cccceeeesssssssnnnens $40,950
Operating expenses:
Wages eXPeNSEe ....cccccvummmmmrrrrsssssssnmnnnsssssnnnsnns $4,200
Advertising eXpense ..........ccevvvvrnmmmmnnrrinnnnnnnns 3,720
Mileage eXpense........cccccurusssnmmeennrrrnssssssnnnenes 2,200
Charitable donations expense............ccceuuuue.. 1,500
Repairs expense, computer...........ccceemmmeereens 1,410
Total operating eXpenses .......ccccvvvvrrrrennnnns 13,030
o 27.92
ECHO SYSTEMS
Statement of Changes in Equity
For Two Months Ended November 30, 2017
Mary Graham, capital, October 1........ccccccurrrnnn. $ -0-
Add: Investments by owner........ccccceeiiiiinnnens $144,000
[ 0 {1 27,920 171,920
o] - 1 $171,920
Less: Withdrawals by owner ...........ccooeemmenrnnn. 10,800
Mary Graham, capital, November 30................ $161,120
ECHO SYSTEMS
Balance Sheet
November 30, 2017
Assets Liabilities
Cash......ccoocirriirre e $ 70,340 Accounts payable ..........coccerriiiunennn. $ -0
Accounts receivable................. 18,900
Computer supplies.......cccceurrenne 4,560
Prepaid insurance..................... 4,320 Equity
Prepaid rent.........ccoocmmrrrrrnnnnnn, 9,000 Mary Graham, capital ............cccerruee 161,120
Office equipment.........ccccceeernn. 18,000
Computer equipment............... 36.000 Total liabilities and
Total assets........cccceeerrrrrnnnnnn, $161,120 L= T0 [ $161,120
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CHAPTER 2
ANALYZING AND RECORDING TRANSACTIONS

Related Assignment Materials

Student Learning Objectives Quick Studies Exercises Problems

1. Explain the accounting 2-12A, 2-12B
cycle.

2. Describe an account, its [2-1 2-1
use, and its relationship to
the ledger.

3. Define debits and credits [2-2, 2-3, 2-4, 2-12,2-1, 2-2, 2-5, 2-6, 2-7, [2-1A, 2-3A, 2-4A, 2-7A,
and explain their role in  [2-13, 2-16 2-8, 2-9, 2-11, 2-12, 2-10A, 2-12A, 2-14A,
double-entry accounting. 2-13, 2-15, 2-16, 2-17, [2-1B, 2-3B, 2-4B, 2-7B,

2-21,2-22 2-10B, 2-12B, 2-14B

4. Describe a chart of 2-5 2-10 2-5A, 2-7A, 2-10A,
accounts and its 2-12A, 2-5B, 2-7B,
relationship to the ledger. 2-10B, 2-12B

5. Analyze the impact of 2-6,2-7,2-8,2-9, 2-2,2-3,2-4,2-5,2-6, [2-1A, 2-2A, 2-3A, 2-4A,
transactions on accounts [2-10, 2-11, 2-12, [2-7, 2-8, 2-9, 2-11, 2-12, [2-5A, 2-7A, 2-10A,
2-13, 2-14,2-16 [2-13, 2-14, 2-15, 2-16, [2-12A, 2-14A, 2-1B,
2-17,2-21, 2-22 2-2B, 2-3B, 2-4B, 2-7B,
2-10B, 2-12B, 2-14B

6. Record transactionsina [2-15, 2-16, 2-17, _2-9, 2-11, 2-16, 2-17, 2-5A, 2-6A, 2-7A, 2-8A,
journal and post entries to[2-18 2-18, 2-19, 2-20, 2-21, [2-9A, 2-10A, 2-11A,

a ledger. 2-22,2-23 2-12A, 2-13A, 2-14A,
2-5B, 2-6B, 2-7B, 2-8B,
2-9B, 2-10B, 2-11B,
2-12B, 2-13B, 2-14B

Note: The Cumulative Comprehension Problem, for Echo Systems, a computer service business, covers
many of these learning objectives. This problem can be solved manually or with an accounting
software package. The problem will continue in Chapters 3, 4, and 5.

Note: Various other Analytical & Review Problems may be assigned for student enrichment.

Chapter Outline

L The Accounting Cycle (LO1)
The steps followed in preparing financial statements. Emphasize that this is a process which is

Copyright ©2016 McGraw-Hill Education Limited. All rights reserved.

Fundamental Accounting Principles, 15th Canadian Edition 2-2

Fundamental Accounting Principles Volume 1 (Canadian) 15th edition Larson Solutions Manual


https://accountingtexts.com/books/9781259087271-solutions

Last revised September 9th, 2015.

Chapter Outline

consistently followed.

II. Accounts and the Chart of Accounts (LO2 and LO4)

An account is a detailed record of increases and decreases in a specific asset, liability, equity,
revenue or expense item. A ledger is a record containing all accounts used by a business.
There should be a separate account for each item on the income statement and balance sheet.

The major types of accounts are:
1. Asset accounts are resources controlled by an organization that have current and future
benefits. Includes the following: Cash, Accounts Receivable, Notes Receivable,
Prepaid Expenses, Supplies, Equipment, Buildings, and Land.

2. Liability accounts are obligations to transfer assets or provide services to other entities.
Accounts Payable, Notes Payable, Mortgage Payable are examples.

Unearned Revenues are another form of liability which results when customers pay in
advance for products or services.
Other Liabilities include wages payable, taxes payable and interest payable.

3. Equity Accounts include Owner Capital, Owner Withdrawals, and a separate account
for each type of Revenue and Expense. The owner capital account will be used for
owner investments only. Students often try to keep using this account at this point. It
should be pointed out that this account’s transactions will be very few in comparison
with the revenue and expense accounts. Owner withdrawals is also a new concept for
students at this point.

The chart of accounts is a list of all the accounts.
III. Debits and Credits ( LO3)

A T-account is a helpful learning tool representing all accounts in the ledger. It shows the
effects of transactions and events on specific accounts.

1. The left side of an account is called the debit side. A debit is an entry on the left side of
an account.

2. The right side of an account is called the credit side. A credit is an entry on the right
side of an account.

3. An account balance is the difference between the increases and decreases recorded in
an account. Otherwise explained, the account balance is the difference between the
increases (including the beginning balance) and decreases recorded in an account

Assets are on the left side of the fundamental accounting equation. Therefore the left or
debit side of the T-account is the normal balance for assets.

Liabilities and equity are on the right side therefore the right or the credit side is the
normal balance for liabilities and equity.

Withdrawals, revenues, and expenses are essentially changes in owner’s equity but it is
necessary to set-up temporary accounts for each of these items to accumulate data for
statements. Withdrawals and expense accounts represent decreases in owner’s equity
therefore they are assigned debit balances. Revenue accounts represent increases in
owner’s equity and therefore they are assigned credit balances.

Double-entry accounting is an accounting system that records the effects of transactions
and other events in at least two accounts with equal debts and credits. The total amount
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Chapter Outline

debited must equal the total amount credited. Therefore, the sum of the debit account
balances in the ledger must equal the sum of the credit account balances. (Note: It is
extremely important for students to practice analyzing each of the basic transactions into
debits and credits.)

Note: It is crucial that students understand basic debit-credit theory. After introducing

the rules, illustrative transactions can be presented by:

e Analyzing the transaction

e Determining the types of accounts affected (asset, liability, equity, revenue,
expense)

e Determining which accounts increase and/or decrease
e Converting the increase/decrease to debit/credit.

Note: Students often try to identify debit with decrease and credit with increase.
Try to keep them on task by saying that debit only means LEFT and credit only
means RIGHT at this point.

IV. Recording and Posting Transactions (LOS5)

To help avoid errors, accounting systems first record transactions in a journal. The process of
recording the transactions in a journal is called journalizing.

A General Journal is the most flexible type of journal because it can be used to record any type
of transaction. Each journal entry must contain equal debits and credits.

A general journal entry will include:
1.  Date of the transaction
2. Titles of affected accounts
3. Dollar amount of each debit and credit
4.  Explanation

Posting is the process of copying journal entry information from the journal to the accounts in
the ledger. Actual accounting systems use balance column accounts rather than T-accounts in
the ledger. A balance column account has debit and credit columns for recording entries and a
third column for showing the balance of the account after each entry is posted. It is possible for
accounts to have abnormal balances. It is helpful to stress to students that the entering of the
Posting Reference information should be the last step. In this way, it is easy to see where one
left off if posting is interrupted. Exhibit 2.13 is very helpful, however, usually requires some
explanation before students are able to see what is being done with the posting process.

The posting process is commonly done using a computer program in today’s business
environment.

The Trial Balance (LO6)

A. A trial balance is a summary of the ledger that lists the accounts and their balances. The
total debit balances should equal the total credit balances. Two columns are used, one for
debit balances and one for credit balances.

B. One purpose for preparing a trial balance is to test for the equality of the debit and credit
account balances. Another reason is to simplify the task of preparing the financial
statements.
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Chapter Outline

C. When a trial balance does not balance (the columns are not equal), an error has occurred in
one of the following steps:

Preparing the journal entries

Posting the journal entries to the ledger.
Calculating account balances.

Copying account balances to the trial balance.

N N

Totaling the trial balance columns.
Any errors must be located and corrected before preparing the financial statements.

Note: Correcting errors

1. Errors must be corrected. Do not erase journal entries or postings in accounts. This may
indicate an effort to conceal something.

2. For errors discovered before posting and/or for incorrect amounts posted, correct by
ruling a single line through the incorrect data and writing in the correct data.

3. Forincorrect account postings—record a correcting journal entry and provide a complete
explanation.

Note: Formatting conventions

1. Commas to indicate thousands of dollars and decimal points to separate dollars and cents
are not necessary except on unruled paper.

2. Dollar signs are not used in journals and ledgers but are required on financial reports—
before the first amount in each column of figures and before the first amount appearing
after a ruled line that indicates an addition or subtraction.
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L. VISUAL #2-1
THREE PARTS OF AN ACCOUNT

(1) ACCOUNT TITLE
Left Side Right Side
Called Called
(2) DEBIT (3) CREDIT

Rules for using accounts

Accounts are assigned balance sides (Debit or Credit)

To increase any account, use the balance side

To decrease any account, use the side opposite the balance

Finding account balances

If total debits = total credits, the account balance is zero.

If total debits are greater than total credits, the account has a debit
balance equal to the difference of the two totals.

If total credits are greater than total debits, the account has a

credit balance equal to the difference of the two totals.

General account use rules

e To increase any account, use balance All Revenue Accounts
side. — Credit +

Balance

e To decrease any account, use side
opposite the balance

All Expense Accounts

Debit +

Balance
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CHAPTER 2
ANALYZING AND RECORDING TRANSACTIONS

Related Assignment Materials

Student Learning Objectives Quick Studies Exercises Problems

1. Explain the accounting 2-12A, 2-12B
cycle.

2. Describe an account, its [2-1 2-1
use, and its relationship to
the ledger.

3. Define debits and credits [2-2, 2-3, 2-4, 2-12,[2-1, 2-2, 2-5, 2-6, 2-7, [2-1A, 2-3A, 2-4A, 2-7A,
and explain their role in [2-13, 2-16 2-8,2-9,2-11, 2-12, 2-10A, 2-12A, 2-14A,
double-entry accounting. 2-13, 2-15, 2-16, 2-17, [2-1B, 2-3B, 2-4B, 2-7B,

2-21,2-22 2-10B, 2-12B, 2-14B

4. Describe a chart of 2-5 2-10 2-5A, 2-7A, 2-10A,
accounts and its 2-12A, 2-5B, 2-7B,
relationship to the ledger. 2-10B, 2-12B

5. Analyze the impact of  [2-6, 2-7, 2-8,2-9, [2-2,2-3,2-4,2-5,2-6, [2-1A,2-2A,2-3A, 2-4A,
transactions on accounts [2-10, 2-11, 2-12, [2-7, 2-8, 2-9, 2-11, 2-12, 2-5A, 2-7A, 2-10A,
2-13,2-14,2-16  [2-13, 2-14, 2-15, 2-16, [2-12A, 2-14A, 2-1B,
2-17,2-21,2-22 2-2B, 2-3B, 2-4B, 2-7B,
2-10B, 2-12B, 2-14B

6. Record transactions ina [2-15, 2-16, 2-17, [2-9, 2-11, 2-16, 2-17, 2-5A, 2-6A, 2-7TA, 2-8A,
journal and post entries to[2-18 2-18, 2-19, 2-20, 2-21, [2-9A, 2-10A, 2-11A,

a ledger. 2-22,2-23 2-12A, 2-13A, 2-14A,
2-5B, 2-6B, 2-7B, 2-8B,
2-9B, 2-10B, 2-11B,
2-12B, 2-13B, 2-14B

Note: The Cumulative Comprehension Problem, for Echo Systems, a computer service business, covers
many of these learning objectives. This problem can be solved manually or with an accounting
software package. The problem will continue in Chapters 3, 4, and 5.

Note: Various other Analytical & Review Problems may be assigned for student enrichment.

Chapter Outline

L. The Accounting Cycle (LO1)

The steps followed in preparing financial statements. Emphasize that this is a process which is
consistently followed.
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Chapter Outline

II. Accounts and the Chart of Accounts (LO2 and LO4)

An account is a detailed record of increases and decreases in a specific asset, liability, equity,
revenue or expense item. A ledger is a record containing all accounts used by a business.
There should be a separate account for each item on the income statement and balance sheet.

The major types of accounts are:
1. Asset accounts are resources controlled by an organization that have current and future
benefits. Includes the following: Cash, Accounts Receivable, Notes Receivable,
Prepaid Expenses, Supplies, Equipment, Buildings, and Land.

2. Liability accounts are obligations to transfer assets or provide services to other entities.
Accounts Payable, Notes Payable, Mortgage Payable are examples.

Unearned Revenues are another form of liability which results when customers pay in
advance for products or services.
Other Liabilities include wages payable, taxes payable and interest payable.

3. Equity Accounts include Owner Capital, Owner Withdrawals, and a separate account
for each type of Revenue and Expense. The owner capital account will be used for
owner investments only. Students often try to keep using this account at this point. It
should be pointed out that this account’s transactions will be very few in comparison
with the revenue and expense accounts. Owner withdrawals is also a new concept for
students at this point.

The chart of accounts is a list of all the accounts.
III. Debits and Credits ( LO3)

A T-account is a helpful learning tool representing all accounts in the ledger. It shows the
effects of transactions and events on specific accounts.

1. The left side of an account is called the debit side. A debit is an entry on the left side of
an account.

2. The right side of an account is called the credit side. A credit is an entry on the right
side of an account.

3. An account balance is the difference between the increases and decreases recorded in
an account. Otherwise explained, the account balance is the difference between the
increases (including the beginning balance) and decreases recorded in an account

Assets are on the left side of the fundamental accounting equation. Therefore the left or
debit side of the T-account is the normal balance for assets.

Liabilities and equity are on the right side therefore the right or the credit side is the
normal balance for liabilities and equity.

Withdrawals, revenues, and expenses are essentially changes in owner’s equity but it is
necessary to set-up temporary accounts for each of these items to accumulate data for
statements. Withdrawals and expense accounts represent decreases in owner’s equity
therefore they are assigned debit balances. Revenue accounts represent increases in
owner’s equity and therefore they are assigned credit balances.

Double-entry accounting is an accounting system that records the effects of transactions
and other events in at least two accounts with equal debts and credits. The total amount
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Chapter Outline

debited must equal the total amount credited. Therefore, the sum of the debit account
balances in the ledger must equal the sum of the credit account balances. (Note: It is
extremely important for students to practice analyzing each of the basic transactions into
debits and credits.)

Note: It is crucial that students understand basic debit-credit theory. After introducing
the rules, illustrative transactions can be presented by:

e Analyzing the transaction

e Determining the types of accounts affected (asset, liability, equity, revenue,
expense)

e Determining which accounts increase and/or decrease
e Converting the increase/decrease to debit/credit.

Note: Students often try to identify debit with decrease and credit with increase.
Try to keep them on task by saying that debit only means LEFT and credit only
means RIGHT at this point.

IV. Recording and Posting Transactions (LO5)

To help avoid errors, accounting systems first record transactions in a journal. The process of
recording the transactions in a journal is called journalizing.

A General Journal is the most flexible type of journal because it can be used to record any type
of transaction. Each journal entry must contain equal debits and credits.

A general journal entry will include:

Date of the transaction

Titles of affected accounts

Dollar amount of each debit and credit

el

Explanation

Posting is the process of copying journal entry information from the journal to the accounts in
the ledger. Actual accounting systems use balance column accounts rather than T-accounts in
the ledger. A balance column account has debit and credit columns for recording entries and a
third column for showing the balance of the account after each entry is posted. It is possible for
accounts to have abnormal balances. It is helpful to stress to students that the entering of the
Posting Reference information should be the last step. In this way, it is easy to see where one
left off if posting is interrupted. Exhibit 2.13 is very helpful, however, usually requires some
explanation before students are able to see what is being done with the posting process.

The posting process is commonly done using a computer program in today’s business
environment.

The Trial Balance (LO6)

A. A trial balance is a summary of the ledger that lists the accounts and their balances. The
total debit balances should equal the total credit balances. Two columns are used, one for
debit balances and one for credit balances.

B. One purpose for preparing a trial balance is to test for the equality of the debit and credit
account balances. Another reason is to simplify the task of preparing the financial
statements.
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Chapter Outline

C. When a trial balance does not balance (the columns are not equal), an error has occurred in

one of the following steps:
Preparing the journal entries
Posting the journal entries to the ledger.

1

2

3. Calculating account balances.

4. Copying account balances to the trial balance.
5.

Totaling the trial balance columns.
Any errors must be located and corrected before preparing the financial statements.

Note: Correcting errors

1.

Errors must be corrected. Do not erase journal entries or postings in accounts. This may
indicate an effort to conceal something.

For errors discovered before posting and/or for incorrect amounts posted, correct by
ruling a single line through the incorrect data and writing in the correct data.

For incorrect account postings—record a correcting journal entry and provide a complete
explanation.

Note: Formatting conventions

1. Commas to indicate thousands of dollars and decimal points to separate dollars and cents
are not necessary except on unruled paper.

2. Dollar signs are not used in journals and ledgers but are required on financial reports—
before the first amount in each column of figures and before the first amount appearing
after a ruled line that indicates an addition or subtraction.
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L VISUAL #2-1
THREE PARTS OF AN ACCOUNT

(1) ACCOUNT TITLE
Left Side Right Side
Called Called
(2) DEBIT (3) CREDIT

Rules for using accounts

Accounts are assigned balance sides (Debit or Credit)

To increase any account, use the balance side

To decrease any account, use the side opposite the balance

Finding account balances

If total debits = total credits, the account balance is zero.

If total debits are greater than total credits, the account has a debit
balance equal to the difference of the two totals.

If total credits are greater than total debits, the account has a
credit balance equal to the difference of the two totals.

General account use rules

e To increase any account, use balance All Revenue Accounts
side. — Credit +
e To decrease any account, use side Balance

opposite the balance
All Expense Accounts
Debit + —

Balance
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This chart summarizes the rules of debit and credit in a very small space. I usually recommend
students refer to this illustration as a way of pulling all of this information together. .

EXHIBIT L8

Diebit and Credit Effects for Accounts

ASSETS = LUABILITIES + EQUITY
e

Debi for | Credit for Debit for | Creditfor | Debit for | Credit for
increases (decreases  decresses| increases | JeCreEses | incresses

- - - - - -

Debit for | Credit for
increases | decresses

= =

Owner's capital and
Dwner's withdrawals
Bty acoounts,

Dehit for | Credit for
decreases | noreases

- 4.

R

Dabit for | Credit for
Incresses | decreases

=m0

e EAM 89 EmeacscaM o @mEs—na —0

Ow ey investments
CHUSE BqUity to
increase during
the period.

Owiner withdrawals
cEUSE BqUity to
decrease during
the period.

Revenues less
Enpenses equals
profit.
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Learning Objectives

Explain the accounting cycle. (LO")

Describe an account, its use, and its
relationship to the ledger. (LO?)

Define debits and credits and explain
their role in double-entry accounting.
(LO?)

Describe a chart of accounts and its

relationship to the ledger. (LO%)
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S.

Learning Objectives

Analyze the impact of transactions on
accounts, record transactions in a journal
and post entries to a ledger(LO5)

Prepare and explain the use of a trial
balance.(LOb)
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The Accounting Cycle

Prepare
post-closing
trial balance

e Prepare
statements

Prepare
adjusted
trial balance

o Analyze
transactions

Journalize

Prepare
unadjusted
trial balance

© 2016 McGraw-Hill Ryerson Limited.

Fundamental Accounting Principles Volume 1 (Canadian) 15th edition Larson Solutions Manual


https://accountingtexts.com/books/9781259087271-solutions

The Account

A detailed record of increases and decreases
In a specific asset, liability, or equity item.

_Assets JEM Liabilities B3

Examples:
Cash Accounts Payable H.Walker, Capital

Notes Receivable Notes Payable H.Walker, Withdrawals
Supplies Service Revenue

Furniture Salaries Expense

P
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The Ledger

- A record containing all accounts used by a
business.

- May be computerized or maintained

manually.

Each company has its own unique set of
accounts.
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The T Account

- Represents an account in the ledger.

- Used as a learning tool.
- The difference between the debit side and

credit side Is the balance.

Account Title
(Left side)/Debit (Right side)/Credit

Debit balance Credit balance
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Calculating the Account Balance

Example:

Cash sale 500 325 Paid salary
Ow ner's investment 1000} 450 Paid rent
Total debits o 15001 775 Total credits
balance © 725 e

Steps:
. Add the amounts on the debit side.
. Add the amounts on the credit side.

. Calculate the difference between the
debits and credits.
© 2016 McGraw-Hill Ryerson Limited.
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Double-Entry Accounting

- Transactions are recorded using debits and
credits.

- Every transaction affects at least two
accounts.

- Equal debits and credits will keep the
accounting equation in balance.

Debits = Credits
Always !
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Double-Entry Accounting

= ull Equity

Liabilities Equit
4 ‘ t

- + - +
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Double-Entry Accounting

Equity Accounts

Capital Withdrawals Revenues Expenses
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Normal Balances

An account’ s normal balance is the debit or
credit side where increases are recorded.

Assets JECH Liabilities BN Equity

_Assets Liabilities Owner's Capital
Debit for Credit for

Normal decrease | increase decrease | increase
balance

Normal Normal

balance Balance
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Remembering Debits and Credits
ALCREW

Step 1

Write down the account types
using ALCREW.

Account
Type
Assets
Liabilities
Capital
Revenue

Expenses
Withdrawals
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Remembering Debits and Credits

ALCREW

Account
Type

Normal
Balance

Assets

Step 2

Liabilities

Write down the normal

Capital

balance (debit) of A,E,W. The
others are credits.

Revenue

Expenses

Withdrawals
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Remembering Debits and Credits

ALCREW

Account
Type

Normal
Balance

Assets

Dr Ste 2

Liabilities

Write down the normal

Capital

balance, debit, of A,E,W. The
others are credits.

Revenue

Expenses

Dr

Withdrawals

Dr
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Remembering Debits and Credits
ALCREW

Account Normal
Type Balance
Assets Dr Step 2

Liabilities Cr Write down the normal

. balance, debit, of A,E,W. The
Capital Cr others are credits.

Revenue Cr

Expenses Dr
Withdrawals Dr
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Remembering Debits and Credits
ALCREW

Account Normal To 1 To |
Type Balance

Balance | Balance
Assets Dr Dr

Liabilities Cr Cr
Capital Cr Cr
Revenue Cr

Expenses Dr Step 3

Withdrawals Dr Remember, increases are the
same as the normal balances,
decreases are the opposite.
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Remembering Debits and Credits
ALCREW

Account Normal To 1 To |
Type Balance

Balance | Balance
Assets Dr Dr Cr

Liabilities Cr Cr Dr

Capital Cr Cr Dr

Revenue Cr r
Step 3

Expenses Dr
: Remember, increases are the

Withdrawals Dr same as the normal balances,

decreases are the opposite.
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Remembering Debits and Credits
ALCREW

Account Normal To 1 To |
Type Balance

Balance | Balance
Assets Dr Dr Cr

Liabilities Cr Cr Dr
Capital Cr Cr Dr
Revenue Cr Cr Dr
Expenses Dr Dr Cr
Withdrawals Dr Dr Cr
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Summary —
Debit and Credit
Normal Account Balances

DEBITS RECORD CREDITS RECORD

DEBIT CREDIT

ASSETS LIABILITIES

EXPENSES/LOSSES ~ REVENUES/PROFIT ASEEIE LIABILITIES

WITHDRAWALS OWNER’S CAPITAL SRR

—INVESTMENTS WITHDRAWALS CAPITAL

DEBITS DECREASE: CREDITS DECREASE:

EXPENSES REVENUE
EXISTING LIABILITIES EXISTING ASSETS
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Mini-Quiz

Indicate whether a debit or credit is needed to:
Increase Rent Expense Debit
Decrease Accounts Payable Debit
Decrease Accounts Receivable  Credit
Decrease Cash Credit
Increase Withdrawals Debit
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Chart of Accounts

- A list of all accounts used in the ledger by
a company.

Unique for each company.
- Accounts are usually numbered.
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Analyzing Transactions

Steps:

1.

Determine which accounts are being
affected.

Determine If account balances are
Increasing or decreasing.

Apply rules of debits and credits.
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Analyzing Transactions

Example #1:
The owner invests $10,000 cash in the business.

O Accounts |@® Increase/ |@© Debit/
affected Decrease Credit
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Analyzing Transactions

Example #1:
The owner invests $10,000 cash in the business.

O Accounts |@® Increase/ |@© Debit/
affected Decrease Credit

Cash

AVELGHE
capital
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Analyzing Transactions

Example #1:
The owner invests $10,000 cash in the business.

O Accounts |@® Increase/ |@© Debit/
affected Decrease Credit

Cash Increase

H.Walker, Increase
capital
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Analyzing Transactions

Example #1:
The owner invests $10,000 cash in the business.

O Accounts |@® Increase/ |@© Debit/
affected Decrease Credit

Cash Increase Debit

H. Walker, Increase Credit
capital
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Analyzing Transactions

Example #1:

The owner invests $10,000 cash in the business.

>  Debit cash for $10,000
>  Credit H. Walker, capital for $10,000

H. Walker, Capital
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Analyzing Transactions

Example #2:

The company purchases supplies by paying
$2,500 cash.

O Accounts |@® Increase/ |@© Debit/
affected Decrease Credit
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Analyzing Transactions

Example #2:

The company purchases supplies by paying
$2,500 cash.

O Accounts |@® Increase/ |@© Debit/
affected Decrease Credit

Supplies
Cash
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Analyzing Transactions

Example #2:

The company purchases supplies by paying
$2,500 cash.

O Accounts |@® Increase/ |@© Debit/
affected Decrease Credit

Supplies Increase

Cash Decrease
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Analyzing Transactions

Example #2:

The company purchases supplies by paying
$2,500 cash.

O Accounts |@® Increase/ |@© Debit/
affected Decrease Credit

Supplies Increase Debit

Cash Decrease Credit
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Analyzing Transactions

Example #2:

The company purchases supplies by paying

$2,500 cash.

>  Debit supplies for $2,500
»  Credit cash for $2,500

Supplies
2,500
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Analyzing Transactions

Example #3:

The company purchases supplies for $1,100
on credit.

O Accounts |@® Increase/ |@© Debit/
affected Decrease Credit

© 2016 McGraw-Hill Ryerson Limited.

Fundamental Accounting Principles Volume 1 (Canadian) 15th edition Larson Solutions Manual


https://accountingtexts.com/books/9781259087271-solutions

Analyzing Transactions

Example #3:

The company purchases supplies for $1,100
on credit.

O Accounts |@® Increase/ |@© Debit/
affected Decrease Credit

Supplies

Accounts
Payable

© 2016 McGraw-Hill Ryerson Limited.

Fundamental Accounting Principles Volume 1 (Canadian) 15th edition Larson Solutions Manua


https://accountingtexts.com/books/9781259087271-solutions

Analyzing Transactions

Example #3:

The company purchases supplies for $1,100
on credit.

O Accounts |@® Increase/ |@© Debit/
affected Decrease Credit

Supplies Increase

Accounts Increase
Payable
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Analyzing Transactions

Example #3:

The company purchases supplies for $1,100
on credit.

O Accounts |@® Increase/ |@© Debit/
affected Decrease Credit

Supplies Increase Debit

Accounts Increase Credit
Payable
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Analyzing Transactions

Example #3 (a)

The company purchases supplies for $1,100

on credit.
>  Debit supplies for $1,100
>  Credit accounts payable for $1,100

Supplies Accounts Payable
1,100
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Analyzing Transactions

Example #3 (b): The company purchases

Equipment for $6,000 on credit.
>  Debit Equipment for $6,000
»  Credit accounts payable for $6,000

Equipment Notes Payable
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The General Journal

Entries are originally recorded in the General
Journal. This process is called journalizing.

GENERAL JOURNAL

1 | Supplies
Purchased store supplies for cash

1

|
|
N
|
|
|
| 1| Suppli

|| Equi

|

|

|| Purchased supplies and equip. on credit_|
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Posting Journal Entries

. General Journal information is transferred
to the General Ledger.

- Account balances are updated.
- This process is called posting.
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The Posting Process

General journal
GENERAL JOURNAL information is

Account Titles and Explanation PR transferred to

Cash 101
?-IsaileyWQIker, Capital 301 the Iedger

Investment by~owner

LEDGER
Cash ACCOUNT NO. 101

EXPLANATION CREDIT BALANCE
10p00

Steps:

Identify the account.
Hailey Walker, Capital ACCOUNT NO. 301

Enter date EXPLANATION PR CREDIT BALANCE

Enter journal page G1 jopoo| [0poo

Post the amount
Enter account balance

Enter account number
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Trial Balance

. A list of accounts and their balances at a
point in time.

Used to determine if total debits equals
total credits.

- Also used to prepare financial statements.
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Trial Balance

Organico
Trial Balance
March 31, 2017

Debits Credits
Cash $ 8,070
Accounts receivable -
Supplies 3,600
Prepaid insurance 2,400
Equipment 6,000
Accounts payable
Unearned food services revenue
Notes payable
Hailey Walker, capital
Hailey Walker, withdrawals
Food Services revenue
Teaching revenue
Salaries expense 1,400
Rent expense 1,000
Communications expense 230
Total $ 23,300 $ 23,300
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Review

nat Is journalizing?
nat is posting?

nat Is the purpose of a trial
balance?
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Summary Chapter 2

Explain the accounting cycle - All steps
required in preparing financial statements
Describe an account, its use, and its
relationship to the ledger — Detailed record
of increases and decreases in specific assets,
liabilities, or equity

Define debits and credits and explain
their role in double-entry accounting.
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4,

Summary Chapter 2

Describe a chart of accounts and its

relationship to the ledger —Contains all
financial accounts used by a company

5. Analyze the impact of transactions on

6.

accounts, record transactions in a journal
and post entries to a ledger

Prepare and explain the use of a trial
balance.
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End of Chapter 2
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