CHAPTER 5
ACCOUNTING FOR MERCHANDISING BUSINESSES

CLASS DISCUSSION QUESTIONS

Merchandising businesses acquire mer-
chandise for resale to customers. It is the
selling of merchandise, instead of a service,
that makes the activities of a merchandising
business different from the activities of a
service business.

Yes. Gross profit is the excess of (net) sales
over cost of merchandise sold. A net loss
arises when operating expenses exceed
gross profit. Therefore, a business can earn
a gross profit but incur operating expenses
in excess of this gross profit and end up with
a net loss.

a. Increase c. Decrease
b. Increase d. Decrease

Under the periodic method, the inventory
records do not show the amount available
for sale or the amount sold during the pe-
riod. In contrast, under the perpetual
method of accounting for merchandise in-
ventory, each purchase and sale of mer-
chandise is recorded in the inventory and
the cost of merchandise sold accounts. As a
result, the amount of merchandise available
for sale and the amount sold are continu-
ously (perpetually) disclosed in the inven-
tory records.

The multiple-step form of income statement
contains conventional groupings for reve-
nues and expenses, with intermediate bal-
ances, before concluding with the net in-
come balance. In the single-step form, the
total of all expenses is deducted from the
total of all revenues, without intermediate
balances.

The major advantages of the single-step
form of income statement are its simplicity
and its emphasis on total revenues and total
expenses as the determinants of net in-
come. The major objection to the form is
that such relationships as gross profit to
sales and income from operations to sales
are

not as readily determinable as when the
multiple-step form is used.
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7. Revenues from sources other than the prin-

cipal activity of the business are classified
as other income.



10.

11.

12.

13.

14.

15.

Sales to customers who use bank credit
cards are generally treated as cash sales.
The credit card invoices representing these
sales are deposited by the seller directly into
the bank, along with the currency and
checks received from customers. Sales
made by the use of nonbank credit cards
generally must be reported periodically to
the card company before cash is received.
Therefore, such sales create a receivable
with the card company. In both cases, any
service or collection fees charged by the
bank or card company are debited to ex-
pense accounts.

The date of sale as shown by the date of the
invoice or bill.

a. 2% discount allowed if paid within ten
days of date of invoice; entire amount of
invoice due within 60 days of date of in-
voice.

b. Payment due within 30 days of date of
invoice.

c. Payment due by the end of the month in
which the sale was made.

a. A credit memorandum issued by the
seller of merchandise indicates the
amount for which the buyer's account is
to be credited (credit to Accounts Re-
ceivable) and the reason for the sales
return or allowance.

b. A debit memorandum issued by the
buyer of merchandise indicates the
amount for which the seller's account is
to be debited (debit to Accounts Pay-
able) and the reason for the purchases
return or allowance.

a. The buyer

b. The seller

Examples of such accounts include the
following: Sales, Sales Discounts, Sales Re-
turns and Allowances, Cost of Merchandise
Sold, Merchandise Inventory.

Cost of Merchandise Sold would be debited,;
Merchandise Inventory would be credited.

Loss From Merchandise Inventory Shrink-
age would be debited.
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EXERCISES

Ex. 5-1
a. $490,000 ($250,000 + $975,000 — $735,000)
b. 40% ($490,000 + $1,225,000)

c. No. If operating expenses are less than gross profit, there will be a net in-
come. On the other hand, if operating expenses exceed gross profit, there will
be a net loss.

Ex. 5-2

$15,710 million ($20,946 million — $5,236 million)

Ex. 5-3

a. Purchases discounts, purchases returns and allowances
b. Transportationin

c. Merchandise available for sale

d. Merchandise inventory (ending)

Ex. 5-4

a. Cost of merchandise sold:
Merchandise inventory,

May 1, 2005......cccceeeieeiiiiiiiiiieee e, $ 121,200
PUICHASES ... $985,000
Less: Purchases returns and
AllOWANCES ... $23,500
Purchases discounts....................... 21,000 44,500
Net purchases .......cocceeeevviiviiee i $940,500
Add transportation in ........cccceeeeeeeiiiiiiinnnnns 11,300
Cost of merchandise
purchased .......cccooeeeiiiiiiiiiiiiieeeeee, 951,800
Merchandise available for sale................. $1,073,000
Less merchandise inventory,
April 30, 2006 ......ccoeeeeeeeeiiieiieeee e 142,000
Cost of merchandise sold.................... $ 931,000
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b. $489,000 ($1,420,000 — $931,000)
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Ex. 5-5

The schedule should begin with the January 1, not the December 31, mer-
chandise inventory.

Purchases returns and allowances and purchases discounts should be de-
ducted from (not added to) purchases.

The result of subtracting purchases returns and allowances and purchases
discounts from purchases should be labeled “net purchases.”

Transportation in should be added to net purchases to yield cost of mer-
chandise purchased.

The merchandise inventory at December 31 should be deducted from mer-
chandise available for sale to yield cost of merchandise sold.

A correct cost of merchandise sold section is as follows:

Cost of merchandise sold:

Merchandise inventory, January 1, 2006 . $132,000
PUICHASES ..o $600,000
Less: Purchases returns and allowances$14,000
Purchases discounts ...................... 6,000 20,000

Net purchases .......ccoceeeeeiciiieececcieee e $580,000
Add transportation in ........ccccceeeeeeiiiiiiinnnns 7,500

Cost of merchandise purchased......... 587,500
Merchandise available for sale................. $719,500
Less merchandise inventory,

December 31, 2006..........cceevevviinneinnnnns 120,000
Cost of merchandise sold...........ccccouun... $599,500

Ex. 5-6

Net sales: $3,010,000 ($3,570,000 — $320,000 — $240,000)
Gross profit: $868,000 ($3,010,000 — $2,142,000)

EXx. 5-7

a.
b.

Selling expense, (1), (3), (8)
Administrative expense, (2), (5), (6), (7)
Other expense, (4)
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Ex. 5-8

THE MERIDEN COMPANY
Income Statement
For the Year Ended June 30, 2006

Revenues:
NEt SAIES ... $5,400,000
RENT TEVENUE.. ..o 30,000
TOtal FEVENUES ..., $5,430,000
Expenses:
Cost of merchandise sold .........cccccceeeeeeiiiiiiiii. $3,240,000
SelliNng EXPENSES ..ccoviiiiiiiiee e 480,000
AdMINiStrative eXPEeNSES .......cveeeeeiiiiiiiiiiiiee e eeeeeeinens 300,000
INterest EXPENSE ... 47,500
Total EXPENSES .oovviiiiiee e 4,067,500
NEL INCOME ..uiiiiiii e e a e $1,362,500
Ex. 5-9
1. Sales returns and allowances and sales discounts should be deducted from
(not added to) sales.
2. Sales returns and allowances and sales discounts should be deducted from
sales to yield "net sales" (not gross sales).
3. Deducting the cost of merchandise sold from net sales yields gross profit.
4. Deducting the total operating expenses from gross profit would yield income
from operations (or operating income).
5. Interest revenue should be reported under the caption “other income” and
should be added to income from operations to arrive at net income.
6. The final amount on the income statement should be labeled net income, not

gross profit.
A correct income statement would be as follows:
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Ex. 5-9 Concluded

THE PLAUTUS COMPANY

Income Statement
For the Year Ended October 31, 2006

Revenue from sales:

Less: Sales returns and allowances
Sales discounts.............ccceuee.
Net saleS.....cccveeiiiiiiiiieeeeeeen,
Cost of merchandise sold ......................
Gross profit.....ciiii e
Operating expenses:
Selling exXpenses......cccceveeeveevviinnnnnn.
Transportation out..........ccoeeevvvvennnnnnn.
Administrative expenses...................
Total operating expenses............
Income from operations ............cccceeeeees
Other income:
Interest revenue .......ccooeevveiiiiineenneen,
NEet INCOME...coveiciieee e,

Ex. 5-10

$25,000

$210,000
$477,000
$192,000

oo o ow

Sa ™o

........ $81,200
........ 20,300

$4,200,000

101,500

$40,000

$520,000
$757,500
$690,000
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$ 203,000
7,500
122,000

$4,098,500
2,093,000
$2,005,500

332,500
$1,673,000

66,500
$1,739,500



Ex. 5-11

CALLOWAY COMPANY
Income Statement
For the Year Ended January 31, 2006

Revenue from sales:

SAIES e $925,000
Less: Sales returns and allowances........ $60,000
Sales discountS......cooceeevveiiiniiinnnnnn. 20,000 80,000
Net SAleS....ooviiiiiiiee e

Gross Profit.....coeeeeiiiiiie s
Operating expenses:

Selling EXPENSES.....ccccvveveeeciiieee e, $120,000
Administrative eXpenses.........ccceeeeeeeeennnnns 80,000

Total operating expenses.........ccccee.....
Income from operations ........cccoeeeevvviiiiinnnnnn.
Other expense:

Interest eXpense........ccooveviiiiiiiiciiieeeie
NEt INCOME ..uuiiiiiiiieeeeeee e

$845,000
560,000
$285,000

200,000
$ 85,000

7,500
$ 77,500

b. The major advantage of the multiple-step form of income statement is that re-
lationships such as gross profit to sales are indicated. The major disadvan-
tages are that it is more complex and the total revenues and expenses are not

indicated, as is the case in the single-step income statement.
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Cost of Merchandise Sold ...........ooiiiiiiiiiiiiiii,
Merchandise INVeNtory ........cccoeeeeieiiiiiiiiiiiciieeeeeee

Cost of Merchandise Sold ...........ooiiiiiiiiiiiiiiii,
Merchandise INVeNtory ........cccoeeeeieiiiiiiiiiiiciieeeeeee

Cost of Merchandise Sold ...
Merchandise INVeNtory ........cccceoeeeieiiiiiiiiiiiiiee e

d. Accounts Receivable—American Express ................
SAIES .o

Cost of Merchandise Sold ...
Merchandise INVeNtory ........ccceoveeieieiieiiiiiiiiieee e

€. Credit Card EXPENSEe.....cccuuuuiiiiiiiieiieieeiiiieee e
CasSh .o

Credit Card EXPeNSe.......ceiiieieiieieiiiiieeee e
Accounts Receivable—American Express...........

Ex. 5-13

6,900

4,830

7,500

5,625

6,630

7,200

5,040

675

6,875

6,900

4,830

7,500

5,625

10,200

6,630

7,200

5,040

675

7,200

It was acceptable to debit Sales for the $235,750. However, using Sales Returns
and Allowances assists management in monitoring the amount of returns so that

guick action can be taken if returns become excessive.

Accounts Receivable should also have been credited for $235,750. In addition,
Cost of Merchandise Sold should only have been credited for the cost of the mer-
chandise sold, not the selling price. Merchandise Inventory should also have
been debited for the cost of the merchandise returned. The entries to correctly

record the returns would have been as follows:

Sales (or Sales Returns and Allowances)..................
Accounts Receivable........ccccccooiiiiiiiiiiiiiici

Merchandise INVENtOrY ........cceoiieieiiiiiiiiiccee e
Cost of Merchandise Sold..........ccccciiiiiiiiiiiieiiins

235

235,750

141,450

235,750

141,450



Ex.

Ex.

1)
(2)

3
4)

)

5-14

$7,350 [$7,500 — $150 ($7,500 x 2%)]

Sales Returns and AlOWanCes .......ocoeveeeeeiiiiiiaeann, 7,500

SAlES DISCOUNTS .oeeieieeeeeee e 150

CaAS N e 7,350
Merchandise INVENtOrY ........ccoevieiiiiiieiiiiciee e 4,500

Cost of Merchandise Sold.......c.cooeveiieiiiiiiiiieiin 4 500
5-15

Sold merchandise on account, $12,000.

Recorded the cost of the merchandise sold and reduced the merchandise in-
ventory account, $7,800.

Accepted areturn of merchandise and granted an allowance, $2,500.

Updated the merchandise inventory account for the cost of the merchandise
returned, $1,625.

Received the balance due within the discount period, $9,405. [Sale of $12,000,
less return of $2,500, less discount of $95 (1% x $9,500).]

. 5-16

$18,000
$18,375
$540 (3% x $18,000)
$17,835

. 5=17

$7,546 [Purchase of $8,500, less return of $800, less discount of $154 ($7,700
x 2%])]

Merchandise Inventory
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Ex. 5-18

Offer A is lower than offer B. Details are as follows:

A B
LISt PriCE o $40,000 $40,300
LeSS diSCOUNT...uuuiiiiii i 800 403
$39,200 $39,897
TranSPOrtatioN . ....cuueiiiiee e 625
$39.825 $39.897

Ex. 5-19

(1) Purchased merchandise on account at a net cost of $8,000.
(2) Paid transportation costs, $175.
(3) An allowance or return of merchandise was granted by the creditor, $1,000.

(4) Paid the balance due within the discount period: debited Accounts Payable,
$7,000, and credited Merchandise Inventory for the amount of the discount,
$140, and Cash, $6,860.

Ex. 5-20
a. Merchandise INVENtOrYy .......ccccovviiiiiiiiiiiiiie e 7,500
Accounts Payable........cccoiiiiiiii 7,500
b. Accounts Payable .......cccooiiiiiiiiii e 1,200
Merchandise INVeNtory ........ccceoveeieieiieiiiiiiiiieee e 1,200
C. Accounts Payable ... 6,300
CasSh .o 6,174
Merchandise INVeNtory ........ccccoveeiiieiieiiiiiiiiee e 126
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Ex. 5-21

a.

Merchandise INVENtOrY ........ccoeviieiiiiiiiiiciee e
Accounts Payable—Loew Co. ......cccooeevvviviiieeennnnnn.

Accounts Payable—Loew Co.......ccccoeevviiiiiiiiiiiiineenn,
CaASh o
Merchandise INVeNtory ........ccceeeeeiiieiiiiiiiiiiiiee e

Accounts Payable*—Loew Co. .......cooeevviiiiiiiiiiineeee,
Merchandise INVeNtory ........cccceeeeieiieiiiiiiiiciiee e

Merchandise INVENtOrY ........ccceoveeiiiiiieiiiiciee e
Accounts Payable—Loew Co. ......cccooeevvviiiiieeennnnnn.

Accounts Payable—Loew Co. ......cccooeevvviiiiieeinnnnnn.

12,000

12,000

2,940

2,000

940

12,000

11,760
240

2,940

2,000

940

*Note: The debit of $2,940 to Accounts Payable in entry (c) is the amount of cash
refund due from Loew Co. It is computed as the amount that was paid for the re-
turned merchandise, $3,000, less the purchase discount of $60 ($3,000 x 2%). The
credit to Accounts Payable of $2,000 in entry (d) reduces the debit balance in the
account to $940, which is the amount of the cash refund in entry (e). The alterna-
tive entries below yield the same final results.

c. Accounts Receivable—Loew CoO.......ccccceeeeiiieeiiieeinnnnn
Merchandise INVeNtory ........cccoeeeeieiiiiiiiiiiiciieeeeeee

d. Merchandise INVENTOrY .......cccovviiiiiiiiiiiiiiieee e
Accounts Payable—Loew Co. ......cccooeevvviiiiieeennnnnn.

€. CaSh oo

Accounts Payable—LoeW CO........ccceevvvvviiiiiieeeeeeeeiins

Accounts Receivable—Loew CoO. .....cccccccceieeeeeennee.

Ex. 5-22

a. $10,500

b. $4,160 [($4,500 — $500) x 0.99] + $200

c. $4,900

d. $3,960

e. $834 [($1,500 — $700) x 0.98] + $50

238

2,940

2,000

940
2,000

2,940

2,000

2,940



Ex. 5-23

a. Atthetime of sale
b. $4,000
c. $4,280
d. Sales Tax Payable

Ex. 5-24
a. Accounts Receivable ..., 9,720
SIS e 9,000
Sales Tax Payable........cccccoooiiiiiiiiiiii s 720
Cost of Merchandise Sold .......cooveeeieiieiaan 6,300
Merchandise INVeNtory ........cccceeeeiiiiiiiiiiiiiiieee e 6,300
b. Sales Tax Payable.......cccoiiiiiiiii e 9,175
CaAS N e 9,175
Ex. 5=-25
a. Accounts Receivable—Beta CoO. .....covevvveiivieeiiinennnns 11,500
Sl S e 11,500
Cost of Merchandise Sold ......cooveieeieiieiaan 6,900
Merchandise INVeNtory ........ccccceeeeiiieiiiiiiiiiiiiee e 6,900
b. Sales Returns and Alowances ........ccoveveiieiiiienann.. 900
Accounts Receivable—Beta CoO......coevvevvenveienannnn.. 900
Merchandise INVENtOrY ........ccoevieieiiiiiiiiiciee e 540
Cost of Merchandise Sold.......c.cooeveiiiiiiiiiiieiin 540
. CaAS o, 10,388
SAlES DISCOUNTES .o 212
Accounts Receivable—Beta CoO......oevvevvenveienannnn. 10,600
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Ex. 5-26

a. Merchandise INVENtOry ......ccccovviiieiiiiiiiiiiiee e 11,500
Accounts Payable—Superior Co. .....cccccceeeeeieeeenne. 11,500

b. Accounts Payable—Superior Co. ....ccccccceeviiieiiiiiennnnnn 900
Merchandise INVeNtory ........cccoeeeeieiiiiiiiiiiiciieeeeeee 900

c. Accounts Payable—Superior Co. ....cccccceeeeeeiieiiviennnnnnn 10,600
CaASh o 10,388

Merchandise INVeNtory ........cccceeeeieiieiiiiiiiiciiee e 212

Ex. 5=27

a. debit
b. debit
c. credit
d. debit
e. debit
f. debit
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Ex. 5-28

Balance Sheet Accounts

100 Assets
110 Cash
112 Accounts Receivable
114 Merchandise Inventory
115 Store Supplies
116 Office Supplies
117 Prepaid Insurance
120 Land
123 Store Equipment
124 Accumulated Depreciation—
Store Equipment
125 Office Equipment
126 Accumulated Depreciation—
Office Equipment
200 Liabilities
210 Accounts Payable
211 Salaries Payable
212 Notes Payable
(Short-Term)
300 Stockholders’ Equity

310 Capital Stock

311 Retained Earnings
312 Dividends

313 Income Summary

Income Statement Accounts

400

500

600

Revenues

410 Sales

411 Sales Returns and
Allowances

412 Sales Discounts

Expenses

510 Cost of Merchandise Sold

520 Sales Salaries Expense

521 Advertising Expense

522 Depreciation Expense—
Store Equipment

523 Store Supplies Expense

524 Transportation Out

529 Miscellaneous Selling
Expense

530 Office Salaries Expense

531 Rent Expense

532 Depreciation Expense—
Office Equipment

533 Insurance Expense

534 Office Supplies Expense

539 Miscellaneous Admin-

istrative Expense

Other Expense
610 Interest Expense

Note: The order of some of the accounts within subclassifications is somewhat
arbitrary, as in accounts 115-117 and accounts 521-524. In a new business, the
order of magnitude of balances in such accounts is not determinable in advance.
The magnitude may also vary from period to period.
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Ex.

Ex.

(b)
(d)
(e)
(f)
(9)
()

Ex.

Ex.

5-29

Cost of Merchandise Sold ......coooveveeieiiiiean 11,550
Merchandise INVeNtory ........ccccovveiiiiiiiiiiiiiiiiee e 11,550

5-30

Cost of Merchandise Sold

Sales

Sales Discounts

Sales Returns and Allowances
Salaries Expense

Supplies Expense

5-31

2003:  2.07 [$58,247,000,000 + ($30,011,000,000 + $26,394,000,000)/2]
2002:  2.24[$53,553,000,000 + ($26,394,000,000 + $21,385,000,000)/2]

These analyses indicate a decrease in the effectiveness in the use of the as-
sets to generate profits. This decrease is probably due to the slowdown in
the U.S. economy during 2002-2003. However, a comparison with similar
companies or industry averages would be helpful in making a more definitive
statement on the effectiveness of the use of the assets.

5-32

4.13 [$12,334,353,000 + ($2,937,578,000 + $3,041,670,000)/2]

Although Winn-Dixie and Zales are both retail stores, Zales sells jewelry at a
much slower velocity than Winn-Dixie sells groceries. Thus, Winn-Dixie is
able to generate $4.13 of sales for every dollar of assets. Zales, however, is
able to generate only $1.53 in sales per dollar of assets. This makes sense
when one considers the sales rate for jewelry and the cost of holding jewelry
inventory, relative to groceries. Fortunately, Zales is able to counter its slow
sales velocity, relative to groceries, with higher gross profits.
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Appendix Ex. 5-33

INCOME SUMMANY .....uiiiiiiii e
Sales DISCOUNTS ..o
Sales Returns and Allowances............cccceeeveeninnes
Cost of Merchandise Sold..........ccccciiiiiiiiiiiiieiiins
Selling EXPeNSES ..o
Administrative EXPENSES .......coevveieiiiiiiiiiiiieieeeeee
INterest EXPeNSe ...

INCOME SUMMANY .....eiiiiiiiie e
Retained Earnings .......ccoovvviiiiiniiiieeeeeeiiee e

Retained EarningsS.......cooovuuiiiiiiiiieeeeeeeeiiiiceee e

Dividends
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925,000

847,500

77,500

25,000

925,000

20,000
60,000
560,000
120,000
80,000
7,500

77,500

25,000



PROBLEMS

Prob. 5-1A

SOMBRERO CO.
Income Statement
For the Year Ended November 30, 2006

Revenue from sales:

Gross Profit.....coeeeeeiiii s

Operating expenses:
Selling expenses:

Sales salaries expense ........cccccvvennnnnn.
Advertising expense ......ccccccceeeeeeeeeeennn.

Depreciation expense—store

equipment .....cccoeeeeeiii e,
Miscellaneous selling expense...........
Total selling expenses....................

Administrative expenses:

Office salaries expense.......cccccccceeeeeeeeeenne.
ReNt eXPeNSe ....cc.veviiiiiieieee e
INnSurance exXpense.........cceeveveiieeiiieennneens

Depreciation expense—office

EQUIPMENT ...
Office supplies expense........cccceeeeevvnnnnnnnn.
Miscellaneous administrative expense....

Total administrative expenses............
Total operating expenses ........ccoeeeeeeeeennns
Income from operations .........ceeeeevvviviiinnnnnn.

Other expense:

Interest eXpense........ccooveveiiiiiiiciiieeie
NEt INCOME ..uuiiiieiieieeeee e
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$1,802,400
$ 25,200
13,200 38.400
$1,764,000
1,284,000
$ 480,000
$252,000
33,960
5,520
1,320
$ 292,800
$ 49,200
26,580
15,300
10,800
1,080
1,440
104,400
397,200
$ 82,800

1,200

$ 81,600



Prob. 5-1A Continued

2.
SOMBRERO CO.
Retained Earnings Statement
For the Year Ended November 30, 2006

Retained earnings, December 1, 2005.........cccccvvvvvvvvvnnene. $261,600
Net income forthe year ........cccovvvvvieiieeiiiii e, $81,600

LesSsS dividends ......oooviiiiiiiii 30,000

Increase in retained earningsS........ccoevvvviiiinneeeeeeeeeiiinen 51,600
Retained earnings, November 30, 2006............ccccoeeeeennee. $313,200
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Prob. 5-1A Continued

3.

SOMBRERO CO.
Balance Sheet
November 30, 2006

Assets
Current assets:
CasSh .o $ 91,800
Accounts receivable.........ccccceeiiiiiiiiiiiiinnns 74,400
Merchandise inventory ..........ccccceevvvvnnnnnnn. 120,000
Office supplies ......ouuiiiiiiiiiiiiiici e 3,120
Prepaid inSurancCe.........cccceeeeeeeeeeeeeiiinnnnnnnn. 8.160
Total current assetS.......cccceeeeeviiiiiiiiiinnnn $297,480
Property, plant, and equipment:
Office equipment .......ccccvveveeeeeiiiiciiiee, $ 76,800
Less accumulated depreciation............. 12960 $ 63,840
Store equipmMent.......ccccvvveeieeee e, $141,000
Less accumulated depreciation............. 58,320 82,680
Total property, plant, and
EQUIPMENT ..o 146,520
Total aSSetsS ..oovvveiiiiei e $444,000
Liabilities
Current liabilities:
Accounts payable ........ccccceeeiiiiiiciiiiiee, $ 32,400
Note payable (current portion) ................. 3,000
Salaries payable.......cccooooiiiiiiiii 2,400
Total current liabilities............c.cccccuveee.. $ 37,800
Long-term liabilities:

Note payable (final payment due 2016).... 33.000
Total liabilities..........ccocevveveeiiie e, $ 70,800
Stockholders’ Equity

Capital StoCK.......coeevviiiiiiiiiee e, $ 60,000
Retained earnings .........cceeevveieiiieeeiiiiiieeeeeee 313,200 373,200
Total liabilities and stockholders’ equity...... $444,000
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Prob. 5-1A Concluded

4.

a.

The multiple-step form of income statement contains various sections
for revenues and expenses, with intermediate balances, and concludes
with net income. In the single-step form, the total of all expenses is de-
ducted from the total of all revenues. There are no intermediate bal-
ances.

In the report form of balance sheet, the assets, liabilities, and stockhold-
ers’ equity are presented in that order in a downward sequence. In the
account form, the assets are listed on the left-hand side, and the liabili-
ties and stockholders’ equity are listed on the right-hand side.
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Prob. 5-2A

1.
SOMBRERO CO.
Income Statement
For the Year Ended November 30, 2006
Revenues:
Net SAIES ..o $1,764,000
Expenses:
Cost of merchandise sold ..........ccovvvvvvvviiiiiiiiiiiiiinnne, $1,284,000
SelliNg EXPENSES ..ccoviiiiiiieee e 292,800
AdMINiStrative eXPENSES .......cvveieeiiiieiiiiiiiee e eeeeeiieens 104,400
INterest EXPENSE ... 1,200
Total EXPENSES .ooviiiiiiee e 1,682,400
NEE TNCOME .o $ 81,600
2.
SOMBRERO CO.
Retained Earnings Statement
For the Year Ended November 30, 2006
Retained earnings, December 1, 2005.........ccccccvvvvvvevenneee. $261,600
Net income forthe year ........cccovvvvvieiieeiiiii e, $81,600
LesSsS dividends ......oooviiiiiiiii 30,000
Increase in retained earningsS........ccooeuvviiiiinneeeeeeeeiiiienen 51,600
Retained earnings, November 30, 2006............ccccoeeeeeennee. $313,200
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Prob. 5-2A Concluded

3.

SOMBRERO CO.
Balance Sheet

November 30, 2006

Assets
Current assets:
(OF-1] 1 [ $ 91,800
Accounts receivable ............ 74,400
Merchandise inventory ........ 120,000
Office supplies .....cccceeeeeeenee. 3,120
Prepaid insurance................. 8.160
Total current assets ..........
Property, plant, and equipment:
Office equipment.................. $ 76,800
Less accum. depreciation 12,960 $ 63,840
Store equipment................... $141,000
Less accum. depreciation 58,320 82,680

Total property, plant,
and equipment ................
Total assetsS .......ceeieeieeiivieeinnnns

$297,480

146,520
$444,000

249

Liabilities
Current liabilities:
Accounts payable............ $32,400
Note payable (current
POrtion).......cceeevvvvnnnnnnnn. 3,000

Salaries payable..............

Total current liabilities $ 37,800
Long-term liabilities:
Note payable (final

payment due 2016)....... 33.000

Total liabilities ................... $ 70,800

Stockholders’ Equity
Capital stock ......cccevveeeeennn, $ 60,000
Retained earnings.............. 313,200 _373,200
Total liabilities and
stockholders’ equity .......

$444,000



Prob. 5-3A

Mar.

13

13

14

14

15

Cost of Merchandise Sold .......c.ccoevveviiiiiiiiin.

Merchandise

INVeNtOry ..o

Cost of Merchandise Sold .......c.oovevveviiiiiiiiin.

Merchandise

INVeNtOry ..o

Accounts Receivable—North Star Company....

Sales ............

Cost of Merchandise Sold .......c.oooeiveieeiiiiiiiin.

Merchandise

INVeNtOry ..o

Cost of Merchandise Sold .......c.oooevveviiiiiiiiiin.

Merchandise

INVeNtory ...

Accounts Receivable—American Express .......

Sales ............

Cost of Merchandise Sold .......c.oovevveviiiiiiiiin.

Merchandise

INVeNtory ...

Accounts Receivable—Blech CoO....cccvevvenvennnn..

Cost of Merchandise Sold .......c.oovevveiiiiiiiiiin.

Merchandise

INVeNtOry ..o

Accounts Receivable—North Star

Company

250

7,500

4,500

8,480

4,750

16,000

10,500

6,519

3,700

6,500

3,600

7,500

4,000

15,840
160

7,500

4,500

8,000
480

4,750

16,000

10,500

6,150
369

3,700

6,500

3,600

7,500

4,000

16,000



Prob. 5-3A Continued

Mar. 16

16

18

18

18

24

27

28

31

31

April 3

10

Sales Returns and Allowances ........cccovevveenne...
Accounts Receivable—Blech Co..................

Merchandise INVentory ........ccccceeeeeieeieieeiiiininnnn.
Cost of Merchandise Sold............cceevvviinnnnnn.

Accounts Receivable—Westech Company.......
SAlES oo

Accounts Receivable—Westech Company.......
CaSh e

Cost of Merchandise Sold ..........ccoooevviiiiinennnne.
Merchandise Inventory ........cccccceeeeeeieiieeeiinnns

Credit Card EXPense........cceeeeeeieeiiveeiiiiiiieeeeeee
Accounts Receivable—American Express..

Accounts Receivable—Westech Company .

Transportation OUL .......ccooeeieiiiiiiiiiii e
Cash ..

Accounts Receivable—Babcock Co. ...........

Credit Card EXPense........cceeeeeeieeiiveeiiiiieeeeeeeee
Cash .o

Sales Tax Payable.........cccccoooiiiiiiii
CaSh e

251

6,850

210

4,100

6,633
67

7,680
320

6,923
137

1,275

7,500

725

2,800

800

360

6,850

210

4,100

6,700

8,000

7,060

1,275

7,500

725

2,800



Prob. 5-3A Concluded

This solution is applicable only if the P.A.S.S. Software that accompanies the text is
used.

INTERSTATE SUPPLIES CO.
Trial Balance
April 10, 20—

110 CAShN e 88,315
111 Notes Receivable. ..., 120,000
112 Accounts Receivable.........ccocoiiiiiii 117,500
115 Merchandise INVEeNtOry .......ocoeviiiiiiiiieeeeeeeeeei 140,210
116  Office SUPPLIES..ccooeeiiieiieeee e 5,600
117  Prepaid INSUranCe......ccoeveeiiiiiiiiiiiiieee e 3,400
120 Office EQUIPMENT ...oevviiiiieie e 85,000
121 Accum. Depreciation—Office Equipment............. 12,800
210 Accounts Payable.......cccooooiiiiiiiiiiii e, 55,600
212 Salaries Payable ..., 2,400
220 Notes Payable ... 48,500
310 Capital STOCK ...uuiiiieiiieeiiiice s 100,000
311 Retained Earnings ......ccouuueoiiiieieiieeiiiiiiiee e eeeeeeieeens 249,999
312  DIVIAENAS...ccciiiiiiiiiii et 29,500
410 SAIES s 1,333,500
411 Sales Returns and Allowance..........ccccoooeeeiivinnnnnes 23,900
412 Sales DISCOUNTS ....oooiiiiiiiiiiie e 22,264
510 Cost of Merchandise Sold..........cccvviiiiiiiiiiiiiiinines 809,790
520 Sales Salaries EXPense......cceeevvvviviiiiiiieeeeeeeeeeiinens 173,200
521 AdvertisSing EXPeNnse .......cccoiviiiiiiiiiiiiiiiie s 43,800
522 Depreciation Expense—Store Equipment............ 6,400
523 Credit Card EXPEeNSe ......cuuiiiiieiiiiiiiiiiiieiee e 1,045
524  Transportation OUL .........uueiiiiiiiiiiiiiiiiee e 1,275
529 Miscellaneous Selling Expense........cccceeeeeevvennnnees 1,600
530 Office Salaries EXPeNSe .....ccooeeeviveeviiiiiiieeeeeeeeeeiines 84,150
531 RENt EXPENSE ..eeiiiiiieeeee e 31,350
532 Depreciation Expense—Office Equipment........... 12,700
533  InsSurance EXPense ... 3,900
534 Office Supplies EXpense.......ccccvveeviiiiiiieeeeeieceinnnns 1,300
539 Miscellaneous Administrative Expense................ 1,600
610 Interest REVENUE ........coooiiiiiiiiiiii e 11,000
710  Interest EXPEeNSEe ..o 6,000
TOtAIS oo 1,813,799 1,813,799
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Prob. 5-4A

Aug.

1 Merchandise INVeNtory .......cccccevvveeiiiiiiiiineeeeeee,
Accounts Payable—Fisher Co.........c............

10

13

14

18

18

19

23

29

31

31

Merchandise INVentory ........ccccceeeeeieeieieeiiiininnnn.
Accounts Payable—Byrd CoO. ..........ccceveeneenn

Accounts Payable—Fisher Co.......cccccoeeevinnnnnn.n.

Cash

Merchandise Inventory ........ccccccceeeeieeiieeeninnns

Merchandise INVentory .........cccceeeeiiiiiiieeiiiiiinnnn.
Accounts Payable—Mickle Co......................

Accounts Payable—Mickle Co.......ccccccceevvnnnnnn.n.
Merchandise Inventory ........ccccccceeeeieeiieeeeinnns

Merchandise INVentory .........ccccceeeveeeiiieeiiiininnnn.
Accounts Payable—Lanning Company .......

Merchandise INVentory .........cccceeeeveeiieieeiiiininnn.

Cash

Merchandise INVentory ........ccccceeeeeieeieieeiiiininnnn.
Accounts Payable—Hatcher Co. ..................

Accounts Payable—Mickle Co.......ccccccceevennnnn...

Cash

Merchandise Inventory .......ccccccceeeeeeeeiieeeeinnns

Accounts Payable—Hatcher Co.............cccuunn....

Cash

Merchandise Inventory ........cccccceeeeeieeiiieeninnns

Accounts Payable—Lanning Company.............

Cash

Accounts Payable—Byrd Co..........cccevvvvvvvinnnnnnn.

Cash
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8,750

10,400

8,750

7,500

2,500

10,000

150

7,500

5,000

7,500

10,000

10,400

8,750

10,400

8,580
170

7,500

2,500

10,000

150

7,500

4,950
50

7,350
150

10,000

10,400



Prob. 5-4A Concluded

This solution is applicable only if the P.A.S.S. Software that accompanies the text is
used.

PETUNIA CO.
Trial Balance
August 31, 20—

110 CAShN e 42,320
111 Notes Receivable. ..., 120,000
112 Accounts Receivable.........ccocoiiiiiii 121,000
115 Merchandise INVEeNtOry .......ocoeviiiiiiiiieeeeeeeeeei 216,430
116  Office SUPPLIES..ccooeeiiieiieeee e 5,600
117  Prepaid INSUranCe......ccoeveeiiiiiiiiiiiiieee e 3,400
120 Office EQUIPMENT ...oevviiiiieie e 85,000
121 Accumulated Depreciation—Office Equipment ... 12,800
122 Store EQUIPMENT ... 153,000
123 Accumulated Depreciation—Store Equipment .... 34,200
210 Accounts Payable.......cccooooiiiiiiiiiiii e, 55,600
212 Salaries Payable ..., 2,400
220 Notes Payable ... 56,000
310 Capital STOCK ...uuiiiieiiieeiiiice s 50,000
311 Retained Earnings ......ccouueiiiiiieeiieeeiiiiiiiee e eeeeeeiinens 470,750
312  DIVIAENAS...ccciiiiiiiiiii et 35,000
410 SAIES s 1,275,000
411 Sales Returns and Allowance...........cccooeeeeiiiinnnnnnes 23,100
412 Sales DISCOUNTS ....oooiiiiiiiiiiie e 21,900
510 Cost of Merchandise Sold..........cccvviiiiiiiiiiiiiiininnes 775,000
520 Sales Salaries EXPense......coooovvvveeiiviiiiineeeeeeeeeiines 173,200
521 Advertising EXPeNnse .......ccoeeviiiiiiiiiiiiiiee e 43,800
522 Depreciation Expense—Store Equipment............ 6,400
529 Miscellaneous Selling Expense........cccceeeeeevvennnnees 1,600
530 Office Salaries EXPeNSe .....ccooeeeviveeviiiiiiieeeeeeeeeeiines 84,150
531 RENt EXPENSE ..eeiiiiiieeeee e 31,350
532 Depreciation Expense—Office Equipment........... 12,700
533  InsSurance EXPense ... 3,900
534 Office Supplies EXpense.......ccccvveeviiiiiiieeeeeieceinnnns 1,300
539 Miscellaneous Administrative Expense................ 1,600
610 Interest REVENUE ........coooiiiiiiiiiiii e 11,000
710  Interest EXPEeNSEe ..o 6,000
TOtAIS oo 1,967,750 1,967,750
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Prob. 5-5A

Jan. 3

13

15

16

19

19

22

22

23

Merchandise INVentory .........cccceeeeeiieiiieeiiiinnnnnn. 10,720
Accounts Payable—Pynn Co...........ccceeeeeeeen
[$16,000 — ($16,000 x 35%)] = $10,400
$10,400 + $320 = $10,720

Merchandise INVentory .........cccceeeeveeiiiieeiiiinnnnnn. 8,000
Accounts Payable—Wilhelm Co...................

Accounts Receivable—Sievert Co........ccoeevveen.. 7,500
SIS e

Cost of Merchandise Sold .......ccocovvvvviviveiiiiinnnn, 4500
Merchandise Inventory ........cccccceeeeeeieiieeeiinnns

Accounts Payable—Wilhelm Co. ...................... 1,800
Merchandise Inventory .........ccccceeeeevviiieeeeenn,

Accounts Payable—Pynn Co. ........ccceevvvivvnnnnnnn. 10,720
CaAS N e
Merchandise Inventory .........ccccceeeeeeiiiieeeeeen,

Accounts Payable—Wilhelm Co. ...................... 6,200
CaAS N e
Merchandise Inventory ........cccccceeeeeeeeeeeeeeinnns

CaAS K e 7,350

SaleS DISCOUNTS ..evieeeie e 150
Accounts Receivable—Sievert Co. ..............

Accounts Receivable—American Express ....... 6,450
SIS e

Cost of Merchandise Sold .......ccocovvvvviviveiiiiinnnn, 3,950
Merchandise Inventory ........cccccceeeeeeieeeeeeeinnes

Accounts Receivable—Elk River Co. ................ 3,480
SIS e

Cost of Merchandise Sold .......ccocovvvevivieeiiiinn, 1,400
Merchandise Inventory ........cccccceeeeeeeeeeeeeeinnns

CaAS K e 9,350
SIS e
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10,720

8,000

7,500

4,500

1,800

10,512
208

6,138
62

7,500

6,450

3,950

3,480

1,400

9,350



Prob. 5-5A Continued

Jan.

23 Cost of Merchandise Sold ........ccooeeeeiiiiiiiiiiinnnnn.
Merchandise Inventory ........cccccceeeeeieeieeeeeinnnes

25 Sales Returns and Allowances .......ccoeeveevunenn...
Accounts Receivable—Elk River Co............

25 Merchandise INventory ........ccccceeeeeeeeiiieeeiiiinnnn.
Cost of Merchandise Sold...........cccceevvviinnnnnn.

31 CASH o
Credit Card EXPense.........cceeeeeeieeiieeeiiiiiieee e
Accounts Receivable—American Express..

256

5,750

1,480

600

6,225
225

5,750

1,480

600

6,450



Prob. 5-5A Concluded

This solution is applicable only if the P.A.S.S. Software that accompanies the text is
used.

INGRESS COMPANY
Trial Balance
January 31, 20—

110 CAShN e 23,819
111 Accounts Receivable........cccooiiiiiiii 11,500
115 Merchandise INVEeNtOry .......oooeviiiiiiiiieeeieeeeeei 77,745
116  Prepaid INSUranCe......ccoeeeeeiiiieiiiiiiiee e 3,200
117  Office SUPPLIES..cooeeeeiieie e 1,000
210 Accounts Payable.......cccooooiiiiiiiiiiiii s 12,000
310 Capital STOCK ...uuiiieiiiieiiiiiici s 30,000
311 Retained Earnings ......cccuueeeiiieieiieeeiiiiiiee e eeeeeeiinens 54,660
312  DIVIAENAS..ccciiiiiiiiiieeeeeeeeiee et 16,000
410 SAIES s 104,080
411 Sales Returns and Allowance..........ccccooeeeeiiiininnnens 6,980
412 Sales DISCOUNTS ...ccoiiiiiiiiiiiie e 816
510 Cost of Merchandise Sold..........cccevviiiiiiiiiiiiiiinines 31,245
520 Sales Salaries EXPense......ccooevvveeiiiiiiiineeeeeeeeeiinns 10,500
521 AdvertisSing EXPeNnse .......ccooeeiiiiiiiiiiiiiiiie e 5,000
522 Credit Card EXPENSe ......uuuiiiiieiiiieiiiiiiiieee e 485
529 Miscellaneous Selling Expense........cccoeeeeeevveennnnes 250
530 Office Salaries EXPeNSe .....ccooeevevveeviiiiiiieeeeeeeeeeiines 6,500
531 RENt EXPENSE ..uuniiiiiiieeeee e 5,500
539 Miscellaneous Administrative Expense................ 200
TOtAIS oo 200,740 200,740
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Prob. 5—-6A

1.

June 2 Accounts Receivable—Brandy Company......... 14,000
SAlIBS i 14,000

2 Accounts Receivable—Brandy Company......... 350
CaSh .., 350

2 Cost of Merchandise Sold ..........ccccooeeeeiiiineen, 8,000
Merchandise Inventory .........ccccceeeeeevivieeeeenn, 8,000

8 Accounts Receivable—Brandy Company......... 12,500
SAlIBS e 12,500

8 Cost of Merchandise Sold ...........cccooeeeeviiiieein, 7,500
Merchandise Inventory .........ccccceeeeeeviiieeeeenn, 7,500

8 Transportation Out .........ccoevviiiiiiiiieeeeeeeen 550
CaSh .., 550

12 Sales Returns and Allowances .............ccccuvune... 3,000
Accounts Receivable—Brandy Company.... 3,000

12 Merchandise INnVentory ........ccccceeeveevviieecevenin, 1,800
Cost of Merchandise Sold............ccccccoeeeennnn. 1,800

12 Cash e, 14,070

Sales DISCOUNtS ....ccovviiieiiiie e 280
Accounts Receivable—Brandy Company.... 14,350

23 CaASh e 9,405

Sales DISCOUNTS ....ccovviiieiiiii e 95
Accounts Receivable—Brandy Company.... 9,500

24 Accounts Receivable—Brandy Company......... 10,000
SAlIBS i 10,000

24 Cost of Merchandise Sold ...........ccccooeeiiiiiiienn, 6,000
Merchandise Inventory ........cccccceeeeeieeiieeeeinnns 6,000

30 CaASh oo 10,000
Accounts Receivable—Brandy Company.... 10,000
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Prob. 5-6A Concluded

June

2

12

12

23

24

26

30

Merchandise INVentory ........ccccceeeeeeeeiiieeiiiiiinnnn.
Accounts Payable—Schnaps Company ......
$14,000 + $350 = $14,350

Merchandise INVentory .........cccceeeeeeeeiiieeiiiininnn.
Accounts Payable—Schnaps Company ......

Accounts Payable—Schnaps Company............
Merchandise Inventory ........cccccceeeeeieeeieeeninnns

Accounts Payable—Schnaps Company............

Cash

Merchandise Inventory ........cccccceeeeeeeeiieeeninnes

Accounts Payable—Schnaps Company............

Cash

Merchandise Inventory ........ccccccceeeeieeiieeeeinnns

Merchandise INVentory .........cccceeeeveeiieieeiiiininnn.
Accounts Payable—Schnaps Company ......

Merchandise INVentory ........ccccceeeeeieeieieeiiiininnnn.

Cash

Accounts Payable—Schnaps Company............

Cash
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14,350

12,500

3,000

14,350

9,500

10,000

310

10,000

14,350

12,500

3,000

14,070
280

9,405
95

10,000

310

10,000



Appendix—Prob. 5-7A

1. GLYCOL CO.
Work Sheet
For the Year Ended December 31, 2006
Adjusted Income Balance
Trial Balance Adjustments Trial Balance Statement Sheet
Account Title Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.

1 Cash.iiieeee 12,165 oot s e 12,165 oot s e 11,165 .............. 1

2 Accounts Receivable.......... 86,100 ..ooiiiiiiiiiis s e 86,100 ..ooiiiiiiiiiit s e 86,100 .............. 2

3 Merchandise Inventory....... 235,000 oo e (@) 6,400 228,600 .....ccccciiiir e e e 228,600 .............. 3

4 Prepaid Insurance............... 10,600 ..coooviiiiiies e, (b) 5,000 5,600 it s e 5,600 ............ 4

5 Store Supplies ......cccceeeueee. 3,750 i e (c) 2,550 1,200 iiiiiiiiies et e 1,200 .............. 5

6 Office Supplies ........cccc....... 1,700 iiiiiiiies e (d) 800 900 it e e 900 ...oceeene 6

7 Store Equipment................. 225,000 .ooiiiiiiiiiiiit s e 225,000 .ooiiiiiiiiiiiit s e 225,000 .............. 7

8 Acc. Depr.—Store EqQUip.... .ccccceeeeeennne 40,300 ....cceeeenns (e) 8,500 ... 48,800 ..iiviiiiiiiiiis s e 48,800 8

9 Office Equipment................ 72,000 iiiiiiiiiiiiies s e 72,000 i s e 72,000 .............. 9
10 Acc. Depr.—Office EqUip... .cccccceerunnn. 17,200 .....cc..c..... (f) 4,500 .....c......... 21,700 oot s e 21,700 10
11 Accounts Payable...........cc.. eeeeiiinnnene, 56,700 iiiiiiiiiiiiis s v 56,700 i s v 56,700 11
12 Salaries Payable.......ccccociiis coviiiiiiiiiis v rreea e, (@ 2,200 ..o 2,200 i s e 2,200 12
13 Unearned ReNt.......ccccceevviiir veveeeeiiine, 1,200 (h) 800 .vviiiiiiiit e 400 it e e 400 13
14 Note Payable (final ............. 14
15 payment due 2016).......c.. .eereeernnnne 185,000 ..ooiiiiiiiiiies e e 185,000 ..ooiiiiiiiiiies e e 185,000 15
16 Capital StoCK.....ccooeeiiiiiiis v 80,000 ..iiiiiiiiiiiies s e 80,000 ..iiiiiiiiiiiies s e 80,000 16
17 Retained Earnings ........cccee. weveeevvinnnen. 202,100 oot e e 202,100 oot e e 202,100 17
18 Dividends .......cccoeiieiieennnn. 40,000 ..iiiiiiis e e 40,000 ..iiiiiiiis e e 40,000 .............. 18
19 SAlES ceiiiii s e 847,500 ..cciiiiiiiit e e 847,500 ................ 847,500 ...ooviiiiiiies e 19
20 Sales Returns and Allow.... 15,500 i e e 15,500 .....cccennee 15,500 i e e 20
21 Sales Discounts.................. 6,000 ..coiiiiiiiit e e 6,000 ................ 6,000 oo e e 21
22 Cost of Merch. Sold............ 501,200 ................ (& 6,400 ................ 507,600 ................ 507,600 ...ooiiiiiiiis e e 22
23 Sales Salaries Expense ..... 86,400 ........cc.... (@ 1,450 ..o 87,850 ...cceeeeens 87,850 it e e 23
24 Advertising Expense. .......... 29,450 i s e 29,450 ...ccoeeeeenns 29,450 s e e 24
25 Depr. Exp.—Store EqUip.... «occcvvviiiiie cevviiiieennn (e) 8500 ...eeen. 8,500 ....ccceeeenns 8,500 .ot s e 25
26 Store Supplies EXpense..... .ccoovvcviieer cvvvivvvienenn. () 2550 ..cooeereennns 2,550 ., 2,550 s s 26
27 Misc. Selling Expense........ 1,885 it s e 1,885 ... 1,885 s e e, 27
28 Office Salaries Expense..... 60,000 .........c..... (9) 750 i, 60,750 ...ccceeeeenns 60,750 it e e 28
29 Rent EXpense........ccccoceeeuee. 30,000 ..iiiiiiiiiies e e 30,000 .....ccceeeneee. 30,000 .iiiiiiieit s e 29
30 INSUrance EXpense .......cccce wveveeeiiiiiee ceveeeeiiinn (b) 5,000 .....ccc.c..... 5000 ..ccoveeenne 5,000 it s e 30
31 Depr. Exp.—Office EQUIP... oveeeeeviiier v, ) 4500 ............... 4,500 .....ccoeeeee.. 4,500 i e e 31
32 Office Supplies EXpense.... .ccoccvvviier ceveeeviinnnn, (d) 800 ..o 800 ...ccoovveennnn. 800 it s 32
33 Misc. Admin. Expense........ 1,650 i e, 1,650 ... 1,650 it e e, 33
34 RENE REVENUE......ciiiiiiiiiiiiis i ceeeeeeiiriees aevrnnnneeeeens (h) 800 ... 800 ...ooveeeenns 800 .ooiiiiiit e 34
35 Interest Expense................. 12600 .ooeeieiiiiiies e i, 12600 ....ceeeeee..... 12600 ooiiiiiiiiiies e e, 35
36 1,430,000 1,430,000 30,750 30,750 1,445,200 1,445,200 774,635 848,300 670,565 596,900 36
37 Netincome.......cccoceeeniiennnne 73,665 ..ccooeiiiiie i, 73,665 37
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848,300

848,300

670,565 670,565 38




Appendix—Prob. 5-7A Continued

2.

GLYCOL CO.
Income Statement
For the Year Ended December 31, 2006

Revenue from sales:

SAIES .o $847,500
Less: Sales returns and allowances........ $15,500
Sales discountS.......coceeevviiiiieinnnnnn. 6,000 21,500
Net SAlES....ooeeeeeeee e, $826,000
Cost of merchandise sold ...........ccoevvveiviinnnens 507,600
GroSS Profite... e $318,400

Operating expenses:
Selling expenses:

Sales salaries expense ...........cccvvveee.. $87,850
Advertising expense ......ccccccceeeeeeeeeeennn. 29,450
Depreciation expense—store equip. .. 8,500
Store supplies expense .......cccccevvvnnnnnn. 2,550
Miscellaneous selling expense............ 1,885
Total selling expenses.........ccceeeunne. $130,235
Administrative expenses:
Office salaries expense .........cccceevveeeee. $60,750
Rent eXpense ..o, 30,000
Insurance exXpense .........ccceeeeeveieeennnns 5,000
Depreciation expense—office equip... 4,500
Office supplies expense ........ccccccuunnnn.. 800
Miscellaneous admin. expense........... 1,650
Total administrative expenses....... 102,700
Total operating eXpenses ..........ccceeeeeeenees 232,935
Income from operations .........cceeeevvvveviiinnnnnnn. $ 85,465
Other income and expense:
RENT FEVENUE ...eeeeeeiiiiiee et $ 800
Interest eXpense. ... (12,600) (11,800)
NEt INCOME ..euiiiiieiieeeeeee e $ 73,665
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Appendix—Prob. 5-7A Continued

3.

GLYCOL CO.
Retained Earnings Statement
For the Year Ended December 31, 2006

Retained earnings, January 1, 2006

Net income fortheyear .......cccccvvvvieeiiicic e, $73,665
LesSS dividends ......oooviiiiiiiie e 40,000
Increase in retained earningsS........cccevvvviiiiinneeeeeeeeeiiinnnn

Retained earnings, December 31, 2006
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$202,100

33,665
$235,765



Appendix—Prob. 5-7A Continued

4.

GLYCOL CO.
Balance Sheet
December 31, 2006

Assets
Current assets:
CasSh .o $ 11,165
Accounts receivable.........ccccceeiiiiiiiiiiiiinnns 86,100
Merchandise inventory ..........ccccceevvvvnnnnnnn. 228,600
Prepaid inSurance.........cccceeeeeeeeeeeeeeiinnnnnnnn. 5,600
Store SUPPlES ..o 1,200
Office supplies .......uueeiiiiiiiiiiiic e, 900
Total current assetS........ccceevveveeeciiineennn, $333,565
Property, plant, and equipment:
Store equipmMeNnt.......ccccvvveeieeeeee e, $225,000
Less accumulated depreciation............. 48,800  $176,200
Office equipment .......ccccvvevveeeeiiiiciiiee, $ 72,000
Less accumulated depreciation............. 21,700 50,300
Total property, plant, and
EQUIPMENT ... 226,500
Total aSSetsS ..ovvvvviiiieie e $560,065
Liabilities
Current liabilities:
Accounts payable ........ccccceeeeiiiiieciiiiiee, $ 56,700
Note payable (current portion) ................. 25,000
Salaries payable.......cccooooiiiiiii 2,200
Unearned rent........cccvveviiiiiiinn e 400
Total current liabilities............c.ccceeuveeeen. $ 84,300
Long-term liabilities:

Note payable (final payment due 2016).... 160,000
Total liabilities........ccccoceveveeiiiee e, $244,300
Stockholders’ Equity

Capital StoCK......ceeevviiiiiiiiiee e, $ 80,000
Retained earnings .........cceeevveeeiieeeeiiiiiiieeeee e 235,765 315,765
Total liabilities and stockholders’ equity...... $560,065
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Appendix—Prob. 5-7A Continued

5.

Cost of Merchandise Sold ..., 6,400

Merchandise INVeNtory ........cccceveeiiiiiiiiiiiiiiiiee e 6,400
Insurance EXPense.......coooiiiiiiiiiii e 5,000

Prepaid INSUranCe..........oooeuviiiiiiiieieeeeeei e 5,000
Store Supplies EXPense .......cooovviiiiiiiiiieieeee 2,550

Store SUPPHES ..o 2,550
Office Supplies EXPeNSe ......cooovviiiiiiiiiineeeeeeeeeiinn 800

Office SUPPlIES....cooiiee s 800
Depreciation Expense—Store Equipment ................. 8,500

Accum. Depreciation—Store Equipment.............. 8,500
Depreciation Expense—Office Equipment ................ 4,500

Accum. Depreciation—Office Equipment............. 4,500
Sales Salaries EXPense .......cooovvveiiiiiiiiiieeeeceeen 1,450
Office Salaries EXPeNSe ......cooovvviiiiiiiiiieeeeeeeeeeiin 750

Salaries Payable ..........ccccooiiiiiiiiii s 2,200
Unearned ReNt........cooooiiiiiiiiiiii e 800

ReNt REVENUE ... 800
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Appendix—Prob

. 5=7A Concluded

RENt REVENUE ...
INCOME SUMMANY ..ooviiiiiiiii e

INCOME SUMMANY .....uiiiiiiii e
Sales Returns and Allowances.............cccoeevveeninnes
Sales DISCOUNTS ..o
Cost of Merchandise Sold..........cccccieiiiiiiiiiiieiiins
Sales Salaries EXpPense........cccovveviiiiiiiini e
Advertising EXPeNnsSe ......oooovviiiiiiiiiieeeeeie e
Depreciation Expense—Store Equipment ............
Store Supplies EXpense........cooovvvviiiiiiieie e
Miscellaneous Selling Expense........ccccccceeeeeeeeeeeee.
Office Salaries EXPensSe .......cccoovvvviiiiiiineeeeeeeeeeiiins
RENt EXPENSE ...oeiieiiiee e

Insurance

EXPENSE ..o

Depreciation Expense—Office Equipment...........
Office Supplies EXPense.......cccovvvueieiiiieeeeeeeeeeiinens
Miscellaneous Administrative Expense................
INterest EXPeNSe ...

INCOME SUMMANY .....eiiiiiiii e
Retained Earnings ........ooovvvuiiiiiiinieieeeeeeiiee e

Retained EarningsS.......oooovuuiiiiiiiiieeeeeeeeiiiee e

Dividends
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847,500
800

774,635

73,665

40,000

848,300

15,500
6,000
507,600
87,850
29,450
8,500
2,550
1,885
60,750
30,000
5,000
4,500
800
1,650
12,600

73,665

40,000



Prob. 5-1B

SCIATIC CO.

Income Statement

For the Year Ended July 31, 2006

Revenue from sales:

Gross Profit......coeeeeeiiii s
Operating expenses:

Selling expenses:
Sales salaries expense ........cccccvvvennnnnn.
Advertising expense ......ccccccceeeeeeeeeeennn.
Depreciation expense—store
EqUIPMENT ..
Miscellaneous selling expense............
Total selling expenses....................
Administrative expenses:
Office salaries expense ........cccccceeennnn.
Rent eXpense ..o,
Depreciation expense—office
EqUIPMENT ...
Insurance exXpense .........ccceeeeeeiiieennnns
Office supplies expense ........cccceeeee.
Miscellaneous administrative
EXPENSE..euvieiieirieeeeeeeeeeeeeeeeeeeeeeeneeeees
Total administrative expenses.......
Total operating expenses ........ccoeeeeeeeeennns

Income from operations .........cccoeeevvvvviiiinnnnnnn.
Other expense:

Interest eXpense.......ccooveveiiiiiiiiciiieei

NEet INCOMB ..,
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$1,028,000
$ 18,480
17,520 36,000
$ 992,000
620,000
$ 372,000
$138,560
35,040
5,120
1,280
$ 180,000
$ 67,320
25,080
10,160
3,120
1,040
1,280
108,000
288,000
$ 84,000
4,000
$ 80,000



Prob.5-1B Continued

2.
SCIATIC CO.
Retained Earnings Statement
For the Year Ended July 31, 2006

Retained earnings, August 1, 2005...........ccccceeeeeeiiineeeennee, $301,600
Net income fortheyear .......cccccvvvvieeiiicic e, $80,000

LesSS dividends ......oooviiiiiiiie e 28,000

Increase in retained earningsS........cccevvvviiiiinneeeeeeeeeiiinnnn 52,000
Retained earnings, July 31, 2006 ...........ccoovveviiiiiiiiineeeeene. $353,600
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Prob.5-1B Continued

3.

SCIATIC CO.
Balance Sheet
July 31, 2006

Assets
Current assets:
CaASh e $123,000
Accounts receivable.........ccccceeiiiiiiiiiiiiinnns 96,800
Merchandise inventory ..........ccccceevvvvnnnnnnn. 140,000
Office supplies ......ouuiiiiiiiiiiiiiici e 4,480
Prepaid inSurancCe.........cccceeeeeeeeeeeeeiiinnnnnnnn. 2,720
Total current assetS........ccocceeeeveeeennnne, $367,000
Property, plant, and equipment:
Office equipment .......ccccvveveeeeeiiiiciiiee, $ 68,000
Less accumulated depreciation............. 10,240 $ 57,760
Store equipmMent.......ccccvvveeieeee e, $122,400
Less accumulated depreciation............. 27,360 95,040
Total property, plant, and
EqUIPMENT .. 152,800
Total aSSetsS ..oovvveiiiiei e $519,800
Liabilities
Current liabilities:
Accounts payable ........ccccceeeiiiiiiciiiiiee, $ 44,480
Note payable (current portion) ................. 6,000
Salaries payable.......cccooooiiiiiiiii 1,920
Total current liabilities............c.cccccuveee.. $ 52,400
Long-term liabilities:

Note payable (final payment due 2016).... 38,800
Total liabilities..........ccocevveveeiiie e, $ 91,200
Stockholders’ Equity

Capital StoCK.......coeevviiiiiiiiiee e, $ 75,000
Retained earnings .........cceeevveieiiieeeiiiiiieeeeeee 353,600 428,600
Total liabilities and stockholders’ equity...... $519,800
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Prob.5-1B Concluded

4.

a.

The multiple-step form of income statement contains various sections
for revenues and expenses, with intermediate balances, and concludes
with net income. In the single-step form, the total of all expenses is de-
ducted from the total of all revenues. There are no intermediate bal-
ances.

In the report form of balance sheet, the assets, liabilities, and stockhold-
ers’ equity are presented in that order in a downward sequence. In the
account form, the assets are listed on the left-hand side, and the liabili-
ties and stockholders’ equity are listed on the right-hand side.

270



Prob. 5-2B

1.
SCIATIC CO.
Income Statement
For the Year Ended July 31, 2006

Revenues:

NEL SAIES ..o $992,000
Expenses:

Cost of merchandise sold ........cccccceeeeeiiiiiiiiiiiieeeeee, $620,000

SelliNg EXPENSES ..ccoviiiiiiieee e 180,000

AdMINiStrative eXPENSES .......cvveieeiiiieiiiiiiiee e eeeeeiieens 108,000

INterest EXPENSE ... 4,000

Total EXPENSES .ooviiiiiiee e 912,000
NEE TNCOME .o $ 80,000
2.
SCIATIC CO.
Retained Earnings Statement
For the Year Ended July 31, 2006

Retained earnings, August 1, 2005...........ccccceeeeeiiiiieeeennee, $301,600
Net income fortheyear .......cccoovvvvieeiiiici e, $80,000
LesSS dividends .....coooviiiiiiiie e 28,000
Increase in retained earningsS........ccceeuvviiiiineeeeeeeeeiiiiennn 52,000
Retained earnings, July 31, 2006 ..........cccooevieiiiiiniineeeeene. $353,600
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Prob.5-2B Concluded

3.
SCIATIC CO.
Balance Sheet
July 31, 2006
Assets Liabilities
Current assets: .......ccceeevvvneeeennn. Current liabilities:
Cash ..o, $123,000 Accounts payable ........... $44,480
Accounts receivable ............ 96,800 Note payable
Merchandise inventory ........ 140,000 (current portion) ........... 6,000
Office supplies .....cccceeeeeeennee. 4,480 Salaries payable.............. 1,920
Prepaid insurance................ 2,720 Total current
Total current assets .......... $367,000 liabilities ........c.c...ooo. $ 52,400
Property, plant, and equipment: Long-term liabilities:
Office equipment $ 68,000 Note payable (final
Less accumulated payment due 2016)....... 38,800
depreciation.................. 10,240 $ 57,760 Total liabilities ................... $ 91,200
Store equipment................... $122,400 Stockholders’ Equity
Less accumulated Capital stock ...................... $ 75,000
depreciation .................... 27,360 95,040 Retained earnings.............. 353,600 _428,600
Total property, plant,
and equipment........... 152,800 Total liabilities and
Total assetsS .......ueeeeieeieiiiieeinnns $519,800 stockholders’ equity ....... $519,800
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Prob. 5-3B

Aug.

2 Accounts Receivable—Runyan Co....................

12

14

14

16

16

18

18

Sales o,

Cost of Merchandise Sold......
Merchandise Inventory.....

Cost of Merchandise Sold......
Merchandise Inventory.....

Cost of Merchandise Sold......
Merchandise Inventory.....

Cost of Merchandise Sold......
Merchandise Inventory.....

Accounts Receivable—Runyan Co. .............

Accounts Receivable—American Express .......

Sales o,

Cost of Merchandise Sold......
Merchandise Inventory.....

Accounts Receivable—Westpark Co.................

Sales o,

Cost of Merchandise Sold......
Merchandise Inventory.....

Sales Returns and Allowances ........c..ccoeevvvneen..
Accounts Receivable—Westpark Co. ..........

Merchandise Inventory ..........

Cost of Merchandise Sold
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12,800

7,600

5,350

3,000

2,800

1,800

4,708

2,500

12,544
256

15,000

9,200

12,000

7,200

3,000

1,800

12,800

7,600

5,000
350

3,000

2,800

1,800

4,400
308

2,500

12,800

15,000

9,200

12,000

7,200

3,000

1,800



Prob.5-3B Continued

Aug. 19 Accounts Receivable—DeGroot Co. .................

Sept.

19

19

26

27

28

31

31

15

Sales

Accounts Receivable—DeGroot Co. ....cccnvn......

Cost of Merchandise Sold ..........cccoovviiiiiiinenenne.
Merchandise Inventory ........cccccceeeeeeeeeieieeinnns

Credit Card EXPense........cceeeeeeieeiiveeiiiiiiieeeeeee
Accounts Receivable—American Express..

Accounts Receivable—McNutt Co. ..............

Transportation OUL .......ccooeeiiiiiiiiiiii e

Cash

Credit Card EXPense........cceeeveeieiiiieeiiiiiieeeeeeee

Cash

Sales Tax Payable..........ccccoooiiiiiiiiii

Cash

274

9,500

200

5,700

8,910
90

7,680
320

9,605
95

2,800

1,050

850

4,100

9,500

200

5,700

9,000

8,000

9,700

2,800

1,050

850

4,100



Prob.5-3B Concluded

This solution is applicable only if the P.A.S.S. Software that accompanies the text is
used.

HOLISTIC SUPPLY CO.
Trial Balance
September 15, 20—

110 CAShN e 71,897
112 Accounts Receivable........cccccoiiiiii 67,600
115 Merchandise INVEeNtOry .......oooeviiiiiiiiieeeieeeeeei 64,800
116  Office SUPPLIES..ccoeeiiiiiie e 2,600
117  Prepaid INSUranCe......ccoeeeeeieiieiiiiiiiieee e 6,800
120 Office EQUIPMENT ...oevviiiiieie e 64,000
121 Accumulated Depreciation—Office Equipment ... 10,800
210 Accounts Payable.......cccooooiiiiiiiiiiiii s 27,000
212 Salaries Payable ..., 2,000
220 Notes Payable ..., 30,000
310 Capital STOCK ...uueii i 100,000
311 Retained Earnings ......cccuueeeiiieieiieeeiiiiiiee e eeeeeeiinens 49,258
312 Retained Earnings ......cccuueeeiiieeiiieeiiiiiiiiae e eeeeeeennens 25,000
410 SAIES s 1,561,500
411 Sales Returns and Allowance..........ccccoooeeiiiivennnnns 24,000
412 Sales DISCOUNTS ....coiiiiiiiiiiiie e 11,441
510 Cost of Merchandise Sold..........cccvviiiiiiiiiiiiiinines 1,105,200
520 Sales Salaries EXPense......ccoooevvvveeiiiiiiiieeeeeeceeeiines 210,000
521 AdvertisSing EXPeNnse .......ccoeeeiiiiiiiiiiiiiiieee e 28,300
522 Depreciation Expense—Store Equipment............ 4,600
523 Credit Card EXPEeNSe ......uuuiiiiiiiiiiiiiiiiiieeee e 1,170
524  Transportation OUL .........uueiiiiiiiiiiiieiiiiie e 1,050
529 Miscellaneous Selling Expense........cccoeeeeeevveennnens 1,100
530 Office Salaries EXPeNSe .....ccooeevvvvveviiiiiiieeeeeeeeeeiines 41,000
531 RENt EXPENSE ..uuiiiiiieeeee e 22,150
532 InsSurance EXPensSe ... 12,750
533 Depreciation Expense—Office Equipment........... 9,000
534 Office Supplies EXpense........cccvvvviiiiiiieneeeeieeeiinnns 900
539 Miscellaneous Administrative Expense................ 1,200
710  Interest EXPEeNSEe ..o 4,000
TOtAIS oo 1,780,558 1,780,558
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Prob. 5-4B

Mar.

1 Merchandise INVeNtory .......cccccevvveeiiiiiiiiineeeeeee,
Accounts Payable—Fastow Co....................

13

14

19

19

20

30

31

31

Merchandise INVentory ........ccccceeeeeieeieieeiiiininnnn.
Accounts Payable—Moss Co. ...

Merchandise INVentory .........cccceeeeveeiiiieeiiiinnnnnn.
Accounts Payable—Picadilly Co..................

Accounts Payable—Picadilly Co. ......cccccuvunnnnn..
Merchandise Inventory ........cccccceeeeeeieiieeeninnns

Accounts Payable—Moss CO........cccceeeveeviinnnnnnn.

Cash

Merchandise Inventory ........ccccccceeeeieeiieeeeinnns

Accounts Payable—Picadilly Co. .......cccccuunnnnnn.

Cash

Merchandise Inventory ........cccccceeeeeeeeeieeeeinnns

Merchandise INVentory .........ccceceeeveeeiiieeiiiininnnn.
Accounts Payable—Reardon Co..................

Merchandise INVentory .........ccceceeeveeeiiieeiiiininnnn.

Cash

Merchandise INVentory ........ccccceeeeveeiiiieeiiiiinnnn.
Accounts Payable—Hatcher Co. ..................

Accounts Payable—Hatcher Co.............cccuunn....

Cash

Merchandise Inventory ........cccccceeeeeieeiiieeninnns

Accounts Payable—Fastow Co. ...........ccoevvnnn..e.

Cash

Accounts Payable—Reardon Co. ..........cccoou.....

Cash

276

16,000

9,150

7,500

1,000

9,150

6,500

12,000

500

8,000

8,000

16,000

12,000

16,000

9,150

7,500

1,000

8,970
180

6,370
130

12,000

500

8,000

7,920
80

16,000

12,000



Prob. 5-4B Concluded

This solution is applicable only if the P.A.S.S. Software that accompanies the text is
used.

DAFFODIL COMPANY
Trial Balance
March 31, 20—

110 CAShN e 34,740
111 Notes Receivable. ..., 50,000
112 Accounts Receivable.........ccocoiiiiiii 62,000
115 Merchandise INVEeNtOry .......ocoeviiiiiiiiieeeeeeeeeei 151,760
116  Office SUPPLIES..ccooeeiiieiieeee e 2,600
117  Prepaid INSUranCe......ccoeveeiiiiiiiiiiiiieee e 6,800
120 Office EQUIPMENT ...oevviiiiieie e 64,000
121 Accumulated Depreciation—Office Equipment ... 10,800
210 Accounts Payable.......cccooooiiiiiiiiiiii e, 27,000
212 Salaries Payable ..., 2,000
220 Notes Payable ... 30,000
310 Capital STOCK ...uuiiiieiiieeiiiice s 100,000
311 Retained Earnings ......ccouuueoiiiieieiieeiiiiiiiee e eeeeeeieeens 164,100
312  DIVIAENAS...ccciiiiiiiiiii et 25,000
410 SAIES s 1,500,000
411 Sales Returns and Allowance..........ccccoooeeeiivinnnnnes 21,000
412 Sales DISCOUNTS ....oooiiiiiiiiiiie e 11,000
510 Cost of Merchandise Sold..........cccvviiiiiiiiiiiiiiinines 1,070,000
520 Sales Salaries EXPense......cceeevvvviviiiiiiieeeeeeeeeeiinens 210,000
521 AdvertisSing EXPeNnse .......cccoiviiiiiiiiiiiiiiiie s 28,300
522 Depreciation Expense—Store Equipment............ 4,600
529 Miscellaneous Selling Expense........cccoeeeeeeivennnnes 1,100
530 Office Salaries EXPeNSe .....coooeeevvvevviviiiiieeeeeeeeeeiinens 41,000
531 RENt EXPENSE ..uuiiiiiiieeeee e 22,150
532 InsSurance EXPense ..o 12,750
533 Depreciation Expense—Office Equipment........... 9,000
534 Office Supplies EXpense........cccvvvviiiiiiineieeeeeeeinnnns 900
539 Miscellaneous Administrative Expense................ 1,200
710  Interest EXPEeNSEe ..o 4,000
TOtAIS oo 1,833,900 1,833,900
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Prob. 5-5B

Nov.

3 Merchandise Inventory .......ccccccceeveeiiieieeeiiiiinnn.
Accounts Payable—Whiting Co. ..................
[$25,000 - ($25,000 % 20%)] = $20,000

11

11

13

14

14

15

21

24

Cost of Merchandise Sold ..........ccooeviiiiiieenenne.
Merchandise Inventory ........ccccccceeeeieeiieeeninnns

Merchan

dise INVeNntory ........cceeeeeeieeeeeeeeiiinnn

Accounts Payable—Alamosa Co..................

Accounts Payable—Whiting CO.........ccccevvvunnnnn..
Merchandise Inventory ........ccccccceeeeieeiieeeeinnns

Accounts Receivable—Bowles Co. .....cccce.........

[$2,250 - ($2,250 x 20%)] = $1,800

Cost of Merchandise Sold ..........ccoevviiiiiiinnnn.
Merchandise Inventory ........cccccceeeeeieeiieeeeinnns

Accounts Payable—Whiting CO.........ccccevvvunnnnnn.

Cash

Merchandise Inventory ........cccccceeeeeieeiiieeeinnns

Accounts Receivable—American Express .......

Sales

Cost of Merchandise Sold ..........cooevviiiiiiienennee.
Merchandise Inventory ........cccccceeeeeieeiiieeninnns

Accounts Payable—Alamosa Co............cc.........

Cash

Sales

278

20,000

7,100

4,150

10,800

5,000

1,800

1,050

15,000

9,850

5,900

10,800

1,782
18

4,200

20,000

7,100

4,150

10,800

5,000

1,800

1,050

14,700
300

9,850

5,900

10,590
210

1,800

4,200



Prob. 5-5B Continued

Nov. 24 Cost of Merchandise Sold.....
Merchandise Inventory.....

28 Cash ...coviiiiiiiiiieiieeee,
Credit Card Expense..............

Accounts Receivable—American Express..

30 Sales Returns and Allowances .........cccccvvvunnnnnn.
Accounts Receivable—Kapinos Co. ............

30 Merchandise Inventory ..........

Cost of Merchandise Sold

279

1,850

9,410
440

1,100

600

1,850

9,850

1,100

600



Prob.5-5B Concluded

This solution is applicable only if the P.A.S.S. Software that accompanies the text is
used.

GIRDER COMPANY
Trial Balance
November 30, 20—

110 CAShN e 20,060
111 Accounts Receivable........cccooiiiiiiii 18,100
115 Merchandise INVEeNtOry .......oooeviiiiiiiiieeeieeeeeei 95,082
116  Prepaid INSUranCe......ccoeeeeeiiiieiiiiiiiee e 3,200
117  Office SUPPLIES..cooeeeeiieie e 970
210 Accounts Payable.......cccooooiiiiiiiiiiiii s 8,000
310 Capital STOCK ...uuiiieiiiieiiiiiici s 50,000
311 Retained Earnings ......cccuueeeiiieieiieeeiiiiiiee e eeeeeeiinens 52,660
312  DIVIAENAS..ccciiiiiiiiiieeeeeeeeiee et 12,000
410 SAIES s 98,800
411 Sales Returns and Allowance..........ccccooeeeeiiiininnnens 6,100
412 Sales DISCOUNTS ...ccoiiiiiiiiiiiie e 718
510 Cost of Merchandise Sold..........cccevviiiiiiiiiiiiiiinines 25,630
520 Sales Salaries EXPense......ccooevvveeiiiiiiiineeeeeeeeeiinns 10,000
521 AdvertisSing EXPeNnse .......ccooeeiiiiiiiiiiiiiiiie e 5,500
522 Credit Card EXPENSe ......uuuiiiiieiiiieiiiiiiiieee e 650
529 Miscellaneous Selling Expense........cccoeeeeeevveennnnes 250
530 Office Salaries EXPeNSe .....ccooeevevveeviiiiiiieeeeeeeeeeiines 6,000
531 RENt EXPENSE ..uuniiiiiiieeeee e 5,000
539 Miscellaneous Administrative Expense................ 200
TOtAIS oo 209,460 209,460

280



Prob. 5-6B

Mar.

15

15

15

16

25

31

Accounts Receivable—Brooks Co. ....cccoeene.....

Cost of Merchandise Sold ..........ccoooeviiiiiiennnnnee.
Merchandise Inventory ........cccccceeeeeeeeiieeeeinnns

Transportation OUL .......ccooeeiiiiiiiiiiii e
Cash ..

Accounts Receivable—Brooks Co. ....cccoeene.....

Cost of Merchandise Sold ..........coeeviiiiiinenenne.
Merchandise Inventory ........cccccceeeeeeeeiieeeninnes

Sales Returns and Allowances ........ccccovevveennen..
Accounts Receivable—Brooks Co. .............

Merchandise INVentory ........ccccceeeeeeeiiiieeiiiinnnennn.
Cost of Merchandise Sold...........ccceevvviinnnnnn.

Accounts Receivable—Brooks Co. ....cccoeen......

Cost of Merchandise Sold ...........oooeviiiiiinenenne.
Merchandise Inventory .......ccccccceeeeeeeeiieeeeinnns

Accounts Receivable—Brooks Co. .............

281

12,750

6,000

150

18,500

11,000

2,000

1,200

20,000

1,750

12,000

10,535
215

21,550
200

18,500

12,750

6,000

150

18,500

11,000

2,000

1,200

20,000

1,750

12,000

10,750

21,750

18,500



Prob.5-6B Concluded

Mar.

15

16

25

31

Merchandise INVentory ........ccccceeeeeeeeiiieeiiiiiinnnn.
Accounts Payable—Snyder Company.........

Merchandise INVentory .........cccceeeeeiieiiieeiiiinnnnnn.
Accounts Payable—Snyder Company.........

Accounts Payable—Snyder Company ..............
Merchandise Inventory ........cccccceeeeeieeiiieeeinnns

Merchandise INVentory .........cccceeeeveeiiiieeiiiinnnnnn.

Cash

Merchandise INVentory .........ccccceeeeeieiieeeiiiinnnnnn.
Accounts Payable—Snyder Company.........
$20,000 + $1,750 = $21,750

Accounts Payable—Snyder Company ..............

Cash

Merchandise Inventory ........cccccceeeeeeieeeeeeeinnes

Accounts Payable—Snyder Company ..............

Cash

Merchandise Inventory ........cccccceeeeeieeiiieeeinnns

Accounts Payable—Snyder Company ..............

Cash

282

12,750

18,500

2,000

180

21,750

10,750

21,750

18,500

12,750

18,500

2,000

180

21,750

10,535
215

21,550
200

18,500



Appendix—Prob. 5-7B
1.

Account Title

Merchandise Inventory.......
Prepaid Insurance...............
Store Supplies
Office Supplies
Store Equipment.................
Acc. Depr.—Store Equip.

9 Office Equipment................
10 Acc. Depr.—Office Equip.
11 Accounts Payable...............
12 Salaries Payable.................
13 Unearned Rent ....................
14 Note Payable (final
15 payment due 2016)
16 Capital Stock........ccccceeeennn.
17 Retained Earnings..............
18 Dividends
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

O~NO A WNPE

Sales Returns and Allow....
Sales Discounts..................
Cost of Merch. Sold............
Sales Salaries Expense
Advertising Expense
Depr. Exp.—Store Equip....
Store Supplies Expense.....
Misc. Selling Expense........
Office Salaries Expense.....
Rent Expense.......ccccccuueeeee
Insurance Expense.............
Depr. Exp.—Office Equip.

Office Supplies Expense....
Misc. Admin. Expense........
Rent Revenue..........ccc........
Interest Expense.................

Net Income......coeeevvveeriennnnn.

VIADUCT CO.
Work Sheet
For the Year Ended December 31, 2006

Adjusted Income Balance
Trial Balance Adjustments Trial Balance Statement Sheet

Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.
18,000 .ooiiiiiiiiiiies s e 18,000 .ooiiiiiiiiiiies s e 18,000 .............. 1
82,500 ..oiiiiiiiiiiii e e 82,500 ..oiiiiiiiiiiiit e e 82,500 .............. 2
165,000 ..oooviviiiiiies e (@) 7,500 157,500 ...ccoiiiiiiiis e ieeea e, 157,500 .............. 3
9,700 .ooiiiiiiiiiiiet e (b) 4,000 5,700 oot s e 5,700 .............. 4
4,250 ..o s (c) 3,150 0 0O 1,100 .............. 5
2,100 it e (d) 1,500 LT 600 .............. 6
157,000 oot s e 157,000 oot s e 157,000 .............. 7
................ 40,300 ................ (&) 4,500 ................ 2 44,800 8
50,000 .coiiiiiiiiiiiit s e 50,000 .cooiiiiiiiiiiit e e 50,000 .............. 9
................ 17,200 .......cooeee... () 2,800 ............... 20,000 iiiiiiiiiiiiis s e 20,000 10
................ 66,700 .ooiiiiiiiiiiies s e 66,700 .ooiiiiiiiiiiies s e 66,700 11
................................................ (9) 3,650 ..coooevnne.... 3,650 oiiiiiie e e, 3,650 12
................ 1,200 (h) 800 .o 2 400 13
14
................ 105,000 oot s e, 105,000 .......cceeeets et e 105,000 15
................ 50,000 .ooiiiiiiiiiiies s e 50,000 .ooiiiiiiiiiiies s e 50,000 16
................ 84,600 ..oooiiiiiiiiiis s e 84,600 ..ooviiiiiiiiiit s e 84,600 17
30,000 .ooiiiiiiiiiiiit s e 30,000 .ooiiiiiiiiiiiit s e 30,000 .............. 18
................ 815,000 .coiiiiiiiiiiiet s e 815,000 ................ 815,000 ......eeeeeeeees eeeeeeeeeee. 19
11,900 oot s e 11,900 ................ 11,900 i s e 20
7,000 oo s e 7,100 .....coeeenee. 7,000 oo s 21
476,200 ..........u..... @ 7,500 ... 483,700 ......ccuueeee 483,700 cooiiiiiiiiiiit s e 22
76,400 ................ (@ 2,850 ...ccoeeeennnns 79,250 ...ccoeeeenee. 79,250 oo s 23
25,000 .ooiiiiiiiiiii s e 25,000 ......ccoe..... 25,000 oo s e, 24
................................ (€) 4,500 ................ 4,500 .............. 4,500 ..o eeeeeeees e, 25
................................ () 3,150 .ooooeeenn.. 3,150 .ccocovernn. 3,150 iiiciiiis eeeeeeees eeeeeee 26
1,600 oot s e 1,600 ................ 1,600 s s e, 27
34,000 ......c........ (90 800 ...oc..c..... 34,800 ................ 34,800 ..oiiiiis eeeeeees e, 28
16,000 oot s e 16,000 ................ 16,000 oo e e 29
................................ (b) 4,000 ... 4,000 ................ 4,000 ..ociiiiie eeeeeeeee e, 30
................................ (f) 2,800 ....o......... 2,800 ...ccoovennnn. 2,800 .iioiieieis eeeeeeiees e 31
................................ (d) 1,500 ................ 1,500 ..oooeunn. 1,500 wiiiiiies e e, 32
1,650 i s e 1,650 ....cooeeeee 1,650 it s e, 33
................................................ (h) 800 ..covvvnnn... 800 ..cooeeennnn 800 .oeeeies e 34
11600 .o e i, 11600 .....ceeeee..... 11600 oeieiiiiiiiies e e, 35
1,180,000 1,180,000 27,900 27,900 1,190,950 1,190,950 688,550 815,800 502,400 375,150 36
127250 oieiiiiiieiees e, 127,250 37
815,800 815,800 502,400 502,400 38
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Appendix—Prob. 5-7B Continued

2.

VIADUCT CO.

Income Statement

For the Year Ended December 31, 2006

Revenue from sales:

Gross Profit......coeeeeeiiii s
Operating expenses:
Selling expenses:
Sales salaries expense ........cccccvvvennnnnn.
Advertising expense ......ccccccceeeeeeeeeeennn.
Depreciation expense—store
EqUIPMENT ..
Store supplies expense ........cccceeeeeeennn
Miscellaneous selling expense...........
Total selling expenses....................
Administrative expenses:
Office salaries expense ........ccccccennnn..
Rent eXpense ...,
Insurance exXpense .........cccoeeeevinieennnens
Depreciation expense—office
EqUIPMENT ...
Office supplies expense ........ccccceeee.
Miscellaneous administrative expense
Total administrative expenses.......
Total operating expenses ........ccoeeeeeeeeennns
Income from operations .........cccoeeevvvvviiiinnnnnnn.
Other income and expense:
ReNt revenuUe ..o,
Interest eXpense........ccoovvveiiiiiiiciii e
NEt INCOME...uiiiiiiii e

284

$815,000
$11,900
7,100 19,000
$796,000
_483,700
$312,300
$79,250
25,000
4,500
3,150
1,600
$113,500
$34,800
16,000
4,000
2,800
1,500
1,650
60,750
174,250
$138,050
$ 800
(11.,600) (10,800)
$127,250



Appendix—Prob. 5-7B Continued

3.

VIADUCT CO.
Retained Earnings Statement
For the Year Ended December 31, 2006

Retained earnings, January 1, 2006

Net income for the year .........ouvvvveevieiiieiiieieiiiiiiieeeeeieeeee, $127,250
LesSS dividends ......oooviiiiiiiie e 30,000
Increase in retained earningsS........cccevvvviiiiinneeeeeeeeeiiinnnn

Retained earnings, December 31, 2006
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$ 84,600

97,250
$181,850



Appendix—Prob. 5-7B Continued

4.

VIADUCT CO.
Balance Sheet
December 31, 2006

Assets
Current assets:
CasSh .o $ 18,000
Accounts receivable.........ccccceeiiiiiiiiiiiiinnns 82,500
Merchandise inventory ..........ccccceevvvvnnnnnnn. 157,500
Prepaid inSurance.........cccceeeeeeeeeeeeeeiinnnnnnnn. 5,700
Store SUPPlES ..o 1,100
Office supplies .......uueeiiiiiiiiiiiic e, 600
Total current assetS.......ccceeeeeiviiiiiiiiiinnnn $265,400
Property, plant, and equipment:
Store equipmMeNnt.......ccccvvveeieeeeee e, $157,000
Less accumulated depreciation............. 44800  $112,200
Office equipment .......ccccvvevveeeeiiiiciiiee, $ 50,000
Less accumulated depreciation............. 20,000 30,000
Total property, plant, and
EQUIPMENT ..o 142,200
Total aSSetsS ..ovvvvviiiieie e $407,600
Liabilities
Current liabilities:
Accounts payable ........ccccceeeeiiiiieciiiiiee, $ 66,700
Note payable (current portion) ................. 15,000
Salaries payable.......cccooooiiiiiii 3,650
Unearned rent........cccvveviiiiiiinn e 400
Total current liabilities............c.ccceeuveeeen. $ 85,750
Long-term liabilities:

Note payable (final payment due 2016).... 90,000
Total lHabilitieS ....coooeeeeiieieeee s $175,750
Stockholders’ Equity

Capital StoCK......ceeevviiiiiiiiiee e, $ 50,000
Retained earnings .........cceeevveeeiieeeeiiiiiiieeeee e 181,850 231,850
Total liabilities and stockholders’ equity...... $407,600
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Appendix—Prob. 5-7B Continued

5.

Cost of Merchandise Sold ..., 7,500

Merchandise INVeNtory ........cccceveeiiiiiiiiiiiiiiiiee e 7,500
Insurance EXPense.......coooiiiiiiiiiii e 4,000

Prepaid INSUranCe..........oooeuviiiiiiiieieeeeeei e 4,000
Store Supplies EXPense .......cooovviiiiiiiiiieieeee 3,150

Store SUPPHES ..o 3,150
Office Supplies EXPeNSe ......cooovviiiiiiiiiineeeeeeeeeiinn 1,500

Office SUPPlIES....cooiiee s 1,500
Depreciation Expense—Store Equipment ................. 4,500

Accum. Depreciation—Store Equipment.............. 4,500
Depreciation Expense—Office Equipment ................ 2,800

Accum. Depreciation—Office Equipment............. 2,800
Sales Salaries EXPense .......cooovvveiiiiiiiiiieeeeceeen 2,850
Office Salaries EXPeNSe ......cooovvviiiiiiiiiieeeeeeeeeeiin 800

Salaries Payable ..........ccccooiiiiiiiiii s 3,650
Unearned ReNt........cooooiiiiiiiiiiii e 800

ReNt REVENUE ... 800
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Appendix—Prob

. 5=7B Concluded

RENt REVENUE ...
INCOME SUMMANY ..ooviiiiiiiii e

INCOME SUMMANY .....uiiiiiiii e
Sales Returns and Allowances.............cccoeevveeninnes
Sales DISCOUNTS ..o
Cost of Merchandise Sold..........cccccieiiiiiiiiiiieiiins
Sales Salaries EXpPense........cccovveviiiiiiiini e
Advertising EXPeNnsSe ......oooovviiiiiiiiiieeeeeie e
Depreciation Expense—Store Equipment ............
Store Supplies EXpense........cooovvvviiiiiiieie e
Miscellaneous Selling Expense........ccccccceeeeeeeeeeeee.
Office Salaries EXPensSe .......cccoovvvviiiiiiineeeeeeeeeeiiins
RENt EXPENSE ...oeiieiiiee e

Insurance

EXPENSE ..o

Depreciation Expense—Office Equipment...........
Office Supplies EXPense.......cccovvvueieiiiieeeeeeeeeeiinens
Miscellaneous Administrative Expense................
INterest EXPeNSe ...

INCOME SUMMANY .....eiiiiiiii e
Retained Earnings ........ooovvvuiiiiiiinieieeeeeeiiee e

Retained EarningsS.......oooovuuiiiiiiiiieeeeeeeeiiiee e

Dividends
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815,000
800

688,550

127,250

30,000

815,800

11,900
7,100
483,700
79,250
25,000
4,500
3,150
1,600
34,800
16,000
4,000
2,800
1,500
1,650
11,600

127,250

30,000



COMPREHENSIVE PROBLEM 2

1., alt. 1, 3., alt. 3., 4., 6., alt. 6., and alt. 7.

Cash 110
Post. Balance

Date Iltem Ref. Dr. Cr. Dr. Cr.

2006

Aug. 1 Balance................. Vo s e, 14,160  .............
1 20 1,600 e e,
A 20 Ll 400 s e,
2 20 7,500 s e e,
10 20 18,300 it i e,
13 20 14,700 s e
15 20 Ll 1,500 s,
16 20 6,860 i s e,
19 20 Ll 8,100  ..h
19 20 6,100 . .
21 21 600
3 21 11,750 s e e,
26 21 720 s
28 21 2,700 L
29 21 550 s
30 21 16,440 .ot i e,
1 21 11,385 26,655 .............

Accounts Receivable 112

2006

Aug. 1 Balance................. Vo s e, 34,220 ...
B e, 20 8,500 s i e,
2 20 Ll 7,500 .
14 20 Ll 1,500 e,
16 20 Ll 7,000 e,
20 21 16,000 i i e,
21 21 600 s e,
3 21 11,750 s
30 21 18,750 it i e,
30 21 16,600 33,720  .............
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Comp. Prob. 2

Continued

Merchandise Inventory

Date

2006
Aug.

31

Prepaid Insurance

2006
Aug.

1 Balance

Item

31 Adjusting.................

Store Supplies

2006
Aug.

1 Balance

29

31 Adjusting.................

Store Equipment

2006
Aug.

1 Balance

22

21
22

Dr.

290

Cr.

115
Balance
Dr. Cr.
133,900 .............
132,915 .............
124,115 .............
116
3,750 ...l
2500 ...l
117
2550 ...l
3,100 .............
975 .l
123
104,300 .............



Comp. Prob.2  Continued

Accumulated Depreciation—Store Equipment

Post.
Date Item Ref. Dr.

2006

Aug. 1 Balance.................. v
31 Adjusting................. 22

Accounts Payable

2006

Aug. 1 Balance.................. v
3 e ————— 20
13 20 15,000
19 20 6,100
21 21
24 21 3,500
3l 21 11,500

Salaries Payable

2006

Aug. 31 Adjusting................. 22

Capital Stock

2006

Aug. 1 Balance................. v

Retained Earnings

2005

Sept. 1 Balance..........cc..... v

2006

Aug. 31 Closing.......ccceeeueees 23
31 Closing......ceeeeeeenees 23 10,000

Dividends

2006

Aug. 1 Balance.................. v
31 Closing......cceeeveeenens 23
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Cr.

530

124
Balance

Dr. Cr.

12,600
20,000

312



Comp. Prob.2 Continued

Income Summary

Post.
Date ltem Ref.

2006

Aug. 31 Closing.....cccceeeeeenn. 23
31 Closing....cccoeeeevennnnn. 23
31 Closing....cccoeeeevennnnn. 23

Sales

2006

Aug. 1 Balance.................. v

B 20

10 20
20 21
30 21
31 Closing......ceeeveeenens 23

Sales Returns and Allowances

2006

Aug. 1 Balance.................. v
14 e, 20
26 e 21
31 Closing......coeeeveeeees 23

Sales Discounts

2006

Aug. 1 Balance.................. v
16 e, 20
30 21
31 Closing......coeeeeeeeeees 23

Dr.

614,245
163,105

292

Cr.

777,350

313
Balance
Dr. Cr.

410

............ 715,800

............ 777,350
411

20,600 .............

22,820 ...l
412

13,200 .............

13,500 .............



Comp. Prob. 2

Continued

Cost of Merchandise Sold

Date

2006
Aug.

Item

10
14
20 s
26
30 s
31 Adjusting.................
31 Closing......coeeeeeeeeees

Sales Salaries Expense

2006
Aug.

28 ...

31 Adjusting.................

31 Closing

Advertising Expense

2006
Aug.

1 Balance
15 ...
31 Closing

Depreciation Expense

2006

Aug. 31 Adjusting.................

31 Closing

Store Supplies Expense

2006

Aug. 31 Adjusting.................

31 Closing

21

21
22
23

21
22
23

20
23

22
23

22
23

Dr.

293

Cr.

510
Balance

Dr. Cr.

396,070
404,870

74,400
76,150
76,500

18,000
19,500

7,400

2,125



Comp. Prob.2  Continued

Miscellaneous Selling Expense

Post.
Date Item Ref.

2006

Aug. 1 Balance.................. v
31 Closing......eeeeveeeeens 23

Office Salaries Expense

2006

Aug. 1 Balance.................. v
28 21
31 Adjusting................. 22
31 Closing......coeeeeeeeeees 23

Rent Expense

2006

Aug. 1 Balance.................. v

1 o 20

31 Closing......coeeeeeeeeees 23

Insurance Expense

2006

Aug. 31 Adjusting................. 22
31 Closing......ceeeveeennens 23

Miscellaneous Administrative Expense

2006
Aug. 1 Balance................. v
31 Closing......ceeeveeennes 23

Dr. Cr.
............ 2,800
950 ...l
180 .............
............ 41,630
1,600 .............
............ 20,200
1,250  .............
............ 1,250
............ 1,650

294

529
Balance

Dr. Cr.

2,800 ...

40,500 .............
41,450 .............
41,630 .............

18,600 .............
20,200 .............

1,250 ...l

1,650 .............



Comp. Prob.2  Continued
2., alt 2.

Date

2006
Aug.

1

10

10

13

14

14

15

16

19

19

JOURNAL

Description

Rent EXPENSe.....cccoviiiiiiiiiceieee e,
Cash .

Merchandise Inventory.........cccccceeeeeeeenee.
Accounts Payable—Biathlon Co.......

Merchandise Inventory.......c..ccccceeeeeeeenee.
Cash ..o

Accounts Receivable—Hillcrest Co.......

Cost of Merchandise Sold ......................
Merchandise Inventory ..........ccccceen....

Cost of Merchandise Sold ......................
Merchandise Inventory ..........cccccen....

Accounts Payable—Biathlon Co............
Cash .o
Merchandise Inventory ...........cccceen....

Sales Returns and Allowances...............
Accounts Receivable—Hillcrest Co..

Merchandise Inventory..........ccccceeeeeeeeneee.
Cost of Merchandise Sold.................

Advertising EXpense.......cccccuvvviiinneeeene.
Cash ..o

Accounts Receivable—Hillcrest Co..

Merchandise Inventory..........ccccceeeeeeeenee.
Cash ..,

Accounts Payable—Ramler Co. ............
Cash ..o

295

Post.

Ref.

531
110

115
210

115
110

112
410

510
115

110
112

110
410

510
115

210
110
115

411
112

115
510

521
110

110
412
112

115
110

210
110

Debit

1,600

15,000

400

8,500

5,000

7,500

18,300

11,000

15,000

1,500

900

1,500

6,860
140

8,100

6,100

Page 20

Credit

1,600

15,000

400

8,500

5,000

7,500

18,300

11,000

14,700
300

1,500

900

1,500

7,000

8,100

6,100



Comp. Prob.2  Continued

Date

2006
Aug. 20

20

21

21

21

24

26

26

28

29

30

30

30

31

JOURNAL

Description

Accounts Receivable—Petroski Co. .....

Cost of Merchandise Sold ......................
Merchandise Inventory ..........cccccen....

Accounts Receivable—Petroski Co. .....

Accounts Receivable—Phillips Co.

Merchandise Inventory..........ccccceeeeeeeenee.
Accounts Payable—Walden Co. ......

Accounts Payable—Walden Co. ............
Merchandise Inventory ..........cccccen....

Merchandise Inventory..........ccccceeeeeeeenee.
Cost of Merchandise Sold.................

Sales Salaries Expense.........ccccevvvvnnnnnnn.
Office Salaries Expense........cccccvvvvvnnnnnn.
Cash ..o

Store SuUpplies ...
Cash .o

Accounts Receivable—Whitetail Co......

Cost of Merchandise Sold ......................
Merchandise Inventory ..........ccccceen....

Accounts Receivable—Petroski Co.

Accounts Payable—Walden Co. ............
Cash .o
Merchandise Inventory ..........cccccen....

296

Post.

Ref.

112
410

510
115

112
110

110
112

115
210

210
115

411
110

115
510

520
530
110

117
110

112
410

510
115

110
412
112

210
110
115

Debit

16,000

9,600

600

11,750

15,000

3,500

720

380

1,750
950

550

18,750

11,250

16,440
160

11,500

Page 21

Credit

16,000

9,600

600

11,750

15,000

3,500

720

380

2,700

550

18,750

11,250

16,600

11,385
115



Comp. Prob.2  Continued

4. and alt. 6. JOURNAL
Date Description
Adjusting Entries
2006
Aug. 31 Costof Merchandise Sold ......................

31

31

31

31

Merchandise Inventory ..........cccccen....

Insurance Expense.

Prepaid Insurance ...........ccccevvvvnnnnnnnn.

Store Supplies ExXpense..........ccccceeeeeeenns

Store Supplies...

Depreciation EXpense.......ccccccceeeeeeeeeeenne.
Accumulated Depreciation—Store

Equipment..........

Sales Salaries Expense.........ccccevvvvnnnnnnn.
Office Salaries Expense........cccccvvvvvnnnnnn.

Salaries Payable

297

Post.

Ref.

510
115

532
116

523
117

522

124

520
530
211

Debit

8,800

1,250

2,125

7,400

350
180

Page 22

Credit

8,800

1,250

2,125

7,400

530



Comp. Prob.2  Continued
6. and alt. 7. JOURNAL
Date Description
Closing Entries
2006

Aug. 31 Sales

31

31

31

Income Summary .........cceeieeiiiiinnnn.

Income Summary...

Sales Returns and Allowances..........

Sales Discounts

Cost of Merchandise Sold.................
Sales Salaries Expense.....................
Advertising Expense.........ccccuvvvinnnn.
Depreciation Expense........cccccccceeennn..
Store Supplies Expense....................
Miscellaneous Selling Expense........
Office Salaries Expense.....................

Rent Expense ...

Insurance Expense...........cccoeeeeiieiennn.
Miscellaneous Administrative Exp.

Income Summary...

Retained Earnings.........cccevevvvvvvnnnnnn.

Retained Earnings

Dividends..........

298

Post.

Ref.

410
313

313
411
412
510
520
521
522
523
529
530
531
532
539

313
311

311
312

Page 23

Debit Credit

777,350
777,350

614,245

22,820
13,500
404,870
76,500
19,500
7,400
2,125
2,800
41,630
20,200
1,250
1,650

163,105
163,105

10,000
10,000



Comp. Prob.2  Continued

5,alt.5 LYRE CO.
Income Statement
For the Year Ended August 31, 2006

Revenue from sales:

SAIES e $777,350
Less: Sales returns and allowances........ $22,820
Sales discountS.......ccceevvviiiiiiinnnnnn. 13,500 36,320
Net SAlES....cceeeeeeeee e, $741,030
Cost of merchandise sold ...........ccoevvviviinnnnns 404,870
GroSS Profite... e $336,160

Operating expenses:
Selling expenses:

Sales salaries expense ...........cccvvveee.. $76,500
Advertising expense ......ccccccceeeeeeeeeeennn. 19,500
Depreciation eXpense .......ccceeeeeeveennnes 7,400
Store supplies expense .......cccccevvvnnnnnn. 2,125
Miscellaneous selling expense............ 2,800
Total selling expenses........cceeeeunnes $108,325
Administrative expenses:
Office salaries expense ..........cccvvveeee.. $41,630
Rent eXpense ..o, 20,200
Insurance exXpense .........ccceeeeevvieeennnens 1,250
Miscellaneous administrative expense 1,650
Total administrative expenses....... 64,730
Total operating eXpenses ..........ccceeeeeeenees 173.055
NEt INCOME ..uuiiiieiieieeeee e $163,105
LYRE CO.

Retained Earnings Statement
For the Year Ended August 31, 2006

Retained earnings, September 1, 2005..............cccvveennee $ 63,280
Net income for the year .........evvvveeeveiiiiiiiiiiiiiiiiieeeeeieeeee, $163,105
LesSS dividends .....coooviiiiiiiie e 10,000
Increase in retained earningsS........ccoeevvviiiiiineeeeeeeeviiiinnn 153,105
Retained earnings, August 31, 2006...........ccccuvvviiieneeeennnn. $216,385
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Comp. Prob.2  Continued

LYRE CO.
Balance Sheet
August 31, 2006

Assets
Current assets:
CaSh $ 26,655
Accounts receivable ..o 33,720
MerchandisSe iINVENTOrY ......cccooeviiiiiiiiiiiiiee e 124,115
Prepaid iINSUIANCE........couuuiiiiieeee e 2,500
StOre SUPPHES oo 975
Total Current assSets .....cccceeeevcveeee e $187,965
Property, plant, and equipment:
StOre EQUIPMENT.....uuiiii s $104,300
Less accumulated depreciation.........cccceeeeeeeeieennnnns 20,000
Total property, plant, and equipment................. 84,300
TOtal ASSELS ..iiiiiiiiiiie e $272,265
Liabilities
Current liabilities:
Accounts payable ......ccccoiiii $ 15,350
Salaries payable.........coooiii 530
Total liabilities .......ccccovviiieicecee e, $ 15,880
Stockholders’ Equity
Capital STOCK ... .uuiiiiiiiiiiiiiiiiiiiii e $ 40,000
Retained arnings ......couuuuiiiiii e 216,385 256,385
Total liabilities and stockholders’ equity........................... $272,265
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Comp. Prob.2  Continued

7. and alt. 8.

LYRE CO.
Post-Closing Trial Balance
August 31, 2006

CaSh 26,655

Accounts Receivable .........ccccooiiiiiiiiiii 33,720

MerchandisSe INVENTOIY .....ccoooieiiiiiiiiiiii e 124,115

Prepaid INSUFANCEe ........ouuuiieieieeeeeee e 2,500

StOre SUPPHIES e 975

Store EQUIPMENT......uii e 104,300

Accumulated Depreciation .........ccoouvveeiiiiiineee e 20,000

Accounts Payable ... 15,350

Salaries Payable........coooooiiiiiiii s 530

Capital STOCK ..o 40,000

Retained EarningsS .........uuoiiiiiiiiiiiiiiieee e 216,385
TOtAl oo 292,265 292,265
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Comp. Prob. 2

Concluded

This solution is applicable only if the work sheet is used.

alt.

O~NO O WNPE

NNPNDNDNNNMNNNMNNNNRPRPRPRRPERPRPERPRPRERPRERE
©CO~NOUODRARWNRPOOO~NOOUDMAWNE OO

4.

Account Title

Merchandise Inventory.......
Prepaid Insurance...............
Store Supplies .......cccvveeenn.
Store Equipment.................
Accum. Depreciation—

Store Equipment ............. .
Accounts Payable............... .
Salaries Payable................ .
Capital StocK........cccvvvvveeeeen
Retained Earnings.............. .

Dividends .......ccooeeeeeeeiviinnnnn.

Sales Returns and Allow....
Sales Discounts..................
Cost of Merch. Sold............
Sales Salaries Expense .....
Advertising Expense ..........

Depreciation Expense........ .
Store Supplies Expense..... .

Misc. Selling Expense........
Office Salaries Expense.....
Rent Expense.......ccccccuuneeee

Insurance Expense............. .

Misc. Admin. Expense........

Net income......ccoeeeeeeevivnnnnen.

Trial Balance

LYRE CO.
Work Sheet
For the Year Ended August 31, 2006

Adjustments

Adjusted
Trial Balance

Income
Statement

Dr.

Cr.

Dr. Cr.

Dr. Cr.

Dr. Cr.

Balance
Sheet

Dr. Cr.
26,655 .............. 1
33,720 .............. 2
124,115 .............. 3
2,500 .............. 4
975 i 5
104,300 .............. 6
7
20,000 s
15,350 9
530 10
40,000 11
63,280 12
10,000 .............. 13
.............................. 14
.............. 15
.............. 16
.............. 17
.............. 18
.............. 19
.............. 20
.............. 21
.............. 22
.............. 23
.............. 24
.............. 25
.............. 26

302

302,265 139,160 27

163,105 28

777,350

302,265 302,265 29




SPECIAL ACTIVITIES
Activity 5-1

Standards of Ethical Conduct for Management Accountants requires manage-
ment accountants to perform in a competent manner and to comply with relevant
laws, regulations, and technical standards. If Sandi Kurtz intentionally subtracted
the discount with knowledge that the discount period had expired, she would
have behaved in an unprofessional manner. Such behavior could eventually jeop-
ardize Cardinal Company's buyer/supplier relationship with lowa Farm Co.

Activity 5-2

Todd Shovic is correct. The accounts payable due suppliers could be included
on the balance sheet at an amount of $88,200. This is the amount that will be ex-
pected to be paid to satisfy the obligation (liability) to suppliers. However, this is
proper only if The Video Store Co. has a history of taking all purchases dis-
counts, has a properly designed accounting system to identify available dis-
counts, and has sufficient liquidity (cash) to pay the accounts payable within the
discount period. In this case, The Video Store Co. apparently meets these criteria,
since it has a history of taking all available discounts, as indicated by Susan
Mastin. Thus, The Video Store Co. could report total accounts payable of
$108,200 ($88,200 + $20,000) on its balance sheet. Merchandise Inventory would
also need to be reduced by the discount of $1,800 in order to maintain consis-
tency in approach.
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Activity 5-3

1.

If Brad doesn’t need the stereo immediately (by the next day), Audio Pro Elec-
tronics offers the best buy, as shown below.

Audio Pro Electronics:

LISt PriCE oo, $399.99

Shipping and handling (not including next-day air).......... 12.50

TOtAl e $412.49
Radiant Sound:

LISt PriCE oo, $395.00

SAIES 1AX (B%0) .o eeeeeeeeiiiiee e 23.70

TOtAl e $418.70

Even if the 1% cash discount offered by Radiant Sound is considered, Audio
Pro Electronics still offers the best buy, as shown below.

LISt PriCE oo, $395.00
Less 1% cash diSCOUNT .....uuiiveiiiiiiiccece e, 3.95
YU o] (o] £= | IR $391.05
SAIES 1AX (B%0) o eeeeeeeiiiiiee e 23.46
I ] €= | $414.51

If Brad needs the stereo immediately (the next day), then Radiant Sound has
the best price. This is because a shipping and handling charge of $25 would
be added to the Audio Pro Electronics price, as shown below.

Audio Pro Electronics list price ......cooeuuviiiiieieeiiiieeiiii $399.99
Next-day freight charge ... 25.00
TOtAl e $424.99

Since both Audio Pro Electronics and Radiant Sound will accept Brad’s
MasterCard, the ability to use a credit card would not affect the buying deci-
sion. Radiant Sound will, however, allow Brad to pay his bill in three install-
ments (the first due immediately). This would allow Brad to save some inter-
est charges on his MasterCard for two months. If we assume that Brad would
have otherwise used his MasterCard and that Brad’s MasterCard carries an
interest of 1.5% per month on the unpaid balance, the potential interest sav-
ings would be calculated as follows:
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Activity 5-3 Concluded

Radiant Sound price (See previous page).....ccccccceeeeeeeeeenee. $418.70
Less first installment (down payment) ........cccccviienereenee. 139.57
Remaining balancCe...........cccooiiiiiiiiiiii $279.13
Interest for first month at 1.5%..........cooiiiiiiiiiiiii. $ 419
($279.13 % 1.5%)

Remaining balance ($279.13 + $4.19) .......ceiieiiiiiiiiiiieeenn. $283.32
Less second installment ... 139.57
Remaining balancCe..........cccccooiiiiiiiiiii $143.75
Interest for second month at 1.5%..........ccccoeveiiiiiiiiiiiinnnnnnn. $ 2.16

($143.75 x 1.5%)

The total interest savings would be $6.35 ($4.19 + $2.16). This interest sav-
ings would be enough to just offset the price advantage of Audio Pro Elec-
tronics, as shown below, resulting in a $0.14 price advantage ($412.49 -
$412.35) to Radiant Sound.

Radiant Sound price (see above)......ccccceeveiiiiiie, $418.70
LeSS INtereSt SAVINGS ..ovvvuiiiiiiie et 6.35
TOtAl e $412.35

2. Other considerations in buying the stereo include the ability to have the ste-
reo repaired locally by Radiant Sound. In addition, Radiant Sound employees
would presumably be available to answer questions on the operation and in-
stallation of the stereo. In addition, if Brad purchased the stereo from Radiant
Sound, he would have the stereo the same day rather than the next day,
which is the earliest that Audio Pro Electronics could deliver the stereo.
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Activity 5-4

1.
CALLENDER PARTS COMPANY
Projected Income Statement
For the Year Ended March 31, 2007
Revenues:
Net SAIES (A) ..vvvreeeirriieeeiiiiie e $1,056,000
INTEreSt rEVENUE.. ... 8,000
Total FEVENUES ... $1,064,000
Expenses:
Cost of merchandise sold (b).....cccuuveiiiiiiiiiiiiiiii. $739,200
Selling eXPEeNSES (C)euuurrriiiiiieeieieeiiiiiiee e 74,480
Administrative expenses (d) .......oevveviiiiiiiinieeeeeeeiiins 54,848
INterest EXPENSE ... 16,000
Total EXPENSES .oovviiiiiee e 884,528
NEL INCOME ..uiiiiiii e e a e $ 179,472
Notes:
(a) Projected net sales
[$960,000 + (10% x $960,000)] ..........c.oeeeeevvrrneennnne, $1,056,000
(b) Projected cost of merchandise sold
($1,056,000 % 70%) .....ccvvvemeeeeereeneeeeeereeeeeeeeeeerereeeeennes $ 739,200
(c) Total selling expenses for year ended
March 31, 2006 ........cccceeeeeiiiiiiiieieee e $ 105,600
Add: Increase in store supplies expense
($8,000 %X 10%) ...cooeveeeeeeeeeeeeeeeeeee $800
Increase in miscellaneous selling expense
($3,200 X 10%) ...cooeeeeeeeeeeeeee _320 1,120
Less transportation-out eXPenses ......cccceeeeeeeeeeeennnens (32,240)
Projected total selling expenses ........cccceeeeeeeeieveinnnns $ 74,480
(d) Total administrative expenses for year ended
March 31, 2006........cccovveiiiiiiiee e $ 54,400
Add: Increase in office supplies expense
($21,600 %X 10%) ...coooveeeeeeeeeeeeeeeee, $160
Increase in miscellaneous administrative
expense ($2,880 ¥ 10%) ..........ccevvvvevveennnnne. 288 448
Projected total administrative expenses .................. $ 54,848
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Activity 5-4 Concluded

2.

a.

Yes. The proposed change will increase net income from $120,000 to
$179,472, a change of $59,472.

Possible concerns related to the proposed changes include the follow-
ing:

The primary concern is with the accuracy of the estimates used for pro-
jecting the effects of the proposed changes. If the increase in sales does
not materialize, Callender Parts Company could incur significant costs of
carrying excess inventory stocked in anticipation of increasing sales. At
the same time it is incurring these additional inventory costs, cash col-
lections from customers will be reduced by the amount of the discounts.
This could create a liquidity problem for Callender Parts Company.

Another concern arises from the proposed change in shipping terms so
as to eliminate all shipments of merchandise FOB destination, thereby
eliminating transportation-out expenses. Callender Parts Company as-
sumes that this change will have no effect on sales. However, some
(perhaps a significant number) customers may object to this change and
may seek other vendors with more favorable shipping terms. Hence, an
unanticipated decline in sales could occur because of this change.

As with any business decision, risks (concerns) such as those men-
tioned above must be thoroughly considered before final action is taken.

Activity 5-5

Note to Instructors: The purpose of this activity is to familiarize students with the
variety of possible purchase prices for a fairly common household item. Students
should report several alternative prices when they consider the source of the
purchase and the other factors that affect the purchase, e.g., delivery, financing,
warranties, etc.
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