Problem set C 

PROBLEM 4-1C 

In the blank space beside each numbered balance sheet item, enter the letter of its balance sheet classification. If the item should not appear on the balance sheet, enter a z in the blank.


A.
Current assets
                 D.      Intangible assets
         G.
Equity


B.
Long-term investments
   E.
      Current liabilities
       

C.
Plant assets
                      F.
      Long-term liabilities

 _____1. Building (used in operations)
 
_____11. Rent receivable
_____ 2. Unearned consulting revenue

_____12. Patent on potential cure for HIV

_____ 3. Consulting revenue
 
_____13. Mortgage payable

_____ 4. Long-term investment in stock
_____14. Owner, Withdrawals

_____ 5. Prepaid Rent                                   
_____15. Accumulated depreciation - building

_____ 6. Owner, capital
 
_____16. Entertainment expense

 _____7. Accounts receivable                
_____17. Current portion of mortgage payable

 _____8. Wages payable
         _____18. Rent revenue

 _____9. Supplies
         _____19. Accounts payable

_____10. Depreciation expense - building     _____20. Cash
PROBLEM 4-2C

On August 1, 2008, Ken Wade created a new house sitting agency, Wade’s Watchdog Service. The following transactions occurred during the company’s first month:


Aug. 1
Wade invested $15,000 cash and computer equipment worth $2,500.


   2
Rented furnished office space by paying $800 cash for the first month’s rent.


3
Purchased $350 of office supplies for cash.


3
  Paid $4,800 cash for the premium on a 12-month insurance policy. Coverage begins  on      August 4.


14
Paid $2,200 cash for two  weeks’ salaries earned by employees.


24
Collected $5,000 cash for house sitting services provided to customers.


28
Paid another $2,200 cash for two weeks’salaries earned by employees..


29
Paid this month’s $150 telephone bill in cash.


31
Paid $500 cash to repair the company’s computer.


31
Wade withdrew $750 cash from the business for personal use.

The company’s chart of accounts included the following:

101 Cash
405 Service Fees Earned

106 Accounts Receivable
612 Depreciation Expense — Computer Equip.

124 Office Supplies
622 Salaries Expense

128 Prepaid Insurance
637 Insurance Expense

167 Computer Equipment
640 Rent Expense

168 Accum. Depr. — Computer Equip.
650 Office Supplies Expense

209 Salaries Payable
684 Repairs Expense

301 K. Wade, Capital
688 Telephone Expense

302 K. Wade, Withdrawals
901 Income Summary

Required


1.
Use the balance column format to set up each account listed in its chart of accounts.


2.
Prepare journal entries to record the transactions for August and post them to the accounts.     The company records prepaid and unearned items in balance sheet accounts.


3.
Prepare an unadjusted trial balance as of August 31.


4.
Use the following information to journalize and post adjusting entries for the month:


a.
One-half of one month’s insurance coverage has expired.


b.
At the end of the month, $60 of office supplies are  still available 


c.
This month’s depreciation on the computer equipment is $200.


d.
Employees earned $350 of unpaid and unrecorded salaries as of month-end..


e.
The company earned $4,720 of fees that are not yet billed at month-end.


5.
Prepare the income statement, the statement of owner’s equity for August, and the balance  sheet at August 31, 2008.


6.
Prepare journal entries to close the temporary accounts and then post these entries to the ledger.

7.
Prepare a post-closing trial balance.

PROBLEM 4-3C

The adjusted trial balance of Sheila and the Screamers as of December 31, 2008 follows:

sheila and the screamers

Adjusted Trial Balance

December 31, 2008

No.
Account Title
Debit
Credit

101
Cash

$ 139,200

124
Office supplies

50,000

128  Prepaid Insurance                                       2,200

167
Equipment

75,000

168
Accumulated depreciation — Equipment

$ 34,000

201
Accounts payable


43,000

210
Wages payable


20,000

301
S. Sham, Capital


129,700

302
S. Sham, Withdrawals

5,000

401
Headbanging revenue


220,000

612
Depreciation expense — Equipment

11,500

623
Wages expense

125,000

637
Insurance expense

600

640
Rent expense

14,800

650
Legal expense

21,400

690
Fines and damages expense

2,000




_________
_________

Totals

$446,700  
$446,700
Required

Preparation Component

1. Prepare an income statement and a statement of owner’s equity for the year 2008, and a      classified balance sheet at December 31, 2008. There are no owner investments in 2008.

2. Enter the adjusted trial balance in the first two columns of a six-column table. Use columns three and four for closing entries and the last two columns for a post-closing trial balance. Insert an Income Summary account as the last item in the trial balance.

3. Enter closing entries in the six-column table and prepare journal entries for them.

Analysis Component

4. Assume for this part only that:

a. None of the $600 Insurance expense had expired during the year. Instead, assume it is a                        prepayment of the next period’s protection. 


b. There are no earned and unpaid wages at the end of the year. (Hint: Reverse the $20,000 wages  payable accrual.)


Describe the financial statement changes that would result from these assumptions.

PROBLEM 4-4C

The adjusted trial balance for Nails Construction as of December 31, 2008, follows:

Nails construction

Adjusted Trial Balance

December 31, 2008

No.
Account Title
Debit
Credit

101
Cash

$135,000

104
Short-term investments

32,000

126
Supplies

2,700

128
Prepaid insurance

4,000

167
Equipment

55,000

168
Accumulated depreciation — Equipment

$ 25,000

173
Building

122,000

174
Accumulated depreciation — Building

78,000

183
Land

85,000

201
Accounts payable


44,500

203
Interest payable


7,500

208
Rent payable


2,800

210
Wages payable


10,700

213
Property taxes payable


9,000

233
Unearned professional fees


500

251
Long-term notes payable


107,000

301
R. Nails, Capital


213,900

302
R. Nails, Withdrawals

39,000

401
Professional fees earned


117,000

406
Rent earned


7,000

407
Dividends earned


2,000

409
Interest earned


8,600

606
Depreciation expense — Building

4,000

612
Depreciation expense — Equipment

5,000

623
Wages expense

82,000

633
Interest expense

1,100

637
Insurance expense

1,000

640
Rent expense

34,500

652
Supplies expense

3,400

682
Postage expense

200

683
Property taxes expense

6,500

684
Repairs expense

18,900

688
Telephone expense

750

690
Utilities expense

1,450




_________
_________


Totals

$633,500  
$633,500
R. Nails invested $18,000 cash in the business during year 2008(the December 31, 2007, balance of the R. Nails, Capital account was $195,900). Nails Construction is required to make a $20,000 payment on its long-term note payable during 2009.

Required


1.
Prepare the income statement and the statement of owner’s equity for the calendar year 2008, and the classified balance sheet at December 31, 2008.


2.
Prepare the necessary closing entries at the end of the year 2008.


3.
Use the information in the financial statements to calculate these ratios:

a. Return on assets (total assets on December 31, 2007 was $300,000)

     b. Debt ratio.


c.
Profit margin ratio (use total revenues as the denominator).

d. Current ratio.

PROBLEM 4-5C

The following unadjusted trial balance is for Malavenda Construction Co. as of the end of its 2008 fiscal year. The June 30, 2007, balance of the owner’s capital account was $78,900, and the owner invested $26,000 cash in the company during the 2008 fiscal year.

                                 Malavenda Construction

                                Unadjusted Trial Balance

                               For year ended June 30, 2008

No.          Account  Title                        Debit                        Credit

101      Cash                                               $8,850

126      Supplies                                           1,850

128      Prepaid insurance                             6,500

167      Equipment                                    217,000

168      Accum. Depr. – Equip.                                              $  34,500

201      Accounts payable                                                           27,080

203      Interest payable                                                                       0

208      Rent payable                                                                            0

210      Wages payable                                                                         0    

213      Property taxes payable                                                             0

251      Long-term notes payable                                                40,000

301      G. Malavenda, Capital                                                  104,900

302      G. Malavenda, Withdrawals            45,000

401      Constuction fees earned                                                141,320

612      Depr. Expense – equipment                     0

613      Wages expense                                35,600

633       Interest expense                                4,400

637       Insurance expense                                    0

640       Rent expense                                     9,600

652       Supplies expense                                      0

683       Property tax expense                       12,000

684       Repairs expense                                    100

690       Utilities expense                                 6,900    

                                                                __________            __________

                   Totals                                     $347,800                  $347,800
Required

Preparation Component

1.
Prepare a 10-column work sheet for fiscal year 2008, starting with the unadjusted trial balance and including adjustments based on these additional facts:


a.
The supplies available at the end of fiscal year 2008 had a cost of $600.


b.
The cost of expired insurance for the fiscal year is $3,800.


c.
Annual depreciation on equipment is $4,200.


d.
The June utilities expense of $420 is not included in the unadjusted trial balance because the bill arrived after the trial balance was prepared. The $420 amount owed needs to be recorded.


e.
The company’s employees have earned $2,750 of accrued wages at fiscal year-end.


f.
The rent expense incurred and not yet paid or recorded at fiscal year end is $1,600.


g.
Additional property taxes of $2,000 have been assessed but have not been paid or recorded    in the accounts.


h.
The long-term note payable bears interest at 12% per year. The unadjusted  Interest Expense account equals the amount paid for the first 11 months of the 2008 fiscal year. The $100 accrued interest for June has not yet been paid or recorded. (Note that the company is required to make a $4,000 payment during the 2009 fiscal year.)


2.
Use the work sheet to enter the adjusting and closing entries; then journalize them.

3.  Prepare the income statement and the statement of  owner’s equity for the year ended June 30,                  and the classified balance sheet at June 30, 2008.

Analysis Component

4.  Analyze the following separate errors and describe how each would affect the 10-column worksheet. Explain whether the error is likely to be discovered in completing the worksheet and, if not, the effect of the error on the financial statements.

a. Assume that the adjustment for supplies used consisted of a credit to Supplies for $600 and a debit to Suplies Expense for $600.

b. When the adjusted trial balance in the worksheet is completed, assume that the $8,850 Cash balance is incorrectly entered in the credit column. 

PROBLEM 4-6C

This six-column table for The Hook and Shank Driving Range includes the unadjusted trial balance as of December 31, 2008. 

	hook and shank range

December 31, 2008

	
	Unadjusted
Trial Balance
	
Adjustments
	Adjusted
Trial Balance

	Account Titles
	Dr.
	Cr.
	
	Dr.
	
	Cr.
	Dr.
	Cr.

	Cash

	84,000
	
	
	
	
	
	
	

	Accounts 
   receivable

	
	
	

	
	
	
	
	

	Supplies

	6,500
	
	
	
	
	
	
	

	Equipment

	215,000
	
	
	
	
	
	
	

	Accumulated
  depreciation—Equip

	
	70,000
	
	
	
	
	
	

	Interest payable

	
	
	
	
	
	
	
	

	Salaries payable

	
	
	
	
	
	
	
	

	Unearned 
   membership fees

	
	5,000
	

	
	
	
	
	

	Notes payable

	
	45,000
	
	
	
	
	
	

	B. Flog, Capital

	
	60,160
	
	
	
	
	
	

	B. Flog,
   Withdrawals

	15,000
	
	
	
	
	
	
	

	Membership fees 
   earned

	
	156,400
	

	
	
	
	
	

	Depreciation

   expense—Equip

	
	
	

	
	
	
	
	

	Salaries expense

	15,000
	
	
	
	
	
	
	

	Interest expense

	1,060
	
	
	
	
	
	
	

	Supplies expense

	   ______
	 ______
	
	
	
	
	
	

	Totals

	336,560
	336,560
	
	
	
	
	
	


Required


1.
Complete the six-column table by entering adjustments that reflect the following information:


a.
As of December 31, 2005, employees had earned $2,450 of unpaid and unrecorded salaries. The next payday is January 4, at which time $3,600 of salaries will be paid.


b.
The cost of supplies still available at December 31, 2008, is $2,000.


c.
The note payable requires an interest payment to be made every three months. The amount of unrecorded accrued interest at December 31, 2008, is $1600. The next intererst payment, at an amount of $3,100, is due on January 15, 2009. 


d.
Analysis of the unearned member fees shows $900 remaining unearned at December 31, 2008.


e.
In addition to the member fees included in the revenue account balance, the company has earned another $7,100 in unrecorded fees that will be collected on January 31, 2009. The company is also expected to collect $8,000 on the same day for new fees earned during January, 2009.


f.
Depreciation expense for the year is $6,000.


2.
Prepare journal entries for the adjustments entered in the six-column table for part 1.


3.
Prepare journal entries to reverse the effects of the adjusting entries that involve accruals.


4.
Prepare journal entries to record the cash payments and collections described for January.

