Chapter 03 - The Accounting Cycle: End of the Period


PROBLEMS: SET C
Determine accrual-basis and cash-basis revenues and expenses

(LO3-1, 3-2)

P3-1C Consider the following transactions.

	
	Accrual-Basis
	Cash-Basis

	Transaction
	Revenue
	Expense
	Revenue
	Expense

	1. Record employee salaries incurred but not yet paid, $800.
	
	
	
	

	2. Pay advertising for the current month, $700.
	
	
	
	

	3. Pay utilities for the previous month, $750.
	
	
	
	

	4. Receive cash from customers in advance, $1,500.
	
	
	
	

	5. Purchase office supplies on account, $400.
	
	
	
	

	6. Pay dividends to stockholders, $200.
	
	
	
	

	7. Pay for supplies previously purchased on account, $400.
	
	
	
	

	8. Pay for insurance one year in advance, $3,600.
	
	
	
	

	9. Receive cash from customers for services performed in the current period, $1,800.
	
	
	
	

	10. Provide services to customers on account, $2,100.
	
	
	
	


Required:

For each transaction, determine the amount of revenue or expense, if any, that is recorded under accrual-basis accounting and under cash-basis accounting.

Convert cash-basis accounting to accrual-basis accounting

(LO3-1, 3-2)

P3-2C Follette’s Accessories maintains its books using cash-basis accounting. However, the company recently borrowed $50,000 from a local bank and the bank requires Follette’s to provide annual financial statements prepared using accrual-basis accounting as part of the credit worthiness verification. During 2015, the following cash flows were recorded:

	Cash collected from customers
	
	
	$60,000

	Cash paid for:
	
	
	

	Salaries
	$25,000
	
	

	Supplies
	6,000
	
	

	Maintenance
	5,000
	
	

	Insurance
	7,000
	
	

	Advertising
	4,000
	
	47,000

	Net cash flows
	
	
	$13,000


You are able to determine the following information:

	
	January 1, 2015
	December 31, 2015

	Accounts receivable
	$15,000
	$18,000

	Prepaid insurance
	1,800
	4,100

	Supplies
	800
	-0-

	Salaries payable
	2,200
	2,000


Required:

Prepare an accrual-basis income statement for December 31, 2015, by calculating accrual-basis revenues and expenses.
Record adjusting entries and determine their effect on net income 

(LO3-3)

P3-3C The information necessary for preparing the 2015 year-end adjusting entries for Winter Storage appears below. Winter’s fiscal year-end is December 31.

a. Depreciation on the equipment for the year is $7,000.

b. Salaries earned (but not paid) from December 16 through December 31, 2015, are $3,400.

c. On March 1, 2015, Winter lends an employee $12,000 and a note is signed requiring principal and interest at 6% to be paid on February 28, 2016.

d. On April 1, 2015, Winter pays an insurance company $15,000 for a one-year fire insurance policy. The entire $15,000 is debited to prepaid insurance at the time of the purchase.

e. $1,500 of supplies are used in 2015.

f. A customer pays Winter $4,200 on October 31, 2015, for six months of storage to begin November 1, 2015. Winter credits unearned revenue at the time of cash receipt.

g. On December 1, 2015, $4,000 advertising is paid to a local newspaper. The payment represents advertising for December 2015 through March 2016, at $1,000 per month. Prepaid advertising is debited at the time of the payment.

Required:

Record the necessary adjusting entries at December 31, 2015. No prior adjustments have been made during 2015.

Prepare adjusting entries

(LO3-3)

P3-4C David’s Services provides general home maintenance to customers. The company’s fiscal year-end is December 31. The December 31, 2015, trial balance (before any adjusting entries) appears below.

	Accounts
	Debits
	
	Credits

	Cash
	$  18,100
	
	

	Accounts Receivable
	16,200
	
	

	Supplies
	20,400
	
	

	Prepaid Insurance
	15,000
	
	

	Equipment
	95,000
	
	

	Accumulated Depreciation
	
	
	$  27,200

	Accounts Payable
	
	
	10,500

	Salaries Payable
	
	
	-0-

	Utilities Payable
	
	
	-0-

	Interest Payable
	
	
	-0-

	Notes Payable
	
	
	40,000

	Common Stock
	
	
	24,000

	Retained Earnings
	
	
	10,500

	Dividends
	2,500
	
	

	Service Revenue
	
	
	224,900

	Salaries Expense
	158,500
	
	

	Depreciation Expense
	-0-
	
	

	Insurance Expense
	-0-
	
	

	Supplies Expense
	-0-
	
	

	Utilities Expense
	11,400
	
	

	Interest Expense
	-0-
	
	

	Totals
	$337,100
	
	$337,100


Information necessary to prepare the year-end adjusting entries appears below.

a. Depreciation on the equipment for the year is $13,600.

b. Employee salaries are paid every two weeks. The last pay period ended on December 23. Salaries earned from December 24 through December 31, 2015, are $4,200.

c. On August 1, 2015, David’s borrows $40,000 from a local bank and signs a note. The note requires interest to be paid annually on August 31 at 12%. The principal is due in four years.

d. On April 1, 2015, the company purchases insurance for $15,000 for a one-year policy to cover possible injury to workers. The entire $15,000 was debited to Prepaid Insurance at the time of the purchase.

e. $3,000 of supplies remains on hand at December 31, 2015.

f. On December 30, Mike’s receives a utility bill of $1,900 for the month. The bill will not be paid until early January, 2016, and no entry was recorded when the bill was received.
Required:
Prepare the necessary adjusting entries on December 31, 2015.
Prepare financial statements from an adjusted trial balance 

(LO3-5)

P3-5C Russell Engineering provides consulting services related to land development. Below is the year-end adjusted trial balance of Russell Engineering. 

	Russell Engineering
Adjusted Trial Balance

December 31, 2015

	Accounts
	Debits
	
	Credits

	Cash
	$    5,500
	
	

	Accounts Receivable
	4,200
	
	

	Supplies
	2,300
	
	

	Prepaid Rent
	6,100
	
	

	Equipment
	114,000
	
	

	Accumulated Depreciation
	
	
	$  25,000

	Accounts Payable
	
	
	3,600

	Salaries Payable
	
	
	3,500

	Utilities Payable
	
	
	1,500

	Notes Payable
	
	
	20,000

	Common Stock
	
	
	44,800

	Retained Earnings
	
	
	20,200

	Service Revenue
	
	
	118,500

	Salaries Expense
	45,000
	
	

	Rent Expense
	17,600
	
	

	Depreciation Expense
	6,000
	
	

	Supplies Expense
	9,400
	
	

	Advertising Expense
	15,000
	
	

	Utilities Expense
	10,800
	
	

	Interest Expense
	1,200
	
	

	Totals
	$237,100
	
	$237,100


Required:

Prepare an income statement, statement of stockholders’ equity, and classified balance sheet. In preparing the statement of stockholders’ equity, note that additional common stock was issued during the year for $8,000. This amount is included in the amount for Common Stock in the adjusted trial balance.

Record closing entries and prepare a post-closing trial balance

(LO3-6, 3-7)

P3-6C The year-end financial are provided below.

	Income Statement
	
	Statement Of Stockholders’ Equity

	Service revenue
	$87,500
	
	
	Common

Stock
	Retained

Earnings
	Total

	Expenses:
	
	
	
	
	
	
	

	Salaries
	$47,100
	
	
	January 1
	$70,000
	$34,500
	$104,500

	Supplies
	9,600
	
	
	Issue stock
	12,000
	
	12,000

	Rent
	7,700
	
	
	Net income
	
	17,900
	17,900

	Delivery
	5,200
	69,600
	
	Dividends
	
	(5,000)
	(5,000)

	Net income
	
	$17,900
	
	December 31
	$82,000
	$47,400
	$129,400

	
	
	
	
	
	
	
	

	Balance Sheet

	Assets:
	
	
	
	Liabilities:

	Cash
	$    7,500
	
	Accounts payable
	
	
	$    9,800

	Accounts receivable
	
	8,300
	
	Stockholders’ Equity:

	Land
	
	123,400
	
	Common stock
	
	$82,000
	

	
	
	
	
	Retained earnings
	
	47,400
	129,400

	Total assets
	$139,200
	
	Total liabs. and equities
	$139,200



Required:
1. Record year-end closing entries.

2. Prepare a post-closing trial balance (Hint: the balance of retained earnings will be the amount shown in the balance sheet).

Completing the accounting cycle after adjusting entries 

(LO3-4, 3-5, 3-6, 3-7)

P3-7C Refer to P3-4C.

Required:

Complete the following steps:

1. Enter the unadjusted balances from the trial balance into T-accounts.

2. Post the adjusting entries prepared in P3-6C to the accounts.

3. Prepare an adjusted trial balance.

4. Prepare an income statement and a statement of shareholders’ equity for the year ended December 31, 2015, and a classified balance sheet as of December 31, 2015. Assume that no common stock is issued during the year.

5. Record closing entries.

6. Post closing entries to the accounts.

7. Prepare a post-closing trial balance.

Completing the full accounting cycle 

(LO3-3, 3-4, 3-5, 3-6, 3-7)

P3-8C The general ledger of the Advanced Health at January 1, 2015, includes the following account balances:

	Accounts
	Debits
	
	Credits

	Cash 
	$  4,500
	
	

	Accounts Receivable
	8,300
	
	

	Supplies
	3,700
	
	

	Equipment
	26,400
	
	

	Accumulated Depreciation
	
	
	$  5,800

	Accounts Payable
	
	
	4,200

	Utilities Payable 
	
	
	5,500

	Unearned Revenue
	
	
	-0-

	Common Stock 
	
	
	19,000

	Retained Earnings 
	
	
	8,400

	Totals
	$42,900
	
	$42,900


The following is a summary of the transactions for the year:

a. Provide health services for cash, $18,000, and on account, $62,000.

b. Collect on accounts receivable, $45,000.

c. Issue shares of common stock in exchange for $12,000 cash.

d. Pay salaries for the current year, $36,000.

e. Pay for utilities expense, $13,000, of which $5,500 represents costs for 2014.

f. Receive cash in advance from customers, $7,000.

g. Pay $3,000 cash dividends to stockholders.

Required:
1. Set up the necessary T-accounts and enter the beginning balances from the trial balance. In addition to the accounts shown, the company has accounts for Dividends, Service Revenue, Salaries Expense, Utilities Expense, Supplies Expense, and Depreciation Expense.

2. Record each of the summary transactions listed above.

3. Post the transactions to the accounts.

4. Prepare an unadjusted trial balance.

5. Record adjusting entries. Depreciation for the year on the machinery is $2,900. Medical supplies remaining on hand at the end of the year equal $1,200. Of the $7,000 paid in advance by customers, $4,000 of the work has been completed by the end of the year.

6. Post adjusting entries.

7. Prepare an adjusted trial balance.

8. Prepare an income statement for 2015 and a classified balance sheet as of December 31, 2015.

9. Record closing entries.

10. Post closing entries
11. Prepare a post-closing trial balance.
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