Chapter 04 - Adjustments, Financial Statements, and the Quality of Earnings

Chapter 4 – Set B Exercises – Libby 8e

E4-1B. (similar to E 4-3) [LO 1] Recording Adjusting Entries Hsu Company completed its first year of operations on December 31, 2014. All of the 2014 entries have been recorded except for the following:

a. At year-end, employees earned wages of $8,400, which will be paid on the next payroll date, January 6, 2015.

b. At year-end, the company had earned interest revenue of $2,300. The cash will be collected March 1, 2015.

Required:

1. What is the annual reporting period for this company?

2. Identify whether each transaction results in adjusting a deferred or an accrued account. Using the process illustrated in the chapter, give the required adjusting entry for transactions (a) and (b). Include appropriate dates and write a brief explanation of each entry.

3. Why are these adjustments made?
E4-2B (similar to E 4-4) [LO 1,2] Recording Adjusting Entries and Reporting Balances in Financial Statements Aurora Company is making adjusting entries for the year ended December 31, 2014. In developing information for the adjusting entries, the accountant learned the following:
a. A three-year insurance premium of $3,600 was paid on October 1, 2014, for coverage beginning on that date.

b. At December 31, 2014, the following data relating to Shipping Supplies were obtained from the records and supporting documents.
	Shipping supplies on hand, January 1, 2014
	$12,000



	Purchases of shipping supplies during 2014
	63,000



	Shipping supplies on hand, counted on December 31, 2014
	24,000




Required:

1. Using the process illustrated in the chapter, record the adjusting entry for insurance at December 31,

2014, assuming that the premium was paid on October 1, 2014, and the bookkeeper debited the full

amount to Prepaid Insurance.

2. Using the process illustrated in the chapter, record the adjusting entry for supplies at December 31,

2014, assuming that the purchases of shipping supplies were debited in full to Shipping Supplies.

3. What amount should be reported on the 2014 income statement for Insurance Expense? For Shipping

Supplies Expense?

4. What amount should be reported on the December 31, 2014, balance sheet for Prepaid Insurance?

For Shipping Supplies?
E4-3B. (similar to E4-6) [LO 1] Recording Seven Typical Adjusting Entries Markham Industries is completing the accounting process for the year just ended, December 31, 2014. The transactions during 2014 have been journalized and posted. The following data with respect to adjusting entries are available:

a. One-third of the basement space is rented to Howard Specialty Shop for $640 per month, payable monthly. On December 31, 2014, the rent for November and December 2014 had not been collected or recorded. Collection is expected January 10, 2015.

b. The store used delivery equipment that cost $90,500; $14,100 was the estimated depreciation for 2014.

c. On July 1, 2014, a two-year insurance premium amounting to $1,380 was paid in cash and debited in full to Prepaid Insurance. Coverage began on July 1, 2014.

d. The remaining basement of the store is rented for $1,500 per month to another merchant, M. Crier, Inc. Crier sells compatible, but not competitive, merchandise. On November 1, 2014, the store collected six months’ rent in the amount of $9,000 in advance from Crier; it was credited in full to Unearned Rent Revenue when collected.

e. Markham operates a repair shop to meet its own needs. The shop also does repairs for

M. Crier. At the end of December 31, 2014, Crier had not paid $750 for completed repairs. This

amount has not yet been recorded as Repair Shop Revenue. Collection is expected during January 2015.
f. Wages earned by employees during December 2014, unpaid and unrecorded at December 31, 2014, amounted to $2,750. The last payroll was December 28; the next payroll will be January 6, 2015.

g. Office supplies on hand at January 1, 2014, totaled $425. Office supplies purchased and debited to Office Supplies during the year amounted to $550. The year-end count showed $250 of supplies on hand.
Required:

1. Identify each of these transactions as a deferred revenue, deferred expense, accrued revenue, or

accrued expense.
2. Prepare the adjusting entries that should be recorded for Markham Industries at December 31,

2014.
E4-4B. (Similar to E 4-7) [LO 1] Recording Seven Typical Adjusting Entries Lamar Marina repairs, stores, and cleans boats for customers. It is completing the accounting process for the year just ended, November 30, 2015. The transactions during 2015 have been journalized and posted. The following data with respect to adjusting entries are available:
a. Lamar borrowed $325,000 at a 12 percent annual interest rate on April 1, 2015, to expand its boat

storage facility. The loan requires Lamar’s to pay the interest quarterly until the note is repaid in three

years. Lamar paid quarterly interest on July 1 and October 1.

b. The Young family paid Lamar $3,240 on November 1, 2015, to store its sailboat for the winter until May 1, 2016. Lamar credited the full amount to Unearned Storage Revenue on November 1.

c. Lamar used boat-lifting equipment that cost $250,000; $25,000 was the estimated depreciation for

2015.

d. Boat repair supplies on hand at December 1, 2014, totaled $17,500. Repair supplies purchased and

debited to Supplies during the year amounted to $44,000. The year-end count showed $10,400 of the

supplies on hand.

e. Wages earned by employees during November 2015, unpaid and unrecorded at November 30, 2015,

amounted to $3,950. The next payroll date will be December 5, 2015.
f. Lamar winterized (cleaned and covered) three boats for customers at the end of November, but did

not record the service for $2,650.

g. On October 1, 2015, Lamar paid $1,800 to the local newspaper for an advertisement to run every

Thursday for 12 weeks. All ads have been run except for three Thursdays in December to complete the

12-week contract.

Required:
1. Identify each of these transactions as a deferred revenue, deferred expense, accrued revenue, or

accrued expense.
2. Prepare the adjusting entries that should be recorded for Lamar at November 30, 2015.
E4-5B. (Similar to E 4-8) [LO 1] Determining Financial Statement Effects of Seven Typical Adjusting Entries Refer to E4-3B.
Required:

For each of the transactions in E4-3B, indicate the amount and direction of effects of the adjusting entry

on the elements of the balance sheet and income statement. Using the following format, indicate + for

increase, − for decrease, and NE for no effect.
	
	Balance Sheet
	Income Statement

	
Transaction
	
Assets
	
Liabilities
	Stockholders’ Equity
	
Revenues
	
Expenses
	Net 
Income

	(a)
	
	
	
	
	
	

	(b)
	
	
	
	
	
	

	(c)
	
	
	
	
	
	

	(d)
	
	
	
	
	
	

	(e)
	
	
	
	
	
	

	(f)
	
	
	
	
	
	

	(g)
	
	
	
	
	
	


E4-6B. (Similar to E 4-9) [LO 1] Determining Financial Statement Effects of Seven Typical Adjusting Entries Refer to E4-4B.

Required:

For each of the transactions in E4-4B , indicate the amount and direction of effects of the adjusting entry

on the elements of the balance sheet and income statement. Using the following format, indicate + for

increase, − for decrease, and NE for no effect.
	
	Balance Sheet
	Income Statement

	
Transaction
	
Assets
	
Liabilities
	Stockholders’ Equity
	
Revenues
	
Expenses
	Net 
Income

	(a)
	
	
	
	
	
	

	(b)
	
	
	
	
	
	

	(c)
	
	
	
	
	
	

	(d)
	
	
	
	
	
	

	(e)
	
	
	
	
	
	

	(f)
	
	
	
	
	
	

	(g)
	
	
	
	
	
	


E4-7B. (Similar to E4-11) [LO 1,2] Determining Financial Statement Effects of Three Adjusting Entries
Fallows Company started operations on January 1, 2015. It is now December 31, 2015, the end of the

annual accounting period. The part-time bookkeeper needs your help to analyze the following three

transactions:
a. During 2015, the company purchased office supplies that cost $1,800. At the end of 2015, office supplies of $450 remained on hand.

b. On January 1, 2015, the company purchased a special machine for cash at a cost of $16,000. The

machine’s cost is estimated to depreciate at $1,500 per year.

c. On July 1, 2015, the company paid cash of $840 for a two-year premium on an insurance policy on the

machine; coverage begins on July 1, 2015.

Required:

Complete the following schedule with the amounts that should be reported for 2015:
	Selected Balance Sheet Accounts

at December 31, 2015

	Amount to

Be Reported



	Assets


	

	Equipment
	$



	Accumulated depreciation


	

	     Net book value of equipment


	

	Office supplies


	

	Prepaid insurance


	

	
	

	Selected Income Statement Accounts

for the Year Ended December 31, 2015

	

	Expenses


	

	Depreciation expense
	$



	Office supplies expense


	

	Insurance expense

	


E4-8B (Similar to E4-12) [LO 1] Determining Financial Statement Effects of Adjustments for Interest on Two Notes 

Note 1: On April 1, 2014, McGuire Corporation received a $34,000, 10 percent note from a customer in settlement of a $34,000 open account receivable. According to the terms, the principal of the note and interest are payable at the end of 12 months. The annual accounting period for McGuire ends on December 31, 2014.

Note 2: On August 1, 2014, to meet a cash shortage, McGuire Corporation obtained a $36,000, 12 percent loan from a local bank. The principal of the note and interest expense are payable at the end of six months.

Required:

For the relevant transaction dates of each note, indicate the amounts and direction of effects on the elements of the balance sheet and income statement. Using the following format, indicate + for increase, − for decrease, and NE for no effect. (Reminder: Assets = Liabilities + Stockholders’ Equity;

Revenues − Expenses = Net Income; and Net Income accounts are closed to Retained Earnings, a part

of Stockholders’ Equity.)
	
	Balance Sheet
	Income Statement

	
Date
	
Assets
	
Liabilities
	Stockholders’ Equity
	
Revenues
	
Expenses
	Net 
Income

	Note 1:   

April 1, 2014
	
	
	
	
	
	

	December 31, 2014
	
	
	
	
	
	

	March 31, 2015
	
	
	
	
	
	

	Note 2:


August 1, 2014
	
	
	
	
	
	

	December 31, 2014
	
	
	
	
	
	

	 January 31, 2015
	
	
	
	
	
	


E4-9B (Similar to E4-14) [LO 1] Analyzing the Effects of Errors on Financial Statement Items
Mason and Lloyd, Inc., publishers of movie and song trivia books, made the following errors in adjusting

the accounts at year-end (December 31):

a. Did not accrue $1,600 owed to the company by another company renting part of the building as a storage facility.

b. Did not record $17,000 depreciation on the equipment costing $115,000.

c. Failed to adjust the Unearned Fee Revenue account to reflect that $1,900 was earned by the end of the year.

d. Recorded a full year of accrued interest expense on a $21,000, 9 percent note payable that has been

outstanding only since November 1.

e. Failed to adjust Prepaid Insurance to reflect that $750 of insurance coverage has been used.
Required:

1. For each error, prepare the adjusting journal entry (a) that was made, if any, and (b) that should have been made at year-end.

2. Using the following headings, indicate the effect of each error and the amount of the effect (that is, the difference between the entry that was or was not made and the entry that should have been made). Use O if the effect overstates the item, U if the effect understates the item, and NE if there is no effect. (Reminder: Assets = Liabilities + Stockholders’ Equity; Revenues − Expenses = Net Income; and Net Income accounts are closed to Retained Earnings, a part of Stockholders’ Equity.)
	
	Balance Sheet
	Income Statement

	
Transaction
	
Assets
	
Liabilities
	Stockholders’ Equity
	
Revenues
	
Expenses
	Net 
Income

	(a)
	
	
	
	
	
	

	(b)
	
	
	
	
	
	

	(c)
	
	
	
	
	
	

	(d)
	
	
	
	
	
	

	(e)
	
	
	
	
	
	


E4-10B. (Similar to E4-11) [LO 1,2] Determining Financial Statement Effects of Three Adjusting Entries
Fallows Company started operations on January 1, 2015. It is now December 31, 2015, the end of the

annual accounting period. The part-time bookkeeper needs your help to analyze the following three

transactions:
a. During 2015, the company purchased office supplies that cost $1,750. At the end of 2015, office supplies of $400 remained on hand.

b. On January 1, 2015, the company purchased a special machine for cash at a cost of $19,000. The

machine’s cost is estimated to depreciate at $1,800 per year.

c. On July 1, 2015, the company paid cash of $960 for a two-year premium on an insurance policy on the

machine; coverage begins on July 1, 2015.

Required:

Complete the following schedule with the amounts that should be reported for 2015:
	Selected Balance Sheet Accounts

at December 31, 2015

	Amount to

Be Reported



	Assets


	

	Equipment
	$



	Accumulated depreciation


	

	     Net book value of equipment


	

	Office supplies


	

	Prepaid insurance


	

	
	

	Selected Income Statement Accounts

for the Year Ended December 31, 2015

	

	Expenses


	

	Depreciation expense
	$



	Office supplies expense


	

	Insurance expense
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