Chapter 8

Purchasing/Human Resources/Payment Process:

Recording and Evaluating Expenditure Process Activities

Questions

1. Which journal is used to record transactions that occur frequently and in the same manner?

2. Where are details for specific general ledger accounts recorded?

3. What type of system keeps a running balance of the cost of inventory and the cost of goods sold during the period?

4. What type of system determines the balance in inventory and the cost of goods sold only at specific points in time?

5. Which method of recording inventory records inventory purchases at the discounted price?

6. Which method of recording inventory records inventory purchases at full price?

7. Which account is used to record inventory used by a merchandising company?

8. Which account is used by a manufacturing company to record the direct materials on hand?

9. Which account is used to record discounts taken on purchases?

10. Which account is used to record returns and allowances made on purchases?

Exercises

E8.1
On April 1, 2006 the start of its fiscal year, Andrew Enterprises had these account balances. 



__________________________________________




Debit
Credit


Office supplies
$6,580



Prepaid insurance
2,700





Utilities payable
$2,400

During the year the company was involved in these operating events:


April 20
Paid the $2,400 due on the utilities.


June 28
Purchased $4,230 of office supplies on account.


July 27
Paid the amount due on the office supplies.


January 2
Renewed the insurance policy for one year by paying the annual premium of $3,600. 


March 31
Received December’s utility bill for $2,700.   A count of office supplies indicates that $2,275 of office supplies are on hand.


Make the entries for the operating events listed above and make the appropriate adjusting entries on March 31, 2007.

E8.2
The following information is from an abbreviated payroll register for the Morgan Corporation for the week ending July 11, 2006.


____________________________________________________________________



Gross
Federal

Retirement
Net


Employee
Earnings
Income Tax
FICA
Contribution
Pay


Sam Byrd
$420.00
$40.00
$32.13
$21.00
$326.87


Matthew Johnson
600.00
43.00
45.90
30.00
481.10


Melanie Smith
350.00
30.00
26.78
18.00
275.22


____________________________________________________________________


Prepare the journal entry to record the following:

1. Payment of the weekly payroll.

2. The payroll taxes for this time period (SUTA is 2.5 percent and FUTA is 0.8 percent of gross earnings).

E8.3
Kelby Inc.’s payroll on June 30, 2006 was $31,500.  Assuming a FICA tax rate of 7.65 percent, a FUTA tax rate of 0.8 percent, and a SUTA tax rate of 3.5 percent, prepare the adjusting entry to record Kelby’s payroll tax expense.

E8.4
Provide the missing data for each of these three companies.


____________________________________________________________________



Company A
Company B
Company C


Beginning inventory
$70,200
$48,100
$            ?


Goods purchased
93,600
_____?
87,400

Merchandise available for sale
$         ?
$         ?
$            ?


Ending inventory
53,300
16,900
33,800

Cost of goods sold
$         ?
$62,170
$114,700


____________________________________________________________________

E8.5
Using perpetual inventory procedures, journalize the following transactions for Jessica’s Gift Shop for April.  Assume Jessica uses the net price method of recording merchandise purchases.


April 4
Jessica purchased $20,500 of merchandise from Parker Company; terms 2/10, n/30.


April 8
Jessica returned $1,200 of damaged merchandise purchased on April 4 to Parker Company and Parker Company will decrease Jessica’s bill accordingly.


April 12
Jessica paid Parker Company for the purchase and took advantage of the cash discount.

E8.6
Refer to E8.5.  Make the journal entries assuming Jessica uses the gross price method.

E8.7
Refer to E8.5.
Make the journal entries assuming Jessica uses a periodic inventory system and the net price method.

E8.8
Refer to E8.5 and E8.6.  Make the journal entries assuming Jessica uses a periodic system and the gross price method.

E8.9
Refer to E8.5.
Assuming Jessica uses perpetual procedures and the net price method, determine the effect of each of the events on the accounting equation.

E8.10
Refer to E8.5
Assuming Jessica uses perpetual procedures and the net price method, make the journal entries to record the payment of the purchases on April 30 after the discount period has expired.

E8.11
The Brauer Company had cost of goods sold of $111,500 during 2007.  Based on the beginning and ending balances of the Inventory and Accounts Payable—Merchandise accounts, how much cash did Brauer Company pay to acquire merchandise in 2007?


____________________________________________________________________



1/1/07
12/31/07

Inventory
$27,500
$36,000


Accounts Payable—Merchandise
54,000
61,000


____________________________________________________________________

E8.12
Given the following account balances,  determine the cash paid for rent, office supplies, and salaries in 2003.


____________________________________________________________________



1/1/07
12/31/07


Prepaid rent
$12,000
$4,000


Supplies
3,200
1,675


Salaries payable
6,135
4,940


Rent expense

10,000


Supplies expense

7,075


Salaries expense

135,310


____________________________________________________________________

Problems

P8.1
The following operating events occurred during December 2007 for the Jamison Company.  The fiscal year-end for Jamison company is December 31.


1
Paid six months’ rent in advance, $4,800.


4
Received and paid $1,800 bill for legal services.

7 Office supplies of $400 were purchased on account.

17 Received and paid the quarterly insurance premium of $900 on the delivery vehicle.  This premium covers the months of January, February, and March.

22 Received utilities bill to be paid on December 31, $375.

27 Paid property taxes of $245.

31 Paid the utilities bill received on December 22.


The balance in the office supplies account on December 1 was $2,000.  Office supplies not used as of December 31 amounted to $1,100.


Required:
Make the appropriate entries for the events in December.

P8.2
Gross pay for Eveland Enterprises for February 2003 was calculated as follows:



Administrative wages
$  67,230



Production wages
52,000



Maintenance wages
__4,170 



Total salaries and wages
$123,400


Information on withholding and taxes:

1. Federal income tax withheld, $24,680

2. FICA taxes withheld on employees, $9,440

3. State income tax withheld, $2,468

4. Health insurance premiums withheld, $2,240

5. Pension contributions withheld, $5,960

6. FUTA taxes are $864 and SUTA taxes are $2,468.


Required:

A. Make the journal entries to record the February payroll.

B. Record the journal entry for the employer’s payroll taxes.

P8.3
Felton Industries experienced the following transactions during the month of October 2003:

5 Purchased $10,450 in merchandise from Becker, Inc. with terms of 2/10, net/30,

FOB shipping point.

12 Paid $175 freight charges to Blue Freight for merchandise purchased from Becker, Inc. on October 5.

17 Purchased $7,350 in merchandise from PGF Company; terms 2/10, n/30, FOB destination.

22 Returned $400 (gross price) of merchandise to PGF Company.

27 Sent amount due to PGF Company.

30 Paid Becker, Inc. amount due for inventory items purchased on October 5.

Required:

A. Make the journal entries to record the events assuming Felton Industries uses the perpetual inventory system and the net price method for recording inventory.

B. Make the journal entries to record the events assuming Felton Industries uses the perpetual inventory system and the gross price method for recording inventory.

C. Make the journal entries to record the events assuming Felton Industries uses the periodic inventory system and the net price method for recording inventory.

D. Make the journal entries to record the events assuming Felton Industries uses the periodic inventory system and the gross price method for recording inventory.

P8.4
Harding Company has provided you the following information:




________________________________________________



Beginning Balance
Ending Balance





Prepaid rent
$15,000
$18,000



Prepaid insurance
12,000
4,500



Utilities payable
1,400
1,100



Accrued liabilities
20,800
12,900



________________________________________________


An analysis of Harding Company’s records reveals the following payments:



Rent paid in advance
$27,000



Insurance paid in advance
3,000



Payments for utilities
6,300



Payments made for miscellaneous expenses
61,900


Required:
Determine the expenses during the period.

P8.5
Refer to P8.4.  Make the journal entries for the cash payments and expenses during the period.

Case

Select a company that is featured in this week’s issue of BusinessWeek.  Using the company’s annual report, answer the following questions:

A. Estimate the cash paid for inventory.

B. Estimate the cash paid for operating expenses.

C. What additional information is disclosed in the notes concerning inventories, human resources, and operating expenses?

