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CHAPTER 2

The Recording Process

ASSIGNMENT CLASSIFICATION TABLE

Brief Problems | Problems

Learning Objectives Questions | Exercises | Exercises Set A SetB

1. Describe how 1, 2,3, 4, 1,2,3,4, [1,2,3,4 1,4 1,4
accounts, debits, | 5,6 S
and credits are
used to record
business
transactions.

. State how a 7,8,9,10, [ 6,7,8,9, |2,5,6,7, 1,2, 3,4, 1,2, 3,4,
journal is used in | 11 10, 11,12 | 8, 9, 14, 56,7,8, |5/6,7,8,
the recording 16 11 11
process and
journalize
transactions.

. Explain how a 12,13,14 | 13,14,15 | 2,10, 11, 4,5,6,7, 4,5,6, 7,
ledger helps in 12,13, 15, | 8,11 8,11
the recording 16
process and post
transactions.

. Prepare a trial 15, 16,17, | 16,17,18 | 2,10, 12, 4,5,6,7, 4,5,6,7,
balance. 18, 19, 20 13, 14, 15, | 8, 9, 10, 8,9, 10,

16, 17,18, | 11,12, 13, | 11, 12, 13,
19 14, 15 14, 15
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ASSIGNMENT CHARACTERISTICS TABLE

Problem Difficulty Time
Number | Description Level Allotted (min.)
1A Perform transaction analysis and journalize transactions. | Simple 15-20
2A Journalize transactions. Simple 20-30
3A Journalize transactions. Simple 20-30
4A Journalize transactions, post, and prepare trial balance. Moderate 40-50
5A Journalize transactions, post, and prepare trial balance. Moderate 40-50
6A Journalize transactions, post, and prepare trial balance. Moderate 55-65
TA Journalize transactions, post, and prepare trial balance. Moderate 55-65
8A Journalize transactions, post, and prepare trial balance. Moderate 55-65
9A Prepare a trial balance. Simple 25-35
10A Prepare financial statements. Simple 25-35
11A Journalize transactions, post, and prepare trial balance. Moderate 65-75
12A Prepare financial statements. Simple 25-35
13A Prepare trial balance and financial statements. Simple 35-45
14A Analyze errors and effects on trial balance. Moderate 25-35
15A Prepare correct trial balance. Complex 30-40
1B Perform transaction analysis and journalize transactions. | Simple 15-20
2B Journalize transactions. Simple 20-30
3B Journalize transactions. Simple 20-30
4B Journalize transactions, post, and prepare trial balance. Moderate 40-50
5B Journalize transactions, post, and prepare trial balance. Moderate 40-50
6B Journalize transactions, post, and prepare trial balance. Moderate 55-65
7B Journalize transactions, post, and prepare trial balance. Moderate 55-65
8B Journalize transactions, post, and prepare trial balance. Moderate 55-65
9B Prepare a trial balance. Simple 25-35
10B Prepare financial statements. Simple 25-35
11B Journalize transactions, post, and prepare trial balance. Moderate 65-75
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ASSIGNMENT CHARACTERISTICS TABLE

Problem Difficulty Time

Number | Description Level Allotted (min.)
12B Prepare financial statements. Simple 25-35

13B Prepare trial balance and financial statements. Simple 35-45

14B Analyze errors and effects on trial balance. Moderate 25-35

15B Prepare correct trial balance. Complex 30-40
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BLOOM’S TAXONOMY TABLE

Correlation Chart between Bloom’s Taxonomy, Study Objectives, and End-of-
Chapter Material

Syn- Evalu-
Study Objective Knowledge Comprehension Application Analysis | thesis ation
1. Describe how Q2-2 Q2-1 BE2-1
accounts, Q2-3 Q2-4 P2-1A
debits, and BE2-2 Q2-5 P2-1B
credits are used | BE2-3 Q2-6 P2-4A  P2-4B
to record BE2-4 E2-3
business BE2-5 E2-4
transactions. E2-1
E2-2
2. State how a Q2-8 Q2-7 BE2-9 BE2-10
journal is used Q2-10 Q2-9 BE2-11 BE2-12
in the recording | BE2-6 Q2-11 E2-5
process and BE2-7 E2-6 E2-7
journalize E2-1 BE2-8 E2-8 E2-9
transactions. E2-2 E2-14 E2-16
P2-1A P2-1B
P2-2A  P2-2B
P2-3A  P2-3B
P2-4A  P2-4B
P2-5A  P2-5B
P2-6A  P2-6B
P2-7A  P2-7B
P2-8A  P2-8B
P2-11A P2-11B
3. Explain how a Q2-12 Q2-13 BE2-13 E2-10
ledger helps in E2-2 Q2-14 BE2-14 E2-12
the recording E2-11 BE2-15 E2-13
process and P2-4A E2-15
post P2-5A E2-16
transactions P2-6A P2-4B
P2-7A P2-5B
P2-8A P2-6B
P2-11A | P2-7B
P2-8B
P2-11B
4. Prepare a trial Q2-15 Q2-16 Q2-20 E2-12 Q2-19
balance. E2-2 Q2-17 BE2-16 E2-13 E2-18
Q2-18 BE2-17 E2-15 P2-14A
Q2-19 BE2-18 E2-16 P2-14B
E2-10 E2-17 P2-15A
E2-14 E2-19 P2-15B
P2-4A P2-4B
P2-5A P2-5B
P2-6A P2-6B
P2-7A P2-7B
P2-8A P2-8B
P2-9A P2-9B
P2-10A | P2-10B
P2-11A | P2-11B
P2-12A | P2-12B
P2-13A | P2-13B
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Syn- Evalu-
Study Objective Knowledge Comprehension Application Analysis | thesis ation
BYP2-1 BYP2-2
Broadening Your BYP2-4 BYP2-3
Perspective BYP2-5
BYP2-6
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ANSWERS TO QUESTIONS

1. An account is an accounting record of increases and decreases in a specific
asset, liability, or owner’s equity item. A company will need, at a minimum,
two accounts to represent an asset account and either a liability or owner’s
equity account. However, companies usually have many accounts since they
will have different types of assets, liabilities, and owner’s equity items,
including drawings, revenues, and expenses.

2. Debiting an account refers to the practice of entering an amount on the debit
(or left) side of an account. Crediting an account signifies entering an amount
on the credit (or right) side of an account.

3. Assets are on the left side of the basic accounting equation and liabilities and
owner’s equity are on the right side of the basic accounting equation. Since
debits are on the left side, and assets are also on the left side, the normal
balance of an asset is a debit balance.

Since credits are on the right side and liabilities are on the right side, the
normal balance of a liability is a credit balance. The same is also true for
owner’s equity. Revenues increase owner’s equity and therefore also have a
normal credit balance. But expenses and drawings are decreases to owner’'s
equity and thus have a normal debit balance.

4. Dmitri is incorrect because debit and credit don’t mean increase or decrease.
Debit means left side and credit means right side. Different types of accounts
will increase with debits versus credits. Accounts on the left side of the
accounting equation (assets) will increase with debits. Accounts on the right
side of the accounting equation (liabilities and owner’s equity) will increase
with credits except for expenses and drawings which are decreases to
owner’s equity and therefore are increased with debits. This way, the
accounting equation remains in balance.

5. The normal balance of owner’s capital is a credit. The account is increased by
credits and decreased by debits. Both drawings and expenses reduce
owner’'s equity. Because of this, their normal balance is a debit. These two
accounts are increased by debits, which end up reducing owner’s equity.

6. Gustave is incorrect. The double-entry system merely records the effect of a
transaction on the two (or more) accounts affected. A transaction is not
recorded twice; it is recorded once, with a dual (or multiple) effect on the
accounting equation.

Solutions Manual 2-6 Chapter 2
© 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is prohibited.



Weygandt, Kieso, Kimmel, Trenholm, Warren, Novak  Accounting Principles, Seventh Canadian Edition

QUESTIONS (Continued)

10.

11.

12.

An event or transaction is recorded only if it causes the company’s financial
position (assets, liabilities, and/or owner’s equity) to change. In some events,
nothing is currently obtained nor given up so nothing is recorded. The event
may lead to a future transaction that changes the company’s financial position
but is not recorded until that time. An example of an event that is not currently
recorded but will result in a future transaction is the signing of a lease.

The three basic steps in the recording process are analyze, journalize, and
post.

After it is determined that a transaction should be recorded because it does
cause the company’s financial position to change, analyzing a business
transaction involves: identifying (1) the type of accounts involved, (2) whether
the accounts are increased or decreased, and (3) whether the accounts need
to be debited or credited.

A simple journal entry refers to an entry that affects only two accounts, a debit
to one account and a credit to another account. A compound entry refers to
an entry that affects three or more accounts. To ensure the accounting
equation remains balanced, the totals of the debit amounts and credit
amounts must be equal.

The accounts that could be credited are Revenue, Accounts Receivable, and
Unearned Revenue. Revenue would be credited for a cash sale. Accounts
Receivable would be credited when a customer makes a payment on account
for revenue that was previously earned and recorded. Unearned Revenue
would be credited when a customer pays in advance.

The advantages of recording the individual transactions in a journal before

posting to the ledger are:

1. The journal discloses in one place the complete effect of a transaction.

2. The journal provides a chronological record of all transactions.

3. The journal helps to prevent or locate errors, because the debit and credit
amounts for each entry can be readily compared.
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QUESTIONS (Continued)

13.

14.

15.

16.

17.

18.

The T account is often used in accounting textbooks for illustrative purposes.
It shows only the debit and credit side of a ledger account. It is faster to
create and more efficient for analyzing the impact of specific transactions
Businesses however usually use a “standard” form of account. This form
shows a debit and credit column but also includes additional information such
as the balance of the account (to show the account balance after every
transaction), the date, explanation, and reference. This additional information
is useful in preventing and detecting errors.

The entire group of accounts and related transactional details maintained by a
company, including all the asset, liability, and owners' equity accounts, is
referred to collectively as the ledger. A chart of accounts lists only the
account names and account numbers that identify their location in the ledger.
The numbering system used to identify the accounts usually starts with the
balance sheet accounts and follows with the income statement accounts. The
chart of accounts is important, particularly for a company that has a large
number of accounts, because it helps organize the accounts and identify their
location in the ledger.

A trial balance is a list of accounts and their balances at a given time. The
primary purpose of a trial balance is to prove the mathematical equality of
debits and credits, after all journalized transactions have been posted. A trial
balance also facilitates the discovery of errors in journalizing and posting. In
addition, it is useful in preparing financial statements.

Since accounts are given an account number in the chart of accounts, the trial
balance is prepared in numerical order. Accounts are generally listed and
assigned account numbers in the chart of accounts using the following
numerical sequence: assets, liabilities, owner's equity, drawings, revenues,
and lastly expenses. This convention makes is easy for anyone to find an
account either in the chart of accounts or in a trial balance.

The sequence in which the first four steps in the accounting process does
matter in properly accounting for transactions. Unless business transactions
are first analyzed, it is possible for the transaction to be misinterpreted or
omitted from the accounting process. Once analyzed, the transactions need
to be journalized in a journal, after which the transactions are posted to the
general ledger in order to arrive at updated balances which then appear in a
trial balance.

The company should use “December 31” on its trial balance. The trial balance
simply shows the balance in the accounts at a specific point in time.
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QUESTIONS (Continued)

19. (a)

(b)

()

The trial balance would not balance, because there were two debits for
$750 and no credits. The debits do not equal the credits. Accounts
Payable should have been credited, not debited, for $750.

The trial balance would balance, because the debits ($1,000) and credits
($1,000) are equal. But both the Service Revenue and the Accounts
Receivable balances would be incorrect as the credit should have been
recorded to Accounts Receivable, not Service Revenue.

The trial balance would not balance, because the debit to Rent Expense
for $650 is not equal to the credit to Cash for $560. The debit side of the
trial balance is overstated by $90, because either the Rent Expense is
overstated by $90 (Rent Expense should have been debited for $560), or
cash is overstated by $90 (the payment should have been credited for
$650).

20. The following are three types of errors that could cause the trial balance to
not balance, in spite of the fact that the ledger accounts have correct
balances.

1. When transcribing amounts from the ledger to the trial balance, an
account balance was recorded at an incorrect amount or omitted.

2. Balances in the trial balance did not appear in the correct column.

3. The addition of the trial balance columns was not done correctly.
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SOLUTIONS TO BRIEF EXERCISES

BRIEF EXERCISE 2-1
(@) $7,500 + $16,700 — $15,400 = $8,800

(b) $8,800 + $13,100 — $4,700 = $17,200

() $3,800 — $6,400 + $6,800 = $4,200

(d) $3,800 + $7,700 — $5,900 = $5,600

(e) $100,000 — $24,000 + $45,000 = $121,000
(f)  $149,000 — $121,000 + $27,000 = $55,000

BRIEF EXERCISE 2-2

Normal

Account Type of Account | Balance
1. Prepaid Insurance Asset Debit
2. Accounts Payable Liability Credit
3. Land Asset Debit
4. Service Revenue Owner’s Equity Credit
5. Utilities Expense Owner’s Equity Debit
6. Owner’s Capital Owner’s Equity Credit
7. Equipment Asset Debit
8. Salaries Expense Owner’s Equity Debit
9. Supplies Asset Debit
10. Unearned Revenue Liability Credit
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BRIEF EXERCISE 2-3
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(b)
(@) Normal
Account Type of Account | Balance
1. Accounts Receivable Asset Debit
2. Rent Expense Owner’s Equity Debit
3. B. Damiji, Drawings Owner’s Equity Debit
4. Supplies Asset Debit
5. Unearned Revenue Liability Credit
6. Service Revenue Owner’s Equity Credit
7. Prepaid Insurance Asset Debit
8. Notes Payable Liability Credit
BRIEF EXERCISE 2-4
Cash Service Revenue
Dr. Cr. Dr. Cr.
500 8,720 9,500
800 495 3,200
8,920 6,750 4,500
5,355 1,050
10,435 Bal. 18,250
Sub. 26,010 15,965
Bal. 10,045
Accounts Payable Salaries Expense
Dr. Cr. Dr. Cr.
1,720 6,740 4,550
495 2,500 550
6,750 3,750
425
Sub. 8,965 9,240 Bal. 9,275
Bal. 275
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BRIEF EXERCISE 2-5

N>R WNE

Accounts Payable
Supplies

J. Takamoto, Capital

J. Takamoto, Drawings
Prepaid Rent

Utilities Expense
Service Revenue
Unearned Revenue

BRIEF EXERCISE 2-6

1.

Increase in D. Parmelee, Capital

Decrease in Cash

Decrease in Notes Payable Liability

Increase in Rent Expense Owner’s

Increase in D. Parmelee, Drawings

Increase in Equipment

Increase in Accounts Payable

Increase in Service Revenue

(@) (b)
Normal Debit
Balance Effect
Credit Decrease
Debit Increase
Credit Decrease
Debit Increase
Debit Increase
Debit Increase
Credit Decrease
Credit Decrease

(a)
Account
Owner’s
Equity
Asset
Debit
Debit
Equity
Owner’s
Equity
Asset
Liability
Owner’s
Equity

Accounting Principles, Seventh Canadian Edition

(c)
Credit
Effect

Increase
Decrease
Increase
Decrease
Decrease
Decrease
Increase
Increase

(b)
Change
with
Credit

Credit

Debit

Debit
Credit

Credit

Solutions Manual
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BRIEF EXERCISE 2-7

Transaction 1: (Solution provided in text.)

Basic The asset account Cash is decreased by $439.
Analysis The asset account Supplies is increased by $439.
Debit/Credit | Debits increase assets: debit Supplies $439.
Analysis Credits decrease assets: credit Cash $439.

Transaction 2:

Basic
Analysis

The asset account Accounts Receivable is
increased by $1,020. The revenue account Service
Revenue is increased by $1,020.

Debit/Credit
Analysis

Debits increase assets: debit Accounts Receivable
$1,020.
Credits increase revenues: credit Service Revenue
$1,020.

Transaction 3:

Basic
Analysis

The asset account Equipment is increased by
$2,230. The liability account Accounts Payable is
increased by $2,230.

Debit/Credit
Analysis

Debits increase assets: debit Equipment $2,230.
Credits increase liabilities: credit Accounts Payable
$2,230.

Transaction 4:

Basic
Analysis

The expense account Utilities Expense is increased
by $293. The asset account Cash is decreased by
$293.

Debit/Credit
Analysis

Debits increase expenses: debit Utilities Expense
$293.
Credits decrease assets: credit Cash $293.
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BRIEF EXERCISE 2-7 (Continued)

Transaction 5:

Basic
Analysis

The asset account Cash is increased by $750. The
revenue account Service Revenue is increased by
$750.

Debit/Credit
Analysis

Debits increase assets: debit Cash $750.
Credits increase revenues: credit Service Revenue
$750.

Transaction 6:

Basic
Analysis

The asset account Cash is increased by $7,100.
The liability account Unearned Revenue is
increased by $7,100.

Debit/Credit
Analysis

Debits increase assets: debit Cash $7,100.
Credits increase liabilities: credit Unearned
Revenue $7,100.
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BRIEF EXERCISE 2-8

Account Debited Account Credited

(a) (b) (c) (a) (b) (c)
Trans- Basic Specific Effect Basic Specific Effect
action Type Account Type Account
Aug. 1* Asset Cash + $17,970 Owner’s B. Fleming, |+ $17,970
Equity Capital
4 Asset Prepaid +$4,720 Asset Cash - $4,720
Rent
5 Asset Supplies + $625 Liability Accounts + $625
Payable
6 Asset Cash + $560 Owner’'s | Service + $560
Equity Revenue
17 Asset Accounts +$1,210 Owner’'s | Service +$1,210
Receivable Equity Revenue
27 Owner’'s | Salaries + $980 Asset Cash — $980
Equity Expense
29 Owner’'s |B. Fleming, + $720 Asset Cash - $720
Equity Drawings
*Solution provided in text.
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BRIEF EXERCISE 2-9

June 1 transaction: (Soltuion provided in text)

Basic
Analysis

The asset account Cash is increased by $8,430.
The owner’s equity account T. Pridham, Capital is
increased by $8,430.

Debit/Credit

Debits increase assets: debit Cash $8,430.

Analysis Credits increase owner’s equity: credit T. Pridham,
Capital $8,430.

Journal June 1 Cash 8,430

Entry T. Pridham,Capital 8,430

Invested cash in business.

June 2 transaction:

Basic
Analysis

The asset account Equipment is increased by
$2,620. The liability account Accounts Payable is
increased by $2,620.

Debit/Credit

Debits increase assets: debit Equipment $2,620.

Analysis Credits increase liabilities: credit Accounts Payable
$2,620.

Journal June 2 Equipment 2,620

Entry Accounts Payable 2,620

Purchased equipment on account.

June 5 transaction:

Basic
Analysis

An accounting transaction has not occurred. A
debit/credit analysis is not needed because there is
no accounting entry.
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BRIEF EXERCISE 2-9 (Continued)

June 17 transaction:

Basic
Analysis

The asset account Accounts Receivable is
increased by $2,500. The revenue account Service
Revenue is increased by $2,500.

Debit/Credit

Debits increase assets: debit Accounts Receivable

$2,500.

Analysis Credits increase revenues: credit Service Revenue
$2,500.

Journal June 17 Accounts Receivable 2,500

Entry Service Revenue 2,500

Performed services on account for
R. Windl.

June 27 transaction:

Basic
Analysis

The asset account Cash is increased by $1,190.
The asset account Accounts Receivable is
decreased by $1,190.

Debit/Credit

Debits increase assets: debit Cash $1,190.

Analysis Credits decrease assets: credit Accounts
Receivable $1,190.

Journal June 27 Cash 1,190

Entry Accounts Receivable 1,190

Collected cash on account from
R. Windl.
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BRIEF EXERCISE 2-10

Oct. 1 CasSh .o 30,000
L. Berge, Capital .........ccccccovvveeennnnnn. 30,000

2 RentEXpense ..., 700
Cash ..o, 700

3 Equipment ... 2,800
Accounts Payable.............c............. 2,800

6 Accounts Receivable.........cocvvvennnnen 4,400
Service Revenue...........cccceeeveeneennnnn 4,400

27 Accounts Payable...............ccooooonnn 1,100
Cash ..o, 1,100

30 Utilities EXPENSEe ....cccevvvvevviiiieeiiieeee, 130
Accounts Payable .......................... 130
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BRIEF EXERCISE 2-11

Aug. 31  SUPPHES .o 439
Cash o 439

31 Accounts Receivable........c.cooeeuennnin 1,020
Service ReVENUE..........coeevvevvevennenne. 1,020

31 Equipment ......cccoiiiiiiiiii e 2,230
Accounts Payable...............cccoe.cl 2,230

31 Utilities EXPENSEe .....ocevvvvevviiiieeiiieee, 293
CaSh e, 293

31 CaSh i 750
Service Revenue..........cocevvvvenennn. 750

31 CaASh i 7,100
Unearned Revenue..........cccceevvennee.. 7,100
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BRIEF EXERCISE 2-12

Accounting Principles, Seventh Canadian Edition

Aug 1 Cash.., 17,970
B. Fleming, Capital ......................... 17,970

4 Prepaid Rent........cccoovveviiiiecviiiiieceii, 4,720
CaSh e 4,720

5 SUPPHES .o 625
Accounts Payable.............cc.....ooeei. 625

B  CaASh o 560
Service RevenuUe.......cocovcvveieieiinnennn, 560

17 Accounts Receivable......ccccocovvevinninnen. 1,210
Service ReVEeNUE........cocoveeviiiiniennn. 1,210

27 Salaries EXpPense........ccccoeveeeiiieeeinnnnnnn, 980
CaSh e 980

29 B. Fleming, Drawings..........cccceeevunnn.... 720
CaSh 720
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BRIEF EXERCISE 2-13

Cash B. Fleming, Capital
Aug. 1 17,970 |Aug. 4 4,720 Aug. 1 17,970
6 560 27 980
29 720
Bal. 12,110 Bal. 17,970
Accounts Receivable B. Fleming, Drawings
Aug. 17 1,210 Aug. 29 720
Bal. 1,210 Bal. 720
Prepaid Rent Service Revenue
Aug. 4 4,720 Aug. 6 560
17 1,210
Bal. 4,720 Bal. 1,770
Supplies Salaries Expense
Aug. 5 625 Aug. 27 980
Bal. 625 Bal. 980
Accounts Payable
Aug. 5 625
Bal. 625
BRIEF EXERCISE 2-14
Cash
Apr. 1 1,600 Apr. 16 700
3 3,400 20 250
Bal. 4,050
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BRIEF EXERCISE 2-15

Cash Accounts Receivable
Sept. 4 2,400 Sept. 2 4,400 |Sept. 4 2,400
10 3,000 28 1,325
28 1,325 Sept. 30 Bal. 675
Sept. 30 Bal. 6,725
Service Revenue
Sept. 2 4,400
10 3,000
Sept.30 Bal. 7,400
BRIEF EXERCISE 2-16
AMARO COMPANY
Trial Balance
June 30, 2017
Debit Credit
CaSh e $5,800
Accounts receivable ..o, 3,000
Equipment ..., 17,000
Accounts payable..........cccoceeiiii, $ 8,100
Owner’s capital....................ccooe i, 15,000
Owner’s drawings ..............cviiiieiiiiiiineee, 1,200
SEIVICE FEVENUE ... .ceiivieei e 10,000
ReNt eXPEeNSEe. ..o 1,000
Salaries eXpPense ......veveiieeieeiiiie e 5,100
$33,100 $33,100
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BRIEF EXERCISE 2-17

PETTIPAS COMPANY
Trial Balance
April 30, 2017

Debit Credit
CaAS N e $6,400
Accounts receivable ................col 5,000
SUPPHES s 650
Prepaid rent .......cccooooiiiiiiii e, 800
Equipment ..o, 14,600
Accounts payable........ccccccoeeeeeiiiiiiiiiiieeeeee $ 3,300
Unearned reVeNUEe .........ccceevvviieeveeviiineeeeeennens 250
C. Pettipas, capital ........ccc.oceviiiiiiiiiecineee, 22,500
C. Pettipas, drawingsS ........cccceeeeeviviieeeeiieeeeen, 1,100
SEerVICE FEBVENUE......oiieveeiii et 8,000
ReNt eXPensSe....cccciiiiiii e 4,500
Salaries eXPensSe .....coovvvveeiveiiiiie e 1,000

$34.050 34,050
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BRIEF EXERCISE 2-18

1. The Prepaid insurance balance was in the wrong column.
Assets have a normal debit balance. When this account is
moved to the debit column, the new total in the debit column
will be $46,200 ($42,700 + $3,500) and the new total in the credit
column will be $47,100 ($50,600 — $3,500).

2. The trial balance is now out of balance by $900 ($46,200 —
$47,100). The transposition error in L. Bourque, Capital
account is the cause of the $900 difference. If the $15,400
balance in that account is transposed to $14,500 this will
reduce the total credits by $900 and the trial balance will now
balance. See revised trial balance below:

BOURQUE COMPANY
Trial Balance
December 31, 2017

Debit Credit
CaAS N e $15,000
Accounts receivable .......coccoeeiiiiiiiiiiie 1,800
Prepaid inSurancCe .........ccooeevveveveieeieeeeieeeen, 3,500
Accounts payable........c.ccccceveeiiiivviiiiiieeeee $ 2,000
Unearned reVENUE ........ccevvveviiiiiiiiieieeeeeeie 2,200
L. Bourque, capital ..........ccooeeveviiiiiiieeecenn, 14,500
L. Bourque, drawingsS......cccooevvvvieeeiiiieeeennnnnnn, 4,900
SErVICE FEVENUE......uciviiieei et 27,500
ReNt eXPeNSe. ..o 2,400
Salaries eXPenSe .....cooccvvveieeiiiiie e, 18,600

$46.200 $46.200
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SOLUTIONS TO EXERCISES

EXERCISE 2-1

False. An account is an accounting record of a specific asset,
liability, or owner’s equity item.

False. An account shows increases and decreases in the item it
relates to.

False. Each asset, liability, and owner’s equity item has a
separate account.

False. An account has a left, or debit side, and a right, or credit
side.

True.

EXERCISE 2-2

(a)
(b)
(c)
(d)
(e)
(f)

(9)
(h)
(i)

()

Credit

Analyzing transactions
Posting

Account

Debit

Journalizing

0. Trial balance

Credit

Chart of accounts
Journal

OwWwhbENOROND
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EXERCISE 2-3
()
3)
(1) (2) Normal
Account Type of Account Financial Statement Balance

Cash* Asset Balance Sheet Debit

M. Kobayashi, Capital Owner’s Equity Balance Sheet and Credit
(Capital) Statement of Owner’s

Equity

Accounts Payable Liability Balance Sheet Credit

Building Asset Balance Sheet Debit

Fees Earned Owner’s Equity Income Statement Credit
(Revenue)

Insurance Expense Owner’s Equity Income Statement Debit
(Expense)

Interest Revenue Owner’s Equity Income Statement Credit
(Revenue)

M. Kobayashi, Drawings | Owner’s Equity Statement of Owner’s Debit
(Drawings) Equity

Notes Receivable Asset Balance Sheet Debit

Prepaid Insurance Asset Balance Sheet Debit

Rent Expense Owner’s Equity Income Statement Debit
(Expense)

Supplies Asset Balance Sheet Debit

*Solution provided in text.

(b)

Assets are on the left side of the basic accounting equation and
liabilities and owner’s equity are on the right side of the basic
accounting equation. Since debits are on the left side, and assets are
also on the left side, the normal balance of an asset is a debit balance.

Since credits are on the right side and liabilities are on the right side,
the normal balance of a liability is a credit balance. The same is also
true for owner’s equity. Revenues increase owner’s equity and
therefore also have a normal credit balance. But expenses and
drawings are decreases to owner’s equity and thus have a normal

debit balance.
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EXERCISE 2-4
Account Debited Account Credited
(a) (b) (c) (a) (b) (c)
Basic Specific Basic Specific
Date Type Account Effect Type Account Effect
Mar. 5 | Asset* Cash + $10,220 Owner’s | J. MacKenzie,| +$10,220
Equity Capital
7 | Owner’'s | Advertising + $350 | | Asset Cash — $350
Equity Expense
9| Asset Supplies +$1,050 | | Liability |Accounts + $1,050
Payable
11| Asset Vehicles + $8,770 | | Asset Cash - $8,770
13| Asset Accounts + $1,520 Owner’s | Service +$1,520
Receivable Equity Revenue
25 | Asset Cash + $10,880 | | Liability | Notes +$10,880
Payable
26| Asset Cash +$1,140 | | Asset Accounts - $1,140
Receivable
29| Liability | Accounts —$1,050 | | Asset Cash - $1,050
Payable
30| Asset Cash + $800 Liability | Unearned + $800
Revenue
31| Owner’'s |J. MacKenzie, +$1,720 | | Asset Cash -$1,720
Equity Drawings
*Solution provided in text.
Solutions Manual 2-27 Chapter 2

© 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is prohibited.



Weygandt, Kieso, Kimmel, Trenholm, Warren, Novak Accounting Principles, Seventh Canadian Edition

EXERCISE 2-5

Mar. 5 Cash. i 10,220
J. MacKenzie, Capital ..................... 10,220

7 Advertising Expense ........cccooeeeiiieen 350
CaSh i 350

9 SUPPHES.cceiiiee 1,050
Accounts Payable .......................... 1,050

11 VehiCleS .. 8,770
CaSh e, 8,770

13 Accounts Receivable........cccooevivnennnns 1,520
Service Revenue.........coeeeevinnennnen, 1,520

25 CaASh . 10,880
Notes Payable........cccccccoeviiiinn 10,880

26  CaASh .o 1,140
Accounts Receivable ..................... 1,140

29 Accounts Payable..........cccccoovvviinnnnnnn. 1,050
CaSh e, 1,050

30 CaASh . 800
Unearned Revenue..........ccccoeeuneenens 800

31 J.MacKenzie, Drawings ........c............ 1,720
CaSh oo 1,720
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EXERCISE 2-6

Transaction 1:

Basic
Analysis

The expense account Rent Expense is increased by
$550. The asset account Cash is decreased by
$550.

Debit/Credit

Debits increase expenses: debit Rent Expense
$550.

Analysis Credits decrease assets: credit Cash $550.
Journal June l Rent Expense 550
Entry Cash 550

Paid June rent.

Transaction 2:

Basic
Analysis

The expense account Insurance Expense is
increased by $175. The asset account Cash is
decreased by $175.

Debit/Credit

Debits increase expenses: debit Insurance Expense
$175.

Analysis Credits decrease assets: credit Cash $175.
Journal June 2 Insurance Expense 175
Entry Cash 175
Paid one month of insurance.
Transaction 3:
Basic The asset account Cash is increased by $1,255.
Analysis The asset account Accounts Receivable is
decreased by $1,255.
Debit/Credit | Debits increase assets: debit Cash $1,255.
Analysis Credits decrease assets: credit Accounts
Receivable $1,255.
Journal June 5 Cash 1,255
Entry Accounts Receivable 1,255
Collected cash on account.
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EXERCISE 2-6 (Continued)

Transaction 4:

Basic
Analysis

June 9: An accounting transaction has not
occurred. A debit/credit analysis is not needed
because there is no accounting entry.

Transaction 5:

Basic
Analysis

The liability account Accounts Payable is
decreased by $675. The asset account Cash is
decreased by $675.

Debit/Credit

Debits decrease liabilities: debit Accounts Payable
$675.

Analysis Credits decrease assets: credit Cash $675.
Journal June 14 Accounts Payable 675
Entry Cash 675

Paid cash on account.

Transaction 6:

Basic
Analysis

The asset account Accounts Receivable is
increased by $1,420. The revenue account Service
Revenue is increased by $1,420.

Debits increase assets: debit Accounts Receivable

Debit/Credit | $1,420.

Analysis Credits increase revenues: credit Service Revenue
$1,420.

Journal June 17 Accounts Receivable 1,420

Entry Service Revenue 1,420

Performed services on account for
Rudy Holland.
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EXERCISE 2-6 (Continued)

Transaction 7:

Basic
Analysis

The asset account Cash is increased by $1,000.
The liability account Unearned Revenue is
increased by $1,000.

Debit/Credit

Debits increase assets: debit Cash $1,000.

Analysis Credits increase liabilities: credit Unearned
Revenue $1,000.

Journal June 19 Cash 1,000

Entry Unearned Revenue 1,000

Received advance from J. Dupuis
for future services.

Transaction 8:

Basic
Analysis

The asset account Equipment is increased by
$1,575. The liability account Accounts Payable is
increased by $1,575.

Debit/Credit

Debits increase assets: debit EQuipment $1,575.

Analysis Credits increase liabilities: credit Accounts Payable
$1,575.

Journal June 29 Equipment 1,575

Entry Accounts Payable 1,575

Purchased equipment on account.

Transaction 9:

Basic
Analysis

The expense account Salaries Expense is
increased by $850. The asset account Cash is
decreased by $850.

Debit/Credit

Debits increase expenses: debit Salaries Expense
$850.

Analysis Credits decrease assets: credit Cash $850.

Journal June 30 Salaries Expense 850

Entry Cash 850
Paid employee.
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EXERCISE 2-6 (Continued)

Transaction 10:

Basic
Analysis

The owner’s equity account D. Bratt, Drawings is
increased by $1,250. The asset account Cash is
decreased by $1,250.

Debit/Credit

Debits increase drawings: debit D. Bratt, Drawings
$1,250.

Analysis Credits decrease assets: credit Cash $1,250.
Journal June 30 D. Bratt, Drawings 1,250
Entry Cash 1,250

Paid D. Bratt, the company owner.
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EXERCISE 2-7

June 1 RentEXPense......ccooiiiiiiiiiiiiiiiiineenn. 550
CaSh e, 550

2 Insurance EXPense .......ccoocccevvveinneennnn. 175
CaSh i 175

5 CasSh. 1,255
Accounts Receivable ..................... 1,255

14 Accounts Payable......c.....cccooeeiiin 675
CaSh e, 675

17 Accounts Receivable........c.coevevienennns 1,420
Service Revenue........coccoveeveeveeinnnnn, 1,420

19 CasSh . 1,000
Unearned Revenue...........coccevenen.n. 1,000

29 Equipment........ccoooiiiiiiiiiiieee, 1,575
Accounts Payable .......................... 1,575

30 Salaries EXpense .....ccccocccceevevvvieeeennnn. 850
CaSh i, 850

30 D. Bratt, DrawingsS.......cccoeeeviveiieeinnnnnns 1,250
CaSh e 1,250
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EXERCISE 2-8
GENERAL JOURNAL

Trans. Account Titles Debit Credit

1. CaASH e 1,820
Service REVENUE ........ocvveviiiieeieenn, 1,820

2 Rent EXPENSE ..o 1,095
CasSh..u i, 1,095

3. SUPPHES e 450
Accounts Payable.................ccoeee 450

4, Accounts Receivable .........ccocoovvvvvinnenne. 2,105
Service REVENUE ......c.oovveveiiiieiaenn, 2,105

5 CaASH e 1,225
Accounts Receivable.........cccccceenin.. 1,225

6 CaASH e 7,960
Unearned RevVeNUEe .........cooeevvvvevenienne. 7,960

7 Prepaid Advertising ........cccooeeevvieeeennnnn. 8,120
CaSh ., 8,120

8 Accounts Payable ............ccooooiiinnnn. 450
CaASh . 450

9 S. Beaulieu, DrawingsS........cccoeevvvevennnnnns 2,800
CaSh . e 2,800
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EXERCISE 2-9

GENERAL JOURNAL

Date Account Titles Debit Credit
JUNE 1 Cash i 13,430
Equipment ........ooooiiiiiii e 3,490
S. Polland, Capital .............ccoevirrennnn. 16,920
2 Prepaid Insurance..........cccoeeeiieeeieeennnne, 1,420
CaSh ., 1,420
3 Equipment ..o 4,580
CaSh ., 930
Notes Payable.........ccccccooiiiiiiinnn, 3,650
10 CaASh e 220
Service Revenue.......c.ccovevvvvveiiinnennnn. 220
16 Accounts Receivable.........cocovveeviniinnenn. 8,000
Service Revenue.......o.ccoveveveeiiinnennnn. 8,000
27 Advertising Expense........ccccevevviiiieennnnn. 650
CaSh ., 650
29 Telephone EXpense ......ccccceevevvevineeennnnn. 80
Accounts Payable...........c...cooeeennn, 80
30 Salaries EXPense.......cccoovevvvviieeviiineeennnnn. 1,830
CaASN . 1,830
30 CasSh oo 8,000
Accounts Receivable...........cccoeenn.. 8,000
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EXERCISE 2-10

(a) and (b)
Cash S. Polland, Capital
June 1 13,430 [June 2 1,420 June 1 16,920
10 220 3 930
30 8,000 27 650
30 1,830

June30Bal. 16,820

Accounts Receivable

June30Bal. 16,920

Service Revenue

Junel6 8,000

June 30 8,000

JunelO 220
16 8,000

June 30 Bal. 0

Prepaid Insurance

June 2 1,420

June 30Bal. 1,420

June30 Bal. 8,220

Equipment Salaries Expense
June 1 3,490 June30 1,830
3 4,580

June30Bal. 8,070

Notes Payable

June30Bal. 1,830

Advertising Expense

June 3

3,650

June 27

650

June30 Bal3,650

Accounts Payable

June 30 Bal.650

Telephone Expense

June?29 80

June29

80

June30 Bal. 80

June 30 Bal. 80
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EXERCISE 2-10 (Continued)

(b)
POLLAND REAL ESTATE AGENCY
Trial Balance
June 30, 2017
Debit Credit
CaASN e $16,820
Prepaid insurance........c...ccoeeeveeeeenneeennn. 1,420
Equipment ......ccoooviiiii e 8,070
Accounts payable ...........cccccvvvveiieeeeeenn, $ 80
Notes payable.......ccccocoiiiiiiiiiiiinen, 3,650
S. Polland, capital ...........cccooeeiniiennnnnnn., 16,920
SEerviCe revVeNUE.......cccevveeiieiiiie e 8,220
Salaries eXpense.....cccooeevveiieeiiiieeeeinnnnnn, 1,830
Advertising exXpense .........cccceeeeeeevnneeenns 650
Telephone expense......cccceeevveeveveiinnennns 80

$28.870 $28.870

EXERCISE 2-11

1. False. The general ledger contains all the asset, liability, and

owner’s equity accounts.

True.

False. The accounts in the general ledger are arranged in

financial statement order, which is also used in the chart of

accounts: first the assets, then the liabilities, owner’s capital,

owner’s drawings, revenues, and expenses.

4, True.

5. False. The general ledger is not a book of original entry;
transactions are first recorded in the general journal, then in
the general ledger.

W N
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EXERCISE 2-12

(a) and (b)
Cash Accounts Payable
Sept. 1 17,400 (2) 700 Sept. 1 1,000
(1) 1,200 (3) 200 (6) 1,000
(4) 1,000 (3) 200
Sept.30Bal.18,700 Sept.30 Bal. 1,800

Accounts Receivable

Unearned Service Revenue

Sept. 1 2,000 (4) 1,000 (5) 1,200 | Sept. 1 1,600
Sept. 30 Bal.1,000 Sept.30Bal. 400
Supplies Owner’s Capital
Sept. 1 1,900 Sept. 1 16,000
(6) 1,000
Sept. 30 Bal. 2,900 Sept.30Bal. 16,000

Salaries Expense

Service Revenue

Sept. 1 1,400 Sept. 1 4,100
(2) 700 (1) 1,200

(5) 1,200

Sept.30Bal. 2,100 Sept. 30Bal. 6,500
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EXERCISE 2-12 (Continued)

(c)
DEPOT COMPANY
Trial Balance
September 30, 2017
Debit Credit
CaASN oot $18,700
Accounts receivable ..........................l. 1,000
SUPPHES e, 2,900
Accounts payable ..........cccoevvveeeeeeeeennnn, $ 1,800
Unearned revenue........cccccceeeevvneeennnnnnn. 400
Owner’s capital....................ooeeiennnnnin. 16,000
SErVIiCe reVENUE........eeeveeeveeeieeeeieeeanen, 6,500
Salaries eXpense......ccoooevvieeeeiiiieeeennnnnn. 2,100

Solutions Manual 2-39 Chapter 2
© 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is prohibited.



Weygandt, Kieso, Kimmel, Trenholm, Warren, Novak Accounting Principles, Seventh Canadian Edition

EXERCISE 2-13

(@)
Cash J. Feldman, Capital
Aug. 1 5,000 |Aug.12 2,300 Aug. 1 5,000
10 2,600
31 900
Aug.31Bal. 6,200 Aug. 31Bal. 5,000
Accounts Receivable Service Revenue
Aug. 25 1,700 |Aug.31 900 Aug.10 2,600
25 1,700
Aug. 31 Bal. 800 Aug.31Bal. 4,300
Equipment Notes Payable
Aug. 12 5,000 Aug. 12 2,700
Aug. 31Bal. 5,000 Aug.31Bal 2,700
(b)
JUNE FELDMAN, INVESTMENT BROKER
Trial Balance
August 31, 2017

Debit Credit

CaSh e $6,200

Accounts receivable .........cocovviiiiiinnl. 800

Equipment ..o 5,000
Notes payable.........cccooeviiiiiiiiiiiiiiiiiinns $ 2,700
J. Feldman, capital ........cccccceeeevvevinnnnnn. 5,000
SEIrVICE rEVENUE......cv e 4,300
$12.000 $12.000
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EXERCISE 2-14

(@) GENERAL JOURNAL J1
Date Account Titles and Explanation Debit Credit
OCt. 1 CaSh i 1,200
A. Fortin, Capital .........cccccoiviiiiiiieenn, 1,200
Invested cash in business.
3 EqUIpmMENt ..o, 5,400
Cash..i i 400
Notes Payable..........cccooooiiiiiiiiiciinnnn.n, 5,000
Purchased equipment and issued a note.
S U] o] o] 1T T 800
Accounts Payable..........cccc.ooeiiiinn. 800
Purchased supplies on account.
6 Accounts Receivable......ccocovvviiiiiiiiininnns 1,000
Service REVENUE ........oevvvviiieiieeeeen, 1,000

Performed services on account.

10 CaASN o, 650
Service ReVENUE .....cooivvieeciiieeiieaaen, 650

12 Accounts Payable ........ccccoovviiiiiiiiiicennnn, 500
CaSh . e 500
Paid cash on account.
15 CaASh e 3,000
Service REVENUE ........oevveiiieiieeeeeie, 3,000

Performed services for cash.

20 Accounts Receivable ......ccovevieiiiiiiiiinin. 940
Service ReVENUE ..., 940
Performed services on account.
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EXERCISE 2-14 (Continued)

(@) (Continued)

GENERAL JOURNAL J1
Date Account Titles and Explanation Debit Credit
21 CasSh ., 800
Accounts Receivable.............ccccoeeennni. 800

Received cash on account.

25 CaASH e 2,000
A. Fortin, Capital ...........cceieeiiiiieeinnnn, 2,000
Invested cash in business.

28 Advertising Expense........ccoooeeviiiiiiiiineen, 400
Accounts Payable..........cccc.oeiiiinnn. 400
Purchased advertising on account.

Cash....ccooiii . 600
Withdrew cash for personal use.

31 Rent EXPEeNnsSe ..o, 250
Cash..i i 250
Paid rent.

CaASN e 500
Paid salaries.
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EXERCISE 2-14 (Continued)

(b)
FORTIN CO.
Trial Balance
October 31, 2017
Debit Credit
Cash ..o $ 5,400
Accounts receivable ...........cccooeeeiin 1,140
SUPPHES e, 800
Equipment ..o 5,400
Notes payable........cccocoeeiiiiiiiiiiiiiiieiennnn $ 5,000
Accounts payable ........ccccoooiiiiiiiiinnnns 700
A. Fortin, capital ...........ccoooiiiiiin. 3,200
A. Fortin, drawingsS.......cccccceiveiiiievnnneennn. 600
SErVICE rEVENUE......cveeveieeeeeeeeeee e 5,590
Advertising exXpense .........cccceeeeeeennnennnns 400
Rent eXpense.. ..o 250
Salaries eXpense......ccooeeveieeeeeiiieeeennnnnn, 500

$14,490 $14,490
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EXERCISE 2-15

(a) and (b)
Cash L. Meche, Capital
July 31 8,800 |Aug. 1 1,200 July 31 15,000
Aug.12 2,400 10 420
31 5,910 25 2,250
30 540
31 4,770
Aug.31 Bal. 7,930 Aug. 31 Bal. 15,000
Accounts Receivable L. Meche, Drawings
July 31 2,750 Aug. 12 2,400 July 31 5,125
Aug. 31 2,550 Aug.31 4,770
Aug. 31 Bal. 2,900 Aug.31Bal. 9,895
Supplies Fees Earned
July 31 585 July 31 10,410
Aug. 31 8,460
Aug.31 Bal. 585 Aug.31Bal.18,870
Equipment Rent Expense
July 31 15,550 July 31 1,200
Aug. 1 1,200
Aug.31Bal. 15,550 Aug.31Bal. 2,400
Notes Payable Salaries Expense
Aug. 30 500(July 31 10,000 July 31 2,250
Aug.25 2,250
Aug.31Bal. 9,500 Aug.31 Bal.4,500
Accounts Payable Interest Expense
Aug. 10 420 July 31 850 Aug.30 40

Aug. 31Bal. 430 Aug.31 Bal. 40
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EXERCISE 2-15 (Continued)

(c)
LEE MECHE, MD
Trial Balance
August 31, 2017
Debit Credit
CaSh ...uveeeiiii $7,930
Accounts receivable .........ccooooiiiiiiiiennnn 2,900
SUPPHES v 585
Equipment .......ccooooiiiiii e 15,550
Notes payable........cccoooeiviiiiiiiiiiiiiceeeeeeee, $9,500
Accounts payable ........cccoooviiiiiiiie 430
L. Meche, capital ..........ccoooeiiiiiii, 15,000
L. Meche, drawings .......c.cccoevviieiiiieinneeennn. 9,895
Fees earNed ......cocovvviiiiiiiiieeeeeeeen, 18,870
INterest eXPense......coooeieiiiiiiiie e 40
ReNnt eXPensSe....coccoviiiiiiiiiii e 2,400
Salaries eXpPense......cccoeveeveiiieeeiiie e, 4,500

$43.,800 $43.800
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EXERCISE 2-16

, Seventh Canadian Edition

(a)
GENERAL JOURNAL J1
Date Account Titles Debit Credit
July 2 Rent EXPeNnsSe ......ccccoeviviiiiiiiiiiieeeeii e, 1,060
Cash.. i 1,060
4 SUPPHES v 790
Accounts Payable..........cccc.oeiiiinnn. 790
15 Accounts Payable ........cccoooviiiiiiiiiicennne, 680
Cash....cooiii . 680
31 Salaries eXpPenSe .....cccccevveieviieeeiiiieeeiiieeeeans 2,420
Cash..i i 2,420
31 Cash . 9,940
Accounts Receivable.............cccooooein 400
Service Revenue.........cccooeeeviiiiieiiiineen, 10,340
(b) and (c)
Cash Accounts Payable
June 30 5,820 July 2 1,060 June 30 680
31 9,940 15 680 July 4 790
31 2,420 July 15 680
July31 Bal.11,600 July 31  Bal.790
Accounts Receivable Notes Payable
June 30 400 June 30 50,020
July 31 Bal. 400 July 31Bal. 50,020
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EXERCISE 2-16 (Continued)

(b) and (c) (Continued)

, Novak Accounting Principles, Seventh Canadian Edition

Supplies S. Ahuja, Capital
June 30 1,180 June 30 21,290
July 4 790
July 31 Bal. 1,970 July31Bal. 21,290

Equipment

Service Revenue

June 30 64,990

July 31 10,340

July31Bal. 64,990

Rent Expense

July 31Bal. 10,340

Salaries Expense

July 2 1,060

July 31 2,420

July31Bal. 1,060

(d)

July31Bal.2,420

AHUJA DENTAL SERVICES
Trial Balance
July 31, 2017

Supplies....cccoveeiviiiiiiennnnnn.
Equipment ...
Notes payable...................
Accounts payable ............
S. Ahuja, capital ...............
Service revenue................
Rent expense..........c.........

Salaries expense..............

Debit Credit
.......................... $11,600
.......................... 400
.......................... 1,970
.......................... 64,990
.......................... $50,020
.......................... 790
.......................... 21,290
.......................... 10,340
.......................... 1,060
.......................... 2,420

$82.440 $82.440
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EXERCISE 2-17

(a)
O’NEILL’S PHYCHOLOGICAL SERVICES
Trial Balance

July 31, 2017

Debit Credit
CaAS e $ 6,470
Accounts receivable ........coocoovviiiniinn, 7,340
SUPPHES v 790
Equipment .......ccooooiiiiiii e, 58,900
Notes payable.......cccccccceveeevciiiviieeeeeeeee, $22,960
Accounts payable ........c.ccoooiiiiiiinnnn. 9,030
Unearned reVENUE .........ccevvveeiineiieeeieeenans 1,350
T. O’Neill, capital ...........ccoooiiiiiiin, 64,340
T. O’'Neill, drawings..............cccooeeveveieennnnnn. 57,980
SEIrVICE rEVENUE......eeveieeeeieeeeeeeeeeeeens 96,180
Rent expense.....ccccovveiiiiiii i 10,880
Salaries expense.......ccoocvvviiiiiiiieieeeenn, 45,540
Supplies eXpense.....cccoovviieviiiieeeiineeeens 5,960

$193,860 $193.860

This assumes notes payable are repayable very quickly.
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EXERCISE 2-17 (Continued)

(b)
O’NEILL’S PSYCHOLOGICAL SERVICES
Income Statement
Year Ended July 31, 2017
Revenues
SEIrVICE FEVENUE ..ottt a e $96,180
Expenses

ReNt eXPENSE ......ccoevvvvieiiiiiiiiiiiiiieeeeeee $10,880

Salaries expense ......cccccoevviiiiiiieieeeenn, 45,540

Supplies expense ......ccccceeeeeveiiieeeiiineeeens 5,960
Total eXPENSES ... 62,380
PrOTIt o $33.800

O’NEILL’S PSYCHOLOGICAL SERVICES

Statement of Owner's Equity
Year Ended July 31, 2017

T. O’Neill, capital, August 1, 2016 ...........eevvvvvvvrnnnnene. $64,340
Add:  Profit .o 33,800
98,140
LeSS: DIrawWingsS ..cccuieeiiiiieiiiiieeeeen e e e 57,980
T. O’Neill, capital, July 31, 2017 ......coovvviiiiiiiiiieee, $40,160
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EXERCISE 2-17 (Continued)

(b) (Continued)

O’NEILL’S PSYCHOLOGICAL SERVICES
Balance Sheet
July 31, 2017

Assets
CAS N e $ 6,470
Accounts receivable ..., 7,340
SUPPHIES e 790
EQUIPMENT ... 58,900
TOtAl ASSELS . ittt $73.,500

Liabilities and Owner's Equity

Liabilities

Notes payable..........cccooii $22,960
Accounts payable...........cccooiiiiiii 9,030
UnearNed rEVENUE ........cevviuiieiieeeeeeeee e 1,350
Total HabilitieS.....oouiveieee e, 33,340

Owner's Equity
T. O’Neill, capital.........cccooooiiiii e, 40,160
Total liabilities and owner's equity .................. 73,500
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EXERCISE 2-18

(@) (b) (c) (d)
In Larger
Error Balance Difference Column Incorrect Accounts
1.* No $400 Debit Accounts Payable
2. Yes $0 None Rent Expense
Prepaid Rent
3. Yes $0 None Accounts Receivable
Service Revenue
4, No $500 Credit Accounts Payable
5. Yes $0 None Supplies
Cash
6. No $18 Credit Advertising Expense
7. Yes $0 None Cash

*Solution provided in text.

Salaries Expense
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EXERCISE 2-19

ROYAL MOUNTAIN TOURS
Trial Balance
March 31, 2017

Debit Credit
Cash ($12,800+ $400 — [$240 %X 2])............. $12,720
Accounts receivable ($4,090
+ $900 + $770) e, 5,760
SUPPHES v 840
Equipment .......ccooooiiiiiii e 7,350
Accounts payable ($2,500 + 400) .............. $ 2,900
T. Zelinski, capital ........ccccoooeviiiiiiieeinnnnne, 24,000
T. Zelinski, drawings..........cccoevevvvnieeeiinnnnnn, 3,650
Service revenue ($6,750 + $770) ............... 7,520
Advertising exXpense........cccceeeeevevvieeeennnnnnn, 3,700
Salaries eXpPense......cccoevveveiiieeeiiineeeen e 400
Totals $34,420 $34,420
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SOLUTIONS TO PROBLEMS

PROBLEM 2-1A

Account Debited

Account Credited

(@)
(1)
Trans-
action Basic Type
Apr. 1* Asset
2 Asset
2 Owner’s
Equity
2 Asset
7 Owner’s
Equity
8 Asset

(2)
Specific
Account

Cash

Equipment
Insurance
Expense

Supplies

Advertising
Expense

Cash

3)

Effect
+ $12,800
+ $5,000

+ $134

+ $590

+ $600

+ $630

(1) (2)
Specific
Basic Type Account
Owner’s N. Dhaliwal,
Equity Capital
Liability Accounts
Payable
Asset Cash
Asset Cash
Asset Cash
Owner’s Service
Equity Revenue

(3)

Effect
+ $12,800
+$5,000

- $134

- $590

— $600

+ $630
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PROBLEM 2-1A (Continued)

(@) (Continued)

Account Debited

Accounting Principles, Seventh Canadian Edition

Account Credited

(1)
Trans-
action Basic Type
10
25 Owner’s
Equity
28 Asset
29 Asset
30 Liability

*Solution provided in text.

(2)
Specific
Account

N. Dhaliwal,

Drawings

Cash

Cash

Accounts

Payable

3)

Effect

No transaction at this point in time (see Apr. 28).

+ $960

+ $1,270

+ $1,800

- $5,000

(1) (2)
Specific
Basic Type Account

Asset Cash
Owner’s Service
Equity Revenue
Liability Unearned
Revenue

Asset Cash

3)

Effect

— $960

+ $1,270

+ $1,800

— $5,000
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PROBLEM 2-1A (Continued)

(b) GENERAL JOURNAL
Date Account Titles Debit Credit
Apr. 1 Cash . 12,800
N. Dhaliwal, Capital........................... 12,800
2 Equipment.......coiiiiii 5,000
Accounts Payable........c......ccoooooeenni. 5,000
2 Insurance EXPense......cccccoevviiiiiniinnnnnnn. 134
Cash. ..o, 134
2 SUPPHES e 590
Cash. ..o, 590
7 Advertising EXpense.......cccoooevviiiieeennnnn. 600
Cash ..o 600
8 Cash .o 630
Service Revenue.......ccoocceevevviveeinnns 630

10 No transaction at this time.

25 N. Dhaliwal, Drawings ..........cccoeeevevnnnnne. 960
CaSh i 960

28 CaASh .o 1,270
Service Revenue........occoveevevveeneennnnn. 1,270

29 CaASh .o 1,800
Unearned Revenue ..........coccevvvvuennen. 1,800

30 Accounts Payable .........ccccceiiiiiiiiinnnnnn. 5,000
(OF= 1] o I 5,000
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PROBLEM 2-1A (Continued)
Taking It Further

The investment by the owner increases cash, an asset. Assets
are on the left (or debit) side of the accounting equation. The
same transaction also increases the right (or credit) side of the
accounting equation and increases the owner’s capital. Since
both the left and right side of the accounting equation must

remain in balance, a transaction must have both a debit and a
credit.
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PROBLEM 2-2A

GENERAL JOURNAL

Date Account Titles Debit Credit
May 1 Cash ... 73,800
A. Mawani, Capital ..............ccoeeeeennn. 73,800
2 Land .o 108,500
BUuilding....oooeeiii 84,300
Equipment.......cccoooviiiiiii 59,100
Cash...cooiii 60,300
Notes Payable ($251,900 — $60,300) 191,600
4 EqQUIPMENt....ccccciiiiieiiiccei e 17,000
Accounts Payable........c......c......o.oe. 17,000

5 No entry required.

6 Prepaid Insurance..........cccooeeeviiieeennnnn. 2,580
CaSh . 2,580

15 CaASh oo 1,830
Fees Earned .......ccooevvvvviiiiiiiiiiinenns 1,830

19 Accounts Payable ..........cccceeviviiiiinnnnnn. 5,480
CaSh i 5,480

20 Cash .o, 350

Accounts Receivable ..........cooeveviennnn. 1,060
Fees Earned ......ccoovveviiiiiiiiiiiien, 1,410

30 Cash i 1,060
Accounts Receivable...........c..cc........ 1,060
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PROBLEM 2-2A (Continued)

Date Account Titles Debit Credit
May 31 Cash ....coocoviiiiiiiii e 3,100
Fees Earned .......ccocoovvveviviiiiiiiiiiiennes 3,100
31 Salaries Expense........ccooeeeiveiiieeeinennnn. 2,220
CaSh ., 2,220
31 Interest EXPEeNnSe......cccovvveviieeineeinneennn. 710
(OF= 1] o I 710
31 A. Mawani, Drawings.........cccoeevevivnneenn. 1,540
(OF= 1] o I 1,540

Taking It Further

The purpose of the journal entries is to show the debit and
credit effects of each transaction on specific accounts. This
helps to prevent and locate errors because the debit and credit
amounts in the entry have to balance. The journal entries also
provide a chronological record of transactions, give an
explanation of the transaction, and identify source documents.
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PROBLEM 2-3A

Aug. 2 Cash .. 35,000
J. Green, Capital .........cccoeverenniennnnnn. 35,000

2 SUPPHES e 550
Accounts Payable ..............c.co.oooenei. 550

5 EQUIPMENT ..o, 10,000
Notes Payable ..........ccccoeviviiiiininnnnnn, 10,000

O CaASh o 7,500

Accounts Receivable ........ccocovvvvvvinnenne. 7,500
Service ReVenNUEe ........coceveevevvevineennnnn. 15,000

14 Salaries EXpense......ccccccoevevviievineeinnnnnn, 1,200
(OF= 1] I 1,200

15 J. Green, DrawingsS.........cccceeeeeevvnneeennnnn. 4,300
CaSh i 4,300

19 CaASh o 2,450
Unearned Revenue ..........cocceevvvuennen. 2,450

22 Accounts Payable .........ccccoooiiiiiiinnnnn, 550
CaSh . 550

25 CaSh oo 7,500
Accounts Receivable..........c............. 7,500

26 Office EXPENSEe ...coocvvvviviiiiiieiiiieeeeii, 3,200
(OF= 1] o I 3,200

30 Interest EXpense........ccoovviiiiiiiiiiiineennn. 50
(OF= 1] o I 50
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PROBLEM 2-3A (Continued)
Taking It Further

Service revenue and salaries expense are considered equity
accounts because transactions that cause increases in service
revenue will cause increases in equity and transactions that
cause increases in salaries expense will cause decreases in
equity.

Increases in revenues are recorded on the credit side of the
account and so the credit side of the equity account represents
an increase. On the other hand, increases in salaries expense
are recorded on the debit side of the account and so the debit
side of the equity account represents a decrease.
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PROBLEM 2-4A

(a)
J1
Date Account Titles Ref. Debit Credit
Apr. 1 Cash....ccoooiiiiii, 101 20,000
E. Valley, Capital................ 301 20,000
1 No entry—not a transaction.
2 RentExpense.......ccccoovviiiiinnnnnn. 729 1,100
Cash .o 101 1,100
3 Supplies oo, 126 4,000
Accounts Payable ............. 201 4,000
10 Accounts Receivable................. 112 5,100
Service Revenue................ 400 5,100
11 CaSh.viiiiee, 101 1,000
Unearned Revenue............ 209 1,000
20 Cash.ii 101 2,100
Service Revenue................ 400 2,100
30 Salaries Expense.........ccceeeeunneen. 726 2,800
Cash .o 101 2,800
30 Accounts Payable ..o, 201 2,400
Cash .o 101 2,400
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PROBLEM 2-4A (Continued)

(b)
Cash No. 101
Date Explanation Ref. Debit Credit Balance
Apr. 1 J1 20,000 20,000
2 J1 1,100 18,900
11 J1 1,000 19,900
20 J1 2,100 22,000
30 J1 2,800 19,200
30 J1 2,400 16,800
Accounts Receivable No. 112
Date Explanation Ref. Debit Credit Balance
Apr. 10 J1 5,100 5,100
Supplies No. 126
Date Explanation Ref. Debit Credit Balance
Apr. 3 J1 4,000 4,000
Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
Apr. 3 J1 4,000 4,000
30 J1 2,400 1,600
Unearned Revenue No. 209
Date Explanation Ref. Debit Credit Balance
Apr. 11 J1 1,000 1,000
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PROBLEM 2-4A (Continued)

E. Valley, Capital No. 301
Date Explanation Ref. Debit Credit Balance
Apr. 1 J1 20,000 20,000
Service Revenue No. 400
Date Explanation Ref. Debit Credit Balance
Apr. 10 J1 5,100 5,100
20 J1 2,100 7,200
Salaries Expense No. 726
Date Explanation Ref. Debit Credit Balance
Apr. 30 J1 2,800 2,800
Rent Expense No. 729
Date Explanation Ref. Debit Credit Balance
Apr. 2 J1 1,100 1,100
(c) EMILY VALLEY, DENTIST
Trial Balance
April 30, 2017
Debit Credit
Cash.......cco i, $16,800
Accounts Receivable..........cc.ccvevviinnene, 5,100
SUPPHIES o, 4,000
Accounts Payable.........cccccvveeeeieeiiiiiennne, $ 1,600
Unearned Revenue .......c.cccooeevvvvvineeeeennnn, 1,000
E. Valley, Capital ...........ccooevviiiiiiine, 20,000
Service Revenue.......cccccoeeevveiiiniieveeiinnnnn, 7,200
Salaries EXPense .....ccccceevvevveiiinieeveeiinnnnn, 2,800
Rent EXpense......ccooiiiiiiiee 1,100
$29,800 $29,800
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PROBLEM 2-4A (Continued)
Taking It Further

The next step in the accounting cycle will be the preparation of
a trial balance. The main purpose of the trial balance is to prove
that the debits equal the credits after posting. It is also useful in
preparing financial statements.
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PROBLEM 2-5A

(@) GENERAL JOURNAL

Date Account Titles Ref. Debit Credit

Sept. 1 Cash..coovviiiiiiiiiiiee, 101 9,630
G. Rodewald, Capital ............. 301 9,630

2 Rent EXpense ......coccceevvviiiiniinnnns 726 690
CaSh . 101 690

2 Prepaid Insurance...........ccc........ 130 750
CaSh . 101 750

5 Equipment.......ccceeiiieiiiiiiieiees 151 2,640
Accounts Payable.................. 201 2,640

7 Advertising Expense.......c.......... 610 420
CaSh.coiiii, 101 420

13 CaSh couvieiiiiieee e, 101 500
Service Revenue.................... 400 500

21 Accounts Receivable................. 112 800
Service Revenue.................... 400 800

24 CaSh .oooieiii 101 540
Accounts Receivable............. 112 540

28 Utilities Expense........c.cccceeveeenen. 737 210
CaSh e 101 210

29 Accounts Payable ...................... 201 1,470
CaSh . 101 1,470
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PROBLEM 2-5A (Continued)

(a) (Continued)

Date Account Titles Ref. Debit Credit
Sept. 30 Cash i, 101 860
Unearned Revenue................ 209 860
30 Cash oo 101 1,045
Service Revenue.................... 400 1,045
30 G. Rodewald, Drawings.............. 306 1,490
(OF: 1) o I 101 1,490
(b)
Cash No. 101
Date Explanation Ref. Debit Credit Balance
Sept. 1 J1 9,630 9,630
2 J1 690 8,940
2 J1 750 8,190
7 J1 420 7,770
13 J1 500 8,270
24 J1 540 8,810
28 J1 210 8,600
29 J1 1,470 7,130
30 J1 860 7,990
30 J1 1,045 9,035
30 J1 1,490 7,545
Accounts Receivable No. 112
Date Explanation Ref. Debit Credit Balance
Sept. 21 J1 800 800
24 J1 540 260
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PROBLEM 2-5A (Continued)

(b) (Continued)

Prepaid Insurance No. 130

Date Explanation Ref. Debit Credit Balance
Sept. 2 J1 750 750
Equipment No. 151

Date Explanation Ref. Debit Credit Balance
Sept. 5 J1 2,640 2,640
Accounts Payable No. 201

Date Explanation Ref. Debit Credit Balance
Sept. 5 J1 2,640 2,640
29 J1 1,470 1,170
Unearned Revenue No. 209

Date Explanation Ref. Debit Credit Balance
Sept. 30 J1 860 860
G. Rodewald, Capital No. 301

Date Explanation Ref. Debit Credit Balance
Sept. 1 J1 9,630 9,630
G. Rodewald, Drawings No. 306

Date Explanation Ref. Debit Credit Balance
Sept. 30 J1 1,490 1,490
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PROBLEM 2-5A (Continued)

(b) (Continued)

Service Revenue No. 400

Date Explanation Ref. Debit Credit Balance
Sept. 13 J1 500 500
21 J1 800 1,300
30 J1 1,045 2,345
Advertising Expense No. 610

Date Explanation Ref. Debit Credit Balance
Sept. 7 J1 420 420
Rent Expense No. 726

Date Explanation Ref. Debit Credit Balance
Sept. 2 J1 690 690
Utilities Expense No. 737

Date Explanation Ref. Debit Credit Balance
Sept. 28 J1 210 210

Solutions Manual 2-68 Chapter 2
© 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is prohibited.



Weygandt, Kieso, Kimmel, Trenholm, Warren, Novak  Accounting Principles, Seventh Canadian Edition

PROBLEM 2-5A (Continued)

(c)
GRETE KANINES
Trial Balance

September 30, 2017

Debit Credit

CaAS N e $7,545
Accounts receivable........ccocoviviiiiiininnn, 260
Prepaid insurance..........cccoeeevvieeeeiiiieeeennnnnn. 750
Equipment ........coooeeiiii e, 2,640
Accounts payable........cccccvvvveviiireiiiiirnenne, $1,170
Unearned reVENUE .......cvveveieiieiieieeeeeeaen, 860
G. Rodewald, capital........c...cccoeeveiiiinnennnnnn. 9,630
G. Rodewald, drawings ........cccoeevvvevevneeennnn. 1,490
SEIVICE TEVENUE ....ceeeeeeeeeeeeeeeeee e e 2,345
Advertising eXpense......ccccoeveveeeveineeeennnnnn. 420
ReNt eXPeNSE ..o 690
Utilities eXpense ......ccoocviieeiiiieeviiie e, 210

$14,005 $14,005

Taking It Further

While Grete is correct in making the connection that
transactions involving investments, drawings, revenues, and
expenses ultimately have an impact on the owner’s capital
account, there remains a need for these separate accounts.
Without them, a business is unable to report the revenues and
expenses on the income statement, and the investments and
drawings by the owner on the statement of owner’s equity. This
detailed information is relevant and necessary to the users of
the financial statements.
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PROBLEM 2-6A

(@) GENERAL JOURNAL
Date Account Titles Debit Credit
May 1 Cash ..., 44,810
Equipment.......cccoovviiiii e, 10,690
J. Abramson, Capital ..................... 55,500

1 No entry—not a transaction.

2 Prepaid Insurance .........cccceeeeevveeeeennnn. 3,255
Cash...oooiiii 3,255

5 Rent EXPense .....ccooiviviiiiiiiiiiiciiieen, 2,275

Prepaid Rent .........cccooeeiiiiiiiiiiiiieen, 2,275
Cash...oooiiii 4,550

8 EqUuIipment.....cccoovviiiiiiiiiieee e 15,870
CaSh . 7,150
Notes Payable ............cccoeeviiiinn, 8,720

9 SUPPHES o, 570
Cash....cocoiiiii . 570

15 Supplies oo 730
Accounts Payable.......................... 730

17 Accounts Receivable ...........cccccee. 3,200
Service Revenue..........cccccceeveeeeenns 3,200

22 Telephone Expense.........ccccceiieenienns 320
Cash....coiviiii . 320

25 Cash ...oiiiiiciie 1,120
Service Revenue........occoveveevivennnnn, 1,120
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PROBLEM 2-6A (Continued)

(a) (Continued)

Date Account Titles Debit Credit
May 26 J. Abramson, Drawings.........ccccoceeuen. 1,980
CaSh .o, 1,980
28 CaSh e 2,720
Accounts Receivable..................... 2,720
30 Accounts Payable ..............cceeeeeennnnil. 730
CaSh ., 730
30 Interest EXpense.......ccovviviiniiineennnennn. 67
CaSh ., 67
31 CasSh e 500
Unearned Revenue ...........c.ceeuueen.e. 500
31 Salaries EXpense........cccoeevevviiieeeennnnnn. 2,340
CaSh . 2,340
(b)
Cash Accounts Receivable
May May May 3,200 | May 2,720
1 44,810 2 3,255 17 28
25 1,120 5 4,550
28 2,720 8 7,150 Bal. 480
31 500 9 570
22 320
26 1,980
30 730
30 67
31 2,340
Bal. 28,188
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PROBLEM 2-6A (Continued)

(b) (Continued)

Supplies J. Abramson, Capital
May 9 570 May 1 55,500
15 730
Bal. 1,300 Bal. 55,500
Prepaid Insurance J. Abramson, Drawings
May 2 3,255 May 26 1,980
Bal. 3,255 Bal. 1,980
Prepaid Rent Service Revenue
May 5 2,275 May 17 3,200
25 1,120
Bal. 2,275 Bal. 4,320
Equipment Interest Expense
May 1 10,690 May 30 67
8 15,870
Bal. 26,560 Bal. 67
Unearned Revenue Rent Expense
May 31 500 Mays 2,275
Bal. 500 Bal. 2,275
Notes Payable Salaries Expense
May 8 8,720 May 31 2,340
Bal. 8,720 Bal. 2,340
Accounts Payable Telephone Expense
May 30 730 | May 15 730 May 22 320
Bal. 0 Bal. 320
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PROBLEM 2-6A (Continued)

(c)
ABRAMSON FINANCIAL SERVICES
Trial Balance
May 31, 2017
Debit Credit
CaSN . $28,188
Accounts receivable........ccocoviviiiiiininnn, 480
SUPPHES oo 1,300
Prepaid insurance..........cccoocevvieeeeiiiieeeennnnnn, 3,255
Prepaid rent........ccooooeiiiiiiie e, 2,275
Equipment ........ooii i, 26,560
Unearned reVENUE .........coeveveveeeeiiieeeeennn, $ 500
Notes payable .......ccooeviviiiiiiei e, 8,720
J. Abramson, capital...........ccooeeeiiiiininnnn. 55,500
J. Abramson, drawings ...........ccoeeeevieeennnnnns 1,980
SErVICE FEVENUE ...cvvieeiieeieeeeeee e eae e 4,320
INterest eXPeNSEe ....covviviiiiiiiiieeeee e 67
ReNt eXPENSE ..o 2,275
Salaries eXPense.......ccceeeeeeiiiieeeiiii e 2,340
Telephone expense .......cccoeeeevvviieeviieeeeennnn. 320
$69.040 $69.040
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PROBLEM 2-6A (Continued)
Taking It Further

This is not true. The cash account shows an increase of $28,188
during the month of May, whereas the company shows a loss of
$682 for the month ($4,320 — $67 — $2,275 — $2,340 — $320). The
change in the cash account does not reflect profit or loss
because not all transactions that changed cash represent
increases in revenues or expenses. One of the major sources of
cash during the month is an investment by the owner of
$55,500. This increases owner’s equity, but is not a source of
revenue for the company. The company received cash in
advance of doing work (unearned revenue of $500) and
performed services in advance of payment (accounts receivable
of $480), as well as making non-expense payments for services
in advance (prepaid rent and insurance), equipment, and owner
drawings. The statement of cash flows reconciles the changes
in the cash account to its various uses and sources.
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PROBLEM 2-7A

(a)
GENERAL JOURNAL

Date Account Titles Debit Credit

May 1 Film Rental Expense..........ccccuunnnnnee. 25,000
CaSh...ooii 10,784
Accounts Payable..........c.............. 14,216

2 No entry—not a transaction.

7 Advertising Expense.......c..cccceevee. 1,090
CaSh.uiii 1,090

10 CaASh i 35,940
Admission Revenue ...........c..c...... 35,940

10 Accounts Payable.........c....cooccen. 14,216
CaSh ..., 14,216

15 Film Rental Expense.......ccccocevvveeens 28,600
CaSh.uiii e, 14,300
Accounts Payable......................... 14,300

25 Accounts Payable .........c.cccccoviieeennn. 4,990
CaSh.uiii e, 4,990

30 Salaries EXpense.......ccooceeeeeiiieeinnnnn, 6,230
CaSh ..., 6,230
Solutions Manual 2-75 Chapter 2

© 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is prohibited.



Weygandt, Kieso, Kimmel, Trenholm, Warren, Novak  Accounting Principles, Seventh Canadian Edition

PROBLEM 2-7A (Continued)

(a) (Continued)

Date Account Titles Debit Credit
May 31 Cash.....ccoooiiiiiiiiiiie e, 2,370
Accounts Receivable .............cc......... 1,785
Concession Revenue ................... 4 155
31 CaSh o 41,800
Admission Revenue ..................... 41,800
31 Mortgage Payable ..............ccceeeeennnnn. 1,185
Interest EXPense .....ccccevvvevviviinnennnnns 605
CaSh.uiii 1,790
(b) and (c)
Cash
Date Explanation Ref. Debit Credit Balance
May 1 Balance v 18,900
1 10,784 8,116
7 1,090 7,026
10 35,940 42,966
10 14,216 28,750
15 14,300 14,450
25 4,990 9,460
30 6,230 3,230
31 2,370 5,600
31 41,800 47,400
31 1,790 45,610
Accounts Receivable
Date Explanation Ref. Debit Credit Balance
May 31 1,785 1, 785
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Land
Date Explanation Ref. Debit Credit Balance
May 1 Balance v 75,000
Buildings
Date Explanation Ref. Debit Credit Balance
May 1 Balance v 69,800
Equipment
Date Explanation Ref. Debit Credit Balance
May 1 Balance v 17,000
Accounts Payable
Date Explanation Ref. Debit Credit Balance
May 1 Balance v 4,990
1 14,216 19,206
10 14,216 4,990
15 14,300 19,290
25 4,990 14,300
Mortgage Payable
Date Explanation Ref. Debit Credit Balance
May 1 Balance v 106,300
31 1,185 105,115
N. Wood, Capital
Date Explanation Ref. Debit Credit Balance
May 1 Balance v 69,410
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PROBLEM 2-7A (Continued)
(b) and (c) (Continued)

Admission Revenue

Date Explanation Ref. Debit Credit Balance

May 10 35,940 35,940

31 41,800 77,740
Concession Revenue

Date Explanation Ref. Debit Credit Balance

May 31 4,155 4,155

Advertising Expense

Date Explanation Debit Credit Balance
May 7 1,090 1,090
Film Rental Expense

Date Explanation Debit Credit Balance

May 1 25,000 25,000

15 28,600 53,600
Interest Expense

Date Explanation Debit Credit Balance

May 31 605 605
Salaries Expense

Date Explanation Debit Credit Balance

May 30 6,230 6,230
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PROBLEM 2-7A (Continued)

(d)
SEQUEL THEATRE
Trial Balance
May 31, 2017
Debit Credit
Cash ...l $45,610
Accounts receivable .......cccccoooviiiiiiinnnn. 1,785
=1 o 75,000
Buildings .....oooovviiiii i 69,800
Equipment.......cccoovviiiiii 17,000
Accounts payable.........ccccccvvvviviiinninnnen, $ 14,300
Mortgage payable .........cccooovviiiiiinnnn, 105,115
N. Wood, capital............ccoeeveiiiiineinn, 69,410
AdMISSION FEVENUE.......eveiveeeieeieeeanenn, 77,740
CONCESSION FEVENUE.......vvveveeieeeienennes 4 155
Advertising exXpense......ccccoeeveveeeeeennnnnnn, 1,090
Film rental expense ......c....cccoeevevineeen, 53,600
INterest eXpPense .....ccevvevveiiviiieiieeieeennn, 605
Salaries exXpense .......cccceeeeeviiiieeeiiieeeennn, 6,230

$270,720 $270,720

Taking It Further

The revenues less the expense in the trial balance show a profit
for the month of May of $20,370 ($77,740 + $4,155 — $1,090 —
$53,600 — $605 — $6,230). Although a positive profit is a good
indication of the company’s profitability, it is not sufficient
information to determine whether Sequel Theatre is a sound
business. One month’s transactions do not indicate a pattern of
profitability, in particular for businesses such as theatres where
revenues tend to be seasonal. The financial results for the
entire year should be examined, along with comparative
amounts for previous years, to determine if the company has a
trend of profitability.
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PROBLEM 2-8A

(b) GENERAL JOURNAL
Date Account Titles Debit Credit
Dec. 1 Rent EXPEeNnsSe ....cooiviiiiiiiiiiiiiiiiiciineieeann, 475
CaSh ., 475
1 EQUIPMENT...cooiii e 3,500
CaSh ., 1,500
Accounts Payable........c....ccccoeiiinnnnn 2,000
3 Cash i, 2,500
Notes Payable...........ccooeeeviiiiiiiinncn, 2,500
4 Accounts Payable ...............ccooooiin, 2,000
Cash.. . 2,000
4 Cash v, 1,800
Accounts Receivable...........cccocvennenee. 1,800
7 Insurance EXPense.......coccoveeiiiiiiiiieennnnns 310
CaSh i, 310
8 SUPPHES oo 150
Cash..i . 150
10 Accounts Payable ...........cccoeveviiiiiiiinnnnnn, 2,130
Cash..i . 2,130
15 Unearned Revenue.........ccocceveiiiinncennnnn, 825
Fees Earned .........ccoeevvvieiiiiiiiiiieiin, 825
20 CaASh .o 3,300
Fees Earned ........ooovvvvvviiiiiiiiiineeenn 3,300
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PROBLEM 2-8A (Continued)

(b) (Continued)

Dec. 21 Telephone EXpense......cccccoeevvvieeviinneennnn, 135
(OF: 1) o [T 135
22 Accounts Receivable ......ccocoveviiviiinninne, 2,250
Fees Earned ........coeveviviiiiiiiiieiieeenn 2,250
24 A. Zhawaki, Drawings........cccccceevevvnneennnne. 3,000
CaSh ., 3,000
29 CaASN oo 525
Unearned Revenue .........cccocevevievenennn.. 525
30 Travel EXPense.....cccoovviiiiieiiieeeiineeeennnn, 695
CaASH e 695
31 Notes Payable........cccoocoviiiiiiiiiciineeennn, 200
Interest EXPeNnsSe.....cccovvvviiiiiiiniiiiceieeannn, 10
CaASH e 210
(a) and (c)
Cash Accounts Receivable
Nov.30 2,965 |Dec. 1 475 Nov.30 2,200 |Dec. 4 1,800
3 2,500 1 1,500 22 2,250
4 1,800 4 2,000 Bal. 2,650
20 3,300 7 310
29 525 8 150 Supplies
10 2,130 Nov. 30 1,450
21 135 Dec. 8 150
24 3,000 Bal. 1,600
30 695
31 210
Bal. 485
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PROBLEM 2-8A (Continued)

(a) and (c) (Continued)

Equipment Fees Earned
Nov.30 17,500 Nov.30 47,075
Dec. 1 3,500 Dec.15 825
Bal. 21,000 20 3,300
22 2,250
Notes Payable Bal. 53,450

Dec.31 200 |Dec. 3 2,500

Bal. 2,300 Insurance Expense
Nov.30 3,410
Accounts Payable Dec. 7 310
Dec. 4 2,000 | Nov.30 4,235 Bal. 3,720

10 2,130 1 2,000
Bal. 2,105 Rent Expense
Nov.30 5,225
Unearned Revenue Dec. 1 475
Dec.15 825 |Nov.30 825 Bal. 5,700
Dec. 29 525
Bal. 525 Telephone Expense
Nov.30 1,485
A. Zhawaki, Capital Dec. 21 135
| Nov.30 19,500 Bal. 1,620

A. Zhawaki, Drawings

Travel Expense

Nov.30 31,350 Nov.30 6,050
Dec. 24 3,000 Dec. 30 695
Bal. 34,350 Bal. 6,745
Interest Expense
Dec. 31 10
Bal. 10
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PROBLEM 2-8A (Continued)

(d)
A TO Z MUSIC
Trial Balance
December 31, 2017

Debit Credit
(@F= 1) 1 [ $ 485
Accounts receivable.............cccooeiiiinnnnnn. 2,650
SUPPHES oo 1,600
Equipment ........coooeeiiii e, 21,000
Notes payable .........ccccvviiiiii $ 2,300
Accounts payable.........cccooveiiiiiiiiii e, 2,105
Unearned revenue ........cccccoeeeevieeeieeeeneeenn. 525
A. Zhawaki, capital.........cc..cceviiiiiiiinin, 19,500
A. Zhawaki, drawings ........cccoeeeiieiiiieeinnns 34,350
Fees earNed.......coovvviiiiiiiiieeeeeee, 53,450
INSUrancCe exXPEeNSEe ....covuevveiieiiieeeieeeeeens 3,720
ReNt eXPeNSE ..o 5,700
Telephone expense .......cccceeeevvviieeviieeeeennnn. 1,620
Travel expense.......cccooovveviiiiciiiiic e, 6,745
INterest eXPeNSEe ....covvvvviiiiiiiiieeee e 10

$77,880 $77.880

Taking It Further

The cash balance has decreased from $2,965 to $485 during the
month of December. This is a substantial decrease from the
opening balance and exposes the company to the possibility of
not being able to pay its outstanding liabilities. The company
borrowed $2,500 at the beginning of December and used this
cash to purchase used equipment for $3,500. Had the company
not borrowed or purchased the additional equipment, the cash
balance for the month would have been $1,695 ($485 + $3,500 —
$2,500 + $210 payment on the note payable). This still
represents a substantial decrease from the November ending
balance and is cause for concern.
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PROBLEM 2-8A (Continued)
Taking It Further (Continued)

During the month of January, the company should collect
outstanding receivables as quickly as possible (in particular
those amounts still outstanding from November) and reduce
owner drawings. The company will also need to ensure the
additional used equipment generates additional cash as soon
as possible.
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PROBLEM 2-9A

J. SAGGIT
Trial Balance
June 30, 2017

Debit Credit

CaSh e $ 8,000
Accounts receivable .......ccooevviiiiiiiiiine 10,250
SUPPLIES oo 5,000
Prepaid eXpenses........cccceeveeviiieeviiiieeeennnnen, 3,000
LaANd oo 64,000
Equipment.......ccccooeiiiiiiii e, 18,250
Accounts payable........cccccceeeeiiiiiiiiivinieenn. $ 12,500
Notes payable........cccoooeiiiiiiii 30,000
J. Saggit, capital .........ccccooeeiiiiiii 28,000
J. Saggit, drawingsS......ccccevevviviiiiiiieeeiineeens 12,000
SEIVICE FEVENUE... .. iveieeieeeeeeeeee e aeaans 63,050
Rent expense......coccovviiiiiici e, 4,500
Utilities eXpense.....ccooovviiiiiiiiii e, 550
Salaries exXpense......cccceeeviiiiii i, 7,500
Interest exXpense ..., 500

$133,550 $133,550
Taking It Further

J. Saggit is incorrect in his belief. While the ledger and the trial
balance may be in balance, omissions or duplications of entries
as well as entries to incorrect accounts may cause the financial
statements to be incorrect and therefore not error free.
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PROBLEM 2-10A

(a)
ABRAMSON FINANCIAL SERVICES
Income Statement
Month Ended May 31, 2017
Revenues
SEIrVICE FEVENUE ....uvvveeeieeeeeeee e, $4,320
Expenses
Interest EXPEeNSEe ......cccvvvvvvvvvvvvvvevennnnne, $ 67
Rent eXpense .....ccovvevviiiiicinecieeee 2,275
Salaries expense.......cccoeeeveiieeeiiieeenen, 2,340
Telephone expense .......ccocoeevvvieeeeennnn. 320
Total eXPENSES ...ooveeiieeeieeee e 5,002
L 0SS ittt $( 682)
(b)
ABRAMSON FINANCIAL SERVICES
Statement of Owner's Equity
Month Ended May 31, 2017
J. Abramson, capital, May 1, 2017.............ceeeeennnn. $ 0
Add: INnVesStMeNt .......cooveviiiiiiiiee e 55,500
55,500
LESS: LOSS wuviiiiiieeeiiiicciiiieeee e, $ 682
Drawings.....cccceveeveveiiieeeiiieeeene, 1,980 2,662
J. Abramson, capital, May 31, 2017...........ccceunveeenn. $52,838
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PROBLEM 2-10A (Continued)

(c)
ABRAMSON FINANCIAL SERVICES

Balance Sheet
May 31, 2017

Assets

CAS I e $28,188
Accounts receivable ..., 480
SUPPHIES e 1,300
Prepaid INSUranCe .........ccceeeeviiii i, 3,255
Prepaid rent ... 2,275
EQUIPMENT ..o 26,560

TOtAl ASSBLS couiiiii i $62.058

Liabilities and Owner's Equity

Liabilities
Notes payable ......cccoooeieiiiiiiiiiiiieeeeecceeeeeeeeeeeee, $8,720
Unearned ServiCce revVeNUE .......ccoeeevvevvvneeeeeeinnnnnn 500
9,220
Owner's Equity
J. Abramson, Capital ...........cccoeeeiiiiiiiiiin 52,838
Total liabilities and owner's equity ................. $62,058

Taking It Further

In its first month of operations Abramson Financial Services
incurred more expenses than it generated in revenues resulting
in aloss of $682. Since this is a new business, it may take a few
months for revenues to reach and exceed the level of expenses.
Jacob will need to monitor the revenues generated as
compared to expenses incurred to ensure the company reaches
profitability as soon as possible.
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PROBLEM 2-11A

(@) GENERAL JOURNAL
Date Account Titles Debit Credit
Feb. 1  Advertising EXpense.........cccceeeevvvnnneenns 430
CaSh ., 430
2 Rent EXpense ..., 1,050
CaSh . 1,050
3 CaASH 4 240
Fees Earned ......cocoveeveeieiiiiiiiiiiiinanns 4,240
4 CaASh 720
Accounts Receivable.........cc.cccoeen... 720
6 Accounts Payable ........ccccoccoiiiiiiiinn, 970
CaASN e 970
14  Salaries EXpense......cccccccceeiieviiiieeeennnnnn, 400
CaSh ., 400
15 Rent EXpense ......cccovviiiiiiviiieeeee, 1,050
CaSh . 1,050
23 Accounts Receivable .......c.cooovvvveiininnns 1,475
Fees Earned ......cocoveoveeieiiiiiiiiiinans 1,475
26 Internet EXpense .....ccccooviiiiiiiiiiineenn, 185
CaASN e 185
27  CaASN 2,830
Unearned Revenue ........c.cocovvvvnnn... 2,830
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PROBLEM 2-11A (Continued)

(a) (Continued)

27  D. Scoffin, Drawings ........ccccoeevvvvieeennnnn. 575
Cash..oi 575
28  Salaries EXpense.......cccoovevveiiieeeiiineeennnn. 400
Cash..oo 400
28 Prepaid Rent.........ccooviiiiiiiiiieeeeen, 1,050
CaSh . 1,050
(b) and (c)
Cash
Jan.31 2,100 Feb. 1 430 Accounts Payable
3 4,240 2 1,050 Jan.31 1,470
4 720 6 970 Feb. 6 970
14 400 Bal. 500
15 1,050
27 2,830 26 185 Unearned Revenue
27 575 Feb. 27 2,830
28 400 Bal. 2,830
28 1,050
Bal. 3,780
D. Scoffin, Capital
Accounts Receivable Jan.31 13,750
Jan.31 720 Feb. 4 720
23 1,475 Bal. 13,750
Bal. 1,475
D. Scoffin, Drawings
Prepaid Rent Feb.27 575
Feb.28 1,050 Bal. 575
Bal. 1,050
Equipment
Jan.31 12,400
Bal. 12,400
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PROBLEM 2-11A (Continued)
(b) and (c) (Continued)

Fees Earned

Feb. 3 4,240
Feb. 23 1,475
Bal. 5,715

Advertising Expense
Feb. 1 430

Internet Expense
Feb. 26 185‘

Rent Expense

Feb. 2 1,050
Feb. 15 1,050
Bal. 2,100

Salaries Expense

Feb. 14 400
Feb. 28 400
Bal. 800
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PROBLEM 2-11A (Continued)

(d)
YH CURLING SCHOOL
Trial Balance
February 28, 2017

Debit Credit
CaSh e $ 3,780
Accounts receivable ..........cccoooiiiin, 1,475
Prepaid rent .........coooiiiiiiiii e, 1,050
Equipment ..., 12,400
Accounts payable ........ccoooeiiiiiiiiiiieeee, $ 500
Unearned rEVENUE .......coevveieiiieeeeeeee e 2,830
D. Scoffin, capital .......c...ccoeeiiiiiii 13,750
D. Scoffin, drawingsS.......cccooeeiviiiniiiieeeeeen, 575
Fees earNed ......cooivviiiiiiie e 5,715
AdVvertising eXpense .....ccoovceeveveiiieeviineeeeen, 430
INternet eXPEeNSEe.....ccvveviiiiein e 185
ReNt EXPENSE..ccuiiiiiiic e 2,100
Salaries eXPeNSe ......ccceveviiiiieeiiie e 800

$22,795 $22,795

Taking It Further

The payments to YH Curling Club for February ice rental are an
expense as they are a cost of the month to have a rink available
to deliver the services performed by the school during the
month. They are not an asset because there is no future benefit
beyond the end of the month. However, the February 28 ice
rental payment is for March ice rental, and thus has not been
used yet, therefore it is an asset as it has a future benefit.
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PROBLEM 2-12A

(a)
YH CURLING SCHOOL
Income Statement
Month Ended February 28, 2017
Revenues
FEES arNEd......cceeivieiiiiiieiieeeeeeeeeeeeeeeeeeeeeeeeeeeeeaaaaeeees $5,715
Expenses
Advertising eXpense.........ccccccceeveeeeeeenenne... $ 430
INternet eXPeNnSe ....ccoevveiiiiivi e, 185
ReNt eXPENSE ...oivviiii e, 2,100
Salaries eXpense .......cccceeveviiieeeiie e 800
Total EXPENSES ....viiiii e 3,515
o ) 1 P 2,200
(b)
YH CURLING SCHOOL
Statement of Owner's Equity
Month Ended February 28, 2017
D. Scoffin, capital, February 1, 2017 ..........ccceeeiennnenn. $13,750
Add: Profit ..o 2,200
15,950
LeSS: DrawingS...cccuiiiiiiii e 575
D. Scoffin, capital, February 28, 2017 ...........c...ccevnnn. $15,375
Solutions Manual 2-92 Chapter 2

© 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is prohibited.



Weygandt, Kieso, Kimmel, Trenholm, Warren, Novak Accounting Principles, Sixth Canadian Edition

PROBLEM 2-12A (Continued)

(c)
YH CURLING SCHOOL
Balance Sheet
February 28, 2017
Assets
CaS N e $ 3,780
Accounts receivable ..., 1,475
Prepaid rent ... 1,050
EQUIPMENT L. 12,400
TOtAl AS S BLS  iniiniiiieiei e $18.705
Liabilities and Owner's Equity
Liabilities
Accounts payable........cccccciiiii $ 500
UNEArNEd FEVENUE .....evieiieeieeeee e e e ae e 2,830
Total HabIlItIeS c..vveeieei e 3,330
Owner's Equity
D. Scoffin, capital .........ccooviiiiii 15,375
Total liabilities and owner's equity .........cccceeevevnnnnne. 18,705

Taking It Further

There is a difference between cash collected from customers
and revenue in any specific month. Although the school has
earned revenue, it has not necessarily collected all of the cash
from providing the services. In addition, the school has
received cash in advance of providing the services so this
amount is not yet included in fees earned.
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@)

PROBLEM 2-13A

SUPER DELIVERY SERVICE
Trial Balance
August 31, 2017

Debit
Cash (to balance debits = credits?®)........... $ 6,301
Accounts receivable .........ccccoeeiiiiiiiien, 4,226
SUPPLIES 299
Prepaid insurance..........cccceeeeeviviieeeevineeenn, 358
Equipment .........oooiiiiiii e 49,660
Notes payable.........ccccoeiiiiiiiiii e,
Accounts payable ........c..ceeiiiiiii
Salaries payable.........ccccooiiiiiiii
Unearned revenue..........cccceeeevvevineeeeinneennnnn
T. Rowe, capital ........c.ccoveviiiiiiiiiieeene,
T. Rowe, drawingsS.......ccooevviieieiiieiiieeiieeenn, 25,000
SErviCe reVENUE.........oevvvieeiieeeieeee e
GAS EXPENSE ..cuiiii i 12,177
INSUranCce exXPenSe.....ccooveveeveeiieeineeieennens 2,016
INterest eXpPense.....ccooevviiiiineineee e 1,006
Repairs eXpense.......cccoeveevevieieveiieeeeeieeeeennn 1,549
Salaries exXpense......cccceeveeiiii e, 5,698
Supplies expense........cccoeveeiiiiiiieiiieeeeinne, 2,606

Credit

$19,480
3,250
883

643
48,840

37,800

$110,896 $110,896

* Total debits without cash = $104,595
$110,896 — $104,595 = $6,301
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PROBLEM 2-13A (Continued)

(b)
SUPER DELIVERY SERVICE
Income Statement
Year Ended August 31, 2017
Revenues
SEIrVICE FEVENUE ....eeveieeeee it $37,800
Expenses
GaAS EXPENSE ..uvvvvrvrrrrririrrrirerirrrarrrrreraena, $12,177
INSUrance exXpPense .....ccccevevevveieeineeennnnnnn, 2,016
INterest eXpPense ....coccevvviviiiiiii e, 1,006
Repairs eXpense ......cccoveeeeeveiineeeevineennnns 1,549
Salaries exXpense .......ccooveeiiiiiieeeineeiee, 5,698
Supplies exXpense .....ccccoevvveiieviiiieeeennnnnn, 2,606
Total EXPENSES ... 25,052
PrOfit oo 12,748
SUPER DELIVERY SERVICE
Statement of Owner's Equity
Year Ended August 31, 2017
T. Rowe, capital, August 31, 2016 ..........ccevvvvvvvvnnneee. $48,840
PIuS: Profit ..o 12,748
61,588
LeSS: DrawingsS ...ccocevviiieiiiiieeei e 25,000
T. Rowe, capital, August 31, 2017 .......ccoveeevieeennennnn. $36.588
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PROBLEM 2-13A (Continued)

(b) (Continued)

SUPER DELIVERY SERVICE
Balance Sheet
August 31, 2017

Assets
CASN e $6,301
Accounts receivable ..., 4 226
SUPPHIES e 299
Prepaid INSUranNCe ........cooveviiiieii e 358
EQUIPMENt .o 49,660
TOtaAl AS SO S e $60.844

Liabilities and Owner's Equity

Liabilities

NOtes Payable ..........eevvvvivviiiiiiiiiiiriiiiiiiivvveveeeeeee,s $19,480
Accounts payable..........ccoooioiiii 3,250
Salaries payable ........cccooooiii 883
Unearned reVeNUE .........c.coeeevviiieeiiiieeeeeee e 643
Total liabilities ........coeveiiiii e, 24,256

Owner's Equity
T. Rowe, capital ......ccccovviiiiiiii e, 36,588
Total liabilities and owner's equity .................. $60.844
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PROBLEM 2-13A (Continued)
Taking It Further

Tom Rowe has withdrawn almost twice as much cash compared
to the profit. This has resulted in a net decrease to the owner’s
capital account. Tom’s drawings have left the company with a
low level of liquid assets (Cash of $6,301 + Accounts receivable
of $4,226 = $10,527) to pay off liabilities (Notes payable of
$19,480 + Accounts payable of $3,250 + Salaries payable of
$883 = $23,613). Tom’s drawings should be based on his cash
budget for the coming year and leave the company with
sufficient cash to meet its liabilities and to be able to grow.
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PROBLEM 2-14A

(@) 1. Correct
2. Correct
3. Incorrect
4. Incorrect
5. Incorrect
6. Incorrect
7. Incorrect
8. Incorrect
9. Incorrect
10. Incorrect
(b)
1 2 3 4 5
1
2
3 |No |Interest Understated Yes Increase by
Revenue $750 $750
4 | Yes | Salaries Overstated Yes Yes
Expense $1,000
Drawings Understated
$1,000
5 |Yes |Unearned |Overstated Yes Decrease by
Revenue $325 $325
Service Understated Increase by
Revenue $325 $325
6 | No | Supplies Understated Increase Yes
$1,540 $1,540
7 |No |Unearned |Understated Yes Increase by
Revenue $500 $500
8 |Yes | Cash Overstated Decrease by Decrease by
$495 $495 $495
Salaries Overstated
Payable $495
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PROBLEM 2-14A (Continued)

(b) (Continued)

1 2 3 4 5
9 |No | Equipment | Overstated Decrease by Yes
$3,600 $3,600
10 | Yes | Utilities Understated Increase by Increase by
Expense $650 $650 $650
Accounts Understated
Payable $650

Taking It Further

Disagree. Even though the trial balance is balanced,
uncorrected errors misstate the financial position of the
company.

For example:

4. This error overstates Salaries Expense and thereby lowers
profit on the income statement.

8. This error shows higher liabilities by overstating Salaries
Payable and higher assets by overstating Cash.

10. This error understates Utilities Expense and understates
Accounts Payable. It results in a higher profit on the income
statement because of the unrecorded expense that was
consumed in generating the profits.
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PROBLEM 2-15A

(a)
WINTER CO.
Trial Balance
June 30, 2017
Debit Credit
Cash ($2,835 + $570 - $750) .....cvvvveeeiiiiiieiiiiiieennn, $ 2,655
Accounts receivable ($1,861 + $750 — $570
+ 35980 —F98) ... 2,923
Prepaid insurance (correct balance provided).... 655
Supplies ($500 + $360).......cccvvvrveevereeerirerrererrrennne 860
Equipment ($7,900 — $360) ........ccoeeeeeiiiiennnnnn. 7,540
Accounts payable ($2,695 + $608— $806)............. $ 2,497
Unearned fees (correct balance provided).......... 1,855
F. Winter, capital (correct balance provided)...... 11,231
F. Winter, drawings ($800 + $400)........................ 1,200
Service revenue ($3,460- $3,460 + $4,360).......... 4,360
Office expense ($1,010 + $500)........ccccvvvveveeeeennnns 1,510
Salaries expense ($3,000 — $400) .........ccevvveeeeennn. 2,600

$19,943 $19,943

Taking It Further

There could still be errors after correcting the items identified.
The errors could be counter-balancing errors that affect both
the debit and credit side equally, such as a transposition error
in recording a journal entry that affects both the debit and credit
sides, or errors that counter-balance on the debit side, or on the
credit side, of the trial balance (items #1, 2, and 6). The trial
balance could also be in balance and not show transactions
that have been omitted but that should have been recorded.
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PROBLEM 2-1B

(@) Account Debited Account Credited
(1) (2) (3) (1) (2) 3)
Trans- Specific Specific
action Basic Type Account Effect Basic Type Account Effect
Jan. 2* Owner’s Rent Expense + $525 Asset Cash - $525
Equity
4 Asset Cash + $1,055 Owner’s Service + $1,055
Equity Revenue
5 Asset Supplies + $420 Liability Accounts + $420
Payable
7 No transaction at this point in time (see Jan. 18).
10 Asset Cash + $1,500 Liability Unearned + $1,500
Revenue
12 Owner’s K. Battistella, + $500 Asset Cash - $500
Equity Drawings
18 Asset Accounts + $1,085 Owner’s Service + $1,085
Receivable Equity Revenue
25 Liability Accounts — $420 Asset Cash - $420
Payable
27 Asset Cash + $1,085 Asset Accounts — $1,085
Receivable
28 Asset Cash + $5,000 Liability Notes + $5,000
Payable
29 Asset Equipment + $1,950 Asset Cash - $1,950
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PROBLEM 2-1B (Continued)

*Solution provided in text.

(b)
GENERAL JOURNAL
Date Account Titles Debit Credit
Jan. 2 Rent EXpense ..., 525
(OF: 1) o [ 525
4 CaSH o 1,055
Service Revenue .......coccovevvvveiinnn. 1,055
5 SUPPHES i 420
Accounts Payable........c.....cccoeeeieenni. 420
7 No transaction at this time.
10 CaASh o 1,500
Unearned Revenue ..........cocceeevvuvennen. 1,500
12 K. Battistella, Drawings...........ccccoeeeeeen. 500
CaASh e 500
18 Accounts Receivable ........ccoccvvvvevinninn.n. 1,085
Service ReVENUE .........cocveveiiieeenn, 1,085
25 Accounts Payable ..........ccccooviiiininnnn, 420
CaSh e 420
27 CaASh e 1,085
Accounts Receivable..........cccoeevvn.. 1,085
28 CaSh .o 5,000
Notes Payable .........ccccceevviiiiiiiiinnnnn, 5,000
29 EqQUIPMENT....cciiiiiiiiie e 1,950
CaASN e 1,950
Solutions Manual 2-102 Chapter 2

© 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is prohibited.



Weygandt, Kieso, Kimmel, Trenholm, Warren, Novak Accounting Principles, Seventh Canadian Edition

PROBLEM 2-1B (Continued)

Taking It Further

Cash is an asset and is on the left-hand side of the accounting
equation. When cash is received, it increases the balance, and
when cash is paid out, it decreases the balance. To decrease an
asset, it is credited, so a credit to cash decreases cash.
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PROBLEM 2-2B

GENERAL JOURNAL

Date Account Titles Debit Credit
May 1 Cash ..., 70,000
D. Tanner, Capital ...........cccviveviinnnennn 70,000
S LaNd oo 225,000
BUuilding....oooeeiii 75,000
Equipment.......cccoooviiiiiii 55,000
CaSh . 35,000
Notes Payable..........cccceeveviiiiivinnnnnn, 320,000
3 Insurance EXPense.......ccccovveviiiiiinneennennn. 780
CaShN e 780
8 Advertising Expense......c...cccoeiveeiieeen. 1,950
(OF= 1] 1 I 1,950
15 CaASh o 5,400
AdmIsSSIioNS REVENUE........ccevvvenennennes 5,400
16 Salaries EXpense......ccccccooveveiieiiieeeineeennn. 2,600
CaSh ., 2,600
20 CaSh e, 500
Accounts Receivable .........coooveiiininnnn. 2,250
Admissions Revenue..........o.ccoeeuvennee. 2,750

22 No entry required

29 CaSh .o, 2,250
Accounts Receivable...........cccoovennnne. 2,250
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PROBLEM 2-2B (Continued)

Date Account Titles Ref. Debit Credit
May 30 Cash ..o, 5,750
Admissions RevenuUe........occoccvveevnennes 5,750
31 Interest EXpPense.....ccccoovvieiiiiiiiieieeieeenn, 1,200
Notes Payable..........ccooooiiiiiiiiiiieenn, 5,333
CaSh ., 6,533
31 D. Tanner, DrawingsS.....c.c.cccceeveevivnneennnnnn. 1,800
(OF= 1] 1 I 1,800
31 Salaries EXpense........cccooveeveiiieeeiinneennnnnn. 3,800
CaShN e 3,800

Taking It Further

The purpose of the journal entries is to show the debit and
credit effects of each transaction on specific accounts. This
helps to prevent and locate errors because the debit and credit
amounts in the entry have to balance. The journal entries also
provide a chronological record of transactions, give an
explanation of the transaction, and identify source documents.

The next step in the recording process is to transfer the
information to the ledger by posting the transactions to specific
ledger accounts. Dustin should find the information generated
by this next step more useful since posting transactions to the
ledger will update the ledger account balances. Once this step
Is completed, a trial balance can be prepared from the ledger
accounts as can the financial statements.
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PROBLEM 2-3B

Apr. 1 Cash ., 27,750
A. Rai, Capital..........ccoocoeiiiiii. 27,750

2 Equipment.......oiiiiiii 5,000
Notes Payable ..........ccccoeviviiiiiiinnnnnn, 5,000

3 SUPPHES e 250
Accounts Payable ..............c....ooonni. 250

5 CaASh o 6,300

Accounts Receivable ..........ccooveeiennnn. 5,950
Service Revenue .......ccooevvveveiiiennnn. 12,250

10 A. Rai, Drawings .......cccooeevveiiiiieiiineeennnnn. 4,300
CaSh ., 4,300

13 Accounts Payable ..........cccoevviviiiieennnnnn. 250
CaSh ., 250

15 CaASh oo 2,450
Unearned Revenue .........c.coeeeevevnennn. 2,450

25 Cash .o, 5,950
Accounts Receivable..........c............. 5,950

26 Office EXPENSEe ...coocvvvviviiiiiieiiiieeeeii, 1,200
(OF= 1] o I 1,200

30 Interest EXpense........ccoovveiiiiiiiienneennn. 45
CaSh . 45
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PROBLEM 2-3B (Continued)
Taking It Further

Assets are on the left side of the basic accounting equation and
liabilities and owner’s equity are on the right side of the basic
accounting equation. Since debits are on the left side, and
assets are also on the left side, the normal balance of an asset
Is a debit balance.

Since credits are on the right side and liabilities are on the right
side, the normal balance of a liability is a credit balance. The
same is also true for owner’s equity. Revenues increase
owner’s equity and therefore also have a normal credit balance.
But expenses and drawings are decreases to owner’s equity
and thus have a normal debit balance.
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PROBLEM 2-4B

(a)
J1
Date Account Titles Ref. Debit Credit
Apr. 1 Cash. e, 101 45,000
B. Fair, Capital ............cc........ 301 45,000
1 No entry—not a transaction.
2 RentEXpense.......cccociiiiiiiiiiiniinns 729 800
CaSh e 101 800
3 SUPPlES o, 126 1,500
Accounts Payable .................. 201 1,500
10 Accounts Receivable.........c.cc..o..... 112 1,800
Service Revenue..........cccccuv.... 400 1,800
11 CaSh.ueiiii e, 101 500
Unearned Service Revenue 209 500
20 CaSh..iii 101 1,500
Service Revenue..........cccccun.... 400 1,500
30 Salaries EXpense.....ccccoeceevieeeennnnnn. 726 2,000
CaSh .o 101 2,000
30 Accounts Payable ......c....cccceeveeennnn. 201 600
CaSh .o 101 600
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PROBLEM 2-4B (Continued)

(b)
Cash No. 101
Date Explanation Ref. Debit Credit Balance
Apr. 1 J1 45,000 45,000
2 J1 800 44,200
11 J1 500 44,700
20 J1 1,500 46,200
30 J1 2,000 44,200
30 J1 600 43,600
Accounts Receivable No. 112
Date Explanation Ref. Debit Credit Balance
Apr. 10 J1 1,800 1,800
Supplies No. 126
Date Explanation Ref. Debit Credit Balance
Apr. 3 J1 1,500 1,500
Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
Apr. 3 J1 1,500 1,500
30 J1 600 900
Unearned Service Revenue No. 209
Date Explanation Ref. Debit Credit Balance
Apr. 11 J1 500 500
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PROBLEM 2-4B (Continued)

B. Fair, Capital No. 301
Date Explanation Ref. Debit Credit Balance
Apr. 1 J1 45,000 45,000
Service Revenue No. 400
Date Explanation Ref. Debit Credit Balance
Apr. 10 J1 1,800 1,800
20 J1 1,500 3,300
Salaries Expense No. 726
Date Explanation Ref. Debit Credit Balance
Apr. 30 J1 2,000 2,000
Rent Expense No. 729
Date Explanation Ref. Debit Credit Balance
Apr. 2 J1 800 800
(c) BARBARA FAIR, ARCHITECT
Trial Balance
April 30, 2017
Debit Credit
Cash.......cco i, $43,600
Accounts Receivable...........cccccooeeiii, 1,800
SUPPLIES v, 1,500
Accounts Payable..........cccccvvveviviiiiinnnnnn, $ 900
Unearned Revenue ............ccccceeveiineennnn.. 500
B. Fair, Capital ..........ocovvvviiiiiiiiiieeeeeen 45,000
Service Revenue........ccccoveevveiiiiiieeveeiinnnnn, 3,300
Salaries EXpense......cccooevvviiiiiiiiiiieciiinn, 2,000
Rent EXPEeNSe.....ooeviiiiiiiceceee e 800
$49,700 $49,700
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PROBLEM 2-4B (Continued)
Taking It Further

Barbara is not correct. Debits mean left and credits mean right.
Whether we debit or credit an account depends on the type of
account (asset, liability, or owner’s equity) and whether the
account is increasing or decreasing. For example, if we buy
equipment with cash, we debit an equipment account and credit
a cash account. Just because this transaction reduces (credits)
the cash account, it does not mean it is bad. It means a
transaction has taken place that has used some of the cash of
the entity and this needs to be reflected in the books.
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PROBLEM 2-5B

(a)
GENERAL JOURNAL

Date Account Titles Ref. Debit Credit

Aug. 1 Cash .o, 101 25,000
T. Nguyen, Capital .................. 301 25,000

1 Rent EXPENSe ....cccoeveviiviiinniinnnnns 726 750
Cash.....ccooviiiiii 101 750

2 Utilities Expense......ccccocevveveeennnnn. 737 250
Cash...cooooiiiii i, 101 250

3 Equipment.......ccccooeiiiiiiiiiineeeen, 151 5,250
Cash...coooiiiiii i, 101 5,250

5 SupplieS .cocoviiiiiiiiiiiiie, 126 675
Accounts Payable................... 201 675

8 Accounts Receivable. .................. 112 1,270
Service Revenue.......c..cc.uue.... 400 1,270

12 Advertising Expense........c.......... 610 945
Cash.....ccooviiiiii e, 101 945

20 Cash ..oooiiiiiiiii 101 1,320
Service Revenue..................... 400 1,320

24 Cash ..occeeiiiiiii 101 2,500
Unearned Revenue ................. 209 2,500

25 Accounts Payable .............cc....... 201 675
Cash....ccoooviiiiii i, 101 675
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PROBLEM 2-5B (Continued)

(a) (Continued)

Aug. 28 CaSh ..cccoviiiiiiiiiiiiie e 101 970
Accounts Receivable.............. 112 970
29 T. Nguyen, Drawings................... 306 1,225
Cash...cooooiiii e, 101 1,225
31 Utilities Expense..........cccceevevennnnn. 737 225
Accounts Payable................... 201 225
(b)
CASH No. 101
Date Explanation Ref. Debit Credit Balance
Aug. 1 J1 25,000 25,000
1 J1 750 24,250
2 J1 250 24,000
3 J1 5250 18,750
12 J1 945 17,805
20 J1 1,320 19,125
24 J1 2,500 21,625
25 J1 675 20,950
28 J1 970 21,920
29 J1 1,225 20,695
ACCOUNTS RECEIVABLE No. 112
Date Explanation Ref. Debit Credit Balance
Aug. 8 J1 1,270 1,270
28 J1 970 300
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PROBLEM 2-5B (Continued)

(b) (Continued)

SUPPLIES No. 126

Date Explanation Ref. Debit Credit Balance
Aug. 5 J1 675 675
EQUIPMENT No. 151

Date Explanation Ref. Debit Credit Balance
Aug. 3 J1 5,250 5,250
ACCOUNTS PAYABLE No. 201

Date Explanation Ref. Debit Credit Balance
Aug. 5 J1 675 675
25 J1 675 0
31 J1 225 225
UNEARNED REVENUE No. 209

Date Explanation Ref. Debit Credit Balance
Aug. 24 J1 2,500 2,500
T. NGUYEN, CAPITAL No. 301

Date Explanation Ref. Debit Credit Balance
Aug. 1 J1 25,000 25,000
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PROBLEM 2-5B (Continued)

(b) (Continued)

T. NGUYEN, DRAWINGS No. 306

Date Explanation Ref. Debit Credit Balance
Aug. 30 J1 1,225 1,225
SERVICE REVENUE No. 400

Date Explanation Ref. Debit Credit Balance
Aug. 8 J1 1,270 1,270
20 J1 1,320 2,590
ADVERTISING EXPENSE No. 610

Date Explanation Ref. Debit Credit Balance
Aug. 12 J1 945 945
RENT EXPENSE No. 726

Date Explanation Ref. Debit Credit Balance
Aug. 1 J1 750 750
UTILITIES EXPENSE No. 737

Date Explanation Ref. Debit Credit Balance
Aug. 2 J1 250 250
31 J1 225 475
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PROBLEM 2-5B (Continued)

(c)
NGUYEN IMPORT SERVICES
Trial Balance

August 31, 2017

Debit Credit

(@F= 1] 2 [ PP $20,695
Accounts receivable .......cccccoooiiiiiin, 300
SUPPLIES oo 675
Equipment.......ccooo i, 5,250
Accounts payable..........ccccciiiiiiin e, $ 225
Unearned reVENUE .......c.vevviiiiieeieeeeeeaaen, 2,500
T. Nguyen, capital.......ccccoooeveiiiiiiiniiiiineees 25,000
T. Nguyen, drawings .......cccceevevvevineeeennnnenns 1,225
SEIVICE FEVENUE......eiveieiieeeeeeeee e ee e 2,590
Advertising exXpense .......cccoeevveeeeeevieeeennnn. 945
ReNt eXPeNSe....cccovviiiiiii e 750
Utilities eXPense.....cccoocvviiiieiiiii e, 475

$30,315 $30,315

Taking It Further

While Thanh is correct in making the connection that
transactions recorded to the drawings, revenue, and expense
accounts ultimately impact the owner’s capital account, there
remains a need for these separate accounts. Without them, a
business is unable to report the revenues and expenses on the
income statement, and the drawing by the owner as reported on
the statement of owner’s equity. This detailed information is
relevant and necessary to the users of the financial statements.
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PROBLEM 2-6B

(@) GENERAL JOURNAL
Date Account Titles Debit Credit
NOV. 1 CaASh e 35,000
Equipment.......cccoovviiiii e, 12,000
H. Kiersted, Capital ........................ 47,000

2 No entry—not a transaction.

3 Rent EXPense .....coooviviiiiiiiiiiiciiee, 2,140

Prepaid Rent ..........ccooeeiiiiiiiiiiiceeen, 2,140
Cash...oooiiii 4,280

4 Insurance EXpense.........ccocceevviiinnnnnn. 395
Cash ($4,740 + 12).cccoeviiieiiiiiiiiinnnns 395

5 EqQUIPMENT....cciiiiiiiieeeeeie e 18,000
CaSh . 6,000
Notes Payable..........cccceevvviiiininnnnnn. 12,000

6 SUPPlIES e 1,550
Accounts Payable.......................... 1,550

7 SUPPli€s e 475
Cash...ooooii 475

16 Cash oo 990
Service Revenue..........cccccceeveeeeenns 990

20 Accounts Receivable .......cocovvvvvinnnnn. 4,500
Service Revenue........occoveveeviiennnnn, 4,500

26 Accounts Payable ... 1,000
CaSh . 1,000
Solutions Manual 2-117 Chapter 2

© 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is prohibited.



Weygandt, Kieso, Kimmel, Trenholm, Warren, Novak Accounting Principles, Seventh Canadian Edition

PROBLEM 2-6B (Continued)

(a) (Continued)

Date Account Titles Debit Credit
Nov. 27 Telephone EXpense.......ccccoeeveuvvenennnn. 220
Accounts Payable.......................... 220
27 CaASh oo 750
Unearned Revenue ...........cccecuuven.e. 750
29 Cash .o 2,800
Accounts Receivable..................... 2,800
30 Interest EXpense.......ccovvvevviiiiineennnennn. 60
CaSh ., 60
30 Salaries EXpense........cccooeeeveiieeennnnnnn. 2,825
CaSh . 2,825
30 H. Kiersted, Drawings ..........cccceeevnneens 700
Cash e 700
30 H. Kiersted, Drawings ..........cccceeevnveens 1,150
CaSh ., 1,150
(b)
Cash Accounts Receivable
Nov.1 35,000 | Nov3 4,280 Nov.20 4,500 | Nov 29 2,800
16 990 4 395 Bal. 1,700
27 750 5 6,000
29 2,800 7 475
26 1,000
30 60
30 2,825
30 700
30 1,150
Bal. 22,655
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PROBLEM 2-6B (Continued)

(b) (Continued)

Supplies H. Kiersted, Drawings
Nov.6 1,550 Nov.30 700
7 475 Nov.30 1,150
Bal. 2,025 Bal. 1,850
Prepaid Rent Service Revenue
Nov.3 2,140 Nov.16 990
20 4,500
Bal. 2,140 Bal. 5,490
Equipment Insurance Expense
Nov. 1 12,000 Nov. 4 395
5 18,000
Bal. 30,000 Bal. 395
Accounts Payable Interest Expense
Nov26 1,000 | Nov 6 1,550 Nov. 30 60
Nov 27 220
Bal. 770 Bal. 60
Unearned Revenue Rent Expense
Nov27 750 Nov. 3 2,140
Bal. 750 Bal. 2,140
Notes Payable Salaries Expense
Nov.5 12,000 Nov 30 2,825
Bal. 12,000 Bal. 2,825
H. Kiersted, Capital Telephone Expense
Nov.1l 47,000 Nov. 27 220
Bal. 47,000 Bal. 220
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PROBLEM 2-6B (Continued)

(c)
KIERSTED FINANCIAL SERVICES
Trial Balance
November 30, 2017
Debit Credit
CaSh.eeicccc $22,655
Accounts receivable.............cccooeiiiinnnnnn. 1,700
SUPPHES oo 2,025
Prepaid rent........ccccoiiiiiiiiiie e, 2,140
Equipment ........ooii i, 30,000
Accounts payable.......ccccccevveveviieiiiiiiinnenne, $ 770
Unearned revenue ........cccccoeeeevieeeieeeeneeenn. 750
Notes payable .......ccooeviviiiiiiei e, 12,000
H. Kiersted, capital ............ccooooiiiiiiiinnennnn. 47,000
H. Kiersted, drawings ........ccccccoevevvveennnennnn. 1,850
SEerViCe reVENUE .......eeviiieeeiiie e 5,490
INSUrance exXPEeNnSEe ....covuevveeiieiiiieiieeeeeenes 395
INterest eXPeNSEe ....covviviiiieiiii e 60
RENt EXPENSE ..vviiiiiici e 2,140
Salaries eXPense........ccceeeeeviiiieeeiiii e 2,825
Telephone expense .......ccccoeeeevviieeeiiieceeennnn. 220
$66,010 $66.010
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PROBLEM 2-6B (Continued)
Taking It Further

This is not true. The cash account shows an increase of $22,655
during the month of November, whereas the company shows a
loss of $150 for the month ($5,490 — $395 — $60 — $2,140 —
$2,825 - $220). The change in the cash account does not reflect
profit or loss because not all transactions represent increases
In revenues or expenses. One of the major sources of cash
during the month is an investment by the owner of $35,000. This
increases owner’s equity, but is not a source of revenue for the
company. The company received cash in advance of doing
work (unearned service revenue of $750) and performed
services in advance of payment (accounts receivable of $1,700),
as well as making non-expense payments for services in
advance (prepaid rent), equipment and owner drawings. The
statement of cash flows reconciles the changes in the cash
account to its various uses and sources.
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PROBLEM 2-7B

(@) GENERAL JOURNAL
Date Account Titles Debit Credit
July 2 Film Rental EXpense ........cccccceveeennnnn. 800
Cash. ..o 800
2 Advertising Expense.......cccooeviieeennnnn. 620
Cash...coociii 620

3 No entry—not a transaction.

5 No entry—not a transaction.

10 Cash oo 1,950
Admissions Revenue...........cccc....... 1,950

11 Mortgage Payable.............cccooooeii, 2,000

Interest EXpense.......ccooevvviiiiniiiininnns 500
CaSh ., 2,500

12 Repairs EXpPense ......cccooeveveiiieivinnneennnn, 350
Cash...ccocoiiii . 350

16 Accounts Payable ...........cccoeiviviinnnenn, 2,800
Cash. ..o 2,800

19 Film Rental Expense ........ccccoeeevvnieennn 750
Accounts Payable........................... 750

29 Cash ..o 3,500
Admissions Revenue............ccc....... 3,500
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PROBLEM 2-7B (Continued)

(a) (Continued)

July 30 F.Ferguson, Drawings.........cccceeevvnnnnn. 1,200
CaSh . 1,200
30 Prepaid Film Rental .............ccccoeeeeennn.. 700
CaSh i 700
31 Salaries EXpense........ccooeevieiiiiieeinnnnnn, 1,900
CaSh .. 1,900
31 CasSh e, 260
Accounts Receivable ........cc.ccouvevenne. 260
Concession Revenue..........c.coeeuv.... 520
(b) and (c)
Cash
Date Explanation Ref. Debit Credit Balance
June 30 Balance v 6,000
July 2 J1 800 5,200
2 J1 620 4,580
10 J1 1,950 6,530
11 J1 2,500 4,030
12 J1 350 3,680
16 J1 2,800 880
29 J1 3,500 4,380
30 J1 1,200 3,180
30 J1 700 2,480
31 J1 1,900 580
31 J1 260 840
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PROBLEM 2-7B (Continued)
(b) and (c) (Continued)

Accounts Receivable

Date Explanation Ref. Debit Credit Balance

July 31 J1 260 260

Prepaid Film Rental

Date Explanation Ref. Debit Credit Balance
July 30 J1 700 700
Land

Date Explanation Ref. Debit Credit Balance

June 30 Balance v 100,000
Buildings

Date Explanation Ref. Debit Credit Balance

June 30 Balance 4 80,000
Equipment

Date Explanation Ref. Debit Credit Balance

June 30 Balance v 25,000
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PROBLEM 2-7B (Continued)

(b) and (c) (Continued)

Accounts Payable

Date Explanation

Ref. Debit Credit Balance
June 30 Balance v 5,000
July 16 J1 2,800 2,200

19 J1 750 2,950
Mortgage Payable
Date Explanation Ref. Debit Credit Balance
June 30 Balance v 125,000
July 11 J1 2,000 123,000
F. Ferguson, Capital
Date Explanation Ref. Debit Credit Balance
June 30 Balance v 81,000
F. Ferguson, Drawings
Date Explanation Ref. Debit Credit Balance
July 30 J1 1,200 1,200
Admissions Revenue
Date Explanation Ref. Debit Credit Balance
July 10 J1 1,950 1,950
29 J1 3,500 5,450
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PROBLEM 2-7B (Continued)

(b) and (c) (Continued)

Concession Revenue

Date Explanation Ref. Debit Credit Balance
July 31 J1 520 520
Advertising Expense
Date Explanation Ref. Debit Credit Balance
July 2 J1 620 620
Film Rental Expense
Date Explanation Ref. Debit Credit Balance
July 2 J1 800 800
19 J1 750 1,550
Interest Expense
Date Explanation Ref. Debit Credit Balance
July 11 J1 500 500

Repairs Expense

Date Explanation Ref. Debit Credit Balance

July 12 J1 350 350

Chapter 2
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PROBLEM 2-7B (Continued)
(b) and (c) (Continued)

Salaries Expense

Date Explanation Ref. Debit Credit Balance
July 31 J1 1,900 1,900
(d)

HIGHLAND THEATRE

Trial Balance
July 31, 2017

Debit Credit

Cash .o, $840
Accounts receivable .............ccceeeeennnnn. 260
Prepaid film rental ...........cc.oooeiiivennnnnn, 700
Land oo 100,000
BuildingsS....ccooooovviiiiiee, 80,000
Equipment.........ccooooiiiiiiii 25,000
Accounts payable.........ccccccceeeeenvvnnnnnn.. $ 2,950
Mortgage payable..........cccooeeiiiiiinnnnn.i, 123,000
F. Ferguson, capital ..............cccoeeeeennnnnn. 81,000
F. Ferguson, drawings ........cccceeeevevnnnnn.. 1,200
AdMIiSSIONS revVeNUEe .........ccvvveeeeeenennnnn. 5,450
COoNCESSION revVeNUEe ......cceevvvvneeeennnennns 520
Advertising exXpense .......cccceeeveeveeeennnnn. 620
Film rental expense.......c...ccooeeviieeinnnnnn, 1,550
Interest eXpense........ccoovveiieiiieiiineennnnn, 500
Repairs expense.........cccccveiveeiiviinnneenee, 350
Salaries expense ......cccoeeeveeeeiiiiineeeeennnns 1,900

$212.920 $212,920
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PROBLEM 2-7B (Continued)
Taking It Further

The revenue and expense accounts in the trial balance show a
profit for the month of July of $1,050 ($5,450 + $520 — $620-
$1,550 — $500 — $350 — $1,900). Although a positive profit is a
good indication of the company’s profitability, it is not sufficient
information to determine whether Highland Theatre is a sound
business. One month’s transactions do not indicate a pattern of
profitability, in particular for businesses such as theatres where
revenues tend to be seasonal. The financial results for the
entire year should be examined, along with comparative
amounts for previous years, to determine if the company has a
trend of profitability.
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PROBLEM 2-8B

(b) GENERAL JOURNAL J1
Date Account Titles and Explanation Debit Credit

Dec. 1 Rent EXPEeNnsSe ..., 525
Cash ..o, 525

1 EqQUIpMeENnt. ..o 3,270
CaSh ., 1,270
Notes Payable..........cccooeeeiiiiiiiinncn, 2,000

4 CaSh e 1,880
Accounts Receivable...........cccccceene 1,880

7 Insurance EXPense......ccocevieiiiiiniiiniinnnns 308
Cash...oiiii 308

8 SUPPHES oo 135
Accounts Payable........cc...ccccoeeiininn 135

10 Accounts Payable .........cccccooiiiiiiiinnnnnnn. 2,140
CaSh ., 2,140

12 Unearned RevVeNnUe........cccoeeevvvvivineeeeennnnn 765
Service Revenue.........cccccceeeeeeveeinnnnnn. 765

20 Cash .o 3,480
Service Revenue.........ccccceeeeeeveeinnnnnn, 3,480

21 Advertising EXPense.......cccccceeeieiiieennnnnnn. 115
Cash ..o, 115

24 L. Kuznetsova, Drawings......c.c.cccceeeeeenns 2,860
CaASh e 2,860
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PROBLEM 2-8B (Continued)

(b) (Continued)

Dec. 28 Accounts Receivable ......c.cooovviviiviiiin.. 2,280
Service ReVenUe .......covvvieieiiiiiiaan 2,280

29 CaASN e 560
Unearned Revenue .........ccoevevievnnenen.. 560

30 Salaries EXpense........cccceevvvvviieviiinneennnnn. 655
CaASN e 655

31 Notes Payable.......ccccoeevviiiiiiiiiciiiieeeeenn, 160

Interest EXPense.......cooviiiiiiiiiiiiieieeen, 10
CaASN . 170
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PROBLEM 2-8B (Continued)

(a) and (c)
Accounts Payable
Cash Dec. 10 2,140 | Nov. 30 4,245
Nov. 30 3,165|Dec. 1 525 Dec. 8 135
1 1,270
4 1,880 Bal. 2,240
7 308
10 2,140 Unearned Revenue
20 3,480 21 115 Dec.12 765 |Nov.30 765
29 560 24 2,860 Dec.29 560
30 655 Bal. 560
31 170
Bal. 1,042 L. Kuznetsova, Capital

| Nov. 30 19,300
Accounts Receivable

Nov. 30 2,110|Dec. 4 1,880 L. Kuznetsova, Drawings
Dec. 28 2,280 Nov. 30 31,190
Bal. 2,510 Dec. 24 2,860
Bal. 34,050

Supplies
Nov. 30 1,340
Dec. 8 135
Bal. 1,475

Equipment
Nov. 30 17,730
Dec. 1 3,270
Bal. 21,000

Notes Payable
Dec.31 160 | Nov. 30 2,000
Bal. 1,840
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PROBLEM 2-8B (Continued)
(a) and (c) (Continued)

Service Revenue

Nov. 30 47,963
Dec. 12 765
20 3,480
28 2,280
Bal. 54,488
Advertising Expense

Nov. 30 1,265

Dec. 21 115

Bal. 1,380

Insurance Expense

Nov. 30 3,388

Dec. 7 308

Bal. 3,696

Rent Expense

Nov. 30 5,775

Dec. 2 525

Bal. 6,300

Salaries Expense

Nov. 30 6,310

Dec. 30 655

Bal. 6,965

Interest Expense
Dec. 31 10 |
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PROBLEM 2-8B (Continued)

(d)
LVK COACHING SERVICES
Trial Balance
December 31, 2017
Debit Credit
CaASH oo $1,042
Accounts receivable ........cocoviiiiiiiiineen, 2,510
SUPPLIES oo 1,475
Equipment........cccoooiiiiiiii, 21,000
Accounts payable..........ccccciiiiiii e, $ 2,240
Notes payable........cccoovriiiiiii e, 1,840
Unearned reVENUE .......c.vevviiiiieeieeeeeeeaenn 560
L. Kuznetsova, capital.............ccoeeevveieennnnens 19,300
L. Kuznetsova, drawings ........cccoeeeveeeennnnnns 34,050
SEIVICE FEVENUE.....ceeeveieeieieeeeeeee e e 54,488
Advertising exXpense .......cccoeevveeeeeevieeeennnn. 1,380
INSUrance exXpPensSe.....ccocevveveeineeineeineenneenn. 3,696
ReNt eXPeNSe....ccciviiiiiiii e 6,300
Salaries exXpense .......cccoeeveeviieeviiieeeeiee e 6,965
INterest eXPense....ccccevveiiiiiineieee e, 10
$78.428 $78.428
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PROBLEM 2-8B (Continued)
Taking It Further

The cash balance has decreased from $3,165 to $1,042 or
$2,123 during the month of December. This is a substantial
decrease from the opening balance and exposes the company
to the possibility of not being able to pay its outstanding
liabilities. The company borrowed $2,000 at the beginning of
December to purchase equipment. Had the company not
purchased the additional equipment, the cash balance for the
month would have been $2,482 ($1,042 + $1,270 + $170 payment
on the note payable). This still represents a decrease from the
December ending balance. Depending on the timing of the
repayment of the note payable, the company may be able to
generate sufficient cash from the collection of its account
receivable to be able to honour its commitments on its
liabilities. During the month of January, the company should
collect outstanding receivables as quickly as possible (in
particular those amounts still outstanding from November) and
reduce owner drawings. The company will also need to ensure
the new equipment generates additional cash as soon as
possible.
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PROBLEM 2-9B

J. NIKKO
Trial Balance
November 30, 2017

Debit Credit

CaSH e $ 8,000
Accounts receivable ........coooviviiiiiiineen, 10,250
SUPPLIES oo 5,000
Prepaid eXpenses........cccceeveevvieeveiiieecennnnnn, 3,000
Land oo 64,000
Equipment........cccoooiiiiiiii e, 18,250
Accounts payable........ccccceeeeiiiiiiiiiiinieeenn. $ 12,500
Notes payable.........ccoooeiiiiiiii 30,000
J. Nikko, capital .........cccoeeeiiiiiiiiieeen, 28,000
J. Nikko, drawingsS......ccccccoeveviiieiiiieeeeeeen, 12,000
SEIVICE FEVENUE... .. iveieeieeeeeeeeee e 63,050
Rent expense......cocovviiiiiiici e, 4,500
Utilities eXpense.....cccovvvviiiiviiiii e, 550
Salaries exXpense ......occcoveviiiiiiieiie e, 7,500
INterest eXPense....ccccevveiiiiiineieee e, 500

$133,550 $133,550
Taking It Further

The advantages of first recording the individual transactions in

a journal and then posting to the ledger are:

1. Thejournal discloses in one place, the complete effect of a
transaction.

2. The journal provides a chronological record of all
transactions.

3. The journal helps to prevent or locate errors, because the
debit and credit amounts for each entry can be readily
compared.

The advantage of the last step in the posting process is to
indicate that the item has been posted, and to provide a cross-
reference.
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PROBLEM 2-10B

(a)
KIERSTED FINANCIAL SERVICES
Income Statement
Month Ended November 30, 2017
Revenues
SEIVICE TEVENUE ...cveeieeeeee et ee et e e e e e $ 5,490
Expenses
INSurance expPense ......coovvevvveieeineeieennnnnn. $ 395
INterest exXpense .....ccovvevvviiiii i, 60
Rent eXpense ....ccoeveviiiiiinieee e, 2,140
Salaries exXpense......ccoooveveiieeiiiineeeiiin e, 2,825
Telephone expense ........ccooeevvviiieeiineenn, 220
Total EXPENSES ....civiiieeiie e 5,640
0 11 PP 150)
(b)
KIERSTED FINANCIAL SERVICES
Statement of Owner's Equity
Month Ended November 30, 2017
H. Kiersted, capital, November 1, 2017.................. $ 0
Add: Investment..........cccooviiiiiiiiii e, 47,000
47,000
LESS: LOSS .iiiiiiieiiiiieeieeeeeeeeerrereernrerereeennnnn, $ 150
Drawings .....cccoeeeeeeiiiieeeiiieeeee e, 1,850 2,000
H. Kiersted, capital, November 30, 2017 ................ $45,000
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PROBLEM 2-10B (Continued)

(c)
KIERSTED FINANCIAL SERVICES

Balance Sheet
November 30, 2017

Assets
CAS I e $22,655
Accounts receivable ......ccoovieiiiiii, 1,700
SUPPHIES e 2,025
Prepaid rent ..., 2,140
EQUIPMENT..... 30,000
TOtaAl ASSELS couiiiiii i $58.520

Liabilities and Owner's Equity

Liabilities
Notes payable ......cccoooieeeeiiiiiiiiicieccceeeee e $12,000
Accounts payable........ccccoooiiiiiii 770
Unearned Service revenuUe .......ccoeeevvevvvineeeeeenennnn. 750
Total HabilitieS ......cooevviiiiii s 13,520
Owner's Equity
H. Kiersted, capital ..........ccccoeviiiiiiiiiieeeeeee, 45,000
Total liabilities and owner's equity ................ 58,520

Taking It Further

In its first month of operations, Kiersted Financial Services
incurred more expenses than it generated in revenues resulting
in a loss of $150. Since this is a new business, it may take a few
months for revenues to reach and exceed the level of expenses.
Haakon will need to monitor the revenues generated as
compared to expenses incurred to ensure the company reaches
profitability as soon as possible.
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PROBLEM 2-11B

(@) GENERAL JOURNAL
Account Titles Debit Credit

Mar. 1 CaSh .o 12,000
Notes Payable ............ccooeeiiiiiinin, 12,000

2 Accounts Payable .........ccccoooviiiiin 13,000
CaSh . 13,000

3 Insurance EXPense.......ccooeveeineeinnnennn. 145
CaSh i 145

10 Advertising EXpense.......ccccccevevieveeennnnnn. 550
(OF= 1] I 550

16 CaASh v 8,000
Accounts Receivable............cooounene. 8,000

18 Accounts Payable ..........ccccoeviviiiiieennnnnnn. 5,000
CaSh . 5,000

30 Miscellaneous Expense.......cccceevvvvnenn. 580
CaSh . 580

31 Cash i, 2,000

Accounts Receivable .......c.ccooeviiinnennnen. 5,000
Service Revenue ........ccoocovvveeiiieenenn, 7,000

31 Salaries EXpense.........cccceeveviiiieeeeinneeen, 1,650
(OF= 1] o I 1,650
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PROBLEM 2-11B (Continued)

(a) (Continued)

Mar. 31 Interest EXpense......cccoiiiiiiiiiiiiinicnnnenn, 55
Notes Payable.........cccooooiiiiiiiiiiience, 500
Cash., 555
31 Rent EXPENSEe ...covvviiiiiiiiiiiiieeeeeeee e 950
Prepaid Rent..........cccooveviiiiiiiiiiicce e 950
CaSh .. 1,900
31 H. Nolan, DrawingsS......cccccceevevvieeinneennnnn. 1,000
CaSh . 1,000
(b) and (c)
Cash Accounts Receivable
Feb.28 3,500 2 13,000 Feb.28 14,450
Mar.1 12,000 3 145 Mar.16 8,000
16 8,000 10 550 31 5,000
18 5,000 Bal. 11,450
30 580
31 2,000 31 1,650
31 555 Prepaid Rent
31 1,900 Feb.28 950
31 1,000
Bal. 1,120
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PROBLEM 2-11B (Continued)

(b) and (c) (Continued)
Service Revenue

Equipment Feb.28 7,000

Feb.28 15,100 |

Advertising Expense
Accounts Payable Mar. 10 550

Feb.28 18,750
Mar. 213,000 Interest Expense
18 5,000 Mar.31 55
Bal. 750 '
Notes Payable Miscellaneous Expense
Mar.30 500Feb.28 12,000  Mar.30 580
Bal. 11,500 Rent Expense
Mar. 31 950
H. Nolan, Capital
Feb.28 14,300 Insurance Expense
_ Mar. 3 145
H. Nolan, Drawings
Mar. 31 1,000 Salaries Expense
Mar. 31 1,650
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PROBLEM 2-11B (Continued)

(d)
HN HR CONSULTING
Trial Balance
March 31, 2017

Debit Credit
Cash ..., $1,120
Accounts receivable .......ccccoooiiiiiin, 11,450
Prepaid rent .......ccooooiiiiiiiiiiii e, 950
Equipment........cccoooiiiiiiii e, 15,100
Accounts payable.............ccccoc $750
Notes payable........cccoovviiiiiiiii 11,500
H. Nolan, capital ............ccooooiiiiiii, 14,300
H. Nolan, drawings ........cccoooiiviiiiiiineeine, 1,000
SEIVICE FEVENUE....ceieieeeieeeeeeeeee e ee e 7,000
Advertising eXpense ......cccceevvveveieeeenneeennnnn 550
INterest eXPense....ccoccviviiiii i, 55
Miscellaneous expense........ccccccceveeeevnnnnnnn. 580
ReNt eXPeNSe....ccvviiiiiiii e, 950
INSUranCce exXPenSe ....ccccvvvveiiiiiiieeiieeieeennn, 145
Salaries exXpense .......ccccevveveiiieeiiiii e 1,650

$33.550 $33,550

Taking It Further

The March rent payment of $1,900 is half asset and half
expense. The asset portion of $950 is for the rent for April and
the expense portion of $950 is for the March rent. April’s rent is
a future benefit at March 31, and thus is an asset, whereas
March’s rent has been used by March 31 and thus is an
expense.
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PROBLEM 2-12B

(a)
HN HR CONSULTING
Income Statement
Month Ended March 31, 2017
Revenues
SEIVICE FTEVENUE ...cviteeee ettt et e e e $ 7,000
Expenses
Advertising eXpensSe........ccceeveveevvvveeennnne. $ 550
INSurance expPense ......coovvevvveieeineeeeennennn. 145
INnterest eXpense .....ccovvevvviivi i, 55
Miscellaneous expense...........ccceeeeeennnnnn. 580
Rent eXpense ....ccoeveviiiiiinieee e, 950
Salaries exXpense......ccooovevviieeeiiiieeeien e, 1,650
Total EXPENSES ...ccveeieeiei e 3.930
PrOTIt e $3.070
(b)
HN HR CONSULTING
Statement of Owner's Equity
Month Ended March 31, 2017
H. Nolan, capital, March 1, 2017 ........cc.cccoviiveiinineennn, $14,300
Add: Profit....coi e 3,070
17,370
LeSS: Drawings ...cccooviiiiiiiiieiii e 1,000
H. Nolan, capital, March 31, 2017 .......ccccceveevvivinnnnennn. $16.370
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PROBLEM 2-12B (Continued)

(c)
HN HR CONSULTING

Balance Sheet
March 31, 2017

Assets
CAS I e ———————— $ 1,120
Accounts receivable ..o, 11,450
Prepaid rent ... 950
EQUIPMENt......c o 15,100
TOtAl ASSBLS ouiniii i $28.620

Liabilities and Owner's Equity

Liabilities
Accounts payable.......cccccceiiiiiiii $ 750
Notes payable ..o 11,500
Total Habilities .......coviiiiiiiii e 12,250
Owner's Equity
H. Nolan, capital..........cccoooeiiiiiiii e, 16,370
Total liabilities and owner's equity ................... $28.620

Taking It Further

Hobson would not be able to retire and take out cash from the
business in an amount equal to his capital account balance of
$16,370. The cash balance is only $1,120. All other assets would
need to be converted to cash, and the debts paid first. Hobson
would have the right to whatever cash remained.
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PROBLEM 2-13B

(a)
LAZDOWSKI MARKETING SERVICES
Trial Balance
October 31, 2017

Debit Credit
Cash ..., $ 4,930
Accounts receivable .......cccccoooeiiiiiin, 6,010
SUPPlIES .o, 1,240
Prepaid rent .......ccoocooiiviiiiiiiiiin e, 975
FUINITUIe oo 56,685
Equipment........cccooooiiiiiiiiii e, 25,970
Notes payable..........cccccvvvvieieiieeeeeeeee, $48,850
Accounts payable...........cccooiviiiiiiiin, 4,403
Unearned reVENUE ......c..ovevvvieniiiiieeeeneenne 3,555
I. Lazdowski, capital............cccoeeevvennnnnnnns 57,410
I. LazdowskKi, drawings .......cccccceeveevnnnnnns 75,775
Fees earned (to balance*)............c.......... 114,047
Advertising exXpense .......cccceveveveieeeennnnnnn, 14,970
INSUrance exXpPensSe.....ccccevvvecveeieinennnennnn, 2,020
INnterest exXpense....cccccovvviiiiiiiiiiieee e, 2,445
Supplies expense.......cccoeeevviiiieciiiineeennnnn. 5,000
Rent eXpense.....cccoveiiiiiiiiiiee e, 11,700
Salaries exXpense .......cccceeveveiiieeeiiieeeeennnn, 20,545

$228,265 $228,265

*Total credits without fees earned = $114,218
$228,265 — $114,218=%$114,047
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PROBLEM 2-13B (Continued)

(b)
LAZDOWSKI MARKETING SERVICES
Income Statement
Year Ended October 31, 2017
Revenues
FEes earned.......cccccveeeeeiiiiiiiiiiiieeeeee e $114,047
Expenses
Advertising eXpense........cccceevvveevvvveeennnne. $14,970
INSUrance exXpPense ......cooeveveveiveineeeeennnenn. 2,020
INnterest eXpPense .....covveevviiiii i, 2,445
Supplies exXpense .....cccoeeveieeeiiiieeeiiineeens 5,000
Rent expense ......ccovevviviiiiiiince e 11,700
Salaries exXpense......ccccevvveiieeviiin e 20,545
Total eXPENSES ...ccvvviieieeeeee e 56,680
Profit oo 57,367
LAZDOWSKI MARKETING SERVICES
Statement of Owner's Equity
Year Ended October 31, 2017
|. Lazdowski, capital, November 1, 2016................ $57,410
Add:  Profit ..o 57,367
114,777
LeSS: DrawingS.....cccooieeiiiiiieeiii et 75,775
|. Lazdowski, capital, October 31, 2017.................. $39,002
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PROBLEM 2-13B (Continued)

(b) (Continued)

LAZDOWSKI MARKETING SERVICES
Balance Sheet
October 31, 2017

Assets

CAS K e $ 4,930
Accounts receivable ..., 6,010
SUPPLIES e 1,240
Prepaid rent ... 975
FUMNITUTE oot 56,685
EQUIPMENT..... 25,970

TOtaAl ASS OIS o i $95.,810

Liabilities and Owner's Equity

Liabilities

Notes payable .......cooooeeeeiiiiiiiiiiieeeeeeeeee e, $48,850
Accounts payable.........ccooooiiiiiii 4,403
UnearnNed rEVENUE ......c.uveviiiieeieeeeee e 3,555
Total HabilitieS .....ovveiiiieie e, 56,808

Owner's Equity
I. LazdowsKki, capital .........cccooeveviiiiiiiiie 39,002
Total liabilities and owner's equity ................. $95,810
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PROBLEM 2-13B (Continued)
Taking It Further

Drawings exceeded profit. This has resulted in a net decrease
to the owner’s capital account. Inga’s drawings have left the
company with a low level of liquid assets (Cash of $4,930 +
Accounts receivable of $6,010 = $10,940) to pay off liabilities
(Notes payable of $48,850 + Accounts payable of $4,403 =
$53,253). Inga’s drawings should be based on her cash budget
for the coming year and should leave the company with
sufficient cash to able to meet its liabilities and grow.
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PROBLEM 2-14B

(@) 1. Incorrect
2. Incorrect
3. Correct
4. Incorrect
5. Incorrect
6. Incorrect
7. Incorrect
8. Incorrect
9. Incorrect
10. Incorrect
(b)
Trans | 1 2 3 4 5
1 No | Prepaid Understated | Increase Yes
Insurance | $3,600 by $3,600
2 Yes | Accounts |Understated |Increase Increase by
Receivable | $500 by $500 $500
Accounts | Understated
Payable $500
3
4 Yes | Salaries Understated | Increase Increase by
Payable $1,200 by $1,200 | $1,200
Cash Understated
$1,200
5 No | Cash Understated | Increase Yes
$250 by $250
6 Yes | Drawings | Understated | Yes Yes
$1,200
Salaries Overstated
Expense | $1,200
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PROBLEM 2-14B (Continued)

(b) (Continued)

Trans | 1 2 3 4 5
7 Yes | Unearned | Understated | Yes Yes
Revenue | $400
Service Overstated
Revenue | $400
8 No | Accounts |Understated | Yes Increase by
Payable $750 = $750
($375 x 2)
9 No | Equipment | Overstated |Decrease |Increase by
$1,800 by $10,400 | $6,800
Cash Overstated
$8,600
Accounts | Understated
Payable $6,800
10 |Yes |Accounts |Understated |Increase Increase by
Receivable | $950 by $950 $950
Service Understated
Revenue $950
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PROBLEM 2-14B (Continued)
Taking It Further

2. This error understates Accounts Receivable and Accounts
Payable. It may lead to liabilities being unpaid and
receivables being uncollected.

4. This error may lead to salaries to employees not being paid
since the transaction was posted as a credit to Cash. It
would show as already being paid. The error would also
understate the company’s liabilities.

6. This error overstates Salaries Expense. It results in lower
profits on the income statement because of the additional
expense.

7. This error shows lower liabilities by understating Unearned
Revenue. It results in higher profit on the income statement
because of the overstated Service Revenue.

10. This error understates the asset Accounts Receivable and
understates Service Revenue. It results in a lower profit on
the income statement because of the unrecorded revenue.
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PROBLEM 2-15B

SHAWNEE SLOPES COMPANY
Trial Balance
June 30, 2017

Debit Credit

Cash ($5,875 + $210 — $120 +$650) ................... $ 6,615
Accounts receivable ($3,620 — $385- $385)...... 2,850
Supplies ($0 + $650)........ceevrrrrrrrrrrrrrrrrrrrrrrernnnnne 650
Equipment ($14,020 — $650 + $2,000)................ 15,370
Notes payable ($0 + $2,000).........ccccvvveeveeeeennnnn. $ 2,000
Accounts payable ($5,290 — $165— $165 +3$650) 5,610
Property taxes payable ($500 — $500)............... 0
A. Shawnee, capital ($17,900 + $750)................ 18,650
A. Shawnee, drawings ($0 + $750) .......c.c.ceeen.. 750
Service revenue ($7,027- $560 + $650)............. 7,117
Advertising expense ($1,132 — $210 + $120) .... 1,042
Property tax expense ($1,100 + $500)............... 1,600
Salaries expense ($4,150 + $350) ...........evvveeeeee. 4,500

$33.377 $33.377

Taking It Further

There could still be errors after correcting the items identified.
The errors could be counter-balancing errors that affect both
the debit and credit side equally, such as a transposition error
in recording a journal entry that affects both the debit and credit
sides (item #6), or errors that counter-balance on the debit side
or on the credit side of the trial balance. The trial balance could
also be in balance and not show transactions that have been
omitted but that should have been recorded.
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BYP2-1 FINANCIAL REPORTING PROBLEM

(@)

Account

Interest expense

Cash and cash equivalents
Unearned revenues
Inventories

Long-term debt

Prepaid expenses

Sales

Accounts payable and accrued
expenses

(1) (2) (3)
Financial Normal
Statement Account Balance

Income Expense Debit
Statement

Balance Asset Debit
Sheet

Balance Liability Credit
Sheet

Balance Asset Debit
Sheet

Balance Liability Credit
Sheet

Balance Asset Debit
Sheet

Income Revenue Credit
Statement

Balance Liability Credit
Sheet
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(4)

Increase

Side

Debit

Debit

Credit

Debit

Credit

Debit

Credit

Credit
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(4)
Decrease
Side
Credit
Credit
Debit
Credit
Debit
Credit

Debit

Debit
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BYP2-1 (Continued)

(b) 1. Cash is decreased.
2. Cashisincreased.
3. Cash and/or Accounts Receivable are increased.
4. Accounts Payable and Accrued Liabilities is increased or
Cash is decreased.
5. Cash is decreased.
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BYP2-2 INTERPRETING FINANCIAL STATEMENTS

(a)

1. Deferred income tax liability.

2. Income tax expense.

3. Also in a corporation the owners are called shareholders. So
the final two amounts listed would only exist in a corporation
and not in a proprietorship.
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BYP2-2 (Continued)

(b)
WESTJET AIRLINES LTD.
Trial Balance
December 31, 2014

(OF= 1] o $1,416,220
Accounts receivable......cocooviiiiiii, 54,950
INVENTOTY e 36,658
Prepaid expenses and depositS..........ccccevveennnnnn. 144,192
Property and equipment..........cccooeeviiiiiieiiieeecennnn. 2,793,194
Intangibles.......ccoooii i, 122,913
Other aSSetS . ...oiiiiiiiii e 78,306
Accounts payable and accrued liabilities ........... $502,432
Advance ticket sale liability .............c...oooiil. 575,781
Non-refundable guest credits liability ................. 45,434
Maintenance provisions liability ...........ccccoeeveennn. 191,768
Other HabilitieS co..ovieieeeee e 227,804
Deferred income tax liability ..........cccooovvviiiinnnnnnn. 296,892
Long-termdebt ..., 1,028,820
Shareholders’ (owners’) equity, January 1, 2015 1,589,840
Shareholders’ (owners’) “drawings” .................. 96,295
GUEST FEVENUES ...ttt 3,599,157
Other revenuUEes ........ccoovvviiiiiiii e 377,395
Aircraft fuel, leasing, and maintenance expense 1,466,465
Airport operations eXpense .....cccoeeeveveeeeeivneeennnnn. 507,743
Flight operations and navigational charges ....... 458,146
Depreciation and amortization expense.............. 226,740
Sales and distribution expense ..........c.ccceeevennnnens 376,676
Marketing, general, and administration expense 224,783
In flight eXpense ..o, 171,741
Employee profit share expense ..., 68,787
Non-operating eXPenSes .......cvveeveeiiiineeeeeeiineeene, 85,164
INCOME taX EXPENSE...ccuuiieriieiieeeieeee e 106,350

$8,435,323  $8,435,323
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BYP2-2 (Continued)

(c)

(d)

Iltems have been grouped on the WestJet income statement
based on the nature of the expenses such as expenses related
to marketing, general, and administrative. Preparing a more
condensed statement of income is preferable for large
organizations such as WestJet as the users of the financial
statements are generally investors who are not interested in
any greater detail concerning expenses than what has been
presented by management.

Most customers using WestJet services book their flights well
in advance of their trip. The customers also pay for their
tickets before the flight. The cash obtained by WestJet
represents unearned revenue until the service of the flight has
been delivered to the customer.

WestJet has used two main accounts for unearned revenue:
Advance Ticket Sale Liability and Non-refundable Guest
Credits Liability.
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BYP2-3 COLLABORATIVE LEARNING ACTIVITY

All of the material supplementing the collaborative learning activity,
including a suggested solution, can be found in the Collaborative

Learning section of the Instructor Resources site accompanying
this textbook.
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BYP2-4 COMMUNICATION ACTIVITY

e-mail:

Hello instructor,

As requested, following is an explanation and illustration of the
steps in the recording process as they relate to the March 15
transactions for White Glove Company:

(1)

(2)

In the first example, a transaction has not yet taken place.
White Glove’s financial position (assets, liabilities, and owner’s
equity) is not changed as a result of the contract. There has
been no exchange between the parties involved in the event.

In the second example, bills totalling $6,000 were sent to
customers for services performed. First, we analyze the
transaction to determine the accounts involved and the
debits/credits required. We determine that the asset Accounts
Receivable is increased $6,000 and Service Revenue is
increased $6,000. Debits increase assets and credits increase
revenues, so the next step is preparing the journal entry:

Accounts Receivable..............ccoooiiiiiiin . 6,000
Service Revenue.........ccooevevviiiiviieeeeieeeein, 6,000
Billed customer for services performed.

The third step is posting the entry. The $6,000 amount is then
posted to the debit side of the general ledger account Accounts
Receivable and to the credit side of the general ledger account
Service Revenue.
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BYP2-4 (Continued)

3)

In the third example, $2,000 was paid in salaries to employees.
First we analyze the transaction to determine the accounts
involved and the debits/credits required. We determine that the
expense Salaries Expense is increased $2,000 and the asset
Cash is decreased $2,000. Debits increase expenses and
credits decrease assets, so the next step is preparing the
journal entry:

Paid salaries.

The third step is posting the entry. The $2,000 amount is then
posted to the debit side of the general ledger account Salaries
Expense and to the credit side of the general ledger account
Cash.

| trust that the foregoing is satisfactory. Please let me know if
anything further is required.
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BYP2-5 “All About You” Activity

(@) On September 1, 2017, my personal equity would be as follows:

Cash ($4,000 + $14,000)......... $18,000
Clothes.....ooovviiiiiiii, 1,000
Cell phone........ocooiviiiiiiiennn, 200
Total assets ......ccccceevveeveeninnnnn. 19,200
Less Student loan .................. (14,000)
Personal equity, Sept. 1, 2017  $5,200
(b)
Personal Trial Balance
December 15, 2017
Debit Credit
CaSN e $6,000
Clothes ($1,000 + $1,500).......ccccccvvveeriinnnnn, 2,500
Cell phone. ..o, 200
COMPULET e 1,000
Damage deposit on apartment..................... 400
Unused bus passS.....ccccoeevviiieeiiiiieceiee e, 250
Student loan ........ccooveeeeiiiiiie e, $14,000
Personal equity .......cccoeveiiiiiiiiiiiii e, 5,200
ReNt eXPeNSe. ..o 1,600
GroCeries eXPeNSEe .....cccvuveeveiieeeiiieeeeeieeeeeenn 1,200
Tuition for September to December............. 2,800
Textbooks for September to December....... 600
Entertainment expense.......cccocceveeeieeivneeennn. 1,500
Cell phone expense.......cccooeeveiiiiiiniiieiiiineeee, 250
Cable TV and Internet expense........ccc.......... 200
BUS pass eXPeNSEe......cccoeeevviieiiieeiieeeeeeieeeenn 250
AITTAre oo 450
$19,200 $19,200
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BYP2-5 (Continued)

(b) (Continued)

Errors in the Trial Balance:

The cash amount should be the amount in the bank account at
December 15",

The computer was recorded at $100 rather than the actual cost
of $1,000.

Rent expense of $2,000 should be split between the actual
expense of $1,600 ($400 per month for September to December
inclusive) and the damage deposit on the apartment which is
an asset and not an expense.

Groceries are an expense and should be listed in the debit
column.

Bus pass expense of $500 should be split between the amount
used for September through December $250 and the amount
of the bus pass that represents an asset as at the end of
December 2013 of $250.

The airfare is $450, not $540.

(c) Personal equity, September 1 $5,200
Net loss * (8,850)
Personal equity (deficit), December 15th $(3.650)
RENt EXPENSE. e e eans $1,600
GroCeries EXPENSE ...c.uiiiiiiiieeeei e e e 1,200
Tuition for September to December................... 2,800
Textbooks for September to December............. 600
Entertainment eXpense.........ccoovevieeiiiieeiiieecinees 1,500
Cell phone expense .......cceevvveeiieeeiiie e, 250
Cable TV and internet expense .........cccceeeevevnnnnn. 200
Bus pass for September to December............... 250
Airfare eXPeNSEe ......cii i 450

el N[ 00 o 1S S $8.850
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BYP2-5 (Continued)

(d)

(€)

(f)

(9)

Personal Balance Sheet
December 15, 2017

Assets

Cash ..o $6,000
Clothes ... 2,500
Cell phone. ..., 200
Damage deposit on apartment ..........cccceceeveeeeennnnnn. 400
Unused DUS PaSS......ccoveviiiiiiiiiiccee e 250
COMPULET e 1,000

Total @SSetS ... $10,350

Liability and Deficit

Liability

StUAENT [OAN e $14,000
Personal equity (defiCit)......cccoevvvviiiiiiiiieeieieeeei, (3,650)

Total liabilities and owner's equity..................... $10,350

The amount of expenses in the September to December
semester totalled $8,850. Of this amount, it will not be
necessary to use cash to pay for the $250 bus pass next
semester as it has already been purchased. If the other
expenses are kept at the same level, | will need $8,600 ($8,850 —
$250) of cash which exceeds my current cash balance of $6,000
by $2,600. The cash balance is inadequate.

Expenses that can be avoided in the second semester include
entertainment expenses of $1,500 and the airfare of $450.
Another expense that can be reduced substantially but not
eliminated is the cell phone expense.

Additional cash expenditures that could occur in the second
semester may possibly include repair to the computer or the
loss of the damage deposit and additional payments to the
landlord for damage to the apartment. Textbooks are another
likely expense.

Solutions Manual 2-162 Chapter 2
© 2016 John Wiley & Sons Canada, Ltd. Unauthorized copying, distribution, or transmission of this page is prohibited.



Weygandt, Kieso, Kimmel, Trenholm, Warren, Novak Accounting Principles, Seventh Canadian Edition

BYP2-5 (Continued)

(h) Unless | get a part-time job, or cut expenses in addition to the
entertainment and airfare expenses mentioned in (f), it will be
necessary to ask for more money from my parents.
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BYP2-6 Santé Smoothie Saga

(a)
Apr. 12 No entry required for cashing Canada
Savings Bonds—this is a personal

transaction.

13 CaSh oo 900
N. Koebel, Capital ..........cccoeevvvienennn. 900

15 CaSh i 3,000
Notes Payable........cccccoviiiiiiininnnnnn. 3,000

18 Advertising EXpense......ccccoeevvvieeeennnnnn. 325
Cash...cciiiii 325

20 SUPPliES oo 198
Cash...ccoiiii e, 198

22 EQUIPMENT i 825
N. Koebel, Capital ..........cccoceevnernnnn. 825

23 Account Receivable........cccccceeviiiiinnnnnnn. 300
Revenue ........coovviiii e, 300

24 Telephone Expense......ccccoocviviiviinnnn, 98
Accounts Payable...........ccc..oees 98

28 Cash .o, 125
Unearned Revenue............cccceeveeenn. 125
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BYP2-6 (Continued)

(b)
Cash
Apr. 13 900
Apr. 15 3,000 [Apr. 18 325
Apr.28 125 | Apr. 20 198
Bal. 3,502
Accounts Receivable
Apr. 23 300
Supplies
Apr. 20 198
Equipment
Apr. 22 825 |
Accounts Payable
| Apr. 24 98
Unearned Revenue
Apr. 28 125
Notes Payable
| Apr. 15 3,000
N. Koebel, Capital
Apr. 13 900
Apr. 22 825
Bal. 1,725
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BYP2-6 (Continued)

(b) (Continued)
Revenue
Apr. 23 300

Advertising Expense
Apr. 18 325

Telephone Expense

Apr. 24 98
(c) )
SANTE SMOOTHIES
Trial Balance
April 30, 2017
Debit Credit
CaSh e $3,502
Accounts receivable ........ccooevviiiiiiinnennn. 300
SUPPliES .o 198
Equipment........ccooooeiiiiiii 825
Accounts payable.................cccoo $ 98
Unearned reVENUE ......c.eeevevieniiiieeeeneenns 125
Notes payable........cccoooveiiiiiii s 3,000
N. Koebel, capital ..........cccooeeviiiiiiiinnnnnnn. 1,725
REVENUE ... 300
Advertising expense .......cccceeeveeeieeeennnnnnn, 325
Telephone expense.........ccccvviiiiiiiiiinnnnn. 98
$5,248 5,248
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Legal Notice

Copyright

WILEY

Copyright © 2016 by John Wiley & Sons Canada, Ltd. or related companies. All rights
reserved.

The data contained in these files are protected by copyright. This manual is furnished
under licence and may be used only in accordance with the terms of such licence.

The material provided herein may not be downloaded, reproduced, stored in a
retrieval system, modified, made available on a network, used to create derivative
works, or transmitted in any form or by any means, electronic, mechanical,
photocopying, recording, scanning, or otherwise without the prior written permission
of John Wiley & Sons Canada, Ltd.

(MMXVI | F3)
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