EXERCISE 3-10 (25-30 minutes)

	(a)
	1.
	Aug. 31
	Insurance Expense ($4,500 x 3/12)

	1,125
	

	
	
	
	
Prepaid Insurance

	
	1,125

	
	
	
	
	
	

	
	2.
	Aug. 31
	Supplies Expense ($2,600 – $450)

	2,150
	

	
	
	
	
Supplies

	
	2,150

	
	
	
	
	
	

	
	3.
	Aug. 31
	Depreciation Expense—Cottages

	1,080
	

	
	
	
	
Accumulated Depreciation—

    Cottages

	
	
1,080

	
	
	
	
       ($120,000 – $12,000 = $108,000;

        $108,000 x 4% = $4,320 per 

           year;

        $4,320 x 1/4 = $1,080)
	
	

	
	
	
	
	
	

	
	
	Aug. 31
	Depreciation Expense—Furniture

	360
	

	
	
	
	
Accumulated Depreciation—

    Furniture

	
	
360

	
	
	
	
        ($16,000 – $1,600 = $14,400;

          $14,400 x 10% = $1,440;


          $1,440 x 1/4 = $360)
	
	

	
	
	
	
	
	

	
	4.
	Aug. 31
	Unearned Rent Revenue

	3,800
	

	
	
	
	
Rent Revenue

	
	3,800

	
	
	
	
	
	

	
	5.
	Aug. 31
	Salaries Expense

	375
	

	
	
	
	
Salaries Payable

	
	375

	
	
	
	
	
	

	
	6.
	Aug. 31
	Accounts Receivable

	800
	

	
	
	
	
Rent Revenue

	
	800

	
	
	
	
	
	

	
	7.
	Aug. 31
	Interest Expense

	1,200
	

	
	
	
	
Interest Payable

	
	1,200

	
	
	
	
    [($60,000 x 8%) x 1/4]
	
	

	
	
	
	
	
	


EXERCISE 3-10 (Continued)

	Greco Resort

	Adjusted Trial Balance

	August 31, 2001

	
	          Debit
	         Credit

	Cash
	$  19,600
	

	Accounts Receivable
	800
	

	Prepaid Insurance ($4,500 – $1,125)
	3,375
	

	Supplies ($2,600 – $2,150)
	450
	

	Land
	20,000
	

	Cottages
	120,000
	

	Accumulated Depreciation—Cottages
	
	$    1,080

	Furniture
	16,000
	

	Accumulated Depreciation—Furniture
	
	360

	Accounts Payable
	
	4,500

	Unearned Rent Revenue ($4,600 – $3,800)
	
	800

	Salaries Payable
	
	375

	Interest Payable
	
	1,200

	Mortgage Payable
	
	60,000

	Common Stock
	
	91,000

	Retained Earnings
	
	9,000

	Dividends
	5,000
	

	Rent Revenue ($76,200 + $3,800 + $800)
	
	80,800

	Salaries Expense ($44,800 + $375)
	45,175
	

	Utilities Expense
	9,200
	

	Repair Expense
	3,600
	

	Insurance Expense
	1,125
	

	Supplies Expense
	2,150
	

	Depreciation Expense—Cottages
	1,080
	

	Depreciation Expense—Furniture
	360
	

	Interest Expense
	      1,200
	________

	
	$249,115
	$249,115


 EXERCISE 3-22 (10-15 minutes)

	Prepaid insurance, December 31, 2001
	
	$5,740

	Deduct:
Increase in prepaid insurance during 2001:
	
	

	

Cash paid for insurance in 2001
	$24,100
	

	

Insurance expense for 2001 (accrual basis)
	  19,450
	

	

Excess of cash paid over reported insurance 


    expense
	
	  4,650

	Prepaid insurance, January 1, 2001
	
	$1,090


	Prepaid Insurance

	1/1/01 Bal.
	X
	Expense 2001
	19,450

	Cash paid 2001
	24,100
	
	

	12/31/01
	  5,740
	
	


X + $24,100 – $19,450 = $5,740

X = $5,740 + $19,450 – $24,100

X = $1,090

EXERCISE 3-23 (10-15 minutes)

	Jill Accardo, M.D.

	Conversion of Cash Basis to Accrual Basis

	For the Year 2001

	Excess of cash collected over cash disbursed
	

	    ($142,600 – $55,470)
	$87,130

	Add increase in accounts receivable ($9,250 to $15,927)
	6,677

	Deduct increase in unearned service revenue ($2,840 to $4,111)
	(1,271)

	Add decrease in accrued expense ($3,435 to $2,108)
	1,327

	Add increase in prepaid expenses ($1,917 to $3,232)
	    1,315

	Net income on an accrual basis
	$95,178

	
	

	
	


Alternate solution:

	Jill Accardo, MD

	Conversion of Income Statement

	from Cash Basis to Accrual Basis

	For the Year 2001

	
	Cash
	Adjustments
	Accrual

	
	Basis
	Add
	Deduct
	Basis

	Revenue from fees:
	$142,600
	
	
	

	    –Accounts receivable, Jan. 1
	
	
	$9,250
	

	    +Accounts receivable, Dec. 31
	
	$15,927
	
	

	    +Unearned service revenue, Jan. 1
	
	2,840
	
	

	    –Unearned service revenue, Dec. 31
	
	
	4,111
	

	        Restated revenue from fees
	
	
	
	$148,006

	Operating expenses:
	55,470
	
	
	

	    –Accrued expenses, Jan. 1
	
	
	3,435
	

	    +Accrued expenses, Dec. 31
	
	2,108
	
	

	    +Prepaid expenses, Jan. 1
	
	1,917
	
	

	    –Prepaid expenses, Dec. 31
	
	
	3,232
	

	        Restated operating expenses
	_______
	
	
	52,828

	Net income—cash basis
	$  87,130
	
	
	_______

	Net income—accrual basis
	
	
	
	$  95,178


*EXERCISE 3-24 (10-15 minutes)

	(a)                                          Wayne Rogers Corp.

	Income Statement (Cash Basis)

	For the Year Ended December 31,

	
	    1999
	    2000

	Sales
	$295,000
	$515,000

	Expenses
	  225,000
	  272,000

	Net income
	$  70,000
	$243,000


	(b)                                         Wayne Rogers Corp.

	Income Statement (Accrual Basis)

	For the Year Ended December 31,

	
	    1999
	    2000

	Sales*
	$485,000
	$445,000

	Expenses**
	  277,000
	  255,000

	Net income
	$208,000
	$190,000


  *1999:
$295,000 + $160,000 + $30,000 = $485,000

   2000:
$355,000 + $90,000 = $445,000

**1999:
$185,000 + $67,000 + $25,000 = $277,000

   2000:
$40,000 + $160,000 + $55,000 = $255,000

SOLUTIONS TO PROBLEMS

	
	PROBLEM 3-1
	


(a)
(Explanations are omitted.) and (d)

	Cash
	
	Furniture and Equipment

	Sept.
	1
	
	20,000
	Sept.
	4
	
	680
	
	Sept.
	2
	
	17,280
	
	
	
	

	
	8
	
	1,690
	
	5
	
	942
	
	
	
	
	
	
	
	
	

	
	 20
	
	980
	
	10
	
	430
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	18
	
	3,600
	
	Isao Aoki, Capital

	
	
	
	
	
	19
	
	3,000
	
	Sept.
	19
	
	3,000
	Sept.
	1
	
	20,000

	
	
	
	
	
	30
	
	1,400
	
	
	30
	Bal.
	22,707
	
	30
	
	5,707

	
	
	
	
	
	30
	
	85
	
	
	
	
	
	Bal.
	30
	
	22,707

	
	30
	Bal
	12,533
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Accounts Receivable
	
	
	
	
	
	
	
	
	

	Sept.
	14
	
	5,120
	Sept.
	20
	
	980
	
	
	
	
	
	
	
	
	

	
	25
	
	2,110
	
	
	
	
	
	Accounts Payable

	Bal.
	30
	
	6,250
	
	
	
	
	
	Sept.
	18
	
	3,600
	Sept.
	2
	
	17,280

	
	
	
	
	
	
	
	
	
	
	
	
	
	Bal.
	30
	
	13,680

	Rent Expense
	
	
	
	
	
	
	
	
	

	Sept.
	4
	
	680
	Sept.
	30
	
	680
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Supplies on Hand
	
	Service Revenue

	Sept.
	5
	
	942
	Sept.
	30
	
	330
	
	Sept.
	30
	
	8,920
	Sept.
	8
	
	1,690

	Bal.
	30
	
	612
	
	
	
	
	
	
	
	
	
	
	14
	
	5,120

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	25
	
	2,110

	
	
	
	
	
	
	
	
	
	
	
	
	8,920
	
	
	
	8,920

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Miscellaneous Office Expense
	
	Accumulated Depreciation

	Sept.
	10
	
	430
	Sept.
	30
	
	515
	
	
	
	
	
	Sept.
	30
	
	288

	
	30
	
	85
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	515
	
	
	
	515
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Office Salaries Expense
	

	Sept.
	30
	
	1,400
	Sept.
	30
	
	1,400
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Supplies Expense
	

	Sept.
	30
	
	330
	Sept.
	30
	
	330
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


PROBLEM 3-1 (Continued)

	Depreciation Expense
	
	Income Summary

	Sept.
	30
	
	288
	Sept.
	30
	
	288
	
	Sept.
	30
	
	680
	Sept.
	30
	
	8,920

	
	
	
	
	
	
	
	
	
	
	30
	
	515
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	30
	
	1,400
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	30
	
	330
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	30
	
	288
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	30
	Inc.
	5,707
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	8,920
	
	
	
	8,920


	Isao Aoki, D.D.S.

	Trial Balance Before Closing

	September 30

	
	          Debit
	         Credit

	Cash
	12,533
	

	Accounts Receivable
	6,250
	

	Supplies on Hand
	612
	

	Furniture and Equipment
	17,280
	

	Accumulated Depreciation
	
	288

	Accounts Payable
	
	13,680

	Isao Aoki, Capital
	
	17,000

	Service Revenue
	
	8,920

	Rent Expense
	680
	

	Miscellaneous Office Expense
	515
	

	Office Salaries Expense
	1,400
	

	Supplies Expense
	330
	

	Depreciation Expense
	     288
	_____

	
	39,888
	39,888


PROBLEM 3-1 (Continued)

	(c)                                            Isao Aoki, D.D.S.

	Income Statement

	For the Month of September

	Service revenue 
	
	$8,920

	Expenses:
	
	

	
Rent expense
	$  680
	

	
Supplies expense
	330
	

	
Office salaries expense
	1,400
	

	
Depreciation expense
	288
	

	
Miscellaneous office expense
	   515
	

	

Total expenses
	
	  3,213

	Net income
	
	$5,707


	Isao Aoki, D.D.S.

	Balance Sheet

	As of September 30

	Assets
	
	Liabilities and Owner’s Equity

	Cash
	$12,533
	
	Accounts payable
	$13,680

	Accounts receivable
	6,250
	
	Isao Aoki, Capital
	22,707

	Supplies
	612
	
	
	

	Furniture and equip.
	17,280
	
	
	_______

	Accum. depreciation
	      (288)
	
	
Total liabilities and
	

	
Total assets
	$36,387
	
	
    owner’s equity
	$36,387


	Isao Aoki, D.D.S.

	Statement of Owner’s Equity

	For the Month of September

	Aoki, Capital September 1
	
	$20,000

	Add: Net income for September
	
	    5,707

	
	
	25,707

	Deduct: Withdrawal by owner
	
	    3,000

	Aoki, Capital September 30
	
	$22,707


PROBLEM 3-1 (Continued)

	(e)                                            Isao Aoki, D.D.S.

	Post-closing Trial Balance

	September 30

	
	          Debit
	         Credit

	Cash
	12,533
	

	Accounts Receivable
	6,250
	

	Supplies on Hand
	612
	

	Furniture and Equipment
	17,280
	

	Accumulated Depreciation
	
	288

	Accounts Payable
	
	13,680

	Isao Aoki, Capital
	_____
	22,707

	
Totals
	36,675
	36,675


	
	PROBLEM 3-3
	


	1.
	Dec. 31
	Salaries Expense

	2,000
	

	
	
	
Salaries Payable

	
	2,000

	
	
	
    (5 X $700 X 2/5) = $1,400
	
	

	
	
	
    (3 X $500 X 2/5) =      600
	
	

	
	
	    Total accrued salaries $2,000
	
	

	
	
	
	
	

	2.
	31
	Unearned Rent Revenue

	74,000
	

	
	
	
Rent Revenue

	
	74,000

	
	
	
    (5 X $4,000 X 2) =     $40,000
	
	

	
	
	
    (4 X $8,500 X 1) =        34,000
	
	

	
	
	
    Total rent earned     $74,000
	
	

	
	
	
	
	

	3.
	31
	Advertising Expense

	4,900
	

	
	
	
Prepaid Advertising

	
	4,900

	
	
	
    (A650 – $500 per month
	
	

	
	
	
                      for 8 months) = $4,000
	
	

	
	
	
     (B974 – $300 per month
	
	

	
	
	
                      for 3 months) =      900
	
	

	
	
	        Total advertising expense    $4,900
	
	

	
	
	
	
	

	4.
	31
	Interest Expense

	5,600
	

	
	
	
Interest Payable

	
	5,600

	
	
	
    ($80,000 X 12% X 7/12)
	
	


	
	PROBLEM 3-4
	


	(a)                                        PARSONS COMPANY

	Income Statement

	For the Year Ended December 31, 2002

	Revenues
	
	

	
Service revenue

	
	$42,000

	Expenses
	
	

	
Salaries expense

	$36,000
	

	
Utilities expense

	3,700
	

	
Repair expense

	3,200
	

	
Depreciation expense

	2,800
	

	
Insurance expense

	   1,200
	

	
       Total expenses

	
	 46,900

	Net loss

	
	$(4,900)


	PARSONS COMPANY

	Statement of Retained Earnings

	For the Year Ended December 31, 2002

	Retained Earnings, Jan. 1

	$6,800

	Less: Net loss

	  4,900

	Retained Earnings, Dec. 31

	$1,900


	PARSONS COMPANY
Balance Sheet
December 31, 2002

	Assets

	Current assets
	
	

	
Cash

	
	$  8,200

	
Accounts receivable

	
	7,500

	
Prepaid insurance

	
	    1,800

	
        Total current assets

	
	17,500

	Property, plant, and equipment
	
	

	
Equipment

	$28,000
	

	
Less: Accumulated depreciation

	    8,600
	  19,400

	
        Total assets

	
	$36,900


PROBLEM 3-4 (Continued)

	PARSONS COMPANY
Balance Sheet (Continued)
December 31, 2002

	Liabilities and Stockholder’s Equity

	Current liabilities
	
	

	
Accounts payable

	
	$12,000

	
Salaries payable

	
	    3,000

	
        Total current liabilities

	
	15,000

	Stockholders’ equity
	
	

	
Common stock

	$20,000
	

	
Retained earnings

	    1,900
	  21,900

	
        Total liabilities and stockholders’ equity

	
	$36,900


	(b)                                             General Journal

	Date
	
	Account Titles and Explanation
	Ref.
	Debit
	Credit

	Dec.
	31
	Service Revenue
	400
	42,000
	

	
	
	
Income Summary
	350
	
	42,000

	
	
	
	
	
	

	
	31
	Income Summary
	350
	46,900
	

	
	
	
Repair Expense
	622
	
	3,200

	
	
	
Depreciation Expense
	711
	
	2,800

	
	
	
Insurance Expense
	722
	
	1,200

	
	
	
Salaries Expense
	726
	
	36,000

	
	
	
Utilities Expense
	732
	
	3,700

	
	
	
	
	
	

	
	31
	Retained Earnings
	301
	4,900
	

	
	
	
Income Summary
	350
	
	4,900

	
	
	
	
	
	


PROBLEM 3-4 (Continued)

(c)

	                   Common Stock         No. 301
	
	                  Repair Expense         No. 622

	
	
	
	
	1/1
	Bal.
	16,000
	
	12/31
	Bal.
	3,200
	12/31
	
	3,200

	
	
	
	
	
	Inv.
	4,000
	
	
	
	
	
	
	
	
	

	
	
	
	
	12/31
	Bal.
	20,000
	
	
	
	
	
	
	
	
	

	
	
	             Depreciation Expense    No. 711

	
	
	12/31
	Bal.
	2,800
	12/31
	
	
	2,800

	               Retained Earnings       No. 306
	
	
	
	
	
	
	
	
	

	12/31
	
	
	4,900
	1/1
	Bal.
	6,800
	
	
	
	
	
	
	
	
	

	
	
	
	
	12/31
	Bal.
	1,900
	
	                Insurance Expense     No. 722

	
	
	
	
	
	
	
	
	
	12/31
	Bal.
	1,200
	12/31
	
	
	1,200

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	                     Income Summary   No. 350
	
	
	
	
	
	
	
	
	

	12/31
	
	
	46,900
	12/31
	
	
	42,000
	
	                   Salaries Expense     No. 726

	
	
	
	
	12/31
	
	
	4,900
	
	12/31
	Bal.
	36,000
	12/31
	
	
	36,000

	
	
	
	46,900
	
	
	
	46,900
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	                    Service Revenue     No. 400
	
	                    Utilities Expense     No. 732

	12/31
	
	
	42,000
	12/31
	Bal.
	42,000
	
	12/31
	Bal.
	3,700
	12/31
	
	
	3,700

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


	PARSONS COMPANY

	Post-Closing Trial Balance

	December 31, 2002

	
	          Debit
	         Credit

	Cash
	$  8,200
	

	Accounts Receivable
	7,500
	

	Prepaid Insurance
	1,800
	

	Equipment
	28,000
	

	Accumulated Depreciation
	
	$   8,600

	Accounts Payable
	
	12,000

	Salaries Payable
	
	3,000

	Common Stock
	
	20,000

	Retained Earnings
	______
	    1,900

	
	$45,500
	$45,500
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