CHAPTER 5

Accounting for Merchandising Operations

ASSIGNMENT CLASSIFICATION TABLE

Brief A B
Learning Objectives Questions Exercises Do It! Exercises Problems Problems
1. Identify the differences 2,3,4 1 1
between service and
merchandising companies.
2. Explain the recording 5,6,7,8 2,4 1 2,3,4,11 1A, 2A,4A 1B, 2B, 4B
of purchases under a
perpetual inventory
system.
3.  Explain the recording 9,10, 11 2,3 2 3,4,5,11 1A,2A,4A 1B, 2B, 4B
of sales revenues under
a perpetual inventory
system.
4.  Explain the steps in the 1,12, 5,6 3 6,7,8 3A,4A,5A 3B, 4B
accounting cycle for a 13, 14
merchandising company.
5. Distinguish between a 15, 16, 7,8,9 4 6,9, 10, 2A,3A,5A 2B, 3B
multiple-step and a single- 17, 18, 12,13,14 6A, 7A 5B, 6B
step income statement. 19, 20
*6. Prepare a worksheet for 21 10 15, 16 5A
a merchandising company
*7.  Explain the recording of 22,23 11,12, 13, 17,18,19, 6A,7A,8A 5B, 6B, 7B
purchases and sales of 14,15 20, 21, 22

inventory under a periodic
inventory system.

*Note: All asterisked Questions, Exercises, and Problems relate to material contained in the appendices to the
chapter.
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ASSIGNMENT CHARACTERISTICS TABLE

Problem Difficulty Time
Number Description Level Allotted (min.)
1A Journalize purchase and sales transactions under Simple 20-30
a perpetual inventory system.
2A Journalize, post, and prepare a partial income statement. Simple 3040
3A Prepare financial statements and adjusting and Moderate 40-50
closing entries.
4A Journalize, post, and prepare a trial balance. Simple 3040
*BA Complete accounting cycle beginning with a worksheet. Moderate 50-60
*6A Determine cost of goods sold and gross profit under Moderate 40-50
periodic approach.
*TA Calculate missing amounts and assess profitability. Moderate 20-30
*8A Journalize, post, and prepare trial balance and partial Simple 30-40
income statement using periodic approach.
1B Journalize purchase and sales transactions under Simple 20-30
a perpetual inventory system.
2B Journalize, post, and prepare a partial income statement. Simple 3040
3B Prepare financial statements and adjusting and Moderate 40-50
closing entries.
4B Journalize, post, and prepare a trial balance. Simple 3040
*5B Determine cost of goods sold and gross profit under Moderate 40-50
periodic approach.
*6B Calculate missing amounts and assess profitability. Moderate 20-30
*7B Journalize, post, and prepare trial balance and partial Simple 30-40
income statement using periodic approach.
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WEYGANDT ACCOUNTING PRINCIPLES 11E
CHAPTER 5
ACCOUNTING FOR MERCHANDISING OPERATIONS

Number LO BT Difficulty Time (min.)
BE1 1 AP Simple 4-6
BE2 2,3 AP Simple 2-4
BE3 3 AP Simple 6-8
BE4 2 AP Simple 6-8
BE5 4 AP Simple 1-2
BE6 4 AP Simple 2-4
BE7 5 AP Simple 2-4
BES8 5 C Simple 4-6
BE9 5 AP Simple 4-6
BE10 6 K Simple 2-4
BE11 7 AP Simple 4-6
BE12 7 AP Simple 4-6
BE13 7 AP Simple 3-5
BE14 7 AP Simple 6-8
BE15 7 AP Simple 4-6
DI1 2 AP Simple 2-4
DI2 3 AP Simple 4-6
DI3 4 AP Simple 4-6
Dl4 5 AP Simple 10-12
EX1 1 C Simple 3-5
EX2 2 AP Simple 8-10
EX3 2,3 AP Simple 8-10
EX4 2,3 AP Simple 8-10
EX5 3 AP Simple 8-10
EX6 4,5 AP Simple 6-8
EX7 4 AP Simple 6-8
EX8 4 AP Simple 8-10
EX9 5 AP Simple 8-10
EX10 5 AP Simple 8-10
EX11 2,3 AN Moderate 6-8
EX12 5 AP Simple 8-10
EX13 5 AN Simple 6-8
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ACCOUNTING FOR MERCHANDISING OPERATIONS (Continued)

Number LO BT Difficulty Time (min.)
EX14 5 AN Moderate 8-10
EX15 6 AP Simple 2-4
EX16 6 AP Simple 8-10
EX17 7 AP Simple 6-8
EX18 7 AP Simple 8-10
EX19 7 AN Moderate 10-12
EX20 7 AP Simple 8-10
EX21 7 AP Simple 8-10
EX22 7 AP Simple 6-8
P1A 2,3 AP Simple 20-30
P2A 2,3,5 AP Simple 30-40
P3A 4,5 AN Moderate 40-50
P4A 2-4 AP Simple 30-40
P5A 4-6 AP Moderate 50-60
P6A 57 AP Moderate 40-50
P7A 57 AN Moderate 20-30
P8A 7 AP Simple 30-40
P1B 2,3 AP Simple 20-30
P2B 2,3,5 AP Simple 30-40
P3B 4,5 AN Moderate 40-50
P4B 2-4 AP Simple 30-40
P5B 57 AP Moderate 40-50
P6B 57 AN Moderate 20-30
P7B 7 AP Simple 30-40
BYP1 5 AN, E Simple 10-15
BYP2 5 AN, E Simple 15-20
BYP3 5 AN, E Simple 15-20
BYP4 — AP Simple 10-15
BYP5 5 AN, S, E Moderate 20-30
BYP6 3 C Simple 10-15
BYP7 2 E Simple 10-15
BYP8 — E Simple 5-10
BYP9 — AP Moderate 10-15
5-4 Copyright © 2013 John Wiley & Sons, Inc.  Weygandt, Accounting Principles, 11/e, Solutions Manual  (For Instructor Use Only)



Correlation Chart between Bloom’s Taxonomy, Learning Objectives and End-
of-Chapter Exercises and Problems

Knowledge | Comprehension Application Analysis Synthe:
Q5-2 Q5-3 E5-1BE5-1
Q5-4
Q5-5 Q5-6 Q5-8 E5-3 P5-2B [E5-11
al Q5-7 BE5-2 E5-4 P5-4A
BE5-4 P5-1A P5-4B
DI5-1 P5-2A
E5-2 P5-1B
Q5-10 Q5-11 E5-4 P5-1B (Q5-9
BE5-2 E5-5 P5-2B [E5-11
1. BE5-3 P5-1A P5-4B
DI15-2 P5-2A
E5-3 P5-4A
Q5-1 Q5-13 E5-6 P5-5A [P5-3A
Q5-12 BE5-5 E5-7 P5-4B [P5-3B
Q5-14 BE5-6 E5-8
DI5-3 P5-4A
Q5-18 Q5-19 BE5-7 P5-5A E5-13
BES5-8 BE5-9 P5-6A E5-14
Q5-17 BE5-11 P5-7A P5-3A
DIs-4 PAR.AR P5-2R
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10.

ANSWERS TO QUESTIONS

(a) Disagree. The steps in the accounting cycle are the same for both a merchandising company
and a service company.

(b) The measurement of income is conceptually the same. In both types of companies, net
income (or loss) results from the matching of expenses with revenues.

The normal operating cycle for a merchandising company is likely to be longer than in a service
company because inventory must first be purchased and sold, and then the receivables must be
collected.

(a) The components of revenues and expenses differ as follows:

Merchandising Service
Revenues Sales Revenue Fees, Rents, etc.
Expenses Cost of Goods Sold and Operating Operating (only)

(b) The income measurement process is as follows:

Cost of .
Sales Less | Goods | Equals Grogs Less Operating Equals Net
Revenue Sold Profit Expenses Income

Income measurement for a merchandising company differs from a service company as follows:
(a) sales are the primary source of revenue and (b) expenses are divided into two main
categories: cost of goods sold and operating expenses.

In a perpetual inventory system, cost of goods sold is determined each time a sale occurs.

The letters FOB mean Free on Board. FOB shipping point means that goods are placed free on
board the carrier by the seller. The buyer then pays the freight and debits Inventory. FOB
destination means that the goods are placed free on board to the buyer’'s place of business.
Thus, the seller pays the freight and debits Freight-out.

Credit terms of 2/10, n/30 mean that a 2% cash discount may be taken if payment is made within
10 days of the invoice date; otherwise, the invoice price, less any returns, is due 30 days from the
invoice date.

July 24 Accounts Payable ($2,000 — $200) ........ccceeiiireiiieeiiee e 1,800
Inventory ($71,800 X 2% ) ...ccccureeiieeeieeiie e 36
Cash ($71,800 = $36)......veeeeeeeereeeeeeeeeeeeeeeeeeeeeee e 1,764

Agree. In accordance with the revenue recognition principle, sales revenues are generally con-
sidered to be recognized when the goods are transferred from the seller to the buyer; that is,
when the exchange transaction occurs. The recognition of revenue is not dependent on the
collection of credit sales.

(@) The primary source documents are: (1) cash sales—cash register tapes and (2) credit sales—
sales invoice.
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Questions Chapter 5 (Continued)

11.

12.

13.

14.

15.

16.

17.

(b) The entries are:

Debit Credit
Cash sales— CaSN .. XX
Sales Revenue ........cocccovveiviciiiiiienn, XX
Cost of Goods Sold .........oeviviieiiiiiiieeeeeeen, XX
INVENTOrY .....uiiiiiiiiiiiiieeeeee e XX
Credit sales— Accounts Receivable.........cocovvvviiiiiieienin, XX
Sales Revenue ........ccoccovveiviiiiiieienen, XX
Cost of Goods Sold .......oeevveeiieiiiiee XX
INVENTOrY.....uiiiiiiiiiiiiiieieeee e XX
July 19 Cash ($800 — $16) ...ccoceeeeeeeeeeee e 784
Sales Discounts ($800 X 2%).....cccueeevureeirieeirieeiriieeeeieee e 16
Accounts Receivable ($900 — $100).......c.ccoceeevereeennee.. 800

The perpetual inventory records for merchandise inventory may be incorrect due to a variety of
causes such as recording errors, theft, or waste.

Two closing entries are required:

(1) SaAlIES REVENUE ...t e 200,000

INCOME SUMMAIY ... e s 200,000
(2) INCOME SUMMAIY .....uiiiiiiieeiieeee e e e e e e e e e e e eaaanees 145,000

Cost Of GOOAS SO .....nneeeeeee e 145,000

Of the merchandising accounts, only Inventory will appear in the post-closing trial balance.

SAIES FEVENUES ... e e et $105,000
Cost Of GOOAS SOIA....uueii e e e e e e e e e e 70,000
GGrOSS PrOfit. . ——— $ 35,000

Gross profit rate: $35,000 + $105,000 = 33.3%

(C ooy o] (o] 1 $370,000
LeSS: NEtINCOME .....oiiiiiiiiiiiiieiee e e e e e e e eeee e 240,000
OPErating EXPENSES. ... .o i i i i eeeeeeee et e e e e e ettt e e e e e aaaaeeeaaaaaa $130,000
There are three distinguishing features in the income statement of a merchandising company:

(1) a sales revenues section, (2) a cost of goods sold section, and (3) gross profit.
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Questions Chapter 5 (Continued)

18. (a) The operating activities part of the income statement has three sections: sales revenues,
cost of goods sold, and operating expenses.

(b) The nonoperating activities part consists of two sections: other revenues and gains, and
other expenses and losses.

19. The single-step income statement differs from the multiple-step income statement in that: (1) all data
are classified into two categories: revenues and expenses, and (2) only one step, subtracting
total expenses from total revenues, is required in determining net income (or net loss).

20. Apple’s gross profit rate for 2011 was 40.5% [($108,249 — $64,431) + $108,249]. Its gross profit
rate in 2010 was 39.4% [($65,225 — $39,541) + $65,225] so the rate increased from 2010
to 2011.

*21. The columns are:
(a) Inventory—Trial Balance (Dr.), Adjusted Trial Balance (Dr.), and Balance
Sheet (Dr.).
(b) Cost of Goods Sold—Trial Balance (Dr.), Adjusted Trial Balance (Dr.), and Income
Statement (Dr.).

*22.
Accounts Added/Deducted
Purchase Returns and Allowances Deducted
Purchase Discounts Deducted
Freight-in Added
*23.  July 24 Accounts Payable ($3,000 — $200) .......ccooeriiiieiiiieiie e 2,800
Purchase Discounts ($2,800 X 2%) ......ceevureiieeeriieaiiiee e 56
Cash ($2,800 — $56).......cccccuiiieiiiiie e 2,744
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SOLUTIONS TO BRIEF EXERCISES

BRIEF EXERCISE 5-1

(a) Cost of goods sold = $45,000 ($75,000 — $30,000).
Operating expenses = $19,200 ($30,000 — $10,800).

(b) Gross profit = $38,000 ($108,000 — $70,000).
Operating expenses = $8,500 ($38,000 — $29,500).

(c) Sales Revenue = $163,500 ($83,900 + $79,600).
Net income = $40,100 ($79,600 — $39,500).

BRIEF EXERCISE 5-2

Radomir Company
INVENLOrY ... e 780
Accounts Payable ..........ccccooriiiiiiiiciincinns 780

Lemke Company
Accounts Receivable.........cccccoeiiriiiiiiiiiiiec e 780
Sales Revenue.........coceieiieeiimiieeiie snrsnennenes 780
Cost of Goods Sold ......cccoiriiiiiiiiir e e, 470
Inventory.......irr 470

BRIEF EXERCISE 5-3

(@) Accounts Receivable..........ccccceeiiiieiiiiiie s 900,000
Sales Revenue.......cccoievieecrimnieeires e ennneenes 900,000

Cost of Goods Sold ......cccoiriiiimiiiir e e 620,000
INVentory.......oiieccrrc e 620,000

(b) Sales Returns and Allowances........cccccccevrveann. 90,000
Accounts Receivable..........ccccceveiieireiiennnnn 90,000

INVENtOry ... 62,000
Cost of Goods Sold........ccorevireiieiiriieiiee s 62,000
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BRIEF EXERCISE 5-3 (Continued)

(c) Cash ($810,000 — $16,200)........ccuuuurcrcrccrrrrereernne 793,800
Sales Discounts ($810,000 X 2%)......cccccerrrrennnns 16,200
Accounts Receivable .........cccoevreiiiniienenn. 810,000
($900,000 — $90,000)

BRIEF EXERCISE 5-4

(@) INVeNtory ... s 900,000
Accounts Payable ............ccorimniiieiire e 900,000
(b) Accounts Payable...........coeeeeiimieiiiiine e, 90,000
INnVentory ... s 90,000
(c) Accounts Payable ($900,000 — $90,000)............. 810,000
Inventory
($810,000 X 2%) «eeverrerecnmmerreerrssesssnnnsannns 16,200
Cash ($810,000 — $16,200) .............cccueereennn. 793,800

BRIEF EXERCISE 5-5

Cost of Goods Sold........ccovmiiiiiiiri s 2,300
INVENLOrY ... e e 2,300

BRIEF EXERCISE 5-6

Sales ReVENUE........cc.coiveiieiiei e e e s e e enas 195,000
Income Summary........ccccoimieciiiircc e e, 195,000
INncome SUMMaAry ........ccccoiiiieciiirrcr e e e 119,000
Cost of Goods Sold .......ccoeiiieiiiiiiiicirc e e 117,000
Sales DIiSCoUNtS .......cccecvimeiienirier e e e 2,000
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BRIEF EXERCISE 5-7

ARNDT COMPANY
Income Statement (Partial)
For the Month Ended October 31, 2014

Sales revenues

Sales revenue ($280,000 + $100,000)................. $380,000
Less: Sales returns and allowances ................ $11,000

Sales discounts.......ccccceveireiimiireireire e 5,000 16,000
Net sales.......coviiiiiiir e s e $364.000

BRIEF EXERCISE 5-8

As the name suggests, numerous steps are required in determining net
income in a multiple-step income statement. In contrast, only one step is
required to compute net income in a single-step income statement. A multiple-
step statement has five sections whereas a single-step statement has only
two sections. The multiple-step statement provides more detail than a single-
step statement, but net income is the same under both statements.

Some of the differences in presentation can be seen from the comparative
information presented below.

(1) Multiple-Step Income Statement

Item Section
a. Gain on sale of equipment Other revenues and gains
b. Interest expense Other expenses and losses
c. Casualty loss from vandalism Other expenses and losses
d. Cost of goods sold Cost of goods sold

(2) Single-Step Income Statement

Item Section
a. Gain on sale of equipment Revenues
b. Interest expense Expenses
c. Casualty loss from vandalism Expenses
d. Cost of goods sold Expenses
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BRIEF EXERCISE 5-9
(a) Net sales = $510,000 — $15,000 = $495,000.
(b) Gross profit = $495,000 — $330,000 = $165,000.

(c) Income from operations = $165,000 — $110,000 = $55,000.

(d) Gross profit rate = $165,000 + $495,000 = 33.3%.

*BRIEF EXERCISE 5-10

(a) Cash: Trial balance debit column; Adjusted trial balance debit column;
Balance sheet debit column.

(b) Inventory: Trial balance debit column; Adjusted trial balance debit
column; Balance sheet debit column.

(c) Sales revenue: Trial balance credit column; Adjusted trial balance
credit column, Income statement credit column.

(d) Cost of goods sold: Trial balance debit column, Adjusted trial balance
debit column, Income statement debit column.

*BRIEF EXERCISE 5-11

U] o3 F= T == S $450,000
Less: Purchase returns and allowances .................... $13,000

Purchase discounts.........ccccvveiimiieiienieccereennnes 8,000 21,000
Net purchases.......cccccoiiiiiiiiiicc s $429.000
Net purchases..........ciiiiiiire e $429,000
Add: Freight-in ... s 16,000
Cost of goods purchased .........c.ccooveeciiiiicciiincireennenes $445,000
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*BRIEF EXERCISE 5-12

Net sales ... s
Beginning inventory.......ccccccciiiiiiccccccccce e $ 60,000
Add: Cost of goods purchased®...........ccccceeirirniiirnnnnns 445,000
Cost of goods available for sale.......cccccccceeiiirrreennnnnnnne. 505,000
Ending inventory ... e 90,000
Cost of goods sold.........cceeiiimimciiiiiccr e
Gross profit.......ccceeeciiiiircrcr e s
*Information taken from Brief Exercise 5-11.
*BRIEF EXERCISE 5-13
(@) Purchases........cccooimmieeecciiirre e 900,000
Accounts Payable ..........cccccoiveiiiiiiiinen i,
(b) Accounts Payable.........ccccoorimeciiimiiciin e, 130,000
Purchase Returns and Allowances..............
(c) Accounts Payable ($900,000 — $130,000) ........... 770,000
Purchase Discounts ($770,000 X 2%) ..........
Cash ($770,000 — $15,400) ........cocccvmeerrennnen.
*BRIEF EXERCISE 5-14
Inventory (ending) .....c.ccoovieeiiiiiieiiiire e e 30,000
Sales REeVENUE.......ccive i rrsr s e s e e e 180,000
Purchase Returns and Allowances..........cccceveeiieiennnees 30,000
INncome SUMMArY .....ccceeeciiiirrreece e e
INCOME SUMMANY ....c.eeiiiirreerer e e e 162,000
Purchases.........cccoiiiimminiiiine s
Sales Discounts ..........ccooomreeeeciinrerens cereenesenee e
Inventory (beginning)......cccccceeimieciiiiiccciin e,

$730,000

415,000
$315,000

900,000

130,000

15,400
754,600

240,000

120,000
2,000
40,000
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*BRIEF EXERCISE 5-15

(a)

(b)

(c)

(d)

Cash: Trial balance debit column; Adjusted trial balance debit
column; Balance sheet debit column.

Beginning inventory: Trial balance debit column; Adjusted trial
balance debit column; Income statement debit column.

Accounts payable: Trial balance credit column; Adjusted trial balance
credit column; Balance sheet credit column.

Ending inventory: Income statement credit column; Balance sheet
debit column.

5-14
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SOLUTIONS FOR DO IT! REVIEW EXERCISES

DO IT! 51
Oct. 5  INventory ... e e 5,000
Accounts Payable ..........ccccoimiiiiiiiiincn s
(To record goods purchased on account)
Oct. 8 Accounts Payable.........cccccoormrmciiiircir e, 650
INVENLOrY ...
(To record return of defective goods)
DO IT! 5-2
Oct. 5 Accounts Receivable ........ccooemiieiiieiiieciie e 5,000
Sales Revenue.........ooiieciiiriccceer e e
(To record credit sales)
Cost of Goods Sold.........ccoeeiiiniiimciierrre e 3,100
INVENtOry ...
(To record cost of goods sold on account)
Oct. 8 Sales Returns and Allowances .........cccccoerveennnnnes 650
Accounts Receivable ..........cccoirieiiiiciie s
(To record credit granted for receipt
of returned goods)
INVENtOry ... s 100

Cost of Goods Sold .......cccceiriieciiiircceeee e,
(To record fair value of goods returned)

5,000

650

5,000

3,100

650

100
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DO IT! 5-3

Dec. 31 Sales Revenue ........cccciieiieiieiieiises sesensesssasnasennenes 156,000
Interest Revenue .........cccoieciieiiiiiiieis e e eenenas 5,000
Income Summary.......ccccceiiimmmeeeccsreer e eeeenes 161,000

(To close accounts with credit balances)

Income Summary........cccceeeeiiiireeemsn e 127,800
Cost of Goods Sold ... e, 92,400
Sales Returns and Allowances.............cceeuueee. 4,000
Sales DIiScCouNntsS ......ccoceiieeiiimiirirrcre e e e 3,000
Freight-Out..........coooeir e, 1,500
Utilities EXpense.....cccooveirieiireece v e, 7,400
Salaries and Wages Expense............ccceveeennee. 19,500

(To close accounts with debit balances)

5-16
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DO IT! 5-4

Account
Accounts Payable

Accounts Receivable
Accumulated Depreciation—

Buildings
Cash

Casualty Loss from
Vandalism

Cost of Goods Sold

Depreciation Expense

Equipment

Freight-Out
Insurance Expense
Interest Payable
Inventory

Land

Notes Payable
(due in 5 years)
Owner’s Capital

Owner’s Drawings

Property Taxes Payable

Salaries and Wages
Expense

Salaries and Wages Payable

Sales Returns and
Allowances

Sales Revenue

Unearned Rent Revenue

Utilities Expense

Financial Statement

Classification

Balance sheet
Balance sheet
Balance sheet

Balance sheet
Income statement

Income statement
Income statement
Balance sheet

Income statement
Income statement
Balance sheet
Balance sheet
Balance sheet

Balance sheet

Owner’s equity
statement

Owner’s equity
statement

Balance sheet

Income statement
Balance sheet
Income statement

Income statement
Balance sheet
Income statement

Current liabilities
Current assets
Property, plant, and
equipment
Current assets

Other expenses and
losses

Cost of goods sold
Operating expenses
Property, plant, and
equipment
Operating expenses
Operating expenses
Current liabilities
Current assets
Property, plant, and
equipment
Long-term liabilities

Beginning balance
Deduction section

Current liabilities

Operating expenses
Current liabilities
Sales revenues

Sales revenues
Current liability
Operating expenses
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SOLUTIONS TO EXERCISES

EXERCISE 5-1

1.

-l

True.

False. For a merchandiser, sales less cost of goods sold is called
gross profit.

True.
True.

False. The operating cycle of a merchandiser differs from that of a
service company. The operating cycle of a merchandiser is ordinarily
longer.

False. In a periodic inventory system, no detailed inventory records of
goods on hand are maintained.

True.

False. A perpetual inventory system provides better control over inven-
tories than a periodic system.

EXERCISE 5-2

(@) (1) April 5 Inventory.......ccocooiiiiiieciiimrecircceeeeenns 23,000
Accounts Payable.................... 23,000
(2) April 6 Inventory........ccoomeeceiiiirreee e 900
Cash.....cooeeiiiir e 900
(3) April 7 Equipment...........eeeiiiimiiiiiirree e, 26,000
Accounts Payable.................... 26,000
(4) April 8 Accounts Payable .........cccccccceeennneen 3,000
Inventory ......cceiimiiiiirr, 3,000
(5) April15 Accounts Payable ............ccccauunnneeee. 20,000
($23,000 — $3,000)
Inventory
[($23,000 — $3,000) X 2%]..... 400
Cash ($20,000 - $400).............. 19,600
(b) May 4 Accounts Payable.........cccccceiimienciiiiiennneee. 20,000
Cash.....cooe s 20,000
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EXERCISE 5-3

Sept. 6 Inventory (80 X $20).......cccccererimiiiiiiirrieees e 1,600
CaSh i 1,600

9 INVENtOrY .. 80
Cash.....cooi 80

10 Accounts Payable........c.ccoomvreeiiiiieciiiin e, 63
INVeNtory ... e 63

12 Accounts Receivable (26 X $31) ......cccccceeueeee. 806
Sales Revenue..........ccccmmveeciiniinneseennnes 806

Cost of Goods Sold (26 X $21)........cccceeveeenne. 546
INVeNtory ... e 546

14 Sales Returns and Allowances..................... 31
Accounts Receivable..............ccoveennnnnneee. 31

INVENtOry ... e 21
Cost of Goods Sold.........ccciiiiimrinnnnnnnn. 21

20 Accounts Receivable (30 X $32) ..........ec.... 960
Sales Revenue..........ccccovmieeciiniinnnseennes 960

Cost of Goods Sold (30 X $21)..........ccceunnee. 630
Inventory...... i 630

EXERCISE 5-4

(@) June 10 Inventory......coccceiiiirmeeeecssr e e 8,000
Accounts Payable............ccccuunnnneee. 8,000

11 Inventory ... e 400
Cash......coo s 400

12 Accounts Payable...........cooeciiiiiencciinnanns 300
Inventory.......ccooiiciiiieccrr e 300

19 Accounts Payable ($8,000 — $300)......... 7,700

Inventory

($7,700 X 2%) .eeeerreerrreeccnnneeneeenns 154
Cash ($7,700 — $154)........ccccccee....... 7,546
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EXERCISE 5-4 (Continued)

(b) June 10 Accounts Receivable..........cccceeevrvennnnnnns 8,000
Sales Revenue..........cceeeeirenirenrennnns 8,000
Cost of Goods Sold .........cccoeevrmeiienireee. 4,800
Inventory.......cccciiiiiciiirr e, 4,800
12 Sales Returns and Allowances............. 300
Accounts Receivable..................... 300
Inventory ... e 70
Cost of Goods Sold...........cceeuvrenenen 70
19 Cash ($7,700 — $154)........ccccevvrrrrrrrrrrnnes 7,546
Sales Discounts ($7,700 X 2%) ............. 154
Accounts Receivable
($8,000 — $300)...cccuuueeeecccirrrrennn. 7,700

EXERCISE 5-5

(@) 1. Dec. 3 Accounts Receivable...................... 570,000
Sales Revenue........cc.ccevevvenneee. 570,000
Cost of Goods Sold...........cceemrrenneee. 350,000
Inventory ......cccoomieiiiiineiiinnnanss 350,000
2. Dec. 8 Sales Returns and Allowances ...... 20,000
Accounts Receivable .............. 20,000
3. Dec.13 Cash ($550,000 — $11,000).............. 539,000
Sales Discounts
[($570,000 — $20,000) X 2%]........ 11,000
Accounts Receivable
($570,000 — $20,000) ............ 550,000
(B) Cash.... e 550,000
Accounts Receivable
($570,000 — $20,000)...........cccenmmmmmmmnnnnnnnee s 550,000
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EXERCISE 5-6

(a) TSIA COMPANY
Income Statement (Partial)
For the Year Ended October 31, 2014

Sales revenues

SaleS reVENUE........cvevireiienireirenee renssrnssrensens $820,000
Less: Sales returns and allowances........... $25,000

Sales discounts.........cccoeecireeiireinrenens 13,000 38,000
Net sales ... e $782.000

Note: Freight-out is a selling expense.

(b) (1) Oct. 31 Sales Revenue .........cccccceeiveennnnnns 820,000
Income Summatry ................. 820,000
(2) 31 Income Summary......ccccccevrmeenninns 38,000
Sales Returns and
Allowances .......c.ccceeueennee. 25,000
Sales Discounts.................... 13,000

EXERCISE 5-7

(@) Cost of Goods Sold .......cc.comrimciiiiicre e 1,100
INnventory.......oiieccrrc s 1,100

(b) Sales Revenue........ooeeiiiiiirreeccr e 115,000
Income Summary ........ccccceiiiirciiirrcer s 115,000

Income Summary........ccceeeceiiiirmeeecer e 93,000
Cost of Goods Sold ($60,000 + $1,100)........ 61,100
Operating EXpenses .........ccccveeencirvereneenneenes 29,000
Sales Returns and Allowances ..........c......... 1,700
Sales Discounts .........ccoeiieiireiieiien e se e 1,200

Income Summary ($115,000 — $93,000)................ 22,000
Owner’s Capital......c..cceeeireeciircciree s 22,000
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EXERCISE 5-8

(@) Cost of Goods Sold .........ccovirmmrmmccirrerree e 600
INVENtOry ... e 600

(b) Sales Revenue ........cccccceiiiireciiiree e 380,000
Income Summary ........cccceeeeeiinirreeee e 380,000

Income Summary........ccccoiiieciiimrcir e e 335,600
Cost of Goods Sold ($218,000 + $600)......... 218,600
Freight-Out...........oo e 7,000
Insurance ExXpense........ccccoorreiireeciieecen senenen, 12,000
Rent EXpense ... e e 20,000
Salaries and Wages Expense.........ccccceunnee. 55,000
Sales Discounts........cccccevveiimiiriinirn s e 10,000
Sales Returns and Allowances..................... 13,000

Income Summary ($380,000 — $335,600) ............. 44,400
Owner’s Capital ........cccovveniirieiiirceie e 44,400

EXERCISE 5-9

(a) FURLOW COMPANY
Income Statement
For the Month Ended March 31, 2014

Sales revenues

SaleS reVENUE........coieeeiiireeeiireeeas s resnaaerennas $380,000
Less: Sales returns and allowances.............. $13,000
Sales discounts ........cccccceeiiiiirreeencennenns 8,000 21,000
Net sales ... e e 359,000
Cost of goods sold ..........coeeeeeiiiiiireeecr e 212,000
Gross profit........cccoveeeciiiirrr e 147,000
Operating expenses
Salaries and wages expense......cccccccoeverreennnnns 58,000
Rent expense.......cccoimiciiiircci s 32,000
Freight-out...........oooeeiiir e, 7,000
INSUrance eXPense.........ccccceevrrrrmnnirrnnns sssssennnns 6,000
Total operating expenses.........c........... 103,000
Net income.......ooceiiiiiii e $ 44,000

(b) Gross profit rate = $147,000 + $359,000 = 40.95%.
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EXERCISE 5-10

(a)

(b)

LEMERE COMPANY
Income Statement
For the Year Ended December 31, 2014
Net sales.......cccciiimiiiieciiic e e $2,200,000
Cost of goods sold ..........cccovrrrremnnnnnnn. 1,289,000
Gross profit.......cccceeieiiriciirce e 911,000
Operating expenses ..........cccceeeemnnnnnnns 725,000
Income from operations..................... 186,000
Other revenues and gains
Interest revenue .......cccoeevevenirennnee $28,000
Other expenses and losses
Interest expense.......ccccccuuunnnnnnn. $70,000
Loss on disposal of plant
assets.....ccooiiiiciiir e e 17,000 87,000 59,000
Netincome ... e $ 127.000
LEMERE COMPANY
Income Statement
For the Year Ended December 31, 2014
Revenues
Net Sales .....cooveeeiiiiieeniiireeie e e reenaes $2,200,000
Interest revenue ..., 28,000
Total revenues .......coccceveiveniieiennns 2,228,000
Expenses
Cost of goods sold..............cerveaanneeenn. $1,289,000
Operating expenses.........cccccevvreennnnenes 725,000
Interest expense......cccceeereeirreeireenns 70,000
Loss on disposal of plant assets....... 17,000
Total expenses.......cccccervenirrennnnen. 2,101,000
Netincome ... e, $ 127.000

Copyright © 2013 John Wiley & Sons, Inc.  Weygandt, Accounting Principles, 11/e, Solutions Manual  (For Instructor Use Only) 5-23



EXERCISE 5-11

1.

Sales Returns and AlloWwanCes ........ccevveierererecreirencreneens 195
SaleS REOVENUE.....cueeeiiiivieiriecrie crere s e s e rn e rnneas 195
ST o] o] 1= 180
0= 1= o 180
Accounts Payable ..., 180
INVENEOrY ... 180
SalesS DiSCOUNES .....cuieiieiiieiiireieriirre e rarerasenrasenraenransnranss 215
SaleS REOVENUE .....c.eeeieeeeieereecere s ree e s e s e sm e enneas 215
INVENEOTY ... s e e e 20
(0= =7 o 180
Freight-out ... e e . 200

EXERCISE 5-12

(a)
(b)

(c)
(d)

(e)

$900,000 — $522,000 = $378,000.

$378,000/$900,000 = 42%. The gross profit rate is generally considered to
be more useful than the gross profit amount. The rate expresses a more
meaningful (qualitative) relationship between net sales and gross profit.
The gross profit rate tells how many cents of each sales dollar go to
gross profit. The trend of the gross profit rate is closely watched by
financial statement users, and is compared with rates of competitors
and with industry averages. Such comparisons provide information about
the effectiveness of a company’s purchasing function and the soundness
of its pricing policies.

Income from operations is $153,000 ($378,000 — $225,000), and net income
is $142,000 ($153,000 — $11,000).

The amount shown for net income is the same in a multiple-step income
statement and a single-step income statement. Both income statements
report the same revenues and expenses, but in different order. Therefore,
net income in Cruz’s single-step income statement is also $142,000.

Inventory is reported as a current asset immediately below accounts
receivable.
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EXERCISE 5-13

(a) (*missing amount)

- TR Y- Y (=X (= 077=] 4 10 - $ 90,000
*Sales returns ... e (3,000)

Net sales ... e e e $ 87,000

b. Netsales ... e $ 87,000
Cost of goods sold........ccorvrmciiiirciiire e (56,000)
*Gross Profit ..o e $ 31,000

C. Gross Profit......cccccceviriiiiiiiiiiiieecerereereeee e e $ 31,000
Operating eXpenses .........cccccceeirreeciirreesssssssereesssseennnes (15,000)

*Net income...... i e e e $ 16,000

d.  *SaleS rEVENUE....c...oireeeriireeeiireeaas e renassrrensssasrennssas $107,000
Sales returns .........ccoviiiieeeeccrr e e (5,000)

Net sales ... e e e $102,000

e. Net Sales ... e s $102,000
*Cost of goods sold.........ccooiiimciiiiicii e 60,500
Gross Profit........cccoereeciiiciir e $ 41,500

f. Gross Profit......ccccceeeeeieieeeemen e e eeee s $ 41,500
*Operating eXPeNSEeS.....ccuuciirremnirrrrmssssrnnnensssssrsnnsssennns 26,500
Netincome......... e e $ 15,000

(b) May Company
Gross profit + Net sales = $31,000 + $87,000 = 35.6%

Reed Company
Gross profit + Net sales = $41,500 + $102,000 = 40.7%
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EXERCISE 5-14
(*Missing amount)

(@) Sales revenue.........ccocceeiiirieeciiiree s
Sales returns and allowances ......c.cccceeveeemienrenenee.
[\ L= AT 1 ==

(b) Netsales.....ccoieeeciiiiirrr e e
Cost of goods sold.........ccomveciiimieciiiire e,
Gross profit ... s

(c) and (d)
Gross profit ... s
Operating eXpenses........ccccceuerrrrrrrrmmsssssssssssreenns
Income from operations (C) .....ccccccevrrreniiiirreniiene .
Other expenses and losses.......ccccooeeciiieiiieeninnenns
Net income (d) ......cooommremeciiiiirrr e

(e) Sales revenue.........ccoceeiiireeeciiiire s
Sales returns and allowances .....cc.cccceevevmvenemnenee.
[\ L= AT 1 ==

(F) NetsaleS .. e e
Cost of goods sold.........ccomveciiimieciiiire e,
Gross profit ... s

(9) and (h)
Gross profit ... s

Operating expenses (g) ...ccceeeeerrrrrrrrmmmsssssrrreasseenns
Income from operations (h)......cccccovrireciiirieninnne .
Other expenses and losses.......cccccoeeciiieiireeninnenne
Netincome.........o e

(i) Sales revenue.........coeceiiireciiirre e
Sales returns and allowances ......c.cccceevecrmierenenee.
[\ L= AT 1 ==

(j) Netsales.....mireecciirirrrrc e e
Cost of goods sold.........ccooveciiiiieciiiire e,
Gross profit ... s

$ 90,000

4,000*

$ 86,000

$ 86,000
56,000

$ 30,000

$ 30,000
15,000
$ 15,000*

4,000

$ 11,000*
$100,000*

5,000

$ 95,000
$ 95,000

57,000*

$ 38,000

$ 38,000
20,000*
$ 18,000*

7,000

$ 11,000

$122,000
12,000

$110,000*

$110,000
86,000*

$ 24,000

5-26 Copyright © 2013 John Wiley & Sons, Inc.  Weygandt, Accounting Principles, 11/e, Solutions Manual

(For Instructor Use Only)



EXERCISE 5-14 (Continued)

(k) and (1)
Gross Profit .......ccccovvviriiririninreeee e $24,000
Operating eXpenses.......ccccccvveeciiirrenisinee senmsssenennns 18,000
Income from operations (K)......cccceeeeevirrmrreencinnen. $ 6,000%
Other expenses and losses (I) ....ccccovrvreniiirreannnns 1,000*
Netincome ... e $ 5.000

*EXERCISE 5-15

Adjusted Income Balance
Accounts Trial Balance Statement Sheet
Debit Credit Debit Credit Debit Credit
Cash 11,000 11,000
Inventory 76,000 76,000
Sales Revenue 480,000 480,000
Sales Returns and Allowances 10,000 10,000
Sales Discounts 9,000 9,000
Cost of Goods Sold 300,000 300,000
*EXERCISE 5-16
MARQUEZ COMPANY
Worksheet
For the Month Ended June 30, 2014
Adj. Trial Income
Account Titles Trial Balance Adjustments Balance Statement Balance Sheet
Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.

Cash 1,920 1,920 1,920
Accounts Receivable 2,440 2,440 2,440
Inventory 11,640 11,640 11,640
Accounts Payable 1,120 1,500 2,620 2,620
Owner’s Capital 3,500 3,500 3,500
Sales Revenue 42,500 42,500 42,500
Cost of Goods Sold 20,560 20,560 20,560
Operating Expenses 10,560 1,500 12,060 12,060

Totals 47,120 47,120 1,500 1,500 48,620 48,620 32,620 42,500 16,000 6,120
Net Income 9,880 9,880

Totals 42,500 42,500 16,000 16,000
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*EXERCISE 5-17

Inventory, September 1, 2013........................
Purchases ...t e ee e
Less: Purchase returns and allowances.....
Net Purchases ... e
Add: Freight-in.......cccoomimiiiiiicii s
Cost of goods purchased .............cccccauunnnneee.
Cost of goods available for sale...................
Inventory, August 31,2014 ............ccoeenernneee.

Cost of goods sold.........ccceeirrimnnnnneeee.

*EXERCISE 5-18

(@) Salesrevenue........ccocceeeiirieeiiiieeencennn.
Less: Sales returns and allowances ....
Sales discounts...........cceeevrennnee.

Net sales ... e

Cost of goods sold

Inventory, January 1.......................
Purchases ......cccooimciiiiiieeccere e
Less: Purch. rets. and alls. ...........
Purch. discounts.................

Net purchases.........cccceeiiimieniiinnenne
Add: Freight-in.........cccccceiimieiiinee.
Cost of goods available for sale....
Inventory, December 31 .................
Cost of goods sold ..................
Gross profit.......ccceeiveiiiciireceee e,

................ $17,200
................ $149,000
................ 2,000
................ 147,000
................ 5,000
................ 152,000
................ 169,200
................ 23,000

................ $146,200

$840,000

$ 10,000
5,000 _ 15,000
825,000

50,000
$509,000
2,000
6,000

501,000

4,000

555,000

60,000

495,000

$330,000

(b) Gross profit $330,000 — Operating expenses = Net income $130,000.

Operating expenses = $200,000.
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*EXERCISE 5-19

(a) $1,580
(b) $1,690
(c) $1,530
(d) $30
(e) $250
(f) $120

($1,620 — $40)
($1,580 + $110)
($1,840 — $310)
($1,060 — $1,030)
($1,280 — $1,030)
($1,350 — $1,230)

*EXERCISE 5-20

(@) 1. April 5
2. April 6

3. April 7

Equipment

(9) $6,500
(h) $1,730
(i) $8,940
() $6,200
(k) $2,500 ($43,590 — $41,090)
() $43,330 ($41,090 + $2,240)

($290 + $6,210)
($7,940 — $6,210)
($1,000 + $7,940)

25,000

.................................... 900

30,000

Accounts Payabile.....................

4. April 8

Accounts Payable ..........cccccorvannnnee.

2,800

Purchase Returns and
Allowances ......ccceevevvvvirnenens

5. April15

Accounts Payable
($25,000 — $2,800) ..........ccceeuunnnnen

22,200

Purchase Discounts
[($25,000 — $2,800) X 2%)].....
Cash ($22,200 - $444)...............

(b) May 4

Accounts Payable
($25,000 — $2,800) ..........ccccenunnnnnn

22,200

($49,530 — $43,330 from (1))

25,000

900

30,000

2,800

444
21,756

22,200
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*EXERCISE 5-21

(@) 1. April 5 Purchases.....ccccccooimmmmreecciiiineeieennns 19,000
Accounts Payable..................... 19,000

2. April 6 Freight-in.....cccoiimiiiiiiiiiie e, 800
Cash....eiircre e, 800

3. April 7 Equipment..........oeiiiiiiie e, 23,000
Accounts Payable..................... 23,000

4. April 8 Accounts Payable............ccccc......... 4,000

Purchase Returns and

Allowances .........cccceeenireniennnes 4,000

5. April15 Accounts Payable.............cccuuunnn.e. 15,000

($19,000 — $4,000)
Purchase Discounts

[($19,000 — $4,000) X 2%)] ..... 300
Cash ($15,000 — $300)............... 14,700
(b) May 4 Accounts Payable
($19,000 — $4,000)............ceeeeennnee. 15,000
Cash..iiecrer e s 15,000
*EXERCISE 5-22
Adjusted Income Balance
Accounts Trial Balance Statement Sheet
Debit Credit Debit Credit Debit Credit
Cash 9,000 9,000
Inventory 80,000 80,000 75,000 75,000
Purchases 240,000 240,000
Purchase Returns and
Allowances 30,000 30,000
Sales Revenue 450,000 450,000
Sales Returns and
Allowances 10,000 10,000
Sales Discounts 5,000 5,000
Rent Expense 42,000 42,000
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PROBLEM 5-1A

(@) June 1 Inventory...... i s 1,600
Accounts Payable ..........ccccooeunreennnnnee. 1,600

3 Accounts Receivable........cccoeerevreirrnirnnnnn. 2,500
Sales Revenue.........cccceveieeiieienren s 2,500

Cost of Goods Sold.........cooeuirmiirniieiireiren s 1,440
INVentory ... e 1,440

6 Accounts Payable........ccccoomimmiiiiiiciiiin s 100
Inventory ... e 100

9 Accounts Payable ($1,600 — $100)............. 1,500

Inventory

($1,500 X .02).....ccceeinnnnnnnnnnnnneee s 30
Cash .. 1,470

15 CaSh. e 2,500
Accounts Receivable ...........c.ccevevrenenee 2,500

17 Accounts Receivable.........ccccireiieiienirnnnnnn 1,800
Sales Revenue........cccovvecvimeiieerreenes ene 1,800

Cost of Goods Sold..........ccormnirreiirmirrece s 1,080
Inventory ... e 1,080

20 Inventory..... e s 1,500
Accounts Payable ..........ccccooennreennnneee. 1,500

S 0 T o 1,764

Sales Discounts ($1,800 X .02)...........cuue..e 36
Accounts Receivable ..........cccceveunneee. 1,800

26 Accounts Payable..........ceeciiimieciiinieieen, 1,500

Inventory

($1,500 X .02)...coeiiieeeeeeeeeee e 30
CasSh oo s 1,470
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PROBLEM 5-1A (Continued)

June 28 Accounts Receivable........coccvriiviiecireienn. 1,400
Sales Revenue........ccccoeveiieieeiienneennenes 1,400

Cost of Goods Sold.......coeieieieiieireireire e 850
INVeNntory ... e 850

30 Sales Returns and Allowances .................. 120
Accounts Receivable.......ccoevvermennens 120

INVeNtOry ... e e 72
Cost of Goods Sold.......ccecveveirmienrnnenne. 72
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PROBLEM 5-2A

(a)

General Journal J1
Date Account Titles and Explanation Ref. Debit Credit

May 1 Inventory ....ciiiimiciiiirre s 120 4,200
Accounts Payable .................... 201 4,200

2 Accounts Receivable.........cc..ceu....... 112 2,100
Sales Revenue.........cccccevveuvnneee. 401 2,100

Cost of Goods Sold .........c.ceeeereeneeee. 505 1,300
Inventory.......cccooiiiiiimicininne s 120 1,300

5 Accounts Payable..........cc.ccorvennnnnnnes 201 300
Inventory.......cccoomiiiiimiecininee s 120 300

9 Cash ($2,100 — $21)......cccceeiicccccnnnnes 101 2,079

Sales Discounts ($2,100 X 1%) ....... 414 21
Accounts Receivable............... 112 2,100

10 Accounts Payable ($4,200 — $300)...... 201 3,900
Inventory ($3,900 X 2%) ........... 120 78
Cash....ccoorirrcrrrre 101 3,822

11 SupplieS..ccoreeciiieiereceercerre e e 126 400
Cash....ccoorirrrccrrrrre 101 400

12  Inventory ... e, 120 1,400
Cash....ccoorirrrccrrrrre 101 1,400

15 Cash.crr e, 101 150
Inventory.......cccooiiiiiimicininee s 120 150

17  Inventory ... e, 120 1,300
Accounts Payable .................... 201 1,300

19 Inventory ... e, 120 130
Cash....ccoorirrrccrrrrre 101 130
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PROBLEM 5-2A (Continued)

General Journal J1
Date Account Titles and Explanation Ref. Debit Credit
May 24 Cash..iiiiiiccrree e 101 3,200
Sales Revenue .........cocceveireniennnen 401 3,200
Cost of Goods Sold........c..cceveeveennrene. 505 2,000
Inventory ..., 120 2,000
25 Inventory......cciiiciiiir e 120 620
Accounts Payable....................... 201 620
27 Accounts Payable ...........c.ceeenirneenn. 201 1,300
Inventory
($1,300 X 2%)...ceeeeerrnrnrnnnnnnnnns 120 26
Cash.....ccoiieeciirrcr s 101 1,274
29 Sales Returns and Allowances.......... 412 70
0 - 1= o T 101 70
Inventory.......coicciiiicr e 120 30
Cost of Goods Sold..................... 505 30
31 Accounts Receivable............ccoeuruue.ee. 112 1,000
Sales Revenue .........cccceeveirenirnnnes 401 1,000
Cost of Goods Sold.........c..ccevvmvrrennnene. 505 560
Inventory ..., 120 560
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PROBLEM 5-2A (Continued)

(b)

Cash No. 101
Date Explanation Ref. Debit Credit Balance
May 1 Balance v 5,000
9 J1 2,079 7,079

10 J1 3,822 3,257

11 J1 400 2,857

12 J1 1,400 1,457

15 J1 150 1,607

19 J1 130 1,477

24 J1 3,200 4,677

27 J1 1,274 3,403

29 J1 70 3,333
Accounts Receivable No. 112
Date Explanation Ref. Debit Credit Balance
May 2 J1 2,100 2,100
9 J1 2,100 0

31 J1 1,000 1,000
Inventory No. 120
Date Explanation Ref. Debit Credit Balance
May 1 J1 4,200 4,200
2 J1 1,300 2,900

5 J1 300 2,600

10 J1 78 2,522

12 J1 1,400 3,922

15 J1 150 3,772

17 J1 1,300 5,072

19 J1 130 5,202

24 J1 2,000 3,202

25 J1 620 3,822

27 J1 26 3,796

29 J1 30 3,826

31 J1 560 3,266
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PROBLEM 5-2A (Continued)

Supplies No. 126
Date Explanation Ref. Debit Credit Balance
May 11 J1 400 400
Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
May 1 J1 4,200 4,200
5 J1 300 3,900

10 J1 3,900 0

17 J1 1,300 1,300

25 J1 620 1,920

27 J1 1,300 620
Owner’s Capital No. 301
Date Explanation Ref. Debit Credit Balance
May 1 Balance v 5,000
Sales Revenue No. 401
Date Explanation Ref. Debit Credit Balance
May 2 J1 2,100 2,100
24 J1 3,200 5,300

31 J1 1,000 6,300

Sales Returns and Allowances No. 412
Date Explanation Ref. Debit Credit Balance
May 29 J1 70 70
Sales Discounts No. 414
Date Explanation Ref. Debit Credit Balance
May 9 J1 21 21
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PROBLEM 5-2A (Continued)

Cost of Goods Sold No. 505
Date Explanation Ref. Debit Credit Balance
May 2 J1 1,300 1,300
24 J1 2,000 3,300
29 J1 30 3,270
31 J1 560 3,830
(c) LATONA HARDWARE STORE

Income Statement (Partial)
For the Month Ended May 31, 2014

Sales revenues

SaleS rEVENUE.....ccueiiiieeiiirreereirerassesisrrenassrennans $6,300
Less: Sales returns and allowances................ $70

Sales discounts........c..ccooeeeiiiriicciiie e, 21 91

=3 A= 1 = 6,209

Cost of goods sold ........coeeciiiiirrieccrr s e 3,830

Gross profit......ccccceiiiimiieccr s $2,379

Copyright © 2013 John Wiley & Sons, Inc.  Weygandt, Accounting Principles, 11/e, Solutions Manual  (For Instructor Use Only) 5-37



PROBLEM 5-3A

(a) THE DELUXE STORE
Income Statement
For the Year Ended November 30, 2014

Sales revenues

Sales revenUEe .......cceveeireeiirenirensrenssnnes $700,000
Less: Sales returns & allowances ... 8.000
Net sales.....ccciimiiriimiiic e 692,000
Cost of goods sold..........ccoeeeeeciiirrrreennnns 507,000
Gross profit.......cccovveeiiiciiiec e, 185,000
Operating expenses
Salaries and wages expense...... $96,000
Rent expense ......cccceerveierennnnnee. 15,000
Sales commissions expense ..... 11,000
Depreciation expense................. 11,000
Utilities expense .....c.ccccceveeennneee. 8,500
Insurance expense .......c..ccceuunnee. 7,000
Freight-out..........ccoeciiiiiiiiinees 6,500
Property tax expense.................. 2,500
Total oper. expenses ........... 157,500
Income from operations............ccccuuunnneeee. 27,500
Other revenues and gains
Interest revenue........ccoceeieiiecienennens . 8,000
Other expenses and losses
Interest expense .......ccccevveiirieiirennnnne 6,400 1,600
Netincome..........oorir e, $ 29.100

5-38 Copyright © 2013 John Wiley & Sons, Inc.  Weygandt, Accounting Principles, 11/e, Solutions Manual  (For Instructor Use Only)



PROBLEM 5-3A (Continued)

THE DELUXE STORE
Owner’s Equity Statement
For the Year Ended November 30, 2014

Owner’s Capital, December 1, 2013 ... e $101,700
Add: NetinCome........coociiiicie i e e e e e 29,100

130,800
LeSS: Drawings.......cccccciiimmmmiimimminrssirrnas s s rs s s rsnas s s ssnmssans 10,000
Owner’s Capital, November 30, 2014 ............coorrmirriccere e $120,800

THE DELUXE STORE
Balance Sheet
November 30, 2014

Assets
Current assets
Cash...iiecrrrr s $ 26,000
Accounts receivable.............ccccuu...... 30,500
Inventory ... s 29,000
Prepaid insurance.........ccccceveeuerrennnnne 3,500
Total current assets.................. $ 89,000
Property, plant, and equipment
Equipment.........cccocevirriiiirrrnnnneeveneeeen $146,000
Less: Accumulated depreciation—
equipment........ccceereeiirreneee. 45,000
101,000
Total assets .......ceveeevieircniiennnne. $190,000
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PROBLEM 5-3A (Continued)

THE DELUXE STORE
Balance Sheet (Continued)
November 30, 2014

Liabilities and Owner’s Equity
Current liabilities

Accounts payable .........ccccccririmmmmme s $25,200
Sales commissions payable ............ccoeeeciiiiirnnencenes 4,500
Property taxes payable...........cceeiiiiiciiiini s 2,500
Total current liabilities ......cccccoevreeniiiiieeeiiiieeverenns $ 32,200
Long-term liabilities
Notes payable ... s 37,000
Total liabilities ......ccccvieiiiiiiir e s 69,200
Owner’s equity
Owner’s capital .......ccecoeviimimeeccir e e e 120,800
Total liabilities and owner’s equity ................... $190,000
(b) Nov.30 Depreciation Expense........ccccccevirvenniinnnes 11,000
Accumulated Depreciation—
Equipment ..., 11,000
Insurance Expense..........ccocceeeiiimmeniiiinnnas 7,000
Prepaid Insurance...........cccccevvennnneeee. 7,000
Property Tax Expense........cccccceiimrenniinnnees 2,500
Property Taxes Payabile.................... 2,500
Sales Commissions Expense.................. 4,500
Sales Commissions Payable............ 4,500
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PROBLEM 5-3A (Continued)

(c) Nov.30 Sales Revenue..........cccoreeeceiirrrrrennsenennns 700,000
Interest Revenue ..........ccoveiieeiieiieeiiennnes 8,000
Income Summary.........cccceceirveeninnns 708,000
30 Income Summary ......cccceceiimmeniiirrennnenn 678,900
Sales Returns and
Allowances.......ccccceveivveiieirenninnnens 8,000
Cost of Goods Sold ...........cceeeuenneee 507,000
Salaries and Wages Expense ........ 96,000
Depreciation Expense..................... 11,000
Freight-Out.........cocoimiiiiicee e 6,500
Sales Commissions Expense ........ 11,000
Insurance Expense.......ccccceeueirennnnns 7,000
Rent Expense.......cccooveeciiveniireeninnenns 15,000
Property Tax Expense.................... 2,500
Utilities Expense......ccccooveeireennnnneee. 8,500
Interest Expense......cccoeeeereeireennnns 6,400
30 Income Summary .........cccceeeeecrereereennnnnees 29,100
Owner’s Capital ......ccccoeeeeervencireennnns 29,100
30 Owner’s Capital ........ccovvmmmemmmccirrrreeeveens 10,000
Owner’s Drawings ......cccccccvvmvennnnnas 10,000
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PROBLEM 5-4A

(a)
General Journal J1
Date Account Titles and Explanation Ref. Debit Credit
Apr. 5 Inventory.......ciiiiiciiirrccr e 120 1,200
Accounts Payabile....................... 201 1,200
7  Inventory......ciiiiiccirirrer e 120 50
Cash.....coiiiicirrrcrr e 101 50
9 Accounts Payable ........cccccceerrrennnnnnee. 201 100
Inventory ..., 120 100
10 Accounts Receivable......................... 112 900
Sales Revenue..........ccceeeeeiireennen. 401 900
Cost of Goods Sold........cccccorvrmnnrnnee. 505 540
Inventory ..., 120 540
12  Inventory.......iciiirrccrr s 120 670
Accounts Payable....................... 201 670
14  Accounts Payable ($1,200 — $100) .... 201 1,100
Inventory
($1,100 X 2%)...cccemmerrrerrrnsennnns 120 22
O 11 o 1R 101 1,078
17 Accounts Payable ...........ccccceiiiveennnnnns 201 70
Inventory ..., 120 70
20 Accounts Receivable ......................... 112 610
Sales Revenue. ..........cccceuveerreeeee. 401 610
Cost of Goods Sold.......ccccccccevrrrrreene. 505 370
Inventory ..., 120 370
21 Accounts Payable ($670 — $70) ......... 201 600
Inventory
($600 X 1%)..ccccccnnmmerrerrrrnieinnns 120 6
O T o 1R 101 594
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PROBLEM 5-4A (Continued)

J1
Date Account Titles and Explanation Ref. Debit Credit
Apr. 27 Sales Returns and Allowances...... 412 20
Accounts Receivable.............. 112 20
30 Cashucirrrcceree e 101 900
Accounts Receivable.............. 112 900
(b)
Cash No. 101
Date Explanation Ref. Debit Credit Balance
Apr. 1 Balance v 1,800
7 J1 50 1,750
14 J1 1,078 672
21 J1 594 78
30 J1 900 978
Accounts Receivable No. 112
Date Explanation Ref. Debit Credit Balance
Apr. 10 J1 900 900
20 J1 610 1,510
27 J1 20 1,490
30 J1 900 590
Inventory No. 120
Date Explanation Ref. Debit Credit Balance
Apr. 1 Balance 4 2,500
5 J1 1,200 3,700
7 J1 50 3,750
9 J1 100 3,650
10 J1 540 3,110
12 J1 670 3,780
14 J1 22 3,758
17 J1 70 3,688
20 J1 370 3,318
21 J1 6 3,312
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PROBLEM 5-4A (Continued)

Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
Apr. 5 J1 1,200 1,200
9 J1 100 1,100

12 J1 670 1,770

14 J1 1,100 670

17 J1 70 600

21 J1 600 0
Owner’s Capital No. 301
Date Explanation Ref. Debit Credit Balance
Apr. 1 Balance v 4,300
Sales Revenue No. 401
Date Explanation Ref. Debit Credit Balance
Apr. 10 J1 900 900
20 J1 610 1,510
Sales Returns and Allowances No. 412
Date Explanation Ref. Debit Credit Balance
Apr. 27 J1 20 20
Cost of Goods Sold No. 505
Date Explanation Ref. Debit Credit Balance
Apr. 10 J1 540 540
20 J1 370 910
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PROBLEM 5-4A (Continued)

(c) ADAM’S DISCORAMA
Trial Balance
April 30, 2014

Debit Credit

(0= 1] o TP $ 978
Accounts Receivable...........ccoeeuiieiiiiiiciie e, 590
INVENLOTY ... e e e 3,312
Owner’s Capital ........ccceeeeeeeeemmmenc e $4,300
Sales ReVenUE ........coieciviimiieei i e rsa e e e e 1,510
Sales Returns and Allowances.........ccccoveeveeiennnee. 20
Cost of Goods Sold..........cciimiirniircrrr e 910

$5,810 $5,810
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(@)

VALDEZ FASHION CENTER

Worksheet
For the Year Ended November 30, 20
Adjust
Account Titles Trial Balance Adjustments Trial Bal
Dr. Cr. Dr. Cr. Dr.
Cash 8,700 8,700
Accounts Receivable 30,700 30,700
Inventory 44,700 (d) 300 44,400
Supplies 6,200 (a) 4,200 2,000
Equipment 133,000 133,000
Accum. Depreciation—
Equipment 28,000 (b) 11,500
Notes Payable 51,000
Accounts Payable 48,500
Owner’s Capital 90,000
Owner’s Drawings 12,000 12,000
Sales Revenue 755,200
Sales Returns and
Allowances 8,800 8,800
Cost of Goods Sold 497,400 300 497,700
Salaries and Wages
Expense 140,000 140,000
Advertising Expense 24,400 24,400
Utilities Expense 14,000 14,000
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*PROBLEM 5-5A (Continued)

(b) VALDEZ FASHION CENTER
Income Statement
For the Year Ended November 30, 2014

Sales revenues

Sales revenue. ........cccoeieeiiieeciieeeinie e eenanns $755,200
Less: Sales returns and
allowances.........cccoviimmmeeeciininnnn e 8.800
Net sales ..o e 746,400
Cost of goods sold.........cccceiimimciiirieciie e, 497,700
Gross profit........ccceeeeciiiiiirr e 248,700
Operating expenses
Salaries and wages expense .............. $140,000
Advertising expense.........ccccccoirreuniinnns 24,400
Rent expense .......ccovveeciiicciieecnreevennne 24,000
Freight-out .........c.ooimimi e, 16,700
Utilities expense .......cccovreeeiriecireeninnenne 14,000
Maintenance and repairs expense...... 12,100
Depreciation expense ..........cccceeeiireees 11,500
Supplies expense .......cccccevreecirrenerennnn. 4,200
Total operating expenses............. 246,900
Income from operations........c.ccoeeeireniiiienceneenee. 1,800
Other expenses and losses
Interest eXpense......c.cooecevreecirrece e ceeeenans 4,000
Net 0SS ...t e e $ (2,200)
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*PROBLEM 5-5A (Continued)

VALDEZ FASHION CENTER
Owner’s Equity Statement
For the Year Ended November 30, 2014

Owner’s Capital, December 1, 2013 ...........ccceunnnneee. $90,000

Less: NetloSS ... e s e e e $ 2,200
Drawings....ccccceiimmmeiiimreciirre rresss s s s e 12,000 14,200

Owner’s Capital, November 30, 2014 ........................ $ 75,800

VALDEZ FASHION CENTER
Balance Sheet
November 30, 2014

Assets
Current assets
(0 1= ¢ TR $ 8,700
Accounts receivable...........cc.ceeeueeee. 30,700
Inventory ... 44,400
ST 0] o o] [T 2,000
Total current assets ................. $ 85,800
Property, plant, and equipment
Equipment.........cooeeemmeiciirrereer e $133,000
Accumulated depreciation—
equipment.........c.cooiiiininrninns 39,500 93,500
Total assets ......ccccvvveirrenirecnnnns $179,300
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*PROBLEM 5-5A (Continued)

VALDEZ FASHION CENTER
Balance Sheet (Continued)
November 30, 2014

Liabilities and Owner’s Equity
Current liabilities

Notes payable (due next year) .........cceeeeiirrenncirnnenn. . $20,000
Accounts payable..........cccccceiiiiiii s 48,500
Interest payable ..., 4,000
Total current liabilities.........cccceeeerreeniiirrennne s, $ 72,500
Long-term liabilities
Notes payable ........ooiiii s 31,000
Total liabilities .......cccoviieiieiiecr e 103,500
Owner’s equity
Owner’s capital ..........ccceeeeeciiiiiiere e 75,800
Total liabilities and owner’s equity .................. $179,300
(c) Nov.30 Supplies Expense......ccccccoimmrmiirimmenciinnnns 4,200
117 ] o] [1=1- 4,200
30 Depreciation Expense........ccccceeveniereennnnee. 11,500
Accumulated Depreciation—
Equipment........ccooiiiiie e 11,500
30 Interest Expense .......cccccciiimimiiiinneninninnnas 4,000
Interest Payable............ccccecvrennneeeeee 4,000
30 Costof Goods Sold.......ccccccceiirrmmremnnnnnnns 300
Inventory ... s 300
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*PROBLEM 5-5A (Continued)

(d) Nov.30 Sales Revenue.......ccccooovriimnciiiieenceeinnns 755,200
Income Summary.......cc.ccoeveeniernen. 755,200
30 Income Summary ......ccccceeevrrrmmmmnnnsnneens 757,400
Sales Returns and
Allowances.........cccceveeiieieniiennens 8,800
Cost of Goods Sold ...................... 497,700
Salaries and Wages Expense....... 140,000
Advertising Expense .................... 24,400
Utilities Expense........ccccevveeireennnns 14,000
Maintenance and Repairs
EXpense.....cccccovviireeiireecenenennn, 12,100
Freight-Out..........ccooimmmrrceeeeeee 16,700
Rent Expense......ccccceevveeervennereenn. 24,000
Supplies Expense.....ccccccceeereennnnee. 4,200
Depreciation Expense .................. 11,500
Interest Expense.......cccecerveueirennnnns 4,000
30 Owner’s Capital .......cccceeeeeeiirrrrrcennnnnanns 2,200
Income Summary.......cc.ccoeveeniirnen. 2,200
30 Owner’s Capital .......cccceeeeeeiirrrrrcennnnnanns 12,000
Owner’s Drawings..........cccceceieeeeens 12,000
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*PROBLEM 5-5A (Continued)

(e) VALDEZ FASHION CENTER
Post-Closing Trial Balance
November 30, 2014

Debit Credit
Cash ... ——————— $ 8,700
Accounts Receivable...........c.coeeiieiieniieienennee, 30,700
INVENLOrY ... e 44,400
ST ] o] 1= 2,000
Equipment.........o o 133,000
Accumulated Depreciation—Equipment....... $ 39,500
Notes Payable.........coiiiiiiire e 51,000
Accounts Payable.........ccccoooveiiiiieccin e, 48,500
Interest Payable........c.ccoovveciiiiieciiie e, 4,000
Owner’s Capital ..........ccoemveeeecciirrrreee eeeeeenne 75,800

$218,800 $218,800
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*PROBLEM 5-6A

DAYTON DEPARTMENT STORE
Income Statement (Partial)
For the Year Ended November 30, 2014

Sales revenues
Sales revenue .......cccceeeerreennnnnns $1,000,000
Less: Sales returns and
allowances. ........cccceveunnee. 20,000
Net sales........coeviimiiriiiiieeiiee s 980,000
Cost of goods sold
Inventory, Dec. 1, 2013 ............. $ 40,000
Purchases ......cccccevreeiremirenniennns $585,000
Less: Purchase returns
and allowances. ............. $2,700
Purchase discounts...... 6,300 9,000
Net purchases.......cccceeuvrrennnnee. 576,000
Add: Freight-in..........ccccceunnnn.... 7,500
Cost of goods purchased......... 583,500
Cost of goods available
for sale.....cocccvreivrniinnnennns 623,500
Inventory, Nov. 30, 2014........... 52,600
Cost of goods sold ....... 570,900
Gross profit......ccccerveeiriciirceeee e, $ 409,100
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(1 ()

(b)

(d)

(e)

(f)

(9)

(h)

(i)

(k)

(1)

*PROBLEM 5-7A

Cost of goods sold = Sales revenue — Gross profit
= $55,000 — $38,300 = $16,700

Net income = Gross profit — Operating expenses
= $38,300 — $34,900 = $3,400

Inventory = 2011 Inventory + Purchases — CGS
= $7,200 + $14,200 — $16,700 = $4,700

Cash payments to suppliers = 2011 Accounts payable +
Purchases — 2012 Accounts payable
= $3,200 + $14,200 — $3,600 = $13,800

Sales revenue = Cost of goods sold + Gross profit
= $13,800 + $35,200 = $49,000

Operating expenses = Gross profit — Net income
= $35,200 — $2,500 = $32,700

2012 Inventory + Purchases — 2013 Inventory = CGS
Purchases = CGS - 2012 Inventory + 2013 Inventory
= $13,800 — $4,700 [from (c)] + $8,100
= $17,200

Cash payments to suppliers = 2012 Accounts payable +
Purchases — 2013 Accounts Payable
= $3,600 + $17,200 [from (g)] — $2,500
= $18,300

Gross profit = Sales revenue — CGS
= $47,000 — $14,300 = $32,700

Net income = Gross profit — Operating expenses
= $32,700 [from (i)] — $28,600 = $4,100

2013 Inventory + Purchases — 2014 Inventory = CGS
Inventory = 2013 Inventory + Purchases — CGS
= $8,100 + $13,200 — $14,300 = $7,000

Accounts payable = 2013 Accounts payable +
Purchases — Cash payments
= $2,500 + $13,200 — $13,600 = $2,100
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*PROBLEM 5-7A (Continued)

(2)

A decline in sales does not necessarily mean that profitability declined.
Profitability is affected by sales revenue, cost of goods sold, and
operating expenses. If cost of goods sold or operating expenses
decline more than sales revenue, profitability can increase even when
sales decline. In this particular case, the sales revenue decline was
offset by cost savings to improve profitability. Therefore, profitability
increased for Alana, Inc. from 2012 to 2014.

2012 2013 2014
Gross profit rate  $38,300 + $55,000 $35,200 + $49,000 $32,700 + $47,000
= 69.6% =71.8% = 69.6%
Profit margin $3,400 + $55,000 $2,500 + $49,000 $4,100 + $47,000
=6.2% =5.1% =8.7%
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*PROBLEM 5-8A

(a)
General Journal
Date Account Titles and Explanation Debit Credit
Apr. 5 Purchases......iiiciiiiciircr e, 1,200
Accounts Payable.........cc.ccooveeiiiiiennnnnn. 1,200
7 Freight-In ..., 50
(022 =1 o 50
9 Accounts Payable........cccccovrirmiiiiiiecciin i, 100
Purchase Returns and Allowances..... 100
10 Accounts Receivable.......ccccoeivveirieireienrnnnn. 600
Sales ReVeNUEe .......oeeeimiiieeeeceeeeeneenaae 600
12 PUrChasesS......coiiieiiiiiiieiriecre crerer e s s rnneans 450
Accounts Payable.........cc.ccooveeiiiiiinnnnnn. 450
14 Accounts Payable ($1,200 — $100)............... 1,100
Purchase Discounts ($1,100 X 2%) ....... 22
Cash ($1,100 — $22) ..........ccceeeeeeeemnnneee. 1,078
17 Accounts Payable..........cccoceiimiieiiiiiiicins 50
Purchase Returns and Allowances....... 50
20 Accounts Receivable......cceeeveemieiiiiiiineeeens 600
Sales ReVeNUEe .......oeeevmiiieeeeceeeeeneennas 600
21 Accounts Payable ($450 — $50).................... 400
Purchase Discounts
($400 X 1%) weeeeeeeeeererrrreereeeeeeeeeees sanns 4
Cash ($400 — $4) ......eeerreereeeeceeeene 396
27 Sales Returns and Allowances ........ccccceu.... 35
Accounts Receivable .......cceeerenrnennnnnn. 35
B0 TR 0= 1= o T 600
Accounts Receivable .......cceeerenrnennnnnn. 600
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*PROBLEM 5-8A (Continued)

(b)

Cash Owner’s Capital
4/1 Bal. 3,000/ 4/7 50 4/1 Bal. 7,000
4/30 600 | 4/14 1,078 4/30 Bal. 7,000
4/21 396
4/30 Bal. 2,076 Sales Revenue
4/10 600
Accounts Receivable 4/20 600
4/10 600 4/27 35 4/30 Bal. 1,200
4/20 600 | 4/30 600
4/30 Bal. 565 Sales Returns and Allowances
4/27 35
Inventory 4/30 Bal. 35
4/1 Bal. 4,000
4/30 Bal. 4,000 Purchases
4/5 1,200
Accounts Payable 4/12 450
4/9 100 | 4/5 1,200 4/30 Bal. 1,650
4/14 1,100| 4/12 450
4/17 50 Freight-In
4/21 400 4/7 50
4/30 Bal. 0 4/30 Bal. 50
Purchase
Returns and Allowances
4/9 100
417 50
4/30 Bal. 150
Purchase Discounts
4/14 22
4/21 4

4/30 Bal. 26
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*PROBLEM 5-8A (Continued)

(c) KOKOTT PRO SHOP
Trial Balance
April 30, 2014

Debit Credit
(0= Y= ¢ $2,076
Accounts Receivable .........ccooveiimiiiecirciie e, 565
INVENLOrY ... e e e, 4,000
Owner’s Capital ......ccceeeeeeeeencrrrrirrrer e $7,000
Sales ReVeNUE.......ccicvveiieiieiirireirs e e e e e 1,200
Sales Returns and Allowances...........cccoveeivemnnen, 35
PUrchases......cccoiiiiiimiiii e s s e e e eean, 1,650
Purchase Returns and Allowances.................... 150
Purchase Discounts........ccooccviiimiicieniccereceenns 26
Freight-In..........oooei e, 50
$8,376 8,376
(d) KOKOTT PRO SHOP
Income Statement (Partial)
For the Month Ended April 30, 2014
Sales revenues
Sales revenue ......cccoooeeeeeiiirennninenes $1,200
Less: Sales returns and
allowances.......ccccovevrennnneen. 35
Net sales .....coorvimiiriieiircrcrr s 1,165
Cost of goods sold
Inventory, April 1......ccceeeiiiiiiiinnns $4,000
Purchases........cccccciiimeiiieeiiienncinnas $1,650
Less: Purchase returns
and allowances .................. $150
Purchase discounts........... 26 176
Net purchases.......ccccccoimmrmciiinnnnnnn. 1,474
Add: Freight-in.......cccccoovimiirnnnnnnn. 50
Cost of goods purchased............... 1,524
Cost of goods available
(0] =T | [ Y 5,524
Inventory, April 30 ......ccccoiiiiennnnnns 4,824
Cost of goods sold.................. 700
Gross profit.......ccoeeeeiiiiiicircr e $ 465
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SOLUTIONS TO PROBLEMS

PROBLEM 5-1B

(@) July 1 Inventory ... e 1,800
Accounts Payable..........ccccccoiimieniiinnennns 1,800

3 Accounts Receivable.........ccccceimiiieiieiiiniinnnnns 2,000
Sales Revenue.........ccoiecveeiieireiiennee snenns 2,000

Cost of Goods Sold ........ccoreiirmiimiiiiirn e s 1,200
Inventory......cccoiimiciirrc e s 1,200

9 Accounts Payable..........cooeeeiiiiieiiiire e, 1,800

Inventory

($1,800 X .02) ..cceeeeeeeeceee e 36
CasSh . 1,764

12  CaSh.. e s 1,980

Sales Discounts.......cccoeecvieiireinrcn e cr e e, 20
Accounts Receivable...........cceevvmvrenneee. 2,000

17 Accounts Receivable.........ccccceveieniieiiiniiennnns 1,800
Sales Revenue.........cccicveeiieireiiennee senen 1,800

Cost of Goods Sold ........ccoreiirmiimiiiiirnre e 1,080
Inventory......ccoiiiieciiirr e e 1,080

18 Inventory ... 1,900
Accounts Payable..........ccccccoiimieniiinnennns 1,900

INVENLOrY ..o e e 125
Cash .. 125

20 Accounts Payable.........ccceeeciimireiiiiie e, 300
Inventory......ccoiiiieciiirr e e 300

21  CasSh.ui 1,782

Sales Discounts.......cccoeevvieiirecricn e cr e, 18
Accounts Receivable........ccccooeuvreeennnee. 1,800
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PROBLEM 5-1B (Continued)

July 22 Accounts Receivable ..........ccorrreeiireniiennnn. 2,250
Sales Revenue .........ccooveiimveeiieieenre nnnes 2,250

Cost of Goods Sold........ccooeereniiimciieiiee s 1,350
INnventory......ccoicciiirccr e e 1,350

30 Accounts Payable..........cccccoimiimiiiiiiii s 1,600
CasSh. . 1,600

31 Sales Returns and Allowances..................... 200
Accounts Receivable...........ccoevervrennnnne. 200

INVENtOrY ... e e 120
Cost of Goods Sold .........ccceeveirrereennnee 120
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PROBLEM 5-2B

(a)

General Journal J1
Date Account Titles and Explanation Ref. Debit Credit

Apr. 2 Inventory......cccoiiicciiinicer e 120 6,900
Accounts Payable....................... 201 6,900

4 Accounts Receivable..........ccccoveunuue.e. 112 6,500
Sales Revenue .........cocceveireniennnen 401 6,500

Cost of Goods Sold...........cceeeeveennrene. 505 3,900
Inventory ..., 120 3,900

5 Freight-Out...........cooiiimriicciiere e 644 240
Cash.....coorii e, 101 240

6 Accounts Payable ........cccccccorrimnnnnnee. 201 500
Inventory ..., 120 500

11  Accounts Payable ($6,900 — $500)....... 201 6,400
Inventory ..., 120 64

($6,400 X 1%)

Cash.....coorirr e, 101 6,336

13 Cash.ir e, 101 6,435

Sales Discounts ($6,500 X 1%).......... 414 65
Accounts Receivabile.................. 112 6,500

14  Inventory.......cciiiiccrrec e, 120 3,800
Cash.....coorirr e, 101 3,800

16 Cash..ii e, 101 500
Inventory ..., 120 500

18  Inventory......cciiiiccirrcc e, 120 4,500
Accounts Payabile....................... 201 4,500

20 Inventory......icciirc e 120 100
Cash.....oorie e, 101 100
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PROBLEM 5-2B (Continued)

General Journal J1
Date Account Titles and Explanation Ref. Debit Credit

P2V o] g2 TR O T=3 o 101 7,400
Sales Revenue........ccccoeeevieiennneen 401 7,400

Cost of Goods Sold.........ccovvveireniennnee 505 4,120
Inventory .......cccoiiiiiiiiiniciinee s 120 4,120

26 Inventory.....ccicciiiircc e e 120 2,300
Cash .. 101 2,300

27 Accounts Payable..........cccccceiiiieennns 201 4,500
Inventory .......ccoiiiiiiiiiniiciee s 120 90

($4,500 X 2%)

Cash ... e 101 4,410

29 Sales Returns and Allowances ......... 412 90
Cash ... e 101 90

Inventory.......ciiii s 120 30
Cost of Goods Sold.................... 505 30

30 Accounts Receivable..........ccceeveunneene 112 3,700
Sales Revenue.........ccceeeevrmvennnnen 401 3,700

Cost of Goods Sold.........ccoevveireniennnes 505 2,800
Inventory .......ccooiiiiciiiiniciinee s 120 2,800
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PROBLEM 5-2B (Continued)

(b)

Cash No. 101
Date Explanation Ref. Debit Credit Balance
Apr. 1 Balance 4 9,000
5 J1 240 8,760

11 J1 6,336 2,424

13 J1 6,435 8,859

14 J1 3,800 5,059

16 J1 500 5,559

20 J1 100 5,459

23 J1 7,400 12,859

26 J1 2,300 10,559

27 J1 4,410 6,149

29 J1 90 6,059
Accounts Receivable No. 112
Date Explanation Ref. Debit Credit Balance
Apr. 4 J1 6,500 6,500
13 J1 6,500 0

30 J1 3,700 3,700
Inventory No. 120
Date Explanation Ref. Debit Credit Balance
Apr. 2 J1 6,900 6,900
4 J1 3,900 3,000

6 J1 500 2,500

11 J1 64 2,436

14 J1 3,800 6,236

16 J1 500 5,736

18 J1 4,500 10,236

20 J1 100 10,336

23 J1 4,120 6,216

26 J1 2,300 8,516

27 J1 90 8,426

29 J1 30 8,456

30 J1 2,800 5,656
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PROBLEM 5-2B (Continued)

Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
Apr. 2 J1 6,900 6,900
6 J1 500 6,400

11 J1 6,400 0

18 J1 4,500 4,500

27 J1 4,500 0
Owner’s Capital No. 301
Date Explanation Ref. Debit Credit Balance
Apr. 1 Balance v 9,000
Sales Revenue No. 401
Date Explanation Ref. Debit Credit Balance
Apr. 4 J1 6,500 6,500
23 J1 7,400 13,900

30 J1 3,700 17,600

Sales Returns and Allowances No. 412
Date Explanation Ref. Debit Credit Balance
Apr. 29 J1 90 90
Sales Discounts No. 414
Date Explanation Ref. Debit Credit Balance
Apr. 13 J1 65 65
Cost of Goods Sold No. 505
Date Explanation Ref. Debit Credit Balance
Apr. 4 J1 3,900 3,900
23 J1 4,120 8,020

29 J1 30 7,990

30 J1 2,800 10,790
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PROBLEM 5-2B (Continued)

Freight-Out No. 644
Date Explanation Ref. Debit Credit Balance
Apr. 5 J1 240 240
(c) ROSE DISTRIBUTING COMPANY

Income Statement (Partial)
For the Month Ended April 30, 2014

Sales revenues

SaleS reVENUE ......ccoeeeeiiirreiirrenie s e e reena e e enaaans $17,600
Less: Sales returns and allowances................ $90

Sales discounts.........ccovecvieeiirmirinnren s 65 155

Net Sales ... e e e 17,445

Cost of goods sold .........ccoeeeeciiiiimrrccr e 10,790

Gross profit........ccoveeeeeiiirre e $ 6,655
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PROBLEM 5-3B

(a) MACKEY DEPARTMENT STORE

For the Year Ended December 31, 2014

Income Statement

Sales revenues

Sales revenue........

Less: Sales returns and

$728,000

allowances..........cccceeeirreennnnnns 8.000
Netsales ....ccooevveiieciiiicrr e e 720,000
Cost of goods sold........ccccceoirieniiirrennnnnnn. 412,700
Gross profit........ccceeeeeiiiiiire s 307,300
Operating expenses
Salaries and wages expense .... $108,000
Depreciation expense................. 23,700
Sales commissions expense ..... 14,500
Utilities expense ......cccceveevveennnns 12,000
Insurance expense ........cccceveennnne 7,200
Property tax expense ................. 4,800
Total operating expenses.... 170,200
Income from operations...........ccccceecnn.e. 137,100
Other revenues and gains
Interest revenue...........coeeeveeieniinnnnnn. . 4,000
Other expenses and losses
Interest expense.....c..cceevreecirecnienene. 12,000 8,000
Net income........oeeciiiiiciiirrccr e $ 129,100
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PROBLEM 5-3B (Continued)

MACKEY DEPARTMENT STORE
Owner’s Equity Statement
For the Year Ended December 31, 2014

Owner’s Capital, January 1. $176,600
Add: Netincome......... i e s 129,100
305,700
LeSS: DrawingsS.....cccccivmuiiimmmesinirnnesmssssrsmsssssssmssssrsmssssss ssssnnses 28,000
Owner’s Capital, December 31 ... e $277,700
MACKEY DEPARTMENT STORE
Balance Sheet
December 31, 2014
Assets
Current assets
Cash...oceirecrrcr $ 23,800
Accounts receivable...........ccceceeniennenns 50,300
Inventory ... s 75,000
Prepaid insurance.......c...cccecervenevrennnnne 2,400
Total current assets ..........c......... $151,500
Property, plant, and equipment
[2ZUTT Lo [T Ve I $290,000
Less: Accumulated depreciation—
buildings ......ccccccevirreiiiireee, 52,500 237,500
Equipment.........ccoorimiir e, 110,000
Less: Accumulated depreciation—
equipment ......c.ccoeeiiiiiireeeen, 42,900 67,100 _304.600
Total assets ........eeeciirireniiineeen. . $456,100
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PROBLEM 5-3B (Continued)

MACKEY DEPARTMENT STORE
Balance Sheet (Continued)
December 31, 2014

Liabilities and Owner’s Equity
Current liabilities

Accounts payable.........cccccceiiiiiiiiiiiirnr $ 80,300
Mortgage payable (due next year).....cccccccevvvrrreennnnes 25,000
Interest payable ..., 9,000
Property taxes payable.........ccccoorvrmiiiiiicciiniiireenens 4,800
Sales commissions payable ..........ccccceeiiiiireeeennnees 4,300
Total current liabilities.........ccccccevirieiiiiiien e,
Long-term liabilities
Mortgage payable. .........ccoiiiiciiir s
Total liabilities ......c..coeeeerreeiie e,
Owner’s equity
Owner’s capital .........ccceeeeciiiiimrrc e
Total liabilities and owner’s equity ..................
(b) Dec.31 Depreciation Expense.........cccccceeinreennes 23,700
Accumulated Depreciation—
Buildings ..o,
Accumulated Depreciation—
Equipment ...,
31 Insurance Expense.......cccccoimmmmciiinrnnnnnnn, 7,200
Prepaid Insurance.........cccccoeuvrennneee.
31 Interest Expense.......cccocceciiimreeciiinnenn e, 9,000
Interest Payable ..........ccoeenvirrennnnennn.
31 Property Tax Expense........ccccceeiirmrnnnnnnnes 4,800
Property Taxes Payabile...................

$123,400

55,000
178,400

277,700
$456,100

10,400

13,300

7,200

9,000

4,800
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PROBLEM 5-3B (Continued)

31 Sales Commissions Expense ............... 4,300
Sales Commissions Payable......... 4,300

31 Utilities Expense.......cccccoiimmmeiiiirnencinnnn 1,000
Accounts Payable........................... 1,000

(c) Dec.31 Sales Revenue......cccccoeeiiiirrmremensnnercennns 728,000

Interest Revenue.........ccoeeevveiieiieniienneen 4,000
Income Summary.......ccccceeirvennienns 732,000

31 Income Summary......cccccovimmmniirirrennienes 602,900
Sales Returns and Allowances...... 8,000
Cost of Goods Sold..........c..ceureneee 412,700
Salaries and Wages Expense....... 108,000
Sales Commissions Expense....... 14,500
Property Tax Expense ........cc....... 4,800
Utilities Expense .....ccccooeevreennneeee. 12,000
Depreciation Expense................... 23,700
Insurance Expense ...........ccccnnnees 7,200
Interest Expense .......ccccevveeereennnns 12,000

31 Income Summary......ccccceeeeirrrrrremnnnnneens 129,100
Owner’s Capital.....c...ccceervenirennnnns 129,100

31 Owner’s, Capital.......ccccceeiriencirieen. 28,000
Owner’s Drawings......c...ccccceeiereens 28,000
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PROBLEM 5-4B

(a)

General Journal J1
Date Account Titles and Explanation Ref. Debit Credit

Apr. 4 Inventory......cccoiimiciiiireciiere e, 120 840
Accounts Payabile......................... 201 840

6 Inventory......ciiiiiciiir 120 40
Cash ..., 101 40

8 Accounts Receivable........ccoevuvreivnnenn, 112 1,150
Sales Revenue........ccoceeveiienirnnnnnn, 401 1,150

Cost of Goods Sold.......c..coorvenciirrrnnnnnn, 505 790
Inventory ... 120 790

10 Accounts Payable.........ccccoorriuiiiniennnnn, 201 40
Inventory ..., 120 40

11 Inventory.......ciiiicrrcr e, 120 420
Cash ... e, 101 420

13 Accounts Payable ($840 — $40)............ 201 800
Inventory ... 120 16

($800 X 2%)

L0 -3 ¢ Y 101 784

14  Inventory.......ciiiiicciirrcr e 120 900
Accounts Payabile......................... 201 900

15 Cash. e, 101 50
Inventory ... 120 50

17  Inventory...... e e, 120 30
L0 -7 ¢ Y 101 30

18 Accounts Receivable.........ccccccevrvennnnnn, 112 900
Sales Revenue.........ccceevreennnnnnee, 401 900

Cost of Goods Sold............ceeennrrreennenn, 505 540
Inventory ... 120 540
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PROBLEM 5-4B (Continued)

General Journal J1
Date Account Titles and Explanation Ref. Debit Credit

Apr.20 Cash ... e 101 600
Accounts Receivabile................... 112 600

21 Accounts Payabile.........c.cccovveueiiirnennnnn. 201 900
Inventory ($900 X 3%)....ccccvveeunnes 120 27
[0F- 17 o [ 101 873

27 Sales Returns and Allowances........... 412 40
Accounts Receivabile.................... 112 40

1G] 0 T 0= 1= o 101 710
Accounts Receivabile................... 112 710

(b)

Cash No. 101
Date Explanation Ref. Debit Credit Balance
Apr. 1 Balance 4 2,500
6 J1 40 2,460
11 J1 420 2,040
13 J1 784 1,256
15 J1 50 1,306
17 J1 30 1,276
20 J1 600 1,876
21 J1 873 1,003
30 J1 710 1,713
Accounts Receivable No. 112
Date Explanation Ref. Debit Credit Balance
Apr. 8 J1 1,150 1,150
18 J1 900 2,050
20 J1 600 1,450
27 J1 40 1,410
30 J1 710 700
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PROBLEM 5-4B (Continued)

Inventory No. 120
Date Explanation Ref. Debit Credit Balance
Apr. 1 Balance 4 1,700
4 J1 840 2,540

6 J1 40 2,580

8 J1 790 1,790

10 J1 40 1,750

11 J1 420 2,170

13 J1 16 2,154

14 J1 900 3,054

15 J1 50 3,004

17 J1 30 3,034

18 J1 540 2,494

21 J1 27 2,467
Accounts Payable No. 201
Date Explanation Ref. Debit Credit Balance
Apr. 4 J1 840 840
10 J1 40 800

13 J1 800 0

14 J1 900 900

21 J1 900 0
Owner’s Capital No. 301
Date Explanation Ref. Debit Credit Balance
Apr. 1 Balance v 4,200
Sales Revenue No. 401
Date Explanation Ref. Debit Credit Balance
Apr. 8 J1 1,150 1,150
18 J1 900 2,050
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PROBLEM 5-4B (Continued)

Sales Returns and Allowances No. 412
Date Explanation Ref. Debit Credit Balance
Apr. 27 J1 40 40
Cost of Goods Sold No. 505
Date Explanation Ref. Debit Credit Balance
Apr. 8 J1 790 790

18 J1 540 1,330
(c) DIAZ TENNIS SHOP

Trial Balance
April 30, 2014

Debit Credit

Cash ... ————— $1,713
Accounts Receivable .........cccormiiriiiiinii s, 700
INVENEOTrY ... e e . 2,467
Owner’s Capital ...........ccceeereeveeeeceee e $4,200
Sales ReVeNUE ........cciveiieiiiiiicirr s e rsa e s enans 2,050
Sales Returns and Allowances.........ccccceeeveeiennnen. 40
Cost of Goods Sold........ccoeeeiimiiimiircr e 1,330

$6,250 $6,250
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*PROBLEM 5-5B

ROSHEK DEPARTMENT STORE
Income Statement (Partial)
For the Year Ended December 31, 2014

Sales revenues

Sales revenue. ........ccceeeeereennrens $725,000
Less: Sales returns and
allowances.................... 11,000
Net sales .....cccceiviniiiiiiieieee e 714,000
Cost of goods sold
Inventory, January 1................ $ 40,500
Purchases.......c..cccceiieeniiiennnenns $447,000
Less: Purchase returns
and allowances ............ $ 6,400
Purchase discounts..... 12,000 18,400
Net purchases.........cccccereeunnneee. 428,600
Add: Freight-in........ccccooveennnnnns 5,600
Cost of goods purchased......... 434,200
Cost of goods available
for sale.....coovecvreiireirenee, 474,700
Inventory, December 31........... 65,000
Cost of goods sold ........... 409,700
Gross profit........ccceeeiiiiireeec e, $304,300
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*PROBLEM 5-6B

(a)

2012 2013 2014
Cost of goods sold:
Beginning inventory $ 13,000 $ 11,300 $ 14,700
Plus: Purchases 146,000 145,000 129,000
Cost of goods available 159,000 156,300 143,700
Less: Ending inventory (11,300) (14,700) (12,200)
Cost of goods sold $147,700 $141,600 $131,500
(b)

2012 2013 2014
Sales revenue $239,000 $237,000 $235,000
Less: CGS 147,700 141,600 131,500
Gross profit $ 91,300 $ 95.400 $103,500
(c)

2012 2013 2014
Beginning accounts payable $ 20,000 $ 31,000 $ 15,000
Plus: Purchases 146,000 145,000 129,000
Less: Payments to suppliers 135,000 161,000 127,000
Ending accounts payable $ 31,000 $ 15,000 $ 17,000
(d) Gross profit rate 138.2% 240.3% 344.0%

1$91,300 + 2$95,400 + 3$103,500 +
$239,000 $237,000 $235,000

No. Even though sales declined in 2014 from each of the two prior years,
the gross profit rate increased. This means that cost of goods sold
declined more than sales did, reflecting better purchasing power or control
of costs. Therefore, in spite of declining sales, profitability, as measured by
the gross profit rate, actually improved.
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*PROBLEM 5-7B

(a)
General Journal

Date Account Titles and Explanation Debit Credit

Apr. 4 Purchases......cccccociiiimiciiinnn s 740
Accounts Payable.........ccccccooirreniiiinnnnnen. 740

6 Freight-in.......oceiiiriiccc s 60
CaSh.. e ———— 60

8 Accounts Receivable .........ccooeeiieiiieiiiiineeennns 900
Sales Revenue .......ccooveiieeirrcnieenieesseeeennns 900

10 Accounts Payable .........ccccccovimieciiiireci e, 40
Purchase Returns and Allowances ........ 40

11 PUrchases......coiiiiiiicircrecr e s e 300
CasSh.. e - 300

13 Accounts Payable ($740 — $40) ..............c....... 700
Purchase Discounts ($700 X 3%)............ 21
CasSh.. e - 679

14 PUrchases......cccccoiimiiieiiiii s s e e 700
Accounts Payable...........ccccooirieniiiinnnnne. 700

g 1< T O T o . 50
Purchase Returns and Allowances ........ 50

17 Freight-In........oooeeiiir e 30
CaSh.. e ——— 30

18 Accounts Receivable .......ccccovivviieiiriieien e, 1,000
Sales Revenue ........cccvievieiieireiinen cenaenn, 1,000

4 0 - T3 o O . 500
Accounts Receivable..........cccceveevrenrennnee. 500

21 Accounts Payable ..........cccoiimimciiiiici s 700
Purchase Discounts ($700 X 2%)............ 14
CaSh.. e ——— 686
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*PROBLEM 5-7B (Continued)

Date Account Titles and Explanation Debit Credit
Apr. 27 Sales Returns and Allowances................... 25
Accounts Receivable..............ccevmvrennee. 25
RG] 0 R - T o 550
Accounts Receivable............ccceureuneeee. 550
(b)
Cash Accounts Payable
4/1 Bal. 2,500|4/6 60 4/10 40 |4/4 740
4/15 50|4/11 300 4/13 700 (4/14 700
4/20 500/ 4/13 679 4/21 700
4/30 550 | 4/17 30 4/30 Bal. 0
4/21 686
4/30 Bal. 1,845 Owner’s Capital
4/1 Bal. 4,200
Accounts Receivable 4/30 Bal. 4,200
4/8 900 4/20 500
4/18 1,000  4/27 25 Sales Revenue
4/30 550 4/8 900
4/30 Bal. 825 4/18 1,000
4/30 Bal. 1,900
Inventory
4/1 Bal. 1,700 Purchase Discounts
4/30 Bal. 1,700 4/13 21
4/21 14
Sales Returns and Allowances 4/30 Bal. 35
4/27 25
4/30 Bal. 25 Freight-In
4/6 60
Purchases 4/17 30
4/4 740 4/30 Bal. 90
4/11 300
4/14 700
4/30 Bal. 1,740
Purchase
Returns and Allowances
4/10 40
4/15 50
4/30 Bal. 90
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*PROBLEM 5-7B (Continued)

(c) EVERETT TENNIS SHOP
Trial Balance
April 30, 2014

Debit Credit
(0= Y= o $1,845
Accounts Receivable.........ccccoreiriiiiiiiiee e, 825
INVENEOTY ... e 1,700
Owner’s Capital ........ccceeeveeeeeeeeemeee e, $4,200
Sales REVENUE ........civeiieeirreir e crrsn s s e e e 1,900
Sales Returns and Allowances.........ccccccevveevennnnn, 25
PUrchases ......cocoiieiimiiiiiiiii e s e e e e e 1,740
Purchase Returns and Allowances.........cc.ccceeue.., 90
Purchase Discounts ......cc.coeeiieiiiiieiieiie v veneenee, 35
Freight-In..........coom e, 90
6,225 6,225
EVERETT TENNIS SHOP
Income Statement (Partial)
For the Month Ended April 30, 2014
Sales revenues
Sales revenue ........ccceeeeiirreenninnnns $1,900
Less: Sales returns and
allowances........cccoveureennnee 25
Net sales .....ccoevvreiiriieciec e s 1,875
Cost of goods sold
Inventory, April 1.......ccccoevviunnnenee $1,700
Purchases.........ccccceieeeiiieeciiennn e, $1,740
Less: Purchase returns
and allowances ................ $90
Purchase discounts......... 35 125
Net purchases........cccccevvencirennnnnee. 1,615
Add: Freight-in........ccccoovvennnnnneee. 90
Cost of goods purchased ........... 1,705
Cost of goods available
for sale.....ccovirmiieiiiiieireeen e, 3,405
Inventory, April 30..........ccoveennnnnns 2,296
Cost of goods sold................ 1,109
Gross profit.......ccoeeiieciiici e, 766
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COMPREHENSIVE PROBLEM SOLUTION

(@) Dec. 6 Salaries and Wages Payable..................... 1,000

Salaries and Wages Expense.................... 600
Cash . 1,600

8 Cash.cr 1,900
Accounts Receivabile......................... 1,900

10 Cash.. s 6,300
Sales Revenue.......cccccoveeiveiienireiennn s 6,300

Cost of Goods Sold........c.corenvrmiieiieiienne s 4,100
INVeNntory ... e 4,100

13 Inventory... e s 9,000
Accounts Payabile............cccccoreannnnee. 9,000

15 SUupplies...corieciircirrcr e e 2,000
Cash .. 2,000

18 Accounts Receivable.........cccccereiieniienrennnes 12,000
Sales Revenue......cccccereecieevreeneennenns 12,000

Cost of Goods Sold..........ccerenirmiieiieiienne s 8,000
INVeNntory ... e 8,000

20 Salaries and Wages Expense.................... 1,800
Cash . 1,800

23 Accounts Payable ........c.ccoovreciiiiieciiine s 9,000
Cash . 8,820
Inventory ($9,000 X .02)..........ceeuneee. 180

27  CaSh .. s 11,640

Sales Discounts ($12,000 X .03)............... 360
Accounts Receivable...............ccuu...... 12,000
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COMPREHENSIVE PROBLEM SOLUTION (Continued)

(c) Dec.31 Salaries and Wages Expense.............cc..... 800
Salaries and Wages Payable ............. 800
Depreciation Expense.........cccccevvemireennnnnen. 200
Accumulated Depreciation—
Equipment.........cooceiriiirr e 200
Supplies EXpense ........ccceeerveivreecirenceecenes 1,700
Supplies ($3,200 — $1,500) ................. 1,700
(b) & (c) General Ledger
Cash Equipment
12/1 Bal. 7,200 |12/6 1,600
12/8 1,900 1215 2,000 12/1 Bal. 22,000
12/10 6,300 | 12/20 1,800 12/31 Bal.22,000
12/27 11,640 | 12/23 8,820
12/31 Bal. 12,820 Accumulated Depr.—Equipment
12/1 Bal. 2,200
Accounts Receivable 12/31 200
12/1 Bal. 4,600 |12/8 1,900 12/31 Bal. 2,400
12/18 12,000 | 12/27 12,000
12/31 Bal. 2,700 Accounts Payable
12/23 9,000 (12/1 Bal. 4,500
Inventory 12/13 9,000
12/1 Bal. 12,000 | 12/10 4,100 12/31 Bal. 4,500
12/13 9,000 (12/18 8,000
12/23 180 Salaries and Wages Payable
12/31 Bal. 8,720 12/6 1,000[12/1 Bal. 1,000
_ 12/31 800
Supplies 12/31 Bal. 800
12/1 Bal. 1,200 |12/31 1,700
12/15 2,000
12/31 Bal. 1,500
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COMPREHENSIVE PROBLEM SOLUTION (Continued)

Owner’s Capital

Depreciation Expense

12/1 Bal. 39,300

12/31 200

12/31 Bal.39,300

Sales Revenue

12/31 Bal. 200

Salaries and Wages Expense

12/10 6,300
12/18 12,000

12/31 Bal.18,300

Sales Discounts

12/27 360

12/6 600

12/20 1,800

12/31 800

12/31 Bal. 3,200
Supplies Expense

12/31 1,700

12/31 Bal. 360

Cost of Goods Sold

12/10 4,100
12/18 8,000

12/31 Bal.12,100

12/31 Bal. 1,700
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COMPREHENSIVE PROBLEM SOLUTION (Continued)

(d)

(e)

PROSEN DISTRIBUTING COMPANY
Adjusted Trial Balance
December 31, 2014
DR. CR.
Cash.... i $12,820
Accounts Receivable...........coceireiieniieiiennee. 2,700
INVENtOry.......ooiciierrr s 8,720
ST 0 o] o] [Tt 1,500
Equipment ... e 22,000
Accumulated Depreciation—Equipment..... $ 2,400
Accounts Payable..........cccccooimiiciiiiiii e 4,500
Salaries and Wages Payable...........cc............ 800
Owner’s Capital......c.ccceeeireeciriciiec e, 39,300
Sales Revenue........cccoveeviemrreeiireres e enarennees 18,300
Sales Discounts ........ccccccoiiirenciiinrecssceseneeannn. 360
Cost of Goods Sold..........ccoeeiimniirmciincre cenes 12,100
Depreciation Expense........ccccorveiireeirrencennnns 200
Salaries and Wages Expense.........ccccccnuuuee. 3,200
Supplies EXPeNnse ......cccceevvirmmmeennccsnrnnesnneennes 1,700
$65,300 $65,300
PROSEN DISTRIBUTING COMPANY
Income Statement
For the Month Ending December 31, 2014
Sales revenuUe.......ccccceeiieeiiieniieees e eenerenanns $18,300
Less: Sales discounts ......c...ccoveeeciirieennnnes . 360
Net sales.....coviiriiiiirrcrr e e 17,940
Cost of goods sold ........cccenciiiiieciiiieeccie e 12,100
Gross profit........ccceeeeeciiiiirre s 5,840
Operating expenses
Salaries and wages expense................. $3,200
Supplies exXpense ........cccccveeeucrrrrrrennnnnss 1,700
Depreciation expense .......ccccccceevvennnneee. 200 5,100
Netincome ... e 740
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COMPREHENSIVE PROBLEM SOLUTION (Continued)

PROSEN DISTRIBUTING COMPANY
Owner’s Equity Statement
For the Month Ended December 31, 2014

Owner’s Capital, Dec. 1 ... e, $39,300
Add: Netincome.......oo i e 740
Owner’s Capital, Dec. 31 ... s $40,040
PROSEN DISTRIBUTING COMPANY
Balance Sheet
December 31, 2014
Assets

Current assets

Cash...... $12,820

Accounts receivable............ceereireiiiirnnnee, 2,700

INVentory ... 8,720

ST o] o] 11 1,500

Total current assets..........ceeeuviirreennnnn, $25,740

Property, plant, and equipment

Equipment..........ooeeiii e 22,000

Less: Accumulated depreciation............ 2,400 19,600
Total assets ... e, 45,340

Liabilities and Owner’s Equity

Current liabilities

Accounts payable...........ccccerrrirrrreeeennn e, $4,500

Salaries and wages payabile .................... 800

Total current liabilities......cccccccevvennnnnn, $ 5,300

Owner’s equity

Owner’s capital .......cccoereeiiieiiiiiere e, 40,040
Total liabilities and owner’s equity ................. 45,340
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BYP 5-1

FINANCIAL REPORTING PROBLEM

2010

(@) (1) Percentage change in sales:
($65,225 — $42,905) + $42,905 52.0% increase
($108,249 — $65,225) + $65,225

(2) Percentage change in net income:
($14,013 — $8,235) + $8,235 70.2% increase
(925,922 — $14,013) + $14,013

(b) Gross profit rate:

2009 ($42,905 — $25,683) + $42,905
2010 ($65,225 — $39,541) + $65,225
2011 ($108,249 — $64,431) + $108,249

(c) Percentage of net income to sales:
2009 ($8,235 + $42,905)
2010 ($14,013 + $65,225)
2011 ($25,922 + $108,249)

Comment

40.1%
39.4%
40.5%

19.2%
21.5%
23.9%

2011

66.0% increase

85.0% increase

The percentage of net income to sales increased 12% from 2009 to 2010
(19.2% to 21.5%) and increased 11.2% from 2010 to 2011 (21.5% to 23.9%).
The gross profit rate has remained relatively steady during this time.
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BYP 5-2 COMPARATIVE ANALYSIS PROBLEM

PepsiCo Coca-Cola

(@) (1) 2011 Gross profit $34,9111 $28,3262
(2) 2011 Gross profit rate 52.5%° 60.9%"*
(3) 2011 Operating income $9,633 $10,154
(4) Percent change in operating 15.6%"° 20.2%?"
income, 2010 to 2011 increase increase
$66,504 — $31,593 2($46,542 — $18,216) 3$34,911 + $66,504
4$28,326 + $46,542 5($9,633 — $8,332) + $8,332

6($10,154 — $8,449) + $8,449

(b) PepsiCo has a higher gross profit but a lower gross profit rate than
Coca-Cola. This can be explained by PepsiCo’s higher sales.

Coca-Cola had a larger operating income because its selling, general,
and administrative expenses were much smaller than PepsiCo’s.
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BYP 5-3 COMPARATIVE ANALYSIS PROBLEM

Amazon Wal-Mart
(@) (1) 2011 Gross profit $4,7121 $108,7272
(2) 2011 Gross profit rate 11.2%3 24.5%*
(3) 2011 Operating income $862 $26,558
(4) Percent change in operating 38.7%"° 4.0%°
income, 2010 to 2011 decrease increase

(b)

$42,000 — $37,288 %($443,854 — $335,127) 3$4,712 + $42,000
4$108,727 + $443,854  5($862 — $1,406) + $1,406

6($26,558 — $25,542) + $25,542

Wal-Mart has a much higher gross profit and gross profit rate than
Amazon. This can be explained by Wal-Mart’s higher markup.

Wal-Mart’s operating income increased 4.0% while Amazon’s
decreased by almost 39%. Amazon’s operating expenses increased
44% during 2011 causing its operating income to decline significantly.
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BYP 5-4 REAL-WORLD FOCUS

The answers to this assignment will be dependent upon the articles
selected from the Internet by the student.
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BYP 5-5 DECISION MAKING ACROSS THE ORGANIZATION

(@ (1)

(2)

FAMILY DEPARTMENT STORE
Income Statement
For the Year Ended December 31, 2014
Net sales [$700,000 + ($700,000 X 6%)] ...... $742,000
Cost of goods sold ($742,000 X 76%)*........ 563,920
Gross profit ($742,000 X 24%).......ccccceeeunnnn 178,080
Operating expenses
Selling eXpenses .......ccccveeeeemmnnnnncnnnnnes $100,000
Administrative expenses ..........ccc........ 20,000
Total operating expenses............. 120,000
Netincome........reriir e, $ 58,080
*Alternatively: Net sales, $742,000 — gross profit, $178,080.
FAMILY DEPARTMENT STORE
Income Statement
For the Year Ended December 31, 2014
LY AT 1 (= $700,000
Cost of goods sold...........cccoommrmecciiiirneeveennns 553,000
Gross profit ........ccovviimreeciiirre e 147,000
Operating expenses
Selling eXpenses .......ccccveeeeemmnnnnncnnnnnes $72,000*
Administrative expenses .........cccc........ 20,000 92,000
Net income........coiiiiciiirrccree e $ 55,000

*$100,000 — $30,000 + ($700,000 X 2%) — ($30,000 X 40%) = $72,000.

(b) Dana’s proposed changes will increase net income by $31,080. Eric’s
proposed changes will reduce operating expenses by $28,000 and
result in a corresponding increase in net income. Thus, if the choice is
between Dana’s plan and Eric’s plan, Dana’s plan should be adopted.
While Eric’s plan will increase net income, it may also have an adverse
effect on sales personnel. Under Eric’s plan, sales personnel will be
taking a cut of $16,000 in compensation [$60,000 — ($30,000 + $14,000)].
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BYP 5-5 (Continued)

(c)

FAMILY DEPARTMENT STORE
Income Statement
For the Year Ended December 31, 2014

Net sales......ccoiiiiiiiicir e e $742,000
Cost of goods sold ..........coeeeeeciiiiimree e 563,920
Gross profit ... 178,080
Operating expenses

Selling eXpenses .......cccceeemmmnnncrirsesssssnnnnnes $72,840*

Administrative expenses .........cccccervennneee. 20,000

Total operating expenses................... 92,840

Netincome ... e e $ 85,240

*$72,000 + [2% X ($742,000 — $700,000)] = $72,840.

If both plans are implemented, net income will be $58,240 ($85,240 -
$27,000) higher than the 2013 results. This is an increase of over 200%.
Given the size of the increase, Eric’s plan to compensate sales person-
nel might be modified so that they would not have to take a pay cut.
For example, if sales commissions were 3%, the compensation cut would
be reduced to $8,580 [$16,000 (from (b)) — $742,000 X (3% — 2%)].
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BYP 5-6 COMMUNICATION ACTIVITY

(a), (b)

President
Surfing USA Co.

Dear Sir:

As you know, the financial statements for Surfing USA Co. are prepared in
accordance with generally accepted accounting principles. One of these
principles is the revenue recognition principle, which provides that revenues
should be recognized when they are earned.

Typically, sales revenues are earned when the goods are transferred to the
buyer from the seller. At this point, the sales transaction is completed and
the sales price is established. Thus, in the typical situation, revenue on the
surfboard ordered by Connor is earned at event No. 8, when Connor picks
up the surfboard.

The circumstances pertaining to this sale may seem to you to be atypical
because Connor has ordered a specific kind of surfboard. From an
accounting standpoint, this would be true only if you could not reasonably
expect to sell this surfboard to another customer. In such case, it would be
proper under generally accepted accounting principles to recognize sales
revenue when you have completed the surfboard for Connor.

Whether Connor makes a down payment with the purchase order is
irrelevant in recognizing sales revenue because at this time, you have not
done anything to earn the revenue. A down payment may be an indication
of Connor’s “good faith.” However, its effect on your financial statements is
limited entirely to recognizing the down payment as unearned revenue.

If you have further questions about the accounting for this sale, please let
me know.

Sincerely,
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BYP 5-7 ETHICS CASE

(a) Jacquie Boynton, as a new employee, is placed in a position of res-
ponsibility and is pressured by her supervisor to continue an unethical
practice previously performed by him. The unethical practice is taking
undeserved cash discounts. Her dilemma is either follow her boss’s
unethical instructions or offend her boss and maybe lose the job she
just assumed.

(b) The stakeholders (affected parties) are:

Jacquie Boynton, the assistant treasurer.

Phelan Carter, the treasurer.

Key West, the company.

Creditors of Key West Stores (suppliers).

Mail room employees (those assigned the blame).

(c) Jacquie’s alternatives:

1.

Tell the treasurer (her boss) that she will attempt to take every allow-
able cash discount by preparing and mailing checks within the
discount period—the ethical thing to do. This will offend her boss
and may jeopardize her continued employment.

Join the team and continue the unethical practice of taking undeserved
cash discounts.

Go over her boss’s head and take the chance of receiving just and
reasonable treatment from an officer superior to Phelan. The
company may not condone this practice. Jacquie definitely has a
choice, but probably not without consequence. To continue the
practice is definitely unethical. If Jacquie submits to this request,
she may be asked to perform other unethical tasks. If Jacquie
stands her ground and refuses to participate in this unethical
practice, she probably won’t be asked to do other unethical
things—if she isn’t fired. Maybe nobody has ever challenged
Phelan’s unethical behavior and his reaction may be one of respect
rather than anger and retribution. Being ethically compromised is
no way to start a new job.
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BYP 5-8 ALL ABOUT YOU

In order for revenue to be recognized the performance obligation must be
satisfied. In this case Impact has an obligation to provide goods with a
value equal to the gift card. That obligation is not fulfilled until one of two
things happens: Either the customer redeems the card for goods, or the card
expires. Until either of those events occurs Impact cannot record revenue.
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BYP 5-9

FASB CODIFICATION ACTIVITY

(@ (1)

(2)

Inventory is the aggregate of those items of tangible personal

property that have any of the following characteristics:

a. Held for sale in the ordinary course of business

b. In process of production for such sale

c. To be currently consumed in the production of goods or services
to be available for sale.

The term inventory embraces goods awaiting sale (the merchandise of
a trading concern and the finished goods of a manufacturer), goods
in the course of production (work in process), and goods to be
consumed directly or indirectly in production (raw materials and
supplies). This definition of inventories excludes long-term assets
subject to depreciation accounting, or goods which, when put into
use, will be so classified. The fact that a depreciable asset is retired
from regular use and held for sale does not indicate that the item
should be classified as part of the inventory. Raw materials and
supplies purchased for production may be used or consumed for
the construction of long-term assets or other purposes not related
to production, but the fact that inventory items representing a small
portion of the total may not be absorbed ultimately in the production
process does not require separate classification. By trade practice,
operating materials and supplies of certain types of entities such as
oil producers are usually treated as inventory.

A customer is a reseller or a consumer, either an individual or a
business that purchases a vendor’s products or services for end use
rather than for resale. This definition is consistent with paragraph
280-10-50-42, which states that a group of entities known to a
reporting entity to be under common control shall be considered as
a single customer, and the federal government, a state government,
a local government (for example, a county or municipality), or a
foreign government each shall be considered as a single customer.
Customer includes any purchaser of the vendor’s products at any
point along the distribution chain, regardless of whether the
purchaser acquires the vendor’s products directly or indirectly (for
example, from a distributor) from the vendor. For example, a vendor
may sell its products to a distributor who in turn resells the products
to a retailer. The retailer in that example is a customer of the vendor.
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BYP 5-9 (Continued)

(b) 330-10-35-15 Only in exceptional cases may inventories properly be
stated above cost. For example, precious metals having a fixed monetary
value with no substantial cost of marketing may be stated at such
monetary value; any other exceptions must be justifiable by inability to
determine appropriate approximate costs, immediate marketability at
quoted market price, and the characteristic of unit interchangeability.
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IFRS EXERCISES

IFRS5-1

Expenses may be classified by “nature” or by “function”. The “nature-of-
expense” classification organizes expenses by type of expense, such as
salaries, depreciation, rent, or supplies. The “function-of-expense” classifica-
tion presents expenses by type of business activity. Examples would include
cost of goods sold, selling, administrative, operating, and non-operating.

IFRS5-2

By function Cost of goods sold

By nature Depreciation expense

By nature Salaries and wages expense

By function Selling expenses

By nature Utilities expense

By nature Delivery expense

By function General and administrative expenses
IFRS5-3

MATILDA COMPANY
Comprehensive Income Statement
For the Year Ended 2014

(in thousands of euros)

Net inCome....... e e e e €150

Unrealized gain related to revaluation of buildings............... €10

Unrealized loss related to investment securities.................. _(35)

Items not recognized on the income statement.................... _(25)
Total comprehensive income.........ccooveeciiieciieccciee ceenns €125
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INTERNATIONAL FINANCIAL REPORTING PROBLEM

IFRS5-4

(a)

(b)

(c)

Zetar uses a multiple step format. The income statement isolates gross
profit, operating profit, and profit from continuing operations before
taxation rather than simply showing total revenues less total expenses to
arrive at net income.

Zetar uses Finance Costs rather than Interest Expense on its income
statement.

Zetar’s income statement shows Adjusted results, Adjusting items, and
Total amounts for revenue and expense items. Note 13 indicates that
Zetar considers the adjusted results and adjusted EPS to provide
additional useful information on its performance. It goes on to list a
number of unusual items that it has adjusted for on its income statement.

One-off items are listed as part of the adjustments group. One-off items
are non-recurring material costs or revenues of an unusual nature that
have been excluded from the Adjusted results on the income statement
in order to provide a more consistent measure of underlying performance.
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