
CHAPTER 4  
COMPLETING THE ACCOUNTING CYCLE

DISCUSSION QUESTIONS

1.
The end-of-period spreadsheet illustrates flow of accounting information from the unadjusted trial balance into the adjusted trial balance and into the financial statements. In doing so, the spreadsheet illustrates the impact of the adjustments on the financial statements.
2.
a.
Current assets are composed of cash and other assets that may reasonably be expected to be realized in cash or sold or consumed in the near future through the normal operations of the business.


b.
Property, plant, and equipment is composed of assets used in the business that are of a permanent or relatively fixed nature.

3.
Current liabilities are liabilities that will be due within a short time (usually one year or less) and that are to be paid out of current assets. Liabilities that will not be due for a comparatively long time (usually more than one year) are called long-term liabilities.

4.
Revenue, expense, and dividends accounts are generally referred to as temporary 
accounts.

5. 
Closing entries are necessary at the end of an accounting period (1) to transfer the balances in temporary accounts to permanent accounts and (2) to prepare the temporary accounts for use in accumulating data for the following accounting period. 


6.
Adjusting entries bring the accounts up to date, while closing entries reduce the revenue, expense, and dividends accounts to 
zero balances for use in accumulating data for the following accounting period.

7.
The purpose of the post-closing trial balance is to make sure that the ledger is in balance at the beginning of the next period.

8.
a.
The financial statements are the most important output of the accounting cycle.


b.
Yes, all companies have an accounting cycle that begins with analyzing and journalizing transactions and ends with a post-closing trial balance. However, companies may differ in how they implement the steps in the accounting cycle. For example, while most companies use computerized accounting systems, some companies may use manual systems.
9.
The natural business year is the fiscal year that ends when business activities have reached the lowest point in the annual operating cycle.

10.
All the companies listed are general merchandisers whose busiest time of the year is during the holiday season, which extends through most of December. Traditionally, the lowest point of business activity for general merchandisers will be near the end of January and the beginning of February. Thus, these companies have chosen their natural business year for their fiscal years.

  PRACTICE EXERCISES

PE 4–1A

1. 
Balance sheet
5. 
Income statement 

2.
Balance sheet
6. 
Income statement 

3.
Income statement
7. 
Balance sheet 

4.
Balance sheet
8.
Balance sheet 

PE 4–1B

1. 
Balance sheet
5. 
Income statement 
2. 
Balance sheet
6. 
Balance sheet 

3. 
Retained earnings statement
7. 
Balance sheet 
4. 
Income statement
8.
Income statement
PE 4–2A

Derby Advertising Services

Retained Earnings Statement
For the Year Ended December 31, 2011
Retained earnings, January 1, 2011


$290,000
Net income

$
93,750
Less dividends


40,000
Increase in retained earnings




53,750
Retained earnings, December 31, 2011



$343,750
PE 4–2B

A2Z Delivery Services

Retained Earnings Statement
For the Year Ended December 31, 2011
Retained earnings, January 1, 2011



$600,000
Net loss

$13,500
Add dividends


45,000
Decrease in retained earnings




58,500
Retained earnings, December 31, 2011



$541,500
PE 4–3A

1. 
Property, plant, and equipment
5. 
Current liability
2. 
Stockholders’ equity
6. 
Current asset

3. 
Long-term liability
7. 
Current liability

4. 
Current asset
8. 
Current liability

PE 4–3B
1. 
Current liability
5. 
Current asset
2. 
Current asset
6. 
Long-term liability

3. 
Property, plant, and equipment
7. 
Current asset
4. 
Stockholders’ equity
8. 
Current liability

PE 4–4A
Oct. 
31
Fees Earned

700,000



Income Summary


700,000

31
Income Summary

496,000



Wages Expense


400,000



Rent Expense


75,000




Supplies Expense


16,000



Miscellaneous Expense


5,000

31
Income Summary

204,000





Retained Earnings


204,000

31
Retained Earnings

125,000



Dividends


125,000
PE 4–4B

June 
30
Fees Earned

400,000



Income Summary


400,000

30
Income Summary

335,000



Wages Expense


280,000



Rent Expense


40,000



Supplies Expense


3,000



Miscellaneous Expense


12,000

30
Income Summary

65,000



Retained Earnings


65,000

30
Retained Earnings

25,000



Dividends


25,000
PE 4–5A

The following two steps are missing: (1) posting the transactions to the ledger and (2) the preparation of the financial statements. Transactions should be posted to the ledger after step (a). The financial statements should be prepared after step (f).

PE 4–5B

The following two steps are missing: (1) assembling and analyzing adjustment data and (2) journalizing and posting the closing entries. The adjustment data should be assembled and analyzed after step (c). The closing entries should be journalized and posted to the ledger after step (g).
PE 4–6A

a.

2012


2011


Current assets

$840,000
$1,430,000


Current liabilities


600,000

550,000

Working capital

$240,000
$
880,000

Current ratio

1.40
2.60


($840,000 ÷ $600,000)
($1,430,000 ÷ $550,000)

b.
The change from 2.60 to 1.40 indicates an unfavorable trend. 

PE 4–6B

a.

2012


2011


Current assets

$288,000
$171,000


Current liabilities


120,000

90,000

Working capital

$168,000
$
81,000

Current ratio

2.40
1.90


($288,000 ÷ $120,000)
($171,000 ÷ $90,000)

b.
The change from 1.90 to 2.40 indicates a favorable trend. 

Exercises

Ex. 4–1

a.
Income statement: 5, 8, 9

b.
Retained earnings statement: 4
c.
Balance sheet: 1, 2, 3, 6, 7, 10

Ex. 4–2

a.
Asset: 1, 2, 5, 6, 10

b.
Liability: 9, 12

c.
Revenue: 3, 7

d.
Expense: 4, 8, 11

Ex. 4–3

PACIFICA Consulting

Income Statement

For the Year Ended August 31, 2012
Fees earned



$43,800
Expenses:


Salary expense

$17,550

Supplies expense


2,000

Depreciation expense


1,200


Miscellaneous expense


1,850


Total expenses




22,600
Net income



$21,200
PACIFICA Consulting

Retained Earnings Statement
For the Year Ended August 31, 2012
Retained earnings, September 1, 2011



$15,100
Net income

$21,200
Less dividends


3,000
Increase in retained earnings




18,200
Retained earnings, August 31, 2012



$33,300
PACIFICA Consulting

Balance Sheet 

August 31, 2012

Assets
Liabilities
Current assets:


Current liabilities:


Cash

$
9,500



Accounts payable

$  6,100


Accounts receivable


22,500



Salaries payable


300

Supplies


400


Total liabilities


$
6,400



Total current assets



$32,400

Property, plant, and 


equipment:


Office equipment

$18,500


Less accum. depr.


3,700




Stockholders’ Equity


Total property, plant,



Capital stock

$  7,500



and equipment



14,800
Retained earnings

  33,300








Total stockholders’










equity



40,800







Total liabilities and
Total assets


$
47,200

stockholders’ equity


$47,200
Ex. 4–4

THREE WINDS CONSULTING

Income Statement

For the Year Ended June 30, 2012
Fees earned



$60,000
Expenses:


Salary expense

$32,500

Supplies expense


2,400

Depreciation expense


800

Miscellaneous expense


1,500


Total expenses




37,200
Net income



$22,800
THREE WINDS CONSULTING

Retained Earnings Statement

 For the Year Ended June 30, 2012
Retained earnings, July 1, 2011



$22,200
Net income

$22,800
Less dividends


2,000
Increase in retained earnings




20,800
Retained earnings, June 30, 2012



$43,000
THREE WINDS CONSULTING

Balance Sheet

June 30, 2012

Assets
Liabilities
Current assets:


Current liabilities:


Cash

$
7,500



Accounts payable

$3,300


Accounts receivable


23,500



Salaries payable


500

Supplies


600


Total liabilities


$
3,800



Total current assets



$31,600

Property, plant, and 


equipment:


Office equipment

$30,500



Stockholders’ Equity

Less accum. depr.


5,300


Capital stock

$10,000


Total property, plant,



Retained earnings

  43,000



and equipment



25,200
Total stockholders’








equity



53,000







Total liabilities and
Total assets


$56,800

stockholders’ equity


$56,800
Ex. 4–5

ON-TIME MESSENGER SERVICE

Income Statement

For the Year Ended April 30, 2012

Fees earned


$340,000

Expenses:


Salaries expense

$171,040


Rent expense

48,400


Utilities expense

18,560


Depreciation expense

6,400


Supplies expense

2,200


Insurance expense

1,200


Miscellaneous expense


2,600



Total expenses



250,400

Net income


$
89,600
Ex. 4–6

GRAPHICS SERVICES CO.

Income Statement

For the Year Ended February 29, 2012

Service revenue


$250,000

Expenses:


Wages expense

$215,000


Rent expense

36,000


Utilities expense

14,600


Depreciation expense

9,000


Insurance expense

4,000


Supplies expense

3,000


Miscellaneous expense


5,000


Total expenses



286,600
Net loss


$
36,600
Ex. 4–7

a.

FEDEX CORPORATION

Income Statement

For the Year Ended May 31, 2009

(in millions)

Revenues


$35,497

Expenses:


Salaries and employee benefits

$13,767


Purchased transportation


4,534


Fuel

3,811


Rentals and landing fees

2,429


Depreciation

1,975


Maintenance and repairs

1,898


Provision for income taxes

579

Other expense (income) net


6,406


Total expenses



35,399
Net income


$
98
b.
The income statements are very similar. The actual statement includes some additional expense and income classifications. For example, the actual statement reports Income Before Income Taxes and Provision for Income Taxes separately. In addition, the “Other expense (income) net” in the text is a summary of several items from the Web site, including Intercompany charges, Interest expense, and Interest income.

Ex. 4–8

FOUTS SYSTEMS CO.

Retained Earnings Statement

For the Year Ended October 31, 2012

Retained earnings, November 1, 2011


$550,000

Net income for year

$105,000

Less dividends


20,000
Increase in retained earnings



85,000
Retained earnings, October 31, 2012


$635,000
Ex. 4–9

BALBOA SPORTS

Retained Earnings Statement

For the Year Ended June 30, 2012

Retained earnings, July 1, 2011


$398,500

Net loss for year

$42,000

Plus dividends


10,000
Decrease in retained earnings



52,000
Retained earnings, June 30, 2012


$346,500
  Ex. 4–10

a.
Current asset: 1, 3, 5, 6

b.
Property, plant, and equipment: 2, 4

  Ex. 4–11

Since current liabilities are usually due within one year, $30,000 ($2,500 × 12 months) would be reported as a current liability on the balance sheet. The remainder of $450,000 ($480,000 – $30,000) would be reported as a long-term liability on the balance sheet.

Ex. 4–12

MY-BEST WEIGHT CO.

Balance Sheet

November 30, 2012


Assets
Liabilities
Current assets:
Current liabilities:


Cash


$
37,500*


Accounts payable

$34,500


Accounts receivable


83,120


Salaries payable

13,500


Supplies


2,080


Unearned fees


10,000

Prepaid insurance


19,200

Total liabilities


$
58,000


Prepaid rent



12,000


Total current assets



$153,900

Property, plant, and equipment:


Land


$400,000


Equipment

$300,000





Stockholders’ Equity

Less accumulated depreciation


103,900

196,100


Capital stock

$180,000


Total property, plant, and



Retained earnings


512,000



equipment




596,100
Total stockholders’









equity



692,000





Total liabilities and

Total assets



$750,000

stockholders’ equity


$750,000
*$37,500 = $750,000 – $596,100 – $12,000 – $19,200 – $2,080 – $83,120

Ex. 4–13

1.
The date of the statement should be “May 31, 2012” and not “For the Year Ended May 31, 2012.”

2.
Accounts payable should be a current liability.

3.
Land should be classified as property, plant, and equipment.

4.
“Accumulated depreciation” should be deducted from the related fixed asset.

5.
An adding error was made in determining the amount of the total property, plant, and equipment.

6.
Accounts receivable should be a current asset.

7.
Net income should be reported on the income statement.

8.
Wages payable should be a current liability.

A corrected balance sheet would be as follows:

Ex. 4–13
(Concluded)

POSHE SERVICES CO.

Balance Sheet

May 31, 2012


Assets
Liabilities
Current assets:
Current liabilities:


Cash


$
14,000


Accounts payable

$24,000


Accounts receivable


32,500


Wages payable

 
2,500

Supplies


6,500

Total liabilities


$
26,500


Prepaid insurance



12,000


Total current assets



$
65,000

Property, plant, and equipment:


Land


$180,000




Stockholders’ Equity

Building

$375,000


Capital stock

$150,000

Less accumulated depreciation


155,000
220,000

Retained earnings


348,500

Equipment

$
 85,000


Total stockholders’

Less accumulated depreciation


25,000

60,000


equity



498,500


Total property, plant, and




equipment




460,000
Total liabilities and

Total assets



$525,000

stockholders’ equity


$525,000
Ex. 4–14

d.
Depreciation Expense—Equipment

g.
Fees Earned

j.
Supplies Expense

k.
Wages Expense


Note: Dividends are closed to Retained Earnings rather than to Income Summary.
Ex. 4–15

The income summary account is used to close the revenue and expense accounts, and it aids in detecting and correcting errors. The $815,000 represents expense account balances, and the $1,280,000 represents revenue account balances that have been closed.

Ex. 4–16

a.
Income Summary

134,500



Retained Earnings


134,500




($449,500 – $315,000).


Retained Earnings

40,000



Dividends


40,000

b.
$844,500 ($750,000 + $134,500 – $40,000)

Ex. 4–17

Mar.
31
Fees Earned

180,000




Income Summary


180,000


31
Income Summary

157,500




Wages Expense


90,000




Rent Expense


40,000




Supplies Expense


20,000




Miscellaneous Expense


7,500


31
Income Summary

22,500




Retained Earnings


22,500


31
Retained Earnings

15,000




Dividends


15,000

Ex. 4–18

a.
Accounts Payable

b.
Accumulated Depreciation

c.
Capital Stock
d.
Cash

h.
Office Equipment

j.
Salaries Payable

k.
Supplies

Ex. 4–19

GYPSY TREASURES CO.

Post-Closing Trial Balance

March 31, 2012


Debit
Credit

Balances
Balances
Cash

18,000

Accounts Receivable

31,000

Supplies

5,500

Equipment

75,000

Accumulated Depreciation—Equipment


19,000

Accounts Payable


11,000

Salaries Payable


1,000

Unearned Rent


6,000

Capital Stock



 
13,500
Retained Earnings




79,000



129,500
129,500

Ex. 4–20

1.
h 

2.
g 

3.
f 

4.
c 

5.
i 

6.
d 

7.
b 

8.
a 

9.
e
10.
j

Ex. 4–21

a.


December 31




2008


2007


Current assets

$396,423
$322,245


Current liabilities


113,110

95,699

Working capital

$283,313
$226,546


Current ratio

3.50
3.37


($396,423/$113,110)
($322,245/$95,699)
b.
Under Armour’s working capital increased by $56,767 ($283,313 – $226,546) during 2008. The current ratio increased from 3.37 in 2007 to 3.50 in 2008. A current ratio of 3.50 indicates a strong solvency position. Thus, short-term creditors should not be concerned about receiving payment from Under Armour.
Ex. 4–22

a.



Sept. 27, 2009
Sept. 28, 2008

Current assets

$2,035,800
$1,748,000


Current liabilities

 
1,581,000

2,189,700

Working capital

 $
454,800
$
(441,700)

Current ratio

1.29
0.80


($2,035,800/$1,581,000)
($1,748,000/$2,189,700)
b.
Although Starbucks Corporation had negative (deficit) working capital of $441,700 for 2008, it generated positive working capital of $454,800 for 2009. The current ratio of 0.80 improved to 1.29 in 2009. The improving working capital and current ratio for 2009 indicate that short-term creditors should not be concerned about receiving payment from Starbucks. 
Appendix Ex. 4–23

1.
i


2.
a


3.
g


4.
d


5.
c



6.
f


7.
j


8.
e


9.
h


10.
b

Appendix Ex. 4–24
	
	A
	B
	C
	D
	E

	1
	ZEIDMAN SECURITY SERVICES CO.

	2
	End-of-Period Spreadsheet (Work Sheet)

	3
	For the Year Ended July 31, 2012

	4
	
	Unadjusted 

Trial Balance
	Adjustments
	Adjusted 

Trial Balance

	5
	
	
	
	

	6
	Account Title
	Debit
	Credit
	Debit
	Credit
	Debit
	Credit

	7
	 Cash
	12
	
	
	
	12
	

	8
	 Accounts Receivable
	80
	
	(a)    9
	
	89
	

	9
	 Supplies
	8
	
	
	(b)    5
	3
	

	10
	 Prepaid Insurance
	12
	
	
	(c)    8
	4
	

	11
	 Land
	100
	
	
	
	100
	

	12
	 Equipment
	40
	
	
	
	40
	

	13
	 Accum. Depr.—Equipment
	
	4
	
	(d)    4
	
	8

	14
	 Accounts Payable
	
	36
	
	
	
	36

	15
	 Wages Payable
	
	0
	
	(e)    1
	
	1

	16
	 Capital Stock
	
	40
	
	
	
	40

	17
	 Retained Earnings
	
	130
	
	
	
	130

	18
	 Dividends
	8
	
	
	
	8
	

	19
	 Fees Earned
	
	90
	
	(a)    9
	
	99

	20
	 Wages Expense
	20
	
	(e)    1
	
	21
	

	21
	 Rent Expense
	12
	
	
	
	12
	

	22
	 Insurance Expense
	0
	
	(c)    8
	
	8
	

	23
	 Utilities Expense
	6
	
	
	
	6
	

	24
	 Supplies Expense
	0
	
	(b)    5 
	
	5
	

	25
	
Depreciation Expense
	0
	
	(d)    4
	
	4
	

	26
	 Miscellaneous Expense
	    2
	___
	__
	__
	    2
	___

	27
	 Totals
	300
	300
	27
	27
	314
	314


Appendix Ex. 4–25
	
	A
	B
	C
	D
	E

	1
	ZEIDMAN SECURITY SERVICES CO.

	2
	End-of-Period Spreadsheet (Work Sheet)

	3
	For the Year Ended July 31, 2012

	4
	
	Adjusted 

Trial Balance
	Income 

Statement
	Balance

Sheet

	5
	
	
	
	

	6
	Account Title
	Debit
	Credit
	Debit
	Credit
	Debit
	Credit

	7
	 Cash
	12
	
	
	
	12
	

	8
	 Accounts Receivable
	89
	
	
	
	89
	

	9
	 Supplies
	3
	
	
	
	3
	

	10
	 Prepaid Insurance
	4
	
	
	
	4
	

	11
	 Land
	100
	
	
	
	100
	

	12
	 Equipment
	40
	
	
	
	40
	

	13
	 Accum. Depr.—Equipment
	
	8
	
	
	
	8

	14
	 Accounts Payable
	
	36
	
	
	
	36

	15
	 Wages Payable
	
	1
	
	
	
	1

	16
	 Capital Stock
	
	40
	
	
	
	40

	17
	 Retained Earnings
	
	130
	
	
	
	130

	18
	 Dividends
	8
	
	
	
	8
	

	19
	 Fees Earned
	
	99
	
	99
	
	

	20
	 Wages Expense
	21
	
	21
	
	
	

	21
	 Rent Expense
	12
	
	12
	
	
	

	22
	 Insurance Expense
	8
	
	8
	
	
	

	23
	 Utilities Expense
	6
	
	6
	
	
	

	24
	
Supplies Expense
	5
	
	5
	
	
	

	25
	 Depreciation Expense
	4
	
	4 
	
	
	

	26
	 Miscellaneous Expense
	    2
	___
	_2
	__
	    _
	___

	27
	 Totals
	314
	314
	58
	99
	256
	215

	28
	 Net income (loss)
	
	
	41
	__ 
	___
	  41

	29
	
	
	
	99
	99
	256
	256


Appendix Ex. 4–26
ZEIDMAN SECURITY SERVICES CO.

Income Statement

For the Year Ended July 31, 2012

Fees earned


$99

Expenses:


Wages expense

$21


Rent expense

12


Insurance expense

8


Utilities expense

6


Supplies expense

5


Depreciation expense

4


Miscellaneous expense


2


Total expenses


  58
Net income


$41
ZEIDMAN SECURITY SERVICES CO.

Retained Earnings Statement

 For the Year Ended July 31, 2012

Retained earnings, August 1, 2011


$130

Net income for the year

$41

Less dividends


8
Increase in retained earnings



33
Retained earnings, July 31, 2012


$163
ZEIDMAN SECURITY SERVICES CO.

Balance Sheet

July 31, 2012


Assets
Liabilities
Current assets:
Current liabilities:


Cash


$12


Accounts payable

$36


Accounts receivable


89


Wages payable


1


Supplies


3

Total liabilities


$
37


Prepaid insurance



4



Total current assets



$108

Stockholders’ Equity
Property, plant, and



Capital stock

$  40

equipment:



Retained earnings


163

Land


$100

Total stockholders’

Equipment

$40



equity



203

Less accum. depr.


8

32


Total property, plant,




and equipment




132
Total liabilities and

Total assets



$240

stockholders’ equity


$240

Appendix Ex. 4–27
2012

July
31
Accounts Receivable

9




Fees Earned


9





Accrued fees.


31
Supplies Expense

5




Supplies


5





Supplies used ($8 – $3).


31
Insurance Expense

8




Prepaid Insurance


8





Insurance expired.


31
Depreciation Expense

4




Accumulated Depreciation—Equipment


4





Equipment depreciation.


31
Wages Expense

1




Wages Payable


1





Accrued wages.

  Appendix Ex. 4–28
2012

July
31
Fees Earned

99




Income Summary


99


31
Income Summary

58




Wages Expense


21




Rent Expense


12




Insurance Expense


8




Utilities Expense


6




Supplies Expense


5




Depreciation Expense


4




Miscellaneous Expense


2


31
Income Summary

41




Retained Earnings


41


31
Retained Earnings

8




Dividends


8

133
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