Problem 10.3A
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b.

Preapre adjusting journal entries at December 31 prior to closing of accounts as
shown below:

Date | Accouns e and xplanaton | ot [Deie (e 5]
3-Dec| atrest Expense 50
Tnerest Payable )
[To vecord intrest acrued on e
abie)

Interest is an expense account. Increase in balance of expense should be debited. Interest
expense account should be debited for increase in expense. Interest payable is a liabilty
account. Increase in balance of liability should be credited. Interest payable account should
be credited for increase in balance of liabilty
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Working note:

Calculation of interest expense for December 31
Mike Swanson = $250,000 x 15% x%

$6,250

Gathman Corp. = $5,000 x 14% x é

= s58

o1
S d Ec . = 818,000 x 16%x—x—
eawald Equip. = 55

=$120

Interest expense = $6,250 + 58 + $120
= $6,428
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c
The Seawald Equipment note dated September 16 was due in full on December 16. The

higher rate of interest on the new note may be associated with the increased risk of
collecting in 30 days the $18.000 principal plus accrued interest due.
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a.

Prepare journal entries to record the transactions as shown below:

Date | Accouns e and explanaton | ot D et 5]
Sauz[Cat FX
Notes Payabie 2000
[To record the amow Sorrowed by 1252
ote pavabie from MG Bark)

Cash is borrowed by signing a note payable. Cash is an asset and note payable is a liabilty.
Increase in balance of asset should be debited and increase in balance of iabilty should be
credited. So, cash account should be debited for increase in cash and note payable account
should be credited.
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Step oot

Date | Accouns e and xplanaton | ot D et 5]
T6-Sep|Offce Equpment o0
Notes Payable 15,000
7o record accoptance of ore for pirchace
lo ofnce equpmens

Office equipment is an asset. Increase in balance of asset should be debited. Office
‘equipment is debited with $18,000. Note payable is a liability. Increase in balance of liabilty
should be credited. Note payable account is credited for increase in balance
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Date | Accouns e and xplanaton | ot [Deie (e 5]
20-Sep|Notes Payable 2,000
[Interest Expense [$12,000x12%x(45+360)] 180
Cash 12180
(o record note and buerest 1o MG Barnk)

Note payable is  liability account. Decrease in balance of liabilty should be debited. Note
payable account balance decreases for repayment so it is debited. Interest is an expense.
Increase in balance of expense should be debited. Interest expense account should be
debited for increase. Cash is an asset. Decrease in balance of cash account should be
credited. Cash is decreasing for outgoing so cash account should be credited for decrease.
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Date | Accounts cileand explanation |22 [ ebit 9 credic ]

T-Nov|Cash 230,000]
Notes Payable 250,000]

[(To record cash borrowed for 90 days note
jable)

Borrowing cash by issuing note payable increases the balance of cash and note payable
account. Cash is an asset and note payable is a liabilty. Increase in balance of asset should
be debited and increase in balance of liability account should be credited. Hence, cash
account should be debited and note payable account should be credited.




image5.png
Date | Accounts e and esplanation | et | Debie (9 [creie 9]

T-Dec|laventory. 5,000]
‘Notes Payable 5.000]
(o record purchase of merchandise and
issue 90-day, 14% note payabie to Gathman
[Corporation)
Purchase of inventory increases inventory balance. Inventory is an asset. Increase in balance
of asset should be debited. Hence, inventory account should be debited for increase. Note
payable is a liability. Increase in balance of liabilty should be credited. Note payables are
issued for settlement of purchase of inventory. Hence, note payable balance increases and it
should be credited.
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Date | Accouns e and explanation | s | Debit 9 [cre

16-Dec|Notes Pavable 15,000
|Interest Expense [$18,000x10%x(3+12)] 4501

Cash 50|

Notes Payable 15000
(7o record payment of note and nterest to
|Seavaia Equipment which matured today
land tssued a 30-day. 16% renesal note)
Note payable is a labilty. Increase in balance of iabilty should be credited and decrease in
balance of iabilty should be debited. So, note payable account should be debited with
$18.000 for decrease in note payable balance for maturity and credited with $18,000 for
increase in note payable for replacing the matured note payable. Interest is an expense
account. Increase in balance of expesne should be debited. Interest expense account should
be debited for increase of $450. Cash is an asset account. Decrease in balance of asset
‘account should be credited. Hence, cash account should be credited with $450 for decrease
in cash balance towards payment of interest.





