Problem 4.7A
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Hence, rent expenses for the month of December were [$2,400]

5. Pass the joumal entry to record depreciation on recording equipment's for the month of
December as follows

Dates [Description [Post ref. [Debit(S) |Credit(s)
Depreciation on recording
31-Dec|equipment 51,800
Accumulated depreciation 51,800

(To record the depreciation
on recording equipment)

In the above entry, accumulated depreciation account is created and it is a liability account,
all the libiliies are of credit nature, thus accumulated depreciation account is created.
Depreciation account is debited because depreciation of the current month is transferred to
accumulated depreciation account.
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Calculate the amount of depreciation expenses incurred during the month of December:

‘Total asset value

Depreciation expenses incurred =[ x1 momh]

Estimated life of asset
108,000

225 month
60 months.

=51.800
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Thus, depreciation expenses for the month of December comes out to be [S1,800)

6. Pass the journal entry to record outstanding interest for the month of December as follows

Dates |Description Post ref.|Debit(S) |Credit(S)
31-Dec|Intrest expenses S144
Outstanding intrest S144

(To record the outstanding

intrest for the month of

december)

Interest payable is a liability account which shows interest expenses were due but not paid
since itis liability account it is credited in the above entry. Interest expenses show interest
due for payment since it was not paid so the interest expenses were transferred to interest
payable account, therefore it was debited in the above-mentioned entry.
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Calculate the amount of interest expenses incurred in the month of December:
Intrest expenses incurred = [Amoum of loan xintrest mcx%)

=[5\9,100x9%xl]
12,

=S144

Hence, interest expenses for the month of December comes out to be [5144
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7. Pass the journal entry to record the fees eamed for the month of December as follows:

[Dates

Description

Post ref.

Debit(S)

Credit(S))

31-Dec|

Unearned fees

54,320

Fess earned

54,320

(To record the fees earned
during the month of
december)

In the above entry, uneamed fees show fees received before rendering senvices, since
senices were rendered in December, so fees for December is due and its payment is also
received, therefore uneamed fees account is debited to reduce uneamed fees liabilty
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Fees eamed shows fees due for payment but fees are received in advance, therefore fees
eamed is credited to adjust from uneamed fees account.
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8. Pass the journal entry to record the outstanding salary for the month of December as

follows:
Dates |Description [Post ref. [Debit(S) |Credit(S)
31-Dec|Salary expenses 5648
Outstanding salary 5648
(To record the outstanding
salary for the month of
december)

In the above entry, salary for the month of December was not paid to the employees, hence a
liability account is created called outstanding salaries account, and therefore outstanding
salaries account s credited.

Salary expense account shows salary due for the month of December, hence salary was not
paid so salary expense was transferred to outstanding salaries account by debiting salary
expense account.
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9. Pass the journal entry to record income tax expenses for the month of December as

follows:
[Dates [Description Post ref. [Debit(S) |Credit(S)
31-Dec|Income tax expenses 2,040
Income tax payable 52,040
(To record the income tax
expenses for the month of
december)

In the above entry, income tax expenses for the month of August was not paid, therefore a
liabilty account called income tax payable is created, hence it was credited. Income tax
expense shows the amount of income tax due for payment for the month of August.

Hence it was not paid it is transferred to the income tax payable account, thus income tax
expenses were debited.
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b.
The income statement is a part of the books of a company and is a most important element
as it shows the performance of a company. It shows the net profit by subtracting all the
‘expenses from the income that incurred during the fiscal year Calculate the net income of K.
Inc for the ended December 31 as follows

A B
3 Particulars | Amount

4 Studio revenue eamed 138000

5 Salary expenses 22248

6 Supplies expenses 2280

7 Tnsurance expenses 3516

8 Depreciation on recording equipmentt 21600

5 studio rent 27600

10 Utiites expenses 2820

11 Interest expenses 1152

12 Tncome tax expenses 23520

1

1 Net Income [=sumiBa:812)
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The results of the above table are as follows:

% A 0
3 Particulars | Amount

4 Studio revenue camed $138,000
5 Salary expenses (522.248)|
6 Supplies expenses (52.280)
7_Insurance expenses (33,516)]
8 Depreciation on recording equipmentt | (521.600)
9 studio rent (527.600)
10 Utiities expenses (52.820)
11 Tnterest expenses (SL152)
12 Tncome tax expenses ($523.520)
)

1 Net Income $33.264

Hence, the net income is [§33,264]
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c.

Itis paid by the business for utilzing the immovable property. Rent can be on the land,
building, plant and machinery etc. Rent expense is the part of operating expenses because it
is incurred for the working of the business

Rent s paid by the tenant to the landlord. Advance rent is the rent paid for the next financial

year or which is not the part of the current financial year rent expense. Prepaid rent is shown
on the assets side of the balance sheet
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Rent expense is deductible expense provided it is related to business and related to the
period in which it is incurred. Any advance rent paid wil be shown as prepaid rent and not
deductible in the year in which advance rent paid.

In this problem monthly rent expenses for the last two months that is rent of November and
57,200
3 months
trial balance includes rent expenses of November month also means that rent expenses from
January to October was $22,800 which is calculated by excluding November month rent

‘expense from total rent expenses showed in the trial balance

December, was 52,400 which is calculated as [ ] The rent expenses showed in the
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On the basis of rent expense from January to October, the rent expenses for the month of
522,800

November would have been 2,280 which is calculated as [7
10 months.

] On the contrary rent

‘expenses for the month of November were 52,400, Thus is appears that monthly rent was
increased by $120 in the month of November and December.
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d.

Insurance expense is the cost of the expense that has been incurred toward the safety of
stock, machinery and other valuable assets of the company. Only the expired portion of the
premium s to be recorded in the income statement. Insurance expense is deductible only ifit
related to business

Any advance paid toward insurance is shown as prepaid insurance and are not deductible in
the year in which it incurred. In this problem, monthly insurance expenses for the last five
months that is insurance expenses from August to December was $300 which is calculated

)

On the other hand, average monthly expenses for first seven were 5268 and the calculation of
‘average monthly expenses are as given below

A B
16 Particulars | Amount
17 Insurance expenses for first 11 months 5216

18 Tnsurance expenses from august to november
1 Tnsurance expenses for first 7 months
20 Number of months

21 Average monthly expenses for first 7 months _[=(B19/B20)
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The result of above table is as follows:

)

i A
i3 Particulars | Amount
17 Insurance expenses for first 11 months $3.216
Tnsurance expenses from august to
18 november 1.2
52,016

15 Tnsurance expenses for first 7 months.
20 Number of months

‘Average monthly expenses for first 7
21 months
Thus it appears that monthly insurance expense of last five month was increased by $12 as

ST

28]

compared to average monthly expenses for first seven months.
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e.
Depreciation is a method in which monetary value of an asset's decreases during the life of
the assets due to wear and tear or obsolescence. The depreciation expense shall be
calculated as mentioned below:

Itis part of a fixed asset that has been consumed or used during the year Depreciation is the
charge on the fixed asset over its usefullfe. Every asset is devalued over the time and this
devaluation is known s depreciation expense.

Depreciation charges on the fixed asset of the business are deductible expense provided
fixed asset used in the business. Depreciation is calculated by dividing the actual cost of the
assets minus scrape value at the end of useful lfe.

Calculation of lfe of equipment is s given below:

A B
24 Particulars | Amount

25 Accunniated depreciation as per tial balance __[63000

26 Depreciation charged inthe month of december_[1800

27 Accumuiated depreciation tlldecember3 1 |=sUM@25326)
25 Depreciation per month 1800

25 Estimated ife of the equipment [=@27B28)





image23.png
The result of the above table is as follows;

A

24 Particulars |Amount
Accunlated depreciation as per trial

25 balance $63,000)
Depreciation charged in the month of

26 december 51,800

27 Accumiated depreciation il december31 | S64,800

28 Depreciation per month 51,800

2 Estimated i of the equipment 34

Thus life of the equipment is (36 months|
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Effect of each adjusting entry passed in part and on the income statement and balance sheet
are as given below. In the below-mentioned table, the following are the denotations

I refer to increase
D refers to decrease
NE refers to no effect

Statement showing effect of adjusting entry on income statement and balance sheet

Tncome statement Balance sheet

[Adjustments|Revenue - Expenses|Net incomefAssets _[Liabilities + owner's equity]
i NE[ 1t NE I
2[NE 1 D b NE D
3[NE 1 D b NE D
4|NE 1 D b NE D
5INE 1 D b NE D
6|NE 1 NE_NE 1 D
il NE NE_|NE D 1
8|NE T NE_|NE 1 D
9NE 1 NE_NE I D
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a.

Adjusting Entries

Adjusting entries are the entries that are passed at the year-end in order to make necessary
adjustments for the accruals and deferrals adjustments. Journalize the following transactions
as shown below:

1. Pass the joumal entry to record the accrued fees eamed for the month of December as

follows:
Dates [Description [Post ref. [Debit(S) |Credit(s)
31-Dec|Accrued fees $5.280
fees revenue $5.280
(Torecord accrued studio

revenue for the month of
december

In the above entry, accrued fees are the fees eamed but not received till date, since it was not
a received asset account called accrued fees is created, hence there is an increase in
accrued fees so accrued fees are debited.

Fees eamed shows fees recognized during the month, since the fees were not received it
was transferred to accrued fees account, hence fees eamed is credited.
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2. Pass the journal entry to record the studio supplies used in the month of December as

follows:
Dates |Description Post ref. [Debit(S) | Credit(S)
31-Dec|studio supplies expenses 5840
Studio supplies $840
(To record the studio
supplies used during the

month)
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In the above entry, studio supplies expenses show expenses incurred during the month from
the stock of studio supplies, therefore studio expenses are debited. On the other hand,
studio supplies are credited because studio supplies were used during the month out of
studio supplies stock.

3. Pass the joumnal entry to record the insurance expenses for the month of December as
follows:

Dates [Description Post ref. [Debit(S) |Credit(S)
31-Dec|Insurance expenses $300
Prepaid insurance $300
(To recoed the insurance
expenses for the month of
december)

In the above entry, prepaid insurance shows insurance expenses paid in advance, since
insurance expenses for December were due, 5o to reduce the amount of prepaid insurance
which was due in December, prepaid insurance account is credited. Here insurance
‘expenses were received in advance, so to reduce insurance expenses from prepaid
insurance, insurance expenses were debited
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Calculate the amount of insurance expenses incurred during the month of December:

Insurance expenses due =| (prcmid insurancex— ]
6 months

R

6 months

=5300
Thus, the insurance expenses incurred during the month of December were [5300]

4. Pass the joumnal entry to record the rent expenses for the month of December as follows:

[Dates [Description Post ref. [Debit(S) [Credit(s)
31-Dec|Rent expenses 2,400
Prepaid rent $2.400
(To record the rent
expenses for the month of
december)
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In the above entry, rent expenses paid in advance due to which prepaid rent expenses
‘account is created and on December 31 when rent expenses are due, prepaid rent account is
credited to reduce December's rent expenses. Rent expenses are debited because rent
‘expenses are charged from prepaid rent account.
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Calculate the amount of rent expenses incurred during the month of December.

Rent expense due = [Pmpmd rentx———
3 months

1
,[suuoXﬂ

=52400




