Problem 5.1A
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PW Inc.

Balance Sheet
December, 31 Current Year

Assets:

Cash 18000

‘Accounts Receivable 10800

Unexpired Insurance 5400

Prepaid Rent [2400

Supples Jooo

Van less depreciation |-48000-19200

Equipment and Music fess depreciation_|=42000-16800

Total Assets |=SUM(BS:B11)

Liabilities

‘Accounts Payable [s400

Notes payable [46500

Salases pavable 1920

Tnterest pavable [210

Tncome taxes 480

Unearned party [2160

Total Liabilities |=SUM(BL4:B19)

Stockholder's Funds

Capital stock J6000

Retained earnings [25200

Total [=B22-B23

Total Liabilities [=B20+B24
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The result after applying the above formula will be as follows:

PW Inc.
Balance Sheet

December, 31 Current Year
Assets:
Cash 518,000
Accounts Receivable 510800
Unexpired Insurance S 5400
Prepaid Rent $ 2400
Supptes S 00
Van less depreciation 528500
Equipment and Music ess depreciation | $25,200
Total Assets 591,200
Liabilities
‘Accounts Pavable S 5400
Notes pavable 546,500
Salases pavable S 1920
Tnterest pavable s 240
Tncome taxes T
Uneamed party S 3160
Total Liabilities 560,000
Stockholder's Funds
(Capial stock 5 6000
Retained camings 25,200
Toul 531200
Total Liabilities 591200

Thus, the balance shest is prepared.
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b.

Closing entries are passed at the end of the financial year to transfer the balances of the
different accounts at the end of the period to the main set of financial statements. Pass the
closing entries using the MS excel formulas shown as follows

To record party revenue:

A
1 Date

0
Description

Post Ref.

2 December, 31

[Party revenue

Income statement

[T close pary reveme carmed)
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The result after applying the above formula will be as follows

Date Description [Post Ref.| Debit | Credit
December, 31 |Party reveme 156,000
Tncome statement 156,000
[(Fo close party revene camed)

Party revenue will be credited to the income statement and therefore, the income statement
is credited and party revenue is debited.
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To record expenses in income statement:

Zae e~ oL

12

14

16,

17,

18,

A 5 < ) €
Date Description Post Ref.| _ Debit | Credit
December, 31 |Income statement [=SUMESE15)
Inswance expense 2160
‘Office rent expense 14400
‘Salares expenses [90000
Depreciation on van lo600
‘Depreciation on equipment and music 8400
‘Supplies expense 1440
Repair and maintenance expense [2400
Travel expense 7200
Taterest expense 5250
Tncome tax expense 2400
Miscellaneous expense [4320

|To close expenses accounts)
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The result after applying the above formula will be as follows:

Date Description [PostRef] Debit | Credit

December, 31 | ncome statement $147.600
Tnswance expense 5 2160
Office rent expense S 14,400
Salaies expenses S 90,000
‘Depreciation on van S 9,600
‘Depreciation on equipment and music 58400
Supplies expense S 1440
Repair and maintenance expease 52400
“Travel expense s 7200
Interest expense s 5280
Income tax expease 5 2400
‘Miscellaneous expense s 4320
|To close expeases accounts)

The expenses are debited in the income statement and therefore, the income statement is
debited and all the expenses are credited to waive off the balance.
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To transfer profit to retained eamings:

A
2

21 Date Description PostRef.|  Debit | Credit|
2

23 December, 31 |Income statement |=02D7

u Retained carmings [0z

2

[(To transfer the net profitn retained camings

Jaccount)
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The result after applying the above formula will be as follows:

[(To transfe the net profit n retained carings
|account)

The net profit will be added to retained eamings and therefore retained eamings are credited
and income statement is debited.

To record dividends declared:

[Retained carnings 5 1200
Dividends S 1200

|(To transfer dividends declared to retained

Jearings accoun)

Retained eamings will be debited as the decrease in retained eamings is debited and the

diidends are credited as declared dividends are a liability for the company.
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c.

The et profit for the current year ended is $8,400 which is 5 4% of sales §156,000

(ﬂ] The current year ending balance sheet, reports cash and accounts receivable

0 $28,800. It also reports labilties of $60,000.
There is a possibility that the company may be liquid but that depends upon the due date of
the note payable. If the due date is not closer than the company may be called sohvent.

But in case the due date is in near future then, there might be concem on liquidity of the
company.
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a.
Income Statement:

Itis 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

Prepare the financial statements using the MS-Excel formulas shown as follows:
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Amount
156000
2160
14400
1430
90000
3 9600
13 [Depreciation expense: equipment & music /8400
14 Repair & maintenance expense 2400
15 [Travel expense. 7200
16 Miscellaneous expense 4320
17 [Tnterest expense 5280 |=SUM(C8C17)
Tncome before taxes [=D6-D17
Tncome taxes expense 2400
Net income =D18-D19

20
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The result after applying the above formula will be as follows

PWINC.
Tucome Statement
For the Year Ended December 31, Current Year
Description Amount
Revenues:
Party revenue eamed S 156,000
Expenses:
Insurance expense S 2160
Office rent expense S 14400
Supples expense S 1440
Salary expense S 90,000
| Depreciation expense: van S 9600
| Depreciation expense: equpment & | S 8.400
[Repair & maintenance expense S 2400
Travel expense s 7200
Miscellaneous expense S 432
Interest expense. s 5280[s 145200
Income before taxes s 10800
Tncome taxes expense s 2400
Net income s 8400
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Retained Eamings:

Itis the portion of proft that is not distributed s dividends but retained in the business to
reinvest the money. The statement of retained earnings shows the amount of balance at the
end of the period standing in the account as retained eamings

Prepare the statement using the MS Excel as shown below.

s H
2 PW Inc.

3 Statement of Retained Earnings

4 For the year Ending December, 31 Current Vear|
5 Description Amount

6 Beginning Retained camings 18000

7 [Add Profits [s400

8 Less Dividends 1200

9 Ending Retained Earnings _|-H6+H7-HS
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The result after applying the above formula will be as follows:

PW Inc.
‘Statement of Retained Earnings
For the year Ending December, 31 Current Year
Description Amount

[Beginning Retained carnings 518,000
|Add Profts 58,400
[Less Dividends 51,200
[Ending Retained Earnings 525,200

Thus, the balance of retained eamings at the year-end is $25,200.
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Balance Sheet:

It can be defined as a statement that provides the summary of the Assets, Liabilties, and the
Owner's equity in an organization on a particular date. It contains al the closing balances of
all the accounts that will be represented on the assets and liabilities side.




