Chapter 2 
Problems
	Short Questions (SQ)



SQ1-1: Identify the debit, credit, and normal balance:
For each of the following accounts, identify the effects of (a) a debit and (b) a credit on the accounts and (c) the normal balance of the account.
	1.
	Cash
	6.
	Service Revenue

	2.
	Accounts Receivable
	7.
	Equipment

	3.
	Accounts Payable
	8.
	Rent Expense

	4.
	Salaries Expense
	9.
	Drawing by owners

	5.
	Owners’ Equity
	10.
	Notes Payable



Answer: See the answers to this question in Excel


SQ1-2: Classification of Accounts:
Identify whether each of the following accounts is an asset, liability, a revenue, an expense, or none of these:
	1.
	Supplies
	6.
	Service Revenue

	2.
	Accounts Receivable
	7.
	Unearned Revenue

	3.
	Accounts Payable
	8.
	Rent Expense

	4.
	Drawing by owners
	9.
	Prepaid Insurance

	5.
	Equipment
	10.
	Notes Payable



Answer: See the answer to this question in Excel sheet

SQ1-3: Identify whether the following changes would be debit or credit:

	a.
	Increase is Prepaid Insurance
	g.
	Increase in Revenue

	b.
	Decrease in Accounts Payable
	h.
	Increase in Rent Expense

	c.
	Decrease in Cash
	i.
	Increase in Owners’ Equity

	d.
	Increase in Accounts Receivable
	J.
	Increase in Land

	e.
	Decrease in Supplies
	k.
	Decrease in Unearned Revenue

	f.
	Decrease in Salaries Payable
	l.
	Increase in Utilities Expense



SQ1-4: Preparing Journal Entry:

Prepare journal entries for the following transactions of wikitekkee during the month of January 2022:
1. Purchased inventory on account for $25,000. (Be informed that wikitekkee use perpetual inventory method.]
2. Paid $5,000 salaries to employees for work performed during the month of January. 
3. Sold merchandise on credit for $18,000, which cost the company $10,000. 
4. Collected $10,000 in cash from credit customers. 
5. Paid $15,000 to the suppliers of inventory.
Required: 
Prepare journal entries for each of the above transactions. 
SQ1-5: Journal Entries:

The fiscal year of wikitekkee ends on December 31: (1) on October 1, $36,000 was paid for a one-year insurance policy; (2) on May 30, the company advanced its chief executive officer (CEO), Mr. Rich Brody, $50,000; principal and interest at 10% on the note are due in one year; and (3) equipment costing $110,000 was purchased at the beginning of the year for cash.
Required:
Prepare journal entries for each of the above transactions. 
	Medium Level Questions (MLQ):


MLQ1-1: Analysis of Transactions:
During January 2022, the following transaction occurred for the Wikitekkee Corporation. 
1. Wikitekkee issued 32,000 shares of common stock in exchange for $320,000 in cash.
2. Wikitekkee purchased equipment at a cost of $32,000. $12,000 cash was paid and a note payable to the seller was signed for the balance owed.
3. Wikitekkee purchased inventory on account at a cost of $120,000. [Be informed that Wikitekkee uses the perpetual inventory system.
4. Wikitekkee sold total $130,000 on credit. The cost of the goods sold was $60,000.
5. Wikitekkee paid $4,000 in rent on building for the month of January.
6. Wikitekkee paid $72,000 to an insurance company for fire and liability insurance for a one-year period beginning February 2022.
7. Wikitekkee paid $90,000 on account for the merchandise purchased in 3.
8. Wikitekkee collected $80,000 from customers on account.
9. Wikitekkee recorded depreciation expense of $3,000 for the month on the equipment.
 Required:
Analyze each transaction and show the effect of each on the accounting equation for the Wikitekkee corporation.

MLQ1-2: Preparing Journal Entries:
During January 2022, the following transaction occurred for the Wikitekkee Corporation. 
1. Wikitekkee issued 32,000 shares of common stock in exchange for $320,000 in cash.
2. Wikitekkee purchased equipment at a cost of $32,000. $12,000 cash was paid and a note payable to the seller was signed for the balance owed.
3. Wikitekkee purchased inventory on account at a cost of $120,000. [Be informed that Wikitekkee uses the perpetual inventory system.
4. Wikitekkee sold total $130,000 on credit. The cost of the goods sold was $60,000.
5. Wikitekkee paid $4,000 in rent on building for the month of January.
6. Wikitekkee paid $72,000 to an insurance company for fire and liability insurance for a one-year period beginning February 2022.
7. Wikitekkee paid $90,000 on account for the merchandise purchased in 3.
8. Wikitekkee collected $80,000 from customers on account.
9. Wikitekkee recorded depreciation expense of $3,000 for the month on the equipment.
 Required:
Prepare journal entries for each of the transaction listed above.

MLQ1-3: Posting to Ledger and preparation of Trial Balance:
During January 2022, the following transaction occurred for the Wikitekkee Corporation. 
1. Wikitekkee issued 32,000 shares of common stock in exchange for $320,000 in cash.
2. Wikitekkee purchased equipment at a cost of $32,000. $12,000 cash was paid and a note payable to the seller was signed for the balance owed.
3. Wikitekkee purchased inventory on account at a cost of $120,000. [Be informed that Wikitekkee uses the perpetual inventory system.
4. Wikitekkee sold total $130,000 on credit. The cost of the goods sold was $60,000.
5. Wikitekkee paid $4,000 in rent on building for the month of January.
6. Wikitekkee paid $72,000 to an insurance company for fire and liability insurance for a one-year period beginning February 2022.
7. Wikitekkee paid $90,000 on account for the merchandise purchased in 3.
8. Wikitekkee collected $80,000 from customers on account.
9. Wikitekkee recorded depreciation expense of $3,000 for the month on the equipment.
 Required:
Post the above transactions to T-accounts. Be informed that the opening balances in each of the accounts is zero. Prepare a trial balance from the ending account balances.

MLQ1-4: Adjusting Entries:
During December 31, 2021, the following transactions occurred for the Rich Tech Company.
 
1. On October 1, 2021, Rich lent $78,000 to another company. A note was signed with principal and 8% interest to be paid on September 30, 2022.
2. On November 1, 2021, the company paid its landlord $7,200 representing rent for the months of November through January. Prepaid rent was debited.
3. On June 1, 2021, collected $18,000 in advance rent from another company that is renting a portion of Rich Tech’s building. The $18,000 represents one year’s rent and the entire amount was credited to rent revenue.
4. Depreciation of office building was $3,000.
5. Employees have earned vacation pay for the year total $10,200, which has not yet been paid. The vacation pay is recorded as salaries expense.
6. Rich Tech started with a $6,000 balance in its supplies account. During the year, $10,000 in supplies were purchased and debited to supplies. At the end of the year 2021, supplies costing $12,000 remain in hand.
7. On August 1, 2021, the Company borrowed $60,000 from a local bank on a 15-year mortgage. The annual interest rate is 10%.
8. Revenue for services performed but unrecorded for December 31, 2022, totaled $3,000.
9. On October 1, 2021, Rich Tech paid $7,200 for a 2-year insurance. The initial entry was recorded as debit to prepaid insurance. 
10. Utilities expense incurred but not paid until January 2022 totaled $1,000.
Required:
Prepare the necessary adjusting entries for each of the above situations. Assume that no financial statements were prepared during the year and no adjusting entries were recorded.  

MLQ1-5: Analyze the impacts of omission of transaction on Income Statement and Balance Sheet:

Use this information to answer the following questions:

Suppose that Safa Company's adjusted trial balance ignored the following information. For each item of information, indicate what effects, if any, these omissions would have on the stated components of Safa Company's 2021 Income Statement and 12/31/21 Balance Sheet. Assume no income taxes.

Use the following code for your answers and be sure to include the dollar amounts of the effects next to the letter O or U:

N = No Effect
O = Overstated
U = Understated

Additional Information:
1. $1,000 interest on loan was not yet paid or recorded.
2. Depreciation of $1,500 on equipment was not recorded.
3. $2,400 rent paid for January 2022 was not recorded.
4. $5,000 of paid and recorded salaries pertains to January 2022.
5. $20,000 of the rent revenue collected and recorded as revenue this year pertains to 2022.
6. Interest of $6,000 earned during the year was not yet collected or recorded.
7. $10,000 supplies purchased for the year 2022 was recorded as supplies expense.
8. Employees worked during the month of December 2021, but total salaries of $20,000 was not yet recorded or paid.
9. The journal entry for depreciation on equipment for 2021 was recorded for $10,000. The amount should have been $12,000.
10. Purchased inventory for $10,000 and signed a note, but the transaction has not been recorded. 

