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Current Liabilities
Describe the nature, type, and valuation of current liabilities
What is a Liability?”

® The FASB, defined liabilities as:

* “Probable Future Sacrifices of Economic Benefits arising from present obligations
of a particular entity to transfer assets or provide services to other entities in the
future as a result of past transactions or events.”

Current Liabilities

Recall: Current assets are cash or other assets that companies reasonably expect to
convert into cash, sell, or consume in operations within a single operating cycle or
within a year.

Current liabilities are “obligations whose liquidation is reasonably expected to require
use of existing resources properly classified as current assets, or the creation of other
current liabilities.”

Operating cycle: period of time elapsing between the acquisition of goods and services
and the final cash realization resulting from sales and subsequent collections.

Typical Current Liabilities

The first learning objective is to account for current liabilities of a known amount

Bauzme AL Agluik! SLalUY oo Hslomll 51 Lorlatll ]l
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Current Liabilities of known amount
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Account Payable
Amounts owed for products and services

purchased on account

sl oblus!
Laglid @i cilousg plu (e Aaoius Ml
olas! de

Short-Term Notes Payable
Common form of financing; company incurs

interest expense

Sales Tax Payable
Tax levied by state on retail sales; company collects

from customer and remits to government

oY1 Bpuad addl 31 s
BLAAL! a3lsg tdsgadl JICAT (h pilss JS&

Silgd daany

ddmiud | Slagd | ol
LA gasy tdagSaell i (o suzs bl il
oSl ) Llagnis sl n Loaams

Current portion of Long-term notes payable

Principal portion of long-term debt due in the next year

Jo Asgls adll 51osT (e Joluil! ¢ !
d2¥1 dssbs e Al ol 6 52

PR

Accrued Expenses
Expenses incurred, but not yet paid; often an
adjusting entry.

Examples: Salaries & interest payable

Unearned revenues
Customers make payment before receiving

PI’OdUCt or services

Weiud! clasd
iy fuay adus @ LSS olaas (p
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Accounts Payable (Trade accounts payable)
* Balances owed to others for goods, supplies, or services purchased on open account.
@ Time lag between the receipt of services or acquisition of title to assets and the payment
for them.
@ Terms of the sale (e.g., 2/10,n/30 0r 1/10, E.O.M.) usually state period of extended
credit, commonly 30 to 60 days.
Notes payable
*  Written promises to pay a certain sum of money on a specified future date.
@ Arise from purchases, financing, or other transactions.
@ Classified as short-term or long-term.

May be interest-bearing or zero-interest-bearing

Amounts owed for products or services purchased on account are accounts payable. Since these are due on average in
30 days, they are current liabilities.
Be s Aamtune (2 Ulby aulddl cbluxdl (2 Glusdl e cloasdly aludl elpd o0 Goeud I AL
Agluze Sl 9d logs 30 Llowsio
Exercise 1: Roley Corporation uses a perpetual inventory system
0935all yorull 3,2l allas Roley 45,4 auseiud
On July 1, Roley purchased $60,000 of inventory, terms 2/10, n/30, FOB shipping point. Roley paid freight
costs of $1,200.
of Lede oLl 10 M5 slaedl @3 13 %1 s el by by $60000 desdy (9350 Al sl Seas 1§
$1200 Jau) wlaas 38,41 cads omdd) dhis wie @ududlly pgy 30 M5 sid of cems 1l Gl
On July 3, Roley returned damaged goods of $6,000.
$6000 Losdy 24115 deliny 45,801 cislel 3933 3
On July 10, Roley paid for the goods.
deladl e 48,401 cads 396510 &
Requirement: Prepare all necessary journal entries for Roley. dwgddl 5948 &ild) :aglball

Inventory (95l 60000
July 1
Accounts payable 4.1 &bl 60000
Inventory (955l 1200
July 1
Cash 4,01 1200
I Accounts payable a5!! & blus]! 6000
July 3
) Inventory (955l 6000
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July 10

Accounts payable a5l &blus]|

54000

Cash (54000- 1080) Z.ias
Inventory (54000% 2%) ¢y 935l

52920
1080

2. Short-term notes payable, a common form of financing, are notes payable due within one year. The

company

will pay interest on a note payable.

a8, ad) sl ‘aLc IMs Gmrudl @.\_‘\ é\)ﬁi P d._v}qﬂ‘).iha.n Y éL& S sd.&ib’\ Buand @.A_n é‘)ﬁi
2 Bl e slsd aduiu
Exercise 2: Consider the following note payable transaction ;Lac¥! cnay addl Blel celas 5L o3

2011
Mar 1 Purchased equipment costing $16000 by issuing a one- year, 9% note payable
%9 Lple uslall A cale Lrde a8 4359 5lusoly $16000 Lralss ilaas ¢y
Dec.31 Accrued interest on the note payable a3.! Blgl e suslall camiu
2012
Mar 1 Paid the note payable at maturity 3la=ww! gyl adull 48 9 sluw @3

Requirement: Journalize all transactions for the company sLadel) 594!l JS L] imgllall

2011
Equipment 16000
Mar 1 i
Note payable 16000
Interest expense 1200
Dec 31
Interest payable (16000x9%x10/12) 1200
2012
Notes payable 16000
Interest payable 1200
Mar1
Interest expense 240
Cash 17440

Notes Payable Notes payable are written promises to pay a certain sum of money on a specified future

date. They may arise from purchases, financing, or other transactions. Companies classify notes as short-

term or long-term, depending on the payment due date. Notes may also be interest-bearing or zero-

interest-bearing.
aldee o Wb o oSay - Jearad G ddme sl 298l (e (e jlie sluwy 9iSe weg adudl (3 yol
13 0gSs o OSas9 Y gl o Woluze IS Cgs o Oes9 Syl aldae éi 9 Jrgedl ol £l,ad)

Aexo 5..\3\3#_33? Uome 5518
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Exercise 3: Castle National Bank agrees to lend $100,000 on March 1, 2014, to Landscape Co. if
Landscape signs a $100,000, 6 percent, four-month note. Landscape records the cash received on March
1 as follows:
a9 Wyy audes e 4S,4d1 cadly 13] $100000 Landscape 45,4 al,8] (e Castle National cliy (33l
i LS 1T T 3 apuaidd Ladi) Joxaudon 45,501 %06 Buslay pil 4 5l

Cash 4,04 100,000
1 march

Notes Payable a3, 3|9 100,000

If Landscape prepares financial statements semiannually, it makes the following adjusting entry to

recognize interest expense and interest payable at June 30:

Sl JWl Lgudl uud slaels asds Leld (Soiw cams JSCay AW @3lgall JaS Landscape 48,4 <ol 13
Olys> 30 § daxnudl wilgally (slgall daas

Interest Expense 2,000
30 June

Interest Payable (100000x6%x4/12) 2,000

At maturity (July 1), Landscape records payment of the note and accrued interest

Lazmiud| wilgally paudl 28,5 cilegaul) 48,401 Jmud (G305 1) Blaiwy! e gas

Notes payable 100,000

1 July Interest Payable 2,000

Cash 102,000

Exercise 4: On March 1, Landscape issues a $102,000, four-month, zero-interest-bearing note to
Castle National Bank. The present value of the note is $100,000. Landscape records this transaction as
follows.
Castle 8yal $102000 glooy ;i1 4 Lo Buslé Jaxs ¥ ads 3ol Landscape 45,4 ool 311 3
WS Aalall s Yradis 38,001 o3 $100000 paull 28,5 2Ll 2agall National

Cash 100,000

1 march | Discount on Notes Payable | 2,000

Notes Payable 102,000

Discount on Notes Payable is a contra account to Notes Payable, and therefore is subtracted from Notes

Payable on the balance sheet.

cé..\.n Blogl /> O et dild ey L.Q'j ‘cé..\_n Bl wlust Lilae clus> sa CA.L“ Bl P Mz)\

aloall Alpll
Current Liabilities &gl sl | olel 7Y

Notes Payable aé.| Byl $102000

Less: Discount on notes payable 3.1l Blyel e ROPES| RN (2000) $100000
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If Landscape prepares financial statements semiannually, it makes the following adjusting entry to

recognize interest expense at June 30:
by JWl L udl uud slacls asas Leld (Soiw capms JSCay AW @3lgall JaS Landscape 48,4 =o€ 13
Ol 30 4 cSlgall Aaas

Interest Expense lgall daas 2,000

30 June -
Discount on notes payableadoll &l sl (e pux]l 2,000

At maturity (July 1), Landscape records payment of the note

251 860 el 35,801 S (9 1) Blamiad¥] deses

Notes payable aé.| Bl 102,000

1]ul
) Cash auadl 102,000

Exercise 5: The following are selected 2014 transactions of Darby Corporation Which uses a perpetual
inventory system.
eiad!) syl 4asb auszud QI Darby 45,41 2014 ale (0 8yl cOlolas g2 FY)
Sept. 1- Purchased inventory from Orion Company on account for $50,000.
$50000 plees cslull (Ae Orion 4S54 (o (19350 idl Jobil 1
Oct. 1 - Issued a $50,000, 12-month, 8% note to Orion in payment of account.
Lpbaas slaiad %8 358 Zudy ¢ 12 5l $50000 Aoy 285 4859 Zpusol Jo¥1 (13543 1
Oct. 1 - Borrowed $75,000 from the Shore Bank by signing a 12-month, zero-interest-bearing $81,000 note.
s 12808 Bsld Joams ¥ 285 4859 cuad g9 Shore iy (10 $75000 s 81 Jg¥1 (s,-did 1
Prepare journal entries for the selected transactions. La,Las| @3 & cdlelall e gl 39438 slacl @3

Sep 1. Inventory (935l 50,000
Accounts Payable a3l o blus]| 50,000

Oct. 1 Accounts Payable a5/l &blu] 50,000
Notes Payable aé.| 3l 50,000

Oct 1. Cash 4035 75,000

Discount on Notes Payable a8.! Blyel e ROV 6,000
Notes Payable a8l Bl 81,000

Dec. 31 Interest Expense iilgall (89yma 1,000
Interest Payable (50000x8%x3/12) a5l wslgall 1,000

Dec. 31 Interest Expense Wlgall (89y4m0 1,500
Discount on Notes Payable(6000+12)x3 ad.ll Blgl e e 1,500
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Exercise 6: The following are selected 2017 transactions of Sean Astin Corporation.

Sep.1 Purchased inventory from Encino Company on account for $50000.
clusdl (de 50000 jliss Encino aS,4 o (3935 AS,ad1 il
Oct. 1 Issued a $50000, 12-month, 8% note to Encino in payment of account

Encino 45,4 ol Taliw %8 55lay -t 12 5l 50000 dagdy pds 4859 48,4l cyutiol

Oct.1 Borrowed $50000 from the Shore Bank by signing a 12-month, zero-interest-bearing $54000 note

$54000 Liosd L5193 Jaxs ¥ 283 A9 (e audstll S (oo Shore cliy (v $50000 S, Al s s

Requirements:gllll
1. Prepare journal entries for the selected transactions above.
el laylias! @3 & cMelaoll duagll 3548 L)
2. Prepare adjusting entries at December 31 &gl 3948 <L)
3. Prepare journal entries on maturity date. 3la=u¥ fln 39481l <L)

Journal Entries:

Date Accounts Debit Credit
Inventory 50,000
Sep. 1
Accounts payable 50,000
Accounts payable 50,000
Oct. 1
Notes payable 50,000
Cash 50,000
Oct. 1 Discount on Notes payable 4,000
Notes payable 54,000

3,500 (5,81 Cayall o éi (Prepaid expense) wlus> 4:liay (Discount on Notes payable) olus jlael Sy
T.B.M-A Lilgall A8, 41 Caadig (Ses th

Date Accounts Debit Credit
Interest expense 1,000
Dec. 31
Interest payable(50000x8%x3\12) 1,000

Waaull CalAeY! i daradl wilsall Clus paudst 095 e degdall wilgall 3oyl Lgudll 2wdlly

2017 play cipe &1 i1 (4o

Interest expense 1,000
Dec. 31
Discount on Notes payable 1,000
sl pasels colucey A5 o1 9% 28001 4859 (e olgus wilgall 245 Jlad) @iy pladl 2l
Income summary 2,000
Dec. 31
Interest expenses 2,000
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(Wl aie Jgual) g s O935elly Luadl plas a3 (Wglane Slall) cogs ot Auelisedl Anlnlly adull Bl ylass

Balance sheet:

Current Assets Current Liabilities
Cash 50000 Notes payable (interest-bearing note) 50000
Inventory 50000 Interest payable 1000
Notes payable (zero-interest bearing note) 54000
- discount on notes payable (3000) 51000

On maturity date Oct1. 2018 v;._é..\.fl 3ol a9 Slimiwl iyl
o Bulall ALY 141 3 e 2017ple e Bamradl Buslall ae aldl ol sl @iis Jo¥1 adudl 33560 Awdlly
AT 9 e 2018 Jladl alall

Date Accounts Debit Credit
Notes payable 50,000
Interest payable 1000
Oct. 1
Interest expense(50000%8%x9\12) 3000
Cash 54,000
s pagases Jilae wilsall Aaat, (alie on L wilgall Loe cualazdl &I 2ol aa0l1 48,550 2pudll,
Ll uslgall
Interest expense 3,000
Oct. 1
Discount on Notes payable 3,000
Notes payable 54,000
Oct. 1.
Cash 54,000
At the end of 2018
ol el coluy 26l o1 1oYW 2801 4855 (e olgwe wilgall daas Jlad) @iy pladl dylg
Income summary 6,000
Dec. 31
Interest expenses 6,000

Exercise 7: Hamilton Company has a fiscal year ending on December 31. The company entered into the
following transactions in 2009. Prepare journal entries for these transactions.
©8.2009 sle I AL cDlalally cald S, 51 . Jo¥ 053lS 315 (92l Aelle L Lead Hamilton 45,
EMolall ol Apagdl guall ol
May 15 Purchased inventory costing $25,000 by signing a 60-day, 6% note payable.
%6 BSLE Audy pgy 60 Lge ads 48 )9 au8yny $25000 4ralss ¢y 955 il HLT 15 @
Oct. 1 Purchased equipment costing $41,000 by signing a 120-day, 7% note payable.
%7 Bl Ay gy 120 Liroke 285 4859 audsty $41000 AalSny olune sl Jo¥l (s 1 8

https://manara.edu.sy/



https://manara.edu.sy/

o)li_aJl
Dec. 13 Borrowed $46,000 by issuing a 180-day, 8% note to the bank.

%8 55L3 Ay pgs 180 Lie a5 385 5l dualy $46000 s il Js¥1 0556 13 3

Date Accounts Debit Credit
Inventory 25,000
May 5
Note payable, short-term 25,000
On mature date to the first note payable 5% a9l 4859t Blazmiw! Fyly
Note payable, short-term 25,000
After 60 days Interest expense (25000x6%x60\360) 250
Cash 25,250
Date Accounts Debit Credit
Equipment 41,000
Oct. 1
Note payable, short-term 41,000
Cash 46,000
Dec. 13
Note payable, short-term 46,000
On 31 December
Date Accounts Debit Credit
Interest expense (41000x7%x90\360) 717.5
Dec. 31
Interest payable 717.5
Interest expense (46000x8%x18\360) 184
Dec. 31
Interest payable 184
On 31 January, mature date to the second note payable
Date Accounts Debit Credit
Notes payable 41000
Interest payable 717.5
Jan. 31
Interest expense(41000x7%x30\360) 239.16
Cash 41956.5
On mature date to the third note payable
Date Accounts Debit Credit
Notes payable 46000
Interest payable 184
Interest expense (46000x8%x162\360) 1656
Cash 47840
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Exercise 8: Main Company has a fiscal year ending on December 31. The company purchased equipment
costing $88,000 on October 2, 2011. The equipment was purchased by paying 30% down and signing a
9%, 120-day note payable for the balance.
claall g (5,85 2§ $88000 Leals ol as 45,81 il 12/31 g &lle e Lead Main 45,4
%9 858 ey gy 120 8k Akl dm Il 285 4859 audgig Lraud (10 %30 sy Laglyd @3
Requirements: 1. Prepare the journal entries to record the following events. Use a 360-day year and
round all amounts to the nearest dollar.
9 0,89 B (a8 Lild pgy 360 il AW SlusY Lixad] dagull 3548 slae) igllall
® The purchase of the equipment on October 2, 2011 2011 Gl (2,43 2 3 wlaall ol
® The accrual of interest on December 31, 2011 2011 /12 /31 3 Lamiwll uslgall
® Payment of the note on January 30,2012 2012 /L“;L'z.ﬂ 08 30 g? g.dl 48 59 a9
2. Determine the balance of any current liabilities associated with the note on December 31, 2011.

2011 ale 2l adadl Glooly Akl Agluall bl Y woy du> 2

Date Accounts Debit Credit
2011
Oct. 2 Equipment 88,000
Cash (88000x 30%) 26,400
Note payable, short-term 61,600
Dec. 31 Interest expense (61600x 9%x90/360) 1,386
Interest payable 1,386

Current Liabilities

Notes Payable $61600
Interest payable 1360 $62986
2012
Jan. 30 Note payable, short-term 61,600
Interest payable 1,386
Interest expense (61600x 9%x30/360) 462
Cash 63,448
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Sales Taxes Payable Retailers must collect sales taxes from customers on transfers of tangible personal

property and on certain services and then must remit these taxes to the proper governmental authority.

il RSI JEnl e bl o sl il lymams o am 5l as Al Slagd! Ay
ApagSond) ALl J] bl ks Isins o o & (a9 Sbesil] pns e Aasall

Exercise: Prepare the entry to record sales taxes assuming there was a sale of $3,000 when a 4 percent

sales tax is in effect.

%4 2oyl Luds $3000 il clagdl o Lajide cilpall Jumad! guolell wall bl o3

Cash 3,120

Sales Revenue 3,000

Sales Taxes Payable (3000x4%) 120

Many companies do not segregate the sales tax and the amount of the sale at the time of sale. Instead,
the company credits both amounts in total in the Sales Revenue account.
ol Jazes A5, 400 cells e Yy ! gy cilandl Baid (e Sladl By Jiad ¥ S, adl e gl
lasell slys) Jlem! ol o olall cylall
Exercise: Assume the Sales Revenue account balance of $150,000 includes sales taxes of 4 percent.
Prepare the entry to record the sales revenue and the amount due the taxing unit.
ieo LY bl wall Gl o8 %4 Slandl Aoy lavaie $150000 clacdl 3hul dumy ol oords
U35 s 3aradl il bl
2ty el ol

Cash 150,000

Sales Revenue 150,000

Slaged) 3l e Sladl Apps dad e 1Y Ll 370 51,

) ezl U %104 Awd Jolad Ll (6l cilas 3 pis %4 +lagis %100 2w (asaty 150000 als
Sldly (e dlazmy Slagdl sly) (agass ey 5769.23 =(104 +4 x150000) : IS %4 dwdd Jslall
ol Llazmy damiadl) 2o pnll

Sales Revenue 5,769.23

Sales Taxes Payable(150000x4+104) 5,769.23

Exercise : Associated Foods had cash sales of $787,000 during the month of August. Sales taxes of 7% were

collected on the sales. Prepare an aggregate journal entry to record the sales and sales tax for the month.

Date Accounts Debit Credit
Cash 842,090
Aug. 31 Sales revenue 787,000
Sales tax payable (787000x7%) 55,090
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Dividends Payable A cash dividend payable is an amount owed by a corporation to its stockholders as a

result of its board of directors’ authorization.
8y15Y1 edzma Ui oo 2 LA ilanes oy D Al Ll 35,201 e 01501 il | cilas 393

Unearned Revenues How do companies account for unearned revenues that are received before goods

are delivered or services are performed?
Jed Lalils @1 colaanll (g LadSU 2 sl e Lslelly @6, a01 2585 (4.8 AudSLI a2 @lslp¥)
RAPNES) p.l.\.a_?j pladl qdus
1. When a company receives the advance payment, it debits Cash, and credits a current liability account
identifying the source of the unearned revenue.
2. When the company recognizes revenue, it debits an unearned revenue account, and credits a revenue
account
Sblus anl e ilull calaly Luadl /> g ol ol § dizead o loddd plee Jpams i 1
cadSE) g2 51 jeime 30 g1 Aglast] el
Lsls pazsll shay) Gluos lyse S 12 sls¥1 /> Jamd oL GladST wis 2

Account Title
Type of Business
Unearned Revenue Earned Revenue
SLadl g5 i g sl IS 31y
Airline Unearned Ticket Revenue Passenger Revenue
Olnb 48,4 S pe IS5 5815 o)) Shas sl
Magazine publisher Unearned Subscription Revenue Subscription Revenue
I P {0 cwdSa e LA 3yl LA sy
Hotel Unearned Rent Revenue Rent Revenue
Galié S e sl ol 2yl ol
Auto dealer Unearned Warranty Revenue Warranty Revenue
el 2 S i Sl 31 oleall sl
Retailers Unearned Gift Card Revenue Sales Revenue
a3l 52 S g Bun Al 1 el sl
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Exercise: Allstate University sells 10,000 season football tickets at $50 each for its five-game home
schedule. Allstate University records the sales of season tickets as follows.
el e 2ol Jzead Auesd! Lebyle Jodzdd $50; Aulind pud 5,8 5,505 10000 Zasly auss
JWIE alasll

Cash 500,000

Unearned Sales Revenue 500,000

As each game is completed, Allstate makes the following entry.

W) sl Ll 6a5 daaladl (Blle cies LIS

Unearned Sales Revenue | 100,000

Sales Revenue 100,000

Example: Model Maker sold 6000 one-year prepaid subscriptions to its monthly magazine for
$40/subscription. The subscription year runs from September to August. What is the entry for receiving
the subscription?
T A A LA /940 liay 3y dd) Lalay audo Goins SIiLal 6000 Model Maker 3Lads el
ST il a9 Lo duly gl alall ol g9 Jobl e
Cash $240,000

Unearned subscription revenue $240,000

What is the December 31 adjusting entry for subscription revenue?

S ol Loyl Lol b 52 Lo

Unearned subscription revenue $80,000

Subscription revenue (240000x4/12) $80,000
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Indicate how each of the following accounts would be classified on the balance sheet and indicate whether the amounts is a

known amounts or is based upon an estimate.

Item | Account Current or long- Known amount or an
item liability estimate

A | Salaries payable to employees current Known

B | Tax payable current Known

C | Accounts payable current Known

D | Salestax payable current Known

E | Note payable (due in six months) current Known

F | Note payable (due in three years) Long- term Known

G | Unearned rent revenue (to be earned in within six months) current Known
Contingent liability probable to become an actual liability

H current Estimated
within six months

| | Estimated warranty payable (to expire in three months) current Estimated

The records of Panhandle Greenhouses include the following accounts. Prepare the current liabilities and long-term

liabilities section of the company’s balance sheet.

Salary payable 8000

Bonds payable, long term 150000
Premium on bonds payable- (all long-term) 15000
Unearned service revenue 5000

Common stock 100000
Mortgage note payable, long term 88000
Accounts payable, current instalment 10000
Interest payable 15000

Partial Balance Sheet

Current liabilities:

Unearned service revenue 5000
Salary payable 8000
Accounts payable 66000
Interest payable 15000
Bonds payable, current instalment 10000
Total current liabilities 104000

Long-term liabilities:

https://manara.edu.sy/



https://manara.edu.sy/

Mortgage note payable 88000
Bonds payable 150000
Premium on bonds payable 15000
Total long term liabilities $253000

Exercise: A corporation is considering two plans for raising $3,000,000 to expand its operations. The first plan is to sell
$3,000,000 of 6%, 10-year bonds at face value. The second plan is to sell 50,000 shares for $3,000,000. Prior to any
refinancing, the company has net income of $850,000 and 200,000 shares of common stock outstanding. Management
believes the expanded operations will generate additional income of $366,000 before interest and taxes. The income tax rate
is 40%.

a. Compute earnings per share assuming the bonds are issued.

b. Compute earnings per share assuming the stock is issued.

c. Based on these computations, which plan should be advised?

b LS U5l Aaild plas A Ll

Net Income 850000

Additional income before interest and income tax 366000

- Interest expenses (3000000x6%) (180000)

Income before income tax 186000

- Income tax 40% (74400)

Additional income 111600

Total Netincome 961600

Earnings per share (961600+200000 Shares) 4.81 per share
ok LS ool 4ls plas B L

Net Income 850000

Additional income before interest and income tax 366000

- Interest expenses --

Income before income tax 366000

- Income tax 40% (146400)

Additional income 219600

Total Netincome 1069600

Earnings per share (1069600+250000 Shares) 4.28 per share

c. Issuing bonds yields the higher earnings per share
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Answer each of the following questions:

BE13-2. Upland Company borrowed $40000 on November 1, 2019, (11) by signing a $40000, 9%, 3-month note. Prepare the
Journal entry at November 1, 2019, the December 31, 2019, annual adjusting entry; and the February 1, 2020, entry

Cash 40000
Nov. 1
Notes payable 40000
Interest expense 600
Dec.31
Interest payable (40000x9%x 2+12) 600
Notes payable 40000
Interest payable 600
Feb.1 Interest expense 300
(40000x9%x 1+12)
Cash 40900

BE13-3. Takemoto Corporation borrowed 60000 on November 1, 2019, by signing a $61350, 3-month, zero-interest-

bearing note. Prepare Takemoto’s November 1, 2019 entry; the December 31, 2019, annual adjusting entry; and the

February 1, 2020, entry.

Cash 60000
Nov. 1 Discount on Notes Payable 1350
Notes payable 61350
Interest expense 900
Dec.31
Discount on Notes payable (1350x 2+3) 900
Interest expense 450
Feb.1
Discount on Notes payable (1350x 1+3) 450
Notes payable 61350
Feb.1 >
Cash 61350

BE13-5. Sport Pro Magazine sold 12000 annual subscriptions on August 1, 2019, for $18 each. Prapare Sport Pro’s August 1,

2019, journal entry and the December 31, 2019, annual adjusting entry, assuming the magazines are published and delivered

monthly.

Cash 216000
Aug. 1
Unearned Sales Revenue (12000x$18) 216000
Unearned Sales Revenue 90000
Dec.31
Sales Revenue (216000x 5+12) 90000

https://manara.edu.
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BE13-6 Dillons Corporation made credit sales of $30000 which are subject to 6% sales tax. The corporation also made cash

sales which totalled $20670 including the 6% sales tax.

(a) Prepare the entry to record Dillons’ creditsales  (b) Prepare the entry to record Dillons’ cash sales

Accounts Receivable 31800
Sales Revenue 30000
Sales Taxes Payable (30000x6%) 1800
Cash 20670
Sales Revenue (20670+1.06) 19500
Sales Taxes payable 1170

E13-16 Presented below is a list of possible transactions.

Instructions: Set up a table using the format shown below and analyze the effect of the 18 transactions on
the financial statement categories indicated.

1. Purchased inventory for $80000 on account (Perpetual system is used)

2. Issued an $80000 note payable in payment on account (see item 1 above)

3. Recorded accrued interest on the note from item 2 above.

4. Borrowed $100000 from the bank by signing a 6 month, 112000 zero-interest- bearing note

5. Recognized 4 months interest expenses on the note from item 4 above.

6. Recorded Cash sales of $75260, which includes 6% sales tax

# Assets Liabilities Owners’ Equity Net Income

Use the following code: I: Increase D: Decrease NE: No net effect

Assets Liabilities | Owners'Equity | NetIncome
1. Purchase inventory on account I I NE NE
2.Issued note payable in payment on account NE NE NE NE
3. Recorded accrued interest NE I D D
4. Borrowed by signing note I I NE NE
5. Recognized 4 months interest expense NE I D D
6. Recorded Cash sales, includes sales tax I I I [
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