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adjustment for Product B since the product’s NRV is greater than the unit cost. As such, Product B inventory is 
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The Accounts payable subledger 

 

Further, per review of the Accounts payable subledger exhibit, $6,000 of janitorial services received from Clean Co. in 
December, year 3, were inappropriately recorded to accounts payable on 1/4/year 4. All other costs incurred were 
recorded to accounts payable in the proper accounting period.  
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The sales commissions and consulting fees incurred in January, year 4 were properly accounted for in the January, 
year 4 general ledger.  

Accrual accounting requires transactions be recorded in the period they occur. 

Dr. Legal expense $27,500 (which reduces net income and retained earnings)
Dr. General and administrative expense $6,000 (which reduces net income and retained earnings).

FASB Statement of Financial Accounting Concepts No. 8, Conceptual Framework for Financial Reporting, pages 3-4 

Identify all of the adjustments that impact net income and therefore require retained earnings to be adjusted as a result. 
As noted throughout the task, the following adjustments impact net income and impact retained earnings: 

Dr. Legal expense $27,500 (which reduces net income and retained earnings)
Dr. General and administrative expense $6,000 (which reduces net income and retained earnings). 

($64,760) = ($3,000) + ($8,260) + ($20,000) + ($27,500) + ($6,000)
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Completed task: 

and shareholders’ equity of $1,755,040.
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