Dylan Corporation 
Question one 
Income statement 
Rent received for the year= $ 60,000 
Rent to be earned per month= $ 5,000
At the end of the year 31/12/2013, the number of months from 01/08/2013= 5 months 
Therefore the rent revenue earned for the year ended 31/12/2013= 5* $ 5,000= $ 25,000 
Income statement for the year ended
31/12/2013
        Rent revenue earned                                                      $ 25,000     
Balance sheet 
In a balance sheet the company will report unearned revenue as a current liability.
The amount earned for year ended will be subtracted from the total rent received to get the unearned rent revenue. 
The unearned revenue= $ 60,000- $ 25,000 (earned rent revenue) = $ 35,000
Balance sheet as at 31/12/2013 
Assets 
Cash                                $ 35,000
Liabilities and equity 
Unearned rent revenue                              $ 35,000 
Question two 
Income statement 
Warranty that the company provides for the year 2014= $ 600,000*2%= $ 12,000  
This will be the expense that the company expects to pay out, this will be the warranty liability. 
Adjusting entry will be 
1/1/14 
             Warranty expense                                  $ 12,000
                                    Warranty liability                               $ 12,000
During the year, the warranty costs incurred was $ 5,600 
Income statement for the year ended 31/12/2014
                                                       Warranty expense                         $ 5,600 
Balance sheet 
During the year, the warranty liability that was provided for was $ 12,000. This is the liability that is recorded in the balance sheet. During the year $ 5,600 was expensed, this decreased the warrant liability, in the balance sheet statement. The remaining $ 6,400 will be used to cover warranty costs
The warranty liability will therefore be $12,000-$5,600= $ 6,400 
Balance sheet as at 31/12/2014 
Warranty liability          $ 6,400   
Question three 

a. When the market interest is 7% 
Bond balance to be repaid is the face value of the bonds= $ 5,000,000- thus this is the principal to be paid out 
Coupon rate= 7% 
Annual payments= Amount of loan/discount factor 
Discount factor= {[(1+i) n]-1}/ [i (1+i) n]
n= 4 years, i= 7%, 
Discount factor= [(1+0.07)4]-1/ [0.07(1+0.07)4]
Discount factor= 3.3871
Annual payments= $ 5,000,000/3.3871= $ 1,476,189.07
	Date 
	Annual payments at 7% stated rate
	Interest payments at 7%
	Principal repayments 
	Principal balance 

	1/1/2014
	-
	-
	-
	5,000,000.00

	31/12/2014
	1,476,189.07
	350,000.00
	1,126,189.07
	3,873,810.93

	31/12/2015
	1,476,189.07
	271,166.77
	1,205,022.31
	2,668,788.61

	31/12/2016
	1,476,189.07
	186,815.20
	1,289,373.87
	1,379,414.74

	31/12/2017
	1,476,189.07
	96,559.03
	1,379,630.04
	-215.30

	
	
	
	
	


 




b. When the market interest rate is 6% 

	Date 
	Annual payments at 7% stated rate
	Interest payments at 6%
	Principal repayments 
	Principal balance 

	1/1/2014
	-
	-
	-
	5,000,000.00

	31/12/2014
	1,476,189.07
	300,000.00
	1,176,189.07
	3,823,810.93

	31/12/2015
	1,476,189.07
	229,428.66
	1,246,760.41
	2,577,050.52

	31/12/2016
	1,476,189.07
	154,623.03
	1,321,566.04
	1,255,484.48

	31/12/2017
	1,476,189.07
	  75,329.07
	1,400,860.00
	-

	
	
	
	
	



c. When the market rate is 8% 
	Date 
	Annual payments at 7% stated rate
	Interest payments at 8%
	Principal repayments 
	Principal balance 

	1/1/2014
	-
	-
	-
	5,000,000.00

	31/12/2014
	1,476,189.07
	400,000
	1,076,189.07
	3,923,810.93

	31/12/2015
	1,476,189.07
	313,904.87
	1,162,284.20
	2,761,526.73

	31/12/2016
	1,476,189.07
	220,922.14
	1,255,266.93
	1,506,259.80

	31/12/2017
	1,476,189.07
	120,500.78
	1,355,688.29
	150,571.51
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