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PREFACE

|. PURPOSE: - - \‘ "‘ |

| . Ve | Lo

a. With this programed instruction, you, the student will begin the

> study of double entry accounting. *This pmgrdnmcl instruction is designed

'to teacl you ‘the basic elements of the double entry system of ilw.:c:oul)tm{,},
l:n%u: terms, prmedurc%, CIEflnlllOD.%, and prmmples u%ed

\ h. ’ﬁlr()ughout the Army, increasing numbela of IIY{].lLdI'y‘ ,fm*u"ac.la.l
I Egl ds are being kept under the double entry plan of @ccounting. This
sydlem of records, long used in civilian business, is achieving increasing
p%pulm ity within gﬁvelnment;tl activities.. C‘urr‘ently', the Army uses - e
double gntry accounting for certain nonappropriatedfunds, 1;1c1u5tr131 funds,
stock- fynds, and management funds ,,
é,-n v
C. [‘he puxpa%e of this pragramed Ln%lmctlgn 1s to gwe yau the
nedessayy background for a study of installation accounting which will be™ .
pr e?ent Jd in,ancther course. This system of installation accounting is an 0

!
Sy

integration of station dl*ﬁbuz sing and flSL’il accounting,

i

_HC)V&\TQ USE THIS PRC)GRAIV[LD INbTRUCfQN TEXT:

Tlli material cuntmned herein is broken up into a number of frames 'y
which 'are simply convenient instructional steps.  You proveed through the
't:lmpter one frame -- one step -- at a time, . Most frames are composed of
two parts: the first part states a fact or relates-Some information; usually
a question is asked or an action to be taken is SpE‘LlfLEd The second part
of the frame (not present in some frames) gives the Eurrect answer to the
question *151&‘(:1 in the first p:uL

\

Eagh‘ frame will end with a heavy dark line. If the frame asks you a '

) queqtmn \thg correct answer is printed on the next page, IDENTIFIED BY

"THREL ASTERISKS (***) BEFORE AND AFTER THE ANSWER, As you
study each frame, do notrlook at the correct answer until you have written
your answer in the space provided. If your answer is correct, read the
next frame. If, however, your answer is incorrect, draw a line through it
and wrile the correct answer.

, . : ~

Do not defeat the purpose of this programed instiuctign. Think your

aanswers Uuaggh and then look at the correct answer, Igthis manner you

- 1

will begin to comprehend the material presented g,ncl thus tchieve the objec-—

© tives z:)f this text.
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7 &suu,,ess in learning is dependent upun the f@llcwmg two rules:
(1) Write all required answers, (2) DO NOT'look ahead for the s&ggested
responsc unhl ycm have (‘t‘jmpléted your own, -

3

Some fra.me% may be zm%we:rlﬁ-d by lecall or nssc)cmtlcm wheréas
others require logic and reasoning ability. If you- hgve dlfflculty undexr-

standing the suggested response you Ehoulci review previous frames prlm?

to looking at the rebpange S _
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' INTRODUCTION,

H

b.

C:

fCHAPTER 1

ACCOUNTING FX d,{'ATIfDN_AND-STATEMENTS

Property is an essential factor in the operation of a buéiﬁess
becaise it is used to produce commodities or services. An
increase in property generally indicates a profit or business
"success while a décrease in pr Qpezty generall}r indicates a

loss or business failure.

g .
o

Accounting rec«:trcls show the changes in property of a busTHE®s:-
"They are essential if the owner is to determine the success or
failure of his operations. Records also assist the owner in ~
rnakmg plans fcn, future operations, avoiding repetition of his
mistakes, and'analyzing the reasons for changes which have

taken place. The adequacy bf the recaords a businessman
maintains may determlne his success or f’llllll“e

The duty of malntalnlng the financial records of a busmess
“usually falls on the clerks employed. It is their reSanSJ.bmty
* to recdrd each transaction that has taken phce during a speci-=
flEd peru:sd mlid at the end of the period, to-summadrize the

L éffacts of the transactions in 1 such 2 manner as to show the

Pslab lishmert and amlyas of busmess records and Systenis is
. Df s;eclalzsts in the field-of qccmuntmg The scope Df

= / = = = =
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]
QL

J“
T




Fxko. (1) To de‘termlne the success or, =fa;lu:l:-e of a b SlﬂESS

(2) Making pla;ns or declsmqs far future gperati\ms

(F) Avoid repetman Df r(nstakes AR

i / : : * -
' . " = S — — .
: .

f =

1 Any pmperty used in busmess 15 r:.alled an asset an a,' set is

bulldlngs lan.d “etc. The 1nterest the owner cxf a busm Ss ltn.s
in the 155&1:5 15 r:ailed pmpr@e{:orshlp If na Dthe,r pers.c:b, ihas ,

presented as ' \ v
- ' ASSEtS = Proprletorsmp
Y "
- b.. "Most businesses find that prczperty in addition to that awneﬂ
T - ‘necessary to conduct business operations. To acquire this \
. additional property, it sometimes is convénient to purﬂhase
j - - on account by acc?ptmg the property and prcam1smg to pay at \
L A ' a future date. An'alternate method is'to borrow money with |
' _ which to purchase the additional property. Either of'these '
methods resydés—in a liability. or an amount owed to the GZ‘EstDI‘\
or the person from whom the additional prop Frt_v or money is
acquired. ‘The creditor then would have a right to or claim
against the assets of the business equal to the value of the -
property or money borrowed. In this mstar/ce the creditor
and proprietor have mutual interest in the assets of the busv N
‘neas and the equa.tmn resembles: / ,

; i : " Assets = Liabilities + Proprietorship
. AR ] y
. “To illustrate the accounting equation, assume George Moore
opens a hardware business with an 1nvestment of $3, 000.
“When he acquires additional inventory woith $1, 000 on account,
he has become liable to his credxtor for the amount of mer-
chandise purchased. His assets have- increased, however,
and the balamceci equation will resembie iy ,

Assets ($4 O()D) Llabllltles (%1, OOD) + Pmpnetarshlp ($3 I}OC))

-1




‘¢, George Moore's proprietorship or nét:\)/‘f‘érth ($3, 000) is equal

L\ to what he owns (assets/-$4, OOD)iessiyhat he owes hig _

(Cont) . gcreditors (liabilities-»$1, 000). The ¢quation may be stated
in three ways: : /g C o ’

ies + Proprietorship.

(1) Assets = Liabilitd
(2) Assets - Liabilities = _

LR




Wk £ (2) Assets - Liabilities = Proprietorship.

%

¢ - (3) Assets-- Pmﬁrie;arsh‘ip = Liabilities. . ** *
, - ,

_— . L L 5

a. A business continually buys and sells commodities and.ser-

vices, This buying and selling procesg always produces

changes in the nature ang amount of property used in' the

business. To illustrate,' B, Black ifyests $5,000 in a hard-

b ware business. His assets and proprietorship are expressed -
as! . : : oo :

- Cash ($5, 000) = Proprietorship '(:,TI.S? 000)

. He purchases a building and-Tand for $2, 000in cash. His cash .
will decrease but another asset (land and buildings) has been
created and the equation appears asi, x

Cash + Land and Buildings = Pmprietérship
$3, 000 + $2, 000 $5, 000

H

He purchases merchandise for $2,000 in cash. Again, cash
has decreased and a new asset has been created. The equation .
now appears. as: ' o

" proprietorship

» Cash’ + Land and Buildings + Merchandise
o $5, 000

$1, 000 + $2, 000 +  $2,000

W,

The natire of Black's property has céhsingedbyi E}ichaﬁging one
asset (cash) for other types of assets (land and merchandise).

b. In the illustration above, the nature of Black's assels changed
: , but the amount of total assets remained the same because
o assets were exchanged for other assets of equal value, Since
businesses are operated-for a profit, property -will generally
be sold for a price greater than that paid for it. When prop-~
erty is sold for a profit or Joss, a change in the amount of
assets and the, amount of proprietorship will result. Assume
that Black sells merchandise which cost him $100 for $150.
The asset ""merchandige’™ will decrease $100 and the asset .
"eash'' will be increased $150. The $50 difference between
cost and selling price is profit and will increase Black's pro-
priei;érship; This is repregented by the equation:
o 9 .

=




Cash + Land a,nd ;u1ld1ng5 + Merchandlaea_ PI‘C)[)I‘IEtQI‘Ship
81, 150 + %2, 00 -, »-;*';+ - $1, 900 . §5, DSD

Slr)c.e t lere are a nu ber of 1tems in the equatmn, it now
[bemmes &-lmplei‘ tf) list. them as:

S

 Cash i $1,150 .
' » 7 Land and\Buildings 2,000
‘ Merchandise Lo, _1,900° L
At . Total 7\: ssets $5, (}50 ' Tota.l Pmprmtarshlp (%5 050)- 7
SR o merch"mdlse costlng $1 DO were sold for $50, Black would

[ suffer a $50 loss. His asset "cash' would increase $50 while
L "merchandise' would decrease $100. The loss will decrease
B;.ac:lc S praprletcn ship and be slmwri in the Equitmn as:

C‘_ash e - $1, 20!}'- o

Land and'Buildings 2,000 ~ S

“Merchandise 1,800 ' ‘
© Total Assets $5 GOO = Tcta.l Propnetc\r&sh:tp ($5, 000)

e}

The transq,ctlons illusty ate how Ehanges in lj}e amount.of .
property effected a change in the assets and proprietorship.
~ A change in the rights to property may also result, Assume
that Black purchases $200. in me,,rc:handlse on accoynt. The.
creditor from whom the purchase is made (Acme (o.) has
. rights to Black' \s property and appears in 1l;Tm:.§L equation as:
\ .

 Cash S $1, 200

Land and Buildings 2, 000 "
- —-Merchandise. 2, OOO' : .
Totgl Assets $5, = Total Liabilities and -
I . : Prapuetorshlp "
i Liabilities: Acme Co. . ‘B 200
Proprietorship | 5,000 ,
’ %5 200 Total Liabilities and -

Proprietorship :

10

[ |




‘ 'S‘Bill'l},_flm,rei began a package delivery business and during a
l'gt) g sﬁc:rt periad he ccjmpleted these transactions:"

(1) Invested $1, 500 cash in the busmess. '

~ (2) Bought an uff;ce degk and chair fm' $200 c:ash ,

. (3) Bought $50 c:i office supphes on credit from folce Supply _
C‘ompany N

(4) Del;lvered packages for $50 Gash fgr servlces performed
Shc:»w l:)y addltmn&- and subtractmns on the accouutmg equation

belew the effect of each transaﬂtmn Shvow new totals aiter
-each trmbictmn '

-

Cash + Office -+ Office = Liabilities + Proprietorship
‘ Equlpment Supplles N .o, .

OR
@) o
) . . | |

w,_
B u:‘»l,.;u




~ %% Cash <4 Office -+ Office Liabllities + Pmﬁriétdiféﬁﬁg

SRRV o 'i,Equip;mént‘ Supplle:a , S »
a. 81,5000 b T §1E00
b, -200 + 200, - S STy
%.‘I,'E’ﬁc) + 200 ¢
¢ o ” +50 ‘ +90

W

%T‘f“‘fm’fj TEOC o+ TS0 =80, 4 . $1,500 o

d. " +5§ L : | ", . . : ' ) +'50 ,
$1,350 + 200 + .50 = 50 : :

THE BALANCE SEEET - .

To mamge abusznegs Efflt:lf;ﬂtly, a proprietor. should kncxw the >
mature and minount of each asset, ‘each liability,*and his proprietor-~
‘ship account. Ass em‘blmg this information after each transactian
. is not practical since an imménse amount of detail would result.
It is usually satislactory to assemble the information permdlcally
" on a statement called the "Balance Sheet.'' This statement shows -
- the status of the business on a given date. Some businesses prefer
Lo to receive thi*‘-s statement manthlg while othiers prefer annual state—
:xz‘lents o7 . T

4+
=G
iy
57
=

® :
|
i

Ay . The bagamce sheet, therefore, is a statement of the financial
position of a particular.business at a spectfied date showing
the amounts and the various ‘nature of the assets, liabilities,

- and proprietorship. This is illustrated by the heading of the
" balance sheet. It will always cgr:talfl a EPE’CﬁlC date, never
a r-mg:e of tnne- »

b The balance sheet is segregated into various groups to separate
! the assets (the property belonging to the business), the liabilitiest
" (the legal right of the creditors toward the assets), and the |
proprietorship (the amount of the legal ri ght the Dwner his to~
, ward the assets), < ” . . : :

¢c. Dollar signs need not be writien in. ba&k&: of Drlgi?nal entry,
ledger accounts, and trialbalances. They shoild be used in

’ P balance cheeis and other formal statements. In such state-
o ‘ments, 2 dotlar azgn should be written beside the first axﬁcmnt
’ in-each column. 12
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, %i\ : W hich one of the fcillli)WLill{;'; would be am 1§ce:—pt§ble date for
N/ the ’1&11?111’*{3, of 2 "Baiance She et'.? -
{(Cont)
| (=) Torthe mcuthendiog Ma el 31, 197F,
(2) Jarwery 31, L97+
(3) Belwzer. May 1, 197 -1 fay- 32, 1974,
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The folbwing definitions are descriptive of some of the items most
likely zobe found listed on a balance sheet:

1. Cash - currency, checks, money orders, etc.

2 - written dgreemcnts or prnrmc;es 1o pav a

od future date to the holder or bearer.

= ~ :i’hims -1g;1inst f parson or agency that

4 ods that a bu%m $s has purchased or manu-

The Lum 'me 11@15& inventory" is .
3 71T nn]v U%Ed tc:) indicale the amount of merchandise on hand
DN
at asmecified period.
=, uip ment - equipment used in the store and duectlv
] ¢ of goods.

&} I - equipment use d onduct the business as
fa requirements are cone cd but not directly
corme cted with the selling of guuds,

‘ cquipment - equipment used in the delivery of goods.

*

Building$ - structures owned by the business. *

Lazd = cost ol land owned by the business.

Stere Supplies - supplies that are used in the store; directly
ed with the helimg of goods.

{U[‘)IIL &

Off ice Supplies - supplies that are usdd for administrative
purposes and are not fali‘C((lV comnected with the selling of
aneads . :

- premiumes pe '1id i advance. As time
> ‘—-lml th&‘ lllhul ance expires, this asset is transferred
in G Npense aeiccount.




' 13. Notes Payable - written promises given by the owner Df the
\ . business to-pay a sum of money on the date prescribed. '

3
(Cont) -
Accounts Payabdle - DbngatlDﬂS to pay for purchases made on
account. .
15. Proprietorship, Net Worth, or C‘apﬂal the owner's interest
in the business. :
Which one of the following is correct concerning the aba\fe list?
a. 1 through 13 are assets.
b. 13 through 15 are liabilities.
c. 12 is am asset.
\

)

10




N

*
-
*

L]
k2
-
-

a. Assets and liabilities are normally éegrgga\ed on the balance
sheet. The classification of these items is as follows:

- (1) Assets are segregated into two main categories:

(a) Current assets - cash, those assets readily con-
_vertible iato cash (i.e., accounts receivable and
merchandise), prepayments, and those assets which
will be consumed in the coming business cycle (i.e.,
supplies).
— ,

(b) Fixed assets - assets whigch are of a permanent or
fixed nature and are not intended to be converted into
cash or consumed in the ordinary course of business
operations (i.e., buildings, store equipment,
delivery equipment, etc,). o C

5

(2) Liabilities are segregated into two main C;lt@.“DlIéS

(a1) Lurrem liabilities - liabilities which will be paid in

a short period of time after they are established
(i.e., accounts payable, notes payable, etc.).

) Long-term liabilities - liabilities which will not be
satisfied in a short period of time. Usually, long->
term debts are included in this category (i.e.,
mortgage payable, etc.).

b, The balance sheet is prepared as shown in Figure 1, page [3.
In observing Figure 1, note the following: ’ :

(1) The ""heading" or "title" gives the name of the business
or the owner, the name of the statement, and the date
for which the statement is prepared.

(2) The headings "'Assets" and "Liapilities and Proprietor-
ship'" are written over the left and right sides of the ,
balance sheet so that the three paris of the equation may
be identified more clearly.

IO
"




M

S

iéx (3) Proprietorship is indicaled by the name of the proprietor
NI followed by the woxd "'Capital™ and includes information
(Cont) . concerning profits and proprietor's withdrawals of cash

_ 4 for the period. ‘

Figure 1, page 13 , shows the account form balance sheet
and Figure 2, page 14 illustrates the report form balance
sheet. Both forms show the same faets but the arrangement
is different. The choice of the form to be used is merely a
matter of personal preference.

i
Prepare a '"Balance Sheet" in account form, refer to the illustra-
tion on page 13 | for the Bad Smell Company on December 31,
i97* using the following account balances: Cash--§1,000; Office .
Supplies--$500; Machinery--$3, 000: Buildings --$2, 000: Accounts
Payable-+$500; Notes Payable--$5,000; and Bad Smell Company’
Caputal -~

‘n

I .
%
5

/
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B. Black
~ Balance Sheet
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S CoL v B Black. = . - e e , \
' “ T - -' .-Baldénce Sheet - . | a . > s,
30 Septerpber 19-- - | d s

T AssERs. o o T

b Current ASSéts, . o S ) S
' § Cash ’ : '

) ot

Acccunts Eecewahle -

B N[Prri‘;h‘andisé R ) B ,,;: ,:L : P L _ 00y

——— = ¥ T

_Store Supplieg, Sy e —— I
1 Dfﬁce Supgheg S T S N A O | T
%' | Prepaid Insurance *__ e ) i.r/’;. g —n

.|, . "Tdtal Current Asgets C ' L \ o R

e = == = —— R o ¥
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. ] s ‘
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| Lo
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=Y == === =
=1 [
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Tow

-

| Fheed Agsets AR N AN R AR
| Buildings .. . Isl3dqoofoofl [T[{] I
) - ”Dehvery lz.qu.zp:hént e _LUS00(00]

Total Fixed A%sets ‘*s; 77 - L - - 7 1 ﬁ;, 4
- - =15

s |. Total Assets ' S Al

0
0

Y LlABILITIES

Current Lighilities: RN 1111
" Acéounts Payable - Islijsjb oo | ]
B Notes Payabla o e :EDD 001l || i
___Total Current’ L-labllltle.‘s o R AN B 12|0j0j0 09|l

k)
A e i . . I | 7 _ A |

Langéterm L].abllltﬁzq Y O 0 = g
Mortgage Payable (o PPl b lalolojoof

. 7 Zdtal Ig;abll;tle: o \;:;LA R 1 60[0] 0] €

“FROPRIETORSHID ] - ,
B Elgc:l{ Capltal | September 1“—7 ra 3 175/0]00

L=

Ry
L]
L=
=]
=
<
o

| Net Profit for September __ $500 | [ [{ B
- 77 LESS Wlthdt‘awal T ) 100 | | |4ojojoott [ 1T
L 'Bi Bi.;lclc,VCapltal jD Se ptembet‘ 19=-7 DT s l2lilslol oo
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'BAD SMELL COMPANY
Balance Sheet Y
December 31, 197*

ASSETS LIABILITIES & PRDPIE’\‘IETDESHIP

Current Assets Current Liabilities , i
I $1,000 Accounts Payable $ 500
~__ 500 Notes Payable 5, DOO :
S1,500° Total Current Liabilities B '
Proprietorship ’

Machme y $3,000 : '
- Buildings 2,000 , Bad Smiell Co, C'apltdl 1,000

Total Fixed Assets 5,000 Total, Lla!?lh}‘-lés and T
Total Assets 36,500 Proprietorship $6,500

i 7 E INCOME § 'ATEMENIZ
- 7

The primary ijeqi;ige of any business is to increase the proprietor-
ship by accumulation of profits. The proprietor must know at
frequent intervalsthe amount and causes of his profits or losses.
Without this information, the prapnetar cannot make future plans
for increasing his profltg or decreasing his losses. For this
reason, a report is required which will show the total receipts

from sale of goods or services, the total cost of furnishing these
goods or services to the customer, and the difference which will
Jperations, A report or statement
giving such information is t e 'Income Statement.'' The income
statement is usually prepai ed to reflect the operations of a busi-
ness for the period between two balance sheets. This staternent

is also illustrated by looking at the heading. The date in the head-
‘ing specifies a period of time, indicating the statement is reflecting
operations over a period of time. ‘

* ©ode ok =k

be the income or loss from

Which one of the following is correct for the proper date on an
"Income Statement ?'’

(1) For the,month ending May 31, 197*,
(2) January'31, 197*.

_(3) Forthe year 197%. ) . e —————
15 '




g
(1) -- (3)is wrong-because a business cycle could end on
any date, therefore, th:; ending date must be
‘SpélelEd

L

The simplest form of an income statement is one which shows
the purchase and sale of one unit of property. For exarnple,
B. Black sells a washing machine costing $100 for a price of
$150 and illustrates the transaction as:

Sale Price of Washing Machme $150
Cost of, Machine 100
Profit * _ - §50

2

Assuming that Black bore the expense of installing the washing
ac:hme the expense would reduce his. praflt and be illustrated

!’ﬂ

as

Sale Price of Washing' Machine $150

Cost of Machine 100
Gross Profit §50
Installation Expense 10
Net Income $ 40 .

Note 1n the Hlustration above that the amount by which the selling
price esceeds the cost is termed gross profit. In making the
sale, an expense has been incurred and reduces the gross profit.
This difference between the gross profit and the expenses in-
curred is lermed net income.

If G. Good bought merchandise for $200 and sold it for $220 and
expenses were 30% of gross profit, Wlmt would the net income
or IO‘%% be?

16



Sale Price $220

Cost 200

Gross Profit 320

Expenses - 6 o

($20 x . 30 = $6)
Net Income

T - N i

Many transactions are made during a period. To d_etérm\ihe the
profit or loss on each item is not practical. It would be extreme-
ly difficult because Black must incur other expenses in the ton-

_ dudt of his business (store supplies expense, office supplies

e

; IR

expense, salaries expense, etc.) which will not be fully ascer -
tained until the end of the period for which the statements are
being prepared. For this reason, sales of commodities or
services and the expenses of operations are totaled at the end

of the pérmd These totals are then e‘cpressed in a simple form
of the income statement.

Sales foy the Month $3 DDO
Cost of Goods Sold
Gross Profit on Sales
Less: Expenses
Net Income

1y the illustration above, the term "Cost of Goods Sold'' has been
used as a deduction from the total receipts represented by sales.
If a business purchased merchandise and sold all of it during a
period, the amount of the Cost of Goods Sold would equal the
total value of the merchandise purchased. This does not always
occur because businessmen endeavor to maintain an adequate
stock of merchandise to satisfy the need of all their customers.
As a result, merchardise will always be on hand at the end of
tﬁ&pc riod. This ¢reates the problem, ""What was the cost of the
1w chandise sold during this period?"" To compute Cost of Goods
Sold, the owner of a business must first dete rmine by inventory
count the value of his stock at the start of a period and at the end
of a period. He must also know the merchandise he has pur~
chased during the period to replenish the stock he has on hand.
With this information, he may,compule the Cost of Goods Sold.
Assume that Black hag 2 merchandise inventory on 1 September
which totals $3, 000. During September, he purchases $1, 000
worth 6f additional merchandise for resale. He now has

7
243



$4, 000 worth of merchandise available for sale. On 30 September
(the date his statements are prepared), another inventory is
taken and he finds that he has $2, 000 worth of merchandise
remaining. Black's computation of Cost pf Goods Sold is as
follows: ; ' :

Cost of Goods Sold:

Inventory, 1 September 19-- $3, 000
Purchases 1,000

Merchandise Available for Sale  $4,000 -
\ Less Inventory, 30 September 19-- 2, 000

Cost of Goods Sold $2, 000 -

-3
If the Good Company has beginning inventory of $32, 000,
purchases for the period of $28, 000, and ending inventory
of $13, 000, what is the "'Cost of Goods Sold" amount?

18



o v Beginning Inventory $22, 000
: Purchases “ 28,000 :
* . Merchandise Available for Sale $50, 000 ;
Ending Inventory 13,000
Cost of Goods Sold 337,000 * Kok

_ 1 ) - o ) = 5
- -
’ : . , '
./ 10\ Thevinflow of Cash, Accounts Receivable, or Other Assets in
; - & exchange for goods or services is known in accounting as-
L - REVENUE. | |

The usual method of presenting the various items on an "Income
Statement' is:

Revenue ~ Cost of Goods Sold - Expenses = Net Income or Net,Loss

By placing the items in a vertical Sequeﬁc@i we have the following
example of an Income Statement:

Revenue from Sales ~ $5,000

(minus) Cost of Goods Sold - 2,000

(equal)  Gross Profit on Sales . $3,000
(minus) Operating Expenses 800
(

equal) Net Income ’ $g§ 200

It the Cost of Goods Sold is $13, 000, Gross Profit on Sales is
$9, 500, and Operating Expenses is $6, 000, what is the Amount
of the Net Income from Sales?

o

)
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ko Cost of Goods Sold " 813,000
-~ Gross Profit on Sales - 9,500 ‘
. - Income : $22,500 - ,
% ' Gross Profit on Sales 89,500 -
~ ' QOperating E-.}f[)er"sg% 6,000 ‘
' ' Net Income ) ’E§, 500

"To facilitaze the analysis of the eperacions of a business and the
determination of faczors regarding the income and expenses for
the period under consideration, a more detailed and descriptive
statement is preferred. Such a statemert contains the items

‘ ~ broken down into major categories, lhe more common of which

are shown below:

(@) Gross Sales - the total revenue f:ut sale of merchandise.

(L) Sales Returns and Allowances - goads which lxa\ye been

) . returmed by e customers because of deficiencies or dllow-
ances inprice which were granted (o the buyer by the seller
as a compensation for deficiencies. N

(¢) Costof Goods Suld - the purchase price of the goods gold.

" Thisilem can be determined by taking the beginning inven-
torry, adding to it the c;dsL of the purchases plus any dddltl()lldl

: ' charpes invelved (such as delivery charges), and deducting

the ending invennlory. (Note the Cost of Goods Sold section

in FMguze 3, page 22.)

(<)  Fr mfg\ﬂt -in - the delivery cost incurred by the buyer of the
mer cBandise, - This cost is added to the cost of purchases
ol merchandisce for resale to deter mine the Cost of Goods

Sold.

(e} Expenses -items that are consumed in the operations of the
business. [Lgpenses are normally summarized into cate-
proxi es, T,ﬂ\é mos| commonly used categories in a mercantile
husiness would be selling xpusza and general expenses.

O

ERIC
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(1) Selling expenses - those expenses mcurred durmp, the
‘period that are directly confifcted with the cost of -
5211111@; Examples may be sec::n in Figure 3, pagg 22.

- (2) General expenses - those expénaes incurred during the
period that are directly connected to the operation of
" the business. Examples may be seen in Figure 3, page
22.

Prepare an Income Staternent for Bad Smell C‘@rnpany for the
month of May 197* -~ refer to the illustration on Page 22 -~
with the following account balances:  Cash $8, 000; May 1, 197*

. Inventory $14, 900; Purchases $9, 000; Advertlsing Expense

$1,200; Rent Expense $4, 000; Salary Expense $14, 000; May 31,
19’7* Inventory $2 000; and Sales $52, 000. Sellmg xpense.& ars

' c:t used.




B Black
Income Statement
. Fo r' the Mﬂﬂth Ended 30 September 19--

) Im;ome fr-c)rn Sales 7 -
, Grogs Sales ' . ] - e o Al ' é@éé o
| Less: Sales ﬂéturns and Allgwanccar B j N il Jl] | o jé
: ___Net Sales : o o L lSalqoloa
. 7 — — — T 1TTTT 1T
- 7 Eost le Gomds ijld B ”,, } 3 1T 1T ]
Merchgndj,sle Inven’tﬂrv 1 E:ep 1‘3-- ST 3@ ono
__Purchases . F s poo. . ,STD i
| _Freight-In__. 00 | 1sl/lpdo.
e Merchanmse Avmlable far Sale - o IRl % ] T
. Less Merchandlse Inventory 30 ‘;}Ep 19—- o '3 4 dﬂ? o R
] Cost of Goods Sold T T 1 | Istostden]
| Gross profitonsates I I[1] W T gsobol
B WExpenSETs R ‘77, N BN ‘
~ . Selling Expenses S o o T RERE T I
- — — - - ==
Sales Clerks Salarxés . - %g 2a0.bo - ]
- ) Advertlsmg \ ) Se ool
- Store Supphes Experlae - 20,00 |
7 Deprematmn of Delwery Equlpment L Lg:éa : ARE —
N Total ‘Sellmg E}:penses : , 7: ) 4 rr 002 | 7
S General Expenses: . _ . _, o B dd ) ] :
- |'  Office Salaries ’ - =4 Joo. oo
fou:e Supphes Expense : B L /E.-;f“:, 1l 1 11
Depreciation_ of Office Equipment ' Jiﬂﬂ 77 1 - 1
|+ Total General Expe:‘lses o ' 7/ ’ a
) ﬁiTotfilWE};penses i _ ' T j 11 od|
“Net Imcome 7




BAD SMELL COMPANY
i Income Statement
- ' FQI‘ the Month Ending ‘May 3, 19'7*

S Revenue from Sales: . L
- 4 Sales o . '$52,000

;o
Cost of Goods Sold . ' '
Inventory May 1, 197 $14, 900
Purchases - 9,000
Merchandise Available for Sale 323,900
Less: Inventory May 3% 197 2,000 .
_ Cost of Goods Sold T ., 21,900
Gros's Profit = : - $30,100

General Expenses: o
Advertising $ 1,200
Rent . 4,000
Salary - | - 14, 000

Total - T

Net Income.

PRyt LY




CHAPTER 2

L 8

ACCOUNTS AND THE TRIAL BALANCE

GENERAL. Every transaction performed by a business pro-

duces a change in the components of the equation: Assets =

Liabilities and Proprietorship. The effect of each transaction

must be determined-if accurate statements are to be prepared.

Some balance sheet items (such as 'cash) can be determined by

physical count at the-end of the period. However, a count will
o . not be proof that the amount on hand is correct unless.the in-
. - creases and decreaises to that asset during the month are known.
' ' When preparation of the income statement is attempted, the '
total sales and expenses will be unknown unless a continuous
‘record has been kept. : '

TRUE ci;'f FALSE: Not évery transaction performed by a business
LT T producés a change-in the components of the .
- accounting equation.

24




False koK C ne

-ACC‘OUNTS Thcugh it would be concelvable to record the »

effect of each transaction on assets, liabilities, and proprieto.
ship by preparing a new balance sheet after. Each transaction,
this system would be highly impractical.. It is more practical
to maintain a sepal!ate record of €ach item on the balance shee
and income statement. These individual records show the
amount of the item at the beginning of the period, the increase

and decreases occurring during the period, and the amount at

the end of the period. A record such as this is known as an
account; a group of accounts is known as a 1edger ’

Define the terms account and ledger.

iy

R
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TRk AT 'An acccunt is a separate record of each item on the balance
S Sheet and income statement. A ledger is a. g‘rnupmg of these
accounts. - - j - .
_ S T ook ok ok

Lo s ¥

Accounts are maintained on ruled columnar paper as seen in

‘the illustration below. A separate page is required for each -
account. The pages are inserted usually in a loose-leaf binder
or similar folder for convenience. The loose-leaf binder or
folder is knewn as the ledger. The purpose of each column is
as f'llows e : s

S (1) [These are date L:Dlumns the first ccxlumn for the month
o f - and the second far the day The year is written at the top
f

of the column'as shown.. Once the month has been entered
-in chunm 1, 1t need not be wr1tten agam SN

, (2) This column 13 for explanatmns concerning any é’ﬂ\try made
land is seldom used.

(3) | This column is known s the folio or posting refereﬁi’:é&-fig _
column and cross reference information is placed here.

(4) | This is the money or amount column.

| ' (AC;DUW TITLE)

19-- ”’
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I

-, For reasons of brevity, an-illustrative account form known as
‘the""T" account will be used in subsequent paragraphs. This
form of account is simply a capital T “}‘h?h shows the-effect of
business transactions as amounts entered on the left or right
side. S o ' S

DEBIT AND CREDIT. A transaction is an event involving the
_;m;;hm]gmf money, goods, or services. For example, when
-Black sold merchandise for $100, a transaction was completed.
Mponey, $100 cash was exchanged for merchandise. A grouping
of like transactions under a descriptive or common heading is =
called an account. An account is’a record of an individual item
"which shows the increases and decreases brought about by busi-
~ness transactions. Each account has three parts. Immediately
above the account in a prominent position is the title of the =~
account naming that item to which the account refers. Below
the title are two sections - the 1dft section of the account is -
called the debit side and the right section is called the credit. -
side.  When an amount is placed on the left side, the account is -
~ said to be debited; when an amount is placed on the right side,
the account is said to be credited. . If the debits normally exceed.
the credits, then the account is said to have a debit balance and
- if the credits exceed the debits, the account is said to have a
credit balance. Each time there is a debit to an asset or ex-
pense account, there is an equal or offseiting credit to a '
- liability, propriétorship, or income account. The offsetting
entries serve to keep the equation in balance. Since a debit
and credit entry is made for each transaction, the/system is .
called the Double Entry Accounting System.

" Construct a cash account with $1, 000 debited and $630 credited.
Do you have a debit or credit balance? .

7




_Cash_ N
1,000 [ 630

| $370 debit bal

J The :{cxstscxf an asset is entered on the left side of its related

account just as the asset itself appears on the left side of the
balance sheet. The amount of a liability or of proprietorship
is entered on the right side of an account as it appears on the
right: side of the balance sheet. To illustrate, B. Black's -

" balance sheet on 1 September appeared as follows:

;
FE.

- B. Black .~ =
Balance Sheet -- 1 September 19--

i

assETs I LIABILITIES
Cash | N1 ololn

o

Acme Co,, .

Merchandise Inv,

Proprietorship| i+

AN

- 1endl il M0
. |Land & Buildingd , ﬁ o

B. Black, Capital

Total A ssfets

;;’522 . EI@!_

L) i
Lo 1
) -

2

_Irotal 1.iab, & Prip il

locloe)

s 3]
Pl
0
3

Y ¢

_f Blas:k‘s Ieégr on this date appears as follows:

~__Cash
1200 |

Eflercfhagdisg Inventory
2000

Lancl and Buildings
2000 '

28

34

__Acme Company
o , 200

" B. Black, Capital
5000 .




To increase any one of Black's asset accounts, an entry is made

-~ on the debit (left) side of the account; however, to decrease any

; (Cont) ‘one of the asset accounts, an entry is made on’ the credit (right).
, ‘ - side of the account. To increase Black's liabilities or proprie-
torship, ‘an entry is made on the credit (right) side of the

~account, To decrease liabilities or proprietorship, an’entry.is’

- made on the debit (left) side. A graphic presentation of the =~
above information is: -« R a S

7'Asrse§s o= liabilities 4 ;ﬁroprigtgrsbip 7

Asset © 7 Liability °  *  Proprietorship
_Accouits - ' Accounts ' ' Accounts

(Debit) [ Credit  (Debit) | (Credit) ~ (Debit) | (Credil)

- + : = = | + ' = P o+

5 . Prepare "T'' accounts for the Bad Smell Company using the
' ' ~ follpwing ""Balance Sheet."" “ , B

Bad Smell Company
 Balance Sheet
~January 31, 197* Co

Assets ~ Liabilities N
- Cash: - $9, 000 Accts Payable $ ?
- Inventory 6,000  Proprietorship 9, 200
~Office Supplies 1,500 o '
Total Assets $16,500 Total Liabilities
- : —————  and Proprietorship




* Kk 7 . S‘:gsih‘i' N %Ecﬂc,té anable 7 |
- 19000 - N 1 730 -

. 'Inventory _ :
6000 g S e
B . " : _Proprietorship
| 9200

~Office Supplies ( -
- 1500

. Total Liabilities and Proprietor-
“ship -- $16,500

Establishment of accounts which will record the net increase or. .
———— et decrease to proprietorship is a more intricate problem than
that of recording changes in assets. It was brought out in the
discussion of the income statement that when gross profit
from sales or other sources exceeded expenses, a net income
representing an increase in proprietorship resulted. If the
reverse were true, a net loss with a decrease, o proprietorship
resulted. To record increases and decreases directly on the
balance sheet was shown to be impractical. The method used
is to total all profit and expenses and compute the net increase A
or net decrease to proprietorship at the end of the period by '
‘preparing the income statement. Inaccumulating the required
information for the latter statement, it becomes necessdry to
establish accounts in which to record the increases and de-
creases to proprietorship. These accounts are termed’
‘Proprietorship Accounts; another acceptable title is Income
Statement Accounts. By expanding the equation to show the
effect of the accounts, the graphic presentation assumes the
'following form: : Com o

30
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Liabi'liifties -f_ Prc:pz;igtprship + ,,(B?YEDE? - | E@emsgl

Liability -  Proprietorship

Accou Ac ~ Expense
~Accounts  Accounts . Accounts Accomts
= + - . =+ - e . + i —_]_ »

The 111ust1‘at1c:n above shows- 1pcame as an increase to proprie-
torship. An entry-on the credit right) side of an income
 adccount increases the account just as a’credit entry 1ncreases ,
the proprietorship account. For example, ina mercantile
business which buys and sells merchandise for a pr@flt sales
will represent a revenue account and bear a credit entry for
each sale.: Expense accounts represent a decrease to proprie-
torship. = An entry on the debit (left) side of an expense account
increases the amount of the expense and thereby decreases
proprietorshipindirectly. For example, purchases of mer- .
‘chandise will be an expense which. reduces total revenue because
it is an element which increases Cost of Goods Sold. On the
income statement, Cost of Goods Sold reduces total revenue
leaving gross profit on sales. Other expense accounts must be
maintained to record the cost of rent, salaries, etc., incurred
during the period. These expenses will be totaled from the '
various expense accounts at the end of the period and will be
deducted from gross profit on the income statement to deter—
mine net income or net loss for the permd ’

Mark the fallaw;lng account balances as either an increase or
‘decrease to the Proprietorship # count - Also, state whether
‘they are a credit or debit balaree, - The first one is done for you.

37
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Proprietorship _Revenue . Expense_

- + =7 R -

(1‘) 'Cost of Goods B | | s i;DEb,it
_ Sold Dec | \ . Bal

(2) Sales _ ] R
(3) Rent Expense

(4) Salary Expense

(5) Sales Return - o , |
and Allowances . : o R




* k- g © ' Proprietorship- . Revenue  Expense
: o o ‘ - I + S + + -
(1) Cost of Goods Sold - .. Dec S Debit}
. T ’ 1. Bal
. (2) Sales’ _ Inc ~°  |[Credit h
. o o , -~ {Bal - _
-+ (3) Rent Expense Dec - , o ~ Debit{"
S S . © Bal |
- (4) Salary Expense - Dec N . Debit
o » | | | o | . Bal
. (5) Sales Return and .~ 'Dee | - - . |Credit
~ Allowance ] , ) oo oo Bal

'Tz;aﬁs*lctiéns by Bla.clf during thév maﬁth"of Séptéﬁiﬁér appéér
“below. - Only the ledger accounts affected by each transactmn
_are slmwn ' : »

. - Black pays’ $SD to Acmé Company to- éipplyl on his account. Cash
R “has decreased and is credited for $50. The liability account has
' - 150 decrsased and is deblted er $50. .

Cash .~ Acme Company

12000 [ 50 50 ~ 200

e Bad-Smell invests $2, 000 to start a busmess Show the éffe;::ts
- of tlus transaction on the accounts. - T

_Cash _Bad Smell, Capifal _ __Liability

Noa88




» C‘ash 7 Bad Smell, C‘apltal )
$2 000 o $z 000+

‘ Black purchases a shgwcase and EQuntEI‘S to display his =
- merchandise. A new asset has‘been acquired and an account

titled "Furniture and Fixtures' is debited for the value of the! ,
asset. - Because Black paid $300 in cash for the furmture and ,

flxtures, C‘ash must be det'.reased by a-credit. . -

B Cash o ‘Furniture and Fmtures {

$1200  §$ 50 $300 R
300 " . ,

Eéu Smell -‘buys $EDD of Office Supplies on ar;c’:ouht frarn C)ffice
Supply Company. Shcrw the effects of this. transaction on the

accounts.

R '_Acc_@unts?ayable PO
_Office Supplies ~ __ Cash -  Office Supply Company . "

Ed
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_Office Supplies, Office Supply Company
$200 _ - . . $200

'-Bla(:k sells merchandise for $1,100 in cash. That portion of

the money received which exceeds the cost of the merchandise
sold represents profit. It would be possible to credit Merchan-
dise Inventory for the cost of the merchandise sold and also
credit B. Black, Capifal for the amount of profit which he

" earned on the sale. A computation of profit or-loss on each

sale would be impractical because the entries required would

‘be too numerous and too burdensome. The total amount of

revenue from the sale is therefore credited to a revenue ac-

" count, Sales, which accumulates all sales revenue during the

pencd and furmshes a total sales revenue amount to be used
in preparing the statement of profit and loss. Merchandise

Inventory account will be adjusted for the decrease in inven-
tory at the end of the period by a method to be discussed in
a later chapter. -Because of the receipt of cash, the Casb
Account in this case has increased and will be deblted

~ Cash o  Sales .
$1200 | § 90 I |
1100 - 300

35



:’20 E Bad Smell Company sells $4, 000 of merchandise to Harold Nice

(antf)'

Accounts Receivable

for Cash. Show the effects of this rtransaction on the accounts.

42
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. Cash | _ Sales

Black pays §$1,000 in cash for merchandise for resale, - - *
Merchandise Inventory could be debited in this case becauge "I
merchandise has increased. However, it was shown in C‘hapter--é
1 that.it is desirable to show purchases as a separate item in

the "Cost of Goods Sold' section on the income statement. For
this reason, when a purchase is made of merchandise for re-
sale, the amount is recorded in a separate account; an expense
account is established and is given the title "Purchases "
Purchases represent an expense because the cost of the mer-
chandise sold will reduce the sales profit on the income state-
ment. An expense decreases proprietorship by showing debit.
The Purchase account is deblted for $1, 000 showing an increase
in purchases and indirectly decreasurg proprietorship. Cash
has decreased and is credited for $1, 000.

[ Cash B Purchases
$1,200 $ 50 $1, 000 '
1,100 300
1,000

Bad Smell Company bought $650 of merchandise from They Sell
Camp;my on atcount.

, ) (They Sell Co.)
Cash ] Account Payable __Purchases

37
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Account Payable Purchases

. — $650 $650

Black purchases office supplies worth $25 on account from the
Paper Supply Company: This purchase is distinguished from
the purchase made in the preceding transaction by the fact that
the items purchased here are not intended for resale but for
consumption during operation of the business. Until used, the
materials represent assets and an asset account titled "Office
Supplies' is established to receive them. The Office Supplies
account is debited and the liability to the Paper Supply Com-
pany is expressed as a credit in the account established to show
the liability. - .

Accounts Payable
Office Supplies Paper Supply Company
$25 | I D 14

s
H

Bad Smell Company bought for Cash from Land Sellers $6,EDDD
of land not intended for resale. Show the effects on the actounts.
- _Land _Purchases

Cash Account Receivable




* ok * ’ Cash Land

$6000 . . $6000

7

_ Black needs $100 for personal reasons not connected with the
business. This transaction introduces-a new account --

B. Black, Drawings. The purpose of this account is to
record withdrawals. The Drawings account may be debited
for merchandise, cash, or other property withdrawn as a
salary allowance or in payment of the personal debts of the
proprietor. The account is ultimately shown as a reduction

of the Capital account on the balance sheet. If cashis with-

drawn, the Cash account is credited to record tlfe decrease in
cash; if merchandise is withdrawn, the Purchases account is
credited to record the decrease in merchandise.

_____Cash , B. Black, Drawmgs
$1200 | 50 100 ' -
1100 300
1000 ‘
- 100

Bad Smell took $250 of Office Supplies from his company for
his own personal use. Show the effects on the accounts.

A

Cash Office Supplies ~ Sales B. Smell, Drawings

h

el
| o1l




* ok X . Office Supplies,  Bad Smell, Drawings
$250  $250

Black pays clerk salaries for the period amounting to $150.
VAN Salaries will be an expense-which decreases proprietorship.
As an Expense account, Salaries will be debited while the

decrease to Cash is recorded as a credit.

__ Cash . Salaries
200 T 50 150 ’
1100 300

—~— , 1000
100
150

Bad Smell Comyg 1y pays the monthly rental charge of $300 by
check. Show the effects on the accounts.

ash Mér‘t:h;mdise

Rent Proprietorship

5
l ’ g!i:;

40




* K __Cash Rent

300 300

THE TRIAL BALANCE.

Because the double entry system requires equal debit and
credit.entries, the ledger will always be in balance if the
transactions are posted properly. The total debits in the
ledger should always equal the total credits. This fact pro-
vides the accountant with a test to determine the accuracy

of work to this point; this test is known as a '"Trial Balance."

Define the term '"Trial Balance."




Jx ox¥ Shows the equality of debit and credit balances of all
the accounts,

To add the debits in all ledger accounts and then add all the

credits for comparison would be inconvenient and the resulting
lists of debits and credits would be of great length. The task
is simplified by adding the debits and then the credits of each
individual account. The total debits of the account may then
be compared with the total credits and a net debit or credit
balance for the account can be determined. If debits exceed
credits, a debit balance pesults; if credits exceed debits, a
credit balance results. After determination of the debit or
credit balance of each account in the ledger, the account titles
are listed in the order of assets, liabilities, proprietorship, -
income, and expense on two-column paper. After each title,
the respective debit or credit balancé in that particular ac-
count is listed in the appropriate debit or credit money column.
On completion of the listing, the debits and credits are totaled
~and compared. -If the transactions have been recorded proper-
" ly, the debits and credits will be equal.

Of 'the accounts listed below, state whether they have a credit
or debit balance and the corresponding amount.

., Cash Land ~ Salary ~ Sales
0 1500 3000 | 600 . 400 | 650
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Frx ___Cash . Iand
$500 - $3, 000
(debit) ‘ (debit)
%
) ~Salary " Bales
$600 - o - $250
(debit) (credit)
s * ¥ ¥

To illustrate the trial balance, Black's ledget accounts are-
assembled from illustrations given in previous frames. The
numbers in parentheses beside each entry in the accounts
represent transactions which were explained in the previous
frames. The beginning balance of an account taken from ,
Black's balance sheet of 1 September is indicated by an astensk#
beside the amount in'the individual account. '

W,
Aigsets = Liabilities + Proprietorship + Revenue -  Expense
B. Black, .
~~ Cash - Acme Co. - Capital Sales  .Purchases
(*) 1200 50(1) (1Y 50 | 200(*y — [5000(*) ~— [1100(3) (4) 1000]
(3) 1100 | 300(2) .
1000(4) i
100(6) ,
- 150(7) Paper B. Black,
Supply Co. Drawmgs 7 Salarles
25 () (6y100[ Y15 —~
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Merchandise Furniture and Land and Office

_Inventory ~ Fixutres Buildings Supplies
(*) 2000  (2) 300 —(¥) 2000 - () 25 .
(C‘oni{) |

To prepare Black™s trial balance, it is necessary to deternune
the net debit or credit balance of each account. The accountant
determines the balance and emfers the amount in small pencil
figures in the explanation column on the appropriate side of the
account. The pencil figures are only to iamhtat? listing the
account balanceg

L

Determine the balances for the above listed accounts xand enter
them on the appropriate debit or credit side.

50
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Merchandise
Invento;ciy ]

Furniture

and Fixtures -

Land and
_Bpildings
$2000 '

Paper Supply Co.

$2000

Office Supplies

$300

Acme Co.

$25

B. Black, Capital

$150

B. Black, Drawiggs

529

_Sales

31100

L R A R T

~$5000

~__Purchases
$1000 |

$100

___ Salaries
$150 -

ot
—
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The formal preparation of Black's trial balance will appear as
in Figure 4. Note that the heading is similar to that used in the
balance sheet and income statement in that it includes

the - ' o, 7 ,

and v ~ for which the trail balance is
prepared. The trial balance is not a formal statement like the
balance sheet or income statement. It is only a test
of accuracy made by the accountant. The trial balance does
facilitate preparation of the statements in that items and their _
values which will appear orf the statements are summarized and
listed. However, before statements may be prepared, certain -
adjustments must be made to determine expenses and profits
for the period. These adjustments will be discussed in the next
chapter. ’

i

B, Black :
Trial Balance, 30 Septembgr 19--

Cash o I | lelolooll
__Merchandise Inventory . _ _ =17,

__Furniture and Fixtures

[+]/4

Land and Building” o

S
RESEARN

(=le. B

| Office Supplies

Tloal,

Actne Company I od|

_Paper Supply Company ol

| B. Black, Capital o O
_B. 7Elacl{, Efa@i;}gsw - i e

Sales

“Purchases T — - '[

loed.

~ Salaries

Figure 4{




A book of original entry called the "General Jc:urnal" is main-
tained to show the debit and credit resulting from each trans-
action and a descriptive explanation of the transaction which
took place. The transaction is first recorded in general journal
and at a more convenient time is posted or transferred to the
!partlcular accounts affected.

F3

Special types of ]Durnals may be developed and used for each
“type of business. These & sécial journals will be discussed in
a later chapter. - The simplest type of journal is one which
records transactions as they) occur. The act of recordmg the
transactions in the journal 13 knawzn as "Jcmrnahzmg

Define the term "Journalizing. "

S 4T



General Journal

Page 1:7 "
Date B o . . . &
19- ‘_ Pu:c Dunt TltlF‘S ‘and Fxplanatmn - I;P - Debits ]r Credit i
-'(177)” R m T ) DU [ kY

(1), Date Column. The year is written at the top of the columri
as indicated and need not be repeated except for a new year.
- The month is entered in the wider of the two columns fokr
_the date and need not be repeated for transactions oceurring
"in that month, The day of the month on which the particular
transaction took place will be noted for each transaction.

(2) )Tltlé Column. The titles of the accounts which are-affected
are written in this column. It is common practice to write
the title of the account to be debited near the left border of
the column and the title of the account to be credited on the
-second line'in a position to the right as-shown in Figure 5,

- page 50. The explanation of the transaction is written

. below the account titles across.the breadth of the column
P and utilizing as many lines as necessary Clear exphnas
( tlcms are essential.

(3) ,.Leciger Page or Folio Column. When posting (pr trans-

* . ferring amounts) to the 1edger accounts, the accountant
records in this column the ledger account page to which the
individual amount is posted. It will be remembered from-
the study of the ledger that a folio column exists on that
form also. The page of the general journal from which the

. posting is being done is placed in the folio column of the
ledger account page.., In this manner, on glincing '1t any

48
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' o ,pﬂrticﬂla:l‘ a,mc:)Urjt in the ledge r accoumt, the folio column
: Sumanne ~ will reves te page of th geneéral jouwrnzl from which that
(Comt)  amoint wig posted. By Looking at the page number wntten
' it the £olj0 <oluran of the gereral journal, it canm be deter-
nalned to Whiicht ledger account the particular amount was'

- pﬁateci -

/

0 M An amount fep resgx:ltmg 2 debit entry is
- - exte Ted in this .column on the same line as the title of the
%_ | . account which *w:.:ll réceive the de:int:-

T () Credit’ Cdlu:nm An amlount Pe;)résént:mga credit entry is
. entered in this column on the same lime as the tltle of the
\acsemni Whmh 15:111‘ reeéwﬂ the credit.

. (6 Taarsactions hav:mg mere than one debit and/or more than
' S o credif, are called com ﬂurjd_*oupml entries. _

() The sccount tatugs Vrilten in’y ou:rngl éntries should be the - -;
-~ @Actnames of the atcounts As they appear in the ledger, .
' . ” o A

For whit putpdse is "' LP" wsed ol the Géneral Journal?

55
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Sy
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JOURNAL S
at 7 L R Page 1
D--__ Account Titles and Ioxplzination Pl Dek 1 rt:]g&=[[2 :
Sep| 1 Cash o /12 114 -
___Merchandise Inventary _ . é o . ﬂ i
) _Land and Building B dod| | 1|
= = = A i = = T
| _Acme Company _ e L - mﬁg
____B. Black, C_pnal 7 , ) 1 Idod|
_ Iﬁvested cagh; merc‘:handl.se, and pra_perty in a, ) . c
o I“Etsﬂ. hardware busmess o il it
NE Acfﬂecﬁlpan;v o - ioboll LTI
~ . Cashr. " - A . : o
3 ' Palﬂ Qn acc;ciimt wzth Acme Campagy _ | A _
I E Furniturg and Fiiturﬁés - ’ 7 1 3cgea |1
Cash ' _ Fuope
Purchased Shf}WEi’EE Varld Qaunterg fc:r cash _ A
e ————— 17 W R R
7:’ ) Sales ) o ) . _ “Alddoc
_ %Dld rnefc.handlse fm* cash - > i NS 1 7
5 Purchases ) ) ] i B - . i} .I naded | 7,
Cash - - ] ] / Oao6a
1 F‘urchased merchandlsé fvi)r cash _ .
e'cgfiég_é{{ppligs R L1 RsToa [ L]
3 Pape i — } _ E’Q*;
. Furchm;j typmg ?aper on ac caunt B NS -
—— = s ¥ T
N B Black, Dpawmgs o o | /G0 N
o CES}‘I L N _ _ i | N S
— Wlthdr‘ew cagh fur‘ persﬂnql use - . 3
v saemes e [
) Cash L 7 NN ] Fele=
F‘ald clerk Salaf'les fcr permd 3 ) .
R T T TFigure 5 1 o )
50
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* * Posting to the accounts in the ledger.. . *ok k!

. To 111u5tr1te "]c)urnahz;mg," assume Black Qpenéd hlS busmesg
~on 1 September purchasing the assets and incurring the 11ab111s;
ties as they appear on his balance sheet of that date (Frame 16). -
Black's general journal would receive the first entry in any of
Black's records: Subsequent transactions would bejournalized,
~in chronalc)glcal order as they occurred and Black"f@journal
‘would appear as shown in Figure 5, page 50. ‘Note that the .
- folio column is blank ‘because it is assumed that posting of the '; i
L entr1e% to'the Iedger has ncst taken place. -

In posting Blacl;'s ]aurnal entnes to the ledger accounts the

B process is accomplished step by step.” Each account affected’

e ~ is located in the ledger. . The amount is entered on the debit oxr -
- credit'side of the.account as the journal-entry dictates, The .
journal page number from which the posting is done:is entered
in the account's folio column. The ledger page number to whlchj

« each account is posted is entered in the journal's folio column.
This process is repeated for each entry on thie journal until the Y
-—leclger E.Ccau:lts cgntam the mfnrmatmn igund in:the ]Durna.l

. Usmg the’ General J Qurhal 111ustrat10:n, page 5Q, ]Gurnahze in -

" the General Journal below Bad Smell Company transactions of -

' Frames 18, 19 and'20, Use C)ct 1, 197* as the date for the
precedlng t@nsachons. :

L

- 197*

S _  Jowmal Y.
~ Date ) E;qzlanatmn i LP || 'Debit Credit
‘C)Ctl ‘ . — — ;




**X®  Octl, 107  Cash . 2000 ,
| | ~ "Bad Smell Capital . 2,000
Invest Cash in Busmess o
1 Office Supp]iésff o 200 |
o Office Supphes Co. .. 200

' Purchased Office Supplles
on account -

1.  Cash | o 4,000 o
. Sales | . -t - 4,000
" Sold Merchandise for Cash R

= .
X
; - .




C‘HAPTER 3

WDRESHEET, ADTUSTING ‘AND CLDSING ENTRIES

GENERAL. -Because transactions do not always coincide with the
accounting period, it often becomes necessgdry to adjust the value
of some asset and expense accounts to reflect their actual value
~ at the end of the period. For example, store supplies purchased
. for consumption during the period are considered assets until’
used. If atthe end of the period an'inventory of store supplies -
‘reveals-that half of, the stock has been consumed, the consumed -
partmn must be removed from the asset account and placed in an
expens&@account. The result of such an entry in the ledgers
would be a reduction of an asset (crecht) to its actual value as
determined by an end -of -period inventory and establishment Qf
an expense account (debit) to record the cost of the store suppl;es
used during the period. Further, the value of the Merchandise
Inventory‘ ac count has changed during the period because’of sales
and purchases. This asset account was not affected durmg the
- period. The inventory of merchandlse taken at the end of the
_period is the true ¥alue to be reflected on the statements and it
becomes necessary to ac;'i]ust the D].d merchand_lse accaunt to.
reﬂer;t the new value! '

’ ADJUSTING PREPAID ACCOUNTS. C‘cmmodxtlesg and services
£#———> purchased for use in the operation of a business are assets until -
used. Though these assets are gradually consumed, daily de- .
creases are not recorded in the account. As a 1 esult the
~ account is not stated at the correct amount at the end of the .
Jperiod. The amount in the account represents part asset and
‘ - ' part expense. For this reason, such an account is called a-
o L mixed account.”" An adjusting entry is necessary to adjust the
value of the account to the amount determmed by an end-of «
- period ;nventc:ry ‘ . e .

oy

Define the terim "mixed account."

&




rémaimng p@rt;on an expense

The amcunt in an asset account that is partly an asset and the

Listed in the following f ramés are explanations and examples of -
some mixed accounts. Though all types of such accounts are not
listed, the PI‘ZLDCLPIE of adjustment remains the same. .

V'Store Supplies. At the end of the permd and before statements -
‘are prepared, an inventory of store ‘supplies on hand is made..
The difference between the inventory amount and the value of the -

account represents the amount of supplies used in the conduct of

’opératmns For example, store supplies on hand at the start. of

the period were worth $50. The end-of-period inventory of store
supplies revealed only $10 worth on hand. Store supplies worth
$40 must have been used ‘during the permd Put the requlred
ad]ustment in the form of a ]eurnal entry v o

u' i
Y

o e Store Supphgg

a - 5

_ Store Supplies Expense . $40

Store Supplies - - $40
To record store supphes used as an ex’pense

Store Supplies . ~Store Supplies Expense

o ] ™ F@0 —

. 3
[
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{Cont)

The Stc:re Supplies account now ccmtams a net debit balanc.e of
$10 which is the amount determined by the inventory. The
expense incurréd by use of store supplies is recorded in an
expense account,’ Office supplies are adjusted in the same

. manner as store supplies. , -

)
Journalize and post the following adjustment: Store Supplies
at the beginning of the period is $200 and the endmg mventc:)ry'

: count is $195

55




"... % ** _ Store Supplies Expense.  $5 | S
. Store Supplies ' . %5 B

]

¢

Store Supplies

EYI

i

) - .!’
N bR .
.
g TSN —_ —
t . %‘;
. 1
i
¥
i
Ty
:
- 3 -
. '}2
6 4 - ;
3
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0
» . 3l

Prepaid Rent Rent paid in advance is carr;ed as an expgnse

if the rent paid is c.rnly for the penc:c" covered.

‘Rent
 Paid rent for the period, o

Vb

57
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Lst;'i :

If the rent paid in advance covers mpre than the current period,
~-~3 3 residual amount at the end of the period appears as an asset
. and the expired portion is recorded ‘as an expense. . Assuming

© . prepaid rent of $300 covers a 6-month period and records are on .
.~.a monthly.basis,. an’ acl]ustment is necessary tc: recﬂrd Dné~313§th
“of the prepald rent as: an expense

. » | o 1?1%%;5;11& Rent

L iRerrt Expense - . . 5 T $50 00 S
i+ .. . PrepaidRent. .. . v o $50 00 o
R -_.fTo record 1/6 c;f prepmd rent as SR .
N an expense of the current permd ESRU 3
. N . . g“ o s . )
e Prepald Rent . __.Rent Eﬁcpense ST e
P | $300 = $5C) L $50 — _., :‘5 . ;'.ﬂ ‘i ,vjl
* . [ oo L SR kL '§;'f V
| e b .; ﬂ
Lot ™ f ; i g ! 5




1 agset. After six months' tim
: completely balanced out while ‘expenses have been recorded in
eat:h péz*ricd as they were mcurred :

| Jaurnahze é.nd pcst the fc:llowmg ad;ustment Prepaid Rent has
a $600 balance but ,inx 1 / 5 of the amount apphes to thlS perlﬂd

Esao

Note in the illustration above that the Prepald Rent accgunt now -
has a $250 debit balance repr; sgenting the correct value of the
the Prepaid.Rent account will be

o -

Prepa}d Rent

65 | -
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%%+ RentEwpense BB S oo
’ Prepald Rent o | Rent Ekpgnsg R . o
.~ $600 T 3% 3120 _ I T
’Insurance and similar items which ate likely to be. pald in‘ad- .

- vance are ad]usted in the, Same way as the lllustratmr(ﬁs in thé = .~ 7
.. .preyious, frames. -When it is deﬁmtely determined at‘time Qf N
- purchasé that the entire amount of the item will be censumed . R

o v diring. the permd and nn;n portion will remain as an asset the
oAy end of the period,. it i§ usunlly better practice to -debit an #x-

S _pense account rather than an asset account. Thig will a; oid _

: _-"amaklng ‘an ad]ustment at the end of-the period.« For example, RN .

~_ if insurance was paid for a 2 -week period, thls amc)unt-i ould . v

‘ bé an expense at the'end of the month. - Rather than record the” C

purchase of msurance 2 A8 ',mpmd ;nsurance (an asset) retzﬁrd,’_ g,

1t imme ;ately ag inglrahcd expens : : o

J Qurnahz’e; and post the fﬁllmm:rlg' ad]
e ,balance is $400,"bit the“amount of:, the
15 A:mly 1/4 Df the: balam:e !

- R Prep'alcl Insurance s
i - o $4QD . '{i-;‘ i ) o
. o il B
i 60
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X Prepmd&nsurance - Insura_nge Expense R
) %400 T ’$100 $100‘, . e

) - : ) .
i X ) Wil

L L . : Tn

Insurance Expense - $100 T
Prepaid Insurance .- . §100 - - "

‘.Aa,

:‘. LJ,

| L.?,A.DJUSTING MERCHANDISE INVENTORY.

. a. As was observed in C‘haptar 2, the merchandise account is -
not eredited for sales por is it deb1téd fox purchases of .
merﬁhandise 1nte:nded for resals. The account shows the .
~ same'amount at the end-of: the period as it did at the start
of the. period, This amount represents. a cost of merchandise
on hand at the beginning of the period. ‘At the end of the
period, -it becomes’ nec:assary to adjust the Merchandlse
" Inventory account-to the valu-a qietm mlned by the endmg o
',ilnventc)ry’ » - S Sl 'C} T

by If no purchases of merchandlse are made, during the: peric:d
the total difference betweeri-the beginning inventory and the-
endlng mventcry W111 répresent the Cost of Gaods Sold.

Sales J @P e $1 DBO
Less C‘ast of Goods Sald R T ,
Merchandise Inventory, 1 July $700 - -
“ Merchandise Inventory, 31 July ' 100 L
_ Cost of Goods Sold : L 600
GF(Z}E::S Proflt on Sales : L $ 40

_ ég’f‘ﬁe pmblem Df ad]ustment is cme of- replacmg the old”

. *Merchandise Inventory account bala‘nce with a new one: .

“The Merchandise Inventory account has a $700 debit balance

. and is credited for $700 to remove the balance. The debit

"'in this entry will be to an account which is established for
summarization of income and expense accounts.. This new .

e o0 account is titled "Profit and Loss Summary" and will be
' 61 :




_ and Entry w111 appear as fnllnws o L

o . Merchanf.hse Inventory S \&-

L %79@ # 5
i . ‘a
. 15%]\?‘?- .
B ‘{ i v
2z e " B # *

Incc)rne Summafy L L $700 0051 . :

<. .Merchandise Inventory ‘ a , $'700 00 w
To transfer the inventory Df 1 July S e
-to the’ Inr;%me Summary - '

e Merchandlse Invemnry § .. 3. Income Summary ¥
R LR 00, Foo [ . - oL
PR Lk f%‘.." i €
i Ty . L , 5{ .‘|‘?~
The Mért;ﬁ;md;se ;nventony ac:;:ount is-nDW ba,lanced out.
v+ Theé value of the, meéxch l.g Wi hand at the end of the '
perm& ‘as’ determlned bg%ah ?ic:a 'inventory” must be deﬁlted
ﬁ} to. the rne;zj a.ndlsa acc:nunt The off-settmg -eredit will be -, '
: made to the hcome Surnrn account. The accnunts and o
entryg WllL appéar as folJBu s:_- . o -
. Mefchandlse Inventnry ..., " Income Surnrnary
: $7cn:1 B BT $700 , $7OD ; '

R .
oo

. "1 ¢ Merchandise. Inventnry Gl $1C)O 0. . .
) ' Income Summary = o S $100 D( ‘
To transfer the. anEnt&ry of‘“Si July tor T e
. the Mernhandl&:e Inventory accnunt o ' R N
GL & % "

'Fff‘chsnussed in mure deta;l later in tlns chapter 'The accnunts X



e e e T

$0 [ #00

Mérslx@d;sa IrrVEflt(:pI‘y _____ Income Summary

100

The Metchardise hwveptory Account now shows the correct
bahrice to enter on the statements and the Income Summary
actount sHows 2 debit palance of 9600 - the Cost of Goods.Sold.
It lelfbe Seen latﬁl‘ thg:it the Incorne Sumrﬂa;ry ac count will
reteiive '1L the incomte amd eXpense accochts xvhle:;h 1ppe'31 on
tlle imcome s tarement, T o

Jolrralize arid Dot the transgaction pertajnimg to the .
Merchanddse A<colnt based an the following information:- the
begimniag blj&nce is $6,.0:00 “‘lnc:] the ﬂm:‘lmg balance is $4, 000.

~ Merchazdi Se Ilrveriltgry _Lic orpe LSQ@;;@:

69
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¥ ¥ ¥ Income Summary $6, 000
' ‘Merchandise Inventory $6, 000
: Merchandise Inventory 4,000 | ‘
. Income Summary 4,000 .
‘ Merchandise Inventory Income Sum\nar ,.! : -
* $€,000 36, 000 Ee 00 $4 ooa
' 4, 000 ' :

THE WORKSHEET.

“A. The worksheet is merely an e*{tensmn of the ‘trail balance. - , B
The trail balance was described as a tool w;u&:h the qccauntant . N
employed to test the accuracy of debits and Lre{llts The - '
worksheet is a tool the accountant uses to summ‘il ize the
information which will appear on the statements. By use of -
the worksheel, the accountant can be assured that values of
items found on-the statements are correct before actual
preparation of the statements is undertaken.

). The worksheet consists of 10-column paper with account
titles and folio colummns found on the extreme lE‘ft (refer to

o §

Figure 6, page 66).

(1) The Eirst fwo money colurmns are the trail balance totals
colurmns. Thig is meérely a result of entering the
p;levmu:;lr prepared trml balance. :

(2) Tha second pair of C;olumns are the adjustiments colummns
“used to record the adjustments discussed in the previous
NA “frames. All year-end ;ldjll‘%tnl(;nt..‘ﬁ will be entercd into
“these columns in "debit’ and "credit’ form.

ERIC

Aruitoxt provided by Eic:



(3) All adjustments will be entered in the Account Columns
below the trial balance totals. New accounts will show
~, 7 both the debit and credit adjustments, below the trial:
L balance, whereas adjustments to existing accounts will
~ show one adjustment dlfectly to the affected account, and
the other to the reLated accrual account hsted\l;ieluw the
trial balance. - S

i V\
w

o (4) The third pair of columns pertain to adjusted trial balance.
R "+ . The amounts in the original trial balance are combined
- with the adjustments and are emtered in the adjusted trial
: = balance columns. .
L] f
(5  The fourth pair of columns contain the revenue and expense
o . items which will appear on the income statement. «This
o column will be derived by transferring the revenue and
. expense items in the adjusted trialbalance to the income
statement columns. Revenue amounts will appear in the
right-hand (credit) column and expenses "will appear in the
. left-hand (debit) column. .. Wien totaled, the difference be-
o : tween the debit and credit columns will indicate the net
income or, net loss for the period.. If the credit column
) which contains revenue items exceeds the debit column
with its expense iteris, a net income has resulted If the
reverse is true, a net loss has resulted.

~ (6) The fifth pair of columns contains the assets, liabilities,
and proprietorship. The net income or net 10%8 deter-
mined in the income St:ltement (:’éjl’umns is carried to the
balance sheet calnmns, A net income representing an
increase in proprietorship is carried to the credit column.
A net loss representing a decrease in proprietorship is

-~ carried to the debit column. The net income or net loss
‘ amount causes the balance sheet columns to equal.

T

st
-

fop}
il




= . : ) Worksheet
' 30 September 19--

Adjsted  |[+d Income
Trial Balance ||  Staternent,
Debit — — Tredit_DRebit  — — Cre

',Eff7ir.s§?éffzegs;—. :Ef.f 7,7 -

Aoied oor

B Aecount o Trial Balance
4 ) ' I M i it Credlt
et

. = ———————— = = n
H Cash o .

' Merchandise Inventory
Furniture & Fistures |
‘Land & Building

] :Qﬂh;er Supplies
LA Acme Company

—Hzd

) o ) : I O I
, : 2ENCICe N Jir A I | D
(C) EJFS;"" = _ i3 ) _

Paper Supply Company | ; . 4 ~ -
__| B. Black, Capital . T ) i
' B. Black, Drawings 1 3 - [l lelpbsed =L 1 HNRIREN
Sales NN 1l ] _rillages ALk
B Purchases o _ et ) ) [=sl 4ol
. salaries i ] flsterd] EAS EIRER

iII‘lCGﬂ’fE?'SLZII;IpE.I'? T ) Dplee) [l ok W)’ it']'—!f’ olakk sﬂr; dedeel]  |2l5ln,
) Cﬁfiéa?ggpliies Expense 14 e a)lly - N , i 1

IR A NEE 1 WBleded! Walddod! RiAdo0n! EiAdod (2 {Tyﬁ el

N i i . 3 1] 3 _ -
. iN,, e.t\ir;ccme ] Al 11 fetd e L ] 7 ; 3?:}&

— = T = - ]
a
- - — B L
. . 3 i _ - _ - - - I -
_ + B - — - — .
= N
= % o e
. | P . . % | _

Figure 6
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B. Black
Worksheet
30 September 10-=

Adjustments

™ " Ad jugtu;d
Trial Bala

nee

Statement

Income

Balange Sheet

Trial Balance
1t

Debi

Credil

~_Bebhi

— 1

: ey
-
-

Debit

— Credit _
= e i

__Debit

~Uredit

WY

e ]

: ,,’f ) ) A tp(r A 1) 5% _ {7
2| lalddagel “lladeled LAddetan] Riadelec. _ i
2 Henoc . : 1113 Z21 . A
4 I Iniddan A A ooy N _
§ Lblstea] | (e | s 1110
K 1 N ki doal -

7 ) , st LR
s i ~ i) _
a1l , — lea -

Tt

1

2

/f: i _ fﬂt‘ir ,i féf‘frfﬁ*' _ B
1 et F | PiLYre AR N6 .

[~}
i

X1
£

: [1'2)=1 - .
| X Lk PRCAYIMGAE
_ _ . o
: _ g
\i‘" _ B B R e B 77 )
) Y k - . i I\;,‘
TFigure 6 :
' . -
. . ,
) . N 3 .
b -

Q

E

Aruitoxt provided by Eic:

RIC



The worksheet is prepared and employed befora,aéljusﬁng
.entries. The reason for this is that the adjusting entries
may be made in the adjustment columns and the information
for the statements summarized prior to entry in any records.
Brrors discovered during the preparation of the worksheet
may then be corrected before additional erroneous entries t
are made. The worksheet is not a formal report and rnay e
be prepared in pencil. - - -

- Figure 6 Shnws the work papers of B. Black dated
30" September 19-~i- . The explandtions below apply to the
entries found on the work papers in the figure.

(1) .The trail balance, as it appeared in Figure 6, is a list

- of the debits and credits appearing in the respective
money columns. Note that the folio column bears ac-
count page numbers., These numbers have not appeared
in previous illustrations but are introduced now for
subsequent illustration of their se'in cross referencing.

(2) Adjustments are made in the adjustments columns.

~ Related entries.bear a letter in parentheses similar
to the éxplanation of the adjusting entry found below.
{a) The merchandise inventory of 1 September-19--"

»  must be removed from the Merchandise Inventory
account by a credit. The debit entry is made in
the Income Summary account. This is normally
the first adjusting entry which will be made.

(b) A‘Ehyscial inventory of 30 September 19-- reveals
$2, 300 worth of merchandlsé mventc;ry on hand
Since this amouni.r
the merchandt E,nverlt(:)ry, the Merchandlse
Inventory account is debited for $2, 300 and the
credit is to the Income Summmary account. '

(c) A physical inventory of office supplies on 30
September 19-- shows $15 worth of supplies re-
mdining on hand.” This amount indicates a reduc-
tion in the C)ffice Supph‘es ar:.cclunt totaling °B10

bwlﬂn;e of $1 5)‘ The $1D woyth of folce Supphes
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was consumed during Qperatmﬂs of the busmess
and necessitates an adjusting entry crediting the
Office Supplies account for $10 and debiting a
newly opened -expense account, Office Supplies
E}fpﬂnge for $1D This adjusting entry establishes
a debit balance in the Office Supplies account’
totahng $15, the value of the 30 September inven~
tory. The entry also establishes an expense
account showing a debit balance of $10 which will
decrease proprietorship by being a deduction from
gross Sales mc@me on the income statement.

(d) The adjustments columns are totaled to determme
eauahty Df debits and credits.

(3) The amounts in the trial balance ‘columns are combined
with the amount in the adjustments columns and carried
over to the adjusted trial balance columns. These

) : columns are totaled again as a test for Equahty of

W debits and credits. This check provides insurante

against tra_nspa%mon errors which might occur in
carrying the figures from the trial balance and adjust~

L ments columns. A transposition is the erroneous
rearrangement of digits, such as writing $542 as $452
or $524.

(4) ‘Income and expense itenis which will appear on the in«

come statement are entered in the respective debit and

’ credit columns headed Income Statement. In
tracing these ,amounts, observe that: -

(a) Sales of $1,100 appear in the credit columny

representmg an mcrer{se to Prgprmtm slnp

(b) Purchases of $1, 000 appear in the debit column
representing a decrease in Propriector shlp
Remember that purchases appear in the Cost of
Goods Sold section which reduces sales 1nL01né E
on the income statement.

1
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(c) Salaries paid for the month are expenses which
decrease Proprietgrship and are deducted from
gross income on the income stateiment. Because
Salaries is an expense account, the entry is made

on the debit sme - : o

(d) The begiﬁning inventory of merchandise is carried
to éhe debit column while the ending inventory is
carried to the credit column. This has the same
effect as computation of. Cost of Goods Sold. The
beginning inventory ($2, 000) and purchases ($1, 000)
are in the debit column while the ending inventory
($2, 300) is in the credit column. The net balance
($700) is in the debit column where it will be a
deduc:tmn from sales. . L

e _

(e) The cmdit column total-exceeds the debit column
* total by $240. This balancing figure is placed in
LA the debit column to forceé both column totals to be
L - equal, Since the credit (revenue) column exceéds
N the debit (expense) column, an increase -in Pro-
prietorship is indicated. T‘he balqncmg figure
($240) is net income and the-title is written under
the account titles on the extreme left of the work -
sheet.

(5) Assets, Liabilities, and Proprietorship are carried -
from the adjusted trial balance columns to the balance
sheet columns. Observe the following values in the
balance sheel columns.

(a) B. Blﬁck, Capital is carried to the credit column
where it represents, Proprietorship. B. Black,
Drawings is carried to the debit column to
illustrate(a decregde in the Capital account, On

“the Balance Sheet, B. Black, Drawings are de-
ducted from B. Black; Capital In the Proprietor-
ship %ELtLDn (Figure '7)! \

(b) Net income represents an increase in Proprietor-
v ship and is taken from the debit income statement
colummn to the credit balance sheet column which,
in effeft, is the'same as adding the income directly
to Proprielorship.
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(6) When all information has been entered on the work-
sheet, the entries in the adjustments columns provide
a guide for recording the adjusting entries in.the
journal and preparing the financial statements. Black's
adjusting entries would be entered in the journal as -

follows:
Journal
Page 2
Date i e _ e
_[9=-"Account Titles and Explanation =~ JLEJ Debit [ Credit [
7 Adju;zpng Entries - - N ] ¢ |
Sep 30| Income Summary - sl spblda IEEN
o Merghqndzqe Inventory 2 ) B ] Fviolnog _
To remove the beginning rmrgntcrry 7 77 BN ' A 1
; fram the Max ch;inﬁdlsr: Inventory ac f:cmnt o } 1 S L] i
30| Merchandise Inventory I i 20 -? 3100 o’ i
Income Summary ' .. 113 L agoln
Tu enter thl;:‘ endin_g_, nwentmr'y in the - , 5 ~ - ) 7 _ )
Merchandl&e Ir‘\\!Eﬁturv account o _ l I il
30 a1 oleol i
- 5 1|/ Geal
Ta I‘E?DI‘C} the E"(pense of Office
‘%upphes u%m:l dul‘mg the peru:d - T T B

In the abtp g, illustration, note the account numbers in the folio
column 1n Citmg the journal entries have been posted to the
respectwe accounts. The ledger accounts now appear as:

Merchandise Furniture .
~Cash (1) . Inventory (2) ~ _ and Fixtures (3)

1200 : 50/ 2000 200 D J2 . -300 A; ﬁi_.;_r-z_a&',;\
1100 30¢ J2 2300 -j%ég:;ﬁ e

100 . n

100 '

150
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Land and SR , L
_Building (4) __Office Supplies (5) “Acme Co. " (6)

= e ]

2000 - 925 . 10 ;JZ 50 , 2007

F
4

Paper Supply. - - B. Black,

Company  (7) pital’, ~ Drawings (9)
[ .25 — 5000 100 |

] g

t R e
- f , joiy

Sales (18 - . Purchases (11) __Saliries (12)
1100 1000 | 150 |

T ot
vyt o

SR
¥

Income Office Supplies |
~ .Summary (13) . Expense (14)
- J2 2000 2300 J2 J2 10 -

i

. (cont on next page)
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____A, end of its annual accountlng permd carr;ted the following

Ccnf) “ amounts:
APPLIANCE REPAIR -SHOP . -
Trial Balaiice
December 31, 197*

Cash S ' : - 1,125

Prepaid Insurance - : 215
Repair. Supplies ) . 1,550

" Repair Equipment - PR 74,820 :
Ajax Supply Company IR PR 250
Dale Howard, Capital e 4,545

Dale Howarci Withdrawals

Revenue from Repairs 13, 415
Wages Expense
Rent Expense
- Advertising Expense R
Totals 18,270

On a scratch sheet of paper draw a worksheet as illustrated in

~ Figure'6, page 66. Enter the trial balance amounts in the
Trial Balame columns of the wc;\rksheet and complete the
worksheet using the follmvmg mfm mation:

a.  $165 of insurance used for this perwd

'b. - Repair supplies inventory was counted and Dnly $380
was on hand. :

(Answer on page 151)
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CLDSING ENTRIES S S _ /

a.. The ledger account balancee shown on page 66 are those’
which,; ppear on Black's statements with one exception.
The balaﬁce in Black's Capital account; page 66 does net
‘bear thé sgme balance as shown in the Proprietorship
section of Black's Belanee Sheet (Figure 7, page 74)., The "
reason for fhis’ dlfferEnce is thdt 1nereaees and decreases ‘
in: Proprletmrship were entered in ‘incomé and expense
accounts (Szles, Purchases, and Office Supplies Expense)
<+ rather.than in the permanent Proprietorship accounts. To-
. show Black's Proprietorshipfat the current date and to :
clear the income and expense, zccounts from the books, it
" is neeeeeary to transfer the effect of increases and de-
creases in Proprietdorship (the net profit of $240 in_ this
case) to Blapk's Capital account. The entries required to
aeeemphsh the above are referred to as Closing E nes.
. 7 :

‘b. ‘The purpese of the Income Summe.ry account i is to sum- |
marize revenue and expenses at the end of the period. |
Smce revenue and expense accounts represeht increases

. and .deereeSes m Proprletersh;p rele.twe to iny the

! ’cm Wlth similar., entrlee applleahle te late}r
|
|
|
f

e

Define the term
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o B, Black * * ,
Income Statement ¥ A ‘ ¥
For Period. Ended 30 Septembear 19-- |

'7 Cost of Goods Sold:, % 1 I E
- MEI‘QhandlSé Inventary,\ 1 Seg’terﬂber ay ' :

I B
{x]
]

i PUFChaSE%

- - Merchandlge Inventm:‘y; 50 ‘%rgpterﬁber

Cast of GDDdE Sold 17
Grasz Profit on Sal&sé

v
R B

TRR
2

) Expensea o A AL | 1L _
‘%Elhng Expens&z - ‘

. R ¥ | 3tded 1T 1L
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< B, Black ¥
© Balanee Sheéet ’ X -
B 30 September 19-- - S . ,
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The Income Summary account at this pomt bears two entrles
made during adjustment of ﬂlexaccaunts The debit entry*ﬁ
represents the beginning mventcxry while the credit entry
* represents the ending inventory. In the process of closm'g"
the revenue and expense accounts into the Income Summary
account, revenue items will be credited to the account and
expense items will be debited to the account. To illustrate,
L below are the révenue and expense accounts of E Black and
o nec:essary cl«t:smg entries.

o ;11&25 10) - o - Ppurchases—(1) - ~—¢§alaf1’e=sl(5172¥m—ﬂ
TTTTTTTIT00 1000 - 150

TS R

Office Supplies: S e
__Expense (14) ' o i
10 g | | -

2

dournal | : L

Date AC(?(”_)ITN‘I TITL RS ANU ORI ANAFT()N

o] Clast Y 338N T N o [T
Sep | 30 |10l Y ooed)
IC S BT [ pond|
To Lln‘aea H \LL & [’mnnm I : i
50'_Income Summary N AN 7% Y,
B Purghases =+ - AN L iddowal -
? “To ¢ th Pur G}hlh,L : o o i B ’ 8 s

%() 7 Inc(jn]e bull“lfl}ﬂi"y 7 ‘ ;1 _— 71{ /55’@@

n}lamu:

130 7771m‘:gme &:ummary e sl | fidoe L
Office '*vulxplle:, L\pe T 14 /E’ﬁ?ﬁ 1

" S — f A 7 TR DSl o el i - _ — At




(1)

(Coht)‘ , '(2) To eIi‘)se the expense dccounts (Eurghases Salanes and .
,  Office Supplies Bxpense) each is credited and, the Income

Summary account is’ deblted by the GlDSlﬂg ]ournal entfy

L"

J ournahze):he -plosmg entmes for t.he followmﬂ' actgunt balances*
R B

\\1 &

% ° Revenue from_:Repalrs - x Purchases
T 4000 zooo —

u Rent . . N Jages
wo ] S

.....

~
ey




‘ : - L
s R
'i &
* % % Revenue from Repairs a
' . Iﬂrmmé Su’mﬁiaf’y b
. ! N [
Income Summ*try
Purchases o
' I,ncgn}g,.Sum maty 45 .
_ Rent Expen_"e: 2 e
i 680 o
680 -
. ! o -
.";,' - _ ;J

,A The mcome and e:q:sense accﬁunts w;th the PI‘Dflt and Loss .
. bummary account.are shnwn below ajter the r:lagmg entries
have been posted, e v

Incame Sumrnary (13) - C o Balest (10) .y
73000 . | 2300 S TT00 1;00 T3
‘ ' JB 1000 . Oﬂ JB 1

e 73 150

-

3,10
® R i #
, ¥ LI . Pur‘chqfses (1'1‘)x
. ’ L TIP00 00 53
e Salines fF('l.‘?.) B R
RV 150 - '150 J3° v R ~§;
\a .o BRI o - Office Supphes
(g L B TR | 10 JS -

Note frmn the ab@ve lllustratmn tha,t the net crecht balance Qf

2 tuepermci sa40. 0 .

S F‘rorn, the ]Durnahzmg of the clu::‘mg entrles on page '76 pc:st
{Ithern to the accaunts as in the 111ustratmn abc:ve .




SRR o Income Sutnm‘iry T : Revenué frt:),
S zooo o T s 4000 4000
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-The net. result of bus:mess apéé‘atmns must how be transferred o
f__tD the cPI‘GpI‘lEtQI‘ s Drawmgs account. The alance c:f_ the -
- Drawmg& account will then be transferred to the Capital ac- v
~ counit to show the Proprietor's fhterest in the business at thp
start Qf a new period af aperatmns.. This 15 accmnpllshed b}gj

debltmg Income Summary for the‘amgunt c::f net income which
'w1].1 balance out the account, e credit is to the Proprietor’ S
rawings Account. The CLDSII"I? entry fgr Elack is ]Durnahzed 3
as follows: o } h % ﬁ
&, . T Jcmr’nal I o . . .
> T _ : Page 3

“Closing Entries (Gont'd) . - Pl (UL LI @
-Income Summaryf o i BE : ‘
] B. Blat:k Drawings .
=] To transfer Net Incomeé. for period to
T F‘répmetnr Dr;xwmgs acf-aunt -

L ,'ﬁ\f | 1
fffff ey

- Income Surnrnary ‘ ’13) 3 B, Black,’ Dr;@gs C
. 2000 : 2300 00 240
<1000 0 {0 s 1100 v - _ : o o

L1500 L | ' N P B D

13400 . s . 73400 . |




Journalize the; following ¢lgsi

" Income: Su*:\any

"
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B Drawmgs S i 400 - . T N
- i . Incame Summary. LT 400- ' =

- ’ £l L" 0 : ' : } a‘ ) " ;: - i PPN
o Im‘:cme Summary - y. Drawings
o l_DOQ y oo 600 %00 N
'. ~400°. - 400 -
W i{n?; ’ f? . " o .
‘ . o SO kR
L EIE
° 5: ) £ { '

The balance of the Drawings account is now transferred to.the
Pmpr;etor s. C'lpltal acceunt with the fC)llGWlI‘lg ]Durnal entry:

Ea #

B '. —) = ~ o ‘ '
ol . | . - B _ B ) . j 'g'! . . . f [ - *
o o o - - Qurnal I P £4re ..

JLP | ;'t'.;” NIl

C‘lasmg Entmes (C‘ant‘d)
) B BLAEK Drawmgs -

%58, Black, Capftal . T i

[e i 0m]
M
5

Y
|

) ":_ s TLD transfer the N&t Increase in
Prnpmetm‘smp for the permd to
Prnpr‘letnr 8. Capltql ‘account

e
-
L

. - B ’ . : . ‘Q»;} .
B. Black, Capital (8) ST B Black Drawmgs (9)(

me | “5000 - © 100, ‘ | 2A0-

' T1400 140 A ,

‘ . 240 | . 240 B

N

i —

It camke seen. that after this final closing entry, the/Propgjet

- - aecou balance is in agreément with the amount shown on’ “the -

'Balance Sheet in Figuré 7, page 74. The revenye and expense

accounts, Income Summary account, and the Proprietor's” = IE
Drawings account ull have a, zero balance and are prepared tc: ‘

*recewe new. amauﬂts relatlve to Dperaﬁcns in the new permd

.
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Using the account balandes of frame 44, close out the Drawing
account to the Capital account T . :

- o - Drawing
! .

, oy
C - 30007 ¥ -

L
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PGST C‘IDSING TRIAL BALANCE A Post C.‘lcssmg Trlal
Balangk.is the test made to assure. that debit-credit equality *.

_has bt Eﬁmamtalned in the ledger throughout the a,d]ustmg, )
c].c)smg and balancing prccesses The balances of ac punts

‘remaining open represent the. Assets aiid the Llabﬂltlés and
L _ PI‘DP,I‘IEtDI‘Shlp of¥ the"d*b'; {ifess. When the debits and credits
o 4 . have provento be equa' ,"the agccﬁnts are, reaﬂy for the next

permd‘ s entries. a8 g

e e

o . Defme the Pcpst C‘lcxsmg Trlal Bal{mce

W
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* % x - .To aasure the deb;t an«i crey
f'mughcut _t'he ;

/}he Iedger _
/ Xf procéssﬁ e

The Past C‘lasmg Trzal Baiglnce Eyi E-la(:k w,ll].,;;ansmt cﬂ;‘ a
. listing of open accounts with theu‘ ba;la, ses. In’ reparmg for .
the Post Closing Trial Balance, all debits and crédits th each -
I B accaunt are totaled. If no balance exists, a double ‘line is .
. B E _ drawn under the debit- and credit totals to S1gmfy that the last
v s V entry-for the current period is above the double line.. Ifa

. balance exists, the balancing figure is written in the debit or

L créedit column of the account with the word '"Balance'" written -.
& “inrthe explanation column. The debits and credits are tgtaled o

e and double hnes are drawn bel@w the totals. Co
| Each acc’" At w 'ch 'beqrs a balancmg hgure is hsted as; in °

T e e prevmus Trial Balances with the balancing amount appearing
. ST Iﬂ t]:ge deblt or crbd calumn of the Trial Balance as appmpna.te.

:“va_; . o 7 . N : ot i

Ve .. LBS Blﬂck's completed Iedger in. fcxrrnal account fDI‘I‘II and his

Coe Post. Closing Trial Balance fgr September appear on pages 87;
SN 88 89 and 90. = y " _ ;
A c T s ) I ¢ “ g e - \' - . ..

TRUE DrFALSE All Df the accounts in the leﬂger areé listed,
L T } " on. the Post Clq@nngaL Balance.

-
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The: accauntmg prccedure from the ergmal entnes to the

" Post Closing Trial Balart’ce has been discussed in Sequence

This SEquence of pmcedure is known as the accountmg

E}’GIE 3 ' &

T e :

A summary of the procedures is: ' .

(1) Journalizing, Transactions were entered in the general .

@)

i’-‘c:q:wlumn c:f the Trml Balance Were fotale TD brmg )

' enterea

~ A'balance for’ each : aBgo
" of accounts with their 1 I

‘journal with an. explanation. - The date of each trans-

action was noted agd the folio column was left blank .
~until the amauntswéfierg transferred tc:: the ledger
accc:unts. v . :

#

. Amcunts were taken frcrm the ]c::urnal and o
in the indjvidual accouﬁts of the ledger. The
“journal page, number was posted:to the folio columin - of : -
the ledger At the sande time, the acgaunt page number B

Posting

ey

’—Jl

was pgstegl to: the folio colurnn of the ]Qurnal indicating”

@kkeep { ‘that the anmunt had bee‘h paaj:ed and-4 .

wherEItxwas pa {«,ﬁ& P

ances was rnade and the debit column"’ 'di?credit- s

_ N made Qﬂ the woi‘ sheeg recordmg the expense of ex<
“. pended assets an | the current balance of merch" Jdl*se

: ...!:;"-Qn.hangl ass geterhﬁﬁed by the end-of-periogg R
. AftBr the adjusting entries, the Trial Balance amounts.-. = - f

combined with the. qﬂﬂlghﬂg entry. amounts and i L e

djusted Trial Balance aﬁpeared on'the ﬁfﬂrksﬁg '

' he Ad;ust*éé anla‘l Ba]\ancg};thg miarln&atmn wa‘s
yacifies

‘n‘incmgg stateme Q\],gg_ﬁé Sa@
%ﬁt i‘.




(4) Statementsa The Income Statemeut and Balance Sheet
. were prepared fan‘l 1nfc:r1ﬂ'§tmn cantalned in-the worki
d 5heet . :

u . T .

* .accgunts ji'
. PRI o |

enue and expens ci;:m@,ts
_ . ¥pme Summary acscount
' ‘This account revea alance equal to the income -
. : ST o + for the period which: ¥®losed to the Drawings ac- -
ML coynt.. _The Income Summary account was then in
e bala_ ce and,.closed out..The balance of the. Drawgngs .
w0 acd nt was clcrsed to‘the C‘apltal accgunt

v (6) Cl@;six}gf Entries.
.+ were transferred t

o : (7) Post C‘lcsmg Tl‘lE.l, Balance. This Trial Balance was
T o S ou made tq prove the equahty of debit and credit balances
: a " . in the accounts remaining open a,fter closmgaﬁntnes .
w;._had been posted '

5
) ’g ) ) o @ . - .
‘g o T B o
_ % - List the seven stages of the accounting cycle.. < . . )
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xx% . 1. Journalizing
Posting - v

. Worksheet

- Statements

5. Adjusting Entries '

6. -_Closing Entriés

7. Post élcsiﬁg Trial Ealance e o o e
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L Oftice Sapplicss Fxpense v :
" . : ’ I apre M4
T Zbladdie ] eled
% K = ! \,=
n-T .
‘ Pogt Claging ' ) )
. 30 Septonipor 19-- R Ve
} - ———— e ==
1 Casn 7_‘A ] U s e R
Merchandise Tnyentory | - A VY. . 7
— i e A ,,.:r_,?,»,:—-—r:r— ey ,7 = T‘ e b : - kg
ur ilt:uz‘f and ¥ 1}{1111*135 N r“i‘ Ew ) 2 I | -
Land and Buﬂdm;f . / R L 2 20 i -
i Office Supplies / I | Slldsea Ll
.| Acme Gompany . [ ST O 8 N Y (72 > R
Paper Supply Company / 7 Il N Sl -
L B, Black, Capital . 7‘/7 o ‘ 180 ‘ ' 1’7’ Y. ’
_ s b iiudon Sdlsed
In the illustration above/, note the ;{c)llc:;wihg: .
" 1. Thé rovenue *1ncl é;{pEN accounts are "cln%cﬂ ou 1” L'sy the closihg
entries \vlth no bf{LLnung; flgfu:; Cre ‘c;lun'ed . o

2. A ‘ﬁlll”’l(j lme is drawn across the moncy column only \vhgu footing the
- mlun‘m while double lines are drawn across Llll columns (except lhv
cgplyntwn column) whtn the account lna been k L}.Lhng,ui. - B
3. th balancing flgrum is carried to UIL. next line belowthe Juuble lines
and given the [11‘5( date in ’thc‘ fﬁLlLLC‘le ng 1)!31‘1(’3(& ; g

*

4. The accounts with onc debit and one credit which are c}qu*Ll are not
tota led but are dearmated as closed acceunts by drawing double lines
imiediately below the entries. When it is ndt readily apparent that
the tolal debits and (Stal™redits in an account are equal, ihe columns
musl be totaled belore tlutmle lines may be clr-uvna : .

H

e
=
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DEPRE

Jduring ﬂpm

Y called fxfx(‘d

IATION, DA

’)FPFQFC‘IAT/()N Inthe operation of aN

D DE E!'I"Es A(‘(‘RUPD AND DFPE LRED iT‘FM%’

jusiness, some asscts

and do not

\re pun.hadd Yor resgle and some for ¢
certain 45:;(3 s (store and office supplics

tions, other
r}nnge in (’Ill“{ﬂtl ly. such permanent lype assets are
‘n%jcts

bngumption. Y While
d.are actually consumed
pssels are of a more permanent nature

In order lo consider all costs in the deter-

mination of
4‘5,5{:1 shou Id
of the costs

hel income, a portion of .the total cost of a fixed
be charged Lo each income period! The assigning
of fixed assets to income periods is called

’ depreciation, |
| n
* W’?mh one of the fullnwm" assets will probab Iif be depreciated ?,
> a. C'{lf%l’l' ' s ¥ C
- b Iavenlory, :
+F S \ - 7
4 ¢.  Machinery { . ‘ '
. Land ¢
= T e i —
k-]
. T ; !
= . - , .
. ¢ !r'
G :
i - - -
.
987 . .
) 91 ;



¢. Machinery * k¥ v

The dcprecféticm must be recorded as an expense of the pe riod

- just as supplies become expenses of the period in which con-

sumed. For example, assume a delivery truck purchased for
$3, 600, is Bstimated to have a life of 3 years. Annual deprecia-

tion would be $1, 200 (3600 < 3) and monthly depreciation would
be $100 (1200 + 12). The depreciation expense of $100 for a

" month's operdtion of the truck is recorded is an expense against

any profits made during that month's business.

A machine fpurchaséd for $6, 000 fs estimated to have a useful
life of 10 yearg. What is the amount of depreciation that will
be charged monthly ?

r \', - a{ i
\ | | -
4 \ o _ _ a“; _ B
\‘ £
Y
B \ P
i . :‘
e _ *
' » | B
‘V; -
Gy
f = tﬁ%
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One might record the prénqe by credltlng, the Asset, Delivery
Tr uclc, and debiting the Expense, Depreciation. Hawever this

 entry would be impractical because the depreciation rate is

based on an estimated truck life of three years. .It may become
necessary to adjust the Depreciation Expense and the Asset if
the truck aclually lasts four or five years. Also, by decreasing

- the ’ua-exet *u;cr;’)unt Lhe uutul ::c:st of the ﬂxed asset wzll become

\mxd t(;: new page% Becwu%e 1t is dﬂ%ll"ﬂ)le to 5haw l.he arlgmal

value of an asset and the amount of depreciation of that asset

. charged to Expense, two accounts must be maintained for each

fixed agset. One account will record the coét of the fixed asset
and the second will show the ac cumu!.atecl depreciation against
the asset. A third account will be used to. record the expense
of depraciation. :

For example, assume thc: truck mentioned above dppears in a
Fixed Assel account as: :

] Dehvery Truck
3600 {

At the end of a montli's operations, the expense of depreciation
on the truck must be recorded as a charge against profits, The
expense is debited lo an expense account litled Depreciation and

- the deerease in value of the asset is recorded as a ccredit £o an
account t1tl¢:=d$llawancc for Depreciation of DELVCIV Truck.

“This journal

try appears as:

Depr Lciitlﬂn Expense $100°
Allﬂ\k”dl;jc& for Depreciation of '
I’JE;*L;Vﬂ:‘,V Truck : $1.00

To x‘ecma‘ estimated deprecmtmn of

AN Deﬂwef’ ‘%truclc for one month. - : _ .

i

v 100
B 93

et

A



= Az’i . = |
u‘ , ‘ Y R /@.
oo
, ‘ Sy .
“The accounts, when posted, will appedr as: . .,
= N . B f' o . . N . i ) £ .‘
L ' Allawanc’(‘ f.ur DLprLLmLmn Pepreciation Expense . |
| . foo 100 | ' |
& N ‘
= ’ . . J
e ! s, ‘:;J‘j ; .
- . z I
. » J
= _:‘ ‘ . . oo " ; ;o
, Dehvery Truck = ./ : e
!.3) ()DO T : ‘ ’ : ) :\. I ’f‘ .&1 L
i SN . : s \\ p
l‘ | . . S e \
£l Iq - ¢ \\ I )
’ . L
The Allowance for DEprecntum will LQFD‘“iLIl in the rec ldE as .
long as the asset is-owned. The Depreciation Ezqgense account
will be closed to the Inc.mne Summary '1(:‘0@11111 just as pther
expensea are closed. T ‘ ,
.I ournalize and pgc,t the nﬂuhme clc:plu,,ntmn for one month /
nentioned in frame 50.
A oL
: Maching - o S e
. T G000 o -
' . F
\
- i
= £ .
i 104
- ' : . y ,
) b & 94 :
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R | Deprcclatmn Expense ; o $50
~ Allowance for Deprematmﬂ Mar:.hme $5{f
Machlpé Depreciation Expense  Allowance for Depr |

When depreciatmn has been est;ma,ted exactlﬁ the All@wance
____\ for Depreciation account will have the same balance as the asset
T account.on the date the asset becomes completely worn out and.
) ) WDlthlESS The warthless agset will be discarded and wriﬁzen
L LR cx;ff the bcmks by the fcrllowmg entry .o

‘. .~ “Allowante for Depre ciation of Dehvery Truclc $3 600 .
. '+ Delivery Truck - $3, BDD
\ R X wr ltE off fully deprecmted Dehvery Truck

0 Dm ing, the 3-ye;1r perlcxd above, deprec;atmn expense will h:we
been recordéd at $100 each month. The Allowance for Depre- .
..ciation account willhave received the $100 credit each month . (
1n¢:1 totaled $%¥ GOO in three years, the original cost of the asset.

v Assume the ac o
" previous frames- apl)eqr as foll@ws

o
-

P Madrme. B waitie
S R R g for Deprecin 100

=4 ! i’“ - s ' = .
Jaumahze the, entry to write -off this wcrthless a&set e
i - & '
_ ; A I
) ' 95 "




Allowance for Deprematmn ' $6 DDD
/fVIachme _ ) . , $6 OOD

Fixed assets are often sold before they become completely
worthless. J;he time of sale, the book value of the asset
must be det ined, Book value.refers to the original cost
of the asset mn}ys the Allowance fm: Depreciation.

4

. What is the bodk value of a machine that was acquired for
$9, 000 and held for three yewrs and clepreclated at $2, OOD

ayear? -

T

103

96



#

Asé.ume a delwery truck is sold after two and one —haLf years of
service,i ‘the book value of-the asset would be the orlgmal caost
of $3, 600 minus the Allofvance for- Heprec;atmn of $3, 000 ($100 -
per month Tor 30 nmonths) or-$600. If' the sale price were $600

. or boak Value the: entry “would: be:

K

Cash .« o 600 .

Allowance fc:r DEprematmn Sf; Dehvery
Truck : $3,000: .
: Delivery Truck . $3,600
« To record the sale of Delivery Truclc fm:‘ _ ‘
book Value

- The debli- to (‘:aslh records the rebeupt of $600. The debit to p‘

Allowance for Depreciation of Delivery Truck balances out that

account which has received 30 credits of $100 each over the two
and one-half year period. The credit to the Fixed Asset account
_ Dehvery Truck, bﬂa:nces out that account, :

P

Assume a rnac,hl se that cost $6, 000 wal sold for $1, 000 and the

anmunt of Almwa 1ce ic;r beprematmn was $5 000, what would

97



. . ’.,! : . . o K . CE
X Cash. . $Y,000
“Allowance for Depre;;atmn Mnclnne 5 ()DO »

- Machme _ ‘ $6 000

' : * ok ok

. ‘ \
! S _ - — _
If th(g del y truck were sold for an amnum in excess of the

( tmqk mlue 4 gain would be recognized. -%Assummg the sale
“price to be $800 after the N&ED and Dﬂe=h&f years of service,
the JDLLI‘I&"S!Jl entry would be: '

*. Cash \ : *$ 800
Allowance for Depreciation f. Dellvery Truck 3, 000 -
. Delivery Truck - . $3,600
. .Loss or Gain'on Dlspagal of Tixed Asset 200
“To record d;sp@sﬂl of truck for $200 over
book v'alue .

b ‘ ‘ N P , .
f*” Nc}te above that the sale price ($800) exceedéd the book value of
- the asset ($600) by $200 which represents'a gain-on the sale.
In the journal entr‘y, such a gain ig shown as a credit because

ii

1

. it represents income. The credit established by this entry will

be closed to the credit side of the Income Summary account. On

the [ncome Statement, such a gain will be shown under ‘the cate~

gory "Other Income' to be distinguished from sales income.

Had the truck been sold for less than book value, a loss wcnuld
have resulted on the sale and the Jc:urnal éentry wauld have shown
a debit instead 6f a acredit in the Loss or Gain account. The
loss would be closed to the debit Slde of the Income Summary
account. = i i

“Assume the ‘machine mentiongg:in frame 54, p;’xg:,(.. 97 was sold
for ‘EBOD what would the entr; He to record thl,'% tr*ms:lgtmn‘?

. ., . - ) *
B - - I, .

'
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Vs

Cash -~ - - . $ 500°

- Allowance for Depremahc)n ’ 5,008~
-Loss on Disposal of I"Lxed Asset 500
. Machine - u . :

The estlrnate of an .,l*%sel,'a Iife is n(;)l alwa.ys q.cc.:urate "I‘he
asset mdy last longer or wear: Ia,ster than expected. Such an
occurrence means that the eXpense charged against prevmus

- periods was erroneous and must be adjusted. The income and
* losses of previous periods have been recorded in the Capital

‘account by gl{)gmg’ entries in those periods; ther¢fore, the ad+
justment requ;red by an exrr oneous es;,tlmate shciuld be to the
¢Capilal 1ccmmt . S o P

SuppDSE‘ it was seen, that, after one yeir s operations, the

. delivery truck would only last an 5dd1tmnal 5iX Inanths rather
‘than the total three years antlupwted After one year's opera-
tions, the asset and allowance: acccunts ‘].ppEE.I‘ as: "

~ = | . Allowance for Depreciation
Dehvely Truck - . __.of Delivery Truck:

350(;) L ~ . T 100,
S .+ 100
1200

A computation of the depreciation rate of the T—.—-SGt based on a
new estimated life of 18 months is $200 (3600 -~ 18) a month as
compared to the $100 a month charged off as exgense over the

" past year. Adjustment of two items becomes nécessary. First,

only $1,200 has been recmded as depreciation expense over the
past year when the new depreciation rate shows $2, 400 should
have been written off as expeihses. The expense accounts and

" profits for the past year have been closed to the Capital account.

The’adjustment to correct past profits is a debit, or a decr ease,

to the Capital account for the amount of the error - §1, 200,

Second, the reserve account shows only $1, 200 when $2, 400.

~ should be shown. A credit is required to increase the ré&;erve

The Lart‘ecztlng tjouI nal entry would be: .
99
- 100
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Al ].QWA]]‘LE for- Dgpreuatmn of Dchvery Truck o $1, 200
To dorrect depreciation expense of Delivery oo
“Truck th estimated hi‘e of ong, and one-half yeaz‘s! ’

- ¥rom t]us:, point. cm, the acmuntlnt will wrlfe uff dc.precnhcm at f

" the rate of $200 a month debiting Depreciation and crediting
'Allowance for Depreciation. After six months, the Allowancé -

account will have a balance of $3 600, the ngmal cost ()f the
asset, . -

vy

Suppaae it- was seen that after 18 onth's opc:ratmn a.machine
would only last an addltmnal six.mohths rather than Lhe total
four years anticipated. After 18 months Dperqtmn the asset

and allowanee acccunL appeaf as: i
~_Machine Allawmce for DEpﬁI:Eg:léLLlon
‘ jSDO ;Ev . ¥ AN B 180D
;,':f Sy _&.i 5 ]
| v . f
' I -

L =F
1

* Show Lhe,

’ .
: bl .
" v
AN 07
i : P
L
I 100 ‘
L ]
!
H
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Capital - .. $1,800 . -
' Allé\vint:e for Depwmation o $1,800 - A kA

e -+ _ TotaiFixed Assets

’]Z‘lw naeL bm:rl{ valae Df the a,sset zmght be shcsWn on the Eahnce
Sheet.| However, it is more desirable to show the original cc;st
of the 15321 less the allowance for deprematmn The Fixed
Asset sectmn of the Balance Sheet should appear as fcxllgws

I’Hﬂ:d Kssets: . . O S oy
Building . ‘ S 3;.1005 000 ]
Allowance fox Depreclatjcm— T
Building = . - L 20,000  $.80,000

Fuarniture and Fl;ctuz'es 8
Allowance for Depr eciatmns

=y

Furniture and Fixtures " 10,000 . 20,000
‘Délivery Equipment 75,0000 -
~ Allowance for Deplét:latz@ns C
Delivery ~
- BEquipment

Depreéid’tiéja E)? engé W111 be shown as a selhng or a general
expense on the *lncome Statement depending on whether

k the E}CPEESE is re l'ltc:([ tg ﬂ'i(} sales effc::rt- Far eqample, depre— _

w}ulae del,f;eglatz_on o:ﬂ ‘thze bmlcimg wnuld be a general EX})EI‘ISE

*

—

- Construct the Fixed Ass;,et section an the Bqlange Sheet using
the following; 1;1£c:1mat1@n' Ma chine $6, 000, Building $10, 000,
EqUL])IIlEFlt $8, 000, Allowance for Depreciatipn- -Mschine $2, O()D
‘Allowance for Depreciation-Building $8 000, and Allcxw;xn(::e for
Depre CE{ﬁIEIﬁ ]quplzlentﬁl 00, . ™~

A9
I

s,



¥k Fixed Asséts: . .7
Machine ‘ _ $637/0D0
Allowance for Dopr eciation—Mzach ine 20000 4, 000

Building . o ;
Allowance for D epreciati on—Building 8,000 2, 000

Ecuipm end o : g,000
ALlovwarzce for- D epreciati on—Eguipment [ 1, 000 7,7000

Tolal F;xe:l Assels

i 58 Z BAD DEBTS.  Ixperierve hasslhown thalsome custormers who

purchase merchandi s o Account willnhot pay.  Be cause the
proarietor wild not kknowvuntiia subsequent period 1ovy nniny
cus fomers willnot pay, he nzust estipmte the loss from Yad
clebts for the period in order fo charge the expense in the proper
perdod. From past experi moes, '*"vuéline sses are able to
estimale probable |osses £ ron bid e s by taking a percenlage
of the total sales or cradit szles. Assuming 2 busine ss has
total sales of S20,,000 zud past experience has slown one per-
centof sales proves to be wmeolJee tib le, $200 is a rational
estimate of the loss fvcm baddebts which willbe charged

dur ing; the period - / '

Assume 2 buszess g lotal safes of $6350, 000 and past®
experience shovs tzat ane -half percenl of sales proves to be
e ollectible, what is the amroynt of Loss for had debts that
must be charged for this prerdod ?

" %

e e e = = e e //e\-azﬁgT.—f e ———



If the Accounts Receivable and the amount estimated to be un-
collectible are tp be shown as separate items on the Balance
Sheet, two additional accounts mustbe maintained in addition
to the Accounts Receivable atcount, The amount estimated to
, He uncollectible will be titled Allowance for Bad Debts. The
_ expense incurred by bad debt losses will be titled Bad Debts
‘ Expense. The journal entry to record the estimated bad de ebt
loss at the end of the period is shown below.

Bad Debts Expense ' $20C
Allowance for Bad Debis $200
To record loss {from bad debts estimated
.- at 1% of total sales

The accounts established by the above entrsy bear the following
baldnees: -

e
wh

Alluw;;nul for Bad 7D(‘:btjs N

Bad Debls Expensce

Record and post the estimated lossifor bad debls of {3, 259.




3

*

+

Bad Debts Expense $3, 250 _
Allowance for Bad Debts $3,250

All()w‘m( e ﬁm BLu;l Di‘bts Bad I)e;Lt% Ixpense

3250 3250

. -
N
S -
it-* = ok o=

When an Accounts Receivable is found to be uncollectible, the
custonier's nccount is closed with.a ¢ IC‘dlt and the Allowance

for Bad Debts is debited by the following entrv:

\

Allowance for Bad Debts - $50
D. Daly $50 _
To close Daly's account which is uncollectible. -

The customer’s account and the Allowance account, when posted,

have the following balances:

D. Daly AlL wance fDl Btd Debts
50 R T\ o 300

It was found that Mr, Chips' account of $450 would not be \
collectible. Record and posl the entry of this triensaction.

hl?()w‘mc‘c for Bad Debts

___Mv, Chips ,
50 | T 1400

o4

i



= T . . i
¥ % Allowance for-Bad De{itg $450 l
. Mr. Chig)s‘ SO $450 .
Allowance for Bad Debls ) Mr. Chips
450 1200 ° 450 ' 450
N ) ' * ¥ ¥
R %
When a2 customer pays ais account afterr it has been writlen off,
his account must be adjusted zo resflect the payment by reversing
the entry made ta wrile off the account. The 8ustomer's ac-
count is shown as pzid up for credit reference. Assume D. Daly
- in the illustration above paid his bilf on the day following the
entry which closed his account to a bad debt expense. The.
following journal entries would bhe nzade.
D. Daly %50
Allowance for Bad Debts $50
To re-establish customer's aceount -
previously charged off as a bad
aebt and now colocted.
Cash $ 50
0. Daly $90 )
To record recerpt of cash from
custommer in pay ment of account.
The Accounts Receivadle account of D. Daly now appears as:
106
[
l | 2 P
O
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Curreg Assets: “ t
Cash - § 5,000
Accounts Recepable - $20,000 ° \
Less AllowaneTor Bl De - 200 19, 800
_ Notes Receivable ﬁ o 600
Merchandise [nventory - ; L 8,000 -
Total Current Assets $33, 100
) ; T B - 2 * =
The Bad Debts Expensé will appear on the Income St_:itemeni
with the other expenses of the period.
After Mr. Chlps account was wriflen off for $450, we received
a4 check from him in the amount of $450 R(‘Cmd thﬂ Umua:tc‘tmz]
for th(‘ receipt of $450. from Mr. cmf*‘ .
5 3 a
1 ' p
oo N I -
: ,\;\»
)
L
( L
"‘éﬁf
P

106
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o ; :r’j - / . T
% ¥ % Mr, Chipsy ‘ $450 <
Allawaﬁj ie for Bad Debts o S450 '
; ij - . . ) : .). i N
~Cash! ¢ I 450 . - o
3 . - Mre. Chigps . “ 450
- l éf ‘ » ! ‘, ] * o
:F ' _ i f‘ :‘) - i ,% i =y : - " ﬁ‘ . = N l
.y / -

SALES AﬁE;PtJRC‘HASES - F{ETURNS‘MD ALL{DWANC‘ES
DLclﬁnmﬁil}sy cuat(:arnez% .return mer L,h'mdlge? The prccedure

t~he l&ccca;nts F{fzcewﬂ) ie (r:' o cash, degeudmg on the. type; of

e o iginal sale) and & degit to the Sales Account. . If Sales is
debited, 'the amount of sales shown_oxn thé Inconte Statement will
be a net figure and the amount of returns will not'be disclosed.
‘Theret@re whén ff(‘_:xoc:l% sold:on ;3,(: count or for cash are returned,
the debit is 1‘*1*1Ce to an 1ccmmt tltle(l Sales Returns and Allow-

P ances. - Thie ciedit is,made, toCash or to Accounts Receivable -
i dc‘pandlhp, on the Dt‘lg‘ltilftl‘"ll’}%ﬂiztlull. An entry for the.returm
A 7 of $300 meérchandis e bv a custemer’ \vho"!purchrzSéd on acnount
7 . 15 as fDllqu- Cos o , , -
’ Ea ’ ) - b - ‘ -
. sales Re turns-’and Alfowancgs - | EQQG e S
. - ™ Accounts Receiyable ; 5‘@00
- = e To record merchaydise retar ned . T, ’i’h
E)y purchaser. SR L ’ Iy
: @ “ ‘

In other insti@nces; an ailmwaﬂge in prue of ﬁle merchandl%e is
madt When a customer has pur cha%qﬁd 111&1611;’11‘1(11563 and, fmcb-
o .. ing ilnot suitable tohis néed;ﬁ, wishes to retwrn it, the seller
{@ © - allows the cwstomer a #eduction in price: if the nmn;h'mchbe 18
o not retugned. This &Aﬂ,nﬁacimn is recorded as a debit t() the
- . Sales Refurns and Allowances accouhtsnd a Lrﬂdrt to A(‘(@Lm
Renewwble or to Cash depending cn the nrlgjlml tirfansaction,
The &;111:;5 Returns ::md Allowances account will bear a debit
f; 7 baldnte and be shown 08 o deduction ifom Gross, Sales on thc,
' . Income Statemgnt as fo llows: :

f 73 L

L

Co : Gross snles : - $10,000 - | \
Less: Sales Relurns-and Allowances .~ - 400
, Net Sales- - . . T 49,600

£ . o .
Record the entry for the return of $i500 of merchandise by a
customer who pm chased the ;,te:—"m for gash., We wroté him a
chalk for the muuunt- loﬂg

i !




zggéq_;;}\ . f:*‘/ : . ( ’ - \ ‘

1

N | | |
ﬁ;;;if\gq-léé Return and Allowances * $1,500 o -

& : Cash 31, 500
#* k%7

Goods purchased from others'are sometimes returned to the
seller as unsatisfactory. When this occurs, the purchaser is
either given credit on his account with the séllgr or the cash
price of the merchandise .is refurned. When a business returns
merchandise to the seller, the business records the Yransaction
by debiting either the Accounts Payable account (if the original . )
purchase was,on account) or the Cash account and crediting the
Purchases Returns and Allowances account. An entry to record
the: eturn of $100 in merchandise which was purchased on
acc®ynt is as follows:

Accounts Payable $109 : (&\

Purchases Réturns and Allowances - $100 y
To record merchandise returned to seller

An allowance in price may be exiended and the merchandise

retained instead of returning it. In this case, the entry would

gemain the same as that shown above because ihe reduction in

price decreases the ljability to the seller (recorded by a debit

to Accounts Payable)’and decreases the cost of purchases

(recorded by a credit to Purchases Returns and Allowances

ac count which will be deducted from the Parchases on the )

Income Statement).

i

Purchjses Returns and Allowances accounl will bear a credit
balante and be shown as a deduction from Gross Purchases on
the Ingome Statement as follows: .
Gross Purchases ‘ ' $6, 000

" Less Eurchaseilieturns and Allowances 100

Net Purchased * ' o $5, 900

Bear in mind that use,of the Purchases Returns and Allowances
zccount is restricted to purchades of merchandise intended for
resale.  When goods other, than merchandise for resale are
reterned or an allowance in price is received, the adjustment
is to the account originally debited. TFor example, if store -
equipment were returned to the vendor, the asset account,

108 o
10 : :
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Store Equipment, . wauld;%ie credited and Accounts Payable or
Cash, dependmg on the‘original tfansactmh Wauld be deblted

" Assume that a busmcssaeturneé $2 200 of merchandise that
¥ it purchased on account, what would'the general ledger entry
_ be ? _ -

il

il
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* oA Accounts Payable - $2,200 .
Purchases Returns and Al_lowanc:es - $2,200 —.

* ok %

QASHiANDVACQRﬁAL BASIS. -

.a. To furnish accurate statements at the end of a perigd: it is
necessary to allocate revenue to the period in which earned

‘ and expense to the period in which incurred even thaugh the

N revenue 1s not collected and the expense 1s not paid.

(1) On the cash basis, revenueé is allocated to the perw}'n :
which it is physmally collected regardless of when it
was earned. Expense is allocated to the period in which
it is phyalcally paid regardless of when the expense was
incurred. Assume a motel owner-had revenue of $10,000
. for the period while paying out $8,000 in expenses. On *
. the cash basis, he would compute his net income for the
- period while.paying out $8,000 in expenses. On the
cash basis, he would compute his net income for the
period by deducting his expenditures of cash in pa‘?}rﬂént
of debts from total cash rental revenue. The computa-
tion would appear as f()lluwﬁ,! ‘

»h

L S,

Rental Revenue $10, 000
Expenses 8, DDO
Net Income E ] )

y (2) On the acerual basis, revenue is allocated to the period
ek . in which earned regardless of when it is to be physically
collected. Expense is allocaled to the period in which
incurred regardless of when it is to be paid. Agsume

the motel owner in the example above had received
advance rental of $100 and owed an $80 electric bill
covering the last two weeks in the current period. On
‘the cash basis, the owner included the advance rental
as revenue for the period and excluded the electric bill
from expenses of the period. On the accrual basis, the
owner excludes the advance rental from revenue for the
period becguse he has not éarned it during that permd

. and includés the electric expense because it was in-
curred in the current period. His computation of net
income on the accrual basis shows more accurate

. information. 110 '
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Rentgl Revenue ~ $10,000

Legs: Rent collected in advance 100 :
Rentgl Revenue . ' 89,900
. E){‘pepSéS ' $ 8,000
Adq: FElectric bill incurred this
period but not paid 80
Total Expenses e - $8, 080

Nat Incéme : \ $1 820

b. The S-Ccms.l basis of record keeping will provide more
accurate and current,information thanthe cash basis. The
accrual baSlS is preiera{ile in most businesses and is the

. pagis Llncjer c#nsideration in thlS text.

—
i

o Explain the dlffere‘ﬁce between the cash and accrual methcﬂ

) Di‘?ymlng A : » .

L&
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On the cash basis revenue is allocated to the period in which
it is physically collected regardless of when it was earned.
On the accrual bas;s revenue is allocated to the period in

‘which earned reg dless of when it is to be physically

collected, .
‘ ) * % %

ACCEUED "AND DEFERRED ITEMS. Prior to adjusting and -
closing the* )/ oks_at the end of a period, accrued and deferred

expenses ani}é venue must be considered for fhelusion or ex-

¢clusion in thé cqﬂputqtmn of mmme for the per lDd [tems to

bhe ¢ ﬂblderéd are:

a. Ac Lrued Expenses are exper*se% incurred in the current

~'period but not pald at the time statements are prepared.
These expenses will be shown as liabilities on the Balance

%hae‘ and as an expense on the Income Statement. ‘

b. Deferred Expenses are expenses p:ud n 1dvan§e usually
referred to as "Deferred Charge'* or "Prepaid EXPEHSE.
These expenses are asgets until uaed ‘Store and office

~supplies are good examples of sughspmpaid expenses.

¢. Accer uuixl{cvcmw is revenue tarned in the current period
but not mregt ed. This item is an asset on the Balance
Sheet and an 1acome on the [Income Statement.

Y

d.  Deferred Revenue is revenué which has been received but
not eunc‘d in the:girrrent perjod. A liability exists for
¢l in consideration of the revenue

the services to be. uznclc:
received. This item is 4 liability (unearned revenue)
until earned and. nppé rs on the Balance Sheet.,

and YAccrued Revenue."

Define. S;hszf terms "Accrued Expenses’




but not collected.

Accrued Expenses are expenses incurred in the current
period but not paid at the time statements are prepared.

Accrued Revenue is revenue earned in the current period

* x ¥

Chapter 3 discussed adjusting and closing entries for
deferred expenses such as store and office supplies gnd
prepaid insurance and rent.

b |

A
Thei‘sé items were entered in Asset accounts until the end of
the period when the portion consumed was transferred {rom
the Asset account to an expense account. The remaining
balance,in the Asset accottmt represented the balance to be
shown for that item on the Balance Sheet. The balance of the
expense account was transferred to the Income Summary
account by a closing entry. .

Define the terms "Deferred Expensés' and '""Deferred
Revenue. "

d;g’



¥ ook Deferred Exp&nses are expenses paid in advance.

Deferred Ravenue is revenue which has beeﬂ' é‘?.:e;ved
but not earned in the current period.

N

Deferred revenue is, in reality, revenue received in advance
for services to be rendered in the future. The business in-
volved has am obligation to provide such services and, because
of this obligation, Considers the revenue received as a liability.
The earned revenue received is credited to a liability account’
and Cash 15 debited at the end of the period, because a portion
of the services have bean rendered, a portion of thé unearned
revenue is removed [rem the liability account and placed in a
revenue account by an adjusting entry. 'The revenue agcount

' is then closed to Income Summary. These entries have the
effect of reducing the liabilities and increasing the proprietor-
ship. Assume that a rcal estate business receives $600 in
advance rental revenue covering the succeeding 6-month permd
The entries and accounts recording the transaction appear as
follows:

Cash ' ~ $600
Uncarned Rﬂnhﬂ Revanue £600
To record receipt of $600 advance rental for 6 months.

Cuash _ Unfm m:d Ri‘ﬂi'il Rcvenu;
600 ' - 7 ) 600 ¢
T
Unearned Hental Revenue $100
Rental Revenue $100

To record 1/6 of advance rental as earned revenue.

_ Rent H@VQT}UQ: o Unvnrned Rental I{Lvenug
100 100 I T

ERIC
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?én_t Revenue ' $ZDO S
“ Income Summary | - $100
TD c:jluse Fiem, E{evemme earned o Income Summary accaunt

i i =
%

| : |
Rent Revenug ___Income Summary B
- / - L00 ' » 100

K
revenue «;;;Er d illl‘l ng 412 nto:nt.h is mcluded in "Dther Inc@me”
‘ on the Enf‘*uuje Slatement % where it becomes an element of the

net income foz ﬂm permci in which it was earned.

i

" As %umc; a magasine 1)qblLaExe*(1 received $1, aﬁé ,:33:‘ ,5ub5u‘1puon

N +in advance for thxeesyears. On ly 1/3 of this amount applies to
_ + this period. Recoxd and post these transaction to affect the
% . - wseceipt of cash and the portion of revenue for this period.
: Cash Unearned Subscription Revenue
__Subseriplion I’{emgn\ e T~_lIncome Summary
-

‘ ‘.gi"’i-a,s
. ’ B
7 “: S Ay A
Al
, . 15
Iy _
4
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* *% Cash B 1200 .

' : Unearned Subscription Revenue 1200

Unearned Subscription Re¢enue 400 . |
Subscription Revenue _ ‘ 400

Subs%c;‘iptian Reve‘nﬁé e _ 400 SR

Income Summary ' - ’ -400

i

. - cash _ Unearned Subscription Revenue
1300 " 00 — 1200

P . : R -
: ¢ ' : . ) v
¥ ' k\‘/
. - = . ) N .

__Subscription Rég&nue o Income wSummg.ry'

7400, 700 700

'1




Some expenses such as salaries, accrue or are incurred day
by day, and payment is made on a'weekly, biweekly, or some
other regular basis. ‘If the last day of a pay period do&s not
coincide with the last day of the period to be reported, there
'is an expense and.a liability that must be recorded in the
accounts by an adjusting entry. A closing entry transfers the
‘expense ac¢count balance to the Income Summary
~account. When statements are prepared, the credit balance
in the liability dccount is shown on the Balance Sheet and the
expense appears on the Income Statement. After the state-
ments have been prepared, the liability is transferred back to
the expense account by what is known as a reversing entry.
The reversing entry is the exact opposite of the adjusting entry
. Assuming salaries are paid on'each Thursday in a particular
business and the books are to be closed on the next day which
is the last day of the period, salaries for Thursday and Friday
will be expenses of the current period which have acerued but
will not be paid until the first payday of the ensuing period..
Salaries Expense account shows salaries through Wednesday
of $3,600. The problem is to record the accrued salaries
expense of $1, 200 for Thursday and Friday so the expense
may be included in the computation of income and logses for
the current period. The entries and accounts -affected appear

below: -«

" Salaries Expense $1,200

Salaries Payable. LT $1, 200 - .
To adjust for accrued salariés expense R
incurred for the last two days of the period.

Salaries Expense Salame@ Payable

300 » . 1300
1200 - | . | -

417 .
124



Income Summary $4,800 - :
~ Salaries Expense . $4,800
To close salaries expense to Profit

and Loss Summary. ‘ oo

*

Salaries Expense Income Summary: Salaries Payable
3600 — 4800 4800 - | S ( T 1200
1200 o | -

N H

Salaries Payable -~ '$1;200
Salaries Expense $1,200
To reverse the adjusting entry. :

‘Salaries Expense  _ Income Suz;lxn'a;‘y" ~ Salaries Payable :
3600 14800 4800 1200 [ 1200
1200 i o — ——
00| 4800

= =200

When $3, 600 in salaries is paid on the first payday of the new
period, $1,200 will'be applicable to the last two glays of the
prior period and $2, 400 will be salaries expenselfor four days
in the new period. No adjustment is required in making this
eritry because the reversing entry will force a correct balance
in Salaries Expense for the new period. The credit-of $1, 200
in the Salaries Expense account (posted from the reyersing
entry) will offset the total salaries paid in the first week of
the new period leaving the correct debit balanc¢e in the expense

 account. To illustrate, on the following month's first payday,

salaries of $3, 600 are paid and the following entry is made:

[y

Bo

i
[
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_Salaries Expense .83, B;OO

/"N cash " '$3,600
~(Cont) ~  Paid Week's Payroll. : :
S ' Salaties’ Expense Cash
- 3600 . - 4800 - - 3600
LZGO_ 1 .
e ——————————— , e ——— ( ) ’\\‘;3 .
3600 P E 1200 ‘ o
Note that the debil: balanée in S laries Expcnse account 15 |
$2, 400, the. 1ctua1 %alarles expense applicable to the new
period. o
k The accrued salarles for a permd is $2 000 and the amount
recorded to date in the Salaries Expense account is $6, 000.
" Record and post the entries to enter the adjustment, the »
salary payment of $6, 000, .and_the reversa} for the next period
Sahnes Expense Salaries Payable ~ Income Summary
6,000 o
Cash
119




¥ %% galaries Expense o $2000 -
a ‘Salariés Payable S $2, 000
Income Summary . e 8, 000 -
Salaries Expense.. = =~ 8, 000
Salaries Payable . ’ ] 2,000 :
Salaries Expense : _ 2,000

? Salarigs Expense - 6,000
., Cash® o - .6, 000
!‘Y‘.\_ “v' . \ f " e . ..

Salaries Expense . Salaries Payable
- 6000 T

T, % 2000 ] . 2000
2000 | soo0 - o _ - | . __

S 6000 2000

=

“/Income Summary 7 .7 _Cash. .

§000 | - 6000 .

Recording accrued revenue also requires a reversing entry.
‘Revenue zccrued during the period béing reported must appear
on the Income Statement and the Balance Sheet, The 'entry to
accomplish this debits a receivable for the revenue due and -
e credits a revenue account for the revenue accrued. The re-
=" celvable will appear on the Balance Sheet and the revenue -
account will be transferred by a closing entry to the Income
‘Summary account where it will enter into computation of in-
come and losses for the period. After statements have been .
. prepared, a reversing entry transfers the receivable back to
the revenue account where, as a debit, it will offset revenue .

120



accrued in later péﬁods Assuine a $1 DQD, Qo—day nnte

bearmg interest at 6% is received on 1 December in payment
= of an account receivable. Notes Receivable is tjeblted ‘and

‘Accounts Receivable is credited by the following, entry ancl '

o ) Ipcsted to f.he acccunts as follows: .

Notes Recelvable . $1 000
Accounts Receivable \ - $1,000

. To' record receipt of 90-day note

bearmg interest at 6%.

| ',Notes Réc;:eivablé , Accounts Réceivable x
1000 L o *EGO 1000

On 31 December, 1/3 of the mterést Dn the note has accrued.

Computatmn of interest: :
$1, DQD}E 06 $60x 90 = $15. 1/3 c;f $15§$5
: 3 50
The adjusting entry to reccrd aecrued mterest revenue of $5 °

as follows: ;
< . - L

* Accrued Intergst-Receivable ' $5

Interest Revenue Earned - - - $5
To adjust for interest accrued for
30 days at 6% on a $1, 000 90- day note.

Ac:crued Interést Reme;vable " Interest Revenue Earned

L 121 K | L



(Cont)

o~

Summary account

The interést ingewe for the period is closed to the Income

Interest Revenue Earned . $5.

Inconie Summary S . $5 .
To close revenue to Incgme ' L
Sumrnary )
Income Summary ' Interest RE\renue Earned

— 5

After statements are prepared, a reversing entry balances out -

_ the receivable by transferring the amount back to the debit

gide of the income -account:
Interest Revenue Earned . $5
Accrued Interest Receivable =~ -~ $5

“To reverse the adjusting entry.

Ac:c:rued Interest Receivable : Intergst Revenue Earnggl
51 %5 E___ 1 5
————— e e

The InteredPRevenue account now bears a debit balance on the
first day of the new period. On 31 January, when accrued
interest is gain entered, total interest accrued to that date

will be recorded and the offsetting debit in the Interest Revenue
account creates a credit balance equal to the amount earned

in the new period. To iliustrate, $10 of the interest has
accrued -on 31 January (2/3 of $15 = $10). The adjusting entry
to record this accrued interest is as follows:

Accrued Interest Receivable - - $10
Interest Revenue Earned $10

To adjust for interest accrued for

60 days at 6% on a $1, 000 90-day note

122
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' Aék::ued'],;nge;‘efs’t Receivable - | ___Interest Revenue ,Eargﬁed

0 5 . | .10

‘On 1 July 197, a 6%, 180~day note was received for $3, 000
of merchandise sold. What will the ad]ustmg, closmg and
reversmg Entry be for1 August 197* ?

P 130 4
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* Kk ko %{:!crued Interest Receivable . $15

Mnterest Income Earned o $15
3 Interes't Revenue Earned = 15
Income Summary , v 15
" Interest Revenue Earned N 15 v
S Accrued Interest Receivable ™% 15 |
' . - o * ok Ok

Interest income is additional or "'Other" incom¢ not denved,
from the selling operations of the business. As such, this
income is shown on the Income Statement ih a sepatate section -

- titled ""Other Income' which follows the expenses section.. The
total amount of "Other Income' is added to the in¢ome from
sellmg operations to comprise the net profit. For example, a
skeleton Income Statement showing the position of the "Clther
Income' section Would appear as fﬂllows

»Income from Sales: , , : L
Gross Sales - . S $2, 525

Less Sales Returns & Allowances . 56
Net Sales - _ o $2,469
Cost ofGoods Sold: '
- Merchandise Inventory, 1 January $3 000
Purchases : $1 726 ’
- Less Purchases. Returns and
_ Allowances 45 1,681
Merchandise Available fm Sale - $4,681
" Merchandise Inventory, 31 Ja,nuary ' 3,287
Cost of Goods Sc:ld - 1,394
, Gross Pr@fit on Sales : . o $1,075
Eiﬁpenges‘ : Lo
Selling Expenses ] ' $ 100.
General Expenses ! - 220
Total Expenses ‘ o 820
Net Income from Operations , $ 755"
Add Other Income | o : 150
Net I,ricgme 124 $ﬁj 905

131




P

Why is mterest mcome placecl on the "Income StatemEn

as "Cither Income'' ?. ) .
= ;i




N . Interest income is additional income not derived from the
‘ ~ operation of the business. . o '

- : : E
Fl E-N .

.

i?' - %=,

’ ' /

)g ) !

126

{

133

O

ERIC

Aruitoxt provided by Eic:



CHAPTER 5

' SPECIAL JOURNALS

-

GENERAL. Many transactions in a blsiness are of a constantly
recurring nature. For this reason, it is possible to establish
special journals for those which experience the most activity.
For example, a Cash Journal may be established to receive all
transactions which affect the Cash account and a Purchases or
Sales Journal may be established to fecerve all transactions
"which affect the Purchases or Sales accounts.

Utilization of specidl journals eliminates duplication of effort -
and permits more than one person to work on the records at the
same time. While one person is posting to the ledger from the
- . General Journal, a second person can be recording trarsactions
v in the special journals.

Nr:zi1:‘1113114;3 the mogt frequently used accounts are Cash, Sales,
‘and Purchases. Special journals used to summarize transac—
tions affecting. thes;cmunts include a Cash Recmpts Journal,
Cash Payments Journal, and Purchases Journal. These journals
‘will be discussed and illustrated in the féllowing paragraphs.

State two plirpéééé;fﬂf the use of special journals.
1. - ) ) N ) )
2. ) . B .
134
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1. _Eliminates duplication of effort.

2, "Perrmts mcre than_one pe;-scm to- wark cm the records
: '1t the ‘same tlme , o wll ; ”

CéS}IiRECEIPTS IQURNAL A specnl ]Qurnal in Whl(:h all
.cash receipts are recorded is referred to as a Cash Regapts
Journal. All transactions requiring a debit to the Cash

: accaunt are entered in thlS special journal.

‘Define a Cash Receipts Journal.

P
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A special journal in which all cash recmpts are recc‘)rded

is referred to'as a Cash Rece;lpts J’c)urnal S ’
._ PR

* Colunihs are prowded in each speclal journal to receive

“the amount is placed in the'sales credit.
-cash debit column. At the end. of The pe period, both columr@ :
~ are totaled and posted to the respective accounts, If a .«

. column is a sales credit column. When ?cash sale is mad@

| TRUE;‘?"IZF ALSE: If a busigess paid $6, 000 for a building;.

réﬂurrmg entries. “The first column in the Cash Receipts
Journal is the ¢ash debit column.. All receipts of Cash are
placed in this column At the end of the period, the cc;lumn
total is posted as a debit to the Cash account., The second

olumn and in th

General Journal had been utilized to record such transac- ¥
tions durmg the period, numerous journal entries and pcsts

~ -ings would have been required. The special journal simpli-

fies the recording of the original entry and reduces the .
necessary posting at the end of the period. The third ‘column
is the accounts receivable credit column. Accounts receiv- ..

- able and the custc:mer s accouhts are reduced and cash is v

increased when cash is paid on account. . The amount-is.

: ’entered in the cash debit and the accounts receﬁvable credlii

columns. The totals of these columns are posted to the
respective accounts at the end of the permd «In addition to

" the cash, accounts receivable, and sales coMymns, the Cash
‘Rece;pts Journal must have a generql credit olumn in which

to record the credits of those transactions which occur too

".111frequent1y to warrant a special credit column.

\\\\\ ) . g

&

would this appear on’ the;r Cash Rece1pts
Iournal? s

136 L
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FALSE -- Only debit entries to cash in the Cash Reéeiﬁts
Journal. ' -
' * ¥ K

Larger businesses maintain a considerable number of
accounts for customers. It is desirable, however, to show
on the Balance Sheet the total amount due from customers
rather than a complete listing of accounts receivable. At
the same time, the customer's account must be kept current
if a record of what the customer owes is to be available when
needed. Therefore, an Accounts Receivable account in
addition to the individual accounts is maintained for each
customer. The Accounts Receivable account is termed the
"eontrol account” and appears in the General Ledger with
other accounts while the individual customer's accounts are
termed ''Subsidiary Ledger'" and make up an exira ledger
maintained for information purposes. The total of all
individual amounts due from customers (the Subsidiary
Ledger) should be equal to the amount appearing in the
Accounts Receivable control account. For example, Black
had 10 customers each owing $5. The control account,
Accounts Receivable, will appear in the General Ledger with
a debit balance of $50. The Subsidiary Ledger will contain
10 accounts, one for each customer, and each account will
have a debit balance of $5. Whenever Black receives a cash
payment, he will record the amount received in the cash
debit and accounts receivable credit columns of the Cash
Receipts Journal. As each amount is entered in these
columns, the customer's name is written in an explanation
column on the left side of the journal and the amount in the
accounts receivable credit column is credited to the indi-
vidual customer's account in the Subsidiary Ledger. At the
end of the period, when column totals of the Cash Receipts
Journal are posted, Accounts Receivable control account in
the General Ledger will receive a credit from the accounts
receivable credit column in the journal. This credit will be
equal to all the credits posted individually during the month
in the Accounts Receivable Subsidiary Ledgers.

137
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- ~belqw, from their cus

any has the following balances, listed
tomers in the Subsidiary Ledger, what
able Control Account total be?

If the G. Gagﬁ""Comp
will H‘}E’Acmunt Receiv

Subsidiary Ledger Account
Mr. X Mr. W
140 T 100 100 )

Account Receivable
= .

1

138
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¥ % %

~_Account Reqeivablg 7

380

!

A Cash Receipts Journal with the special columns just
described, in brevious frames, appears. below: '

T . s

Cash Receipts J ournal

3. Black, Capital

Al

srkin

The balance of éash in the ledger account on the first day of
the period is entered in the account credited column, . Note
that the amount is not entered in the cash debit money column.
To do so would result in a duplicate posting because the $100
is already in the ledger account - Cagh, The L. P, column
bears a check mark signifying that the transaction is com.-
plete and no further recording of that information is necessary,
This is a memorandum entry which-facilitateg the daily
balancing of the Cash account,

130
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The entry of 6 November records cash sales of $300. Sales
is credited and cash is debited. The L.P. column is checked
because no further recording is necessaty for this transac-
tion. The amounts in the money columns will be included in

“the column totals which will be posted at the end of the period

to the Sales and Cash account respectively.

The entry of 7T November records the receipts of $50 in cash

paid by T. Grey on his account. After the entry is'made in

the Cash Receipts Journal, the bookkeeper turns to the
Accounts Receivable Submdlary Ledger, locates T. Grey s
individual account and credits it for the amount received. A\
check mark is placed in the folio column of the Cash Receipts
Journal to signify that no further recording of the information
on that line is necessary. At the end of the period, the
amount received from T. Grey will be included in the column
total of the accounts receivable credit column which will be
posted as a total credit to the Acccunts Receivable cantral
account in the General Ledger

. ! $
The entry of 9 Novemb'er is similar to that of the Tth.

The entry of 10 November records the additional investment
of $1, 000 made by B. Black. The receipt of cash is repre-
sented by the amount in the cash debit column. The increase
in the Capital account is recorded as a credit in the general”
credit column which receives credits for which no special
column exists. The bookkeeper will locate the B. Black,
Capital account in the/ledger and post a credit of $1, 000,
entermg the 'u:cc)unt number (1 D) in the foho colun‘m Df the

of the ll]fOI‘In“LthI] on that hne is necessaly

The entry of 15 November is similar to that of the 7th and
9th. The individual customer's account in the Subsidiary 2
Ledger receives a credit and a check mark is placed in the
folio column of the journal to signify the information on that
line is fully recorded.

The entry of 30 November is similar to that of the 6th.
140

133



After all columns of the Cash Receipts Journal are totaled
A at the end of the period, the totals are posted to the appro-
(Cont) - priate accounts in the General Ledger. Double lines are
drawn beneath the column totals across all columns except
the "account credited” column as shown in the illustration.
The column totals are posted to the respective accounts as
indicated by the column heading and the number of the account
to which the total is posted is entered in parentheses directly
below the column total as shown. '

A check mark appears below the total of the general credit

column to signify that no posting is required. The amounts
in this column were individually posted to the ac:count which
appears in the account crechted column.

The total cash sales for the period as evidenced by the sales
credit column total are credited to the Sales account which
is account-number 12 in the ledger. “The account number is
shown below the column total in parentheses to indicate the
total has been posted.

The total decrease in the Accounts Receivable control
account as evidenced by the accounts receivable credit
column total is credited to the control account. Accounts
Receivable, which is account number 5 in the General
Ledger. The individual amounts in the column were credited
to the individual customer's accounts in the Subsidiary
Ledger at the time the cash was received. The decrease in
the Subsidiary Ledger agrees with the decrease in the con-
trol account in the General Ledger. The account number of
the Accounts Receivable control account is entered below
the column total to show that the account has been posted.

The total increase in cash in the cash debit column is debited
to the Cash account and the account number 1 is shown in

- parentheses below the column total.
The equality of debits and credits in the Cash Receipts
Journal may be determined py adding all the credit column
totals and comparing the sum with the debit total in the cash
column. r
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Rainbow Sales, a wholesale and retail paint store, completed
the following transactions: °

Oct 8”7 Borrowed $3000 frc;m Guaranty Bank by guflng
a note payable

10 Paid one month's rent on the store building,
' $1,150.

12 Received a $637 check from Gary Bill in pay -
ment of the October 3d sale. '

15 Cash sales for the first half of the month,
$2,110.

22 Sold $15 of unneeded store equipment for cash.

31 Cash- sales for the last half of the month; $1, 950.

REQUIRED:

1. Using a sheet of paper, prepare a Cash Receipts
" Journal illustration in frame 75, page 132.

2. Enter the trai sactmn in the journal.
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Cash Rec:eiﬁts Journal

| | [General [ Sales, Acct.Rec' | Cash
L9TH Acct Credited __|LP | Credit | Credit _| Credit _* . _Debit
loct | 8 1Guaranty Bank 3000. 00 '3000. 00
12| Gary Bill 1 TN [ e300 | 637.00
15 | Jeamoeo| [ z110.00
22| Store Equipment. - 15.00( .., | 1500
31 | | iese.oo| | 1950.00
| " 3015.00| 4060.00 | 637.00 | 7712.00
l(jauld also be Note Payable

* % ok

— - - ———— e —

CASH PAYMENT S'JOURNAL. A special journal in which all
cash payments are recorded is referred to as a Cash Pay -
ments Journal. All transactions requiring a credit to the
Cash account are entered in this special journal.

What is the difference between a Cash Receipts Journal and
a Cash Payments Journal ?
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* kX Cash Receipts Journal records only debits to cash, while
a Cash Payments Journal records only credits to cash.
: * % ¥

As with the Cash Payments Journal, the first column to be

— ) considered is the cash column, Each amount paid is placed

d in this column. ‘At the end of the period, the column total is
credited to the Cash account, Most cash paid out goes to
creditors. A column titled accounts payable debit is added
to the special journal. The Accounts Payable account in the
ledger will be debited at the end of the period. There is an

~Aecounts Payable control account in the Geueral Ledger and
an Accounts Payable Subsidiary Ledger whigh contains all the
individual accounts. This system permits showing the
numerous amounts due various creditors as one total,
Accounts Payable, on the Balance Sheet while maintaining
records for eack’individual creditor. In addition to the cash
and accounts payable columns, the Cash Payments Journal
has a general debit column in which to record the debits of
those cash transactions which occur too infrequently to
warrant a special debit cglumn,

TRUE or FALSE: The.total of the Accounts Payable éontrol
- will equal the subsidiary ledger accounts
total of Accounts Payable.
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A Cash Payments Journal with the columns described, in
the previous frames, is illustrated below.

Cash Payments Journal

fjgtg 194- Aécriiurit f?ebite% ”v,ffggﬁ‘gt*al Pg;t‘%Dr
John Roe |/ Bbeol LUl | Bbedl

] IMM ]m o “ )

,_‘
W
oy [0S [Ty |

I SN S W Sy AR S S S S S A - N | M

The entry of 1 November records the payment of $50 in cas
to John Roe to apply on his account. The bookkeeper locate
Roe's account in the Accounts Payable Subsidiary Ledger and
enters a $50 debit. A check mark is then placed in the foli
column of the Cash Payments Journal to signify that no
further recording of the information on that line is necessayy.
At the end of the period, the amount paid to Roe will be in~
cluded in the column total of the accounts payable debit’
column which will be posted as a debit to the Accounts Pay -
able control account in the General Ledger.

‘The entry of 3 November records the cash purchase of

" ‘merchandise for resale. Because no special column exists

for the debit to Purchases, the amount appears in the general

" debit column. The bookkeeper will post the amount individ- - ¢
ually to the Purchases account number 14, entering the page. .-~
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number of the Cash Payments journal in the accounts folio
column and placing the account number in the folio column
of the Cash Payments Journal to indicate where the am@unt
was posted.

The entry of 4 November records the payment of rent. The
Rent Expense account in the ledger is debited and the account
number is entered in the folio column of the Cash Payments
Journal. The page number of the Cash Payments Journal
will be entered in the folio column of the Rent Expense
account.

The entry of 5 November is similar to that of 1 November.
The Acme Wholesale account in the Subsidiary Ledger is
debited. The abbreviation and page number of the Cash Pay-
ments Journal (CP1) will be placed in the accounts folio
column to indicate the source of the posting. At the end of
the period, the accounts’ payable column total will be debited
to the Accounts Payable control account in the General
Ledger. This total will include the $25 paid to Acme
Wholesale.

ThHe entries of 15 and 30 November are similar to those of
the 4th and 3rd.

After all columns of the Cash Payments Journal are totaled
at the end of the period, the totals are posted to the appro-
priate acc;cunts in the General Ledger. . Double lines are
drawn beneath the column totals across all columns except
the account debited column as shown in the illustration.
Column totals are posted to the respectivesaceounts as indi -~
cated by the column heading and the numbier of the account
posted is entered in parentheses directly below the column
total as shown.

A check mark appears below the general debit column total
to indicate that no further posting of this amount is required.
The amounts in this column were individually’'posted to the
account whose title appears in the accounf debited column
and whose account number appears in the Jgollo column Df the
journal. ; (
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The accounts payable debit column total is debited to the
o\ Accounts Payable control account in the General Ledger.
(Cont) It will be remembered that, during the permd each payment
caused an individual debit to be placed in the customer's '
account in the Subsidiary Ledger. Now that the accounts
payable coluinn total is debited to the control account, the
control and subsidiary accounts reflect the same 1n;fc>rma,t1cm,
. one in total and one in individual amounts by customer's

/ '~ name. The account number of -Accounts Payable is placed

in parentheses below the column total to show that the posting

has been completed.

.The total decrease in cash as evidenced by the total in the
cash credit column is credited to the Cash account and the
account number 1 is shown in parentheses below the column
total.

The equality of debits and credits in the Cash Payments

Journal may be determined by adding all the debit columns
: gand comparing the total with the credit total in the cash
”‘f{sl,umn :

The C‘ash, Receipts Journal and the Cash Payments Journal
sometimes are combined to form what is sometimes referred
to as the Cash Book. The Cash Receipts Journal is normally
maintained on one page and the Cash Payments Journal is
maintained on a separate page. These pages are placed in

a looseleaf binder together so that the pages face each other
and show the cash transactions of a period at a glance,

4

Rainbow Sales, a wholesale and J.etall pamt store, completed
the following transactions:

Oct 10 Paid ﬁﬁe month's rent, $1150.

12 Sent Phoenix Manufacturing Co. a check for
$1200 for merchandise purchased.

15 - Bought land for $6000 cash. )

29 Sold merchandise on credit to Western Supply
chmpa.ny! $1300.

31 Paid monthly salaries, $1000.
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REQUIRED:

1.

2.

Using a sheet of paper, prepare a Cash Payments
Journal -- illustration in frame 78, page 138.

'Eziter_, the transactions in the Journal.

I
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i
Cash Payments Journal

- Cash
Debit

. - General |Accts Pay
Date 197*’77 AcctrDebit{zdw 7 LP ]i}ebit Debit

Oct |10 [ Rent Expense 1150. 00 ~|1150. 00

11200. 00

?  |6000.00

31 | Salaries Expense | | 1000.00 \ | 1000.00

_1 5 Land 6000.00

8150.00| 1200.00

9350, 00

FEom s 4 AHER AT 4. SR e T ARG R

SALES JOURNAL. Ina mercantile business, sales are
recurring transactions which are easily adaptable to a special
journal. (Cash sales, it has been learned, are recorded in -
the Cash Receipts Journal.) Sales on account are recorded

in a special journal which may have one of several titles -
Sales Journal, Sales Register, Sales Book, or Sales Record.
The title Sales Journal is used in this text.

In recording sales.on account, itis écfie—"sirable to record all
the necessary information pertaining to a charge sale when
entering the sale in the Sales Journal. Information that
might be shown in a Sales Journal includes but is not limited
to the date of the sale, the sale number, the name of the
customer whose account is to be debited, the address of the
customer, the posting reference for individual accounts,

and the amount of the sale. A Sales Journal which shows
this information appears on the next page. ‘

(cont)
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Sales Journal SN
’ LA ~ Page 1

i ~ _
=N Acount Debited | Address LP || | Amiount
X Noy ) | JohnDoe |10 S Pme St. < 7[‘
- ' 3]z |E. Clfwton,  ]112 Main St all ‘| 14loe
1.6 |3 M. (‘:‘,raff ) 320 S. Braad ‘%t . v B oo
% 110 [4_ [ Ace Laundry Co. [400 Frontst, . [/ Jslopo||
{1515 -]J. Brown 1215 Main: St. Ja /oo
30 |6 | W, Kunkle 13 W, Dak%t AL L izsia
30 i A@thﬁécg Debit - Sales Credit ‘f" , ksl 7 A
e i B T *”7 SIHGED

The entry of 1 November records thegale on accaunt of $15
worth of merchandise to John Doe. ' The bookkeeper, after
rec::mrdmg the information in the Sales Journal, locates the
customer's account in the Accounts Receivable Subsidiary
‘Ledger and debits the accourt for $15 and enters Sl in the
folio column.” A check mark is placed in the folio column "+ 4
of the Sales Journal to indicate that the amount has been A,
debited to the customer's account in the Subsidiary Ledger. "
At the end of the period, the total amount in the jodirnal will
be debited to the Accounts Receivable c:ontrcxl account in the .
General Ledger and credited to the Sales account in the: 7

. General Ledger. The $15 purchase made by Doe. a,ncl -debited &

; - "to his account in"the Subsidiary Ledger is mc:luded in the
journal total debited to the Accounts Receivable confrol’
account at the end of the period. The subsidiary total w1ll
be in agreement with the control account at the-end of the.
period. The subsidiary total will be in agreement with the _
contiol account at the end of the period. The control accaunt
balance wul be shown on the Balance Sheet. o '

i = %

t
o

The remammg Entrles are Sll’nllal to the flr‘“%t ~Each
customer's account in the Subsidiary Ledger is debited for
the amount of the sale and a check mark is placed in the -
folio column of the Sales qurn'il to indicate no fu.rther :
- recording of that information is necessary.




"~ (Cont)

At the end of the period, the column tgtal is posted as a
debit to Acc;ounts Receivable control account and a credit to>
Sales. The charge sales of the entire period are thereby ..
recorded with one entry. ' To indicate that the posting has.
been accomplished, the account numbers of the Accounts
Receivable and Sales accounts are shown in parentheses
below the column tota_l. '

The Sales J curnal ‘may be given a variety of fc:)rms depending -
on the needs of the business. The principal function of the
journal has been discussed here and must be kept in mind

' '\K.}hé;l’l rearranging the {orm or content of the journal. .

.‘/

Referrmg agam to the Rainbow Sales Campanj, below is
listed the following transactmns ‘

 Oct 3 " 8old merchandise on credit to Gary Bell

Sale Ncl 1, '$650

=

1

6.  Sold merchanalse on credit to Jahn Evans;
" Sale No. 2, $700.

11 " Sold mercmname on credit to Walter. Ashby,
- ’Sale No. 3, $900. .
22 Scld.$15 of unneeded store equipment for cash. . .
REQUIRED:

1.  Using a sheet of paper, prepare a Sales Jc\urnal -
illustration in frame 9, page 143. N

2. Enter the transa::ticnjn the. Journal.
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Sales Journal

Date | Sale | 7

. 1197* | No. | Account Debited . |Address . 7 iLsP Amaurﬁ
Oct 1 | Gary Bell o * [ 650, 00
" e 2 [ Jonn Evans B T 100, 00
| s | Wa.lter Ashby ) 7 900,00
N ' 1 E 2, 350,00

ﬁ PURC"HASES JDURNAL Anc)ther recurr-zng tra-nsac tion in a

mercantile business is purchases of merchandisifor resale.

Because purchases made with cash are reto ylecl i the Cash =

Payments Journal, a special jourpal whicl o s pur chases
contains only purchases made on account. Birchses on

account are recorded in a special ]crurmaf ‘whaich my have one '

of several titles - Purchases Journal, PurchisesRegister,
Purchases Book, Invoice Register, or PurckhusexsRecord.
Though any of these titles would be corred, tie lile Pur-
chases Journal is used in this text.

In recordlng purchases on accaunt; 1t zs des:rﬂ:::le to*record .
all the necessary information in the journal:
that might be shown includes buat is not limit«d twthe -date of -
the purchase, the purchase number, the mine o-the ‘creditor
whose account is to be credited, the address of tie creditor,
the posting reference for lndlﬂdual accounts, arithe amount
of the purchase. A Purchase Journal which shc;r'ws th1s infor-
mation appears on the next page. - .
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Purchases Journal

‘ .I)EZL}E I)Lil E__ _ v 1 . - — . o 7"
19-~ 1 NCZ‘ Acccngnt Cmdlted Address - LP Axfm’grf;ti i )
| wov 2] 1], MuElli‘r- (_.Q 2510 Flgr‘ence Ave Ve | olelon!l
| e e L A =
6] 2 [smith Bros, il 1130 Main St. v |fleleo
ey Gty " B 1 ./ - . '
10] 3|7, sy Go. 600 Park St. ;. | 200l
—%%ﬂ”-ae“ﬁ—aaﬁé e —— = —— 7:?, = = = — = ——F ’
35 A4t A, RawlingggCo. | 2020 Main St, { Rpoodil
30 ﬁ‘?llf BrockerCo, 230 Blair St.- v /oo
A, Ac::ts P;Yablg Cr Furchqsea Deblt f v Il sig . :
. —— ) Y - P == e P —
. K . L S ) ) ‘ - . ([LD - ( 4 7
ﬁra.axﬁ-_i' = = 1 e — . - Lij T ".":_.,I' T bR

- The extry of 2Ncwember recgrds the purchase onaccount of .
me rchandise for resale worth $300 from B. Mueller Company. @
The bookkeeper, after recording the information in the - ’
"PurchasesJounal, locates the creditor's account in the
Accounts Paysible Subs;dlary Ledger and credits the account
for $300: ente=ring P1 in the folio column. A check miark-is
‘placedin the flio column of. the Purchases Journal to indi- -~
cate that the amount has ’been credited to the creditor's -
account in the Subsidiary Ledger. At the end of the period,
the total amosunt of the journal will be debited to the Purchases -
account and credited to the Accounts Payable control account
___in the .Gemeral Ledger. .The $300 purchise made from the
‘Mu ellier Company and credited to their account in the Sub-
.o Sld]&r‘y L.edgeris included in the journal total credited to the
Accounts Payible control account at the end of the period. ‘
.The purchase of merchandise for resale will then be recorded
in tvo places - the account in the-Subsidiary Ledger and the -
. conlrol account in the Generdl Ledger. - As this is done with
, each creditoxr for each purchase, the subsidiary total will be -
i : in sgreement vith the control account at the_end of the period
o and the caontr-ol account balance will be shown in the Balance
cheet as xepresentative of all amounts due to creditors,
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The remaining entries are similar to the first. Each
creditor's account in the Subsidiary Ledger is credited for
the amount of the purchase and a check mark is placed in
the folio column of the Purchases Journal to indicate no
farther recording of that miormatmn is net:essary until the
I_End D;f the pérlod.

At the end of the period, the c;c:lumn total is pcsted as a
~credil to the Accounts Payable- control account and a debit

to Purchases. The purchases on account of the entire
period are thereby recorded with one entry. To indicate
that the posting has been accgmphshed the account numbers
of the Accounts Payable and Purchases accounts are ShDWﬂ
in pal‘entheses below. the column total -

.
_ Usmg a sheet of paper, record-the fc:llawmg transactions
* ina Pur chase Journal -- 111ustrat1cxn on page 146-
" Oct _4 Recelvedlnierchandlse on Purc:hase Qrder No. 1
- from Phoenu{ Manui'acturm Sompany, $6'75
_ : 10  'Recéeived merchandise on Purchdse Order No. 2
A T from Red Spot Paint C‘Dmpany, $1 140,
12 . Paid Red Spot Paint C‘ompany, $1, 1&0;,.
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Purchase J ournal

Date |pur| B T
197 - No. Accgunts C“re::hted B &ddréss ) I‘iP V~’-Am¢3unt :
foet].a | 1 Phoem:x Mfg co. | . - | 615.00
o 10?_ 2 Red 5pc;£ Pa.mt co. | o N 1,140, oo B
IR “I I  $1,815.00 |
T y - T s

[

THE GENER‘AL JC)URNAL By using specral journals for ¢
‘Tecurring transactions, the General Journal is relieved bf
the bulk of repetitive transactmns. It is necegsary, hawever,‘
"to use the General Journal for those special transactions
which cannot be recorded in’the special journals fai‘ reasons-

, .of complexity or bulk. The entries which will be pla.ced in

v the General Journal are as fcsll.cws

a. C)pemng entrles made to rec:ord the mvestment of the
‘ prgprletc)r -

, -b. C‘nrrectng entries made to correct erroneous entrles o
s previously made in the General Journal or speczlal L
' : journals and posted tD the Iedgers

" e. Current EI’ltl‘lES which are unusual in natu.re and ru::t
.pmvlded for in any of the Spemal jﬂurnals in use.

“ d. Adjustmg, clc:::?;.l.rlg3 and revers:mg entrles which are
‘ made in the normal: ad]ust:ment and clc:smg of the
records. S , NE

/) ..\a;"ifég 'l » LT .




. -
Listed below are transactions that offset B. Black Company.’

~ State whether they will be entered in the Cash Receipts,

. Cash Disbursements, Sale, Purchase or General Journal.

(Cont)

1. Ivested $5, 000 in a business.

2. ngurchased merchandise fcr réSale on gtccéunf.
3. Sold mérchand}se on account,

4, Transaction #2 was pa:;d fa_f by check.

: TN o ) 5 _’I‘ran&;aétioh #3 was éollem;.éé_

".6. (losing entries for the month were recorded.
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1!’.
2.
3?.|

4.

5.
6.

Genéral
Purchase

_Sales ,
C‘ash Disbursement
Cash Receipts
General
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Work Sheet:
December 31 197* .

APPLIANCE REPAIR SHOP
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- . APPLIANCE REPAIR SHOP |
o e ~Work Sheet o
' ~ December 31, 197* '

— e . e - - R e a N S - — .
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