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TUDENT OWNER’S MANUAL

STUDENT TO STUDENT

Greetings!

Congratulations on your decision to take on one of the most challenging and sat-
isfying courses offered . . . Accounting. As your semester progresses, | am sure that
you will have a very good understanding of the accountin o?ield and all that it in-
volves. To help you through your class, here are some tips rﬁat I used to achieve ac-
ademic success:

* Read ahead! Before going over a chapter in the classroom, fake the time to read
over the chapter so that while the professor is infroducing the material you will
clread'ﬁ have an understanding of the objectives. Start wism the Concepts for Re-
view, the Feature Story, the Study Objectives, and the Preview; they will help you
focus on the main points of the chapter. Then, as you read the chapter and fol-
low the examples, you will be able to comprehend the material by yourself.

Review! Once your instructor has presented the chapter material in class, be sure
to re-read the chapter, concentrating on any areas that seem confusing. Look at
the Study Objectives in the margins again and do the Before You Go On exer-
cises to check whether you have understood and learned the material in each sec-
tion. Look closely at the Demonstration Problems and answer the Self-Study Ques-
tions at the end of the chapter.

Do the homework! | cannot over-stress the importance of doing the problems. The
problems at the end of each chapter are the best way to gauge your under-
standing of the chapter material. IF you can answer the problems in the chapter
with confidence, you will be confident with the material.

Use a highlighter! This textbook belongs to you, and if you are planning a ca-
reer in business you will want to keep this book for reference material. High-
lighting any material you feel is important in the chapter, or any material you are
s ing with, will help you concentrate on those areas when you come back to
the cﬁapfer review.

Stay current! Accounting is a course where you build a foundation, and subse-
quent lessons stand on that foundation. Do not allow yourself to fall behind. Stay-
ing current with the lessons being faught in class is a crucial key to success in the
course.

| hope that you will find these fips helpful and that your experience in accounting
will be as rewarding as my own.

| wish you success,

Relert H. McNansra

Robert H. McNamara
Suffolk County Community College




THE STUDY AIDS IN THIS BOOK

HOW TO USE

THE RECORDING
ROCESS

THE NAVIGATOR
* Understand Concepts for Review

* Read Feature Story

® Scan Study Objectives

* Read Preview

 Read text and answer Before You Go On
p520 pe20 poesd
* Work Demonstration Problem

* Review Summary of Study Oljfectives

® Answer SelfStudy Questions

* Complete Assignments

ONCEPTS FOR REVIEW

Before studying this chapter, you should know or, if necessary, review:

Habilities pius owper's equity

how they aff¢

i The use of
No Such Thing Asa  ="c
Perfect World big port of the
i job. As Tanis
When she got o job doing the says, 1k
accounting for Forster’s Restau- all the fonda-

rants, Tonis Anderson had almost

. 8 ® mentals in my
finished her business adminisiration

business closses,

degree at Simon Fraser University. |4 «hool pre.
But even after Tanis completed her pored i :Zre G
degree requirements, her education perfect world, and
still continued—this time, in the real there is no such thing.”
world. She feels fortunate that

Tanis's responsibilities include her boss understands her job is
paying the bills, tracking food and leamming experience s well as a re-
labor costs, and managing the pay- sponsibility, “Sometimes he's let me do  always happy 1o help students in
rolt for The Mug and Musket, o something he knew perfoctly well wos area who want to use Forster's
popular destination restaurant in a mistoke 5o | <an leam something as the subject of a project or re-
Surrey, Brifish Columbia. "My fitle is through experience,” she admits. port. “It's the least | can do,” she
Director of Finance,” she laughs, To help others éuin the benefits says.
"but really that means | take care of of her real-wordd leaming, Tanis is
whatever needs doing!”

After studying this chapter, you should be able to:

1. Explain what an account is and how it helps in the recording process.
2. Define debits and credits and explain how they are used to record business fransactions.
3. Identify the basic steps in the recording process.

4. Explain what o journal is and how it helps in the recording process
5. Explain what a ledger is and how it helps in the recording process.
6. Explain what posting is and how it helps in the recording process.

7. Prepare a irial balance and explain its purposes.
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vii

In Chapter 1. we analyzed business transactions in terms of the accounting equation. The lati
effects of these transactions were presented in tabular form. Imagine a restaurant and gift shop such
as The Mug and Musket vsing the same tabular format as Soﬁbyte to keep track of every one of ifs
transactions. In a single day, this restaurant and gift shop Eag m dreds of bust transactions.
To record ¢ach transaction this way would be imp ve, and v. Instead, a set
of procedures and records are used to keep track of transaction data more casily.

This chapter introduces and illustrates these basic procedures and records. The content and or-
ganization of Chapter 2 are as follows.

dinig Proces

Srated

THE AccounT

An st is an individaal ing record of i and decreases in a spe-
w cific asset, lability, or owner’s equity item. For example, Softbyte (the company
Explain whot an account is  discussed in Chapter 1) would have sep for Cash, A Re-
and how it helps in the ceivable, Accounts Payable, Service Revenue, Salaries Expense, and so on. In its
recording process. % simplest form, an account consists of three parts: (1) the title of the account, (2)
a left or debit side, and (3) a right or credit side. Because the alignment of these
parts of an account resembles the letter T, it is referred to as a ¥ sussinil, The ba-
sic form of an account is shown in Illustration 2-1.

Title of Account
Left or debic side | Right or credit side

Debit balance Creditbalance

T Account

Steps in the Recording Process 53
THE LEDGER

The entire group of accounts maintained by a company is called the ic#zer. The

ledger keeps in one place all the information about changes in specific account W

balances. Explain what o ledger is
Companies may use various kinds of ledgers, but every company has a gene-  and how it helps in the

ral ledger. A {207 contains all the assets, fiabilities, and owner’s equity  recording process.

accounts, as shown io Mlustration 2-15. A busioess can use a looseleaf binder or

card file for the ledger. Each account is Kept on a separate sheet or card, When-

ever we use the term ledger in this textbook without & modifying adjective, we

mean the general ledger.

Hustration 2-15
The general ledger

B

The chgcr should be armngcd in the order in which accounts are presented
in the f g with the balance sheet accounts. First in or-
der are the asset aocoums followed bv liability accounts, owner's mpnnl owner’s
drawing, revenues, and expenses. Each account is numbered for easier identifica-
tion.

The ledger provides management with the balances in various accounts. For
example, the Cash account shows the amount of cash that is available to meet cur-
rent obligations. Amounts due from customers can be found by examining Ac-
counts Receivable, and amounts owed to creditors can be found by examining Ac-
counts Payable.
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62 CHAFTER 2 The Recording Process

" el
FHACCOUNTING IN ACTION = Business Insight

sintess € haviog 4 trense

doiss pmipad on Bow compuanies share informa-

sapany, and with people outside the company. such s sup-
Teditons, and myesion. AR nype of saftware. Extensible Markup
puage (XML, 15 enabling the Ccreation of a universia wav 1o exchagge data,
3 organizanon called XBR1L ety is using XML (o develop an saternationally accept-
o1k called the Fytensible Business Reporting Moded (NBRLY The organiz,
mprised of representatses from mdustny. accounting finms, investment houses,
gulators. snd othiers. The goal of this organization is o cstablish a ramework
thal businiess information supply chain will tise 1o ereate. exchange, and ang-
iyee binaovial reporimg afermation induding, bat oot kanid 1o, egulnory biiags such
as anoual and quarterly financial statements, general kedger wioimation, and audit
seheedaies

Accounts Receivable 371

BEFORE YOU GO ON .

B REVIEW IT
L What is the primary criticism of the direct wree off method”?
2 Explain the dif
ables methods,
& Laady Fod has a generous customer return poiicy. What aa eatment docs
Lands' Eind use for custermer setwrns” [ Hme Roview bapds” Ead's notes ) The answer
to this guestion is provided on page 396,

» Do
Brule Co has been in business S years. The ledges st the endd af the current year shows
Accounts Receivable $30000. Sales $1M.000. aud Allowance Tor Doubtiul Accouats
with a debit balanee of $2,000. Bad debts are estgaated w be 107 of teceivables. Pre
pare the entry o adjust the Allowance for Doubiful Accounts
ACTION PLAN

* Report receivables at their cash (neth realizabie vatue.

* Estimate the amount the company does not expect o eollect,

¢ Coasider the existing balance in the allowance account when using the percentage

of reeeivables ba

SOLUTION
Ihe tollowing entry should be made to bring the halance 10 the Allowance for Doubtiul
Accounts up 1o a balance of 33000 (0.1 < $30,000);

rence between the pereent

oof sales and the percentage of recev

Bad Debts Expense )
Allowance for Doubtlul Acconnts i
(o record esimate of uncollectible accounts) |

5000

Relaged exerise mizerial. REu i BEQA BFUS BEY4, BEGT, F9-2

50  CHAPTER 2 The Recording Process

‘The Recording Process

Emes yransaction e 3 journal Transfer journat information
10 ladiger wcounts

Hustrotion 2-12

The recording process

The basicsteps inthe recording process occur repeatediy. The analysis of trans
actions was dlusirated o Chapter L Further examples will be given in this and
Technology in Action cvsm- later chapters, The other steps inthe recording provess are explained in the nest
ples show how computer tech-  sactions,
nology is used in accounting
and husiness.

TECHNOLOGY IN ACTION

§ Computerized and sup
1 Maost of the procedure:

al aceountiag systems hasically pacaicl ane another

< haadled by ciectronic cirettey 0 cmiputerized
=+ systemy, They seem (o occur invisibly, Bur wlly comprehend hos com
puterized systems vperate. you sved 10 wnlzrstand manual approaches (G processing ac
countng data

THE JOURNAL
Transactions are mitial jsurmal before be
ret T I 15 the book of orig-
mn] entry. For L:ICh lmnsnwun the journal shows the debit and credit effects on
E av wse various kinds of journals. but every com-
pany II(LS the mmt basic fosm of journall @ Benersl joursdd. Typically, a ,_cru,\:)
journal has spaces for dates. account titles and explanations, refereaces, and two
amount columns. Wheneves we use the term journal in this textbook without a

Exglain what a journal is
and how it helps in the

recording process
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The Basics of Adjusting Entries 101

revenues. In fact. ap accrued expense on the books of one company is an accrued
revenue to another company. For example, the $200 accrual of fees by Pioneer is
an accrued expense to the client that received the service.

Adjustments for accrued expenses are needed for two purposes: (1) 10 record
the obligations that exist at the balance sheet date, and (2) o recognize the ex-
penses that apply to the current accounting period. Prior to adjustment, both lia-
bilities and expenses are understated. Thus, the adjusting entry for accrued ex-
penses results in a debit (increase) to an expense nccount and a credit (increase)
to a liability account.

ACCRUED INTEREST. Pioneer Advertising Agency signed a $5.000, 3-month
fote payable on (.)cgoher 1. The note r-:qu.iurs interest at an annual ratc of 12%. HELPYUL HINT
The amount of the interest accumulation is determined by three factors: (1) the Sikrast s et ol Moczah i
face value of the note, (2) the interest rate, which is always expressed as an an- | mooy thet scoumasares wat
nual rate. and (3) the fength of time the note is outstanding. In this instance, the | ™ pawap: o ime

total interest due on the $5,000 note at its due date 3 months hence is $150
($5.000 = 12% x 3/12), or $50 for one month. The formala for computing inter-
est and its application 10 Poneer Advertising Agency for the month of October®
are shown in Dlustration 3-12. Note that the time period is expressed as a fraction
of a year.

filmsiration

Formula for computing .
interest

12% x 1z @ $56

The accrued expense adjusting dniry at October 31 is:

Oct. 31 ] Interest Expense i S0
forerest Pavabie
(To record inlerest on notes payable) :

After this adjusting entry is posted, the sccounts show:

Interest accounts a

T A 8 oo

Interest Expense shows the interest charges for the month. The amount of in-
terest owed at the statement date is shown in Interest Payable. It will not be paid
until the note comes due at the end of 3 months. The terest Payable account is
used instead of crediting (increasing) Notes Payable. The reason for asing the two
accounts is to disclose the wo types of obligations (interest and principal} in the

and § ¥ this adj 2 entry is not made, Habilities and interest

&

Propeerty. plant, and equip
ment sechon

Flight squipment
Less: Accumulated deprecition
Grouad property and equipment
Less: Accomulated depreciation

Intangible assets are noncurrent resources that do not have physical substance.
They are recorded at cost, and this cost is expensed over the useful Jife of the in-
tangible asset. Intangible assets include putents, copyrights, and trademarks or

For example, Lands' End reported in its 2000 Annual Report a beginning inven-
tory of $219.686,000, and cost of goods sold for the year ended January 28, 2

of $727.291.000. The inventory turnover formula and computation for Lands' End
are shown below,

Hlustration 6-28

Inventory tumover formuta
and computation for Landy
End

$727.291,000

A variant of the inventory turnover ratio is the average days to sell inventory.
For example, the inventory turnover for Lands' End of 3.8 times divided into 365
i approximately 96 days. This is the approximate age of the inventory.

There are typical levels of inventory in every industry, Companies that are
able 1o keep their inventory at lower levels and higher turnovers and still satisfy
customer needs are the most successful.
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BEFORE YOU GO ON

B REVIEW IT

1. What is a trial balance and what is its prinary purpose?
2. How is a trial balanee prepared?

3. What are the limitations of a rial balance?”

Refer back to the Feature Story about The Mag and Musket at the beginning of the

chapter, and answer the following questions.

1. What accounting entries would Tanis likely moke to record (a) the receipt of cash
from a customer in payment of their bill, (b) payment of a utility bill, and (¢) pay-
ment of wages for the waiters?

2. How did Tanis’ job as Director of Finance help in her studies a5 she finished her
business administration degree!

SOLUTION
1. Tanis would likely make the following eatries.
(#) Cash

Fouxd Sales Revenue
{Receipt of payment for food services)
) Utility Expense
Cash

{Payment of electric bill)
() Salaries (or Wages) Expense
Cash

(Paid waiters’ wages)

2 Asaresult of her accounting position, Tanis was able ta refate the subject matter as
well as much of the assignment material in ber business courses 1o a real-world con-
text. From ber job, she knew how bifls were paid, how supplies

4

were d how employees were hired, ged. evaluated,

Demonstration Problem 67

Bob Sample opened the Campus Laundromat on Septernber 1, 2002. During the first
month of aperations the following o occuried. Addifianod Domonsirstion Problem
Sept. 1 Invested $20,000 cash in the business.

2 Paid $1.000 cash for store rent for the wanth of September.

4 Purchased washers and dryers for $25 000, paying $10.000 in cash and

signing & $15.000, 6-month, 12% note payable.

Paid $1 200 for one-vear aocident insurance policy.

10 Recrived bill from the Daily News for advertising the opening of the
Taundromat $200,

20 Withdrew $700 cash for personal use.

0 Detesmined that cach woeipty for laundry services for the month were
$6.200.

The chart of accounts for the company is the same a5 in Plonecer Advertising Agency
exwept for the following: No. 154 Laundry Equipment and No. 610 Advertising Expense.
Instructions
(s) lize the
)
[

>

ACTION PLAN
* Make separate journal en-
tsies for cach transaction.

 In journalizing, make surc
debits cqual credits.

« In journalizing. wie Ipc-
cific account fitles tuken
from the chart of scrounts

» Provide appropriate de-
seription of jourmal eotry.

« Arrange ledger in state-
ment order, beginning
with the balance sheet
ACOOUNLS.

» Post in chronological
order.

+ Uise numbers in the refer-
ence column to indicate
the amount has been
posted.

+ In the trial halanve, Hst
aceounts in the order in
which they appear in the
ledger.

+ List debit balances in the
left column, and credit
balances in the tight
column.
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Self-Study Quesfions 69

1. Explain what an accoant is and how it helps in the record-
ing process. An account is a record of increases and decreases
in specific asset. hability. and owner's equity tems

2, Define debits and credits and explain hovw they are used
1o record business transactions. The teoms debit and credu
are svnonymous with feft and right. Assens, drawings. and ex-
penses are jacreased by debits and decreased by crediss. Lia
bititics. owner's capital. and reveauves are ingecased by cred
itz and decreased by debats,

3. Idennify rhe basic steps in the recording process. The hasic
steps in the recording process are (a) analyze cach wansac
uon in terms of 1ts effects on the accounts, 1hy enter the trans-
action iaformanon m a journal, () transfer the joural infor
mation to the appropriate accounts in the ledger.

3. Explain what a journal is and how it helps in the record-
img process. The intial accounting record of 4 transacton n
entered i a joutnal before the duta are entered it the ac
counts. A journal (a) discdoses i one plwe the complete
effects of 4 transaetion, (h) provides a choomologcal reeord

SUMMARY OF STUDY OBJECTIVES

of transactions. and {c) prevents or focates coers becaose
the debit and credit amounts for cach entry can be readily
compared.

8. Explain what a ledger is and how it helps in the recording
process. The entire group of acounts mamtameld by a com
panyis referred o as the ledger. The ledger keeps in vne plice
all the information about changes in spe
6. Explain what postiag is and how it helps in the recording
process. Posting is the procedure of trsierring journal en
tries o the Jedger sccounts. This phase of the recording
process accomulates the effects of joumahired tamsactons m
the andividual aceoonts,

7. Prepare a trial balance and explain its purposes. A tnal
balance 5 a list of accosats and their balances 5t 8 ghen time
Its primary porpose 5 10 prose the equabny o debits and
credity after postmg. A triad balance abso

oncosery efrors i journdluang and post

ing and s useful in preparing financial

Statementx

account bala

GLOSSARY

Accosnt A record of inaeases and decresses in specific as
set, fiability, or owner’s equity ttems. (p. 44}

Chart of accomnts A Jist of accounts and the gecount num
bers that sdeatify their locaton o the ledger. (p. 58).

Compound eatry A journal entry that involves three or mose
accounts, (p. 52).

Credit  The right side of an account (p. 45)

Debit  The left side of an account, (p. 451

Double-entry system A system that reconds in appropriate
accounts the duat effect of cach transaction. (p. 45)

70

(50 % 8

D Al e

L
2.

3

-

b ]

2

Accounts thal normally have debit balaoces are: 8 Postung
A assers, expenses, and reveaues & normdg Chapter 7 Seli-Tast
b, assets, expenses, and owaery capital, b. S
. assets, habilities, and owner's drawings. c ELF-STUDY QUESTIONS .
d. assets, owner's drawings, and expenses. d transfd Answers are at the end of the chapier. 2. Debus 5
hi ; - e a increase ety and fiabil
Which of the foflowing s e part of the recording process? 9. A trial bd (5 7) 1, Which of the following statements abont an account is B
& ‘Analyzing transecbonE; 5 s b, decreaw both assets and liabilities
b. Prepanng a trial balance B prove I S stplest (oran, an account Consists of Twor parts. :1 :;l‘cfc"*“ e |(‘ "mil e :“":‘:’:“‘\
c. Entering transactions in a journal. transal b. An account iv an individual accountisg recard of in- TR et A insraas ubines
d. Posting transactions. ¢ willnd creases and decreases in specific assel, fiability, ang ¥ A Tovenue account
Which of the following statements sbout a journal is fajse? d. provey awner’s equity items, & a5 ""‘"'i“k‘d“:,‘ iebits
a. Iis not a bonk of original eatry. 10, A wial b ¢. There arc separate aeeounts for spevilic asscls and i- I‘ bl d“‘"“‘m_"‘ credits
b. It provides a chronological record of traasactions, a a corr abilitics but only one account for Owner's equity ifems. ‘ h“ﬁ‘ 8 vortual batunce of a debis
<. 1t helps 10 locate ertors because the debwt and credit b the p d. The left side of an account is the wedit or decrease A s increased by credits
amounts for each entry can be readily compared, plies o side.
d. It discloses in one place the complets effest of a e a$100 4
transaction, Diraw
A fedger 4 a $450
a. contains only assct and fability accounty. ited u
b. should show accounty in alphabetical order and <}
© ix o collection of the entire group of accounts main-
tained by a company.
4. isa book of original entry
Describe the parts of a T account. (1) Cash (4) Accounts Payvable,
“The terms debit and credii mean increase and decrease. {2) Accounts Receivable.  (5) Salaries Expense.
respectively.” Do you agree? Explain 3) Owner's Drawing, 6) Service Revenue.
José Amaro, a fellow student, contends that the double- 9 What are the basic steps in the recording process?
entry system means each transaction must be tecorded 1 What are the advantages of using a journal in the record-
twice. 1 José correet? Explain, ing process?
Teresa Alvaree, & beginning accounting student, believes 1 a) When gnteringa transaction in the journal, should the:
debit balances are favorable and credit bataoces are un- debit or credit be writien first?
favorable . Is Tervsa correct? Discuss. {b) Which should be indented, the debit ot redit?
State the rules of debit snd credit ¢ applied to () asset 1% Deseribe a compound entry. and provide an example
accounts, (b) lability accounts, and (¢) the owners eq- M. (a) Should business trangaction debits and credits be
uity accounts (revenue, xpenses, owner's drawing, and recorded directly in the ledger accounts?
awner’y capital) (b} What pre (e advantages of first recording [ransac-
What is the normal balance for each of the following ac- tions in the journal and then posting to (he Jedger”
counts? {a) Accounts Receivable., (b Cash. (¢) Owpers 15 The account number is entered as the last siep in post-
Drawing. (d} Accounts Payable. {e) Service Revenoe. (f) ing the amovats from the journal 1o the ledger. What ix
Safaries Expense. (g) Owners Capital. the advantage of this step?
Indicate whethor each of the following secounts i ap as- 16 J; fize the foll g business
set, » hability. or an owner’s equity account and whether (a) Doris Wang invests $0.000 cash in the business,
it has a normal debit or credit balance: (a) Accounts Re- (b} Insurance of $500 is pad for the year.
ceivable, (b) Accounts Payable, (c) Equipment. (d) () Supplies of $1.500 are purchased on account.
Owner's Drawing, (¢) Supplies. (d) Cash of $7.500 & received for services readered.
For the following transactions, indicate the account deb- 17 (3) What is a ledger?
ted and the account credited. (b) What ix 4 chart of accouats and why is it important’”
() Supphes are purchased on account, 18 What is a trial balance and what are its purposes?
(b} Cash is reccived on sigoiog s note payable, 19, Kap Shin is d about how ing inf.
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General journal “The most basic orm of journal, (p. 503

Generalledger A Sedper that contains all wwet. fabiity, and
OWHETY equIty accounts. (p. 53y

Jowrnal  An accounting secord in which (rassactions are ini-
tally recorded in chroenological wrder. (p. S04

Koy Torm Motching Actirity
Jourrakizing  The entering of vansacnon dats i the gourns!
. )
Ledger The enfire aroup of awcounis mantnned by o com
pany. {(p S3)
Posting  The procedure of tansfernng journal eaties to the

fedger accounts, (p 541

Simple entry A goursal entrs that aovolves oaly v ag
counts. ip. 51).
T accouwnt  The basic form of an seceunt (p 44

A fosm with aojummns for

Three-colomn form of account
debit, credit, and balance amounts 1

Trial balance A fist of seccunts and
time. {p. 643

a0 aveoant, 1. 9y

their hilsnces at

s ghen

(c) Emplovees are paid sularies in cash.

Indicate whether the following accounts generally will
have (o} debit entries only. (b) credit eatries onlv, or (¢}
both debit and credit entries.

8
flows through the accounting system. He believes the fow
of information is ax follows.

(a) Debits and credits posted to the ledger.

(b) Business transaction occurs.
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(¢) Information entered in the journal. ered separately, would prevent the trial balance from

(d) Fmancial statements are prepared. balancing,

(¢) Trial balance is prepared. (2) The bookkeeper debited Cash for $600 and credited

Is Kap correct? If not. indicate to Kap the proper flow of Wages Expense for $600 for payment of wages.

the information. (b) Cash collected on account was debited to Cash for
20. Two students are discussing the use of a trial balance. 3900 and Service Revenue was crodited for $%).

They wonder whether the following errors. each coasid- What would you tell them?

BIIEF EXERCISES

BE2-1 For each of the following accounts indicate the effects of (a) a debit and (b) a credit Indwate debit and credst effects
on the accounts and (c) the nomal balance of the account. (usg r;wmal balange.
Accounts Payable. I

Advertising Espense.

Service Revenue,

Accounts Receivable.

B. C. Jardine, Capital.

B. (. Jandine, Drawing.

BE2-2 Transactions for the H. J. Osio Company for the month of June are presented below. Identify accounts to be debied

LR

Identify the accounts to be debited and credited for each Iransaction, ,-sng fzr’vduﬁi
June | H.J. Oslo invests $3.000 cash in 2 small welding business of which he is the sole )
proprietor.

2 Purchases equipment on account for $9X),

3 $500 cash is paid 10 landlord for June rent.

12 Bills J. Kronsaoble $300 for welding work done on account.
BE2-3 Using the data in BE2.2, journalize the transactions. (You may omit p ) Ji 7
BE2-4 msmsm> Tag: Shumway. a fellow student, is unclear about the basic steps in the Sio 4 and .
recording process. Identify and briefly esplain the steps in the order in which they occur. iy ond expla s in

BE2S . A. Norris has the following transactions (uring Augost of the current year. Indicate 150 3} s
(a) the effect on the accounting squation angd (b) the debil-credit analysis illustrated on pages  Indicate basic and deby-credit
57-61 of the text. = analytis.
4
Aug. 1 Opens an office a8 a financial advisor, investing $6.000 in cash Lob
4 Pays insurance in advance for 6 months, $1,800 cash.

16 Receives $800 from clients for services rendered

27 Pays secretary $500 salary,
BEX6 Usiog the data in BE2S, joumalize the transactions. (You may omit exp ions.) /e i
RE27 Selected transactions for the Gorzales Company are presented in journal form below: 4;;0 4
Post the trunsactions (o T accounts. Make one T account for each item and determine cach ac. | O fournal enes o

entries for the Gonzales Company are presented in BE2-7. Post the

count’s ending balance. gé"‘:""“‘ form of account.
batances given below. prepare a trial balance for the P. J. Carland
an - List the accounts in the order shown on page 65 of the text. All ac-
Tag e T - 3
Date ]L Account Titles and Explanation [""- | Debit ré"e" $7.000, Cash $6,800. P J. Carland, Capital $20.000. P J. Cartand, Draw-
- 1 R - I $17.000, Service Revenue $6.000. Accounts Receivable $3.000, Safaries
May 5| Accounts Receivable 5,000
t Service Revenue I | 5000 Expense $1.000. o
| (Billed for services provided) | | d bookkeeper prepared the following tria balance. Prepare a correct
{ | ) | all account balances are nomal.
12| Cash §2400 |
| Accounts Receivable i | 2.400
! (Received cash in payment of account) [ i GOMEZ COMPANY
5| Cash { 2000 | Trial Balance
| Service Revenue i z " 2,000 December 31, 2002
t (Received cash for services provided) i ! ! Debit Credit
Cash $18,800
Prepaid Insurance $ 3500
Accounts Payable 3.0m
R 4200
P. Gomez, Capital 15,000
P: Gomez, Drawing 4,500
Service Revenue 25,600
Salaries Expense 18,600
Rent Expense 2,400
341 600 $54,000
ety e
EI ERCISES
Identify debiss. credits. and EZ-L Sclected transactions for A. Mane, an interior decorator. in her first month of business,
m balances. are as follows,
Jan. 2 Invested $10,000 cash in business. B
3 Purchased used car for $4,000 cash for use in business.
9 Purchased sapplics ot account for $500.
11 Billed customers $1 800 for services performed.
16 Paid $200 cash for advertising star of business.
20 Received $700 cash from customers billed on January 11.
23 Paid creditor $300 cash on account.
28 Withdrew $1,000 cash for personal use of owner.

Instructions
For each transaction indicate the following.
(8) The basic type of accopunt debited and credited (asset, Hability. owner's equity).
(b) The specific account debited and credited (cash, rent expense, service revenue, etc.),
(€) Whether the specific account is increased or decreased.
(&) The normal bakance of the specific account.

Use the following format, in which the January 2 transaction is given as an example,

Account Debited Account Credited -
(@) b) ) (@ (@) ) (©) @)
Normal Basic Specific Normal

Increase  Debit  Owners A. Mane. Incresse Credit
Equity  Capital

Basic  Specific
DaeTncAem-lﬁlhald-uTypAMElmhhu
Asset
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Accounts Receivable $ 8,642 Prepaid Insurance $ 1968
Accounts Payable 8,396 Repair Expense 961
Cash T Service Revenue 10.610
Delivery Equipment 49.360 L. M, Tardy, Drawing 0
Gas and Oil Expense 758 I. M. Tardy, Capital 4636
Insurance Expense 523 Sataries Expense 4428
Notes Payable 21,450 Salarics Payable 815
Instructions

Prepare a trial batance with the accounts arranged as illustrated in the chapter and €ill in the
missing amount for Cash.

PROBLEMS: SET A
P24A  Frontier Patk was started on April 1 by C. J. Sancuh. The following selected events  Journalize a series of
and transactions occurred during April. transactions.
(502, 4

Apr. 1 Sanculi invested $40,000 cash in the business.

4 Purchased land costing $30.000 for cash. 1

8 Incurred advertising expense of $1.800 on account.

11 Paid salaries to employees $1.500.
12 Hired park manager at a salary of $4000 per month, effective May 1,
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Instructions

Trish beskonces okeds $26,630 Prepare a correct trial balance. Note: The chart of accounts includes the following: T. Santos,
Drawing. and Suppfies. { Hint: It helps 10 prepare the correct joumal entry for the (ransaction
described and compare if 10 the mistake made.)

Jowrnalize iransactions. post, P2-EA  The Lake Theater is owned by Avtar Sandhu. All facilies were completed on March

and prepare & il halance. 31. At this tiee, the ledger showed: No: 101 Cash $6,000; No. 140 Land $10,000: No. 145 Build-

02467 ings (concession stand, projection room, ticket, booth, and screen) $8.000; No. 157 Equipment
" $6.000; No. 201 Accounty Payable $2.000; No, 275 Mortgage Payable $8.000; and No, 30) Av-
Q . tar Sandhu. Capital $20,000. During April, the following events and transsctions occurred.

Apr. 2 Paid film renial of $30(0 on first movie,

Ordered two sdditiooal films at $500 each.

Received $1800 cash from admissions.

Made $2,000 payment on mortgage and $1.000 on accounts payabie

13 Lake Theater sontracted with R. Thomy Company (o operate the concession
stand. Thoms i 10 pay 17% of gross concession receipts (pavable monthly) for
the right to operate the concession stand.

Poid advertising expenses $300,

Received one of the filims ordered on April 3 and was bitled $300. The film will
be shown in Apnl.

Received $4.200) cash from admissions.

Paid salaries §1.600.

Received statement from R. Thoms showing gross concession receipts of $1,000
and the balancé due (0 The Lake Theater of $170 ($1.000 % 17%) for April.
Thoms paid one-half of the balance due and will remit the remainder on May §
30 Prepaid $900 rental on special filra 10 be run in May.

In addition to the accounts identificd above, the chart of sccounts shows: No. 112 Accouats Re-
ceivable. No. 136 Prepaid Reatly, No. 403 Admission Revenue, No. 406 Concession Revenue,
No. 610) Advertising Expense, No. 632 Film Rental Expense, and No. 726 Salaries Expemse.
Instructions
Trinl bolonce tals 333 470 (w) Enter the beginning balances in the ledger as of April 1. Insert a check mark (/) in the
reference column of the ledger for the beginning balance.
) Jouraalire the April transactions.
) Post the April journal entries to the ledger. Assume that all entries are posted (rom page

1 of the journal
19) Prepare a trial balance on April 3, 2002,

Sow

=5

gew

PROMEMS: SET B
lmm-nzum of transac-  P2-18  Surcpar Minjatire Golf and Driving Range was opened on March | by Jane Mclases.
The following selected events and transactions occurred during March:
Mar. 1 Invested $50,000 cash in the business.

3 Porchased Lee's Golf Land for $3R,000 cash. The price consists of land $23,000,
building $9.006, and equipment $6,000. (Make one compound entry.)

L
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P2-48  The trial balance of Thom Wargo Co. shown befow does not balance

THOM WARGO CO.
Trial Balance

June 30, 2002
Deblt. _Crod
Cash § R4
Accounts Receivable $ 323
Supplies B0
Equipment 3,000
Accounts Payable 2,666
Unearned Revenue 2200
T. Wargo, Capital 9,000
T Wargo. Drawiog 800
Service Revenue 2,360
Salaries Expense 3.400
Office Exponse 90
314 ‘dl
prmascy

Each of the listed accounts has 8 normal balance per the general ledger, An examination of the

ledger and journal reveals tbe following errors.

L Cash received from a customer on account was debited for $570, and Accounts Receivable
wag credited for the same amount, The actual coflection was for $750.

2 The purchase of a typewriter on account for $340 was recorded as a debit to Supplies for
$340 and a credit to Accounts Payable for $340.

3. Services were performed on account for s client for $890. Accounts Receivable wax deb-
ited for $890, and Service Rivenve was credited for 349
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25 Billed customers $3,000 for cleaning services.
31 Paid gas and oil for month on truck $200.
31 Withdrew $900 cash for personal use.

The chart of acoounts for Terry's Window Washing contains the following accounts: No. 101 Cash,
No. 112 Accounts Receivable, No, 128 Cleaning Supplies, No. 130 Prepaid Insurance, No. 157
E No. 158 A Depreciati ip No.201 A Payabie. No. 212
Salaries Payabie, No. 301 Terry Dutfy, Capital, No. 306 Terry Duffy, Drawing. No. 350 Income
Summary, No. 400 Service Revenue, No. 633 Gas & Oil Expense. No. 634 Cleaning Supplies Ex-
pense. No, 711 Depreciation Expense, No. 722 Insurance Expense. No. 726 Salaries Expense.

Instractions
(=) Joumnalize and post the July transactions. Use page J1 for the journal and the three-
column form of account.

(b} Tries btoncs $14 %5 (b) Prepare a trial balance at July 31 o0 a work sheet.
{e) Adjusted tisst balonie (e) Enter the following adjustments on the work sheet and complete the work sheet.
$18,600 (1) Serviees provided but unbilled and uncofiected at July 31 were $1,100.

(1) Depredation on equipment for the month was $200,
(3) One-twelfth of the insurance expired.
) An inventory count shows $600 of cleaning supplies on hand at July 31.
8) Accrued but unpaid employse salaries were $400.

(@) Prepare the income statement and owaer's equity statement for July and a classified bal-
ance sheet at July 31,

(e) Journalize and post adjusting entries. Use page J2 for the joumnal,

(0 Journalize and post closing entries and complete the closing process. Use page 13 for the
Journal,

(@) Prepare a post-closing trial balance at July 31.

() Net incor $4

Toted ot

COMPREHENSIVE PROBLEM: CHAPTERS 2 TO 4
Bill Murphy opened Bills Window Washing on July 1, 2002. During July, the following trans-
actions were completed.

July 1 Invested §10,000 cash in the business.
1 Purchased a used truck for $8,000, paying $3,000 cash and the balance on
account.
3 Purchased cleaning supplies for $800 on account.
S Paid $2,400 on a one-year insurance policy, effective July 1.
12 Bifled customers $3,500 for cleaning services, )
18 Paid $1.000 of amount owed on truck. and $400 of amount owed on
cleaning supplies.
20 Paid $1.600 for employee salaries.
‘21 Collected §1,400 from customer billed on July 12.
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31 Received statement trom M. Brewer showing gross receipts from concessions of
$8.000 and the balance due to Sabo Thealer of $1.200 ($8.000 % 15%) for March,
Brewer paid ose-hall the balance due and will reniit the remainder on April 5.

31 Received $15.000 cash from admissions.

In addition to the accounts identified above, the chart of accounts includes: No. 112 Accouats
Receivable, No. 415 Admission Revenue, No. 406 Concession Revenue, No. 610 Advertising
Expense, No. 632 Film Rental Expease, and No. 726 Salaries Expense.

Instructions
(@) Enter the beginning balances in the ledger. Insert a check mark () in the reference col-
umn of the ledger for the beginning balance.
(b) Journalize the March i
(¢) Post the March journal entries 1o the ledger. Assume that all entries are posted from page |
of the journal.
(@) Prepare a trial balance on March 31, 2002. e

BROADENING YOUR PERSPEC

ENANCIAL REPORTING AND ANALYSIS

FINANCIAL REPORTING PROBLEM: Londs’ End, Inc.
BYP2-1 The financial statements of Lands’ End, Inc. are presented in Appendix A. The

notes p g the s contain the following selected accounts, stated in thousands
of doHars.
Accounts Payable 3 74510 Income Taxes Payable $ 10,255
Accounts Receivable 17,753 Interest Expense 1,890
Property, Plant, and Equipment 23,139 Inventory 162,193
Instructions

(2) Answer the following questions.
(1) What is the increase and decrease side for cach account?
(2) What 15 the normal balance for each accouat?
(b) Identify the probable other account in the transaction and the effect on that account when:
(A Receivable s d d.
(2) Accounts Payabie is decreased.
(3) Inventory is increased.
(c) Identify the other account(s) that ordinarily would be involved when:

(1) Interest Expense is increased.
(2) Property. Plant, and Equipment is increased.

COMPARATIVE ANALYSIS PROBLEM: Lands’ End vs. Abercrombie & Fitch

BYP2-2 Lands' End financial are p in A dix A. A &
Fitch financial are p d in Appendix B
Instructions

{#) Based on the information contained in the financial statements, determine the normal bal-
ance of the listed accounts for cach company.

Lands' End Ab: ibie & Fitch
1. [aventory 1. Actounts Receivable
2. Property, Plant, and Equipment 2. Cash and Equivalents
3. Accounts Payable 3, Cost of Goods Sold

4. Interest Expense 4. Sales (revenue)
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INTERPRETING FINANCIAL STATEMENTS: A Global Focus
BYPZ-3  Domun Indwstries L., whose products are sold in 30 countries worldwide, i an in
tegrated Canadian forest producty company.

Doman scily the majority of it lumber products in the United States and a significant
amount of its pulp products in Asia. Doman also hay loans from other countries. For example.
on June 18, 1999, the Company horrowed USS$i60 million at an anmual interest rate of 12%.
Doman must tepay this loan. and interest, in U'_S. dolars.

{ne of the challenges global companies face i 10 make themselves atiractive to investors
from other countries. This is difficudt to do when different accounting rules in different coun
tries biur the real impact of carningy, For esample. in 1998 Doman reported a loss of $2.3 il
jton. using Canadian sscountivg rufes. Had it reported under U.S. accounting rodes. 0% Juss
would have been $12.1 miltion

Many companes that want to be mare casily compared with US, and other global com-
petitory have ywitched o U.S. accounting principles. Camadian National Raitwsy. Corel, Cott.
Jnco.and the Thomson Corparation are but a few esamples of large Canadian companics whose
financial statements are pow presented in U8, dollars, which adbiere 10 1.5, GAAP, o are
onciled (o US. GAAP
Instructions.

(m) Edenufy advantages and disadvantages 1hat companies shouid consider when swiiching (o
LiS. eporting staadards,

®) Suppose you wish 10 compare Doman Industries to 1 15, based competitor. Do vou be-
lieve the use of country-specific accounting policies would hinder your comparson? I so.
explain how

(€) Suppose you wish 1o compare Doman Ind w a Capadian-based g Ii the
companies chose © apply generaliv prable Canadisn polices V.
haw could (his affzet your comparsen of their Gnancial resslts?

(d) Do you see any significant distinction hetween comparing statements pr Sing gen
eralty acepted accounting prinviples of different coantrics a Mnng stalements pre-
pared using generally accepted accownting princij e same country (e, 17.5.) hay

that apply the prisciples differentdy?

EXPLORING THE WEB
BYPLA  Much i ion about specific i available on (he World Wide Weh.
Such inf on includes basic deseriptions of the company’s kocation, wctivities, industry, fi-
nanci) health, and financial pedonnance
Address: biz.yahoo,comli (or go ro www., wiley. com/college/weygandt)
Steps:

L Type in & company name, of use index 10 find company name.

2 Choose Profife. Perform instroctions (a)-(c) balow.

3. Click on the company’s specific wdostry to ideatify competitons. Perfoan instructions

GROUP DECISION CASE

BYP2-S  Lucy Lars operates Lusy Lans Riding Academy. The academy’s prinsary sou
revenue are fiding fees and lemon fees. which are paid on ¢ cash bads, Ly abso boards hosses
for owners, who are billed moathly for boarding lees, 1a a few cases, bosrdery pay in advance
of expected vwe, For ity revense transactions, the academy maintams the following sccouats.
No. { Casgh. No. § Boarding Acvounts Receivable. No, 27 Unearned Bosrding Revenue, No 51
Riding Revenue, No. 82 Lessan Rovenue, and No. S3 Boarding Revenus

The academny owns 10 horses, 2 stable, 2 richng corral. riding equipment, and office equsp-
meni. These assers are accounied {07 1n sccounts No, 11 Horses, No. 12 Building, No. (3 Rid
ing Coreal, No. 14 Riding Equipment, ansd No. 15 Office Equipment.

For its expenses, the academy maintaing the ©lowiog aceounts No. 6 Hay and Feed Sup-
plies, No. 7 Prepaid Insurance. No. 21 Aeeounts Payabie, No. 60 Salaries Expense, No 61 Ad
vertising Expense, No 62 Utilitie pense. No. 63 Veterinary Expense, No. 64 Hay and Feed
Expense, and No. 65 Insurance Expease.

es of

" COMMUNICATION ACTIVITY
BYP26 Merdynnt Maid Company offers home cleaning service. Two recurring transactions
for the company are billing customers for services rendered and paying employee salaries. For
example. on March 15, bills totahing $6.000 were sent to customers and $2.000 wag paid in salanes
to gmployees.
Instructions
Wiite 0 memo to your instructor thal explains and illustrates the sieps in the recording process
for ¢anch of the March 1S transactions. Use the format illustrated in the text under the heading.
“The Recording Process Musteated™ (p 57).

ETHICS CASE

BYP27 Megan Meoaed is the assistant chief accountant at Hokey Company, a manofacturer
of computer chips and celtular phonex. The company presently has total sales of $20 miltion. &1
is the end of the firs! quarter. Megan is burriedly trying o prepare a general ledger trial bal-
ance 80 that quarterly financisl statements can be prepared and released to management and
the regalatory agencaes. The wtal credits on the trial balance exceed the debits by S1LOD0. In
order W mest the 4 pm. deadline, Megan decides 1o foree the debits and credite into balance
by adding the amownt of the difference to (he Equipment account. She chose Equipment be-
cause it is one of the larger account balances; percentags-wise, it will be the least misstated
Megan “plugs” the difference! She believes that the difference will not affect anyones deci-
sions. She wishes that she had another few days 10 find the error but realizes that the financial
stalements are already late,

Instructions

@) Whe are the stakehotders in this situation? .
®) What are the ethical issues involved in this case”?
(e} What are Megan’s alternatives?

A to Solf-Study Questic
b 2c¢ ad 4d b 6a ¢ 8d %a 0C

Answer to Londs’ End Review It Question 4, p. 49
Cash—debit; Accounts Payahle-—credit; Interest Expense-~debit,
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LEARN BEST?

This questionnaire aims to find out something about
your preferences for the way you work wi

the intake and the output of ideas and information.

infor-  your preference. Circle more than one if a single
mation. You will have a preferred learning style and  answer does not match your perception. Leave blank
one part of that learning style is your preference for  any question that does not apply.

Circle the letter of the answer that best explains

L. You are about to give directions to a person who is
standing with you. She is staying in a hotel in town and
wants to visit your house later. She has a rental car.
Would you
a. draw a map on paper?

b. tell her the directions?
c. write down the directions (without a map)?
d. pick her up at the hotel in your car?

2. You are not sure whether a word should be spelled
“dependent” or “dependant.” Do you
¢. look it up in the dictionary?

a. see the word in your mind and choose by the way it
looks?

b. sound it out in your mind?

d. write both versions down on paper and choose one?

3. You have just received a copy of your itinerary for a
world trip. This is of interest to a friend. Would you
b. call her immediately and tell her about it?

c. send her a copy of the printed itinerary?
a. show her on a map of the world?
d. share what you plan to do at each place you visit?

4. You are going to cook something as a special treat for
your family. Do you
d. cook something familiar without the need for instruc-
tions?

a. thumb through the cookbook looking for ideas from
the pictures?

c. refer to a specific cookbook where there is a good
recipe?

S. A group of tourists has been assigned to you to find out
about wildlife reserves or parks. Would you
d. drive them to a wildlife reserve or park?

a. show them slides and photographs?

¢. give them pamphlets or a book on wildlife reserves
or parks?

b. give them a talk on wildlife reserves or parks?

6. You are about to purchase a new CD player. Other than
price, what would most influence your decision?

b. The salesperson telling you what you want to know.
¢. Reading the details about it.

d. Playing with the controls and listening to it.

a. Its fashionable and upscale appearance.

7. Recall a time in your life when you learned how to do
something like playing a new board game. Try to avoid
choosing a very physical skill, e.g., riding a bike. How
did you learn best? By
a. visual clues — pictures, diagrams, charts?

written instructions?

listening to somebody explaining it?

doing it or trying it?

oo

8. You have an eye problem. Would you prefer that the doctor
b. tell you what is wrong?
a. show you a diagram of what is wrong?
d. use a mode! to show what is wrong?
9. You are about to learn to use a new program on a com-
puter. Would you
d. sit down at the keyboard and begin to experiment
with the program’s features?
¢. read the manual that comes with the program?
b. call a friend and ask questions about it?

10. You are staying in a hotel and have a rental car. You
would like to visit friends whose address/location you do
not know. Would you like them to
a. draw you a map on paper?

b. tell you the directions?
¢. write down the directions (without a map)?
d. pick you up at the hotel in their car?

11. Apart from price, what would most influence your deci-
sion to buy a particular book?

d. You have used a copy before.
b. A friend talking about it.

¢. Quickly reading parts of it.

a. The appealing way it looks.

12. A new movie has arrived in town. What would most in-
fluence your decision to go (or not go)?
b. You heard a radio review about it.
c. You read a review about it.

a. You saw a preview of it.
13. Do you prefer a lecturer or teacher who likes to use
c. a textbook, handouts, readings?
a. flow diagrams, charts, graphs?
d. field trips, labs, practical sessions?
b. discussion, guest speakers?
c

a. b. d.
Count your choices: I:I D D D
v A R K

Now match the letter or letters you have recorded most to the
same letter or letters in the Learning Styles Chart. You may
have more than one learning style preference—many people
do. Next to each letter in the chart are suggestions that will
refer you to different learning aids throughout this text.

(c) Copyright Version 2.0 (2000) held by Neil D. Fleming, Christchurch, New
Zealand and Charles C. Bonwell, Green Mountain Falls, COLORADO 80819
(719) 684-9261. This material may be used for faculty or student develop-
ment if attribution is given. It may not be published in either paper or elec-
tronic form without consent of the authors. There is a VARK website at



