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1 The Accounting Information System

detwlell Slaglall allas

Learning Objectives
After studying this chapter, you should be able to:
1. Understand the basic accounting information system.
Lwlell Sloglall allas bl o~
2. Record and summarize basic transactions.
Lsasieliy oldantl Jemud
3. Identify and prepare adjusting entries.
Lgudl 3948 sluc)
4. Prepare financial statements from the adjusted trial balance.
Juall U olne e slexe¥l 2 JW @ilgall slae)
5. Prepare closing entries.
JLadY 5948 sluc)
6. Prepare financial statements for a merchandising company
Lyl S adl § AU @slgall sle)
Accounting Information System
An accounting information system collects and processes transaction data and then disseminates the
financial information to interested parties.
LW AU cloglall iy laaasg Lezedlag cldaally Aalaall bl Lwlzll Slaglall allas pamy
Sdiwd
A good accounting information system helps management answer such questions as:
Ll oo ydall e LY G 8)l0)1 delig 1 aS (qulms allas 3929 (]
® How much and what kind of debt is outstanding?
Syl e sagagll Ggal ﬁ‘jjﬁ x> 92 Lo
® Were sales higher this period than last?
Saaludl wd) e wdl sda Gilage woly Ja
® What assets do we have?
S48, 5 S Ll Jgua¥l 2L
® Whatwere our cash inflows and outflows?
SAS,4) Aty Als ol o) lasasd) (2 L

® Did we make a profit last period?
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S5 50l § oLy a4l caas
® Are any of our product lines or divisions operating at a loss?
¢ Slus a=s a8, adl 3 ﬁmiji ol bshs cla Ja
® (Canwe safely increase our dividends to stockholders?
ia] 8 ppums Otanbadl e Sias iyl 53l 365200 oS o
® Isour rate of return on net assets increasing?
Tls 3 A5ad) Jsual (e wilall Juas Ja
Basic Terminology Zt.é_wl_wm Slalball
® Event: Anevent generally is the source or cause of changes in assets, liabilities, and equity.
LW Boa> «ololUW  Jauadl § Ll s ol jiias 9o Aale 8 y90m; Sl idsusd|
® Transaction: An external event involving a transfer or exchange between two or more entities
AST gl (ug o ol of g (rasaaty ()l Su> (2 calalall
" Account wlus]l
® Real Account: Real (permanent) accounts are asset, liability, and equity accounts; they appear on
the balance sheet.
Al § slasy 2SI Boammg SlalAIY (Jgua¥ § (Raslll) Auapiol Sllucl Jitass o] byl
® Nominal Account: Nominal (temporary) accounts are revenue, expense, and dividend accounts;
except for dividends, they appear on the income statement.
b olasisly ligpally cnlaly)) ablus @ (A8sl)) L) Sllucl (it dpes! Sblucd!
ol 2als 3 ydass realudl e 7 L)Y cila o5 s Lidialy
" ledger 3l s
"  Journal 4gd!
®  Posting Ju Al
®  Trial Balance dax!,! e
® Adjusting Entries: Entries made at the end of an accounting period to bring all accounts up to
date on an accrual basis,
Slazmid) ulul e cliluml Cqgumtd dul=ll 350 2le @ Gomd &) o9uall (2 1augudd] 5948
"  Financial Statements
LW @slgall
® Closing Entries: The formal process by which the enterprise reduces all nominal accounts to zero
and determines and transfers the netincome or net loss to a stockholders’ equity account
Jem iy iy pasall () e Soblaedl Buio)l (arass Lezgas ol G Zuasopll Auleall (2 1 JLaEY1 3543
ASI Byao ol ) Syl 51zl Gl
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Debits and Credits (5l.0lg (yaodl
The terms debit (Dr.) and credit (Cr.) mean left and right, respectively. When a company enters an amount
on the left side of an account, it debits the account. When it makes an entry on the right side, it credits the
account.
clazdl o ¥ bl 3 L Tlude 28,20 J5 05 Lediad jlaadly cnee) Abludy g3 oilally cpall 2
Lols bl Jazms et ol 3 dloead Loieg lipde dlazs Lels
If the sum of Debit entries is greater than the sum of Credit entries, the account will have a debit
balance.
Le 058w bl dmy olo Il 3 )all pgazma (o AST cpall 3l faazma O 13)
If the sum of Credit entries are greater than the sum of Debit entries, the account will have a credit
balance
Ll 0sSem luwedl dsmy b cpall oy lall gazma oo ST (31l ool $azme oo 13)
The equality of debits and credits provides the basis for the double-entry system of recording

transactions.

Sllaadl Jozad 3 zonsll aaall alladd (ol ydg (81l bl ae cpall clll golud &)

Assets Liabilities

Debit\ Dr.

Credit\ Cr.

Debit\ Dr.

Credit\ Cr.

*

4

4

*

Normal Balance

Normal Balance

The Accounting Equation dcwl=ll &slall
In a double-entry system, for every debit there must be a credit, and vice versa. This leads us, then, to the basic
equation in accounting.
e wSally (51 qile dzgy OF comy e il IS ilae 4T (& zoosll wall allaad Al suclal)
Al (3 Aol Aslall ) 13 Logasg
Assets= Liabilities + Stockholders’ Equity
LS Gga> + ool U =dgua¥l

https://manara.edu.sy/



https://manara.edu.sy/

L o
) .
y,
&1 r
¥

deola
ojli_oJl
To illustrate, consider the following eight different transactions for Perez Inc.

Owners invest $40,000 in exchange for common stock.

3Ll Jlaels Lolusern $40000 UL paiiul

Assets = | Liabilities + | Stockholders’ Equity

+40000 +40000

Disburse $600 cash for administrative wages. <.s19,S 145 $600 3asi

Assets = | Liabilities + | Stockholders’ Equity

-600 -600 (Expense)

Purchase office equipment priced at $5,200, giving a 10 percent promissory note in exchange.

%10 53l (53] i Jalie $5200 yau 2uiSa ldae GAZ

Assets = | Liabilities + | Stockholders’ Equity

+5200 +5200

Receive $4,000 cash for services performed. daude Sleus (e 1uas $4000 Lals

Assets = | Liabilities + | Stockholders’ Equity

+4000 +4000 (Revenue)

Pay off a short-term liability of $7,000. $7000 5,3 J=¥1 jad al5ll suw

Assets = | Liabilities + | Stockholders’ Equity

-7000 -7000

Declare a cash dividend of $5,000.

$5000 gliay ds Slasisd oo ool

Assets = | Liabilities + | Stockholders’ Equity

+5000 -5000

Convert a long-term liability of $80,000 into common stock.

Ale @l J) $80000 s)luie d2¥ dsghs a1 J3

Assets = | Liabilities + | Stockholders’ Equity

-80000 +80000

Pay cash of $16,000 for a delivery van.
Jas asLa ol it Tuas $16000 sl

Assets = | Liabilities + | Stockholders’ Equity

-16000
+16000
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Financial Statements and Ownership Structure
AU Gy JSea 2L ils)
The company’s ownership structure dictates the types of accounts that are part of or affect the equity
section. A corporation commonly uses Common Stock, Paid-in Capital in Excess of Par, Dividends, and
Retained Earnings accounts. A proprietorship or a partnership uses an Owner’s Capital account and an
Owner’s Drawings account.
o ASIL Bsax e e 355 ol T3 ST @) bl gl 2lxd 38,401 8 LSU Boa> (Sua )
laseilly Byl 7L Hlasa¥) Bdles Apsle el bilun Bole sty dealull S, 4
JW ey ol 1 o sbgmandly JWI ) laas siding (oled¥) BiSid 4oyall 6,80 3 Wi
AU bgmae ) @bgmad] i Loy ML @l ylediul J)
The Accounting Cycle dctwlzl! 5901
The first step in the accounting cycle is analysis of transactions and selected other events. The first
problem is to determine what to record.
el Lo pums 3 ALl Jamy (6,30 Slas¥lg cldeadl Julxs (3 &kl 301 § Jo¥1 Bslasell Jias
Events are of two types. (e gs &1yl
(1) External events involve interaction between an entity and its environment, such as a transaction with
another entity, a change in the price of a good or service that an entity buys or sells, a flood or earthquake,
or an improvement in technology by a competitor.
o aaladl yae § el ol g5l cliie pe claaall Jie Laiws sLadll o Jelan)) fasats dels &las
L) o Laseig (@) apadl § gl o J13d5 of liaagd Sigus Las of BLAILI Lead (&) deasd|
(2) Internal events occur within an entity, such as using buildings and machinery in operations, or
transferring or consuming raw materials in production processes.
aladl olsll stz of Jsgms of LLAd 3 ¥ ol GLAI alasial Jis Susedl dals Suxs adsls Sl
Y adee &
Transactions are types of external events. They may be an exchange between two entities where each
receives and sacrifices value, such as purchases and sales of goods or services. Or, transactions may be
transfers in one direction only. For example, an entity may incur a liability without directly receiving value
in exchange, such as charitable contributions. Other examples include investments by owners,
distributions to owners, payment of taxes, gifts, casualty losses, and thefts.
Aod Al Busg JS 4 asar Jols 84§ amldl Sl e 2ols ¢lail e Ble (2 cilidall
d>lg alemily D=t K& (§ 095 udy Sleaslly aladd el ddly andl Sldes Jio by deass; Aminilly
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U3 diel (pag Bydilen Bygumy LAl Baid ol AL 9s 6y5T BLAIL Sl J3e3 of Lol sLadll Lpd Jomes
18l clilacg s yall ilacdl caled) ecihall sl caple classeilly SN et
In short, a company records as many events as possible that affect its financial position.
BLadeld JUI S (e L3535 ) &l (e (S suke ST gl risel=ll OL8 sLazsly
The main Steps in the Recording Process are:
Jemud) adae olghas
® Analyse each transaction for its effects on the accounts.
bluce!) e la,3Y lag 2aae S Julxs
® Enter the transaction information in a journal.
Logdl § Gasall wleglas L)
® Transfer the journal information to the appropriate accounts in the ledger.
pladl 3l § bl Glauedl ) &ungadl 3948 Jummys
Journalizing
Companies initially record transactions in chronological order (the order in which they occur).
sasall § Sl
(Lgga 75 s S All) Gy cutiy3 (389 Bole cilaagall LAl Joxwd
Thus, the journal is referred to as the book of original entry. For each transaction, the journal shows the
debit and credit effects on specific accounts.
g Sllacn) L1l Bl 358l Hpagall 183 el Aiden SIS J5¥1 il i85 ety Hngall L) sLdg
The journal makes several significant contributions to the recording process:
(LY el Zubee 3 Lolal Aealudl (o sotadl Huagull Cias
1. ltdiscloses in one place the complete effects of a transaction.
oty ole @ Slaiall K W dxa e Jgunsl
2. ltprovides a chronological record of transactions.
Slaa a0 L_;'L;)LLN syl
3. It helps to prevent or locate errors because the debit and credit amounts for each entry can be
easily compared.
g O)lad oof Sy dud IS 3lally uall bl 5lade o s mumiaty aie § Bacled
A complete entry consists of:
(1) the date of the transaction
(2) the accounts and amounts to be debited and credited
(3) a brief explanation of the transaction.

Alslas JSI patins zpds (3) (slally auall LU cabbusdl (2) calolall oyl (1) o JolSI1 sl 35S
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Some entries involve only two accounts, one debit and one credit. An entry like these is considered a
simple entry.
ocud) sl s9all sda Jie £y Gils ;5 e Leads 1add culues (ragass 39aall aay
An entry that requires three or more accounts is a compound entry.
S il Fosd ST 5T bl B et gl wall
Posting: Transferring journal entries to the ledger accounts is called posting.
Jem Al s alall Sl ) gl 3 Ayl 55uall g i Jeo )
An Expanded Example
October 1: Stockholders invest $100,000 cash in an advertising venture to be known as Pioneer
Advertising Agency Inc.
e W, Tuas $100000 jLeiiuls Osenludl ol5

Cash 100000
October 1

Common Stock 100000

October 1: Pioneer Advertising purchases office equipment costing $50,000 by signing a 3-month, 12%,

$50,000 note payable.

Layd Lgiue Butilay yl OB day Biwd a8 4859 Cadgg 50000 Lralss 40aSe wlans ol iy WS culs
%12

Equipment 50,000
October 1

Notes Payable 50,000

October 2: Pioneer Advertising receives a $12,000 cash advance from KC, a client, for advertising services
that are expected to be completed by December 31.

Jo¥1 0938 310 Lapaas JLaaST adaall oo Slods elal dlaall usl oy Tudi 12000 ey UKy caals

October 2 Cash 12,000

Unearned Service Revenue 12,000

October 3: Pioneer Advertising pays $9,000 office rent, in cash, for October.
Tugs casll L] $9000 (MY Sy cads (I (0,45 3.

Rent Expense 9,000
October 3

Cash 9,000

October 4: Pioneer Advertising pays $6,000 for a one-year insurance policy that will expire next year on

September 30.
palall plall Jslil 305 25 Al A e (nals Loy $6000 (DY) UKy ceads Jo¥ (0,45 4,
Prepaid Insurance 6,000
October 4
Cash 6,000
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October 5: Pioneer Advertising purchases, for $25,000 on account, an estimated 3-month supply of

advertising materials from Aero Supply.

$250005 (MY 3lga (0 sl 3 lopliue (MY WKy &l

Supplies 25,000
October 5

Accounts Payable 25,000

October 9: Pioneer Advertising signs a contract with a local newspaper for advertising inserts (flyers) to be
distributed starting the last Sunday in November. Pioneer will start work on the content of the flyers in

November. Payment of $7,000 is due following delivery of the Sunday papers containing the flyers.
Opd e G s s e Tty Leassel i Al clidd Jo¥ Al Biumes pe die (DIY! 2S5 cuady
JW el JM> $7000 ads iwy G (pydS 3 clpdddl Goime e Joally AE agate S
AY! &l ddd) el Y daial

No journal entry is necessary in October

JoY (pyiid s uid ol cany ¥

October 20: Pioneer Advertising’s board of directors declares and pays a $5,000 cash dividend to

stockholders.

$5000 gleay &pudi clas3s3 adag Y WK 5yls) udma el

Dividends 5,000
October 20

Cash 5,000

October 26: Pioneer Advertising paid salaries and wages $40,000 cash.
Jas $40000 jexiy cilgy Al sy

Salaries and Wages Expense 40,000

October 26
Cash 40,000

October 31: Pioneer Advertising receives $28,000 in cash and bills Copa Company $72,000 for

advertising services of $100,000 performed in October.

iler Lapuds @3 2dke] loas e dleall 1Y 72000 Aagsy 555510 oyl Tuas $28000 s cualicel
$100000

Cash 28,000

October 31 Accounts Receivable 72,000

Service Revenue 100,000
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Trial Balance dax|,l| olne
Atrial balance is a list of accounts and their balances at a given time.
Sazme (a3 IS Lduayly aladl 3l § doguall cblusd) IS 4asls dax bl ¢lne Jias
A company usually prepares a trial balance at the end of an accounting period. The trial balance lists the
accounts in the order in which they appear in the ledger, with debit balances listed in the left column and
credit balances in the right column. The totals of the two columns must agree.
S aladl 3Ll sy danb ity 2Ll Ol o9 Aaralell B0 e @ aa bl Ol slas] o
Opiay]l gaazma allaty oof cazmsg oras] Sgaall G asldl Buuo 19 yuud¥ 3gan]l 3 Buyo 1 onY]
The trial balance proves the mathematical equality of debits and credits after posting. A trial balance also
uncovers errors in journalizing and posting. The procedures for preparing a trial balance consist of:
& Bl Gl aebay LS < hill ey 2lally Bl S o @bl @obudll Zanbll oline dss
AL el oLl comy Zan Ll ol slas) iy Jumlly wld¥ § sllasd) e 2 isl
1. Listthe account titles and their balances in the appropriate debit or credit column.
ol el Conlbill il § Lpaamyls bl sl 21y
2. Total the debit and credit columns.
oSldl Caylally cpall caylall e (K sg0c pox
3. Prove the equality of the two columns.
okl Golud (e 3azill
Trial balance does not guarantee freedom from recording errors, however. Numerous errors may exist
even though the totals of the trial balance columns agree.
Bisoyl ae Al clblusdl Suse)l goame Bl of G slasyl o bixadll Blee ol Zaalll Glae casay ¥
asludl ol lusd!
For example, the trial balance may balance even when:
Lois g Bz bl ol O3l o oS «JULI e e
®  Atransaction is not journalized.
Logedl @ Lo Aol Jumud o ¥
®  Acorrectjournal entry is not posted.
o dagy dud Juys @i Y
® Ajournal entry is posted twice.
e Lo Aolas Juxud
® Incorrect accounts are used in journalizing or posting.
Jimlly el § 2bls Sllus aluasiul

B Offsetting errors are made in recording the amount of a transaction.
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Adjusting Entries &gudll 5945
The use of adjusting entries makes it possible to report on the balance sheet the appropriate assets,
liabilities, and stockholders’ equity at the statement date. Adjusting entries also make it possible to report
on the income statement the proper revenues and expenses for the period.
G AU Bsamy (olalil¥ly (Jsua¥! e 2kl @ eeledl a0l Al il Bogudll 3545 alusiul o)

BN IS5 Sldgpally laly e J5all 2508 3 eabaad ! poyanl AiSa) Ll el LeS 2l s
Types of Adjusting Entries &gudl| 59,5 &bﬂ

Adjusting entries are classified as either deferrals or accruals. Each of these classes has two subcategories

A Ao ol L ) Lasgay s (@lg Aamiue d9ig (Azgo) Ladia Aegdie 39i ) Logudll 3548 il

Deferrals: (&>5e) Losis 4 gdite 295

1. Prepaid expenses: Expenses paid in cash before they are used or consumed

LSl ol Ll smiaol Ju8 Tads cuads Sldgpume oye Sylie (£ Lostdio Aegde ilhgyima

2. Unearned revenues: Cash received before services are performed

Anasd) 200 8 Ldguio Ladi fles (B9 LdSh e Slslyy

Accruals :diziuwae 394

1. Accrued revenues: Revenues for services performed but not yet received in cash or recorded

day Llae gl 6F il oy @ oS0 Laols @3 wlous oo Slalyl s Bylie (P9 Aamiun cilalyy)

2. Accrued expenses: Expenses incurred but not yet paid in cash or recorded

oy Lreud pds o @ 8 il Gldgian (e Bylie (P9 Laxtun Sldgian

Adjusting Entries for Deferrals

Deferrals are expenses or revenues that are recognized at a date later than the point when cash was originally
exchanged. The two types of deferrals are prepaid expenses and unearned revenues.
Slevdall syl Sbgud!
oy Laad of Luadl 2 ol 3 myln L BIAY! @5 alsly) ol Gldgpms e Byl @ <leaall
LudSa g Slolyly v Aegdie Slégyuan foness
If a company does not make an adjustment for these deferrals, the asset and liability are overstated, and
the related expense and revenue are understated.
on els e SLIAIN Uyl ga JS 0l8 cloasll sl Zapll clsadl shal 3,80 05 o 13]
Lgesd (o J3L plaia lslly ldgyima (e Lblay Loy Lies
Prepaid Expenses
Assets paid for and recorded before a company uses them are called prepaid expenses. Thus, an

adjusting entry for prepaid expenses results in a debit to an expense account and a credit to an asset
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account. Prepayments often occur in regard to: insurance, supplies, advertising, rent, buildings and
equipment
Lodia degdull oo gyall
9yimall Lgudll uid o3 Sl caSMguol of doliimiael Jud Joeaog s iy oy Loctio $98ull 89yl sy
Loty Jia¥ly loe a9 pall lus Jaz die gahy Loude gyoull
Slaally GLA Gl (oMY colopliad) conalidl bl 4 Bole Aouall legdull gl
Pioneer Advertising purchased advertising supplies costing $25,000 on October 5. Prepare the journal

entry to record the purchase of the supplies.

AN dagdl B Ll 03 .o (9,43 5 (3 25000 LealSs &udle] olajlives (DY) &S ol

Supplies 25,000
October 31

Cash\ Accounts Payable 25,000

An inventory count at the close of business on October 31 reveals that $10,000 of the advertising supplies

are still on hand.

Lo cllaadl (&) Bagzge JIi5 ¥ $10000 dagds Aidle) Slajlione oF Jo¥1 (aydd s il 955l oy y o
(15000 =10000-25000 Jolay

Supplies Expense 15,000
October 31 PP P

Supplies 15,000

On Oct. 4th, Pioneer Advertising paid $6,000 for a one-year fire insurance policy, coverage beginning

October 1. Prepare the entry to record the purchase of the insurance.

@3 . Jo¥ add 1 Ge elan) B Bul Byl s (0els Aarsy $6000 (DY) WKy cads Jo¥l (i 4 3
ol Ladsy elps oLy w@ll slacly

Prepaid Insurance 6,000

October 4
Cash 6,000

An analysis of the policy reveals that $500 ($6,000 + 12) of insurance expires each month. Prepare the

entry to record the insurance cost expired in October.
Jo¥ ooy

Insurance Expense 500
October 31

Prepaid Insurance 500

Pioneer Advertising estimates depreciation on its office equipment to be $400 per month. Prepare the

entry to record depreciation for the month of October.

Ol i e MY femadd sl slaely @3 .y d IS $400; LaSe laal cIMia¥! (el Ay )08
JoY!
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October 31 Depreciation Expense 400

Accumulated Depreciation 400

Unearned Revenues
When companies receive cash before services are performed, they record a liability by increasing
(crediting) a liability account called unearned revenues. Unearned revenues often occur in regard to: rent,
airline tickets, tuition, magazine subscriptions, customer deposits
eudSL e olal Yl
Ay adl e Lol cendSU e Al azasg sleasedly alud) @uds S5 (10 alAIS Wiy diasms 2uads Jies
S Desde sl @lle¥! @l g Sloly¥l sgh e @aladl AU ey @lalfIN 8305 J) 635
oo sl H93 Lliams @ wldleYly SBIASY Jode Aol Jimadll pgwy dodde 2ozl olakll
el (pe denall olasldl
Pioneer Advertising received $12,000 on October 2nd from KC for advertising services expected to be
completed by December 31. Prepare the journal entry to record the receipt on October 2nd.
slasly @3 .Jo¥l 0938 31 § LS| adeill o wlous dilie sMaadl usl (e $12000 DAYl &Sy ki
Jo¥ (0,45 2 § clisguall Y] agall

Cash 12,000
October 2

Unearned Service Revenue 12,000

Analysis reveals that Pioneer Advertising earned $4,000 of the advertising services in October. Prepare the

entry to record the revenue for services performed.

Aosdl B slacly @8 Jo¥l iy Y @leds e $4000 cawdS) a8 P! WSy of Jel=ddl ok
Anaall cleasdl e s)¥ Juzad

Unearned Service Revenue 4,000
October 31

Service Revenue 4,000

Adjusting Entries for Accruals
Companies make adjusting entries for accruals to record revenues for services performed and expenses
incurred in the current accounting period. Without an accrual adjustment, the revenue account (and the
related asset account) or the expense account (and the related liability account) are understated.
Slamiuell 432l Sbgudd!
Clasiuel] Lgudll 598 slacly 8,40 295 oo Slamtudl Byay Laprdl Slgudll (o S ol
OL Logudll 5548 (9 (0 Apwelell 85l M il Sldgiang Ll @3 aleas e Slaly¥ iz
by g (AU Gl (e 4y Loy Leg) ligpall Glusg (Jua¥! ol (10 4y asiyy Log) al¥ ol

Aiedd o J3L
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Accrued Revenues
Revenues for services performed but not yet recorded at the statement date are accrued revenues.
Accrued revenues often occur in regard to: rent, interest, services performed
amiud | olslyuY
Lzl @lalpy! lagys b Boley daslall slue] mol 3 day Jxud o SO Laal @3 wleas e @lslyl
8lagll Sleasd! Buslall ¢l ¥l
In October Pioneer Advertising performed services worth $2,000 that were not billed clients before Oct.
31. Prepare the entry to revenues for services performed.
@ oYl oy 31 b oeall Layslsd Jluoy) @y @ @lly $2000 Laosd Slous @uuas (MY WISy culoST
Louill Sleusdl e SlalgY! b slael

Accounts Receivable 2,000
October 31

Service Revenue 2,000

Accrued Expenses
Expenses incurred but not yet paid or recorded at the statement date are called accrued expenses.
Accrued expenses often occur in regard to: rent, interest, taxes, salaries
Adziud | olé g all
Lamiadl g pall e Aailad) ALY ey day sud of Jzead @ Ly Ball IS cdminl Sldgpas (2
Hamiull y9oMg il gyl Aamiudl il pall (damradl suslall  sorudl Hles
Pioneer signed a three-month, 12%, note payable in the amount of $50,000 on October 1. Prepare the
adjusting entry on Oct. 31 to record the accrual of interest.
slascly @8 oY1 (pyid 1§ 50000 aleas %12 Lol Lasld ¢y aT M Lrae ads 4859 (Y 4S5 ciadg
JoY (3,5 s Bl B5Lal) (Blasmiul i

Interest Expense 500
October 31

Interest Payable (50000x 12%x 1\12) 500

Pioneer Advertising reasonably estimates a bad debt expense for the month of $1,600. Prepare the entry

to record the bad debts for the month of October.
Lbammiy oSl Ogaadl Juzead) wall sluels @8 .$1600 p i) Llpams JSall Ogaadl (MY UKy oy
Jo¥ (i3 e oo

Bad Debt Expense 1,600
October 31

Allowance for Doubtful Accounts 1,600

Adjusted Trial Balance
After journalizing and posting all adjusting entries, Company prepares another trial balance from its ledger

accounts. This trial balance is called an adjusted trial balance.
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Ciyag Sl bl J) Sl 55T Zarlya Olite slutely 380 585 Ryl 3348l S Jumyiy ilil] s
Logudll day Zax Ll ¢lies
Preparing Financial Statements
Financial Statements are prepared directly from the Adjusted Trial Balance.
AW @slgadl slue)
ugadll tag an bl ol slute] da 8yale 2L ilgll as
Closing
The closing process reduces the balance of nominal (temporary) accounts to zero in order to prepare the
accounts for the next period’s transactions.
To transfer all income statement account balances to the Retained Earnings account in owner’s equity.
Balance sheet (asset, liability, and equity) accounts are not closed.
Dividends are closed directly to the Retained Earnings account.
:JLadY! 548
Shlusdl ez ooy saall (2a83l)) el Slluxll Susmyl pagass 3 Ssle aall sl de Gl
A uwlell 350 laaal
LSW Bga> @ Bmrmll 2 LY bl ) Joudl 2038 Sllus Suim)l Juos
Jaas ¥ (LS Ggamg bl Y (Jsua¥l) aslill bl
Bzl L)Y ol § Bydilie Jaas clay 3ol
Post-Closing Trial Balance
Recall that a trial balance is prepared after entering the regular transactions of the period, and that a
second trial balance (the adjusted trial balance) occurs after posting the adjusting entries. A company may
take a third trial balance after posting the closing entries. The trial balance after closing is called the post-
closing trial balance.
A post-closing trial balance provides evidence that the company has properly journalized and posted the
closing entries. It also shows that the accounting equation is in balance at the end of the accounting
period.
:JWadY! way daxlpll Olne
3943 ey day a5 T Aazlie Olie liag BAAN S35 8,,Sall clidiall @ld] day day Aazle Olie b
Olite Bale dde 3llayg JladY) 258 Jimyiy ld] aay EdU dazlie Olae slae] Sy Lbezydy dgudl)
JadY) oy dax Ll
Uslall O (o LS abin Sy JLa8Y 3948 Jumyis ol cwld 35,00 ob Juds Bl Ol pusy
A=l 380 Ale 8 3lane Anul=l
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The Accounting Cycle Summarized
A summary of the steps in the accounting cycle shows a logical sequence of the accounting procedures
used during a fiscal period:
Aol | 3]l Aads
Ldl I Aol b=l @lsl o Ahidl mliadl isgy dawlell 550l Slghs jaskle b Lo
aJul
1. Enter the transactions of the period in appropriate journals.
Latsll dwgdl slas 3 sall wlaaw 7y
2. Post from the journals to the ledger (or ledgers).
S ) Slaagall o Jum sl
3. Take an unadjusted trial balance (trial balance).
Augradll Jib Zazr bl olite ssgeas
4. Prepare adjusting journal entries and post to the ledger(s).
Sl Ll uagall § gl 3948 s
5. Take a trial balance after adjusting (adjusted trial balance).
Lygudll dmy 22zl ()l slae)
6. Prepare the financial statements from the second trial balance.
Zugradl) s 2ar bU Gl oo 2Ll @lsall sl
7. Prepare closing journal entries and post to the ledger(s).
S Ll 55 Asngall & JLASY! 345 sloc]
8. Take a post-closing trial balance (optional).
JadY aay dax Ul ole slae]
9. Prepare reversing entries (optional) and post to the ledger(s).
Sl Ll y39 (Ayleis| 8 y54m) Lol sguall slue)
Note Most companies use accrual-basis accounting. They recognize revenue when the performance
obligation is satisfied and expenses in the period incurred, without regard to the time of receipt or
payment of cash.
Under the strict cash-basis, companies record revenue only when they receive cash, and record expenses
only when they disperse cash
Lousl @uuds e 3l¥ Jimud e psdy gl 3la=awY] oolal S AT e sl poseius dlasdle
Leads of Llams @iy a1 BAAN (e Jlasll (i Ldexs wie cildgually
Jass Lass die lagyally Lluams tie olsl ¥ Jumad o gaasll soludl) ladg
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Name the accounts debited and credited for each of the following transactions.

A. Billing a customer for work done.

B. Receipt of cash from customer on account.

C. Purchase of office supplies on account.

D. Purchase of 15 gallons of gasoline for the delivery truck.

Debit

Credit

Accounts Receivable (Asset) +

Service Revenue (Owner equity)+

Cash(Asset) +

Accounts Receivable (Asset) -

Office Supplies (Asset) +

Accounts payable (Liabilities) +

A
B
C
D

Gasoline (Asset) +\ Gasoline expense (Owner equity)-

Cash (Asset) -

Indicate whether each of the following items is a real or nominal account.

A. Prepaid Rent.
B. Salaries and Wages Payable.
C. Inventory.
D. Accumulated Depreciation—Equipment.
E. Equipment.
F. Service Revenue.
G. Salaries and Wages Expense.
H. Supplies.

Account Type
A Prepaid Rent R
B Salaries and Wages Payable R
C Inventory R
D Accumulated Depreciation—Equipment R
E Equipment R
F Service Revenue N
G Salaries and Wages Expense N
H Supplies R
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Transactions for Mehta Company for the month of May are presented below. Prepare journal
entries for each of these transactions.
1) May 1 B.D. Mehta invests $4,000 cash in exchange for common stock in a small welding corporation.3
Buys equipment on account for $1,100.
2) 13 Pays $400 to landlord for May rent.
3) 21 Bills Noble Corp. $500 for work done.

Description Debit Credit
Investment 4000
May 1
Cash 4000
Equipment 1100
May 3 kil
Accounts payable 1100
Rent expense 400
May 13
cash 400
Accounts receivable 500
May 21
Service revenue 500

Agazzi Repair Shop had the following transactions during the first month of business as a
proprietorship. Journalize the transactions.

1) Aug. 2 Invested $12,000 cash and $2,500 of equipment in the business.

2) 7 Purchased supplies on account for $500.

3) 12 Performed services for clients, for which $1,300 was collected in cash and $670 was billed to the
clients.

4) 15 Paid August rent $600.

5) 19 Counted supplies and determined that only $270 of the supplies purchased on August 7 are still on
hand.

Description Debit Credit
Cash 12000
Aug 2 Equipment 2500
Capital 14500
Aug7 Supplies 500
Accounts payable 500
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Cash 1300
Aug 12 Accounts receivable 670
Service revenue 1970
Rent expense 600
Aug 15
Cash 600
Supplies expense 230
Aug 19
Supplies 230

Beverly Crusher is a licensed CPA. During the first month of operations of her business (a sole
proprietorship), the following events and transactions occurred.

April 2 Invested $32,000 cash and equipment valued at $14,000 in the business.

Hired an administrative assistant at a salary of $290 per week payable monthly.

April 3 Purchased supplies on account $700.

April 7 Paid office rent of $600 for the month.

April11 Completed a tax assignment and billed client $1,100 for services rendered

April12 Received $3,200 advance on a management consulting engagement.

April17 Received cash of $2,300 for services completed for Ferengi Co.

April 21 Paid insurance expense $110.

April 30 Paid administrative assistant $1,160 for the month.

April 30 A count of supplies indicated that $120 of supplies had been used.

April 30 Purchased a new computer for $6,100 with personal funds. (The computer will be used
exclusively for business purposes.)

Instructions: Journalize the transactions in the general journal.

Description Debit Credit
Cash 32000
April 2 Equipment 14000
Capital 46000
No entry needed
Supplies 700
Apr 3 PP
Accounts payable 700
Rent 600
Apr7
cash 600
Accounts receivable 1100
Apr 11
Service revenue 1100
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Cash 3200
Apr12
Unearned service revenue 3200
Cash 2300
Apr 17
Service revenue 2300
Insurance expense 110
Apr 21
Cash 110
Administrative expense 1160
Apr 30
Cash 1160
Supplies expense 120
Apr 30
Supplies 120
Computer 6100
Apr 30
Capital 6100

Wyl Sliguddl (e ouyles
Prepare the following adjusting entries at August 31 for Walgreens
(a) Interest on notes payable of $300 is accrued
(b) Services performed but unbilled yet total $1400

(c) unpaid Salaries and wages totaled $700

Interest expense 300

: Interest payable 300
Accounts receivable 1400

; Service revenue 1400
Salaries expense 700

‘ Salaries payable 700
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The Ledger of Duggan Rental Agency on March 31 of the current year includes the following selected

accounts before adjusting entries have been prepared.

Debit Credit
Prepaid Insurance $ 3,600
Supplies 2,800
Equipment 25,000
Accumulated Depreciation—Equipment $ 8,400
Notes Payable 20,000
Unearned Rent Revenue 9,300
Rent Revenue 60,000
Interest Expense —0—
Salaries and Wages Expense 14,000

An analysis of the accounts shows the following.

1. The equipment depreciates $250 per month.

2. One-third of the unearned rent was recognized as revenue during the quarter.
3. Interest of $500 is accrued on the notes payable.

4. Supplies on hand total $850.

5. Insurance expires at the rate of $300 per month.

Requirements: 1. Prepare the adjusting entries at March 31, assuming that adjusting entries are made

quarterly
2. Show the effects of the ending balances on financial statements.
Description Debit Credit

Depreciation expense (250 x3=750) 750

1 Accumulated depreciation 750
Unearned rent revenue (9300+3) 3100

? Rent revenue 3100
Interest expense 500

> Interest payable 500
Supplies expense 1950

4 Supplies 1950
Insurance Expense (300x 3) 900

> Prepaid Insurance 900
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Trial Balance:

Accounts

Debit

Credit

Prepaid Insurance

$ 2,700

Supplies

850

Equipment

25,000

Accumulated Depreciation—Equipment

$ 9150

Notes Payable

20,000

Unearned Rent Revenue

6,200

Rent Revenue

63,100

Interest Expense

500

Salaries and Wages Expense

14,000

Depreciation expense

750

Insurance expense

900

Interest payable

500

Supplies expense

1950

Income Statement

Revenue

63100

- Exgenses

Interest Expense

500

Salaries and Wages Expense

14,000

Depreciation expense

750

Insurance expense

900

Supplies expense

1950

(18100)

45000

Owner Equity Statement

Capital

+ net income

45000

- withdrawals

Ending owner equity
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Balance Sheet

Prepaid Insurance $ 2,700 | Notes Payable 20,000
Supplies 850 Unearned Rent Revenue 6,200
Equipment 25,000 | Interest payable 500
Accumulated Depreciation—Equipment (9150) | Ending owner equity -—--

The Green Thumb Lawn Care Inc began operations on April 1.

At April 30, the trail balance shows the following balances for selected accounts:

Prepaid Insurance 3600
Equipment 28000
Note Payable 20000
Unearned Service Revenue 4200
Service Revenue 1800

Analysis reveals the following additional data.

a. Prepaid insurance is the cost of a 2-year insurance policy, effective April 1.

b. Depreciation on the equipment is $500 per month.

c. The note payable is dated April 1. Itis a 6-month, 12% note.

d. Seven customers paid for the company’s 6-month lawn service package of $600 beginning In April. The
company performed services for these customers

e. in April Lawn services performed for other customers but not recorded at April 30 totalled $1,500.
Instructions: Journalize the adjusting entries that were made

Show the effects of the ending balances on financial statements.

Description Debit Credit

Insurance expense 150

A Prepaid Insurance (3600+ 24=150) 150
Depreciation 500

i Accumulated depreciation 500
Interest expense (20000x 12%- 6) 400

¢ Interest payable 400
Unearned service revenue (4200+ 6= 700) 700

° Service revenue 700
Accounts receivable 1500

: Service revenue 1500
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T- Accounts

Prepaid Insurance

Unearned revenue

3600 (a) 150 (d) 700 4200
Balance | 3450 Balance | 3500
Service revenue
1800
(d) 700
(e) 1500
Balance 4000
Trial Balance:
Accounts Debit Credit
Equipment 2800
Prepaid insurance 3450
Note payable 20000
Unearned service revenue 3500
Service revenue 4000
Insurance expense 150
Depreciation 500
Accumulated depreciation 500
Interest expense 400
Interest payable 400
Accounts receivable 1500
Income Statement
Service Revenue 4000
- Expenses
Insurance 150
Depreciation 500
interest 400 (1050)
Netincome 2950
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Owner Equity Statement

Capital L
+ net income 2950
- Withdrawals (...)

Ending owner equity

Balance Sheet

Account receivable 1500 Note payable 20000

Prepaid insurance 3450 Interest payable 400

Current Assets Unearned revenue 3500

Equipment 2800 Owner equity

- Accumulated depreciation (500) Capital

Fixed Assets 2300 + netincome 2450
- withdrawals (..)

Journalize the adjusting entries for the following : b Lee JSJ €gudll 3948 SLSL o3
(a) Depreciation of equipment at the rate of 10 percent per year based on original cost of
67000 Layad Aol 2215 ) Tolidel 2w S %10 Ly &laall <Izal
(c) Insurance expired during the year $360 ilu Liudl s g4l ]!

(d) Interest accrued on notes receivable as of December 31, $800

$800 alis dudl ALt (arall Blogl de il Sl Buslall

(f) Property taxes accrued December 31,$2000 aladl 2lg damiun 480 Ay lin

(g) Income taxes payable estimated $3440  =,u8 daxiull J5udl 4uys

Description Debit Credit
Depreciation (67000 x 10%) 6700
y Accumulated depreciation 6700
Insurance expense 360
¢ Prepaid insurance 360
Interest receivable 800
° Interest revenue 800
Property taxes expense 2000
i Property tax payable 2000
Income taxes expense 3440
¢ Income tax payable 3440
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BE3-3 On July 1,2014 Crowe Co. pays $15000 to Zubin Insurance Co. for a 3-year Insurance policy. Both

companies have fiscal years ending December 31. For Crowe Co., Journalize the entry on July 1 and the

adjusting entry on December 31

IS Slgiws 3 Les ol adsy (e Zubin caeldl 45,43 15000 alis Crowe 4S54 cuads 3se3 1 3

Eol Lgwdll By G903 1 el Gagedl il slael @3 Jo¥) 038 310 g5 Adls A Logead (Sl
Jo¥1 093 /31

July 1 Prepaid INSUrance ... 15,000

CaSH o] 15,000
Dec. 31 Insurance Expense ($15,000 X 1/2 X 1/3) 2,500

Prepaid Insurance 2,500

BE3-4 Using the data in BE3-3, Journalize the entry on July 1 and the adjusting entry on December 31 for

Zubin Insurance Co.

3,40 Js¥1 0538 /31 iyl gl by 593 T by il slaely 08 Gladl cyerll @ ULl alaszal,

e
July 1 Cash 15,000
Unearned Service Revenue..........ccoooeeveeeeenecnn... 15,000
Dec. 31 Unearned Service ReVENUE ...........cooveeeeeeeceeeeeeeeeeeean 2,500
Service Revenue($15,000 X 1/2 X 1/3) 2,500

BE 3-5 Assume that on February 1, Procter & Gamble (P&G) paid $720000 in advance for 2 years’
insurance coverage. Prepare P&G'S February 1 journal entry and the annual adjusting entry on June 30

oniiu 3l (et adgy o leaie 720000 e Procter & Gamble 4S,& cads Llea 1 &yln sl o8l
(Soiws iums ol e aad @liludl) 013> 30 by gl 8y boled Tl agell wudll slacly o8

Feb. 1 Prepaid INSUraNnCe .......c...o.coooervvvonerevcinneeccseeeveieessceieanes 720,000

Cash oottt e et e stote b entosoneenes 720,000
June 30 Insurance Expense ($720,000 X 5/24) 150,000

Prepaid Insurance 150,000
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BE3-6 LaBouche Corporation owns a warehouse. On November 1, It rented storage space to a lessee
(tenant) for 3 months for a total cash payment of $2400 received in advance. Prepare LaBouche’s
November 1 journal entry and the December31 annual adjusting entry.
2400 S jlees pel M 5k > liwd oilell pnly cwld (Gl 0,d5 1§ .0jle LaBouche 4S54 el
Jo¥ 0538 31 ks Lgaedll sy (11 i) GV (0,45 1 gyl asadl auall slaiels o8 Lotie dedlil @

Nov. 1 Cash 2,400
Unearned Rent Revenue..........cccocooeveeeevveeennan. 2,400

Dec. 31 Unearned Rent Revenue...........ccocoovveeeveeeeeeeeeeeee. 1,600
Rent Revenue ($2,400 X 2/3) 1,600

BE3-7 Dresser Company’s weekly payroll, paid on Fridays, totals $8000. Employees work a 5-day week.
Prepare Dresser’s adjusting entry on Wednesday, December 31, and the Journal entry to record the $8000
cash payment on Friday, January 2

Al a5 @1 Bid) (o L1 0938 2 Brazed) adull ags Bsagdl dudy (Jo¥) 0538 3T clan¥l agy G Bsgeadll

Dec. | 31 Salaries and Wages Expense ($8,000 X 3/5) 4,800
Salaries and Wages Payable 4,800
Jan. 2 Salaries and Wages Payable-.................ccccooourrrvviiivccnnnrininnnne. 4,800
Salaries and Wages EXpense ...........ccc.ccounrvvionnrcviicnnernnnes 3,200
Cash 8,000

BE3-8 Include in Gonzalez Company’s December 31 trail balance is a note receivable of $12000. The note

is a 4-month, 10% note dated October 1. Prepare Gonzalez's December 31 adjusting entry to record #300

of accrued interest, and the February1 journal entry to record receipt of $12400 from the borrower.

el danl asy Beiad 3looY! $12000 desdy (aid Blogl wlus S 0938 /31 fliy Gonzalez 4S,s daxlye ¢iline (rasal

aiilly 300 il @lg Aamiwdl Buslall Sldy S 0938 31 3 Lgadll 3948 slacly @8 ¥ ()i 1 oo elamyl A3 50 (B9
ol (e 12400 ales w3y Lld 1 sl osa

Dec. 31 Interest Receivable ..., 300
Interest Revenue...........cocvcvvevcevveneniencrienenns 300
Feb. 1 Cash 12,400
Notes Receivable.........c.coovomininrinininrecien. 12,000
Interest Receivable.........cooooovvrinernrinrineieien. 300
Interest Revenue...........coccvvencvvvencveeencrnennenns 100
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BE3-9 Prepare the following adjusting entries at August 31 for Walgreens
<l 31 @ aJudl %}.ﬁ«ﬁ‘ d9ud ldl pé

(a) Interest on notes payable of $300 is accrued 300 ;| tde; da=ius 351 SJlia
(b) Services performed but unbilled yet total $1400 sy sslsall Jlay] @iy @ (89 Slods @uuds @3
(c) unpaid Salaries and wages totaled $700 700 ,lide dcgdie pé ilyy Il

Interest expense 300

| Interest payable 300
Accounts receivable 1400

g Service revenue 1400
Salaries expense 700

‘ Salaries payable 700

BE3-10 At the end of its first year of operations, the trail balance of Alonzo Company shows Equipment
$30000 and zero balances of Accumulated Depreciation-Equipment and Depreciation Expense.
Depreciation for the year is estimated to be $2000. Prepare the adjusting entry for depreciation at
December 31, and Indicate the Balance sheet presentation for the equipment at December 31
sigo daso39 30000 jliey luall Glus Alonzo 48,4t Zax Ul glie bl cJuaddl (e Jo¥! Al Ll
MY Clusg ciliasl] (ST AIMiaY! aozme ol
sas @3 (Jo¥! 0s3 31 & I Awdlly Lgundl) B slely @8 2000 plees duwdl sl DAYl 15045 @
Aaoliall Akl claall Goype 2asl

Depreciation EXPenSse ... 2,000

Accumulated Depreciation—Equipment ... 2,000

Balance Sheet

EQUIPIMENT oo $30,000

Less: Accumulated Depreciation—Equipment ... 2,000 $28,000
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