[bookmark: _Toc352246345]CHAPTER TWO
The Accounting
Process
[bookmark: _Toc352246346]Chapter 2 looks more closely at asset, liability, and shareholder’s equity accounts and how they are affected by double-entry accounting. The transactions introduced in Chapter 1 for Big Dog Carworks Corp. are used to explain “debit” and “credit” analysis. The preparation of a trial balance will be introduced. Additionally, this chapter will demonstrate how transactions are recorded in a general journal and posted to a general ledger. Finally, the concept of the accounting cycle is presented.
Chapter 2 Learning Objectives
LO1 – Describe asset, liability, and equity accounts, identifying the effect of debits and credits on each.
LO2 – Analyze transactions using double-entry accounting.
LO3 – Prepare a trial balance, explain its use, and prepare financial statements from it.
LO4 – Record transactions in a general journal and post them to a general ledger.
LO5 – Define the accounting cycle.


A.	Accounts 	
Chapter 1 reviewed the analysis of financial transactions and the resulting impact on the accounting equation. We now expand that discussion by introducing the way transaction is recorded in an account. An account accumulates detailed information regarding the increases and decreases in a specific asset, liability, or shareholders’ equity item.  Accounts are maintained in a general ledger. We now review and expand our understanding of asset, liability, and shareholders’ equity accounts.LO1 – Describe asset, liability, and equity accounts, identifying the effect of debits and credits on each.

Asset Accounts
Recall that assets are resources that have future economic benefits for the business. The primary purpose of assets is that they be used in day-to-day operating activities in order to generate revenue either directly or indirectly. A separate account is established for each asset. Examples of asset accounts are reviewed below.
· Cash has future purchasing power. Coins, currency, cheques, and bank account balances are examples of cash. 

· Accounts receivable occur when products or services are sold on account (or “on credit”). When a sale occurs on account or on credit, the customer has not paid cash but promises to pay in the future. 

· Notes receivable are formal promises to pay accounts receivable on a specific future date along with a predetermined amount of interest.

· Unused supplies are things like paper, staples, and other business stock to be used in the future. If the supplies are used before the end of the accounting period or immaterial in amounts, they are considered an expense of the period rather than an asset.

· Merchandise inventory are goods held for sale.

· Prepaid insurance represents an amount paid in advance for insurance. The prepaid insurance will be used in the future.

· Prepaid rent represents an amount paid in advance for rent. The prepaid rent will be used in the future.

· Buildings indirectly help a business generate revenue over future accounting periods since they provide space for day-to-day operating activities. 

· Land cost must be in a separate account from any building that might be on the land. Land usually has an indefinite useful life.
Liability Accounts
As explained in Chapter 1, a liability is an obligation settled in time through the transfer of economic benefits like cash. One purpose of liabilities is to finance the purchase of assets like land, buildings, and equipment. Liabilities are also used to finance day-to-day operating activities. Examples of liability accounts are reviewed below.
· Accounts payable are debts owed to suppliers for goods purchased or services received as a result of day-to-day operating activities. An example of a service received on credit might be a plumber billing the business for a repair.

· Wages payable are wages owed to employees for work performed but not paid at the statement of financial position date.

· Bank loans are debts owed to a bank or other financial institution.

· Unearned revenues are payments received in advance of the product or service being provided. If a customer pays $1,000 for an automobile repair to be done in the next accounting period, this is recorded as a liability.
Shareholders’ Equity Accounts
Chapter 1 explained that shareholders’ equity represents the net assets owned by the owners of a corporation. There are five different types of shareholders’ equity accounts: share capital, retained earnings, dividends, revenues, and expenses. Share capital represents the investments made by owners into the business and causes shareholders’ equity to increase. Retained earnings is the sum of all net incomes earned over the life of the corporation to date, less any dividends distributed to shareholders over the same time period. Therefore, the Retained Earnings account includes revenues, which cause shareholders’ equity to increase, along with expenses and dividends, which cause shareholders’ equity to decrease. Figure 2-1 summarizes shareholders’ equity accounts.
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Figure 2-1	Composition of Shareholders’ Equity 
T-accounts
A simplified account, called a T-account, is often used as a learning tool to show increases and decreases in an account. It is called a T-account because it resembles the letter T. As shown in the T-account below, the left side records debit entries and the right side records credit entries.
Account Name

Debit
(always on left)
Credit
(always on right )





The type of account determines whether an increase or a decrease in a particular transaction is represented by a debit or credit. For financial transactions that affect assets, dividends, and expenses, increases are recorded by debits and decreases by credits. This guideline is shown in the following T-account.
            Assets, Dividends, Expenses

Debits are always increases
 
Credits are always decreases



For financial transactions that affect liabilities, share capital, and revenues, increases are recorded by credits and decreases by debits, as follows:
     Liabilities, Revenues, Share CapitalDebits are always decreases
.
Credits are always increases






	
	Assets
	=
	Liabilities
	+
	S/H Equity

	Increases are recorded as:
	Debits
	
	Credits
	
	Credits*

	Decreases are recorded as:
	Credits
	
	Debits
	
	Debits**

	* Revenue and share capital transactions cause shareholders’ equity to increase, so they are recorded as credits.

	**Expense and dividend transactions cause shareholders’ equity to decrease, so they are recorded as debits.





The following summary shows how debits and credits are used to record increases and decreases in various types of accounts.
ASSETS
DIVIDENDS
EXPENSES
Increases are DEBITED
Decreases are CREDITED
LIABILITIES
SHARE CAPITAL
Increases are CREDITED
Decreases are DEBITED



This summary will be used in a later section to illustrate the recording of debits and credits regarding the transactions of Big Dog Carworks Corp. introduced in Chapter 1.
The account balance is determined by adding and subtracting the increases and decreases in an account as shown below:
     Accounts Payable
	Debit	Credit
            700     5,000
Balance          4,300   
                    Cash
	     Debit	Credit
              10,000       4,000
                3,000       2,000
                   400       2,400
Balance  5,000          



 
The $5,000 debit balance in the Cash account was calculated by adding all the debits and subtracting the credits (10,000 + 3,000 + 400 – 4,000 – 2,000 – 2,400). The $5,000 is recorded on the debit side of the T-account because the debits are greater than the credits. In Accounts Payable, the balance is a $4,300 credit calculated by subtracting the debits from the credits (5,000 – 700). 
Notice that Cash shows a debit balance while Accounts Payable shows a credit balance. The Cash account is an asset so its normal balance is a debit. A normal balance is the side on which increases occur. Accounts Payable is a liability and because liabilities increase with credits, the normal balance in Accounts Payable is a credit as shown in the T-account above. 


Chart of Accounts
A business will create a list of accounts called a chart of accounts where each account is assigned both a name and a number. A common practice is to have the accounts arranged in a manner that is compatible with the order of their use in financial statements. For instance, Asset accounts may begin with the digit ‘1’, liability accounts with the digit ‘2’, and shareholders’ equity accounts (excluding revenues and expenses) with the digit ‘3’. Each business will have a unique chart of accounts that corresponds to its specific needs. Assume Big Dog Carworks Corp. uses the following numbering system for its accounts:
	100-199
	Asset accounts

	200-299
	Liability accounts

	300-399
	Share capital, retained earnings, and dividend accounts accounts

	400-499
	Revenue accounts

	600-699
	Expense accounts


[bookmark: _Toc352246348]B.	Transaction Analysis Using Accounts
In Chapter 1, transactions for Big Dog Carworks Corp. were analyzed to determine the change in each item of the accounting equation. In this next section, these same transactions will be used to demonstrate double-entry accounting. Double-entry accounting means each transaction is recorded in at least two accounts where the total debits always equal the total credits. As a result of double-entry accounting, the sum of all the debit balance accounts in the ledger must equal the sum of all the credit balance accounts. The rule that debits = credits is rooted in the accounting equation: LO2 – Analyze transactions using double-entry accounting.

ASSETS    =      LIABILITIES    +    SHAREHODLERS’ EQUITY
 Debits     =          Credits      +                   Credits

Illustrative Problem—
Double-Entry Accounting and the Use of Accounts
In this section, the following debit and credit summary will be used to record the transactions of Big Dog Carworks Corp. into T-accounts.
LIABILITIES
SHARE CAPITAL
REVENUE
Increases are CREDITED.
Decreases are DEBITED.
ASSETS
DIVIDENDS
EXPENSES
Increases are DEBITED.
Decreases are CREDITED.



Transaction 1
Jan. 1 – Big Dog Carworks Corp. issued 1,000 shares to Bob Baldwin, the only shareholder, for $10,000 cash.
	
	
	Cash

	Debit: An asset account, Cash, is increased resulting in a debit.
	
	10,000
	

	
	
	
	

	
	
	Share Capital

	Credit: Share Capital, a shareholders’ equity account, is increased resulting in a credit.
	
	
	10,000


Transaction 2 
Jan. 2 – Borrowed $4,000 from the bank.
	
	
	Cash

	Debit: An asset account, Cash, is increased resulting in a debit.
	
	4,000
	

	
	
	
	

	
	
	Bank Loan

	Credit: A liability account, Bank Loan, is increased resulting in a credit.
	
	
	4,000


Transaction 3 
Jan. 3 – Equipment was purchased for $3,000 cash. In this case, one asset is acquired in exchange for another asset.
	
	
	Equipment

	Debit: An asset account, Equipment, is increased resulting in a debit.
	
	3,000
	

	
	
	
	

	
	
	Cash

	Credit: An asset account, Cash, is decreased resulting in a credit.
	
	
	3,000





Transaction 4 
Jan. 3 – A truck was purchased for $8,000; Big Dog paid $1,000 cash and incurred a $7,000 bank loan for the balance. This transaction involves one debit and two credits.
	
	
	Truck

	Debit: An asset account, Truck, is increased by a debit.
	
	8,000
	

	
	
	
	

	
	
	Cash

	Credit: An asset account, Cash, is decreased by a credit.
	
	
	1,000

	
	
	
	

	
	
	Bank Loan

	Credit: A liability account, Bank Loan, is increased by a credit.
	
	
	7,000


Transaction 5
Jan. 5 – Big Dog Carworks Corp. paid $2,400 cash for a one-year insurance policy, effective January 1. Because the insurance provides future benefit, it is recorded as an asset until it is used.
	
	
	Prepaid Insurance

	Debit: An asset account, Prepaid Insurance, is increased by a debit.
	
	2,400
	

	
	
	
	

	
	
	Cash

	Credit: An asset account, Cash, is decreased by a credit.
	
	
	2,400

	
	
	
	


Transaction 6
Jan. 10 – The corporation paid $2,000 cash to reduce the bank loan. 
	
	
	Bank Loan

	Debit: A liability account, Bank Loan, is decreased by a debit.
	
	2,000
	

	
	
	
	

	
	
	Cash

	Credit: An asset account, Cash, is decreased by a credit.
	
	
	2,000

	
	
	
	


Transaction 7 
Jan. 15 – The corporation received an advance payment of $400 for repair services to be performed as follows: $300 in February and $100 in March. Since the revenue relating to this cash receipt is not earned as of this date, a liability account, Unearned Repair Revenue, is created.
	
	
	Cash

	Debit: An asset, Cash, is increased at the time the cash is received by a debit.
	
	400
	

	
	
	
	

	
	
	Unearned Repair Revenue

	Credit: a liability account, Unearned Repair Revenue, is credited.
	
	
	400

	
	
	
	


Transaction 8
Jan. 31 – A total of $10,000 of automotive repair services is performed for customers who paid $7,500 cash. The remaining $2,500 will be paid in 30 days. Two debits are required in this case.
	
	
	Cash

	Debit: An asset, Cash, is increased by a debit.
	
	7,500
	

	
	
	
	

	
	
	Accounts Receivable

	Debit: Another asset, Accounts Receivable, is increased by a debit.
	
	2,500
	

	
	
	
	

	
	
	Repair Revenue

	Credit: A shareholders’ equity account, Repair Revenue, is increased by a credit.
	
	
	10,000





Transaction 9
Jan. 31 – Operating expenses of $7,100 were paid in cash: rent expense, $1,600; salaries expense, $4,000; and supplies expense of $1,500. $700 for truck operating expenses were incurred on credit. This transaction increases four separate expense accounts and two separate statement of financial position accounts.
	
	
	Rent Expense

	Debit: An expense account, Rent Expense is increased by a debit.
	
	1,600
	

	
	
	
	

	
	
	Salaries Expense

	Debit:  An expense account, Salaries Expense is increased by a debit.
	
	4,000
	

	
	
	
	

	
	
	Supplies Expense

	Debit:  An expense account, Supplies Expense is increased by a debit.
	
	1,500
	

	
	
	
	

	
	
	Truck Operating Expense

	Debit:  An expense account, Truck Operating Expense is increased by a debit.
	
	700
	

	
	
	
	

	
	
	Cash

	Credit: An asset, Cash, is decreased by a credit.
	
	
	7,100

	
	
	
	

	
	
	Accounts Payable

	Credit: A liability, Accounts Payable, is increased by a credit.
	
	
	  700

	
	
	
	






Transaction 10
Jan. 31 – Dividends of $200 were paid in cash to the shareholder, Bob Baldwin. Dividends are a distribution of net income, and reduce shareholders’ equity.
	
	
	Dividends

	Debit: The Dividends account is increased by a debit.
	
	200
	

	
	
	
	

	
	
	Cash

	Credit: An asset, Cash, is decreased by a credit.
	
	
	200


After the January transactions of Big Dog Carworks Corp. have been recorded in the T-accounts, each account is totalled and the difference between the debits and credits is calculated, as shown in the following diagram. The numbers in parentheses refer to the transaction numbers used in the preceding section. To prove that the accounting equation is in balance, the account balances for each of assets, liabilities, and shareholders’ equity are added. Notice that total assets of $22,100 equal the sum of total liabilities of $10,100 plus shareholders’ equity of $12,000.
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	ASSETS


	=
	LIABILITIES	
	+
	
	
	
	
	
	SHAREHOLDERS’ EQUITY


	Cash
	
	Bank Loan
	
	Share Capital
	
	Dividends
	
	Repair Revenue

	(1)
	10,000
	(3)
	3,000
	
	(6)
	2,000
	(2)
	4,000
	
	
	
	(1)
	10,000
	
	(10) 200
	
	
	
	
	
	(8)
	10,000

	(2)
	4,000
	(4)
	1,000
	
	
	
	(4)
	7,000
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(7)
	400
	(5)
	2,400
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(8)
	7,500
	(6)
	2,000
	
	
	
	Bal.
	9,000
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	(9)
	7,100
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	(10)
	200
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Bal.
	6,200
	
	
	
	Accounts Payable
	
	
	
	
	
	
	
	
	
	
	
	
	Rent Expense

	
	
	
	
	
	
	
	(9)
	700
	
	
	
	
	
	
	
	
	
	
	
	(9)
	1,600
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Accounts Receivable
	
	Unearned Repair Revenue
	
	
	
	
	
	
	
	
	
	
	
	Salaries Expense

	(8)
	2,500
	
	
	
	
	
	(7)
	400
	
	
	
	
	
	
	
	
	
	
	
	(9)
	4,000
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Prepaid Insurance
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	Supplies Expense

	(5)
	2,400
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	(9)
	1,500
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Equipment
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(3)
	3,000
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	Truck Operating Expense

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	(9)
	700
	
	

	Truck
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(4)
	8,000
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


          22,1001                         =                     10,1002                         +                                                                       12,0003
1 6,200 + 2,500 + 2,400 + 3,000 + 8,000 = 22,100
2 9,000 + 700 + 400 = 10,100
3 10,000 – 200 + 10,000 – 1,600 – 4,000 – 1,500 – 700 = 12,000


C.	The Trial Balance 	
To help prove that the accounting equation is in balance, a trial balance is normally prepared instead of the T-account listing shown in the previous section. A trial balance is an internal document that lists all the account balances at a point in time. The total debits must equal total credits on the trial balance. The form and content of a trial balance is illustrated below, using the account numbers, account names, and account balances of Big Dog Carworks Corp. at January 31, 2017. Assume that the account numbers are those assigned by the business.LO3 – Prepare a trial balance, explain its use, and prepare financial statements from it.

	Big Dog Carworks Corp.

	Trial Balance

	At January 31, 2017

	Acct.
	
	Account balances

	No.
	Account
	Debit
	
	Credit

	101
	Cash
	$6,200 
	
	

	110
	Accounts receivable
	2,500
	
	

	161
	Prepaid insurance
	2,400
	
	

	183
	Equipment
	3,000
	
	

	184
	Truck
	8,000
	
	

	201
	Bank loan
	
	
	$9,000 

	210
	Accounts payable
	
	
	700

	247
	Unearned repair revenue
	
	
	400

	320
	Share capital
	
	
	10,000

	350
	Dividends
	200
	
	

	450
	Repair revenue
	
	
	10,000

	654
	Rent expense
	1,600
	
	

	656
	Salaries expense
	4,000
	
	

	668
	Supplies expense
	1,500
	
	

	670
	Truck operating expense
	700
	
	

	
	
	$30,100
	
	$30,100


Double-entry accounting requires that debits equal credits. The trial balance establishes that this equality exists for Big Dog but it does not ensure that each item has been recorded in the proper account. Neither does the trial balance ensure that all items that should have been entered have been entered. In addition, a transaction may be recorded twice. Any or all of these errors could occur and the trial balance would still balance. Nevertheless, a trial balance provides a useful mathematical check before preparing financial statements.


Preparation of Financial Statements
Financial statements for the one-month period ended January 31, 2017 can now be prepared from the trial balance figures. 
	
	Big Dog Carworks Corp.
Trial Balance
At January 31, 2017
	
	
	

	Acct.
	
	
	Account Balances
	
	
	
	

	No.
	
	
	Debit
	
	Credit
	
	
	
	

	101
	Cash
	
	$ 6,200
	
	
	
	
	
	

	110
	Accounts receivable
	
	2,500
	
	
	
	
	
	

	161
	Prepaid insurance
	
	2,400
	
	
	
	
	
	

	183
	Equipment
	
	3,000
	
	
	
	Big Dog Carworks Corp.
Income StatementFirst, an income statement is prepared for January. Expenses are deducted from revenue to measure the amount of net income for January.

For the Month Ended Jan. 31, 2017

	184
	Truck
	
	8,000
	
	
	
	

	201
	Bank loan
	
	
	
	$ 9,000
	
	

	210
	Accounts payable
	
	
	
	700
	
	
	
	

	247
	Unearned repair revenue
	
	
	
	400
	
	Revenue
	
	

	320
	Share capital
	
	
	
	10,000
	
	  Repairs
	
	$10,000

	350
	Dividends
	
	200
	
	
	
	
	
	

	450
	Repair revenue
	
	
	
	10,000
	
	Expenses
	
	

	654
	Rent expense
	
	1,600
	
	
	
	  Rent
	1,600
	

	656
	Salaries expense
	
	4,000
	
	
	
	  Salaries
	4,000
	

	668
	Supplies expense
	
	1,500
	
	
	
	  Supplies
	1,500
	

	670
	Truck operating expense
	
	700
	
	
	
	  Truck operating
	700
	

	Third, share capital and dividend amounts are transferred to the statement of changes in equity. Dividends reduce retained earnings. They are distributions of net income to owners. 

	
	
	$30,100
	
	$30,100
	
	    Total expenses
	
	7,800

	
	
	
	
	
	
	
	Net income
	
	$2,200



	
	Big Dog Carworks Corp.
Statement Of Changes In Equity
For the Month Ended January 31, 2017Second, net income is transferred to the statement of changes in equity as part of retained earnings.


	
	Share capital
	
	Retained earnings
	
	Total equity

	Balance, January 1, 2017
	$       -0-
	
	$       -0-
	
	$       -0-

	Shares issued
	10,000
	
	
	
	10,000

	Net income
	
	
	2,200
	
	2,200

	Dividends
	
	
	(200)
	
	(200)

	Balance, January 31, 2017
	$10,000
	
	$  2,000
	
	$12,000


Fourth, the columns are totalled and carried forward to the applicable section of the statement of financial position (see next page).



The asset and liability accounts from the trial balance and the ending balances for share capital and retained earnings on the statement of changes in equity are used to prepare the statement of financial position. The share capital and retained earnings balances are transferred to the statement of financial position from the statement of changes in equity.
These accounts are used to prepare the statement of financial position.


	
	Big Dog Carworks Corp.
Trial Balance
At January 31, 2017
	
	Big Dog Carworks Corp.
Statement of Financial Position
At January 31, 2017

	Acct.
	
	
	Account Balances
	
	
	
	
	
	

	No.
	
	
	Debit
	
	Credit
	
	
	Assets

	101
	Cash
	
	$ 6,200
	
	
	
	
	Cash
	$  6,200
	
	

	110
	Accounts receivable
	
	2,500
	
	
	
	
	Accounts receivable
	2,500
	
	

	161
	Prepaid insurance
	
	2,400
	
	
	
	
	Prepaid insurance
	2,400
	
	

	183
	Equipment
	
	3,000
	
	
	
	
	Equipment
	3,000
	
	

	184
	Truck
	
	8,000
	
	
	
	
	Truck
	8,000
	
	

	201
	Bank loan
	
	
	
	$  9,000
	
	
	  Total assets
	
	
	$22,100

	210
	Accounts payable
	
	
	
	700
	
	
	

	247
	Unearned repair revenue
	
	
	
	400
	
	
	Liabilities

	320
	Share capital
	
	
	
	10,000
	
	
	Bank loan
	$  9,000
	
	

	350
	Dividends
	
	200
	
	
	
	
	Accounts payable
	700
	
	

	450
	Repair revenue
	
	
	
	10,000
	
	
	Unearned repair rev.
	400
	
	$10,100

	654
	Rent expense
	
	1,600
	
	
	
	
	
	
	
	

	656
	Salaries expense
	
	4,000
	
	
	
	
	Shareholders’ Equity

	668
	Supplies expense
	
	1,500
	
	
	
	
	Share capital
	$10,000
	
	

	670
	Truck operating expense
	
	700
	
	
	
	
	Retained earnings
	2,000
	
	12,000

	
	
	
	
$30,100
	
	
$30,100
	
	
	  Total liabilities and shareholders’ equity
	
	
	
$22,100

	
	
	
	
	
	
	
	
	
	
	
	


Note the links between financial statements:
The income statement is linked to the statement of changes in equity. Revenues and expenses are reported on the income statement to show the details of net income. Because net income causes shareholders’ equity to change, it is then reported on the statement of changes in equity. 
The statement of changes in equity is linked to the statement of financial position. The statement of changes in equity shows the details of how shareholders’ equity changed during the accounting period. The balances for share capital and retained earnings that appear on the statement of changes in equity are transferred to the shareholders’ equity section of the statement of financial position. 
The statement of financial position summarizes shareholders’ equity. It shows only account balances for share capital and retained earnings. To obtain the details regarding these shareholders’ equity accounts, we must look at the income statement and the statement of changes in equity.
[bookmark: _Toc352246349]D.	Using Formal Accounting Records
The preceding analysis of financial transactions used T-accounts to record debits and credits. T-accounts will continue to be used for illustrative purposes throughout this book. In actual practice, financial transactions are recorded in a general journal.LO4 – Record transactions in a general journal and post them to a general ledger.

A general journal is a document that is used to chronologically record a business’s debit and credit transactions (see Figure 2-2). It is often referred to as the book of original entry. Journalizing is the process of recording a financial transaction in the journal. The resulting debit and credit entry recorded in the journal is called a journal entry. 
A general ledger is a record that contains all of a business’s accounts. Posting is the process of transferring amounts from the journal to the matching ledger accounts. Because amounts recorded in the journal eventually end up in a ledger account, the ledger is sometimes referred to as a book of final entry.
Recording Transactions in the General Journal
Each transaction is first recorded in the journal. The January transactions of Big Dog Carworks Corp. are recorded in its journal as shown in Figure 2-2. The journalizing procedure follows these steps (refer to Figure 2-2 for corresponding numbers):
The year is recorded at the top and the month is entered on the first line of page 1. This information is repeated only on each new journal page used to record transactions.
The date of the first transaction is entered in the second column, on the first line. The day of each transaction is always recorded in this second column.
The name of the account to be debited is entered in the description column on the first line. By convention, accounts to be debited are usually recorded before accounts to be credited. The column titled Posting Reference indicates the number given to the account in the General Ledger. For example, the account number for Cash is 101. The amount of the debit is recorded in the debit column. 
The name of the account to be credited is on the second line of the description column and is indented about one centimeter into the column. Accounts to be credited are always indented in this way in the journal. The amount of the credit is recorded in the credit column. 
An explanation of the transaction is entered in the description column on the next line. It is not indented.
A line is usually skipped after each journal entry to separate individual journal entries and the date of the next entry recorded. It is unnecessary to repeat the month if it is unchanged from that recorded at the top of the page.
		GENERAL JOURNAL	Page 1

	Date1

2017
	
	
Description
	
PR
	
Debit
	
Credit

	Jan.
	1
	Cash
	101
	10,000
	

	2

	
		Share Capital
	320
	
	10000

	
	
	To record share capital issued.
	
	
	

	3

	
	
	
	
	

	
	2
	Cash
	101
	4,000
	

	4

	
		Bank Loan
	201
	
	4,000

	5

	
	To record receipt of bank loan.
	
	
	

	
	
	
	
	
	

	66

	2
	Equipment
	183
	3,000
	

	
	
		Cash
	101
	
	3,000

	
	
	To record purchase of equipment for cash.
	
	
	

	
	
	
	
	
	

	
	3
	Truck
	184
	8,000
	

	
	
		Bank Loan
	201
	
	7,000

	
	
		Cash
	101
	
	1,000

	
	
	To record purchase of a tow truck; paid cash and incurred additional bank loan.
	
	
	

	
	
	
	
	
	

	
	5
	Prepaid Insurance
	161
	2,400
	

	
	
		Cash
	101
	
	2,400

	
	
	To record payment for one-year insurance policy.
	
	
	

	
	
	
	
	
	

	
	10
	Bank Loan
	201
	2,000
	

	
	
		Cash
	101
	
	2,000

	
	
	To record payment on bank loan.
	
	
	

	
	
	
	
	
	

	
	15
	Cash
	101
	400
	

	
	
		Unearned Repair Revenue
	247
	
	400

	
	
	To record receipt of cash for services that will not be performed in January.
	
	
	

	
	
	
	
	
	

	
	31
	Cash
	101
	7,500
	

	
	
	Accounts Receivable
	110
	2,500
	

	
	
		Repair Revenue
	450
	
	10,000

	
	
	To record repair revenue earned in January.
	
	
	

	
	
	
	
	
	

	
	31
	Rent Expense
	654
	1,600
	

	
	
	Salaries Expense
	656
	4,000
	

	
	
	Supplies Expense
	668
	1,500
	

	
	
	Truck Operating Expense
	670
	700
	

	
	
		Cash
	101
	
	7,100

	
	
		Accounts Payable
	210
	
	700

	
	
	To record payment of expenses for January.
	
	
	

	
	
	
	
	
	

	
	31
	Dividends
	350
	200
	

	
	
		Cash
	101
	
	200

	
	
	To record payment of dividends.
	
	
	


[bookmark: _Toc351057801][bookmark: _Toc351058105][bookmark: _Toc351058278][bookmark: _Toc351379112]Figure 2–2   January General Journal Transactions for BDCC 
Most of Big Dog’s entries have one debit and credit. An entry can also have more than one debit or credit, in which case it is referred to as a compound entry. The entry dated January 3 is an example of a compound entry.
Posting Transactions to the General Ledger
The ledger account is a formal variation of the T-account. The ledger accounts shown in Figure 2-3 are similar to what is used in electronic/digital accounting programs. Ledger accounts are kept in the general ledger. Debits and credits recorded in the journal are transferred or “posted” to appropriate ledger accounts so that the details and balance for each account can be found easily. Figure 2-3 uses the first transaction of Big Dog Carworks Corp. to illustrate how to post amounts and record other information. The posting procedure follows these steps (refer to Figure 2-3 for corresponding numbers):
1. The date is recorded in the appropriate general ledger account.
1.  The general journal page number is recorded in the Posting Reference column of each ledger account as a cross reference. In this case, the posting has been made from general journal (GJ) page 1 so the reference is recorded as “GJ1”.
1. The debit and credit amounts from the general journal are posted to the debit or credit columns in the appropriate general ledger account. Here the entry debiting Cash is posted to the Cash ledger account. The entry crediting share capital is then posted to the Share Capital general ledger account.
 After posting the entry, a balance is calculated in the Balance column of each general ledger account. A notation is recorded in the column to the left of the Balance column indicating whether the balance is a debit (DR) or credit (CR). A brief description can be entered in the Description column of the account but this is usually not necessary since the journal includes a detailed description for each journal entry.


The general journal records each financial transaction in double-entry form. Each side of the entry is posted to a separate ledger account.

		GENERAL JOURNAL	Page 1

	Date
2017
	
	
Description
	
PR
	
Debit
	
Credit

	Jan.
	1
	Cash
	101
	10,000
	

	
	
		Share Capital
	320
	
	10000

	
	
	To record share capital issued.
	
	
	

	
	
	2

	
	
	


3

	GENERAL LEDGER1

	Cash	Acct. No. 101

	Date
2017The general ledger stores transactions according to account and keeps a running total of each account balance.

	
	
Description
	
PR
	
Debit
	
Credit
	
	
Balance4


	Jan.
	1
	
	GJ1
	10,000
	
	DR
	10,000

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	



	GENERAL LEDGER
	Share Capital	Acct. No. 320

	Date
2017
	
	
Description
	
PR
	
Debit
	
Credit
	
	
Balance4


	Jan.
	1
	
	GJ1
	
	10,000
	CR
	10,000

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


[bookmark: _Toc351057802][bookmark: _Toc351058106][bookmark: _Toc351058279][bookmark: _Toc351379113]Figure 2–3	Illustration of a Transaction Posted to Two Accounts in the General Ledger
This manual process of recording, posting, summarizing, and preparing financial statements is cumbersome and time-consuming. In virtually all businesses, the use of accounting software automates much of the process. In this and subsequent chapters, either the T-account or the general ledger account format will be used to explain and illustrate concepts.
E.	The Accounting Cycle
In the preceding sections, the January transactions of Big Dog Carworks Corp. were used to demonstrate the steps performed to convert economic data into financial information. This conversion was carried out in accordance with the basic double-entry accounting model. These steps are summarized in Figure 2-4.LO5 – Define the accounting cycle.

		GENERAL JOURNAL	Page  

	DateStep 1: Transactions are analyzed and journalized. 

	
	Description
	PR
	Debit
	Credit

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	



	GENERAL LEDGER
	Name of Account	Acct. No.Step 2: Transactions are posted to the appropriate general ledger accounts.


	
Date
	
	
Description
	
PR
	
Debit
	
Credit
	DR CR
	
Balance

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	



	Example Corp.

	Trial BalanceStep 3: A trial balance is prepared, to prove the equality of the debits and credits.


	At January 31, 2017

	Acct.
	
	Account balances

	No.
	Account
	Debit
	
	Credit

	101
	Cash
	xxx
	
	

	110
	Accounts receivable
	xxx
	
	

	201
	Bank loan

	
	
	xxx

	
	.
	
	
	

	
	.
	
	
	

	
	.
	
	
	

	
	
	Total
	
	Total


Step 4: Financial statements are prepared from trial balance amounts.

	Income Statement
For the Year Ended . . .
	
	Statement of Financial Position
At . . . 

	Revenue
	
	$xxx
	
	Assets
	
	$xx

	Expenses
	
	(xx)
	
	Liabilities
	
	x

	Net income
	
	$    x
	
	Shareholders’ equity
	
	x

	
	
	
	
	Total liab. and equity
	
	$xx


[bookmark: _Toc351057803][bookmark: _Toc351058107][bookmark: _Toc351058280][bookmark: _Toc351379114]Figure 2–4	Illustrated Steps in the Accounting Cycle
The sequence just described, beginning with the journalizing of the transactions and ending with the communication of financial information in financial statements, is commonly referred to as the accounting cycle. There are additional steps involved in the accounting cycle. These will be introduced in Chapter 3.
Summary of Chapter 2 Learning Objectives
LO1 – Describe asset, liability, and equity accounts, identifying the effect of debits and credits on each.
Assets are resources that have future economic benefits. Examples are cash, accounts receivable, prepaid expenses, and machinery. Increases in assets are recorded as debits and decreases as credits. Liabilities represent an obligation to pay an asset in the future. Examples include accounts payable and unearned revenues. Increases in liabilities are recorded as credits and decreases as debits. Shareholders’ equity represents the amount of net assets of the corporation that belong to owners. It includes share capital, dividends, revenues, and expenses. Increases in shareholders’ equity caused by the issuing shares and earning revenues are recorded as credits. Decreases in shareholders’ equity, like paying dividends and incurring expenses, are recorded as debits.
LO2 – Analyze transactions using double-entry accounting.
In double-entry accounting, each transaction is recorded in at least two accounts where the total debits always equal the total credits. The double-entry accounting rule is rooted in the accounting equation: Assets = Liabilities + Shareholders’ equity.
LO3 – Prepare a trial balance, explain its use, and prepare financial statements from it.
To help prove the accounting equation is in balance, a trial balance is prepared. The trial balance lists all the account balances at a point in time. The total debits must equal total credits on the trial balance. The trial balance is used to prepare the financial statements.
LO4 – Record transactions in a general journal and post them to a general ledger.
Recording financial transactions was introduced in this chapter using T-accounts. A business actually records transactions in a general journal, a document which chronologically lists each debit and credit journal entry. To summarize the debit and credit entries by account, the entries in the general journal are posted (or transferred) to the general ledger. The account balances in the general ledger are used to prepare the trial balance. 
LO5 – Define the accounting cycle.
Analyzing transactions, journalizing them in the general journal, posting from the general journal into the general ledger, preparing the trial balance, and generating financial statements are steps followed each accounting period. These steps form the core of the accounting cycle. Additional steps in the accounting cycle will be introduced in Chapter 3.
A   S   S   I   G   N   M   E   N   T         M   A   T   E   R   I   A   L   S
[bookmark: _Toc352246350]Concept Self-check

1. What is an ‘account’? How are debits and credits used to record transactions?
2. Why are T-accounts used in accounting?
3. How do debits and credits impact the T-account?
4. What is a chart of accounts?
5. Are increases in shareholders’ equity recorded as a debit or credit?
6. Are decreases in shareholders’ equity recorded as a debit or credit?
7. Summarize the rules for using debits and credits to record assets, expenses, dividends, liabilities, share capital, and revenues.
8. What is a trial balance? Why is it prepared?
9. How is a trial balance used to prepare financial statements?
10. A general journal is often called a book of original entry. Why?
11. What is a general ledger? Why is it prepared?
12. Explain the posting process.
13. What are the steps in the accounting cycle?


[bookmark: _Toc352246351]Comprehension Problems

CP 2–1
The following T–accounts show the relationship of increases (inc.) and decreases (dec.) to debits and credits:
	Transaction
	
	Any Asset
	
	Any Liability
	
	Share Capital
	
	Any Revenue
	
	Any Expense

	
	
	Debit
(inc.)
	Credit
(dec.)
	
	Debit
(dec.)
	Credit
(inc.)
	
	Debit
(dec.)
	Credit
(inc.)
	
	Debit
(dec.)
	Credit
(inc.)
	
	Debit
(dec.)
	Credit
(inc.)

	(1)
	
		X
	
	
	
	
	
	
	X
	
	
	
	
	
	

	(2)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(3)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(4)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(5)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(6)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(7)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(8)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(9)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(10)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(11)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(12)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(13)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



Required: For each of the following transactions, indicate in the chart above with an ‘X’ which accounts are debited and credited (transaction 1 is done for you):
 1. 	Issued share capital for cash
 2. 	Paid cash for a truck
 3. 	Paid for prepaid insurance
 4. 	Borrowed cash from the bank to purchase machinery
 5. 	Received a bill from a local garage for truck repairs done last week
 6. 	Collected cash for services performed today
 7. 	Billed customers for services performed last week
 8. 	Repaid part of the bank loan 
 9. 	Made a deposit for utility services to be used in the future
10. 	Paid cash for truck operating expenses related to 5. above
11. 	Received a bill for repair supplies used during the month
12. 	Made a cash payment to a creditor
13. 	Received a cash payment to satisfy an amount owed by a customer. 


CP 2–2
The following list shows totals for all accounts for four different companies: A, B, C, and D. In each case, one amount is omitted.
	
	
	A
	
	B
	
	C
	
	D

	Cash
Truck
Accounts payable
Bank loan
Share capital
Net income
	
	$100
200
50
75
175
?
	
	$  72
130
10
?
50
20
	
	$    ?
71
5
25
100
6
	
	$   20
200
10
61
?
10


Required: In each case, compute the missing figure.




CP 2–3
Required: Record the debit and credit for each of the following transactions (transaction 1 is done for you):
	
	
	Assets
	=
	Liabilities
	+
	Equity

	
	
	Debit
(inc.)
	Credit
(dec.)
	
	Debit
(dec.)
	Credit
(inc.)
	
	Debit
(dec.)
	Credit
(inc.)

	1.	Purchased a $10,000 truck on credit 
2.	Borrowed $5,000 cash from the bank
3.	Paid $2,000 of the bank loan in cash
4.	Paid $600 in advance for a one–year insurance policy
5.	Received $500 in advance from a renter for next month’s rental of office space.
	
	10,000
	
	
	
	10,000
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	




CP 2–4
Required: Record the debit and credit in the appropriate account for each of the following transactions (transaction 1 is done for you):
	
	
	Debit
	Credit

	 1.	Issued share capital for cash
 2.	Purchased equipment on credit
 3.	Paid for a one–year insurance policy
 4.	Billed a customer for repairs completed today
 5.	Paid this month’s rent
 6.	Collected the amount billed in transaction 4 above
 7.	Collected cash for repairs completed today
 8.	Paid for the equipment purchased in transaction 2 above
 9.	Signed a union contract
10.	Collected cash for repairs to be made for customers next month
11.	Transferred this month’s portion of prepaid insurance to insurance expense.
	
		Cash
	Share Capital

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	





CP 2–5
Required: Post the following transactions to the appropriate accounts:
 1. 	Issued share capital for $5,000 cash (posted as an example)
 2. 	Paid $900 in advance for three months’ rent, $300 for each month
 3. 	Billed $1,500 to customers for repairs completed today
 4. 	Purchased on credit $2,000 of supplies to be used next month
 5. 	Borrowed $7,500 from a bank
 6. 	Collected $500 for the amount billed in transaction 3
 7. 	Received a $200 bill for electricity used to date (the bill will be paid next month)
 8. 	Repaid $2,500 of the bank loan
 9. 	Used $800 of the supplies purchased in transaction 4
10. 	Paid $2,000 for the supplies purchased in transaction 4
11. 	Re. transaction 2: transferred this month’s rent to expenses.
	
	Cash
	
	Bank Loan
	
	Share Capital
	
	Repair Revenue
	

	
	(1) 5,000
	
	
	
	
	
	
	(1) 5,000
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Accounts Receivable
	
	Accounts 
Payable
	
	
	
	
	Electricity Expense
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Prepaid Rent
	
	
	
	
	
	
	
	Rent Expense
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Unused Supplies
	
	
	
	
	
	
	
	Supplies Expense
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	






CP 2–6
Required: Prepare journal entries for each of the following transactions:
 1. 	Issued share capital for $3,000 cash
 2. 	Purchased $2,000 of equipment on credit
 3. 	Paid $400 cash for this month’s rent
 4. 	Purchased on credit $4,000 of supplies to be used next month
 5. 	Billed $2,500 to customers for repairs made to date
 6. 	Paid cash for one-half of the amount owing in transaction 4
 7. 	Collected $500 of the amount billed in transaction 5
 8. 	Sold one-half of the equipment purchased in transaction 2 above for $1,000 in cash.



CP 2–7
Required: Prepare the journal entries and likely descriptions of the eleven transactions that were posted to the following general ledger accounts for the month ended January 31, 2019. Do not include amounts. For instance, the first entry would be:
1. Cash
     Share Capital
To record share capital issued.
	
	Cash
	
	Bank Loan
	
	Share Capital
	
	Repair Revenue
	

	
	1
	2
	
	
	11
	
	
	1
	
	
	3
	

	
	3
	5
	
	
	
	
	
	
	
	
	4
	

	
	11
	10
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Accounts Receivable
	
	
Accounts Payable
	
	
	
	
	
Electricity Expense
	

	
	4
	
	
	10
	2
	
	
	
	
	7
	
	

	
	
	
	
	
	6
	
	
	
	
	
	
	

	
	
	
	
	
	7
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Prepaid Expense
	
	
	
	
	
	
	
	Rent Expense
	

	
	5
	9
	
	
	
	
	
	
	
	9
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Unused Supplies
	
	
	
	
	
	
	
	Supplies Expense
	

	
	2
	8
	
	
	
	
	
	
	
	6
	
	

	
	
	
	
	
	
	
	
	
	
	8
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	






CP 2–8
The following trial balance was prepared from the books of Cross Corporation at its year–end, December 31, 2019. After the company’s bookkeeper left, the office staff was unable to balance the accounts or place them in their proper order. Individual account balances are correct, but debits may be incorrectly recorded as credits and vice-versa.
	Acct.
	
	
	
	Accounts Balances

	No.
	
	Account
	
	Debits
	
	Credits

	101
410
320
210
631
180
181
654
110
173
668
201
656
669
	
	Cash
Commissions earned
Share capital
Accounts payable
Insurance expense
Land
Building
Rent expense
Accounts receivable
Unused supplies
Supplies expense
Bank loan
Salaries expense
Telephone expense
	













	$120,400
5,000

30,000
100




6,000



     200
	













	

$170,000


8,000
120,000
1,000
26,000

300
80,000
3,000        

	
	
	  Totals
	
	$161,700
	
	$408,300

	
	
	
	
	
	
	


Required: Prepare a trial balance showing the balances in the correct column. List the accounts in numerical order. Total the columns and ensure total debits equal total credits. Assume all accounts have normal balances.




CP 2–9
The following is Schulte Corporation’s transactions worksheet for the month of March, 2019. Each line represents the dollar amount of a transaction for the month.
	
	ASSETS
	=
	LIABILITY
	+
	EQUITY

	
Mar.
	
	
Cash
	
+
	Acct.
Rec.
	
+
	Ppd. Rent
	
+
	
Equip.
	
=
	Acct.
Pay.
	
+
	Share
Capital
	
+
	
Retained Earnings

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	Revenue
	
	Expenses

	 1
	
	+5
	
	
	
	
	
	
	
	
	
	+5
	
	
	
	

	 2
	
	-3
	
	
	
	
	
	+6
	
	+3
	
	
	
	
	
	

	 3
	
	-2
	
	
	
	+2
	
	
	
	
	
	
	
	
	
	

	 15
	
	+4
	
	+2
	
	
	
	
	
	
	
	
	
	+6 (Service)
	
	

	 17
	
	+1
	
	
	
	
	
	-1
	
	
	
	
	
	
	
	

	 18
	
	
	
	
	
	
	
	
	
	+3
	
	
	
	
	
	-3 (Supplies)

	 24
	
	
	
	+1
	
	
	
	
	
	
	
	
	
	+1 (Service)
	
	

	 31
	
	
	
	
	
	-1
	
	
	
	
	
	
	
	
	
	-1 (Rent)

	 31
	
	
	
	
	
	
	
	
	
	+2
	
	
	
	
	
	-2 (Truck Op.)

	31
	
	-1
	
	
	
	
	
	
	
	-1
	
	
	
	
	
	


Required:
1. Prepare journal entries for the ten transactions including the likely description of the transaction. Include account numbers (Posting Reference) using the same general ledger account numbers shown in chapter 2 plus:
Prepaid rent	162
Service revenue	470
 2. 	Post the journal entries to T–accounts and total the accounts.
 3. 	From the T–accounts, prepare a trial balance. List expenses in alphabetical order.
 4. 	Prepare an income statement and statement of changes in equity for the month ended March 31, 2019 and a statement of financial position at March 31, 2019.




CP 2–10
The following trial balance was prepared from the books of McQueen Corp. at its year–end, December 31, 2019. The new bookkeeper was unable to balance the accounts or to list them in their proper order. Individual account balances are correct, but debits may be classified as credits and vice-versa.
	Acct.
	
	
	Account Balances

	No.
	Account
	
	Debit
	
	Credit

	210
110
181
320
101
182
180
161
201
350
162
173
	Accounts payable
Accounts receivable
Building
Share capital
Cash
Furniture
Land
Prepaid insurance
Bank loan
Dividends
Prepaid rent
Unused supplies
	











	$ 13,250

50,000
75,000
15,500
6,000



2,350

2,800
	











	
$10,000




12,000
9,600
28,000

8,000


	
	Totals
	
	$164,900
	
	$67,600

	
	
	
	
	
	


Required: Prepare a corrected trial balance showing the accounts in numerical order and balances in the correct column. Total the columns and ensure total debits equal total credits. Assume all accounts have normal balances.



CP 2–11
The following general ledger accounts are taken from the books of Collins Corporation at June 30, 2019, the end of the first month of operation.
	
	Cash
	
	Bank Loan
	
	Share Capital
	
	Repair Revenue
	

	
	Jn.  1   25,000
	
	Jn. 1       500
	
	
	Jn. 30  4,000
	
	
	Jn. 1  25,000
	
	
	
	Jn. 20    5,000
	

	
	20     5,000
	
	    15    1,000
	
	
	
	
	
	
	
	
	
	      30    3,000
	

	
	
	
	    23    4,000
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	    30    1,000
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	    30    2,000
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	    30  16,000
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Prepaid Insurance
	
	Accounts Payable
	
	
	
	
	Rent Expense
	

	
	Jn. 1    2,000
	
	Jn. 30      200
	
	
	Jn. 27      100
	
	
	
	
	Jn. 1         500
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Accounts Receivable
	
	
	
	
	
	
	
	Salaries Expense
	

	
	Jn. 30    3,000
	
	
	
	
	
	
	
	
	
	Jn. 15   1,000
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	   30   1,000
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Unused Supplies
	
	
	
	
	
	
	
	Supplies Expense
	

	
	Jn. 23    4,000
	
	Jn. 30    200
	
	
	
	
	
	
	
	Jn. 30       200
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Land
	
	
	
	
	
	
	
	Telephone Expense
	

	
	Jn. 30    5,000
	
	
	
	
	
	
	
	
	
	Jn. 27      100
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Building
	
	
	
	
	
	
	
	Insurance Expense
	

	
	Jn. 30  15,000
	
	
	
	
	
	
	
	
	
	Jn. 30      200
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


Required:
1. 	Prepare journal entries to record the June transactions, including likely descriptions of the transactions.
2. 	Total the T-accounts and prepare a trial balance at June 30. 
3.	Prepare an income statement and statement of changes in equity for the month ended June 30, 2019 and a statement of financial position at June 30, 2019.



CP 2–12
The following trial balance has been prepared from the ledger of Sabre Travels Inc.
	Sabre Travels Inc.
Trial Balance
January 31, 2019


	
	
	Account Balances

	
	
	Debits
	
	Credits

	Cash
Accounts receivable
Unused supplies
Equipment
Building
Land
Bank loan
Accounts payable
Share capital
Fees earned
Advertising expense
Repairs expense
Supplies expense
Telephone expense
Utilities expense
Wages expense
	
	$  60
 140
  10
 300
700
300




 200
 100
  20
  10
   5
 400
	
	





$100
  20
 250
 1,875



Required:
 1. 	Calculate the total debits and credits.
 2. 	Prepare an income statement and statement of changes in equity for the year ended January 31, 2019, and a statement of financial position at January 31. Assume share capital was issued in the prior fiscal year and that opening retained earnings is zero.




CP 2–13
The following journal entries were prepared for Elgert Corporation for its first month of operation, January 2019.
		Debit	Credit
Jan.	1	Cash		10,000
			Share Capital		10,000
		To record the shares issued.
		5	Rent Expense	200
			Cash		200
		To record the payment of rent for the month.
		9	Unused Supplies	4,000
			Cash		4,000
		To record the purchase of supplies.
		11	Cash		1,300
			Service Revenue		1,300
		To record service revenue earned.
		28	Truck Operating Expense	450
			Accounts Payable		450
		To record truck repairs.
		30	Salaries Expense	1,800
			Cash		1,800
		To record payment of salaries for the month.
		31	Accounts Receivable	1,600
			Service Revenue		1,600
		To record service revenue earned during the month.
		31	Supplies Expense	200
				Unused Supplies		200
			To record supplies used during the month.
		31	Dividends	50
				Cash		50
[bookmark: _GoBack]			To record dividends paid during the month.
Required:
1. Prepare necessary general ledger T-accounts and post the transactions.
2. Prepare a trial balance at January 31, 2019.
3. Prepare an income statement and statement of changes in equity for the month ended January 31, 2019 and a statement of financial position at January 31, 2019.

[bookmark: _Toc352246352]Problems

P 2–1
The following account balances are taken from the records of Fox Creek Service Limited at October 31, 2019 after its first year of operation:

	Accounts Payable
Accounts Receivable
Advertising Expense
Bank Loan
Cash
Share Capital
Commissions Expense
Equipment
	





	$9,000
6,000
2,200
5,000
1,000
2,000
4,500
7,000
	





	Insurance Expense
Repair Revenue
Supplies Expense
Telephone Expense
Truck 
Truck Operating Expense
Wages Expense
Wages Payable
	





	$   500
19,000
800
250
9,000
1,250
4,000
1,500


Required:
 1. 	Prepare a trial balance at October 31, 2019. General ledger account numbers are not necessary.
 2. 	Prepare an income statement and statement of changes in equity for the year ended October 31, 2019.
 3 	Prepare a statement of financial position at October 31, 2019.


		CHAPTER TWO/ The Accounting Process Version 3.1
CHAPTER TWO/ The Accounting Process Version 3.1	
P 2–2
The following ledger accounts were prepared for Davidson Tool Rentals Corporation during the first month of operation ending May 31, 2019. No journal entries were prepared to support of the amounts recorded in the ledger accounts.
	
	Cash
	
	Accounts Payable
	
	Share Capital
	
	Service Revenue

	
	May 1    5,000
	
	May 11  1,000
	
	May 22   600
	
	May 11   1,000
	
	
	May 1     5,000
	
	
	
	May 5   3,000

	
	6    2,000
	
	         16     500
	
	
	
	          23       150
	
	
	
	
	
	
	         6   2,000

	
	10    1,500
	
	         20     300
	
	
	
	          24    1,100
	
	
	
	
	
	
	       18   2,500

	
	15    1,200
	
	         22     600
	
	
	
	
	
	
	
	
	
	

	
	21       800
	
	         28     400
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	         29  3,500
	
	
	
	
	
	
	
	
	Advertising Expense

	
	
	
	
	
	
	
	
	
	
	
	
	May 31     250
	
	

	
	Accounts Receivable
	
	
	
	
	
	
	
	
	
	

	
	May 5    3,000
	
	May 10  1,500
	
	
	
	
	
	
	
	
	
	
	

	
	18    2,500
	
	         15  1,200
	
	
	
	
	
	
	
	
	Commissions Expense

	
	
	
	
	
	
	
	
	
	
	
	
	May 24  1,100
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Prepaid Advertising
	
	
	
	
	
	
	
	
	
	
	

	
	May 16     500
	
	May 31    250
	
	
	
	
	
	
	
	
	Rent Expense

	
	
	
	
	
	
	
	
	
	
	
	
	May 28     400
	
	

	
	Unused Supplies
	
	
	
	
	
	
	
	
	
	
	

	
	May 20     300
	
	May 30    100
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	Salaries Expense

	
	
	
	
	
	
	
	
	
	
	
	
	May 29  3,500
	
	

	
	Equipment
	
	
	
	
	
	
	
	
	
	
	

	
	May 11   2,000
	
	May 21    800
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	Supplies Expense

	
	
	
	
	
	
	
	
	
	
	
	
	May 30     100
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	Telephone Expense

	
	
	
	
	
	
	
	
	
	
	
	
	May 23     150
	
	



Required:
1. Reconstruct the transactions that occurred during the month and prepare journal entries to record these transactions, including appropriate descriptions. Use the same accounts numbers (Posting Reference) as those used in the chapter plus the following:
Prepaid advertising	160
Service revenue	470
Advertising expense	610
Commissions expense	615
Telephone expense	669
Calculate the balance in each account. 
2. Prepare a trial balance in numerical order at May 31, 2019.



P 2–3
The following trial balance was prepared for Findlay Consultants Corp. at January 31, 2019, its first month of operation.
	
	Findlay Consultants Corp.
Trial Balance
At January 31, 2019


	Acct.
	
	
	Account Balances

	No.
	Account
	
	Debits
	
	Credits

	210
110
610
101
320
183
182
236
631
641
160
420
654
656
226
668
669
184
370
677
	Accounts payable
Accounts receivable
Advertising expense
Cash
Share capital
Equipment
Furniture
Utilities payable
Insurance expense
Maintenance expense
Prepaid advertising
Fees earned
Rent expense
Salaries expense
Salaries payable
Supplies expense
Telephone expense
Truck
Truck operating expense
Wages expense
	
	$ 9,000

150

2,000



200

300
9,500



350
125
9,000


	
	


 $ 3,625

7,000
4,000
1,000

250


400
2,600
1,500



750
1,500


Required:
 1. 	Prepare a corrected trial balance at January 31. List the accounts in numerical order. Record the amounts in their proper debit or credit positions. Re-add total debits and credits and ensure they are equal. Assume all accounts have normal balances.
 2. 	Prepare an income statement and statement of changes in equity for the month ended January 31, 2019.
 3.	Prepare a statement of financial position at January 31, 2019.



P 2–4
The following balances appeared in the general ledger accounts of Fenton Table Rentals Corporation at April 1, 2019.
	Cash
Accounts receivable
Prepaid rent
Unused supplies
	



	$1,400
3,600
1,000
350
	



	Accounts payable
Share capital
	



	$2,000
4,350


The following transactions occurred during April:
a.	Collected $2,000 cash owed by a customer
b.	Billed $3,000 to customers for tables rented to date
c.	Paid the following expenses: advertising, $300; salaries, $2,000; telephone, $100
d.	Paid half of the accounts payable owing at April 1
e.	Received a $500 bill for April truck repair expenses
f.	Collected $2,500 owed by a customer
g.	Billed $1,500 to customers for tables rented to date
h.	Transferred $500 of prepaid rent to rent expense
i.	Counted $200 of supplies on hand at April 30; recorded the amount used as an expense
j.	Paid a $100 dividend.
Required:
1. 	Open general ledger T-accounts for the following and enter the April 1 balances (account numbers are indicated in brackets): Cash (101), Accounts Receivable (110), Prepaid Rent (162), Unused Supplies (173), Accounts Payable (210), Share Capital (320), Dividends (350),Service Revenue (470), Advertising Expense (610), Rent Expense (654), Salaries Expense ()656, Supplies Expense (668), Telephone Expense (669), and Truck Operating Expense (670). 
2. 	Prepare journal entries to record the April transactions, including general ledger account numbers. 
3.	Post transactions a through j to the T- accounts.
4. 	Prepare a trial balance at April 30, 2019.
5. 	Prepare an interim income statement and statement of changes in equity for the month ended April 30, 2019 and interim statement of financial position at April 30, 2019.



P 2–5
The following transactions occurred in Thorn Accounting Services Inc. during August 2019, its first month of operation.
	Aug.  1
	
	Issued share capital for $3,000 cash

	1
	
	Borrowed $10,000 cash from the bank

	1
	
	Paid $8,000 cash for a used truck

	4
	
	Paid $600 for a one–year truck insurance policy effective August 1

	5
	
	Collected $2,000 fees in cash from a client for work performed today (recorded as Fees Earned)

	7
	
	Billed $5,000 fees to clients for services performed to date (recorded as fees earned)

	9
	
	Paid $250 for supplies used to date

	12
	
	Purchased $500 of supplies on credit (recorded as unused supplies)

	15
	
	Collected $1,000 of the amount billed on August 7

	16
	
	Paid $200 for advertising in The News during the first two weeks of August

	20
	
	Paid half of the amount owing for the supplies purchased on August 12

	25
	
	Paid cash for the following expenses: rent for August, $350; salaries, $2,150; telephone, $50; truck repairs, $250

	28
	
	Called clients for payment of the balance owing from August 7

	29
	
	Billed $6,000 of fees to clients for services performed to date (recorded as fees earned)

	31
	
	Transferred the amount of August’s truck insurance ($50) to insurance expense

	31
	
	Counted $100 of supplies still on hand (recorded the amount used as supplies expense).


Required:
1. 	Open general ledger T-accounts for the following (account numbers are indicated in brackets): Cash (101), Accounts Receivable (110), Prepaid Insurance (161), Unused Supplies (173), Truck (184), Bank Loan (201), Accounts Payable (210), Share Capital (320), Fees Earned (420), Advertising Expense (610), Insurance Expense (631), Rent Expense (654), Salaries Expense (656), Supplies Expense (668), Telephone Expense (669), and Truck Operating Expense (670). 
2. 	Prepare journal entries to record the August transactions including general ledger account numbers. 
3.	Post these entries to the T-accounts. Total each account.
4. 	Prepare a trial balance at August 31, 2019.
5. 	Prepare an income statement and statement of changes in equity for the month ended August 31, 2019 and a statement of financial position at August 31, 2019.

P 2–6
The following transactions took place in Chan Renovations Corporation during June 2019, its first month of operation.
	Jun.  1
	
	Issued share capital for $8,000 cash

	1
	
	Purchased $5,000 of equipment on credit

	2
	
	Collected $600 cash for repairs completed today

	3
	
	Paid $20 for supplies used today

	4
	
	Purchased $1,000 of supplies on credit (recorded as unused supplies)

	5
	
	Billed customers $2,500 for repairs performed to date

	8
	
	Collected $500 of the amount billed on June 5

	10
	
	Paid half of the amount owing for equipment purchased on June 1

	15
	
	Sold excess equipment for $1,000 (its original cost). The buyer will pay this amount in several months. (Recorded as accounts receivable).

	18
	
	Paid for the supplies purchased on June 4

	20
	
	Received a $100 bill for electricity used to date (recorded as utilities expense)

	22
	
	Paid $600 to the landlord for June and July rent (recorded as prepaid rent)

	23
	
	Signed a union contract that will increase wages 5% this year.

	25
	
	Collected $1,000 of the amount billed on June 5

	27
	
	Paid the following expenses in cash: advertising, $150; telephone, $50; truck operating expense, $1,000; wages, $2,500

	30
	
	Billed customers $2,000 for repairs completed to date

	30
	
	Transferred the amount for June’s rent to rent expense ($300)

	30
	
	Counted $150 of supplies still on hand (recorded the amount used as supplies expense).


Required:
1. 	Open general ledger T-accounts for the following (account numbers are indicated in brackets): Cash (101), Accounts Receivable (110), Prepaid Rent (162), Unused Supplies (172), Equipment (183), Accounts Payable (210), Share Capital (320), Repair Revenue (450), Advertising Expense (610), Rent Expense (654), Supplies Expense (668), Telephone Expense (669), Truck Operating Expense (670), Utilities Expense (676), and Wages Expense (677). 
2. 	Prepare journal entries to record the June transactions including general ledger account numbers. 
3.	Post the June entries to the T-accounts.
4. 	Prepare a trial balance at June 30, 2019
5. 	Prepare an income statement and statement of changes in equity for the month ended June 30, 2019 and a statement of financial position at June 30, 2019.
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