[bookmark: _Toc352246355]CHAPTER THREE
Financial Accounting 
and the Use of Adjusting Entries
Chapters 1 and 2 described the recording and reporting of accounting transactions in detail. However, the account balances used to prepare the financial statements in these previous chapters did not necessarily reflect correct amounts. Chapter 3 introduces the concept of adjusting entries and how these satisfy the matching principle. This enables revenues and expenses to be reported in the correct accounting period. The preparation of an adjusted trial balance is discussed, as well as its use in completing financial statements. At the end of the accounting period, after financial statements have been prepared, it is necessary to close temporary accounts to retained earnings. This process is introduced in this chapter, as is the preparation of a post-closing trial balance. The accounting cycle – the steps performed each accounting period to produce financial statements – is also reviewed.
Chapter 3 Learning Objectives
LO1 – Explain how adjusting entries match revenues and expenses to the appropriate time period.
LO2 – Explain the use of and prepare the adjusting entries required for prepaid expenses, depreciation, unearned revenues, accrued revenues, and accrued expenses.
LO3 – Prepare an adjusted trial balance and use it to prepare financial statements.
LO4 – Identify and explain the steps in the accounting cycle.
LO5 – Explain the purpose of closing entries and use closing entries to prepare a post-closing trial balance.
[bookmark: _Toc352246356]A.	The Operating Cycle
Financial transactions occur continuously during an accounting period as part of a sequence of operating activities. For Big Dog Carworks Corp., this sequence of operating activities takes the following form:LO1 – Explain how adjusting entries match revenues and expenses to the appropriate time period.
1. Operations begin with some cash on hand.
2. Cash is used to purchase supplies and to pay expenses.
3. Revenue is earned as repair services are completed for customers.
4. Cash is collected from customers.





This cash-to-cash sequence of transactions is commonly referred to as the operating cycle and is illustrated in Figure 3–1.
Expenses are paid
Expenses are incurred;
accounts payable result
Repair services are performed;
accounts receivable result
Cash is collected 
Time
One operating cycle
Cash is on hand
Cash is on hand


[bookmark: _Toc351057146][bookmark: _Toc351057804][bookmark: _Toc351058108][bookmark: _Toc351058281][bookmark: _Toc351379115]Figure 3–1	One Operating Cycle
Depending on the type of business, an operating cycle can vary in duration from short, such as one week (for example, a small grocery store) to much longer, such as one year (for example, a large construction company). Therefore, an annual accounting period could involve multiple operating cycles as shown in Figure 3-2. 
Dec. 31, 2019
Jan. 1, 2019
One Accounting Period
Time
Operating Cycle
One

Figure 3–2	Operating Cycles within an Annual Accounting Period
Notice that not all of the operating cycles in Figure 3-2 are completed within the accounting period. Since financial statements are prepared at specific time intervals to meet the GAAP requirement of timeliness, it is necessary to consider how to record and report transactions related to the accounting period’s incomplete operating cycles. There are two criteria. These are discussed in the following section.
Revenue Recognition Principle in More Detail
GAAP provide guidance about when financial transactions should be recognized in financial statements. At this point in our studies, a financial transaction is recognized when it meets two criteria:
It is probable that any future economic benefit (usually cash) associated with the transaction will be received or paid at some time in the future; and
The value of the transaction can be reliably measured.

Revenue Recognition Illustrated
Revenue recognition is the process of recording revenue in the accounting period in which it was earned; this is not necessarily when cash is received. Most corporations assume that revenue has been earned at a consistent point in the accounting cycle. For instance, it is often convenient to recognize revenue at the point when a sales invoice has been sent to a customer and the related goods have been shipped or services performed. This point can occur before receipt of cash from a customer, creating an asset called Accounts Receivable. This concept was illustrated in Transaction 8 in Chapter 2. The general form of the journal entry is as follows, based on the format for entries in the general journal discussed in the prior chapter:
2017
Date	Accounts Receivable		XX
		Revenue			XX 
To record revenue earned on credit; cash will be paid at a later date.
When cash payment is later received, the asset Accounts Receivable is exchanged for the asset Cash and the following entry is made:
2017
Date	Cash		XX
		Accounts Receivable			XX 
To record cash received from credit customer.
Revenue is recognized in the first entry (the credit to revenue), prior to the receipt of cash. The second entry has no effect on revenue.
When cash is received at the same time that revenue is recognized, the following entry is made:
2017
Date	Cash		XX
		Revenue			XX 
To record cash received from customer at time of sale.
Transaction 8 in Chapter 2 illustrated these two possibilities.
When a cash deposit or advance payment is obtained before revenue is earned, a liability called Unearned Revenue is recorded as follows: 
2017
Date	Cash		XX
		Unearned Revenue			XX 
To record cash received from customer for work to be done in the future.
Transaction 7 in Chapter 2 illustrated this. There is no effect on the income statement at this point. Revenue is recognized only when the services have been performed. 
At that time, the following entry is made:
2017
Date	Unearned Repair Revenue		XX
		Repair Revenue			XX 
To record the earned portion of Unearned Revenue.
This entry reduces the unearned revenue account by the amount of revenue earned. At this point, revenue is recognized in the income statement account called Repair Revenue.
The matching of revenue to a particular time period, regardless of when cash is received, is an example of accrual accounting. Accrual accounting is the process of recognizing revenues when earned and expenses when incurred regardless of when cash is exchanged. Accrual accounting is an important generally accepted accounting principle. It allows revenue and expenses to be matched to the applicable time period, regardless of when cash receipts or outlays occur. Recognition of expenses is discussed in the next section.
Expense Recognition Illustrated
In a business, costs are incurred continuously. To review, a cost is recorded as an asset if it will be incurred in producing revenue in future accounting periods. A cost is recorded as an expense if it will be used or consumed during the current period to earn revenue. This distinction between types of cost outlays is illustrated in Figure 3–3.

COST OUTLAYS
Recorded as EXPENSES when costs are incurred to earn revenue in the present accounting period, for example: rent expense.
Recorded as ASSETS when costs are incurred to produce revenue in future accounting periods, for example: prepaid rent.

[bookmark: _Toc351057149][bookmark: _Toc351057807][bookmark: _Toc351058111][bookmark: _Toc351058284][bookmark: _Toc351379118]Figure 3–3	The Interrelationship between Assets and Expenses
In the previous section regarding revenue recognition, journal entries illustrated three scenarios where revenue was recognized before, at the same time as, and after cash was received. Similarly, expenses can be incurred before, at the same time as, or after cash is paid out. An example of when expenses are incurred before cash is paid occurs when the utilities expense for January is not paid until February. In this case, an account payable is created in January as follows:
2017
Date	Utilities Expense		XX
		Accounts Payable (or Utilities Payable)	XX 
To record January utilities expense to be paid in February.
The utilities expense is appropriately reported in the January income statement. When the January utilities are paid with cash in February, the following is recorded:
2017
Date	Accounts Payable (or Utilities Payable)	XX
		     Cash		  	XX 
To record payment in February of utilities used in January.
This entry has no effect on expenses reported on the February income statement, since these were reported on the January income statement. 
Expenses can also be recorded at the same time that cash is paid. For example, if salaries for January are paid on January 31, the entry on January 31 is:
2017
Jan. 31	Salaries Expense		XX
		Cash			XX 
To record payment of January salaries.
As a result of this entry, salaries expense is reported on the January income statement when cash is paid. Transaction 9 in Chapter 2 illustrated these two options.
Finally, a cash payment can be made before the expense is incurred, such as insurance paid in advance. A prepayment of insurance creates an asset Prepaid Insurance and is recorded as:
2017
Date	Prepaid Insurance		XX
		Cash			XX 
To record payment of insurance in advance.
Transaction 5 in Chapter 2 illustrated this. As the prepaid insurance benefit is used up, the appropriate expense is reported on the income statement by following entry:
2017
Date	Insurance Expense		XX
		     Prepaid Insurance			XX 
To record the expiry of Prepaid Insurance.
The preceding examples illustrate how to match expenses to the appropriate accounting period. The matching principle requires that expenses be reported in the same period as the revenues they helped generate. That is, expenses are reported on the income statement: a) when related revenue is recognized, or b) during the appropriate time period, regardless of when cash is paid.
To ensure the recognition and matching of revenues and expenses to the correct accounting period, account balances must be reviewed and adjusted prior to the preparation of financial statements. This is the topic of the next section.
[bookmark: _Toc352246357]B. Adjusting Entries
At the end of an accounting period, before financial statements can be prepared, the accounts must be reviewed for potential adjustments. This review is done by using the unadjusted trial balance. The trial balance of Big Dog Carworks Corp. at January 31 was prepared in Chapter 2 and is reproduced in Figure 3-4 below. It is an unadjusted trial balance because the accounts have not yet been updated for accruals and other adjustments. We will use this trial balance to illustrate how adjustments are identified and recorded.LO2 – Explain the use of and prepare the adjusting entries required for prepaid expenses, depreciation, unearned revenues, accrued revenues, and accrued expenses.

	Big Dog Carworks Corp.

	Unadjusted Trial Balance

	At January 31, 2017

	
	
	

	Acct.
	
	Balance

	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 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 


Figure 3–4	Unadjusted Trial Balance of Big Dog Carworks Corp. at January 31, 2017
Adjustments are recorded with adjusting entries. Their purpose is to ensure both the statement of financial position and the income statement more accurately represent financial information. Adjusting entries help satisfy the matching principle.
There are five types of adjusting entries, each of which will be discussed in the following sections. 
1. Adjust prepaid assets;
2. Adjust unearned liabilities;
3. Adjust plant and equipment assets;
4. Adjust accrued revenues; and
5. Adjust accrued expenses
An accrued revenue is income that has been earned but has not yet been collected or recorded. An accrued expense is an expense that has been incurred but has not yet been paid or recorded.
Adjusting Prepaid Asset Accounts 
An asset or liability account requiring adjustment at the end of an accounting period is referred to as a mixed account because it includes both a statement of financial position portion and an income statement portion. The income statement portion must be removed from the statement of financial position account by an adjusting entry.
Refer to Figure 3-4 which shows an unadjusted balance in prepaid insurance of $2,400. Recall from Chapter 2 that Big Dog paid for a 12-month insurance policy that went into effect on January 1 (transaction 5).
	The unadjusted trial balance shows the following balance in the Prepaid Insurance account:
	
	The balance resulted when the journal entry below was recorded:

	
	
	
	
	
	
	

	             Prepaid Insurance       
	
	
	
	
	

	  2,400
	
	
	
	Prepaid Insurance
	
	2,400
	

	
	
	
	
	
		Cash
	
	
	2,400


At January 31, one month or $200 of the policy has expired (been used up) calculated as $2,400/12 months = $200.
The adjusting entry on January 31 to transfer $200 out of prepaid insurance and into insurance expense is:
	(a)
2017
Jan. 31	Insurance Expense		200
		     Prepaid Insurance			200 
To adjust for the use of one month of Prepaid Insurance.
As shown below, the balance remaining in the Prepaid Insurance account is $2,200 after the adjusting entry is posted. The $2,200 balance represents the unexpired asset that will benefit future periods, namely, the 11 months from February to December, 2017. The $200 transferred out of prepaid insurance is posted as a debit to the Insurance Expense account to show how much insurance has been used during January.
	Prepaid Insurance
	
	Insurance Expense 

	2,400
	
	
	
	
	

	
	
	200
	
	200
	

	Bal. 2,200
	
	
	
	
	

	The asset account, Prepaid Insurance, is decreased by the $200 of insurance coverage that expired during January.
	
	An expense account, Insurance Expense, is increased by the benefit used up in January.

	
	
	

	
	
	


If the adjustment was not recorded, assets on the statement of financial position would be overstated by $200 and expenses would be understated by the same amount on the income statement.  
Adjusting Unearned Liability Accounts 
Recall from Chapter 2 (Transaction 7) that on January 15, Big Dog received a $400 cash payment in advance of services being performed: $300 for January and $100 for February.Bal. 1,000

	The unadjusted trial balance shows the following in the Unearned Repair Revenue account:
	
	The receipt of the $400 advance payment was recorded as follows:

	
Unearned Repair Revenue 
	
	
	
	
	

	
	
	400
	
	
	Cash
	400
	

	
	
	
	
	
		Unearned Repair Rev.
	
	400

	
	
	
	
	
	
	
	


This advance payment was originally recorded as unearned revenue, since the cash was received before repair services were performed. Assume now that at January 31, $300 of the $400 unearned amount has been earned. Therefore, $300 must be transferred from unearned repair revenue into repair revenue. 
The adjusting entry at January 31 is: 
	(b)
2017
Jan. 31	Unearned Repair Revenue		300
		Repair Revenue			300 
To adjust for repair revenue earned.
After posting the adjustment, the $100 remaining balance in unearned repair revenue ($400 – $300) represents the amount at the end of January that will be earned in February.
	Unearned Repair Revenue 
	
	
Repair Revenue

	
	
	400
	
	
	10,000

	300
	
	
	
	
	      300

	
	
	100 Bal.
	
	
	10,300 Bal.

	A liability account, unearned repair revenue, is decreased by the $300 adjustment.
	
	A revenue account, repair revenue, is increased by the $300 adjustment. 

	
	
	

	
	
	



If the adjustment was not recorded, unearned repair revenue would be overstated (too high) by $300 causing liabilities on the statement of financial position to be overstated. Additionally, revenue would be understated (too low) by $300 on the income statement.
Adjusting Plant and Equipment Accounts 
Plant and equipment assets, also known as long-lived assets, are expected to generate revenues over the current and future accounting periods because they are used to produce goods, supply services, or used for administrative purposes. The truck and equipment purchased by Big Dog Carworks Corp. in January are examples of assets that provide economic benefits for more than one accounting period. Because of this, their costs also must be spread over the same time period, or useful life. Useful life is an estimate of how long the asset will be used to produce benefits for the business. This is done to satisfy the matching principle. For example, the $100,000 cost of a machine expected to be used over five years is not expensed entirely in the year of purchase because the benefits it provides will last for several years. Immediately expensing the purchase would cause expenses to be overstated in Year 1 and understated in Years 2, 3, 4, and 5. More appropriately, the $100,000 cost should be spread over the asset’s five-year useful life.
The process of allocating the cost of a long-lived asset over the period of time it is expected to be used is called depreciation. Various depreciation methods and considerations are discussed in a later chapter. 
For our purposes here, the benefit of plant and equipment that is used up each month will be calculated as its cost divided by its estimated useful life, calculated in months. 
Let’s work through two examples to demonstrate depreciation adjustments. Recall that in January, BDCC purchased two assets – equipment and a truck. Assume that they are considered long-lived asset because they have an estimated useful life greater than one year. The equipment was purchased for $3,000 (Transaction 3, Chapter 2). If its actual useful life is 10 years (120 months), monthly depreciation expense is $25, calculated as:
	Cost 
	=      $3,000       =   $25/month
  120 months

	Estimated Useful Life                              
	


The following adjusting entry is made in the records of BDCC on January 31:
	(c)
2017
Jan. 31	Depreciation Expense – Equipment	25
		Accumulated Depreciation – Equipment 	25 
To record one month of depreciation expense on the equipment ($3,000/120 months).
Notice that the credit side of the entry is not made to the Equipment account. Rather, a contra account called “Accumulated Depreciation – Equipment” is used. A contra account is a general ledger account that is related to another account (in this case, Equipment). It has a credit balance, which is subtracted from the debit balance of its related account on the financial statements. Accumulated depreciation is a contra account that records the amount of a particular asset’s cost that has been expensed since it was put into use. The original cost of the long-lived asset needs to be maintained in the accounting records in case it is sold. Maintaining a separate accumulated depreciation contra account allows this original cost to be retained in the records.
When this adjusting entry is posted, the accounts appear as follows:
	

Equipment
	
	Accumulated Depreciation – Equipment
	
	Depreciation 
Expense – Equipment

	3,000
	
	
	
	
	25
	
	25
	

	
	
	
	
	
	
	
	
	

	The Equipment account remains unchanged by the adjusting entry.
	
	A contra account, accumulated depreciation, is increased by $25.
	
	Depreciation expense is increased by $25, the amount of the equipment’s cost that has been allocated to expense. 


For financial statement reporting, the asset and contra asset accounts are combined. This carrying amount or net book value of the equipment on the statement of financial position is shown as $2,975 ($3,000 – $25) at January 31, like this:
	Equipment
	3,000
	

	  Acc. Dep. – Equip.
	(25)
	

	    Carrying amount
	2,975
	


Recall that BDCC also purchased a truck for $8,000 during January (Transaction 4, Chapter 2). Assume the truck has an estimated useful life of 80 months. At January 31, one month of the truck cost has expired. Depreciation is calculated as: 
	Cost 
	=      $8,000       =   $100/month
  80 months

	Estimated Useful Life                              
	


The adjusting entry recorded on January 31 is:
	(d)
2017
Jan. 31	Depreciation Expense, Truck		100
		Accumulated Depreciation, Truck		100 
To record one month of depreciation expense on the truck ($8,000/80 months).
When the adjusting entry is posted, the accounts appear as follows:
	
Truck
	
	Accumulated Depreciation - Truck
	
	Depreciation Expense - Truck

	8,000
	
	
	
	
	100
	
	100
	

	
	
	
	
	
	
	
	
	

	The Truck account remains unchanged by the adjusting entry.
	
	A contra account, accumulated depreciation, is increased by $100.
	
	Depreciation expense is increased by $100, the amount of the truck’s cost that has been allocated to expense.

	
	
	
	
	
	

	
	
	
	
	
	



The value of the truck on the statement of financial position at January 31 is shown as $7,900 ($8,000 – $100), like this:
	Truck
	8,000
	

	  Acc. Dep. – Truck.
	(100)
	

	    Carrying amount
	7,900
	


[bookmark: _Toc352246359]Although land is a long-lived asset, it is not depreciated because its benefits do not decrease over time. Therefore, land is often referred to as a non-depreciable asset. 
Adjusting for Accrued Revenues and Expenses
Some revenues and expenses increase as time passes and are therefore said to accrue. Accrued revenues and accrued expenses are items that need to be reported in the income statement for a certain time period. However, they are not recognized by the accounting system until they are received or paid in cash, because there are no source documents like sales invoices or purchase invoices to trigger their recording. Often these types or revenue and expenses need to be recognized earlier in the accounting records. This is done by adjusting entries. Common types of accrued revenues are rent and interest from investments. Common expenses are interest on debt, salaries, and income taxes.
Accrued revenues are revenues that have been earned but not yet collected or recorded. Assume that BDCC has rented out part of the building in which it operates to another business (this is often called a sublet) as of January 1, 2017. The rent is $400 per month. If the rent has not been paid to BDCC by January 31, and an accrued revenue amount needs to be recorded, as follows:
	(e)
2017
Jan. 31	Rent Receivable		400
		Rent Earned			400 
To record January rent from sublet.
When the adjusting entry is posted, the accounts appear as follows:
	Rent Receivable 
	
	Rent Earned 

	400
	
	
	
	
	400

	
	
	
	
	
	

	An asset account, Rent Receivable, is increased by the accrued amount.
	
	An income statement account, Rent Earned, is increased by the $400 of accrued revenue. 

	
	
	

	
	
	


In this way, rent revenue would be appropriately reported in the January income statement. If the adjustment was not recorded, assets on the statement of financial position would be understated by $200 and revenues would be understated by the same amount on the income statement.  
If the rent payment is received on February 3, the entry to record this would be:
2017
Feb. 3	Cash		400
		Rent Receivable			400 
To record receipt of January rent from sublet.
Another example of accrued revenue is interest receivable. Assume that cash on deposit with the bank pays interest every three months and that the interest revenue earned on the account is $25 at January 31. An accrued revenue amount needs to be recorded at January 31, as follows:
	(f)
2017
Jan. 31	Interest Receivable		25
		Interest Earned			25 
To record January accrued revenue on chequing account.
When the adjusting entry is posted, the accounts appear as follows:
	Interest Receivable 
	
	Interest Earned 

	25
	
	
	
	
	 25

	
	
	
	
	
	

	An asset account, Interest Receivable, is increased by the accrued amount.
	
	An income statement account, Interest Earned, is increased by the $25 of accrued revenue. 

	
	
	

	
	
	



Accrued expenses are expenses that have been incurred but not yet paid or recorded. Like accrued revenue, these items are not usually recorded in the accounting records because they are not recorded on source documents like a sales invoice or a bill from a supplier. An example of an accrued expense in the case of BDCC is interest expense. Interest expense arises when a business borrows money from a financial institution like a bank. Interest accrues (increases) daily but is paid only at certain time, perhaps monthly or every six months.
For Big Dog Carworks Corp., the January 31, 2017 unadjusted trial balance shows a $9,000 bank loan balance. Recall from Chapter 2 that this consists of a $4,000 loan on January 2 (Transaction 2), an additional $7,000 loan on January 3 (Transaction 3), and a repayment of $2,000 on January 10 (Transaction 6). No interest has been paid on this loan as of January 31. However, interest has been accruing on the loans since they were received. The interest needs to be recorded by means of adjusting entry. 
Assume that interest expense amounts to $18. BDCC’s adjusting entry to accrue this expense on January 31 is:
	(g)
2017
Jan. 31	Interest Expense		18
		Interest Payable			18 
To record January accrued interest on the bank loan.
This adjusting entry enables BDCC to include the interest expense on the January income statement even though interest has not yet been paid. The entry also creates a payable that will be reported as a liability on the statement of financial position at January 31.


When the adjusting entry is posted, the accounts appear as:
	Interest Payable
	
	Interest Expense

	
	18
	
	
	18
	

	
	
	
	
	
	

	Interest payable (a liability) is established to record the credit.
	
	An expense account is established to record the debit.

	
	
	

	
	
	


Accruing Salaries Expense
Transaction 9 in Chapter 2 included a $4,000 cash payment for salaries expense. (“Wages” are similar expenses, paid to hourly workers.) Let’s assume that the payments were for work performed by staff only until January 28. There are three days of salary that have not been paid to January 31. Assume this amounts to $150. This additional accrued expense for work done on January 28, 29, 30, and 31 needs to be recorded to appropriately match the salaries expense to the month of January. This is the adjusting entry:
	(h)
2017
Jan. 31	Salaries Expense		150
	 	Salaries Payable			150
	To accrue salaries for January 29-31.
This entry enables the company to include in expense all salaries earned by employees, even though these amounts will not be paid in cash until the next pay period in February. The entry creates an accrued liability for an expense incurred during one accounting period (January) but paid in another accounting period (February).
When the adjusting entry is posted, the accounts appear as follows:
	Salaries Payable
	
	Salaries Expense

	
	
	
	
	4,000
	

	
	150
	
	
	150
	

	
	
	
	
	Bal.  4,150
	

	A liability, Salaries Payable, is created at January 31.
	
	An additional $150 expense is recorded for the period ended January 31.

	
	
	

	
	
	




Accruing Income Taxes Expense
Corporate income taxes expense also needs to be accrued for BDCC. In most jurisdictions, a corporation is taxed as an entity separate from its shareholders. For simplicity, assume BDCC’s income tax expense for January 2017 is $500 and that this amount will be paid after the company’s year-end, December 31. The adjusting entry for January is:
	(i)
2017
Jan. 31	Income Tax Expense		500
		Income Tax Payable			500 
To adjust for January accrued income taxes.
When the adjusting entry is posted, the accounts appear as follows: 
	Income Tax Payable 
	
	Income Tax Expense

	
	500
	
	
	500
	

	
	
	
	
	
	

	A liability, Income Tax Payable, is created at January 31.
	
	Income Taxes Expense, an income statement account, is increased.

	
	
	

	
	
	


This adjusting entry enables the company to match the income tax expense accrued in January to the income earned during the same month.
[bookmark: _Toc352246361]C.	The Adjusted Trial Balance
In the last section, adjusting entries were recorded and posted. As a result, some account balances reported on the January 31, 2017 unadjusted trial balance in Figure 3-4 have changed. Recall that an unadjusted trial balance reports account balances before adjusting entries have been recorded and posted. An adjusted trial balance reports account balances after adjusting entries have been recorded and posted. Figure 3-5 shows the unadjusted trial balance, adjustments a through i discussed above, and the adjusted trial balance for BDCC at January 31, 2017. Changes are shown in blue.LO3 – Prepare an adjusted trial balance and use it to prepare financial statements. 




	Big Dog Carworks Corp.
Adjusted Trial Balance
January 31, 2017


	
	
	
	Unadjusted trial balance
	
	
Adjustments
	
	Adjusted trial 
balance

	Acct. 
No.
	Account
	
	Debit
	
	Credit
	
	Debit
	
	Credit
	
	Debit
	
	Credit

	101
	Cash
	
	$  6,200
	
	
	
	
	
	
	
	$6,200
	
	

	110
	Accounts receivable
	
	2,500
	
	
	
	
	
	
	
	2,500
	
	

	116
	Interest receivable
	
	
	
	
	
	(f)         25
	
	
	
	25
	
	

	125
	Rent receivable
	
	
	
	
	
	(e)      400
	
	
	
	400
	
	

	161
	Prepaid insurance
	
	2,400
	
	
	
	
	
	(a)  200
	
	2,200
	
	

	183
	Equipment
	
	3,000
	
	
	
	
	
	
	
	3,000
	
	

	184
	Truck
	
	8,000
	
	
	
	
	
	
	
	8,000
	
	

	193
	Acc. dep. – equipment
	
	
	
	
	
	
	
	(c)    25
	
	
	
	$        25

	194
	Acc. dep. – truck
	
	
	
	
	
	
	
	(d)  100
	
	
	
	100

	201
	Bank loan
	
	
	
	$9,000
	
	
	
	
	
	
	
	9,000

	210
	Accounts payable
	
	
	
	700
	
	
	
	
	
	
	
	700

	222
	Interest payable
	
	
	
	
	
	
	
	(g)      18
	
	
	
	18

	226
	Salaries payable
	
	
	
	
	
	
	
	(h)    150
	
	
	
	150

	247
	Unearned repair revenue 
	
	
	
	400
	
	(b)    300
	
	
	
	
	
	100

	260
	Income taxes payable
	
	
	
	
	
	
	
	(i) 500
	
	
	
	500

	320
	Share capital
	
	
	
	10,000
	
	
	
	
	
	
	
	10,000

	350
	Dividends
	
	200
	
	
	
	
	
	
	
	200
	
	

	430
	Interest earned
	
	
	
	
	
	
	
	(f)      25
	
	
	
	25

	440
	Rent earned
	
	
	
	
	
	
	
	(e)  400
	
	
	
	400

	450
	Repair revenue 
	
	
	
	10,000
	
	
	
	(b)  300
	
	
	
	10,300

	623
	Dep. exp. – equipment
	
	
	
	
	
	(c)     25
	
	
	
	25
	
	

	624
	Dep. exp. – truck
	
	
	
	
	
	(d)    100
	
	
	
	100
	
	

	631
	Insurance expense
	
	
	
	
	
	(a)    200
	
	
	
	200
	
	

	632
	Interest expense
	
	
	
	
	
	(g)     18
	
	
	
	18
	
	

	654
	Rent expense
	
	1,600
	
	
	
	
	
	
	
	1,600
	
	

	656
	Salaries expense
	
	4,000
	
	
	
	(h)    150
	
	
	
	4,150
	
	

	668
	Supplies expense
	
	1,500
	
	
	
	
	
	
	
	1,500
	
	

	670
	Truck operating expense
	
	700
	
	
	
	
	
	
	
	700
	
	

	830
	Income taxes expense
	
	
	
	
	
	(i)      500
	
	
	
	500
	
	

	
	
	
	$30,100
	
	30,100
	
	$1,718
	
	$1,718
	
	$31,318
	
	$31,318


Figure 3–5	BDCC’s January 31, 2017 Adjusted Trial Balance 
Financial statements can now be prepared using the adjusted trial balance, in the same manner as shown in Chapter 2. 



	
	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
	
	
	
	
	
	
	

	116
	Interest receivable
	
	25
	
	
	
	
	
	
	

	125
	Rent receivable
	
	400
	
	
	
	
	
	
	

	161
	Prepaid insurance
	
	2,200
	
	
	
	The income statement is prepared first, followed by the statement of changes in equity. 

	
	
	

	183
	Equipment
	
	3,000
	
	
	
	
	
	
	

	184
	Truck
	
	8,000
	
	
	
	
	
	
	

	193
	Acc. dep. – equipment
	
	
	
	$       25
	
	
	
	
	

	194
	Acc. dep. – truck
	
	
	
	100
	
	
	
	
	

	201
	Bank loan
	
	
	
	9,000
	
	
	
	
	

	210
	Accounts payable
	
	
	
	700
	
	
	
	
	

	222
	Interest payable
	
	
	
	18
	
	

	226
	Salaries payable
	
	
	
	150
	
	Big Dog Carworks Corp.

	247
	Unearned repair revenue
	
	
	
	100
	
	Income Statement
For the Month Ended January 31, 2017

	260
	Income taxes payable
	
	
	
	500
	
	

	320
	Share capital
	
	
	
	10,000
	
	
	
	
	

	350
	Dividends
	
	200
	
	
	
	Revenue
	
	
	

	430
	Interest earned
	
	
	
	25
	
	  Interest
	$        25 
	
	

	440
	Rent earned
	
	
	
	400
	
	  Rent
	 400
	
	

	450
	Repair revenue
	
	
	
	10,300
	
	  Repairs
	10,300
	
	$10,725

	
	
	
	
	
	
	
	Expenses
	
	
	

	623
	Dep. expense – equipment
	
	25
	
	
	
	  Dep. – equip.
	25
	
	

	624
	Dep. expense – truck
	
	100
	
	
	
	  Dep. – truck
	100
	
	

	631
	Insurance expense
	
	200
	
	
	
	  Insurance
	200
	
	

	632
	Interest expense
	
	18
	
	
	
	  Interest
	18
	
	

	654
	Rent expense
	
	1,600
	
	
	
	  Rent
	1,600
	
	

	656
	Salaries expense
	
	4,150
	
	
	
	  Salaries
	4,150
	
	

	668
	Supplies expense
	
	1,500
	
	
	
	  Supplies
	1,500
	
	

	670
	Truck operating expense
	
	700
	
	
	
	  Truck operating
	700
	
	

	830
	Income taxes expense
	
	500
	
	
	
	  Income taxes
	500
	
	8,793

	
	
	
	$31,318
	
	$31,318
	
	Net income
	
	
	$1,932

	
	
	
	
	
	
	
	
	

	
	
	Big Dog Carworks Corp.
Statement Of Changes In Equity
For the Month Ended January 31, 2017

	
	Share capital
	
	Retained earnings
	
	
	Total equity

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

	Shares issued
	10,000
	
	
	
	
	10,000

	Net income
	
	
	1,932
	
	
	1,932

	Dividends
	
	
	(200)
	
	
	(200)

	Balance at January 31, 2017
	$10,000
	
	$  1,732
	
	
	$11,732



[bookmark: _GoBack]The statement of financial position can be prepared once the statement of changes in equity is complete.
	
	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.
	Account
	
	Debit
	
	Credit
	
	Assets

	101
	Cash
	
	$ 6,200
	
	
	
	Cash
	
	
	$6,200

	110
	Accounts receivable
	
	2,500
	
	
	
	Accounts receivable
	
	
	2,500

	116
	Interest receivable
	
	25
	
	
	
	Interest receivable
	
	
	25

	125
	Rent receivable
	
	400
	
	
	
	Rent receivable
	
	
	400

	161
	Prepaid insurance
	
	2,200
	
	
	
	Prepaid insurance
	
	
	2,200

	183
	Equipment
	
	3,000
	
	
	
	Equipment
	3,000
	
	

	184
	Truck
	
	8,000
	
	
	
	    Acc. Dep. – Equip.
	(25)
	
	2,975

	193
	Acc. dep. – equipment
	
	
	
	$       25
	
	Truck
	8,000
	
	

	194
	Acc. dep. – truck
	
	
	
	100
	
	    Acc. Dep. – Truck
	(100)
	
	7,900

	201
	Bank loan
	
	
	
	9,000
	
	    Total assets
	
	
	$22,200

	210
	Accounts payable
	
	
	
	700
	
	
	
	Equipment and truck are shown net of depreciation.

	

	222
	Interest payable
	
	
	
	18
	
	Liabilities

	226
	Salaries payable
	
	
	
	150
	
	
	
	
	

	247
	Unearned repair revenue
	
	
	
	100
	
	Bank loan
	9,000
	
	

	260
	Income taxes payable
	
	
	
	500
	
	Accounts payable
	700
	
	

	320
	Share capital
	
	
	
	10,000
	
	Interest payable
	18
	
	

	350
	Dividends
	
	200
	
	
	
	Salaries payable
	150
	
	

	430
	Interest earned
	
	
	
	25
	
	Unearned repair rev.
	100
	
	

	440
	Rent earned
	
	
	
	400
	
	Income taxes pay.
	500
	
	10,468

	450
	Repair revenue
	
	
	
	10,300
	
	
	
	
	

	623
	Dep. expense – equipment
	
	25
	
	
	
	
	
	
	

	624
	Dep. expense – truck
	
	100
	
	
	
	Shareholders’ Equity

	631
	Insurance expense
	
	200
	
	
	
	Share capital
	10,000
	
	

	632
	Interest expense
	
	18
	
	
	
	Retained earnings
	1,732
	
	11,732

	654
	Rent expense
	
	1,600
	
	
	
	    Total liabilities and
	
	
	

	656
	Salaries expense
	
	4,150
	
	
	
	      shareholders’ equity
	
	
	$22,200

	668
	Supplies expense
	
	1,500
	
	
	
	These amounts are transferred from the Statement of Changes in Equity.

	
	
	

	670
	Truck operating expense
	
	700
	
	
	
	
	
	
	

	830
	Income taxes expense
	
	500
	
	
	
	
	
	
	

	
	
	
	$30,318
	
	$30,318
	
	
	
	
	


D.	The Accounting Cycle
	Recall from Chapter 2 that the accounting cycle is the process used to convert economic data into financial statement information using the double-entry accounting model. The complete accounting cycle consists of eight steps: LO4 – Identify and explain the steps in the accounting cycle.



Step 1: Transactions are analyzed and recorded in the general journal.
Step 2: The journal entries in the general journal are posted to accounts in the general ledger.
Step 3: An unadjusted trial balance is prepared to ensure total debits equal total credits.
Step 4: The unadjusted account balances are analyzed and adjusting entries are journalized in the general journal and posted to the general ledger.
Step 5: An adjusted trial balance is prepared to prove the equality of debits and credits.
Step 6: The adjusted trial balance is used to prepare financial statements.
Step 7: Closing entries are journalized and posted.
Step 8: A post-closing trial balance is prepared.
Steps 4 was introduced in this chapter. Steps 7 and 8 are discussed in the next section.
[bookmark: _Toc352246363]E.	The Closing Process
At the end of a fiscal year after steps 1-6 of the accounting cycle have been completed and financial statements have been prepared, the revenue, expense, and dividend account balances must be zeroed so that they can begin to accumulate amounts belonging to the new fiscal year. To accomplish this, closing entries are journalized and posted. Closing entries transfer each revenue and expense account balance, as well as any balance in the Dividend account, into retained earnings. Revenues, expenses, and dividends are therefore referred to as temporary accounts because their balances are zeroed at the end of each accounting period.  Balance sheet accounts such as Cash and Retained Earnings, are permanent accounts because they have a continuing balance from one fiscal year to the next. The closing process transfers temporary account balances into the Retained Earnings account. An interim closing account called the Income Summary is used. In this text, its assigned general ledger account number is 360. The four entries in the closing process are detailed below. LO5 – Explain the purpose of closing entries and use closing entries to prepare a post-closing trial balance

Entry 1: Close the revenue accounts to the Income Summary account
A single closing entry is used to transfer all revenue account (credit) balances to the Income Summary account. All revenue accounts with a credit balance are debited to bring them to zero. Their balances are transferred to the Income Summary account as an offsetting credit.
Entry 2: Close the expense accounts to the Income Summary account
A single closing entry is used to transfer all expense account (debit) balances to the Income Summary account. All expense accounts with a debit balance are credited to bring them to zero. Their balances are transferred to the Income Summary account as an offsetting debit. 
The Dividend account is not closed to the Income Summary account because this is not an income statement account. The Dividend account is closed in Entry 4 directly to the Retained Earnings account.
After entries 1 and 2 above are posted to the Income Summary account, a new balance is calculated for the Income Summary account. If net income is reported on the income statement, the balance in the Income Summary should be a credit; if a net loss has been reported, the balance will be a debit. If the income summary balance does not match the net income or loss reported on the income statement, the revenues and expenses have not been closed correctly.
Entry 3: Close the Income Summary account to the Retained Earnings account
The balance in the Income Summary account is transferred to the Retained Earnings account because the net income belongs to the shareholders. An equal and offsetting entry (a debit in the case of net income) is made to the Income Summary account to bring its balance to zero. The same amount is credited to the Retained Earnings account. Again, the amount must always equal the net income reported on the income statement.
Entry 4: Close the Dividends account to Retained Earnings
The Dividend account is closed to the Retained Earnings account. This results in transferring the balance in dividends, a temporary account, to retained earnings, a permanent account.
The closing entries for Big Dog Carworks Corp. are shown in Figure 3–6.
These are for illustrative purposes only. Closing entries are only done at the fiscal year-end.
		GENERAL JOURNAL	Page 2

	Date
2017
	
	Description
Closing Entries
	
PR
	
Debit
	
Credit

	
	
	(1)
	
	
	

	Jan.
	31
	Interest Earned
	430
	25
	

	
	
	Rent Earned
	440
	400
	

	
	
	Repair Revenue
	450
	10,300
	

	
	
		Income Summary
	360
	
	10,725

	
	
	To close revenue account balances.
	
	
	

	
	
	
	
	
	

	
	
	(2)
	
	
	

	Jan.
	31
	Income Summary
	360
	8,793
	

	
	
		Depreciation Expense – Equipment
	623
	
	25

	
	
		Depreciation Expense – Truck
	624
	
	100

	
	
		Insurance Expense
	631
	
	200

	
	
		Interest Expense
	632
	
	18

	
	
		Rent Expense
	654
	
	1,600

	
	
		Salaries Expense
	656
	
	4,150

	
	
		Supplies Expense
	668
	
	1,500

	
	
		Truck Operating Expense
	670
	
	700

	
	
		Income Tax Expense
	830
	
	500

	
	
	To close expense account balances.
	
	
	This amount must agree to the net income shown on the income statement.


	
	
	
	
	
	

	
	
	(3)
	
	
	

	Jan.
	31
	Income Summary
	360
	1,932
	

	
	
		Retained Earnings
	340
	
	1,932

	
	
	To close Income Summary.
	
	
	

	
	
	
	
	
	

	
	
	(4)
	
	
	

	Jan. 
	31
	Retained Earnings
	360
	200
	

	
	
		Dividends
	350
	
	200

	
	
	To close dividends to retained earnings.
	
	
	


[bookmark: _Toc351057154][bookmark: _Toc351057812][bookmark: _Toc351058116][bookmark: _Toc351058289][bookmark: _Toc351379123]Figure 3–6 	Closing Entries for BDCC at January 31, 2017 for illustrative purposes only.


Posting the Closing Entries to the General Ledger
When entries 1 and 2 are posted to the general ledger, the balances in all revenue and expense accounts are transferred to the Income Summary account. The transfer of these balances is shown in Figure 3–7. Notice that a zero balance results for each revenue and expense account after the closing entries are posted, and there is a $1,932 credit balance in the income summary. The income summary balance agrees to the net income reported on the income statement. 
	Closing Expense Accounts
	
	
	
	
	
	
	Closing Revenue Accounts

	Dep’n Expense – Equip.	623
	
	
	
	
	
	
	
	Interest Earned	430

	Bal.
	25
	
	 	25
	
	
	
	
	
	
	
	25
	
		25

	Bal.
	-0-
	
	
	
	
	
	
	
	
	
	
	
		-0- Bal.           

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Dep’n Expense – Truck.	624
	
	
	
	
	
	
	
	Rent Earned	440

	Bal.
	100
	
	100
	
	
	
	
	
	
	
	400
	
		400

	Bal.
	-0-
	
	
	
	
	
	
	
	
	
	
	
		-0- Bal.           

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Insurance Expense	631
	
	
	
	
	
	
	
	Repair Revenue	450

	Bal.
	200
	
	200
	
	
	
	
	
	
	
	10,300
	
		10,300

	Bal.
	-0-
	
	
	
	
	Income Summary
	
	
	
	
	
	-0- Bal.           

	
	
	
	
	
	
	8,793
	10,725
	
	
	
	
	
	

	
	
	
	
	
	
	
	  1,932 Bal.
	
	
	
	
	
	

	Interest Expense	632
	
	
	
	
	
	
	
	

	Bal.
	18
	
	18
	
	
	This amount must agree to the net income shown on the income statement.

	
	
	
	
	All revenue and expense account balances are now zero.

	
	

	Bal.
	-0-
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Rent Expense	654
	
	
	
	
	
	
	
	

	Bal.
	1,600
	
	1,600
	
	
	
	
	
	
	
	
	
	

	Bal.
	-0-
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Salaries Expense	656
	
	
	
	
	
	
	
	

	Bal.
	4,150
	
	4,150
	
	
	
	
	
	
	
	
	
	

	Bal.
	-0-
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Supplies Expense	668
	
	
	
	
	
	
	
	

	Bal.
	1,500
	
	1,500
	
	
	
	
	
	
	
	
	
	

	Bal.
	-0-
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Truck Operating Expense	670
	
	
	
	
	
	
	
	

	Bal.
	700
	
	700
	
	
	
	
	
	
	
	
	
	

	Bal.
	-0-
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Income Taxes Expense	830
	
	
	
	
	
	
	
	

	Bal.
	500
	
	500
	
	
	
	
	
	
	
	
	
	

	Bal.
	-0-
	
	
	
	
	
	
	
	
	
	
	
	


[bookmark: _Toc351057155][bookmark: _Toc351057813][bookmark: _Toc351058117][bookmark: _Toc351058290][bookmark: _Toc351379124]Figure 3–7	Closing Revenue and Expense Accounts
When the income summary is closed to retained earnings in the third closing entry, the $1,932 credit balance in the income summary account is transferred into retained earnings as shown in Figure 3–8. As a result, the income summary is left with a zero balance.
	Income Summary	
	360
	
	
	Retained Earnings	340

	
	8,793
	
	10,725
	
	
	
	
	
	
	
	1,932

	
	1,932
	
	1,932
	Bal.
	
	
	
	
	
	
	
	

	Bal.
	-0-
	
	
	
	
	
	
	
	
	
	
	
	


Figure 3–8	Closing the Income Summary Account
Finally, when dividends is closed to retained earnings in the fourth closing entry, the $200 debit balance in the Dividends account is transferred into retained earnings as shown in Figure 3–9. After the closing entry is posted, the Dividends account is left with a zero balance and retained earnings is left with a credit balance of $1,732. 
	Dividends	350
	
	
	
	Retained Earnings	340

	
	
	
	
	
	
	
	
	
	
	
	1,932     

	
	200
	
	200
	
	
	
	
	
	
	200
	

	Bal.
	-0-
	
	
	
	
	
	
	
	
	
	
	1,732 Bal.       


Figure 3–9	Closing the Dividends AccountThis amount must agree to the retained earnings balance calculated on the statement of changes in equity.


The Post–Closing Trial Balance
A post-closing trial balance is prepared immediately following the posting of closing entries. The purpose is to ensure that the debits and credits in the general ledger are equal and that all temporary accounts have been closed. The post-closing trial balance for Big Dog Carworks Corp. appears below.



	
	Big Dog Carworks Corp.
Post-Closing Trial Balance
January 31, 2017

	Acct. 
	
	
	Account Balances

	No.
	Account
	
	Debit
	
	Credit

	101
	Cash
	
	$6,200
	
	

	110
	Accounts receivable
	
	2,500
	
	

	116
	Interest receivable
	
	25
	
	

	125
	Rent receivable
	
	400
	
	

	161
	Prepaid insurance
	
	2,200
	
	

	183
	Equipment
	
	3,000
	
	

	184
	Truck
	
	8,000
	
	

	193
	Accumulated dep. – equip.
	
	
	
	$      25Only permanent accounts remain.


	194
	Accumulated dep. – truck 
	
	
	
	100

	201
	Bank loan
	
	
	
	9,000

	210
	Accounts payable
	
	
	
	700

	222
	Interest payable
	
	
	
	18

	226
	Salaries payable
	
	
	
	150

	247
	Unearned repair revenue
	
	
	
	100

	260
	Income taxes payable
	
	
	
	500

	320
	Share capital
	
	
	
	10,000

	340
	Retained earnings
	
	
	
	1,732

	
	Total debits and credits
	
	$22,325
	
	$22,325


Only statement of financial position accounts – the permanent accounts – have balances and are carried forward to the next accounting year. All income statement and dividend accounts – temporary accounts – begin the new fiscal year with a zero balance, so they can be used to accumulate amounts belonging to the new fiscal year.
Summary of Chapter 3 Learning Objectives
LO1 – Explain how adjusting entries match revenues and expenses to the appropriate time period.
Financial statements must be prepared in a timely manner, at minimum, once per fiscal year. For statements to reflect activities accurately, revenues and expenses must be recognized and reported in the appropriate accounting period. In order to achieve this type of matching, adjusting entries need to be prepared. 
LO2 – Explain the use of and prepare the adjusting entries required for prepaid expenses, depreciation, unearned revenues, accrued revenues, and accrued expenses.
Adjusting entries are prepared at the end of an accounting period. They allocate revenues and expenses to the appropriate accounting period regardless of when cash was received or paid. The five types of adjustments are:
	
	(1)
	
	
	
	

	Date
	Expense
	
	XX
	
	

	
	    Prepaid Expense
	
	
	
	XX

	
	To adjust prepaid expense for the amount of benefit used.
	
	
	
	

	
	
	
	
	
	

	
	(2)
	
	
	
	

	Date
	Account Recievable
	
	XX
	
	

	
	    Revenue
	
	
	
	XX

	
	To record revenue earned on credit.
	
	
	
	

	
	
	
	
	
	

	
	(3)
	
	
	
	

	Date
	Depreciation Expense
	
	XX
	
	

	
	    Accumulated Depreciation
	
	
	
	XX

	
	To allocate the costs of plant and equipment over their useful lives.
	
	
	
	

	
	
	
	
	
	

	
	(4)
	
	
	
	

	Date
	Unearned Revenue
	
	XX
	
	

	
	    Revenue
	
	
	
	XX

	
	To adjust unearned amounts now earned.
	
	
	
	

	
	
	
	
	
	

	
	(5)
	
	
	
	

	Date
	Expense
	
	XX
	
	

	
	    Payable 
	
	
	
	XX

	
	To adjust for accrued expenses.
	
	
	
	



LO3 – Prepare an adjusted trial balance and use it to prepare financial statements.
The adjusted trial balance is prepared using the account balances in the general ledger after adjusting entries have been posted. Debits must equal credits. The adjusted trial balance is used to prepare the financial statements. Financial statements are prepared based on adjusted account balances.  
LO4 – Identify and explain the steps in the accounting cycle.
The steps in the accounting cycle are:
Steps occurring continually during the fiscal year:
1. Transactions are analyzed and recorded in the general journal.
2. The journal entries in the general journal are posted to accounts in the general ledger.
Steps occurring whenever interim or year-end financial statements are prepared at the end of an accounting period
3. An unadjusted trial balance is prepared to ensure total debits equal total credits.
4. The unadjusted account balances are analyzed, and adjusting entries are journalized in the general journal and posted to the general ledger.
5. An adjusted trial balance is prepared to prove the equality of debits and credits.
6. The adjusted trial balance is used to prepare financial statements.
Steps occurring only at the fiscal year-end
7. Closing entries are journalized and posted.
8. A post-closing trial balance is prepared.
LO5 – Explain the purpose of closing entries and use closing entries to prepare a post-closing trial balance.
After the financial statements have been prepared, the temporary account balances (revenues, expenses, and dividends) are transferred to retained earnings, a permanent account, via closing entries. The result is that the temporary accounts will have a zero balance and will be ready to accumulate transactions for the next accounting period. 


The general forms of the four closing entries are:
	
	(1)
	
	
	
	

	Dec. 31
	Revenue
	
	XX
	
	

	
	    Income Summary
	
	
	
	XX

	
	To close revenue account balances to the Income Summary account.
	
	
	
	

	
	
	
	
	
	

	
	(2)
	
	
	
	

	Dec. 31
	Income Summary
	
	YY
	
	

	
	    Expense
	
	
	
	YY

	
	To close expense account balances to the Income Summary account.
	
	
	
	



	
	(3)
	
	
	
	

	Dec. 31
	Income Summary
	
	ZZ
	
	

	
	    Retained Earnings
	
	
	
	ZZ

	
	To close the Income Summary account balance to Retained Earnings (ZZ = XX – YY; ZZ must equal net income).[footnoteRef:1] [1:  When there is a net loss, the Income Summary account will have a debit balance after revenues and expenses have been closed. To close the Income Summary account when there is a net loss the Income Summary must be credited. The following closing entry is required:
Dec. 31	Retained Earnings		XXX
		Income Summary			XXX 
To close the Income Summary account balance to Retained Earnings
] 

	
	
	
	

	
	
	
	
	
	

	
	(4)
	
	
	
	

	Dec. 31
	Retained Earnings
	
	AA
	
	

	
	    Dividends 
	
	
	
	AA

	
	To close the Dividend account to Retained Earnings. 
	
	
	
	


The post-closing trial balance is prepared after the closing entries have been posted to the general ledger. The post-closing trial balance will contain only permanent accounts because all the temporary accounts have been closed.




A   S   S   I   G   N   M   E    N    T        M   A   T   E   R   I   A   L   S
Concept Self-check

1. Explain the sequence of financial transactions that occur continuously during an accounting time period. What is this sequence of activities called?
2. Do you have to wait until the operating cycle is complete before you can measure income using the accrual basis of accounting?
3. What is the relationship between the matching concept and accrual accounting? Are revenues matched to expenses, or are expenses matched to revenues? Does it matter one way or the other?
4. What are adjusting entries and why are they required?
5. What are the five types of adjusting entries?
6. Why are asset accounts like Prepaid Insurance adjusted? How are they adjusted?
7. How are long-lived asset accounts adjusted? Is the procedure similar to the adjustment of other asset and liability accounts at the end of an accounting period?
8. What is a contra account and why is it used?
9. How are liability accounts like Unearned Repair Revenue adjusted?
10. Explain the terms accrued revenues and accrued expenses. Give examples of each.
11. Why is an adjusted trial balance prepared?
12. How is the adjusted trial balance used to prepare financial statements?
13. List the eight steps in the accounting cycle.
14. Which steps in the accounting cycle occur continuously throughout the accounting period?
15. Which steps in the accounting cycle occur at the end of the fiscal year? Explain how they differ from the other steps.
16. In general, income statement accounts accumulate amounts for a time period not exceeding one year. Why is this done?
17. Identify which types of general ledger accounts are temporary and which are permanent.
18. What is the Income Summary account and what is its purpose?
19. What are the four types of closing entries, and why are they journalized?
20. Why is the Dividends account not closed to the Income Summary account when closing entries are prepared?
21. What is a post-closing trial balance and why is it prepared?

Comprehension Problems

CP 3–1
The preparation of adjusting entries requires a debit entry to one account and a credit entry to another account.
	A
	B

	a.	Insurance Expense
b.	Rent Earned
c.	Prepaid Rent
d.	Interest Payable
e.	Interest Receivable
f.	Fees Earned
g.	Unused Supplies
h.	Unearned Commissions Revenue
i.	Salaries Payable
j.	Depreciation Expense
	
	  1.	Commissions Earned
  2.	Supplies Expense
  3.	Salaries Expense
  4.	Unearned Fees
  5.	 Accumulated Depreciation
  6.	Rent Expense
  7.	Prepaid Insurance
  8.	Interest Earned
  9.	Interest Expense
10.	Unearned Rent


Required: Match each account in column A with the appropriate account in column B.

CP 3–2
The following unadjusted accounts are extracted from the general ledger of A Corp. at December 31, 2019:
	
Truck	184
	
	Depreciation Expense – Truck	624
	
	Acc. Dep’n – 
Truck	194
	

	
	10,000
	
	
	
	
	1,300
	
	
	
	
	
	
	1,300
	


Additional Information: The truck was purchased January 1, 2019. It has an estimated useful life of 4 years.
Required: Prepare the needed adjusting entry at December 31, 2019.



CP 3–3
The following unadjusted accounts are taken from the records of B Corp. at December 31, 2019:
	Bank Loan	201
	
	Interest Expense	632
	
	Interest Payable	222
	

	
	
	
	12,000
	
	
	1,100
	
	
	
	
	
	
	100
	


Additional Information: Interest expense for the year should be $1,200.
Required: Prepare the adjusting entry at December 31, 2019.

CP 3–4
An extract from the trial balance of Armstrong Corp. at June 30, 2019 is reproduced below:
	


Account
	
	
Amount in
unadjusted 
trial balance
	
	Amount in
adjusted
trial balance

	Unused office supplies
Accumulated depreciation – truck
Prepaid insurance
Interest payable
Unearned rent
	
	$   190
         0
     850
         0
  1,000
	
	$  55
  400
  610
  100
  500








Required: Prepare in general journal format the entries that were posted, including a plausible description. General ledger account numbers are not necessary.



CP 3–5
The following are account balances of Graham Corporation:
	

Account 
	
	Amount in
unadjusted trial balance
	
	Amount in
adjusted
trial balance

	Rent Receivable
Prepaid Insurance
Interest Payable
	
	$       -0-
  1,800–  
                 -0-–  
	
	$110
  600
    90


Required:
1. Enter the unadjusted balance for each account in the following T-accounts: Interest Receivable, Prepaid Insurance, Interest Payable, Salaries Payable, Unearned Rent, Interest Earned, Rent Earned, Insurance Expense, Interest Expenses, and Salaries Expense.
2. Reconstruct the adjusting entry that must have been recorded for each account. General ledger account numbers are not necessary.
3. Post these adjusting entries and agree ending balances in each T-account to the adjusted balances above.
4. List revenue and expense amounts for the period.

CP 3–6
The following data are taken from an unadjusted trial balance at December 31, 2019:
	Prepaid rent
Office supplies
Income taxes payable
Unearned commissions revenue
Salaries expense
	
	$   600
700
-0-
1,500
5,000


Additional Information:
a.	The prepaid rent consisted of a payment for three months’ rent at $200 per month for December 2019, January 2020, and February 2020.
b.	Office supplies on hand at December 31, 2019 amounted to $300.
c.	The estimated income taxes for 2019 are $5,000.
d.	All but $500 in the Unearned Commissions account has been earned in 2019.
e.	Salaries for the last three days of December amounting to $300 have not yet been recorded.
Required:
1. 	Prepare all necessary adjusting entries in general journal format at December 31, 2019. General ledger account numbers are not necessary.
2. 	Calculate the cumulative financial impact on assets, liabilities, shareholders’ equity, revenue and expense if these adjusting entries are not made.

CP 3–7
The following are general ledger accounts extracted from the records of Bernard Inc. at December 31, 2019, its year-end (‘UB’ = unadjusted balance):


	Prepaid Advertising	160
	
	Accounts Payable	210
	
	Share Capital	320

	UB
	1,000
	
	500
	
	
	
	UB
	15,000
	
	
	
	UB
	8,000
	

	
	
	
	
	
	
	
	
	200
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	100
	
	Subscription Revenue	480

	Unused Supplies	173
	
	
	
	
	400
	
	
	
	
	5,000
	

	UB
	750
	
	400
	
	
	
	
	800
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	Advertising Expense	610

	
	
	
	
	
	Salaries Payable	226
	
	
	500
	
	
	

	Equipment	183
	
	
	
	
	700
	
	
	
	
	
	

	UB
	21,750
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	Unearned Subscription Revenue	250
	
	
Commissions Expense	615

	Acc. Dep’n – Equip.		193
	
	
	5,000
	UB
	10,000
	
	UB
	800
	
	
	

	
	
	
	1,500
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	250
	
	
	
	
	
	
	Dep’n Expense – Equip.	623

	
	
	
	
	
	
	
	
	250
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	 
	
	
	
	
	
	
	Maintenance Expense	641

	
	
	
	
	
	
	
	
	200
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	Salaries Expense	656

	
	
	
	
	
	
	
	UB
	9,500
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	700
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	Supplies Expense	688

	
	
	
	
	
	
	
	
	
	
	UB
	2,500
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	400
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	Telephone Expense	669

	
	
	
	
	
	
	
	
	100
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	Utilities Expense	676

	
	
	
	
	
	
	
	
	
	
	
	400
	
	
	


Required: Prepare in general journal format the adjusting entries that were posted. Include general ledger account and plausible descriptions. 

CP 3–8
The following general ledger accounts are taken from the books of the Hynes Corporation at the end of its fiscal year, December 31, 2019:
	
Cash	 101
	
	Accounts 
Payable	 210
	
	Share 
Capital	 320
	

	
	750
	50
	
	
	
	70
	145
	
	
	
	
	400
	
	

	
	950
	150
	
	
	
	
	
	
	
	
	
	
	
	

	
	90
	50
	
	
	Unearned Repair
	
	Ret. Earn.	 340
	

	
	
	24
	
	
	Revenue	247
	
	
	
	350
	
	

	
	
	20
	
	
	
	
	500
	
	
	
	
	
	
	

	
	
	70
	
	
	
	400
	
	
	
	Repair Rev.	 450
	

	
	
	
	
	
	
	
	
	
	
	
	
	950
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	228
	
	

	Accounts 
Receivable	 110
	
	
	
	
	
	
	
	
	400
	
	

	
	228
	90
	
	
	Interest Payable	222
	
	Rent Earned  	 440

	
	
	
	
	
	
	
	12
	
	
	40

	Rent
Receivable	125
	
	
	
	
	
	
	

	
	40
	
	
	
	
	
	
	
	
	Dep’n Exp. 
- Furniture	 621

	Prepaid Insurance	 161
	
	
	
	
	2
	
	

	
	24
	2
	
	
	Income Taxes Pay.	260
	
	
	
	
	
	

	
	
	
	
	
	
	
	400
	
	
	Insurance Exp.	 631

	Unused Office 
Supplies	 170
	
	
	
	
	
	
	
	2
	
	
	

	
	50
	25
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	Interest
Expense	632
	
	Office Supplies 
Exp.	 650

	Unused Repair 
Supplies	 171
	
	
	12
	
	
	
	
	25
	
	
	

	
	145
	80
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	Income Taxes
Expense	830
	
	Rent 
Expense	 654

	Furniture	 182
	
	
	400
	
	
	
	
	50
	
	
	

	
	150
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	Repair Supplies
Expense	 655

	Acc. Dep’n 
– Furniture	 191
	
	
	
	
	
	
	
	80
	
	
	

	
	
	2
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	Telephone 
Expense	 669

	
	
	
	
	
	
	
	
	
	
	
	20
	
	
	



Required: 
  1. 	Label the debit and credit amounts that represent each adjusting entry made at December 31 (for example: a, b, c).
  2. 	Prepare the adjusting entries made at December 31 in general journal form. Include general ledger account numbers and plausible descriptions.

CP 3–9
The trial balance of Lauer Corporation at December 31, 2019 follows, before and after the posting of adjusting entries.
	Acct.
No.
	
	
Account
	
	Unadjusted
trial balance
	
	
Adjustments
	
	Adjusted
trial balance

	
	
	
	
	Debit
	
	Credit
	
	Debit
	
	Credit
	
	Debit
	
	Credit

	101
110
161
162
184
194
210
222
226
248
320
440
610
615
624
631
632
654
656
	
	Cash
Accounts receivable
Prepaid insurance
Prepaid rent
Truck
Acc. dep. – truck
Accounts payable
Interest payable
Salaries payable
Unearned rent revenue
Share capital
Rent earned
Advertising expense
Commissions expense
Dep. expense – truck
Insurance expense
Interest expense
Rent expense
Salaries expense
	
	$  4,000
5,000
3,600
1,000
6,000







700
2,000


100
5,500
8,000
	
	





$7,000


1,200
2,700
25,000







	
	


















	
	


















	
	$  4,000
5,000
3,300
500
6,000







700
2,000
1,500
300
500
6,000
9,000
	
	




$1,500
7,000
400
1,000
600
2,700
25,600








	
	
	 Totals
	
	$35,900
	
	$35,900
	
	
	
	
	
	$38,800
	
	$38,800


Required:
1. 	Indicate in the “Adjustments” column the debit or credit difference between the unadjusted trial balance and the adjusted trial balance.
2. 	Prepare in general journal format the adjusting entries that must have been recorded. Include general ledger account numbers and plausible descriptions.

CP 3–10
The following general ledger accounts and additional information are taken from the records of Wolfe Corporation at the end of its fiscal year, December 31, 2019.
Additional information:
a.	The prepaid insurance is for a one-year policy, effective July 1, 2019.
b.	A physical count indicated that $500 of supplies is still on hand.
c.	$50 of December rent expense has not been recorded.
	Cash	101
	
	Unused Supplies	173
	
	Advertising Exp.	610
	

	Bal.
	2,700
	
	
	
	Bal.
	700
	
	
	
	Bal.
	200
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Accounts Receivable	110
	
	Share Capital	320
	
	Salaries Expense	656
	

	Bal.
	2,000
	
	
	
	
	
	Bal.
	3,800
	
	Bal.
	4,500
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Prepaid Insurance	161
	
	Repair Revenue	450
	
	Rent Expense	654
	

	Bal.
	1,200
	
	
	
	
	
	Bal.
	7,750
	
	Bal.
	250
	
	
	


Required:
  1. 	Record all necessary adjusting entries in general journal format including general ledger account numbers. Assume the following account numbers: Insurance Expense: 631; Supplies Expense: 668.
  2. 	Post the adjusting entries to T-accounts and calculate balances.
  3. 	Prepare all closing entries in general journal format. Include general ledger account numbers.
  4. 	Post the closing entries to the applicable general ledger accounts.
[bookmark: _Toc352246366]

Problems

P 3–1
The following unrelated accounts are extracted from the trial balance of Meekins Limited at December 31, its fiscal year-end:
	
	
	Balance

	Account
	
	Unadjusted
	
	Adjusted

	a.	Prepaid rent
b.	Wages payable
c.	Income taxes payable
d.	Unearned commissions revenue
e.	Other unearned revenue
f.	Advertising expense
g.	Depreciation expense — equipment
h.	Supplies expense
i.	Truck operating expense
	
	$    300  
      500  
          -0-
    2,000   
  25,000   
    5,000   
          -0-
      850  
    4,000   
	
	$     600
       700
    1,000
    3,000
  20,000
    3,500
       500
       625
    4,500


Required: For each of the above accounts, prepare the most likely adjusting entry, including plausible descriptions. General ledger account numbers are not necessary.

P 3–2
The unadjusted trial balance of Lukas Films Corporation includes the following account balances at December 31, 2019, its fiscal year-end. Assume all accounts have normal debit or credit balances as applicable.
	Prepaid rent
Equipment
Unearned advertising revenue
Insurance expense
Supplies expense
Telephone expense
Wages expense
	
	$  1,500
2,400
1,000
900
600
825
15,000
	
	







The following information applies at December 31:
a.	A physical count of supplies indicates that $300 of supplies have not yet been used at December 31.
b.	A $75 telephone bill for December has been received but not recorded.
c.	One day of wages amounting to $125 remains unpaid and unrecorded at December 31; the amount will be included with the first Friday payment in January.
d.	The equipment was purchased December 1; it is expected to last 2 years. No depreciation has yet been recorded.
e.	The prepaid rent is for December 2019, and January and February 2020; rent is $500 per month.
f.	Half of the advertising revenue has been earned at December 31.
g.	The $900 amount in Insurance Expense is for a one-year policy, effective July 1, 2019.
Required: Prepare all necessary adjusting entries at December 31, 2019. General ledger account numbers and descriptions are not needed.

P 3–3
The unadjusted trial balance of Mighty Fine Services Inc. includes the following account balances at December 31, 2019, its fiscal year-end. No adjustments have been recorded. Assume all accounts have normal debit or credit balances.
	Prepaid insurance
Unused supplies
Bank loan
Subscription revenue
Salaries payable
Rent expense
Truck operating expense
	
	$600
500
5,000
9,000
500
3,900
4,000


The following information applies to the fiscal year-end:
a. The $600 prepaid insurance is for a one-year policy, effective September 1, 2019.
b. A physical count indicates that $300 of supplies is still on hand at December 31.
c. Interest on the bank loan is paid on the fifteenth day of each month; the unrecorded interest for the last 15 days of December amounts to $25.
d. The Subscription Revenue account consists of a cash receipts for 6-month subscriptions to the corporation’s Computer Trends report; the subscription period began December 1.
e. Three days of salary amounting to $300 remain unpaid at December 31, in addition to the previous week’s salaries of $500, which have not yet been paid.
f. The monthly rent expense amounts to $300.
g. A bill for December truck operating expense has not yet been received; an amount of $400 is owed.
Required: Prepare all necessary adjusting entries at December 31, 2019. General ledger account numbers and descriptions are not necessary.

P 3–4
The following accounts are taken from the records of Bill Pitt Corp. at the end of its first 12 months of operations ended December 31, 2019, prior to any adjustments. In addition to the balances in each set of accounts, additional data are provided for adjustment purposes if applicable. Treat each set of accounts independently of the others.
a.
	Truck
	
	Depreciation Expense – Truck
	
	Acc. Dep’n – Truck
	

	
	6,000
	
	
	
	
	600
	
	
	
	
	
	
	600
	


Additional information: The truck was purchased July 1; it has an estimated useful life of 4 years.
b.
	Cash
	
	Unearned Rent
	
	Rent Earned
	

	
	600
	
	
	
	
	
	
	-0-
	
	
	
	
	600
	


Additional information: A part of Harrison’s office was sublet during the entire 12 months for $50 per month.
c.
	Unused Supplies
	
	Supplies Expense
	

	
	
	
	
	
	
	1,250
	
	
	


Additional information: A physical inventory indicated $300 of supplies still on hand at December 31.
d.
	Prepaid Rent
	
	Rent Expense
	

	
	1,200
	
	
	
	
	4,400
	
	
	


Additional information: The monthly rent is $400.
e.
	Wages Expense
	
	Wages Payable
	

	
	6,000
	
	
	
	
	
	
	500
	


Additional information: Unrecorded wages at December 31 amount to $250.
f.
	Bank Loan
	
	Interest Expense
	
	Interest Payable
	

	
	
	
	8,000
	
	
	600
	
	
	
	
	
	
	100
	


Additional information: Total interest expense for the year should be $800.
g.
	Cash
	
	Utilities Expense
	
	Utilities Payable
	

	
	
	
	1,000
	
	
	1,200
	
	
	
	
	
	
	200
	


Additional information: The December bill has not yet been received or any accrual made; the amount owing at December 31 is estimated to be another $150.
h.
	Cash
	
	Prepaid Insurance
	
	Insurance Expense
	

	
	
	
	1,200
	
	
	600
	
	
	
	
	600
	
	
	


Additional information: A $1,200 one-year insurance policy had been purchased effective February 1, 2019; there is no other insurance policy in effect.
i.
	Unearned Rent Revenue
	
	Rent Earned
	

	
	
	
	900
	
	
	
	
	300
	


Additional information: The Unearned Rent Revenue balance applies to the months of November and December 2019 and to January 2020 at $300 per month.


j.
	Cash
	
	Other Unearned Revenue
	
	Commissions Earned
	

	
	25,200
	
	
	
	
	
	
	-0-
	
	
	
	
	25,200
	


Additional information: An amount of $2,000 commission revenue has not been earned at December 31.
Required: Prepare all necessary adjusting entries and descriptions at December 31, 2019. General ledger account numbers are not necessary.

P 3–5
Following is the unadjusted trial balance of Pape Pens Corporation at the end of its first year of operations, December 31, 2019:
	Acct.
	
	
	Balance

	No.
	Account
	
	Debit
	
	Credit

	101
110
161
173
184
194
210
226
248
260
320
350
410
440
610
615
624
631
632
654
656
668
669
830
	Cash
Accounts receivable
Prepaid insurance
Unused supplies
Truck
Acc. dep. – truck
Accounts payable
Salaries payable
Unearned rent revenue
Income taxes payable
Share capital
Dividends
Commissions earned
Rent earned
Advertising expense
Commissions expense
Dep. expense – truck
Insurance expense
Interest expense
Rent expense
Salaries expense
Supplies expense
Telephone expense
Income taxes expense
	
	3,300
4,000
1,200
500
8,000






1,000


200
1,000
-0-
-0-
400
3,600
7,000
-0-
300
-0-
	
	




-0-
5,000
-0-
2,400
-0-
7,000

16,100
-0-






	
	
	
	30,500
	
	30,500


The following additional information is available:
a.	Prepaid insurance at December 31 amounts to $600.
b.	A physical count indicates that $300 of supplies is still on hand at December 31.
c.	The truck was purchased on July 1; it has an estimated useful life of 4 years.
d.	One day of salaries for December 31 is unpaid; the unpaid amount of $200 will be included in the first Friday payment in January.
e.	The balance in the Unearned Rent Revenue account represents six months rental of warehouse space, effective October 1.
f.	A $100 bill for December telephone charges has not yet been recorded.
g.	Income taxes expense for the year is $300. This amount will be paid in the next fiscal year.
Required:
1. Prepare all necessary adjusting entries at December 31, 2019, including general ledger account numbers. Descriptions are not needed.
2. Prepare an adjusted trial balance at December 31, 2019.
3. Prepare an income statement, statement of changes in equity, and statement of financial position.
4. Prepare closing entries including general ledger account numbers and descriptions.
5. Prepare a post-closing trial balance.

[bookmark: _Toc352246367]P 3–6
Roth Contractors Corporation was incorporated on December 1, 2019 and had the following transactions during December:
Part A
	a.
	
	Issued share capital for $5,000 cash

	b.
	
	Paid $1,200 cash for three months’ rent: December 2019; January and February 2020

	c.
	
	Purchased a used truck for $10,000 on credit (recorded as an account payable)

	d.
	
	Purchased $1,000 of supplies on credit. These are expected to be used during the month (recorded as expense)

	e.
	
	Paid $1,800 for a one-year truck insurance policy, effective December 1

	f.
	
	Billed a customer $4,500 for work completed to date

	g.
	
	Collected $800 for work completed to date

	h.
	
	Paid the following expenses in cash: advertising, $350; interest, $100; telephone, $75; truck operating, $425; wages, $2,500

	i.
	
	Collected $2,000 of the amount billed in f above

	j.
	
	Billed customers $6,500 for work completed to date

	k.
	
	Signed a $9,000 contract for work to be performed in January 2020

	l.
	
	Paid the following expenses in cash: advertising, $200; interest, $150; truck operating, $375; wages, $2,500

	m.
	
	Collected a $2,000 advance on work to be done in January (the policy of the corporation is to record such advances as revenue at the time they are received)

	n.
	
	Received a bill for $100 for electricity used during the month (recorded as utilities expense).


Required:
1. Open general ledger T-accounts for the following: Cash, Accounts Receivable, Prepaid Insurance, Prepaid Rent, Truck, Accounts Payable, Share Capital, Repair Revenue, Advertising Expense, Interest Expense, Supplies Expense, Telephone Expense, Truck Operating Expense, Utilities Expense, and Wages Expense. General ledger account numbers are not necessary.
2. Prepare journal entries to record the December transactions. General ledger account numbers and descriptions are not needed.
3. Post the entries to general ledger T-accounts.
Part B
The following information relates to December 31, 2019:
o.	One month of the prepaid insurance has expired.
p.	The December portion of the rent paid on December 1 has expired.
q.	A physical count indicates that $350 of supplies is still on hand.
r.	The amount collected in transaction m is unearned at December 31.
s.	Three days of wages for December 29, 30, and 31 are unpaid, amounting to $1,500. These will be paid in January.
t.	The truck has an estimated useful life of 4 years.
u.	Income taxes expense is $500. This amount will be paid in the next fiscal year.


Required:
4. Open additional general ledger T-accounts for the following: Unused Supplies, Accumulated Depreciation, Wages Payable, Unearned Revenue, Income Taxes Payable, Depreciation Expense, Insurance Expense, Rent Expense, and Income Taxes Expense. General ledger account numbers are not necessary.
5. Prepare all necessary adjusting entries. General ledger account numbers and descriptions are not necessary.
6. Post the entries to general ledger T-accounts and calculate balances.
7. Prepare an adjusted trial balance at December 31.
8. Assume the fiscal year-end is December 31, 2019. Prepare an income statement, statement of changes in equity, and statement of financial position.
9. Prepare closing entries and a post-closing trial balance at December 31, 2019.

P 3–7
Snow Services Corporation performs snow removal services and sells advertising space on its vehicle. The company started operations on January 1, 2019 with $30,000 cash and $30,000 of share capital. It sublets some empty office space. 
Part A
The following transactions occurred during January 2019:
a.	Purchased a truck for $15,000 cash on January 1
b.	Collected snow removal revenue for January, February, and March amounting to $4,000 per month, $12,000 in total (recorded as Service Revenue)
c.	Paid $600 for a one-year insurance policy, effective January 1
d.	Invested $5,000 of temporarily-idle cash in a term deposit (recorded as Short-term Investments)
e.	Purchased $500 of supplies on credit (recorded as Supplies Expense)
f.	Received three months of advertising revenue amounting to $900 (recorded as Other Revenue) 
g.	Received two months of interest amounting to $150 (recorded as Interest Earned)
h.	Paid $5,000 cash for equipment
i.	Received $1,200 cash for January, February, and March rent of unused office space (recorded as Rent Earned)
j.	Paid $3,000 of wages during the month.
Required:
1. Open general ledger T-accounts for the following: Cash, Short-term Investments, Prepaid Insurance, Equipment, Truck, Accounts Payable, Share Capital, Other Revenue, Interest Earned, Rent Earned, Service Revenue, Supplies Expense, and Wages Expense. General ledger account numbers are not necessary.
2. Prepare journal entries to record the January transactions. Descriptions are not needed.
3. Post the entries to the general ledger accounts.
Part B
At the end January, the following adjusting entries are needed:
k.	The truck purchased in transaction a has a useful life of five years.
l.	One-third of the snow removal revenue from transaction b has been earned.
m.	The January portion of the insurance policy has expired.
n.	Half of the interest revenue still has not been earned.
o.	A physical count indicates $200 of supplies is still on hand.
p.	The January component of the advertising revenue has been earned.
q.	$50 interest for January is accrued on the term deposit; this amount will be included with the interest payment to be received at the end of February.
r.	The equipment purchased in transaction h on January 1 is expected to have a useful life of four years.
s.	January rent revenue has been earned.
t.	Three days of wages amounting to $150 remain unpaid; the amount will be paid in February.
Required:
4. Open additional general ledger T-accounts for the following: Interest Receivable, Unused Supplies, Accumulated Depreciation—Equipment, Accumulated Depreciation—Truck, Wages Payable, Unearned Advertising Revenue, Unearned Fees Revenue, Unearned Interest Revenue, Unearned Rent Revenue, Insurance Expense, Depreciation Expense—Equipment, and Depreciation Expense—Truck. General ledger account numbers are not necessary.
5. Prepare all adjusting entries at January 31. Descriptions are not necessary.
6. Post the entries to the general ledger accounts and post balances.
7. Prepare an adjusted trial balance at January 31.
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