chapter 2

Accounting 
for transactions

Learning Objective C1:

Explain the steps in processing transactions.

The accounting process identifies business transactions and events, analyzes and records their effects, and summarizes and presents information useful in making decisions. Transactions and events are the starting points in the accounting process. Source documents help in their analysis. The effects of transactions and events are recorded in journals. Posting along with a trial balance helps summarize and classify these effects. 

Learning Objective C2:

Describe source documents and their purpose. 

Source documents identify and describe transactions and events. Examples are sales tickets, checks, purchase orders, bills, and bank statements. Source documents provide objective and reliable evidence, making information more useful.

Learning Objective C3:

Describe an account and its use in recording transactions. 

An account is a detailed record of increases and decreases in a specific asset, liability, equity, revenue, or expense item. Information from accounts is analyzed, summarized, and presented in reports and financial statements for decision makers.

Learning Objective C4:

Describe a ledger and a chart of accounts. 

A ledger (or general ledger) is a record containing all accounts used by a company and their balances. It is referred to as the books. The chart of accounts is a list of all accounts and usually includes an identification number assigned to each account.

Learning Objective C5:

Define debits and credits and explain double-entry accounting. 

Debit refers to left, and credit refers to right. Debits increase assets, expenses, and dividends, while credits decrease them. Credits increase liabilities, common stock, and revenues; debits decrease them. Double-entry accounting means each transaction affects at least two accounts and has at least one debit and one credit. The system for recording debits and credits follows from the accounting equation. The left side of an account is the normal balance for assets, dividends, and expenses, and the right side is the normal balance for liabilities, common stock, and revenues.

Learning Objective A1:

Analyze the impact of transactions on accounts and financial statements.

We analyze transactions using the concepts of double-entry accounting. This analysis is performed by determining a transaction's effects on accounts. These effects are recorded in journals and posted to ledgers. We also identify the financial statements affected by each transaction.
Learning Objective A2:

Compute the debt ratio and describe its use in analyzing company performance.

A company’s debt ratio is computed as total liabilities divided by total assets. It reveals how much of the assets are financed by creditor (nonowner) financing. The higher this ratio, the more risk a company faces because liabilities must be repaid at specific dates.

Learning Objective P1:

Record transactions in a journal and post entries to a ledger.

Transactions are recorded in a journal. Each entry in a journal is posted to the accounts in the ledger. This provides information that is used to produce financial statements. Balance column accounts are widely used and include columns for debits, credits, and the account balance.

Learning Objective P2:

Prepare and explain the use of a trial balance.

A trial balance is a list of accounts from the ledger showing their debit or credit balances in separate columns. The trial balance is a summary of the ledger’s contents and is useful in preparing financial statements and in revealing recordkeeping errors.

Learning Objective P3:

Prepare financial statements from business transactions. 

The balance sheet, the statement of retained earnings, the income statement, and the statement of cash flows use data from the trial balance (and other financial statements) for their preparation. 
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	I.
Analyzing and Recording Process
	

	A.
The accounting process identifies business transactions and events, analyzes and records their effects, and summarizes and presents information in reports and financial statements. The steps in the accounting process that focus on analyzing and recording transactions and events are: (1) record relevant transactions and events in a journal, (2) post journal information to ledger accounts, and (3) prepare and analyze the trial balance. Accounting records are informally referred as the accounting books, or simply the books.

B.
Source documents identify and describe transactions and events. Source documents are sources of accounting information and can be in either hard copy or electronic form. Examples are sales tickets, checks, purchase orders, bills from suppliers, employee earnings records, and bank statements. Source documents provide objective and reliable evidence about transactions and events.
	

	C.
An account is a record of increases and decreases in a specific asset, liability, equity, revenue, or expense item. The general ledger, or ledger, is a record containing all accounts used by a company.

D.
Accounts are arranged in three basic categories based on the accounting equation.  A separate account is kept for each of the following:
	

	1.
Asset Accounts—resources owned or controlled by a company that have expected future benefits; examples include Cash, Accounts Receivable, Note Receivable, Prepaid Accounts, Supplies, Equipment, Buildings, and Land.

2.
Liability Accounts—claims by creditors against assets; obligations to transfer assets or provide products or services to other entities; examples include Accounts Payable, Note Payable, Unearned Revenue, and Accrued Liabilities.

3.
Equity Accounts—owner’s residual interest in the assets of the business after deducting liabilities; examples include Common Stock, Dividends, Revenues, and Expenses.
	

	II.
Analyzing and Processing Transactions
	

	A. 
Ledger and Chart of Accounts

1. A ledger (or general ledger) is the sum of all the accounts a company uses. 

2.
The chart of accounts is a list of all the accounts in the ledger with their identification numbers.
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	B.
Debits and Credits
	

	1.
A T-account represents a ledger account and is used to understand the effects of one or more transactions.

2.
The left side of an account is called the debit side. A debit is an entry on the left side of an account.

3.
The right side of an account is called the credit side. A credit is an entry on the right side of an account.
	

	4.
Whether a debit or a credit is an increase or decrease depends on the account.

5.
In an account where a debit is an increase, the credit is a decrease. In an account where a credit is an increase, the debit is a decrease.

6.
The account balance is the difference between the total debits and the total credits recorded in an account.
	

	C.
Double-Entry Accounting
	

	1.
The total amount that is debited to accounts must equal the total amount credited to accounts for each transaction. The sum of debit account balances in the ledger must equal the sum of credit account balances.

2.
Assets are on the left side of the equation; therefore, the left, or debit, side is the normal balance side for assets. 

3.
Liabilities and equities are on the right side; therefore, the right, or credit, side is the normal balance side for liabilities and equity.

4.
Equity increases from revenues and stock issuances and it decreases from expenses and dividends. Increases (credits) to common stock and revenues increase equity; increases (debits) to dividends and expenses decrease equity. 
	

	5.
The normal balance of each account (assets, liability, common stock, dividends, revenue, or expense) refers to the left or right (debit or credit) side where increases are recorded.
	

	D.
Journalizing and Posting Transactions 

1. 
A journal gives a complete record of each transaction in one place; it shows the debits and credits for each transaction. The process of recording each transaction in a journal is called journalizing. The process of transferring journal entry information to the ledger is called posting.
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	2.
The general journal can be used to record any type of transaction. Steps for recording entries in a general journal include:

a.
Date the transaction; enter the year at the top of the first column and the month and day on the first line of each journal entry.
	

	b.
Enter titles of accounts debited (account titles are taken from the chart of accounts and aligned with the left margin of the column), and then enter amounts in the Debit column on the same line.

c.
Enter titles of accounts credited (account titles are taken from the chart of accounts and indented from the left margin of the column to distinguish them from debited accounts), and then enter amounts in the Credit column on the same line.

d.
Enter a brief explanation of the transaction on the line below the entry.

3.
A blank line is left between each journal entry for clarity. 

4.
When a transaction is first recorded, the posting reference (PR) column is left blank (in a manual system); later, when posting entries to the ledger, the identification numbers of the individual ledger accounts are entered in the PR column.
	

	5.
T-accounts are simple and direct means to show how the accounting process works; however, actual accounting systems need more structure and therefore use balance column accounts. The balance column account format is similar to a T-account in having columns for debits and credits; it is different in including date and explanation columns. 
	

	6.
The heading of the Balance column does not show whether it is a debit or credit balance; instead, an account is assumed to have a normal balance (that is, the side where increases are recorded). Unusual events can temporarily give an account an abnormal balance (that is, the side where decreases are recorded).

7.
To ensure the ledger is up-to-date, entries are posted as soon as possible using the following steps:
	

	a.
First, identify the ledger account that is debited in the entry; then, in the ledger, enter the date, the journal and page in its PR column, the debit amount, and the new balance of the ledger accounts.

b.
Second, enter the ledger account number in the PR column of the journal.

c.
Repeat the first two steps for credit entries and amounts.
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	E.
Analyzing Transactions – An Illustration
	

	
The illustrations below follow the four steps in processing transactions. Each transaction is analyzed in terms of its effect on the accounting equation. Double-entry accounting is used to record the transaction in journal entry form, and the financial statements affected by each transaction are identified. (The following abbreviations are used for the financial statements: IS for income statement, BLS for balance sheet, SCF for statement of cash flows, and SRE for statement of retained earning.) The first eleven transactions are from Chapter 1; five additional transactions are included.
	

	
Transaction 1: Investment by owner 
Analysis:
+ Assets (Cash) = + Equity (Common Stock)
Double entry:
Debit Cash and credit Common Stock
Statements affected:
BLS and SCF 
	

	
Transaction 2: Purchase supplies for cash 
Analysis:
+Assets (Supplies) = – Assets (Cash)
Double entry:
Debit Supplies and credit Cash 
Statements affected:
BLS and SCF
	

	Transaction 3: Purchase equipment for cash

Analysis:
+ Assets (Equipment) = – Assets (Cash)
Double entry:
Debit Equipment and credit Cash
Statements affected:
BLS and SCF
	

	
Transaction 4: Purchase supplies on credit
Analysis:
+Assets (Supplies) = + Liability (Account Payable)
 Double entry:
Debit Supplies and credit Accounts Payable
Statements affected:
BLS
	

	
Transaction 5: Provide services for cash 
Analysis:
+ Assets (Cash) = + Equity (Revenues)
Double entry:
Debit Cash and credit Revenue (type of revenue would be identified in account name)
Statements affected:
BLS, IS, SCF, and SRE
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Transactions 6 and 7: Payment of expenses in cash 
Analysis:
- Assets (Cash) = – Equity (Expenses)
Double entry:
Debit Expenses (type of expense would be identified in account name) and credit Cash 
Statements affected:
BLS, IS, SCF, and SRE
	

	
Transaction 8: Provide consulting and rental services on credit


Analysis:
+ Assets (Accts Receivable) = + Equity (Revenues) 
Double entry:
Debit Accounts Receivable and credit Revenue (type of revenue would be identified in account name) 
Statements affected:
BLS, IS, SCF, and SRE
	

	
Transaction 9: Receipt of cash on account
Analysis:
+ Assets (Cash) = – Assets (Accounts Receivable)
 Double entry:
Debit Cash and credit Accounts Receivable  
Statements affected:
BLS and SCF
	

	
Transaction 10: Partial payment of accounts payable
Analysis:
– Assets (Cash) = – Liability (Accounts Payable) 
Double entry:
Debit Accounts Payable and credit Cash
Statements affected:
BLS and SCF
	

	
Transaction 11: Payment of cash dividend
Analysis:
– Assets (Cash) = – Equity (Dividends)
 Double entry:
Debit Dividends and credit Cash
Statements affected:
BLS, SCF, and SRE
	

	
Transaction 12: Receipt of cash for future services
Analysis:
+ Assets (Cash) = + Liabilities (Unearned Revenue)
 Double entry:
Debit Cash and credit Unearned Revenue (type of unearned revenue is often identified in account name)
Statements affected:
BLS and SCF
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Transaction 13: Pay cash for future insurance coverage
Analysis:
– Assets (Cash) = + Assets (Prepaid Insurance)
 Double entry:
Debit Prepaid Insurance and credit Cash
Statements affected:
BLS and SCF
	

	
Transaction 14: Purchase supplies for cash 
Analysis:
+ Assets (Supplies) = - Assets (Cash)
 Double entry:
Debit Supplies and credit Cash
Statements affected:
BLS and SCF
	

	
Transactions 15 and 16: Payment of expenses in cash
Analysis:
– Assets (Cash) = – Equity (Expenses)
 Double entry:
Debit Expense (type of expense would be identified in account name) and credit Cash
Statements affected:
BLS, IS, SCR, and SRE
	

	III.
Trial Balance
	

	A. Preparing a Trial Balance

1.
A trial balance is a list of accounts and their balances at a point in time.

2.
The three steps to preparing a trial balance are as follows: 

a.
List each account and its amount (from the ledger),


b.
Compute the total debit balances and the total credit balances, and


c.
Verify (prove) total debit balances equal total credit balances.

B.
Searching for and Correcting Errors

1.
If a trial balance does not balance (the columns are not equal), the error(s) must be found and corrected. Find the errors by checking the following:
	

	a.
Verify that the trial balance columns are correctly added.

b.
Verify that the account balances are accurately entered from the ledger.

c.
See whether a debit (or credit) balance is mistakenly listed in the trial balance as a credit (or debit). 

d.
Recompute each account balance in the ledger.
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	e.
Verify that each journal entry is properly posted.

f.
Verify that the original journal entry has equal debits and credits.
	

	2.
If an error in a journal entry is discovered before the entry is posted, it can be corrected in a manual system by drawing a line through the incorrect information and writing in the correct information.

3.
If an error in a journal entry is not discovered until after it is posted, a correcting entry that removes the amount from the wrong account and records it to the correct account should be journalized and posted.
	

	
C.
Using a Trial Balance to Prepare Financial Statements

The statements prepared in this chapter are called unadjusted statements because further account adjustments need to be made (as described in chapter 3).

1.
A balance sheet reports on an organization’s financial position at a point in time. The income statement, statement of retained earnings, and statement of cash flows report on financial performance over a period of time.

2.
A one-year, or annual, reporting period is known as the accounting, or fiscal, year. A business whose accounting year begins on January 1 and ends on December 31 is known as a calendar-year company. A company that chooses a fiscal year ending on a date other than December 31 is known as a noncalendar-year company.  

3.
Income Statement—reports the revenues earned less the expenses incurred by a business over a period of time.

4.
Statement of Retained Earnings—reports information about how retained earnings changes over the accounting period.
5.
Balance Sheet—reports the financial position of a company at a point in time, usually at the end of a month, quarter, or year. The account form of the balance sheet reports assets on the left and liabilities and equity on the right. The report form of the balance sheet reports assets on the top and liabilities and equity on the bottom.

6.
Presentation Issues:

a.
Dollar signs are not used in journals and ledgers; they do appear in financial statements and other reports such as the trial balance. The usual practice is to put dollar signs beside only the first and last numbers in a column.

b.
Companies commonly round amounts in reports to the nearest dollar, or even to a higher level.
	


	Chapter Outline
	Notes

	IV.
Decision Analysis—Debt Ratio
	


2.
It tells us how much (what percentage) of the assets are financed by creditors (non-owners) or liability financing; the higher the debt ratio, the more risk a company faces from its financial leverage. 

	
	


VISUAL #2-1


THREE PARTS OF AN ACCOUNT

	(1) ACCOUNT TITLE

	Left Side
	Right Side

	called
	called

	(2) DEBIT
	(3) CREDIT


Rules for using accounts


Accounts are assigned balance sides (debit or credit).

To increase any account, use the balance side.

To decrease any account, use the side opposite the balance side.

Finding account balances


If total debits equals total credits, the account balance is zero.

If total debits are greater than total credits, the account has a 
debit balance equal to the difference of the two totals.

If total credits are greater than total debits, the account has a credit balance equal to the difference of the two totals.

VISUAL #2-2


BALANCE SIDES

ALL ACCOUNTS ARE ASSIGNED BALANCE SIDES.
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	LIABILITIES + EQUITY
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equity accounts

	Common Stock 

(increases equity, which is on the right side of the accounting equation, 
equity increases with credits)
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USING ACCOUNTS – SUMMARY

Assets = Liabilities + Equity
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	Debit +
	 

	
	Balance
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	RULE REVIEW

	

	Transaction analysis rules:

	· Each transaction affects at least two accounts.

	· Each transaction must have equal debits and credits. 

	

	General account use rules:

	· To increase any account, use balance side.

	· To decrease any account, use side opposite the

	balance.


Chapter Two – Alternate Demonstration Problem #1

Wigor Inc. completed the following transactions during the year ended December 31, 20X9, its first year of operations:

a. Bill Wiggins personally invests $30,000 in the new business in exchange for common stock and deposits the cash in a bank account opened under the name of Wigor Inc.

b. Equipment for use in the business was purchased for $9,000. Two-thirds of the price was paid in cash; the rest was due in a year.

c. Service fees earned were $60,000; $6,000 of this was on credit.

d. Operating expenses incurred were $35,000; $4,000 was on credit.

e. Wigor Inc. collected half the money owed to it.

f. Wigor Inc. paid off $2,000 it owed.

g. Wiggins bought a car for $12,000 for his personal use, half paid for now from his personal savings and half to be paid in a year.

Required:

1.     Prepare journal entries for each of the events.

2.     Prepare a trial balance at the end of the year for Wigor Inc.

(If this alternative demonstration problem is not covered in class, see your instructor for the solution.)

Problem I

The following statements are either true or false. Place a (T) in the parentheses before each true statement and an (F) before each false statement.

1.  (   )
Debits are used to record increases in assets, withdrawals, and expenses.

2.  (   )
The process of recording transactions in a journal is called posting.

3.  (   )
The debt ratio is used to assess a company's risk of failing to pay its debts when they are due.

Problem II

You are given several words, phrases, or numbers to choose from in completing each of the following statements or in answering the following questions. In each case select the one that best completes the statement, or answers the question, and place its letter in the answer space provided.


  1.
Properties or economic resources owned by a business, or probable future economic benefits obtained or controlled by a particular entity as a result of past transactions or events, are called:

a.
Dividends. 

b.
Assets. 

c.
Retained earnings. 

d.
Revenues. 

e.
Owner's equity.


2.
The journal entry to record the completion of legal work for a client on credit and billing the client $1,700 for the services rendered would be:

a.
Accounts Receivable 
1,700



Unearned Legal Fees

1,700

b.
Legal Fees Earned 
1,700



Accounts Receivable

1,700

c.
Accounts Payable 
1,700



Legal Fees Earned 

1,700

d.
Legal Fees Earned
1,700



Sales

1,700

e.
Accounts Receivable 
1,700



Legal Fees Earned

1,700


3.
A ledger is:

a.
A book of original entry in which the effects of transactions are first recorded.

b.
The collection of all accounts used by a business.

c.
A book of original entry in which any type of transaction can be recorded.

d.
A book of special journals.

e.
An account with debit and credit columns and a third column for showing the balance of the account.

Problem III

Many of the important ideas and concepts discussed in Chapter 2 are reflected in the following list of key terms. Test your understanding of these terms by matching the appropriate definitions with the terms. Record the number identifying the most appropriate definition in the blank space next to each term.

	
	Account
	
	
	
Double-entry accounting

	
	
Account balance
	
	
	
General journal

	
	
Balance column account
	
	
	Journal

	
	
Chart of accounts
	
	
	Journalizing

	
	Common stock
	
	
	Ledger

	
	
Compound journal entry
	
	
	Posting

	
	Credit
	
	
	
Posting reference (PR) column

	
	Creditors
	
	
	
Source documents

	
	Debit
	
	
	T-account

	
	
Debt ratio
	
	
	
Trial balance

	
	Dividends
	
	
	Unearned revenue

	
	
	
	
	


1.     A liability created when customers pay in advance for products or services; earned when the products or services are delivered in the future.

2.     A corporation’s distributions of assets to its owners.

3.     List of accounts and their balances at a point in time; total debt balances equal total credit balances.

4.     An account with debit and credit columns for recording entries and another column for showing the balance of the account after each entry.

5.     The source of information for accounting entries and can be in either paper or electronic form; also called business papers.

6.     Individuals or organizations entitled to receive payments.

7.     A record where transactions are recorded before they are posted to ledger accounts.

8.     Process of transferring journal entry information to the ledger.

9.     Record within an accounting system where increases and decreases in a specific asset, liability, equity, revenue, or expense are entered and stored.

10.     Tool used to show the effects of transactions and events on individual accounts.

11.     Process of recording transactions in a journal.

12.     Recorded on the left side; an entry that increases asset and expense accounts, and decreases liability, equity, and revenue accounts; abbreviated Dr.

13.     The difference between the total debits and total credits (including the beginning balance) for an account.

14.     A list of accounts used by a company includes an identification number for each account.

15.     A journal entry that affects at least three accounts.

16.     An all-purpose journal for recording transactions and events.

17.     A ratio of total liabilities to total assets; used to describe risk associated with a company’s debts.

18.     Recorded on the right side; an entry that decreases asset and expense accounts, or increases liability, equity, and revenue accounts; abbreviated Cr.

19.     Record containing all accounts (with amounts) for a business.

20.     An accounting system in which each transaction affects at least two accounts and has at least one debit and one credit.

21.     A column in journals where account numbers are entered when entries are posted to ledger accounts.

22.     Corporation’s basic ownership share; also generically called capital stock.

Problem IV

Complete the following by filling in the blanks.

1.     Assets created by selling goods and services on credit are called ______________________________. Liabilities created by buying goods and services on credit are called ______________________________

2.     Probable future sacrifices of economic benefits arising from present obligations of a particular entity to transfer assets or provide services to other entities in the future as a result of past transactions or events are called _______________.

3.     An excess of revenues over expenses for a period results in a ______________________________. An excess of expenses over revenues results in a _______________. The financial statement that lists revenues and expenses is the ______________________________.

4.     The process of recording transactions in a journal is called _______________. The process of transferring journal entry information to the ledger is called _______________.

5.     The ______________________________ creates a link between a journal entry and the ledger accounts by providing a cross‑reference for tracing the entry from one record to the other.

6.     A trial balance that fails to balance is proof that ______________________________ either in journalizing, in posting, or in preparing the trial balance.

7.     A trial balance that balances is not absolute proof that no errors were made because _______________________________________________________________________________.

8.     The steps in preparing a trial balance are:

_______________________________________________________________________________.

_______________________________________________________________________________.

_______________________________________________________________________________.

_______________________________________________________________________________.

_______________________________________________________________________________.

9.     a.
The normal balance of an asset account is a _______________.

b.
The normal balance of a liability account is a _______________.

c.
The normal balance of the common stock account is a _______________.

d.
The normal balance of the retained earnings account is a _______________.

e. 
The normal balance of a revenue account is a _______________.

f. 
The normal balance of an expense account is a _______________.

Problem V
Following are the first 10 transactions completed by P. L. Wheeler's new business called Wheeler's Repair Shop, Inc.:

a. Started the business by issuing common stock to P. L. Wheeler in exchange for $1,800 cash, which was deposited in a bank account in the name of the business.

b. Paid three months' rent in advance on the shop space, $675.

c. Purchased repair equipment for cash, $700.

d. Completed repair work for customers and collected cash, $1,005.50.

e. Purchased additional repair equipment on credit from Comet Company, $415.50.

f. Completed repair work on credit for Fred Baca, $175.

g. Paid Comet Company $290.50 of the amount owed from transaction (e).

h. Paid the local radio station $75 for an announcement of the shop opening.

i. Fred Baca paid for the work completed in transaction (f).

j. Paid $350 cash dividend to P. L. Wheeler.

Required:

1.     Record the transactions directly in the T‑accounts that follow. Use the transaction letters to identify the amounts in the accounts.

2.     Prepare a trial balance as of the current date using the form that follows.

	Cash
	
	Accounts Payable

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	Common Stock

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	Accounts Receivable
	
	Retained Earnings

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	Prepaid Rent
	
	Repair Services Revenue

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	Repair Equipment
	
	Advertising Expense

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


	WHEELER’S REPAIR SHOP, INC.

	Trial Balance

	___________, 20____

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	


Problem VI

Journalize the following transactions and post to the accounts that follow.

a. On November 5 of the current year, started business by issuing common stock to Sherry Dale for $2,450 cash, which was deposited in a bank account in the name of a new business named Dale Real Estate Inc.

b. On November 6, the business purchased office equipment for $425 cash.

	GENERAL JOURNAL

	

	DATE
	ACCOUNT TITLES AND EXPLANATION
	P.R.
	DEBIT
	CREDIT

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


	GENERAL LEDGER

	
Cash 
Account No. 101

	

	DATE
	EXPLANATION
	P.R.
	DEBIT
	CREDIT
	BALANCE

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


	
Office Equipment
Account No. 163

	

	DATE
	EXPLANATION
	P.R.
	DEBIT
	CREDIT
	BALANCE

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


	
Sherry Dale, Capital
Account No. 301

	

	DATE
	EXPLANATION
	P.R.
	DEBIT
	CREDIT
	BALANCE

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


Solutions for Chapter 2

Problem I

1. T

2. F

3. T

Problem II

1. B

2. E

3. B

Problem III

	9
	Account
	
	20
	
Double-entry accounting

	13
	
Account balance
	
	16
	
General journal

	4
	
Balance column account
	
	7
	Journal

	14
	
Chart of accounts
	
	11
	Journalizing

	22
	Common stock
	
	19
	Ledger

	15
	
Compound journal entry
	
	8
	Posting

	18
	Credit
	
	21
	
Posting reference (PR) column

	6
	Creditors
	
	5
	
Source documents

	12
	Debit
	
	10
	T-account

	17
	
Debt ratio
	
	3
	
Trial balance

	2
	Dividends
	
	1
	Unearned revenue

	
	
	
	
	


Problem IV

1. 
accounts receivable; accounts payable

2. 
liabilities

3. 
net income (profit); net loss; income statement

4.
journalizing; posting

5.
Posting reference (PR) column

6.
at least one error has been made

7.
some types of errors do not create unequal debits and credits 

8.
(1) Determine the balance of each account; 
(2) List in their ledger order the accounts having balances, with the debit balances in one column and the credit balances in another; 
(3) Add the debit balances; 
(4) Add the credit balances; 
(5) Compare the two totals for equality.

9.
(a) debit; (b) credit; (c) credit; (d) credit; (e) credit; (f) debit

Problem V
	Cash
	
	Repair Equipment
	
	Retained Earnings

	(a)
1,800.00
	(b) 
675.00
	
	(c) 
700.00
	
	
	(j) 
350.00
	

	(d)
1,005.50
	(c)
700.00
	
	(e) 
415.50
	
	
	
	

	(i) 
175.00
	(g) 
290.50
	
	
	
	
	
	

	
	(h) 
75.00
	
	
	
	
	
	

	
	(j) 
350.00
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Accounts Receivable
	
	Accounts Payable
	
	Repair Services Revenue

	(f) 
175.00
	(i) 
175.00
	
	(g) 
290.50
	(e) 
415.50
	
	
	(d) 
1,005.50

	
	
	
	
	
	
	
	(f) 
175.00

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Prepaid Rent
	
	Common Stock
	
	Advertising Expense

	(b) 
675.00
	
	
	
	(a) 
1,800.00
	
	(h) 
75.00
	


	WHEELER'S REPAIR SHOP, INC.

	Trial Balance

	(Current Date)

	Cash

	$  890.00
	
	

	Prepaid rent

	675.00
	
	

	Repair equipment

	1,115.50
	
	

	Accounts payable

	
	
	$  125.00

	Common stock

	
	
	1,800.00

	Retained earnings

	350.00
	
	

	Repair services revenue

	
	
	1,180.50

	Advertising expense

	75.00
	
	

	Totals

	$3,105.50
	
	$3,105.50

	
	
	
	


Problem VI

	GENERAL JOURNAL

	

	DATE
	ACCOUNT TITLES AND EXPLANATION
	P.R.
	DEBIT
	CREDIT

	20—  Nov. 5
	Cash
	101
	
	2
	4
	5
	0
	00
	
	
	
	
	
	

	
	
Common Stock
	301
	
	
	
	
	
	
	
	2
	4
	5
	0
	00

	
	Owner’s initial investment.
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
6
	Office Equipment
	163
	
	
	4
	2
	5
	00
	
	
	
	
	
	

	
	
Cash
	101
	
	
	
	
	
	
	
	
	4
	2
	5
	00

	
	Purchased office equipment
	
	
	
	
	
	
	
	
	
	
	
	
	


	GENERAL LEDGER

	
Cash 
Account No. 101

	

	DATE
	EXPLANATION
	P.R.
	DEBIT
	CREDIT
	BALANCE

	20—
Nov. 5
	
	
G-1
	
2
	
4
	
5
	
0
	
00
	
	
	
	
	
	
2
	
4
	
5
	
0
	
00

	            6
	
	G-1
	
	
	
	
	
	
	4
	2
	5
	00
	2
	0
	2
	5
	00


	
Office Equipment
Account No. 163

	

	DATE
	EXPLANATION
	P.R.
	DEBIT
	CREDIT
	BALANCE

	20—
Nov. 6
	
	
G-1
	

	
4
	
2
	
5
	
00
	
	
	
	
	
	

	
4
	
2
	
5
	
00


	
Common Stock
Account No. 301

	

	DATE
	EXPLANATION
	P.R.
	DEBIT
	CREDIT
	BALANCE

	20—
Nov. 5
	
	
G-1
	

	
	
	
	
	
2
	
4
	
5
	
0
	
00
	
2
	
4
	
5
	
0
	
00


Each time


an expense �is incurred, �the expense account balance increases. �As such, its normal balance is a debit.








Each time assets are distributed to stockholders, �the dividends account balance increases. �As such, its normal balance is a debit.
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