Accounting Principles

Lecture 9

ouleill gaizall im@uq§ﬂl Jall gliall g3
“aileainoll clig'dyoiil Joell Jildo plell p)n,gg ‘yglmll

a5l elon)ldooly
EVERYONE'S SMART UNIVERSITY



@S5l eroa)ldooly
EVERYONE'S SMART UNIVERSITY

aaols
. ' l
: e gyl ol sl s clicl  oulaml AU duuljall poull Jordll Ui s sl gz

woyloill gaizall 130 ity M JgUI gLl Jeail (s
" cileainoll clisg'dyaiil Joell Jildo plell padig wigleill

Accounting Principles

Lecture 9



Accounting Principles

Lecture 9

worlsill goizall 1445 U ST JgUT GIEINGER (ssuis
" aleaiaoll cliig!dyaiil ,Jnsd\lsthl.&n plell padig Qiglszﬂl
+ Al s i gL BT

a5l elon)ldooly
EVERYONE'S SMART UNIVERSITY



Accounting Principles

Lecture 9

ouleill gaizall Ta10 (oitis A Jg¥l ¢ L i
“alsaizall clijg dsaiil Jnﬂ?&hm ploll prig @glmll

a5l elon)ldooly
EVERYONE'S SMART UNIVERSITY




bUllding bloC

Ability to meet
short-term
obligations and
to efficiently
generate
revenues

Ability to provide
financial rewards

sufficient to
s peuians  1NANCING
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Ability
generate f
revenues
meet long
obligatid

Ability
genereé
positi

expectat
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lnventoeries

Determining Statement
Inventory. Inventory. :
Inventory. Costin Errors Presentation
Quantities 0 and'/Analysis

Classifying
Inventory.

@ Finished @ Taking a ® Specific @ Income ® Presentation
goods physical identification statement e Analysis/Using
e Work in Inventory e Cost flow effects inventory
process @ Determining assumptions e Statement of turnover
e Raw materials ownership of ¢ Financial financial
goods statementand ~ Position
tax effects effects

@ Consistent use
® Lower-of-cost-

g' or-net
r_'F,. A ZC’ ;’J ~
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Allowance Method

At the end of each period,
estimate total bad debts
expected to be realized
from that period’s sales.

Two advantages to the allowance method:
1. Itrecords estimated bad debts expense in the period
when the related sales are recorded.

a' 2. ltreports accounts receivable on the balance sheet at the
estimated amount of cash to be collected.

1541 pua sl Aaoly
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Estimating Bad Debts Expense

Two Methods

1. Percent of Sales Method

2. Accounts Receivable Methods
0 Percent of Accounts Receivable
0 Aging of Accounts Receivable




Actively Used in Operations

Expected to Benefit Future Periods

— Called Property, Plant, & Equipment g
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Statement of Cash Flows

The Statement of Preparing the
Cash Flows: Statement ofi Cash Using Cash Flows to
Usefulness and Flows—Indirect Evaluate a Company.
Format Method

@ Usefulness @ Step 1: Operating @ Free cash flow
e Classifications activities e Assessing liquidity
e Significant noncash @ Step 2: Investing and and solvency
activities financing activities
e Format @ Step 3: Net change in
. cash
@ Corporate life cycle
@ Preparation
?

Indirect and direct

LI FTREN LY.
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Capital Structure and Dividend Policy
Decisions
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* The combination of debt and equity used to finance a firm

g‘ Debt [Equity|Equity
Debt | Debt ' in

s Aol
e s— Debt
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* The optimal mix of debt, preferred stock, and common equit
which the firm plans to finance its investments May change «

* Trade-off between risk and return to achieve goal of maximi:
price of the stock

=B

LI FTREN LY.
P v AT D RS ITY




Chapter

9

e 1. Firm’s business risk

2. Firm’s tax position
* 3. Financial flexibility
* 4. Managerial attitude

=B
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Completing the
Accounting Cycle




Completing the Accounting Cycle

Using a
\Worksheet

@ Stepsin
preparation

@ Preparing
financial
statements

@ Preparing
adjusting entries

=B

Cloesing the
Books

® Preparing closing

entries

® Posting closing
entries

@ Preparing a post-
closing trial
balance

Summary. of
Accounting
Cycle

® Reversing
entries—AnN
optional step

@ Correcting
entries—AnN
avoidable step

@ Intangible a
@ Property, pl

® Current ass
e Equity

Classified
Statement of
Einancial
Position

and equipm

Long-term
investments

Non-current
liabilities
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9 Using A Worksheet

Worksheet

® A multiple-column form used in preparing financial
statements.

® Not a permanent accounting record.
® Five step process.

® Use of worksheet is optional.

LI FTREN LY.
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Steps in Preparing a Worksheet

llustratio

,

®Ielx)

D

compute net income
(or net loss), and
complete worksheet

File Edit View Format Tools Data Window Help
A B C D E F G H | J K

1| Worksheet

2
o | . . Adjusted Income Statement of
% Trial Balance Adjustments Trial Balance Statement  Financial Position
5 Account Titles Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.
| 6 |

7

8

9

10

11

12

13

14

15

[1] 2] 3] s
Prepare a Enter Enter FRCAC) et
bl di di . balances to appropriate
trial balance a ]ustment d ]UStE statement columns
on the data balances
worksheet Total the statement columns,
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9 Steps in Preparing a Worksheet

llustration 4-2

”IUStraUOn Preparing a trial b

PIONEER ADVERTISING AGENCY INC.
Worksheet
For the Month Ended October 31, 2011
: : Adjusted Income Statement of
Trial Balance Adjustments TrialJBalance Statement  Financial Position
Account Titles Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.
Cash 15,200
Advertising Supplies 2,500
Prepaid Insurance 600
Office Equipment 5,000
Notes Payable 5,000
Accounts Payable 2,500
Unearned Revenue 1,200
Share Capital 10,000
Dividends 500
Service Revenue 10,000
Salaries Expense 4.000
Rent Expense 900
Totals 28,700/ 28,700

LI FTREN LY.
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Adjusted Income Statement of

Trial Balance Adjustments Trial Balance Statement Financial Position
Account Titles Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.

Cash 15,200
Advertising Supplies 2,500
Prepaid Insurance 600
Office Equipment 5,000
Notes Payable 5,000
Accounts Payable 2,500
Unearned Revenue 1,200
Share Capital 10,000
Dividends 500
Service Revenue 10,000
Salaries Expense 4,000
Rent 900

Totals 28,700 28,700

| Trial balance amounts come

directly from ledger accounts.

Include all accounts
with balances.

LI FTREN LY.
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A— GENERAL JOURNAL J2
General journal Date Account Titles and Explanation Ref. | Debit | Credit
showing adjusting - )
entries 2011 Adjusting Entries

Oct. 31 Advertising Supplies Expense 631 1,500
Advertising Supplies 126
(To record supplies used)
. . 31 Insurance Expense 722 30
AdJ us t| n g Prepaid Insurance 130
(To record insurance expired)
J ourn al 31 Depreciation Expense 711 40
; Accumulated Depreciation—Office Equipment 158
Entries (To record monthly depreciation)
31 Unearned Revenue 209 400
(Chapter 3) Service Revenue 400
(To record revenue for services provided)
31 Accounts Receivable 112 200
Service Revenue 400
(To record revenue for services provided)
31 Interest Expense 905 30
Interest Payable 230
(To record interest on notes payable)
31 Salaries Expense 726 | 1,200
| Salaries Payable 212
T (To record accrued salaries)

PRI § i1 BETHRETY
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Adjusted Income Statement of
Trial Balance Adjustments Trial Balance Statement Financial Position

Account Titles Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.
Cash 15,200
Advertising Supplies 2,500 8 1,500
Prepaid Insurance 600 50 ; .
Office Equipment 5,000 AdJUStmentS Key'
Notes Payable 5,000 (a) Supp"es Used.
Accounts Payable 2,500 ]
Unearned Revenue 1,200 (d) 400 (b) Insurance Expired.
Share Capital 10,000 iati
S 500 (c) Depr.eC|at|on Expensed.
Service Revenue 10,000 (d) 400 (d) Service Revenue Earned.
(e) 200 -
Salaries Expense 4,000 @)1.200 (e) Service Revenue Accrued.
Rent 900 () Interest Accrued.
Totals 28,700 28,700 .
Advertising Supplies Expense ) (@)1,500 ) (9) Salaries Accrued.
Insurance Expense (b) 50
Accumulated Depreciation (©) 40
Depreciation Expense * g; 40
Accounts Rpcelvable ) 2% \ Enter adjustment amounts, total
Interest Exjpense 50 .
Interest Pabable gf; 50 adjustments columns,
Salaries Pdyable J 31,200 J and check for equality.
Totals 3,440 3,440
851 maayll Aanty Add additional accounts as needed.
PYSHTIO § SMART IRTHTRSITY
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Adjusted Income Statement of

Trial Balance Adjustments Trial Balance Statement Financial Position
Account Titles Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.
Cash 15,200 15,200
Advertising Supplies 2,500 (@) 1,500 1,000
Prepaid Insurance 600 (b) 5o 550
Office Equipment 5,000 5,000
Notes Payable 5,000 5,000
Accounts Payable 2,500 2,500
Unearned Revenue 1,200 (d) 400 800
Share Capital 10,000 10,000
Dividends 500 500
Service Revenue 10,000 (d) 400 10,600
(e) 200

Salaries Expense 4,000 (9)1,200 5,200
Rent 900 900

Totals 28,700 28,700
Advertising Supplies Expense (@)1,500 1,500
Insurance Expense (b) 50 50
Accumulated Depreciation (©) 40 40
Depreciation Expense () 40 40
Accounts Receivable %g 200 200
Interest Expense 50 50
Interest Payable (f) 50 50
Salaries Payable ) 1,200 1,200

Totals 3,440 3,440 30,190 30,190

Total the adjusted trial balance
WS A gl Aol .
PG i SMART RIS ITY columns and check for equality.
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Adjusted Income Statement of

Trial Balance Adjustments Trial Balance Statement Financial Position
Account Titles Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.
Cash 15,200 15,200
Advertising Supplies 2,500 (@) 1,500 1,000
Prepaid Insurance 600 (b) 5o 550
Office Equipment 5,000 5,000
Notes Payable 5,000 5,000
Accounts Payable 2,500 2,500
Unearned Revenue 1,200 (d) 400 800
Share Capital 10,000 10,000
Dividends 500 500
Service Revenue 10,000 (d) 400 10,600 10,600
(e) 200
Salaries Expense 4,000 (9)1,200 5,200 5,200
Rent 900 900 900
Totals 28,700 28,700
Advertising Supplies Expense (a)1,500 1,500 1,500
Insurance Expense (b) 50 50 50
Accumulated Depreciation (©) 40 40
Depreciation Expense () 40 40 40
Accounts Receivable gg 200 200
Interest Expense 50 50 50
Interest Payable (f) 50 50
Salaries Payable ) 1,200 1,200
Totals 3,440 3,440 30,190 30,190 7,740 10,600
j T—

Extend all revenue and expense account
a5l pugediaanls .
T balances to the income statement columns.
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Steps in Preparing a Worksheet

BRINS

Adjusted Income Statement of
Trial Balance Adjustments Trial Balance Statement Financial Position
Account Titles Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.
Cash 15,200 15,200 15,200
Advertising Supplies 2,500 (@) 1,500 1,000 1,000
Prepaid Insurance 600 (b) 5o 550 550
Office Equipment 5,000 5,000 5,000
Notes Payable 5,000 5,000 5,000
Accounts Payable 2,500 2,500 2,500
Unearned Revenue 1,200 (d) 400 800 800
Share Capital 10,000 10,000 10,000
Dividends 500 500 500
Service Revenue 10,000 (d) 400 10,600 10,600
(e) 200

Salaries Expense 4,000 (9)1,200 5,200 5,200
Rent 900 900 900

Totals 28,700 28,700
Advertising Supplies Expense (a)1,500 1,500 1,500
Insurance Expense 50 50 50
Accumulated Depreciation (©) 40 40 40
Depreciation Expense () 40 40 40
Accounts Receivable gg 200 200 200
Interest Expense 50 50 50
Interest Payable (f) 50 50 50
Salaries Payable @) 1 500 1,200 1,200

Totals 3,440 3,440 30,190 30,190 7,740 10,600 22,450 19,590

j T—

LI FTREN LY.
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columns.

Extend all asseft, liability, and equity account
balances to the statement of financial position
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Adjusted Income Statement of

Trial Balance Adjustments Trial Balance Statement Financial Position
Account Titles Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.
Cash 15,200 15,200 15,200
Advertising Supplies 2,500 (@) 1,500 1,000 1,000
Prepaid Insurance 600 (b) 5o 550 550
Office Equipment 5,000 5,000 5,000
Notes Payable 5,000 5,000 5,000
Accounts Payable 2,500 2,500 2,500
Unearned Revenue 1,200 (d) 400 800 800
Share Capital 10,000 10,000 10,000
Dividends 500 500 500
Service Revenue 10,000 (d) 400 10,600 10,600
(e) 200

Salaries Expense 4,000 (9)1,200 5,200 5,200
Rent 900 900 900

Totals 28,700 28,700
Advertising Supplies Expense (a)1,500 1,500 1,500
Insurance Expense (b) 50 50 50
Accumulated Depreciation (©) 40 40 40
Depreciation Expense () 40 40 40
Accounts Receivable (:) 200 200 200
Interest Expense ® 50 50 50
Interest Payable f) 5o 50 50
Salaries Payable @) 1 500 1,200 1,200

Totals 3,440 3,440 30,190 30,190 7,740 10,600 22,450 19,590
Net income 2,860 2,860

Totals 10,600 10,600 22,450 22,450

aSall pupelioas
PR MR RETEESITY

Compute Net Income or Net Loss.




Steps in Preparing a Worksheet

Review Question

Net income is shown on a worksheet in the:
a. Income statement debit column only.
b. statement of financial position debit column only.

c. Income statement credit column and statement of
financial position debit column.

Income statement debit column and statement of

g' financial position credit column.

LI FTREN LY.
P v AT D RS ITY
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Preparing Financial Statements from a Worksheet

Worksheet

@ Income statement is prepared from the income

statement columns.

@ Statement of financial position and retained earning
statement are prepared from the statement of
financial position columns.

Companies journalize and post adjusting entries.

=B
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Revenues

Preparing Financial Statements from a Worksheet

PIONEER ADVERTISING AGENCY

Income Statement

For the Month Ended October 31, 2011

Service revenue

Expenses
Salaries expense $5,200
Advertising supplies expense 1,500
Rent expense 900
Insurance expense 50
Interest expense 50
Depreciation expense 40

Total expenses

Net income

Illustration

$10,600
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Preparing Financial Statements from a Worksheet

Illustration

PIONEER ADVERTISING AGENCY INC.

Retained Earnings Statement
For the Month Ended October 31, 2011

Retained earnings, October 1
Add: Net income

Less: Dividends

Retained earnings, October 31

LI FTREN LY.
P v AT D RS ITY
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PIONEER ADVERTISING AGENCY INC.

Statement of Financial Position
October 31, 2011

Assets

Illustrat

Office equipment $5.000

Less: Accumulated depreciation 40 $ 4,960

Prepaid insurance 550

Advertising supplies 1,000

Accounts receivable 200

Cash 15,200
Total assets $21.910

Equity and Liabilities

Equity

Share capital $10,000
Retained earnings 2.360

Liabilities
Notes payable 5,000
Accounts payable 2,500
Interest payable 30
a" Unearned revenue 800
Salaries payable 1,200
V- Total liabilities 9.550

Gl pugaidanls
PSS SMART IMTHTRSITY Total equity and liabilities $21,910
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Preparing Adjusting Entries from a Worksheet

9
Adjusting Entries

® The adjusting entries are prepared from the
adjustments columns of the worksheet.

@ Journalizing and posting of adjusting entries follows
the preparation of financial statements when a
worksheet is used.

LI FTREN LY.
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A— GENERAL JOURNAL J2
General journal Date Account Titles and Explanation Ref. | Debit | Credit
showing adjusting - )
entries 2011 Adjusting Entries

Oct. 31 Advertising Supplies Expense 631 1,500
Advertising Supplies 126
(To record supplies used)
. . 31 Insurance Expense 722 30
AdJ us t| n g Prepaid Insurance 130
(To record insurance expired)
J ourn al 31 Depreciation Expense 711 40
; Accumulated Depreciation—Office Equipment 158
Entries (To record monthly depreciation)
31 Unearned Revenue 209 400
(Chapter 3) Service Revenue 400
(To record revenue for services provided)
31 Accounts Receivable 112 200
Service Revenue 400
(To record revenue for services provided)
31 Interest Expense 905 30
Interest Payable 230
(To record interest on notes payable)
31 Salaries Expense 726 | 1,200
| Salaries Payable 212
T (To record accrued salaries)

PRI § i1 BETHRETY



Chapt .
%per Closing the Books

[llustration 4

TEMPORARY PERMANENT

These accounts are closed These accounts are not closed

All revenue accounts All asset accounts

All expense accounts All liability accounts

Dividends Equity



