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Learning objectives: M'R?&.Em

1) Explain accounts as they relate to the accounting equation and
describe common accounts.

2) Define debits, credits, and normal account balances using double-
entry accounting and T-accounts.

3) Record transactions in a journal and post journal

entries to the ledger.

4) Prepare the trial balance and illustrate how to use the trial balance to
prepare financial statements.

5) Use the debt ratio to evaluate business performance.



The Ledger Accounts After Posting |

Exhibit 2-7 shows the [-accounts of Smart Touch Learning after posting the journal en-
tries from the juuma] to the ]n:u:lgi:r. The accounts are gmupcd under their h:—.:d.i.ngi Notice

that at December 31, Smart Touch Learning has assets of $114,700 ($12,200 + $1,000 +
5500 + £3,000 + $18,000 + 560,000 + $20,000), liabilities of $60,900 ($200 + 5100 +
5600 + $60,000), and equity of 353,800 (548,000 — 55,000 + §16,500 — 52,000 —
$3.600 — %£100). The accounting equation is in balance ($114,700 = 260,900 +

$53,800).



IIDVE SIE

U N R TY |I
Exhibit 2-T Smart Touch Learning's Accounts After Posting Journal Entries in November and Decem bear
Amsets - Linbil itles + Eq ulty
Cash - Aecounts Paya ble T Brig ht, Cap ftal - E rig ht, W ithd rrevals I Sore ko Reswsn s - Rent Expense

Mow, 1 30,000 20,000 Mow 2 Mow, 21 00| S00 Mow 3 10,000 Mo, 1 Mow, 25 5 000 CEO0 Mow, B Mow, 15 2,000
Mov. B SE00| 3300 Mov. 1% - 18,000 [Dac, 2 - 3OO Mow, 10 - -
Mow. 23 2,000 00 Mow, 21 200 Bal. — Bal. 5, i 8000 Duc 28 Eal. Ir.l.::m
[, 71 GO | 6,000 How, 25 U A lities Pa yable T } calanes Prpares
D, 78 5,000 %000 Dec 1 100 Dec 15 LT L Mow. 15 1,200

1.0K D, 1 . 1 1.5k

1,200 Dec 15 VR Gl Dec. 1% 1,200
Hal 12200 Unearn ed Rew enu e Hal 1,51

GO0 D, 31
AL oo unts Ros beab e : R Utllities Exparss
Mow, 100 3,000] 2,000 Mow, 22 hikl - Eal. . 1% 1Kl
Bal. 1,01 Nows Peysile Hal 161
e F -
Office Supp lies G000 Dwec, 1

Mo, 3 D] Ll CICKD Hal.
Hal G

Prepald Rent
e, 1 1 KK

Hail 1 KKl

Fu rn lture

L, & 15 (KK]

Bal T B L
EBuildng
Daac, 1 GELCEK]
Eal [ELRRE
Land

Moy, £ SOKK]

Eal. LULEKK]

§114.700 - §60,900 -+ 53,800



Exhibit 2-82 T-Account Versus Four-Column Account

Tha balance of tha
account affer each
transaction.

Cash

MNow. 1 20,000 | 20,000 MNow. 2

Mow. 8 5500 | 3200 MNov. 15

Mow. 22 2,000 300 Mov. 21

Dec. 21 600 | 5000 MNow. 25

Dec. 28 2,000 | 3000 Dec. 1

1,200 Dec 1 [ The Debit or Credit for 1
1,200 Dec. 15 gach transaction.

Bal. 12,200 | [

CASH Account No. 101

Date Ftem Post Ref. | Debit Credit Salames =
Debit Credit

2014

Mow. 1 " 30,000 30,000

Mow. 2 " 20,000 10,000

Mow. & n 5,500 15,500

Mow. 15 n 3,200 12,300

Mow. 21 " 300 12,000

Mow. 22 n 2,000 14,000

Mow. 25 n 5,000 9,000

Dec. 1 12 2,000 6,000

Dec. 1 12 1,200 4,800

Dec. 15 12 1,200 3,600

Dec. 21 12 s00 4,200

Dec. 28 12 B.000 12,200




Exhibit 2-2 | Postng References

The paga number
from the journal.

= Page 1
Date Accounts and Explanation / Past. Ref. Debit Credit
Mow. 1 Cash 101 30, 000
Bright, Capital 3u1i\. 30,000
- o
CASH Account No. 101 | The account number
i I from the ledger.
Balance
Date Item Post. Ref Credit
|, Debit Credit
2014 /
Mow. 1 n 30,000 DO
BRIGHT, CAPITAL Account No. 301
Balance
Date Item Post. Debit Credit
Debit Credit
2014 l!
MNaow. 1 1 30,000 30,000
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21, EMB Consulting Services had the following transactions for the month
of November. Journalize the transactions and include an explanation with

i.'.ﬂd'l. i.'.ﬂl.T"i'.

Mow. |1 The business received 10,000 cash and pave capital to
: Eloise Martinez, the owner.

15 Purchased office suppliss on account, $400
18 Paid advertising bill, 150
20 Received $1,000 from customers for services rendered



Accounts and Explanation

Debit

Mow 1

15

18

20

Cach
Martinez, Capital
Chamer coninbution.

Cffice Supplies
Accounts Fayable
Purchased office suppiies on sccownt.

Advertizing BExpenss
_ash

Cash
Service Eevenue
Performed senvicas and recaived cash.

Martinez, Withdrawals

_ash
Chwner witharaws

10, 00

150

1,000

SO0

10, 1000

150

1,000

=

MIDOCEA
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Prepare the trial balance and illustrate how to use the trial balance to
prepare financial statements
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What is The Trial Balance?

After the transactions are recorded in the journal and then posted to the
ledger, a trial balance can be prepared. The trial balance summarizes the
ledger by listing all the accounts with their balances—assets first, followed
by liabilities, and then equity. trial balance is a useful summary of the
accounts and their balances because it shows the balances on a specific
date for all accounts in a company’s accounting system. Exhibit 2-10 is the
trial balance of Smart Touch Learning at December 31, 2014.

A list of all ledger accounts with their
balamces at a point in time.
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Exhibit 2-10 | Tnal Balance

SMART TOUCH LEARNING
Trial Balance
Decembear 21, 2014

Balance
BAuccount Titlke Debit Credit
Cash £ 12200
Accounts Recaivable 1,000
Crffece Supplies S
Prepzid Rent 3,000
Furniturs 18,000
Building = ]
Lamed 20, D0
Arcounts Payshle % 200
Litilities Payable 100
Unearmed Rewsnuea &0
Motes Payable B0, 00
Bright. Capital AR, DOD T he Prioad Aalaenre e Thhe Aafamee SAmer sre
Bright, Withdrawals 5,000 PG TR S J"‘i".:i,uf::z SLfe el e e o e Rt e -
e — 16,500 A arenes Sate men PhAese Tawn odocidspent's.
Rent Expense =T o ?‘;L.:..r' e e o -.-fgr-u‘-i'g.-s_' aﬂ-—"-.lg af.:’.r.::,."'a?‘il_,-' e
el T e £ LG e bt et s et
malaries Experss ot el M"}.-" .-'5’." ﬂﬂ-g.ﬂfﬂ__,.-ﬁ::..ﬁ' = e farRe Lol T
Liilities Expense 13D i VR Ay Fhmar, o Pl et her Aeand,

Total 5 125,400 % 125,400 A e Tohpem o e T ol o PP J'.rﬂ = P o ¥
B e R e i Tl J P

T R T




Preparing Financial Statements From the Trial Balance

Exhibit 2-11  Smart Touch Learning’s Financial Statements

SMART TOWUCH LEARNIMNG

Incomea Statement

Twwo Months Ended Decamber 31,

Rewenueas:

Sarvice Revenwe
Expansas:

Salaries Experss 1 3,500

Rent Expense 2,000

LHilities Expanse 100

Total Exmenses
Met Inoome
Assats

Cazh

Aocouwnts Receivable
Office Supplies
Prepaid Rent
Furmiture

Building

Laind

Total Asoats

2014

3 18,500

L. 700

5 10, Baled

SMART TOUCH LEARNING

Statememnt of Owwner’s Equity

Tweo Momniths Ended Decembeaer 31, 2014

Bright. Capital, Nosamier 1, 2014
Crewmer comntribaurtiom

Met inoomea for the two maonths

Cravmezr wi thdranaeal
Bright, Capital, December 31, 2074

SMART TOUCH LEARMING
Balance Shaet
Drecember 31, 2014

¥ 12,200
1,000

5040

2,000

1E, 300
&0, 300
210,000

5 114,700

Liabdlrties
Huocounts Fayable
Litilities Payable
Unearned Revenws
Miotes Payable
Total Liabilities

Crauners Equity
Bright. Capital
Total Ligbilities and Chamer’s EQuity

3 200
100
00

&0.000

&0. 900

53,800

5 114,700

AE, 000
10,800

58, 800

(5. 000}

S 53,8300

[ |
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22, Using the following accounts and their balances, prepare the trial balance for
Cooper Furniture Repair as of December 31, 2015,

."l.::lv:rrjslng Expense

MIDOCEA

UNIVERSITY



COOPER FURNITURE REPAIR MIDOCEA |
T“EIH—EI-E"'[E‘ UNIVERSITYl
December 31, 2015

Balance
Account Title Debit Credit
Cash 3 7,000
Equipmenrt 10,000
Accounts Payable $ 2,300
Unearned Revenue 4,500
Miller, Capital 12,200
Miller, Withdrawsals 3,000
sarvice Revenue &, 000
Rent Expense 5. 000
Advertsing Expense 1,200
Litilities Expense 200

Total 5 27.000 5 27,000
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Use the debt ratio to evaluate business performance



How DO you use The DEBT Ratio to Evaluate MIDOCEA |
Business Performance? s Y B = LT |

Previously you learned that evaluating a company’s return on assets (Net income / Average total assets) can help
in determining how well a company is performing. In this chapter, you learn about another tool that can be used
when reviewing financial statements. The debt ratio shows the proportion of assets financed with debt and is
calculated by dividing total liabilities by total assets. It can be used to evaluate a business’s ability to pay its

debts.

' o . Shows the proportion of assets
| Debt ratio = Total liabilities £ Total assets f firanced with debt. Tatal lisbilities /

Total assets,
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Let's look at Greets Mountain Colffee Roasters, Inc. and evaluate ies abilicy o pay
its debt=. (O irs 2011 balance sheet (locared in Appendix A), Green Mountain reporced
(in thousands} votal liabilities of $1,285.672 (£471.374 + £575.969 + $189.637 +
g27.184 + 5474 + $21.034) and total assets of $3,197.,.887. The debt ratio for (Green
Mountain as of September 24, 201 1 follows:

Cebt ratio = Total liabilities » Total assaets
= %1, ZE5,672 32 197 887 = 0.40 = A0. 0%

A debt ratio of 40.0% means thar a litde less than half the assets of (Green
MMounrain are financed widh debt. The other &0.0%G {100%0 — 40.0%0) arc HAnanced by
irmvesoors of the corporadon. What is an acceprable debt ratdo depends on the indusery-
awverage. | he cotfes and tea manutacnaring induscry typically has an average debt ratio of
around 41.2%. Green Mounrain's debr rado is slightly lower than the indusery average.
The debrt rado indicates the risk of a comparmy. The higher the debr rado, the higher the
rislke. All Habilities must eventually be paid, and the debt rado is one indicaton of the
ability of the company o fulfill these obligations.
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13. Using the following accounts and their balances, calculate the debt ratio for
Cooper Furniture Repair s of December 31, 2015.
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23. Using the following accounts and their balances, calculate the debt ratio for
Cooper Furniture Repair as of December 31, 2015.

Cash $ 7,000
Uneamed Revenue 4,500
Equipment 10,000
Service Revenue 8,000
Miller, Capital 12,200

Total assets = $7,000 + $10,000 = $17,000
Total liabilities = $2,300 + 34,500 = $6,800

Diebt ratio = Total liabilities / Total assets = $6,800/ $17,000 = 0.40 = 40%

MIDOCEA

UNIVERSITY



The trial balance of Harper Service Center as of February 28, 2015 follows: |
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HARPER SERVICE CENTER
Trial Balance
February 28, 2015

Accoumnt Title Debit Credit
Cash $ 26,000

Aocounts Receivable 4,500

Cffice Supplies Q

Land a0

Accounts Payable 3 2,000
Utilities Payable 0
Unearned Revenus 0
Motes Payable 0
Harper, Capital 28,500
Harper, Withdrawweals Q

Service Rewenue 0
Salaries Expense
Rent Expensze
Intarest Expense
Liilities Expernse
Total % 20,500 % 20,500

o o o o




Dhuring March, the business engaped in the following transactions:

Mar. 2 Bormowed 545,000 from the bank and signed a note payable in
the name of the business.

A  Paid cash of $40,000 to acquire land.

g Performed senvices for a customer and received cash of $5,000.
13  Purchased office supplies on acoount, $300.
15 Performed senices for a customer on account, 52,600
18  Paid $1,200 on account.

21 Paid the following cash expenses: salares, $3.000; rent, $1.500;
and interest, $400.

25 Received 33,100 from customer on account.

27 Received a $200 utility bill that will be paid next maonth.
249 Received $1.500 for senvices to be performed next month.
30 Harper withdrew cash of $1,800.

Requirements

1. I::'l|:h::n the accounts listed in the trial balance LISITL, the balances indicated. Use the

T—ill:l:l:ll.'l.'l'l.t E:I-I.'I.'I'.I.H.T_

2. Journalize cach transaction including explanations.

3. Post the journal entries to the ledger (use T-account formart).
4. Prepare the trial balance of Harper Service Center as of March 31, 2015.
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Requirement 1
Assats = Labilitias + Equity
Cash m  Accounts Payable + Harpar, Capital —  Harpar, Withdrawals + Sarvica Revenus Salsrias Expense
Eal. 26000 2,000 B4 28,500 Hal fal, | | i, Ral 0
Accounts Receivabla Utilitias Payable Rent Expansa
Eal. 4500 0 B4 Ral 0
Offica Supplias Unaarnad Revenua Intarast Expense
Eal. | 0 Ba. Ral 0
Land Motes Payable Utilrtias Expenise
Bal. | 0 Ba. Rl 0




Requirement 2

Accownts and Explanation

blar. 2

13

15

18

Cash
MNotes Payabla
Bomoweed cash an notes payable.

Land
_ash
Purchased {and weth cash.

Cash
Service Revenua
Perfommed senaces and receawed cash

Office Supples
Accounts Payable
Purchased office supplies an aocourt.

Accounts Recesabla
Service Revenua
Performmed senaces on account.

Acoounts Payable
Cash
Paid cash on account.

45,000

5,000

300

£, 800

1.200

45,000

40,000

5.000

300

2,600

1,200



21

25

27

29

=0

Salamas Expense

Reant Exparse

Interest Expearnise
Cash

Paid cash axpenses.

Cash

Arccount= Recervabla
Received cash an acoount.

Utdlities Expearse
Utities Payaoda

Cazh
Umaarned Revenue

Collected cash for future senaces.

Harper, Withdrawals
Cash

3,000

1,500
400

2,100

200

1,500

1,800

4,900

3,100

200

1,500

1,800
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Requirement 3
Assats - Liabilitles + Equity
Cash - Arcounts Fayable + Harper, Capital —  Hamper, Withdrawals  + Sarsica Ravenug - %alarias Expansa
Bal 2600040000 Mar 4 M2 1700 2000 Eal m500 Ed  Eal i 0 Eal Eal 0
Mar 2 45000( 1700 Mar1g 300 Mar. 13 B eo0 B3, Mar 30 1800 5000 Mar 9 Ma 71 3000
Mar 0 5,000 4500 Mar 21 ' 160 Mar 1%
d ' 1,100 Eal Bal 1,800 d Bal 3000
Mar 25 3100|1200 Mar.30 ' ' Tl '
Mar 29 1,500 et ExDanza
Bl AL Uelliias Payabls Eal 0
0 Eal N REL
| Atcounts Racalvable M0 Mar 27 M. 21 1'.:‘:{
= 4500 3,100 Mar 25 00 Ed Bl 1500
Mar 15 2,600 Initarest Expansa
. Unsamaed Revans E
Bal 4,000 - Bal 0
Ma 1l 400
, Offica Supplias 1500 Mar. 20 — i =
3
Bal 0 1500 Eal
. Mar 13 300 Wiotas Payabls L=llitias Expansa
il 30 0 Bl i 0
y 00 Mz 3 Ma 27 100
La ! -
Ma 4 40,000
Eal 40,000




Requirement 4

Acoount Tithe

Cash

Acounts Recaresbls

Office Supplies
Land

Accounts Payable
Liilities Payshils

Umearn=d Resvenue

Motes Faysble
Harper, Capital

Harper, Withdrawals

service Revenue
Salaries Experss

Rent Expense

Interest Expense

LUitilities Expense

Todal

HARPER SERVICE CENTER
Trial Balamce
March 21, 2015
Balamce
Debit Cradit
$ 32,700
4., 000
300
A0, 0
% 1.100
200
1.5040
45,000
28,500
18080
7600
3,000
1.5040
A0
2000
$ 83,900 § 83,900

MIDOCEA

UNIVERSITY



311 Identifying accounts

(Comsider the following aconunis and identify each acoount 2= an aeet (A, Lty (1],

e xquty (.

1. Note Hepavahie
b. Comenon Sinck
c. Prepaid Irsumance
d Motes Pryahle

e Hent Reveme

S2-1

a. Notes Recervable (A)
b. Common Stock (E)
¢. Prepaid Insurance (A)
d. Notes Payable (L)

e. Rent Revenue (E)

[ o Payakle

g Rent Exmpensce

h. Furnibore

i. Divdends

} Unearned Revenue

f. Taxes Payable (L)

g. Rent Expense (E)

h. Furmiture (A)

1. Dividends (E)

1. Unearned Revenue (L)



10. The proportion of assets financed with debt is shown by the

4. Current ratio,
b. return on assets.

c. debt ratio.

d. retum on equity.

10. C



Demonstration of E2-16 & E2-17

The following transactions occurred for Mission Cable Services.

July 2 Received $20,000 contribution from Thomas in exchange for Common Stock

4 Paid utilities expense of $800.
5 Purchased equipment on account, $4,200.

10 Performed services for a client on account, $4,000.

12 Borrowed $14,000 cash, signing a notes payabile.

19 Cash dividends of $1,000 were paid to stockholders.

21 Purchased office supplies for $1,600 and paid cash.

27 Paid the liability from July 5.

E2-16. Journalize the transactions of Mission Cable Services. Include an
explanation.

E2-17. 1. Open T-accounts for Mission Cable Services.
2. Compute the July 31 balance for each account.

MIDOCEA



Demonstration of E2-16 & E2-17-Req. 1

July 2 Received $20,000 contribution from Thomas in exchange for common stock.

Date Accounts and Explanation Debit Credit
Jul. 2 Cash 20,000

Common Stock 20,000
Issued common stock in exchange for cash.

Cash Common Stock

Jul.2 20,000 20,000 Jul. 2

|
MIDOCEA



Demonstration of E2-16 & E2-17-Req. 1

MIDOCEA

July 4 Paid utilities expense of $800.

Date Accounts and Explanation Debit Credit
Jul. 4 Utilities Expense 800
Cash 800
Paid utility expense.
Cash Utilities Expense

Jul.2 20,000 800 Jul. 4 Jul. 4 800




Demonstration of E2-16 & E2-17-Req. 1

July 5 Purchased equipment on account, $4,200.

Date Accounts and Explanation Debit Credit
Jul. 5 Equipment 4,200
Accounts Payable 4,200

Purchased equipment on account.

Equipment Accounts Payable

Jul. 5 4,200 4,200 Jul. 5

|
MIDOCEA



Demonstration of E2-16 & E2-17-Req. 1 MIDOCEAN
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July 10 Performed services for a client on account, $4,000.

Date Accounts and Explanation Debit Credit
Jul. 10  Accounts Receivable 4,000
Service Revenue 4,000

Performed services for client on account.

Accounts Receivable Service Revenue |
Jul. 10 4.000 4 000 Jul. 10




Demonstration of E2-16 & E2-17-Req. 1 DOCEAN

July 12 Borrowed $14,000 cash, signing a notes payable.

Date Accounts and Explanation Debit Credit

Jul. 12 Cash 14,000
Notes Payable 14,000

Borrowed cash by signing nofte.

Cash Notes Payable

Jul.2 20,000 800 Jul. 4 14,000 Jul. 12 |
12 14,000




Demonstration of E2-16 & E2-17-Req. 1

July 19 Cash dividends of $1,000 were paid to stockholders.

Date Accounts and Explanation Debit Credit
Jul. 19  Dividends 1,000
Cash 1,000
Paid cash dividends.
Cash Dividends
Jul.2 20,000 800 Jul. 4 Jul. 19 1,000

12 14,000 1,000 19

|
MIDOCEAN



Demonstration of E2-16 & E2-17-Req. 1

July 21 Purchased office supplies for $1,600 and paid cash.

Date Accounts and Explanation Debit Credit

Jul. 21 Office Supplies 1,600
Cash 1,600
Purchased office supplies with cash.

Cash Office Supplies

Jul.2 20,000 800 Jul. 4 Jul. 21 1,600

12 14,000 1,000 19
1,600 21

|
MIDOCEAN



Demonstration of E2-16 & E2-17-Req. 1

July 27 Paid the liability from July 5.

Date Accounts and Explanation Debit Credit

Jul. 21 Accounts Payable 4,200
Cash 4,200

Paid cash on account.

Cash Accounts Payable
Jul.2 20,000 800 Jul. 4 Jul. 27 4,200 4,200 Jul. 5
12 14,000 1,000 19
1,600 21

4,200 27

|
MIDOJC_EA[TII



Demonstration of E2-17-Req. 2

Cash Accounts Receivable

Jul. 2 20,000 800 Jul. 4 Jul. 10 4,000
12 14,000 1,000 19
1,600 21
4 200 27

Bal. 26,400 Bal. 4 000

Office Supplies Equipment
Jul. 21 1,600 Jul. 5 4,200
Bal. 1,600 Bal. 4 200

© 2018 Pearson Education, Inc.

MIDOCEA

UNIVERSITY

2-39



Demonstration of E2-17-Req. 2 |

MIDOCEAN
Accounts Payable Notes Payable
Jul. 27 4,200 4,200 Jul. 5 14,000 Jul.12
0 Bal. 14,000 Bal.
Common Stock | Dividends
20,000 Jul. 2 Jul. 19 1,000

20,000 Bal. | Bal. 1,000

© 2018 Pearson Education, Inc. 2-40



Demonstration of E2-17-Req. 2 MIDOCEAN
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Service Revenue Utilities Expense
4,000 Jul.10 Jul. 4 800

© 2018 Pearson Education, Inc. 2-41
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Thank You
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