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e \What is the accounting?



e \What are the accounting standards?

A standard of rules govern the preparation of the financial

statements

GAAP Generally Accepted Accounting Principals
FASB Financial Accounting Standard Board

and more...

Accrual method

Accrual basis accounting mean the revenues and expenses added or
matched to the time period. Cash was received or paid is irrelevant to the
recording of revenues and expenses.

Cash Method

Recognizes revenues and expenses when cash is received or paid.



e \What is the Bookkeeping?



e \What is the Journal and Trial Balance?
o Single Entry

o Double Entry



1. General Journal entries:

General Journal Page G1
Date Account Titles and Explanations PR Debit  Credit
2014
Aug. 1  Cash 101 16,000
Store Equipment. 165 10,000
Joane Cardinal, Capital 301 26,000
Owner’s initial investment.
1 Prepaid Insurance 128 2,400
Cash 101 2,400
Purchased six months of insurance.
2 Furniture 161 2,000
Cash 101 2,000
Purchased furniture for cash.
3 Rent Expense 640 3,200
Cash 101 3,200
Paid rent for August.
4  Store Equipment 165 21,000
Accounts Payable 201 21,000
Purchased additional equipment on credit. <
15  Cash 101 1,100

Haircutting Services Revenue........... o siSesasss 403 1,100
Cash receipts from 10 days of operations.

15  Accounts Receivable s 106 750
Haircutting Services Reven Q ........ 403 750
To record revenue for servi ided on account.
17  Cash % 101 750
Accounts Regeivable .. 5w..........ccceeiuininaninnne 106 750
To record cash r payment on account.
17 Wages Expense........ 623 250
C 101 250
Paid wages to assistant.
18 Noent ired since there has been no
econom nge
18 101 500
Unearned Haircutting Services Revenue........ 236 500
To record payment in advance.
831" Cash 101 1,950
k Haircutting Services Revenue..............cco.cuue. 403 1,950
)Y Cash receipts from second half of August.
31 Accounts Payable, 201 7,000
Cash 101 7,000
Paid an installment on accounts payable.
31  Hydro Expense 690 450
Accounts Payable 201 450
August hydro to be paid by Sept. 14.
31 Joane Cardinal, Withdrawals 302 500
Cash 101 500

Owner withdrew cash from the business.



What is the Chart of Accounts?

e \What is the General Ledger?

e \What is the term Posting of
Transactions?






General Journal Entries and
Generate Trial Balance
(Financial Records)

Posting Process of Financial
Records

General Ledger Account




diversity of operations. A small company may have as few as 20 accounts, while a
large company may need several thousand.

The chart of accounts is a list of all accounts used in the ledger by a company. The
chart includes an identification number assigned to each account. The chart of accounts
in Appendix III of the text uses the following numbering system for its accounts:

101-199 Asset accounts

201-299 Liability accounts

301-399 Owner capital and withdrawals accounts
401-499 Revenue accounts

501-599° Cost of sales expense accounts

601-699 Operating expense accounts

The numbers provide a three-digit code that is useful in fecordkeeping. In this
case, the first digit assigned to asset accounts is 1, while the fitst digiassigned to li-
ability accounts is 2, and so on. The first digit of an account’s mumber also shows
whether the account appears on the balance sheet on\me, income statement. The
second and subsequent digits may also relate to the accounts’ categories. The nu-
merical basis of a chart of accounts is a fundamental component of a computerized
accounting system. A partial chart of accounts forWertically Inclined follows.

Account Account
Number Account Nam Number Account Name

Cash Virgil Klimb, Capital

106 Accounts Receivablé 302 Virgil Klimb, Withdrawals
125 Supplies 403 Teaching Revenue
Prepaid Inee 406 Equipment Rental Revenue
i 622 Salaries Expense
641 Rent Expense

690 Utilities Expense




e \What is the Assets and Accounts
Receivable?

Some hints to identify assets
o The company must own and control the item
o The item has a value to the company
o The value of the item can be measured

e Short Term Assets

e L ong Term Assets

e Intangible Assets

e \What is the Historical Cost?



QUIZ

o A car that belongs to the owner of the company

o A building used to build and sell your products

o Tools that used to manufacture your products

o A broken tool that is not used any more

o Money owed to the company from selling your
products and services

o Money owed from the company to the gas
company

o The land of the company building

o Truck is used to deliver your products

o Money in the personal bankaccount of the owner

o Money paid in advance for three years insurance
policy on the business

No
Yes

Yes
No

Yes

No

Yes

Yes
No

Yes




e \What is the depreciation of an asset?



e \What are the liabilities and Accounts
Payable?

o Short Term Liabilities

o Long Term Liabilities



e \What are Prepaid Expenses?

Prepaid expenses are future expenses that have been
paid in advance. In other words, prepaid expenses are
costs that have been paid but are not yet used up

e \What is Un-earned revenue?

Unearned revenue(s) are liability accounts that reports
amounts received in advance of providing goods or
services



e \What is the accounting formula?

Assets = Liabilities + Owner’'s Equity



e \What are the financial statements?

e \What is the Income Statement?

e \What is the Owner’s Equity?

e \What is the Balance Sheet?

e \What is the Cash Flow?



Acct.

No.
101
106
128
161
165
201
236
301
302
403
623
640
690

Ao Debit Credit
8 T R s $ 4,950-=~~=r===
Accounts receivable ......cccceevvecvieieneen. -0-
Prepaid INSUrance o imassovssnsid 2,400
PUMNIMUIE .o consmnenisacsrmnisiiiaiiss s 2,000 .
Store - eQUIDMENT ...ocviciinpinsimssrie 3000y
Accounts payable .cusiuescipissins £$14,450
Unearned haircutting services revenue : 500
Joane Cardinal, capital.........cccosvevnnnes E
Joane Cardinal, withdrawals ............ 500 |
Haircutting services revenue............. H
Wages EXPRNSES....isswassssivssssnssnessssssan 2501
Rent EXPOYISE .crscrvisimmnistrstssuasinsminins 3,200
Hydro expense 450

1) 7. SRR, L e MR $44,750 $44,750

The Cutlery

Income Statement
For Month Ended August 31, 2014

The arrows are
imaginary but they
emphasize;

1. How the statements
are prepared from the
trial balance and

2. The link between
statements.

Revenues:
i~ »Haircutting services revenue............ $3,800
1
f': i| Operating expenses:
| i ReNt EXPENSE ...vvvecrsserssessecsecsgfBhons $3,200
DIl Hydro expense ... 450
#1 P=Wages @XPENSE ........ccceerrrseime- et 250
1 E Total operating expenses............ 3,900
E N OIS R ki o rsrseastnanassssnstsumasionbostias $ 100 g
! pa
“2 1 E i
N ]
1 \ 1
a! !
+ The Cutlery !
4 Statement of Changes in Equity -
Ei For Month Ended August 31, 2014 :
1
1
{1 | Joane Cardinal, capital, August 1........ $ -0 i
' #Add: Investments by OWNer ............... 26,000 | |
b INTCE o s s cmspracssinsinisi $26,000 | !
|| Less:Withdrawals by owner ............... $500 )
; I O S ssussunssasimmmressson 100 “4-7600
i |
1 ]
1 ]
] ]
1 |}
I ]
] 1
i i
! The Cutlery !
A Balance Sheet -
! August 31, 2014 i
: i
1 1
1 1
i
Prepaid insurance .. 2,400 | |
FUFNRUYE fisivinstens 2,000 | |
Store equipment ... 31,000 | §
Total assets $40,350 | !
i
i
Accounts payable $14,450 -
Unearned haircutting services i
FOVENUR i ot aaspamiises 500 E
TOtAL HAINIES .. cpoicirimscistramonesses $14,950 | !
1
1
Equity i
Joane Cardinal, capital .......c.cccouveunen. 25,40011'
Total liabilities and equity ..........c.... $40,350




Vertically Inclined Rock Gym EXHIBIT 1.8

Income Statement Income Statement for Vertically
For Month Ended March 31, 2014 Inclined Rock Gym
Revenues:
IR CIITICIPENEIIUIE TRl - i s s, oo s A o B - T S e $ 3,800
ST e T (Y 300
BOIBETOMERUOS -8 . oo a & 5o i iore i e Taln Aisost GisTos s W s HEn RS $ 4,100
Operating expenses:
ROEUOKDBIISE: . ... o os srvomie 515 558 S1Te 1075 WHR Biari ol s gbin oveih g 500 $ 1,000
SUAMEN CXDONSE 4. s oo 5575 605 w58 68 Siome sus s s jo)s #8418 8 016 /5 $ w18 0h5 4 700
Jotaloperating eXPensesS. ... v « sis sje s oo /vt s o6 w55 5 e » 1,700
L R G D R S T T T T e e $ 2,400 -
Vertically Inclined Rock Gym EXHIBIT 1.9
Statement of Changes in Equity Statement of Changes in Equity
For Month Ended March 31, 2014 for Vertically Inclined Rock Gym
PG KIIMD, Capital; MAICI 1 < o 4 ¢ ororsueeismiio sr omise siais bl a6 05 ' $ -0- |
AT TNVeStMents DYIOWNEBE . . .. .o coo o ofs 5565 5a Aie o s i scsises ase $ 10,000 /
INEE IFTCOITIE v s s s wiv 506 376 s s BF50 165 tois) v o garimt o 4316 Folid el & 7 K18 2,400 12,400
EVOREND s 5 3ore, 3 s i 05 015 & B e o i . .15 & SR AR ¥ e $ 12,400
PESS: WIthATaWa S BY OWNEE u ie = s o ie1s wislea's S8 2 0is ¢ ols i tos 55 o 600
Vircl:Klimb, fcapital, Mareh 31 <o 0 1ttt oaicsi s minin s ios i » $ 11,800 g
Vertically Inclined Rock Gym EXHIBIT 1.10
Balance Sheet Balance Sheet for Vertically
March 31, 2014 Inclined Rock Gym
Assets Liabilities
--irCash ............. $ 8,400 Accounts payable. ........ $ 200
SUppHes s s ice e s 3,600 Notes payahl€@. . W . . . . .. 6,000
Equipment . ....... 6,000 Total liabilities . . . ....... $ 6,200
Equity
Virgil Klimb, capital. ....... 11,800 <
Total assets ...... . $18,000 Total liabilities and equity . . . $ 18,000

w EXHIBIT 1.11

e % Statement of Cash Flows for
NS Vertically Inclined Rock Gym
Cash flows from operating activities
Cash'réceived R CHENTS: . 0ok Lals e sl il 0 SN Bl b 3 $ 4,100
CashaaaicDINPPIIesE el b ot sabn el Sl Vs v se o (3,400)
Cash RIRAIOwYent - sl s 40 st B A Ddlon oo R wola Rl o (1,000)
CofIAN0 CMPIOYEE . 4is s s =16sie: o015 570 50888 0ot wdlhooro sisia st s 700
Net'cash used by operating activities. . ................... $@,000)
@asiWtlows from investing activities. . . ..., -0- The arrows are imaginary
Cash flows from financing activities but they emphasize the
Investnent: DY GWITEE . /v o S s ssa s R UM SR 40 A0 $10,000 link between statements.
Withdrawal by owner:.oq 0o o o sl oan Ia S St SN (600)
Net cash provided by financing activities. . ................ 9,400
Net inCreaseiVEasN 4w it a0 3R s Basluis =ior ol et e oo darend w1 5) 60 $ 8,400
Cash balance, Marhil T cs o 0L o e a bt vntats v st 5B S 181 ke e -0-
Cash balance; MarchiBll setmms Sves e« side oo 515 3 hupayes olin wvoin stasa’s /s 8,400




e \What are Retained Earnings?

Retained earnings are the profits that a company has
earned to date, less any dividends or other distributions
paid to investors.

Beginning retained earnings + Profits/losses - Dividends =
Ending retained earnings

e \What is the Bank Statement
Reconciliation?



e Year End Closing

o Revenue Accounts Owner’s Capital
o Expense Accounts Owner’s Capital

o Owner’s Withdrawals Owner’s Capital



e \What is the relation between financial
statements and business tax filing?



