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CHAPTER STUDY OBJECTIVES





After studying this chapter, you should be able to:


1.	Explain what an account is and how it helps in the recording process.


2.	Define debits and credits and explain how they are used to record business transactions.


3.	Identify the basic steps in the recording process.


4.	Explain what a journal is and how it helps in the recording process.


5.	Explain what a ledger is and how it helps in the recording process.


6.	Explain what posting is and how it helps in the recording process.


7.	Prepare a trial balance and explain its purposes.
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PREVIEW OF CHAPTER 2





In Chapter 1, we analyzed business transactions in terms of the accounting equation and presented the cumulative effects of these transactions in tabular form.  In this chapter, we will introduce and illustrate the basic procedures and records that are used.  The organization and content of the chapter are as follows:
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�
CHAPTER REVIEW


The Account





1.	(S.O. 1)  An account is an individual accounting record of increases and decreases in a specific asset, liability, or owner’s equity item.





2.	In its simplest form, an account consists of (a) the title of the account, (b) a left or debit side, and (c) a right or credit side.  The alignment of these parts resembles the letter T, and therefore the account form is called a T-account.





Debits and Credits





3.	(S.O. 2)  The terms debit and credit mean left and right, respectively.


a.	The act of entering an amount on the left side of an account is called debiting the account and making an entry on the right side is crediting the account.


b.	When the debit amounts exceed the credits, an account has a debit balance; when the reverse is true, the account has a credit balance.





4.	In a double-entry system, equal debits and credits are made in the accounts for each transaction.  Thus, the total debits will always equal the total credits.





5.	The effects of debits and credits on assets and liabilities and the normal balances are:





		Accounts	Debits	Credits	Normal Balance


		Assets	Increase	Decrease	Debit


		Liabilities	Decrease	Increase	Credit





6.	Accounts are kept for each of the four subdivisions of owner’s equity:  capital, drawings, revenues, and expenses.





7.	The effects of debits and credits on the owner’s equity accounts and the normal balances are:





		Accounts	Debits	Credits	Normal Balance


		Owner’s Capital	Decrease	Increase	Credit


		Owner’s Drawing	Increase	Decrease	Debit


		Revenues	Decrease	Increase	Credit


		Expenses	Increase	Decrease	Debit





8.	The expanded basic equation is:





Assets = Liabilities + Owner’s Capital  - Owner’s Drawing + Revenues - Expenses





The Recording Process





9.	(S.O. 3)  The basic steps in the recording process are:


	a.	Analyze each transaction for its effect on the accounts.


	b.	Enter the transaction information in a journal.


	c.	Transfer the journal information to the appropriate accounts in the ledger.


�
The Journal





10.	(S.O. 4)  Transactions are initially recorded in a journal.


	a.	A journal is referred to as a book of original entry.


	b.	A general journal is the most basic form of journal.





11.	The journal makes several significant contributions to the recording process:


	a.	It discloses in one place the complete effect of a transaction.


	b.	It provides a chronological record of transactions.


c.	It helps to prevent or locate errors because the debit and credit amounts for each entry can be readily compared.





12.	Entering transaction data in the journal is known as journalizing.  When three or more accounts are required in one journal entry, the entry is known as a compound entry.





The Ledger





13.	(S.O. 5)  The ledger is the entire group of accounts maintained by a company.  It keeps in one place all the information about changes in account balances and it is a source of useful data for management.





14.	The standard form of a ledger account has three money columns and the balance in the account is determined after each transaction.





15.	(S.O. 6)  Posting is the procedure of transferring journal entries to the ledger accounts.  The following steps are used in posting:


a.	In the ledger, enter in the appropriate columns of the account(s) debited the date, journal page, and debit amount.


b.	In the reference column of the journal, write the account number to which the debit amount was posted.


c.	Perform the same steps in a. and b. for the credit amount.





The Chart of Accounts





16.	A chart of accounts is a listing of the accounts and the account numbers which identify their location in the ledger.  The numbering system usually starts with the balance sheet accounts and follows with the income statement accounts.





The Basic Steps





17.	The basic steps in the recording process are illustrated as follows:





Transaction	On September 4, Fesmire Inc. pays $3,000 cash to a creditor in full payment of the balance due.





Basic analysis	The liability Accounts Payable is decreased $3,000, and the asset Cash is decreased $3,000.





Debit-credit	Debits decrease liabilities:  debit Accounts Payable $3,000.


analysis	Credits decrease assets:  credit Cash $3,000.


�
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The Trial Balance





18.	(S.O. 7)  A trial balance is a list of accounts and their balances at a given time.  The primary purpose of the trial balance is to prove the mathematical equality of the debits and credits after posting.





19.	A trial balance does not prove that all transactions have been recorded or that the ledger is correct because the trial balance may still balance when


	a.	a transaction is not journalized.


	b.	a correct journal entry is not posted.


	c.	an entry is posted twice.


	d.	incorrect accounts are used in journalizing or posting.


	e.	offsetting errors are made in recording the amount of a transaction.
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DEMONSTRATION PROBLEM (S.O. 4)





Doug Stein, the owner of Accounting Consultants, had the following transactions occur during the month of January 2004:





Jan.	2	D. Stein begins business with a cash investment of $222,000.





	6	Buys an office building for $120,000.





	10	Hires Pat Delaney as his assistant.





	14	Performs consulting services for Simon, Inc. worth $10,000 but is not paid by J. Simon at this time.





	17	Purchases supplies for $500 on credit.





	20	Receives a $10,000 check from Simon, Inc.





	28	Pays Pat Delaney $2,000 in wages for January.





	30	Withdraws $3,000 for personal use to vacation in Jamaica.





Instructions


Prepare the general journal entries for each of these transactions.








			�EMBED MSDraw  \* MERGEFORMAT���


�



SOLUTION TO DEMONSTRATION PROBLEM
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REVIEW QUESTIONS AND EXERCISES








TRUE(FALSE





Indicate whether each of the following is true (T) or false (F) in the space provided.





_____	1.	(S.O. 2)  In accounting the terms debit and credit mean left and right respectively.





_____	2.	(S.O. 2)  The double-entry system is a logical method for recording transactions and results in equal debits and credits for each transaction.





_____	3.	(S.O. 2)  Revenue accounts normally have debit balances.





_____	4.	(S.O. 2)  The normal balance of an expense is a credit.





_____	5.	(S.O. 2)  The expanded basic equation is:  Assets = Liabilities + Owner’s Capital + Owner’s Drawing  + Revenues - Expenses.





_____	6.	(S.O. 4)  The journal discloses in one place the complete effect of a transaction.





_____	7.	(S.O. 4)  The journal provides a chronological record of transactions.





_____	8.	(S.O. 4)  Separate journal entries are made for each transaction.





_____	9.	(S.O. 4)  The general journal is the most basic form of journal.





_____	10.	(S.O. 5)  A ledger is a list of accounts and their balances at a given time.





_____	11.	(S.O. 5)  The ledger is merely a bookkeeping device and therefore does not provide much useful data for management.





_____	12.	(S.O. 5)  The standard form of ledger account has three money columns for debit, credit, and balance.





_____	13.	(S.O. 6)  Posting is the procedure of entering transaction data in the general journal.





_____	14.	(S.O. 6)  The chart of accounts is a listing of the accounts and the account numbers which identify their location in the ledger.





_____	15.	(S.O. 6)  The purpose of transaction analysis is to first identify the type of account involved and then identify whether a debit or a credit to the account is required.





_____	16.	(S.O. 7)  A trial balance lists the accounts and their location in the ledger.





_____	17.	(S.O. 7)  The primary purpose of a trial balance is to prove the mathematical equality of the debits and credits after posting.





_____	18.	(S.O. 7)  A trial balance is usually prepared daily.


�
_____	19.	(S.O. 7)  A trial balance does not prove that all transactions have been recorded or that the ledger is correct.





_____	20.	(S.O. 7)  The trial balance will not balance when incorrect account titles are used in journalizing or posting.
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MULTIPLE CHOICE





Circle the letter that best answers each of the following statements.





	1.	(S.O. 1)  An account is an individual accounting record of increases and decreases in specific:


		a.	liabilities.


		b.	assets.


		c.	expenses.


		d.	assets, liabilities, and owner’s equity items.





	2.	(S.O. 2)  Credits:


		a.	increase both assets and liabilities.


		b.	decrease both assets and liabilities.


		c.	increase assets and decrease liabilities.


		d.	decrease assets and increase liabilities.





	3.	(S.O. 2)  An account which is increased by a credit is:


		a.	an asset account.


		b.	a liability account.


		c.	a drawing account.


		d.	an expense account.





	4.	(S.O. 2)  Which of the following rules is incorrect?


		a.	Credits decrease the drawing account.


		b.	Debits increase the capital account.


		c.	Credits increase revenue accounts.


		d.	Debits decrease liability accounts.





	5.	(S.O. 2)  An account which is increased by a debit is a:


		a.	liability account.


		b.	drawing account.


		c.	capital account.


		d.	revenue account.





	6.	(S.O. 2)  An account which is increased by a credit is a(n):


		a.	drawing account.


		b.	revenue account.


		c.	expense account.


		d.	asset account.


�
	7.	(S.O. 3)  Which of the following is the correct sequence of steps in the recording process?


		a.	Posting, journalizing, analyzing.


		b.	Journalizing, analyzing, posting.


		c.	Analyzing, posting, journalizing.


		d.	Analyzing, journalizing, posting.





	8.	(S.O. 4)  The column in the general journal which is not used during journalizing is the:


		a.	date column.


		b.	account title column.


		c.	reference column.


		d.	debit amount column.





	9.	(S.O. 4)  Which of the following is a false statement?


		a.	The account Revenue from Fees is increased with a credit.


		b.	A compound entry is when two or more accounts are required in one journal entry.


		c.	Owner’s drawing is increased by a debit entry.


		d.	All transactions are initially recorded in a journal.





	10.	(S.O. 4)  Which of the following is not considered a significant contribution of the journal to the recording process?


		a.	The journal provides a chronological record of all transactions.


	b.	The journal provides a means of accumulating in one place all the information about changes in account balances.


	c.	The journal discloses in one place the complete effect of a transaction.


	d.	The journal helps prevent or locate errors since the debit and credit amounts for each entry can be readily compared.





	11.	(S.O. 4)  McClory Company purchases equipment for $900 and supplies for $300 from Rudnicky Co. for $1,200 cash.  The entry for this transaction will include a:


		a.	debit to Equipment $900 and a debit to Supplies Expense $300 for Rudnicky.


		b.	credit to Cash for Rudnicky.


		c.	credit to Accounts Payable for McClory.


		d.	debit to Equipment $900 and a debit to Supplies $300 for McClory.





	12.	(S.O. 4)  Laventhol Company sells $300 of equipment to Reiner Company on credit.  Reiner will enter the transaction in the journal with a:


		a.	debit to Accounts Receivable and a credit to Sales.


		b.	debit to Accounts Receivable and a credit to Equipment.


		c.	credit to Accounts Payable and a debit to Equipment.


		d.	credit to Cash and a debit to Equipment.





	13.	(S.O. 4)  Szykowny Co. buys a machine from Scott Company paying half in cash and putting the balance on account.  The journal entry for this transaction by Szykowny will include a:


		a.	credit to Accounts Payable and a credit to Cash.


		b.	credit to Notes Payable and a credit to Cash.


		c.	debit to Supplies and a credit to Cash.


		d.	debit to Machinery and a credit to Notes Payable.


�
	14.	(S.O. 4)  Hrubec Company pays $900 cash for a one-year insurance policy on July 1, 2004.  The policy will expire on June 30, 2005.  The entry on July 1, 2004 is:


		a.	Debit Insurance Expense $900; credit Cash $900.


		b.	Debit Prepaid Insurance $900; credit Cash $900.


		c.	Debit Insurance Expense $900; credit Accounts Payable $900.


		d.	Debit Prepaid Insurance $900; credit Accounts Payable $900.





	15.	(S.O. 4)  Kevin Walsh withdraws $300 cash from his business for personal use.  The entry for this transaction will include a debit of $300 to:


		a.	Kevin Walsh, Drawing.


		b.	Kevin Walsh, Capital.


		c.	Owner’s Salary Expense.


		d.	Salaries Expense.





	16.	(S.O. 4)  Vicki Wagner Dance Studio bills a client for dancing lessons earned during the past week.  The journal entry will include a credit to:


		a.	Vicki Wagner, Capital.


		b.	Unearned Dance Fees.


		c.	Dance Fees Earned.


		d.	Accounts Receivable.





	17.	(S.O. 4)  Golden Pork Company receives $400 from a customer on October 15 in payment of balance due for services billed on October 1.  The entry by Golden Pork Company will include a credit of $400 to:


		a.	Notes Receivable.


		b.	Service Revenue.


		c.	Accounts Receivable.


		d.	Unearned Service Revenue.





	18.	(S.O. 4)  On October 3, Mike Baker, a carpenter, received a cash payment for services previously billed to a client.  Mike paid his telephone bill, and he also bought equipment on credit.  For the three transactions, at least one of the entries will include a:


		a.	credit to Mike Baker, Capital.


		b.	credit to Notes Payable.


		c.	debit to Accounts Receivable.


		d.	credit to Accounts Payable.





	19.	(S.O. 6)  The chart of accounts is a:


		a.	list of accounts and their balances at a given time.


		b.	device used to prove the mathematical accuracy of the ledger.


		c.	listing of the accounts and the account numbers which identify their location in the ledger.


		d.	required step in the recording process.





	20.	(S.O. 7)  A trial balance will not balance if:


		a.	a journal entry is posted twice.


		b.	a wrong amount is used in journalizing.


		c.	incorrect account titles are used in journalizing.


		d.	a journal entry is only partially posted.
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MATCHING





Match each term with its definition by writing the appropriate letter in the space provided.





		Terms





______	1.	Account.





______	2.	T-account.





______	3.	Posting.





______	4.	Trial balance.





______	5.	Debit.





______	6.	Credit.





______	7.	Chart of accounts.





______	8.	Ledger.





______	9.	Journalizing.





_____	10.	Journal.





_____	11.	Double-entry system.





�
		Definitions





a.	The entire group of accounts maintained by a company.


b.	A list of accounts and the account numbers which identify their location in the ledger.


c.	An individual accounting record of increases and decreases in a specific asset, liability, or owner’s equity item.


d.	The right side of an account.


e.	The left side of an account.


f.	The procedure of transferring journal entries to the ledger accounts.


g.	A system that records the dual effect of each transaction in appropriate accounts.


h.	The form of an account with a title and a left or debit side and a right or credit side.


i.	An accounting record in which transactions are initially recorded in chronological order.


j.	The procedure of entering transaction data in the journal.


k.	A list of accounts and their balances at a given time.





�
�
�
�
�
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EXERCISES





EX. 2-1	(S.O. 3)  The ledger of the Gilbert Company includes the accounts listed below:





	Instructions


For each account indicate (a) whether it is an asset, liability, or owner’s equity item, and (b) its normal balance.  Use the following format for your answer.  The account, Cash, is given as an example.





		(a)	(b)


		Type of	Normal


	Account	Account	Balance


	Cash	Asset	Debit





	Equipment	





	Wages Payable	





	Telephone Expense	





	Notes Receivable	





	Commissions Earned	





	J. Gilbert, Capital 	





	Rent Expense	





	Supplies	





	J. Gilbert, Drawing	





	Fees Earned	





		








�
EX. 2-2	(S.O. 4)  Aristotle Onasis, the ship captain and President of Onasis Ship Lines,  had the following transactions occur during the month of February 2004:





Feb.	3	Paid $1,000 to Jean Paul Getty, the ship's bursar, for wages earned in January.  These wages were expensed in January.





	7	Received $35,000 cash from J.P. Morgan for a cruise taken by J.P. and his family last month.  This revenue was properly recorded last month.





	11	Purchased equipment from J.D. Rockefeller for $50,000 on credit.





	20	Received $25,000 cash from Andrew Carnegie upon completion of a cruise taken by Andrew and his friends this month.  (Credit Cruise Revenues)





	26	Received $31,000 cash from H.L. Hunt for a cruise to be taken next month.





	28	Paid $20,000 cash to Vanderbilt Insurance Company for a 6-month insurance policy to expire August 31.





Instructions


Journalize the transactions in the journal provided below.
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EX. 2-3	(S.O. 7)  The ledger for the Thorson Advertising Agency at October 31, 2004 contains the data listed below.  Assume that all accounts have normal balances.





	Accounts Receivable	$  9,500


	Accounts Payable	7,500


	P. Thorson, Capital	10,500


	P. Thorson, Drawing	500


	Cash	?


	Commissions Earned	7,000


	Supplies	600


	Rent Expense	900


	Salaries Expense	4,060 


	Unearned Fees	1,200





Instructions


Prepare a trial balance at October 31, 2004.


�
THORSON ADVERTISING AGENCY


Trial Balance


October 31, 2004





		Debit	Credit


_____________________________________________________________________________





_____________________________________________________________________________





_____________________________________________________________________________





_____________________________________________________________________________





_____________________________________________________________________________





_____________________________________________________________________________





_____________________________________________________________________________





_____________________________________________________________________________





_____________________________________________________________________________





_____________________________________________________________________________





_____________________________________________________________________________





_____________________________________________________________________________





_____________________________________________________________________________





_____________________________________________________________________________





_____________________________________________________________________________
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SOLUTIONS TO REVIEW QUESTIONS AND EXERCISES








TRUE-FALSE





	1.	(T)


	2.	(T)


	3.	(F)	The normal balance of a revenue account is a credit.


	4.	(F)	The normal balance of an expense account is a debit.


	5.	(F)	The expanded basic equation is:


			Assets = Liabilities + Owner’s Capital  - Owner’s Drawing + Revenues -Expenses.


	6.	(T)


	7.	(T)


	8.	(T)


	9.	(T)


	10.	(F)	The ledger is the entire group of accounts maintained by a company.  It keeps in one place all the information about changes in account balances.  The trial balance is a list of accounts and their balances at a given time.


	11.	(F)	The ledger gives management useful information about account balances; e.g., Accounts Receivable can be inspected to ascertain the amounts due from customers.


	12.	(T)


	13.	(F)	Posting is the procedure of transferring journal entries to the ledger accounts.  Journalizing is the procedure of entering transaction data in a journal.


	14.	(T)


	15.	(T)	


	16.	(F)	The trial balance is a list of accounts and their balances at a given time.  The chart of accounts is a listing of accounts and their location in the ledger.


	17.	(T)	


	18.	(F)	A trial balance can be prepared at any point in time, but is customarily prepared at the end of an accounting period.


	19.	(T)


	20.	(F)	One of the limitations of the trial balance is that it will still balance when incorrect account titles are used in journalizing or posting.








MULTIPLE CHOICE





	1.	(d)	An account is an individual accounting record of increases and decreases in specific asset, liability, and owner’s equity items.





	2.	(d)	Credits decrease assets and increase liabilities.





	3.	(b)	An asset account (a), a drawing account (c), and an expense account (d) are all accounts that have normal balances of debits; thus, they are increased by debits.





	4.	(b)	Debits decrease the capital account because the capital account has a credit balance as its normal balance.  Choices (a), (c), and (d) are all correct rules concerning increasing or decreasing accounts.


�
	5.	(b)	A liability account (a), a capital account (c), and a revenue account (d) are all accounts that have a normal balance as a credit; therefore, they are increased by a credit.  The drawing account has a normal balance as a debit and will increase with a debit.





	6.	(b)	A drawing account (a), an expense account (c), and an asset account (d) are all accounts that have a normal balance of debits.  A revenue account has a normal balance as a credit and will increase with a credit entry.





	7.	(d)	The basic steps in the recording process are:


			1.	Analyze each transaction.


			2.	Enter the transaction information in a journal (journalizing).


			3.	Post the journal information to the ledger.





	8.	(c)	The date column (a), the account title column (b), and the debit amount column (d) are all used during the journalizing procedure.  The reference column is used later when the journal entries are posted to the ledger.





	9.	(b)	A compound entry is when three or more accounts are required in one journal entry.  Choices (a), (c), and (d) are all true statements.





	10.	(b)	The ledger(not the journal(provides a means of accumulating in one place all the information about changes in account balances.  Answers (a), (c), and (d) are all considered significant contributions by the journal to the recording process.





	11.	(d)	McClory Company will make the following entry:


				Equipment		900


				Supplies		300


					Cash			1,200





	12.	(c)	Reiner Co. will make the following entry:


				Equipment		300


					Accounts Payable			300





	13.	(a)	The journal entry for this transaction is as follows:


				Equipment		XXXX


					Accounts Payable			XXXX


					Cash			XXXX





	14.	(b)	The one-year policy will benefit more than one accounting period.  Therefore, the entry is:


				Prepaid Insurance		900


					Cash			900





	15.	(a)	The withdrawal of cash and other assets by an owner for personal use is a drawing and not an expense. The entry is:


				Kevin Walsh, Drawing		300


					Cash			300





	16.	(c)	The transaction is recorded in the journal as follows:


				Accounts Receivable		XXXX


					Dance Fees Earned			XXXX


�
	17.	(c)	The entry by Golden Pork Company is:


				Cash		400


					Accounts Receivable			400





	18.	(d)	The three transactions are recorded in the journal as follows:


				Cash		XXXX


					Accounts Receivable			XXXX





				Telephone Expense		XXXX


					Cash			XXXX





				Equipment		XXXX


					Accounts Payable			XXXX





	19.	(c)	The chart of accounts is a listing of the accounts and the account numbers which identify their location in the ledger.  Both answers (a) and (b) are characteristics of a trial balance.  Answer (d) is incorrect because a chart of accounts is not required.





	20.	(d)	The trial balance may still balance even when a journal entry is posted twice (a), a wrong amount is used in journalizing (b), and incorrect account titles are used (c).  A journal entry that is only partially posted means that a debit or credit posting is omitted; thus, the trial balance will not balance.











MATCHING





1.	c	5.	e	9.	j


2.	h	6.	d	10.	i


3.	f	7.	b	11.	g


4.	k	8.	a











EXERCISES





EX. 2-1


		(a)	(b)


		Type of	Normal


	Account	Account	Balance


	Equipment	Asset	Debit


	Wages Payable	Liability	Credit


	Telephone Expense	Owner’s equity	Debit


	Notes Receivable	Asset	Debit


	Commissions Earned	Owner’s equity	Credit


	J. Gilbert, Capital	Owner’s equity	Credit


	Rent Expense	Owner’s equity	Debit


	Supplies	Asset	Debit


	J. Gilbert, Drawing	Owner’s equity	Debit


	Fees Earned	Owner’s equity	Credit





�
EX. 2-2


�


������������������������������
EX. 2-3





THORSON ADVERTISING AGENCY


Trial Balance


October 31, 2004





		Debit	Credit


	Cash	$10,640


	Accounts Receivable	9,500


	Supplies	600


	Accounts Payable		$  7,500


	Unearned Fees		1,200


	P. Thorson, Capital		10,500


	P. Thorson, Drawing	500


	Commissions Earned		7,000


	Rent Expense	900


	Salaries Expense	    4,060	     ____


		$26,200	$26,200


�
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                                                       General Journal                                                               J1





  Date                                   Account Title                                               Debit                   Credit





  2004


  Jan. 2	Cash	222,000


		D. Stein, Capital		222,000


		   (Investment in business)








        6	Office Building	120,000


		Cash		120,000


		   (Purchase of office building)








      14	Accounts Receivable	10,000


		Consulting Revenue		10,000


		   (Services performed for Simon, Inc.)








      17	Supplies	500


		Accounts Payable		500


		   (Purchase of supplies)








      20	Cash	10,000


		Accounts Receivable		10,000








      28	Wages Expense	2,000


		Cash		2,000


		   (Paid Delaney for his wages earned)








      30	D. Stein, Drawing	 3,000


		Cash		3,000


		   (Withdraw cash for personal use)


	











                                                                General Journal                                                 J1





Date                              Account Title                                           Debit           Credit





 2004








                                                 General Journal                                            J1
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 Feb. 3	Wages Payable	1,000


		Cash		1,000


		   (Paid wages earned in January)








        7	Cash	35,000


		Accounts Receivable		35,000


		   (Received payment from J.P. Morgan)








      11	Equipment	50,000


		Accounts Payable		50,000


		   (Purchased equipment from J.D.


		    Rockefeller on account)








       20	Cash	25,000


		 Cruise Revenues		25,000


	


        26	Cash	31,000


		Unearned Cruise Revenues		31,000


		    (Received advance from H. L. Hunt for 


		     future cruise)








        28	Prepaid Insurance	20,000


		Cash		20,000


		   (Paid 6-month policy; effective date March 1)











