CHAPTER 2
A Review of the Accounting Cycle
Assets = Liabilities + Owners’ equity

Double-entry accounting: an old and universally accepted system for recording accounting data. 

· Debit: an entry on the left side of an account; inflow of cash. (inc. assets, expenses, dividends)

· Credit: an entry on the right side of an account; outflow of cash. (inc. liabilities, capital stock, retained earnings, revenues)

Journal Entry

1. Identify the accounts involved with an event or transaction.

2. Determine whether each account is increased or decreased.

3. Determine the amount by which each account was affected.

Recording Phase

· Analyzing business documents, which are the first records of each transaction.
· Transactions are recorded (journalized)
· Special journal: used to record a particular type of frequently recurring transaction.
· General journal: used to record all transactions for which a special journal is not maintained.
· Transactions are posted (to ledger accounts)
· Account: used to summarize the effects of transactions on each element of the expanded accounting equation.
· Control account: general ledger that summarizes detailed info in subsidiary ledger.
· Ledger: a collection of accounts maintained by a business.
· General ledger: all accounts appearing on the financial statements.
· Subsidiary ledger: additional detail in support of certain general ledger accounts.
· Posting: the transferring of information recorded in the journals to appropriate accounts in the ledger.
Reporting Phase

· Trial Balance: list of all accounts and their balances.
· Adjusting Entries: any necessary adjustments prior to preparing the financial statements.
· Determine whether amounts for assets & liabilities are correct (fix B/S)
· Determine whether amounts for revenues & expenses are correct (fix I/S)
· Transactions where cash will be exchanged in a future period
· Unrecorded receivables are earned and represent amounts that are receivable in the future
(a) Interest Receivable

250
Interest Revenue


250
· Unrecorded liabilities (accrued expenses) are liabilities created by expenses being incurred prior to being paid or recorded
 (b) Interest Expense

3800
Interest Payable


250
(c) Income Tax Expense

250






Income Tax Payable

250
· Transactions where cash has been exchanged in a prior period
· Prepaid expenses are payments that a company makes in advance for items it normal charged to expense
· Original debit to asset account ($4200 used of original $8000)
(d) Insurance Expense

4200

Prepaid Insurance


4200
· Original debit to expense account ($3800 left of original $8000)
(d) Prepaid Insurance

3800

Insurance Expense


3800
· Unearned revenues are amounts received before the actual earning of revenues
· Original credit to a revenue account ($475 left of original $2550)
(e) Rent Revenue


475

Unearned Rent Revenue

475
· Original credit to a liability account ($2075 used of original $2550)
(e) Unearned Rent Revenue

2075

Rent Revenue


2075
· Transactions involving estimates
· Accumulated Depreciation
(f) Depreciation Expense

1000


Accumulated Depreciation

1000

· Bad Debts
(g) Bad Debt Expense

1000


Allowance for Bad Debts

1000

· Prepare financial statements
· Close nominal (temporary) accounts
Revenues


xxx


Retained Earnings


xxx

Retained Earnings


xxx


Expenses


xxx

Retained Earnings


xxx


Dividends


xxx

· Post-Trial Balance
