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[ AC201 Fundamental Accounting

[Understanding the Business

Management is
responsible for
preparing. ..

v
Financial
Statements

... useful to

High Quality = investors
Relevance + d
Reliability aI:‘
creditors.
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[ AC201 Fundamental Accounting ]

[The Accounting Cycle

Start of naw pariod

During the Period
(Chapters 2 and 3)

* Analyze transactions
e Record journal entries in the general journal
» Post amounts to the general ledger

At the End of the Period
(Chapter 4)
+ Prepare a trial balance to determine if debits equal credits
+ Adjust revenues and expenses and related balance
sheat accounts (record in journal and post to ladger)
« Prepare a complete set of financial statements and
disseminate [t to users
* Close revenues, galns, expenses, and losses 1o Retalned
Earnings (recard in journal and post to ledger)

February.3,2012 3
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Adjusting Revenues & Expenses
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[ AC201 Fundamental Accounting

[Trial Balance [Unadiusted Trial Balance

Balance taken from PAPA JOHN'S INTERNATIONAL, INC.
each ledger account o0
@ A listing of each accounts, in financial statement h ] (doflarn i thousmenk)
. . . . This is retained earnings at Jan 1, 2009, Unadjusted
order, with its debit or credit balance. an accumulation of earnings Trial Balance
. . . . . H H Drelnl Uredit
@ Ending debit or credit balances are listed in two from previous periods ot Tim
May meed an aecrual for any @ £ it not ded | M ts receivabl, 20,200
sepa rate columns. TS — ' Incrf::.: .eiijil‘me ) 0
May need an adjustment for r r Supplics L]
. My naad an adjecmens for the amouns ramee wead during periad N\ Prepaid expenses 19,000
@ Total debit account balances should equal i o T 13000
INgstumnents (long-term) 2,000
total credit account balances. Hepresents the historicalcost o roperty and casipmeri. —————————3-Prodty and equipment IR0
Represencs the fosal amov of the cost of property and equipmens used in the pas—3- AccunWNlated depreciation 182,000
— Notes redgvable (long-term) 11,00
Property and Equipment  (cost) £358.000 M\ 77,000
— Accumuluted Deprecistion (wed cust) 189,000 Other assets \ 000
Net haok valse  (mmused enat) M Accounis payab 39.000 1
A trial balance is an internal document used to summarize — Acemed otponsos yshie e
. . Needs un wee Income tax payable 0 | Y Libiliies
all of the account balances in a company’s accounting system. U Il T\ K]
ol payable (long An
OlherIJ[OJ;g lermllia‘ jes\“ 2?.000 J
February 3, 2012 5 . Retaimed L;III‘;i[]!S 1 n E"-"—% }SM”“IM“ i
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[Unadiusted Trial Balance J [Purpose of Adjustments

Revene from selling iz vl ingredients plus eyuipment i froen hisees Restaurant sales revenue G000 | -
Revenne from sclling franchises during the period Franvhise lee revenue 2,800 & o i C C r u a C C O u n tl n g
Revenue on invesments samed during the period Trvestmenl ineomes 1,000 e and L
gaun on sele offand o ——/ 72,800 A better measure of performance than cash-basis accounting.
DSl SAlEs U U
Expense fur wayes incurred during the period Salanies expense 14,000
General and administrative
Summry for many aperating expenses CXPCNSCS 7.000 . AnA Revenues are Expenses are
Fopeense fior cupplies weed during period Supplies expense 0 1,000
Renl expense 0 Lapenses and Loses recorded when recorded when
Tnsurmce expense n B
Utilitien capeume 7 earned. incurred.
Lixpense far prop wd equipment used during period Deepreciation expense 0
Expense for interest incurred on debs during period Interest expense 0
Fprenses for inceame toves incurred during period Income tax expense 0 1 1

Dicbits — Credits ———= Total /lSﬁ 100 | 5675.100 l
Matching Principle

By adding all the debit balances and all the credit balances,
we can see whether total debits equal total credits. All costs and expenses incurred in generating revenues must be
Thus, the accounting equation is in balance. recognized in the same reporting period as the related revenues.

February 3, 2012 7 February 3,2012 8




[ AC201 Fundamental Accounting J m " [ AC201 Fundamental Accounting

[Adjusting Entries SE [Types of Adjustments
Adjusting Entries that Increase Revenues: Feriod 1 End of Poried 1 Feried2
Because transactions occur over time » Deferred Revenues — Proviously recorded liabilitics that E"l',‘égi’p'?s"
. ' . wars created when cash was L
ADJUSTMENTS are required at the end of each fiscal period [ Unearned Revenue | recvived in advanee, and that must e
. ‘. ” ) be reduced for the amount of P
to get the revenues and expenses into the “right” period. revenue aclually camned during T
the period. Entry
« Accrued Revenues — Revenues that have been earned but MEI::“:Q E"‘:"’ﬁg’[f'“h
H . . H . . 1 yet rded beca sh will 3
/Adjusting entries are entries required at the end of Accounts Receivable, | 52,20 Tiicr the services are — nml‘*ﬁ,
. . Interest Receivable performed or goods are delivered. aarmad
each accounting period:
Adjusting Entries that Increase Expenses:
* to recognize, on an accrual basis, revenues and + Deferred Expenses - Previously recorded assets, such as Enty for cash
) - ~N Ere;?md Heinthstlpp\les,a:;ied . r'ﬂ'r':“’-"'
expenses for the period, and Prepaid Expenses, | e eavance end that ]
Supplies, must be reducad for the amount of . |
. o P - g ljusting
* to report proper amounts for asset, liability and (_Accum. Depreciation | SXFense scuely neured curng the Enty
’ - cash
owners eqUI ty accoun tS . j & Accrued Expenses Expenses that have been incurred but MEI::"Y"G E"E:u{?.lytu}
, N\ not yet recorded because cash " ¥
Accrued Expenses, will be paid after the goods or B Eeree #
February 3,2012 9 { Income Tax Payable services are used. ncurred 10
[ AC201 Fundamental Accounting ]

When revenue is earned, the adjusting entry is: When expense is incurred, the adjusting entry is:
DEFERRED REVENUE DEFERRED EXPENSE
if cash was received and previously recorded if cash was paid and previously recorded
Cash (+A) XX Deferred (prepaid) expense (+A) XX
Deferred (unearned) revenue (+L) XX Cash (-A) XX
- = X - = A
Deferred (unearned) revenue (-L) XX Expense (+E, -SE) XX
Revenue (+R, +SE) XX Deferred (prepaid) expense (-A) XX
OR Increase OR Increase
ACCRUED REVENUE < ACCRUED EXPENSE >
if cash will be received revenues if cash will be paid expenses
Receivable (+A) XX Expense (+E, -SE) XX
Revenue (+R, +SE) XX | ] Payable (+L) XX |)

February 3, 2012 11 February 3, 2012 12




[ AC201 Fundamental Accounting

[Deferred Revenue (or Unearned Revenue)

Papa John’s received cash last period and recorded an increase in
Cash and increase in Unearned Franchise Fees, a liability,
to recognize the business’s obligation to provide future services to
franchisees. During January, Papa John’s performed $1,100
in services for franchisees who had previously paid fees.

[ AC201 Fundamental Accounting

[Accrued Revenue

Papa John’s franchisees owe Papa John’s $830 in royalties
for sales the franchisees made in the last week of January.
The cash will be received in the future.

Sp7]

AJET: Debit  Credit AJE2: Debit  Credit

Unearned Franchise Fees (L) .............. ... ... ... 1,100 Accounts Receivable (+A) ........ .. oo i 830

Franchise Fee Revenue (+R, +SE) .................. 1,100 Franchise Fee Revenue (+R, +SE) ...... .. ... ....... 830
o] £ e
Stockholders’ Stockholders’
Assets =  Liabilites + Equity Assets = Liabilites + Equity
—1,100 +1,100 Franchise Fee Revenue (+R} 13 +830 +830 Franchise Fee Revenue (+R) 14

" [ AC201 Fundamental Accounting ]

% [Accrued Revenue

Papa John’s loaned $3,000 to franchisees on December 31

(one month ago) at 6 percent interest per year

with interest to be paid at the end of each year.
There was also $8,000 in notes receivable

outstanding all month from prior loans.
There are two components when lending or borrowing money:
principal (the amount loaned or borrowed)
and interest (the cost of borrowing).
Notes Receivable (the principal) was recorded properly when the
money was loaned.

February 3, 2012 15
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Accrued Revenue

Number of Months
Rate per |since last Interest for
Principal x Year X computation)/12 = the Period
$3,000 % .06 x 1 month /12 months = $15
Assume interest on the other $8,000 in notes receivable = 55
Total interest eamed $70
Add this $70 amount to the adjusting journal entry. -

Step 2
AJE 3: Debit Credit
Interest Receivable (+A) .. ...ttt iiinnnnnnn 70
Investment Income (+R, +SE) ... ................... 70
Step 3
Stockholders’
Assets = Liabilites + Equity
+70 +70 Investment Income (+R)

16




[ AC201 Fundamental Accounting [ AC201 Fundamental Accounting

Prepaid Expenses includes $2,000 paid on January 1 for insurance
coverage for four months (January through April) and $6,000 paid on T
January 1 for rental of space at shopping centers over three months s SISl
(January through March). Insurance Expense (+E,-SE) ... ... ... ... .. ... ... ... 500
RentExpense (+E,-SE) ....... ... i, 2,000
Prepaid Expenses (=A) ....... ... . i, 2,500
Compute the amount of expense incurred. Step 2 Step 3
One month has expired for each of the prepaid amounts: - Stockholders’
Insurance: $2,000 x 1 month/4 months = $ 500 used in January. s = GRS Exsty
Rent: $6,000 x 1 month/3 months = $2,000 used in January. —2,500 —500 Insurance Expense (+E)
-2,000 Rent Expense (+E)
February 3, 2012 17 February 3, 2012 18

" [ AC201 Fundamental Accounting ]
EE [Deferred Expense (or Prepaid Expense)

Supplies include food and paper products. At the end of the month,
Papa John’s counted $12,000 in supplies on hand, but the Supplies =
account indicated a balance of $16,000. We need to determine the AJE 5: Debit Credit
supplies used during the current accounting period. Supplies Expense (+E,—SE) ......coviviiiiniinnnn. 4,000
Supplies (A) ... ... 4 000
Computation of Supplies Expense:
Beginning balance of supplies ‘L Stockholders’
_ _ $ 16,000 unadjusted balance cots = Liabilifies S
+ Supply purchases during period ] Assets = Liabilities + Equity
- Ending amount of suppliesonhand ~ -12,000 Ll it it By L
= Supplies used during the period $ 4000

February 3, 2012 19 February 3, 2012 20




[ AC201 Fundamental Accounting

[ AC201 Fundamental Accounting J w

[Deferred Expense (or Prepaid Expense)

Property and equipment are assets that have a normal debit
balance. Depreciation is the allocation of the cost of an asset over
its estimated useful life to the company. Depreciation is an expense
with a normal debit balance. When we record depreciation we
credit a “contra asset account” called Accumulated Depreciation.

Contra-accounts are accounts that are directly linked to another

Papa John’s estimates depreciation to be $30,000 per year.

$30,000 = 12 months = $2,500 per month depreciation expense

account, but with an opposite balance. We subtract accumulated

depreciation from the cost of our property and equipment to arrive AJE & EIELTI
at net book value Depreciation Expense (+E,-SE) . ........ ..o, 2,500

Accumulated Depreciation (+XA, -A) .. .............. 2,500

+ Property and Equipment (A) - — Accumulated Depreciation (XA) +

Beginning bal. Beginning bal. Stockholders
Buy Sell Used Assets =  Liabilities + Equity
Ending bal. Ending bal. —2,500 —2,500 Depreciation Expense (+E)
February 3, 2012 21 February 3, 2012 22
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EE [Accrued Expenses

" [ AC201 Fundamental Accounting ]

[Accrued Expenses

Papa John’s owed (1) its employees salaries for working four days at
the end of January at $500 per day, (2) $610 for utilities used in ?
January, and (3) interest on its long-term notes payable borrowed at a AJET: Debit Credit
6 percent annual rate. Salaries Expense (+E,-SE). . .. ... ... .. .. ... ... .. .. 2,000
Utilities Expense (+E,-SE) . . . ... ... ... . ... ... ... .. 610
Interest Expense (+E,-SE) . ... ... ... ... . .. ... .. .. 690
Amounts for Accrued Expenses: Accrued EXPEI’\SQS Payable (+|+_] ................... 3,300
1. Salaries = $500 per day x 4 days = $2,000 Step 2 L
2. Utilities = $610 Stockholders’
Assets = Liabilities + Equity
3. Interest = $138,000 x .06 x 1/12 = 5690 +3,300 -2,000 Salaries Expense (+E)
—610 Utilities Expense (+E)
—690 Interest Expense (+E)

February 3, 2012 23 February 3, 2012 24
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BE [Accrued Expenses - Income Tax Payable

The final adjusting journal entry is to record the accrual of income

taxes that will be paid in the next quarter. This requires computing

adjusted pretax income (that is, balances from the unadjusted trial
balance plus the effects of all of the other adjustments):

" [ AC201 Fundamental Accounting

[Accrued Expenses - Income Tax Payable

Papa John’s average income tax rate is 34 percent.
So, the estimated amount of the taxes on this income
that will be at the end of the quarter is $11,500 % .34 = $3,910.

Revr‘:nulr:s Expenses AJE 8 Step 1
and Gains and Losses From our . .
Unadjusted totals [ $72,800 351,000 J&—— unadjusted Debit Credit

AJE 1 1,100 trial balance Income Tax Expense (+E,-SE) ...............cvnt. 3,910
AJE 2 830 shown earlier Income Tax Payable (+L) . ..... ... ... ... ....... 3,910
v Ss Sis3)
AJE4 2,500 |Step 2| Step 3|
””J“, 5 4,000 Stockholders
’f",ﬁ_ ’ 2,500 Assets = Liahilites + Equity
AJE7 3,300

$74,800 _ $63,300 —  $11,500 Pretax income 25 +3,910 —3,910 Income Tax Expense (+E) 26

[ AC201 Fundamental Accounting ] " [ AC201 Fundamental Accounting ]

[Ethics and Adjusting Entries

Owners and managers of companies are most directly affected by the information presented in
financial statements. If the financial performance and condition of the company appear strong, the
company s stock price rises. Shareholders usually receive dividends and increase their investment
value. Managers often receive honuses hased on the strength of a company’s financial performance.

and many 1n lop q are Comp U wilh oplions W buy their company’s stock al prives
below market value. The higher the market value, the more compensation they earn. When actual
performance lags behind expectations, managers and owners may be tempted to manipulate accruals
and deferrals io make up pari of the difference. For example, managers may record cash reccived in
advance of heing earmmed as revenue in the current period or may fail o accrue certain expenses at
year-cnd.

Evidence [rom studics of large samples of companics indicales thal some managers do cogage
in guch behavior. This research ic bome out by enforcement actions of the Securities and Exchange
Commission against U.5. companies and sometimes against their auditors. In January 2003, an SCC
study reported thal, 1n a live-year penod, there were 227 enforcement mvestgations, OF these, 126
involved improper revenue recognition and 101 involved improper expense recognition. . . . (f the
227 enforcement matters during the Study period, 137 resulted in charges against at lcast ong senior
munager. . . . Furthermore, the Study found that 57 eoforeement matters resulted in charges for
anditing violations. . . (p. 47).*

Tn many of these cases, the firms involved, their managers, and their auditors are penalized for
such actions. Furthermore, owners suller because news off an SEC investigation negatively allects
the company’s stock price.

FThese sllislivs are reporied in the Secunties umd Exchange Commission’s study, “Reporl Pursuanl v Seclion 27
704 of the Sarbanes-Oxley Act of 2002, January 27, 2003.

i

Preparing Financial Statements

February 3, 2012 28
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Liffects of the
adjusting entries

Adjusted Trial Balance

PAPA JOHN'S INTERNATIONAL, INC.
Trial Balance ::'nl January 3, 2000
Before we prepare a complete set of financial (ollrs e honsands
. Unared justed Adjusted Trial
statements, let’s update the trial balance to reflect the Trial Balance Adjustments Balance
adjustments and provide us with adjusted balances for T I T o T B
the statements. 00 YEI_ B FIE
1 |ncome statement Propaid capenses :Sg = ‘ iﬁ :;_Emoil
: ’ Onher current assais 13,000 13,000
. Investments (long-term) 2,000 2000
2. Statement of stockholders’ eqU|ty, .*\ Property and oquipment__| 385,000 388000
©D) Acci : | depreciation 189,000 2500 191,300 To prepare
MNoites receivable (long-tonm) 11,0000 11,100
3. Balance sheet, and !5 S ) T > Balance
Oher iy 36,000 36,000 Sheet
4. Statement of cash flows. S oz = e
‘ _;‘ Accroed expenses payable 1 1LIRN) 35 14,300
Tncome tax payahla 0 300 3.010
Uncamned (ranchise fees 6300 | AJE 1 1.100 5,200
138,000 138.000
27,000 27,000
February 3, 2012 29 Fe, | Retzined earnings T ?[rm u::.m J 30
[ AC201 Fundamental Accounting ] [ AC201 Fundamental Accounting ]

[Adiusted Trial Balance

Restaurant sales revenue 66,000 b, (0 3
Franchise fee revenue 2500 4.730
Income Statement L2 t of Stockholders’ Equity Balance Sheet

Tnvestment income 1,000 1,070
Gain on sale of land 3000 3,000 Contributed Capital 4 R d Earnings = Total
Cost of sales 30,000 30,000 . . . A
Salaries expense 14000 JE 7 2000 16 (00 To prepare Revenues Beglnl_'nng balance  Beginning balance Beg|np|ng balance 55
General and administrative Expensos + Stock issuances + Stock issuances T

expenses 7000 7000 > Income - - Stock repurchases - Stock repurchases Liabilities
Supplies enpensa 0 T A0 1000 Statement Net Income -+ Net income + Net income +

0 3 - -

:‘FMHFW :‘ o 0 Dividends Dividends Stockholders® Equity

SIEECE X Pense ] 500 00 - - e

. 0 510 610 Ending balance Ending balance Ending balance
0 & 2,500 2,500

Interest expemse 0 LJE 690 G0 l
Income tax expense ] AJE & 3910 g J

Total 3675100 | $675.100 SI8.210 518210 | 3685710 | 3685710 (-\

\ |
i / .I-. v
. Q‘“l'?\“
February 3, 2012 31 February 3, 2012 32
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[Income Statement

PAPA JOHN'S TNTERNATIONAL, TNC., AND SURSIDTARTES
Consolidated Statement of Income
Eor the Month Ended January 21, 2000

(dollars in (housands)

This is the income statement drawn
from the adjusted trial balance.
Refer back to the adjusted trial
balance and trace the income

Operating Revenues
Restaurant sales revenue 366,000
Franchise fee revenue Ll

Total revenues

" [ AC201 Fundamental Accounting

[Earnings Per Share

You will note that the earnings (EPS) ratio is reported on the income
statement. It is widely used in evaluating the operating performance
and profitability of a company.

Operating Lxpenses
f;v}wl‘ les ]UﬁJ statement numbers forward. Notice E . Net |
Llar] Kponse 000w
e S Es rent 7,000 that gains and losses are reported in arnings = et Incomeé
e 4000 the Other Items section of the per Share Average No. of Shares of Common
e o statement. Stock Outstanding during the Period
Duprociation expensc 2,500
lotal expenses 62610
Chperating Tneome 120 H
earnings
TS $7,590,000 NetIncome __ o, 3 05"
== o 28,100,000 shares e
Income before Tneome Taxes 11,500 or t e mont
( \::]m:; == :;t To Statement of
. 5 ’ .
Earnings per Share (LI'S) $ 274 tur Stockholders Equity 33 February 3, 2012 34
[ AC201 Fundamental Accounting ] PAPA JOHN'S INTERNATIONAL, INC., AND SUBSIDIARIES g

[Statement of Stockholders’ Equity

Net income appears on the statement of stockholders’ equity
as an increase in Retained Earnings.

PAPA JOHN'S INTERNATIONAL, INC., AND SUBSIDIARIES
C Lidated Stat of Stockholders® Equity
Month Ended January 31, 2009
(dollars in thousands)

Total

Comtributed Retained Stockholders’

From Income Statement Capital Eurnings Equily

Beginning balance. December 31. 2008 $7.000 $123.000 F130.000
Additional stock issuances 2 U00H) 2 MK

Froam Fvent (a) in Chaprer 2

Ned income 7500 7.500

From the income statement

From Event (f) in Chapier 2 ——»

[EXNLY) 13, 0U0)

Included en the balunce sheet —F Ending balance, January 31, 2009 $9,000 5127390 5136590

To Balance Sheet
February 3, 2012
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Consolidalcd Balanee Sheel

[Balance Sheet

Current Assels

Cash 5 41,900
Accounts recetvahble 21080
Inlerest reveivable 0
Supplies 12,000
Prepaid expenses 16,500
Other current asscts 13,000
Toral current assels 104,500
Invesimenls 2iNn
Propuerty und cepuipment (net of seeumulued
depreciation of S191 5000 196500
Notes receivable 11000
Inangibhes T1.000
Other asscls 1 ANH)
Taotal assets S427.000

LIABILITIES AND STOCKIIOLDERS® EQUITY
Current Liubilities

Accounts pavable 5 39000

Dividends payahlc AL

Anviuel expares pyably 14300

T 3910
Total surrent liabilitics 120,210
Unearned franchise focs 5200
Nodes payable 138,000
Other long-term liabilities 27.000
izl Biabalities 200,410 From
Lckluldo b Statement of
Contributed capital 9.0 ,
Rewincd carmings ( Stockholders
Total stockholders” equity Equ ity

2 36

dliiies Snd stwokbolders' cyuity
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'Statement of Cash Flows

Statement of Cash Flows is a categorized list of
all transactions of the period that affected the
Cash account.

The three categories are . . .
1. Operating activities,
2. Investing activities, and

3. Financing activities.

February 3, 2012
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[Focus on Cash Flow

f SUPPLEMENTAL INFORMATION
1. Cash interest paid.

2. Cash income taxes paid.

3. A schedule of significant noncash
investing and financing transactions.

February 3,2012
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[Net Profit Margin

Net Profit Margin indicates how effective management is
at generating profit on every dollar of sales.

Net Income

Net Profit Margin = —S—————

Net profit margin for Papa John’s for 2008 is:

$36,796,000

= 0. = 3.259
$1,132,087,000 0.0325 %

February 3, 2012
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Closing the Books

February 3,2012
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[ AC201 Fundamental Accounting

[End of Accounting Cycle J [Closing the Books

4

The ending balance in each of the asset, liability, and Closing entries:

stockholders’ equity accounts becomes the beginning
account balance for the next period. These accounts are
“Permanent Accounts” or “Real Accounts.”

1. Transfer net income (or loss)
to Retained Earnings.

" ] dl . g Even though 2. Establish a zero balance in
* Revenue, expense, gain, and loss accounts are used to the balance sheet h of th
. . mporar
accumulate data for current accounting period only. These account balances each of the temporary
accounts are “Temporary Accounts” or “Nomimal f df accounts to start the next
Accounts.” carry forwara from accounting period.

/ period to period,

the income statement
accounts do not.

February 3, 2012 41 February 3, 2012 42
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EE [Closing the Books B2 [Closing Entries for Papa John’s

. . PAPA JOHN'S TNTERNATIONAL, TNC. AND SURSIDTARTES Closing Entr
Here is an example of the closing process Consolidated Statement of Income g Entry
. . . . . For the Month Ended January 31, 2004
using an illustration with just a few accounts. (dollars in thonsands) Restaurant Sales Revenue (~R)...__._.__.__.__._ .. 5000
Franchise Fee Revenue (R} ...........c.ooiiiaiiann 4730
r‘]‘r:"ﬂ"'“: R'-“"Il‘““"" 7RO Investrant Ineame (—R). ... . R . 1,070
Revemies have eslaurant sales revenue G0, 00X 2
¢.| mies have Sales REVERUS (Rl - - e e oo 55 T e—— 1730 Gaén o|;;5;|a| of I_,a;:l (=R 3,000
GainonSale of Assets (—R).....oovieit i 30 Expenses have Total revenues 0,730 S AL O ERcEaaE 0303 0aRaeaaceoaRocece ot
L 10 deb ces. (perating Iixpenses Salaries Expense !_.E" coossnoaseasseactasso0sesasen 16,000
¢ lase them wi Cost of sales 0000 General and Administrative Expenses (-E) .............. 7,000
lossonSaleofAssets (- F) .. .. ... ... . .. . . . ........... 10 T 160100 Supplies Ex LE) AT
n - : AT IEE BT e .00 upplies Expenss (B} ..o )
Retained Earnings (+5E). ..o v vineneeee e ieinnnannns 804 I General and administrative cxpenses 7000 PP !
.. R A Hent Expense [=El....ovvvniriiiiiii i i iinininnes 2,000
" =Ner income Supplics expense 1,000 Insurance Expense {—E) 500
To transfer Net Income of $80 to Retained Earnings R oo i D o
CF i churt [t closi Tnsurance cxpense Utllitieg Expanse {—E) .........coieiveiiiiaciinnnnnn, &10
ACE is chont [ur elosing eniry. il e
// 1 chorl lur closing eniry Tnil nEC I Depreciation Expense E}. ... - X e 2500
Wages Expense S Sales Revenus Diep o expense 2,30 Interest Expense [-E) £
Bel. a|w cE* Rotained Earnings CE 100 | 100 Bal. nwlﬂhl':‘“ B Nl Incoms Tax Expense (). 3810
Cloged 0 0 Closed e o l i i
0g8 0 6,000 Bal. v EE] e Retzined Earnings [+5E). ... 7,580
a0 CE Investment income LU7D / f
Los: Sale of Ass Bai Sale of As: Tnterast expense (6O}
S on Sala of Assets 5,080 Bal. 2inon Sae of Assets Giain om ale of land s | All revenue, expense, Transfer
Bal. 0f1w CE Ce 30)30 Eall Loeomse belore Income: Taxes 11,500 ain and Ioss accounts .
Closed 2 80 =D Closed Tneome fax cxpense 3910 g net income
Net Tncome $ 7,390 will have a zero to Retained Earnings

February 3, 2012 43 Earnimss per Share (LI'S) $ 274 balance. 44




" [ AC201 Fundamental Accounting

" [ AC201 Fundamental Accounting
B2 [End of Chapter 4

[Post-Closing Trial Balance

PAPA JOHN'S INTERNATIONAL, INC.
Trial Balance at January 31, 2009

idollars in thousands)
; All temporary accounts
Tria Belance have been closed.
Debit | Credit Only balances of
o ST permanent accounts
= e % (assets, liabilities, and
Prepaid expenses 16500 .
T A stockholders’ equity accounts)
Tnvestments (Jong-term) 2,000 . . .
Property and equipment 388,000 WI” become the beglnnlng C
T T account balances for the next
—— = period.
Accouats pavable 39,000
Dividemds payable 3,000
Accrued expenses payable 14,310
Tncome tax pavahle 3,010
e 3200 This is now retained earnings

Motes payable (long-term) 138,000
Other long-term liskilities 27,000 atJan 31, 2009
A G o
Retained earmings 45 February 3,2012 46




EXERCISE4 -1

ADJUSTING ENTRIES AND
POSTING TO T-ACCOUNTS

Prepare the required adjusting journal entry for each situation as of December 31, 2010. See page 4
for the unadjusted account balances shown in T-accounts.

(8) Suppose Deana' s had received a $1,800 shipment of suppliesin September 2010. When counting
the supplies on December 31, 2010, Deana’ s found only $800 worth of supplies on hand.

Debit and credit the accounts affected.

Dec. 31, 10

Ensure the equation still balances and debits = credits.
Assets = Liabilities + Stockholders' Equity

(b) Suppose Deana s had paid $12,000 for six months’ rent on November 1, 2010. As of December,
31, 2010, two months' (November & December) prepaid rent has expired.

Debit and credit the accounts affected.

Dec. 31, 10

Ensure the equation still balances and debits = credits.
Assets = Liabilities + Stockholders' Equity

(c) Suppose Deana's had paid $6,000 for one year’ s insurance on June 1, 2010.

Debit and credit the accounts affected.

Dec. 31, 10

Ensure the equation still balances and debits = credits.
Assets = Liabilities + Stockholders Equity
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EXERCISE 4 — 1, continued

(d) The company had acquired Property, Plant & Equipment costing $40,000 on January 1, 2010.
Suppose that the depreciation on this Equipment was cal culated to be $2,000 for 2010.

Debit and credit the accounts affected.

Dec. 31, 10

Ensure the equation still balances and debits = credits.
Assets = Liabilities + Stockholders Equity

(€) On December 1, 2010, the company had sold $500 in gift certificates for decorating servicesto a
customer. On December 31, 2010, the accountant received an envel ope containing $400 worth of
redeemed gift certificates, not yet recorded in the company’ s books.

Debit and credit the accounts affected.

Dec. 31, 10

Ensure the equation still balances and debits = credits.
Assets = Liabilities + Stockholders' Equity

(f) On June 30, 2010, the company invested $20,000 in a certificate of deposit that will yield 12%
interest at the end of one year.

Debit and credit the accounts affected.

Dec. 31, 10

Ensure the equation still balances and debits = credits.
Assets = Liabilities + Stockholders' Equity
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EXERCISE 4 — 1, continued

(9) The company borrowed a note payable from the bank for $30,000 on January 1, 2010, due with all
interest on June 30, 2011. The note payable requires 10% interest.

Debit and credit the accounts affected.

Dec. 31, 10

Ensure the equation still balances and debits = credits.
Assets = Liabilities + Stockholders' Equity

(h) The company calculated its income taxes as $26,110 for the year ended December 31, 2010.

Debit and credit the accounts affected.

Dec. 31, 10

Ensure the equation still balances and debits = credits.
Assets = Liabilities + Stockholders' Equity

(i) On December 15, 2010, the company declared a $750 dividend, payable January 15, 2011.

Debit and credit the accounts affected.

Dec. 31, 10

Ensure the equation still balances and debits = credits.
Assets = Liabilities + Stockholders Equity

Post the adjusting entries above to the T-accounts on the following page.
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EXERCISE 4 — 1, continued

Assets Liabilities Stockholders' Equity
+ Cash — - Accounts Payable + + Contributed Capital —
Unadj. 43,450 250 Unad;. | 10,000 Unadi.
- Retained Earnings +
| 0 Unadj.
+ Supplies— - Dividend Payable +
Unadj. 1,800 0 Unad. + Dividends Declared —
(@ Unad. 0
+ Accounts Receivable — - Unearned Revenue +
Unad;. 4,000 500 Unad;. - Decorating Revenue +
120,000 Unadi.
+ Prepaid Rent — - Notes Payable +
Unadj. 12,000 30,000 Unadi. + Investme|nt Income —
(b)

+ Prepaid Insurance —
Unadj. 6,000

(©

+ Certificate of Deposit —
Unadj. 20,000

- Interest Payable + + Wage Expense —
0 Unadi.  Unadj. 32,000 |
+ Ultilities Expense —
Unadj. 1,000 |
- Income Tax Payable +
0 Unadj. + Telephone Expense —
Unad. 500 |

+ Interest Receivable —
Unad;. 0

+ Property, Plant & Equipment

Unadj. 40,000

- Accumulated Degpr. +
0 Unad.

+ Supplies Expense —

+ Rent Expense —

+ Insurance Expense —

+ Depreciation Expense —

+ Interest Expense —

+ Income Tax Expense —
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EXERCISE 4 -2

Deana s Decorators
Adjusted Trial Balance
December 31, 2010

Accounts

Debit

Credit

Cash

Supplies

Accounts Receivable
Prepaid Rent

Prepaid Insurance
Certificate of Deposit
Interest Receivable
Property, Plant & Equipment
Accumulated Depreciation
Accounts Payable
Dividend Payable
Unearned Revenue
Notes Payable
Interest Payable
Income Tax Payable
Contributed Capital
Retained Earnings
Decorating Revenue
Investment Income
Wage Expense
Utilities Expense
Telephone Expense
Supplies Expense
Rent Expense
Insurance Expense
Depreciation Expense
Interest Expense
Income Tax Expense

Totals
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EXERCISE 4 -3

FINANCIAL STATEMENTS

Deana s Decorators
Income Statement
For the year ended December 31, 2010

Deana’ s Decorators
Statement of Retained Earnings
For the year ended December 31, 2010
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EXERCISE 4 — 3, continued

Deana’ s Decorators
Balance Sheet
December 31, 2010

Assets

Liabilities and Shareholders Equity
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EXERCISE 4 -4

CLOSING ENTRIES, POSTING TO T-ACCOUNTS,
PREPARATION OF POST-CLOSING TRIAL BALANCE

For Deana’ s Decorators, prepare the required closing entries. Post the entries to the T-accounts shown

on the next page. Then, prepare a post-closing trial balance.

Date

Entries

Debit

Credit
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EXERCISE 4 — 4, continued

Assets Liabilities Stockholders’ Equity
+ Cash— - Accounts Payable + + Contributed Capital —
Unadj. 43,450 250 Unad. | 10,000 Unadi.
Adj. 43,450 250 Ad. - Retained Earnings +
0 Unad.
+ Supplies— - Dividend Payable + @) 750
Unadj. 1,800 0 Unad]. Adj. 750
1,000 (a) 750 ()
Ad. 800 750 Ad. - Revenue +
120,000 Unad;.
+ Accounts Receivable — - Unearned Revenue + 400 (o)
Unad. 4,000 500 Unad;. 120,400 Adj.
(e) 400
Adj. 4,000 Adj. 100
+ Investment Income —
+ Prepaid Rent — - Notes Payable + 1,200 (f)
Unadj. 12,000 30,000 Unadj.
4,000 (b) 30,000 Adj.
Adj 8,000 + Wage Expense_
- Interest Payable + Unadj. 32,000
+ Prepaid Insurance — 0 Unad].
Unadj. 6,000 3,000 (9)
3,500 (c) 3,000 Ad. + Utilities Expense —
Ad;. 2,500 Unadi. 1,000
- Income Tax Payable +
+ Certificate of Deposit — 0 Unad].
Unadj. 20,000 26,110 (h) + Telephone Expense —
26,110 Ad. Unadj. 500
Adj. 20,000
+ Interest Receivable — Stockholders Equity + Supplies Expense —
Unad. 0 o (a) 1,000
) 1,200 + Depreciation Expense —
Adj. 1,200 (d) 2,000
+ Rent Expense—
+ Property, Plant & Equipment — (b) 4,000
Unadj. 40,000 + Interest Expense —
(9) 3,000
Ad]. 40,000 + Insurance Expense —
(0 3,500
- Accumulated Degpr. + + Income Tax Expense —
0 Unadj. _(h) 26110
2,000 (d)
2,000
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EXERCISE 4 — 4, continued

Deana s Decorators
Post-Closing Trial Balance
December 31, 2010

Accounts

Debit

Credit

Cash

Supplies

Accounts Receivable
Prepaid Rent

Prepaid Insurance
Certificate of Deposit
Interest Receivable
Property, Plant & Equipment
Accumulated Depreciation
Accounts Payable
Dividend Payable
Unearned Revenue
Notes Payable
Interest Payable
Income Tax Payable
Contributed Capital
Retained Earnings
Decorating Revenue
Investment Income
Wage Expense
Utilities Expense
Telephone Expense
Supplies Expense
Rent Expense
Insurance Expense
Depreciation Expense
Interest Expense
Income Tax Expense

Totals
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