LESSON
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LO1 Prepare an unadjusted trial balance.

LO2 Adjust supplies and prepaid insurance.
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Adjusting Account Balances

e Some general ledger accounts need to be
brought up to date before financial
statements are prepared.

e Adjusting entries are used to bring a general
ledger account up to date.




Preparing an Unadjusted Trial Balance

e The first step in preparing adjusting entries is
to prepare a trial balance.
e A trial balance prepared before adjusting

entries are posted is called an unadjusted trial
balance.




Lesson 15-1

Preparing an Unadjusted Trial Balance

G Write account titles

o

ThreeGreen Products, Inc. Enter account
Unadjusted Trial Balance
December 31, 20-- balances
v ACCOUNT TITLE OERIT CREOIT
Cash 54|1/9/4/34
Petty Cash 2151000
Accounts Receivable 20|3|8 /1|81
Allowance for Uncollectible Accounts ? 1215115
Merchandise Inventory 1084 8'56 44
Supplies—Office 4|5/418/17
Supplies—Store 5(0(4|9/61
Prepaid Insurance 11/0(0.0/00
Notes Receivable 6(2/0/0/00
Interest Receivable '
Salary Expense 184(2|3/4/95
Supplies Expense—Office :
Supplies Expense—Store |
Uncollectible Accounts Expense |
Utilities Expense 419/6/5/42 TOtal’ prove, and rule
Federal Income Tax Expense 20{0{0!0]00 CcO | umn tota IS
Interest Income i 416]4100
Totals 818|9(1/0/27|818]9[1]0[27]¥*




Recording Adjusting Entries for Supplies

e Four questions are asked to analyze the
adjustments for supplies.

1.

What are the balances of the accounts being
adjusted?

What should the balances be for these
accounts?

What must be done to correct the account
balances?

What adjusting entries are made?




Recording Adjusting Entries for Supplies |
Supplies Expense—Office
Adj. 4 3,938.17

Supplies—Office
Adj. ¥ 3,938.17

Dec. 31 Bal. 4,548.17
(New Bal. 610.00)

Supplies Expense—Store

Adj. W 4,584.61

Supplies—Store

Dec. 31 Bal.  5,049.61 | Adj. ¥ 458461
(New Bal. 465.00)




Lesson 15-1

Recording Adjusting Entries for Supplies 3

ThreeGreen Products, Inc.
Unadjusted Trial Balance

December 31, 20--
ACCOUNT TITLE DEBIT CREDIT
Tl FrTd
Merchandise Inventory 108|4]|8|6|44
Supplies—Office 4|5|4|8|17
Supplies—Store 5|0|4|9|61
Prepaid Insurance 11{0]0]0{00
Debit Supplies Expense—Office Debit Supplies Expense—Store
GENERAL JOLURNAL pace 15
AN 4
DA ACCOUNT TITLE / DNO:' PROESFT. DEBIT CREDIT
[N [ I I | [
6 31| Supplies Expense—Office 31913(8|17 s
7 _w Supplies—Offfice 3|9(3(8|17| 7
s 'Supplies Expense—Store 4|5|8|4|61 8
9 Supplies—Store 4|5|8(4|61| ¢

Credit Supplies—Office Credit Supplies—Store




Lesson 15-1

Recording an Adjusting Entry for Prepaid
Insurance

-

Insurance Expense

ThreeGreen Products, Inc.
Unadjusted Trial Balance

Adj.  <#r8,200.00

December 31, 20--
Prepaid Insurance ACCOUNT TITLE IDE[BI'[T : (I:R]ED;TI
Dec.31Bal. 11,000.00 | Adj. 8 8200.00 i e RTIETERT
repai nsurance
(NEW Bal. 2’80000) Notes Receivable 612(010(00
6 Debit Insurance Expense
GENERAL JOURNAL pace 15
DATE ACCOUNT TITLE DNOC;:" PR(‘)ESF'T- DEBIT CREDIT
I v [ T
10 31| Insurance Expense 8(210(0100 10
" Prepaid Insurance 8(210(0]00 |1

Credit Prepaid Insurance




e :
‘Lesson 15-1 Audit Your Understanding

1. Which adjusting entry is unique to a
corporation?

ANSWER

Federal income tax expense




‘Lesson 15-1 Audit Your Understanding

2. What four questions are used to analyze the
adjustment of an account?

ANSWER
1. What is the balance of the account being

adjusted?
2. What should the balance be for this account?

3. What must be done to correct the account
balance?

4. What adjustment is made?




e :
‘Lesson 15-1 Audit Your Understanding

3. Which accounts are used for the adjustment
to office supplies?

ANSWER
Supplies Expense—Office

Supplies—Office




‘Lesson 15-1 Audit Your Understanding

4. Which accounts are used for the adjustment
to prepaid insurance?

ANSWER
Insurance Expense

Prepaid Insurance
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LO3 Adjust merchandise inventory.

LO4 Adjust interest receivable.
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Recording an Adjusting Entry for Merchandise
Inventory

aad

e The amount of inventory on hand at the
beginning of a fiscal period is called beginning
inventory.

® During the period, merchandise is purchased and
merchandise is sold.

® To determine how much merchandise remains in
inventory at the end of the period, a physical
inventory is conducted.

e The actual count of merchandise at the end of a
fiscal period is called ending inventory.




Lesson 15-2

Recording an Adjusting Entry for Merchandise
Inventory

Merchandise Inventory
ThreeGreen Products, Inc.

Dec. 31 Bal. 108,486.44 | Adj. 4 5,648.44 Unadjusted Trial Balance
(New Bal. 102,838.00) December 31, 20--

] Telsla]
Income Summary

Allowance for Uncollectible Accounts 11215|15
Adj. 5,648.44 Merchandise Inventory 108(4|8|6(44
Supplies—Office 415|1418|17
6 Debit Income Summary
GENERAL JOURNAL pPAGE 15
DATE ACCOUNT TITLE DNO:' PROESFT. DEBIT CREDIT
| v i T T
4 31| Income Summary 5\6|4 8|44 4
5 Merchandise Inventory 5|6/4|8|44| s

Credit Merchandise Inventory




Journalizing the Adjusting Entry for Interest
Receivable

103
e Interest earned but not yet received is called
accrued interest income.

Interest Receivable

Credit
Decreases

Debit
Increases

Interest Income

Debit
Decreases

Credit
Increases




Lesson 15-2

Journalizing the Adjusting Entry for Interest
Receivable —
103

Interest Expense

Adj. 4 93.00

ThreeGreen Products, Inc.
Unadjusted Trial Balance

December 31, 20--
ACCOUNT TITLE DEBIT CREDIT
Interest Income = =i
l’rf'/ulz':l Insurance 11101010100
Dec. 31 Bal. ‘.‘464'00 Notes Receivable 6(2|010(00
New Bal. 93.00 Interest Receivable
(NeW Bal. 55700) Office Equipment 241819|5|18

0 Debit Interest Receivable

GENERAL JOURNAL pace 15
DATE ACCOUNT TITLE DNOOC" PISESFT. DEBIT CREDIT
[ I E | [5 i) [
4
12 31| Interest Receivable 9300 12
13 Interest Income 913/00|1s

Credit Interest Income




e
‘Lesson 15-2 Audit Your Understanding

1. How is the amount of merchandise inventory
on hand at the end of the fiscal year
determined?

ANSWER
A physical inventory is conducted.




e '
‘Lesson 15-2 Audit Your Understanding

2. What adjusting entry is recorded when the
ending merchandise inventory is greater than
the beginning value?

ANSWER
Debit Merchandise Inventory

Credit Income Summary




‘Lesson 15-2 Audit Your Understanding

3. How often is revenue earned on an
outstanding note receivable?

ANSWER

Daily




‘Lesson 15-2 Audit Your Understanding

4. What types of accounts are increased by

recording an adjusting entry for accrued
revenue?

ANSWER

The adjusting entry for accrued revenue
increases a revenue account (a credit) and
increases a receivable account (a debit).
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LO5 Calculate depreciation expense using the
straight-line method.

LO6 Adjust accumulated depreciation.
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Categories of Assets |
105
e Most businesses use several broad categories
of assets in their operations.

e Cash and other assets expected to be
exchanged for cash or consumed within a year
are called current assets.

e Physical assets that will be used for a number
of years in the operation of a business are
called plant assets.




Depreciating Plant Assets |
e A loss in the usefulness of a plant asset as a result
of wear or obsolescence is called depreciation.

e To match revenue with the expenses used to earn
the revenue, the cost of a plant asset must be
expensed over the asset’s useful life.

e The portion of a plant asset’s cost that is
transferred to an expense account in each fiscal
period during that asset’s useful life is called
depreciation expense.




Depreciating Plant Assets 3
e Three factors are considered in calculating the
annual amount of depreciation expense for a
plant asset:
e Original cost

e Salvage value

e Useful life




Depreciating Plant Assets—
Original Cost

e The original cost of a plant asset includes all
costs paid to make the asset usable to a
business.

e These costs include the price of the asset plus
delivery and any necessary installation costs.




Depreciating Plant Assets—
Salvage Value |
105
e An estimate of the amount that will be

received for an asset at the time of its disposal

is called its salvage value.

e Salvage value may also be referred to as residual
value or scrap value.

e Since salvage value cannot be known when
the asset is bought, it must be estimated.




Depreciating Plant Assets—
Useful Life —
105
e The period of time over which an asset
contributes to the earnings of a business is called
its useful life.

e The total amount of depreciation expense is
distributed over the estimated useful life of a
plant asset.

e Two factors affect the useful life of a plant asset:
e Physical depreciation
e Functional depreciation




Straight-line Depreciation |

e Recording an equal amount of depreciation expense
for a plant asset in each year of its useful life is called
the straight-line method of depreciation.

Estimated Total

Estimated Salvage Depreciation
Original Cost - Value = Expense
$2,500.00 — $500.00 = $2,000.00
Estimated Total Years of Annual
Depreciation Estimated Useful Depreciation
Expense < Life = Expense

$2,000.00 5 5 = $400.00




Accumulated Depreciation

e The total amount of depreciation expense that has

been recorded since the purchase of a plant asset is
called accumulated depreciation.

20X2 20X3 20X3
Accumulated Depreciation Accumulated
Depreciation + Expense = Depreciation
$800.00 + $400.00 = $1,200.00




Book Value |
e The original cost of a plant asset minus accumulated
depreciation is called the book value of a plant asset.

20X3
Accumulated Ending 20X3
Original Cost - Depreciation = Book Value
$2,500.00 - $1,200.00 = $1,300.00




Journalizing the Adjusting Entry for
Accumulated Depreciation

Office Equipment

Dec. 31 Bal. 24,895.18 |

Depreciation Expense—Office EQuipment

Adj. 4 7,485.00

Accumulated Depreciation—Office Equipment

Dec. 31 Bal. 4§l6,189.00
Adj. 7,485.00
(New Bal. 13,674.00)

Store Equipment

Dec. 31 Bal. 59,148.11

Depreciation Expense—Store Equipment

Ad;. 49 9,830.00

Accumulated Depreciation—Store Equipment

Dec. 31 Bal. 4 8,495.00
Adj. 9,830.00
(New Bal. 18,325.00)




Lesson 15-3

Journalizing the Adjusting Entry for
Accumulated Depreciation

ThreeGreen Products, Inc.

Unadjusted Trial Balance
December 31, 20--

ACCOUNT TITLE DEBIT CREDIT
[ [ [ | 1 (0 [T
Office Equipment 24|8|9|5|18
Accumulated Depreciation—Office Equipment 6|1/819/00
Store Equipment 59|1\4|8|11
Accumulated Depreciation—Store Equipment 8{4(915/00
GENERAL JOURNAL Pace 15
DATE ACCOUNT TITLE | (2 DEBIT CREDIT
I | [ [ () B0 (O [
epreciation Expense—Office Equip. 7|4|8|5/00 14
Accumulated Depreciation—Office Equip. 714|8(5|00|s
31| Depreciation Expense—Store Equip. 918/3/0,00 16
Accum. Depreciation—Store Equip. 9(8{310|00|:7
N
Debit Depreciation Expense—Office Debit Depreciation Expense—Store
Equipment and credit Accumulated Equipment and credit Accumulated

Depreciation—Office Equipment Depreciation—Store Equipment




‘Lesson 15-3 Audit Your Understanding

1. What are two categories of assets?

ANSWER
Current assets

Plant assets




‘Lesson 15-3 Audit Your Understanding

2. What three factors are used to calculate a
plant asset’s annual depreciation expense?

ANSWER

Original cost, salvage value, and useful life




‘Lesson 15-3 Audit Your Understanding

3. What plant asset account does not have a
contra account for accumulated
depreciation?

ANSWER
Land




‘Lesson 15-3 Audit Your Understanding

4. How does an adjusting entry for accumulated
depreciation affect the related plant asset

account?

ANSWER
No change




LESSON

LO7 Post adjusting entries.
LO8 Adjust federal income tax payable.

LO9 Prepare an adjusted trial balance.
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Lesson 15-4

Adjusting Entries |
107

GENERAL JOURNAL pace 15
DATE ACCOUNT TITLE DNO:' PROES,:' DEBIT CREDIT
' Adjusting Entries '
2| Dec. | 31| Uncollectible Accounts Expense 23(8/4|10 2
3 Allowance for Uncollectible Accounts 2|318|4|10|| »
s 31| Income Summary 56|48 44 4
5 Merchandise Inventory 5|6/4|8|44| =
5 31| Supplies Expense—Olffice 319(318/17 8
’ Supplies—Office 319/3(8(17| »
e 31| Supplies Expense—Store 4|5|8/4|61 s
o Supplies—Store 4|5/8|4|61|| »
10 31| Insurance Expense 8/2/0/0/00 10
" Prepaid Insurance 8(2(0{0100 ||
12 31| Interest Receivable 9\3/00 12
13 Interest Income 9(3100|)=
14 31| Depreciation Expense—Office Equip. 714|8|5/00 14
5 Accum. Depreciation—Office Equip. 714/8(5/00|/1s
e 31| Depreciation Expense—Store Equip. 918/310/00 16
17 Accum. Depreciation—Store Equip. 9|8(3(0(00|
I8 18

e m—




Lesson 15-4

Posting Adjusting Entries |
107

GENERAL JOURNAL pace 15
DATE ACCOUNT TITLE D:: PROEQFT DEBIT CREDIT
' Adjusting Entries !
2|l Dec. | 31| Uncollectible Accounts Expense 6165 213(8|4/10 2
3 Allowance for Uncollectible Accounts 1135 2(318|4|10| »
‘ 31| Income Summary 3150 | 546|4|8|44 B
5 Merchandise Inventory 1140 I 6|4|8|44| = Enter general
s 31| Supplies Expense—Olffice 6155 | J3l9l3ls|17 s ledger account
7 Supplies—Office 1145 | 3(9|3|8{17] = b .
5 31| Supplies Expense—Store 6160 e NUMDETS In
2 Supplies—Store 115 4|5|8|4|61| = general jou rnal
Post the debit Post the credit
account no. 1135

account Allowance for Uncollectible Accounts

A V4
POST. BALANCE

DATE ITEM REF. DEBIT CR% X T RGeS
Dec. | 31| Balance v L] ¥ 1]2[5]15
31 G15 213814110 215|0(9|25

A =

E account Uncollectible Accounts Expense Account No, 6165 6
y 4
DATE ITEM Sl DEBIT CREDIT SARARLR

REF. DEBIT CREDIT

Dec. | 31 Gi15 || 2|3lslal10 2131814/ 10

e m—




Calculating Income Before Federal Income
Taxes

108
e A trial balance prepared after adjusting entries
are posted is called an adjusted trial balance.




Calculating Income Before Federal Income

ThreeGreen Products, Inc. Q

Adjusted Trial Balance .
e 1. Enter the account titles of all general ledger

!h'a'ﬂn’nfr ;,'! 20—~
I@ ACCOUNT TITAE ‘ (= lag @ cnEoeY | accountsl

e G 2. Enter the account balances of all accounts
|y Koy [EDECHC except Federal Income Tax Expense.
| ncome Suumary | slslelstesl | 111 b 3. Calculate the total account balances of income

Sales Discount

statement credit accounts. Include the
account balance of Income Summary if the
account has a credit balance.

4. Calculate the total account balances of income
statement debit accounts, excluding the

| Sules Returns and Alloteances

Purchases

“Purchases ) Disc ount

Purchases Returns and Allowances

| Advertising Expense

| Credit Card Fee Expense

| Depreciation Expense—Office Equipment

Depreciation Expense—Store Equipment

P st e " ;;3 (f :f:' T balance of Federal Income Tax Expense.

T [ sid Z,(,,‘;Zh REEE Include the account balance of Income
e ""‘, shls] f} HT Summary if the account has a debit balance.
e s 5. Subtract the total of debits from the total of
S T u *‘:":":‘:"” Ht credits to calculate net income before federal
| Interest Income (L1 § |sisi7joof] income taxes.

) 5

$635,345.90 - $531,826.93 = $103,518.97




Calculating Federal Income Tax

e Different tax rates are applied to different
levels of net income.

® Each tax rate and taxable income amount on
one line of a tax table is called a tax bracket.

® The tax rate associated with a tax bracket is
called a marginal tax rate.




Calculating Federal Income Tax

aad

Tax Rate Schedule
Income
If taxable income (line 30, Form 1120, or line 26, Form 1120-A) is: .
Of the amount )J_eCt to . .
Over—  Butnot over— Taxs: over— 3inal Tax Marginal Tax Marginal Income
S0 50,000 15% -ii- _
50,000 75,000 $7,500 + 25% $50,000 Rate x Rate - Tax
75,000 100,000 12,750 + 34% 75,000
100,000 335,000 22,250 +39% 100,000 518.97 X 39% = $1,372.4O
335,000 10,000,000 112,900 + 34% 335,000
10,000,000 15,000,000 3,400,000 + 35% 10,000,000
15,000,000 18,323,323 5,150,000 + 38% 15,000,000
18,333,333 — 25% -0-
Bracket
Minimum Marginal Income Federal Income
Income Tax + Tax = Tax

$22,250.00 + $1,372.40

$22,622.40




Journalizing the Adjusting Entry for Federal
Income Tax Payable

aad

Federal Income Tax Expense

4/15 5,000.00
6/15 5,000.00
9/15 5,000.00
12/15 5,000.00
12/31 Adj. 0 3,622.40
(Adj. Bal. 23,622.40)

Federal Income Tax Payable

12/31 Adj. ¥ 3,622.40




Lesson 15-4

Journalizing the Adjusting Entry for Federal
|nCOme TaX Payable Enter general ledger

account numbers in “ ‘

Debit Federal Income Tax Expense the general journal
GENERAL JOURNAL ace 15
\ Z

[ I Jo ]

18 31| Federal Income Tax Expense 212140 18

19 _w Federal Income Tax Payable 3(6(2|2(40/(1e

20 / / n
Credit Federal Post the debit to Post the credit to

Income Tax Payable the general ledger the general ledger

account Federal Income Tax Payable count no. 2170

BALANCE
DATE ITEM FOFY, DEBIT CREDIT, /
2 40(05517 GREDIT
T
Dec. |31 G15 3|62 3|62]2]40
I
account Federal Income Tax Expense ACCOUNT NO 62059
y 4
DATE ITEM POST, DE CREDIT Lo
REF. DEBIT CREDIT

Dec. | 31| Balance v 2001010 00

31 G15 3162|240 231622140




Completing an Adjusted Trial Balance

ThreeGreen Products, Inc.
Adjusted Trial Balance
Decermber 31, 20--

AE0C +
I ‘ l . 4 ..". ‘.J H
R I »30,2.2:«).4—6 Enter the adjusted balance of
) J'f JZL Y s{olofofoof Federal Income Tax Payable
oot 11
[] J {7]1)
EEIBG0E M
i | RN DR
: {lalmt— 171
1 ols] 00
§ Tissiod | 11|
EEEE0D EEEN
| shlofoloot 11 ] Update balance of Federal
1‘ M =1 x 1 Income Tax Expense
T
og M
Usiities Expense__ EIOnET rZd N Total, prove, and rule the trial
Total 842(3(2|4(771 842 32 477 balance




‘Lesson 15-4 Audit Your Understanding

1. How does the trial balance serve as a check
list for preparing adjusting entries?

ANSWER

A business can examine each account to
determine if the account needs
adjustment.

SLIDE 48




‘Lesson 15-4 Audit Your Understanding

2. In what order can the adjusting entries be
journalized?

ANSWER

By the order the accounts appear in the
trial balance, beginning with assets or

revenue




‘Lesson 15-4 Audit Your Understanding

3. Which accounts are totaled to determine net
income before federal income taxes?

ANSWER

All income statement debit accounts,
excluding federal income tax expense, and
all income statement credit accounts




et —
Lesson 15-4 Audit Your Understanding

4. What is the bracket minimum tax and
marginal tax rate of the 25% tax bracket?

ANSWER
Bracket minimum tax, $7,500.00
Marginal tax rate, 25%




