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Making a Statement


C H A P T E R


4 Completing the Accounting Cycle
A ll companies prepare financial statements annually, and whether required by law or not, preparing them every quar-
ter, or even every month, is a good idea because these interim 


reports give management an ongoing view of a company’s financial 


performance. The preparation of financial statements requires not 


only adjusting entries, which we described in the last chapter, but 


also closing entries, which we explain in this chapter.


L E A R N I N G  O B J E C T I V E S


LO1 Describe the accounting cycle and the role of closing entries in 
the preparation of financial statements. (pp. 144–146)


LO2 Prepare closing entries. (pp. 147–151)


LO3 Prepare reversing entries. (pp. 152–153)


LO4 Prepare and use a work sheet. (pp. 154–158)


   Revenues


– Expenses


= Net Income


INCOME STATEMENT


STATEMENT OF
OWNER’S EQUITY


    Beginning Balance


+ Net Income


– Withdrawals


= Ending Balance


BALANCE SHEET


Assets           Liabilities


                       Owner’s
                  Equity


A = L + OE


STATEMENT OF CASH FLOWS 


 = Ending Cash Balance


    Operating activities
+ Investing activities
+ Financing activities
= Change in Cash


+ Beginning Balance


Closing entries set the 
accounts on the income 
statement to zero and transfer 
the resulting balance of net 
income or loss to the owner’s 
Capital account on the 
balance sheet. Closing entries 
do not affect cash flows.
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� What steps must a company 
follow to prepare its accounts for 
the next accounting period?


� After following these steps, 
how is the ending balance of 
the owner’s Capital account 
determined?


DECISION POINT �    A USER’S FOCUS 
WESTWOOD MOVERS


Westwood Movers provides moving and storage services for the local 
college and its students and employees. Westwood’s business tends 
to be seasonal; its busiest times are generally in the late spring and 
early fall. Thus, to keep a careful eye on fluctuations in earnings and 
cash flows, Westwood prepares financial statements each quarter.


As you know from Chapter 3, before a company prepares financial 
statements, it must make adjusting entries to the income statement 
and owner’s equity accounts. After those entries have been made, 
an adjusted trial balance listing all the accounts and balances is pre-
pared. Accounts from the adjusted trial balance are then used to pre-
pare the financial statements. For example, in preparing its income 
statement, Westwood Movers would use the revenue and expense 
accounts from its adjusted trial balance, which appear on the follow-
ing page. (This adjusted trial balance is “partial” in that it omits all 
balance sheet accounts except the owner’s equity accounts.) In addi-
tion, Westwood, like all other companies, must prepare its accounts 
for the next accounting period by making closing entries. Doing all 
this takes time and effort, but the results benefit both management 
and external users of the company’s financial statements by provid-
ing important information about revenues and operating income. 


To accomplish these tasks, Westwood Movers needs to be able 
to answer the questions on the right.
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144    CHAPTER 4  Completing the Accounting Cycle


To interpret and analyze a company’s performance requires an understanding 
of how transactions are recognized and eventually end up in financial state-
ments. Two concepts that foster this understanding are the accounting cycle 
and closing entries.


The Accounting Cycle
As Figure 4-1 shows, the accounting cycle is a series of steps whose ultimate pur-
pose is to provide useful information to decision makers. These steps are as follows:


 1. Analyze business transactions from source documents.


 2. Record the transactions by entering them in the general journal.


 3. Post the journal entries to the ledger, and prepare a trial balance.


 4. Adjust the accounts, and prepare an adjusted trial balance.


 5. Prepare financial statements.


 6. Close the accounts, and prepare a post-closing trial balance.


You are already familiar with Steps 1 through 5 from previous chapters. In the 
next section, we describe Step 6, which may be performed before or after Step 5.


Closing Entries
Balance sheet accounts, such as Cash and Accounts Payable, are considered 
permanent accounts, or real accounts, because they carry their end-of-period 
balances into the next accounting period. In contrast, revenue and expense 
accounts, such as Revenues Earned and Wages Expense, are considered tempo-
rary accounts, or nominal accounts, because they begin each accounting period 
with a zero balance, accumulate a balance during the period, and are then cleared 
by means of closing entries.


Closing entries are journal entries made at the end of an accounting period. 
They have two purposes:


 1. They set the stage for the next accounting period by clearing revenue and 
expense accounts and the Withdrawals account of their balances.


From Transactions 
to Financial 
Statements


LO1 Describe the accounting 
cycle and the role of closing 
entries in the preparation of 
financial statements.
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146    CHAPTER 4  Completing the Accounting Cycle


Expense Accounts Revenue Accounts


xxx xxx


Step 2:
To close the


expense
accounts


Step 1:
To close the


revenue
accountsIncome Summary


xx


CapitalWithdrawals


Step 3:
To close


Income Summary


Step 4:
To close


Withdrawals
xx


xxxxxx


xx


xx


FIGURE 4-2 Overview of the Closing Process


& APPLY


In each of the following pairs of activities, tell which activity is done first in the accounting cycle:


1. Close the accounts or adjust the accounts
2. Analyze the transactions or post the entries 


to the ledger


3. Record the transactions in the journal or 
prepare the initial trial balance


4. Prepare the post-closing trial balance or 
prepare the adjusted trial balance


STOP 


SOLUTION
1. Adjust the accounts
2. Analyze the transactions


3. Record the transactions in the journal
4. Prepare the adjusted trial balance


 2. They summarize a period’s revenues and expenses by transferring the bal-
ances of revenue and expense accounts to the Income Summary account. 
The Income Summary account is a temporary account that summarizes all 
revenues and expenses for the period. It is used only in the closing process—
never in the financial statements. Its balance equals the net income or loss 
reported on the income statement. The net income or loss is then transferred 
to the owner’s Capital account.


Figure 4-2 shows an overview of the closing process. The net income or loss is 
transferred from the Income Summary account to the owner’s Capital account 
because even though revenues and expenses are recorded in individual accounts, 
they represent increases and decreases in owner’s Capital. Closing entries transfer 
the net effect of increases (revenues) and decreases (expenses) to owner’s Capi-
tal. For corporations like Netflix, the net income or loss is transferred from the 
Income Summary account to the Retained Earnings account, which is part of the 
stockholders’ (owner’s) equity of a corporation.
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Preparing  Closing Entries    147


Preparing 
Closing Entries


LO2 Prepare closing entries.


The steps involved in making closing entries are as follows:


Step 1. Close the credit balances on the income statement accounts to the 
Income Summary account.


Step 2. Close the debit balances on the income statement accounts to the 
Income Summary account.


Step 3. Close the Income Summary account balance to the owner’s Capital 
account.


Step 4. Close the Withdrawals account balance to the owner’s Capital account.


As you will learn in later chapters, not all revenue accounts have credit bal-
ances and not all expense accounts have debit balances. For that reason, when 
referring to closing entries, we often use the term credit balances instead of rev-
enue accounts and the term debit balances instead of expense accounts.


An adjusted trial balance provides all the data needed to record the closing 
entries. Exhibit 4-1 shows the relationships of the four kinds of closing entries to 
Miller Design Studio’s adjusted trial balance.


Step 1: Closing the Credit Balances
On the credit side of the adjusted trial balance in Exhibit 4-1, Design Revenue shows 
a balance of $13,600. To close this account, a journal entry must be made debiting 
the account in the amount of its balance and crediting it to the Income Summary 
account. Exhibit 4-2 shows how the entry is posted. Notice that the entry sets the 
balance of the revenue account to zero and transfers the total revenues to the credit 
side of the Income Summary account.


Step 2: Closing the Debit Balances
Several expense accounts show balances on the debit side of the adjusted trial bal-
ance in Exhibit 4-1. A compound entry is needed to credit each of these expense 
accounts for its balance and to debit the Income Summary account for the total. 
Exhibit 4-3 shows the effect of posting the closing entry. Notice how the entry 
reduces the expense account balances to zero and transfers the total of the account 
balances to the debit side of the Income Summary account.


Step 3: Closing the Income Summary 
Account Balance
After the entries closing the revenue and expense accounts have been posted, the 
balance of the Income Summary account equals the net income or loss for the 
period. A credit balance in the Income Summary account represents a net income 
(i.e., revenues exceed expenses), and a debit balance represents a net loss (i.e., 
expenses exceed revenues).


At this point, the balance of the Income Summary account, whatever its nature, 
is closed to the owner’s Capital account, as shown in Exhibit 4-1. Exhibit 4-4 
shows how the closing entry is posted when a company has a net income. Notice 
the dual effect of closing the Income Summary account and transferring the bal-
ance to owner’s Capital.


Step 4: Closing the Withdrawals Account Balance
The Withdrawals account shows the amount by which owner’s Capital decreased 
during an accounting period. The debit balance of the Withdrawals account is 
closed to the owner’s Capital account, as illustrated in Exhibit 4-1. Exhibit 4-5 


Study Note
Although it is not absolutely 
necessary to use the Income 
Summary account when 
preparing closing entries, doing 
so simplifies the procedure.


Study Note
After Step 3 has been completed, 
the credit balance of the Income 
Summary account ($3,960) 
represents net income—the key 
measure of performance. When a 
net loss occurs, debit the owner’s 
Capital account (to reduce it) 
and credit the Income Summary 
account (to close it).


Study Note
After Step 1 has been completed, 
the Income Summary account 
reflects the account balance of 
the Design Revenue account 
before it was closed.
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148    CHAPTER 4  Completing the Accounting Cycle


EXHIBIT 4-1 Preparing Closing Entries from the  Adjusted Trial Balance


shows the posting of the closing entry and the transfer of the balance of the With-
drawals account to the owner’s Capital account. In a corporation like Netflix, 
payments to owners are called dividends, and they are closed to the Retained 
Earnings account.


The Accounts After Posting
After all the steps in the closing process have been completed and all closing 
entries have been posted, everything is ready for the next accounting period. 


Miller Design Studio
Adjusted Trial Balance


July 31, 2011


Cash $22,480
Accounts Receivable 5,000
Office Supplies 3,660
Prepaid Rent 1,600
Office Equipment 16,320
Accumulated Depreciation–
  Office Equipment  $   300
Accounts Payable  6,280
Unearned Design Revenue  600
Wages Payable  720
J. Miller, Capital  40,000
J. Miller, Withdrawals 2,800
Design Revenue  13,600
Wages Expense 5,520
Utilities Expense 680
Rent Expense 1,600
Office Supplies Expense 1,540
Depreciation Expense–
  Office Equipment 300  


 
 


Entry 1:


July 31 Design Revenue 411 13,600
   Income Summary 314  13,600
     To close the 
     revenue
     account


Entry 2:


July 31 Income Summary 314 9,640
   Wages Expense 511  5,520
   Utilities Expense 512  680
   Rent Expense 514  1,600
   Office Supplies   
     Expense 517  1,540
   Depreciation   
     Expense–Office
     Equipment 520  300
       To close the 
       expense
       accounts


INCOME SUMMARY
July 31 9,640  July 31 13,600


July 31 3,960  Bal. —


Entry 3:


July 31 Income Summary 314 3,960
   J. Miller, Capital 312  3,960
       To close the
       Income Summary
       account


Entry 4:


July 31 J. Miller, Capital 312 2,800
   J. Miller,
     Withdrawals 313  2,800
       To close the
       Withdrawals
       account


$61,500 $61,500 


Study Note
Note that the Withdrawals 
account is closed to the owner’s 
Capital account, not to the 
Income Summary account.
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Preparing Closing Entries     149


EXHIBIT 4-2
Posting the Closing Entry of a 
Credit Balance to the Income 
Summary Account


The revenue, expense, and Withdrawals accounts (temporary accounts) have zero 
balances. The owner’s Capital account has been increased or decreased to reflect 
net income or net loss (net income in our example) and has been decreased for 
withdrawals. The balance sheet accounts (permanent accounts) show the correct 
balances, which are carried into the next period.


EXHIBIT 4-3 Posting the Closing Entry of Debit Balances to the Income Summary Account


Wages Expense Account No. 511


  Post. Balance


Date Item Ref. Debit Credit Debit Credit


July 26  J2 4,800  4,800
31 Adj. J3 720  5,520
31 Closing J4  5,520 —


Utilities Expense Account No. 512


  Post. Balance


Date Item Ref. Debit Credit Debit Credit


July 30  J2 680  680
31 Closing J4  680 —


Rent Expense Account No. 514


  Post. Balance


Date Item Ref. Debit Credit Debit Credit


July 31 Adj. J3 1,600  1,600
31 Closing J4  1,600 —


Office Supplies Expense Account No. 517


  Post. Balance


Date Item Ref. Debit Credit Debit Credit


July 31 Adj. J3 1,540  1,540
31 Closing J4  1,540 —


Depreciation Expense–Office 
Equipment Account No. 520


  Post. Balance


Date Item Ref. Debit Credit Debit Credit


July 31 Adj. J3 300  300
31 Closing J4  300 —


Income Summary Account No. 314


  Post. Balance


Date Item Ref. Debit Credit Debit Credit


July 31 Closing J4  13,600  13,600
31 Closing J4 9,640*   3,960


*Total of all credit closing entries to expense accounts is debited to the Income Summary account.


Design Revenue Account No. 411


  Post. Balance


Date Item Ref. Debit Credit Debit Credit


July 10  J2  2,800  2,800
15  J2  9,600  12,400
31 Adj. J3  800  13,200
31 Adj. J3  400  13,600
31 Closing J4 13,600   —


Income Summary Account No. 314


  Post. Balance


Date Item Ref. Debit Credit Debit Credit


July 31 Closing J4  13,600  13,600
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150    CHAPTER 4  Completing the Accounting Cycle


The Post-Closing Trial Balance
Because errors can be made in posting closing entries to the ledger accounts, it is 
necessary to prepare a post-closing trial balance. As you can see in Exhibit 4-6, 
a post-closing trial balance contains only balance sheet accounts because the 
income statement accounts and the Withdrawals account have been closed 
and now have zero balances. It is a final check that total debits equal total 
credits.


EXHIBIT 4-4 Posting the Closing Entry of the Income Summary Account Balance to the Owner’s Equity Account


EXHIBIT 4-5 Posting the Closing Entry of the Withdrawals Account Balance to the Owner’s Capital Account


J. Miller, Withdrawals Account No. 313


  
Post. Balance


Date Item Ref. Debit Credit Debit Credit


July 31  J2 2,800  2,800
31 Closing J4  2,800 —


J. Miller, Capital Account No. 312


  
Post. Balance


Date Item Ref. Debit Credit Debit Credit


July  1  J1  40,000  40,000
31 Closing J4  3,960  43,960
31 Closing J4 2,800   41,160


Miller Design Studio
Post-Closing Trial Balance


July 31, 2011


Cash $22,480
Accounts Receivable 5,000
Office Supplies 3,660
Prepaid Rent 1,600
Office Equipment 16,320
Accumulated Depreciation–Office Equipment  $   300
Accounts Payable  6,280
Unearned Design Revenue  600
Wages Payable  720
J. Miller, Capital  41,160
  
 


$49,060 
 


$49,060 


 


EXHIBIT 4-6
Post-Closing Trial Balance
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Income Summary Account No. 314


  Post. Balance


Date Item Ref. Debit Credit Debit Credit


July 31 Closing J4  13,600  13,600
31 Closing J4 9,640   3,960
31 Closing J4 3,960   —


J. Miller, Capital Account No. 312


  Post. Balance


Date Item Ref. Debit Credit Debit Credit


 July 1  J1  40,000  40,000
 31 Closing J4  3,960  43,960
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Preparing Closing Entries     151


STOP & APPLY


Prepare the necessary closing entries from the following partial adjusted trial balance for Fountas 
Recreational Park, and compute the ending balance of the owner’s Capital account. (Except for K. 
Fountas, Capital, balance sheet accounts have been omitted.)


SOLUTION
Closing entries prepared:


June 30 Campsite Rentals 88,200
  Income Summary  88,200
   To close the credit balance account
   30 Income Summary 36,754
  Wages Expense  23,850
  Insurance Expense  3,784
  Utilities Expense  1,800
  Supplies Expense  1,320
  Depreciation Expense–Building  6,000
   To close the debit balance accounts
   30 Income Summary 51,446
  K. Fountas, Capital  51,446
   To close the Income Summary account
   $88,200 � $36,754 � $51,446
   30 K. Fountas, Capital 36,000
  K. Fountas, Withdrawals  36,000
   To close the Withdrawals account


Ending balance of the K. Fountas, Capital account computed:


 K. FOUNTAS, CAPITAL
 June 30 36,000 Beg. Bal. 93,070
   June 30 51,446
   End. Bal. 108,516


Fountas Recreational Park 
Partial Adjusted Trial Balance 


June 30, 2010
K. Fountas, Capital  $93,070
K. Fountas, Withdrawals $36,000
Campsite Rentals  88,200
Wages Expense 23,850
Insurance Expense 3,784
Utilities Expense 1,800
Supplies Expense 1,320
Depreciation Expense–Building 6,000
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152    CHAPTER 4  Completing the Accounting Cycle


Reversing Entries: 
An Optional 
First Step


LO3 Prepare reversing 
entries.


A reversing entry is an optional journal entry made on the first day of an account-
ing period. It has the opposite effect of an adjusting entry made at the end of the 
previous period—that is, it debits the credits and credits the debits of an ear-
lier adjusting entry. The sole purpose of reversing entries is to simplify routine 
bookkeeping procedures, and they apply only to certain adjusting entries. Defer-
rals should not be reversed because doing so would not simplify bookkeeping in 
future accounting periods. As used in this text, reversing entries apply only to 
accruals (accrued revenues and expenses).


To see how reversing entries can be helpful, consider this adjusting entry 
made in the records of Miller Design Studio to accrue wages expense:Study Note


Reversing entries are the 
opposite of adjusting entries 
and are dated the first day of 
the new period. They apply only 
to certain adjusting entries and 
are never required.


When the company pays its assistant on the next regular payday, its accountant 
would make this entry:


 Assets � Liabilities � Owner’s Equity
 WAGES PAYABLE  WAGES EXPENSE


         Dr. Cr. Dr. Cr.
 July 31  720 July 31  720 


Entry in Journal Form:
 Dr. Cr.


July 31 Wages Expense 720
      Wages Payable  720
       Accrued unrecorded wages


Entry in Journal Form:
 Dr. Cr.


Aug. 23 Wages Payable 720
Wages Expense 4,080
 Cash 4,800
  Paid four weeks wages to assistant, $720 
  of which accrued in the previous period


 Assets � Liabilities � Owner’s Equity
 CASH WAGES PAYABLE  WAGES EXPENSE
         Dr. Cr. Dr. Cr. Dr. Cr.
 Aug. 23  4,800 Aug. 23  720 Aug. 23  4,080 


If no reversing entry is made at the time of payment, the accountant would 
have to look in the records to find out how much of the $4,800 applies to the 
current accounting period and how much applies to the previous period. That 
may seem easy in our example, but think how difficult and time-consuming it 
would be if a company had hundreds of employees working on different sched-
ules. A reversing entry helps solve the problem of applying revenues and expenses 
to the correct accounting period.
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Reversing Entries: An Optional First Step      153


For example, consider the following sequence of entries and their effects on 
the Wages Expense account:


1. Adjusting Entry Dr. Cr.
 July 31 Wages Expense 720
    Wages Payable  720
2. Closing Entry
 July 31 Income Summary 5,520
    Wages Expense  5,520
3. Reversing Entry
 Aug. 1 Wages Payable 720
    Wages Expense  720
4. Payment Entry
 Aug. 23 Wages Expense 4,800
    Cash  4,800


Wages Expense Account No. 511


 
Post. Balance


Date Ref. Debit Credit Debit Credit


July 26 J2 4,800  4,800
31 J3 720  5,520
31 J4  5,520 —


Aug.  1 J5  720  720
23 J6 4,800  4,080


Entry 1 adjusted Wages Expense to accrue $720 in the July accounting period.


Entry 2 closed the $5,520 in Wages Expense for July to Income Summary, leav-
ing a zero balance.


Entry 3, the reversing entry, set up a credit balance of $720 on August 1 in 
Wages Expense, which is the expense recognized through the adjusting entry 
in July (and also reduced the liability account Wages Payable to a zero balance). 
The reversing entry always sets up an abnormal balance in the income statement 
account and produces a zero balance in the balance sheet account.


Entry 4 recorded the $4,800 payment of wages as a debit to Wages Expense, 
automatically leaving a balance of $4,080, which represents the correct wages 
expense to date in August. The reversing entry simplified the process of making 
the payment entry on August 23.


Reversing entries apply to any accrued expenses or revenues. Miller Design Stu-
dio’s only accrued expense was wages expense. An adjusting entry for the company’s 
accrued revenue (Design Revenue) would require the following reversing entry:


 Dr. Cr.
Aug. 1 Design Revenue 400
  Accounts Receivable  400
   Reversed the adjusting entry
   for accrued revenue earned


& APPLY


Which of the following accounts after adjustment will most likely require reversing entries:


a. Salaries Payable
b. Accumulated Depreciation
c. Interest Payable


d. Supplies
e. Taxes Payable


SOLUTION
a., c., and e.


STOP 
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154    CHAPTER 4  Completing the Accounting Cycle


The Work Sheet: 
An Accountant’s 
Tool


LO4 Prepare and use a work 
sheet.


To organize data and avoid omitting important information that might affect the 
financial statements, accountants use working papers. Because working papers 
provide evidence of past work, they enable accountants to retrace their steps when 
they need to verify information in the financial statements.


A work sheet is a special kind of working paper. The work sheet is extremely 
useful when a company prepares financial statements on both an annual and seasonal 
basis, as Netflix does, and when an accountant must make numerous adjustments. 
It is often used as a preliminary step in preparing financial statements. Using a work 
sheet lessens the possibility of omitting an adjustment and helps the accountant check 
the arithmetical accuracy of the accounts. The work sheet is never published and is 
rarely seen by management. It is a tool for the accountant. Because preparing a work 
sheet is a mechanical process, many accountants use a computer for this purpose.


Preparing the Work Sheet
A work sheet often has one column for account names and multiple columns with 
headings like the ones shown in Exhibit 4-7. A heading that includes the name of the 
company and the period of time covered (as on the income statement) identifies the 
work sheet. As Exhibit 4-7 shows, preparation of a work sheet involves five steps.


Step 1. Enter and Total the Account Balances in the Trial Balance 
Columns The debit and credit balances of the accounts on the last day of an 
accounting period are copied directly from the ledger into the Trial Balance col-
umns (the green columns in Exhibit 4-7). When accountants use a work sheet, 
they do not have to prepare a separate trial balance.


Step 2. Enter and Total the Adjustments in the Adjustments Columns 
The required adjustments are entered in the Adjustments columns of the work 
sheet (the purple columns in Exhibit 4-7). As each adjustment is entered, a let-
ter is used to identify its debit and credit parts. For example, in Exhibit 4-7, 
the letter (a) identifies the adjustment made for the rent that Miller Design 
Studio prepaid on July 3, which results in a debit to Rent Expense and a credit 
to Prepaid Rent. These identifying letters may be used to reference supporting 
computations or documentation for the related adjusting entries and can sim-
plify the recording of adjusting entries in the general journal.


A trial balance includes only accounts that have balances. If an adjustment 
involves an account that does not appear in the trial balance, the new account is 
added below the accounts listed on the work sheet. For example, Rent Expense 
has been added to Exhibit 4-7. Accumulated depreciation accounts, which have a 
zero balance only in the initial period of operation, are the sole exception to this 
rule. They are listed immediately after their associated asset accounts. For exam-
ple, in Exhibit 4-7, the Accumulated Depreciation–Office Equipment account is 
listed immediately after Office Equipment.


When all the adjustments have been made, the two Adjustments columns 
must be totaled. This procedure proves that the debits and credits of the adjust-
ments are equal, and it generally reduces errors in the work sheet.


Step 3. Enter and Total the Adjusted Account Balances in the 
Adjusted Trial Balance Columns The adjusted trial balance in the work sheet 
is prepared by combining the amount of each account in the Trial Balance columns 
with the corresponding amount in the Adjustments columns and entering each 
result in the Adjusted Trial Balance columns (the yellow columns in Exhibit 4-7).


Exhibit 4-7 contains examples of crossfooting, or adding and subtracting 
a group of numbers horizontally. The first line shows Cash with a debit balance 


Study Note
The work sheet is not a financial 
statement, it is not required, and 
it is not made public.


Study Note
The Trial Balance columns of a 
work sheet take the place of a 
trial balance.
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EXHIBIT 4-7 The Work Sheet


of $22,480. Because there are no adjustments to the Cash account, $22,480 
is entered in the debit column of the Adjusted Trial Balance columns. On the 
second line, Accounts Receivable shows a debit of $4,600 in the Trial Balance 
columns. Because there is a debit of $400 from adjustment f in the Adjustments 
columns, it is added to the $4,600 and carried over to the debit column of the 
Adjusted Trial Balance columns at $5,000. On the next line, Office Supplies 
shows a debit of $5,200 in the Trial Balance columns and a credit of $1,540 


Miller Design Studio
Work Sheet


For the Month Ended July 31, 2011


   Adjusted Income
 Trial Balance Adjustments Trial Balance Statement Balance Sheet


Account Name Debit Credit Debit Credit Debit Credit Debit Credit Debit Credit


Cash 22,480    22,480    22,480
Accounts Receivable 4,600  (f )   400  5,000    5,000
Office Supplies 5,200   (b) 1,540 3,660    3,660
Prepaid Rent 3,200   (a) 1,600 1,600    1,600
Office Equipment 16,320    16,320    16,320
Accumulated
  Depreciation–Office
    Equipment    (c)    300  300    300
Accounts Payable  6,280    6,280    6,280
Unearned Design
  Revenue  1,400 (e)    800   600    600
J. Miller, Capital  40,000    40,000    40,000
J. Miller, Withdrawals 2,800    2,800    2,800
Design Revenue  12,400  (e)    800  13,600  13,600
     (f )    400
Wages Expense 4,800  (d)    720  5,520  5,520
Utilities Expense 680    680  680


 60,080 60,080


Rent Expense   (a) 1,600  1,600  1,600
Office Supplies
  Expense   (b) 1,540  1,540  1,540
Depreciation Expense–
  Office Equipment   (c)    300  300  300
Wages Payable    (d)    720  720    720


   5,360 5,360 61,500 61,500 9,640 13,600 51,860 47,900
Net Income       3,960   3,960


       13,600 13,600 51,860 51,860


Note: The columns of the work sheet are prepared in the following order: (1) Trial Balance, (2) Adjustments, (3) Adjusted Trial 
Balance, and (4) Income Statement and Balance Sheet columns. In the fifth step, the Income Statement and Balance Sheet 
columns are totaled.
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from adjustment b in the Adjustments columns. Subtracting $1,540 from $5,200 
results in a $3,660 debit balance in the Adjusted Trial Balance columns. This 
process is followed for all the accounts, including those added below the trial bal-
ance totals. The Adjusted Trial Balance columns are then footed (totaled) to check 
the accuracy of the crossfooting.


Step 4. Extend the Account Balances from the Adjusted Trial Bal-
ance Columns to the Income Statement or Balance Sheet Columns 
Every account in the adjusted trial balance is an income statement account or a 
balance sheet account. Each account is extended to its proper place as a debit 
or credit in either the Income Statement columns or the Balance Sheet col-
umns (the blue columns in Exhibit 4-7). As shown in Exhibit 4-7, revenue and 
expense accounts are extended to the Income Statement columns, and asset, 
liability, Capital, and Withdrawals accounts are extended to the Balance Sheet 
columns.


To avoid overlooking an account, the accounts are extended line by line, 
beginning with the first line (Cash) and not omitting any subsequent lines. For 
instance, the Cash debit balance of $22,480 is extended to the debit column 
of the Balance Sheet columns; then, the Accounts Receivable debit balance of 
$5,000 is extended to the debit column of the Balance Sheet columns; and 
so forth.


Step 5. Total the Income Statement Columns and the Balance Sheet 
Columns. Enter the Net Income or Net Loss in Both Pairs of Columns 
as a Balancing Figure, and Recompute the Column Totals This fifth 
and last step, shown in the brown columns at the bottom of Exhibit 4-7, is neces-
sary to compute net income or net loss and to prove the arithmetical accuracy of 
the work sheet.


Net income (or net loss) is equal to the difference between the total debits 
and credits of the Income Statement columns. It is also equal to the difference 
between the total debits and credits of the Balance Sheet columns.


Revenues (Income Statement credit column total) $13,600
Expenses (Income Statement debit column total) (9,640)
Net Income $  3,960


In this case, revenues (credit column) exceed expenses (debit column). Thus, 
Miller Design Studio has a net income of $3,960. The same difference occurs 
between the total debits and credits of the Balance Sheet columns.


The $3,960 is entered in the debit side of the Income Statement columns 
and in the credit side of the Balance Sheet columns to balance the columns. 
Remember that the excess of revenues over expenses (net income) increases own-
er’s equity and that increases in owner’s equity are recorded by credits.


When a net loss occurs, the opposite rule applies. The excess of expenses over 
revenues—net loss—is placed in the credit side of the Income Statement columns 
as a balancing figure. It is then placed in the debit side of the Balance Sheet col-
umns because a net loss decreases owner’s equity, and decreases in owner’s equity 
are recorded by debits.


As a final check, the four columns are totaled again. If the Income Statement 
columns and the Balance Sheet columns do not balance, an account may have 
been extended or sorted to the wrong column, or an error may have been made 
in adding the columns. Of course, equal totals in the two pairs of columns are not 
absolute proof of accuracy. If an asset has been carried to the Income Statement 
debit column (or an expense has been carried to the Balance Sheet debit column) 
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or a similar error with revenues or liabilities has been made, the work sheet will 
balance, but the net income figure will be wrong.


Using the Work Sheet
Accountants use the completed work sheet in performing three principal tasks. 
These tasks are as follows:


 1. Recording the adjusting entries in the general journal. Because the 
information needed to record the adjusting entries can be copied from 
the work sheet, entering the adjustments in the journal is an easy step, 
as shown in Exhibit 4-8. The adjusting entries are then posted to the 
 general ledger.


Study Note
Theoretically, adjusting 
entries can be recorded in the 
accounting records before 
the financial statements are 
prepared or even before the 
work sheet is completed. 
However, they always precede 
the preparation of closing 
entries.


EXHIBIT 4-8
Adjustments from the Work 
Sheet Entered in the General 
Journal


 General Journal Page 3


  Post.
Date Description Ref. Debit Credit


2011
(a) July 31 Rent Expense 514 1,600
   Prepaid Rent 117  1,600
     To recognize expiration of one 
     month’s rent
(b)           31 Office Supplies Expense 517 1,540
   Office Supplies 116  1,540
     To recognize office supplies used 
     during the month
(c)           31 Depreciation Expense–Office
   Equipment 520 300
   Accumulated Depreciation–Office 147  300
     Equipment
     To record depreciation of office 
     equipment for a month
(d)         31 Wages Expense 511 720
   Wages Payable 214  720
     To accrue unrecorded wages
(e)          31 Unearned Design Revenue 213 800
   Design Revenue 411  800
     To recognize payment  
     for services not yet  
     performed
(f )          31 Accounts Receivable 113 400
   Design Revenue 411  400
     To accrue design fees 
     earned but unrecorded
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158    CHAPTER 4  Completing the Accounting Cycle


� WESTWOOD MOVERS: REVIEW PROBLEM
In the Decision Point at the beginning of the chapter, we pointed out that at the end 
of an accounting period, Westwood Movers, like all other companies, must prepare its 
accounts for the next accounting period. We posed these questions:


• What steps must a company follow to prepare its accounts for the next 
accounting period?


• After following these steps, how is the ending balance of the owner’s Capital 
account determined?


 1. Prepare the necessary closing entries from the partial adjusted trial balance 
for Westwood Movers that appears in the Decision Point. (As we noted earlier, 
this adjusted trial balance omits all balance sheet accounts except the owner’s 
equity accounts.)


 2. Compute the ending balance of the owner’s Capital account.


 3. User insight: In the closing process, why is it unnecessary to consider balance 
sheet accounts other than owner’s equity accounts?


Preparation of 
Closing Entries


LO2


& APPLY


Place the following columns of a work sheet in the proper order:


a. Balance Sheet columns
b. Trial Balance columns
c. Income Statement columns


d. Adjusted Trial Balance columns
e. Adjustments columns


SOLUTION
b., e., d., c., a.


STOP 


 2. Recording the closing entries in the general journal. The Income State-
ment columns of the work sheet show all the accounts that need to be closed, 
except for the Withdrawals account. Exhibits 4-1 through 4-5 show how the 
closing entries are entered in the journal and posted to the ledger.


 3. Preparing the financial statements. Once the work sheet has been completed, 
preparing the financial statements is simple because the account balances have 
been sorted into the Income Statement and Balance Sheet columns.
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Westwood Movers: Review Problem    159


 1. Closing entries prepared:
Answers to 
Review Problem


 2. Ending balance of the J. Thomas, Capital account computed:


 3. The reason other balance sheet accounts are not considered in the closing 
process is that the balances of all asset and liability accounts carry over to the 
next accounting period. Thus, they do not need to be set to zero, as do the 
income statements accounts and the Withdrawals account. Also, they do not 
need to be updated, as does the owner’s Capital account.
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The steps in the accounting cycle are as follows: (1) analyze business transac-
tions from source documents; (2) record the transactions by entering them in 
the general journal; (3) post the entries to the ledger, and prepare a trial bal-
ance; (4) adjust the accounts, and prepare an adjusted trial balance; (5) prepare 
financial statements; and (6) close the accounts, and prepare a post-closing trial 
balance. (Step 6 may occur before or after Step 5.)


Closing entries have two purposes: (1) They clear the balances of all tem-
porary accounts (revenue, expense, and Withdrawals accounts) so that they 
have zero balances at the beginning of the next accounting period, and (2) 
they summarize a period’s revenues and expenses in the Income Summary 
account so that the net income or loss for the period can be transferred as a 
total to owner’s Capital.


STOP & REVIEW 


LO1 Describe the accounting 
cycle and the role of 


closing entries in the 
preparation of fi nancial 


statements.


The first two steps in preparing closing entries are to transfer the balances of the 
revenue and expense accounts to the Income Summary account. The balance of 
the Income Summary account is then transferred to the owner’s Capital account. 
Finally, the balance of the Withdrawals account is transferred to owner’s Capital. 
After the closing entries have been posted to the ledger accounts, a post-closing 
trial balance is prepared as a final check on the balance of the ledger and to ensure 
that all temporary (nominal) accounts have been closed.


LO2 Prepare closing entries.


 LO3 Prepare reversing 
entries. 


Reversing entries are optional journal entries made on the first day of an 
accounting period. Reversing entries have the opposite effect of adjusting 
entries made at the end of the previous period—that is, a reversing entry 
debits the credits and credits the debits of an earlier adjusting entry. The sole 
purpose of reversing entries is to simplify routine bookkeeping procedures, 
and they apply only to certain adjusting entries. As used in this text, reversing 
entries apply only to accruals.


The five steps in preparing a work sheet are (1) enter and total the account 
balances in the Trial Balance columns; (2) enter and total the adjustments in 
the Adjustments columns; (3) enter and total the adjusted account balances in 
the Adjusted Trial Balance columns; (4) extend the account balances from the 
Adjusted Trial Balance columns to the Income Statement or Balance Sheet col-
umns; and (5) total the Income Statement and Balance Sheet columns, enter 
the net income or net loss in both pairs of columns as a balancing figure, and 
recompute the column totals.


A work sheet is useful in recording both adjusting and closing entries and in 
preparing the financial statements. The income statement and balance sheet can 
be prepared directly from the Income Statement and Balance Sheet columns of 
the completed work sheet. The statement of owner’s equity is prepared using 
owner’s Withdrawals, net income, additional investments, and the beginning bal-
ance of the owner’s Capital account.


 LO4 Prepare and use a 
work sheet.
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REVIEW of Concepts and Terminology


The following concepts and terms 
were introduced in this chapter:


Accounting cycle 144 (LO1)
Closing entries 144 (LO1)


Crossfooting 154 (LO4)
Income Summary account 146 (LO1)
Permanent accounts 144 (LO1)
Post-closing trial balance 150 (LO2)


Reversing entry 152 (LO3)
Temporary accounts 144 (LO1)
Working papers 154 (LO4)
Work sheet 154 (LO4)
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Short Exercises
Accounting Cycle
SE 1. Resequence the following activities to indicate the usual order of the 
accounting cycle:
 a. Close the accounts.
 b. Analyze the transactions.
 c. Post the entries to the ledger.
 d. Prepare the financial statements.
 e. Adjust the accounts.
 f. Record the transactions in the journal.
 g. Prepare the post-closing trial balance.
 h. Prepare the initial trial balance.
 i. Prepare the adjusted trial balance.


Closing Revenue Accounts
SE 2. Assume that at the end of the accounting period there are credit balances 
of $6,800 in Patient Services Revenues and $3,600 in Laboratory Fees Revenues. 
Prepare the required closing entry in journal form. The accounting period ends 
December 31.


Closing Expense Accounts
SE 3. Assume that debit balances at the end of the accounting period are $2,800 
in Rent Expense, $2,200 in Wages Expense, and $1,000 in Other Expenses. 
Prepare the required closing entry in journal form. The accounting period ends 
December 31.


Closing the Income Summary Account
SE 4. Assuming that total revenues were $10,400 and total expenses were $6,000, 
prepare the entry in journal form to close the Income Summary account to the R. 
Shah, Capital account. The accounting period ends December 31.


Closing the Withdrawals Account
SE 5. Assuming that withdrawals during the accounting period were $1,600, 
 prepare the entry in journal form to close the R. Shah, Withdrawals account to 
the R. Shah, Capital account. The accounting period ends December 31.


Posting Closing Entries
SE 6. Show the effects of the transactions in SE 2, SE 3, SE 4, and SE 5 by enter-
ing beginning balances in appropriate T accounts and recording the transactions. 
Assume that the R. Shah, Capital account had a beginning balance of $1,300.


LO1


LO2


LO2


LO2


LO2


LO2
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Preparation of Reversing Entries
SE 7.  Below, indicated by letters, are the adjusting entries at the end of March.


LO3


Account Name Debit Credit


Prepaid Insurance  (a)    180
Accumulated Depreciation–Office Equipment  (b) 1,050
Salaries Expense (c)   360
Insurance Expense (a)   180
Depreciation Expense–Office Equipment (b) 1,050
Salaries Payable   (c)    360


 1,590  1,590 


Prepare the required reversing entry in journal form.


Effects of Reversing Entries
SE 8. Assume that prior to the adjustments in SE 7, Salaries Expense had a 
debit balance of $1,800 and Salaries Payable had a zero balance. Prepare a 
T account for each of these accounts. Enter the beginning balance; post the 
adjustment for accrued salaries, the appropriate closing entry, and the reversing 
entry; and enter the transaction in the T accounts for a payment of $480 for 
salaries on April 3.


Preparation of Closing Entries
SE 9. The adjusted trial balance for Mendoza Company on December 31, 2011, 
contains the following accounts and balances: C. Mendoza, Capital, $4,300; C. 
Mendoza, Withdrawals, $175; Service Revenue, $1,300; Rent Expense, $200; 
Wages Expense, $450; Utilities Expense, $100; and Telephone Expense, $25. 
Prepare the closing entries.


Preparation of Closing Entries from a Work Sheet
SE 10. Prepare the required closing entries in journal form for the year 
ended December 31, using the following items from the Income State-
ment columns of a work sheet and assuming that withdrawals by the owner, 
T. Jameson, were $7,000:


LO3


LO2


LO2 LO4


Account Name Debit Credit


Repair Revenue  35,860
Wages Expense 13,260
Rent Expense 2,800
Supplies Expense 6,390
Insurance Expense 1,370
Depreciation Expense–Repair Equipment 3,020  
 26,840 35,860
Net Income 9,020  
 35,860  35,860 


# 103261         Cust: CENGAGE      Au: Needles                 Pg. No.  163
Title: Principles of Accounting     Server: Jobs


C/M/Y/K
Short / Normal / Long


DESIGN SERVICES OF


S4CARLISLE
Publishing Services


37744_04_ch04_p142-179.indd   16337744_04_ch04_p142-179.indd   163 12/2/09   5:39:48 PM12/2/09   5:39:48 PM


Copyright 2010 Cengage Learning, Inc. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.








164    CHAPTER 4  Completing the Accounting Cycle


 SUPPLIES SUPPLIES EXPENSE
 Dr. Cr. Dr. Cr.
9/1 Bal. 860 9/30 Adj. 1,280 9/30 Adj. 1,280 9/30 Closing 1,280
Sept. purchases 940   Bal. —
Bal. 520 


 WAGES PAYABLE WAGES EXPENSE
 Dr. Cr. Dr. Cr.
  9/30 Adj. 640 Sept. wages 3,940 9/30 Closing 4,580
  Bal. 640 9/30 Adj. 640
    Bal. —


Exercises


Discussion Questions
E 1. Develop brief answers to each of the following questions:
 1. Why is the accounting cycle called a “cycle”?
 2. Could closing entries be made without using the Income Summary account?
 3. Why does the post-closing trial balance contain only balance sheet accounts?


Discussion Questions
E 2. Develop brief answers to each of the following questions:
 1. Why are reversing entries helpful?
 2. Under what circumstances would the Income Statement and Balance Sheet 


columns on a work sheet balance when they are initially totaled?


Preparation of Closing Entries
E 3. The income statement accounts for the Monroe Realty Company at the end 
of its fiscal year are shown below. Prepare the required closing entries in journal 
form. Chris Ross is the owner.


Reversing Entries
E 4.  Selected September T accounts for Hubbord Company are presented below.


LO1 LO2


LO3 LO4


LO2


LO3


 1. In which of the accounts would a reversing entry be helpful? Why?
 2. Prepare the appropriate reversing entry.
 3. Prepare the entry to record a payment on October 25 for wages totaling 


$3,140. How much of this amount represents wages expense for October?


Account Name Debit Credit


Commission Revenue  $26,620
Wages Expense $9,110
Rent Expense 1,300
Supplies Expense 4,160
Insurance Expense 915
Depreciation Expense–Office Equipment 1,345
    Total Expenses  16,830
Net Income  $  9,790 
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Preparation of a Trial Balance
E 5. The following alphabetical list presents the accounts and balances for Sally’s 
Cleaners on June 30, 2011. All the accounts have normal balances.


Accounts Payable $15,420
Accounts Receivable 7,650
Accumulated Depreciation–Office Equipment 1,350
Advertising Expense 1,800
Cash 7,635
Office Equipment 15,510
Prepaid Insurance 1,680
Rent Expense 7,200
Revenue from Commissions 57,900
S. Nash, Capital 30,630
S. Nash, Withdrawals 27,000
Supplies 825
Wages Expense 36,000


Prepare the trial balance by listing the accounts in the correct order, with the bal-
ances in the appropriate debit or credit column.


Completion of a Work Sheet
E 6. The following is a highly simplified alphabetical list of trial balance accounts 
and their normal balances for the month ended March 31, 2011:


Accounts Payable $ 4
Accounts Receivable 7
Accumulated Depreciation–Office Equipment 1
Cash 4
J. Wells, Capital 12
J. Wells, Withdrawals 6
Office Equipment 8
Prepaid Insurance 2
Service Revenue 23
Supplies 4
Unearned Revenues 3
Utilities Expense 2
Wages Expense 10


 1. Prepare a work sheet, entering the trial balance accounts in the order in which 
they would normally appear and entering the balances in the correct debit or 
credit column.


 2. Complete the work sheet using the following information: expired insurance, 
$1; estimated depreciation on office equipment, $1; accrued wages, $1; and 
unused supplies on hand, $1. In addition, $2 of the unearned revenues bal-
ance had been earned by the end of the month.


Preparation of Statement of Owner’s Equity
E 7. The Capital, Withdrawals, and Income Summary accounts for Eva’s Hair 
Salon are shown in T account form at the top of the next page. The closing 
entries have been recorded for the year ended December 31, 2010.


LO2


LO4


LO4
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Preparation of Adjusting and Reversing Entries from Work Sheet Columns
E 8. The items that appear below are from the Adjustments columns of a work 
sheet dated June 30, 2011.


 1. Prepare the adjusting entries in journal form.
 2. Where required, prepare appropriate reversing entries in journal form.


Preparation of Closing Entries from the Work Sheet
E 9. The items that follow are from the Income Statement columns of the 
work sheet for Ben’s Repair Shop for the year ended December 31, 2011. 
 Prepare entries in journal form to close the revenue, expense, Income Summary, 
and Withdrawals accounts. The owner, Ben Junkus, withdrew $6,000 during 
the year.


LO3 LO4


LO2 LO4


Prepare a statement of owner’s equity for Eva’s Hair Salon.


E. KRISTEN, CAPITAL
 Dr. Cr.
 12/31/10   4,500 12/31/09 13,000


  12/31/10  9,500
  Bal. 18,000


INCOME SUMMARY
 Dr. Cr.
 12/31/10  21,500 12/31/10 31,000
 12/31/10  9,500


 Bal. — 


E. KRISTEN, WITHDRAWALS
 Dr. Cr.
 4/1/10 1,500 12/31/10    4,500
 7/1/10 1,500
 10/1/10 1,500


 Bal. —


 Adjustments


Account Name Debit Credit


Prepaid Insurance   (a) 240
Office Supplies   (b) 630
Accumulated Depreciation–Office Equipment   (c) 1,400
Accumulated Depreciation–Store Equipment   (d) 2,200
Office Salaries Expense (e) 240
Store Salaries Expense (e) 480
Insurance Expense (a) 240
Office Supplies Expense (b) 630
Depreciation Expense–Office Equipment (c) 1,400
Depreciation Expense–Store Equipment (d) 2,200
Salaries Payable   (e) 720


  5,190  5,190


# 103261         Cust: CENGAGE      Au: Needles                 Pg. No.  166
Title: Principles of Accounting     Server: Jobs


C/M/Y/K
Short / Normal / Long


DESIGN SERVICES OF


S4CARLISLE
Publishing Services


37744_04_ch04_p142-179.indd   16637744_04_ch04_p142-179.indd   166 12/2/09   5:39:49 PM12/2/09   5:39:49 PM


Copyright 2010 Cengage Learning, Inc. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.








Chapter Assignments    167


Adjusting Entries and Preparation of a Balance Sheet
E 10. In the partial work sheet for L. Wung Company that follows, the Trial 
 Balance and Income Statement columns have been completed. All amounts are 
in dollars.


 1. Show the adjustments that have been made in journal form without giving an 
explanation.


 2. Prepare a balance sheet for December 31, 2010.


LO4


 Income Statement


Account Name Debit Credit


Repair Revenue  25,620
Wages Expense 8,110
Rent Expense 1,200
Supplies Expense 4,260
Insurance Expense 915
Depreciation Expense–Repair Equipment 1,345 
 15,830 25,620
Net Income 9,790
 25,620 25,620


 Trial Balance Income Statement


Account Name Debit Credit Debit Credit


Cash 14
Accounts Receivable 24
Supplies 22
Prepaid Insurance 16
Building 50
Accumulated
  Depreciation–Building  16
Accounts Payable  8
Unearned Revenues  4
L. Wung, Capital  64
Revenues  88  92
Wages Expense 54  60
 180 180
Insurance Expense   8
Supplies Expense   16
Depreciation Expense–
  Building   4
Wages Payable    
   88 92
Net Income   4 
   92 92
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Problems
Preparation of Closing Entries
P 1. Affordable Trailer Rental rents small trailers by the day for local moving jobs. 
This is its adjusted trial balance at the end of the current fiscal year:


Required
 1. From the information given, record closing entries in journal form.
 2. If closing entries were not prepared at the end of the accounting period, what 


problems would result in the next accounting period?


Closing Entries Using T Accounts and Preparation of Financial Statements
P 2. The adjusted trial balance for Settles Tennis Club at the end of the  company’s 
fiscal year appears at the top of the next page.


Required
 1. Prepare T accounts and enter the balances for B. Settles, Capital; B. Settles, 


Withdrawals; Income Summary, and all revenue and expense accounts.
 2. Enter the four required closing entries in the T accounts, labeling the com-


ponents a, b, c, and d, as appropriate.
 3. Prepare an income statement, a statement of retained earnings, and a balance 


sheet for Settles Tennis Club.
 4. Explain why it is necessary to make closing entries at the end of an account-


ing period.


LO1 LO2


User insight �


LO1 LO2


Aff ordable Trailer Rental
Adjusted Trial Balance


June 30, 2011


Cash $      692 
Accounts Receivable 972 
Supplies 119 
Prepaid Insurance 360 
Trailers 12,000 
Accumulated Depreciation–Trailers  $ 7,200
Accounts Payable  271
Wages Payable  200
A. Tropp, Capital  5,694
A. Tropp, Withdrawals 7,200 
Trailer Rentals Revenue  45,546
Wages Expense 23,400 
Insurance Expense 720 
Supplies Expense 266 
Depreciation Expense–Trailers 2,400 
Other Expenses 10,782  
 $58,911  $58,911 
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Preparation of Closing Entries
P 3. Robert Half International, Inc. is a global specialized staffing firm. Infor-
mation adapted from the statement of earnings (in thousands, without earnings 
per share information) in its annual report for the year ended December 31, 
2005, follows.1 The firm reported distributing cash (dividends) in the amount of 
$47,781,000 to the owners in 2005.


Revenues
Service revenues $3,338,439
Interest income 10,948
Total revenues $3,349,387
Expenses
Employee compensation and benefits $1,965,390
Selling, general, and administrative expenses 991,823
Income taxes 154,304
Total expenses $3,111,517
Net income $    237,870


LO2


Settles Tennis Club
Adjusted Trial Balance


June 30, 2011


Cash $      26,200 
Prepaid Advertising 9,600 
Supplies 1,200 
Land 100,000 
Building 645,200 
Accumulated Depreciation–Building  $    260,000
Equipment 156,000 
Accumulated Depreciation–Equipment  50,400
Accounts Payable  73,000
Wages Payable  9,000
Property Taxes Payable  22,500
Unearned Revenue–Locker Fees  3,000
B. Settles, Capital  471,150
B. Settles, Withdrawals 54,000 
Revenue from Court Fees  678,100
Revenue from Locker Fees  9,600
Wages Expense 351,000 
Maintenance Expense 51,600 
Advertising Expense 39,750 
Utilities Expense 64,800 
Supplies Expense 6,000 
Depreciation Expense–Building 30,000 
Depreciation Expense–Equipment 12,000 
Property Taxes Expense 22,500 
Miscellaneous Expense 6,900 
 $1,576,750  $1,576,750 


6,900
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Required
 1. Enter the trial balance amounts in the Trial Balance columns of a work sheet 


and complete the work sheet using the information that follows:
 a. Expired insurance, $3,060.
 b. Inventory of unused delivery supplies, $1,430.
 c. Inventory of unused office supplies, $186.
 d. Estimated depreciation on the building, $14,400.
 e. Estimated depreciation on the trucks, $15,450.
 f. Estimated depreciation on the office equipment, $2,700.
 g.  The company credits the lockbox fees of customers who pay in advance 


to the Unearned Lockbox Fees account. Of the amount credited to this 
account during the year, $5,630 had been earned by August 31.


Required
 1. Prepare in journal form the closing entries Robert Half would have made on 


December 31, 2005. Treat income taxes as an expense and cash distributions 
to owners as withdrawals.


 2. Based on your handling of requirement 1 and the effect of expenses and cash 
distributions on owner’s capital, what theoretical reason can you give for not 
including expenses and cash distributions in the same closing entry?


Preparation of a Work Sheet, Financial Statements, and Adjusting, Closing, 
and Reversing Entries
P 4. At the end of the fiscal year, the trial balance of Reed Delivery Service 
appeared as shown below.


LO2 LO3 LO4


Reed Delivery Service
Trial Balance


August 31, 2010


Cash $ 10,072 
Accounts Receivable 29,314 
Prepaid Insurance 5,340 
Delivery Supplies 14,700 
Offi  ce Supplies 2,460 
Land 15,000 
Building 196,000 
Accumulated Depreciation–Building  $ 53,400
Trucks 103,800 
Accumulated Depreciation–Trucks  30,900
Offi  ce Equipment 15,900 
Accumulated Depreciation–Offi  ce Equipment  10,800
Accounts Payable  9,396
Unearned Lockbox Fees  8,340
Mortgage Payable  72,000
N. Reed, Capital  128,730
N. Reed, Withdrawals 30,000 
Delivery Service Revenue  283,470
Lockbox Fees Earned  28,800
Truck Drivers’  Wages Expense 120,600 
Offi  ce Salaries Expense 44,400 
Gas, Oil, and Truck Repairs Expense 31,050 
Interest Expense 7,200  
 $625,836  $625,836 
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 h.  Lockbox fees earned but unrecorded and uncollected at the end of the 
accounting period, $816.


 i.  Accrued but unpaid truck drivers’ wages at the end of the year, $1,920.


 2. Prepare an income statement, a statement of owner’s equity, and a balance 
sheet for the company. Assume the owner, Natalie Reed, made no additional 
investments.


 3. Prepare adjusting, closing, and, when necessary, reversing entries from the 
work sheet.


 4. Can the work sheet be used as a substitute for the financial statements? 
Explain your answer.


The Complete Accounting Cycle Without a Work Sheet: Two Months (second 
month optional)
P 5. On May 1, 2011, Conrad Sayer opened Conrad’s Repair Service. During the 
month, he completed the following transactions for the company:


May 1  Began business by depositing $5,000 in a bank account in the 
name of the company.


 1 Paid the rent for the store for current month, $425.
 1 Paid the premium on a one-year insurance policy, $480.
 2  Purchased repair equipment from Chmura Company, $4,200. 


Terms were $600 down and $300 per month for one year. First 
payment is due June 1.


 5  Purchased repair supplies from Brown Company on credit, 
$468.


 8 Paid cash for an advertisement in a local newspaper, $60.
 15  Received cash repair revenue for the first half of the month, 


$400.
 21 Paid Brown Company on account, $225.
 31 Received cash repair revenue for the last half of May, $975.
 31 Made a withdrawal, $300.


Required for May
 1. Prepare journal entries to record the May transactions.
 2. Open the following accounts: Cash (111); Prepaid Insurance (117); 


Repair Supplies (119); Repair Equipment (144); Accumulated Depreciation–
Repair Equipment (145); Accounts Payable (212); C. Sayer, Capital (311); 
C. Sayer, Withdrawals (313); Income Summary (314); Repair Revenue 
(411); Store Rent Expense (511); Advertising Expense (512); Insurance 
Expense (513); Repair Supplies Expense (514); and Depreciation Expense–
Repair Equipment (515). Post the May journal entries to the ledger 
accounts.


 3. Using the following information, record adjusting entries in the general 
journal and post to the ledger accounts:
 a. One month’s insurance has expired.
 b. The remaining inventory of unused repair supplies is $169.
 c. The estimated depreciation on repair equipment is $70.


 4. From the accounts in the ledger, prepare an adjusted trial balance. 
(Note: Normally, a trial balance is prepared before adjustments but is omitted 
here to save time.)


 5. From the adjusted trial balance, prepare an income statement, a statement of 
owner’s equity, and a balance sheet for May.


 6. Prepare and post closing entries.
 7. Prepare a post-closing trial balance.


User insight �


LO1 LO2
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172    CHAPTER 4  Completing the Accounting Cycle


(Optional)
During June, Conrad Sayer completed these transactions for Conrad’s Repair 
Service:


June 1 Paid the monthly rent, $425.
 1 Made the monthly payment to Chmura Company, $300.
 6  Purchased additional repair supplies on credit from Brown Com-


pany, $863.
 15  Received cash repair revenue for the first half of the month, 


$914.
 20 Paid cash for an advertisement in the local newspaper, $60.
 23 Paid Brown Company on account, $600.
 30  Received cash repair revenue for the last half of the month, 


$817.
 30 Recorded a withdrawal by owner, $300.


 8. Prepare and post journal entries to record the June transactions.
 9. Using the following information, record adjusting entries in the general jour-


nal and post to the ledger accounts:
 a. One month’s insurance has expired.
 b. The inventory of unused repair supplies is $413.
 c. The estimated depreciation on repair equipment is $70.


 10. From the accounts in the ledger, prepare an adjusted trial balance.
 11. From the adjusted trial balance, prepare the June income statement, state-


ment of owner’s equity, and balance sheet.
 12. Prepare and post closing entries.
 13. Prepare a post-closing trial balance.


Alternate Problems
Preparation of Closing Entries
P 6. The adjusted trial balance for Patch Consultant Company at the end of its 
fiscal year is shown below.


LO1 LO2


Patch Consultant Company
Adjusted Trial Balance


December 31, 2011


Cash $ 7,275 
Accounts Receivable 2,325 
Prepaid Insurance 585 
Offi  ce Supplies 440 
Offi  ce Equipment 6,300 
Accumulated Depreciation–Offi  ce Equipment  $      765
Automobile 6,750 
Accumulated Depreciation–Automobile  750
Accounts Payable  1,700
Unearned Consulting Fees  1,500
S. Patch, Capital  14,535
S. Patch, Withdrawals 7,000 
Consulting Fees Earned  31,700
Offi  ce Salaries Expense 13,500 
Advertising Expense 2,525 
Rent Expense 2,650 
Telephone Expense 1,600   
 $50,950  $50,950 


 


# 103261         Cust: CENGAGE      Au: Needles                 Pg. No.  172
Title: Principles of Accounting     Server: Jobs


C/M/Y/K
Short / Normal / Long


DESIGN SERVICES OF


S4CARLISLE
Publishing Services


37744_04_ch04_p142-179.indd   17237744_04_ch04_p142-179.indd   172 12/2/09   5:39:51 PM12/2/09   5:39:51 PM


Copyright 2010 Cengage Learning, Inc. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.








Required
Prepare in journal form the required closing entries.


Preparation of a Work Sheet, Financial Statements, 
and Adjusting and Closing Entries
P 8. Pierot Theater Company’s trial balance at the end of its current fiscal year is 
shown at the top of the next page.


LO2 LO4


Required
 1. Prepare the required closing entries.
 2. Explain why closing entries are necessary at the end of the accounting 


period.


Preparation of Closing Entries
P 7. The adjusted trial balance for Greg Painting Company at December 31, 
2011, is provided below. The owner made no investments during the period.


User insight �


LO2
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Greg Painting Company
Adjusted Trial Balance


December 31, 2011


Cash $ 4,750
Accounts Receivable 2,592
Prepaid Insurance 380
Prepaid Rent 200
Painting Supplies 152
Painting Equipment 3,875
Accumulated Depreciation–Painting Equipment  $      320
Truck 7,200
Accumulated Depreciation–Truck  720
Accounts Payable  420
Wages Payable  295
Unearned Painting Revenue  1,690
G. Rak, Capital  15,034
G. Rak, Withdrawals 2,000
Painting Revenue  14,620
Wages Expense 5,680
Rent Expense 1,350
Gas, Oil, and Other Truck Expenses 580
Insurance Expense 380
Supplies Expense 2,920
Depreciation Expense–Painting Equipment 320
Depreciation Expense–Truck  720


 $33,099  $33,099 
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174    CHAPTER 4  Completing the Accounting Cycle


Required
 1. Enter Pierot Theater Company’s trial balance amounts in the Trial Balance 


columns of a work sheet and complete the work sheet using the following 
information:
 a. Expired insurance, $17,400.
 b. Inventory of unused office supplies, $244.
 c. Inventory of unused cleaning supplies, $468.
 d. Estimated depreciation on the building, $14,000.
 e. Estimated depreciation on the theater furnishings, $36,000.
 f. Estimated depreciation on the office equipment, $3,160.
 g.  The company credits all gift books sold during the year to the Gift 


Books Liability account. A gift book is a booklet of ticket coupons 
that is purchased in advance as a gift. The recipient redeems the coupons 
at some point in the future. On June 30 it was estimated that $37,800 
worth of the gift books had been redeemed.


 h.  Accrued but unpaid usher wages at the end of the accounting period, 
$860.


 2. Prepare an income statement, a statement of owner’s equity, and a balance 
sheet. Assume no additional investments by the owner, Pierot Rieu.


 3. Prepare adjusting and closing entries from the work sheet.
 4. Can the work sheet be used as a substitute for the financial statements? 


Explain your answer.
User insight �


Pierot Theater Company
Trial Balance


June 30, 2010


Cash $  31,800 
Accounts Receivable 18,544 
Prepaid Insurance 19,600 
Offi  ce Supplies 780 
Cleaning Supplies 3,590 
Land 20,000 
Building 400,000 
Accumulated Depreciation–Building  $  39,400
Theater Furnishings 370,000 
Accumulated Depreciation–Theater Furnishings  65,000
Offi  ce Equipment 31,600 
Accumulated Depreciation–Offi  ce Equipment  15,560
Accounts Payable  45,506
Gift Books Liability  41,900
Mortgage Payable  300,000
P. Rieu, Capital  312,648
P. Rieu, Withdrawals 60,000 
Ticket Sales Revenue  411,400
Theater Rental Revenue  45,200
Usher Wages Expense 157,000 
Offi  ce Wages Expense 24,000 
Utilities Expense 112,700 
Interest Expense 27,000  


 $1,276,614  $1,276,614 
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Preparation of Closing Entries
P 9. The adjusted trial balance for Burke Consultants Company at the end of its 
fiscal year is shown below.


LO2
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Burke Consultants Company
Adjusted Trial Balance


December 31, 2010


Cash $ 7,575 
Accounts Receivable 2,625 
Prepaid Insurance 585 
Offi  ce Supplies 440 
Offi  ce Equipment 6,300 
Accumulated Depreciation–Offi  ce Equipment  $  765
Automobile 6,750 
Accumulated Depreciation–Automobile  750
Accounts Payable  1,700
Unearned Consulting Fees  1,500
D. Burke, Capital  14,535
D. Burke, Withdrawals 7,000 
Consulting Fees Earned  32,550
Offi  ce Salaries Expense 13,500 
Advertising Expense 2,525 
Rent Expense 2,650 
Telephone Expense 1,850 
 $51,800  $51,800 


 


Required
Prepare in journal form the required closing entries for Burke Consultants 
 Company.


Preparation of Closing Entries
P 10. The adjusted trial balance for Van Rental Service at the end of its fiscal year 
is shown on the next page.


Required
Prepare in journal form the required closing entries for Van Rental Service.


LO2
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176    CHAPTER 4  Completing the Accounting Cycle


ENHANCING Your Knowledge, Skills, and Critical Thinking


Interim Financial Statements
C 1. Offshore Drilling Company provides services for drilling operations off the coast 
of Louisiana. The company has a significant amount of debt to Southern National 
Bank in Baton Rouge. The bank requires the company to provide it with quarterly 
financial statements. Explain what is involved in preparing financial statements every 
quarter.


Purpose of Closing Entries
C 2. Maury Jacobs, owner of Jacobs Furniture Company, notices the amount 
of time it takes the company’s accountant to prepare closing entries. He sug-
gests that the company could save time and money by not doing closing 
entries. He argues that only adjusting entries are needed to determine the 
company’s earnings. Explain the purposes of closing entries and why they are 
worth doing.


Accounting Efficiency
C 3. Way Heaters Company manufactures industrial heaters used in making candy. 
It sells its heaters to some customers on credit with generous terms specifying pay-
ment six months after purchase and an interest rate based on current bank rates. 
Because the interest on the loans accrues a little every day but is not paid until the 


LO1


LO1


LO1


Van Rental Service
Adjusted Trial Balance


December 31, 2010


Cash  $  10,215   
Accounts Receivable  12,100  
Prepaid Rent  13,000  
Prepaid Insurance  4,700  
Prepaid Maintenance  10,350  
Spare Parts  11,520  
Vans  310,000  
Accumulated Depreciation–Vans    $  55,000 
Notes Payable    48,730
Unearned Rental Revenue    35,500
R. Krazel, Capital    115,305
R. Krazel, Withdrawals  18,000  
Rental Revenue    523,498
Gas and Oil Expense  87,100  
Salaries Expense 202,710  
Advertising Expense  36,800  
Rent Expense 12,000  
Insurance Expense 1,800  
Spare Parts Expense 9,294  
Depreciation Expense–Vans 27,500  
Maintenance Expense 10,944  
 $778,033  $778,033 
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note’s due date, an adjusting entry must be made at the end of each accounting 
period to debit Interest Receivable and credit Interest Income for the amount 
of the interest accrued but not received to date. The company prepares financial 
statements every month. Keeping track of what has been accrued in the past is 
time-consuming because the notes carry different dates and interest rates. 


Form in-class groups to determine what the accountant can do to simplify the 
process of making the adjusting entry for accrued interest each month. Compare 
the groups’ solutions in a class discussion.


Ethics and Time Pressure
C 4. James Bear, an accountant for Rosa Company, has made adjusting entries 
and is preparing the adjusted trial balance for the first six months of the year. 
Financial statements must be delivered to the bank by 5 P.M. to support a criti-
cal loan agreement. By noon, Bear has been unable to balance the adjusted 
trial balance. The figures are off by $1,320, so he increases the balance of the 
owner’s Capital account by $1,320. He closes the accounts, prepares the state-
ments, and sends them to the bank on time. Bear hopes that no one will notice 
the problem and believes that he can find the error and correct it by the end 
of next month. Are Bear’s actions ethical? Why or why not? Did he have other 
alternatives?


Fiscal Year, Closing Process, and Interim Reports
C 5. Refer to the notes to the financial statements in the CVS annual report in the 
Supplement to Chapter 5. When does CVS end its fiscal year? For what reasons 
might it have chosen this date? From the standpoint of completing the account-
ing cycle, what advantage does this date have? Does CVS prepare interim finan-
cial statements? What are the implications of interim financial statements for the 
accounting cycle?


Interim Financial Reporting and Seasonality
C 6. Both CVS and Southwest Airlines provide quarterly financial informa-
tion in their financial statements. Quarterly financial reports provide impor-
tant information about the “seasonality” of a company’s operations. Seasonality 
refers to how dependent a company is on sales during different seasons of the 
year, and how that affects a company’s need to plan for cash flows and inven-
tory. From the quarterly financial information for CVS in the Supplement to 
Chapter 5, determine the effects of seasons on CVS’s net revenues and net 
earnings by calculating for the most recent year the percentage of quarterly net 
sales and net earnings to annual net sales and net earnings. Discuss the results. 
How do you think the effect of seasons might differ for Southwest’s operating 
revenues and income?


LO1


LO1


LO1


This comprehensive problem involving Miller Design Studio covers all the learn-
ing objectives in this chapter and in the chapters on measuring business transac-
tions and measuring business income. To complete the problem, you may some-
times have to refer to this material.


The July 31, 2011, post-closing trial balance for the Miller Design Studio is 
on the next page.


COMPREHENSIVE Problem: Miller Design Studio
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178    CHAPTER 4  Completing the Accounting Cycle


During August, the studio engaged in these transactions:


Aug. 1  Received an additional investment of cash from J. Miller, 
$20,000.


 2 Purchased additional office equipment with cash, $4,700.
 7 Purchased additional office supplies for cash, $540.
 8  Completed the series of designs that began on July 31 and billed 


for the total design services performed, including the accrued rev-
enues of $800 that had been recognized in an adjusting entry in 
July, $1,400.


 12  Paid the amount due for the office equipment purchased last 
month, $3,000.


 13  Accepted an advance in cash for design work to be done, 
$2,400.


 15 Performed design services and received a cash fee, $2,900.
 16  Received payment on account for design services performed last 


month, $2,800.
 19  Made a partial payment on the utilities bill that was received and 


recorded at the end of July, $140.
 20  Performed design services for Rave Department Stores and 


agreed to accept payment next month, $3,200.
 21 Performed design services for cash, $1,160.
 22 Received and paid the utilities bill for August, $900.
 23 Paid the assistant for four weeks’ wages, $4,800.
 26 Paid the rent for September in advance, $1,600.
 30  Paid cash to J. Miller as a withdrawal for personal expenses, 


$2,800.


Required
 1. Record entries in journal form and post to the ledger accounts the optional 


reversing entries on August 1 for Wages Payable and Accounts Receivable 
(see adjustment for unrecorded wages on page 116 and adjustment for design 
revenue on page 119). (Begin the general journal on page 5.)


 2. Record the transactions for August in journal form.
 3. Post the August transactions to the ledger accounts.
 4. Prepare the Trial Balance columns of a work sheet.


Miller Design Studio
Post-Closing Trial Balance


July 31, 2011


Cash $22,480 
Accounts Receivable 5,000 
Offi  ce Supplies 3,660 
Prepaid Rent 1,600 
Offi  ce Equipment 16,320 
Accumulated Depreciation–Offi  ce Equipment  $  300
Accounts Payable  6,280
Unearned Design Revenue  600
Wages Payable  720
J. Miller, Capital   41,160


 $49,060  $49,060 
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 5. Prepare adjusting entries and complete the work sheet using the information 
below.
 a. One month’s prepaid rent has expired, $1,600.
 b. An inventory of supplies reveals $2,020 still on hand on August 31.
 c. Depreciation on equipment for August is calculated to be $300.
 d.  Services performed for which payment had been received in advance 


totaled $1,300.
 e.  Services performed that will not be billed until September totaled $580.
 f.  Wages accrued by the end of August, $720.


 6. From the work sheet, prepare an income statement, a statement of owner’s 
equity, and a balance sheet for August 31, 2011.


 7. Record the adjusting entries on August 31, 2011, in journal form, and post 
them to the ledger accounts.


 8. Record the closing entries on August 31, 2011, in journal form, and post 
them to the ledger accounts.


 9. Prepare a post-closing trial balance at August 31, 2011.
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