Third Batch of Transaction Analysis With Adjusting Entries
Each time you record a transaction, consider the following set of questions:

1. What accounts are affected by the transaction?

2. What classification is each account (i.e., asset (current, long term), liability (current, long term), equity, revenue, expense)?

3. For each affected account – is the account balance increasing or decreasing as a result of the transaction?

4. What is the PRIMARY accounting principle AND type of ‘activity’ (financing, investing, operating) illustrated by the example?

5. Does the balance sheet equation still balance after entering the transaction information on the worksheet using appropriate account names and monetary amounts (remember, every transaction affects at least two different account balances)?

Following are a set of transactions for the first month of operations – January - that need to be recorded in the system of accounts for a small business.   Record each transaction using the above 5 questions as your guide.
Transaction a-k and transaction p are the types of entries associated with ongoing transactions that are common for business operations, and they are similar to previous transaction analyses that we’ve done.  Transactions l-o are adjusting entries.  These are usually prepared at the end of the month and are done to ensure that expenses are correctly allocated to the correct time period so that they can be matched with revenues generated during that same time period.  It is the matching principle that is the basis for accrual accounting and it requires that revenue and expense are properly matched in the same time period, even if cash is received/paid in a different time period.  The matching principle is the primary accounting principle associated with all adjusting entries.
a. Two owners each invested $40,000 in cash to begin operations.  In exchange for this cash investment they each received shares of common stock.
b. Equipment costing $48,000 was purchased with a down payment of $24,000 and the balance paid with a note payable that will be due un two years.  Interest on the note is 12% per year, to be paid on December 31st of each year.  Assume the equipment will have a five year life and no salvage value.

c. A store was rented and the first year’s rent of $12,000 was paid.

d. Inventory of $40,000 was purchased on credit.

e. Newspaper ads were purchased for the first quarter in the amount of $6,000.

f. Employee wages of $24,000 were earned during January, but only $16,000 of wages were paid to employees so far.

g. Sales for the month amounted to $77,000 of which $36,000 was collected in cash and the balance was sold on credit.  The inventory that was sold originally cost the company $35,000.

h. Utility bills for the month amounted to $2,500 and all but $250 of the bills have been paid.

i. Half of the inventory previously purchased on credit is paid for.

j. Cash received from customers on credit sales previously recorded amount to $17,000 by the end of the month.

k. During the last week of the month, a customer drops off a check for $10,000 for products that will be shipped the following month.

l. An adjusting entry for interest owed on the note payable is made. (One month’s worth of interest  has accrued)

m. An adjusting entry for one month’s worth of depreciation on the equipment is made.

n. An adjusting entry for the current month’s rent expense is made.

o. An adjusting entry for the current month’s advertising expense is made.

p. Dividends paid to stockholders/owners amount to $500.
