


 














Principles of Accounting 1 


Review
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THE ACCOUNTING EQUATION 





Assets	=	Liabilities + Owner's Equity


	


					OR





The Cost of the			Where the Funds to Items Used in		=		Buy Those Items


Running a Business		Came From, Either 								Creditors or the 									Owner





Example: A business buys a $20,000 delivery van by using $5,000 of the owner's money as a down payment and financing the rest.





		Assets =  Liabilities + Owner's Equity


         $20,000   =   $15,000   +   5,000
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EVENTS/CONDITIONS 


RECORDED IN 


ACCOUNTING RECORDS





1.	Receipt of cash 





2.	Payment of cash





3.	Events that create a legal obligation to 	pay out cash (or other assets) in the 	future





4.	Events that obligate another party to 	pay you cash (or other assets) in the 	future





5.	Sale of a product or completion of a 	service for a customer––this is known as 	earning revenue





6.	The use of products or services in 	running your business––this is known 	as incurring an expense
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STATEMENT OF CASH FLOWS





PURPOSE: Report cash received and cash paid in the course of doing business.





Cash flows are divided into the following categories: 





 1.	Cash flows from operating activities


	OPERATING ACTIVITIES: Cash received or 	paid in 


		  * Providing services to a customer


		  * Buying and selling a product





 2.	Cash flows from investing activities


	INVESTING ACTIVITIES: Cash received or 	paid in


		  * Buying or selling long-term assets





 3.	Cash flows from financing activities


	FINANCING ACTIVITIES: Cash received or 	paid due to


	  	* Investments and withdrawals by owner


	 	* Borrowing and repaying cash








�



Types of Accounts


What are each and where are they found?





1. Assets











2. Liabilities











3. Owner's Equity











4. Revenues











5. Expenses�
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Relationship Between 


Liabilities and Owner’s Equity





							  	 Owner’s 


	Assets   =	Liabilities	+	  Equity





Company A	100,000  = 		95,000		+   	  5,000


Company B	100,000  =		90,000 		+ 		10,000
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Assets = Liabilities + Owner’s Equity





OWNER’S EQUITY ACCOUNTS


	Account	Used to Record





Capital	Owner’s Investments


Drawing	Owner’s Withdrawals


Revenue	Revenues from Customers


Expense	Expenses Incurred in �		Running the Business
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CHART OF ACCOUNTS


Larry Sharp, M. D.


The following information pertains to the medical practice of Larry Sharp, M. D. Using the information, develop a chart of accounts for Dr. Sharp. Remember to number the accounts using a flexible system of indexing, as described in your textbook.








1.	Dr. Sharp is the sole owner of his medical practice.





2.	Dr. Sharp has the following assets that are used in the business: $15,000 in cash, $1,200 worth of supplies, and medical equipment that cost $8,900.





3.	Dr. Sharp buys all of his medical supplies on account and pays for them within 30 days of the purchase.





4.	In payment for his services, Dr. Sharp will accept cash or will bill his patients. 





5.	Dr. Sharp rents his office space. His lease agreement requires him to pay his own utilities.





6.	Dr. Sharp is required to carry malpractice insurance, which is paid at the beginning of each year.





7.	Dr. Sharp has one receptionist and one medical assistant who work for him full-time. Each year, he buys the receptionist and assistant flowers on their birthdays.





8.	To keep current on medical advances, Dr. Sharp frequently attends medical seminars. These seminars can cost as much as $10,000 each year.
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SAMPLE CHART OF ACCOUNTS


Larry Sharp, M. D.�
Assets





	10	Cash


	11	Accounts Receivable


	12	Supplies


	13	Prepaid Insurance


	14	Medical Equipment





Liabilities





	21	Accounts Payable





Owner's Equity





	31	Larry Sharp, Capital


	32	Larry Sharp, Drawing





�Revenues





	41	Fees Earned





Expenses





	51	Wages Expense


	52	Rent Expense


	53	Utilities Expense


	54	Medical Seminar 


		Expense


	55	Supplies Expense


	56	Miscellaneous


		Expense


�
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POSTING ENTRIES INTO T ACCOUNTS


Mark Gordon decided to start a business as a disc jockey for wedding receptions, reunions, and other parties. His business is called Music Express. Record the following journal entries for Music Express and post these entries to the appropriate T accounts.


a.	Mark transferred $7,000 from a personal bank account to an account to be used for his business.


b.	Purchased $5,700 of stereo equipment on account.


c.	Paid for an advertisement in local newspapers, $500.


d.	Paid cash for supplies, $75.


e.	Received $1,000 cash from customers for music provided at class reunions.


f.	Paid for stereo equipment purchased in (b).


g.	Provided music at a wedding reception; the bride's father was billed $300. Payment is due in 30 days.


h.	Paid wages of an assistant, $150.


i.	Received cash from the customer billed in (g).


j.	Mark withdrew $575 cash for personal use.
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