Organized as a Proprietorship

ENCORE MUSIC CHART OF ACCOUNTS

General Ledger

Balance Sheet Accounts

(100) ASSETS

110 Cash

120  Petty Cash

130  Accounts Receivable—Kids Time

140  Accounts Receivable—Learn N
Play

150  Supplies

160  Prepaid Insurance

(200) LIABILITIES

210  Accounts Payable—Ling Music
Supplies

220  Accounts Payable—Sullivan
Office Supplies

[

(300) OWNER'S EQUITY

310 Barbara Trevifio, Capital
320 Barbara Trevifio, Drawing
330 Income Summary

Income Statement Accounts
(400) REVENUE
410  Sales

{500) EXPENSES

510  Advertising Expense
520 Insurance Expense
530 Miscellaneous Expense
540 Rent Expense

550 Supplies Expense

560  Utilities Expense

The chart of accounts for Encore Music is illustrated above for readly reference as you

study Cycle 1 of this fextbook.




TERMS PREVIEW

accounting

accounting system

accounting records

service business
proprietorship
asset

equities :
liability

by&ﬁer’s equity

accounting
equation”

transaction
account.

account title

~account balance

AFTER STUDYING CHAPTER 1, YOU WILL BE ABLE TO:

1. Define accounting terms related to starting a service business
organized as a proprietorship.

2. Identify accounting concepts and practices related to starting
a service business organized as a proprietorship.

3. Classify accounts as assets, liabilities, or owner's equity and
demonstrate their relationships in the accounting equation.

4. Analyze how transactions related to starting a service
business organized as a proprietorship affect accounts in an
accounting equation.

5. Prepare a balance sheet for a service business organized as a
proprietorship from information in an accounting equation.

IS ACCOUNTING?

Planning, recording, analyzing, and interpreting financial information
is called accounting. A planned process for providing financial informa-
tion that will be useful to management is called an accounting system.
Organized summaries of a business’s financial activities are called
accounting records.

Accounting is the language of business. Many individuals in a
business complete accounting forms and prepare accounting reports.
Owners, managers, and accounting personnel use their knowledge of
accounting to understand the information provided in the accounting
reports. Regardless of their responsibilities within an organization,
individuals can perform their jobs more efficiently if they know the
language of business—accounting.

Inaccurate accounting records often contribute to business failure and
bankruptcy. Failure to understand accounting information can result in
poor business decisions for both businesses and nonprofit organizations.
Understanding accounting helps managers and owners make better busi-
ness decisions.

In addition, nearly everyone in the United States earns money and
must submit income tax reports to the federal and state governments.
Everyone, personally or for a business, must plan ways to keep spending
within available income.




ACCOUN

IN YOUR CAREER

THE JOB INTERVIEW

Robert Walker had a job interview
today. He has just finished his first year
of college but is undecided about what -
he should major in for the rest of his
program. He cannot depend on his
family to finance his college education,
so he is prepared to continue his
education as @ part-time student and
geta full-time job to Pay tuition. He

TING

has been considering majoring in busi-

ness, maybe even accounting, but he

knows very little about the realities of
the business world. Although he : - —
knows that completing college as @ part-time student will take longet,
with his decision because of the practical experience he will gain from working.

Robert is looking for an 0

per minute and has taken courses in word processing and spreadsheets.

Robert was interviewed by Paula Humphries, who operates a plumbing contractor

business in town. At the end

Robert, you've gota good academic record. My company i growing rapidly, and 1

need people 1 can count on

administrative assistant, but 1 would like to start you as @ ge
an entry-level position. You would do some typing of bids,
correspondence, set appo'mtments, file,

to take an accounting course,
t a good grade. 1am offering you an opportunity to grow with my

your ownt time and g€

company. With a good performance record and the
uld consider promoting you to administrative assistant.

long before 1co

Critical Thinking:

1. Why would Ms. Humphries want Robert to fake an accounting course?
2. Should Robert reject this offer and hold out for an administrative gssistant position?

e feels comfortable

ffice job as an administrative assistant. Fle can key 60 words

of the interview she said to Robert:

to help it grow: You dox't have enough experience 0 bean
reral office assistant, which is

invoices, purchase orders, and
and manage the telephones. You would be required
which the company will pay for, but you wi 1 have to doiton

additional education, it wouldn't be too

CHA i
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In 1989, Barbara Trevifio
started Encore Music. After
several years of teaching at a
local university, Barbara
decided to start her own busi-
ness so that she could have a
more flexible schedule. After
only two months, she had
made all the arrangements
and scheduled her first
lessons. She has never looked
back.

Barbara gets tremendous
satisfaction from teaching
music. Nothing matches the
thrill of hearing a student
master an instrument. She
also really enjoys being her
own boss. She gets a different
kind of satisfaction from keep-
ing her own accounting
records and seeing that she is
making money every month.

THE BUSINESS—ENCORE MUSIC

. Abusiness that performs an activity for a fee is called a
; service business. Barbara Trevifio decided to start her own

person is called a proprietorship. A proprietorship is also
. referred fo as a sole proprietorship. Ms. Trevifio named her
. new proprietorship Encore Music. Encore Music will rent

: Since Encore Music is a new business, Ms. Trevifio
" . must design the accountmg system that will be used to

\ must be careful to keep Encore Music’s accountmg
| records separate from her own personal financial
™" records. For example, Ms. Trevifio owns a house and a

personal car. Encore Music’s financial records must not include

information about Ms. Trevifio’s house, car, or other personal
belongings. Ms. Trevifio must use one checking account for her
personal expenses and another checking account for Encore Music.
The accounting concept, Business Entity, is applied when a
business’s financial information is recorded and reported separate-
ly from the owner’s personal financial information. (CONCEPT:
Business Entity)

Accounting concepts are described
throughout this textbook
when an application of a con-
cept first occurs. When addi-
tional applications occur, a
concept reference, such as (CONCEPT:
Business Entity), indicates an application
of a specific accounting concept. A brief 4
description of each accounting concept
used in this text is also provided in
Appendix A.

6
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THE ACCOUNTING EQ!

Assets

_ Liabilities + Owner’s Equity

Left side amount

$0

Encore Music will own items such as cash
and supplies that will be used to conduct daily
operations. Anything of value that is owned is
called an asset. Assets have value because they
can be used to acquire other assets or be used to
operate a business. For example, Encore Music
will use cash to buy supplies for the business.
Encore Music will then use the asset, supplies, in
the operation of the music lesson business.

Financial rights to the assets of a business are
called equities. A business has two types of equi-
ties. (1) Equity of those to whom money is owed.
For example, Encore Music may buy some
supplies and agree to pay for the supplies at a
later date. The business from whom supplies are
bought will have a right to some of Encore
Music’s assets until Encore Music pays for the
supplies. An amount owed by a business is called
a liability. (2) Equity of the owner. Ms. Trevifio
will own Encore Music and invest in the assets of

- Right side amounts
$0 + $0

the business. Therefore, she will have a right to
decide how the assets will be used. The amount
remaining after the value of all liabilities is
subtracted from the value of all assets is called
owner’s equity.

The relationship among assets, liabilities,
and owner’s equity can be written as an
equation. An equation showing the relationship
among assets, liabilities, and owner’s equity is
called the accounting equation. The accounting
equation is most often stated as:

Assets = Liabilities + Owner’s Equity

The accounting equation must be in balance
to be correct. Thus, the total of the amounts on
the left side of the equation must always equal
the total of the amounts on the right side. Before
Ms. Treviflo actually starts the business, Encore
Music’s accounting equation would show all
Zeros.

INTRODUCTION 10 Business ErHics

he prirciples of right and
wrong that guide an
individual in making
decisions are called ethics. The use of
personal ethics in making business
decisions is called business ethics.
Throughout this textbook you. will

ethics of common business situations .
by using the following three-step
checklist as a guide in collecting rele-
vant information regarding an action.
1. Is the action illegal? Does the
action violate any laws? Obeying
the law is in your best interest and
the best interest of your business.
2. Does the action violate company
or professional standards? Public
laws often set only minimum stan-
dards of behavior. Many busi-

nesses and professions set even

higher standards of behavior. Thus,

an acfion may be legal, yet still

violate standards of the business or

profession. Violating these stand-

ards may affect your job security

and professional certification.

have the opportunity to analyze the - | 3. Who is affected, and how, by the

! action? If an action is legal and

- complies with business and
professional standards, you must

- rely on your principles of right
and wrong to determine if the
action is ethical. Determining how
the action affects individuals and
groups—including business
employees and owners,
customers, the local community,
and society—will help you decide
if an action is ethical.




| service business owner’s equity

W ERMS UBIT YOUR
REVIEW UNBERSTANDING
accounting asset | 1. Whatis accounting? ’
" accounting system equities ~ 4l 2. Give two examples of service

accounting records  liability businesses.

3. What is a proprietorship?

4. State the accounting equation.

proprietorship accounting equation

O gk

Bl orx
W TOOETHER

Completing the accounting equation

Write the answers to the following problem in the Working Papers. Your instructor will guide you
through the following example.

5. For each line, fill in the missing amount to complete the accounting equation:

Assets = liabilities + Owner’s Equity
¢ 3,000 8,000
10,000 ¢ 6,000
63,000 35,000 {3

N YOUR

L‘L OWN

Completing the accounting equation

Write the answers to the following problem in the Working Papers. Work this problem indepen-
dently.

6. For each line, fill in the missing amount to complete the accounting equation:

Assets = liabilities + Owner's Equity
23,000 e 13,000
¢ 70,000 30,000 R
48,000 25,000 ¢

8
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| | . X
-9 How Business

" Assets

=  Liabilities + Owner’s Equity
SR ' Barbara Trevifio,
- -Cash L= S : Capital
Beginning Balances $O S %0 ' $0
Received cash from owner . 10,000 - : +10,000
as an investment ’ ”
New Balances $10,000 $0 $10,000

Business activities change the amounts in the
accounting equation. A business activity that
changes assets, liabilities, or owner’s equity is
called a transaction. For example, a business
that pays cash for supplies is engaging in a .
transaction. After each transaction, the account-
ing equation must remain in balance.

The accounting concept, Unit of Measurement,
is applied when business transactions are stated in
numbers that have common values; that is, using
a common unit of measurement. (CONCEPT: Unit
of Measurement) For example, in the United States,
business transactions are recorded in dollars. In
Ghana, business transactions are recorded in cedis.
The unit of measurement concept is followed so
that the financial reports of businesses can be
clearly stated and understood in numbers that
have comparable values.

Received Cash from Owner as an Investment

Ms. Trevifio uses $10,000.00 of her own
money to invest in Encore Music. Encore Music
should only be concerned with the effect of this
transaction on Encore Music’s records. The busi-
ness should not be concerned about Ms.
Trevifio’s personal records. (CONCEPT: Business
Entity)

Transaction 1 August 1. Received cash from
owner as an investment, $10,000.00.

A record summarizing all the information
pertaining to a single item in the accounting
equation is called an account. The name given to
an account is called an account title. Each part

of the accounting equation consists of one or
more accounts. For example, one of the asset
accounts is titled Cash. The cash account is used
to summarize information about the amount of
money the business has available.

In the accounting equation shown above, the
asset account, Cash, is increased by $10,000.00,
the amount of cash received by the business.
This increase is on the left side of the accounting
equation. The amount in an account is called
the account balance. Before the owner’s
investment, the account balance of
Cash was zero. After the owner’s investment, the

‘account balance of Cash is $10,000.00.

The account.used to summarize the owner’s
equity in a business is called capital. The capital
account is anh owner’s equity account. Encore
Music’s capital account is titled Barbara Trevifio,
Capital. In the accounting equation shown
above, the owner’s equity account, Barbara
Trevifio, Capital, is increased by $10,000.00. This
increase is on the right side of the accounting
equation. Before the owner’s investment, the
account balance of Barbara Trevifio, Capital was
zero. After the owner’s investment, the account
balance of Barbara Trevifio, Capital is $10,000.00.

The accounting equation has changed as a
result of the receipt of cash as the owner’s
investment. However, both sides of the equation
are changed by the same amount, $10,000.00.
The $10,000.00 increase on the left side of the
equation equals the $10,000.00 increase on the
right side of the equation. Therefore, the
accounting equation is still in balance.

CHAPTER 1 Starting a Proprietorship 9




Assets

Liabilities + Owner’s Equity

Prepaid Barbara Trevifio,
~Cash + Supplies + Insurance = Capital
Balances $10,000 %0 $0 $0 $10,000
Paid cash for supplies —1,577 +1,577 o ‘
Balances o $8423 - $1577 %0 1 %0 $10,000
Paid cash for insurance ~ —1,200 ' +1,200
New Balances $7,223 $1,577 $1,200 $0 $10,000

Encore Music pays cash for supplies and
insurance.

Paid Cash for Supplies

Encore Music needs supplies to operate the
business. Barbara Trevifio uses some of Encore
Music’s cash to buy supplies.

Transaction 2 August 3. Paid cash for
supplies, $1,577.00.

In this transaction, two asset accounts are
changed. One asset, cash, has been exchanged
for another asset, supplies. The asset account,
Cash, is decreased by $1,577.00, the amount of
cash paid out. This decrease is on the left side of
the accounting equation. The asset account,
Supplies, is increased by $1,577.00, the amount of
supplies bought. This increase is also on the left
side of the accounting equation.

For this transaction, two
assets are changed. Therefore,
the two changes are both on the left
side of the accounting equation. When
changes are made on only one side of
the accounting equation, the equation
must still be in balance. Therefore, if
one account is increased, another
account on the same side of the
equation must be decreased.
After this transaction, the new
account balance of Cash is
$8,423.00. The new account
balance of Supplies is $1,577.00.
The sum of the amounts on the
left side is $10,000.00 (Cash,

10 CHAPTER 1 Starting a Proprietorship

$8,423.00 + Supplies, $1,577.00). The amount on
the right side is also $10,000.00. Therefore, the
accounting equation is still in balance.

Paid Cash for Insurance

Insurance premiums must be paid in
advance. For example, Encore Music pays a
$1,200.00 insurance premium for future
insurance coverage.

Transaction 3 August 4. Paid cash for
insurance, $1,200.00.

In return for this payment, Encore Music is
entitled to insurance coverage for the length of
the policy. The insurance coverage is something
of value owned by Encore Music. Therefore, the
insurance coverage is an asset. Because
insurance premiums are paid in advance, or pre-
paid, the premiums are recorded in an asset
account titled Prepaid Insurance.

In this transaction, two assets are changed.
One asset, cash, has been exchanged for another
asset, prepaid insurance. The asset account,
Cash, is decreased by $1,200.00, the amount of
cash paid out. The asset account, Prepaid
Insurance, is increased by $1,200.00, the amount
of insurance bought.

After this transaction, the new account
balance of Cash is $7,223.00. The new account
balance of Prepaid Insurance is $1,200.00. The
sum of the amounts on the left side is $10,000.00
(Cash, $7,223.00 + Supplies, $1,577.00 + Prepaid
Insurance, $1,200.00). The amount on the right
side is also $10,000.00. Therefore, the accounting
equation is still in balance.




Assets = Liabilities + Owner’s Equity

Accts. Pay—

S Prepaid = LingMusic  Barbara Trevifio,

Cash - + Supplies + Insurance = Supplies -+ Capital
Balances $7223  $1,577 $1,200 %0 $10,000
Bought supplies on account Coo#2720 +2,720
New Balances $7223  $4297 - $1,200 $2,720 $10,000
Paid cash on account —1,360 —1,360
New Balances $5,863 $4 297 $1,200 $1,360 $10,000

Bought Supplies on Account

Encore Music needs to buy additional
supplies. The supplies are obtained from Ling
Music Supplies, which is located in a different
city. It is a common business practice to buy
items and pay for them at a future date. Another
way to state this activity is to say that these
items are bought on account.

Transaction 4 August 7. Bought supplies on
account from Ling Music Supplies, $2,720.00.

In this transaction, one asset and one liability
are changed. The asset account, Supplies, is
increased by $2,720.00, the amount of supplies
bought. Ling Music Supplies will have a claim
against some of Encore Music’s assets until Encore
Music pays for the supplies bought. Therefore,
Accounts Payable—Ling Music Supplies is a liability
account. The liability account, Accounts Payable—
Ling Music Supplies, is increased by $2,720.00, the
amount owed for the supplies.

After this transaction, the new account
balance of Supplies is $4,297.00. The new account
balance of Accounts Payable—Ling Music Supplies
is $2,720.00. The sum of the amounts on the left
side is $12,720.00 (Cash, $7,223.00 + Supplies,
$4,297.00 + Prepaid Insurance, $1,200.00). The sum
of the amounts on the right side is also $12,720.00
(Accounts Payable—Ling Music Supplies, $2,720.00
+ Barbara Trevifio, Capifod, $10,000.00). Therefore,
the accounting equation is still in balance.

REMEMBER

The left side of the accounting equation must always equal the right side.

Paid Cash on Account

Since Encore Music is a new business, Ling
Music Supplies has not done business with
Encore Music before. Ling Music Supplies
allows Encore Music to buy supplies on account
but requires Encore Music to send a check for
one half of the amount immediately. Encore
Music will pay the remaining liability at a later
date.

Transaction 5 August 11. Paid cash on account
to Ling Music Supplies, $1,360.00.

In this transaction, one asset and one liability
are changed. The asset account, Cash, is
decreased by $1,360.00, the amount of cash paid
out. After this payment, Encore Music owes less
money to Ling Music Supplies. Therefore, the
liability account, Accounts Payable—Ling Music
Supplies, is decreased by $1,360.00, the amount
paid on account.

After this transaction, the new account
balance of Cash is $5,863.00. The new account
balance of Accounts Payable—Ling Music Supplies
is $1,360.00. The sum of the amounts on the left
side is $11,360.00 (Cash, $5,863.00 + Supplies,
$4,297.00 + Prepaid Insurance, $1,200.00). The
sum of the amounts on the right side is also
$11,360.00 (Accounts Payable—Ling Music
Supplies, $1,360.00 + Barbara Trevifio, Capital,
$10,000.00). Therefore, the accounting equation
is still in balance.

CHAPTER 1 Starting a Proprietorship 11




UBIT YOUR
\ UNDERSTANDING

transaction o 1. What must be done if a transaction increases the left side
account : of the accounting equation?
account title S ‘I 2. How can a transaction affect only one side of the

v accounting equation?
account balance & ¢d

, 3. To what does the phrase on account refer?
capital

besnsnan

Determining how transactions change an accounting equation

Write the answers to the following problem in the Working Papers. Your instructor will guide you
through the following example.

§'~Tfahs;v‘ 3
Ng;q S

1 ’

'k "Aysset'si' s Liabilities R O‘v:\‘myer;s'EqditY'

4. For each transaction, place a plus (+) in the appropriate column if the classification is
increased. Plate a minus (—) in the appropriate column if the classification is decreased.
Transactions:

1. Bought supplies on account. 3. Paid cash for insurance.
2. Received cash from owner as an investment. 4. Paid cash on account.

N YOUR
OWN

Determining how transactions change an accounting equation
Write the answers to the following problem in the Working Papers, Work this problem
independently.
. Trans.
. No,
- l

g Assets = Liabilities: . +  Owner's Equity -

5. For each transaction, place a plus (+) in the appropriate column if the classification is
increased. Place a minus (—) in the appropriate column if the classification is decreased.

Transactions:
1. Received cash from owner as investment. 4. Bought supplies on account.
2. Paid cash for supplies. 5. Paid cash on account.

3. Paid cash for insurance.

Y0742 CHAPTER 1 Starting.a Proprietorship




Periodically a business reports details about
its assets, liabilities, and owner’s equity. The
financial details about assets, liabilities, and
owner’s equity could be found on the last line of
the accounting equation. However, most
businesses prepare more for-
mal financial statements
that may be copied and

.sent to interested
persons. A financial
statement that reports
assets, liabilities, and
owner’s equity on a
specific date is called
a balance sheet.

When a business is
started, it is expected
that the business will
continue to operate
indefinitely. For
example, Barbara Trevifio

assumes that she will own and operate Encore
Music for many years. When she retires, she
expects to sell Encore Music to someone else
who will continue its operation. The accounting
concept, Going Concern, is applied when
financial statements are prepared with the
expectation that a business will remain in opera-
tion indefinitely. (CONCEPT: Going Concern)

Body of a Balance Sheet

A balance sheet has three major sections. (1)
Assets are on the left side of the accounting equa-
tion. Therefore, Encore Music lists its assets on
the left side of the balance sheet. (2) Liabilities are
on the right side of the accounting equation.
Therefore, Encore Music lists its liabilities on the
right side of the balance sheet. (3) Owner’s equity
is also on the right side of the accounting
equation. Therefore, Encore Music lists its
owner’s equity on the right side of
the balance sheet.

PRoFESSIONAL ORGANIZATIONS

rofessional organizations
provide important social
and economic benefits to
thelr members. For- example, the
National Association of Black
Accountants is a professional organi-
zation. Members of this association
are CPAs, accountants, and account-
ing students. The organizational pur-
pose is to unite accountants and
Jagcounting students who have similar
interests and ideals. Members must be
committed to professional and aca-
demic excellence. They must possess a
sense of professional and civic

responsibility. They must also

be concerned with enhancing
opportunities for minorities in the
accounting profession.

Activities of the National
Association of Black Accountants are
diverse. They include free income tax
preparation, student scholarships,
high school and university career sem-
inars, regional student conferences,
and technical seminars and lectures.
Other services of the organization
include a speakers’ bureau, a place-
ment service, and publications of a
journal and newsletter.




'PREPARING A BALANCI

Assets - = Liabilities + Owner’s Equity

Accts, Pay.—
Prepaid Ling Music ~ Barbara Trevifio,
Cash + Supplies + Insurance = Supplies + Capital

Balances $5,863 $4,297 $1,200 $1,360 $10,000
' -, 3 Prepare the
1. erfe‘ the | liabilities
heading. | section.

2. Prepare the
assets section.

5. Add amounts
and compare
the totals.

6. Rule single lines. ™ 7. Write the totals. 4. Prepare the

owner's equ;

8. Rule double lines.  section.

‘ Preparing a balance sheet

T 1. Write the heading centered on three lines at the top of the balance sheet: the name of the business, the name

of the report, and the date of the report,

E 2. Because assets are on the LEFT side of the accounting equation, prepare the assefs secfion on the LEFT side.

b Center the word Assets on the first line of the wide column. Under this heading, write each asset account title

i and amount.

$ 3. Because liabilities are on the RIGHT side of the accounting equation, prepare the liabilities section on the
RIGHT side. Center the word Liabilities on the first line of the wide column. Under this heading, write each
liability account title and amount.

4. Because owner’s equity is also on the RIGHT side of the accounting equation, prepare the owner’s equity sec-
tion on the RIGHT side. Center the words Owner’s Equity on the next blank line. Under this heading, write the
owner’s equity account title and amount.

5. Add all the asset amounts. Add the liabilities and owner’s equity amounts. If the fotals equal, the balance
sheet is in balance. If the totals do not equal, find the errors before completing any more work. Prepare a
new balance sheet without errors.

6. Rule a single line across each amount column. A single line means that amounts are to be added or
subtracted.

7. On the next line on the left side, write Total Assets.and write the total asset amount under the single rule. On
the right side, write Total Liabilities and Owner’s Equity and write the fotal liabilities and owner’s equity
amount under the single rule.

8. Rule double lines below the amount column tofals. Double rules mean that the totals have been verified as

i

correct.

14 CHAPTER 1 Starting a Proprietorship
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UHTT YOWR :
o\ UNBERSTARIBING

balance sheet 1. List the three sections of a balance sheet.
2. What kinds of accounts are listed on the left side of a
balance sheet? -

3. What kinds of accounts are listed on the right side of a
balance sheet?

4, What should be done if a balance sheet is not in balance?

Preparing a balance sheet from information in an accounting equation

Write the answers to the following problem in the Working Papers. Your instructor will guide you
through the following example.

On October 31 the Hess Company’s accounting equation indicated the following account balances.

R Assets = Liabilities + OWner'-s’Equityr

ey R TR T o Accts. Pay.— e e

L T’?'.‘?f ~| . Cash  + -  Supplies + Prepa'qi = Hulett + J’"_n I-!ess,
No. |~ 700 b Insurance - Com Capital

Do e e e S -ompany R

. NewBal. | . 2400 | 300 | 600 280 3,050

5. Using the October 31 balances in the accounting equation, prepare a balance sheet for the

Hess Company.

N YOUR
OWN

Preparing a balance sheet from information in an accounting equation

Write the answers to the following problem in the Working Papers. Work this problem independently.

On July 31 the Goldstein Company’s accounting equation indicated the following account balances.

- Assets | = Liabilities + Ownér's Equity
. SRR - S Accts. Pay.— .
Trans.’ Cash + . Supplies -+ Pr_gpald ~ Heino + Mary _Go.ldstem,
No. : S Insurance Com Capital
TR T I CIE ORI : | - ompany e
"~ New Bal. 2,500 800 1200 | 500 4000 /

6. Using the July 31 balances in the accounting equation, prepare a balance sheet for the
Goldstein Company. /

CHAPTER 1 Starting a Proprietorship 15 /




After completing this chapter, you can

1. Define important accounting ferms related to starting a service business
organized as a proprietorship.

2. Identify accounting concepts and practices related to starfing a service busi
ness organized as a proprietorship.

3. Classify accounts as assets, liabilities, or owner’s equity and demonstrate
their relationships in the accounting equation.

4. Analyze how. transactions related to starfing a service business organized o
a proprietorship affect accounts in an accounting equation.

5. Prepare a balance sheet for a service business organized as a
proprietorship from information in an accounting equation.

WHAT IS GAAP?

The standards and rules
that accountants follow while
recording and reporting
financial activities are

commonly referred to as
generally accepted accounting
principles, or GA AP. These
rules have not been developed
by any one group of rule
makers, but have instead
evolved over time and from
many sources.

By law, the Securities and
Exchange Commission (SEC)
has the authority to establish
GAAP. The SEC, however, has
allowed a series of private
organizations to determine
GAAP. Currently the organi-
zation that has the authority to
Ll set accounting standards is the

Financial Accounting

EXPLORE ACCOUNTING

~

Standards Board (FASB),
which was established in 1973.
The standard-setting process
includes getting input and
feedback from many sources.
FASB listens to this
feedback and considers
all sides of each issue.

financial position of the I
business.

By requiring the financial
statement preparers to follow I
consistently certain standards

and rules—such as GAAP—
@9 the users are able to compare I :
©.®  the financial statements of

WHY IS several companies and to

GAAP & track the results of

NECESSARY? ISR one company over
Users of % several time

financial statements periods.

| i ti . .
rely on the information Discussion: Why

those statements contain. If
would a group of people

th f financial i )
© PICpaters ol fmancia disagree with a proposed
statements were allowed to cconmting standard?
a ¢
follow any measurement, 8 I
Research: Using your

local library or the Internet,

recording, and reporting rules,
the users of the statements
find additional information

about the FASB. Write a one-
page report on your findings. I

would have no way to
determine if the financial
statements present fairly the
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