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Ch. 3 Synchronotes for             
Fundamentals of Financial Accounting, 3e
by Phillips/Libby/Libby

Chapter 3: Reporting Operating Results on the Income Statement 
Operating Activities

Operating activities include buying goods and services from suppliers and employees and selling goods and services to customers and then collecting cash from them.
[image: image29.emf]Amount or Explanation

e.Bill’s paid $1,500 to plumbers for 

repairing a broken pipe in the restrooms.

f. Bill’s paid $2,000 for the June electricity 

bill and received the July bill for $2,500, 

which will be paid in August.

g. Bill’s paid $5,475 to employees for work 

in July.

Activity


Income Statement Accounts
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Explanation
Who: Name of the business.

What: Tils of the statement.

When: Accounting period
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Cash Basis Accounting

Cash basis accounting records revenues when cash is received and expenses when cash is paid.
Accrual Basis Accounting

GAAP – Accrual basis of accounting - Records revenues when they are earned and expenses when they are incurred, regardless of the timing of cash receipts or payments.

Revenue Principle—Revenue Recognition

Timing of Reporting Revenue versus Cash Receipts
[image: image3.png](i ompary performs promisedacs here )

s )\ [

|_and recorded

Time

Cashcanbe received .. befors  or  duing  or  afer.

esmingrevenue





Revenue Principle - Revenues are recognized when they are earned. 
Matching Principle—Expense Recognition
Timing of Reporting Expenses versus Cash Payments
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Matching Principle - Record expenses in the same period as the revenues with which they can be reasonably associated.
The Expanded Accounting Equation
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Revenues are recorded with credits.
Expenses are recorded with debits.
Pizza Aroma’s Accounting Records 

(a) Provided services for cash.
 In September, Pizza Aroma delivered pizza to customers for $15,000 cash.
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(b) Receive cash for future services.
 Pizza Aroma sold three $100 gift cards at the beginning of September.
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(c) Provide services on credit.
Pizza Aroma delivers $500 of pizza to a college organization, billing this customer on account.
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(d) Receive payment on account.
Pizza Aroma received a $300 check from the college organization, as partial payment of its account balance.
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(e) Pay cash to employees.
Pizza Aroma wrote checks to employees, totaling $8,100 for wages related to hours worked in September.
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(f) Pay cash in advance.
On September 1, Pizza Aroma paid $7,200 in advance for September, October, and November rent.
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(g) Pay cash in advance.
On September 2, Pizza Aroma wrote a check for $1,600 for pizza sauce, dough, cheese, and paper products.
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(h) Incur cost to be paid later.
Pizza Aroma received a bill for $400 for running a newspaper ad in September. The bill will be paid in October.

[image: image13]
(i) Pay cash for expenses.

Pizza Aroma received and paid bills totaling $600 for September utilities services.
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Unadjusted Trial Balance
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Review of Revenues and Expenses
(1)  Cash is received before the company earns revenue.
Receive cash:  
dr. Cash




cr. Unearned Rev.

Earn Revenue:
dr. Unearned rev.





cr. Service Revenue

(2)  Cash is received in the same period the company earns revenue.
Earn Revenue:
dr. Cash





cr. Service Revenue
(3)  Cash is received after the company earns revenue.
Earn Revenue:
dr. Accounts Rec.





cr. Service Revenue

Receive cash:  
dr. Cash





cr. Accounts Rec.
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(1)  Cash is paid before the expense is incurred.
Cash paid:

dr. Prepaid expense




cr. Cash

Use-up benefits:
dr. Business Expense





cr. Prepaid Expense

(2)  Cash is paid in the same period the expense is incurred.
Cash paid:

dr. Business expense





cr. Cash
(3)  Cash is paid after the expense is incurred.

Use-up benefits:
dr. Business Expense





cr. Accounts Payable

Cash paid:

dr. Accounts Payable





cr. Cash
Income Statement Limitations 

Net Income ≠ Cash
Net Income ≠ Δ Value
Net Income ≠ Exact

Exercises
M3-2 Identifying Revenues
The following transactions are July 2010 activities of Bill’s Extreme Bowling Inc., which operates several bowling centers. If revenue is to be recognized in July, indicate the amount. If revenue is not to be recognized in July, explain why.
[image: image18.emf]Amount or Explanation

e.Bill’s paid $1,500 to plumbers for 

repairing a broken pipe in the restrooms.

f. Bill’s paid $2,000 for the June electricity 

bill and received the July bill for $2,500, 

which will be paid in August.

g. Bill’s paid $5,475 to employees for work 

in July.

Activity



M3-3 Identifying Expenses
The following transactions are July 2010 activities of Bill’s Extreme Bowling, Inc., which operates several bowling centers. If an expense is to be recognized in July, indicate the amount. If an expense is not to be recognized in July, explain why.
[image: image19.emf]Amount or Explanation

a.Bill’s collected $12,000 from customers 

for games

played in July.

b.Bill’s billed a customer for $250 for a 

party held at the center on the last day 

of July. The bill is to be paid in August.

c.Bill’s received $1,000 from credit sales 

made to customers last month (in June).

d.The men’s and women’s bowling 

leagues gave Bill’s advance payments 

totaling $1,500 for the fall season that 

starts in September.

Activity


M3-4 Recording Revenues
For each of the transactions in M3-2, write the journal entry using the format shown in the chapter.
M3-5 Recording Expenses
For each of the transactions in M3-3, write the journal entry using the format shown in the chapter.
M3-13 Preparing Journal Entries for Business Activities
Quick Cleaners, Inc. (QCI) has been in business for several years. It specializes in cleaning houses but has some small business clients as well. Prepare journal entries for the following transactions, which occurred during a recent month:
a. Incurred $600 of heating and electrical costs this month and will pay them next month.
b. Issued $25,000 of QCI stock for cash.
c. Paid wages for the current month, totaling $2,000.
d. Performed cleaning services on account worth $2,800.
e. Some of Quick Cleaners’ equipment was repaired at a total cost of $150. The company paid the full amount immediately.
M3-14 Preparing Journal Entries for Business Activities
Junktrader is an online company that specializes in matching buyers and sellers of used items. Buyers and sellers can purchase a membership with Junktrader, which provides them advance notice of potentially attractive offers. Prepare journal entries for the following transactions, which occurred during a recent month.
a. Junktrader provided online advertising services for another company for $200 on account.
b. On the last day of the month, Junktrader paid $50 cash to run an ad promoting the company’s services. The ad ran that day in the local newspaper.
c. Received $200 cash in membership fees for the month from new members.
d. Received an electricity bill for $85, for usage this month. The bill will be paid next month.
e. Billed a customer $180 for helping them sell their junk. The customer is expected to pay by the end of next month.
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[image: image28.emf]Amount or Explanation

a.Bill’s collected $12,000 from customers 

for games

played in July.

b.Bill’s billed a customer for $250 for a 

party held at the center on the last day 

of July. The bill is to be paid in August.

c.Bill’s received $1,000 from credit sales 

made to customers last month (in June).

d.The men’s and women’s bowling 

leagues gave Bill’s advance payments 

totaling $1,500 for the fall season that 

starts in September.

Activity
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				Activity				Amount or Explanation

				e.		Bill’s paid $1,500 to plumbers for repairing a broken pipe in the restrooms.

				f.		Bill’s paid $2,000 for the June electricity bill and received the July bill for $2,500, which will be paid in August.

				g. 		Bill’s paid $5,475 to employees for work in July.
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								Bill’s collected $12,000 from customers for games

								played in July.



				Activity				Amount or Explanation

				a.		Bill’s collected $12,000 from customers for games
played in July.

				b.		Bill’s billed a customer for $250 for a party held at the center on the last day of July. The bill is to be paid in August.

				c.		Bill’s received $1,000 from credit sales made to customers last month (in June).

				d.		The men’s and women’s bowling leagues gave Bill’s advance payments totaling $1,500 for the fall season that starts in September.
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