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The Applications of 
Financial Statements
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 [Joseph] said, "Appoint me over the 
storehouses of the land. Indeed, I will be 

a knowing guardian."

قَالَ اجْعَلْنِي عَلَىٰ خَزَائِنِ الأْرَْضِ ۖ إنِِّي حَفیِظٌ عَلیِمٌ
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◆ Multiple-column form used in preparing financial 
statements. 

◆ Not a permanent accounting record.

◆ Five step process.

◆ Use of worksheet is optional.

SO 1  Prepare a worksheet.

Steps in Preparing a Worksheet

Using a Worksheet



4-4 SO 1  Prepare a worksheet.

Illustration 4-1

Steps in Preparing a Worksheet



4-5 SO 1  Prepare a worksheet.

1. Prepare a Trial Balance on the Worksheet

Trial balance amounts come 
directly from ledger accounts.

Include all accounts 
with balances.

Steps in Preparing a Worksheet
Illustration 4-2



4-6 SO 1  Prepare a worksheet.

Illustration 3-23
General journal 
showing adjusting 
entries

Adjusting 
Journal 
Entries
(Chapter 3)

Steps in Preparing a Worksheet



4-7 SO 1  Prepare a worksheet.

2. Enter the Adjustments in the Adjustments Columns

(a)
(b)

(a)

(g)

(c)

(d)

(d)

(e)

(b)

(e)
(f)

(f)
(g)

(c)

Enter adjustment amounts, total 
adjustments columns,
and check for equality.

Add additional accounts as needed.

Adjustments Key:
(a) Supplies Used.
(b) Insurance Expired.
(c) Depreciation Expensed.
(d) Service Revenue Earned.
(e) Service Revenue Accrued.
(f) Interest Accrued.
(g) Salaries Accrued.

Steps in Preparing a Worksheet
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3. Complete the Adjusted Trial Balance Columns

(a)
(b)

(a)

(g)

(c)

(d)

(d)

(e)

(b)

(e)
(f)

(f)
(g)

(c)

Total the adjusted trial balance 
columns and check for equality.

Steps in Preparing a Worksheet
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4. Extend Amounts to Financial Statement Columns

(a)
(b)

(a)

(g)

(c)

(d)

(d)

(e)

(b)

(e)
(f)

(f)
(g)

(c)

Extend all revenue and expense account 
balances to the income statement columns.

Steps in Preparing a Worksheet
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(a)
(b)

(a)

(g)

(c)

(d)

(d)

(e)

(b)

(e)
(f)

(f)
(g)

(c)

Steps in Preparing a Worksheet

Compute Net Income or Net Loss.

5. Total Columns, Compute Net Income (Loss)
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◆ Income statement is prepared from the income 
statement columns. 

◆ Balance sheet and owner’s equity statement are 
prepared from the balance sheet columns.

◆ Companies journalize and post adjusting entries.

SO 1  Prepare a worksheet.

Preparing Statements from a Worksheet

Using a Worksheet



4-12 SO 1  Prepare a worksheet.

Illustration 4-4

Preparing Statements from a Worksheet



4-13 SO 1  Prepare a worksheet.

Illustration 4-4

Preparing Statements from a Worksheet
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Preparing Statements from a Worksheet

Illustration 
4-4
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◆ Adjusting entries are prepared from the adjustments 
columns of the worksheet.

◆ Journalizing and posting of adjusting entries follows the 
preparation of financial statements when a worksheet 
is used.

SO 1  Prepare a worksheet.

Using a Worksheet

Preparing Adjusting Entries from a Worksheet
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At the end of the accounting period, the company makes 
the accounts ready for the next period.

SO 2  Explain the process of closing the books.

Illustration 4-5

Closing the Books
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Closing entries formally recognize, in the general ledger, 
the transfer of 

◆ net income (or net loss) and 

◆ owner’s drawing 

to owner’s capital.

SO 2  Explain the process of closing the books.

Closing entries are only made at the end of the annual 
accounting period.

Closing the Books

Preparing Closing Entries
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Illustration 4-6

Owner’s Capital is a 
permanent account; all 

other accounts are 
temporary accounts.

Owner’s Drawing is closed 
directly to Capital and not to 
Income Summary because 
Owner’s Drawing is not an 

expense.

Note:

Closing the Books
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Closing 
Entries 

Illustrated

Illustration 4-7
Closing entries 
journalized

Closing the Books
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Posting 
Closing 
Entries 

Closing the Books

Illustration 4-8

SO 2
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Purpose is to prove the equality of the permanent account 
balances after journalizing and posting of closing entries. 

Preparing a Post-Closing Trial Balance

Illustration 4-9

SO 3
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1. Analyze business 
transactions

2. Journalize the 
transactions 

6. Prepare an adjusted trial 
balance

7. Prepare financial 
statements

8. Journalize and post 
closing entries

9. Prepare a post-closing 
trial balance

4.  Prepare a trial balance

3.  Post to ledger accounts

5.  Journalize and post 
adjusting entries

Illustration 4-12

SO 4  State the required steps in the accounting cycle.

Summary of the Accounting Cycle
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◆ Unnecessary if the records are error-free.

◆ Made whenever an error is discovered.

◆ Must be posted before closing entries.

Instead of preparing a correcting entry, it is possible to 
reverse the incorrect entry and then prepare the correct 
entry.

SO 5  Explain the approaches to preparing correcting entries.

Summary of the Accounting Cycle

Correcting Entries—An Avoidable Step
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Illustration (Case 1):  On May 10, Mercato Co. journalized and 
posted a $50 cash collection on account from a customer as a debit 
to Cash $50 and a credit to Service Revenue $50. The company 
discovered the error on May 20, when the customer paid the 
remaining balance in full.

SO 5  Explain the approaches to preparing correcting entries.

Cash 50Incorrect 
entry Service revenue  50

Cash 50Correct 
entry Accounts receivable  50

Service revenue 50Correcting  
entry Accounts receivable  50

Correcting Entries—An Avoidable Step
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Illustration (Case 2):  On May 18, Mercato purchased on account 
equipment costing $450. The transaction was journalized and 
posted as a debit to Equipment $45 and a credit to Accounts 
Payable $45. The error was discovered on June 3,

SO 5  Explain the approaches to preparing correcting entries.

Correcting Entries—An Avoidable Step

Equipment 45Incorrect 
entry Accounts payable  45

Equipment 450Correct 
entry Accounts payable  450

Equipment 405Correcting  
entry Accounts payable 405
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◆ Presents a snapshot at a point in time.

◆ To improve understanding, companies group similar 
assets and similar liabilities together.

Assets Liabilities and Owner’s Equity
Current assets Current liabilities
Long-term investments Long-term liabilities
Property, plant, and equipment Owner’s (Stockholders’) equity
Intangible assets

Illustration 4-17
Standard Classifications

The Classified Balance Sheet
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Illustration 4-18

The Classified Balance Sheet
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Illustration 4-18

The Classified Balance Sheet


