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I.  Objective(s): By the end of today’s lesson, the student will be able to: 

 •  define accounting terms related to a work sheet for a merchandising business. 

 •  identify accounting concepts and practices related to a work sheet for a merchandising business. 

 •  plan adjustments on a work sheet for a merchandising business. 

 •  complete a work sheet for a merchandising business. 

 

 

II.  Materials: 

 Textbook 

 Workbook 

 Transparencies 

 

 

III.  Anticipatory Set: 

 Profit or loss information helps an owner or manager determine future changes.  Financial information is 

also needed to prepare required tax reports.  A business summarizes financial information at least once each 

fiscal period.  CarLand summarizes its financial information on December 31 for its one-year fiscal period - 

Jan.1 - Dec. 31. 

 

 

IV.  Learning Activities: 
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GENERAL LEDGER WITH POSTING COMPLETED    (pgs. 388 - 393) 

 CarLand’s completed general ledger on December 31, after all transactions have been posted. 

 No entries have been posted to Income Summary, Insurance Expense, Supplies Expense-  

  Office, Supplies Expense-Store.  Transactions did not affect these accounts. 

 

 Review general ledger accounts with students. 

 

 

 

AN 8-COLUMN WORK SHEET FOR A MERCHANDISING BUSINESS  (pg. 400) 

 Work sheet - a columnar accounting form on which the financial information needed to prepare   

   financial statements is summarized. 

  •  Used to plan adjustments and sort financial information. 

  •  May be prepared whenever a business wishes to summarize and report financial information. 

  •  Always prepared at the end of each fiscal period because financial statements are prepared at  

   the end of each fiscal period. 

  •  CarLand prepares a work sheet and financial statements annually. 

  •  CarLand’s work sheet includes accounts for accounts receivable, merchandise inventory,  

   accounts payable, sales tax, and purchases. 

 

 

 

 

RECORDING A TRIAL BALANCE ON A WORK SHEET    (pg. 394) 

 •  To prove the equality of debits and credits in the general ledger, a trial balance is prepared in the Trial 

  Balance columns of a work sheet. 

 •  General ledger accounts are listed in the work sheet’s Account Title column in the same order in  

  which they appear in the general ledger. 

•  All accounts are listed regardless of whether there is a balance or not. Listing all accounts  

 reduces the possibility of overlooking an account that needs to be brought up to date. 
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PLANNING ADJUSTMENTS ON A WORK SHEET 

 Adjustments - changes recorded on a work sheet to update general ledger accounts at the end of a fiscal 

   period. 

  •  Planned in the Adjustments columns of a work sheet for planning purposes only. 

  •  The general ledger account balances are not changed until journal entries are recorded and  

   posted. 

  •  Journal entries made to bring general ledger accounts up to date are adjusting entries. 

 CarLand needs to adjust the two supplies accounts, the prepaid insurance account, and the merchandise  

  inventory account. 

 

 Merchandise inventory adjustment       (pg. 395) 

  Inventory - the amount of goods on hand. 

  Merchandise inventory - the amount of goods on hand for sale to customers. 

 

  Merchandise Inventory - the general ledger asset account in which merchandise inventory is  

    recorded. 

   •  Normal debit balance 

 

 Analyzing a merchandise inventory adjustment     (pg. 395) 

  •  Each purchase transaction increases the amount of merchandise on hand even though all  

   purchases are recorded in the purchases account. 

  •  Each sales transaction decreases the amount of merchandise on hand even though all sales are  

   recorded in the sales account. 

  •  During the fiscal period, the amount of merchandise on hand increases each time merchandise  

   is purchased and decreases each time merchandise is sold. 

  •  The merchandise inventory account balance, therefore, must be adjusted to reflect the changes  

   resulting from purchases and sales during the fiscal period. 

   

  On January 1, Merchandise Inventory has a debit balance of $225,400. 

  The December 31 actual inventory is $212,200. 

  Merchandise Inventory must be adjusted to show the current value of merchandise on hand. 
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  When an account that requires adjusting does not have a related expense account, the  

   temporary account Income Summary is used.) 

 

  Merchandise Inventory does not have a related expense account, therefore, Income Summary is 

    used to adjust the merchandise inventory account at the end of the fiscal period. 

 

  Four questions are asked in analyzing the adjustment for merchandise inventory: 

   1)  What is the beginning balance of Merchandise Inventory?  $225,400 

   2)  What is the current value of merchandise on hand?   $212,200 

   3)  What must be done to correct the account balance?            - $  13,200 

   4)  What adjustment needs to be made? 

    Debit Income Summary      $  13,200 

    Credit Merchandise Inventory     $  13,200 

 

 Recording a merchandise inventory adjustment on a work sheet   (pg. 396) 

  Three steps are used to record the merchandise inventory adjustment: 

   1)  Write the debit amount in the Adjustments Debit column on the line with the  

    account title Income Summary. 

   2)  Write the credit amount in the Adjustments Credit column on the line with the  

    account title Merchandise Inventory. 

   3)  Label the two parts of this adjustment with the small letter a in parentheses, (a). 

 

 If the amount of merchandise inventory on hand is \greater than the balance of Merchandise Inventory  

  we would debit Merchandise Inventory to increase the balance; and credit Income Summary. 

 

 

 

 Supplies Adjustments 

  The amount of supplies not used during a fiscal period represents an asset and the amount of  

   supplies used represents an expense. 
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 Analyzing an Office supplies inventory adjustment     (pg. 397) 

  The account balance for Supplies-Office includes two items: 

   1)  The account balance on January 1. 

   2)  The cost of office supplies bought during the year. 

  The office supplies account balance must be adjusted to show the current value of office supplies 

    on hand on December 31. 

  Four questions are asked in analyzing the adjustment for office supplies inventory: 

   1)  What is the beginning balance of Supplies-Office?   $5,400 

   2)  What is the current value of office supplies on hand?   $1,460 

   3)  What must be done to correct the account balance?            - $3,940 

   4)  What adjustment needs to be made? 

    Debit Supplies Expense-Office     $3,940 

    Credit Supplies-Office      $3,940 

 

 Recording supplies inventory adjustment on a work sheet   (pg. 398) 

  Three steps are used to record the merchandise inventory adjustment: 

   1)  Write the debit amount in the Adjustments Debit column on the line with the  

    account title Supplies Expense-Office. 

   2)  Write the credit amount in the Adjustments Credit column on the line with the  

    account title Supplies-Office. 

   3)  Label the two parts of this adjustment with the small letter b in parentheses, (b). 

 

 Similar steps are completed to record the adjustment for Supplies-Store. 

  Three steps are used to record the merchandise inventory adjustment: 

   1)  Write the debit amount in the Adjustments Debit column on the line with the  

    account title Supplies Expense-Store. 

   2)  Write the credit amount in the Adjustments Credit column on the line with the  

    account title Supplies-Store. 

   3)  Label the two parts of this adjustment with the small letter b in parentheses, (b). 

    small letter c in parentheses, (c). 
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 Prepaid Insurance adjustment 

 Payment for insurance protection is paid in advance.  The value of prepaid insurance not expired during  

  a fiscal period is an asset and the value of prepaid insurance expired is an expense. 

 

 Analyzing a prepaid insurance adjustment      (pg. 398) 

  The account balance for Prepaid Insurance includes two items: 

   1)  the account balance on January 1. 

   2)  the cost of insurance premiums paid during the year. 

  The prepaid insurance account balance must be adjusted to show the value of prepaid insurance  

   not expired on December 31. 

   

  Four questions are asked in analyzing the adjustment for office supplies inventory: 

   1)  What is the beginning balance of Prepaid Insurance?   $4,840 

   2)  What is the current value of prepaid insurance?    $2,200 

   3)  What must be done to correct the account balance?            - $2,640 

   4)  What adjustment needs to be made? 

    Debit Insurance Expense      $2,640 

    Credit Prepaid Insurance      $2,640 

 

 

 

 Recording a prepaid insurance adjustment on a work sheet   (pg. 399) 

  Three steps are used to record the merchandise inventory adjustment: 

   1)  Write the debit amount in the Adjustments Debit column on the line with the  

    account title Insurance Expense. 

   2)  Write the credit amount in the Adjustments Credit column on the line with the  

    account title Prepaid Insurance. 

   3)  Label the two parts of this adjustment with the small letter d in parentheses, (d). 
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Assignment: 

  Be sure you know and understand: 

   •  the meaning of terms 1 - 2, pg. 406. 

   •  the answers to questions 1 - 14, pgs. 406. 

   •  answer Case 1 & 2, pg. 406 as homework. 

   •  do Drill 16-D1, pg. 406 as homework. 

   •  read pages 399 - 402. 

 

 

COMPLETING A WORK SHEET       (pgs. 400 - 401) 

 Review with students. 

 

 

 

SUMMARY of COMPLETING an 8-COLUMN WORK SHEET for a MERCHANDISING   

      BUSINESS      (pg. 402) 

 1)  Prepare a trial balance in the Trial Balance columns. 

 2)  Analyze and record adjustments in the Adjustments columns. 

 3)  Extend balance sheet items to the work sheet’s Balance Sheet columns. 

 4)  Extend income statement items, including Income Summary, to the work sheet’s Income   

  Statement columns. 

 5)  Total the Income Statement and Balance Sheet columns. 

 6)  Figure the net income or net loss. 

  If the Income Statement Credit column total (revenue) is larger than the Debit column total  

   (costs and expenses), a net income has occurred. 

  If the Income Statement Debit column total (costs and expenses) is larger than Credit column  

   total (revenue), a net loss has occurred. 

 7)  Extend the amount of net income or net loss to the Balance Sheet Debit or Credit column. 

  When a net income occurs, the net income amount is extended to the Balance Sheet Credit  

   amount column. 
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  When a net loss occurs, the net loss amount is extended to the Balance Sheet Debit amount  

   column. 

 8)  Total the four Income Statement and Balance Sheet amount columns. 

 9)  Check that the totals each pair of columns are in balance. 

  The totals for the Income Statement columns must be the same. 

  The totals for the Balance Sheet columns must be the same. 

 

 

 

 

Assignment: 

   •  do Problem 17-1 and 17-2, pgs. 408 - 409. 

   •  read pages 403 - 405. 

 

 

 

 

A 10-COLUMN WORK SHEET for a MERCHANDISING BUSINESS (pgs. 404 - 405) 

 Some large merchandising businesses with many accounts to be adjusted at the end of a fiscal period  

  may use a 10-column work sheet. 

 A 10-column work sheet includes an additional pair of amount columns titled Adjusted Trial Balance. 

  -  After adjustments have been recorded, the balance for each account listed in the Trial Balance  

   columns are extended to the Adjusted Trial Balance columns. 

  -  The Adjusted Trial Balance columns are then totaled to prove equality of debits and credits  

   after adjustments. 

  -  Following proof of debits and credits, amounts in the Adjusted Trial Balance columns are  

   extended to the Balance Sheet and Income Statement columns. 

  -  The Income Statement and Balance Sheet columns are totaled and ruled. 
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Assignment: 

  Be sure you know and understand: 

   •  the answers to questions 15 & 16, pg. 406. 

   •  Multicultural Awareness, pg. 393. 

   •  Personal Visions in Business, pg. 403. 

   •  do Problem 16-C, pg. 408-409. 

 

 

 

 

 

 

 

V.  Closure: 

 To review for test do Study Guide 16 and Problem 16-C. 

 

 

VI.  Evaluation of Student Learning: 

 Students will be evaluated using Problems 16-C, and chapter 16 test. 


