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J. W. Bromley’s Formal Wear

A Computerized Accounting Simulation


J. W. Bromley’s Formal Wear is a new Virtual Enterprise Company.  They plan to rent a store located in a shopping center near the local high school.  Bromley’s main customers are high school boys who buy tuxedos and girls who buy dresses for formal events and dances.  Bromley’s also sells tuxedos, men’s suits and bridal gowns and bridesmaid dresses for weddings and special parties.  They carry a wide range of formal wear from manufacturers such as After Six, Oscar de la Renta, and Ralph Loren, Ann Taylor, Dessy Group, David’s Prom, Ariella and Prom Girl.  They have a good inventory of all sizes and styles.  In addition, they carry all the accessories to achieve a perfect look: cummerbunds, suspenders, cuff links and studs for the shirts and shoes. And for the women, hand bags accessory jewelry and shoes. .  


Bromley’s does not alter clothing, they send out all dresses, tuxedos and suits for alteration.  The turn around time is three days. During busy times, just before formal dances, Valentine’s Day and June weddings, he brings in some extra help.  There are four people working in the accounting department:  An accounts receivable clerk, payroll clerk, cash disbursements and receipts clerk and general ledger clerk. Your job during this simulation will be to record incoming and outgoing transactions in a computerized checkbook-journal program, post these amounts to the general ledger and then produce financial statements for a two-month period.
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Exercise 1: Chart of Accounts

J. W. Bromley’s Formal Wear

Chart of Accounts

05/01/XXXX

1.
Cash








2.
Accounts receivable






3.
Furniture and fixtures

4.
Accumulated Depreciation Furniture






5.
Office Supplies

6
Other Assets.


7.
Office Equipment

8.
Accumulated Depreciation Office Equip

9.
Prepaid Insurance






10.
Merchandise Inventory








11.
Notes Payable






12.
Accounts Payable

13.
Workers’ Comp Payable






14.
Federal Income Tax payable





15.       FICA Tax Payable

16.       Federal Unemployment Tax Payable

17.       State Unemployment Tax Payable

18.       Sales Tax Payable

19.       SDI Tax Payable

20.      Common Stock






21.       Retained Earnings

22.
Sales

23.
Sales Returns and Allowances

24.
Other Income

25.
Purchases

26.
Purchase Returns & Allowances

27.
Salary Expense

28.
Rent Expense

29.
Repairs Expense

30.
Alteration Expense

31.
Advertising Expense

32.
Supplies Expense

33.
Depreciation expense

34.
Insurance Expense

35.
Miscellaneous Expense

36.
Payroll taxes expense

37.
Legal and Accounting 

38.
Utilities Expense

39.
Bad Debts expense

40.
Interest expense

41.
Delivery Expense

This chart of accounts will work well for most companies that carry an inventory of goods.  It is also meant for a corporation since retained earnings and common stock are included in the chart of accounts.  Some account name seem a little confusing at this time, but it will become clearer at a later time.  Now that we have determined which accounts will be necessary to be in our general ledger, we need to determine their balances.  A general ledger is merely a listing of all out accounts, the type of account and their balances.  Before setting up our general ledger, we need to produce a beginning balance sheet.  Our ledger must be in balance:  Assets = Liabilities + Stockholders Equity.  Assets are things that have a monetary value: cash; accounts receivable, amounts owed to your company from customers, merchandise inventory, supplies, equipment, etc.  Assets have Debit Balances. Liabilities are monies owed to creditors:  Notes payable, amount borrowed from the bank to get your business started; accounts payable, money borrowed to buy merchandise on account.  Liabilities have Credit balances. Stockholders equity is composed of common stock; money invested in the business by its owners; and retained earnings, money that accumulates as the company makes money.  Stockholders’ Equity accounts have Credit balances.  The accounting equation must always be in balance.  The value of the assets should equal the money invested by the owners and the amount of money borrowed to purchase the assets.  For your VE Company you will issue some shares of common stock to the managers and then request a loan from the bank.  The loan from the bank will be the money used to start your business.  If your company is a service business, then you do no need the account called merchandise inventory.  Now it is time to construct the balance sheet.  While creating the business plan, you will have arrived at some important information that will be need to build your beginning balance sheet:  Payroll for a given month, purchases of merchandise needed to start business, assets need for purchase, number of shares and value of the common stock, and the amount of the business loan. 

Exercise 2: Sales Contract with VE

The VirtuBank will give you the amount of your salary expense each month as well as the cost of the goods sold.

To calculate the amount of your salary expense, you can arrive at the figure in a number of ways.  If you have the payroll program that I designed for you, you can set it up for your own company.  The total amount of gross pay will be the number you are looking for.  Another way to calculate the salary expense is to make a list of all employees, multiply the hours worked in a month by their hourly rate of pay. Total amounts for each employee, then total the amount for all workers.  At janetbelch.com under Job descriptions you can see amounts paid for different types of employees.  These amounts are by the year, so just divide by 12 to get the monthly amount. For Bromley’s Formal Wear the amount is:

CEO 



1 position 
100,000 per year
 8,333 per month

Chief Financial Officer
1 position
95,000 per year
7,916 per month

Vice President of Sales
1 position
65,000 per year
5,416 per month

Vice President of Marketing
1 position
85,000 per year
7,083 per month

Vice Pres. of Advertising
1 position
85,000 per year
7,083 per month

Vice Pres Human Resource
1 position
85,000 per year
7,083 per month

Sales Assistant

4 positions
45,000 per year
3,750 per month


Payroll Administrator

1 position
65,000 per year
5,416 per month

Accounts Receivable 

2 positions
65,000 per year
5,416 per month

Branch Banker
  
1 position
65,000 per year
5,416 per month

Web Designer

    
1 positions
45,000 per year
3,750 per month
 

This totals $83,328 per month for salary expense

Now we need to calculate how much the cost of our merchandise is going to be

If we go to BizStats.com select the industry, key in the amount of projected sales and printout the results.  In our case we selected Retailing – Clothing and Accessories and projected sales to be $2,000,000,000.  According to the printout, the cost of goods sold is $1,174,794 per year.  This figures out to be $97,899.95 per month.  This is 58.7% so the VirtuBank will give us a contract for 83,328 * .587 = $48,913.54 for cost of goods sold

48,913.54 + 83,328 = 132,241 total contract.

Exercise 3:  Break-Even Analysis

A break-even analysis should be done somewhere in your business plan.  According to biz stats.com percentages are listed as a percent of sales for all expense items

Sales = Variable Expenses + Fixed Expenses + Net Income is a good formula to used to calculate sales needed to break even.

Fixed Expenses

Salary Expense





83,324

Payroll Taxes (FICA SUTA FUTA MEDICARE)

9,232

Rent Expense






4,000

Repairs Expense





700

Auto Expense






200

Advertising Expense





2,500

Supplies Expense





1,520

Insurance Expense





1,200

Utilities Expense





2,833







_____

Total Fixed Expenses





105,509

To calculate the variable expenses – Cost of Goods sold

Sales = 105,509


    ______


       .40 – markup percentage

Sales  = 263,772 per month needed to break even. 

Exercise 4:  Calculating the amount of the Loan and the Balance Sheet

We will need a number of items before opening our doors.  Our location was a retail store and therefore, there are not a lot of leasehold improvements.  We do need the following items

Merchandise inventory 
100,000

Cash on hand 


10,000

Display cases


25,000

Clothing racks


10,000

Cash  Register


2,000

Computer hardware

1,500

Software


1,000

Office Supplies

500

File Cabinets


300

Desk



400

Chair



100

Total



150,800

The bank gave us a 12% interest loan for 10 years.  Interest for the 10 years is 18,096.  The total loan is for 168,896.  Monthly payment is 1407.46

Note: even though we might be able to purchase our inventory items on account from vendors, most want to extend credit to an ongoing successful business.

Assuming that the bank loan goes through, we can create a beginning balance sheet for Bromley’s.   The six managers have decided to issue shares of stock to themselves.  Each manager purchases 1000 shares at $25.00 per share. 

Bromley’s Formal Wear

Balance Sheet

May 1, XXXX

Assets
Cash




10,000

Accounts Receivable


0,00

Furniture & Fixtures


37,000

Office Equipment


2,300

Office Supplies


1,500

Merchandise Inventory

100,000

Total Assets





150,800


Liabilities









Note Payable

Total Liabilities





150,800

Stockholders’ Equity




Common Stock


150,000




Retained Earnings


0,00

Total Liabilities and Stockholders’ Equity
150,800


As you can see our accounting equation is in balance.  We used the money from the bank to purchase the assets we needed to start business.  Now we need to set up our general ledger.

Exercise 5: Selecting the file name.

1. Click File

2. Click Select File and you should see the following screen.
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3. Key in a file name and click Open.
Exercise 6:  Setting up the General Ledger.

You will need the chart of accounts and the balance sheet for this assignment.  The program will handle a maximum of 50 accounts. They are located in the previous section.  Before beginning to enter the accounts lets look at the balance sheet.  The balance sheet is in three sections: assets, liabilities and stockholders’ equity.  Use this information to help classify the account and determining account type.  The chart of accounts also provides useful information.  The first number of the account number provides information to what type of account. If the first number in the account number is:

1. Then the account is an Asset account and has a debit balance

2. Then the account is a Liability account and has a credit balance

3. Then the account is a Stockholders’ Equity account and has a credit balance. 

4. Then the account is a Revenue account and has a credit balance

6.          Then the account is an Expense account and has a debit balance.

The account type that is assigned reflects this.  The letter “D” or “C” stands for Debit or Credit and the number shows the position in the ledger.  Assets are in the first section of the ledger.  Liabilities are in the second section of the ledger.  Stockholder accounts are in the third section.  Revenue accounts are in the forth position in the ledger.  Expenses are in the fifth and sixth positions of the ledger.  Together the letter and number classify the account.  For example, and asset account is a “D1”, a liability account is a “C2”, stockholders’ equity is a “C3”, revenue is a “C4” and expenses are “D6”.  The account classification of “D5” is reserved for use in a merchandise business and classifies the Purchases account.   Purchases, is a special expense account. A few accounts do not quite follow this rule. For example, accumulated depreciation accounts are “C1”.  They fall in the asset section of the ledger, but have credit balances.  We will learn more about these types of accounts later.  Other exceptions are: Sales Returns and allowances, and Purchase returns and allowances.

1. Click Setup General Ledger tab.   Your screen should look like the one below.
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2. Click on Cash in the first scroll box.  Its name should appear in the account name box.

3. Click on Asset Accounts in the account type box.  D1 should appear in the account type box.

4. Type 10000 in the current balance box and press TAB.  The amount should appear in the year to date box as well.  Do NOT enter commas or dollar signs.

5. Click the New button for the next account.

6. Click on Accounts Receivable

7. Click D1.  Accounts Receivable is an asset account.
8. Since there is no balance for this account, just click on New to create the next account.
Enter the information for the following accounts listed in the table below.  If there is no balance, just click on the NEW button.  A zero balance will be put in automatically.

If the account name listed below is not in the software, you may type in any account that you want.  Make sure, however, that you key in the account type.

 #  Account Name
Acct Type
Balance

  3  Furniture and Fixtures
D1 asset 
37000

  4  Accum Depreciation Furniture & Fixt
C1 accum depreciation
0.00

  5  Office Supplies
D1 asset
0.00


  6  Other Assets
D1 asset
0.00

  7  Office Equipment
D1 asset
2300

  8  Accum Depreciation Office Equip
C1 accum depreciation
0.00

  9  Prepaid Insurance
D1 asset
0.00

  10  Merchandise Inventory
D1I merchandise inventory
100000

 11  Notes Payable
C2 liability 
150800

 12  Accounts Payable
C2 liability
0.00

 13 State Income Tax Payable
C2 liability
0.00

 14  Federal Income Tax Payable
C2 liability
0.00

 15  FICA /Medicare Tax Payable
C2 liability
0.00

 16  Federal Unemployment Tax payable
C2 liability
0.00

 17  State Unemployment Tax Payable
C2 liability
0.00

 18  Sales Tax Payable
C2 liability
0.00

 19  SDI Tax payable
C2 liability
0.00

 20  Common Stock
C3C common stock
150,000

 21  Retained Earnings
C3 retained earnings
0.00

 22  Sales
C4 revenue
0.00

 23  Sales Returns & allowances
D4 sales returns & allow
0.00

 24  Other Income
C4 revenue 
0.00

 25  Purchases
D5 purchases
0.00

 26  Purchase Returns & Allowances
C5 purchase returns & allow
0.00

 27  Salary Expense
D6 expense
0.00

 28  Rent Expense
D6 expense
0.00

 29  Repairs Expense
D6 expense
0.00

 30  Alteration Expense
D6 expense
0.00

 31  Advertising Expense
D6 expense
0,00

 32  Supplies Expense
D6 expense
0.00

 33  Depreciation Expense
D6 expense
0.00

 34 Insurance Expense
D6 expense
0.00

 35  Miscellaneous Expense
D6 expense
0.00

 36  Payroll Taxes Expense
D6 expense
0.00

 37  Legal and Accounting
D6 expense
0.00

 38  Utilities Expense
D6 expense
0.00

 39  Bad Debts Expense
D6 expense
0.00

 40  Interest Expense
D6 expense
0.00

 41  Delivery Expense
D6 expense
0.00

9. Click Close button when finished entering all accounts
Exercise 7:  Trial Balance
1. The trial balance portion of the program will appear.
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2.  Check to see that the debits equal the credits

3. If you are in balance, print out the trial balance

a. Check and make sure printer is ready
b. Click Print.
c. When the print dialog box appears, select the All radio button and number of copies desired.

4. If you are out of balance – debits do not equal credits,

a.  Look through trial balance and verify that all amounts were entered correctly

b. Check to see if each account classification is correct

c. Find the difference between debits and credits and look for that amount

d. Look for one half of the difference or double the difference, i.e. account is misclassified.

e. Click on the Setup General Ledger Tab and make necessary corrections
f. Click Close.

Back up the file at this point.  You should get in the habit of backing up a file after each step in the accounting process.  This is very important.  If after posting the transactions for the month of May, you are way out of balance, you can reload the original file and repost it.
Exercise 8: Accounting theory.
Every business transactions effects at least two accounts.  One of them must be debited and the other one credited.  If there are more than two accounts affected, the total amount of debits must equal the total amount of credits.  That way the accounting equation (Assets = liabilities and stockholders’ equity) will always in balance.  Our next assignment will have to do with debiting and crediting accounts.  The chart below will be useful in determining which account to debit and which account to credit.

Assets are thing that have monetary value.  Examples of assets are cash, furniture, inventory, accounts receivable, automobiles, etc.  Liabilities are amount of money owe to creditors.  Usually the payments are made over a period of time.  Examples of liabilities include, accounts payable, notes payable, etc.  Stockholders’ equity is the amount of money that the owners have invested in the company.  Examples of stockholders’ include common stock, and retained earnings.  Sales accounts represent revenue generated by the business.  In the case of Bromley’s, sales represent the tuxedos, bride’s dresses, etc that have been sold.  Expenses are accounts designed to help pay for and generate sales.  Examples include rent, salaries, advertising, cost of merchandise purchased for sale, etc. 

	ASSETS

	Debit
	Credit

	Balance
	

	Increase
	Decrease


	Liabilities

	Debit
	Credit

	
	Balance

	Decrease
	Increase


	Stockholders’ Equity

	Debit
	Credit

	
	Balance

	Decrease
	Increase


	Revenue

	Debit
	Credit

	
	Balance

	Decrease
	Increase


	Expenses

	Debit
	Credit

	Balance
	

	Increase
	Decrease


No mater what kind of account, the left side of the account is always the DEBIT side.  The right side is always the CREDIT side.  Asset accounts have debit balances.   Liabilities have credit balances.  Stockholders’ Equity has a credit balance.  Revenue has a credit balance and expenses have debit balances.  If you are going to increase and account balance, then you put the number on the balance side.  If you wish to decrease an account balance it goes on opposite the balance side.  For example, cash sales for the day.  The three accounts affected are cash, sales tax, and sales.  Cash will increase in this transaction.  Increases will go on the balance side, therefore, debit cash.  The next account affected in this transaction is sales.  It will also increase.  But sales has credit balance so the number goes on the balance side. Sales tax is a liability account.  It will also increase.  Increases go on the balance side, therefore, credit sales tax.  Our transactions is complete, we will debit cash and credit sales and sales tax.  Remember the amount of debits must equal the amount of credits.   See if you can answer the following questions using the chart above.  First determine which accounts are affected.  Classify each account as to asset, liability, expense, revenue, etc.  Decide which accounts are increased if any.  Decide which accounts are decreased.  Decide on which accounts are debited and which ones are credited.  Remember you can have two increases, two decreases or and increase and a decrease.  The debits and credits are determined by the accounts balances,

1.  Charge sales for the day.  Remember that Accounts receivable is an asset.  Sales tax is a liability account. Sales is a revenue account.

Debit ____________     Credit __________  Credit __________

2.  Paid and expense

Debit ___________       Credit ___________

3.  Paid off a liability.

Debit ______________ Credit ____________

We will be using a spreadsheet template, created in Microsoft’s Excel to summarize the transactions for the month of May.  The file name is blank template and it also functions as a checkbook.  Load the template into Excel and then follow the instruction on how to enter the data as outlined below.

Exercise 9: Business Transactions for the month of May

After loading the file blank template merchandising business  use the Save As function to save your file under a different name.

May 1

Trans 1.
VirtuBank contract for salary expense and cost of goods sold is 83,331.20 * .587 =  48,915.41   48,915.41 + 83,331.20 = 132,246.61  Key in May 1 under date.  Type VirtuBank as subject. Enter 132,246.61  in the Cash Sales Column.  Sales tax will not be calculated on numbers entered into this cell on the worksheet.  On all other cells, the sales tax will be automatically calculated for you on all cash and charge sales at .0775.  Enter 48,915.41 in the amount of check column and use code 25.  This is to reflect the purchase of merchandise.  All these numbers go on the first transaction line.

Trans. 2
Paid the rent 4,000.00.  Key in date: subject is Rent: Payee Wolfe Assoc.: check amount is 4,000: check code is 28 

Trans 3.
Paid the gas company , 456.99. Key in date: subject Utilities: payee is SC Gas : amount  456.99: check code is 38

Trans. 4
Paid electric bill 2,121.  Key in date: Payee SCE: subject utilities: amount is 2,121: check code is 38

Trans. 5 
Paid phone bill 255.00. Key in date: Payee is AT&T: subject is Utilities: amount of check is 255.00 check code is 38

Trans. 6
Bought insurance policy for fire 1,200.00.  Key in date: subject is Insurance: payee is State Farm. Check Amount is 1,200: check code is 9 

Trans.7 
Daily cash sales 3,000.00.  Key in date. Subject cash sales:  Key in cash sales of 3,000.    Sales tax and deposit amounts are automatically calculated by the spreadsheet.

Trans. 8
Charge sale Robert Jones 652.75:   Key in date.  Type Robert Jones under subject.  Key in 652.75 under charge sales.  Sales tax and accounts receivable amount is automatically calculated by the spreadsheet.

Trans. 9
Charge sale Pamela McIntyre 2,500:   Key in May 1.  Type Pamela McIntyre under subject.  Key in 2,500 under charge sales.  


Check the total debits and total credits.  Make sure that they are the same before going on to the next day.

May 2



Trans 10
Cash sales 3,175.00:   Process like transaction 7 

Trans 11
Charge sale James Halliburton 350.00

Trans 12
Charge sale Jerry Aragon 1,795.56.  Process like transaction 8

Trans 13
Cash purchase of tuxedos from After Six 4,500.00.  Key in date.  Payee is After Six.  Check amount is 4,500.  Check code is 25

                        Check the total debits and total credits.  Make sure that they are the same before going on to the next day.

May 3

Trans 14 
Loan payment.  Key in May 3.  Payee is Bank of America.  Check amount is 1,407.46.  Do not enter the code.  We will manually enter two numbers: one for notes payable and the other for interest. The amount of interest is also part of the transaction.  When paying off a loan, a large portion of the amount paid in the early years is interest.  The bill you get from the bank each month would detail the amount of interest and the amount of the principal.  After entering the total amount in the check column, scroll across to Notes payable column and enter 200.46.  Scroll across to interest expense and enter 1207. 

Trans 15
Purchased Office supplies for cash from Staples.  Key in May 3. Check amount 135.00. check code 5. Payee is Staples

Trans 16
Cash sales 6,000. 

Trans 17
Alterations: Eddie’s Tailor, subject alterations, check amount 131.75, code 30

Trans 18
Charge Sale: Sylvester Nash, check amount 2,785.00

Trans 19
Charge sale:  Franchesca Villa amount 375.00

Check the total debits and total credits.  Make sure that they are the same before going on to the next day.

May 4



Trans 20
Purchased merchandise for cash 3,456.95.  David’s Bridal .See Trans 13

Trans 21
Cash sales 2,300.00 

Check the total debits and total credits.  Make sure that they are the same before going on to the next day.

May 5



Trans 22
Paid wireless phone bill. Payee is Verizon. 250.00 code 38

Trans 23
Cash sales 4,300.00 

Trans 24
Charge Sale Jeff West, 635.90

Check the total debits and total credits.  Make sure that they are the same before going on to the next day.

May 6

Trans 25

Robert Jones sent in the money he owes 703.34 (652.75 + 50.59 tax).  See transaction 8.  Remember he charged his purchase.  Now he is paying it off.  Normally at the end of the month a bill would be prepared by your accounts receivable person and mailed.  Since this simulation only goes for one month, I wanted you to see how to process this type of transaction.  Enter 703.34 in the AR Credit/Recd on account column.

Trans 26
Cash sales 685.00 

Trans 27
Delivery expense.  Key in the date, the amount is 25.00, the Payee is FED EX.  The code is 41

Check the total debits and total credits.  Make sure that they are the same before going on to the next day.

May 7


Trans 28
Cash sales 2,500.00. 

Trans 29
Charge Sales Jason Williams 865.00 

Trans 30
Repairs in bathroom. Joe’s Plumbing 350.00 Code 29


May 8

Trans 31
Refund cash to customer. Check amount 47.95. Code 23

Trans 32
Cash sales 3,800.00. 

May 9

Trans 33
Cash sales 4,325.00.

Trans 34
Newspaper advertising 6,000.00. Payee News Press. Code 31

Trans 35
Web page bill 200.00. Payee Kerry Hall.  Code 35

May 10

Trans 36
Cash sales 3,234.00. 

May 11

Trans 37
Received on account James Haliburton 377.13

Trans 38 
Received on account Pamela McIntyre 2,693.75

Trans 39
Cash sales 2,900.00. 

May 12

Trans 40
Cash sales 1,450.00. 


May 13

Trans 41
Cash sales 3,250.00. 

May 14

Trans 42
Cash sales 6,200.00. 

Trans 43
Alterations. Eddie’s Tailor 327.50. Code 30

May 15

Trans 44
Charge sale Pamela McIntyre 625.00.

Trans 45
Cash sales 3,650.00.

May 16

Trans 46
Cash sales 2,735.  

Trans 47
Advertising expense TV 500.00.  Payee Channel 3.  Code 31

May 17

Trans 48
Cash sales 5,320.00 

Trans 49
Purchased tuxedos Oscar de la Renta 27,800 Code 25

May 18

Trans 50
Cash sales 4,875.00

May 19

Trans 51
Cash sales 5,835.00 

May 20

Trans 52
Cash sales 4,095.00 

May 21

Trans 53
Cash sales 5,260.00 

May 22

Trans 54
Cash sales 8,700.00 

May 23

Trans 55
Cash sales 6,350.00 

May 24

Trans 56
Cash sales 4,200.00 

May 25

Trans 57
Cash sales 9,300.00 

May 26

Trans 58
Cash sales 7,900.00 

May 27

Trans 59
Cash sales 5,300.00 

May 28

Trans 60
Cash sales 6,250.00

May 29

Trans 61
Cash sales 5,780.00

May 30

Trans 62
Cash sales 6,735.00

May 31

Trans 63
Cash sales 5,250.00

Trans 64
Paid salaries 54,488.08  Code 27.  This is the net amount of the payroll.  Gross pay was 83,331.20  The payroll came from the VE payroll program.  Employees are listed above with their rates of pay.  Each employee was paid for 160 hours for the month.  For tax purposes, each employee was single and claimed one exemption.

Exercise 10:  Posting May Transactions to the  General Ledger.

For this exercise, you will need a printout of the spreadsheet

To Begin:

1. Click File.

2. Click Select File

3. Key in the name of our file and click Open.

4. Click on the Post to General Ledger Tab.

Screen should look like this
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5. Click on Cash account in the scroll box.

6. Click in the Post Credit text box and type 166,560.09

7. Click Post to this Account button.

8. Use scroll bars to find the Sales Account

9. Click on Sales account.

10. Since this is a credit entry, click in the Post Credit box

11. Key in 274,790.61. Do not enter commas or dollar signs

12. Click Post to this Account button.

13. Continue to post the rest of the transactions in the same manner using steps 9-12

Here is a summary of the rest of the posting that needs to be done.

	Account Name and #
	Type of Posting
	Amount

	Sales 22
	Credit
	9,613.65

	Accounts Receivable 2
	Credit
	3,774.22

	Sales Tax 18
	Credit
	11,047.16

	Sales Tax 18
	Credit
	745.06

	Accounts Receivable 2
	Debit
	10,358.71

	Cash 1
	Debit
	289,611.99

	Office Supplies 5
	Debit
	135.00

	Prepaid Insurance 9
	Debit
	1200.00

	Notes Payable 11
	Debit
	200.46

	Sales Returns 23
	Debit
	47.95

	Purchases 25
	Debit
	92,672.36

	Salary Expense 27
	Debit
	56,488.08

	Rent Expense 28
	Debit
	4,000.00

	Repairs Expense 29
	Debit
	350.00

	Alterations Exp 30
	Debit
	459.25

	Advertising Exp 31
	Debit
	6,500.00

	Interest Expense 34
	Debit
	1,207.00

	Misc. Expense 35
	Debit
	200.00

	Utilities Expense 38
	Debit
	3,082.99

	Delivery Expense 41
	Debit
	25.00


Exercise 11:  Trial balance to check accuracy of posting May transactions.
14. When finished posting, Click on the Trial Balance tab to see if our posting was accurate.

15.  If the trial balance is in balance, the debit totals equal the credit totals. If they are the same, you are in balance. Print it out.  The debit totals should equal 596,796.02 .  The credit totals should equal the same, 596,796.02

a. Click Print

b. When the print dialog box appears, select the all radio button and number of copies.

16. If you are out of balance – debits do not equal credits,

a. Find the difference between debits and credits and look for that amount

b. Look for one half of the difference or double the difference, i.e. account was posted as debit when it should have been a credit or the account was posted as a credit when it should have been posted as a debit

c. Divide the difference by 9.  If it comes out as an even answer, you made a transposition error.

d. You can also compare the beginning trial balance, the one you did just after setting up the books with this one.  Look at the posting to each account and see how they would have changed the balances in those accounts.

17. When you have found your error, click the Post to General Ledger tab and post a correcting entry to the proper account.

18. When finished posting, Click on the Trial Balance tab to see if our posting was accurate.  If you are still out of balance, reload the gl.exe program, retrieve the original file, the one you backed up and try to post it all over again.

19.  If the trail balance is in balance, print it out.

c. Click Print

d. When the print dialog box appears, select the all radio button and number of copies.

Exercise 12: Proof of Cash  

Take a look at the amount of cash listed in the general ledger.  It should be 283,043.90. Now look at the spreadsheet column titled Balance. Look down to the bottom and see if the ending balance of cash is the same $283,043.90  they should be.


Exercise 13: Calculating  Adjustments to the General Ledger.

At the end of each accounting period a few adjustments need to be made to the Prepaid Insurance and Supplies accounts.   Bromley’s purchased an insurance policy for his business during November of this year.  The cost was $1,200.00.  Key in this amount in cell F97. The policy covers one year.  We need to charge off the cost of the policy for the month of May.  First we divide 1,200  by 12 to find the cost per month of the policy.  This equals $100 per month. The spreadsheet should do the calculation for you. Another adjusting entry needs to be made for the supplies used during the month.  An ending inventory of office supplies equals $1,100 . Enter this number in cell F94.  Enter the beginning inventory of supplies, 1,500 in cell F93. To find the amount to charge to office supplies expense subtract $1,100.00 from $1,500.00.  The amount of supplies used during the month was $400.00.  We also need to make adjustments for depreciation.  Depreciation is an accounting method, of expensing off the value of an asset over its lifetime.  We have two depreciable assets:  Office equipment and store furniture and fixtures.  There are number of ways to calculate depreciation.  We will use the straight-line method.  We take the value of the asset and divide it by the length of its lifetime.  We will use 5 years.  The value of the furniture and fixtures is 37,000.  If we divide 37,000 by its useful life of 5 years we will arrive at the annual depreciation of 7,400.  Then by dividing this amount by 12 we can find the amount of monthly depreciation, which is $616.67.    Enter this number in Cell G101. To calculate depreciation on the office equipment, we will use the same straight- line method.  The value of our office equipment was 2,300.  By dividing it by 5 years we get $460.00 per year.  Divide again, but this time by 12 and we arrive at the monthly depreciation of $38.33.  Enter this amount in Cell G102.  The spreadsheet will add the two amounts together for the total for depreciation expense.

When we wrote the check for the payroll at the end of the month, we wrote it for the net amount of the payroll, not the gross amount.  We withheld amount of money for our employee’s checks to pay the taxes.  In addition, there are certain payroll taxes that we, the employer, must also pay.  These are liability accounts and we need to get these amounts into our general ledger, to truly reflect the cost of our salary expense.  See the table below for all adjustments that need to be posted.  Account numbers are listed next to the amounts that must be debited or credited.

Another adjustment relates to the payroll taxes that the employer must pay.  They are FICA – matching amount that was taken out of employee paychecks.  This amount is .062 times the total payroll of 83,331.20 and totals $5,166.53.  The employer must pay for Federal Unemployment tax, .008 times 83,331.20.  This amount is $666.65.  State Unemployment tax is 2,883.26.  SUTA is .034 times 83,331.20.  The total of these is 9,874.74.  Enter these amounts into the spreadsheet to see the total of payroll taxes.
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Posting Adjustments to the General Ledger

Now it is time to enter this data into the General Ledger program.  Once the program is loaded, follow these steps:

1. Click File
2. Click Select File.

3. Click on your existing file.

4. Click Open.

5. Click the Post to General Ledger tab.

6. Using the chart below, post your adjustments in the same way in which you did your initial posting.

	Account Name and #
	Type of Posting
	Amount

	Salary Expense 27
	Debit
	26,843.12

	Federal Income Tax 14
	Credit
	15,377.28

	State Income Tax 13
	Credit
	4,674.35

	FICA 15
	Credit
	5,166.53

	SDI 19
	Credit
	416.66

	Medicare 15
	Credit
	1,208.30

	Office Supplies 5
	Credit
	400.00

	Supplies Expense 32
	Debit
	400.00

	Prepaid Ins 9
	Credit
	100.00

	Insurance Expense 34
	Debit 
	100.00

	Accum Dep Furniture 4
	Credit
	616.67

	Accum Dep Office Eq. 8
	Credit
	38.33

	Depreciation Exp 33
	Debit
	655.00

	FICA 15
	Credit
	5,166.53

	Medicare 15
	Credit
	1,208.30

	FUTA 16
	Credit
	666.65

	SUTA 17
	Credit
	2,833.26

	Payroll Taxes Exp 36
	Debit
	9,874.74


Exercise 15: Trial balance after posting adjusting entries
1. Click on the Trial Balance tab to see if you are in balance

2. If you are in balance, debits equal credits then printout the trial balance.

3. If your debits do not equal your credits, they use the methods previously described to find your errors and correct them.  Balance totals should equal 634,168.88

Exercise 16: Company Information and inventory evaluation methods

Before clicking on the company information tab, we need to learn how to calculate the ending inventory.  There are a number of methods available to us.  The best and most accurate takes the most time.  This method involves taking a physical count of all inventory items at cost.  This would be a good idea at the end of the accounting year, however to produce monthly financial statements, this is too tedious of a job on a monthly basis.  One way used by many companies is the gross profit method for calculating ending inventory.  It works like this.

Beginning inventory






100,000

Net Purchases







92,672.36

Cost of goods available for sale




192,672.36

Less estimated cost of goods sold (.587 of our 284,404.26)

166,945.30

Estimated ending inventory





25,727.06

After clicking on the company tab, you should see the following screen.
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1. Enter Bromley’s Formal Wear as the company name

2. Enter the date for your statements 5-31

3. Click on merchandising radio button.  The other button is for companies that do not carry merchandise

4. Enter the amount of ending inventory 25,727.06

Exercise 17: Income Statement.

The next exercises must be done is a sequence: Income statement, Stockholders’ Equity statement and Balance Sheet, since each needs information from the previous statement.

Before beginning make sure that you have selected your file and filled out the company information.  To begin

The income statement for a service business, one that does not carry an inventory is quite simple: Expenses are totaled and subtracted from Sales.  The difference is net income or net loss.  Remember how you set up your accounts in the beginning exercises, expenses were D6 (debit balance and sixth position in the ledger).  The accounting software recognizes these as expenses.  Sales are C4 (credit balances and forth position in the ledger.)  The accounting software recognizes this as your sales account.


When doing an income statement for a merchandising business there is an additional section in the income statement: Cost of Goods Sold.  Since the merchandise you purchase for resale is one of your largest expenses, some special accounting for this is essential.  This part of the income statement looks like:

Cost of Goods Sold

Beginning inventory

Plus purchases

Equals total cost of merchandise available for sale

Minus ending inventory

Equals cost of goods sold

When cost of goods sold is subtracted from sales, the result is gross profit.  The other expenses are then subtracted from the gross profit to find net profit.

1. Click on the Income Statement tab.

2. Click the Print button
When the print dialog box appears, select the All radio button and select the number of copies.

 Exercise 18 Stockholders’ Equity

1. Click on the Stockholders’ Equity tab

2. Your screen should look like
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3. You will notice that the beginning retained earnings are stated as 0.00

4. Capital stock is 150,000

5. Retained earnings represent the net income for the period. If there had been a net loss instead of net gain the retained earnings would have been a negative number.  The retained earnings will be paid out to the stockholders at the end of the accounting year.

6. Click on the Print button to get a printout if this report

Exercise 19: Balance Sheet

1. Click on the tab Balance Sheet.

2. Your screen should look like below.
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3. The balance sheet shows the assets, liabilities and stockholders’ equity accounts.  Remember the accounting equation:  Assets = Liabilities + Stockholders Equity.

4. If you look at the numbers in the four boxes in the left-hand corner you will see that the total assets are 356,335.45.  The total liabilities are 199,109.62 and the stockholders’ equity is 150,000 + 7225.83.  If you add the liabilities and stockholders equity you get 356,333.45.

5. Click on the Print button to get a hard copy of the balance sheet.

Exercise20: Closing Entries

After each accounting period, the books should be closed.  Closing the books amounts to zeroing out all expense and revenue accounting accounts and then transferring the difference to retained earnings.  The accounting software knows what kind of account each one is.  Expenses are D6 and Revenue C4.  By clicking the checkbox that says close monthly books, this process is done automatically.  In addition a new file is created for your.  The file name is the same name as the one you are currently using with one exception.  The words closed monthly are added to the end of the file name.  At the end of the simulation, you should close the yearly books.  Just put a checkmark in the box for closing the year to date books.  A new file is created for you automatically and the last part of the file name is called closed ytd.  This is the file that you will use next year, assuming that you still have the same business.

Exercise 21 Changing the name of the file.

To keep our file names understandable, we need to change the name of the closed monthly file so that we can proceed with next month’s work.

1. Go into windows explorer

2. Find the file 

3. Right-click on the file name

4. From the drop down menu, click Rename.

5. Type in a new file name that will be useful in describing June’s work

Exercise 22: Post-Closing Trial Balance
To verify that our closing entries worked correctly, open up the general ledger program, retrieve the file, the closed one, and printout a trial balance.  Check to see if it is in balance and that all revenue and expense accounts have been set to zero.  Do not proceed with next month’s work if you are not in balance.

Exercise 23: Important entries for the month of June.

Don’t’ forget to journalize your sales contract with Virtual Enterprise on the first data line of the spreadsheet.  Make sure that you enter the ending cash balance in cell L2 of the worksheet.

It is essential that you pay off some of your liability accounts.  You have collected sales tax that needs to go to the state of California.  You have also collected a large amount of taxes for your employees in their withholding and you, as the employer, must pay your share of payroll taxes.  Journalize these transactions in the spreadsheet program as follows

	Date
	Payee
	Subject
	Check Amount
	Check Code

	6-1 
	Board of Equil
	Sales Tax
	11,792.22
	18

	6-1 
	IRS
	Fed Inc TX
	15,377.28
	14

	6-1 
	IRS
	FICA/MED
	12,749.66
	15

	6-1 
	IRS
	FUTA
	666.65
	16

	6-1 
	Franchise tax
	SUTA
	2,833.26
	17

	6-1 
	Franchise tax
	State Inc TX
	4,674.35
	13


Exercise 24: Transactions for June

June 1

Trans.1
Enter the VirtuBank contract on the first line, row 4



Type VirtuBank as subject. Enter 132,246.61  in the Cash Sales Column.  Sales tax will not be calculated on numbers entered into this cell on the worksheet.  On all other cells, the sales tax will be automatically calculated for you on all cash and charge sales at .0775.  Enter 48,915.41 in the amount of check column and use code 25.  This is to reflect the purchase of merchandise.  All these numbers go on the first transaction line.
Trans 2-7
Enter the transactions for the payment of the payroll liabilities.  See Table above.

Trans. 8
Paid the rent.  Payee Wolfe Assoc., check amount is 4,000, check code is 28 

Trans 9.
Paid the gas company, subject Utilities: payee is SC Gas : amount  386.99: 

Trans. 10
Paid electric bill. Payee is SCE: subject utilities: amount is 2,321.

Trans. 11 
Paid phone bill.  Payee is AT&T: subject is Utilities: amount of check is 235.00 

Trans. 12
Bought insurance policy for Workers Comp 3,200.00. subject is Insurance: payee is State Farm: 

Trans.13 
Daily cash sales 8,124.00.

Trans. 14
Charge sale Jose Rodriquez  952.75.

Trans. 15
Charge sale Hal Becker 3,500.  


Check the total debits and total credits.  Make sure that they are the same before going on to the next day.

June 2



Trans 16
Cash sales 6,175.00.  

Trans 17
Charge sale James Rowe  850.00

Trans 18
Charge sale Jerry Jameson, 4,450.76. 

Trans 19
Cash purchase of suits from Hart Schaftner and Marx 8,500.00. 

                        Check the total debits and total credits.  Make sure that they are the same before going on to the next day.

June 3

Trans 20 
Loan payment.   Payee is Bank of America.  Check amount is 1,407.46.  Do not enter the code.  We will manually enter two numbers: one for notes payable, 200.46 and the other for interest,1,207.00. 

Trans 21
Purchased Office supplies for cash from Staples.   Check amount 35.00. 

Trans 22
Cash sales 8,300. 

Trans 23
Alterations: Eddie’s Tailor, subject alterations, check amount 431.75

Trans 24
Charge Sale: Lester Compaq, check amount 4,785.00

Trans 25
Charge sale:  Anna Smith amount 1,975.00

Check the total debits and total credits.  Make sure that they are the same before going on to the next day.

June 4



Trans 26
Purchased merchandise for cash 1,456.95.  David’s Bridal .

Trans 27
Purchased merchandise for cash 4,348.33 from Greif Suits.

Trans 28
Cash sales 5,345.00 

Check the total debits and total credits.  Make sure that they are the same before going on to the next day.

June  5



Trans 29
Received on Account Jerry Aragon 1,934.71

Trans 30
Cash sales 4,300.00 

Trans 31
Charge Sale Jeff West, 635.90

Check the total debits and total credits.  Make sure that they are the same before going on to the next day.

June 6

Trans 32
Received on account from Sylvester Nash 3,000.84

Trans 33
Cash sales 4685.00 

Trans 34
Delivery expense. amount is 15.00, the Payee is UPS.  

Check the total debits and total credits.  Make sure that they are the same before going on to the next day.

June 7


Trans 35
Cash sales 3,500.00. 

Trans 36
Charge Sales Jobeth Edwards 1,865.00 

Trans 37
Repairs in cash register NCR 50.00 Code 29


June 8

Trans 38
Refund cash to customer. Check amount 147.95. Code 23

Trans 39
Cash sales 4,890.00. 

June 9

Trans 40
Cash sales 7,355.00.

Trans 41
Newspaper advertising 6,000.00. Payee News Press. Code 31

Trans 42
Donation to Red Cross 200.00.  Code 35

June 10

Trans 43
Cash sales 5,234.00. 

June 11

Trans 44
Received on account from Franchesa Villa 380.81

Trans 45 
Received on account Jeff West 685.18

Trans 46
Cash sales 5,900.00. 

June 12

Trans 47
Cash sales 4,450.00. 


June 13

Trans 48
Cash sales 4,250.00. 

June 14

Trans 49
Cash sales 6,700.00. 

Trans 50
Alterations. Eddie’s Tailor 850.00. Code 30

June 15

Trans 51
Charge sale Pamela McIntyre 225.00.

Trans 52
Cash sales 4,650.00.

June 16

Trans 53
Cash sales 4,735.46  

Trans 54
Advertising expense TV 500.00.  Payee Channel 3.  Code 31

June 17

Trans 55
Cash sales 6,320.00 

Trans 56
Purchased tuxedos Oscar de la Renta 17,800 Code 25

June 18

Trans 57
Cash sales 4,975.00

June 19

Trans 58
Cash sales 6,835.00 

June 20

Trans 59
Cash sales 4,295.00 

June 21

Trans 60
Cash sales 6,760.00 

June 22

Trans 61
Cash sales 8,750.00 

June 23

Trans 62
Cash sales 6,850.00 

June 24

Trans 63
Cash sales 6,200.00 

June 25

Trans 64
Cash sales 10,300.00 

June 26

Trans 65
Cash sales 7,100.00 

June  27

Trans 66
Cash sales 6,300.00 

June 28

Trans 67
Cash sales 6,850.00

June 29

Trans 68
Cash sales 5,985.00

June  30

Trans 69
Cash sales 8,735.00

Trans 70
Paid salaries 54,488.08  Code 27.  This is the net amount of the payroll.  Gross pay was 83,331.20  The payroll came from the VE payroll program.  Employees are listed above with their rates of pay.  Each employee was paid for 160 hours for the month.  For tax purposes, each employee was single and claimed one exemption.

Trans 71.
Paid State Disabilities liability 416.66

1. Key the transactions into the spreadsheet.

2. Get totals from bottom of spreadsheet, by category.

3. Post these totals to the general ledger.

4. Take a trial balance to see that the books are still in balance after the postings.

5. Enter adjustments into the spreadsheet for Supplies.  See Balance sheet from May for beginning supplies inventory.  Ending inventory 800.00

6. Enter adjustments for prepaid insurance.  Enter 3200 for prepaid insurance.  Enter 10.00 next to previous adjustments.  This 10.00 is last month’s adjustment. Remember new Worker’s Comp policy was 3200/12 = 266.67 per month plus 10.00 from fire insurance policy.

7. Enter accumulated depreciation amounts.  These are the same as before. 

8. Calculate employer’s payroll taxes.  Remember that the employer must match the FICA, Medicare and then pay federal and state unemployment taxes for each pay period.  These entries will record these liabilities to be paid next month.  The totals are the same as last month.

9. Calculate adjustments to payroll.  Same as last month

10. Post these amounts to the general ledger.

11. Take a trial balance to see if books are still in balance after posting adjusting entries.

12. Go to Company information tab, Key in date and company name.  Using the same method as last month, determine the amount of ending inventory 

13. Print out an Income Statement.

14. Printout a Stockholders’ Equity statement

15. Print out a balance sheet.

16. Close the monthly books.

17. Print out a post-closing trial balance.

Exercise 25: Review Questions

1. What if the main customer base for Bromley’s _______________________

2. What are the named of some of Bromley’s suppliers? __________________

3. What three items are needed to set up a chart of accounts? _______________

4. What is the beginning cash balance? ________________________________

5. What is the amount of total assets on the beginning balance sheet? ________

6. What asset hast the largest value? ___________________________________

7. What is the total amount of liabilities and stockholder’s equity on the beginning balance sheet? ___________________________________________________

8. What two things designate all liability accounts? __________________

9. In the chart of accounts, how many expense accounts do we have? __________

10. How many asset accounts do we have? ________________________________

11. What are the debit and credit totals of the May trial balance? ______________

12. How much was spent of rent during the month of May? __________________

13. How much was salary expense, after adjustments, for the month of May? ______

14. What was the single largest expenditure for May? _________________________

15. What was the total amount of purchases for May? ________________________

16. What things are needed in the Company Information section? _______________

17. What are the three sections of a balance sheet? ___________________________

18. What type of balance does an expense account have? _____________________

19. What type of balance does a liability account have? ______________________

20. Revenue account has __________ balances.

21. According the accounting software, an account classified as C2, is what type of account? __________________________________________________________

22. What are the names of the buttons on the Setup General Ledger tab? _________________________________________________________________

23. If the account name is not in the selection of accounts list, what needs to be done? _________________________________________________________________

24. What information is obtained from a trial balance? ________________________

25. How can you see accounts not currently on the screen in the trail balance section? _________________________________________________________________

26. If a trial balance is not in balance, what steps should you follow? __________________________________________________________________

27. List the steps to post to an account? _____________________________________

28. What should you do after posting all the entries for the month? _______________

29. In our simulation, what accounts had to be adjusted? _______________________

30. What was the step that you completed after posting the adjusting entries? _______

31. What financial statements were prepared after the trial balance? _______________________________________________

32. What was the net income for May? _____________________________________

33. What was the net income for June? _____________________________________

Exercise 26: Modifications to Excel and General Ledger for a Service Business

If you have a service business, you can use the Excel file called Blank Template service business.  This template is similar to the one you just used for the Bromley’s simulation with a couple of exceptions. There is no sales tax and no purchases account.  Enter your beginning cash balance in cell J2.  Make sure that when setting up the Excel template for your own VE business that all account number match up in both the general ledger and the Excel template.  Look at the codes in the columns to help design your spreadsheet.  There are many ways to do this and the ones presented are only a sample of what you may want to use.
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