NOTES FOR CHAPTER 3
The First 5 Steps of the Accounting Cycle are:

1. Journalize

2. Post to Ledger

3. Prepare a Trial Balance

4. Prepare an Income Statement

5. Prepare a Balance Sheet

The Income Statement is for a period of time and consists of Revenue minus Expenses.

Add Net Income from the Income Statement to Retained Earnings on the Balance Sheet.

Balance Sheet is for a specific date and consists of Assets, Liabilities and Owners Equity.

	The Rules of Debits and Credits are as follows:



	Account Type


	Examples
	Debits
	Credits



	Assets
	Cash 
Account Receivable Equipment

	+
	-

	Liabilities
	Account Payable

Note Payable
	-
	+


	Owners Equity
	(see below)
	-
	+

	Accounts that make Owners Equity go up increase with Credits.
Ex. Capital Stock and Revenues go up with Credits.
Accounts that make Owners Equity go down increase with Debits.
Ex: Dividends and Expenses go up with Debits.




