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Understanding the financial health of a corporation is fundamental for
stakeholders, management, and investors. One of the critical steps in the
accounting cycle is preparing the unadjusted trial balance at year-end. This
document provides a preliminary snapshot of a company's ledger balances
before adjusting entries are made, offering vital insights into the company's
financial position. In this comprehensive guide, we will explore what an
unadjusted trial balance entails, the typical accounts included for Johnson
Corporation, and how to compute key financial metrics based on this data.
Whether you're an accounting student, a financial analyst, or a business
owner, grasping these concepts is essential for accurate financial reporting
and decision-making.

What Is an Unadjusted Trial Balance?

An unadjusted trial balance is a list of all ledger account balances at the
end of an accounting period before adjusting entries are recorded. It serves
as a foundational step in the accounting cycle, ensuring that total debits
equal total credits, which is a fundamental accounting principle.

Key features of an unadjusted trial balance include:

- Complete listing of accounts: All accounts from the general ledger are
included.

- Pre-adjustment state: No adjustments for accrued revenues, expenses,
depreciation, or other adjustments have been made.

- Verification purpose: It helps in verifying the equality of debits and
credits and identifying potential errors.

Typical Accounts Included in Johnson
Corporation’s Unadjusted Trial Balance

For Johnson Corporation, the unadjusted trial balance at year-end typically
includes a variety of asset, liability, equity, revenue, and expense
accounts. The precise accounts may vary depending on the nature of the
business, but common accounts include:



Assets

- Cash

- Accounts Receivable

- Inventory

- Prepaid Expenses

- Property, Plant, and Equipment
- Accumulated Depreciation

Liabilities
- Accounts Payable
- Notes Payable

- Accrued Expenses
- Deferred Revenue

Equity

- Common Stock
- Retained Earnings

Revenues

- Sales Revenue
- Service Revenue

Expenses

- Cost of Goods Sold

- Salaries and Wages Expense
- Rent Expense

- Utilities Expense

- Depreciation Expense

- Advertising Expense

Preparing the Unadjusted Trial Balance for
Johnson Corporation

To prepare the unadjusted trial balance, follow these steps:

1. Gather Ledger Balances: Collect all the balances from the company's
general ledger accounts.

2. List Accounts and Balances: Create a trial balance worksheet, listing each
account along with its debit or credit balance.

3. Ensure Total Debits Equal Total Credits: Sum all debits and credits; the



totals should match.
4. Identify Discrepancies: If totals do not match, investigate and correct
errors before proceeding.

Sample Unadjusted Trial Balance for Johnson
Corporation

Below is a simplified example of what Johnson Corporation’s unadjusted trial
balance might look like at year-end:

| Account | Debit ($) | Credit ($) |
R AR REEEE LR PR e LR TR T REES
Cash | 50,000 | |
Accounts Receivable | 75,000 | |
Inventory | 120,000 | |
Prepaid Expenses | 10,000 | |
Property, Plant, and Equipment | 500,000 | |

Accumulated Depreciation | | 50,000 |
Accounts Payable | | 40,000 |

Notes Payable | | 150,000 |

Common Stock | | 200,000 |

Sales Revenue | | 400,000 |

Service Revenue | | 50,000 |
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| Retained Earnings | | 165,000 |
I

I

| Cost of Goods Sold | 250,000 | |

| Salaries and Wages Expense | 80,000 | |

| Rent Expense | 20,000 | |

| Utilities Expense | 5,000 | |

| Depreciation Expense | 10,000 | |

| Advertising Expense | 5,000 | |

| Total | 1,130,000| 1,130,000]|

This trial balance confirms that total debits equal total credits, providing
a suitable foundation for making adjustments.

Understanding Adjustments and Their Impact

While the unadjusted trial balance provides a snapshot of account balances,
it does not reflect the actual financial position after considering accrued
revenues, expenses, or depreciation. Adjusting entries are made to recognize
revenues and expenses in the correct accounting period, adhere to the
matching principle, and ensure accurate financial reporting.

Common adjustments include:

- Accruing revenues earned but not yet received



- Recognizing expenses incurred but not yet paid

- Recording depreciation on long-term assets

- Adjusting prepaid expenses to reflect consumed portions
- Recognizing deferred revenue that has been earned

Impact of adjustments:

- They alter the balances of various accounts, affecting the income statement
and balance sheet.

- They ensure compliance with Generally Accepted Accounting Principles
(GAAP) .

- They prepare the financial statements for accurate reflection of the
company's performance and position.

Calculating Financial Ratios from the Trial
Balance

After preparing and adjusting the trial balance, analysts often calculate key
financial ratios to assess Johnson Corporation’s financial health. These
ratios help in evaluating liquidity, profitability, and solvency.

1. Liquidity Ratios

- Current Ratio: Current Assets / Current Liabilities
- Quick Ratio: (Current Assets - Inventory) / Current Liabilities

2. Profitability Ratios

- Gross Profit Margin: (Sales Revenue - Cost of Goods Sold) / Sales Revenue
- Net Profit Margin: Net Income / Sales Revenue

3. Solvency Ratios

- Debt to Equity Ratio: Total Liabilities / Shareholders’ Equity
- Interest Coverage Ratio: Earnings Before Interest and Taxes (EBIT) /
Interest Expense

Calculating these ratios involves extracting relevant figures from the

adjusted trial balance and financial statements, providing insights into
operational efficiency and financial stability.

Conclusion: The Significance of the Unadjusted



Trial Balance for Johnson Corporation

The unadjusted trial balance is an indispensable tool in the accounting
process, serving as the first step toward accurate financial reporting. For
Johnson Corporation, compiling a comprehensive and accurate unadjusted trial
balance at year-end ensures that subsequent adjustments are based on reliable
data, ultimately leading to precise financial statements.

Key takeaways include:

- Ensuring all ledger accounts are accurately listed and summed.

- Recognizing the importance of making necessary adjustments to reflect true
financial performance.

- Using the trial balance as a foundation for calculating vital financial
ratios.

- Supporting strategic decision-making through reliable financial data.

By understanding the components and preparation of Johnson Corporation’s
unadjusted trial balance, stakeholders can better interpret financial health,
plan future activities, and ensure compliance with accounting standards.

Keywords: Johnson Corporation, unadjusted trial balance, year-end accounting,
financial reporting, trial balance accounts, accounting cycle, financial
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Frequently Asked Questions

What is the significance of the unadjusted trial
balance for Johnson Corporation at year-end?

The unadjusted trial balance provides a preliminary list of all account
balances before adjustments, helping to identify any discrepancies and
ensuring the ledger is balanced before preparing financial statements.

Which accounts are typically included in Johnson
Corporation's unadjusted trial balance at year-end?

Accounts generally include assets, liabilities, equity, revenues, and
expenses such as cash, accounts receivable, accounts payable, common stock,
retained earnings, sales revenue, and expenses like salaries and rent.



How do you compute the adjusted balances from
Johnson Corporation’s unadjusted trial balance?

Compute adjusted balances by recording necessary adjusting journal entries
for accrued, deferred, or estimated items, then updating the account balances
accordingly to reflect accurate financial positions.

What are common adjustments made after preparing
Johnson Corporation’s unadjusted trial balance?

Common adjustments include accruals for revenues earned but not yet received,
expenses incurred but not paid, depreciation, amortization, and deferrals for
income received or paid in advance.

Why is it important to include 'Compute The' in the
context of Johnson Corporation's trial balance
process?

Including 'Compute The' emphasizes the need to perform calculations on
account balances, adjustments, and totals to ensure accurate financial
reporting and to prepare the adjusted trial balance and financial statements.

Additional Resources
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Understanding the financial health of a company is a fundamental task for
stakeholders, investors, and management alike. At the core of this financial
analysis lies the trial balance—an essential ledger report that summarizes
all account balances before adjustments are made at the end of an accounting
period. Specifically, for Johnson Corporation, the unadjusted trial balance
provides a snapshot of the company's financial position before accounting
entries that adjust revenues, expenses, and other account balances are
recorded. This article offers a comprehensive review of Johnson Corporation's
unadjusted trial balance, elucidates the significance of each account, and
guides you through the process of computing key financial metrics derived
from this preliminary report.

Understanding the Unadjusted Trial Balance



Definition and Purpose

An unadjusted trial balance is a listing of all ledger account balances at
the end of an accounting period, prior to the posting of adjusting entries.
It serves several purposes:

- Verification of Ledger Accuracy: Ensures that total debits equal total
credits, maintaining the fundamental accounting equation.

- Foundation for Financial Statements: Acts as the initial step in preparing
financial statements such as the income statement and balance sheet.

- Error Detection: Highlights discrepancies or errors in ledger entries that
require correction through adjusting entries.

The unadjusted trial balance is, therefore, a vital preliminary report that
lays the groundwork for accurate financial reporting.

Structure of the Trial Balance

Typically, the trial balance is organized into columns, listing:

- Account Name
- Debit Balances
- Credit Balances

In Johnson Corporation’s case, the trial balance includes the following
accounts:

- Assets (e.g., Cash, Accounts Receivable, Inventory)
- Liabilities (e.g., Accounts Payable, Notes Payable)
- Equity (e.g., Common Stock, Retained Earnings)

- Revenues (e.g., Service Revenue)

- Expenses (e.g., Salaries Expense, Rent Expense)

Detailed Examination of Accounts Included in
Johnson Corporation’s Trial Balance

Assets

Assets represent resources owned by Johnson Corporation that are expected to
provide economic benefits. Typical accounts include:

- Cash: Liquidity held in bank accounts or petty cash.



- Accounts Receivable: Money owed by customers for services rendered or
products sold.

- Inventory: Goods available for sale.

- Prepaid Expenses: Payments made in advance, such as insurance or rent.
- Property, Plant, and Equipment: Long-term assets like buildings and
machinery.

Each asset account should ideally have a debit balance, reflecting resources
controlled by the company.

Liabilities

Liabilities are obligations owed to external parties, settled through the
transfer of assets. Common liability accounts include:

- Accounts Payable: Amounts owed to suppliers.

- Notes Payable: Formal loans or promissory notes.

- Accrued Expenses: Expenses incurred but not yet paid.

- Unearned Revenue: Payments received before services are rendered.

Liability accounts typically carry credit balances, indicating obligations to
pay.

Equity

Equity accounts denote the residual interest in the assets after deducting
liabilities. Major accounts include:

- Common Stock: The value of shares issued to shareholders.
- Retained Earnings: Cumulative net income retained in the business.

- Dividends: Distributions to shareholders, which reduce retained earnings.

Equity accounts generally have credit balances.

Revenues and Expenses

Revenues and expenses measure the company's operational performance:
- Revenues: Income generated from services or sales.
- Expenses: Costs incurred to generate revenue, such as salaries, rent,

utilities, and supplies.

Revenues usually have credit balances, while expenses carry debit balances.



Computing Financial Metrics from the Unadjusted
Trial Balance

Once the trial balance is prepared, the next step involves computation of key
financial indicators and understanding their implications.

1. Trial Balance Totals

The initial calculation involves summing all debits and credits:

- Total Debits: Sum of all debit balances.
- Total Credits: Sum of all credit balances.

The fundamental check is whether these totals match, confirming that the

ledger is balanced. If they do not, errors such as double entries or omitted
figures are suspected.

2. Determining Net Income Before Adjustments

Net income (or net loss) provides insight into the company's profitability
before adjustments:

- Sum of Revenues: Total credits associated with revenue accounts.
- Sum of Expenses: Total debits associated with expense accounts.

Net Income = Total Revenues - Total Expenses
If revenues exceed expenses, the company reports a net income; otherwise, it

indicates a net loss. This figure sets the stage for further adjustments,
which often impact the final net income.

3. Calculating Total Assets and Liabilities

- Total Assets: Sum of all asset account balances (debit balances).
- Total Liabilities: Sum of all liability account balances (credit balances).

These totals help assess the company's leverage and liquidity position.

4. Computing Owner'’s Equity

Using the accounting equation:



Assets = Liabilities + Owner’s Equity
Rearranged to find owner’s equity:
Owner’s Equity = Assets — Liabilities

Alternatively, the sum of equity accounts as per the trial balance should
match this computed value, confirming internal consistency.

5. Analyzing Revenue and Expense Ratios

Ratios such as gross profit margin, operating margin, and expense ratios can
be derived from the figures in the trial balance, offering insights into
operational efficiency.

Implications and Next Steps in Financial
Reporting

Importance of Adjustments

The unadjusted trial balance does not reflect accrued revenues, accrued
expenses, depreciation, or other necessary adjustments. These are critical
for:

- Ensuring compliance with the matching principle.
- Presenting accurate financial statements.
- Providing stakeholders with reliable data.

For Johnson Corporation, the unadjusted trial balance serves as the starting
point for these adjustments.

Preparing Adjusting Entries

Common adjusting entries based on the trial balance include:

- Accruing unpaid expenses.

- Recognizing earned but unrecorded revenues.

- Adjusting for depreciation of fixed assets.

- Recording prepaid expenses that have been used.



Once adjustments are made, an adjusted trial balance is prepared, which forms
the basis for the final financial statements.

Final Financial Statements

The adjusted trial balance enables the creation of:

- Income Statement: Reflects revenues and expenses, culminating in net income
or loss.

- Balance Sheet: Shows assets, liabilities, and owner’s equity at year-end.

- Statement of Cash Flows: Details cash inflows and outflows, derived from
various account changes.

These reports are vital for decision-making by stakeholders and for
regulatory compliance.

Analytical Insights and Strategic
Considerations

Financial Health Assessment

By analyzing the totals and ratios derived from Johnson Corporation’s trial
balance, stakeholders can evaluate:

- Liquidity: Can the company meet short-term obligations?
- Solvency: What is the company's leverage and long-term stability?
- Profitability: How effectively is the company generating net income?

Identifying Areas for Improvement

Discrepancies or unusual account balances could signify operational
inefficiencies or potential risks. For example:

- Excessive accounts receivable suggest collection issues.
- High liabilities relative to assets may indicate over-leverage.
- Low or declining retained earnings hint at profitability challenges.



Strategic Planning

Accurate interpretation of the trial balance informs strategic decisions such
as:

- Investment in new assets.
- Cost management initiatives.
- Financing options and capital structure adjustments.

Conclusion

The unadjusted trial balance for Johnson Corporation is more than a mere
ledger report; it is a critical tool that encapsulates the company's
financial snapshot at year-end. By thoroughly examining each account,
verifying balances, and performing key computations, stakeholders gain
invaluable insights into the company’s operational state and financial
stability. While adjustments are necessary to reflect the true financial
position and performance, the trial balance remains the foundation of
reliable financial reporting. As Johnson Corporation progresses toward
closing its books, understanding and analyzing this preliminary report
ensures that subsequent financial statements are accurate, comprehensive, and
reflective of the company’s real economic condition. Ultimately, mastering
the nuances of the unadjusted trial balance empowers management to make
informed decisions that drive sustainable growth and financial integrity.
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