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Sage Accpac International, Inc. License Agreement for
Simply Accounting by Sage Products

IMPORTANT - PLEASE READ CAREFULLY THE FOLLOWING
TERMS AND CONDITIONS:

This Sage Accpac License Agreement for Simply Accounting by Sage Accpac Products (this
“Agreement”) is a legal agreement between you or the company that you are authorized to
represent (“You”) and Sage Accpac International, Inc. (“Sage Accpac 7). This Agreement
governs your use of the accompanying Simply Accounting computer software programs and all
documentation (printed and electronic manuals, guides, bulletins and online help) and any
modifications, updates, revisions or enhancements received by You from Sage Accpac or its
dealers (the ‘“Program”). You acknowledge and accept the terms and conditions of this
Agreement by installing this computer software.

IF YOU DO NOT AGREE WITH THESE TERMS, YOU SHOULD IMMEDIATELY CANCEL
THE INSTALLATION PROCESS AND RETURN THE PACKAGE AND ITS CONTENTS TO
SAGE ACCPAC IN ACCORDANCE WITH SAGE ACCPAC’S RETURN POLICY.

Registration and activation of your license for the Program with Sage Accpac is required. Student
and Evaluation versions must be registered upon your first use of the Program, otherwise, You
have thirty (30) days after your first use of the Program to register and activate your product or the
Program will stop functioning until You register and activate your product.

1. GRANT OF LICENSE.

Subject to your compliance with all terms of this Agreement, Sage Accpac hereby grants to You a
limited, nontransferable, non-exclusive license to use the Program under the terms stated in this
Agreement for use in your business or profession. The grant of rights hereunder to the Program is
not a sale of the Program or any portion thereof and does not convey any rights of ownership in
the Program. Sage Accpac reserves all rights not expressly granted by this Agreement and You
hereby acknowledge that all title and ownership of the Program and all associated intellectual
property rights are and shall remain with Sage Accpac.

2. LICENSE RESTRICTIONS.
You agree to the following restrictions:

(a)  You may not make copies, translations or modifications of or to the Program or any portion
thereof, except You may install one (1) copy of the Program for backup purposes in support of
your use of the Program. You may install a second copy of the Program for use on either (i) your
home computer; or (ii) a portable computer that You own or use in your business or profession, to
the extent that such computer is used by You as a secondary computer. You must reproduce all
copyright, trademark, trade secret and other proprietary notices on any such copies of the Program.
All copies of the Program are subject to the terms and conditions of this Agreement.



(b)  You may not install more than one (1) Program on any Client Device (as defined below).

(c)  If You have licensed a single-user version of the Program, the Program shall be used and
accessed solely in accordance with a single-user arrangement, which means that the Program and
any data stored on a local area network is accessed by one user at a time on a total of one
computer or workstation, or personal digital assistant, pager, “smart phone” or one such other
electronic device (a “Client Device”), which You own or use in your business or profession and
for which the Program is designed to operate. The component parts of the Program may not be
used individually or jointly in full or in part on more than one Client Device, unless otherwise set
forth herein.

(d) If You have licensed a multi-user version of the Program, the Program shall be used and
accessed solely in accordance with a multi-user arrangement, which means that the Program and
any data stored on a local area network may be accessed by multiple licensed users concurrently.
If You have licensed a Multi-user License Pack (the right to install the Program on more than one
Client Device and the right to access the same data concurrently from more than one Client
Device, up to a pre-defined limit), You may install the Program on separate Client Devices up to
the number of licenses that You have purchased, but not more than the pre-defined limit and You
may access the same data concurrently up to that same number of licenses or predefined limit
You also have the right to use the multi-user version of the Program on a local area network
provided the number of Client Devices permitted to access the Program concurrently corresponds
to the number of licenses You have purchased up to a pre-defined limit.

Use of software, hardware or services that bypass any Program license restrictions and/or
reduce the number of Client Devices, concurrent users and/or seats, as may be applicable,
accessing or utilizing the Program (e.g., “multiplexing,” “pooling,” or third party add on software
or hardware) expressly does not reduce the number of licenses required (i.e., the required number
of licenses would equal the number of distinct inputs to the multiplexing or pooling software or
hardware “front end”). If the number of Client Devices, concurrent users and/or seats that can
potentially connect to the Program exceeds or has the potential to exceed the number of licenses
You have obtained, then You must have a reasonable self-enforcing automatic mechanism in place
to ensure that Your use of the Program does not exceed the use limits specified for the license You
have obtained.

Notwithstanding the foregoing, if the Program is hosted under the auspices of an authorized
Sage Accpac Hosting Partner, it may be installed on server hardware located at premises under
the exclusive or primary control of such Hosting Partner or its agent. You may not use or permit
any parent, affiliate, subsidiary or any other third parties to benefit from the use or functionality of
the Program, either directly or via a facility management, timesharing, service bureau or any other
arrangement; provided, however, that You may use the Program, as provided herein, to process the
data of an affiliate or subsidiary of which You own more than fifty percent (50%); provided,
however, You may not exceed the number of datasets specified on the applicable product
packaging or accompanying documentation.



(e)  If the Program You have licensed is a Not for Resale version (an “NFR Version”), your
license is for your individual use and for demonstration, marketing, promotional, end user support,
training and/or development purposes, each to the extent permitted, and/or required under the
applicable Sage Accpac Premier Advisor (formerly Solution Provider), Authorized Consultant
(formerly Certified Consultant) or other applicable agreements between You and Sage Accpac
(the “Other Sage Accpac Agreements”). Use of the NFR Version is limited to not more than the
number of licenses You have acquired.

(f)  If the Program You have licensed is a student version (a “Student Version”), your license
is solely for your individual use for educational purposes. Use of the Student Version is limited to
fourteen (14) months from date of registration.

(g) If the Program You have licensed is an educational version (an “Educational Version”),
your license is solely for your use for educational purposes. Use of the Educational Version is
limited to the number of licenses that you have acquired pursuant to you Educational Site License
Agreement.

(h)  Ifthe Program You have licensed is an evaluation version (an “Evaluation Version”), your
license is solely for your individual use for evaluation purposes. The Evaluation Version may be
used for sixty (60) days.

(i)  If the Program You have licensed is the Monthly Service Plan, You agree that Your license
rights are contingent on Your timely monthly payments of the license fee for the eleven months
following product registration. You must provide a valid credit card upon registration to which
Your eleven monthly payments will be charged. If Your credit card expires during Your eleven-
month payment period, it is Your responsibility to provide an updated valid credit card. In the
event You miss a payment, make a late payment, stop payment or dispute the charge on Your
credit card before all eleven payments have been made, Your rights under this license agreement
will terminate and You will be required to immediately stop using the Program. In addition, Sage
Accpac will initiate collections action against you for the balance owed at the time the payments
stop. Please note that your credit card will continue to be charged after your 1lmonths of
payments until you cancel your Monthly Service Plan.

3. LIMITED WARRANTY.

(a)  The following limited warranty applies to You only if You are the original licensee of the
Program. Sage Accpac warrants that the Program substantially conforms to the specifications
contained in the User Guide that was included in the original packaging or is found in the Help
menu of, your Simply Accounting software (the “Documentation”) for a period of sixty (60) days
from your purchase, as evidenced by your receipt (the “Limited Warranty Period”), provided
that the Program is used on the Client Device for which it was designed. Sage Accpac further
warrants that the media on which the Program is furnished will be free from defects in material or
workmanship for the Limited Warranty Period. Receipt of revisions or upgrades to the Program
shall not restart or otherwise affect the warranty period for previously delivered copies. Sage
Accpac does not represent or warrant that your use of the Program will be uninterrupted or error
free.



(b)  Provided You notify Sage Accpac in writing during the Limited Warranty Period of a
substantial non-conformity between the Documentation and the Program, and if Sage Accpac is
able to replicate and verify that such substantial non-conformity exists, Sage Accpac shall replace
or correct the Program, at Sage Accpac’s sole option, so that the Program substantially conforms
to the specifications or replace the defective media, as the case may be, or You may return all
copies of the Program and Sage Accpac shall remit to You the license fee You paid, up to the
amount of Sage Accpac’s suggested list price for the Program. This Section 3(b) states your
SOLE AND EXCLUSIVE REMEDY for any breach of warranty hereunder.

(c) No employee, agent or representative of Sage Accpac, nor any reseller (including the
person or company who sold You the Program) or any other third party, is authorized to make any
warranty with respect to the Program, except those expressly stated in Sections 3(a) and 3(b) of
this Agreement, and You may not rely on any such unauthorized warranty.

4. DISCLAIMER OF WARRANTIES.

(a) The foregoing warranties and remedies are exclusive. EXCEPT FOR THE EXPRESS
WARRANTIES PROVIDED IN SECTIONS 3(a) AND 3(b) OF THIS AGREEMENT, THE
PROGRAM IS PROVIDED ON AN “AS IS” BASIS AND SAGE ACCPAC DISCLAIMS ALL
OTHER WARRANTIES, EXPRESS OR IMPLIED, WITH RESPECT TO THE PROGRAM
AND ANY SERVICES FURNISHED IN CONNECTION WITH THIS AGREEMENT. SAGE
ACCPAC DOES NOT WARRANT THAT THIS SOFTWARE IS FREE OF BUGS, VIRUSES,
IMPERFECTIONS, ERRORS, OR OMISSIONS. SAGE ACCPAC SPECIFICALLY
DISCLAIMS AND EXCLUDES ANY IMPLIED WARRANTIES, INCLUDING WITHOUT
LIMITATION: (I) OF MERCHANTABILITY; (Il) FITNESS FOR A PARTICULAR PURPOSE,;
(IIT) OF NON-INFRINGEMENT; OR (IV) ARISING FROM COURSE OF PERFORMANCE,
COURSE OF DEALING OR USAGE OF TRADE. IF YOU ARE ACTING AS A CONSUMER,
SOME STATES DO NOT ALLOW THE EXCLUSION OF IMPLIED WARRANTIES, SO THE
FOREGOING MAY NOT APPLY TO YOU.

(b) SAGE ACCPAC SHALL NOT BE LIABLE FOR ANY CLAIMS OR DAMAGES
CAUSED BY THE OPERATION OF THE PROGRAM ON OTHER THAN THE COMPUTER
AND OPERATING SYSTEM IDENTIFIED IN THE DOCUMENTATION, ACTS OF ABUSE
OR MISUSE BY YOU OR MODIFICATIONS OR UNAUTHORIZED REPAIRS. SAGE
ACCPAC SHALL NOT BE LIABLE FOR ANY LOSS OR DAMAGE IN CONNECTION
WITH OR ARISING OUT OF THE INTERRUPTION OR LOSS OF USE OF THE PROGRAM
OR ANY OTHER ITEMS OR SERVICES PROVIDED BY SAGE ACCPAC.

(¢)  YOU ACKNOWLEDGE THAT ANY DATA ENTRY, CONVERSION OR STORAGE IS
SUBJECT TO THE LIKELIHOOD OF HUMAN AND MACHINE ERRORS, MALICIOUS
MANIPULATION, OMISSIONS, DELAYS, AND LOSSES, INCLUDING, BUT NOT
LIMITED TO, INADVERTENT LOSS OF DATA OR DAMAGE TO MEDIA THAT MAY
RESULT IN LOSS OR DAMAGE TO YOU AND/OR YOUR PROPERTY, AND/OR YOUR
DETRIMENTAL RELIANCE ON MALICIOUSLY MANIPULATED DATA. SAGE ACCPAC
SHALL NOT BE LIABLE FOR ANY SUCH ERRORS, OMISSIONS, DELAYS, OR LOSSES.



YOU ARE RESPONSIBLE FOR ADOPTING REASONABLE MEASURES TO LIMIT THE
IMPACT OF SUCH PROBLEMS, INCLUDING BACKING UP DATA, ADOPTING
PROCEDURES TO ENSURE THE ACCURACY OF INPUT DATA, EXAMINING AND
CONFIRMING RESULTS PRIOR TO USE, ADOPTING PROCEDURES TO IDENTIFY AND
CORRECT ERRORS AND OMISSIONS, REPLACING LOST OR DAMAGED MEDIA, AND
RECONSTRUCTING DATA. IF YOU LICENSED A STUDENT VERSION, YOU
ACKNOWLEDGE AND UNDERSTAND THAT: (I) THE STUDENT VERSION MAY BE
USED FOR EDUCATIONAL PURPOSES ONLY; (II) THAT THE STUDENT VERSION
SHALL BE OPERABLE ONLY FOR 14 MONTHS; AND (III) THAT DATA OR OTHER
INFORMATION USED WITH, PROCESSED BY AND/OR STORED IN CONJUNCTION
WITH THE STUDENT VERSION MAY BE CONVERTED IF YOU UPGRADE TO THE PRO,
PREMIUM, OR ACCOUNTANTS’ EDITION OF THE FULL RETAIL PRODUCT UPON
TERMINATION OF THIS AGREEMENT. IF YOU LICENSED AN EVALUATION
VERSION, YOU ACKNOWLEDGE AND UNDERSTAND THAT: (IV) THE EVALUATION
VERSION MAY BE USED FOR EVALUATION PURPOSES ONLY; (IX) THE
EVALUATION VERSION SHALL BE OPERABLE ONLY FOR SIXTY (60) DAYS; AND (X)
UPON EXPIRATION OF THE EVALUATION PERIOD, ANY DATA OR OTHER
INFORMATION USED WITH, PROCESSED BY AND/OR STORED IN CONJUNCTION
WITH THE EVALUATION VERSION MAY BE CONVERTED IF YOU UPGRADE TO THE
STUDENT VERSION OR THE BASIC, PRO, PREMIUM, OR ACCOUNTANTS’ EDITION OF
THE FULL RETAIL PRODUCT.

(d) ANY SAGE ACCPAC PREMIER ADVISOR OR AUTHORIZED CONSULTANT OR
ANYRESELLER, INSTALLER OR CONSULTANT IS NOT AFFILIATED WITH SAGE
ACCPAC IN ANY CAPACITY OTHER THAN AS A RESELLER, INSTALLER OR
CONSULTANT OF SAGE ACCPAC’S PRODUCTS AND HAS NO AUTHORITY TO BIND
SAGE ACCPAC OR MODIFY ANY LICENSE OR WARRANTY. SAGE ACCPAC MAKES
NO REPRESENTATIONS, WARRANTY, ENDORSEMENT OR GUARANTEE WITH
RESPECT TO THE SKILLS OR QUALIFICATIONS OF ANY SAGE ACCPAC PREMIER
ADVISOR OR AUTHORIZED CONSULTANT OR ANY RESELLER, INSTALLER OR
CONSULTANT AND YOU ARE ENCOURAGED TO INDEPENDENTLY INVESTIGATE
THEIR SKILLS AND QUALIFICATIONS.

5. DISCLAIMER REGARDING LINKS TO EXTERNAL SITES.

The Program includes links to other Web sites on the Internet that are owned and operated by third
parties not under the control of Sage Accpac. Sage Accpac provides the links for your
convenience only and does not provide a warranty of any type regarding the actions of such third
parties or the security of information sent to such third parties while You are using their Web sites.
Under no circumstances shall Sage Accpac, or its subsidiaries or affiliates, be responsible or liable
in any way for the availability of services or products offered, or the content located on or through,
any such third party’s Web site.

6. EXPORT RESTRICTIONS.



You shall abide by all foreign and United States federal, state and local laws, ordinances, rules and
regulations applicable to the transactions contemplated hereunder. You agree to comply to the
extent applicable with the United States Export Administration regulations, the International
Traffic in Arms regulations and any regulations or licenses administered by the Department of the
Treasury's Office of Foreign Assets Control

7. SUPPORT.

Sage Accpac disclaims any responsibility to provide any customer support except as may be
agreed under a separate agreement to render support services. Upon registration of the Program
You will receive thirty (30) days of free customer support, provided that the Program is registered
within thirty (30) days of your payment of the license fee, as evidenced by your receipt. All other
support requires purchase of a support option, as outlined in any special offers that Sage Accpac
may from time to time send You, or may be found on the Simply Accounting Web site at
www.simplyaccounting.com. Sage Accpac does not provide free customer support for the
Evaluation Version, NFR Version, Student Version, or versions for Educational Purposes..

8. TERMINATION OF SUPPORT AND OTHER SERVICES.

Software has a limited useful life for various reasons including changes in technology. You are
free to decide and responsible for deciding when to upgrade the Program. Sage Accpac reserves
the right to terminate Customer Support and all other services applicable to the Program in the
event that the Program has become inoperable or incompatible with current operating systems,
hardware, add-on products, product updates and services or other technologies. To obtain up-to-
date information regarding which products, releases and related services are currently supported,
contact a customer service representative. If you are not operating a supported release or service,
it may be necessary to license an upgrade or replacement product or service in order to continue to
receive Customer Support and/or other updates. Any updates licensed by You are considered part
of the Program and subject to the terms and conditions of this Agreement, except to the extent a
separate license agreement is provided in connection with such update. Any replacement products
or upgrades will be governed by a separate agreement.

9. OWNERSHIP RIGHTS.

(a) The Program is protected by United States patent, copyright laws and other intellectual
property laws, and international treaty provisions. Sage Accpac and its third party licensors, if
any, retain all title to and, except as expressly and unambiguously licensed herein, all rights and
interest in: (i) the Program, including, but not limited to, all copies, versions, customizations,
compilations and derivative works thereof (by whomever produced) and all related
Documentation; (ii) the Sage Accpac trademarks, service marks, trade names, icons and logos; and
(iii) any and all copyright rights, patent rights, trade secret rights and other intellectual property
and proprietary rights throughout the world in the foregoing. You acknowledge that your
possession, installation, or use of the Program does not transfer to You any ownership, title, or
registrable interest of any kind to the intellectual property in the Program, and that You will not
acquire any rights to the Program except as expressly set forth in this Agreement. You agree that



all backup, archival, or any other type of copies of the Program will contain the same proprietary
notices that appear on and in the Program.

(b)  Should You decide to submit any materials to Sage Accpac via electronic mail, through or
to Sage Accpac Web site(s), or otherwise, whether as feedback, data, questions, comments, ideas,
concepts, techniques, survey responses, suggestions or the like, You agree that such submissions
are unrestricted and shall be deemed non-confidential upon submission. You grant to Sage
Accpac and its assigns a non-exclusive, royalty-free, worldwide, perpetual, irrevocable license,
with the right to sublicense, to use, copy, transmit, distribute, create derivative works of,
commercialize, display and perform such submissions.

10. RECOMMENDED ENVIRONMENT.

This Program has been designed to work optimally in the environment documented within the
Documentation. Any defects, inconsistencies or issues arising out of operating outside the
parameters set forth therein may not be supported by Sage Accpac and may require You to pay
additional maintenance/upgrade costs to Sage Accpac to rectify.

11.  HIGH RISK ACTIVITIES.

The Program is not fault-tolerant and is not designed or intended for use in hazardous
environments requiring fail-safe performance, including without limitation, in the operation of
nuclear facilities, aircraft navigation or communication systems, air traffic control, weapons
systems, direct life-support machines, or any other application in which the failure of the Program
could lead directly to death, personal injury, or severe physical or property damage (collectively,
“High Risk Activities”). Sage Accpac expressly disclaims any express or implied warranty of
fitness for High Risk Activities.

12.  LIMITATION OF LIABILITY.

BECAUSE SOFTWARE IS INHERENTLY COMPLEX AND MAY NOT BE FREE FROM
ERRORS, YOU ARE ADVISED TO VERIFY THE WORK PRODUCED BY THE PROGRAM.
TO THE FULLEST EXTENT PERMITTED BY LAW, SAGE ACCPAC'S LIABILITY TO YOU
FOR ANY DAMAGES OR LOSSES ARISING HEREUNDER, WHETHER BASED IN
CONTRACT, TORT OR OTHERWISE, SHALL BE LIMITED TO AND NOT EXCEED THE
GREATER OF THE AMOUNT OF LICENSE AND SUPPORT FEES PAID BY YOU TO SAGE
ACCPAC, OR SAGE ACCPAC’S SUGGESTED LIST PRICE FOR USE OF THE PROGRAM.
TO THE FULLEST EXTENT PERMITTED BY LAW, SAGE ACCPAC SHALL NOT BE
LIABLE FOR ANY SPECIAL, CONSEQUENTIAL, INCIDENTAL OR INDIRECT
DAMAGES, INCLUDING BUT NOT LIMITED TO, LOSS OF TIME, LOSS OF GOODWILL,
LOSS OF CONFIDENTIAL OR OTHER BUSINESS INFORMATION, LOSS OF
ANTICIPATED PROFITS, REVENUE OR DATA, OR COSTS INCURRED IN CONNECTION
WITH OBTAINING SUBSTITUTE SOFTWARE, FOR BUSINESS INTERRUPTION, WORK
STOPPAGE OR COMPUTER FAILURE OR MALFUNCTION EVEN IF SAGE ACCPAC HAS
BEEN ADVISED OF THE POSSIBILITY OF SUCH LOSS OR DAMAGE. Sage Accpac will



have no responsibility for the Program if any portion of the Program has been modified, lost,
stolen or damaged by accident, abuse or misapplication.

13.  UNITED STATES GOVERNMENT.

If the Program is to be provided under a U.S. Government contract, the U.S. government’s right to
use, modify, reproduce, release or disclose the Program is subject to restrictions set forth in
subparagraph (c)(1)(ii) of The Rights in Technical Data and Computer Software clause at DFARS
252.227-7013 or subparagraphs(c)(1) and (2) of the Commercial Computer Software - Restricted
Rights at 48 CFR 52-227-19, as applicable.

14.  TERM AND TERMINATION.

(a) This Agreement shall commence on the date You install the Program and shall continue
until the earlier of: (i) the date it is terminated in accordance with the terms herein; (ii) your
acceptance of a superseding license agreement; or (iii) the expiration of the trial period, if
applicable.

(b)  This license, and all of Sage Accpac's obligations hereunder, automatically terminate if You
fail to comply with any provision of this Agreement. Upon the termination or expiration of this
Agreement for any reason whatsoever: (i) the license granted hereunder shall immediately cease;
and (ii) You shall immediately stop using the Program in any way and, within ten (10) days after
the effective date of expiration or termination deliver to Sage Accpac, or certify that You have
destroyed all copies of the Program.

(¢) If You licensed an NFR Version or Educational Version, this Agreement is effective unless
and until You or Sage Accpac terminates the Agreement in accordance with the terms set forth
herein or the terms set forth in your Other Sage Accpac Agreements or upon the earlier
termination or expiration of your Other Sage Accpac Agreements.

(d) If you licensed a Student Version, this Agreement is effective for a term of fourteen (14)
months, unless sooner terminated by You or Sage Accpac in accordance with the terms set forth
herein.

(e) If You licensed an Evaluation Version, this Agreement is effective for a period
commencing on the first date the Program is downloaded, installed or first run for a term of sixty
(60) days, unless sooner terminated by You or Sage Accpac in accordance with the terms set forth
herein.

15.  MISCELLANEOUS.

(a)  As auser of the Program, You assume the responsibility for the selection of the Program as
being appropriate for your purposes. You understand and agree that: (i) You are solely
responsible for the content and accuracy of all reports and documents prepared with the Program;
(i1) using the Program does not relieve You of any professional obligation concerning the
preparation and review of such reports and documents; (iii) You do not rely upon Sage Accpac or
the Program for any advice or guidance regarding the appropriate tax treatment of items reflected



on such reports or documents; (iv) You will review any calculations made by using the Program
and satisfy yourself that those calculations are correct; and (v) Sage Accpac's support service is
designed to offer technical support for issues regarding the features and functionality of this
Program in the recommended operating environments only.

(b) To the fullest extent permitted by law and consistent with valid entry into a binding
agreement, the controlling language of this Agreement is English and any translation you have
received has been provided solely for your convenience. In the event You have entered into this
Agreement by means of the display of a translated version of this Agreement in a language other
than U.S. English, you may request a U.S. English language version of this Agreement by notice
to Sage Accpac. To the fullest extent permitted by law, all correspondence and communication
between You and Sage Accpac under this Agreement must be in English language. The exclusive
judicial forum for any action that You bring to enforce this Agreement shall be an appropriate
federal or state court located in Georgia. The exclusive forum for any action that Sage Accpac
brings to enforce this Agreement shall be an appropriate federal, state or provincial court in the
state or province, as applicable, in which You have your principal place of business. In either
case, this Agreement shall be governed by the internal laws of the forum state without regard to
the conflict of laws provisions thereof.

(c)  This Agreement allocates risk between You and Sage Accpac as authorized by applicable
law, and pricing of Sage Accpac’s products reflects this allocation of risk and the limitation of
liability contained in this Agreement. In the event that any provision of this Agreement is found
invalid or unenforceable pursuant to judicial decree, the remainder of this Agreement shall be
valid and enforceable according to its terms.

(d)  The Sage Accpac logo, Simply Accounting and the Simply Accounting logo are registered
trademarks or trademarks of Sage Accpac SB, Inc. or its affiliated entities. For an up-to-date list
of copyright and trademark statements, refer either to the copyright page of the Program User
Guide or the Help About Simply Accounting window within the Program. Other product names
mentioned may be service marks, trademarks, or registered trademarks of their respective owners
and are hereby acknowledged.

(e)  No failure or delay of either party to exercise any rights or remedies under this Agreement
shall operate as a waiver thereof, nor shall any single or partial exercise of the same or other rights
or remedies preclude any further or other exercise of the same or other rights or remedies, nor
shall any waiver of any rights or remedies with respect to any circumstances be constructed as a
waiver thereof with respect to any other circumstances.

()  Quebec. With regard to Quebec, the parties declare that they have required that this
Agreement and all documents related hereto, either present or future, be drawn up in the English
language only. Les parties déclarent par les présentes qu'elles exigent que cette entente et tous les
documents y afférents, soit pour le présent ou l'avenir, soient rédigés en langue anglaise
seulement.

(g) Sections 12 (Limitation of Liability), 14(b) (Term & Termination), 15(b) (Governing Law)
and this Section 15(g) shall survive the expiration or termination of this Agreement.



(h) This Agreement constitutes the entire agreement between You and Sage Accpac with
respect to the subject matter hereof, and supersedes all proposals, oral or written, and all other
communications between the parties with respect to such subject matter. This Agreement shall not
be modified, except by written agreement signed by the parties hereto. Sage Accpac shall not be
bound by or liable to You for any pre-existing or contemporaneous written or oral representations
or warranties, made by anyone, with respect to the Software Product, including any Sage Accpac
Premier Advisor or Authorized Consultant or distributor or reseller or their respective agents,
employees, or representatives.

(1) Sage Accpac shall not be liable for and shall be excused from any failure to deliver or
perform or for delay in delivery or performance due to causes beyond its reasonable control,
including but not limited to, work stoppages, shortages, civil disturbances, terrorist actions,
transportation problems, interruptions or power or communications, failure or suppliers or
subcontractors, natural disasters or other acts of God.

(G)  All notices given hereunder shall be in writing and sent by overnight courier or delivered in
person: (i) if to Sage Accpac, to Sage Accpac, Legal Department, 1505 Pavilion Place, Norcross,
Georgia 30093; and (ii) if to You, to the address You indicated upon your registration of the
Program.

(k)  You authorize Sage Accpac to send You information, including but not limited to
marketing and promotional material, via facsimile, email, telephone, and other reasonable means.
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Chapter 1
Listing the Things a Business
Owns and Owes

This chapter discusses starting a company, and the relationship
between the things a company owns and the money it owes.

Starting a Business

Jim Brown quits his job and starts his own company to do small
construction contracts. The company is called National
Construction and is a proprietorship. A proprietorship is a
business which keeps accounting records separate from those of
its owner but is not legally separate from its owner. On
February 1, 1995, Brown deposits $50,000 in National
Construction's bank account.

The financial position of the company is a summary of what it
owns and the claims against the things that it owns on the
date of the summary. It can be compared to a snapshot that
shows the position at a specific point in time.

National Construction
February 1, 1995

Things Owned: Claims Against Things Owned:
Cash in Bank $50,000 Jim Brown $50,000

On February 2, National Construction pays cash to buy a dump
truck that costs $10,000. This makes the company's list of things
owned and claims against things owned look like this:
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Starting a Business

National Construction
February 2, 1995

Things Owned: Claims Against Things Owned:
Cash in Bank $40,000 Jim Brown $50,000
Truck 10,000

Brown gets his first contract, but to complete it he needs to buy
another truck. It costs $12,000, and on February 3 he convinces
his banker to lend National Construction the money to buy it.
The loan is for a five-year term. National Construction now has
more trucks, but a new category is needed to describe the
bank's claim:

National Construction
February 3, 1995

Things Owned: Claims Against Things Owned:
Cash in Bank $40,000 Bank Loan $12,000
Trucks 22,000 Jim Brown 50,000

Everything the company owns was paid for with either the
bank's money or the money invested by the owner. Notice that
the value of the things owned equals the value of the claims
against things owned. This relationship is always true, and is
the basis for the entire accounting process:

Things Owned = Claims Against Things Owned

Let's look at another example. On February 4, National
Construction buys $1,000 worth of maintenance supplies for the
trucks and the supplier gives National 30 days to pay. Amounts
owed to a supplier who has given you credit are called accounts
payable.
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Here is the updated summary:

National Construction
February 4, 1995

Things Owned: Claims Against Things Owned:
Cash in Bank $40,000 Accounts Payable $ 1,000
Trucks 22,000 Bank Loan 12,000
Maintenance Supplies _1,000 Jim Brown 50,000

63,000 63,000

"Things owned" still equal the "claims against things owned,"
and the changes which were made resulted in an increase of the
same size to both the things owned and the claims against
things owned. Because this summary always balances, we call
this summary of things owned and claims against things owned
a balance sheet. On the balance sheet, things owned are listed
on the left, and claims against things owned on the right.

The claims against things owned are made by two groups of
people: the owner, and others. In law, the owner does not get
his investment back until others have been paid back. For this
reason, it makes sense to break the claims into two groups, with
claims by others ranked first:

National Construction
Balance Sheet
February 4, 1995

Things Owned: Claims Against Things Owned:
Cash in Bank $ 40,000 Accounts Payable  $ 1,000
Trucks 22,000 Bank Loan 12,000
Maintenance Supplies _1,000 13,000

$ 63,000 Claims by Owner:
Jim Brown 50,000
$ 63,000

You are now ready to go to Chapter 2 to find out more about
the balance sheet.
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Chapter 2
The Balance Sheet

This chapter discusses a company's assets, liabilities, and
equity, and shows how changes in any one of these affect the
other two.

Assets, Liabilities and Equity

Things owned by the company are called assets. Claims by
others are called liabilities. If the owner wants to get back his
investment, he must sell the assets and pay off the liabilities.
What is left over is the owner's equity in the company. The
balance sheet is now presented with the new words:

National Construction
Balance Sheet
February 4, 1995

Assets: Liabilities:
Cash in Bank $ 40,000 Accounts Payable $ 1,000
Trucks 22,000 Bank Loan 12,000
Maintenance Supplies _1,000 13,000
$63.000 Equity:
Jim Brown 50,000

Our statement "Things Owned = Claims Against Things
Owned" can now be rewritten:

Assets = Liabilities + Equity

This statement is the basis of accounting and is accounting's
single most important concept. It is called the accounting
equation.
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ities and Equiity

Changes in Assets, Liabilities and Equity

Since assets equal liabilities plus equity, we know that if assets
increase, then liabilities plus equity must increase by the same
amount. The accounting equation can also be used to say that
changes in assets equal changes in liabilities plus changes in
equity.

Here are some more examples so we can see how assets,
liabilities, and equity are related.

On February 5, National Construction buys some furniture
costing $2,000 for the office Jim Brown has set up in his home.
The supplier gives National 30 days to pay the bill. Our updated
balance sheet has a new asset called furniture, and accounts
payable has increased by the amount of the supplier's bill:

National Construction
Balance Sheet
February 5, 1995

Assets: Liabilities:
Cash in Bank $ 40,000 Accounts Payable $ 3,000
Trucks 22,000 Bank Loan 12,000
Maintenance Supplies 1,000 15,000
Furniture _2,000 Equity:
$ 65.000 Jim Brown 50,000

On February 7, National buys a front-end loader which costs
$20,000, but this time the bank will only lend $15,000 and the
company must make a down payment of $5,000. Because Brown
expects to buy more equipment related to construction, he
categorizes the front-end loader as Construction Equipment and
puts a value of $20,000 beside it.
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He also records the decrease in Cash in Bank of $5,000 (to
$35,000) and the increase in the Bank Loan of $15,000 (to
$27,000):

National Construction
Balance Sheet
February 7, 1995

Assets: Liabilities:
Cash in Bank $ 35,000 Accounts Payable $ 3,000
Trucks 22,000 Bank Loan 27,000
Maintenance Supplies 1,000 30,000
Furniture 2,000 Equity:
Construction Equipment 20,000 Jim Brown 50,000
$ 80.000 $ 80,000

JeISACIA

You are now ready to go to Chapter 3 to find out more about
changes in withdrawals, earnings, and losses.
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Chapter 3
Changes in Equity

There are two ways for equity to change. They are investments
or withdrawals by the owner, and earnings or losses by the
company. We have already covered investments by the owner,
so this section will now cover withdrawals, earnings, and
losses.

Changes Caused by Withdrawals

On February 22, Brown needs $2,000 to repair the family car
and takes it out of the company's bank account because he
doesn't have enough money personally. When a proprietor
takes money out of his business, it is called a withdrawal.

The Cash in Bank category goes down by $2,000 (to $33,000)
and the equity category goes down by $2,000 (to $48,000):

National Construction
Balance Sheet
February 22, 1995

Assets: Liabilities:
Cash in Bank $ 33,000 Accounts Payable $ 3,000
Trucks 22,000 Bank Loan 27,000
Maintenance Supplies 1,000 30,000
Furniture 2,000 Equity:
Construction Equipment 20,000 Jim Brown 48,000
$ 78,000 $ 78,000

Changes Caused by Earnings

Brown completes his first gravel hauling contract on February
27 and National Construction is paid $5,000 cash. The Cash in
Bank category therefore increases by $5,000 to $38,000.
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Changes Caused by Earnings

The client paid for the gas, so the hauling contract didn't cost
National anything except Brown's time. This means that
National doesn't owe any of the money to anyone else, and
therefore earned the entire $5,000. Now Brown has to decide
where to record the money that the company earned.

Since assets increased by $5,000 (cash was received), and the
amount of liabilities didn't change (National doesn't owe
anyone anything extra as a result of earning the $5,000), we
know that equity must increase by $5,000 in order to keep the
accounting equation in balance.

This increase in equity was earned by the company, not
invested by the owner, so we show it as a separate category of
equity called Earnings.

National Construction
Balance Sheet
February 27, 1995

Assets: Liabilities:

Cash in Bank $ 38,000 Accounts Payable $ 3,000
Trucks 22,000 Bank Loan 27,000
Maintenance Supplies 1,000 30,000

Furniture 2,000 Equity:
Construction Equipment 20,000 Jim Brown 48,000
$ 83.000 Earnings 5,000
53,000
$ 83,000

If the company lost money in the future, the losses would
reduce the amount of the earnings by the amount of the loss.

For the same reasons that earnings has its own category,
withdrawals could also have its own category. It has not been
added at this point, though, in order to keep the balance sheet
relatively uncluttered.

You are now ready to go to Chapter 4 to find out about
revenues and expenses.
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Chapter 4
Recording How Eamings Were Made

This chapter tells you how to record the money a company
takes in for the goods and services it provides for its customers,
and the money it spends to provide those goods and services.

Revenues and Expenses

Brown completes an excavating contract on March 1 for which
National is paid $6,000 cash. This time he has to pay an
equipment operator $2,000 in wages, which is paid in cash on
March 1.

National took in $6,000 cash and paid out $2,000 in cash. Cash
in Bank therefore increases by $4,000 (to $42,000). Again,
liabilities didn't increase as a result of the contract, so the

earnings section of equity on the balance sheet increases by
$4,000 (to $9,000) to keep it balanced.

Brown can now update his balance sheet for the increase of
$4,000 in Cash in Bank (to $42,000) and the $4,000 increase in
earnings (to $9,000) and be correct, but he will have left out
some very useful and important information. He will not be
able to see on the balance sheet how much cash was received
and spent in order to earn the $4,000.

To show this on the balance sheet, he breaks the earnings
category into two parts, revenues, and expenses; which he uses
to show how much money the company took in and paid out in
order to earn the total of $9,000.

Revenues are the money a company is paid, or expects to be
paid, for goods or services it provides to its customers. The
word Sales is sometimes used in its place for a company that
sells products instead of services. National was paid $5,000 for

Accountfing Manual  4-1



Revenues and Expenses

the hauling contract and $6,000 for the excavating contract. Its
total revenues are therefore $11,000.

Expenses are the amount a company spends to provide goods
or services to its customers. National's only expenses for the
contracts are $2,000 in wages. Earnings are what is left over
after expenses are deducted from revenues.

Brown can now update his balance sheet to show the increases
in Cash in Bank and Earnings, as well as show how the earnings
were earned.

He does not have to record the fact that he earned $4,000 for
this last contract directly ($6,000 revenues minus $2,000
expenses), because after expenses are subtracted from revenues
within the earnings category of the balance sheet, this increase
of $4,000 in earnings will have been taken into account
automatically:

National Construction
Balance Sheet
March 1, 1995

Assets: Liabilities:
Cash in Bank $ 42,000 Accounts Payable $ 3,000
Trucks 22,000 Bank Loan 27,000
Maintenance Supplies 1,000 30,000
Furniture 2,000 Equity:
Construction Equipment 20,000 Jim Brown 48,000
$ 87.000 Eamings
Revenues:
Hauling $ 5,000
Excavating _6,000
11,000
Expenses:
Wages _2,000
Eamings _9,000
57,000
$ 87,000
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When to Record Revenues and Expenses

Revenue is recorded in the financial records at the time the title
or ownership of the goods or services passes to the customer.
For a company that provides services, this usually means when
the services or the contract for the services are completed.

This means that National doesn't actually have to be paid for
the revenue in order to record the revenue on its balance sheet.
It just has to complete the contract and bill the customer. The
amount receivable from a customer for goods or services is an
asset (it is actually a promise to pay in cash) called an account
receivable.

Expenses are recorded in the financial records either at the time
they are incurred (for example, advertising), or if they can be
matched to a certain good or service provided (for example,
wages for a particular contract). The matching of expenses with
the revenues that they helped generate is called the matching
concept.

This means that National doesn't have to pay for an expense to
be able to record the expense on its balance sheet. It just has to
incur the expense and then record the amount owed to someone
for the expense as an account payable.

Brown completes another hauling contract on March 3 for
which National will be paid $3,000 within 30 days. His expenses
are $2,000 in wages which he pays on March 3 out of cash.

The $3,000 owed to National by the customer is an account
receivable, so Brown sets up an asset category with that name
and assigns it $3,000. At the same time, he increases Hauling
Revenue by $3,000 (to $8,000) because it is the source of the
account receivable.

He records revenue now, even though National hasn't yet been
paid, because for service contracts, revenue is recorded when
the contract is completed.

His expenses for the contract are $2,000 in wages so he increases
Wage Expense by this amount (to $4,000). He records it now
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because he has already recorded revenue, and wants to match
the expenses for the contract with the revenue for the contract.
At the same time, he decreases Cash in Bank by $2,000 (to
$40,000) to record the payment of the wages.

National Construction
Balance Sheet
March 3, 1995

Assets: Liabilities:

Cash in Bank $ 40,000 Accounts Payable $ 3,000
Trucks 22,000 Bank Loan 27,000
Maintenance Supplies 1,000 30,000
Furniture 2,000 Equity:

Construction Equipment 20,000 Jim Brown 48,000
Accounts Receivable 3,000 Earnings

$ 88.000 Revenues:

Hauling $ 8,000
Excavating _6,000

14,000
Expenses:
Wages 4,000
Earnings 10,000
58,000
$ 88,000

You are now ready to go to Chapter 5 to learn more about
recording changes to the balance sheet.
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Chapter 5
Recording Changes to the
Balance Sheet

In this chapter, you will learn why you record revenues and
expenses when they are earned, rather than when they are
actually received and paid. You will also learn how to use
debits and credits to record changes to the balance sheet.

Recording Transactions

Brown can use the version of the balance sheet in Chapter 4 to
record any changes caused by transactions. A transaction is the
exchange of something of value (cash, a service) for something
else of value (a truck, a promise to pay). All the changes
recorded between February 1 and March 3 have been due to
transactions.

National Construction's next completed project is an excavation
contract. On March 5, Brown bills the customer the full amount
of $3,000 and pays $2,000 cash to the subcontractor who did the
work and $500 cash for wages to his employee who supervised
the work. These are two transactions. The first bills the

customer and the second pays the subcontractor and employee.

To record these transactions, he deals with each one separately.

Brown increases Accounts Receivable by $3,000 (to $6,000) and
increases Excavating Revenue by $3,000 (to $9,000). He records
the revenue now because the job is complete.

He decreases Cash in Bank by $2,500 (to $37,500), increases
Wage Expense by $500 (to $4,500), and sets up a new category
called Subcontracts Expenses for $2,000. He records the
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expenses now because he wants to match them to the revenue
that he has already recorded.

Finished recording, he totals the balance sheet again, with the
following result:

National Construction
Balance Sheet
March 5, 1995

Assets: Liabilities:
Cash in Bank $ 37,500 Accounts Payable $ 3,000
Trucks 22,000 Bank Loan 27,000
Maintenance Supplies 1,000 30.000
Furniture 2,000 Equity:
Construction Equipment 20,000 Jim Brown 48,000
Accounts Receivable _6,000 Earnings
$ 88.500 Revenues:
Hauling $ 8,000
Excavating 9,000
17,000
Expenses:
Wages 4,500
Subcontracts 2,000
6,500
Earnings 10,500
58,500
$ 88.500

On March 6, National receives the $3,000 owed from the hauling
contract completed on March 3. Brown had accounted for the
money owed to National by increasing Accounts Receivable by
$3,000. Now that National has been paid, Brown must reduce
Accounts Receivable by $3,000 (to $3,000), and increase Cash in
Bank by $3,000 (to $40,500).

Notice that National was paid the $3,000 that it was owed for
the contract, but that no revenue or earnings were recorded as a
result of this payment. This is because the revenue was
recorded at the time the contract was completed.

National is now simply recording the payment of an amount
owed to it. The act of collecting cash owed reduces Accounts
Receivable and increases Cash in Bank, but does not increase
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National's earnings. Do not confuse the collection of cash with
the earnings earned by providing the goods or services.

This method of accounting for revenue and expenses when they
are earned or incurred, rather than when the cash is actually
received or paid, is called the accrual method. It is one of the
main principles of accounting. The goal of the accrual method is
to accurately match earnings with the events that resulted in the
earnings. These events are the generation of revenue and the
incurring of expenses, not the collection of accounts receivable
and the payment of accounts payable.

This is why revenues and expenses are recorded when they are
earned or incurred, rather than when they are received or paid.

The categories under Assets, Liabilities, Equity, Revenues and

Expenses are called accounts, and that word will be used from
now on. The value assigned to any account (such as Furniture

$2,000) is called the account balance, or balance for short.

Also, on March 6, Brown pays for the maintenance supplies ($1,000)
and furniture ($2,000) purchased earlier on credit. He therefore
reduces the balance of the Cash in Bank account by $3,000 (to
$37,500) and the Accounts Payable account by $3,000 (to zero):

National Construction
Balance Sheet
March 6, 1995

Assets: Liabilities:
Cash in Bank $ 37,500 Bank Loan $ 27,000
Trucks 22,000
Maintenance Supplies 1,000 Equity:
Furniture 2,000 Jim Brown 48,000
Construction Equipment 20,000 Earnings
Accounts Receivable 3,000 Revenues:
$ 85,500 Hauling 8,000
Excavating 9,000
17,000
Expenses:
Wages 4,500
Subcontracts  _2,000
6,500
Earnings 10,500
58,500
$ 85,500
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On the same day, he gets an invoice for a truck tune-up ($200)
and a telephone bill ($100), and interest on National's bank loan
is taken out of the company's bank account by the bank ($400).

He increases Accounts Payable by $300 (to $300), decreases
Cash in Bank by $400 (to $37,100), and at the same time sets up
a Maintenance expense account for $200, a Telephone expense
account for $100 and an Interest expense account for $400.

Finished recording, he now totals the balance sheet again:

National Construction
Balance Sheet
March 6, 1995
Assets: Liabilities:
Cash in Bank $ 37,100 Accounts Payable $ 300
Trucks 22,000 Bank Loan 27,000
Maintenance Supplies 1,000 27,300
Furniture 2,000 Equity:
Construction Equipment 20,000 Jim Brown 48,000
Accounts Receivable _3,000 Earnings
$ 85,100 Revenues:
Hauling 8,000
Excavating 9,000
17,000
Expenses:
Wages 4,500
Subcontracts 2,000
Telephone 100
Maintenance 200
Interest 400
7,200
Earnings 9.800
57,800
$ 85,100

Debits and Credits

Over time, an easy-to-use and logical system has developed to
record any changes to a balance sheet. It will be used from now
on to explain how to record changes to National's balance sheet.
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The system involves using the words debit and credit, which
we will now define.

First, it is important to know that any of the accounts can be on
the left or right side of the balance sheet. Because this is true,
the account names could be put in one vertical column, and the
account balances that pertain to each could be placed on the left
or right side of the balance sheet beside them. Accounts then
can have either a left or right balance.

Debit refers to the left side of an account and credit refers to the
right side of an account. Similarly, accounts which have
balances on the left side of a balance sheet have debit balances,
and accounts which have balances on the right side of a balance
sheet have credit balances.

Do not place any additional meanings on these words. In the
practice of accounting, these two words refer only to the left
(debit) and right (credit) sides of an account.

Asset accounts are on the left side of a balance sheet and
therefore have debit balances. Liability and equity accounts are
on the right side of a balance sheet and therefore have credit
balances.

The statement on the next page is National's balance sheet, but
we have set up each account so that it can have either a left
(debit) or right (credit) balance.

For each account, we have put its balance on either the debit or
credit side of the account, whichever is correct for that
particular account. Because we usually rank revenues and
expenses vertically, we have left them out temporarily and only
show Earnings in their place.

Notice that the total of the debit balances equals the total of the
credit balances. We expect this, since this is just another way of
saying that assets equal liabilities plus equity. It is also true then
that if we make any changes to a balance sheet, the total amount
of the debit changes equals the total amount of the credit
changes.
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National Construction
Trial Balance
March 6, 1995

Debit Balance Credit Balance

Cash in Bank 37,100
Trucks 22,000
Maintenance Supplies 1,000
Furniture 2,000
Construction Equipment 20,000
Accounts Receivable 3,000
Accounts Payable 300
Bank Loan 27,000
Jim Brown 48,000
Earnings . _9.800

85,100 85,100

Notice that it is possible for asset accounts to have credit
balances (as long as the balance sheet still balances). For
instance, if Cash in Bank had a credit balance of $3,000, it would
mean that you were overdrawn at the bank by $3,000. Cash in
Bank would still be shown as an asset, but the account balance
displayed beside it would have a negative sign beside it.

The act of increasing the account balance of an account that has
a debit balance is called debiting. Instead of saying "debiting
the account,”" we could say "debit the account.”

The act of increasing the account balance of an account that has
a credit balance is called crediting. Instead of saying "crediting
the account,”" we could say "credit the account.”

To decrease the account balance of an account that has a debit
balance, we would do the opposite of what we would do to
increase it, and therefore credit the account.

Summary of Debit and Credit Theory

Assets = Liabilities + Equity
Asset Accounts Liability Accounts Equity Accounts
Debitto | Credit to Debitto | Credit to Debitto | Credit to
+ - - + - +
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Similarly, to decrease the account balance of an account that has
a credit balance, we would debit it.

Debits and Credits on the Balance Sheet

On March 7, National Construction receives $3,000 cash which
was receivable for its first contract. To record this, Brown debits
the Cash in Bank account by $3,000 to record the increase (to
$40,100) and credits the Accounts Receivable account by $3,000
to record the decrease (to zero).

On the same day, he pays his truck tune-up bill of $200. To
record this, he debits the Accounts Payable account by $200 to
record the decrease (to $100) and credits the Cash in the Bank
account by $200 to record the decrease (to $39,900).

Finished recording, he totals the balance sheet again.

National Construction
Balance Sheet
March 7, 1995
Assets: Liabilities:
Cash in Bank $ 39,900 Accounts Payable $ 100
Trucks 22,000 Bank Loan 27,000
Maintenance Supplies 1,000 27,100
Furniture 2,000 Equity:
Construction Equipment 20,000 Jim Brown 48,000
$ 84.900 Eamings
Revenues:
Hauling 8,000
Excavating ~ _9,000
17,000
Expenses:
Wages 4,500
Subcontracts 2,000
Telephone 100
Maintenance 200
Interest __400
_1.200
Eamings 9,800
57,800
$ 84.900
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Revenues and Expenses

The debit and credit system also works for revenues and
expenses, but since we place these accounts vertically on the
balance sheet instead of on the left and right, more explanation
is required.

As explained earlier, to increase the balance of an equity
account (invested capital or earnings) we credit it. Increases in
revenue increase the company's earnings, and therefore increase
the equity in the company. Additional revenues should
therefore be recorded as credits to revenue accounts, and
revenue accounts would normally have credit balances.

Similarly, to decrease the balance of an equity account (invested
capital or earnings) we debit it. Increases in expense decrease
the company's earnings, and therefore decrease the equity in the
company. Additional expenses should therefore be recorded as
debits to expense accounts, and expense accounts would
normally have debit balances.

Here is an example. On March 15, Brown completes another
excavating contract for $7,000, for which National Construction
will be paid in 30 days. His expenses are a subcontractor
($5,000, payable in 30 days) and his crew supervisor's wages
($1,000, paid in cash on March 15).

To record the completion of this contract and the related
transactions, Brown first debits Accounts Receivable by $7,000
to record the increase (to $7,000) and credits Excavating
revenue by $7,000 to record the increase (to $16,000), since it
was the source of the account receivable.

He then debits Subcontracts expenses by $5,000 to record the
increase (to $7,000) and credits Accounts Payable by $5,000 to
record the increase (to $5,100).

He then debits Wage expense by $1,000 to record the increase
(to $5,500) and credits Cash in Bank by $1,000 to record the
decrease because the wages have been paid.
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Finished recording, he totals the balance sheet again with the
following result:

National Construction
Balance Sheet
March 15, 1995
Assets: Liabilities:
Cash in Bank $ 38,900 Accounts Payable $ 5100
Trucks 22,000 Bank Loan 27,000
Maintenance Supplies 1,000 32,100
Furniture 2,000 Equity:
Construction Equipment 20,000 Jim Brown 48,000
Accounts Receivable _7,000 Earnings
$ 90.900 Revenues:
Hauling $ 8,000
Excavating 16,000
24,000
Expenses:
Wages 5,500
Subcontracts 7,000
Telephone 100
Maintenance 200
Interest __400
13,200
Eamings 10,800
58,800
$ 90.900

You are now ready to go to Chapter 6 to learn more about the

income statement.
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Chapter 6
A Separate Income Statement

This chapter introduces the income statement, telling you why it
is necessary and how it works.

Why and How

A statement which shows revenues, expenses, and the resulting
net income for a business over any particular period of time is
called an income statement. Net income is total revenues minus
total expenses for a particular period of time. For instance, if
someone says that a job provides an income of $6,000, it is
important to know if that is the monthly income or the annual
income. Income is also called net income, profit and net profit.

The reason for having a separate income statement is that it
provides information on how the earnings on the balance sheet
were arrived at and over what period of time.

As National Construction has only been in business for a short
time, the earnings on the balance sheet reflect exactly the net
income from the income statement for the year to date.

National Construction
Balance Sheet
March 15, 1995

Assets: Liabilities:

Cash in Bank $ 38,900 Accounts Payable $ 5100

Trucks 22,000 Bank Loan 27,000

Maintenance Supplies 1,000 32,100

Furniture 2,000 Equity:

Construction Equipment 20,000 Jim Brown 48,000

Accounts Receivable _7,000 Eamings 10,800
$ 90.900 58,800
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Debits and Credits Affect Both Statements

National Construction
Income Statement
Feb 1 - Mar 15, 1995
Revenues
Hauling $ 8,000
Excavating 16,000
$ 24,000
Expenses
Wages 5,500
Subcontracts 7,000
Telephone 100
Maintenance 200
Interest — Bank Loan __400
13,200
Net Income $ 10,800

Note that the Net Income on the income statement equals the
Earnings on the balance sheet.

Debits and Credits Affect Both Statements

Each time a debit or credit is made to a revenue or expense
account, net income for the year must be recalculated and this
new income figure must be put into the balance sheet. As long
as changes that are recorded to the balance sheet and income
statement have debits and credits of equal value, the balance
sheet will always balance and the Net Income/Earnings figures
on the two statements will be the same.

After the business year is over, the Earnings section of the
balance sheet will have two accounts: Previous Years' Earnings;
and Current Year's Earnings.

The Current Year's Earnings will be the same as the Net Income
on the income statement for the business year to date. Previous
Years' Earnings will be the total of all Earnings since the
business was started, except for the portion shown as Current
Year's Earnings. The debits and credits necessary to implement
this change at the end of a business year will be covered later.
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Debits and Credits Affect Both Statements

Except for adding more accounts (for extra information or new
transactions) and perhaps reorganizing accounts so that they
are grouped into summaries (we might break down
Subcontracts Expense by types, each one with its own account),
the balance sheet and income statement (the financial
statements) provide the basic financial information on the
company.

You are now ready to go to Chapter 7 to learn more about the
journal.
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Chapter 7
The Journal

In this chapter, you will learn how a company uses the journal
to keep track of all its business transactions.

Why and How

Brown's statements provide financial information in a useful
and understandable way, but he still has a problem. If he
compares his balance sheet of February 1 with his current
balance sheet, he sees that Accounts Payable has increased by
$5,100.

He doesn't know when it increased, how large the balance got,
how fast it increased, or if he's ever paid any of his suppliers.
He also doesn't have any of the historical data (past transactions
that were recorded) on any of the other accounts.

This being the case, he sets up a book in which to list by date all
the transactions he has recorded in his financial statements.
Such a book is called a journal or general journal.

The journal is a company's primary record of all its business
transactions. Transactions are recorded in the journal before
they are recorded on the financial statements. This is to ensure
that there is a record of the cause of any changes to the financial
statements before the financial statements are prepared, after
which the cause might not be traceable.

For each transaction to be recorded in the journal Brown needs
to know the date, who is involved (customer, employee, and so
on), if money was received, paid or earned, and the activity that
resulted in the transaction.

Then he can determine the amount of the debits and credits,
which accounts got debited and credited, and a short
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Why and How

description of the transaction being recorded, which might
reference an invoice number or another document related to the
transaction (this is sometimes called a source document).

A journal entry covering, for example, Brown's initial injection
of capital into the company, might look like this:

National Construction

Journal
No. Date Particulars # Debit | Credit
1 Feb 1,95 | Cash in Bank 1020 | 50,000
Jim Brown _ 3300 50,000
Owner invested money in
company

Such an entry is called a journal entry. As mentioned earlier,
but using different words, for each journal entry the total value
of the debits must equal the total value of the credits, otherwise
the financial statements will not balance. When making a
journal entry, it is common practice to list all the debits above
the credits and leave the dollar signs out.

The numbers 1020 and 3300 in the "#" column are account
numbers, which have been assigned to reduce errors such as
debiting or crediting accounts with similar names. A chart of
accounts is a list of all the accounts by their account number. It
functions like an index for a book.

For National Construction, asset accounts are assigned account
numbers from 1000-1999, liability accounts are assigned
numbers from 2000-2999, equity accounts are assigned numbers
from 3000-3999, revenue accounts are assigned numbers from
4000-4999 and expense accounts are assigned numbers from
5000-5999.
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National Construction's Journal

Here is National Construction's chart of accounts:

1020
1200
1400
1600
1650
1700
2080
2500
3300
3600
4100
4200
5020
5040
5080
5160
5220

National Construction
Chart of Accounts
March 15, 1995

Cash in Bank

Accounts Receivable
Maintenance Supplies
Trucks

Construction Equipment
Furniture

Accounts Payable

Bank Loan

Jim Brown's Invested Capital
Current Earnings
Hauling Revenue
Excavating Revenue
Wage Expense
Subcontracts Expense
Maintenance Expense
Interest Expense
Telephone Expense

National Construction's Journal

Here is the complete journal for National Construction from
February 1 to March 15. Revenues and expenses are recorded
when they were actually earned or incurred, not added as a
breakdown of income as they were earlier when we developed
the model. To make it easy to refer to specific journal entries,
the entries are numbered sequentially as they are made.
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National Construction's Journal

National Construction

Journal
No. Date Particulars # Debit | Credit
1 Feb 1,95 | Cash in Bank 1020 50,000 | 50,000
Jim Brown 3300
Owner invested in company
2 Feb 2, 95 1600 10,000 | 10,000
Trucks 1020
Cash in Bank
3 Feb 3,95 | Bought TR39 Dump Truck 1600 12,000 | 12,000
Trucks 2500
Bank Loan
4 Feb 4,95 | Bought TR41, bank financed 1400 1,000 1,000
Maintenance Supplies 2080
Accounts Payable
5 Feb 5,95 | For trucks, from Apollo Auto. 1700 (2,000 2,000
Furniture 2080
Accounts Payable
6 Feb 7,95 | For office, Western Furniture 1650 | 20,000 | 15,000
Construction Equipment 2500 5,000
Bank Loan 1020
Cash in Bank
7 Feb 22, 95 | Front end loader, loan with bank 3300 2,000 2,000
Jim Brown 1020
Cash in Bank
8 Feb 27, 95 [ Owner took cash out of company [ 1020 (5,000 5,000
Cash in Bank 4100
Hauling Revenue
9 Mar 1, 95 | Pool contract completed. Paid. 1020 (6,000 6,000
Cash in Bank 4200
Excavating Revenue
Basement: invoice #1002
10 Wage Expense 5020 |2,000
Cash in Bank 1020 2,000
Basement, Jones paid
11 Accounts Receivable 1200 | 3,000
Hauling Revenue 4100 3,000

Tunnel: invoice #1003
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National Construction

Journal
No. Date Particulars # Debit Credit
12 | Mar 3, 95 Wage Expense 5020 2,000 | 2,000
Cash in Bank 1020
Tunnel, Jones paid
13 | Mar5, 95 Accounts Receivable 1200 3,000 | 3,000
Excavating Revenue 4200
House: invoice #1004
14 | Mar5, 95 Subcontracts Expense 5040 2,000
Wage Expense 5020 500 | 2,500
Cash in Bank 1020
House: invoice #1004
15 |Mar6,95 | CashinBank 1020 3,000 | 3000
Accounts Receivable 1200
Invoice #1003 paid
16 |Mar 6,95 | Accounts Payable 2080 3,000 | 3,000
Cash in Bank 1020
Paid for furniture, supplies
17 | Mar 6, 95 Maintenance Expense 5080 200
Telephone Expense 5220 100
Interest Expense-Bank Loan 5160 400 400
Cash in Bank 1020 300
Accounts payable 2080
18 |Mar7,95 Bills received, interest paid 1020 3,000
Cash in Bank 1200 3,000
Accounts Receivable
Payment for invoice #1001
19 [Mar 7,95 Accounts Payable 2080 200
Cash 