Accounting: “Adjustments & Accrual Accounting” Homework

Name:_____________________
Questions:
1. What is the difference between a cash basis and accrual basis accounting system?
2. Why is the accrual basis of accounting preferred over the cash basis?
3. Where is a prepaid expense reported in the financial statements? Where is unearned revenue reported in the financial statements?
4. What contra account is used when recording and reporting the effects of depreciation? Why is it used?
5. What is an accrued revenue? Give an example.
6. What is an accrued expense? Give an example.
Problems:
1. For each of the following separate cases, prepare adjusting entries. Use journal paper.
a. One-third of the work related to $15,000 cash previously received in advance is performed during this accounting period.

b. Wages of $8,000 are earned by workers but not paid as of December 31, 2007.
c. Depreciation on the company’s equipment for 2007 is $18,534.

d. The office supplies account had a $240 debit balance on January 1, 2007. During the year, $5,239 of office supplies are purchased. A physical count of supplies on December 31, 2007 shows $487 of supplies available.

e. The prepaid insurance account had a $4,000 balance on January 1, 2007. An analysis of the company’s insurance policies shows that $1,200 of unexpired insurance benefits remain on December 31, 2007.
f. The company has earned (but not yet recorded) $1,000 of interest from investments as of December 31, 2007. The interest earned will be received on January 10, 2008.

g. The company has a bank loan and has incurred (but not yet recorded) interest expenses of $2,500 as of December 31, 2007. The company must pay the interest on January 2, 2008.

2. For each of the following entries, enter the letter of the explanation that most closely describes it in the 

space beside each entry (you can use letters more than once).

a. To record receipt of accrued revenue.

b. To record payment of an accrued expense.

c. To record payment of a prepaid expense.

d. To record this period’s depreciation expense.

e. To record this period’s earning of prior unearned revenue.

f. To record this period’s use of a prepaid expense.

g. To record an accrued revenue.

h. To record receipt of an unearned revenue.

i. To record an accrued expense.

A. _____
Unearned professional fees



$6,000



Professional fees earned



$6,000

B. _____
Interest Receivable




$3,500




Interest Revenue




$3,500

C. _____
Salaries Payable




$9,000




Cash






$9,000

D. _____
Depreciation Expense




$8,000




Accumulated Depreciation



$8,000

E. _____
Cash






$9,000




Unearned Professional fees



$9,000
F. _____
Insurance Expense




$4,000




Prepaid Insurance




$4,000

G. _____
Interest Expense




$5,000




Interest Payable




$5,000

H. _____
Cash






$1,500




Accounts Receivable




$1,500

I. _____
Salaries Expense




$7,000




Salaries Payable




$7,000

J. _____
Cash






$1,000




Interest Receivable




$1,000

K. _____
Prepaid Rent





$3,000




Cash






$3,000

L. _____
Rent Expense





$7,500




Prepaid Rent





$7,500

3. Using the appropriate accounting papers and the information from the trial balance below, prepare an income statement, statement of changes in owner’s equity, and a balance sheet (use report form).

Cash





$58,000
Accounts Receivable



120,000

Interest Receivable



    7,000

Notes Receivable (due in 90 days)

210,000

Office Supplies




  22,000

Trucks





134,000

Accumulated Depreciation, Trucks



$58,000

Equipment





270,000

Accumulated Depreciation, Equipment



 200,000

Land





100,000

Accounts Payable






 134,000

Interest Payable






   20,000

Salaries Payable






   28,000

Unearned Delivery Fees





 120,000

Long-Term Notes Payable




 200,000

J. Hallam, Capital






 125,000

J. Hallam, Withdrawals



   50,000

Delivery Fees Earned 





 611,800

Interest Earned 






   34,000

Depreciation Expense, Trucks


   29,000

Depreciation Expense, Equipment

   48,000

Salaries Expense




   74,000

Wages Expense




 300,000

Interest Expense




   15,000

Office Supplies Expense



   31,000

Advertising Expense



   27,200

Repairs Expense




   35,600


  
TOTALS:




        $1,530,800        $1,530,800
