ACCT 100 – PROFESSOR FARINA
LECTURE NOTES

Chapter 5: Adjustments and the Worksheet 

Chapter 5: an overview

This chapter will expand on what we learned in Chapter 4.  In Chapter 4, we analyzed transactions using debits and credits, and by placing the amounts in the General Journal, and then posting them to the General Ledger (G/L). We then prepared a trial balance to ensure we had no obvious entries. 

However, we need to learn four different journal entries before we can prepare financial statements in accordance with generally accepted accounting principles (“GAAP”). These entries are needed to bring certain accounts up to date and are called adjusting entries.

Adjusting Entries
The following summarizes the adjusting journal entries in Chapter 5:

	Account name
	Description
	Why adjusted
	How adjusted

	Prepaid Rent
	An asset account used when more 

than one month of rent is prepaid
	Prepaid rent 

expires
	Rent Expense X

   Prepaid Rent        X

	Accumulated Depreciation
	A contra-asset account that

accumulates depreciation over an 

asset’s life
	Property and 

equipment lose usefulness over 

time
	Depreciation Exp.,
Equipment       X

   Accumulated 

   Depr, Equip.        X

	Supplies
	An asset account that shows the 

amount of supplies purchased
	Supplies get 

used
	Supplies Exp.   X
   Supplies                X

	Prepaid 

Insurance
	An asset account used when more

than one month of insurance is 
prepaid
	The insurance
policy expires 

over time

 
	Insurance Exp.  X
   Prepaid Insurance X


Adjusting entries are required at least once, at the end of the company’s fiscal year. Many companies, however, prepare and post adjusting journal entries each month. 
Here are two guided examples illustrating adjusting journal entries: 

https://media.gaspar.mheducation.com/GASPARPlayer/play.html?id=Dk6fPNWQOVIs21M3H40f5Q
https://media.gaspar.mheducation.com/GASPARPlayer/play.html?id=92eTHCAqw9yNZR9ROi6Dc6j
SAMPLE EXERCISE: Prepare adjusting entries for the following items. Assume a December 31 year end. The solution is found on the last page of these notes. 

a. Prepaid Rent has a balance of $1,800 for a one-year lease payment made on December 1.

b. Purchased equipment for $15,000 on December 1. The equipment has a useful life of 6 years (72 months), and a salvage value of $600.
c. Purchased an automobile for $18,000 on December 1. The automobile has a useful life of 4 years (48 months) with no salvage value.
d. The balance of Supplies in the G/L is $500. A count of supplies revealed $200 on hand.   
e. A six-month insurance policy costing $1,500 was purchased on December 1. The payment was debited to Prepaid Insurance. 
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The Work Sheet – a tool for preparing financial statements

The worksheet is an internal document.  It stays within the accounting department.  It is not a formal financial statement.  It is used to help gather the data so that the appropriate adjustments can be made if the accountant does not want to journalize and post the adjusting entries.  

 

Instructions on how to prepare a worksheet are detailed, using transparencies, in your text (Figure 5.8A). Here is a written instruction guide:

· The first two columns of the worksheet are for the trial balance we learned in Chapters 3 and 4. Start your worksheet by entering the trial balance amounts there. Add the columns to make sure they balance.

· The adjustments are entered into the appropriate debit or credit adjustment column.  Add the columns to ensure equality of debits and credits.

· The next set of columns is called the adjusted trial balance columns.  This is just a horizontal arithmetic exercise.  Take the trial balance columns and extend the adjustments across—add debits together, take the difference if one amount is a debit and the other a credit.  The debits must still equal the credits when you are done footing the columns.  
· From that point on, all one must do is transfer the amounts into the appropriate income statement or balance sheet columns.  The only accounts that go on the income statement columns are revenues and expenses.  All the rest go in the balance sheet columns.  
· The balancing figure that must match on both sets of columns is the resulting net income or loss.

Preparing the Financial Statements from the worksheet 
We still need to prepare an income statement, statement of owner’s equity, and a balance sheet. These financial statements were discussed in Chapter 2. There are examples of these financial statements directly following the worksheet transparencies (see Figure 5.8G). The information for the financial statements will now largely come from the worksheet. The following summarizes financial statement preparation: 

The Income Statement: 
The income statement amounts come directly from the Income Statement columns of the worksheet. The format is the same as discussed previously in the course. The net income (loss) amount at the bottom of the income statement needs to match the net income (loss) calculated on the worksheet. 

The Statement of Owner’s Equity: 
The statement of owner’s equity starts with the owner’s capital account balance at the beginning of the period. This amount is found in the general ledger Owner, Capital account. Then, the increase or decrease in capital is calculated as follows: 


Net Income (loss) – Withdrawals 

The increase (decrease) in capital is added to the beginning capital balance to the beginning capital balance to arrive at the ending capital balance. 

Balance Sheet: 
The data for assets and liabilities on the balance sheet come from the Balance Sheet columns of the worksheet. The amount for Owner, Capital on the balance sheet comes from the Statement of Owner’s Equity. 
The only change in format results from using the Accumulated Depreciation account as a negative (contra) asset. As noted on Figure 5.8G, after the transparencies, we will now list assets from Cash to Prepaid Rent on the right column of the balance sheet. The balance of the Equipment account is listed on the left column. Under Equipment, we will write, Less Accumulated Depreciation.
We will list the balance of Accumulated Depreciation under Equipment in the left column. We will subtract Accumulated Depreciation from Equipment and put the difference in the right-hand column. This difference between the balance of the Equipment account and the Accumulated Depreciation account is known as the “book value” of the equipment. To calculate total assets, add all amounts in the right column. 
I have an example of a worksheet problem that incorporates (1) preparing the worksheet, and (2) using the worksheet to prepare the financial statements. It is on my website at:
Example of worksheet and financial statements - Chapter 5 

There are no guided examples on preparing a work sheet or on preparing financial statements. I recommend you review the Ch. 5 PowerPoint presentation sent to you. 
Posting Adjusting Entries
Remember, adjusting journal entries are still journal entries. They must be journalized and posted to the G/L. They are journalized and posted in the same manner as in Chapter 4, except the word “Adjusting” is placed above the entries in the journal.  They are also posted to the G/L in the same manner, except that you write in “adjusting” in the item column of the G/L.
Solution to the Sample Exercise
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	Adjusting entries:
	
	

	a.
	Rent Expense
	150
	

	
	     Prepaid Rent
	
	150

	 
	
	
	

	b.
	Depreciation Expense, Equipment
	200
	

	
	     Accumulated Depreciation, Equipment
	
	200

	
	
	
	

	c.
	Depreciation Expense, Auto
	375
	

	
	     Accumulated Depreciation, Auto
	
	375

	
	
	
	

	d.
	Supplies Expense
	300
	

	
	     Supplies
	
	300

	
	
	
	

	e.
	Insurance Expense
	250
	

	
	     Prepaid Insurance
	
	250

	
	
	
	


Computations:

a. $1800 ÷12 months = $150/month
b.  ($15000 - $600) ÷ 72-month life = $200/month

c. ($18000 - $0) ÷ 48-month life = $325/month

d. $500 - $200 on hand = $300 of supplies used

e. $1500 ÷ 6 months = $250/month
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