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Accounting Cycle

Solution to Problem 17
Accounting cycle definitions.

Please provide (1) complete, clear, accurate definitions, and (2) a good example.  Each of the following

terms has appeared on an Albrecht test.

real account

a real account maintains its balance from one period to the next.  It never gets closed out. 

All balance sheet accounts are real accounts.  The alternative is a nominal account, which

gets closed (to retained earnings) at the end of each accounting period.  Examples of real

accounts are cash, accounts payable, and retained earnings.

nominal account

a nominal account is a one period accumulator account.  At the end of the period, the

balance gets transferred to retained earnings.  With a zero account, the account is ready to

start accumulating during the subsequent accounting period.  Income statement accounts, as

well as the dividends account, are nominal accounts.  Examples of nominal accounts are

sales revenue and cost of goods sold expense.

accrued revenues

we have done the work for a revenue, but have not yet been paid for it yet.  This could be

either for products we’ve delivered or services performed.  We could call it sales

receivable, but the normal term is accounts receivable.

accrued costs or expenses

some product or service has been consumed (like utilities from the power company).  The

amount has not yet been paid, so it is owed.  Utilities payable (a liability) is a good

example.

general journal

where all journal entries are recorded.  It is an accounting log book that contains a complete

record of a company's recordable transactions, listed in chronological order.  It is also

known as "the book of original entry."  Journal entries contain at least one debit and one

credit, with the debit listed first.  Each journal entry lists the date, the accounts involved,

and the amount that each account should be debited or credited.  The general journal

provides no information about the balance of any account. Account balances are tabulated

when the general journal entries are subsequently posted to their respective accounts in the

general ledger. 
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general ledger

the collection of all accounts.  It includes several asset accounts, as well as liability, equity,

revenue and expense accounts.  After writing journal entries for all transactions, the

amounts are posted to the appropriate accounts in the general ledger.  The accounts are

appropriately called ledger accounts.

prepaid expense

a balance sheet asset that arises as a result of business making payments for goods and

services to be received (or used) in the near future.  In other words, these are prepayments.

Prepaid expenses are initially classified as assets.  The asset is used up or expensed when

the value is received in the future.  Examples are prepaid rent and prepaid rent.

unearned revenue

a liability account representing services for which customers have already paid for but for

which no delivery of service or product has yet been made.  It is the value of services or

product owed.  Many retail stores incur unearned revenues during the Christmas shopping

season when customers purchase gift cards.  The retail company is receiving cash, but will

not have to provide product/service until the gift recipient demands it in the future.

accounting cycle

from the start of the accounting period to the very end, it involves recording transactions

(journal entries and posting to accounts), end of period adjustments, preparing the four

financial statements with notes, and closing revenue, expense and dividends to retained

earnings.

closing process

when nominal or temporal accounts (revenue, expense, dividends) that serve as one period

accumulators have their balances transferred to retained earnings.  This resets the nominal

account balances to zero so they can be used to accumulate in the next period.

trial balance

a listing of all accounts with their current balances.  The purposes of it are to (1) provide

information about current balance, and (2) verify that the sum of all debits is equal to the

sum of all credits.  If debits do not equal credits, an error has been made somewhere in the

general ledger.  A trial balance can be presented at any time during the accounting cycle:

after transactions (transaction trial balance), after adjustments (adjusted trial balance), and

after closing (post-closing trial balance).

adjusting entry

a journal entry made at the end of an accounting period to divide revenues and expenses

affected by the passage of time into the current and next periods.  These can be of two

types– either an accrual or an adjustment made to a prepayment.

An example of an adjustment for an accrual expense item is:

 

Wages expense X

Wages payable X
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closing entry

when nominal accounts (one period accumulators) have their balances transferred to

Retained Earnings.  The purposes of closing entries are to (1) update retained earnings, and

(2) prepare the nominal accounts to a zero balance to make them ready to accumulate

during the next period.

Revenues, expenses and dividends get closed.

Revenue X

Retained earnings X

Retained earnings X

Expense X

Retained earnings X

Dividends X
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Solution to Problem 18
Normal account balances.

Indicate whether the following accounts normally carry a debit or credit balance by circling the correct

response.  The accounts are for a company that makes and sells smoothies.

Account              Normal  balance     

Prepaid insurance Debit

Depreciation expense Debit

Equipment Debit

Certificate of deposit Debit

Interest receivable Debit

Sales revenue Credit

Unearned sales revenue Credit

Dividends Debit

Accounts receivable Debit

Selling expense Debit

Gain on sale Credit

Cost of goods sold expense Debit

Interest payable Credit

Notes payable Credit

Wages payable Credit

Common stock capital Credit

Supplies Debit

229© 2014 by W. David Albrecht



Solution to Problem 19
Basic journal entries.

May 1 Accounts receivable 9,000

 Sales revenue 9,000

May 5 Inventory 2,000

Accounts payable 2,000

May 13 Sales salaries expense 900

Office salaries expense 600

Salaries payable 1,500

Salaries payable 1,500

Cash 1,500

May 14 Accounts payable 2,000

Cash 2,000

May 15 Cash 9,000

Accounts receivable 9,000
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Solution to Problem 20
Basic journal entries.

1. Cash 20,000

 Notes payable 20,000

2. Cash 50,000

Common stock 50,000

3. Cash 10,000

Accounts receivable 10,000

4. Dividends 5,000

Cash 5,000

5. Prepaid rent 3,000

Cash 3,000

6. Truck 30,000

Cash 30,000

7. Accounts payable 19,000

Cash 19,000

8. Cash 30,000

Service revenue 30,000

9. Accounts receivable 85,000

Service revenue 85,000
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Solution to Problem 21
T-account activity.

1. Credit purchase

2. beginning balance + increase – decrease = ending balance

25 + ? – 80 = 40.

? = 95

Solution to Problem 22
T-account activity

Part 1

This is a credit type of account, because the total credits exceed total debits.

beginning balance + increase – decrease = ending balance

153 + 16 – (17 + 61 + 15 + 22) = ending balance

153 + 16 – 115 = ending balance

54 = ending balance

Part 2

beginning balance + increase – decrease = ending balance

? + 84 – (62 + 53) = 21

? + 84 – 115 = 21

? = 52
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