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I.  Objective(s): By the end of today’s lesson, the student will be able to: 

 •  define accounting terms related to accrued revenue and accrued expenses. 

 •  identify accounting concepts and practices related to  accrued revenue and accrued expenses. 

 •  record adjusting, closing, and reversing entries for accrued revenue. 

 •  record adjusting, closing, and reversing entries for accrued expenses. 

 

II.  Materials: 

 Textbook 

 Workbook 

 Transparencies 

 

III.  Anticipatory Set: 

 Some revenues and expenses are earned and incurred before they are actually received or paid. 

 To record revenue that has been earned but not yet received, an adjusting entry is made at the end of the 

fiscal period.  As a result of this adjusting entry, revenue is reported for the fiscal period in which the revenue is 

actually earned. 

 Likewise, an adjusting entry is made at the end of a fiscal period to record an expense that has been 

incurred but not yet paid.  As a result of this adjusting entry, the expense is reported for the fiscal period in 

which the expense is actually incurred. 

 

 

IV.  Learning Activities: 
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ACCRUED REVENUE 

 Accrued revenue - revenue earned in one fiscal period but not received until a later fiscal period. 

 

 The adjusting entry for accrued revenue increases the accrued revenue account (other revenue) and the  

  accrued revenue receivable account (asset). 

  The income statement will then report all revenue earned for the period even though some of the  

   revenue has not yet been received.  The balance sheet will report all the assets, including  

   the accrued revenue receivable. 

 

 Adjusting entry for accrued interest income 

  Accrued interest income - the amount of interest income earned but not yet collected. 

 

  Note receivable on hand as of December 31: 

   Note Receivable No. 15; 3-month, 12% note for $550.00, J.T. Monroe,  dated   

    October 31. 

 

  Accrued interest on note in calculated as follows: 

  Principal  x  Interest Rate  x  Time/Fraction/Year  =  Accrued Interest Income 

     $550.00  x  12%  x  2/12  =  $11.00 

 

  Interest Receivable is debited to show the increase in the balance of this asset account.  

   The account balance is the amount of interest income that has accrued at the end of the  

    fiscal period that will be collected in the next fiscal period. 

   The balance of this account appears on the Balance Sheet as an asset. 

  Interest Income is credited to show the increase in the balance of this other revenue account. 

   The account balance is the total amount of interest income earned during the fiscal  

    period. 

   The balance of this account appears on the Income Statement as other revenue. 

 

  Accrued interest income adjustment on a work sheet - page 666. 

  General journal entry for the adjustment - page 667. 
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  Interest Receivable and Interest Income general ledger accounts after adjusting entry   

   has been posted - page 667. 

 

 

 Closing entry for interest income 

  Information needed to record closing entries is obtained from the Income Statement columns of a 

   work sheet. 

  Interest Income is closed to the income summary account as part of the regular closing entry for 

   income statement accounts with credit balances. 

  Interest Income is debited to reduce the account balance to zero. 

   Income Summary is credited as part of the regular closing entry. 

 

 

 Reversing entry for accrued interest income 

  Reversing entry - an entry made at the beginning of one fiscal period to reverse an adjusting  

   entry made in the previous fiscal period. 

 

  Rule of thumb:  a reversing entry is made if an adjusting entry creates a balance in an asset or  

   liability account. 

  A reversing entry is just the opposite of an adjusting entry. 

 

  $11.00 of the $16.50 total interest income has already been recorded as revenue.  The reversing  

   entry accounts for this.  The remaining $5.50 will be earned in the next fiscal period. 

 

  Interest Income is debited resulting in a debit balance of $11.00 in the account.  A debit  

   balance is the opposite of the normal balance of the interest income account.  When the  

   full amount of interest is received, $16.50, this amount will be credited to Interest  

   Income.  The account will then have a credit balance of $5.50 ($16.50 credit - $11.00  

   debit), the amount earned in the new year. 
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  The reversing entry to Interest Receivable reduces that account to a zero balance.  Thus, when  

   the interest is received, no credit entry will be required to recognize collection of the  

   balance of Interest Receivable.  The total amount of interest received will be credited to  

   Interest Income. 

 

  Reversing entry for accrued interest income - page 669. 

 

 

 

 Collecting a note receivable issued in a previous fiscal period 

  January 31, 20-- 

   Received cash for the maturity value of Note Receivable No. 15: principal, $550.00,  

    plus interest, $16.50; total, $566.50.  Receipt No. 38. 

 

  To calculate the maturity value of a Note Receivable: 

   Principal  x  Interest Rate  x  Time/Fraction/Year  =  Interest 

     $550.00  x  12%  x  3/12  =  $16.50 

    Principal  +  Interest  =  Maturity Value 

     $550.00  +  $16.50  =  $566.50 

  The total interest, $16.50, was earned during two fiscal periods, $11.00 during the previous fiscal 

   period and $5.50 during the current fiscal period.  Since we did a reversing entry, the  

   entry to record the collection of this note receivable and interest is the same as the entry  

   to record a note accepted and collected in a single fiscal period. 

 

  Cash receipts journal entry to record note receivable accepted in previous fiscal period  

   when reversing entries are used - page 670. 

 

  General ledger accounts after posting cash receipt of note receivable - page 671. 

   Interest Income - credit balance of $5.50, the amount of interest earned in the current  

   year. 
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Assignment: 

  Be sure you know and understand: 

   •  the meaning of terms 1 - 3, pg. 679. 

   •  the answers to questions 1 - 9, pg. 679. 

   •  answer Case 1, pg. 679. 

   •  do Drill 25-D1, pg. 680. 

   •  do Problem 25-1, pg. 681. 

   •  read pages 671 - 678. 

 

 

 

ACCRUED EXPENSES 

 Accrued expenses - expenses incurred in one fiscal period but not paid until a later fiscal period. 

 

 The adjusting entry for accrued expense increases the accrued expense account (other expense) and the  

   accrued expense payable account (liability). 

  The income statement will then report all expenses for the period even though some of the  

   expenses have not yet been paid.  The balance sheet will report all the liabilities,   

   including the accrued expense payable. 

 

 

 Adjusting entry for accrued interest expense 

  Accrued interest expense - interest incurred but not yet paid. 

 

  Note payable on hand as of December 31: 

   Note Payable No. 10; 9-month, 10% note for $2800.00, First National Bank, dated  

    September 30. 

 

  Accrued interest expense on note in calculated as follows: 

  Principal  x  Interest Rate  x  Time/Fraction/Year  =  Accrued Interest Expense 

     $2800.00  x  10%  x  3/12  =  $70.00 
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  Interest Expense debited to show the increase in the balance of this expense account.  

   The account balance is the amount of interest expense incurred during the fiscal period. 

   The balance of this account will appear on the Income Statement as an other expense. 

  Interest Payable is credited to show the increase in the balance of this liability account. 

   The account balance is the amount of accrued interest at the end of the period and will  

    not be paid until the next fiscal period. 

   The balance of this account will appear on the Balance Sheet as a liability. 

 

  Accrued interest expense adjustment on a work sheet - page 673. 

  General journal entry for the adjustment - page 673. 

  Interest Payable and Interest Expense general ledger accounts after adjusting entry has been  

   posted - page 674. 

 

 

 Closing entry for interest income 

  Information needed to record closing entries is obtained from the Income Statement columns of a 

   work sheet. 

  Interest Expense is closed to the income summary account as part of the regular closing entries  

    to close all income statements accounts with debit balances. 

   Income Summary is debited as part of the regular closing entry. 

    Interest Expense is credited to reduce the account balance to zero. 

  

 

 

 Reversing entry for accrued interest income 

  $70.00 of the $210.00 total interest expense has already been recorded as an expense.  The  

   reversing entry accounts for this.  The remaining $140.00 will be paid in the next fiscal  

   period. 
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  Interest Expense is credited resulting in a credit balance of $70.00 in the account.  A credit  

   balance is the opposite of the normal balance of the interest expense account.  When the  

   full amount of interest is paid, $210.00, this amount will be debited to Interest Expense.  

   The account will then have a debit balance of $140.00 ($210.00 debit - $70.00 credit), the 

   amount of interest paid in the new year. 

 

  The reversing entry to Interest Payable reduces that account to a zero balance.  Thus, when  

   the interest is paid, no debit entry will be required to recognize payment of the balance  

   of Interest Payable.  The total amount of interest paid will be debited to Interest   

   Expense. 

 

  Reversing entry for accrued interest expense - page 675. 

 

  Rule of thumb: to determine whether or not reversing entries are made: 

   If an adjusting entry creates a balance in an asset or liability account, the adjusting entry  

    is reversed. 

 

 

 

 Paying a note payable issued in a previous fiscal period 

  June 30, 19-- 

   Paid cash for the maturity value of Note Payable No. 10: principal, $2800.00, plus  

    interest, $210.00; total, $3010.00.  Check No. 982. 

 

  To calculate the maturity value of a Note Payable: 

   Principal  x  Interest Rate  x  Time/Fraction/Year  =  Interest 

     $2800.00  x  10%  x  9/12  =  $210.00 

    Principal  +  Interest  =  Maturity Value 

     $2800.00  +  $210.00  =  $3010.00 
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  The total interest, $210.00, was incurred during two fiscal periods, $70.00 during the previous  

   fiscal period and $140.00 during the current fiscal period.  Since we did a reversing entry, 

    the entry to record the payment of this note payable and interest is the same as the 

    entry to record a note issued and paid in a single fiscal period. 

 

  Cash payments journal entry to record note payable issued in previous fiscal  period when  

   reversing entries are used - page 676. 

 

  General ledger accounts after posting cash payment of note payable - page 677. 

   Interest Expense - debit balance of $140.00, the amount of interest paid in the current  

    year. 

 

 

 

SUMMARY of ACCOUNTING for ACCRUED REVENUE and EXPENSES 

 Page 631. 

 

 

 

 

Assignment: 

  Be sure you know and understand: 

   •  the meaning of terms 4 - 5, pg. 679. 

   •  the answers to questions 10 & 13, pg. 679. 

   •  answer Case 2, pg. 679. 

   •  do Drill 25-D2, pg. 680. 

   •  do Problem 25-2, pg. 681. 

 

 

Assignment 

  •  do Problem 25-M, pg. 682. 
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V.  Closure: 

 To review for test do Study Guide 25 and Problem 25-M. 

 

 

VI.  Evaluation of Student Learning: 

 Students will be evaluated using Problems 25-M, and Chapter 25 test. 


