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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 a work sheet for a service business organized as a proprietorship. 

 •  identify accounting concepts and practices related to a service business organized as a proprietorship. 

 •  plan adjustments for supplies and prepaid insurance. 

 •  complete a work sheet for a service business organized as a proprietorship. 

 •  identify selected procedures for finding and correcting errors in accounting records. 

 

 

II.  Materials: 

 •  Textbook 

 •  Workbook 

 •  Transparencies 

 

 

III.  Anticipatory Set: 

 General ledger accounts contain information needed by managers and owners.  Before the information 

can be used, it must be analyzed, summarized, and reported in a meaningful way. 

 

 Consistent Reporting    (CONCEPT) 

  When the same accounting procedures are followed in the same way in each accounting period. 
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IV.  Learning Activities: 

 

FISCAL PERIODS 

 Fiscal period - the length of time for which a business summarizes and reports financial information. 

  A fiscal period is also known as an accounting period. 

  Businesses usually select a period of time, such as a month, six months, or a year, for which to  

   summarize and report financial information. 

  A fiscal period can begin on any date.  Usually the first day of a month. 

   Jan. 1 - Dec. 31  Feb. 1 - Jan. 30  July 1 - June 30 

  Accounting Period Cycle     (CONCEPT) 

  Changes in financial information are reported for a specific period of time in the form of   

   financial statements. 

   *  accounting records are summarized and reported to business owners and managers  

    depending on the needs of the business (1, 3, 6, or 12 months). 

   *  for tax purposes every business prepares financial statements at the end of each year. 

 

 

 

 

WORK SHEET 

 Work Sheet - a columnar accounting form used to summarize the general ledger information needed to  

   prepare financial statements. 

  •  Accountants use a work sheet for four reasons: 

   1)  To summarize general ledger account balances to prove that debits equal credits. 

   2)  To plan needed changes to general ledger accounts to bring account balances up to  

    date. 

   3)  To separate general ledger account balances according to the financial statements to  

    be prepared. 

   4)  To figure the amount of net income or net loss for a fiscal period. 
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  •  A work sheet is a planning tool and is not considered a permanent accounting record.    

   Therefore, a work sheet is prepared in pencil.  Journals and ledgers are permanent records 

   of a business and are usually prepared in ink. 

 

 

 Preparing the Heading of a Work Sheet  (Illustration 8-1, pg. 172) 

  The heading of a work sheet consists of three lines: 

   1)  Name of the business. 

   2)  Name of the report. 

   3)  Date of the report. 

 

 

 

 Preparing a Trial Balance on a Work Sheet (Illustration 8-2, pg. 173) 

  The equality of debits and credits in the general ledger must be proved by verifying that the total  

   of all debit account balances equals the total of all credit account balances. 

  Trial Balance - a proof of the equality of debits and credits in a general ledger. 

   -  Information for the trial balance is taken from the general ledger. 

   -  General ledger account titles are listed on a trial balance in the same order as listed on  

    the chart of accounts. 

   -  All accounts are listed on the work sheet from the general ledger whether they have a  

    balance or not.  They will be needed in other parts of the work sheet. 

 

   -  Seven steps used in preparing a trial balance on a work sheet: 

    1)  Write the general ledger account titles in the work sheet’s Account Title  

     column. 

    2)  Write the general ledger account debit balances in the Trial Balance Debit  

     column 

     Write the general ledger account credit balances in the Trial Balance  

      Credit column 
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     The space in the Trial Balance columns is left blank for accounts with no  

      balance 

    3)  Rule a single line across the two Trial Balance columns. 

    4)  Add both the Trial Balance Debit and Credit columns. 

    5)  Check the equality of the two amount column totals. 

    6)  Write each column’s total below the single line. 

    7)  Rule double lines across both Trial Balance columns. 

   -  Other parts of a work sheet are not completed until the Trial Balance columns are  

    proved. 

 

 

 Planning Adjustments on a Work Sheet 

  Sometimes a business will pay cash for an expense in one fiscal period, but the expense is not  

   used until a later period.  The expense should be reported in the same fiscal period that it  

   is used to produce revenue. 

 

 

  Matching Expenses with Revenue   (CONCEPT) 

  Revenue from business activities and expenses associated with earning that revenue are   

   recorded in the same accounting period. 

   *  matching expenses with revenue gives a true picture of business operations for an  

    accounting period, therefore, all revenue earned as a result of business operations  

    and all expenses incurred in producing the revenue must be reported in the same  

    period. 

 

  In order to give accurate information on financial statements, some general ledger accounts must 

    be brought up to date at the end of a fiscal period. 

   Example:  The balance of the Supplies account is the amount of all supplies bought  

    rather than the value of only the supplies that have not been used.  The amount of  

    supplies that have been used must be deducted from the asset account, Supplies,  

    and recorded in the expense account, Supplies Expense. 
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   The balance of Prepaid Insurance is the value of all insurance coverage bought, rather  

    than the value of only the insurance coverage that still remains.  The amount of  

    the insurance coverage used must be deducted from the asset account, Prepaid  

    Insurance, and recorded in the expense account, Insurance Expense. 

 

 

  Adjustments - changes recorded on a work sheet to update general ledger accounts at the end of  

   a fiscal period. 

 

 

  Assets of a business are used to earn revenue.  The p[portion of the assets consumed in order to  

   earn revenue become expenses of the business.  The portions consumed are no longer  

   assets but are now expenses.  Therefore, adjustments must be made to both the asset and  

   expense accounts.  After the adjustments are made, the expenses incurred to earn revenue 

   are reported in the same fiscal period as the revenue is earned and reported. 

 

 

  A work sheet is used to plan adjustments.  Changes are not made in general ledger accounts until 

   adjustments are journalized and posted.  The accuracy of the planning for adjustments is  

   checked on a work sheet before adjustments are actually journalized. 
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  Supplies adjustments   (pg. 176) 

   Supplies account balance  -  supplies on hand  =  supplies used during period. 

   Four questions are asked in analyzing the adjustment: 

    1)  What is the balance of Supplies ?     $4931.00 

    2)  What should the balance be for Supplies ?   $2284.00 

    3)  What must be done to correct the account balance?           - $2647.00 

    4)  What adjustment is to made? 

     Debit Supplies Expense  Credit Supplies $2647.00 

 

   Work sheet adjustments  (Illustration 8-3, pg. 176) 

    Three steps: 

     1)  Write the debit amount in the work sheet’s Adjustments Debit column  

      on the line with the account title Supplies Expense. 

     2)  Write the credit amount in the Adjustments Credit column on the  

      Supplies line. 

     3)  Label the two parts of this adjustment with a small letter a in   

      parentheses (a), to indicate the two as part of the same adjustment. 

 

  Work Sheet overlay - pgs. 176A - 176C 

 

  Prepaid Insurance adjustments   (pg. 176D) 

     Prepaid Insurance balance  -  Insurance coverage unused  = insurance coverage used during  

   period 

   Four questions are asked in analyzing the adjustment: 

    1)  What is the balance of Prepaid Insurance ?   $1200.00 

    2)  What should the balance be for Prepaid Insurance ?  $1100.00 

    3)  What must be done to correct the account balance?           - $  100.00 

4) What adjustment is to made? 

 

    Debit Prepaid Insurance Expense Credit Prepaid Insurance $  100.00 
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  Work sheet adjustments  (Illustration 8-4, pg. 130) 

   Three steps: 

    1)  Write the debit amount in the work sheet’s Adjustments Debit column on the  

     line with the account title Insurance Expense. 

    2)  Write the credit amount in the Adjustments Credit column on the Prepaid  

     Insurance line. 

    3)  Label the two parts of this adjustment with a small letter a in parentheses (b),  

     to indicate the two as part of the same adjustment. 

 

  Proving the Adjustments columns of a Work Sheet 

   After all adjustments are recorded in a work sheet’s Adjustments columns, the equality of 

    debits and credits for the two columns is proved. 

   Three steps to prove a work sheet’s Adjustments columns: 

    1)  Rule a single line across the two Adjustments columns on the same line as the  

     single line for the Trial Balance columns. 

    2)  Add both the Adjustments Debit and Credit columns. 

    3)  Rule double lines across both Adjustments columns to show they have been  

     verified as correct. 

 

 Extending Financial Statement Information on a Work Sheet 

  At the end of each fiscal period a business prepares two financial statements from information on 

    a work sheet. 

   Balance Sheet - a financial statement that reports assets, liabilities, and owner’s equity  

    on a specific date. 

   Income Statement - a financial statement showing the revenue and expenses for a fiscal  

    period. 

  The up-to-date account balances on a work sheet are extended to columns for the two financial  

   statements. 
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  Extending Balance Sheet account balances on a Work Sheet (Illustration 8-5, pg. 179) 

   The balance sheet accounts are the asset, liability, and owner’s equity accounts.  Up-to- 

    date balance sheet account balances are extended to the Balance Sheet Debit and  

    Credit columns of the work sheet.   

   Three steps are used in extending balance sheet items on a work sheet: 

    1)  Extend the up-to-date balance of each asset account. 

     Subtract the adjustments from the Trial Balance amounts. 

    2)  Extend the up-to-date balance of each liability account. 

    3)  Extend the up-to-date balance of the owner’s equity accounts. 

 

  Extending Income Statement account balances on a Work Sheet 

   (Illustration 8-6, pg. 180) 

   Two steps  are used in extending income statement accounts on a work sheet: 

    1)  Extend the up-to-date balance of the revenue account. 

    2)  Extend the up-to-date balance of each expense account. 

     Subtract the adjustments from the Trial Balance amounts. 

 

  Figuring and recording net income on a Work Sheet  (pg. 180) 

   Net Income - the difference between total revenue and total expenses when total revenue 

    is greater. 

   Five steps are used in figuring net income on a work sheet: 

    1)  Rule a single line across the four Income Statement and Balance Sheet   

     columns. 

    2)  Add both the Income Statement and Balance Sheet columns.  Write totals in. 

    3)  Figure the net income: 

     Income Stmt. Credit total  -  Income Stmt. Debit total  = Net Income 

    4)  Write the amount of net income below the Income Statement Debit column  

     total.  Write the words, Net Income, on the same line in the Account Title  

     column. 

    5)  Extend the amount of net income to the Balance Sheet Credit column on the  

     same line as the words Net Income. 
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  Totaling and ruling a Work Sheet   (Illustration 8-7, pg. 181) 

   Four steps are used in totaling and ruling a work sheet: 

    1)  Rule a single line across the four Income Statement and Balance Sheet   

     columns just below the net income amounts. 

    2)  Add the subtotal and net income amount for each column to get proving totals  

      for the Income Statement and Balance sheet columns. 

    3)  Check the equality of the proving totals for each pair of columns. 

    4)  Rule double lines across the Income Statement and Balance Sheet columns. 

 

  Figuring an recording a net loss on a Work Sheet  (Illustration 8-8, pg. 182) 

   Net Loss - the difference between total revenue and total expenses when total expenses  

    are greater than total revenue. 

   Six steps are used in figuring net loss on a work sheet: 

    1)  Rule a single line across the four Income Statement and Balance Sheet   

     columns. 

    2)  Add both the Income Statement and Balance Sheet columns.  Write totals in. 

    3)  Figure the net income: 

     Income Stmt. Debit total  -  Income Stmt. Credit total  = Net Loss 

    4)  Write the amount of net loss below the Income Statement Credit column total.  

     Write the words, Net Loss, on the same line in the Account Title column. 

    5)  Extend the amount of net loss to the Balance Sheet Debit column on the same  

     line as the words Net Loss. 

    6)  Total and rule the work sheet using the same steps as when there is net   

     income. 

Assignment: 

  Be sure you know and understand: 

   •  terms 1 - 7 on pg. 141. 

   •  questions 1 - 13 on pg. 141. 

   •  Problems 8-1 and 8-2, pgs. 143 & 144. 

   •  read pages 183 - 187. 
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FINDING AND CORRECTING ERRORS 

 Any errors found on a work sheet must be corrected before any further work is completed.  If an   

  incorrect amount is found on a work sheet, erase the error and replace it with the correct amount.  

  If an amount is written in an incorrect column, erase the amount and record it in the correct  

  column.  If column totals do not balance, add the columns again. 

 

 

 Checking for typical arithmetic errors    (pgs. 183 & 184) 

  When two column totals are not in balance, subtract the smaller total from the larger total to find  

    the difference and check it against the following guides: 

   1)  The difference is 1, such as $.01, $.10, $1.00, or $10.00 - the error is most likely in  

    addition.  Add the columns again. 

   2)  The difference can be divided evenly by 2 - the amount may have been recorded in  

    the wrong column (debit/credit) in the work sheet, journal, or general ledger  

    account. 

   3)  The difference can be divided evenly by 9 - look for transposed numbers and for a  

    “slide”.  A “slide” occurs when numbers are moved to the right or left in an  

    amount column. 

   4)  The difference is an omitted amount - look for an amount equal to the difference to  

    see if it wasn’t extended.  Look in the work sheet, journal, and ledger accounts to  

    see if that amount has been handled correctly. 

 

 

 Checking for errors in the Trial Balance columns    (pg. 185) 

  1)  Have all general ledger account balances been copied in the Trial Balance columns correctly? 

  2)  Have all general ledger account balances been recorded in the correct Trial Balance column? 

  Correct any errors found and add the columns again. 
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 Checking for errors in the Adjustments columns    (pg. 185) 

  1)  Do the debits equal the credits for each adjustment?  Use the small letters that label each part  

   of an adjustment to help check accuracy and equality of debits and credits. 

  2)  Is the amount for each adjustment correct?  

  Correct any errors found and add the columns again. 

 

 

 Checking for errors in the Income Statement and Balance Sheet columns (pg. 185) 

  1)  Has each amount been copied correctly when extended to the Income Statement or Balance  

   Sheet column? 

  2)  Has each account balance been extended to the correct Income Statement or Balance Sheet  

   column? 

  3)  Has the net income or net loss been figured correctly? 

  4)  Has the net income or net loss been recorded in the correct Income Statement or Balance  

   Sheet column? 

 

 

 Checking for errors in posting to General Ledger accounts 

  As each item in an account or a journal entry is verified, a check mark should be placed next to  

   it.  The check mark indicates that the item has been checked for accuracy. 

  1)  Have all amounts that need to be posted actually been posted from the journal? 

   •  For an amount that has not been posted, complete the posting to the correct account. 

   •  In all cases where posting is corrected, refigure the account balance and correct it on  

    the work sheet. 

   •  When an omitted posting is recorded as described above, the dates in the general ledger 

     accounts may be out of order. 

  2)  Have all amounts been posted to the correct accounts? 

   •  For an amount posted to the wrong account, draw a line through the entire incorrect  

    entry.  Refigure the account balance. 

   •  Record the posting in the correct account.  Refigure the account balance, and correct  

    the work sheet.  (Illustration 8-9, pg. 186) 
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   •  Errors in permanent records should never be erased.  Erasures in permanent records  

    raise questions about important financial information has been altered. 

  3)  Have all amounts been written correctly?  Have all amounts been posted to the correct Debit  

    and Credit columns of an account? 

   •  If an amount has been written incorrectly, draw a line through the incorrect amount.   

    Write the correct amount just above the correction in the same space.  Refigure  

    the account balance, and correct the account balance on the work sheet.  

     (Illustration 8-10, pg. 187) 

   •  For an amount posted to the wrong amount column, draw a line through the incorrect  

    item in the account.  Record the posting in the correct amount column.  Refigure  

    the account balance, and correct the work sheet. (Illustration 8-10, pg. 187) 

 

 

 Checking for errors in Journal entries 

  1)  Do debits equal credits in each journal entry? 

  2)  Is each journal entry amount recorded in the correct journal column? 

  3)  Is information in the Account title column correct for each journal entry? 

  4)  Are all of the journal amount column totals correct? 

  5)  Does the sum of debit column totals equal the sum of credit column totals in the journal? 

  6)  Have all transactions been recorded? 

   *  Errors are corrected in a way that does not cause doubts about what the correct   

    information is.  If an error is recorded, cancel the error by neatly drawing a line  

    through the incorrect item.  Write the correct item immediately above the   

    canceled item. 

   *  Sometimes an entire entry is incorrect and is discovered before the next entry is  

    journalized.  Draw neat lines through all parts of the incorrect entry.  Journalize  

    the entry correctly on the next blank line. 

   *  Sometimes several correct entries are recorded after an incorrect entry is made.  The  

    next blank lines are several entries later.  Draw neat lines through all incorrect  

    parts of the entry.  Record the correct items on the same lines as the incorrect  

    items, directly above the canceled parts. 
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 Preventing errors 

  The best way to prevent errors is to work carefully at all times.  Check the work at each step in  

   an accounting procedure.  When an error is discovered, do no more work until the cause  

   of the error is found and corrections are made. 

 

 

Assignment: 

  Be sure you know and understand: 

   •  the answers to questions 14-15, pg. 188. 

   •  do Problems 8-3 & 8-M, pgs. 189 & 190 

 

 

 

V.  Closure: 

 To review for test do Study Guide 8 and Problem 8-M. 

 

 

VI.  Evaluation of Student Learning: 

 Students will be evaluated using Problem 8-M and Chapter 8 test. 

 

 

 

 

 

 

Reference List 

 Ross, K.E., Hanson, R.D., Gilbertson, C.B., Lehman, M.W., & Swanson, R.M.,  (1995).  Century 21 

Accounting:  First-Year Course (6th ed.).  Cincinnati: South-Western Publishing Co. 

Working Papers and Study Guides - Century 21 Accounting (6th ed.). Cincinnati: South-Western 

Publishing Co. 

Viking Marine Business Simulation. Cincinnati: South-Western Publishing Co. 


