1


4





Ac 306 Midterm
		



Name
Institute of Affiliation
Professor
Date





Question 1 Discuss Accrual Accounting & matching.
Accrual accounting is a method of documenting expenses or revenues when a transaction occurs rather than when disbursement occurs or is received (Shipman et al., 2017). This method is followed by the matching principle, which requires that expenses and revenues be documented on the same date. The accrual method helps measure an organization's performance by identifying financial events irrespective of when financial transactions occur.
Question 2 Give an example of a Contingent Liability that a Corporation would need to accrue and disclose.
One example of contingent liability is a lawsuit from a competing firm for patent violation. To be prepared, the organization's legal department would advise against assuming that the rival has a strong case and estimate a $200mil loss to be posted as a bookkeeping entry on the balance sheet’s debit side for an escalation in legal expenses to credit increase expenses for $200mil. This is because liability is possible and easy to approximate.
Question 3 Discuss the business differences between operating and finance leases and give real examples of each.
A finance lease is a lease where the risk and the return get shifted to the lessee as they agree on lease properties for their business, for example, a ship. An operating lease is a lease where the risk and the return stay with the lessor, for example, equipment.
Question 4 Debt (both Current and Long-Term) vs. Equity – Differences, Pros, and Cons of each
Debt entails applying for a loan from a financier like a bank which can be short-term (official borrowings of an organization outside of accounts payables), long-term (a debt that measures in more than a year (Allen et al., 2020). One advantage of debt is that the owner maintains ownership, while the disadvantage is it can be expensive. Equity means a value that is returned to a corporation's shareholders if all assets were discharged. One advantage is that it has a lower risk and one disadvantage is that it requires ownership dilution.
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