Instructions
Copy and paste the following questions into a Microsoft Word document. Answer each question with a minimum of two to three (2-3) sentences. Some questions will require substantially more than that to fully respond to the prompt. Be thorough when addressing each item and make sure you answer each part of the question. (You should use only your textbook to support this activity.) Please do not use an Internet search engine. Please note each question is worth 10 points.

1. What is the cash basis of accounting? What is the accrual basis of accounting?

Cash basis of accounting method implies recording of accounting transactions in a firm both revenue as well as expenses only when the respective cash is received or payments made. It is clear that revenue is recorded only when the customer pays for the billed service and product while a payable is recorded only when the company pays.
The accrual basis of accounting takes place only when the expenses are actually matched with related revenues and are only record when the expense takes places but not when cash is actually paid. 


2. What is a prepaid expense? When you purchase prepaid insurance, which account would you debit and which account would you credit to record this transaction?

A prepaid expense implies to the future expenses whose payment has been done in advance. It implies to the costs that have already been done and not yet expenses or used up.
The account debit a purchase prepaid insurance is prepaid insurance expense and the account to credit is cash.
3. For each of the following transactions, indicate which account would be debited and which would be credited. Please remember that for each transaction there is a debit AND a credit. Please refer to Exhibit 3.12 in Chapter 3. 

	Adjusting entry
	Account to be Debited
	Account to be Credited

	1.   To record revenue earned but not yet paid (nor recorded)
	 Accounts receivable
	Earned revenue

	2.  To record depreciation
	 Depreciation expense
	 Accumulated depreciation

	3. To accrue salaries
	 Salaries expense 
	 Salaries payable

	4. To record revenue earned that was previously received as cash in advance
	[bookmark: _GoBack] Unearned revenue
	 Revenue 


4. What type of assets requires adjusting entries to record depreciation?

Fixed assets



5. What is unearned revenue? Is it an asset, liability or equity account? Explain.
Unearned revenue implies to prepaid revenue. In an essence, the customer makes payment for services not yet rendered by the recipient of the funds. 
It is a liability to the organization because one receives cash which is debited and credit the unearned revenue.
.
6. Which accounts are generally classified as "current" assets? Which accounts are generally classified as "current liabilities"?  Please list two or more examples.

Current assets 
The currents assets in a balance sheet implies to all the assets that are easily converted to cash within a year. 

Examples of current assets 
Inventory, 
Accounts payable

Current liabilities 
Current liabilities in a balance sheet implies to all the company’s obligations that the company must settle within a year.

Examples of current liabilities
Account payable
Salaries payable
Notes payable

7. Which is listed first in general journal entries- a debit or a credit? Are the debits or credits indented?

A debit is listed first and on the first line
A credit is indented and on the second line

8. What is the difference between a note payable and an account payable?

Notes payable usually represent a loan from the bank and any other financial institution against a s security or even a personal guarantee and entails a formal loan  agreement. On the other hand, accounts payable represent the amount of money owed by a given business to its suppliers within a given period of time.

9. Order the following steps in the accounting process that focus on analyzing and recording transactions. 
_____ a. Prepare and analyze the trial balance. 
_____ b. Analyze each transaction from source documents. 
_____ c. Record relevant transactions in a journal. 
_____ d. Post journal information to ledger accounts. 


b -Analyze each transaction from source documents
c- Record relevant transactions in a journal.
d- Post journal information to ledger accounts.
a- Prepare and analyze the trial balance.

10. Why does a record keeper prepare a trial balance?

A trial balance is used in summarizing ledger and verification of total debits and credit balances.

