Chapter 6 Work Sheet for a Service Business
Consistent Reporting

*Consistent Reporting is applied when the same accounting procedures are followed in the same way in each accounting period.

Lesson 6-1 Creating a Work Sheet

*The length of time for which a business summarizes and reports financial information is called a fiscal period.  Also known as an accounting period.


*Each business chooses a fiscal period length that meets its needs, most are 1 year periods.


*A first fiscal period can begin on any date; most begin the first day of the month.


*Financial information is always summarized and reported at the end of a fiscal period.

Work Sheet

*A columnar accounting form used to summarize the general ledger information needed to prepare financial statements is called a work sheet.


*Accountants use a Work Sheet for 4 reasons:

1.  To summarize General Ledger account balances to prove the debits and credits equal.

2.  The plan needed charges 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.  A calculated amount of Net Income or Net Loss for a fiscal period.


*A Work Sheet is a planning tool and is not considered a permanent accounting record, so it is prepared in pencil.

Preparing the Heading of a Work Sheet

*The heading consists of 3 lines and contains the name of the business, the name of the report, and the date of the report.

Preparing a trial balance on a Work Sheet

*A proof of the equality to debits and credits in a General Ledger is called a Trial Balance.


*Information for the trial balance is taken from the General Ledger


*All accounts are listed in the same order as they are on the chart of accounts.  All are listed even if they don’t have a balance.

Lesson 6-2 Planning Adjusting Entries on a Work Sheet

*Expenses should be represented in the same fiscal period that it is used to produce revenue.


*Only the valued of the supplies used should be reported as expenses.


*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.


*Supplies on hand are items of value owned by a business until supplies are used.


*The value of supplies that are used become an expense for the business


*This is also true for insurance—as it is used it becomes an expense.


*Changes recorded on a Work Sheet to update the General Ledger accounts at the end of the fiscal period are called adjustments.


*The portions of the assets consumed in order to earn revenue become an expense of the business.


*Adjustments must be made to both the asset and expense accounts for supplies and insurance due to this.


*A Work Sheet is used to plan adjustments.


*Changes are not made in the General Ledger accounts until adjustments are journalized and posted.

Supplies adjusted on a Work Sheet

*The ending balance of the asset account supplies should represent the amount of supplies remaining on hand at the end of the fiscal period.  The amount of supplies used during the period should be recorded in the expense account and supplies account.

Prepaid insurance adjustments on a Work Sheet
Providing the adjustment columns on a Work Sheet 

*After all adjustments are recoded in a Work Sheet adjustments column; the equality of debits and credits for the 2 columns is proved by totaling and ruling the 2 column.

Lesson 6-3 Extending Financial Statements on a Work Sheet
Extending Balance Sheet account balances on a Work Sheet

*At the end of each fiscal period an up-to-date balance sheet is added to the Work Sheet.

Extending Income Statement account balances on a Work Sheet

*A financial statement showing the revenue and expenses for a fiscal period is called and Income Statement.


*Up-to-date Income Statement account balances are extended on a Work Sheet


*Page 160 shows the steps on how to do this.

*A Summary of preparing a Work Sheet for a service business can be found on pages A-C.


***This could be very helpful

Recording Net Income & Totaling, & Ruling a Work Sheet


*The difference between total revenue and total expenses when total rev. is greater is called Net Income, N/I.


*Before a work sheet can be completed N/I must be calculated and the Work Sheet must be totaled and ruled.


*On pg. 161 the steps to calculate N/I on a work sheet; totaling and ruling a work sheet.

Calculating and recording a net loss on a work sheet


*The diff. between total rev. and total exp. When total exp. Is greater is called a net loss, N/L.


*To calculate a N/L, you must take the debit column of the I/S minus the credit column of the I/S


*Pg. 162 shows the steps for calculating and recording a net loss on a work sheet.

Lesson 6-4 Finding and correcting errors on the Work Sheet

Correcting accounting errors on the Work Sheet


*Some errors may occur when reporting and not noticed until the Work Sheet is prepared.


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

Checking for typical calculation errors


*When 2 col. Totals are not in balance, subtract the small total from eh larger to find the diff.


*Check the diff. between the 2 amounts against the following guides:



1.  The diff is 1, such as .01, .10, 1.00, or10.00. The error is most likely addition.



2.  The diff can be divided evenly by 2.  An entry may have been recorded in an incorrect column in the journal or in an account.



3.  The diff can be divided evenly by 9.  This means an entry might have been transposed. Ex. $54 instead of $45.



4.  The diff is an omitted amount.  A failure to record and account balance will make a work sheet column total differ.

Checking for errors in the Work Sheet


*There are 3 cases and a few suggestions for each listed on pg. 165.



1.  Check for errors in the Trial Balance column



2.  Check for errors in the adjustment columns.



3.  Check for errors in the Income Statement and BS columns. 

Correcting an error in posting to the wrong account.

*if a pair of work sheet columns do not balance and an error cannot be found on the work sheet, look for an error in posting from the general journal to the general journal accounts.


*use a check mark after verifying each item in an account or a general ledger entry.


*There are 2 main questions to ask:



1.  Have all amounts that need to be posted actually been posted from the general journal.



2.  Have all amounts been posted to the correct accounts.

Correcting an incorrect amount and an amount posted to the wrong column


*When you find an error in the general ledger account, the permanent record should never be erased.


*Entries that are erased can raise questions about whether important financial information has been altered.


*To correct and incorrect amount there are 3 steps:



1.  Draw a line through the incorrect amount.



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



3.  Recalculate the account balance and correct the account balance on the work sheet


*To correct an amount posted to the wrong column



1.  Draw a line through the incorrect item in the account.



2.  Record the posting in the correct amount column.



3.  Recalculate the account balance and correct the work sheet.

Checking for errors in General Journal entries.


*There are 4 questions to ask yourself to make sure all corrections have been made:



1.  Do debits = credits in each general journal entry?



2.  Is the g/j entry amount recorded in the correct journal column?



3.  Is information in the account title column correct for each g/j entry?



4.  Have all transactions been recorded?

Preventing errors


*The best way to prevent errors is to work carefully


*Use a calculator whenever possible.


*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.
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