
Unit 1 FAQS 

 

Which one of these statements about the accrual basis of accounting is false? 
(a) Companies record events that change their financial statements in the period in which events occur, even if 

cash was not exchanged. 
(b) Companies recognize revenue in the period in which it is earned. 

(c) This basis is in accord with generally accepted accounting principles. 

(d) Companies record revenue only when they receive cash, and record expense only when they pay 
out cash. 

 
Explanation:  

According to the Accrual basis of accounting, the effects of transactions and other economic events shall be 
recognised when they occur. The related expenses and income shall be recognised in the annual accounts for the 

reporting period to which they relate, irrespective of the payment or collection date (Conceptual framework, 

SGAP). Therefore, the timing of receiving or paying out cash is irrelevant for recording revenues and expenses. 
 

 
Adjustments for unearned revenues: 

(a) increase liabilities and decrease revenues. 

(b) increase liabilities and increase revenues. 
(c) increase assets and increase revenues. 

(d) decrease revenues and decrease assets. 
 

Explanation:  
When we collect in cash an unearned revenue, we debit Cash and credit  a Revenue account. The adjustment 

implies  crediting unearned revenues (an increase in liabilities) and debiting the revenue account (a decrease in 

revenues). 
 

 
Peter earned a salary of $400 for the last week of December. He will be paid on January 1. 
The adjusting entry for Peter’s employer at December 31 is: 
(a) No entry is required. 
(b) Salaries and Wages Expense 400 (Db) Salaries and Wages Payable 400 (Cb) 

(c) Salaries and Wages Expense 400 (Db) Cash 400 (Cb) 
(d) Salaries and Wages Payable 400 (Db) Cash 400 (Cb) 

 

Explanation:  
According to the Accrual basis of accounting, the effects of transactions and other economic events shall be 

recognised when they occur. Therefore the expense has to be recognised (Salaries and Wages Expense 400 
(Db)), alongside with the increase liability for the salary to be paid (Salaries and Wages Payable 400 (Cb)). 

 
 

 

Which account will have a zero balance after a company has journalized and posted closing entries? 
(a) Service Revenue. 

(b) Trade receivables. 
(c) Prepaid Insurance. 

(d) Accumulated Depreciation. 

 
Explanation:  

After a company has journalized and posted closing entries, all revenues and expenses have been transferred 
into account 129. Profit or Loss for the period. No revenue (Such as Service Revenue) or expenses will have a 

balance at the end of the period. 
 

 

 
 

A company may have produced some environmental damage, so the company was sued. The plaintiffs 
seek damages for 2,000 Euros. The company believes that this dispute is going to imply a future 
disbursement of 1,000 Euros. The company should record…. 



(a) Nothing until the decision is not final. 

(b) A provision for €1,000 

(c) A provision for €2,000 
(d) A provision for €1,500 

 
Explanation:  

According to the Conceptual framework, '... A liability shall be recognised in the balance sheet when it is probable 

that an outflow or transfer of resources embodying future economic benefits will result from settlement of the 
obligation, and provided that the value can be measured reliably'. And according to RMS 15, ' Provisions shall be 

measured at the balance sheet date, based on information available at any given time, as the present value of 
the best estimate of the amount required to settle the obligation or transfer it to a third party'. So a provision has 

to be recognised for the amount of our best estimation (€1,000). 
 


