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* Rent, insurance, and periodicals are examples of services or goods for which some
companies require payment in advance.

* These companies reported expenses before some benefits have been received.

* These expenses are called prepaid expenses.

* Because the company anticipates receiving some benefit in the form of a service
or goods in exchange for the prepaid expenses, they are classified as assets.

* During the useful life of the services or goods, the prepaid expenses are allocated %
to a specific expense account, thereby reducing owner's equity.
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* Let's look at some of the most common journal entries about prepaid expenses.

* It is agreed that a payment of RM12,000 will be made as an advance rental for
office space and equipment that will be used for a period of twelve months.

* This transaction impacts both the cash account and the prepaid expenses account.
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Prepaid Expenses

* The prepaid expense account is an asset account that is increasing in value,
therefore, the company should record a debit against it.

* The cash account is an asset account that decreases in value, as a result, the
company should keep a credit record against it.

Journal Entries

Account Debit Credit
Prepaid Expense Account 12,000 =
Cash 12,000 .
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Prepaid Expenses

* The rental agreement has a 12-month usable life. That's why every month, the
company should recognise a portion of the prepaid expenses as a rental expense.

* This type of transaction is referred to as an adjustment.

* Every month, RM1,000 should be debited to the rent expenses account, and
RM1,000 should be credited to the prepaid expenses account.

Journal Entries
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Account Debit Credit
Rent Expenses Account 1,000 -

1“\k\
Prepaid Expense Account 1,000 Wo¥
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or further consultation, please contact:

Chin Chee Seng
Partner

+6012 365 4331
cschin@ccs-co.com

Wong Woei Teng
Audit Partner

+6017 237 8233
woeiteng@ccs-co.com

Jared Low
Assurance Director
+6018 763 4813
jared@ccs-co.com
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