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When preparing financial statements, accurate recording of expenses and
assets is essential to reflect the true financial position of a business. One
of the critical accounting procedures involves adjusting entries at the end
of the fiscal year. Among these, adjusting entries related to supplies are
fundamental because they ensure that the supplies expense and supplies asset
accounts accurately represent the supplies used and remaining at year-end.
Properly preparing these adjusting entries not only aligns with the matching
principle of accounting but also enhances the reliability of financial
reporting. This comprehensive guide will walk you through the process of
preparing adjusting entries for supplies for the year ended December 31,
2014, covering key concepts, step-by-step procedures, and best practices.

Understanding Supplies and Their Role in
Financial Accounting

What Are Supplies in Accounting?

Supplies in accounting refer to items that a business purchases and uses in
its daily operations, such as office supplies, cleaning materials, pens,
paper, and other consumables. They are considered current assets on the
balance sheet until they are used, at which point they become expenses.

Supplies as an Asset

Initially, supplies are recorded as an asset when purchased because they
provide future economic benefits. As the supplies are consumed over time,
their cost is transferred from the asset account to supplies expense,
reflecting their usage during the period.

The Importance of Adjusting Entries for
Supplies
Adjusting entries are necessary because:

— They ensure the supplies expense accurately reflects supplies used during
the period.



— They adjust the supplies asset account to show the remaining supplies at
year—end.

— They comply with the matching principle, which states expenses should be
recognized in the same period as the related revenues.

Without proper adjustments, the financial statements could overstate assets
or expenses, leading to misinterpretation of a company's financial health.

Step-by-Step Guide to Preparing Supplies
Adjusting Entries

To prepare the adjusting entry for supplies, follow these key steps:

1. Determine the Beginning Supplies Balance

Start by identifying the supplies balance at the beginning of the period,
which is typically obtained from the prior year's ending balance.

2. Add Purchases Made During the Year

Include all supplies purchased during the year, recorded as debits to
supplies account.

3. Calculate the Supplies Available

Sum the beginning balance and purchases to determine total supplies available
for use during the year.

4. Conduct a Physical Count of Remaining Supplies

At year-end, physically count the supplies remaining on hand to establish the
ending inventory of supplies.

5. Calculate Supplies Used

Subtract the ending supplies balance from the supplies available to find the
amount of supplies used during the period.

6. Record the Adjusting Entry

Debit supplies expense and credit supplies asset account for the amount of
supplies used.



Example of Preparing Supplies Adjusting Entry

Suppose a company begins 2014 with a supplies balance of $1,200. During the
year, they purchased supplies totaling $3,800. At the end of the year, a
physical count shows $900 of supplies remaining. Here’s how to prepare the
adjusting entry:

Step 1: Supplies at beginning of the year: $1,200
Step 2: Purchases during the year: $3,800

Step 3: Supplies available: $1,200 + $3,800 = $5,000
Step 4: Supplies on hand at year—-end: $900

Step 5: Supplies used: $5,000 - $900 = $4,100

Adjusting Entry:

— Debit Supplies Expense: $4,100
- Credit Supplies (Asset): $4,100

This entry decreases the supplies asset account by the amount used and
recognizes supplies expense on the income statement for the period.

Best Practices for Preparing Supplies Adjusting
Entries

To ensure accuracy and compliance, consider the following best practices:
e Maintain detailed records: Keep track of all supplies purchases and
physical counts.

e Conduct regular physical counts: Perform counts periodically to prevent
discrepancies and ensure accurate year—-end adjustments.

e Reconcile supplies accounts: Cross-reference physical counts with
accounting records to identify missing or misplaced supplies.

e Document adjustments: Keep detailed records of all counts and
calculations for audit purposes.

e Review prior periods: Ensure previous adjustments were correctly
recorded to avoid cumulative errors.

Common Mistakes to Avoid When Preparing
Supplies Adjusting Entries

Even experienced accountants can make errors when adjusting supplies. Be



mindful to avoid:

1. Failing to physically count supplies, which can lead to inaccurate
adjustments.

2. Using outdated or incorrect beginning balances.
3. Ignoring supplies purchased but not yet counted or recorded.
4. Not adjusting for supplies that have been partially used or misplaced.

5. Overlooking the importance of regular reconciliation and documentation.

Conclusion

Accurately preparing adjusting entries for supplies is a vital aspect of
year—end closing procedures that ensures financial statements reflect the
true state of a company's assets and expenses. By understanding the nature of
supplies as assets, carefully tracking purchases and usage, conducting
physical counts, and recording correct adjusting entries, accountants can
provide reliable financial information. This not only aids management in
making informed decisions but also ensures compliance with generally accepted
accounting principles (GAAP). Implementing best practices and avoiding common
pitfalls in preparing supplies adjustments will contribute to the integrity
and accuracy of financial reporting for the year ending December 31, 2014.
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Frequently Asked Questions

What is the purpose of preparing adjusting entries
for supplies at year—-end?

The purpose is to accurately reflect the supplies expense incurred during the
period and the remaining supplies on hand as of December 31, 2014, ensuring
financial statements are correct.

How do you determine the supplies expense to record
in the adjusting entry?

Subtract the ending supplies inventory on hand from the beginning supplies
balance plus any purchases made during the year to find the supplies used,



which will be recorded as the supplies expense.

What is the typical journal entry to adjust supplies
at year-end?

Debit Supplies Expense and credit Supplies for the amount of supplies used
during the period, adjusting the supplies account to reflect the remaining
supplies on hand.

Why is it important to adjust the supplies account
before preparing financial statements?

Adjusting ensures that the supplies expense and remaining supplies are
accurately reported, providing a true picture of expenses and assets for the
period.

What information is needed to prepare the supplies
adjusting entry for December 31, 20142

You need the beginning supplies balance, purchases during the year, and the
ending supplies inventory count on December 31, 2014.

Additional Resources
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In the realm of accounting, accurate financial reporting hinges on meticulous
record-keeping and timely adjustments. As the fiscal year draws to a close,
accountants undertake the crucial task of preparing adjusting entries to
ensure that financial statements faithfully reflect the company's actual
financial position. One common area requiring adjustment is supplies — those
everyday materials used in operations that may not be fully accounted for in
the initial records. Properly adjusting for supplies ensures that expenses
are matched with the revenues they help generate, maintaining the integrity
of the financial statements.

This article delves into the process of preparing adjusting entries for
supplies at year-end, providing a comprehensive guide on the concepts,
calculations, journal entries, and best practices involved. Whether you’re an
accounting student, a professional accountant, or a small business owner,
understanding how to handle supplies adjustments is vital for accurate and
compliant financial reporting.

Understanding Supplies in Accounting

What Are Supplies?

Supplies in accounting refer to tangible assets that a business uses in its



operations but are not intended for resale. These include items like office
supplies (pens, paper, staples), cleaning materials, minor tools, and other
consumables. Supplies are classified as current assets on the balance sheet
until they are used up, at which point they become expenses.

Initial Recording of Supplies

When supplies are purchased, they are recorded as an asset in the Supplies
account at their cost. For example, if a company buys office supplies worth
$2,000, the journal entry might Dbe:

- Debit Supplies $2,000
- Credit Cash or Accounts Payable $2,000

Throughout the accounting period, the Supplies account accumulates the total
cost of supplies purchased. However, as supplies are consumed during
operations, the unexpended balance on hand may not match the supplies expense
recorded for that period.

The Need for Adjusting Supplies Entries

Why Adjustments Are Necessary

At the end of the accounting period, it becomes essential to determine how
much of the supplies purchased have actually been used during the period. The
initial purchase records the total supplies acquired, but it does not reflect
the supplies used up. Failing to adjust for supplies used can lead to
overstated assets and understated expenses, distorting financial statements.

Adjusting entries serve to:
— Decrease the Supplies asset account to reflect supplies consumed.
— Recognize supplies expense on the income statement for the period.

Impact on Financial Statements

Proper supplies adjustment ensures that:

— The balance sheet accurately reports the remaining supplies on hand.

- The income statement correctly reports supplies expense, affecting net
income.

Step-by-Step Guide to Preparing Supplies
Adjusting Entries

Preparing the adjusting entry for supplies involves several steps:
1. Determine the Beginning Supplies Balance

2. Add Purchases Made During the Period
3. Calculate the Supplies Available for Use



4. Count the Supplies on Hand at Year-End
5. Calculate Supplies Used During the Period
6. Record the Adjusting Journal Entry

Let's explore each step in detail.

1. Determine the Beginning Supplies Balance

The beginning supplies balance is the amount of supplies on hand at the start
of the period (January 1, 2014). This figure should be obtained from the
prior year's ending balance sheet or the previous accounting records.

2. Add Purchases Made During the Period

Throughout the year, additional supplies are purchased. These purchases are
recorded as debits to the Supplies account. Summing these purchases with the
beginning balance gives the total supplies available for use during 2014.

Example:

Beginning Supplies (Jan 1, 2014): $1,000
Purchases during 2014: $3,000

Total supplies available: $4,000

3. Calculate Supplies Available for Use

This total reflects what the company could have used during the year,
assuming no supplies were used or consumed.

4. Count Supplies on Hand at Year-End

A physical count of supplies on December 31, 2014, determines how much
supplies remain unused. This count is critical for accurate adjustment.

Example:
Supplies on hand at year-end: $500

5. Calculate Supplies Used During the Year

Supplies used are computed as:
Supplies Used = Supplies Available for Use - Supplies on Hand at Year-End

Using the example:
$4,000 - $500 = $3,500

This amount represents the supplies consumed during 2014.

6. Record the Adjusting Entry

The adjusting journal entry transfers the supplies used from an asset to an
expense. It typically looks like this:

Journal Entry:



— Debit Supplies Expense $3,500
— Credit Supplies $3,500

This entry reduces the Supplies asset account and recognizes supplies expense
on the income statement.

Practical Example: Preparing Supplies Adjusting
Entries

To illustrate, let's assume the following scenario:
- Beginning Supplies (Jan 1, 2014): $1,200

— Supplies purchased during 2014: $2,800

— Supplies on hand at December 31, 2014: $900

Step 1: Calculate supplies available for use:
$1,200 + $2,800 = $4,000

Step 2: Determine supplies used:

$4,000 - $900 = $3,100

Step 3: Prepare the adjusting journal entry:

— Debit Supplies Expense $3,100
- Credit Supplies $3,100

This entry adjusts the supplies account to reflect the actual remaining
supplies and recognizes the expense incurred during the period.

Additional Considerations and Best Practices

Accurate Counting and Record-Keeping

Physical counts at year-end are essential. Regular inventory checks help
prevent discrepancies and ensure that supplies records are current.

Consistent Documentation

Maintain detailed records of purchases, counts, and adjustments. Proper
documentation supports audit trails and financial accuracy.

Timely Adjustments

Make supplies adjustments immediately after counting supplies at year-end,



rather than delaying. This ensures the financial statements are prepared
based on accurate data.

Understanding the Nature of Supplies

Recognize that supplies are different from inventory meant for resale.
Supplies are consumables, and their expense recognition aligns with their
consumption.

Conclusion

Preparing adjusting entries for supplies at year-end is a fundamental aspect
of accurate financial reporting. It ensures that the expenses related to
supplies are properly matched with the revenues they help generate, providing
a clear picture of the company's operational efficiency. The process involves
understanding the initial supplies balance, recording purchases, physically
counting remaining supplies, and then journalizing the necessary adjustments.

By following a systematic approach and maintaining diligent records,
accountants can ensure that the supplies account accurately reflects the
company's resource consumption, leading to trustworthy financial statements
that serve as reliable tools for decision-making, compliance, and strategic
planning.

Whether managing a small business or working within a larger organization,
mastering supplies adjustments is essential. It exemplifies the broader
principles of accrual accounting—matching expenses with revenues and
reporting true financial health. As the year closes, taking the time to
prepare these adjusting entries reinforces the integrity and accuracy that
underpin quality financial reporting.
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