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Deferrals: Gladiall  feSualall
1. Prepaid expenses: Expenses paid in cash before they are used or consumed.
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2. Unearned revenues: Cash received before services are performed.
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1. Accrued revenues: Revenues for services performed but not yet received in cash or recorded.
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2, Accrued expenses: Expenses incurred but not vet paid in cash or recorded.
Cd Jand gl 1R aBa Al LgtKl o Lt a8 Al Cild g paad) A 0 ABaiadl cild g aall
A8 A Jad o) adii al Lgiglg Lebilia 4addd) o Jguand) 2 o) Lg8liading g 5 a8l (adl cild g uaa A
581 (adt culd g paal Lgliad e AW 1Y



Tlea Abas ﬂ

COlalil) o cladiall 43 ) ol sl 238 Adjusting Entries for Deferrals

Adjusting Entries il guil) 3 g8

datiall cild g paal)

JpaY) Prepaid Expenses ig I\
Asset Expense
Unadjusted | Credit p| Debit
Balance Adjusting Adjusting
Lﬁw J'.sh, J'-_U-d‘] -"E"ntfz |:_:| L E Eﬂtl‘_‘,n’ |:+}

Nep T

MJJ&SPMT .._nj)...a.aﬂd.ﬁ :3‘_.!.:'.)‘_:__“ 3.:1}_551
dr. Prepaid expenses a8l Cag padll Lo e dr. expense i3 padl [
cr. cash i ] op prepaid expensesaidl i padl /o
calad Unearned Revenues alx gl ) danadll ¢alal )
Liability Revenue lal
Debit Unadjusted Credit
Adjusting | Balance Adjusting
N O BT el Entry (4) -l 4y g 2.8
Cride 4 g -F T
Laivie mial ¥ ad | : :
“ 3 Ay A2 jall 4y gual)

dr.cash il [a

; dae Ayl o
cr.unearned revenues s 3l yl fa dr.unearned revenues pise 2 i e

cr.revenues <l Y1 s




.

For example, Yazici Advertising purchased advertising supplies costing 25,000 on October 5.
Yazici therefore debited the asset Supplies. This account shows a balance of 25,000 in the October

31 trial balance . An inventory count at the close of business on October 31

reveals that 10,000 of supplies are still on hand. Thus, the cost of supplies used is 15,000 (

25,000 - 10,000). The analysis and adjustment for Supplies is summarized in lllustration
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Basic The expense Supplies Expenseisincreased £15,000, and the asset
Analysis Supplies is decreased +15,000.
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For example, on October 4, Yazici Advertising paid 6,000 for a one-year fire insurance policy,

beginning October 1. Yazici debited the cost of the premium to Prepaid Insurance at that time. This

account still shows a balance of 6,000 in the October 31 trial balance. An analysis of the policy

reveals that 500 ( 6,000 /[ 12) of insurance expires each month. The analysis and adjustment for
insurance is summarized
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In the case of Yazici Advertising, it estimates depreciation on its office eguipment to be 4,800 a

year {cost 50,000 less residual value 2,000 divided by useful life of 10 years), or 400 per

month. The analysis and adjustment for depreciation is summarized in lllustration . The

balance in the Accumulated Depreciation—Equipment account will increase 400 each month.

Therefore, after journalizing and posting the adjusting entry for the second month of use at

November 30, the balance will be 800
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For example, Yazici Advertising received 12,000 on October 2 from R. Knox for advertising
services expected to be completed by December 31. Yazici credited the payment to Unearned
Service Revenue. This liability account shows a balance of 12,000 in the October 31 trial balance.
Based on an evaluation of the service Yazici performed for Knox during October, the company
determines that it should recognize 4,000 of revenue in October. The liability (Unearned Service
Revenue) is therefore decreased and equity (Service Revenue) is increased, as shown In
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Yazici Advertising signed a three-month note payable in the amount of 50,000 on October 1. The
note requires interest at an annual rate of 12 percent. Three factors determine the amount of the
interest accumulation: (1) the face value of the note; (2) the interest rate, which is always
expressed as an annual rate; and (3) the length of time the note is outstanding. For Yazici, the total
interest due on the 50,000 note at its maturity date three months in the future is 1,500 ( 50,000
x .12 x 3/12), or 500 for one month. shows the formula for computing interest
and its application to Yazici. .
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Basic The expense Interest Expense is increased £500, and the liability Interest
Analysis Payableisincreased £500.
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Companies pay for some types of expenses, such as employee salaries and wages, after the services
have been performed. For example, Yazici Advertising last paid salaries and wages on October 26. It
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will not pay salaries and wages again until November 23. However, as shown in exempal

three working days remain in October (October 29-31)
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At October 31, the salaries and wages for these days represent an accrued expense and a related

liability to Yazici. The employees receive total salaries and wages of 10,000 for a five-day work
week, or £2,000 per day. Thus, accrued salaries and wages at October 31 are £6,000 (£2,000 x 3).
The analysis and adjustment process is summarized in
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The expense Salaries and Wages Expense is increased ©6,000, and the liability
Salaries and Wages Payable isincreased +6,000.
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Debits increase expenses: debit Salaries and Wages Expense $6,000.
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Proper recognition of revenues and expenses dictates recording bad debts as an expense of the
period in which a company records revenue for services performed instead of the period in which
the company writes off the accounts or notes. The proper valuation of the receivable balance also
requires recognition of uncollectible receivables. Proper recognition and valuation require an

adjusting entry,
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October 31
Uncollectible accounts:
record bad debt expense

At the end of each period, a company, such as Marks and Spencer ple (M&S) (GBR), estimates
the amount of receivables that will later prove to be uncollectible. M&S bases the estimate on
various factors: the amount of bad debts it experienced in past years, general economic conditions,
how long the receivables are past due, and other factors that indicate the extent of uncollectibility.
To illustrate, assume that, based on past experience, Yazici Advertising reasonably estimates a bad
debt expense for the month of 1,600. The analysis and adjustment process for bad debts is
summarized in
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Basic The expense Bad Debt Expense is increased +1,600, and the contra assat « 1%
Analysis Allowance for Doubtful Accountsisincreased +1,600.
Y] i ol _)-1]\3‘] + ‘L'SL“H Ij}:‘:.'
Alalaad) alas : Assets = Liabilities + Equity
Equation el Allowance for Doubtful Vi ALl Bgin pmdt e ganadl gl Cag pak
Anal lrﬁlé e o £ Account'; _ Bad Debt Expense

. 1,600 . -t1,600
R T Lﬂuaympu..m..um Voo e daginall ¢ pall Cilg aa T Alta g paall B 3230
il g Gl (s Debits increase expenses: debit Bad Debt Expensé ‘B’i’,’éﬁﬁ sdall o) o

gl = dgshF 2 . DE-::-I!I-ICr\_Qdit Credits increase contra assets: credit Allowance for Doubtful
A auils §sda aiyate Accounts £1,600. _I

= + L:c»-l““‘ el Gie O

-1.600 gl g Oct. 31| Bad Debt Expense  4apia fpd digpaa s Ga| 1,500
600 Journal Allowance for Doubtful 1,600
Entry Accounts L e g paadia [ )
(To record monthly bad debt expense)
CaSI:FFIthIWS & el A ginall oy gudll g e Jaald
no efec ] 1 ]
K| 3. PRI EN
R e . =
Al ciiadl) o 20 a g Y o . At Accounts Receivable 43 112
- d:’:‘ Oct.31 72,000
A 31 2,000
Postto  oct.31 Bal 74,000 T i
Ledger L & g2l () guall Jauades [ e gina (g ol g s [
4 Allowance for DoubrfuIAccounts B 4. Bad Debt Expense4d 910
Oct.31 Adj.1,600 Oct.31 Adj. 1,600
Oct.31 Bal. 1600 0Oct.31 Bal. 1,600

il fa Cpa Call alasy ad aadd ella Uil ol g elld Al La g uS8Y1 e Ada aua il Juand aukiiedd G e Jaes o) 2 13)

DR . Allowance Doubtful accounts L& & siall ¢ gall pawde fa (ra
CR. Accounts receivable gkaall [



4l 258 adls Summary of adjusting entries

g puidll £ g g gl 18 clliluaal) Ay gudl) 3 g8
Type of Adjustment Accounts Before Adjustment Adjusting Entry

Prepaid expenses

Aasial) ﬁ&j}.ﬂ.ﬂ!

Assets overstated. Jga¥) A dallea g) B3L3 Dr. Expenses &l g waall fa (0
Expenses understated. b g paall A (aldas) Cr. Assets  Jgpa¥) fa ]

Unearned revenues
Ala pal) g) dadball Zula) )

Accrued revenues
Aladoaall Slal )

Liabilities overstated.<iba) 501 2 dallaa ¢ 534 ) Dr. Liabilities <ika) 5N /=
Revenues understated. <) u) ,_,3 paldad) Cr. Revenues <ial ¥ [ )

Assets understated. Jga¥) & Al Dr. Assets  Jga¥) [ (o
Revenues understated. <)) ¥ 2 Galdis) Cr. Revenues &l Y [ A

Accrued expenses
Afatiual) Lié_j)uﬂ.d'l

Expenses understated. g pasl) 2 alddt) Dr. Expenses <l 3 paal) fa (e
Liabilities understated. <l 5N & (aldis) Cr. Liabilities <la) 1Y) [a A




