
1/9/2008

1

Adjusting Entries ContinuedAdjusting Entries Continued

Today we will examine: 
♦Accrued Expenses
♦Accrued Revenues
♦Unearned Revenues

G.A.A.P.s IG.A.A.P.s Involvednvolved

•• Consistency Consistency Principle: Principle: Requires that firms use the same accounting Requires that firms use the same accounting 
methods and procedures from period to period.methods and procedures from period to period.

•• Materiality Materiality Principle:Principle: Requires that firms include any information that Requires that firms include any information that 
could be considered material (i.e. important, relevant) to decisions made could be considered material (i.e. important, relevant) to decisions made 
by the firm. Information can be excluded if it is insignificant enough that by the firm. Information can be excluded if it is insignificant enough that 
it would not impact on such decisions. (Rule of thumb: Amounts that are it would not impact on such decisions. (Rule of thumb: Amounts that are 
less than 1% of netless than 1% of net iincome or less than 3% of total revenue canncome or less than 3% of total revenue canless than 1% of net less than 1% of net iincome, or less than 3% of total revenue can ncome, or less than 3% of total revenue can 
generally be excluded.)  generally be excluded.)  

•• Matching Principle: Matching Principle: SStates that firms must match the revenues and tates that firms must match the revenues and 
expenses for a given period of time against each other in order to expenses for a given period of time against each other in order to 
determine an accurate net income (loss) for that period. determine an accurate net income (loss) for that period. 

•• Principle Principle of of Conservatism: Conservatism: States that firms must be fair and accurate States that firms must be fair and accurate 
when presenting the value of the firm’s assets and profits. It is especially when presenting the value of the firm’s assets and profits. It is especially 
important not to overestimate such values.important not to overestimate such values.

Financial Statements in Review:Financial Statements in Review:

♦ Income Statement
• the video
• flow analyses
• res lts of operations• results of operations

♦Balance Sheet
• the snapshot
• stock analyses
• what the business owns & owes

The Need for AdjustmentsThe Need for Adjustments

We want accurate & consistent financial 
statements

. . . but. . .  but

the timing of billings/receipts or purchase-
invoicing /payments does not always match 
the end of our financial period.

Accrued ExpensesAccrued Expenses
Accrued expenses refer to expenses which 
have been incurred but not yet recorded as a 
purchase or payment transaction.

Year End
2007 2008

Jan. 1, 2007
Dec. 31, 2007 Dec. 31, 2008

Sept. 1st – Sign service 
contract to mow lawn 
and shovel snow
6 months at a total cost 
of $6,000.00

Feb. 29th - Pay 
$6,000.00 for 6 
months of service.

2007 2008

Questions to Ask

♦What is the cost for grounds maintenance 
per month?

♦How many contract months are in 2007?y
♦How many contract months are in 2008?
♦Did the supplier do work in 2007?
♦ If the contract ended on December 31st, 

would we owe supplier for work done?
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Accrued Expenses: Journal Entries
DR CR

Dec. 31 Grounds Maintenance Expense 4,000.00
Maintenance Fees Payable 4,000.00

To record four months of accrued maintenance expense 
($6,000.00 / 6 months x 4 months)

Feb. 29 Grounds Maintenance Expense 2,000.00
Maintenance Fees Payable 4,000.00

Cash 6,000.00

To record payment of six-month maintenance contract in full.
The rest of this transaction would be the same even if this was 

“Account Payable / Supplier,” because we would still be 
commuting the accrual account to a specific payable account.

Accrued Revenues
Accrued revenues refer to revenue which has 
been earned but not yet recognized.

Year End
2007 2008

Jan. 1, 2007
Dec. 31, 2007 Dec. 31, 2008

Sept. 1st – Sign service 
contract to mow lawn 
and shovel snow
6 months at a total cost 
of $6,000.00

Feb. 29th – Received 
payment $6,000.00 
for 6 months of 
service.

2007 2008

Accrued Revenues: Journal Entries
DR CR

Dec. 31 Maintenance Fees Receivable 4,000.00
Maintenance Fees Earned 4,000.00

To record four months of accrued revenue                                          
($6,000.00 / 6 months x 4 months)

Feb. 29 Cash 6,000.00
Maintenance Fees Receivable 4,000.00
Maintenance Fees Earned 2,000.00

To record receipt of payment for six-month maintenance contract 
in full.

The rest of this transaction would be the same even if this was 
“Account Receivable / Customer,” because we would still be 
commuting the accrual account to a specific asset account.

Unearned Revenue
Unearned revenue describes funds received 

but not yet earned. (ie. Payment in advance 
of service.)

Y E d

Jan 1 Dec 31 /Jan 1
Dec 31 /Jan 1

Oct 1 - service contract to mow
lawn and shovel snow
6 months - received $6,000 Mar 31 - contract  term expires

Year End
2007 2008

Unearned Revenue - Journal Entries
DR CR

Oct. 1 Cash $6,000
Unearned Revenue $6,000

To record receipt of cash in advance of 
providing service, per maintenance contract.

D 31 U d R $3 000Dec. 31 Unearned Revenue $3,000
Maintenance Fees Earned $3,000

$6,000 total fee divided by 6 months 
contract x 3 months completed.

Mar. 31 Unearned Revenue $3,000
Maintenance Fees Earned $3,000

Final 3 months of contract completed.


