Adjusting Entries

Adjusting Entries

Definition: Adjusting entries are journal entries made at the end of an accounting period to

update account balances and ensure that financial statements accurately reflect the company's
financial position.

Purpose:

1. To match revenues and expenses: Adjusting entries allocate revenues and expenses to the
period in which they are earned or incurred, following the matching principle.

2. To ensure accuracy: Adjusting entries correct errors and inaccuracies in the accounting
records, providing a more reliable depiction of the company's financial status.

Types of Adjusting Entries:
1. Accruals: Record revenues earned or expenses incurred but not yet recorded.

2. Deferrals: Record revenues received or expenses paid in advance but not yet earned or
incurred.

Common Adjusting Entries:
1. Accrued Revenues: Recognize revenues earned but not yet billed or received.
2. Accrued Expenses: Recognize expenses incurred but not yet paid or recorded.
3. Prepaid Expenses: Allocate prepaid expenses to the period in which they are used.

4. Unearned Revenues: Distribute unearned revenues to the period in which they are earned.

Process of Making Adjusting Entries:



Adjusting Entries

1. Identify the accounts that need adjustment based on the company's transactions and
financial activities.

2. Determine whether an account balance needs to be increased or decreased.

3. Select the appropriate adjusting entry type (accrual or deferral) to rectify the account
balance.

4. Record the adjusting entry in the general journal, citing the accounts affected, amounts
involved, and reasons for adjustment.

5. Post the adjusting entries to the respective accounts in the general ledger.
Impact of Adjusting Entries:

1. Income Statement: Adjusting entries impact the calculation of net income, ensuring it
accurately reflects the company's performance.

2. Balance Sheet: Adjusting entries influence the presentation of assets, liabilities, and equity,
providing a true financial position snapshot.

Conclusion: Adjusting entries are vital for maintaining the integrity of financial statements and
adhering to accounting principles, ensuring accurate and reliable reporting of a company's
financial performance and position.
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