
ADJUSTMENT ACCOUNTS & ENTRIES 
 

 
DEFERRAL ADJUSTMENTS

 

: Deferral adjustments are used for updating accounts involving 
previously recorded transactions.  These accounts are Unearned Revenues (Liability) and Prepaid 
Expenses (Asset). 

 UNEARNED REVENUES

 

 – Revenues that have been received but not earned by the 
 business.  This is a liability account because the money has not been earned by the 
 business and could be returned to the customer for one reason or another. 

  Example – These revenues can take the form of monthly magazine subscription    
  dues that are paid on an annual basis.  The magazine company received $1,200    
  from customers for subscription dues on January 1, 2006.  The entry would be    
  recorded as: 
  
  1/1/06 
   Cash      $1,200   
    Unearned Subscription Revenue   1,200 
 
  As each month passes, the magazine company sends out the monthly issues and    
  earns the revenue for that month.  The adjustment to Unearned Subscription    
  Revenue would be recorded as: 
 
  1/31/06 
   Unearned Subscription Revenue   $100 
   ($1,200 / 12 = $100 per month) 
    Subscription Revenue    100 
 
  These entries will continue until all magazines have been issued for the year, or    
  the subscription money is returned to the customers as a refund.  The Unearned    
  Subscription Revenue account in the General Ledger will eventually have a    
  balance of $0. 
 
 PREPAID EXPENSES

 

 – Expenses that have been paid by the business but not used.  
 This is  an asset account because until the company uses these expenses, it might have the 
 option of receiving its money back for one reason or another.   

  Example – These expenses can take the form of monthly rent paid in advance    
  for the entire year.  On January 1, 2006, the company paid $12,000 in rent for    
  the next 12 months.  The entry would be recorded as: 
 
  1/1/06 
   Prepaid Rent     $12,000 
    Cash       12,000 
 
  As each month passes, the business uses a portion of the prepaid rent and therefore   
  records the expense during that month.  The adjustment to Prepaid Rent would be   
  recorded as: 
 
  1/31/06 
   Rent Expense     $1,000 
    Prepaid Rent      1,000 
    (12,000 / 12 = 1,000) 
 
  These entries will continue until every month has passed, or the prepaid rent is    
  returned as a refund.  The Prepaid Rent account in the General Ledger will    
  eventually have a balance of $0. 
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ACCRUED ADJUSTMENTS: Accrual Adjustments are used for including transactions not 
previously recorded.  These accounts are Accrued Revenues (Asset) and Accrued Expenses 
(Liability). 
 
 ACCRUED REVENUES – Revenues that have been earned by the business but not yet 
 received.  These revenues are Accounts Receivable.  The business has performed a 
 service or sold a product, but the service or product has not been paid for. 
 
  Example – On January 1, 2006, the body shop removed dents from a     
  customer’s truck for $1,000.  The customer picked up the truck and asked the    
  body shop to bill him/her for the work performed.  The entry would be     
  recorded as: 
 
  1/1/06 
   Accounts Receivable    $1,000  
    Service Revenue     1,000 
 
  Eventually, when the customer pays off his/her account, the Accounts Receivable   
  relating to this transaction will be $0.  The adjustment entry for the payment of    
  the Accounts Receivable is: 
 
  2/15/06 
   Cash      $1,000 
    Accounts Receivable    1,000 
 
 ACCRUED EXPENSES – Expenses that have been incurred by the business but not yet 
 paid.  These expenses are Accounts Payable.   
 
  Example – The business has used electricity for the month of January 2006,    
  but it has not been billed.  However, the business knows this will need to be    
  paid.  The entry would be recorded as: 
 
  1/31/06 
   Utilities Expense     $100 
    Accounts Payable     100 
 
  Eventually, when the business is billed and pays for the electricity, the Accounts   
  Payable relating to this entry will be $0.  The adjustment entry for the payment of   
  the Accounts Payable is: 
 
  2/15/06 
   Accounts Payable     $100 
    Cash      100 
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