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� Adjustment entries are accounting journal entries that
convert a company's accounting records to the accrual
basis of accounting. An adjusting journal entry is typically
made just prior to issuing a company's financial
statements.

Adjusting entries are journal entries made at the end of the� Adjusting entries are journal entries made at the end of the
accounting period to allocate revenue and expenses to the
period in which they actually are applicable. Adjusting
entries are required because normal journal entries are
based on actual transactions, and the date on which these
transactions occur may not be the date required to fulfill
the matching principle of accrual accounting.



� Accruals: for revenues and expenses that are matched to dates before the

transaction has been recorded. On the other hand, accrued items are those for which the

firm has been realizing revenue or expense without yet observing an actual transaction

that would result in a journal entry. For example, consider the case of salaried

employees who are paid on the first of the month for the salary they earned over the

previous month.previous month.

� Deferrals: for revenues and expenses that are matched to dates after the transaction

has been recorded. Deferred items are those for which the firm has recorded the

transaction as a journal entry, but has not yet realized the revenue or expense associated

with that journal entry. In other words, the recognition of deferred items is postponed

until a later accounting period. An example of a deferred item would be prepaid

insurance.



• Prepaid Expenses: Prepaid expenses are assets that have been paid for but

which will become expenses over time. Insurance is a good example. An

insurance policy is an asset. It is paid for in advance, will last for a period

of time, and expires on a fixed date. You buy insurance to cover you for the

whole year, so you should allocate its cost evenly over the year.

• Depreciation: Equipment deteriorates during use and therefore loses value

each year. Part of the cost of the equipment should be allocated as an

expense to each year's operation benefiting from its use. This allocation of

the cost of a piece of equipment over its useful life is called depreciation.

• Accrued Expenses: Some expenses have accrued (been incurred even

though National hasn't yet received a bill or invoice from the supplier of the

goods or services) by year end.



• Accrued Revenues: Some revenues have been earned by year end even though National hasn't invoiced a

customer or received payment. A good example is interest accrued on the company's cash in the bank.

• Unearned Revenues: Some businesses collect cash from customers in advance of performing work.

Receiving cash before earning it creates a liability to perform work in the future called unearned revenue.

The company owes a product or a service to the customer, or it owes the customer his or her money back.

• Bad Debts:When goods are sold on credit, the personal account of the buyer is debited and so he becomes

a debtor to the business. Later, when he pays the amount due from him, his personal account is credited. His

account thus stands closed. Sometimes, a debtor fails to pay his debt either partially or completely. The

amount of debt which cannot be recovered from the debtor is called 'Bad Debt'. It is a loss to the businessamount of debt which cannot be recovered from the debtor is called 'Bad Debt'. It is a loss to the business

and so must be charged to Profit and Loss Account.

� Provision for Bad Debts : In any business where goods are sold on credit, bad debts usually occur. When it

is certain that a debt will not be recovered, the amount is written off as bad debt. But, it is also likely that

some of the remaining debts may not be recovered in full. From experience we know that certain

percentage of amounts due from debtors may not be recovered. This will be a loss to the business. You have

learnt that according to Conservatism Concept all possible losses must be provided for. Hence it is a

common practice to make a suitable provision for doubtful debts at the time of preparing the final accounts.



• All the transactions which pertain to the period of final

accounts but are not considered while preparing the trial

balance are called adjustments. Adjustments given outside the

trial balance represent entries yet to be made in the journal and

the ledger. All the adjustments given outside the trial balance

will appear in both the trading or profit and loss account and

the balance sheet. Adjustments are needed to be accounted for

so that Income Statement and Position Statement show the

correct profit or loss and financial position.
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