ADJUSTING JOURNAL ENTRIES

Adjusting journal entries are the journal entries that bring the accounts up to date at the end of the accounting period.  All adjusting entries affect at least one income statement account and one balance sheet account and NEVER impact cash.  

	DEFERRED REVENUE

(UNEARNED REVENUE)
	ACCRUED REVENUE

	1) When Received:  2 balance sheet accounts:  Liability & Cash


2) When Adjusted (Earned): 1 Balance Sheet Account (Liability) & 1 Income Statement Account (Revenue) 


	1) When Adjusted / Earned: 1 income statement account (Revenue) & 1 balance sheet account (asset)


2) When Received:  2 Balance Sheet Accounts: Cash & Accounts Receivable or Accrued Revenue

	DEFERRED EXPENSE 

(PREPAID EXPENSES OR ASSETS)
	ACCRUED EXPENSES



	1) When Purchased:  2 Balance Sheet Accounts (at least 1 asset)


2) When Adjusted / Used:  1 Balance Sheet Account (asset) and 1 Income Statement Account (Expense)
	1) When Adjusted / Used:  1 Income Statement Account (Expense) & 1 Balance Sheet Account (Liability)


2) When Paid:  2 Balance Sheet Accounts

	
	

	For deferrals, cash is paid or received in the current period (the cash flows first) and you are adjusting items that are already in the financial records
	For accruals, cash is paid or received in a subsequent period because revenues or expenses have been earned or incurred but not recorded (or paid).  You are adding items to the financial records that are not already there


Depreciation:   Depreciation is an allocation method; it is NOT a valuation method.  You are not trying to estimate the market value of your assets using depreciation.  
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