CHAPTER 3  
THE ADJUSTING PROCESS

  PRACTICE EXERCISES

PE 3–2A

a.
Unearned revenue
c.
Accrued expense 

b.
Accrued revenue
d.
Prepaid expense
PE 3–2B
a.
Unearned revenue
c.
Accrued revenue
b.
Prepaid expense
d.
Accrued expense
PE 3–3A


Insurance Expense

9,000



Prepaid Insurance


9,000




Insurance expired ($6,000 + $7,200 – $4,200).

PE 3–3B

Supplies Expense

3,930


Supplies


3,930



Supplies used ($1,815 + $3,790 – $1,675).
PE 3–4A


Unearned Rent

3,825



Rent Revenue


3,825




Rent earned [($15,300/12) × 3 months].

  PE 3–4B

Unearned Fees

25,655


Fees Earned


25,655



Fees earned ($31,850 – $6,195).
PE 3–5A


Accounts Receivable

12,400



Fees Earned


12,400




Accrued fees.

PE 3–5B

Accounts Receivable

9,134


Fees Earned


9,134



Accrued fees.

PE 3–6A


Salaries Expense

19,400



Salaries Payable


19,400




Accrued salaries [($29,100/6 days) × 4 days].

PE 3–6B

Salaries Expense

7,750



Salaries Payable


7,750




Accrued salaries [($19,375/5 days) × 2 days].
PE 3–7A


Depreciation Expense

5,500



Accumulated Depreciation—Equipment


5,500




Depreciation on equipment.

  PE 3–7B

Depreciation Expense

3,200


Accumulated Depreciation—Equipment


3,200




Depreciation on equipment.

PE 3–9A

a.
The totals are equal even though the credit should have been to Wages Payable instead of Accounts Payable.

b.
The totals are unequal. The credit total is higher by $630 ($1,920 – $1,290). 

PE 3–9B
a.
The totals are unequal. The debit total is higher by $18 ($8,175 – $8,157).

b.
The totals are equal since the adjusting entry was omitted. 

  SPECIAL ACTIVITIES

  Activity 3–2

The cost of the warranty repairs, $1,645, should be recognized as an expense of 2010 in order to properly match revenues from the sale of the Expedition with the related expenses. Since the cost of the actual repairs will not be known at the time of sale (2010), Ford Motor Company would estimate warranty costs and 
expenses at the end of 2010. This estimate would be recorded in the accounts through use of an adjusting entry. The adjusting entry would debit Warranty 
Expense and credit Estimated Warranty Payable, a liability account.

Activity 3–3

Revenue is normally recorded when the services are provided or when the goods are delivered (title passes) to the buyer. By waiting until after the services are provided, the expenses of providing the services can be more accurately measured and matched against the related revenues. Also, at this point, the provider of the services has a right to demand payment for the services if payment hasn’t 
already been received.

Airlines, such as Delta Air Lines, normally record revenue from ticket sales 
after completing a flight. At this point, the boarding passes, which have been collected from the passengers, represent revenue to the airline. In addition, the 
expenses related to each flight, such as landing fees and fuel, would have been incurred and would be accurately measured.

Note to Instructors: You might point out to students the following points related to the discussion of the adjusting process in this chapter.

(1)
The receipt of revenue from customers in advance of a flight represents 
unearned revenues to the airline. For example, the purchase of discount 
tickets, which often requires prepayment months in advance of the actual flight, is unearned revenue to the airline.

(2)
At the end of the airline’s accounting period, it would have adjusting entries related to such items as the following:

· Accrued wages for employees

· Depreciation on airplanes, terminal buildings, etc.

· Unearned revenues (described above)

· Accrued income from transporting freight, etc.

· Accrued income from other airlines

(When a flight is delayed or canceled, airlines often accept

passengers from other airlines and then later collect the revenue

from the other airline.)

Prepaid expenses related to insurance, etc.

Continuing problem

1.
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Post.

Date

Description
Ref.
Debit
Credit

2010
July
31
Accounts Receivable

12
1,600




Fees Earned

41

1,600





Accrued fees earned 
(40 hours × $40 = $1,600).


31
Supplies Expense

56
675



Supplies

14

675




Supplies used ($850 – $175).

31
Insurance Expense

57
225



Prepaid Insurance

15

225




Insurance expired 
($2,700/12 months = 
$225 per month).

31
Depreciation Expense

58
60



Accum. Depr.—Office Equipment

18

60





Office equipment depreciation.


31
Unearned Revenue

23
3,600



Fees Earned

41

3,600





Fees earned ($7,200/2).


31
Wages Expense

50
120



Wages Payable

22

120





Accrued wages.

Continuing Problem
Continued

2.

Cash
11


Post.

Balance


Date
Item
Ref.
Dr.
Cr.
Dr.
Cr.

2010
July
1
Balance

(





8,010




1


1

2,500



10,510




1


1



2,000

8,510




1


1



2,700

5,810




2


1

1,350



7,160




3


1

7,200



14,360




3


1



250

14,110




4


1



500

13,610




8


1



200

13,410




11


1

800



14,210




13


1



600

13,610




14


1



1,000

12,610




16


2

1,750



14,360




21


2



420

13,940




22


2



800

13,140




23


2

750



13,890




27


2



560

13,330




28


2



1,000

12,330




29


2



150

12,180




30


2

400



12,580




31


2

2,800



15,380




31


2



1,100

14,280




31


2



1,500

12,780



Accounts Receivable
12

2010
July
1
Balance

(





1,350




2


1



1,350
—
—


23


2

1,750



1,750




30


2

1,400



3,150




31
Adjusting

3

1,600



4,750



Continuing Problem
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Supplies
14


Post.

Balance


Date
Item
Ref.
Dr.
Cr.
Dr.
Cr.

2010
July
1
Balance

(





170




18


2

680



850




31
Adjusting

3



675

175



Prepaid Insurance
15

2010
July
1


1

2,700



2,700




31
Adjusting

3



225

2,475



Office Equipment
17

2010
July
5


1

5,000



5,000



Accumulated Depreciation—Office Equipment
18

2010
July
31
Adjusting

3



60



60

Accounts Payable
21

2010
July
1
Balance

(







250


3


1

250



—

—


5


1



5,000



5,000


18


2



680



5,680
Wages Payable
22

2010
July
31
Adjusting

3



120



120

Unearned Revenue
23

2010
July
3


1



7,200



7,200


31
Adjusting

3

3,600





3,600

Continuing Problem
Continued

Lee Chang, Capital
31


Post.

Balance


Date
Item
Ref.
Dr.
Cr.
Dr.
Cr.

2010
July
1
Balance

(







8,000

1


1



2,500



10,500

Lee Chang, Drawing
32

2010
July
1
Balance

(





200




31


2

1,500



1,700



Income Summary
33

This account is not used in Chapter 3.

Fees Earned
41

2010
July
1
Balance

(







5,650

11


1



800



6,450


16


2



1,750



8,200

23


2



2,500



10,700

30


2



1,800



12,500

31


2



2,800



15,300

31
Adjusting

3



1,600



16,900

31
Adjusting

3



3,600



20,500
Wages Expense
50

2010
July
1
Balance

(





400




14


1

1,000



1,400




28


2

1,000



2,400




31
Adjusting

3

120



2,520



Office Rent Expense
51

2010
July
1
Balance

(





750




1


1

2,000



2,750



Continuing Problem
Continued

Equipment Rent Expense
52


Post.

Balance


Date
Item
Ref.
Dr.
Cr.
Dr.
Cr.

2010
July
1
Balance

(





500




13


1

600



1,100



Utilities Expense
53

2010
July
1
Balance

(





300




27


2

560



860



Music Expense
54

2010
July
1
Balance

(





1,290




21


2

420



1,710




31


2

1,100



2,810



Advertising Expense
55

2010
July
1
Balance

(





600




8


1

200



800




22


2

800



1,600



Supplies Expense
56

2010
July
1
Balance

(





180




31
Adjusting

3

675



855



Insurance Expense
57

2010
July
31
Adjusting

3

225



225



Depreciation Expense
58

2010
July
31
Adjusting

3

60



60



Continuing Problem
Concluded

Miscellaneous Expense
59


Post.

Balance


Date
Item
Ref.
Dr.
Cr.
Dr.
Cr.

2010
July
1
Balance

(





150




4


1

500



650




29


2

150



800



3.

MUSIC DEPOT 

Adjusted Trial Balance

July 31, 2010

Debit
Credit

Balances
Balances
Cash


12,780



Accounts Receivable


4,750



Supplies


175



Prepaid Insurance


2,475



Office Equipment


5,000



Accumulated Depreciation—Office Equipment




60

Accounts Payable




5,680

Wages Payable




120

Unearned Revenue




3,600

Lee Chang, Capital




10,500

Lee Chang, Drawing


1,700



Fees Earned




20,500
Wages Expense


2,520


Office Rent Expense


2,750


Equipment Rent Expense


1,100


Utilities Expense


860


Music Expense


2,810


Advertising Expense


1,600


Supplies Expense


855


Insurance Expense


225


Depreciation Expense


60


Miscellaneous Expense


800






40,460

40,460



10

