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Preparing adjusting entries at the end of the fiscal year is a critical process for Cami
Company to ensure that its financial statements accurately reflect its financial position and
performance. As of December, Cami Company has maintained various account balances
that require adjustments to comply with the accrual basis of accounting. These adjustments
help recognize revenues when earned and expenses when incurred, regardless of cash
flow. Properly preparing these entries not only ensures compliance with accounting
standards but also provides stakeholders with reliable and meaningful financial information.
This comprehensive guide explores the nature of adjusting entries, how they are prepared
based on Cami Company’s account balances, and their significance in financial reporting.

---

Understanding Adjusting Entries

What Are Adjusting Entries?
Adjusting entries are journal entries made at the end of an accounting period to update the
ledger accounts before preparing financial statements. They are necessary because certain
transactions are not recorded daily or periodically, leading to discrepancies between the
actual financial activity and the recorded balances.

Purpose of Adjusting Entries
- Accrual Accounting Compliance: To adhere to the matching principle by matching
revenues with expenses in the correct period.
- Accurate Financial Statements: To ensure that assets, liabilities, revenues, and expenses
are properly stated.
- Financial Analysis: To provide a true picture of the company’s financial health for decision-
making.

---



Common Types of Adjusting Entries

Accruals
- Accrued Revenues: Revenues earned but not yet received or recorded.
- Accrued Expenses: Expenses incurred but not yet paid or recorded.

Deferrals
- Deferred Revenues: Cash received before revenue is earned.
- Deferred Expenses: Cash paid before the expense is incurred.

Estimates and Depreciation
- Adjustments for depreciation of fixed assets.
- Estimations for uncollectible accounts receivable or warranty costs.

---

Analyzing Cami Company’s Account Balances in
December

To prepare accurate adjusting entries, it’s essential to analyze Cami Company’s account
balances as of December. While specific balances are not provided here, typical accounts
requiring adjustments include:

- Accounts Receivable
- Unearned Revenue
- Prepaid Expenses
- Accumulated Depreciation
- Salaries Payable
- Interest Payable
- Supplies Expense
- Depreciation Expense
- Various Revenue and Expense Accounts

Understanding the nature and balances of these accounts allows for precise adjustments
aligned with the accrual basis.

---



Step-by-Step Process for Preparing Adjusting
Entries

Step 1: Review Account Balances
Identify accounts that need adjustments based on the balances and the nature of
transactions during the period.

Step 2: Determine the Adjustments Needed
Calculate the amounts that need to be recognized for accrued revenues, accrued expenses,
deferred revenues, or prepaid expenses.

Step 3: Record Adjusting Journal Entries
Create journal entries that update the accounts accordingly.

Step 4: Post to General Ledger
Transfer the adjusting entries to the ledger accounts to update the balances.

Step 5: Prepare Adjusted Trial Balance
Ensure all accounts reflect the adjustments before preparing financial statements.

---

Examples of Adjusting Entries for Cami Company

Below are hypothetical examples illustrating common adjusting entries based on typical
account balances.

1. Accrued Revenues
Suppose Cami Company earned $5,000 in services not yet billed by December 31.

Adjusting Entry:
- Debit Accounts Receivable $5,000
- Credit Service Revenue $5,000

Impact:
- Increases assets and revenues, ensuring revenue recognition aligns with earning period.



2. Accrued Expenses
If salaries of $3,000 are earned by employees but not yet paid by December 31.

Adjusting Entry:
- Debit Salaries Expense $3,000
- Credit Salaries Payable $3,000

Impact:
- Recognizes expenses incurred but not paid, increasing liabilities.

3. Deferred Revenue
Suppose Cami Company received $10,000 in advance for services to be provided over the
next period.

Adjusting Entry:
- Debit Unearned Revenue $10,000
- Credit Service Revenue $10,000

Impact:
- Recognizes revenue earned during the period, reducing liabilities.

4. Prepaid Expenses
If Cami Company paid $2,400 for a one-year insurance policy on December 1.

Adjusting Entry:
- Debit Insurance Expense $200 (for December)
- Credit Prepaid Insurance $200

Impact:
- Allocates a portion of prepaid expenses to the current period.

5. Depreciation of Fixed Assets
Suppose the company’s equipment depreciates by $1,200 annually.

Adjusting Entry:
- Debit Depreciation Expense $100
- Credit Accumulated Depreciation $100

Impact:
- Reflects usage of assets over time, reducing asset value.

---



Importance of Accurate Adjusting Entries

- Ensures Financial Statement Accuracy: Proper adjustments lead to reliable income
statements and balance sheets.
- Compliance with Accounting Standards: Aligns with Generally Accepted Accounting
Principles (GAAP) and International Financial Reporting Standards (IFRS).
- Facilitates Tax Reporting: Accurate financials are necessary for correct tax filings.
- Enhances Stakeholder Confidence: Transparent and accurate reporting builds trust among
investors, creditors, and management.

---

Best Practices for Preparing Adjusting Entries

- Regular Review of Accounts: Conduct periodic reconciliations to identify necessary
adjustments.
- Documentation: Maintain clear documentation supporting each adjustment.
- Use of Adjusting Trial Balance: Prepare an adjusted trial balance to verify total debits
equal credits after adjustments.
- Automation and Software: Utilize accounting software to streamline the adjustment
process, reducing errors.
- Consultation with Accountants: Work with professional accountants to ensure compliance
and accuracy.

---

Conclusion

Preparing adjusting entries at the end of the year is an essential step in the accounting
cycle for Cami Company. By carefully analyzing account balances as of December and
making the appropriate adjustments, the company ensures its financial statements
accurately portray its financial health. These adjustments uphold the principles of accrual
accounting, enhance transparency, and support informed decision-making by management
and external stakeholders. Whether dealing with accrued revenues, expenses, deferred
items, or depreciation, meticulous preparation of adjusting entries safeguards the integrity
of Cami Company’s financial reporting and positions it for continued success.

---
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Frequently Asked Questions

What are adjusting entries, and why are they prepared
annually at Cami Company?
Adjusting entries are journal entries made at the end of an accounting period to update
account balances to reflect the true financial position. At Cami Company, they are prepared
annually to ensure that revenues and expenses are recognized in the correct period,
complying with the matching principle.

Which types of accounts typically require adjusting
entries for Cami Company at year-end?
Accounts that often require adjusting entries include accrued revenues, accrued expenses,
deferred revenues, deferred expenses, and depreciation expenses to ensure their balances
are accurate before financial statements are prepared.

How does Cami Company handle depreciation
adjustments during annual closing?
Cami Company records depreciation adjusting entries by allocating the cost of tangible
assets over their useful life, typically debiting depreciation expense and crediting
accumulated depreciation, to reflect the asset's usage and wear annually.

What impact do adjusting entries have on Cami
Company’s financial statements?
Adjusting entries ensure that Cami Company's income statement accurately reflects
revenues and expenses for the period, and the balance sheet presents correct asset and
liability balances, providing a true picture of financial health.

What are the common balances in select accounts at
Cami Company before adjusting entries are prepared?
Common balances may include unearned revenue, accrued expenses, prepaid expenses,
and depreciation accounts, which often require adjustments to match the applicable
accounting period's actual revenues and expenses.

How does Cami Company ensure the accuracy of its
adjusting entries prepared annually?
Cami Company reviews supporting documents, reconciles account balances, and verifies
that all temporary accounts are properly adjusted, ensuring compliance with accounting
principles and accurate financial reporting.



What are the consequences of not preparing proper
adjusting entries at Cami Company’s year-end?
Failure to prepare proper adjusting entries can lead to misstated financial statements,
inaccurate profit figures, misrepresented assets and liabilities, and potential compliance
issues with accounting standards.

When are adjusting entries typically posted in Cami
Company’s accounting cycle?
Adjusting entries are posted after the trial balance and before the preparation of financial
statements, usually at the end of the fiscal year, to ensure all accounts are correctly stated
for reporting purposes.

Additional Resources
Adjusting Entries Prepared Annually: Cami Company’s December Account Balances Under
Scrutiny

In the realm of accounting, the precision and timing of financial data are paramount. For
companies like Cami Company, preparing accurate financial statements hinges critically on
the meticulous process of adjusting entries, especially when these entries are prepared
annually. As the fiscal year draws to a close in December, accountants undertake a
comprehensive review of account balances, ensuring that revenues and expenses are
recognized in the period they occur, and that assets and liabilities are accurately
represented. This article explores the intricacies of adjusting entries, exemplified through
Cami Company’s December account balances, to illuminate their significance, preparation
methodology, and impact on financial reporting.

Understanding Adjusting Entries: The Foundation
of Accurate Financial Reporting

Adjusting entries are journal entries made at the end of an accounting period to update
account balances before financial statements are prepared. They are essential because,
under the accrual basis of accounting, some revenues and expenses are recognized in
periods different from when cash is received or paid. Without these adjustments, financial
statements might present a distorted view of a company’s financial position.

Key Objectives of Adjusting Entries:

- Recognize revenues earned but not yet recorded
- Record expenses incurred but not yet paid or recorded
- Update asset and liability account balances
- Ensure compliance with accounting principles such as matching and revenue recognition

Common Types of Adjusting Entries:



1. Accrued Revenues: Revenues earned but not yet received or recorded (e.g., accrued
interest receivable)
2. Accrued Expenses: Expenses incurred but not yet paid or recorded (e.g., accrued wages)
3. Deferred Revenues: Cash received before revenue is earned (e.g., unearned revenue)
4. Prepaid Expenses: Expenses paid in advance (e.g., insurance, rent)
5. Depreciation: Allocation of the cost of long-term assets over their useful lives

Cami Company’s December Account Balances: A
Closer Look

To illustrate the significance and application of adjusting entries, consider Cami Company’s
sample account balances as of December 31, Year X. These balances set the stage for
understanding what adjustments are necessary for accurate financial reporting.

Sample December Account Balances for Cami Company:

| Account | Debit ($) | Credit ($) |
|-------------------------------|------------|------------|
| Cash | 50,000 | |
| Accounts Receivable | 20,000 | |
| Supplies | 5,000 | |
| Prepaid Insurance | 12,000 | |
| Equipment | 100,000 | |
| Accumulated Depreciation-Equipment | | 10,000 |
| Accounts Payable | | 8,000 |
| Salaries and Wages Payable | | 3,000 |
| Unearned Revenue | | 6,000 |
| Common Stock | | 70,000 |
| Retained Earnings | | 44,000 |
| Service Revenue | | 60,000 |
| Salaries and Wages Expense | 25,000 | |
| Supplies Expense | 2,500 | |
| Insurance Expense | | |
| Depreciation Expense | | |

These balances reflect the company's financial snapshot at year-end but do not yet account
for expenses incurred but unpaid or revenues earned but unrecorded.

Identifying Necessary Adjustments in Cami
Company’s Accounts

Before preparing adjusting entries, accountants at Cami Company conduct a thorough
review, seeking items that require adjustment to ensure compliance with accrual
accounting principles.



Common adjustments based on the sample balances include:

- Supplies: Determine the actual supplies on hand to adjust supplies expense and supplies
asset account.
- Prepaid Insurance: Calculate the insurance expense for the period and adjust the prepaid
account accordingly.
- Depreciation: Allocate depreciation expense based on equipment’s useful life.
- Accrued Salaries and Wages: Recognize wages earned but not yet paid.
- Unearned Revenue: Adjust for revenue earned that was previously deferred.
- Interest and Other Accrued Expenses: Recognize accrued interest or other liabilities if
applicable.

Step-by-Step Adjustment Approach:

1. Review account activity during the period: Identify transactions not yet recorded.
2. Estimate accrued or deferred amounts: Use supporting documentation, such as invoices
or contracts.
3. Prepare journal entries: Record adjustments to update balances.
4. Post adjustments to the ledger: Reflect changes accurately before financial statement
preparation.

Example Adjusting Entries for Cami Company

Based on the above, some typical adjusting entries might include:

1. Supplies Adjustment

- Suppose an inventory of supplies on hand at year-end is $1,500.
- Adjustment: Supplies used = $5,000 (original balance) - $1,500 (on hand) = $3,500

Journal Entry:

```
Supplies Expense 3,500
Supplies 3,500
```

2. Prepaid Insurance

- Assuming the annual insurance of $12,000 covers 12 months, and one month has elapsed.
- Expense for December: $12,000 / 12 = $1,000

Journal Entry:

```
Insurance Expense 1,000
Prepaid Insurance 1,000
```



3. Depreciation of Equipment

- Suppose the equipment has a useful life of 10 years, straight-line depreciation, no salvage
value.
- Annual depreciation = $100,000 / 10 = $10,000

Journal Entry:

```
Depreciation Expense 10,000
Accumulated Depreciation - Equipment 10,000
```

4. Accrued Salaries and Wages

- Assuming employees earned $2,000 in wages in December but not yet paid.

Journal Entry:

```
Salaries and Wages Expense 2,000
Salaries and Wages Payable 2,000
```

5. Recognizing Earned Revenue from Unearned Revenue

- Suppose $1,000 of unearned revenue was earned during December.

Journal Entry:

```
Unearned Revenue 1,000
Service Revenue 1,000
```

The Impact of Adjusting Entries on Financial
Statements

Adjusting entries, though often overlooked, dramatically influence the accuracy of financial
statements such as the balance sheet and income statement. For Cami Company, proper
adjustments ensure that:

- Assets reflect actual remaining resources (e.g., supplies, prepaid expenses).
- Liabilities are accurately stated (e.g., accrued wages, unearned revenue).
- Revenues and expenses are recognized in the correct period, adhering to the matching
principle.
- Net income is correctly calculated, influencing retained earnings and overall financial
health assessments.



Without these adjustments:

- Expenses may be understated or overstated, distorting profitability.
- Assets might be inflated by unrecorded consumption or depreciation.
- Liabilities could be understated, leading to misrepresented financial obligations.

Best Practices in Preparing Adjusting Entries

Preparing accurate adjusting entries requires adherence to best practices:

- Regular review of account activity during the period.
- Reconciliation of subsidiary ledgers with general ledger balances.
- Use of supporting documentation such as contracts, invoices, or physical counts.
- Consistent application of accounting policies.
- Cross-verification with prior periods’ adjustments to maintain consistency.

Additional Tips:

- Maintain a detailed adjusting entries worksheet.
- Ensure all adjustments are documented and approved.
- Post adjustments before closing the books and preparing financial statements.

Conclusion: The Critical Role of Adjusting Entries
in Accurate Financial Reporting

For companies like Cami Company, the process of preparing adjusting entries at year-end is
far more than a routine task—it is a cornerstone of truthful financial reporting. These
entries guarantee that the financial statements reflect the true financial condition of the
company, enabling stakeholders to make informed decisions. The careful identification,
calculation, and recording of adjustments such as those exemplified above underscore the
importance of diligence and precision in accounting.

As the financial landscape becomes increasingly complex, the role of accurate adjusting
entries remains fundamental. They serve not only to comply with accounting standards but
also to uphold the integrity of financial information. For Cami Company, and similar
enterprises, annual adjustments are pivotal in portraying a transparent, accurate financial
picture—one that supports sustainable growth, compliance, and stakeholder trust.

---

In essence, understanding the preparation and impact of adjusting entries is vital for
accountants, auditors, and financial analysts alike. The meticulous process ensures that the
financial statements are a true reflection of the company’s economic reality, especially
during the critical year-end period in December.
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