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EXERCISE 4.4
Preparing Adjusting
Entries to Gonvert an
Asset to an Expense
and to Convert a
Liability to Revenue

EXERCISE 4.5
Preparing Adjusting
Entries to Accrue
Revenue and
Expenses for Which
No Cash Has Been
Received

Carnival Corporation is the world's largest cruise line company. Its printing costs for brochures

are initially recorded as Prepaid Advertising and are later charged to Advertising Expense when

they are mailed. Passenger deposits for upcoming cruises are considered unearned revenue and

are recorded as Customer Deposits as cash is received. Deposited amounts are later converted to

Cruise Revenue as voyages are completed.

. Where in its financial statements does Carnival Corporation report Prepaid Advertising?
Where in ts financial statements does it report Customer Deposits?

b.  Prepare the adjusting entry necessary when brochures costing $18 million are mailed.

¢ Inits most recent annual report, Carnival Corporation reported Customer Deposits in excess
of $2.8 billion. Prepare the adjusting entry necessary in the following year as $90 million of
this amount is eamed.

d. Consider the entire adjusting process at Carnival Corporation. Which adjusting entry
do you think results in the most significant expense reported in the company’s income
statement?

‘The geological consulting firm of Gilbert, Marsh, & Kester prepares adjusting entries on a monthly

basis. Among the items requiring adjustment on December 31, 2011, are the following:

1. The company has outstanding a $50,000, 9 percent, two-year note payable issued on July 1,
2010. Payment of the $50,000 note, plus all accrued interest for the two-year loan period, is
due in full on June 30, 2012.

2. The firm is providing consulting services to Texas Oil Company at an agreed-upon rate of
51,000 per day. At December 31, 10 days of unbilled consulting services have been provided.

a. Prepare the two adjusting entries required on December 31 to record the accrued interest
expense and the accrued consuling revenue eamed.

b, Assume that the $50,000 note payable plus all accrued interest are paid in full on June 30,
2012. What portion of the total interest expense associated with this note will be reported in
the firm’s 2012 income statement?

¢ Assume that on January 30, 2012, Gilbert, Marsh, & Kester receive $25,000 from Texas Oil
Company in full payment of the consulting services provided in December and January. What
portion of this amount constitutes revenue earned in January?
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