ledger
general ledger

account number

file maintenance

opening an
account

posting
proving cash

correcting entry

sting| from a General
ournal to a General
Ledger

AFTER STUDYING CHAPTER 5, YOU WILL BE ABLETO:

1. Define accounting terms related to posting from a general jour-
nal to a general ledger.

2. Identify accounting concepts and practices related to posting
from a general journal to a general ledger.

3. Prepare a chart of accounts for a service business organized as a
proprietorship.

4. Post amounts from a general journal to a general ledger.

5. Prove cash and journalize correcting entries.

Encore Music records transactions in a general journal as described in
Chapter 4. A journal is a permanent record of the debit and credit parts
of each transaction with transactions recorded in
chronological order. A journal does not show, in one —_
place, all the changes in a single '
account.

If only a journal is
used, a business must
search through all journal
pages to find items affect-
ing a single account
balance. For this reason, a
form is used to summarize
in one place all the
changes to a single
account. A separate form is
used for each account.




ACCOUNTING

IN YOUR CAREER

TIME FOR POSTING

Shayla Graham is the bookkeeper at
Hammonds Marketing Services. Tony
Hammonds, who started the busi-

ness, hired her to take full charge of

accounting, but has never shown a
great deal of interest in her daily work.
Tony is now talking with Shayla to dis
cuss ways to free up some time for her ;
to take on additional responsibilities in
the rapidly growing business.

Tony begins, “Shayla, you've done a great job with the accounting system here at
FHammonds Marketing. 1 have come to rely on you totally for everything related to
accounts. But now I need to see if we can ¢ind some ways for you to do your work in less
time so you can help me with some other projects.”

»Thank you for the vote of confidence, Tony,” Shayla says, “I'd be happy to work with
you on other projects if we can find a way for me to doso.”

Nell, it looks like there’s Jot of duplication in your work. You look at all the
documents and then prepare some additional ones. Then you record them in the journal,
and then you record them all again when you post them. You're doing the same thing
three times.”

“Tony,” Shayla replies, “1 promise you I am not creating unnecessary work. Each one
of these steps is an important part of what we call the accounting cycle. And the
accounting firm that audits our books has assured both you and me that 1 am following
the correct procedures. Let me explain why each of these steps i8 important.”

Critical Thinking:
1. How should Shayla explain the care che takes examining and preparing source documents?
2. What would be a good way to explain why both journalizing and posting are important?
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T Account
Debit side \ Credit side

= L

ACCOUNT

ITEM POST. \ DEBIT CREDIT

3 Wt
o A A

S i

An account form is based on and includes
the debit and credit sides of a T account. In addi-
tion to debit and credit columns, space is
provided in the account form for recording the
transaction date and journal page number. This
information can be used to trace a specific entry
back to where a transaction is recorded in a
journal.

Becaube the form has columns for the debit
and credit balance, it is often referred to as the
balance-ruled account form.

The account balance is calculated and
recorded as each entry is recorded in the
account. Recording information in an account is
described later in this chapter. The T account is a
useful device for analyzing transactions into
debit and credit parts. However, the balance-
ruled account form is more useful as a
permanent record of changes to account
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The major disadvantage of the account form
shown is that no current, up-to-date account bal-
ance is shown. If this form is used, an up-to-date
balance must be calculated each time the
account is examined. When an account has a
Jarge number of entries, the balance is difficult
and time consuming to calculate. Therefore, a
more commonly used account form has Debit
and Credit Balance columns as shown below.

ACCOUNT NO.

BALANCE

CREDIT
DEBIT

I
I e
R
AR
AR

Balance columns

balances than is the T account.
FEncore Music uses the

balance-ruled account
form.



Encore Music

CHART OF ACCOUNTS

Balance Sheet Accounts

{(100) ASSETS
110 Cash
120 Petty Cash -
130 Accounts Receivable—Kids Time . -
140 Accounts Receivable—Learn N Play
150 Supplies .
160 Prepaid insurance

(200} LIABILITIES
210 Accounts Payable—Ling Music Supplies
220 Accounts Payable—Suifivan Office Supplies

(300) OWNER'S EQUITY
310 Barbara Trevifio, Capitat
320 Barbara Trevirio, Drawing
330 Income Summary

Income Statement Accounts
{400)-REVENUE

410 Sales

0). EXPENSES
Vertising Expense
“Ansurance Expense

30 ‘Miscellaneous Expense
540 Rent Expense

550 Supplies Expense

560 Utilities Expense

A group of accounts is called a ledger. A
ledger that contains all accounts needed to
prepare financial statements is called a
general ledger. The name given to an account is
known as an account title. The number assigned
to an account is called an account number.

Preparing a Chart of Accounts
A list of account titles and numbers showing
the location of each account in a ledger is known

ACCOUNT NUMBERS

as a chart of accounts. Encore Music’s chart of
accounts is shown above.

For ease of use while studying Cycle 1,
Encore Music’s chart of accounts is also shown
on page 3.

Accounts in a general ledger are arranged in
the same order as they appear on financial state-
ments. Encore Music’s chart of accounts shows
five general ledger divisions: (1) Assets, (2)
Liabilities, (3) Owner’s Equity, (4) Revenue, and
(5) Expenses.

1 5 0 Supplies

General ledger division Location within general ledger division

Encore Music assigns a three-digit account
number to each account. For example, Supplies is
assigned the number 150, as shown .

The first digit of each account number
shows the general ledger division in which the
account is located. For example, the asset
division accounts are numbered in the 100s.

Therefore, the number for the asset account,
Supplies, begins with a 1.

The second two digits indicate the location
of each account within a general ledger division.
The 50 in the account number for Supplies indi-
cates that the account is located between account
number 140 and account number 160
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Encore Music initially assigns account num-
bers by 10s so that new accounts can be added
easily. Nine numbers are unused between each
account on Encore Music’s chart of accounts. For
example, numbers 111 to 119 are unused
between accounts numbered 110 and 120. New
numbers can be assigned between existing
account numbers without renumbering all exist-
ing accounts. The procedure for arranging
accounts in a general ledger, assigning account
numbers, and keeping records current is called
file maintenance.

Unused account numbers are assigned to
new accounts. Encore Music records payments
for gasoline in Miscellaneous Expense. If Ms.
Trevifio found that the amount paid each month
for gasoline had become a major expense, she
might decide to use a separate account. The
account might be titled Gasoline Expense. Encore
Music arranges expense accounts in alphabetic
order in its general ledger. Therefore, the new
account would be inserted between Advertising
Expense and Insurance Expense.

510 Advertising Expense  (Existing account)
Gasoline Ex| ense: (New Account)
520 Insurance Expense

(Existing account)

The number selected for the new account
should leave some unused numbers on either
side of it for other accounts that might need to
be added. The middle, unused account number
between existing numbers 510 and 520 is 515.
Therefore, 515 is assigned as the account
number for the new account.

510  Advertising Expense
515 Gasoline E
520 Insurance

(Existing account)
New Account)
- {Existing account)

When an account is no longer needed, it is
removed from the general ledger and the chart
of accounts. For example, if Encore Music were
to buy its own equipment and building, there
would be no need for the rent expense account.
The account numbered 540 would be removed,
and that number would become unused and
available to assign to another account if the need
should arise.

When a new account is added at the end of a
ledger division, the next number in a sequence
of 10s is used. For example, suppose Encore
Music needs to add another expense account,
Water Expense, to show more detail about one of
the utility expenses. The expense accounts are
arranged in alphabetic order. Therefore, the new
account would be added at the end of the
expense section of the chart of accounts. The last
used expense account number is 560, as shown
on the chart of accounts. The next number in the
sequence of 10s is 570, which is assigned as the
number of the new account.

550 Supplies Expense

(Existing account)
560  Utilities Exp :

{Existing account)
(New Account)

Encore Music has relatively
few accounts in its
general ledger
and does not
anticipate adding
many new
accounts in the
future. Therefore, a
three-digit account
number adequately
provides for the few
account numbers
that might be added.
However, as the num-
ber of general ledger
accounts increases, a business may
change to four or more digits.

Charts of accounts with more
than three digits are described in
later chapters.
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Account Title

account Cash

Writing an account title and number on the

heading of an account is called opening
an account. A general ledger account is opened accounts.
for each account listed on a chart of accounts.

AccounT No. 110

— . ————
- BALANCE
DATE ITEM P&SFT' DEBIT CREDIT -

DEBIT CREDIT

Account Number

ledger in the same order as on the chart of

accounts.

Cash, account number ] 10, is the first
account on Encore Music’s chart of accounts.
The cash account is opened using the following

steps.

¥. Write the account title, Cash, after the word
Account in the heading.
2. Write the account number, 170, after the

Accounts are opened and arranged in a general o Opening an account in a general ledger
T
E
P words Account No. in the heading.
$

The same procedure is used to open all
accounts listed on Encore Music’s chart of

................................................................................... | ww ,
Can 1 Sav Tis on My Resume? ¥ ) R

endra Wheeler applied for
a payroll clerk job with the
Hampton Group, a market
research firm. To improve her chances,
she exaggerated her work experience
on her resume.

Based on this resume, Kendra was
hired. After one year, she received
above-average ratings during her

boss met Kendra's former supervisor
and learned the truth.

Instructions

Use the three-step checklist fo help
determine whether or not each action
demonstrated ethical behavior
(Suggested answers are provided for
this case.)
1. Is the action illegal? No.

annual review. Shortly thereafter, her - N

Overstating qualifications is not
illegal, but the employer could ter-
minate your employment.

2. Does the action violate company
or professional standards2 No.
Kendra was neither an employee
of the company nor o member of
any profession.

3. Who is affected, and how, by the
action? Kendra: She obtained
employment, but now she could be
terminated. If retained, she could
have difficulty being promoted.
Other applicants; More highly
qualified applicants lost an oppor-
tunity for employment. The
Hampton Group: Managers may
lose trust in employees.

Based on the above analysis,

Kendra's actions were unethical.

—|

i
i
i




ledger 1. Describe the two parts of an account number.

UDIT YOUR
UNDERSTANDING

general ledger 2. List the two steps for opening an account.
account number

file maintenance

opening an account

Preparing a chart of accounts and opening an account

Forms are given in the Working Papers. Your instructor will guide you through the following
examples.

Clara Roseman owns a service business called Roseman’s Services, which uses these accounts:

Accts. Pay.—Kammerer Supplies  Miscellaneous Expense  Cash Automobile Expense

Accts. Rec.—Tyler Cobb Insurance Expense Sales Accts. Pay.—Campbell Office Supplies
Prepaid Insurance Rent Expense Supplies ~ Accts. Rec.—Amber Jorgenson

Clara Roseman, Drawing Clara Roseman, Capital

3. Prepare a chart of accounts. Arrange expense accounts in alphabetical order. Use 3-digit
account numbers and number the accounts within a division by 10s.

4. Two new accounts, Gasoline Expense and Utilities Expense, are to be added to the chart of
accounts prepared in Instruction 3. Assign account Aumbers to the two new accounts.

5. Using the account form in the Working Papers, open Cash.

N YOUR
OWN

Preparing a chart of accounts and opening an account

Forms are given in the Working Papers. Work these problems independently.

Eric Yunger owns a service business called Yunger'’s Hair Care, which uses these accounts:

Accts. Pay.—Otgen Company ~-Supplies Expense Cash ™ Delivery Expense

Accts. Rec.—Sarych Supplies ™ Insurance Expense Sales Accts. Pay.—North Star
Prepaid Insurance ~Telephone Expense Supplies Accts. Rec.—Jaeson Keene
Eric Yunger, Drawing Eric Yunger, Capital

6. DPrepare a chart of accounts. Arrange expense accounts in alphabetical order. Use 3-digit
account numbers and number the accounts within a division by 10s.

7. Two new accounts, Rent Expense and Water Expense, are to be added to the chart of accounts
prepared in Instruction 6. Assign account numbers to the two new accounts.

8. Using the account form in the Working Papers, open Delivery Expense.
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Posting from a

S3-2

Journal
Page Number
GENERAL JOURNAL / pace 1
- /
‘DATE ACCOUNT TITLE [:‘OOC.. Pﬂogj DEBIT CREDIT
1||A%g.] 1| Cash R1 /110 | 10l0l0l0l00 K
2 Barbara Trevifio, Capital / t )2 10(0/0lojoo] =
2 GC! Jlt]fﬁ#- ’
Date . l
Debit Amount
account Cash accounTt no. 110
/ //
DATE ITEM PROESFTF / DEBIT / CREDIT p— BALANCECREDIT
Azl‘ig 1 G1 | 1010/0/0/00 ] 0/0/0/0/00
T

Transferring information from a journal
entry to a ledger account is called posting.
Posting sorts journal entries so that all debits
and credits affecting each account are brought
together in one place. For example, all changes
to Cash are brought together in the cash account.

Each amount in the Debit and Credit
columns of a general journal is posted to the
account written in the Account Title column.

The numbers in the Post. Ref. columns of the
general ledger account and the general journal

Account Balance

serve three purposes. (1) An entry in an account
can be traced to its source in a journal. (2) An
entry in a journal can be traced to where it was
posted in an account. (3) If posting is
interrupted, the accounting personnel can easily
see which entries in the general journal still need
to be posted. A blank in the Post. Ref. column of
the journal indicates that posting for that line
still needs to be completed. Therefore, the posting
reference is always recorded in the journal as the last
step in the posting procedure.

Posting an amount from a Debit column of a general journal

1. Write the date, 20—, Aug. 1, in the Date column of the account, Cash.

2. Write the journal page number, G1, in the Post. Ref. column of the account. The letter G is an abbreviation
for the general journal. Post. Ref. is an abbreviation for Posting Reference.

3. Write the debit amount, $10,000.00, in the Debit amount column of the account.

4. Write the new account balance, $10,000.00, in
the Balance Debit column. Because this entry is the

4

o i i Previous Debit Column New Debit
first in the cash account, the previous balance is Balance Amount Balance
zero. The new account balance is calculated as $0.00  +  $10,00000 =  $10,000.00

ShOWI’].




As stated previously,' each amount in the
Debit and Credit columns of a general journal is
posted to the account written in the Account

©

AN AMOUNT FROM
INERAL JOURNAL

Journdl
Page Number
GENERAL JOURNAL race 1
/
DATE , ACCOUNT TITLE DNOC::.' PRQ%' DEBIT CREDIT
A%z 1| Cash r1|/i10 | 10ojololoo ‘
2 Barbara Trevifio, Capital 310 1010j0/0/00| =
3 / / B
4 / N A nE
Date Number

ACCOUNT NO. 310

Credit Amount
account Barbara Trevifio, Capital
/

A 1

DATE

ITEM POST. |

DEBIT CRE|

BALANCE

REF.

H CREDIT

G1 10/0{010100

0(010/0|00

|
i

T

//.

below.

310, in the Post. Ref. column of the journdl.

CULTURAL
DivERSITY

Agcoyrt- le!“ee

Title column. The five steps used to post an
amount from the Credit column are described

Posting an amount from the Credit column of a general journal

1. Write the date, 20—, Aug. 1, in the Date column of the account, Barbara Trevifio, Capital.

2. Write the journal page number, G1, in the Post. Ref. column of the account.

4. Write the credit amount, $10,000.00, in the Credit amount column of the account.

4. Write the new account balance, $10,000.00, in the Balance Credit column. Because this entry is the first in
the capital account, the previous balance is zero.
The new account balance is calculated as shown.

5. Return to the journal and write the account number,

Previous Credit Column _  New Credit
Balance Amount Balance
$0.00 +  $10,000.00 = $10,000.00

AccounTing i8N AnciENT CIVILIZATIONS

n the ancient civilizations of
Asia Minor and northern
Africa, most citizens were
illiterate. The scribe, who could read
and write, became a very important
person in the society. The scribe
has been called the forerunner of
today’s accountant. Most scribes
recorded transactions on moist clay
tablets that were then dried in the
sun.

Another important contribution to

accounting was made by the Greeks
around 630 B.C. The Greeks invented
coined money, which facilitated
assigning values fo transactions.

The Babylonians in Asia Minor
used an early form of banking. They
transferred funds with a system resem-
bling our modern-day checking
accounts,

These early practices provided the
foundation for today’s fihancial system
and recordkeeping methods.




'POSTING A DEBIT A

AN ACCOUNT WITH A BALANCE

Journal

GENERAL JOURNAL N
DATE ACCOUNT TITLE 'ELOO‘:_“ ,F:EST o
7 7| Supplies “[M1l/150°|| 2
s A/P—Ling Music Supplies | - /| Ko
sit 11| Accounts Payable—Ling Music Supplies | ﬁ‘&‘ 2[0) i
10 Cash A A TAccp :
Date : T
account Supplies Debit Amount .28t no 150
[ / : RTINS
7 UBALANGE : ;
DATE ITEM PROES;:' DEB|T CREDIT Déé}n"—‘ 7 ‘éREﬁ|+ V' .'
Aug.| 3 G1 2
H—r7 G1 N
, ) Account Balance. T
Olfﬂy the flr‘St set C?f five account Accounts Payable—Ling Music Supplies ] accountNe. 210
steps is shown in the illustra- : 7 DS
tion. The second set of five DATE lTéM P:ESFT' DEBIT CREDIT - BALAN,GE
. .. . . BEBIT
steps is similar to the first set Tl 7 o1 H oo [T
of StepS. 11 Gl [ o

1. Write the date, 7, in the Date column of the account. The month and the year are written only once on a
page of a ledger account unless the month or year changes.

2. Write the journal page number, G1, in the Post. Ref. column of the account,

3. Write the debit amount, $2,720.00, in the Debit amount column of the account.

e Posting a debit amount to an account with a debit balance
T
E
P 4. Write the new balance, $4,297.00, in the Balance
S

Debit column. When both the previous balance and ~ Previous Debit Column _  New Debit g o
a newly posted amount are debits, the new balance ~ Balance Amount Balance =i
is a debit. $1,577.00 + $2,720.00 = $4,297.00 .

e Posting a debit amount to an account with a credit balance
1. Write the date, 11, in the Date column of the account.

T 2. Write the journal page number, G1, in the Post. Ref. column of the account.

E 3. Write the debit amount, $1,360.00, in the Debit

ﬁ amount column of the account. Previous Debit Column _ New Credit _
. 4. Whrite the new balance, $7,360.00, in the Balance Balance ~  Amount Balance g
S Credit column. Whenever the credits in an account $2,72000 —  $1,360.00 = $1,360.00 -

exceed the debits, the balance is a credit. Whenever
the debits in an account exceed the credits, the balance is o debit.
8. Return to the journal and write the account number, 270, in the Post. Ref. column of the journal.
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JOURNAL PAGE WITH COMPLETED
GENERAL JOURNAL . pace 1
= DATE' " ACCOUNT TITLE - nog: P:ESF": : DEBIT CREDIT
Az 1] Cash - = — [r1| 110 | 10olojojoo |
2| | | Barbara Trevifio, Capital 310 10(0/0000|| =
|| 3| supplies. “Tcit1s0 | 1si7\7j00 s
] | Cash_ , -} j110 1[57|700] «
sl | 4| Prepaid Insurance " |cz2l 160 | 12/0/0j00 5
ol | | cash 110 || 1|2l0joj00] ¢
7| 7| Supples ~IM1| 150 1 2/712|0j00 7
ol " Accounts Payable—Ling Music Supplies | | 210 2|712l0loo] =
s 11| Accounts Payable—Ling Music Supplies | C3 | 210 | - 1131610/00 s
ol | Cash 110 | 1\3/6]0j00 0
1" 12| Cash T12| 110 3(2(5|00 1
2 . Sales 410 - |3)215/00} >
1all 12| Accounts Receivable—Kids Time| S1 130. 210|000 13
e Sales 410 210|000 | 1
| |12| Rent Expense ' ca| 540 |2|5/0/00 15
16 L -"Cash - {110 21510100 ||1s
17 12| Utilities Expense C5| 560 415100 7
| - Cash 110 45100118
19 112} Cash R2| 110 1|0l0j00 19
20| Accounts Receivable—Kids Time 130 1/0)0/00 =
21 12| Barbara Trevifio, Drawing Cé6 | 320 1|010,00 | e
22 ) Cash 110 10{0|00| 2=
23 13| Accounts Receivable—Learn N Play | S2 140 21000 23
24 - Sales 410 210100124
=) |14] Advertising Expense C7| 510 68100 2
26 Cash 110 1 16/8|00 j|2s
27 14| Cash T14| 110 1j20,00 27
28 Sales 410 121010028
29 17| Petty Cash C8| 120 21010|00 29
30 Cash 110 21010100120
al 18| Advertising Expense Cc9| 510 2|0/000 3
32 Cash 110 210101002
=) |20| Supplies M2| 150 2l0j00 53
34 Accounts Payable—Sullivan Office Supplies 220 210100 |2
35 . 35
Page 1 of Encore Music’s August general shown above. Notice that the Post. Ref. column
journal, after all posting has been completed, is is completely filled in with account numbers.

Posting will go smoofhlgl if YOU consistently follow the five steps of posting. The last step in posting is to put the account
number in the Post. Ref. co

umn of the general journal.
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posting 1. List the five steps of posting from the general journal to
the general ledger.

2. When both debit and credit amounts have been posted
to an account, what determines whether the balance is a
debit or a credit?

Posting to a general ledger

A completed general journal and general ledger accounts are given in the Working Papers. Your
instructor will guide you through the following example.

Leonard Witkowski owns a service business that uses the following accounts:

Assets Owner’s Equity
110 Cash 310 Leonard Witkowski, Capital
120 Accounts Receivable—Danielle Braastad 320 Leonard Witkowski, Drawing
130  Supplies Revenue
140  Prepaid Insurance 410 Sales
Liabilities Expenses
210 Accounts Payable—Joshua’s Supplies 510 Rent Expense

3. Post all the entries in the general journal.

N YOUR
OWN

Posting to a general ledger

A completed general journal and general ledger accounts are given in the Working Papers. Work this
problem independently.

Melanie Komoko owns a service business which uses the following accounts:

Assets Owner’s Equity
110 Cash 310 Melanie Komoko, Capital
120 Accounts Receivable—Brenden Otto 320 Melanie Komoko, Drawing
130  Supplies Revenue
140  Prepaid Insurance 410 Sdles
Liabilities Expenses
210 Accounts Payable—Signs Plus 510 Utilities Expense

4. Post all the entries in the general journal.
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5-3

GENERAL LEDGER W1

Account Cash

Gompleted Genet
|_and Making =orrec

roving Cash,

ING COMPLETED

accounT No. 110

DATE ITEM PROESFT.‘ DEBIT CREDIT — BALANCECRED”
" la%s] 1 G1 [10lojojojoo] |11 ojololoo| 11
3 G1 Rt 814|2/3/00
4 G1 2100 72|
11 G1 R 5i8
12 G1 3iglslooll [ 61
12 G1 4 2|5/0j00] 5|2
12 G1 l45loo| 5|
12 G1 11010i00 s 5
12 G1 : 1/0/0l00| 5|8
14 G1 618|00( 518!
14 G1 1i2|0l00 g 5|9
17 G1 2|0,0|00) 5.
18 G1 2/010|00] 5|5
21 G2 2101414/00 7k
27 G2 “ 1710100} 715
28 G2 . 4|314100) 7]
28 G2 114|1{2|00 8
28 G2 300 8
31 G2 12i00| 8
31 G2 510|0(00| 7
31 G2 21910100 8
account Petty Cash account no. 120
DATE ITEM PROESFT DEBIT CREDIT p— BALANCECREDIT
At ]17 G1 2lolojoo 2lololoo
Encore Music’s ) o
account Accounts Receivable—Kids Time accounTt no. 130
general ledger, after
all pOStil’lg from the DATE ITEM P:ESJ' DEBIT CREDIT BALANCE
August journal is o : o —_
. Aug. |12 G1 210|000 2|010|00
completed, is shown 12 c1 -1 :
i00oo) (100100
here and on the next :
several pages.
The use of the :
accounts |ncome account Accounts Receivable—Learn N Play ACCOUNT NO. 140
Summa Y Insurance DATE ITEM P::FT' DEBIT CREDIT BALANCE
Expense, and Supplies o : pesIT cREDIT
Expense is described in Aug. |13 G1 210100 21000

Chapter 7.
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account Supplies account No. 150

BALANCE P
DATE 1ITEM P:ESF_T:' DEBIT CREDIT p— 1-*—%-1 CRED——‘—IT
Aug.| 3 G1 | 1/5|77]00 1571700
7 G1 || 21712/0loo 42,9700
20 G1 2,0/00 43117100
28 G2 43/4/00 4715/1|00
i = e 7
J i’: account Prepaid Insurance AccounT No. 160
DATE ITEM PROESFT' DEBIT CREDIT BALANCE
N DEBIT CREDIT
Alig.| 4 G1 | 1200/00 1120|000
g Do R e e ) o : S
z e ey e =
% account Accounts Payable——Ling Mausic Supplies AccounT No. 210
fdiby
BALANCE
DATE ITEM PROESFT DEBIT CREDIT F— CREDIT
Azl 7 G1 ; 272000 2 712l0l00 »
11 G1 | 1{3l6l0loo 1i3/6/0/00

AccounT No. 220

BALANCE
DATE ITEM PROESFT‘ DEBIT CREDIT p— p—
Atig. |20 G1I 2/0l00 21000

AccounT No. 310

DATE ITEM FROESFT' DEBIT CREDIT BALANCE
) DEBIT CREDIT
Aug.| 1 G1 1000000 10i0i0{0j00

account Barbara Trevifio, Drawing account No. 320
i | BALANCE
DATE ITEM oS DEBIT CREDIT seor | cmeom
ATz 12 G1 1{0/0|00 1joldloo;
31 G2 510|000 6:0/000

account Income Summary ACCOUNT No. 330
i BALANCE !
DATE ITEM P:ES:' DEBIT CREDIT :
. ; DEBIT ||  CcREDIT
T + + T
1

A General Ledger after Posting Has Been Completed (continued)
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account Sales

ACCOUNT NO. 410

DATE ITEM P:ESF.I.-. DEBIT CREDIT DEEITBALANCECREDIT
A%z |12 G1 3]2]s]oo 3{2[5]00
12 G1 2100,00 5215|100
13} G1 210/00 5/4/5|00
14 G1 1{20/00 616]5{00
21 G2 2|014|4/00 217/0{9,00
28 G2 141|200 4|1}21,00
31 G2 21910100 4411100
# i
ACCOUNT Advertising Expense account No. 510
DATE ITEM rosT. DEBIT CREDIT DEBITBALANCECREDIT
Aug. |14 G1 6800 61800
18 G1 210|000 2|618[00
31 G2 5100 273100
il & s D g e S LU 3 3 74
e e i i i
« }% account Insurance Expense account No. 520
BALANCE
DATE FTEM o DEBIT CREDIT — o

L]

account Miscellaneous Expense

Sl
Bl

ACCOUNT NO. 530

POST. BALANCE
| DATE ITEM REF. DEBIT CREDIT DEBIT erEDIT
Alg. |31 G1 00 7100
31 G2 3100 10,00

o g A 2
Rent Expense
ACCOUNT ACCOUNT NO.
BALANCE
DATE ITEM PosT DEBIT CREDIT
. DEBIT CREDIT
T, 20~
Aug. |12 G1 21510100 21510100
: - llzers
4 2 RGY 5
ACCOUNT Supplies Expense account no. 550
ALANCE
DATE ITEM POST. DEBIT CREDIT AL
REF. DEBIT “ CREDIT
sl - 3 I ; ]
bl esais T 7 e Al
'f‘; ‘5 account Utilities Expense AccounT No. 360
BALANCE
DATE ITEM R DEBIT CREDIT
: DEBIT CREDIT
T, 20~
Aug. |12 G1 415100 45100
27 G2 710|100 1|1:5100

A General Ledger after Posting Has Been Completed (concluded)
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| pnovmé"cﬁu

NO. 15 $ :
Date 20~
T:e : account Cash account No. 110
I
|
F BALANCE
o I DATE ITEM POESFT' DEBIT CREDIT
] REF. DEBIT “ CREDIT
BAL.BROT.FORD. ........... 3274 00 | T T LIS S | T T T T T
AmT. DEPosiTeD .. [ : : Y
SUBTOTAL............. oxe | 31 G2 121910/00 : 812|712i00
OTHER: | -
i
|
!
1
|
I

Determining that the amount of cash agrees
with the balance of the cash account in the
accounting records is called proving cash. Cash
can be proved at any time Encore Music wishes
to verify the accuracy of the cash records.
However, Encore Music always proves cash at

MEMORANDUM FOR

the end of a month. To prove cash, Encore Music
compares the cash balance as shown in the
checkbook with the cash balance in the cash
account. If the two balances equal, cash is
proved.

ICTING ENTRY |

Music No. 45
MEMORANDUM 3 Ancka e

Encore

A cash poymant of £120.00 for adhertorny
Qetober 30 20~ was debited in emor 1

Hliscloneons fA;ome,

Signed: ,60/150/& W

vate: . November 73 20~

Errors can be made even though care is
taken in recording transactions. Simple errors
may be corrected by ruling through the item, as
described in Chapter 4. However, a transaction
may have been improperly journalized and
posted to the ledger. When an error in a journal
entry has already been posted, the incorrect jour-

nal entry should be corrected with an additional
journal entry. A journal entry made to correct an
error in the ledger is called a correcting entry.

If an accounting error is discovered, a memo-
randum is prepared describing the correction to
be made. The source document for a correcting
entry is the memorandum.
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| JOURNAL ENTS ) RECORD A CORRECTING ENTRY

Source Document

PaGE 7
. : B = |ooc.frosT N . iemis - |- L
DAT‘E y/ - P;(:Qy(rlTLE . N:Qj REF.’V» \ IIZ).EIBI:I' - (:.RTD:T‘
s 13| Advertising Expense M4 “TilZloloo] _TLLL 1=
29 Miscellaneous Expense . . RN 1210|0022
30 A _ BRI 44N
31 . . \ - B LA P 131
Credit
November 13. Discovered that a payment of laneous expense account. The correcting entry
cash for advertising in October was journalized increases the advertising expense account
and posted in error as a debit to Miscellaneous balance and decreases the miscellaneous expense
Expense instead of Advertising Expense, account balance.
$120.00. Memorandum No. 45. Because the advertising expense account has
a normal debit balance, Advertising Expense is
Advertising Expense debited for $120.00 to show the increase in this
120.00 expense account. The miscellaneous expense
account also has a normal debit balance.
Miscellaneous Expense Therefore, Miscellaneous Expense is credited for
120.00 $120.00 to show the decrease in this expense
account.

The same four steps are followed when mak-
ing a correcting entry as when making any jour-
nal entry.

To correct the error, an entry is made to add
$120.00 to the advertising expense account. The
entry must also deduct $120.00 from the miscel-

1. Date. Write the date, 13, in the Date column.

2. Debit. Write the title of the account debited, Advertising Expense, in the Account Title column. Write the
debit amount, $720.00, in the Debit column.

4. Credit. On the next line, indented about 1 centimeter, write the title of the account credited, Miscellaneous
Expense, in the Account Title column. Write the credit amount, $720.00, in the Credit column.

4. Source document. On the first line of this entry, write the source document number, M45, in the Doc. No.
column.

e Journalizing a correcting entry
T
E
P
S

REMEMEBER

Two zeroes are written in the cents column when an amount is in even dollars, such as $500.00. if the ce

nts column is
left blank, doubts may arise later about the correct amount.
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proving cash 1.

Which two amounts are compared when proving cash?
correcting entry 2. What is a correcting entry?

3. When an amount is journalized and posted to an incor-
rect expense account, why is the amount of the
correcting entry debited to the correct expense account?

4. When an amount is journalized and posted to an
incorrect expense account, why is the amount of the
correcting entry credited to the incorrect expense account?

Journalizing correcting entries

A general journal is given in the Working Papers. Your instructor will guide you through the follow-
ing example.
Transactions: Nov. 1. Discovered that a transaction for office supplies bought last month was journalized and
posted in error as a debit fo Prepaid Insurance instead of Supplies, $60.00. M15.
1. Discovered that a transaction for rent expense for last month was journalized and posted
in error as a debit to Repair Expense instead of Rent Expense, $550.00. M16.

3. Journalize each correcting entry discovered during November of the current year. Use page 21
of the general journal.

N YOUR
OWN

Journalizing correcting entries

A general journal is given in the Working Papers. Work this problem independently.
Transactions:  June 1. Discovered that a transaction for office supplies bought last month was journalized and
posted in error as a debit to Supplies—Store instead of Su lies—Office, $45.00. M23.
1. Discovered that a transaction for ufilities expense for last month was journalized and

posted in error as a debit to Miscellaneous Expense instead of Utilities Expense,
$550.00. M24.

6. Journalize each correcting entry discovered during June of the current year. Use page 11 of the
general journal.
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Alter completing this chapter, you can

1. Define important accounting terms related fo posting from a general
journal to a general ledger.

2. Identify accounting concepts and practices related to posting from a

general journal to a general ledger.

prietorship.

Post amounts from a general journal to a general ledger.

. Prove cash and journalize correcting entries.

L

i A T R S S S

Fach company designs its
chart of accounts to meet the
needs of that company. Encore
Music, the company described
in this section of the textbook,
has a relatively simple chart of
accounts, with a small number
of accounts. Therefore, Encore
Music can use a three-digit
account number for each
account. A company with
more accounts may need to use
a four- or five-digit account
number for each account. The
numbering system used by the
company should ensure that
each account can be assigned a
unique number.

When setting up a chart of
accounts, a company does not
have to use a straight series of
numbers. If a company has
gsevera) departments, it may
choose to use account numbers

such as 12-150. The first two

EXPLORE ACCOUNTING

digits (12) can be used to desig-
nate a specific department. The
last three digits (150) identify
a unique account within that
department. If this company
has many departments or
many accounts within each
department, it may have to
increase the number of digits
in the account, such as 123-
4567.

A large corporation made
up of smaller companies may
have one chart of accounts for
the entire corporation. If the
managers of the corporation
also want to be able to separate
out the accounts for each com-
pany, they may choose to set up
the account numbers in an xx-
yyy-zzzz format. The first two
digits (xx) would be a unique
number for each company, the
second set of numbers (yyy)
refer to a department number,

and the third set of numbers
(ZZZZ) is a unique account.

Another example would be
a company that manufactures
goods for its customers. Such a
company may want to include
the job order number in each
account number, so that it can
easily trace the cost of each job.

As you can see, there is an
infinite number of possible
systems that can be followed
when assigning account num-
bers. A company should
consider future growth when
first setting up a system so that
it can avoid having to renum-
ber accounts at a later date.

Group Activity:
Develop a chart of accounts for
an imaginary business. Write a
detailed description of the
company and a rationale for
the account numbering system
you have developed.

. Prepare a chart of accounts for a service business organized as a pro-

.
L
!

o
B

112 CHAPTER 5 Posting from a General Journal to a General Ledger



APPLICATION PROBLEM

Preparing a chart of accounts and opening an account

Lillian Deters owns a service business called Deters Duplicating, which uses the following accounts:

Accounts Receivable—Teegan Walters

Accounts Receivable—Austin Kirnyczuk

Accounts Payable—Dakota Company
Accounts Payable—Falls Supply

Instructions:

Lillian Deters, Capital “Postage Expense Supplies
Lillian Deters, Drawing ~ “Charitable Expense  Sales
Prepaid Insurance “Rent Expense Cash

~Advertising Expense

1. Prepare a chart of accounts similar to the one described in this chapter. Arrange expense accounts in
alphabetical order. Use 3-digit account numbers and number the accounts within a division by 10s.

2. Two new accounts, Delivery Expense and Telephone Expense, are to be added fo the chart of accounts
prepared in Instruction 1. Assign account numbers to the two new accounts.

3. Using the account forms in the Working Papers, open the Prepaid Insurance and the Postage Expense

accounts.

APPLICATION PROBLEM

Posting to a general ledger

A completed general journal and general ledger accounts are given in the Working Papers.
Michael Byrum owns a service business which uses the following accounts:

Assets
110 Cash

120  Accounts Receivable—Cheri Frank

130 Supplies
140 Prepaid Insurance

Liabilities

210 Accounts Payable—Golden Gate Supply

Instructions:
1. Post all entries in the general journal.

Owner’s Equity
310 Michael Byrum, Capital
320 Michael Byrum, Drawing
Revenue
410 Sales
Expenses
510 Advertising Expense

2. Prove cash. The balance on the next unused check stub is $1,638.00.

APPLICATION PROBLEM

Journalizing correcting entries

Transactions:

- The following errors were discovered after the incorrect entries were already journalized and posted.

Feb. 1. Discovered that a transaction for advertising expense was journalized and posted in error as a
debit to Miscellaneous Expense instead of Advertising Expense, $135.00. M87.

5. Discovered that a cash withdrawal by Gregg Moen, owner, was journalized and posted in error

as a credit to Sales instead of Cash, $550.00. M88.

8. Discovered that a check received on account was journalized and posted in error as a credit to

Accounts Receivable—Carol Jussila instead of Accounts Receivable—Cindy Joelson, $278.00.

M90.
Instructions:

Journalize each correcting entry discovered during February of the current year. Use page 3 of a general

journal given in the Working Papers.

AFTER S

Posting from a General Journal to a General Ledger
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MASTERY PROBLEM

Journdlizing transactions and posting to a general ledger

Allan Derner owns a service business called Derner Cleaning. Derner Cleaning’s general ledger accounts
are given in the Working Papers.

Transactions:
Nov. 1. Received cash from owner as an investment, $7,000.00. R1.
3. Paid cash for rent, $300.00. C1.
5. Sold services on account to Alphonse Gutenberg, $180.00. S1.
6. Received cash from sales, $750.00. Té.
9. Paid cash for miscellaneous expense, $5.00. C2.
11. Paid cash for supplies, $500.00. C3.
13. Bought supplies on account from Maijor Supplies, $600.00. M1.
13. Received cash from sales, $700.00. T13.
16. Paid cash for electric bill, $40.00. C4.
18. Paid cash on account fo Major Supplies, $300.00. C5.

20.
20.
25.
27.
27.
30.
30.

Paid cash for advertising, $30.00. Cé.

Received cash on account from Alphonse Gutenberg, $90.00. R2.
Paid cash for supplies, $150.00. C7.

Paid cash for supplies, $100.00. C8.

Received cash from sales, $1,800.00. T27.

Paid cash to owner for personal use, $300.00. C9.

Received cash from sales, $410.00. T30.

Instructions:

1. Open an account for Utilities Expense. Use the 3-digit numbering system described in the chapter.

2. Journalize the transactions completed during November of the current year. Use page 1 of a general
journal. Source documents are abbreviated as follows: check, C; memorandum, M; receipt, R; sales
invoice, S; calculator tape, T.

3. Post from the general journal to the general ledger.
4. Prove cash. The balance on the next unused check stub is $9,025.00.

CHALLENGE PROBLEM

Posting using a variation of the general journal

Nathan Jackson owns a service business called HouseCare. HouseCare uses a general journal that is dif-
ferent from the general journal used in this chapter. HouseCare's March general journal and general
ledger accounts (before posting) are given in the Working Papers.

Instructions:

1. Post from the genéral journal fo the general ledger. BN

2. Prove cash. The balance on the next unused check stub is $9,875.00.

.

/

T~

\ W
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INTERNET ACTIVITY

Point your browser to
http:/ /accounting.swpco.com

Choose First-Year Course, choose
Activities, and complete the activity
for Chapter 5.

A fax machine allows a business to send documents
anywhere in a matter of minutes using a telephone line.
Most fax machines in offices are located in one or more
central locations and used by a number of different
workers for both sending and receiving documents. To
facilitate directing the document to the intended
receiver, it is usual practice to include a cover sheet
in the fax transmission. The cover sheet should include
the information below:

1. Names of the person sending the message and the

person to receive the message.

2. Phone number of both sending and receiving fax

machines.

3. Total number of pages being transmitted, including

the cover sheet.

Instructions:

1. Write a memorandum responding to the following
scenario: Barbara Trevifio is at the bank, applying
for a business loan. Ms. Trevifio has just called
you and asked that you fax her with the following
information: Encore Music’s asset, liability,
owner’s equity, sales, and expense accounts, and
their current balances. In your memorandum,
include an introductory sentence or paragraph and
end with a concluding statement.

Prepare a cover sheet for transmitting a fax
message. The bank’s fax machine telephone number
is 800-555-3333. Use your own name and personal
telephone number or school telephone number.

N

ases for Critical  Thinking

ase Janna Sturm does not use a general journal in her business records. She records the
debits and credits for each transaction directly in the general ledger accounts. Is
Ms. Sturm using the correct procedure? Explain your answer.

ase Trent Marvets does the accounting work for his business. When posting, he first
2 transfers all of the information to the general ledger accounts. Then he returns to

the general journal and, all at one time, writes the account numbers in the Post.
Ref. column of the journal. Diana Young also does the accounting work for her business.
When posting, she writes all the account numbers in the Post. Ref. column of the general
journal before she transfers any information to the accounts. Is Mr. Marvets or Ms. Young
following the correct procedure? Explain your answer.
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