R@cording Transactions
in a General Journal

AFTER STUDYING CHAPTER 4, YOU WILL BE ABLETO:
1. Define accounting terms related to journalizing transactions.

2. Identify accounting concepts and practices related to jounal-
izing transactions.

3. Record in a general journal transactions to set up a business.

4. Record in a general journal transactions to buy insurance for
cash and supplies on account.

5. Record in a general journal transactions that affect owner’s
equity and receiving cash on account.

6. Start a new journal page.

OURNALS AND JOURNALIZING

As described in Chapter 3, transactions are analyzed into debit and
credit parts before information is recorded. A form for recording transac-
tions in chronological order is called a journal. Recording transactions in
general journal = ° a journal is called journalizing.

: Transactions could be recorded in the accounting equation. However,
most companies wish to create a more permanent record by recording
5 transactions in a journal.
source document . Each business uses the kind of journal that best fits the needs of that
' X business. The nature of a business and the number of transactions to be
recorded determine the kind of journal to be used.
invoice The word journal comes from the Latin diurnalis, meaning daily. Most
' businesses conduct transactions every day. To keep from getting over-

loaded, the businesses will make entries in their accounting journals
receipt every day.
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and publishes a variety of booklets for small
business owners.
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ACCOUNTING

IN YOUR CAREER

HIGH STANDARDS FOR
JOURNALIZING

Sandra Huffman has worked for
Marquesa Advertising for 30 days as
an accounting clerk, a position for
which the company OWnex, Ramona
Marquesa, hired her. She journalizes all

transactions, about 50 per day, handles all incoming and outgoing mail, prepares and files

all source documents, and performs other duties as assigned.

One day Ramona asked to see the journal. Sandra handed the journal to Ramona, who
scanned a few pages while Sandra fidgeted in her chair. Sandra didn’t know exactly what
to expect, but she knew she had not done as good a job with journalizing transactions as

she should have.

Ramona then sighed and said, “I'm concerned about this journal, Sandra. You have

recorded all transactions in pencil, and I notice numerous erasures. I don’t know if the
debits equal the credits, but I can see right away that this one transaction for $20,000
should have been for $2,000. Some of the dates are missing and some are out of order.
What do you suggest we do to turn this situation around?”

After apologizing, Sandra thanked Ramona for giving her the chance to improve her
work. She explained that she realized she had not been giving the journal the priority it
required and went on to describe how she would improve her performance in the future.

Critical Thinking:

1. What do you think Sandra should say about the journal to demonstrate that she knows it is
important?

2. What specific improvements do you think Sandra should make?
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a4-1 Journals, Source

“Recording Entries 1

Using a Journdl

Information for each transaction recorded in
a journal is called an entry. A journal with two
amount columns in which all kinds of entries
can be recorded is called a general journal.
Encore Music uses a general journal.

The columns in Encore Music’s general
journal are Date, Account Title, Doc. No., Post.
Ref., Debit, and Credit. The use of each column
is described later in this chapter.

Accuracy
Information recorded in a journal includes
the debit and credit parts of each transaction
' recorded in one place. The information can be
verified by comparing the data in the journal
with the transaction data to assure that all infor-
mation is correct.

Chronological Record

Transactions are recorded in a journal by
date in the order in which the transactions OCCur.
All information about each transaction is record-
ed in one place, making the information for a
specific transaction easy to locate.

Double-Entry Accounting
The recording of debit and credit parts of a
transaction is called double-entry accounting,.
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In double-entry accounting, each transaction

affects at least two accounts. Both the debit part
and the credit part are recorded for each transac-
tion. This procedure reflects the dual effect of
each transaction on the business’s records.
Double-entry accounting assures that debits
equal credits.

Source Documents

A business paper from which information is
obtained for a journal entry is called a
source document. Each transaction is described
by a source document that proves that the trans-
action did occur. For example, Encore Music pre-
pares a check stub for each cash payment made.
The check stub describes information about the
cash payment transaction for which the check is
prepared. The accounting concept, Objective
Evidence, is applied when a source document is
prepared for cach transaction. (CONCEPT:
Objective Evidence)

A transaction should be journalized only if it
actually occurs. The amounts recorded must be
accurate and true. Nearly all transactions result
in the preparation of a source document. Encore
Music uses five source documents: checks, sales
invoices, receipts, calculator tapes,
memorandums.

and



Encore Music

Tpata S August 3 20_==
O tousaredd, fire fupahrad S50 el 0~ o1 s

s L0700

For Classroom Use Only

Lartars, 7rwin

PAY TO THE
BAL.BROT.FORD. ... .. . . . .. a o0 ORDER OF
aut. oeposien ... 18171~ Vaood oo
SUBTOTAL. ........ .. .. e 004 do "
OTHER: MM Peoples national bank
Tampa, FL. 33602
FOR fg@&&f
SUBTOTAL................ . V0.000 00
AMT.THIS CHECK ... ... ... 16574 a9
BAL. GARD.FORD.... .. .. §#23 00

A business form ordering a bank to pay cash
from a bank account is called a check. The
source document for cash payments is a check.
Encore Music makes all cash payments by check.
The checks are prenumbered to help Encore
Music account for all checks, Encore Music’s

“0B3L0i0981 L3eLsg; IREIY

record of information on a check is the check
stub prepared at the same time as the check. A
check and check stub prepared by Encore Music
are shown.

Procedures for preparing checks and check
stubs are described in Chapter 6.

530 Ancka Avenue
Tampa, FL 33601

Sold to:

Encore Music

Rids Time No. 1
—-_— 3

405 Michigan Avenue Date 8/12/--
a7 cvenwe

Tampa, FL 33619 Terms 30_days

Description

Amount

Individual lessons on Aug. 12
Totat

$200.00

$200.00

When services are sold on account, the seller
prepares a form showing information about the
sale. A form describing the goods or services
sold, the quantity, and the price is called an
invoice. An invoice used as a source document
for récording a sale on account is called a
sales invoice. A sales invoice is also referred to
as a sales ticket or a sales slip.

A sales invoice is prepared in duplicate. The
original copy is given to the customer. The copy
is used as the source document for the sale on
account transaction. (CONCEPT: Objective
Evidence) Sales invoices are numbered in
sequence.
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No. 1 ll Receipt No. 1
Date ,ﬁ%ﬂ__zo_:_ ll| : 17 20
coom _ Dartars Trowiis Il Recd  Suturs 7wy
For [estnant || For fvestnent
) ll f% WU/IG/G/ZO///ZO’/700 Dollars
™ - .
, v ! _
$ 70000100 ' Amount | $ 70000100
i 5 .
! Encore Music
| .
[ 530 Anoka Avenue M
ll Tampa; FL 33601 Received By
|
I

Receipts

A business form giving written
acknowledgement for cash received is called a
receipt. When cash is received from sources
other than sales, Encore Music prepares a

Memorandums

A form on which a brief message is written
describing a transaction is called a
memorandum. When no other source
document is prepared for 2 transaction, or when
an additional explanation is needed about a
transaction, Encore Music prepares a memoran-
dum. (CONCEPT: Objective Evidence) Encore
Music’s memorandums are prenumbered to help
account for all of the memorandums. A brief
note is written on the memorandurn to describe
the transaction.

Calculator Tapes

FEncore Music collects cash at the time
services are rendered to customers. At the end of
each day, Encore Music uses a printing electronic
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MEMORANDUM

Bught supplles o accadt from
g Mhusic Sigplos, £2,72000

Signed: Em 7/-9(/”20'

receipt. The receipts are prenumbered to help
account for all of the receipts. A receipt is the
source document for cash received from transac-
tions other than sales. ( CONCEPT: Objective
Evidence)

Encore
Music No. 1

530 Anoka Avenue

Tampa, FL. 33601

Date:_._/{_(/ﬁéj_ 71 2_0——_

calculator to total the amount of cash received
from sales for that day. By totaling all the
individual sales, a single
source document is 0-00 *
produced for the total
sales of the day. Thus,
time and space are saved
by recording only one
entry for all of a day’s
sales. The calculator tape is the source document
for daily sales. ( CONCEPT: Objective Evidence) A
calculator tape used as a source document is
shown.

12, 20" 150-00 +

65-00 +
12 110-00 +
325-00 *

Encore Music dates and numbers each calcu-
Jator tape. For example, in the illustration, the
number, T12, indicates that the tape is for the
twelfth day of the month.



Source
Document

PAGE 1

DATE E ACCOUNT TITLE ) ey i DEBIT CREDIT
| Aug] 1] Casn R14~ W 10/oofofoo '
2 Barbara Trevirio, Capital- 10;0\0/0(00| =

Credit

Information for each transaction recorded in The source document for this transaction is

a journal is known as an entry. An entry consists Receipt No. 1. (CONCEPT: Objective Evidence)
of four parts: (1) date, (2) debit, (3) credit, and The analysis of this transaction is shown in the
(4) source document. Before a transaction is T accounts.
recorded in a journal, the transaction is analyzed The asset account, Cash, is increased by a
into its debit and credit parts. debit, $10,000.00. The owner’s capital account,
August 1. Received cash from owner as an ;?5%%? O'gevmo, Capital, is increased by a credit,
investment, $10,000.00. Receipt No. 1. e
Cash = ——————— mmmmmTTIIIIII]
10,000.00

Dollars and cents signs and decimal points
are not used when writing amounts on

ruled accounting paper. Sometimes a color
tint or a beavy vertical rule s used on

u brinted accounting baper to separate the

Barbara Treviio, Capital

10,000.00

dollars and cents columns.

e e o o
I————-——-—-—-—-J

r

° Journalizing cash received from owner as an invesiment

1. Date. Write the date, 20--, Aug. 1, in the Date column. This entry is the first one on this journal page.
Therefore, the year and month are both written for this entry. Neither the year nor the month are written
again on the same page.

2. Debit. Write the title of the account debited, Cash, in the Account Title column. Write the debit amount,
$10,000.00, in the Debit column.

3. Credit. On the next line, indented about 1 centimeter, write the title of the account credited, Barbara
Trevifio, Capital, in the Account Title column. This account title s indented to indicate that this account is
credited. Write the credit amount, $70,000.00, in the Credit column,

4. Source document. On the first line of the entry, write the source document number, R1, in the Doc. No.
column. The source document number, R1, indicates that this is Receipt No. 1. (The source document num-

ber is a cross reference from the journal fo the source document. If more details are needed about this
transaction, a person can refer to Receipt No. 1.)

Debits must equal credits for each entry in a general journal. After the entry is journalized, the equality of

debits and credits is verified, For this entry, the total debits, $10,000.00, equal the total credits,
$10,000.00.




Source
Document
PAGE 1

Debit
GENERAL JOURNAL

ACCOUNT TITLE

CREDIT

o| | 3| Supplies |c1] sizizloo] 1111 |
4 Cash \ \ #1\5\7\700“ 4
Credit
August 3. Paid cash for supplies, $1,577.00. The source document for this transaction is
Check No. 1. Check No. 1. (CONCEPT: Objective Evidence) The
analysis of this transaction is shown in the
T accounts.
_ The asset account, Supplies, is increased by a
Supplies debit, $1,577.00. The asset account, Cash, is
157700 | decreased by a credit, $1,577.00.
__________ g
Cash pem——mmmmm T ———E R -
1 |
‘ 1,577.00 1 ||
“ || u If you draw T accounts for analyzing trans- :
11 actions, it will make journalizing easier. i
il 1
T i
i |
Y I ——— e ———————————— J
L ________ mct

\ Journalizing cash paid for supplies

1. Date. Write the date, 3, in the Date column. This is not the Ffirst entry on the
journal page. Therefore, the year and month are not written for this entry.

2. Debit. Wrife the title of the account debited, Supplies, in the Account Title
column. Write the debit amount, $1,577.00, in the Debit column.

2. Credit. On the next line, indented about 1 centimeter, write the fitle
of the account credited, Cash, in the Account Title column. Write
the credit amount, $1,577.00, in the Credit column.

4. Source document. On the first line on this entry, write the
source document number, C1, in the Doc. No. column. The source
document number, C1, indicates that this is Check No. 1.

For this entry, the total debits, $1,577.00, equal the total credits,

If you misspell words in your written communications, people may mistrust the quality of your cccounﬁn? skills. Note
that in the word receipt the “e” comes before the “i” and there is a silent “p” before the “t" at the end of the word.
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\UBIT YOUR

journal double-entry  invoice In what order are transactions recorded
journalizing accounting . jes invoice in a journal?
entry source receipt Why are source documents important?
document . .
general memorandum List the four parts of a Journal entry.
journal check

ORK
TOGETHER

Journalizing entries into a general journal

A journal is given in the Working Papers. Your instructor will guide you through the following
example.

Ruth Muldoon owns Muldoon Copy Center, which uses the following accounts:
Cash Prepaid Insurance Ruth Muldoon, Drawing ~ Rent Expense
Accts. Rec.—Lester Dodge  Accis. Pay.—Ron’s Supplies  Sales
Supplies Ruth Muldoon, Capital Miscellaneous Expense
Transactions: Apr. 1. Received cash from owner as an investment, $7,000.00. R
2. Paid cash for supplies, $425.00. C1.

4. Journalize each transaction completed during April of the current year. Use page 1 of the jour-
nal. Source documents are abbreviated as follows: check, C; memorandum, M; receipt, R; sales
invoice, S; calculator tape, T. Save your work to complete Work Together on page 75.

Utilities Expense

N YOUR
OWN

Journadlizing entries into « general journal

A journal is given in the Working Papers. Work this problem independently.

Gale Klein owns Klein’s Service Center, which uses the following accounts:

Cash Prepaid Insurance Gale Klein, Drawing  Miscellaneous Expense
Accts. Rec.—Connie Vaughn  Accts, Pay.—Osamu Supply Co. Sales Rent Expense
Supplies Gale Klein, Capital Advertising Expense

Transactions: June 2.Received cash from owner as an investment, $1,500.00. R1.
3. Paid cash for supplies, $35.00. C1.

3. Journalize each transaction completed during June of the current year. Use page 1 of the jour-
nal. Source documents are abbreviated as follows: check, C; memorandum, M; receipt, R; sales
invoice, S; calculator tape, T. Save your work to complete On Your Own on page 75.
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a-2 Journalizing Buying

Account, and Paying C

e

Source

cument
Soopaeer

CREDIT =~

TTTT

T 1)2lolojoo] - H_s
Ean - 112/01000] &

s 4| Prepaid IﬁSﬁfuncé,' :
o 1] -cash g o
REi o R = Tl
Credit
August 4. Paid cash for insurance, $ 1,200.00. The source document for this transaction is
Check No. 2. Check No. 2. (CONCEPT: Objective Evidence) The
analysis of this transaction is shown in the
T accounts.
Prepaid Insurance The asset account, Prepaid Insurance, is
1,200.00 ‘ increased by a debit, $1,200.00. The asset
cach account, Cash, is decreased by a credit, $1,200.00.
as
\ 1,200.00

° Journalizing cash paid for insurance

T 1. Date. Write the date, 4, in the Date column.

. 2. Debit. Write the fifle of the account debited, Prepaid

E Insurance, in the Account Tile column. Write the debit amount,

P $1,200.00, in the Debit column.

i 3. Credit. On the next line, indented about 1 cenfimeter, write the

s iile of the account credited, Cash, in the Account Title column. Write

the credit amount, $1,200.00, in the Credit column.
4. Source document. On the first line of this entry, write the source docu-

ment number, C2, in the Doc. No. column.

For this entry, the fotal debits, $1,200.00, equal the total credits,
$1,200.00.

All amounts recorded in the general journal must have an account title writ-

ten in the Account Title column.
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' Document .
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Ty F T B 0 e e o
W) 7| Supplies .o M) e 2|712ojoo| . ]
s || Accts. Pay.—Ling Music Supplies e - -2|7|20/00] =
Credit

August 7. Bought supplies on account from

action immediately. Therefore, a memorandum
Ling Music Supplies, $2,720.00. Memorandum is prepared that shows supplies received on
No. 1.

account.
The source document for this transaction is
_ Memorandum No. 1. (CONCEPT: Objective
Suppfies Evidence) The analysis of this transaction is
2,720.00 shown in the T accounts.
. . . The asset account, Su |ies, is increased bv a
Accts. Pay.—Ling Music Supplies debit, $2,720.00. The liabiTii)y account, Accounf};
2,720.00 Payable—Ling Music Supplies, is increased by a
credit, $2,720.00

Encore Music ordered these supplies by tele-
—————— — i o i e
phone. Encore Music wishes to record this trans-
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Of all service :
businesses in the I
United States, only 4 :
bpercent employ 50 or
more people and 80 é
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1. Date. Write the date, 7, in the Date column.

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

3. Credit. On the next line, indented about 1 centimeter, write
the fifle of the account credited, Accounts Payable—Ling Music

Supplies, in the Account Title column. Write the credit amount,
$2,720.00, in the Credit column.

4. Source document. On the first line of this entry,
document number, M1, in the Doc. No. column,

——————

bercent bave fewer

e Journalizing supplies bought on account
T

E

P than 10 employees.
s

write the source

[ o o o

-

For this entry, the total debits, $2,720.00, equal the total credits,
$2,720.00.

When recording transactions in g general journal, the account fitle that is credited is normally indented.
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Debit

Source

' Document

- pace 1

Dote

) “GENERAL JOURNAL /%

DATE L / ACCOUNTTITLE-—\DNOOCP Esl;r : DEBIT FREDlT it
0 Lt s pay i i sugps | 5| P sigoool, L
foll 7 I Gashe- : R T SIEE e 1131610] 4?{1_0_

August 11. Paid cash on account o Ling
Music Supplies, $1,360.00. Check No. 3.

Crédit

The source document for this transaction is
Check No. 3. (CONCEPT: Objective Evidence) The

analysis of this transaction is shown in the

The liability account, Accounts Payable—Ling

Music Supplies, is decreased by a debit, $1,360.00.
The asset account, Cash, is decreased by a credit,

Accts. Pay.—Ling Music Supplies T accounts.
1,360.00 \
Cash
\ 1,360.00 $1,360.00.

_ ACCOUNTING
At WoRK

Mary WITHERSPOON

n high school, Mary M.
Witherspoon considered
pursuing a degree in
accounting. Her career choice was
confirmed by ACCUMATION, a
career education program for high
«chool students sponsored by the
Dallas Chapter of the Texas Society of
CPAs. Students participate in this
week-long summer program, which
includes visits to an international
accounting firm and the chance fo sit
in on university accounting classes.
Mary graduated with a BBA in
Accounting and works for Oryx
Energy Company, a large
independent producer of oil and gas
in Dallas. Currently in gas balancing
accounting, she reconciles records of

jointly owned properties to ensure
Oryx receives their entitled gas

volumes. Working in the corporate
environment has allowed Mary to

change job responsibilities over her
career to gain additional experience.

Mary believes that exceptional
people skills coupled with technical
experience s the formula for business
success. People skills include
written and verbal communication,
respecting diversity, and the ability
to work in feams.

Mary dlso serves as @ district
vice-president of the American
Business Women's Association
(ABWA). ABWA promotes the
advancement of women in business by
sponsoring continuing education, pro-
viding leadership training, and offer-
ing encouragement.

“High school! students can confact
their state or local society of certified
public accountants for accounting
career information,” says Mary. “We

CPAs support programs fo encourage

student inferest in our field.”




When cash is paid for insurance, which account is listed on the first line of the entry?

N -

When supplies are bought on account, which account is listed on the first line of the entry?

When supplies are bought on account, which account is listed on the second line of the entry?

oW

When cash is paid on account, which account is listed on the second line of the entry?

ORK
TOGETHER

Journalizing entries into a general journal

Use the journal that you started for
through the following example.

Ruth Muldoon owns Muldoon Co

Work Together on page 71. Your instructor will guide you

py Center, which uses the following accounts:

Cash Prepaid Insurance Ruth Muldoon, Drawing  Rent Expense
Accts. Rec.—Lester Dodge  Accts. Pay.—Ron’s Supplies  Sales Utilities Expense
Supplies Ruth Muldoon, Capital Miscellaneous Expense

Transactions: Apr. 5. Bought supplies on account from Ron’s Supplies, $300.00. M1.
7. Paid cash for insurance, $600.00. C2. :
9. Paid cash on account to Ron’s Supplies, $300.00. C3.

3. Journalize the transactions continuing on the next blank line of page 1 of the journal. Save
your work to complete Work Together on page 81.

N YOUR
OWN

Journalizing entries into o general journal

Use the journal that you started for On
independently.

Your Own on page 71. Work this problem

Gale Klein owns Klein’s Service Center, which uses the following accounts:

Cash Prepaid Insurance

Accts. Rec.—Connie Vaughn ~ Accts. Pay.

Supplies
Transactions: June

Gale Klein, Drawing  Miscellaneous Expense
—Osamu Supply Co. Sales
Gale Klein, Capital

5. Paid cash for insurance, $100.00. C2.

9. Bought supplies on account from Osamy Supply Co., $155.00. M1.
10. Paid cash on account to Osamy Supply Co., $155.00. C3.

6. Journalize the transactions continuing on the next blank line of page 1 of the journal. Save
your work to complete On Your Own on page 81.

Rent Expense
Advertising Expense
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Journalizing T

_ Equity and Recevi

Debit Source
Date GENERALJOURNAL N Povmedty
| / ; =5 T Z
m ¥ 3 ;é T T =
i 12| Cash T12 A 1302ls)00] 1
12 » Sales ~€——__ 31215100112
1 T 1
Credit
August 12. Received cash from sales, The source document for this transaction is
$325.00. Tape No. 12. Calculator Tape No. 12. (CONCEPT: Objective

Evidence) The analysis of this transaction is
shown in the T accounts.

Cash The asset account, Cash, is increased by a
325.00 \ debit, $325.00. The revenue account, Sales, is
Sales increased by a credit, $325.00.
‘ 2500 The reason that Sales is increased by a credit
' is discussed in the previous chapter. The

owner’s capital account has a normal credit bal-
ance. Increases in the owner’s capital account
are shown as credits.

Because revenue increases owner’s equity,
increases in revenue are recorded as credits. A
revenue account, therefore, has a normal credit
balance.

e Journalizing cash received from sales

T 1. Date. Write the date, 12, in the Date column.
2. Debit. Write the title of the account debited, Cash, in the Account Title column. Write the debit amount,
E $325.00, in the Debit column. -
P 3. Credit. On the next line, indented about 1 centimeter, write the title of the account credited, Sales, in the
' Account Title column. Write the credit amount, $325.00, in the Credit column.
§ 4. Source document. On the first line of this entry, write the source document number, T12, in the Doc.
No. column.

For this entry, the total debits, $325.00, equal the total credits, $325.00.

REMEMEBEHEK

Don't forget fo record the source document in the Doc. No. column of the general journal.
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Debit ls)°”rce
' GENERAL JOURNAL  Document,

7 Date
7 VAR o~ / )

DATE ( ACCOUNT TITLE E:' /?Eé: DEBIT . CREDIT
‘“7‘# /' \ 117 TTT1
sl - 12| Accounts Rec.—Kids Time | s1 2lolojoo || 5
Ml § | Sales ~— ' ' ; 2/0/0/00 )1+

It
Credit

August 12. Sold services on account to Kids
Time, $200.00. Sales Invoice No. 1.

Accts. Rec.—Kids Time
200.00

Sales

200.00

e Journalizing services sold on account

1. Date. Write the date, 12, in the Date column.
2. Debit. Write the title of the account debited,

the Debit column.

credit amount, $200.00, in the Credit column.

#%. Source document. Write the source document number, S7, in the

Doc. No. column.

For this entry, the fotal debits, $200.00, equal the total credits,

$200.00.

REMEMBE R

will be credited.

Accounts Receivable—Kids Time, in the Account
Title column. Write the debit amount, $200.00, in

3. Credit. On the next line, indented about 1 centimeter, write the title
of the account credited, Sales, in the Account Title column. Write the

In double-entry accounting, each fransaction affects at least two
accounts. At least one account will be debited and at least one account

The source document for this transaction is
Sales Invoice No. 1. (CONCEPT: Objective
Evidence) The analysis of this transaction is
shown in the T accounts.

The asset account, Accounts Receivable—Kids
Time, is increased by a debit, $200.00. The

revenue account, Sales, is increased by a credit,
$200.00.

Accounting is not just Jor accountants. For
ﬂ example, a performing artist earns revenue
Sfrom providing a service. Financial
u decisions must be made such as the cost of
doing a performance, the Dbercentage of rev-
" enue paid 10 a manager, travel expenses,
and the cost of rebearsal Space.

P s |
F:—_———————-ﬁ

e ——— — —
s m
e sl
B
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Debit Source
Q Date GENERAL JOURNA Document,
/ -

7 ,
DATE ACCOUNT TITLE 3ﬁ§'-P°F: DEBIT CREDIT
L & 4 ~ ~ R R
is 12| Rent Expense ctl T 2lsleloo T
o | | Cashe _Ly-12|5/0j00]
17 12| Utilities Expense —————___ c51 . _L—rslool e
e \ & Cash T i 4(500] ¢
19 ) 19
B ‘ 20
il [ =

August 12. Paid cash for rent, $250.00. analysis of this transaction is shown in the
Check No. 4. T accounts.
The expense account, Rent Expense, is
Rent Expense increased by a debit, $250.00. The asset account,
250,00 \ Cash, is decreased by a credit.
The reason that Rent Expense is increased by
Cash a debit is discussed in the previous chapter. The
\ 250.00 owner’s capital account has a normal credit bal-

ance. Decreases in the owner’s capital account
are shown as debits.

Because expenses decrease owner’s equity,
increases in expenses are recorded as debits. An
expense account, therefore, has a normal debit

The source document for this transaction is
Check No. 4. (CONCEPT: Objective Evidence) The

balance.

Fm————— e o o ::‘_I
¥ |
Journalizing cash paid for an expense \|| ﬂ u u 1
. . | |
1. Date. Write the date, 12, in the Date column. 1 i
T . . . ) . N Source documents I
: 2. Debit. Write the title of the account debited, Rent Expense, in the W can be critically |
E Account Title column. Write the debit amount, $250.00, in the Debit ' important in |I
’p column. tracking down i

3. Credit. On the next line, indented about 1 centimeter, write the title of errors. Businesses file
s the account credited, Cash, in the Account Title column. Write the credit de’r sourtce " :
: amount, $250.00, in the Credit column. ocumenis S0 toey }

can be referred to if

4. Source document. Write the source document number, C4, in the it is mecessary to

Doc. No. column.

r_____________

verify information i

- , , entered into their !

For this entry, the fotal debits, $250.00, equal the total credits, $250.00. Journals || ‘|

Whenever cash is paid for an expense, the journal entry is similar to the II ]

entry discussed above. Therefore, the journal entry to record paying cash I‘__‘I
for ufilities is also illustrated. pzE===s=TT T T -
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RECEIVED CASH ON

f g Debit | Source
J Dete R GENERAL JOURNAL /o Docuent;

' 7 7 )
VVDA‘I"’E" /AEZC:O!T!NT:TITL‘:E‘.'V : f’uicf‘ “A'VF%{ E DEBIT . .. CREDIT
Y R U TTTT
o |12fcash Ir2L ™ (7ofojoo] 10
o L Accounts Rec.—Kids Time | P -y-11/0/0j00 |2
Credit
August 12. Received cash on account from The source document for this transaction is
Kids Time, $100.00. Receipt No. 2. Receipt No. 2. (CONCEPT: Objective Evidence)
The analysis of this transaction is shown in the
Cash T accounts.
10000 The asset account, Cash, is increased
) by a debit, $100.00. The asset account,
Accts. Rec.—Kids Time Accounts Receivable—Kids Time, is
100,00 decreased by a credit, $100.00.

e Journdlizing cash received on account

1. Date. Write the date, 12, in the Date column.

2. Debit. Write the fitle of the account debited, Cash, in the Account
Title column. Write the debit amount, $700.00, in the Debit
column.

3. Credit. On the next line, indented about 1 centimeter, write the
title of the account credited, Accounts Receivable—Kids
Time, in the Account Title column. Write the credit
amount, $100.00, in the Credit column.

4. Source document. Write the source document
number, R2, in the Doc. No. column.

For this entry, the total debits, $100.00, equal
the total credits, $100.00.

Increases in expenses and in withdrawals decrease owner’s equity. Decreases in owner’s equify are recorded as deb-
its. Therefore, increases in expenses and in withdrawals are recorded as debits.
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Source
Documentl

PAGE

DATE l

21 |12| Barbara Trevifio, Drawing

Doc.
ACCOUNT TITLE o. =

|cé] [t

§ W DEBIT \ CREDIT k,

0l00

L

22 “Cash

August 12. Paid cash to owner for personal

use, $100.00. Check No. 6.

Barhara Trevifio, Drawing

11010100 |22

Credit

analysis
T accounts.

100.00 \

Cash

I rh

The source document for this transaction is

Check No. 6.
of this transaction is shown in the

(CONCEPT: Objective Evidence) The

The reason that Barbara Trevifio, Drawing is

increased by a debit is discussed in the previous
chapter. Decreases in the owner’s capital account

|

100.00

are shown as debits. Because withdrawals
decrease owner’s equity, increases in

withdrawals are recorded as debits. A withdraw-
al account, therefore, has a normal debit balance.

Forming AND DISSOLVING A PROPRIETORSHIP

LeGAL ISSUES
IN ACCOUNTING

proprie‘rorship is a business
owned and controlled by
one person. The advantages
of a proprieforship include:

e Ease of formation.

¢ Total control by the owner.

e Profits that are not shared.
However, there are some
disadvantages of organizing a propri-
etorship:

e Limited resources. The owner is the
only person who can invest cash
and other assets in the business.
o Unlimited liability. The owner is
totally responsible for the liabilities
of the business. Personal assets,
such as a car, can be claimed by
creditors fo pay the business'’s
liabilities.

e Limited expertise. Limited time,
energy, and experience can be put
info the business by the owner.

e Limited life. A proprietorship must
be dissolved when the owner dies
or decides to stop doing business.

The owner is required to follow
the laws of both the federal
government and the state and city in
which the business is formed. Most
cifies and states have few, if any, legal
procedures to follow. Once any legal
requirements are met, the propriefor-
ship can begin business.

Should the owner decide to
dissolve the proprieforship, he or she
merely needs to stop doing business.
Noncash assets can be sold, with the

| cash used to pay any creditors.




T YOUR
UNDERSTANDING

. When cash is received from sales, which account is listed on the first line of the entry?

1

2. When cash is received from sales, which account is listed on the second line of the entry?
3. When services are sold on account, which account is listed on the second line of the entry?
4. When cash is paid for any reason, what abbreviation is used for the source document?
5

. When cash is received on account, what abbreviation is used for the source document?

TOOETHER

Journalizing transactions that affect owner’s equi info a general journal
g q g9 I

Use the chart of accounts and journal from Work Together on page 75. Your instructor will guide
you through the following example.

Transactions: Apr. 12. Paid cash for rent. $950.00. C4.
13. Received cash from sales, $2,200.00. T13.
14. Sold services on account fo Lester Dodge, $625.00. S1.
19. Paid cash for electric bill, $157.00. C5.
20. Received cash on account from Lester Dodge, $300.00. R2.
21. Paid cash to owner for personal use, $1,400.00. Cé.

6. Journalize the transactions continuing on the next blank line of page 1 of the journal. Save
your work to complete Work Together on page 85.

N YOUR
OWN

Journalizing transactions that affect owner’s equity into a general journal
Use the chart of accounts and journal from On Your Own on page 75. Work this problem
independently.
Transactions: June 11. Paid cash for rent, $200.00. C4.

12. Sold services on account to Connie Vaughn, $200.00. S1.

16. Received cash from sales, $1,050.00. T16.

17. Paid cash for postage (Miscellaneous Expense), $32.00. C5.

19. Received cash on account from Connie Vaughn, $100.00. R2.

20. Paid cash to owner for personal use, $250.00. Cé.

7. Journalize the transactions continuing on the next blank line of page 1 of the journal. Save
your work to complete On Your Own on page 85.
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,'A COMPBTE;JouNAL PAGE

 GENERAL JOURNAL pace 17
B .DA;\'Ei ! ’.'— Lt Ag:_cduﬁ.‘r‘wn.s_ v :Dbf’;" P::;": opEBMT . cgsm_f‘ v,"
A% | 1| Cash_. L Tr1| | 10l00[000 IR E
2l R “Barbara Treviiio, Capital | T 1L 10j0i01000 2
L | 3| Suppties C1 1/5|7]7100 s
A Cash 1 1|5]7|7/00] *
3t 18] Advertising Expense c9 12|olojoo st
52| Cash - |210/0,00|==
33 20| Supplies M2 2/0{00 e
24 “Accts. Pay.—Sullivan Office Supplies ?_O 00|34
. , E
1 1 1

A general journal page is complete when

there is insufficient space to record any more
entries. A partial view of Encore Music’s
completed page 1 of the general journal is
shown.

Encore Music has one blank line remaining

at the bottom of page 1. However, each journal
entry requires at least two lines. If a journal
entry is split between two different pages, the
equality of debits and credits for the entry is not
as easily verified. Also, to a person examining a
single journal page, a split entry will appear
incorrect. Therefore, a journal entry should not
be split and journalized on two different pages.
If there is only one blank line remaining on a
journal page, a new page is started.
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‘Successful small
characteristics: confidence
keep trying during hard times

iake risks, creativity to surpass the competition, and an inner

need to achieve.
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ness o

pically

to make decisions, defermination to
for the business, willingness to




GENERAL JOURNAL

PAGE 2

DATE

ACCOUNT TITLE

DocC.| POsT.

No. | REF. DEBIT

CREDIT

After one page of a general journal is filled, a
new journal page is started. A new page is

started by writing the page number in the space
provided in the journal heading.

ForeiGN CURRENCY

s our world becomes
smaller and global trade

= increases, U.S. businesses
become more involved in transactions
with foreign businesses. These
transactions can be stated in terms of
U.S. dollars or in the currency of the
other country. If the transaction
involves foreign currency, a U.S. busi-
ness must convert the foreign currency
into U.S. dollars before the transaction

can be recorded. (CONCEPT: Unit of
Measurement)

The value of foreign currency may
change daily. In the United States, the
exchange rate is the value of foreign
currency in relation to the U.S. dollar.
Current exchange rates can be found

in many daily newspapers, on-line
services, or banks.

The exchange rate is stated in
terms of one unit of foreign currency.
Using Germany as an example, pre-
sume that one German mark is worth
0.5789 U.S. dollars {or about 58 U S.
cents). This rate would be used when
exchanging German marks for U.S.

ollars.

A conversion formula can be used
fo find out how many foreign currency
units can be purchased with one U.S.
dollar. The formula is:

1/exchange rate = foreign
currency per U.S. dollar
1 dollar/0.5789 = 1.7272
marks per dollar




"STANDARD ACCOUNTL

4

GENERAL JOURNAL pace 2
DATE ACCOUNT TITLE poc. | POST. DEBIT CREDIT
i NO. | REF. L
0‘3 sloloo

9 28| Cash T28 3151016160 ! 9
10 Sales 315|0/00 (—o

] 29| RentExpense 5 T 1

~Cash- sl007 2

29| Repair Expense c21 510100 13

4 | Cash A 501001+

15 29| Supplies Cc22 1(0{00 | 15

1| Cash ) 10100 |1

17 30| Miscellaneous Expense Cc23 1101060 17

i Cash IS }’."u 8

| |30| Barbara Trevifio, Drawing c24 |5lojojeo 0

20 Cash 51010100 |20

H ] 21

22 22

Camm \wainc

In completing accounting work, Encore

Music follows standard accounting practices.
These practices include procedures for error cor-
rections, abbreviating words, writing dollar and
cents signs, and rulings.

84

1. Errors are corrected in a way that does not

cause doubts about what the correct infor-
mation is. If an error is recorded, cancel
the error by neatly drawing a line through
the incorrect item. Write the correct item
immediately above the canceled item..

. Sometimes an entire entry is incorrect and

s discovered before the next entry is jour-
nalized. Draw neat lines through all parts
of the incorrect entry. Journalize the entry
correctly on the next blank lines.

_ Sometimes several correct entries are

recorded after an incorrect entry is made.
The next blank lines are several entries
later. Draw neat lines through all incorrect
parts of the entry. Record the correct items
on the same lines as the incorrect items,
directly above the canceled parts.

_ Words in accounting records are written

in full when space permits. Words may be

CHAPTER 4 Recording Transactions in a General Journal

abbreviated only when space is limited.
All items are written legibly.

. Dollars and cents signs and decimal

points are not used when writing
amounts on ruled accounting paper.
Sometimes a color tint or a heavy vertical
rule is used on printed accounting paper
to separate the dollars and cents columns.
Two zeros are written in the cents column
when an amount is in even dollars, such
as $500.00. If the cents column is left
blank, doubts may

arise later about
the cor-

rect amount.
Neatness is very
important in
accounting
records so that
there is never any
doubt about what
information has
been recorded. A
ruler is used to
draw lines.




1. When is a general journal page complete?

2. If an entire entry is incorrect and is discovered before the next entry is journalized, how
should the incorrect entry be corrected?

3. If several correct entries are recorded after an incorrect entry is made, how should the
incorrect entry be corrected?

ORK
TOOETHER

Journalizing transactions and starting a new general journal page

Use the journal from Work Together on page 81. Your instructor will guide you through the follow-
ing examples.

Transactions: Apr. 22. Paid cash for water bill (Utilities Expense), $150.00. C7.

23. Sold services on account to Lester Dodge, $317.00. 52.
26. Received cash from sales, $1 ,560.00. T26.

27. Paid cash to owner for personal use, $750.00. C8.
27. Paid cash for supplies, $24.00. C9.
27. Paid cash for postage (Miscellaneous Expense), $35.00. C10.
29. Received cash on account from Lester Dodge, $75.00. R3.
30. Received cash from sales, $743.00. T30.
4. Journalize the transactions for April 22 through 27.
5. Use page 2 of the journal to journalize the remaining transactions for April.

N YOUR
OWN

Journalizing transactions and starting a new general journal page

Use the journal from On Your Own on page 81. Work these problems independently.
Transactions: June 23. Sold services on account fo Connie Vaughn, $135.00. $2.
24. Paid cash for advertising, $48.00. C7.
25. Received cash from sales, $850.00. T25.
26. Paid cash for delivery charges (Miscellaneous Expense), $17.00. C8.
_26. Received cash on account from Connie Vaughn, $100.00. R3.
26. Paid cash for postage (Miscellaneous Expense), $15.00. C9.
27. Paid cash for supplies, $21.00. C10

30. Received cash from sales, $235.00. T30.

6. Journalize the transactions for June 23 through 26.
7. Use page 2 of the journal to journalize the remaining transactions for June.

LI ADTE
SIS Pia¥ il Sl
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Alter completing this chapter, you can

1. Define important accounting terms related to journalizing transactions.

2. |dentify accounting concepts and practices related to journalizing
transactions.

3. Record in a general journdl transactions to set up d business.

4. Record in a general journal transactions to buy insurance for cash and
supplies on account.

5. Record in a general journal fransactions that affect owner’s equity and
receiving cash on account.

6. Start a new iournal page.

EXPLORE ACCOUNTING

PRENUMBERED of time, all check numbers ensure that all documents are
DOCUMENTS should be accounted for in recorded.

As one way to control the aumeric order. The person For example, when sales
operations of the business, a recording the checks must invoices are recorded, the total
company often will use watch to see that no numbers of all the invoices 1s calculated

prior to the invoices being

prenumbered documents. Such  are slzipped. In this way, _
{!

a document 1s one that has the the business 1s more @\]@ recorded. Once all invoices
' are recorded, another total
can be calculated. If the

form number printed on it in confident that all checks

advance. The most common are recorded.

example 11 everyday life is the By using ‘ two totals are equal,
personal check. several types of ] ) & it can be assumed
Businesses use several prenumbered X that all invoices
prenumbered documents. documents, the A% have been recorded. If
Examples include business business helps ensure i the totals do not equal, it
checks, sales invoices, purchase that all transactions are ? may indicate that a document
orders, receipts, and properly recorded.. was skipped.
memorandums. Another way a business Res earcl’l: Contact a local
The use of prenumbered tries to control operations is business and ask what
documents allows a simple way through the use of batch totals. prenumbered documents are
to ensure that all documents When many (sometimes used there. Determine how the
are recorded. For example, hundreds) of documents are business uses the documents to
when a business records the being recorded, the total ensure that all documents are
checks written during a period  amount can be used to help recorded properly.
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