CHAPTER

COMPLETING THE
ACCOUNTING CYCLE
FOR A MERCHANDISING
CORPORATION

SECTION 20.1

JOURNALIZING CLOSING
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COMPLETING THE Completing the Accounting
ACCOUNTING CYCLE FOR A~ | Cycle for a Merchandising

MERCHANDISING CORPORATION Business

Posting Closing Entries

Analyze each Journalize
transaction each transaction ~ Post tolthed
eneral an
ACCOUNT T 8

DEBIT |CREDIT JOURNAL subsidiary ledgers

Collect and verify
source documents

i

ACCOUNT
DEBIT (CREDIT

INVOICE
RECEIPT

i

LEDGER

MEMORANDUM ’ E
5| TRIAL
BALANCE
POST-CLOSING \
TRIAL BALANCE E—
GENERAL ‘ | ’ B
JOURNAL WORK SHEET Prepare a
GENERAL INCOME N
JOURNAL STATEMENT trial balance
Prepareq I | STATEMENT OF
post_closmg LEDGER | [RETAINED EARNINGS
trial balance LEDGER BALANCE
SHEET Prepare a
work sheet
Journalize and } " d
H ournalize an - .
post the closing ' Prepare financial
entries Egtsrti;?e adjusting  gratements See page 601
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COMPLETING THE

Permanent vs Temporary
ACCOUNTING CYCLE FOR A

MERCHANDISING CORPORATION Accounts

® Permanent accounts

— Accumulate information from one fiscal period to
the next.

— Assets, Liabilities, and Stockholders’ Equity
® Temporary accounts

— Accumulate information until transferred to the
Retained Earnings

— Are closed at the end of each fiscal period
— Revenue, cost, expenses, and dividends

Accounting




LOMPLETING THE Journalizing Closing
ACCOUNTING CYCLE FOR A

MERCHANDISING CORPORATION Entries

® Journalize right below Adjusting Entries

® Heading “Closing Entries” is written to

explain why there are no source document
numbers.

® Information is obtained from the worksheet

Accounting




LOMPLETING THE The Income Summary
ACCOUNTING CYCLE FOR A

MERCHANDISING CORPORATION Account

® Used to summarize the closing entries for
revenue, cost and expenses.

® Does not have a normal balance

Accounting



LOMPLETING THE The Income Summary
ACCOUNTING CYCLE FOR A

MERCHANDISING CORPORATION Account

® Used to summarize the closing entries for
revenue, cost and expenses.

® Does not have a normal balance

Income Summary

Debit Credit
Total expenses Revenue (greater than expenses)
(Credit balance is the netincome.)

Accounting



COMPLETING THE :
sccounting cycte o o | Steps for Closing

MERCHANDISING CORPORATION| the Ledger

Journalizing
Closing Entries

1

Close accounts with balances in
the Income Statement Credit
column to Income Summary.

Steps for 2
C|osing the Close accounts with balances in
' the Income Statement Debit
Ledger for a column to Income Summary.
Corporation

3

Close Income Summary to Retained
Earnings by recording the Income or
Loss from the worksheet.
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COMPLETING THE
ACCOUNTING CYCLE FOR A

Steps for Closing
MERCHANDISING CORPORATION| the Ledger

Journalizing
Closing Entries

Close accounts with balances in the Income
Statement Credit column to Income Summary.

Accounting

1 2 S 6
ST e
— | Sales | 49512000 || || [495]112/0/00]
30| Sales Discount 25|8/48| i2f528548:
31|| Sales Returns and Allowances 3|1(2|7|28| 3|1 2@7?28:
32| Purchases 20919/6|0/00| | 20996|0/00,
| Purchases Discount 164815 | [ | | 116/4/8]15| m—
| Purch. Returns and Allowanices 348495 | ||| 48495 —
| el -
GENERAL JOURNAL race 16
DATE ACCOUNT TITLE DNO;' P:ESFT' DEBIT CREDIT
! Closing Entries !
2||pec. 3[ Sales 495120007 2
3 '__l Purchases Discount 164815 i 3
a "1 Purchases Ret. and Allow. 481495 .
5 Income Summary 50025310 s
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COMPLETING THE :
sccounting cycte o o | Steps for Closing

MERCHANDISING CORPORATION| the Ledger

Journalizin . ]
Closing Ent,ieg Close accounts with balances in the Income

Statement Debit column to Income Summary.

1 2 5 6

H CoN T Il TRIAL BALANCE I INCOME STATEMENT I
. spemt._.cmeorm. | emeRIT .
za“ Income Summary 15|8|4/|0|00 |
20l Sales 49511(2/000 9511(2/0/00
30| Sales Discount 25848 25848 ﬁ
31| Sales Returns and Allowances 312728 312728 |
Purchases 20996000 | 20996000 |
33| Purchases Discount \ 1/64|8|15 | ' 614|815
34l Purch. Returns and Allowances | 3(4(8/4|95 [ Blisl4os
3s| Advertising Expense 360000 360000| Fe=———
36| Cash Short and Over 1925 1/925|
37| Credit Card Fee Expense 3?3 8500 338500
| Utlities Expense 382000 382000
|| Federal Income Tax Expense 1800000 2388924 i
|
GENERAL JOURNAL racefll 6
| |
DATE ACCOUNT TITLE DNC:;:_' PROES;:' DEBIT CREDII
6 31| Income Summary 40409915 i *_ 0
7 Sales Discount Ll 25848| 7
8 Sales Returns and Allow. 3/112/7.28| ¢
9 Purchases 20996000)|
10 31 Advertising Expense 360000 || 10
" Cash Short and Over 1925|n
12 Credit Card Fee Expense 3|38/500) 12
13 Depr. Exp.—Office Equipment 654000 |12
ﬁ Depr. Exp.—Store Equipment | 525000 1+
il =t
2 Utilities Expense . 382000 =
24 Federal Income Tax Expense | 2388924| 2

ACCOUnting Copyright © by McGraw-Hill Education. All rights reserved.



COMPLETING THE :
sccounting cycte o o | Steps for Closing

MERCHANDISING CORPORATION| the Ledger

e Close Income Summary to Retained Earnings
by recording the Income or Loss from the

Worksheet.
GENERAL JOURNAL pace 16
DATE ACCOUNT TITLE DNO:' PROESFT‘ » DEBIT . CREDIT
24| " 31| Income Summary 8031395 24
25 Retained Earnings 8031395 2
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COMPLETING THE .
sccountive ovete For o | ©losing Entry to

MERCHANDISING CORPORATION| Transfer a Net Loss

Journalizing
Closing Entries

**If there is a net loss, credit Income Summary for the
amount and debit Retained Earnings for the amount.

GENERAL JOURNAL PAGE __ 23
DATE DESCRIPTION POl DEBIT CREDIT
1 ' Closing Entries | 1
22|| Dec. | 31 Retained Earnings ‘ | 5]01010(00| 1|22
23 Income Summary 5(0/010(00 ||23
24 24

See page 594

Accounting




COMPLETING THE _
sccountivg cycte rop n | CGlosing the

MERCHANDISING CORPORATION| General Ledger

Posting Closing Entries

When closing the general ledger, write Closing Entry for each
posting in the Description column of the general ledger account.

Accounting



COMPLETING THE _
sccountivg crcte rop n | CGlosing the

MERCHANDISING CORPORATION| General Ledger

Posting Closing Entries

ACCOUNT _Retained Earnings ACCOUNT NO. 305

BALANCE
DATE DESCRIPTION PF?ESJ DEBIT CREDIT DEBIT CREDIT
[20-] | T P T
|| Dec.| 1|Balance | / | | | I | | || | 19]77|1]19]| |
| |31|Clos.Ent. |G23|| | | || | 32|6|7i4[72] [ ||| | 52[44|5|91]]
| I | | |
\
Partial General |
Ledger at the ACCOUNT _Income Summary ACCOUNTNO. 310 |
BALANCE l
End Of the DATE | DESCRIPTION "ep- DEBIT CREDIT | Learr e
Fiscal Period [20-] | L P T T T LT}
| Dec.|31|Adj. Ent | G22| 3|536l00 || || | 3|536[00]| Il
|31 Clos. Ent. G23 | | | 1323|590[00 || |1320[0/5/4|00 |
|31 Clos. Ent. G23 287|379(28 L] L1 |l 32|6l7l4|72]}
31 Clos. Ent. G23 | 32(674|72 | | | , ‘ Il
\ !
ACCOUNT _Sales ACCOUNT NO. 401
: : ;
BALANCE
DATE  |DESCRIPTION o DEBIT CREDIT T s
l20-] | L TP I T I T [T 1]
|[Dec.| 1|Balance | « || [ ||| || f[]] || [[]] |300]ooioloo]|
I [31] | 12 || || | 10/7,50/00 | | 1310|7 50|00 | |
131 CR13| L | |l 9|700]oo] | | |1320[4/5/0/00 |
|31 | Clos. Ent. | G23 320|145 0/00 ‘
\

See pages 596 — 600
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COMPLETING THE _
sccountivg crcte rop n | CGlosing the

MERCHANDISING CORPORATION| General Ledger

Posting Closing Entries

ACCOUNT _Sales Discounts ACCOUNT NO. 405
DATE DESCRIPTION PF?ESg DEBIT CREDIT DEBIT L dts CREDIT
20~ N
| Dec. 1 Balance | / | || [ | Il |7loo]oo |
31 CR13 30/00 LI 1 |73leloo
31 Clos. Ent. | G23 L . |730loo ]
. | | |
Partial General | B
Ledger at the ACCOUNT _Sales Returns and Allowances ACCOUNT NO. 410 ‘
End Of the DATE DESCRIPTION PSESJ DEBIT CREDIT DEBIT BALANCE CREDIT Y
i i 20 I [ O
Flscal PeﬂOd | Dec. 1|Balance | v | L1l 185000
H 4| G20 |150/00 | || || 2|olooloo |
(Contlnued) |31/ Clos. Ent. |G23 | L | || 2loolojoo |
| | _ | |
L
ACCOUNT _Purchases ACCOUNT NO. 501 \
BALANCE ‘
DATE DESCRIPTION'PSESFI | oear CREDIT veBT | cmeom ‘ J
|Dec.| 1|Batance | v | |1 1] | | 190]000l00 | | H
19 icr14| 1|30lojoo|| | | || 191|30lojoo|| | Il
|31] P12 15/400[00 1206|7.00/00 ]
|31 Clos. Ent. | G23 | [ | 206700l00 | /]
\ |
See pages 596 — 600

Accounting
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COMPLETING THE _
sccountivg crcte rop n | CGlosing the

MERCHANDISING CORPORATION| General Ledger

Posting Closing Entries

ACCOUNT _Transportation In ACCOUNT NO. 305
| owe .DESCRIPTION'PSESJ'” DEBT | CREDT | gy BAUTNCE cREDIT
20 . NN
| Dec. 1 Balance | / | BRI |11 || 3l7l6l2]18]] | |
124 | cpr14,  |27:5|00| L] || 4|o3l6|18] L
i |31 | Clos. Ent. | G23 || || || 4|036[18] T
- \
Partial General [ T O o I
Ledger at the
ACCOUNT Purchases Discounts ACCOUNT NO. S10
End Of the POST. ‘ BALANCE ‘
. ) DATE VDESCRIPTION‘ REF. | DEBIT I CREDIT ‘ FEET ‘ cREDIT |
Fiscal Period 20| T T T
| Dec.| 1 Balance | v/ || || Il [ | Il | | 1]2/0/0 00,\,
1 31| CP14 [ 1] Il |114/0]0o] _ | 1|34/0/00|
(Contlnued) |31 Clos. Ent. | G23| 1|3/4/0]00 | L] | ‘ —
I
‘ L 1| [ \

ACCOUNT Purchases Returns and Allowances ACCOUNT NO. SIS
BALANCE
DATE DESCRIPTION PSESFT DEBIT CREDIT DEBIT T CREDIT
20~ | T T
|| Dec.. 1 Balance |/ | | [l | Il I8 | 160000
116 | |G21 || | | 20000 [ | | 1/800/00
|31 | Clos. Ent. |G23 || 1]8/0/0|00||

See pages 596 — 600

ACCOUnting Copyright © by McGraw-Hill Education. All rights reserved.



COMPLETING THE _
sccountivg crcte rop n | CGlosing the

MERCHANDISING CORPORATION| General Ledger

Posting Closing Entries

ACCOUNT _Advertising Expense ACCOUNT NO. 601
| oAt IESCRIPTION ey DEBIT CREDIT = BALfNCE SREDIT
\\Dec.| 1 |Balance | / | | | i Ll || 2]|4/5/0|00||
|31/ Clos. Ent. |G23 | L[ 2]4/5l0]00]]
Partial General = = e e
Ledger at the ACCOUNT _Bankcard Fees Expense ACCOUNT NO. 605
End Of the DATE | DESCRIPTION | o DEBIT CREDIT = BALANCE e
. . 20 | T
Fiscal Period |Dec.| 1]Batance |« | L[] [ T[] || 4l22l4]27]] []]
N | 131 CP14 17500 [ | | 4|1/9/9(27] ||
(conhnued) | 131 Clos.Ent. (G23]| | ||| | 4l199]27] +— } _
|
| [ | | i L) I i -+
- I1EIE ||
ACCOUNT Federal Corporate Income Tax Expense ACCOUNT NO. 630 \
DATE | DESCRIPTION| oer DEBT | CcREDIT e BAL?NCE sl
(20| 11 N O
| Dec. 1 Balance | v | I | 9|8 40/00 LT
|31 | Adj. Ent. |G22 || 1/5/5|00| [ | Il 919/9|5 00“ || :
|31 Clos. Ent. | G23 | L] | 9]995]|00| T | L
-
[ N
See pages 596 — 600

Accounting

Copyright © by McGraw-Hill Education. All rights reserved.



COMPLETING THE _
sccountivg crcte rop n | CGlosing the

MERCHANDISING CORPORATION| General Ledger

Posting Closing Entries

ACCOUNT [nsurance Expense ACCOUNT NO. 635
! DATE | DESCRPTION ngg'ﬂ DEBIT CREDIT ‘ oeaIT BALfNCE SrOT
120-| | I I |
| Dec.| 31| Adj. Ent. | G22||  |12/5|00| \
|31 Clos. Ent. G23 | | 12500
iES s
\
Partial General : i | =
Ledger at the ACCOUNT Maintenance Expense ACCOUNT NO. 650
End Of the DATE | DESCRIPTION oep DEBIT CREDIT — BALTNCE e
i i 20| N O M
Flscal PerIOd | Dec.| 1| Balance @V | | I [ | Il 315/1(9|125]|
- 31  Clos. Ent. G23 31519|125 ‘
(continued) N
ACCOUNT Miscellaneous Expense ACCOUNT NO. 655
| owe .DESCRIPTION.PSSJ'” DEBT | CREDIT oo BAI{NCE pr——
[|20-] | — (| |Siss | - =
Dec.. 1 Balance v |l | | | | | 3128|28
|31 ] CP14 2000 | | | Il 3148(28
31/ Clos. Ent. |G23|| L1 [3l4ls|28]
See pages 596 — 600
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COMPLETING THE _
sccountivg crcte rop n | CGlosing the

MERCHANDISING CORPORATION| General Ledger

Posting Closing Entries

ACCOUNT _Payroll Tax Expense ACCOUNT NO. 657
DATE | DESCRIPTION Fosn: DEBIT CREDIT EBIT PALNCE po—
20| | O 1
\|Dec.. 1 Balance @ v/ || || [| [ | | 318/2|6/83 |
|| |31 |Clos.Ent. G23|| | ||| || 3[826(83|| T || |||
- LIl L | (| ||| |
Partial General
Ledger at the ACCOUNT_Rent Expense ACCOUNT NO. 660
End Of the | DATE | DESCRIPTION F%SFT_'; | DEBT | CREDT g BiLANCf cREDT
1 1 ,.20--. 4 1 H 1 4 4 — ! H 4 4 H
Flscal PerIOd || Dec.| 1 Balance | / | || i [ | 12]010/0/00 |
. 131 cr1i4 2]000]00 ' 14/000|00]
(continued) RETICTTRr N T T T e
ACCOUNT _Salaries Expense ACCOUNT NO. 665
DATE | DESCRIPTION| P DEBIT CREDIT — PALINCE —
(20~ N D
|| Dec.. 1 Balance | v | [ | | | || 25[3/7|4|60|
[31] cr14. 4loooloo || | | 2937460
131/ clos. Ent. (G23| | ||| | 29|3]74[60]
See pages 596 — 600

ACCOUnting Copyright © by McGraw-Hill Education. All rights reserved.



COMPLETING THE _
sccountivg crcte rop n | CGlosing the

MERCHANDISING CORPORATION| General Ledger

Posting Closing Entries

ACCOUNT _Supplies Expense ACCOUNTNO. 670
DATE  DESCRIPTION |FRer DEBIT CREDIT eI BALANCE CREDIT
Partial General |20- | [T I T |
| Dec.| 31| adj. Ent. |G22] 3|7/1]0|oo]] | 3|711]o]oo|
Ledger at the 31 Clos. Ent. | G23 3|710/00
End of the |
Flsca_l Period " ACCOUNT _Utilities Expense ACCOUNT NO. 680
(COntlnued) POST ‘ ' BALANCE
DATE | DESCRIPTION |"Rep” DEBIT | CREDIT oesr || creom
20-- }
Dec.| 1| Balance v i 2|3|6/4 877
31  Clos. Ent. | G23 2|3/64|87

See pages 596 — 600
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COMPLETING THE : .
ACCOUNTING CYcLe For 4 | Preparing a Post-Closing

MERCHANDISING CORPORATION| Trial Balance

Posting Closing Entries

The Starting Line Sports Gear
Post-Closing Trial Balance
December 31, 20--

| Cash in Bank [l 15(1(7|9]00||
. . | Accounts Receivable [l 10140 4|00
A pOSt-C'OSIng tl"la| | Merchandise Inventory I 81138500 | |
H Supplies 1|83 900
balance IS prepared at Prf;faid Insurance 1 3'7'5 00 7
| Delivery Equipment [l 19|83 100
the end Of the | Office Equipment [l 9182500
accou nting period to | Store Equipment . 5|200/00 . | |
| Accounts Payable I [ | i 1318/5/0|100| |
prove the general | Fed. Corp. Income Tax Payable I [ | | 1/5/5]00]| |
I . | Employees’ Fed. Income Tax Payable | [ | | 64000 |
edger daccou nts are in | Employees’ State Income Tax Payable | [ | | 180100
| Social Security Tax Payable | [ | | 2/48/00 |
balance' | Medicare Tax Payable | [ | | 151800 |
| Fed. Unemployment Tax Payable | [ | | |1/8|36] |
| State Unemployment Tax Payable i [ | i 1|114]73||
| Sales Tax Payable [l [ | | 2(4|2(8{00| |
| Capital Stock I ] I 751000(00 |
| Retained Earnings | 52|445|91
Totals 145103800 145103 8|00
See page 600
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COMPLETING THE Completing the Accounting
ACCOUNTING CYCLE FOR A~ | Cycle for a Merchandising

MERCHANDISING CORPORATION Business

Posting Closing Entries

Analyze each Journalize
transaction each transaction ~ Post tolthed
eneral an
ACCOUNT T 8

DEBIT |CREDIT JOURNAL subsidiary ledgers

Collect and verify
source documents

i

ACCOUNT
DEBIT (CREDIT

INVOICE
RECEIPT

i

LEDGER

MEMORANDUM ’ E
5| TRIAL
BALANCE
POST-CLOSING \
TRIAL BALANCE E—
GENERAL ‘ | ’ B
JOURNAL WORK SHEET Prepare a
GENERAL INCOME N
JOURNAL STATEMENT trial balance
Prepareq I | STATEMENT OF
post_closmg LEDGER | [RETAINED EARNINGS
trial balance LEDGER BALANCE
SHEET Prepare a
work sheet
Journalize and } " d
H ournalize an - .
post the closing ' Prepare financial
entries Egtsrti;?e adjusting  gratements See page 601
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COMPLETING THE
ACCOUNTING CYCLE FOR A

MERCHANDISING CORPORATION

Question 1

To journalize the closing entries, put the following in order:

Close temporary accounts with debit balances. 2

-—

Close temporary accounts with credit balances.

Close the Income Summary account to Capital. 3

Accounting



COMPLETING THE
ACCOUNTING CYCLE FOR A

MERCHANDISING CORPORATION

Question 2

How is a post-closing trial balance different from other trial balances?

® The post-closing trial balance is prepared after closing entries
in which temporary account balances have been transferred to
the capital account.

® The post-closing trial balance has only permanent or balance
sheet accounts.

® Other trial balances include both temporary and permanent
accounts.

Accounting



End of
CHAPTER

COMPLETING THE
ACCOUNTING CYCLE
FOR A MERCHANDISING
CORPORATION

SECTION 20.1

JOURNALIZING CLOSING
ENTRIES

SECTION 20.2

POSTING CLOSING ENTRIES



