Chapter 10 Terms & Notes

Adjusting and Closing Entries

Adjusting Entries-Journal entries recorded to update general ledger accounts at the end of a fiscal period.

Temporary Accounts(also referred to as nominal accounts)-Accounts used to accumulate information until it is transferred to the owner’s capital account.

Examples of temporary accounts are:  revenue, expense, owner’s drawing account 
and the income summary account.  The income summary is used to summarized 
the closing of revenue and expense accounts.  The unique property of the income 
summary is it has no normal balance side.



Closing Entries-Journal entries used to prepare temporary accounts for a new fiscal period.

Steps in the Closing Process:

1. Close income statement accounts with credit balances.

2. Close income statement accounts with debit balances.

3. Record the net income or net loss in the owner’s capital account and close Income Summary(This will be for the net income or loss amount).  DO NOT CLOSE CAPITAL.

4. Close the owner’s drawing account.

Post-Closing Trial Balance-A trial balance prepared after the closing entries are posted

Only general ledger accounts with balances are included on a post-closing trial 
balance.  The permanent accounts(assets, liabilities, and owner’s capital) have 
balances and do appear on a post-closing trial balance.  Because temporary 
accounts have 0 balances they do not appear on this post-closing trial balance.


Steps in a Post-Closing Trial Balance:

1. Write the heading on three lines.

2. Write the titles of all general ledger accounts with balances in the Account Title.

3. On the same line with each account title, write each account’s balance in either the Debit or Credit column.

4. Rule a single line across both amount columns below the last amount, and add each amount column.

5. Compare the tow column totals.  They must be the same.

6. Write the word, Totals, on the line below the last account title.

7. Write column totals, below the single line.

8. Rule double lines across both amount columns to show that the totals have been verified as correct.

Accounting Cycle-The series of account activities included in recording financial information for a fiscal period.



Summary of an Accounting Cycle:

1.  Source documents are checked for accuracy, and transactions 
are analyzed into debit and credit parts.

2.  Transactions, from information on source documents, are 
recorded in a journal.

3.  Journal entries are posted to the general ledger.

4  .A work sheet, including a trial balance, is prepared from the 
general ledger.

5.  Financial statements are prepared from the work sheet.

6.  Adjusting and closing entries are journalized for the work sheet.

7.  Adjusting and closing entries are posted to the general ledger.

8.  Post-closing trial balance of the general ledger is prepared.

