Chapter 8: Recording Adjusting and
Closing Entries for a Service Business



Goals of Chapter 8:

Define accounting terms related to adjusting and closing
entries for a service business organized as a proprietorship

ldentify accounting concepts and practices related to adjusting
and closing entries for a service business organized as a
proprietorship

Understand the difference between temporary and permanent
accounts

Record adjusting entries for a service business
Record closing entries for a service business

Prepare a post-closing trial balance for a service business
organized as a proprietorship

Understand all of the steps of the accounting cycle
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ADJUSTING ENTRY FOR SUPPLIES

Adjusting Entries: journal entries recorded _ _
i : 1. Write the heading.
to update general ledger at end of fiscal period. |
: 2. Write the date.
*Information comes from worksheet

*Match letters from worksheet adjustment column 3. Write the title of
the account

R — debited. Record

= [ e ;, the debit amount.

5| Supplies LI @ baisioo} 4. Write the title of
|

I
7_1'5.00 h

17| Supplies Expense I ' (@)

the account
"’ " credited. Record

GENERAL JOURNAL Sace 3 the credit amount.

Supplies Expense

Adj. (a) 715.00

| DATE ACCOUNT TITLE FT’ DEBIT CREDIT [
e Adjusting Entrid P TTTTH
2"A Supplies | ‘ 7|1\5/00| __. vl 2 Supplies

| (New Bal, 310.00)

ense — |
3| Supplies 7|1500| 3 g 1,025.00 | Adj.(a) 715.00
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ADJUSTING ENTRY FOR PREPAID INSURANCE

*‘ | 1. Write the date.
! I T 2. Write the title of
s! Prepaid Insurance 1; l ! ® 110@00 the account
| Insurance Expense | |® |zojoleo|=—q | | | debited. Record
' | = s the debit amount.
GENERAL JOURNAL Pace 3 3. Write the title of
e cocTrost T oo || cmeor | | the account
Ml | | Adjusting Entries ' credited. Record
“fAug. |31 Supphes Bxpense e e the credit amount.

Supplies v k
Insurance Expense 10000 v
Prepaid Insurance 10000
| i — , Insurance Expense
Adj. (b) 100.00

Prepaid Insurance
Bal 1,200.00 | Adj.(b) 100.00
(New Bal. 1,100.00)
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PERMANENT VS. TEMPORARY ACCOUNTS

Permanent Accounts (Real Accounts): have
continuous balances — used to collect data or
accumulate information from one period to the
next

o Ending balance from one period is beginning balance
of the next fiscal period

0 Assets, Liabilities and Capital

LESSON 8-2: Recording Closing Entries 5



PERMANENT VS. TEMPORARY ACCOUNTS

Temporary Accounts (Nominal Accounts):
balances isolated to a given fiscal period until
transferred to owner’s capital account

2 Accumulate information for a fiscal period only

0 Reflect changes in owner’s capital for a single fiscal
period

o End of a fiscal period, balances of temporary accounts
transferred to capital account

o Begin each fiscal period with zero balance

2 Revenue, Expenses, Owner’s Drawing, Income Summary
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CLOSING TEMPORARY ACCOUNTS

Closing Entries: journal entries used to close temporary
accounts & prepare them for new fiscal period

o Temporary account balances must be reduced to zero
balances at the end of the year

0 Prepares the temporary accounts for the new fiscal period

— otherwise new fiscal period would include prior year’s information

o Closing process allows business to transfer income/(loss) to
Owner’s Capital Account

o Applies MATCHING EXPENSES WITH REVENUE CONCEPT -
temporary accounts must be closed at the end of a fiscal
period — match expenses with revenue for fiscal period
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CLOSING TEMPORARY ACCOUNTS

Closing Process: an amount equal to the
temporary account’s balance is recorded in the
account on the side opposite its balance

Example:

If Revenue has a credit balance of $3,565, then a
debit of $3,565 is recorded to close the account

Whenever a temporary account is closed the
closing entry must have equal debits and credits
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CLOSING TEMPORARY ACCOUNTS

QUICK QUIZ: Identify whether Permanent
Types of Accounts or Temporary
Cash Permanent
Capital Permanent
Sales Temporary
Rent Expense Temporary
Prepaid Insurance Permanent
Accounts Receivable Permanent
Accounts Payable Permanent
Drawing Temporary
Equipment Permanent

Utilities Expense Temporary
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NEED FOR THE INCOME SUMMARY ACCOUNT

Income Summary: a temporary account used to summarize
the closing entries for the revenue and expense accounts

0 Unigue — NO normal side balance

0 Balance determined by amounts posted to the account at the end
of fiscal period

Income Summary

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

Income Summary

Debit Credit
Total expenses (greater than revenue) Revenue
(Debit balance is the net loss.)
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FOUR CLOSING ENTRIES

Must be journalized in the order outlined below:

ncome Statement Accounts with credit
nalances

ncome Statement Accounts with debit
nalances

Entry to record net income or net loss and
close Income Summary

Entry to close the Owner’s Drawing Account

LESSON 8-2: Recording Closing Entries
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CLOSING ENTRY FOR AN INCOME STATEMENT ACCOUNT WITH A
CREDIT BALANCE

ACCOUNT TITLE D:::ME s:ATE:::;T l / WorkSheet
| | L
'z Sales l[ ! il | 35!6600— (Debit to close) —
| il (i ‘
GENERAL JOURNAL pace 3
DATE ACCOUNT TITLE DOCLHEOST DEBIT CREDIT

NO. REF.

[TT] [ 1]
Cl E ’
osing Entries 6
31 Sales <« 500 < 7
b Income Summary 356500
9 / | 9
1. Write the head|N/ Sales

Closi 3,565.00 | Bal. 3,565.00
2. erte the date. e (New Bal. zero)
3. Write the title of the account debited. Income Summary
Record the debit amount. bioslhpsevenusl a0

4. Write the title of the account credited. Record the credit amount.
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CLOSING ENTRY FOR INCOME STATEMENT ACCOUNTS WITH
DEBIT BALANCES

. Worksheet

ACCOUNT TITLE : e 1. Date
| SU——— 2. Income Summary
Advertising Expense ' 21300 .
Insurance Expense 100,00 _ 3 . Cred It
| Miscellaneous Expense 2800 i
Rent Expense 30000 4. Debit amount
Su_pplies Expense i B 15 00 L ; -
Utilities Expense 11000 (Credlt to C|OS€)
GENERAL JOURNAL e Compound Entry: a
DATE ACCOUNT TITLE \noc. [ posr. | DEBIT e Journal entry that haS
| — T T more than 2 debits or
“ 31| Income Summary 14/6 6100 o Cl‘ed |tS
Advertising Expense 2|1300 o
Insurance Expense ' [T] - 1/0/00o
- Miscellaneous Expense ~ > 21800, <
~Rent Expense O 2
Supplies Expense 251000 See page 209 for T-Account
Utilities Expense 1110005
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CLOSING ENTRY TO RECORD NET INCOME OR LOSS AND CLOSE
THE INCOME SUMMARY ACCOUNT

é{////fVVorksheet

s

6

19

20 Net Income

21

ACCOUNT TITLE

INCOME STATEMENT

22

DEBIT CREDIT
[EEn [
11466/00] 3156500
2109900 !
3556/500| 356500

|

|

———————— —————————— 1

1. Date
2. Debit
3. Credit

(Capital: credit to

record net income)

(Income Summary:

GENERAL JOURNAL pacE 3
) debit to close)
DATE ACCOUNT TITLE ;DNOOC-' PROESFT. DEBIT CREDIT
| | 1 T 11 1
F 31| Income Summaryg—ﬂ > 20 9;9’00 — i . i —Te
| Kim Park, Capital I 20|9§9’00 2
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CLOSING ENTRY FOR THE OWNER’S
DRAWING ACCOUNT
/Worksheet

7 8 1. Date
BALANCE SHEET .
ACCOUNT TITLE - — — e 2. Debit
—— e 3. Credit
o | Kim Park, Capital 500000]| ¢
10| Kim Park, Drawing 62500 »— (Credit to close)
GENERAL JOURNAL PAGE 3
R DATE I ACCOUNT TITLE BN—Oozﬁw;’;O;SFT-. DEBIT 1 [ CREDIT 2]

1T

] | 1]
s 31| Kim Park, Capital > 62500 L] e
1o Kim Park, Drawing liER 62500 (%
20 \B/ - . [
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GENERAL LEDGER ACCOUNTS AFTER ADJUSTING AND
CLOSING ENTRIES ARE POSTED

Account no. 110

Alig. 31 z' 831 “;I';lw I“ITI
- R EE e o
account Petty Cash ECotmiT Ao 120
i |19 11 Jiggeo] [TTT | Tibpo] T T[]
B R ~
account Accounts Oakdale School account no. 130
g 12 1| o] 1] | ssopol [11]
s T I | 20000 00 ||
bl b LLLL L

account Accounts Receivable—Campus Internet Cafe

Account no. 140

sccount Prepaid accour wo. 160
T
e e

account Accounts Payable—Supply Depot

g 7 1A ITIEI 500
i 1 Basool LT —

= BALANCE
oare rem oSt | oearr caromr Brals e
Allg. 13 1| Toldjoo] TTTT | Triolefoo| TTT]
account Supplies account wo. 150
oare rrem rest | oearr cneor e
Aug.| 3 1 2 175
7] 1 5 775
20 1 5000 00
28 2 00 102500
31 3 00| 31
T

oare rem rost | oemrr cneorr e
Ailg. |20 1 [ TT00

account Kim Park, Capital

Account no. 310

oare frem rost. | pearr creorr s
3 orarr cmeor |
Alig.| 1 1 5| 5 [
31 3 209900 @
31 3 62500 ]
account Kim Park, Drawing Account No. 320
onre e rost | oear carorr s
Alg. |18 1| 12500 12500
31 2 50000 | 00
31 30 7
account Income Account no. 330
oare e rost | emir creoir s
Aiig. 31 3 [ [T | 3slelsioo 3 _
31 3 |1 2
31 3|2 [ === I
account Sales account wo. 410
oate rem rost | oear caeorr T
Ailg. 31 z 3| I
31 3 3|l§ﬁ5]oo |
1 I [EEE) [ER g

[ERE

account wo. 510

[ e irem [ enrorr m"“?l"“mm
i
=
8 1
31 2 00|
31 3 | =
e -
ACCOUNT Expense account no. 520
oate ren ot oemr eweonr aarwes

Account no. 550

BALANCE

oEmT cREoiT

St

Account wo. 560

L:n e rosr | oewr | cneor CEr
: Cra
Auug. 12 T L[ Hpeloo
27, 2 111000
31 3 [ lililooo] —HEF— | EE—
L IR
HA—
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POST-CLOSING TRIAL BALANCE

Post Closing Trial Balance: prepared after closing entries posted:
*Only permanent accounts
*Proves debits = credits

1. Heading
TechKnow Consulting _
Post-ClosinsT"'a'Ba'anfej 2. Account titles
August 31, 20--
3. Account
&UNT TITLE | DEBIT CREDIT balan CeS
| Cash N\ _49leldlool  TTTT ™ .
UpettyCash N\ | lzlaloloo] TT1T [ 4. Single rule
- Accounts Receivable—Oakdale ol 15000 ‘
_ Accounts Receivable—Campus Inte Cafe [ Tzolloo] [TT1T1 T S. Com pare
Supplies [ Bljojoo] TT11 | totals
| Prepaid Insurance 1101000 L
Accounts Payable—Supply Depot 210000 6 ] TOtals
' Accounts Payable—Thomas Supply Co. 15000/
. Kim Park, Capital I TTTT 1 ela7l4loo] 7. Record totals
Totals 7| 400
| B | | | | | 8. Double rule
|
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ACCOUNTING CYCLE FOR A SERVICE BUSINESS

Accounting Concept s: <Z©:>

Accounting Period Cycle: financial statements must be prepared
at end of each fiscal period — includes the series of activities for

recording financial information.

POST-CLOSING E \
TRIAL BALANCE % GENERAL
i i GENERAL

iﬁ . WORK SHEET

NNNNNNNNNNNNN
TTTTTTTT

)

a hbdPE

Analyzes transactions
Journalize

Post

Prepare work sheet

Prepare financial
statements

Journalize adjusting and
closing entries

. Post adjusting and

closing entries

. Prepare post-closing

trial balance
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TERMS REVIEW

adjusting entries
permanent accounts
temporary accounts
closing entries
post-closing trial balance
accounting cycle
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