ACCT 100 – PROFESSOR FARINA

LECTURE NOTES

Chapter 4: The General Journal and the General Ledger 

Chapter 4: an overview

This chapter will expand on what we learned in Chapter 3.  In Chapter 3, we analyzed transactions using debits and credits, and by placing the amounts in the transaction in T accounts. However, T accounts cannot be used to keep accounting records for most businesses, due to the volume of transactions. We will use T accounts now and again, for analysis purposes. 
Chapter 4 just introduces us to two new forms to record our transactions and determine account balances. They are called (1) the General Journal, and (2) the General Ledger. These forms (although computerized) are used by most businesses.
The General Journal
We will now record the transaction first in the General Journal (also known as the “Book of Original Entry”). An example of a completed transaction, in which the owner invested $10,000 cash in the business on January 2, is recorded in the General Journal below. The General Journal has several advantages over the T account: 

· Transactions are recorded chronologically, so the date of the transaction is noted

· The accounts debited and credited can be seen together. Please note: the account debited comes first, followed by the account credited.
· A brief explanation is written, so we know the transaction that caused the entry to be recorded.



GENERAL JOURNAL                           PAGE 1
	DATE
	DESCRIPTION
	POST.

REF
	DEBIT
	CREDIT

	2016
	
	
	
	

	Jan. 2
	Cash
	
	10,000.00
	

	
	    Owner, Capital
	
	
	10,000.00

	
	       Investment by owner
	
	
	


Let’s now look at a guided example on recording transactions in a general journal.
https://media.gaspar.mheducation.com/GASPARPlayer/play.html?id=71SxMUYVBv3w31CY21xfUoz
Some transactions require a journal entry with more than one debit or credit. These journal entries are known as compound entries. Here is a guided example on recording compound entries in a general journal.
https://media.gaspar.mheducation.com/GASPARPlayer/play.html?id=53mNXkDv4vh9BKY2yMHtdpT
The General Ledger

However, the General Journal cannot stand alone. We still need to compute the balances of the accounts to prepare financial statements. That is where the General Ledger (G/L) comes in. Each account—Cash, Accounts Payable, Wages Expense, etc.—will have its own G/L account. Amounts from the General Journal are transferred to the appropriate account in the G/L. This process is known as posting. In computerized systems, amounts are still posted to the G/L, albeit electronically. After posting, the balance of the G/L account is computed under the area headed “Balance.” 
Here is a guided example on posting from the general journal to the general ledger.  (When completing your assignments on Connect, you will not be required to insert anything into the posting reference columns.)
https://media.gaspar.mheducation.com/GASPARPlayer/play.html?id=32ofWKglOxrWt625OMjSeu0
The Trial Balance

Once all amounts from the General Journal are posted, then the balances computed, the Trial Balance (see Chapter 3) is prepared. The source for the balance amounts needed to prepare the trial balance is now the G/L accounts. 

Correcting Journal Entries

Do accountants make mistakes? Of course! Assume your journal entries have been posted, and you discover an error. How do you correct the error? The accountant prepares another journal entry to fix the erroneous journal entry.
As an example, let’s assume we received a bill on January 15, 20XX for repairs to our company truck for $450. We will pay this bill next month. Here’s the entry the accountant recorded, in an abbreviated form of a general journal (post ref. column omitted):

Date

Description



Debit

Credit
20XX
Jan. 15

Truck




450.00




Accounts Payable



450.00




Truck repair
Can you see the error? The account credited (Accounts Payable) is correct. But is the debit to Truck correct? No, it is not. The company did not buy another truck; they simply had their existing truck repaired. The accountant should have debited the Repair Expense account. Let’s assume we found the error on January 31. So, how do we fix this error? We will fix the error with the following journal entry:
Date

Description



Debit

Credit

20XX

Jan. 31

Repair Expense


450.00




Truck





450.00




To correct error made




on Jan. 15 in recording 





a bill for truck repair
After the January 31 correcting entry is posted, Repair Expense will have a $450.00 debit balance, and the incorrect debit to the Truck account of $450.00 will be zeroed out.
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