ACCT 100 – PROFESSOR FARINA
LECTURE NOTES

Chapter 6: Closing Entries and the Postclosing Trial Balance 

Chapter 6: an overview

The primary Chapter 6 objective is to learn four more journal entries that are required to close the accounting records at the end of the fiscal year (closing entries). We will also discuss preparing a postclosing trial balance, prepared after the closing entries are posted.
Closing Entries

At the end of the fiscal year, companies must close, or “zero-out,” balances in the temporary accounts. The temporary accounts are:

1. the revenue accounts 

2. the expense accounts

3. the income summary account (a new account used for closing entries)

4. and the owner’s drawing account. 

Using the first initial of each of the accounts spells “REID,” and might be a helpful tool in remembering the closing entries. Additionally, the closing entries are prepared in that order. 
The asset, liability, and owner’s capital accounts are called permanent accounts and are never closed out.

The following summarizes the closing process:
1. To close a revenue account: debit the revenue account and credit the income summary account. Use a compound entry if there is more than one revenue account.

2. To close expense accounts: debit the income summary account and credit each expense account, in a compound entry.

3. To close the income summary account:
If net income: debit the income summary, credit owner, capital

If net loss: debit the owner, capital account, credit income summary

4. To close the owner, drawing account: debit owner, capital, credit owner, drawing.

The example on the next pages illustrates the closing entry process. Note that not all accounts are listed, just those involved in the closing entry process.

Here is a guided example on preparing the four closing journal entries:

https://media.gaspar.mheducation.com/GASPARPlayer/play.html?id=63hoKz9Jsai79IRpKuwy2CW
Example of closing entries 
I think it would be a good idea for you to try this example of closing entries:

Selected accounts for A. Fontes, CPA, at the end of the most recent fiscal year ending December 31, 20X1, are as follows: 

Accounting Fees……………$95,000
Consulting Fees……………. $ 7,500
Rent Expense………………. $20,000

Utilities Expense……………$12,000

Supplies Expense…………   $ 1,200

A. Fontes, Capital…………. $90,000

A. Fontes, Drawing…………$65,000

Required: 
(1) Prepare the four closing entries, in order (“REID). 
(2) Post each closing entry to the appropriate T-account. 

(3) Compute the balance of each T-account after the posting entries are posted.

(4) What is the final balance of A. Fontes, Capital?  
The solution is on the next page.
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Solution to Example of Closing Entries

(1) The four closing entries are:

Date
Description






DR
      CR

	
	Closing entries:
	
	

	20X1
	
	
	

	Dec. 31
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(2) and (3): the T-account balances, after posting closing entries, follow.
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(4) $94,300. See the A. Fontes, Capital T-account balance. 
Posting the Closing Entries

The closing entries are journal entries. They need to be both journalized in the General Journal and posted to the G/L. The posting process works the same as described in Chapter 4, except that you need to write in “closing” in the description column of the G/L account.  After the entries are posted, the balance in all temporary accounts should be zero. 

The Postclosing Trial Balance
A postclosing trial balance is prepared to make sure the total debit and credit balances in the general ledger are equal, after closing entries have been posted. Please note that only the permanent accounts will be listed on the postclosing trial balances, as all the temporary accounts – revenues, expenses, income summary, and owner drawing – have been closed.
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