Steps in the Recording Process

The basic steps in the recording process are: 

· Analyze each transaction in terms of its effect on the accounts.

· Enter the transaction information in a journal (book of original entry).

· Transfer the journal information to the appropriate accounts in the ledger (book of accounts).
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The Journal 
Entering transaction data in the general journal is called journalizing.

The general journal:

· Discloses in one place the complete effect of a transaction.

· Provides a chronological record of transactions.

· Helps to prevent or locate errors because the debit and credit amounts for each entry can be easily compared.

· Provides an explanation of the transaction and, where applicable, identifies the source document.
Separate journal entries are made for each transaction and include:
· The date of the transaction including the year, month and day.

· The accounts that are to be debited and credited. Record debit accounts on the first line and credit accounts on the next line. Credit accounts are indented two to three spaces to distinguish them from the debit accounts.

· A brief explanation of the transaction that is indented.

· Leave one blank space between each entry for ease of reading.

· The Ref (Reference) column is left blank until the entry is posted to the ledger at which time the account number will be placed in the Ref column.
· A simple journal entry involves only two accounts (one debit and one credit) whereas a compound journal entry involves three or more accounts (for example: two debits and one credit).
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The General Ledger

· the entire group of accounts maintained by a company.

· provides information about changes in specific account balances for a company.

· should be arranged in this order: assets, liabilities, owner’s capital, owner’s drawings, revenues, and expenses.
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Posting / Chart of Accounts
Posting is the procedure of transferring journal entries to the ledger accounts. Posting accumulates the effects of journalized transactions in the individual accounts.

Posting involves the following steps:

1- In the ledger enter in the appropriate columns of the account(s) debited the date, journal page, and debit amount shown in the journal.

2- In the reference column of the journal, write the account number to which the debit amount was posted.

3- In the ledger, enter in the appropriate columns of the account(s) credited the date, journal page, and credit amount shown in the journal.

4- In the reference column of the journal, write the account number to which the credit amount was posted.
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A chart of accounts is a listing of the accounts and account numbers, which identify their location in the ledger. Accounts are usually numbered starting with the balance sheet accounts followed by income statement accounts.

The numbering system to identify accounts can be quite sophisticated or pretty simple. For example, at Goodyear Tire & Rubber Company, an eight-digit system is used. The first three digits identify the account classification as follows: 
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100–199 Assets
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300–399 Revenues
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200–299 Liabilities and Owner's Equity
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400–599 Expenses
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The Recording Process Reviewed
The purpose of transaction analysis is:
· first to identify the type of account involved

· second whether it is increased or decreased

· third whether it needs to be debited or credited.

Every journal entry affects one or more of the following items: assets, liabilities, owner’s capital, revenues, expenses, or drawings.

Trial Balance

A trial balance is a list of accounts and their balances at a given time.

· Its primary purpose is to prove that the debits equal the credits after posting.

· It uncovers some errors in journalizing and posting.

· It is useful in the preparation of financial statements.

 A trial balance has limitations and there still may be errors even if the debit and credit columns balance. 

Some reasons the trial balance may balance but include errors are:

· a transaction is not journalized

· a correct journal entry is not posted

· a journal entry is posted twice

· incorrect accounts are used in journalizing or posting, or

· errors that hide each other (off-setting errors) are made in recording the amount of the transaction.
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Trial Balance
October 31, 2008

Debit  Credit
Cash $15,200
Accounts receivable 0
Advertising supplies 2,500
Prepaid insurance 600
Office equipment 5,000
Notes payable $5,000
Accounts payable 2500
Unearned revenue 1,200
C. Byrd, capital 10,000
C. Byrd, drawings 500
Service revenue 10,000
Salaries expense 4,000
Rent expense 900

Totals 2870 $28700
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