Completing the Accounting Cycle 

Adjusting Entries

· A merchandising company has the same types of adjusting entries as a service company. 

· A merchandising company using a perpetual inventory system may require an additional adjusting entry to make the recorded inventory agree with the actual inventory on hand. 

· A physical inventory count is taken at the end of the accounting period. The actual inventory on hand may differ from the recorded inventory due to errors, theft, or damage. 

· The entry to record inventory shortages debits Cost of Goods Sold and credits Merchandise Inventory.
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Closing Entries
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Adjusted Trial Balance

May 31,2008
_Debit _Credit
Cash 5 9,500
Accounts receivable 16,100
Merchandise inventory. 40,000
Prepaid insurance 1800
Store equipment 80,000
Accumulated amortization § 24,000
Accounts payable 20,400
Salaries payable 5000
R. Lamb, capital 83,000
R. Lamb, drawings 15,000
Sales 480,000
Sales returns and allowances 16,700
Sales discounts 4,300
st of goods sold. 315,000
Salaries expense 45,000
Rent expense 19,000
Utilties expense 17,000
Advertising expense 16,000
Amortization expense 8,000
Freight out 7,000
Insurance expense 2000
Totals 2300 $612400
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The closing entries are the same as those made for a service company. All temporary accounts must be closed at year-end. In journalizing the steps are as follows:


1.
All temporary accounts with credit balances are debited (closed) and the Income Summary is credited. This includes the new sales account.


2.
Next, all temporary accounts with debit balances are closed to Income Summary. This includes the new accounts and contra sales accounts: Sales Returns and Allowances, Sales Discounts, Cost of Goods Sold and Freight Out.


3.
Income Summary is then closed to Owner’s Capital. If there is net income, Income Summary would be debited and owner’s capital credited. If there is a net loss, the reverse would happen. 


4.
Finally, drawings is closed by crediting the account and debiting the Owner’s Capital.
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To close income statement accounts with eredit balances.
Income Summary
Sales Returns and Allowances
Sales Discounts
Gost of Goods Sold
Salaries Expense
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Post-Closing Trial Balance

· After the closing entries have been posted, a post-closing trial balance is prepared to ensure that debits equal credits in the permanent accounts.

· Preparation of the post-closing trial balance does not differ from the process described for a service company.

