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chapter 2

Information Processing

Your goals for this “information processing” chapter are to learn about:

« Accounts, debits and credits.

« The journal.

* The general ledger.

« The trial balance.

« Computerized processing systems.
« T-Accounts.

ACCOUNTS, The previous chapter showed how transactions
DEBITS, AND caused financial statement amounts to change.
'
“Before” and “after” examples, etc. were used
CREDITS P

to develop the illustrations. Imagine if a real
business tried to keep up with its affairs this way!
Perhaps a giant chalk board could be set up in the
accounting department. As transactions occurred,
they would be called in to the department and
the chalk board would be updated. Chaos would
quickly rule. Even if the business could manage
to figure out what its financial statements were
supposed to contain, it probably could not sys-
tematically describe the transactions that produced those results. Obviously, a system is needed.

It is imperative that a business develop a reliable accounting system to capture and summarize its
voluminous transaction data. The system must be sufficient to fuel the preparation of the financial
statements, and be capable of maintaining retrievable documentation for each and every transaction.
In other words, some transaction logging process must be in place. In general terms, an accounting
system is a system where transactions and events are reliably processed and summarized into
useful financial statements and reports. Whether this system is manual or automated, the heart of
the system will contain the basic processing tools: accounts, debits and credits, journals, and the
general ledger. This chapter will provide insight into these tools and the general structure of a typical
accounting system.

ACCOUNTS The records that are kept for the individual asset, liability, equity, revenue, expense, and dividend
components are known as accounts. In other words, a business would maintain an account for cash,
another account for inventory, and so forth for every other financial statement element. All accounts,
collectively, are said to comprise a firm’'s general ledger. In a manual processing system, you could
imagine the general ledger as nothing more than a notebook, with a separate page for every account.
Thus, you could thumb through the notebook to see the “ins” and “outs” of every account, as well as
existing balances. An account could be as simple as the following:
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DEBITS AND
CREDITS

THE FALLACY
OF “+/-"
NOMENCLATURE

Jan. 1, 20X3 Balance forward

Jan. 3,20X3 = Cash sale

Jan.7,20X3 | Paid salary

Jan. 8,20X3 | Paid bills

Jan. 12, 20X3 | Collected receivable

This account reveals that cash has a balance of $63,000 as of January 12. By examining the account,
you can see the various transactions that caused increases and decreases to the $50,000 beginning
of month cash balance. In many respects, this Cash account resembles the “register” you might keep
for a wallet style check book. If you were to prepare a balance sheet on January 12, you would include
cash for the indicated amount (and, so forth for each of the other accounts comprising the entire
financial statements).

Without a doubt, you have heard or seen a reference to debits and credits; perhaps you have had
someone “credit” your account or maybe you have used a “debit” card to buy something. Debits
(abbreviated “dr”) and credits (abbreviated “cr”) are unique accounting tools to describe the change
in a particular account that is necessitated by a transaction. In other words, instead of saying that cash
is “increased” or “decreased,” we say that cash is “debited” or “credited.” This method is again traced
to Pacioli, the Franciscan monk who is given credit for the development of our enduring accounting
model. Why add this complexity -- why not just use plus and minus like in the previous chapter? You
will soon discover that there is an ingenious answer to this question!

Understanding the answer to this question begins by taking note of two very important observations
(the online version of the text includes links to additional explanatory material that may aid your
understanding):

(1) every transaction can be described in debit/credit form
and
(2) for every transaction, debits = credits

The second observation above would not be true for an increase/decrease system. For example, if
services are provided to customers for cash, both cash and revenues would increase (a“+/+"outcome).
On the other hand, paying an account payable causes a decrease in cash and a decrease in accounts
payable (a“-/-" outcome). Finally, some transactions are a mixture of increase/decrease effects; using
cash to buy land causes cash to decrease and land to increase (a “-/+” outcome). In the previous
chapter, the “+/-" nomenclature was used for the various illustrations. Take time now to quickly
navigate through the web-based comprehensive illustration that was provided at the conclusion of
Chapter 1. As you do so, be sure to notice the various combinations of pluses and minuses, and that
pluses do not necessarily equal minuses for every transaction.
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As you can tell by reviewing the illustration, the “+/-" system lacks internal consistency. Therefore, it
is easy to get something wrong and be completely unaware that something has gone amiss. On the
other hand, the debit/credit system has internal consistency. If one attempts to describe the effects
of a transaction in debit/credit form, it will be readily apparent that something is wrong when debits
do not equal credits. Even modern computerized systems will challenge or preclude any attempt to
enter an “unbalanced” transaction that does not satisfy the condition of debits = credits.

At first, it is natural for the debit/credit rules to seem confusing. However, the debit/credit rules are
inherently logical (the logic is discussed at linked material in the online version of the text). But,
memorization usually precedes comprehension. So, you are well advised to memorize the “debit/
credit”rules now. If you will thoroughly memorize these rules first, your life will be much easier as you
press forward with your studies of accounting.

As shown at left, these three types of accounts follow
the same set of debit/credit rules. Debits increase
these accounts and credits decrease these accounts.
These accounts normally carry a debit balance. To aid
your recall, you might rely on this slightly off-color
mnemonic: D-E-A-D = debits increase expenses, assets,
and dividends.

DECREASED INCREASED
WITH DEBITS WITH CREDITS
These three types of accounts follow rules that are the LIABILITIES
opposite of those just described. Credits increase liabilities,
revenues, and equity, while debits result in decreases.
These accounts normally carry a credit balance. EQUITY
Normal Balance Is Credit

The website provides a link to the comprehensive illustration from Chapter 1, except that the
transaction message boxes are now surrounded in black lines for debits and red lines for credits. In
clicking through this illustration, carefully note how the dollar amount of debits (the amount in black
boxes, whether + or -) equal the dollar amount of credits (the amount in red boxes, whether + or -).
An explanatory message accompanies each transaction to aid your understanding.

You now know that transactions and events can be expressed in“debit/credit”terminology. In essence,
accountants have their own unique shorthand to portray the financial statement consequence for
every recordable event. This means that as transactions occur, it is necessary to perform an analysis to
determine (a) what accounts are impacted and (b) how they are impacted (increased or decreased).
Then, debits and credits are applied to the accounts, utilizing the rules set forth in the preceding
paragraphs.

Usually, a recordable transaction will be evidenced by some “source document” that supports the
underlying transaction. A cash disbursement will be supported by the issuance of a check. A sale
might be supported by an invoice issued to a customer. Receipts may be retained to show the reason
for a particular expenditure. A time report may support payroll costs. A tax statement may document
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DETERMINING
AN ACCOUNT'’S
BALANCE

A COMMON
MISUNDER-
STANDING
ABOUT CREDITS

the amount paid for taxes. A cash register tape may show cash sales. A
bank deposit slip may show collections of customer receivables. Suffice
it to say, there are many potential source documents, and this is just a
small sample. Source documents usually serve as the trigger for initiating
the recording of a transaction. The source documents are analyzed to
determine the nature of a transaction and what accounts are impacted.
Source documents should be retained (perhaps in electronic form) as an
important part of the records supporting the various debits and credits
that are entered into the accounting records.

A properly designed accounting system will have controls to make sure that all transactions are
fully captured. It would not do for transactions to slip through the cracks and go unrecorded. There
are many such safeguards that can be put in place, including use of prenumbered documents and
regular reconciliations. For example, you likely maintain a checkbook where you record your cash
disbursements. Hopefully, you keep up with all of the checks (by check number) and perform a
monthly reconciliation to make sure that your checkbook accounting system has correctly reflected all
of your disbursements. A business must engage in similar activities to make sure that all transactions
and events are recorded correctly. Good controls are essential to business success.

The balance of a specific account can be determined by considering its beginning (of period)
balance, and then netting or offsetting all of the additional debits and credits to that account during
the period. Earlier, an illustration for a Cash account was presented. That illustration was developed
before you were introduced to debits and credits. Now, you know that accounts are more likely
maintained by using the debit/credit system. So, the Cash account is repeated below, except that
the increase/decrease columns have been replaced with the more traditional debit/credit column
headings. A typical Cash account would look similar to this illustration:
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Many people wrongly assume that credits always reduce an account balance. However, a quick review
of the debit/credit rules reveals that this is not true. Where does this notion come from? Probably
because of the common phrase “we will credit your account.” This wording is often used when you
return goods purchased on credit; but, carefully consider that your account (with the store) is on
the store’s books as an asset account (specifically, an account receivable from you). Thus, the store is
reducing its accounts receivable asset account (with a credit) when it agrees to “credit your account.”
On your books you would debit (decrease) a payable account (liability).

On the other hand, some may assume that a credit always increases an account. This incorrect notion
may originate with common banking terminology. Assume that Matthew made a deposit to his
account at Monalo Bank. Monalo’s balance sheet would include an obligation (“liability”) to Matthew
for the amount of money on deposit. This liability would be credited each time Matthew adds to his
account. Thus, Matthew is told that his account is being “credited” when he makes a deposit.
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THE
JOURNAL

ILLUSTRATING
THE ACCOUNTING
JOURNAL

Most everyone is intimidated by new concepts and terminology (like debits, credits, journals, etc.).
But, learning can be made quite simple by relating new concepts to preexisting notions that are
already well understood. So, think: what do you know about a journal (not an accounting journal, just
any journal)? It's just a log book, right? A place where you can record a history of transactions and
events -- usually in date (chronological) order. But, you knew that.

Likewise, an accounting journal is just a log book that contains a chronological listing of a company’s
transactions and events.However, rather thanincluding adetailed narrative description ofacompany’s
transactions and events, the journal lists the items by a “form of shorthand notation.” Specifically, the
notation indicates the accounts involved, and whether each is debited or credited. Remember what
was said at the beginning of the chapter:“The system must be sufficient to fuel the preparation of the
financial statements, and be capable of maintaining retrievable documentation for each and every
transaction. In other words, some transaction logging process must be in place” The journal satisfies
the need for this logging process!

The general journal is sometimes called the book of original entry. This means that source documents
are reviewed and interpreted as to the accounts involved. Then, they are documented in the journal
via their debit/credit format. As such the general journal becomes a log book of the recordable
transactions and events. The journal is not sufficient, by itself, to prepare financial statements. That
objective is fulfilled by subsequent steps. But, maintaining the journal is the point of beginning
toward that end objective.

The following illustration draws upon the facts for the Xao Corporation (linked to earlier in the
web site version of this chapter, and at the end of the previous chapter). Specifically it shows the
journalizing process for Xao's transactions. You should review it carefully, specifically noting that
it is in chronological order with each transaction of the business being reduced to the short-hand
description of its debit/credit effects. You will also note that each transaction is followed by a brief
narrative description; this is a good practice to provide further documentation. For each transaction,
it is customary to list “debits” first ( flush left), then the credits (indented right). Finally, notice that
a transaction may involve more than two accounts (as in the January 28 transaction below); the
corresponding journal entry for these complex transactions is called a “compound” entry.

As you review the general journal for Xao, note that it is only two pages long. An actual journal for a
business might consume hundreds and thousands of pages to document its many transactions. As a
result, some businesses may maintain the journal in electronic form only. If you review Xao's journal
on the web site, you can get a little help with the debit/credit rules by clicking on the account name
within the journal.

GENERAL JOURNAL Page 1
Date Accounts ‘ ‘ Debits Credits
1-1-X3  Cash 25,000
Capital Stock 25,000
Issued stock to shareholders,
in exchange for cash
1-4-X3  Advertising Expense 2,000
Cash 2,000
Paid advertising expense for initial advertising
programs
1-8-X3 Cash 4,000
Service Revenue 4,000
Provided services to customers for cash
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SPECIAL
JOURNALS

PAGE
NUMBERING

BUT, WHAT ARE
THE ACCOUNT
BALANCES?

GENERAL JOURNAL Page 2
Date Accounts ‘ ‘ Debits Credits
1-15-X3  Utilities Expense 1,000
Accounts Payable 1,000

Received bill for utility costs incurred

1-17-X3  Accounts Receivable 8,000

Service Revenue 8,000

Provided services to customers on account

1-18-X3  Accounts Payable 500
Cash 500

Paid half of the amount due on the utility bill
received on January 15

1-25-X3  Cash 4,800

Accounts Receivable 4,800

Received 60% of the amount due on the
receivable that was established on January 17

1-28-X3  Land 15,000
Cash 5,000

Notes Payable 10,000

Purchased land by giving $5,000 cash, and
promising to pay the remainder in 90 days

Now that you have reviewed the journal entries for January, consider a few more points.

First, the illustrated journal was referred to as a “general” journal. All transactions and events can
be recorded in the general journal. However, a business may sometimes use “special journals.”
Special journals are totally optional; they are typically employed when there are many redundant
transactions. Thus, a company could have special journals for each of the following: cash receipts,
cash payments, sales, purchases, and/or payroll. These special journals do not replace the general
journal. Instead, they just strip out recurring type transactions and place them in their own separate
journal. The transaction descriptions associated with each transaction found in the general journal
are not normally needed in a special journal, given that each transaction is redundant in nature.
Without special journals, you can well imagine how voluminous a general journal could become. But,

for learning purposes, let’s just rely on the general journal to accomplish our goals.

Second, notice thattheillustrated journal consisted of two pages (labeled page 1and page 2). Although
the journal is chronological, it is helpful to have the page number indexing for transaction cross-
referencing and working backward from financial statement amounts to individual transactions.

The general journal is a great tool to capture transaction and event details, but it certainly does
nothing to tell a company about the balance in each specific account. For instance, how much cash
does Xao Corporation have at the end of January? One could go through the journal and net the
debits and credits to Cash (525,000 - $2,000 + $4,000 - $500 + $4,800 - $5,000 = $26,300). But, this
is tedious and highly susceptible to error. It would become virtually impossible if the journal were
hundreds of pages long. A better way is needed. This is where the general ledger comes into play.
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THE GENERAL
LEDGER

POSTING

As you just saw, the general journal is, in essence, a notebook that contains page after page of
detailed accounting transactions. In contrast, the general ledger is, in essence, another notebook
that contains a page for each and every account in use by a company. The ledger account for Xao
would include the Cash page as illustrated below:

()
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Xao's transactions utilized all of the following accounts:
« Cash
+  Accounts Receivable
- Land
«  Accounts Payable
«  Notes Payable
- Capital Stock
+  Service Revenue
«  Advertising Expense
- Utilities Expense

Therefore, Xao Corporation’s general ledger will include a separate page for each of these nine
accounts.

Before diving into the details of each account, let’s consider what we are about to do. We are going
to determine the balance of each specific account by posting. To do this, we will copy (“post”) the
entries listed in the journal into their respective ledger accounts.

In other words, the debits and credits in the journal will be accumulated (“transferred”/"sorted”) into
the appropriate debit and credit columns of each ledger page. Following is an illustration of the
posting process.

Notice that arrows are drawn to show how the first journal entry is posted. A similar process would
occur for each of the other accounts.
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In reviewing the ledger accounts at right, notice that the “description” column
includes a cross-reference back to the journal page in which the transaction
was initially recorded. This reduces the amount of detailed information that
must be recorded in the ledger, and provides an audit trail back to the original

transaction in the journal.

Purchased land by giving
$5,000 cash, and promising to
pay the remainder in 90 days

GENERAL JOURNAL Page 1
Date ‘ Accounts ‘ ‘ Debits ‘ (reﬁ;/
1-1-X3  Cash v 25,000
Capital Stock v 25,000
Issued stock to shareholders, \
in exchange for cash
1-4-X3 Advertising Expense \/ 2,000
Cash v 2,000
Paid advertising expense for
initial advertising programs
18X3  Cash v 4,000
Service Revenue \/ 4,000
Provided services to customers
for cash
GENERAL JOURNAL Page 2
Date Accounts ‘ ‘ Debits ‘ Credits
1-15-X3 Utility Expense \/ 1,000
Accounts Payable \/ 1,000
Received bill for utility costs
incurred
1-17-X3 Accounts Receivable \/ 8,000
Service Revenue \/ 8,000
Provided services to customers
on account
1-18-X3 Accounts Payable \/ 500
Cash v 500
Paid half of the amount due
on the utility bill received on
January 15
1253 Cash v 4,800
Accounts Receivable \/ 4,800
Received 60% of the amount
due on the receivable that was
established on January 17
1283 Land v 15,000
Cash v 5,000
Notes Payable \/ 10,000

The Check Marks (v/) in the journal indicate that a particular transaction has been
posted to the ledger. Without these marks (in a manual system), it would be very
easy to fail to post a transaction, or even post the same transaction twice.

e
| |
mm
| |
mm
| |
e ——

Jan. 25, 20X3 Journal page 2 m 3,200

Jan. 17, 20X3 Journal page 2 m 8,000 12,000

T B N
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TO REVIEW Thus far you should have grasped the following accounting “steps”:
«  STEP 1: Each transaction is analyzed to determine the accounts involved
«  STEP 2: Ajjournal entry is entered into the general journal for each transaction
«  STEP 3: Periodically, the journal entries are posted to the appropriate general ledger page
,\ INVOICE
THE TRIAL After all transactions have been posted from the journal to the ledger, it is a good practice to prepare
BALANCE a trial balance. A trial balance is simply a listing of the ledger accounts along with their respective
debit or credit balances. The trial balance is not a formal financial statement, but rather a self-check to
determine that debits equal credits. Following is the trial balance prepared from the general ledger
of Xao Corporation.
XAO CORPORATION
Trial Balance
January 31, 20X3
Debits Credits
Cash $26,300
Accounts receivable 3,200
Land 15,000
Accounts payable $ 500
Notes payable 10,000
Capital stock 25,000
Service revenues 12,000
Advertising expense 2,000
Utilities expense 1,000
$47.500  $47.500
DEBITS EQUAL Since each transaction was journalized in a way that insured that debits equaled credits, one would
CREDITS expect that this equality would be maintained throughout the ledger and trial balance. If the trial

balance fails to balance, an error has occurred and must be located. It is much better to be careful as
you go, rather than having to go back and locate an error after the fact. You should also be aware that
a“balanced”trial balance is no guarantee of correctness. For example, failing to record a transaction,
recording the same transaction twice, or posting an amount to the wrong account would produce a
balanced (but incorrect) trial balance.
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FINANCIAL In the next chapter you will learn about additional adjustments that may be needed to prepare a truly
STATEMENTS correct and up-to-date set of financial statements. But, for now, you can probably see that a tentative
FROM THE set of financial statements could be prepared based on the trial balance. The basic process is to
TRIAL BALANCE transfer amounts from the general ledger to the trial balance, then into the financial statements:
/, I - -
In reviewing the following financial statements for Xao, notice that blue jtalics were used to draw
attention to the items taken directly from the trial balance above. The other line items and amounts
simply relate to totals and derived amounts within the statements. These statements would appear
as follows:
XAO CORPORATION
Income Statement
For the Year Ending January 31, 20X3 XAO CORPORATION
Balance Sheet
January 31, 20X3
Revenues
Services to customers $12,000 Assets
e Cash . $26,300
Advertising $2,000 flocounts recelvable o
Utiliti 1,000 3,000 —E
fes Total assets $44,500
Net income $9.000
— Liabilities
XAO CORPORATION Notes payatle. * oo
Statement of Retained Earnings Tarell Febillifcs $10.500
For the Year Ending January 31, 20X3 ’
: : Stockholders’ equity
Retained earnings - January 1, 20X3 $ - Gapiaock $25,000
Plus: Net income _9.000 Retained earnings _9.000
Total stockholders’ equity 34,000
$9,000 Total liabilities and equity $44 500
Less: Dividends
Retained earnings - January 31, 20X3 $9,000
COMPUTERIZED Youprobablynoticed that much of the material in
PROCESSING this chapterinvolves rather mundane processing.
SYSTEMS Oncetheinitial journal entry is prepared, the data

are merely being manipulated to produce the
ledger, trial balance, and financial statements.
No wonder, then, that some of the first business
applications that were computerized many
years ago related to transaction processing.
In short, the only “analytics” relate to the initial
transaction recordation. All of the subsequent
steps are merely mechanical, and are aptly suited
to computerization.
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Many companies produce accounting software. These packages range from the simple to the complex.
Some basic products for a small business may be purchased for under $100. In large organizations,
millions may be spent hiring consultants to install large enterprise-wide packages. Recently, some
software companies have even offered accounting systems maintained on their own network, with
the customers utilizing the internet to enter data and produce their reports.

As you might expect, the look, feel, and function of software-based packages varies significantly. Each
company’s product must be studied to understand its unique attributes. But, in general, accounting
software packages:

«  Attempt to simplify and automate data entry (e.g., a point-of-sale terminal may actually
become a data entry device so that sales are automatically “booked” into the accounting
system as they occur).

«  Frequently divide the accounting process into modules related to functional areas such as
sales/collection, purchasing/payment, and others.

«  Attempt to be “user-friendly” by providing data entry blanks that are easily understood in
relation to the underlying transactions.

«  Attempt to minimize key-stokes by using “pick lists,” automatic call-up functions, and auto-
complete type technology.

«  Are built on data-base logic, allowing transaction data to be sorted and processed based on
any query structure (e.g., produce an income statement for July, provide a listing of sales to
Customer Smith, etc.)

«  Provide up-to-date data that may be accessed by key business decision makers.

«  Are capable of producing numerous specialized reports in addition to the key financial
statements.

Following is a very typical data entry screen. It should look quite familiar. After the data are input,
the subsequent processing (posting, etc.) is totally automated.

Debits Credits

502 @Utilities Expense $1,000.00
201 @ Accounts Payable $1,000.00

$1,000.00 | $1,000.00

Record entry #756 @ Entry in balance / |

Despite each product’s own look and feel, the persons primarily responsible for the maintenance and
operation of the accounting function muststill understand accounting basics such asthose introduced
in this chapter: accounts, debits and credits, journal entries, etc. Without that intrinsic knowledge, the
data input decisions will quickly go astray, and the output of the computerized accounting system
will become hopelessly trashed. So, while it is safe to assume that you will probably be working in a
computerized accounting environment, it equally true to say that you should first come to understand
the basic processing described in this and subsequent chapters. These principles will clearly guide
you toward successful implementation and use of most any computerized accounting product, and
the reports they produce.
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T-ACCOUNTS

CASH

A useful tool for demonstrating certain transactions and events is the “t-account.” Importantly, one
would not use t-accounts for actually maintaining the accounts of a business. Instead, they are just
a quick and simple way to figure out how a small number of transactions and events will impact a
company. T-accounts would quickly become unwieldy in an enlarged business setting. In essence,
t-accounts are just a “scratch pad” for account analysis. They are useful communication devices to
discuss, illustrate, and think about the impact of transactions. The physical shape of a t-account is a
“T," and debits are on the left and credits on the right. The “balance” is the amount by which debits
exceed credits (or vice versa). Below is the t-account for Cash for the transactions and events of Xao
Corporation. Carefully compare this t-account to the actual running balance ledger account which
is also shown (notice that the debits in black total to $33,800, the credits in red total to $7,500, and
the excess of debits over credits is $26,300 -- which is the resulting account balance shown in blue).

()
o0 s 5

25,000 | 2,000
4,000 500
4,800 | 5,000

33,800 | 7,500

26,300

COMPREHENSIVE
T-ACCOUNT
ILLUSTRATION

CHART OF
ACCOUNTS
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The web site includes a link to an “animation” of the process for preparing t-accounts and a trial
balance. The animation is summarized by the following diagram illustrating the flow of transactions
from a general journal to a set of t-accounts. It may look rather “busy” but it is actually quite simple.
The debits/credits for each entry can be traced to the corresponding accounts. Once all of entries are
transferred, the resulting balances for each account can be carried forward to form the trial balance.

A listing of all accounts in use by a particular company is called the chart of accounts. Individual
accounts are often given a specific reference number. The numbering scheme helps keep up with the
accounts in use, and helps in the classification of accounts. For example, all assets may begin with“1”
(e.g., 101 for Cash, 102 for Accounts Receivable, etc.), liabilities with“2,"and so forth. A simple chart of
accounts for Xao Corporation might appear as follows:

No. 101: Cash No. 301: Capital Stock

No. 102: Accounts Receivable No. 401: Service Revenue

No. 103: Land No. 501: Advertising Expense
No. 201: Accounts Payable No. 502: Utilities Expense

No. 202: Notes Payable

The assignment of a numerical account number to each account assists in data management, in
much the same way as zip codes help move mail more efficiently. Many computerized systems allow
rapid entry of accounts by reference number rather than by entering a full account description.
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GENERAL JOURNAL Page 1 ACCOUNTS
Date Accounts ‘ ‘ Debits ‘ Credits c A S H R E C E I V A B L E
1-1-X3 Cash 25,000 \
Capital Stock 25,000 251000 21000 8,000 4,800
Issued stock to shareholders, 4 y 000 5 00
in exchange for cash
4,800| 5,000 3,200
1-4-X3 Advertising Expense 2,000 33’800 7’500
Cash 2,000 26 300
’
Paid advertising expense for
initial advertising programs
1-8-X3 Cash 4,000 LA N D
Service Revenue 4,000 1 5’000
Provided services to customers
for cash
15,000
GENERAL JOURNAL Page 2 ACCOU NTS
Date Accounts ‘ ‘ Debits ‘ Credits N OT E S
1-15-X3 Utilities Expense 1,000 PAYABLE PAYABLE
Accounts Payable 1,000 500 1’000 -I 0’000
Received bill for utility costs
incurred
| 500 10,000
1-17-X3 Accounts Receivable 8,000
Service Revenue 8,000
orovided serv CAPITAL SERVICE
rovided services to customers
on account STOCK REVENUE
1-18-X3 Accounts Payable 500 25’000 4,000
Cash 500
* 8,000
Paid half of the amount due
on the utility bill received on 25,000 1 2,000
January 15
12,000
1-25-X3 Cash 4,800
Accounts Receivable 4,800 ADVE RTISING UTILITI ES
Received 60% of th t
dizegr/fthe rec:,’)ivabelg :Zz:laas EX P E N S E EX P E N S E
established on January 17
2,000 1,000
1-28-X3 Land 15,000
Cash 5,000
Notes Payable 10,000 2’000 1'000
Purchased land by giving
$5,000 cash, and promising to
pay the remainder in 90 days
XAO CORPORATION
Trial Balance
January 31, 20X3
Debits Credits
Cash $26,300
Accounts receivable 3,200
Land 15,000
Accounts payable $ 500
Notes payable 10,000
Capital stock 25,000
Service revenues 12,000
Advertising expense 2,000
Utilities expense 1,000
$47.500 $47.500

25
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CONTROL AND Some general ledger accounts are made of many sub-components. For instance, acompany may have
SUBSIDIARY total accounts receivable of $19,000, consisting of amounts due from Compton, Fisher, and Moore.
ACCOUNTS The accounting system must be sufficient to reveal the total receivables, as well as amounts due from
each customer. Therefore, sub-accounts are used. For instance, in addition to the regular general
ledger account, separate auxiliary receivable accounts would be maintained for each customer, as
shown in the following illustration:
ACCOUNTS RECEIVABLE: CONTROL LEDGER ACCOUNTS RECEIVABLE: SUBSIDIARY LEDGERS
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The total receivables are the sum of all the individual receivable amounts. Thus, the Accounts
Receivable general ledger account total is said to be the “control account” or control ledger, as it
represents the total of all individual “subsidiary account” balances.

The company’s chart of accounts will likely be based upon some convention such that each subsidiary
account is a sequence number within the broader chart of accounts. For instance, if Accounts
Receivable bears the account number 102, you would expect to find that individual customers might
be numbered as 102.001, 102.002, 102.003, etc. It is simply imperative that a company be able to
reconcile subsidiary accounts to the broader control account that is found in the general ledger. Here,
computers can be particularly helpful in maintaining the detailed and aggregated data in perfect
harmony.



