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The objective of this module is to introduce the basic steps in the recording process. This includes introducing the journal entry and posting that information to “T” accounts.
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The basic steps in the recording process are to

1) Analyze each transaction

2) Enter the information from the analysis into a journal

3) Transfer the information from the journal to appropriate accounts in the ledger.
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Journals are essentially records of the transactions accounting information. Journals must be made in “chronological order”.  The integrity of the system hinges on that journals are made in chronological order. The main contributions of this part of the recording process is that a journal 

· Discloses in one place the complete effect of a transaction

· Provides a chronological record of the transactions

· Helps prevent and locate errors.

It prevents and locates error by allowing the computer or the operator the chance to compare both sides of the journal entry to make sure both sides at minimum equal. That is that debits equal credits
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The basic format of the journal entry is as shown.  Notice there is a Date which is critical. There is a debit portion and it is snug to the left of the entry and represents the left side of the accounting equation.  The credit portion is indented to the right of the left margin and represents the right side of the accounting equation. We use this format so that we can easily calculate whether debits equal credits. The debit portion of the entry MUST equal the credit portion of the entry. 

And finally at the bottom is the explanation or note.  I cannot begin to impress on you the importance of that explanation or note. The note or explanation gives a brief description of the transaction. Useful information to include in the note is:

· References to documentation such as purchase order or invoice numbers

· Initials or username of the author

· Department or phone extension of the author

Without a note, if there ever is a question on that journal entry you may spend hours determining that information even if you were the author.  To give you a sense of how important that information is and how hard it is to reconstruct after even a short period of time…sit back and think about what you did 4 months ago to the day. Ask yourself “What did I buy at the store that day?”  “Did I buy anything at the store that day?” Chances are you want to reach for either your bank statement or checkbook register to see if there is an entry. If it was a cash transaction the receipt for that purchase has long since found its way to the landfill and you probably will never remember if, when, what or where.  Now…imagine having to rely on someone else’s memory about a transaction they authored 4 months ago. This person is very busy. How long do you think it will take before you get that information from them? Oh…and you the needed the information yesterday.
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Well nothing like doing to understand what you just learned. Let us take the next couple of minutes to journalize the transactions on your own. I will help you with the first one

1. June 1 – Issues common stock to investors in exchange for $2,500 cash.  

June 1 
Cash


$2,500




Common Stock 
$2,500

Note: issued shares of common stock for cash

Notice that Cash which is an asset account and located on the left side of the equation is debited and common stock which is an owners’ equity account and located of the right side of the equation is credited.

Now do 2-4 before going to the next side for the answers to this problem
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How did you do? If you had problems come back to this problem again in the future and try it.  Authoring journal entries takes practice.  That is the only way you will master this skill.

1. June 1 Debit Cash $2,500 and Credit Common Stock for $2,500. Basically we exchanged Common stock or equity for $2500 in cash
2. June 2 Debit Equipment $900 and Credit Accounts Payable $900. In this transaction we have a new asset (equipment) which we have not paid for yet (accounts payable).

3. June 3 Debit Rent Expense $500 and Credit Cash $500. Remember from the equation that expenses reduce equity so we have to debit rent expense to reduce equity which has a credit balance. Remember equity is on the right of the equation which is the credit side of the equation. So to reduce the credit side we debit those accounts.

4. June 12 Debit Accounts Receivable $700 and Credit Revenue $700. In this transaction we are promised by J. Kronsnoble to pay us $700 for the welding work we have done for him.  We recognize the revenue and his promise to pay us for the work in accounts receivable.

Notice that the debit entries hug the left side of the page and the credit entries are indented to the right.  Also notice that there is a brief explanation for each journal entry.  It is key to have those explanations for future reference. Plus, journal entries should be in chronological order which we denote with the date.
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We just learned about journal entries well those entries need to be posted to somewhere.  That somewhere is to ledger accounts. Companies can have different ledgers like an accounts receivable ledger or an accounts payable ledger.  All companies have one ledger the general ledger which contains All the asset, liability and stock holders’ equity accounts.
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To keep the accounts used by a company straight they have what is known as the “chart of accounts”.  It is exactly what you think it is by the words used…it is a “list” or “chart” of all the accounts used by the company.  This list or chart is unique to each company…granted there are many accounts that are common to each company like “cash” and “accounts payable” but there are many acceptable names for the various accounts that each company chooses to use like rent expense versus lease expense for keeping track of the expense of renting office space.  The list is characterized by the name of the account and a corresponding number for that account. See Chartofaccounts.doc for an example.
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The act or procedure of transferring information from the journal entry to the account is called “posting”. For our purposes we will use the crudest of ledgers for our posting. The T account.
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Go back to slide 6 and post the journal entries in this problem to T accounts. Once again try to do this with paper and pencil before moving onto slide 10 for the solution.
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Notice that the cash received in the first journal entry is posted to the left side of the T account to denote that it was debited. Remember that the left side of the T account is the debit side. Now let’s look at what happened to the rest of the first journal entry.  We posted the $2500 in common stock to the credit side of the common stock T account. Trace the remaining entries to their respective T accounts.
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Let us now review the entire process thus so far…

1. a legitimate business transaction occurs
2. a basic analysis of the transaction takes place in other words we break the transaction down into the basic components or accounts that will be effected

3. we apply the above analysis to the accounting equation

4. we determine which effected accounts will be debited and which will be credited based upon the accounting equation analysis

5. we then take the information determined in the debit and credit analysis above and prepare journal entries

6. Once the entries are made we post those to the appropriate T accounts.
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Work the following problem and show each of the six steps shown in slide 12
Remember to work this on paper first before going to Slide 14 for the solution.
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Please pull up completerecordproc.doc for solution to problem in slide 13. Please take time to review each transaction. While in the future you won’t necessarily go through this detailed process each time you record a journal entry. If the entry is complicated this process is available to help you understand how the entry should be recorded.
