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Understanding the process of journalizing closing entries is fundamental to maintaining accurate and

up-to-date financial records. Closing entries serve as the final step in the accounting cycle, ensuring

that temporary accounts such as revenues, expenses, and dividends are reset to zero in preparation

for the next accounting period. This process is guided by the information derived from the adjusted trial

balance, which reflects all adjustments made at the end of an accounting period.

In this comprehensive guide, we will explore how to journalize closing entries using data from the

adjusted trial balance. We will discuss the purpose of closing entries, the components involved, and

step-by-step procedures to accurately record these entries. Whether you are a student, accountant, or

business owner, understanding this process is essential for accurate financial reporting and analysis.

---

Understanding the Adjusted Trial Balance

Before delving into journalizing closing entries, it’s important to understand the role of the adjusted trial

balance in the accounting cycle.



What Is an Adjusted Trial Balance?

An adjusted trial balance is a listing of all ledger account balances after adjusting entries have been

made. Adjustments are necessary to account for accrued expenses, accrued revenues, depreciation,

prepaid expenses, and other necessary corrections to ensure that the financial statements reflect a

true and fair view of the company’s financial position.

Key features of the adjusted trial balance include:

- Accurate account balances after adjustments

- Data used to prepare financial statements

- Basis for journalizing closing entries

---

The Purpose of Closing Entries

Closing entries are journal entries made at the end of an accounting period to "close out" temporary

accounts. This process ensures that the revenue, expense, and dividend accounts are reset to zero so

that they can accurately track activity for the new period.

Main objectives of closing entries:

- Transfer net income or loss to retained earnings

- Reset temporary accounts to zero

- Prepare accounts for the next accounting period

---



Components Needed to Journalize Closing Entries

To accurately journalize closing entries, you need the following components derived from the adjusted

trial balance:

- Total credits in revenue accounts

- Total debits in expense accounts

- Dividends declared (if applicable)

- Accumulated net income or loss

These components allow you to prepare the necessary journal entries to close out temporary

accounts.

---

Step-by-Step Guide to Journalize Closing Entries

The process of journalizing closing entries involves several systematic steps. Here’s a detailed

procedure:

Step 1: Close Revenue Accounts to Income Summary

- Purpose: Transfer total revenues to the Income Summary account.

- Entry:

- Debit each revenue account for its balance

- Credit Income Summary for the total revenue

Example:

Suppose the adjusted trial balance shows total revenues of $150,000.

```plaintext



Debit: Revenue Accounts (e.g., Service Revenue, Sales Revenue) $150,000

Credit: Income Summary $150,000

```

Step 2: Close Expense Accounts to Income Summary

- Purpose: Transfer total expenses to the Income Summary account.

- Entry:

- Credit each expense account for its balance

- Debit Income Summary for the total expenses

Example:

Suppose total expenses are $100,000.

```plaintext

Debit: Income Summary $100,000

Credit: Expense Accounts (e.g., Salaries Expense, Rent Expense) $100,000

```

Step 3: Close Income Summary to Retained Earnings

- Purpose: Transfer net income or net loss to retained earnings.

- Calculation:

- Net Income = Total Revenues - Total Expenses

- If revenues > expenses, net income is credited to Retained Earnings

- If expenses > revenues, net loss is debited to Retained Earnings

Example:

Net Income = $150,000 - $100,000 = $50,000

```plaintext

Debit: Income Summary $50,000

Credit: Retained Earnings $50,000



```

Step 4: Close Dividends to Retained Earnings

- Purpose: Deduct dividends declared from retained earnings.

- Entry:

- Debit Retained Earnings for dividends

- Credit Dividends account

Example:

Dividends declared are $10,000.

```plaintext

Debit: Retained Earnings $10,000

Credit: Dividends $10,000

```

---

Example of Journalizing Closing Entries Using Adjusted Trial

Balance

Let's take a hypothetical adjusted trial balance example to illustrate the process:

| Account Name | Debit ($) | Credit ($) |

|--------------------------|------------|------------|

| Service Revenue | | 150,000 |

| Salaries Expense | 60,000 | |

| Rent Expense | 20,000 | |

| Utilities Expense | 10,000 | |



| Dividends | 10,000 | |

| Total | 100,000 | 150,000 |

From this data, the closing entries would be:

1. Close revenue accounts:

```plaintext

Debit: Service Revenue $150,000

Credit: Income Summary $150,000

```

2. Close expense accounts:

```plaintext

Debit: Income Summary $90,000 (total expenses: 60,000 + 20,000 + 10,000)

Credit: Salaries Expense $60,000

Credit: Rent Expense $20,000

Credit: Utilities Expense $10,000

```

3. Close Income Summary to Retained Earnings:

- Net income = $150,000 - $90,000 = $60,000

```plaintext

Debit: Income Summary $60,000

Credit: Retained Earnings $60,000

```

4. Close Dividends to Retained Earnings:

```plaintext

Debit: Retained Earnings $10,000

Credit: Dividends $10,000

```



---

Best Practices for Journalizing Closing Entries

To ensure accuracy and efficiency, consider the following best practices:

- Always verify account balances from the adjusted trial balance before journalizing.

- Use clear and descriptive descriptions for each closing entry.

- Double-check the calculations of net income or loss before closing.

- Maintain organized records of all journal entries for audit and review purposes.

- Use accounting software or spreadsheets to automate calculations and reduce errors.

---

Importance of Properly Journalizing Closing Entries

Proper journalization of closing entries is crucial for several reasons:

- Ensures that temporary accounts do not carry over incorrect balances into the next period.

- Reflects the true financial performance for the period.

- Keeps retained earnings accurate and updated.

- Facilitates accurate financial statement preparation.

- Supports compliance with accounting standards and regulations.

---



Conclusion

Journalizing closing entries using information from the adjusted trial balance is a vital step in the

accounting cycle that ensures the accuracy and integrity of a company's financial records. By

systematically transferring revenues, expenses, dividends, and net income or loss to the retained

earnings account, businesses can maintain clean, organized, and meaningful financial data. Mastery of

this process not only enhances accounting proficiency but also contributes to transparent and reliable

financial reporting.

Whether you are preparing financial statements, auditing, or managing business accounts,

understanding how to journalize closing entries accurately is an essential skill. Remember to always

base your closing entries on the adjusted trial balance data, perform calculations carefully, and follow

best practices to ensure your financial records remain precise and compliant with accounting

principles.

Frequently Asked Questions

What is the purpose of journalizing closing entries using information

from the adjusted trial balance?

The purpose is to transfer temporary account balances, such as revenues and expenses, to the

retained earnings account to prepare the accounts for the next accounting period.

Which accounts are typically closed using the adjusted trial balance

when journalizing closing entries?

Temporary accounts like revenue, expenses, and dividends are closed using the adjusted trial balance

data.



How do you determine the amounts to be used for closing entries from

the adjusted trial balance?

The amounts are directly taken from the adjusted trial balance, representing the final balances of

revenue, expense, and dividend accounts before closing.

What is the sequence of journalizing closing entries after reviewing the

adjusted trial balance?

First, close revenue accounts to Income Summary, then close expense accounts to Income Summary,

followed by closing Income Summary to Retained Earnings, and finally closing dividends to Retained

Earnings.

Can you provide an example of journalizing a closing entry for revenue

using the adjusted trial balance?

Yes. If Service Revenue shows a balance of $50,000, the journal entry is: Debit Service Revenue

$50,000; Credit Income Summary $50,000.

Why is it important to use the adjusted trial balance when journalizing

closing entries?

Because it reflects the final balances after adjustments, ensuring that closing entries transfer accurate

amounts and the accounts are correctly reset for the new period.

What is the role of the Income Summary account during the closing

process based on the adjusted trial balance?

Income Summary consolidates revenues and expenses, serving as an intermediary to transfer net

income or loss to Retained Earnings.



How do you journalize closing entries for expenses using data from the

adjusted trial balance?

For each expense, debit Income Summary and credit the expense account with the balance from the

adjusted trial balance.

After journalizing closing entries, what should be the status of

temporary accounts and where are they reflected?

Temporary accounts like revenues, expenses, and dividends should have zero balances after closing,

and their effects are reflected in Retained Earnings on the balance sheet.

Additional Resources
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Closing – a fundamental process in accounting that ensures the temporary accounts are reset to zero

at the end of an accounting period, allowing for accurate financial reporting in subsequent periods.

Properly journalizing closing entries is a critical step in the accounting cycle, serving as the bridge

between one fiscal period and the next. In this comprehensive guide, we'll explore the importance of

closing entries, how to derive the necessary information from the adjusted trial balance, and the step-

by-step process to journalize these entries accurately.

---

Understanding the Purpose of Closing Entries

Before diving into the mechanics, it's essential to grasp why closing entries are necessary. They serve

the following purposes:

- Reset Temporary Accounts: Temporary accounts such as revenues, expenses, and dividends (or



withdrawals) accumulate data for a specific period. Closing entries transfer their balances to

permanent accounts, typically the retained earnings or capital account.

- Prepare for the Next Period: After closing, temporary accounts start fresh, facilitating clear period-to-

period comparisons.

- Ensure Accurate Financial Statements: Proper closing ensures that the net income or loss for the

period is correctly reflected in the equity section of the balance sheet.

---

The Role of the Adjusted Trial Balance in Closing

The adjusted trial balance is prepared after adjusting entries are made to account for accrued,

deferred, and estimated items. It provides a summarized list of all account balances after adjustments,

including:

- Revenues

- Expenses

- Dividends (or Withdrawals)

- Assets and Liabilities (although these are permanent accounts and are carried forward)

To journalize closing entries, you primarily focus on the revenue, expense, and dividend accounts

listed in the adjusted trial balance.

---

Step-by-Step Guide to Journalizing Closing Entries

Step 1: Identify the Accounts to Close

From the adjusted trial balance, determine which accounts need to be closed:



- Revenue Accounts: All credit balances (e.g., Service Revenue, Sales Revenue)

- Expense Accounts: All debit balances (e.g., Rent Expense, Salaries Expense)

- Dividends/Withdrawals: The closing of dividends depends on the company's accounting policies but

generally involves transferring dividends to retained earnings.

Step 2: Close Revenue Accounts to Income Summary

Create a journal entry that transfers total revenues to the Income Summary account:

- Debit Revenue Accounts (to eliminate their balances)

- Credit Income Summary

Example:

| Account | Debit | Credit |

|---------|--------|---------|

| Service Revenue | | $50,000 |

| Income Summary | $50,000 | |

(If total revenue is $50,000)

Step 3: Close Expense Accounts to Income Summary

Next, transfer total expenses to the Income Summary account:

- Debit Income Summary

- Credit Expense Accounts

Example:

| Account | Debit | Credit |



|---------|--------|---------|

| Income Summary | $30,000 | |

| Rent Expense | | $10,000 |

| Salaries Expense | | $15,000 |

| Utilities Expense | | $5,000 |

(Total expenses sum to $30,000)

Step 4: Close Income Summary to Retained Earnings

Determine net income or net loss:

- If revenues > expenses, net income = revenues – expenses

- If expenses > revenues, net loss = expenses – revenues

Create an entry to close Income Summary to Retained Earnings:

- If net income:

| Account | Debit | Credit |

|---------|--------|---------|

| Income Summary | $20,000 | |

| Retained Earnings | | $20,000 |

- If net loss:

| Account | Debit | Credit |

|---------|--------|---------|

| Retained Earnings | $X | |

| Income Summary | | $X |



Step 5: Close Dividends or Withdrawals to Retained Earnings

Finally, close dividends declared during the period to Retained Earnings:

| Account | Debit | Credit |

|---------|--------|---------|

| Retained Earnings | | $5,000 |

| Dividends | $5,000 | |

(Dividends declared are transferred to reduce retained earnings)

---

Practical Example: Closing Entries from an Adjusted Trial Balance

Suppose the adjusted trial balance shows:

- Service Revenue: $70,000

- Salaries Expense: $25,000

- Rent Expense: $10,000

- Utilities Expense: $5,000

- Dividends: $8,000

Step 1: Close Revenue to Income Summary

Journal Entry:

| Account | Debit | Credit |

|---------|--------|---------|

| Service Revenue | | $70,000 |

| Income Summary | $70,000 | |



Step 2: Close Expenses to Income Summary

Journal Entry:

| Account | Debit | Credit |

|---------|--------|---------|

| Income Summary | $40,000 | |

| Salaries Expense | | $25,000 |

| Rent Expense | | $10,000 |

| Utilities Expense | | $5,000 |

(Total expenses: $40,000)

Step 3: Close Income Summary to Retained Earnings

Calculate net income:

$70,000 (revenues) – $40,000 (expenses) = $30,000 net income

Journal Entry:

| Account | Debit | Credit |

|---------|--------|---------|

| Income Summary | $30,000 | |

| Retained Earnings | | $30,000 |

Step 4: Close Dividends to Retained Earnings

Journal Entry:

| Account | Debit | Credit |



|---------|--------|---------|

| Retained Earnings | | $8,000 |

| Dividends | $8,000 | |

---

Best Practices and Considerations

- Double-Check Balances: Always verify account balances from the adjusted trial balance before

journalizing closing entries.

- Sequential Process: Follow the order—close revenue, then expenses, then income summary, and

finally dividends—to ensure accuracy.

- Use Clear Descriptions: When journalizing, include clear descriptions to facilitate audit trails.

- Post to Ledger Accounts: After journalizing, post these entries to the ledger to update the account

balances.

- Prepare Closing Trial Balance: Optionally, prepare a post-closing trial balance to verify that only

permanent accounts remain.

---

Common Mistakes to Avoid

- Closing Permanent Accounts: Remember, only temporary accounts (revenues, expenses, dividends)

are closed.

- Incorrect Signage: Be cautious with debits and credits; reversing them can lead to inaccurate

financial statements.

- Omitting Accounts: Ensure all revenue, expense, and dividend accounts are included in the closing

process.

- Neglecting to Post: Always post journal entries to ledger accounts to update balances properly.

---



Conclusion
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Closing is an essential skill for accountants aiming to accurately reflect the financial position of a

company at the end of an accounting period. By carefully analyzing the adjusted trial balance,

identifying which accounts need to be closed, and following a systematic process, accountants can

ensure the integrity of financial statements and facilitate a smooth transition into the next accounting

period. Mastery of this process not only enhances accuracy but also reinforces a solid understanding

of the overall accounting cycle, ensuring that financial reporting remains precise and reliable.
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