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3

LEARNING  OBJECTIVES

	After completing this chapter the student should be able to:

1. Describe the function of the General Ledger and subsidiary ledgers.

2. Explain the difference between a stand alone and an integrated General Ledger

3. Explain the difference between a General Ledger and a General Journal.
	4. Identify the fields of the main file (Chart of Accounts).

5. Make changes to the main file.

6. Locate the fields for entering the daily transactions and adjustments.

7. Explain the purpose of the various General Ledger reports.
	8. List the steps required to enter data for the accounting cycle using the General Ledger module.

9. Enter data of a given problem using the techniques learned in this chapter.


	The General Ledger is the collecting point of all the information from the other modules.  If you learn the General Ledger first, all the other modules will be easier.  The user can learn the basics of the program in the General Ledger, which can then be transferred to the other modules.

       The General Ledger is the primary module and all the other modules are 

subsidiary modules.  The detail data is retained in the subsidiary modules with the summary data being transferred to the General Ledger (G/L), much the same way as the manual method.  For example, each line item in the Cash Receipt Journal is entered into the customer’s account in the Accounts Receivable (A/R) Ledger module while the totals of the journal are entered into the Cash and A/R accounts in the G/L when integration occurs.
	INTRODUCTION
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	The Accounts Receivable, Account Payable, and Merchandise Inventory accounts in The General Ledger module are called the controlling accounts.  The detail of all the customer/vendor/item balances in each module is carried in a separate or subsidiary ledger.  The controlling and subsidiary amounts must always equal each other. In some cases the program will not allow data entry until these amounts are corrected.

When an account is a controlling account, no general journal entries using this account should be made.  Only subsidiary ledger total and the amount of the controlling account balance does not agree should there be a correcting journal entry.

There are two approaches to the G/L module.  One is to treat it as a stand-alone module that can perform all the necessary functions by itself.  The other is an integrated G/L.  Integrated means the modules talk to each other or put information into the G/L module through summary journal entries from the subsidiary modules.  Figure 3.1 illustrates the stand-alone and integrated approaches. Business Works is an example of an integrated approach.
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	A stand alone G/L would be used by a company on a cash or modified cash basis. It
 would include cash receipts and cash disbursements journal and allow checks to be written within the G/L module.  It could even include a cash sales journal to record the daily totals from the cash register.

If the company has only a few customers and vendors, use separate account numbers to keep track of individual balances.  For example, If Accounts Receivable was 110, account number 1101 could be named A/R –Smith, 1102 -A/R-Jones, etc.  All sales and cash receipts would use the number for each customer with the total A/R to be summarized in 110.  A/P would work in the same manner but with vendors instead of customers.  This is an example of manipulating the system requirements to meet the needs of the company.

An integrated G/L uses other modules to enter the detail transactions.  When transactions are entered into the other modules they must read the Chart of Accounts from the General Ledger.  These transactions are posted to the accounts in the General Ledger either at the time of the transactions entry, at mid-month, or at the end of the month.  Usually the posting will include only the totals for each account.  For Example, in the A/P module, if there were three transactions to the office supplies expense account for $120, $150, and $130 the posting to the office supplies account in the G/L would be one figure for $400.  A reference to the particular module providing the summary data would be listed in the G/L account so you could locate the detail transactions.

Some programs allow the user to go from stand-alone one month, then to integrated the next month.  This decision must be made at the beginning of the month before any transactions are entered.

It would be wise to start with the stand-alone G/L to get to know the program.  When the user is comfortable with the program, it is then time to change to the integration feature.

Sometimes there is confusion in understanding the difference between the General Ledger and then General Journal.  The General Journal contains the journal entries that are entered for the month.  Each entry is given a number by the program.  The General Ledger is where all this information is collected.  It lists the beginning balance, all the transactions for the month (sometimes for the year or a specified period), and the ending balances, all in account number order.  Figure 3.2 shows examples of entries in the General Ledger and General  Journal.
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Hierarchy Chart of Accounts
	The main file of the General Ledger is the Chart of Accounts.  Basically, the Account Number and Account Name are the main fields.  Other fields that could be included are Account Type, Beginning Balances, Current Balance, and prior year balance.

One of the main functions of accounting is to collect data into accounts so the company knows how the money was spent and for what items.  That is why the account number is the key number for entering transactions.  The system will read the Chart of Accounts and then supply the account name to verify that the correct number was entered.  It is important that the selected program automatically gives the account name when the account number is entered so the account number can be verified.  Many transactions are entered into the wrong account because of one mis-entered number.

In general, the account number can be from 3 to 5 digits.  However, some companies use as many as 10 digits.  The last two digits usually represent departments. For example, a company has an ice cream department, a topping department, and an ice cream equipment department.  The account number for supplies expense—ice cream would be 6521.  The last digit, 1, would  represent the ice cream department.  The account number for supplies expense—topping would be 6522.  If 5 digits were available, a more elaborate structure with the number of departments could be set up.

Some programs have a simple Chart of Accounts giving the numbers for assets, liabilities, owner’s equity, sales, cost of goods, and expenses.  This is called a Standard Chart of Accounts.  There might be a few adjustments in account numbers but it is easier to set up with a simple Chart of Account.  Other programs give you a chance to create your own structure or hierarchy of accounts and let you identify each level of account.(See the structure in Figure 3.3)  Each level must be identified as a type, such as heading, subheading, detail, subtotal, or total.  Detail accounts would be the only accounts able to receive transactions.

The hierarchy type of Chart of accounts gives you more flexibility to structure your statements the way you want but the setup is more complicated.  If the account is not identified as the correct type or if there is one level missing, if could create a big headache in one of the first steps in computerizing your accounting system.

The account name or description can usually be 25 to 35 characters.  This limitation might cause you to shorten the manual name.  If using the hierarchy system you will need to add the names for the headings, subheadings, subtotals, and totals.

Hierarchy Type of Chart of Accounts

1          ASSETS                                            Heading

11        Current Assets                                  Subheading

111      Operating Cash                                 Posting -Detail

1111    Bank of America                                Posting -Detail

1112     Wells Fargo-Payroll                          Posting -Detail

1113     Wells Fargo-Petty Cash                    Posting Detail

11111   Total  Current Assets                        Subtotal

12         FIXED ASSETS                                Subheading

121       Equipment                                         Posting-Detail

1211     Accumulated Depreciation-Equip      Posting-Detail

122       Automobile                                        Posting-Detail

1221     Accumulated Depreciation-Auto       Posting-Detail

123       Building                                             Posting-Detail

1231     Accumulated Depreciation-Building  Posting-Detail

124       Land                                                  Posting-Detail

12111    Total Fixed Assets                            Sub Total

                                                                        121-124

19999    TOTAL ASSETS                               Total 1xxx


	The account type can be in three formats.  One accounting system format requires the accounts to be listed by where they appear in the fundamental accounting equation, such as Assets, Liabilities , Owner’s Equity, Revenue, Cost of Goods Sold, and Expense.  The second format lists them by what financial statement they appear on, such as Income/Expense, Balance Sheet, or Retained Earnings.  The third, as described previously, has the account type by where the account appears in the Chart of Accounts hierarchy: subheading, detail, or total.

Beginning, Initial, or Opening Balances are the dollar amounts accumulated in the accounts for an existing company. If the data is being set up in the first month of the fiscal period, all that needs to be entered are Assets, Liabilities, and Owner’s Equity accounts.  However, if the data represents months during the fiscal period, Income and expense accounts will also need to be added.  Opening Balance or Beginning Balances are entered in two basic ways.  One way is to create a journal entry in the General Ledger.  This is nice if you are at the beginning of a fiscal period.  It tends to be lengthy and tedious if you must also add the Revenue (Income) and Expense accounts.

The other way is to have a special command or submenu to enter the opening balances.  First, enter the account number, the balance in the account, and whether the balance is a debit or credit.  Once all accounts are entered and the debit balances equal the credit balances, the beginning balances are accepted.  In both systems you cannot change the balances once they have been entered and accepted.  Accepting the balances means either using the closing date in which they were entered or saying ”yes” to the prompt that asks if the balances are to be accepted.  Once accepted they cannot be changed without setting up the accounting system again.  This method is easier and fewer errors are made.

If the program has the capability of showing comparative statements, prior years’ balances will need to be added.  These can be entered much the same way as beginning balances but with a different entry option from the menu, or by entering the balance in a different field of the Chart of Accounts entry screen.  The balance for the prior year is kept in memory to be supplied when comparative statements are desired.  When the current year is closed the balance in these accounts will become the prior year balance.

As stated in previous chapters, in any main file the activities are Add, Modify, Delete or View.  It is always wise to do this type of housekeeping (editing) chores in the beginning of the month so the main file is up to date.  You can always make these changes during the month as they are identified.

A company adds new accounts when it is necessary to identify certain groups of expenditures.  When adding an account, beginning balances will not need to be entered because a new account should not have any accumulated cost.  Be careful if using the hierarchy method to put it in the correct order then double check that the account appears on the proper financial statement.

The account name can only be changed or modified.  If it is necessary to change the account number, it must be deleted, then added again with the new number.  If there is a balance in the account when changing the account number, the new account must be opened.  The balances must be transferred from the old account to the new account.  In the next month the old account should be deleted.
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	Accounts can be only deleted if the following conditions exist:

1. There must be no transactions for this account.

2. There must be no balance, either current or historical, for this account.  In other words, it needs a zero balance.

3. The account number cannot be a controlling account or a specified account for the configuration.

Note that in some programs if an account is deleted it will still how up in the Chart of Accounts for the reports for the current month because if was active during that month.  It will then be removed from the reports in the following months if there are no historical balances.

Sometimes a look at the Chart of Accounts will be all that is needed to answer the question at hand, be it, “do we have an office furniture account?” or “ What is the account number for gasoline expense?”  You can either view the Chart of Accounts or print a report.  The display of the main file Chart of Accounts could include just the name and number or it could also have the beginning balance, list each transaction, and give the ending balance.

     Always keep an updated hard copy of the current chart of accounts close by for reference purposes as the transactions are entered.

“On the fly” is the ability to add a file while in the data entry mode. Selecting the maintenance command will place the data entry mode in a back window on the screen or on the toolbar.  Addition of the new file can then be made.  Once the file is added simply click on the data entry screen or the icon on the toolbar to return to the same field in the data entry mode.  The new file is now available.  This ability reduces the amount of frustration in entering transactions.

Without on-the-fly ability you would have to take the following actions:

1. Stop the data entry.

2. Select the file maintenance command.

3. Add a record to the file.

4. Exit the file maintenance.

5. Reenter the Data Entry command.

6. Enter the transaction with the new file item.

An example of on-the-fly ability would be the process of entering a cash disbursement.   Suppose several transactions have been entered.  The next transaction requires a new account that was not entered previously.  The account is added and then used with the current transaction.

The Journal Entry is the main transaction in the General Ledger, especially if it is integrated.  The fields for the journal entry are account number, account name (automatically entered by the program), debit or credit, amount ($), then the reference for this entry.  The reference could be as little as 25 characters or as many as for lines.  Most accountants prefer more characters for the reference, as 25 letters do not give adequate room to enter the full description of the journal entry.
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	     When entering the journal entry a few fields use a default or assumed value.  For example, if a debit is entered, most programs will assume the next entry is a credit.  If it is another debit, use the shift tab to go backwards or click on the field to enter the debit amount.  This will erase the credit automatic amount.  This is called overwriting.

       Another assumed value is the amount.  If the first line of the journal entry is a debit for $100, the program will assume the next line will be a credit for $100.  Again, overwrite the dollar amount if it is a compound (or more than one debit or credit) entry.  An accounting program will not allow an unequal amount for a journal entry.  If there is a total debit of $100 there must also be a total credit for $100 or else the journal entry cannot be entered.

      Some programs have a special command to allow for unbalanced journal entries to help solve some problems in controlling accounts such as Accounts Receivable and Accounts Payable.  Consult your instructor should you have a problem.

Automatic or reoccurring journal entries are included in some programs.  Automatic journal entries are entries that will be occurring each month with the same amount and accounts.  Adjusting entries such as depreciation, and accrued salaries are usually the most common automatic journal entries.

The first step in using automatic journal entries is to build a file of all the necessary entries.  The program should have a special command to make a list of all the entries.  It should also be possible to modify and delete these entries.  Once the entries are entered it is important to print a list to make sure all the entries are correct.  At the end of the month all that is necessary to do is to enter the command that will process the journal entries.  In processing the entries, the program enters the entries into the general journal, then assigns journal entry numbers to each of the automatic entries starting with the number of the last regular entry.  With one command several entries have been entered without having to enter them one at a time.

Business Works has this capability under Entries - Recurring Entries.

The most common reports that can be printed from most General Ledger modules are discussed here.

 A Chart of  Accounts is a list of the accounts.  This report gives the account numbers to use when entering transactions. 

A Trial Balance provides balances in each account.  It shows that the debits equal total credits.

This report is helpful in giving the total amount spent or received in that particular account for the month and year to date.  It is also helpful in locating possible errors and the effect of the correction.

The General Ledger gives the account’s prior month beginning balance, a list of all the transactions for each account for the month, and the ending balance.  Sometimes the program will allow the General Ledger to list as much as a year of transactions.  However, this function takes up a large amount of space on the data disk.  It also makes the report hard to read because of all the detail included.
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	This report can be printed for the entire ledger, for a continuous group of  accounts, or for one account.  Use this report to see if a particular transaction has been entered or to see if a correction has the desired effect.

The General Ledger can be entitled General Ledger or be the detailed Trial Balance.

The Account Detail Report is just what its title indicates—a report that shows the detail of an account.  It usually lists the beginning balance, every debit and credit, and the new ending balance.  It is basically a portion of the General Ledger detail.  It is helpful if you want to see what transactions have affected a particular account.

 A good use of an activity report would be to see the balances in certain accounts.  For example, the cash account in a stand-alone General Ledger could be used to provide the data for a bank reconciliation.  An activity report for the Suspense Account prior to month-end closing could be used to verify the zero balance or to determine transactions requiring coding.

The General Journal lists all the journal entries for the month.  This report can be used to find the journal entry number if the entry is to be deleted, to see if all the necessary entries have been made, and to review journal entries that were entered.

The standard financial statements that can be printed are the Balance Sheet, Owner’s Equity, and Income Statement.  Sometimes a Cash Flow statement is included.  These statements can compare the current year balances with the prior year’s Comparative Statement or compared to the budget.  The Income Statement can also be printed by departments.  Another way the Income Statement can be printed is as a percentage of sales.  Depending on the reports needed an appropriate program can be selected that will provide these reports.

The Income Statement is the first report to be printed because the net income(loss) is used to update the balance of the Capital account for the Statement of Owner’s Equity.  The new Capital balance is entered in the Balance Sheet.

Some low-level accounting programs provide only the year-to-date revenue/expense balances.  Others give month-to-date and year-to-date figures.  Still others provide a percentage of sales figure.  The user must configure the company data to reflect the type of income statement to be printed.

If the Income Statement does not appear to be correct, check the company configuration and the hierarchy of accounts.  The accounting program uses the accounts specified in the configuration to know where to put the difference, or profit/loss, between the revenue and expense.

The Cost of Goods Sold section can be included as an option for the Income Statement.  This option is used for companies with inventory and purchases as opposed to service companies.

The Income Statement should be viewed on the screen before printing the other reports.  If something is wrong, it can be corrected before wasting time printing incorrect reports.

The Balance Sheet shows the assets, liabilities, and owner’s equity of a particular company.  Whether to list the classifications with sub-classifications is determined in the company configuration menu.  Some programs define the sub-classifications and some allow the user to define them.  If the company subdivides its assets and liabilities in a particular way, the ability to change the configuration is necessary.



	The Statement of Cash Flow informs the reader what activity occurred in the cash account.  Each transaction that occurs in the cash account is placed in one of three categories: OPERATING, INVESTING, or FINANCING.   Net Income starts the operating category and changes to current assets and current liabilities are placed in this category.  Other categories can be checked by asking the questions: Did the owner invest additional cash? Get a loan from the bank? Pay off a loan? Sell or buy assets? It is important to provide the system with the proper cash account number as it will look at this account to provide the detail for the report.

The Cash Flow Statement or Statement of Cash Flow is a required report under generally accepted accounting principles.  Be sure to check that the selected program has this capability.  This report is currently included in the Business Works Program.

Basic and high end accounting programs allow the user to create custom reports.  The user needs to add the fields to be included in the report, decide how it will be viewed, the name of the report and how the data will be sorted.  The custom reports allows the user to make the program fit the company.

Posting is the process of transferring the data from the journals to the accounts in the General Ledger and calculating a new balance in the account.

In the manual method of accounting, posting means copying the totals from the journals (Cash Receipts, Cash Disbursements, Sales, and Purchases) and placing them into the correct accounts in the General Ledger.  The next step is getting a new up-to-date balance in each account by adding or subtracting all the transactions from the beginning balance.  Doing this process manually takes a great deal of time and has the potential for many errors.  The computer’s greatest help is to do this process automatically with just the selection of the proper command.

With the manual method, all the transactions are carried in the ledger throughout the entire year.  Some computer programs require that the prior month’s transaction be dropped due to lack of space on the hard drive.  However, most programs will allow 2 years of data to be kept on the hard drive. The two years of data provide a historical report for the account(s) with all the transactions listed.

To perform the posting in a Stand-Alone General Ledger all that is needed is to select the command “Post the General Ledger”  The computer will then perform the posting process without any additional input from the user.

In an Integrated General Ledger the other modules must be posted to the General Ledger module before the General Ledger is closed.

Be careful not to post or close the General Ledger for the month until all the other modules are posted and everything balances.  If errors are still in the accounting system after posting it is much harder to correct the next month.

There are two types of posting or closing.  One is month end, where the revenue-expense (profit/loss) for the month are determined.  The other is year end, where not only the profit/loss is determined but the Income Statement accounts are closed.

The month end is performed at the end of each month once all the transactions are entered into the batches and the correct reports are printed.  The current month activity field is cleared of information when posting the month end.  The year-to-date data is updated by the current month activity.
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	The year-end is performed after the end-of-month posting is finished. At year-end a sole proprietorship would close revenue and expense accounts to income summary and then income summary account to Capital.  A corporation would close their revenue and expense accounts to the Retained Earnings account bypassing the income summary account.  Most accounting software programs use the title "retained earnings" to represent the closing account. This provides the flexibility to handle the different company organization.  There are four activities for year end closing (1) determine the difference between the revenue and expenses (net income), (2) zero or close the revenue and expense accounts to the income summary or the retained earnings account, (3) if not a corporation, close income summary to the capital account and lastly,(4) close drawing or dividends to capital or retained earnings.

Determined before performing year end if the End of Year command will perform one or all of the four activities.

An audit trail in a computer system lists all the activities that have been performed by the users.  For example, it will show when a batch has been posted, or when the problem occurs.  The user can view the list of commands entered and can determine what to do to correct the problem.  An audit trail is fast becoming a standard feature on all accounting programs.  

For Business Works the audit trail includes all the activity for the program not for the company. 

Errors can occur at any time with any computer.  When errors occur they must be corrected or reversed.

The following error types have special meaning when correcting transactions.

Correction    Changing a field.  Some programs put restrictions on the fields that can be changed.  Others allow all fields to be changed.

Error checking    Allows verification of each field immediately after entry.  Usually found in programs using immediate access.

Void    Cancels the entry by preparing a reversing entry.

Delete   Removes the transactions though it was never in the system.  The accounting profession does not like this option because the audit trial is interrupted.

The following are steps to help the user identify and correct transactions.

Determine and WRITE DOWN what the entry should have been, using your accounting knowledge:  What are the debits and credits?

1. Write down the correct and incorrect entry.

2. Print the General Ledger Detail Report to see how the entry has affected the accounts.

3. Using the manual method, figure out what the balance in the account should be.

4. Make a correcting entry in the G/L module if the A/R  and /or A/P module is not affected.  It is always best to reverse the incorrect transaction (make the debit a credit and the credit a debit) and reenter the correct entry because this provides a good audit trail.  Void or delete the entry in the A/R and/or A/P module if the error affected these accounts.

5. Display the General Ledger Detail Report to see if you have corrected the error.

Error can occur in any processing environment and must be corrected or offset (the net correction).  You are expected to correct your errors in this project.  The idea of the project is not to complete every step without making any mistakes.  Rather, it is to  complete the project and properly correct or handle any mistakes that do occur.

	There are two basic types of errors, each requiring different handling: (1) Account distribution errors happen when the wrong account is used in the transaction. (2) Open item errors, probably the most varied, are errors that happen when inputting transactions in accounts receivable and accounts payable.

The simplest error to deal with occurs when something is coded to the wrong G/L account.  For instance, someone entering an accounts receivable invoice might post the credit to Purchase, rather than Revenue.  In this case, there is not an error in the A/R subsidiary ledger (open item file)—it holds the invoice amount, date, customer code, etc.  So the only error is in the Sales Journal, or it has “moved on” to the General Ledger if the Sales Journal has been posted already.

The correction, then is simple.  Use a General Journal entry to debit Purchases (thereby negating the mistake) and balance it with a credit to Revenue, which is where the credit should have gone in the first place.  Use a description for the Journal Entry that clearly indicates why the entry was make,

A more complicated option that has the same effect is  1) reenter the invoice correctly, and (2) enter another invoice using the same accounts as the incorrect entry, except with a negative amount (this reverses the incorrect invoice).  Although this clutters up the open item file a little it has the advantage of keeping all sales transactions in the Sales Journal, and offers a clearer audit trail.

An error made in a journal entry can always be cleared up with another journal entry.  Note:  If you made an entry backwards (you entered credits as debits and debits as credits), don’t forget that it will now take two correct debits and two correct credits to record the entry.  The first set just offsets the wrong entry.  The second set records it correctly.

Unlike the distribution error just discussed, some errors do affect information in the subsidiary ledger, which is referred to as the open item file.  When a sale occurs an item is placed in the accounts receivable—an open item.  It is closed by the customer paying for the invoice.  When a purchase invoice is entered, it places or opens an item in the accounts payable.  It is removed by paying for the purchase invoice. 

     Since open item errors occur in the A/R  and A/P modules, this subject will be discussed in those chapters.
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