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How to close income summary accounts

Closing Entries

Step 2: DEBIT Income Summary and CREDIT expenses
General ledger entries for Miscellaneous Expense and Office Supplies

Expense accounts
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Closing entries illustrated

Dec 31 | Sales 480 000

Profit and Loss Summary 480 000

(To dose income statement account with
credit balances)

31 | Profit and Loss Summary 450 000

Sales Returns and Allowances 12 000
Sales Discounts 8 000
Cost of sales 316 000
Store Salaries Expense 45 000
Administrative Salaries Expense 19 000
Freight-out 7 000
Advertising Expense 16 000
Utilities Expense 17 000
Depreciation Expenses 8 000
Insurance Expense 2 000

(To close income statement accounts with
debit balances)

31 | Profit and Loss Summary 30 00O
RA Lewis, Capital 30 000
(To close profit to capital)
31 | RA Lewis, Capital 15 000
RA Lewis, Drawings 15 000

(To close drawings to capitall
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June 30 Fee Earned $22.350
Income Summary $22.350
To close oll imcome staterment eccounts with credit balances
June 30 Income Summary 5,690
Salanes Expense 25970
Advertising Expense 325
Machine Rental Expense 1,000
Office Rent Expernse 1,250
Uitilities Expense 145
To close out all income statement accounts with debit balonces
June 30 Retained Earnings 16,660
Imcame Summary 16,660

To close out income summary and update retained earnmgs

June 30 Retained Earnings 15,000
Dividends 15,000
To close out dividends and update retained earnings
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Income, expenses and capital retirement accounts (dividend) are temporary accounts that are reheatable at the end of the accounting period so that they have zero balances at the beginning of the next period. The closing entries are the journal entries used to transfer the balances of these temporary accounts to permanent accounts. After the closing
entries have been performed, the balances of the temporary accounts will be reflected in the retained earnings (a capital account). However, an intermediate account called Revenue Summary is created. Revenues and expenses are transferred to the income summary account, whose balance clearly shows the company's income during the period.
Then, the income summary is closed for the retained income. The sequence of the closing process is as follows: Close income accounts to Enter Summary. Close the expense accounts to enter Summary. Close summary of revenues for retained income. Close dividends to retained profits. The entries in the closing journal associated with these steps are
shown below. The closing entries may be in the form of an entry of a compound journal if there are several accounts that close. For example, there may be dozens or more of expense accounts to close the summary of income. 1. Return close to revenue The balance of the income account is the total income for the accounting period. Since the income is
one of the components of the income calculation (the other component are expenses), at the last day of the accounting period is closed to the Account Summary Account as follows: Date Accounts Debit Credit mm / DD Revenue XXXXX.XX Income Summary XXXXXX Once this closing entry is made, the balance of the income account will be zero and the
account will be ready to accumulate income at the beginning of the next accounting period. 2. Expenses close to income Expenses are the income calculation component and similar incomes are closed to the income summary account: Date Accounts Debit Credit Credit CreditRESULTARY OF INCOME XXXX.XX A xxx.xx After closing, the balance of the
expenses will be zero and the account will be ready for the expenses of the next accounting period. At this point, the income summary credit column represents the company's income, the debit column represents the expenditure, and the balance represents the company's income for the period. 3. The summary of income close to retention gains,
income or losses for the period finally adds or subtracts from the company's capital. The retained profit account is a capital account that accumulates the income of each accounting period. The income summary account closes to the retained profits as follows: Date Accounts MM/DDD Debit Credit Income Summary xxxx.xxx A A A xxxx.xx 4.4 Close
dividends to retained profits Any withdrawal of capital (e.g., the paid dividends) during the period will reduce the balance of the capital account, so the withdrawal closes to the retained profits: the accounts of the date Credit debit MM/DD Retained wins XXXX.XXX xxxxx After the closure, the next split count will have a zero period. Publication of
closing entries As with other journal entries, closing entries are posted in the appropriate general accounting accounts. After closing entries have been published, only permanent accounts in the major book will have balances not zero. Post-close test balance Once the closing entries have been posted, the test balance calculation is done to help detect
any error that may have occurred in the closing process. Recommended Reading August 10, August 2021, 2021 / Steven Bragg Closure entries are daily entries used to empty temporary accounts at the end of a period of timeand transfer so balances to permanent accounts. Temporary accounts are used to accumulate the activity of the results account
for a accounting period. the use of closing inputs restores theaccounts to start accumulating new transactions in the next period. otherwise, the balances of those accounts would be incorrectly included in the totals for the period under review. the basic sequence of closing entries is as follows: debit all income accounts and credit the summary income
account, thus eliminating the balances of the income accounts. credit all expenditure accounts and debit the summary income account, thereby eliminating balances in all expenditure accounts. close the summary income account to the retained income account. if there was a benefit in the period, then this entry is a debit to the summary income
account and a credit to the retained income account. if there was a loss in the period, this entry is a credit to the summary income account and a debit to the retained income account. the net result of these activities is to transfer the net profit or net loss for the period to the retained income account, which appears in the share section of shareholders
of the balance sheet. Since the summary income account is only a transition account, it is also acceptable to close directly to the retained income account and ignore the full income summary account. example of closing ticketsabc international is closing so books for the most recent accounting period. abc had $50,000 in income and $45,000 in
expenditure during the period. for simplicity, we will assume that all expenses were recorded in one account; in a normal environment, there could be dozens of expense accounts to clear. the sequence of entries is:1. start the income account by debiting it for $50,000, and transfer the balance to the summary income account with a credit. the entry is:
debit credit income 50,000 revenues summarize 50,000 2. start the expense account by crediting it for 45,000 dollars, andbalance to the summary income account with a debit. The entry is: Debit Credit Income summary 45,000 45,00045,000 3. Start the summary income account by debiting it for $5,000, and transfer the balance to the retained
income account with a credit. The entry is: Debit Credit Income summary 5,000 Retained gains 5,000 All of these entries have emptied the income, expenditure and income sums accounts, and have transferred the net profit for the period to the retained income account. Closing Procedure Having described the basic closing entries, we should also
note that a practical accountant rarely uses any of them, as these steps are automatically handled by any accounting software that a company uses. Instead, the basic closing step is to access an option in the software to close the accounting period. Do it automatically populate the retained income account for you, and prevents any other transaction
from registering on the system during the period that has been closed. Instead of previous entries, the practitioner is more concerned about completing a series of closing activities to ensure that all material transactions have been included in the accounting period. These closing activities include the following: The number of closing activities may be
much higher than the list shown here, depending on the complexity of a company's operations and the number of subsidiaries whose results must be consolidated. In addition, if the accounting system uses subprogrammes, it should close each subprogramme during the previous month to close the major book for the entire company. In addition, if the
company uses several sets of books for its subsidiaries, the results of each subsidiary must be transferred first to the books of the parent company and all the deleted inter-business transactions. If the subsidiaries also use their own subsidiaries, then their subsidiaries should be closed before the results of the subsidiaries can be achievedto the books
of the parent company. Ultimo, if the parent company is committed to any any Sweeping activities, it may be necessary to record loans from the contributing subsidiaries to the parent company for the amount of cash carried over to the investment account of the parent company, with the parent paying interest to the subsidiaries for any money
borrowed. Related courses Closing the booksThe soft closing The Year-End Close August 10, 2021/ Steven Bragg/ Bragg/
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