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Foreword

Principles Of Public School Accounting is the product of extensive
cooperative effort of four national educational associations and the
U.S. Office of Education.

This handbook is an extension of the State Educational Records
and Reports Series, which includes Handbook I, The Common Core of
State Educational Information, published in 1953; Handbook II,
Financial Accounting for Local and State School Systems—Standard
Receipt and Expenditure Accounts, 1957; Handbook ITI, Property
Accounting for Local and State School Systems, 1059 ; Bulletin No. 21,
Financial Accounting for School Activities, 1959; Handbook IV, Staff
Accounting for Local and State School Systems, 1965; and Handbook V,
Pupil Accounting for Local and State School Systems, 1964. As a
procedural manual, it supplements the other handbooks in the series.
It is designed as » guide for persons who may not have exteasive
training and experience in school finance accounting. In meeting
this need, the handbook is potentially useful to large schools as well
as small. As a means of self-improvement, inservice development,
and ready reference it has a broad range of service.

Deliberations of the Association of School Business Officials over a
period of several years pointed to the need for some type of an ele-
mentary accounting manual for local school systems. In 1960 the
board of directors of this association requested the U.S. Commissioner
of Education to initiate a project to produce such a manual and, in
response, the project which resulted in this handbook was begun in

uthe fall of 1962,

At its annual meeting in October 1964 the Association of School
Business Officials adopted a statement of accounting principles and
procedures relating to public schocl accounting which came to be an

important guide in the development of this handbook.

A policy committee meeting on April 17, 1963, at the call of the
U.S. Commissioner of Education, defined the purpose of the project
as that of producing a manual-guide of procedures in school finance
accounting based on the fundamental principles of recordkeeping
for school funds. Attending the meeting were:




' 1. Finis E. ENGLEMAN, Execulive Secretary,
! American Association of School Administrators
2. Epcar FULLER, Ezeculive Secretary,
Council of Chicf State School Officers
3. CuarLEs W. Foster, Executive Secretary,,
2 Association of School Business Officials of the United States and Canada
' 4. BARNARD Jov, representing HarorLp V. WEBB,
Executive Director of the National School Boards Association
h 5. Lyman Bryan, Director of the Washington Office,
'l American Institute of Certified Public Accountants
!

6. Sam B. TioweLL (Michigan Technological University),
Consultant

An agreement was reached that a committee, to be known as the
National Committee for the Improvement of Public School Account-

{ ing, should be appointed by the participating organizations to serve
7 for the duraiion of the project. In addition, consultants were to be
‘ selected.

The participating organizations chose the following committee
members and consultants:

Representing the American Association of School Administrators

WirLiam B, CurTis PinkNEY J. NEWELL
Superintendent of Schools Assistant Commissioner
Manchester, Connecticut State Department of Education
President-clect, AASA, 1966-67 Jefferson City, Missouri

Ropericx F. McPHEE
Superintendent of Schools
Cdencoe, Illinois

' | Representing the Association of School Business Officials

f AvviN L. Giruirz, CPA Joserit P. McELLIGOTT

| Assistant Superintendent Fiscal Officer, San Francisco
New Rochelis: Board of Education Unified School District
New Rochelle, New York San Francisco, California

Former President, ASBO

Representing the Council of Chief State School Officers

t ALwWIN J. SCHMIDT Puiuip 8. SHAW

! Fiscal Officer Comptroller
State Department of Education State Department of Education
Sacramento, California Tallahassce, Florida

Representing the National School Boards Association

. Harrt Faris, CPA Eruiorr Norwark, CPA
Pierce, Faris, Cochran, Sutton Trustee, Board of Education

) and Company Union Free School District No. 15
Former Member, Board of Education  Nassau County
Hutchinson, Kansas Lawrence, Long Island, New York
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Consultants Suggested by the American Institute of Certified Public
Accountants

SAMUEL J. BRoap, CPA (Retired) Sam B. TioweLL, CPA

Golden, Colorado Professor of Accounting

Former President, AICPA Michigan Technological University
Houghton, Michigan

Other Consultants

RoserT E. WILSON James W. WHITLOCK
Professor of Educational Administration  Associate Director, Surveys and Field
College of Education, Kent Siate Studies

University George Peabody College for Teachers
Kent, Ohio Nashville, Tennessee

ReciNaLp J. CrockETT, CPA
Assistant Director of Finance
Montgomery County Public Schools
Rockville, Maryland

Office of Education Staff for the project

BerT K. ApAMS ALLAN R. LICHTENBERGER
Specialist, Educational Accounting Chief, Terminology Compatibility
Branch

Project Coordinator

QuenTin M. HiLL JosepH A. PERKINS, JR.
Specialist, Educational Accounting Chief, College Facilities Loans Branch
Committee Chairman

The project was initially planned under the general direction of
James E. Gibbs, Jr., Chief, State Agency Support Branch, and
completed under the general direction of Ivan N. Seibert, Chief,
Elementary, Secondary, and Vocational Education Field Services
Branch, in the U.S. Office of Education. Special acknowledgment
is due Jerry N. Waddell and Richard J. Penrod, Office of Education
staff members, who provided valuable counsel in the formative
stages of the handbook.

The first national conference on the development ot the handbook
was held in Washington, D.C., on August 19-20, 1963. It was a
planning conference designed to determine the handbook’s depth,
and its nature and detail. Joseph A. Perkins, Jr., of the Office of
Education was selected by the committee to serve as its permanent
chairman.

A second national conference, held in Washington, D.C., »n
June 18-19, 1964, had the purpose of reviewing and improving the
first draft of the developing handbook. This deliberation provided
the guidance for writing a second draft of the manual.
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The third national conference on the project was held in Washing-
ton, D.C., on September 29-30, and October 1, 1965, to review
the second draft of the handbook. A third and final draft was
prepared following the conference. While it is recognized that,
some of the areas covered in this handbook may need to be expanded
from time to time, the manual is submitted as a guide to improvement
of school finance accounting.

OFFICE OF EDUCATION

ALEXANDER M. Moop, Assistant Commissioner, National
Center for Educational Stalistics

ArnNorLp A. Heywr, Director, Division of Dala Sources and
Standards
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CHAPYER |
introduction

This handbook is designed for people who will be recording and
reporting to others on financial information about a school district;
it is anticipated that readers and users of this handbook will range
from those who are totally unfamiliar with the subject to those who
have taken college courses in accounting. The handbook may be
used as a self-instruction tool as well as a supplementary reference
in formal methods of training in school accounting. To meet
varying needs, the book proceeds on the assumption that the reader
is a beginner in the field of financial recordkeeping snd that other
readers will use their own wisdom in selecting appropriate chapters
of the handbook. To enable the reader to become more familiar
with the principles suggested, the handbook presents a set of the
accounting records for a hypothetical school district. These examples
of accounting records may be used by the reader as a means of de-
veloping skills and understanding before assuming responsibility
on the job. Further, the reader may find the i.andbook useful as a
day-by-day guide in carrying out his responsibilities.

Keeping records is an important function in the operation and
administration of schools. Without an adequate set of records to
indicate what has happened or is happening in a school district,
decisions about the management of the system and about governing
policies would have to be based on memory or guesswork. With
an adequate set of records summarizing the financial transactions
and other activities of the school district, wise and informed decisions
can be made. The person who systematically records information
about the various financial activities of a school district provides a
basic and an indispensable service.

Financial records must be developed and maintained on a consistent
and systematic basis to provide information and service to many
different groups, such as:

(8) The local school board, superintendents, school business
managers, and principals, all of whom need up-to-date informa-
tion to manage wisely and to report properly and accurately
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the finances of the school district.

(b) The residents and taxpayers of the school district who
provide the menies which are used to operate the educational
system.

(c) The business community such as banks, investment com-
panies, and sales agencies, all of whom need information about
the financing of the school district in making decisions concern-
ing loans and sale of goods or services to the school district.

(d) Representatives of many different. governmental agencies,
such as the tax assessor’s office, the State department of educa-
tion, and the Federal Government, each of which needs specific
kinds of financial information about a school district in order
to carry out its responsibilities. These data are used by higher
governmental units in making comparisons and evaluations,
determining eligibility for financial aid programs, and providing
source material for many research and statistical studies of
value in the administration of education.

Besides being important to the people and groups mentioned above,
systematic snd well-kept records are invaluable to the person re-
sponsible for keeping the records. Systematic records suminarize
and bring into orderly arrangement the numerous and relaiively
unpredictable details of day-by-day operations. Information which
is arranged in an orderly manner makes it possible to trace back
individual items about financial transactions to their original
sources, and summaries of certain types of information about how
money i obtained and how it is spent may then be made on a
regular basic. Additionally, an orderly system of records will pro-
vide a basis for quick access to special financial information when
special unanticipatec :equests are made by the public, the school
board, the superintendent, the business mansger, the principal, or
one of the governmental agencies.

Financial recordkeeping is commonly called bookkeeping. Book-
keeping is only one phase of accounting. Accounting has been
defined as the art of recuiding, classifying, summarizing, report-
ing, and interpreting the results of the financial activities of an
organization.

During the early years of American education, records were not
extensive because school districts generally were smail and had
relatively few financial transactions. Today, school operation is
a big business and involves the daily use of many types of records.
The need for written records of the financial activity of a school
district increases with the number of transactions, with the difficulty
of the human mind to remember the details of each transaction,
with the need for planning future activities based on past successes
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and fajlures, and with the increasing extent to which various com-
munity organizations and taxpayers wish to be informed about the
cost of school operations.

School accounting is used to perform a number of services, the
more important being to:

(a) Maintain an accurate record of all the details involved in
school business transactions;

(b) Provide a system to insure that the resources of the school

district will be safeguarded and used only for the benefit of the
children of the district;

(c) Enable school administrators, school boards, and State
departments of education to plan effectively;

(d) Facilitate an analysis of the school district’s use of its money,

with emphasis on the requirements and educational policies
inherent in the budget;

(e) Enable the school district to report to various local, State,
and national groups concerning the financial operations and
status of the school district and also to compare its performance
with other comparable districts.

A model school accounting system should adhere to most of the
criteria used by a commercial enterprise in its accounting system.

As a minimum, an adequate school accounting system should meet
each of the criteria listed below:

(a) A school financial record system should be adequate to pro-
vide financial and related operational information for all
interested parties—the school board; the administration; the
public; auditors; local, State, and Federal authorities; and school
employees. The adequacy of the accounting systems depends
on whether both current and historical information is available
for decision-making purposes.

(b) The accounting system should be designed to demand
accuracy and a reasonable degree of internal control. If so
designed, it will automatically assist those who are performing

the daily work on the records as well as those who supervise
them.

(¢) A school accounting system should be consistent with
generally accepted governmental accounting principles, and
consistent as between one period of time and another. Valid
comparisons of monthly or yearly operations in different time
periods can be made only if the items are treated in the same
way throughout. Changes and improvements in the account-

ing system may prove necessary, and these should be made at
logical times in the accounting period.




ot ———

(d) A school accounting system should be flexible. Change is
inevitable. New programs will develop; old programs will be
dropped. Provisions should be made for taking care of changes
with as little disruption as possible.

(e) School financial accounting systems should be uniform; to
permit maximum usefulness, they should allow for financial,
operational, or nerformance comparisons with other school dis-
tricts on local as well as State and national levels. Uniformity
will insure that the items being compared ere similar items, and
standard terminology and definitions should be used. This is
one of the primary reasons for the cooperative development of
the handbook series published by the Office of Education of
the U.S. Department of Health, Education, and Welfare.

(f) A financial accounting system should be as simple as possible
and still fulfill the pertinent requirements. It is essential that
the system not become merely frustrating “busy” work. A
good accounting system will assist in improving the education
processes, not hinder them.

(2) A school financial accounting system should provide ready
access to information about individual financial transactions as
well as summaries of inforination about groups of financial
transactions. Unless the recordkeeping system is organized as
indicated in the criteria above, it may be exceedingly difficult
to gain ready access to information about the current and
projected financial operations and status of the school district.

The principles of accounting apply to public school accounting, and
it is a mistake to believe that public school accounting is something
unique. There are, however, certain features of governmental and
public school accounting which have been developed for sound
reasons, but which have little or no counterpart in commercial
practice. The principles and procedures dealt with and the illustra-
tions used in this handbook are basic to any school financial ac-
counting system regardless of size and regardless of the recording
method used, whether manual, machine, or automatic data
processing.

It is pointed out in Handbook 1I, Financial Accounting for Local
and State School Systems, Standard Receipt and Expenditure Accounts,'

1 Paul L. Reason and Alpheus L. White, Financial Accounting for Local and
State School Systems, Standard Receipt and Expenditure Accounts, Washington,
D.C.: U.8. Department of Health, Education, and Welfare, Office of Education,
State Educational Records and Reports Series: (Handbook II, Bulletin 1957,
No. 4) P. XVI, Introduction; U.S. Government Printing Office, 1957.




that uniformity in accounting and standard terminology are the
foundation for accurate recording, reporting, and interpretation of
financial information. Basic items of financial information can be
used profitably for all purposes only when they have the same
meaning everywhere. Increasing the general foundation of knowl-
edge of school financial accounting principles and procedures will
bring about further improvement in many directions, for example:

(a) The initial recording of financial data
(b) The accounting for school funds
(¢) The school budget

(d) The establishment of a sound basis for educational cost
accounting

(e) The accuracy of local, State, and national financial statistics

(f) The validity of comparisons of financial information among
communities and among States

(2) The compilation of suitable information needed by local
and State educational authorities in policy determination

(h) The accuracy of educational research

(i) The reliability of reporting to the public on the financial
position, progress, and future plans of education.
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CHAPTER 1l
Definitions and Principles of Accounting

Accounting is based on a body of principles which are put into
action through procedures. Both the principles and the procedures
contain terminology which is peculiar to accounting. In some cases
the terms are peculiar to accounting; in other cases the terms as used
have a specialized meaning.

In this chapter you will be introduced to all three—principles,
procedures, and terminology of accounting. In later chapters you
will find the procedures illustrated.

The accounting equation

As with one’s own personal finances, it is essential that what is
owned and what is owed be kept constantly in mind. Otherwise,
one would soon find himself unable to pay his bills and unable to

get further credit.
Financial accounting is based on the principle that what one owns

less what he owes equals his equity. In equation form the principle is
stated—
Owned—Owed=Equity
Assets are things of value owned.
Liabilities are debts owed.
Equity is the mathematical difference between Assets and Liabili-
ties. Using this terminology, we may restate the equation:
Assets— Liabilities=Equity
To illustrate, assume that a school district has cash in the bank of
$6,000 and owes $5,000. What is its equity? Since assets (what is
owned) less liabilities (what is owed) equals equity—
Assets— Liabilities=Equity
$6,000—$5,000=$1,000

Try another one: Assume that the school district has $200,000 in
bank, but it owes salaries to teachers in the amount of $175,000.




What is its equity? Since equity equals assets minus liabilities,
then—
Equity= Assets— Liabilities
Equity =$200,000—$175,000
or
Equity=$25,000
or
$25,000=%$200,000— $175,000 -
or
$25,000=$25,000
Assume, now, that we know the value of liabilities and equity.
Can we determine the value of assets? In the preceding example,
we state that Equity=Assets—Liabilities. Using the same amounts
for equity and liabilities we would have—
Equity= Assets— Liabilities
$25,000= ? —$175,000
or
What less $175,000 equals $25,000?
$200,000— $175,000 equals $25,000
Or, stated a different way—

Assets=Liabilities-+Equity
$200,000=$175,000$25,000
We have now stated the accounting equation three ways:
(1) Assets—Liabilities=Equity
$200,000—8$175,000==$25,000
(2) Equity=Assets— Liabilities
$25,000=$200,000— $175,000
(3) Assets=Liabilities+-Equity
$200,000=$175,009 - $25,000
The accounting equation can be added to or subtracted from as long as
the same amount is added or subtracted on both sides of the equation.
It is important to remember that the equation must be in equality

or balanced. Assume that a school district has assets of $50,000,
liabilities of $22,000, and equity of $28,000

$50,000="$22,000 $28,000
then:
$50,000= $50,600
Now if $10,000 is added to the asset side (the left side) of the
equation, it is necessary to add $10,000 to the liability--equity side




(the right side) to balance the equation:
$50,0004$10,000=%$50,000+- $10,000
$60,000=$60,000

The same reaction is true when an equal amount is subtracted from
both sides of the equation:

$50,000—$5,000=$50,000—$5,000
$45,000=9$45,000
To relate these actions and reactions to the accounting equation—

(1) An asset can be increased and another asset decreased an
equal amount. For example, a school district sells $5,000
of investments (asset) and receives cash (asset). The
investment asset has been decreased but cash has been
increased by the same amount. Hence, we still have the
same total current assets.

Assets=Liabilities+Equity
($50,000— $500) 4 $500=$22,000 - $28,000
$50,000=$50,000

(2) An asset can be increased, and, on the other side of the
equation, the liability would be increased an equal amount.
For example, $500 worth of mimeograph paper is received
in the storeroom (an asset is increased), but it hasn’t yet
been paid for. The district now has an added $500 lia-
bility (it owes the paper salesman the $500), and the
accounting equation looks like this:

Assets=Liabilities+Equity
Assets-- paper= (liabilities+ paper liability) 4+ Equity
$50,000-- $500= ($22,000--$500) +-$28,000
$50,600=$50,500
This shows the action of paper being acquired and the

reaction of the new liability being created to keep the
equation in balance.

(3) The third way to balance the equation is to increase the
equity in an amount equal to the asset increase. For example,
the school district receives $500 from another school district
as a tuition payment.

Assets+Cash=Liabilities+- (Equity +addition to Equity)
$50,0004 $500=$22,000-- ($28,000--$500)
(4) The fourth possibility is to increase one liability while

decreasing another. For example, the school district issues
-2 90-day note to the paper salesman (in example 2) to




satisfly the account payable.
Assets=Liabilities+Equity

Assets= (Liability— paper liability+ note payable)+Equity
$50,500= ($22,500—$500 ~+$500) - $28,000

$50,500= $22,500- $28,000

$50,5600=$50,500

It is possible, in fact often necessary, to apply a combination of

1, 2, 3, or 4 above, to balance the equation (that is, to record the
reaction to an action).

For example, assume that the district buys $500 worth of mimeo-

graph paper, pays for half and charges the other half. The account.-
ing equation should then look like this:

Assets=Liabilities+Equity

(Cash—partial bayment) -+ paper= (Liabs. +additional liab.+-equity)
($50,500—$250) - $500= (822,500+4-$250) -+ $28,000
$50,750=850,750

Assets, liabilities, and equity defined

It is necessary now to explain more fully the terms Asset, Liability,
and Equity.

Assets

In the language of accounting, assets are things of value which a
school district owns or controls,

Assets are classified as either current or fized.

A current asset is cash or anything that can be readily
converted into cash.

The following items are examples of current assets:
1. Cash;

2. U.S. Treasury notes or bonds held by the school distriet;
3. Supplies in a stockroom ;
4. A check awaiting deposit in a bank;

5. A certificate of deposit from g bank (which is a written

statement of a bank that a school district has money on
deposit earning interest) ;

6. Accounts receivable such as money due the district from
the State but not yet paid, property taxes due, tuitio. due.

A fized asset is an item of value owned by the school district which

is not likely to be sold for cash. The following items are examples
of fixed assets:

245-882 0—87—2




1. Land;
2. Buildings;
3. Equipment.

Liabilities

In the language of accounting, labilitics are any debts the school
district owes.

Liabilities are classified as either ¢urrent or long-term.

A current liability is any debt which the school district expects to
pay within a short period of time, usually a year or less. The
following items are examples of current liabilities:

1. An invoice for textbooks purchased;

2. A bill payable to a vendor for food delivered to the
cafeterias;

3. Two months’ salary earned by a teacher where payment
has been deferred until the summer;

4. Income tax withholdings from salaries of employees not
yet paid to the Government;

5. A short-term note held by a bank for money borrowed
by the school district.

A long-term liability is one which the school distriet is not likely to
pay within a year. The most common and usually the oniy long-
term liabilities of & school district are bonds issued for school con-
struction, or site and large equipment purchases. A bond is a
written promise to pay a definite sum of money at a fixed time in the
future. Construction Fund and Fixed Assets accounting are
discussed in chapters XTI and XII, respectively. Only current assets
and current liabilities will be considered in this and the next several
chapters.

Equity or fund balance

It was mentioned earlier in this chapter that the mathematical
excess of assets over liabilities is Equity. Actually, the term Equity is
not normally used in school financial accounting. Instead the excess
of Assets over Liabilities is generally called Fund Balance. Other terms
for Fund Balance are in limited use but are not recommended.
Hereafter, the term Fund Balance will be used instead of Equity.

With this fuller explanation of Current Assets, Current Liabilities,
and Fund Balance, the accounting equation may be written as:

Assets=Liabilities+ Fund Balance

Using % sample school district, the reader may calculate its Fund
Balance.
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At the beginning of the fiscal year, in July, there is an amount of
$10,000 in the bank, the district has not received $25,000 due from
the State (which is called an Account Receivable), and there is an

amount of $15,000 temporarily invested in U.S. Treasury Notes.
The district’s Current Assets are then:

CashinBank._.._..______ . $10, 000
State Appropriations Receivable..._.__.__________ 25, 000
Investments, U.S. Treasury Notes...._____________ 15, 000

Total Current Assets.._.____.._______ $50, 000

At the same time, the school district owes $14,000 to the U.S.
Treasury for income tax deductions withheld from the employees
payroll in June, it owes the Hospitalization Insurance Company
$3,000 for hospitalization insurance premiums deducted from the

employees payroll in June, and it owes $5,000 to vendors for various
supplies and materials.

Therefore, the liabilities are:

Federal Income Tax Withheld, Payable.________________ $14, 000
Insurance Premiums Withheld Payable...______________ 3, 000
Accounts Payable To Vendors...._____________ 5, 000

Total Liabilities....___._____________ $22, 000

Assets=Liabilities+Fund Balance

$50,000=%$22,0004-Fund Balance
or

Fund Balance=$50,000—$22,000=$28,000

Accounts

When a school district buys supplies, or pays teachers, or receives
taxes, or conducts other business affecting the financial condition of
the school district, it is transacting business. Such’ business deals
are called transactions.

All transactions are recorded in g journal, and are posted Jrom it to
accounts. The journal is discussed on page 20.

An account looks like a ““T.” The left side of an account is called
the debit side; the right side is called the credit side.

Debit side Credit side
(left side) (right side)

To accounts are posted not only the amounts of a transaction but
also the date, a brief description, and the journal page number (ref.)

on which the transaction was recorded. With these additions, an
account looks like this—

11
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Use cf accounts

An account is established for each asset, for each liability, and for
each fund balance account. To explain the relationship of debits and
credits to assets, liabilities, and fund balance—

Assets

The value of an asset is recorded in the left (or debit) side of the account.

Increases in the amount of an asset also are recorded in the left (or
debit) side of the account.

Decreases in the amount of an asset are recorded in the right (or credit)
stde of the account.
Liabilities

The amount of a liability and increases in the liability are recorded in
the right (or credit) side of the account.

Decreases in the amount of liability are recorded in the left (or debit)
side of the account.

Fund balance

The Fund Balance and increases in it are recorded in the right (or
credit) side of the fund balance account.

Decreases in Fund Balance are recorded in the left (or debit) side of
the account.

Following is a list of 10 transactions. Take a separate sheet of
paper, list the numbers from 1 to 10 and indicate which accounts
(asset, liability, fund balance) are to be debited and which are to be
credited. When you have completed your list check the answers
against those shown below.

Taxes are collected.

Teachers salaries are paid.

Investments are sold.

Money owed to the XYZ Company is paid.
Money is borrowed from the bank.

A telephone bill is paid.

Investments are purchased.

State-aid funds are received.

. A 90-day note is issued to the FGH Company for the
account payable owed it.

10. Custodians salaries are paid.

LN

REMEMBER—

Assets = Liabilities + Fund Balance
Debit Credit Debit Credit Debit Credit
Increase Decrease .Decrease | Increase Decrease | Increase

13




Again—
A debit—increases an asset
decreases a liability
decreases fund balance

A credit—decreases an asset
increases o liability
increases fund balance

Your answers should be—

Debit Assets (Cash); credit Fund Balance.

Debit Fund Balance; credit Assets (Cash).

Debit Assets (Cash); credit Assets (Investments).

Debit Liabilities (Accounts Payable); credit Assets
(Cash).

Debit Assets (Cash); credit Liabilities (Notes Payable).

Debit Fund Balance; credit Assets (Cash).

Debit Assets (Investments); credit Assets (Cash).

Debit Assets (Cash); credit Fund Balance.

Debit Liabilities (Accounts Payable) ; credit Liabilities
(Notes Payable).

10. Debit Fund Balance; credit Assets (Cash).

Ll

LrIASE®

To illustrate further the use of debit and credit, some examples are
presented :
(1) The school district receives $50,000 in taxes:

Action: Cash is increased, =Reaction: This increases the Fund
so debit Cash. Balance in the accounting
equation, so credit Fund
Balance.
Cash Account Fund Balance Account
(Debit) (Credit) (Debit) (Credit)

$50,000 $50,000

Note the action and the balancing reaction:
(2) The district buys $500 worth of mimeograph paper
for cash and puts it in the storeroom.
Action: The asset Supplies =Reaction: The asset Cash is de-
is tnecreased, so creased because the paper
debit Supplies. was paid for, therefore,
eredit Cash.




Supply Account Cash Acecunt

(Debit) (Credit) (Debit) (Credit)
$500 $500

Note the action and the balancing reaction.
(3) Instead of paying cash for the paper, the district buysit on
credit. In other words, the district ‘‘charges” the paper
just as many people do when they buy an article in a depart-
ment store. Assume that $500 worth of paper has been
bought. Note here that the word “credit’’ does not mean
the side of the account, but rather refers to the generally
accepted commercial use of the term of trusting a person to
pay later for something he takes home from a vendor now.

Action: The asset Supplies =Reaction: A liability is increased,

i8 inereased, so 80 credit Accounts Pay-
debit Supplies. able To Vendors.
Accounts Payable To Ven-
Supply Account dors (A Liability Account)
(Debit) (Credit) (Debit) (Credit)
$500 $500

Note the action and the balancing reaction.

(4) Assume now that the school district pays the vendor
for the $500 worth of paper which we ‘“charged”’:

Action: The asset Cash is decreased, =Reaction: The liability is de-

so credit Cash. creased, so debit
Accounts Payable
To Vendors.
Accounts Payable To
Cash Account Vendor
(Debit) (Credit) (Debit) (Credit)
$500 $500

Note the action and the balancing reaction.

In the preceding and above examples, there is a fact which may
now be clear. It is:

(1) In each transaction, the amount of the debit equals
the amount of the credit.

(2) In other words, there is an action and a self-balancing

15




reaction. This self-balancing feature is called double-entry
bookkeeping and is one of the principles of good accounting.

The following is a series of simplified transactions which might
take place in a typical school distriet. After reading and analyzing
them, take a look at the next section which explains the correct
handling of the transactions. As the reader reads these transactions,
he should think about which accounts he would debit and credit.

(1) A check in the amount of $8,000 is received from the
State department of education.

(2) The State department of education notifies the school
district that the State owes the district $142,000.

(3) Textbooks and supplies in the amount of $3,500 are
purchased on credit by the school district from the ABC
Company.

(4) Taxes are collected for the school district this month
and the district receives a check from the tax collector for
$175,000.

(5) The teachers and other employees are paid $44,000 in
salaries.

(6) The school district buys $80,000 worth of U.S. Treasury
bills for a temporary investment.

(7) The school district pays $3,000 to the Hospitalization
Insurance Company as premiums deducted from the
employees’ payroll.

Starting with the amounts already in the accounts (see p. 11),
review the transactions and see what should have been done with

each one:
(1) A check in the amount of $8,000 is received from the State
department of education.

Debit Cash, $8,000; Credit
State Appropriations
Receivable, $8,000, be-

Cash in Bank (Asset)

(the beginning amount)  $10, 000

cause the Cash increased
and the asset Accounts (1)8, 000
Receivable decreased.
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(2) The State department of education notifies the school district
that the State owes the district $142,000.

Debit State Appropriations State Appropriations
Receivable, $142,000; Receivable (Asset)
Credit Fund Balance,

- $142,000, because the

asset State Appropria- $25, 000

tions Receivable in- $8, 000
creased and increased (2)142, 000

the equity, the Fund

Balance.

Fund Balance

(the beginning amount) $28, 000
(2)142, 000

(3) Textbooks and supplies in the amount of $3,500 are purchased on
credit by the school district from the ABC Company.

Debit Supplies, $3,500; Supplies (Asset)
Credit Accounts Payable (no beginning amount)
to Vendors, $3,500, (3)83, 500
because an asset increased

and a liability increased.
Accounts Payable
To Vendors (Liability)
$5, 000
(3)3, 500

(the beginning amount)

(4) Taxes are collected for the school district this month and the
district receives a check from the tax collector for $175,000.

Debit Cash, $175,000; Cash in Bank (Asset)
Credit Fund Balance, $10, 000
$175,000, because an 8, 000
asset increased and (4)175, 000

increased the cquity, the
Fund Balance.

Fund Balance
$28, 000
142, 000
(4)175, 000

(5) The teachers and other employees are paid $44,000 in salaries.

Debit Fund Balance Fund Balance
$44,000, because the $28, 000
cquity, Fund Balance, has 142, 000
been reduced. Credit 175, 000
Cash, $44,000, to reduce (5)%44, 000
the asset.

17




Cash in Bank (Asset)
$10, 000

8, 000
175, 000

(5)%44, 000

(6) The school district buys $80,000 worth of U.S. Treasury bills
| for temporary investment.

Debit Investments, Investments (Asset)
$80,000; Credit Cash,
$80,000, because the (the beginning amount) $15, 000
‘ asset, Investments, has (6)80, 000
fi increased and the asset,
I Cash, has decreased.
Cash (Asset)
$10, 000
8, 000
175, 000
$44, 000
I (6)80, 000

(7) The school district pays $3,000 to the Hospitalization Tnsurance
Company as premiums deducted from the employees’ payroll.

Debit Insurance Premiums Tnsurance Premiums
Withheld, $3,000; Credit Withheld, Payable
Cash, $3,000, because the (Liability)
liability, the accounts o
: payable to the Hospitali- (the beginning $3, 000
) zation Insurance Co., has amount) (7)%$3, 000
' decreased, and the asset,
Cash, has decreased. Cash in Bank (Asset)
$10, 000
8, 000
175, 000
' $44, 000
80, 000
(7)3, 000

Obtaining the account halances:

After all transactions have been posted, the accuracy of the post-
ings should be checked. To do this, the balance in each account must
be determined. The account balance is the difference between the
entries on the debit side (left side) and the credit side (right side) of
an account. If all the entries are on one side, the total of those en-
tries is the account balance. If an account has only one entry, this
single amount, is the account balance. For example, the account
balance of the Investments Account is $95,000. Tt is a debit balance
because it is on the debit side of the account.

18




Using the Cash Account as an illustration, the small figures directly
under the last entry posted (7) is the total for the entries:

Cash
(Debit) (Credit)
$10, 000 $44, 000
8, 000 80, 000
175, 000 (7)3, 000
193,000 127,000

T

Pencil Footings

These small figures, written in pencil so that they may be erased
are called pencil footings. They are written in small figures so that
they will not be mistaken for an entry in the account and to avoid
wasting a full line in a normal bookkeeping ledger. The difference
is obtained by subtracting, and the balance is also written in small
pencil figures in the Explanation column as shown in the full illus-
tration below of our Cash account. Since thers is a debit balance,
the balance figure is written on the debit side of the account. If
there is a credit balance, it is written on the credit side.

CASH Account No. 1

posTi  pesiT . POST|  crepIT
DATE |  EXPLANATION RE:" AMOUNT (| DATE | ExPLANATION || CREDIT

July |Previous balance| 1 10 000 --{lJuly 2| Paynole ! 44 000 -~
[July 6| State Approp. ! 8 000 --July 7| Theasury bikes | 1 80 000 -~

July 7| Taxes neceived I 11175,000 --|\Juty 9| Hosp, Ins. Co. | 1 3,000 -~
66,000 198, 000 127, 000

Account
batance

Normally the kind of account will indicate its balance. Asset
accounts have debit balances. Liability accounts have credit
balances. Fund balance accounts have credit balances.

The accounts for the seven previous transactions have the fol-
lowing balances:

Cashinbank._ ... ___________ ... $66, 600 debit balance.
Investments_...__________________ 95, 000 debit balance.
State Appropriations Receivable___________ 159, 000 debit balance.
Supplies.....__________.___________ 3, 500 debit balance.
Accounts Payable to Vendors._____________ 8, 500 credit balance.
Federal Income Tax Withheld, Payabie.____ 14,000 credit balance (from
our first example).
Accounts Payable, Hosp. Ins. Co___________ 0 No balance.

Fund Balance_...._____.____________ 301, 000 credit balance.
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The trial halance

If posting to the accounts has been accurate, the total of all the
debit balances should equal the total of the credit balances. This is
true because for every debit entry there has been a credit entry or entries
of an equal amount.

The next step is to prepare a trial balance, which would look like
this:

XYZ SCHOOL DISTRICT
TRIAL BALANCE, JULY 31,1964

Accound tithes Debdz Credit
Cash in Bank 66 000 ~~
Thvestments 95 000 -~
State Appropriations Recedvable 159 000 -~
Supplies 3 500 -~
Fedenal income Zax withheld, payabfe 14 000 --
Accounts payable to vendonrs § 500 ~-
Tnsurance premiums withheld, payable 0 -~
Fund balance 301 000 --

323 500 -- | 323 500 --

The reader will note that the debits and the credits are equal in
the trial balance. A trial balance is necessary because errors can
creep into the work. For example, errors may occur while posting
transactions to the ledger accounts. Numbers can be transposed
such as the accidental posting of a debit as $48 and the related credit
as $84. For further information on finding errors see chapter 5,
page 110.

The journal

As transactions occur they are recorded first in a journal. The
recording s called a journal entry and contains a summary of the
transaction—the date on which the transaction took place, accounts
affected, how they are affected (whether debited or credited), the
amounts to be debited or credited, and a brief description of the
transaction.

Assume that at the beginning of the fiscal year (July 1) a school
district has cash of $10,000, liabilities of $500, and a fund balance
of $9,500. On September 1, it pays the creditor the full amount
owed him. What should be recorded in the journal entry?

Date of the transaction—September 1, 19__.
Accounts affected—Cash (Asset)—to be decreased (a credit)
Account Payable (Liability) to be
decreased (a debit)

Amount to be debited.____._ $500. 00

Amount to be credited.... 500. 00




Brief description of entry—to record payment in full to
RST Company.

The actual entry in journal form is shown below. Note that the
account to be debited is listed first and the account to be credited
is indented—this is an accepted practice. The form used is the
standard form for the General Journal.

GENERAL JOURNAL
Page 1.
POST DEBIT CREDIT
DATE ACCOUNT TITLE AND EXPLANATION REF, AMOUNT AMOLINT
19xx
Sept, 1 lAccounts Payable 60 500 ¢
Caah 10 500100
To necond payment in full to RET
Company

After the transaction has been entered in the journal it is trans-
ferred to the proper accounts. The column, above, “POST REF.”
is used to record the account numbers of the accounts to which the
debit and credit entries have been transferred.

On the following page the journal entry above is posted to the
proper accounts. For the purpose of this illustration, we have
assumed that at the end of the preceding year there was a cash
balance of $1,000 and that $500 was owed the RST Company.

10. CASH
DATE EXPLANATION [ Rep [l 2c8T |l DATE | expLANATION | re T
19xx 19xx
Jul 1 (Bal carnied fwd 1 000 00(Sept 1 a/Pay, RST Co, |J-1 500 @0
60. ACCOUNTS PAYABLE
DATE ExpLANATION [ rer ||, DEBIT " DATE |  EXPLANATION | ReF ACN:%%'IIIT
19xx " 19xx d‘
Sept 1| A/Pay~RST Co, |J-1 500 00[|Jut 1[Bak. brot fud. 500 00

The general ledger

All the asset, liability, and fund balance accounts, together, make up
what is called the General Ledger.
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Revenue and expenditures

If a school district receives tax monies of $1,000 it increases assets
(Cash) by $1,000; no other asset is decreased ; no liability is increased;
therefore, the fund balance (the excess of assets over liabilities) is
increased by $1,000. ]

I a school district pays rent of $2,000, it decreases assets (Cash)
by $2,000; no other asset is increased; no liability is decreased;
therefore, the fund balance is decreased by $2,000.

Increases in assels or decreases in liabilities which result in an
increase in fund balance are called revenue. Examples of revenue
are: receipts from taxes, tuition, State aid, and Federal aid.

Decreases in assets or increases in liabilities which result in a decrease
in fund balance are called expenditures. Examples of expenditures
are: salaries, supplies, contracted services, utility costs, and the like.

Definition of revenue

Revenues are defined by the National Committee on Governmental
Accounting as “additions to assets which do not increase any liability
nor represent the recovery of an expenditure, and the cancellation of
liabilities without a corresponding increase in other liabilities or a
decrease in assets.”” Again, stated in simpler terms, revenues are
increases in assets or decreases in liabilities which increase the
amount of the fund balance.

As an example, take the previous equaiion:

Current Assets=Current Liabilities+Fund Balance
$50, 000=2$22, 000 +$28, 000

Now assume that the school district is to receive revenue in the
form of property taxes of $20,000. The effect of this revenue on
the accounting equation is:

Current Assets= Current Liabilities+ Fund Balance+ Revenue

$50, 000=$22, 000 + $28, 000
+20, 000= -+ $20, 000
$70, 000=$22, 000 +$28, 000 -+ $20, 000

Note here that the equation is in balance because for every action
there is a reaction.

The action of revenue increasing is balanced by the reaction of the
asset increasing by the same amount.

Definition of expenditures

Expenditures are defined by the National Committee on Govern-
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mental Accounting as “charges incurred, whether paid or unpaid,
including expenses, provision for retirement of debt . . ., and
capital outlays.” Again, stated in simpler terms, expenditures are
decreases in assets or increases in liabilities which decrease the
amount of the fund balance.

To illustrate, assume that a payroll of $3,000 is paid. The assets
are decreased by $3,000 when cash is paid and the expenses are
increased by $3,000. The effect of this expense on the accounting
equation is:

Current Assets=Current Liabilities+Fund Balance+ Revenue— Expenses

$50, 000==$22, 000 +$28, 000

20, 000= +$20, 000
—3,000= —$3, 000
$67, 000=$22, 000 +$28, 000 +$20, 000— $3, 000
$67, 000=$70, 000 —$3, 000

$67, 000=$67, 000

Note again that the equation is in balance.

The reader should be particularly aware at this point that the
status of a school district’s accounts will be constantly changing.

As revenue is received, and as expenses are incurred or paid, they
affect the available fund balance.

Funds

Heretofore we have used the term “Fund Balance” without
defining “Fund.”

To the nonaccountant the word “funds” suggests money or
monies; accountants also use the term with that meaning. There
is, however, another meaning of “funds.” Up to this point we have
dealt with Assets, Liabilities, and Fund Balance as though they
were part of one group of accounts or one ledger. Actually, a
school district may, in effect, run several businesses, esch with its
own assets, liabilities, and fund balance. For example, the primary
business of the school district is to operate schools for the education
of children. It also may operate cafeterias to feed schoolchildren.
Or, it may construct buildings in which to educate children.

The assets, liabilities, and fund balance of each of a school district’s
“businesses” constitute o “Fund.” Stated another way, ¢ fund is
an independent accounting entity with its own assets, Liabilities, and
Sfund balance. Thus a school district may have a General (or
Operating) Fund, a Cafeteria Fund, a Construction Fund, and
possibly others (depending on its need for ‘“Funds’).

The general fund

In the next several chapters we will be dealing with the General
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Fund. The General Fund is used to finance the ordinary operations
of the school district. In the accounting records of the General
Fund are recorded taxes collected, State and Federal aid, tuition
and other receipts relating to the operation of schools, and such
payments as teachers’ salaries, supplies used in the classroom, and
utility costs.

Summary
(1) What a school district owns are called Assets.
(2) What a school district owes are called Liabilities.
(3) The excess of Assets Over Liabilities is called Fund Balance.
(4) Debits are entries to the left side of an account or accounts.
(6) Credits are entries to the right side of an account or accounts.

(6) Assets have debit balances; therefore—
Debits Increase Assets
Credits Decrease Assets

(7) Liabilities and Fund Balances have credit balances; therefore—
Debits Decrease Liabilities and Fund Balances
Credits Increase Liabilities and Fund Balances

(8) Increases in assets or decreases in liabilities which result in an
increase in fund balance are called Revenue.

(9) Decreases in assets or increases in liabilities which result in a
decrease in fund balance are called Expenditures.

(10) Transactions are recorded in a Journal.
(11) From the journal, transactions are posted to Accounts.
(12) A group of accounts is called a Ledger.

(13) A Trial Balance is a listing of account titles and account balances
for the purpose of determining whether accounts are in balance—
whether the total of all debit account balances equals the total of all
credit account balances.

(14) A Fund is a group of resources and related accounts which
pertain to a specific activity of the school district.

(15) Through the use of the accounting equation, transactions are
summarized and recorded in balanced journal entries and from the
journal are posted to the proper accounts.
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CHAPTER Il

Opening the General Ledger

Recording assets, liabilities, and fund balance

A sample set of financial books is presented in this chapter. The
normal entries or postings to the various accounts for one month’s
transactions sre also illustrated.

If the books have not been opened, the person responsible for
maintaining the financial records should progress through a series of
steps in opening them. Then he may begin to post the transactions
as they occur. In summary, these steps are to:

(1) Determine the accounts needed.
(2) Establish a chart of accounts.

(3) Determine asset, liability, and fund balance values.
These amounts can usually be obtained from the superin-
tendent’s office.

(4) Record the beginning asset, liability, and fund balance
values in the General Journal; this is called the Opening
(General Journal Entry, and is the next step in opening the
General Ledger.

(6) Post the opening entry from the General Journal to the
General Ledger.

To review:

The Journal is the book in which transactions are first recorded ;
entries are made in the journal, listing the accounts affected and
showing in the separate columns the amounts to be posted later to
the accounts of the General Ledger as debits or credits.

A Ledger is a group of accounts. The General Ledger contains
the basic group of accounts.

A Chart of Accounts is a listing of all accounts used in an individual
accounting system. KEach account is assigned a number, and is

arranged in the ledger with similar accounts such as assets and
liabilities.
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Below, a simple chart of General Ledger accounts is illustrated
for the sample school district. We start with this chart of accounts
so that the financial records can show what the district has and
what it owes. As indicated in chapter II, fixed assets and long-term
liabilities are not accounted for in the General Fund but are part of
General Fixed Assets (chapter XII) and Debt Service (chapter X);
therefore, they are not provided for in the chart of accounts,

The number of accounts has been kept small to illustrate principles
and procedures, but the reader can understand that additional or
different accounts may be necessary, depending on the State’s laws
and the needs of the particular school district. Brief explanations
on the use of the accounts and, in some cases, comments on the
significance of the debit and credit balance of such accounts are
included. Remember, assets are what the district owns, liabilities
are what the district owes, and fund balance is the difference between
the two.

CURRENT ASSETS (what the district Account Normal

owns) : No. Balance
Cash_ . ___._____ . 1501 Debit.
Petty Cash_________________________ 1510  Debit.
Prepaid Expenses__ . _.______.________ 1530  Debit.
Accounts Receivable. ______________ _ 1540 Debit.
Investments________________________ 1550 Debit.

CURRENT LIABILITIES (what the
district owes) -

Salaries Payable_ ___________________ 1605 - Credit.
Accounts Payable:
ToVendors_____________________ 1610  Credit.
For Payroll Deductions..________ 1620  Credit.

EQUITY (the difference between what
the district owns and owes)

Fund Balance_..___._________________ 2010  Credit.
Reserve for Encumbrance (Summary) _ 2011 Credit.
ESTIMATED REVENUE (SUM-

MARY) . .. 2020  Debit.
REVENUE (SUMMARY)._____________ 2030  Credit.
APPROPRIATIONS (SUMMARY) __.___ 2040  Credit.
EXPENDITURE (SUMMARY).___.___._ 2050  Debit.
ENCUMBRANCES (5UMMARY)_.____. 2060  Debit.

This chart is for illustrative purposes only. Various needs and
State laws may require many more or different accounts.
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Use of account numbers

Account numbers have a definite use. As purchase orders and
invoices are received, the account to which they are to be posted
must be indicated on them. To avoid writing on each of them the
long account title to which they will be posted (through a journal
entry) the employee should use an account number. After post-
ing from the journal to the ledger, he enters the account number in
the “Reference’’ column.

These accounts fall in two broad categories—Proprietary Accounts
and Budgetary Accounts. Proprietary Accounts are those accounts
which reflect assets, liabilities, fund balance, revenues, and expendi-
tures. Budgetary Accounts are those accounts which reflect budget
operation and condition, for example, estimated revenue, appropria-
tions, and encumbrances.

The last five accounts listed, 2020, 2030, 2040, 2050, and 2060 are
summary or control accounts. This simply means that their bal-
ances represent the summary of the balances of a breakdown of
accounts in a separate or subsidiary ledger. For example, revenue
wkich is received from the Federal Government, the State, and the
local government is all posted in total to the Revenue summary
account. However, it is also necessary to keep a record of revenue
from each individual source—Federal, State, and local. Therefore, a
subsidiary ledger is maintained which contains an account for each
source of revenue in order to provide the detailed record needed; it
is called the Revenue Subsidiary Ledger. At all times the amount in
the General Ledger Revenue account should be the same as the
total of amounts in the Revenue Subsidiary Ledger. When posting
an item or items for which there is a summary account, one should
post the total to the summary account and then post the individual
amount(s) to the proper accounts in the subsidiary ledger.

The Revenue summary account is used as a sample; however, the
same principle applies to any summary account. Any subsidiary
ledger should, like the Revenue Subsidiary Ledger above, be sum-
marized in a single account in the General Ledger. This is illus-
trated below using ‘“T”’ accounts.

Transactions

Revenue received: In each transaction, cash is debited and
Revenue summary is credited ; the detail is posted to individual sub-
sidiary revenue ledger accounts as shown below.

1. Federal Sources______._ $20, ¢00
2. State Sources.._._._____ 30, 000
3. Local Sources.___.____ 80, 000
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General Ledger

Revenue (Summary) Cash
(1)$20, 000 (1)$20, 000
(2) 30,000 (2) 30,000
(3) 89, 000 (3) 80,000

Revenue Subsidiary Ledger

Revenue from Revenue from Revenue from
Local Sources State Sources Federal Sources
(3)$80, 000 (2)$30, 000 (1)$20, 000

Definitions of terms in chart of accounts

CURRENT ASSETS (A debit entry increases an asset account; a
credit entry decreases an asset account)

1501 Cash

Cash includes all bank deposits, currency, checks, postal or express
money orders, and banker’s drafts on hand or on deposit with an
official or agent designated as custodian of cash for the school
district.

1510 Petty Cash

A sum of money, either in the form of currency or a special bank
deposit, set aside for the purpese of making change or immediate
payments of comparatively small amounts.

1530 Prepaid Expenses

Prepaid expenses are those portions of insurance premiums, rent,
and other expense paid during a given fiscal year for services not yet
received, that is, for benefits extending to the end of the year or even
to succeeding years. For example, if a school district purchases a
three-year fire insurance policy on all of its buildings, it has paid its
insurance for the current year and prepaid insurance for two additional
years. That portion of the premium relating to the current year
should be charged to expenditures; and the balance relating to sub-
sequent years should be carried as Prepaid Expenses (an asset).
Prepaid expenses of subsequent years should be charged to expendi-
tures prompély at the beginning of each year.

1540 Accounts Receivable

In this account are recorded the amounts collectible by the school
district from individuals, firms, governmental units and others.

1550 Investments

Investments are defined as any securities or other property in
which money is put to earn interest either temporarily or per-
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manently. The investments most commonly used by school dis-
tricts are United States Treasury bills or bonds.
CURRENT LIABILITIES (A credit entry increases a liability account; a

debit entry decreases a liability account)

1605 Salaries Payable
Salaries payable are salaries earned but not paid.

1610 Accounts Payable to Vendors

Unpaid balances or invoices against a school district which are
due and owing to individuals, firms, or others, excluding deductions
payable such as Federal income tax, social security taxes, and retire-
ment contributions, all of which are withheld from the employee’s
payroll.

1620 Accounts Payable for Payroll Deductions

In this account is recorded any payroll deduction which is pay-
able to various governmental units or which is for items withheld

from employee’s payroll such as income taxes, social security, and
retirement,

EQUITY (A credit entry increasesan equity or fund balance account ;8
a debit entry decreases an equity or fund balance account)

2010 Fund Balance

That portion of a given fund which is not segregated for specific

purposes and which represents the difference between current assets
and current liabilittes.

2011 Reserve for Encumbrances

This is & summary reserve account in the General Ledger represent-

ing a segregation of fund balance to provide for unliquidated
encumbrances.

REVENUE AND EXPENDITURE SUMMARY ACCOUNTS

2020 Estimated Revenue Summary

(A debit entry increases an Estimated Revenue Summary account; a credit
entry decreases an Estimated Revenue Summary account)

This is the General Ledger summary account representing the

summary of all revenue estimated to accrue during the current
fiscal year.

2036 Revenuve Summary

(A credit entry increases a Revenue Summary account and a debit entry
decreases a Revenue Summary account)

This is the General Ledger summary account representing the
summary of all revenue received, that is, additions to assets which do
not increase any liability nor represent the recovery of an expenditure,

29




and the cancellation of liabilities without a corresponding increase
in other liabilities or a decrease in assets.

2040 Appropriations Summary

(A credit entry increases an Appropriations Summary account and a debit
entry decreases an Appropriations Summary account)

This is the General Ledger summary account reflecting the total
authorization granted by the board to make expenditures and to incur
obligations for specific amounts and purposes during the current
fiscal period.

2050 Expenditure Summary

(A debit entry increases an Expenditure Summary account and a credit entry
decreases an Expenditure Summary account)

This is the General Ledger summary account representing the
summary of all expenditures, that is, charges incurred, whether paid
or unpaid, for operation, maintenance, interest, debt retirement,
capital outlay, and other charges which are presumed to benefit
the current fiscal period.

2060 Encumbrances

(A debit entry increases an Encumbrance Summary account and a credit entry
decreases an Encumbrance Summary account)

This is the General Ledger summary account representing the
summary of all encumbrances, that is, commitments in the form
of purchase orders, contracts, or salary contracts which are charge-
able to an appropriation and for which a part of the appropriation is
reserved.

Opening The Books Of Account

In the presentation of the sample school district financial records,
it is assumed that the General Ledger has not been opened for this
current school year. The opening of the General Ledger is necessary
to record in the books the amounts of the assets that the district
owns, what the district owes, and as stated before, the difference
between what it owns and owes, the fund balance. Once these
amounts have been entered in the records, recording of the routine
transactions of the school district may be started—for example,
buying supplies, materials, and textbooks; paying salaries to teachers
and other employees; and reporting these activities to the proper
authorities. Since a minimum chart of accounts has now been estab-
lished, all accounts with balances (entries) should be listed before
making the opening General Journal entry.

At the beginning of the fiscal year, in July, the current assets for
our hypothetical school district are:
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Current Assets:

Cash___ $69, 445. 55
investments__________________ T 24, 847. 20
Petty Cash._._________________ 400. 00
Prepaid Expenses_._.___________ 77 3, 000. 00
Accounts Receivable...________ 3,652. 15

Total Current Assets________________ $101, 344. 90

The current liabilities (what the district owes) for our schoo] dis-
trict are:

Current Liabilities:

Salaries Payable._.__._________ $56, 900. 00
Accounts Payable:

ToVendors.._____.___________ . 3,673.25

For Payroll Deductions________________ 6, 361. 50

Total Current Liabilities..__________ $66, 934. 75

The total current liabilities are subtracted from the total current
assets and the difference is called the fund balance, for example:

Total Current Assets (what it OWNS) oo $101, 344. 90
Less: Total Current Liabilities (what is owed) .____________ 66, 934. 75
Fond Balance.....____________._______ .. $34, 410. 15

The amount of salaries payable, $56,900, as defined on page 29, is
for salaries earned by teachers during fiscal year 1966. Most of the
teachers in a school district work only during the academic year—
September to June. A common arrangement is to spread their
salary over 12 months to provide a continuity of paychecks. How-
ever, since only 10 months have elapsed by the end of the academic
year, it is necessary to pay these teachers for two more months.
Therefore, at the end of the fiscal year, the remaining two months’

salary for such employees is charged to expenditures and Salaries
Payable is established.

Preparing the opening general journal entry

The information on current assets and current liabilities may now
be used to prepare an opening journal entry. An entry is the
recording of a transaction in g journal. The making of the debit and
credit parts of an entry is called journalizing and is done in chrono-
logical order. The definition of General Journal (p. 20) indicates
that the amounts listed in the journal columns will later be posted to
the accounts of the General Ledger. At this point it may not be
clear why the ledger isn’t posted directly from the list of assets and
liabilities. The General Journal serves as & permanent record of the
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complete transaction, for both the debit and the credit parts. Again,
the journal entry is a balanced summary of the transaction and is the
only complete record of the transaction.

The opening General Journal entry follows:

GENERAL JOURNAL
Page 1 ____
DATE ACCOUNT TITLE AND EXPLANATION =L I Pyt
: 2 1 |Cash 1501 69,445 |55 |
Petty Cash 1510 400 j00
Prepaid Cxpense 1530 3,000 00
Accounts Recelvable 1540 3,652 115
Inves tments 1550 24,547 R0
Salarnies Pauable 1605 56,900 00
Accounts Payable to Vendors 1610 3,673 25
Payrofl Deductions Payable 1620 6,361150
Fund Balance 2010 34,410 15
To hecond cunnent assets, cunrent
Liabilities, and fund balance as
of July 1, 1966,

Several things in the General Journal entry, above, should be
noted:

First, the date is shown in the Date column.

Second, note the position of the entry on the form. The
Debit accounts and amounts are placed on the left and the Credit
accounts and amounts on the right. This is a standard practice.

Third, all of the accounts affected are included in the entry.

Fourth, the total of the Debit amounts equals the total of the
Credit amounts. This should be true of any journal entry. Asis
pointed out in the previous chapter, in every transaction, there is
an action and an equal reaction.

Fifth, a brief description of the transaction or purpose
of the entry is given.

Finally, please understand that if you were to begin work
for a school district at some time other than the beginning of
the fiscal year these entries should already have been made in
the financial records. However, you should prepare a trial
balance (a list of the debit balances and the credit balances) to
make certain the accounts are in balance.

Posting the general ledger

General Journal entries are posted to General Ledger accounts.
The amount shown for an account in the journal entry is posted to
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that account in the General Ledger, as a debit if the amount appears
in the debit column or as a credit if the amount appears in the credit

column.
The first account listed in the entry is Cash. The posting would be

as follows:

GENERAL LEDGER
Page 1
Accounf CMh. Accounf /f _L
POST DEBIT POST CREDIT
DATE EXPLANATION REF. AMOUNT DATE EXPLANATION REF. AMOUNT
261 eginning Balanck J1 69,445]55 l '

Note that the entry is posted in the Debit column. As each entry is
posted to the proper ledger account, the date of the entry is recorded
in the “Date”’ column, the source of the entry is recorded in the
“Ref.” column (in this case the source is the first page of the General
Journal, thus the abbreviation ‘“J1”). In all ledger accounts the
same rule applies—the source for the entry is indicated in the
Tleference column. Since ledger accounts are always posted from
journals, the Reference will always be a certain page in a journal.

After the posting of an entry has been completed, it is helpful to
have some way of indicating this step in the journal. This is accom-
plished by entering the number of the account to which posted in the
Reference column of the journal. Note that 1501 is entered on the
first line in the Reference column of page 1 of the General Journal
on page 32. This means that $69,445.55 has been posted as a
debit to the Cash account, account number 1501. This, then,
serves two purposes—(1) to indicate that posting has been completed ;
and (2) to indicate the account to which the entry was posted.

Each line of the opening entry in the General Journal is similarly
posted, until the entire entry has been posted to the General Ledger.
The opening of the General Ledger is then complete. In this illustra-
tion there is a total of nine General Ledger accounts; postings to the
other eight accounts are shown here and on the next several pages.

GENERAL LEDGER
Page .1
ACCOUnf pmll CMh Accounf ” ’_5’0___
POST DEBIT POST CREDIT
DATE EXPLANATION REF. AMOUNT DATE EXPLANATION REE. AMOUNT
1% 1 {Beg Rafancoe 11 400]10




o e ————— .

- —

GENERAL LEDGER

Page J
Account __Prepald Expense Account ¥ __1530
POST DEBIT POST CREDIT
DATE EXPLANATION REF. AMOUNT DATE | EXPLANATION |7t AMOUNT
196
1 ngT Rafance 11 3'000 i}
GENERAL LEDGER
Page !
Account _ Accounts Receivable Account ¥ 1540
POST DEBIT POST CREDIT
DATE | EXPLANATION |} ppr AMOUNT DATE | EXPLANATION  |'pec AMOUNT
19
ﬁﬂrz eg. Bafance | J1 3,652 15
GENERAL LEDGER
Page __1__
Account _Investments Account ¥ __1550
POST DEBIT POST CREDIT
DATE |  EXPLANATION | pec AMOUNT DATE | EXPLANATION 1} per AMOUNT
1966
ufyl 1 Beqg, Balanee 1 94')?47 ZDH
GENERAL LEDGER
Page __!
Account _ Salardes Payable Account # _1605
POST DEBIT POST CREDIT
DATE EXPLANATION REF. AMOUNT DATE | EXPLANATION ['pcc AMOUNT
1966
u?A 1 |Beg. Balance |J1 __ 56,900 00
GENERAL LEDGER
Page !
Account Accounts Payablfe - Vendonrs Account # 1610
POST DEBIT POST CREDIT
DATE EXPLANATION REF. AMOUNT DATE | EXPLANATION ['ped AMOUNT
Ziﬂl Beg, Balance J1 3,673 125
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GENERAL LEDGER

Page 1.
Account __Paynollf Deductious Payable Account ! 1420
POST DEBIT X POST CREDIT
DATE EXPLANATION REF. AMOUNT DATE | EXPLANATION  |'pe2” AMOUNT
- 966
i wlyl 1 Beg, Bafance 1 6,36115
GENERAL LEDGER
Page _I__
Account _Fund Balance Account # _2010
. POST DEBIT i ) POST CREDIT
DATE | EXPLANATION | ere | AMOUNT DATE | EXPLANATION  |'pec AMOUNT
966
yil Beg. Bafance | JI 34,410115

A graphic illustration of the journal entry and its subsequent
posting to the ledger accounts is shown on the following page.

Summary

(1) A listing of all accounts used in an individual accounting system
is a Chart of Accounts.

(2) An account that is used to consolidate items of 8 broad category
in one place is called a Summary Account. For example, all revenue,
regardless of source, is entered in the Revenue Summary account.

(3) A group of accounts, each of which is used for recording specific
items belonging to a broader general category, is called a Subsidiary
Ledger. For example, each account in the Revenue Subsidiary
Ledger is used to record some type of revenue.

(4) An Entry is the completed recording of a transaction in a journal.

(5) Journalizing is the process of making the debit and credit parts
of an entry.

(6) In every Journal Entry, the total of the debit entry or entries
must equal the total of the credit entry or entries.

(7) The General Ledger is posted from the General Journal.

(8) Salaries Payable :re salaries earned by teachers during the
current fiscal year. Payment is withheld and made during the fol-
lowing fiscal year so that teachers might receive pay over 12 months.
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CHAPTER IV
Recording the Approved Budget

The estimated revenue budget

The recording of the opening entries in the General Journal and
the posting of the amounts to the accounts of the General Ledger is
the first step in opening the records. This chapter takes the next
step in the sequence—recording and posting the approved budget.

A school budget is an official statement of the anticipated revenues
and expenditures of the school district for a definite period. Through
the budget, the board of education, the school administration, and
the people of the community reach agreement on the financing of the
educational program. In other words, the annual budget is the
educational plan of a school district for a school year expressed in
dollars.

The entry for recording the approved budget is made in the journal
and is posted to accounts of the General Ledger in the same manner
as the journal entry which originally opened the books (illustrated in
chapter III). Our hypothetical district keeps its books on a fiscal
year basis.

The fiscal year most often used begins July 1 and ends the following
June 30. A budget is prepared for each fund for a specific fiscal year.

In this chapter the concern is the budget for the General Fund—-
the fund which finances the ordinary operation of the school district.

The approved estimated revenues in the annual budget for our
hypothetical school district are seen below. The account descrip-
tions and numbers for revenue are taken from Handbook II, Finan-
cial Accounting for Local and State School Systems.! However,
revenue accounts in use vary among States. For a more complete
list see the accounting manual issued by your State department of
education.

1 Reason and White, p. 6.
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Hypo‘hetical School District
Xville, U.S.A.

Annual Budget—~Fiscal Year 1967
General Fund

Estimated Revenue
10. Revenue From Local Sources

11. Taxation and Appropriations Received. ... ___._._ $353, 270

14. Other Revenue From Loeal Sources. - oo oo oo 300

20. Revenue From Internediate Sources. ... .. ____. - 220

30. Revenue From State Sources... ... ... oo .. 253, 380

40. Revenue From Federal Sourees. . ... ... 2, 000
80. Amounts Received From Other School

Districts in the State..._ ... 1, 350

Total Estimated Revenue....._ ... . _________.. $610, 520

Plus anticipated Fund Balance as of the end of the current,
fiseal year. . . 29, 410

...................... $639, 930

Please note that the Total Estimated Amount Available, $639,930,
includes the anticipated Fund Balance, $29,410, as of the end of the
current fiscal year. When the fiscal year starts on July 1, which is
the fiscal year used here, budgets are normally prepared in the spring
for the following fiscal year. Since budget figures are based on
estimates, the amounts are usually kept in whole dollars. Please
note that the actual fund balance as of July 1, $34,410.15, is $5,000.15
more than the amount estimated at the time the budget was prepared.

Each of the items of estimated revenue should be accounted for in
a separate account so that excess revenue or revenue shortages may
be readily identified by source as the school year progresses. This
is accomplished by the use of the subsidiary Revenue Ledger. Re-
member that every subsidiary ledger is summarized in an account
in the general ledger.

The original entry for the approved estimated revenue budget may
be subject to adjustment later if revenue estimates change. Sample

adjustments of this type are shown in a later chapter of this
handbook.

Recording the estimated revenue budget

The General Journal entry recording the estimated revenues
lists the General Ledger accounts and the subsidiary Revenue
Ledger accounts and the amounts for each. The entry can be
made as shown on the following page.

Several things should be noted about this journal entry. First,
this is a General Journal entry, just like the one used to open the
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books for the first time as shown in chapter III. This entry, how-
ever, alsc carries the detailed information for posting in the accounts
of the subsidiary Revenue Ledger.

Second, note the arrangement of the journal entry. The entries
for the controlling or summarizing account, Estimated Revenue,
and the Fund Balance account are shown, as before, in the Debit
and Credit columns, respectively; both are General Ledger accounts.
The Estimated Revenue account is called a control or summarizing
account because it represents the total of all the individual revenue
accounts. Accounts and amounts to be posted to the subsidiary
ledger are entered in the Account Title and Explanation Column and
do not have the balancing feature of debits and credits; however,
postings to the individual subsidiary Revenue Ledger accounts must
add to the total shown in the Estimated Revenue control account
in the General Ledger.

GENERAL JOURNAL
Page 2 ___
DATE ACCOUNT TITLE AND EXPLANATION ey AMOUNT e
1988 )
Jufy 1 [Esatimated Revenue 2020 610,520 Y0
Fund Bafance 2010 610,520[00

To necond and establish the Estimated
Revenue Summary account in the Gen-
ernal Ledger fon the approved Genenral
Fund budget fon the giscal yean 1966-
67, Detailed breakdown of Estimated
Revenue 44 Listed below:

Acct. ¥ Title Amount
11 Tax, & Appro. Ree'd. $353,270.00 11
14 _ Othen Rev, §n, loc, Sncs, 300.04 14
20 Rev, fn. Inteamed. Sncs. 220.04 20
30 _Rev. 4{r. State Sounces 253,380,004 30
40 __ Rev. {n. Fed, Sounces 2,000,04 40
80 Amounts Rec'd, n, Othen 80
Schl. Diats, in the State 1 350.03L
$610,520,0

Posting the general ledger

The journal entry for recording the approved total estimated
revenue budget is posted to the General Ledger in the same manner
as the journal entry which originally opened the books. The
account numbers 2020 and 2010, for the Estimated Revenue and
Fund Balance accounts, are taken from the Chart of Accounts in
chapter III, page 26.
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GENERAIL LEDGER

Page .1
Account __Fund Bafance Account ¥ _2010
POST DEBIT . POST CREDIT
DATE EXPLANATION REF. AMOUNT DATE EXPLANATION REF. AMOUNT
196
Tud, ,gga. Bafance | J1 34,410 115
et up Eat. *
i Rev, acet, J2 610,520 100
GENERAL LEDGER
Page !
Account __Estimated Revenue Account # 2020
FOST DEBIT POST CREDIT
DATE |  EXPLANATION | %00 AMOUNT DATE | EXPLANATION [Tece’ AMOUNT
196 Set up EsL.
H“Lq 110y, “Boct 121 410,520 0

Note that in the case of the Fund Balance account, the credit
adds to the credit balance resulting from the posted original opening
journal entry in chapter ITI. The new credit balance of $644,930.15
(sum of the old balance $34,410.15 plus $610,520.00) represents an
estimated fund balance which will be used to finance the General
Fund operations during the fiscal year.

Posting the subsidiary ledger

The subsidiary Revenue Ledger forms used provide space for
recording estimated revenues, actual revenues and the uncollected
balance of estimated revenues. Since we now are concerned with
recording the budget, the entries shown below are recorded in the
Estimated Revenue columns. The revenue accounts are posted as
follows:




ERIC

Aruitoxt provided by Eic:

wo . . %

REVENUE LEDGER
Account ¥_11__ Page 1 ___
Account Description Taxation and Appropriation
ESTIMATED ACTUAL TOTAL REVENUE
DATE REF, REVENUE REVENUE TO DATE BALANCE
966
Juby 1 12 353'2] 00 353,2701¢
REVENUE LEDGER
Account ¥_14 Page __1
Account Description _Othen Revenue from Locaf Sources
ESTIMATED ACTUAL TOTAL REVENUE
DATE REF. REVENUE REVENUE TO DATE BALANCE
1966
Tuly 1 12 300)00 300
REVENUE LEDGER
Account ¥#_20 Page _!
Account Description Revenue fnom Tnteamediate Sowrces
ESTIMATED ACTUAL TOTAL REVENUE
DATE REF . REVENUE REVENUE TO DATE BALANCE
1766
JULL'I 1 J2 220100 220
REVENUE LEDGER
Account #_30 Page _1
Account Description Revenue from State Soynces
ESTIMATED ACTUAL TOTAL REVENUE
DATE REF. REVENUE REVENUE TO DATE BALANCE
1966
Juby 1 J2 253,380100 253,380] 00
REVENUE LEDGER
Account ¥ 40 Page .1 ___
Account Description _Reugnue grom Federal Sourc
ESTIMATED ACTUAL TOTAL REVENUE .
DATE REF. REVENUE REVENUE TO DATE BALANCE
1955
Julg 1 12 210ﬂﬂ 00 2'000 20,
REVENUE LEDGER
Account ¥_80 _ Page 1
Account Description _Rev, §rom Othen Sché, Dists, in State
ESTIMATED ACTUAL TOTAL REVENUE
DATE REF. REVENUE REVENUE TO DATE BALANCE
1985
July 1 J2 1,350100 1,350100
41
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The appropriation and expenditure budget

The approved appropriations in the annual budget for the hypo-
thetical school district are shown on pages 42-43. Again the account
description and numbers for appropriation and expenditure accounts
are taken directly from Handbook II, Financial Accounting for
Local and State School Systems.?

Each of the appropriation and expenditure items in the budget
should be accounted for separately so that expenditures may be
controlled within individual budget classifications. This is ac-
complished by use of a subsidiary Appropriation and Expenditure
Ledger.

The difference between the terms appropriation and expenditure

is that the former is the money budgeted for specific purposes, and

the latter is the money spent for the same purpose. For example,
if $2,000 is appropriated for School Supplies, we say we have a
$2,000 appropriation. As the $2,000 is spent on school supplies,
we have expenditures against the original appropriation.

The Budget for Expenditures may be formally revised later if
estimated expenditures change. Sample revisions of this type are
shown in a later iwpter.

Recording estimated expenditures o~ appropriations

The General Journal entry recording appropriations lists the
General Ledger accounts, the subsidiary Appropriation and Ex-
penditure Ledger accounts, and the amounts for each. Note that
the account numbers 2010 (Fund Balance) and 2040 (Appropriations
control account) are taken from the Chart of Accounts in chapter
ITI, page 26. The entry recording appropriations (estimated ex-
penditures) is shown on pages 44-45.

ESTIMATED EXPENDITURES
FISCAL YEAR 1967

100. Administration

110. Salaries_ . _ ... $18, 600
120. Contracted Serviees. _ . _ oo 250

130. Other Expenses_ . . - oo 300 819,150

200. Instruetion
210. Salaries
211. Prineipals. __ ... ____.___._ $30, 000
212. Supervisors. _.__ .. oo _.. 20, 000

2 Reason and White, p. XIX.
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! 213. Teachers oo $390, 000
I 214, Librarian-. oo ______ 8, 000
: 215. Clerks. oo e 8, 000
i 216. Guidance .. . oo ... 7, 500 $463, 500
! -
’ 220, Textbooks. .. 2, 000
H 230. Library Supplies. - - oo 700
. 240. Teaching Supplies. .- oo 1, 700
;t 250. Other Expenses. - -~ oo 500 $468, 400
i [
! 400. Health Services
: l 410. Nurses’ Salaries. ... .. ___._ 3, 800 ]
i 420. Other Expenses_ ... oo ___.__. 200 4,000 !

500. Pupil Transportation Services

!1 520. Transportation Contract . ________________ 4,150 4,150
) -
¥ 600. Operation of Plant
610. Salaries_ . 20, 000
630. Heat. - - e 6, 000
640. Utilities. . oo oo 2,100
650. Supplies. - - - ceao 690
660. Other Expenses. - __ .. 100 28, 890
700. Maintenance of Plant
720. Contracted Services. - - oo 3, 700
730. Replacements of Equipment._-.____________ 1, 400 5, 100
800. Fixed Charges
810. Retirement & FICA ... . . ... __. 45, 600
820. Insurance Premium._.____ . ______________ 2,700 48, 300
1100. Community Services
! ! 1110, Recreation. . __ .. e 500
; 1130. Public Libraries.. .. .. 500 1, 000
’ 1200. Capital Outlay
1220. Buildings. - . - e 22, 000
1230. Equipment.._ .o 4,000 26, 000
: 1300. Debt Service !
! 1310. Principal ... .. s 32, 000
1320. Interest_ ... ... _.__. e ———— 2,500 34,500 ]
? 1400. Outgoing Transfer Accounts
X 1410. Tuition . oo 440 440
§ PRS-
t H
! Total Appropriations._ . ... .. oo $639, 930

The total of the appropriations is debited to the Fund Balance
account. The total appropriations in all accounts in the subsidiary
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Appropriation and Expenditure Ledger are equal to the balance in
the General Ledger Appropriations account,

GENERAL JOURNAL
L Page 3.
[
| DATE ACCOUNT TITLE AND EXPLANATION POST Abon T
I' Juz:l 1 Balance 2010 4_639'930 ili]
Appropriations 2040 639,930/ 00
1) To necond Appropriations in the ap-
proved Genenal Fund budget {on fiscal
yean 1966-67. Detailed breakdown of
ﬁ appropriations {s Listed befow: -
Acet, # Title Amount
110 Admén,, Salanics 4 18,600,00] 110
120 Admin., Contr, Services 250,00 120
\ 130 Admin,, Othen Expenses 300,00 130
211 Inatr,, Principal’s Saf,  30,000,00] 211
212 Instr., Supervison's Sal.  20,000.00) 212
213 Instn,, Teachens' Saf, 390,000.00] 213
214 1nstn,, Librarnian Sak, 8,000,001 214
215 Instn,, Clonks' sak, $,000,00] 215
| 216 Instn.,Teachen Assists.Sab. 7,500.00| 216
! 220 _ Instn,, Textbooks 2,000,00] 220
: 230  Instn,, Librany Supplies 700,00 230
: 240 Inatr,, Teaching Supplics  1,700.00; 240
f 250  1nstn,, Othen Expenses 500,00 250
K 410 _ Health, Nunse's Sal, 3,800,00| 410
' 420  Health, Other Expenses 200,00| 420
520  Transporntation Conthact 4,150,00] 520
, 610  Operation of Plant, Sak. 20,000.00] 610
‘ ! 630 __Openation of Plant, Heat  6,000.00| 630
640 Operation of Plant, Utif,  2,100,00] 640
650 Operation of Plant, Supp. 690.00] 650
660  QOpenation of Plant, Othen Exp, 100,00} 660
720  Maint of Plant,Contr,Ser,  3,700,00| 720
E 730  Maint, of Plant, Replacement 730
E of Equip. 1,400.00
! 810 Fixed Chngs., Ret., 6 FICA 45,600,00] 810
820  Fixed Chngs,, Tns, Prem,  2,700,00} 820
. 1110 Comn. Ser., Recreation 500,00 1110
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| GENERAL JOURNAL

; Page. 3A__
'
; DATE ACCOUNT TITLE AND EXPLANATION POST L st P
i 966
E Tuby 111130  Comn, Sen. Pub, Libw 500,00 1130
. 1220 Capital Outlay, Bldgs. 22,000.00] 1220
1230 _ Capital Outtay, Equip, 4,000,00| 1230
E‘i{ 1310 _ Debt Ser., Principal 32,000,00] 1310
N 1320  Debt Sen,, Interest 2,500,00 1320
E 1410 Quigoing Trans,, Tuition 440,001 1470
TOTAL APPROPRIATTONS $639,930.00
|

! Posting to the general ledger

The journal entry for recording the approved total Appropriation
and Expenditure budget is posted to the General Ledger in the same
manner as the journal entry for the Estimated Revenue. Note that
the General Ledger account Fund Balance has the previous postings
recorded for opening the books and recording the Estimated Revenue.

Note, again, that the debit to the Fund Balance account has been
subtracted from the previous credit balance reducing the balance
of the account to $5,000.15. Thus, the balance in one account,
Fund Balance, has been transferred to several Appropriation and
Expenditure Ledger accounts; in other words, the funds have been
earmarked for specific purposes.

i
! GENERAL LEDGER
Page _1__
Account _Fund Balance Account # _2010
POST DEBIT POST CREDIT
DATE EXPLANATION REF, AMOUNT DATE EXPLANATION REE, AMOUNT
66 u - 96
’Ziy 1 S%fai?nﬁfpggn! 13 439,93010 ufg 1 gzﬁ T bginnnp 11 34,410
3 1 RS BB |1 410,52010
v GENERAL LEDGER
! : Page 1___
i Account __Appropriationd Account # 2040
POST DEBIT POST CREDIT
‘ DATE | exelanamion |TTl o SRR DATE | EXPLANATION |72’ AMOUNT

10 ] 1 REERonBPR%e] 13| 639,930 po
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Posting the appropriation and expenditure ledger

The subsidiary Appropriation and Expenditure Ledger is posted
from the detailed breakdown shown in the General Journal entry.
The posting is entered in the “Unencumbered Balance’’ column be-
cause at this point (the start of the fiscal year) no expenditures have
been made.

There are more accounts in the Appropriation and Expenditure
Ledger than in other ledgers and the majority of posting is to that
ledger. These accounts are the most important to school adminis-
trators in the day-to-day operation of the schools because they reflect
the status of the budget—how much unencumbered or uncommitted
money is available for spending. The unencumbered balance is
what is left after deducting from the original appropriation the
expenditures and encumbrances (funds committed for salaries and
by purchase orders).

Normally, the total revenue available to a school district is allo-
cated to meet the various types of expenditures which will occur
during the year; and management of the Appropriation and Expend-
iture Ledger accounts becomes the major financial problem. For
this reason an encumbrance system is recommended in the manage-
ment of a school district’s finances.

As indicated above, encumbrances are commitments in the form
of purchase orders, contracts, or salary contracts which are charge-
able to an appropriation and for which a part of the appropriation
is reserved. When the commitments are paid or when a liability is
actually established, they cease to be encumbrances. The use of
encumbrances will be illustrated in the next chapter.

The form used for the Appropriation and Expenditure Ledgsr
accounts differs from the form used for the Revenue and General
Ledger accounts. In addition to the appropriation and expenditure
columns, columns are provided for encumbrances, liquidations (or
reductions of encumbrances), total encumbrances, and the unen-
cumbered balance.

Appropriations are posted to the appropriation and expenditure
accounts as follows:

APPROPRIATION AND EXPENDITURE LEDGER
Account #_110 Page !

Account Description _Admnindsthation, Safaries

ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM- | UNEM-
DATE | ReF. A”"{‘loo’;ﬁ's"‘ ENCUM~ E’T‘Sﬁg‘s"" EXPENDI- {BRANCES|AND| CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI- | BALANCE

TURES

966

Jubyl] 73 116.600 |00 16,600 |00




I3 APPROPRIATION AND EXPENDITURE LEDGER

Account #_120 Page 1 ____
Account Description Administhation, Contnacted Senvices
ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM- | UNEM-
DATE | REF. A"";‘,g”,\’};“' ENCUM- E’T‘Ssg‘s"" EXPENDI~ [BRANCES AND| CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI~ | BALANCE
TURES
66
Julyli J3 250 |00 250 [00

! APPROPRIATION AND EXPENDITURE LEDGER

! Account ¥ __130 Page._1
Account Description Administhation, (Other Expense
!
ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM- | UNEM~
DATE | RreF, A""T"lg';’};"" ENCUM- E;‘S:g"" EXPENDI- |BRANCES AND| CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI- | BALANCE
{ TURES
I 796
Julyll J3 300 [00 300100

APPROPRIATION AND EXPENDITURE LEDGER
Account ¥ _211 Page__ 1

Account Description __Instruetion, Principals' Salaries

i ENCUMBRANCES TOTAL
. TOTAL TOTAL ENCUM- UNEM-
DATE | ReF. A""T’“gm"" ENCUM- E’T‘Sgg"" EXPEND)- [BRANCES AND| CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI= | BALANCE
TURES
1366
Jubyll J3 30,000 |00 30,000 {00

APPROPRIATION AND EXPENDITURE LEDGER

( Account # 212 Page. .1

' z Account Description _Instwetion, Supervigons' Salaries

i ‘ ENCUMBRANCES TOTAL

! TOTAL TOTAL ENCUM- | UNEM-
i DATE | REF. APPTR|%PNR:;A- ENCUM~ E’T‘Sggo" EXPENDI- [BRANCES, AND| CUMBERED
: OBLIGATE | LIQUIDATE | BRANCES TURES EXPEND)- | BALANCE
: TURES
. 1946
: Jubyl| 13 120,000 oo 20,000 J0g

5 47

Q

ERIC

»




P

——

. \‘l‘
ERIC
}

l

Account ¥

APPROPRIATION AND EXPENDITURE LEDGER

213 Page . 1

Account Description _Instruction, Teqachers' Safanies

ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM- | UNEM~
DATE | REF, APP?;%PNRQA- ENCUM- E’T‘Sgé“s"" EXPENDI- [BRANCES|AND] CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXPEND|- | BALANCE
TURES
1966
Julyl] 33 1390,00000 390,00400
APPROPRIATION AND EXPENDITURE LEDGER
Account f__214 Page 1

Account Description _ Insthuetion, Librarian Salary

ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM- | UNEM~
DATE | REF. APPR;%PNR'sA- ENCUM- E’T‘Sgé“s"" EXPENDI- |BRANCES. AND] CUMBERED
T OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI- | BALANCE
TURES
1966
Jubyl]l 13 | 4,000 |00  £,000 100
APPROPRIATION AND EXPENDITURE LEDGER
Account #_215 Page..!

Account Description _Tnstruction, Cleiks' Salaries

ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM- | UNEM-
DATE | REF. A""",%’;ﬁé"' ENCUM- E’T‘SEE“SD" EXPENDI- [BRANCES, AND| CUMBERED
T OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI- | BALANCE
TURES
1966
Julyll 33 8,000 00 8,000 {00
APPROPRIATION AND EXPENDITURE LEDGER
Account # _216 Page 1

Account Description __Instruction, Teacher Assistants' Salaries

ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM- | UNEM-
DATE | REF. APP?;%PNR’sA- ENCUM= E’T‘SEE‘SD" EXPENDI~ |BRANCES]AIND| CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI- | BALANCE
TURES
66
Julyll 73 7,500 100 7,500 |00




APPROPRIATION AND EXPENDITURE LEDGER

j Account ¥ 200 Page__1
Account Description _Inatruction, Textbooks
: ENCUMBRANCES TOTAL
| TOTAL TOTAL ENCUM- | UNEM-
| DATE | REF. A""{‘l%';ﬁ's”" ENCUM- E¥S§g°" EXPENDI~ JBRANCESAND| CUMBERED
, OBLIGATE | LIQUIDATE | sRANCES TURES EXPENDI- | BALANCE
TURES
' 1966
g, Jubytl 33 | 2,000 loo < 2,000 j00
I

APPROPRIATION AND EXPENDITURE LEDGER
Account ¥ _230 Page 1

Account Description _Instruction, Library Supplies

ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM- | UNEM~

l DATE | REF. A""]!‘I%"N'“SA' ENCUM- E¥S§g°" EXPENDI- [BRANCES, AND| CUMBERED
; OBLIGATE | LIQUIDATE | BRANCES TURES EXPEND|- | BALANCE
‘ TURES
4

1966

Jubyl] 13 700 00 700 {00

APPROPRIATION AND EXPENDITURE LEDGER
Account # 240 Page __!

Account Description _Instruction, Teaching Supplies

ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM- | UNEM-
DATE | REF. A""]!"%Prﬁ's”" EMCUM- E¥S§g°" EXPENDI- [BRANCES,AND| CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI~ | BALANCE
TURES
66
Jubyl] J3 1,700 100 1,700 {00

APPROPRIATION AND EXPENDITURE LEDGER

¢ Account #_ 250 Page 1.
Account Description Indtruction, Othex Expenses
! ENCUMBRANCES TOTAL
{ TOTAL TOTAL ENCUM= | UNEM-
DATE | REF. A""]!"%';ﬁ’s"‘ ENCUM- E’T‘Sgg‘s”" EXPENDI- [BRANCES,AND| CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI- | BALANCE
TURES
1966
Jubyl{ 13 500 Yo 500 100
1
' s B Y
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APPROPRIATION AND EXPENDITURE LEDGER
Account ¥ _410 Page 1

Account Description,__Health, Nunse's Salary

ENCUMBRANCES TOTAL
) TOTAL TOTAL ENCUM- | UNEM~
DATE | REF, AP”%%’;ELA ENCUM- | EXFENDI™ | eXPENDI- [BRANCES/AND| CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI- | BALANCE
TURES
1966
Jubyl| 33 | 3,800 100 3,800 J0o

APPROPRIATION AND EXPENDITURE LEDGER
Account ¥ 420 Page ...

Account Description __tiealth, Othen Expenses

ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM- | UNEM-
DATE | REF, APP}*'%’;ﬁ;A' ENCUM- E’T‘L’,’gg"" EXPENDI- [BRANCES|AND| CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI- | BALANCE
TURES
1966
Jubyl] 33 200 100 200 100
APPROPRIATION AND EXPENDITURE LEDGER
Account ¥ 520 Page. 1 .
Account Description __Taanapontation Contract
ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM- | UNEM-
DATE | REF, APP{‘,%’;E;A' ENCUM- E;‘SEE“S‘" EXPENDI- |BRANCES, AND| CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI- | BALANCE
TURES
1326
Jutyl| 73 | 4,150100 4,150 }00
APPROPRIATION AND EXPENDITURE LEDGER
Account # _ 610 Page !
Account Description __0 (on_of Plant, Salanies
ENCUMBRANCES TOTAL
TOTAL TOTAL EMCUM- | UNEM-
DATE | REF. A”P{*I%”rﬁg”“ ENCUM- E}‘SEE“S"" EXPENDI- [BRANCES, AND| CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI~ | BALANCE
TURES
1966
Julyll 33 120,000 )00 20,000 100
H0
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APPROPRIATION AND EXPENDITURE LEDGER
Account ¥ _630 Page __1

Account Description _Operation of Plant, Heat

ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM- | UNEM-
DATE | REF, A””ﬁ%’;ﬁ;”" ENCUM- E’T‘SEE“SD" EXPENDI~ |BRANCES, AND| CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI- | BALANCE
TURES
1966
Jubyl] 33 | 6,000 po 6,000 po
APPROPRIATION AND EXPENDITURE LEDGER
Account # 640 Page .1
Account Description _Operation of Plapt, Utilities
ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM~ | UNEM-
DATE | REF. APPTR%;E'sA- ENCUM- E’T‘SEE“SD" EXPENDI- |BRANCES;AND| CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI- | BALANCE
TURES
1966
Jubyll 73 ,100 00 2,100 |00

APPROPRIATION AND EXPENDITURE LEDGER
Account ¥ 650 Page._._1

Account Description __Operation of Plant, Supplies

ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM- | UNEM-
DATE | REF, A””{*‘%”rﬁ's”" ENCUM~ E’T‘SE{:.“SD" EXPENDI- |BRANCES,AND} CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI- | BALANCE
TURES
1966
Jubyl] 33 690 |00 690 100

APPROPRIATION AND EXPENDITURE LEDGER
Account ¥ _460 _ Page . 1
Account Description _Operation of Plant, Othen Expenses

ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM- | UNEM-
DATE | REF. A””ﬁ%”rﬁ's”" ENCUM= E}‘Ssg"" EXPENDI- |BRANCES,AND| CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI= | BALANCE
TURES

1966

Jubyl] J3 100} 0¢ 100|046
i
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APPROPRIATION AND EXPENDITURE LEDGER
Account #_720 Page 1

Account Description _Maintenance of PLant, Contracted Services

ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM- | UNEM-
DATE | REF, APPRI%ﬁ'SA' ENCUM- E’T‘SEE‘S"" EXPENDI- [BRAMCES,AND| CUMBERED
T OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI- | BALANCE
TURES
1966
Jubyll J3 3,700 100 3,700 |00
APPROPRIATION AND EXPENDITURE LEDGER
Account #_730 Page 1
Aceount Description __Maintenance of Plant, Replacement of Equipment
ENCUMBRANCES TOTAL
TOTAL TOYAL ENCUM~ | UNEM-~
DATE | REF. APP?u%mA- ENCUM- E’T‘SEE“S"" EXPEND!~ {BRANCES,AND] CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI- | BALANCE
TURES
1966
Jubyl) 33 | 1,400100 1,400 00
APPROPRIATION AND EXPENDITURE LEDGER
Account ¥ _810 Page
Account Description __Fixed Changes, Retinement and FICA
ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM- | UNEM-
DATE | Rep, |APPROFRIA- encUM- | ERFENPI- | expENDI- [aRANCES,AND| CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI- | BALANCE
TURES
1966
Jubyll 33 145,600 |00 45,600 J0¢

APPROPRIATION AND EXPENDITURE LEDGER
Account #_ 820 Page !

Account Description _Fixed Charges, Tnsurance Premium

o

ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM- | UNEM-
DATE | REF. APP?;%Prﬁ'sA' ENCUM- | EXPENDI | £XPENDI- {BRANCES|AND} CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI- | BALANCE
TURES
966
Jubyll 33 | 2,700 |00 2,700 00
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APPROPRIATION AND EXPENDITURE LEDGER

Account #1110 Page 1 .
Account Description _Community Seavice, Rechgation
ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM- | UNEM-
DATE | ker, |APPROPRIA- ENCUM- | EXPENDI= | expENDI- BRANCES/AND] CUMBERED
OBLIGATE | LIQUIDATE |  BRANCES TURES EXPENDI- | BALANCE
TURES
1566
Jubyl}l I3 500 Joo 509 Joo
APPROPRIATION AND EXPENDITURE LEDGER
Account # _1130 Page !
Account Description _C ity Senv Pubfic Library
ENCUMBRANCES TOTAL
TGTAL TOTAL ENCUM- | UNEM-
DATE | Rer, |APPROPRIA- ENCUM- | ERFENDI | expENDI- |BRANCES, AND| CUMBERED
TIONS 1 OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI- | BALANCE
TURES
966
Julyl| J3A 500 po 500 Po

APPROPRIATION AND EXPENDITURE LEDGEF.
Account ¥ _1220 Page__. 1 ___

Account Description __Capital Outlay, Buifdings

ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM= | UNEM-
DATE | REF, APP%%"S;A' ENCUM~ E’T‘Ssé“s"" EXPENDI- |BRANCES/AIND| CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI- | PALANCE
TURES
966 '
Julyl| J3A 122,000 {00 22,000 {00
APPROPRIATION AND EXPENDITURE LEDGER
Account #_ 1230 Page_ 1
Account Description _Capital Outfay, Equipment
ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM- | UNEM-
DATE | REF, APPT’"%';L“SA' ENCUM- E;‘Sﬁg‘s"" EXPENDI~ [BRANCES;AND| CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXVENDI- | BALANCE
TURES
1966
Jubyl] 334 | 4,000 po 4,000 o
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APPROPRIATION AND EXPENDITURE LEDGER

Account # __1310 Page. 1
Ascount Description Debt Senvice - Prlneipal
ENCUMBRANCES I TOTAL
TOTAL TO1AL ENCUM~ | UNEM-
DATE | Rer, |APPROPRIA- ENCUM- E’T‘SEE“SD" EXPENDI- |BRANCES AND| C'JMBERED
OBLIGATE | LIQUIDATE | BRAICES TURES EXPENDi~ | BALANCE
TURES
1966
Jubyll 33 |32,000 (00 32,000 l|oo

APPROPRIATION AND EXPENDITURE LEDGER

Account # 1320 Page ...
Account Description __Debt Seavice - Interesf
ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM- | UNEm-
DATE | REF. A””T“,%”rﬁ's’*' ENCUM- E’T‘SEE‘SD" EXPENDI- [BRANCES AND| CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI- | BALANCE
TURES
1966
Jubyl| 33 | 2,500 00 2,500 [oo

APPROPRIATION AND EXPENDITURE LEDGER
Account f 1410 Page

Account Description __Outgoing Transfens - Tuition

1

ENCUMBRANCES TOTAL
TotAL | . | ToraL ENCUM= | UNEM=
DATE | REF. APP?,%’L’}‘SA' ENCUM- "T‘SEED‘ EXPENDI- [BRANCES AND| CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES | EXPENDI- | BALANCE
TURES
66
Jubyll J3 440 po 440 PO

Note in each preceding account that the approved appropriation
(estimates of expenditure) is shown in the Appropriations column as
well as in the last column, Unencumbered Balance. As amounts are
entered in the Encumbrance or Expenditure columns, the Unen-
cumbered Balance (the amount not obligated or expended) column
will be adjusted accordingly. These entries are described in detail
in the next several chapters.

At this point the General Ledger has been opened and the official
budget has been recorded. Another trial balance should be made
at this point, similar to the one prepared in chapter II, to make sure
that all the postings to the General Ledger accounts were correct.
Remember that a trial balance is prepared by

(a) Determining the account balance and whether it is a debit
or credit balance.
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(b) Listing the debit balances in one column.
(c) Listing all the credit balances in the other column.
(d) Adding each column.

(e) Comparing the column totals to make sure they are equal.

If the column totals are not equal, it is necessary to check your
postings to find the errors and make corrections. The trial balance
should always show the name of the district, the title of the report
(trial balance), and the date. At this point the trial balance is as
shown below.

Now that the General Ledger is open, a series of hypothetical
transactions is illustrated in the next chapters to demonstrate the
principles and procedures described earlier.

HYPOTHETICAL SCHOOL DISTRICT
TRIAL BALANCE

Juty 1, 1966
Account Title Aﬁg‘f‘ Debit Credit
Cash 1501 69,4451 55
Petiy Cash 1510 4001 00
Prepadid Expense 1530 3,000} 00
Accounts Recedivable 1540 3,652 15
Tnvestments 1550 24,8471 20
_Safaries Payable 1605 56,900]00
Accounts Payable to Vendons 1610 3.673125
Paynoff Deductions Payable 1620 6,361]50
Fund Bafance 2010 5,000]15
Estimated Revenue 2020 610,520} 00
Appropriations 2040 639,930100
711,864190 711,854|90
[}
Summary

(1) The official statement of the anticipated revenues and expen-
ditures of a school district for a definite period of time is called a
Budget.

(2) An Appropriation is money budgeted for specific purposes.

(3) Encumbrances are commitments in the form of purchase orders,
contracts, or salary contracts which are chargeable to an appropria
tion and for which a part of the appropriation is reserved.

(4) The amount not obligated or expended in an Appropriation and
Expenditure Ledger account is called the Unencumbered Balance.
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CHAPTER V
A Sample Month of Transactions

In chapters ITI and IV the groundwork has been laid for recording
financial transactions in our hypothetical school district. The
operations llustrated in those chapters are normally performed only
once a year, that is, at the beginning of the fiscal year. As chapter
III indicates, the recording of the district’s assets and liabilities
opened the General Ledger and shows what the district has and
owes; the difference between the lafter is the fund balance.

As chapter IV indicates, the annual budget is next recorded in
the General Ledger by first journalizing it in the General Journal
and then posting to the accounts of the General Ledger.

Chapter IV defines the term encumbrances as commitments in the
form of purchase orders, contracts, or salary commitments. They
are chargeable to an appropriation and, ir effect, reserve part of the
appropriation. Effective expenditure control requires the recording
not only of the cash expenditures, but also of the liabilities and en-
cumbrances. When incorporated into the accounting system of a
school district, encumbrance procedures serve to reserve or restrict
portions of the budget appropriations of the district for commitments
or contractual obligations which have been made. In the normal
operation of a school district it is necessary that the financial records
enable the school administrator to distinguish between what has
actually been spent and what has been committed against the budget
so that he knows what is left for future needs. Financial records
would be very misleading if obligated or committed amounts were
not deducted from the amount available for expenditures, and might
well result in exceeding the appropriation. The use of encumbrances
to indicate current obligations or commitments which will become
future expenditures is sound financial management and eliminates
any guesswork regarding the unencumbered balance in any account.

Encumbrances and reserve for encumbrances accounts

It is recommended that Encumbrances and Reserve for Encum-
brances accounts be used in the General Ledger, and these accounts
are numbered 2060 and 2011, respectively. These are again control
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accounts similar to the Estimated Revenue and Appropriations
control accounts as illustrated in chapter IV. These accounts will
be posted in summary only and the detailed breakdown of the sum-
mary will be shown below the entry in the General Journal. Each
Appropriation and Expenditure Ledger account provides for the
budgetary appropriations and looks like this:

APPROPRIATION AND EXPENDITURE LEDGER
Account #_120 Page 1

Account Description Admindsthation, Contracted Serviced

ENCUMBRANCES TOTAL
TOTAL TOTAL ENCUM- | UNEM-
DATE | REF. A””}‘%’rﬁ‘s”“ ENCUM- E’T‘Ssg"" EXPENDI- |BRANCES AND| CUMBERED
OBLIGATE | LIQUIDATE | BRANCES TURES EXPENDI- | BALANCE
TURES
1966
uly 11 J3 250 100 250 10

Please note that there are columns provided for obligating and
liguidating the encumbrances and for showing the total encumbrances
to date. These subsidiary Appropriation and Expenditure Ledger
accounts will be posted from the detailed breakdown of the General
Journal entry.

Whether a purchase order is issued or a direct cash expenditure
is made to obtain goods and/or services, the accounting sequence
is from the General Journal to the appropriate control account to
the appropriate subsidiary ledger account. For the specific differ-
ences that occur, that is, the control accounts and columns used in
the subsidiary ledger with a direct cash expenditure, and those
used with an encumbrance (purchase order), see illustrations 2, 3, 4,
and 5 on pages 112 through 115. The transactions entered and ac-
counts used in these illustrations are not necessarily related to
other materials in this manual.

A sample set of transactions for one month

The following transactions which are illustratzd might not all
take place in one month, but to show & continuity of operation, let
us assume that the 31.transactions listed below take place in the
month of July. This will show the reader a series of sample trans-
actions for & one month period. Sample transactions:

1. Encumber the entire payroll as provided for in the adopted ap-

propriations budget; the payroll accounts or the salary accounts are
listed below:

Acct. No. 110 Administration._ ... coocooommmiain e $18, 600
Acct. No. 211 Prineipals_ - oo commee i c e e 30, 000
Acct. No. 212 Supervisors. - o cvoeamcmccmmmmemcc e 20, 000
Acct. No. 213 Teachers. - v oo ammmm e eam e mmmm e 390, 000
Acct. No. 214 Librarian ... oo v ommee e e 8, 000
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Acct. No. 215 Clerks. - oo $8, 000

Acct. No. 216 Other Staff (Teacher Assistants)..._. ... 7, 500
Acct., No. 410 Health, Nurse._ ... e eeee 3, 800
Acct. No. 610 Custodians.. . . .o 20, 000

$505, 900

—_—

2. Issue a purchase order to: Superintendent of Documents, U.S.
Government Printing Office, Washington, D.C. 20402, for four
copies of School Building Maintenance Procedures by R. N. Finchum,
OE-21027, Bulletin 1964, No. 17, at $1.25 each, total $5.00.

3. Pay Accounts Payable to Vendors:

School Paper Co. _ ..o $873. 00
School Book Co- .o oo 1, 200. 25
School Supply Co- - oo 900. 00
Athletic Equipment Co. - - oo e 700. 00

$3, 673. 25

—_—

4. Information is received that Other Revenue from Local Sources
(account No. 14) will be increased by $2,500.

5. The school district receives a check for $675 from the neighboring
school district for tuition for two special students.

6. Cancel the purchase order to the Superintendent of Documents
in Washington, D.C., because a free copy was received in the mail.
7. Issue a purchase order to the XYZ Hardware Store for 10 gallons
of outside paint at $5 a gallon.

8. The school district borrows, on a 30-day note, $20,000 from the
National Bank at an annual interest rate of 3 percent.

9. Award a contract to the Hill and Dale Bus Co. in the amount of
$4,150 for pupil transportation during the coming school year.

10. Pay the invoice from the XY7Z Hardware Store for the 10 gallons
of paint—invoice amount is $48.50.

11. Purchase a three-year fire insurance policy from Congress Insur-
ance Agency and pay the premium in full in the amount of $1,500.

12. 1ssue a check for $25 to the high school principal to set up a
Petty Cash Fund. ‘

13. Receive a check from the State department of education in the
amount of $25,33%.

14. Pay the payroll for the 14th of the month. The $14,225 being
debited to Salaries Payable is one-fourth of the $56,900 which, as
explained on page 31, is for salaries earned by teachers but unpaid
during fiscal year 1966. For each of the four payrolls during July
and August, $14,225 will be paid to teachers for the previous fiscal
year.
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Salaries Payable_____ oo $14, 225. 00

Expenditures. - - - - oo oo 5,232. 00
Retirement Deduetions_ - - - oo oo oo $972. 85
Income Tax Withheld. _ . . e 1, 955.70
Hosp. Ins. Dedueted_ oo 480. 00
FICA Deducted._ - - - oo oo 906. 25
Cash. o e e e —— e m———————————— 15, 142. 20

Appropriation and Expenditure Ledger Detasl:
Administration. .- oo e 110 $715
Prineipals. - - oo oo 211 1,153
SUPerViSOrS. o o oo oo oo veme 212 769
TeachersS. - v e ccmemc e mmmmmmm————— = 213 778
Librarian_ .- oo e m— - 214 307
ClerKS - o o o oo e —————————— 215 307
Teacher AsSiStants .- - - oo coccocccmmcrmmaecmem - 216 288
NULBE - - e o e e e e —m—mmm————————mm e 410 146
Oper. of Plant (Custodians) - - .. - oo 610 769

$5, 232

14. Pay the $1,955.70 withheld from the July 14 payroll as Federal
income tax deductions to the United States Treasury.

15. Pay the State Retirement Board $12,723 ($6,361.50 for em-
ployees retirement deductions, which was on the balance sheet as
payroll deductions payable as of June 30 of the previous fiscal year,
and a matching amount as the school district’s contribution).

16. Receive a check from the local tax collector in the amount of
$84,010.
17. Repay the $20,000 note and $16.40 interest to the National Bank.

18. Issue purchase orders for textbooks and teaching supplies to
the following:

School Book Co__ o oo ccoo oo - $420
Sehool Supply Co- - oo 180

19. Pay the June telephone bill in the amount of $97.

20. Pay travel expenses of Miss Smith to the Remedial Reading
Conference in the amount of $38.

21. Replenish the high schoo! Petty Cash Fund because $18 has
been spent for office supplies.

22. Pay for textbooks received from the School Book Co., transaction
No. 18 above. The invoice is for $378 plus $12.50 freight charge.

23. The school district’s Treasurer uses $50,000 of inactive funds to
buy 90-day U.S. Treasury bills for investment purposes.

24. Miss Jane Jones, teacher, resigns; her contract salary for this
school year was $5,000.

25. Hailstorm damage requires $156 for emergency repairs to the
Lichtenberger Elementary School.
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26. Instructional supplies are received from the School Supply Co.,
with an invoice for $180, terms of 2 percent/10 days.

27. The superintendent hires Miss Mary Moore to take Miss Jones’.
place this fall at a salary of $5,400.

28. Pay the payroll for the 28th in the same amounts as for the 14th.
28. Pay the $1,955.70 withheld from the July 28 payroil as Federal
income tax deductions to the United States Treasury.

28. Pay the State Retirement Board (employer’s rate same as that
for employees’) for the current monti’s employees deductions plus
the school district’s contribution.

29. The school district signs a contract with the ATA Architectural
Co. at an estimated cost of $8,000 for preliminary plans for an
addition to the high school building.

30. A check for $106 is received from the insurance company to
compensate for the hail damage.

31. The school district receives $10,000 as a result of the maturing
of certain U.S. Treasury bills. The original investment was
$9,912.50.

For the benefit of the users of this manual, an analysis of each
journal entry is shown on the left hand page opposite the corre-
sponding journal entry on the right hand page. The various General
Ledger accounts, the Revenue Ledger accounts, and the Expenditure
Ledger accounts are shown at the end of the chapter posted according
to the dates of the transactions.




PURCHASE ORDER NO. 102 :

‘ ! HYPOTHETICAL SCHOOL DISTRICT INVOICES, PACKAGES DL OF LAD~ s
! XVILLE, U.5.A. i s !
To: _XYZ Hardware Store Ship to: Hypothetical School Dist.
, 120 Main Street Administration Bldg.
\\ wi¢' U.S.A. Xville, U.5.A.
’ ALL PRICES ARE §,0.8, DESTINATION UNLESS OTHERWISE SPECIFIED
! DATE 5H|FV\"HEN F.O.8, POINT TERMS
7/1/64 Trmediatedly
: imem | Quan. DESCRIPTION A ot 7OTAL
| 10 | GaL. | Paint, outside white 720 s{oof 50|00

TOTAL
By %JOI/ AM'T 50100
INSTRUCTIONS
1. Acknowledge receipt of this arder & state vhen & fram what point shipnient will be mode,

2. Invaice in duplicate,
3. facking Stip must accompony gaods .

VENDOR

t ACCOUNTING-NUMERICAL FILE
| PURCHASING-VENDOR FILE
[ RECEIVING

B
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1. In the journal entry for the first transaction, note that the
Encumbrance account is debited for the total amount of salaries as
listed in the budget and the Reserve for Encumbrance account is
credited for the same amount. Listed below the debit and credit
entries are the Appropriation and Expenditure Ledger details which
are posted to the obligation columns of encumbrances. See pages
93 and 94 for the posting of the journal entry to the General
Ledger accounts and pages 97 to 103 for the posting to the subsidiary
Appropriation and Expenditure Ledger accounts.

2. The journal entry for this transaction is basically the same as the
first journal entry; however, in this case, we are encumbering for an
item which is being purchased. Note again that the Encumbrance
account is debited and the Reserve for Encumbrance account is
credited for $5. The detail account in the Appropriation and
Expenditure Ledger, Other expense—Operation, is also debited. An
example of one form often used for purchase orders is shown on
page 61. See pages 93 and 94 for the posting of the journal entry
to the General Ledger accounts and page 104 for the posting to the
subsidiary Appropriation and Expenditure Ledger account.

3. Please note that this transaction records the payment of Accounts
Payable which appeared on the balance sheet as outstanding bills
from the previous fiscal year. The journal entry is a debit to
Accounts Payable and a credit to (lash. Note that this is an
example of reducing a liability and also reducing the asset Cash and
t hat the detailed list of the companies to be paid is below the journal
entry. See pages 90 and 92 for the posting of the journal entry to
the General Ledger accounts.
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GENERAL JOURNAL

Page 4
ACCOUNT TITLE AND EXPLANATION ;(E):T AMOUNT ACAT:ODL:LT
Encumhnances 2060 505,900 Yo
Reserve fon Encumbrances 2011 505,900
Approprniation and Expenditure _Ledger Details
110 Administration $ 18,600,001 110
211 Principals 30,000,001} 211
212 Supervisons 20,000,001 212
213 Teachens 390,000.00] 213
214 Libranian 8,000,00] 214
215 Clenks 8,000,00} 215
216 Teachen Assistants 7,500,001 216 '
410 Nunse 3,800,000 410
610 Open, of Plant (Custodians)20,000,00] 610
$505,900,00
To necord salary encumbnances fon afl
perdgnnel approved in the adopted
_budget
Encumbrances 2060 5po
Reserve for Encumbrances 2011 5
Appropriation and Expenditure Ledger Details
Other expense - Openation $5.00 660
To record Punchase Onden #101, Supt, of
Docyments
Accounts Payable 1610 3,673 g5
Cash 1501 3,673
To necord payments £o
Schrof Paper Co, $ §73.00
Schoof Bogk Co, 1,200,25
Schoof Supply Co. 960,00
Athletic Equipment 700,00
$3,673.25




4. In this instance the school district has been informed that it will
receive $2,500 additional revenue. This revision is accomplished
by debiting the Estimated Revenue account and crediting the Fund
Bajance account. Include the subsidiary Revenue Ledger detail,
in this case Other Revenue from Local Sources, below the main entry.
When payment is received, the Cash account will be debited and the
Revenue accouni will be credited. See page 93, for the posting
of the journal entry to the General Ledger accounts and page 96 for
the posting to the subsidiary Revenue Ledger account.

5. The school district received $675 from another school district.
Here the asset Cash is increased, and therefore it is debited. This is
balanced by a credit to the Revenue account, which also is increased.
The latter is a summary account; in order to have this transaction
reflect the exact type of revenue received, it is necessary to post also
to the subsidiary Revenue Ledger account. See pages 90 and 93 for
the posting of the journal entry to the General Ledger accounts and
page 96 for the posting to the subsidiary Revenue Ledger account.

6. In this transaction the school district cancels the purchase order
which was sent to the Superintendent of Documents in Washington,
D.C. Therefore, it is necessary to liquidate the encumbrance which
was made for the original transaction No. 2. Note here that the
Reserve for Encumbrances account is debited and the Encumbrance
account is credited, just the opposite of transaction No. 2. Similarly,
the Appropriation and Expenditure Ledger details will now show that
the $5 amount under the Encumbrances column in account number
660 has been liquidated, and note in the right-hand unencumbered
balance column in the same account that the amount has increased
by $5. This $5 restoration is available for purchase of some other
item. See pages 93 and 94 for the posting of the journal entry to
the General Ledger accounts and page 104 for the posting to the sub-
sidiary Appropriation and Expenditure Ledger account.
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GENERAL JOURNAL
Page._ 5 .
DATE ACCOUNT TITLE AND EXPLANATION roeT A et
’1232; 4 \Eazimated Rovonue 2020 2,500 o
Fund Bafance 2010 2,500/ 00
Revenue Ledgen Detail:
Other Revenue fnom Local Sounces-32,500.00 14
To necond nevised estimate of nevenue
grom £ocal sounces,
5 |Cash 1501 675 o
Revente 2030 675100
Revenue Ledgen Detail:
Tuition from Othen Schoof Disinicts-$675, 80
To necord neceipt of tultion {rom PPO
Schook District fon students Betty
Mitlen and Delones Austin
6 |Reserve fon Encumbrances 2011 5 10
Encumbrances 2060 5100
Appropriation and Expenditure Ledgen Detail:
Other expense - Operation $5.00 660
To necond encumbnance Liquidation of PO
#101 due to cancellation of the onrder
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7. Another purchase order has been issued in the amount of $50 for
10 gallons of paint at $5 a gallon. Again, a debit is made to the
Encumbrance account and a credit to the Reserve for Encumbrances
account. The detail is posted to the subsidiary Appropriation and
Expeniditure Ledger, account No. 720. See pages 93 and 94 for the
posting of the journal entry to the General Ledger accounts and
page 104 for the posting to the subsidiary Appropriation and Ex-
penditure Ledger account.

8. In this transaction the asset Cash is increased by borrowing money
from the bank. This new liability is called Notes Payable and is
assigned an account number 1611. Therefore, the Cash account is
debited to record the increase of the asset and the Notes Payable
account, a liability, is credited to record the liability. See pages 90
and 92 for the posting of the journal entry to the General Ledger
accounts.

9. In this transaction a contract has been issued to the Hill and Dale
Bus Company for pupil transportation. In this case the school
district is buying services, and thus the entry would be the same as
for the issuance of a purchase order. The Encumbrance account is
debited for the full amount of the contract and Reserve for En-
cumbrances is credited for the same amount. The subsidiary Appro-
priation and Expenditure Ledger Account number 520, Pupil
Transportation, also shows an obligation of this amount of money
in the Encumbrances column. As the monthly bills froni the Bus
Company are received and paid, the encumbrance will be reduced
by the amount paid. See pages 93 and 94 for the posting of the
journal entry to the General Ledger accounts and page 102 for the
posting to the Appropriation and Expenditure Ledger Account.
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GENERAL JOURNAL
Page 6
DATE ACCOUNT TITLE AND EXPLANATION Rer | AT Pyl
1766
July 7 |Encumbrances 2060 50
Reserve for Encumbramces 2011 50100
Appropriation and Expenditune Ledgen Detaild
Contrgeted Senvices - Maintenance $50,00 720
To_necord issue of Punchase Onden #1072
£ ]1C 1501 20,000 po
Note Payabfe 1611 20,000{00
To_necord Loan (note) fnom National
Bank @ 3%
9 1 Encumbrances 2060 4,150 po
Resenve fon Encumbrances 2011 4,150] 00
Appropriation and Expenditune Ledgen Detaild
Pupdl Thanspontation contract $4,150,00 520
To necond conthact with Hill & Date
Bus _Company
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| 10. Note in this transaction that an invoice and the paint have
| been received for purchase order No. 102 which was transaction
No. 7 above. The school district is now paying for the paint it
ordered in transaction No. 7 above. Therefore, the Expenditure
control account is debited to show an increase in expenditure, and
the Cash account is credited to show the reduction in Cash. At
this point, the reader is probably aware of the fact that the invoice
L | was for $48.50, but the original encumbrance was for $50. There-
fore, there is a second transaction marked as No. 10 which would be
journalized at the same time; the previous encumbrance amount of
$50 will now be liquidated both from the control accounts and from
the Appropriation and Expenditure Ledger detail account. Note
again that the debit to the Reserve for Encumbrances account and
the credit to the Encumbrances account are the opposite of trans-
action No. 7 in order to liquidate the encumbrance. See pages 90
and 94 for the posting of the first journal entry to the General Ledger
, accounts and page 104 for the posting to the Appropriation and Ex-
penditure Ledger account. See pages 93 and 94 for the posting
of the second journal entry to the General Ledger accounts and page
104 for the posting to the Appropriation and Expenditure Ledger
J account.

11. The school district is making a direct expenditure by paying
f $1,800 for an insurance policy. Since the benefits of this policy
: will last for three years, only the current year’s share will be charged
as a current expenditure. Thus $600, this year’s share, is recorded
as a debit to the Expenditure Summary account and also in the
Appropriation and Expenditure Ledger defail account. The remain-
ing $1,200 is established as an asset called Prepaid Expenses and
is debited; in each of the following two years, $600 will be charged
as an expenditure, finally resulting in a zero asset balance. The
Cash account is credited to reflect a decrease of $1,800 in the asset
cash. See pages 90, 91, and 94 for the posting of the journal entry
to the General Ledger accounts and page 105 for the posting to the
Appropriation and Expenditure f.edger account.




GENERAL JOURNAL
Pagel
DATE ACCOUNT TITLE AND EXPLANATION POST 1 aoUNT Py
1966
| Tufy 10| Expenditunes 2050 48 150
Cash 1501 48] 50
Appropriation and Expenditure Ledgen Detail )
Contracted Senvices - Maintenance $48.50 720
To pay invoice from XY Harduare
Company, Pukchode Orden #102
10] Resenve fon Encumbrances 2011 5000
Encumbrances 2060 5000
o Appropriation and Expenditure Ledger Details
Contrnacted Services - Maintenarnce $50,00 720
To necord encumbrance Liquidation of
_Punchase Ondea #102
11| Expenditures 2050 600 Y0
Prepaid Expensed 1530 1,200 pu
Cash 1501 1,860100
Appropriation and Expenditure Ledgen Details
Fixed Chanaes - Insunance § Judgements
$600,00 | 820
To necond payment o4 3 year policy
_with Congness Indurance Agency




12. In this transaction one asset is increased and one asset is de-
creased by an equal amount; that is, $25 is transferred to the Petty
Cash account and the main Cash account is reduced by a like
amount. Therefore, the Petty Cash account is debited and the
main Cash account is credited. Please note that this is the entry
normally required to establish a new Petty Cash account or to
increase an existing Petty Cash account. Transaction No. 21 will
illustrate how te reimburse the Petty Cash account when money
has been spent for supplies or other sundry items. See pages 90
and 91 for the posting of the journal entry to the General Ledger
accounts.

13. This transaction records the receipt of cash from the State
department of education. The Cash account is debited to record
the increase in Cash, and the Revenue account as well as the detail
account in the subsidiary Revenue Ledger are credited. See pages
90 and 93 for the posting of the journal entry to the General Ledger
accounts and page 96 for the posting to the Revenue Ledger account.

14. This transaction records the payroll for the 14th of the month,
which is comprised of charges against two different fiscal years. The
$14,225 debited to Salaries Payable, as explained on page 31, is for
gross salaries earned by teachers but unpaid during the previous
fiscal year; it was charged to the Expenditure control account when
the Salaries Payable account was established at the end of the
previous fiscal year. The second debit entry, $5,232 to the Expendi-
tures control account, is the gross amount for current fiscal year
salaries, and must also be posted to the various expenditure ledger
accounts, Because the retirement cost, Federal income tax, social
security cost, and hospitalization insurance cost are deducted from
the gross payroll and the employee receives a net amount of cash,
the total of all of these deductions for all employees is shown as a
series of credit entries, offsetting or balancing the gross payroll
as shown in the debit columns. Transaction No. 5, chapter II,
page 17, involved the payment of $44,000 to teachers for salaries.
These deductions were omitted at that early stage of the handbook.
Chapter VIII will introduce a system of actual payroll preparation
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GENERAL JOURNAL

Page 8
DATE ACCOUNT TITLE AND EXPLANATION PoST AT Privi
i85 12| potty cash 1510 25 Joo
Cash 1501 25]00
To_necond issue of Petty Cash to high
schood principal
13} Cash 1501 25,338 o -
Revenue 2030 25,3361 00
Revenue Ledger Detadl:
Revenue fnom State sounces $25,338,00 30
To necond neceipt of monthly State
appropriation
14| Safanies Payable 1605 14,225 Y0
Expenditure 2050 5,232 Y0
Paynoll Dedyctions Payable- Retirement | 1620 472] 85
__Paynoff Deductions Payable- Fed.Inc.Tax| 1620 1,955| 70
_Paynolk Peductions Payable- F,1,C,A, 1620 906|25
Payrofd Deductions Payable- Hosp, 1 1620 480100
Cash 1501 15,142] 20
Appropriation and Expenditune Ledger Detail]
# Title Ampund,
110 Administration $ 15 110 ;
211 Principats 1,153.00{ 211 |
212 Supenvisons 769.00] 212 :
213 Teachenrs 778.00] 213
214 Librarian 307.00] 214
215 Clenhs 307.00f 215
216 Teacher Assistants 288,001 216
410 Nurse 146.00] 410
610 Oper, of Plant (Custodians) 769,001 610
$5,232.00
To necord payroll forn July 14, 1966
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including the preparation of the individual checks to be distributed
to the employees. Journal entry No. 14 reflects the summary total
of the payroll. It is necessary ton liquidate the encumbrances for
that portion of each payroll covering current fiscal year salaries
from the total amount of the salaries encumbered for the current
fiscal year; therefore, there is a series of transactions recorded on the
14th to show the liquidation of these encumbrances. In addition,
a third transaction must be recorded on the 14th to show the im-
mediate payment to the U.S. Treasury of the Federal income tax
withheld from employees. Note in this transaction that the Payroll
Deductions Payable (to Federal income tax) account is debited,
which eliminates the liability; the Cash account is credited because
there has been a reducticn in the asset Cash. See pages 90, 92,
and 94 for the posting of the first journal entry to the General
Ledger accounts and pages 97 to 103 for the posting to the Appro-
priation and Expenditure Ledger accounts. See pages 93 and 94
for the posting of the second July 14 journal entry to the General
Ledger accounts, and pages 90 and 92 for the posting of the third
July 14 journal entry to the General Ledger accounts.

15. Transaction No. 15 is separate from and independent of the
payment procedure just illustrated in transaction No. 14. This
transaction illustrates the journal entry required to pay the Payroll
Deductions Payable (Retirement) shown on the balance sheet at the
close of the fiscal year and in addition the payment of an equal
amount by the school distriet as the school district’s contribution
to the retiremenv fund. Therefore, 2 compound journal entry is
made showing a debit to the Payroll Deductions Payable account,
a debit to the Fund Balance account, and a credit to the Cash
account in the amount of $12,723. See pages 90, 92, and 93 for the
posting of the journal entry to the General Ledger accounts. In
the preceding fiscal year no entry was made for Employer’s Con-
tribution to Retirement for the month of June. To correct this
error, the bookkeepe: must debit Fund Balancs rather than Ex-
penditures, since expenditures are limited to proper charges against
the current year’s budget.
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GENERAL JOURNAL

245-882 0—67——6

— Page 9
DATE ACCOUNT TITLE AND EXPLANATION el AT T
T8
July 14 Resosue {ar Fuoumbnances 2011 5,232 100
Encumbnrances 2060 5,232100
To Liguidate encumbrance fon payrold
of Jubly 14 use same Appropriation
and Expenditure Ledgen detail as
above
14) Payroll deductions payable 1620 1,955 |70
Cash 1501 1,955 70
To necord paument to U.S. Treasury of
omployeed' income tax withheld - July
14_paynofl
15 Paynobl Deductions Payable 1620 6,361 150
Fund 8alance 2010 6,361 150
Cash 1501 12,723 00
To pay State netinement system the
|1 empfoyecs’ retinement deductions and
the schoof district's share, The
total was outstanding at the end of
the preceding fiscal year.
73
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16. This transaction records the receipt of Cash. Therefore, the
Cash account is debited to record the increase. The balancing
credit entry is made to the Revenue control account and also to the
detail account in the subsidiary Revenue Ledger. See pages 90 and
93 for the posting of the journal entry to the General Ledger accounts
and page 95 for the posting to the subsidiary Revenue Ledger
account.

17. This transaction illustrates the jourral entry necessary to repay
the Note Payable owed to the bank, and, again, a compcund entry
is required. To remove the liability, the Note Payable account is
debited in the amount of $20,000 and the expense of the interest is
recorded as a debit to the Expenditures control account in the
amount of $16.40. The detail is posted to the Appropriation and
Expenditure Ledger. Note that this expense was not provided for
in the budget and will have to be adjusted later. The Cash account
is credited for the total amount, $20,016.40. See pages 90, 92, and
94 for the posting of the journal entry to the General Ledger accounts
and page 105 for the posting to the Appropriation and Expenditure
Ledger account.

18. This transaction illustrates the method of encumbering two
purchase orders at the same time. The Encumbrance account and
the Reserve for Encumbrances account are debited and credited,
respectively, for a total of $600. However, in the Appropriation
and Expenditure Ledger where the amounts are obligated, two
separate accounts are maintained. See pages 93 and 94 for the
posting of the journal entry to the General Ledger accounts and
page 101 for the posting to the Appropriation and Expenditure Ledger
accounts.

19. This is an example of a direct expenditure and reflects the
practice often found in small and intermediate school districts where
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GENERAL JOURNAL
Page .10 __
DATE ACCOUNT TITLE AND EXPLANATION RoeT AT T
JZfzz 16| Caah 1501 84,010 {00
Revenug _2030 84,0101 00
Revenue Ledger detail:
Taxation and Approps, Rev, ~ $84,010,00 11
To necond necedpt of Local taxes
17| Note Payable 1611 20,000 {00
Expend{tunes 2050 16_140
Cash 1501 20,0161 40
Appropriotion and Expenditure Ledger detail;
Interest on Cumnent Logns $16,40 840
To record payment of note and .intenes
{0 the Nationaf Bank
18| Encumbrances 2060 600 Y0
Reserve fon Encumbrances 2011 600]00
Appropriation_and Expenditure Ledger details
Textbooks $420.00 220 |
Teaching Supplies 180,00 240
To necond issue of Purchase Ondens
numbered 103 and 104
19) Expenditures 2050 97 po
Cash 1501 97{00
Appropriation and Expenditune Ledger detadils
Utitities Except Heat $97.00 640
To necond payment of June tefephone
bilk,

5
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fluctuating utility costs such as those for telephone service are not
encumbered but rather are paid for directly when- the invoice is
received. This item should have been accrued. The Expenditures
control account No. 2050 is debited for the full amount, $97, the
Cash account is credited to show the payment of the bill, and the
detail is entered in the Appropriation and Expenditure Ledger.
See pages 90 and 94 for the posting of the journal entry to the
General Ledger accounts and page 103 for the posting to the Appro-
priation and Expenditure Ledger account.

As a practical matter, a warrant is not prepared every time an
invoice is received. Normally, invoices will accumulate, and cor-
responding warrants will be prepared for approval at a specific
school board meeting. At any point from the time the purchase
order is issued to the time of payment, the financial records reflect
the burden—first in an encumbrance and finally in an expenditure
entry. Thus, if considerable time should elapse between receipt of
an invoice and preparation of the warrant, the records would still
show the encumbrance. However, when a direct expsnditure is
made for which there has not been an encumbrance, any delay in
preparation of the warrant would mean that the appropriate record
would not reflect this claim against its balance.

Accounts payable are used to preclude the above-mentioned
possibility. For example, transaction No. 19 should be handled as
follows:

Transaction: Invoice is received for June telephone bill, $97.00

Debit: Expenditures.___.___ .. _____________ $97. 00

Credit: Accounts Payable____________._ $97. 00
Appropriation and Expenditure Ledger detail:
Utilities Except Heat_ -~ .._____.____ $97. 00

To record receipt of June telephone bill and establish
accounts payable




l

|

The entry on page 76 places this transaction ‘“‘on the books” for the
first time. Any financial statements made between the time this
is recorded and the time the bill is paid would therefore reflect
accurately the financial condition of the school district.

When the warrant is prepared for payment, the following entry
is made:

Debit: Accounts Payable. . _____________ $97. 00
Credit: Cash. . ______.______.______ $97. 00
Paid the June telephone bill

The entry above removes the liability. Again, the advantage
of using accounts payable for direct expenditures is in avoiding
gaps which might distort the financial position as shown by the
financial records.

There is an important distinction between accounts payable
and encumbrances. Encumbrances may represent actual amounts
based on quotations or contracts, but they may also represent
estimated amounts for goods and/or services. Accounts payable,
on the other hand, always represent actual amounts based on
receipt of the goods and/or services and an invoice whose accuracy
has been verified. Accounts payable may also be used to consolidate
payments, that is, instead of processing one small warrant for payment,
if it is known there will be others from the same vendor following,
payment may be delayed until the others have been received and
then one lump-sum payment made. Apny statement of unexpended
balances prepared in the interim, however, will correctly reflect
all the expenditures which have been made, whether or not the
warrant has been written.

7

R e s e v s 1




20. Here is another example of direct expenditures which are not
normally encumbered—the payment of miscellaneous traveling ex-
penses to various members of the staff. The Expenditures control
account is debited and the Cash account is credited to show the
reduction in Cash. The detail is posted to the appropriate account
in the Appropriation and Expenditure Ledger. See pages 90 and 94
for the posting of the journal entry to the General Ledger accounts
and page 102 for the posting to the Appropriation and Expenditure
Ledger account.

21. At the high school, $18 was spent for office supplies out of the
Petty Cash fund. The journal entry here shows the recording of the
expenditure by debiting Expenditures and Instruction—Other Ex-
penses, account No. 250, and crediting to the Cash account to show
the reduction in Cash. The key to this transaction is that when a
check is written it is paid to the custodian of the high school Petty
Cash Fund so that the custodian of the fund may cash the check and
put the money back into the Petty Cash Fund. This is a method
of reimbursing the Petty Cash Fund, and it does not change the
balance sheet total of Petty Cash. See pages 90 and 94 for the
posting of the journal entry to the General Ledger accounts, and
page 102 for the posting to the Appropriation and Expenditure Ledger
account.

22. This transaction is included to illustrate that the cost of trans-
porting goods from the manufacturer to the school district is normally
considered a cost of the goods. Therefore, the total of the invoice
$390.50 1s charged to the Expenditure control account as a debit and
to the Textbooks account as a debit in the Appropriation and
Expenditure Ledger. A credit is entered in the Cash account for
the same amount. An additional journal entry is required at this
point for the same transaction in order to liquidate the encumbrance
of purchase order No. 103 both from the control accounts of Encum-
brances and Reserve for Encumbrances as well as to show the




f GENERAL JOURNAL
Page L1
! r DATE ACCOUNT TITLE AND EXPLANATION e Ao Prrion
! 3322;0 Expenditunes 2050 _ 3800 i
Cash 1501 38| 00 3
i Appropriation and Expenditune ledqen detail .
| ’ Insthuction - Othen Expenses $38.00 | 250 .:
} ! To necond payment of travel cxpensesd 3
| to Miss Smith ] t
| |
g |
5 21| Expenditunes 2050 15 00 %
5 Cash 1501 18] 00
Appropriation and Expenditune ledgen detail: 1
Insthuction - Othen Expenses $18.00 | 250 %
To neimburse hiqh schoof Petty Cash i
Fund %
[
27 Expendituncs 2050 390 B0
Cash 1501 390]50
! ‘ Appropriation and Expenditune Ledgen details
{ Teaxthooks  $590.50 220
: To pay Schoof Book Co, per dnvoice,
% includes thanspontation change of |
i $12,50, Punchase Onden No, 103 |
2 22| Resenve fon Encumbnances 2011 420 po
! brances 2060 420100
? Appropriation and Expenditure ledgen detail:
Texthooks _ $420,00 220
\ To Liquidate encumbrance of Purchase
[ Order No, 103
i‘:
|3
!
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liquidation of the encumbrance in the individual Appropriation and
Expenditure Ledger account. This is done in the same way as it
has been done in previous transactions by debiting the Reserve for
Encumbrances account and crediting the Encumbrances account.
See pages 90 and 94 for the posting of ihe first journal entry to the
General Ledger accounts and page 101 for the posting to the Appro-
priation and Expenditure Ledger account. See pages 93 and 94 for
the posting of the second July 22 journal entry to the General Ledger
accounts and page 101 for the posting to the Appropriation and
Expenditure Ledger account.

23. This transaction illustrates the method of exchanging one asset
for another as previously discussed in chapter II. Here the treasurer
of the school district buys $50,000 worth of 90-day Treasury bills;
therefore, the asset Investments is increased by $50,000 by debiting
the Investments account and the asset Cash is decreased by a like
amount by crediting the Cash account. See pages 90 and 91 for the
posting of the journal entry to the General Ledger accounts.

24. The journal entry for *his transaction illustrates the method
of liquidating the encumbrance for the teacher’s salary upon the
resignation of Miss Jones. This liquidation must be accomplished
both in the control accounts Reserve for Encumbrances and En-
cumbrances as well as the Appropriation and Expenditure Ledger
account, Teachers’ Salary, No. 213. 1If this type of transaction
occurs during the school year, that is, after the payrolls have been
paid for several months, the amount which would be liquidated
should be only the balance remaining to be paid to the teacher in
the contract year. For example, if the teacher resigned at the
end of January, the school district will have already paid that teacher
half of her salary, $2,500, and the only outstanding or encumbered
amount remaining on the books would be an additional $2,500
and this would be the amount to liquidate. See pages 93 and 94 for
the posting of the journal entry to the General Ledger accounts
and page 99 for the posting to the Appropriation and Expenditure
Ledger account.




GENERAL JOURNAL

Pras, 12
DATE ACCOUMT TITLE AND EXPLANATION o P pardi
956
July 23] TnueAdments 1550 50,000 [00
Cash 1501 50,000 00
To necond pwichase of 90~-day Treasury
BiPPs due QOctober 22, 1964, @ 3,53%
24| Resenve for Encumbrances 2011 5,000 100
Encumbrances 2060 5,000, 00
Apphopriation and Expenditunre Ledger detaif
Teachers Safanies $5,000.00 213
To nrecord nesignation of Miss Jane
Jones
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25. This transaction is included to illustrate the type of emergency
repair bill that often comes up in the normal operation of a school
district. It was assumed in this particular transaction that some
damage such as broken windows was the result of the hailstorm and
that the school district immediately had a local contractor replace
the broken windows. The journal entry for this transaction was
a debit to the Expenditure control account and a credit to the Cash
account to record the paying out of the cash. The detail is recorded
in the Appropriation and Expenditure Ledger. See pages 90 and 94
for the posting of the journal entry to the General Ledger accounts
and page 104 for the posting to the Appropriation and Expenditure
Ledger account.

26. This transaction demonstrates a rather common practice in
dealing with vendors; that is, a discount is often given if an invoice
is paid within 10 days. The board of school directors and the
administration of a school district should be encouraged by the
person keeping the financial records to take advantage of these
cash discounts. The actual journal entry is routine in that the
Expenditure control account is debited to record the increase in
Expenditure and the Cash account is credited to indicate the payment
of the invoice. The detail is posted to the Teaching Supplies ac-
count, No. 240, in the Appropriation and Expenditure Ledger.
See pages 90 and 94 for the posting of the first journal entry to the
General Ledger accounts and page 101 for the posting to the Appro-
priation and Expenditure Ledger account.

26. A second journal entry is required for transaction No. 26 in
order to liquidate the encumbrance created by purchase order No.
104 in transaction No. 18, Here again the control account as well
as the individual Appropriation and Expenditure Ledger account
must show the proper transaction. The Reserve for Encumbrances
account is debited, the Encumbrances account is credited, and the
obligation is liquidated in the Teaching Supplies account, No. 240,
in the Appropriation and Expenditure Ledger. See pages 93 and 94
for the posting of the second July 26 journal entry to the General
Ledger accounts and page 101 for the posting to the Appropriation
and Expenditure Ledger account.
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GENERAL JOURNAL
Page_13___
DATE ACCOUNT TITLE AND EXPLANATION P | ameonr e
mz_:, 25| Expenditunes 2050 156 Qo
Cash 1501 156100
' g Lodaen details
Maintenance, Contracted Senvices $156,08 720
To_necord payment of emehragency he-
pains, haifstonm - Lichtenbergen's
Efementany dchool,
26) Expenditunes 2050 176 4o
Cash 1501 176| 40
Appropriation and Expenditune Ledger detail
_Teaching Supplies $176,40 240
To necoxrd payment of invodce from
Schook Supply Co, of $180,00, 2%
10 days,
26| Reserve fon Encumbhranced 2011 180 00
Encumbrances 2060 180] 00
Appropriation and Expenditune lLedger detail
Teaching Supplies $180,00 240
To necond Liquidation of encumbrance,
Purchase Onder No. 104,
83




27. This transaction records the hiring of a new teacher, Miss
Mary Moore, to take the place of the teacher who resigned, Miss
Jane Jones. Note that the new contract salary must be encumbered
in the same manner as a salary is at the beginning of the year;
therefore, there is a debit to the Encumbrances account of $5,400,
a credit to the Reserve for Encumbrances account for the same
amount, and the Teachers’ Salary account No. 213 is encumbered
in like manner. If this teacher were hired later in the year, the
amount to be encumbered would be only the amount which the
teacher was going to be paid for the rest of the contract year, See
pages 93 and 94 for the posting of the journal entry to the General
Ledger accounts and page 99 for the posting to the Appropriation
and Expenditure Ledger account.

28. This transaction is similar in detail to transaction No. 14 posting
the payroll totals. The second and third transactions for No. 28
in which the salary for that period is liquidated by debiting the
Reserve for Encumbrances account and crediting the Encumbrances
account and the payment of the Federal income tax withheld to the
U.S. Treasury, follow the same format as described on the 14th
payroll. One addition is made to transaction No. 28 so that the
State Retirement Board will now be paid the deductions withheld
from employees for the current month plus the school district’s
retirement contribution., Please note that the Payroll Deductions
Payable for retirement in the amount of $1,945.70 is the sum of
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GENERAL JOURNAL

Page 14
DATE ACCOUNT TITLE AND EXPLANATION poST Aot Prnti
1966
Iuty 27 Encumbaance 2040 5,400 00
Resenve fon Engumbrances 2011 5,400]00
Appropriation and Expenditune Ledger details
Teachers Safaries $5,400,00 213
To encumben contract of Mias Marny MooAe
28| Salaries Payable 1605 14,225 po
Expend{tune 2050 5,232 yo
_Paynofl Deductions Payable- Retinement | 1620 972} &5
Paynoll Deductions Payablfe- Fed.Inc.Tax| 1620 1,955|70
Paynokl Deductions Payable~ F,1.C.A. 1620 906{25
Payroll Deductions Payable- Hosp, Ins, | 1620 480]00
Cash 1501 15,142120
Appropriation and Expenditune Ledger details
Acet, ¥ Title Amount
110 Administration $ 715,00 119
21 Principals 1,153.00] 211
212 Supervisons 769,001 212
213 Teachens 778,00 213
214 Librarian 307.00) 214
215 Clonks 307,00] 215
216 Teachen Assistants 288,001 216
410 Nunse 146,00 ] 410
610 Oper. of Plant (Custodians) 769,00 é10
$5,232.00
To necond payment of July 28, 1966
__paynoll
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$972.85 withheld on the 14th payroll and the same amount with-
held on the 28th payroll. Following the same procedure as in
transaction No. 15 where the Payroll Deductions Payable for the
preceding year were paid, a compound entry is used. The debit
entries are to the Payroll Deductions Payable and Employers
Retirement Contributions accounts, each in the amount of $1,945.70,
and the credit entry is to the Cash account for the sum of both,
$3,891.40. See pages 90, 92, and 94 for the posting of the first
journal entry to the General Ledger accounts and pages 97 to 103
for the posting to the Appropriation and Expenditure Ledger
accounts. See pages 93 and 94 for the posting of the second July 28
journal entry to the General Ledger accounts, and pages 90 and 92
for the posting of the third July 28 jourral entry to the General
Ledger accounts. See pages 90, 92, and 94 for the posting of the
fourth July 28 journal entry to the General Ledger accounts, and
page 105 for the posting to the Appropriation and Expenditure
Ledger account.

29. This transaction shows the journal entries for a contract awarded
to an architectural company for the design of a new building. It is
treated just as any other contract or purchase order by having a
debit to the Encumbrances account and a credit to the Reserve for
Encumbrances account, and entering the obligation in the Encum-
brances column of the Appropriation and Expenditure Ledger
eccount, Capital Outlay for Buildings, No. 1220. This procedure is
often used in the initial stages of developing a new school building.
At a later time when bonds are sold to finance the construction, the
General Fund of the school district is reimbursed for expenses such
as architectural fees. See pages 93 and 94 for the posting of the
journal entry to the General Ledger accounts and page 106 for the
posting to the Appropriation and Expenditure Ledger account.

30. This transaction represents a payment to the school district by
the insurance company of a portior of the hailstorm damage. Since
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GENERAL JOURNAL
Page. 15
DATE ACCOUNT TITLE AND EXPLANATION Poe! AT Pt
,1316’13 28{Resenue fon Encumhiances 2011 5,2321 00
Encumbrances 2060 5,232}00
To Riquidate encumbhrances fonr payroll
04 Juby 28, use same Apphophiation
and Expenditure ledgenr detail as pne-
vioud entry,
28| Paynofk deductions payable 1620 1,9551 70
Cash 1501 1,955170
To record payment to U.S. Trheasuny of
empfoyees incomp tax withheld - July
28 paynofl
28 |Paynofl Deductions Payable 1620 1,945 70
Expenditunss 2050 1,945 70
Cash 1501 3,8911(40
Aonouniation and Exoenditune Ledoes detaits
Empl. Retirement Contribution- $1,945.700 g1
To hecord payment o4 employee deduc-
tions and employer retirement contri-
bution to State
29| Encumbrance 2060 §,000]| 00
Resenve gon Encumbrances 2011 §,000)00
Appropriation and Expenditunre ledger detail:
Capital Outlay - Buildings $8,000.00 1220
To necond contract with ATA
Achitectural Co,
30|Cash 1501 106} 00
Expenditunes 2050 10600
Avpreprigtion and Exvendidune Ledach defail:
Maintenance - Cont, Svcs. $106,00 720
To necord necedpt of insurance adjusitment
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cash is received and the asset is increased, the Cash account is
debited. Note, however, that the credit is to the Expenditure
control account and the appropriate detail account rather than to
a miscellaneous revenue account. The principle behind this credit
entry, which is called an Abatement, is that such an expenditure
was not a normally budgeted item and that, therefore, the money
received in the insurance adjustment should be made available again
for maintenance to be spent for the originally budgeted purpose.
See pages 90 and 94 for the posting of the journal entry to the
General Ledger accounts and page 104 for the posting to the Appro-
priation and Expenditure Ledger account.

31. This transaction shows how to make the journal entry when some
of the school district’s investments mature. In this case, the school
district had paid $9,912.50 for some 90-day Treasury bills at 3} per-
cent interest. They received $10,000 in cash, the difference being
the earned interest. Since the cash is being returned to the school
district, this is an increase in one asset and a decrease in another.
The Cash account is debited for the full amount of $10,000, the
Investments account is credited to show the decrease of $9,912.50 in
the amount of the investment asset, and the additional amount of
$87.50 is credited to the Revenue control account and the dztail is
entered in the subsidiary Revenue Ledger. See pages 90, 91, and 93
for the posting of the journal entry to the General Ledger accounts
and page 96 for the posting to the Revenue Ledger accounts.
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GENERAL JOURNAL
Page 16 ___
DATE ACCOUNT TITLE AND EXPLANATION e ANOUNT T
i
§
1926 .
Juby 31) Cash 1501 10,000 :
Iinveatments 1550 9,912 50 !
Revenue 2030 87| 50
Revenue lLedgen detail:
Othen n:venue ghom focal sounces $87,50| 14
To necord matunity of 90-day Treasury
biges a 3,5% intenest nate
89
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To keep the ledger accounts current, the entries in the journal are
posted promptly. This practice distributes the work more evenly,
and all of the posting does not have to be done at one time, On the
next several pages are all of the accounts of the General Ledger,
Revenue Ledger, and the Appropriation and Expenditure Ledger.
The first account in each Ledger is shown op o full page to show
that, in reality, ledger sheets are full page; however, to save space,
several ledger accounts are shown on one page elsewhere in this
manual. Immediately following the illustrated accounts, the trial
balance is taken again to assure that for every debit there was a
credit and that the financial books of the school district are in balance.

GENERAL LEDGER
Page . 1__
Account __ Cash Account ¥ _1501
DATE | exptAnaTion |RE3TI  DEBIT AT | explanarion [POST|  cREDIT
m novdous bal, 11 49,445 5 er:é agment. 10 J4 3,673
5 | DOk A58 e 15 675/ 0d W Wahduare co. |17 48 B0
g |bagp grom Nat'L, )/ 20,000 08 |11 [Bnlfedh, Ineut. 14, 1,800 po
13880, fagm State | 40 25,338 0 |1 |Faane Pty 1, 25 bo
16 |88setPt 08 | 110 §4,0101 00 114 [Paynos 18 15,142 0
50 [Rgseint of e | 510 108l od D14 [F34"°1E %45y |19 1,955 10
31 Wd“” J16] 39,000 08 15 [R3ERGRAEY |19 12,723 po
T T D [evnets Sl 50 20,016 o
19 [§44g Tekephone] ;) 97 bo
0 T’(.aUu expense 111 3 0
1 [PARy chaR cumbzt1 15 bo
22 |Toxthooha 111 390 |50
23 |[8002Y Theas. |, 50,000 b0
25 it ral &k 1515 156 o
26 Eah0g88¢ s 176 40
28 [Paynote 14 15,142 70
28 ;g%,:zj »éagzz?x 115 1,955 70
75 [Rotinomont J15 13 §’9_)1 Y“'
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GENERAL LEDGER
Page 1 __
Account _Petty Cash Account ¥ 1510
POST DEBIT POST CREDIT
DATE | EXPLANATION | ppr AMOUNT DATE | EXPLANATION | 'ppe AMOUNT
946
1 llieg. B;!ancec 7 1 40010
10 [F881e Behy Cashy 1 zslod
L2 XA 74
GENERAL LEDGER
Page 1
Account _Prepaid Fypense . Account ¥ 1530
POST DEBIT . POST CREDIT
DATE EXPLANATION REF. AMOUNT DATE | EXPLANATION |'po2’ AMOUNT
1966
Jufyi ! Bog, Bafgnee 11 3, 000t000
Ind. policy éo/t v aJ]
1itho 40b. 7 EV's 117 1.200l0
Ly 4,'21."0 [Ld
GENERAL LEDGER
Page _1 __
Account __Accounts Receivable Account # 1540
POST DEBIT POST CREDIT
DATE EXPLANATION REF. AMOUNT DATE | EXPLANATION ['re2! AMO<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>