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post closing trial balance should only contain the permanent accounts that remain after closing
entries have been made in the accounting cycle. This financial statement plays a crucial role in
ensuring the accuracy of a company'’s ledger before the start of a new accounting period. It is a
snapshot of all the balance sheet accounts with their respective debit or credit balances after
temporary accounts have been closed out. Understanding what the post closing trial balance should
only contain is essential for accountants and financial professionals to verify that all temporary
accounts, such as revenues and expenses, have been properly reset to zero. This article will explore
the contents of the post closing trial balance, its importance in the accounting process, and the
differences between it and other trial balances. Additionally, it will clarify common misconceptions
and outline best practices for preparing this critical financial document.
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Definition and Purpose of Post Closing Trial Balance

The post closing trial balance is a financial report prepared after all closing entries have been
recorded and posted to the ledger accounts. Its primary purpose is to verify that the ledger accounts
are balanced and accurate before the next accounting period begins. Essentially, it ensures that the
total debits equal total credits, confirming that the accounting records are free from fundamental
errors in the closing process. This trial balance only includes permanent accounts, also known as real
accounts, which carry their ending balances forward to the next period. By doing so, it serves as a
checkpoint that temporary accounts have been correctly closed and reset, providing a clean slate for
recording the new period’s transactions.

Accounts Included in the Post Closing Trial Balance

The post closing trial balance should only contain permanent accounts, which are balance sheet
accounts that maintain ongoing balances across accounting periods. These accounts include assets,
liabilities, and equity accounts. Specifically, the following categories are included:

e Assets: Cash, accounts receivable, inventory, property, plant, equipment, and other resources



owned by the business.

e Liabilities: Accounts payable, notes payable, accrued expenses, and other obligations owed by
the company.

e Owner’s Equity: Common stock, retained earnings, additional paid-in capital, and other equity
accounts reflecting the owner’s interest.

Because these accounts reflect the company’s financial position, their balances are carried forward to
the subsequent accounting period, making them the core components of the post closing trial
balance. The balances shown in this report are the ending balances after closing entries from
temporary accounts have been applied.

Accounts Excluded from the Post Closing Trial Balance

Temporary accounts, also called nominal accounts, should not appear in the post closing trial balance.
These accounts are used to track financial activity over a single accounting period and are closed to
retained earnings or the appropriate equity account at the end of the period. The categories excluded
include:

* Revenue Accounts: Sales revenue, service revenue, and other income accounts.

e Expense Accounts: Cost of goods sold, operating expenses, salaries expense, rent expense,
and similar accounts.

 Dividend or Drawing Accounts: Accounts used to record distributions to owners or
withdrawals.

Since these accounts are reset to zero after closing, they will have no balances to report in the post
closing trial balance. Their exclusion ensures that only the ongoing financial position accounts remain
visible.

Importance of the Post Closing Trial Balance in the
Accounting Cycle

The post closing trial balance holds significant importance as a key step in the accounting cycle. It
provides confirmation that all temporary accounts have been closed properly and that the ledger is
balanced. This trial balance acts as a foundation for preparing the financial statements for the next
period, especially the balance sheet. It also helps in identifying any errors that might have occurred
during the closing process, such as unposted entries or incorrect ledger balances. By reviewing the
post closing trial balance, accountants can ensure the integrity and accuracy of the company’s
financial records before new transactions are recorded.



Verification and Error Detection

One of the critical functions of the post closing trial balance is to verify that total debits equal total
credits after closing entries. If discrepancies exist, it signals that errors may be present in the ledger,
necessitating further investigation. This early detection mechanism prevents the propagation of
mistakes into future accounting periods.

Foundation for Future Accounting Periods

Since the post closing trial balance reflects only permanent accounts, it establishes the starting point
for the next accounting cycle. The balances shown become the beginning balances for the new
period’s ledger accounts, ensuring continuity and consistency in financial reporting.

Differences Between Trial Balances

It is important to distinguish the post closing trial balance from other types of trial balances used in
the accounting process. The main trial balances include:

¢ Unadjusted Trial Balance: Prepared before adjusting entries are made, it includes all
accounts with their current balances.

e Adjusted Trial Balance: Prepared after adjusting entries, it reflects updated balances
including accruals and deferrals.

e Post Closing Trial Balance: Prepared after closing entries, it contains only permanent
accounts with their balances carried forward.

Unlike the unadjusted and adjusted trial balances, the post closing trial balance excludes all
temporary accounts, showing a streamlined view of the ongoing financial position. This distinction is
essential for understanding the flow of the accounting cycle and the purpose of each report.

Common Errors and Best Practices

Preparing the post closing trial balance requires attention to detail and adherence to accounting
principles to avoid common errors. Typical mistakes include:

* Failing to post all closing entries to the ledger, resulting in temporary accounts appearing in the
post closing trial balance.

» Misclassifying accounts, such as including revenue or expense accounts that should have zero
balances.

e Mathematical errors in totaling debit and credit balances.



To ensure accuracy, best practices include thoroughly reviewing all closing entries, reconciling ledger
balances, and verifying that total debits equal total credits. Utilizing accounting software with built-in
controls can also reduce errors and streamline the preparation process.

Frequently Asked Questions

What is a post closing trial balance?

A post closing trial balance is a list of all accounts and their balances after closing entries have been
made, ensuring that debits equal credits and only permanent accounts remain.

Should the post closing trial balance contain revenue and
expense accounts?

No, revenue and expense accounts are temporary accounts and should have zero balances after
closing entries; hence, they do not appear in the post closing trial balance.

Why does the post closing trial balance only contain
permanent accounts?

Because closing entries transfer the balances of temporary accounts to retained earnings or capital,
leaving only permanent accounts with balances to be reported on the post closing trial balance.

Which types of accounts are included in the post closing trial
balance?

Only balance sheet accounts such as assets, liabilities, and equity accounts are included in the post
closing trial balance.

Can the post closing trial balance be used to prepare financial
statements?

No, the post closing trial balance is primarily used to verify that debits equal credits after closing;
financial statements are prepared before closing entries.

What is the purpose of preparing a post closing trial balance?

The purpose is to ensure that all temporary accounts have been closed properly and that the ledger is
balanced and ready for the next accounting period.

Does the post closing trial balance show any dividends or
withdrawals?

No, dividends or withdrawals are temporary accounts and are closed to retained earnings or capital,
so they do not appear in the post closing trial balance.



How often is a post closing trial balance prepared?

It is prepared at the end of an accounting period after all closing entries have been posted to the
ledger.

What would it indicate if revenue accounts appear on the post
closing trial balance?

It would indicate that closing entries were not properly made, and temporary accounts were not
closed, which is an error that needs correction.

Additional Resources

1. Mastering the Post-Closing Trial Balance: A Comprehensive Guide

This book offers an in-depth exploration of the post-closing trial balance, explaining its purpose and
importance in the accounting cycle. It covers step-by-step procedures for preparing the post-closing
trial balance and highlights common errors to avoid. Ideal for accounting students and professionals
aiming to perfect their closing procedures.

2. Accounting Fundamentals: Understanding Post-Closing Trial Balances

Designed for beginners, this book breaks down the concept of post-closing trial balances into easy-to-
understand terms. It explains how this financial tool fits into the overall accounting process and
ensures that all temporary accounts have been closed properly. Practical examples and exercises
enhance comprehension.

3. Post-Closing Trial Balance Explained: Theory and Practice

This title bridges the gap between theory and practical application of post-closing trial balances.
Readers will learn how to verify ledger accuracy after closing entries and prepare for the next
accounting period. The book includes case studies and real-world scenarios to reinforce learning.

4. Financial Statement Preparation: The Role of Post-Closing Trial Balances

Focused on the connection between the post-closing trial balance and financial statement
preparation, this book shows how to ensure data integrity before producing balance sheets and
income statements. It emphasizes the importance of this step in reliable financial reporting and audit
readiness.

5. Closing the Books: Best Practices for Post-Closing Trial Balances

This practical guide offers best practices and tips for accountants when performing post-closing trial
balances. It discusses common pitfalls and how to avoid them, ensuring that all temporary accounts
are correctly reset. The book is a valuable resource for maintaining accurate and clean accounting
records.

6. Intermediate Accounting: Post-Closing Trial Balance Techniques

Targeted at intermediate learners, this book dives deeper into the technical aspects of post-closing
trial balances. It explains adjusting entries, closing entries, and their impact on the trial balance with
detailed examples. Readers gain confidence in handling more complex accounting cycles.

7. Audit and Compliance: Ensuring Accuracy with Post-Closing Trial Balances
This book explores the importance of post-closing trial balances in audit processes and regulatory



compliance. It guides readers on how to prepare and review post-closing trial balances to satisfy
auditors and regulatory bodies. The content is essential for accountants working in highly regulated
industries.

8. Accounting Software and Post-Closing Trial Balances: Automation Insights

Focusing on modern accounting software, this book explains how post-closing trial balances are
generated and reviewed using automated tools. It compares manual and automated processes and
discusses how technology improves accuracy and efficiency in closing the books.

9. Step-by-Step Post-Closing Trial Balance Workbook

This interactive workbook provides exercises and practice problems to help learners master post-
closing trial balances. Through hands-on activities, users can apply concepts and verify their
understanding in a practical format. Perfect for students and professionals seeking to reinforce their
skills.
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