A. Lightstone, November 2003


Understanding Correcting Entries

When one detects a mistake in a prior journal entry, they don’t have the privilege of simply going back and erasing their mistake. The mistake has invariably impacted on the continuing balances of the accounts that were effected, so erasing the mistake after the fact will do very little to correct the account balances.

There are two basic methods for correcting a mistake after the fact. The “reverse and re-enter” approach, and the “error-cancellation” approach. 

Reverse and Re-Enter Approach
The simplest method to understand is actually the method that requires the most work. In the reverse and re-enter approach, the original entry is completely cancelled out by reversing the transaction. Then, the correct transaction is recorded in the journal. Once these entries are posted to the ledger accounts, the mistake will have effectively been corrected. This method is demonstrated below. 

(Note: For the purpose of clarifying this concept, we will not take taxes into consideration in these examples.)

Although the entry below looks fine, an examination of the invoice reveals that the firm actually purchased only $57.00 of supplies – not $75.00.

	Dec. 8
	Office Supplies
	 
	             75.00 
	 

	 
	Cash
	 
	 
	             75.00 

	 
	Invoice # 3445
	 
	 
	 


Using the reverse and re-enter approach, we would first cancel the entire original entry by reversing it.

	Dec. 31
	Cash
	 
	             75.00 
	 

	 
	Office Supplies
	 
	 
	             75.00 

	 
	To cancel error committed on December 8th.
	 
	 
	 


We would then re-enter the initial transaction as it should have been recorded in the first place. 

	Dec. 31
	Office Supplies
	 
	             57.00 
	 

	 
	Cash
	 
	 
	             57.00 

	 
	To record the purchase of supplies on Dec. 8th.
	 
	 
	 


At this point the effects of the mistake have been effectively undone. Although this method is easy to understand, it requires two entries. The advantage of the error-cancellation approach is that it requires only one entry to correct the error. 

Error-Cancellation Approach
The more elegant approach to correcting entries requires a little more thinking on the part of the bookkeeper, but far less writing. In the error-cancellation approach, the bookkeeper will record one entry that reverses only the error caused by the initial mistake. Given the fact that part of the initial entry may be correct, the entire entry does not necessarily need to be reversed.

Although this entry looks fine, an examination of the invoice reveals that the firm actually purchased $57.00 of supplies – not $75.00.

	Dec. 8
	Office Supplies
	 
	             75.00 
	 

	 
	Cash
	 
	 
	             75.00 

	 
	Invoice # 3445
	 
	 
	 


Using the error cancellation approach, we would first determine what part of the initial entry was incorrect, and we would then reverse ONLY the part of that entry that was incorrect. In this case, we debited Office Supplies by $75.00 when we should have debited it by $57.00. That means that we debited the Office Supplies account by $18.00 too much. We also credited the Cash account by $18.00 too much. 

To correct the above mistake, we would simply debit Cash by $18.00, and credit Office Supplies by $18.00.

	Dec. 31
	Cash
	 
	             18.00 
	 

	 
	Office Supplies
	 
	 
	             18.00 

	 
	To correct the error committed on Dec. 8th.
	 
	 
	 


At this point the effects of the mistake have been effectively undone. Once this correcting entry is posted to the ledger accounts, the effect of the initial mistake is completely cancelled out. 

Although this method is more difficult to think through, it requires only one entry. For this reason, it is the error-cancellation approach that most bookkeepers tend to utilize. 

Other Examples using the Error-Cancellation Approach

Imagine that the item purchased in the entry below was in fact office equipment instead of office supplies.

	Dec. 8
	Office Supplies
	 
	             75.00 
	 

	 
	Cash
	 
	 
	             75.00 

	 
	Invoice # 3445
	 
	 
	 


In this case, the Cash account is fine and does not need to be corrected. However, the Office Supplies account was debited by $75.00 too much, while the Office Equipment account should have been debited by $75.00. Thus, an effective solution to correcting the error is to debit the Office Equipment account by $75.00, and credit the Office Supplies account by $75.00.

	Dec. 31
	Office Equipment
	 
	             75.00 
	 

	 
	Office Supplies
	 
	 
	             75.00 

	 
	To correct error committed on Dec. 8th.
	 
	 
	 


