ACCOUNTING CYCLE AND PROCESS

1. ACCOUNTING CYCLE 

The three steps below are performed throughout the accounting period as transactions occur.

The Accounting process is a series of events that begins with a source documents that are analysed into a transaction and ends with the closing of the books, i.e. opening of financial statements.  Because this process is repeated each reporting period, it is referred to as accounting cycle and includes the following steps:

1.1 Collection of the source documents.

1.2 Record the transactions by making entries in the appropriate journals, such as the Cash Receipt journal. See a list of journal in 2.2. 

1.3 Post the general journal to the ledger accounts.

End of the Accounting period 

1.4 Prepare the trial balance to make sure that debts equal credits.  

1.5 Prepare the financial statements:


2. PROCESS / FLOW OF INFORMATION 

2.1 SOURCE DOCUMENTS

Source documents are the original record of a transaction. They provide the initial data about business transactions are used as evidence that a particular business transaction occurred, e.g.:

· Cash receipt, 

· Credit card receipts, 

· Cash register tapes 

· Credit invoice from customer and from suppliers, 

· Deposit slips, 

· Cheque counterfoil, 

· Credit note, etc. 

At a minimum, each source document should include the date, the amount, and a description of the transaction. When practical, beyond these minimum requirements source documents should contain the name and address of the other party of the transaction.

2.2 SUBSIDIARY JOURNALS/ BOOKS OF ORIGINAL/PRIME ENTRIES

Analyse the source documents to identify the transaction or other recognisable events. Analyse the transactions and classify according to the accounts that are affected ad whether those accounts are debited or credited. The following are examples of subsidiary journal: 

· Cash Receipt Journal (for cash/cheque received);

· Cash Payment Journal;

· Debtors Journal;

· Creditors Journal;

· Debtors Returns and Allowances Journal;

· Creditors Returns and Allowances Journal;

· Petty cash journal;

· Salaries and wages Journal and 

· General Journal.

The information from the source documents is used to create a chronological listing of all business transactions and detailed information about each transaction. Once a transaction has been journalised, the source document should be filed and made retrievable so that transactions can be verified should the need arise at a later date. 

2.3 POSTING TO THE LEDGER 

When posting to the ledger you transfer to individual accounts to be able to summarize activity and obtain balance.  When posting you can either post to general ledger or subsidiary ledger.
General Ledger 

The General Ledger uses the summarised information transferred from the journal(s) to summarise the data into individual accounts.

Subsidiary Ledgers 

The Subsidiary ledger uses the detailed information transferred from the journal(s) to provide detailed information about special accounts called Control Accounts.

2.4 PRE ADJUSTMENT TRIAL BALANCE 

The trial balance is a listing of all the ledger accounts, with debits in the left column and credits in the right column.  At this point no adjusting entries have been made.  The Trial Balance uses the information from the General Ledger to summarise the data to use for preparing the Financial Statements.

Correct any discrepancies in the trial balance.  If the columns are not in balance, look for the math errors.  While unbalancing columns indicate a recording error, note that balanced columns do not guarantee that there are no errors.  For example, not recording a transaction or recording it in the wrong account would not cause an imbalance.

Prepare adjusting entries to record accrued, deferred, and estimated amounts. Post adjusting entries to the ledger accounts and prepare the adjusted trial balance

2.5 FINANCIAL STATEMENTS 

The Financial Statements of a business uses the summarised data contained in the Trial Balance to prepare the business's financial reports.  Financial statements include the following: 

· Prepare Income statement from the revenue, expenses, gains, and losses.

· Balance sheet from assets, liabilities and owner’s equity accounts.

· Statement of retained earnings from net income and dividend information.

· Cash flow from the other financial statements using direct and indirect method.

2.6 CLOSING JOURNAL ENTRIES 

Prepare closing journal entries that close temporary accounts such as revenues, expenses, gains and losses.  These accounts are closed to a temporary income summary account, from which the balance is transferred to the retain earnings account (capital). Any dividend or withdrawal accounts also are closed to capital.

2.6 POST ADJUSTMENT TRIAL BALANCE 

Post the closing entries to the ledger accounts and prepare the post closing trial balance to make sure that debits equal credits.  At this point only the permanent accounts appear since the temporary ones have been closed. Prepare reversing journal entries. 

Beginning of the new period 

Prepare reversing journal entries.  These journal entries often are used when there has been an accrual or deferral that was recorded as an adjusting entry on the last day of the accounting period. 

3. EXAMPLES 

3.1 Source documents 

INVOICES

INVOICE NO. 479 

Klote’s Merchandise Supplies 

354 Drive No. 150                                                                         DATE: 10 May 2008 

Silverton                                                                                        ORDER NO: 150

                                                                                                      DILIVERED BY: Truck

TO: Roadrunner Delivery Service                                                 TERMS: Payable in 30 days
155 Gateway Blvd.

Sunnyside 

	QTY.
	ITEM
	UNIT PRICE
	TOTAL

	3 
	Merchandise (Books)
	R300.00
	R900.00


INVOICE NO. 621 

Bandy Boutique 

123 Centre St                                                                                DATE: 10 May 2008

Booysens                                                                                      ORDER NO: 112

                                                                                                      DILIVERED BY: Truck

TO: Joe’s Clothing Shop                                                               TERMS: Payable in 15 days

124 Main St

Laanglagte 

	QTY.
	ITEM
	UNIT PRICE
	TOTAL

	4
	Merchandise (suits)
	R100.00
	R400.00


RECEIPTS

                                                                                                                             RECEIPT 001

Klote’s Merchandise Supplies                                                                                   

354 Drive No. 150

Silverton   

                                                                                                                                13 May 2008
	RECEIVED FROM: Roadrunner Delivery Service     R900.00  

AMOUNT OF: Nine hundred Rands 

FOR:   Books________________________________

Received By:      John Doe (Signature)


	900
	00

	TOTAL 
	900
	00


RECEIPT 002

Bandy Boutique                                                                                                              

123 Center St No. 12

Booysens 

                                                                                                                               15 May 2008

	RECEIVED FROM:  Joe’s Clothing Shop            R 100.00  

AMOUNT OF:  One hundred  Rands

FOR:  Suits 

Received By:  ____Jane Smith (Signature)

	400
	00

	TOTAL 
	400
	00


3.2 Transactions 

May 2008

10 Sold goods (3 Books cost of R250 each) on credit to Roadrunner Delivery Service at 300 per book…R900.00

13.   Received a cash of R900.00 from Roadrunner Delivery Service in settlement of his account

May 2008

13 Sold 4 suits on credit to Joe’s Clothing Shop  (cost R90) at R100 each …R400.00

15    Received cash from Joe’s Clothing Shop R400.00

3.3 Subsidiary journal 

CASH RECEIPT JOURNAL

	Doc
	Day
	Detail
	Analysis
	Bank
	Sales
	Debtors control
	Discount allowed
	Sundries

	
	
	
	
	
	
	
	
	Amount 
	Detail 

	01
	May

13
	Roadrunner Delivery Service
	900.00
	900.00
	
	
	
	
	

	02
	15
	Joe’s Clothing Shop
	 400.00
	400.00
	
	
	
	
	

	
	
	
	1300.00
	1300.00
	
	
	
	
	


CASH PAYMENT JOURNAL

	Doc
	Day
	Detail
	Analysis
	Bank
	Sales
	Creditors control
	Discount received
	Sundries

	
	
	
	
	
	
	
	
	Amount 
	Detail 

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	


Note: 

· Cash Receipt Journal is for merchandise sold for cash, cash received for service rendered, and deposits made directly into the bank and cash received for any thing.

· Cash Payment Journal is for the payments by cheque, Bank Charges, payments by stop order or debit order and debtors’ cheques dishonoured. 

DEBTORS JOURNAL

	Inv.
	Day
	Debtors
	Sales
	Cost of sales

	479
	May 10 
	Roadrunner Delivery Service
	900.00
	750.00

	621
	15 
	Joe’s Clothing Shop
	400.00
	360.00

	
	
	
	1300.00
	1100.00


DEBTORS ALLOWANCE JOURNAL

	Inv.
	Day
	Debtors
	Debtors Allowance
	Cost of sales

	
	
	
	
	

	
	
	
	
	


CREDITORS JOURNAL

	Inv
	Day
	Creditor
	Creditors control
	Trading stock
	Stationery
	Furniture
	Sundries

	
	
	
	
	
	
	
	Amount
	Detail

	
	
	
	
	
	
	
	
	


CREDITORS ALLOWANCE JOURNAL

	Inv
	Day
	Creditor
	Creditors control
	Trading stock
	Stationery
	Furniture
	Sundries

	
	
	
	
	
	
	
	Amount
	Detail

	
	
	
	
	
	
	
	
	


Note:

· Debtors Journal is the book of first entry in which merchandise sold on credit are recorded from the sales credit invoice to the customer.

· Debtors Allowances Journal is the book of first entry in which merchandise returns are recorded from the credit notes. 

· Creditors Journal is the book of first entry in which merchandise sold on credit are recorded from the supplier’s credit invoice 

· Creditors Allowances Journal is the book of first entry in which merchandise returns are recorded from the credit notes. 

GENERAL JOURNAL

	Day
	Detail
	Dr
	Cr
	Debtors
	Creditors

	
	
	
	
	Dr
	Cr
	Dr
	Cr

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


Note: 

· In the General Journal you enter any transaction, which does not go in any of the above journals.

GENERAL LEDGER 

Dr                                       ROADRUNNER DELIVERY SERVICE                                                           Cr

	May
	10
	Sales 
	
	  900.00
	
	
	
	

	
	
	
	
	  
	
	
	
	

	
	
	
	
	
	
	
	
	


Dr                                                   JOE’S CLOTHING SHOP                                                                  Cr 

	May
	13
	Sales
	
	400.00
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	


Dr                                                          SALES ACCOUNT                                                                   Cr 

	May 
	31
	Balance 
	c/d
	1300. 00    May 
	10
	Roadrunner Delivery Service
	
	  900.00

	
	
	
	
	                
	13
	Joe’s Clothing Shop
	
	   400.00

	
	
	
	
	1300.00
	
	
	
	  1300.00

	
	
	
	
	
	
	Balance 
	B/d
	  1300.00


Dr                                                      STATIONERY ACCOUNT                                                            Cr 

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	


Dr                                                              BANK ACCOUNT                                                                Cr 

	01
	May

13
	Roadrunner Delivery Service
	900.00
	900.00
	
	Balance 
	c/d
	1300.00

	02
	15
	Joe’s Clothing Shop
	400.00
	400.00
	
	
	
	

	
	
	
	
	1300.00
	
	
	
	1300.00

	
	June 1 
	Balance 
	B/d
	1300.00
	
	
	
	


Note: 

· When posting to the ledger you transfer to individual accounts to be able to summarize activity and obtain balance.

· One account is debited and one account is credited.  
Dr                                                         DEBTORS CONTROL                                              Cr 

	May 
	31
	Sales 
	
	   1300.00   May 
	31
	Bank 
	
	1300.00

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	


Dr                                                 CREDITORS CONTROL                                                                    Cr 

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	


Note:

· The debtors control and creditors control accounts facilitates accounting control over the debtors’ and creditors’ accounts.

· The debtors control and creditors control accounts are a summary of all the entries in the debtors ledger and creditors ledger.
TRIAL BALANCE ON 30 JUNE 2008

	
	DEBIT 
	CREDIT 

	Balance sheet account section
	
	

	
	
	

	
	
	

	
	
	

	Nominal account section 
	
	

	
	
	

	
	
	

	
	
	

	
	
	


Note: 

· The trial balance is a listing of all the ledger accounts, with debits in the left column and credits in the right column.  

· At this point no adjusting entries have been made.  The Trial Balance uses the information from the General Ledger to summarise the data to use for preparing the Financial Statements.
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