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Teacher Resource 4.1
Presentation Notes: The Accounting Cycle
Before you show this presentation, use the text accompanying each slide to develop presentation notes. Writing the notes yourself enables you to approach the subject matter in a way that is comfortable to you and engaging for your students. Make this presentation as interactive as possible by stopping frequently to ask questions and encourage class discussion.
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Everyone who works in a business setting should have some knowledge of basic accounting principles. Accounting is the process of recording, classifying, and summarizing financial transactions. Accounting provides useful information to people and/or organizations interested in making decisions regarding a company and its operations. For business owners, entrepreneurs, shareholders, bankers, creditors, and many others, accounting plays an integral role in the day-to-day activities of a business. 
The accounting cycle is the process by which transactions are tracked. It can be described as a series of steps that help organizations record and analyze their financial information. The steps of the entire accounting cycle are completed during each accounting period, which can be a month, a quarter, or a year (or any useful time period). The accounting cycle begins with a single financial transaction and ends with the closing of the books. The accounting cycle helps businesses keep their accounting records organized, and the financial reports that are produced to help management make decisions ensure that businesses run smoothly and efficiently.







	Presentation notes
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Accounting plays an important role in the business world. Even if you hire someone to do your accounting for you, the ability to read your own financial reports is still important—and it begins with understanding some basic accounting principles. Every business (big or small) needs to have some type of accounting system in place to manage its daily financial transactions and to ensure that the business runs smoothly. Maintaining an organized and accurate accounting system can help business owners and other interested parties assess the business’s performance and improve profits. Accounting is so important to the business world that it is often called the language of business.
An accounting education can be applied to many professions. By understanding some basic accounting principles, you can communicate and understand the financial language of many different types of organizations and professions. Office managers, bookkeepers, auditors, investors, entrepreneurs, bankers, and executives all can benefit from a solid understanding of basic accounting principles. 
It’s important to know how you spend your money and what you spend it on. Understanding accounting practices can help you organize, understand, and manage your own personal finances. Accounting knowledge can help you with investing, applying for loans, balancing a checkbook, and much more! 

	Presentation notes
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The accounting cycle is an established process that accountants and business professionals use to follow money through a business. The accounting cycle begins with a single financial transaction and ends with the closing of the books. 
You may be asking, “Why is it called the accounting cycle?” The cyclical part of the cycle is the process itself. Because this process repeats itself each reporting period, it is called the accounting cycle. In other words, source documents such as receipts and purchase orders do not pass through the cycle more than once, but after each accounting period, the entire cycle starts over again with new transactions.

	Presentation notes

	[image: C:\Users\Mika\Documents\Pearson\2014\May\3\Accounting_Lesson4_Presentation_ROOT_050114\Slide4.JPG]
The first step of the accounting cycle is to collect and verify source documents. This step is critical in maintaining the integrity of the accounting system. A business’s financial transactions cannot be recorded unless there is documentation that money was spent or received. 
Source documents are the original record of a financial transaction. Each source document should include the date, the amount, and a description of the transaction. Next time you purchase an item from a retail store, look at the receipt. Chances are it includes this information. 
Source documents are extremely important to accountants because they provide the evidence that a particular financial transaction occurred. If you misplace a source document, or if one is not given to you from a retailer, you should create a document that proves the transaction (using other documents like bank statements, cancelled checks, etc.) as soon as possible. Source documents should be kept and filed so that when they are needed (for instance, during a tax audit) they can be easily retrieved. 

	Presentation notes
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A journal records all the financial transactions of a business. After a business’s source documents are collected, the information is entered in the general journal. Most business owners complete this step of the accounting cycle at the end of each business day. The general journal, or book of original entry, is where the information from the source documents is first recorded into the accounting system. Each journal entry typically contains the date of the transaction, the accounts that are affected, and the amount of the debit and credit. Accounting paper, which has predetermined columns and headings for recording such information, is typically used for journalizing. 

	Presentation notes
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The general ledger provides financial information about individual business accounts. While the journal is organized chronologically, the ledger is organized by a company’s different accounts. There are many different accounts that businesses use. Typically, companies create only the accounts they need for their type of organization. 
A general ledger allows one to quickly view the activity and balances of each account and provides important information relevant to the specific business accounts. This information can be used to produce financial reports and to make informed business decisions. 

	Presentation notes
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The fourth step of the accounting cycle consists of preparing a trial balance. A trial balance essentially ensures that all of your previous calculations have been done correctly before you move on to the next step of the accounting cycle, which is preparing financial statements. A trial balance summarizes all of the account balances and depicts the beginning and ending balances of each one.
When you prepare a trial balance, you must add together all the balances from the ledger accounts. The totals of the debits and credits should be equal—if not, an error was made. If the sides don’t balance, the problem must be corrected before moving on to the next step. 

	Presentation notes
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Financial statements are the final product of the accounting cycle and are prepared using the balances from the trial balance. GAAP (generally accepted accounting principles) requires these four financial statements to be reported: 
· The balance sheet reports the assets, liabilities, and shareholder equity of a company. It provides information on how the company is doing financially on a specific date.
· The income statement includes the revenues minus the expenses for a given period of time.
· The statement of owner’s equity shows the retained earnings (the income that is held by the company after dividends have been paid) at the beginning and end of the accounting period. 
· The statement of cash flow summarizes the inflows and outflows of funds. It also analyzes the financial transactions and shows reasons for changes in the cash balance. The statement of cash flow is an important indicator of a company’s viability.
Closing the accounts is a very important part of the accounting cycle. Closing the accounts consists of making sure that the accounts are closed out and brought to a zero balance. If accounts are not brought back to zero, then it is difficult to evaluate the data from accounting periods. For example, if you are reporting expenses for the first quarter, you must make sure that the second quarter starts with a zero balance to accurately report the expenses for the second quarter. If the accounts are not closed, the expenses of one period could be combined with the expenses from another. This would distort the results of operations in the subsequent periods.

	Presentation notes


Teacher Resource 4.2
Answer Key: Identifying Source Documents 
List three examples of common source documents.
Answers may vary. Student responses should include three of the following examples: invoices, receipts, check stubs, memorandums, cancelled checks, time sheets, credit card receipts, purchase orders. 
On December 7, 2012, Domingo’s Dance Studio wrote a check to Quick-Temp Employment Services. What was the amount of the check? What was the check number?
The check to Quick-Temp Employment Services was written in the amount of $178.25. The check number was 375.
What is the current balance in Domingo’s checking account as of December 7, 2012? 
The current balance in Domingo’s checking account is $594.87.
What is the date on the invoice received from Pleasant Hills Telephone Service?
The date on the invoice is November 22, 2012.
What type of service did Charlie’s Fix-It Shop provide and how much did they charge? 
Charlie’s Fix-It Shop fixed the heater in Domingo’s Dance Studio. Charlie’s Fix-It Shop charged $242.25.
The utilities bill sent by Pleasant Hills Gas & Electric reflected services provided from what time period?
The billing period was from October 16, 2012, to November 15, 2012. 
Lana Watson was given a receipt from Domingo’s on December 6, 2012. What was the amount received from Lana by Domingo’s?
Domingo’s Dance Studio charged Lana Watson $35.00.
On December 2, 2012, Bev Tanner sent an internal memo to Domingo’s Dance Studio. What information did the memo provide? 
The memo confirmed that Domingo put four of his own used chairs, valued at $142.00, into the business.  
Domingo’s Dance Studio provided dance lessons at Jean’s Holiday Party. Refer to the invoice sent by Domingo’s Dance Studio. What was the invoice number and how much did Domingo charge?
Domingo charged Jean $325.00 for dance lessons. The invoice number was 1224.
How much does Domingo’s Dance Studio pay in rent each month? When is the rent due?
Domingo’s Dance Studio pays $525.00 in rent on the first of each month. 

Teacher Resource 4.3
Answer Key: Ike’s MP4 Tutorial Journal
	Ike’s MP4 Tutorial

	GENERAL JOURNAL
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	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT

	3/1/2013
	Cash
	 
	2,000.00
	 

	 
	     Capital - Ike
	 
	 
	2,000.00

	 
	          Memo #1
	 
	 
	 

	3/2/2013
	Furniture 
	 
	75.00
	 

	 
	     Cash
	 
	 
	75.00

	 
	         Purchased used desk - Check 101
	 
	 
	 

	3/3/2013
	Office Supplies
	 
	300.00
	 

	 
	     Accounts Payable - Office Supply Store
	 
	 
	300.00

	 
	          Invoice 421
	 
	 
	 

	3/4/2013
	Equipment
	 
	375.00
	 

	 
	     Cash
	 
	 
	375.00

	 
	          Purchased MP4 - Check 102
	 
	 
	 

	3/5/2013
	Equipment
	 
	5,500.00
	 

	 
	     Notes Payable - Ed’s Auto Mart
	 
	 
	5,500.00

	 
	          Purchased equip. w/note #245
	 
	 
	 

	3/6/2013
	Cash
	 
	6,000.00
	 

	 
	     Tutoring Revenue
	 
	 
	6,000.00

	 
	          Receipts #1001–1005
	 
	 
	 

	3/7/2013
	Accounts Receivable - Marsh
	 
	50.00
	 

	 
	     Tutoring Revenue
	 
	 
	50.00

	 
	          Invoice 001
	 
	 
	 

	3/8/2013
	Accounts Receivable - Troia
	 
	100.00
	 

	 
	     Tutoring Revenue
	 
	 
	100.00

	 
	          Invoice 002
	 
	 
	 

	3/9/2013
	Accounts Receivable - Yee
	 
	150.00
	 

	 
	     Tutoring Revenue
	 
	 
	150.00

	 
	          Invoice 003
	 
	 
	 

	
	
	
	
	




Continued
	Ike’s MP4 Tutorial

	GENERAL JOURNAL
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	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT

	3/10/2013
	Fuel Expense
	 
	60.00
	 

	 
	     Accounts Payable - Petrol Petrol Petrol
	 
	 
	60.00

	 
	          Invoice 1313
	 
	 
	 

	3/11/2013
	Advertising Expense 
	 
	125.00
	 

	 
	     Cash
	 
	 
	125.00

	 
	         Check 103
	 
	 
	 

	3/12/2013
	Cell Phone Expense
	 
	95.00
	 

	 
	    Cash
	 
	 
	95.00

	 
	          Check 104
	 
	 
	 

	3/13/2013
	Cash
	 
	20.00
	 

	 
	     Interest Revenue
	 
	 
	20.00

	 
	          Bank Statement 3/13/13
	 
	 
	 

	3/14/2013
	Notes Payable - Ed’s Auto Mart
	 
	150.00
	 

	 
	     Cash
	 
	 
	150.00

	 
	          Check 105
	 
	 
	 

	3/15/2013
	Accounts Payable - Office Supply Store
	 
	25.00
	 

	 
	     Cash
	 
	 
	25.00

	 
	          Check 106
	 
	 
	 

	3/16/2013
	Withdrawals - Ike
	 
	500.00
	 

	 
	     Cash
	 
	 
	500.00

	 
	          Check 107
	 
	 
	 



Teacher Resource 4.4
Answer Key: Sally’s Surf and Scuba Journal
	Sally’s Surf and Scuba

	GENERAL JOURNAL
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	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT

	12/1/2013
	Cash
	 
	5,500.00
	 

	 
	     Capital - Sally
	 
	 
	5,500.00

	 
	         Memo #1
	 
	 
	 

	12/1/2013
	Rent Expense
	 
	1,400.00
	 

	 
	     Cash
	 
	 
	1,400.00

	 
	         Check 101
	 
	 
	 

	12/2/2013
	Surf Equipment
	 
	3,000.00
	 

	 
	     Capital - Sally
	 
	 
	3,000.00

	 
	         Memo #2
	 
	 
	 

	12/2/2013
	Scuba Equipment
	 
	4,000.00
	 

	 
	     Notes payable - Scuba Gear 4U
	 
	 
	4,000.00

	 
	          Purchase scuba equip. w/N//P
	 
	 
	 

	12/2/2013
	Cash
	 
	200.00
	 

	 
	     Revenue - surf
	 
	 
	200.00

	 
	          Receipt 1001
	 
	 
	 

	12/5/2013
	Cash
	 
	1,200.00
	 

	 
	     Revenue - scuba
	 
	 
	1,200.00

	 
	          Receipt 1002
	 
	 
	

	12/6/2013
	Cash
	 
	575.00
	 

	 
	     Revenue - surf
	 
	 
	575.00

	 
	          Receipt 1003
	 
	 
	 

	12/7/2013
	Accounts Receivable - Ramon
	 
	800.00
	 

	 
	     Revenue - scuba
	 
	 
	800.00

	 
	          Invoice #2150
	 
	 
	 

	12/10/2013
	Withdrawals - Sally
	 
	1,100.00
	 

	 
	     Cash
	 
	 
	1,100.00

	 
	          Check 102
	 
	 
	 

	
	
	
	
	




Continued
	Sally’s Surf and Scuba

	GENERAL JOURNAL
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	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT

	12/15/2013
	Advertising Expense
	 
	500.00
	 

	 
	     Cash
	 
	 
	500.00

	 
	          Check 103
	 
	 
	 

	12/20/2013
	Cash
	 
	2,000.00
	 

	 
	     Revenue - Scuba
	 
	 
	2,000.00

	 
	         Receipt 1005
	 
	 
	 

	12/21/2013
	Maintenance Expense
	 
	400.00
	 

	 
	     Cash
	 
	 
	400.00

	 
	           Check 104
	 
	 
	 

	12/28/2013
	Utilities Expense
	 
	75.00
	 

	 
	     Cash
	 
	 
	75.00

	 
	            Check 105
	 
	 
	 

	12/30/2013
	Notes Payable - Scuba Gear 4U
	 
	300.00
	 

	 
	     Cash
	 
	 
	300.00

	 
	            Check 106
	 
	 
	 






Teacher Resource 4.5
Guide: Accounting for Monopoly®
Use the following example journal entries for guidance when students are journalizing their Monopoly transactions.
1. The entry for the initial cash investment of $1,500 by the owner into the company:
	Date
	Description
	Post Ref
	Debit 
	Credit

	xx/xx/xx
	Cash
	101
	1,500.00
	

	
	    Capital
	301
	
	1,500.00

	
	Initial investment
	
	
	



2. The entry for the initial three properties given to the company by the owner:

	Date
	Description
	Post Ref
	Debit 
	Credit

	xx/xx/xx
	Property
	130
	$$$.00
	

	
	    Capital
	301
	
	$$$.00

	
	Contribution of 3 properties by Owner
	
	
	




3. The entry for purchasing property:

	Date
	Description
	Post Ref
	Debit 
	Credit

	xx/xx/xx
	Property
	130
	$$$.00
	

	
	    Cash
	101
	
	$$$.00

	
	Purchase of property
	
	
	




4. The entry for if a student owns a property that was bought for $350, which is then sold for $500:

	Date
	Description
	Post Ref
	Debit 
	Credit

	xx/xx/xx
	Cash
	101
	500.00
	

	
	    Property
	130
	
	350.00

	
	    Sales
	420
	
	150.00

	
	Sale of property
	
	
	





5. The entry for a student buying a hotel for $50 and selling it back to the bank for $25:

	Date
	Description
	Post Ref
	Debit 
	Credit

	xx/xx/xx
	Cash
	101
	25.00
	

	
	    Property
	130
	
	50.00

	
	    Sales
	420
	25.00
	

	
	Sale of hotel at a loss
	
	
	




6. Below are the example entries for one move that requires multiple journal entries. In this example, Student A lands on a railroad owned by Student B. Student A must pay $25 to Student B.

Student A journals:

	Date
	Description
	Post Ref
	Debit 
	Credit

	xx/xx/xx
	Rent Expense
	535
	25.00
	

	
	    Cash
	101
	
	25.00

	
	Rent expense for landing on railroad
	
	
	



Student B journals:

	Date
	Description
	Post Ref
	Debit 
	Credit

	xx/xx/xx
	Cash 
	101
	25.00
	

	
	    Rent Revenue 
	415
	
	25.00

	
	Rent revenue for railroad
	
	
	




7. The entry for students making a withdrawal from their company in order to contribute to their personal savings account (for which the bank will pay 1% simple interest per day). 

	Date
	Description
	Post Ref
	Debit 
	Credit

	xx/xx/xx
	Withdrawal
	305
	100.00
	

	
	    Cash
	101
	
	100.00

	
	Withdrawal: to savings account
	
	
	



After 5 days:
	Date
	Description
	Post Ref
	Debit 
	Credit

	xx/xx/xx
	Cash
	535
	105.00
	

	
	    Capital
	301
	
	100.00

	
	    Misc. Income (interest)
	610
	
	5.00

	
	Principal and interest from savings 5 days
	
	
	




8. The entry for when students mortgage properties to raise cash. Remember that the student must pay the principal plus interest of 10%. In the example below, the mortgage value is $100.

	Date
	Description
	Post Ref
	Debit 
	Credit

	xx/xx/xx
	Cash
	101
	100.00
	

	
	    Mortgage payable
	220
	
	100.00

	
	Mortgage property xyz to raise cash
	
	
	



	Date
	Description
	Post Ref
	Debit 
	Credit

	xx/xx/xx
	Mortgage payable
	220
	100.00
	

	
	Mortgage interest expense
	701
	10.00
	

	
	    Cash
	101
	
	110.00

	
	Pay off mortgage on property xyz
	
	
	



Teacher Resource 4.6
Test: Journalizing
Student Name:_______________________________________________________ Date:___________
Directions: Refer to the attached source documents Latka used during the month of January. Use the accounting paper provided to journalize the entries, and then fill in the table below.
	Company Name ___________________________

	General Journal

	
	
	
	
	Page 1

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	
	
	
	
	

	
	
	
	
	

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 



Source Documents for Latka’s Landscaping:

1/2/2013	Memo 1		Latka invested $20,000 into company
1/2/2013     Memo 2	Latka bought two lawn mowers for company for $1,500. He used his personal money and does not want to be reimbursed by the company.
1/2/2013	Note 1		Purchased three weed whackers at Weed Chopper Express with note 
				$500
1/2/2013	Note 2		Purchased truck with GMAC Financing note $16,000
1/2/2013     Check 101		Paid rent $800
1/2/2013     Check 102		Bought fuel $100
1/3/2013     Invoice 1010	Received a bill for 10,000 mileage maintenance performed on truck from Ed’s Small Motor Parts for $475 
1/3/2013	Receipt 1001	Cash received for landscape revenue $750
1/4/2013	Receipt 1002	Cash received for landscape revenue $380
1/5/2013	Check 103		Paid Weed Chopper Express note payment of $45
1/6/2013	Invoice 701		Billed customer Mullis $650 for landscaping work
1/7/2013	Invoice 702		Performed landscaping work for customer Juen for $975. Amount due in
				30 days 
1/8/2013	Check 104		Paid Orange and Sullivan Electric Co. bill of $75
1/9/2013	Check 105		Paid Ding-a-Ling Telephone Co. bill of $25
1/10/2013	Check 106		Paid GMAC Financing note payment of $200
1/11/2013	Check 107		Paid $80 of the $475 owed to Ed’s Small Motor Parts 
1/12/2013	Check 108		Paid $115 for painting the office
1/13/2013	Bk Stmt		Interest earned on the checking account is $35
1/15/2013	Check 109		A+ Advertising, Inc. cost for the monthly advertising is $445
1/20/2013	Check 110		Latka paid his personal apartment rent of $1,000
Teacher Resource 4.7
Answer Key: Journalizing Test
	Latka’s Landscaping

	GENERAL JOURNAL
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	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT

	1/2/2013
	Cash
	 
	20,000.00
	 

	 
	     Capital - Latka
	 
	 
	20,000.00

	 
	          Memo #1
	 
	 
	 

	1/2/2013
	 Equipment
	 
	1,500.00
	 

	 
	    Capital - Latka
	 
	 
	1,500.00

	 
	         Memo #2
	 
	 
	 

	1/2/2013
	 Equipment
	 
	500.00
	 

	 
	     Notes Payable - Weed Chopper Express
	 
	 
	500.00

	 
	         Purchased 3 weed whackers with note
	 
	 
	 

	1/2/2013
	 Equipment
	 
	16,000.00
	 

	 
	     Notes Payable - GMAC Financing
	 
	 
	16,000.00

	 
	          Purchased truck with note
	 
	 
	 

	1/2/2013
	Rent Expense
	 
	800.00
	 

	 
	     Cash
	 
	 
	800.00

	 
	          Check 101
	 
	 
	 

	1/2/2013
	Fuel Expense
	 
	100.00
	 

	 
	     Cash
	 
	 
	100.00

	 
	          Check 102
	 
	 
	

	1/3/2013
	Maintenance Expense
	 
	475.00
	 

	 
	    Accounts Payable - Ed's Small Motor Pts
	 
	 
	475.00

	 
	          Invoice #1010
	 
	 
	 

	1/3/2013
	Cash
	 
	750.00
	 

	 
	     Landscape Revenue
	 
	 
	750.00

	 
	         Receipt #1001
	 
	 
	 




	Latka’s Landscaping

	GENERAL JOURNAL
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	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT

	1/4/2013
	Cash
	 
	380.00
	 

	 
	     Landscape Revenue
	 
	 
	380.00

	 
	          Receipt #1002
	 
	 
	 

	1/5/2013
	 Notes Payable - Weed Chopper Express
	 
	45.00
	 

	 
	    Cash
	 
	 
	45.00

	 
	         Check 103
	 
	 
	 

	1/6/2013
	 Accounts Receivable - Mullis
	 
	650.00
	 

	 
	     Landscape revenue
	 
	 
	650.00

	 
	         Invoice 701
	 
	 
	 

	1/7/2013
	 Accounts Receivable - Juen
	 
	975.00
	 

	 
	     Landscape Revenue
	 
	 
	975.00

	 
	          Invoice 702
	 
	 
	 

	1/8/2013
	Utilities Expense
	 
	75.00
	 

	 
	     Cash
	 
	 
	75.00

	 
	          Check 104
	 
	 
	 

	1/9/2013
	Telephone Expense
	 
	25.00
	 

	 
	     Cash
	 
	 
	25.00

	 
	          Check 105
	 
	 
	

	1/10/2013
	Notes Payable - GMAC Financing
	 
	200.00
	 

	 
	    Cash
	 
	 
	200.00

	 
	          Check 106
	 
	 
	 

	1/11/2013
	Accounts Payable - Ed's Small Motor Pts
	 
	80.00
	 

	 
	     Cash
	 
	 
	80.00

	 
	         Check 107
	 
	 
	 

	1/12/2013
	Maintenance Expense
	 
	115.00
	 

	 
	     Cash
	 
	 
	115.00

	 
	         Check 108
	 
	 
	 

	1/13/2013
	Cash
	 
	35.00
	 

	 
	     Interest Revenue
	 
	 
	35.00

	 
	          Interest on bank stmt 1/13/13
	 
	 
	 

	1/15/2013
	Advertising Expense
	 
	445.00
	 

	 
	     Cash
	 
	 
	445.00

	 
	         Check 109
	 
	 
	 

	1/20/2013
	Withdrawals - Latka's
	 
	1,000.00
	 

	 
	     Cash
	 
	 
	1,000.00

	 
	         Check 110
	 
	 
	 





Teacher Resource 4.8
Key Vocabulary: The Accounting Cycle Begins
	Term
	Definition

	accounting cycle
	The process of recording financial transactions:
· Collect and verify source documents
· Journalize transactions
· Post journal transactions to ledger
· Prepare a trial balance
· Prepare financial statements
· Prepare, journalize, and post-closing entries
· Prepare the post-closing trial balance

	accounting equation
	Assets = Liabilities plus Owner’s Equity (A = L + OE). This is the same as the balance sheet equation.

	accounts payable
	The amount of money owed to others for goods or services bought on credit.

	accounts receivable
	The money owed to a company for services rendered or goods purchased by customers on credit.

	assets
	The money and things a company owns or controls.

	book value
	The amount of money that an asset on the balance sheet is officially worth based on its age, style, and condition.

	capital
	The total of cash and other assets put into the business by the owner(s).

	cash flow
	The movement of cash into and/or out of a company.

	chart of accounts
	The list of accounts unique to a specific company based on its business. These accounts are used to track dollar amounts coming into and going out of a company.

	credit
	The right-hand column of accounting journals and ledgers.

	creditor (see liabilities)
	A person (or company) who lends money to an entity with the intent of being repaid with interest.

	DEAD COIL
	The acronym used to remember which debit and credit accounts get increased (Debit: Expenses, Assets, Drawings [withdrawals]; Credit: Owner’s equity [capital], Income [revenue], Liabilities). By default, the accounts which don’t get increased by debits get decreased. 

	debit
	The left-hand column of accounting journals and ledgers.

	double-entry accounting
	A method of accounting in which every transaction affects at least two accounts with offsetting debits and credits. The total effect impacts the debits the same amount as the credits.

	expenses
	The money that’s spent by a company to continue its business activities and operations. 

	income (see revenue)
	Money earned for goods or services provided to customers.

	investments
	Money or assets owned personally by the business owner and put into the business for business use.

	journal
	A record of financial transactions listed chronologically in a log.

	liabilities (see creditor)
	The money a company owes.

	notes payable
	The money a company owes another beyond a year, usually in exchange for a product or service.

	owner’s equity
	The book value of the owner’s investment in his or her company.

	revenue (see income)
	The money that’s earned from a company’s business activities.

	source documents
	The paper trail that provides evidence that money or capital came into or left the company. Source documents may include receipts, invoices, bills, cancelled checks, etc.

	T account
	An informal term for financial records that use double-entry accounting. The term describes the appearance of the accounting entries; if a large T is drawn on a page, the account title appears just above the T, debits are listed under the top line of the T on the left side, and credits appear below the top line of the T on the right side. 

	transaction
	An exchange (e.g., fee for service, money for tangibles or things, donations, contributions) that reflects a transfer of economic value that must be recorded.

	withdrawals
	Cash or other assets taken out of the business by the owner.
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image4.jpeg
The first step of the accounting cycle: collect and

analyze source documents

+ Source documents are the e

evidence that a business
transaction occurred.

« Cash receipts, cancelled
checks, purchase orders,
and deposit slips are all
examples of source
documents.

What other examples of
source documents can
you think of?
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The second step of the accounting cycle: journalize

each transaction chronologically
B

« A general journal contains
a chronological listing of a
business’s financial
transactions.

« Journalizing is the process
of recording financial
transactions into a journal.

- Before entering a
transaction into the
journal, you must decide

Why would you want to
organize financial
transactions in the order in
which they occurred?

which accounts will be
affected.
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The third step of the accounting cycle: post to the
general ledger

» A general ledger keeps
specific account information
together and tracks
individual account balances.

 }

2
E3 ¥ e a

» The information from the
journal is transferred to the
respective account in the
general ledger in
chronological order.

2
e

Why would it be helpful to
track the financial
information from specific
accounts?





image7.jpeg
The fourth step of the accounting cycle: prepare a trial
balance
B
« A trial balance lists account
names and their balances on a
specific date.

- It proves the general ledger is in
balance.

» You can detect errors by
preparing a trial balance.

« The sum of all debits must equal
the sum of all credits.

What are some types of errors that can be made
during the accounting cycle?
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The final steps of the accounting cycle: prepare
financial statements and close the books

« Businesses report information in the form of financial
statements. There are four main types of financial
statements: the balance sheet, income statement,
statement of owner’s equity, and statement of cash
flow.

« Each financial statement reports specific financial data
to show decision makers how the business has

performed.

« The accounting cycle ends with temporary account
balances (revenue, expenses, and withdrawals) being
transferred to the owner’s capital account. Those
accounts then start the next cycle with zero balances
and accumulate financial data for the next cycle.
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Accounting is important in today’s world
I

» Accounting is an integral
part of running a business.

FINANCIAL  VERIFICATiON
EXPENSE

RECORDS

» Accounting expertise helps
businesspeople make
decisions, no matter what Assets Shice
their _]Ob iS. INFORMATION REVENVE  iycome

MANAGEMENT

REPORT
crepiT

BALANCE

» Accounting is important to a
person’s financial literacy.

How can accounting knowledge benefit you?
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The accounting cycle is a series of steps

B
. Collect and analyze source documents

. Journalize each transaction chronologically
. Post to the general ledger
. Prepare a trial balance

. Prepare financial statements
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. Perform post-closing journal entries (bring
temporary account balances to $0)

7. Perform post-closing trial balance (to make sure
the general ledger is in balance after closing
entries)




