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Student Resource 4.1
Note-Taking Guide: The Accounting Cycle
Student Name:_______________________________________________ Date:___________
Directions: Use the following note-taking guide to help you organize the information from the presentation The Accounting Cycle. 
	What is the accounting cycle? 




For each step of the accounting cycle, briefly describe what happens and explain its importance.
	Collect and analyze source documents:




	Journalize each transaction chronologically:




	Post to the general ledger:




	Prepare a trial balance:




	Prepare financial statements:




	Closing journal entries and post-closing trial balance:





Student Resource 4.2
Reading: The Accounting Cycle
[image: C:\Users\Mika\Documents\Pearson\2014\May\3\Accounting_Lesson4_Presentation_ROOT_050114\Slide1.JPG]
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.
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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! 
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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.
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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. 
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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. 
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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. 
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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. 
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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.

Student Resource 4.3
Examples: Domingo’s Source Documents
Directions: The following source documents reflect some common financial transactions that a business would need to record for accounting purposes. As you review the documents, consider whether they represent money coming into the company or money going out. 
Check/deposit stubs

 





Telephone bill







Maintenance bill








Utilities bill





Cash receipts	


Memorandum




Invoice







Rental contract


Student Resource 4.4
Identifying Source Documents: Domingo's Dance Studio
Student Name:_______________________________________________ Date:___________
Directions: Refer to the source documents from Domingo’s Dance Studio (Student Resource 4.3) to answer the following questions. Make sure to use complete sentences when responding. 
List three examples of common source documents.

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?

What is the current balance in Domingo’s checking account as of December 7, 2012?

What is the date on the invoice received from Pleasant Hills Telephone Service?

What type of service did Charlie’s Fix-It Shop provide and how much did they charge? 

The utilities bill sent by Pleasant Hills Gas & Electric reflected services provided from what time period?

Lana Watson was given a receipt from Domingo’s on December 6, 2012. What was the amount received from Lana by Domingo’s?

On December 2, 2012, Bev Tanner sent an internal memo to Domingo’s Dance Studio. What information did the memo provide? 

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?

How much does Domingo’s Dance Studio pay in rent each month? When is the rent due?
Student Resource 4.5
Reading: Chart of Accounts
A chart of accounts is a listing of the names of the accounts that a company has identified and made available for recording transactions in its general ledger. Businesses establish different accounts to help them organize and record their financial transactions. The chart of accounts plays an important role in the accounting cycle by organizing every account by its corresponding account number. Depending upon the size and complexity of the business, some account numbers may be three digits in length, while other businesses may have longer account reference numbers. Accountants usually leave space between numbers when assigning them to accounts to allow for addition of more accounts in the future. 
A company has the flexibility to tailor its chart of accounts to best suit its needs, including adding accounts as needed. Charts of accounts can vary from business to business, and large complex organizations may have hundreds of different accounts, whereas small businesses may have just a few. 
Common accounts include: 
Assets represent different types of economic resources that are owned by a business. Asset accounts are numbered 100–199.
Liabilities represent the creditor’s claim to the assets of the business. These are things you owe to others (accounts payable, bank loans, bonds payable) and are numbered 200–299. 
Owner’s equity represents the owner’s claim to the assets of the business as well as the value of the owner’s investment in the business. These accounts are numbered 300–399.
Revenue is money generated by the business and is the reason it is in business. Common examples include sales and service revenue. These accounts are numbered 400–499. 
Expenses include the costs of doing business. These represent the company’s expenditures which allow it to stay in business. They are numbered 500–599. 
Other revenue is income generated by the business that isn’t considered part of running the business, such as interest income that may be earned on a checking account. These accounts are numbered 600–699.
Other expenses are bills that the business pays that aren’t considered part of the operating expense of running a business, such as interest expense on a loan. These accounts are numbered 700–799.

Directions: Label each of the source documents from Domingo’s Dance Studio (Student Resource 4.3) with the appropriate account category from the list above. Once all of the source documents have been categorized, code each of the source documents, using the chart of accounts on the next page.

Domingo’s Dance Studio
Chart of Accounts

Assets			101	Cash
110	Accounts receivable
150	Equipment
Liabilities		250	Accounts payable
260	Notes payable
Capital			301	Capital—Domingo
310	Withdrawals—Domingo
Revenue		401	Dance lessons
Expenses		505	Advertising expense
510	Staff meals
520	Utilities
			525	Maintenance
			530	Furniture and equipment
			550	Temporary help
			560	Rent expense
			570	Telephone
Other Revenue		610	Miscellaneous revenue
Other Expenses	701	Building/mortgage/loan note interest expense
			710	Miscellaneous expense

Student Resource 4.6
Guide: T Accounts, Debits, and Credits
Student Name:_______________________________________________ Date:___________
Directions: Carefully read through Section 1 of this guide. Write down any questions and/or comments that you may have in the margins and underline any important concepts. After you have completed the reading, use Section 2 of the resource to practice working with T accounts, debits, and credits. Use binder paper to record information as your teacher models how to do this.
Section 1
Now that you have learned the basic account types (assets, liabilities, owner’s equity, revenue, and expenses), you can begin to analyze how each account type can affect a business’s financial statements. 
When accountants record and analyze business transactions, they use a system called double-entry accounting. Double-entry accounting means that there will always be at least two accounts affected by each financial transaction. One of those entries must be a debit and the other(s) must be a credit of equal amount. This ensures that the accounting equation remains balanced. 
T accounts are a major part of double-entry accounting and essentially provide a visual tool for analyzing accounts. T accounts show the dollar increase or decrease in each account. This type of account resembles the letter T and can be constructed very simply. For example:
Account Name
	Left-side debit
Debits are entries made on the left side of an account column and may be abbreviated Dr.
	Right-side credit
Credits are entries made on the right side of an account column and may be abbreviated Cr.



Acronyms can be very useful when trying to remember information. An acronym is a word, a term, or a phrase that stands for something else. In an acronym, each letter stands for a word. Use the acronym DEAD COIL to help you remember how to increase accounts as you record transactions in T accounts and then journalize them. Keep in mind that in order to decrease an account you do the opposite of what is in the chart. For example, when a company pays cash to purchase (buy) items, the cash account is decreased, and because cash is an asset, it’s therefore credited. Also, if a company sold some old office equipment, its assets would be decreased and therefore credited. Recall that each transaction affects two different accounts. So, if one of the accounts below is affected, then another account will be affected (either increased or decreased) as well.
The following represents how to increase the various accounts:
Debit						Credit
Expenses					Owner’s Equity (capital)
Assets					Income (revenue)
Drawing (withdrawals)			Liabilities

Knowing whether to debit or credit an account can be tricky; however, if you understand the basic accounting principles, the practice of double-entry accounting becomes much simpler. Try to remember the rules of debits and credits and the whole process will become much easier!
Section 2
Don’t forget…
Debits are always on the left of the T account. Credits are always on the right of the T account.
Assets (things owned) are on the left side of the equation and are increased on the left side (debit).
Liabilities (things owed) and owner’s equity are on the right side of the equation and are increased on the right side (credit).

The basic accounting equation:
	       Assets 
	=
	    Liabilities    
	+
	
	Owner’s Equity

	+ Dr
	- Cr
	
	- Dr
	+ Cr
	
	
	- Dr
	+ Cr

	
	
	
	
	
	
	
	
	




		Owner’s equity is broken down into four sections:
       Capital		Revenue		Expenses		Withdrawals
	-Dr
	+Cr
	
	-Dr
	+Cr
	
	+Dr
	-Cr
	
	+Dr
	-Cr

	
	
	
	
	
	
	
	
	
	
	




NOTE: Capital and revenue increase owner’s equity. Since expenses and withdrawals actually reduce owner’s equity, they are increased the opposite of the capital and revenue accounts. They are debited to increase them. 
Examples:
1. Business pays $800 for rent:
	Owner’s Equity
	Rent Expense

	+ Dr
	- Cr

	$800
	



	         Assets
	Cash

	+ Dr
	- Cr

	
	$800






2. Business receives $200 for services rendered:
	         Assets
	Cash

	+ Dr
	- Cr

	$200
	



	Owner’s Equity
	Revenue

	- Dr
	+ Cr

	
	$200





Notice that both accounts are increased.

3. Owner takes out $500 for monthly grocery expenses:
	         Assets
	Cash

	+ Dr
	- Cr

	
	$500



	Owner’s Equity
	Withdrawals

	+ Dr
	- Cr

	$500
	






4. Owner invests $2,500 to start up new business:
	        Assets
	Cash

	+ Dr
	- Cr

	$2,500
	



	Owner’s Equity
	Capital

	- Dr
	+ Cr

	
	$2,500





Notice that both accounts are increased.
 



Examples:
	1) $800 paid for rent
Rent Expense is an expense and increases, so it gets debited.
Cash is an asset and decreases, so this account gets credited.

	2) Business receives $200 for services rendered
Cash is an asset and increases, so it gets debited.
Revenue (or income) is owner’s equity and increases, and so it gets credited.



	3) Owner takes out $500 for his monthly groceries
Withdrawals is owner’s equity and decreases, so it gets debited.
Cash is an asset and decreases, so it gets credited.

	4) Owner invests $2,500 to start up new business
Cash is an asset and increases, so it gets debited.
Capital is owner’s equity and increases, so it gets credited.





Student Resource 4.7
Source Documents: Ike’s MP4 Tutorial
Directions: Using the accounting paper provided by your teacher, enter the following transactions in the T accounts.
3/1/2013	Memo #1		Ike, the owner, invests $2,000 into business
3/2/2013	Check 101		Purchased used desk from Try it Again Tommy’s $75
3/3/2013	Invoice 421		Purchased office supplies from Office Supply Store $300
3/4/2013	Check 102		Purchased MP4 $375
3/5/2013	Note 245		Purchased used car from Ed’s Auto Mart $5,500
3/6/2013	Receipts		Cash receipts for month of March 2012 $6,000
		#1001–1005
3/7/2013	Invoice 001		Billed customer Marsh $50
3/8/2013	Invoice 002		Billed customer Troia $100
3/9/2013	Invoice 003		Billed customer Yee $150
3/10/2013	Invoice 1313		Purchased fuel from Petrol Petrol Petrol $60
3/11/2013	Check 103		Paid Any Town Tribune advertising $125
3/12/2013	Check 104		Paid Zephyr Cell Phone Service & Equipment $95
3/13/2013	Bank Statement		Earned interest on checking account of $20
3/14/2013	Check 105		Paid Ed’s Auto Mart note payment of $150
3/15/2013	Check 106		Paid Office Supply Store invoice of $25
3/16/2013	Check 107		Ike’s MP4 Tutorial paid $500 for Ike’s personal car payment

For purposes of this course, rent and investments are cash transactions as opposed to credit transactions. Checks are considered to be cash.

Student Resource 4.8
Practice: Journalizing
Student Name:_______________________________________________ Date:___________
Directions: Review the questions at the bottom of this resource and make sure you understand them. Next, read the paragraphs and answer the questions. Be sure to use complete sentences.
To people who don’t work in an accounting office, the act of keeping track of all of a business’s financial transactions might seem very hard—maybe impossible—to master. The truth is that the accounting cycle is a step-by-step process that you can learn through practice. Some of the steps are easy, and some are very complex, but they can all be learned and mastered. 
When a transaction is initiated, it must be recorded so that the business can keep track of money coming in and money going out of the company. Because businesses want to make sure to capture every transaction, they are recorded as they happen (or for some businesses, once a day). The journal is the book of original entry. Transactions are documented through the collection of invoices, check stubs, receipts, and so on. Using these as the basis of this documentation, or paper trail, transactions are entered in the journal in chronological order. The process of entering the transactions into the journal is called journalizing.
The process of journalizing is as follows:
Generally, a business journal is done on accounting paper, or accounting stationery. The paper has columns for recording dollar amounts and whether it is a credit or a debit. The columns also include a place to record the date and a short description of the transaction, which includes the source document reference.
The name of the account to be debited is entered in the description column and the amount of the debit is recorded in the debit column. 
The name of the account to be credited is indented and entered on the next line, and the amount of the credit is recorded in the credit column. 
Make sure to list each transaction in chronological order. Having it organized this way makes it easy to find and to review specific transactions at a later date. 
Questions for Review
1. Explain journalizing in your own words.


2. How often is journalizing done? Why?


3. Why do you think it’s necessary to use documentation to initiate transactions?


4. If you were a cashier at a store and a customer made a purchase, what do you think the documentation would be?
Student Resource 4.9
Source Documents: Sally’s Surf and Scuba
Student Name:_______________________________________________ Date:___________
Directions: Using the accounting paper provided by your teacher, journalize the following transactions.
12/1/2013	Memo 1	Sally, the owner, invested $5,500 into the company 
12/1/2013	Check 101	Paid Mr. Thomas rent for the store of $1,400
12/2/2013	Memo 2	Sally contributed two surfboards to the company worth $3,000
12/2/2013	Note 347	Scuba Gear 4U—bought scuba tanks on account with a note for $4,000
12/2/2013	Receipt 1001	Cash received for surf rental—$200
12/5/2013	Receipt 1002	Cash received for scuba rental and lessons—$1,200
12/6/2013	Receipt 1003	Cash received for surf rental and lessons—$575
12/7/2013	Invoice 2150	Billed customer Ramon $800 for scuba lessons
12/10/2013	Check 102	Sally withdrew $1,100 for personal money
12/15/2013	Check 103	Paid Your Town Newspaper for advertising—$500
12/20/2013	Receipt 1005	Cash received for scuba rental—$2,000
12/21/2013	Check 104	Paid Manny’s Maintenance for tank repair—$400
12/28/2013	Check 105	Paid the gas and electric bill of $75
12/30/2013	Check 106	Paid $300 note payment to Scuba Gear 4U 

Note: Purchased and bought mean the same thing.
For purposes of this course, rent and investments are cash transactions as opposed to credit transactions. Checks are considered to be cash.

Student Resource 4.10
Memo: Real Estate Development Invitation

Date: _________________________
To: __________________________
From: ________________________
Re: __________________________

Dear Real Estate Entrepreneurs,
As a professional, you know the value of getting into a market quickly before the early profits of a business cycle pass you by. Your ability to maintain good decision-making practices under pressure, to keep your eye on the goal, and your desire to enjoy life make you a prime candidate for having a lot of fun while making a lot of money in the current real estate market.
For the next few months, you’ll be engaged in developing your own real estate development company. Each day you’ll set out in your community with the same group of young entrepreneurs, who will be your colleagues as well as your competitors. In order to help get you started, you’ll be bankrolled $1,500 in start-up funds. You’ll have opportunities to earn income; buy, sell, and trade real estate; buy, sell, and trade utility companies and railroad companies; build houses and hotels on your property; become a landlord; and invest in a savings account.
The goal will be to develop the most successful real estate firm that you possibly can. As you’ll see in the upcoming weeks, success can be measured in many different ways. It’ll be up to you to determine what kind and what level of success you achieve.
If you finish reading this memo before the other young entrepreneurs, be thinking of a company name for your real estate development firm. Write your ideas on this memo, if you like. Let your boss (or your teacher) know by the end of the period (if possible) the name you select.
Sincerely,


______________________________
Student Resource 4.11
Guide: Modified Monopoly® Rules
Directions: For purposes of your Principles of Accounting course, the following modifications have been made to the game of Monopoly. Before you begin reading about these modifications, make sure that you thoroughly understand the shortened version rules as well as the objective of the game as a whole. 
There are four modifications to the existing shortened rules:
The initial cash each player receives will be considered the initial investment by the owner and accounted for as such. The initial three properties that each player receives should also be considered part of the initial investment by the owner and are valued at the price listed on the board.
Players will be allowed to make withdrawals from their companies in order to contribute to their personal savings accounts, for which the bank will pay 1% simple interest per day. Two people must account for these withdrawals: the player and the banker. Banker duties and responsibility for a banker’s log will rotate among players. Although one person will be responsible for banker duties each day the game is played, all players are responsible for helping out the banker as needed.
Should a player become bankrupt during game play, that player must liquidate all his or her assets by selling them either to the player to whom he or she is indebted or to the bank. If the bankrupt player is selling his or her assets to another player, he or she must turn over all items of value to that player. Any houses or hotels must be sold to the bank for half of their value, and the cash should be given to the player. If the assets include mortgaged property, the player who receives them must pay the interest on the property (10% of its value). The player can then choose to pay the principal on the loan or hold it until a later turn. If and when the player decides to lift the mortgage, he or she must pay both the interest and the principal. 
If the bankrupt player is indebted to the bank only, he or she must turn all his or her liquidated assets over to the bank. Then the bank must hold an auction of the properties. Once the debts are paid as completely as possible, the bankrupt player must retire from the game. During the bankrupt player’s retirement, he or she must write up a plan that explains what caused the bankruptcy and how he or she will avoid it when resuming play. The teacher will read the bankrupt player’s plan and suggest any changes in it before approving the student’s reentry into the game. The player will start again, and the bank will provide the player $1,500 as though he or she is starting from the beginning of the game.

Student Resource 4.12
Reference: Monopoly Chart of Accounts
Directions: Refer to this chart of accounts during and following the game in order to account for your transactions.
Assets			101	Cash
110	Accounts Receivable
120	Insurance (life insurance matures)
130	Property
Liabilities		201	Accounts Payable
220	Mortgage Payable
Capital			301	Capital ______________________ (your name)
305	Withdrawals ______________________ (your name)
Revenue		401	Passing Go
415	Rent Revenue
			420	Sales
430	Services
Expenses		505	Get Out of Jail Expense
510	Hospital Expense
515	Hotel Repairs Expense
520	House Repairs Expense
			525	Political (Chairman of the Board) Expense
			530	Poor Tax Expense
			535	Rent Expense
540	School Tax Expense
			545	Street Repairs Expense
			550	Utilities Expense
Other Revenue		601	Dividend Revenue
605	Income Tax Refund
			610	Miscellaneous Revenue
615	Other Revenue (bank error, Christmas fund matures, Grand Opera 
	Opening, inheritance, beauty contest)
Other Expenses	701	Building/Mortgage/Loan Note Interest Expense
705	Medical Expense
			710	Miscellaneous Expense
Student Resource 4.13
Note-Taking Guide: Monopoly Status
Student Name:_____________________________ Date:___________ Reviewer initials:______
Directions: Record the position of your game pieces, the amount of money you have, and other pertinent information on the form below. When you’re done, have a team member review your data, checking its accuracy. This information will allow your team to begin the next game as soon as you’re able to set up the board. Good luck!
Name of properties, houses, and hotels on each property: 
	Property Name
	# Houses
	# Hotels
	Property Name
	# Houses
	# Hotels

	1
	
	
	16
	
	

	2
	
	
	17
	
	

	3
	
	
	18
	
	

	4
	
	
	19
	
	

	5
	
	
	20
	
	

	6
	
	
	21
	
	

	7
	
	
	22
	
	

	8
	
	
	23
	
	

	9
	
	
	24
	
	

	10
	
	
	25
	
	

	11
	
	
	26
	
	

	12
	
	
	27
	
	

	13
	
	
	28
	
	

	14
	
	
	29
	
	

	15
	
	
	30
	
	


Game piece position: _________________________ Amount of money in possession: $__________
Amount of money in savings account and date deposited:	$_______________/_____________
Name of Chance cards held: 	
Name of Community Chest cards held: 	
Get Out of Jail Free card held (Yes/No):	
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journal is transferred to the
respective account in the
general ledger in
chronological order.

2
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Why would it be helpful to
track the financial
information from specific
accounts?
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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.




image9.emf


image10.emf


image11.emf


image12.emf


image13.emf


image14.emf


image15.emf


image16.emf


image17.emf


image1.jpeg
AOF
Principles of Accounting

Unit 2, Lesson 4

The Accounting Cycle




image2.jpeg
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?





