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8 Steps that Make a Complete Accounting Cycle
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8 Steps that make a Complete Accounting Cycle

Accounting starts with the identification of the
“Financial Transactions”, those stand for all the
financials dealings of the businesses:

Identify the

Adlal) e lalaal) o il
Transactions = ot Gl

Examples:

= Company paid to the bank 50,000 for share capital,
Purchased goods for 15,000 on credit,

Sold goods for 5,000 in cash,

Paid rent 2,000, salaries 6,000, insurance 3,000, etc

8 Steps that make a Complete Accounting Cycle

Following identification of the financial transactions,
journal entries are then recorded into debits to certain
accounts and credits to other accounts; debits and
credits must always balance.

Book
@ “Record” Asalaall 35l 1,3

Journal

Vouchers
Examples:
* Dr. bank Cr. share capital for 50,000
= Dr. inventory Cr. accounts payable 15,000
= Dr.Cash Cr.sales 5,000




8 Steps that make a Complete Accounting Cycle

@sting to the General Ledger \

(GL): Still working manually? You
need to do this step. However;
nowadays almost all businesses

Posting to s ) sl g s | @dopt electronic accounting
the General TRERY systems “software” where
Ledger (GL) transactions upon approval, are
immediately posted to subsidiary
ledgers (sometimes called
\Sgisters) and to the GL.
AccBest" 7

8 Steps that make a Complete Accounting Cycle

Generate
“unadjusted”
Trial Balance

daa) jall ¢yl Jaa das)
ll‘;\g -ﬂ“ d:é"

@the end of the \

accounting period (which
may be monthly, quarterly
or yearly, depending on
company policy), total
balances of all accounts
are computed, and listed
in debit and credit
balances.

Trial Balance Must Always

Balance.
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8 Steps that make a Complete Accounting Cycle

4 N

At the end of the
company'’s accounting
period, adjusting entries

Identify & e i) are passed, e.g.
Rc:acor.d iy gadl = accrued expenses,

Adjus_tmg ko) prepaid expenses,
Entries » deferred revenue,

= Depreciations for fixed
assets and amortizations
for intangible assets.

- /

9
8 Steps that make a Complete Accounting Cycle
Following the
. A identification and
enerate . A
w g e recording of the adjustin
“adjusted” " Axal jal) ¢l e ) raing bt tne adjusting
. "l alaall Gl gedl) entries, a final "adjusted
! 2nce - i Trial Balance is generated.
Cash 5,000
Bank 50,000
Inventory 15,000
Accounts Payable AP 15,000
Share capital 50,000
Sales 5,000
Totals 75,000 75,000
AccBest" 10
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8 Steps that make a Complete Accounting Cycle

Ging the Trial Balance, \

the accountant then
prepares the Financial

Prepare Statements:
Financial . . = Statement of Financial
Statements Aol p gal) 232 Position (Balance Sheet),
(FSs) = Statement of Profit or
Loss (Profit and Loss
Account, Income Statement),
= Statement of Changes in
Shareholders’ Equity,
K'Statement of Cash FIowy
AccBest™ 1
11
8 Steps that make a Complete Accounting Cycle
At year end, all revenue
and expense accounts
are closed in the
Statement of Profit and
Closing the . I Loss, the results of which
Books & '"'Fs’ ‘J‘;"'“ Jue) are then closed in the
Reporting R “Retained Earnings - RE".
Financial Position
accounts (including RE)
are not closed, they are
carried forward to the
\@xt period. /
AccBest™ 2
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Presentation of

The Basic Financial Statements

(What are they, and how they are presented)?
Laoloe) Al iS5 ducsles ¥ Lllal) ail 5] 4 Lo

Al al) 2l g8l (2 =
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Financial Statements

Statement of
Financial Position
(historically known
as Balance Sheet)

Shows what the company owns “assets”, what
it owes “liabilities”, and what its net worth is

“equity” in certain point in time “as of”
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Financial Statements

Statement of Profit
or Losses
(historically known
as Profit and Loss
Account)

HAladl) gl Zl Y daild
cluY) Aadd 1Ly 1)

Shows what the company has earned “revenue,
sales”, what expenses it has incurred “cost of
sales, general & admin expenses, etc”, and what
is the resulting profit or loss over a certain period.

Mlnggall 5 lal Y e AS AN 450S Le el
Aaball a5 ilaaall AAISE" Liass ) il g el

(il g I3 Aatlill 3Ll izl s Loy ¢ "elly ) Loy a1yl g
e a3 52
AccBest" 15
15
Financial Statements
) Shows what changes have taken place in the
Statement of Chang?s in shareholders’ equity since the date last
Shareholders’ Equity Statement of Financial Position was generated.
sia b il Lailh [ S a3 gaa & cias il Gl el el
L - B " L e ..
‘”“Mm‘/;uﬂ‘ RSl S all gl (e lisall
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Financial Statements

Shows how much cash the company has
C> brought in from different types of

activities, and how much is has paid out
during two points in time.

Statement of Cash Flows

Joaaa) cEda) Aaild > Ol (A sad s edg laiin) (Agliads) Aalidl) Lgilalil
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The Statements Of Financial Position
(Balance Sheet)
(Atal) 38 sall daild
(e gl 40 al) <Ly 1)
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Statement of Financial Position — Presentation

HAS Company
Statement of Financial Position — (Balance Sheet)
(as of Dec 31, 2018)

Assets: (3) Shareholders’ equity:

(1) Non-C t Assets (2 e & i b Share capital 30,000
on-Current Assets (2 groups: tangible & intangible): Retained Earnings 60,000
Property, Plant & Equipment ("PPE"), net 45,000 Statutory Reserve 15,000
Investment in an associate 10,000 Total shareholders’ equity 105,000
Intangible assets 15,000 .
Liabilities:
Total non-current assets 70,000
(4) Non-Current Liabilities:
Long-term loans 25,000
(2) Current Assets: Total non-current liabilities 25,000
Cash & Bank 33,000 (5) Current Liabilities
. u l1apilities:
Accounts Receivable (AR) 25,000 Accounts Payable 20,000
Inventory 22,000 Total crrent liabilities 20,000
Total current assets 80,000 .
Total liabilities 45,000
Total assets 150,000 Total liabilities & shareholders’ equity 150,000
1
AccBest" 19
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Statement of Financial Position — Presentation
HAS C yS of Fi ial Position as of Dec 31, 2018)
Assets:
(1) Non-Current Assets (2 groups.: tangible & intangible):
Property, Plant & Equipment ("PPE"), net 45,000
Investment in an associate 10,000
Goodwill 15,000
Total non-current assets 70,000
(2) Current Assets:
Cash & Bank 33,000
Accounts Receivable (AR) 25,000
Inventory 22,000
Total current assets 80,000
Total assets 150,000
(3) Shareholders’ equity:
Share capital 30,000
Retained Earnings 60,000
Statutory Reserve 15,000
Total shareholders’ equity 105,000
Liabilities:
(4) Non-Current Liabilities:
Long-term loans 25,000
Total non-current liabilities 25,000
(5) Current Liabilities:
Accounts Payable 20,000
Total current liabilities 20,000
Total liabilities 45,000
Total liabilities & shareholders’ equity 150,000
AccBest” 20
20
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Statement of Financial Position — Equations:

Total Assets

Total Liabilities

150,000

45,000

Y )

=

Total Liabilities

[ Shareholders’ Equity

45,000

o

[ 105,000

Total Assets

[ Shareholders’ Equity ]

150,000

ar

[ 105,000

l

Shareholders’ Equity

[ 105,000

@ [ Total Assets }
[ 150,000 ]

[ Total Liabilities ]

[ 45,000 }
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Statement of Financial Position = Balance Sheet
é / Double Entry System \
a\_ﬁkﬁ Every business transaction is
X X entered into two places:
131 Debit in one Account
; R &
H 31 Credit in another Account
g P T Y This will ensure that the
= - Statement of Financial
Shareholders’ Equity Position = Balance Sheet is
+ Liabilities ] always working & balanced
AccBest" 2
22
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Presentation of
Statement of Profit or Loss
(Income Statement)

hdl) g 1Y) Aaild
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Statement of Profit or Loss - Presentation
HSA Company
Statement of Profit or Loss
For the Period Ending December 31, 2017
Sales revenue 250,000
Cost of sales 175,000
Gross Profit 75,000
Operating expenses
Selling, and General & Admin expenses
Marketing expenses 15,000
Sales commissions 12,000
Salaries & wages 15,000
Rent expense 6,000
Utilities 2,000
Total Selling, and General & Admin expenses 50,000
Operating Income 25,000
Non-operating & other income
Interest income 4,000
Gain on sale of investment 10,000
Total non-operating & other income 14,000
Net Income before Interest & Taxes EBIT 39,000
24
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Presentation of
Statement of Changes in
Shareholders’ Equity

Cpatlusal) / £1S )& (3 ga bl i) daild

il
AccBest" 25
25
Statement of Changes in Shareholders’ Equity- Presentation
HSA Company
Statement of Changes in Shareholders' Equity
for the Year Ending December 31, 2018
Details Share Capital Statutory Reta!ned Owner Total
Reserves Earnings Current a/c
Balance as of December 31, 2017 100,000 - 145,000 - 245,000
Comprehensive income for the year - - 40,000 - 40,000
Transfer to statutory reserves 50,000 (50,000) -
Contribution from shareholder 50,000 50,000
Balance as of December 31, 2018 100,000 50,000 135,000 50,000 335,000
N
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Presentation of
Statement of
Cash Flows

Ay

caladail) 408

27
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HSA Company
Statement of Cash Flows
Statement of Cash Flows for the Year Ending December 31, 2018
Cash Flow from Operating Activities:
Net Profit (Loss) for the year 450,000
Adjustment for:
Provision of doubtful debts 35,000
Depreciation expenses 42,000
Adjusted Net Profit (Loss) 527,000
Change in Operating Assets and Liabilities:
Increse in Accounts Receivable (53,000)
Decrease in Prepayments 20,000
Deacrese in Accrued expenses (15,000)
‘ M&tinﬁ activities 479,000
Cash Flow from Investing Activities:
Addition to investment in companies at cost (50,000)
Addition to investment in properies (fixed assets) (40,000)
|[Net Provided from Investing Activities (90,000)
Cash Flow from Financing Activities:
Distribution of Dividents (40,000)
Net Provided from Financing Activities (40,000)
Net increase in Cash and cash equivalents 349,000
Cash and cash equivalents at the beginning of the year 150,000
Cash and cash equivalents at the end of the year 499,000
Ac cBe‘sfﬂ' 28
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The Double Entry System - MCQs

/Q. (6)

The basic financial statements include
all the following exept:

(a) Statement of Cash Flows
(b) Statement of Retained Earnings

(c) Balance Sheet

(d) Income Statement

/

[ Answer (b) is correct ]

‘o0 N

The statement of cash flow clarifies cash
flows according to:

(a) Operating and Non-operating Flows
(b) Inflow and Outflow

(c) Investing and Non-operating Flows

(d) Operating, Investing, and Financing Activities J

[ Answer (d) is correct J

Gl
AccBest™
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The Double Entry System - MCQs

6(8) \

Goods which originally cost 800 were sold for
1,000. In the accounting equation Net Assets
will?

(A) Rise by 1,000
(B) Rise by 200
(C) Fall by 1,000

(D) Fall by 200

o /

[ Answer (b) is correct ]

Gl
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Thank You!
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