ACCOUNTING CYCLE — SUMMARY HANDOUT
1. What is the Accounting Cycle?
The accounting cycle is a series of steps businesses follow to record, process, summarize, and report financial information. It ensures accuracy, completeness, and adherence to the double‑entry principle.
2. Steps in the Accounting Cycle
Step 1: Transactions (Daily)
A transaction is any financial event involving money paid or received — e.g. buying goods, paying bills, earning income.
Transactions can be receipts (money in) or payments (money out).
Step 2: Source Documents (Daily)
Source documents serve as proof of transactions and include receipts, invoices, cash register tapes (CRT), and bank statements.
Receipts → proof of money received
Bank statements → proof of money paid
Step 3: Journals (Daily)
Journals are the books of first entry, where transactions are first recorded based on source documents.
· CRJ (Cash Receipts Journal) – all money received
· CPJ (Cash Payments Journal) – all money paid out
Step 4: General Ledger (Monthly)
Journals are summarized and transferred to the general ledger using the double‑entry method:
Every debit has a corresponding credit of equal value.
The ledger is arranged in T‑accounts (debit left, credit right).
Step 5: Trial Balance (Monthly)
A trial balance lists all ledger accounts with debit or credit balances.
Purpose:
· Check if total debits = total credits
· Identify errors
· Confirm correct posting from journals to ledger


Step 6: Financial Statements (Yearly)
Two key financial statements are prepared:
1. Income Statement — shows profit or loss
2. Balance Sheet — shows financial position (Assets = Owner’s Equity + Liabilities)

Step 7: Analysis & Interpretation (As needed)
Used to evaluate financial performance, identify trends, and support business decision-making.

Activity 1: Classify Each Transaction
Indicate whether each transaction is a receipt or payment.
1. Bought equipment for R18 000 via EFT
2. Received rent income electronically
3. Owner contributes R50 000 as capital
4. Paid wages in cash
5. Earned interest on bank account

Activity 2: Match Source Documents
Match each transaction to the correct source document.
a. Bank statement
b. Cash Register Tape
c. Receipt
d. Invoice
Transactions:
1. Services rendered and paid in cash
2. EFT payment for insurance
3. Capital contribution received
4. Interest received



Activity 3: Identify the Journal
State whether the following belong in the CRJ or CPJ.
1. Paid for stationery
2. Received commission
3. Bought a building via EFT
4. Owner withdraws cash for personal use
5. Received payment for services rendered

Activity 4: Complete the Double Entry
Record the debit and credit for each transaction.
Example format:
· Debit: __________
· Credit: __________
Transactions:
1. Purchased machinery for R100 000, paid EFT
2. Received R6 000 rent
3. Paid water and electricity
4. Owner took drawings
5. Received interest on current account

Activity 5: Accounting Cycle Table Completion
Complete missing items in the table:
	Step
	What is it?
	How often?

	1
	Transaction
	Every day

	2
	?
	Every day

	3
	Journals
	?

	4
	General Ledger
	Monthly

	5
	?
	?

	6
	Financial Statements
	Yearly

	7
	?
	?





