BAFS Compulsory Part - Introduction to Accounting

Topic C06: The Accounting Cycle

Lesson 1
Activity 1: Matching Game

Match the descriptions and examples with Assets, Capital and Liabilities.

	Cash at bank
	
	Assets
	
	Loan from bank

	Resources supplied by the

owner(s)
	
	
	
	Premises

	Fixtures
	
	Capital
	
	Resources owned by a company

	Resources supplied by person(s) other than the owner(s)
	
	
	
	Trade receivables

	Trade payables
	
	Liabilities
	
	Amount owed to Mr. A


Case 1
BF company was opened on 1 July 202X. It is a company selling cosmetic products. It purchases products from suppliers for resale.

It had the following transactions in July 202X.

1. On 1 July, Ms. Chan (owner) set up and brought $50,000 cash to BF Company.

2. On 2 July, BF Company purchased a van of $30,000 in cash.

3. On 5 July, BF Company borrowed $100,000 from the bank and deposited the whole amount into its bank account.

4. On 8 July, BF Company deposited $2,000 into its bank account.

5. On 10 July, BF Company withdrew $1,000 for office use from its bank account.

6. On 15 July, BF Company bought fixtures of $30,000 from BD Ltd. on credit.

7. On 18 July, Ms. Chan (owner) drew cash of $5,000 from the company for private use.

8. On 19 July, Ms. Chan (owner) took a van of $8,000 from the company for private use.
9. On 20 July, BF Company purchased goods of $9,000 from F Li on credit.

10. On 21 July, BF Company purchased goods of $6,000 in cash.

11. On 23 July, BF Company returned goods of $800 previously bought from F Li.

12. On 24 July, BF Company sold goods of $8,000 and received cash.

13. On 25 July, BF Company sold goods of $10,000 to M Wong on credit.

14. On 26 July, M Wong returned goods of $1,000 he previously bought.

15. On 27 July, Ms. Chan (owner) took away goods of $3,000 for private use. 

16. On 28 July, BF Company paid motor expenses of $3,500 by cheque.

17. On 30 July, BF Company paid rental expenses of $15,300 in cash.
Examine the effects of the above transactions on the accounting equation.

Transaction 1
On 1 July 202X, Ms. Chan (owner) set up and brought $50,000 cash to BF Company.
	Accounts
	Effects on accounting equation

	Cash
	Increase in assets ($50,000) 

	Capital
	Increase in capital ($50,000) 


Transaction 2
On 2 July 202X, BF Company purchased a van of $30,000 in cash
	Accounts
	Effects on accounting equation

	Van
	Increase in assets ($30,000)

	Cash
	Decrease in assets ($30,000)


Transaction 3
On 5 July 202X, BF Company borrowed $100,000 from the bank and deposited the whole amount into its bank account.

	Accounts
	Effects on accounting equation

	Cash at bank
	Increase in assets ($100,000)

	Loan from bank
	Increase in liabilities ($100,000)


Transaction 4
On 8 July 202X, BF Company deposited $2,000 into its bank account.

	Accounts
	Effects on accounting equation

	Cash at bank
	Increase in assets ($2,000)

	Cash
	Decrease in assets ($2,000)


Transaction 5 (Class Practice 1)
On 10 July 202X, BF Company withdrew $1,000 for office use from its bank account
	Accounts
	Effects on accounting equation

	Cash
	Increase in assets ($1,000)

	Cash at bank
	Decrease in assets ($1,000)


Transaction 6 (Class Practice 2)
On 15 July 202X, BF Company bought fixtures of $30,000 from BD Ltd. on credit.
	Accounts
	Effects on accounting equation

	Fixtures
	Increase in assets ($30,000)

	Other payables - BD Ltd
	Increase in liabilities ($30,000)


Lesson 2
Transaction 7
On 18 July 202X, Ms. Chan (owner) drew cash of $5,000 from the company for private use.
	Accounts
	Effects on accounting equation

	Drawings
	Increase in drawings ($5,000)

	Cash
	Decrease in assets ($5,000)


Transaction 8 (Class Practice 3)
On 19 July 202X, Ms. Chan (owner) took a van of $8,000 from the company for private use.
	Accounts
	Effects on accounting equation

	Drawings
	Increase in drawings ($8,000)

	Van
	Decrease in assets ($8,000)


Transaction 9
On 20 July 202X, BF Company purchased goods of $9,000 from F Li on credit.
	Accounts
	Effects on accounting equation

	Purchases
	Increase in expenses ($9,000)

	Trade payables - F Li
	Increase in liabilities ($9,000)


Transaction 10 (Class Practice 4)
On 21 July 202X, BF Company purchased goods of $6,000 in cash.
	Accounts
	Effects on accounting equation

	Purchases
	Increase in expenses ($6,000)

	Cash
	Decrease in assets ($6,000)


Transaction 11

On 23 July 202X, BF Company returned goods of $800 previously bought from F Li
	Accounts
	Effects on accounting equation

	Trade payables - F Li
	Decrease in liabilities ($800)

	Returns outwards
	Decrease in expenses ($800)


Transaction 12

On 24 July 202X, BF Company sold goods of $8,000 and received cash.
	Accounts
	Effects on accounting equation

	Cash
	Increase in assets ($8,000)

	Sales
	Increase in revenues ($8,000)


Transaction 13 (Class Practice 5)
On 25 July 202X, BF Company sold goods of $10,000 to M Wong on credit.
	Accounts
	Effects on accounting equation

	Trade receivables - M Wong
	Increase in assets ($10,000)

	Sales
	Increase in revenues (10,000)


Transaction 14

On 26 July 202X, M Wong returned goods of $1,000 he previously bought.

	Accounts
	Effects on accounting equation

	Returns inwards
	Decrease in revenues ($1,000)

	Trade receivables - M Wong
	Decrease in assets ($1,000)


Transaction 15

On 27 July 202X, Ms. Chan (owner) took away goods of $3,000 for private use. 

	Accounts
	Effects on accounting equation

	Drawings
	Increase in drawings ($3,000)

	Purchases
	Decrease in expenses ($3,000)


Transaction 16

On 28 July 202X, BF Company paid motor expenses of $3,500 by cheque.

	Accounts
	Effects on accounting equation

	Motor Expenses
	Increase in expenses ($3,500)

	Cash at bank
	Decrease in assets ($3,500)


Transaction 17 (Class Practice 6)
On 30 July 202X, BF Company paid rental expenses of $15,300 in cash.
	Accounts
	Effects on accounting equation

	Rental Expenses
	Increase in expenses ($15,300)

	Cash
	Decrease in assets ($15,300)


Lesson 3
Activity 2: Matching Game

Match examples with Non-current assets, Current assets, Non-current liabilities, Current liabilities, Capital, Revenues and Expenses.

	
	
	Current assets
	
	

	
	
	
	
	

	
	
	Non-current assets
	
	

	Machinery
	
	
	
	Inventory

	Trade payables
	
	Current liabilities
	
	Sales

	Cash in bank
	
	
	
	Loan from bank (mature two years later)

	Purchases
	
	Non-current liabilities
	
	Fixtures

	Van
	
	
	
	Sundry expenses

	Trade receivables
	
	Capital
	
	Interest income

	
	
	
	
	

	
	
	Revenues
	
	

	
	
	
	
	

	
	
	Expenses
	
	


Example 1 (Class Practice 7)
The following balances were obtained from the books of BF Company as at 31 July 202X:
	
	$
	
	
	$

	Premises
	400,000
	
	Returns inwards
	6,800

	Vans
	150,000
	
	Purchases
	72,600

	Fixtures
	120,000
	
	Sales
	108,800

	Inventory, 1 July 202X
	257,800
	
	Returns outwards
	1,800

	Cash in hand
	2,400
	
	Rental expenses
	13,000

	Cash at bank
	171,000
	
	Motor expenses
	5,800

	Trade receivables
	66,600
	
	Drawings
	4,000

	Trade payables
	51,000
	
	Salary expenses
	11,200

	Capital
	1,119,600
	
	
	


Prepare a trial balance for BF Company as at 31 July 202X.
Answer:
	BF Company

	Trial Balance as at 31 July 202X

	
	Dr
	Cr

	
	$
	$

	Premises
	400,000
	

	Vans
	150,000
	

	Fixtures
	120,000
	

	Inventory
	257,800
	

	Cash in hand
	2,400
	

	Cash at bank
	171,000
	

	Trade receivables
	66,600
	

	Trade payables
	
	51,000

	Capital
	
	1,119,600

	Sales
	
	108,800

	Returns inwards
	6,800
	

	Purchases
	72,600
	

	Returns outwards
	
	1,800

	Rental expenses
	13,000
	

	Motor expenses
	5,800
	

	Drawings
	4,000
	

	Salary expenses
	11,200
	

	
	1,281,200
	1,281,200


Example 2 (Class Practice 8)
The following balances were obtained from the books of BF Company for the month ended 31 July 202X:
	
	$
	
	
	$

	Premises
	400,000
	
	Discount allowed
	3,800

	Vans
	150,000
	
	Returns inwards
	6,800

	Fixtures
	120,000
	
	Purchases
	68,800

	Inventory, 1 July 202X
	257,800
	
	Discounts received
	3,400

	Inventory, 31 July 202X
	270,000
	
	Returns outwards
	1,800

	Cash in hand
	2,400
	
	Rental expenses
	13,000

	Cash at bank
	171,000
	
	Motor expenses
	5,800

	Trade receivables
	66,600
	
	Drawings
	4,000

	Trade payables
	51,000
	
	Salary expenses
	11,200

	Sales
	105,400
	
	Capital 
	1,119,600


Prepare an income statement for BF Company for the month ended 31 July 202X and a statement of financial position as at 31 July 202X.
Answer:
	BF Company

	Income statement for the month ended 31 July 202X

	
	$
	$

	Sales
	105,400
	

	Less: Returns inwards
	6,800
	98,600

	Less: Cost of goods sold:
	
	

	     Opening inventory
	257,800
	

	     Add: Purchases
	68,800
	

	     Less: Returns outwards 
	1,800
	

	     Less: Closing inventory
	270,000
	54,800

	Gross profit
	
	43,800

	Add: Discounts received
	
	3,400

	Less: Expenses:
	
	

	     Rental expenses
	13,000
	

	     Motor expenses
	5,800
	

	     Salary expenses 
	11,200
	

	     Discounts allowed
	3,800
	33,800

	Net profit
	
	13,400


	BF Company

	Statement of financial position as at 31 July 202X

	
	$
	$

	Non-current assets
	
	

	Premises
	400,000
	

	Vans
	150,000
	

	Fixtures
	120,000
	670,000

	
	
	

	Current assets
	
	

	Inventory
	270,000
	

	Trade receivables
	66,600
	

	Cash at bank
	2,400
	

	Cash in hand
	171,000
	

	
	510,000
	

	Less: Current liabilities
	
	

	     Trade payables
	51,000
	

	Net current assets
	
	459,000

	
	
	

	Less: Non-current liabilities
	
	0

	
	
	1,129,000

	Financed by:
	
	

	Capital as at 1 July, 202X
	
	1,119,600

	Add: Net profit
	
	13,400

	Less: Drawings
	
	4,000

	
	
	1,129,000


Self-Practice 1
Sam is the sole proprietor of a trading firm. His firm had the following extracted transactions in December 202X.
1. On 2 December, the firm paid rent of $100,000 by cheque.
2. On 10 December, Sam took $2,000 cash for personal use.
3. On 15 December, the firm deposited $800 into its bank account.
4. On 20 December, the firm purchased goods of $3,000 by cheque.
5. On 25 December, the firm sold goods of $1000 to A Chan on credit.

6. On 28 December, A Chan returned goods of $500 he previously bought
Show the effects of the above transactions on the accounting equation.
Transaction 1
	Accounts
	Effects on accounting equation

	Rental expenses
	Increase in expenses ($100,000)

	Cash at bank
	Decrease in assets ($100,000)


Transaction 2
	Accounts
	Effects on accounting equation

	Drawings
	Increase in drawings ($2,000)

	Cash
	Decrease in assets ($2,000)


Transaction 3
	Accounts
	Effects on accounting equation

	Cash at bank
	Increase in assets ($800)

	Cash
	Decrease in assets ($800)


Transaction 4
	Accounts
	Effects on accounting equation

	Purchases
	Increase in expenses ($3,000)

	Cash at bank
	Decrease in assets ($3,000)


Transaction 5
	Accounts
	Effects on accounting equation

	Trade receivables – A Chan
	Increase in assets ($1,000)

	Sales
	Increase in revenues ($1,000)


Transaction 6 
	Accounts
	Effects on accounting equation

	Returns inwards 
	Decrease in revenues ($500)

	Trade receivables – A Chan
	Decrease in assets ($500)


Self-Practice 2
Sam is the sole proprietor of a trading firm. Inventory value of the firm as at 31 December 202X was $88,000. Other financial information of the firm for the year ended 31 December 202X was as follows:

	
	$
	
	
	$

	Machinery
	60,000
	
	Discount allowed
	30,000

	Office furniture
	38,000
	
	Motor expenses
	8,000

	Carriage inwards
	20,000
	
	Returns inwards
	20,000

	Carriage outwards
	12,000
	
	Purchases
	380,000

	Inventory, 1 January 202X
	66,000
	
	Discounts received
	50,000

	Capital 
	63,000
	
	Returns outwards
	60,000

	Cash in hand
	30,000
	
	Rental expenses
	120,000

	Cash at bank
	90,000
	
	Bank loan (mature three years later)
	55,000

	Trade receivables
	12,000
	
	Drawings
	10,000

	Trade payables
	18,000
	
	Salary expenses
	160,000

	Sales
	810,000
	
	
	


REQUIRED:

(a) Identify the account type for the following accounts as non-current assets, current assets, non-current liabilities, current liabilities and capital.
	Machinery
	Discount allowed

	Office furniture
	Cash in hand

	Carriage inwards
	Sales

	Carriage outwards
	Purchases

	Capital 
	Discounts received

	Trade receivables
	Rental expenses

	Trade payables
	Bank loan (mature three years later)


(b) List the balances, either debit or credit, of all accounts

(c) Prepare a trial balance as at 31 December 202X for Sam’s firm.

(d) Prepare an income statement for Sam’s firm for the year ended 31 December 202X and a statement of financial position as at 31 December 202X.
Answer:
	
	Account type
	
	Account type

	Machinery
	Non-current assets
	Discount allowed
	Expenses

	Office furniture
	Non-current assets
	Cash in hand
	Assets

	Carriage inwards
	Expenses
	Sales
	Revenues

	Carriage outwards
	Expenses
	Purchases
	Expenses

	Capital 
	Capital
	Discounts received
	Revenues

	Trade receivables
	Current assets
	Rental expenses
	Expenses

	Trade payables
	Current liabilities
	Bank loan (mature three years later)
	Non-current 

liabilities


	
	Balance
	
	Balance

	Machinery
	Debit
	Discount allowed
	Debit

	Office furniture
	Debit
	Motor expenses
	Debit

	Carriage inwards
	Debit
	Returns inwards
	Debit

	Carriage outwards
	Debit
	Purchases
	Debit

	Inventory, 1 January 202X
	Debit
	Discounts received
	Credit

	Capital 
	Credit
	Returns outwards
	Credit

	Cash in hand
	Debit
	Rental expenses
	Debit

	Cash at bank
	Debit
	Bank loan (mature three years later)
	Credit

	Trade receivables
	Debit
	Drawings
	Debit

	Trade payables
	Credit
	Salary expenses
	Debit

	Sales
	Credit
	
	


(c)
	Sam

	Trial balance as at 31 December 202X

	
	Dr
	
	Cr

	
	$
	
	$

	Machinery
	60,000
	
	

	Office furniture
	38,000
	
	

	Carriage inwards
	20,000
	
	

	Carriage outwards
	12,000
	
	

	Inventory, 1 January 202X
	66,000
	
	

	Capital 
	
	
	63,000

	Cash in hand
	30,000
	
	

	Cash at bank
	90,000
	
	

	Trade receivables
	12,000
	
	

	Trade payables
	
	
	18,000

	Sales
	
	
	810,000

	Discount allowed
	30,000
	
	

	Returns inwards
	20,000
	
	

	Purchases
	380,000
	
	

	Discounts received
	
	
	50,000

	Returns outwards
	
	
	60,000

	Rental expenses
	120,000
	
	

	Motor expenses
	8,000
	
	

	Bank loan (mature three years later)
	
	
	55,000

	Drawings
	10,000
	
	

	Salary expenses
	160,000
	
	

	
	1,056,000
	
	1,056,000


(d)
	Sam

	Income statement for the year ended 31 December 202X

	
	  $
	$
	

	Sales 
	810,000
	
	

	Less: Returns inwards
	20,000
	790,000
	

	Less: Cost of goods sold 
	
	
	

	     Opening inventory
	66,000
	
	

	     Add: Purchases
	380,000
	
	

	         Carriage inwards
	20,000
	
	

	     Less: Returns outwards
	60,000
	
	

	         Closing inventory
	88,000
	318,000
	

	Gross profit
	
	472,000
	

	Add: Other revenue
	
	
	

	     Discounts received
	
	50,000
	

	Less: Expenses
	
	
	

	     Discounts allowed
	
	30,000
	

	     Carriage outwards
	
	12,000
	

	     Motor expenses
	
	8,000
	

	     Rental expenses
	
	120,000
	

	     Salary expenses
	
	160,000
	

	Net profit
	
	192,000
	


	Sam

	Statement of financial position as at 31 December 202X

	
	$
	$

	Non-current assets
	
	

	Machinery
	
	60,000

	Office furniture
	
	38,000

	
	
	98,000

	Current assets
	
	

	Inventory
	88,000
	

	Trade receivables
	12,000
	

	Cash at bank
	90,000
	

	Cash in hand
	30,000
	

	
	220,000
	

	Less: Current liabilities
	
	

	     Trade payables
	18,000
	

	Net current assets
	
	202,000

	
	
	

	Less: Non-current liabilities
	
	

	     Bank loan
	
	55,000

	
	
	245,000

	Financed by:
	
	

	Capital as at 1 December, 202X
	
	63,000

	Add: Net profit
	
	192,000

	Less: Drawings
	
	10,000

	
	
	245,000
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