
Prof Albrecht’s Notes

Example of Complete Accounting Cycle
Intermediate Accounting 1

In this chapter of notes I’ll provide a complete example of the accounting cycle.  The order of the tasks
to complete in the accounting cycle are:

(1) Setting up accounts for use throughout the period.  The beginning balances from each
account come from the post-closing trial balance of the previous accounting period.

(2) Writing journal entries for transactions which occur during the period.
(3) Posting information from the transaction journal entry to the appropriate accounts in the

general ledger (collection of all accounts).  A journal entry informs of which accounts are to
be posted to, and whether the amount is to be added as a debit or credit.

(4) Preparing a trial balance of each account’s current balance after all transactions have been
accounted for.  This is the transaction trial balance.

(5) Writing journal entries for adjustments that need to be made at the end of the accounting
period.

(6) Posting information from the adjusting journal entry to the appropriate accounts in the
general ledger.

(7) Preparing a trial balance of each account’s current balance after all adjustments have been
accounted for.  This is the adjusted trial balance.

(8) Writing journal entries to close all nominal accounts to Retained Earnings.
(9) Posting information from the closing journal entry to the appropriate accounts in the general

ledger. 
(10) Preparing a trial balance of each account’s current balance after all nominal accounts have

been closed to retained earnings.  This is the post-closing trial balance.
(11) Preparing financial statements using information from the accounts.

Context of the Example

We are accounting for a hypothetical company for the 2014 calendar year.  This company, ABC Corp.,
has been in existence for a few years.  It sells a product.  The ABC Corp. has a set of accounts it uses. 
There are carryover balances from 2013 and a few transactions and adjustments to account for. 
Eventually, a set of financial statements is prepared.
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(1)  Setting up accounts for use throughout the period. 

The accounting cycle for any given year starts with setting
up the accounts that are going to be used.  In this example,
the entire set of accounts in play is listed in the period’s
beginning trial balance (the same as the post-closing trial
balance from 2013).  Please recall that a trial balance is a
list of all accounts with the current balances.

The beginning trial balance for the ABC Corp. Is presented
at the right. Notice that the accounts are presented in a
specific order.  The asset accounts are first, followed by
accounts for liabilities, stockholders equity, revenue and
expense.

Also notice that all accounts have a number on the
appropriate side (debit or credit) that is the current balance.
At the start of the accounting period, these are the same
numbers after closing from the previous period.

And finally, notice that the accounts for dividends,
revenues and expenses all have zero balances.  This is
mandatory. Dividends, revenues and expenses are nominal
acocunts.  They serve to accumulate activity for one
accounting period.  They must start off with a zero balance
to be useful.

The balance sheet accounts (asset, liability, stockholders equity) are real accounts.  Their balances carry
over from period to period.

I’ve set up a T-account for each account listed in the beginning trial balance.
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(2)  Writing journal entries for transactions 

which occur during the period.

The following accounting events apply to ABC Corp’s 2014 fiscal year.  A journal entry will be written
for each transaction.  Each journal entry uses two accounts.  One account is debited in the journal entry,
the other account is credited.  Please recall that in accounting, debits (left side) must equal credits (right
side).

Jan 1 Purchased equipment for $16,000.  The equipment has a $2,000 salvage value and a seven
year useful life.

There is more equipment and less cash.  Equipment is an asset, so more equipment is a
debit.  Cash is an asset, so less cash is a credit.  The journal entry is

1/1 Equipment 16,000
Cash 16,000

Simultaneous with the writing of the writing of the journal entry is the posting to the accounts.  The
equipment account is debited for $16,000, increasing the balance from $0 Dr. to $16,000 Dr .  The cash
account is credited for $16,000, decreasing the balance from $58,000 Dr. to $42,000 Dr .  The posting
activity to the accounts appears as:

Feb 1 Purchased $12,000 of product on credit.

There is more product inventory and more accounts payable.  Product inventory is an asset,
so more product inventory is a debit.  Accounts payable is a liability, so more accounts
payable is a credit.  The journal entry is

2/1 Product inventory 12,000
Accounts payable 12,000
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In the general ledger, the product inventory account is debited for $12,000, increasing the balance from
$6,000 Dr. to $18,000 Dr .  The accounts payable account is credited for $12,000, increasing the
balance from $13,000 Cr. to $25,000 Cr .  The posting activity to the accounts appears as:

Apr 1 Made a cash payment on accounts payable of $8,000.

There is less accounts payable after the payment, and less cash.  Accounts payable is a
liability, so less accounts payable is a debit.  Cash is an asset, so less cash is a credit.  The
journal entry is

4/1 Accounts payable 8,000
Cash 8,000

In the general ledger, accounts payable is debited for $8,000, decreasing the balance from $25,000 Cr.
to $17,000 Cr .  Cash is credited for $8,000, decreasing the balance from $42,000 Dr. to $34,000 Dr . 
The posting activity to the accounts appears as:

Jul 1 Borrowed $24,000 with a 6 percent annual interest rate and a one-year term.

There is more cash and more notes payable (what a bank loan is called).  Cash is an asset,
so more cash is a debit.  Notes payable is a liability, so more notes payable is a credit.  The
journal entry is

7/1 Cash 24,000
Notes payable 24,000
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In the general ledger, cash is debited for $24,000, increasing the balance from $34,000 Dr. to $58,000
Dr.  Notes payable is credited for $24,000, increasing the balance from $0 Cr. to $24,000 Cr .  The
posting activity to the accounts appears as:

Aug 1 Received $14,000 cash from issuing common stock

There is more cash and more common stock (owners interest).  Cash is an asset, so more
cash is a debit.  Common stock is a stockholders equity type of account, so more common
stock is a credit.  The journal entry is

8/1 Cash 14,000
Common stock 14,000

In the general ledger, cash is debited for $14,000, increasing the balance from $58,000 Dr. to $72,000
Dr.  Common stock is credited for $14,000, increasing the balance from $60,000 Cr. to $74,000 Cr . 
The posting activity to the accounts appears as:
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Sep 1 Paid a dividend of $6,000.

There is more dividends paid during the period, and less cash.  Dividends is a contra
stockholders equity account, so more dividends is a debit.  Cash is an asset, so less cash is a
credit.  The journal entry is

9/1 Dividends 6,000
Cash 6,000

In the general ledger, dividends is debited for $6,000, increasing the balance from $0 Dr. to $6,000 Dr. 
Cash is credited for $6,000, decreasing the balance from $72,000 Dr. to $66,000 Dr .  The posting
activity to the accounts appears as:

Nov 1 Paid $5,400 in advance for a twelve month lease for office space.

There is more prepaid rent and less cash.  Prepaid is an asset account, so more prepaid rent
is a debit.  Cash is an asset, so less cash is a credit.  The journal entry is

11/1 Prepaid rent 5,400
Cash 5,400

In the general ledger, prepaid rent is debited for $5,400, increasing the balance from $0 Dr. to $5,400
Dr.  Cash is credited for $5,400, decreasing the balance from $66,000 Dr. to $60,600 Dr .  The posting
activity to the accounts appears as:
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Dec 31 Earned $75,000 of sales revenue from cash sales during the year.

There is more cash received during the period, and more sales revenue.  Cash is an asset
account, so more cash is a debit.  Sales revenue is a revenue account, so more sales revenue
is a credit.  The journal entry is

12/31 Cash 75,000
Sales revenue 75,000

In the general ledger, cash is debited for $75,000, increasing the balance from $60,600 Dr. to $135,600
Dr.  Sales revenue is credited for $75,000, increasing the balance from $0 Cr. to $75,000 Cr .  The
posting activity to the accounts appears as:

Dec 31 Earned $30,000 of sales revenue from credit sales during the year.

There is more accounts receivable (money owed our company), and more sales revenue.
Accounts receivable is an asset account, so more cash is a debit.  Sales revenue is a revenue
account, so more sales revenue is a credit.  The journal entry is

12/31 Accounts receivable 30,000
Sales revenue 30,000

In the general ledger, accounts receivable is debited for $30,000, increasing the balance from $22,000
Dr. to $52,000 Dr.  Sales revenue is credited for $30,000, increasing the balance from $75,000 Cr. to
$105,000 Cr .  The posting activity to the accounts appears as:
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Dec 31 Received payment of $21,000 on account.

There is more cash and less accounts receivable (money owed our company).  Cash is an
asset account, so more cash is a debit.  Accounts receivable is an asset account, so less
accounts receivable is a credit.  The journal entry is

12/31 Cash 21,000
Accounts receivable 21,000

In the general ledger, cash is debited for $21,000, increasing the balance from $135,600 Dr. to $156,600
Dr.  Accounts receivable is credited for $21,000, decreasing the balance from $52,000 Dr. to $31,000
Dr .  The posting activity to the accounts appears as:
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(3)  Posting information from the transaction journal entry 

to the general ledger accounts. 

All posting activity to the accounts for the transaction journal entries is summarized below. 
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(4) Preparing an updated trial balance.

After information from the transaction journal entries has been posted to the accounts.  The current
account balances are copied to a trial balance:

This trial balance follows after all journal entries from transactions have been written and posted to the
accounts.  I call it the transaction trial balance.  In this trial balance, more accounts have a working
balance.  Also, the total debits equal total credits, at $253,000 each.
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(5)  Writing journal entries for adjustments.

Under the accrual accounting approach, revenues are assigned to the accounting periods when the work
is performed that earns the revenue.  Expenses are matched to revenues.  The accrual accounting
approach means that revenues and expenses can appear in different accounting period than the cash
payment.  The basic accounting approach is to initially record the revenue or expense when cash
payment is made, then to make adjustments in the accounts to move the revenue or expense to an earlier
or later period as appropriate.  

In this example, there are five adjustments that must be made to the accounts.  Three of the adjustments
are for prepayment situations.  Two of the adjustments are for postpayments.  

The adjustments for the prepayments are covered first.  So far in this example, prepayments for expense
items first have been placed in asset accounts.  The purpose of the adjustment is to record the expense
in the proper period by taking away from the asset account.

Dec 31 Recognized the current amount of rent expense from the prepaid rent on Nov 1.

On November 1, a payment in advance was made for 12 months of rent, $5,400 in total. 
The monthly amount is $450 (5,400 divided by 12).  Originally, all $5,400 was placed in an
asset account (prepaid rent), waiting for the expense to be removed as time passes and the
premises are occupied each month.  Now on December 31, two months have passed
(November and December). $900 ($450 * 2) must be removed from the prepaid rent
account and placed in the rent expense account.

The adjustment calls for $900 less prepaid rent and $900 more rent expense.   Prepaid rent
is an asset account, so less prepaid rent is a credit.  Rent expense is an expense account, so
more rent expense is a debit.  The journal entry is

12/31 Rent expense 900
Prepaid rent 900

Dec 31 Recognized one full year of depreciation expense.

On January 1, equipment was purchased for $16,000 and recorded as an asset.  As the
equipment is used over time, annual adjustments must be made to reduce the asset and
increase depreciation expense.  The annual amount is $2,000 (the difference of $16,000 cost
less $2,000 salvage value, divided by seven years of use. 

The adjustment calls for $2,000 more depreciation expense and $2,000 less asset value as
recorded in accumulated depreciation (contra asset account).  Depreciation expense is an
expense account, so more depreciation expense is a debit.  Accumulated depreciation (the
asset reduction) is credited.  The journal entry is

12/31 Depreciation expense 2,000
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Accumulated depreciation 2,000

Dec 31 Ending product inventory is $3,000.

On January 1, $6,000 of product inventory was carried over from the preceding year to the
current accounting period.  All $6,000 was in the Product Inventory account, an asset.  On
February 1, $12,000 of additional product was purchased and added to the Product
Inventory account, resulting in a balance of $18,000.  Now at the end of the year, only
$3,000 remains.  This means that $15,000 has been used up or sold.

The adjustment calls for $15,000 less product inventory and $15,000 more cost of goods

sold expense.   Product inventory is an asset account, so less product inventory is a credit. 
Cost of goods sold expense is an expense account, so more cost of goods sold expense is a
debit.  The journal entry is

12/31 Cost of goods sold expense 15,000
Product inventory 15,000

Now we’ll cover two examples of accruals.  An accrual is a revenue or expense that has accumulated
but as of yet is unrecorded and unpaid.  

An accrued revenue is always adjusted with a debit to receivable and a credit to revenue.  The credit to
revenue is the initial recording, and places it in the accounting period when earned.    The debit to
receivable recognizes that the company expects to receive payment for the work that was done.

An accrued expense is always adjusted with a debit to expense and a credit to liability.  The debit to
expense is the initial recording, placing it in the accounting period when it helped generate revenue. 
The credit to liability (or payable) recognizes that the company will have to pay for this expense in the
future.  The first adjustment is for accrued utilities.

Dec 31 Accrued utilities are $18,000.

$18,000 of utilities were used during 2014.  They are unpaid for at the current time.  Now,
expense should be matched to 2014 revenue and a liability for payments should be
recorded.

The adjustment calls for $18,000 more utilities expense and $18,000 more accounts
payable.  More utility expense is a debit.  Accounts payable is a liability account, so more
accounts payable is a credit.  The journal entry is

12/31 Utilities expense 18,000
Accounts payable 18,000
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Dec 31 Recognized interest expense on the note from July 1.

ABC borrowed $24,000 on July 1 by taking out a one year, 6% loan. On December 31,
ABC should recognize six months of accrued interest expense for the cost of borrowed
money, as well as a liability.  The amount owed is $720 (24,000 * .06 * 6/12).  The
adjustment is necessary to get the cost of borrowed money in the year it was used to
generate revenue.

The adjustment calls for $720 more interest expense and $720 more interest payable. 
Interest expense is an expense account, so more interest expense is a debit.  Interest payable
is a liability account, so more interest payable is a credit.  The journal entry is

12/31 Interest expense 720
Interest payable 720
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(6)  Posting information from the adjusting journal entry 

to the general ledger.

Posting activity to the accounts for adjusting journal entries is colored in red.  Updated account
balances are shown in red bold faced type.
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(7) Preparing an updated trial balance

After information from the transaction journal entries has been posted to the accounts.  The current
account balances are copied to a trial balance.  I call it the adjusted trial balance.  Debits equal credit, at
$273,720 each.
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(8)  Writing journal entries for closing.

The closing process is when the balances in the nominal accounts (revenue, expense, dividends) are
transferred to retained earnings.  This results in both an updated balance for retained earnings and
balances of zero in all the nominal accounts.  

Some students remember the need for closing entries because of the retained earnings equation. 
Closing entries are when net income is added to retained earnings and dividends are subtracted from
retained earnings.

beginning retained earnings + net income – dividends = ending retained earnings

The first entry we’ll make is to transfer the credit balance in sales revenue to retained earnings.  This is
accomplished with the following entry.

12/31 Sales revenue 105,000
Retained earnings 105,000

Through this entry, a debit of $105,000 is entered into the sales revenue account, which off sets (or
subtracts from) the current credit balance of $105,000.  A credit of $105,000 is added to retained
earnings, increasing it for the positive component of net income.

The second set of entries we’ll make is to transfer the debit balances in the five expense accounts to
retained earnings.  This is accomplished by the following entries (which could be combined into a
single entry).

12/31 Retained earnings 15,000
Cost of goods sold expense 15,000

12/31 Retained earnings 18,000
Utilities expense 18,000

12/31 Retained earnings 900
Rent expense 900

12/31 Retained earnings 720
Interest expense 720

12/31 Retained earnings 2,000
Depreciation expense 2,000

Through these five entries, a credit was entered into each expense account.  By so doing, it subtracted
from the preceding debit balance.  The debits to retained earnings decrease it, which makes sense
because expense is the negative component of net income.
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The final entry is to transfer the balance of the dividends account to retained earnings.  Currently, the
dividends has a debit balance of $6,000.  When this debit is transferred to the retained earnings account,
the debit subtracts from the credit balance.  This closing entry .

12/31 Retained earnings 6,000
Dividends 6,000

The credit to the dividends account negates the previous debit balance of $6,000.
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(9)  Posting information from the closing journal entry 

to the general ledger. 

When the journal entries are posted to the ledger accounts, the accounts appear as follows.  Closing
entry activity is in the color of blue.  Please remember that adjusting activity is in the color of red, and
transaction activity is in the color of black.
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(10)  Preparing an updated trial balance.

The final trial balance is a list of all accounts with each account’s current balance after all nominal
accounts have been closed to retained earnings.  This is the post-closing trial balance.  In this trial
balance, the only accounts with a balance different from zero are the balance sheet, or real, accounts. 
All the income statement and dividend accounts (nominal) have been zeroed out in the closing process. 
The numbers in this trial balance are used to start the accounts in the next accounting period.
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(11)  Preparing financial statements.

ABC Corporation
Balance Sheet

for year ending 12/31/2014

Assets Liabilities

Current Assets Current
Cash 156,600 Accounts payables 35,000 
Accounts receivable 31,000 Interest payable 720 
Product inventory 3,000 Notes payable   24,000 
Prepaid rent     4,500 Total liabilities 59,720 
Total current assets 195,100

Property, Plant & Equipment Stockholders Equity

Land 20,000 Common stock 74,000 
Equipment (net of depreciation)   14,000 Retained earnings   95,380 
Total PPE   34,000 Total stockholders equity 169,380 

Total assets 229,100 Total liabilities & SHE 229,100 

ABC Corporation
Income Statement

for the Year ended 12/31/2014

Sales Revenue(Net) $105,000 
Cost of Goods Sold Expense   15,000 

Gross Margin   $90,000 
Operating Expenses

Utilities Expense 18,000 
Rent Expense 900 
Depreciation Expense   2,000   20,900 

Income from Operations   69,100 
Other Expenses & Losses

Interest Expense          720 
Net Income   68,380 
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ABC Company
Statement of Cash Flows

for the Year ended 12/31/2013
in thousands

Cash flows from operating activities
From sale of goods or services 96,000 
For purchases from suppliers (8,000)
For payment of rent   (5,400)
Total cash flows from operating activities   82,600

Cash flows from investing activities
For purchase of equipment         (16,000)
Total cash flows from investing activities    (16,000)

Cash flows from financing activities
From sale of common stock   14,000 
From borrowing money 24,000 
For payment of dividends         (6,000)
Total cash flows from investing activities           32,000 

Net cash flow for period 98,600 
Cash on 1/1/2014                58,000 
Cash on 12/31/2013   156,600 

ABC Corporation
Statement of Changes in Stockholders Equity

for the Year ended 12/31/2014

Common stock 1/1/2014 60,000 Retained Earnings 1/1/2014 33,000 
Issue common stock    14,000 Net income 68,380 
Common stock 12/31/2014 74,000 Dividends (6,000)

Retained earnings 12/31/2014 95,380 
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