
3.1 Accounting Cycle

3.2 Financial Statement

3.3 Accounting Equation & Double Entry

Lesson 3 : Financial Statements and Account
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What is Accounting Cycle ?  

(3) 
Journalized/ 

Recording 
Transactions
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Collecting 
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Transactions 

(4) Posting 
Transactions
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Adjustments

(6) Adjusted 
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(8) Financial 
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(6) General 
Ledger

(7) Trial 
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What is Financial Statements?

Financial 
Statements

Balance 
Sheet (BS) 

Income 
Statement 

(P&L)

Cash Flow 
Statement

Note To 
Accounts

Statement of 
Comprehensive Income

Statement of Financial Position

Full Disclosure
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Statement of Comprehensive Income / Income Statement / P&L

Sales / Revenue / Income

Less : Cost of Goods Sold

Gross Profit

Less : Expenses / Expenditure

Net Profit

(a) Sales of Goods or services to customer.  Either is 
by Cash Term or Credit Term

For example:  

Mee Soup Hawker Stall , money received from 
customer is sales / income / revenue from sales of 
Mee Soup.

Plumber, repair water pipe.   Money received after 
provide repairing service to customer.

(b) Net off all discount given / discount allowed 

( c) Sales Return / Return Inwards

Add: Other Income / Revenue
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Statement of Comprehensive Income / Income Statement / P&L

Sales / Revenue / Income

Less : Cost of Goods Sold

Gross Profit （毛利 / 利润）

Less : Expenses / Expenditure

Net Profit

Cost of Goods Sold

Opening Stock / Inventory

Add: Purchases 
Add: Carriage Inwards / Purchase Tax / Import Duty  
Add: Other cost pay because of the purchase
Add: Packaging Cost 
Less: Purchase Return / Return Outwards
Less: Discount Received
Net Purchase

Less : Closing Stock / Inventory

Gross Profit = Net Sales – Cost of Goods Sold

Add : Other Income/Revenue
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Statement of Comprehensive Income / Income Statement / P&L

Sales / Revenue / Income

Less : Cost of Goods Sold

Gross Profit

Less : Expenses / Expenditure

Net Profit

Other Income / Revenue
Other receipts not directly related to business i.e
rental income, interest income

Expenses / Expenditure
Are payment made during the business for example:
• Electricity
• Water
• Telephone
• Rental
• Salary & Wage
• Advertising Fee
• Audit Fee
• Tax Fee
• Accounting Fee
• Income Tax

Net Profit  = Gross Profit - Expenses

Add: Other Income/Revenue
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Statement of Financial Position / Balance Sheet (BS)

11

• snapshot of the company’s assets, liabilities, and owners’ equity at a specific point 
in time.  Showing the company net worth. 

• The company’s assets must be financed by either debt (liabilities) or ownership 
interest (equity).

• Therefore, company value balance and represent by Accounting Equation

• Investor is looking at Balance Sheet to decide whether to buy over the company

• The balances are carrying forward to next year until the company wound up 
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Balance Sheet Items 

Assets Liabilities Equities

Current Assets  Current Liabilities Share Capital Retained Earning

Expenditure Revenue

(1) Trade Creditors (1) Paid Up

(1) Sales(1) Revenue Expenditure

Non-Current Assets Non-Current Liabilities 

(1) Tangible – Fixed Assets

(2) Intangible – Goodwill

(1) Stocks

(2) Trade Debtors

(3) Other Debtors

(4) Cash & Bank Balances

(2) Other Creditors

(3) Tax Liabilities

(4) Bank Borrowings

(1) Bank Borrowings > 1 year

(2) Deferred Taxation

(1) Profit or (Loss) B/F

(2) Current Year 
Profit or (Loss) 

(3) Dividend Declared

(2) Other Income(2) Capital Expenditure
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Trial Balance

1
• A trial balance is a worksheet with two columns, one for debits and 

one for credits.

2
• It is a summary of the ending balance of each General Ledger

account 

3
• That ensures a company’s bookkeeping is mathematically correct. 
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Double Entry System

• The most important skill in accounting

• Every business transactions must have equal dual effect which 
is one Debit side and Credit side

• This is to tell users where the money come from and goes to

• This double entries is a must because of accounting equation 
always balance

Assets=Liabilities + Equity
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Double Entry & Accounting Equation 

Assets Liabilities Equities

Assets Ledger Liabilities Ledger Share Capital Retained Earning

Expenditure Revenue

Debit Credit CreditDebit Debit CreditCreditDebit

CreditDebitCreditDebit
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Current Year P&L.  After Financial Year End the 
Profit / (Loss) will be transfer to Retained 
Earnings under Balance Sheet


