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Accounting Accrual System
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Accounting Accrual System

* A cash accounting system and an accrual accounting system are the two types of
accounting systems available.

* Only when a payment is made or received that expenses and revenues are
recorded in the cash accounting system. As a result, every money inflow is
considered revenue, and every money outflow is regarded as an expense.

* The vast majority of companies use the accrual accounting system. Because of this,
a company can record revenues and expenses as soon as they are incurred,
regardless of when a payment is received or paid.
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Accounting Accrual System

* For example, a company purchases materials for RM8,000 in October 2021 and
immediately begins using all of the materials in the manufacturing process. Paying
the payment is scheduled to take place in January 2022.

* The company must identify the cost of the supplies as an expense in 2021,
regardless of whether or not the cash outflow occurred in 2021. In this instance,
the company purchases a piece of raw material on credit.

* The amount of RM8,000 will be reflected on the material expenses and the
accounts payable accounts in the ledger.
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Accounting Accrual System

* According to accounting principles, a business that purchases inventory on credit
and transfers it into goods should debit the material expense account and credit
the accounts payable account.

* This credit record implies that when the company makes a payment to its vendor,
the accounts payable account should be debited from its bank account. This debit
record reflects a reduction in the amount of business obligations owed.

* In November 2021, a company offered items worth RM15,000 to a customer who
would pay the company in January 2022. The company must recognize the total
selling prices income in 2021, regardless of whether or not the business receives %
the money the following year. Wai?
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Accounting Accrual System

* Assuming in this instance, the company agrees to make a credit-based sale. The
accounts receivable accounts should be debited, and the sales revenue accounts
should be credited when a business sells on credit to its customers.

* This debit entry on the accounts receivable account indicates that the company
anticipates receiving financial inflows.

*  When a company gets payment from a customer, the accounts receivable account
should be updated to reflect the payment. The fact that this credit record exists
indicates that the anticipated cash inflow has already been received.
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For further consultation, please contact:

Chin Chee Seng
Partner

+6012 365 4331
cschin@ccs-co.com

Wong Woei Teng
Audit Partner

+6017 237 8233
woeiteng@ccs-co.com

Jared Low
Assurance Director
+6018 763 4813
jared@ccs-co.com
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