SUA---Purchases and Cash Disbursements (SUA Reference ch. 4)


Accountant’s Objectives:
1.  All existing transactions for each subcycle are recorded.
2.  All transactions are recorded and summarized at the correct amounts.
3.  All transactions are correctly classified as defined by the chart of accounts.
4.  All transactions are included in the proper period.
5.  All material disclosures affecting the accounts are included in the financial statements and related footnotes.

SUA—Purchases and Cash Disbursements

Internal Controls:

1.  Adequate documents and records (including prenumbering of documents).
2.  Authorization of transactions:

a.  Authorization to order goods or services, including quantity

b.  Authorization of price
c.  Authorization to receive the goods or services (when goods or services are delivered,  approval is needed to be sure the appropriate items have been received)
d.  Authorization to disburse cash (signing the check).  

3.  Separation of custody of assets from accounting.  The person receiving goods or signing checks should have not accounting responsibility.
4.  Independent checks on performance

a.  Account for all receiving reports (have goods been received we don’t know about?)
b.  Check prices actually paid against those paid from other sources (are prices reasonable?)

c.  Check the mathematical accuracy of journals and records
d.  Reconcile all control accounts with the related subsidiary ledgers (AP and fixed assets) 

e.  Prepare a monthly bank reconciliation.
Purchases and Cash Disbursements:

What does Waren include in the Purchases and Cash Disbursements process?

Subcycles:

1.  Purchases
2.  Cash Disbursements
3.  Purchase Returns and Allowances
4.  Provision for depreciation, and adjustments for prepaids and accruals.
SUA—Purchases and Cash Disbursements Process
1)  Purchases:
Transaction
   Actions





Documents 


  Accounts
Credit Purchases   Requisition goods or services

Purchase Requisition

  Inventory
                              Process Purchase Order 


Purchase Order (Doc. 16)
  AP
                              Receive goods or services


Receiving Report (Doc. 17)
  Fixed Assets
                              Record invoice from customer 

Vendor’s Invoice (Doc. 18)
  Expense Accts.
                              Record in purchases journal

Purchases Journal (Pg. 11)*


                              Record in Subsidiary Ledger              See AP Subledger (Pg. 37)



   Summarize and post to GL

Purchases Journal/

SUA—Purchases and Cash Disbursements

2)  The Cash Disbursements Cycle (CD):
There are generally two types of disbursements:

1.  Payments on accounts payable or payments of other liabilities such as notes or mortgages; and

2.  Purchases for cash.  These can be both petty cash transactions and purchases of goods or services for cash.

Transactions

Action




Documents

     Accounts
Payments on 
         Process Cash Disbursement

Check (Doc. 20)

     Cash

  Account


Record in Cash Disbursements
CD Journal (Pg. 13)
     AP

Cash Purchases

  Journal and Subledger

AP Subledger (Pg. 37)      Purchase





Summarize CD Journal and 
GL



      Discounts






Post to GL



   



      Notes Payable

SUA—Purchases and Cash Disbursements Process

3)  Purchase Returns and Allowances:
Transaction

Action



Documents



Accounts
Purchase Returns
Request purchase return
Return Request



AP




Return Goods


Shipping Document


Purchase-
Record in journal and

Purchases Journal/ 

            Returns




  subsidiary ledger              
  AP Subledger




Summarize Journal/

GL




  Post to GL
4)  Provision for Depreciation, adjustments to prepaids and deferrals:  
Transaction
          Action



Documents

Accounts
Depreciation

Determine appropriate
Memos


Depreciation Exp.

Accruals



adjustments





Income Tax Exp./

Deferrals


Record in General Journal
General Journal

         Payable





Post to GL



GL



Interest Exp./










   




Payable
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