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Chapter VI

The Expenditure Cycle

Expenditure Cycle Activities

The expenditure cycle consists of the ordering of goods and services from suppliers and
consequent payments to the suppliers. The generic transaction flow in the expenditure
cycle can be described as follows: inventory control reviews inventory records to
determine order requirements. A purchase requisition(s) is created and forwarded to the
purchase department. The requisition contains details of items and quantities required.
The purchase department selects suppliers by using the approved list of suppliers or any
other standard operating procedure established by the organization. The supplier is
selected and a purchase order is created and forwarded to that supplier. Another copy
of the purchase order goes to the inventory control department to notify it that goods
are on order. The supplier ships goods to the warehouse, and areceiving report s created.
The receiving report is forwarded to inventory control and accounts payable. Inventory
control updates inventory records based on the receiving report.

The accounts payable department receives an invoice from the supplier and creates a
voucher package by reconciling the necessary documents, such as purchase requisition,
purchase order, receiving report and invoice. The voucher package is then approved with
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Exhibit 1. The expenditure cycle
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Exhibit 2. E-change in the expenditure cycle
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corrections, if any. The accounts payable subsidiary ledger is updated and summary
totals are forwarded to the general ledger. The voucher package is forwarded to the cash
disbursement department. A check is prepared and mailed to the supplier.

The generic steps in the expenditure cycle are similar across organizations; however,
implementation of these methods spans a full spectrum, from manual methods to Web-
enabled automated methods, to innumerable combinations in between. There is no one
standard solution that fits all companies. The expenditure cycle has changed consider-
ably due to the Internet and ERP. The review of inventory is automated and can be done
over the Internet. Suppliers can tap into company databases and supply needed items
based on inventory levels. The purchasing activities of today’s corporations span the
globe; suppliers can be based in different countries, and purchase staff may be
empowered to conduct purchasing activity without specific approvals. The entire
purchasing process can also take place over the Web in the absence of face-to-face
contact. Supplier relationship management and e-procurement enable such activities by

Copyright © 2006, Idea Group Inc. Copying or distributing in print or electronic forms without written
permission of Idea Group Inc. is prohibited.



38 more pages are available in the full version of this document,
which may be purchased using the "Add to Cart" button on the
publisher's webpage: www.igi-global.com/chapter/expenditure-

cycle/8319

Related Content

Does Share Price of Banking Industry Follow Stock Valuation Model?: Bangladesh
Setting

Md. Rostam Ali, Puja Rani Gour, Md. Ashikul Islamand Abdul Gaffar Khan (2022). International
Journal of Corporate Finance and Accounting (pp. 1-19).
www.irma-international.org/article/does-share-price-of-banking-industry-follow-stock-valuation-model/301462

“Europe Without Borders” and the Future of European Integration: Internal Border
Controls in the Schengen Area

Sevgi Cilingir (2020). Handbook of Research on Social and Economic Development in the
European Union (pp. 455-474).
www.irma-international.org/chapter/europe-without-borders-and-the-future-of-european-integration/242887

Analyzing Why Organizations Differ in Board Composition: Evidence From a Large
Panel of Greek Manufacturing Firms

Dimitrios Koufopoulos, loannis Gkliatis, Konstantinos A. Athanasiadisand Epameinondas
Katsikas (2020). International Journal of Corporate Finance and Accounting (pp. 1-15).
www.irma-international.org/article/analyzing-why-organizations-differ-in-board-composition/26 1856

The Impact of Economic Sentiment, Consumer, Producer and Investor's Confidence
Indices on Stock Returns of the Listed Companies in FTSE-20 in Greece

Constantine Cantzos, Petros Kalantonis, Aristidis Papagrigoriouand Stefanos Theotokas (2018).
Perspectives, Trends, and Applications in Corporate Finance and Accounting (pp. 162-209).
www.irma-international.org/chapter/the-impact-of-economic-sentiment-consumer-producer-and-investors-

confidence-indices-on-stock-returns-of-the-listed-companies-in-ftse-20-in-greece/207123

The Value Relevance of Accounting Information in Times of Crisis: An Empirical Study
Lars Mion, Georgios Georgakopoulos, Petros Kalantonisand Nicolaos Eriotis (2014).
International Journal of Corporate Finance and Accounting (pp. 44-67).
www.irma-international.org/article/the-value-relevance-of-accounting-information-in-times-of-crisis/119402



http://www.igi-global.com/chapter/expenditure-cycle/8319
http://www.igi-global.com/chapter/expenditure-cycle/8319
http://www.irma-international.org/article/does-share-price-of-banking-industry-follow-stock-valuation-model/301462
http://www.irma-international.org/chapter/europe-without-borders-and-the-future-of-european-integration/242887
http://www.irma-international.org/article/analyzing-why-organizations-differ-in-board-composition/261856
http://www.irma-international.org/chapter/the-impact-of-economic-sentiment-consumer-producer-and-investors-confidence-indices-on-stock-returns-of-the-listed-companies-in-ftse-20-in-greece/207123
http://www.irma-international.org/chapter/the-impact-of-economic-sentiment-consumer-producer-and-investors-confidence-indices-on-stock-returns-of-the-listed-companies-in-ftse-20-in-greece/207123
http://www.irma-international.org/article/the-value-relevance-of-accounting-information-in-times-of-crisis/119402

