Bookkeeping Course

Week 1 - 10th Jan 2007
Overview
Double Entry Bookkeeping was invented by Luco Pacioli (not the Medicis!)

Accounting has 3 requirements
1. Recording

2. Classifying / analysing

3. Summarising (Narrative)

Recording -> Business transactions - see diagram 1 on separate sheet
Balance Sheet
The following formula always applies

Assets
=
Liability
+
Capital


A = L + C
=>
A = C + L
=>
A - C = L
=>
A - C - L = 0

Ideally over a financial year the following formula will apply.
Revenue 
= 
Expenditure

Definitions
An Asset is something the company owns (which is owned by the company).

e.g. Employment contract - hours to work - Intangible Asset - as the company has "Control".

Liability - something that is owed to others

Capital - Funds/Equities earned by the company to operate.

See Diagram 1

"Entity Concept"
↑
Increase
↓
Decrease

Debit
Credit
Assets
↑
↓
Liabilities
↓
↑
Capital
↓
↑
Revenue
↓
↑
Expenditure
↑
↓

Asset
=
Capital 
+
Liability

Expenditure
Revenue

Debit (DR)
↑
↓

Credit (CR)
↓
↑
Expenditure is in the same direction as Asset because company is responsible for it.
Example:
xyz & co receive £10,000 as part of capital
	Nature of Transaction
	Dr
	Cr

	Asset a/c
	10,000
	

	
Capital a/c
(NB write credit items further over)
	
	10,000

	(being part Capital paid by Mr Ali)
narrative statement so that it is clear to anyone checking what this entry refers to
	
	


Week 2 - 17th Jan 2007
Week 2 Objectives
· To introduce the theory of the Journal and Ledger Accounts and the way in which financial transactions are entered in the accounting records from financial documents.

· To introduce the double entry principle and accounting equations
Start with the balance sheet - as it is a picture of the financial position of the company.
Balance sheet is a final product.

	Assets

	Non- current or Fixed Asset
(an asset being used for more than 12 months)
	Current Asset
(an asset involved within or less than 12 months)

	Tangible Fixed Assets

· Furniture

· Land & Buildings

· Motor Vehicle

· Plant & Machinery

Intangible Fixed Assets

· Goodwill
(can be negative)

· Trade mark (brand)

· Intellectual Property
	· Accounts receivable aka Debtors (UK term)
(Trade debtors / other debtors)

· Deposit

· Prepaid Expenditures / Expenses
(e.g. rental)

· Accrued Income
· Stock (Closing Stock)



	Liability

	Current Liability
(Liabilities incurred within 12 month period)

· Creditors / A/c payable  -trade


- other

· Overdraft

· Small Loans

· Accrued Expenses

· Prepaid Income
	Long Term Liability
(liabilities incurred for more than 12 months)

· Long term loan

· Debentures

	Capital / Equities


· Shareholder
ordinary shares

preference shares

Rights Issue

· Reserves
Revaluation Reserve

General Reserves

Redemption Reserves

Special Reserve
What the Bookkeeper does
See chapter 1

Keeps records of 

· Money raised for the business

· Owners' capital

· Sales
- discount
trade 
regular customer




bulk sales


- cash
pay before credit term
· Sales Returns
· Money spent for the business


- purchases of material / goods / services - discounts as sales


- payments for operating expenditures (e.g. rent, wages)

	Bookkeeper's duties
	Accountant

	· Maintain Accounting Records through Journal Ledger Books

· Maintain appropriate filing system for financial / source documents (see below)
· Maintain cash book 
& petty cash book
Source Documents

· purchase order
· delivery note
· invoice
· goods received note
· credit note
· statement of account

· remittance advice

· cheque counterfoil
but not prepare balance sheet as this is the accountants job!
	Prepares financial statements
· Trading a/c
· Profit & Loss a/c

· Balance sheet -statement

· Cash flow statement

· Interpretation of financial statement


Types of Business Organisation
Aka Entity concept

	Sole Traders
	Unlimited Liability

	Partnership (2 - 20 people)
	Liability limited to Assets of partners or partnership Unlimited Liability

	Private Companies (Ltd)
	Liability limited to Assets of partners

	Public Companies (Plc)
	Public Listed company

	Not for profit organisations
	Clubs & Charities


See chapter 2

Sales Transactions
	Nature of Transaction

	↓
	↓
	↓
	↓
	↓

	1 - Cash Sales
	2 - Credit Sales
	3 - Sales with Discount
(discount allowed - is an expense)
	4 - Sales Return
(aka Return Inwards)
	5 - Sales with VAT
(VAT Output)


VAT is not an income or an expenditure.
Accounts are net of VAT.

Output VAT 
=>
VAT collected from a customer
- Liability
Input VAT
=>
VAT collected from Supplier
- Asset

Barter system - does not get listed.
Journal Treatment - see Journal Layout - Details / Description / Narrative
All of these are Sales, so are listed as Sales (Income).
	1 - Cash Sales

	Dr
Cash (Asset)
	xx
	

	Cr

Sales (Income)
	
	xx

	(Narrative Statement)
	
	

	2 - Credit Sales  they owe us, Asset increases >> it's a Debit

	Dr
Accounts Payable (Debtors)
	xx
	

	Cr

Sales (Income)
	
	xx

	(Narrative Statement)
	
	


Room change - F292, 2nd floor Fairfield Building
Week 3 - 24th Jan 2007

Week 3 Objectives

· Discuss about the Sales and Purchase Journals
· Discuss about the nominal Ledger or Subsidiary Ledger

· Discuss Posting Principles

Learning Outcomes

· Prepare sales and purchase journal and ledgers
· Understand the source documents used in the recording process
Posting Rules
Step 1
identify the business transaction

Step 2
identify the 2 or more effects of this business transaction.
The 2 different categories - see "Entity Concept" list
Step 3
identify the "increase" or "decrease" values

Step 4
decide to debit or credit - based on the accounting golden rules

3 - Sales with Discount

Sold goods for £1,000 cash and offered 10% discount on the sales value.
Using bookkeeper list on p4, Sales/Revenue/Turnover >> Cash
NB
 stock holding is dealt with at he end of the year, and is not part of the accounting.
Cash is Asset - which is increasing
Discount is an Expenditure

Sales Increase
↑
£1,000
Cash Asset increase
↑
£900
Expenditure
↑
£100
	
	Folio
	Dr
	Cr

	Cash Asset
	
	900
	

	Discount Allowed (exp)
	
	100
	

	
Sales Income
	
	
	1,000


NB
Discount is listed as Discount Allowed to distinguish it from Discount Received (i.e. when it's "our" company saving the money)
4 - Sales Return
e.g.  on 1/1 Sold goods for £1,000 cash as 3 above

5/1 customer returns goods worth £200 in Value

Thus the 2 transactions are posted to the Journal as follows.

Sales Journal

	Date
	Details
	Folio
	Dr (£)
	Cr (£)

	1/1/07
	Cash Asset a/c
	
	900
	

	1/1/07
	Discount Allowed a/c (Exp)
	
	100
	

	1/1/07
	
Sales Income a/c
	
	
	1,000

	
	(goods sold for cash with 10% discount)
	
	
	

	
	
	
	
	

	5/1/07
	Sales Return a/c
	
	200
	

	5/1/07
	
Cash Asset a/c
	
	
	200

	
	(goods worth £200 returned due to fault)
	
	
	


Sales Return
↑
Cash Asset
↓
If goods are faulty it goes as an Expenditure
If you resell for scrap - other Income/disposal of Assets
Discount does not apply to faulty goods.
5 - Cash Sales with VAT
As 3 with Standard VAT @ 17.5%
The VAT is on 900 as it's applied after the discount
=>
157.50
giving a total payable of 1,057.60
	Details
	Folio
	Dr (£)
	Cr (£)

	Cash Asset a/c
(Asset ↑)
	
	1,057.50
	

	Discount Allowed a/c 
(Expen. ↑)
	
	100.00
	

	
Sales Income a/c
(Inc. ↑)
	
	
	1,000.00

	
VAT Output
(Liability ↑)
	
	
	157.50

	(goods sold for cash with 10% discount and standard VAT)
	
	
	


Week 4 - 31st Jan 2007

Week 4 Objectives

1. Introduce Purchase Journals, Ledgers and ways of closing the accounts.
2. Discuss the basic principles of Petty Cash and Cash Book.
Learning Outcomes

1. Able to prepare purchase Journals, Ledgers and closing of accounts.
2. Able to understand principles and concepts of Petty Cash and Cash Book.
Purchase Transactions
	Nature of Transaction

	↓
	↓
	↓
	↓
	↓

	1 - Cash Purchase
	2 - Credit Purchase
	3 - Purchase with Discount
(discount received)
	4 - Purchase Return
(aka Return Outwards)
	5 - Purchase with VAT
(VAT Input)

	1 - Cash Purchase

	Dr
Purchase a/c 
	xx
	

	Cr

Cash a/c
	
	xx

	(Narrative - goods bought for cash)
	
	

	2 - Credit Purchase

	Dr
Purchase a/c
	xx
	

	Cr

a/c payable (name if 



known)
	
	xx

	(Narrative - goods bought on credit and agreed to settle on xx/xx/xxxx or within 30 days)
	
	


3 - Purchase with Discount

	Dr
Purchase a/c
	1,000

Full cost
	

	Cr

Cash/Cheque a/c
	
	900

	Cr

Discount Received
	
	100

	(Narrative - goods bought with 10% discount on immediate settlement)
	
	


4 - Purchase Return
	Dr
Cash/Bank a/c
	xx
	

	Cr

Purchase Return a/c
	
	xx

	(Narrative - goods returned due to 



fault)
	
	


5 - Purchase with VAT
	Dr
Purchase a/c
	1,000
	

	
VAT Input a/c
	175
	

	Cr

Cash/Bank a/c
	
	1,175

	(Narrative - goods acquired and standard VAT @ 17.5% been charged)
	
	


	Purchase
(VAT Input)
	VAT
	Sales
(VAT Output)


	VAT Reconciliation

	Claim the VAT from 
the Inland Revenue
	VAT owing to 
the Inland Revenue


Example - Q15.1 see Journal Sheet
Round to the nearest pound - do not list pennies.

Ledgers
Ledger info is just copied from the Journals.
Balance c/d is 'carried down' - to be the Balance b/d 'brought down' on the other side of the ledger book for the start f the next accounting period.
Can also use 'carried forward' (c/f) and 'brought forward' (b/f).

Purchase Ledger / Suppliers Ledger Book

	Dr
	K King Account
	Cr

	31 May
	Balance c/d
	450
	1 May
	Purchases
	450

	
	
	450
	
	
	450

	
	
	
	1 June
	Balance b/d
	450


	Dr
	A Bell Account
	Cr

	31 May
	Balance c/d
	800
	3 May
	Purchases
	800

	
	
	800
	
	
	800

	
	
	
	1 June
	Balance b/d
	800


	Dr
	J Kelly Account
	Cr

	31 May
	Balance c/d
	600
	15 May
	Purchases
	600

	
	
	600
	
	
	600

	
	
	
	1 June
	Balance b/d
	600


	Dr
	B Powell Account
	Cr

	31 May
	Balance c/d
	280
	20 May
	Purchases
	280

	
	
	280
	
	
	280

	
	
	
	1 June
	Balance b/d
	280


	Dr
	B Lewis Account
	Cr

	31 May
	Balance c/d
	640
	30 May
	Purchases
	640

	
	
	640
	
	
	640

	
	
	
	1 June
	Balance b/d
	640


	
	Over all total
	
	
	
	2,770


General Ledger Book

	Dr
	Purchase Account
	Cr

	1 May
	K King
	600
	31 May
	Balance c/d
	3,620

	3 May
	A Bell
	1,000
	
	
	

	15 May
	J Kelly
	800
	Note - The corresponding will be debit into Income Statement or Profit and Loss Account

	20 May
	B Powell
	420
	

	30 May
	B Lewis
	800
	
	
	

	
	
	3,620
	
	
	3,620

	1 June
	Balance b/d
	3,620
	
	
	


	Dr
	Discount Received Account
	Cr

	31 May
	Balance c/d
	850
	1 May
	K King
	150

	Final closing of account whether carried forward each month and transfer at end of financial year depends on company policy

Note - the corresponding entry will be crediting the Income Statement
	3 May
	A Bell
	200

	
	15 May
	J Kelly
	200

	
	20 May
	B Powell
	140

	
	30 May
	B Lewis
	160

	
	
	850
	
	
	850

	
	
	
	1 June
	Balance b/d
	850


Closing accounts gives the totals for each account.

	Purchase Account

2,770
	+ Discount Received
+
850
	= Suppliers Accounts
=
3,620


The folio column is for page referencing against the matching Ledger entry
e.g. GL40 indicates General Ledger page 40.
Credit Note => will be issued by Supplier in the event of Purchase return / return Outward
Debit Note => issued by Supplier when purchase of goods or services
aka "Invoice"
	<<<
↓
	<<< "Invoice" or <<<
"Debit Note"
	£1,000
<<<


   ↑

	Kelly
You
	>>>> Acquisition >>>>

of goods
	ABC
Supplier

	↓
>>>
	>>> Return Outwards >>>
request for Credit Note
	

↑
£200
>>>

	Book
Credit ABC
	
	Book
Debit Kelly

	
	1,000
	
	1,000
	

	200
	
	
	
	200


Petty Cash => A book to maintain all petty cash transactions.
Petty Cash Voucher is a document which reflects the nature of the transaction, date, amount and the authorisation => goes with receipt

see p175 (Chapter 8, Level 1 book).
There are two Petty Cash systems - Imprest and non-Imprest.

The Imprest system means that the cashier will maintain an agreed fixed float cash amount every period (normally monthly).
e.g. agreed float is £200
	Dr
	Cash Account
	Cr

	1/1/07
	Bank a/c
	200
	5/1/07
	Stamps (aka postage charges)
	10

	10/1/07
	Sales a/c
	5
	15/1/07
	Stationery
	50

	31/1/07
	Reimburse from account
	55
	31/1/07
	Balance c/d
	200

	
	
	260
	
	
	260

	1/2/07
	Balance b/d
	200
	
	
	


Thus the Journal entries would be
	5/1
	Dr
Postage a/c
	10
	

	
	Cr

Cash a/c
	
	10

	
	(stamps purchased for office use)
	
	

	10/1
	Dr
Cash a/c
	5
	

	
	Cr

Sales a/c
	
	5

	
	(photocopies for xx)
	
	

	15/1
	Dr
Stationery a/c
	50
	

	
	Cr

Cash a/c
	
	50

	
	(photo copy paper etc …..)
	
	


The Non - Imprest system would read as follows

	Dr
	Cash Account
	Cr

	1/1/07
	Bank a/c
	200
	5/1/07
	Stamps (aka postage charges)
	10

	10/1/07
	Sales a/c
	5
	15/1/07
	Stationery
	50

	
	
	
	31/1/07
	Balance c/d
	145

	
	
	205
	
	
	205

	1/2/07
	Balance b/d
	145
	
	
	


Petty Cash book see p175 (Chapter 8, Level 1 book).
Dr Ramesh preferred format ( analytical Petty Cash Book)

	
	Classification Columns

	Date
	Detail
	Folio
	Cash
	VAT
	Date
	Details
	Folio
	Cash
	VAT
	Stationery
	Travel & Transport
	Staff Refreshment
	Postage Charges
	Remarks

	1/1
	Bank a/c
	
	200
	
	5/1
	Stamps
	
	
	
	
	
	
	10
	

	10/1
	Sales (photocopies
	
	5
	
	15/1
	Stationery
	
	
	7.45
	42.55
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


Week 5 - 7th Feb 2007

Cash Book
see p175 (Chapter 8, Level 1 book).

Debit - money in; 
Credit - money out
	Dr
	Cash Book
	Cr

	Date
	Detail
	Folio
	Discount Allowed
	Bank*
	VAT
	Date
	Detail
	Folio
	Discount Received
	Bank*
	VAT

	All money coming in
Revenue
	All money going out
Expense


The Cash book must record all business transactions which go through the banking procedures.  There are various layouts.
· 2 column cash book (not popular)
· 3 column cash book - most common

· 4 column cash book

· Multiple column cash book - not used in the 'Real World'.
Is OK on a computer as it is manageable, but not hardcopy.

A small business may incorporate Petty Cash and Cash Book, so there would be an extra column after VAT for Cash (4 column cash book).
*
There may also be a voucher number column after the Bank column.

If the company uses more than one bank account on a regular basis then it would have an extra column for the 2nd bank info.

Source Documents
	1. Paying in slip
	- cheque
- cash
	Payment Voucher /
Payment request forms

like petty cash voucher

	2. Bank statement
	- credit transfer transactions
(online transactions, BACS etc)

- Interest on balance
	


The cash book is also known as analytical Cash Book when it has lots of extra credit columns for classification - classification or Analytical Columns like the Petty Cash book.
e.g. Rental
Bank column entry 500 & Rental Column 500.
However, if only once a month not necessary for extra column, so put it in Remarks column - "500 - Rental GL5"

Class exercise p264 see cashbook sheets provided in class.
p269 Q12.1
Never balance discounts in cash book - refer to postings in General Ledger.

Exam is hand written - so practice writing neatly - bring a finer pen.
Janet says if you sell something they owe you and are debtors, so it's debit entry
if you buy, you owe them, so they are creditors, so it's a credit entry.

Trial Balances and Trading Account
See A4 blue booklet - Mock Exam 1, p C6
Trial balances are extracted from 'T' accounts, Dr and Cr should give the same totals.
In exam - mark list each time to say that you've entered that item onto the Trading account.

Any activities for this year - columns balance from last time
Sales
if no adjustments, straight into following document.

The Trading account is a specific format, so learn it.
IS1 - 
Trading Account for year ended xx/xx/xxxx

	
	£
	£

	Sales
	
	xx

	(-)
Sales Returns
	xx
	

	
Net sales
	
	xx

	
	
	

	Less: Cost of Sales
	
	

	Opening Stock
	xx
	

	(+) Purchases
	xx
	

	(less Purchase Returns if there are any)
	
	

	Cost of Goods Sold
(opening stock + purchases)
	xx
	

	
	
	

	(-) Closing Stock
	(xx)
	

	(goods sold minus closing stock)
	
	(xx)

	
	
	

	Gross Profit / Loss
	
	xx

	(either profit or loss - only state the one which applies)
Sales - Closing Stock
	
	


Profit and Loss Account for the year ended xx/xx/xxxx
	
	£
	£

	Gross Profit
from trading account
	
	xx

	Less: Operating Expenditures
	
	

	General Expenses
	xx
	

	Electricity
	xx
	

	Rent
	xx
	

	Wages and Salaries
	xx
	

	Advertising
	xx
	

	
	
	(xx)

	
	
	

	Net Profit
	
	xx

	+ Retained profit b/d
	
	xx

	
	
	

	Thus Retained Profit c/d
	
	xx


Balance sheet as at xx/xx/xxxx
this is a snapshot
	
	£
	£

	Fixed Assets
	
	

	
Fixtures and Fittings
	
	xx

	
Shop Equipment
	
	xx

	
	
	

	Current Assets
	
	

	
Closing Stock
	xx
	

	
Cash at Bank
	xx
	

	
Cash in hand
	xx
	

	
Debtors
	xx
	

	
	xx
	

	
	
	

	Less: Current Liabilities
	
	

	
Creditors
	(xx)
	

	
	
	

	
Working Capital
	
	xx

	
	
	

	Net Asset
	
	xx

	
	
	

	Financed by:
	
	

	
Capital
	
	xx

	(+)
Retained Profit c/d
	
	xx

	Aka Earning from Profit & Loss
	
	xx

	(-)
Drawing
	
	(xx)

	Should equal net Asset above
	
	xx


Week 6 - 14th Feb 2007

Bank Reconciliation
see p294 (Chapter 14, Level 1 book).

Week 6 Objectives

1. to introduce the concept of preparing bank reconciliation statement and discuss related aspects within it's context.

Learning Outcomes

1. Compare a Bank reconciliation statement against the cash book entries.
2. at end this class you should be able to prepare a Bank Reconciliation Statement.

Why do we need to prepare BRS?
1 - requirement to update Cash book.

2 - differences in timing of the recording of the transactions.

3 - Errors made by the business or the bank.


[image: image1]
How to get familiar with the terms?
	In the Cash book

	Unpresented Cheques
	cheque issued (to a supplier) but yet to be honoured by our Bank.

	Uncredited Cheques / Outstanding Lodgements
	the cashier recorded the receipt in the cash book but the money has yet to be received into business bank account.

	Items in the Bank Statement

	Payments In
	Items appear (credited) into the business bank account but no tin the cash book.

	Payments Out
	Items appear (debited) in the business bank account but not in the cash book.


Format of RBS.

The Exam uses the format shown in the book (p295).  There is another format, but as it isn't used in the exam we're not covering it here.
	
	
	£

	
	Balance at bank as per Cash Book
	xx

	Add:
	Unpresented Cheques

	xx

	Less:
	Outstanding Lodgements
(aka Uncredited Cheques)

	(xx)

	
	Balance as per Bank Statement
	xx


Step 1
When comparing - tick off the items that appear in both the cash book and the bank statement.
Step 2
the un-ticked items on the bank statement are entered on the bank column of the cash book to bring it up to date.

Step 3
the bank column of the cash book is now balanced to find the revised figures.
Step 4
the remaining items from the cash book will be the timing differences

Step 5
The timing differences are used to prepare the bank reconciliation statement.

Discuss Case Study  - p300
Step 1
Cash book is treated as primary source.
Therefore £63 from Pott Bros is Uncredited (code on Cash book UC or OL)


Credit side - 
Broad & Co 004451
UP (Un presented)




Minter Ltd    004453

Step 2 & 3
include bank charges and Ricard Ltd on cash book
continue down after calculated balances

Step 4 & 5
less - would normally be in brackets to indicate minus figure.
Then class exercises.

14th March 2007 - Level 2

Reasons for using Journals
· primary entry book
· eliminate need to remember non-regular transactions

· to reduce the risk of fraud

· reduce risk of error

· ensure entries can be traced back

see new handout p202

CB  >>
Cash Book
ML  >>
Main Ledger (aka General Ledger)

Creditors are listed in Journal as Purchase Ledger Control.

Capital value is calculated using 

C = A - L

in this case it's a balancing figure.

See p204 - VAT is input.

Sale of car is a sale of an Asset - so not in Sales Ledger - but listed as "Disposals".
Selling a fixed Asset - Journal Entry
	Nature of Transaction
	Dr
	Cr

	1
Dr
Disposal a/c
	xx
	

	

Cr
Asset a/c
(original cost of Asset being sold)
	
	xx

	
2
as seen in example
	
	

	
Dr
Sales Ledger Control a/c
(sales on credit, or bank, or cash - the amount which you receive for it)
	xx
	

	

Cr
Disposal a/c
(Asset sold for scrap value)
	
	xx


See q 12.1 (p221 of handout).
The correct answer is b - Cash book or Petty cash and Sales account directly - it is a regular transaction so would be recorded directly into the ledger.
The other transactions listed would not necessarily be recorded into the Ledgers directly, so are put in the Journals so that you remember to do it later.

Q 12.2
The Suspense account is used to make the trial balance work out.
>>
giving an item or items which need to be resolved/rectified.
Thus the answer is a).
Q12.3
Lucy's Journal.
	Date
	Details
	Folio
	Dr £
	Cr £

	1 May 2004
	Cash
	CB
	150
	

	1 May 2004
	Stock
	ML
	4,100
	

	1 May 2004
	Motor Vehicle
	ML
	6,500
	

	1 May 2004
	Fixtures and Fittings
	ML
	2,800
	

	1 May 2004
	Loan from Husband
	ML
	
	5,000

	1 May 2004
	Capital
	ML
	
	8,550

	
	
	
	13,550
	13,550


The calculated Capital value is known as a balancing figure.  It is calculated using the accountancy equation as above.
How to Record various Journals
· Opening Entries
(see previous pages)

· Purchase and sale of fixed assets on Credit (see previous pages)

· Correction of Error
*
error of omission (i.e. it was missed out)
*
reversal of entries
*
error of commission / mis-post
*
error of principle
*
error of original entry
*
error of compensation
· Trial balance error - use suspense account (see previous pages)

· Effect on profit and Loss account (see previous pages)

· Year end adjustment or transfer

Error of Omission, Journal Adjustment
p205
VAT is output for this example.
	
	Control Accounts
	

	
	↓
	
	↓
	

	Sales Ledger Control Account
	
	Purchase Ledger Control Account

	
	↓
	
	↓
	

	An account which shows the total amounts owing by individual customers
	
	An account which shows the total amount owing to individual suppliers (creditor)

	Debtors Control Account
	
	Creditors Control account

	Mr A
x
	
	
	
	Mr X
x

	Mr B
x
	
	
	
	Mr Y
x

	Mr C
x
	
	
	
	Mr Z
x

	Mr D
x
	
	
	
	

	Totals from Individual Debtors Accounts (T Accounts as described in Level 1)
	
	
	


Reversal of Entries, Journal Adjustment
p206
i.e. a mistake needs to be backed out.
	
	Nature of Transaction
	Dr
	Cr

	J1
	Original journal entry
	
	

	
	Dr
Bank
	50
	

	
	
Cr
Purchase Ledger
	
	50

	J2
	So to reverse it out / neutralise it
	
	

	
	Dr
Purchase Ledger
	50
	

	
	
Cr
Bank
	
	50

	J3
	To give the correct entry
	
	

	
	Dr
Purchase Ledger
	50
	

	
	
Cr
Bank
	
	50


Can use J2 as 100 but split into 3 entries makes it easier to match up.
Error of Commission / Mis-post, Journal Adjustment
p207
i.e. posted to the wrong account.  The balance will match up over all, but the individual ledgers will be affected.
Neutralising the entry is similar to Reversal (above) but not the same accounts - but one a/c has neutralising entries, so not listed in 2 separate journals
	
	Nature of Transaction
	Dr
	Cr

	J1
	
	
	

	
	Dr
J Adams Ltd
	47
	

	
	
Cr
Sales Ledger Control a/c
	
	47

	J2
	
	
	

	
	Dr
Sales Ledger Control a/c
(neutralises above error)
	47
	

	
	
Cr
J Adams
(correct account entry)
	
	47


The two entries for J Adams (Ltd and not limited) are listed as these take effect.  Subsidiary Ledger account (Customers Ledger a/c)
Error of Principle, Journal Adjustment
Reversing 2 pairs as above

Error of Original Entry, Journal Adjustment
p208
Into correct account but wrong figure.

	
	Nature of Transaction
	Dr
	Cr

	
	Dr
Stationery
	500
	

	
	
Cr
Bank / Cash
	
	500


But should have been 50 rather than 500.  So either reverse out with pair at 500 and re-do as 50, or just do changes of 450.
e.g. from course book
	
	Nature of Transaction
	Dr
	Cr

	J1
	
	
	

	
	Dr
Postage
	54
	

	
	
Cr
Bank
	
	54

	J2
	But should have been 45, so reverse
	
	

	
	Dr
Bank
	54
	

	
	
Cr
Postage
	
	54

	J3
	Then correct value
	
	

	
	Dr
Postage
	45
	

	
	
Cr
Bank
	
	45


Now corrected - J1 has been done this is the question.
Error of Compensation, Journal Adjustment
Trial balance doesn't balance - so compensate by just adding another account.
e.g. in book both accounts have too much - same amount - so entries neutralise and reduce it down.

Strictly this entry should not be there - that's why it's an error.  The correcting journal neutralises it back out again.

Suspense Account Case Study
p209
Overcast, undercast.
21st March 2007 - Level 2

What is Sales Day Book?
See p 110 - Ch 6 & 7 of handouts

Issue Sales invoice when you make credit sales.
If it has more columns than on p110 the it's analytical - like the Cash Book.

Credit Notes


[image: image2]
	
	
	Dr
	Cr

	J1
	Dr
a/c receivable (Debtors a/c)
	xx
	

	
	
Cr
Sales
	
	xx

	J2
	Dr
Sales Return (Return Inwards)
	xx
	

	
	
Cr
Debtor a/c
	
	xx


Activity 5
Sales Day Book
pg 7
	Date
	Invoice #
	Customer
	Sales Ledger Ref
	Total £
	VAT £

	19 Jan
	06254
	Louche & Co
	184
	160.38
	23.06

	19 Jan
	06255
	Frammells
	221
	69.66
	10.37

	20 Jan
	06256
	Position Ltd
	221
	526.40
	78.40

	21 Jan
	06257
	Reflon Bros
	042
	397.46
	59.19

	22 Jan
	06258
	Stonecast
	114
	166.70
	23.76

	23 Jan
	06259
	Piltdown Ltd
	089
	643.53
	91.73

	
	
	Xref to journal book / ledgers - J1
	
	1964.13
	286.51



Sales Return Day Book
pg 5
	Date
	Credit Note #
	Customer
	Sales Ledger Ref
	Total £
	VAT £

	20 Jan
	CN337
	Piltdown Ltd
	089
	103.72
	14.78

	22 Jan
	CN338
	Worton & Co
	143
	60.24
	8.97

	
	
	
	
	163.96
	23.75


Journal Page 1 - also total cells
therefore Journal / Double entry

	
	
	Folio
	Dr
	Cr

	
	Dr
Debtor a/c (Accounts Receivable)
	GL10
	1,964.13
	

	
	
Cr
Sales
	SDB7
	
	1,677.62

	
	

VAT Output a/c
	SDB7
	
	286.51

	Double entry for Sales Day Return Book

	
	Dr
Sales Return (Return Inwards)
	SRDB5
	140.21
	

	
	
VAT Output a/c
	SRDB5
	23.75
	

	
	
Cr
Debtor a/c
	GL10
	
	163.96


	
	Debtors Ledger Control a/c
	

	23/1
	Sales a/c
	1,964.13
	22/1
	Returns Inwards
	163.96

	
	
	
	23/1
	Balance c/d
	1,800.17

	
	
	1,964.13
	
	
	1,964.13

	24/1
	Balance b/d
	1,800.17
	
	
	


	
	VAT Output a/c
	

	22/1
	Debtors a/c
	23.75
	23/1
	Debtors a/c
	286.51

	23/1
	Balance c/d
	262.76
	
	
	

	
	
	286.51
	
	
	286.51

	
	
	
	24/1
	Balance b/d
	262.76


	
	Return Inwards a/c
	

	22/1
	Debtors a/c
	140.21
	23/1
	Balance c/d
	140.21

	
	
	140.21
	
	
	140.21

	24/1
	Balance b/d
	140.21
	
	
	


	
	Sales a/c
	

	23/1
	Balance c/d
	1,677.62
	23/1
	Debtors
	1,677.62

	
	
	1,677.62
	
	
	1,677.62

	24/1
	Balance b/d
	1,677.62
	
	
	


Purpose of Sales Day Book is to generate a summary to go to the General Ledger.
Purchase day book - see p133.
Q19.2X

Sales Day Book
	Date
	Invoice #
	Customer
	Sales Ledger Ref
	Total £
	VAT £

	1 May 06
	S0110
	J Johnson
	
	305
	

	3 May
	S0111
	T Royes
	
	164
	

	5 May
	S0112
	B Howe
	
	45
	

	7 May
	S0113
	M Lee
	
	100
	

	16 May
	S0114
	J Jakes
	
	308
	

	23 May
	S0115
	A Vinden
	
	212
	

	30 May
	S0116
	J Samuels
	
	1,296
	

	
	
	Totals
	
	2,430
	0


	
	Sales Ledger
	

	
	J Johnson a/c
	

	1/5
	Sales
	305
	
	
	

	
	
	
	
	
	

	
	T Royes a/c
	

	3/5
	Sales
	164
	
	
	

	
	
	
	
	
	

	
	B Howe a/c
	

	5/5
	Sales
	45
	
	
	

	
	
	
	
	
	

	
	M Lee a/c
	

	7/5
	Sales
	100
	
	
	

	
	
	
	
	
	

	
	J Jakes a/c
	

	16/5
	Sales
	3008
	
	
	

	
	
	
	
	
	


	
	A Vinden a/c
	

	23/5
	Sales
	212
	
	
	

	
	
	
	
	
	

	
	J Samuels a/c
	

	30/5
	Sales
	1,296
	
	
	

	
	
	
	
	
	


	
	Sales a/c
	

	30/5
	Balance c/d
	2430
	1/5
	J Johnson
	305

	
	
	
	3/5
	T Royes
	164

	
	
	
	5/5
	B Howe
	45

	
	
	
	7/5
	M Lee
	100

	
	
	
	16/5
	J Jakes
	308

	
	
	
	23/5
	A Vinden
	212

	
	
	
	30/5
	J Samuels
	1,296

	
	
	2430
	
	
	2,430

	1/6
	Balance b/d
	2430
	
	
	


28th March 2007 - Level 2

Types of Ledger / Account
Personal Accounts
Any account which refers to an individual or group of individuals.
e.g.
Debtors a/c
(Customers)
aka Accounts Receivable
Creditors a/c
(Suppliers)
aka Accounts Payable
Non-Personal Accounts
Any Account which does not refer to individuals or group of individual.  In other words it deals with tangible transactions
e.g.
Fixed Assets
Motor Vehicle a/c
Fixtures & Fittings
Plant and Machinery
Land and Buildings
Nominal Accounts
Any Account which is not classified as Personal or Real account
i.e 
General Ledger Accounts
Sales Control a/c
aka Debtors Control a/c
Purchase Control a/c
aka Suppliers Control a/c
Depreciation
1 What is Depreciation?
-
It is a reduction in the value of an asset
-
Impairment of cost-value
Financial Reporting Standard (FRS)
-
FRS 15 allows/requires depreciation for all assets owned by the business.
-
depreciation is an accounting treatment and it is not a cash transaction (non-cash transaction).  It means when we allow depreciation there is no actual cash involved for the particular transaction.
2 What is the Cost of Depreciation?
1 Wear and Tear
2 Passage of Time

3 Depletion

=> reduction in natural resources

4 Obsolescence
=> becomes out of date

5 Economic Reasons

Method to Calculate Depreciation
There are 3 methods used to calculate depreciation.

1 Straight Line Method
2 Diminishing Balance Method (Reducing Balance Method)

3 Sum of Digit Method
Popular in the US, but neither used in the UK, nor on the syllabus

Examples of the first 2 are given below.
Straight Line Method
Example 1
Assume bought machine for £10,000 and it is estimated to use for 10 years.
There is no scrap value at the end of 10th year.

Scrap Values is also known as Residual Value or Salvage Value.  This is a monetary value that we can recover for from an asset after it's useful life.

The scrap value may vary - this is dealt with on a more advanced level course.

	
	Cost Value - Salvage Value

	Depreciation   =
	_____________________________

	
	Useful time (usually in years)

	
	

	=
	£10,000 - 0

	
	10 years

	
	

	=
	£1,000 per year


This means we have to charge £1,000 as an expenditure to our profit and loss account.
Accounting Treatment
Journals

	
	
	Dr
	Cr

	J1
	Dr
Depn. a/c
	1,000
	

	
	
Cr
provision for Depn.
	
	1,000

	
	(Depreciation has been provided for the year)
	
	

	
	
	
	

	J2
	Dr
Provision for Depn.
	1,000
	

	
	
Cr
Accumulated Depn.
	
	1,000

	
	(provision for depreciation has been transferred to following year)
	
	

	
	
	
	

	J3
	Dr
Profit and Loss
	1,000
	

	
	
Cr
Depn.
	
	1,000


J1 and J2 are often combined, but list all in the exam and for course work.
Transfer to Nominal Ledger

Y1 means year 1, Y2 means year 2 etc.

	
	Depreciation a/c
	

	Y1
	Provision for Depn
(J1)
	1,000
	Y1
	Profit and Loss
(J3)
	1,000

	
	
	1,000
	
	
	1,000

	
	
	
	
	
	

	Y2
	Provision for Depn
	1,000
	Y2
	Profit and Loss
	1,000

	
	
	1,000
	
	
	1,000


The account balances out every year, as there is no c/d amount - i.e. the account is Closed each year.

	
	Provision for Depreciation a/c
	

	Y1
	Accumulated Depn
(J2)
	1,000
	Y1
	Depreciation
(J1)
	1,000

	
	
	1,000
	
	
	1,000

	
	
	
	
	
	

	Y2
	Accumulated Depn
	1,000
	Y2
	Depreciation
	1,000

	
	
	1,000
	
	
	1,000


As above, the account balances out and is Closed.
	
	Accumulated Depreciation a/c
	

	Y1
	Balance c/d
	1,000
	Y1
	Provision for Depn
(J2)
	1,000

	
	
	1,000
	
	
	1,000

	
	
	
	
	
	

	
	
	
	Y2
	Balance b/d
	1,000

	Y2
	Balance c/d
	2,000
	Y2
	Provision for Depn
	1,000

	
	
	2,000
	
	
	2,000


Unlike the above, the accumulated depreciation increases each year.
Straight Line Method
Example 2

As for example 1, but where there is a scrap value of £1,000

	Depreciation 
=
	£10,000 - £1,000

	
	10 years

	
	

	=
	£900 per year


Reducing / Diminishing Method

The formula used is 
r
=
1 -
 n√(s / c)

Where
r 
rate of depreciation
n
number of years
s
salvage or scrap value
c
cost
n√
nth root - or root to the power of n - not square root (which is power of 2)
So using the values given for the straight line method you get

r 
=
1 -
10√(0 / 10,000)

which doesn't work because you're trying to take the root of zero - actually it gives you 1 because you are multiplying by 0.

Using a scrap value of £1,000 gives

r
=
1 -
10√(1,000 / 10,000)


=
1 -
10√0.1


=
1 -
0.7943


=
0.2057

0.7943 * 0.7943 * 0.7943 * 0.7943 * 0.7943 * 0.7943 * 0.7943 * 0.7943 * 0.7943 * 0.7943 = 0.7943 10 ≈ 0.1

Thus with rounding the depreciation rate is 21%

So in the first year the depreciation will be 21% of £10,000 = £210
In an exam you will be given the depreciation e.g. 15%, especially when the scrap value is £0.

Reducing Method
Worked Example
Purchase value is £2,000, scrap value is £400, life is 4 years and the depreciation rate is given as 33.1%
Journals are the same as for the Straight Line method.

	J1
	Dr
Depn. a/c
	662
	

	
	
Cr
provision for Depn.
	
	662

	
	And so on
	
	


Value of Asset
	
	£

	Cost Value
	2,000

	Less year 1 depreciation
	(662)

	Net Book Value (aka NBV) yr1
	1,338

	Less year 2 depreciation
	(443)

	NBV yr2
	895

	Less year 3 depreciation
	(296)

	NBV yr3
	599

	Less year 4 depreciation
	(198)

	NBV yr4
	401


The final value must equal the scrap value, so allow for rounding - and use £199 as the year 4 depreciation, which gives the correct final value.

For straight line method, always use % on cost for depreciation.

18th April 2007 - Level 2

Profit and Loss
Profit and Loss accounts always refer to an accounting period - usually 1 year.  The start and end dates for the accounting period are given in the question.

What is a Purchase?
(in accounting terms)
Goods bought for the purpose of resale.

Sales?
Selling of goods which have previously been "Purchased".

Thus a college buying some computers is not a "Purchase" as they are not intended for resale - not the main business of the college.
If these computers are sold this is recorded as 'Disposal of Assets'.
The before and after stock values tell you how well the business is doing and allow you to calculate the cost of goods sold.
Some Abbreviations
OS
Opening Stock

CS
Closing Stock

COS
Cost of Sales

P
Purchases

OS is used to generate sales, hence COS
CS not used for this.
OS + P -CS = COS

This is also known as ACCRUALS.

The matches in a box of matches are called matches because they are all the same i.e. they match.  Similarly the 2 teams in a football match are supposed to be evenly matched (able to play at the same standard).
Accruals is also known as the 'Matching Principle'.  The equation attempts to match sales with the cost of those sales.
COS "in the long run" is equivalent to purchases.
Trading Account
buying and selling info.
In Q 5.1 a is 16,000 (Gross Profit), b - closing stock is a Current Asset.

	Current Assets

	
[image: image3]
	Stock

Debtors

Cash


The Arrow signifies the order in which the Current Assets are listed - in order of liquidity of the Assets.  Stock is least liquid, Cash is most liquid.
Including Depreciation on the Trading Account and Balance sheet - the depreciation for that year is listed under Operating Expenditures, and the value of the depreciating Asset is listed on the Balance Sheet as the initial cost less all the depreciation so far.
Thus in question 5.5 the Operating Expenditures are
Depreciation of Vans 
£12,000
30% of the initial £40,000
Depreciation of Equipment
£800
10% of the initial £8,000

The Balance Sheet then has asset values of
	Vans
	£40,000
	- £12,000
	- £12,000
	= £16,000

	
	cost
	from Trial Balance
	depn this year
	

	Equipment
	£8,000
	£2,400
	- £800
	= £4,800


NB - there are some weeks that I've not typed up yet, to go in here!
9th May 2007 - Level 2

Control Accounts
Osbourne Ch 11 (p176); Frank Wood Ch 23 (p248)

The Sales Ledger  holds the Customer Accounts
The Purchase Ledger holds the Supplier Accounts
Everything else is in a 3rd Ledger - initially called the Nominal Ledger, then known as the General Ledger, and now sometimes called the Main Ledger.

What types of entries are put in a Customer's Sales Account?

	DR
	A Customer Account
	CR

	
	7
Opening Balance (very occasionally debit)
	6
Opening balance (usually credit)
	
[image: image4]

	
	1
Sales on Credit
	2
Payments from Customer
	

	
	8
Returned cheque (bounced)
	3
Sales Returns
	

	
	9
Interest charged
	4
Discount Allowed
	

	
	
	5
Bad Debts (written Off)
	

	
	
	10
Offset / Contra entry
	


9 The credit terms may mean that if the Customer is late making a payment then we (the company selling to them) can charge interest.
10 If the customer is also a supplier with a purchases account, then that customer owes us money and is owed money by us.  In this case the amount owed to us by the Customer is taken off the amount that we owe them - and this is recorded using as offset or Contra entry.
The Sales Ledger Control account is an account that keeps a record of the totals of the individualised accounts in the Sales Ledger.
The opening balance is the total of all customers opening balances - but only one line of entry.
The Sales Ledger Control Account is in the General Ledger because it's not a Customer Account.
The Purchase Ledger Control Account works in the same way.  The transactions are in the opposite direction when it's a Supplier, so as above but Dr & Cr swapped over - as per examples in the text books.

2	goods returned �/ Sales Return Inwards





1	Issue Invoice





Cash Book





Sold goods to customer on credit





Customer





Company





Comparing the two Source Books





comparing





The Bank's Record





Bank Statement





The Company's Record





3	Credit Note





Assets Falling





Assets Rising








Page 38 of 39

