1.1 Bookkeeping vs Accounting

e understand and explain the difference between book-keeping and accounting

¢ explain the role of accounting in providing information for monitoring progress
and decision-making.

state the purposes of measuring business profit and loss

Bookkeeping: the process of maintaining up-to-date records of business

transactions

. Accounting: the process of using book-keeping records to prepare financial

reports and statements to determine the business' financial health

Book-keeping & Accounting process:

recording transactions - classifying & grouping 1
financial information - reporting & using finan
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Purchase Return Book
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Exchanged for Credit Note

nsactions - summarising

CREDIT NOTE

Credit Note is an instrument
used to inform that the other
party’'s account is credited in

his books.
Red Ink
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payables.
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Increase in Invoice Value

Debit Note

/

Debit Note

*seller may issue a Debit Note to
purchaser to notify them of their debt
obligations

Purpose of keeping financial records:
1. To calculate the firm's
2. To determine the firm's | (how much it owns)

3. To determine the firm's (how much it owes)

Most important financial summaries & reports:

1. Income statement - summarises info about the

2. Statement of financial position - summarises financial info about the

Purpose of measuring profit & loss:
1. To determine whether the firm has reached its profit aim
2. To determine whether the firm can repay its loans & cover its costs

. Owners of the firm wants to know if their investment has earned a greater profit
than it could earn from other uses of the money

People who v the firm’s financial statements:
1. Entrepreneurs
. Suppliers
. Bank

2
3
4. Employees
S

. Tax authorities (Government)
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1.2 Accounting equation

¢ explain the meaning of assets, liabilities and owner’s equity

¢ explain and apply the accounting equation.

C) e
ASSETS = LIABILITIES + EQUITY <= BALANCE SHEET

/" N\

CAPITAL + RETAINED
CONTRIBUTIONS EARNINGS

4 N\

ACC. PROFITS - WITHDRAWALS

Y.

REVENUE

Assets: resources owned by a business

Liabilities: resources provided by others other than the owner (debts owed by the
business)

Owner's equity: money invested into the business by the owners from their own
funds

Equity (in simple terms):
1) the net value of an asset after deducting expenses [Equity = Assets - liabilities]

2) net funds invested into a business by owners [Equity = capital]

types of equity:

ENTITY TYPE SOLE PROPRIETOR PARTNERSHIP CORPORATION™

CAPITAL , PARTNER SHAREHOLDER'S
CONTRIRUTIONS | OWNERSEQUITY  coNTRIBUTIONS  EQUITY

@ Request ac

\j‘/ Assets = Owner's equity + Liabilities

Resources owned by business = Resources provided by owner + third party

the equation can also be (if no loan is taken out):

¥ Assets = Owner’s equity
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2023
Jan 4

17

31

Saira
Petty cash Book
Disc | Cash | Bank
Date | Detais e
2023 $ ) S
Jan 1| Balance b/d 110| 713
2 | Rent receivable (1) 360
13 | Sales 1) 395
20 | van M 12 388
27| Bank (c) 1) 150
12| 260 1856
Feb 1 | Balances b/d 103 | 1169
(1)OF | (1)OF

Details Disc | Cash | Bank
Rec
$ $ $

Jai (1) 7 343
Motor expenses (1) 33

David (1) 6 194
Cash () (1) 150
Wages (1) 124

Balances c/d 103 | 1169

13| 260 1856

3.1 The trial balance

understand that a trial balance is a statement of ledger balances on a particular date

outline the uses and limitations of a trial balance

prepare a trial balance from a given list of balances and amend a trial balance which

contains errors

identify and explain those errors which do not affect the trial balance: commission,
compensating, complete reversal, omission, original entry, principle.
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Errors not affecting trial balance agreement

Error of omission

A transaction is completely
omitted or not recorded in
the books.

Compensating error

When errors cancelled out
each others.

Error of commission Error of principle

A correct amount has been
entered in a wrong
person’s account.

When an item is entered in
the wrong class of
accounts.

Complete reversal of entry

Error of original entry The correct accounts are

used but each item is
shown on the wrong side
of the account.

The original figure in the
double entries is incorrect.
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Calculation of depreciation

* General rule
»0ne month’s ownership needs one month’s depreciation.

« Specific rule
>eg. Full year’s charge in the year of purchase, none in the year of disposal

Straight-line method

Depreciation chare~ 10 Lie year
= cost - scrap velde,

useful economic life

harge for the year
cost - scrap value)
e i N AN

Reducing balance method

Depreciation charge for the year
= % rate * net book value
EA it ( Gost - auc &I—P)J
(cost - accumulated depreciation)

(from date of purchase to date of calculation)
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2. Transfer accumulated depreciation to disposal a/c

Dr Provision for Depreciation of NCA
Cr Disposal of NCA

STEPS:
3. Record proceeds on disposal of NCA
Dr Bank

Cr Disposal of NCA

Calculate profit or loss on disposal of NCA
(if profitf) Dr Disposal of NCA
Cr Income Statement

(if loss) Dr Income Statement

Cr Disposal of NCA
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STEPS:
1. Transfer cost of NCA to disposal a/c

T
| RECORDINGS

Dr Disposal of NCA
Cr NCA

2. Transfer accumulated depreciation to disposal a/c

Dr Provision for Depreciation of NCA
Cr Disposal of NCA

Record
Dr NCA
Cr Disposal of NCA

irade-in value of NCA

*record balance of payment
(Dr NCA, Cr Bank/A/C Payable)

Calculate profit or loss on disposal of NCA
(if profit) Dr Disposal of NCA
Cr Income Statement
Dr Income Statement
Cr Disposal of NCA

(if loss)
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Bari and Nada

Draft Statement of Financial Position at 31 December 2018
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(b) Advise Haziq whether or not he should maintain a double entry bookkeeping system for his
business. Justify your answer with two advantages and two disadvantages.
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Profitability ratios ~» H+ie l/qur,
(i) Gross margin al
Gross Profit 0
———  x 100
Revenue o
_Gross Profit

Mark up = ‘Cost of sales *

@Q

(ii) Profit margin

x 100

[Capital Employed = Issued Shares + Reserves + Non-Current Liabilities]
LWerknay copial= CA - cL) Ruot totul assels - fotad Gadrilified
Heobilily @ &= piquidity ratios

(':m"‘ owm P (i) Current ratio= % (also known as Working Capital Ratio)
g debly W
W fulls dus Current Assets - Inventory

(ii) Liquid (Acid test) Ratio = (also known as Quick Ratio)

Current Liabilities

e St geods can be $edd ot of Goods Sold
(iii) Rate of Inventory Turnover = Average Inventory

(answer given in times)

Trade Receivables
(iv) Trade Receivables Turnover = Ts:{es x 365 (answer given in days)

_Trade Payables
(v) Trade Payables Turnover = fade Payables

= Credit Purchases X 365 (answer given in days)
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ACC terms

*terms in bold have been asked in previous papers
*terms in italic are just for better understanding

1 Bookkeeping The process of recording data relating to financial transactions
in the accounting books
Accounting The process of identifying, measuring and communicating
economic information to permit informed judgements and
decisions by users of that information
Drawings Assets taken by owner from the business for own use
3.1 | Trial balance A statement of ledger balances on a particular date

. Control account

Account containing total of all postings made to accounts in a
particular ledger

4.1 | Capital Money spent on non-current assets lasting’more than a year
expenditure
Revenue Money spent on day-to-day expénses yused up in less than a
expenditure year

4.2 | Depreciation An estimate of the loss, iffvalue of non-current assets over its

useful economic life

4.4 | Irrecoverable Created when go@ds/services are sold on credit and payment
debts for these has not'materialised
Valuation of Inventory'stated at lower of cost and net realisable value
inventory
Net realisable T ual or estimated selling price less cost of putting it into
value able condition

5.2 | Residual profit Share of profit

5.3 | Limited an organisation owned by shareholders with separate legal
com entity

S

Orﬁinar s people who own these shares are owners of the company

entitled to vote on proposals made by directors

Preference shares

people who own these shares do not have voting rights but
have a fixed rate of dividend

Interim dividend

dividend paid during the year ar

General reserve

A reserve fund created by keeping aside a part of the profit
earned

Retained earnings

The profit leftover after paying direct costs, indirect costs,
income taxes & dividends to shareholders

Debentures

A loan paid over a long period with fixed interest rate




5.4

Accumulated
fund

Surpluses which accumulate over the years. Also
equivalent to capital of a business

Subscriptions

Amount paid by members of a club to use facilities
provided by the club

Receipts & Amount summarising the money received and paid by a
payments club during a financial year
account
5.5 | Direct material material from which goods are made
Direct labour the wages of the workers who actually made the goods
Direct expense Fixed sum that has to be paid for every unit of good produced
Direct costs Expenses resulting from the production of goods and services
Indirect material All materials purchased for the factory whigh do not form part
of the goods being produced
Indirect labour Wages of workers who do not actually'make the goods (e.g.
factory managers, supervisors, €leaners)
Overheads/ Costs that aren’t directly related to the production of goods or
Indirect costs services, but are necessary for the operation of a business
Work in progress | Partly finished goods
(WIP)
6 Profitability ratios | A group of raties which will help to assess the profitability over

Gross margin

a peri%ﬁme
S w much gross profit each dollar of revenue generates

Mark-up uch the business marks-up its cost of sales to arrive at
e selling price
Profit margin How much profit for the year is generated from revenue

Pgtur

employ

pital
CE)

The amount of profit in cents in relation to each $1 of capital
used within the business

Liquidity ratios A measure of how well the company is able to pay its
day-to-day operations

Current Shows the current assets available to pay its current liabilities

ratio/working when it falls due

capital ratio

Liquid (acid test)
ratio/ quick ratio

Shows the proportion of liquid assets that is available to pay
the current liabilites

Rate of inventory
turnover

Shows the number of times the inventory is sold during a
financial period




Trade receivables
turnover

Shows the average amount of time (in days) it takes for TR to
pay their debts

Trade payables Shows the average amount of time (in days) it takes for the

turnover business to pay its debts

Duality Every transaction has 2 aspects and shoult be recorded in
double-entry account

Prudence Anticipate all losses, recognise profits only when realised

Matching Expenses matched with revenue earnt for the year

Realisation Revenue is regarded as being earnt when title of goods are

passed to customers

Consistency

Transactions of similar nature should be recorded in the same
way in the same accounting period & all future periods

Materiality

Absolute precision in recording items.am ’A' are less significant

Going concern

Assumes that business will ¢
foreseeable future & owners

Historic cost

Business entity

Money
measurement

s that can be expressed in monetary terms are
edger accounts

Only transagetior
recordedz th’
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