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Introduction


This book describes a practical and easy-to-implement bookkeeping system. It is not necessary to have any knowledge of finance, accounting or bookkeeping in order to use the Do-It-Yourself Bookkeeping system, and it will enable you to actually do bookkeeping yourself.


DIY Bookkeeping uses flowcharts to illustrate the system. The flowcharts should be used as an anchor from which you can build your knowledge sequentially. There are six primary flowcharts that summarize the entire DIY Bookkeeping system.


Figure 0.1
Flowchart 1 – DIY Bookkeeping system overview
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The first flowchart, noted above, identifies the components of the system. The DIY Bookkeeping system begins with processing source documents, such as sales and purchase invoices. The financial transactions identified on the source documents are then categorized as income or expenditure transactions and are recorded accordingly. If the business is VAT (value added tax) registered, then VAT needs to be processed as part of the bookkeeping system. When all financial transactions are recorded for a period, it is possible to create financial information based on the records contained in the DIY Bookkeeping system.


Flowchart 2 illustrates that source documents can be grouped by type for filing and processing purposes. Source documents are documents that record the activities of a business, which can be financial or non-financial. Source documents are the foundation upon which the financial records of a business are built. The source documents flowchart illustrates a non-exhaustive list of the type of documents that can be used to capture financial data concerning the financial transactions of a business. The data contained in the source documents can be used to record financial transactions in the DIY Bookkeeping system, validate the accuracy of the financial records and exercise control over the business.


Flowchart 3 shows that source documents are used to identify the financial transactions that need to be recorded in the DIY Bookkeeping system. These financial transactions are identified as either income transactions or expenditure transactions. Income financial transactions can be further categorized as sales income or non-sales income, while expenditure financial transactions can be further categorized by the type of expenditure.


The financial transactions are then recorded into the daybooks of the business according to transaction type. Daybooks are simply lists of financial transactions, grouped by type. Daybooks are a reference to the traditional method of recording transactions into a physical book, containing rows and columns for analysis, on a daily basis. The term ‘doing the books’ refers to updating the daybooks of a business to record the financial transactions. Daybooks record basic information relating to transactions; for example, the date, monetary value, the source of the income or recipient of the expenditure.


Income is recorded in the sales daybook or the bank receipts book. The expenditure of a business is recorded in any of the following books, as determined by the type of expenditure: purchases daybook, petty cash book, bank payments book, credit card book, payroll records book.


Flowchart 4 illustrates that a business can either be registered for VAT or not registered for VAT. The DIY Bookkeeping system can be used for both non-VAT-registered businesses and VAT-registered businesses. If a business is registered for VAT, the bookkeeping system needs to record the VAT element of financial transactions separately, in the relevant daybook. The DIY Bookkeeping system separately identifies VAT for VAT-registered businesses in three daybooks:


Figure 0.2
Flowchart 2 – Source Documents
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Figure 0.3 Flowchart 3 – Income and Expenditure
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Figure 0.4
Flowchart 4 – Value Added Tax (VAT)
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•  Sales daybook


•  Purchases daybook


•  Petty cash book


Flowchart 5 shows that financial information can be created at two levels. The DIY Bookkeeping system captures data concerning the financial transactions of a business in the daybooks and this raw data can be used to create financial information. The financial information generated can be at level 1 or level 2. Level 1 financial information relates to key financial figures (KFFs) concerning assets, liabilities, income and expenditure. Level 2 financial information relates to financial statements, i.e., the profit and loss account and balance sheet.


Figure 0.5
Flowchart 5 – Financial Information
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Summary


Flowchart 6 illustrates the components of the DIY Bookkeeping system and the related aspects of each component.


DIY Bookkeeping system summary


•  The activities of a business are detailed on source documents


•  The data noted on source documents can be used to record the financial transactions in the bookkeeping system


•  The financial transactions of a business are recorded in the appropriate daybook. Daybooks list details of the financial transactions, such as the date, the monetary value, the source of the income or the recipient of the expenditure


•  If a business is VAT registered, the bookkeeping system needs to identify VAT due or VAT reclaimable


•  Financial information can be generated from the financial data recorded in the bookkeeping system


•  DIY Bookkeeping is a system that can accommodate all of the above


Figure 0.6 Flowchart 6 – DIY Bookkeeping System Summary
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SECTION 1



Bookkeeping – overview





CHAPTER 1



How to get the most out of this book


Do-It-Yourself Bookkeeping is a system that can be adapted to virtually any given business. You can choose the level of knowledge you want to acquire regarding the DIY Bookkeeping system. In order to get the most out of this book:


1.  Read the introduction as this will give you a clear overview of the DIY Bookkeeping system


2.  Decide what level of bookkeeping skill you want to acquire, from level one to level six




LEVEL 1


Develop a clear understanding of the bookkeeping process


READ SECTION 1





Skill level one will make you aware of the barriers associated with developing an understanding of bookkeeping and how to overcome such barriers. In addition, you will develop a clear overview of bookkeeping as a system and a process.




LEVEL 2


Learn how to create, process and file source documents


READ SECTIONS 1 and 2





Skill level two will develop your ability to create, process and file source documents so as to maintain control over the business paperwork. As a result of having paperwork filed and processed correctly you will have two options:


(a)  Use the source documents to record the financial transactions in the bookkeeping system yourself.


(b)  Give the filed and processed paperwork to a third party, such as a bookkeeper or accountant, to record the financial transactions in the bookkeeping system.




LEVEL 3


Learn how to record income financial transactions


READ SECTIONS 1, 2 and 3





Skill level three will develop your ability to record income financial transactions in the bookkeeping system. The recording of income financial transactions involves the ability to distinguish between sales income and other sources of monetary receipts into a business.




LEVEL 4


Learn how to record expenditure financial transactions


READ SECTIONS 1, 2 and 4





Skill level four will develop your ability to record expenditure financial transactions in the bookkeeping system. The recording of expenditure financial transactions involves the ability to record expenditure according to the method of payment and also the ability to categorize expenditure to aid analysis.




LEVEL 5


Processing Value Added Tax (VAT)


READ SECTIONS 1, 2, 3, 4 and 5





Skill level five will develop your ability to process VAT in order to ascertain VAT due for payment or VAT to be reclaimed.




LEVEL 6


Creating financial information


READ SECTIONS 1, 2, 3, 4, 5 and 6





Skill level six will develop your ability to create financial information from the bookkeeping records.





CHAPTER 2



How to overcome learning barriers associated with bookkeeping


Prior to delving into the detail concerning how to operate a DIY Bookkeeping system, it can be of considerable benefit to reflect on issues that often impede understanding and motivation when dealing with the subject matter. Furthermore, by addressing issues such as incentives, fear of learning, fear of terminology, fear of numbers and fear of complexity at the outset of your studies, you can arm yourself with the necessary knowledge to overcome these obstacles.



IDENTIFYING YOUR INCENTIVES


In order for you to make the effort to learn about bookkeeping there must be an incentive to do so. If you do not have an incentive, you will most likely not put in the effort required to acquire the level of knowledge needed. You need to identify what your incentive is. For example, understanding bookkeeping will:


•  Enhance your ability to run your business successfully


•  Reduce the accounting costs of your business


•  Reduce stress when running your business


•  Enhance your ability to identify profit opportunities


•  Enhance your ability to identify loss-making activities


•  Enable you to control your business better


•  Enable you to obtain the best service from your accountant


•  Enable you to plan for the future of your business


•  Enhance your ability to make more money from your business


•  Enhance your ability to survive recessions


•  Help you progress in your business education


•  Help you contribute more to the organization in which you work


•  Increase your promotion prospects


•  Give you a greater insight into the organization in which you work


•  Improve your employment prospects


•  Improve your ability to set up your own business


If none of the above is an incentive for you, it is necessary for you to consider what will act as an incentive. Without at least one incentive, you are unlikely to succeed in your studies of the subject. When you have identified the incentives that will motivate you, remind yourself of them when you run into difficulties. Your incentives will be your motivator to complete the course of study you have started.




MICRO TASK


Identify THREE incentives you have that will motivate you to learn how to operate a bookkeeping system.






FEAR OF LEARNING


Some people find learning a new subject off-putting. It may be due to any of the following:


•  They do not like to get out of their comfort zone


•  They fear failure if they cannot develop an understanding of the subject


•  They lack confidence and do not want to appear foolish


The way to overcome the fear of learning something new is to focus on the benefits of succeeding. Start with a positive mindset, seek help from others and remind yourself of the incentives you identified at the beginning of the process.
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