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Dr Peter Marshall is the UK’s leading authority on bookkeeping, whose publications bear the accreditations and endorsements of all the professional institutes. What makes his books so popular is not only his comprehensive knowledge of the topic; his status as a trained educational psychologist means he has greater insight into the processes of learning and memory and how to maximise the efficiency of both and pass exams. His other books include Computerised Book-keeping and Mastering Spreadsheet Bookkeeping, both of which are published by How To Books/Robinson.


Further details of his contributions to the subject can be found on his website masteringbook-keeping.com
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Preface



This book was inspired as much by educational science as by bookkeeping. Having had a dual role of business studies writer and educational researcher I have been particularly interested in the way educational science can be applied to this subject, which has, hitherto, been largely missed by the research community.


Other books teach bookkeeping in a spatial way assuming that if students understand the page layouts they will naturally understand how to enter them. That is so for people with relatively spatial learning styles, such as accountants tend to have, but it is not the case for those with a more sequential learning style, such as bookkeepers so often tend to have. This is a cause of much communication difficulty in classrooms. This book tackles this problem headon by teaching in a sequential – ‘set of rules’ – manner.


Although this book aims to teach readers the principles of double entry accounting, it must be acknowledged that there are many small businesses (corner shops, cafés, hairdressers, etc) which do not use this. This edition includes a short section on the kinds of deviations from conventional accounting which a reader may encounter.


This book has been designed to cover the requirements of all the principal bookkeeping courses, including ICB, IAB, AAT, the GCSE and A level courses of AQA, OCR, Edexcel, Pitman, LCCI and all the various Open College syllabi in the subject. Moreover, this edition contains a wealth of examination material. In this enhanced and fully updated edition it will provide students with all they need to achieve success in their courses.


Peter Marshall


ICB examination papers and model answers are reproduced by kind permission of the Institute of Certified Bookkeepers. AQA examinations questions are reproduced by kind permission of The Assessment and Qualifications Alliance. OCR questions are reproduced by kind permission of Oxford, Cambridge and RSA Examinations. AAT questions are reproduced by kind permission of The Association of Accounting Technicians. IAB examination papers and model answers are reproduced by kind permission of The International Association of Book-keepers.





1  A period of transition



With the increasing globalisation of trade and industry at all levels it is becoming increasingly necessary to achieve some degree of harmony in accounting practices between countries. The standards that applied in the UK since 1970 i.e. Statements of Standard Accounting Practice (SSAPs) and Financial Reporting Standards (FRSs)) are being gradually phased out and replaced by International Accounting Standards (IASs) and International Financial Reporting Standards (IFRSs). All companies listed on EU Stock Exchanges already use the international standards and in time they will be used by all UK businesses.


Here are some examples of the changes in terminology with which you will have to become familiar. In the international standard terminology, instead of turnover the term revenue is used, instead of stock the term inventory is used, and debtors and creditors are called accounts receivable and payable. Provisions tend to be referred to as allowances, the profit and loss account is known as the income statement and any profit that is brought down to the balance sheet is termed retained profits. Debentures are known as loan notes, fixed assets are called non-current assets and long-term liabilities are called non-current liabilities.





2  The role and significance of the professional association



One of the distinguishing characteristics of all professions is the existence of professional associations. Such bodies maintain and improve the reputation of the profession by the regulation of conduct, the improvement of skills and the validation of qualifications.


The Institute of Certified Bookkeepers is based at 1 Northumberland House, Trafalgar Square, London WC2N 5BW, under the Royal Patronage of His Royal Highness Prince Michael of Kent GCVO. The other professional association for bookkeepers is The International Association of Book-keepers (IAB), whose registered office is at Burford House, 44, London Road, Sevenoaks, Kent TN13 1AS.


Bookkeeping became a regulated profession under the Money Laundering Regulations of 2007. As a result of this bookkeepers now have special legal duties imposed upon them, and failure to comply with them has serious legal consequences. All practising bookkeepers must be registered with a supervisory body. Both professional bodies mentioned here are Treasury Appointed Supervisory Bodies under the Money Laundering Act and, as such, will monitor, guide and supervise members to ensure compliance.


In addition, membership also provides proof of proficiency which is recognised worldwide. It offers assistance with career development, not only through the provision of training and qualifications, but also though notification of job vacancies, updates on legislation and advice and guidance on private practice. Members also get the opportunity to meet and associate with others in the same profession in local groups and forums.
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www.bookkeepers.org.uk homepage reproduced by kind permission of The Institute of Certified Bookkeepers.
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www.iab.org.uk website page reproduced by kind permission of The International Association of Book-keepers.








3  Data security and the Data Protection Act 1998



When a business keeps a substantial number of personal details in computerised accounting records it may be obligated to register with the Information Commissioner. The person who decides how data will be used and for what purpose is referred to in the Act as the data controller while a person on whom data is kept is referred to as a data subject. It is essentially so that the data subjects are aware of what is held and how it is used.


It is not necessary to inform the Information Commissioner if:




• the data controller is only using the data for sending and receiving invoices and statements;


• the data subjects are companies and no individuals can be identified in them;


• the data is only used to process payroll and prepare statutory returns.





However, if a data controller is going to make accounting data available to management or any other department for non-accounting purposes, e.g. marketing, statistical, planning or control purposes, it must register. It must disclose the kind of data held, the purpose for which it will be used and how subjects can access their own data.


LEGAL OBLIGATIONS IN RESPECT OF PERSONAL DATA


Businesses registered under the Data Protection Act 1998 must comply with certain standards of practice contained in Schedule 1 of the Act. These require that the personal data shall:




• be obtained only for specified and lawful purposes and must not be used in any manner incompatible with such purposes;


• be relevant and adequate but not excessive for the purpose for which it has been collected;


• be accurate and kept up to date;


• not be kept for any longer than necessary for the purpose for which it was collected;


• only be processed in accordance with the subject’s rights under the Act;


• be protected by appropriate organisational and technical measures against unauthorised and unlawful use, or accidental loss or damage;


• not be taken outside of the country to any country where there is not adequate legal protection of the rights and freedom of data subjects in respect of the processing of their personal data.





In many businesses today accounting information will be used for non-accounting purposes so it is very likely that anyone who controls such data will need to register and comply with the Act. To access the full text of the Act click on www.opsi.gov.uk/ads/ads1998/19980029.htm. The Information Commissioner’s general website is on www.ico.gov.uk.





4  The flow of documents and processes



This chapter outlines the paper trail between buyer and seller in a typical business transaction and the processes within each firm that each document triggers.


Estimate or quotation


Sometimes it is not possible to give a precise quotation and an estimate is regarded as the best that can be done. The quotation must be for an exact figure while an estimate is only a rough figure. However, the final costs of work or supplies are expected to be within 10% of the estimated figure and courts are likely to be sympathetic to the purchasing party in actions where this figure has been exceeded.


Request for quotations


Often when a business wishes to purchase goods and services from another requests for quotations will be sent out to a number of potential suppliers. Any company interested in competing to supply goods to the business will begin to calculate the lowest prices at which it is prepared to supply the goods or services. It will then prepare a quotation or estimate (according to whichever was requested) and send it to the potential customer.


When the customer receives the estimates or quotations they will compare them all on the basis of prices and perceived quality of the goods or services being offered, taking into account such things as delivery dates and past experience of dealing with that particular supplier.


Purchase order


When a final selection is made the buyer will normally issue a purchase order. This will state the quantity, type of goods, prices and the special conditions of the contract, such as the terms of business, the timescale in which payment is agreed to be made, e.g. strictly 30 days. Delivery instructions and any other special conditions which may apply will be included, e.g. there may be a penalty clause for late completion of work, entitling the buyer of services to compensation of a specific sum, or a specific percentage of the total.


Delivery note


If the supplier accepts this purchase order then a delivery note will normally be made out and sent with the goods. This will normally be in at least triplicate form and will specify the goods.


Some multipart, carbonised sales forms contain three copies of the delivery note and two copies of the sales invoice. The delivery notes, being the bottom two copies, may have the cash columns blocked out. In certain aspects these invoices and delivery notes will be the same, including the boxes for name and address, order number and details of goods, but the cash details will normally be omitted on the delivery notes.
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Fig. 1. An overview of business accounts records. Note: The actual records are shown in the boxes. The arrows show the flow of information between the various records. The boxes shown in bold are divisions of the ledger. There is an additional month-end information flow between ledger divisions when cross-referencing is made in folio columns.





The delivery note will be passed to the stores, where it will trigger the packing and shipment of the goods to the customer. At the same time the stock records will be adjusted to show the goods have been booked out from stock and have become the responsibility of the delivery driver and remain so until he or she returns a signed delivery note confirming they have been received by the customer in good order.


Where the order is for services


If the purchase order is for services rather than goods, e.g. building work, then a job order sheet may be produced by the supplying firm and passed to the works department for the manager to allocate the job to a worker or workers.


Customer signs to confirm delivery


When the goods arrive a copy of the delivery note is signed by the customer after he or she has checked the goods are those that were ordered and have been received in good condition. There will usually be a second copy for the customer to file. These retained copies are source documents for updating the stock records, which at the end of the year, after verification against a physical stock check, will be used in the balance sheet as one component of the current assets section (Closing Stock).


Production of an invoice


The signed delivery note will be passed to the sales office of the supplier, where it will trigger the preparation of an invoice. This may have already been prepared as part of a quadruplicate or quintruplicate set and sent to the customer with the delivery note, or it may be sent by post once a signed delivery note is received to confirm the goods it is charging for have been received by the customer.


In a manual system one copy of the invoice will go to the accounts department where its details will be entered into the sales day book. In a fully computerised system the sales day book may automatically be updated with the invoice details when the invoice is produced on the system.


Purchase returns note


Sometimes goods are returned by agreement with the supplier, because they are faulty or not what was ordered. In such a case a purchase returns note will be created by the buyer, which is essentially the opposite of a delivery note, describing the goods being returned and the reason.


Production of a credit note


The receipt of this note will normally, after checking it is justified, trigger the production of a credit note at the supplier’s end (which is essentially the opposite of an invoice). When the customer receives this it will be entered in the purchase returns day book and this, in turn, will be posted to the debit side of the relevant bought ledger account to reduce the indebtedness of the company to that particular supplier.



Production of a statement


At the end of the month (or sooner if it is the firm’s policy) the sales day book details will be posted to the ledger divisions – the sales account in the nominal ledger and the personal account details in the sales ledger. The ledger divisions will be balanced and the resulting balances will be reproduced in statements and sent to customers, informing them of the amount they owe, whether they are overdue and when they should be paid by. These will also include any interest or penalties that have been agreed for late payment and details of any early settlement discount the customer can claim.


Often these will be age-analysed, i.e. stating which parts of the total amount have been outstanding for one month, which parts of it have been outstanding for two months, and so on. If the debt is overdue for payment a strong demand will normally be annotated, such as This account is overdue for payment. Please settle by return. Such demands may become increasingly strong the older a debt becomes.


Statements will not normally give details of the goods or services supplied. Their purpose is merely to deal with the financial indebtedness of the customer, but some statements may show such details.


Often a remittance advice slip will be included with the statements (attached or as a separate slip). It will give the necessary details for the cashier to tie up the payment with the relevant account. This is partly for the convenience of the customer to save them preparing a covering letter to accompany the cheque.


Production of a cheque


The receipt of the statement by the customer is usually what triggers the production of the cheque payable to the supplier and any remittance slip that came with the statement will be filled in and sent with it to the supplier.


The details from the cheque stub will be entered into the cashbook to credit the bank with the funds it is transferring to the supplier and if any early settlement discount has been received it will be posted to the discount received account. The other side of each part of this transaction will be posted to the debit side of the supplier’s personal account in the bought ledger, to record that the business has been settled by bank funds, less any discount the suppliers have allowed.


Figure 2 provides a schematic illustration of the flow of documents in a single business transaction and the processes which are triggered by each.


Symmetry of the processes of purchases and sales


This same flow of documents takes place in respect of goods supplied by the firm as for goods supplied to the firm. The roles are just reversed.
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Fig. 2. An illustration of the flow of documents and the processes which each triggers in a transaction between two businesses.








5  What is double entry bookkeeping?



Debit and credit


All transactions have two sides, a debit and a credit. When a firm sells a TV and sends a bill for payment, for example, on the one hand it has made a sale (which is a credit entry). On the other hand it has gained a liability from the customer (debit entry). That customer is liable to the firm for the money.


The need for two records


Both these transactions need recording separately, because we need:


• a total of sales figures for tax computation and management purposes (to make sure the business is working to plan)


• a cumulative total of money owed by each customer.


A check of accuracy


There is another important advantage of double entry bookkeeping. If both sides of each transaction have been recorded then, at any time, if the sums have been done correctly the debit entries will equal the credit entries. It provides a check of accuracy. An example is as follows:


Example


Suppose A. T. Office Supplies made the following transactions:


Purchased 6 tables for £60.00 from seller A


Purchased 10 chairs for £40.00 from seller B


Sold 1 table for £15.00 to customer A


Sold 1 chair for £24.00 to customer B


Received cheque for £15.00 from customer A


Paid cheque for £60.00 to seller A


The entries would be:


















	DEBIT


	£


	CREDIT


	£







	Purchases


	  60.00


	Seller A


	  60.00







	Purchases


	  40.00


	Seller B


	  40.00







	Customer A


	  15.00


	Sales


	  39.00







	Customer B


	  24.00


	 


	 







	Bank


	  15.00


	Customer A


	  15.00







	Seller A


	  60.00


	Bank


	  60.00







	 


	214.00


	 


	214.00
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Fig. 3. An example of the journalising and posting to the ledger of the opening figures.








6  Opening the books of account



Assets, liabilities and capital


When opening the books of a new business for the first time we need to list:




• all its assets


• all its liabilities.





By taking away the value of the liabilities from the assets, we can tell how much capital the business has at the beginning. In other words:




assets – liabilities = capital





Or to put it another way:




assets = capital + liabilities





Accounts as an equation


The accounts of a business always represent such an equation, in which one side is always exactly balanced by the other side. This balancing list of opening assets, liabilities and capital should then be posted to (i.e. entered in) the relevant ledger accounts, by way of a very useful account book called the journal. We will see how to do this when we come to the journal and ledger sections a little later on.


The page on the left shows a typical first page of the journal of a new small printing business, working from a small workshop, and owning a printing machine and delivery van. As you can see, the firm’s assets are £100,000, made up of such things as premises, equipment, and £6,500 cash at bank. We keep a separate account for each of these assets – factory premises account, fixtures and fittings account and so on. The cash account we record in the ledger (cash book division); in the example (bottom left) you can see the £6,500 entered in as an ‘opening balance’.
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Fig. 4. Example of an invoice.
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Fig. 5. Example of a credit note.
E&OE stands for errors and omissions excepted.








7  The day books



Recording daily details: books of prime entry


Double entry accounts are kept in the ledger, but daily details of transactions are not normally entered directly into it; it would become too cluttered and difficult to use. For convenience we first of all enter all the day-to-day details of transactions in other books, called books of prime entry. In modern accounting these books are the:




• purchase day book


• purchase returns day book


• sales day book


• sales returns day book


• journal


• cash book


• petty cash book.





Day books or journals


This group of books can also be called either day books or journals. We will use the term day books here for the four which are identically ruled and most often referred to as day books, that is the purchase day book, purchase returns day book, sales day book and sales returns day book. The word journal we will keep for the journal proper, because of its individual ruling and the others we will call ‘books of prime entry’. It is the four day books as defined here, that we will explain in this section.


Source documents for the bookkeeper


The sources of information we need to enter into the day books are invoices and credit notes. When a firm receives invoices or credit notes for goods it has purchased they are known as purchase invoices and credit notes inwards respectively. When it sends them out, they are called sales invoices and credit notes outwards. Whether the documents refer to sales or purchases, their format is basically the same. After all, what is a purchase invoice to one party in the transaction is a sales invoice to the other, and similarly for credit notes.




The production of invoices is usually triggered by receipt of signed delivery notes for goods sold and by time sheets or some kinds of job completion docket for services rendered. Except in very small firms, where such details may be known by heart, product or service descriptions, codes and prices are sourced from sales, or service catalogues, trade terms are dictated by company policy and any special terms which are allowed to particular customers may be listed in a customers special terms file.
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Fig. 6. Example of a debit note.






Debit notes


Sales office clerks occasionally make mistakes and undercharge a customer for goods, so firms usually print the term E&OE on their invoices, which means errors and omissions excepted. This means the firm reserves the right to ask for more money for the goods if they realise they have inadvertently undercharged. If this has to be done the document they use is known as a debit note. An example is given in Figure 6 opposite.


Bookkeeping and confidentiality


Bookkeeping and accounting technicians have a duty to treat all information to which their job exposes them in strictest confidence, disclosing details only to those who have a professional right to know them. Examples are:




• employers, or employees who need the information to carry out their professional role;


• professionals outside the company who work on behalf of the company who need the information to carry out their function;


• any other person to whom their employer, or officer senior to themselves instructs them to disclose information, since it must be assumed that the employer or senior officer will also be working within the confines of such confidentially rules.
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Fig. 7. How to write up purchases into the purchase day book.





A. Frazer, a retail stationer, makes the following purchases during the month of April 200X:
















	200X


	 


	 







	Apr 1


	Morgan and Baldwyn


	20 Geometry sets @ £4







	3


	"


	40 Calculators @ £5







	15


	S. Jones


	20 Assorted books @ £3.50







	21


	A Singh Wholesale


	40 Assorted books @ £ £4







	 


	 


	80 Bottles of ink @ £0.50







	30


	Morgan and Baldwyn


	25 De-luxe writing cases @ £6








Figure 7 shows how he writes up the transactions in the purchase day book.





8  The purchase day book



The purchase day book is one of the day books mentioned. It is where we first enter up all our purchases on credit. The book itself is not part of ‘the accounts’: it is just one of the sources from which the accounts will be written up later on.


How to write up the purchase day book


What you need:




• the purchase day book


• the invoices for the period (day, week, etc.).





First, sort the invoices into date order. Next, write or stamp a purchase invoice number on each one. (This is not the invoice number printed on the document when the firm receives it; that is the sales invoice number of the firm which sent it.) The idea is to help the bookkeeper find an invoice easily if he/she has to look up details of an old transaction.


Many firms keep a list of consecutive numbers for this purpose. Others use a two-part number made up of the month number and a number from a consecutive list for that month.


Step by step


  1. Write the year of entry once, at the head of entries to be made for that year. There is no need then to keep writing the year against each individual entry. This helps to keep the page neat and uncluttered. Do the same for the month, and then the day, as in the example on the opposite page:














	Apr


	
  1


  3


15


21


30









  2. Enter the supplier’s name, e.g. Morgan and Baldwyn.


  3. Enter your own purchase invoice number e.g. 4/1.


  4. Enter net invoice total, e.g. £80.00. (Net means after deduction of any trade discounts and not including VAT; we will come to these later.)


  5. Enter the VAT, e.g. £16.00.


  6. If analysis columns are in use, also enter the net amount of each invoice under the correct heading, e.g. ‘stationery’.


  7. When required (e.g. monthly) total each column. You will then be able to post (transfer) the totals to the ledger.
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Fig. 8. Example of a credit note inwards.
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Fig. 9. Example of the same credit entered into the purchase returns daybook.








9  The purchase returns day book



Returning unwanted goods


When a firm buys goods or services on credit, it records the details in the purchase day book, as we saw on the previous pages. Sometimes, however, it has to return what it has bought to the supplier. For example the goods may be faulty, or arrived damaged. In this case, the firm obtains a credit note from the supplier, and the value of the credit note is then entered up in the purchase returns day book.


All the points which apply to the purchase day book also apply to the purchase returns day book. Even the ruling is identical, though of course the transaction details may be different. So once you have become familiar with the ruling of a typical purchase day book, you will also have a picture of the purchase returns day book in your mind.


Example


Look at the example on the opposite page. We purchased a quantity of desk diaries from S. Jones (Wholesale Stationery Supplies Ltd), and unfortunately found that some of them were faulty. We told them about the problem and they agreed that we could return them. S. Jones then issued us with a credit note for the value of the faulty goods, plus VAT, a total of £240.00. The credit note is dated 10th February. We now enter the details of this credit note in our purchase returns day book as shown opposite.




1. On the far left we enter the date, followed by the name of the supplier.


2. In the third column we enter our own credit note number from our own sequences of numbers, in this case 2/1 meaning February, credit note number one. (We do not enter S. Jones’ own number SJ/02206.)


3. In the correct columns we then enter the net amount of the credit, i.e. excluding VAT – £200.00 – and the VAT element of £40.00 in the VAT column.


4. If our purchase returns day book has additional analysis columns, we ‘analyse’ the net amount into the correct column, in this case stationery.





The additional analysis columns can be useful, because they help us to check the value of each category of goods returned.
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Fig. 10. Example of a sales invoice.
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Fig. 11. The same sales invoice duly entered into the sales day book.








10  The sales day book



A. Frazer records his sales


Let us suppose that A. Frazer is a business stationery supplier. He makes the following sales on monthly credit account during the month of June 200X:
















	200X


	 


	 







	Jun 1


	Edwards’ Garage


	150 white A4 envelopes = £4.00







	 


	 


	150 small manilla envelopes = £4.00







	6


	A. K. Insurance Services


	150 large envelopes = £10.00







	8


	J.B.C. Roofing


	4 calculators @ £12.50 ea







	30


	F. Evans


	20 note pads = £21.60








Let’s suppose that, like many firms, A. Frazer has his sales invoices pre-printed with numbers in a chronological sequence and that the above sales were billed on invoice numbers 961/2/3 and 4. He would write the invoice dates followed by the names of the customers in the first two columns of his sales day book. In the next column he would enter the net invoice values (i.e. excluding VAT), and in the next the amounts of VAT charged on each invoice. Further to the right, he would then ‘analyse’ the net amounts into handy reference columns. (This analysis will be useful to him later, as he will be able to tell quickly what value of his sales were for stationery, what for calculators, and what for any other categories which he may decide to have analysis columns for.)




[image: Illustration]


Fig. 12. Extract from A. Frazer’s sales day book.
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Fig. 13. Example of a credit note inwards.
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Fig. 14. The same credit note outwards duly entered into the sales returns day book.








11  The sales returns day book



When a customer asks for a credit


When a firm sells goods or services on credit, it records the details in the sales day book, as we saw on the previous pages. Sometimes, however, the customer has to return what he has bought. For example the goods may be faulty, or arrived damaged. In this case, the firm sends a credit note to the customer, and the value of the credit note is then entered up in the sales returns day book.


All the points which apply to the sales day book also apply to the sales returns day book, even the ruling is identical, though of course the transaction details may be different. So once you have become familiar with the ruling of a typical sales day book, you will also have a picture of the sales returns day book in your mind.


Example


Look at the example on the opposite page. We sold 50 litres of white gloss paint to D. Davidson (Builders) who unfortunately found them to be faulty. They returned the goods to us and we issued them with a credit note for the value plus VAT, a total of £60.00. The credit note is dated 8 March 200X. We now enter the details of this credit note in our sales returns day book as shown opposite.




1. On the far left we enter the date, followed by the name of the customer.


2. In the third column we enter the credit note number (this is usually pre-printed on credit notes outwards, but if not it must be allocated from a chronological sequence).


3. In the correct columns we then enter the amounts of the credit, i.e. excluding VAT – £50.00 – and the VAT element of £10.00 in the VAT column.


4. If our sales returns day book has additional analysis columns, we ‘analyse’ the net amount into the correct one, in this case Decorators’ supplies.





The additional analysis columns can be useful, because they help us to check the value of each category of goods returned.
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Fig. 15. Examples of cash book entries concerning money received, and a payment by cheque.








12  The cash book



What is the cash book?


The cash book is where we record the firm’s cash and cheque transactions. In it we record all the payments coming in and all the payments going out. Like the four day books it is a book of prime entry: it is the first place we record a transaction. However, unlike the day books, it is also a book of account, i.e. part of the ledger. The cash book and petty cash book are the only ones with this dual status.


The cashier is responsible for writing cheques to pay bills, banking money received and for drawing funds for petty cash. Most people are familiar with the process of writing cheques, banking funds and drawing cash from banks so no treatment of this will be given here. Similarly most people understand what payments by standing order and direct debit mean. What they may not be familiar with, however is receiving and making payments by electronic means, e.g. BACS and CHAPS transfers. Both are electronic forms of funds transfer for which a form has to be completed at the bank branch. BACS takes around four working days to reach the recipient, but CHAPS payments are usually received same day.


The advantages of making payments by BACS or CHAPS include:




• No need to write individual cheques.


• The payments are more secure, as they are not physically handled in any form.





The advantages of receiving payments in this way, include:




• The funds are available immediately the instruction is received by recipient’s bank branch, as no clearance time is needed.


• They are less time-consuming as the need to visit the bank to pay in a cheque is eliminated.


• No bank paying-in slip has to be filled in.


• The payments are more secure as the funds are not physically handled.





Recording cash and bank transactions


The cash book is where we first record the details of cash and banking transactions. This includes all cash or cheques received from such customers as Mr Jones or JBC Roofing (see opposite) or indeed from anyone else, and all cash or cheques paid out to suppliers or to anyone else (disbursements). Banks debit firms directly for their services – they don’t send out invoices for payment of interest and bank charges. The firm must record details of these amounts in the cash book as soon as it knows them, for example from the bank statement which shows them.


Source documents


To write up the cash book we need:


• Cheque book stubs (counterfoils) and paying-in book stubs (counterfoils) for all transactions which involve the bank account.


• Any bank advice slips, bank statements or other information received from the bank from time to time. This might for example include a letter advising that a customer’s cheque has been returned unpaid by their bank owing to lack of funds, or information on standing orders, direct debits or bank charges and so on: anything that tells us about any payments going out from, or receipts coming into, the firm’s account.


• Cash purchase invoices, receipts for cash paid out, and copies of receipts given for cash paid in.


• Any payment advice slips which arrived with cheques or cash received: these will show for example whether an early settlement discount has been claimed.


Entering debits and credits


All the cash and cheques we receive are entered on the left-hand side of the cash book (debits). All the cheques we write, and cash we pay are entered on the right-hand side (credits).
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Fig. 16. Entering details of cash and bank transactions into the cash book.








13  The cash book: money paid in



Cash book entry step by step


  1. Turn to your first receipt counterfoil for the period you are handling (day, week, month). Record, in the first column of the cash book on the far left the date of the transaction. To help keep the page neat and uncluttered, just enter the year once at the top of all the entries for that year. Do the same for the start of each new month.


  2. Write the payer’s name in the second column (cash sales in the example opposite).


  3. The third column is for the folio reference which you will enter later. Leave it blank at this stage.


  4. In the fourth column (not used in example) enter the amount of any early settlement discount.


  5. In the fifth column (cash) enter the amount of cash received, £81.00.


  6. Now turn to your paying-in book counterfoils and do exactly the same – except for one small difference: enter the amounts in the sixth (bank) column this time. Enter in the first (date) column the date of the bank lodgement as shown on the front of the counterfoil. The date written in ink by the payer-in (the cashier) might be different from the bank branch stamp on the counterfoil; the paying-in book might have been written up the day before the lodgment, and lodged in a nightsafe at the bank after the close of business, to be paid in properly the next day. Where there is a difference, you should use the date shown on the bank’s stamp.


  7. Turn the counterfoil for the period over and look on its reverse side. Each counterfoil represents a payment into the bank of a sum of money in cash and/or cheques; it should bear the names of people from whom the cheques have been received (the drawers). Enter in the second column of the cash book (name column) the first name from this list.


  8. Again, the third column is for the folio reference, which you will enter later. Leave it blank for now.


  9. Enter in the fourth column (discounts) the details of any discount allowed.


10. Enter in the sixth column the actual amount of the cheque.


11. Repeat steps 6 to 10 for all the cheques in the list.


12. Now enter the cash paid in to the bank, if any.


13. Write the word ‘cash’ in the second column (since it is the cashier who is paying it in).


14. Enter amount in the sixth column (bank column).
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Fig. 17. A. Frazer’s cash book.





Notes


The balance of A. Frazer’s cash as at 1st August 200X was £50.00 and there was a bank overdraft of £1,100. On 2nd August a cheque was received from Edwards’ Garage for £27.88 in full settlement of its bill of £28.60. On checking, it is found that discount has been properly deducted. On the 12th a cheque was received from Razi and Thaung for £392.43 in full settlement of their a/c in the sum of £402.50, after properly deducting 2½% discount for settlement within 7 days. On the 20th a cheque was received from Morgan and Baldwyn in the sum of £560.63 in full settlement of a/c in the sum of £575.00, after deducting 2½% discount for payment within 7 days. On checking it is found that the cheque is dated 14 days after the invoice date. On the 30th £800.00 cash was drawn for wages, a cheque for £195.50 was paid to A. T. Office Supplies after deducting 2½% for payment within 28 days and a cheque for £258 was paid to F. Evans.


Write up his cash book for the month. (Worked answer below.)




1. No discount has been entered for Morgan and Baldwyn as they were not eligible for the discount they claimed. Only £560.63 would, therefore, be deducted from their ledger account and they would remain indebted to the firm for the remaining £14.37.


2. If the cheque for £195.50 takes into account a 2½% discount then the discount figure will be £5.01, since if £195.50 = 97.5% then 1% =


[image: Illustration]


= £2.00½ and 100% = £2.00½ × 100 = £200.50, of which 2½% = £5.01


3. It has been regarded as unnecessary to debit the £800 drawn from the bank to cash since it went straight out again in wages; the debit entry has, thus, been made directly to wages account.








14  The cash book: money paid out



Posting to the credit page


Now we need to do our first piece of double entry bookkeeping. Since the bank has been debited with the money the cashier paid in, the cashier must be credited with the same amount. Otherwise, the cashier will appear to remain indebted for a sum he/she no longer has.


Step by step


  1. Enter the date of the paying-in slip in the date column of the right hand (credit page) of the cash book.


  2. In the second (name) column, enter the word ‘bank’, since it is the bank which is taking the money from the cashier.


  3. In the fifth (cash) column, enter the amount of the payment. You have now given the cashier credit for that amount – and so you should! They no longer have it: they have given it to the bank.


  4. Now let’s do the other credit side entries. Take the first of the receipt vouchers for cash paid out for the period (day, week, month). Enter the date (taken from the receipt voucher) in the appropriate column of the right hand page (see step 1 on the previous page).


  5. In the second column enter the name of the person to whom the cash was paid.


  6. Discount details probably won’t be relevant here; such discounts arise from early settlement of credit accounts, usually by cheque rather than by cash. If any such account was settled in cash, the cashier would know about it: they would have been the one to arrange payment. In such cases enter the details in the fourth (discount) column.


  7. In the fifth column enter the amount of cash paid out.


  8. Turn to the first cheque book counterfoil for the period. In the first column of the right hand (credit) page, enter the cheque date.


  9. In the second column enter the name of the payee (the person to whom the cheque is payable).


10. In the fourth column enter details of any discount received. You will find this from the copy of the payment advice slip outwards.


11. In the sixth (bank) column, enter the amount of the cheque.


12. When required, total both the debit and credit columns for both cash and bank. Enter balancing items, so that both sides add up to the same figure, narrating them ‘balance c/d’.


13. Bring down the balancing items on the opposite sides as the opening balances for the next period, narrating them ‘balance b/d’.
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Fig. 18. Example of a bank reconciliation.








15  Disagreeing with the bank



Cash book versus bank statement


Every cashier tries to keep the cash book as accurate and up to date as possible. Many receipts and many payments may have to be entered up each day. Then, at regular intervals, the firm receives bank statements from the bank – weekly, monthly or quarterly. Unfortunately, the balance shown on the cash book hardly ever agrees with the one shown on the bank statement! There can be various reasons for this.


Noting unpresented cheques


When you get the bank statement and compare the balance with that shown in your cash book, you’ll see that some cheques you drew have not yet been presented to the bank for payment: they simply don’t appear on the bank statement at all, as yet. The cashier enters cheque transactions within a day or two of handling the cheques; but it could be days or even weeks before the payee presents them to your bank for payment.


Noting bank lodgements


Payments into the bank will have been recorded in the cash book, but if they haven’t yet been recorded by the bank they won’t appear on the bank statement. This could happen, for example, if a bank statement was sent out between the time the cashier lodged the bankings in the night safe and the time he/she actually paid them in over the counter.


Automatic payments


Payments by direct debit or standing order may have been omitted by the cashier, but they will still appear on the bank statement.


Bank charges and interest


A cashier may know nothing about these until the bank statement arrives, containing the details.


Returned cheques


A customer’s cheque may have been returned unpaid – ‘bounced’ in popular jargon. The cash book will show the money having been received, but the bank won’t have received funds for the cheque; so the statement will show a contra entry.


Errors


The cashier could simply have made an error. Bank errors can happen, but they are rare.
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Fig. 19. Worked example of a bank reconciliation statement.





On comparing A. Frazer’s bank balance as per bank statement with his bank balance as per cash book, it is found that the former shows £500 in favour while the latter shows £320 in favour. In looking for the reasons we find that a cheque drawn by D. Davidson in favour of the firm in the sum of £10.00 has been dishonoured, a cheque drawn by the firm in favour of S. Jones for £200 has not yet been presented by his bank for payment, bank charges have been made in the sum of £50 and a customer’s (M. Bandura’s) bill of £40.00 has been paid via telephone banking and the cashier was not aware of this. Figure 19 shows how we would write up a Bank Reconciliation Statement.





16  The bank reconciliation



If a discrepancy arose from just one source it would be easy enough to deal with, but usually there are several discrepancies, some distorting the credit side and some distorting the debit side, and liable to cause confusion.


To remove this confusion, and explain the discrepancies, the cashier draws up a bank reconciliation statement. The cashier, after all, is responsible for the firm’s money, so if the bank statement disagrees with the cash book balance, he/ she must clearly show the reason why.


There are three ways of reconciling the two accounts:




1. Reconcile cash book to bank statement: starting with the closing cash book balance, and check through step by step towards the bank balance, explaining the discrepancies as we go.


2. Reconcile the bank statement to the cash book: the opposite process (see Figure 19).


3. Correct all the errors and omissions on both the cashier’s part and the bank’s part, showing how we did it, until we end up with the same balance from both viewpoints. (See Figures 18 and 20.)





The third way is usually the best since it is easier to understand. We’ll see how to write up a bank reconciliation statement, step by step, on the following pages.


What you need


• the cash book


• the bank statements for the period (week, month, quarter).


Remember, a page of figures can be bewildering to your reader, who may not understand bookkeeping as well as you, or have the time or patience to make sense of muddled words and figures. Simplicity and clarity should be your goal. Head all your cash columns £ and p to avoid having to write these symbols against every single entry. Likewise, when writing dates record the month once only, followed by the individual days. Put a clear heading against the left of each line of your figures. You will probably need two cash columns, one for subtotalling particular types of transactions. For example, if there are three unpresented cheques you would add their values in a left hand column, and place the subtotal in a main right hand column.
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Fig. 20. Suppose the same circumstances as in the worked example on page 34 were true except that the balance as per bank statement was £600 overdrawn and the balance as per cash book was £780 overdrawn. This figure shows what the bank reconciliation would look like.





Bank reconciliation step by step


1. Compare the balances of the bank statement and the cash book as at the end of the accounting period you are checking. If they disagree then a bank reconciliation will be needed. Proceed as follows.


2. Can you see on the statement any standing orders (STOs), direct debits (DDRs) or bank charges? These items may not have been recorded in your cashbook as yet. Also, are there any returned (‘bounced’) cheques? If there are, they will appear as consecutive entries, or at least close together, identical but appearing on opposite sides (Dr and Cr) and will be annotated ‘C/’, ‘Contra Entry’, or ‘Returned Cheque’.


3. Take a sheet of A4 paper and write ‘Balance as per cash book’. Place the actual figure next to it on the right hand side of the page. State whether it is ‘in favour’ or ‘overdrawn’ (see example overleaf). It is important to use a term such as ‘in favour’ rather than ‘in credit’, since ‘in credit’ is ambiguous here. An ‘in credit’ bank balance means you are ‘in the black’, but an ‘in credit’ balance in the cashbook means you are ‘in the red’. The terms ‘in favour’ and ‘overdrawn’ overcome this ambiguity, since they mean the same from both viewpoints, the firm’s and the bank’s.


4. List all the omissions on the cashier’s part, in groups, e.g. listing STOs first, then DDRs, then bank charges, etc. Write your additions and deductions as you go to show what difference it would have made to the bank statement if such errors or omissions had not occurred. If you arrive at a figure that is equal to the bank statement balance then the job of reconciliation is done. Write against your final figure ‘Corrected balance as per cashbook’. If this does not happen then proceed to reconcile the bank statement to the cashbook as follows.
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Fig. 21. The bank reconciliation method advised has been chosen for its simplicity and clarity. Above are worked examples of the two alternatives referred to on page 35; use them only if specifically requested by an examiner or employer.





5. Check off each payment listed in the cash book against the bank statement. Tick each one in pencil in the cash book and on the bank statement as you go. As you will see, items on the credit side of your cash book appear on the debit side of the bank statement and vice versa. This is because the same account is seen from two opposite viewpoints: the cash book from the firm’s and the bank statement from the bank’s.


6. Record next on your sheet the words ‘Balance as per bank statement’ (‘in favour’ or ‘overdrawn’, as appropriate) and place the actual figure next to it, on the right hand side of the page. Then list all the errors and omissions on the bank’s part, in groups, e.g. listing unpresented cheques first, and then any unshown lodgements. Write your additions and deductions as you go to show what difference it would have made to the bank statement if such errors or omissions had not occurred.


7. When you have listed all the errors and omissions, if you have done it correctly, the two balances should now match. If so, write against your latest figure ‘Balance as per cash book’ (‘in favour’ or ‘overdrawn’ as appropriate).


Updating the cash book


The items in the first part of the reconciliation statement, i.e. the one that starts with balance as per cash book, represent items that the cashier had not previously known about. Now that they are known about the cashier can update the cash book by making the necessary entries.


Take the worked example in Fig. 19. Suppose the cashbook of A. Frazer and Co., balanced off for the month, appeared as shown in Fig. 22a. The balance as per cash book shows £320 in favour, while the balance as per bank statement shows £500 in favour. The reconciliation statement shown in Fig. 19 explains the differences. We can update the cash book by making the entries listed in the second part of the reconciliation, as this shows the entries that belong in but have not yet been made in the cash book. This is demonstrated in Fig. 22b.


So much for updating the accounts in accordance with the first part of the reconciliation statement, but what about the second part, the one that starts with the balance as per bank statement? Don’t worry about that part. It would only update the bank statement and that is merely a copy from an account that is not ours to update. It is the bank’s. We don’t include the bank statement balance at all in the accounts. Even in the balance sheet the cash figure comes from the balance as per cash book. In any case, by the time the next statement arrives the figures missing from the current one will have been included.
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Anytown
Lancs.

Credit note number CN 200X/12/28 — 3

Undercharge of invoice number p356 20/12/200X
VAT

Total

6 Broad Street
Anytown
Lancs.

10.00

2.00

I
=
S
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Credit Note
D. Davidson (Builder)
1 Main Road
Anytown
Lancs

P3756  20/01/200X

60 Door hinges

VAT @ 20%

E&OE

Delivered to:
Broad Street

Anytown
Lancs
0.50 30.00
30.00
6.00
36.00
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Invoice

D. Davidson (Builder)
1 Main Road
Anytown

Lancs

P356 20/12/200X
20 bags of cement
15 5 litre tins of white emulsion

32 bags of sand
40 metres of 100mm x 50mm pinewood

VAT @ 20%

E&OE

Delivered to:
Broad Street

Anytown
Lancs

10.00
1.00
5.00
1.00

200.00
15.00
160.00
40.00

415.00
83.00

498.00
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JOURNAL

Date  Particulars Dr. Cr.
200X
Jan 1 Sundries

Factory premises 69,500

Fixtures and fittings 1,000

Printing machine 18,000

Motor van 5,000

Bank 6,500

Capital 100,000

Dr. Factory Premises Cr.
Date  Particulars Totals | Date Particulars Totals
200X 200X

Jan'|  Opening balance 69,500

Dr. Fixtures & Fittings Account Cr.
Date  Particulars Totals | Date Particulars Totals
200X 200X

Jan'|  Opening balance 1,000

Dr. Printing Machine Account Cr.
Date  Particulars Totals | Date Particulars Totals
200X 200X

Jan | Opening balance 18,000

Dr. Motor Van Account Cr.
Date  Particulars Totals | Date Particulars Totals
200X 200X

Jan'|  Opening balance 5,000

Capital Account

Date  Particulars Totals | Date Particulars Totals
200X 200X
Jan 1 Opening balance 100,000

CASH BOOK
Receipts Payments
Date  Particulars  Discount Cash Bank Date Particulars Discount Cash Bank
200X
Jan1 Opening 6,500
balance
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