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INTRODUCTION

Most small and medium scale businesses fail because of either no records or incomplete records.


Our target in this manual is to ensure that at the end of careful study of this material, readers should be able to appreciate the importance of keeping proper accounting or business records and be able to:



✓       Prepare a simple financial statement of a business,



✓       Know how to keep complete records of business events,



✓       Prepare monthly payroll for staff salaries,



✓       Account for value added tax or sales tax



✓       ​Differentiate between capital expenditure and revenue expenditure



✓       Etc.



At last, the non-accountant entrepreneurs will now find easy the preparation of a profit statement from the source documents through various books of prime entry to ledger, trial balance and financial statement.



The main essence of preparing a financial statement for an entity is to report on the entity’s financial performance or results, financial position and the cash flow to the management of the entity and other interested users to enable them to make sound economic decisions. To do this, a business owner needs to put so many controls in place (financial or otherwise) to establish full record keeping.



This manual will also assist numerous business owners, who are willingly to pay income taxes but due to their inability to keep records for the ascertainment of profit or loss, they default in this responsibility.



Many business owners have not been able to apply for short term finance because of no accounts or financial statements. Banks and other lenders want to see a business financial statement that will give them information about the ability of the entity to pay back the loan and interest when they fall due. Nobody will give a short term loan to a business that keeps no records.



Some business owners keep track of transactions by collecting notes, receipts, invoices and the like in a shoebox. At the end of the year they hand the shoebox over to their accountant and probably pay large amounts for the final accounts to be extracted. There is a better way. Bookkeeping is the skill of keeping track of all transactions as they occur in a logical and systematic way.


A good bookkeeper will:


1.       Make use of an appropriate bookkeeping package such as express accounts(see note below for the meaning of express accounts)



2.       Understand transactions and know how they should be entered.



3.       Enter transactions on a regular basis.



4.       Reconcile statements as they are received. The most important of these statements are the bank statements.



5.       Prepare reports as and when they are required.



6.       Retain original documentation (invoices, etc.) in a systematic way.



7.       Understand the big picture and recognize problem areas.



Note: Express Accounts is a professional business accounting software, perfect for small businesses needing to document and report on incoming and outgoing cash flow including sales, receipts, payments and purchases.



	
Easily track payments and deposit transactions 

	
View balances and reports to see how your business is doing 

	
Email or fax reports directly to your accountant 




Basic bookkeeping involves transactions, accounts and reports.


✓       A transaction is an exchange of value – for example, the sale of an ice-cream is a transaction.



✓       An account is a collection of similar records. For example, all sales for cash might be recorded in the Cash Account.



✓       A report is a statement that summarizes certain accounts or transactions at a certain time or for a certain period.



✓       Accounts, transactions and reports will be dealt with in greater detail in this manual. There will also be many examples given.


Bookkeeping Conventions

	
Double Entry Bookkeeping 




Every money transaction is recorded in two different accounts in the ledger. This is recognition of the fact that there are always two sides to every transaction. If Malabo lends me $5 then my cash account will increase by $5 and the Malabo account must show that I owe her $5. By convention the two entries have to be made on opposite sides. If the entry in the cash account is on the left-hand-side (LHS) then the entry in the Malabo account must be made on the right hand side (RHS). At any stage the totals of all of the entries into the LHS must be the equal to the totals of all the entries into the RHS. The system must be in balance.



Fortunately, the double entry system is vastly simplified by accounting software packages including - Express Accounts.



Normally a single entry in an appropriate “journal” is all that is


required when using software.


•          Debit and Credit.



The money entries in an account can be entered in either the left hand column or the right hand column. Beginners often find it difficult to understand in which column to place an entry.



	
The left hand column in an account is called the Debit column and the right hand column is called the Credit column. 


	
Money that you receive goes on the debit column of the cash account. Money that you pay goes on the credit column of the cash account. The debit / credit nature of all other transactions can be determined by comparing their similarity to this simple transaction. If I sell goods to John for $10 cash. I would receive $10 and my cash account would be debited. Sales would be credited. Note that in this case I do not have to record anything under John's name as he paid in cash. If, however, he bought on account, the transaction would be similar in that Sales would be credited and John would be debited. Thus it turns out that people who owe me money have mainly debit entries in their account. 


	
Different View from Different Column Confusion. 





When we receive our Bank Statement each month, it will show a credit balance if we have money in the bank. This is from the bank's viewpoint. The bank sees us as their creditor because they owe us money. However in our books our bank account should show a debit balance.Thus a credit entry in our account at the bank is reflected by a debit entry in the Bank Account in our books.



We explained earlier that a transaction is an exchange of money or an exchange of value. They say in science “What goes up must come down “but in bookkeeping a more accurate expression would be “If one account gives then another account must receive” or “When one account is debited another account must be credited”.



The bookkeeper must spend much of his time listing transactions in such a way that shows which account is to be debited and which account is to be credited, – this is done in the Journal. Each entry in the Journal must be transferred to an entry in two different accounts in the ledger.



In the old days this transfer had to be done manually and many mistakes were made by transferring wrong amount to one of the accounts. These days most bookkeepers use software packages such as Express Accounts and the transfer is handled automatically.



The term bookkeeping means different things to different people:



	
Some people think that bookkeeping is the same as accounting. They assume that keeping a company's books and preparing its financial statements and tax reports are all part of bookkeeping. Accountants do not share their view. 


	
Others see bookkeeping as limited to recording transactions in journals or daybooks and then posting the amounts into accounts in ledgers. After the amounts are posted, the bookkeeping has ended and an accountant with a college degree takes over. The accountant will 




make adjusting entries and then prepare the financial statements and other reports.


	
The past distinctions between bookkeeping and accounting have become blurred with the use of computers and accounting software. For example, a person with little bookkeeping training can use the accounting software to record vendor invoices, prepare sales invoices, etc. and the software will update the accounts in the general ledger automatically. Once the format of the financial statements has been established, the software will be able to generate the financial statements with the click of a button. 


	
At mid-size and larger corporations the term bookkeeping might be absent. Often corporations have accounting departments staffed with accounting clerks who process accounts payable, accounts receivable, payroll, etc. The accounting clerks will be supervised by one or more accountants. 






Our explanation of bookkeeping attempts to provide you with an understanding of bookkeeping and its relationship with accounting. Our goal is to increase your knowledge and confidence in bookkeeping, accounting and business. In turn, we hope that you will become more valuable in your current and future roles.



Prior to computers and software, the bookkeeping for small businesses usually began by writing entries into journals. Journals were defined as the books of original entry. In order to reduce the amount of writing in a general journal, special journals or daybooks were introduced. The special or specialized journals consisted of a sales journal, purchases journal, cash receipts journal, and cash payments journal.






The company's transactions were written in the journals in date order. Later, the amounts in the journals would be posted to the designated accounts located in the general ledger. Examples of accounts include Sales, Rent Expense, Wages Expense, Cash, Loans Payable, etc. Each account's balance had to be calculated and the account balances were used in the company's financial statements. In addition to the general ledger, a company may have had subsidiary ledgers for accounts such as Accounts Receivable.



Handwriting the many transactions into journals, rewriting the amounts in the accounts, and manually calculating the account balances would likely result in some incorrect amounts. To determine whether errors had occurred, the bookkeeper prepared a trial balance.



A trial balance is an internal report that lists 1) each account name, and 2) each account's balance in the appropriate debit column or credit column. If the total of the debit column did not equal the total of the credit column, there was at least one error occurring somewhere between the journal entry and the trial balance. Finding the one or more errors often meant spending hours retracing the entries and postings.



After locating and correcting the errors the bookkeeping phase was completed and the accounting phase began. It began with an accountant preparing adjusting entries so that the accounts reflected the accrual basis of accounting. Adjusting entries were necessary for the following reasons:



✓       additional revenues and assets may have been earned but were not recorded



✓       additional expenses and liabilities may have been incurred but were not recorded



✓       some of the amounts that had been recorded by the bookkeeper may have been prepayments which are no longer prepaid



✓       depreciation and other non-routine adjustments needed to be computed and recorded



After all of the adjustments were made, the accountant presented the adjusted account balances in the form of financial statements.



After each year's financial statements were completed, closing entries were needed. The purpose of closing entries is to get the balances in all of the income statement accounts (revenues, expenses) to be zero before the start of the new accounting year. The net amount of the income statement account balances would ultimately be transferred to the proprietor's capital account or to the stockholders' retained earnings account.



Summarily, keeping appropriate business transaction details will facilitate easy preparation of financial statements which reveal the profitability, liquidity, capital mix and financial risk position of an entity.



CHAPTER ONE


Definition of Accounting Terms



	
Books of Prime Entry – the books in which details of the organisation’s transactions are initially recorded prior to entry into the ledger accounts. It is also called books of first entry or books of original entry. 

	
Day Books - another name for books of prime entry 

	
Ledger – is the principal book of account in which all transactions are ultimately recorded in double entry form. There are different types of ledgers and they contain the accounts of the company. 

	
Ledger Account - is a page or space in the ledger devoted solely to transactions of a particular kind or with a particular person. For instance, an account of ‘’Peter Osalor’’ is a space in the ledger in which all transactions with Peter Osalor are recorded. 

	
Sales Day Book – is a book of original entry in which non- cash sales (i.e. credit sales) are recorded with details of customer, invoice, amount and date; these details are later posted to each customer's account in the sales ledger. 

	
Purchase day Book – it is a book of original entry in which non-cash purchases (i.e. credit purchases) are recorded with details of supplier, purchase invoice, amount and date; these details are later posted to each suppliers account in the purchase ledger. 

	
Sales Return Day book – it is a book of prime entry. It is the primary record for recording credit notes sent to credit customers 





	
Purchases Return Day Book –it is a book of first entry. It is the primary record for recording credit notes received from credit suppliers 


	
Analysed Sales Day book - a Sales Day Book where the net figures are analysed into the different types of sales. 


	
Petty Cash Book - the book of prime entry for recording payments out of and receipts into petty cash 

	
Cash Receipts Book - the book of prime entry in which all 




receipts into the business’s bank account are recorded

	
Cash Payment Book – the book of prime entry in which all 



payments out of the business’s bank account are recorded

	
Sales ledger - A sales ledger contains individual accounts of customers’ records to which the business has sold to on credit. Information on sale invoices and credit notes issued, the amount of money received for your goods or services, with balance of money owed by the customer (debtors). 
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