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Introduction to Bookkeeping and Introduction to Bookkeeping and AccountiAccountingng

Explain the difference between Explain the difference between book-keeping and accounting.book-keeping and accounting.

Bookkeeping – detailed recording of all Bookkeeping – detailed recording of all financial transactions of a business (2)financial transactions of a business (2)

Accounting – preparing financial statements at regular intervals from the bookkeepingAccounting – preparing financial statements at regular intervals from the bookkeeping

records (2)records (2)

State two ways in which Teresa can State two ways in which Teresa can use her accounting information.use her accounting information.

To monitor progress (1) using accounting ratios (1)To monitor progress (1) using accounting ratios (1)

For decision-making (1) for future planning (1)For decision-making (1) for future planning (1)

For comparison purposes (1) with previous years or other businesses (1)For comparison purposes (1) with previous years or other businesses (1)

Explain two advantages of Explain two advantages of maintaining accounting records using the double entrymaintaining accounting records using the double entry

method.method.

 Less risk Less risk of errorsof errors

 Less risk Less risk of fraudof fraud

 Easier to Easier to refer to refer to previous previous transactionstransactions

 Financial position Financial position can be ascertainedcan be ascertained

 Easier to Easier to prepare financial statemenprepare financial statementsts

 Easier to Easier to make business decisionsmake business decisions

 Easier to Easier to calculate accounting calculate accounting ratiosratios

Complete the following sentences using Complete the following sentences using the word ‘debit’ or ‘credit’.the word ‘debit’ or ‘credit’.

 An asset account has An asset account has a debit (1) balance.a debit (1) balance.

 A liability A liability account has a credit (1) balance.account has a credit (1) balance.

 An expense account has a An expense account has a debit (1) balance.debit (1) balance.

 An income account has a An income account has a credit (1) balance.credit (1) balance.

Complete the followingComplete the following table. Indicate with a tick (√) whether each item is table. Indicate with a tick (√) whether each item is an asset oran asset or

a liability.a liability.
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Name one other accounting principle which Ahmed is applying by maintaining a

provision for doubtful debts.

Matching principle

Nangolo is a trader. His financial year ends on 31 December.

State, giving a reason, what entries (if any) Nangolo should make in his accounting

records in each of the following situations.

On 31 December 2003 Zanetti, a debtor, owes $24 for goods purchased on creditin

2002. Nangolo has been unable to find Zanetti.

• Write Zanetti’s account off as a bad debt (1)

• Explanation: Amount now outstanding for over 1 year with little hope of

recovery (1)

On 31 December 2003 Lim, a debtor, owes $390 for goods purchased on credit in

November 2003. The period of credit allowed is 1 month. Lim has informed

Nangolo that he is unlikely to pay the amount due before February 2004.

• No entries in accounting records are necessary (1)

• Explanation: Account is still likely to be paid, there is no evidence yet that it will

not be paid by Lim (1)

On 31 December 2003 Nangolo examines his sales ledger and decides that he is

unlikely to receive $280 of the total amount owing to him .

• Create a provision for doubtful debts of $280 (1)

• Explanation:Must ensure that he does not overstate his net profit for the year(1)

Other payables and other receivables

Asif Malik is a trader. His financial year ends on 31 March. He employs a bookkeeper

to maintain his financial records.

The following account appeared in Asif Malik’s ledger.
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Suggest two reasons why a Sports Club’s bank balance is not equal to the surplus for

the year.

 The income and expenditure account includes only revenue items

 The income and expenditure account includes non-monetary items

 The income and expenditure account adjusts figures for accruals and

prepayments

 The receipts and payments account shows total money paid and received

Complete the table below. Put two ticks (√) in each row to indicate whether the  item

would appear on the debit side or credit side of the receipts and payments account or

the income and expenditure account.
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Inter-firm comparison

Limitations in comparisons of financial information.
Maria is interested in comparing her results with those of another business and has

obtained the final accounts of some other businesses in the same city.

Explain three factors which Maria should bear in mind when attempting to compare

her results with the accounts she has obtained relating to other businesses.

 Should compare with a business in same trade

 Should compare with a business of approximately the same size

 Should compare with a business of the same type (sole trader/partnership etc)

 The accounts may be for 1 year only which will not show trends and may not be

a typical year

 The financial year may end on different dates and the period of time covered

may be different

 The businesses may operate different accounting policies

 There may be differences which affect profitability and the items on the Balance

Sheet

 The accounts do not show non-monetary items, but these are important in the

success of a business

 It is not always possible to obtain all the information about a business in order to

make a true comparison

Ahmed would like to compare his results with those of other businesses.

He is aware that even comparing with a business of a similar size dealing in similar

goods can produce misleading results.

List four things Ahmed should consider when comparing his results with those of a

similar business.

 There may be differences that affect profitability e.g. one business may rent

premises and the other business may own premises.

 The accounts may be for 1 year only and not show trends

 The accounts may not be for a typical year

 The financial year may end at a different point in the trading cycle

 The businesses may operate different accounting policies e.g. depreciation

 The accounts do not show non-monetary items but these are important in the

success of a business

 It is not always possible to obtain all the information about a business in order to

make a true comparison
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