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FAC 1503 – SUMMARISED NOTES: 

What is accounting 

 

 

 

The Nature of Accounting 
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statements. 
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There are two books of original / prime / first entry, namely; 

 Journal book 

 Cashbook 
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Trade discount is never recorded in the books of the purchaser but a cash / settlement discount 

must be recorded. 

 

 

 

 

The general journal is for recording transactions which can`t be captured in any of the above 

journals. 
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All transactions which are small in value that it makes it very expensive to pay them by cheque 

are paid out of the petty cash. 
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Interest is charged on outstanding balance is a debt is not paid within a credit term. 
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The amount of the credit loss will be debited to the credit losses account and credited to the 

debtor`s personal account as well the debtors control account. 

 

 

In line with the prudence concept an allowance for credit losses is raised whenever there is 

uncertainty that income or an asset won`t be realized. 

 

 

The accounting entries are as follows; 
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Classification of inventory: 
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Depreciation is the systematic allocation of the depreciable amount of an asset over its useful 

life. 
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business. 

Additional capital contribution and profit for the year increase the capital of the business. 

Drawings from the business reduce the capital of the business. 
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This ratio serves almost the same purpose but only taking into account current assets which are 

in liquid or near liquid form. Therefor excludes inventory from current assets. 
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average to pay their accounts. 

 

 

 

 

 

 

 

 

 

 

Shows the number of days it takes for the entity to pay its trade payables. 

 

 

 

 

 

 

The profit before tax is used. 
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The measures the risk of the entity`s ability to pay interest out the available profit. 
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Solution: 
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