Accounting
Ch 1 function and objectives of accounting
Bookkeeping: identification and recording of economic events

Accounting : orderly and systematic identification and recording of monetary values of economic transactions of an individual entrepreneur (person) or business enterprise (entity or institution), the reporting on the results of these transactions, and the provision of financial information by submitting financial statements, which information is used as a basis or decision making. Incl bookkeeping.

GAAP: generally accepted accounting practices

SAICA: south afr institute of CA

APB: accounting practices board – the ones who ok GAAP, issues IFRS ( intnl financial reporting standards); adopted IASB( intnl acc standards board FRAMEWORK for the prep and presentation of financial statements); intnl text of IFRS ( intnl fin reporting standard) approved
IFRS- apply to all general purpose fin statements

Objective of fin statements: to provide info about fin pos, performance and cash flows of an entity that is useful to those users in making economic decisions

Companies act requires financial statements that comply with provisions. If fin st prepared acc to GAAP, can be incorporated or not
Function of acc: provide fin info to all interested parties

Financial results of economic activities (use of resource to create new value)

· Value added to net worth of a person or entity during particular period

· Accumulated net worth of entity or person

Info on fin results of entity provided in complete set of fin statements

· St of fin position as at end of period

· St of comprehensive income for period

· St of changes in equity for period

· St of cash flows for period

· Notes: summary of significant acc policies and other explanatory info

· St of fin pos as at beginning of earliest comparative period when entity applies acc policy retrospectively or makes a retrospective restatement of items in its fin statements, or when it reclassifies items in its fin st

Notes: risks, uncertainties, resources, obligations

Entity concept: economic unit whose fin results are determined on its own, separate from owners, define entity clearly. Most defined by statute eg companies, cc, or common law. Does not have to be acknowledged legal entity, any economic entity that requires st = accounting entity.

Private with profit motive: sole proprietor

                                               : partnerships

                                               :cc

                                               : companies

Private without profit motive: clubs

                                                     : Charitable orgs

                                                     : churches, 

                                                     :ed institutions

                                                     :associations and trusts

Public: state and organs

Purpose of Framework is to assist:

· Development of future acc standards, review of existing standards

· Harmonise regs to reduce number of alternative acc treatments

· National standard setting bodies to dev national acc standards
· Prepares of fin st to apply acc standards

· Auditors to assess if fin st in line with intnl acc standards

· Users of fin st to interpret and evaluate info in fin st

Fin st do not incl director or chairman reports, management discussions or analysis, belong in fin or annual report.

Reporting entity= entity for which there are users who rely on the fin st as their major source of fin info about the entity.

Need for fin info:

· Support decision-making

· Decisions directed at planning or exercising control

· Planning decisions- historical info as basis to plan future actions

· Control decision- evaluate results of fin activities, take corrective steps

· Accountability and stewardship

Users use fin st to

· Decide when to buy, sell, hold equity investment
· Assess stewardship and accountability of management

· Assess ability of entity to pay and provide benefits to employees

· Assess security for amounts lent to entity

· Determine taxation policies

· Determine distributable profits and dividends

· Prepare and use national income stats

· Regulate activities of entities

Users: investors (provide capital), employees (stability and profitability, benefits), lenders (repaid with interest), suppliers, trade cred ( amounts due paid), customers (continued existence), governments and agencies (resource allocation, regulation, taxation, stats), public.

Responsibility  of management to prepare and present fin st

Objective of fin st:

· Provide useful info about fin performance, fin position and changes in fin pos

· Result of stewardship

· Does not necessarily show  non-financial info
Financial performance:
-financial results= fin performance for particular period and fin pos at specific point in time

- reflects profit made or loss incurred by entity over spec period of time

- statement of comprehensive income: revenue and expenses shown as separate items; shows profit or loss

- assess potential changes, predicts capacity to generate cash flows from existing resources

-   

Statement of changes in equity:

· Link betw st of fin pos and st of compr income

· Balance of capital at end of fin period; balance of capital at end of fin period

· 
Statement of fin pos:

· Position at end of period

· Net worth of entity at spec point in time

· Assets and interests of parties that funded assets

· Affected by :economic resources

                                     : financial structure

                                    : liquidity 

                                    : solvency

                                    : capacity to adapt to changes in environment in which it operates

-

· First part shows assets, second part shows how assets financed, 3 elements of fin pos: assets, equity, liability
· 2 types of source of finances: equity and liabilities

· Equity= contribution by owner

· Equity represents interest of owner in assets of entity

· Liabilities= amounts owing, reflects claims of creditors against assets of entity

Statement of cash flows

· Reflects inflows and outflows of cash during fin period

· Cash and cash equivalents (short term investments easily withdrawn without meaningful risk of change in value)

· Ability to generate cash and cash eq determine ability of entity to meet commitments eg wages, cre, interest payments., distributions to owners

Accounting process

· Identification, recognition (?valid element)  measurement (?monetary amounts) and recording of fin transactions

· Processing, presentation, interpretation and use of info supplied

· Statements and communicated

Financial acc: external users of fin info
Management acc: internal users of fin info

Ch 2 framework for preparation and presentation of fin statements
Underlying assumptions

· Fin st are prepared accrual basis and entity is a going concern

Accrual basis

· Effects of transactions and other events are recorded as they occur, not when cash received or paid

· Fin st prep acc to accrual basis inform users of : past transactions involving cash receipts and payments

                               : obligations to pay cash

                               :resources that represent cash still to be received in future

· All transactions included regardless of whether cash involved

· All fin st should be compiled on accrual basis

Going concern

· No intention or need to liquidate or scale down ops materially

Qualitative characteristics of fin st(attributes of fin st that makes them useful to users)

· Understandable: reasonable user, complicated info not left out

· Relevant : plays predictive and confirming role; materiality judged in relation to nature and extent of activities of entity

· Reliable: faithful representation, 

                :substance over form,

                :neutrality,

                 :prudence (limiting factor, caution where uncertainties exist); increase in value not recognised until it realises, decrease in value recognised as soon as it is probable that it will occur: most unfavourable effect of an item on equity used

                :and completeness

·  Comparable: presentation and classification from one acc period to next the same unless

                                             -significant changes in activities of entity
                                             -change will result in better disclosure

                                             -new statement on GAAP published

Constraints on relevant and reliable information

· Timeliness: longer it takes to become available, less useful

· Balance between benefit and cost: benefit of fin st not exceed cost of providing it

· Balance between qualitative characteristics:

· Fair presentation: usually achieved by application of qualitative characteristics and acc standards GAAP

Elements of fin st

· Fin pos-st of fin pos= assets, equity and liabilities
· Fin performance-st of comprehensive income= income and expenses

Fin position

-asset= resource controlled by the entity as a result of past eventsand from which future economic benefits are expected to flow to the entity

- liability= present obligation of the entity arising from past events, the settlement of which is expected to result in an outflow from the entity of resources embodying economic benefits

- equity= residual interests in the assets of the entity after deducting all its liabilities

-Underlying substance and economic reality determines if asset, liability or equity, not legal form

Assets

·  Used to produce goods or render service

· Exchanged for other assets

· Used to pay for liability

· Distributed to owners

· Physical or immaterial, eg property and copyright

· Legal rights not essential eg lease

· Can also be obtained by eg donation or discovery

Liabilities 

· Present obligation, differs from future commitment

· Resources reduced: payment in cash, transfer of other assets, service rendered, oblig replaced with other oblig, conversion of oblig to equity

· Result of past events or transactions

· Provision= if liability estimated

Equity

· Difference between assets and liabilities E=A-L; A=E+L

· Co: share capital, retained earnings and reserves

· Eq sometimes referred to as capital

Performance 

· Measured by profit: profit= Income - Expenses

· Income: increases in economic benefits during the accounting period in the form of inflows or enhancements of assets or decreases of liabilities that result in increases in equity, other than those relating to contributions from equity participants

· Expenses: decreases in economic benefits during the accounting period in the form of outflows or depletions of assets or increases in liabilities that result in decreases in equity, other than those relating to distributions to equity participants
· Additions and withdrawals of capital by owners should not be regarded as income and expenses

Income

· Revenue (sales, services rendered, interests, dividends, royalties, rent income) and gains (items that meet def of income and may or may not arise in course of ordinary activities of entity, eg sale of non-current assets)

· Gains disclosed separately, related expenses deducted before disclosure

· Can increase different assets, eg cash, receivables, services for services, or from settlement of liabilities, eg serviceto lender  in return for oblig to pay loan

Expenses

· Expenses incurred and losses suffered (items that meet def of expense and may or may not arise in course of ordinary activities of entity eg fire and flood)

· Losses disclosed separately, often disclosed net of related income
Recognition of elements of financial statement

· Recog= incorporation on the statement of fin pos or statement of comprehensive income of an item that meets definition of an element and satisfies the criteria for recognition.

· Description of item in words + amount in statement

· Item that meets def of element incl in st if probable that future economic benefit associated with item will flow to or from entity; and item has cost or value that can be measured reliably

· Relationship between elements, recog of one eg assets requires recog of another eg liabilities

Probability of future economic benefit

· Degree of certainty that future economic benefit associated with item will flow to or from entity

Reliability of measurement

· Reasonable estimate

Recognition of assets

· If future econ benefits and measured reliably, asset incl on st of fin pos

· If no econ benefit beyond financial year, regarded as expense on st of comp income

Recognition of liabilities

· Outflow of resources measured reliably, liability on st of fin pos
Recognition of income

· St of compr income, increase in asset or decrease in liability, measured reliably

Recognition of expenses

· Decrease of asset or increase of liability, st of compr income

· Matching of costs with revenues: expenses direct  association with costs incurred in generating associated income on st of compr income

· Depreciation or amortisation:expenses spread over several financial periods where benefits also spread over periods

Measurement of elements of financial statements

· Historical cost: actual amount paid or fair value at time or proceeds received in exchange for obligation

· Current cost: current amount to pay or to settle

· Realisable/ settlement value: amount of cash that will be received currently if asset sold

· Present value: current discounted value of future net cash inflows. Discounted value= present value of amount at specific rate of interest over specified period to an end value
Concepts of capital and capital maintenance

· Financial concept of capital: same as difference between assets and liabilities= net assets of entity, use if interest is invested capital
· Physical concept of capital: productive capacity, use in fin st if interest is operating capability

· Financial capital maintenance: profit if end financial amount of net assets exceed beginning of period financial amount of net assets, after excluding contributions from and distributions to owners

· Physical capital maintenance:  profit if physical productive capacity of entity at end of period exceeds that of the beginning after excluding contributions from and distributions to owners

· Capital maintenance: how an entity defines the capital that it seeks to maintain.

· Provides point of reference by which profit is measured, link between capital and profit
· Physical capital maintenance requires current cost basis of measurement

· Difference between concepts: treatment of effects of changes in prices of assets and liabilities

Chapter 3   The financial position

The financial period concept

· Time between the date on which the financial position is first measured and the date on which it is measured again

· May be annually, six-monthly, quarterly or monthly

· End Dec, feb, june

Elements of fin statements: statement of financial position

Assets

: non-current- more permanent nature essential in process of earning income
· Not sell, but use long-term; more than one year

· Def: assets acquired not for resale; to be used by business; with life-span more than 12 months

· Land and buildings

· Furniture and equipment

· Vehicles

· Financial assets

:current- expected to be realised in or intended for sale or consumption in normal operating cycle; held for primary purpose of trade; to be realised within 12 months, is a cash or cash equivalent

· Inventories

· Debtors

· Bills receivable

· Cash at bank

Liabilities

:Non-current- long-term debts to be settled after 1 yr

· Lon-term loans

· Morgages

· Debentures

:Current- to be settled in normal operating cycle: held for purpose of trade; due to be settled in 12 months; entity does not have unconditional right to defer settlement of liability for at least 12 months after reporting period

· Creditors

· Bank overdrafts

Equity

· E=A-L; A=E+L

· Equity of sole proprietor is called capital

Double-entry principle

· Every transaction influences two or more items in BAE

· After each transaction has been recorded, the equation must still balance

BAE table: assets one side, liabilities other, both totals equal

St of fin pos: GAAP- vertical presentation

Ch 4 the financial performance

Financial performance (profit or loss)= income –expenses

Income

Revenue

· Fees earned

· Sales

· Interest income

· Dividend income

· Rent income

· Commission income

· Credit losses recovered

Gains

Expenses

Normal expenses

· Purchase of inventory

· Customs and excise duty

· Carriage on purchases

· Carriage on sales

· Rent expenses

· Salaries and wages

· Cost of raw materials

· Depreciation

· Administrative expenses

· Water and electricity

· Advertising

· Interest expenses

· Bank charges

· Credit losses

· Insurance

Losses 
Equity = capital + income – expenses

Statement of comprehensive income(performance)

Contains – revenue (fees earned, net sales)

· Finance costs (interest on: bank overdraft, mortgage, long-term loan, paid on capital)
· Share of profit or loss of associates and joint ventures

· Tax expense

· Single amount comprising: post tax profit or loss of discontinued operations

· Post tax gains or loss recognised on measurement to fair value less costs to sell or on the disposal of assets or disposal group(s) constituting the discontinued operations

· Profit or loss

· Component of other comprehensive income(commission, dividend, interest, profit on sale of asset, rent income, credit losses recovered)
· Share of other comprehensive income

· Total comprehensive income

· (distribution, administrative and other expenses)

Statement of changes in equity

· Total comprehensive income

· Retrospective restatement of components of equity

· Contributions and drawings of owners

· Reconciliation for each component of equity

:profit ot loss subtracted from equity, owners contrib./ drawings ;reflects changes in equity

Notes to financial statement

· Accounting policy not: GAAP, basis of measurement and other policies

· Additional info on items in fin st: source of revenue, plant equipment property

· Other disclosures: contingencies

Ch 5 Recording of transactions
Transactions which affect only assets
· Buying asset for cash: bank↓asset↑
· Payments received from debtors bank↑debtors↓
Transactions affecting assets and liabilities

· Buying asset on credit
· Payments to cred

· Acquisitions of loans

Transactions affecting assets and equity

· Capital contributions

· Withdrawals by owner

· Income and expense transactions: cash income (bank and income), credit income (debtors and income), cash expenses (bank and expenses)

Transactions which affect equity and liabilities

· Credit expenses

	
	assets
	equity
	liabilities

	
	vehicles
	equipment
	debtors
	bank
	capital
	income
	expenses
	Loan 
	creditors

	Opening balance
	
	
	
	
	
	
	
	
	

	Transaction 1
	
	
	
	
	
	
	
	
	


Source documents

- invoice: credit transactions

- Receipts: cash transactions

- cheque counterfoils: cash payments

- cash/till slips: cash purchase/sales

- petty cash vouchers: proof of small cash payments

- debit and credit notes: goods returned

Ledger account= individual record of specific item: T-account

Asset, liability, owners equity, income and expense acc

Asset accounts

Dr                            assets                          cr

	increase
	decrease


Liability accounts

Dr                         liabilities                       cr

	decrease
	increase


Equity accounts

Dr                      CAPITAL                             cr

	decrease
	increase


Dr                      DRAWINGS                        cr

	increase
	decrease


Income accounts

Dr                        income                                   cr

	decrease
	increase


Expense accounts
Dr                       expense                               cr

	increase
	decrease


Source doc- subsidiary journals-general ledger

Balancing an account

· Only one entry in account- leave

· Same amount entered both sides of account: double line drawn both sides, acc closed off.

· More than one entry one side only: amounts totalled= balance of account. Not double line!

· More than one entry both sides: add totals both sides, subtract smaller from larger amount, carry balance over and close account off, bring balance down to show outstanding balance/ opening balance

Trial balance

-list of all debit and credit balances in the ledger

- purpose: test arithmetic correctness; double entries entered correctly; basis for preparing st of comp income,changes in eq and fin pos

Errors not revealed by trial balance

· Errors of omission, dt and cr side

· Posting to wrong account on right side

· Coincidental compensating errors

· Errors of principle

Errors revealed by trial balance

· Balance cast incorrectly

· Error in transferring ledger balances: incorrect amount to correct side of balance

                                      : dt balance in ledger tf to cr side of balance

                                      : ledger balance omitted in balance
                                      : ledger balance entered twice in trial balance

· Amounts of one or more journal entries incorrect

· Balances of ledger accounts incorrectly calculated: added incorrectly or balance incorrectly calculated

· Postings from journal to ledger incorrect

Ch 6 Processing accounting data
Subsidiary journals/ books of first entry: group similar transactions together and record/ analyze them in date or doc sequence from source documents- summarises info which is then posted to general ledger

· Every transaction must first be recorded in a subsidiary journal
· Subs journals do not replace gen ledger

· Double entry principle in gen ledger

Cash journals (receipts and payments)

Cash receipt journal (CRJ)

· Cash, cheques, credit card payments, electronic transfers

· Proof: cash register audit roll, receipt, cashed cheque, bank statement

· Record: serial no of source doc

                           : date of cash receipt

                           : name of person from whom received

                           : amount

                           : date and amount of all deposits into bank account

                           : accounts to be credited

· Each column represents account in general ledger

· Sundries column if cannot be analysed into gen ledger account
· Only column totals posted to gen ledger

· Debtors credited in debtors ledger, also control debtors account in gen ledger

· Column totals must cross-balance before monthly tf to GL

· Column for non-cash transactions to minimise postings to GL- eg settlement discount granted, cost of sales, reversal of vat due to discount

· These columns represent expense: amount entered in appropriate column, bank reduced amount, debtor full amount

· When cross-balance, these amounts deducted from analysis columns or added to bank

· Folio columns: reference purposes, page no of GL where entry was posted

· GL has ref of subs journal

· In CRJ, first folio used to ref indiv debtors, second folio column under sundry accounts completed with GL no when that sundry account amount posted
  August 2010                                                                                                                                                         CRJ1

	Doc no
	Day 
	Details 
	Fol 
	Bank 
	Sales 
	VAT output
	Debtors control
	Settlement discount granted 
	VAT input
	Sundry accounts

	
	
	
	
	
	
	
	
	
	
	Amount 
	Fol 
	Details 


Cash payments journal (CPJ)

· Cheques, elect tf (bank statement), stop/debit order, direct debit

· Supporting docs eg invoice, counterfoil, accounts, goods received note, signed delivery note

· Record: serial no of cheque or payment voucher

                           : date of payment

                           : name of beneficiary

                           : amount of transaction

                           : account(s) to be debited

                           : account(s) to be credited

· Columns represent GL account, if repeated payments to one account, column created, if sporadic payment, sundries column
· Separate CRJ and CPJ for each bank account

· Petty cash journal if cash payments

· For control, cash payments authorised by two people

· Telephone deposit refundable=asset

· Settlement discount received account is income account, credited in GL with credirors control as contra account
August 2010                                                                                                                                                                 CPJ 1
	Doc no
	Day 
	Detail 
	Fol 
	Bank 
	Petty cash
	Wages 
	Purchases 
	Creditors control
	Settle

ment discount received
	VAT in

put
	VAT out

put
	Sundry accounts

	
	
	
	
	
	
	
	
	
	
	
	
	Amount


	Fol 
	Details 


Credit journals 
· Accounts opened for every debtor or creditor of entity in separate ledgers

· Single amount, debtors and cred control accounts, posted to GL

· Purchases journal kept for regular credit purchases (goods bought for resale purposes)

· Creditors subs journal: all merchandise, assets, consumable inventories and other expenses bought on credit
Purchases journal

· Objective: accurately record purchase transactions, availability of merchandise needed, record obligations to suppliers

· Inventory systems: perpetual; periodic

·  Perpetual- inventory updated with each sale, controlled with physical count; requires inventory column in subs journal and acc in GL, cost of sales column in cash receipts and sales journals and acc in GL
· Periodic: cost of goods sold determined at end of financial period- inventory counted and deducted from total of opening inventory and inventory purchased during period. Requires purchases account,  purchases column in subs journals, inventory account that remains unchanged until updated end period

·  Invoice, proof of delivery, date of transaction, cred, amount. Trade discounts not recorded.
Purchases journal August 2010                                                                                                                    PJ 1

	Invoice no
	Day 
	Details 
	Fol 
	Vat input
	Purchases 
	Creditors control


Purchases returns journal

-inventory incorrect, damaged, incorrectly priced- supplier to issue credit note

- can ID poor suppliers

Purchases returns journal August 2010                                                                                                                      PRJ1
	Invoice no
	Day 
	Details 
	Fol 
	Vat input
	Purchases returns 
	Creditors control


Sales journal

· Record credit sales transaction, if perpetual inventory, cost of sales credited to inventory account when sale takes place

· Invoice no, date, customer details, amount, terms of settlement

· From sales journal, indiv debtors accounts updated daily

Sales journal August 2010                                                                                                                                 SJ1

	Invoice no
	Day 
	Details 
	Fol 
	Vat output
	Sales 
	Debtors control


· Total of sales column cred to sales acc, debt control to debt control acc 
· If perpetual  inv, cost of sales column, from which cost of sales acc debited and inventory cred

Sales returns journal

· Debtor issued with credit note if supplied good inadequate

      Sales returns journal                 Aug 2010                                                                                                                SRJ1
	Invoice no
	Day 
	Details 
	Fol 
	Vat output
	Sales returns
	Debtors control


General journal

· May be book of first entry

· Acc to be debited in GL first, amount to be dt in debit column first. Acc to be cred indented in details column, amount in 2nd column, cred column; followed by brief narration

General journal                                                                                                                                                                      J1
	Month 
	Day 
	Details 
	Fol 
	Debit 
	Credit 


VAT

· 14% on supply of all goods and services

· May be vendor voluntarily must if taxable supplies exceed 300 000 p.a.

· Exempt goods: no output tax is charged, vendor cannot claim input tax, zero-rated: vendor can still claim input tax

· Output tax –input tax= VAT payable to SARS

· Credit balance on VAT control  current liability
· In GL vat input, vat output and vat control acc

· Vat on sales = vat output, paid to SARS

· Vat paid on purchases = vat input; deducted from vat output payable to SARS

· Amount payable to sars calculated in vat control acc, credit bal= vat payable, debit bal = vat receivable

Ch 9 Cash and cash equivalents

Cash= immediate means of legal payment; coins, notes, cheques, postal orders, credit card vouchers, deposits on demand

Cash eq= eg treasury bonds, bankers acceptances

Internal control over cash receipts

· Determination of responsibility: only specified personnel authorised to handle cash

· Allocation of duties: different persons to receive, record and safeguard cash

· Documentation procedures: independent source docs

· Physical, mechanical and electronic controls: safes, cash tills

· Independent internal verification: supervisors do cash counts, no payments from cash, deposits checked daily against receipts

· Other control measures: personnel who handle cash insured and obliged to take periodic leave

Internal control over cash payments

· All payments by cheque except petty cash

· Determination of responsibility: sr officials authorised to sign cheques

· Allocation of duties: different people to authorise payment from those who incur expenditure

· Documentation procedure: pre-numbered cheques all accounted for

· Independent internal control: cheques checked against supporting docs, bank statement reconciled regularly

· Other controls: after payment, supporting docs marked PAID

Bank accounts

· Current/ cheque acc money dep and withdrawn mainly by way of cheque, also used for debit/stop orders, electronic transfers
· Bank overdraft= current liability

· Cash deposits: daily; from bank eg interest; payments by third parties; electronic transfers: must be accounted for in CRJ

· Deposit slips, bank statement source docs

· CPJ and CRJ updated from statement

Reconciling bank account with bank statement

Why differences?
· Items in books not yet reflected in banks records, eg outstanding cheques, deposits not credited

· Bank shows items not recorded by entity: direct deposits; charges for services; interest charged; commission on cheques and cash deposit fees; unpaid cheques; bills recovered or paid on behalf of entity by bank

· Errors by bank or entity

· All credit entries on statement (direct deposits, interest earned) CRJ
· All debit entries on statement (stop order) CPJ
· Purpose of reconciliation: reconcile balance of bank in GL with balance in banks books

Procedure

· Compare statement of current month with cash journals of current month

· Update cash journals with items

Bank reconciliation statement 31 August 2010

	
	
	Fol 
	Debit 
	Credit 

	
	Debit (favourable) balance as per bank account

Credit outstanding deposit

Debit outstanding cheques

credit (favourable) balance as per bank statement


	
	R

8950

1550


	R

850

9650

	
	
	
	10500
	10500


Things that may appear on statement but not in CPJ/CRJ

· Bank charges: include vat; one amount can be added to CPJ; in GL bank credited and bank charges debited

· Interest charged on debit bank balance: finance cost; bank in CPJ, In GL bank cred and interest paid on current account debited

· Stop orders and debit orders: CPJ; In GL cred bank and deb expense eg telephone, electricity
· Interest received on credit balance: CRJ, in GL bank deb and interest income on current acc cred

· Direct deposits: CRJ, deb bank in GL and cred debtor account

Cheques referred to drawer and outdated cheques

· If r/d cheque corrected, can be re-deposited without  new receipts or entries, if not in same month, on bank reconciliation statement
· Write cheque back- original entry reversed

· Keep as proof

· If cash cheque open debtors account

· Cheques written back excluded from next reconciliation

Petty cash journal

· Cash from petty cash float
· Petty cash slips recorded in PCJ

· Imprest system- petty cash restored to original amount

· Initial cheque drawn for petty cash written up in CPJ

· Receipts side serves as memorandum
August 2010                                                                                                                                                   PCJ1

	Receipts 
	Payments 

	Date 
	Fol 
	Amount 
	Date 
	Details 
	No 
	Fol 
	Total 
	Postage 
	Wages 
	Sundries 
	Details 


Cheques from CPJ here   

· Items in sundries column posted individually to debit side of relevant accounts, totals of all other payments posted to debit side of acc concerned

· Totals of all  payment analysis columns posted to credit side of petty cash control  

Cash = current asset, amount of cash in bank accounts, petty cash balances and any other form of cash on demand combined in single total in statement of financial position

Ch 10 Credit granted: debtors and bills receivable
Trade debtor (credit sales) / loan debtor (loan granted)/ sundry debtors (rent, investments etc)
Sales discount/ settlement discount

· If client receives discount, VAT payable becomes reduced

· Vat component of sd:  R x 14/114 =vat input
Credit losses
· Note in general journal

· Debtors value shown as net realisable value

· Reduced by estimated amount that will not be recovered

· Separate item on statement of comprehensive income because not concerned with sales, but credit dept

· Distinction irrecoverable debts and doubtful debts
· Allowance for credit losses estimated

· Advantages of allowance: loss provided for during period of income

                                                    : debtors value shown on st of fin pos as net realisable value as allowance is deducted from gross amount of debtors

· Allowance determined only after all known losses written off

· Doubtful debts analysed by age, the older the debt, the larger percentage allowed as credit loss, totals added= allowance for credit losses

· Credit losses account debit balance transferred to profit or loss account as loss. The debit balance incl actual losses (debtors accounts)+ allowance (allowance for CL acc)

· Allowance for credit losses account has credit balance

· SARS only allows credit losses that have been written off

· Irrecoverable amounts written off as expense against sales

· At time of allowance no entries made in debtors ledger or debtors control account

Increasing credit losses

· 2 methods: net increase only recorded, or existing allowance written back and new allowance created
Decreasing the allowance

· Can result in credit item in profit or loss account

Writing off credit losses

· Actual credit losses sometimes debited directly to credit losses account, theoretically debit irrecoverable debts against allowance- same difference
· Credit losses charged against allowance: Posted in debtors accounts, debtors control, allowance for credit losses

· Then allowance for credit losses adjusted to new balance: loss subtracted from old allowance, sum subtracted from new allowance, sum added to new allowance
Recovery of credit losses

· Credit losses recovered account, not former debtor or credit losses account

· Vat on credit losses deducted, = vat input

Disclosure of debtors in financial statements

· St of fin pos: trade receivables (gross debtors – allowance for credit losses)

· Instalment sale debtors shown separately from trade debtors

· Debtors with credit balances shown separately, = liability

Internal control measures regarding debtors

· Proper credit policy

· Clients creditworthiness determined before

· Regular statements to clients

· Approving of credit, recording transactions, compiling statements, handling cash receipts separated

· If numerous transactions, subs journals and ledgers with control account in general ledger
· Only authorised people write off losses

· Only authorised people allow credit loss

· Looseleaf accounts, computerised systems, debtors cards allow for division of work

· Debtors contacted from time to time to check if agree with balances on accounts

Credit cards and charges

Interest on bill receivable

· Determine due date: date of bill excluded and due date included

· Calculate interest : Capital X rate X period = Interest

· Calculate due date value of bill: DDV= Capital + Interest

· Determination of discount :  Discount = DDV x Rate x Period

· Proceeds of bill when discounted: DDV – Discount

Bills receivable = current assets, on st of fin pos under bills receivable at sight value 

Bills receivable not yet due and has been discounted= contingent liability, on notes

Debtors control account

Daily:

· Individual entries posted to indiv debtors accounts

· Sales journal: post to debit side of indiv debtor account

· Sales returns journal: post to credit side of indiv debtors account

· Cash receipts journal: to cr side of ida

· CPJ: to dt side of IDA (refund transaction)

· General journal: to dt/ct side

Monthly :

· Totals of columns in journals at end of period to debtors control
· Sales journal: total of debtors control to debit side of debtors control account

· SRJ: total of DC to cr side of DCA

· CRJ: total debtors control cr side DCA

· CPJ: total DC column dt side DCA

· General journal: dt/ct side

Ch 11 Inventory

Inventory=assets that:
· Held for sale in ordinary course of business

· Are in process of production to sell in future

· Are going to be used in process of producing saleable goods or services or are going to be consumed in rendering of service

· Consumables classified as assets on st of fin pos as part of inventories, but do not influence gross profit and should not be incl in calc of retailers cost of sales.

· Consumables used by service provider part of costs of production

Disclosure



                                                                              


                                                                                                                                


· Accounting policy applies to valuation of inventory disclosed in notes with indication of cost formula and if valuation done at cost or net realisable value
Ch 12 Property, plant and equipment

Tangible and non-tangible non-current assets

· Land, manufactured assets, natural resources

· Copyrights, patents, trade marks, goodwill, deferred expenses and debits

Historic cost price of non-current assets

· All expenses relating to acquisition of asset and its preparation for productive use are considered part of cost

Capitalisation of expense= process whereby expense is debited to an asset account, then known as capital expense

Operation expense: expense to maintain and repair assets, if benefit is over more than one fin period may be capitalised

Policy to differentiate between capital and operating expenses

· Probable useful lifespan of item purchased in relation to normal financial period of entity

· Material and repetitive nature of expense

· Influence of expense on assets estimated useful lifespan

Depreciation= systematic allocation of the depreciable amount of an asset over its useful life

Depreciable amount= cost of asset – residual value

Useful life= period of time to be used or number of production units to be obtained

Depreciable asset= used during more than one accounting period; limited useful life; held for use in production or supply of goods or services, rental or admin purposes

Book value on st of in pos= historical cost – amounts provided for depreciation

Determination of depreciation

· Cost price

· Useful life of asset

· Estimated residual value

Recording of depreciation

· Depreciation expense account debited, closed off to profit or loss account

· Asset account credited with same amount, sometimes accumulated depreciation account

Calculating depreciation

· Straight line method:  cost divided by useful life and each year same amount subtracted

· Diminishing balance method/ accelerated method: fixed percentage on carrying amount subtracted

· Production unit method

Ch 14 Current liabilities
Disclosed on st of fin pos
Purchase of goods on credit

· Recorded in purchases journal, creditors ledger, creditors control account

· Daily from PJ to indiv cred ledger

· Total of cred column to cred control acc in GL monthly

· Dt: purchases account; ct: cred control acc and indiv cred ledger

Purchases returns journal

· Credit note issued and recorded in books of purchaser

· Indiv cred accounts dt

· Dt cred control acc GL

· Cr purchases/ inventory GL

· PRJ if regular occurrence

Settlement discount received

· CPJ, bank column= amount of cheque

· CPJ, settlement discount received column= amount

· CPJ, cred column= amount – sdr

· Liability, cred and cred control debited; asset, bank and income acc (sdr) credited

Other current liabilities

· VAT payable

· Current portion on long-term borrowings

· Accrued expenses

· Provisions
Ch 15 Non-current liabilities

Borrowings and mortgages in fin notes

· Categories of fin instruments

· Interest rates

· Due dates

· Instalments

· Security

Debentures

· Notes

Ch 16 Financial statements of sole proprietor

· See ch

Revenue


    Income from services rendered





Distribution, administrative ,expenses


      Salaries 


       Wages


      Telephone


       Stationary 


      Insurance 





Profit/ total comprehensive income for year














Capital


Balance at 1 april 20.1


Additional capital invested


Profit/ total comprehensive income for year


Drawings





Balance at 31 march 20.2





Assets


Non-current assets


Property plant and equipment


Financial assets





Current assets


Inventories


Prepaid expenses


Trade receivables


Cash and cash equivalents





Total assets





Equity and liabilities


Total Equity


 Capital 





Total liabilities


Non-current liabilities


Long-term borrowing





Current liabilities


Bank overdraft


Trade and other payables


Current portion of mortgage loan





Total equity and liabilities





Less inventory at end of period= cost of sales→ to statement of comprehensive income





Inventory balance at beginning of period





Cost of inventory available for sale





Inventory balance at end of period→ to statement of financial position





Purchases and purchasing costs during period








