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CHAPTER ONE

INTRODUCTION TO ACCOUNTING

» OBJECTIVES

After studying this chapter, you should be able to:

» INTRODUCTION

This chapter forms the basis of all accounting work.

The first part deals with the nature of accounting and the phases of the accounting process.
The basic accounting equation will be introduced and the regulations of accounting profession
introduced.

Define accounting and explain the phases of accounting

Explain the branches of accounting

Identify the users of financial information

Understand the basic financial accounting equations and define assets, liabilities and
capital

Prepare an account in the T form

Identify the characteristics of good information

List and explain the principles, concepts and conventions underlying the accounting
reports

Understand the regulation of accounting profession

STUDY TEXT

» DEFINITION OF KEY TERMS

o

Accounting: Accounting may be defined as the process of identifying, measuring,
recording and communicating financial information in order to permit users to make
informed decisions.

Accounting equation: This is a mathematical description of the relationship between
assets, liabilities and capital.

Accounting policies are the specific principles, bases, conventions, rules and
practices applied by an entity in preparing and presenting financial statements.
Assets: Items of value to an organization.

Liabilities: Obligations by the organization to other parties.

Capital: Resources put into the business by its owners
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» EXAM CONTEXT

This is a very important chapter, which set the basis of accounting ideas and conventions.
Expect questions on all aspects, including the framework.

» INDUSTRY CONTEXT

All professions require that one understands the basics. Accounts and its braches such as

auditing are not an exception. Most accounting fundamentals are contained in this chapter. A

clear understanding of this chapterés content w
application of accounts in the industry.

|
- 1.1 NATURE AND PURPOSE OF ACCOUNTING

Accounting, as a preamble, could be termed the language of business. It is the common media
through which people of all walks can effectively communicate business matters and
understand one another equally.

STUDY TEXT

It is the language accountants use to communicate i.e. record business transactions and
summarize results of business operations. Accounting can be defined as the art of recording,
classifying and summarizing in a significant manner, and in terms of money, transactions and
events which are of a financial character, and interpreting the results thereof.

It encompasses the recording of information of economic value to a business. The information
then forms the basis for judgment by the users.

[ PHASES OF THE ACCOUNTING PROCESS

From the above definition, we can clearly see that accounting is a process that can be divided
into four phases;

1. Recording phase: involves the routine and mechanical process of writing business
transactions and events in the books of accounts T also called books of original
entry or simply journals - in a chronological or der in accordance wi
and other established accounting rules and procedures.
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2. Classifying phase: involves sorting and grouping of similar transactions into their
respective classes by posting them into a ledger.
A ledger is a group of accounts of a similar nature
An account is the basic record of accounting which measures increases or decreases
in a particular asset, liability, income or expense account.

3.  Summarizing phase: this involves the preparation of financial statements or reports.
It is usually done periodically e.g. monthly, annually etc.

4. Interpretation: this refers to the analysis of the accounting information. It involves
communication of financial information to help users in making economic decisions.
This is the reason why accounting is called the language of business.

[ ] BRANCHES OF ACCOUNTING

Accounting, in all its broadness, can be sub-divided into areas of specialization;

a. Financial accounting; concerns itself with the collection and processing of
accounting data and reporting to interested parties inside and outside the firm.

b. Taxaccounting;deal s with the determination of th
Value added tax (VAT), customs duty, Pay as you earn (PAYE), corporation tax etc.

c. Cost accounting; helps establish costs relating to the production of a good or service
and allocating it to the various factors that contributed to the cost of production.

d. Managerial accounting; deals with the generation of accounting information to be used
categorically by t he fnitheimdayso-daydécsionmmaking.ma na g e

e. Auditing; concerns itself with the vouching and verification of transactions from the
financi al accounting to determine that th
activity i.e. the true and fair view ofthecompany és st ate of affair

[] USERS OF FINANCIAL INFORMATION

1) Management i management of business entities need accounting information to assist
for planning and decision making. They will need the information to prepare budgets and
compare with the actual results of operations. They will also be interested in the cost
consequences of a particular course of action to assist them in making decisions

2) Present and potential investors i they need accounting information to assess the
risk inherent in, and the return provided by their investments. They need information
to decide whether they should maintain, increase, decrease of dispose altogether
their investments.

3) Employees are interested about the stability and profitability of their employer. It is a
source of stability for them and they need to know whether to start searching for
employment elsewhere or keep their current postings. They are also concerned about
the ability to provide remuneration, retirement benefits and employment opportunities.
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4) Lenders. They are the givers of some part of the
know if the loans and the corresponding interests will be paid when due.

5) Customers. They require financial data in order to anticipate price changes and to
seek alternative sources of supplies when necessary.

6) The government. Governments and their agencies require information to regulate the
activities of the enterprises. They also need the financial information to determine
level of taxation and also in preparation of national statistics.

The general purpose of accounting can therefore be summarized into five purposes;

I Helps in decision making

ii.  Ascertain the value of the business

iii. Know the profit and or loss position

iv. Ascertain the assets and liabilities of the firm
v. Know the cash and wealth of the business

1.2 THE BASIC ACCOUNTING EQUATION

Fast forward Capital = Assets - liabilities

STUDY TEXT

I:I FINANCIAL STATEMENTS AND ELEMENTS OF
FINANCIAL STATEMENTS

there are two main financial statements available to users; the statement of financial position
and the income statement.

Balance sheet
It shows the financial position of the entity at a given point in time.

The accounting equation is reflected in the balance sheet. The equation, normally called the
book keeping equation is:

Assets 1 liabilities = capital



NATURE, PURPOSE AND CLASSIFICATION OF LAW

The equation shows that for a firm to operate, it needs resources (assets) which have to be
supplied by external parties including creditors (liabilities) and from the owner (capital).

Business transactions will always affect two items of the accounting system.

Assets and liabilities are valued according to accounting conventions.

Assets could be defined as being resources controlled by an enterprise as a result of past
events and from which future economic benefits are expected to flow to the enterprise.

Current assets are those assets whose benefits are expected to flow within a period of less
than six mont hs. They form part of the enterpri:
purposes e.g. inventory, accounts receivable (debtors), cash in hand and cash at bank.

Non-current assets have their benefits expected to flow for a period of more than 12 months.
They are tangible and intangible assets acquired for retention by an entity for the purpose of
providing a service to the business.

Examples of tangible non-current assets include buildings, equipment, and machinery.

Intangible non-current assets include goodwill, copyrights, patents, royalties.

A liability is defined as a present obligation of the enterprise arising from past events, the
settlement of which is expected to result in an outflow of resources embodying economic
benefits from the enterprise.

They represent claims on the business by the outsiders.

Current Jliabilities are expected to be swktl e
and within 12 months.

Equity is the residual interest in the assets of the enterprise after deducing all the liabilities.

I:I THE ACCOUNTING EQUATION AND THE STATEMENT
OF FINANCIAL POSITION

The accounting equation is the basis of financial accounting.

Transactions are recorded using the double entry system of book keeping showing the two-fold
effect that is done to maintain equality of the equation. The double entry system requires the
use of an account.

An Account is the most basic accounting record. It summarizes the increases and decreases
in a particular asset, liability, revenue, expense or a capital item.

An account is divided into two sides; the left being the debit and the other the credit side. To debit
therefore will mean to enter an amount on the left hand side of an account and vice-versa.

The double entry concept states that Afor every
entryo.
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The basic double entry rules for accounts are:

Accounts To record Entry in the account
Assets An increase Debit
A decrease Credit
Liabilities An increase Credit
A decrease Debit
Capital An increase Credit
A decrease Debit
Revenue An increase Credit
Expenses An increase Debit

[] QUALITIES OF GOOD ACCOUNTING INFORMATION

For accounting information to be able to effect the purpose for which it was meant, there are
certain attributes that it must fulfill. These include:

(a) Understandability. For accounting information to be considered useful, it must be
well understood by the parties for which it was prepared for. The parties must be able
to derive satisfaction from the financial data represented by accounting.

(b) Relevance. The accounting information should be able to influence the important
decisions in the company. The information should be verifiable, neutral and truthful.

(c) Reliability. Reliability means that the accounting information should have differing
methods or ways of doing it and yet arrive at the same or similar conclusions.

(d) Comparability. The accounting information should be able to be compared with other
information from different organizations or of the same organization at differing
periods.

(e) Timely. If the accounting information is not availed to the deserving user at the time of
need, then it may as well be useless. For accounting information to be useful, it must
be presented to the party in need at the time of the need.

STUDY TEXT

[ LIMITATIONS OF ACCOUNTING INFORMATION

0 Historical
Accounting information is prepared based from past period monetary transactions. It
is hardly feasible that what happened in the past will hold on in the future and so the
accounting information may be considered irrelevant on that basis alone.

o Too quantitative rather than qualitative
Accounting information consists of too many figures and less of explanations. For any

system to be useful, it must strike a balance between quantitative and qualitative
measures.
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o0 Only comparable to similar businesses
Accounting information makes it only comparable to businesses of similar nature. It is
difficult to compare a service oriented organization to a manufacturing based firm.

1.3 THE PRINCIPLES, CONCEPTS AND CONVENTIONS
UNDERLYING THE ACCOUNTING REPORTS

Fast forward 1 Prudence, substance over form and materiality should govern the selection
and application of accounting policies.

After defining what accounting is all about, we now need to know the environment that
accounting operates. Just like any other field of study, accounting has developed its own
concepts that govern its application. These concepts form the fundamental accounting
assumptions underlying the preparation of financial statements.

[] THE CONCEPTS

There are four main concepts:

B Going concern

It is assumed that the operation will continue in operational existence into the foreseeable
future. This implies that the management should view all the available information in the light of
the foreseeable future, but not only for the current period.

B Accounting period convention

Also known as the time concept. It is assumed that the continuous lifetime of the entity is
divided into small equal periods to ease the burden of reporting. These subdivisions are called
the financial year.

B Business entity concept

The assumption is that the business is a separate legal entity; distinct from the owners and the
management. The financial affairs of the business entity are recorded and reported separately
from those of the owners of the capital or the managers

STUDY TEXT
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B Monetary principle

It is assumed that the financial impact of the business entity is broken down into transactions
that are assessed and quantified in some unit of measure. The underlying assumption is that,
for the sake of commonness, the unit of measure is a monetary one.

[l THE ACCOUNTING PRINCIPLES

M Historical cost

Postulates that assets should be recorded at cost, at the purchase price or at the acquisition
price. This ignores the effects of inflation on cost as the assets are kept by the business over
the years.

It recognizes that for example a building purchased 40 years ago for Sh 29,000 would be
reported today in the statement of financial position at that historical price even though its
actual worth today may be Sh 2.9 million.

However, this problem has been overcome by asset revaluation as an alternative to the
historical cost of accounting.

B Monetary principle

STUDY TEXT

This principle holds that accounting will only endeavor to deal with those items to which a
monetary value can be attached. As such, financial statements reflect only the items that can
be measured in monetary terms. Goodwill for example is never shown in the statements
because it has no monetary measurement.

B Accrual concept

The accruals concept is also known as matching concept.

In the principle, revenues and costs are recognized when earned or incurred and not as the
monetary attachment is received or paid. What this means is that the time when the revenue is
received or the expense is incurred is completely disregarded. This leads into two scenarios;
prepayments and accruals

Prepayments occur when money is received for a period that it has yet to be earned, or an
expense is paid for but has not yet been incurred.

Accruals occur when the expense for the money is being paid for has already been incurred
i.e. the expense belongs to a past period, or when an income is received way after the period
of earning has expired.
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B Revenue realization concept

It states that a sale should be recognized when the event from which it arises has taken place
and the receipt of cash from the transaction is reasonably certain. Revenue can be recognized
at different levels of selling such as when the inquiry is made, during delivery, at issue of
invoice or when payment is made.

Revenue realization demands that only when the money receivable is reasonably certain of
reception should accountants recognize it as income. For instance, it may not be prudent to
recognize a sale when a customer makes an inquiry because the requisition may be revoked
well before the goods are even ordered or delivered.

B Prudence

Prudence states that where alternatives exist, the one selected should be one that gives the
most cautious presentation of the financial position of the business. Assets and profits should
not be overstated, but a balance must be achieved to prevent the material overstatement of
liabilities and losses.

Where a losses foreseen, it should be anticipated and taken immediately into account. In other
words, accountants should never anticipate for gains but must always provide for losses.

B Consistency

The items in the financial statement should be presented and classified in the same manner
from one period to the next unless there is a significant change in the nature of the operations
of the business, or a review of its financial statement presentation demonstrates that relevance
is better achieved by presenting items in a different way, or a change is required by a new
international standard.

STUDY TEXT

For instance, an entity is not allowed to change form LIFO to FIFO or otherwise unless:

- there is a significant change in the business
- there is a new accounting order
- It helps present the information better.

B Materiality

Information is material if its non-disclosure could influence the decisions of users. Materiality
depends on the size and the nature of the item being judged. Strict adherence to accounting
rules is not necessary in accounting for trivial items such as loose tools, e.g. a stapler should
not be capitalized, and a bribe cannot be itemized under expenses.
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W Duality

Duality principle emphasizes the double entry book-keeping entry that every transaction has
two effects, for every debit there is a corresponding, equal and opposite credit entry. As such it
forms the basis of the double entry system of book keeping.

B Substance over form

Some transactions have a real nature that differs from their legal form. This principle states that
whenever it is legally possible, the real substance prevails over the legal form.

|
1.4 THE REGULATION OF ACCOUNTING PROFESSION
|

[[] THE INTERNATIONAL ACCOUNTING STANDARDS BOARD (IASB)

The IASB is an independent, privately funded accounting standard setter based in London.

The 14 members of the IASB come from nine countries and have a variety of backgrounds with
a mix of auditors, preparers of financial statements, users of financial statements and an
academic. The board consists of 12 fulltime members and two part-time members.

In March 2001 the International Accounting Standards committee (IASC) was formed as a not-
for-profit corporation incorporated in the USA. The IASC foundation is the parent entity of the
IASB.

From April 2001 the IASB assumed accounting standards setting responsibilities from its
predecessor body, IASC. This restructuring was based upon the recommendations on shaping
IASC for the future.

Bl Objectives of the International Accounting Standards Board

1. To develop, in the public interest, a single set of high quality, understandable and
enforceable global accounting standards that require high quality, transparent and
comparable information in general purpose financial statements.

2. To provide the use and vigorous application of those standards.

3. To work actively with the national accounting standard setters to bring about
convergence of national accounting standards and IFRS to high quality solutions.
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THE INTERNATIONAL FEDERATION OF ACCOUNTANTS (IFAC)

The IFAC is a private sector body established in 1977 and which now consists of over 100
professional accounting bodies from around 80 dif
is to co-ordinate the accounting profession on a global scale by issuing and establishing

international standards on auditing, management accounting, ethics, education and training.

The IFAC has separate committees working on these topics and also organizes the world

congress of accountants, which is held every five years. The IASB is affiliated with the IFAC.

I:I INTERNATIONAL PUBLIC SECTOR ACCOUNTING
STANDARDS BOARD (IPSAB)

Regulation of public not-for-profit entities, principally local and national governments and
governmental agencies, is by the IPSAB, which comes under the IFAC.

Fast forward 1T ICPAK, RAB and KASNEB jointly form the framework of regulation of the

accounting profession in Kenya.

It is important to put accounting into practical perspective. This will be made possible by looking at
the institutions that regulate the climate within which the accounting profession is practiced.

The Accounting Act was enacted by the parliament into chapter 531, Laws of Kenya in1977.

The Act then established the Institute of Certified accountants of Kenya (ICPAK), the
Registration of Accountants Board (RAB) and the Kenya Accountants and Secretaries National
Examinations Board (KASNEB).

[
X
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The three jointly form the framework of regulation of the accounting profession in Kenya.

H Role of ICPAK

1. To provide standards of professional competence and practice among its members.

2. To promote research into the subjects of accountancy, finance and related matters,
and the publication of books, periodicals, articles and journals in that connection.

3. To promote the international recognition of the institute.

4. Advise the examinations board on matters relating to examination standards and
policies.

5.  Carry out any other functions prescribed for it under any other provision or under
other written law

6. Do anything incidental or conducive to the performance of any of the preceding
functions
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Role of KASNEB

1. Prepare syllabuses for accountants and secretaries examinations
2. Make rules in relation to the examinations
3. Issue certificates to candidates who have satisfied the examination requirements.

Role of RAB

1. Register the accountants that have been certified by the examination body to have
fulfilled the examination requirement.

2. Issuance of practicing certificates to those wishing to render the accounting services
to the public

CHAPTER SUMMARY

Accounting may be defined as the process of identifying, measuring, recording and
communicating financial information in order to permit users to make informed decisions.

More simply, accounting could be explained as keeping records about the transactions a business,
or other organisation, takes part in so as to be able to gauge how well the organisation is doing.

Accounting may be split into four main categories:

a) Financial accounting

b)  Auditing

c) Cost accounting

d) Management accounting

The reason why the accounting process is carried out by organisations is to enable users of
financial information such as the government and investors to take profitable courses of action
on the basis of the financial information provided.

The accounting equation may be presented as follows:

Assets = Liabilities + Capital

Accounting information should be:

a) Comprehensible
b) Complete

c) Reliable

d) Relevant
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CHAPTER QUIZ

1. What is financial reporting?

2. What are the two main financial statements drawn by accountants?
3. List 5 general purposes of accounting?

4, Assetsi Capit al —éééeée."?

5. List 5 qualities of good accounting information?

STUDY TEXT
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|
ANSWERS TO CHAPTER QUIZ
[

1. A way of recording, analyzing and summarizing financial data.
2. The statement of comprehensive income and the statement of financial position (also
known as the balance sheet).
3. - Helps in decision making.
- Ascertain the value of the business.
- Know the profit and loss position.
- Ascertain the assets and liabilities of the firm.
- Know the cash and wealth of the business.
4. Liabilities.
5. - Understandability.
- Relevance.
- Reliability.
- Comparability.
- Timely.

|
u PAST PAPER ANALYSIS
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CHAPTER TWO

ACCOUNTING PROCEDURES AND TECHNIQUES

» OBJECTIVES

After studying this chapter, you should be able to:

Define bookkeeping and distinguish it from accounting

Explain the accounting cycle

Prepare book of original entry and the various ledgers

Distinguish between real, nominal and personal accounts

Understand and prepare two column, three column and petty cashbook

Prepare a bank reconciliation statement

Prepare initial accounts

Record transactions with regard to assets, liabilities, capital, income and expenses
Balance off accounts and extract a trial balance

Identify the different types of errors and pass journal entries to correct them

To o o o o o I I o Io

» INTRODUCTION

In this chapter we will introduce bookkeeping, books of original entry and take you through the
accounting cycle. We will finally explain how to extract the trial balance and use it to detect
errors and how to correct them.

» DEFINITION OF KEY TERMS

Assets: an asset can be defined as resources present in a business organization that have
probable future economic benefit. They include cash, land and buildings stock e.t.c.

Assets can either be defined as current, non-current or intangible.

Current Assets: these are assets consumed in one year or are expected to benefit the firm
within a period of not more than one financial year e.g. stock, cash at hand, cash at bank,
debtors, prepayments e.t.c

Non-current Assets: these are assets whose economic benefits to the organization are
achieved for a period exceeding one financial year. Examples would be land and buildings,
motor vehicles, plant and machinery, computers e.t.c

Intangible Assets: these are assets of economic value to the business enterprise but cannot
be physically felt or seen e.g. goodwill, patents, copyrights e.t.c

STUDY TEXT
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Liabilities
These are obligations that a business is expected to meet within a certain duration. They can

also be defined as total funds owed for assets supplied to a business or expense incurred but
not paid yet.

Liabilities can either be short term or long term. Short term liabilities are those that are expected to
be met within duration of one financial year. Payment for accrued expense, creditors, dividends to
share holders e.t.c. on the other hand long term liabilittes are those payable within a period
exceeding one financial year e.g. long term loan, re-payment of debentures e.t.c

Capital: this is defined as the total of all resources invested and left in business by its owner.

Revenue/lncome: this can be defined as the monetary value of all goods and services sold to
customers by a business enterprise

Expenses: This can be defined as the monetary equivalent of all resources/assets that have
been consumed during a given period to generate the revenues for the business organization
in a given accounting period.

» EXAM CONTEXT

Most question set will require a thorough understanding of this chapter since it forms the basis
of most accounting work.

» INDUSTRY CONTEXT

STUDY TEXT

This chapter also acts as a foundation to more complex accounting. This chapter details simple
accounting, books of original entry and bank reconciliation. These are accounting activities
done on a daily basis by accounts assistant and act as source document for final financial
statements. Auditor will always assess these to be able to approve final financial statements.

2.1 BOOK KEEPING

Fast forward - Book keeping is intended to record all the accounting data in such a way that
one can make a deduction based on it.

Book keeping defined as the process of recording business transactions (data) in a systematic
manner. It can also be defined as that part of accounting that is concerned with recording data.
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Book keeping is intended to record all the accounting data in such a way that one can make a
deduction based on it. The deductions could be such as:

A How much sales has been achieved over a given period of time, be it a day, a month,
or a year.

A How much is owed to the creditors.

A How much is available in the bank, among others.

The whole process of book keeping is in the form of a cycle i.e. the accounting cycle.

|
. 2.2 THE ACCOUNTING CYCLE

The accounting process can be perceived as a cycle which starts with the occurrence of a
transaction, recording of the transaction and finally the preparation of the financial statements.
Financial statements are reports on results of all the transactions that occur during the year
and the position of the business as at the last date of the accounting period. A transaction is an
activity which involves the exchange of goods and services for another thing of value e.g. when
the business purchases goods for sale, sells goods to customers on credit, pays for services
e.g. telephone.

A transaction is first recorded in the source documents e.g. the cash sale receipt, the invoices
received from creditors, debit and credit notes issued and received etc

STUDY TEXT

The daybooks as the name suggests they are filled daily showing all the transactions that
occurred during the day. Such information is obtained from the source documents.

The data in the day books is then filled in the ledger accounts and a trial balance extracted as
the end of the accounting period. Adjustments e.g. for prepayments and accruals are then
made and an adjusted trial balance is drawn reflecting these changes.

From this trial balance, the final statements are prepared i.e. the statement of comprehensive
income which reveals whether the company made a profit or loss from the transactions carried
out in the year, and the statement of financial position which tells of the financial position of the
business in terms of its assets and liabilities as at that closing date.

After these, the closing entries are made to prepare the accounts to receive the data for the
following financial period and a closing trial balance extracted.

This marks the end of journals

For every transaction entered into the business enterprise, there is the primary book where it
will be initially recorded. This is known as books of original entry.
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|
- 2.3 BOOKS OF ORIGINAL ENTRY

Fast forward - Accounts can be divided into personal accounts and impersonal accounts.

Books of original entry can be defined as the books in which we first record a transaction.
These books essentially record the following details of a transaction:

A
A
A
A
A

date of the transaction

the name of the person/ firm with whom the transaction took place
the details of an item bought or sold e.g. a motor vehicle stock e.t.c
detalils for cross referencing

the amount (shown in monetary terms) of the transaction

Books of original entry are known as journals or daybooks. Both terms are used interchangeably.
The commonly used books of original entry are:

L] i. PURCHASES JOURNAL

This journal is used to record all purchases made on credit only.

Example
PURCHASES JOURNAL

Date Details Folio Amount (Sh)
1/12/2006 J. Chege PL 009 4,200
1/12/2006 A. Mbole PL 011 6,700
4/12/2006 J. Chege PL 009 9,200
5/12/2006 B. Gummo  PL 010 2,100
8/12/2006 H. Njeri PL 014 4,100
8/12/2006 A. Mbole PL 011 10,400
9/12/2006 J. Chege PL 009 8,500

10/12/2006 A. Mbole PL 011 6,100

51,300
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[ ] ii. SALES JOURNAL

A sales journal records credit sales only.

>>> Example

SALES JOURNAL
Date Details Folio Amount
(Sh)
1/4/2006 J. Kamau SL 001 5,000
1/4/2006 P. Otieno SL 002 4,000
2/4/2006 E. Muteti SL 003 3,200
3/4/2006 P. Otieno SL 002 4,700
4/4/2006 J. Kamau SL 001 4,200
5/4/2006 A. Kioko SL 005 6,700
6/4/2006 J. Kamau SL 001 2,800 .
<
30,600 0
|_
>
[a)
)
[ ] iii. RETURN OUTWARDS JOURNAL 'U‘)

It records goods returned by the business to the suppliers for the reason that they are either
tampered with, are not of the kind ordered for, are damaged, or are in excess of the amount
ordered.

>>> Example

RETURN OUTWARDS JOURNAL

Date Details Folio Amount (Sh)
9/12/2006 A. Mbole PL 011 1,100
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[] iv. RETURN INWARDS JOURNAL

This journal is used to record all the goods that are returned to the business by the customers
because they were not the kind ordered for or were in excess e.t.c

>>> Example

RETURN INWARDS JOURNAL

Date Details Folio Amount (Sh)
8/4/2006 J. Kamau SL 001 800
9/4/2006 A. Akiko SL 005 500

1,300

[1] v.CASHBOOK

This is a book of original entry that is used to record all cash received or paid out by the
business via the cash till or via the business?o
since it acts both as a book of original entry as well as a ledger account where all transactions

affecting cash are recorded. It shall be dealt with in detail later on in this chapter.

I:I vi. GENERAL JOURNAL: (ALSO REFERRED TO AS
THE JOURNAL PROPER)

All other transactions not falling into any of the above journals are recorded in this journal.

In the general journal the following details relating to the transaction are included; date, the
name of the account to be debited, the name of the account to be credited and a brief narration
or description of the transaction as illustrated below.

GENERAL JOURNAL

Date |Details Debit(Dr) | Credit(Cr)
s Account to be debited —
account to be credited *kdokk

(a brief narrative to describe the above transaction)




ACCOUNTING PROCEDURES AND TECHNIQUES

A general journal has the following uses:

Recording the purchase or sale of fixed assets on credit
Correction of errors in the ledger accounts

Adjustment of ledger entries

Writing off of bad debts

Do Do Do Do

[[1] POSTING

When all transactions have been entered into the specific journals, they are then entered into
their respective accounts in the ledger in a process referred to as posting. An account is a
place where all details relating to a particular asset, liability or capital, is recorded. There could
be an account for motor vehicles, another for buildings, another one for a specific creditor and
yet other separate accounts for each debtor e.t.c.

Accounts can be divided into two:

A Personal accounts
A Impersonal accounts.

Personal accounts are accounts dealing with customers and suppliers i.e. debtors and creditors.
Impersonal accounts on the other hand can further be divided into:

Real account used for recording possessions like land, motor vehicles, buildings, furniture and
fittings.

Nominal account used for recording capital, income and expenses.

Al l accounts are prepared in a O6TO6-adcauntasnBhe T-and

accounts have two sides; the debit side on the left and the credit side on the right of the
account as shown below.

STUDY TEXT

<Name of the account>
Dr Cr
DATE| PARTICULARS AMOUNT (Sh)| DATE PARTICULARS|AMOUNT (Sh)

Every transaction in a business affects two accounts. One of the accounts is debited while the
other is credited by the same amount giving rise to double entry book keeping i.e. for each
entry recorded in the journals there will be a debit and a credit entry in two separate accounts
in the ledger.
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A brief example would be when we buy a motor vehicle for cash. Two items will be
affected:

A We will have a new asset; known as a car (a motor vehicle)
A On the other hand, the asset ca