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(One error in a frame is treated as a frame in error.
HOW TO USE THIS PROGRAMME
introduction
This is an experimental programme in applying a new technique to the problems of learning accounting. The authors would appreciate comments from both teachers and others who use the programme, to improve the design of later editions.
purpose of the programme
The programme enables you to teach yourself very rapidly the language of debit and credit and the basic technique of bookkeeping. It is not a text book in the normal sense but may be used in conjunction with one of the many textbooks available. It is a programme of self instruction which leads you to an understanding of how business transactions can be translated into debits and credits, and how book-keeping converts this basic data into the information required for the preparation of accounting reports.
The programme leads you from simple to complex ideas in a gradual fashion. If you are unfamiliar with book-keeping you will not be able to understand the later parts of the book until you have understood what comes before. The programme is like a ladder and the parts of the programme are like the rungs in a ladder. You cannot reach the top rung of a ladder unless you have first used all the lower rungs. If there are several rungs missing in the ladder, it is not only very difficult to reach the top, but the ladder also becomes unstable. The same things apply to your knowledge of book-keeping.

contents
The book is divided into six chapters. Chapter I is a brief introduction. Chapter II is adapted from the programme “Accounting Reports” to provide the groundwork on which to build an understanding of book-keeping. Chapters III to VI comprise the main programme, which is followed by a quiz to test the knowledge you have acquired. A glossary of book-keeping language is available at the back of the book.
technique
The following technique is used in writing the programme:

1.
The number of words needed for a correct response is indicated by the number of dotted lines (................ ................ ................)


2.
An acceptable answer to a frame is the correct answer, shown, or any reasonable synonym. You are the judge.

3.
Answers that require an amount of money are indicated in the frame by “£................” and not by the normal “................”.
accounting  step  by  step  routine

routine
The routine for the, student to follow in using the programme is as follows:

1.
Read the summary of the set but do not study it in detail. If you already understand all the words, pass on to the next set. If not, do not attempt to learn from the summary but begin the set.


2.
Read each frame and refer to the appropriate exhibit each time.


3.
Write your response in the book or on a separate sheet of paper.


4.
Check your response with the correct answer which is one frame down. Do not wait until the end, check each answer separately.


5.
If your answer is the same as the correct answer, or if you judge it to be a reasonable synonym, mark it with a tick and go on to the next frame.


6.
If the answer is not correct; read the frame again, write the answer to the frame correctly, and then go on to the next frame.


7.
At the end of the set, read the summary of the set again. Count the number of correct answers you have made. If you have 80% correct, move on to the next set. If you have less than 80% correct, do the set again.

writing the answers
Writing the answers in the space provided or on a separate sheet of paper is essential to the learning process. The answer must be written before you look at the correct solution. If you glance ahead you will lose half of the value of the programme. (However, a little intelligent cheating can be educational!)
sequence
Each frame must be answered in turn. The sequence has been carefully designed to introduce new knowledge and to reinforce old knowledge. Do not skip frames or sets. Any apparent repetitions are there for a good reason. Avoid careless answers. If you begin to make mistakes because you are tired and have not read the text carefully, take a rest. If you continually miss one particular point, go back to the set in which it first appeared and do that set again.

And now read quickly
through Chapter I:

“Introduction to Book-keeping”

viii
Chapter I
INTRODUCTION TO BOOK-KEEPING
Estimated time
10 minutes (twice) (Read at beginning and end of the programme)
Read quickly through the following paragraphs. Do not study them in detail until you have completed the whole programme.
Basic Rule
The basic rule of book-keeping is that every business transaction whether for cash or credit, can be translated into debits and credits of the same amount. This dual aspect of a transaction is the foundation of “double entry” book-keeping.
Records
Book-keeping records, or books of account, may be kept in a wide variety of forms. They may be bound books, sheets of paper, cards, accounting machine record cards, punched cards, punched paper tape, magnetic tape or even the storage area of a computer. No matter what the form of the record, the basic rule of book-keeping remains the same: the concept of debits and credits.
Book-keeping and Accounting
The process of book-keeping and accounting may be summarized into the following five steps:

A.
Book-keeping

1.
Translate transactions into debits and credits in a journal.


2.
Post the debits and credits to ledger accounts.

3.
Balance the ledger accounts to summarize the net effect of the entries.

4.
Extract a trial balance to check the arithmetical accuracy of the postings.


B.
Accounting

5.
From the trial balance prepare the accounting reports, balance sheet and income statement (profit and loss account).
accounting  step  by  step

Accounting Language
Accounting has been called the language of business. Like any language, it can never express our thoughts with absolute precision and clarity. Our task of learning this language is complicated by the fact that many of the words used in accounting mean almost, but not quite, the same as they mean in every-day life. You must learn to think of words in their accounting rather than their popular meaning. In this programme, we have used a standard set of English and American accounting terms, although certain other terms are also commonly used in practice. However, frequent repetition and writing of accounting terms reinforces your basic grasp of the language.
Accounting Period
The basis of all profit is the period (accounting period) during which the profit is realized. Thus £10 a week is not the same as £10 for a whole year. Again, the financial position of a business must relate to a particular date. Thus the picture at January 1st may not be the same as the picture at June 30th. Therefore, the accounting period and the date are vital information which affect the significance of the accounting reports.
Terminology
A glossary of common book-keeping words is provided at the end of the book.
The following list indicates some of the major differences between English and American terminology:

English Term
American Term

Debtors
Accounts receivable or receivables

Creditors
Accounts payable or payables

Stock of goods
Inventory

Share capital
Capital stock

Profit
Income

Accumulated profits
Retained earnings

Profit and loss account
Income statement
The authors believe that this should not present any difficulty.
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introduction to book-keeping

Debit and Credit

Some textbooks teach the application of debit and credit as:

(a)
Credit the giver

(b)
Debit the receiver
However this approach has certain logical limitations. In this programme we have used a different approach. We first define:

(a)
Debit, as left-hand side


(b)
Credit, as right-hand side

(c)
Basic debits, as assets, costs and expenses

(d)
Basic credits, as liabilities, owners’ equity and sales
which facilitates very rapid assimilation of the book-keeping technique.
Now start the programme at Chapter II, Set 1.
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Chapter II

ACCOUNTING REPORTS
Set 1 INCOME STATEMENT (PROFIT AND LOSS ACCOUNT)
Estimated time
15 minutes
SUMMARY
The income statement (profit and loss account) of a business relates to a specific accounting period. It matches sales against cost of sales and expenses, to compute a figure of profit for the accounting period. Profit realized is not the same as cash received.
Sales, less cost of sales and expenses, equals profit.
Sales equals cost of sales, plus expenses, plus profit.
[image: image1.emf]
Chapter II set 1

INCOME STATEMENT (PROFIT AND LOSS ACCOUNT)
Exhibit 1
LIN TRADING COMPANY
	Income Statement—Year ended December 31, 2007

	Sales of goods
Less:
	
	£1,000

	Cost of the goods sold
Expenses
	£500
  200
	   700

	Profit
	
	   300


Exhibit 2
LIN TRADING COMPANY
Income Statement—Year ended December 31, 2007
	Cost of sales
	  £500
	Sale of goods
	£1,000

	Expenses
	    200
	
	

	Profit
	    300
	
	

	
	£1,000
	
	£1,000


Note: (1) The detailed book-keeping process to arrive at the above income statement 
is shown in Set 12.

(2) A diagrammatic illustration of the income statement is as follows:
	
	Cost of Sales £500
	
	Sales £1,000
	

	
	Expenses £200
	
	
	

	
	Profit £300
	
	
	


	frame detail
	
	correct answers

	1 If we sell for £1,000 goods which cost us £5005 we make a profit of £.............
	
	Now check your answer with the correct answer in the frame below. Tick it if correct.

	2 However, if we also have to pay £200 to store the goods until they are sold, our profit is reduced from £500 to £.............
	
	£500

	3 Now read Exhibit 1 which is an ............. ………. for the .............. .............. Company.
	
	£300

	4 The income statement is for a period of ................ year, ended on ................ ................ ................
	
	income statement

Lin Trading

	5 It shows that during that period the Lin Trading Co. sold goods for £1,000 which cost £................ The Company paid £................ for expenses and made a ................ of £300
	
	one
December 31, 2007

	6 In an income statement or ................ and loss account :

Sales
£1,000

Less costs and expenses
£700


Equals ................ 
£300
	
	£500

£200
profit
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	frame detail
	
	correct answers

	7 Profit equals ............ less ............ and ............
	
	profit

profit

	8 Sales less costs and expenses equals ................
	
	sales

costs

expenses

	9 The cost and expenses are associated or matched with the sales for the year 2007, in a statement called a ................ ................ ................ ................ or income statement.
	
	profit

	10 If the sales for a period are properly associated or matched with, costs and expenses, the resulting figure of profit ................ (is, is not) correct. Profit ................ (does, does not) mean broadly the same as income.
	
	profit and
loss account

	11 Now read Exhibit 2 which ................

(does, does not) present the same information as Exhibit 1.
	
	is
does

	12 Exhibit 2 is an ................ because it matches ................ with ................ and ................ 
	
	does
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	frame detail
	
	correct answers

	13 Sales, less cost of sales and expenses, equals ............. Therefore, sales £1,000 equals cost of sales £........., plus expenses £.........., plus profit £..........
	
	income statement

sales

costs

expenses

	14 Of the goods purchased for £500 were any left over at the end of the year?
	
	profit (income)
£500

£200

£300

	15 Cost of sales in an income statement represents the cost of goods actually sold and ............ (does, does not) include goods purchased but not sold. Is the term “cost of sales” the same as “cost of goods sold”?
	
	No

	16 The statement for a period which shows sales, costs, expenses and profit ............. (is, is not) a balance sheet. It is an income statement otherwise known as a ............. ............. .............. …………
	
	does not
yes

	17 A profit and loss account or ............. statement shows the profit or loss for an accounting period.
	
	is not
profit and loss

account

	18 Does an income statement show the profit or loss of a business for:

(a) A particular date

(b) A particular period
	
	income


17
	frame detail
	
	correct answers

	19 Sales less costs and expenses equals .......... during an accounting period
	
	(b)

	20 Sales equals ............, ............ and ............ during an accounting period
	
	profit

	21 The time period of an income statement is called the .............. ..............
	
	cost

expenses

profit

	22 Exhibit 2 is an .............. .............. for the .............. .............. Company for the period of .............. year ended December 31, 2007.
	
	accounting
period

	23 Now read again the summary of the set Count up the number of your correct answers. If you have more than 17 correct, carry on to the next set.
	
	income statement

Lin Trading

one
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chapter II set 2
BALANCE SHEET
Estimated time
25 minutes
SUMMARY
The balance sheet presents a financial picture of a business and lists the assets, liabilities and owner’s equity of the business at a specific date. It is not the same as an income statement.
Valuable things owned by a business such as cash, debtors, inventory (stock), prepaid expenses and car are assets. Creditors are liabilities.
The owner’s equity is the original investment (share capital) plus the profits earned and accumulated in the business.
Assets are generally recorded at cost or lower and not at their market or resale prices.
Assets less liabilities equals owner’s equity or net worth.

Assets equals liabilities plus owner’s equity.
Note. (a)
In a balance sheet we shall (for book-keeping purposes) record assets on 
the left side, and liabilities and owner’s equity on the right side.

(b)
Remember:

Debtors are receivables

Creditors are payables

Stock is inventory

Share capital is capital stock

Accumulated profit is retained earnings

Profit is income
Chapter II Set 2
BALANCE SHEET
Exhibit 1
	LIN TRADINI COMPANY

	Balance Sheet at December 31, 2007

	Assets
(of the business)
	Claims
(against the business)

	Cash and other assets
	£1,460
	Creditors’ claims

Owner’s claims
	£     160

    1,300

	
	£1,460
	
	£   1,460


	frame detail
	
	correct answers

	1 Read and refer continually to Exhibit 1. It is the balance sheet of the Lin Trading Company at December ........... 2007. It is an instantaneous financial picture of the business as of the .......... day of the year.
	
	Now check your answer with the correct answer in the frame below. Tick it if correct.

	2 The left-hand side of the balance sheet lists the .............. of the business.
	
	31

last

	3 The right-hand side of the balance sheet lists the .............. against the business.
	
	assets

	4 Assets of the business and claims against the business are presented together in the ............ ........... of the business.
	
	claims

	5 The balance sheet of a business is an instantaneous financial .............. of the business.
	
	balance sheet

	6 Have you already checked your answer to frame 5 with the correct solution?
	
	picture
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	frame detail
	
	correct answers

	7 The balance sheet of this business was dated on the last day of the accounting year 2007 and showed .............. and .............. in equal amounts.
	
	Correct answer “yes”. If your answer is “no”, please remember to check each answer one by one as you do it. Do not wait until the end of the page or set.

	8 Valuable things owned by a business are all ..............
	
	assets

claims

	9 However claims against the business may be of two (not 57!) varieties: creditors’ .............. and owner’s .............. Added together they are equal to the total claims and also equal to the total ..............
	
	assets

	10 The fundamental identity of the balance sheet is that assets always .............. claims.
	
	claims

claims

assets

	11 In Exhibit 1, Lin Trading Company has assets of £1,460. Therefore, the balance sheet must also show claims of £..............
	
	equal

	12 Creditors’ claims are £160 and owner’s claims must be £..............
	
	£1,460
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Chapter II Set 2
BALANCE SHEET
Exhibit 2
	LIN TRADING COMPANY LIMITED

	Balance Sheet at December 31, 2007

	Assets
(Debits)
	Liabilities and Owner’s Equity
(Credits)

	Cash
	£1,000
	Liabilities:
	

	Debtors
	     160
	Creditors
	£ 160

	Stock of goods
	     100
	Owner’s equity:
	

	Prepaid expenses
	       50
	Share capital
	1,000

	Car
	     150
	Accumulated profit
	   300

	
	£1,460
	
	£1,460


Note. (1) The detailed book-keeping process to arrive at the above balance sheet is 
   shown in Set 12.

(2) A diagrammatic illustration of a balance sheet is as follows :
	
	Assets
£1,460
	
	Liabilities £160
	

	
	
	
	Owner’s Equity £1,300
	


	frame detail
	
	correct answers

	13 Assets minus creditors’ claims equal ............ claims.
	
	£1,300

	14 The balance sheet relates to one business, on a ............ day, and assets and claims are expressed in ............ values.
	
	owner’s

	15 Now read and continually refer to Exhibit 2, which is a detailed ............ ............ of Lin Trading Company Limited.
	
	specific

money

	16 In Exhibit 2 the valuable things owned by Lin Trading Company Limited are cash, debtors, stock, ............ ............ and car. These are called ............
	
	balance sheet

	17 Money owned by a business is an asset called ............
	
	prepaid expenses

assets

	18 Money receivable by a business is an asset called ............
	
	cash
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	frame detail
	
	correct answers

	19 Goods for resale owned by a business are assets called ............
	
	debtors (receivables)

	20 A prepaid expense describes money which has been paid for a benefit that has not yet been fully received. It is an ............ of the business
	
	stock (inventory)

	21 A fire insurance premium for 2008, prepaid by Lin Trading Company in 2007, would be listed in the balance sheet of December 31, 2007, as a ............
	
	asset

	22 The car owned by the business is an ............ of the business.
	
	prepaid expense

	23 All the assets in Exhibit 2 are expressed in ............ values. They are listed on the ..........-hand side of the balance sheet.
	
	asset

	24 In the balance sheet, the amount of the ............ is equal to the amount of the claims. Claims are listed on the ............-hand side of the balance sheet.
	
	money

left


25
	frame detail
	
	correct answers

	25 Creditors’ claims are technically called liabilities. Owner’s claims are technically called owner’s ............ In Exhibit 2, liabilities are £............and owner’s equity is £............
	
	assets

right

	26 Liabilities are ............ claims.
	
	equity

£160
£1,300

	27 Liabilities are money owed ............ (to, by) a business.
	
	creditors’

	28 Goods and services already received by a business and not yet paid for are a liability called ............
	
	by


26
	frame detail
	
	correct answers

	29 Assets minus liabilities equal ............ …………
	
	creditors’

	30 Assets are listed on the ............ side of a balance sheet, and liabilities and owner’s equity are listed on the ............
	
	owner’s equity

(owner’s claims)

	31 Owner’s claims against a business are called ............ ............
	
	left (debit)

right (credit)

	32 In Exhibit 2 share capital is £............
	
	owner’s equity

	33 When a business becomes a limited company, it issues ............ ............
	
	£1,000

	34 When you see share capital in a balance sheet you know the business is usually a ............ ............
	
	share capital
(capital stock)


27
	frame detail
	
	correct answers

	35 Shareholders own the ............ ............
	
	limited company

	36 The original investment of the shareholders in a limited company is called the ............ ……….. In Exhibit 2, the share capital of £1,000 is the ............ ............ of the shareholders.
	
	share capital
(capital stock)

	37 In Exhibit 2, accumulated profit is £............ Accumulated profit is that profit which is ............ in the business. It is part of the ............ claims against the company.
	
	share capital

original investment

	38 Accumulated profit and share capital together make up ............ ……….. The amount of accumulated profit ............ (is, is not) equal to the profit earned in the income statement of Exhibit 2 of the previous set.
	
	£300

accumulated

owner’s

	39 In Exhibit 2 owner’s equity is £1,300. The original investment of the shareholders was £1,000, and the additional £300 represents ............ …………
	
	owner’s equity

is

	40 What does the accountant become when he fails to make both sides of the balance sheet add up to the same amount?
	
	accumulated profits

(retained earnings)


28
	frame detail
	
	correct answers

	41 The right side of a balance sheet shows ............, and ............ ............ The left side of a balance sheet shows ............
	
	severely unbalanced (?) (angry)

	42 A statement which presents the assets, liabilities and owner’s equity of a business at a particular date is called a ............ ............
	
	liabilities
owner’s equity

assets

	43 ............ = liabilities plus owner’s equity assets less liabilities = ............ ............ assets less owner’s equity = ............
	
	balance sheet

	44 Valuable things owned by a business are .........

Liabilities are ............ ............

Owner’s claims are ............ ............
	
	assets

owner’s equity

liabilities

	45 A balance sheet is an instantaneous ............ ............ of a business. It relates to a particular moment of ............
	
	assets

creditors’ claims

owner’s equity

	46 Prepare a simple balance sheet for the following situation: creditors £20, cash £60, owner’s equity £40.
	
	financial picture
time
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	frame detail
	
	correct answers

	47 Prepare a simple balance sheet for the following situation: Trade creditors £100, other creditors £50, stock £200, cash £10, share capital £50, land £50, debtors £200, accumulated profit £260.
	
	Cash
	£

60
[image: image5.png]Elpny
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60
	Creditors Owner’s equity
	£
20
40

60

	48 Prepare a simple balance sheet for the following situation: debtors £10, land £200, mortgage loan £150, cash £30, owner’s equity £90.
	
	Cash Debtors Stock Land
	£
10
200
200
50


460
	Trade creditors
Other creditors
Share capital Acc. Profit
	£
100

50
50

260
460

	49 Now read again the summary of the set. Count up the number of your correct answers. If you have more than 40 correct, carry on to the next set.
	
	Cash Debtors Land
	£

30
10

200
240
	Mortgage loan

Owner’s equity
	£

150

90
240
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chapter II set 3
BUSINESS TRANSACTIONS
Estimated time
10 minutes
SUMMARY
Transactions may be for cash or for credit. In a credit transaction a liability is incurred but cash is transferred later as a separate transaction.
All transactions have a “dual aspect” (debit and credit) and thereby affect two items on a balance sheet.
Accounting conventions recognize transactions at particular times. For example, sales transactions are generally recognized when the goods leave the seller’s premises, whereas purchase transactions are normally recognized when the goods are received by the buyer.
Chapter II Set 3
BUSINESS TRANSACTIONS
Exhibit 1 Effect of a cash transaction
When a business buys £2,000 of stock (inventory) for cash the effect on the balance sheet is:
	Balance Sheet

	Assets
	
	
Liabilities

	Stock plus
	£2,000
	
£

	Cash less
	  2,000
	


and the balance sheet continues to balance.
Exhibit 2 Effect of a credit transaction
When a business buys £2,000 of stock (inventory) on credit, the effect on the balance sheet is:
	Balance Sheet

	Assets
	
	Liabilities

	Stock plus
	£2,000
	Creditors plus £2,000

(accounts payable)


and the balance sheet continues to balance.
Exhibit 3 Effect of a cash transaction
When the business settles the account of £2,000 due to the creditor, the effect on the balance sheet is:
	Balance Sheet

	Assets
	Liabilities

	Cash less
£2,000
	Creditors less
£2,000


and the balance sheet continues to balance.
	frame detail
	
	correct answers

	1 At any time during the existence of a business its financial picture may be recorded on a ............ ............
	
	Now check your answer with the correct answer in the frame below. Tick it if correct.

	2 As time goes on, the picture changes because transactions take place. A balance sheet may record all these ............ that take place.
	
	balance sheet

	3 Transactions are basically of two types: cash transactions and credit ............ When you buy stock for cash3 you are engaging in a cash ……….. When you buy stock on credit, you are engaging in a ............ transaction
	
	transactions

	4 Read Exhibit 1, which shows the effect of a cash ............ In the balance sheet, cash is reduced by £............ and stock is increased by £............ The number of items changed in the balance sheet is
	
	transactions
transaction

credit

	5 One individual transaction will always change at least two figures in the ............ ………… This is why a transaction is said to have a dual aspect. One trans action always has a ............ aspect in the balance sheet.
	
	transaction

£2,000

£2,000 two

	6 Read Exhibit 2, which shows the effect of a credit ............ In the balance sheet stock is increased by £ ............, and creditors is increased by £............ This individual transaction has a ............ ……… in the balance sheet.
	
	balance sheet dual
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	frame detail
	
	correct answers

	7 In a credit transaction., the liability is incurred now, but the cash is transferred later as a separate ............
	
	transaction

£2,000

£2,000

dual aspect

	8 Read Exhibit 3, which shows the effect of a cash settlement of the credit ........... in Exhibit 2. In the balance sheet cash is reduced by £............ and creditors is reduced by £............ The number of items changed in the balance sheet is ............
	
	transaction

	9 All transactions ............ (are, are not) for cash.
	
	transaction

£2,000

£2,000

two

	10 All transactions . ............ (do, do not) have a dual aspect in the balance sheet.
	
	are not

	11 Any credit transaction implies a later cash ............
	
	do

	12 Every transaction has a ............ ............ in the balance sheet.
	
	transaction


34

	frame detail
	
	correct answers

	13 There are certain conventions in accounting about the time that transactions are recognized. The buyer recognizes a purchase when the goods are received in his storeroom. The time of this recognition is an accounting ............
	
	dual aspect

	14 Goods ordered on Monday are received in the buyer’s storeroom on Tuesday. The transaction is recognized by the buyer on ............ A change in the figures of the buyer’s balance sheet will there fore take place on ............
	
	convention

	15 A buyer conventionally recognizes a trans action when goods are 
............ in his storeroom.
	
	Tuesday

Tuesday

	16 A seller conventionally recognizes a transaction when goods are shipped out of his ............
	
	received

	17 Goods are shipped out of the seller’s storeroom on Monday and received in the buyer’s storeroom on Wednesday. The seller recognizes a transaction on ............ and the buyer recognizes a transaction on ............
	
	storeroom

	18 A change in the figure of the seller’s balance sheet will take place on ………… and a change in the figures of the buyer’s balance sheet will take place on ............ The time-lag between changes in the two balance sheets is due to accounting ............
	
	Monday

Wednesday
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	frame detail
	
	correct answers

	19 A buyer orders goods on Monday, receives them in his storeroom on Tuesday, and pays for them on Wednesday. On Tuesday, he will recognize a credit transaction and on Wednesday he will recognize a ............ transaction.
	
	Monday

Wednesday

convention

	20 A seller ships goods out of his storeroom on Monday, and is paid for them on Wednesday. On Monday he will recognize a ............ transaction, and on Wednesday he will recognize a ............ transaction.
	
	cash

	21 Figures change in a balance sheet only when a transaction is ............ Time of recognition is governed by accounting ............
	
	credit

cash

	22 All transactions may be recorded in the ............ ............ They are of two kinds:—............ trans actions and ............ transactions; any credit trans action implies a later ............ transaction. Every transaction has a ............ ............ in the balance sheet. The time of recognition of a transaction is according to accounting ............
	
	recognized (made)

convention

	23 Now read again the summary of the set. Count up the number of your correct answers. If you have more than 17 correct, carry on to the next set.
	
	balance sheet

cash

credit

cash

dual aspect

convention
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Chapter III

BOOK-KEEPING TECHNIQUE
Set 4 DEBIT AND CREDIT
Estimated time
20 minutes
SUMMARY

Debit means “left-hand side”. Credit means “right-hand side”. In book-keeping debit and credit have no significance as being “good” or “bad” as is implied by the popular use of the same words.
Each item in the balance sheet and income statement is, by convention, either a basic debit or a basic credit:

(1) The items on the left-hand side: assets, costs and expenses are basic debits.

(2) The items on the right-hand side: liabilities and owner’s equity and sales are 
basic credits.

A basic debit is increased by debits and decreased by credits. Conversely a basic credit is increased by credits and decreased by debits.

Each business transaction has a debit aspect and a credit aspect of the same amount. Thus in a set of books the total debits always equal the total credits.

“Dr” means debit. “Cr” means credit.



Chapter III Set 4

DEBIT AND CREDIT

Exhibit 1 Basic debits and credits in accounting reports

Report
Basic Debits
Basic Credits


Balance Sheet
Assets
Liabilities




Owner’s Equity


Income statement
Costs
Sales



Expenses

Exhibit 2 Aspects of a transaction
The dual aspect of a £1,000 transaction is divided into:


Debit effect of £1,000
Credit effect of £1,000

	frame detail
	
	correct answers

	1 This set is deliberately repetitive to give you practice in the language of debits and credits. Each business transaction has a dual aspect or effect. One effect is called debit and the other is called .............
	
	Now check your answer with the correct answer in the frame below. Tick it if correct.

	2 The total amount of the debit of a transaction exactly equals the total .............
	
	credit

	3 The two effects of a transaction are the ............. effect and the ............. effect. They ............. (are, are not) the same as “good” and “bad”.
	
	credit

	4 Debits in book-keeping are always recorded on the left-hand side of the account, and credits are always recorded on the .............
	
	debit

credit

are not

	5 Debit means left side and credit means right side. Credits ............. (are, are not) always “good”. Debits ............. (are, are not) always “bad”.
	
	right

	6 Now read Exhibit 1, which defines basic debits and basic credits in two accounting reports: the .............sheet and the ............. .............
	
	are not

are not
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	frame detail
	
	correct answers

	7 In the balance sheet, assets are recorded on the left side and are, therefore, basic ............. (debits, credits), whereas liabilities are on the right side, and are basic .............
	
	balance

income statement

	8 Owner’s equity is recorded on the ............. side of the balance sheet and is therefore a basic .............
	
	debits

credits

	9 In the income statement costs and expenses are basic ..........., whereas sales are basic ...........
	
	right

credit

	10 Thus from Exhibit 1 we see that on the left side are the basic debits such as: ............., ............. and .............
	
	debits

credits

	11 Conversely the basic credits are: ............., ............., .............
	
	assets

costs

expenses

	12 Is your personality both an asset to you and a basic credit in your book-keeping.
	
	liabilities

owner’s equity

sales

	13 Now read Exhibit 2 which shows that one £1,000 transaction is divided into two effects: a £1,000 ............., and a £1,000 ............. effect.
	
	no, in book-keeping assets are always debits.
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DEBIT AND CREDIT
Exhibit 3 Rules for increases and decreases in basic account classes
	Basic Account

Class
	Increased

by
	Decreased

by

	Debits
	debits
	credits

	Credits
	credits
	debits


Exhibit 4 Rules for increases and decreases of basic accounts
	Basic Account
	Increased
by
	Decreased

by

	Basic Debits:
	
	

	Assets

Costs

Expenses
	debits

debits

debits
	credits

credits

credits

	Basic Credits:
	
	

	Liabilities

Owner’s equity

Sales
	credits

credits

credits
	debits

debits

debits




	frame detail
	
	correct answers

	14 In a transaction the amount of the debit effect ........... (is, is not) always exactly equal to the amount of the credit effect.
	
	debit

credit

	15 Now read Exhibit 3 which shows the rules for increases and decreases in ........... ........... classes.
	
	is

	16 If an account is a basic debit, it is ........... (increased, decreased) by further debits.
	
	basic account

	17 Debits are increased by more ........... and decreased by ...........
	
	increased

	18 To increase a debit we ........... it. To decrease a debit we ........... it.
	
	debits

credits

	19 Conversely to increase a credit we ........... it and to decrease a credit we ........... it.
	
	debit

credit
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	frame detail
	
	correct answers

	20 The basic rules of book-keeping divide all items in the accounting reports into basic debits or basic credits, according to the ........... of the accounting reports on which they are normally recorded.
	
	credit

debit

	21 Convention, and not logic or common sense, decides on which side of the accounting reports each item will be shown. Following Convention we may then determine for the book-keeping whether the item is a ........... debit or credit.
	
	side

	22 Now read Exhibit 4 which shows how to increase or decrease the six types of items shown on accounting reports: basic debits: ..........., ..........., ..........., and basic credits : ..........., ........... ..........., ...........
	
	basic

	23 As an asset is a basic debit, to increase it, we ........... and to decrease we ........... it.
	
	assets

costs

expenses

liabilities

owner’s equity

sales

	24 To increase basic debits we ..........., and to decrease basic debits we ...........
	
	debit

credit

	25 A debit will increase either assets, ........... or ...........
	
	debit

credit
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	frame detail
	
	correct answers

	26 Expenses are increased by debits, because they are basic ...........
	
	costs

expenses

	27 Credits ........... (increase, decrease) costs.
	
	debits

	28 Credits increase sales, owner’s equity and ............
	
	decrease

	29 Owner’s equity is a basic ........... It is therefore increased by credits and decreased by ...........
	
	liabilities

	30 Assets, cost and expenses are bask ..........., whereas liabilities, sales and owner’s equity are basic ...........
	
	credit

debits

	31 Bask debits are increased by more ........... and decreased by ...........
	
	debits

credits
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	frame detail
	
	correct answers

	32 Basic credits are increased by more ........... and decreased by ...........
	
	debits

credits

	33 On the left side of the accounting reports are the basic ..........., and on the right side the basic ...........
	
	credits

debits

	34 Are you getting your debits and credits sorted out?
	
	debits

credits

	35 Items in accounting reports are basic debits or credits not by logic but by ...........
	
	Keep trying—it’s just a knack! This set is a “gymnastic” exercise in debit and credit.

	36 Expenses and costs are basic ........... whereas sales are basic ...........
	
	convention

	37 In the income statement, on the left side are the basic ...........: costs and expenses, whereas on the right side are the basic ...........: sales.
	
	debits

credits
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	frame detail
	
	correct answers

	38 The basic debits in the balance sheet ........... (do, do not) include owner’s equity and liabilities.
	
	debits

credits

	39 Balance sheet basic debits are ...........
	
	do not

	40 To increase a debit we ........... it, and to decrease it we ........... it.
	
	assets

	41 Thus a debit will decrease a credit and ........... a debit
	
	debit

credit

	42 A credit will ........... a credit or ........... a debit.
	
	increase

	43 Debit and credit are by convention related to the ........... side and ........... side of accounting reports.
	
	increase

decrease
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	frame detail
	
	correct answers

	44 Now we test to see if you have grasped the essential idea of debit and credit. Which of the following statements are true or false:

(a)
Debits are good

(b)
Credits are good

(c)
Debit means left side of the account

(d)
Credit means right side of the account

(e)
Debits or credits are neither good nor bad

(f)
Assets are credits.
	
	left

right

	45 Read again the summary of the set. Then count up your correct answers. If you have more than 36 correct, carry on to the next set.
	
	false

false

true

true

true

false

(well done!)
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Chapter III

BOOK-KEEPING TECHNIQUE
Set 5 ACCOUNTS AND BALANCES
Estimated time
15 minutes
SUMMARY

For each basic debit item and each basic credit item in the accounting reports there is an “account” in the books of the business. An account is simply a page in the books. In a series of accounts in the books we analyse and summarize each aspect of a large number of business transactions.

The writing of a debit or credit entry in accounts is called posting. We post debits to the left side and credits to the right side of each account.

We balance the account by introducing an amount called “balance c/d—carried down” which, when added to the lower side, makes both sides add up to the same amount. This amount is then “brought down” on the opposite side of the account as “balance b/d—brought down”.

The balance brought down summarizes the net amount of the transactions recorded in the account to date. Each account may have a debit or credit balance according to the net total of debit and credit postings.

Chapter III Set 5
ACCOUNTS AND BALANCES
Exhibit 1 Cash transactions tabulated
	Jan.
1
Received


2
Paid


3
Received


4
Received


5
Paid
	£

5

4

2

1

3

	
6
Cash in Hand
	£1



Exhibit 2 Cash transactions analysed
	Receipts
	Payments

	
£
Jan.
1 Received
5


3
”
2


4
”
1
	
£
   Jan.
2 Paid
4


5
”
3

	
Total
8


Less paid
7
	

Total
7

	Jan. 6 Cash in Hand
1
	

	
	


	frame detail
	
	correct answers

	1 The “keeping” or recording of the debit and credit aspects of a transaction, is known as .............
	
	Now check your answer with the correct answer in the frame below and tick it if correct.

	2 An “account” in book-keeping is simply a page in the records which shows the common aspect of many different .............
	
	book-keeping

	3 Transactions are recorded in a page or ............. in the books of a business.
	
	transactions

	4 Each account records one aspect of transactions. Each item on the accounting reports has its own .............
	
	account

	5 Now read Exhibit 1, which summarizes informally ............. (how many) transactions of cash receipts and payments. If we have five hundred transactions then with this form of record the total receipts and total payments and the balance of cash ............. (are, are not) easily calculated.
	
	account (page)

	6 This exhibit uses ............. (one, two) side(s) of the page.
	
	five (not six)

are not
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accounts and balances

Exhibit 3 Cash transactions analysed and balanced
	Cash

	Receipts—Dr.
	Payments—Cr.

	Date
	Source
	Ref.
	Amount

£
	Date
	Source
	Ref.
	Amount

£

	Jan.
1


3


4
	From
A


”
B


”
C
	
	5

2

1
	Jan.
2


5


6
	
To D



E

Balance carried down
	4

3

1

	Total
	8
	
	Total
	8

	Jan.
6
	Balance brought down
	1
	
	
	
	


	frame detail
	
	correct answers

	7 Now read Exhibit 2 which records ............ (the same, different) transactions but separates ............ from ............
	
	one

	8 In this exhibit the balance can easily be calculated as £1 which is the difference between the receipts £............ and the payments £7.
	
	the same

receipts

payments

	9 Now read Exhibit 3 which ............ (does, does not) present the same data.
	
	£8

	10 The total receipts is recorded on the ............ side and the total payments on the ............ side.
	
	does

	11 The balance appears on ............ (one, both) side(s). It brings the totals of each side to the ............ amount.
	
	left (debit)

right (credit)

	12 The difference between receipts and payments is £............ which is added as “balance carried down” to the ............ (higher, lower) side so that each side totals £............
	
	both

same

	13 The item that summarizes the total receipts and payments to date is the ............ figure of £1.
	
	£1
lower

£8
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ACCOUNTS AND BALANCES
Exhibit 4 Balancing basic debit accounts

	Cash Account (basic debit)

	Debit
	£
	Credit
	£

	Sales

Sales
	10
15
	Purchases

Balance c/d
	20

  5

	
	25
	
	25

	Balance b/d


(Debit)
	  5
	
	


	Land Account (basic debit)

	Debit
	£
	Credit
	£

	Cash
	2,800
	Cash

Balance c/d
	   261

2,539

	
	2,800
	
	2,800

	Balance b/d


(Debit)
	2,539
	
	


	frame detail
	
	correct answers

	14 The balance is “carried down” and “brought down” so that both sides of the account may ..........
	
	balance

	15 In Exhibit 3 the detail given in the account for each posting is: date., source, ............, amount.
	
	balance (agree)

	16 The date, ............ and reference of a transaction enable the posting in the account to be ............ back later.
	
	reference

	17 The account has two sides to make it easier to distinguish between debits and credits and to strike a ............
	
	source

checked (traced)

	18 The ............ side of the account is called the debit side.
	
	balance

	19 Each transaction is posted to ............ (one, two) account(s); one account is debited and other account is ............
	
	left
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ACCOUNTS AND BALANCES
Exhibit 5 Balancing accounts

	Cash Account (basic debit)

	Debit
	£
	Credit
	£

	Cash


”


”

Balance c/d
	10,000
20,000

15,000

45,000

25,000

70,000
	Purchases


”


”


	25,000

25,000

20,000

70,000


70,000

	
	
	Balance b/d

(Credit)
	25,000


	Rent Expense Account (basic debit)

	Debit
	£
	Credit
	£

	Cash
	2,500
	Balance c/d
	2,500

	Balance b/d

(Debit)
	2,500
	
	


	Sales Account (basic debit)

	Debit
	£
	Credit
	£

	Cash

Balance c/d
	    300

25,000
	Cash

Debtors

Cash
	15,000

10,000

    300

	
	25,300
	
	25,300

	
	
	Balance b/d

(Credit)
	25,000


	frame detail
	
	correct answers

	20 The transactions of a business are analysed and classified by book-keeping into a series of accounts. For each item in the accounting reports there is an ........... in the books.
	
	two
credited

	21 In book-keeping, is a credit always a “good thing”?
	
	account

	22 Now read Exhibit 4, which shows the accounts for cash and land. They are both assets and, there fore, the account balances should normally be basic ........... Do they have debit balances?
	
	Not necessarily, it might be a creditor.

	23 The cash account shows debits of £........... To date it has a total net ........... (debit, credit), which is carried down as the balance of £...........
	
	debits

Yes! (good)

	24 The cash account has a debit balance because ........... exceed ........... in the account.
	
	£25

debit

£5

	25 The land account has a ............. (debit, credit) balance of £2,539.
	
	debits

credits
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	frame detail
	
	correct answers

	26 Now read Exhibit 5 which is another example of ......... accounts.
	
	debit

	27 Creditors account has a net ........... (debit, credit) balance of £25,000 because the credits £........... exceed the debits £........... by that amount.
	
	balancing

	28 Rent expense account shows a debit balance of £2,500 because the ........... £2,500 exceeds the ........... £0.
	
	credit

£70,000

£45,000

	29 Sales account has a ........... balance of £25,000 because the ........... £25,300 exceed the ........... £300.
	
	debit

credit

	30 Any account may have postings to the ........... or ........... side. However the basic debit accounts normally end up with ........... (debit, credit) balances.
	
	credit

credits

debits

	31 In each account the balance is affected by the totals of debits and credits to date. It is brought down as a new net figure which ........... all the previous transactions.
	
	debit

credit

debit
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	frame detail
	
	correct answers

	32 Are you getting tired?
	
	summarizes (shows)

	33 Now read again the summary of the set. Then count up your correct answers, and, if you have more than 26 correct, carry on to the next set.
	
	Yes. Then take a ten minute break.
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Chapter III
BOOK-KEEPING TECHNIQUE
Set 6 CASH AND CREDIT
Estimated time
20 minutes
SUMMARY
In book-keeping the word “credit” has two meanings:

Credit means not for cash


Credit means right side of the account, the opposite of debit.
Transactions may be either for cash or credit. Cash transactions are either cash receipts or cash payments, which increase or decrease the cash balance.

Cash is an asset and therefore a basic debit. In terms of debit and credit, cash sales and purchases are recorded thus:

Cash receipts
Cash account
Dr.



Sales account
Cr.


Cash payments
Cash account
Cr.



Purchases account
Dr.
Credit transactions do not affect the balance of cash but they do increase debtors (basic debits) or creditors (basic credits). Credit transactions for sales and purchases are recorded thus:

Credit sales
Debtor account
Dr.



Sales account
Cr.


Credit purchases
Creditor account
Cr.



Purchases account
Dr.

Chapter III Set 6

CASH AND CREDIT
Exhibit 1 Cash transactions—payments
	Cash (basic debit)

	Dr.
	£
	Cr.
	£

	
	
	
(1) Asset


(2) Expenses
	20

10


	Asset (basic debit)

	Dr.
	£
	Cr.
	£

	
(1) Cash
	20
	
	

	
	
	
	


	Expenses (basic debit)

	Dr.
	£
	Cr.
	£

	
(2) Cash
	10
	
	


	frame detail
	
	correct answers

	1 Cash ............ (is, is not) an asset.
	
	Now check your answer with the correct answer in the frame below. Tick it if correct.

	2 The cash balance is recorded on the left side of accounting reports, and is, therefore, a basic ............ (debit, credit) balance.
	
	is

	3 A receipt of cash increases the cash balance, and we therefore record this receipt by ............ (debit, credit) cash, and ............ (debit, credit) to some other account.
	
	debit

	4 In contrast a payment of cash reduces the cash balance and we record the payment ............ (debit, credit) cash and ............ (debit, credit) to some other account.
	
	debit

credit

	5 Now read Exhibit 1, which records cash payment transactions. All cash payments are recorded as a credit to ............ and a debit to some other ............
	
	credit

debit

	6 Transaction no. 1 is a cash ............ (receipt, payment) of £20 for an asset. We credit ............ and debit ............
	
	cash

account
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cash and credit
Exhibit 2 Cash transactions—receipts

	Cash (basic debit)

	Dr.
	£
	Cr.
	£

	
(3) Debtors


(4) Sales
	  5

10
	
	


	Sales (basic debit)

	Dr.
	£
	Cr.
	£

	
	
	
(4) Cash
	10


	Asset (basic debit)

	Dr.
	£
	Cr.
	£

	
	
	
(3) Cash
	5


64
	frame detail
	
	correct answers

	7 Transaction no. 2 is a cash payment for expenses in which we credit .............. and debit ..............£10.
	
	payment

cash

asset

	8 Cash payments .............. (increase, decrease) the basic debit balance of cash and they are, therefore recorded as .............. (debit, credit) to cash and .............. (debit, credit) to some other account.
	
	cash

expenses

	9 Now read Exhibit 2. Transaction no. 3 is a cash receipt from debtors of £5 which increases the cash balance and is recorded as a .............. to cash and .............. to debtors.
	
	decrease

credit

debit

	10 Cash receipts .............. (increase, decrease) the basic debit balance of cash and they are recorded as .............. (debit, credit) to cash and .............. to some other account.
	
	debit

credit

	11 Transaction no. 4 is a cash sale of £10 which is recorded by debit .............. and credit ..............
	
	increase

debit

credit

	12 Payments and receipts are cash transactions and they therefore affect the .............. balance.
	
	cash

sales
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Exhibit 3 Credit transactions—purchases
	Purchases (basic debit)

	Dr.
	£
	Cr.
	£

	
(5) Creditor A


(6) Creditor B
	20

10
	
	


	Creditor A (basic debit)

	Dr.
	£
	Cr.
	£

	
	
	
(5) Purchases
	20


	Creditor B (basic debit)

	Dr.
	£
	Cr.
	£

	
	
	
(6) Purchases
	10


	frame detail
	
	correct answers

	13 However credit transactions ………..

(are, are not) cash transactions and so they ……….

(do, do not) affect the cash balance.
	
	cash

	14 Whereas cash transactions always affect cash, credit transactions always affect debtors or ………..
	
	are not

do not

	15 Now read Exhibit 3, which records not cash transactions but ………… transactions for purchases.
	
	creditors

	16 If we purchase goods on credit, the account cash ………. (is, is not) affected.
	
	credit

	17 In transaction no. 5, we record a purchase of goods on credit from Creditor A, for £20. We record the transaction by debit purchases and credit ………
	
	is not

	18 In transaction no. 6 we purchase goods, on credit, from creditor B for £10 and record the transaction by debit ………. and credit creditor.
	
	creditor
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CASH AND CREDIT
Exhibit 4 Credit transactions—sales
	Sales (basic debit)

	
Dr.
	£
	Cr.
	£

	
	
	
(7) Debtor C


(8) Debtor D
	  5

15


	Debtor C (basic debit)

	
Dr.
	£
	Cr.
	£

	
(7) Sales
	5
	
	


	Debtor D (basic debit)

	
Dr.
	£
	Cr.
	£

	
(8) Sales
	15
	
	


Exhibit 5 Cash transactions—debtors and creditors
	Cash (basic debit)

	
Dr.
	£
	Cr.
	£

	
(9) Debtors


(10) Debtors
	8

6
	
(10) Creditors


(11) Creditors
	12

  2


	Debtors (basic debit)

	
Dr.
	£
	Cr.
	£

	
	
	
(9) Cash


(11) Cash
	8

6


	Creditors (basic debit)

	
Dr.
	£
	Cr.
	£

	
(10) Cash


(12) Cash
	12

   2
	
	


	frame detail
	
	correct answers

	19 If transaction no. 6 were a cash transaction and not a credit transaction we would record it by debit purchases and credit ………..
	
	purchases

	20 To purchase goods for cash we credit ……….. To purchase goods on credit we credit ……….. In both cases we ……….. purchases.
	
	cash

	21 Creditor A has a credit balance because, in his account, the credits exceed the debits by £………
	
	cash

creditors

debit

	22 The balance of the purchases account is £......... This is a debit balance. This is normal, because purchases appear on the ……….. side of the income statement
	
	£20

	23 Now read Exhibit 4 which deals with ……….. (cash, credit) transactions for sales.
	
	£30

left

	24 The balance of the sales account is £ ……….. It is a ……….. balance because the credits, £20, exceed the debits, £0.
	
	credit

	25 Transaction no. 7 is a sale of £5, on credit, to debtor C recorded by a debit to debtors and credit to …………
	
	£20
credit
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	frame detail
	
	correct answers

	26 Transaction no. 8 is a sale, on credit, to debtor D recorded by ……….. sales and ……….. debtors.
	
	sales

	27 To sell goods for cash we record a debit to cash. To sell goods on credit we record a debit to ……….
	
	credit

debit

	28 When we sell or buy goods on credit, do we initially receive or pay any cash? Do we receive or pay any cash later?
	
	debtors

	29 Thus, a credit transaction which ……….. (does, does not) affect cash, may be followed by a cash settlement which is a ………… transaction.
	
	no

yes

	30 Is a cash transaction followed by a credit transaction?
	
	does not

cash

	31 Now read Exhibit 5 which deals with settlement of debtors and creditors. Transaction no. 9 is a cash receipt of £……….. from debtors. It is recorded by debit cash and credit …………
	
	no
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	frame detail
	
	correct answers

	32 When a debtor settles his account we ………. (receive, pay) cash and, therefore, record the transaction by debit ……….. and credit debtors.
	
	£8

debtors

	33 Conversely, in transaction 10, we pay £12 to creditors and record the entry debit ……… and credit cash.
	
	receive

cash

	34 When we settle a creditors’ account we ……….. (receive, pay) cash and therefore, record the transaction by debit creditors and credit ………….
	
	creditors

	35 Transaction no. n is a cash receipt of £6 from debtors, and is recorded as credit ………… and debit …………
	
	pay

cash

	36 Transaction no. 12 is a cash payment of £2 to creditors recorded as credit ............ and debit ...........
	
	debtor

cash

	37 Cash receipts are ………… to cash because cash is a basic debit. Cash payments are ……… to cash.
	
	cash

creditors
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	frame detail
	
	correct answers

	38 By contrast, in a credit transaction, we do not receive or pay cash, we acquire a debtor or creditor. Then, in recording the transaction, the debit or credit to cash is replaced by the debit or credit to ……….. or …………
	
	debits

credits

	39 Did you understand what you were doing in this set?
	
	debtors

creditors

	40 Now read again the summary of the set. Then count up your correct answers, and, if you have more than 32 correct, carry on to the next set.
	
	Not entirely? Never mind, carry on; we are brain-washing you into debits and credits.
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Chapter III

Set 7 JOURNALIZING TRANSACTIONS
Estimated time
15 minutes
SUMMARY

This is a revision set to give you practice in journalizing transactions by translating them into debits and credits.

The journal of a business is the book in which any transaction may be recorded in the following form of entry:

	Form of General Journal Entry

	date
	Account name
	dr.
	£1,000
	

	
	Account name
	cr.
	
	£1,000


Explanation of the transaction for future reference.

Chapter III Set 7

JOURNALIZING TRANSACTIONS

Exhibit 1 Example of the Journal
	Transaction
	Date
	Detail
	
	Dr.
	Cr.

	
	
	
	
	£
	£

	No. 1.
	Jan. 1
	Purchases (basic debit)

Cash (basic debit)

Explanation: cash purchase

of goods for resale.
	Dr.

Cr.
	5
	5

	 2.
	Jan. 2
	Purchases (basic debit)

Creditors (basic credit)

Explanation: credit purchase

of goods for resale.
	Dr.

Cr.
	10
	10

	 3.
	Jan. 3
	Creditors (basic credit)

Cash (basic debit

Explanation: payment in

settlement of amount

due to creditors.
	Dr.

Cr.
	10
	10


	frame detail
	
	correct answers

	1 This is a practice set in recording transactions for book-keeping purposes. Any transaction may be recorded or “journalized” in terms of its two aspects: ……….. and …………
	
	Now check your answer with the correct answer in the frame below. Tick it if correct.

	2 The two aspects of a transaction are recorded in the journal, This recording is known as ………… the transaction.
	
	debit

credit

	3 Now read Exhibit 1, which is an example of the …………
	
	journalizing

	4 Transaction no. 1 in the journal, records the purchase for cash of £5 of goods, and records a debit (Dr) to ......... and a credit (Cr.) to ………
	
	journal

	5 Transaction no. 2 records the purchase of £10 of goods on credit and shows: Dr. to ………. and Cr. to …………
	
	purchases

cash

	6 Transaction no. 3 records the payment of £10 to the creditor for the goods purchased in transaction no. 2 and shows: Dr. …………. and Cr …………
	
	purchases

creditors
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	frame detail
	
	correct answers

	7 Thus, the credit transaction uses an intermediary account, named 
………, to record the existence of a liability until it is finally settled in …………
	
	creditors

cash

	8 We shall now consider (without exhibits) how to journalize a whole series of different transactions. Firstly, a sale (basic credit) of goods for £10 in cash (basic debit) is recorded:

…………
Dr.   £10

………
Cr.
£10
	
	creditors

cash

	9 Sale (basic credit) of goods for £5 on credit (we acquire not cash but a debtor) is recorded :

…………
Dr.   £5

………
Cr.
£5
	
	cash

sale

	10 Receipt of cash (basic debit) from the debtor (basic debit) £5:

…………
Dr.   £5

………
Cr.
£5
	
	debtor

sales

	11 We may note in passing that the net effect of transactions in frames 9 and 10 is a sale on credit and the subsequent settlement in cash by the debtor is:

…………
Dr.   £5

………
Cr.
£5
	
	cash

debtor

	12 Purchase of land (a fixed asset) for cash, £1,000, is recorded:

…………
Dr.   £1,000

………
Cr.
£1,000
	
	cash

sale
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	frame detail
	
	correct answers

	13 Purchase of machinery £500, car £400 and furniture £25 for cash, is recorded :

…………
Dr.   £500

car
Dr.   £…….

…………
Dr.   £ 25

………
Cr.
£925
	
	land (fixed asset)

cash

	14 Cash purchase of £400 goods for resale is recorded :

…………
Dr.   £400

………
Cr.
£400
	
	machinery

£400

furniture

cash

	15 Payment of insurance for three years ahead (prepaid insurance) is recorded:

…………
Dr.   £500

………
Cr.
£500
	
	purchases

cash

	16 Payment of rent £500 for cash is recorded:

.......... expense
Dr.   £500

………
Cr.
£……
	
	prepaid insurance

cash

	17 Rent £200, incurred on credit but not yet paid, is recorded:

……… expense
Dr.   £200

………
Cr.
£200
	
	rent

cash

£500

	18 Payment of cash to the creditor for rent, is recorded:

…………
Dr.   £200

………
Cr.
£200
	
	rent

creditor (not cash)
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	frame detail
	
	correct answers

	19 Payment of wages expense £345 in cash is recorded:

…………
Dr.   £345

………
Cr.
£345
	
	creditor (not rent)

cash

	20 Payment of expenses for lighting, heating and power in cash is recorded :

………… expense
Dr.   £5

………… expense
Dr.   £10

………… expense
Dr.   £15

………
Cr.
£30
	
	wages

cash

	21 Purchase, of goods for resale on credit is recorded:

…………
Dr.   £2,000

……….
Cr.
£2,000
	
	lighting

heating

power

cash

	22 All cash payments are recorded as a ………. (debit, credit) to cash and also as a ……….. (debit, credit) to some other account.
	
	purchases

creditors

	23 All purchases on credit are recorded ……….. (debit, credit) to creditors and ………… (debit, credit) to another account. Thus when transactions are on credit, the creditors’ account takes the place of the ………… account.
	
	credit

debit

	24 However payment of cash to a creditor is recorded:

………
Dr.

………..
Cr.
	
	credit

debit

cash
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	frame detail
	
	correct answers

	25 All cash receipts are recorded as ………. (debit, credit) to cash and ……….. (debit, credit) to some other account.
	
	creditor

cash

	26 Sale of £10 of goods for cash is recorded:

……….
Dr.   £10

………..
Cr.
£10
	
	debit

credit

	27 Sale of goods for £50 on credit (i.e. for a debt) is recorded:

………..
Dr.   £50

………..
Cr.
£50
	
	cash

sale

	28 Receipt of £49 cash, and allowance of £1 of discount expense in settlement of a £50 debt, reduces the debtor’s account by the full amount, and is recorded:

………. expense
Dr.   £  1
cash
Dr.   £49

……….
Cr.
£50
	
	debtor

sales (not goods)

	29 Have you had a cup of coffee recently?
	
	discount

debtors

	30 Investment (asset) purchased for £1,000 is recorded:

…………
Dr.   £1,000

…………
Cr.
£1,000
	
	No?

Never mind, we can’t stop here, can we? Better finish the set.
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	frame detail
	
	correct answers

	31 Receipt of £50 investment income in cash is recorded:

………
Dr.   £50

………
Cr.
£50
	
	investment

cash

	32 Investment income received is a ………… (debit, credit) to cash because cash …………
	
	cash

investment

	33 Sale of the investment for £1,200 (cost £1,000) makes a profit of £200 and is recorded:

cash
Dr.   £1,200

investment (asset)
Cr.
£……

………
Cr.
£……
	
	debit

increases

	34 Payment to creditors in cash is recorded:

………
Dr.   £50

……….
Cr.
£50
	
	£1,000

profit

£200

	35 In book-keeping, total debits always equal total ……… because both aspects of each transaction are ………… in the journal.
	
	creditors

cash

	36 Transactions not for cash must be for ………. They do not involve cash but use intermediary accounts, i.e. ……….. and …………
	
	credits

journalized (recorded)
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	frame detail
	
	correct answers

	37 The debit and credit of each transaction is recorded in a book called a ……….
	
	credit

debtors

creditors

	38 Sale of goods for cash is recorded:

………..
Dr.   £10

………..
Cr.
£10
	
	journal

	39 Goods returned by a debtor, are called sales returns and are recorded:

……… returns
Dr.   £5

debtors
Cr.
£5
	
	cash

sales (not goods!!)

	40 Receipt from a debtor and allowance of a cash discount is recorded:

………..
Dr.   £100

cash ………. expense
Dr.   £5

………..
Cr.
£105
	
	sales

	41 Receipt of cash for sales is recorded:
………..
Dr.   £1,000

………..
Cr.
£1,000
	
	cash

discount

debtor

	42 Payment of rent expense is recorded:

………..
Dr.   £259

………..
Cr.
£259
	
	cash

sales
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	frame detail
	
	correct answers

	43 Purchase for cash of goods for resale is recorded:
………..
Dr.   £317

………..
Cr.
£317
	
	rent

cash

	44 Purchase of goods on credit is recorded:
………..
Dr.   £247

………..
Cr.
£247
	
	purchases (stock)

cash

	45 Payment of cash to the creditor is recorded:
………..
Dr.   £88

………..
Cr.
£88
	
	purchases (stock)

creditors

	46 Payment of wages is recorded:

……….. expense
Dr.   £9

………..
Cr.
£9
	
	creditor

cash

	47 Now read again the summary of the set. Count up your correct answers, and, if you have more than 40 correct, you deserve that cup of coffee!
	
	wages

cash
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Chapter IV

SPECIAL TRANSACTIONS
set 8 ACCRUALS
Estimated time
10 minutes
SUMMARY

Accruals are credit transactions. They record a liability not yet paid for. The liability may be for the purchase of a fixed asset, or a cost or an expense incurred. Thus the books and the accounting reports may show the full liabilities of a business. Settlement of the accrual in cash is a subsequent cash transaction.
To record an accrual we journalize:

Asset (basic debit}
Dr.
Creditor (basic credit)
Cr.
OR
Cost (basic debit)
Dr.
Creditor (basic credit)
Cr.

OR
Expense (basic debit)
Dr.
Creditor (basic credit)
Cr.
To record the cash settlement of the accrual we journalize:
Creditor (basic credit)
Dr.
Cash (basic debit)
Cr.
	frame detail
	
	correct answers

	1 Accrual transactions are a form of ……… (cash, credit) transaction.
	
	Now check your answer with the correct answer in the frame below. Tick it if correct.

	2 Accruals are credit transactions because there is no receipt or payment of …………
	
	credit

	3 Accruals do affect two accounts, but they ………. (do. do not) affect cash.
	
	cash

	4 If we actually pay a rent expense of £50 we journalize the transaction:

rent expense
Dr.   £50


………
Cr.
£50
	
	do not

	5 However., if we incur and accrue a rent expense of £50 we owe the money, then we may journalize the transaction:

rent expense
Dr.   £50

accrual or 
Cr.
£50
	
	cash

	6 If we incur a liability or accrual of wages expense if £40, we may journalize the transaction:

wages ………
Dr.   £40


………
Cr.
£40
	
	creditor
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	frame detail
	
	correct answers

	7 Similarly, if we buy a £500 motor car on credit, the transaction is recorded:
………………..
Dr.   £500


…………
Cr.
£500
	
	expense (not accrual)

creditor (accruals)

	8 In principle, therefore, to set up an accrual (creditor) we record as follows:
any account
Dr.

……….
Cr
(increases a


basic credit)
	
	motor car

creditor

	9 To pay off the accrual or creditor is a normal cash payment transaction:
…………
Dr.   (decreases

basic credit)


cash
Cr.
	
	creditor

	10 To accrue lighting and heating we journalize as follows:

......... and …….. expense
Dr.   £15

………
Cr.
£15
	
	creditor

	11 Subsequent payment of the amount due to the creditor is journalized:
………..
Dr.   £15


……….
Cr.
£15
	
	lighting, heating

creditor

	12 By contrast direct payment of lighting and heating in cash would have been journalized:
......... and …….. expense
Dr.   £15

………
Cr.
£15
	
	creditor

cash


85
	frame detail
	
	correct answers

	13 Thus, an accrual transaction ……… (is, is not) the same as a cash transaction. It ……….. (is, is not) a credit transaction.
	
	lighting, heating

cash

	14 In cash payment transactions we credit ………, whereas, in an accrual transaction (not paid), we credit ………
	
	is not

is

	15 Have you now got the idea of thinking about each transaction in terms of debit and credit?
	
	cash

creditor

	16 Now read again the summary of the set, Then count up your correct answers, and, if you have more than 12 correct, carry on to the nest set.
	
	Yes. If not take a deep breath and do the last two sets again.
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chapter IV set 9

FIXED ASSETS AND DEPRECIATION
Estimated time
10 minutes
SUMMARY

Fixed assets, such as land, buildings, machinery, plant, furniture, trucks, cars, etc., are normally purchased for use in the business, and not for resale.

The process of “depreciation” allocates the cost of each fixed asset to “depreciation expense” proportionally over its working life. It is a process of allocation not valuation of the fixed asset.
“Depreciation expense” (basic debit) is shown in the income statement.

Fixed assets (basic debits) are shown in the balance sheet at cost, less accumulated depreciation (basic credit). Exception: Land is not depreciated.

The amount charged to depreciation expense for the accounting period may be journalized in one of two ways:

either
1. Directly against the cost of the fixed

asset:

depreciation expense (basic debit)
Dr.

fixed asset (basic debit)
Cr.

or
2. Through an intermediate account

deducted from the cost of the fixed

asset in the balance sheet:

depreciation expense (basic debit)
Dr.

accumulated depreciation (basic credit)
Cr.

Note: Accumulated depreciation is deducted from the total of fixed assets (basic debits) on the left side of the balance sheet. It is therefore a basic credit (not basic debit).

	frame detail
	
	correct answers

	1 A fixed asset is acquired for long term ……….. in the business and not for …………
	
	Now check your answer with the correct answer in the frame below. Tick it if correct.

	2 Land, buildings, plant, machinery, furniture and cars, etc., are normally acquired for ………. in the business.
	
	use

resale

	3 Purchase of a building in cash for £1,000 is recorded:

building (fixed asset)
Dr.   £1,000


………..
Cr.
£500
	
	use

	4 Purchase of a machine on credit is recorded:
………
Dr.   £500


………
Cr.
£500
	
	cash

	5 Fixed assets do not normally last for ……….. They wear out over time and ………… The only exception is ………..
	
	machine (not purchases !)

creditors

	6 The cost of a fixed asset is allocated to depreciation expense over its working life by a process called …………
	
	ever

depreciate

land (does not depreciate)
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	frame detail
	
	correct answers

	7 When we allocate depreciation, we increase the amount of depreciation expense. We therefore ……… (debit, credit) the depreciation expense account.
	
	depreciation

	8 Fixed assets appear on the left side of the balance sheet and are, therefore, basic …………
	
	debit

	9 By depreciation we may reduce the balance of the fixed asset account by a ……… (debit, credit) to fixed assets.
	
	debits

	10 Therefore to charge off £10 of depreciation we record:
Depreciation ………
Dr.   £10

……….. assets
Cr.
£10
	
	credit

	11 Alternatively instead of crediting the fixed asset account directly, we could credit a separate account called “accumulated ………….”.
	
	expense

fixed

	12 Thus depreciation may be recorded in one of two ways :

a. depreciation expense
Dr.
(Basic debit)

…….. assets
Cr.
(Basic debit)

or b. depreciation expense
Dr.
(Basic debit)


..……… ………..
Cr.
(Basic credit)
	
	depreciation
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	frame detail
	
	correct answers

	13 Depreciation expense ……….. (is, is not) the same as accumulated depreciation.
	
	fixed

accumulated depreciation

	14 Depreciation expense appears on the left side of the income statement. It is a basic ……… because all expenses are basic ………..
	
	is not

	15 If the wife of the manager is an asset of the business, can she depreciate over time?
	
	debit

debits

	16 Accumulated depreciation appears on the balance sheet as a reduction of the cost of fixed assets. Fixed assets are basic ……….., and, therefore, the accumulated depreciation must be a basic …………
	
	No! In book-keeping only fixed assets depreciate.

	17 To record depreciation of £35 we record:

………. expense
Dr.   £35
accumulated depreciation
Cr.
£35
	
	debits

credit

	18 To purchase a fixed asset for cash we record:

………. …………
Dr.

Cash
Cr.
	
	depreciation
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	frame detail
	
	correct answers

	19 When a fixed asset has fully depreciated the balance of the fixed asset account will be exactly equal to the balance of the account called ……….. …………
	
	fixed asset

	20 To write off the fixed asset, therefore, we record:

……….. depreciation
Dr.

fixed asset
Cr.
	
	accumulated

depreciation

	21 The allocation of the fixed asset to expense over its working life is called the process of ……….
	
	accumulated

	22 Depreciation expense is recorded:

depreciation expense
Dr.
………… depreciation
Cr.
or

depreciation expense
Dr.

………… ………….
Cr.
	
	depreciation

	23 Depreciation ……….. (does, does not) value the fixed assets at their current market value. It ………. (does, does not) apply to land.
	
	accumulated

fixed asset

	24 Depreciation is a process of ………. (allocation, valuation).
	
	does not

does not
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	frame detail
	
	correct answers

	25 Depreciation expense for the year in the income statement ………. (is, is not) the same as the total accumulated depreciation to date in the balance sheet.
	
	allocation

	26 Now read again the summary of the set. Then count up your correct answers, and, if you have more than 20 correct, carry on to the next set.
	
	is not
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Chapter V
RECORDS
Set 10 JOURNALS AND LEDGERS
Estimated time
15 minutes
SUMMARY
Books of account may be divided into books of:

Prime entry (journals)

Second entry (ledgers)

In the journal each transaction is translated into debits and credits. Only one journal is essential, but in practice we have separate journals for each main source of transactions.
The cash book (journal) records cash receipts and payments. The sales journal records credit sales. The purchases journal records credit purchases. The general journal records all other types of transactions.
The sales journal and the purchases journal summarize one side of transactions so that the debit to purchases and the credit to sales may be made in total figures, instead of in detail for each transaction.
Posting to the ledger accounts is made from the journals. Each ledger includes a series of accounts to record the debit and credit aspects of the transactions. Three separate ledgers are usually kept. The sales ledger contains an account for each debtor. The purchases ledger contains an account for each creditor. In the general (private) ledger are all the other accounts for assets, liabilities, owner’s equity, sales, costs and expenses.

Chapter V RECORDS
Set 10 JOURNALS AND LEDGERS
	frame detail
	
	correct answers

	1 Book-keeping is the process of keeping the ………… of account.
	
	Now check your answer with the correct answer in the frame below. Tick it if correct.

	2 The basic books of account are the journal and the ledger. In the journal transactions are …………. into debits and credits. These debits and credits are then posted to appropriate accounts in the ………….
	
	books (records)

	3 The book of first or “prime” entry is the ………… and the book of second entry is the …………
	
	journalized (translated) ledger

	4 Are the accounts kept in the journal or the ledger?
	
	journal

ledger

	5 For each debtor and creditor an individual personal account is kept in the ledger. The totals of these accounts for debtors and creditors appear in the ………. sheet.
	
	ledger
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Chapter V Set 10
JOURNALS AND LEDGERS
Exhibit 1 Sales ledger (debtors ledger)
	Account A

	Dr.
	£
	Cr.
	£
	

	Sales

Sales

Sales
	5

2

8
	Bal. c/d
	15
	

	
	15
	
	15
	

	Bal. b/d
	15
	
	
	


Exhibit 2 Purchases ledger (creditors ledger)
	Account B

	Dr.
	£
	Cr.
	£
	

	Bal. c/d
	30
	Purchase

Purchase

Purchase
	10

5

15
	

	
	30
	
	30
	

	
	
	Bal. b/d
	30
	


	frame detail
	
	correct answers

	6 There are often only single accounts for each of the other items in the accounting reports, such as land, buildings., stock., cash, costs, expenses, etc., but there are ………… (one, many) accounts for debtors and creditors.
	
	balance

	7 Sometimes the many personal accounts for debtors and creditors are not kept in the main or general ledger but are kept in separate ledgers called: ………. ledger and ………. ledger.
	
	many

	8 Debtors arise from sales. The debtors ledger is often called the ………… ledger. Similarly, the creditors usually arise from purchases and the creditors ledger is often called the ……… ledger.
	
	debtors’

creditors’

	9 To call the debtors ledger the “sales” ledger is illogical since the sales transactions are recorded: Dr. debtors Cr. sales. However, Exhibit 1 is an account from the ………… (sales, purchases) ledger. Will we find accounts for sales, costs and expenses in the sales ledger?
	
	sales

purchases

	10 All accounts except debtors and creditors are normally kept in the private or ………… ledger.
	
	sales (debtors)

No. In the general ledger

	11 The three ledgers are the: sales, purchases and general ledgers. Exhibit 2 is an account from the ……….. ledger.
	
	general
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Chapter V Set 10
JOURNALS AND LEDGERS
Exhibit 3 Purchases journal—month of March
	Invoice No.
	Date
	Supplier
	Ref.
	Total Amount
	Analysis

	
	
	
	
	
	Goods
	Expenses
	Fixed Assets

	
	
	
	
	£
	£
	£
	£

	2345

2346

2347

2348
	1st

2nd

3rd

6th
	Jones Co.

Brown Co.

Smith Co.

Green Co.
	11

21

30

41
	10

20

15

25
	10

20
	15
	25

	
	
	
	Total
	70
	30
	15
	25

	
	
	
	
	
	
	
	


Journalizing these totals we get:
Purchases
Dr.   £30

Expenses
Dr.   £15

Fixed assets
Dr.   £25
Creditors
Cr.
£70

Explanation: purchase journal summarized for the month.
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	frame detail
	
	correct answers

	12 We shall now discuss the books of first or prime entry known as ……….. All transactions ………… (may, may not) first be recorded in the general journal.
	
	purchases

	13 However, it is usual to have separate books of prime entry, or …………., for the different types of transactions; general, cash, sales and ………
	
	journals

may

	14 Under the “Code of Napoleon” in the nineteenth century, Napoleon insisted that each transaction had to be recorded separately in the general journal. Now this is no longer done. Why?
	
	journals

purchases

	15 The cash book is the book of prime entry for ……… transactions. Cash transactions are thus first segregated and recorded in the ……….. ………..
	
	Because Napoleon is in no position to enforce the code!!

	16 A cash receipt is recorded:
…………
Dr.

any account
Cr.
	
	cash

cash book

	17 A cash payment is recorded:
any account
Dr.
………..
Cr.
	
	cash

	18 Similarly, purchases on credit are recorded in a separate ………… journal, and are recorded:
purchases
Dr.
………….
Cr.
	
	cash
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Chapter V Set 10
JOURNALS AND LEDGERS
Exhibit 4 Relationships of transactions, journals and ledgers
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	frame detail
	
	correct answers

	19 Study Exhibit 3. It is a purchases day book also called a purchases ………… It not only records each purchase, but it analyses the purchases into three headings: …………, ………….., …………………
	
	purchases

creditors

	20 The first purchase on credit could be recorded:

Purchases
Dr. £10

……….. (Jones)
Cr.
£10
	
	journal

goods

expenses

fixed assets

	21 However, by summarizing and analysing the purchases we may record them in total for the month thus:
……….
Dr.   £30
Expenses
Dr.   £15
Fixed assets
Dr.   £25

………..
Cr.
£……
	
	creditors

	22 Study very carefully Exhibit 4, which outlines all the book-keeping records. Trace each type of transaction to journal and ledger. How many different types of transaction are shown? What are they?
	
	purchases

creditors
£70

	23 Now to summarize: There are four types of journal: the cash journal (cash book), the ……….. journal, the ……….. journal and the ………… journal.
	
	five:
credit sales

general transactions

credit purchases

cash receipts

cash purchases

	24 Most transactions are recorded in the cash, sales and purchases journals. Only unusual transactions need be recorded in the ………. journal.
	
	sales

purchases

general
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	frame detail
	
	correct answers

	25 There are three main types of ledger: ………., …………, ………….
	
	general

	26 Journals are books of ………… (prime, second) entry in which transactions are translated into debits and credits for posting to the ………….
	
	sales

purchases

general

	27 The sales journal corresponds to the sales ledger for the record:

………..
Dr.

…………
Cr.
	
	prime

ledger

	28 The purchases journal corresponds to the purchases ledger for the record:

………..
Dr.

…………
Cr.
	
	debtors

sales

	29 The general journal corresponds to the ……….. ledger, but may include transactions
for ………… (one, two, three) ledger(s).
	
	purchases

creditors

	30 The cash book is a book of prime entry for ………… (one, two, three) ledger(s).
	
	general

three

	31 Read again the summary of the set. Then count up the number of your correct answers. If you have more than 24 correct, carry on to the next set.
	
	three:

sales

purchases

general
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Chapter V

Set 11 TRIAL BALANCE
Estimated time
10 minutes
SUMMARY
Book-keeping is the process of keeping books of account. The book-keeping records analyse, classify and summarise transactions to provide the basic data for accounting reports.
In the books the total debit postings equals the total credits.

The arithmetical accuracy of the books is verified by making a “trial” or test by listing the balances of the accounts in the form of a trial balance, to check that total debits and credits agree.
Chapter V Set 11

TRIAL BALANCE
	frame detail
	
	correct answers

	1 Book-keeping ……… (is, is not) the same as accounting.
	
	Now check your answer with the correct answer in the frame below. Tick it if correct.

	2 Book-keeping is the recording of the debit and credit of aspects of a transaction in ………… of account.
	
	is not

	3 In the books we classify and analyse transactions into different ………..
	
	books

(journals and ledgers)

	4 Accounting uses the books of account to prepare the accounting reports, such as the ………… sheet and the ……….. ………….
	
	accounts

	5 For each item, shown in the accounting reports there is an ……….. in the books.
	
	balance

income statement
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	frame detail
	
	correct answers

	6 The debit and credit of each, transaction are posted to the books. This writing in the ledger is called ………
	
	account (page)

	7 Recording of transactions involves the posting of the debit and credit for each transaction to different ledger …………..
	
	posting

	8 Since every transaction is posted both to debit side and credit side of ledger accounts, the total debits in the books ………. (is, is not) equal to the total credits.
	
	accounts

	9 We compute the balance of each account and we take out a trial of these balances (debit and credit) called a ………. balance.
	
	is

	10 The arithmetical accuracy of the posting is tested by the agreement between the total debit and credit balances in a listing called a ……… …………
	
	trial

	11 The trial balance checks the arithmetical accuracy of the book-keeping, but will it test whether the correct amount has been posted to the wrong account?
	
	trial balance
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Chapter V Set 11

TRIAL BALANCE

Exhibit 1 List of balances for trial balance.
The following are the balances extracted from the accounts in the books:

	
	£

	Debtors

Creditors

Stock (purchased)

Cost of sales

Sales

Buildings

Cash

Share capital

Accumulated profit

Expenses
	10

30

20

15

25

45

10

33

30

18


Exhibit 2 Form of a trial balance
	
	First Attempt
	Final

	Account
	Dr.
	Cr.
	Dr.
	Cr.

	  1. Cash

  2. Debtors

  3. Buildings

  4. Stock

  5. Creditors

  6. Share capital

  7. Accumulated profit

  8. Costs

  9. Expenses

10. Sales
	
	
	
	

	
	
	
	
	


	frame detail
	
	correct answers

	12 By posting transactions to different accounts we analyse them and classify all transactions of the same type into the ............ account.
	
	no

	13 Book-keeping records in the form of the ledger accounts are used to prepare ……….. reports.
	
	same

	14 The arithmetical accuracy of the ……….. of transactions to the accounts, is tested by extracting a ……… ………..
	
	accounting

	15 Now read Exhibit 1, which gives a list of balances in a set of books. Some of the balances are debits and some are credits, but this ……….. (is, is not) disclosed by the list.
	
	posting

trial balance

	16 In Exhibit 2, however, we give the form of a trial balance. From the list of balances, write in the appropriate amounts on the debit and credit side of the trial balance, based on your knowledge of basic debit and basic credit accounts.
	
	is not

	17 The first item on the list in Exhibit 1 is cash which is a basic debit and appears in the trial balance on the ……….. side. Put in the remaining balances.
	
	—
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	frame detail
	
	correct answers

	18 Now add up the trial balance debits and credits. Do they agree?
	
	debit (left)

	19 Think again about the item “share capital”. Under which heading does it appear on the balance sheet? (set 2), Is it a basic debit or credit?
	
	probably not, never mind. Check it back to find your own error if you can.

	20 Similarly with the amount of accumulated profit. Is this an asset, or a part of owner’s equity?
	
	owner’s equity

credit

	21 Now check your trial balance. The following items are debits: numbers 1, 2, 3, 4, 8 and 9. All other items are credits. The total of each side of the trial balance is £……
	
	owner’s equity

(basic credit)

	22 The two sides of the trial balance are equal because every debit amount has an equal ………..
	
	£118

	23 Thus we post each transaction amount twice in ……….. entry book-keeping.
	
	credit
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	frame detail
	
	correct answers

	24 If we post the wrong amount to the right account will the trial balance reveal the error?
	
	double

	25 If we post the right amount to the wrong account will the trial balance reveal the error?
	
	yes

	26 The trial balances will reveal errors of ………. in the book-keeping, not errors of ………….
	
	no (not an error of arithmetic)

	27 Would you say that your knowledge of debit and credit, is an asset to your credit?
	
	arithmetic

principle

	28 Now read again the summary of the set Count your correct answers, and if you have more than 22, continue to the next and final set.
	
	Yes? Oh dear, no!

Assets are always debits!
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Chapter VI
SUMMARY

Set 12 BOOK-KEEPING PRACTICE
Estimated time
25 minutes
SUMMARY

This is a revision set on the whole process of book-keeping and accounting which involves:

Journalizing transactions into debits and credits

Posting to accounts in the ledger

Balancing ledger accounts

Extracting a trial balance

and,

Accounting work of preparing an income statement and

a balance sheet.

The set includes the routine for recording the following types of transactions:

Start a business with cash

Purchases for cash and credit

Purchase and depreciation of fixed assets

Sales for case and credit

Transfer to cost of sales (cost of goods sold)

Accrual and payment of expenses

Settlement of debtors and creditors
Chapter VI Set 12

BOOK-KEEPING PRACTICE

Exhibit 1 General journal
	Transaction

	No.
	Detail
	
	Dr.
	Cr.

	
	
	
	£
	£

	1.
	Cash

Share capital

Start business £1,000
	dr.

cr.
	1,000
	1,000

	2.
	Stock purchases

Cash

Buy goods for resale
	dr.

cr.
	  400
	  400

	3-
	Car (fixed asset)

Cash

Buy car for use in the business
	dr.

cr.
	  200
	  200

	4-
	Prepaid insurance

Cash

Pay insurance in advance
	dr.

cr.
	   50
	   50

	5-
	Stock purchases
Creditors

Buy goods for resale
	dr.

cr.
	  200
	  200

	6.
	Cash
Sales (at selling price)

Sell goods for cash

Cost of sales
Stock purchases (at cost)

Transfer cost of goods actually sold
	dr.

cr.

dr.

cr.
	  500

  400
	  500

  400


	frame detail
	
	correct answers

	1 In this set we practice the whole process of book-keeping and accounting. For simplicity we shall use only one journal and one ledger. You should during the course of the first part of the set, check each answer with Exhibit 1 which is a general journal. The first transaction starts the business with £1,000 cash:
Cash
Dr.   £1,000

…….. ……….
Cr.
£1,000
	
	Now check your answer with the correct answer in the frame below. Tick it if correct.

	2 The second transaction: buy goods for resale

£400:
…….. ……….
Dr.   £400

Cash
Cr,
£400
	
	share capital

(capital stock)

	3 Buy car for £200 cash:
………
Dr.   £200

Cash
Cr.
£200
	
	stock purchases

(purchase of goods for stock)

	4 Pay prepaid insurance £50:

……… ………
Dr.   £50

Cash
Cr.
£50
	
	car

	5 Buy on credit £200 goods for resale:

……….. …………
Dr.   £2.00

…………
Cr.
£200
	
	prepaid insurance

(Don’t forget to check each transaction with Exhibit 1)

	6 Sell for £500 cash, goods which cost £400:
Cash
Dr.   500

…………
Cr.
£500
Cost of sales
Dr.   £……

Stock purchases
Cr.
£……
	
	stock purchases

creditors
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Chapter VI Set 12
BOOK-KEEPING PRACTICE
Exhibit 1 General Journal (continued)
	Transaction

	No.
	Detail
	
	Dr.
	Cr.

	7.
	Debtors

Sales (at selling price)

Sell goods on credit

Cost of sales

Stock purchases (at cost)

Transfer cost of goods actually sold
	dr.

cr.

dr.

cr.
	£
500

100
	£
500

100

	8.
	Salaries expense

Cash

Pay salaries
	dr.

cr.
	  70
	  70

	9.
	Rent expense

Cash

Pay rent
	dr.

cr.
	  30
	  30

	10.
	General expenses

Creditors

Incur expenses on credit
	dr.

cr.
	  50
	  50

	11.
	Creditors

Cash

Pay cash to creditors
	dr.

cr.
	  90
	  90

	12.
	Cash

Debtors

Receive cash from debtors
	dr.

cr.
	340
	340

	13.
	Depreciation expense

Car

Depreciation of car
	dr.

cr.
	  50
	  50
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	frame detail
	
	correct answers

	7 Sell on credit £500 goods which cost £100:

…………
Dr.   £500

Sales
Cr.
£500
Cost of ………
Dr.   £100

Stock purchases
Cr.
£100
	
	sales

£400

£400

(We transfer from stock purchases the actual cost of the goods sold)

	8 Pay salaries £70:

……… expense
Dr.   £70

  ………
Cr.
£70
	
	debtors

sales

purchases

	9 Pay rent £30 cash:

……… expense
Dr.   £30

  ………
Cr.
£30
	
	salaries

cash

	10 Accrue general expenses £50:
……… expense
Dr.   £50


  ………
Cr.
£50
	
	rent

cash

	11 Pay £90 to creditors:
Creditors
…….. £90


  ………
Cr.
£90
	
	general

creditors (accrual)

	12 Receive £340 cash from debtors:
………
Dr.   £340


..………
Cr.
£340
	
	Dr.

cash
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chapter VI set 12
BOOK-KEEPING PRACTICE
Exhibit 2 Ledger: “T” ACCOUNTS TO BE POSTED FROM
THE JOURNAL (EXHIBIT 1)
	Cash
	Stock Purchases
	Debtors

	dr.
	cr.
	dr.
	cr.
	dr.
	cr.

	
	1,000
	(2)
	400
	(2)
	400
	
	
	
	
	
	

	
	
	Bal. c/d
	
	
	
	Bal. c/d
	
	
	
	Bal. c/d
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	Bal. b/d
	
	Bal. b/d
	
	Bal. b/d
	

	Prepaid insurance
	Fixed Asset—Car
	Cost of Sales

	dr.
	cr.
	dr.
	cr.
	dr.
	cr.

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	Bal. c/d
	
	
	
	Bal. c/d
	
	
	
	Bal. c/d
	

	
	
	
	
	
	
	
	
	
	
	
	

	Bal. d/d
	
	Bal. b/d
	
	Bal. b/d
	

	Sales
	Rent Expense
	Salaries Expense

	dr.
	cr.
	dr.
	cr.
	dr.
	cr.

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	Bal. c/d
	
	
	
	Bal. c/d
	
	
	
	Bal. c/d
	

	
	
	
	
	
	
	
	
	
	
	
	

	Bal. b/d
	
	Bal. b/d
	
	Bal. b/d
	

	General Expense
	Creditors
	Share Capital

	dr.
	cr.
	dr.
	cr.
	dr.
	cr.

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	Bal. c/d
	
	Bal. c/d
	
	
	
	Bal. c/d
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	Bal. b/d
	
	
	
	Bal. b/d
	
	
	Bal. b/d

	
	Depreciation expense
	

	
	dr.
	cr.
	

	
	
	
	
	
	

	
	
	
	Bal. c/d
	
	

	
	
	
	
	
	

	
	Bal. b/d
	
	
	


	frame detail
	
	correct answers

	13 Charge off £50 of depreciation against the care (fixed asset):
……… expense
Dr.   £50


Car
Cr.
£50
	
	cash

debtors

	14 You have now completed the book of prime entry, the journal. Now read again the entries and explanations in Exhibit 1. Do you understand each entry?
	
	depreciation

	15 Now read Exhibit 2, which is the ……….. in abbreviated form of “T” accounts.
	
	Yes! Good!

	16 Trace from Exhibit 1 the postings of transactions no. 1 and no. 2 to the ledger accounts in Exhibit 2. Are they posted to the correct accounts?
	
	ledger

	17 Now post the remaining transactions nos. 3 to 13 to the “T” accounts, showing for each transaction the transaction number, source and amount. This posting may be done directly in the book or on a separate paper on which you have set up “T” accounts.
	
	yes

	18 Now balance each account and bring down a balance on the appropriate side of the account. What is the balance of cash?
	
	——
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BOOK-KEEPING PRACTICE
Exhibit 3 SOLUTION TO “T” ACCOUNTS
	Cash
	Stock Purchases
	Debtors

	dr.
	cr.
	dr.
	cr.
	dr.
	cr.

	(1)

(6)

(12)
	1,000
   500

   340


	(2)

(3)

(4)

(8)

(9)

(11)
	   400

   200

     50

     70

     30

     90
	(2)

(5)
	400

200
	(6)

(7)
	400

100
	(7)
	  500
	(12)
	  340

	
	
	Bal. c/d
	1.000
	
	
	Bal. c/d
	100
	
	
	Bal. c/d
	  160

	
	1,840
	
	1,840
	
	600
	
	600
	
	  500
	
	  500

	Bal. b/d
(debit)
1,000
	
	Bal. b/d
(debit)
100
	
	Bal. b/d
(debit)
160
	

	Prepaid insurance
	Fixed Asset—Car
	Cost of Sales

	dr.
	cr.
	dr.
	cr.
	dr.
	cr.

	(4)
	    50
	
	    50
	(3)
	200
	
	  50

150
	(6)

(7)
	  400

  100
	
	  500

	
	
	Bal. c/d
	
	
	
	Bal. c/d
	
	
	
	Bal. c/d
	

	
	    50
	
	    50
	
	200
	
	200
	
	  500
	
	  500

	Bal. b/d
(debit)
  50
	
	Bal. b/d
(debit)
150
	
	Bal. b/d
(debit)
 500
	

	Sales
	Rent Expense
	Salaries Expense

	dr.
	cr.
	dr.
	cr.
	dr.
	cr.

	
	
	(6)

(7)
	   500

   500
	(9)
	  30
	
	
	(8)
	     70
	
	

	Bal.c/d
	1,000
	
	
	
	
	Bal. c/d
	  30
	
	
	Bal. c/d
	    70

	
	1,000
	
	1,000
	
	  30
	
	  30
	
	     70
	
	    70

	
	Bal. b/d
(credit)
1,000
	Bal. b/d
(debit)
  30
	
	Bal. b/d
(debit)
   70
	

	General Expense
	Creditors
	Share Capital

	dr.
	cr.
	dr.
	cr.
	dr.
	cr.

	(10)
	     50
	
	
	(11)
	    90
	(5)

(10)
	200

  50
	
	
	(1)
	1,000

	
	
	Bal. c/d
	    50
	Bal.c/d
	160
	Bal. c/d
	
	Bal. c/d
	1,000
	
	

	
	     50
	
	    50
	
	   250
	
	250
	
	1,000
	
	1,000

	Bal. b/d
(debit)
  50
	
	
	
	Bal. b/d
(credit)
160
	
	Bal. b/d
(credit)
1,000

	
	Depreciation expense
	

	
	dr.
	cr.
	

	
	(13)
	
 50
	
	
	

	
	
	
	Bal. c/d
	  50
	

	
	
	
 50
	
	  50
	

	
	Bal. b/d
(debit)
50
	
	
	


Chapter VI Set 12

BOOK-KEEPING PRACTICE
Exhibit 4 Trial Balance Form to be completed from the “T” Accounts
in the previous Exhibit.
	
	Dr.
£
	Cr.
£

	Cash
Stock purchases

Debtors

Prepaid insurance

Car

Cost of sales

Sales

Rent expense

Salaries expense
General expense

Creditors

Share capital

Depreciation expense
	
	

	
	
	


	frame detail
	
	correct answers

	19 Now check your “T” accounts with Exhibit 3. What is the balance of stock purchases? Does this represent the cost or the selling price of the stock on hand?
	
	£1,000 debit

	20 Correct any errors in your “T” accounts.
	
	£100 cost

	21 Now read Exhibit 4 which is a ………. ………
	
	None! (?)

(marvellous)

	22 From the “T” accounts (your own or Exhibit 3) put in the balances in the trial balance. Then add up the trial balance. Do both sides agree?
	
	trial balance

	23 Compare your trial balance with Exhibit 5 and make any alterations necessary. How many errors did you make?
	
	Yes. If not, recheck
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	frame detail
	
	correct answers

	24 Now read Exhibit 6, which faces Exhibit 5 and sets out the balance sheet and income statement. Complete the figures from Exhibit 5. What is the profit for the year?
	
	nil

	25 Do your accounting reports balance? Check each item with the correct solution in Exhibit 7. What is the owner’s equity at the beginning and the end and what is the cause of the difference?
	
	£300

	26 Does this agree with the Exhibits in Set 1 and Set 2? The process of book-keeping is now complete. It included the following steps:

1
Journalize the transactions into debits and credits in the 
………
2.
Post debits and credits to ……….. accounts.
3.
Summarize each account and bring down the ………
4.
To check the arithmetical accuracy of the bookkeeping, extract the balances into a list called a ………. …………
	
	yes

£1,000

£1,300

profit £300

	27 The process of book-keeping provides the basic data to prepare ………… reports.
	
	Yes!!

journal

ledger

balance

trial balance

	28 In this programme we have assumed that the balance sheet is prepared in logical form with the assets on the debit or ………. side and the owner’s equity and liabilities on the ………… side.
	
	accounting
This is almost the end but ...
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BOOK-KEEPING PRACTICE
Exhibit 5 Trial Balance Form to be checked with your solution in the
Previous Exhibit
	
	Dr.
£
	Cr.
£

	Cash
Stock purchases

Debtors

Prepaid insurance

Car

Cost of Sales

Sales

Rent expense

Salaries expense
General expense

Creditors

Share capital

Depreciation expense
	1.000

100

160

50

150

500

30

70

50

50
	1,000

160

1,000

	
	2,160
	2,160


Chapter VI Set 12
BOOK-KEEPING PRACTICE
Exhibit 6 Accounting reports to be completed from the trial balance in
the previous Exhibit
	INCOME STATEMENT

	Dr.
Costs and Expenses
	
	
	Cr.

Sales
	

	
	£
	
	
	£

	Cost of sales

Rent expense

Depreciation expense

Salaries expense

General expense

Profit
	
	Sales
	
	

	
	
	
	
	


	Balance Sheet

	
	Dr.
Assets
	
	
	Cr.

Owner’s equity and liabilities

	
	
	£
	
	
	£

	Cash

Debtors

Stock

Prepaid insurance

Car
	
	
	Owner’s equity:
Share capital

Accumulated profit

Liabilities:

Creditors
	

	
	
	
	
	


Chapter VI Set 12

BOOK-KEEPTING PRACTICE

Exhibit 7 Accounting reports to be checked with the previous Exhibit
LIN TRADING COMPANY LIMITED
Income Statement—Year ended December 31, 2007
	Dr.
Costs and Expenses
	
	
	Cr.

Sales
	

	
	£
	
	
	£

	Cost of sales

Rent expense

Depreciation expense

Salaries expense

General expense

Profit
	500

30

50

70

50

300
	Sales
	
	1,000

	
	1,000
	
	
	1,000


LIN TRADING COMPANY LIMITED
Balance Sheet at December 31, 2007
	Balance Sheet

	
	Dr.
Assets
	
	
	Cr.

Liabilities and Owner’s Equity

	
	
	£
	
	
£

	Cash

Debtors

Stock

Prepaid insurance

Car
	1,000

160

100

  50

150
	
	Liabilities:

Creditors
160

Owner’s equity:
Share capital
1,000

Accumulated profit
300

1,300

	
	1,460
	
	
	1,460


	frame detail
	
	correct answers

	29 This is the way the balance sheet is prepared in ………. and the United States
	
	left

right

	30 However, in the U.K. we prepare the balance sheet in the logical form, and then present it illogically with the assets on the ……… and the liabilities on the ……… Does this affect assets as being basic debits or any of the normal theory of book-keeping?
	
	Canada

	31 Now read again the summary of the set and count up the number of correct answers. If you have more than 24 correct, read Chapter I again and then test your knowledge of debit and credit by completing the quiz which follows. 
	
	right

left
No
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QUIZ—A TEST OF KNOWLEDGE ACQUIRED

FROM THE PROGRAMME

Estimated time
30 minutes

Choose if possible the most correct answer
1.
An instantaneous financial picture of a business as of a particular date is a:

a.
income statement

b.
statement of accumulated profit

c.
balance sheet

d.
profit and loss account

2.
An accounting report of the flows of sales, costs, expenses and net profit over an accounting period is called a:

a.
sales report

b.
balance sheet

c.
income statement

d.
owner’s equity

3.
In a balance sheet the assets are exactly equal to the:

a.
liability to creditors

b.
owner’s equity

c.
current assets

d.
claims against the assets

4.
Owner’s claims against the assets of a business are called:

a.
liabilities

b.
capital stock

c.
owner’s equity

d.
income

5.
Valuable things owned by a business are called:

a.
capital

b.
assets

c.
fixed assets

d.
liabilities

6.
Assets less liabilities equals:

a.
share capital

b.
accumulated profits

c.
owner’s equity

d.
sales
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7.
People who owe debts to a business are listed on a balance sheet of that business as:

a.
trade creditors

b.
income

c.
claims against the assets

d.
debtors

8.
Land, building, etc., owned by a manufacturing business is a:

a.
current asset

b.
“other” asset

c.
fixed asset

d.
capital

9.
Stock is a:

a.
fixed asset

b.
part of owner’s equity

c.
asset

d.
claim which the business agrees to pay

10.
The owner’s equity of a limited company consists of:

a.
share capital and accumulated profits

b.
share capital

c.
assets

d.
dividends

11.
Assets less owner’s equity equals:

a.
claims of the shareholders

b.
current liabilities

c.
capital

d.
liabilities

12.
If a business has cash of £2,000, trade creditors of £100, a mortgage payable of £5,000 and land of £10,000, the owner’s equity is:

a.
impossible to compute

b.
£10,000

c.
£5,100

d.
£6,900

13.
A balance sheet is prepared for a business entity. For a limited company this entity is:

a.
the company and its management

b.
the company and its shareholders

c.
the shareholders alone

d.
the company alone
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14.
Owner’s equity equals:

a.
assets plus liabilities

b.
assets

c.
what a business could be sold for

d.
assets less liabilities

15.
A transaction in accounting is:

a.
any event which changes the balance sheet of the business

b.
anything bought only for cash

c.
anything sold for cash or credit

d.
any event which produces a profit or a loss

16.
A transaction always affects at least ……….. items on a balance

a.
one

b.
two

c.
three

d.
none

17.
A transaction for sale of goods is normally recognized when the goods are:

a.
manufactured

b.
received by the customer

c.
shipped to the customer

d.
paid for in cash

18.
An asset acquired by a business for conversion into cash within one year is classified in the balance sheet as a:

a.
fixed asset

b.
tangible asset

c.
current asset

d.
“other” asset

19.
Physical assets purchased for use in the business are:

a.
goodwill

b.
capital

c.
fixed assets

d.
other assets

20.
Which of the following items is normally depreciated in the books?

a.
land

b.
inventory

c.
cash

d.
machinery

21.
Basic debits and credits relate to:

a.
right and wrong

b.
good and bad

c.
sides of accounting reports

d.
sides of the purchase journal
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22.
Which of the following are basic debits?
a.
liabilities

b.
fixed assets

c.
owner’s equity

d.
share capital

23.
Which of the following are basic credits?
a.
assets

b.
costs

c.
owner’s equity

d.
expenses

24.
A debit balance is increased by a:

a.
credit

b.
debit

c.
something else

d.
both credits and debits

25.
A basic debit is decreased by a:

a.
credit

b.
debit

c.
neither

d.
both debits and credits

26.
A basic credit is decreased by a:

a.
debit

b.
credit

c.
neither

d.
both debits and credits

27.
Debtors are decreased by:

a.
debits

b.
credits

c.
something else

d.
both debits and credits

28.
Expenses are increased by:

a.
debits

b.
credits

c.
something else

d.
both debits and credits

29.
Sales are increased by:

a.
debits

b.
credits

c.
something else

d.
both debits and credits
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30.
Sales account may be posted with:

a.
debits

b.
credits

c.
something else

d.
debits or credits

31.
Owner’s equity is increased by:

a.
debits

b.
credits

c.
something else

d.
both debits and credits

32.
Liabilities are increased by:

a.
debits

b.
credits

c.
something else

d.
both debits and credits

33.
An account with £10 debit and £5 credit has a ……… balance of £5:

a.
debit

b.
credit

c.
debit or credit

d.
not possible to answer

34.
An account with £50 credit and £50 debit has a balance:

a.
debit

b.
credit

c.
debit and credit

d.
neither

35.
An account with a “balance carried down” on the right side has a ………… “balance brought down”.

a.
debit

b.
credit

c.
something else

d.
both debit and credit

36.
An account with a “balance carried down” on the left-hand side has a ………….. “balance brought down”.

a.
debit

b.
credit

c.
something else

d.
both debit and credit
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37
Creditors normally have a …………. balance:

a.
debit

b.
credit

c.
something else

d.
debit or credit

38.
Debtors normally have a ………….. balance:

a.
debit

b.
credit

c.
something else

d.
both debit and credit

39.
Owner’s equity and profits normally have a ………… balance:

a.
debit

b.
credit

c.
something else

d.
both debit and credit

40.
Expenses and sales normally have balances which are:

a.
the same-debit

b.
the same-credit

c.
credit and debit respectively

d.
debit and credit respectively

41.
Assets normally have a ………… balance:

a.
debit

b.
credit

c.
something else

d.
both debit and credit

42.
Posting in book-keeping means:

a.
writing in the journal

b.
journalizing

c.
writing in the ledger accounts

d.
preparing a trial balance

43.
A credit transaction is one:

a.
for a small amount of cash

b.
which pays a creditor

c.
which receives from a debtor

d.
which increases a liability without cash being involved

44.
A cash payment is journalized:

a.
debit cash, credit some other account

b.
debit some other account, credit debtors

c.
debit cash, credit creditors

d.
credit cash, debit some other account
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45
Cash receipts are always journalized as debit to:

a.
debtors

b.
creditors

c.
owner’s equity

d.
something else

46.
Credit sales are journalized:

a.
credit debtors, debit sales

b.
debit cash, credit sales

c.
debit creditors, credit sales

d.
debit debtors, credit sales

47.
A cash purchase is always recorded as a credit to:

a.
creditors

b.
assets

c.
cash

d.
purchases

48.
Payment to a creditor is journalized:

a.
debit cash, credit sales

b.
debit cash, credit creditors

c.
credit cash, debit purchases

d.
credit cash, debit creditors

49.
Receipt from a debtor is journalized:

a.
debit sales, credit cash

b.
debit debtors, credit cash

c.
debit debtors, credit sales

d.
debit cash, credit debtors

50.
A credit transaction is normally followed by a cash transaction:

a.
true

b.
false

c.
neither

d.
both

51.
Cash is a basic:

a.
debit

b.
credit

c.
neither

d.
debit or credit

52.
In the cash account cash receipts are:

a.
debits

b.
credits

c.
neither

d.
both debits and credits
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53
In the cash account cash payments are:

a.
debits

b.
credits

c.
neither

d.
both debits and credits

54.
Debtors are:

a.
debits

b.
credits

c.
neither

d.
both debits and credits

55.
A debit balance on a creditors’ account probably means:

a.
we owe him money

b.
he owes us money

c.
something else

d.
there is an error or a return to supplier.

56.
Purchase of land on credit is recorded:

a.
debit purchases, credit cash

b.
debit cash, credit land

c.
debit land, credit creditors

d.
something else

57.
Purchase of machinery for cash is recorded:

a.
debit cash, credit machinery

b.
debit debtors, credit machinery

c.
credit cash, debit machinery

d.
something else

58.
Payment of rent in cash is recorded:

a.
debit rent, credit creditors

b.
credit rent, debit cash

c.
debit rent, credit debtors

d.
something else

59.
Sale of goods on credit is recorded:

a.
debit sales, credit goods

b.
debit debtors, credit purchases

c.
debit debtors, credit sales

d.
debit cash, credit goods

60.
Income received on an investment is recorded:

a.
debit cash, credit investment (asset)

b.
credit cash, debit owner’s equity

c.
debit owner’s equity, credit cash

d.
debit cash, credit investment income
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61.
Debit rent, credit creditors, represents:

a.
payment for rent

b.
rent due to the business

c.
rent accrued

d.
something else

62.
Payment of an accrual is recorded:

a.
credit cash, debit rent

b.
credit rent., debit creditors

c.
credit cash, debit debtors

d.
something else

63.
An accrual of an expense is a:

a.
liability

b.
asset

c.
expense

d.
sale

64.
Fixed assets are purchased for:

a.
resale

b.
resale in the future

c.
use in the business

d.
something else

65.
To record depreciation expense:

a.
credit depreciation expense, debit fixed asset

b.
debit accumulated depreciation, credit fixed asset

c.
debit depreciation expense, credit accumulated depreciation

d.
none of these

66.
“Depreciation expense is a basic credit.” This statement is:

a.
true

b.
false

c.
either

d.
neither

67.
Accumulated depreciation is:

a.
an expense

b.
a liability

c.
a fixed asset

d.
deducted from fixed assets

68.
Depreciation is a process of;

a.
allocation

b.
valuation of fixed assets

c.
accrual

d.
sales
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69.
Bad debt expense is recorded:

a.
debit debtors, credit bad debts

b.
debit creditors, credit bad debts

c.
debit bad debt expense, credit debtors

d.
something else

70.
Debit cash, credit machinery, normally records:

a.
purchase of fixed asset

b.
prepaid expenses

c.
sale of a debtor

d.
something else

71.
Transactions are first translated in debits and credits in the:

a.
ledger

b.
journal

c.
cash book

d.
something else

72.
The three types of ledgers are normally:

a.
sales, purchases, assets

b.
sales, general, purchases

c.
cash book, sales, purchases

d.
purchases, sales, expenses

73.
The four types of journals are normally:

a.
cash book, sales, expenses, general

b.
sales, cash, purchases, general

c.
general ledger, sales and purchases

d.
something else

74.
The arithmetical accuracy of the book-keeping is verified in the:

a.
books

b.
balance sheet

c.
trial balance

d.
journal

75.
“An error of the right amount posted to the wrong account is revealed by the trial balance.” This is:

a.
true

b.
false

c.
neither

d.
partly true

76.
“An error of the right amount posted to the wrong account is sometimes revealed by the trial balance.” This is:

a.
true

b.
false

c.
neither

d.
partly true
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77
The original entry of a transaction to charge depreciation would be recorded first in the:

a.
sales ledger

b.
sales journal

c.
general journal

d.
private ledger

78.
The process of book-keeping involves:

a.
journalizing, posting

b.
journalizing, posting, balancing

c.
journalizing, posting, balancing, trial balance

d.
journalizing, posting, balancing, trial balance, balance sheet, income statement

79.
We prepare acounting reports normally from a:

a.
ledger

b.
balance sheet

c.
journal

d.
trial balance

80.
In the U.K. we present a balance sheet with the assets (basic debits) on the right-hand side. Does this affect the book-keeping?

a.
yes

b.
no

c.
maybe

d.
sometimes
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FOR THE TEACHER
Programmed learning is designed to simulate an individual tutor. In designing this programme, we have analysed in detail what knowledge and skills we are trying to teach, and what behaviour we expect of the student, when he has completed the programme.

The advantages of the programme are:—

1. Each student can learn at the pace most suitable for him.

2. The student studies advanced material only when he has mastered the elementary material.

3. The programme is designed to prompt a correct answer from the student. The aim is to reward the student as much as possible. If he is rewarded, he will be motivated to continue paying attention.

4. The student cannot daydream. He is continuously active and receives immediate and continuous confirmation of his success in learning the material.

5. Frames are designed to bring the critical point to the attention of the student, and to establish his understanding of each critical point.

The record of responses made by the student highlights areas where the programme might well be reconsidered. No programme is perfect, and consistent errors in any one frame by many students, may indicate that the frame should be redesigned.
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ANSWERS TO THE QUIZ
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b



grading:
75–80
Excellent


60–74
Satisfactory

under 60
Fair—repeat the programme at a later date
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GLOSSARY OF BOOK-KEEPING LANGUAGE
Account
Page in the ledger recording the common aspect of different transactions. Real, personal, nominal account.
Accounting
Art of preparing accounting reports from bookkeeping records. Based on concepts or principles: true and fair, money, cost, conservatism, consistency, comparability, entity, going concern, recognition of profit, etc.
Accounting period
Period of time from one balance sheet to the next. Period of the income statement. Usually one year.
Accounting reports
Balance sheet and income statement (profit and loss account).

Account payable
Creditor. Basic credit.
Account receivable
Debtor. Basic debit.
Accrual
Liability. Creditor. Payable. Record of the liability for an expense or an asset incurred but not yet paid in cash. Journalized: credit creditors, debit some other account. Basic credit.

Accrual concept
Accounting concept that both cash and credit transactions must be recorded in book-keeping.
Accumulated depreciation
Depreciation charged to date against the cost of a fixed asset. Extent to which the fixed asset cost has been allocated to expense. Deducted from the cost of fixed assets in the balance sheet. Basic credit.
Accumulated profit
Retained earnings. Balance of profit retained in the business. Increase in owner’s equity due to profit earned but not paid out in dividends. Basic credit.
Appropriation account
Accumulated profit. Retained earnings. Not capital reserve. Basic credit.
Arithmetical accuracy
Checked in book-keeping by the trial balance. Total debits must equal total credits.
Asset
Something owned by a business which has a measurable cost. Fixed or current asset. Basic debit.
Balance
Difference between the debits and the credits on any ledger account.
Balance brought down
Net balance brought down on an account after it is totalled. Represents the net effect of the debits and credits to date.
Balance carried down
Same amount as the balance brought down but recorded on the opposite side of the account before it is totalled. Makes both sides of the account add up to the same total.
Balance sheet
Accounting report. Statement of assets owned and the way they are financed from liabilities and owner’s equity. Does not indicate the market value of a business. Not an income statement.
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Basic account class
Definition by convention of all items in accounting reports as basic debits or basic credits.

Basic credit
Convention that items shown on the right-hand side of accounting reports (liabilities, owner’s equity and sales) are basic credits. Increased by credits; decreased by debits.

Basic debit
Convention that items shown on the left-hand side of accounting reports (assets, expenses and costs) are basic debits. Increased by debits; decreased by credits.

Book-keeping
Recording of transactions in debits and credits. Posting of data from journals to ledgers. Extracting of a trial balance. Data for accounting reports.

Business entity
Entity.

Capital stock
Share capital. Party of owner’s equity originally put into the business. Basic credit.

Cash
Money asset of a business. Often includes both cash in hand and cash at bank. Balance sheet asset. Basic debit.

Cash book
Book recording cash and bank receipts and payments. Cash journal. Book of prime entry. Debits and credits posted to ledger accounts. Cash balance appears as asset in balance sheet.

Cash journal
Cash book.

Cash payment
Decreases cash balance. Journalized as credit cash, debit some other account.

Cash receipt
Increases cash balance. Journalized as debit cash, credit some other account.

Cash sale
Sale for cash. Not a credit sale. No debtor. Cash increases. Journalized as debit cash credit sales. Basic credit.

Cash transaction
Receipt or payment of cash.

Collateral
Security for a loan.

Convention
(in Book-keeping) Assumptions that: (a) debit means left side and credit means right side; (b) assets, costs and expenses are basic debits; (c) liabilities, owner’s equity and sales are basic credits.

Cost
Two meanings:

(a)
Actual amount paid. Basis of valuing assets.

(b)
Charge in the income statement for an accounting period (costs and expenses). Basic debit.
Cost concept
Practice of valuing assets at cost rather than market

value (subject to exceptions).
Cost of goods sold
Cost of sales. Cost of goods actually sold during the accounting period. Excludes cost of goods left over unsold. Transferred from-stock purchases. Journalized as debit cost of goods sold, credit stock purchases or stock (at cost). Charged in the income statement. Basic debit.
Cost of sales
Cost of goods sold.
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Cr.
Credit.

Credit
Two meanings:

(a)
Right-hand side of account (Cr.),
or (b)
Not for cash.

Does not mean “good or bad”. See basic credit.
Credit balance
Balance of account where credits exceed debits. Cr. balance.
Creditor
Money owed to other parties. Payable. Account payable. Basic credit.
Credit purchase
Purchase on credit. Not for cash. From creditor. Journalized: debit purchases, credit creditors.
Credit sale
Sale on credit. Sale to a debtor. No cash received until later. Sale is not the same as debtor. Journalized: debit debtors, credit sales. Basic credit.
Credit transaction
Transaction which incurs (accrues) a liability, or gains a debtor. No cash is paid or received until later. Journalized to debtors or creditors instead of to cash account.
Current asset
Asset. Not fixed asset. Not for long term use in the business. Regularly turned over into cash within one year. Basic debit. Debit Left-hand side of account. Debits are increased by debits and decreased by credits. Does not mean “good or bad”. See basic debit.
Debit balance
Balance of account where debit postings exceed credit postings. Dr. balance.
Debtor
Account receivable. Receivable. Money to be received by a business. Settled in cash. Balance sheet asset. Basic debit.
Depreciation
Allocation of cost of a fixed asset to expense over its working life. Measure of the cost of using the fixed asset in each accounting period. Reduces profit available for dividend. Land is not depreciated.

Depreciation expense
Expense for depreciation during the accounting period. Not the same as accumulated depreciation, except in the first year of the fixed asset. Journalized: debit depreciation expense, credit fixed assets or accumulated depreciation. Basic debit.

Dr.
Debit.
Dual aspect
Two aspects of each transaction. Debit and credit. E.g. a cash sale affects cash and sales. Basis of double entry book-keeping. Discovered in the fifteenth century in Italy.
Entity
Business entity, e.g. a limited company. Artificial person to which accounting reports relate. Distinct from management and shareholders.
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Expense
Expenditure by a business chargeable in the income statement. Offset against sales. Not fixed asset. Amounts used up during the accounting period. Basic debit.

Fixed asset
Asset acquired for use in the business and not for resale. Usually property, plant of equipment. Allocated to depreciation expense over a working life. (Exception: land is not depreciated.) Not cash, debtors, inventory or prepaid expense. Basic debit.

General journal
The journal. Book of prime entry for recording special transactions in debits and credits. Posted to ledgers. See journal.

General ledger
Ledger for accounts of items in balance sheet and income statement. Posted from journals. Arithmetic checked by trial balance. Source of data for accounting reports. Debtor and creditor accounts normally kept separately in sales and purchases ledgers.

Journal
Book of prime entry. Record of transactions in debits and credits. Source of posting to ledgers. See sales, purchases, general and cash journals. Written up from original documents of transactions, e.g. invoices, cheques, etc.

Journalizing
Translation of transactions into debits and credits. Recording in sales, purchases, general and cash journals.

Income
Profit. Earnings. Sometimes used also to mean sales and all forms of incoming. Not the same as cash. Revenue. Basic credit.

Income statement
Profit and loss account. Statement showing sales, costs, expenses and profit in an accounting period. Accounting report. Not a balance sheet.

Inventory
Stock of goods on hand for resale. Valued at cost, or market value if lower, not at selling price. Increased by purchases, decreased by cost of goods sold. Balance sheet current (not fixed) asset. Basic debit.

Ledger
Book containing accounts. Used to analyse and summarize transactions by headings. Posted from journals. See sales, purchases, general ledgers. Arithmetical accuracy checked by trial balance. Source of data for accounting reports.

Ledger account
Account.

Left side
Debit side.

Liability
Creditor’s claim. Creditor. Accrual. Account payable. Payable. Amount due to be paid by a business. Not a debtor. Not owner’s equity. Basic credit.

Mortgage
Liability due in long term. Sometimes secured on assets. See security. Basic credit.

Net worth
Owner’s equity. Basic credit.
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Nominal accounts
Accounts for income statement items (sales, costs, expenses and profit),

Nominal ledger
General ledger.

Objective of accounting
Use book-keeping records to produce accounting reports.

Objective of book-keeping
Record, analyse and summarize transactions to facilitate preparation of accounting reports.

Other creditors
Creditors not for normal purchases of goods for resale. Accrued liabilities. Basic credit,

Owner’s equity
Owner’s claims. Net worth. Amount due to the owners of the business. Assets less liabilities equals owner’s equity. Not the same as cash. Includes shareholder’s original investment and accumulated profits. Increased by profits and reduced by losses. Basic credit.

Payable
Creditor. Account payable. Basic credit.

Personal account
Account for debtor or creditor. Not a nominal or real account.

Posting
Transfer (writing) of debits and credits from the journals into ledger accounts.

Prepaid expenses
Expenses paid in advance for more than one accounting period, Basic debit.

Profit
Income, Earnings. Difference between sales, and costs plus expenses, during an accounting period. Does not necessarily increase cash—it may increase debtors or be reflected in any asset. Basic credit.

Profit and loss account
Income statement. Shows sales, costs, expenses and profit for the accounting period. Accounting report, Not a balance sheet.

Purchase
Goods purchased for resale. Cash or credit Journalized as debit purchases, credit cash or creditors. Stock purchase. Not expense. Not fixed asset. Basic debit.

Purchase journal
Book of prime entry recording purchases and expenses incurred on credit. Written up from purchase invoices. Translates credit purchases into debits and credits. Postings in detail to credit of creditor accounts in the purchases ledger and in total to debit of accounts in the general ledger.

Purchase ledger
Accounts payable ledger. Creditors’ ledger. Accounts for creditors. Posted from purchases journal and cash book. Balances are creditors in the balance sheet.

Real accounts
Accounts for assets. Basic debits.

Receivable
Debtor, Account receivable. Basic debit.

Recognition of profit
Time of recognition of profit on transactions. Normally when goods are shipped to the customer. Not when customer pays for the goods.

Records
Journals and ledgers.
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Retained earnings
Accumulated profit. Income or profit retained in the business and not distributed to shareholders as dividends. Increases owner’s equity. Basic credit.

Right side
Credit side.

Sale
Price for which goods are sold. Total of amounts sold. Part of income statement, not balance sheet. Not debtors. Basic credit. See income statement.

Sales journal
Book of prime entry for credit sales. Written up from sales invoices. Posting to debtor accounts in the sales ledger and to credit of sales account in the general ledger.

Sales ledger
Accounts receivable ledger. Debtors ledger. Book containing accounts for debtors. Posted from sales journal and cash book. Sales ledger balances are debtors in the balance sheet.

Security.
Collateral. Assets claimable in priority to other creditors.

Share capital
Capital stock. Part of owner’s equity. Money put into the business by the owners. Basic credit.

Shareholder
Stockholder. Owner of part of the share capital or capital stock.

Stock
Inventory of goods for resale. Basic debit.

Stockholder
Shareholder.

Stock purchases
Purchases of goods for stock and resale. Subsequently transferred to stock or to cost of goods sold. Not an expense. Not a fixed asset. Basic debit.

Transaction
Change in two items in the balance sheet. Cash or credit transaction. May be for sale, purchase, cash receipt or cash payment. Translated into debits and credits by “journalizing”.
Trial balance
List of account balances to check that total debits equal total credits. Data for preparation of accounting reports. Reveals arithmetical errors in posting from journals to ledgers. Sometimes indicates obvious errors of principle.

144

[image: image4.emf]
The four self-instruction programmes

comprising the popular series
ACCOUNTING STEP BY STEP
are designed to enable students,

managers, engineers and scientists to

teach themselves the language and

basic concepts of accounting.

IMPORTANT NOTE


In the front of each set is a summary (as above) of technical terms and ideas to be learned from the set. Read it quickly.


If you already understand all of the summary do not complete the set, pass on to the next one.


If you do not completely understand every technical term and idea in the summary, do the whole set. Do not attempt to do only parts of a particular set.





IMPORTANT NOTE


At this point we must unlearn something about the words debit and credit, which is current in every-day life but does not apply to book-keeping.


Repeat aloud ten times the following sentences:


“Credit means right side. It does not mean good or bad.”


“Debit means left side. It does not mean good or bad.”





FINAL NOTE





In this whole programme we have made one basic assumption—that the balance sheet is prepared from the book-keeping records in the logical form with the assets (debits) on the left and the liabilities (credits) on the right.


This is the practice in U.S.A., Canada and some other parts of the world, but in the U.K. we keep the books and trial balance normally but we prepare our balance sheet the other way around. Why? Nobody really knows.








