
    [image: ]

  
    
      
         
         
 
         Visit our How To website at www.howto.co.uk
         
 
         
             

         
 
         At www.howto.co.uk you can engage in conversation with our authors – all of whom have ‘been there and done that’ in their specialist fields. You can get access to special offers and additional content but most importantly you will be able to engage with, and become a part of, a wide and growing community of people just like yourself.
         
 
         
             

         
 
         At www.howto.co.uk you’ll be able to talk and share tips with people who have similar interests and are facing similar challenges in their lives. People who, just like you, have the desire to change their lives for the better – be it through moving to a new country, starting a new business, growing their own vegetables, or writing a novel.
         
 
         
             

         
 
         At www.howto.co.uk you’ll find the support and encouragement you need to help make your aspirations a reality.
         
 
         
             

         
 
         How To Books strives to present authentic, inspiring, practical information in their books. Now, when you buy a title from How To Books, you get even more than just words on a page.
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            Preface

         
 
         Book-keeping has moved on in many ways since the manual book-keeping version of this book was first published in 1992, but one way in particular has had a huge impact and students and practitioners will have to develop skills in this area if they are to find work. Employers now require book-keeping and accounting staff to have skills in computerised accounting.
 
         The subject has moved on, but not moved away from the traditional knowledge. The principles and theory of book-keeping are just the same now as they have been since the 14th century, and maybe even earlier than that. However, computerisation can now increase the productivity with which the data is recorded and carry out many of the calculations automatically. This is why employers require their accounting staff to have these skills.  
 
         In today’s commercial world, firms have to compete hard for business and this requires them to keep costs to a minimum, as all costs are reflected in the prices they have to charge for their products. The wages of accounting staff are examples of such costs, and this area is one in which very significant savings can be made. If firms don’t make those savings, their prices will not compete with those that do and they will not survive.  
 
         It’s no good trying to go straight to computerised book-keeping, though, and missing out the learning of manual book-keeping. Once a few problems occur in the accounts, a person who has only learned how to input data will be stumped. Employers will still require their staff to fully understand the principles and theory of double-entry book-keeping.  
 
         The manual book-keeping version of this book (Mastering Book-Keeping) has been very successful over the years, as its eight editions and accreditation by the Institute of Certified Book-keepers demonstrates. Its success has been due to the fact that attention was given not just to recording the facts and techniques of the subject accurately and comprehensively, but to studying the problems that feature in the teaching and learning situations and presenting the material in a way that would best overcome them. Classes were observed, teachers and students interviewed and questionnaires administered. The same approach was used in the production of this book.  
         
 
         The connection between computerised and manual book-keeping is always evident in the text. If you have read Mastering Book-Keeping already, you will feel comfortable with this new textbook.  
         
 
         This book is aimed at students of the subject, but, like the manual book-keeping version, it will serve as a useful handbook long after qualification. The material and structure take account of the requirements of all the major examination boards, and specimen papers are included.  
         
 
         The Sage family of packages has, for a long time, been regarded as the industry standard, and this is why this software has been chosen here as a medium through which to introduce book-keepers and business people to computerised book-keeping.
         
 
         Most software packages use similar formats, so if a student masters Sage they will quickly and easily be able to transfer those skills to the other software packages.
 
         Sage products are always evolving, but the routines and formats remain the same, so regardless of what version of the software you have at any time, the skills you will learn here will be appropriate.

         
             

         
 
         Peter Marshall
         
 
         
             

         
 
         ICB examination papers and model answers are reproduced by kind permission of The Institute of Certified Bookkeepers, IAB examination papers, marking scheme and model answers are reproduced by kind permission of The International Association of Bookkeepers, and OCR exam papers are reproduced by kind permission of Oxford, Cambridge and RSA Examinations.
         

      

      
    

  
    
      
         
         
 
         
            1 A period of transition

         
 
         With the increasing globalisation of trade and industry at all levels, it is  becoming increasingly necessary to achieve some degree of harmony in  accounting practices between countries. The standards that applied in the  UK since 1970, i.e. Statements of Standard Accounting Practice (SSAPs) and  Financial Reporting Standards (FRSs), are being gradually phased out and  replaced by International Accounting Standards (IASs) and International  Financial Reporting Standards (IFRSs). All companies listed on EU Stock  Exchanges already use the international standards and in time they will be  used by all UK businesses.
 
         Here are some examples of the changes in terminology with which you will  have to become familiar. In the international standard terminology, instead of  turnover the term revenue is used, instead of stock the term inventory is used,  and debtors and creditors are called accounts receivable and payable. Provisions  tend to be referred to as allowances, the profit and loss account is known as the  income statement and any profit that is brought down to the balance sheet is  termed retained profits. Debentures are known as loan notes, fixed assets are  called non-current assets and long-term liabilities are called non-current  liabilities.
         

      

      
    

  
    
      
         
         
 
         
            2 The role and significance of the professional association

         
 
         One of the distinguishing characteristics of all professions is the existence of professional associations. Such bodies maintain and improve the reputation of the profession by the regulation of conduct, the improvement of skills and the validation of qualifications.
 
         The Institute of Certified Bookkeepers is based at 1 Northumberland House, Trafalgar Square, London WC2N 5BW, under the Royal Patronage of His Royal Highness Prince Michael of Kent GCVO. The other professional association for book-keepers is The International Association of Book-keepers (AIB), whose registered office is at Burford House, 44 London Road, Sevenoaks, Kent TN13 1AS.
 
         Book-keeping became a regulated profession under the Money Laundering Regulations of 2007. As a result of this, book-keepers now have special legal duties imposed upon them, and failure to comply with them has serious legal consequences. All practising book-keepers must be registered with a supervisory body. Both professional bodies mentioned here are treasury-appointed supervisory bodies under the Money Laundering Act and, as such, will monitor, guide and supervise members to ensure compliance.
         
 
         In addition, membership provides proof of proficiency, which is recognised worldwide. It offers assistance with career development, not only through the provision of training and qualifications, but also through notification of job vacancies, updates on legislation and advice, and guidance on private practice. Members also get the opportunity to meet and associate with others in the same profession in local groups and forums.
 
         
             

         
 
         Note: A discerning reader will spot that the term book-keeper is spelt in two different ways on this page. This is not a mistake. There are actually three correct spellings of this term: bookkeeper, book-keeper and book keeper. The two institutes use different spellings. 
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               Figure 1. The homepage of the ICB website: www.bookkeepers.org.uk.  Reproduced with kind permission.
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               Figure 2. Website page of The IAB. www.iab.org.uk. Reproduced with kind permission.

            

         

      

      
    

  
    
      
         
         
 
         
            3 Data security

         
 
         When a business keeps a substantial number of personal details in computerised accounting records, it may be obligated to register with the Information Commissioner. The person who decides how data will be used and for what purpose is referred to in the Act as the data controller, while a person on whom data is kept is referred to as a data subject. It is essentially so that data subjects are aware of what is held and how it is used.
 
         It is not necessary to inform the Information Commissioner if:
 
              
            	the data controller is only using the data for sending and receiving invoices and statements;
     
            	the data subjects are companies and no individuals can be identified in them;
     
            	the data is only used to process payroll and prepare statutory returns.
 
         
 
         However, if a data controller is going to make accounting data available to management or any other department for non-accounting purposes, e.g. marketing, statistical, planning or control purposes, it must register. It must disclose the kind of data held, the purpose for which it will be used and how subjects can access their own data.
 
         Legal obligations in respect of personal data
 
         Businesses registered under the Data Protection Act 1998 must comply with certain standards of practice contained in Schedule 1 of the Act. These require that the personal data shall:
 
              
            	be obtained only for specified and lawful purposes and must not be used in any manner incompatible with such purposes;
     
            	be relevant and adequate but not excessive for the purpose for which it has been collected;
     
            	be accurate and kept up to date;
     
            	not be kept for any longer than necessary for the purpose for which it was collected;
     
            	only be processed in accordance with the subject’s rights under the Act;
     
            	be protected by appropriate organisational and technical measures against unauthorised and unlawful use, or accidental loss or damage;
     
            	not be taken outside of the country to any country where there is not adequate legal protection of the rights and freedom of data subjects in respect of the processing of their personal data.
 
         
 
         In many businesses today accounting information will be used for non-accounting purposes so it is very likely that anyone who controls such data will need to register and comply with the Act. To access the full text of the Act, click on www.opsi.gov.uk/ads/adsl998/19980029.htrn. The Information Commissioner’s general website is www.ico.gov.uk. 
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         Figure 3. An overview of business accounts records. Note: The actual  records are shown in the boxes. The arrows show the flow of information  between the various records. The boxes shown in bold are divisions of  the ledger. There is an additional month-end information flow between  ledger divisions when cross-referencing is made in folio columns.

      

      
    

  
    
      
         
         
 
         
            4 The flow of documents and processes

         
 
         This chapter outlines the paper trail between buyer and seller in a typical business transaction and the processes within each firm that each document triggers.
 
         Estimate or quotation
 
         Sometimes it is not possible to give a precise quotation and an estimate is regarded as the best that can be done. The quotation must be for an exact figure while an estimate is only a rough figure. However, the final costs of work or supplies are expected to be within 10% of the estimated figure and courts are likely to be sympathetic to the purchasing party in actions where this figure has been exceeded.
 
         Request for quotations
         
 
         Often when a business wishes to purchase goods and services from another, requests for quotations will be sent out to a number of potential suppliers. Any company interested in competing to supply goods to the business will begin to calculate the lowest prices at which it is prepared to supply the goods or services. It will then prepare a quotation or estimate (according to whichever was requested) and send it to the potential customer.

         When the customer receives the estimates or quotations they will compare them all on the basis of prices and perceived quality of the goods or services being offered, taking into account such things as delivery dates and past experience of dealing with that particular supplier.
 
         Purchase order
 
         When a final selection is made, the buyer will normally issue a purchase order. This will state the quantity, type of goods, prices and the special conditions of the contract, such as the terms of business, the timescale in which payment is agreed to be made, e.g. strictly 30 days. Delivery instructions and any other special conditions which may apply will be included, e.g. there may be a penalty clause for late completion of work, entitling the buyer of services to compensation of a specific sum, or a specific percentage of the total.
 
         Delivery note
 
         If the supplier accepts this purchase order then a delivery note will normally be made out and sent with the goods. This will normally be in at least triplicate form and will specify the goods. Some multipart, carbonised sales forms contain three copies of the delivery note and two copies of the sales invoice. The delivery notes, being the bottom two copies, may have the cash columns blocked out. In certain aspects these invoices and delivery notes will be the same, including the boxes for name and address, order number and details of goods, but the cash details will normally be omitted on the delivery notes. 
         
 
         The delivery note will be passed to the stores, where it will trigger the  packing and shipment of the goods to the customer. At the same time the stock  records will be adjusted to show the goods have been booked out from stock  and have become the responsibility of the delivery driver and remain so until he  or she returns a signed delivery note confirming they have been received by the  customer in good order.
 
         Where the order is for services
         
 
         If the purchase order is for services rather than goods, e.g. building work, then  a job order sheet may be produced by the supplying firm and passed to the  works department for the manager to allocate the job to a worker or workers.
 
         Customer signs to confirm delivery
         
 
         When the goods arrive, a copy of the delivery note is signed by the customer  after he or she has checked the goods are those that were ordered and have  been received in good condition. There will usually be a second copy for the  customer to file. These retained copies are source documents for updating the  stock records, which at the end of the year, after verification against a physical  stock check, will be used in the balance sheet as one component of the current  assets section (Closing Stock).
 
         Production of an invoice
         
 
         The signed delivery note will be passed to the sales office of the supplier, where  it will trigger the preparation of an invoice. This may already have been  prepared as part of a quadruplicate or quintruplicate set and sent to the  customer with the delivery note, or it may be sent by post once a signed  delivery note is received to confirm the goods it is charging for have been  received by the customer.

         In a manual system one copy of the invoice will go to the accounts  department, where its details will be entered into the sales day book. In a  computerised system the sales day book may be updated automatically with  the invoice details when the invoice is produced on the system.
 
         Purchase returns note
 
         Sometimes goods are returned by agreement with the supplier, because they are  faulty or not what was ordered. In such a case a purchase returns note will be  created by the buyer, which is essentially the opposite of a delivery note,  describing the goods being returned and the reason.
 
         Production of a credit note
         
 
         The receipt of a purchase returns note will normally, after checking it is  justified, trigger the production of a credit note at the supplier’s end  (essentially the opposite of an invoice). When the customer receives this, it  will be entered in the purchase returns day book and this, in turn, will be posted to the debit side of the relevant bought ledger account to reduce the indebtedness of the company to that particular supplier.
         
 
         Production of a statement
 
         At the end of the month (or sooner if it is the firm’s policy) the sales day book details will be posted to the ledger divisions – the sales account in the nominal ledger and the personal account details in the sales ledger. The ledger divisions will be balanced and the resulting balances will be reproduced in statements and sent to customers, informing them of the amount they owe, whether it is overdue and when it should be paid by. The statements will also include any interest or penalties that have been agreed for late payment and details of any early settlement discount the customer can claim.
 
         Often the statements will be age-analysed, i.e. stating which parts of the total amount have been outstanding for one month, which parts of it have been outstanding for two months, and so on. If the debt is overdue for payment, a strong demand will normally be annotated, such as This account is overdue for payment. Please settle by return. Such demands may become increasingly strong the older a debt becomes.
         
 
         Statements will not normally give details of the goods or services supplied. Their purpose is merely to deal with the financial indebtedness of the customer, but some statements may show such details.
 
         Often a remittance advice slip will be included with the statements (attached or as a separate slip). It will give the necessary details for the cashier to tie up the payment with the relevant account. This is partly for the convenience of the customer to save them preparing a covering letter to accompany the cheque.
 
         Production of a cheque
 
         The receipt of the statement by the customer is usually what triggers the production of the cheque payable to the supplier. Any remittance slip that came with the statement will be filled in and sent with it to the supplier.
 
         The details from the cheque stub will be entered into the cashbook to credit the bank with the funds it is transferring to the supplier. If any early settlement discount has been received it will be posted to the discount received account. The other side of each part of this transaction will be posted to the debit side of the supplier’s personal account in the bought ledger, to record that the business has been settled by bank funds, less any discount the suppliers have allowed.
 
         Figure 4 provides a schematic illustration of the flow of documents in a single business transaction and the processes triggered by each one.
 
         Symmetry of the processes of purchases and sales
 
         This same flow of documents takes place in respect of goods supplied by the firm as for goods supplied to the firm. The roles are just reversed. 
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         Figure 4. An illustration of the flow of documents and the processes  which each triggers in a transaction between two businesses.
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