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i, T e,

e years professional Accountants and rcievant regulatory bodies developed rules and

ise known as Generally Acceptable Accounting Principles. The principles

gmde—@ﬂmf_l_of financial statements. These principles are regarded as co_gcepts They are
n form of accounting standards by

so fundamental.and are generally accepted and are issued out i
various bodies like the Nigerian Accounting Standard Board (NASB)/ now Financ
~~  Council of Nigeria(FRCN) and iASC.

1. Entity Concept

ial Reporting

Under entity concept, every economic unit not minding its legal form of existence is treated

as a separate entity distinct from pames llavmﬂ_gropnety or cconomic interest in it. To this
_'____-—"‘———____—_——‘—-—'—‘—4

regard, all the transactions of t.. entity are recorded in its books. These include; income,

—_—
expenses, assets and liabilities. Takings by the owners are recorded as drawing and are

_~therefore not charged against the business.

AT

- il Going Concern ’
It is assumed that the busmess umt will contmue in pei‘petuzly That 1557t expeCTPd \
— 3

that the business will not be lJruuiated in the foresef'ab]e future Business unit is

o= améoncem if it is capable of generatmg teasonable earnings for and no v
indications of treat of any form that could cease the business abruptly. % :

; , ‘i

iii. Periodicity Concept ‘ ’ A

Th]S concept holds that, the business commumty and stakeholders of financial statement

should ensure that business shoula oe divided into accounting periods usually one year and

comparisons ade with different periods. In strict compliance with this concept, the trading,

profit and loss of a business is prepared for the year end usually 12months.

£ iv. H:storual Cost

The Historical cost co osits that cost is appropriate basis for accounting recognition of all
financial transactions be it assets acquisitions, service rendered, interests, creditors and owners’

equity. 7
v. Realization Concept ' i ) _ _ : 8

i e ——
ERETTI " :

o
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cedain—For instance revenue may be recognized when goods are produccd, transaction

The concept recognizes the rule for pericdic recognition of;cm.m e as 5001 as it is capable of

objectwe measurement and the value of assets ts received or recewable in ex ch.:mge .", ~aaonably
e L

completed and goods are delivered.

vi, Matching Concept ' .

For any accounting period, all revenue earned and costs incurred in enerating it must be

Wd Whenever revenue is deferred to another period, all costs

element must be adjusted accordingly to reflect the true situation.

vil. Consistency

Though there are several methods available for treatin account transaction_without materially
—-—.—-__‘—-_‘
violating accounting principles. However, whenever a method is chosen, it must be followed

rigorously unless situations warrant for such change.
- L T T 5™

viii. Substance Over Form

Transactions are usm[ly governed by legal prmc:p]es but they are nevertheless accounted for

e b i — /

and presented m accoroance with thalr r substarice and financial reahty and not with their legal
_ wglivlal Teallly and not v

—_— =5 — [

form. The essence is to prevent firms from distorting their true reports in under the pretence of .

rigidly following the footprint of the law.

The principle of objectivity emphasizes independence of judgment on the part of the preparer of

financial statements. The concept of objectivity is the opposite of subjectivity and supportive

evidences availability.

x. Materiality

Materiality concept ensures only items of material values are accorded strict recognition and

. treatments in the financial statemunt. ,AL_e_m__ls_cgnsxdered_maLenal if omlssmu or its

—
missta t istort the true iew o ancial statements to the extent that such

affect users’ decision making and individual user judgments.
M
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xl. Fairness

The co
wﬁﬁf\_tmssmmers to be objective when preparing financial statement. He

should not be bias; he shou[d not only take the interest of a group into consideration but al] the
stakeholders,

Xxii. Prudence
_—_"_

The concept here enjoys accountant to exercising great care when recognizing profit. In other

~—~——
word M@M@muz_prowded for,

Accounting Method, Accounting Bases and Accounting Pohc1es

Accountmg Method

This is the medium through which the fundamental accountmg concepts are applied to financial

transactions and preparation of financial statements. It is method employed in recogmzmg,

measuring and measuring items of revenue, expense, gain, loss, asset or liability.

Accountine Bases

Accounting bases are the totality of accounting method employed by an enterprise for applying

i

fundamental accounting concepts to its accounting transactions. Basically, there are two

accounting bases recognized:;

i. Accrual Basis

lncomes/rcvcnues and expenses are recognized when they are eamned and not when they are_
i Sl
recelved re recogmzed when they are mcurred not necessarily when they are paid.

In other word, revenue and expenses are recognized in the accounting period they are related.

This basis is used by profit making organizations.
ii._Cash Basis

Here, income/revenues and expenses are recognized in the accounting period to which they are

received and paid. Debtors and creditors are not carried forward in the balance sheet. Tlns
e T
method is applicable to public/government sectors

r,-————'—_ N v i PR e
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Accounting Policies

Accountin icies are those bas%prlnclples conventions_and procedures adopted in

preparing and presenting financia] statements. Differing accounting policies should be disclosed
by the reporting entity in accordance with SAS | (Disclosure of Accounting Policies). | 5

. The following are identified. accounting policy; T i DS?
- Consolidation policy

- Taxation

- Stocks

- Creditors

- Depreciation

- Construction contracts

- Intangible assets

- Liabilities and provisions
- Pension cost

7 —
Types of Accountant Pf c l: t

. Financial Accountants: this accountant records financial transactions of a business,

analyses the financial information and presents reports/statements to the users of financial

information.

[

Cost Accountant: the accountant specializes in determining costs_of goods or services

produced or_sold. He also helps to effectively manage and control costs as well as

3 anagement Accountant: this is accountant that prepare and accountmg mformatlon to

assist management in decision- making for the purpose of pohcy formulatlon He
e ————, e ———

_— —

. compiles futuristic accounting information as against financial accountant that present

historical accounting information.

4. Tax Accountant: this accountant is verse x_laws. In light of complexity in tax law
especially in Nigeria, wrmkccoumanm | from time to time attend to
_'_'\-—._

tax Issues raised.
———

5. Auditor: this is a practicing accountant that examines financial record of firm and for

opinion thereon. This is- statutory or external auditor. On the other hand, an internal
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auditor is an employee of firm hired by the management to examine and report on thg '
work of various departments within the organization. : |

F_tmm\lcﬁ\c____mmg this is a new grey area in accounting. The forensic accountant
C

specializes in criminal investigzation aspect. That is the financial aspect. :
M-
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Text five-Six
ACCOUNTING EQUATION, DOUBLE ENTRY, JOURN

AL & CASH BOOK

Introduction

Assets = Liabilities
This can be re-written as follows;
Assets = Capital + Liabilities
Net Asset = Capital
Capital = Assets - Liabilities
This can be rewritten as = Cash = Capital for example, on 1 January 2007, Olaiya decided to set
up a shoe making business he put N20,000 into the business, then we have '
Cash = Asset = N20, 000 a
Amount Invested = Capital = N20, 000 + 0

Assets: assets are valuables of a business, which are expected 1o provide present and future

benefits to the business, Example of assets are plant and machinery, Building, equipment, office

furniture, Debtors and Cash etc.

Non-Current Assets
(a) Non-Current Assets: these are assets acquired and held permanently for the purpose of

creating production 6ap_agt31. Fixed assets can be divided into:
(i)  Tangible fixed assets |
(1)  Intangible fixed assets
(1ii) Investment (long-term)

A Tangible Asset is a physical asset i.e. one that can be touched | and felt. e.g. machinery,
-‘—-‘-——\\\-\\,

wm&omce eqﬁipment and Office Furniture.
An Intangible Asset is a fictitious, w be Seen—OI-fﬁLLliﬁOﬂS-ﬂOt'hﬁ_g_a\}ﬂrxﬁﬁﬁl\

existence. It cannot be touched. Examples of such are G ill, Patents and Trademark.
—_—— . ey
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An investment might also be a fixed asset. Share or debentures of other company purchased

—

with a view to hold them for more than one year will be classified as fixed assets.

Current Assets

Current assets are either:

(1) Assets owned by the bu.ness with the intention of turning them into cash. In other

convertibles like treasury bills, stocks and receivables

(i1) cash, including money in the bank, owned by the business

Liabilities

These are debts owned by a business to third parties. Liabilities can be divided into two

—

- Current liabilities .
- Long-term liabilities

Current liabilities are debts of the business that must be paid within a period of twelve months.

Examples are, loans repa able within one year, bank overdraft, trade creditors, bills of exchange -

which are payable by the business accrued expenses and taxation payable.

A long-term liability is a debt whick is not payable within one year. A Long term liabilities are
v____,i___________ — ——

being put off till something in future. Example are:
M

- loans that are payable in the future but not within the next accounting period
- Debentures or debentures stock
A S S
Capital
Capital is known as owners’ in erest in the business. It is the excess of assets over liabilities. It
comprises of the following:
- Capital invested in the business by the owner
- - Net profit or loss earned by the business
- Drawings made by the own<s whether in cash or kind
We can now rewrite our accounting equation

Fixed Assets + current Assets = Cutrent Liabilities + Long term
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Liabilities + Capita] or Fixed Assets + (Current Assets Current Liabilities) = Long term

liabilities + Capital,

Double Entry Book—Keeping
Having seen from the accounting equation above that assets are alway_s_e_cLu_aL_t%
liabilities and ca ital observi g—aéeeﬁr‘rﬁng_rules, then it means that any transaction which

changes the amount of total assets must also change the tota] liabilities plus capital and vice

versa.

-e_qt;y,mus’fﬁhgve a corresponding credit entry and vice versa. a
- : —\:—w ~ S

e

Books of 4 ccounts
Basica]ly, there are two books of accounts, these are;

a.) Principal Books of Account, namely Ledger and Cash Book. These are the main books

b.) Subsidiary Books of account or books of first or original entry, such as journal, Purchases
- Book, Sales Book etc. Many detajls Mnts
concerned are entered imm-
‘ mn later.
Procedures for Applying Double Entry Rule
1. Capture the two accounts involved in a transaction
2. Identify the account that gives value and the one that recejve value
Debit the receiver ang credit the giver with the involved

3
4. Debit any receipt and credit any payment
5

Debit value in and credit value out.

Double Entry Rule can also be applied in thig way;
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Dr_,zecco"—-—* Ry v
cr - Gct/:(//-——"‘g(r"

Debit asset i - i
account when-there is an increase in value and credit it when there is a
decrease in value. ‘

Debit expen i 3 i
pense account when there is an increase in value and credit it when there is a
decrease in value

Credit liabilities and capital accounts when the value increase

Credit liabilities and capital accounts when the value increase and debit it when the
value increase and debit it when the values decrease.
Illustration

The book of Bongo shows the following transaction in the month of January 2008. ks .
N

Contbel| Ger
January 1. Started business with cash Povclio 1,000,000 Gogn R ‘
v 53 '
4 Bought goods for cash ~>500,000 Sl G l'
14 Sold good el 1 !*
old goods for cash Cor / 300,000 <‘[a§"/}- gk 1
15 |

Received from Zl_xlu b Zul M> 5,000
Reflect the above transactions in Bongo book in line with the double entry rule.

In recording these transactions:

e January 1 Debit Cash Account (the receiver ) and Credit Capital Account (the giver) ;
e January 4 Debit Purchases Account (the receiver) and credit cash account (the giver) i
e January 14 Debit Cash Account (the receiver ) and Credit Sale account (the giver)

e January 15 Debit cash Account (the receiver) and Credit Zulu (the giver)

Putting all these in accounting form, we have:

Di” Cash Account &
T 2008 N 2008 N

Jan 1 Capital 1,000,000° Jan 4 Purchases 500,000

Jan 14 Sales 300,000 Jan 31 Balance ¢/d 805,000

Jan 15 Zulu 5000
1,305,000 1,305,000 ‘ '

A | er
Capital Account , = -
Jan 31 Balance c/d .1,000,000 Jan 1 Cash 1,000,000
9
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Purchases Account
N : N
Jan 4 sundries 500,000 Jan 31 Balance C/D 500,000
D( Sales Account - : cr
N ' N
Jan 31 Balance C/D 300,000 | Jan 14 cash 300,000
@V ZuluAccount Cr
N N
Sales 5,000 Jan 15 Cash 5,000

Ledger Account
Business is expected to keep record of the financial transactions it makes. The assets acqui're
and Iiabili_ties incurs. At the end of accounting period, it is from the records trial is extracted t
and a‘trading, profit and loss account and a balance sheet, with other relevant information can
e,v-:tralcted;r It is the role of accountant to keep record and the books which are kept is refers to as
ledger. ' 7 _ ‘;
- Ledgeris the_mm—mﬂnt. It is an accounting record which summaries the financial

affairs of a business. It contains details of assets, liabilities and capital, income and expenditure.
s Bl d pusines

It contains a large number of different accounts, with every account having its own purpose and

name. TW\M@ the left hand side is c: caI]ed ed debit side (Dr) and the right

ﬂ;ﬂw@%ﬂjach of the‘sgl—d_e“gfﬂt_h;ﬁiedﬂer is sub-divided into four parts: ? i
1. Date- This record s iW ‘
2. Particulars — This recard the transaction that took place
3. Folio — It describe the page in which corresponding entry will be found
4. Amount - This column records the amount that is involved

Format of a ledger

wmountll Date/ Particular/ Folio/Amount

L
07 10 42
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Example of Account in the General Ledger include

1. Motor vehicle at cost (Non-Current Asset)

2. motor vehicle provision for depreciation (Liability)
Fumiture and Fiuings at cost (Noh-Current Asset)
4. Fumiture and Fittings provision for depreciation ‘(liébility)
S. Plant and machinery cost (Non-Current Asset)
6. plant and machinery provision for depreciation (liability)
7. Capital (liability)
8. stock (raw materials, work in process and finished goods) (Current Assets)
9. Debtors (Current assets)
10. Creditors (current liability)
11. wages and salaries (expenses items)

12. stationeries, motor and telephone expenses (expenses items)

13. Cash (current assets)
14. Bank overdraft (current liability)
15. Sales income (income)

16. Interest on account (income)

T ypes of Personal Account -
- Impersonal-account
- Real Account

Impersonal Account:_shows and records the type of expenses incurred by the business for

lnstanQQ._l:atiS__e_hf_cm:L rather than the Wlt is about the

reason for payment is made. Impersonal accounts are divided into real and normnal accounts.

Real Account: the account is maintained to keep tangible items such as Land, Machinery, motor

vehicles and Stock of goods. The double entry Rule states that “when there is an increase in the
value of real item, the account is debited with the amount of such increase, when there is a-

decrease in the value, the account is credited with the same amount “for instance, a cash

11
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FADJOSHUA CONCEPT

WE DEAL IN SALES OF DATA BUNDLES. ALL NETWORK AT A LOW PRICE

s mMTN 1GB @ 550, 2GB @ 1050, 5GB @ 2500.

r 9 GLO 2GB @ 950, 4.5GB @ 2200, 7.2GB @ 2500.

> < 9MOBILE 500MB @ 550, 1GB @ 1050, 1.5GB @
1300, 2.5GB @ 2200, 4GB @ 3000.

- QairtElAIRTEL 1.5GB @ 1000, 3.5GB @ 2000, 7GB @

3400, 10GB @ 5000.

08100743089 08152181754
BANK TRANSFER ONLY. FADARE JOSHUA 15T BANK 3087857743,
JOSHUA FADARE WEMA BANK 0237370091
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( . G (o /'7/“ Nl
perach (2P e /ﬂ/ |

purchase that is an addition of N250, 000 worth of machinery will be debited to machinery

account to show increase in value and credit to the cash account to show decrease in value.

Dr Cash Account cr
k. N
Machinery A/C 250,000

Dy Machinery Account (v
N
Cash A/c 250,000
Nominal Accounts: are accounts that record income and expenditure items. Income represents

gain when expenditure relates to loss. Examples of income include interest received,

commission, discount received etc. while those of expenditure include purchase, wages, rent, ire
stationery etc. The double entry principle is to debit expense account while income account is ed
PEnse account while income account 1s
credited for an increase in value. For example, if N300, 000 are paid by trader for rent and B
oo, 10F an. increase i value
discount received by him is N100,000. The account will appear asrfollows. chr sash < as
P <t
Rent Account " al
N or Ad- er
Cash 300,00 s cev =
o
P - —'——\ d
Discount Received Account [ ket ferev D t

CE-‘S!\ &U-C'l’ CI/
Cash v 100,000 Boesar? b o

When nominal accounts are closed, the balances are transferred to either the trading account or

the profit and loss account.
e s duehund

Sub- Divisions of Ledger

As business expands, maintaining one ledger for all the accounts might be cumbersome hence,

the need for sub-division of ledger into several books to accommodate each class of accounts.
" These sub- divisions include: C,D (

1. Creditors’ ledger: this is known as purchase or bought ledger, it contains the accounts of

all creditors.

2. Debtor’s Ledger: also known as sales ledger and it contains accounts of debtors.

12
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items.
4. Private Ledger;

Drawings

Cash Book

Impersonal Ledger:

the ledger and bound Separate

Cash book is a rincipa 5

books the number of columns varies {rom one

entries, i.c, transfers of money fro
and a shortage of cash is made g
occur in the cash book and n
B

— e Y

bank respectively). With tabul
to the nature of the business.
Contra Entries. In the ordinary

folio columns.

side receive bot cheque and cash into a’cﬁﬁit while the two columns on thc credit side pays-or

record Cheques and cash payments. -~ ——
— e

Two-Column Cash Book

nvenience. It is also a bo
receipts and payments arc niot normally entered in the subsidiary

Rulings of Cash Books.Different rulings of cash books are in
o B

fom one (for cash or baiik)
ar cash books the number of colum

0 ledger entry is required

accounts of the proprietor, loan accounts, trading profi

this is General Ledger and carries accounts of real and nominal

This is part of general Ledger that accommodates the capital accounts,

tand loss accounts.

dger. It consists of the cash and bank accounts taken out of

ok of original entry, such a‘cash

books.

practice with the ordinary cash
) to three (for discount, cash, and
ns may be numerous, according
three-column cash book there will be some cross or contra

m cash to bank, And vice versa. Surplus cash is paid into bank,
ood by withdrawals from bank. In all such cases both entries

- This is indicated by a contra sign © in the

\\

Date  |Particulars Bank| Cash Date Particulars Cash Bank

' N NN |
1/1/08 |Balance B/d X x| 1/1/08 Motor Vehicle X
2/1/08 | Bank (Contra) X 2/1/08 Cash (Contra) X
5/1/08 |Sola x ]3/1/08 Tolu X
11/1/08 [Sales x |6/1/08 Salaries X
21/1/08 [Tomori x [12/1/08- Paul X
25/1/08|Cash(Contra) X |25/1/08 Bank(Contra) X
25/1/08 Sales X 25/1/08 Rent X
26/1/08| Calie X 26/1/08 Drawing X

| 31/1/08 Balance c/d X X
172/08 | Balance b/d X X
13
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See illustration

Three-Column Cash Book

. . 5 ” rys r‘[
In addition to the two column cash book above, a three column cash book has additional column thz

ILLUI(Ib cash discounts given to custor_rs and those ncccl\fci_i_rom suppliers. The discount allowcd to
2AGEA S uston 'rs and tn

debtor customers is

e one on-the left side i.e

. the Debit side of the cash book. Discount recelvcd on the

other hand is the discount received from the creditors and is recorded on the right hand side i.e Cr. Side o

the cash book.

Three-Column Cash Book

Date Particular Disc/Allwd Cash | Bank | Date [|Particulars Disc/Revd Cash BFnk
‘ N NNN '
1/1/08 ’Balance B/d X X 171/08 | Building X
2/1/08 [Bank(Contra) X 2/1/08 | Cash (Contra) X
31708 | Kudu X X 3/1/08 | Joy X X
[1/1/08 | Sales X 6/1/08 | Rent X
2.4/1/08 | Joe X X 12/1/08| Salaries X
25/1/08 |Cash (Contra) X 15/1/08| Peter X X
29/1/08 | Sales X 18/1/08(Drawing X
30/1/08 | Akeem X 25/1/08|Bank (Contra) X
27/1/08| Telephone X
30/1/08| Stationeries X
31/1/08| Balance c/d X X
_X_____'___J‘&%r
1/2/08 | Balance b/d X %

See illustration

These are deducnons made from accounts recewable and pa able at the tlme of
Cash-Discounts. s e pay

settlement. Cash Discount may be al]owed by a seller if goods are paid for within a short penod.

The amounts are r¢ rccordCd in specml discount columns which are ~memorandum columns only.
¢ L8
-_ﬁ—,__-"——"—'ﬁ_

‘T'he ind

14

ividual amounts are postud to the Jedger at the same time as the cash items The total are
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posted o a “Discount Allowed™ or * _siscount Received™ account in the ledger. as appropriate. so

that the amounts lost or gained on discount may be scen.
Jonrnal

Journals are business documents in which cach business transactions are first recorded in an

r—— ""'__'_.__.-,,;:-_-_ _
arranged order rd‘lu.tmg the :l(./L-Olllll to be debited and Ln.dm.d

Uses of Journal C,,l_ i (f S iy 3

Journals are used to record the following before they are posted to the ledger;

e _Lor opening entries

* Uhe purchase and sales of fixed assets

e _Correetion of crrors

* Lransfer from one account o another

* Takings by owner of goods for private use
°

Other transactions that cannot be recorded in the subsidiary books
Features of a Journal

Usually. journal has colummn o record the tollowings:

¢ Daic of transaction
e Names of the account 1o be debited or eredited.
)

The folio i.c the account pages or numbers where the relevant entries are made in the

ledger accounts,

e  Amount to be debited and credited

e ‘I'he narration is a short explanation of the nature of the transaction which should alwavs
be given belore the journal e-*ry is closed. This is particularly so in the case of correction 1
of errors as the natre of the entries would not otherwise be clear. For examination Q\@r I
\ ]
purpose a narration is cssential, » nr- i
Recet oo B
e !
y - L
Format of journal Gwt
Date Description Folio Dr. Cr g
N N Qe
- e ol
(o3" w
Hiustration

Mrs. Folake incorporated Folks Limited on 1/6/2009. He brought in cash of N4, 000.000 into the
business on 4/6/2009 he offered the business building that valued N6. 000.000. 1\lu amount on

15 %’“\ %C‘

PRr

JE———

o

(lc .
C‘anrﬁa/ aw E ot 0
Cash

Geer f
{(?

v
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A T

the building was (o be taken
3672009 and on 8/6/2009, the
1/6/2009. N80.000) ¢

Cas. Qe Cf xbu G
oTl v R
fonle 2= { ‘,(

as an additional capital, The

ash was paid to Abuy

business bought furniture worth N10Q0

c’ I’Y" w18, i

or
By

CT,
?“04‘\(
business banked 3,500,000 on

00 from Abuy and on

C- i

1 13 . - > G\c( . ,runleW’
Required: Journalize and PosLabove transaction in the book of Folik Limited Rl
Solution. Gt i
Date 1 Narrations 7 T Ty . e Ty e g
TR e e N N
| 161091 Cash B X —
j ol 4.000,000
oo Hhsing Capital Introduced by the proprictor
L 4/6/09 Building i 6.000.000 ===
| ey S 6.000,000
Being value of building introduced
i =, ———— 1 A8 cupital by the proprictor
L S/6/09 Bank W —_—
Cash 2500 000
<o o | Being amount lodged in the bank
8/6/)4 Furniture 100000 T
Abu 100,000
Being value of furniture purchased on credit
i 10,6/09 " Abu I *-EEG_])—@()‘w_" o
f Cash ' 80,000
- | Being cash paid 10_as part setdement e - e o
|
T e — B ]
I'he ledger accounts in the case of these transactjons are:
Cash Account
o N N
16/09 Capital 4.000.000 | 5/6/09 Bank 3,500,000
10/6/09 Abu 80.000
30/6/09 Balance c/d* 420,000
4,000,000 4,000,000
1/7/09 Balance b/d 420.000 |
!
|
Cuapital Account ;
— e N N
o /09 Cash 4,000,000
30/7/09 Balance cid? l()’_UO(}'OUO o < 1/6 6.000.000
4/6/09  Building WU,
14,000,000 10,000,000
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700 Balanee bid 10.000.000
Ruilding Account
et —— = N | N
5/6/09  Cash 6,000,000 |30/6/09 Bulance e/d 6,000,000
6,000,0006,000,000
1709 Balance b/d 6,000,000
Bank Account N __
N N
3/60:09  Cash 5.500.000]  30/6/09 Balance ¢/d 3,500,000
3,500,000 3,500,000
1,7/09  Balance b/d — 3.500,00(
IFurniture Account
N N
8/6/09 Abu 100,000 30/6/09 Balance ¢/d* 100,000
1/7/09 Balance 100,000 100,000
Abu __ - =
N N
10/6/09 Cash 20.000 R/6/09 Furniture 100.000
3000/09 balance ¢/d* 20.000
100,000 00,000
1/7/09 Balance b/d 20,000

The asterisk figure represents the outstanding balance on cash account
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Text Seven
BALANCING

Since accountin

OF ACCOUNT AND EXTRACTION OF TRIAL BALANCE ]
2 needs to know what balance remain on each account, and then there is need to
determine such balance. The

process of determine outstanding balance ona particular ucio/ug_us

I'his is done-after all entrics have been made into the various
e =k = - - e
The difference between @ lwo si

_I\'nm\::_u_lus balancing of account, -

dccounts,

S

aecount, Where the tow] v

- 2 ™ =
des of the account represents. the balance—6n (he
3 0 L_account repre:

alue of the debit entries is greater than the total value of the credit ’ A
entries. then we have a debit balance and where the (o1a] value of the credit entries is greater than ]
the total value of the debit entries, we have credit balance.,

Refer to illustration 2.2, The asterisk figure shows the balance on each of the account. A cash.
Building, Bank and (urniture

account has debit balance of N420,000, NG,O()0,0()O. N3.500.000
and N100.000 respectively,

While capital and Abu Accounts has credit b

alance  with
NT10.000,000 and N20.000 respectively,

Whatever value arrived at all period represent the
sHe armved at all per;

opening balance in_the next period. The closing debit balance of N42(

-

).000 cash in illustration 2.3
represent the opening balance on July 2000,

Rule of Balance of Account

*  All asset accounts should have debit balances

|
¢ All expense accounts should have debit balances \
* All liabilities and capital accounts should have credit halances ,
L]
e All provision should have credit balances

i
\
|
|
|
|
i
All income accounts should have credit balances ;
| i
i
|
|
[ossentials of journal |
lournal entries allow casy review of the transactions at any time
’ R oL L : f——T
nal entries_contain_detai o[ the transaction thus allow ledger to contain only ?
|. Journal entries_conwin_details of the ction  thy

<ummary of the transactions since ledger contains a lot of accounts. :

: o

I8
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2o Journal entries aid in pruning down error of entering only one side of the account and it is

pnsmblﬁw_nm?lﬁk e ofomiting the debit or credit or entering one of them twice if

f

the transactions werc recorded directly in the ledger accounts.

TRIAL BALANCI

Iral balance is the list ol accounts. balances at a gwen pomt in time drawn up. to test the

_,_'_——

dlllhn"lLlIL accuracy of c\ccuuntm e,
2 T s E ——

The process involved is to arrange all the debit balances accounts on one column, Because of the
sell-halancing nature of the system of doublc eniry, the total of the debit balances will be exactly
cqual to the credit balances.

Where the two sides of the trial balance are not equal. tth 1hu<. must bc an error of addmon or

———_________ L — .

/—__———‘
|\.C0‘dlnn l.hC lldn‘lel(mq 1” [h\. ac LOU“‘\

PRS-

Purpose of preparing Trial balance .

1 To check the arithmetic accuracy of the entries in the ledger by proving whether the total
e - e

RS

of the debit batances is equal to the total of the credit balances.

To some extent, it checks crror of posting especially where there is an omission in the

2
posting of one side of the account.
50t ]'n/(_\\ﬂ(_lt_ﬁj_dt_uﬂ—h-’ epeal summary of balance in all the accounts to help in preparing the

([inancial statement.

,_—.———____—________w §
[[owever. it should be noted that trial balance is a mere confirmation of arithmetical accuracy

prove that errors have not been made. (M "

Bu\\s\vq c\/{ :
[

of an accounts it does not necessarily

Cos \ Gl
Ilustration qp\ Q
i Kareem started business on 1* march 2008. on that day . he brought into theébusmuss
. &
N2,000,000 cash and building valued at N5,000,000 {M:f;»n‘ o’

i Brought goods that worth N600,000 for resale on credit from Hannah on 5/3/08

iii. 6/3/08  bought furniture valued at N100, 000 from his house to the oflice for
. A &0

business use. r

Gev

, ' ol (
i, 8/3/08 paid a three year insurance premium of N60, 000 on the building. bW»M

. or e o 19  pe Y
Hat ndy CosY Oy RS - Qe o

(AEH? ol ! Ama =z
Sl y bv'u Fa L ft‘/

|
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LM ’Zy‘ P e ren pur duose
y ,
124 (0 v 9/3/08 returned goods to Hannah valued at N10,000
0 X B . _ i
b vi. 123/08  purchased goods worth N150.0000 by cz})sh !ronf]]éChmﬂs and also bought
U Cla r
goods worth N100.000 on credit from Chime Clunes (S o8 6w
RUTH 18/3/08 paid N100,000 cash to Hannah as part scttlement for goods purchased sz, 2d¢ -
R . - oz 3 Getl,
vik. 22/3/08  sold goods worth N400.000 to Bola who paid cash OfN}DO,OO() Elt L\?ﬁ(
. _— by ci” as
ix. 2475/08  Bola returned goods worth N60.000 f:ft.c UM ford, rEAV ¢
% 3317308 paid N30,000 Jor the school fees of his child [Bpersre m'—f(
g 5 T . . ces2 ™
X1, 31/3/08  paid salaries and wages of N50,000 — gl
Falo cod
You are required to . ' P
(i) Journalize the transaction.,
(i1) Write up the relevant ledger accounts
() Extract a trial balance as at 31 March 2008
sk
SOLUTION
DR CR
Date Account titles and Narrations N N
March 1708 Cash 2,000,000
Building 5,000.000
Capital 7.000,000
Being cash and value ol building
Invested by Kareem
March 5 Purchase 600.000
Hannah 600,000
Being goods brought on credit from Hannah
March 6 Furniture 100,000
Capital 100,000
March 8 Prepared Insurance 60.000
Cash 60.000
Being three years insurance premium on building
March 9 Hammed 10,000
Returns outward 10.000
Being coods returned to Hannah )
g— =~ PLlE‘L‘hLDUh 130.000
March 12 o 150,000
L asnh : !
Being cash paid {o1 goods purchased
yirchases 100,000
March 12 1 LRkl 100.000
Chinas A . s
Being purchases made on credit from Chime
s 100,000
March 18 [fannah 100,000

Cash
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Being part-payment to

ITannah in respect of goods purchased
March 22 Cash 150,000
Bola 250,000
Sales 400,000
Being poods returned by Bola
March 31 Drawings 50.000
Cash 50.000
Being personal expense of Kareem
March 31 Salaries and wages 50,000
Cash 50.000
Being salaries paid for the month of March
LEDGER ACCOUNT:
CASH ACCOUNT
. N
1/3/08 Capital 2,000,000 8/3/08 Prepaid insurance 60,000
22/3/08 Sales 150.000 12/3/08 Purchases 150,000
18/3/08 Hannah 100,000
31°3/08 Drawing ~ 50.000
31/3/08 Salarics & wages 50,000
S 31/3/08 Balance ¢/d1,740,000
2.150.000 2,150,000
CAPITAL ACCOUNT
‘ N N
21/3/08  Balance C/D 7,100.000 1/3/08  Cash 2,000,000
1/3/08  Building5,000,000
6/3/08  Turniture 100,000
7,100,000 7,100,000
6/3/08 Balance b/d  7.100.000
BUILDING ACCOUNT
N N
1/3/08 Capital 5.000,000 31/3/08 balance c/d 5.000,000
5,000,000 5,000,000
1/4/08 Bal. b/d 5,000,000
PREPAID INSURANCE ACCOUNT
T B N N
8/3/08 € ash 60.000 31/3/08 Balance ¢/do0.000

21
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60,000: 1,000

1/4/08 Balanced b/d 60.000
PURCHASLES
N N
5/3/08 Ahmed 600.000 31/3/08 Balance ¢/d 850,000
12/3/08 Cash 150.000
12/3/08 Chinas 100,000
850,000 850,000
1/4/08 Balance b/d 850.000
HANNAH (CREDITORS) ACCOUNT
N N
9/3/08  Return Outward 10,000 5/3/08 Purchases 600,000
18/3/08 Cash100.000
31/3/08 Balance ¢/d 490.000
60,000 600,000
174/08 Balance b/d 190.000
TR CHINAS (CREDITORS) ACCOUNT
N N
31/3/08 Balance ¢/d 100.000 12/3/08 Purchases100,000
100,000 100J000
14708 Balance b/d 100.000
FURNITURE ACCOUNT
. N
6/3/08 Capital 100.000 31/3/08 Balance b/d 100,000
100,000
1/4/08 Balance b/d 100,000

..... < 2
3175708 Balance o/d 10.000 9/3/08 Hannah 10,000
10,000 10,000
| 4708 Balance b/d 10.000
SALES ACCOUNT
: s N N
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31/3/08 Bal 400,000
12/3/08-Cash150.000
22/3/08 Bola230.000
400,000
74/08 Balance b/d 400.000

BOLA (Debtors) ACCOUNT

)

400,000

N N
22/3/08 Sales 250.000 24/3/08 Retuns Inward 60.000
31/3/08 Balance c/d 190.000
250,000 250,0
1/4/98 Balance b/d 190.000
DRAWING ACCOUNT
N N
2473/08 Cash50.000 31/3/08 Balance 50.000
50,00050,000
1/4/08 Balance b/d 30.000
Salaries and Wages Account L
N N
31/3/08 Cash 50.000 31/3/08 Balance ¢/d50.000
30,000 50,000
1/4/08 Balance b/d 50,000
Returns Inward Accounts
i N N
~4/3/08 Bola 60.000 31/3/08 Balance ¢/d60,000
60,000 60,000
Balance b/d 60,000
Trial Balance As At 31% March 2008 )
i r
: N N
Particular
( '.l,lp]',l-ll 7.100,000
Building 5,000,000
(ash 1,740.000
Prepaid Insurance 60,000
23
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FADJOSHUA CONCEPT

WE DEAL IN SALES OF DATA BUNDLES. ALL NETWORK AT A LOW PRICE

s mMTN 1GB @ 550, 2GB @ 1050, 5GB @ 2500.

r 9 GLO 2GB @ 950, 4.5GB @ 2200, 7.2GB @ 2500.

> < 9MOBILE 500MB @ 550, 1GB @ 1050, 1.5GB @
1300, 2.5GB @ 2200, 4GB @ 3000.

- QairtElAIRTEL 1.5GB @ 1000, 3.5GB @ 2000, 7GB @

3400, 10GB @ 5000.

08100743089 08152181754
BANK TRANSFER ONLY. FADARE JOSHUA 15T BANK 3087857743,
JOSHUA FADARE WEMA BANK 0237370091
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Purchases £50.000

v 100,000
nme

I‘I.ll]‘l‘lah (Creditors Ag) i%(:)(())(())%
Sales

Furniture 100,000

Furniture (Returns Qutward) - 10.000
Bola (Debtors Account) 190.000

Returns Inward 60,000

Drawing 50.000

Salaries & wiaoes 50,000

8,100,000

8,100,000

Hlustration
The following amounts

appearcd in the Trial Balance extracted from the books of Thompson and
Co. on 30" June 2007,

N
Fiehting and 1icating 5,000
Wages and Salaries 40.000
I oan Interest 16.000
Kates 3.000
Advertising 10,000
Dividends received 5.000
Rent reecived 2500
Adjustments are 1o be made with respect Lo the following:

N
Wages accrued 3,600
Loan interest acerued 1.000
Rates paid covered the period January |
To December 3/12/2007
Advertising cost to be carried torward. one- half
Unpaid dividend 3.000
Rent received m advance 800
Feating account unsenled 500

You are required to show the ledger account recording the above information.

SOLUTION
=T — Meating and lighting Account

N N
Balance from the books 5.000 Transfer to profit &Loss A/c 5,500
Balance (Acerual) e/d 500
5,500 5,500
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Wages and salaries Account

Balance from the booksy
Balance taccrual) ¢/d

43,600

40,000y
3.600,

N
Transfer Profit & Loss a/c 43,600

43,600

Loan Interest Account

N __;—**—N*‘—— .
Balance from (he books 16,000 Transfer to Profit & Loss a/c 17,000
Balance (accrual) c/d 1,000
17,000 17,000
Rates Accuunlﬁ -
N N
Balance from Books 3.000 Transfer to Profit & Loss a/c 1,500
Balance (prepayment) c/d 1,500
3,000 3,000
Advertising Account
S N N
Balance from the book 10,000 Transfer to profit & Loss a/c 5,000 -
Balance (prepayment) ¢/d 5,000
10,000 10,000
Div idend Reecived Account
N N
Transfer to Profit & Loss a/c 8,000 Balance from the book 5,000
Bal (unpaid dividends) ¢/d 3,000
8,000 8,000
Rent Received Account
il i N N
Transfer to profit & Loss a/e 2,000 Balance from he book 2,800
Balance (rent in advance) 800
2,800 2,800
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Review Questions
/ larts a business and introduces N200.000 cash, o o o
SR l)l]lb-;ZLI:L:)-'Lnf motor van for N100.000 and some shop httmgs for N80.000
He buys some stock from Seyi costing N50.,000 on credit
He sells one half of the goods to Kola for N65,000 cash.
He pays N50.000 to Seyi. )
He draws N50,000 of cash from the business for his own use.
He buys goods costing N100.000 on credit term from shoal. ‘
He sells goods which cost him N90.000 to Oni on credit terms for
N120.000,
He receives N50,000 from Oni
He pays wages of N1 0,000 to Temi, his employee.
Required: Raise a journal entry and prepare accounts from the above

legacommenced business on | January 2009 by transferring N7,200,000 from his private account to the b

Jeeount opened for the business. The following transactions took place during the month of January:

July N

I. Introduced cash 0I'N40,000 and car valued at 17,500

2. Bought goods for cash ata cost of 11,300

8. Paid wages of N130 and sundry expenses of 20

9. Sold goods on credit to victor for 1,900

4. Solil eoonds on credit 1o Avegbeni for 2.400

I8.  Bought goods on credit from opera for 850

22, Bought fixtures and littings at a cost of 3,500
~ 25, Paid wapes of 380

226, Paid dra.. ings (o himself of 800
31. Victors paid the fyl] amount owing paid rent of 5.000
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CORRECTION OF ERROR AND SUSPENSE ACCOUNT Ancome

Introduction "

lrrors do oceur in the course of recording in the ledger or in the course of extracting balance to

trial balance. Some of the errors might not affect the trial balance as some will make trial balance

not to agree,
g £ .00 4

Ilrrors that would not affeet trial balance

L Berims of Bibatons ik s TR, POLRT i
- rrors of Omission: This error occurs when a transaction is completely omitted from

Ms I.¢. Cash sales ol =N=100.000 completely omitted. \ﬁ{“:ei doubste ety Priep

2. Errors of Commission: Error of commission occurs where o wrong accounl in the same

ledger is debited or credited i.e. correct amount is entered but in the wrong _book e.¢. ][0 A,-
dit A

Fecording 4 ranscfon

d

ILrrors of Original Entry: This oceurs when the cqual debit/credit ligure recorde )

books 1s different from the actual amount in the source document c.g. a purchase ol )

— s EE————e s i SRR Sy k‘(’

=N 300 but recorded as =N =30 in both purchases and supplicrs account. gumne iu"ct 3 mistaRly
@i H -

celled out by

4. Compensating Errors: Compensating error where errors 1o ong

crror of other account e.g. sales and purchase overstated by the same account. ~egy rdod (n @
..-—__'—-_-_-—-———._—u—-‘—'
\ o ; ; . N A
S. Errors of Principle:lirror of principle arises where there is an entry in the wrong class ol

accounte.g. purchase of equipment is debited to equipment expenses account.
.-_‘———‘-'.-_' = "

6. Complete reversal of entries: [ere correct accounts are used but cach item is shown on

the wrong side of the account c.g. cash sales made is recorded as a debit and gash is

T T ArarSo ot hat_been nosted n<{he pre
credited. (‘;"\*’dmg has been C@M(]\Mé wn e Con'f?\oILJMj Kecaunt -

7. Error of transposition: This occurs when an error on one account cancels oul another
k_‘-— -

on another account, ‘These two errors cancel out one another. For instance; overstatement

il 1 fere 8
in sules and subsequent debit in wages over statement, H - g CCour Wn __t .
over COSH“S of kcowm
A ccoutt -

Irrors that would affect trial balance W .
s errer of€ Cormcﬂeav}wquh Sus 1 ense

-GK‘/'?‘PP'IS o

P oY) uﬂmetﬁ(_?m‘ HEJ :

debiting or crediting P. Ojo +.ccount instead of the account of 1.0jo. ‘o B3 dnie Same Clasy

rct(d

retords

wdaen %nnSCtC}égr ;f;

sie of ths oot

hacer o
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[ inati e following reasons:
A trial balance may not balar.ce for one or a combination of the fo g

1L Lrror in computing the account balance(s) in the ledger.

2 [ncorrect casting item of trial-batance ' -

3, Crrors of wrong posting i.e. posting a debit as credit or vise versa on the (ria
balance. .

9, Transposition crror which is created by incorrect arrangement of the order of two
(2) digits in a number ¢.g. a debtor’s account balance is =N=205 but in copying
the figure into the trial balance is written as =N=25().

i g Slide Lrror: This result when a digit or most is left or added o a number or the
decimal point is placed incorrectly e.g. writing N900O as =N=9().

0. Lrror due 1o omission of account(s): This error arise where (here is an omission of

accouny(s) already butanced in the ledger in the process of extracting the trial

balance.

ITracing sources of errors in the trial balance

Fhe any ol the following steps can be taken:

. Re-check the addition of the trial balance

2. Lhe difference between the debit and credit side should be determined and determine

—_—
whether the difference is divisible by 2 or 9. If the error is divisible by 3 that suggest

.. v P .~ . - . e = LT
the error may be a transposition/shide error. And, if the error is divided by 2 that

suggest that a (ransaction has been posted 1o the wrong side of n account. Then. look

through the columns of the trial balance for an amount cqual 1o half of the difference

between the two sides of the Trial balance,

'=d

[l afier 1 & 2 above. difference still exist between two sides, then compare the
amounts listed on the trial balance with each account balance in the ledger. This will
vnsure that every account balance is included and also to ensure that each account
balanice is emeied in the correet column,

1. [Ferror stll persist then recomputed the balance of each account in the ledper.
———— A

5L Trace cac

h transaction from the journal to the ledger account in order to find oyt if all
e TN kA LAl

aspects of double entry were taken care of,

28
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[ A suspense account can be used to hold unto the difference.

Suspense account

\ suspense account is a temporary/intermediate account. It is openad in onder to agree the Trial

kalance pending the time the error would be detected and correctad.

Correction of Errors: ‘l'l‘_i_g__o_nl\‘ errors that affect trial balance that requires the use of suspense

_account-However. evers correction s done through the gencral jouma—-

THustration

I'riai balance of ABC I.td. for the vear ended 30th of June 2008 has a suspense account with a

credit balance of N9. 500. On further investigation. you ascertain that the balance is made up of
the following items:

* 1. Proceeds from an issuc of shares (at nominal value) during the year amounting to N6.
000.
Y Proceeds from sales of land. shown in the books at cost of N2.000 amounting to N2.500.
3

An excess of the total ol the debit side over the credit side of the trial balance due 10
{21) NS0 paid by a customer wrongly debited to his account.
() Local travel expenses of *71.000 wrongly entered as N1.900.

\ ou are to clear the suspense account and show the transfer in the relevant accounts

SOLUTION Al .
R Ac ‘
Suspense
D [ Cr
N N :
30/6/08 Share Capital 6,000 30/6/08 balance b/f 9,500
].and Disposal 2.500
Debtors 100
l.ocal Travel 900
9,500 9,500
Share Capital
IR ST ity N N
30/6/08 Balance ¢/d 6.000 |1/7/08Balance X (000
0/708  Suspense _ 6,000 Z
29
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6,000 6, 000
Land at cost
1/6/08 2.000 30/6/08 Disposal of Land 2,000 v
Disposal of Land
=N= =N=
30/6/08 l.and 2,000 30/6/08 Suspensc 2,500
Profit on sale 500
2,500 2,500
Debtors
T T ’ .__‘_N: T _ T
:I\.:
1/6/08 Balance 500 30/6/08 suspense 1,000
Cash (incorrect) 300
1000 1,000
L.ocal Travels
T =N=
30/6/08 900

[lustration

Irial balance of Alalia Tayo& Co as g 3

being a shortage on the debit side debited into suspense account

mvestigation, the following were discovered on 31 January 2008.

30

1" December 2007 shows difference of =N=50.000

opened. On further

Scanned by CamScanner




. e e s O CTT B|

l. Sales account had been overstated by =N=30.000

2, Salaries and wages had been under cast by =N=5,000

. =N=25.000 cash paid to has been entered in cash book but yet to be debited
into John’s account.

4. Purchases account has been overstated by =N=10.000.

You are required to correct the error

SOLUTION
lournal
2008 . DR CR
31 Jan | Sales 30.000
Suspense Account 30.000
Being sales overstated
31% Jan | Salaries and wages 5.000
Suspense Account 5,000
Being salaries and wages under casted
31* Jan |John 25,000 :
Suspense Account 25,000
Being cash paid to John
31™ Jan | Suspense Account 10,000
Purchasces 10.000
Being Purchases overstated
Suspense Account
S— e
=N= 2008
2007 s e
Jan. | Balance 50.000 Jan. 31 Sales 3(5),888
) ';[ Purchases 10.000 Jan. 31 Salaries & wages ,
- Jan. 31 John 25.000
60,000 50,000
Sales
Jan. 21 Suspense 30,000
1’
31 .
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2008

Jan. 31
Popor

2008
Jan. 31

Purchase

— e

Suspense

Salaries and Wages

=N=

5.000

2008

Jan. 31 Suspense

10,000
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FADJOSHUA CONCEPT

WE DEAL IN SALES OF DATA BUNDLES. ALL NETWORK AT A LOW PRICE

s mMTN 1GB @ 550, 2GB @ 1050, 5GB @ 2500.

r 9 GLO 2GB @ 950, 4.5GB @ 2200, 7.2GB @ 2500.

> < 9MOBILE 500MB @ 550, 1GB @ 1050, 1.5GB @
1300, 2.5GB @ 2200, 4GB @ 3000.

- QairtElAIRTEL 1.5GB @ 1000, 3.5GB @ 2000, 7GB @

3400, 10GB @ 5000.

08100743089 08152181754
BANK TRANSFER ONLY. FADARE JOSHUA 15T BANK 3087857743,
JOSHUA FADARE WEMA BANK 0237370091

Scanned by CamScanner



Tevi Nine
DEPRICCIATION

Pheprecintion seowenn and fear ol nor starent assels frseed Jitif gt .U far the business. Statenent ol

r ot ——

Aevanmntigs Standned 9 (SAS) deseribes ws e systetatie sl g tiedie sl ation of the Jistorieal

vost ot revalued amount leds cstimated residudl valie of o depreciable gseot gyey it catimati

wetul lite Depreciation i computed tsing applicable methods and chagged it e pross

the protit ond loss nee ok J
| wnd Toss account, otaf ) !/,,f(u
a0V
7 A | {
\ v - | L&y
Keatures of deprecible nsacts A7 0L et
B s nh :

\depreciable asset haos the following characteristics,
L The gselul life s over one sear,

W s pequired privnacily Tor use i production of goods smd serviees
ut ||i!.‘.‘lll“.‘ll'll‘|l'(| nseful ife
v Sueh an gssel s nol toe sales e ordinary courae of business
Delinition of terms in depreciation

v

"

Fhis s also known as scrap value, 10is estimated amount recoverable from the disposal of o fixed

assel alter the estimated nselul Tife.

Obsoleseence
T———— w0

[his

———

as o result of chanee intaste, technology. consumption patterns,

Depreciable value

tuctor render fixed asset uselul even when it s not put 1o use, Obsolencence could be cause

Uhis s an pspect of net book value of depreciable asset allocate able in the Tuture
Fr— .

Causes of depreciation

The following ave the mijor cause of depreciation:

: e and tear
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i, passage of time ot
-
i, vbsaleseence
v, natural tactor like Mood, dampness and excessive heat
¥, price drop of assel
-~
Vi, Supertluity e.g change in prmhu‘l\iavwml change in technology,
MILLAY
Mcthods of ealeulntion ol deprecintion f‘\ f? > "‘)\;l "
1 « Ll
. i , Feaad
Lo Siaight line methaod Annalg s
- (}TH(‘U

- Redueing balanee method op diminishing method
I, = Ainuity method

V. = Sum ol dipit method

Vs Revaluation method

vioo anking tund method

uii, Sinking fund method

i, Depreciation fund method

IN, Uit ol production method

; 4
| ' ’ 7, - (¢!
No o— Serviee hour lm‘l|ll>t|/ FleCltte e

However, the follosmg five methods will be examined in detail

LSEeaight line method

straight line method s widely used method, Using this method, i equal portion is charped as
depreciation. his is the cost ol an asset allocated 1o cach period used usually a vear, s
Ml 5L RLCROGEILSA LR

computed as follows:

Annuoal depreciation Cost- residual value
lsetul Tile of asset

Hastration

sV /Z Id Depreciated it motor vehicle that cost NA00,000, o vesidual value of N30L000 and
coppmiated useral Tie of Iyears,

- deprecintion Costoresydual yalue - 300,000-30,000 N1 30, 000

VALK . i "
il Useltl life of assel A

cinon Chitrgeable yenriv s NCTR0.000
B

i
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. Reducing balance

Spﬁﬂ“\ﬂ“

Under this method. depreciation charveable is calculate se_of certain_(ixed pereentage

ol the net book

value of the asset at the end of accounting period. Annual depreciation

chareeable reduces of falls considerably yearly becausc the calculation is based on reduced

balance/ net book value.

Hlustration

Bolajoko 1td. bought cquipment for N1. 000.000. It is expected that the useful life is 3years and

written down value o' N216, 000, The company decides to use reducing balance method.

Solution

Cost of asset
epreciation 17 vear (40% x N m)
Net book value

Depreciation 2™ year
0% of reducing balance (40% x NO A0m)
Net book value

- . Aarnd
Depreciation 3" year

40% of reducing balance (40% x N0.36m)
Residual value at the end of vear 3

i, Sum of the vear digit method

1.000.000
400,000
600.000

240.000
360,000

144.000
216,000

With this method. the number ol useful life of the asset is allocated 1in reverse order inform of a |

w I'or example. assct with useful life of 4 years. 4 digits will be allocated to the [irst”

vear. 3 digits 10 second year. 2 digits to third year and | one digit to forth year. This method is

similar to reducing  balance method in the sense that chargeable  depreciation reduces

considerably every subscquent years the asset 1s put Lo use.

Hlustration

——

Olorunfemi & Co. purchased a motor vehicle on 1™ of January 2005 at a cost of N1, 200,000.

Ihe car is expeeted to have an expected useful life of 4 year and estimated residual value of

(5]
wn
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N200,000. 1t is the policy of the accounting firm to depreciate its fixed asset using sum of digit

nicthod and the computed depreciation rate is 40%,

Determine the annual depreciation charge.
Solution

Depreciable asset = N1.200.000- N200.000 =N1,000.000

Year No

_ Digil Working Annual Depn,
2005 | R 4710 X 1.000,000 400.000
2006 ] 3 310 X 1,000.000 300.000
2007 3 2 2/10 X 1.000,000 200,000
2008 - 1 /10 X 1.000,000 100.000
101,000,000

1v._Machine hour
Fleresthe life-span of depreciable asset is identified and the total number of hours it can be put 1o

use in producing goods and services, The

depreciable amount is divided by estimated service
hours o obtain hourly depreciation rate.

Hlustration

Microtel Lid bought o new machine at a cost of N&million, ‘The machine is expected to be used
lor 100.000 hours. The machine is expected to have N1million serap value,

[n the first 4 years the machine used the following hours;

Yoir : Flours C onsumed
2005 13,000
TO00 18.000
2007 20,000
2008 22.000

Ielermine annual depreciation charge for the four years ubove

Solution

o e

44 = N - (
B clahle amount 8. 000.000-1.000.000
=T 000,000

= N7,000,000 = N70

- depreciation
[ lourly deprect 106000 [rs

36
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Years Depreciation

20035 13.000 x N70 = N1, 050.000
2006 18.000 x N70 =N1. 260.000
2007 20,000 x N70 = N1, 400,000
Y008

22.000 x N70 = N1, 540.000

Annuity method and sinkine fund method

Under these methods, fixed asscls are recognized as investments are expected to generate

suthicient cash flows for equal 10 or higher than the cost of the asscts in question. Depreciation

\Lhﬁge 1s the excess of cash inflow for the period over the returns on the book value using

internal rate of returns. These methods are not usually used.
_— e

Hlustration

Boluje& Co. bought a vehicle o 3 cost of N1,000.000 on 1% of January 2003. On 1™ of January

006, motar vehicle was bought for N2, 000.000. The company charge depreciation on straight
hne method at 20% per annum without scrap value. The year end is 3 1% December,

Show the relevant account 1o reflect the transactions till 31° December 2007

Assuming the assets are maintained at net book value

Mo. : vehicles

N N
171703 Cash book 1.000.000  J1/12/03 Profit & Loss a/c depn. 200.000
31/12/03 Balance ¢/d 800,000

1,600,000 1,000,000

11/04 Balunce bid 800,000 31/12/04 Profit & Loss a/c 200.000
21/12/04 Balance ¢/d600.000

800,000 800,000
I1/05 Balance b/d 600.000 31/12/05 Profit & Loss a/c 200,000

31/12/05 Balance c/d 400,000
600,000 600,000
1/10/06 Balance b/d 400,000 31/12/06 Profit & Loss a/c 600,000
1 1706 Cash Purchase  2.000.,000 31/12/06 Balance ¢/d 1.800.000
37
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2400000

11T Balimee bhd 1. R00 M)

ILTTRULY

Ui ON Balanee b d 1,200 000

U207 Prolit & Loss e
.‘1 12/07 Ralanee \"\l

1,800,000

Boluje& Co

2,400,000
600,000
1,200,000

Statement off Financial Position as at 21 December 2017

Non- Current AssetsCost

Motor vehieles

Disposal of assets

Asset disposal could arise either as

e e
campleed us extimaied usetul lite,
-”""J_\-._._______

traded-in, For the purpose ol el

N NN
Ave. Depn. NBV
3.000.000 1.800.000 1,200,000
oresult of company secession or the assets in question has

I this senses the wssets could sold tor cash, serapped and o

doaepante account, asset disposal accouns inte which all

hadanee are transferred v, After the wanster, the ditlerences represent prolits or loss on

disposal.
e —

e

llustration

Using iHlustration above, i addition the old asset was sald on 112007 tor N230.000.

N

N

1+ 03 Cash hook 1.000 000

1,000,000 1,000,000

1104 Balanee bd S00.000
1 12704 Balanee ¢/d600.000

806,000

“vehieles
N
ATL203 Profit & Toss a/e depn,

AT12°03 Balanee oid

S04 Profit & Loss a'e

[P
-

200,000
800,000

200,000

800,000
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1103 Balaney d GO0.000 311203 Profit & Loss a'e 200.000

311205 Balanee e d 400.000
R0 o000
06 Batanee b 00,000 311206 Profit & Loss /e 600.000
L 06 Cash Purchase 2000000 31712700 Balance ¢/d 1.800.000
2,400,000 2,400,000
T Balaee bd 1. 800000 31:12/,07 Disposal 200,000
31712/07 Profit & Lossa/c 400,000
31/12/07 Balance ¢/d 1.200.000
R L NAUY 1.800.000
0% Bulanoe bd 1.200.000
\\\\I Disposal Account
T .\'—-. e A N
07 Motor Vehiele 200,000 1107 Cash Book 250.000
207 & AC U000 ;
230,000 | 250,000

Trade in of assets

col assel Im .molhu one u\u.\.ll\r ol similar use. The exchanging
JIE EREDe s

e

A1 asscl simph means exe haog

© pay the dsllmnu between 1hL cost ol the new. and the old asset to the

orpr 1S 18 CNpee wed

r———--———-_____ S

wophier. Aller the |J_\‘1“Lnl of the said ditference. the old asset is returned to the supplier and

b ] -
wod wili DOW O
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FADJOSHUA CONCEPT

WE DEAL IN SALES OF DATA BUNDLES. ALL NETWORK AT A LOW PRICE

s mMTN 1GB @ 550, 2GB @ 1050, 5GB @ 2500.

r 9 GLO 2GB @ 950, 4.5GB @ 2200, 7.2GB @ 2500.

> < 9MOBILE 500MB @ 550, 1GB @ 1050, 1.5GB @
1300, 2.5GB @ 2200, 4GB @ 3000.

- QairtElAIRTEL 1.5GB @ 1000, 3.5GB @ 2000, 7GB @

3400, 10GB @ 5000.

08100743089 08152181754
BANK TRANSFER ONLY. FADARE JOSHUA 15T BANK 3087857743,
JOSHUA FADARE WEMA BANK 0237370091
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speyarits in cach joed

i e 1 2 mili i a4l
A confiol aceonnt shioses e sumiry: ol epiies n individual zecounty 5 ¢

7 4 " 241rs {osrdegeres  Fhicr Fyziz €5
replica ol sunnarized Jorps ol aceounts in the relaed ledgers, The baiznce «
account will be equal 10 all individual ledger balances (Otherwise, there 55 20 € T
ledper, Normally, the principle of control account is applicable to 2l ledgers oo

practically restrieted fo sales and purchases ledger especially for examinztion purpo -«

(ml account is dlso called Total Account.,
It in milrvwurllwmnmnda record i.e the enries are not done
daouble entry basis, Actua) double --entries arc_lkhu ones made in individual accounts
[tems and their (reatinents in the control accounts
Debtors' Control Avcount:

e (R St G abl ot Rialileg i (o TRV GBI ORI, DhSamtctes:
bill receivable aceepted should be used where both bill receivable and bill receivable
aceepted are given.

ii. Bill reeeivable discounted: bill receivable discounted should be disregarded. No
entry of such is made in the customers’ account,

ii. Bill receivable honored: this isregarded. In other words. no entry is made
in the debtors™ control account.

iv. Bad debt recovered:_this should also be disreg: —unless-this-had-earlier beep
credited 1o the de ol account

W “Provision lor bad/doubtful debt: hould be disregarded as these do not aflect
debtors™ conrol account, o e

' - of @cerheg? heer ST
Ored F tlote | confoy  cller to qomec @Y
== a éO(‘Umenl [{P ar fFecetv s © (dl+rﬂ4()d o ( (@nTém/ A(F
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Scanned by CamScanner



Vi ‘rovisi - . i
Provision for discount allow able: these should be disregarded as well as the do not

attect the debtors controls account

ash Sales: this should be disregarded as no entry is made in customers’ account but

caxh book.

L reditor Control Account

L Bill payable: only bill payable accepted should be used when bill payable is also

aiven. However, where only bili payable is given. then it should be used.

i. Bill payable honored: this should also be disregarded. This is because: any bill
honored will not pass through the creditors’ account,

ii. Provision for discount receivable: this should be disregarded as it does not affect
creditors account.

v, Cash purchases: this will not be regarded. It has nothing o do with creditors®

decounts

Origins and sources of items to the control account

Debtors” Control Account

Debit entriesOQrigin/sourece

Sales Day Book

Cash Book

Total credn sales
Cheques dishonored from customer

Interest Charged (o customers Journal books

I3ills receivable dishonored Journal book

C redit entries Origin/ Source
Chieques and cash received from customers Cash Book
Discount allowed Discount allowed in 3-column cash book

sad debts Journal book

141 receivable accepted by customers Journal book
Return inward buok

/ i el T e tm”n"}’

Return imward

le, Corfect and
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Dstol Des Ball temCndior, Citrel A e X Cagh received rom customers A
Ralance cartied down N Return inwards X
Parch.l ger-contragset-o1) X\

Ralanee carriad down . -

NN
Radance bd X Balance b/d X

Creditors’ Control  count/Purchases Ledger Control Account

N N
Ralance bd X Balanee b/d N
Dhscount received X Credit purchases X
Mlls pavable S Discount reccivable \
« hegques paid 10 suppliers \ [nterest charged by suppliers N
Cash paid to suppliers \ Bills pavable dishonored 3
nolum outwanrds \ Trstor Cr. Bal. frmDdtors™. Cnurl Ale \
Sales fedger contragset-oil) L Trst of Dr. Bal. to Drdtor, Cntrl A/e X
Balanceed. _ x . Balanee od X
- 4 2
Rajance bid Balance b/d

~o-off refers 10 seming off the debt due from one person against liabilities due to the same
person. The set-o17 affects both the debtors™ and creditors™ ledger the same way. For
Gseenes. 11 Folin Lamited owe Hannah the sum of N2.000 and Hannah owe it the same
amsenni. this amount wili be set-olf against each accounts.

Hiusrration

Leamia 2 sole rader, maintains his books in such a way that a sales ledger control account and a

purchases ledger conwrol account are shown in his general ledger and balance at the end
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Dining the monih. the followina ransuctions were recorded-

Fotl eredin purchases

R
(nyor

ol vard DES

Fotal eredin sa)e
.
Dales returns

Purehases returns

Cash received from debior REceval D=

{ .!""(it“'“ reecived from debiors e B
Py mients made Lo trade credin e Feaa Ce
Discount received from creditors P=i= T

Discounts allowed to trade debiors  Zecewal Cv

Wi debits written o Freeways o
'ravasion for doubtiul dehis R=Ceiesh be
Bill o' exchange accepted by debtors
Bil! of exchange accepted by Avag ﬁgﬁ'ﬂj Feg
Sales ledger Cr. Bal. trsf. To purchases ledger
Cush purchases <
Dishonored bills pavable P23 €7
Dishonored bills receivable =€ ©°
Cr. Balances in the sales ledger
Dr. Balances in the purchases ledeer
Sulution
_L_L

vt

e Wwe comrol sceoums i esITRCT

P
L2204

4 130

XU

Y A
'! TN
GO0

[ PRV

Scanned by CamScanner



i by

XL Y

A e v
SR bl

Sy L

AL IR RIUR T

Nkt
NN Il

Sanee bd
Jurchases returns
heounts eceived
Yok
iills payable
Halance ¢/d

29%.900

v avice e

v g S

I
R Py
i

i ! il
|5t ity

[0

1 ’ |
Vibipin wfd 44954

0,560

Purehases Ledger Contenl Cocopes

PR

[

4.150 Bedomnps %6

2,000 Purnchescs

1.200 Seles ledner commm
164,000 Bills nsvahis dsn
66.000 Balwnoe o &

01550
JaR.app
L8060 BRakanee D

A

R VIPRY

AT
SR

y
A3
£y i
priapy
e
¢
— B
LS
NN

Scanned by CamScanner




FADJOSHUA CONCEPT

WE DEAL IN SALES OF DATA BUNDLES. ALL NETWORK AT A LOW PRICE

> CHEP\TN 1GB @ 550, 2GB @ 1050, 5GB @ 2500.

» @‘.‘) GLO 2GB @ 950, 4.5GB @ 2200, 7.2GB @ 2500.

” 2 SMOBILE 500MB @ 550, 1GB @ 1050, 1.5GB @
1300, 2.5GB @ 2200, 4GB @ 3000.

s QairtElAIRTEL 1.5GB @ 1000, 3.5GB @ 2000, 7GB @

3400, 10GB @ 5000.

08100743089 08152181754
BANK TRANSFER ONLY. FADARE JOSHUA 15T BANK 3087857743,
JOSHUA FADARE WEMA BANK 0237370091
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