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Introduction

The farming environment is dynamic - always chaggitt faces
changes in technology, prices, climate and ingbiist These changes
affect the performance of an enterprise or enteegrin a farm.

Records are essential in any management operatogood record
keeping system will allow managers to monitor andileate the
performance of their production system. It will pnethem identity
problem area in the production plan, and to makiee mecessary
corrective measures. Similarly complete records aseful to the
manager and technical advisors in assessing anylgms in
determining factors that contribute to these pnoisieand in deciding
what to do to control these problems.

Farm Records and Accounting a two credit degreaseois one of
the fundamental courses for Bachelor Degree Pragemnin
Agriculture (B.Sc) and Agricultural Education (B.Bd) in any
University in the world at large.

There are three modules consisting 15 units alteyetThe first module
starts with farm records. This gives a focus on€Byand uses of farm
records, analyzing farm records and computerisang frecords.

The second module focuses on Bookkeeping and Adicauwhich will
enable you to get acquainted with the variouskbagsed in keeping
farm accounts as well as how to use computer soéw accounting.
The third module discusses Trial balance and fatalounts. Here you
will learn about the limitations and common errofghe trial balance.
In addition, you will also learn the various adjusnts that needed to be
made in the final account of a farm firm.

What you will learn in this course

You will learn about Farm records, Bookkeeping &wgounting, Trial
balance and final Accounts.

Course Aims

The aim of this course is to create an in-depthwkedge of farm
records and Accounting. This will enable farm masragand other
workers on the farm to appreciate the role of ugate farm records
and efficient accounting in sustainable agricukur@velopment. Thus,
the aim of farm records and accounting is to:

. Explain the meaning and scope of farm records.

i, Discuss Bookkeeping and Accounting

ii. Discuss Trial Balance and final Accounts.
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Cour se Objectives

In order to achieve the course aims, there are svarll objectives set
for the course. Besides, each module and eachhasitheir respective
objectives which you and your facilitator must camsly refer to, so
that no objective is skipped. All the modules amit wbjectives are
specifics of the course objectives. The course abivies are stated as
follows:
. Identify the types and uses of farm records.
i, State the strategies and techniques for computgrfarm

records.
ii. Explain the concept of bookkeeping
iv. Discuss the various books used for bookkeeping.

V. Prepare balance sheet, Profit and loss accounthanthshflow
statement.

Vi. Explain the necessary adjustment in the final actu

Vii. Prepare final accounts of a farm firm

Working through this Course

This course contains some packages that you willgiven at the
beginning of the semester: one of them is the eoaraterial. Your full
participation in both the continuous assessment taedfinal written
examination are two areas expected of you to fudfilthe end of the
course. The 15 units of the course packageddority modules are as
shown below:

Modulel Farm Records

Unit 1 Meaning and Scope of farm records
Unit 2 Types and uses of farm records

Unit 3 Developing and improving farm records
Unit 4 Analyzing Farm Records

Unit 5 Computerized Farm Record keeping

Module2  Bookkeeping and Accounting

Unit 1 Meaning and scope of bookkeeping
Unit 2 Book keeping

Unit 3 System of farm Accounting

Unit 4 Computerized Farm Accounting

Module3 Trial Balanceand final Accounts

Unit 1 Meaning and scope of Trial Balance
Unit 2 Limitations and common errors of Trial Bata
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Unit 3 Final Accounts
Course Material

Major course materials of the course are as follows

i. Course Guide: This looks like a blue print that spells out what
constitutes the course itself.

i Study units: Each of these provides an overview of the content
and number of units that will be covered in thisirse.

ii. Assignment files:. These files contain challenging tutorial
guestions termed as Tutor -Marked Assignment (TMAaj will
enable you to assess yourself at the end of ewsigrament that
will be handed out by your tutor.

iv. Presentation schedule: Certainly, the modus operandis (e.qg.
time table, hours expected on each unit/ Modulsjgasment
submission procedure on how it will be self tutonedh the
monitoring techniques by Noun will be in the infation
package of this schedule).

Study Units

Details of the study units have earlier been prteserit is spelt out
in modules with corresponding units and titles. Yall be expected
to spend 2-3 hours in studying a unit.

Refer ences and other Resour ces

Apart from this study unit, some reference matsriate provided as
additional reading materials to support your studpu may come
across them in Noun library or elsewhere.

Ingtructional Media

As an open and distance learning University se\ardl relevant multi-
media that can make learning possible are available

Assignment File

This has been discussed later. It is mandatoryii@ays turn in your
assignments to any tutor assigned.

Assessment

You will be expected to complete at least ten aseents by the end of
the course. Some of these will be in the form pf@ect and continuous
assessment (CA). You will be expected to writénalfexamination in
the course. The overall score in the course wilalsaim of 40% of CA
and 60% of written examination. You will be expetcte have 50% in

vi
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the CA and 50% in the written examination; anythghgrt of this will
count as failure.

Tutor -Marked Assignment

The TMA is a continuous assessment component of gourse. It
accounts for 30% of the total score. You will beegi four (4) TMAS to
answer. Three of these must be answered beforargallowed to sit
for the end of course examination. The TMAs woutdgo/en to you by
your facilitator and returned after you have dohe @ssignment.
Assignment questions for the units in this course @ntained in the
assignment file. You will be able to complete yassignment from
information and materials contained in your readirgferences and
study units. However, it is desirable in all degtevel of education to
demonstrate that you have read and researched nmoe your

references, which will give you a wider view poartd may provide you
with a deeper understanding of the subject.

Make sure that each assignment reaches your &ailion or before the
deadline given in the presentation schedule angjrasent file. If for
any reason you cannot complete your work on timmntact your
facilitator before the assignment is due to disdhgspossibility of an
extension. Extension will not be granted after due date unless there
are exceptional circumstances.

Final Examination and Grading

The end of course examination for introduction srnr Records and
Accounting will be for about 3 hours and it hasaue of 70% of the
total course work. The examination will consistgofestions, which will
reflect the type of self -testing, practice exexcend tutor -marked
assignment problems you have previously encountéié@reas of the
course will be assessed.

Use the time between finishing the last unit anting for the
examination to revise the whole course. You mighd fit useful to
review your self-test, TMAs and comments on thenfotge the
examination. The end of course examination covdwsmation from all
parts of the course.

Course Marking Scheme

Assignment Marks
Assignments 1-3 Three assignments, marks of the
count at 10% each = 30% of course marks.

End of course examination 70% of overall courseksar

Vii
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Total [100% of course materials. |
Facilitators/Tutorsand Tutorials

There are 16 hours of tutorials provided in suppdrthis course. You
will be notified of the dates, times and locatidrleese tutorials as well
as the name and phone number of your facilitaters@n as you are
allocated a tutorial group.

Your facilitator will mark and comment on your ggsinents, keep a
close watch on your progress and any difficultiest ynight face and
provide assistance to you during the course. Yeuexpected to mail
your Tutor Marked Assignment to your facilitatorfdwe the schedule
date (at least two working days are required). yThil be marked by
your tutor and returned to you as soon as possible.

Do not delay to contact your facilitator by telepkoor e-mail if
you need assistance.

The following might be circumstances in which yowul find
assistance necessary, hence you would have toctgotar facilitator if:

1 You do not understand any part of the study or dssigned
readings.

2 You have difficulty with the self-tests

3 You have a question or problem with an assignmentith the

grading of an assignment.

You should endeavour to attend the tutorials. Thite only chance to
have face to face contact with your course fatditaand to ask
guestions which are answered instantly. You caserany problem
encountered in the course of your study.

To gain much benefit from course tutorials pregatpiestion list before
attending them. You will learn a lot from participe actively in
discussions.

Summary

Farm Records and Accounting is a course that irstetad provide

concept of the discipline and is concerned withpleg accurate farm

records and maintaining good accounts. Upon cainglehis course,

you will be equipped with the basic knowledge ofnfarecords,

bookkeeping and accounting as well as Trial balamzkfinal account.

In addition you will be able to answer the follogiguestions:

1 What are farm records?

2 What are the basic things to consider in seleadinsgmputer
records keeping system?

viii
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3 Which of the computer software known to you willuyo
recommend as the best for farm business?

4 Distinguish between bookkeeping and Accounting

5 Explain the three major divisions of books usetiaonkkeeping

and accounting.

Who is a bookkeeper?

State and explain the major methods of bookkeeping.

State and explain the golden rules of bookkeeping

What are the four variants of the farm accountiygiesn?

10 What are the four major ways by which farm assaishe
valued?

1 How can complete farm accounting be accomplished
electronically?

© 00N

Of course, the list of questions that you can amssvaot limited to the
above list. To gain the most from this course ybawd endeavour to
apply the principles you have learnt to your underding of farm
records and accounting.

| wish you success in the course and | hope thatwil find it both
interesting and useful.
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MODULE 1 FARM RECORDS

Unit 1 Meaning and Scope of farm records
Unit 2 Types and uses of farm records

Unit 3 Developing and improving farm records
Unit 4 Analyzing Farm Records

Unit 5 Computerized Farm Record keeping

UNIT 1 MEANING AND SCOPE OF FARM RECORDS

Unit Structure

1.1  Introduction

1.2  Learning Outcomes

1.3  Main content
1.3.1 Definition and scope of farm records
1.3.2 Principles of record keeping

1.4  Conclusion

1.5 Summary

1.6 References/Further Readings/Web Sources

1.7 Possible Answers to Self-Assessment Esesci

@1.1 Introduction
In all spheres of life, adequate information is eesary for decision

making. This is also the case for farming decisioRgcords are
essential in any management operation.

@1.2 Learning Outcomes

By the end of this unit, you should be able to:

. Define and explain the scope of farm records.

L] 1.3 Main Content

1.3.1 Definition and Scope of Farm Records.

Records are statements of fact or data concerniggeaific subject
which may be specified in physical, monetary, mathtcal or

statistical terms. Farm records pertain to infoforatrecorded on the
day-to-day operation of a particular farm. Farmords can the defined

1
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as systematic documentation of all activities tgkplace in a farm
enterprise over a given period of time. It is ahafonriting down every
activity engaged in on the farm in every producteeason and at
different stages of the production process up ¢ofitmal disposal of the
goods and services to the ultimate consumer.

Farm records are simply the records of all thevdigs that take place
on the farm within a period say a farming seasowear. It can also be
defined as all written documents showing majorvégtis going on in

the farming business. Farm record keeping is mbaa fjust keeping
track of what crop was planted in what field; iigoncept applicable to
the entire farm operation.

A complete farm record will include all daily adties and transactions
and with a proper accounting system it should bssipte to have a
complete estimate of the profit or loss statemérhea end of the year.
By keeping a complete farm record on a yearly bass possible to

have a comparison between years and thereby deterthe rate of
growth or deterioration of the farm. There are ¢hbasic types of farm
records:

. Resources inventories

i Production accounts of livestock and crop operation

il Income and expenses records.

As a farmer, you use resources such as land, labhoachinery,
breeding stock management and financial capitall Maost assign value
to these resources and maintain current inventsadblat you know the
foundation from which you operate, from this ressurbase, you
produce food and fibre. The production accountiadstock and crop
shows how this resource base is combined with oiipmits to yield
physical output. Consequently, production recordsich as the
relationship of feed to weight gain, cow to numbecalves, fertilizer to
crop yield, or land to total production, are mosti@al to your farm’s
profits. Because farmers interact in a market egpndhe cost of the
feed and revenue from the market value or the ab#te fertilizer and
the price of the grain are equally important. Thes®me and expense
records are related to each other and translatuption accounts into
Naira and kobo.

1.3.2 Principles of Record Keeping

There are some general principles which applyltceabrd keeping and

these are as stated below:

1. All records, to be of value, must be accuraggt and full. One
way of making sure that records are accurate if#lllmg them in
as soon as possible after the operation or trapnsaeind by
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checking regularly.

2. All the results of record keeping should be paned with some
standards which may be the results for previoussyea the
results for other farms. By comparing results anscubksing
problems together, farmers can help each othempave their

management.

3. The record keeping system should fit into #wenf organization
or framework.

4. The person responsible for keeping the recshdsild develop a
habit of regularly and accurately posting transadi

5. All financial transactions should be made tiglodhe bank and

the monthly statement should be reconciled withctireque book
and record keeping system.

Self-Assessment Exercise

1. List three basic types of farm recol
2. Outline any 4 principles of record keepi

1.4 Conclusion

We have learnt in this unit that farm record kegpis more than just
keeping track of what crop was planted in whatdfidt is a concept
applicable to the entire farm operations. Soméefgrinciples of record
keeping were enumerated.

19

1.5 Summary
You have learnt in this unit that:

i. Farm records can be defined as the systematic daaation of
all activities taking place in a farm enterpriseepa given period
of time.

i There are three types of farm records: resourcesniories,
production records and income and expense records.

ii. For all records to be of value it must be accuraesat, full,
current and simple.

References/Further Readings/Web Sources

Olukosi, JO and P.O Erhabor (198Btroduction to Farm Management
Economics: Principles and Applications. AGITAB Pighkrs
Ltd, Zaria PP 21 - 22.

Gerloff, D.C and R.W Holland (2006). Establishingdausing a farm
financial Record - keeping system: The UniversityTennessee
Agricultural Extension Service U7 PB 1540.
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Groover, G. E., Osborne, D., & Heizer, C. (20179rrk Record Book:
Expenses and Receipts.
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Ml.? Possible Answers to Self-Assessment Exercises

Self-Assessment Exercise
1. List three basic types of farm records.

Answers:

i. Resources inventories
i Production accounts of livestock and crop operation
i, Income and expenses records.

2. Some general principles which apply to all read keeping

are:

I All records, to be of value, must be accuratat and full. Ong
way of making sure that records are accurate if#lllmg them in
as soon as possible after the operation or trapsaeind by
checking regularly.

il. All the results of record keeping should bengared with somg
standards which may be the results for previoussyea the
results for other farms. By comparing results anscubsing
problems together, farmers can help each othempave their
management.

iii. The record keeping system should fit int@ tarm organization
or framework.

\1%4
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iv. The person responsible for keeping the recstasuld develop a
habit of regularly and accurately posting transadi
V. All financial transactions should be made tlgimuhe bank and

the monthly statement should be reconciled withctiregque book
and record keeping systejany 5).
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UNIT 2 TYPES AND USES OF FARM RECORDS

Unit Structure

2.1 Introduction
2.2 Learning Outcomes
2.3 Main content
2.3.1 Types of Farm Records
2.3.2 Uses of Farm Records
2.4  Conclusion
2.4 Summary
2.6 References/Further Readings/Web Sources
2.7 Possible Answers to Self-Assessment Exercises

@2.1 Introduction

Records are important to the financial health effdorm. Good records
do not ensure your farm will be successful; howestarcess is unlikely
without them. Accurate and up-to-date records assemtial to
successful farm management. Before any financialdgbting or
financial decisions can be made, farm records testaintained.

Farm records are like report cards students receigehool, with a farm

report card, you can tell how well you are managyogr operation

compared with other producers in your “class”. Yaan also see the
strengths and weaknesses of your farm operatiothisnunit, attempts
will be made to highlight the various uses of faenords.

@2.2 Learning Outcomes

By the end of this unit, you should be able to:

. State and explain the various types of farm records
. State and explain the uses of farm records.

.3 Main Content

2.3.1 Types of farm Records

Broadly speaking farm records can be whatever tyye originator
wants it to be and to serve whatever purpose iittended for. In this
light farm records types are not fixed and can laelenor drawn to suit
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individual or specific needs. This dynamism shoalso reflect in the
configuration/format of the tables, examples are

Daily farm records.

Records of farm implements and equipment.

Record of agricultural inputs.

Records of livestock and livestock products.

Records of animal feeds.

Production records.

Records for farm use.

Farm expenditure record

Some of the types of farm records are enumeratieavbe

(1) Farm Diary: This is a record of day to dayihates of the farm.
It is possible to trace weakness in the farm bissinEBarm diary
takes care of crops, date of planting, amount edl ssed, harvest
date, etc.

(2) Farm Inventory: This record takes care of likestock (types,
number etc), buildings etc. It gives informationtbe state of the
item, the ones that need replacement, repair, ivexdo or hired
out.

(3) Input Records: This record gives details @& $ize or quantity of
input utilized to the farm e.g fertilizers, feedr fdivestock,
amount of seeds used, labour, medication, stodivedtock etc.
It enables the farmer know whether he is usingneh animal
feed or much seeds as the case maybe, before o losses are
incurred.

(4)  Production Records: This record measures tbeygtivity of the
land, and success of farming operations generdlyshows
whether a particular livestock is doing well or .not

(5) Scale Records: This record tells a farmer haweh he is making.
It helps the farmer not to spend too much and hidp him in
adequate farm planning.

(6) Consumption Records: Not all produced are fousale. This
records the quantity harvested and consumed byatineer and
his family, or given out, but not sold.

(7)  Profit And Loss Accounts: This record has teides. The left
side has to do with liabilities and payments (pasz#d and
expenses) While the right hand side is concern Wghkets and
Revenue (Sales and Receipts).

Basically there are three basic types of farm msorresources
inventories, production accounts of livestock amdpcoperations, and
income and expense records.

Resources Inventories - As a farmer you use ressuscch as land
labour, machinery, breeding stock, Management mvaah¢ial capital.

MODDULE 1
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They are informationabout existing circumstancesn the planning
process. Resource inventories specify the condiioroil, water, air,
plant, animal and human resources (SWAPA+H). Resouventories
provide realistic, objective data about the plagrémea, and are crucial
for sound decision-making.

You must assign value to these resources and nmairdarrent
inventories so that you know the foundation fromichhyou operate,
from this resources base, you produce food and.fibe

S/No. Items Quantity | Values {N)

1 Land 4 hectares 5,000,000.p0

2 Farm Building and Structure? 13,000,000.00

3 Machinery & Equipment 4 7,000,000.00

4 Pigs 50 2,000,000.00

5 Broilers 500 2,500,000.00

6 Layers 350 1,050,000.00

7 Crops 2 hectares 1,800,000.00

8 Fertilizer 75 bags 675,000.00
Grand Total 33,025,000.00

Fig 1: A table of farm inventory

The table above shows the various resources engployéhe farming
enterprise and that will form a basis for subsegudanning and
performance monitoring and evaluation to see if fdren enterprise is
making progress and also the areas that will neéd improved on.

Self-Assessment Exercise
| 1: Mention the three basic types of farm records. |

Another example of resource inventory farm recerghiown below
ltem/Feed Type | Unit/quantity | cost/unit total cost

Broilers starter 10 7,000.00 70,000.00
Broilers finisher 8 7,000.00 56,000.00
Layers Mash 7 6,500.00 45,500.00
Growers Mash 6 6,500.00 39,000.00
Hog mash 30 2,500.00 75,000.00
Fodder 200 800.00 160,000.00
Total 445,500.00

Figure 2: Records of Livestock feed.

8
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Production accounts of livestock and crops - Thadpction accounts
of livestock and crop show how this resources bas®mmbined with
other inputs to yield physical output, consedlygoroduction records
such, as the relationship of feed to weight gaimw do number of
calves, fertilizer to crop yield, or land to totatoduction, are most
critical to your farm’s profits. The under listedeadifferent types of
records depicting the production processes andiéesi.

No. of | Amount/ Total
Items Implement/Equipment | Units Amount
Rakes 5 4,200.00 21,000.0(¢
Shovel 7 2,300.00 16,100.0Q
De feathering
Machine 2 22,000.00 | 44,000.0¢
Total 81,100.00

Figure 3: Records of Farm Implement and Equipment.

No of | Amount/work | Total Daily
Activities workers er Expense
Land clearing 3 2,000.00 6,000.00
Cleaning of
Poultry 2 2,000.00 4,000.00
Pickingofeggs | 2 2,500.00 5,000.00
Grand Total 15,000.00

Figure 4: Daily production activities Record

Income and Expense records - because farmers dideira a market
economy, the cost of the feed and revenue fronmihéket hog/value or
the cost of the fertilizer and the price of graame equally important.
These income and expense records are relatediom#aer and translate
production account into Naira and kobo (fig 3 agd 4

Production Accounts

Farm Resource Addec inputs Farm Outpu
Resource Inventories Expenses Income

Fig 5: Types of Farm Records

MODDULE 1
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The various farm enterprises have items, materiaiplements and
equipments that are used in their operations, thosgme of these
materials/things overlap. Requisite knowledge oénthwill help in

keeping adequate records and eventually sounddialan Below is a
categorization of these things and they are by rama exhaustive.

Poultry Enterprise

Stock — (Day old chicks, Broilers and Layers), fefsbders, drinkers,
battery cages, building/housing, heating, spadeyedhegg trays, eggs,
fencing, medical supplies

Piggery Enterprise

Stock — Piglets, gilts, Sow, Boars), building, éamng pens, pens,
heating equipment, ventilation/cooling equipmeniteal barrow, boots,
fencing, medical supply

Crop Enterprise

Stock — Various seeds, seed drill, pruning sheandhfork, tractor,
combine harvester, fertilizer spreader, crow béfere@nt types of hoes,
cultivator, rake, set of hand trowels

2.6.1 Uses of Farm Records

Broadly speaking farm records are useful for theéeuristed

(1) They help in decision making for proper mamagat.

(2)  They help to plan and implement farm business.

(3) Itis useful in preparing profits & loss actwu

(4) It provides information on farm history andé¢ of production of
the farm business (progress monitoring).

(5) It can help in taking adequate insurance pdiby the farmer for
his farm enterprise.

(6) Farm records provide useful information orespayable and for
farm budget preparation.

(7) It provides a reliable basis for future plarmi

Resources Inventories

You must count and assign value to your resouroesiaventory in
your farm. These resources include both assetdiaitities. Assets are
all items you own; liabilities indicate what you ewCounting assets is
relatively easy. With a notebook and paper, watuad your farm and
survey your assets. Record the number of milk céwestares of tilled
land etc valuing assets, is more difficult. Assstech as grain will
probably be valued at the net market price for Whitey could be sold.
Tractor could be valued at their original cost nsindepreciation.
Similarly land could be valued at its market prigk developed for
residential houses) or at its agricultural valueabilities are easier

10
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than assets to count and value. A listing of debtdanks and other
creditors usually is sufficient. The only difficyltis adjusting for

accrued interest.

Resources can be counted and assigned a valueafiene but most

farmers find an end - of year valuation most usefdesources
inventories are not a “flow” concept, but a “stoakieasurement. The
most direct application of resources inventory asnpleting a balance
sheet to determine your net worth. A resource itorgnalso is useful

for computing non-cash expenses, such as depmtid®esources on
the farm often are used as collateral for a loarregource inventory
provides a helpful summary of those assets to bd as collateral.

Finally, with an up-to-date inventory of your fasnfesources, you can
consider options for growth and diversifications rencarefully and
efficiently.

Production Accounts.

Production Accounts are used to measure the peafocenof crop and
livestock enterprises on the farm, some productdormation can be
derived from income and expense records, for exanwhere total
kilogram purchased might be noted. This informatiwhile useful,

usually is not specific or complete enough. Mor¢aded production
accounts can and should be kept, usually classiéiedcrop, livestock
or labour records.

Often included under crop records are farm mapsnkaaps are used
to describe soil conditions cropping patternsdfilyouts and building
locations. Other written crop records show cropations, Yields,

fertilizer rates and pesticide applications. Thigormation can be
summarized and will indicate the efficiency of pucton.

Livestock and poultry records usually include swtisas for mortality,
breeding, performance and feed information. Mdstalecords list the
number of livestock and track disease probleBreeding records
ensure that only superior individuals or groupgadividuals are used to
parent offspring with desired characteristics.

Performance records for livestock are divided betwebirth and
productive information. Birth records indicate daik birth, important
dates in the animal’s life, parental evaluation amehning information.
Production records refer more directly to herd sieste of gain,
kilogram sold and purchased.

Finally, feed records are important in evaluatingerall production

efficiency. Feed normally constitutes at least $6pet of the total cost
of raising an animal for meat. The type of feedoratits formulation
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and the rate of feeding should be monitored closely

Another major category of production record keepgsmtabour. Labour
records are important particularly when labour shges are a problem.
By knowing the amount and timing of labour requipest operation of
an enterprise you can better plan what enterpsesfeasible when
faced with labour constraints on the farm.

Income and Expense Records.

A transactions journal and general ledger are U$afuecoding income
and expense records. In the transactions jourmal, rgcord financial
transactions as they happen. In the general legigarbegin organizing
your farm records into a meaningful format. Impottaises of the
transactions journal and general ledger are toigeomformation for the
income statement and cash flow statement. Withrtbeme statement,
you can calculate farm profit. The cash flow staatns a summary of
the timing and flow of Naira in and out of the fabmsiness. It helps you
meet cash obligations.

For most farmers, a simple yet suitable transastjonrnal is the farm
checkbook. It helps you keep track of the majoonfyincome and
expense transactions needed for a complete setcofds, with the
information from the transactions journal; theniar organizes cash
receipts and expenses in the general ledger by aade category.

Self-Assessment Exercise
| 2: Distinguish between input and production records |

2.4 Conclusion

In this unit, we have leant that accurate and ugdi® records are
essential to successful farm management. Recorelsused among
others to: evaluate past performance of the oeratirovide a financial
picture of the present situation, and serve adsuanng guide for future
decisions.

MZ.S Summary

In this unit, we have learnt that:

. There are three basic types of farm records: regouventories,
production accounts of livestock and crop operatamd income
and expense records

. Farm records are used among others to: evaluaté pas
performance of the operation, provide a finandetiype of the
present situation and serve as a planning guidefuiure
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decisions.

M
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MZ.? Possible Answers to Self-Assessment Exercises

Self-Assessment Exercise 1: Mention the three badigpes of farm
records.

Answers:

1.

Basically there are three basic types of farm recds:
i.resources inventories,

ii.production accounts of livestock and crop operst, and
iii.income and expense records.

Self-Assessment Exercise 2: Distinguish between uip and
production records.

Answer:
Input Records: This record gives details of the size or quarditinput
utilized to the farm e.g fertilizers, feed for Isteck, amount of seec

used, labour, medication, stock of livestock etcerables the farme

know whether he is using too much animal feed ochmseeds as th
case maybe, before too much losses are incurred.

Production Records: This record measures the productivity of the Ig
and success of farming operations generally. Itwshavhether 3

IS
r
e

ind,
]

particular livestock is doing well or not.
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UNIT3 DEVELOPING AND IMPROVING FARM RECORDS
Unit Structure

.1 Introduction

.2 Learning Outcomes

.3 Main Content

3.3.1 Developing farm Records

3.3.2 Improving farm Records

Conclusion

Summary

References/Further Readings/Web Sources
Possible Answers to Self-Assessment Exercise
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@3.1 Introduction

In this unit you will learn about developing andpiraving farm records.
You will be acquainted with record keeping and rdcanalysis,
selecting a record keeping system and comparisoth@fhand and
computer system of record keeping.

@3.2 Learning Outcomes

By the end of this unit, you should be able to:

. Explain the concept of record keeping and recoralysis
. Compare the hand and computer system of recordrgep
. Explain how farm records can be improved.

Main Content

3.2.1 Developing farm records

Record keeping refers to keeping, filing, categngzand maintaining
farm financial and production information.Recordabsis refers to

evaluating farm records. The evaluation processaalla farm manager
to make informed decisions based on actual (oreptegl) farm

performance. Obviously, record analysis cannot tfdkee without first

keeping records.

It is the analysis of performance of a farm bussnhehis is typically
done in two different ways: analyzing the entemprisingly or
individually and whole farm business analysis. Emntise analysis deals
with determination of profitability/effectivenessf andividual farm
enterprises. The hand or manual system and thewempr automated
system are the two methods of developing and kgepm records.
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1. The hand system

A large number of hand systems are available. Cnth@® simplest

systems involves the recording by hand of all faiahtransactions in a
journal format. Purchases and sales activitiedisted by hand as they
occur. The enterprises show the date, the itemlmedo(quantity, size

etc) and cash involved in sale or purchase. Thesedane using

preformatted record books and ledger sheets.

The manual record keeping is aptly suitable for Isrbasinesses
(Farms) whose transactions and activities are selly small and
manageable but are still required by regulatorhauities to show proof
of their business dealing for tax purposes and @conplanning

Advantages of Manual Record Keeping

The advantages of manual record keeping systerhglmc

. Low cost of materials needed for record keepind an

. Ease of use (the manual system is straight fonaatidevoid of
complications, especially if you don't have lots aifferent
expense and income items).

Disadvantages of Manual Record Keeping

The disadvantages of manual record-keeping sysiterhsle:

. They are often "single entry" systems, meaning gater each
transaction only once. As such, there is no autoneck and
balance system like that used in computer progt¢kesQuicken
-- or in more formal double entry bookkeeping systems

. You must manually tally up expenses or income bggary or
by month -- which can be time consuming and coeld| to
errors.

Table 1: Example of whole farm Record keeping

Income Expense
Date Descriptior |Calves [Cull Maize [Feec Supplie:  [Fue
Cows

10/1 Sold 1(100,0(
calves g
N10,000

10/1 |Purchased IN40,000
feed (2 tons)
10/3 'Sold 2 cow N120,000
at N60,000
10/6 |Purchased N20,000
supplies
10/8 |Purchased N97,500
1500 litres @
fuel
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10/11|Sold 2000k IN200,00(
of maize

For example Table 1 portrays a whole-farm recorepkey system. The
date and a short description of each transactimndisted first followed
by the Naira amount of each transaction undermfffgopriate income
or expense category. The number of income and agpeategories
depends on the amount of specificity desired byfdha manager.

Table 2 is smaller to Table 1 but adds an enter@eounting section.

In addition to the income and expense categofiesiransaction is also
listed in an enterprise category. For example, fthechased supplies”
expense ofN20, 000 is first listed under the sesptategory. But+-N16,

000 of the expense is listed under “cow/calf’ exgeEmnand-N4, 000 is

listed under maize. Again the number of enterprissesi depends on the
amount of detail desired by the farm manager.

Table 2: Example of Enterprise Record Keeping

Income Expens Enterprise

Date |Descriptior (Calves Cull Maize [Feec [SuppliefFuel [Cow/Calf Maize

Cows Income Income Expense
Expe
nse

10/1 [Sold N100,00(

10 calves
at 10,000

10/1 |Purchasel N IN

feed 40,00( 40,00
(2 tons)

10/23 |Sold 2 IN120,00 N

cows at 120,00(
N60,00(

10/€ [Purchasel IN IN IN-4,00(

supplies 20,000 16,00

10/8 |Purchased IN IN IN- 95,000

1500 litres 97,50( 2,500
of fuel

10/11Sold 2000k N N200,00(

of 200,00
Maize

Regardless of the system selected, entries shaulddule regularly. In
addition, disciplining oneself to make easy tratisacthrough a bank
checking account will ease record keeping diffiesit And reconciling
bank statements with farm records ensures accuracy.

2. Computerized record keeping system.

This entails the use of different software packegeecord keeping. In
1994 Pena et al evaluated six computerized farnordekeeping
programs with each program having some unique rfegtu

Selecting a computerized record keeping programldhmze done on the
basis of features needed. Some program will all@v dnterprise
accounting, some programs will calculate payrghoms for employees.
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Few financial record keeping programs allow fordarction records to
be kept simultaneously with financial records. Example in many
programs, sales of grain or livestock can be repgloirt Naira only, with
no accounting for kilogrammes.

A computerized record-keeping system will not neaesy save time.

Its real advantage is in record analysis. Oncentfoemation is posted in

the computer software reports and analysis carrdmed, changed and
printed. Computerized systems quickly and accwaeit and report a
great deal of information. They can also providenthty or annual

summaries for identifying strengths and weaknes$as operation.

Advantages of Using a Software Program
By using a software program for record keeping, gan:

. eliminate math errors

. instantly see your income and expenses by category

. get profit and loss statements and other finansiahmaries
quickly, and

. Interface with compatible tax software programsc-you don't

need to re-input data come tax time.

Disadvantages of Using a Software Program

Disadvantages of software programs for busines®rdedkeeping

include:

. They are slightly more expensive than manual redaeping
supplies. A simple program likQuickenruns about $50, while
programs (like Quickbooky that are geared toward larger
businesses can cost $150 or more.

. You must have a computer and be comfortable ugsimmnia
regular basis.

Table 3: Comprise of the hard system and Compuerizystem of

record keeping

|Hand System Computer System

Low initial out-of-pocket expens|Higher initial out-ofpocke
Easy to implement expense May require signific:
Time consuming study

[More  opportunities to  ma|Fast Accurate

mistakes Can be a powerful analysis tool
[Limited in extent of analys

without extraordinaryinvestmer,

of time and effort

3.2.2 Improving Farm Records

Accurate records are essential for evaluating yarms performance:
accurate analysis required accurate data. Too df#emers rely on

18



AEA306

publications which describe an average farm instéguersonal records
that describe their farm. To make the best findru®aisions concerning
your farm, use data collected from your farm. Ipassible to make the
job of record keeping easier by using forms andoawting systems
designed especially for the farm. A good source rerord keeping
books is your local extension agent or agricultieater. Also software
packages for farm record keeping can be purchasegour personal
computer.

Accuracy is just as important in management re¢@eping as in tax
and financial record keeping. If the managemenbrmftion isn’t
accurate, it may do more harm than if you didn'vénd at all. With
physical quantities, check sheets are recommensiedtaol for testing
the equality of the sources and uses of quantiiesthereby testing the
accuracy of quantity information. The sources/antapfnaccount for
should equal or at least closely approximate tresfasnount accounted
for. Quantity sources typically include beginningventory quality,
guantity purchased, quantity produced and quantépsfer in from
other production enterprises/production centergslgpically include:
guantity sold, quantity fed if feed or grain, qugnspoiled or death loss
in livestock, quantity transferred out to other ezptises/ production
centers, and ending inventory quantity. Inventongrgge is a critical
element if quantities are to coincide with accradjusted financial
measures.

Completeness is another matter entirely. A farnmoard wear himself
out keeping track of every type of information tmaight remotely be
useful for management analysis purposes. The apatepcriteria for
how much and what management information to reaoed

1. Does the benefit of recording and using the infdroma
sufficiently exceed the cost to make it worthwhile?
2. If the information is collated, will it be used tofluence farm

decision making?

As you try to apply these criteria, it may be helgb think about what
information is likely to change how you operate tham. Information
that will change how you operate and lead to impdoyields would
seem to produce a net benefit. Unfortunately, weegaly don’t have
the luxury of knowing that the information will payf. But, it is a good
idea to have a plan in mind about how the managem@rmation will

be used before investing ample amounts of timeraodey collecting
that information. Management records are only Usefuen they are
used.
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Self-Assessment Exercise

1: What are the advantages of Using a Softwargrgno?
2.Explain the advantages of manual record keeping

3.4 Conclusion

Farmers have to continually make management desisas we have so
far identified. These management decisions deterrtiie outcome of a
farm operation in relation to investment undertakimancing of the

operation, protection, or custodial and consumpti@maviour of the

farm household. Thus, to make good decisions, fesrmeust have

relevant information.

3.5 Summary
In this unit you have learnt that:

I. Keeping records are essential to the efficient gameent of a
farm business

il. Accurate records and resulting analyses help farmaake
financial and production decisions

iii. Traditional hand record- keeping systems contimueark well
for many farmers

iv. Computerized record keeping and analysis prograwe Heeen
accepted and used by a number of farmers also

V. Developing and using a farm record keeping systdiallow
the farm manager to make more informed decisiofexi@ig
the profitability of the farm
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MBJ Possible Answers to Self-Assessment Exercises

Self-Assessment Exercise 1: What are thadvantages of Using a
Software Program?

Answers:

1.

. eliminate math errors

. instantly see your income and expenses by category

. get profit and loss statements and other finansiahmaries
quickly, and

. Interface with compatible tax software programsec-you don't

need to re-input data come tax time.

2.

The disadvantages of manual record-keeping systermslude:

. They are often "single entry" systems, meaning gater each
transaction only once. As such, there is no autenudieck and
balance system like that used in computer progt¢kesQuicken
-- or in more formal double entry bookkeeping systems

. You must manually tally up expenses or income dggary or
by month -- which can be time consuming and coeldl to
errors.
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UNIT 4 ANALYZING FARM RECORDS
Unit Structure

4.1 Introduction
4.2  Learning Outcomes
4.3 Main content
4.3.1 Analyzing Farm Records
4.3.2 Test your understanding and progress
4.3.3 Financial statements and list of RequiredoRes
4.4  Conclusion
4.5 Summary
4.6 References/Further Readings/Web Sources
4.7 Possible Answers to Self-Assessment Exercise

@4.1 Introduction

Once a farm record keeping system has been estadhl@nalyzing the
records can begin. Decision making can be greatipaeced by
analyzing both production and financial records dmelir impact on
profitability. In this unit you will learn about aumber of financial
analysis tools that can be used when accurate@nglete farm records
are available.

@JA.Z Learning Outcomes

By the end of this unit, you should be able to:

. Discuss the various methods of analyzing farm xor

4.3 Main Content

4.3.1 Analyzing Farm Records

A number of financial analysis tools can be usedenviaccurate and
complete farm records are available. These toatkidie the balance
sheet, income statement and projected monthly dash statement
(including family living expenses). These threeaficial statements
provide information for making short and long tefimancial decisions.
The Balance Sheet (Assets=(Liabilities + Owner’sdtiity)

This is also known as the financial statement ateshent of networth.
The balance sheet provides an overall financiapsinat of the farm
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business on a specific date. It lists all of thee#s (property) and
liabilities (loans) of the business as of the be¢éasheet date. Income
and expense records are not needed for the batdme=d. A value for
each asset and the outstanding balance for edulityias given in the
balance sheet. Ideally, the balance sheet shoyldrate assets and
liabilities into current asset (less than one yddife), intermediate (one
to seven years of life) and long-term (longer tisawen years of life,
mainly buildings and land) categories and shdidd cost (original
cost less depreciation) and market value (curnepéeted sale price) for
each.

The balance sheet gives the farm manager a “snépshihe net worth

on a specific date. The net worth is the valuellbb&ssets on the farm

less the amount of money owed against those asyatse of the ratios

and relationships on a typical net worth statenaeatexamined below.

1. Current Ratio (Liquidity) it is a measure of a mess’ ability to
meet current debt obligations as they come due owith
disrupting normal operations.

The ratio is calculated by dividing the currentessby the
current liabilities.

Current ratio = Current Assets

Current Liabilities
As a general rule, two naira of current assetsrte vaira of current
liabilities represents a strong ratio. A curreritoaf 1.5:1 is good. 1 to
1 is weak and <1 to 1 often results in cash floabpFms.

2. Working ratio measures a company's ability wover operating
costs from annual revenue. It is calculated bynigkotal annual
expenses, excluding depreciation and debt-relatpénses, and
dividing it by the annual gross income.

Working capital ratio is calculated simplyy dividing total current

assets by total current liabilities. For that regsbcan also be called the

current ratio. It is a measure of liquidity, meanihe business's ability

to meet its payment obligations as they fall diost analysts consider

the ideal working capital ratio to deetweenl1.5 and 2. As with other

performance metrics, it is important to compareoagany's ratio to

those of similar companies within its industry

1. Net working capital ratio is the net amount of eléments of
working capital. It is intended to reveal whethdsusiness has a
sufficient amount of net funds available in the slierm to stay
in operation.

Total Assets

Total Liabilities - Net worth
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How do you interpret net capital ratio?

Generally, a working capital ratio of less than @m&ken as indicative
of potential future liquidity problems, while a i@tof 1.5 to two is

interpreted as indicating a company on solid fimanground in terms of
liquidity. An increasingly higher ratio above tws nhot necessarily
considered to be better.

2. Debt to Asset Ratio (Solvency)
It is a measure of the business’ ability to meztatal debt obligations,
if all the assets were to be sold. It providesnaiication of the business
ability to continue in the event of severe finahadversity caused by
perils such as drought, excess moisture or a dedhincommodity
prices. It also shows the percentage of the asisatsare financed by
outside creditors. The ratio is calculated by dividthe total liabilities
by the total assets and is expressed as a pereentag
Debt to Asset ratio = Total liabilities x 100

Total Assets 1

As a general rule, a farm business having under 25%s assets
financed is in a fairly strong position while beeme25% to 40% is
moderate, and between 40% and 60% is in an inoggsweaker
position. The higher the debt ratio, expressed pesreentage the greater
the financial risk as a result of the higher boilraycosts.

3. Earned financial progress (profitability)

Earned financial progress refers to the increaslkarfarm business net
worth from the beginning of the period to the exfdhe period as a
result of the income earned by the business. KByeword is earned’
which excludes changes in net worth as a result amfowner’s
contributions to the business, the gain on the shthe assets or the re-
evaluation of the assets including land, buildiags breeding stock. It
is important to track the increases to networtht tledate directly to
income earned by the business as opposed to othestraents or
transactions.

4.3.2 How to Prepare a Basic Balance Sheet

Here are the steps you can follow to create a lredance sheet for your
organization. Even if some or all of the processutomated through the
use of an accounting system or software, undersigritow a balance
sheet is prepared will enable you to spot poteetiairs so that they can
be resolved before they cause lasting damage.

1. Determine the Reporting Date and Period

A balance sheet is meant to depict the total asdetsilities, and
shareholders’ equity of a company on a specifie dgpically referred
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to as the reporting date. Often, the reporting daliebe the final day of
the reporting period.

Most companies/farms, especially publicly tradeésyrwill report on a
qguarterly basis. When this is the case, the repprdate will most
usually fall on the final day of the quarter:

. Q1: March 31

. Q2: June 30

. Q3: September 30

. Q4: December 31

Companies that report on an annual basis will oftee December 31st
as their reporting date, though they can choose datg. It's not

uncommon for a balance sheet to take a few weeksejpare after the
reporting period has ended.

2. ldentify Your Assets

After you've identified your reporting date and joel; you'll need to
tally your assets as of that date.Typically, a bedasheet will list assets
in two ways: As individual line items and then agat assets. Splitting
assets into different line items will make it easfer analysts to
understand exactly what your assets are and wineng dame from;
tallying them together will be required for finalalysis.

Assets will often be split into the following lineems:
Current Assets:

Cash and cash equivalents
Short-term marketable securities
Accounts receivable

Inventory

Other current assets
Non-current Assets:

Long-term marketable securities
Property

Goodwill

Intangible assets

Other non-current assets

O O O O O ¢ O O O O O o

Current and non-current assets should both be tslbdo and then
totaled together.

3. Identify Your Liabilities

Similarly, you will need to identify your liabiliés. Again, these should
be organized into both line items and totals, dsvize

. Current Liabilities:

0 Accounts payable
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Accrued expenses

Deferred revenue

Current portion of long-term debt
Other current liabilities
Non-Current Liabilities:

Deferred revenue (non-current)
Long-term lease obligations
Long-term debt

Other non-current liabilities

O O O O ¢ O O O O

As with assets, these should be both subtotaled thed totaled
together.

4. Calculate Shareholders’ Equity

If a company or organization is privately held bgiagle owner, then
shareholders’ equity will generally be pretty gitdaforward. If it's
publicly held, this calculation may become more pboated depending
on the various types of stock issued.

Common line items found in this section of the batasheet include:

. Common stock

. Preferred stock

. Treasury stock

. Retained earnings

5. Add Total Liabilities to Total Shareholders’ Biyuand Compare to
Assets

To ensure the balance sheet is balanced, it willdiessary to compare
total assets against total liabilities plus equity.do this, you’ll need to
add liabilities and shareholders’ equity together.

Below is a basic balance sheet of NOUN Farms &gea¢mber

Balance Sheet of NOUN Farms at at 31st December 202

Current Assets  {N) Current Liabilities  (N)

Cash at hand 150,000 Wages & Salarie001080

Cash in Bank 2,000,000 1,800,000
Supplies 2,000,000
4,150,000 Long Term Liabilities
Bank of Industry Loan 10,000,000
Fixed Assets Commercial Bank Loan 5,000,000
Land 10,000,00%,000,000
Farm Machineries 8,000,000
Equity
18,000,000 5,350,000
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Total Total
22,150,000 22,150,000
Table 1: Noun Farm Balance sheet

Notice how the balance sheet is arranged on treg aiske (current assets
followed by fixed assets) and on the liability siflirrent liabilities,
long term liabilities and owners equity). We muséefg in mind that that
there is no hard and fast rules as regards thamgement. An example
is given below to further broaden your horizon bis subject matter.

AEC 306 Farms reported its assets and liabilitis their inaugural
farming season which ended on thé'®f December, 2020 as Lard N
5,000,000, Building=N- 7,000,000, Equipment and Meaety N
3,000,000, Animals=N 500,000, Input supplies (dfegd and fertilizer)
N 800,000, Standing crops N 300,000. Wages forpirgod 280,000,
Overdraft-N 1,000,000, a commercial bank loan fae 1) year=N
2,000,000, another commercial bank loan for twoy&jrs N 3,000,000,
mortgages=N 6,000,000. You are required to (a) dupwthe balance
sheet for the farm.

(b). Calculate the current, working and net capaébs.
ANSWERS/SOLUTION

AEC 306 FARM BALANCE SHEET AS AT DECEMBER 31ST,
2020

ASSETS LIABILITIES
CURRENT ASSETS CURRENT LIABILITIES
INPUTS 800,000 | WAGES 280,000

STANDING CROPS 300,000 | OVERDRAFT 1,000,000
ANIMALS 500,000
1,280,000
1,600,000
INTERMEDIATE LIABILITIES
WORKING ASSETS
C/BANK LOAN 2,000,000

EQUIPMENT &

MACHINERY 3,000,000 | 2,000,000

3,000,000 LONG TERM LIABILITIES
LONG TERM ASSETS C/BANK LOAN 3,000,000

MORTGAGES 6,000,000
LAND 5,000,000
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BUILDING 7,000,000 | 9,000,000

12,000,000 NETWORTH 4,320,000
T/LIABILITIES + NW 16,660,000
TOTAL ASSETS 16,600,000

(b)  Current Ratio= Current Assets/current liakahti
=1,600,000/1,280,000
=1.25

Working ratio = Working Assets/Intermediate liatés
= 3,000,000/2,000,000
=15

Net Capital Ratio = Total Assets/Total Liabilitieslet worth
= 16,600,000/12,280,000 -4,320,000
= 16,660,000/7,960,000

=21

The balance (Wakandar Farms) below is intended est tyour
understanding of some financial ratios. You aredltzulate (a) Current
ratio (b) Working ratio and (c) Net capital ratio

Balance Sheet of Waka Farms at at 31st

December 2021

Current Assests {N) Current Liabilities (N)
Fuel/Diesel 400,000

Cash at hand 200,000 Wages & Salaries 0,080

Cash in Bank 500,000 700,000

Feed 100,000

Fertilizer 200,000 | Intermediate Liabilities

1,000,000

Short tern loan 1,000,000

Working /Intermediate Assets | Refund to F & F 1,000,000

Machinery 1,000,000 2,000,000

Equipment 1,000,000

Work in progress 5000,000

2,500,000 Long Term Liabilities
Mortgages 3,000,000
3,000,000
Fixed Assets
Land 2,000,000 Networth/@mEquity 2,300,000
Farm Machineries 2,500,000 2,300,000
4,500,000
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Total Total
8,000,000 8,000,000

4.3.2.1 Test Your Understanding and Progress with &ance
Sheet MCQs
(A)
1. Another name for the balance sheet is
Statement Of Operations
Statement Of Financial Position
2. The balance sheet heading will specify a
Period Of Time
Point In Time
3. Which of the following is a category, classificatjmr element of
the balance sheet?
Epenses Gains
Liabilities
Losses
4. Which of the following is an asset account?
Accounts Payable
Prepaid Insurance
Unearned Revenue
5. Which of the following is a contra account?
Accumulated Depreciation
Mary Smith, Capital
6. What is the normal balance for an asset account?
Debit
Credit
7. What is the normal balance for liability accounts?
Debit
Credit
8. What is the normal balance for stockholders' eqaitgt owner's
equity accounts?
Debit
Credit
9. What is the normal balance for contra asset acs@unt
Debit
Credit
10. ABC Co. received $1,000 in December for serviceswil
perform in the following month. ABC uses the actriasis of
accounting. In December ABC debited Cash for $1,00Bat
will be the other account involved in the Decembhecounting
entry prepared by ABC (and what type of accouit)ts
Accounts Receivable (asset)
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11.

12.

13.

14.

15.

16.

17.

30

Prepaid Services (asset)

Service Revenues (revenue)

Unearned Revenues (liability)

ABC Co. performed services for Client Kay in Decemland
billed Kay $4,000 with terms of net 30 days. ABGldws the
accrual basis of accounting. In January ABC reakihe $4,000
from Kay. In January ABC will debit Cash, since ltasas
received. What account should ABC credit in theuday entry?
Accounts Receivable

Service Revenue

Owner's Equity

ABC Co. follows the accrual basis of accounting aedforms a
service on account (on credit) in December. Theicerwas
billed at the agreed upon amount of $3,500. ABC @ebited
Accounts Receivable for $3,500 and credited SerfReeenue
for $3,500. The effect of this entry on the balasheet of ABC
is to increase assets by $3,500 and to

Decrease Assets By $3,500

Increase Owner's (Stockholders') Equity by $3,500

Which of the following accounts i®t a current asset?
Accounts Receivable

Land

Prepaid Insurance

Supplies

Which of the following is normally a current liaiby?

Note Payable Due In Two Years

Unearned Revenue

When an owner draws $5,000 from a sole proprieiprshwhen
a corporation declares and pays a $5,000 dividénedasset Cash
decreases by $5,000. What is the other effect enbtlance
sheet?

Owner's/Stockholders' Equity Decreases

None

ABC Co. incurs cleanup expense of $500 on Decer@beiThe
supplier's invoice states that the $500 is dueamnudry 10 and
ABC will pay the invoice on January 9. ABC followse accrual
basis of accounting and its accounting year end3exmember 31.
What is the effect of the cleanup service on thecdb@ber
balance sheet of ABC?

Assets Decreased

Liabilities Increased

No Effect On Owner's Equity

Deferred credits will appear on the balance sheeeu which
heading/classification?

Assets

Liabilities
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18.

19.

20.

21.

22.

23.

24.

(B)
1.

Owner's/Stockholders' Equity

Notes Payable couldot appear as a line on the balance sheet in
which classification?

Current Assets

Current Liabilities

Long-term Liabilities

On December 1, ABC Co. hired Juanita Perez torbegirking
on January 2 at a monthly salary of $4,000. AB@rce sheet
of December 31 will show a liability of what amo@nt

$4,000

$48,000

No Liability

ABC Co. has current assets of $50,000 and tota¢tsssf
$150,000. ABC has current liabilities of $30,000d atotal
liabilities of $80,000. What is the amount of ABQsvner's
equity?

$20,000

$30,000

$70,000

$120,000

The amount reported on the balance sheet for Rgopgdant and
Equipment is the company's estimate of the fairketavalue as
of the balance sheet date.

True

False

The total amount reported for stockholders' equgy the
approximate fair value or net worth of the corpmmatas of the
balance sheet date.

True

False

The book value of a corporation is the total amouwrft
stockholders' equity reported on the balance sheet.

True

False

The third line of the balance sheet heading forethe of the year
should begin with "For the Year Ended".

True

False

On balance sheet, accruals, notes payableaeralint payable
are listed under which category?

A) Current Liabilities

B) Accumulated Liabilities

C) Noncurrent Liabilities

D) Accrued Liabilities

Answer: A

31



AEA306 FARM RECORDS AND ACCOUNTING

2. Inventories, cash and equivalents, and accowuttsivables are
listed as
A) Earnings on Income Statement
B) Payments on Income Statement
C) Assets on the Balance Sheet
D) Liabilities on the Balance Sheet

Answer: C

3. Which of the following is not a current asset
A) Supplies
B) Land

C) Accounts Receivable

D) Prepaid Insurance
Answer: B
4. In the situation of bankruptcy, a stock whichrecorded above
common stock and below debt account is

A) Preferred Stock

B) Debt Liabilities

C) Common Liabilities

D) Hybrid Stock
Answer: A
5. A firm buys products but does not pay to suppliastantly. This is
recorded as

A) Account Receivable

B) Account Payable

C) Accumulated Liabilities

D) Current Liabilities
Answer: B
6. In a balance sheet, the total of common stockratained earnings
are denoted as

A) Common Equity

B) Due Equity

C) Preferred Equity

D) Common Perpetuity
Answer: A
7. The process of recording inventory that givesower cost of a
commodity sold in an income statement is denoted as

A) First Out Receivable

B) Last in First Out

C) Last Out Receivable

D) First in First Out
Answer: D
8. Financial securities which can be changed irshcto their book
value price are categorised as

A) Short-term Investments

B) Inventories

C) Long-term Investments

D) Cash Equivalents
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Answer: D
9. Earnings that have a cumulative amount and atepaid to the
stockholder as a dividend is known as

A) Common Earnings

B) Preferred Earnings

C) Non-paid Earnings

D) Retained Earningdnswer: D
10. Information that is used by investors for expecfuture earnings is
recorded in

A) Annual Report

B) Five Years Report

C) Exchange Report

D) Stock Report
Answer: A

4.3.2.2 Income Statement (Net Income=(Revenue—Exz&s))

Other names used for this important accountingestant include: a
profit and loss statement, an operating statemedtam income and
expense statement. The income statement lisia¢bene and expenses
of a business over a period of time called the aatiog period.

Year - to year profits are calculated on the incata¢ement also known
as the profit/loss statement. The income staterisensed to calculate
net cash income, adjusted by changes in inviestand capital items.

The Net farm income refers to the ‘bottom line’ firthat is earned (or
projected to earn) by the business during thewtding period. The
Net Farm Income provides the answer to the questiohow much
profit the farm has made or is projected to makethe business plan.

Analyzing the Net Farm Income as a return on threnfassets and
equity (networth) can also be informative. Sinlte Net Farm Income
represents the return the farm earns on investment.

4.3.3 How to Write an Income Statement

The best way to ascertain how much revenue youinéss has

generated, you’'ll need to create a performancersgt alongside other
financial statements. To write an income stateraedtreport the profits
your small business is generating, follow thes@antng steps:

1. Pick a Reporting Period

The first step in preparing an income statementoischoose the
reporting period your report will cover. Businessgsically choose to
report their income statement on an annual, qugreermonthly basis.
Publicly traded companies are required to prepiaa&n€ial statements
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on a quarterly and annual basis, but small busaseasen’t as heavily
regulated in their reporting. Creating monthly ime statements can
help you identify trends in your profits and expimees over time. That
information can help you make business decisionsmike your

company more efficient and profitable.

2. Generate a Trial Balance Report

To create an income statement for your businessll yeeed to print out
a standard trial balance report. You can easilyegse the trial balance
through your cloud-based accounting software. To&éance reports are
internal documents that list the end balance oheaccount in the
general ledger for a specific reporting period.dfireg balance sheets is
a crucial part of creating an income statementitsafiow a company
gathers data for their account balances. It willegyou all the end
balance figures you need to create an income sgaiem

3. Calculate Your Revenue

Next, you'll need to calculate your business’s ltstdes revenue for the
reporting period. Your revenue includes all the eypearned for your
services during the reporting period, even if yawdn't yet received all
the payments. Add up all the revenue line itemmfgmur trial balance
report and enter the total amount in the revemeeitem of your income
statement.

FreshBooks provides an easy-to-follow accountingnfda to make sure
that you're calculating the right amounts and dngatan accurate
income statement.

4. Determine Cost of Goods Sold

Your cost of goods sold includes the direct laboraterials and
overhead expenses you've incurred to provide yaadg or services.
Add up all the cost of goods sold line items onrywial balance report
and list the total cost of goods sold on the incatadement, directly
below the revenue line item.

5. Calculate the Gross Margin

Subtract the cost of goods sold total from the mereetotal on your
income statement. This calculation will give yoe tiross margin, or the
gross amount earned from the sale of your goodsarvices.

6. Include Operating Expenses

Add up all the operating expenses listed on youat tralance report.

Each expense line should be double-checked to maieeyou have the
correct figures. Enter the total amount into theoimme statement as the
selling and administrative expenses line item.ltisated directly below

the gross margin line.
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7. Calculate Your Income

Subtract the selling and administrative expensésl foom the gross
margin. This will give you the amount of pre-taxcame. Enter the
amount at the bottom of the income statement.

8. Include Income Taxes

To calculate income tax, multiply your applicabtats tax rate by your
pre-tax income figure. Add this to the income stegat, below the pre-
tax income figure.

9. Calculate Net Income

To determine your business’s net income, subtreetricome tax from
the pre-tax income figure. Enter the figure inte #nal line item of
your income statement. This will give you a genenadlerstanding of
your business performance, letting you see howitpfdé you have
been.

10. Finalize the Income Statement

To finalize your income statement, add a headéneaeport identifying
it as an income statement. Add your business deaaitl the reporting
period covered by the income statement. With althef data you've
compiled, you've now created an accurate incomestant. This will
give you a future understanding of income statendefinition that will
be of great benefit to you and your business precti

An example is given below

1. La Pattons Integrated Farm gave its expenses/eostgevenue
associated with its farming activities for the I&stming season
as; Poultry — Day old chicks 120,000, feed 250,068ges
150,000, maintenance cost 50,000, drugs 25,000.esvamd
salaries 300,000. Sales of eggs, broilers andaylers 1,050,000,
sales of poultry droppings 30,000. Fisheries — obdingerlings
150,000, borehole 150,000, fish feed 400,000, aispond
maintenance 40,000, harvesting expenses 50,000eswagd
salaries 260,000 and sales of fish 1,620,000. Creplsand
preparation 100,000, seeds/seedlings 85,000, iZertilL 05,000,
cost of harvesting 15,000, wages and salaries Q@0,0losing
stock of seeds 5,000, closing stock of fertiliz&s,000 and
harvested crops sold 980,000. Required

(@) Draw up an integrated account of the farm and &sicethe
profitability status of the farm

(b)  What sis the contribution of the various enterigethe farm in
terms of costs and revenues?
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ANSWER
Integrated Account

COST| AMOUNT REVENUE | AMOUNT
Poultry Poultry
Day old chicks + Sales of eggs
120,000 Broilers and Old
Feed - Layers 1,080,000
250,000 - 1,050,000
Cages - Poultry droppingg 1,620,000
150,000 895,000 - 30,000
Maintenance -
50,000 Fish Sales
Drugs - 1,620,000
- 25,000 1,000,000
Wages & Sal. - Crops
300,000 Closing Stock. Fert

— 15,000

Fisheries 1,050,000 | | Closing stock Seed
Fingerlings -+ — 5,000
150,000 Harvested  Crop
Borehole - — 980,000
150,000
Fish feed -
400,000
P/maintenance -475,000
40,000
H/Expenses —1,280,000
50,000
Wages & Sal. -—
260,000 3,700,000 3,700,000
Crops
Land Prep. =
100,000

Seeds/Seedlings
85,000

Fertilizer -

105,000
Harvesting cost
15,000

Wages & Sal. 1

170,000
Transfer
account

to P&L
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(2)The profitability of the Integrated farm is =N300,000

(b) * Poultry Revenue is =N= 1,080,000 — Cost =N85 800 (Profit
=N= 185,000)

* Fisheries Revenue =N= 1,620,000 — Cost =N= 100 ,(Profit =N=
570,000)

* Crop Revenue =N= 1,000,000 — Cost =N= 475,0000f{P=N=
525,000)

The measures of profitability are as discussedvielo
1. Returns on Assets (ROA)
It is a measure of profitability measuring the rateeturn that the farm
business earns on its average asset base oveeribd.prhe higher the
return, the more profitable the farm business.
ROA = Net Farm Income + Interest expense - labdlf0x

Total Farm Assets (Average) 1

2. Return on Equity (ROE)
It is a measure of the return to the networth (gfim the business. The
farm equity is the capital that could be investésewhere (if you were
not farming) and so this analysis provides an edtng perspective to
see just how good a return a farmer is receivindhisninvestment in
farming as compared to other alternatives. laigwdated by dividing
the Net Farm Income less the unpaid labour/managenusts, by the
average value of the farm equity (networth) for theriod and is
expressed as a percentage.
ROE = Net Farm Income - Labour ~x 100

Farm Equity (average) 1
A return on equity exceeding the return on asseticated an
economical use of borrowed funds. In other wortlgaid to borrow
money because the return on this borrowed capial gveater than the
cost of borrowing.

3. Expense/Revenue Ratio
This shows the percentage of the farm income thatquired to cover
the operating expenses, excluding the principal iatetest payments.
The ratio is calculated by dividing the operatingpenses by the value
of the farm production and is expressed as a p&gen
Expenses/Revenue Ratio_= Operating expenses x 100

Value of farm production 1

The value of farm production is the total valuelod farm sales less the
cost of purchased feeds, grain and market livestock
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4.3.3.1 Test Your Understanding and Progress withncome

38

Statement MCQs

(A)
Which of the following names is NOT associated witte
income statement?
P&L
Statement Of Financial Position
Statement Of Operations
The income statement heading will specify which the
following?
A POINT In Time
A PERIOD Of Time
Amounts earned by a company in its main operatatiyities are
known as .
Revenues
Gains
A company disposes of equipment that it no longssuin its
business. The amount received by the company i€ ihan the
amount the asset is carried at in the accountimgrds. The
company will report a(n)
Expense
Gain
Loss
Revenue
On December 1, a company borrowed $100,000 at 12%eqar.
The interest will be paid quarterly, with the fidyment due on
March 1. What should the company report on its nmeo
statement for December?
Nothing
Interest Expense Of $1,000
Is a retailer's Interest Expense an operating esgo@r a non-
operating expense?
Operating Expense
Non-operating Expense
The income statement lingross profit will appear on which
income statement format?
Single-step
Multiple-step
Which income statement format segregates the apgrat
revenues and expenses from the non-operating reseand
expenses?
Single-step
Multiple-step
Interest earned on investments would appear intwbéction of
a retailer's multiple-step income statement?
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10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

Non-operating

Operating

Would Not Appear

Under the accrual basis of accounting, revenueseamgnized in
the accounting period in which

Cash Is Received

Revenues Are Earned

Net Sales minus the Cost of Goods Sold is

Gross Profit

Income From Operations

Net Income

The combination of net income + other comprehensigeme is
known as income.

Comprehensive

Net

Total

Which basis of accounting best measures profitggbduring a
short time interval?

Accrual Basis

Cash Basis

Gross Profit minus Operating Expenses is best deéfims

Net Income

Net Sales

Operating Income

What is defined as sales minus all variable expghse
Contribution Margin

Gross Profit

Net Income

Are the draws of a sole proprietor reported asxqperse on the
company's income statement?

Yes

No

A corporation's net income will cause an increaswliich of the
following?

Accumulated Other Comprehensive Income

Common Stock

Retained Earnings

If a company's stock is publicly traded, is it gugement that the
earnings per share appear on the income statement?

Yes

No

Are the notes to the financial statements consttiéoebe an
integral part of the financial statements?

Yes

No
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20. Is it acceptable that some of the expenses reportdtie income
statement be estimates?
Yes
No
(B)
1. Which statement is the first component of the fancial
statements?*

[ a) Balance Sheet
2 b) Cash flow statement
2 c¢) Income Statement
2 d) Statement of Changes in Equity
2 e) None of the above
2. The income statement is also known as the ?*
£ a) Profit and Loss Statement
2 b) Statement of Basic Income
£2 c¢) Net Income and Expense Stater
2 d) Cash Flow Statement
2 e) None of the above

3. The income statement's primary purpose is to sho the
of a business.*

a) financial position

b) financial performance
c) cash position

d) expenses

e) None of the above

oooEAO

4. The income statement is drawn up from the figur® in the
*

a) Debtors ledger

b) Creditors Ledger

c) Cash Flow Stateme

d) Trial Balance

e) None of the above.

ooono

5. Which of the following statements are true?*
[£ a) An income statement usually covers a full year.

b) The income statement may be drawn up for shpdgbds, suc
as one month or three months.

40



AEA306 MODDULE 1

c) These shorter periods are used by managers ke m#&rna

business decisions.

[ d) The period of time that isovered by the income statement (
other financial statements) is called theaccourieigod.

2 e) All of the above.

e

6. A business has $250,000 income and $60,000 esesn What i
the net profit?*

a) $310,000
b) $250,000
c) $160,000
d) $190,000
e) None of the abov

ooonon.

Questions 710 below relate to the income statement for a tradp
business.

7. Which of the following statements are true?*

[ a) The first section of the income statement ftnading business shows the |
and selling of goods.

E2 b) The first section of the income statement ftnading business shows net pi

[ c) The first section of the income statement fdraaling business shows tf
expense.

2 d) None of the above.

8. Which of the following statements are true?*
[Z a) Cost of goods sold is also known as cost oksale
[ b) Cost of goods sold is the direct costs of thesfirtory that we have sold ©
the year.
[ c) Cost of goods sold is an expense charged agsass to work ot a gr
profit.
2 d) None of the above.
2 e) All of the above.

XYZ Inc. had the following figures in its incomeagtment:

Sales $920,000

Cost of Goods Sold $320,000
Gross Profit

Other Income $50,000
Salaries $220,000
Advertising $100,000

Rent $80,000
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Other Expenses $50,000
Net Profit

9. The gross progure is:*
2 a) $920,000
2 b) $970,00
2 c) $600,000
2 d) $500,00

10. The net profigure is:*
2 a) $650,000
2 b) $150,00
2 c) $600,000
2 d) $200,00

4.3.3.2 Cash flow

The cashflow projection stimulated the anticipdiadncial activity that
will flow through the farm bank account during thecounting period.

The projected monthly cashflow statement is uselda& ahead to the
next year of operations. By projecting a cashffor the next year,
potential cash shortfalls can be noted and apmtgrchanges in the
farm operation can be analyzed.

What Goes in a Cash Flow Statement?

When it comes to what goes in a cash flow stateptbete are three

types of cash flows you will want to break out iler to gain the most

value and insight from your cash flow statement:

. Operating activities cash flow.This is the money your business
generates and spends on typical, day-to-day opgrattivities,
such as selling products and services or paying &
employees. Cash flows from operations are intetgrgbur cash
flow statement.

. Investing activities cash flow.This is the money spent on and
generated from market securities, long term assetd, other
financial instruments over the reporting periodcduld be from
buying or selling major equipment or property, d¢her related
purchases or sales, for example.

. Financing activities cash flow.Financing activities include the
money that moves between a company and its owmeestors,
and creditors, such as by issuing equity or debt.
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You also may want to include an “other activitisgttion for any type
of cash flow that doesn't fit into these three maativities. Each section
should include line items that break out the vagitypes of cash flow
pertaining to that activity, so no cash paymenésmaissed.

How to Prepare a Cash Flow Statement Step By Step

Before you start working on your statement, detaemwhether the
indirect method or the direct method to preparashcflow statement
makes the most sense, given your needs. Keep id that the method
you select will only affect the operating activtiesection of your
statement—as the investing and financing activiestions will look
the same regardless of the method used.

Each method has its advantages and disadvantalgesndirect method
is more common, for example, because it's genemthpler and less
time-consuming to perform. But the direct methodvdes greater
detail about your company’s cash situation andiyin, more potentially
valuable insights.

Indirect Method Steps to Prepare a Cash Flow Stateemt

The indirect method is based on accrual basis atirg+—which means
revenues and expenses are counted when they ameedcnot when
money actually changes hands. Most companies esacttrual basis of
accounting method, which is partly why this metli®do popular.

For the operating activities section of the castwflstatement, the
indirect method involves first showing the companyiet income
(which should be found easily on your company inestatement). You
then show any noncash inflow or outflow adjustmehtst need to be
made in order to calculate the total operatingvies cash flow.
Common adjustments, for example, include:

. Depreciation (which must be added back to the nebme
because it does not count as cash flow)

. Accounts payable

. Accounts receivable

. Inventory expenses (which must be subtracted frbme net
income because they are considered a cash outflow)

. Working capital changes

4.3.3.3 Direct Method Steps to Prepare a Cash Flo8tatement
The direct method relies on cash basis accountingaAing revenues

and expenses are counted when actual cash reemigptpayments are
made during the reporting period.
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The direct method generally takes more time and bmirorunching
because you are subtracting actual cash outfloars finflows rather
than simply adjusting the net income. Common liteens using the
direct method include:

. Customer receipts

. Payments to suppliers

. Payments to employees

. Interest and dividends received
. Income tax payments

While breaking out each type of cash receipt onpay takes time, this
method offers more detail and visibility into yocompany's finances.
For example, it can show how much cash was speirtglthe reporting
period on employee payroll or merchandise—or thecedollar value of
customer sales—rather than having those individaah flow sources
grouped together in “net income.”

That said, there are additional potential compiesito choosing the
direct method to prepare cash flow statements. dfm, since most
companies use accrual basis accounting, the iriditeethod more
naturally fits with their current accounting praes. Moreover, the
Financial Accounting Standards Board (FASB) reqimpanies
using the direct method to also provide a “recoatdn” that shows
how their net income would be adjusted to net dasisentially using
the indirect method) on a separate schedule.

Most accounting standard-setting entities (inclgdiPASB) prefer the
direct method, though, because of the higher lef/@isight it provides.
If you choose to go the direct method route, yowdhnt to start
regularly tracking your cash inflows and outflowsthe way you’ll be
reporting it—so that putting together the cash flstatement won’t be
too much of a burden.

You can use accounting software such as Intuit KBooks, Zoho, or
FreshBooks to keep tabs on your cash flow and reasly assemble
the cash flow statement.

4.3.3.4 Test Your Understanding and Progress withncome
Statement MCQs
1. Statement of cash flows includes
A) Financing Activities
B) Operating Activities
C) Investing Activities
D)  All of the Above
Answer: D
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2. In cash flows, when a company invests in fiasdets and short-
term financial investments results in
A) Increased Equity
B) Increased Liabilities
C) Decreased Cash
D) Increased Cash
Answer: C

3. A company that issues stocks and bonds to fansks results in
A) Decrease in Cash
B) Increase in Cash
C) Increase in Equity
D) Increase in Liabilities
Answer: B

4. The purchase value of assets over its serdigedife is
categorised as
A) Appreciated Liabilities
B) Appreciated Assets
C) Depreciation
D) Appreciation
Answer: C

5. The basic financial statements include
A) Statement of Cash Flows
B) Statement of Retained Earnings
C) Balance Sheet and Income Statement
D) All of the Above

Answer: D

6. The statement of cash flow clarifies cash flawsording to
A) Operating and Non-operating Flows
B) Inflow and Outflow
C) Investing and Non-operating Flows
D) Operating, Investing, and Financing Activities
Answer: D

7. Cash flow example from a financing activity is
A) Payment of Dividends
B) Receipt of Dividend on Investment
C) Cash Received from Customers
D) Purchase of Fixed Asset
Answer: A
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8. Cash flow example from an investing activity is

A) Issue of Debenture

B) Repayment of Long-term Loan

C) Purchase of Raw Materials for Cash

D) Sale of Investment by Non-Financial Enterprise
Answer: D

9. Cash flow example from an operating activity is
A) Purchase of Own Debenture
B) Sale of Fixed Assets
C) Interest Paid on Term-deposits by a Bank
D) Issue of Equity Share Capital

Answer: C

10.  Which item comes under financial activitiecash flow?
A) Redemption of Preference Share
B) Issue of Preference Share
C) Interest Paid
D) All the above
Answer: D

4.3.3.5 Financial statement and list of Required Records

Table 4 illustrates the kinds of records that gt ithe making of
financial statements and production summaries. Téfe column
contains the financial or production statementirddsby the farm
manager. The column contains the records requivedomplete the
statement.

Records can be used for more than one statemermx@omple, “Debt
payments” are used in the income statement, caglglatement and
in income taxes, likewis&rarm Income and Expense” are used in
the Income statement, Cashflow statement, Entergxisalysis and
Income Taxes.

Table 4: Financial Statements and list of RequRedords.

Statement Records Required

Balance sheet Farm Assets cost and Value. Farm and Per
Assets changes, Livestock, Crop and of
products Inventories, Loan balances

Cash flow Farm Income and Expenses NoRarm Incom
and Expenses Debt payments.

Enterprise AnalysiFarm Incomeand Expenses. Livestock and O
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yields

Income Statement|Farm Income and Expenses Interest Payn
Livestockand Grain Inventories Accounts paya
& Receivable

Income Taxes Farm Income and Expenses Non-Farrmea@nd
expenses, Interest Payments, Depreciation Schedule

Self-Assessment Exercise

1: State the three types of cash flows.
2. Write short notes on direct method steps to gmieg a cash flow
statement.

4.4 Conclusion

In this unit you have attempted to learn about fexm records are used
to analyze a farm business, as well as the finbstagements and list of
required records.

4.5 Summary

In this unit, you have learnt that:

I. A number of financial analysis tools-The balanceethincome
statement and projected cashflow statement can dmel wo
analyze a farm business when accurate and compéete
records are available.

. The balance sheet provides an overall financiapsinat of the
farm business on specific date.

iii. The income statement is used to calculate net ocastme,
adjusted by changes in inventories and capitalgtem

iv.  The projected monthly cashflow statement is useldd& ahead
to the next year of operations. By projecting ahflasv for the
next year, potential cash shortfalls can be notedl appropriate
changes in the farm operation can be analyzed.

V. There are some records required for some financial
statements. For instange preparing the balance sheet, records
needed include: farm Assets cost and value, farth @ersonal
assets, changes in livestock, crop and other ptdduentories,
loan balances.
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mzl.? Possible Answers to Self-Assessment Exercises

Self-Assessment Exercise 1: State the three typdscash flows.
Answers:

1.

Operating activities cash flow.This is the money your busine
generates and spends on typical, day-to-day opgratitivities,
such as selling products and services or paying &
employees. Cash flows from operations are intetgrgbur cash
flow statement.

. Investing activities cash flow.This is the money spent on a
generated from market securities, long term assetd, other
financial instruments over the reporting periodcduld be from
buying or selling major equipment or property, d¢her related
purchases or sales, for example.

. Financing activities cash flow.Financing activities include th
money that moves between a company and its owmeestors,
and creditors, such as by issuing equity or debt.

2. Short notes on direct method steps to preparing aash flow
statement:

The direct method relies on cash basis accountingaring revenue
and expenses are counted when actual cash reesigtpayments ar
made during the reporting period.

The direct method generally takes more time and bmrmerunching
because you are subtracting actual cash outfloars finflows rather
than simply adjusting the net income. Common liteans using the
direct method include:

MODDULE 1

[O%Z

L

. Customer receipts

. Payments to suppliers

. Payments to employees

. Interest and dividends received
. Income tax payments
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UNIT5 COMPUTERIZED FARM RECORD KEEPING
Unit Structure

5.1 Introduction
5.2  Learning Outcomes
5.3  Main content
5.3.1 Computerized farm record keeping
5.4  Conclusion
5.5 Summary
5.6 References/Further Readings/Web Sources
5.7 Possible Answers to Self-Assessment Exercises

@5.1 Introduction

A concern of many financial consultants and lendierghat many
farmers lack adequate records to monitor and aeatige financial
health of their farm business. Lack of financiatalmakes it difficult to
determine proper debt loads, or to develop plamsbisinesses with
major financial problems.

A variety of methods could be used in collecting tiecessary farm
record information: hand kept records, simple omptex computer
systems. As farm size and or debt increasesy fiaamers and lenders
look for computer program that allow fast datdrgnhave internal

checks for accuracy and allow summarizing the data variety of

ways. Most begin their search by asking: Is thenaple computer
program that will keep my records like the farm@att books™? In this
unit therefore, attempts will be made to expléie various commercial
software program that can do an excellent recoepikg job on the
farm.

@5.2 Learning Outcomes

By the end of this unit, you should be able to:

. List and explain the uses of the various commersaftware
programs available to keep computerized farm record

. State the advantages and the disadvantages of sedivirare
system/program.
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5.3Main Content

5.3.1 Computerized Farm Record Keeping

In recent times, there are numerous commercialvaodt programs that
can do an excellent job of recording basic income @xpense data for
farmers, plus quickly summarizing and preparingasety of financial
reports, while not ruling out hand kept recordsréhare some basic
questions to consider in selecting a computer tekeeping system.

In today’'s agriculture, record keeping has goneohdythe manual
works and use of computer to enter records of faativities. Record

keeping and accounting has been further made singplghorten time

spent and improve and increase accuracy and eitigieNumerous

software such as Agrivi, Quicken, Granular, TrimblearmERP,

Farmlog, Quick Books, DacEasy, Agworld, peachti@enention to a

few are available today and their uses range fromnading risk,

forecasting and measuring profit, measuring ancking field activities

to developing crop plans. Of course the needyaglee and usage of
these software will depend on the size, scope apdistication of the

various farm enterprise.

The focus will be on software (computer progrant fhexrforms various
tasks) rather than the hardware (computer andgpjint
Farm record keepers can pick their software froor fiyoups:

. Simple cash systems: Quicken

. General cash accrual accounting system: Quick Bdo&sEasy,
peachtree

. Farm Cash/ accrual accounting systems - PCMarsisaciions

Plus (TA+) by FBS Systems, Redwing
. Add-ons for analysis: Spreadsheets, FINPACK, AFRABS.

Advantages and Disadvantages of each system

Simple cash systems

In a simple cash system, users are able to redbecdsh transactions of
both the farm and family. Quicken is the only pragrlisted due to its
widespread use across the United States of AmeltEgopularity is
due to the ease of data entry and to its low epritis single - entry
system is essentially an electronic checkbook.wéi@r, it allows
users to track loans, stock portfolios and othearicial/ assts. The
ability to easily enter data, write cheques frdra tomputer, reconcile
the cheque book with the bank statement and quiidgte reports for
financial and tax purposes explains its broeckptance, there is a
payroll module that can be added which is adeqtaat¢he firm with
only a few employees.
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Critics of Quicken point to producers with limitekhowledge of

accounting concepts who fail to property classifgome and expense
entries that lead to flawed reports, Quicken doashave a chart of
accounts with income and expense categories spdoifiagriculture

users can correct this problem by contacting eiensgents for

training and obtained a sample chart of accountsseowith their farm

records. Others fault Quicken for the lack ofdelto track physical

guantities.

Properly used, Quicken can provide useful, accusatemaries of all
cash transactions, including sales and purchasespiatl assets such as
machinery and breeding livestock. Once the deptienisschedule is
created, not by Quicken, producers have all datede for tax
reporting.

General cash/accrual accounting systems.

Three programs: Quickbooks, DacEasy, and Peachteedisted under
general cash accrual accounting systems. QuickB@okepresentative
of this group. QuickBooks has an excellent clohriccounts specific
to agriculture. Reconciliation of computer accountgth bank
statements is quite easy. Double -entry featuabsw either cash or
accrual reports, firms with employees enjoy theeea$ generating
payroll checks and all related employee reportifige user begins by
entering a beginning cost basis balance sheet. ally teceipts and
expenditures are entered, the balance sheet igathddut unless the
user also records transfers of feed from inventorivestock, monthly
depreciation etc the intra-year balance sheetsarreorrect. For farm
users a balance sheet once a year is typialll that is useful
and necessary. This is accomplished by takingaa geed inventory
and entering the adjustments, including depreciatiomake the year-
end balance sheet. The beginning and ending bakimsts, plus cash
receipts and expenditures give the user an acéngame statement,
thus providing your basic financial statements.

Use of a program such as QuickBooks does requime $mowledge of
accounting. Again, these are general accountingrpms and may not
allow for recording physical quantities. Theree asome training
materials and Web sites that can assist produdeeswish to use such
programs. Like Quicken, it allows you to separale tdata into
enterprise groups, such as dairy versus crops.rdieroto produce
accurate financial statements, only informationatie to the farm
business should be recorded. If a computersésl to track family
income and expense, you should have separate amckland use
Quicken to record all non farm transactions, whilere expensive than
Quicken, the price tag is still attractive to masmall businessmen,
including farmers.
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Farm Cash accrual accounting systems

The farm cash accrual accounting systems requiree dnowledge of

accounting. Most focus only on the farm business, $ome allow

family or other business data to be kept in theesagstem. Trying to

totally integrate many programs, especially theegnation of feed

produced, purchased, fed and sold with all cashséetions can be a
daunting task. By starting with the basic programd adding others as
needed, major problems should be avoided.

5.3.1.1 Getting beyond just keeping records

Any of the above types of record systems can geti@nsummaries of
cash receipts and expenses. This includes salepamtiase of capital
assets, principal and interest payments and addtorowings. To
obtain financial statement and analyze financiaifmmn requires using
the data in a separate program.

This may be an additional module from the softwa@mpany, or it may
be a separate program. In either case, the chatadunts used must
match up with the grouping of income and expengegaaies in the
other program.

Spread sheets are available that can be used eathend inventory data
to develop balance sheets, income statements raalgss. Check the
Montana state University web site for ones curseatrailable, little
cash outlay is required, but you will need to spénte to understand
how to collect and enter the data to do it rightNFFAC provides
another way to develop and analyze financial estants. It is also
possible to use a program that is integrated thighbasic software like
TA+ or Red wing.

The Best Program (System) for Farm Business
Which program (system) is best for your farm busg® No one can
predict which program is best. The following mayphia the decision.

1. Examine farm specific programs If you:
. Need complete, well documented financial statement
. Have, or are planning on a large amount of debt
. Have many employees
. Have someone who has some knowledge of accounting
. Foresee a need for more extensive records in theeefu
2. Examine cash - based or generic programs, e.g Quitkou:
. Keep records primarily for tax purposes.
. Prefer to use spreadsheets, FINPACK or an accaduntan
to generate and analyze financial statements.
. Have few employees
. Can get needed production data elsewhere
. Have little knowledge of computers.

53



AEA306 FARM RECORDS AND ACCOUNTING

Self-Assessment Exercise

1. Farm record keepers can pick their software fromr fgroups
mention these groups.
2. State the advantages of simple cash sys

5.4 Conclusion

In this unit we have learnt that computerized faeoord keeping could
be done with the aid of any of the following growgisoftware: Simple
cash systems (Quicken) General cash accrual adngusystems (e.g
QuickBooks, DacEasy Peachtree), Farm cash accraabuating

systems (e.g PCMars Transactions plus (TA+), RegwiAdd- ons for

analysis (e.g Spredsheets, FINPACK, AFRA by FBS.

MS.S Summary

In this unit, we have learnt that:

I. All accounting software discussed in this unit allohecks to be
written with the computer as the data are entered.

. All allow for reconciliation of accounts with bargtatements-
a major step in improving the accuracy and compése of
farm business records.

iii. Reports can be tailored to the needs of the tapapee,
accountant and manager using the computerized a@ftw
program for record keeping.

iv.  The major disadvantage for some is that they gllire use of a
computer.

V. Any program can get the needed cash receipt anenegpdata.
However, to get useful financial statements annbwe must be
taken at the end of each business year. Withoig, th is
impossible to develop accurate balance sheets aodme

statements.

Vi. Farmers who need accurate, complete financial reiés and
analysis should consider using some form of comptgeord
system.

vii.  Such statements can be prepared using a simpleoofskystem

like Quicken when used in conjunction with spreagst other
software programs such as FINPACK or the AFRA paagihy
FBS or in conjunction with an accountant.
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MS.? Possible Answers to Self-Assessment Exersise

Answers:
Self-Assessment Exercise 1: Farm record keepars mgick their
software from four groups, mention these groups.

. Simple cash systems: Quicken

. General cash accrual accounting system: Quick Bdo&sEasy
peachtree

. Farm Cash/ accrual accounting systems - PCMarg\saciions

Plus (TA+) by FBS Systems, Redwing
. Add-ons for analysis: Spreadsheets, FINPACK, AFRABS.

2. Advantages of simple cash systems:
In a simple cash system, users are able to redbcdsh transactions of
both the farm and family. Quicken is the only peogrlisted due to it
widespread use across the United States of Ameltegopularity is
due to the ease of data entry and to its low epritis single - entry
system is essentially an electronic checkbook.wéi@r, it allows
users to track loans, stock portfolios and othearicial/ assts. Th
ability to easily enter data, write cheques fréra tomputer, reconcil
the cheque book with the bank statement and quiidgite reports fo
financial and tax purposes explains its broeceptance, there is
payroll module that can be added which is adeqtaat¢he firm with
only a few employees.
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MODULE 2 BOOKKEEPING AND ACCOUNTING

Unit 1 Meaning and scope of bookkeeping
Unit 2 Book keeping

Unit 3 Meaning and scope of farm accounting
Unit 4 System of Farm accounting

Unit 5 Computerized Farm Accounting

UNIT 1 MEANING AND SCOPE OF BOOKKEEPING

Unit Structure

1.0 Introduction
1.2  Learning Outcomes
1.3  Main content
1.3.1 Meaning and scope of book keeping
1.4  Conclusion
1.5 Summary
1.6 References/Further Readings/Web Sources
1.7 Possible Answers to Self-Assessment Exesci

@1.1 Introduction
In this unit you will learn about meaning and scagebook keeping.

You will be acquainted with the distinction betweesmok keeping and
accounting as well as the various books used fok keeping.

@1.2 Learning Outcomes

By the end of this unit, you should be able to:

. Explain the concept of book keeping
. Distinguish between book keeping and accounting.
. Discuss the various books used for book keeping.

U 3 Main Content
1.3.1 Meaning and scope of Book keeping
Book - keeping may be defined as the science ardéng transactions
involving money or money’s worth in a regular arydtematic manner

in such a way that the books of accounting willgl@otrue and fair state
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of the financial worth of a business readily at @mnt in time. Book-

keeping is the recording of transactions i.e theom making phase of
accounting. The recording of transactions tend @onechanical and
repetitive, it is only a part of the field of aceding and probably the
simplest part.

On the other hand, accounting includes the desijraczounting
systems, preparation of financial statements, sudibst studies,
development of forecast, income tax work, compuapplications to
accounting information as an aid to making busindssisions. The
books that are used for book keeping fall naturadtp the following
divisions namely:

1. Principal books: under this sub-head we have ttgdeand the
cash book. These are the main books which are tsed
practicing the system of accounts.

2. Subsidiary books: This is otherwise known as bowksriginal
entry, first entry or prime entry. Many details amecorded in
these books before the amounts concerned are dreadfto the
ledger accounts.

3. Statistical or memorandum books: In these booksfarad
various details connected with the business omemstihat
cannot conveniently be recorded in other booksniptes of
these are the cost books and stock books of a eemuhg
firm, the registers of shareholders in limited iy
companies, the policy registers of an insurancepamy etc.

Comparison Table Between Bookkeeping and Accounting(in
Tabular Form)

Parameter

of Bookkeeping Accounting

Comparison

Bookkeeping is related Accounting is the proce
the recording, measurirwherein the company

Definition and identifying  thefinancial data is summarize
financial data of and a report is prepared for
company. same.

Management doesn’t taManagement decides ug
any financial decisions lfinancial decisions after readi
analyzing the records the summary report obtained
bookkeeping. accounting.

To store and organize tTo analyze the financial de
Purpose  financial data of and make future financi

company decisions accordingly.

Financial The financial statement The financial statement
statement not prepared using tprepared using accounti

Managemen
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Parameter
of Bookkeeping Accounting
Comparison

information obtaineinformation.

from bookkeeping.

Bookkeeping doesr
need the bookkeeper
Skills have any special skill <
to handle and manage
financial records.

An accountant needs spel
Skills to record, interpret, al
“analyze the financial data
prepare reports.

Accounting uses the recc
from bookkeeping to analy

Analysis No analysis is carried. the financial dta to prepal

reports.
Single entry and doukCost accounting anchanagerie
Types ‘
entry. accounting.

An accountant overse
Employee the work of
bookkeeper.

“An accountant that is certific
‘doesn’t need guidance.

The accountant prepares
A bookkeeper records tfinancial summary at the end
Entry financial data on a daithe month or on a yearlyasis
basis. depending on the type of rep
and demands of the company.

Test Your Understanding and Progress on Book keepgwith MCQ
1. The rules of debit and credit for a balance sheetays that

a. A decrease in asset and liability accounts is dethras a credit
transaction

b. An increase in asset and owner’s equity accourecisrded as a
debit transaction

C. A decrease in liability and owners’ equity accoustsecorded as
a credit transaction

d. An increase in asset, liability and owners’ equaiycounts is
recorded as a debit transaction

Answer: c

2. Company B had Rs.30000 account receivable from Corapy
D. On 26th February, Company D made a partial paymst of
Rs. 21000 to Company B. The journal entry made by
Company B to record this transaction is

a. A credit to the accounts receivable account onZ{@OO

b. A credit to the cash account of Rs. 21000

C. A debit to the accounts receivable account of R60P
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A debit to the cash account of Rs. 21000
nswer: ¢

>

3 In the accounting cycle :
a Journal entries get posted to the appropriate leglgeunts
b. Transactions are posted before they are journalised
C. A trial balance is prepared after journal entriesgpsted
d. Both a and c are correct
Answer: d
4 Dividends
a Are a business expense
b Are recorded by debiting the dividend account
C Decrease owners’ equity
d Both b and c are correct
Answer: d
5. Which of the financial statements gets prepared fst?
a Statement of cash flows
b Statement of retained earnings
c Balance sheet
d Income statement
Answer: d
6 Which of the following accounts is never reportedn the
income statement as an expense?
a Dividend expense
b Interest expense
c Income tax expense
d. Depreciation expense
Answer: a
7 Which of the following accounts will never appearn the trial
balance?
Income tax expense
Dividends
Both a and b are incorrect
: Both a and b are correct
nswer: d
The long-term assets that have no physical existembut are
rights that have value are known as
Investments
Intangible assets
Fixed assets
None of the above
nswer: b
The assets that can be converted into cash withinyear are
known as
a. Investments
b. Intangible assets

wpao o

opoooTy
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C. Current assets
d. None of the above
Answer: c

10. The debts which are repaid within a year are knownas

Contingent liabilities

a.

b. Fixed liabilities

C. Current liabilities

d. None of the above

Answer: c

11. is the first phase of the accounting cycle.

a. Making a decision about the business

b. Posting entries to ledger accounts

C. Preparing journal

d. ldentifying an economic event or transaction

Answer: d

12. The sales income (both credit and cash) during agn period
is called

a. Purchase returns

b. Turnover

C. Sales returns

d. None of the above

Answer: b
13. The account that records expenses, gains and lossesalled

Nominal account

Personal account

Real account

. None of the above

Answer: a

14. The process of entering all transactions from thegurnal to
the ledger is called

oo o

a. Accounting

b. Posting

C. Entry

d. None of the above

Answer: b

15. The is a statement that shows the finaakstatus
of a company at any given time.

a. Balance sheet

b. Trading account

C. Profit and loss statement

d. Trial Balance

Answer: a
16. The ratio that refers to a firm’s ability to meet its short term
obligations out of its short term resources is cadd
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a. Profitability ratio

b. Activity ratio

C. Leverage ratio

d. Liquidity ratio

Answer: d

17. Which of the following is a current liability for t he firm?
a. Bank overdraft

b. Bills payable

C. Outstanding expenses
d. All of the above
Answer: d

18. Current Ratio = )
a. Current assets / Current liabilities

b. Fixed assets / Current liabilities
C. Debt / Current assets

d. Debt / Equity

Answer: a

19. A higher inventory ratio indicates
a. Quick inventory turnover

b. Better inventory management

C. Both a and b are incorrect

d. Both a and b are correct
Answer: d

20. Bookkeeping mainly consists of part ohe

accounti Nng process.

a. Auditing the books of accounts
b. Recording financial information
C. Preparing financial statements
d. Analysing

Answer: b

Self-Assessment Exercise

1. The books that are used for book keepingatilirally into some
divisions. Discuss.
2. What do you understand by book-keeping?

1.4 Conclusion

We have examined the meaning and scope of bookingeipe books
that are used for book keeping were also discussed.

et

v/ 1.5 Summary

In this unit, we have learnt that:
. Book keeping is the science of recording transastimvolving
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money or money’'s worth in a regular and system@i@nner in
such a way that the books of accounts will showua &nd fair
state of the financial worth of a business readilyany point in
time.

. The various books that are used for book keeping lca
classified into: Principal books, subsidiary bookgtistical or
memorandum books.
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Ml.? Possible Answers to Self-Assessment Exeed

Self-Assessment Exercise 1: The books that are dséor book
keeping fall naturally into some divisions. Discuss

Answers:

1.

I Principal books: under this sub-head we have ttgdeand the
cash book. These are the main books which are dsed
practicing the system of accounts.

. Subsidiary books: This is otherwise known as bowksriginal
entry, first entry or prime entry. Many details amecorded in
these books before the amounts concerned are dreg$fto the
ledger accounts.

lil.  Statistical or memorandum books: In these booksfarad
various details connected with the business omemstihat
cannot conveniently be recorded in other booksniptes of
these are the cost books and stock books of a eemuhg
firm, the registers of shareholders in Ilimited ilidyp
companies, the policy registers of an insurancepamy etc.

2. Book - keepingmay be defined as the science of recording
transactions involving money or money’s worth imegular and
systematic manner in such a way that the bookscodunting
will show a true and fair state of the financialrttoof a busines
readily at any point in time. Book-keeping is thexarding of
transactions i.e the record making phase of acaoyniThe
recording of transactions tend to be mechanicalrapdtitive, it
is only a part of the field of accounting and piollyahe simplest
part.

[*)
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UNIT 2 BOOK KEEPING
Unit Structure

2.1 Introduction
2.2 Learning Outcomes
2.3 Main content
2.1.1 Book keeper
2.1.2 Book keeping systems
2.3.3 Test your understanding and Progress witloM
2.4  Conclusion
2.5 Summary
2.6 References/Further Readings/Web Sources
2.7 Possible Answers to Self-Assessment Esesci

@2.1 Introduction

In this last unit (unit one), you have found outthbook keeping is the
record making phase of accounting. You have alsontethat, the
various books that are used for book keepinghbmmlassified into:
principal books, subsidiary books, statistical agmorandum books. In

this unit, you will learn about the book keepervasl book - keeping
systems.

@2.2 Learning Outcomes

By the end of this unit, you should be able to:

. Explain the various systems of Book keeping.

2.3 Main Content

2.3.1 Book keeper

A book keeper (or book keeper), also known as aowading clerk or
accounting technician, is a person who recordsitheto-day financial
transactions of an organization. A book keepeaussally responsible
for writing the “daybooks”, The daybooks consist mfrchase, sales,
receipts and payments. The bookkeeper is regperisr ensuring all
transactions are recorded in the correct day bcokpliers ledger,
customer ledger and general ledger. The book kdepeys the books to
the trial balance stage. An accountant may prefp@&@come statement
and balance sheet using the trial balances amgilegrepared by the
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bookkeeper.
2.3.2 Book-keeping Systems

Two common bookkeeping systems used by busineszed other
organizations are the single entry book keepingesysand the double-
entry bookkeeping system.

1. Single - entry system

The primary book keeping record in single-entry lbod&@eping is the
cashbook which is similar to a checking (chequiaggount register but
allocates the income and expenses to various incante expense
accounts Separate account records are maintédmegetty cash,
accounts payable and receivable and other miew@nsactions such
as inventory and travel expenses.

The main characteristic of this system is the kegpof personal
accounts only.

For example, a trader who operates this systerncettainly have a
cashbook, but he may or may not write the caskhgw correctly,
since he alone operates the books and the lsgsiide will have
access to his bank account and this is enoughirfiortd know the state
of the business. Besides the cashbook, he wil kdep his customers
accounts to whom goods are sold on credit justttier record. For
creditors he may not bother much to record ttransactions, since this
is based on personal dealings.

This is one of the problems often encountered wihendouble entry
system is not in use. Other accompanied problerth@fsingle entry
system is the non keeping of the following records:

I. Accurate Expenses Account

il. Total sales and purchases of Goods

iii.  Accurate figures for creditors

iv.  Acquired Assets of the business (besides the dgbtor
2 Accurate figure for capital Account at any givemi.

When these records are not in place, it will bey\@fficult to have
complete records leading to trial balance.

To prepare the profit and Loss Account and a balsteet from

single entry book-keeping, the following procedurare

recommended:

. Build up a statement of Affairs and capital Accauithis
requires the value of assets and liabilities tode&ermined in
facts and figures. This is done by taking the vadie Cash
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available at the beginning and end of a tradingopleincluding
cash at bank.

i, Available assets both at the beginning and closkeusiness e.g
furniture, machinery, stock in trade and the vabfedebtors
including prepaid and bills receivable.

ii. Consider the value of sundry creditors, this wiltlude personal
advances to the proprietor, bank overdrafts, lplsyable and
outstanding expenses owing.

iv. Construct a capital account for the owner of theitess. On
credit (Cr) side insert the opening balance ofdiygital, then add
any additional capital contributed either in therioof cash or of
other assets.

On the Debit side enter the closing balance oftabhpt the end of the
period. The difference between the two sides ofciqgtal account will

represent the profit or loss for the peridtbte: If the opening capital
exceeds the closing capital, such excess is caresidéo be a loss and
where the closing capital exceeds the opening a@apitis regarded as
profit for the period.

Example 1: The following is an example of a single entry mego
Prepare a statement of Affairs and statement ditoo the year ended.

Ascertain both the opening and closing capital.

Jan I'N Dec 3T'N
Stock - in —trade 25,000 80,000
Machinery 15,000 40,000
Furniture 30,000 50,000
Debtors 60,000 75,000
Creditors 55,000 100,000
Insurance Prepaid - 2,500
Electricity prepaid 4000 6,750
Cash in hand 30,000 12,000
Cash at book 50,000 37,500

By January I, accrued expenses was N3,000 and wages owing was
N11,200. Atthe end of the year, 5% provisionBad debts was to be
set aside. Also at the close of the businessaweirtig was -N 8500 and
bills payable was-N11,150. The amount withdrawnthg/owner in the
year was-N20,000. Within the year, he sold his usadfor-N 40,000

and the proceeds paid into his business account.

. Find the value of sales in the period

i Find the value of purchases in the period.

il Calculate the cost of goods sold
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Where the opening stock and purchases are addeth&vgthe result is
the cost of goods available for sale. When clostogk is deducted, the
resulting figure is cost of Goods Sold.

iv. Then find the Gross profit

To find sales and purchases figuBSLES CONTROL ACCOUNT
Dr - Opening value of debtors Cr - Cash receivadanfrdebtors Cr -
Closing value of debtors

The difference between the debit and credit sidgsesents the
value of sales in the period,

Purchases Control Account
Dr - Cash paid to Creditors
Cr - Opening value of creditors and take down betlosvlines.

The “difference” between the debit and credit sicgsesents the value
of purchases in the period.

The following transactions show the preparation safles control
Account and the purchases control Account.

lch)lpening figure of debtors for the year, J&r200-1 40,000
Opening figure of creditors for the year, J&200-1 55,000
Cash received from debtors within the year 250,000
Cash paid to creditors within the year 180,000

Closing figure of creditors at the end of tradingcC81 20035,000
1
Closing figure of debtors at the end of trading B&2200-160,000

Solution:
Example 1
Sales Control Account
200-1 N 200-1 N
Jan 1 |Balance b/f 40,000 |Dec 31 [Cash Balang250,000
Dec 31 [Sale (difference) 270,000 c/d 60,000
200-2 310,000 310,000
Jan 1 | Balance b/d 60,000
Purchases Control Account
N 200-1 N
200-1 |Cash 180,000 Jan 1f Balance b/f 55,0(
Dec 31 Balance c/d | 35,000 | Dec 31 Purchases differences00®0
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200-2 215,000| 200-2 215,00F
Jan 1 | Balance b/d 35,000
Statement of Affairs as af'Danuary
N N N N
Capital Fund Fixed Assets
Cash Introduced Machinery | 15,000
(difference) 144,000 [Furniture 30,000
45,000
Current Liabilities Current Assets
Creditors 55,000 Stock 25,000
Accrual expenses 3,000 Debtors 60,000
Wages owing 12,000 Electricity
prepaid 4,000
70,000 | Cashinhand 30,000
Cash at bank| 50,000
169,000
214,000 214,000

Note:

Under the capital fund, cash introduced in Janweag arrived at by
substracting the current liabilities from the tot#l both fixed and
current assets. This difference between Assets liahdities in the
statement of Affairs is the cash introduced (cdpda 1*' January.

2. Preparation of Statement of Profit

After the opening statement of Affairs has beennepeand the capital
ascertained the next step is to prepare the stateafeprofit for the
year. But before this is done, the closing capuéll have to be
ascertained as well.

Capital at the close of business is ascertainest thu

DR CR
ASSETS: N N
Machinery 40,000
Furniture 50,000
Stock in trade 80,000
Debtors 75,000
Cash 12,000
Electricity Prepaid 6,750
Insurance 2,500
Bank 37,500
LIABILITIES 100,000
Creditors 8,500
Rent Owing 11,500
Bills payables 183,750
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Closing capital (difference)
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303,750

303,750

Before you prepare the “statement of profit”, olsethe following

steps.
1.

difference given the apparent “profit” for the year

2.

Find the difference between the opening and closamjtal. The

Note the withdrawals made by the owner of the essnand any

introduction of capital during the trading perioéso note the
amount by which fixed assets have been deprecidieel.same
thing applies to Bad debts provision.

Statement Of Profit and Loss for the Year Ended 3% December

N N
Dec 31Sundry Liabilities|120,00(Dec 31Sundry Assets 303,750
Closing capital c/d83,75
303,75 303,750
Opening Capital
Jan 1 144,00(Dec 31Capital b/(183,750
Drawing
Sales (car) 40,000 20,000
Bad debt3,750
(provision)
Net Profi 16,000
203,75 203,750
CAPITAL ACCOUNT
N N
Dec 31Drawings Balan@20,000Jan 1 Balance c/d Ni144,00(
c/d 140,00 profit 16,000
160,00 160,00(

2.6.2 Double - entry system

The double entry system of bookkeeping is one whet&o (2) entries
are made for every transaction. Here, we come éoldhg established
principle of double entry book- keeping. The figsiden rule is:

Every debit entry must have a corresponding credity and every
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credit entry must have a corresponding debityeffine second golden
rule is debit the account that receives and tthdiaccount that gives.
The objectives of double entry system are to:

Provide a permanent, systematic and complete reocdréinancial
transactions.

1. Provide financial records for the value of assetd habilities,
purchases and sales, income and expenses.

2. Provide records for ascertaining profit or loss mad any given
time.

3. Show the financial work of an organization at aminpin time.

4. Check the arithmetical accuracy of monetary tramnsas
recorded in the books of accounts.

5. Help in detecting fraud and other irregularitiegtttmay arise
from inadequate accounting records.

6. Provide financial records for business comparafpgposes
within and without the activities of the organizati

7. Provide basis for planning and effective control lmisiness
operations.

The ledger is the principal book of accounts. Evetlyer entries or
transactions in all the other books of accountracerded in it. A ledger
account has two sides, one for recording valaesived and the other
for recording value given. It could be defined adiary of events in
which all happenings (financial transactions) aeeorded for easy
reference and to assist in the double entry syste8pecimen of ledger.

Dr Cr
Date |ParticularfFolio N :k |Date ParticularsFolio N : K

The Accounts in the ledger are s shown below
Personal Accounts

Debtors Creditor

(e.g Bank, customers) (e.g supplies, goods/seyice
| Impersonal Accounts |

Real Account Nominal Account

Property Accounts

e.g Plant & machinery

MODULE 2

stock and Tsh etc Gains, Profitl, ‘ Iosses/Emeditu ‘
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Discount received wages, rents
Dividend received

Subsidiary Books

Subsiding books are the records of transactionsreditin separate
books, mainly for the purpose of listing and clgsg the various
transactions as they occur sand to avoid theofigkrors and omissions
of direct entries in the ledger. Subsidiary booles @so called books of
original entry or “books of prime entry”

The subsidiary books required in business are:
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Purchases journal/purchase day Book. This bookagmtthe
particulars of goods bought on credit. Particulaeach purchase
with date and names of seller are entered in itthedamount is
posted individually to the credit of the accounttloé supplier in
the ledger. The total amount of purchases for &rgiperiod is
posted to the Debit of purchases Account.

Sales Journal/ sales Day Book: In the book, a da&bord is
made of all sales of goods on credit. Particul&desagh sales with
date, name of consumer and the good sold are enterd.
However, all transactions entered in this book havbe posted
to the credit of the sales account at the endgiven period.
Purchases Returns Book seller

This contains particulars of goods returned, thte dad the name
of the/ supplier. All postings being made in regpe purchases
returns are taken to the Debit of the account efsiller/ supplier
to whom goods are returned; and the periodic tistalosted to

the credit of the purchases Returns Account.

Sales Returns Book:

This book records goods sold but later returnedbfa reason or
the other (i.e defective, under-size, wrong supphggular size

or colour etc).

Like the purchases Returns, it records the namea®, doods
returned and the reason for its return. All postiegng made in
respect of this returns are taken to the credihefaccount of the
customer who returned the goods. The respectivéalsto are

posted to the Debit of sales Returns Account peradiy.

The Journal Proper

The journal or Journal proper is used for the psepof recording
transactions, which because of their nature cabhroéntered in
any other book of prime entry. It is also used dpening and
closing entries, transfer of items or correctioheroors etc.
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Example 1
Enter the following transactions in double entrgteyn in the ledger
accounts of L. Oladimeji for the month of Janua®yxi8
Jan 1 Started business with N 600,000, 300,00Barbank-N 200,000
in hand and-N 100,000 on loan from D. Twins by aleeq
2 Bought-N 150,000 goods by cheque
Bought-N 300,000 goods on credit from P. Balogun
Sold goods on credit to J. Peter N 200,000 andth-8 250,000
Bought motor van paying by cash N 100,000
Paid motor expenses by chegque N 10,000
Returned goods to P. Balogun N 20,000
Goods returned by P. Jokn N 25,000
Paid P. Balogun by cheque N 150,000
0  The following people paid by cheque J. Peter N @00,and P.
John-N 190,000
11 Oladimeji brought a furthe—N 100,000 into the Imesis and
deposited it in the bank
12 Bought Office furniture on credit from P. Tete N)4000.
13 Bought office stationery on credit from A Darko 8,800
14  Paid rent by cash-N 10,000
15 Returned part of the office furniture to P. Tet&WN0O0O
16 Paid P. Tete by cheque N 150,000
17 Sold some of the office furniture for cash N N7@00
18  Took cash for private use N 15,000
19  Took goods work-N 10,000 for private use
20  Bought building on credit from A Abankwa N 400,000
21 Received rent-N 10,000 from part of the building-¢et cheque
22 Paid rent by cheque N 30,000
25  Repaid part of D. Tale’s loan by chegue N 80,000
26  Cash sales paid direct the bank N 400,000
31  Cash sales N 150,000 Solution
L. Oladimeji's ledger accounts for the month of Jary 19 x 8

Capital Account

P O 0o ~NO Ol W

19x 8 e 19x 8 O
Jan | Bank 300,000
1 Cash 200,000
11 Bank 100,000

Loan D. Tale's Account

19x 8 A 19 x 8 N

Jan 25 Bank 80,000 Jan 1 Bank 100,000
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Bank Account
19x 8 > 19x8 >
Jan 1 Capital 300,000 Jan1 Purchase 150,000
| Loan (D. Tale)100,000 6 Motor expenses 10,000
10 J. Peter 170,0p0 9 P Balla
150,000
10 P. John 190,000 16 P. Tete 150,000
11 Capital 100,000 22 Rent 30,000
21 Rent Receive 10,000 25 Loan(D. Tale) 80,000
26 Sales 400.000
Cash Account
19x7 N 19x8 N
Jan 1 Capital 200, Jan 5 Motor van 100,000
17 Office Fumiture 70, 14 Rent 10,000
31 Sales 150, 18 Drawings 15,000
Purchase Account
19x8 N 19x7 >
Jan2 Bank 150,000
3 P.Balla 300,000
P. Balogun’s Account
19x8 =~ 19x8 >
Jan 7 Retums outwards 20,000 | Jan 3 Purchases 300,000
9 Bank 150,000
Sales Account
19x8 S 19x8 s
Jan4 J. Peter 200,000
4 P.John 250,000
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26 Bank 400,000
31 Cash 150,000
J. Peter’s Account
19x8 5 9x8 A
Jan 4 Sales 20,000 Jan 10 Bank 170,000
P. John's Account

19x 8 N 19x8 N
Jan 4 Sales 250,000 Jan &8 Return inwards 25,000

10 Bank 180,000

Motor van Account
19x¥ B [9x8 .
Jan 5 Cash 100,000
Motor Expenses Account
19x8 S 19x8 e
Jan 6 Bank 100,000
Returns Outward Account
19x 8 A 19x38 e
Jan 7 P. Balogun 20,000
Retumns Inward Account

19x ¥ N 19x8 e
Jan8 P.John 25,000
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Office Furniture Account

19x 8 e 19x8 b
Jan 12 P. Tete 400,000 Jan 15 P. Tete 50,000
17 Cash 70,000

P. Tete's Account

19x 8 B 19x 8 e
Jan 15 Office Fumniture 50,000 Jan 12 Office furniture 400,000
16 Bank 150,000

Office Stationery Account
19x 8 s 19x8 >
Jan 13 A. Darko 20,000

A. Darko’s Account
19x8 = 19x8 N
Jan 13 Office stationery 20,000

Rent Expenses Account

19x 8 - 19x8 -
Jan 14 Cash 10,000
22 Bank 30,000

Drawings Account
19x 8 N 19x 8 B d
Jan 18 Cash 15,000
19 Goods withdrawn 10,000
Building Account
19x8 N 19x8 B
Jan 20 A. Abankwa 400,000

Goods Withdrawn Account
19x8 s 19x 8 B
Jan 19 Drawings 10,000

Rent Received Account
19x 8 e 19x8 N
Jan 21 Bank 10,000

Rent Expenses Account
19x8 N 19x8 N
May 22  Bank 30,000
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ii. Balancing off of Account

This means finding the balance on each accounntle the debit side
equal to the credit side. The balance is the ademyrterm indicating
the difference between the two sides of an accdfinlhe total of the
debit entries exceeds the total of the credit estrihe account is said to
have a debit balance, if the total of the creditiea exceeds the total of
the debit entries, the account is said to haveadittbalance. If the total
of the debit entries equal the total of the crezhtries, the account is

said to have a nil balance and is thus self closing

Example ii

Record the following transactions in the ledgeroamt of D. Kollo for
the month of March 19 X 7 and balance off accoatthe end of the

month

19 X7 N

Mar 1 Started business with:

Cash in hand 100,000
Cash at bank 1,400,000
Loan from A.Ojo by cash 300,000
Loan from J.Ajayi by plant and Machinery worth 2000
Mar 2 Brought goods from J .Paul 250,000
5 Sold goods Joseph and Sons 200,000
7 Sold goods for cash 100,000
11Draw cheque for self 50,000

12 Brought goods from A. Lakolu 300,000
18 Paid cash to Bank 70,000
20 Cash Purchases 40,000
21 Paid J. Paul by cheque 200,000
24 Sold goods by cheque 600,000
26 Withdraw from current acct to saving acct 250,00
28 traveling expenses paid by cheque 100,000
29 Traveling expense Owing 20,000
30 Outstanding rent expenses 10,000
31 Paid advertising by cheque 20,000
31 Paid by cheque the balance in A Ojo’s account ~ ----—

31 Banked all the money in cash till except 10,000
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D. Kollo’s ledger accounts for the month of Marchx.7

Capital Account

a7 =
fedar 30 Bl ofd 1633 T30
1E50
19000
158050 00
TSE7 W
B 30 Baek AR OGS | Bar | Cush 360, w0
Lo Aonemn {0, Aievy
T 2 M6 ws 23
Bher 3 Danik R | Mar ] Mg Moetieey  2GHE
Bank &g
ey 1 Wa? )
Bha 1 ugpdaed TG | Sl 1 Thasfens S
15 Ty FiEy 20§ Pal ST
e Sk SR 26 Dol dceomet 230505
B Cagh ko s ' s, T
Al § Pl it

Bx7
Sar 1 Lusm {1 AFGA)
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MODULE 2

19x7 N 19x7 N
Mar2 J. Pal 250,000 | Mar 31 Balc/d 590,000
15 A.Lakolu 300,000
20 Cash 40,000
590,000 590,000
— . ]
April 1 Bal b/d 590,000
J. Paul’s Account
19x7 “~ 19x7 S
Mar 21 Bank 200,000 | Mar 2 Purchases 250,000
31 Bal c¢/d 50,000
250,000 250,000
Joseph & Sons Account
19x7 N 19x7 N
Mar 5 Sales 200,000
Sales Account
19x7 N 19x7 N
Mar 31 Bal ¢/d 900,000 Mar5 Joseph & Sons 200,000
7 Cash 100,000
24 Bank 600,000
900,000 900,000
April 1 1 Bal b/d 900,000
Drawings Account
19x7 S 19x7 B
Mar 11 Bank 50,000
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A. Lakolu’s Account
19x 7 RS 19x7 B
Mar 15 Purchases 300,000

Deposit Account
19x7 > 19x7 N
Mar 26 Bank 250,000

Travelling Expenses Outstanding Account

19x7 o~ 19x7 S
Mar 28 Bank 100,000 Mar 31 Bal ¢/d 120,000
29 Travelling Exp. Out __20.00
120,000 120,000
April 1 Bal b/d 120,000

Travelling Expenses outstanding Account
19x7 > 19x7 N
Mar 29 Travelling Exp 20,000

Outstanding Rent Expenses Account
19x7 N 19x7 N
Mar 30 Rent Expenses 10,000

Rent Expenses Account
19x 7 R 19x 7 e

Mar 30 Outstanding rent expenses 10,000
Advertising Expenses Account

19x7 R 19x7 A
Mar 31 Bank 20,000

Note: The accounts with only one entry need notb& balanced
although if the accounts are balanced there isroblgm.

2.6.3 Computerized bookkeeping
Computerized bookkeeping removes many of the pdypaks” that are
used to record transactions and usually enforcesbldo entry

bookkeeping, computer software increases the spaedwhich
bookkeeping can be performed.
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2.6.4 Online bookkeeping

Online bookkeeping or remote bookkeeping allowsre®wocuments
and data to reside in web-based application whildwaremote access
for bookkeepers and accountants. All entries made the online
software are recorded and stored in a rematatimn. The online
software can be accessed from any location in thiddvand permit the
bookkeeper or data entry person to work out offioeo The paperwork
can either be delivered to the bookkeeper, or apamy can scan its
business documents and upload them to a securgoloaar into an
online bookkeeping application on a regular baSisis allows the
bookkeeper to work remotely with these documentsgpbate the books.
Users of the technology include:

. Mobile employees scanning and sending in theiripge@nd bills
while on the road to get reimbursed more quickly.

. Organizations with multiple officers centralizingeir accounting
department and having the documents scanned andosdms
location.

Self-Assessment Exercise
| 1. Who are the users of online book-keeping? |

2.3.6 Test Your Understanding and Progress on Jousat
Entries with MCQ

(A)

1. Among these transactions, which transaction wilhave no impact
on stockholders’ equity?

(a) Net loss

(b) Investment of cash by stockholders

(c) Dividends to stockholders

(d) Purchase of the land from the proceeds of lhaark

Answer: d

Q2. Amount invested by the proprietor in the busings should be
credit to:

(a) Alc payable

(b) Capital

(c) Cash

(d) Drawing

Answer: b

Q3. Transactions are first recorded in which book/acount?
(a) Book of Original Entry

(b) T Accounts

(c) Accounting Equation

(d) Book of Final Entry

Answer: a
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Q4. Goods returned by customer will be debited to hich account?
(a) Purchases A/C

(b) Return outward

(c) Customer’s A/C

(d) Return inward

Answer: d

Q5. Journal is also called a?
(a) A day book

(b) History book

(c) Ledger book

(d) An entry book

Answer: a

Q6. Alc is credited and __ Alc is deldtén case wages
are paid for construction of business premises

(a) Cash, Wages

(b) Cash, Premises

(c) Premises, Cash

(d) Wages, Cash

Answer: b

Q7. Journal lists transactions in which order?
(a) Decreasing

(b) Chronological

(c) Alphabetical

(d) Increasing

Answer: b

Q8. Among these statements which one is incorrectegarding
journal entry?

(a) The debited account titles are listed first

(b) Journal entries show the effects of transastion

(c) Each journal entry should begin with a date

(d) Journal entries provide account balances

Answer: d

Q.9 Cash withdrawal from business by the proprietorshould be
credited to

(a) Cash account

(b) Purchase account

(c) Capital account

(d) Drawings account

Answer: a
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Q10. Which one of the following is called the boo&f original entry?
(a) Receipt and Payment Account

(b) Trial Balance

(c) General Journal

(d) General Ledger

Answer: c

(B)

21. The rules of debit and credit for a balance sheetay that

a. A decrease in asset and liability accounts is @etras a credit
transaction

b. An increase in asset and owner’s equity accourrecisrded as a
debit transaction

C. A decrease in liability and owners’ equity accoustsecorded as
a credit transaction

d. An increase in asset, liability and owners’ equaigcounts is
recorded as a debit transaction

Answer: c

22. Company B had Rs.30000 account receivable from Corapy
D. On 26th February, Company D made a partial paymst of
Rs. 21000 to Company B. The journal entry made by
Company B to record this transaction is

a A credit to the accounts receivable account onZ{@OO

b. A credit to the cash account of Rs. 21000

C. A debit to the accounts receivable account of R60DR

d. A debit to the cash account of Rs. 21000

Answer: ¢

23. Inthe accounting cycle :
a. Journal entries get posted to the appropriate leglgeunts
b. Transactions are posted before they are journalised

C. A trial balance is prepared after journal entriesgpsted
d. Both a and c are correct
Answer: d

24. Dividends
a. Are a business expense
b. Are recorded by debiting the dividend account

C. Decrease owners’ equity
d. Both b and c are correct
Answer: d
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25. Which of the financial statements gets prepared fst?
a. Statement of cash flows

b. Statement of retained earnings
C. Balance sheet

d. Income statement

Answer: d

26. Which of the following accounts is never reportedn the
income statement as an expense?

a Dividend expense

b. Interest expense

C. Income tax expense
d. Depreciation expense
Answer: a

27.  Which of the following accounts will never appearn the trial
balance?

a Income tax expense

b. Dividends

C. Both a and b are incorrect

d. Both a and b are correct

Answer: d

28. The long-term assets that have no physical existemdut are
rights that have value are known as

a Investments

b. Intangible assets

C. Fixed assets

d None of the above

A

29. The assets that can be converted into cash withinysear are
known as

Investments

Intangible assets

Current assets

: None of the above

nswer: ¢

>a00p

30. The debts which are repaid within a year are knownas

Contingent liabilities

a.
b. Fixed liabilities

C. Current liabilities
d. None of the above
Answer: ¢
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31. is the first phase of the accounting cycle.
a. Making a decision about the business

b. Posting entries to ledger accounts

C. Preparing journal

d. ldentifying an economic event or transaction
Answer: d

32. The sales income (both credit and cash) during agn period
is called

a Purchase returns

b. Turnover

C. Sales returns

d. None of the above

Answer: b

33. The account that records expenses, gains and losse<alled

a Nominal account
b. Personal account
(of Real account

d. None of the above
Answer: a

34. The process of entering all transactions from thegurnal to
the ledger is called

a Accounting

b. Posting

C. Entry

d None of the above

A

35. The is a statement that shows the finaakstatus
of a company at any given time.

a. Balance sheet

b. Trading account

C. Profit and loss statement
d. Trial Balance

Answer: a

36. The ratio that refers to a firm’s ability to meet its short term
obligations out of its short term resources is cadd

a Profitability ratio

b. Activity ratio

C. Leverage ratio

d. Liquidity ratio

Answer: d
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37.  Which of the following is a current liability for t he firm?
a. Bank overdraft
b. Bills payable

C. Outstanding expenses
d. All of the above
Answer: d

38. Current Ratio = )
a. Current assets / Current liabilities

b. Fixed assets / Current liabilities
(of Debt / Current assets

d. Debt / Equity

Answer: a

39. A higher inventory ratio indicates

a. Quick inventory turnover

b. Better inventory management

C. Both a and b are incorrect

d. Both a and b are correct

Answer: d

40. Bookkeeping mainly consists of part ohe

accounti Nng process.

a. Auditing the books of accounts
b. Recording financial information
C. Preparing financial statements
d. Analysing

Answer: b

Self-Assessment Exercise

2: Enumerate the objectives of double entry system.

2.4 Conclusion

In this unit, we have learnt about bookkeeping #redvarious methods
of bookkeeping.

MZ.S Summary

In this unit, you have learnt that:

. Bookkeeping is the act of keeping accounts in auleegand
systematic manner.
i.e the record making phase of accounting.
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. The books that are used for bookkeeping fall n#fumato the
following divisions; principal books, subsidiary dies and
memorandum books.

. The major methods of bookkeeping are single enid/ @uble
entry. However, bookkeeping can be done on-line or
computerized.

. The golden rules for double entry system are:

. Every debit entry must have a corresponding crediity
and every credit entry must have a correspondirtgt de
entry.

i Debit the account that receives and credit the @atcthat
gives.
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MZ.? Possible Answers to Self-Assessment Exeed

Answers:

1.

Users of the online book-keeping technology include

. Mobile employees scanning and sending in theiripge@nd bills
while on the road to get reimbursed more quickly.

. Organizations with multiple officers centralizingeir accounting
department and having the documents scanned andosdms
location.

Self-Assessment Exercise 2: Enumerate the objectsreof double
entry system.

Answer:

I. Provide a permanent, systematic and complete rexfdndancial
transactions.

. Provide financial records for the value of assetd habilities,
purchases and sales, income and expenses.

iii. Provide records for ascertaining profit or loss mad any giver

time.

iv. Show the financial work of an organization at anynpin time.

V. Check the arithmetical accuracy of monetary traisas
recorded in the books of accounts.

Vi. Help in detecting fraud and other irregularitiesttimay arise
from inadequate accounting records.

vii.  Provide financial records for business comparajnueposes
within and without the activities of the organizati

viii. Provide basis for planning and effective control mfsiness
operations.
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UNIT3 SYSTEM OF FARM ACCOUNTING
Unit Structure

3.1 Introduction

3.2  Learning Outcomes

3.3 3.3.1 Systems of farm Accounting

3.4  Conclusion

3.5 Summary

3.6 References/Further Readings/Web Sources
3.7 Possible Answers to Self-Assessment Esesci

@3.1 Introduction

Making observations on the business and derivifgyamation is one of
the most important roles of farm management. FarotoAnting
provides information to control money flow in thadiness. It provides
information on financial “worthness”, performane&md monetary
checking. In this unit, you will learn about tlsgstems of farm
accounting.

@3.2 Learning Outcomes

By the end of this unit, you should be able to akplthe various
systems of farm accounting.

B

%3.3 Main Content

3.3.1 System of farm Accounting

Accounts are financial records of what the farnpemsls and receives.

Potentially, a complete system of farm accountiimgudd give the

farmer much information. e.g.

' The current cash position and estimates of therdutcash

positions.

. The past profitability of different crops.

iii. The amounts owed to the farmer by debtors, and iby to
creditors.

iv.  The value of the business assets (plant, stocH, é&ma building
etc) and.

V. The profitability of the whole farm and estimatddikely future
profits. Four variants of the accounting system @iseussed in
this unit and these are:
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3.3.2 Farm Income Statement or Cash Analysis Accotin

The Farm Income Account is a statement of all daghsactions that
took place with regard to the farm for the yeat thes just ended. In the
farm Account book, Sales and receipts are recoatethe left hand
side, while purchases and expenses are recomdde right hand
side. Under each of the two sides of the Accotimtye are three
columns: Date, Details and Total.

Table 5: Farm Income Statement for the Year endsci31, 2007

Sales and Receipts N Pu rchase an
Expenses-N
Date Details Total Date Details Total
received paid

Jan 10pening balanc

being  in bank1,000,000 Implements 100,000
cash
Wages 500,000
Feeds 1,200,000
Seeds 80,000
Fertilizer 50,000
July Yams 400,000 Rent 20,000
Sept Maize 250,000
Nov Cassava 180,000
Nov Eggs 500,000
Nov Broiler 600,000
Dec Others 450,000
3,380,000 2,000,000
Closing Balance
being cash in 1,380,000
bank
3,380,000 3,380,000

Year 2008: Opening balance being cash in bark 38301000

3.2.1 Farm Trading Account or Profit and loss Account

In order for a farmer to know whether he had maghecdit or loss
during the year, he needs to present his recordsrim of trading
account in details.

The profit and loss Account provides informatiormabthe performance

of the business in a given period of time. Thisigsmally in one year.
Profit is a return to the management. So, a manatjebe interested in
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making judgments based on the profit earned.

In the farm Trading Account, it is customary to ppurchase and
Expenses on the left hand side and “sales and [Rstean the right.
The closing valuation is also on the right and apgrvaluation on the
left

Table 6: Farm Trading Account as at December 3Q720

Purchases amn Sales and ReceiN 250,000
Expenses Openil Sheep
valuation
Sheep 250,000 Goat 388,000
Goat 410,000 Yams 200,000
Seed 40,000 Cocoa 450,000
Fertilizer 120,000 Maize 198,000
Cocoa Trees 850,000 Melon 104,000
Sprays 35,000 Produce consumed 158,000
Maize 88,000 Miscellaneous
Yam 54,000 Receipts 112,000
Melon 66,000 Total Receipts 1,860,000
Total openinl,913,000 Closing Valuation
valuation
Cocoa Trees 1,000,000
Sheep 300,000
Expenses Goat 480,000
Seed 32,000
Implements 45,000 Maize 140,000
Insecticides 25,000 Yam 33,000
Wages 101,000 Melon 77,000
Feeding Stuffs 44,000 Implements 88,000
Rent 50,000 Total closing
Seeds and fertilizer 210,000 Valuation 2,100,000
Depreciation 500,000
Veterinary Services 72,000
Total Expenses 2,960,000
Farm Profit 1,000,000
3,960,000 3,960,000
1. Balance Sheet

The balance sheet otherwise known as the networtHinancial

statement and which applies to a point in time esptesents a stock
concept. Itis like taking a snapshot of theihesss at a particular point
in time. The networth statement shows the valud®fssets that would
remain if the business were to be liquidated ahduside claims paid.

By definition, networth statement is equal to taasets minus total
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liabilities, that is: The Networth statement sometimes givesmétion
on the solvency of the business and is used as fmstredit because it
shows the ability of the business to meet shortfinancial demands. If
the total assets exceed the total liabilities ihginess is solvent.

The greater the networth, the better the solvenogitipn of the
businessTable 7: A Networth Statement for Chivita Farm as & Dec
31%2006

Assets Current  —N) Liabilities Current {N)
Cash 600,000 Account Payable now 400,000
Crops 400,00
Working Capital Intermediate
Suppliers 250,000 Account Payable 600,000
Tools 50,000 Within three years
Fixed Capital Long Term
Land 900,000 Account Payable in 500,000
Building 300,000 20 years
Fencing 200,000 Total liability 1,500,000
Net Wortt 1,200,000
Total Assets 2,700,000 Total Liability
+ Networth 2,7000,000

2.Farm Assets Valuation

Valuation entails obtaining a realistic measuréhefcurrent value of the

assets of the farm business. The first thing tindessets valuation is the

listing of all the resources available in physit&ims then, place value
on the assets. The various methods of valuaticlude valuation at
cost, market price, net selling price, reprodwetmlue etc.

1. Valuation at cost:- This entails entering in theentory, the
actual amount invested on the asset when it wagnally
acquired. A major disadvantage of this methoch& after the
buiness has been in operation for sometimes, tigenal cost is
no more of much value since the conditions migivelehanged.

2. Valuation at Market Price- The market price of aseds at the
time under consideration can be taken as its valgdand
3. Valuation at Net Selling price some costs such ast ©f

advertisement and transportation might be incuwbén selling
an asset. Whatever price can be obtained in th&enéor the
assets (i.e market price (Pm) less the cost dhgd|Cs) is the net
selling price (Pns), Notationally, Pns = Pm - Cs

4. Valuation by Reproductive Value
An asset can be valued at what it would cost tadpee it at
present prices and under present methods of prioducthis
method is more useful for long-term assets andlitties or no
application for short - lived assets
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3.Importance of Asset Valuation

Asset valuation is one of the most important thitigg need to be done
by companies and organizations. There are manymsafor valuing
assets, including the following:

1. Right Price

Asset valuation helps identify the right price fan asset, especially
when it is offered to be bought or sold. It is biesial to both the buyer
and the seller because the former won’t mistakengrpay for the
asset, nor will the latter erroneously accept aalisted price to sell the
asset.

2. Company Merger

In the event that two companies are merging, @ ¢ompany is to be
taken over, asset valuation is important becauseelpgs both parties
determine the true value of the business.

3. Loan Application

When a company applies for a loan, the bank onfire institution may
require collateral as protection against possibdédtddefault. Asset
valuation is needed for the lender to determinethdrethe loan amount
is covered by the assets as collateral.

4. Audit

All public companies are regulated, which meany theed to present
audited financial statements for transparency. Bathe audit process
involves verifying the value of assets.

Self-Assessment Exercise

1: Describe the various methods of valuation.
2.What are the important reasons for asset vahfatio

3.4 Conclusion

We have learnt in this unit the various forms efrfaaccounting.

1

3.5 Summary

You have leant in this unit that:

. Accounts are financial records of what the farmeersls and
receives.
. Farm accounting provides information to control mprilow in

the business. It provides information on finanom@rthiness,
performance and monetary checking.

. The four variants of farm accounting system aranF&come
Statement or cash Analysis Account, Farm Tradingrofit and
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Loss Account, Farm Balance sheet or Networth statg¢nand
Farm Assets valuation.

. Farm assets could be valued using these methotisatiom at
cost, valuation at market price, valuation at reflirey price and
valuation by reproductive value.

References/Further Readings/Web Sources
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MBJ Possible Answers to Self-Assessment Exercises

Self-Assessment Exercise 1: Describe the various tmeds of
valuation.

Answer:

I Valuation at cost:- This entails entering in the inventory, the
actual amount invested on the asset when it wagnally
acquired. A major disadvantage of this method & #dter the
buiness has been in operation for sometimes, tigenal cost is
no more of much value since the conditions migivelehanged.

il. Valuation at Market Price- The market price of an assets at [the
time under consideration can be taken as its valgdand

iii.  Valuation at Net Selling price: some costs such as cost|of
advertisement and transportation might be incuwhdn selling
an asset. Whatever price can be obtained in th&anéor the
assets (i.e market price (Pm) less the cost dhgd|Cs) is the ne
selling price (Pns), Notationally, Pns = Pm - Cs

iv.  Valuation by Reproductive Value: An asset can be valued |at
what it would cost to produce it at present prieesl undef
present methods of production. This method is museful for
long-term assets and has little or no applicatmnshort - lived
assets.

—

N

There are many reasons for valuing assets:

a. Right Price: Asset valuation helps identify the right price &or
asset, especially when it is offered to be boughsad. It is
beneficial to both the buyer and the seller becdbseformer
won’'t mistakenly overpay for the asset, nor willetHatter
erroneously accept a discounted price to sell $seta

b. Company Merger: In the event that two companies are merging,
or if a company is to be taken over, asset valnagsomportant
because it helps both parties determine the trueevaf the
business.

C. Loan Application: When a company applies for a loan, the bank
or financial institution may require collateral@®tection against
possible debt default. Asset valuation is neededhfe lender tg
determine whether the loan amount is covered byadsets a
collateral.

d. Audit: All public companies are regulated, which meansy the

need to present audited financial statements for.

2
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UNIT 4 COMPUTERIZED FARM ACCOUNTING
Unit Structure

4.1 Introduction
4.2  Learning Outcomes
4.3  Main content
4.3.1 Farm Funds: Complete Farm Accounting
4.4  Conclusion
4.5 Summary
4.6 References/Further Readings/Web Sources
4.7  Possible Answers to Self-Assessment Exescis

@4.1 Introduction
This is the computer age and the world is becormaimgpbal village. In

this unit, we shall examine complete farm Accoumntirsing a software
known as Farm funds.

@4.2 Learning Outcomes
By the end of this unit, you should be able to.

o Explain the features of the farm funds.

T 4.3 Main Content

4.3.1 Farm Funds

Farm Funds is the only farm accounting software thly integrates
with field records (Farm Trac), herd managemenongx (Farm Stock),
and mapping (Farm site). Do you know your costgmee? What is your
cost per kilogramme of livestock? Farm funds offeasy enterprising
per field, livestock groups, machine, or structwdle still maintaining
the records you need for tax purposes. Eliminagestness by keeping
your receipts in the shoebox and let farm fundsiteréax reports you
need.

The features of the farm funds are

. Double entry accounting for both cash and accrwakb

. Integrates with Farm Trac to keep accounting recatdhe same
time as keeping field histories, herd notations a@mical
records.
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. Up - to - date inventory tracking

. Profitability of each field and herd of animals astomatically
calculated.

. Supports detailed cost records for equipment

. Full payroll system that calculates Federal and tmstsite
withholdings

. No monthly closings required and year-end is simple

. Records animal weights and feedings to calculated fe
conversion and cost per kilogramme gained for diselktock
group.

. Tax schedule area allows you to create reports #dentax
preparation easy.

. Generate market value balance sheets.

. Includes budgeted cashflows

. Keep family living costs separate from farm costs.

. Full check - recording system. Includes interactveck
register for easy editing and printing of transacsi

. Predefined accounts and financial statement foran@tsvailable
that can easily be modified to reduce set up time.

. Depreciation amounts for equipment, structures, d lan

improvements and livestock can be entered.
. REQUIRES Farm Trac, Microsoft window 98 or high£83
MHZ Processor, 64MB Memory, 20MB Hard drive space.

. Enhancements in farm Funds version 2009 inslude
Expanded Budget comparison Report and the cashflow
statement.

Self-Assessment Exercise

1. List the features of the farm funds.
2. Mention the benefits of farm funds.

4.4  Conclusion
We have learnt in this unit that farm accounting ba computerized

and that complete farm accounting could be caroed using
computer software such as Farm Funds.

M4.5 Summary

In this unit, you have learnt that:

. Farm Funds is the only farm accounting softwaret thdly
integrates with field records, herd managementmaagping.
. For efficient performance of the farm fund, it regs Farm
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Trac, Microsoft window 98 or higher, 133MHZ processs
64MB Memory, 20MB Hard Drive space.

. The features of the Farm Fund among other incluslké entry
accounting for both cash and accrual books.

References/Further Readings/Web Sources

Farm Funds: Complete Farm Accounting. Farm fundsFarm
Accounting from Farm works software, martens farm
http://www.123 farm workers. Com/funds.htm.

Farm Works Software (version 14):Major New featuresd
Enhancements. Farm works software 2009 (Version 414)
Integrated farm and Agribusiness Management.

http://www.123 farmworks. Com/farmworks 2009. htm.
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mzl.? Possible Answers to Self-Assessment Exercises

MODULE 2

Self-Assessment Exercise 1:List the features ofdHarm funds.
Answers:

2

Farm funds offers easy enterprising per field,dteek groups, maching
or structure while still maintaining the recordsuymeed for tax
purposes. Eliminate the stress by keeping youripecén the shoebo
and let farm funds create tax reports you need.

Double entry accounting for both cash and accrwalkb
Integrates with Farm Trac to keep accounting rez@tdhe sam
time as keeping field histories, herd notations am@mical
records.

Up - to - date inventory tracking

Profitability of each field and herd of animals astomatically,
calculated.

Supports detailed cost records for equipment

Full payroll system that calculates Federal and tmstste
withholdings

No monthly closings required and year-end is simple
Records animal weights and feedings to calculated
conversion and cost per kilogramme gained for diselktock
group.

Tax schedule area allows you to create reports &ikentax
preparation easy.

Generate market value balance sheets.

Includes budgeted cashflows

Keep family living costs separate from farm costs.

Full check - recording system. Includes interactiveck
register for easy editing and printing of transacsi
Predefined accounts and financial statement forer@tsvailable
that can easily be modified to reduce set up time.
Depreciation amounts for equipment, structures, d
improvements and livestock can be entered.

REQUIRES Farm Trac, Microsoft window 98 or high£83
MHZ Processor, 64MB Memory, 20MB Hard drive space.
Enhancements in farm Funds version 2009 inshy
Expanded Budget comparison Report and the cash
statement.

D

A
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MODULE 3 TRIAL BALANCE AND FINAL ACCOUNTS

Unit 1 Meaning and Scope of trial balance.

Unit 2 Limitations and common errors of trial bata
Unit 3 Final Accounts-

Unit 4 Adjustments in the final Accounts I.

Unit 5 Adjustments in the final Accounts 11

UNIT 1 MEANING AND SCOPE OF TRIAL BALANCE
Unit Structure

1.1  Introduction
1.2 Learning Outcomes
1.3  Main content
1.3.1 Definition of Trial balance
1.3.2 Constructing a Trial Balance
1.3.3 Test your understanding with MCQ
1.4  Conclusion
1.5 Summary
1.6 References/Further Readings/Web Sources
1.7 Possible Answers to Self-Assessment Exercises

@1.1 Introduction

If the double - entry principle have been compietahd correctly
applied, it is obvious that the total of all deditries will be equal to the
total of all credit entries. By extension, the taté the debit balances
should be equal to the total of the credit bedmn The list drawn up
showing the balances extracted from all accountx@&svn as a trial
balance. This unit examines the definition of thalance, its functions
and how to construct it.

@1.2 L ear ning Outcomes

By the end of this unit, you should be able to:

. Define and explain trial balance
. State the functions/ purposes of trial balance
. Construct a trial balance.
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Main Content

1.3.1 Definition of trial Balance

The Trial balance can be defined as the list obants balances at a
given point in time drawn up to test the arithiced accuracy of
accounting entries. A trial balance can also benddfas a check of
arithmetical accuracy of the bookkeeping to test double whether it
has been completed in the ledger or not. A tridatee is a list of
balances both credit and debit extracted from ¢ldgers and cash book
of a company as at a particular date. It is noa@count but a statement
showing the list of accounting balances. The tahlall the debit
balances in the accounts must equal the sum tfealiredit balances.

In accounting, the trial balance is a workshedinlisthe balance at a
certain date of each ledger account in the columamely debit and
credit. Under the double - entry system, in anndetion the total of
any debit must equal the total of any credit. Sa tnial balance the total
of the debit side should always be equal to thal witthe credit side.
If the journal entries are error - free and weretpd properly to the
general ledger, the total of all the debit balarstesuld equal the total of
all the credit balances. If the debit do not edhal credits then an error
has occurred somewhere in the process. The tothkedadccounts on the
debit and credit side is referred to as the tradhbce

Self-Assessment Exercise
| 1. Give at least 4 definitions of trial balance.

1.3.2 Constructing atrial balance
A trial balance can be constructed in two ways:

1 By meansof Totals

Since a trial balance is a test of arithmeticaluaacy, it will be
wrong to adopt this means of totals in extractingaacurate trial
balance. For this reason, this method is rarelygl.uBet it could be
used where there are less transaction to copemilie books.

2. By means of Balances

This is the most popular method used in taking thet balances of
accounts in order to extract an accurate trialriada This method has
some advantages amongst which is the outright adwal of
compensating errors, where the total of the debitiman of the trial
balance has to agree with the total of those sigrgidhooks together
with the closing cash balance but omitting thehchalance in the
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opening entries.

The procedure for extracting the trial balance is:

i. Close the ledger accounts

i Write the correct heading: Trial Balance as atoy specify the
period.

ii. All the debit balances in the ledger accounts waggear under
the debit column of the trial balance.

V. All the credit balances in the ledger accounts Wwagpear under
the credit column of the trial balance.

V. The additions of both the credit and debit colummsst be equal.

Examples:
To calculate the trial balance, first determinelthé&ance of each general
ledger account as shown in the example below:

Lawyer’s Ledger accounts for the month of Septemb@ix 8
Cash Accounts Receivable

Sep 1 750,000 Sep 15 100,00 Sep 17 70,000 Sep 2542,500
17 40,00( 28 50,0(
25 42,50(

Bal 682,50( Bal 27,50(

Parts Inventory Accounts Payable

Sep ¢ 250,00( Sep 18, 27,5( Sep28 5,000 Sep 8 250,00
Bal 222,500 Bal 200,00(
Capital Revenue
Serl 750,00(
Bal 750,00(

Serl7 110,00(

Bal 110,00(

Expenses
Sep 15 100,00
Sep 18 27,500

Bal 127,500 |
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Once the account balances are known, the triahbalaan be calculated
as shown below Trial Balance as at'®eptember, 19 x 8

N:K

Account Title Debits Credit
Cast 682,50(

Accounts Receivab 27,50(

Parts Inventor 222 ,50(

Accounts Payab 200,00(
Capita 750,00(
Revenu 110,00(
Expense 127,50(

In this example, the debits and credits balances Tésult does not
guarantee that there are no errors.

The trial balance serves three purposes:-

I. It serves as a check on the “arithmetical accyiraf the entries,
as already mentioned, and

. It is the basis upon which the Trading and Rra@ind Loss
Account and Balance sheet are drawn upon.

lii. It ensures that all the credit entries in theoks have a
corresponding debit entries.

3.3.3 Test Your Understanding and Progress on Trial Balance
with MCQ
[1]  Trial Balance is prepared on:
(a) End of the years
(b) A particular date
(c) For the period ending__
(d) Both “a” and “b”
ANSWER-(b)

[2] Balances of the Accounts are transferred to:
(a) Trial Balance
(b) Trading Account
(c) Profit &Loss Account
(d) Balance Sheet
ANSWER-(a)

[3] A list which contains balances of accountkimw whether the
debit and credit balances are matched.
(a) Balance Sheet
(b) Day Book
(c) Journal
(d) Trial Balance
ANSWER-(d)

101



AEA306 FARM RECORDSAND ACCOUNTING

[4] Which of the following is not a process in tpeeparation of a
Trial Balance?
(a) Recording
(b) Summarizing
(c) Classifying
(d) Interpretation
ANSWER-(d)

[5]  Which of the following in Trial Balance is ctradictory to each
other? :
(a) inventory and drawings
(b) sales and purchase return
(c) carriage inward and outward
(d) trade receivable and liability
ANSWER-(d)

[6] Trial Balance creates accuracy.
(a) principle
(b) arithmetical
(c) clerical
(d) none.
ANSWER-(b)
[7] Which of the following will not affect the ageenent of Trial
Balance?
(&) An amount of purchase of 10,000 recorded inAft. as ~
1,000
(b) Customer account debited with the amount o caseived
(c) An Entry of debit of ~ 1,000 was credit with it the
amount.
(d) An Entry posted twice in the ledger.
ANSWER-(d)

[8] Bhandari's trial balance was showing differerafe~ 5,000 (debit
side exceeds). While checking of total sales regisie found that the
total is over-cast by ~ 2,000. After correction gales register what
would be the difference in his trial balance.

(a) Debit side exceeds by ~ 7,000

(b) Debit side exceeds by ~ 5,000

(c) Debit side exceeds by ~ 3,000

(d) Credit side exceeds by ~ 3,000

ANSWER-(a)

[9] Closing stock in the trial balance implies that
(a) It is already adjusted in the opening stock.
(b) It is adjusted in Sales Alc.
(c) Itis adjusted in the Purchase Alc.
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[10]

[11]

[12]

(d) None of these.
ANSWER-(c)

Opening and Closing Balance of Debtors A/aeve30,000 and
40,000 respectively Cash collected from the debtlnsng the
year was ~ 2,40,000. Discount allowed to debtors tiimely

payment amounted to ~ 15,000 an’d bad debts writtewere ~

10,000. Goods sold on credit were:

(a) ~ 2,55,000
(b) ~ 2,45,000
(c) ~ 2,95,000
(d) ~ 2,75,000
ANSWER-(d)

Salaries paid ~ 4,500 is shown in credit sadérial balance. In
the total of trial balance the debit side will bed by

(a) short by ~ 4,500
(b) excess by ~ 4,500
(c) ‘short by ~ 9,000
(d) excess by ~ 9,000.
ANSWER-(c)

ascertain the arithmetical accuracy of postingd balancing
(a) Cash Book

(b) Journal

(c) Trial Balance

(d) Bank Reconciliation Statement

ANSWER-(c)

[13] Agreement of Trial Balance isnot a____ probaccuracy.

[14]

[15]

(a) submissive
(b) inclusive
(c) exhaustive
(d) conclusive
ANSWER-(d)

Trial Balance is a statement which shows d@hehe of all the
accounts.

(a) opening balances, closing balances

(b) debit balances, credit balances

(c) positive balances, negative balances

(d) balances, totals .

ANSWER-(b)

Ledger balances of Mr. Nagarjun traders ardolows: Capital
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~9,00,000, Computer ~1 ,30,000, Machinery ~4,50,0fifice

furniture ~1 ,50,000, Investments ~3,00,000, sa¢art2,10,000
sales ~16,00,000, postage ~1 ,20,000, freight. 211,000,
Purchases ~9, 15,000, Rent ~28,000, cash in harf@DBl8Bank
overdraft ~20,000, Creditor ~1 ,00,000, Debtor 48,000. The
total of Trial Balance will be:

(a) ~ 26,40,000

(b) ~ 24,99,000

(c) ~ 26,20,000

(d) ~ 25,72,000

ANSWER-(c)

[16] All the following statements’ ale correct ext
(a) trial balance is a statement not an account.
(b) trial balance is always prepared at the endheffinancial
year.
(c) agreement of Trial Balance is not a conclugpreof of
accuracy.
(d) trial balance will tally even if an entry is §ted twice in the
ledger
ANSWER-(b)

[17] A suspense account facilitates the preparatibaven the has not
been tallied.
(a) trial balance, financial statements
(b) ledger, trial balance
(c) trial balance, ledger
(d) financial statements, trial balance.
ANSWER-(d)

[18] 2000 received by way of commission and emtererrectly in
cash book, is posted to the debit side of the casionm account.
In the trial balance:
(a) The debit total will be more by ~ 2000 than ¢hedit total.
(b) The debit total will be more by ~ 4000 than tinedit total.
(c) The credit total will be more by ~ 4000.
(d) The credit total will be more by ~ 2000.
ANSWER-(b)

[19] The trial balance is prepared for:
(a) Locating clerical errors
(b) Locating errors of principle
(c) Locating errors of omission
(d) All of the above.
ANSWER-(a)

[20] Ram started business with ~1 0,000 Cash a@¢D60 furniture.
Sales amounted to ~ 50,000 including ~5,000 casbés.sa
10,000 Sales were outstanding at the end of tla. yurchase
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amounted to ~30,000 including ~ 10,000 cash pueshasl5,000
has been paid to suppliers. Expenses paid duriegydar ~
19,300. Trial Balance total will be:

(a) ~ 67,000
(b) ~ 57,000
(c) ~ 62,000
(d) ~ 49,300
ANSWER-(a)

[21] Given below are the ledger balances of a pi@mal firm: Capital

~ 4,00,000, Computer ~ 25,000, Air Conditioner &uwainiture ~
1,00,000, fixed deposits ~ 2,00,000, Salaries 0,8 Fees
received ~ 12,00,000. Travelling expenses ~ 1,%0,8&nt and
office expenses ~ 2,40,000, Cash Balances ~ 1,B0,Bank
Overdraft ~ 95,000. The total of the Trial Balana# be:
(a) ~ 16,00,000
(b) ~ 16,95,000
(c) ~ 14,50,000
(d) ~ 15,00,000
ANSWER-(b)

[22] Suspense Account is used to rectify thoseremhich have been
located:
(a) Before preparation of Trial Balance
(b) After preparation of Trial Balance
(c) Before or after preparation of Trial Balance
(d) After preparation of Final Accounts.
ANSWER-(b)

[23] Which of the following errors is not revealbyg the trial balance?
(a) Wrong amount entered in the books of origimdiye
(b) Wrong amount entered in the sides bill.
(c) wrong amount entered in the books
d) All the above
ANSWER-(d)

[24] Agreement of Trial Balance ensures arithmétaizcuracy, but is
not a proof of accuracy.
(a) submissive
(b) inclusive
(c) exhaustive
(d) conclusive
ANSWER-(d)

[25] If a purchase return of ~ 2,000 has been wiyopgsted to the debit
of the sales returns account,. But has correctgnbentered in- the
suppliers account, the total of the trial balanceild show:

(a) The debit side to be ~ 2,000 more than theitcsete

(b) The debit side to be.~ 4,000 more than theitsatk
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(c) The credit side to be ~. 2,000 more than thstdede
(d) The credit side to be ~ 4,000 more than thet céte.
ANSWER-(b)

Self-Assessment Exercise
| 2: Explain two ways of constructing a trial balance

1.4 Conclusion
This unit has enabled you to understand what bitaknce is and how

it is being constructed. In addition, the purposkthe trial balance was
highlighted.

19

1.5 Summary

This unit has acquainted you with:

. What the definition of trial balance is
. The purposes of a trial balance.
. The Construction of a trial balance from a ledger.

References/Further Readings/Web Sour ces

Igben, R.O (2004): Financial Accounting Made SimpMelume 1 EL-
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Trial balance -  Wikipedia, the free encyclopedia.
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and Managerial Accounting, McGraw-Hill Irwin. Pustier P.
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M1.7 Possible Answer sto Self-Assessment Exer cises

Answer :

1.

The Trial balance can be defined as the list obants balances at
given point in time drawn up to test the arithiced accuracy of
accounting entries. A trial balance can also benddfas a check ¢
arithmetical accuracy of the bookkeeping to test double whether
has been completed in the ledger or not. A tridarae is a list of
balances both credit and debit extracted from ¢ldgeérs and cash boc
of a company as at a particular date.

Self-Assessment Exercise 2: Explain two ways of constructing a trial
balance.

Answer :
By means of Totals: Since a trial balance is a test of arithmet
accuracy, it will be wrong to adopt this meansatéls in extracting

an accurate trial balance. For this reason, thithodeis rarely used.

But it could be used where there are less tramsatb cope with in
the books.

By means of Balances. This is the most popular method used in tak

out the balances of accounts in order to extraccanrate trial balance
This method has some advantages amongst which eisothright
revelation of compensating errors, where the widéhe debit column o
the trial balance has to agree with the total efséhsubsidiary book
together with the closing cash balance but amgitthe cash balance
the opening entries.
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UNIT 2 LIMITATION AND COMMON ERRORS OF
THE TRIAL BALANCE

Unit Structure

2.1 Introduction
2.2 Learning Outcomes
2.3  Main content
2.3.1 Limitations of the trial balance
2.3.2 Common errors of the trial balance
2.4  Conclusion
2.5 Summary
2.6  References/Further Readings/Web Sources
2.7 Possible Answers to Self-Assessment Exercises

I::_)]Z.l Introduction
Agreement of the trial balance does not mean tiexetare no errors in

the entries as there are some errors which will pretvent the trial
balance from agreement.

@2.2 L ear ning Outcomes

By the end of this unit, you should be able to:

. State and explain the limitations of the trial el
. State and explain the common errors that can affesttrial
balance.

i 2.3 Main Content

2.3.1 Limitations of thetrial balance

The limitations of the trial balance lie in the ¢ypf errors that though
they exist in the accounts yet do not affect beleg of the trial
balance. These are discussed in turns:

1. Error of omission: This is where a transaction a$ recorded at
any time at all in the books. That is, when a tasatisn is
completely omitted from the accounting records.e Tiial
balance will not be affected and the error remanrevealed.

2. Error of commission: This is when the entries arade at the
correct amount, and the appropriate side (debdredit) but one
or more entries are made to the wrong accounteottirect type.
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For example, if fuel costs are incorrectly debitedhe postage
account (both expenses accounts). This will n&cafihe totals.

3. Error of original entry: This is when both sidesadtransaction
include the wrong amount. For example, if a purehasvoice
for N21,000 is entered as N12,000, this will regulan incorrect
debit entry (to purchases) and an incorrect credity (to the
relevant creditor account) both for N9,000 less,tis® total of
both columns will be N9,000 less, and will thusavale

4. Error of principle: This is when the entries aredmaao the
correct amount, and the appropriate side (debiredit), as with
an error of commission, but the wrong type of actas used,
for example, if fuel costs (an expense account) calgited to
stock (an asset account). This will not affecttttals.

5. Compensating error: This is where a combinatioaradrs cancel
each other out or where one account has beeer wrdover
debited or credited with the certain amount, anctlaer account
over or under debited or credited with the sam@waat This will
not prevent the trial balance agreement. So, ther eemains
undetected. For example, where purchases accolamdeais
increased by-N2,000 and sales account balanceasirareased
by N2000, the two accounts would cancel out thererr

6. Error of Reversal: This is when entries are madéé correct
amount, but with debits instead of credits, andewersa, for
example, if a cash sale fer N1,000 is debited ¢éosthles account,
and credited to the cash account, such an errbnuilaffect the
totals.

7. Error of complete Reversal of Entry: This errorcars where the
double entry for a transaction is reversed resylih a situation
whereby the account that ought to be debited idite@ and the
account that ought to be credited is debited. Ba@ample, an
amount paid to a supplier may be wrongly debitedh® cash
book and credited to his personal account.

8. Error of Transposition: The meaning of this errande deduced
from the meaning of the word “transpose” as taseatwo or
more things to change places. Error of transpwositherefore,
is a mistake involving the changing of the placéthe numerals
making up an amount. For exampie, N3,101 may bengiyo
posted as-N3,01;- N4,233 may be wrongly posted g3324and
so on.

When the error of transposition occurs at the tsonerce document is

written or at the time the source document is gbstethe subsidiary

book, it is effectively an error of original entryhis is the reason why
error of original entry and error of transpositiare sometimes regarded
as one and the same.
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2.3.2 Errorsaffecting thetrial balance

If the trial balance is not in balance, then ampretnas been made
somewhere in the accounting process. The fotigws listing of

common errors that would result in an unbalancél balance; this
listing can be used to assist in isolating the eafghe imbalance.

1. Summation error for the debits and credits of tia balance.
2. Error transferring the ledger account balanceséottial balance
columns.

i. Error in numeric value
i Error in transferring a debit or credit to the peopolumn
ii. Omission of an account
Error in the calculation of a ledger account baéanc
4. Error in posting a journal entry to the ledger.
i. Error in numeric value
i Error in posting a debit or credit to the propeluamn
5. Error in the Journal entry
i. Error in a numeric value
i Omission of part of a compound journal entry.

w

Self-Assessment Exercise

1. Differentiate between error of complete reversaentry and
error of transposition.
2. What do you understand by compensating error?

2.4 Conclusion

In this unit, we have learnt about the limitatiasfsthe trial balance as
well as the common errors of the trial balance.

MZ.S Summary

You have learnt in this unit that:

. Agreement of the trial balance does not mean tieetare no
errors in the entries.
. The limitations of the trial balance lies in th@ég of errors that

though they exist in the accounts yet do not affedancing of
the trial balance.

. Errors that do not affect the trial balance inclaheong others:
Error of omission, error of commission, error ofgamal entry,
error of principle, compensating error, error ofaesal and error
of complete reversal of entry.

. Errors that affect the trial balance include amoaters:
Summation error, error in the calculation of a ked@ccount
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balance.

[
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MZ] Possible Answer sto Self-Assessment Exer cises

Self-Assessment Exercise

1. Differentiate between error of complete revefSantry and error of
transposition.

Answers:
1.

Error of complete Reversal of Entry: This error occurs where the
double entry for a transaction is reversed regsulin a situation
whereby the account that ought to be debited dita@ and the account
that ought to be credited is debited. For examateamount paid to a
supplier may be wrongly debited to the cash book eredited to his
personal account.
Error of Trangposition: The meaning of this error can be deduced from
the meaning of the word “transpose” as to causedwmore things to
change places. Error of transposition, therefisra mistake involving
the changing of the places of the numerals makm@mu amount. For
example,—N3,101 may be wrongly posted-as N3;012381 may be
wrongly posted as-N4,332 and so on. When the @fraransposition
occurs at the time source document is written dhattime the source
document is posted to the subsidiary book, it fectively an error of
original entry. This is the reason why error ofgoral entry and error g
transposition are sometimes regarded as one argathe.

—

2. Compensating error:

This is where a combination of errors cancel eableroout or wherg
one account has been under or over debited ortedediith the certain
amount, and another account over or under debitededlited with the
same account. This will not prevent the trial balaagreement. So, the
error remains undetected. For example, where pseshaaccoun
balance is increased by N2,000 and sales accouandsais alsq
increased by-N2000, the two accounts would candethe error.

1%
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UNIT 3 FINAL ACCOUNTS
Unit Structure

3.1 Introduction
3.2 Learning Outcomes
3.2 Main content
3.3.1 Manufacturing account in a manufacturing organaati
3.3.2 Trading account
3.3.3 Profit and loss Account
3.3.4 Profit and Loss Appropriation account in parship and
limited liability companies
3.3.5 Balance sheet
3.3.6 Notesto the accounts
3.4  Conclusion
3.5 Summary
3.6  References/Further Readings/Web Sources
3.7 Possible Answers to Self-Assessment Exercises

@3.1 Introduction

In this unit you will learn about final accountsotY will be acquainted
with the various accounts that make up the finabaaot.

@3.2 L ear ning Outcomes
By the end of this unit, you should be able to:

. Explain the concept of final accounts.
. Prepare the various accounts that makes up thieaficaunts

] 3.3 Main Content

The term final account is applied to the followingts broad form.

. Manufacturing account is a manufacturing organirati

i, Trading account

ii. Profit and loss account

iv. Profit and loss Appropriation account (in partngrséind limited
liability companies)

V. Balance sheet and

Vi. Notes to the account (in limited liability compasie
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3.3.1 Manufacturing Account

The main purpose of preparing the manufacturingoaat is to
determine the cost of production whether it is morefitable to
continue in production of the goods for sale dsitnore economical to
purchase them wholesale from outside supplierg.i$f found that the
cost of production of the good is lower than owtguirchase, them it is
worthwhile producing but if the cost is higher thautside procurement,
then it is uneconomical to produce within.

3.3.2 Trading Account

The trading Account helps in determining the trgdposition of a
business. The aim of the Trading Account is to datethe gross profit
or gross loss for a certain  period. The grosditpoo gross loss is
arrived at after charging the goods and materiald ather items of
direct cost.

The gross profit figure can be used to compareptrdormance of
one business with another and to help in takingateprogressive
business decisions with the pricing of goods fée.sa

Trading Account Layout:
Debit: on the debit side are placed the stock at gtart i.e. at the
commencement of the period to which the accouatesl!

All purchases (cash and credit) out of which altures (returns
outwards) are to be lessen, carriage inwardtheecharge made for
conveyance of goods by land. Less closing stddoods available at
the end of a tradingperiod.

Credit: on the credit side are placed the saless Hl sales returns
(Returns inwards), closing stock of good -i.e tleue of the goods
unsold at the end of the period.

The summary of the layout is as follows:

e M
Opening Stock XXX Sales XXX
+ Purchases XXX
Less Returns
Outwards XX XXX Less Returns Inward XX
+ Carriage Inwards S
Goods available for sale s
- Closing stock
Cost of goods sold XXX
Gross Profit ¢/d XX
XXX XXX
Note:

The difference between cost of goods sold and thiesilles (if there is
Returns Inwards) represents the Gross profit maddlas is transferred
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down to the credit of profit and loss Account.
3.3.3 Profit and L oss Account

The profit and Loss Account is an account into Wwhatl gains and
losses are collected. Where the gains made inrdldéng period exceed
the losses or expenses, the excess is the Net. piofivever, where the
losses are greater than the gains, the differentteeiNet Loss.

The Profit and loss account is used to ascert@m#t profit or net loss
for the same period of trading after charging adstiative selling and
distribution expenses and some other financial gdsr(like discount
allowed, bank charges, interest on loan) etc agamesgross profit or
included with the gross loss to increase the narfitpbility of the
business during the financial year.

Profit and Loss Account Layout:

The profit and Loss Account, contains on the creitle, the Gross
profit shown by the Trading Account and on the Dedlde all the
expenses or losses incurred in carrying out thenbss.

XYZ

Profit and loss Account for the year ended Becember,......

N N
Gross Loss By xx |Gross Profit b/ XX
Wages and Salari xx [Discount Receive XX
Rent and Ratt xX |Interest on Deposit Accou xx
Insurance Premiu xx |Recoveries or pe
Advertising xx |Recoveries of Bad Det xx
Carriage Outwarc xx [Selling Bonuse XX
Discount Allowe xx |Profit on sale of Ass XX
Stationery and Posta( xx [Income from Investme xx
Bad Debt xx [Commission Receive XX
Provisionfor bad debt xx [Rent Receive XX
Depreciatiol xX |Net Los: XX
Lighting and Heatin XX
Telephone Expens XX
Loan Interes XX
Bank charge XX
General Expens XX
Repairs and Renew: XX
Accounting & Professional chargxx
Travelling Expens XX
Salesmen Commissi XX
Distribution Expense XX
Entertainment Expens XX
Lega charge XX
Net Profit c/c XX XX
Net Loss b/d xx [Net Profit b/c XX
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Note:

Gross profit and Gross Loss, Net Profit and NetsLfiggures occur at the
same time, it only shows the side they would appeany of them
should occur.

Moreover, expenses incurred in carrying on theiraffaf a business
concern will vary in accordance with the surroumditircumstances.
This is also applicable to gains made. The abasteoli expenses and
income are by no means exhaustive.

3.3.4 Profit and Loss Appropriation Account

The objective of the Profit and loss appropriatameount is to show all
dispositions, divisions and appropriations of tle¢ profit and lossThe
Profit and Loss Appropriation Account is the thsdgment of the
conventional Trading, Profit and Loss Account. Net profit of the
Profit and Loss Account is usually brought dowthis account as an
opening balance. Added to it is the amount chafgednterest on
drawings.

On the Debit side are interest on capital so clthayeeach partner, the
amount paid as commission or salaries to partriEns. difference
between the debit and credit sides represents dlende of profits or
loss to be shared between or among the partners.

3.3.5 TheBalance Sheet

The balance sheet is a statement of the assetpaatieular moment in
time and the liabilities and proprietor's capit@esides being the
statement of asset and liabilities, it also showsetver a business is
solvent or insolent i.e. the ability of the busmesd its inability to meet
its financial obligations as at when due. The ddfee between the
assets and liabilities represents the capital@bilsiness.

The balance sheet shows the summary form of ttemdial state of the
concern as disclosed in the books. It is to bechtitat the balance sheet
is not an account but a statement of the assetiaimlities of a person
or business on a given date arranged in the forhe®fbook-keeping
equation which runs thus:

Capital + Liabilities = Assets
This is known as the accounting equation.
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Balance sheet as at®™3ecember,

Capital: N

Capital XX

Add: Net Profit  xx
pravs

Less: Drawings XX

Long Tern

Liability:
Loan

Current Liabilities

Bank overdraxx xx
Trade creditoixx xx
Bills payable

Accrued Expens
Income Received
in

Advance XX

3.3.6 Notesto the Accounts

The notes to the accounts give a brief explanaitoigrmation to the
users of accounting statements as to how and wing siems have been
in the books and states its compliance with legal
requirements of disclosure of some relevant andifsgignt transactions.

treated

Example

The following information is in respect of the bousss affairs of

XX
XX

N

XX

XX

XYZ

Fixed Assets:

Land and Buildings
Less: Provision fc
Depreciation
Plant & Machinery
Less Provision for Dep
Motor vehicles
Less: Provision for Dep
Furniture and fittings

Less: Provision fc
Depreciation
Loose Tools
Less: Provision fc
Deprecation

Current Assets:
Stock Debtors

XX

Less:

Prov. For Bad debts Bilxx

Receivable Bank Deposit
Cash Prepayments

Accrued Income

XX

XX

XX

XX

XX

XX

XX

XX
[

Olaoluwa and Sons Enterprises for the year end&dvaitch 19 x 4
. Stock on 31 March, 19 x 4 was-N38,500

i. Provide depreciation on plant and machinery whiels a life

span of 12 years and a residual value-of N4,000.
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Provide depreciation on motor vehicle at the rdt@0% on the
net book value.

iv.  The organization sub-let the building orf"3Iune, 19 x 3 and the
rent received covered 8@une 19 x 3 to®iOctober, 19 x 4.

V. Loan from S. Johnson was received dnJanuary, 19 x 3 at 15
percent per annum and only N4,500 have been paidtasest
throughout the period.

vi.  20% P.a deposit on NN Bank Limited was made oh\day, 19
X 3.

vii.  Maintain provision for doubtful debts on debtorsSgsercent and
adjust the provision for discounts allowable on tdeb to 1
percent.

vii.  Create a provision for discount received on creditd %2 percent.

iX. Provide for interest on capital account as 1 pdrcen

X. The following expenses are under-paid: Telephengd08t and
salaries and wages N11,500.

xi.  Salaries and wages paid include N3,500 for direxjes.

xii  Distribution and selling expenses was over-gadN1,500.

Question

1. Prepare the trial balance from the extract of thekis during the
same period.

2. Make the necessary adjustments and prepare:

I The Trading and Profit and loss Account for theryea
ended 31 March, 19x 4 and

ii. The Balance sheet as at®3Warch, 19 x 4 (Note: show
you answer to the nearest Naira)

Solution

1. Trial balance: The following is the trial balancetracted from
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500,000
Purchases and Sales Returns 10,500

CR
N 750,0(
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the same period.

MODULE 3

Purchases and Sales
Returns

Debtors and Creditors

Carriage on purchases

Carriage on sales

Bad debts written off

Provision for bad debts - 17 April 19 x 3
Provision for discount on debtors - 1" April 19 x 3
Salaries and Wages

Lighting

Telephone Expenses

Stationery

Bank Charges

Loan from S. Johnson

Loan interest owing - 1* April, 19 x 2
Travelling Expenses

Loan Interest

20% P.a Deposit in NN Bank Ltd

Interest on Bank Deposit

Salesmen Commission

Distribution and selling Expenses

Buildings

Plant and Machinery at cost

Provision for Depreciation on plant & Machinery
Motor vehicles at cost

Provision for depreciation on motor vehicles
Rent Received from building sub-let

Stock on hand - 1™ April, 19x 3

Bank and Cash

Drawings

Capital

Discounts

DR

500,000
10.500
60,500

1,500
2,000
5,000

20,000
4,500
5.000
7,000
1,000

1,600
4,500
60,000

2,700
25,000
80,000

100,000

150,000
35,000
3,000
5,800

7,000

CR

750,000
15.000

75,100

2,500
1,000

40,000
1,500

7.000

32,000

60,000
12,000

87,000
8,500

+09+606——

H-69+-60660—

v

2i Olaoluwa and Sons Enterprises Trading Account for the year ended 31% march, 19

X 4.
N o .
Opening Stock 35,000 Sales (Gross) 750,000
Add: Les Returns Inwards 10,500
Purchases 500,000 Net Sales 739,500
Carriage on purchase 1,500
501,500
Less:
Returns Outwards 15.000
486,500
Goods Available for
Sale 521,500
Less: Closing Stock 38.500
Cost of Goods sold 483,000
Gross Profit ¢/d 256.500
739.500 739.500
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Olaoluwa and Sons Enterprises profit and Loss Account for the year ended
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31" March 19x 4

> > > >
Discount Allowed 7,000 Gross Profit b/d 253,000
Carniage on sales 2,000 Discount Received 8,500
Bad Debts 5,000
Provision for bad debts 525 Interest on Bank Deposit 7,000
Lighting 4,500 Add: Outstanding 3.000
Telephone Expenses 5,000 10,000
Add: under paid 4.000 Rent Received 12,000
9,000 Less: Received in Add 4.800
Stationery 7,000 7,200
Bank charges 1,000
Interest on Loan Decrease in provision for
4,500 discount in debtors 425
Add: Interest owing 3.000
7,500
Less: Payment 1n arrears 1.500 Provision for discount
received on creditors 375
6,000
Salesmen commission 2,700
Travelling Expenses 1,600
Salanes and Wages 20,000
Add Owing 11.500
31,500
Less: Direct Wages 3.500
28,000
Distribution and selling
expenses 25,000
Less: Prepaid 1,500
23,500
Dep: Motor vehicle 18,000
Plant & Machinery 8,000
26,000
Provision for interest in
capital 870
Net Profit ¢/d 154 806
2395 279504
I —
Olaoluwa and Sons Enterprises Balance Sheet as at 31" March, 19 x 4
N o Fixed Assets: N N
Capital 87,000 Building 80,000
Add: Net Profit 154 806 Plant & Machinery 100,000
241,806 Less: Provision for Dep 40,000
Less drawings __ 5800 60,000
236,006
Long term liability loan: Motor vehicles 150,000
S. Johnson 40,000
Current Liabilities: Less: Prov. For Dep 78.000
Creditors 75,000 72,000
Less Provision for 212,000
Discount Received 376
74,724 Current Assels:
Accruals: Stock 38,500
Telephone 4,000 Debtors 56,900
Provision for interest on 870 Prepaid Distribution & 1,500
capital Selling expenses
Interest on loan 3,000 Interest Receivable (W.C) 3,000
Salaries and Wages 11,500 Bank Deposit 60,000
Rent Received in Advance 4,800 Bank and Cash 3,000
24.170 162.900
374 900 374,900
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Workings:
(W.a)
Provision for Bad Debts Account
19x4 S 19x3 L
Mar 31 Bal ¢/d 3,025 April 1 Bal b/d 2,500
19x4
Mar 31 Profit and Loss 525
3,025 3,025
[ — —_—
Provision for Discount Allowed on Debtors Account
19x4 B 19x3 i
Mar 31 Profit and Loss 425 | Apnl Bal b/d 1,000
31 Balcd 575

_1.000 _1.000

Calculation of provision of discount on debtors:
= (N60,500 - N3,025) x 1% = N575 apprOX|mater

Calculation of Total Debtors: N : N
Debtors as per Trial Balance 60,500
Less:

Provision for Bad Debts 3,025
Provision for Discount Allowed
on Debtors 575

(w.b) Interest on loan from Johnson

Date Received:®lJanuary, 19 x 3

Amount of loan=N40,000

Rate: 15% per annum

Amount paid:-N4,500

1% January, 19 x 3 to §WMarch, 19 x 3 = 3 months

1% April 19 x 3 to 3% March 19 x 4 = 12 months

15% x-N40,000 x 3/12 =N1,500

15% x-N40,000 =N6,000
Out of the-N4,500 that was paid N1,500 is in respéthe last financial
period and —N3,000 is in respect of this finangalriod out of the
N6,000 that is actually due, and as such N300@li®ststanding.
(w.c) 20% p.a Deposit in NN Bank Ltd (Note vi):
Date of deposit: 31May 19 x 3

Total months used in the bank = 10 months

i.e June 19 x 3 to March 19 x 4
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Self-Assessment Exercise

1. Mention the benefits of trading account.
2. Describe the main purpose of preparing the nzamuifing account.

3.4 Conclusion

In this unit you will learnt about final account¥ou were also
acquainted with the various accounts that makdeginal account.

0)
P /3.5 Summary
At the end of this unit, you should be able to:

. Explain the concept of final accounts.
. Prepare the various accounts that makes up thieaficaunts

; 3.6 References/ Further Reading/Web Resour ces

Igen, R.O (2004): Financial Accounting Made simpf®lume 1, EL-
TODA ventures Limited Lagos, Nigeria.

Trial balance - Wiwipedia, the free encyclopedia.
http://en.wikipedia.org/wiki/trial

balancehttp://www.netmba.com/accounting/fin/process/trial/



AEA306 MODULE 3

MBJ Possible Answer sto Self-Assessment Exer cises

Self-Assessment Exercise 1: M ention the benefits of trading account

Answers:

1.

I The trading Account helps in determining the trgdaosition of
a business.

Il The aim of the Trading Account is to ascertainghess profit or
gross loss for a certain  period.

lii.  The gross profit or gross loss is arrived at aftearging the
goods and materials and other items of direct cost.

IV. The gross profit figure can be used to compare | the
performance of one business with another and tp fre
taking certain progressive business decisions thighpricing
of goods for sale.

2. The main purpose of preparing the manufacturing account:
This is to determine the cost of production whethis more profitable
to continue in production of the goods for salétas more economica
to purchase them wholesale from outside supplieitsis found that the
cost of production of the good is lower than owtguirchase, them it |s
worthwhile producing but if the cost is higher thautside procurement
then it is uneconomical to produce within.
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