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vi ABOUT THIS BOOK

ABOUT THIS BOOK

This book is written for students following the Pearson Edexcel International GCSE (9-1) Accounting specification.

The course has been structured to support logical progression in teaching and learning, both in the classroom and in independent
learning, as well as to support the exam specification. The book contains four units that cover all areas of content in the specification.

The introductory text at the beginning of each unit details how students will need to apply their learning for the different parts of
the exam.

Each unit is split into multiple chapters to break down content into manageable chunks and to ensure full coverage of the specification.
Each chapter features a mix of learning and activities. Global case studies are embedded throughout and require students to practise
a range of technigues presented in the chapter. Summary questions at the end of each chapter help to put learning into practice.

There are also exam-style questions at the end of each chapter.

A comparison of the International Finance Reporting Standards (IFRS) terminology and the UK GAAP (Generally Accepted Accounting
Practice in the UK) terminology is included in the back of the book. IFRS terminology is used in the Pearson Edexcel International
GCSE (9-1) Accounting qualification. Centres should be aware that these terms are also referred to as International Accounting
Standards (IAS) in certain contexts within the industry. However, the definitions and meaning remain the same.

Getting started

Learning objectives An introduction to the chapter, letting you think

These chapter-by-chapter objectives about the concepts you will be introduced to.

are carefully tailored to address key Activities are designed to stimulate discussion Key points

assessment objectives central to the and prior knowledge. These can be tackled as Core information is made
course. individuals, pairs, groups or the whole class. easy to understand.

/

1.1 SOLE TRADER
e ———
propristor. Sole Fasersnio is the easiest form of bus« ‘ciganisation 1o s up. A sole

GENERAL WICABULARY
[ ——
achiantages from an action or change

pisty. This means that, in the eyes of the law,
e the same. If the busiess is unable to meet is
SUBECT WOCABULARY f " " 5 1 has the autherity 1o hand
sl tradir o indiidual wha swns his 7
o e o Businass

Torce the awner b

the cats of the business. 1 e
There are quidelines 1o falow wh i up 85 & B0k
banknspt with
me::smmmmnmw g 'n{nealswosaupoom #a & reaul, sole traders are ofen small
e . uniie ather Lypes of business organisation,
(e o PR ala el Irom ot having any legal obligalions to puslsh thex accounls.

el trader may kack capstal and find F diftcek
0 ruk e,

S tracer bneps ol protts. Suba tracar s perserally kable for il et

I the LK, sale traders must complete
a0 PGt rium. Howavar, ey
o Pt i B i chatas e s
senants avaintie 1o e puic Esedi 18 mabia dassians. Making all decisions can b stresiil

o centinuity
o dis.

* How do you think an accountant can help a sole trader run Eheir business?

» What businesses in your local area may be sole traders? Make a list and
compare with your classmabes.
EET 12 PARTNERSHIP
it T ———
contract) orwmers. A parinership is defined as having between twa and 20 owners. These
1 \Mn’myw think it is important 1o chotse the comect business owrers have A confract s up to shaw how
orgarisation? profits and Iosses are shared. This comtract i calied m;unnl Dﬂ'lﬂursl-:u
2 Maka a lst of Iocal businessas. Do you know what typa of businass —.W b D’:uh','-,w,, = law A :‘:cm & business .,",Jam
orgarisation they an? ,. . L2z m&: il %G:E%:L’EEP‘::M:; us.;qmlwss‘c'; nllrgﬁnnanuﬂrg:::n:mum n‘rl\sh;
e
Activities Subject vocabulary and General vocabulary
Each chapter includes activities to Useful words and phrases are colour coded within the main text
embed understanding through case and picked out in the margin with concise and simple definitions.
studies and questions. These help understanding of key subject terms and support

students whose first language is not English.



ABOUT THIS BOOK

Case studies
Case studies drawn from a range of large and small businesses from
around the world will help you to apply your learning to real-world contexts.

[

i 1Y .w;wunra'ws need to bee"“cal Thay also have 1o ‘Ollo’n'l'!a nikes of
: Hanit has been running & it and vegetable stall successhily in the local Chapter 13, but
Ski"s markat in Mairobi for live years, Hanil & 8 sole trader. He enjoys being it s worth naungaloumlm nm Tharg aleca'tanmlasan:!umm
his own boss, but he does noft Fke the lang hours ha sometimas has 1o CONCES ‘Mp< mg ane
Relevant wark, Hanil wans 1o expand his business but has found it difficult to ;";? ik Ensure “’“ fakh in
borow mongy fram banks 10 fnance a new shop, Harif has spoken to fair' refiection of the busingss. I stakeholders invest in the. husrﬁs oF bary
aCTIVItIeS have other traders in the market. Another fruit and vegetable stal cwner, Mzuzi, goods, they want 10 be sure that their monay wil ba secun,
= ool s S S T e T s T e corospts that will estre i e e ane
een assigne I i e e e @ i
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that you will wogether? eyt e e 8 35
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nderiaki [eosrouwrmasmos g
2l Evco iR
‘ s . g |m¢¢m«|mnnmmm T e m— ; Zwmrwmampu of financial statements.
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ASSESSMENT OVERVIEW

The following tables give an overview of the assessment for this course. You should study this information closely
to help ensure that you are fully prepared for this course and know exactly what to expect in each part of the

assessment.
PAPER 1 PERCENTAGE m TIME AVAILABILITY
INTRODUCTION TO BOOKKEEPING 60% 2 hours June exam series
AND ACCOUNTING First assessment June 2019
Written exam paper
Paper code 4AC1/01

Externally set and
assessed by Pearson

Edexcel
Single tier of entry

PAPER 2 PERCENTAGE m TIME AVAILABILITY

FINANCIAL STATEMENTS 40% 1 hour 15 minutes  June exam series
Written exam paper First assessment June 2019
Paper code 4AC1/02

Externally set and
assessed by Pearson
Edexcel

Single tier of entry

ASSESSMENT OBJECTIVES AND WEIGHTINGS

ASSESSMENT OBJECTIVE | DESCRIPTION % IN INTERNATIONAL GCSE

A0 Dem‘onstratc a l.(nqwledge and understanding ‘of accounting 35-40%
terminology, principles, procedures and techniques

A02 Select and apply their knowledge and understanding of accounting 41-479%,
procedures to a variety of accounting problems ¢

Analyse, evaluate and present information in appropriate accounting
formats and communicate reasoned explanations

AD3 17-20%



ASSESSMENT OVERVIEW ix

RELATIONSHIP OF ASSESSMENT OBJECTIVES TO UNITS

ASSESSMENT OBJECTIVE
UNIT NUMBER

A01 A02 A03
PAPER 1 25-28% 23-25% 9-10%
PAPER 2 11-12% 19-21% 8-9%
TOTAL FOR INTERNATIONAL GCSE 36-40% 42-46% 17-19%

ASSESSMENT SUMMARY

ASSESSMENT

PAPER 1 DESCRIPTION OBJECTIVES

Structure
Paper 1 assesses 60 % of the total Accounting qualification.

The examination comprises a mixture of multiple-choice, short- and long-answer
questions, and is presented in two sections.

Students must answer all questions.

Section A comprises 10 1-mark multiple-choice questions and three short-answer

questions worth 5 marks each. Ouestios will
T::IN;guﬂ:%;IPc::ﬁ Section B comprises five multi-part questions worth 15 marks each. SEhenoral tes:he following
number ssessment
AND ACCOUNTING  Content summary I Objectives:
PAPER CODE Students must study all of the following topics: a‘:failable AO1 —25-28%
4AC1/01 Topic 1: The accounting environment is 100 AO2 -23-25%
AO3 -9-10%

Topic 2: Introduction to bookkeeping

Topic 3: Introduction to control processes.

Assessment
This is a single-tier exam paper and all questions cover the full ranges of grades from 9-1.
The assessment duration is 2 hours

Calculators may be used in the examination.

PAPER 2 DESCRIPTION ASSESSMENT

OBJECTIVES

Structure
Paper 2 assesses 40 % of the total Accounting qualification.
Students must answer all questions.

The examination comprises two multi-part questions focusing on the

preparation,analysis or evaluation of financial statements.
Questions will

FINANCIAL Content summary The total test the following

STATEMENTS Students must study both of the following topics: nfurnbcr gsgf;?gf
PAPER CODE Topic 4: The preparation of financial statements :Vﬁiﬁz AO1L : 11 12‘0/’
4AC1/02 Topic 5: Accounting for end of period adjustments. i ) AO2 ~ 19:2 1 0/:
AO3 -8-9%

Assessment

This is a single-tier exam paper and all questions cover the full ranges of grades
from 9-1.

The assessment duration is 1 hour 30 minutes.

Calculators may be used in the examination.



L

o @

2

& 2

@

L
2
S
@
#
F
E ]
2

s &

o Sl

ol

IR



1 TYPES OF BUSINESS ORGANISATION | 4 2 USE OF TECHNOLOGY IN ACCOUNTING | 11 3 PROFESSIONAL ETHICS | 20

UNIT 1

THE ACCOUNTING
ENVIRONMENT

Assessment Objective AO1

Demonstrate a knowledge
and understanding of
accounting terminology,
principles, procedures and
techniques

Assessment Objective AO2

Select and apply

their knowledge and
understanding of accounting
procedures to a variety of
accounting problems

Assessment Objective AO3

Analyse, evaluate and
present information in
appropriate accounting
formats and communicate
reasoned explanations

Unit 1 explains the different types of organisation a business can
have and covers some key concepts you need to understand to
work in the accounting environment. Technology is increasingly
important in the field of accounting and this unit covers the
benefits of technology as well as some of the main difficulties,
such as data security and confidentiality.

The unit also explains the concept of professional ethics, which
is vital on both an individual level and a company level.

This unit will be examined in Paper 1 of the examination,
‘Introduction to Bookkeeping and Accounting’. You will need

to answer a mixture of multiple choice and short- and long-
answer questions. These questions will test your ability to meet
the Assessment Objectives for this unit. You will also need to
have a good understanding of this unit to be able to answer the
questions in Paper 2.



4 UNIT1

1 TYPES OF BUSINESS ORGANISATION

1 TYPES OF BUSINESS ORGANISATION

A There are several types of business
organisation to choose from when setting up
a new business. ¥

;'_‘"I"?‘I"i.ilii\w e
RO W Th LR

~ ';Tl;n' 4

LEARNING OBJECTIVES

Describe the characteristics of: Understand how stakeholders use
® sole traders the financial statements of the
business

Understand the importance of

unlimited liability and limited
B public sector organisations liability

W partnerships
W private sector organisations

Explain the relationship between Understand the different types of
stakeholders and a business stakeholder

GETTING STARTED

In this chapter, we look at the different types of business
organisation. Business organisations can be small, with just

one owner, or large, with over 100 owners. They may be local or
multinational. To be successful, a business must meet the needs
of its customers. The structure of a business organisation can
have a big impact on its finances. Choosing the right business
organisation is vital to the success of the business itself.

A business organisation can have many different legal forms
and identities. It can be owned by just one person, or be more
complicated and owned by thousands of owners. In this chapter,
we will look at four different types of ownership:

m sole trader
m partnership
m private sector organisations
m public sector organisations.

The type of business organisation you choose to set up is very
important from an accounting point of view, as this can add extra
financial and legal costs to the business.

ACTIVITY

1 Why do you think it is important to choose the correct business
organisation?

2 Make a list of local businesses. Do you know what type of business
organisation they are?
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HINT

A sole trader is sometimes called a sole
proprietor.

GENERAL VOCABULARY

beneficiary someone who gets
advantages from an action or change

SUBJECT VOCABULARY

sole trader an individual who owns his
or her own business

unlimited liability full responsibility for
the debts of the business

bankruptcy when someone is judged
to be unable to pay their liabilities by a
court of law

capital or equity money invested in
the business by the owner(s)

In the UK, sole traders must complete
an annual tax return. However, they
do not have to make details of their
accounts available to the public.

Typical sole traders include plumbers, »
window cleaners and shopkeepers.

m INTERPRETATION

GENERAL VOCABULARY

drawn up prepare (usually applied to
a written document, such as a list or
contract)

SUBJECT VOCABULARY

deed of partnership a formal
agreement to begin a partnership

1 TYPES OF BUSINESS ORGANISATION

1.1 SOLE TRADER

Sole tradership is the easiest form of business organisation to set up. A sole
trader is an individual trading alone under his or her own name, or under

a trading name. The sole trader is fully responsible for the running of the
business. He or she is the only financial beneficiary of its success, but he or
she is also financially responsible if the business fails.

A sole trader has unlimited liability. This means that, in the eyes of the law,
the owner and the business are the same. If the business is unable to meet its
financial obligations and cannot pay its bills, a court has the authority to hand
over the sole trader’s personal assets to cover these debts. The sole trader
may have to sell his or her home or car, for example. If the sole trader cannot
cover all outstanding debts, the sole trader may be forced to declare him or
herself bankrupt.

There are no formal rules or guidelines to follow when setting up as a sole
trader. There are also no set-up costs. As a result, sole traders are often small
organisations. Sole traderships, unlike other types of business organisation,
also benefit from not having any legal obligations to publish their accounts.

ADVANTAGES DISADVANTAGES

Business is easy to set up. Sole trader may lack capital or equity and find
it difficult to raise more.

Sole trader keeps all profits. Sole trader is personally liable for all debts.

Sole trader has complete control. Sole trader may lack appropriate skills.

Easier to make decisions. Making all decisions can be stressful.

Accounts do not have to be published. No continuity, as business ceases when sole
trader dies.

P How do you think an accountant can help a sole trader run their business?

P What businesses in your local area may be sole traders? Make a list and
compare with your classmates.

1.2 PARTNERSHIP

The main difference between a partnership and a sole trader is the number of
owners. A partnership is defined as having between two and 20 owners. These
owners have unlimited liability. A contract is usually drawn up to show how
profits and losses are shared. This contract is called the deed of partnership.
An accountant or solicitor normally draws up this deed of partnership to avoid
potential problems. It must obey the law of the country the business is in, for
example, the Partnership Act 1890 in the UK and the Partnership Act of 1932
in Bangladesh.




SUBJECT VOCABULARY

limited partnership a type of
partnership where partners are
responsible for the partnership’s debts
only up to the amount they originally
invested

m COMMUNICATION
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ADVANTAGES DISADVANTAGES

More capital or equity can be raised through The partners have unlimited liability. This
additional partners. means they will have to cover the debts of each
partner. For example, if one of the partners
steals money from the business, the other
partners will have to cover these debts and may
have to sell their personal assets to do so (note:
this excludes limited partners, see below).
Losses can be shared between partners. A partnership is dissolved on the death of a
partner.

Additional partners may bring more skills and
expertise to the business.

It is difficult to liquidate or transfer partnerships.

The responsibility of management can be shared
between the partners.

A partnership may still find it difficult to raise
capital or equity for expansion, as increased
unlimited liability could act as a deterrent.

Partnerships are ideal organisations for
professional practices such as medicine, law
and accounting.

Profits have to be shared between the partners.

Profits from a partnership are taxed as the
personal income of the partnership.

There could be conflict between the partners.

Financial information is not published.

P Give examples of businesses in your local area that are partnerships. Why do
you think they are partnerships?

LIMITED PARTNERS

A partnership may be unlimited or limited. In a limited partnership, there must
be at least one partner who is not limited. Limited partners are not liable for
the debts of the business. They can only lose the capital or equity they have
invested in the business. All limited partners must be registered with the
Registrar of Companies.

DEED OF PARTNERSHIP

SUBJECT VOCABULARY

drawings money taken (withdrawn)
from the business by the owner(s)

A Deed of Partnership is a contract between partners that can be either written
or verbal. A Deed of Partnership has no specific requirements by law, so it

can contain as much or as little as the partners wish. In fact, by law you do
not need a Deed of Partnership, but it can help to solve any arguments later. It
normally includes:

m the capital or equity contributed by each partner

| the ratio at which profits and losses are to be shared
B salaries to be paid to partners

| interest, if any, to be paid on capital or equity

H interest, if any, to be charged on partners’ drawings.
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S CASE STUDY: PARTNERSHIPS

Hanif has been running a fruit and vegetable stall successfully in the local
market in Nairobi for five years. Hanif is a sole trader. He enjoys being

his own boss, but he does not like the long hours he sometimes has to
work. Hanif wants to expand his business but has found it difficult to
borrow money from banks to finance a new shop. Hanif has spoken to
other traders in the market. Another fruit and vegetable stall owner, Mzuzi,
is also interested in expanding his own business. Hanif and Mzuzi have
decided to go into business together and are forming a partnership. They
will share their capital or equity and open a new store.

1 Why do you think Hanif wants to expand his business?

2 What are the advantages for Hanif and Mzuzi of going into a partnership
together?

3 What are the disadvantages for Hanif and Mzuzi of going into a
partnership together?

1.3 PRIVATE SECTOR ORGANISATIONS

incorporation the official listing

of a company by meeting certain All profit-making businesses that are not run or operated by the government
legal requirements that apply in a are private sector organisations. Sole traders and partnerships are small
particular country or a particular state; businesses that are part of the private sector. Companies in the private sector
companies that are incorporated that want to expand can go through the process of incorporation. This allows
become corporations the business organisation to create its own legal identity. In the UK, a company
limited liability the legal responsibility must be registered with the Registrar of Companies, and comply with the

to pay only a limited amount of debt if Companies Act 2006, to have separate legal status. This means, by law, that

something bad happens to you or your the owners of the business and the company are now separate.
company

divorce of ownership when Separate legal status allows the owner to have limited liability, which will

e e e e e Tt make it easier for the business to raise finance. Limited liability means that the
business, but they are not necessarily owners, are not liable for the company’s debts and can only lose the capital or
involved in the day-to-day running of equity that they have invested in the business.

Hiebusvess Separate legal status also allows for divorce of ownership. This means that

auditor an independent accountant owners do not have to be involved in the business and, as owners, they are

who examines the accounts of a separate or ‘divorced’ from the day-to-day running of the business. Managers

limited company on behalf of the are responsible for the running of the business and make the decisions on

owners to see if they show a ‘true behalf of the owners.

and fair’ view of how the business is

performing The accounts of Limited Liability Companies need to be checked and approved
by an independent accountant, known as an auditor. An auditor acts on behalf

EXAM HINT of the owners to check that the accounts are accurate and show a ‘true and fair’
Make sure you read the question view of how the business is doing. This is called an ‘audit’.

carefully and don’t get confused
between limited and unlimited liability.

There are two types of Limited Liability Company: Private Limited Companies
and Public Limited Companies.

» Name three private sector organisations in your country.

1.4 PUBLIC SECTOR ORGANISATIONS

Public Sector Organisations are operated by the government. They usually
provide a service rather than aiming to make a profit, unlike Private Sector
Organisations. Public Sector Organisations are financed from the taxes paid by
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companies and individuals. Some of the services provided by the government
in the UK are free, including hospitals, libraries and education up to the age of
18. Other public services, such as travelling by bus, are paid services.

P Name three public sector organisations in your country.

THE CONNECTION BETWEEN A stakeholder is any person or business who is affected by the actions of that
STAKEHOLDERS AND A BUSINESS business. These include: owners, managers, employees, customers, suppliers,

competitors, providers of external finance and the government.

OWNERS MANAGERS EMPLOYEES

PROVIDERS
L STAKEHOLDERS OF EXTERNAL

GOVERNMENT FINANCE

CUSTOMERS SUPPLIERS COMPETITORS

A Figure 1.1 Different types of stakeholder

SUBJECT VOCABULARY The owners look at the overall profitability of the business. They monitor

how the business traded over the previous financial year. They compare the
business performance with the previous year to judge how safe their capital or
equity is and whether they would get a return on their investment. The owners
look at the Income Statement to assess if they will receive any share of profit.

Income Statement a statement of
all income and expenses recognised
during a specified period

Managers run the business on behalf of the owners. They monitor the
accounts to see how the business is performing. They make decisions based
on the financial data available.

Employees may want to look at the accounts to see how well the business is
performing and whether they have job security. The employees would look at
the Income Statement to assess the overall profitability of the business. They
could also use the accounts to try to secure a pay rise.

Customers may want to see how financially stable the company is. They can
then assess whether the supply of goods and services is secure, and whether

they should trade with the company.

liquidity the ability of a business to pay

its debts Suppliers look at the company accounts to see how stable the business is.
The supplier can then assess what credit terms to give and how much interest
to charge.
Providers of external finance assess the company’s ability to pay back any
Statement of Financial Position money that they lend the business, such as loans. They would look at the
shows the value of a business on a Statement of Financial Position to assess the liquidity of the business.

specific date, including the assets,

[l o e The government looks at the profits of the business to monitor whether the

business is paying enough tax.
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m CRITICAL THINKING

HINT

If a company name is followed by ‘Ltd’,
this means that it is a Private Limited
Company. This is not to be confused
with a Public Limited Company (plc).
Plcs are known as incorporations in
the US (Inc). Public and Private limited
companies are both types of limited
liability private sector organisation.
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CASE STUDY: DYSON LTD

Dyson Ltd was founded in 1991 by

Sir James Dyson. His most famous g~
invention is the dual-cyclone vacuum
cleaner, also known as the ‘bagless’ . "
vacuum cleaner. Dyson Ltd also
manufactures the bladeless fan, hand
dryers and hairdryers. It employs more

S

than 9000 people and sells products in
more than 65 countries.

1 What are the advantages for e
Dyson Ltd of being a private
sector organisation? =

2 Why do you think Dyson Ltd ‘—_—
is not a public sector organisation? L

3 Which is the most important
stakeholder in a company A The Dyson Lid range of fans is
like Dyson Ltd? called Dyson Cool™.

END OF CHAPTER QUESTIONS

~N o O R W N -

o]

Explain the meaning of the term ‘unlimited liability’.

Explain briefly what is meant by the phrase ‘divorce of ownership’.
Give two examples of businesses that would typically be sole traders.
What are the two types of partnership?

Explain the role of an auditor in producing financial statements.
Briefly explain what is meant by a Public Sector Organisation.

Identify five stakeholders and explain how they are affected by the
business.

State two differences between sole trader business and partnership
business.

Two partners decide to form a Limited Liability Company. Evaluate their
decision.

END OF CHAPTER CHECKLIST

GENERAL VOCABULARY

sue make a legal claim against
someone, especially for money,
because they have harmed you in
some way

B A sole trader is set up to make a profit and has only one owner. The

owner has unlimited liability and is personally responsible for the debts
of that business.

B A partnership is made up of between two and 20 partners. The partners

have unlimited liability and are responsible for the actions of the other
partners.

B Limited companies have a separate legal identity to the owner and can

sue or be sued in their own name.

B Limited companies have limited liability. This means the owners can only

lose the capital or equity they have invested in the business.

B Inthe UK, limited companies have to publish their accounts at

Companies House.

B A stakeholder is anybody who has an interest in, or is affected by, a

company.



EXAM PRACTICE

m Answer ALL questions in this section. Questions 1-10 must be answered with a cross in the box g If you

change your mind about an answer, put a line through the box % and then mark your new answer with a

cross <.

Which of the following is not a stakeholder for a
business?

[] A
[] B
[] ¢
[] D

Which of the following is a disadvantage of
becoming a sole trader?

[] A
[] B
[] ¢
[] D

Which of these is most likely to be a Public Sector
Organisation?

[] A
[] B
[] ¢
[] D

What does the word ‘limited’ after a business
name indicate?

[] A
[] B

[] c
] D

doctor
competitor
supplier

government (1 mark)

you keep all the profit
you have unlimited liability
you have full control over your business

the business is easy to set up (1 mark)

a car manufacturer
a biscuit factory
the Police

a restaurant (1 mark)

the number of owners is limited

there is a limit to the number of loans that
can be issued

the owners’ liability for the debts of the
business is limited

there is a limit to the number of businesses
of this type (1 mark)

A limited company must have which of the
following?

[] A
[] B

L] =

D D a government-run business

unlimited liability

the ability to sell shares to friends and
family

an auditor check on its financial
statements

(1 mark)

Which of the following is the best definition of a
stakeholder?

[] A
[] B
[]c
[] D

someone who is affected by a business
someone who has control over a business
someone who is paid by a business

someone who sponsors a business
(1 mark)

Why should a sole trader record all the financial
information about her business?

D A because she is required to do so by law

[] B
[] ¢
[] D

so that she knows how much to pay her
suppliers

so that she can prepare financial
statements

so that she knows how much her

customers owe her (1 mark)

Which best describes the term ‘limited liability’?

D A the owner is responsible for all the debts of
the business
(1B

the owner is only responsible for the
assets of the business

[] ¢C

[] D

the owner is only liable for the money they
have invested in the business

the owner is only liable for the taxes that
are paid by the business (1 mark)
Which of the following is a disadvantage of a
partnership?

D A increased capital or equity

[ ] B increased workload

[ ] € increased knowledge

D D increased arguments (1 mark)

Why might a government department be interested
in the financial statements of a company?

[] A

B to decide whether to invest in the company

to check that the company is paying the
correct amount of tax

C to ensure that the company continues to
receive supplies
D to see if the company could repay a loan
(1 mark)
(Total 10 marks)

1 O
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2 USE OF TECHNOLOGY IN ACCOUNTING

LEARNING OBJECTIVES

Explain the benefits of using Explain the methods of protecting
the following technology in the data through:
accounting environment: B hardware

W accounting software B software
W spreadsheets

—_— Explain the issues regarding the
A [T is now an essential part of the accounting security of data in terms of:

environment.
B data loss

B access

B confidentiality

GETTING STARTED

Information technology (IT) has become an integral part of
business and accounting. There are many different types of
specialist equipment you can use. Relying on technology can
lead to other issues, however, such as the safety and security of

important and confidential data. In this chapter, we look at the
ways businesses use IT in the accounting environment.

Find information on the internet about specific IT software packages for
accounting. Make notes on the types of services they offer and the types
of accounts they can help you with.

2.1 INTRODUCTION TO TECHNOLOGY IN ACCOUNTING
Today, computers are very widely used to operate accounting systems.

Sophisticated technology is now available at a reasonable cost. Large to
off-the-shelf already made and : : : : :

; ; : medium-sized businesses have used specially written IT software for many
available in shops rather than being i ith IT : h as Adob ds 1o tailor IT soft
designed for a specific customer years, working wi companies such as Adobe and Sage to tailor IT software
to their individual needs. Most large companies also have IT departments
who monitor their financial systems 24 hours a day, 7 days a week. Until
recently, most smaller enterprises did not set up their own systems because

SUBJECT VOCABULARY of the cost of such software. Now, however, even small businesses can afford
double entry the accounting system to use computerised systems with off-the-shelf packages such as Sage or
in which each transaction is recorded QuickBooks. These packages carry out the same double entry functions of

twice, as a debit in one account and as

b= data processing and recording financial information as manual systems, and
a credit in another

also offer other features such as management information.
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INTERNET ACCESS Internet access enables such things as online banking, and the payment

of suppliers and employees. An organisation that has its own website can
advertise its products and services and offer online ordering systems. In
addition, the internet is a useful source of information and data that an
organisation may need to access. It also allows customers to deal directly
with businesses, with more and more transactions carried out online. Some
businesses have become internet only in their business plans, for example
Amazon, Alibaba and eBay.

; ; Today, so much accounting information is sent via the internet, and so many
Accurate inputting of data ensures transactions are processed online, that businesses without computer facilities
reliable output. may struggle to succeed.

ggMPUTER HARDWARE AND Computer hardware is the physical aspects of the computer. These include the
FTWARE monitor, keyboard, mouse, data storage area (hard drive), graphics card, sound

card and mother board. These can be password protected to stop access.

Computer software is the data and instructions that are sent to the hardware
that allows the computer to act in the way you want it to. This includes the
operating system and the computer programs that you want to use. These can
be password protected to restrict access to only certain members of staff.

2.2 FUNCTIONS OF ACCOUNTING SOFTWARE

A computerised accounting system offers similar functions as a manual
system. However, it also provides useful reports and management information.
The system is integrated, so basic data that is entered is processed and
automatically posted to supplier and customer accounts. The nominal (general)
ledger, and the inventory records, are also automatically updated. In some
instances, automatic re-ordering systems are in place. The main functions of a
computerised accounting package are described below.

Accounting software allows financial statements to be produced more quickly
than traditional hand-written methods. The use of pre-programmed formulae
and layouts means that financial data only needs to be entered once. The
software can then make various uses of this information, and can store it in
different ways. The software can use data provided to complete all aspects of
a transaction, such as generating documentation (once programmed by the
user) and providing reporting functions.

This involves preparation and printing of revenue invoices, credit notes and
month end statements. Data from these documents is entered, processed and
recorded:

H in the customer accounts in the receivables ledger
B by automatic update of the inventory records.

Data from purchase invoices and credit notes is entered, processed and

recorded:
SUBJECT VOCABULARY . . .
X H in the supplier accounts in the payables ledger
remittance an amount of money that . )
you send to pay for something B by automatic update of the inventory records

W via a print-out of remittance.
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ONLINE BANK ACCOUNT AND APPS

SUBJECT VOCABULARY

payroll packages a software package
that allows a firm to organise its staff
wages and income tax

Accounting systems record data such as customer receipts, supplier
payments, other payments and receipts.

Many banks offer online banking facilities. These mean the organisation’s bank
account is always up to date.

All receipts and payments are linked to the personal accounts of the trade
receivables and trade payables. The system allows for such transactions to
automatically update these accounts.

Many banks now offer apps (applications) that you can download for your
phone. They allow you to access your account anywhere, as long as you have
internet access. This is known as mobile banking.

Accounting systems automatically update the ledger.

WAGES/SALARIES

EXAM HINT

Questions on payroll will not be asked
in the exam.

Organisations have the option of using a combined computerised accounting
and wages/salary package. Alternatively, they may use a separate payroll
package. Such packages perform all the necessary payroll functions.

INVENTORY CONTROL

HINT

An inventory check is when you
physically count all your inventory in
your business. This is usually carried
out monthly, but will depend on the
size of the business. This is sometimes
known as an ‘stock-take’.

Inventory control includes raw materials and ordinary goods purchased for
resale. This means that inventory records are automatically updated after each
revenue invoice or purchase invoice is entered into the system. This ensures
an accurate figure of inventory is held in the system at all times.

At the end of the financial year when an organisation undertakes an inventory
check, it is crucial to have an up-to-date inventory list. A computerised
accounting system ensures this list is available. Inventory lists are used

in the physical inventory check and allow variances to be identified and
amended.

MANAGEMENT REPORTS

HINT

The receivables ledger contains all
sales of goods and/or raw materials on
credit. The receivables ledger used to
be called the receivables ledger.

The payables ledger contains all
purchases of goods and/or raw
materials on credit.

One of the main features of a computerised accounting system is the facility
to provide the owners and/or managers of the business with useful financial
data and reports. At the end of each month or specific accounting period,
certain ‘month end/year end’ functions are carried out to provide the following
information:

B day books for customers and suppliers

general (nominal) ledger and bank account transactions
activity reports on all ledger transactions

an audit trail

analysis reports for aged trade receivables and trade payables

financial statements including the trial balance, income statement,
statement of financial position

ratio analysis

reports (such as on staff attendance etc.) for human resources and payroll.
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The functions are summarised in Figure 2.1.

SALES

DID YOU KNOW? Cieers ‘_ Invoices/Credit notes

VisiCalc was the first accounting ¢ /

program. It was launched in RS C ettt

1979. It was the first program to

automatically update cells on a i \

spreadsheet. Eoosieatios licdner <> Payables Ledger
il NOMINAL) LEDGER [ g o M/ RtborTs

A Figure 2.1 Functions of accounting software.

SPREADSHEETS Spreadsheets are used to provide financial budgets or cash-flow budgets, and
non-current asset registers. They are also used to calculate loan interest
payments, and many other sums.

GENERAL VOCABULARY A computer softwarg spreadsheet allows data to be presented in a tabular
format. The electronic document can be saved and updated when necessary.
Examples of spreadsheet programs include Microsoft® Excel®, Apple®
Numbers®! from Apple Office Suite and Google® Sheets™:2.

cell an individual box on a spreadsheet
that holds information

formula a calculation that allows two
or more cells to be calculated together. A spreadsheet is a series of cells presented in rows and columns. Numerical
data or words can be entered into the sheet. For example, row 3, column D
A B C D E and cell B2 are highlighted in Figure 2.2 (left).

When the details have been input into the spreadsheet, users can add
calculations using set formulae. This speeds up the process of inputting data

2 )
as the spreadsheet can automatically total columns or rows as needed, for
example. It can also be used as a planning tool for different scenarios such as
4 increases or decreases in revenue and how this impacts profit.

For example, cell C4 could have a formula inserted so it automatically

A Fi 2.2 Getting to k dsheet
Hgure el subtracts cell C3 from cell C2.

Spreadsheets have speeded up the accounting process as they allow data

to be presented in a number of different ways and can be easily adapted and
changed.

2.3 ADVANTAGES AND DISADVANTAGES OF ACCOUNTING

SOFTWARE

There are many advantages and disadvantages of using accounting packages.
The following are particularly important.

Accounting software allows financial statements to be produced more quickly
1 NUMBERS® IS A TRADEMARK OF APPLE INC., i .
REGISTERED IN THE L1.S. AND OTHER COUNTRIES than traditional hand-written methods The use of pre-programmed formulae

21© 2015 GOOGLE ING. ALL RIGHTS RESERVED. and layouts means that financial data only needs to be entered once. The
GOOGLE® SHEETS™ |5 A TRADEMARK OF GOOGLE INC
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software can then make various uses of this information, and can store it in
different ways. The software can use data provided to complete all aspects of

1 £ a transaction, such as generating documentation (once programmed by the

2 . 2000 user) and providing reporting functions.

3 Costs 600 ADVANTAGES

3 Pranter L 6as i B Data is entered and processed very rapidly, much faster than in a manual
system.

5

B Accuracy is improved since data is only entered once and documents are
updated automatically. In a manual system, data may have to be entered
twice or more.

B Documents such as invoices, credit notes, statements and remittance
A Figure 2.3 Spreadsheet software can be advices can be produced easily and quickly.

programmed 10 make calculations B Accounting records are updated in real time, so they accurately reflect

customers’ accounts. This enables remedial action to be taken if necessary.
SUBJECT VOCABULARY

: : B Management information can quickly be made available in report form, for
back up to make a copy of information o Eint - ickly b d ilable i et f
stored on a computer example, aged trade receivables and trade payables analysis reports.

B A system connected to the internet can make financial transactions
electronically.

DID YOU KNOW?
Data must be backed up

reQUIarl}' based on the needs of m Documents can be shared online, or scanned and saved, reducing filing
the business. space.

B Resources can be used more efficiently, for example, by needing fewer
accounting staff.

DISADVANTAGES

B Installation can be expensive. Ongoing maintenance and updating costs
can also be high.

B The introduction of the system will affect most other areas of the business,
which may lead to considerable disruption. Staff may also be resentful of a
new system.

Staff will need to be trained to use the system. There will be training costs.
System downtime can be very disruptive.
Data back-up at regular intervals is essential.

Fraudulent access can seriously affect the business’s operation and its
profitability.

Security measures are vital. For example, passwords for staff and protection
against viruses and hacking.

B There are health risks associated with the use of computer keyboards and
screens. These include eyestrain, back problems due to poor posture, and
muscular fatigue in the arms and wrists from keyboard use. Regular rest
intervals away from workstations are essential.
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b PROBLEM SOLVING

CASE STUDY: MONITORING INVENTORY USING IT

A This business imporis motorcycle components to make up and sell as motorcycles.

Ahmed owns a small manufacturing business in Colombo, Sri Lanka. The
business imports motorcycle components from all over China and India.
Ahmed then manufactures the motorcycles to sell in Sri Lanka. Ahmed
sometimes struggles to keep up to date with all his inventory as he can
receive up to 10 deliveries a day and the boxes aren’t clearly labelled.
Ahmed doesn’t employ a lot of staff so these boxes of components

may not be opened for days and are not organised in a specific order.
Ahmed needs to monitor his inventory levels as he sometimes encounters
problems when he runs out of parts or cannot locate the components he
needs. Produce a presentation to show Ahmed why he should introduce
an IT inventory system to monitor his inventory levels.

2.4 DATA LOSS

Protection of data is vitally important to any business for reasons of record
maintenance as well as access and security.

It is important that data held on a computer is saved regularly, and protected
against data loss. Electronic data can be stored by different methods; for
example, on a hard drive or a memory stick. Both of these types of storage
devices can be encrypted or password protected. This would stop access to
the data if the devices were lost or stolen.



