How to Pass
Ql Anf i ol
Book-kéeping ST
TR

4RE  Keith F PBird

FIRST LEVEL

The Official LCCI Examinations Board Guide
I AN P AT D EAT 1t
S &+ ;2



How to Pass
fun o] 8 i
Book-keeping
PARES

First Level

(—)

Keith F Bird

MSc, BSc (Econ), ACIS
LCCI Chief Examiner in First Level Book-keeping
and Second Level Book-keeping and Accounts

L[¢

Ch

EXAMINATIONS
BOARD




London Chamber of Commerce and Industry Examinations Board
Athena House

112 Station Road

Sidcup

Kent DA15 7BJ

United Kingdom

First published in 1995
Reprinted 1998, 2001

© LCCI CET 1995

British Library Cataloguing-in-Publication Data
A CIP catalogue record for this book can be obtained from the British Library

ISBN 0 7121 0865 3

All rights reserved; no part of this publication may be reproduced, stored

in a retrieval system, or transmitted in any form or by any means, electronic,

mechanical, photocopying, recording or otherwise without the prior written
. permission of the Publisher. This book may not be lent, resold, hired out or

otherwise disposed of by way of trade in any tform of binding or cover, other

than that in which it is published, without the prior consent of the Publisher.

This is the only book endorsed by the LCCIEB for use by students
of this LCCIEB examination subject at this level. No other book is
endorsed by the LCCIEB for this subject at this level.
109876543

Typeset by Land & Unwin (Data Sciences) Limited
Printed in England by Clays Ltd, St Ives plc



BHERRE (CIP) T

W i o D — %/ (3E) {HTE Keith F Bird %
%= —M. TTHREF KL, 2003.10
(B IHESEREDERER)
ISBN 7 — 80677 — 568 — 4

L. M.{A- M. 2% -2in-BREH%
- B¥SEHH -3 V.F230

o [ p A B B4 CIP $iE%F (2003) 36 089897 5

& #2 7= B3
AEHEFERARK FEFHREEFEARE KR REHF
T, RENETHLHFRUETFBREAFKEE
BARHZERE: 19-2003-331 %

I | e O TR RS 115 5 4)

Z8 | TR EATER

ENR | TTRBERFEENRERAT (SCREEERTHRK)

FFAs | 889 ZH x 1194 ZEX  1/16

E5k | 20

FH | 462 000 F

JRYK | 2003 4F 10 A58 1 kR

EPIR | 2003 4F 10 A58 1K

Ep%L | 1~3 000 #t

F5 | ISBN 7-80677—-568—4 | F « 935

FEH | 50.00 TG
WMEMENEFRB R, FmplE, E5RNTBERER,

RATERMuAE: TN AT 111 S4HEH#H 107 8
Hi%: (020) 83780718 83790316 HRE4AG: 510100
BRW Al : MRS EBEHR D 29 BS540 WRER4RAS: 510100
(THREHEBRITHL)
AFt R www. sun — book . com




LCCIEB &

LCCIEB (EJ London Chamber of Commerce and Industry Examinations Board %
ERRTHLLRRNELHEE) REGENEZ RN, SRAT 1890 4, HHIE
ZAEHR 1 90 ANEFRHX WL T kAL, HRILIRE LFER KRS, IR H
¥H%. §FEM3 H. 4 A, 6 A, 11 AEHARMEBITERE—F K, HEER
HEME—IFE. 4—KiE. LCCIEB FTAAMAE BERBITERKMAEEEKZ
FIYEAN, FERRAERE. MER. BRI, FE=. FHmEMEEhXE—
HEH “KEUETIE” M%E%¥. LCCIEB iF BiERIGI K FBEZMNELHZ —.

LCCIEB #£H E

LCCIEB T 1995 F#AFHE, HAENHEZXEEHR (NEEA) &KilKEHH
ErrtE BB R R, HITEESE B M REETRAF RS, FROE RS
WHEH. AHS. CHMMEEHANKRE. HPET 2 RFEM ML S
HEAFH, B 6 A+ Hid%¥—% (Book-keeping Level 1), #Hid 54114 "4

(Book-keeping & Accounts Level 2). &% =% (Accounting Level 3), EE 2t
22 = 4% (Management Accounting Level 3). A&7 . =% (Cost Accounting Level
2+3). BF Gt —. =% (Business Statistics Level 2+3).

HBTHRELER, EXEERINIFIMEE: www.lcciebchina.com ; www.lccieb.com

LCCIEB 51k 3k

FEEMA WTO, #h#ak7E B EMMEERE A, Hk, fEFENSH
A2 1E B Bk B [ Bl F R U#ERY LCCIEB £ ER A A K E 2 HFBk. LCCIEB ¥ AR FF
BB EEARBML A KT



#in%¥—% (Book-keeping Level 1) j& LCCIEB & it £ HBIAITREE. X[
B E SRSV MR, BRSO RMKE &, S E_—TTRAREIE
SMEN, ARERAFEEY . B —HARNSUHIRRNERNH, ¥
B R B & g BN E L SRR AIBES .

L.

S ER—HRE TR, 577 WA e -
i B=RA+F.

8 e E—R L ES R AR KW 55K E , BRSNS, Kl
A o
RS —H T K B B B 7385 KA FF SR X m .

4. KK, Bidlk—HBINERZ S iC R AN KE T HREK.

10.

11.

- BRAT RBUREY

VK. HERRE—EE R T RO KRRITE. FREHANFRE NS

FAG A5, LLRIE R 754
BHEA T B AR A R EFERATIR S, JUER TA
FRZIE—REBRICE . REE . MREBASCEREAE AN AT

M.

- BB IH——2ARR &R MR A, FRAGCR TR, 5

PRI IH BEFE K B b R R Y B8 7 A SE PR ERAE

R BEMR—IRE AT B AR, B LA RE AR SR 43K
FFAE BB oL FAENK B B BT R

NATFTU & HEE—KE S AR NS AR REZHWMTHRAERXAN
B, ERCR—MEMSR—NA, KRR BN E. kR
Rrog X AR, T4 MRS ES

Bia kR R —EIERRBRA R B A . HEAF B — L6 P4
WK iR, IR R L —ERE AR BARTRRE.

ik AERMBE = NIRRT AR AR LR AR IR
T RIS T BRI SR S I e AL I AR R

RAF R SR A — AR EFH R R —X RN AR RESETIHIES
A AR T BIAN2



Introduction

You are starting on a course of study in book-keeping and accounting and
we can assume that your immediate objective is success in one or more
LCCIEB examination.

Longer-term objectives will vary. Some of you will be preparing for future
careers. Others, already working, recognise that a better job depends on
improved knowledge, evidenced by a formal qualification. Yet others may
have the longer-term aim of setting up and operating your own business.
These readers rightly recognise that just to survive a knowledge of
accounting is essential.

For the purposes of this book it will be assumed that you are about to set
up and run a small business. This has the merit of focusing on the
accounting needs of business organisations, whilst keeping in mind the part
that accounting plays in the firm as a whole.

A key requirement for success, especially as the business expands, will be
keeping suitable, effective records.

Book-keeping is the systematic recording of what a business owns, what it
owes, its expenses, its income, and the results in money terms of all its
activities. The records need to show:

@ changes from day to day

@ totals per period of time, eg total annual sales, yearly profit.

Records are necessary for control, eg ensuring that adequate money is
available to meet the needs of the business, as well as for planning the
future of the business and thus to make decisions. To meet these purposes,
the records must be meaningful, accurate and reliable.

In each accounting situation or problem it is fundamental that it is clear
about whose accounts you are looking at or are involved in. As a business
person, in your mind you must separate the affairs of the business from your
personal activities. This is so, even though in the last resort you may have
to use your private money to settle the outstanding debts of the business. A
good understanding of accounting can only help to make such an
unfortunate situation unlikely.

This book takes you progressively through the first stages of book-keeping
~ and accounting. It is essential that you work the questions at the end of

vii



Introduction

chapters. Worked answers are provided to many of these questions. Other,
abbreviated answers are provided at the back of the book. To obtain full
benefit, it is vital that you make at least a serious attempt at answering the
questions before referring to any solutions. Brief guidance notes on
answering the questions are provided in some cases. Remember that careful,
methodical study is the basis of success in your examination.

Success in your examination will also depend on suitably translating your
knowledge of the subject into effective answers. To assist in this, sections
on examination technique are included at the end of several chapters. These
highlight points of subject matter and presentation which require special
attention in order to achieve examination success. In addition to this,
‘Preparing for and sitting the examination’ on pages 272—6 deals with
pre-examination preparation and key points in sitting the examination.

A recent LCCIEB question paper is also included on pages 277—81. This
should be worked, under near-examination conditions, only after thorough
study of the book and working through the various exercises.

Additional reading

viii

The boxed items which appear at the beginning of each chapter refer to the
published syllabus which can be found in the Guide to LCCIEB
Examinations. These items can be used as a checklist for lecturers and
candidates to chart their progress through the syllabus.

In addition to this book, study of the Extended Syllabus and recent
Examiner’s Reports will help you to appreciate the depth to which items
listed in the outline syllabus will be tested and what the Examiner is
looking for. Both of these publications can be obtained from LCCIEB,
Marlowe House, Station Road, Sidcup, Kent, DA15 7B]J, UK.

Intending candidates are also advised to obtain copies of past question
papers from LCCIEB, for practice examination purposes.
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The accounting equation

After carefully studying this chapter, you should be able to:
1 understand the nature of ‘the accounting equation’;

2 appreciate the basic contents of a balance sheet;

3 understand the effect on the balance sheet of various business transactions.

The resources of a business

To run your business you will need to have resources. You may start with
cash only and use that to purchase other resources. Alternatively, you may
put into the business various assets which privately you already own. Thus
you may put into the business not only cash but also a motor vehicle and
some office furniture. The resources of the business are termed ‘assets’.

At the start it can be said that
Assets of the business = Assets provided by the owner
Remember that here the concern is with book-keeping for your (or any

other) business, as distinct from your personal, domestic matters. ‘Assets
provided by the owner’ is given the term ‘capital’.

So for the business
Assets = Capital

If, initially, you put into your business the three suggested ‘assets’ you might
then show the following:

£ £
Office furniture 600
Motor vehicle 4,800 = Capital 6,000
Cash at bank 600

6,000 6,000

|
|



Book-keeping

This is what is termed the ‘accounting equation’. The two sides will
always be equal to one another. Assets cannot exist in a business unless
some person (or persons) has committed to it money (or other resources)
amounting to the same total sum. In a sense, the business is responsible to
the owner(s) for the amount of the capital.

In practice, people other than the owner will provide some of the
resources, perhaps enabling other assets to be obtained in due course. They
may do this by lending money to-the business. The ‘equation’ could now
appear like this:

£ £
Office furniture 600 Capital 6,000
Motor vehicle 4,800 Loan from T Wells 1,000
Cash at bank 1,600 .

7,000 7,000

Any amounts owing to persons other than the owner are given the term
‘Labilities’.
The equation now reads:

Assets £7,000 = Capital £6,000 + Liability £1,000

The equations shown above are a form of ‘financial statement’ termed the
balance sheet. The previous statement might appear as follows:

L Wang
Balance Sheet at 1 September Year 5
£ £
Office furniture 600 Capital 6,000
Motor vehicle 4,800 Loan from T Wells 1,000
Cash at bank 1,600
7,000 7,000

Note the important word ‘at’ in the heading. The balance sheet is likened
to a snapshot photograph of the business, at a given moment in time.

The activities of the business will involve ‘transactions’, eg the selling of
goods, and it is helpful if you trace the effect which these might have upon
the balance sheet.

The purchase of an asset with payment by cheque

On 4 September Year 5, L Wang buys a computer for £1,000, making
payment by drawing a cheque upon his bank account.



The accounting equation

L Wang
Balance Sheet at 4 September Year 5

£ £
Office furniture 600  Capital 6,000
Motor vehicle 4,800 Loan from T Wells 1,000
Computer 1,000
Cash at bank 600 L

7,000 7,000

Here the effect is upon the assets side only: the equality between the two
sides overall is unchanged.

The purchase of an asset on credit

‘On credit’ means taking ownership of an asset now but paying for it at a
later date. If on 7 September Year 5 L Wang were to buy some goods on
credit from F Denyer, this affects both sides of the equation.

L Wang
Balance Sheet at 7 September Year 5

£ £
Office furniture 600 Capital 6,000
Motor vehicle 4,800 Loan from T Wells 1,000
Computer 1,000 Creditor — F Denyer 700
Goods ' 700
Cash at bank 600

7.700 7750

The total assets owned by the business have increased by /700 whilst
liabilities have also increased by /£700. F Denyer is owed £700 and is
termed a creditor.

The sale of an asset with immediate payment

On 15 September Year 5, L Wang sells some of the goods which had cost
A£300 for the same amount. He receives a cheque in exchange and pays this
into his bank account.

L Wang
Balance Sheet at 15 September Year 5

£ £
Office furniture 600 Capital 6,000
Motor vehicle 4,800 Loan from T Wells 1,000
Computer 1,000 Creditor — F Denyer 700
Goods 400
Cash at bank _ 900

7,700 7,700



Book-keeping

Once again, one side of the balance sheet only is affected.

Sale of an asset on credit

On 21 September Year 5, L Wang sells goods which had cost £200 to
D Stone ‘on credit’ for the same amount. This means that the £200 is due
to be paid at a later date.

L Wang
Balance Sheet at 21 September Year 5

£ £
Office furniture 600 Capital - 6,000
Motor vehicle 4,800 Loan from T Wells 1,000
Computer 1,000 Creditor — F Denyer 700
Goods 200
Debtor — D Stone 200
Cash at bank 900

7,700 7,700

Equality is maintained between the two sides, this time by a switch of
amounts within the asset side. You will note that D Stone, who owes
money to the business, is termed a debtor.

Paying an amount owing

On 26 September Year 5, L Wang sends a cheque for £400 to F Denyer
towards the amount owing.

L Wang
Balance Sheet at 26 September Year 5

£ £
Office furniture 600 Capital 6,000
Motor vehicle 4,800 Loan from T Wells 1,000
Computer 1,000 Creditor — F Denyer 300
Goods 200
Debtor — D Stone 200
Cash at bank 500

7,300 7,300

This time the two sides move in sympathy with each other as the
withdrawal of funds from the bank is matched by a reduction of creditors.
Total assets owned have fallen but so have liabilities.



The accounting equation

The receipt of money from a debtor

On 29 September Year 5, L Wang receives a cheque for £200 from his
debtor, D Stone. He pays the cheque into his bank account.

L Wang
Balance Sheet at 29 September Year 5

£ £
Office furniture 600 Capital 6,000
Motor vehicle 4,800 Loan from T Wells 1,000
Computer 1,000 Creditor — F Denyer 300
Goods 200
Cash at bank 700

7,300 7,300

Once again the changes involve only the switch of assets, with liabilities
unaffected. The total amount of assets owned remains the same.

These simplified examples show the two effects of any one transaction.
Sometimes it means that both sides of the equation increase by the same
amount. At other times the effect is restricted to the asset side: one asset
increasing but another one diminishing. Always, however, the two sides
should be equal to one another.

A combination type transaction

Here the effect on one side will be matched by a combination of two (or
possibly more) effects on the other side.

Suppose that buildings are bought for £20,000, with payment £4,000 by
cheque and the other (16,000 obtained by borrowing from Western
Finance Company.

Then
Assets Liabilities
£ £
+20,000 Increased through the Increased by the
addition of buildings amount owing to
Western Finance +16,000
- 4,000 Decreased by the fall Company
in the bank balance
16,000 16,000

Remember to keep clearly in mind the equation

Assets = Capital + Liabilities
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You can, of course, express this alternatively as
Assets less Liabilities = Capital
Either way, it follows that if you know any two of these three elements,

you can easily calculate the third.

It is important that you have a good understanding of this chapter. Re-read
it as necessary. Then work the following exercises: these are aimed at
clarifying points and strengthening your understanding.

EXERCISES*

1.1 Insert the missing figure in each of the following:
Assets Capital Liabilities
£ £ £
(a) 1,260 940
(b) 3,200 750
(c) 5,800 920
(d) 7,840 4,910
(e) 9,000 0
1.2  You are presented with the following data:
Assets Liabilities Capital
£ £ £
11,970 2,394 11,576

What comment would you make?

1.3 List the following items and alongside each write the word ‘asset’ or
‘liability’ as appropriate:

— loan from T Masters
— debtor

— fixtures and fittings
— premises

— creditor

— goods

— owing to bank

1.4 Refer to the balance sheet of L Wang at 21 September Year 5. Re-write
this balance sheet, after taking account of both of the following transactions:

(@) Goods are bought on credit from J Pine for £400.
(b) L Wang draws a cheque upon his bank to repay half the loan from T Wells.

* Answers to Exercises are provided in Appendix 5 at the end of the book, apart from those
questions marked with an asterisk *.
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1.5 Draw up W Pentecost’s complete Balance Sheet from the following
incomplete data at 30 June Year 9. Your answer should include the missing item.

L
Cash at bank 2,614
Creditors 4,150
Goods 5,860
Fixtures and fittings 1,900
Debtors 3,750
Motor vehicles 4,200
Loan from D Galbraith 3,600

1.6* State the balance sheet effects of each of the following:

(@) the business borrows £5,000 from L Walpole and the money is placed in the
firm’s bank account

(b) a debtor pays £250 by cheque

(c) the business bought a motor vehicle on credit for £6,200

(d) the owner withdraws £160 from the firm’s bank account for his personal use

(e) goods are sold on credit for £840

(f) the owner puts a further £3,000 cash into the business. The money is
immediately entered into the business bank account

(g) a creditor is paid £290 by cheque

1.7* Complete the following sentences by filling in the missing words:

(@) The capital equation is:
less equals
(b) is a term used for the resources of a business
(c) A general term for amounts owing to/due to persons other than the owner is

(d A _____ is someone who owes you money after you sell to him/her on
credit

() A is someone to whom you owe money after you buy on credit

(f) The word in the heading of the balance sheet is linked to the idea

of the snapshot photograph.



