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It is a common complaint that, in many primary co-operatives, the
standard of book-keeping is poor. The need has long been
recognised for a basic, simplified system of book-keeping, for use in
primary co-operatives in developing countries, in order to help
improve that situation. The system described in this manual has
been specially designed to meet that need. It makes no claim to be
revolutionary, nor to advocate new techniques. On the costrary, it
is based on customary double-entry practice; its only claim is that it
is simple and that it works, and can easily be adapted to meet
particular local requirements.

The system was originally introduced in Botswana, where it has
been extensively field-tested and used ior many years, with
considerable success. In 1970, the British Ministry of Overseas
Development, in association with the Intermediate Technology
Development Group (ITDG), published three manuals based on the
system (one each for Consumer, Marketing, and Thrift and Credit
Co-operatives), which have been widely distributed and used in
cveral countries. The ILO International Centre fr. Advanced
Technical and Vocational Training at Turin used these manuals for
the book-keeping sections of their Co-operative Management
Training Courses. The original manuals have now been substantially
revised, to make them more suitable for training purposes, and
reissued as CEMAS/ICA publications. A fourth manual, for
Industrial Co-operatives, has been added to the original series.

The purpose of book-keeping is three-fold:

1 to maintain an accurate financial picture of the business, in such
a way, that the state of its finances can be simply, clearly and
accurately revealed at any time;

2 to make it possible for the accuracy of the accounts to be
quickly checked, to avoid errors or fraud;

I

to serve as a management tool by providing the information
required for decision-making and for planning future activities.

This system satisfies those criteria and, in dbing so, takes account of
the circumstances within which it has to be used, and of the essential
need for the book-keeper to know what he is domg and why he is
doing it. The intention is to provide a system which, while fully
adequate, in terms of good book-keeping practice, does not make
unnecessary demands on the user’s time, ability and comprehension.

The manuals have been so designed as to serve both training and
operating purposes. They may be used as handbooks for co-operative
teachers, as textbooks for students attending training courses, and
as working manuals for on-the-job guidance of secretaries and
book-keepers. They will be found of most value wherever training
courses, based upon them, are provided, and where, after the courses,
students are encouraged to use them on return to work.
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NOTE FOR TEACHERS

This manual describes a book-keeping system concerned with the
maintenance of ledger accounts up to trial balance stage. In the
final sections, a brief description of control systems and preparation
of final accounts is given in order to complete the sequence of
operations up to that stage, but these are deliberately not described
in detail.

As a follow-up to the present series, CEMAS/ICA is producing a
more advanced manual on Co-operative Accountancy, which extends
the system to the stage of preparation of final accounts and

budgets, to meet the needs of larger co-operatives.

When the manual is used for training purposes, it will normally be
desirable for the teacher to prepare and use his own exercises
(additional to the three in chapter 7, on page 48), and particularly
so when it is necessary to adapt these to the specific requirements of
local practice.
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1 Tntroduction

1.1 The marketing co-operative book-keeping system This type of operation requires that there is a reasonably certain

The book-keeping system described in this manual has been
prepared for use by agriculture marketing co-operative societies, or
other primary societies conducting similar trading activities. This
system uses the double-entry method of book-keeping applied to the
columnar form of accounts. All the entries for the financial
transactions involving the society are posted into a working ledger
and all the accounts are controlled in the main ledger. The system is
illustrate by practical examples of the typical transactions, forms,
accounts and records with which a co-operative society of this type
will be involved.

1.2 Objectives of marketing co-operatives

The objectives of agricultural marketing co-operatives will be stated
in their by-laws. Generally, they operate for the better marketing of
members’ agriculture produce or livestock. They can also arrange
for the supply to members of farm inputs, such as seeds, fertilizers,
and implements. Sometimes they even operate small consumer
trading outlets as well. Where funds are available, agriculture loans
are sometimes made to members.

1.3 Operations of marketing co-operatives

Marketing
There are two main ways of conducting the marketing operations:

1 The society makes an outright purchase of the produce from its
members. The price paid to the member will be that which the
committee of the society estimates the produce will fetch in the
market, less (at least) an amount to cover the costs of running the

society, including the costs of transporting the goods to the market.

When the society operates in this way, as the owner of the
produce, it takes the risks of loss, or damage. If the produce is
sold for less than the estimated price, the society will lose money.

market for the produce and that the society has considerable
amounts of cash available to tinance the purchase of the produce.

2 Inview of the risk of loss and the need tfor large sums of money
involved with the ouiright purchase of produce, an alternative
method of conducting the marketing Speratians is for the society
to act as an agent for its members. When the society operates in
this way, the member hands his produce to the society and is
given a receipt.

Sometimes an advance payment, based on an agreed percentage of
the expected proceeds of the sale of the produce received, is made
to the member. This again depends upon funds being available.

In any case, the main payment can only be made to the member
after the society has obtained the proceeds of the sale of the
produce. The society sells the produce for the best price that can
" be obtained. An agreed percentage to cover at least the cost of
running the society is then deducted as a commission, or levy,
from the proceeds of sale and the balance belongs to the member.

Farm inputs and consumer goods

These are purchased from wholesale suppliers, usually on credit
terms, and sold for immediate cash to members. Where the society
is able to offer loan facilities to members, sometimes loans are
advanced in farm inputs rather than as cash.

Loans

Some marketing co-operatives are able to.advance loans to their
members. This enables the members to bridge the gap between the
sowing season, when they need funds to buy seeds, fertilizers and
£quipment, and the time when the produce has been marketed and
the proceeds have been received.

Loans are generally advanced on the security of the expected crop,
which the members undertake to market through their society. In
this case the society deducts the amount of the loan advanced,
together with any interest due, as well as the commission and any



advance, from the money it receives for the produce, and pays the
balance to the member.

Loans can, of course, only be available to members when the society
itself can obtain the funds for these. Where there is, for example, a
co-operative bank or other development bank providing the society
with these funds the society can in turn provide this service to
members.

General

The business operations are financed from funds obtained from
members, from funds borrowed from outsiders, and by making use
of credit facilities available from wholesale suppliers. The society
trades as efficiently as possible to cover at least the costs of the
operations and to provide for reserves to give financial stability to
their independent co-operative enterprise.

When any net surplus remains, rebates are usually made to members
in the form of a limited interest on shares and as a bonus on their
trade with their society. As the society builds up funds and business
skills, so it will develop and expand to provide a wide range of
services, farm inputs and other goods to the members. These
developments stem from good co-operative business, recorded and
controlled by good book-keeping systems.

1.4 The book-keeper's job

This manual is about the work of the book-keeper and how this work
can be used in the control of the co-operative business enterprise.
The duties of the book-keeper will include:

(a) keeping complete and accurate records of every financial
transaction in which the society is involved

(b) checking the accuracy of these records at regular intervals

(c) preparing final accounts and a balance sheet at the end of every
financial year, ready for audit and later consideration by the
committee and the members

1.5 Importance of book-keeping

The members are the owners of the society. They need to know how
their business is doing and how their funds are being used. The
members elect a committee to direct and control the affairs of their
business and a manager is appointed to run the day to day operations.
This committee and the manager need information on the operations
of the society to be able to make decisions and to take managerial
action. Members, committees and managers require that the
information they get is complete, accurate and up to date. The
book-keeping system in use must therefore show:

(a) How much the society owes. These are its liabilities and
indicate the source of the funds in use in the society.

(b) How much the society owns. These are its assets and show the
use being made of these funds.

(c) Whether the society has financial stability and is able to pay its
debts as they arise.

(d) Whether the society is operating efficiently, covering its costs
and providing a net surplus.

In most countries there are laws which require that co-operatives
keep proper books and records. This underlines the importance of a
gcod book-keeping system. In this manual, the system described
will meet the needs of members, commitiees, managers and the
main requirements of most co-operative laws.

The examples in this manual will be related to a society marketing the
produce of members on an agency basis. The society also supplies
farm inputs to members and has a small consumer outlet. Agricul-
tural loans are made to members. The basic book-keeping system,
using the working ledger and the main ledger, can be expanded or
adapted to meet the needs of societies having several trading units or
several separate trading activities. In many cases these expansions or
adaptations will merely involve the opening of more columns in

the working ledger and more pages in the main ledger.
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2.1 Double-entry system 2.2 Trial balances

The book-keeper can check that the books balance by the preparation

Book-keeping is concerned with correctly entering permanent written
records of financial transactions into the books of account of the society.

A financial transaction arises in the course of the business when there is a
transfer of money, or something having a money value.

These two sentences give a clear definition of what book-keeping is,
and it is useful to have them in mind. Examples will be considered
later when the working ledger is examined.

In every financial transaction there are two aspects. There is the
imparting (giving) of the benefit transferred and there is the
receiving of this benefit. This imparting and receiving takes place
between the accounts in the books of the society. The double-entry
system of book-keeping is used to record this transfer between the
imparting account and the receiving account.

In this system details of the money, or money value, of the benefit
transferred are recorded twice into the accounts of the society. The
account which imparts or provides is credited (CR) and the account
which reccives is debited (DR). For every credit entry there must
be a corresponding debit entry and, vice versa, for every debit entry
there must be a corresponding credit entry.

When there has been corresponding postings made into the books of
account they will balance. The debits will equal the credits. In this
way the balancing of the books is similar to the balancing of a beam-
scale. When the goods in one pan of the scale are the same weight as
the metal weights in the other pan, the scale will balance.

of a trial balance. These are statements prepared after the posting
of the debit and credit entries have been completed for a given
period. They show the list and total of all debits and a list and

total of all credits. Since all entries of any financial transactions are
recorded twice, once as a debit then correspondingly as a credit, the
total of all debits on the trial balance must be the same as the total
of all the credits. If these totals do not agree with one another then
an error has been made. The book-keeper then must check all the
additions, then all the postings, for a trial balance must balance.

The book-keeper will be concerned with two trial balances:

1 Working ledger trial balance

The working ledger, shown in Example 1, contains the debit and
corresponding credit entries for all the financial transactions. These
entries are made as they arise into the records of original entry, then
at the end of every week they are posted from these records into

the working ledger. The working ledger is closed off and balanced

at the end of every week after these postings have been completed.
This is checked by the preparation of a trial halance of all the

debit and credit totals of entries to be made from the working ledger
into the main ledger. This trial balance is shown in the working
ledger in Example 1.

2 Main ledger trial balance

The main ledger shown in Example 2 contains the balances on the
various accounts of the society. Aftf:r the debit and credit entries
have been made from the w ! .-ledger, the new balances on these
accounts in the main ledger a - asght:ined. Then a trial balance of
all the debit and credit balances in the main ledger will be prepared
to check that the main ledger balances. This trial balance 1s shown
in Example 23, page 38,




2.3 Records of original entry

The essential books and records used in this book-keeping system
are outlined in the sections which follow. The entries to be made in
them flow from the initial entries made into the records ot original
entry. These entries are made immediately the financial transactions
occur. They become the source of postings to the ledgers. In the
marketing co-operative the following documents are used to record
the original entries (see list of examples).

(a) receipts and payment vouchers
(b) produce receipts and proceeds forms
(c) invoices and credit notes

(d) cheque books, bank paying-in books, and the bank statement
for bank charges

(e) cash sales receipts

These original documents can either be specially printed, or standard
forms, available from most stationers, can be purchased and adapted
to the specific needs of a society. All unused original documents
should be kept safely locked away and be consecutively numbered
to assist in their control.

The forms and records shown as examples in this manual include
entries obtained from the exercises on page 48.

In a society, details of individual transactions are always posted
into the records of original entry on the date on which they occur.

2.4 Working ledger: Example 1

This ledger combines the functions of the traditional cash book and
the journals. It is a summary ledger. Details of all the financial
transactions of the society are posted from the records of original
entry into the working ledger. This is kept on the double-entry system,
so that for every debit entry (DR) there is a corresponding credit

entry (CR).

This ledger is a columnar cash analysis book which is usually available
from a local bookshop and the columns are headed by the book-
keeper as required. Two separate cash ruled columns, one for debit
entries, the other for credit entries, are kept for each type of account.
The number and type of separate accounts kept by a society will
depend upon its own particular needs and circumstances.

This book shows the typical accounts which need to be kept. To
avoid this ledger containing many columns for accounts which are
not used frequently, two columns headed ‘Other Accounts’ can be
opened. Then debit, or credit entries concerning these accounts can
be posted into these columns, but are posted into their separate
accounts in the main ledger.

As entries are made into the working ledger from the original records,
they show the date of the transaction, the details and any reference
nuimber trom the original record. Then the appropriate debit and
credit entries are made into the columns provided. All of this
information is shown on the same line for each transaction. At the
end of every week the working ledger is closed otf and balanced. The
totals of the debit and credit entries then to be posted to the main
ledger are first checked by the preparation of a trial balance. See

the working ledger (Example 1, page 6).

The working ledger, shown in Example 1, has been posted from the
summary of the financial transactions for the whole of 1975, and all
of these entries are dated as December 31 (see Exercises. page 48).
When used in a society, the working ledger will have daily postings,
and it will be closed off, totalled and balanced every week.
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Week no 52 Ending 31
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L r 3. loans o memberg — caal L | %00 . ‘ : :
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R Sociely loan Aepacdl ’ ’ { . 50 .
" ¥ . Socely lbaw wlerest b , | ‘ | » . « : 40
L " u . Reczved produce proceeds | | 7000 , 4 T |
v 3 Cashod own clogue L a0 | 4o20 | ; J v ;
© % Pad produce proceeds o He20 : 4620 | ; % . ; |
v 13 FProduca pPlOCaedA %ar loans , | ; , QIO3D | : : : ‘ ;
© 3. Bad dibts- membess’ loant P I i | 2
TOTALS 70 MAIN LEDGER g;ggso §310 |9050 €030 |6650 7000 . $00  looo IJoe 2000 | S€0 ! lo2 300
Accounds no N 12 ' 2 3 - S S S 5 s fe 67
; ! ! j ; ; I i :
Example 1
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2.5 Main ledger: Example 2 CASH ACCOUNT (in ledlger) No 1
For the purpose of this manual Example 2 shows the accountsrolf the Dats Detail Rof e e I gdance.
society together. In the main ledger of a society a separate page is 1975 no ‘

kept for each account as shown in Example 2(a). This example shows
the cash account, included within Example 2, as it would appear on
its separate page in the main ledger of the society.

Jan. 1 Bolances Grom balance sheck b} o2& 5 00
Y7 Enbies from workiag bdge 6 1000 So 950 61 pp ok 89

"o 7 2002 6 226 14 PR ho
Since they are posted from the working ledger, these accounts will wooar . . .9 260 29 $60 00 DR 4 2o
be kept in the same otder as they are kept in the cash ruled columns of T C 0 %0 0o Y00 o e 101 20
the working ledger. The pages kept for each account are numbered : ) e se
consecutively and contain columns for the date, the details, the : » :}/QL 50 § 5740" Example 2(a)
reference number and then three cash ruled columns. In the first cash Dec 3 Assek & balance shaet 73 ; 5500 ’
1976 | | ! ‘
Jan i a Yrar Chaot! b/g | ! : -
Example 2 | ! |Balances Jrom balanca chact b : W 5500
MAIN
Dote Detail Ref | Cash, ‘ 2
1975 ¢ M0 DR R Balance] DR |
Jan . 1 | Balances gFrom.  balance shack b/} DR IS |
Dec . 31, Enties Jrom wo,\Je,.'nﬁ e dger /52 3850 %810 WS | 9050 |0
» 31 . Stocks to end <y | I |
i . : : i i
” 3t Goods roececved nst  cnuoicod. /3| ; |
” 3t Cagdits Gutsbandmﬁ § c/g; : |
. :_ 37 Othor Expemses /o/uzpcu:oL C/ 'S | ! w
» 3/ ; Pupa@ expenses ,w\.a.,baioL cf 3 g i | :
- 31 nterest  accawed NN ;
” 3 Depireciodion. charge and. prouision |
. 31 _Income amd expendlitine +to trooling occounk !
. 4 i ~J
o 3 Tra,n_sgea, nek swplut from tra.dmﬁ account 1’
» 31 _Assets and lLiabcities to balance sheek </} 55 | 20
1976 o
Jaw l [ Balavices g-mm balance sheekt b/¢ DR 55




ruled column, debit (DR) entries are posted. In the second the 2.6 Members’ share and deposit ledger: Example 3 (page 10)
credit (CR) entries are posted. The third colun.n contains the o ) ) ) ]
running balance, prefixed to show whether it is LR or CR. Within this ledger a separate page is kept in share number order, for
each member. These records can be kept in a loose-leaf ledger or on
At the end of every four weeks the DR and CR balances in the main a card system with separate accounts for each member, The share
ledger are separately listed on a trial balance, Example 23 (page 38). and deposit transactions are posted to this ledger from the details of
This checks that the main ledger balances. Also at the end of every their original entries after these have been posted to the working
four weeks, after this trial balance is prepared, the menthly report ledger. At the end of every four weeks the individual balances for
to the committee in Example 26 (page 41) is prepared. At the end shares, then deposits, are sepe}rately add-listed. The resultm_g share ‘
of the financial year the trading account for the year together with total then has to be agreed with the CR balance for shares in the trial
the surplus disposable account and balance sheet, Example 29 balance of the main ledger. The resulting balance for deposits is
(page 46), will be prepared. agreed with the CR balance for these in this trial balance. Sometimes
a separate loan ledger will also be kept for members; this will depend
on the volume of loan transactions of the society.
Ixample 2 continued »
LEDGER
ank 3 Produce 3 4 Farm inputs ~ § Consumu trade & Expesnses 7 Fixed. asseks
R  Balance DR CR Balance DR crR Balance DR CR  Balonee DR (R Balance DR CR  Ralance]
| DRl | ‘ DR 300 ‘DeooO R 20 DR 3000
T' DR 20k 6650 W00 R3O = %00 looo DR oo 1700 2000 MR 300  5%0 102 De 4Sg 200 ‘DR 3200
; 200 R 100 750 (R 450
f 50 ‘CR 4oo
50 (R ISO _f
| 50 DR 40%
. 50 DR 3s8
2 ;DE 360
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2.7 Members’ trade ledger: Example 4

Within this ledger a separate page or card is kept in share number
order, for each member. Sometimes the members’ trade records can
be kept within the share and deposit ledger so all the transactions of
each member are shown on their own separate page or card. The
purpose of this record is to enable all the trade transactions made by
the member with the society to be summarised. This enables the
trade of a member for a financial period to be totalled for each class
of trade (Example 4, page 12).

This will enable the calculations and distributions of any net surplus
as a bonus to be properly made. Postings to this ledger for produce
sold through the society are made from the produce proceeds forms
(Example 12, page 21) after their details have been posted to the

working ledger. All entries for farm inputs or consumer goods
bought from the society are made trom the cash sales receipts
(Example 17, page 24) made out as these items are sold.

At the end of every financial period all the columns in the trade
ledger are added to show the trade of each member. These totals are
summarised using the members’ trade summary, (Example 21,

page 32) which has similar column headings as in the trade ledger,
except that the ‘date’ column will be used for the member’s name
and share number and columns for the bonus are included. Totals
should be agreed with the main ledger 1otals of trade — shown in
the trial balance and the trading account.

————w

rs 14 Invest ments - 15 Socelty (oans : 16 Surplus 17 Resenve fund 18 Eolucalign
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2.8

Example 4

MEMBERS' TRADE LEDGER
Name & member : Jﬂnﬂbudj Share ho - 22
= ! : !
PRODUCE FARM INPUTS Concumar
Dals ;Eecurt; Fortilizer Seads | tade
ho | | | | Value
1915 Quantity | Value Quantity Value Quonsty Vokuo
_Mqﬂ 5 16 10 10 ‘ | loo
Jidj o 27 : 5 35 ; . . 20
Ddec M 4o s 1o 2 | o4
jom:s ™ SummARy 1S (0s i 5 o 2 4 » 120 »
T
i |

Creditors’ ledger (accounts payable): Example 5

Creditors are suppliers who are owed money by the society for farm
inputs, consumer goods or services supplied on credit terms to the
society. In this ledger a record of the transactions of the society
with these individual suppliers will be kept.

A separate page will be opened for each of these suppliers. These
pages will be kept in surname alphabetical order. These pages contain
columns for the date of the transaction, the details and the

reference number.

There are also three cash ruled columns. The first column is used

for debit entries (DR) for cash paid, discounts allowed to the society
and credit notes. The second is used for credit (CR) entries for
invoices. The third column shows the running balance, prefixed DR
when there is a balance due to the society, or CR when there is a
balance due to the supplier. Postings are made to this ledger from
the original records after their details have been posted to the
working ledger.

At the end of every tour weeks the balances in this ledger will be
add-listed to produce the net credit (CR) balance due to suppliers.
This total is then agreed with the CR balance for creditors shown
in the trial balance of the main ledger at that date.

Example 5

CREDITORS' LEDGER
Name & supplien - HONEST TRADEE LTD. Account no: b
Address : Warehouae Rel . Angtown Credct tam:j’j:{;a‘;;‘“"”
! :
bate Detail R pe (R Balanc
s " ‘ n ‘
Jam. [ Balasnce .b/% ; ‘ ice -y
Dec 3 Inwoices 51 , 2800 jt,egglfs
© 31 | Chegue 52 700 | |C£ us
v 131 Discounts 52 4o R 05
1 |

2.9 Debtors’ ledger (accounts receivable): Example 6

12

Debtors are customers of the society who owe money to the society
for goods or services supplied to them on credit. Generally, they will
be the purchasers of the produce, for in the main the - .embers will
pay immediate cash for the farm inputs or consumer goods they buy
from the society. The balances due from debtors will be kept as low
as possible and the society should try to obtain immediate cash even
for the sale of produce.

The debtors’ ledger contains separate pages for each customer who is
given credit by the society. Each page contains columns for the date,
details and reference number. There are also three cash ruled columns.
The first column is used for debit (DR) entries for invoices issued by
the society. The second is used for credit (CR) entries for cash
received or credit notes issued. The third column shows the running
balance, prefixed DR or, where the society owes money to the
customer, prefixed CR.

Postings are made to the accounts in this ledger from the original
records after their details have been posted to the working ledger.




At the end of every four weeks, the balances in this ledger are add-
listed to produce the net debit (DR) balance due to the society. This
is agreed with the (DR) balance for debtors, shown in the trial
balance of the main ledger at that date.

Example 6

DERTORS' LEDGER
Name dg customen I Gaadpaﬁa
Addrcss . 14 Bowmke St Hny’l:awn

Account no @ 4
Caoolit Euma:czuk—fdaf

1
|

| ol
R e R

1

Date

! Detail | Balance
- Ars no! ,
G 1 Galamee m e 20
Dec ; 31 Saley %523 50 jM i70
. E3, ' Caol 52 o Je 30
3 Procdicce U U0 e ‘ 5-2; 7000 ;I)E 7ogq
7000 !.DE 30

L i

3::%7/,@ 552 |
| | |

j

2.10 Other books and records

There are other books and records in use in the society in which are
entered the many details connected with the business operations and
controls. These will be described one by one as the accounts are
considered from section 3 onwards.

2.11 Other book-keeping terms
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Book-keeping is a technical subject. Technical book-keeping terms
are used in this manual as follows:

(a) Financial, or accounting, period

This is the period of time covered by the final accounts. This
period is often of one year ending on a date stated in the by-
laws of the society.

(b) Final accounts

These are prepared at the end of the financial period. This
marketing co-operative uses two final accounts.

(c) Trading account

This is one of the final accounts. It is a summary of all the
income and expenditure for the financial period. This summary
reveals the surplus or loss.

(d) Surplus disposal account

This account shows the proposed disposal of any net surplus.
It contains the recommendations of the committee on the
allocations for reserves, education, share interest and bonus.

(e) Balance sheet

This is a list of the liabilities and of the assets on a given date.
A balance sheet is prepared after the final accounts have been
completed at the end of the financial period.

(f)  Surplus and loss

The income of the society is earned from the sale of produce
on behalf of members and from the sale of farm inputs and
consumer goods to members. The expenditure includes the
payments made to the members for their produce and the
costs of purchasing and selling the inputs and goods. There is a
net surplus when income is greater than expenditure. There is
a net /oss when expenditure is greater than income.




{2

(h)

(1)

Liabilities and assets

Liabilities show what the society owes. They include inembers’
shares and deposits, reserve funds, surplus not distributed and
balances owed to creditors. They indicate the source of the
funds in use in the society.

Assets show what the society owns. They include land, buildings,
fixtures, equipment, stocks, investmernts, cash and balances
owed by debtors. They show the use being made of the funds

of the society.

Fixed assets are held permanently to be used to earn income
and include land, buildings, fixtures and equipment.

Interest and bonus

Interest is the distribution of net surplus that is based on the
share capital. In some by-laws this is called dividend.

Bonus is the distribution of any net surplus based on the trade
of the members. In some places this is called ‘patronage refund’.

Auditors

The auditor is a skilled accountant whose responsibility it is to
check and verify the accounts of the society at the end of the
financial year and at any other time as the registrar of co-
operatives may consider necessary. The auditor is independent
of the society and reports to the registrar and the members.

Internal auditors are elected under some Ly-laws by the
members at their annual general meeting. They are elected to
conduct regular checks for the members on the books, assets
and activities of their society. They report to the members at
the annual general meeiing.

14




3 Che wor/fin(g [a@ew

The working ledger is shown in Example 1 (page 6). This ledger is
posted at the end of every week from original records which are
prepared immediately the financial transactions occur. The entries
to be posted into this ledger are outlined as follows:

3.1 Cash account

(a) Security

(b)

Cash must be handled with the utmost care and wherever
possible only one person should be responsible for receiving

and paying all cash. This person should not be the book-keeper.

At all times cash, other than that which is in use in the cash
register (till), must be placed in the safe. The safe must be kept
locked and only the person so instructed by the committee
should hold the key.

The cash in hand should be checked from time to time by the

committee and the internal auditors appointed by the members.

The auditor appointed by the registrar of co-operatives will
also check this on his visits to the society.

Apart from the cash float, or other cash held to make expected
payments, all cash should be banked as-soon after receipt as
possible. The cash float is a set sum held back in the society for
change.

Cheques received

For book-keeping purposes all cheques, postal orders or money-
orders received by the society are treated as cash. Cheques
should only be accepted if prior arrangements have been made
with the manager of the society. Generally, post-dated cheques
(cheques with a date in the future) should not be accepted.

(c) Cash receipts
A receipt as shown in Example 7 must be issued whenever cash
is received.
Example 7
CASH RECEIPT
Number: ../2...
RECEIVED FROM: ... Smhe e
........ (Ink............... dollars and %‘Iu“ﬁ cents $195 .

LTD

New balamcz im Signed: ....! H jm ................................................

ast book 496 —
P °° Posted to working ledger page no .....20........c.......

The receipt will show the following details:
Cash receipt number

Name of co-operative society

Name of person paying the cash

Purpose for which cash received

Amount of cash received in words and figures

Date cash received

NN B W N e

Signature of person receiving the cash




(d)

(a)

Usually the receipt is made out in duplicate using a carbon
paper. The top copy is issued to the person paying the cash.
The bottom copy is kept by the society as the record of original
entry from which the working ledger will be posted as follows:

Date received

Detail ........... from receipt book
Refno ... receipt number
DR ..o cash account — with amount received
CR .o, imparting account e.g. debtors, shares
or other imparting account with amount
received.
Cash payments

A receipt, similar to Example 7 must be obtained, or a
payments voucher be inade out, in support of all cash paid out.
On the receipt, or payments voucher, the person receiving the
cash from the society will sign his name. From the rc<eipt, or
payments voucher, which forms the record of original entry,
the working ledger is posted as follows:

Date ............. paid

Detail ........... from receipt or voucher obtained

Refno ... receipt or voucher number

DR ....cccone. recewing account ie bank, expenses or
other receiving account with amount paid

CR ..o cash account — with amount paid

3.2 Bénk account

Current account

A current account should be opened at the nearest bank. The
bank will issue a paying-in book and a cheque book after they
have received a copy of the resolution of the committee to open
the account. The committee will also inform the bank of the
officers authorised to sign cheques on behalf of the society. The
bank will require specimen signatures from these officers. The
person appointed to handle the cash of the society will make
the deposits to this current account at the bank.
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(b) Bank deposits

(c)

Pages in the bank paying-in book are made out in duplicate and
the cash is taken to the bank. The bank will keep the top copy
and will stamp the bottom copy as the receipt for the snciety.
From this record of original entry, entries to be made into the
working ledger are:

Date ............. taken to bank

Detail ........... from the paying-in slip, stamped and
receipted by the bank

Refno....... number of paying-in slip

DR ... bank — with amount deposited

CR .o, cash — with amount deposited

Bank payments

Payments will be made using cheques from the cheque book
which should be kept locked in the safe. The book-keeper will
present the bills to be paid by cheque to the manager.

The manager should make out the cheques. The officers

of the society authorised to sign the cheques should only do
so after they have compared the cheques with the bills

for payment. The cheques are sent off to the creditors
concerned. The working ledger is posted from the cheque book
stubs:

Date. ... of cheque as shown in the stub retained
in the cheque book

Detail ........... name of creditor (payee) from the stub

Refno....... number of cheque

DR.....covcee. payee — creditor or other receiving
account with amount of cheque

CRucieciins bank - with amount of cheque




(d) Bank statements and reconciliation statement

From time to time the bank will send a statement showing all
the transactions posted to the account of the society by them,
with the used cheques. When these are received the following
procedure is undertaken:

1 The balance to begin on the statement is checked to ensure
that it is the same amount as shown on the previous
statement as the balance to end.

2 The cheque entries on the statement are ticked /) to
ensure that all cheques posteu on the statement have been
enclosed.

3 Items then remaining as withdrawals on the bank statement
are for such items as commission, interest, or cheque books,
as will be seen by checking the prefix number of the posting

with the number code shown at the bottom of the statement.

These bank charges are added and the total is posted to the
working ledger as follows:

Date ............. posted to working ledger
Detail ............ bank statement — charges
Refno........... number of bank statement
CR o, bank

DR .o, expenses — bank charges

When this entry and all entries in the working ledger have
been posted to the main ledger, the last balance shown on
the bank statement has to be reconciled with the last
balance shown on the bank account in the main ledger.

Cheques are sorted into their numerical order and ticked
against the entries which were made in the working ledger
when the cheques were drawn.

Deposits as shown on the statement are ticked against the
entries which were made in the working ledger when the
deposit was made.

The bank columns of DR — Deposits, and CR — Payments,
now show ticked entries indicating they have been posted
by the bank to the statement.
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9 The reconciliation is then prepared as follows:

Example 8

BANK RECONCILIATION STATEMENT

a8 at 3% Deamber 1975

Ly

Balance un bank on bank stolemant 1750| 61
ADD deposits im tramsit

(deposit entries in wowhﬂ Ca_c(ﬁa

het ticked J ad having begm shown

M bamk Statemowt) 65025

TOTAL 2400 |%6

DEDUCT Cheguts not prtiewteot

(duz?u_p, enbices i uaAJ&'n.ﬁ

(adau nst GickedJar /ta,um:y bean

Shown o bauk Stokemount) 360 |86
TOTHL'beLn.j bolance in bank Accounts in Qo4yo |00

macw ledges

10 Where an overdraft (red) is shown as the balance on the
statement, cheques not presented are added and deposits
in transit are deducted to produce the balance on the bank
account in the main ledger.

11 Overdrafts arise when cheques have been paid from the
account with the bank in excess of the funds held in the
account. The bank has then in fact made a loan to the
society. Overdrafts should first be arranged with the bank
manager. They should only be used for short periods, since
the rate of interest charged by the bank for an overdraft is
very high.




3.3 Produce account

This acccunt is concerned with the transactions arising from the
sale by the society as an agent of the members for their produce.
(a) Receipt of produce

A produce receipt must be issued as the society takes
possession of the produce being sold after this has been checked,
graded and weighed.

Example 9

PRODUCE RECEIPT
Receipt no: ... J6%..........

Name of member: ...........ccccciiniiiniiiannnnnne Membership no: .......c....

Number Description Grade Advance Total
of per advanced
bags bag
000 | loo {1000 o0
t B
‘ |
1000 Bags total TOTAL § _1000-00
Received: The above produce: signed: ...........cceveeeriieremeeee
Manager
Received: The above advance: signed: .........c... vcovverveeeenes
Member

Members must be fully advised by the committee on the terms
of agency sale before they hand possession of their crops to the
society. The terms must in any case be in accordance with the
by-laws of the society.

Where the society has the funds and is making advance
payments, these are also shown on the produce receipt. See
Example 9. These receipts are made out in duplicate. The top
copy is issued to the member. From the bottom copy, the
book-keeper posts the working ledger with the details of the
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advance: DR produce account, CR cash with amount advanced.
Then the book-keeper enters the details from the produce
receipt to the produce summary, as shown in Example 10.

The entries in the produce summary are made as follows:

1 The number and name of every member are entered from
the membership records.

2 The number of the receipt issued to each member is
recorded from the produce receipt.

3 The amount of produce received is recorded from the same
receipt.

4 The price per bag will have been agreed with the buyer of
the produce and the proceeds per bag will be calculated when
the total proceeds are received.

5 The amount of meney owing to each member can now be
calculated and will be distributed when the sale proceeds have
been received.

6 From this amount commission is deducted at an agreed rate.

7 Any balance on loans owing to the co-operative are entered
from the loan ledger or.record.

8 Any advances made to the member are entered from the
produce receipt.

9 The balance owing to the member is calculated. This is the
proceeds of the produce he has marketed through the
co-operative, less commission, less any loan balance owing
and less any advances made.

10 On the appointed day the member will bring his produce
receipt to the co-operative. The details are checked on the
produce summary and the member is paid.

11 The member signs the produce proceeds form, acknowledging
that he has received his money (Example 12, page 21).




Example 10

PRODUCE SUMMARY
D Pate : 311278
N 0 Number — Proceeds Total Less Lews Leas | Net casl.
Share wbj e"‘wt og Rer SWing to COMmLSS ram loasra advances due 4o
ba.gl bag merber at 5% . owing g membey
! A Ma.u'nge_ 4 lo 7 J0 3 50 o 50 lo v 46
2 L Wmng 10
3z Sikorski i6 (M"L so M)
4 ¢ Smide 18
S
6
7
8
9
| ToTAL | | 1000 7 | 7000 350 1030 1000 4620
i
J J
(b) Sale of produce Name and address of society
When the society sells the produce, the instructions Date ‘
given by the buyer as to delivery must be rigidly followed. Buyer and address
In all cases of sale an invoice in duplicate, from an invoice book Descrinti f prod
kept by the society, is made out to show the following details e?crxptlon oF produce
as in Example 11, page 20: Weight: number of bags
Pri




Example 11

INVOICE No: 62

BOUGHT FROM: MARKETING CO-OPERATIVE SOCIETY LTD
THE STREET
ANYTOWN Telephone number: 246

SOLD TO: Co-operatue Union Ltd
The Warzhowat

town.
Date: .5 075
Description Weight or number Price Total value
Al Sarghum 100k g 20 s ]‘oo ‘oo Lgo 7

Total due: \0o oo

Terms: Codh within 4 da.y,x af ayoice

The top copy is sent to the buyer for payment. From the
bottom copy the book-keeper posts the working ledger to show:

Date ............. of invoice

Details .......... name of buyer

Refno...... invoice number

DR ....coveeee debtors — with total of invoice

0F L SR produce account — with total of invoice

The details of the invoice will also be posted to the individual
account for the buyer kept in the debtors’ ledger (Example 6,
page 13).
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(c)

(d)

Receipt of proceeds of produce

As soon as the payment for the produce has been obtained
from the buyer, the proceeds are banked. Entries in the working
ledger are:

Date ............. of receipt of proceeds

Details .......... name of buyer

Refno....... receipt number

DR.......cceeee. bank - with amount of proceeds received
and banked

CR......oceee debtor — with amount of proceeds

received and banked

The details of the payment are also entered in the account of
the buyer, kept in the debtors’ ledger.

Payment to members

As soon as the proceeds have been received, the produce
summary is completed by the book-keeper. From this summary,
produce proceeds forms (shown in Example 12) are made out
for the members concerned and arrangements are made for
payments to be made to members. Cash is obtained from the
bank for these payments to be made.

The produce proceeds forms are made out in duplicate. The

members take the top copies with their cash. From the bottom
copies the book-keeper posts the working ledger as follows:

Date ............. of payment

Details........... name of member

Refno....... produce proceeds form number

DR .....cooin. produce account — with net cash paid to
member

CR...oovvvnn cash — with net cash paid to member




Example 12

PRODUCE PROCEEDS FORM

No: 9/
Name of member: .......ccooeveviiierecreieee e Share no: .....evveveeenne
Number of Weight/ Description Unit Total
bags grade proceeds | proceeds
1000 7 00 |1000|00

GROSS TOTAL |7000 ! 00

LESS DEDUCTIONS: |

Commission at 5% 350
Loan repayments | 030
Advance repayments 1000 |

TOTAL DEDUCTIONS |[2380 0O
NET CASH | 4620 |00

CASH RECEIVED BY ! .ovicivvvrecreneiecreeesrninene s e
Member Date: ...ocevvveereneene

Any loan balance owing is cleared by posting the working
ledger from the produce proceeds form as follows:

Date ............. of payment

Details............ name of member

Refno......... produce proceeds form

DR ....cceeeees produce account — with amount of loan

repayment deducted

CR oo members’ loans — with amount of loan
repayment deducted

The detail of the repayment will also be posted to the account
for the member concerned in the members’ loan record shown
in Example 22 (page 34). The members’ trade ledger (Example
4, page 12) is posted with the details of the sale of the individual

= «L

members of their produce through the society.

(e)

(a)
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Balance in the produce account

After all the proceeds have been received and all the payments
made to members, the credit balance on this account in the

main ledger should equal the commission charged to members
by the society. See calculation below referring to Example 12.

CR Entries = income from sales of produce Tooo
LESS:
DR Entries = Advances 1ono

Loan repayments iransferred 1030

Net cash to members 4620 6650
= CR balance = commission charged by society 350

3.4 Farm inputs account

Ordering inputs

These can include seeds, fertilizers, pesticides, empty bags,
twine, etc and farm implements. The advice of the agricultural
department officers should be obtained to ensure that the most
suitable inputs are available for sale to members at the time
required. The demand for most of the inputs will be seasonal.
Before the appropriate season begins, the manager should try
to obtain firm orders for, or reasonable estimates of, the inputs
required by members. The manager in consultation with the
committee must decide:

1 What is to be ordered

2 When the order should be made

3 Where the inputs should be purchased
4 The price range of the inputs.

After these decisions have been made, the manager writes out
the order for the inputs in duplicate in the order book in
Example 13 (page 22). After he has signed the order, the top
copy is sent to the supplier by the manager.




Example 13

ORDER BOOK

Order no: 59

To: Name: .Co:operalive Unidn Iid

Address: .The  Warehousa, Fn B e,

Please supply:
Quantity Description Catalogue Cost price $ -

no Unit Total

40 20 kg bage seedo Lipe3| 41 10 ’;OO 400 | 00
20 100 kg by Jotilizes tpets| 19 12,00 | 240! 00
31 50 kg " v b a1 5'00 (bojoo
TOTAL ${ 8o0 'eo

Special delivery instructions: Belwer tha#r be#mre_ 3pm
Date:...29:12: 75 Signed: .....] A-Manbe Manager

(b) Receipt of inputs
When the inputs are received from the supplier, they are
checked against their delivery note at Example 14 and against
the bottom copy of the order which is then marked to
indicate that the order has been completed. Any claims against
the supplier for short delivery or damage are made immediately
in the claim for credit book in Example 15. A copy of the
claim is sent to the supplier. After the inputs delivered have
been checked, their details are entered in the goods received
book kept in the farm inputs section as shown in Example 16.
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Example 14

To:

DELIVERY NOTE

Please receive order number: &9

Number: 17
Date of despatch: .34.12.15,

otiwe Sociely At

Date: ..3./2:7§

Received in good order and condition

exaapt 10%xSc R bage Jertiliven type & appeat ® be dowmaged

Signed: ..

ANY CLAIMS FOR SHORT DELIVERY, DAMAGES ETC TO BE
MADE WITHIN 3 DAYS OF DELIVERY

Quantity Description Catalogue __‘,_,,,,EOSF_P_’,ES‘??,
no Unit Total
4o 20 seads type 3 L o loa a-ooi 00
20 T3%a) nj bagx g’auusazafeb i9 2 0o | RWo| oo
32 s0 kg . PPN 21 5100 | 160 00
TOTAL$ | Boo 1 00

A Maribe Manager




Example 15

CLAIM FOR CREDIT BOOK

Claim number: 16
e

................. ng Co-opoalive Soue

(c)

Charge for inputs

The supplier will send his 7nvoice for the despatched goods.
This will be consecutively numbered by the book-keeper. The
invoice will show details of the inputs sent, together with their
cost prices and their total cost value charged by the supplier.
These details will be checked against the entry made in the

Address: WSWAQ"{/W"- ............................................... ‘goods received’ book when the inputs were received. The entry
To:  Name: .Cogparaty e Uniow Lt . .. in the goodsgeceivgddboqlk wfillhbe marked—(c)ifffto 5}}]10“./ the, :
invoice number and details of the entry made for the invoice in
Address: MWW@M,%M .................................... the working ledgcr_

) - ) When credit notes are received they too wili be given a separate
Det""ery Details of claim A|”_’°”3t$ consecutive number. Their details will be checked against the
note no claime bottom copy of the claim for credit which will be marked-off

e 10x50 b—j ba%r Testdizer ‘t;”:e 6 s | oo to show tbat Fhe credit note has been recelvgd. From thfe
accepted invoices, or credit notes, the working ledger will be
Gund domaged aften Sathor posted as follows:
CA.aobvf 4 retiowmed. ) o o ,
(1) Charges from tnvoices (i1) Credits from credit notes
Date: .30/278 o, Signed: AMaoibe Manager Date ......... of invoice Date ......... of invoice
Details ..... name of supplier Details ..... name of supplier
Refno...... invoice number Ref no...... credit note number
DR ... farm inputs — with total DR ........ creditors — cost value
cost from invoice of credit note
Example 16 CR.......... creditors - wit.h total CR .......... farm inputs — cost
cost from invoice value of credit note
GOODS RECEIVED Book FPage &
Section. ' Farm inputs
| ez . ! ; o
Quant:ty Description Cost Selling | Delivery | Inwsice Wonrkecny
Aeceived. Supplier st & govd  ualue valua ot no no en
197S ‘ goodd i page [date
Dec 31| Cooperabive Uniow | 40 20 Rg bags seacs type 3
20 loo kg v Jebilijer » 4
32 SoRg - ” v b
800 qo0 | 147 67 52,31dec 1S
1
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(d)

(e)

After these entries have been made in the working ledger, their
details will be posted into the individual account of the
supplier, kept in the creditors’ ledger. The invoices and credit
notes will then be separately filed in their society number
order ready for audit.

Later when a creditor is paid, the entries from the cheque sent
to him will be posted into the working ledger as a DR to
creditors and a CR to bank. The details of the payment will
also be posted to the supplier’s account in the creditors’ ledger.

Should the supplier allow any cash discounts, these will be
deducted from the amount owed to him and the cheque will be
made out for the net amount. Entries for cash discount in the
working ledger will be DR creditor, CR expenses with the cash
discount taken. The details of the cash discount would also be
posted to the supplier’s account in the creditors’ ledger.

Pricing of inputs
To calculate the selling price of the inputs, a mark-up is added
te their cost prices. This mark-up is usually expressed as a

percentage rate of the cost price. The rates of mark-up to be
applied to cost prices will depend upon at least the following:

1 Pricing policy of the society
2 Local prices set by competitors
3 Estimated expenses of the society

4 The type of goods — quick selling items like seeds will have
a lower mark-up than higher priced, slower selling items like
plough parts.

The manager will calculate the selling prices and these will be
marked on the inputs or displayed on a notice to members.
Sale of inputs

Cash control. One person should receive and control the cash
for the sale of inputs. Sales are recorded using sales receipt
books. Receipts will be made out in duplicate to show the
following as in Example 17:

— the name and share number cf the member
— the date of the sale
— description and quantity of inputs sold
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— selling prices of inputs
— total value of the sale.

Example 17
CASH SALES RECEIPT
No: 40
SOLD TO: ... Angkadsy .o Share no: ..82........

Quantity Description Unit price Value
5 Featilizer (type) a |oo 10 |co
2 Seado (type) 2 (oo 4 (oo
TOTAL iy oo

..................... dollars and ...242..... cents

FOR MARKETING CO-OPERATIVE
SOCIETY LTD

The member pays the cash, takes the inputs, and is given the
top copy of the sales receipt.

At the end of the day the total sales are obtained by add-listing
the total value of each sale as shown on the bottom copies of
the sales receipts. The cash is counted, agreed with this total
and paid over to the manager. The entries to be made in the
working ledger are:

DR: Cash — with total cash
CR: Farm inputs — with total sales.

Loan advances. Where loans are advanced as inputs, instead of
cash, the manager will authorise this. A sales receipt will be
used but will be marked to show ‘loan advanced’. The member
will sign a loan agreement form acknowledging receipt of the
loan in this way. The contents of these forms will depend upon
local needs and conditions.




()

(g)

The entries to the working ledger for these items will be:

DR: members’ loans — with selling value of these items
CR: farm imputs — with selling value of these items.

Details will also be posted to the loan record of the member
concerned.

Members’ trade record. After the daily sales have been
balanced, details of the sales made to the members concerned
will be posted to their records in the members’ trade ledger.
The value of inputs advanced as loans will be treated as sales.

Control

Management. As far as possible one member of the staff will
be in charge of the farm inputs section under the direction and
contro}l of the manager.

Stock control. Details of receipts of inputs will be posted from
the goods received book to the weekly stock control record
shown under section 5.3 Stock control accounts (page 42).
Details of sales of inputs are posted to this control record from
the cash sales receipts.

Stocks

The total cost value of stocks to begin the financial period is
shown as a debit in the farm inputs account in the main ledger.
After stock to end has been listed and valued at the end of the
financial period, this account will be credited on the last day

of the financial period with the total cost value of stock to end.

The corresponding debit will be shown in this account on the
first day of the new financial period. This value will also be
shown under ‘stocks’ in the balance sheet as an asset.

(h)

Balance on account

The credit balance on the account for farm inputs in the main
ledger at the end of the financial period will be the gross surplus
on this trade as follows:

Credit entries $
Sales 1000
+ Stock to end 200
1200
LESS
Debit entries
Stock to begin 300
Purchases ( — any credit notes) 750
1050
Credit balance being gross surplus 150

3.5 Consumer trade
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(a)

(b)

Records

The purchase, pricing and sales records used in this trading
section are similar to those used in the farm input section.

Book-keeping records are kept in a similar manner as well:

Debits to this account are made for stock to begin and
purchases.

Credits to this account generally are made for sales and
stock to end.

Credit balance remaining will be the gross surplus.

Stock controls

Where the leakage control account is kept as shown under
section 5.3, Stock control accounts, a separate record would
need to be kept of all consumer goods purchased at their
selling values as well as their cost. Stocks would also be valued
at their selling value for leakage control purposes and reduced
to cost for the trading account and balance sheet.




(c) Goods used in the society

Whenever any goods are taken from stock for authorised use in
the society, a record of them will be kept. These goods are
usually cleaning materials and similar items. The entry for them
in the working ledger will be made as follows:

DR: expenses — with the cost value of these goods.
CR: consumer trade — with the cost value of these goods.

3.6 Expenses account

(a) Analysis

Expenses are incurred in operating the society. They include
wages, transport charges, property expenses, insurance, repairs,
stationery, stamps, interest charges, etc. A separate account is
shown in the main ledger, and separate columns are kept in

the working ledger for expenses in the examples shown. Debit
entries will be made for charges made for expenses from invoices
or cash receipts. Some credits are made to ‘expenses‘ for

interest recetvcd on members’ loans, interest on investments

and entrance fees received, unless these fees are credited

direct to the reserve fund.

To enable some control over expenses, some system of analysis
is essential. For example, expenses could be grouped as follows:

Wages ........ccoeenne payments to employees

Property expenses ... repairs, insurance, rates

Transport ................ hire of transport
Interest.......cooveneene. interest charges less interest received
Other expenses ....... all other expenses

The analysis could then be obtained by opening separate
columns in the working ledger and separate pages in the main
ledger for each of these groups.

Example 18 shows another method of keeping an anaiysis of
expenses. Separate columns are kept in the working ledger for
‘expenses’. All charges concerned with expenses would be
debited in the DR column, and any credits would be entered
in the CR column.
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The analysis would be kept in the main ledger for ‘expenses’.
On the left hand page of the cpen main ledger the normal
record is kept, showing the debit and credit entries posted from
the working ledger together with the running debit or credit

balance. Then, on the right hand page, columns are ruled and

headed with the groups within which expenses are to be
analysed.

Details of the financial transactions concerning expenses are
posted to the working ledger from their records of original
entry:
Charges DR: expenses  CR: cash, bank or creditors
Credits DR: receiving account  CR: expenses

These details would then be posted to the main ledger in the
normal way and analysed within the columns provided.




Example 18
EXPENSES No 6 ANALYSIS
(left hanst page) (right hand. page)
! ‘ ‘ i !
Date. Detail Rt e R Total Wages Property | Tramsport | JIntenast  Other
197s | L ho ‘ éxpenses | expenies
Jas. | Bafamca accrugd b3 e 20 -20
dec 3 Invoices 35-2 loo ‘DR 80 + 100
© 31 Cash discounts 552 40  De 4o ‘ — 40
v 3 Banke cluuﬁq JSQ 20 92 60 ] + 20
"3 Jnwestmont dioome | 52 12 DR g | -2
" 2 Deposit infrest |52 40 Do $g i + 40
3 Cauke s2 260 De 3ug +200 ,  te60 ‘
Y3 Chegua ‘52 100 De hug +100
L " 31 Memben’ loan mtexyt S2 50 Qe 348 . —5o0
" 31 Sociely loaw inberat 2. 40 e 43¢ U
" 31 Members'kans-bad daks S2 20 De #5% +20
oy Oﬂm eq:ma-,gm,nmq 2 50 Pe 40¢ ‘ - 50
31 EP"’F@Q eﬂpma-fqpa&SJ 50 DR 358 —50 i
T3 Inbersst acarweds 52 2 DR 360 |+ 2
-1/ Tramafer & toding Afe| %0 | - _ 180 50 60 | 20 50
;
1976 : 1
Jan 1 Bolancas : pacpasd be/%:{ 100 DR 100 , +50 + 50
| accruad.  bfg| a  De qs ; -2
| ! 4
‘ i |
I :
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(b) Wages

The payments to employees usually form the greatest part of
the total expenses. There should be a written contract of
employment for each employee. A page will be kept for each
employee in the wages book in Example 19 showing their
personal and their wages details.

The manager should pay the cash due to each employee on the
agreed dates at the agreed rates of pay. Receipts should be
obtained from the employees by their signing in the columns
provided in the wages book. Deductions made from the gross
wages for tax, etc should be paid over to the authorities as these
will instruct.

Example 19
WAGES Book
Name 4 wf‘""é‘u' ’ Pasdteon
Salary 3 Date. starled. : Date loft:
Dotz | Gress wage lessitay | Lede: du‘"" . Ner Signakive &
975 ‘ i deductiong cazrh Wl‘{y”’

Dec 21 R0 | o ! 5 | By

P

| |
. |
n | |

——

(©)

Apportionment of expenses

At the end of each financial period the expenses should be
apportioned over the various trading sections of the society. As
far as possible, expenses should be charged direct to the section
for which the expense was incurred.

For example, the analysis column for wages kept in the expenses
account in the main ledger would be examined. The wages for
the consumer trade section staff could be extracted and charged
direct to this section by a debit to their trading account.
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Those expenses which cannot be directly charged to a
particular section of the business will need to be apportioned
over the sections. This spreading of the expenses can be done
on the trade ratio basis, as in this example:

Manager's wages  $500
Section Trade Total Apportionment
trade of wages
%

Produce 7000 70 350
Farm inputs 1000 10 50
Consumer trade 2000 20 100
TOTALS 10000 100 500

This apportionment was based on the relationship of the trade
of each section to the total trade, then this ratio was applied to
the expenses to be apportioned, ie produce 70%, farm inputs
10%, consumer trade 20%.

The actual basis of apportionment in a society for the total, or
each, expense will depend upon particular circumstances. For
example, depreciation of buildings and other property could be
apportioned based on the floor space used by each section.

Whatever basis is decided upon should be fair and be applied
consistently.

After the apportionment of expenses has been completed, using
the agreed basis of apportionment, the details of the charges to
be made to each trading section are shown in the columns of
the sections concerned in the trading account at the end of the
financial period (CR: expenses, DR: trading account).




3.7 Fixed assets and depreciation

(a)

(b)

Purchase of fixed assets

Fixed assets are acquired and held permanently for the
purpose of earning income and include land, buildings, fittings,
fixtures, equipment and machinery. This is called capital
expendityre and acquires these fixed assets for use by the
society in more than one financial period. From the invoices
obtained when the items were purchased, the following entries
will be made into the working ledger:

Date ............. of purchase

Detatl ... supplier/fixed assets

Refno...... invoice number

DR .. fixed assets - with cost (capital expenditure)
CR creditor — with cost

Details of all fixed assets are also entered into the fixed ussets

mventory and schedule of depreciation in Example 20 (page 30).

This inventory can also be kept on a card system in which the
details of each fixed asset are kept on a separate card.

An inventory should also be kept of all brooms, brushes,
buckets and similar items purchased. These are usually small
items and their cost would have been charged to expenses.
However, a check should be kept on them and their
whereabouts always be known to the manager.

Depreciation

Cash has to be paid for wages, property expenses and similar
expense items. Depreciation is called a non-cash expense, since
charges made for depreciation in the accounts of the society
are internal entries, representing the allocation of the cost of
the fixed asset over its estimated working life. The years of
useful working life will depend upon the type of asset and
local conditions. The charge for depreciation is made each
financial year. These depreciation charges are aggregated year

by year so that the book value of the fixed asset is correspon-
dingly reduced by the total charge for depreciation.

()
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The equal instalment method of depreciation is recommended
here. This method spreads the cost of the fixed asset equally
over its years of useful working life. The annual charge for
depreciation will be calculated as follows:

cost of fixed asset

= annual charge
estimated years of useful working life

As a guide the cost ot buildings could be depreciated over 20
years and the cost of fixtures, fittings, ctc over 5 years. In
some societies land is not considered to be a wasting asset and
no depreciation charge is made; however in this manual
depreciation has been charged at the same rate as for buildings.

After the calculations of the charges have been made, at the
end of the financial year, the details are posted into their
inventory. The working ledger is posted:

Date ............ last day of financial year

Detail ........... depreciation fixed assets

Refno......... inventory page number

DR ..o depreciativn provision — with annual charge
for depreciation from inventory to be
included in the wading account

CR ... depreciation provision — with annual charge
for depreciation from inventory to be
shown in the balance sheet

Insurance

There are many risks of loss or damage to the property of the
society. The society can be covered against some of these risks
by taking out insurance cover with reputable companies. The
full replacement value of the fixed assets rather than their
cost or book value should be covered. The society will pay an
annual premium, and receive a policy. These premiums are
charged as property expenses and the policies are safely kept
in a separate file.
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3.8 Shares and deposits

(a) Entrance fees

An application for membership form should be completed by
applicants wishing to join the society. After acceptance into
membership the applicant pays an entrance fee to the society
as may be required by the by-laws. A receipt for the fee is
issued.

A new member is issued with a pass-book showing the member’s
share number. These numbers run consecutively. The details

of the new member are entered into the share and deposit
ledger shown in Example 3 (page 10) and the members’ trade
ledger in Example 4 (page 12).

The pass-book will be held by the member. It will contain pages
ruled in the same way as the members’ share and deposit

ledger in Example 3. The pass-book can also contain pages on
which details of the trade of the member can be recorded.
These pages will be ruled in the same way as the pages of the
members’ trade ledger in Example 4. Entries will be made on
these pages as the share, deposit or trade transactions occur.

From the copy of the receipt issued for the entrance fee, the
working ledger is posted:

Date ............. of receipt of fee

Detail ........... name of member

Refno........ share number

DR .. cash — with amount of entrance fee
CR ..o expenses (or reserve fund if so stated in

the by-laws) — with amount of entrance fee

The membership register consists of the completed and
accepted application for membership forms, duly filed in
surname alphabetical order.

(b) Share contributions

(c)

(d)

Contributions of at least the minimum share holding shown in
the by-laws should be paid in by each member. Receipts as
shown in Example 7 (page 15) are issued and the details will be
posted to the working ledger as follows:

Date ............. of receipt

Detail ........... name of member

Refno...... share no/receipt no

DR ............. cash — with amount of contribution
CR ..o, shares — with amount of contribution

Entries are also made for share contributions into the pass-book
of the member and the share and deposit ledger account for
that member.

Share withdrawals

Share capiti. is in the nature of the permanent capital of the
society. Withdrawals can only be made in accordance with the
provisions in the by-laws. When withdrawals are paid, the
entries into the working ledger will be made from the cheque
drawn or receipt obtained. The bank account will be credited
(CR) and the share account will be debited (DR). Entries will
also be made into the member’s pass-book and share and
deposit ledger account.

Share interest

At the end of the financial year, should there be any net
surplus and an interest on shares be declared, it can be
distributed by credit to the share accounts of the members.
After the annual general meeting the interest due 1o each
member will be calculated based on the lowest baiance of
shares held by the member for each complete thrce months.

After a separate calculation has been made for each account,
the total interest due is ascertained by add-listing the amount
calculated for each member. The individual share accounts
will be posted and the total interest entered into the working
ledger as a debit (DR) to surplus and a credit (CR) to shares.
The entries to be made into the pass-books will be made when
the members bring these in for audit.




Example 21
MEMBERS' TRADE SUMMARY
Year endod : 311275
AL o | PRODUCE | fﬁRM INPUIT'S CaNsuMEk TRADE | To tad
mamber ' No QuudiﬁJ Value Bomu 5&uamill{7  Value @ Bonws Valiie Bonwes bonwa
! ; : 2 3 (14 2+3)
A Masinge Pl 1o 7o 350 s 1o »20 30 1-20 4-90
L Womg 1 2
Z Sikorskl !3
C Smudl f
i ‘
1 and. S0 on
ToTAL ; 1000 7000 500 looo 2000 4
{ [ : 5 :
NaP,: otals of palue columnt are fo be agrsed wihk ‘trade totals a4 shawom ;
; the thading acounkt. | ‘ | ‘ |
j Ty A | | | | | |
(e) Bonus at one rate on all the trade, or at different rates for each trading

Should there be any net surplus at the end of the financial year,
and a bonus be declared, it will be distributed in relation to the
trade of the members during the period in which the surplus
was earned. The trade record of each member kept in the
members’ trade ledger (Example 4, page 12) will be totalled.
Then the members’ trade summary, Example 21, will be
prepared. This is the summary of the total trade of the
members with each of the separate sections of the business.

Where separate trading accounts are prepared, the trading
results of each of the separate sections will be revezled. The
society will then be able to decide whether to distribute a bonus
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section based on their results. For example:

1otal Produce Farm Consumer
inputs goods
Net surplus for bonus: 500 400 20 80
Trade: from members’
trade ledger 11000 8000 1000 2000
Rates of bonus
net surplus x 100 say 4.5% 5% 2% 4%

trade




(6

The society could in this case, either distribute bonus at an
overall rate of 4.5%, or at 5% on produce trade, 2% on farm
inputs and 4% on consumer goods trade. (a)

The amount of surplus available to be distributed as a bonus
will be divided by the amount of trade on which the bonus is
to be distributed. This result will be multiplied by 100 to
produce the percentage rate of distribution. Individual members
will receive their bonus calculated as follows:
trade of member x % rate of bonus
100

= bonus to that member

The members’ trade summary (Example 21) will be used to
calculate and distribute the bonus. The distribution can be
made by transfer to the share accounts of the members. The
entries to be made in the working ledger would be:

(b)

Date.............. of transfer

Detail .......... bonus

Refno ... trade summary page no

DR ..o surplus account — with total bonus
transferred

CR v shares account — with total bonus

transferred

Entries would be also made in the individual share ledger pages
and pass-books of the members. Any later cash withdrawals

of bonus, or interest, will be treated in the same way as any
other withdrawals of shares.

Deposit accounts

Since share holdings are not easy to withdraw, members could
be encouraged to invest with their society in deposit accounts.
Withdrawals are easier, and interest on deposits is at a rate
agreed when the deposit is accepted. Such interest is treated as
an expense rather than as an allocation of surplus.

As an expense the interest is calculated and distributed by
credit to the deposit accounts before the final accounts are
closed. The deposit columns in the working ledger are credited
(CR) when deposits are received and debited (DR) when
withdrawals are paid. When the interest has been calculated, the
total is credited (CR) to deposits and debited (DR) to expenses.
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3.9 Members’ loans account

10 In practice the loan will probably be repaid on an agreed date.

Loans to members

When a co-operative makes a loan to a member to buy seeds

or fertilizers, pesticides or farm implements, the member
enters into an agreement with the co-operative, promising to
repay the loan plus interest. This agreement or bond has to be
carefully prepared to ensure that it is a legal and binding
document and its contents will depend upon local needs and
conditions. In agricultural co-operatives it is normal to grant
loans in the planting season and to receive the repayment when
the produce proceeds are distributed. Loans can be repaid at
any time before the repayment date if the member wishes.

Making loans
1 The member applies for a loan to the co-operative committee.
2 The committee will consider the application.

3 A loan will be granted only if the committee think that the
member will be able to repay the amount within a
stipulated period.

4 The member enters into a bond (or written agreement) to
repay the loan.

5 The member undertakes to market his produce through the
society. This acts as the security for the loan.

6 The loan is made to the member, it might be in cash or in the
form of seeds or fertilizer supplied by the co-operative
(in kind).

7 The advance of the loan is recorded in the working ledger and
in the member’s loan reco:d, kept on the back of the loan
agreement, or in a separate loan ledger.

8 Interest is added to the loan at an agreed rate. The interest is
recorded in the working ledger and added to the member’s
loan record.

9 The member may repay part or all of the loan at any time.

This will usually be when the member’s crop has been
marketed and the proceeds are distributed. The loan will be
repaid including any interest added.




(c)

(d)

When a loan is made to a member, the working ledger entries
are:

DR........ members' loans account — with the amount of loan
advanced

CR ........ cash or bank account — with the amount of loan
advanced in cash
or

CR ........ farm inputs — when the loan is advanced in farm

inputs (in kind)
When loan repayments are made, the reverse entries are made
to members’ loans account:

DR........ cash — with the amount of loan and interest
repaid in cash
or

DR........ produce account — where the repayment is made
by deduction from produce proceeds

CR........ members’ loans account

Loar interest

When a loan is advanced, a charge is made by way of an interest
at the rate agreed in the loan agreement or bond. Interest is
added at regular intervals to the amount owing. This will
probably be done monthly and will be calculated on the balance
outstanding of the amount advanced. The working ledger
entries are:

members’ loans account — with interest
expenses

Members’ loans records

Where the number of loan accounts so justifies, a separate
members’ loans ledger will be opened and kept. Otherwise this
record can be kept on the reverse side of the loan agreement
or bond. These forms should be kept safely on a separate file.
The separate page for the member in th= loan ledger or the
account kept on the back of the loan agreement would be

as shown in Example 22.

Example 22

MEMBERS LOANS RECORDS

Name dﬁ mambe, : Share ho:
Loan agreement /bana( no
Date | Recapr aﬁ’:‘; | Intermt f@a@jmn; Ralanca
s e e . De ce oe
Dec 13 j(ram imputs) | 200 | ;‘ ‘ 200
31 (Casn) $00 ; looo
L (:fnte\aat) 50 | : 50
1131 (Frodusce procasd | 1030 | 20
‘ 31 {(Bad dal'rt’) | R0 —
i o
l | |

Details of loans advanced, intcrest charged and repayments
received will be posted from the original entry records to the
working ledger, and then to the individual accounts of the
members concerned. At the end of every four weeks the
balances in the members’ loans records will be add-listed and
their total agreed with the DR control total for members’ loans
kept in the main ledger.

Bad debts

When loans are made, there are unfortunately sometimes people
who do not repay the money they owe. This might be because
they have wasted the money, because their crop has failed, they
could be dishonest or they might have died. This means that
the co-operative can be owed money which it knows that it

will never receive.

(e)

In the balance sheet money owed by debtors, including
members with loans, appears as an asset. This can be misleading
if the co-operative knows that the money will never be
recovered. When it is quite certain that a loan is not going to be
repaid, it is written out of the books. The working ledger
entries are:
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DR: expenses

CR: members’ loans
with the amount of the loan, including the interest, written
off. The members’ loans record is also entered to show the
details of this transaction.

3.10 Creditors and debtors

(a) Creditors

Entries concerning creditors are made in these columns in the
working ledger, and then into the creditors’ ledger. When
goods or services are obtained by the society on credit, the
creditors accounts are credited (CR). When the creditors are
paid, their accounts are debited (DR).

Should the society obtain a cash discount from the creditor,
the entries to be made in the working ledger are:

DR: creditors — with discount
CR: expenses — with discount.

When statements are received from creditors, the entries they
contain are checked against the entries in the account kept for
the creditor concerned in the creditors’ ledger. In some cases a
reconciliation statement has to be prepared in a similar way as
is done when the bank statement is received.

(b) Debtors

Entries concerning debtors are made in these columns in the
working ledger, and then into the debtors’ ledger. Any bad
debts written off are debited (DR) to expenses and credited
(CR) to debtors, and the details are shown in the debtors’
ledger.

3.11 Investments

(a) Approved investments

Generally all the funds of the society will be used within the
business in providing the inputs, goods and sevices required
by the members. Sometimes there may be funds available not
immediately required for the trading or development needs of

(b)
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the society. These funds should not be left idle in the bank
current account but should be put to work as investments in
other co-operative organisations, banks or other bodies approved
by the registrar and authorised under the by-laws, to earn
interest income for the society.

The society could be a member of a co-operative union. In
accordance with the requirements of the by-laws of such a
secondary co-operative, the society would be required to invest
some funds in this union as share capital. The union would then
be able to provide the inputs, goods and services required by its
member primary co-operatives financed by these investments.

As an added safeguard to the financial stability of the society,
funds representing the reserve funds, if not being used in trade,
should be invested outside the society.

Funds invested outside the society should be invested with care
to give security, interest income and ease of withdrawal.
Usually the longer the initial period for which the funds can be
invested, the higher the rate of interest which can be earned.
For example, banks may be offering interest at 4% on
investments which can be withdrawn at short notice and 8% for
investments made for a complete year. The book-keeper should
make known to the committee the amounts which may be
available for investment and indicate the periods for which these
funds could be invested. Wherever possible, investments should
be made in other co-operative organisations. In any case, places
of investment must be approved and authorised.

Deposit of investments

When funds are deposited as investments in approved
organisations, deposit slips issued by these bodies are completed,
usually in duplicate. The funds are paid over and the society

is issued with a receipt which is usually the bottom copy of the
deposit slip. The society may also be issued with an investment
pass-book or certificate showing details of the investment.

———————————————— —




These pass-books, or certificates, will be kept in the safe of the Interest paid to the society is posted into the working ledger by
society. From the receipt the book-keeper will post the entries debit (DR) to cash and a credit (CR) to expenses with the
into the working ledger: amount of the interest received. Where the interest is distributed
Date ............ of deposit by being added to the investment account by the approved
Detail ¢ J .. organisation, the entries are posted from the details in the
LAt v name ot approved organisation investment pass book to the working ledger as follows:
Refno ......... receipt number DR: investments account — with interest earned
DR............. investments — with amount of deposit CR: expenses — with the interest carned.
CR .o cash — with amount of deposit

A society will not have many separate investments. Where there 3 45 Society loans account
1s more than one, a separate page for each investment will be

kept in the main ledger. These pages will be headed to show the For some developments, and to be able to make loans to members,
name of the approved organisation together with the interest the society may need to borrow funds from outside sources. These
rares, witharawal and the other terms of the investment. may be from cther co-operative organisations, agricultural

development banks or even commercial banks. The society will enter

(c) Withdrawal of investments . . . Lo .
into an agreement with these lending organisations for any loans

Withdrawals can only be made in accordance with the terms obtained.

agreed when the investment was made. Proper notice would

need to be given to the approved organisation. Details of the Separate columns are opened in the working ledger and separate
withdrawal would be shown in the investment pass book. When accounts are opened in the main ledger for each loan obtained.

the cheque for the withdrawal is received by the society, entries

would be made into the working ledger as follows: When the loan is received, the society loan columns in the working

ledger and the account in the main ledger will be credized (CR).

Date ............. cheque recewed(, When repayments are made, the society loan columns and account
Detail ........... name of approved organisation will be debited (DR). Interest charges on loans owed by the society
Refno....... cheque number will be posted as a credit (CR) to society loans and as a debit (DR)
’ o . o expenses.
DR ............... cash — withy amount of withdrawal
CR o investmevlis — with amount of withdrawal At the end of the financial year the lender will be requested by the
- - society to send a statement of the loan account, showing the balance,
(d) Interest on investments_- including interest, due at that time.

Generally interest on investments is a minor source of income
to the society. Since interest charged to the society for over-
drafts and interest paid by the society on members’ deposits
are debited to expenses, interest income will be credited to At the end of the financial year any net surplus from the trading
X penses. : account would be transferred as a credit to this account.

3.13 Surplus account
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3.14

After the annual general meeting, the allocations from surplus to
reserves, education or for share interest or bonus would be made,

in accordance with the co-operative law, the by-laws and the resolu-
tions of members, by debit (DR) to the surplus account and

credit (CR) to the reserve fund, education fund, share or other
account concerned.

Heserve fund

The reserve fund is created, held and used in accordance with the
by-laws of the society. Allocations are made to reserves (CR) from
surplus (DR). The society should build up its reserves to provide a
source of operating funds and to give greater financial stability to
the society.

3.15 Education fund

Allocations are made to this fund (CR) from surplus (DR). These
funds should be increased from year to year so that eventually

the society can take a more active part in member and staff training
and education.

3.16 Balancing

At the end of every week the working ledger is ruled off and
balanced. The entries in each of the columns are separately totalled
and shown at the bottom of each column. This is checked by the
preparation of a trial balance of these totals, (see working ledger,
Example 1, page 7). When this balances, the main ledger is posted.
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4 Che main &c@eio

4.1 Posting

The main ledger is kept as a control record of ail the accounts of the
society. It contains separate pages for each of the accounts for
which columns are kept in the working ledger. An example of the
accounts of the main ledger is shown (Example 2, page 8). The
opening balances in the main ledger will be the assets and liabilities
brought down from the previous financial year and shown in the last
balance sheet of the society.

At the end of every week the debit and credit entries in the working
ledger are posted to the main ledger. The number of each account so
posted is entered into the working ledger underneath the total of
entries posted to facilitate checking and ease of reference. The new
running balance of each account posted in the main ledger will be
ascertained and prefixed DR or CR as the case may be.

4.2 Balancing

At the end of every four weeks a trial balance will be prepared from
the balances in the main ledger. An example is shown (Example 23).
The cash balance will be checked with the actual cash-in-hand. The
bank balance will be checked with the bank statement. The share

balance, the members’ loan balance, the deposit balance, the debtors’

balance and the creditors’ balance shown on the trial balance will

be checked with the totals of lists made from the individual accounts
for these kept in the various ledgers and so on. The actual results of
the trading activities will be ascertained and compared with the
furecasted results shown in the annual budget.

This trial balance shows the balances on each of the accounts in the
main ledger. Where, for example, the total income from consumer
trade is required to be known for the preparation of reports or
final accounts all the relevant credit entries on the consumer trade
account will be added together. In a similar manner other debit, or
credit, entries on other accounts can be ‘grossed up’ in this way to
give other totals rather than balances, eg total purchases of farm
inputs, total share contributions.

Example 23
TRIAL BALANCE OF MAIN LEDGER at 311275
B |
Detoil E Efg DR ‘ CR
Cash. ! 55 *
Bank l 2 2040 [
Produca I3 350
Farm mputs b 100
Conaume, traode -5 300
Expenses ‘ 6|  4se
Fixed assets L7 3200
Depreciakion provision | § 600
Shaxres 9 249%
J)Q{aos,‘{-g i 10 1000
Mombers' leam h - -
Creditors 12 qos
Debtors 13 30
Jrwesbmants Iy 262
Sociely boans 16 540
Surplus l6 2
Reserve fund 17 : 470
Eoecation .gw-.a(, T3 Y]
TOTAL bhus bhys
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5 Control Sustems a f{na[ accounts

5.1

The business operations of the society need to be controlled and
summarised. The sections which follow outline some control systems,
as well as the preparation of the final accounts and balance sheet.
These are explained in greater detail in the next manual in this series:
Accounting for consumer and marketing co-operatives,

Annual budget

The annual budget s a forecast of what the committee hopes to
achieve from its management of the society. 1t s prepared by the
manager in consultation with the book-keeper and the committee at
least one month betore the beginning of the financial year to which
it relates. The annual budget is prepared in two parts. The first part
1s the operating budget; the second is the cash budger.

(a)

Operating budget: FExample 24

This part contains the forecasts of the income and expenditure
of the society. The expected allocations ot net surplus are also
shown. The books and ledgers will reveal the actual current
results, which will be measured against the results anticipated
in the budget. The book-keeper, by keeping the records of the
financial transactions up to date, takes a full and active part in
the preparation and use of the budget.

(b)  Cash budget: f.xample 25 (page 40)

The forecasts made of the income and expenditure in the
operating budget must be related to the funds available to
finance the operations of the society. A forecast is then made
of the flow of casb in and of cash out. This will enable the
committee to be prepared to seck loans, or overdrafts, when
required or to invest funds revealed as not being immediately
required for the operations of the society.

Both the operating and cash budgets can be prepared for
shorter periods than a complete financial year. In particular,
the cash budget is made for often only one month ahead.
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fxample 24

Detail

Number of bags of produce

OPERATING BUDGET

Sales of farm inputs
Sales of consumer goods
INCOME

Commission on produce

Gross surplus on farm inputs
Gross surplus on consumer goods

TOTAL GROSS SURPLUS

EXPENDITURE
Wages
Property expenses
Transport
Interest
Other expenses

TOTAL CASH EXPENSES
Depreciation
TOTAL EXPENSES

NET TRADING SURPLUS
ADD: Balance brought forward

TOTAL SURPLUS FOR DISPOSAL

PROPOSED ALLOCATIONS
Reserve fund
Education fund
Interest on shares
Bonus on trade

Balance carried forward

TOTAL

tor financial year ending

SRR I

e L e o]
Budget Actual Actual
this year | this year last year
$ % % % $ "%




Example 25

CASH BUDGET FOR PERIOD ENDING ........c.ccoee...n.

Detail Budget
this period

Actual
this period

FUNDS AVAILABLE b/f
ADD Share contributions
Deposits
Produce proceeds from buyers
Sales: Farm inputs
Consumer goods
Investment withdrawals
Loans: Society (received)
Members’ {repayments)

TOTAL (1)

LESS Share withdrawals
Deposit withdrawals
Produce proceeds to members
Creditors (purchases)
New fixed assets #
Expenses (excluding non-cash
items eg depreciation)
Investment deposits
Loans: Society {repayments)

Members’ (granted)

TOTAL (2)

FUNDS AVAILABLE c¢/f (1 — 2)

5.2 Monthly report to committee
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The members are the owners of their co-operative society. At their
annual general meeting they elect a committee who shall conduct

the business and be responsible tor the general direction and control
of the affairs of the society. A manager is appointed to run the day-
to-day business under their direction. The manager is often required
to submit his report to the committee at the end of every four weeks,
when the trial balance of the main ledger has been prepared by the
book-keeper. This report is shown in Example 26. In a society

which may do most of its trade in a few months of the year and for
the rest is not very active, these reports could be prepared quarterly.




Example 26

MONTHLY REPORT OF MANAGER TO COMMITTEE

1 Membership
To date this year

To date last year

Increase or decrease

2 Share capital balance

Page 1

Commission on produce
Gross surplus: on farm inputs
on consumer goods
TOTAL GROSS SURPLUS

LESS: Wages
Property expenses
Transport
Other expenses
Cepreciation
TOTAL EXPENSES
ESTIMATED NET SURPLUS $

%

To date this year $
To date last year $
Increase or decrease $
3 Tradetodate | __ Numberofbags |  Value($) ]
This | Last | Increase (+)| This ~ Last | Increase (+)
_period _period | Decrease(—) | period  period | Decrease ()|
Produce: : ‘ ‘ \
Farm inputs: :
Seeds 5
Fertilizer ' i
Other 1‘ ; |
Consumer: i ‘ ‘
goods S — —
TOTALS | ; |
4 Estimated net surplus to date $ %
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. Page 2
MONTHLY REPORT (continued) $
5 Cash balances
Cash in hand
Cash at bank
TOTAL $
Creditars due for payment $
6 Members’ loans
Advanced this month $
Balances outstanding $
Loans overdue for repayment $
7 Report on staff matters including average trade per employee
8 Report on action taken on committee instructions
9 Report on educational activities
10 Other matters requiring attention of committee
11 Trial baiance of main ledger attached
Date ..ccoeevrreeeeeiiicnenariines SIGNEd .oevvvivirieeirircir st
Manager




5.3 Stock control accounts (b) Consumer goods

The stock control system in use in the consumer goods section

a) Produce and farm inpui
(@) Produce and farm inpuis would depend upon the size of the operations.

The range of produce and farm inputs handled by the society

is not very wide. Therefore their stock control system is based 1 Where this section is selling a limited range of basic goods
on the recording and controlling of separate units, eg bags of (tea, sugar, flour, rice) generally only one rate of mark-up
produce, packets of seeds. will be applied to their cost price to calculate their selling

price. In this case some control is possible by comparing the
actual rate of gross surplus earned from their sale with the
expected rate of gross surplus expected from their sale.

The control system in use must clearly show that the stock to
begin the week (balance brought forward) plus stock received
(total of produce received or total inputs from goods received

book) less sold (total of invoices or cash sales receipts) equals The rate of gross surplus expected on sales would be calcu-
the stock to end the week. Checking of the actual stock is lated from the rate of mark-up being applied to cost. The
done at the end of every week, and where possible, during the actual rate of gross surplus earned, as revealed for this section
week as well. Any differences between the actual stock and the in the trading account, would be compared with the
book stock must be located and a weekly stock control record expected rate, and any differences explained. For example:
must be kept (Example 27). Rate of mark-up on cost = 12.5%
Example 27 Thereforclzvher&:oc(;)sr price is $100 the selling price will be
$100 + ————'50’:) - $112.50
WEEKLY STOiCK conTROL RECORD Selling price — cost price = gross surplus
$112.50 — $100.00 = $12.50
Numbor & uncs (tags, P ) Rate of gross surplus on sales
FARM INPUTS _ gross surplus x 100
Prodacce. Seaols Fertilizenrs sales
o, . . L = 12.50x100 __ .o
Stock & [:Egm (grm. last wezk's contra) - 30 io —'_112-5_“0 =1L1%

+ Kececved (§rom. parodice
§ In this example where the rate of mark-up on cost was 12.5%,

rececpls; goocs seceived bork) e 350 29 the expected rate of gross surplus on sales will be 11.1%.

ToTAL looa 3%0 4o Where, after stocktaking, the actual rate of gross surplus
earned was different from 11.1%, a full explanation would
be required from the person in charge of this section.

/-
— Sales (wmusices 6 caak salny

receipt s ) 1000 360 125
Stock to end ¢z (to be agaed-
with ackual stock ) - 20 15
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2 Where a wide range of consumer goods is being sold and
different rates of mark-up are in use, a leakage control
accourt (Example 28) would be prepared after each stock-
taking. This control uses selling values throughout the
system. Therefore separate records of the selling values of
goods purchased and stocks have . be kept, because in the
working ledger, the main ledger and the trading accounts all
stocks are recorded at their cost values.

Example 28
LEAKAGE CONTROL ACCOUNT
v A2 weeks emded 311275
$ $
Stock b begun (ak selling values fram
last stock sheeks) 156
ADD purchanesr (ak sebb;nj values from
separate, racerds ) 2200
ToTAL 2956
LESS sales (frem. main La_dﬂé)\_) 2000
Stock fo end (at selling uvaluer from
przsent stock sheets) _ 920 2920
Leakage (or surplus) 36
36xiao = 1%, o sales
200

The leakage is expressed as a percentage of sales:

amount of leakage x 100

= leakage in percent
sales

Should this rate be above that anticipated to cover expected
natural leakage, a full explanation would be required from
the person in charge of the section.

B.4 Final accounts and balance sheet
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(a) Sectional accounts

At the end of the financial year the final accounts and balance
sheet (Example 29, page 46) are prepared. Since the society
dealt with here is involved in three separate trading activities,
the books of account and the trading account have been set-up
to enable the trading results of each of these sections to be
revealed.

This separation is important for two main reasons. The first
reason being that each separate section can be better controlled.
The second is that where there are wide differences in the

rates of net surplus earned from each section, different rates

of bonus can be distributed on each class of trade. This could
help to avoid an unfair situation like the foliowing example
from an imagined society:

Rates of net surplus earned
Produce 3%, consumer trade 3%, farm inputs 0%

Farm inputs

These were sold ar a price set to just recover their costs. This was
decided upon by the committee to help encourage better farming
by the use of approved seeds and fertilizer.

Members' trade

Because of these low prices many members purchased seeds and
fertilizers. But some of these members sold their produce and
boughr their consumer goods elsewhere.

Unless separate rates of bonus are declared, these members will
gain a further reduction on the cost of the farm inputs by way of a
bonus. But they would have contributed nothing to the earning of
this bonus from the produce and consumer sections.

(b) Preparation of final accounts and balance sheet

The following is a short outline of the procedure to be followed
in the preparation of the final accounts and balance sheet. This

procedure is explained in more detail in the manual on accounting

for consumer and marketing co-operatives.




1 Stocktaking

The trading stock should be listed and valued after the close
of business on the last day of the financial year. Generally
stock will be valued at cost prices. Since, even in the
consumer section, the range of goods and inputs is generally
not wide, the cost prices are easily obtained from the invoices
concerned.

Where there is a wide range of goods in the consumer section
stocks could be valued at selling price and an agreed
deduction made to reduce their total selling value to ‘cost’
value. This agreed deduction would take into consideration
the rates of ‘mark-ups’ applied to calculate selling prices.
Separate stock sheets will be prepared for each section in a
duplicate book ruled to show:

Date of stock taking.............. Section ..oevveiniane Page no .....covveinnns

Descripticn of | Number of units { Unit cost price | Total cost
goods/inputs 1 2 value 1 x 2

Only stock which the society owns should be included as
part of the total value. For example, produce only being
store:d for members is not included.

2 Purchases adjustments

Goods/inputs received not invoiced. Any goods or inputs
delivered on, or before, the day the financial year ended for
which no debit has been made to the books of the society
will be listed at cost values. These will be listed from entries
not cleared in the goods received books of the farm inputs
and the consumer section. The entries into the main ledger
in respect of this adjustment would be:

DR Account of trading section concerned to be included
in the trading account

CR Account of trading section concerned to be included
in the balance sheet.

Credits outstanding. Any credits outstanding in the claims
for credit book will be listed at cost value. Adjustment
entries to be made are:

CR Account of trading section concerned to be included
in the trading account

DR Account of trading section concerned to be included
in the balance sheet.

The net purchases at cost value for the trading account for
each section will b= calculared as follows:

Farm Consumer

inputs goods
Purchases from main ledger (before adjustment) 800 1700
ADD goods/inputs received not invoiced - 50
TOTAL 800 1750
LESS credits outstanding 50 -
NET PURCHASES $750 $1750

Expenses adjustments

Expenses prepaid. The full benefit of expenses that have
been debited may not be received until the next financial
period. In these cases credit adjustments are made to carry
forward part of the debit charged to the next financial
period. Adjustment entries to be made are:

CR Expenses account to be included in the trading account
DR Expenses account to be included in the balance sheet.

Expenses accrued. The benefit of an expense may have been
obtained during the financial period, but no charge has been
made in the accounts. In these cases adjustments are made
for these expenses accrued, or owing, by making an adjust-
ment of a debit charge in the financial period in which the
benefit was obtained. Adjustment entries to be made are:

DR Expenses account to be included in the trading account
CR Expenses account to be included in the balance shect.




Expenses apportionment. Each trading section would be
charged with their portion of the expenses of the societ: 2
the bases agreed in the society.

Fixed assets and depreciation

The charge for depreciation will be calculated and the
inventory of fixed assets and schedule of depreciation will
be completed and balanced off. The actual fixed assets will
be chicked against the inventory. Adjustment entries to be
made for the depreciation charge are:

DR Depreciation provision — with total charge to be
included in the trading account

CR Depreciation provision — to be included in the balance
sheet.

Deposit interest will be calculated and posted through the
working ledger to the deposit accounts. Adjustment entries
to be made are:

CR Deposits to be included in the balance sheet
DR Expenses to be included in the trading account.

6 The cash in hand will be checked and certified.

7 The bank statement will te obtained and a bank reconcilia-

tion statement will be prepared.

Investment balances will be checked.

9 Share, deposit, loan, creditors’ and debtors’ balance in their

10
11
12

ledgers will be add-listed and agreed with their control
balances in the main ledger.

The trial balance of the main ledger will be prepared.
Any adjustments will be posted into the main ledge:.

The income and expenditure accounts in the main ledger
will be closed and their balances will be transferred to the
trading account for the year. The entries in the produce,
farm inputs and consumer trade accounts wil’ be separately
‘grossed up’ by adding the appropriate debit or credit entries
in the main ledger accounts concerned together so that the
entries for stocks, trade income, purchases and produce
proceeds payments will be separately shown in the trading
account.

13 The surplus disposal account will be prepared.

14 The balance sheet will be prepared from the balances of
assets and liabilities remaining in the accounts in the main
ledger.

15 The audit will be completed.

16 The annual return will be prepared and sent to the
registrar.

17 The annual general meeting will be held.

15 Any net surplus will be distributed as resolved by the
annual general meeting.
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Example 29 Example 29 continued
FINAL ACCOUNTS AND BALANCE SHEET 111 Balance sheet at .3.L./2.75........... This year Last year
(note: figures for the previous year are usually included far camparison purpcses) Source of funds {liabilities) | § | ;
I Trading account for financial year ended ..3/./2.75. ..o Share capital 26498
i 1090
Produce | Farm |Consumer | Society totals Deposits
inputs $ | trade $ [3 % Reserve fund 470
TRADE 7000 | loco | 2000 |iocoo | 100-0 Education fund €0 ;
Surplus for disposal 202
Stocks to begin - 300 600 | Q00 ‘
ADD: Purchases and “rotal funds of members 4250
produce payments 6650 760 | 1750 | aise Creditors (Ak §+6+12) 457
TOTAL | 6650 | 10s0| 2350 | jpos0 Society loans 40
LESS: Stocks to end 200 %0 as0 TOoTALS | 5747
Cost of goods and produce 6650 %50 1600 qtp0 | 90
) = Use of funds {assets) :
GROSS SURPLUS - T 150 400 Qoo | 4-0 Fixed assets j
LESS: Wages 126 1% 36 180 g Cost 3200
Property expenses 3 § 1o 50 | 0§ LESS: Depreciation provision 940
Transport 42 & 12 60 0-6 ‘ ’
Interest " 2 4 20 04 Book value 2260 ;
Other expenses 3s 5 o so | os Investments 262
Depreciation %0 Ao 220 340 34 Stocks (Ale 4+5) Q50
TOTAL EXPENSES 332 76 22 700 { 10 Members’ loans T
Al 4+6+13 ig0 |
NET SURPLUS TO s | b | $108 | 8200 | 27, Debtors  ( ) |
ACCOUNT Cash at bank W40
- Cash in hand 55
Il Surplus disposable account at .3/; /2,75 .......... $ n
Balance b/f from previous period 2 TOTAL$ | ST47
ADD: Surplus from A/c | 200
TOTAL SURPLUS FOR DISPOSAL 202
LESS: Proposed allocations:
Reserve fund 100
Education fund 10
Interest on shares 2l
Bonus on trade __T1o 201
Balance c/f to new period §1

46




0 LSum:ma;?f

6.1 Book-keeping system

The outline of the book-keeping system for marketing societies is
now completed. The system can be summarised as follows:

1

All transactions are immediately recorded in records of original
entry.

Details of these are posted into the working ledger which is
ruled off and balanced at the end of every week.

The working ledger total of entries are posted every week into
the main ledger.

A ¢rial balance of the main ledger is prepared at the end of
every four weeks.

At the end of the financial period the final accounts and balance
sheet are prepared.

Any surplus revealed is distributed.

6.2 Control systems
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Within the book-keeping system control systems operate as follows:

1

Efficiency

The actual business performance of the society is compared
from time to time with the forecasted results in the annual
budget.

Stocks

All stocks are checked as soon as received. All sales are recorded.
Stock control records are kept.

Cash

Receipts are issued for all cash received. Receipts are obtained
for all cash paid. Cash is banked as soon as possible. Cash in
hand i, checked frequent!v.

Reports

Regular reports are submitted to the committee. The auditor and
the internal auditors examine the records and report on the
business.

The book-keeper

The book-keeper is the key person ir the efficient maintenance
of these systems and controls.




7 Exercises

To illustrate the book-keeping procedures outlined, the information
from the following five exercises has been posted into the examples
of the forms, books and ledgers shown in this manual. Teachers can
change the figures given in these exercises and in that way prepare
exercises for further teaching purposes. Naturally other changes
and additions can be made in order to adapt the exercises to local
conditions.

Exercise A

In this exercise the main ledger for the new financial year beginning
1.1.75 was opened from the details shown in the trial balance. The
balances in the accounts for the assets and the liabilities shown were
posted to their pages in the main ledger (Example 2, pages 8-11).

Exercise B

From the summary of the financial transactions for 1975 the
working ledger (Example 1, page 6) was posted and the trial
balance was prepared. The main ledger Example 2 was posted and
the trial balance (Example 23, page 38), was prepared.

As far as is possible the other examples within this manual show
the entries and balances included in the working ledger and the
main ledger.

Exercise C

The closing entries for the stocks and the other adjustments were
posted to the main ledger. Then the final accounts and balance
sheet (Example 29, page 46) were prepared.

Exercise D

The weekly stock control record (Example 27, page 42) and the
leakage control account (Example 28, page 43) were completed
from the information shown in this exercise.

Exercise E

This exercise shows the preparation of the bank reconciliation
statement (Example 8, page 17).

Exercise A

Opening balances from balance sheet at 31.12.74

1.1.75. Post to main ledger the following opening balances:

Detail Ref DR CR
no $ $
Cash 1 15
Bank 2 1020
Farm inputs - stocks 4 300
Consumer trade — stocks 5 600
Expenses — wages accrued b/f 6 20
Fixed assets 7 3000
Depreciation provision & 600
Shares 9 1400
Deposits 10 600
Creditors 12 845
Debtors 13 20
Investments — Co-operative Union 14 200
Society loans 15 1000
Surplus 16 240
Reserve fund 17 400
Education fund 18 50
TOTALS $5155 | $5155

Notes

1 Round dollars ($) are given in the exercise here. In the books ol the society the exuct

amounts are recorded.

2 To show the use of as many ledgers and records as possible, the totals of transactions

have been posted to the examples given of these. In the books of the society.

individual transactions and accounts are posted.




Exercise B

Summary of financial transactions for 1975 from records cf

original entry

31.12.75 (&) Post and balance working ledger

(b} Post and balance main ledger

Allocation of 1974 surplus:
Bonus transterred to shares
Interest transferred to shares
Transfer to reserve fund
Transfer to education fund

TOTAL
Invoices from creditors:
Farm inputs purchases
Consumer goods purchases
Property expenses
New scalc
TOTAL

Paid creditors by cheque
Cash discounts allowed by creditors

Sales: Cash sales Consumer trade
Farm inputs
Consumer trade

Farm inputs

Credit sales

Received cash from debtors
Cash paid into bank
Bank charges

Investment in Co-operative Union by cheque

Interest added to investment
Received share contribution
Paid share withdrawal by cheque
Received deposits from members

98
40
70
30

800
1700
100
200

238

2800
2700
40

1900
750
100

50

140
2050
20
50

12
1000
40
440
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Deposit interest

Paid deposit withdrawal in cash

Paid expenses in cash: wages and tax
transport

Paid expenses by cheque: Other expenses

Produce advances to members paid in cash

Invoices to debtors for produce

Loans advanced to members in farm input,

Loans advanced to members in cash

Members’ foan interest

Society loan repaid by cheque

Society loan interest added to account

Produce proceeds received from debtors deposited
in bank

Cashed own cheque to pay produce proceeds
Produce proceeds paid to members in cash

Produce proceeds deducted to repay members’ loans
Members’ loans — bad debts written off

40
80

200
60
100
1000
7000
200
800
50
500
40

7000

4620
4620
1030

20




Exercise C Exercise D

Stocks and adjustments at 31.12.75 Stock and leakage controls
31.12.75 (a) Post main ledger Complete the Weekly Stock Control Record in Example 27 from
(b) Prepare final accounts and balance sheet the following details:
$ _ Stocks to begin  Received  Sold

1 Stocks at cost: Farm inputs 200 Produce — bags R 1000 1000

Consumer goods 750 Seeds — packets 30 350 360
2 Consumer goods received not irvoiced (GRNI) 50 Fertilizers — bags 10 130 125
3 Credit outstanding for farm inputs 50 Complete the Leakage Control Account in Example 28 from the
4 Other expenses prepaid 50 following details:
5 Propeity expenses prepaid 50 Consumer goods at selling values
6 Interest accrued 2 Sales $2000
7 Deoreciation: Land and buildings 5% 100 Purchases $2200

Fixt}1res and fittings 20% 200 Stocks to begin $756

Equipment 20% _40 Stocks to end $920

TOTAL 340

The committee have wustructed that this be charged to the trading sections, based
on the floor space they use, as follows, produce $80, farm inputs $40, consumer $220

|
8 Apportion the remaining expenses to the trading sections cn
the sales ratic basis.

9 Proposed allocations of net surplus for disposal: §
Reserve fund 100
Education fund 10
Interest on shares 21
Bonus 70

50




Exercise £
Bank reconciliation statement

Complete the Bank Reconciliation Statemet in Example 8 from
the following details:

$
Balance on bank statement : 1750.61
Balance in main ledger 2040.00
Deposits in transit  30.12.75. 500.00
31.12.75. 150.25
Cheques not presented number 2458 300.00
number 2451 60.86

51
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ﬁrewon[v

It is a common complaint that, in many primary co-operatives, the
standard of book-keeping is poor. The need has long been
recognised for a basic, simplified system of book-keeping, for use in
primary co-operatives in developing countries, in order to help
improve that situation. The system described in this manual has
been specially designed to meet that need. It makes no claim to be
revolutionary, nor to advocate new techniques. On the contrary, it
is based on customary double-entry practice; its only claim is that it
is simple and that it works, and can easily be adapted to meet
particular local requirements.

The system was originally introduced in Botswana, where it has
been extensively field-tested and used for many years, with
considerable success. In 1970, the British Ministry of Overseas
Development, in association with the Intermediate Technology
Development Group (ITDG), published three manuals based on the
system (one each for Consumer, Marketing, and Thrift and Credit
Co-operatives), which have been widely distributed and used in
several countries. The ILO International Centre for Advanced
Technical and Vocational Training at Turin used these manuals for
the book-keeping sections of their Co-operative Management
Training Courses. The original manuals have now been substantially
revised, to make them more suitable for training purpases, and
reissued as CEMAS/ICA publications. A fourth manual, for
Industrial Co-operatives, has been added to the original series.

The purpose of book-keeping is three-fold:

1 to maintain an accurate financial picture of the business, in such
a way, that the state of its finances can be simply, clearly and
accurately revealed at any time;

2 to make it possible for the accuracy of the accounts to be
quickly checked, to avoid errors or fraud;

3 to serve as a management tool by providing the information
required for decision-making and for planning future activities.

This system satisfies those criteria and, in doing so, takes account of
the circumstances within which it has to be used, and of the essential
need for the book-keeper to know what he is doing and why he is
doing it. The intention is to provide a system which, while fully
adequate, in terms of good book-keeping practice, does not make
unnecessary demands on the user’s time, ability and comprehension.

The manuals have been so designed as to serve both training and
operating purposes. They may be used as handbooks for co-operative
teachers, as textbooks for students artending training courses, and

as working manuals for on-the-job guidance of secretaries and
book-keepers. They will be found of most value wherever training
courses, based upon them, are provided, and where, after the courses,
students are encouraged to use them on return to work.
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NOTE FOR TEACHERS

This manual describes a book-keeping system concerned with the
maintenance of ledger accounts up to trial balance stage. In the
final sections, a brief description of control systems and preparation
of final accounts is given in order to complete the sequence of
operations up to that stage, but these are deliberately not described
in detail.

As a follow-up to the present series, CEMAS/ICA is producing a
more advanced manual on Co-operative Accountancy, which extends
the system to the stage of preparation of final accounts and

budgets, to meet the needs of larger co-operatives.

When the manua! is used for training purposes, it will normally be
desirable for the teacher to prepare and use his own exercises
(additional to the three in chapter 7, on page 25), and particularly
so when it is necessary to adapt these to the specific requirements of
local practice. -
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1 Tntroductions

1.1 The consumer co-operative book-keeping system

The book-keeping system described in this manual has been prepared
for use by consumer co-operative societies, or other primary
societies with a retail outlet. This system uses the double-entry
method of book-keeping applied to the columnar form of accounts.
All the entries for the financial transactions are posted into a
working ledger and all the accounts are controlled in the main
ledger.

1.2 Objectives and operations of consumer co-operatives

The objectives of consumer co-operatives will normally be stated in
their by-laws. Basically they strive to ensure that their members
obtain the right consumer goods, at the right places, at the right
times and at the right prices.

Their main function is to bulk-buy consumer goods and resell them
to their members. Members own and control their own business
which operates in their service. The business operations are
financed from funds obtained from members, from funds borrowed
from outsiders, and by making use of credit facilities available from
wholesale suppliers. The co-operatives trade as efficiently as
possible to cover at least the costs of their operations and to
provide for reserves to give financial stability to their independent
co-operative enterprises.

Traditionally when any net surplus remains, rebates are made to
members in the form of a limited interest on shares and as a bonus
on their purchases from their society. As co-operatives build up
funds and business skills, they develop and expand to provide a
wide range of gocds and services ta their members. These
developments stem from good co-operative business practices,
controlled by the use of good book-keeping systems.




1.3 The book-keeper's job

This manual is about the work of the book-keeper and how this work
can be used in the control of the co-operative business enterprise.
The duties of the book-keeper will include:

(a) keeping complete and accurate records of every financial
transaction in which the society is involved;

(b) checking the accuracy of these records at regular intervals;

(c) preparing final accounts and a balance sheet at the end of
every financial year, ready for audit and later consideration by
the members;

(d) preparing reports for the committee on the financial position
of the society during the financial year.

1.4 Importance of book-keeping

Book-keeping control of the operations of a society is essential. The
members are the owners of the society. They need to know how
their business is doing and how their funds are being used. The
members elect a committee to direct and control the affairs of their
business and a manager is appointed to control the day-to-day
operatians. This committee and the manager need information on
the operations of the society to be able to make decisions and to
take managerial action. It is essential that the information required
by the members, committee and manager is complete, accurate and
up-to-date. The book-keeping system in use must therefore show:

(a) How much the society owes (its liabilities).
(b) How much the society owns (its assets).

(c) Whether the society has financial stability and is able to pay its
debts as they arise.

(d) Whether the society is operating efficiently, covering its costs
and providing a net surplus.

All societies therefore need to keep books of account so that they
can provide the members, the committee and the manager with the
information they need. In most countries there are laws which
require that co-operatives keep proper books and records. This
underlines the importance of a book-keeping system.

The system described in this manual will meet the needs of members,
committees and managers. The examples in this manual will be
related to a society with only one trading outlet. However, the basic
system, using the working ledger and the main ledger, can be
expanded to meet the needs of societies which have several branches.
Each of these branches would keep a working ledger, from which
postings would be made to the main ledger of the society in which
all the accounts would be consolidated.
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2.1 Dcuble entry system

Book-keeping is concerned with correctly entering permanent written

A financial transaction arises in the course of business, when there is a
transfer of money, or something having a money value. £xamples will be
considered later when the working ledger is examined.

records of financial transactions into the books of account of the society.

In every financial transaction there are two aspects. There is the
tmparting {giving) of the benefit transferred and there is the
recerving of this benefit. This imparting and receiving takes place
between the accounts in the books of the society.

The doubi:-entry system of book-keeping is used to record this

transfer between the imparting account and the receiving account.
In this system, details of the money, or money value, of the benefit

transferred are recorded twice into the accounts of the society.

The account which imparts or provides, is credited (CR) and the

account which receives is debited (DR). For every credit entry there
must be a corresponding debit entry and vice versa, for every debit

entry there must be a corresponding credit entry. When there has

been corresponding postings made into the books of account, they

will balance. The debits will equal the credits.

The balancing of the books is similar to the balancing of a beam-

scale. When the goods in one pan of the scale are the same weight as

the metal weights in the other pan, the scale will balance.

2.2 Trial balances

The book-keeper can check that the books balance by the
preparation of a trial balance. These are statements prepared after
the posting of the debit and credit entries has been completed for a
given period. They show the list and total of all debits and the list
and total of all credits. Since all entries of any financial transaction
are recorded twice, once as a debit and then correspondingly asa
credit, the total of all debits on the trial balance must be the same
as the total of all the credits. If these totals do not agree with one
another, then an error has been made. The book-keeper must then
check all the additions and all the postings, for a trial balance nwust
balance.

The book-keeper will be concerned with two trial balances:

1 Working ledger trial balance

The working ledger (Example 1, page 6), contains the debit and
corresponding credit entries for all the financial transactions. These
entries are made as they arise into the records of original entry. At
the end of every week they are posted into the working ledger from
these records. The working ledger is closed off and balanced every
week after these postings have been completed. This is checked by
the preparation of a trial balance of all the debit and credit totals of
entries to be made from the working ledger into the main ledger.
Example 1 (page 7) includes a trial balance.

2 Main ledger trial balance

The main ledger (Example 2, page 8) contains the balances on the
various accounts of the society. After the debit and credit entries
are made from the working ledger, the new balances on these
accounts in the main ledger are ascertained. Then a trial balance of
all the debit and credit balances in the main ledger will be prepared
to check that the main ledger balances. Example 16 (page 29) shows
this type of trial balance.




2.3 Records of original entry

The essential books and records used in this book-keeping system are
outlined in the sections which follow. The entries to be made in
them flow from the initial entries made into the records of original
entry. These entries are made immediately the financial transactions
occur. They become the source of postings to the ledgers. In the con-
sumer co-operative the following records of original entry are used:

(a) Receipt books (Example 6, page 13)
(b) Payment vouchers
(c) Invoices (Example 9, page 16) and credit notes

(d) Cheque-books, bank paying-in books and the bank statements
for bank charges

(e) Cash sales receipts (Example 10, page 18) and cashing-up slips
(Example 11, page 19).

Generally, either these primary documents can be specially printed,
or standard books, which are available from most stationers, can be
adapted to meet most local needs. They should be numbered
consecutively and new documents should be kept locked away to
ensure they are controlled.

Entries obtained from the exercises on page 37 have been used to
illustrate the posting of the ledgers, forms and records used as
examples in this manual. In the books of a society, individual
transactions are posted into the records on the dates on which they
occur.

2.4 Working ledger: Example 1 {pages 6-7)

This ledger combines the functions of the traditional cash book and
the journals. It is a summary ledger. Details of all the financial
transactions of the society are posted from the records of their
original entries into the working ledger. This is kept on the double-
entry system, so that for every debit entry (DR) there is a
corresponding credit entry (CR).

This ledger is a columnar cash analysis book which can usually be
purchased from the local book-shop and the headings are written in
by the book-keeper as required. Two separate columns, one for
debit entries, the other for credit entries, are kept for each type of
account. The number and type of separate accounts kept by a
society will depend upon its own particular needs and circumstances.
However, our example shows the typical accounts which need to be
kept. To avoid opening many columns for accounts which are not
often used, two separate columns can be opened, headed ‘Other
Accounts’ and entries for these infrequent transactions can be
posted into these columns. They are posted separately into the
accounts concerned in the main ledger.

As entries are made into the working ledger from the original
records they show the date of the transaction, the details and any
reference number from the original entry. Then the appropriate
debit and credit entries arc made into the columns provided. All
this information is shown on the same line for each transaction. At
the end of every week the working ledger is closed off and balanced.
The totals of the debit and credit entries then to be posted to the
main ledger are first checked by the preparation of a trial balance
(see Example 1, page 7).

The working ledger, shown in Example 1, has been posted from the
summary of the financial transactions for the whole of 1975 and all
of these entries are dated as December 31 (see Exercises, page 37).
When used in a society, the working ledger will have daily postings

and it will be closed off, totalled and balanced every week.
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2.5 Main ledger: Example 2

Example 2(a)

tn this example the accounts are shown together. In the main ledger ' ‘
of a society a separate page is kept for each account as shown in | CASH ACCOUNT (in main. ladger)
Example 2(a). Since they are posted from the working ledger, these |
accounts will be kept in the main ledger in the same order as they are Date Detaid Ref DR e ' Batance
kept in the columns of the working ledger. The pages kept for each 1975 ‘ e ,
account are numbered consecutively and contain columns for the date, s ?
the details, the reference number and then three additional columns. B ;Bd‘"c" from balancesha bjg :De 1000
. . . ; orkting dges 2 2 1960 T0DR 49 40
In the first of these three columns debit entries (DR) are posted. In the 7 fE'dwu From wonleing (dger coo e ’
second column the credit entries (CR) are posted. The third column R v 9 221516 2040 56 DR 214 00
contains the running balance, prefixed to show whether it is DR or CR. oY v “ . »  jp 2196 20 2396 00 D€ 24 20
At the end of every fqur weeks th_e DR and CR balaqces in the main 2 . ‘ " w17 g0 29 174k 19°DR 20 30
ledger are separately listed on a trial balance, shown in Example 16, b and j
(page 29). This checks that the main ledger balances. Also at the : se o |DR 4000 )
end of every four weeks, after this trial balance has been prepared, Dec 31 Asset to balance shaet CfF 40 00 — This example shows the
the monthly report to the committee shown in Example 19 (page 31) e ‘ ! Ea;:nfcfogng's‘fzdu‘ie]‘é n
is prepared. At the end of the financial year the trading account for P P ! | appeaf gn its Sé},;glt]e
the year, together with the surplus disposable account and balance Jan || Balance from balana sheols bl , (D& 40 00| baoc in the main ledger
sheet, all shown in Example 21 (page 35) will be prepared. - o l | of the society.
Example 2
MAIN
z 1 '
Date Dotai Rel | Cash, | 2 Bank 3 Ay
| s st o DR e [Golance DR | (R fal DR
| Jan 1 Balances from balance shoet bf§ ‘ % o DR I020 o
Dec 3 Enbr Srom. working ladger 52 21390 21360 DR 4o (20300 18321 De 2499 i010 |
v 31 Aafj'u{:mzwts - Trading  account, | 53 | - |
» 3, Jransder imcome £ expomdiline b trading afe , | 1 %
v 3 Add'u,stmau,és - balance shook s2 | ‘ X
v 3 » - bmmge,r of nol suaplus grom t’aditvj a% _ i , .
v 31 Assets & Linbilitles 1o bal Shook ek DR 40 D€ 2499
1976 , | , ‘ |
Jon | | | Balances from balance sheok b/} DR 40 DR 2497
i L ; l




2.6 Members’ share and deposit

ledaer:

Example 3

Within this ledger a separate page is kept in share number order, for
each member. These records can also be kept in a loose-leaf ledger
or on cards, with a separate page or card being kept for each
member. The share and deposit transactions are posted to this
ledger from the details of their original entries, after these have

been posted to the working ledger. At the end of every four weeks
the individual balances for shares and deposits are separately add-
listed. The resulting share total then has to be agreed with the CR
balance for shares in the trial balance of the main ledger. The
resulting balance for deposits is agreed with the CR balance for these
in this trial balance.

Example 3
MEMBERS’ SHARE AND DEPOSIT LEDGER
Name of maember: Share no-
Addreas :
- |
| SHARES ITs
Date Ref { , Dspps |
no Corthibutuens | Inkercak Bonut | Withdawaks| Balance Deposits Intertst  Withdmudali Balance
| 1975 2 % cR ce ‘ DR ce R R 1 DR (R
Jaw 1 l | 1400 | 600
Dec 31 1000 f 40 48 i 50 2us59 400 40 : 200 k 840
| ! : ! i . i 1 .
L | | i 1
ED GER
4 Sales 5 Cash differences 8 Wages 7 Propexty expentes § Other experded
Balance DR CR Ralance DR R Balance, DR cR Balana DE e Balance| e ce | Aalance
cR 240 A R V , ®R 2 B 5 | u
DR 11760 20010  (CR20010 30 20 DR I0 570 DR 550 411 - |DE M6 460 i DR 349
Igtoe : 1o 1R 20000 o - 50 DR 600 30 |DR 3gé
- 20000 600 - - - 386 | 7 3u4
R 340 S0 cr SO 30 R 30
_| €& 340 | Ce_so DR_30
ce 340 , CR &0 DE 30
Example 2 continued »
9




2.7 Creditors’ ledger (accounts payable): Example 4 This total is then agreed with the CR balance for creditors shown
. . . ) in the trial balance of the main ledger at that date.

Creditors are suppliers who are owed money by the society for

goods or services supplied on credit terms to the society. In this

- ledger, a record of the transactions of the society with these Example 4
individual suppliers of goods and ser.ices will be kept. A separate )
page will be opened for each of these suppliers. These pages will be CREDITORS LEDGER
kept in surname alphabetical order. Noma of supplien: Account o
. Addrenss : Caadit Towmg:
These pages contain columns for the date of the wansaction, the :
details and referepce number. There are also three other colums. Date. Deotait ’Kzt % e Balance
The first column is used for debit entries (DR) for cash paid, 1975 Lho
discounts allowed to the society, and credit notes. The second is :3_ e . ( " : ‘ .
used for credit entries (CR) for invoices. The third column shows e /% ! . |CR oS
the running balance, prefixed DR when there is a balance due to the Dec |31 | Jnvoicas 552 ‘ 18660  |(RIF545
society, or CR when there is a balance due to the supplier. Postings v 13| Cheguen 1521 19500 e 1065
are made to this ledger from the original records after their details . [ :
have been posted to the working ledger. " |31 | Discounts "53 i - |CR 69
At the end of every four weeks the balances in this ledger will be - 1
add-listed to produce the net credit balance (CR) due to suppliers. |
9 Fixed agets 10 J!gﬁdgw 1] Shares 12 E@osu‘x ! 13 Caeditors
DR R Bolonca | DR e Balance DR ce Batance DR CR Balance b)Y cR Balance Dr
e o B el ' : . ' ! o , ' ‘ - _ s
e | mewoo_ | leeeo  |ce oo , e eao s
300 [ 2200 . . ' 50 Hog  |CRausk 200 440 (R $ho |I8SI6 | 1R660 Ik 969 500
265 265 (R 600 ‘ ’ ‘ , :
265 (R 365 | | | |
- ¥7757272306‘“N L e 265 ' . rousy ‘ cR 340 ' icR 969
’ |
Dezoo | cR 86 |  leust. ce o { 2 969
i ' ‘ 1 !

10




2.8 Debtors’ ledger (accounts receivable): Example b

Debtors are customers of the society who owe money to the society.
The society will generally obtain immediate cash fur sales of goods.
Sometimes limited credit terms may be allowed (for example, to
welfare or similar organisations trading with the society). Any credit
terms given must be authorised in the by-laws. The balances due
from debtors will be kept as low as possible.

The debtors’ ledger contains separate pages for each customer who is
given credit by the society. Each page contains columns for the date,
details and reference number. There are also three other columns.
The first column is used for debit entries (DR) for invoices issued

by the society. The second is used for credit entries (CR) for cash
received, and credit notes. The third column shows the running
balance, prefixed DR or, where the society owes money to the
customer, prefixed CR.

Postings are made to the accounts in this ledger from the original
records, after their details have been posted to the working ledger.

At the end of every four weeks the balances in this ledger are add-
listed to produce the net debit (DR) due to the society. This is
agreed with the balance for debtors shown in the tria: balance of the
main ledger at that date.

Example 5
DERTORS' LEIGER
Namae & cuwdtomen: Account no:
Adcliars Caedit toama:
Detail Ket e ce Balance
1975 no ]
Jon | ! | Balance b/ﬁ _ DR 201
Dec |31 | Goods - tmuercas 52| 500 . DR 520,
» |31 | Cas 52 460 PR 60
31 | Bad debts - wnitlen off | 52 20 |DR 40

15 Inuvestmests 16_ Surplus 17 Reserve gwwL 18 Educadion. fund i? Stock dgccount

Bolanca @ DR CR Balance De cR Balane DR ' ce Balance IR cR Ralance IR ce Balance
DE 20 ) _ DR 200 ] R 240 | ) . |CR 40O ) . |CrR so ] ! : _Nuzoo;[w
| DR 40 65 DR 265 23%g R 2 70 [CR 470 30 |C& €O , . R
i | 1700 | 1200  |DRi0O. |
o . i .
B 00  |cR %02 N i ) _ -

DR 4o DR 265 CR ¥02 CRYTD CR g0 DRIT00:
L' » IR 4o 2R 288 CR 802 CR410 ~ |CRgo l DR (:’0; |
| i . i l ! i
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2.9 Other books and records

There are other books and records in use in the society, in which are
entered the numerous details connected with the business operations
and controls. These will be outlined when the accounts are
considered later.

2.10 Other book-keeping terms

Book-keeping is a technical subject. Technical book-keeping terms
are used in this manual as follows:

(a)

(b)

(c)

(d)

(e)

®

Financial, or accounting, period

The financial period is the period of time covered by the final
accounts. This period is often of one year, ending on a date
stated in the by-laws of the society.

Final accounts

These are prepared at the end of the financial period. This
consumer co-operative uses two final accounts.

Trading account

This is one of the final accounts. It is a summary of all of the
income and expenditure for the financial period. This
summary reveals the surplus or loss.

Surplus disposal account

This account shows the proposed disposal of any net surplus.
It contains the recommendations of the committee on the
allocations for reserves, education, share interest and bonus.

The balance sheet

This is a list of the liabilities and the assets of the society on a
given date. A balance sheet is prepared after the final accounts
have been completed at the end of the financial period.

Surplus and loss

The income of the society is earned from the sale of goods. The
expenditure includes the cost of purchasing and selling the
finished goods. There is a net surplus when income is greater
than expenditure. There is a net /oss when expenditure is
greater than income.

(&

(h)

Liabilities and assets

Liabilities show what the society owes. They include members’
shares and deposits, reserve funds, surplus not distributed, and
balances owed to creditors.

Assets show what the society owns. They include land, buildings,
fixtures, fittings, stocks, investments, cash, and balances owed
by debtors.

Fixed assets are held permanently to be used to earn income
and include land buildings, fixtures and fittings.

Interest and bonus

Interest is that part of any net surplus which is distributed to
members in relation to their share capital. In some countries
the term dividend is used instead.

Bonus is that part of any net surplus distributed to members in
relation to their trade with their society. This is sometimes
called patronage refund.

The auditor

The auditor is a skillec accountant whose responsibility it is to
check and verify the accounts of the society at the end of the
financial year and at any other time as the registrar of co-
operatives may consider necessary. The auditor is independent
of the society and reports to the registrar and the members.

Internal auditors, where they exist, are elected under the by-
laws by the members at their Annual General Meeting. They
are elected to conduct regular checks for the members on the
books, assets and activities of their society. They report to the
members at the Annual General Meeting.




The working ledger is shown in Example 1, (pages 6-7). This ledger
is posted at the end of every week from original records which are
made immediately the financial transactions occur. The entries
posted in this ledger are outlined as follows:

3.1 Cash account

(a) Security

Cash must be handled with the utmost care and, wherever
possible, only one person should be responsible for receiving
and paying all cash. This person should not also be the book-
keeper. At all times cash, other than that which is in use in the
cash register (till), must be placed in the safe. The safe must be
kept locked and only the person instructed by the committee
should hold the key.

The cash in hand should be checked from time to time by the
committee and by the internal auditors appointed by the
members. The auditor appointed by the registrar of co-opera-

tives will also check the cash in hand on his visits to the society.

Apart from the cash float, or other cash held to make
expected payments, all cash should be banked as soon after
receipt as possible. The cash float is a set sum held back in the
store for change.

(b) Cheques received

For book-keeping purposes all cheques, postal orders or money
orders received by the society are treated as cash. Cheques
should only be accepted if prior arrangements have been made
with the manager of the society. Generally, cheques bearing a
date in the future (post-dated) should not be accepted.

(c) Cash receipts

A receipt similar to Example 6 must be issued whenever cash
is received.

Example 6

CASH RECEIPT

new balance v
pasd book $% 76>

The receipt will show the following details:
Cash receipt number

Name of co-operative society

Name of person paying the cash

Purpose for which cash is received

Amount of cash received in words and figures

Date cash received

NNV B W N

Signature of person receiving the cash

Usually the receipt is made out in duplicate using carbon
paper. The top copy is issued to the person paying the cash.
The bottom copy is kept by the society as the record of
original entry from which the working ledger will be posted as
follows:




Date .............. eceived (b)
Detail ............ from reccipt book
Refno ... receipt number
DR ... debit cash account — with amount
received
CR ... credit imparting account eg debtors,

shares or other imparting account
with amount received

(d) Cash payments

A receipt must be obtained, or a payments voucher be made
out, in support of all cash paid out. These will contain similar
details as shown in Example 6. On the receipt, or payments
voucher, the person receiving the cash from the society will
sign his name. From the receipt or payments voucher, which
forms the record of original entry, the working ledger is
posted as follows:

(c)

Date ............. paid

Detail ........... from receipt or voucher obtained

Refno....... receipt or voucher number

DR ... debtt recetving account ie bank,
expenses or other receiving account
with amount paid

CR ..o, credit cash account — with amount

paid

3.2 Bank account

(a) Current account

A current account should be opened at the nearest bank. The
bank will issue a paying-in book and a cheque book after they
have received a copy of the resolution of the committee to
open the account. The committee will also inform the bank of
the officers who are authorised to sign cheques on behalf of
the society. The bank will require specimen signatures from
these officers. The person appointed to handle the cash of the
society will make the deposits to this current account at the
bank.
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Bank deposits

A page in the bank paying-in book is made out in duplicate and
the cash is taken to the bank. The bank will keep the top copy
and wilt stamp the bottom copy as the receipt for the society.
From this record of original entry, entries to be made into the
working ledger are:

Date ........... taken to bank

Detail ........... from the paying-in slip, stamped and
receipted

Ref no .......... number of paying-in shp

DR ... debir bank — with amount deposited

CR ... credit cash — with amount deposited

Bank payments

Payments will be made using cheques from the cheque book,
which should be kept locked in the safe. The book-keeper will
present the bills to be paid to the manager who should make
out the cheques. The officers of the society authorised to sign
the cheques should do so only after they have compared the
cheques with the bills for payment. The cheques are sent off
to the creditors concerned. The working ledger is then posted
from the cheque book stubs as follows:

Date ............ of cheque as shown on the stub
retained in the cheque book

Detail ........... name of creditor (payee) from the
stub

Refno ... number of cheque

DR ... debit payee — creditor or other
receiving account with amount of
cheque

CR .. credit bank — with amount of

cheque




(d) Bank statements and reconciliation statement

From time to time the bank will send a statement showing all
transactions posted to the account of the society by them,
together with the used cheques. When these are received the
following procedure is undertaken:

1 The balance to begin on the statement is checked to
ensure that it is the same amount as shown on the previous
statement as the balance to end.

2 The cheque entries on the statement are ticked /) to ensure
tnat all cheques posted on the statement have been enclosed.

3 ltems remaining as withdrawals on the b .k statement, if
any, are for such items as commission and interest as will be
seen by checking the prefix number of the posting with the
number code shown at the bottom of the statement.

4 These bank charges are added and the total is posted to the
working ledger as follows:

Date ............ posted to working ledger

Detail ............ bank statement — charges
Refno........... number of bank statement

CR v credit bank

DR ... debit other expenses — bank charges

5 When this entry and all entries in the working ledger have
been posted to the main ledger, the last balance shown on
the bank statement has to be reconciled with the last
balance shown on the bank account in the main ledger (see
Example 7 below).

6 Cheques are sorted into their numerical order and ticked
against the entries which were made in the working ledger
when the cheques were drawn.

7 Deposits as shown on the statements are ticked against the
entries which were made in the working ledger when the
deposit was made.

8 The bank columns of DR — deposits, and CR — payments,
now show ticked entries, indicating that they have been
posted by the bank to the statement.

9 The reconciliation is then prepared as follows:
Example 7

BANK RECONCILIATION STATEMENT

Balance tn bank OU bonk statement 2610 | SO
ADD depesks n transi-
(deposit embnes in wo,\kin_g lzdga
hot ticked as haunng beon <haon
O bonk statement) 500| 00
TOTAL 3ito0| 50
LESS chequas nst passewted
( Chegue embrues in wo,d&'ni dgo-
net ticked au Lux,d\:j beau, Showon
o bauk Statemeunk) 6l |50

TOTAL - being balamce “r bank account im 2499( oo

Maom (o.dju

10 Where an overdraft (normally in red print) is shown as the
balance on the statement, cheques not presented are
added and deposits in transit are deducted to produce the
balance on the bank account in the main ledger.

11 Overdrafts arise when cheques have been paid from the
account with the bank in excess of the funds held in the
account. The bank has then in reality made a loan to the
society. Overdrafts should first be arranged with the bank
manager. They should onlv be used for short periods since
the rate of interest charged by a bank for an overdraft is
very high.

3.3 Purchases
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(a) Suppliers
The society will purchase goods for resale to members from
wholesalers, manufacturers or producers. Often primary
co-operatives come together to form a co-operative union which
acts as their main supplier. By consolidating their buying power,

—




(b)

the primary societies, through their union, buy in bulk ana
obtain better prices and terms than they could obtain when
buying alone.

Suppliers usually give credit terms to co-operatives after they
are satisfied that the society is stable and creditworthy. To
continue to enjoy these terms and to develop the confidence
of others in co-operatives, the society must ensure that it keeps
within the terms of credit granted, including the terms of
payment.

Most of the goods purchased for resale will thus be paid for
some time after lelivery. Some goods will still be purchased for
immediate cash. For example, produce purchased from
producers for resale in the store is often paid by immediate
cash on delivery: DR purchases: CR cash.

Ordering and receiving goods

The manager should prepare the written orders to the suppliers
in duplicate. The order is signed by the manager and the rop
copy is sent to the supplier.

Usually the goods ordered will be sent to the society with a
delwery note. The delivery note, sent by the supplier, shows
the quantity and description of the goods despatched.

When the goods are received at the society, they are checked
against the delivery note and the bottom copy of the order
kept by the manager.

Where, because of damage or short delivery, a credit is due
from the supplier, it should be claimed at once in writing. A
copy of the claim for credit will be kept by the manager. After
the goods, which have been delivered, have been checked and
accepted, their details will be entered in the goods received
book as shown in Example 8.

Where a society purchases goods from a few suppliers and
delivery notes are always received, these can be filed separately
and this file can be used instead of a ‘goods received’ book. In
particular, the delivery notes issued by a co-operative union
supplying the society can be filed separately and kept as the
‘goods received’ record for these supplies.
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Exawmple 8

GOODS RECEIVED BOOK

Page no: 6
o S y
Date lSupplier Descrip. | Quan, Cost | Selling | Delivery | Invoice | Working
received of of value value note no no ledger
1975 goods | goods page no
[ I
Jan 2% [Wholuaien| Barley |2 Sacks | 1 00| 1 20| teo | 263 ly/zel:prs

A‘ASW It USRS e

(c) Book-keeping entries for purchases

The supplier will send his invoice showing the cost prices and
total value of the goods despatched. A typical invoice is
shown in Example 9.

Example 9

FROM: Co-operative Wholesale Ltd, 1, The Docks, Anywhere.

TO: Anywhere Consumer Co-op Society Ltd.

INVOICE
Suppliers no: 147

Date: 1/2/75
Main Street, Anywhere

Your order no: Date ordered: Date sent:
333 3.1.75 27.1.75
Number  Description Price Cost
2 Sacks of barley 0.50 1.00
12 Cartons of sugar 0.90 10.80
TOTAL 11.80

Terms: net cash 7 days

Sociely wwour no 262




(d

Since the cost of transporting the goods for resale to the society
will be directly recovered from their selling prices, any charges
made for transport will be treated in the same way as charges
made for the goods and will be debited to the purchases
account.

When the invoice for goods or transport is received by the
society, it will be given a consecutive number. The details on
the invoice will be checked against the entry made in the ‘goods
received’ book which was made when the goods concerned
were received. The entry in the ‘goods received’ book will be
marked off to show the invoice number and the date of the
entry made for the invoice in the working ledger.

When credit noies are received they too will be given a
separate consecutive number. Their details will be checked
against the bottom copy of the claim for credit, which will be
marked off to show that the credit note has been received.

From the accepted invoice, or credit notes, the working ledger
will be posted as follows:

Charges from invoices Credits from credit notes

Date ......... of invoice Dete ......... of credit note
Detail ...... name of supplier Detail ....... name of supplier
Refno ... invoice number Ref no ..... credit note number
DR ... purchases — with total DR ........... creditors — with total
cost value on invoice cost value on credit
note
CR ... creditors — with total  CR ........... purchases — with total

cost value on credit
note

cost value on invoice

After these entries have been made in the working ledger, their
dertails will be posted into the individual account of the
supplier kept in the creditors’ ledger. The invoices and credit
notes will be separately filed in their society number order
ready for audit.

Pricing
The cost price of the goods includes their purchase price as

shown on the invoice, together with their cost of transport to
the society, and any other direct costs charged, such as import
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(e)

duty. To calculate the selling price of the goods a mark-up is
added to their cost price. This mark-up is usually expressed as a
percentage rate of the cost price. The rates of mark-up to be
applied to cost prices will depend upon at least the following:

1 pricing policy of the society
2 local prices set by competitors
3 the estimated expenses of the society

4 the type of goods: quick selling items like sugar have a lower
mark-up than higher-priced, slower selling items like clothing.

The selling price will be calculated by the manager and will be
entered in red on the bottom of the invoice. The goods
concerned will be individually price marked with their selling
prices. Since delays in the receiving of invoices can occur,
selling price calculations are often made by using the
information shown on the delivery notes.

Payment for purchases

Where goods for resale are purchased for immediate cash, no
entries are made in the creditors’ ledger. The entries to be made
in the working ledger will be:

Date .............. of purchase

Detail ............ of goods

Refno ... cash receipt/payment voucher number
DR ..ccovvrnn. purchases — with amount of cash paid
CR i cash — with amount of cash paid

Where goods for resale are purchased on credit terms, the
supplier will send his statements for payment by the society at
regular intervals, usually monthly. These statements will show
the balance owed from previous months together with details
of invoices, credit notes, payments received, discounts allowed
during the current period, and the balance remaining due. These
details will be checked against the individual account for the
supplier kept in the creditors’ ledger in a similar way as the
bank statement is checked.

After the balance claimed by the supplier has been agreed,
payment is made in accordance with the agreed credit terms.
Sometimes suppliers allow a cash discount for payment




within a stated period. Deductions for any discounts are made
from the agreed balance on the statement, and the cheque will
be made out for the net balance. Entries are made from the
cheque stubs into the working ledger as follows:

Date ............ of cheque

Detail ........... name of supplier

Refmno....... cheque number

DR ............. creditors — with amount of cheque plus
discount allowed

CR s bank — with amount of cheque

CR ... other expenses — with amount of cash
discount

These details will also be posted into the individual account of
the supplier kept in the creditors’ ledger. The statement will be
sent with the cheque to the supplier. When the receipted
statement is returned to the society, it will be filed ready for
audit.

(f) Goods for own use

Any goods taken from the stocks to be used in the shop for
cleaning or other authorised purposes are to be recorded.
Entries are made for these in the working ledger as follows:

DR: Other expenses
CR: Purchases with the cost value of these goods

3.4 Sales

The main source of income to the society is from the sale of
consumer goods to members. The book-keeper is involved with two
main aspects of the financial transactions concerned with sales. These
are the control of cash and the recording of the trade of the
individual members with their society.

(3) Cash control

Whether the store operates on counter service or self-service,
as few people as possible should handle cash. In the counter
service store one cashier is usually sufficient. The number of
cashiers in a self-service store will depend upon the number of
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check-outs required to handle the volume of business. Each
cashier will be responsible for the cash he or she handles.

Sales can be recorded by using cash registers (tills) which
produce a sales slip for the customer and an audit list for cash
control purposes. However, where the volume of business does
not justify the expenditure on a cash register, cash sales
receipt books with numbered pages which are made out in
triplicate, using carbon papers, are used. The pages are
completed as shown in Example 10.

Example 10

CASH SALES RECEIPT

Number: .87 ...
SOId 105 coeee F PUAZ e Share no: ... 7%........
Description of goods Quantity Selling price | Total value
Brouwm sugar 5 Kilo | 2% I | 4o
Bread Hour 10 Kilo e i éo
3
CASH RECEIVED: ... Jhaee doltars $ 00
and ...." 2 ... cents
paTE: 21675 . FOR ......Angwhere . CO-OPERATIVE
SOCIETY LTD

The manager issues and controls all the sales receipt books or
the till rolls. The cashiers are issued with a set amount of
change as a cash float for change at the start of each working

day.




During the day customers are issued with the top copy of the
sales receipt or a cash register slip as they buy from their
society. Where any petty cash payments are made from the till,
the cashier will obtain a signed receipt.

At the end of each day the following Cashing-up procedure
will be followed:

1 Cashier takes out the cash float which is checked and locked
in the safe by the manager.

2 The remaining cash is counted and listed with any petty cash
payments receipts on the cashing-up slip (Example 11). The
manager gives the cashier a receipt for this cash which he
then locks in the safe.

3 Where a cash register is in use, the total sales for each day
will be obtained from the audit list kept in the cash register.
If no cash register is used, the amounts of sales stown on the
bottom copies of the sales receipts are add-listed to produce
this total. The sales total is entered on the cashing-up slip.

4 Any difference between the cash and the sales total is
recorded on the cashing-up slip. The cashier will be required
to locate or explain any differences.

5 From the cashing-up slips the workiny ledger will be posted
by the book-keeper as follows:

Date ............. of sales

Detail ........... number of cashing-up slip

DR ... cash — with actual "cash’ total
(including any petty cash
payments)

CR ... sales — with total of sales from sales
receipts or slips

DR/CR ......... cash differences — with any shortages

(DR) or any overs (CR)

Where the ‘cash’ total includes any amount paid out as
‘petty cash’, a further entry into the working ledger will
need to be as follows:
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Date ... of payment

Detail ... from petty cash payment receipt

Refno....... receipt number

DR ... receiving account eg expenses — with
amount paid

CR ... cash — with amount paid

Example 11

CASHING-UP SLIP

No: ......! 14D,
Cashier: ..M Jame Date: .2%.12.75..
Cash: $
$100 notes 300-00
$10 notes 150-00
$1 notes 20000
Coins 5-62
Cheques 0-18
Postal Orders -2
Petty Cash Payments:
....................................................... I 46
TOTAL CASH $ pex et
Sales: from sales receipt books
or cash register lists $ 669 57
Cash difference: short/over $ 1o

Reason for difference: J madse a wustaka un giving chanie
Signed: ............. M TAmZ e, Cashier

Signed: ........... /JGY)QM ........................ Manager

Posted to working ledger — page no .....2.1........




(b) Members’ trade records

(c)

Where the society is using sales receipt books, receipts will be
made to show the name and share number of the members as
well as the details and prices of the goods sold. After the total
daily sales have been determined, the middle copies of the sales
receipts will be separately torn out from the sales receipt book.
They will be sorted into share number order and the receipts
for each member will be separately filed. This will be done
throughout the financial period. At the end of each financial
period the receipts for each member will be add-listed to
produce the total trade of each member during the period.
These totals will be used to distribute any bonus due.

Since this system is very expensive to operate and can result in
considerable delays, it is recommended that a bonus stamp
system be operated. These stamps are similar to postage stamps.
They are issued at the time of the purchase of the goods by the
member for a fixed unit of purchase (eg one stamp represents
five cents of purchases). Books are provided for the members
to stick their stamps in. At the end of the financial year,
should there be a bonus distribution, the members will present
their stamp books and the bonus they receive will depend on
the number of stamps in their books, which represent their
trade with the society.

Credit sales

Generally all sales will be made for immediate cash. Sometimes,
if approved by the committee and authorised under the by-laws,
some credit sales will be allowed. In these cases the society will
issue invoices. These invoices will be made out in duplicate

at the time of the credit sale. The customer will sign the

invoice and take the top copy. The book-keeper will post the
working ledger from the bottom copy as follows:

Daie ...cccueeennn.. of credit sale

Detail ............... name of customer

Refno ... invoice number

DR oo, debtors — with amount of credit sale
CR o sales — with amount of credit sale

When the debtor pays the account, a receipt will be issued by
the society. From the bottom copy of this receipt the working
ledger will be posted as follows:

Date ......ccecveinni. of receipt

Detail .......cccveuvu. name of customer
Refno.............. receipt number

DR oo, casb — with amount received
CR o, debtors — with amount received

The details of the credit sale and the receipt of the cash will
also be entered into the individual account for the customer
kept in the debtors’ ledger.

3.5 Cash differences

In this account will be recorded any cash differences revealed at the
end of each day when the sales are balanced. The working ledger will
be posted, as previously indicated, from the cashing-up slips.

Debit (DR) entries in this account will represent cash shortages, and
credit (CR) entries will indicate cash overs. Whenever any cash
differences are revealed explanations will be obtained from those
responsible for the cash. At the end of each financial period the
balance on this account will be cleared by transfer to the sales
account, eg.

Cash differences balance DR $5.60 Clear by tranufer to sales account:
CR: cash differences and DR: sales with $5.60.

3.6 Wages
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(a) Employees

There should be a written ccntract of employment made
between the society and each employee, including the manager.
Each employee should also be issued with a job description
outlining his duties. When an employee is engaged, a page will
be opened for him or her in the wages book shown in Example
12. The wages will be at the rate (and paid at the time) stated in
the contract of employment. Deductions for tax and similar




items will be made from the gross wages, as required and
instructed by the government or other authorities.

Example 12
WAGES BoOOK
Name af employea : Position:
Salud-' $ Tote starfed - Date (aff-
dale  (Gross wages Less tox  Lew: other  Nek Signatine &
1915 oleductions ool employes
Dec 31 570 o o - 530

(b) Payments

Separate cheques can be made out for the net cash due for
wages to each employee. However, since most employees have
no bank account of their own, they usually require cash.
Therefore one cheque is made out and cashed for the total net
wages due. The manager pays the cash due to each employee
and as they receive their cash, each employee signs in the wages
book as a receipt. Cheques are also drawn to pay the tax or
other deductions to the authorities.

From the cheque stubs the working ledger is posted to show:

Date .......... of cheques

Detail......... wages, tax, etc

Refno....... cheque number

DR .......... wages — with net cash and deductions
paid to the authorities cquals gross wages

CR ............ bank — with net cash and deducrions paid

to the authorities equals gross wages
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3.7 Property expenses

Property expenses are concerned with land, buildings and other
property ot the society. They will include property insurance
premiums, any rents, repairs or rates. Payments for these expenses
will be made by immediate cash or cheque in some cases, and by
payment against invoices in others. Where payment is made by
immediate cash or cheque, the working ledger will be posted from
the receipt obrained as follows:

Date .....cnenin.. of payment

Detail ............... detail of expense

Refno......... receipt number

DR o property expenses — with amount paid
CR .o cash or bank — with amount paid

When an invoice is received for expenses to be paid later, the entries
into the working ledger would be DR Property expenses: CR
creditors with the amount charged on the invoice. When the
payment is made to the creditor, the entries will be DR creditors:
CR bank with the amount of the payment. The details of the
charge on the invoice and the payment made by cheque will also be
posted to the individual account kept for the creditor concerned in
the creditors’ ledger.

3.8 Other expenses

Wages and property expenses are recorded in separate accounts. All
other expenses can be recorded in this account headed ‘other
expenses’. However, where a society requires to analyse the expenses
in greater detail, separate columns can be kept in the working

ledger, and separate pages opened in the main ledger for the
individual classes of expenses. Another method of keeping the
different types of expenses separate, to help in their comparison

and control, is shown in Example 13 (page 22) for other expenses
analysis.

This example shows that double-pages are kept in the main ledger
for other expenses. On the left hand page of the open main

ledger the usual record is kept showing the debit and credit entries
posted from the working ledger together with the running debit or




credit balance. On the right hand page columns are ruled and headed
for the classes of expenses for which the analysis is to be kept.
Details of the financial transactions concerning these expenses are
posted to the working ledger. The debit entries are made to other
expenses for charges. These will then be posted and analysed in the

main ledger.

3.9 Fixed assets and depreciation

(a) Purchase

These are acquired and held primarily for the purpose of
earning income. They include land, buildings, fittings, fixtures,
equipment and machinery. Money spent as capital expenditure
acquires these fixed assets for use by the society for more than
one financial period.

From the invoices obtained when the items are purchased the
following entries will be made into the working ledger:

Date ... of purchase
Detail ............... supplier/fixed assets
Refno.............. invoice number
DR o, fixed assets — with cost (capital
expenditure)
CR ..o creditor — with cost
Example 13
OTHER EXPENSES ANALNSIS .
_ (logt hand page) (rght hand page)
Jafe. Detail ng DR CR | Balance |Stationary Water Taavel Postage ’ Inderaste % .Sum-dhﬂ
| 115 no | ; | | |
| Dec 31 Bad dobk 152 20 DR 20 ‘ ‘ v a6
‘ | 1
| » 3 Ba,nz charges !52f 30 DR 50 | f 1 30
- or 3 %C(am.m:, .mal:ﬂh-tal-& :52% 10 DR 6O . | | 10
| 31 | Depesit interesk 52 4o DR oo ‘ | 4o
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(b) Depreciation

Wages and property expenses involve payments to staff or
other organisations. Depreciation is a non-cash expense. The
charges made for depreciation in the accounts of the society
are internal entries representing the allocation of the cost of
the fixed asset over its estimated working life. The years of
useful working life will depend upon the type of fixed asset
and local conditions.

The charge for depreciation is made each financial year. These
depreciation charges are aggregated year by year so that the
book value of the fixed asset is correspondingly reduced by the
total charge for depreciation.

The equal instalment method of depreciation is recommended
here. This method spreads the cost of a fixed asset equally
over its years of useful working life. The annual charge for
depreciation will be calculated as follows:

cost of fixed asset

- ——— = annual charge for depreciation
estimated years of useful working life

As a guide the cost of buildings could be depreciated over

20 years and the cost of fixtures, fittings, etc over 5 years. In
some areas depreciation is not applied to land, since this can be
considered not to be a wasting fixed asset.

After the calculations of the charges have been made at the
end of the financial year, the details are posted into their
inventory. The working ledger is posted as follows:

Date ............. last day of financial year

Detail ........... depreciation fixed assets

Refrno ... inventory page number

DR v depreciation (charge) — with annual charge for
depreciation from inventory (transferred to
trading account)

CR e depreciation (provision) — with annual charge

for depreciation from inventory (included in
balance sheet)

(c)

Insurance

There are many risks of loss or damage to the property of the
society. The society can be covered against some of these risks
by taking out insurance cover with reputable companies. The
full replacement value of the fixed assets rather than their cost
or book value should be covered. The society will pay an
annual premium, these premiums being charged as property
expenses. The insurance company will issue a policy which is to
be safely kept in a separare file.

3.10 Shares and deposits

(a) Entrance fees

An application for membership form should be completed by
applicants wishing to join the society. After acceptance into
membership, the applicant pays an entrance fee to the society
as may be required by the by-laws. A receipt for the fee is
issued.

A new member is issued with a pass-book showing the member’s
share number. These numbers run consecutively. The details

of the new member are entered into the share and deposit
ledger shown in Example 3 (page 9).

From the copy of the receipt issued for the entrance fee the
working ledger is posted:

Date ................. of receipt of fee

Detail ............... name of member

Refno........... share number

DR oo cash — with.amount of entrance fee
CR e, other expenses (or reserve fund if so

stated in the by-laws)

The member-1ip register zan consist of the completed and
accepted membership application forms duly filed in
surname alphabetical order.




(b) Share contributions

Contributions of at least the minimum share holding shown in
the by-laws should be paid in by the member. Receipts are
issued and the details will be posted to the working ledger as

follows:
Date ................ of receipt
Detail ............... name of member
Refno ... share number/receipt number
DR i, cash — with amount of contribution
(0 S shares — with amount of

contribution

The details required to be shown on the receipt include a note
of the new balance in the pass-book of the member. This is
shown in Example 6 (page 13). Entries are also made for share
contributions into the pass-book of the member and the share
and deposit ledger account for that member.

(¢} Share withdrawals

Share capital is in the nature of a permanent capital of the
society. Withdrawals can only be made in accordance with the
provisions in the by-laws. When shares are paid back, the entries
into the working ledger will be made from the cheque drawn or
receipt obtained. The bank account will be credited (CR) and
the share account will be debited (DR). Entries will also be
made into the member’s pass-book and share and deposit

ledger account.

(d) Share interest

Should there be any net surplus at the end of the financial year,
and an interest on shares be declared, it could be distributred
by credit to the share accounts of the members. After the
annual general meeting, the interest due to each member will
be calculated based on the lowest balance of share capital

held by the member for each cemplete three months. After a
separate calculation has been miade for each account, the total
interest due is ascertained by add-listing the amount calculated
for each member. The individual share accounts will be posted
and the total interest entered into the working ledger as a
debit (DR) to surplus and a credit (CR) to shares.

(e) Bonus

Should there be any net surplus at the end of the financial year,
and a bonus be declared, it will be distributed according to the
trade of the members with their society as seen from the totals
of thc sales receipts, or based on the number of bonus stamps
issued. Where the bonus stamp system is in operation, the
amount of bonus to be distributed to each member will be
calculated on the stamps presented by the members on days
declared as bonus days. Members would indicate on the bonus
distribution forms in Example 15 if they want their bonus in
cash or by transfer to their share accounts.

Example 15

BONUS DISTRIBUTION FORM

Number of fuli books ...
Number of additional full pages .........
Number of additional stamps  .........

TOTAL BONUS $

Please transfer my bonus to my share account

SigNEd ..o e Member
OR
I acknowledge receipt in cash of my bonus

Of § o
Date ...cccvveinimeeecnecennns Signed i e Member

From lists made from the bonus distribution forms, entries
would be made as follows into the working ledger for the total
bonus distributed:

(a) DR: surplus, CR shares: with bonus transferred
(b) DR: surplus, CR cash: with bonus paid in cash

-



()

Entries would also be made into the individual pages of the
share ledger and in the pass-books of members for the bonus
transferred. Where the sales receipt system is in operation,
similar bonus distribution forms, without the bonus stamp
details, can be used. The bonus due to each member, calculated
from the totals of their sales receipts, will be entered on a
separate bonus distribution form, made out for each member
before the bonus days. Then the members would come to
collect their cash, or authorise the transfer of their bonus to
their share accounts.

Deposit accounts

Since share holdings are not easy to withdraw, members could
be encouraged to invest with their society in deposit accounts.
Withdrawals are easier and interest on deposits is at a rate
agreed when the deposit was accepted. Such interest is treated
as an expense rather than an allocation of surplus. As an
expense, the interest is calculated and distributed by credit to
the deposit accounts before the final accounts are closed. The
deposit columns in the working ledger are credited (CR) when
deposits are received and debited (DR) when withdrawals are
paid. When the interest has been calculated, the total is
credited (CR) to deposits and debited {DR) to other expenses.
Details of these transactions will also be posted to the
individual accounts of the members concerned in the share and

deposit ledger.

3.11 Creditors and debtors

(a)

Creditors

Entries concerning creditors are made in creditors’ columns in
the working ledger and then into the individual account of the
creditor concerned in the creditors’ ledger. When goods or
services are obtained by the society on credit, the creditors’
accounts are credited (CR). When the creditors are paid, their
accounts are debited (DR).

Should the society obtain a cash discount from the creditor,
the entries to be made in the working ledger are: debit (DR)
creditors and credit (CR) otber expenses.

3.12 Investments
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(b) Debtors

Entries concerning debturs are made in debtors’ columns in
the working ledger, and then into the individual account of the
debtor concerned in the debtors’ ledger. Any bad debts
written off are debited (DR) to other expenses and credited
(CR) to debtors, and the details are shown in the debtors’
ledger.

(a) Approved investments

Generally all the funds of the society will be used within the
business for providing the goods and services required by the
members. However, there may sometimes be funds which are
not immediately required for the trading or development needs
of the society. These funds ought not be left idle in the bank
current account, but should be put to work as investments in
other co-operative organisations, banks or other bodies
approved by the registrar and authorised under the by-laws, to
earn interest income for the society.

The society will normally be a member of a co-operative union.
In accordance with the requirements of the by-laws of such a
secandary co-operative, the society would be required to

invest some funds in this union as share capital. The union
would then be able to provide the goods and services required
by its member primary societies, financed by these investments.

As an added safeguard to the financial stability of the society,
funds representing the reserve funds, if not being used in trade,
should be invested outside the society.

Funds invested outside the society should be invested with care,
to give security, interest income and ease of withdrawal.

Usually the longer the initial period for which the funds can

be invested, the higher the rate of interest which can be

earned. For example, banks may be offering interest at 4% on
investments which can be withdrawn at short notice and 8%

on investments made for a complete year. The book-keeper
should make recommendations to the committee on the amounts
which may be available for investment and as to the periods for




(b)

(c)

which these funds can be invested. Wherever possible,
investments shouid be made in other co-operative organisations.

Deposit of investments

When funds are deposited as investments in approved
organisations, deposit slips issued by these bodies are completed,
usually in duplicate. The funds are paid over and the society is
issued with a receipt which is usually the bottom copy of the
deposit slip. The society may also be issued with an investment
pass-book or certificate showing details of the investment.

These pass-books, or certificates, will be kept in the safe of the
society. From the receipt the book-keeper will post the entries
into the working ledger:

Date........... of deposit

Detail ....... name of approved organisation

Refno ... receipt number

DR ........... investments — with amount of deposit
CR cccvnne. cash — with amount of deposit

The society would usually not have many separate investments.
However, where there is more than one, a separate page for each
investment will be kept in the main ledger. These pages will be
headed to show the name of the approved organisation together
with the interest rates, withdrawal and the other terms of the
investment.

Withdrawal of investments

Withdrawals can only be made in accordance with the terms
agreed when the investment was made. Proper notice would
need to be given to the approved organisation. Details of the
withdrawal would be shown in the investment pass book. When
the cheque for the withdrawal is received by the society, entries
would be made into the working ledge: as follows:

Date .......... cheque received

Detail ........ name of approved organisation

Refno ... cheque number

DR ............ cash — with amount of withdrawal

CR ... investments — with amount of withdrawal

(d) Interest on investments

Generally interest on investments is a minor source of income
to the society. Because interest charged te the society for
overdrafts and interect paid by the society on members’
deposits are debited to other expenses, interest income will be
credited to other expenses.

Interest paid to the society is posted, when received, into the
working ledger by debit (DR) to cash and credit (CR) to other
expenses with the amount of the interest received. Where the
interest is distributed by being added to the investment account
by the approved organisation, the entries are posted from the
details in the investment pass book to the working ledger as
follows:

DR Investment account
CR Otbher expenses — with the interest earned

3.13 Surplus

At the end of the financial year any net surplus from the trading
account would be transferred as a credit to this account.

After the annual general meeting, the allocations from surplus to
reserves, education, interest or bonus would be made in accordance
with the resolutions of the meeting by debit (DR) to the surplus
account and credit (CR) to the reserve fund, education fund, share
or other account concerned.

3.14 Reserve fund
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The reserve fund is created, held and used in accordance with the
by-laws of the society. Allocations are made to reserves (CR) from
surplus (DR). The society should build up its reserves to provide a
source of operating funds and to give greater financial stability to
the society.




3.15 Education fund

Allocations are made to this fund (CR) from surplus (DR). These
funds ought to be increased from year to year, so that eventually
the society can take a more active part in member training anc
education.

3.16 Stock account

The stock to begin at cost value is shown as a debit balance in the
main ledger to begin the financial period. On the last day of each
financial period this stock to begin balance will be transferred as a
debit to the trading account. The stock to end will be listed and
valued and showr: in the trading account as a credit and in the
balance sheet as n asset. This balance wili then be brought down in
the main ledger in the new financial period.

3.17 Balancing

At the end of every week the working ledger is ruled off and
balanced. The entries in each of the columns are separately totalled
and shown at the bottom of each column. This is checked by the
preparation of a trial balance of these totals. When this balances, the
main ledger is posted.
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4 The main [e@eiu

4.1 Posting

The main ledger is kept as a control record of all the accounts of the
society. It contains separate pages for each of the accounts for which
columns are kept in the working ledger. An example of the accounts
of the main ledger is shown in Example 2 (page 8). The opening
balances in the main ledger accounts will be the assets and

liabilities brought down from the previous financial year and shown
in the last balance sheet of the society.

At the end of every week the debit and credit entries in the working
ledger are posted to the main ledger. The number of each account
so posted is entered into the working ledger underneath the total

of entries posted to facilitate checking and ease of reference. The
new running balance of each account posted in the main ledger will
be ascertained and prefixed DR or CR as the case may be.

4.2 Balancing

At the end of every four weeks a trial balance will be prepared from
the balances in the main ledger. A trial balance is shown in
Example 16. The cash balance will be checked with the actual
cash-in-hand. The bank balance will be checked with the bank
statement. The share balance, the deposit balance, the debtors’
balanice and the creditors’ balance shown un the trial balance will
be checked with the totals of lists made from the individual
accounts for these kept in the various ledgers and so on. This trial
balance will be included as part of the manager’s report to the
committee shown in Example 19 (page 31i).
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Example 16

TRIAL BALANCE OF MAIN LEDGER akt 31-12-75

Detail

Cash

Bank

Punrchaacs

Sales

Cash differoncas
Wages

Paoperky expenaes
Qthor éxpemses
Fixed a44els
Deprecialign  prouvision
Sharet
.'Deposi.&
Cagcliters

ToTAL

Ref

no

-

0 0 g oo Y P N

— e e Mt e o o~
> T N L SV S

DR cR

40
2499
17160

20010
10
550
416
349
2300

600

2488

g40

969
40
265

Q I

470

40

1200 ‘

25429 25429




5 Control scmtems amfﬁna[ accounts

5.1

The business operations of the society need to be controlled and
summarised. The sections which follow outline some control
systems and present in brief the preparation of the final accounts
and balance sheet. These are explained in greater detail in the next
book in this series (see Note for teachers, page iv).

Annual budget

The annual budget is a forecast of what the committee and the
manager hope to achieve from their management of the society in
the coming financial year. It is prepared at least one month before
the beginning of the financial year to which it relates. The annual
budget is prepared in two parts. The first part is the operating
budget; the second is the cash budget.

(a) Operating budget: Example 17

This part contains forecasts of the income and expenditure of
the society. The expected allocations of net surplus are also
shown. The books and ledgers will gradually reveal the actual
current results, which can be measured against the results
estimated in the budget. The book-keeper, by keeping the
records ~f the financial transactions up to date, takes a full
and active part in the preparation and use of the budget.

(b) Cash budget: Example 18 (page 31)

The forecasts made of the income and expenditure in the
operating budget must be related to the funds available to
finance the operations of the society. A forecast is therefore
made of the flow of cash in and cash out. This wili enable the
committee to be prepared to seek loans or overdrafts when
required, or to invest funds revealed as not being immediately
required for the operations of the society. Both the operating
and cash budgets can be prepared for shorter periods than a
complete financial year. In particular, the cash budget is some-
times made for short periods of only one month ahead.
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Example 17
OPERATING BUDGET
for financial year ending ........ccooevrececeeeee
Detail Budget Actual Actual
This year | This year | Last year
$ % $ % $ %
INCOME
Sales

GROSS SURPLUS

EXPENDITURE
Wages
Property expenses
Other expenses

TOTAL CASH EXPENSES

Depreciation

TOTAL EXPENSES

NET TRADING SURPLUS

SURPLUS AVAILABLE FOR DISPOSAL
Balance brought forward

ADD: Net trading surplus
TOTAL

PROPOSED ALLOCATIONS
Reserve fund
Education fund
Interest on shares
Bonus on trade
Balance carried forward

TOTAL




Example 18

CASH BUDGET for period ending

Detail

Budget
This period

Actual
This period

ADD

LESS

FUNDS AVAILABLE b/f

FUNDS AVAILABLE c/f (1 — 2)

Cash at bank
Cash in hand

TOTAL
Share contributions
Deposits
Sales

Investment withdrawals

TOTAL (1}

Share withdrawals
Deposit withdrawals
Creditors — purchases
Expenses

New fixed assets

Investment deposits

TOTAL (2)

5.2 Monthly report to committee
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The members are the owners of their co-operative society. At their
annual general meeting they elect a committee which will conduct
the business and be responsible for the general direction and control
of the affairs of the society. The manager is appointed to run the
day-to-day business under the direction of the committee. The
manager is required to submit his report to the committee at the end
of every four weeks, when the trial balance of the main ledger has
been prepared by the book-keeper. An example of this report is
shown in Example 19 below.

Example 19 (continued next page)

Page 1
MONTHLY REPORT OF MANAGER TO COMMITTEE

............ weeks ended

1 Membership
To date this year
To date last year
Increase or decrease: NO v,

2 Shares and deposits Shares

To date this year
To date iast year

Increase or decrease: $..%..1% ..%...

3 Trade (to date)
To date this year $
To date last year $
Increase or decrease: $

4 Estimated net surplus to date

Gross surplus at ........... % on trade
LESS: Wages
Property expenses
Other expenses
Depreciation

TOTAL EXPE! 3ES $

Estimated net surplus L SR %.irennnnas




Example 19 (continued)

Page 2
MONTHLY REPORT
5 Cash balances
Cash in hand $
Cash at bank $
TOTAL $
Creditors due for payment $
6 Report on staff matters
{(a) Average trade per employee to date: this year $
last year $
(b) Other staff matters:
7 Report on action taken on committee instructions:
8 Report on education activities:
(a} Members
{b) Staff
9 Other matters for attention of committec
10 Trial balance of main ledger attached
Date .o Signed .....oiviivineieineiiiiees Manager

5.3 Leakage control account

Every store has losses of goods: some goods will be damaged, some
deteriorate through age or lack of care, some may even be stolen.
Such losses or leakages reduce the surplus of the society, and care
should be taken to avoid them. Some leakage is natural and can be
expected. Other leakages are unexpected and could indicate a lack
of stock control.
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To measure the leakage, a ieakuge control account is kept. To
prepare this account it is necessary that all entries for purchases are
separately recorded at selling values as well as cost values, for the
control is kept at selling values. Whenever stock is listed and valued
the leakage control account shown below can be completed:

Example 20

LEAKAGE CONTROL ACLOUNT

%DY . weeks enoleol
AU calups ak sellng prces $ $
Stock to begun (From (aat stoce sheeks) 1386
ADD purchases (from puachoae conbasly) 20610
TOTAL 22056
LESS Ssales (X’me Piiin Mggﬂ ) 20000

Stock b end (blrom prsent stock sheets) 2000 22000

Leakage (or swplus) 564

(0akagg x 100 . 56 X[00) _ .ng °
As Z( sales ’ .Qoooo) - OQ&?A dﬁ sales

leakage x 100
The leakage is expressed as a percentage of sales sales
Should this rate be above that anticipated to cover expected natural
leakage, a full investigation would be required and frequent stock-
takings would be arranged in order to discover the reasons for the
excessive leakage.




5.4 Final accounts and balance sheet

At the end of the financial year, the final accounts and balance

sheet shown in Example 21, page 35, are prepared. The following is

a short outline of the procedure to be followed in this preparation
(more details are given in the manual on accounting, see Note for

teachers, page iv).

1 Stock taking of goods for resale

The stock of goods purchased for resale not yet sold will be
listed and valued in a duplicate book ruled to show:

Date of stock taking

Description of goods

Number of units
1

Unit selling price
2

Total
selling value
1x2

The total selling value of goods in stock will be used to cornplete
the leakage control account. The total selling value of goods in

stock will be reduced to ‘cost’ by deducting an agreed percentage

(mark-down). This agreed percentage will depend upon local
conditions including the rates of mark-ups used to calculate
selling prices. This ‘cost’ value will be shown in the trading
account (CR) and in the balance sheet as an asset.

2 Purchases adjustments

(a)

(b)

(c)

Goods received not invoiced

Any goods delivered on, or before, the day the financial

year ended, for which no debit has been made to purchases,
will be listed at cost and selling values. These goods will be
listed from entries not cleared in the ‘goods received’ book.
The entries into the working ledger, and further into the main
ledger, in respect of this adjustment, are:

DR Purchases to be included in the trading account

CR Purchases to be included in the balance sheet
Credits outstanding
Any credits outstanding in the ‘claims for credit’ book will
be listed at cost and selling values:

CR Purchases to be included in the trading account

DR Purchases to be included in the balance sheet

Net purchases

The net purchases at cost value for the trading account and at
selling value for the leakage control account will be calculated
as follows:

$ $
Purchases — from main ledger ~ Cost Selling
(from separate
record)
+ Goods received not invoiced  ......... .
— Credits outstanding ... i,
Total to Total to
trading leakage control
account account




3 Expenses adjustments

(2)

(b)

Expenses prepaid
The full benefit of expenses that have been debited may not
be received until the next financial period. In these cases
credit adjustments are made to carry forward part of the
debit charged, to the next financial period.

CR Expenses to be included in the trading account

DR Expenses to be included in the balance sheet

Expenses accrued

The benefit of an expense may have been obtained during
the financial period but no charge has been made in the
accounts. In these cases adjustments are made for these
expenses accrued, or owing, by making an adjustment of a
debit charge in the financial period in which the benefit was
obtained.

DR Expenses to be included in the trading account

CR Expenses to be included in the balance sheet

34

Fixed assets and depreciation

The charge for depreciation will be calculated and the inventory
of fixed assets and schedule of depreciation will be completed
and balanced off. The actual fixed assets will be checked against
their inventory.

DR Depreciation (charge) — with charge to be included in the

trading account

CR Depreciation (provision) to be included in the balance sheet
Deposit interest will be calculated and posted through the working
ledger to the deposit accounts:

CR Deposits with interest to be included in the balance sheet

DR Other expenses to be included in the trading account

The cash in hand will be checked and certified.

7 The bank statement will be obtained and a bank reconciliation

10
11
12

13

14

15
16
17
18

statement will be prepared.
Investment balances will be checked.

Share, deposit, creditors’ and debtors’ balances in their ledgers
will be add-listed and agreed with their control balances in the
main ledger.

The trial balance of the main ledger will be prepared.
Any adjustments will be posted through the working ledger.

The income and expenditure accounts in the main ledger will be
closed and their balances will be transferred to the trading account
for the year.

The surplus disposal account will be prepared after the committee
has made its recommendations on the disposal of any surplus.

The balance sheet will be prepared from the balances of assets and
liabilities remaining in the accounts in the main ledger.

The audit will be completed.
The annual return will be prepared and sent to the Registrar.
The annual general meeting will be held.

Any net surplus will be distributed as resolved by the annual
general meeting.




Example 21
FINAL ACCOUNTS AND BALANCE SHEET
I Trading account for year ended ..3/.12.13,
Last year $ o
{comparisons)
$
Sales 20000 | 100
Stock to begin 1200
ADD purchases and inwards
transport _igi00
ToTaL /9300
LESS stock to end 1700
Cost of goods sold 17600 | %€
Gross surplus 2400 12
LESS Wages 600
Property expenses 386
Other expenses 344
Depreciation 265
TOTAL EXPENSES
ENSE {&oo 8
NET TRADING SURPLUS TO a/c |l %00 4
1l Surplus disposable account at ...34./2.75
Balance b/f 2
ADD surplus from A/c | 300
TOTAL SURPLUS FOR DISPOSAL 902
LESS Proposed allocations:
Reserve fund 3%0
Education fund S0
Interest on shares 10
Bonus on trade ___300
TOTAL 800
Balance c/f 2

35

Example 21 (continued)

Source of funds (liabilities)

Share capital
Deposits
Reserve fund
Education fund
Surplus for disposal
Total funds of members
Creditors (A/c 3+ 6 + 13}

Use of funds (assets)
Fixed assets
Cost
LESS depreciation provision
Book value
Investments
Stocks
Debtors (A/fc 7 + 14)
Cash at bank
Cash in hand

TOTAL

TOTAL

This year

$

2458

g40
470
€0

402

Last year
(comparisons)

$

4é650
1359

booq

2300
€65

(435
265
700
70
2449
40

6009
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o Summary

6.1 Book-keeping system

The outline of the book-keeping system for consumer societies is
now complete. The system can be summarised ds follows:

1 All transactions are immediately recorded in records of original

oty

wiiu y .

2 Details of these are posted into the working ledger which is mled
off and balanced at the end of every week.

3 The working ledger totals of entries are posted every week into
the main ledger.

4 A trial balance of the main ledger is prepared at the end of every
four weeks

5 At the end of the financial period the final accounts and balance
sheet are prepared

6 Any surplus revealed is distributed

6.2 Control systems
Within the book-keeping system, different ¢ 'ntrol systems opcrate:

1 Efficiency control

The actual business performance of the society is compared from
time to time with ti.e forecasted results in the annual budget.
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All stocks are checked as soon as received. All sales are recorded.
Leakage control accounts are kept.

3 Cash control
Receipts are issued for all cash received.
Receipts are obtained for all cash paid.
Cash is banked as soon as possible.
Cash in hand is checked frequently.

4 Reports

ncsuuu reports .
the internal auditors examine the records and report on the
business.
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' EICSOS

To illustrate the book-keeping procedures outlined, the information Exercise A
from the following three exercises has been posted into the examples Opening balances from balance sheet at 31.12.74
of the forins, books and ledgers shown in this manual. Teachers can

; S . . 1.1.75. Post the marn ledger
change the figures given in these exercises and in that way prepare ‘

exercises 1 turther teaching purposes. Naturallv other changes and ]

additions can be made in order v adapt the exercises to loce! Detail Ref bR CR
wditions. 10 $ 5

Exercise A Cash 1 10

In this exercise the main ledger tor the new iinancial year beginning Bank 2 1020

1.1.75 was opened from the details shown in the trial balance. The Purchases. ds not invoiced 3 240

balances in the accounts for the assets and the liabilities shown were Urcenases: goods net mvoice

posted to their pages in the main ledger (Example 2, page 8) Wages — accrued b/f 6 20

Exercise B Property expenses — prepaid b/f 7 5

From the summary of the financial transactions for 1975 the Fixed a.ssc?ts o o 2000

working ledger (Excmuple 1, page 6) was posted and the irial Depreciation provision 10 600

balan;e was prepared. The main ledger Example 2 was posted and Shares 11 1400

the trial balance (Example 16, page 29), was prepared. Deposits 12 600

As far as is possible the qther examples withir} this manual show Creditors 13 905

the entries and balances included in the working ledger and the Debtors 14 20

main ledger. . )

) . Investments — Regional Union 15 200
Exercnse.C Surplus for disposal 1974 16 240
The closing entries for the stocks and the other adjustments were

. o ) X Reserve fund 17 400
summarised in the working ledger and then posted to the main R i
ledger. Then the tinal accounts and balance sheet (Example 21, Education fund 18 50
page 35) were prepared. Stocks at cost 19 1200
TOTALS 4455 4455

Notes
1 Round dollars (3) are given in the exercise here. In the books of a society the exact
amounts arc always recorded.

2 To show the use of as many ledgers and records as possible, the totals of transactions
have veen posted to the examples given of these. However, in the books of a society
individual trensactions and accounts are posied.
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Exercise B
Summary of financial transactions for 1975 from records of original entries

31.12.75. (a) Post and balance working ledger
(b) Post and balance main ledger

$ $
1 Aliocations from 1974 surplus: 11 Interest added to investment
Bonus paid in cash 30 12 Goods used in shop for cleaning
Bonus transferred to snhares 68 1 . T
3 Received share contributions
Interest transferred to shares 40 14 Paid sh thd Is b cl
Transfer to reserve fund 76 4 S are wit ‘rawa s by cheque
Transfer to education fund 30 15 Received deposits from members
Total 238 16 Deposit interest
2 Invoices from creditors: 17 Paid deposit withdrawal in cash
Goods for resale 18010 18 Cash shortages
Fixed assets — new scale 300 19 Cash overs
Property expenses 350 . .
’ Total 20 Paid expenses in cash:
ota 18660 Wages
3 Paid creditors by cheque 18500 Postage
4 Cash discounts allowed by creditors 96 Stationery
5 Sales: Cash sales 19510 Sundry
Credit sales to debtors 500 Total
6 Received cash from debtors " 460 21 Paid expenses by cheque:
7 Debtors — bad debts written off 20 Staff income tax
8 Cash paid into bank 20300 Water fees
Travel
9 Bank charges 30
) . ) Property expenses
10 lnvestment in Regional Union by cheque 50 Total

530

40

100
130

40
50
40

15
10
1000
50
400
40
200
30
20

800

191
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Exercise C
Stouks and adjustments at 31.12.75

31.12.75 (a) Post worrirg ledger
(b) Post main ledger
(c) Prepare final accounts and balance sheet

$ $ $
1 Stocks of goods for resale at selling value 2000 8 Leakage control account:
Less 15% to cost 300 Example 20 was completed using the following details:
‘Cost’ value 1700 Goods at selling values:
2 Purchases — goods received not invoiced at cost 340 Sales 20 000.00
3 Wages accrued 50 Purchases 20670.00
d paid in ad Stocks to end 2 000.00
4 Property expensed paid in advance 30 Stocks to begin 1385.00
Co . 0 .
5 Depreciation: Land and blcllli-dmgs 5% 65 9 Bank reconciliation statement:
Fixtures and fittings 20% 200
) g 0 Example 7 was completed from the following details:
6 Transfer cash differences to sales DR 10 Balance on statement 2610.50
7 Proposed allocations of net surplus for disposal: Bank balance on main ledger 2499 00
Reserve fund 380 Deposits in transit 31.12.75. 500.00
Education fund 50 Cheques not presented
Share interest 70 K presentec:
Bonus 500 No 129 300.00
No 135 11i.50
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It is a common complaint that, in many primary co-operatives, the
standard of book-keeping is poor. The need has long been
recognised for a basic, simplified system of book-keeping, for use in
primary co-operatives in developing countries, in order to help
improve that situation. The system described in this manual has
been specially designed to meet that need. It makes no claim to be
revolutionary, nor to advocate new techniques. On the contrary, it
is based on customary double-entry practice; its only claim is that it
is simple and that it works, and can easily be adapted to meet
particular local requirements.

The system was originally introduced in Botswana, where it has
been extensively field-tested and used for many years, with
considerable success. In 1970, the British Ministry of Overseas
Development, in association with the Intermediate Technology
Development Group (ITDG), published three manuals based on the
system {one each for Consumer, Marketing, and Thrift and Credit
Cce-operatives), which have been widely distributed and used in
several countries. The ILO International Centre for Advanced
Technical and Vocational Training at Turin used these manuals for
the book-keeping sections of their Co-operative Management
Training Courses. The original manuals have now been substantially
revised, to make them more suitable for training purposes, and
reissued as CEMAS/ICA publications. A fourth manual, for
Industrial Co-operatives, has been added to the original series.

The purpose of book-keeping is three-fold:

1 to maintain an accurate financial picture of the business, in such
a way, that the state of its finances can be simply, clearly and
accurately revealed at any time;

2 to make it possible for the accuracy of the accounts to be
quickly checked, to avoid errors or fraud;

3 to serve as a management tool by providing the information
required for decision-making and for planning future activities,

This system satisfies those criteria and, in doing so, takes account of
the circumstances within which it has to be used, and of the essential
need for the book-keeper to know whut he is doing and why he is
doing it. The intention is to provide a system which, while fully
adequate, in terms of good book-keeping practice, does not make
unnecessary demands on the user’s time, ability and com rehension.

The manuals have been so designed as to serve both training and
operating purposes. They may be used as handbooks for co-operative
teachers, as textbooks for students attending training courses, and

as working manuals for on-the-job guidance of secretaries and
book-keepers. They will be found of most value wherever training
courses, based upon them, are provided, and where, after the courses,
students are encouraged to use them on return to work,
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NOTE FOR TEACHERS

This manual describes a book-keeping system concerned with the
maintenance of ledger accounts up to trial balance stage. In the
final sections, a brief description of control systems and preparation
of finul accounts is given in order to complete the sequence of
operations up to that stage, but these are deliberately not described
in detail.

As a follow-up to the present series, CEMAS/ICA is producing a
more advanced manua on Co-operative Accountancy, which extends
the system to the stage of preparation of final accounts and

budgets, to meet the needs of larger co-operatives.

When the manual is used for training purposes, it will normally be
desirable for the teacher to prepare and use his own exercises
(additional to the three in chapter 7, on page 37), and particularly
so when it is necessary to adapt these to the specific requirements of
local practice.
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1.1 Outline of book-keeping system

The book-keeping system described in this manual has been prepared
for use by co-operative savings and credit societies, or other primary
co-operatives concerned with thrift and loans. The system uses the
double-entry method of book-keeping, applied to the columnar
form of accounts, kept in the working ledger and controlled in the
main ledger. The system is illustrated by practical examples of the
typical transactions, forms, accounts and records with which such a
co-operative society will be involved.

1.2 Objects of savings and credit co-operatives
The objects of these societies will be stated in their by-laws. The
savings and credit societies generally have the following aims:
(a) 1o encourage their members to save regularly;
(b) to invest these savings in a safe and rewarding way;

(c) when well established, and in special circumstances, to make
loans to their members for necessary and preductive purposes.

1.3 Operations of savings and credit co-operatives

The operations of the society are carried on in the spirit of self-help
and mutual aid. Members are encouraged to gain experience in the
wise use of money. Generally this type of society is a small
organisation which cannot, at least not in the initial stages, afford to
maintain an office or to have any paid employees.

The committee of such a society, in consultation with the other
members, should decide upon a regular savings meeting, on a regular
day, at a regular place, to help to create and to encourage the habit
of thnft.

As soon as possible after the savings have been collected, the money
should be paid into the organisation where the bank account of

the society is kept. Members are rewarded for saving by part of any
surplus earned being returned to them as interest. This return

will be based on the amount of savings and the length of time these
have been held by the member in the society. Therefore it is
essential that the funds of the society be put to work to earn an
interest income as soomn after receipt as possible. The funds are to be
invested in such a way that:

— they are safe;
— they are easily available for withdrawal if required;

— they earn a fair interest.

The place where investments are made will depend upon local needs
and conditions. When the society has gained operating experience
and built up funds, the investments can be made as loans to members
for necessary and productive purposes. In this way the saviags and
credit co-operatives bring together the funds of a community to be
put to work in developments within that community.




1.4 The book-keeper's job

This manual is about the work of the book-keeper. The book-keeper
has the task of recording the savings made by each member,
recording the investments, recording all loans made, recording all
interest income received and recording any expenses incurred in the
running of the society. A few words of advice are given here to the
book-keeper:

(a) Balance the books at regular intervals, preferably after every
collection.

(b) Never do znything in a hurry. Try to understand why you are
making each entry. Speed and accuracy will come with
practice and study.

(c) Make sure that you always give enough information when you
make an entry. Note particularly the double-entry system.

(d) Be neat. If you make a mistake do not try to rub it out. Puta
line through it with your pen. If the auditor notices that
something has been rubbed out he will suspect that something
is wrong.

In some co-operatives the book-keeper is called the secretary, in

others the accountant, but whatever he is called his job in every

co-operative is:

(a) To keep complete and accurate records of every financial
transaction in which the society is involved.

(b) To check the accuracy of these records at regular intervals.

(c) At the end of each financial year to prepare a balance sheet and
the final accounts, which can be audited by an independent
person and verified as a true record of the state and results of
the society.

(d) To prepare, at regular intervals during the financial year,
statements for the committee which show the current financial
position of the society.

The book-keeper has great responsibilities to the members of the
co-operativ: society. Because of this, he needs to be a very honest,
and a very able person.

1.5 Importance of book-keeping

Book-keeping control is essential. The members are the owners of
the society. They need to know how their business is doing and how
their funds are being used. The members elect a committee to direct
and control the day-to-day affairs of their society. This committee
needs information on the affairs of the society to be able to make
decisions and to take action. It is essential that the informarion
required by members and committees is complete, accurate and up
to date. The book-keeping system in use must therefore show:

(a) How much the society owes (its liabilities).
(b) How much the society owns (its assets).

(c) Whether the society has financial stability and is able to pay its
debts as they arise, and withdrawals of savings as they are
required.

(d) Whether the society is operating efficiently, covering its costs
and providing a net surplus.

All societies therefore need books of account, so that they can
provide the members and the committees with the information they
need. In most countries there are laws which require that co-
operatives keep proper books of account. This underlines the
importance of a book-keeping system. In this manual the system
described will meet the needs of members as well as the committees
and, in many cases, the specific requirements of the law.
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2.1 Double entry system

Book-keeping is concerned with the making of permanent, written records
of financial transactions into the books of account of the society.

A financial transaction arises when money, or something having a money
value, is transferred from one account to another account. Examples will
be shown later when the working ledger is considered.

The double-entry system of book-keeping is used to record a transfer
from the provider to the receiver. In this system all financial
transactions are posted in two entries in the columns kept in the
working ledger and from there into the accounts kept in the main
ledger. One account provides and the other receives.

The account which provides is credited (CR) with the money amount
provided. The account which recesves is debited (DR) with the
money amount received. For every debit (DR) entry there must be

a corresponding credit (CR) entry and, vice versa, for every credit
(CR) entry there must be a corresponding debit (DR) entry.

The posting of these corresponding entries inic the ledgers of the
society is checked by the preparation of trial balances. These are
statements showing a list and total of all debits and a separate list
and total of all credits. Since all -ostings of any financial transaction
are recorded twice — as a debit and as a credit — the total of all
debits must equal the total of all credits. The books balance when
the debits equal the credits.

»—_—-—d

2.2 Records of original entry

The details of the financial transactions involving the society are
recorded in the records of original entry immediately they occur.
These records are the source of postings to the working and other
ledgers. They include:

(a) Entrance fees receipt book

(b) Members’ savings receipt book

(c) Members’ savings withdrawal forms
(d) Loan advances receipts

(e) Loan repayment receipts

(f) Expenses receipts or vouchers

(g) Bank and investment records

Some of these and other records are shown later when the working
ledger is considered. Either these primary documents can be
specially printed, or standard forms, which are available from most
stationers, can be purchased and adapted to the needs of the society.
In any case, stocks of unused documents should be kept safely
locked away. Where poss:ble, these primary documents for the
original entries should be consecutively numbered to assist in their
control.

Example 4 (page 13) shows a receipt. This form of receipt can be
used in most cases whenever cash is received or paid out. Separate
receipt books containing receipts in duplicate can be kept for each
of the different transactions. A separate receipt book will then be
kept for entrance fees, a separate book will be kept for savings
received and so on.

Entries obtained from the exercises on page 25 have been used to
illustrate the posting of the ledgers, forms and records used as
examples in this manual. In the books of a society, individual
transactions are posted into the records on the dates on which they
occur.




2.3 Working ledger: Example 1 The working ledger, shown in Example 1, has been posted from the

. . . .. summary of the financial transactions for the whole of 1975 and al!
This ledger combines the function of the traditional cash book and of these entries are dated as December 31 (see Exercises, page 25).

the journals. It is a summary ledger. Details of all the financial When used in a society, the working ledger will have daily postings

transactions of the society are posted from the records of original and it will be closed off, totalled and balanced every week.
entry into the working ledger. This is kept on the double-entry ’

system, so for every debit entry (DR) there is a corresponding credit
entry (CR) and vice versa.

The working ledger is a columnar cash analysis book which can
usually be purchased from the local book-shop with headings
written in by the book-keeper as required. Two separate columns,
one for debit entries, the other for credit entries, are kept for each
type of account. The number and type of separate accounts kept
tiy each society will depend upon its own particular needs and
circumstances.

The society from which the examples will be given in this manual

has regular savings, grants loans to members and invests the remaining
funds. The accounts it uses meet its own needs but will form part of
a system suitable for most similar co-operatives.

Sometimes, to avoid opening columns in the working ledger for
dccounts which are not often used, a debit column and a credit
column together are headed ‘Other Accounts’. Into these columns
are posted the entries for these infrequent transactions, which are
later posted to their separate accounts in the main ledger.

As entries are made into the working ledger from the original
records, they show the date of the transaction, the details and any
reference number. Then the appropriate debit and credit entries
are made in the other columns provided for them in the working
ledger. All of this information is shown on the same line for each
transaction. '

At the end of every week the working ledger is closed off and
balanced. A trial balance is prepared of the totals of all the debit
entries and of all the credit entries. When this is balanced, the totals
of the entries are posted to the appropriate accounts kept in the
main ledger.
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2.4 Main ledger: Example 2

In the main ledger a separate page is kept for each account. Since it

the cash account included within Example 2 as it would appear on

its separate page in the main ledger of the society.

is posted from the working ledger, the accounts in the main ledger Example 2(a)
will be kept in the same order as they are kept in the cash columns
of the working ledger. CAsH AccounT No 1
. !
The pages kept for each account are numbered consccutlvely and Date Detail Qeé\ R R Balance
are headed with the name of the account. Columns are provided for 1975 ’ " | ;
the date, the derails and the reference number, which is the number 1 !
of the page of the working ledger from which the entry was posted. Jam | 1 |Bolence from balanee .\‘L.ed::lb/%' ; > 10 00
Then three other columns are provided on each page. In the first LT [ Fndaies rem warking bdger 3 121 15 | 100 00 P ¥ 1§
column the debit entries are posted. In the second, the credit entries " ] - - . Y ] 100 40 %o 4ore 51 s
are posted. The third column contains the running balance, pre-
" S | g . A SR 12
fixed to show whether it is DR or CR. 2 | © ? R LN %0
. led ! and. S0 o DR 300
For the purposes of this manual Example 2 shows the main ledger Dec |31 | Pssek & batamen shaet|C3 27 00 .
accounts together. In the society each account has a separate page ;
in the main ledger as shown in Example 2(a). This example shows 1976 o
!
Jan | 1 |Balanca. from balonce ska bff | DR 3700
Example 2 —
3 | \
Date Dot Pef | Cash 2 Bawnk 3 Entrance Jeas | 4 Mempen Sauings
| 915 ho | DR CR  |Balance| DR (R | Balancei DR CR | Bolance, DR 1 CR Ba.(a.nc
Jan || | Balances Pram. balance shack b/} e 1o 2 100 ks
| Dec | 31| Entney . waorking lodger . 52 | 1757 | 1730 DR 37 860 500 | DR g0 5 KR & 400 1015 R INS;
L v [ 31| Trans ger & embunce feat 5 - i
. 3 M lncome 2 expemditune -
AL "o reb Swples. L : ISR o I
I I | Ass&(a & laketities cfg 37 - 40 - s ——
1976 , o ,
|
| Jam | 1 | Balances Frooc _balance sheot | bf} . |PR3T . .| DR 460 cR s, |
8




After the working ledger has bieen balanced, at the end of every 2.5 Merbers' savings ledger: Example 7 (pag: 15)
week, the main ledger 1s posted. Postings in the main ledger are

made to show: In the members’ savings ledger a separate page is kept, in menibership

number order, tor each member. These separate accounts for each

Date oo the week ending date member can be Kept in a loose-leaf ledger or on cards. The savings

Detail ... ‘from working ledger’ transactions of the member are posted into this ledger from the details

Ref 10 ..., page number of working ledger of their original entries atrer they have been made into the working

o . s ledger. At the end of every four weeks the balances in this ledger are

DR details from working ledger listed and their total is agreed with the CR balances for members’

CR details from working ledger savings ir the main Jedger at that date, as shown in the trial balance of

Balance ... the new running balance prefixed ‘DR’ the main ledger (Example 9, page 18). In some socicties.the holdings
or 'CR’ of members are in the form ot shares but the book-keeping procedure

can still be similar t¢ the system outlined for savings in this manual.
At the end ot every four weeks the balances in the main ledger are

histed and a trial balance of them is prepared, (Example 9, page 18), 2.6 Members’ loan ledger: Example 8 (page 15)
to check the postings made. The total of the list of DR balances

must be agreed with the total of the CR balances. The accounts, to In the members’ loan ledger a separate page is kept, in loan number
be prepared by the book-keeper for the members, and the monthly order, for each loan holder. These separate accounts can be kept in a
report, to be made to the committee, make use ¢f the information loose-leaf ledger or on cards. In some societies the savings and loan
taken from the monthly tral balances of the main ledger. records arc kept together in one ledger. The loan transactions of the

members concerned are posted into this ledger from their original
entries, after they have been made into the working ledger. At the

LEDGER

‘ ‘ | i _
5 Members oass 6 J mounks 7 Intenast imcome § _Expenses J 9 Swrplug { 10 Keserve Gund I ,d/,*cm Gund
| D& | R Blence IR R falane DR | CR Balana| DR | CE olance | 2 %‘&(ﬂm{ De | (R Ralane| D6 | Co|Balance]
o 00 R koo : ! § i i t : %‘LE % r i |ce 60 , CR 20
240 Q10 De %o 20¢ w600 2 k42 | 30 | 3 . 3o e 0 R o S ek as
; . . i : 5 ice 78 i
L - T , : ‘ | |
_ ‘ | 52 e 62 | ‘
10 - _ 600 - j 1 ‘ ) Lo 15 - 25
| . | o ;
R g0 5 DR 600 ’ ) i | i | [}ce 62 \ce 15 o ce 2s
, % \ i | f | : ‘ | |
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end of every four weeks, the balances in this ledger are listed and
their total is agreed with the DR balance for members’ loans in the
main ledger at that date, as shown in the trial balance of the main
ledger (Example 9).

2.7 Trial balances

The book-keeper will be concerned with the preparation of two
trial balances:

(a) Trial balance of working ledger
This will be prepared at the end of every week, after the
entries for all the transactions of that week have been posted
from their records of original entry. The trial balance will be
prepared from the totcls of entries of each column. An example
is shown within Example 1 (page 7).

Trial balance of main ledger

This will be prepared at the end of every four weeks after the
postings for that period have all been made from the working
ledger. The trial balance will be prepared of the balances in
each of the accounts. An example is shown in Example 9.

(b)

2.8 Other book-keeping terms

Book-keeping is the science of recording financial transactions. Like
all sciences it uses technical terms. Some of the most common
other book-keeping terms that are used in this manual are as follows:

Financial, or accounting, period

At the end of regular periods, usually a year, the ledgers are closed
and the final accounts are prepared. The financial, or accounting,
period is the period of time covered by the final accounts. The by-
laws will state when these are to be prepared.

Final accounts

These are prepared at the end of a financial period. In the system
described in this manual for small savings and credit co-operatives,
only one final account need be prepared.

Income and expenditure account
This is the final account. It is a summary of all of the income earned
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during the financial period, less all of the expenditure, being the
expenses incurred in earning this income. This account reveals the
surplus, or loss.

Surplus or loss

When the income is greater than the expenses, there is a remaining net
surplus. When the expenses are greater than the income, there is a net /oss.

Interest

This is that part of the net surplus which is distributed to the mem-
bers, based on their savings. In some societies this is called ‘dividend’.

Balance sheet .

This is a summary of the assets and liabilities of the society ata
specified date. It is prepared after the income and expenditure
account has been prepared.

Assets

These show anything of value owned by the society and indicate the
use being made of the funds. Assets will include members’ loans,
investments, cash at bank and cash at hand.

Liabilities

These show what is owed by the society and indicate the source of
the funds being used. They include members’ savings, reserve funds,
education fund and any surplus available for disposal. '

Auditor

The auditor is a skilled accountant, whose responsibility it is to check
and verify the accounts of a co-operative society at the end of a
financial period, and at any other time the registrar of co-operative
societies may think necessary. The auditor is always independent of
the co-operative societies. The auditor provides a check on the
honesty of the book-keeper. Also, as he is a professional book-keeper
himself, he can help the book-keeper with any accounting problems.

Internal auditors (or supervisory committee)

It is also recommended that the by-laws provide that the members
should elect two of their number at the annual general meeting to
act as internal auditors for at least the coming year. These internal
auditors conduct frequent inspections of the books, cash and other
assets and report on their findings to the members. Committee mem-
bers should also arrange to check the books and count the cash at
some of their meetings.




3 Che worﬁ@; l:?qf]e;u

3.1 Cash account

(a) One officer of the society should be responsible for handling
all the cash. This person should not be the book-keeper. Cash,
including cheques, postal orders and money orders received,
must be handled with the utmost care. At all times cash, other
than that being currently used, must be locked in a safe place
and banked or invested as soon as possible. The committee and
the internal auditors will check all cash balances as often as
possible.

(b) Receipts and vouchers

For all cash received a receipt must be issued. For all cash paid
a receipt, or voucher, similar to Example 4 (page 13), must be
obtained. These must show:

1 Date on which cash is received or paid

2 Name and number of person from whom received,
or to whom paid

3 Purpose of receipt, or payment
4 Amount of cash in figures and words
5 Signature of person receiving the cash
6 Receipt or voucher number.

(c) Working | Iger entries

1 Cash received

Date c........... cash received

Details .......... from receipt

Refno...... receipt number

DR . cash — with amount received

CHR ol provider — e.g. savings, entrance fees,

loans

2 Cash paid

Date ............ cash paud

Details .......... irom receipt or voucher

Ref no...... 1'ecéipt or voucher number

DR .. receiver —-e.g. eXPENSes, savings or
loan

CR cash — with amount paid

3.2 Bank account
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Since savings and credit societies usually operate on a small scale,
most business will be done on a cash basis. Therefore in mos
circumstances there will be no need to open a current account at
the bank. In any case, since no interest is earned by the society on
bank current accounts, and since charges are made by the bank for -
the cheques and other services, this type of account should be
avoided.

Several banks offer short term deposit facilities. Interest is paid on
balances in these accounts and withdrawals are paid on demand.
Committees should decide on the banking services required and

select their bank from the banks available in their areas. The bank
selected will need to be an organisation approved under the by-laws
of the society. Cash not immediately required can be banked in

short term deposit accounts and then be withdrawn easily if required.
The banks usually issue pass-books showing details of the deposits,
withdrawals, interest and the balance on these accounts.




(a)

(b)

(c)

Deposits

When deposits are made to bank accounts, the entries are made
from the original entry records on the bank deposit receipt, or
on the receipt given by the bank in the pass-book, into the
working ledger as follows:

Date .............. of deposit

Detail ........... bank deposit

Refno ... receipt or pass book number

DR ............. bank account — with amount paid in

CR ... cash — with amount paid in
Withdrawals

Withdrawals will usually be made in cash. The committee will
advise the bank of the names of officers of the society who are
authorised to sign on behalf of the society. The bank will
require specimen signatures of these officers. These officers will
sign the withdrawal forms required by the bank. From the
entry made for the withdrawal in the pass-book by the bank,
the working ledger will be posted as follows:

Date ............. of withdrawal

Detail .......... bank withdrawal

Refno.......... pass book number

DR ..., cash — with amount withdrawn

CR ... bank — with amount withdrawn
Interest

Interest earned will be posted into the pass-book by the bank
from time to time. From this record the working ledger will
be posted as follows:

Date ............. of interest

Details ......... bank interest

Refno ... pass book number

DR ............. bank — with amount of interest
CR ... interest income — with amount of

interest

(d) Balance

At all times the balance in the pass-book must agree with the
DR balance shown in ine bank account in the main ledger.

3.3 Entrance fees account
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(a)

(b)

(c)

Applications for membership

Applications for membership will be made to the committee
using the form shown in Example 3 (page 13). A separate
entrance fees receipt book will be kept to record the entrance
fees required to be paid by applicants as indicated in the by-laws.
Receipts will be made out in duplicate by the use of carbon
paper. The top copy of the receipt will be given to the member.

The applicant, when accepted as a member, will also be issued
with a pass-book. This pass-book will show all the savings
transactions between the member and the society. Separate
pages will also be included to record any loan transactions. The
pass book will show the name and membership number of the
member on its front cover.

Working ledger entries

From the bottom copy of the receipt for the entrance fees, the
working ledger will be posted to show:

Date ............. of receipt

Details ......... entrance fees — name of applicant
Refno....... receipt number

DR ... cash — with amount received

CP entrance fees — with amount

received

Register of members

The membership application cards, which have been accepted
will be kept in surname alphabetical order as the register of
members.




Example 3 These receipts are made out in duplicate. The top copy is
issued to the member. From the bottom copy of the receipt,
the working ledger is posted to show:

ABC SAVINGS AND CREDIT CO-OPERATIVE SOCIETY LTD

Mermber's no . 16..... Date ............. of receipt
i the undersigned hereby apply for membership of the above and agree Detals.......... member’s name and number
1o abide by the By-laws of the Society. Refno..... receipt number
Name: A""t"o“ﬂma"“"& ................ Date of birth: ./2. 142 ... DR .coorrnnnnen. cash — with amount of contribution
CR............... member’s savings — with amount of
Address: .The Staek | Ol Town contribution &
. . Fur L.
OCCUpatIOn. ....:m% ..................... (b) w‘tbdrawals

Signature: ’%&Q‘L

These are paid after the requirements of the by-laws have been
followed. Example 5 shows the form to be completed by the
member tor the application and receipt of the withdrawal
from member’s savings.

Example 5

3.4 Members’ savings account
ABC SAVINGS AND CREDIT CO-OPERATIVE SOCIETY LTD
(a) Comtributions Member’s savings withdrawal form
When cash is received as a contribution to a member’s savings Application No...8%.....
account, a receipt is issued to the member from the members’
savings receipt book as shown in Example 4. L...Andhany. Memnben ............. make application to withdraw the
' sum of ... $.2:00 e, from my Savings Account on e 1976
Example 4 ﬂ”
Member’s signature: ..... 7€ bu .................. Membership no ...... L
d
ABC SAVINGS AND CREDIT CO-OPERATIVE SOCIETY LTD Date: ... 37 Jarmuang 1215,
Receipt no ....61...... .
P Receipt
i . - Membea
Received from: ....00.0EmMEA e, | acknowledge receipt of :ﬁl(_t»odoUAAsax ....... being a
Membership no: ......./ 161 eeeeereeereeneseaen e seessnasans withdrawal from my Savings Account.
The sum of: .....2 "‘Ldoaﬂ*m""d ......................... I [l O Member’s signature: QW%M ...................
FOr: o SARIRBS e Date: . Aol Tb s
Signed: ...... BT e, Posted to working ledger page .../2.........
for Society.
Date: 5'075 ................ Posted to working ledger page .....5...............




From the details on these completed forms, the working ledger
1s posted as follows: '

Date ............. of withdrawal

Details ......... name of mernber and number

Refno ......... withdrawal form number

DR ..o member’s savings — with amount of
withdrawal

CR .o, cash — with amount of withdrawal

(c) Interest on savings

Where there is a distribution to be made of interest from the
net surplus, it is recommended that this be calculated on the
average minimum quarterly balances. For this purpose, it is
necessary to record the minimum balance held for each
complete quarter of the financial year from the members’

savings ledger, and to calculate the average of the four quarters.

e savings interest calculation form, shown in Example 6, is
used for this.

Example 6
Savings interest calculation form
Financial year ended ..3/.12:1%....
- Average |Interest
Member- Minimum quarterly balances total at
shipno | 1st Otr | 2nd Qtr | 3rd Qtr | 4th Otr| Total 4 3%
1
1 &! [ Ai 4 20 5 15
2 3 2 % 3 32 g |2,
3 { ! 20 1% Ao 10 30
4 |
5
and so on
TOTALS| 200 500 (2T} 4001 12000 £o0 15 oo
| Posted to
) warking
ledger
page 52
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(d)

The entries in this form are made at the end of every quarter
from the members’ savings ledger. The minimum balance held
for the complete quarter is entered for each member against
their membership number on this form. The total and the
average for each member is calculated at the end of the year.
The ‘average’ column shows the balances on which the amount
of interest due will be calculated:

Total of ‘average’ balances = $500

Net surplus available for savings interest = $15

Therefore rate of interest possible

— Net surplus available x 100 — 15 x 100 _ 30,
Total of average balances 500

After the annual general meeting, the distribution will be made
in accordance with the resolution made by the members. The
book-keeper will then calculate the interest due to each
member, which will be shown in the column headed ‘interest’.
The entries in this column will be totalled and the total amount
of interest due for distribution will be posted from the savings
interest calculation form to the working ledger as follows:

For example:

Date ............. of distribution

Details .......... from savings interest calculation form
Refno.......... number of form

DR ... surplus — with total amount of interest
CR ..o members’ savings — with total amount

of interest

Members’ savings ledger (Example 7, page 15) and pass books
All details of the financial transactions concerning savings will
be posted into the individual accounts of the members
concerned in the members’ savings ledger, Example 7, and in
the pass-book held by the members.




Example 7

MEMBERS' SAVINGS LEDGER

Name: .. A.Memben ..o, Membership no: .....6.....
Loan number: ...6.........

Date Receipt Contributions interest Withdrawals Balarice
191 no CR CR DR CR

- T =
Jaur ! 500

- - b o
Dec 3 lo4 looo 5 400 s

3.5 Members’ loan account

(a) Members’ loan ledger (Example 8)

A separate ledger is kept, in which a separate page is opened for
each member having a loan. Pages in this ledger are headed and

ruled as follows:

Example 8
MEMBERS' LOAN LEDGER
Name: ...... A emben e, Loan no: ..8........
Membership no: oeeed b Terms of repayment: .......cooeeerevrnnn.
Amount of loan: ................ Date of committee meeting: .....cc.ceovvververeerinns
Date Receipt | Advance | Interest | Repayments Balance
no Advance Interest
1975 DR DR DR
| Dec ¥ | 17 Lasol | L e
| -3 29 | ... | 4o . .
S 4o ! 1 0

(b)

(c)

Details of the loan transactions will be posted into the
ledger pages concerned and in the pages of the pass-book held
by the member.

Advances

Applications for loans will be made in accordance with the
by-laws of the society. Loan agreements will be prepared and
signed. These agreements will be drawn up to meet the specific
requirements of the society. When the cash for the loan,

.agreed by the committee, is paid to the member, a receipt

will be obtained by the society. From this receipt, the
working ledger will be posted to show:

Date ............. of advance

Details ........ name of member/loan number

Refno ... receipt number

DR ..., members’ loans — with amount
of advance

CR................ cash — with amount of advance

Loan interest

Interest will be calculated in accordance with the loan
ggreement. Entries for this will be made in the working ledger
as follows:

Date ............. interest due

Details ......... name of member

Ref no ......... loan number

DR......ccveeen. members’ loans — with interest due
CR.oovoee. interest income — with interest due




(d) Repayments
A receipt will be issued for each repayment received. This
will be made out in duplicate and the top copy given to the
member. From the bottom copy the working ledger will be
posted as follows:

Date ............. of repayment

Details.......... name of member/loan number
Refno...... receipt number

DR ... cash — with cash received

(O - S members’ loans — with cash received

The interest charges should be, as far as possible, recovered
trom the repayments. Any interest not recovered trom the
repayments is separately shown in the balance columns of the
account in the members’ loan ledger, but it is included as part
of the total balance due from the member. The balance of the
advance, together with any interest due, will be shown as an
asset in the balance sheet at the end of the financial year.

3.6 Investments account

Funds not expected to be required for withdrawals of savings, or for
loans to members, should be invested as soon after receipt as is
possible. Generally, the longer the period for which the funds are
invested, the higher the rate of interest which will be earned. The
bank, or other outside organisation, will issue some evidence of the
investment. This will be a pass-bnok or investment certificate. This
account is for investments not withdrawable on demand, as are short
term deposits.

When investments are made, the entries in the working ledger will
be: DR investments and CR cash. Withdrawals can onlv be made in
accordance with the terms agreed when the investment was made. As
soon as cash has been received for an investment, withdrawal entries
to be made in the working ledger are: DR cash and CR investments.

When the society is notified that interest has been added to the
investment account, the entries to be made in the working ledger
are: DR investments, CR interest income. When interest is paid

3.7

3.8
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direct to the society, the debit (DR) entry will be made to cash
instead of investments.

In the main ledger separate pages will be opened for each of these
long-term investments. The balances on these will be agreed from
time to time with the outside organisations concerned.

Interest income account

The entries in this account will be credits for loan interest charged
to members, together with the bank interest and investment interest
received. These make up the income of the society. At the end of
every financial year the book-keeper analyses these credit entries to
show the loan interest separately in the income and expenditure
account. Where the operations of the society expand, a separate
account can be opened for ‘loan interest’.

Expenses account

A voucher or receipt will be obtained for all payments made for
expenses including stationery, postage and similar expenses. The
receipt will be made out in a similar way as Example 4 (page 13) and
will be signed by the person who received the cash. From this
receipt the working ledger will be posted to show:

Late ... of payment

Details ......... of expense

Refno...... from receipt

DR ... expenses — with amount paid
CR cash — with amount paid

Where the operations of the society expand, separate accounts can
be opened for the various types of expenses. These expenses can
then be separately compared and controlled.




3.9 Surplus account

At the end of every financial year, any income remaining as net
surplus, after provision has been made for all known expenses, is
transferred as a credit to the surplus account from the income and
expenditure account. Allocations and distributions can be made
from this net surplus in accordance with the co-operative law, the
by-laws of the society and the resolutions of the members at their
annual general meetings.

(a) Allocations of net surplus can be made to the reserve fund and
the education fund by entries being made into the working
ledger as follows:

DR: Surplus account, CR: reserve, or education fund,
with amount of the allocation

(b) Distributions of net surplus can be made as a savings interest
by transfer to the members’ savings accounts. The following
entries are made into the working ledger after the amount due
has been calculated:

DR: Surplus account, CR: members’ savings account with
amount of interest transferred

Where the by-laws provide for this, some net surplus can be
returned to those members who have loans, as a loan interest
rebate based on the interest charged by the society to them. The
entries to be made for this distribution would be: DR: surplus,
CR: members’ loans.

(c) Any balance of net surplus remaining in this account can be
included with the net surplus for the next year. Alternatively,
any remaining balance can be transferred to the reserve fund,

if so authorised by the members.

3.10 Reserve fund

3.1

The by-laws should provide for the establishment of a reserve fund.
This fund gives some financial strength and stability to the society
and can help to meet unforeseen losses which may arise. Allocations
will be made by credit to this fund from the net surplus. Generally,
the reserve fund consists of past net surplus, retained by the
members in their own business. The reserve fund belongs to the
society and no individual member may claim any part of it. Some-
times entrance fecs may also be credited to this fund.

Education fund

Where there is provision in the by-laws, this fund should be established.
Allocations can be made from any net surplus by credit to this
account. When this fund has a sufficient credit balance, it can be

used within the society for member education and other educational
purposes in accordance with co-operative principles.

3.12 Balancing
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At the end of every week, after all the entries have been made from
the records of original entry, the working ledger is ruled off and
balanced. The entries in all of the individual columns are

separately totalled. The totals of each debit column and the totals
of each credit column are separately listed. These lists are made in
the form of a trial balance in the last two columns of the right hand
side of the working ledger. (See Example 1, page 6). The total of all
the debits must equal the total of all the credits. When they do so,
the entries are posted to the main ledger.




4 The main [ec@ew

4.1 Posting

As soon as the working ledger has been balanced at the end of every
week, the entries are posted into the accounts kept in the main
ledger. As the entries are posted, the numbeér of the account
concerned in the main ledger is written underneath the entry in the
working ledger to indicate that the entry has been posted. This
cross-reference system helps in any future checking of the postings.

The new running balance in the account being posted in the main
ledger is ascertained. When the money amount of debit entries on
the account is greater than the money amount of credit entries,
there is a debit (DR) balance. When the money amount of credit
entries is greater than the money amount of debit entries, there is a
credit (CR) balance.

4.2 Balancing

At the end of every four weeks, when all the postings from the
working ledger for the period have been completed, the trial balance
of the main ledger shown in Example 9 is prepared and balanced. 1f
the trial balance debit and credit totals do not agree then something
is wrong. To help to locate the error the book-keeper should:

(a) check all additions

(b) check that the balances from the accounts have been listed
correctly

(c) check the entries from the working ledger into the main ledger
When the trial balance has been balanced, the balances in the main
ledger accounts are confirmed as follows:

Cash in hand Actual cash is counted and agreed with
the trial balance.

Bank and investments The pass-books for these are checked
and their balances agre. * with the
trial balance total,
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Members’ savings ledger The ledger balances are add-listed and
the total agreed with the trial balance.
Members’ loans ledger The ledger balances are add-listed and
the total agreed with the trial balance.
Example 9
TRIAL BALANCE OF MAIN LEDGER AT 311275
Account Rt e ] ce
‘ no ‘ |
Cagh, o ! 37
Baik 2 460
Entrance. feet -3 s
Members' sauings 4 s
Members' pany -} | 160
Jrnuwestments 6 600
Inberast incorne 7 92
Expen,ae.s 8 30
Suaplus accounkt 9 - -
Reserve fund 10 0
Educatine fund | 1 2s
TOTAL 1307 1307

This trial balance shows only the balances on the accounts in the main
ledger in Example 2. When, for example, the total loan advances to
date need to be known for reports and comparisons, all the debit
entries on the loan account are added together (Total $290). Ina
similar way. the total savings contributed to date can be ascertained
by adding together the credit entries for these in the savings account
in the main ledger (Total $1115). (See main ledger, page 8).




5 G ontrol ststeis andfﬁzza[ accounts

5.1

The sections which follow briefly outline control systems and final
accounts. These will be dealt with in detail in the next manual in
this series on accounting. (See Note for teachers, page iv).

The budget

The budget is a forecast of what the committee hopes to achieve
from its management of the society in the coming financial period.
Therefore a budget is usually prepared for a complete financial year.
It should be prepared at least one month before the beginning of the
financial vear to which it relates.

The budget is prepared in two parts. The first part is the operating
budget and contains the estimate of the income and expenditure for
the coming year. The second part is the cash budget which shows the

estimates of the flow of funds coming in and going out of the society.

A suitable form for a budget is shown in Example 10. The book-
keeper will assist the committee to make realistic forecasts.

(a) Operating budget

The income of the society will be earned from the use of the
savings and other funds available. These will be invested in
other organisations or as loans to members. An estimate will be
made of the interest income expected to be earned during the

comir, .inancial period.

The expenses of the society are the costs of operating the
business of attracting and using the savings and other funds.
The main expense will be for stationery, or similar administra-
tive costs. An estimate will be made of the expenses expected
in the coming financial period. These expenses must be kept as
low as possible, since the major portion of the income should
remain as net surplus.

Cash budget

The estimated cash coming into the society will be based on the
forecast of the savings and other funds anticipated to be
available in the coming year. Since the main object of the

(b)
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society is the mobilisation of money, it is recommended that
this section of the budget be prepared from month to month
as indicated in Example 10. This will enable the commitree to
have more frequent, and therefore more accurate, forecasts on
the funds likely to be available for outside investment or for
loans to members.

(c) Comparisons

During the financial year comparisons will be made between
the actual results revealed in the trial balance of the main
ledger and the monthly report to the committee, and the
forecasts made in the budget. Differences will be explained and

any faults corrected by the appropriate committee action.

Example 10 (Part II, see page 20)

ABC Savings and Credit Co-operative Society Ltd
THE BUDGET

Part | OPERATING BUDGET for financial year ending ......cccccoeevrnnn.

Budget Actua! Actual
this year | this year last year
$ $ $
Income: {nvestment interest |
Loan interest |
TOTAL INCOME l
LESS :
Expenses: Stationery
Postage }
Other I
TOTAL EXPENSES !
Net surplus . |

Proposed allocations: Reserve fund
Education fund
Interest on savings
TOTAL




Example 10 continued

PART I CASH BUDGET for manth ending

Funds available to begin:
Cash in hand
Cash in bank

Budget Actual
this month| this morth
$ $

TOTAL

ADD: Savings contributions
Loan repayments
Loan interest
Entrance fees
Investment interest

TOTAL

LESS: Expenses
Savings withdrawals

TOTAL

Estimated funds availaole for
investments and loans

5.2 Monthly report to committee
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The committee members are elected at the annual general meeting.
The committee is responsible for directing and controlling the
affairs of the society as authorised under the by-laws. To assist the
committee members in their task, the chief officer of the society
will submit regular reports to them for their consideration and
action. It is recommended that monthly reports are prepared, but in
some societies, where the committee has so resolved, quarterly
reports will be prepared.

In Example 11, page 21, the report forri, which can be used for
monthly reports is shown. Quarterly reports, where these are
prepared, will contain similar details. Using the information in the
report, the committee will be able to review the results of their
management of the society. They will be able to consider ways in
which any faults can be corrected and to plan future developments.

The book-keeper will assist in the preparation of the reports. It will
be essential that the books are properly kept up to date so that the
information required is readily available. The committee will then
be able to take action to increase membership and savings and to
ensure that the loans are kept under control.




Example 11

Total savings to date:

Page 1

ABC Savings and Credit Co-operative Society Ltd
Monthly report to committee for four weeks ended: ...................
1 Membership
Total membership to date:
This year Last year increase/decrease
number %
2 Savings

This year
Last year
Increase or decrease

Irregular savings:

No

savings made in:

This month Last 3 months

Last 12 months

Number of members

3 Loans

(a) Loans advanced this month:

Member-

ship no Name

f Purpose of loan

Amount
of loan

Date due for
repayment

This year
Last year
Increase or decrease

(c) Overdue

{b) Loan balances to date:

Number of loans

Balances of loans

Member-! Balance | Repay- |Interest l Date of !Balance Action
ship no | Name of loan | ments joverdue : last . of to be
‘i overdue ! paymem‘ savings | taken

|
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Page 2
4 Financial returns
(a) Trial balance of main ledger attached
(b} Income and expenditure account to date: $

Income:
Investment interest
Loan interest

TOTAL INCOME

LESS expenses:

Stationery
Postage
Other
TOTAL EXPENSES
NET SURPLUS to balance sheet $

(c) Balance sheet at end of month
Source of funds (liabilities)
Savings
Reserve fund
(+ entrance fees)
Education fund

NET SURPLUS to date

TOTAL
Use of funds (assets)
Loans (and interest)
Investments
Cash at bank
Cash in hand
ToTAL $

5 Report on action taken on committee resolutions
6 Report on educational activities
7 Any other matters requiring the attention of the committee

SIgned: ... e

Date: ..ovvveeereeireriiiiicreeceens Chief officer




5.3 Final accounts and balance sheet

The by-laws will state the date on which the financial year is to end.
On that date, the following procedures will be started for the prepa-
ration of the income and expenditure account and balance sheet as
shown in Example 12, page 23), ready for audit and presentation
to the members.

(a)

(b)

(c)

G

(e)
H)

Cash tn hand

All cash in hand will be counted and listed. This will be checked
by the auditor or the internal auditors. Any differences between
the debit balance shown for cash in the main ledger and the
actual cash will require to be located, or explained, by the
person responsible for the cash.

Bank and investment balances

The bank and the outside organisations which hold funds of
the society will be required to submit certificates showing the
balances in these accounts at the end of the financial year.

Members’ savings and loans’ ledgers

The individual balances in these accounts wili be separately
listed for each of these ledgers and their rotal balances agreed
with their balances in the main ledger. The pass-books of the
members will later be checked against the balances in these
ledgers by the auditor.

Income and expenditure

As far as possible, all income due to the society will be
recorded and collected. All expenses will be cleared by
payment.

The trial balance of the main ledger will be prepared.

Income and expenditure account for the financial year will
then be prepared:

(1) Transfer of Income
DR: Interest income account — in the main ledger
CR: Income and expenditure account — with the credit
balance in the interest income account in the main
ledger.
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(g)

(h)

In this account the credit total will include ‘investment
interest’ and ‘loan interest’. The book-keeper will show
these details separately in the income and expenditure
account.

(i) Transfer of expenses

CR: Expenses account — in the main ledger to clear the
DR balance in this account

DR: Income and expenditure account — showing the
separate totals for each type of expense.

(i) Transfer of net surplus

The resulting net surplus, where the income is greater than

the expenditure, is transferred as a CR to the surplus account.

Balance sheet

(1)  Transfer of entrance fees
DR entrance fees and CR reserve with the fees received.
This closes the entrance fees account. When a society is
first formed, the initial expenses are high. The entrance
fees are therefore used to help meet the costs of expenses.
The book-keeping entries for this would be made in the
working ledger as foilows: DR entrance fees, CR expenses.

(ii) The balance sheet is then completed from the remaining
balances, being assets and liabilities, remaining in the main
ledger.

Comparisons

(i) The financial results and position of the society, as
revealed in the income and expenditure account and
balance sheet, will be compared with the past results and
the forecast results. Reasuns for differences will be
considered.

(ii) The amount of net surplus will be a reflection on the

efficiency of the committee in their use of the funds of

the society, and in their control and administration of the
affairs of the society.

The society will be solvent when all the liabilities are
covered by assets. When ‘reserves’ are included as part of
the liabilities, they indicate solvency, providing the loans
and investments have been properly valued and will be
repaid.

(i)




(iv) The society may be solvent, but may not have the ready Example 12
cash available to meet demands for payments, includin ) ) ] )
demands for withdrawals of savingspTic cash,may be € ABC Savings and Credit Co-operative Society Ltd
tied up in long-term loans or investments. Therefore from 1 Income and expenditure account for year ended ..............c.cueu...
past experience and future forecasts the commirtee should This year Last year
estimate the amount of cash likely to be required. They $ $
should then ensure that there is always sufficient cash Income:
readily available in hand, or in short term deposits, to meet Investment interest 52
these demands. Loan interest 4o

TOTAL INCOME Q2

LESS expenses:

Stationery 20
Postage 2
Other 2
TOTAL EXPENSES 30
NET SURPLUS $ 62 $

2 Balance sheet as at ......cccccceeveeivennennns
This year Last year

$
Source of funds (liabilities)
Savings i s
Reserve fund 75
Education fund 25

Surplus for disposal:
Proposed allocations to:

Reserve fund 25
Education fund 5
Interest 30
Balance c/f 2

bl
ToTAL $ 1277 $

Use of funds fassets)

Loans and interest 150

Investments 600

. . . , ) Cast at bank 460

Note: Separate columns are often included in which the corresponding figures of Cash in hand 27

the previous year are shown for comparison.
P TOTAL § 1277 §
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This outline of the book-keeping system for savings and credit
societies is now complete. It can be summarised as follows:

(a) All transactions are recorded, immediately they occur, in the
records of original entry.

(b) Details from these records are posted at the end of every week
into the working ledger.

(c) For every credit entry there is a corresponding debit entry and,
vice versa, for every debit there is a corresponding credit.

(d) When all the entries for the week have been posted into the
working ledger, it is ruled off and a trial balance is made.

(e) The working ledger column totals of entries are posted into
their accounts in the main ledger.

(f) The total debit balances of the accounts in the main ledger
must always equal the total credit balances.

(g) At the end of every four weeks, this is checked by the prepara-
tion of a trial balance.

(h) Records of members’ savings are kept in individual accounts in
the members’ savings ledger.

(1) Records of members’ loans are kept in individual accounts in
the members’ loan ledger.

() At the end of every financial period the final accounts and
balance sheet are prepared.

(k) All books of account, records and receipts must be kept
safely, ready for audit.
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7 Exerases

To illustrate the book-keeping procedures outlined, the information Exercise A
from the following three exercises has been posted into the examples Opening balances from balance sheet at 31.12.74

of the forms, books and ledgers shown in this manual. 1.1.75. These are the opening balances to be posted into the main

Teachers can change and supplement the figures given in these ledger. In the books of a society these would be carried
exercises and in that way prepare exercises for further teaching down as the balance sheet is completed:
purposes. Naturally other changes can be made in order to adapt
the exercises to local conditions. Account Ref DR CR
Exercise A no ! b3 $
In this exercise the main ledger fgr the new financigl year beginning Cash 1 10
1.1.75 was opened from the details shown in the trial balance. The
balances in the accounts for the assets and liabilities shown to begin Bank 2 100
the year were posted to their separate pages in the main ledger, Members’ savings 4 500
Example 2 (page 8). Members’ loans 5 100
Exercise B Investments 6 400
From the summary of the financial transactions for 1975, the Surplus account 9 30
ws)rlfmg ledger, Example 1 (page 6), was pc_>sted and 'Ehc trial balance Reserve fund 10 60
within that example was prepared. The main ledger, Example 2, was .
then posted from the working ledger and the trial balance, Example Education fund 1 20
9 (page 18), was prepared.

. ] TOTALS $610 $610
The adjustments transferring the entrance fees to the reserve fund
were posted into those accounts in the main ledger. Notes
As far as possible within this manua.l the other Examples show the 1 Round $ (dollars) are given. In the books of a society the exact amounts are

. . . pies, posted.
entries and balances included in the accounts concerned in the
working ledger and in the main ledger. 2 To show the use of as many ledgers and records as possible, the totals of
transactions have been posted to the examples given of these. In the books

Exercise C of a society, individual transactions and accounts are posted.

The income and expenditure account and balance sheet, Example
12 (page 23), were prepared from the balances in the main ledger.

The net surplus from the income and expenditure account was
posted into the surplus account in the main ledger as a credit.

The proposed allocations of this surplus for disposal are shown
within the balance sheet, Example 12.
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Exercise B
Summary of financial transactions for 1975 from records of
original entry
31.12.75. (a) Post and balance working ledger
(b) Post and balance main ledger

1 Allocation of 1974 surplus . $
Transfer to reserve fund 10
Transfer to education fund 5
Transfer of interest to savings 15

2 Financial transactions

Entrance fees received 5
Members’ savings contributions 1000
Members’ savings withdrawals 400
Members’ loans advanced 250
Loan interest charges 40
Members’ loans repayments '
Advance 180
Interest _30
210
Paid cash into bank (short term) 850
Received cash from bank (short term) 500
Bank interest (short term) added to account 10
Cash invested in long term investments 200
Investment interest received in cash 42
Expenses paid — (stationery $20, postage $8, other $2) 30

~
’

3 Adjustment
Transfer entrance fees to the reserve fund 5

Exercise C

After the trial balance of the main ledger has been completed.
Prepare the income and expenditure account and balance sheet
for 1975

The committee recommend that the net surplus be distributed
as follows:

Allocation to reserve fund

Allocation to education fund
Distribution of interest

26
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It is a common complaint that, in many primary co-operatives, the
standard of book-keeping is poor. The need has long been
recognised for a basic, simplified system of book-keeping, for use in
primary co-operatives in developing countries, in order to help
improve that situation. The system described in this manual has
been specially designed to meet that need. It makes no claim to be
revolutionary, nor to advocate new techniques. On the contrary, it
is based on customary double-entry practice; its only claim is that it
is simple and that it works, and can easily be adapted to meet
particular local requirements.

The system was originally introduced in Botswana, where it has
been extensively field-tested and used for many years, with
considerable success. In 1970, the British Ministry of Overseas
Development, in association with the Intermediate Technology
Dzvelopment Group (ITDG), published three manuals based on the
system (one each for Consumer, Marketing, and Thrift and Credit
Co-operatives), which have been widely distributed and used in
several countries. The ILO International Centre for Advanced
Technical and Vocational Training at Turin used these manuals for
the book-keeping sections of their Co-opérative Management
Training Courses. The original manuals have now been substantially
revised, to make them more suitable for training purposes, and
reissued as CEMAS/ICA publications. A fourth manual, for
Industrial Co-operatives, has been added to the original series.

The purpose of book-keeping is three-fold:

1 to maintain an accurate financial picture of the business, in such
a way, that the state of its finances can be simply, clearly and
accurately revealed at any time;

2 to make it possible for the accuracy of the accounts to be
quickly checked. to avoid errors or fraud;

3 to serve as a manager::znt tool by providing the information
required for decision-making and for planning future activities.

This system satisfies those criteria and, in doing so, takes account of
the circumstances within which it has to be used, and of the essential
need for the book-keeper to know what he is doing and why he is
doing it. The intention is to provide a system which, while fully
adequate, in terms of good book-keeping practice, does not make
unnecessary demands on the user’s time, ability and comprehension.

The manuals have been so designed as to serve both training and
operating purposes. They may be used as bandbooks for co-operative
teachers, as textbooks for students attending training courses, and

as working manuals for on-the-job guidance of secretaries and
book-keepers. They will be found of most value wherever training
courses, based upon them, are provided, and where, after the courses,
students are encouraged to use them on return to work.
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NOTE FOR TEACHERS

This manual describes a book-keeping system concerned with the
maintenance of ledger accounts up to trial balance stage. In the
final sections, a brief description of control systems and preparation
of final accounts is given in order to complete the sequence of
operations up to that stage, but these are deliberately not described
in detail.

As a follow-up to the present series, CEMAS/ICA is producing a
more advanced manual on Co-operative Accountarncy, which extends
the system to the stage of preparation of final accounts and budgets,
to meet the needs of larger co-operatives.

When the manual is used for training purposes, it will normally be
desirable for the teacher to prepare and use his own exercises
(additional to the three in chapter 7, on page 37), and particularly
so when it is necessary to adapt these to the specific requirements of
local practice.
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1 Tntroduction

1.1 The industrial co-operative book-keeping system

The book-keeping system described in this manual has been prepared
for use by industrial co-operative societies or other primary societies
engaged in production. This system uses the double-entry method

of book-keeping applied to the columnar form of accounts. All the

" entries for the financial transactions are posted into a working

ledger and all the accounts are controlled in the main ledger.

1.2 Objectives of industrial co-operatives

Workers combine together as members of their industrial co-operative
to obtain the following advantages:

(a) The members want regular work and a regular income.

{b) Their co-operative has more opportunities of abtaining loans
and development funds than the members have as individuals.

(c) The members can obtain the use of better tools, machines and
equipment.

(d) Raw materials can be obtained in bulk at better prices.

(e) Skills in production can be better developed and products be
improved.

(f) Better marketing of finished goods can be achieved.

In summary, the objectives of an industrial co-operative are to
enable the workers to use better methods of production, to buy the
most suitzble raw materials at the best prices and to obtain a
reasonable price for their finished goods.

1.3
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Problem:s with industrial co-operatives

In many ways the industrial co-operatives are the most difficult to
operate and control. Some of the reasons for this are:

(a) Co-operatives aim to be self-financing, but the funds required
for the fixed assets, including land, buildings, machinery and
equipment and for the working capital to buy raw materials,

are not usually available from members.

(b) The quality control of the products is difficult to operate.
Members are reluctant to refuse to accept unsatisfactory work

of other members.

(c)

Suitable managers and managerial experience and skills are not
always available from within the membership.

(d) Payments to members for products completed are not always
related to products sold. The delay between the completion of
a product and the sale of that product causes further strains on

the limited funds available.

(e)

A complex system of financial book-keeping is required,
together with a system of costing and cost control.

The industrial co-operative exemplified here

The industrial co-operatives are concerned with producing finished
goods from raw materials. The members contribute their skills to
this process. Industrial co-operatives can be of many types. The
book-keeping system described in this manual refers to an industrial
co-operative with about 50 members. They are engaged in the
production of standardised products, which are made in the factory
operated by the society. The society sells to the consumers through
a small shop, which it operates in the market area at the end of the
factory. Most of the products, however, are sold on a wholesale
basis to marketing organisations.




The society has taken a loan from the development bank operating
in the area. There is a manager and a book-keeper. They are nct
craftsmen, but they are members of the society and were appdinted
to these positions by the committee of the society. The society owns
no vehicles and uses local transporters when required. Production is
undertaken as efficiently as possible to cover at least the costs and to
provide for reserves to build up the funds and stability of the
society. When there is any remaining net surplus, distributions are
made to the members in the form of a limited interest on their
shares and a bonus on their contribution to this surplus as represen-
ted by their earnings.

1.5 The book-keeper's job

This manual is about the work of the book-keeper and how this work
can be used in the control of the co-operative business enterprise.
His duties will include:

1 keeping complete and accurate records of every financial
transaction in which the society is involved;

2 checking the accuracy of these records at regular intervals;

preparing final accounts and a balance sheet at the end of every
financial year, ready for audit and later consideration by the
members;

4 preparing reports for the committee on the financial position of
the society during the financial year.

1.6 Importance of book-keeping

Book-keeping control is essential. The members are the owners of
the society. They need to know how their business is doing and how
their funds are being used. The members elect a committee to direct
and control the affairs of their society, and a manager is appointed
to run the day-to-day operations. The committee and the manager
need information on the affairs of the society to be able ro make
decisions and to take action. Members, committees and managers
require that the information they get is complete, accurate and

up to date. The book-keeping system in use must therefore show:

(a) How much the society owes (its liubilities).
(b) How much the society owns (its assets).

(c) Whether the society has financial stability and is able to pay its
debts as they arise.

(d) Whether the society is operating efficiently, covering its costs
and providing a net surplus.

All societies theiciore neea books of account, so that they can
provide the members, the committee and the manager with the
information they need. In most countries there are laws which
require co-operatives to keep proper books of account. This
underlines the importance of an efficient book-keeping system. The
system described in this manual will meet the needs of members,
committees, managers and the main requirements of most
co-operative laws.
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2.1 Double entry system

Book-keeping is concerned with correctly entering permanent written
records of financial transactions into the books of the society.

A financial iransaction arises in the course of the business when there is a
wransfer of money, or something having a money value. Examples will be
considered later when the working ledger is examined.

In every financial transaction there are two aspects. There is the
imparting of the benefit transferred and there is the receiving of this

benefir. This imparting and receiving takes place between the accounts
in the books of the society. The double-entry system of book-keeping

is used to record this transfer between the imparting account and
the receiving account.

In this system details of the money, or money value of the benefit
transferred, are recorded twice into the accounts of the society.
The account which imparts or provides, is credited (CR) and the
account which receives is debited (DR). For every credit entry there
must be a corresponding debit entry and vice versa, for every debit
entry there must be 2 corresponding credit entry. When there has
been corresponding postings made into the books of account they
will balance. The debits will equal the credits.

The balancing of the books is similar to the balancing of a beam-
scale. When the goods in one pan of the scale are the same weight as
the metal weights in the other pan, the scale will balance.

2.2 Trial balances

The book-keeper can check that the books balance by the preparation
of a trial balance. These are statements prepared after the posting

of the debit and credit entries have been completed for a given
period. They show the list and total of all debits and 4 list and total
of all credits. Since all entries of any financial transactions are
recorded twice, once as a debit then correspondingly as a credit, the
total of all debits on the trial balance must be the same as the total

of all the credits. If these totals do not agree with one another, an
error has been made. The book-keeper then must check all the
additions, and all the postings, for a trial balance must balance.

The book-keeper will be concerned with two trial balances:

1 Working ledger trial balance
The working ledger (Example 1) contains the debit and credit
entries for all financial transactions. These entries are made as they
arise into the records of original entry, then at the end of every
week they are posted into the working ledger. The working
ledger is balanced every week. This is checked by the preparation
of a trial balance of all the dehit and credit rotals of entries to be
made from the working ledger into the main ledger. See trial
balance in Example 1 (page 7).

2 Main ledger trial balance

The main ledger (Example 2) contains the balances on the various
accounts of rhe society. After the debit and credit entries have
been made from the working ledger, the new balances on these
accounts in the main ledger are ascertained. Then a trial balance of
all the debit and credit balances in the main ledger will be
prepared to check that the main ledger balances. See Example -

17 (page 31).




2.3 Records of original entries

The main books and records used in this book-keeping system are
outlined in the sections which follow. The entries to be made in
them flow from the initial entries made into the records of original
entry. These entries are made immediately the financial transactions
occur. They become the source of postings to the ledgers. In the
industrial co-operative the following records of original entry are
used:

(a) receipt books
(b) invoices

(c) cheque-books, bank paying-in books and the bank statements
for bank charges

(d) cash sales receipts

(e} materials records

(f) labour records

(g) other expenses records
(h) finished goods records.

These original documents can either be specially printed, or
standard forms, available from most stationers, can be purchased
and adapted to the specific needs of a society. All unused original
documents should be kept safely locked away. They should also
be consecutively numbered to assist in their control.

Entries obtained from the exercises on page 37 have been used to
illustrate the posting of the ledgers, forms and records used as
examples in this manual. In the books of a society, individual
transactions are posted into the records on the dates on which they
occur.

2.4 Working ledger: Example 1

This ledger combines the functions of the traditional cash book and
the journals. It is a summary ledger. Details of all the financial
transactions of the society are posted from the records of their
original entries into the working ledger. This is kept on the double-
entry system, so for every debit entry (DR) there is a corresponding
credit entry (CR).

This ledger is a columnar cash analysis book which can usually be
purchased from a local book-shop and the columns are headed as
required by the book-keeper. Two separate cash ruled columns,

one column for debit entries and the other for credit entries, are
kept for each type of account. The number and type of separate
accounts kept by a society will depend upon its own particular needs
and circumstances.

This example shows the typical accounts which need to be kept. To
avoid this ledger containing many columns for accounts which are
not used frequently two columns headed ‘other accounts’ can be
opened. Then debit, or credit, entries concerning these accounts can
be posted into these columns but are posted into their separate
accounts in the main ledger.

As entries are made into the working ledger from the original records,
they show the date of the transaction, the details and any reference
number from the original entry. Then the appropriate debit and
credit entries are made into the cash ruled columns provided. All of
this information is shown on the same line for each transaction. At
the end of every week the working ledger is closed off and balanced.
The totals of the debit and credit entries to be posted to the main
ledger are first checked by the preparation of a trial balance. See
Example 1 (page 6).

The working ledger, shown in Example 1, has been posted from the
summary of the financial transactions for the whole of 1975 and all
of these entries are dated as December 31 (see Exercises, page 37).
When used in a society, the working ledger will have daily postings
and it will be closed off, totalled and balanced every week.
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2.5 Main ledger: Exampie 2 Date Detail bl 2k cr Balance
ror the purpose of this book the accounts are shown together | Jan | | Balance Jrm balance Siack| b3 . . R _s0.00 |
(Example 2). In the main ledger of a society a separate page is kept L |7 Entacer From working ladped 3| 120615 120015 DR %400 |
for each account as shown in Example 2(a). i o . . .16 159) 50 1590 00 |DR 87 50 |
This example shows the cash account included within Example 2 - < 84 172 My o0 i.’D PR M2 3T
as it would appear on its separate page in the main ledger of the 2 v 0 1432015 ko 1o DR T4 42 |
society. angl 20 o, . DRIUp 00 |
Dec |31 |Asset b balrce sheat  |f3 | 1o oo | —
8 1976 : ‘ -
Jawn | | |Balance from balance Sheet b/.z j DR la.uifo_




3 Materials 4 Labour 5 Othor expenier 6_Production 7 _Finished goods
PR | CR  Balanc d | R | Balance DR R Balamce IR ck  Ralance DR cR | Ralance
DR 1060 ; 50 100 CR 50 .De 3¢q0
53000 S0000 DE 4060 30000 30000 -~ €300 4000 (R 150 %9000 29000 -~ 89000 ivgooo CR 1310
10060 DR 14060
Ibo00 DE 60 , j
€0 - ﬁ ‘ : .
! . aso .CR 500
150 CR &50
g0 De 530 !
‘ 530 — | | ‘ .
f | 100000 DR 12690
% . 39000 DR 3690
1 i ’ 600 DR 309
‘ » 3090 | -
lhooa 10000 DR 4000 | 150 aso R 100 ; 1 600 | fbta 600
4000 — | 100 — ‘ 1 600 !
4000 %laocwm De 4ooo ‘, i 150 256 |CR oo { k 11)2 600. .|
§ i ' i

Since they are posted from the working ledger these accounts will be
kept in the same order as they are kept in the cash ruled columns of
the working ledger. The pages kept for each account are numbered
consecutively and contain columns for the date, the details, the
reference number and three cash ruled columns. In the first cash
column debit entries (DR) are posted. In the second column the
credit entries (CR) are posted. The third column contains the
running balance, prefixed to show whether it is DR or CR.

Example 2 (continued) »

At the end of every four weeks the DR and CR balances in the main
ledger are separately listed on a trial balance shown in Example 17
(page 31). This checks that the main ledger balances. At the end of
every four weeks, after this trial balance is prepared, the monthly
report to the committee (Example 18, page 32) is prepared. At

the end of the financial year the productlon and trading account for
the year together with the surplus disposable account and balance
sheet shown as Example 19 (page 34) will be prepared.




g fixed asses€s q Deoprgciolio. paoyisian {0 _Shares /1 Deposiks 12 Caeditors

D ' CcR Balanca De ‘ CL . Balanc, DR CcR Lalanrca DR cR alance e ce Balonte

e 1000 (R 1000 CR 2220 CR it:5p CR 3000
400 DR 1400 1260  CR 480 760 2510 (R 2800 61000 59000  CR {000

1130 CR 2180
7400 - - 2180 - 3480 - 2300 - 1000 -
DR ThoD | (CR 2180 | (R 3480 e 2wo0 ¢R looo
: i } 1 i i ‘ :
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I3 Debtsrs I+ Loara 5 Suaplus 16 Roserve Sund 17 Educaliow fund
DR LCR Salance e CcR Balasca e ce Batlance e ce ' Balanwe DR ce Balame
DR 1020 CR 5000 CE 1090 CR 1400 CR 100
45000 0pa DR 2020 500 250  CR 4750 1060 (R 3a 500 (€ 1900
7320  CR 1350
2020 - 4750 - 7350 - 1900 - 00 -
DR 2020 LR 4150 Ce 7350 ‘CcR 1400 . CR 00
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Example 3

MEMBERS' SHARE AND DEPOSIT LEDGER
le of member : Share no:
N | ” | SHARES DEPOSITS
no Conbu.bwtcm I Interst  Bonws Withdrawals | Belamce. Deposibs Jrtercat |Withdrawaic| Balance
s | cr L cr . cr . De ce crR . cR DR cR
Jan 1 | | [ i { 2220 3 los0
i | i ] H : ]
_Dec 31 ; 1200 } | 60 ; 1 34.%0 2o oo 760 2%00
! ! ! j
, L | | l | | i
2.6 Members’ share and deposit iedger: Exampie 3 There are also three cash ruled columns. The first column is used for
. . , debit entries (DR) £ sh paid, di ts allowed to the society and
Within this ledger a separate page is kept in share number order, for creedlitc:otlee: The )sccc:)cirfg S)is; Esacld folrsf:cr):cilitsci\tcr)i\:s { Clg) fcc)rgio:\;(L)EZc:f]
each member. These records can be kept in a loose leaf ledger or on The third column shows the running balance prefi;(ed (DR) when
a card system with separate accounts for each member. The share and there is a balance due to the society or (CR) when there is a balance
deposit transactions are posted to this ledger from the details of their due to the supplier. Postings are made to this ledger from the original
original entries after these have been posted to the working ledger. records after their details have been posted to the working ledger.
At the end of every four weeks the individual balances for shares and o .
deposits are separately add-listed. The resulting share total has to be At the end of every four weeks the balances in this ledger will be add-
agreed with the CR balance for shares in the trial balance of the main listed to produce the net credit balance (CR) due to suppliers. This
ledger. The resulting balance for deposits is agreed with the CR total is then agreed w1t‘h the balance for creditors shown in the trial
balance for these in this trial balance. balance of the main ledger at that date.
_ Example 4
2.7 Creditors’ ledger (accounts payab'e): Example 4
CREDITORS' LEDGER
Creditors are suppliers who are owed money by the society for raw Name & supplior: Account. no
materials or services supplied on credit terms to the society. In this Adrers: Cradit tormu:
ledger a record of the dealings of the society with these individual -
suppliers of raw materials and services will be kept. A separate page Date Detail Reb| DR ce Balance
will be opened for each of these suppliers. _1avs ho
These pages will be kept in surname alphabetical order. They contain Jam |1 | Balance b} R 3000,
columns for the date of the transaction, the details and refe
number. . rence Dec (31 Hrom Agceipks & invented 521 61000 |59000.  [CR 10go.
- ' i
12




2.8 Debtors’ ledger (accounts receivable): Example 5

Debtors are customers of the society who owe money to the society.
The society should try to obtain immediate cash for sales of finished
goods. The balances due from debtors will then be kept as low as
possible. The debtors’ ledger contains separate pages for each
customer who is given credit by the society.

Example 5
DEBTORS LEDGER
Name of customer: Account no:
Aclolress : Creolit teams:
Date Detail Lefl DR cR Lalance.
1975 no
[ I ’ 1 ' !
Jar. ! 1 | Balosnce b/} DR (020
Dec | 31 | grom recaphs & invoicel 521 95000 k000 [DR Av20

Each page contains columns for the date, details and reference
number. There are also three cash ruled columns. The first column
is used for debit entries (DR) for invoices issued by the society. The
second is used for credit entries (CR) for cash received, and credit
notes. The third column shows the running balance, prefixed (DR)
or, where the society owes money to the customer, prefixed (CR).

Postings are made to the accounts in this ledger from the original
records after their detai's have been posted to the working ledger.

At the end of every four weeks the balances in this ledger are add-
listed to produce the net debit balance (DR) due to the society.
This is agreed with the balance for debtors shown in the trial
balance of the main ledger at that date.

2.9 Other books and records

2.10

i3

There are other books and records in use in the society in which are
entered the numerous details connected with the business operations
and, controls. These will be outlined when the accounts are
considered later on in this manual.

Annual budget

This manual explains a system of book-keeping. The opportunity is
taken to emphasise that this is only a part of the financial control
system of a society. The overall financial control stems from the
preparation and use of the budget.

The annual budget is the forecast of what the committee hopes to
achieve from its management of the society. It is prepared in two
parts before the financial year begins. The first part is the
operating budget. This contains the estimates of the income and
expenditure for the coming year. The seconc part is called the
cash budget. This part shows the estimated tlow-in and flow-cut of
funds.

The funds available will finance the operations estimated in the
operating budget. During the financial year the actual results being
obtained will be measured against the forecasted results, The
variances will be investigated and appropriate managerial action will
be taken to correct any faults revealed.




2.11 Other book-keeping terms (g) Liabilities and assets

Ligbilities show what the society owes. They include members’
shares and deposits, reserve funds, surplus not distributed, and
balances owed to creditors. They represent the source of the

Book-keepiag is a technical subject. Technical book-keeping terms are
used in this'manual as follows:

(a) Financial or accounting period funds being used by the society.
The financial period is the period of time covered by the final Assets show what the society owns. They include land, buildings,
accounts. This period is often of one year ending on a date fixtures, equipment, stocks, investments, cash and balances
stated in the by-laws of the society. owed by debtors. They indicate the uses being made of the funds

(b) Final accounts of the society.

These are prepared at the end of the financial period. This
industrial co-operative uses two final accounts.

Fixed assets are held permanently to be used to earn income
and include land, buildings, fixtures and equipment.

(h) Auditors
The auditor is a skilled accountant whose responsibility it is to
check and verify the accounts of the society at the end of the
financial year and at any other time as the registrar of
. co-operatives may consider necessary. The auditor is indepen-
(d) S”T‘Ph‘-‘ disposal account dent of the society and reports to the registrar and the members.
This account shows the rroposed disposal of any net surplus. Internal auditors are elected under some by-laws by the
It contains the recommendanpps of the committee on the members at their annual general meeting. They are elected to
allocations for reserves, education, share interest and bonus. conduct regular checks for the members on the books, assets
(e) Balance sheet and activities of their society.
This is a list of the liabilities and the assets of the society on a

given date. A balance sheet is prepared after the final accounts
have been completed at the end of the financial period.

(c) Production and trading account
This is one of the final accounts. It is a summary of all of the
income and expenditure for the financial period. This summary
reveals the surplus or loss.

(f)  Surplus and loss
The fncome of the society is earned from the sale of finished
goods. The expenditure includes the cost of producing and
selling the finished goods. There is a net surplus when income
is greater than expenditure. There is a net Joss when
expenditure is greater than income.

14




7 Che worlzfinﬂ ledper

The working ledger is shown in Example 1 (pages 6-7). This ledger

is posted at the end of every week from original entries, which were

made immediately the financial transactions arose. The entries
posted are outlined as follows:

3.1 Cash account

(a) Receipts
A receipt containing the details shown in Example 6 must be
1ssued for all cash received.

Example 6

CASH RECEIPT

DATE: ./ .4.7%. FORH”{]‘*JLW ........ Co-operative Society Ltd
; SIGNED: oo Caghigr ...
/ New bolamca o\

\Pass book #1251 posted to working ledger page no ...... LT

All cash received is posted into the working ledger as follows:

Date ............. received

Detail ........... from receipt book

Refno..... receipt number

DR ... cash account — with amount received
CR . provider e.g. debtors, shares or other

imparting account — with amount received

15

(b)

(c)

Payments

A receipt must be obtained or a voucher be made out in
support of all cash paid out. This must contain similar details
as shown in Example 6 and is signed by the person receiving
the cash. The by-laws should provide that all disbursements in
excess of say $5 should be paid by cheque.

All cash paid out, including cash paid into the bank, is posted
into the working ledger as follows:

Date ............. paid

Detail ........... from receipt or voucher obtained

Refno..... receipt or voucher number

DR.......... recetving account e.g. bank, other
expenses or creditors

CR ... cash account — with amount paid

Cash-in-hand

One person should be responsible for receiving and paying cash.
This should not be the book-keeper. A cash float should be
Lept to give change and from which payments can be made.
The cash-in-hand should be checked from time to time by the
committee and the internal auditors. The auditor appointed by
the registrar of co-operatives will also check this on his visits

to the society. Apart trom the cash float, or other cash held to
make known payments, all cash should be banked as soon

after receipt as possible.




3.2 Bank account

A current account should be opened at the nearest bank. The bank
will issue a paying-in book and a cheque book after they have
received a copy of the resolution of the committee to open the
account. The committee will also inform the bank of the officers
who are authorised to sign cheques on behalf of the society. The
bank will require specimen signatures from these officers. The
person appointed to handle the cash of the society will make the
deposits to this current account at the bank. All cheques and postal
orders received are treated as cash. Generally cheques bearing a
future date (post-dated) should not be accepted.

(a) Bank deposits
Entries to be made into the working ledger are:

Date ............. taken to bunk

Detatl ........... from the paying-in slip, stamped and
receipted by the bank

Refno ... number of paying-in slip

DR ... bank — with amount deposited

CR . cash — with amount deposited

(b) Bank payments
The boak-keeper will present the bills to be paid with the
cheque-book to the manager. The manager should make out
the chegues. The officers of the society authorised to sign the
cheques should only do so after they have compared the cheques
with the bills for payment. The cheques are then sent off to
the creditors concerned. The working ledger is then posted:

Date ............. of cheque as shown on the stub retained
in the cheque book

Detail .......... naine of creditor (payee) from the stub

Refrno....... number of cheque

DR ... payee — creditor or other receiving

account with amount of cheque

CR ... bank — with amount of cheque

16

Bank statements and reconciliation statement

From time to time the bank will send a statement showing all
transactions posted to the account of the society by them
together with the used cheques. When these are received the
following procedure is undertaken:

1 The balance to begin on the statement is checked to ensure
that it is the same amount as shown on the previous
statement as the balance to end.

2 The cheque entries on the statement are ticked (/) to
ensure that all cheques posted on the statement have been
enclosed.

3 Items remaining as withdrawals on the bank statement, if
any, are for such items as commission and interest as will be
seen by checking the prefix number of the posting with the
number code shown at the bottom of the statement.

4 These bank charges are added and the toral is posted to the
working ledger as follows:

Date ............. posted to working ledger

Detail .......... bank statement — charges

Refno..... number of bank statement
R bank — bank charges

DR ..., other expenses — bank charges

5 When this entry and all entries in the working ledger have
been posted to the main ledger, the last balance on the
bank statement has to be reconciled with the last balance
shown on the bank account in the main ledger.

6 Cheques are sorted into their numerical order and ticked
against the entries which were made in the working ledger
when the cheques were drawn.

7 Deposits as shown on the statement are ticked against the
entries which were made in the working ledger when the
deposit was made.

8 The bank columns of DR — deposits, and CR — payments,
now show ticked entries, indicating that they have been
posted by the bank to the statement.

QRN i i s b e



9 The reconciliation is then prepared as tollows: 3.3 Materials account

$ (a) Purchase
. Materials should be ordered using a materials order form
Balance in bank on bank statement . . :
ADD: deposits in transit (deposit entries in the prepared in duplicate. The top copy of the order w1lld:>e sent
: — : ier af ing sig e manager of the society.
working ledger not ticked &/} as having been to the supplie a‘ ter bemg Sl_"ned by the manag i y
shown on the bank statement) . When the materials are received, the manager will check them as
Total $ to quality, quantity and price against the bottom copy of the
LESS: ch n ) order, and the delivery note sent with the materials by the
LESS: cheques not presented (cheque entries supplier. Immediately the materials have been accepted their
in the working ledger not ticked (\/) as having . . . . . .
details will be entered into the materials received book shown in
been shown on the bank statement) . .
Example 7, and into the materials stock control record shown
TOTAL — being balance in bank account in the in Example 8. A separate card is kept in this record for each
main ledger $ of the different materials used in production.

10 Where an overdraft (normally in red print) is shown as the
balance on the statement — cheques not presented are
added and deposits in transit are deducted, to produce the
balance on the bank account in the main ledger.

11 Overdrafts arise when cheques have been paid from the
account with the bank in excess of the funds held in the
account. The bank has then in reality made a loan to the
society. Overdrafts should first be arranged with the bank
manager. They should only be used for short periods, since
the rate of interest charged by the bank for an overdraft

is very high.
Example 7
MATERIALS RECEIVED BOOK Page no: 6

Date Supplier Description Quantity Unit Totai Delivery Stock Invoice
received of materials units price cost note no control no

ja 15 page no
Dec 3 Credators (names) e wuaces 2500 | 2 53000 Q6% 9 197

. . . . g 5000 2|  |loooo 316 9
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Example 8
MATERIALS STOCK CONTROL RECORD
Description of Material: .............c.cvueeriecnicinniins e Material N0 ...
UNit: (e
Unit cost price: ......... 2 e
Date Materials Production Stock + - Stock Physical stock
received card to begin Received Issued to end checked
1975 book page no no b/f c/f on: date by: signature
Jan ! 530
S A R DU S F RN S e
L T 2 - R— 26500 2me30 : i
Lo By 6 - %000 L | 3203 L ; S
1S ES BRI : Y R SO N (- 2 R S
3L Pwmab Bl | L} .30 | oo | Dec ¥ oter
Details are recorded in units, e.g. unit for nails could be kilo- The working ledger would be posted from the invoice to show:
grammes or pounds weight, unit for cloth could be metres or Date ............. of invoice
yards. The cost price, which includes any delivery costs and Detail ¢ I
similar expenses, for each unit is shown. This is obtained from CLatl oo, ?am.e of suppher
the invoice. Unit prices should be changed when there are any Refno ... invoice number
price changes shown on the invoices as new materials are DR . materials — with total of charge

purchased and the old stock is used. Material should be charged
to production at cost price, which includes any delivery costs i
and similar expenses in getting the materials to the society. The details of the invoice would also be entered into the
account for the supplier kept in the creditors’ ledger shown in
Example 4. The invoice would then be filed in number order
ready for audit.

CR .. creditors — with total of charge

When the invoice for the materials is received it will be checked
and when accepted it will be signed by the manager. The invoice
will be numbered by the book-keeper and details of this number
entered against the entry for the materials made in the materials
received book.

18




(b) issue of materials Example 10

production x number of units of production in the batch.

19

For all work to be undertaken, the manager issues a
production card as shown in Example 9. SPECIFICATION CARD
Production item: .........oooeveiireeernnnne. NOo: il e ereeer e ee e eeraaas
Example 9
Description:
PRODUCTION CARD Length
. idth
Product number: .....7...... Description: .............. Card number:... 5. .. Widt
Number of units: ..8%02.......... Started: date/time ..............ccvemeen.n.. Diameter
completed: date/time .........cccecevennrnns Height
Surface
Ref | Number Unit Total .
no of cost Cost cost Weight
units $ Colour
Materials: Descriptions 9 28000 2 50C00 Pattern
TCTAL materials 50000 Other details
Labour: Names | 16 | 3900 3-37 (30000
TOTAL labour 30000 Costs for 1 unit: Costs
TOTAL materials and labour 30000 Materials: No Type  Quantity Price
ADD: Direct expenses B ) L 1000
Other expenses at oncost rate IO"/O(A} 4 ‘aod %000 Labour: Type Rate
TOTAL cost g84q000 TOTAL
Unitcost /0 . .
Products accepted: Signed: Manbger Direct expenses: Type Price
Posted to finished goods control page no..| 7. Other expenses: Oncost at %
TOTAL COST
The products are standardised as shown on their specification ADD Mark-Up at ..o, o
card in Example 10, and are produced in batches. The type SELLING PRICE
and number of units of material have been ascertained for
each unit of production. The materials required for each batch o
are then calculated as follows: material required for 1 unit of Average production time — hours




The materials issued to production are entered on the
production card and in their materials stock control card.
Entries are made into the working ledger as follows:

output, rather than the time they spend at work. Since this
industrial society is producing standardised items, the earnings
of labour for each item is known.

Date ............. materials issued to production ,
. . . Example 11
Detail .......... production description
Refno ... production card number MEMBER'S QUTPUT CARD
DR .ccovevinn PmduFtlwn account — with value of NAME: coerriirereee e Share number: ...l
materials
. . . . OCCUPALIONT ciriiiiiiieriiicerresinnresaiieaneraeaies
(6 S materials account — with value of materials
(c) Control of maierials Date | initisls |Production Output Fosted | To
. complete of card No of Earnings|{ Total arnings | record
One member should be responsnblg, under the manager, for 1375 manager no units | per unit |earnings| Date No
the control of the stocks of materials. The manager, the internal
auditors and the auditor should check the physical stock with | Dec. 31| AM § | 8900 | 37 [30000 | 3i1dec | /6
the book stock as shown on the materials stock control cards.
Any differences should be located. T
Material is charged out at cost price. This may mean that -

(a)

where old and new stock of the same materizl are issued to the
same batch, there will be more than one cost price. However,
this system avoids the calculations involved by using the
average price. Price changes in materials should also be shown
on the specification cards concerned.

At the end of each financial period the materials in stock will
also be valued at cost price on the stock sheets. Their total
cost value should be agreed with the debit balance in the main
ledger for materials. Any differences will be transferred to the
production and irading account, as will be shown later in this
manual.

3.4 Labour account

Calculation of earnings

The manager and the book-keeper are paid a fixed wage. The
other members are paid on a piece-work basis as far as
possible. A fixed sum, set by the committee, is paid for each
unit produced, job performed, or number of operations
completed. These are shown on the specitication cards. The
labour payment made to the members will depend upon their

20

Each member will be issued with a member’s output card
(Example 11). As their production is completed and the batch
of finished goods is accepted by the manager, their output cards
will be entered and initialled by the manager. At the end of
every week the book-keeper will collect all the output cards and
post the entries to the books and records.

He will then return the output cards to the members. The entries
to be made by the book-keeper from the output cards will be

as follows:

1 Production card: Example 9

The nare of the members, their share numbers and their
earnings will be posted ro the production cards for the
batches completed.

2 Member’s earnings record: Example 12
The total of the earnings of each member is posted to his
earnings record card.

_—




Example 12

MEMBER'S EARNINGS RECORD
NAME: oot Occupation: ........oceevvevennn. Share no: ../6.
T
Week Production| Earnings { Month Gross Less Net Signature
ending card ending |earnings 18X cash of
date no date etc member

1

2

3

4 —_—1

5

6

7

8 2

9
10
11
12 3

and

50
an
49 5000
50 10000
51 o000
52 1000 2 30c00 3000 27000
TOTAL earnings 30000
for year
Bonus at 10‘7J 3000 Bonus:
' Received in cash Signature of member
OR
Transferrzd to Share account no
Deposit account no
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(b)

3 Working ledger
The working ledger is posted from the production cards as
follows:

Date ............ week ending date

Detatl ........... production card details

Refno ... production card number

DR .. production account — with total earnings
CR., labour account — with total earnings

Paymnent of earnings

The sooner raw materials are made into finished goods and
scld, the sooner there will be funds from which the earnings of
members can be paid. This society has a regular market for its
products. It has obtained a loan to help provide the working
capital for raw materials, payments to members and other
costs. This loan bridges the time gap between undertaking
production and receiving the proceeds for the finished goods.
The members are aware that without this source of finance
they would have to wait until the proceeds of the sale of their
finished goods had been received before they were paid for their
work.

At the end of every four weeks the members are paid. Their
earnings for the four weeks, as shown on their earnings record,
are totalled. This total is shown on their earnings record as
their ‘gross earnings’. From this any tax or other agreed
deductions are made.

The net payment is made to the members by cheque or in
cash. Where cash is paid the total required is drawn from the
bank on one cheque. The total drawn is ascertained by add-
listing the amounts shown as ‘net cash’ on all the members’
earning records. Cheques are also drawn to pay over the tax
and other deductions to the authorities. As the members are
paid they sign their member’s earnings record as a receipt.




The working ledger is posted from the cheque book stubs as

follows:
Date ............. of cheque
Detail ........... labour payment
Refno ......... cheque number
DR ... labour — with amount of cheque for net cash
and for tax deductions
CR ..o bank — with amount of cheque for net cash

and for tax deductions

3.5 Other expenses

(a) Charges

All other expenses, including the wages of the manager, the
book-keeper and any other members whose earnings cannot be
charged directly to production, are debited to this account.
Office and selling expenses together with depreciation charges
are included. Debit (DR) entries to the working ledger will be
made for expenses from receipts, invoices, vouchers and cheque
stubs. Other expenses will be debited and the corresponding
credit entry will be made in the imparting account. The
expenses will be charged to production.

(b) Direct expenses

Where an expense has been directly incurred by a particular
batch of production, it can be directly charged to that batch.

The entries for this would be made on the production card for
the batch and then from this card to the working ledger as

follows:
Date ............. of entry
Detail ........... description of expense
Refno ......... production card number
DR ... production account — with amount of
direct expense
CR .. other expenses — with amount of direct

expense
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(c) Indirect cxpenses
Generally, the expenses of the society are not directly
incurred by any particular batch of production. Therefore, the
expenses remaining after the direct expenses have been charged
to production, have to be apportioned over production. This
spreading of the indirect expenses over the products can be donc
by adding a predetermined percentage to the total costs of
labour and materials directly charged to the units of output.

This percentage on cost will have been calculated when :he
annual budget was being prepared. It will be based on past
experience, current trends and forecasted performance.

As batches of finished goods are completed their production
cards will be posted with their part of the other expenses. The
total cost of each batch as shown on each production card may
be obtained as in the following example:

Total units of production 170 $
Materials — direct charge 500
Labour — direct charge 1000

Total 1500
+ Any direct expenses 50
+ Other expenses at 10% 150

Total cost 1700

Total direct materials and labour were $1500

Other expenses were charged to production at the oncost
1500 x 10

f 109 is amount
rate of 10% on this am 100

=$150

Since 170 units were produced, the average total cost of
total cost _ 1700

producing one unit is =$10

number of units produced 170




Entries to be made in the working ledger for indirect expenses
to be charged to production during the financial period will be
made from the production cards as follows:

Date ............. of completion of production

Detail ........... production card details

Refno ... production card number

DR .............. production account — with amount of
other expenses

CR .o other expenses — with amount of other

expenses

(d) Adjustments

At the end of the financial year adjustments will be made for
the charge (DR) for the depreciation of the fixed assets, for
expenses used but not charged and for the credit (CR) for any
expenses paid in advance. After these have been calculated the
ledgers are posted with these adjustments.

Should the percentage oncost have been completely accurate
there would then be no balance in the other expenses account.
Since any forecasting is subject to error, there will usually be a
balance remaining. Where the balance is a credit, the percentage
oncost has been too high. Where the balance is a debit, the
percentage oncost has not been enough. The balance is trans-
ferred to the production and trading account as will be shown
later in this manual.

3.6 Production account

(a) Specification card: Example 10 (page 19)
Each product will be standardised as far as possible. Items to
be produced will be determined by the committee, based on
customer demands, for the products must sell. The selling prices
must be competitive, so costs must be strictly controlled. There
will be a specification card for each type of product. This will
show the specification, cost and other details of each type of
product. These will be followed in the pro ‘uction process.

(b)Y Production card: Fxample 9 (page 19)
Production is undertaken on the issue, by the manager, of a
production card. This is the production order for a batch to be
made. The costs of each batch will be recorded on these cards.

(c) Book-keeping entries

Entries to the columns in the working ledger for production wili

be made from the details on the production cards.
The debit (DR) entries in these columns will be:

DR for materials

DR for labour

DR for direct expenses

DR for oncosts for other (indirect) expenses

Uhe credit (CR) entries will be those, made from the completed

production cards, of the total costs of products completed and
transferred to finished goods. Any remaining, DR-balances in
the production account will be part of work-in-progress.

(d) Work-in-progress
As far as possible all work started by the issue of a production
card should be completed before the closing of the books at

the end of the financial period. When there is incomplete work-

in-progress at the closing of books, it will be valued by the
manager. The valuation will include the costs of any matenals,
labour and direct expenses alrcady charged to the batch.
Oncosts will not be included.

The production account will be credited (CR) with the value of

work-in-progress at the end of the old financial year, and the
debit entry (DR) will be carried down to begin the new
financial year. The valuations will be shown as a note on the
production cards concerned.
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3.7 Finished goods account

(a) Recetved from production
As products are completed, they will be checked for quality by
the manager. When accepted they are transferred into “he stock
of finished goods section of the shop at the end of the factory.
A finished goods stock control record will be kept by the book-
keeper. An example of this record is shown in Example 13.
Example 13
FINISHED GOODS STOCK CONTROL RECORD
Product: description Product group no: ... 7 ...
Unit selling price: ....... W e, Unit cost price: ... 10 ..o
Date | Product |Invoice or| Stock + - Stock Physical stock
card no |cash sales | to begin |Received Sold to end checked
1975 receipt no| b/t c/f Date | Signature
Jam e | 1 ) B -
[ Dec 2y 2 L | 500 : daea ) -
1 ch Brws ] Sy L
S _|Cash sies| I B+ 84 -
ey L AL 60 |Dec 31 [Bfbubes
{
o 1. -
- s S IO § e .

A separate record will be kept for each of the separate lines of
product. The details of receipts of finished goods will be posted
from the production card into the finished goods stock control
record. Entries will also be made into the working ledger as
follows:

(b)

Ex

Date ............ finished goods accepted

Detatl ........... from the production card

Refno ... production card number

DR ... finished goods account — with total costs
of finished goods

CR .. production account — with total costs of

finished goods

Cash sales of finished goods

The selling price of items of products will be their total cost
price plus a mark-up agreed by the committee which is shown
in the annual budget on the specificaticn card. To assist in
the control of the stock of finished goods a product group
number is shown on the finished goods stock control record
for each line of product. These numbers are recorded against
the items sold for cash on the sales receipt issued for all cash
sales (see Example 14).

ample 14

CASH SALES RECEIPT

Selling price Total value

per unit

Product Quantity
group

no

Description of goods

Woadan table [ ! 10 &0 10 60
Chavrs 9 I 2 |00 ¢ 00

${ 15 |60

Signed: ....... Srp"'oﬂ ........................................




These sales receipts are used only for cash sales and not for Example 15
payments received from debtors for previous sales. They are
made out in duplicate and the top copy is given to the customer. NAME OF SOCIETY
The copies of the cash sales receipts are add-listed at the end
of each day. This produces the total daily cash sales, and the
cash must agree with this total. Then the items sold shown on Customer: name order number:
the cash sales receipts are analysed and the total units of each address delivery instructions:
type of finished goods are found. From the analysed sales
receipts, the finished goods stock control record is posted. Product Description No of | Unit Total
From the rotal of these cash sales receipts, the working ledger no units | Selling | sale
is posted as follows: price $

Invoice no: ....7=%.7.......

Date ............. of sales

. . . 17 I REES \|I 495
Detail ........... sales receipts details e - - AR S S S &

Refno..... sales receipts numbers from - to -

DR ... cash — with total cash sales e B . o : ]

CR e finished goods account — with total cash b o ] : B
sales

(c) Credit sales of finished goods — 1
Price lists and order forms should be prepared and distributed - T e e
to likely buyers of the products. To encourage wholesale |
orders the society would offer quantity discounts to customers. TOTAL selling value
When orders were received, they would be made up from the LESS discount las
stock of finished goods. Invoices would be prepared in
duplicate. A copy is shown in Example 15.

96195

TOTAL now due 95000

A.l’ly qua.ntity discount agreed would be deducted from the Posted to finished goods stock control page no .........0.............
total selling value of the goods sold. The top copy of the Date: . 31 12 75

invoice would be sent with the goods to the customer. From | — e
the bottom copy of the invoice the details of the units of

products sold would be posted to the finished goods stock The working ledger would be posted as follows:
control records. Date ............. of invoice
Detail ............ debtor’s name
Refno........... invoice number
DR .....ccccc.... debtors — with total value of sales less any
discount
CR v finished goods — with total value of sales

iess any discount
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(d) Control of finished goods
One member should be responsible, under the manager, for the
control and sales of the stocks of finished goods. The manager,
the internal auditors and the auditor should check the physical
stocks with the book stocks as shown in the finished goods
stock control record. Any differences should be located.

At the end of each financial period the finished goods in stock
would be listed on stock sheets and valued at their total cost
price. The number of units of each product line on these lists
should agree with the units shown as in stock on the finished
goods stock control records. Any differences would be
investigated.

3.8 Fixed assets and depreciation

(a) Purchase of fixed assets
Fixed assets are acquired and held permanently for the purpose
of earning income, and include land, buildings, fittings, fixtures,
equipment and machinery.
From the invoice obtained when the items were purchased the
following entries will be made into the working ledger:

Date ............. of purchase

Detail .......... supplier/fixed assets
Refno......... invoice number

DR ..ccovveunn. fixed assets — with cost
CR ..o creditor — with cost

Details of all fixed assets are also entered into the fixed assets
inventory and schedule of depreciation in Example 16. This
inventory can be kept on a card system with a separate card for
each fixed asset.

An inventory should also be kept of all tools purchased. These
are usually for small amounts and their cost may have been
charged to other expenses. A check should be kept on them,
and their whereabouts always known to the manager.
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(b)

(c)

Depreciation

The charges made for depreciation in the accounts of the
society are internal entries, representing the allocation of the
cost of the fixed asset over its estimated working life. The
years of useful working life wili depend upon the type of asset
and local conditions. As the charge for depreciation is made
each financial year, these depreciation charges are aggregated
year by year so that the book value of the fixed asset is
correspondingly reduced, by the total charge for depreciation.
The equal instalment metbod of depreciation is recommended
here. This method spreads the cost of a fixed asset equally over
its years of useful working life. The annual charge for
depreciation will be calculated as fallows:

Cost of fixed asset

= Annual charge

Estimated vears of useful working life
As a guide, the cost of buildings can be depreciated over 20
years and the cost for fixtures, fittings, etc over 5 years. In
some countries land is not considered to be a wasting asset
and no depreciation charge is made; however in this manual
depreciation has been charged at the same rate as for buildings.

After the calculations of the charges have been made at the end
of the financial year, the details are posted into their inventory.
The working ledger is posted as follows:

Date ............. last day of financial year

Detail ........... depreciation fixed assets

Refno ... inventory page number

DR .............. other expenses — with annual charge for

depreciation from inventory

CR .o depreciation provision — with annual
charge for depreciation from inventory

Insurance

There are many risks of loss or damage to the property of the
society. The society can be covered against some of these risks
by taking out insurance cover with reputable companies. The
full replacement value of the fixed assets, rather than their cost
or book value, should be covered. The society will pay an annual
premium, and receive a policy. These premiums are charged as
‘other expenses’ and the policies are safely kept in a separate file.
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3.9 Shares and deposits

(a) Entrance fees
An application for membership form should be completed by
applicants wishing 1o join the society. After acceptance into
membership, the applicant pays an entrance fee to the society
as may be required under the by-laws. A receipt for the fee is
issued containing details similar to those in Example 6 (page 15).

The new member is issued with a pass-book showing the
member’s share number. Tiese numbers run consecutively. The
details of the new member are entered into the share and
deposit ledger shown in Example 3 (page 12).

From the copy of the receipt issued for the entrance fee the
working ledger is posted:

Daie ............. of receipt of fee

Detail ........... name of member

Refno...... . share number

DR ... cash — with amount of entrance fees
CR .o .other expenses (or reserve fund if so

stated in the by-laws) — with amount
of entrance fees

The membership register consists of the completed and
accepted applications for membership forms duly filed in
surname alphabetical order.

Share contributions

Contributions of at least the minimum share holding shown in
the by-laws should be paid in by the member. Receipts as
shown in Example 6 (page 15) are issued and the details will be
posted to the working ledger as follows:

(b)

Date ............. of receipt

Detail ........... name of member

Refno ... share number/receipt number

DR .............. cash — with amount of contribution
CR .. shares — with amount of contribution

Entries are ilso made for share contributions into the pass-
book of th» member and the share and deposit ledger account
for that member.
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(c)

(d)

(e)

—

Share withdrawals

Share capital is in the nature of the permanent capital of the
society. Withdrawals can only be made in accordance with the
provisions in the by-laws. When withdrawals are made, the
entries into the working ledger will be made from the cheque
drawn or receipt obtained. The bank account will be credited
(CR) and the share account will be debited (DR). Entries will
also be made into the member’s pass book and share and
deposit ledger account.

Share interest

Should there be any surplus at the end of the financial year,
and an interest on shares be declared, it will be distributed by
credit to the share accounts of the members. The interest to
each member will be calculated, based on the lowest balance of
share capital held by the member for each complete three
months. After a separate calculation has been made for each
account, the total interest due is ascertained by add-listing the
amount calculated for each member. The individual share
accounts will be posted and the total share interest entered
into the working ledger as a debit (DR) to surplus and a credit
(CR) to shares.

Bonus

Should there be any surplus at the end of the financial year,
and a bonus be declared, it will be calculated in relation to the
earnings of each member. The record of earnings for each
member will be shown on the member’s earnings record. These
earnings will be add-listed for each member. The totals for
each .aember will be add-listed to produce the total earnings
for all the members. The wages of the manager, book-keeper
and any other staff paid on a time basis will be included.

The amount of surplus available for distribution of the bonus
will be divided by the total earnings and multiplied by 100 to
produce the percentage rate of distribution. Individual
members will receive their bonus, calculated as follows:

Member’s total earnings x raie of bonus

100

= a member’s bonus




Members should be encouraged to leave their bonus with their
society, either in their share accounts or in their deposit
accounts. Entries for bonus distributed will be made from the
member’s earnings record. The book-keeper will add-list the
bonus paid by cash as shown on these cards. The total paid will
be posted to the working ledger as a credit (CR)to cash and a
debit (DR) to surplus. The bonus transferred to shares or
deposit accounts will be separately listed and posted to the
working ledger as a credit (CR) to shares or deposits and a
debit (DR) to surplus.

(f) Deposit accounts

Since share holdings are not easy to withdraw, members should
be encouraged to invest with their society in deposit accounts.
Withdrawals are easier and interest on deposits is at a rate
agreed when the deposit was accepted. Such interest is treated
as an expense rather than an allocation of surplus. Asan
expense, the interest is calculated and distributed by credit to
the deposit accounts before the final accounts are closed. The
deposit columns in the working ledger are credited (CR) when
deposits are received and debited (DR) when withdrawals are
paid. When the interest has been calculated, the total is
credited (CR) to deposits and debited (DR) to other expenses.

3.10 Creditors and debtors

(a) Creditors

Entries concerning creditors are made in the columns in the
working ledger and then into the creditors’ ledger.

When materials or services are obrained by the society on
credit, the creditors’ accounts are credited (CR}. When the
creditors are paid, their accounts are debited (DR). Should the
society obtain a cash discount from the creditor, the entries

to be made in the working ledger are:

debit (DR) creditors and credit (CR) other expenses.

When statements are received from creditors, the entries they
contain are checked against the entries in the account kept for
the creditor concerned 1in the creditors’ ledger. Sometimes a
reconciliation statement has to be prepared in a similar way to
a bank reconciliation statement.
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(b) Debtors
Entries concerning debtors are made in the columns in the
working ledger and then into the debtors’ ledger. Any bad debts
written off are debited (DR) to other expenses and credited (CR)
to debtors and the details are shown in the debtors’ ledger.

Loans

Separate columns are opened in the working ledger, and separate
accounts are opened in the main ledger for each loan obtained by the
society.

When the loan was received the loan columns and account would
have been credited (CR). When repayments are made the loan
columns and account would be debited (DR). Interest charged on
loans owed by the society will be posted as a credit (CR) to loans
and a debit (DR) to other expenses.

At the end of the financial year the lender would be requested by
the society to send a statement of the loan account, showing the
balance, including interest, due at that time.

3.12 Surplus

At the end of the financial year any net surplus from the production
and trading account would be transferred as a credit to this account.

After the annual general meeting the allocations from surplus to
reserves, education, share interest or bonus would be made in
accordance with the resolutions of members by debit (DR) to the
surplus account and credit (CR) to these accounts,

3.13 Reserve fund

29

The reserve fund is created, held and used in accordance with the
by-laws of the society. Allocations are made to reserves (CR)
from surplus (DR). The society should build up its reserves to
provide a source of operating funds and to give greater financial
stability to the society.




3.14 Education fund

Allocations are made to this fund (CR) from surplus (DR). These
funds should be increased from year to year, so that eventually the
society can take a more active part in member training and
educanon.

3.15 Balancing

At the end of every week the working ledger is ruled off and
balanced. The entries in each of the columns are separately totalled
and shown at the bottom of each column. This is checked by the
preparation of a trial balance, see Example 1 (page 7). When this
balances, the main ledger is posted.

30




4 The main [éﬁf]m;

4.1 Posting Example 17
The main ledger is kept as a control record of all the accounts of the
society. It contains separate pages for each of the accounts for TRIAL BALANCE OF MAIN LEDGER AT 31-12-15
which columns are kept in the working ledger. An example of the
accounts of the main ledger is shown in Example 2 (pages 8-11). The Account Ref R CR
opening balances in the main ledger will be the assets and liabilities ro
brought down from the previous financial year and shown in the ;
last balance sheet of the society. Casio ! 140
At the end of every week the debit and credit entries in the working Bank - 500
ledger are posted to the main ledger. The number of each account Makterials 3 L4oso
so posted is entered into the working ledger underneath the total Lab 4
of entries posted to facilitate checking and ease of reference. The our
new running balance of each account posted in the main ledger will Othar expenses 5 750
be ascertained and prefixed DR or CR as the case may be. Pioduct 6

Fincshed goods 7 7310

4.2 Trial balance Fixed assets g Tu400
At the end of every four weeks a trial balance will be prepared from Depreciolion prsision. 9 1000
the balances in the main ledger. An example is shown in Example 17. Si 10 34gp
This example shows the balances on each of the accounts in the
main ledger. Where for example the total of share contributions is Deposits h 2%00
required to be known, all the relevant credit entries in the share Caeditors 2 1000
account in the main ledger are added together. In a similar manner ~ 2
debit, or credit, entries on other accounts in the main ledger can Debtars 3 020
be ‘grossed-up’ in this way. Loans N[ 4150
The cash balance will be checked with the actual cash-in-hand. The Surplus s : 30
bank balance will be checked with the bank statement. The share Reserve nd. b 1900
balance, the deposit balance, the debtors’ balance and the creditors’ ) B 5 . ; "
balance shown on the trial balance will be checked with the totals Education gund ' ; lo0
of lists made from the individual accounts for these kept in the ToTAL 23120 _23.70
various ledgers. The actual results of the production and trading | 1
activities of the society will be ascertained using the information !
from the trial balance and they will be compared with the forecasted f

results shown in the budget.




4.3 Monthly report to committee from manager Example 18

The members are the owners of the co-operative society. At their MONTHLY REPORT OF MANAGER TO COMMITTEE
annual general meeting they elect a committee who shall conduct
the business and be responsible for the general direction and control
of the affairs of the society. The committee appoints the manager 1 Membership

to run the day-to-day business under their direction. The manager is Number to begin year
required to submit his report to the committee at the end of every N bers thi ‘
four weeks when the trial balance of the main ledger has been ADD: New members this year -

prepared by the book-keeper. An example of this report is shown in
Example 18. LESS: Withdrawn this year - ‘

4 weeks ended

TOTAL

Total present membership this year
To date last year
Increase or Decrease No

2 Share capital and deposits Shares Deposits

Total balances to date

To date last year

Increase/decrease $ % $ %
3 Finished goods This year Last year Increase Decrease
$ $ $ $
Sales this month % %
Sales to date % %
Stocks in hand $ units
4 Materials
Stocks in hand $ quantity

5 Trial batance of main ledger attached

6 Report on production matters — {(including {abour and materiais)

7 Report on selling matters — {including stocks of finished goods)

8 Report on education and training —

9 Report on action taken on committee instructions —

Signed: ..eeerieciieii Manager Date: ....oooovviiieicreeneciees

3z
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5 jfinaf dccounts anaf ﬁa ﬁma’ sﬁa’b

5.1

The final accounts and the balance sheet are presented briefly below.
They are dealt with in detail in the manual on Accounting.

Procedure and preparation

A- the end of the financial year the final accounts and balance sheet
shown in Example 19 (page 35) are prepared. The following is
an outline of the procedure to be followed in this preparation:

1 Stocks of finished goods are listed and valued. These lists would
be checked with the balances on the finished goods stock control
records.

2 Stocks of raw materials are listed and valued. These lists would be
checked with the balances on the materials stock control record.

3 Any materials received and not invoiced are listed and priced.
Details of these items would be obtained from the materials
received book.

4 To avoid, as far as possible, numerous adjustments with work-in-
progress, production authorised by the issue cf production cards
should be completed. The members’ earnings records would be
posted up to date.

5 Any adjustments for expenses accrued or paid in advance should

be listed:

(a) Expenses accrued
The benefit of an expense may have been obtained during the
financial period but no charge has been made in the accounts.
In these cases adjustments are made for these expenses
accrued, or owing, by making an adjustment of a debit charge
in the financial period in which the benefit was obtained.

(b) Expenses paid in advance (prepaid)
The full benefit of expenses that have been debited may not
be received until the next financial period. In these cases
credit adjustments are made to carry forward part of the debit
charged, to the next financial period.
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6

The charge for depreciation would be calculated and the inventory
of fixed assets and schedule of depreciation would be completed
and balanced off. The actual fixed assets would be checked against
their inventory.

7 Tools would be checked against their inventory.

10

11

12

13
14

Deposit interest would be calculated and posted through the
working ledger to the deposit ledger accounts.

Cash-in-hand would be checked and certified.

A bank statement would be obtained and a bank reconciliation
statement would be prepared.

A statement of any loan would be obtained from the lender. Any
interest due would be posted through the working ledger to the
loan account as an adjustment.

Share, deposit, creditors’ and debtors’ balances in their ledgers
would be add-listed and agreed with their control balances in the
main ledger.

The trial balance of the main ledger would be prepared.

Adjustments would then be posted through the working ledger.
(a) Materials recetved not invoiced

DR Materials — to be included in production and
trading a/c
CR Materials — to be included in balance sheet

(b) Materials stock to end (at cost)

CR Materials — to be included in production and
trading a/c
DR Materials — to be included in balance sheet

(c) Expenses accrued

DR Other expenses — to be included in production
and trading a/c
CR Other expenses — to be included in balance sheet
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16
17

18
19
20
21

(d) Expenses prepaid
CR Other expenses — to be included in production
and trading a/c
DR Other expenses — to be included in balance sheet
(e) Depreciation
DR Other expenses — to be included in production
and trading a/c
CR Depreciation provision — to be included in
balance sheet
(f) Finished goods stock to end (at cost of production)

CR Finished goods — to be included in production
and trading a/c
DR Finished goods — to be included in balance sheet

The income and expenditure accounts in the main ledger would
be closed and their balances would be transferred to the
production and trading accouat for the year.

The surplus disposable account would be prepared.

The balance sheet would be prepared from the balance of assets
and liabilities remaining in the accounts in the main ledger.

The audit would be completed.
The annual return would be prepared and sent to the registrar.
The annual general meeting would be held.

Any surplus would be distributed as resolved by the annual
general meeting.
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Notes to Example 19:

1

Sales — total of cash and credit sales obtained by adding credit entries for
year in main ledger account for fimshed goods.

Costs charged to production — details obtained from completed production
cards. Total production costs will be agreed with the total of debit entries
made for the y<ar to the main ledger account for finished goods from these
cards.

Oncosts — the total for oncosts is obtained from the completed production
cards. The wages of the manager and book-keeper and the charge made for
depreciation included in the total of oncosts will be separately shown. The
other expenses will be the remaining balance of oncosts charged to
production.

Other costs — materials. The difference between the value of the actual stock
of raw materials carried forward to the new year and the balance at the end
of the old year for materials in the main ledger, will be written off by this
transfer to the final accounts. Where there is a debit balance to write off, this
will be debited to the groduction and trading account. Where there is a credit
balance to write off, it will be credited. Other expenses: After the expenses
adjustments are made, any balance remaining in this account in the main
ledger is written off by transfer to the final accounts.

Comparisons will be made with last year's results and the forecasted results in
the budgert.




Example 19

{1l Balance sheet at end of year
FINAL ACCOUNTS AND BALANCE SHEET Source of funds (liabilities) $
! Production and trading account for year $ $ Members’ shares 3480
o Members' deposits 2500
Sales loeooo Reserve fund 900
LESS: Costs charged to production: Education fund 100
Direct materials 50000 Surplus for disposal 7350
Direct labour seocoe TOTAL from members 15630
Direct expenses 1Cao Loans 4740
. 1500
Oncosts: \gages o e Creditors {A/c 3412 ) [Rlf=ls's}
epreciation Expenses accrued 250
Other expenses 5320
— TOTAL 31630
Total production costs Ao
T Hoco
TOTAL Use of funds (assets)
LESS: Finished goods stocks: ) .
(Stock 1o begi 336‘70 | Kt 4 3600 2090 Fixed assets Cost Depreciation $
ock to begin ess stock to en e 3 -
9 ! I Land and building 2000 200 1400
qQro . _
TOTAL e Fixtures and fittings 1000 boo 600
LESS: Other costs: Machinery and ,
Materiais 60 equipment 4400 1550 N%20
Other expenses 530 540 ToTAL 7400 Py 5900
L NET SURPLUS TQO ACCOUNT il 7320
Stocks: Materials 14000
Il Surplus disposal account at end of year Work in progress -
$ Finished goods 600
- (4600
Balance of surplus from previous periods 30 Debtors 2020
ADD: Surplus from Account | 7220 Expenses paid in advance 50
TOTAL FOR DISPOSAL 7350 Cash at bank dsoo
Proposed ailocations: Cash in hand [{/¥a)
Reserve fund 3500 TOTAL
Education fund 500 31630
Interest on shares Q¢
Bonus on earnirigs 3000
TR0
Balance of surplus carried forward 230
35
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6 cSummar(v

6.1 Book-keeping system

The outline of the book-keeping system for industrial co-operatives
is now completed. The system can be summarised as follows:

1 All transactions are immediately recorded in records of original
entry.

2 Details of these are posted into the working ledger which is ruled
off and balanced at the end of every week,

3 The working ledger total of entries is posted every week into the
main ledger.

4 A trial balance of the main ledger is prepared at the end of every
four weeks.

5 At the end of the financial period the final accounts and balance
sheet are prepared.

6 Any surplus revealed is allocated.

6.2 Control systems

Within the book-keeping system control systems operate:

1 Efficiency
The actual business performance of the society is compared from
time to time with the forecasted results in the annual budget,
which ought to be prepared.

2 Materials
{a) Written orders are made for all materials.

(b) The receipt of materials is recorded in the :.1aterials
received book.

(c) The issue of materials is recorded on the production cards.

(d) The stock of materials is controlled in the materials stock
control record.

(e) Physical stocks are counted and checked from time to time.

3 Labour
(a) Generally, payments are only made for output on a piece-work
basis.

(b) The committee decides on the payments to be made for each
unit of output.

(c) The output of each member is recorded and valued on his
member’s output card.

(d) The earnings and payments for earnings made to each member
are recorded on his member’s earnings record.

(e) Any bonus due on earnings is distributed based on the
information on these records.
4 Otbher expenses
(a) Where possible expenses are charged directly to production.
(b) All other expenses are recovered by adding a pre-determined
percentage oncost to the total of direct materials and labour
for each batch of production.
5 Finished goods
(a) There is a specification card for each type of item produced.

(b) Production is only undertaken on the issue of a production
card by the manager.

(c) Receipts of finished goods are accepted on completion of
production as shown on the production card.

(d) Sales of finished goods are supported by the cash sales receipts
or the invoices sent to debtors.

(e) Stocks of finished goods are controlled by the use of the
finished goods stock control record.

REMEMBER:

The book-keeper is the key person in the efficient maintenance of
these systems and controls.
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7 Exerases

To illustrate the book-keeping procedures outlined, the information
from the following three exercises has been posted into the examples
of the forms, books and ledgers shown in this rnanual. Teachers can
change the figures given in these exercises and in that way prepare
exercises for further teaching purposes. Naturally other changes can
be made in order to adapt the exercises to local conditions.

Exercise A

In this exercise the main ledger for the new financial year beginning
1.1.75 was opened from the details shown in the trial balance. The
balances in the accounts for the assets and liabilities shown to begin
the year were posted to their separate pages in the main ledger
(Example 2, page 8).

Exercise B

From the summary of the financial transactions for 1975 the working
ledger (Example 1, page 6) was posted and the trial balance shown
within that example was prepared. Then the main ledger was posted
from the details in the working ledger and the trial balance

(Example 17, page 31) was prepared.

As far as is possible within this manual the other examples show
the entries and balances included in the accounts concerned in the
working and main ledger.

Exercise C

The closing entries for stocks and the other adjustments were
summarised in the working ledger and then posted to the accounts
concerned in the main ledger. Then the final accounts and balance
sheet (Example 19, page 35) were prepared.
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Exercise A

Opening balances from balance sheet at 31.12.74

1.1.75. Post to main ledger:

Account Ref DR CR
no $ 5
Cash 1 80
Bank 2 2060
Materials — stocks 3 1060
Other expenses — prepaid 5 50
accrued 100
Finished goods — stocks 7 3690
Fixed assets 8 7000
Depreciation provision 9 1000
Shares 10 2220
Deposits 11 1050
Creditors i2 3000
Debtors 13 1020
Loans 14 5000
Surplus for disposal 1974 15 1090
Reserve fund 16 1400
Education fund 17 100
TOTALS $14960 | $14960

Notes:

1 Round § (dollars) are given. In the books of the society, the exact amounts

are posted.

2 To show the use of as many ledgers and records as possible, the totals of

transactions have been posted to the examples given of these. In the books of
the society, individual transactions and accounts are posted.




Exercise B
Summary of financial transactions for 1975 from records of
original entries
31.12.75. (a) Post and balance working ledger
(b) Post and balance main ledger

Allocation of 1974 surplus
Bonus paid in cash
Bonus transferred to deposits
Share interest transferred to shares
Transfer to reserve fund
Invoices from creditors for materials
for other expenses
Expenses paid by cash
New tools bought by cash
New sewing machine bought by cheque
Cash paid to bank
Paid net earnings and tax — by cheque
Bank charges
Loan interest added to loan
Paid loan repayment by cheque
Invoices to debtors for finished goods (8745 units)
Cash sales of finished goods (455 units)
Paid creditors by cheque
Completed production cards
Materials
Labour
Direct expenses
Oncosts at 10%

Transfer to finished goods — total costs for 8 900 units
Manager’s and book-keeper’s wages and tax paid by cheque
Cash received from debtors

Share contributions by cash

Deposit contributions by cash

Deposit withdrawals by cheque

Deposit interest added to depaosits

100
400
60
500

53 000
6 000
300
100
400
101 650
30000
50
250
500

95 000
5000
61 000

50000
30000
1 000
8000

89 000
1500
94 000
1200
2010
760
100
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Exercise C
Stocks and adjustments at 31.12.756
From stock sheets and other records
31.12.75 (a) Post working ledger
(b) Post main ledger
(c) Prepare final accounts and balance sheet

b
(a) Materials received not invoiced 10000
Materials stock to end (7000 units) 14 000
Shortage of materials to production and trading

account (30 units) 60

(b) Expenses accrued 250

Expenses prepaid 150
Depreciation: Land and buildings 5% 100
Fixtures and fittings 20% 200
Machinery and equipment 20% 880

1180

Expenses not recovered by oncost 530

(c) Finished goods — Transfer sales to final accounts
Transfer production costs to final accounts
Finished goods stock to end (60 units) 600
Transfer differences between stocks to begin and
end to final accounts

(d) Proposed allocations of surplus:

Reserve fund 3500
Education fund 500
Interest on shares 120
Bonus at 10% on earnings 3000
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