Example 1

You are a Senior Finance Executive of XYZ Plantations.  Your Director of Plantations requested you to prepare a training module for an in-house seminar, which will be attended by a group of newly recruited junior executives (cadet planters).

The Director of Plantations asked you to include in your training module an understanding on how good bookkeeping systems can help the participants in the control of estate activities.  He specifically requested you to cover the following areas:

(i) 
The reasons for maintaining control accounts

(ii) 
Typical bookkeeping errors

(iii) 
The benefits of using a computerized accounting package

Required:

In preparing the training handouts, list and briefly explain:

(a) 
Four reasons why control accounts are maintained;
(b) 
Six types of errors which may occur in a bookkeeping system;
(c)
Six benefits of using a computerized accounting package.
Example 1 - Suggested Answers

Control accounts are used for the following reasons:

(1)
To confirm accuracy of postings
If the total of the individual balances in the subsidiary ledger agrees with the balance on the control account we can conclude that postings have been made accurately.

(2)
To assist in finding errors
If the total of the individual balances in the subsidiary ledger is compared with the balance on the control account regularly (say weekly), errors can be identified quickly, and the volume of entries to be checked to find the nature of the errors will be manageable.

(3)
To extract figures more quickly
When preparing draft final accounts, it is necessary to extract the balance on the control account for inclusion in the accounts, rather than totalling the balances on the individual accounts.

(4)
To provide an internal check
The use of control accounts means that individual staff can be given specific responsibility for maintaining a part of the book-keeping system.  The accuracy of the postings made by each individual can therefore be checked.

The following errors may occur in a book-keeping system:

	Error
	Explanation

	Compensating error
	Two errors, which appear to cancel each other out as they are equal and opposite.

	Casting error
	An error in calculating the total value of entries.

	Error of principle
	An entry made on the correct side of an account, but in the wrong ‘class’. For example a debit entry for an expense made in a fixed asset account.

	Error of commission
	An entry made on the correct side of an account, but in the wrong account. (This term is usually used when the account into which the entry should have been made, and the account into which it has actually been made are of the same ‘class’).

	Error of omission
	An entry has not been fully recorded.  There are two types of error of omission:

	- Complete omission
	The transaction is completely omitted (i.e. neither the debit or credit entry is recorded).

	- Single entry
	Only the debit or credit entry has been recorded, and the corresponding entry has been omitted.

	Transposition error
	The digits have been recorded in the wrong sequence.  For example £950 is recorded as £590.


A computerized accounting package usually has the following benefits:

– 
It provides a structured and consistent approach to recording transactions.

– 
It is simple to use so that non accounting staff can quickly be trained to keep accurate accounting records.

– 
The need to enter transactions in a standard format can help to avoid some errors (e.g. single entry).

– 
A large volume of data can be processed easily.

– 
If properly used, final accounts can be produced quickly.

– 
It will allow analysis to be carried out quickly.

