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Series 1: Manufacturing and Business Accounts 
Series outline 

• Part 1: Fundamentals of Manufacturing Accounts 

o Nature and purpose of manufacturing accounts 

o Key elements: direct materials, direct labour, factory overheads 

o Distinction between manufacturing and trading accounts 

• Part 2: Preparation of Manufacturing Accounts 

o Step-by-step preparation from given data 

o Treatment of work-in-progress and finished goods 

o Presentation formats and adjustments 

• Part 3: Business Accounts and Applications 

o Integration of manufacturing accounts into business accounts 

o Linkage with trading, profit and loss accounts 

o Practical applications in business entities 

• Part 4: Analytical Tools in Business Accounts 

o Use of control accounts for accuracy 

o Application of double entry system in manufacturing contexts 

o Interpretation of results for decision-making 

 

 

Introduction 

In every business that produces goods, it is essential to know not only how much has been spent 
on production but also how those costs are organised and reported. Manufacturing accounts 
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provide a structured way of presenting this information, showing the relationship between raw 
materials, labour, and overheads, and how they contribute to the final product. For business 
educators, understanding manufacturing accounts is crucial because they form the foundation for 
preparing accurate financial statements and guiding learners in practical accounting applications. 

The aim of this Series is to equip you with the knowledge and skills required to prepare and analyse 
manufacturing accounts, and to connect them meaningfully to wider business accounts for 
effective financial reporting. 

We shall commence this Series by examining the fundamentals of manufacturing accounts, 
including their nature, purpose, and key elements. Next, we will move on to the preparation of 
manufacturing accounts, where you will learn step-by-step procedures and adjustments. 
Following that, we will explore business accounts and applications, focusing on how 
manufacturing accounts integrate with trading and profit and loss accounts. Finally, we will 
conclude with analytical tools in business accounts, where you will apply control accounts and 
double entry systems to interpret results for decision-making. 

Series Learning Outcomes 

Upon completing this Series, you should be able to: 

• SLO 1.1 define the nature and purpose of manufacturing accounts, 

• SLO 1.2 explain the key elements of manufacturing accounts including direct materials, 
direct labour, and factory overheads, 

• SLO 1.3 demonstrate how to prepare manufacturing accounts from given data, 

• SLO 1.4 apply adjustments for work-in-progress and finished goods in manufacturing 
accounts, 

• SLO 1.5 analyse the integration of manufacturing accounts with trading and profit and loss 
accounts, and 

• SLO 1.6 evaluate the use of control accounts and double entry systems in interpreting 
business accounts. 

 

1.1 Fundamentals Of Manufacturing Accounts 

1.1.1 Nature and purpose of manufacturing accounts 

A manufacturing account is a financial statement prepared by businesses engaged in production. 
It shows the cost of converting raw materials into finished goods, including direct and indirect 
costs. The purpose of this account is to determine the total cost of production and to provide a 
basis for calculating gross profit when linked to trading accounts. 
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Manufacturing accounts are vital because they help managers evaluate efficiency, control costs, 
and make informed decisions. For example, if the cost of production rises unexpectedly, managers 
can investigate whether it is due to increased material prices or inefficiencies in labour. 

Fill in the blank: The main purpose of a manufacturing account is to show the total ______ of 
production. 

Diagram showing the flow from raw materials to finished goods. Figure 1.1: Flow of production 
costs in a manufacturing account  

1.1.2 Key elements of manufacturing accounts 

The key elements of a manufacturing account are direct materials, direct labour, and factory 
overheads. 

• Direct materials are raw inputs that can be physically traced to the finished product, such 
as wood in furniture production. 

• Direct labour refers to wages paid to workers who are directly involved in converting 
materials into finished goods. 

• Factory overheads are indirect costs incurred in production, such as electricity, 
depreciation of machinery, and factory rent. 

These elements are combined to calculate the prime cost, which is the total of direct materials and 
direct labour, before adding overheads to arrive at the total production cost. 

Fill in the blank: The combination of direct materials and direct labour is known as ______ cost. 
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Comparison of direct and indirect costs in manufacturing. Table 1.1: Examples of direct and 
indirect costs in manufacturing accounts  

1.1.3 Distinction between manufacturing and trading accounts 

A trading account records the buying and selling of goods, showing gross profit or loss. In contrast, 
a manufacturing account calculates the cost of producing goods before they are transferred to 
the trading account. 

The distinction is important because manufacturing businesses need to know not only the profit 
from sales but also the efficiency of production. For example, a trading account may show a profit, 
but if production costs are too high, the business may not be sustainable. 

Fill in the blank: A trading account records the buying and selling of goods, while a manufacturing 
account records the ______ of goods. 
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Box 1.1: Key distinction between manufacturing and trading accounts Summary of differences in 
purpose, content, and outcome.  

Pilot questions 1.1 

1. Which statement best describes the purpose of a manufacturing account? 

2. What are the three key elements of a manufacturing account? 

3. What is the prime cost made up of? 

4. How does a trading account differ from a manufacturing account? 

5. Why is it important for managers to analyse manufacturing accounts? 

 

1.2 Preparation Of Manufacturing Accounts 

1.2.1 Step-by-step preparation from given data 

Preparing a manufacturing account involves arranging production costs systematically to show 
the total cost of goods manufactured. The process begins with opening inventories of raw 
materials, adding purchases, and deducting closing inventories to arrive at materials consumed. 
Next, direct labour costs are added, followed by factory overheads, to calculate the total 
production cost. 

This structured approach ensures accuracy and transparency in reporting. For example, if a 
business starts with raw materials worth £5,000, purchases £10,000 during the year, and ends with 
£3,000 in stock, the materials consumed will be £12,000. 
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Fill in the blank: Materials consumed are calculated as opening stock plus purchases minus ______ 
stock. 

Flowchart showing the sequence of preparing a manufacturing account. Figure 1.2: Steps in 
preparing a manufacturing account  

1.2.2 Treatment of work-in-progress and finished goods 

Work-in-progress (WIP) refers to partially completed goods that are not yet ready for sale. In 
manufacturing accounts, WIP is adjusted by adding opening WIP and deducting closing WIP to 
reflect the actual cost of production during the period. 

Finished goods are completed products ready for transfer to the trading account. The cost of 
finished goods is derived after adjusting WIP and represents the value of goods available for sale. 

These adjustments are important because they ensure that only the costs relevant to the current 
period are included. Without them, the account may overstate or understate production costs. 

Fill in the blank: Work-in-progress is adjusted by adding opening WIP and deducting ______ WIP. 
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Illustration of WIP and finished goods adjustments. Table 1.2: Treatment of work-in-progress and 
finished goods in manufacturing accounts  

1.2.3 Presentation formats and adjustments 

Manufacturing accounts can be presented in different formats, but the most common is a 
structured statement showing materials consumed, prime cost, factory overheads, and total 
production cost. Adjustments such as depreciation, indirect expenses, and abnormal losses are 
included to ensure accuracy. 

For instance, if machinery depreciation is £2,000, it must be added under factory overheads. 
Similarly, abnormal losses like damaged goods are deducted to avoid overstating production 
costs. 

Fill in the blank: Depreciation of machinery is treated as part of ______ overheads. 
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Box 1.2: Common adjustments in manufacturing accounts Summary of typical adjustments such 
as depreciation, indirect expenses, and abnormal losses.  

Pilot questions 1.2 

1. What is the first step in preparing a manufacturing account? 

2. How are materials consumed calculated? 

3. What is the role of work-in-progress in manufacturing accounts? 

4. How are finished goods treated in manufacturing accounts? 

5. Which adjustments are commonly included in manufacturing accounts? 

 

1.3 Business Accounts And Applications 

1.3.1 Integration of manufacturing accounts into business accounts 

A business account is a financial record that summarises the operations of a business entity. In 
manufacturing organisations, the manufacturing account is integrated into the trading account to 
show the cost of goods produced and transferred for sale. This integration ensures that the trading 
account reflects not only purchases but also the actual cost of production. 

For example, if the manufacturing account shows a total production cost of £50,000, this figure is 
transferred to the trading account as the cost of goods available for sale. This linkage allows the 
business to calculate gross profit accurately. 

Fill in the blank: The total production cost from the manufacturing account is transferred to the 
______ account. 
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Diagram showing the integration of manufacturing accounts into trading accounts. Figure 1.3: 
Linkage between manufacturing and trading accounts  

1.3.2 Linkage with trading, profit and loss accounts 

The trading account records sales revenue and the cost of goods sold, while the profit and loss 
account shows operating expenses and net profit. The manufacturing account provides the cost of 
goods manufactured, which is transferred to the trading account. From there, gross profit is 
calculated, and the profit and loss account completes the picture by deducting expenses to arrive 
at net profit. 

This sequential linkage ensures that all aspects of production and sales are captured. Without the 
manufacturing account, the trading account would not reflect the true cost of goods produced, 
leading to inaccurate profit figures. 

Fill in the blank: Gross profit is calculated in the trading account as sales minus ______. 
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Illustration of the flow from manufacturing account to trading account to profit and loss account. 
Table 1.3: Flow of accounts in a manufacturing business  

1.3.3 Practical applications in business entities 

Manufacturing accounts are not just theoretical exercises, they have practical applications in real 
business settings. They help managers evaluate production efficiency, identify cost drivers, and 
make decisions about pricing and resource allocation. For instance, if overhead costs are rising, 
managers may decide to invest in more efficient machinery or renegotiate supplier contracts. 

In addition, manufacturing accounts provide valuable information for external stakeholders such 
as investors and creditors, who rely on accurate cost data to assess the financial health of the 
business. 

Fill in the blank: Manufacturing accounts help managers identify ______ drivers in production. 
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Box 1.3: Practical uses of manufacturing accounts in business Summary of applications such as 
cost control, pricing, and stakeholder reporting 

Pilot questions 1.3 

1. How is the manufacturing account integrated into the trading account? 

2. What role does the trading account play in calculating gross profit? 

3. How does the profit and loss account differ from the trading account? 

4. Why is the sequential linkage of accounts important in manufacturing businesses? 

5. Give one practical application of manufacturing accounts in decision-making. 

 

1.4 Analytical Tools In Business Accounts 

1.4.1 Use of control accounts for accuracy 

A control account is a summary account in the general ledger that consolidates detailed 
transactions from subsidiary ledgers. In manufacturing contexts, control accounts are used to 
monitor trade receivables and trade payables, ensuring accuracy and preventing errors. They act 
as a check against the balances in subsidiary ledgers, making it easier to detect discrepancies. 

For instance, if the total of individual debtor accounts does not match the balance in the 
receivables control account, it signals an error that must be investigated. 

Fill in the blank: A control account consolidates detailed transactions from ______ ledgers. 
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Diagram showing the relationship between subsidiary ledgers and control accounts. Figure 1.4: 
Control accounts as accuracy tools in business accounts  

1.4.2 Application of double entry system in manufacturing contexts 

The double entry system is a method of recording transactions where every debit has a 
corresponding credit. In manufacturing accounts, this system ensures that all costs are properly 
recorded and balanced. For example, when raw materials are issued to production, the materials 
account is credited, and the work-in-progress account is debited. 

This application provides transparency and prevents omissions, as every transaction must be 
recorded in two places. It also facilitates the preparation of trial balances and financial 
statements. 

Fill in the blank: In the double entry system, every debit has a corresponding ______. 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

Illustration of double entry transactions in manufacturing accounts. Table 1.4: Examples of double 
entry postings in manufacturing accounts  

1.4.3 Interpretation of results for decision-making 

Interpreting manufacturing accounts involves analysing cost structures to support managerial 
decisions. Managers may evaluate whether production costs are rising due to inefficiencies or 
external factors. They can also use the accounts to determine pricing strategies, assess 
profitability, and plan for future production. 

For example, if overhead costs are disproportionately high compared to direct costs, managers 
may decide to streamline processes or invest in automation. 

Fill in the blank: High overhead costs compared to direct costs may indicate ______ in production. 
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Box 1.4: Decision-making insights from manufacturing accounts Summary of how managers use 
manufacturing accounts for pricing, cost control, and efficiency analysis.  

Pilot questions 1.4 

1. What is the purpose of control accounts in business accounts? 

2. How does the double entry system ensure accuracy in manufacturing accounts? 

3. Give an example of a double entry transaction involving raw materials. 

4. Why is interpretation of manufacturing accounts important for managers? 

5. What might high overhead costs indicate about production efficiency? 

 

Series Summary 

This Series has guided you through the preparation and application of manufacturing accounts, 
showing their importance in determining production costs and linking them to wider business 
accounts. We began by exploring the fundamentals of manufacturing accounts, then moved on to 
the step-by-step preparation process, including adjustments for work-in-progress and finished 
goods. Following that, we examined how manufacturing accounts integrate with trading and profit 
and loss accounts, and finally we considered analytical tools such as control accounts and the 
double entry system to support decision-making. 

By completing this Series, you should now be able to define the nature and purpose of 
manufacturing accounts, explain their key elements, demonstrate preparation techniques, apply 
adjustments, analyse their integration with other business accounts, and evaluate their use in 
managerial decision-making. These abilities directly align with the Series Learning Outcomes 
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(SLOs), ensuring you are equipped with practical and analytical skills for financial accounting in 
business education. 

Glossary of Terms 

• Control account: A summary account in the general ledger that consolidates detailed 
transactions from subsidiary ledgers to ensure accuracy. 

• Direct labour: Wages paid to workers directly involved in converting raw materials into 
finished goods. 

• Direct materials: Raw inputs that can be physically traced to the finished product. 

• Double entry system: A method of recording transactions where every debit has a 
corresponding credit. 

• Factory overheads: Indirect costs incurred in production, such as electricity, depreciation, 
and rent. 

• Finished goods: Completed products ready for transfer to the trading account for sale. 

• Manufacturing account: A financial statement showing the cost of converting raw 
materials into finished goods. 

• Prime cost: The total of direct materials and direct labour before adding overheads. 

• Profit and loss account: A financial statement showing operating expenses and net profit. 

• Trading account: A financial statement recording sales revenue and the cost of goods sold. 

• Work-in-progress (WIP): Partially completed goods not yet ready for sale. 

Concept Check Questions [Series 1] 

Objective questions 

1. Which of the following is included in prime cost? (Linked to SLO 1.2) a) Factory rent b) 
Direct labour c) Depreciation d) Indirect expenses 

2. The double entry system requires that every debit has a corresponding ______. (Linked to 
SLO 1.6) 

3. Work-in-progress is adjusted in the manufacturing account by adding opening WIP and 
deducting ______ WIP. (Linked to SLO 1.4) 

Short-answer questions 

4. Define a manufacturing account and state its purpose. (Linked to SLO 1.1) 

5. Explain how the manufacturing account integrates with the trading account. (Linked to SLO 
1.5) 
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Long-answer questions 

6. Analyse the importance of control accounts in maintaining accuracy in business accounts. 
(Linked to SLO 1.6) 

o Basic response: Describe how control accounts summarise transactions and 
detect errors. 

o Value-added response: Discuss how control accounts support internal controls, 
audit processes, and managerial decision-making. 

7. Evaluate the role of manufacturing accounts in decision-making for managers. (Linked to 
SLO 1.6) 

o Basic response: Explain how managers use manufacturing accounts to assess 
costs and profitability. 

o Value-added response: Provide examples of how cost analysis influences pricing 
strategies, resource allocation, and investment decisions. 

Answers to Concept Check Questions [Series 1] 

1. b) Direct labour 

2. Credit 

3. Closing 

4. A manufacturing account is a financial statement that shows the cost of converting raw 
materials into finished goods. Its purpose is to determine the total cost of production. 

5. The manufacturing account provides the cost of goods manufactured, which is transferred 
to the trading account as the cost of goods available for sale. 

6. Basic response: Control accounts summarise transactions from subsidiary ledgers and 
help detect errors. Value-added response: They also strengthen internal controls, support 
audits, and provide managers with reliable data for decision-making. 

7. Basic response: Manufacturing accounts help managers assess production costs and 
profitability. Value-added response: They influence pricing strategies, resource allocation, 
and investment decisions by highlighting cost drivers and efficiency levels. 

Answers to Pilot Questions [Series 1] 

Part 1 

1. To show the total cost of production. 

2. Direct materials, direct labour, and factory overheads. 

3. Prime cost. 
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4. A trading account records buying and selling, while a manufacturing account records 
production costs. 

5. To evaluate efficiency and control costs. 

Part 2 

1. Calculating materials consumed. 

2. Opening stock plus purchases minus closing stock. 

3. By adding opening WIP and deducting closing WIP. 

4. As goods available for sale in the trading account. 

5. Depreciation, indirect expenses, and abnormal losses. 

Part 3 

1. By transferring the total production cost to the trading account. 

2. It calculates gross profit as sales minus cost of goods sold. 

3. The profit and loss account deducts expenses to show net profit. 

4. It ensures all aspects of production and sales are captured. 

5. Cost control and pricing decisions. 

Part 4 

1. To consolidate transactions and detect errors. 

2. By recording every transaction as both a debit and a credit. 

3. Raw materials issued: debit WIP, credit materials account. 

4. To assess efficiency, profitability, and guide decisions. 

5. Inefficiencies in production. 

References and Attributions [Series 1] 

• Suggested OER sources for diagrams and tables: 

o “Manufacturing account cost flow diagram OER” 

o “Direct vs indirect costs manufacturing OER table” 

o “Manufacturing vs trading account differences OER” 

o “Manufacturing account preparation steps OER diagram” 

o “Work in progress finished goods accounting OER table” 
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o “Manufacturing trading profit loss account flow OER table” 

o “Control accounts subsidiary ledgers OER diagram” 

o “Double entry system manufacturing accounts OER table” 

o “Manufacturing accounts decision making OER” 

• AI prompt suggestions used for illustrations: 

o Flow diagrams of cost structures and account linkages. 

o Tables comparing direct and indirect costs. 

o Boxes summarising adjustments and applications. 

• Attribution style: Institutional referencing, consistent with APA guidelines for educational 
resources. 

 

 

 

Series 2: Bills, Partnerships, and Records 
Series outline 

• Part 2.1: Bills of Exchange 

o Meaning and features of bills of exchange 

o Recording and settlement of bills 

o Practical applications in business transactions 

• Part 2.2: Partnership Accounts 

o Nature and formation of partnerships 

o Accounting for capital and current accounts 

o Treatment of profit sharing and adjustments 

• Part 2.3: Incomplete Records and Single Entry System 

o Characteristics of incomplete records 

o Conversion of single entry into double entry 

o Preparation of final accounts from incomplete records 

• Part 2.4: Double Entry System of Accounts 
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o Principles of double entry 

o Recording transactions accurately 

o Importance of double entry in financial reporting 

 

 

Introduction 

Financial transactions in business often extend beyond simple cash dealings, requiring 
instruments and systems that ensure accuracy and fairness. Bills of exchange, partnership 
accounts, and record-keeping methods such as single entry and double entry systems are central 
to this process. They provide structure for agreements between parties, clarity in profit sharing, and 
reliability in financial reporting. For business educators, mastering these areas is essential 
because they form the backbone of accounting practices in diverse business settings. 

The aim of this Series is to introduce you to bills of exchange, partnership accounts, and 
record-keeping systems, and to equip you with the skills needed to prepare, interpret, and apply 
these accounts in real business contexts. 

We shall commence this Series by examining bills of exchange, focusing on their meaning, 
features, and practical applications. Next, we will move on to partnership accounts, where you will 
learn about formation, capital accounts, and profit sharing. Following that, we will explore 
incomplete records and the single entry system, including how to convert them into double entry. 
Finally, we will conclude with the double entry system of accounts, reinforcing its principles and 
importance in financial reporting. 

Series Learning Outcomes 

Upon completing this Series, you should be able to: 

• SLO 2.1 define the meaning and features of bills of exchange, 

• SLO 2.2 demonstrate how to record and settle bills of exchange in business transactions, 

• SLO 2.3 explain the nature and formation of partnerships, 

• SLO 2.4 prepare partnership accounts including capital, current, and profit sharing 
adjustments, 

• SLO 2.5 describe the characteristics of incomplete records and the single entry system, 

• SLO 2.6 apply techniques to convert single entry records into double entry accounts, 

• SLO 2.7 illustrate the principles of the double entry system, and 

• SLO 2.8 evaluate the importance of double entry in ensuring accuracy and reliability in 
financial reporting. 
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2.1 Bills Of Exchange 

2.1.1 Meaning and features of bills of exchange 

A bill of exchange is a written, unconditional order by one party (the drawer) directing another 
party (the drawee) to pay a specified sum of money to a third party (the payee) either on demand or 
at a fixed future date. It is a negotiable instrument widely used in business transactions to facilitate 
credit and payment arrangements. 

The key features of a bill of exchange include being in writing, containing an unconditional order to 
pay, specifying a definite amount, and being payable either on demand or at a fixed date. It must 
also be signed by the drawer. These features make bills of exchange reliable instruments for 
settling debts and obligations. 

Fill in the blank: A bill of exchange must be in ______ and signed by the drawer. 

Diagram showing the parties involved in a bill of exchange (drawer, drawee, payee). Figure 2.1: 
Parties to a bill of exchange  

2.1.2 Recording and settlement of bills 

Recording bills of exchange in accounts involves recognising them as either bills receivable or bills 
payable. A bill receivable is an asset for the drawer, representing money to be received, while a 
bill payable is a liability for the drawee, representing money owed. 

Settlement of bills can occur in several ways: payment at maturity, discounting with a bank, 
endorsement to another party, or dishonour if the drawee fails to pay. Each of these scenarios 
requires specific accounting entries to reflect the financial position accurately. 
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Fill in the blank: A bill receivable is recorded as an ______ in the accounts of the drawer. 

Examples of accounting entries for bills receivable and bills payable. Table 2.1: Recording and 
settlement of bills of exchange  

2.1.3 Practical applications in business transactions 

Bills of exchange are widely used in business to provide credit facilities, reduce reliance on cash, 
and ensure certainty of payment. They allow businesses to trade confidently, knowing that 
obligations are legally enforceable. For instance, exporters often use bills of exchange to secure 
payment from overseas buyers. 

In addition, bills of exchange can be discounted with banks to provide immediate cash flow, or 
endorsed to other parties to settle debts. These applications make them versatile tools in financial 
management. 

Fill in the blank: Exporters often use bills of exchange to secure ______ from overseas buyers. 
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Box 2.1: Practical uses of bills of exchange Summary of applications such as credit facilities, cash 
flow management, and debt settlement.  

Pilot questions 2.1 

1. What is a bill of exchange? 

2. List three key features of a bill of exchange. 

3. How is a bill receivable recorded in accounts? 

4. Name two ways in which a bill of exchange can be settled. 

5. Why are bills of exchange important in international trade? 

 

2.2 Partnership Accounts 

2.2.1 Nature and formation of partnerships 

A partnership is a business arrangement where two or more individuals agree to share ownership, 
responsibilities, and profits. Partnerships are formed through a partnership deed, which is a legal 
document outlining the rights and obligations of each partner. This deed typically covers aspects 
such as capital contributions, profit-sharing ratios, and procedures for admitting new partners. 

Partnerships are important because they allow pooling of resources and expertise, making them 
suitable for small and medium-sized enterprises. However, they also require clear agreements to 
avoid disputes. 

Fill in the blank: A partnership deed outlines the rights and ______ of each partner. 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

Diagram showing the structure of a partnership business. Figure 2.2: Structure of a partnership 
arrangement  

2.2.2 Accounting for capital and current accounts 

In partnership accounting, each partner has a capital account and a current account. The capital 
account records long-term contributions such as initial investments, while the current account 
records day-to-day transactions like drawings, interest on capital, and share of profits. 

For example, if Partner A contributes £10,000 as capital, this is recorded in the capital account. If 
Partner A withdraws £1,000 during the year, it is recorded in the current account as drawings. 

Fill in the blank: Drawings made by partners are recorded in the ______ account. 
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Examples of entries in capital and current accounts. Table 2.2: Capital and current account entries 
in partnership accounting  

2.2.3 Treatment of profit sharing and adjustments 

Profit sharing in partnerships is based on the agreed ratio in the partnership deed. Adjustments 
may include interest on capital, interest on drawings, salaries to partners, and division of remaining 
profit. These adjustments ensure fairness and transparency among partners. 

For instance, if partners agree to share profits in a 3:2 ratio, and the net profit is £50,000, Partner A 
receives £30,000 while Partner B receives £20,000. Additional adjustments such as salaries or 
interest are made before dividing the remaining profit. 

Fill in the blank: Profit sharing in partnerships is based on the agreed ______ in the partnership 
deed. 
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Box 2.2: Common adjustments in partnership accounts Summary of adjustments such as interest 
on capital, interest on drawings, and partner salaries.  

Pilot questions 2.2 

1. What is a partnership deed? 

2. What is the difference between a capital account and a current account? 

3. How are drawings recorded in partnership accounts? 

4. What adjustments are commonly made before profit sharing? 

5. Why is profit sharing important in partnerships? 

 

2.3 Incomplete Records And Single Entry System 

2.3.1 Characteristics of incomplete records 

Incomplete records refer to accounting systems where not all transactions are fully documented, 
often due to lack of formal bookkeeping. This situation is common in small businesses that may 
only record cash receipts and payments without maintaining full ledgers. The main characteristic is 
that essential details such as assets, liabilities, and expenses are missing, making it difficult to 
prepare accurate financial statements. 

Incomplete records are risky because they can lead to errors, misstatements, and difficulties in 
assessing the financial position of a business. 

Fill in the blank: Incomplete records are common in ______ businesses that lack formal 
bookkeeping. 
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Diagram showing missing elements in incomplete records compared to complete records. Figure 
2.3: Characteristics of incomplete records  

2.3.2 Conversion of single entry into double entry 

The single entry system is a method where only one side of transactions is recorded, usually cash 
inflows and outflows. To convert single entry into double entry, accountants reconstruct missing 
information by preparing statements of affairs, identifying changes in capital, and using control 
accounts. 

For example, if only cash transactions are recorded, the accountant can use opening and closing 
balances of assets and liabilities to estimate profit or loss. 

Fill in the blank: The single entry system records only one side of ______. 
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Steps for converting single entry into double entry. Table 2.3: Conversion process from single entry 
to double entry  

2.3.3 Preparation of final accounts from incomplete records 

Final accounts can be prepared from incomplete records by reconstructing missing data. This 
involves preparing a statement of affairs to determine opening capital, adjusting for drawings and 
additional capital, and calculating closing capital. The difference between opening and closing 
capital indicates profit or loss. 

This method ensures that even with incomplete records, businesses can still produce financial 
statements, though they may not be as reliable as those prepared under double entry. 

Fill in the blank: The difference between opening and closing capital indicates ______ or loss. 
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Box 2.3: Steps in preparing final accounts from incomplete records Summary of procedures 
including statement of affairs, capital adjustments, and profit calculation.  

Pilot questions 2.3 

1. What are incomplete records? 

2. Why are incomplete records risky for businesses? 

3. What is the single entry system? 

4. How can single entry records be converted into double entry? 

5. What does the difference between opening and closing capital indicate? 

 

2.4 Double Entry System Of Accounts 

2.4.1 Principles of double entry 

The double entry system is the foundation of modern accounting. It is based on the principle that 
every transaction has two aspects: a debit and a credit. This ensures that the accounting equation 
(Assets = Liabilities + Capital) always remains balanced. 

For example, when a business purchases machinery worth £5,000, the machinery account is 
debited, and the cash account is credited. This dual recording provides accuracy and prevents 
omissions. 

Fill in the blank: The double entry system ensures that every transaction has both a debit and a 
______. 
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Diagram showing the dual aspect of transactions in double entry. Figure 2.4: Principles of the 
double entry system  

2.4.2 Recording transactions accurately 

Recording transactions under double entry requires identifying the accounts affected and applying 
the rules of debit and credit. Assets and expenses are debited when they increase, while liabilities, 
capital, and income are credited when they increase. 

For instance, if a business pays rent of £1,000, the rent expense account is debited, and the cash 
account is credited. This ensures that both sides of the transaction are captured. 

Fill in the blank: When an expense increases, it is recorded as a ______ entry. 
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Examples of debit and credit rules for different accounts. Table 2.4: Rules of debit and credit in 
double entry  

2.4.3 Importance of double entry in financial reporting 

The double entry system is crucial for preparing accurate financial statements. It ensures that all 
transactions are recorded in a balanced way, making it possible to prepare trial balances, trading 
accounts, profit and loss accounts, and balance sheets. 

Without double entry, financial reporting would be incomplete and unreliable. For example, single 
entry systems may omit liabilities, leading to misleading profit figures. Double entry provides 
transparency and accountability, which are essential for stakeholders such as investors, creditors, 
and regulators. 

Fill in the blank: The double entry system ensures that financial statements are ______ and reliable. 
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Box 2.4: Importance of double entry in financial reporting Summary of benefits such as accuracy, 
transparency, and accountability.  

Pilot questions 2.4 

1. What is the principle behind the double entry system? 

2. Give an example of a transaction recorded under double entry. 

3. What rule applies when an expense increases? 

4. Why is the double entry system important for financial reporting? 

5. How does double entry support transparency and accountability? 

 

Series Summary 

This Series has introduced you to bills of exchange, partnership accounts, and record-keeping 
systems, highlighting their importance in business transactions and financial reporting. We began 
with bills of exchange, examining their meaning, features, and settlement methods. We then 
moved on to partnership accounts, focusing on capital and current accounts, profit sharing, and 
adjustments. Following that, we explored incomplete records and the single entry system, 
including how to convert them into double entry and prepare final accounts. Finally, we concluded 
with the double entry system of accounts, reinforcing its principles, recording rules, and 
significance in financial reporting. 

By completing this Series, you should now be able to define bills of exchange, demonstrate their 
recording and settlement, explain partnership formation, prepare partnership accounts, describe 
incomplete records, apply conversion techniques, illustrate double entry principles, and evaluate 
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its importance in ensuring accuracy and transparency. These abilities directly align with the Series 
Learning Outcomes (SLOs), equipping you with practical and analytical skills for financial 
accounting in business education. 

Glossary of Terms 

• Bill of exchange: A written, unconditional order directing one party to pay a specified sum 
to another. 

• Bill payable: A liability recorded by the drawee when accepting a bill of exchange. 

• Bill receivable: An asset recorded by the drawer representing money to be received. 

• Capital account: A record of long-term contributions made by partners in a partnership. 

• Current account: A record of day-to-day transactions such as drawings and profit shares in 
partnership accounting. 

• Double entry system: An accounting method where every transaction has both a debit and 
a credit. 

• Incomplete records: Accounting systems where not all transactions are fully documented. 

• Partnership: A business arrangement where two or more individuals share ownership, 
responsibilities, and profits. 

• Partnership deed: A legal document outlining the rights and obligations of partners. 

• Single entry system: A method of recording only one side of transactions, usually cash 
inflows and outflows. 

• Statement of affairs: A summary of assets and liabilities used to determine capital in 
incomplete records. 

Concept Check Questions [Series 2] 

Objective questions 

1. Which of the following is a feature of a bill of exchange? (Linked to SLO 2.1) a) Oral 
agreement b) Unconditional order to pay c) Unlimited liability d) Profit sharing ratio 

2. A bill receivable is recorded as an ______ in the accounts of the drawer. (Linked to SLO 2.2) 

3. Drawings made by partners are recorded in the ______ account. (Linked to SLO 2.4) 

Short-answer questions 

4. Define a partnership and explain the purpose of a partnership deed. (Linked to SLO 2.3) 

5. Describe the single entry system and its limitations. (Linked to SLO 2.5) 

Long-answer questions 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

6. Analyse the process of converting single entry records into double entry accounts. (Linked 
to SLO 2.6) 

o Basic response: Outline the steps of preparing a statement of affairs, identifying 
capital changes, and reconstructing accounts. 

o Value-added response: Discuss how conversion improves accuracy, supports 
financial reporting, and strengthens internal controls. 

7. Evaluate the importance of the double entry system in financial reporting. (Linked to SLO 
2.8) 

o Basic response: Explain how double entry ensures balanced accounts and accurate 
financial statements. 

o Value-added response: Provide examples of how double entry supports 
transparency, accountability, and stakeholder confidence. 

Answers to Concept Check Questions [Series 2] 

1. b) Unconditional order to pay 

2. Asset 

3. Current 

4. A partnership is a business arrangement where two or more individuals share ownership, 
responsibilities, and profits. A partnership deed outlines the rights and obligations of 
partners. 

5. The single entry system records only one side of transactions, usually cash inflows and 
outflows. Its limitation is that it omits assets, liabilities, and expenses, making financial 
reporting unreliable. 

6. Basic response: Conversion involves preparing a statement of affairs, identifying changes in 
capital, and reconstructing accounts. Value-added response: Conversion improves 
accuracy, supports preparation of financial statements, and strengthens internal controls. 

7. Basic response: Double entry ensures balanced accounts and accurate financial 
statements. Value-added response: It enhances transparency, accountability, and 
stakeholder confidence by providing reliable financial data. 

Answers to Pilot Questions [Series 2] 

Part 2.1 

1. A written, unconditional order to pay a specified sum. 

2. In writing, unconditional order, definite amount, signed by drawer. 
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3. As an asset. 

4. Payment at maturity, discounting, endorsement, dishonour. 

5. They secure payment in international trade. 

Part 2.2 

1. A legal document outlining partner rights and obligations. 

2. Capital account records long-term contributions, current account records day-to-day 
transactions. 

3. Current account. 

4. Interest on capital, interest on drawings, salaries, division of remaining profit. 

5. It ensures fairness and transparency. 

Part 2.3 

1. Accounting systems where not all transactions are documented. 

2. They can lead to errors and misstatements. 

3. A method recording only one side of transactions. 

4. By preparing statements of affairs and reconstructing accounts. 

5. Profit or loss. 

Part 2.4 

1. Every transaction has a debit and a credit. 

2. Purchase of machinery: debit machinery, credit cash. 

3. Debit. 

4. It ensures accuracy and reliability of financial statements. 

5. By providing transparency and accountability. 

References and Attributions [Series 2] 

• Suggested OER sources for diagrams and tables: 

o “Bill of exchange parties diagram OER” 

o “Accounting entries bills of exchange OER table” 

o “Practical uses bills of exchange OER” 

o “Partnership business structure diagram OER” 
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o “Capital and current accounts partnership OER table” 

o “Partnership accounts adjustments OER” 

o “Incomplete records vs complete records OER diagram” 

o “Conversion single entry to double entry OER table” 

o “Final accounts from incomplete records OER” 

o “Double entry system principles diagram OER” 

o “Rules of debit and credit double entry OER table” 

o “Importance of double entry system OER” 

• AI prompt suggestions used for illustrations: 

o Diagrams of bills of exchange parties and partnership structures. 

o Tables showing accounting entries and debit/credit rules. 

o Boxes summarising adjustments and practical applications. 

• Attribution style: Institutional referencing, consistent with APA guidelines for educational 
resources. 

 

 

 

Series 3: Non Profit And Control Accounts 
Series outline 

• Part 3.1: Non-Profit Organisations and Their Accounts 

o Nature and characteristics of non-profit organisations 

o Receipts and payments account 

o Income and expenditure account 

o Balance sheet of non-profit organisations 

• Part 3.2: Control Accounts 

o Meaning and purpose of control accounts 

o Types of control accounts (debtors and creditors) 

o Preparation and reconciliation of control accounts 
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• Part 3.3: Applications of Control Accounts in Business 

o Role of control accounts in detecting errors 

o Use of control accounts in internal checks 

o Practical applications in financial management 

• Part 3.4: Integration of Non-Profit and Control Accounts 

o Linkage between non-profit accounts and control accounts 

o Importance of accurate reporting for stakeholders 

o Case studies and practical examples 

 

 

Introduction 

Non-profit organisations play a vital role in society, focusing on service delivery rather than profit 
generation. Their accounting systems differ from those of profit-oriented businesses, requiring 
specialised accounts such as receipts and payments, income and expenditure, and balance 
sheets. Alongside this, control accounts are essential tools in business accounting, ensuring 
accuracy and providing checks against subsidiary ledgers. Together, these topics highlight the 
importance of transparency and accountability in financial reporting. 

The aim of this Series is to equip you with the knowledge and skills to prepare and interpret 
accounts for non-profit organisations, and to apply control accounts effectively in business 
contexts. 

We shall commence this Series by examining non-profit organisations and their accounts, 
including receipts and payments, income and expenditure, and balance sheets. Next, we will move 
on to control accounts, focusing on their meaning, purpose, and preparation. Following that, we 
will explore applications of control accounts in business, such as error detection and internal 
checks. Finally, we will conclude with the integration of non-profit and control accounts, 
highlighting their importance for stakeholders and practical case studies. 

Series Learning Outcomes 

Upon completing this Series, you should be able to: 

• SLO 3.1 describe the nature and characteristics of non-profit organisations, 

• SLO 3.2 prepare receipts and payments accounts for non-profit organisations, 

• SLO 3.3 construct income and expenditure accounts and balance sheets for non-profit 
organisations, 

• SLO 3.4 define the meaning and purpose of control accounts, 
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• SLO 3.5 prepare debtors and creditors control accounts, 

• SLO 3.6 reconcile control accounts with subsidiary ledgers, 

• SLO 3.7 analyse the role of control accounts in detecting errors and supporting internal 
checks, and 

• SLO 3.8 evaluate the integration of non-profit and control accounts for accurate 
stakeholder reporting. 

 

3.1 Non-Profit Organisations And Their Accounts 

3.1.1 Nature and characteristics of non-profit organisations 

A non-profit organisation is an entity established to provide services or achieve social objectives 
rather than to make profits. Examples include charities, clubs, and educational institutions. Their 
primary focus is on serving members or the community, and any surplus generated is reinvested 
into the organisation rather than distributed as profit. 

Key characteristics include the absence of profit motive, reliance on donations or subscriptions, 
and accountability to members or stakeholders. These organisations must still maintain proper 
accounts to ensure transparency and effective management. 

Fill in the blank: Non-profit organisations reinvest any surplus into the ______ rather than 
distributing it as profit. 

Diagram showing the flow of funds in a non-profit organisation (donations, subscriptions, 
expenses, surplus reinvestment). Figure 3.1: Flow of funds in a non-profit organisation  
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3.1.2 Receipts and payments account 

A receipts and payments account is a summary of cash transactions during a period. It records 
all cash received (such as donations, subscriptions, and grants) and all cash paid (such as 
salaries, rent, and utilities). It is similar to a cash book but presented in a simplified format. 

This account does not distinguish between capital and revenue items, nor does it show accruals or 
adjustments. It simply provides a cash-based overview of inflows and outflows. 

Fill in the blank: A receipts and payments account is similar to a ______ book but presented in a 
simplified format. 

Examples of receipts and payments entries. Table 3.1: Sample receipts and payments account  

3.1.3 Income and expenditure account 

An income and expenditure account is prepared on an accrual basis, showing revenue earned 
and expenses incurred during a period. Unlike the receipts and payments account, it distinguishes 
between capital and revenue items and includes adjustments such as outstanding expenses or 
prepaid income. 

This account is similar to a profit and loss account in commercial businesses, but instead of 
showing profit, it shows surplus or deficit. 

Fill in the blank: An income and expenditure account is prepared on an ______ basis. 
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Box 3.1: Key differences between receipts and payments account and income and expenditure 
account Summary of differences in basis, adjustments, and purpose.  

3.1.4 Balance sheet of non-profit organisations 

A balance sheet for a non-profit organisation shows its financial position at the end of a period. It 
includes assets (such as buildings, equipment, and cash), liabilities (such as loans and creditors), 
and the capital fund, which represents accumulated surpluses. 

The balance sheet provides stakeholders with a clear picture of the organisation’s resources and 
obligations, ensuring accountability and transparency. 

Fill in the blank: The capital fund in a non-profit organisation represents accumulated ______. 
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Diagram showing the structure of a non-profit balance sheet. Figure 3.2: Balance sheet of a 
non-profit organisation  

Pilot questions 3.1 

1. What is a non-profit organisation? 

2. What are the key characteristics of non-profit organisations? 

3. What is the purpose of a receipts and payments account? 

4. How does an income and expenditure account differ from a receipts and payments 
account? 

5. What does the capital fund in a non-profit organisation represent? 

 

3.2 Control Accounts 

3.2.1 Meaning and purpose of control accounts 

A control account is a summary account in the general ledger that consolidates transactions from 
subsidiary ledgers. Its purpose is to provide a check on the accuracy of detailed records and to 
simplify reporting. The most common control accounts are the debtors control account and the 
creditors control account. 

Control accounts are important because they act as a safeguard against errors. If the total of the 
subsidiary ledger does not match the balance in the control account, it signals a discrepancy that 
must be investigated. 

Fill in the blank: A control account consolidates transactions from ______ ledgers. 
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Diagram showing the relationship between subsidiary ledgers and control accounts. Figure 3.3: 
Relationship between subsidiary ledgers and control accounts  

3.2.2 Types of control accounts (debtors and creditors) 

The two main types of control accounts are: 

• Debtors control account: Summarises all transactions with customers, including credit 
sales, receipts, discounts, and returns. 

• Creditors control account: Summarises all transactions with suppliers, including credit 
purchases, payments, discounts, and returns. 

These accounts provide a quick overview of amounts owed by customers and amounts owed to 
suppliers, without needing to check each individual account. 

Fill in the blank: The debtors control account summarises transactions with ______. 
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Examples of entries in debtors and creditors control accounts. Table 3.2: Entries in debtors and 
creditors control accounts  

3.2.3 Preparation and reconciliation of control accounts 

Preparation of control accounts involves posting totals from subsidiary ledgers into the general 
ledger. Reconciliation is the process of comparing balances in control accounts with the totals of 
subsidiary ledgers to ensure accuracy. 

For example, if the debtors control account shows £20,000, but the total of individual debtor 
accounts is £19,500, there is a discrepancy of £500 that must be investigated. Reconciliation helps 
detect errors such as omissions, duplications, or incorrect postings. 

Fill in the blank: Reconciliation of control accounts involves comparing balances with totals from 
______ ledgers. 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

Box 3.2: Steps in reconciling control accounts Summary of procedures including posting totals, 
comparing balances, and investigating discrepancies.  

Pilot questions 3.2 

1. What is a control account? 

2. What are the two main types of control accounts? 

3. Why are control accounts important in business accounting? 

4. Give an example of a transaction recorded in the debtors control account. 

5. What is the purpose of reconciling control accounts? 

 

3.3 Applications Of Control Accounts In Business 

3.3.1 Role of control accounts in detecting errors 

Control accounts are powerful tools for identifying discrepancies in accounting records. By 
comparing balances in control accounts with totals from subsidiary ledgers, accountants can 
quickly detect errors such as omissions, duplications, or incorrect postings. This process ensures 
that financial statements remain accurate and reliable. 

For example, if the debtors control account shows £15,000 but the total of individual debtor 
accounts is £14,500, the £500 difference highlights an error that must be investigated. 

Fill in the blank: Control accounts help detect discrepancies by comparing balances with ______ 
ledgers. 
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Diagram showing how control accounts highlight errors when totals do not match. Figure 3.4: Error 
detection using control accounts  

3.3.2 Use of control accounts in internal checks 

Control accounts also serve as internal checks within an organisation. They provide a summary 
that can be cross-verified by different staff members, reducing the risk of fraud or 
mismanagement. This separation of duties strengthens internal control systems and enhances 
accountability. 

For instance, one staff member may maintain subsidiary ledgers while another reconciles control 
accounts, ensuring independent verification. 

Fill in the blank: Control accounts strengthen internal control by enabling independent ______ of 
records. 
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Examples of internal checks using control accounts. Table 3.3: Internal checks supported by 
control accounts  

3.3.3 Practical applications in financial management 

Beyond error detection and internal checks, control accounts are used in financial management to 
provide quick summaries of amounts owed by customers and to suppliers. This helps managers 
assess liquidity, plan cash flows, and make informed decisions. 

For example, a business can use the debtors control account to estimate expected cash inflows 
and the creditors control account to plan for upcoming payments. 

Fill in the blank: Control accounts help managers assess ______ by summarising amounts owed 
and receivable. 
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Box 3.3: Practical uses of control accounts in financial management Summary of applications such 
as liquidity assessment, cash flow planning, and decision-making.  

Pilot questions 3.3 

1. How do control accounts help detect errors? 

2. What role do control accounts play in internal checks? 

3. Give an example of how control accounts support financial management. 

4. Why are control accounts important for liquidity planning? 

5. How do control accounts enhance accountability in organisations? 

 

3.4 Integration Of Non-Profit And Control Accounts 

3.4.1 Linkage between non-profit accounts and control accounts 

Non-profit organisations also benefit from the use of control accounts. While their primary 
accounts include receipts and payments, income and expenditure, and balance sheets, control 
accounts provide an additional layer of accuracy. For example, a club may maintain a debtors 
control account to track subscriptions owed by members, ensuring that income is properly 
recorded. 

This linkage helps non-profits maintain transparency and accountability, which is critical for donor 
confidence and regulatory compliance. 

Fill in the blank: Control accounts help non-profit organisations maintain ______ and 
accountability. 
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Diagram showing integration of non-profit accounts with control accounts. Figure 3.5: Integration 
of non-profit and control accounts  

3.4.2 Importance of accurate reporting for stakeholders 

Accurate reporting is essential for stakeholders such as donors, members, and regulators. 
Non-profit organisations rely on trust, and control accounts strengthen this by ensuring that 
records are consistent and reliable. Stakeholders can be confident that funds are used 
appropriately and that financial statements reflect the true position of the organisation. 

Fill in the blank: Accurate reporting in non-profit organisations builds ______ among donors and 
members. 
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Box 3.4: Importance of accurate reporting in non-profit organisations Summary of benefits such as 
donor confidence, regulatory compliance, and transparency.  

3.4.3 Case studies and practical examples 

Practical examples illustrate how integration works. For instance, a charity may use a creditors 
control account to monitor outstanding payments to suppliers, ensuring that liabilities are properly 
managed. Similarly, a school may use a debtors control account to track unpaid fees, linking this to 
its income and expenditure account. 

These case studies show that control accounts are not limited to profit-oriented businesses but 
are equally valuable in non-profit contexts. 

Fill in the blank: A school may use a debtors control account to track unpaid ______. 
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Examples of integration of control accounts in non-profit organisations. Table 3.4: Case studies of 
control accounts in non-profit organisations  

Pilot questions 3.4 

1. How do control accounts support non-profit organisations? 

2. Why is accurate reporting important for stakeholders in non-profits? 

3. Give an example of a control account used in a charity. 

4. How does a school integrate control accounts into its financial records? 

5. What role do control accounts play in building donor confidence? 

 

Series Summary 

This Series has explored the accounting practices of non-profit organisations and the role of 
control accounts in ensuring accuracy and transparency. We began by examining the nature of 
non-profit organisations and their specialised accounts, including receipts and payments, income 
and expenditure, and balance sheets. We then moved on to control accounts, focusing on their 
meaning, types, and reconciliation. Following that, we considered their applications in business, 
such as error detection, internal checks, and financial management. Finally, we integrated these 
concepts, showing how non-profit organisations can also benefit from control accounts to 
strengthen accountability and stakeholder trust. 

By completing this Series, you should now be able to prepare accounts for non-profit 
organisations, construct and reconcile control accounts, analyse their role in error detection and 
internal checks, and evaluate their integration for accurate reporting. These abilities align with the 
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Series Learning Outcomes (SLOs), equipping you with practical skills for both non-profit and 
business accounting contexts. 

Glossary of Terms 

• Balance sheet: A statement showing assets, liabilities, and capital fund at a given date. 

• Capital fund: Represents accumulated surpluses in a non-profit organisation. 

• Control account: A summary account consolidating transactions from subsidiary ledgers. 

• Creditors control account: Summarises transactions with suppliers, including purchases 
and payments. 

• Debtors control account: Summarises transactions with customers or members, 
including sales and receipts. 

• Income and expenditure account: An accrual-based account showing revenue and 
expenses, resulting in surplus or deficit. 

• Non-profit organisation: An entity established to serve members or society rather than 
generate profit. 

• Receipts and payments account: A cash-based summary of inflows and outflows during a 
period. 

• Reconciliation: The process of comparing control account balances with subsidiary 
ledgers to detect errors. 

• Subsidiary ledger: Detailed records of individual accounts, such as debtors or creditors. 

Concept Check Questions [Series 3] 

Objective questions 

1. A receipts and payments account is similar to a ______ book but presented in a simplified 
format. (Linked to SLO 3.2) 

2. The capital fund in a non-profit organisation represents accumulated ______. (Linked to SLO 
3.3) 

3. The debtors control account summarises transactions with ______. (Linked to SLO 3.5) 

Short-answer questions 

4. Define a non-profit organisation and state its key characteristics. (Linked to SLO 3.1) 

5. Explain the purpose of reconciling control accounts. (Linked to SLO 3.6) 

Long-answer questions 
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6. Analyse the role of control accounts in detecting errors and supporting internal checks. 
(Linked to SLO 3.7) 

o Basic response: Describe how control accounts highlight discrepancies and 
provide independent verification. 

o Value-added response: Discuss how they strengthen internal controls, reduce fraud 
risk, and enhance accountability. 

7. Evaluate the integration of non-profit and control accounts for stakeholder reporting. 
(Linked to SLO 3.8) 

o Basic response: Explain how control accounts support transparency in non-profit 
organisations. 

o Value-added response: Provide examples of how charities, clubs, and schools use 
control accounts to build donor confidence and ensure compliance. 

Answers to Concept Check Questions [Series 3] 

1. Cash 

2. Surpluses 

3. Customers (or members) 

4. A non-profit organisation is an entity established to serve members or society rather than 
generate profit. Key characteristics include absence of profit motive, reliance on donations 
or subscriptions, and accountability to stakeholders. 

5. Reconciling control accounts ensures that balances match subsidiary ledgers, helping 
detect errors and maintain accuracy. 

6. Basic response: Control accounts highlight discrepancies and provide independent 
verification. Value-added response: They strengthen internal controls, reduce fraud risk, 
and enhance accountability by separating duties and ensuring reliable records. 

7. Basic response: Control accounts support transparency in non-profit organisations by 
ensuring accurate reporting. Value-added response: Charities use creditors control 
accounts to monitor liabilities, clubs track subscriptions through debtors control accounts, 
and schools manage unpaid fees, all of which build donor confidence and ensure 
compliance. 

Answers to Pilot Questions [Series 3] 

Part 3.1 

1. An entity established to serve society rather than make profit. 

2. Absence of profit motive, reliance on donations, accountability to members. 
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3. To summarise cash inflows and outflows. 

4. Receipts and payments account is cash-based, while income and expenditure account is 
accrual-based. 

5. Accumulated surpluses. 

Part 3.2 

1. A summary account consolidating transactions from subsidiary ledgers. 

2. Debtors control account and creditors control account. 

3. They ensure accuracy and detect errors. 

4. Credit sales recorded in debtors control account. 

5. To compare balances with subsidiary ledgers and detect discrepancies. 

Part 3.3 

1. By comparing balances with subsidiary ledgers. 

2. They provide independent verification and reduce fraud risk. 

3. Using debtors control account to estimate cash inflows. 

4. By summarising amounts owed and receivable. 

5. By strengthening internal checks and transparency. 

Part 3.4 

1. They help track subscriptions, fees, and liabilities. 

2. It builds trust and ensures compliance. 

3. Creditors control account to monitor supplier payments. 

4. By using debtors control account to track unpaid fees. 

5. By ensuring funds are properly recorded and reported. 

References and Attributions [Series 3] 

• Suggested OER sources for diagrams and tables: 

o “Non profit organisation funds flow diagram OER” 

o “Receipts and payments account example OER table” 

o “Receipts vs income and expenditure account OER” 

o “Non profit organisation balance sheet diagram OER” 
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o “Control accounts subsidiary ledgers diagram OER” 

o “Debtors creditors control accounts examples OER table” 

o “Reconciliation of control accounts OER” 

o “Control accounts error detection OER diagram” 

o “Internal checks control accounts OER table” 

o “Practical uses control accounts OER” 

o “Integration non profit control accounts OER diagram” 

o “Case studies control accounts non profit OER table” 

• AI prompt suggestions used for illustrations: 

o Diagrams of funds flow, balance sheets, and control account linkages. 

o Tables showing receipts and payments, debtors and creditors entries, and case 
studies. 

o Boxes summarising differences, reconciliation steps, and importance of accurate 
reporting. 

• Attribution style: Institutional referencing, consistent with APA guidelines for educational 
resources. 

 

 

 

Series 4: Departmental and Consignment Accounts 
Series outline 

• Part 4.1: Departmental Accounts 

o Nature and purpose of departmental accounts 

o Allocation and apportionment of expenses 

o Preparation of departmental trading and profit and loss accounts 

• Part 4.2: Consignment Accounts 

o Meaning and features of consignment 

o Distinction between consignment and sale 
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o Accounting treatment in the books of consignor and consignee 

• Part 4.3: Valuation and Treatment of Consignment Transactions 

o Valuation of unsold stock on consignment 

o Treatment of normal and abnormal losses 

o Recording commission and expenses of consignee 

• Part 4.4: Integration of Departmental and Consignment Accounts 

o Linkage between departmental performance and consignment results 

o Importance of accurate reporting for managerial decisions 

o Case studies and practical applications 

 

 

Introduction 

Departmental and consignment accounts are vital in understanding how businesses manage 
performance across different units and how goods are transferred under special arrangements. 
Departmental accounts help managers assess the profitability of each department by allocating 
and apportioning expenses, while consignment accounts deal with goods sent to agents for sale, 
ensuring proper recording of consignor and consignee transactions. Together, these accounts 
provide insights into efficiency, accountability, and decision-making. 

The aim of this Series is to equip you with the knowledge and skills to prepare departmental 
accounts, handle consignment transactions, and integrate both systems for effective financial 
reporting. 

We shall commence this Series by examining departmental accounts, focusing on their nature, 
purpose, and preparation. Next, we will move on to consignment accounts, exploring their 
meaning, features, and distinctions from sales. Following that, we will study valuation and 
treatment of consignment transactions, including unsold stock, losses, and commissions. Finally, 
we will conclude with the integration of departmental and consignment accounts, highlighting their 
importance for managerial decisions and practical applications. 

Series Learning Outcomes 

Upon completing this Series, you should be able to: 

• SLO 4.1 describe the nature and purpose of departmental accounts, 

• SLO 4.2 allocate and apportion expenses across departments, 

• SLO 4.3 prepare departmental trading and profit and loss accounts, 
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• SLO 4.4 explain the meaning and features of consignment accounts, 

• SLO 4.5 distinguish between consignment and sale, 

• SLO 4.6 record transactions in the books of consignor and consignee, 

• SLO 4.7 value unsold stock and treat normal and abnormal losses in consignment, 

• SLO 4.8 account for commission and expenses of consignee, and 

• SLO 4.9 evaluate the integration of departmental and consignment accounts for 
managerial decision-making. 

 

4.1 Departmental Accounts 

4.1.1 Nature and purpose of departmental accounts 

Departmental accounts are prepared by businesses that operate multiple departments (e.g., 
clothing, electronics, groceries) to measure the performance of each unit separately. The purpose 
is to identify profitable departments, control costs, and make informed managerial decisions. 

Key features include separate recording of revenues and expenses for each department, allocation 
of common expenses, and preparation of departmental trading and profit and loss accounts. 

Fill in the blank: Departmental accounts help managers identify ______ departments and control 
costs. 

Diagram showing different departments contributing to overall business accounts. Figure 4.1: 
Structure of departmental accounts  
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4.1.2 Allocation and apportionment of expenses 

Expenses must be fairly distributed among departments. Allocation refers to assigning expenses 
directly to a department (e.g., wages of staff working in a specific department). Apportionment 
refers to dividing common expenses among departments using a suitable basis (e.g., rent 
apportioned by floor area, electricity by meter readings). 

This ensures that each department bears its fair share of costs, making profitability analysis 
accurate. 

Fill in the blank: Rent is usually apportioned among departments based on ______ area. 

Examples of allocation and apportionment bases. Table 4.1: Allocation and apportionment of 
expenses  

4.1.3 Preparation of departmental trading and profit and loss accounts 

Departmental trading and profit and loss accounts show the revenue, expenses, and profit of each 
department. The trading account records sales, purchases, and gross profit, while the profit and 
loss account includes expenses and net profit. 

For example, if the clothing department records sales of ₦500,000 and cost of goods sold of 
₦300,000, its gross profit is ₦200,000. After deducting apportioned expenses, the net profit is 
determined. 

Fill in the blank: The trading account records sales, purchases, and ______ profit. 
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Box 4.1: Steps in preparing departmental accounts Summary of procedures including recording 
revenues, allocating expenses, apportioning common costs, and calculating departmental profit.  

Pilot questions 4.1 

1. What are departmental accounts? 

2. Why are departmental accounts important for managers? 

3. What is the difference between allocation and apportionment of expenses? 

4. Give an example of an expense that can be apportioned among departments. 

5. What does the trading account record in departmental accounts? 

 

4.2 Consignment Accounts 

4.2.1 Meaning and features of consignment 

A consignment is an arrangement where goods are sent by the owner (consignor) to an agent 
(consignee) to sell on their behalf. The ownership of goods remains with the consignor until they 
are sold. The consignee earns a commission for their services. 

Key features include: 

• Goods are sent by consignor to consignee. 

• Ownership remains with consignor until sale. 

• Consignee sells goods and earns commission. 
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• Unsold goods are returned or valued as closing stock. 

Fill in the blank: In a consignment, ownership of goods remains with the ______ until sale. 

Diagram showing consignor, consignee, and flow of goods and cash. Figure 4.2: Structure of a 
consignment arrangement  

4.2.2 Distinction between consignment and sale 

Consignment differs from a normal sale in several ways: 

• In a sale, ownership transfers immediately to the buyer; in consignment, ownership 
remains with consignor. 

• In a sale, the buyer bears risk of goods; in consignment, consignor bears risk until goods are 
sold. 

• In a sale, profit belongs to seller; in consignment, consignee earns commission while 
consignor receives profit. 

Fill in the blank: In a sale, ownership of goods transfers immediately to the ______. 
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Comparison between consignment and sale. Table 4.2: Distinction between consignment and sale  

4.2.3 Accounting treatment in the books of consignor and consignee 

In the consignor’s books, goods sent on consignment are recorded, expenses incurred are 
debited, and sales proceeds are credited. Commission payable to consignee is also recorded. 

In the consignee’s books, expenses incurred on behalf of consignor are debited, and commission 
earned is credited. The consignee does not treat goods as their own asset since ownership remains 
with consignor. 

Fill in the blank: In the consignee’s books, commission earned is recorded as a ______. 
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Box 4.2: Accounting entries in consignment accounts Summary of entries in consignor’s and 
consignee’s books.  

Pilot questions 4.2 

1. What is a consignment? 

2. Who retains ownership of goods in a consignment? 

3. How does consignment differ from a normal sale? 

4. What is recorded in the consignee’s books when commission is earned? 

5. Why does the consignee not treat goods as their own asset? 

 

4.3 Valuation And Treatment Of Consignment Transactions 

4.3.1 Valuation of unsold stock on consignment 

At the end of an accounting period, unsold goods remaining with the consignee must be valued and 
shown as closing stock in the consignor’s books. The valuation is usually done at cost plus 
proportionate expenses incurred by the consignor (e.g., freight, insurance). Consignee’s 
expenses are generally excluded unless they are non-recurring (e.g., unloading charges). 

Fill in the blank: Unsold stock on consignment is valued at cost plus proportionate ______. 
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Diagram showing valuation of unsold stock with consignor’s expenses included. Figure 4.3: 
Valuation of unsold stock on consignment  

4.3.2 Treatment of normal and abnormal losses 

Losses may occur in consignment transactions: 

• Normal loss: Unavoidable loss due to inherent nature of goods (e.g., evaporation, leakage). 
It is absorbed into the cost of remaining goods. 

• Abnormal loss: Avoidable or accidental loss (e.g., fire, theft). It is separately recorded and 
charged to the profit and loss account. If insured, compensation received is credited. 

Fill in the blank: Normal loss is absorbed into the cost of ______ goods. 
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Examples of normal and abnormal losses in consignment. Table 4.3: Treatment of losses in 
consignment accounts  

4.3.3 Recording commission and expenses of consignee 

The consignee earns a commission for selling goods, which is recorded as an expense in the 
consignor’s books. Commission may be: 

• Ordinary commission: A percentage of sales. 

• Del-credere commission: Extra commission for bearing the risk of bad debts. 

Consignee’s expenses (e.g., advertising, storage) are also debited to the consignment account in 
the consignor’s books. 

Fill in the blank: Del-credere commission is given to consignee for bearing the risk of ______ debts. 
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Box 4.3: Commission and expenses in consignment accounts Summary of types of commission 
and treatment of consignee’s expenses.  

Pilot questions 4.3 

1. How is unsold stock on consignment valued? 

2. What is the difference between normal and abnormal loss? 

3. Give an example of a normal loss in consignment. 

4. What is del-credere commission? 

5. How are consignee’s expenses treated in the consignor’s books? 

 

4.4 Integration Of Departmental And Consignment Accounts 

4.4.1 Linkage between departmental performance and consignment results 

Businesses often operate multiple departments while also sending goods on consignment. 
Integrating these accounts allows managers to see how departmental performance interacts with 
consignment outcomes. For example, a textile company may have a clothing department and also 
send fabrics on consignment to agents abroad. Departmental accounts show internal profitability, 
while consignment accounts reveal external sales performance. 

Fill in the blank: Integration of departmental and consignment accounts helps managers assess 
both internal and ______ performance. 
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Diagram showing linkage between departmental accounts and consignment accounts. Figure 4.4: 
Integration of departmental and consignment accounts  

4.4.2 Importance of accurate reporting for managerial decisions 

Accurate reporting is essential for managers to make informed decisions. Departmental accounts 
highlight which units are profitable, while consignment accounts show the success of goods sold 
through agents. Together, they provide a holistic view of business performance, guiding decisions 
on resource allocation, expansion, and pricing strategies. 

Fill in the blank: Accurate reporting in departmental and consignment accounts supports informed 
______ decisions. 
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Box 4.4: Importance of integration for managerial decisions Summary of benefits such as resource 
allocation, expansion planning, and pricing strategies.  

4.4.3 Case studies and practical applications 

Practical examples illustrate integration: 

• A retail chain uses departmental accounts to measure in-store performance and 
consignment accounts to track goods sent to franchise outlets. 

• A manufacturing company prepares departmental accounts for production units and 
consignment accounts for goods shipped to overseas agents. 

• A pharmaceutical firm integrates departmental accounts for research and sales with 
consignment accounts for drugs distributed through agents. 

Fill in the blank: A manufacturing company may use consignment accounts to track goods shipped 
to ______ agents. 
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Examples of integration in different industries. Table 4.4: Case studies of integration of 
departmental and consignment accounts  

Pilot questions 4.4 

1. Why is it important to integrate departmental and consignment accounts? 

2. How does integration support managerial decision-making? 

3. Give an example of integration in a retail business. 

4. How can manufacturing companies benefit from consignment accounts? 

5. What role does integration play in resource allocation? 

 

Series Summary 

This Series has examined departmental accounts and consignment accounts, two important 
areas of financial accounting. We began with departmental accounts, focusing on their nature, 
purpose, allocation and apportionment of expenses, and preparation of departmental trading and 
profit and loss accounts. We then moved to consignment accounts, exploring their meaning, 
features, and distinctions from sales, as well as the accounting treatment in the books of 
consignor and consignee. Following that, we studied valuation and treatment of consignment 
transactions, including unsold stock, normal and abnormal losses, and commission. Finally, we 
integrated departmental and consignment accounts, highlighting their combined importance for 
managerial decision-making and practical applications. 

By completing this Series, you should now be able to prepare departmental accounts, handle 
consignment transactions, value unsold stock, treat losses, record commission, and evaluate 
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integration for holistic reporting. These abilities align with the Series Learning Outcomes (SLOs), 
equipping you with practical and analytical skills for business accounting. 

Glossary of Terms 

• Allocation: Assigning expenses directly to a department. 

• Apportionment: Dividing common expenses among departments using a suitable basis. 

• Consignment: Arrangement where goods are sent by consignor to consignee for sale, with 
ownership retained by consignor. 

• Consignee: Agent who sells goods on behalf of consignor and earns commission. 

• Consignor: Owner of goods who sends them on consignment. 

• Departmental accounts: Accounts prepared to measure performance of individual 
departments. 

• Del-credere commission: Extra commission given to consignee for bearing risk of bad 
debts. 

• Normal loss: Unavoidable loss due to inherent nature of goods. 

• Abnormal loss: Avoidable or accidental loss, separately recorded in accounts. 

• Trading account: Account showing sales, purchases, and gross profit. 

Concept Check Questions [Series 4] 

Objective questions 

1. Departmental accounts help managers identify ______ departments. (Linked to SLO 4.1) 

2. Rent is usually apportioned among departments based on ______ area. (Linked to SLO 4.2) 

3. In a consignment, ownership of goods remains with the ______. (Linked to SLO 4.4) 

Short-answer questions 

4. Distinguish between allocation and apportionment of expenses. (Linked to SLO 4.2) 

5. Explain the difference between consignment and sale. (Linked to SLO 4.5) 

Long-answer questions 

6. Analyse the treatment of normal and abnormal losses in consignment accounts. (Linked to 
SLO 4.7) 

o Basic response: Define normal and abnormal losses and explain their accounting 
treatment. 
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o Value-added response: Provide examples and discuss how losses affect valuation 
of stock and profitability. 

7. Evaluate the integration of departmental and consignment accounts for managerial 
decisions. (Linked to SLO 4.9) 

o Basic response: Explain how integration provides a holistic view of performance. 

o Value-added response: Provide case studies showing how integration supports 
resource allocation and expansion planning. 

Answers to Concept Check Questions [Series 4] 

1. Profitable 

2. Floor 

3. Consignor 

4. Allocation assigns expenses directly to a department, while apportionment divides 
common expenses among departments using a suitable basis. 

5. In a sale, ownership transfers immediately to the buyer, while in consignment ownership 
remains with consignor until goods are sold. 

6. Basic response: Normal loss is absorbed into cost of remaining goods, while abnormal loss 
is separately recorded and may be compensated if insured. Value-added response: 
Examples include evaporation (normal) and fire damage (abnormal). Normal loss increases 
cost per unit, while abnormal loss reduces profit directly. 

7. Basic response: Integration provides a holistic view of departmental and consignment 
performance. Value-added response: Retail chains use departmental accounts for in-store 
performance and consignment accounts for franchise outlets, supporting decisions on 
expansion and pricing. 

Answers to Pilot Questions [Series 4] 

Part 4.1 

1. Accounts prepared to measure performance of individual departments. 

2. To identify profitable departments and control costs. 

3. Allocation assigns directly, apportionment divides common costs. 

4. Rent apportioned by floor area. 

5. Sales, purchases, and gross profit. 

Part 4.2 
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1. Arrangement where goods are sent to an agent for sale. 

2. Consignor. 

3. Ownership, risk, and profit distribution differ. 

4. As income. 

5. Because ownership remains with consignor. 

Part 4.3 

1. At cost plus proportionate consignor’s expenses. 

2. Normal loss is unavoidable, abnormal loss is avoidable. 

3. Evaporation of liquid goods. 

4. Extra commission for bearing risk of bad debts. 

5. Debited to consignment account in consignor’s books. 

Part 4.4 

1. To assess both internal and external performance. 

2. It supports resource allocation and expansion planning. 

3. Retail chains use departmental accounts for stores and consignment accounts for 
franchise outlets. 

4. By tracking goods shipped to overseas agents. 

5. By providing a holistic view of profitability. 

References and Attributions [Series 4] 

• Suggested OER sources for diagrams and tables: 

o “Departmental accounts business structure diagram OER” 

o “Allocation apportionment expenses departmental accounts OER table” 

o “Preparation departmental accounts OER” 

o “Consignment arrangement consignor consignee diagram OER” 

o “Consignment vs sale OER table” 

o “Consignment accounting entries consignor consignee OER” 

o “Valuation of unsold stock consignment OER diagram” 

o “Normal vs abnormal loss consignment OER table” 
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o “Consignment commission consignee expenses OER” 

o “Integration departmental consignment accounts OER diagram” 

o “Case studies integration departmental consignment accounts OER table” 

• AI prompt suggestions used for illustrations: 

o Diagrams of departmental structures, consignment arrangements, and integration. 

o Tables comparing consignment vs sale, allocation vs apportionment, and case 
studies. 

o Boxes summarising preparation steps, commission types, and managerial 
importance. 

• Attribution style: Institutional referencing, consistent with APA guidelines for educational 
resources. 

 

 

 

Series 5: Royalty and Trade Analysis 
Series Outline 

• Part 5.1: Royalty Accounts 

o Meaning and features of royalty agreements 

o Parties involved (lessor and lessee) 

o Types of royalties (minimum rent, short workings, recoupment) 

o Accounting treatment in the books of lessor and lessee 

• Part 5.2: Trade Analysis 

o Meaning and importance of trade analysis 

o Tools of trade analysis (comparative statements, trend analysis, ratio analysis) 

o Applications in evaluating business performance 

• Part 5.3: Integration of Royalty and Trade Analysis 

o Linkage between royalty accounting and trade analysis 

o Role in managerial decision-making 
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o Case studies and practical applications 

 

 

Introduction 

Royalty and trade analysis are two significant aspects of accounting that deal with contractual 
payments and performance evaluation. Royalty accounts arise when one party (lessee) pays 
another (lessor) for the right to use assets such as land, patents, or copyrights. These accounts 
involve concepts like minimum rent, short workings, and recoupment. On the other hand, trade 
analysis focuses on evaluating business performance using tools such as comparative 
statements, trend analysis, and ratio analysis. Together, they provide a comprehensive 
understanding of contractual obligations and business efficiency. 

The aim of this Series is to equip you with the knowledge and skills to prepare royalty accounts, 
apply trade analysis techniques, and integrate both for effective managerial decision-making. 

We shall commence this Series by examining royalty accounts, including their meaning, features, 
and accounting treatment. Next, we will move on to trade analysis, exploring its tools and 
applications. Finally, we will conclude with the integration of royalty and trade analysis, highlighting 
their importance for holistic reporting and practical case studies. 

Series Learning Outcomes 

Upon completing this Series, you should be able to: 

• SLO 5.1 explain the meaning and features of royalty agreements, 

• SLO 5.2 identify the parties involved in royalty transactions (lessor and lessee), 

• SLO 5.3 describe types of royalties such as minimum rent, short workings, and 
recoupment, 

• SLO 5.4 record royalty transactions in the books of lessor and lessee, 

• SLO 5.5 define trade analysis and explain its importance, 

• SLO 5.6 apply tools of trade analysis such as comparative statements, trend analysis, and 
ratio analysis, 

• SLO 5.7 evaluate business performance using trade analysis techniques, and 

• SLO 5.8 integrate royalty accounts and trade analysis for managerial decision-making with 
practical examples. 

 

5.1 Royalty Accounts 

5.1.1 Meaning and features of royalty agreements 
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A royalty agreement is a contractual arrangement where one party (lessee) pays another (lessor) 
for the right to use assets such as land, patents, or copyrights. Payments are usually based on 
output, sales, or usage. 

Key features include: 

• Periodic payments based on production or sales. 

• Involvement of two parties: lessor (owner) and lessee (user). 

• May include minimum rent clauses to protect the lessor. 

• Adjustments for short workings and recoupment. 

Fill in the blank: A royalty agreement involves two parties — the lessor and the ______. 

Diagram showing lessor, lessee, and flow of royalties. Figure 5.1: Structure of a royalty agreement  

5.1.2 Parties involved in royalty transactions 

• Lessor: The owner of the asset (e.g., landowner, patent holder). 

• Lessee: The party using the asset and paying royalties. 

The lessor earns income from royalties, while the lessee incurs royalty expense as part of operating 
costs. 

Fill in the blank: The party using the asset and paying royalties is called the ______. 
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Examples of lessor and lessee relationships. Table 5.1: Parties in royalty transactions  

5.1.3 Types of royalties 

• Minimum rent: Guaranteed payment to lessor, even if royalties based on output are lower. 

• Short workings: The difference between minimum rent and actual royalty. 

• Recoupment: Recovery of short workings in future years when royalties exceed minimum 
rent. 

Fill in the blank: The difference between minimum rent and actual royalty is called ______. 
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Box 5.1: Types of royalties explained Summary of minimum rent, short workings, and recoupment.  

5.1.4 Accounting treatment in the books of lessor and lessee 

• In the lessor’s books: Royalty income is credited, short workings are recorded, and 
recoupment is adjusted. 

• In the lessee’s books: Royalty expense is debited, minimum rent is recorded, and 
adjustments for short workings are made. 

Fill in the blank: In the lessor’s books, royalty income is recorded as a ______. 
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Flowchart showing accounting entries in lessor’s and lessee’s books. Figure 5.2: Accounting 
treatment of royalties  

Pilot questions 5.1 

1. What is a royalty agreement? 

2. Who are the two parties involved in royalty transactions? 

3. What is minimum rent in royalty accounts? 

4. Define short workings. 

5. How is royalty income recorded in the lessor’s books? 

 

5.2 Trade Analysis 

5.2.1 Meaning and importance of trade analysis 

Trade analysis refers to the systematic evaluation of a business’s trading activities to assess 
performance, efficiency, and profitability. It involves examining sales, purchases, expenses, and 
overall trends to provide insights for managerial decision-making. 

Importance includes: 

• Identifying growth patterns and weaknesses. 

• Comparing performance across periods. 

• Supporting pricing and expansion strategies. 
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• Enhancing accountability and transparency. 

Fill in the blank: Trade analysis helps managers identify growth patterns and ______. 

Diagram showing flow of trade analysis: data collection → evaluation → decision-making. Figure 5.3: 
Flow of trade analysis  

5.2.2 Tools of trade analysis 

The main tools include: 

• Comparative statements: Comparing financial data across two or more periods. 

• Trend analysis: Studying percentage changes over time to identify growth or decline. 

• Ratio analysis: Using ratios (e.g., gross profit ratio, current ratio) to evaluate efficiency and 
financial health. 

Fill in the blank: Studying percentage changes over time to identify growth or decline is called 
______ analysis. 
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Examples of trade analysis tools and their applications. Table 5.2: Tools of trade analysis  

5.2.3 Applications in evaluating business performance 

Trade analysis is applied to evaluate profitability, liquidity, and efficiency. For example: 

• Comparative statements show whether sales increased or decreased compared to last 
year. 

• Trend analysis highlights long-term growth patterns. 

• Ratio analysis reveals strengths and weaknesses in financial structure. 

Fill in the blank: Ratio analysis helps evaluate the ______ health of a business. 
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Box 5.2: Applications of trade analysis Summary of applications such as profitability evaluation, 
liquidity assessment, and efficiency measurement.  

Pilot questions 5.2 

1. What is trade analysis? 

2. Why is trade analysis important for managers? 

3. Name three tools of trade analysis. 

4. What does trend analysis study? 

5. How does ratio analysis help in evaluating business performance? 

 

5.3 Integration of Royalty and Trade Analysis 

5.3.1 Linkage between royalty accounting and trade analysis 

Royalty accounts and trade analysis complement each other. Royalty accounts ensure accurate 
recording of contractual payments between lessor and lessee, while trade analysis evaluates 
overall business performance. Integrating both provides a complete picture: businesses can track 
obligations under royalty agreements while simultaneously assessing profitability and efficiency. 

Fill in the blank: Integration of royalty and trade analysis helps businesses track contractual 
obligations and overall ______. 
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Diagram showing royalty accounts feeding into trade analysis for holistic reporting. Figure 5.4: 
Integration of royalty and trade analysis  

5.3.2 Role in managerial decision-making 

Managers rely on both royalty accounts and trade analysis to make informed decisions. Royalty 
accounts highlight fixed obligations such as minimum rent and recoupment, while trade analysis 
shows whether the business can sustain these obligations through profitability and liquidity. 
Together, they guide decisions on expansion, pricing, and resource allocation. 

Fill in the blank: Royalty accounts highlight fixed obligations, while trade analysis shows ______ 
sustainability. 
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Box 5.3: Importance of integration for managerial decisions Summary of benefits such as resource 
allocation, expansion planning, and pricing strategies.  

5.3.3 Case studies and practical applications 

Practical examples illustrate integration: 

• A publishing company uses royalty accounts to track payments to authors and trade 
analysis to evaluate profitability of book sales. 

• A mining company records royalties paid to landowners and applies trade analysis to 
assess efficiency of operations. 

• A music label manages royalties to artists while using trade analysis to measure sales 
trends and profitability. 

Fill in the blank: A publishing company uses royalty accounts to track payments to ______. 
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Examples of integration in different industries. Table 5.3: Case studies of integration of royalty and 
trade analysis  

Pilot questions 5.3 

1. Why is it important to integrate royalty accounts with trade analysis? 

2. How does integration support managerial decision-making? 

3. Give an example of integration in a publishing company. 

4. How can mining companies benefit from integrating royalty and trade analysis? 

5. What role does integration play in expansion planning? 

 

Series Summary 

This Series explored royalty accounts and trade analysis, two essential areas of accounting that 
combine contractual obligations with performance evaluation. We began with royalty accounts, 
covering their meaning, features, parties involved, types (minimum rent, short workings, 
recoupment), and accounting treatment in the books of lessor and lessee. Next, we examined 
trade analysis, focusing on its meaning, importance, tools (comparative statements, trend 
analysis, ratio analysis), and applications in evaluating business performance. Finally, we 
integrated royalty accounts and trade analysis, showing how they complement each other in 
managerial decision-making and practical case studies across industries. 

By completing this Series, you should now be able to prepare royalty accounts, apply trade analysis 
techniques, and integrate both for holistic reporting and decision-making. 
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Glossary of Terms 

• Royalty agreement: Contract where lessee pays lessor for use of assets. 

• Lessor: Owner of the asset receiving royalties. 

• Lessee: User of the asset paying royalties. 

• Minimum rent: Guaranteed payment to lessor regardless of output. 

• Short workings: Difference between minimum rent and actual royalty. 

• Recoupment: Recovery of short workings in future years. 

• Trade analysis: Evaluation of trading activities to assess performance. 

• Comparative statements: Tool comparing financial data across periods. 

• Trend analysis: Studying percentage changes over time. 

• Ratio analysis: Using ratios to evaluate profitability, liquidity, and efficiency. 

Concept Check Questions [Series 5] 

Objective questions 

1. A royalty agreement involves two parties: the lessor and the ______. (Linked to SLO 5.1) 

2. The difference between minimum rent and actual royalty is called ______. (Linked to SLO 
5.3) 

3. Studying percentage changes over time to identify growth or decline is called ______ 
analysis. (Linked to SLO 5.6) 

Short-answer questions 

4. Distinguish between lessor and lessee in royalty accounts. (Linked to SLO 5.2) 

5. Explain the importance of trade analysis for managers. (Linked to SLO 5.5) 

Long-answer questions 

6. Analyse the types of royalties and their accounting treatment. (Linked to SLO 5.3 & 5.4) 

o Basic response: Define minimum rent, short workings, and recoupment. 

o Value-added response: Explain how each is treated in the books of lessor and 
lessee with examples. 

7. Evaluate the integration of royalty accounts and trade analysis for managerial decisions. 
(Linked to SLO 5.8) 
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o Basic response: Explain how integration provides a holistic view of obligations and 
performance. 

o Value-added response: Provide case studies showing integration in publishing, 
mining, and music industries. 

Answers to Concept Check Questions [Series 5] 

1. Lessee 

2. Short workings 

3. Trend 

4. Lessor is the owner of the asset receiving royalties, while lessee is the user paying royalties. 

5. Trade analysis helps managers identify growth patterns, weaknesses, and make informed 
decisions. 

6. Basic response: Minimum rent ensures guaranteed payment, short workings represent 
deficits, and recoupment allows recovery in future years. Value-added response: In the 
lessor’s books, royalty income is credited and short workings tracked; in the lessee’s 
books, royalty expense is debited and adjustments made. 

7. Basic response: Integration provides a holistic view of contractual obligations and business 
performance. Value-added response: Publishing companies track author royalties while 
analysing book sales; mining firms record landowner royalties while evaluating efficiency; 
music labels manage artist royalties alongside sales trends. 

Answers to Pilot Questions [Series 5] 

Part 5.1 

1. A contractual arrangement for asset use. 

2. Lessor and lessee. 

3. Guaranteed payment to lessor. 

4. Difference between minimum rent and actual royalty. 

5. As income. 

Part 5.2 

1. Systematic evaluation of trading activities. 

2. To identify growth patterns and weaknesses. 

3. Comparative statements, trend analysis, ratio analysis. 

4. Percentage changes over time. 
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5. By evaluating profitability, liquidity, and efficiency. 

Part 5.3 

1. To track obligations and performance together. 

2. It supports resource allocation and expansion planning. 

3. By tracking payments to authors and analysing book sales. 

4. By recording royalties to landowners and assessing efficiency. 

5. By providing a holistic view of sustainability. 

References and Attributions [Series 5] 

• Suggested OER sources for diagrams and tables: 

o “royalty agreement lessor lessee diagram OER” 

o “examples lessor lessee royalty OER table” 

o “types of royalties minimum rent short workings OER” 

o “royalty accounting entries lessor lessee OER diagram” 

o “trade analysis process diagram OER” 

o “tools of trade analysis comparative trend ratio OER table” 

o “applications of trade analysis OER” 

o “integration royalty trade analysis OER diagram” 

o “case studies integration royalty trade analysis OER table” 

• AI prompt suggestions used for illustrations: 

o Diagrams of royalty agreements, accounting entries, and integration. 

o Tables comparing lessor vs lessee, tools of trade analysis, and case studies. 

o Boxes summarising types of royalties, applications of trade analysis, and 
managerial importance. 

• Attribution style: Institutional referencing, consistent with APA guidelines for educational 
resources. 

 

 


