Field Study Report

Financial Accounting - 528


1.
INTRODUCTION

In this Field Study Report I have discussed about the “Accounting Cycle and Financial Statements”, and included some relevant sketches.  For the purpose of field research I have selected and visited a business organization namely ABM Data Systems (Pvt) Limited and seen their accounting system.  I have also included in this Report my observations and recommendations about their accounting procedures.

1.1
ACCOUNTING


Accounting is often called as the “language of business” because affairs of a business organization are made understood to others as well as to those who manage it through accounting information which has to be suitably recorded, classified, summarized and presented.  In order to make this language to convey the same meaning to all people, it is necessary that it should be based on certain uniform scientifically laid down standards.  These standards are termed as accounting principles.  Accounting principles may be defined as those rules of action which are adopted by the accountants universally while recording accounting transactions and measuring business performance.

1.2
THE FINANCIAL ACCOUNTING PROCESS


The “Financial Accounting Process” refers to the role of accounting which links decision makers with economic activities and with the results of their decision.  The accounting measure and describe the results of economic activities of business and that results facilitate businessmen in making economic decision such as measuring result and evaluating performance of the business. 

1.3
PURPOSES OF ACCOUNTING


The accounting is useful in business organizations for the following common purposes:

•
Establishing accountability for the assets and/or transactions under an individual’s control.

•
Keeping track of routine business activities.

•
Obtaining detailed information about a particular transaction.

•
Evaluating the efficiency and performance of various departments within the organization.

•
Maintaining documentary evidence of the business activities e.g. for tax returns.

1.4
DOUBLE ENTRY SYSTEM


Every business transaction has two basic aspect:  one involving receipt of a benefit and the other giving of a benefit.  In this system these two aspects of every transaction are recorded simultaneously i.e., one account is debited while the other is credited.  This is a perfect system and all modern principles of accounting are based on it.  The meanings of debit and credit are given as under:

Debit:
A debit is used to record an increase in an asset or a decrease in a liability or in owner’s equity.  Debit amount is entered on the left hand side of ledger account.

Credit:
A credit is used to record a decrease in an asset or an increase in a liability or in owners equity.  Credit amount is entered on the right hand side of ledger account.

2.
ACCOUNTING CYCLE

Accounting cycle is the sequence of accounting procedures applied in recording, classifying and summarizing accounting information.  It begins with the occurrence of business transactions and concludes with the preparation of financial statements.  Accounting Cycle is required to be repeated in same order during each accounting period.  Each step included in it is briefly discussed below:

•
Journalize transactions.  Enter all transactions in the journal.

•
Post debits and credits from the journal to the proper ledger accounts.

•
Prepare a trial balance. Prove the equality of debts and credits in the ledger

•
Make end of period adjustments.  Draft adjusting entries in the general journal, and post to ledger account.

•
Prepare an adjusted trial balance.  Prove again the equality of debts and credits in the ledger.

•
Prepare financial statements and appropriate disclosures.

•
Journalize and post the closing entries.  The closing entries “zero” the revenue, expense and drawing accounts, making them ready for recording the events of the next accounting period.

•
Pre an after-closing trial balance.  This step ensures that the ledger remains in balance after posting of the closing entries.
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2.1
JOURNAL


A “Journal” in which information about each business transaction is initially recorded in an accounting record.  This is also called book of original entry.

2.1.1
JOURNALIZING


“Journalizing” means entry in “Journal” of all information about a transaction in one place and also an explanation of the transaction in a chronological order.  

2.1.2
RULES OF JOURNALIZING
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The above diagram illustrates that:

•
Increase in asset, expense accounts are debit.

•
Decrease in asset, expense accounts are credit.

•
Increase in liability, owner’s equity and revenue accounts are credit.

•
Decrease in liability, owner’s equity and revenue accounts are debit.


Example of “Journalizing in General Journal” is given below:

Transaction: On January 1, 1998 Mr. Anwar invested in his business Rs. 50,000 cash, the journalizing will be as:
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2.2
LEDGER

It is a book which contains a condensed and classified record of all the pecuniary transaction of the business generally brought, transferred or posted from the journals. 

2.2.1
PROCEDURE OF POSTING


The following diagram illustrates the procedure of posting from Journal to Ledger:

2.2.3
CHART OF ACCOUNTS


In Chart of Accounts a list of ledger titles and accounts numbers are maintained.  This is used by a particular business for record and reference.

2.3
TRIAL BALANCE


In order to test the arithmetical accuracy of ledger the Trial Balance is prepared.  A trial balance separate debit and credit columns are used to list the balances of the individual ledger accounts.  The total of two columns proves the equality of the debit and credit balances.  A sketch of Trial Balance is given below:

2.3.1.
WORK SHEET

Work Sheet is prepared for the purpose to avoid errors in the permanent records of account.  It simplifies work to be done at the end of the accounting period.  It may be prepared for testing Ledger accounts, adjusting entries and financial accounts.  It is prepared for use at the end of the accounting period as an aid to preparing financial statements and for planning purposes

2.3.2
ADJUSTING ENTRIES


Adjusting entries are passed for modification of the accounts in a way that actually revenue earned and expenses incurred in the period are recorded at the end of an accounting period so as to ascertain the correct trading result.  For example at the end of it is found that salary of Mr. Khalid is outstanding and not recorded, it will be taken into account by means of an adjusting entry i.e.,


Sales account




250



To outstanding Salary Account

250


(being outstanding salary recorded)

2.3.3
CLOSING ENTRIES


The journal entries made for the purpose of closing the temporary accounts at the end of an accounting period are called “Closing Entries”.  The revenue, expense and drawing accounts are called temporary accounts because they accumulate the transactions of only one accounting period. 

2.3.4
DIFFERENCE IN MANUAL ACCOUNTING AND COMPUTER BASED ACCOUNTING SYSTEMS


The concepts and procedures involved in the operation of manual as well as computer based accounting systems are essentially the same.  As the computer perform mechanical tasks with great speed and accuracy.  It can eliminate the need for copying and rearranging information which already entered into its system and also eliminate the paper work involved in the operation of an accounting system.  However, they do not eliminate the need for accounting personnel who can analyze business transactions and explain these events in conformity with generally accepted accounting standards.

3.
FINANCIAL STATEMENTS

The basic purpose of financial statement is to assist users in evaluating financial position, profitability and future prospectus of a business.  The users of financial statements are:

•
Owners - to know their financial position, profitability and future prospects of the business.

•
Management - to help in appraising the performance of the subordinates.

•
Creditors - to know the financial position of a concern before giving loans or granting credits.

•
Government - for the purpose of taxation and also for compiling national accounts.

3.1
BALANCE SHEET


A balance sheet consists of the following features:

•
the name of the business entity

•
the name of financial statement; and

•
the date of balance sheet.


The body of the Balance Sheet consists of the sections: (i) Assets; and (ii) Liabilities and Owner’s Equity (Capital).  A sketch of a Balance Sheet is given below:
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3.2
INCOME STATEMENT


An income statement is a financial statement which indicates the profit or loss earned by a business over a period of time that may be a year, six months or three months, etc.  An Income Statement consists of the following features:

•
the name of the business entity

•
the name of financial statement; and

•
the date of balance sheet.

The body of the Income Statement consists of the revenue and expenses which taken directly from the company adjusted Trial Balance.  In this statement, net income is determined by comparing the sales price of the goods sold and services rendered by the business with the cost to the business of the goods and services used up in the business operation for the period.  A sketch of Income Statement is given in the next page:
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4
INTRODUCTION TO THE ORGANIZATION
I have selected ABM Data Systems (Private) Limited, for my study in this report. ABM Data Systems was incorporated as a private limited company in January 1983 in Pakistan.  Its Registered Office is situated at Karachi.  Its promoters belongs to an established business house of Pakistan namely International Industries Limited (IIL). In 1985, ABM established a regional office at Islamabad, and later another regional office was opened at Lahore. Now, ABM is a leading firm in computer industry of Pakistan with over 150 employees and a customer base of over 5000 sites, which includes many well-reputed organizations.
4.1
OBJECTIVES AND FUNCTIONS

The basic objective of the company is to offer computer hardware, software, and consultancy solutions and services to the organizations and individuals. In particular, the following objectives and functions have been established:

•
Sale of mini, micro, and laptop computers.

•
Sale of peripheral devices like printers, plotters, scanners, compact disk drives, digitizers, tape drives, video projectors/display systems etc.

•
Sale of computer accessories like upgrading products, networking and communication products.

•
Sale of computer-related consumable items like ribbons, ink cartridges, toners, diskettes, tape cassettes etc.

•
After sales service of computer equipment to the customers.

•
Walk-in repair service.

•
On call repair and maintenance services.

•
Networking services (Local Area and Wide Area Network design, installation, and maintenance).

•
Upsizing and downsizing services.

•
Data acquisition and control services.

•
Training in standard software packages and systems.

•
Software consultancy and development services.

4.2
LOCATIONS OF OFFICES

ABM has three offices in the country, viz. Karachi, Lahore, and Islamabad. The addresses of these offices are as below:


Head office:
ABM Data Systems (Private) Limited





197/5, Ground Floor





Pakistan Red Crescent Building





Dr. Daudpota Road





Karachi.


Branch offices:
ABM Data Systems (Private) Limited





Ghani Chambers





Link McLeod Road





Lahore.





ABM Data Systems (Private) Limited





14-Y, Johar Road





Markaz F-8





Islamabad.

The offices are geographically positioned in such a way that the head office covers the southern region of the country while branch offices cover the northern region of the country. In particular, the Karachi office covers the provinces of Sindh and Baluchistan; the Lahore office provides support and services to middle and southern Punjab province, i.e. cities of Faisalabad, Lahore, Multan, etc.; and the Islamabad office provides support and services to the northern Punjab, Islamabad, NWFP, and Azad Kashmir.

4.3
ORGANIZATIONAL HIERARCHY

The company’s board of directors consists of four directors, as named below:


1.
Mr. Balall Yaqub (Chief Executive)


2.
Mr. Azam Sultan


3.
Mr. Amir S. Chinoy 


4.
Mr. Mustapha Chinoy

The Karachi and Islamabad offices are each headed by a General Manager, whereas the Lahore office is led by a Resident Manager. The organizational hierarchy at each of these three offices is given at Appendix-1.

4.4
PRINCIPALS

The following manufacturers of computer hardware, software and networking products are ABM’s principals:

•

Artisoft Inc.


•
AST Research Inc.


•
COGNOS Inc.


•
Colorado Memory Systems


•
Compaq Computer Corporation


•
Data General Corporation


•
Gateway Communications Inc.


•
Seiko Epson Corporation


•
TeleVideo Systems Inc.


•
Telex Communications Inc.

4.5
PRODUCTS OFFERED

<
Computer systems and peripherals

<
Networks

<
Projection systems

<
Application software

4.6
SERVICES OFFERED

•
Installation of computer systems and peripherals

•
Preventive and corrective maintenance services (on-site and in lab.)

•
Network design, installation and maintenance

•
Software consultancy and development services

•
Software training

4.7
RESOURCES


<
Human resources


<
Test/repair laboratories


<
Technical literature


<
Parts inventory


<
Backup equipment


<
Support from head office


<
Training and support from principals

4.8
COMMUNICATION CHANNELS


•
Written (letters, memoranda etc.)


•
Telephone


•
Fax


•
Email


•
BBS (Bulletin Board Service)


•
Mass communication media

4.9
MARKET STATUS

<
Acknowledged as one of the leading computer vendors.

<
Leading service provider in Pakistan’s IT industry.

<
Largest base of contract and warranty customers.

<
Authorized repair center in Pakistan for AST, Epson, and Compaq products.

<
Sole distributor in Pakistan for sale and service of Epson products.

5.
ANALYSIS OF THE ORGANIZATION

	AUTHORIZED CAPITAL
	Rs. 4.5 million



	PAID UP CAPITAL
	Rs. 1.8 million



	SALES IN 1997
	Rs. 18 million



	NET PROFIT IN 1997
	Rs. 2.16 million



	AUDITOR OF THE COMPANY
	M/S. A.F. FERGUSON & CO.

CHARTERED ACCOUNTANTS



	COMPANY’S FINANCE STATEMENTS
	Profit and Loss Accounts and Balance Sheet



	USING ACCOUNTING SYSTEM
	ON ACCRUAL BASIS 

i.e. on the basis of amount having become due for payment or receipt.




5.2
Strength


15 Years in Information Technology

This year ABM Group is celebrating 15 years in information technology.


Using Computer based accounting system:


The company is using computer based accounting system which performs mechanical tasks with great speed and accuracy.  It can eliminate the need for copying and rearranging information which already entered into and also eliminates the paper work involved in the operation of an accounting system.


AUDIT OF ANNUAL ACCOUNTS AND BALANCE SHEET FROM A LEADING FIRM OF CHARTERED ACCOUNTANTS  - 


NOT MANDATORY FROM QUALIFIED AUDITORS BUT ASCERTAINING FAIR AND TRUE PICTURE OF FINANCIAL ACCOUNTS


Audit of financial accounts of the company from a qualified professional accountants is not mandatory but it has to get audited from a leading firm of auditors so that a fair and true opinion on the company’s financial position and operating results can be ascertained.

5.2
WEAKNESSES


DATA IS NOT ENTERED TIMELY DUE TO ACCOUNTANT’S OTHER ENGAGEMENTS IN THE OFFICE

One accountant is responsible for handling all the accounting work and he is also performing outside duties i.e., receipts and deposits from the bank.  Due to this reason data was not entered timely in the database and some times caused problems in tallying their accounts.

5.3
RECOMMENDATION


APPOINTMENT OF PERSONNEL TO ASSIST ACCOUNTANT

Appointment of a full time personnel to assist accountant to do data entry work is required.

Appendix - I
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