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CHAPTER 1. BACKGROUND

1 1 INTRODUCTION

One of the mam objectIves of the Center for Microenterpnse Fmance (CMF) component
of the PRESTO Project IS to strengthen the mstitutions that provIde savmgs and credIt
serVIces to microenterpnses withm Uganda In keepmg wIth thIS objectIve, the CMF
developed these accountmg gUIdelInes specIfically for Ugandan MFIs

In addItIOn, the CMF reqUIres MFIs participatmg m ItS grants program to have strong
mternal controls A reVIew of the hterature m the CMF hbrary on MFI accountmg
revealed very httle gUIdance on mternal controls These gUIdehnes seek to address thiS
defiCIency

In June 1997, the CMF completed a Baselme Survey and a Trammg Needs Assessment
for 68 MFls m Uganda An analySIS of the data shows that fewer than ten per cent of
these MFls have accountmg systems that can produce financIal statements m accordance
WIth generally accepted accountmg standards The data also shows that about 45 per cent
of the MFls have some accountmg system m place but WIth cntical features of a good
system mIssmg Another 45 per cent have no system of substance These accountmg
gUIdelmes have been developed to aSSIst these MFIs to develop and/or Improve theIr
accountmg systems It IS the hope of the CMF that these gUIdelmes WIll contnbute to
bmldmg capaCIty of MFIs m Uganda

The CMF has been mmdful of the fast that dIfferent MFIs operate m dIfferent
CIrcumstances, face dIfferent challenges, and have a umque mIX of program emphases,
fundmg sources, methodologIes and admmistratIve systems The gmdelmes need to be
taIlored by each MFI to ItS own partIcular accountmg reqUIrements and operatmg
enVIronment These gmdehnes should help MFIs to produce accounts m accordance WIth
generally accepted accountmg standards that meet InternatIOnal Accountmg Standards
and to have acceptable mternal controls If the credIt program IS one of several programs
withm an MFI, we suggest that the MFI create an mdependent (self-accountmg) credIt
program, and then apply these gUIdehnes

1 2- THE APPROACH

General mformatIOn pertammg to the accountmg and finanCial management functIOn of
an MFI, mcludmg the concept of mternal controls, IS covered first Thereafter five areas
are covered from an accountmg perspectIve

• ReceIpts

• Bankmg

• Payments
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• End of accountIng perIod Journal adjustments

• PreparatIOn and presentatIOn of finanCIal statements

For each area, accountIng procedures and relevant mternal controls are dIscussed Other
relevant mformatIOn, mcludmg a glossary of common accountmg termmology IS located
In Chapter 5 AppendIces at the end of the manual Recommended further readmg IS
lIsted m 5 6 Recommended Further ReadIng

A separate sectIOn on budgetIng IS not Included because these pnncipies are outlmed m
Microstart (UNDP) and FInance Study Gmde (Calmeadow) Suffice It to say that a
budget IS never created In ItS own nght, but IS the costIng of an operatIOnal plan Plannmg
a year ahead IS fundamental, and a budget hsts figures on costs and actIVItIes to be
undertaken SometImes orgamzatIons create a budget first and plan afterwards, but thIS IS
not an effectIve and efficIent busmess practice

1.3: THE OBJECTIVES OF THE GUIDELINES

Through tills manual, the CMF seeks to aSSIst MFIs to develop adequate accountIng
systems so that

• FInanCial reports are accurate, current and complete

• Records Will accurately IdentIfy the source and apphcatIon of funds

• There IS effectIve control over and accountabIlIty for all funds, property and
other assets

• There IS a budgetary control system m place

Accountmg systems based on these gmdelmes can contnbute to the level of confidence
WIthm an MFI If an MFI has an effectIve accountmg system m place, stakeholders (e g ,
management, board, clIents, donors, etc) WIll be able to assess whether or not an MFI

• Is m a pOSItIOn to meet ItS goals and objectIves

• Can adequately safeguard and effiCIently utIlIze resources

• Can obtam, mamtaIn and fauly dIsclose relIable data

• ComplIes WIth applIcable laws and regulatIOns
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1 4: HOW TO USE THESE GUIDELINES

These gUIdelmes are prepared for MFIs of dIfferent backgrounds and therefore should be
used only as a frame of reference as an MFI develops Its own accountmg system

The gUIdehnes assume manual books of accounts Of course, MFIs that have
computenzed theIr accountmg system would not use manual books of accounts StIll, the
accountmg prmcipies and the mternal controls dIscussed m thIS manual remam
applIcable

For those MFIs that have some system m place, but wIth cntIcal features of a good
system mIssmg, and for those wIth no system at all, management needs to consIder the
followmg strategy

• Employ a person wIth trammg m accountmg For example, look for a Uganda
DIploma m Busmess StudIes and at least 3 years of workmg expenence, or a
CPA(U or K) Part One wIth sImIlar years of expenence If the MFI cannot
afford a full time employee, It should consIder hmng a part tIme accountant

• Have that person study these gUIdelmes and compare the essential elements
wIth the eXIstmg system Ask hIm/her to note the weaknesses m the present
system

• Check how partIcular areas ofweakness m the MFIs' system have been
addressed m these gUIdelmes

• Fme-tune the gUIdelmes to SUIt the local enVIronment of the MFI

• Adopt and Implement

• MOllItor and Improve

• In case of dIfficulty m understandmg any of the procedures m the manual,
contact the PRESTO Center for Microenterpnse Fmance
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CHAPTER 2: GENERAL ACCOUNTING PROCEDURES &
INTERNAL CONTROLS

2 1. THE ROLE OF ACCOUNTING

The purpose of accountmg IS to provide finanCial mformatIOn about an organiratIon The
finanCial mformatIOn provIded by an accountmg system IS needed by management and
outSIde users to help plan and control the activItIes of an organizatIOn Accountmg falls
mto two general categones Fmancwl accountmg and Management accountmg

FInancial accountIng presents a summary VIew of the finanCial results of past operatIOns
and IS espeCially geared for external audiences (although thIS mformatIOn IS used
Internally as well)

Management accountIng tracks and presents finanCial InfOrmatIOn at a much more
detatled level Budgetmg and costmg are part of management accountmg Management
reports are prepared frequently, and hIghlIght the dIfferences between planned and actual
finanCial results

The ultimate atm of accountmg IS the production, analySIS and mterpretatIOn of finanCial
InfOrmatIOn The figures that are produced In finanCIal statements are therefore
sIgmficant, as there must be a meamngful relatIOnshIp between these figures and actual
activIties

2.2. CHART OF ACCOUNTS

An MFI must create a systematic record of datly busmess actIVIty m order to provIde up
to-date finanCial mformatIOn There must be a separate record for each Item that appears
In the finanCial statements For example, a record should be kept tor cash showmg all the
Increases and decreases m cash whIch result from all transactIOns m whIch cash IS
receIved or paid The same would apply to staffsalm Ie S' a record should be kept of all
salary payments m a gIven penod ThIS type of record, which IS ut>ed to record Increases
and decreases m a smgle Item m the finanCIal records of an orgamzatIOn, IS called an
a(count, or sometImes a ledger a(count (A sample of a ledger account IS Illustrated m
4 I Ledgel Account) A lIst of accounts would form what IS known as a Chart of
A(count.5

The number of accounts needed by an MFI WIll depend on ItS SIze the nature of ItS
operatIOns or actiVIties the type of products It IS offenng the reportmg needs, and the
extent to WhICh management and stakeholders want detailed claSSificatIOn of InfOrmatIOn
The MFI should develop a Chart of Accounts to SUlt ItS purposes A sample of a Chart of
Acrounts that would SUlt a typIcal MFI IS found In 5 I Chart of Accounts

WhIle each MFI has umque charactenstIcs WhICh should be reflected m ItS Chart ot
Ac~ounts, all Charts of Account can be dIVIded mto five baSIC categones revenue
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expenses, assets, lIabIlItIes, and capItal

Revenue The revenue account wIll be determmed by the actual and potentIal sources of
revenue or mcome Each source of mcome WIll have an account wlthm tlus category See
the examples gIVen m the sample Chart of Accounts

Expenses The expense account IS where the greatest number of account tItles are found
Because the lIst IS potentially long, the MFI may consIder classlfymg expenses by
functIOn rather than by Item For example, mstead ofhavmg expenses lIsted as office tea,
office supplIes, and office cleanmg supplIes, It may be better to have one account that
would combme these as General Office Expenses Havmg numerous expense accounts
burdens a record keepmg system, partIcularly If the sum total of these expenses IS not
sIgmficantly large

Assets Wlthm thIS category are three mam types of accounts Current FIxed and Other

• Current Assets Mam categorIes would be the loan portfolIo, cash m ItS
dIfferent forms, and short term mvestments (depOSIts)

• Fixed Assets PhysIcal Items of value, such as vehIcles and computers

• Other Assets Assets that would not readIly fit eIther of the categorIes above
are entered here These mIght mclude restructured loans, and long term
mvestments that WIll not be realIzed m cash m less than one year

LiabIlIties These mclude Items that the MFI owes There are essentIally two mam
accounts m thIS category Current lIabIlItIes and Long-term lIabIlItIes

• Current LiabIlItIes These are oblIgatIOns that the MFI expects to payoff
wlthm one year Examples mclude clIents' savmgs and mterest payable on
these savmgs

• Long-term LiabIlIties These are oblIgatIOns that the MFI expects to retIre or
clear m more than one year's tIme Examples mclude long-term loans from
commercial and concessIOnary sources

CapItal ThIS IS the value or net worth of the MFI It IS referred to as the net worth
because ItS reported value IS equal to the dIfference between total assets and total
lIabIlIties UnlIke lIabIlIties, the capItal of an orgamzatlOn does not have to be repard, as It
represents what the MFI owns CapItal may be sub-dIVIded as follows

• Loan Fund Capital ThIS represents contnbutIOns over tIme to the MFI for
the loan fund, less losses mcurred through mecoverable loans Loan fund
capItal may mclude grants deSIgnated by donors for the loan fund

• Capital Grant (Fixed Assets) ThIS represents grants gIven to the MFI
speCIfically for the purchase of fixed assets The balance on thIS account
would represent the portIOn of the grant that has not yet been transferred to the
Profit and Loss Statement ThIS type of capItal (or eqUity) like Loan Fund
CapItal cannot be dlstnbuted

The Center for Mlcroenterpnse Fmance Kampala Uganda 5



• Owners' Capital (for a Company Limited by Shares) ThIs represents the
owners' contnbutIOns to the runnIng ofMFIs that are profit-makmg
compames

• Ongmators' Capital Loan (for an NGO/Company LimIted by
Guarantee) ThIs IS the amount ofcapItal put Into an NGO/MFI to enable It to
start operatIOns

• Retamed Net SurpluslDeficIt -- Prior Years ThIS IS the amount of Income
(or defiCIt) accumulated smce the formatIOn of CompanIes LImIted by
Guarantee ThIS part of capItal IS retaIned by the MFI for capItalIzatIOn
purposes /

• Retamed Profit/Loss - Prior Years ThIS IS the amount of mcome (or loss)
accumulated smce the formatIon of a Company LImIted by Shares It may be
retamed for capItalIzatIOn purposes or dIstnbuted

• Net Surplus /DefiCit or Net Profit/Loss -- Current Year ThIS IS the amount
of mcome (or loss) generated m the current year's operatIons

For IdentIficatIOn and reportmg purposes, each source of funds must be gIven ItS own
account wIthm the genenc account 'CapItal' For example, Owners Capital must not be
co-mmgled WIth Grants m one account They must be reported separately m the Balance
Sheet

•
Flow Chart 1 Illustrates how dIfferent accounts flow mto a financIal statement Please
note that a profit-makIng organIzatIOn or Company LImIted by Shares makes profits
and/or losses and thus has a Profit and Loss Account (P & L) In contrast, an NGO or a
Company LImIted by Guarantee makes surpluses and/or defiCIts and has an Income and
ExpendIture Account (I & E)
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Flow Chart 1 How Accounts from Chart of Accounts Relate to Fmancml Statements

Revenue
Account

Expense
Account

Income & ExpendIture Account

Or Profit & Loss Account

Surplus or deficIt generated dunng the accountmg penod IS
transferred from the I & E (or P & L) account to the capItal
sectIOn of the Balance Sheet at year end when the financIal
statements are prepared

Assets Account

LiabilIties
Account

Capital Account

BALANCE SHEET
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2 3 BASIC BOOKS OF ACCOUNT & OTHER RECORDS

Now that a Chart of Accounts has been created and all financial mformatIOn has been
classIfied, the accountant must IdentIfy and collect the documents, books and other
records that are reqUIred to generate the necessary mformatIOn pertammg to the MFIs'
financIal transactIOns These mclude all relevant source documents and all books of pnme
entry, calledJournals Journals mclude the cash book, general Journal, and SubsIdIary
Journals such as the loan dIsbursement Journal, loan repayment Journal, payroll ~ournal
and petty cash book The monthly totals of the transactIOns recorded m these Journals wIll
be posted to the general ledger

Source Documents These are documents whIch have resulted m cash dIsbursements or
receIpts and are eVIdence of money spent or receIved They mclude the ongmal eVIdence
of transactIOns such as mVOIces, payment auvIces, demand notes, payment reqUIsItIOns,
fee notes, cheques, receIpts, etc These assorted busmess documents are the startmg pomt
for the flow of accountmg mformatIOn through the accountmg system and mto the
financial statements They form the baSIS for entnes mto the Journals

Cash Book The cash book IS where all bank transactIOns of the orgamzatIOn are
recorded Whenever money leaves the orgamzatIOn, the bookkeeper records the
transactIOn m the cash book as a payment SImIlarly whenever cash IS receIved by the
orgamzatIOn, the accountant records It m the cash book as money receIved In both
mstances, the nature of the payment and the source of the receIpt are clearly IdentIfied A
sample receIpts SIde of the cash book IS shown m 43 Cash Book - The ReceIpts SIde,
and a sample payments SIde IS shown m 4 6 Cash Book - The Payments SIde

Petty Cash Book The petty cash book IS used to record small office expenses paId out m
cash An Imprest (that IS, a petty cash float of a reasonable amount) should be created to
meet such expenses and would be reImbursed from the bank about tWIce a month or
whenever the amount of petty cash IS runnmg low

General Journal The general Journal records all transactIOns th::1t are not recorded m
eIther the cash book or petty cash book because there was no Immediate mvolvement of
cash For example, a receIved and unpaId telephone bIll represents an acC'rual of expenses
that must be recorded Other entnes m the general Journal mclude a prOVISIOn for
deprecIatIOn, loan loss reserve and adjustments for prepayments Any correctIOns of
accountmg entnes, ordmanly end-of-accountmg-penod Journal adjustments, would be
found here

SubSidiary Journals SubSIdiary Journals may be created If there are enough transactIOns
m a smgle general Journal category to warrant It For example, a Purcha~e~ Jow nailS
used by some orgamzatIOns Entnes would be made on a monthly baSIS and summanes
posted monthly See the descnptIOn below of Loan Twcklng RecOfd~ tor another example
of a SUbSIdIary Journal
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Payroll Journal A separate payroll Journal, a subsIdiary of the general Journal, IS
necessary If an MFI has a large number of employees ThIs Journal handles all payroll
transactIOns It IS necessary to separate such payments from eIther the cash or petty cash
books for reasons gIven m the accountmg procedures for payroll later m the gmdelmes
See sectIOn 3 3 Payments

Ledger The ledger IS a book of secondary entry It IS where all the entnes m the cash
book, petty cash book, and Journals wIll be posted and accumulated m vanous accounts as
defined m the Chart of Accounts The end product Will be a runmng or cumulatIve
balance for each account m the ledger The general ledger conSIsts of a sheet or card or
page m the ledger book for each account lIsted m the Chart of Accounts See sectIOn 4 I
for an example of a ledger account and sectIOn 4 2 for an IllustratIOn of how debIts and
credIts affect an account m the general ledger

Loan Trackmg Records Loan trackmg records are a helpful way for an MFI to mamtam
accurate mformatIOn on borrower accounts These records conSIst of both SUbSIdIary
Journals and a SUbSIdIary ledger The Journals are the loan dIsbursement and loan
repayment Journals The ledger has an account for each borrower wIth relevant detaIls
(name, loan amount dIsbursed, and the amount repaid) From these accounts,
management wIll be able to tell the amount due from a clIent

TrIal Balance Before usmg the account balances to prepare financIal statements, the
accountant must prove that the total of all accounts WIth debIt balances are equal to the
total of all accounts WIth credIt balances ThIS IS achIeved by a trwl balance A SImple
trial balance IS a two column schedule lIstmg the names and balances of all the accounts
m the order m whIch they appear m the ledger The debIt balances are always lIsted m the
left-hand column and the credIt balances m the nght-hand column The total of the two
columns should agree If they do not agree, the accountant should not prepare financIal
statements untIl the errors are found and corrected

24 PREPARATION OF FINANCIAL STATEMENTS

ThIS IS the last step m the accountmg cycle All financIal mformatIOn emanatmg from the
ledger and proved correct by the tnal balance wIll be summarIzed m the finanCial
statements FmancIal statements are the pnmary means through whIch an MFI
commUnIcates mformatIOn about ItS actIVItIes Every accountant's pnonty IS to ensure
that thIS mformatIOn IS prepared on tIme, IS accurate, and conforms to the reportmg needs
of the vanous mers Reportmg needs determme whether a Management Accountmg
Report IS produced for mternal use by management, or a Fmanclal Accountmg Report IS
produced for other stakeholders

To produce accurate reports accordmg to the needs ofthe organIzatIOn, the accountant
must have a solId knowledge ofjundamental accountl11g concepts, accountl11g bases,
accountl11g pohczes, dIsclosure reqUlrements, and reportmg needs for dIfferent users of
finanCIal statements
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Fundamental Accountmg Concepts Fundamental accountmg concepts are the broad
basIC assumptIOns that are used to prepare the penodic financial accounts of busmess
enterpnses The InternatlOnal Accountmg Standard 1 smgles out three as most Important
The Gomg Concern, Conslstency, and Accrual concepts

• The Gomg Concern ThIS concept states that users of a finanCial statement
may assume that the enterpnse m questIOn WIll contmue m operatIOnal
eXIstence for the foreseeable future ThIS means that the P&L Account or I&E
Account and the Balance Sheet assume no mtentIOn or neceSSIty to lIqUIdate or
curtaIl sIgmficantly the scale of operatIOn In other words, all users of a
finanCial statement generated by an MFI should be able to safely assume that
the MFI IS an on-gomg busmess

• Consistency There must be conSIstency m the accountmg treatment of lIke
Items withm each accountmg penod and from one penod to the next ThIS
means that an MFI should be conSIstent m the accountmg pohcles that It
follows For example, there are several ways of calculatmg depreCiatIOn The
mam ones are the straIght-hne method and the reducmg balance method An
MFI may choose whIchever way of calculatmg depreCIatIOn that makes sense
withm the enVIronment of the orgamzatIon But, the MFI must be conSIstent
over tIme With whatever method and rates It chooses

• Accrual Revenues (mcome) and costs (expendIture) are accrued, or
recogmzed, as they are earned or mcurred (not only as money IS receIved or
paid) They are then recorded m the books and finanCial statements for the
relevent penods Revenue dealt WIth m the P&LII&E Accounts must be
matched WIth assocIated expenses by mcludmg, m the same finanCial
statement, those expenses mcurred m earnmg that revenue

Note If an MFI IS mconsistent by changmg accountmg pohcles often, It IS m danger of
mampulatmg reported results and places ItS credIbIlIty at nsk ThIS does not mean,
however, that once an MFI adopts an accountmg pohcy It must keep to that polIcy
forever The overndmg pnnciple IS that the finanCial statements should present a 'true and
faIr VIew' and If the MFI beheves that changmg from one accountmg pohcy to another
wIll lead to thIS, then the change IS acceptable However, any change of polIcy and the
Impact of It must be reported m the notes to the finanCial statements

Accountmg Bases Accountmg bases are methods developed for applymg the
fundamental accountmg concepts to finanCial transactIOns DIfferent accountmg bases
WIll have a matenal effect both on reported results and on the finanCial pOSItIOn of an
MFI, so the chOIce of accountmg bases IS Important ChOIce of accountIng bases WIll
affect matters such as the depreCiatIOn of fixed assets, the converSIOn of foreIgn
currenCIes and the accountIng treatment of grants
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For example, there are several bases (or methods) used to deprecIate a fixed asset One IS
the straIght-hne method (whereby the cost of an asset IS wntten off equally over the
hfetIme of the asset), and another IS the reducmg balance method (whereby a fixed
percentage of the net value brought forward from the preVIOUS year IS wntten off
annually) The chOIce of one over the other wIll sIgmficantly affect the financIal
statement and the chOIce should be made carefully But, whatever basIs IS chosen must
remam consIstent throughout the depreCiatIOn 'hfe' of that partIcular asset

Accountmg PolIcIes Accountmg pohcles are the specIfic accountmg bases selected and
consIstently followed by an MFI They must be appropnate to the partIcular
cIrcumstances of an MFI and best SUIted to present faIrly ItS results and financial posItIon
As mentIOned above there are several methods (or bases) aVailable m order to deprecIate
an asset The method chosen by the management of the MFI becomes the accountmg
pollcy of that MFI

DIsclosure In the absence of a clear statement to the contrary, users of a finanCIal
statement presume that all fundamental accountmg concepts have been observed by the
reportmg agency or organIzatIon The IAS-l reqUIres that notes to the financIal statement
fully dIsclose all accountmg pohcles followed by an MFI

Accountmg PerIod For purposes ofmakmg accountmg measurements and preparmg
financIal statements, the hfe of a busmess IS dIvIded mto accountmg penods of equal
length The accountmg penod refers to the span of tIme covered by the P&L or I&E
Account The usual accountmg penod IS one year, called the accountmg year orfiscal
year An MFI may want to adopt the calendar year or the government financIal year (July
to June) as ItS accountmg year In some cases, a stakeholder may suggest WhICh
accountmg year an MFI should use

Users of FmancIaI Statements For the average MFI, we have IdentIfied three users
management, owners, and other stakeholders

• Management The management of an MFI IS compnsed of mSIders who WIll
have the financIal statements prepared for theIr own use and decisIOn-makmg
Accountmg mformatIOn IS tracked and presented at a hIghly detailed level,
such as by program or branch or geographIcal area AnalysIs ofvariance of
budgeted financIal mformatIOn IS an mtegral part of management accountmg
mformatIOn Management reports are prepared frequently and provIde on an
on-gomg basIs the dIfferences between planned and actual results As these
reports are targeted for mSIders, they have only to be prepared and presented
m a form reqUIred by management

• Owners These mclude shareholders and founders ThIS group should reqUIre
only the balance sheet and the profit and loss account, WhICh would normally
be presented m the annual general meetmg

• Other Stakeholders These mclude government agencIes such as the central
bank, prospectIve mvestors and chents Because thIS group IS so dIverse, the
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financIal statements are prepared m accordance WIth lAS The financIal
statements recogmzed by lAS mclude a balance sheet, a profit and loss
account (or mcome and expendIture statement), notes, and other statements
and explanatory matenal WhICh are IdentIfied as bemg part of financIal
statements ThIs group may also mclude stakeholders who hold a partIcular
mterest m the MFI and have specIfic reportmg needs An MFI that IS
dependent on a partIcular stakeholder WIll need to follow reqUIred gUldelmes
or develop systems and reports that are acceptable to thIs stakeholder

Flow Charts 2, 3 and 4 present alternatIve vIews of the sequence of steps through whIch
mformatIOn flows m an accountmg system, from a busmess transactIOn to the users of a
financIal statement
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Flow Chart 2 The Bookkeepmg Cycle

~
I--T-r-la-I-B-a-I-an-c-e--

Journals

Occurrence of a
transact!on

AdJustmg Closmg and Opemng
Entnes

Adjustment
Worksheet

Fmancml Statements

Profit & Loss
Balance Sheet Statement

Or Income &
ExpendIture
Statement

SvIdeo

InformatIOn from source documents IS posted
mto Journals accordmg to the appropnate
accounts and theIr debIt/credIt classIficatIOn
InformatIOn from Journals IS posted mto the
General Ledger InformatIOn from the Gemtral
Ledger IS summanzed through a Tnal Balance
An Adjustment Worksheet IS used to rectIfy
mIstakes Adjusted mformatIOn flows to P&L (or
I&E) and the Balance Sheet and IS used to adjust
opemng and closmg entnes

Source ThIs diagram has been adapted from Fred Moore' senes
Fznance for Non-Fznanczal ProfessIOnals, Careertrack PublIcatIOns,
Boulder, CO, USA
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Flow Chart 3 Flow of Fmancml InfonnatlOn from Source Document to the User

Management

Cash Book

a

Other
Stakeholders

Balance
Sheet

Profit & Loss
or Income &
Expenditure
Account

A Tnal
Balance IS

calculated
and errors
corrected

.......

Columns are
totaled at
month end and
posted to the
General Ledger

Payroll Journal

General Journal

IPotty Cosh Book r ~

Source Document
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Flow Chart 4 Sequence of Steps from Source Document to User of Fmanclal Statements

Busmess TransactIon

Preparatlfln of Source Document

D
InformatIOn entered mto books of ongmal entry cash book, petty cash
book, general journal, payroll journal, subSIdiary journals

[L
DebIts and CredIts posted to General Ledger

D
Tnal Balance Prepared from Ledger

[L
Fmanclal Statements Prepared from Tnal Balance

Users of Fmanclal Statements
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2 5 GENERAL INTERNAL CONTROLS

Management needs assurance that the accountmg data flowmg to and from the accountmg
department IS accurate, complete and dependable, that Its assets are safe, that there IS
general efficIency m the organIzatIOn and that there IS complIance WIth MFI polIcIes
Developmg a strong system of mternal control provIdes thIS assurance The system of
mternal controls mcludes all measures taken by an orgamzatIOn for the purpose of
protectmg ItS resources agamst waste, fraud and mefficIency Internal controls ~hould also
ensure accuracy and relIabIlIty m accountmg and operatmg data, as well as complIance
wIth MFI polIcIes and procedures Fmally, mternal controls help management to evaluate
the performance levels m all dIvIsIOns of the MFI

The Board of an MFI must recogmze that It IS ultimately responsIble for the entire
mternal control system of the organIzatIOn and for guaranteemg the smooth runnIng of the
MFI To this end, the Board must ensure proper registratiOn of the MFI m accordance
with the laws ofUganda

After satIsfymg all the legal reqUIrements, an MFI must do the folloWIng to ensure a
strong mtemal control system

SpecIfy the MISSIOn Statement MFI management should document background
mformatIOn on the nature and purpose of the orgamzatIOn and mform all staff members
A clear sense of purpose IS basIc to effectIve work as an MFI

Specify the OrgamzatlOnal Structure An MFl's operatIOns should be dIvIded mto
approprIate dIvIsIOns and departments, and management staff appomted to assume
responsIbIlIty for each Clear lInes of responsIbIlIty between each dIvISIOn and department
and the Board of DIrectors must then be establIshed Fmally, semor management must
guarantee that there IS overall co-ordmatIOn of the MFl's activItIes so as to meet ItS
mISSIOn

Control Transactions Every transaction must go through four steps authorIzmg,
approvmg, executmg and recordmg An example IS the delIvery of credIt to an mdIVIdual
withm a group Based on speCIfic crIterIa, a loan applIcatIOn by an mdividualIS
authOrIzed by the group Then, a loan officer and a Loan CommIttee made up of semor
management approve the loan Next, the Head of the CredIt Department approves the
dIsbursement of the loan from an authOrIzed lIst Then, the accountant executes the
transactIOn by preparmg the necessary documentatIOn and releasmg money to the
borrower Fmally, the accounts department records the transactIOn m the account books

Separate or SubdiVide Duties Management should separate dutIes m such a way that no
smgle person or department handles a transactIOn from begmmng to end When duties are
dIVIded m thIS manner, the work of one employee serves to verIfy that of another and any
errors that occur should be detected promptly To strengthen thIS measure, management
should conSIder rotatmg employees, e g credIt officers mIght he perIodIcally
mterchanged between geographIcal areas
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Number Documents Senally Put senal numbers on source documents where applIcable
e g receIpts, petty cash vouchers, etc The use of senal numbers makes It possIble to
account for all documents ~

RecrUIt Competent Staff RecruIt staff With reqUIred trammg, skIlls, expenence, and
unquestIOnable mtegnty Even the best-desIgned systems of mternal control wIll not work
unless the staff aSSIgned to operate It IS competent and honest

EstablIsh a Budgetmg and Budgetary Control System SpecIfy goals for the
orgamzatIOn and actIvItIes needed to achIeve those goals for a gIven penod, and then
aSSIgn a budgetary cost Actual monthly results are compared to the budgeted figures, and
management's attentIOn IS then promptly dIrected to any problem area Any system of
Internal control IS strengthened by the use of budgets because errors can be IdentIfied
promptly and fully InvestIgated

Institute Proof Measures Estabhsh monthly procedures such as preparIng a tnal
balance, preparmg bank reconclhatIOn statements, reconcIlmg control accounts and
underlyIng subSIdIary ledgers, and comparmg dally receIpt summarIes WIth the follOWIng
day's bankmg In thIS way error and/or fraud IS qUIckly detected

Acknowledge Performance All staff who perform data processmg operatIOns,
espeCIally from accounts and credIt departments, must acknowledge theIr actIVItIes and
Involvement by means of theIr SIgnatures or InItIals ReqUIre that those outSIde the MFI
sign the cheque regIster when they receIve a cheque by hand

Install ProtectIve DeVIces Invest In safes, burglar proofing on the cashIer's office and a
secunty system or guards for the premIses

EstablIsh an Internal Audit Department ThIS IS partIcularly feaSIble In large MFIs
Internal audItors are staff members (as opposed to external audItors) and theIr maIn
pnonty IS to ensure complIance With Internal controls They also contInually reVIew the
controls and evaluate theIr relevance In an ever-changIng bUSIness enVIronment

HIre External AudItors to do Annual AudIts Although stnctly speakmg not part of
Internal controls, an audIt mstIlls confidence m the finanCIal statements of the MFI
External audItors normally prepare a management letter or a letter of weakness that
hlghhghts weaknesses m the control and accountmg systems The MFI should use thIS
letter to strengthen ItS system

Document the Accountmg System and Internal Controls The entIre accountmg
system and relevant flow of procedures must be documented as management pohcy All
staff should be aware of pohcles and put them mto practIce

Have Regular Staff Meetmgs The agenda should mclude a bnefing about any new
polICIes, controls, or reVISIOns

Establish a FIlmg System All source documents, copIes of management reports and
finanCIal statements must be filed to ensure that mformatIOn IS secure and that there can
be qUIck retneval when reqmred
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CHAPTER 3: ACCOUNTING PROCEDURES & INTERNAL
CONTROLS IN SPECIFIC AREAS

A typIcal MFI's busIness normally revolves around several areas It receIves funds for ItS
loan portfolIo, whIch are deposIted In the bank It gIves credIt to ItS clIents USIng a
specIfic methodology (whIch should be explamed In a 'CredIt PolIcIes and Procedures
Manual') It receIves repayments ofloan capItal, Interest payments and admInIstratIOn
charges, and then depOSIts these In the bank It mvests any unused funds that have not
been loaned and earns Interest on them It makes a vanety of payments to meet Its
expenses It procures large Items such as bUlldmgs, motor vehIcles and computers
accordIng to budget and subject to avaIlabIlIty of funds And It prepares penOdIC finanCial
reports, whIch are presented to mterested partIes

For the purposes of these gmdehnes, the above finanCIal actIVItIes can convemently be
categonzed mto five areas as follows

• ReceIpts (3 1)

• Bankmg (3 2)

• Payments (3 3)

• End ofaccountmg penodJoumal adjustments (3 4)

• FInanCIal statement preparatIOn (3 5)

3.1. RECEIPTS

ReceIpts represent the money an MFI receIves m any form A typIcal MFI would receIve
money from some or all of the follOWIng sources

• Grants for the loan portfolIo

• Grants for the purchase of fixed assets

• Grants for the financmg of certaIn expenses

• CommercIal loans from banks and other mstItutIOns

• Concesswnary loans mamly from donor agenCIes

• ClIents' savIngs

• Investment mcome from funds mvested by the MFI

• ContnbutIons from the owners of the MFI
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• Interest on loans to clIents

• Fees and servIce charges on loans to clIents

• Loan repayments

• Money receIved from clIents whose accounts preVIously had been wntten off

• Money receIved from sale of clIents' collateral (m case ofloan default)

• Money receIved from the sale of MFI' s assets m case of dIsposal when they
are no longer used m the MFI's operatIOns

SolId accountmg procedures and good mternal controls WIll ensure that all momes
commg mto the MFI from all sources are properly documented, analyzed and
sUImnanzed The speCIfic accountmg procedures for recordmg receIpts are
straIghtforward

• Ensure that each source]'l lIsted m the Chart of Accounts, In the revenue
sectIOn

• If It IS not, create a new account m the Chart of Accounts and m the general
ledger

• Make at1 entry 111 the cash book on the baSIS of the source document Each
receIpt source should have a matchmg source document For example, a
source dOCUIP"'-,t may conSIst of a remIttance adVIce from a donor or a bank
pay-m slIp or l-ash receIpt Issued by the MFI for a loan payment

• Each tIme money IS receIved, debIt the bank column In the cash book and
credIt the analysIs column for that partIcular source Enter the date and
partIculars of the transactIOn m the space proVIded

• Total the columns each month and post the totals to the appropnate accounts
m the general ledger From the receIpts SIde of the cash book, the totals m
each column should be posted to the correspondIng accounts m the general
ledger

Three examples are prOVIded as IllustratIOns
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Example One A generous grant has been receIved and Ush250,000,000/- has been
transferred to the MFI's account UshI50,000,000/- IS for the loan fund, Ush50,000,000/
IS for the purchase ofvehIcles, and Ush50,000,000/- IS for the payment of operatmg
expenses for two years

DebIt CredIt
Grant for the Loan Fund
Cash m bank (asset account)
Loan fund grant (capItal account)
Grantfor the purchase ofvehzcles
Cash m bank (asset account)
CapItal grant (capItal account)

Grant for payment ofoperatmg expenses

Cash m bank (asset account)

Deferred revenue (lIabIlIty account)

150,000,000
150,000,000

50,000,000
50,000,000

50,000,000

50,000,000

Note that capItal grants for fixed assets should be allocated to mcome over the lIfe of the#

assets Refer to SectIOn 3 4, subsectIOn on 'AdJustments to CapItal and Deferred Revenue
Grants for more mformatIOn on thIS and on adjustments to deferred revenue

Example Two One of the dIrectors bnngs a donatIOn ofUsh50,000,000 as a contnbutIOn
to MFI operatIOns An appropnate accountmg entry must be made

Cash m bank (asset account)
CapItal (ongmator's contnbutIOn account)

DebIt
50,000,000

CredIt

50,000,000

Example Three Vanous borrowers have made repayments on theIr loans Proper
accountmg entrIes must be made

Cash m bank (asset account)
Loan portfolIo (asset account)
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DebIt
2,500,000

CredIt

2,500,000
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ThIS entry IS supported by a hst In the loan repayment Journal of all chents whose
combIned repayments total Ush2,500,000/-

DebIt CredIt

300,000
250,000

150,000

100,000
200,000

350,000

150,000

200,000

150,000

200,000
450,000

2,500,000

2,500,000

2,500,000 -------1
2,500,000

Chent 1

Chent2

Chent 3
Chent4

Chent 5

Chent 6

Chent 7
Chent 8

Chent 9
Chent 10
Chent 11
Loan portfolIo (asset account)

Cash In bank (asset account)

The purpose of the loan repayment Journal IS to provIde detaIls of entrIes In the cash book
so that the status ofeach clIent or group can be tracked A sImIlar entry IS made In the
SUbSIdIary records when loan dIsbursements are made See the sectIOn on loan
dIsbursements In Chapter 3 3 Payments

A ledger card or account IS opened for each clIent or group (dependIng on the
methodology used) In a subSIdIary ledger PenodIcally, all the entnes In the loan
repayment Journal are posted to theIr respectIve accounts In the SUbSIdIary ledger

Internal Controls Internal controls In cash collectIOn are essentIal The objectIves of
Internal controls pertaInIng to receIpts are to ensure that all funds (Includmg phySIcal cash
ard cheques) are actually receIved accoupted for and entered In the records AddItIonal
controls must be establIshed to ensure that all receIpts are pr1)mptly deposIted In the bank,
and that all cash In tranSIt IS secure from theft

Whenever cash IS collected or dIspersed, there IS a potentIal secunty nsk An MFI must
stnve to protect all cash transactIOns A number of measures can be taken to maxImIZ('
control and mInImIZe problems Here are some suggestIOns to help management thmk
through the Issue of cash control

• Adopt a formal system of acknowledgmg all types of money that come mto
the orgamzatIOn Three examples are prOVIded

Example One - Grants from Donors It IS common for donors to send
funds dIrectly to an MFI bank account It IS Important, therefore, that the

The Center for MIcroenterpnse FInance, Kampala, Uganda 21



MFI sends correct mformatlOn regardmg Its account to the donor
Normally donors w111 speCIfy the way m WhICh theIr grants must be
acknowledged The MFI must comply With thIS and keep a copy of the
relevant documents III the--donor agreement file In the unhkely event that
the donor does not speCIfy acknowledgement, the MFI should
acknowledge by a formal letter (on MFI letterhead) to the donor, a copy of
WhICh must be kept m the agreement file The admowledged amount must
tally WIth the amount as per donor commumcatlOn and also reconcl1ed
With the amount credIted to the MFI account

Example Two - Loan Repayments from Chents IdentIfy those persons
who are authOrIzed to receIve cash, 1 e the cashIer and the credIt officers
The MFI should conSIder havmg the chents pay dIrectly to the MFI's bank
account and ask the bank to keep a copy of the bank paymg-m shp for the
MFI's record

Example Three - Savmgs DepOSIts from Chents The MFI should conSIder
askmg chents to make theIr depOSIts dIrectly to the MFI's account m the
nearest bank branch and to keep bank depOSIt books as eVIdence

• Use cash receIpts for every cash transactIOn, and estabhsh a means of
eVIdencmg cash receIpts, mdudmg cheques by usmg pre-numbered tnphcate
receIpts The copIes of the receIpts form a baSIS for record keepmg as
demonstrated above The receIpt books must be securely held and theIr Issue
controlled

• Ensure that unused receIpt books are kept secure by a responsIble MFI offiCIal
who IS not mvolved m receIvmg money Mamtam a receIpt book regIster and
reqUIre that all mdiVIduals usmg receIpt books account for preVIOUS receIpt
books before bemg Issued another

• If chents must bnng cash to the MFI's office for depOSIt or repayment, mform
the chents that they must receIve an offiCIal MFI receIpt on payment Chents
can be senSItIzed to the Issue of cash control m meetmgs or trammg seSSIOns

• Appomt officers who, at the end of each day mdependently check on cash
receIved

• Ensure that there IS adequate cash m the petty cash fund from WhICh small
payments may be made so that cash receIpts are not used for thIS purpose

• Ensure that bankmg IS done daIly

• Ensure that there are phySIcal control measures m place For example, the
cashIer should be located m a low traffic area, preferably m a prIvate office or
room A safe can be used to store cash receIved untIl It IS taken to the bank
Secunty guards may be employed ThIS would illlmmIze chances of money
bemg stolen between the tIme the cash IS receIved and when It IS banked
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• Where feasIble, staff members can be rotated between dIfferent pOSItIOns m
the accounts department

• Ifthe MFI's bank account IS not a foreIgn account, and grants are credIted on a
shIllIng account, establIsh that the correct exchange rate has been used

• DIVIde cash handlmg and related accountmg tasks Separate recelvmg of cash
from recordmg of transactIOns The cashIer who IS the custodian of the m
commg cash should not mamtam the accountmg records and should not have
access to the records LIkeWIse the accountmg personnel should not have
access to cash The recordmg functIOn can also be subdIVIded among
employees, so that the work of one person can be venfied by another The one
who depOSIts money m the bank should not be responsIble for reconcIlmg the
bank and cash book balances The functIOn of receIVmg cash must also be
separated from that of disbursmg cash, 1 e the person receIVmg cash should
not also handle cash dIsbursements

• Put m place a system of surpnse checks by some staff on others For example,
semor staff should make unscheduled checks on receIvmg cashIers and those
who make bank depOSIts If the staff that handles cash m any form knows that
surpnse checks are pOSSIble, and If these checks are truly carned out
randomly, the nsk of theft or 'borrowmg' cash receIved or to be deposIted WIll
be reduced

• If the cash amount deposIted dally IS large, the MFI should conSIder buymg an
msurance polIcy to cover cash m tranSIt The MFI may also conSIder, If the
CIrcumstances warrant, hmng an armored van or askmg the bank to come and
collect the money

3.2· BANKING

Careful accountmg of bank transactIOns IS Important to mamtammg accurate records The
objectIve of good accountmg procedures WIth regards to bankmg IS to en<;ure that there IS
a proper accurate and tImely record of the MFI's bankmg whIch agrees WIth the MFI's
bank account record m the bank The record keepmg procedures m thIS area have alreadv
been taken care of m the cash book, whIch IS mamtamed by the MFI See both the
receIpts and payments SIdes of the cash book

The MFI shOUld mamtam good accountmg and mternal controls m order to ensure that all
funds (all money receIved) are depOSIted WIthout delay at prescnbed and appropnate
mtervals, preferably dally The MFI must be certam that money m the bank IS safe from
abuse, fraud or theft, and the accountmg department must certIfy that the bank's records
are m complete agreement WIth the MFI's cash book

ThIS means that depOSIt slIps must be prepared properly, and the cash book records kept
metIculously The accountmg department must obtam monthly bank statements and
reconcIle all accounts as soon as statements are receIved When stakeholders reqUIre theIr
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grants to be kept separately from other funds, the management of the MFI must ensure
that there IS a separate bank account for each of such grants It IS the responslblhty of the
accountmg department to keep accurate records ofall bank accounts

There are a number ofmeasures that an MFI can take m order to ensure good mtemal
controls relevant to bankmg Many ofthese measures mvolve good accountmg procedure
We suggest that MFI management consider the followmg

• Open a bank account With responsible offiCIals as sIgnatorIes Such bfficlals
must be at least three m number, WIth at least two sIgnatures reqUIred for any
transactIOn The bank must be adVIsed of the maxImum authorIzed amounts
over whIch the respectIve slgnatones are not supposed to sIgn cheques

• AdVIse donors of the account name, number and the bank's name and address

• A staff member who IS not Illvolved III recelYmg cash or m record keepmg
should prepare bank depOSIt slIps

• There should be mdependent companson ofdepOSIt slIps WIth cash receIved
records

• Bankmg should be done WIth securIty m mmd, e g use securIty guards when
deposItmg large cash sums

• Obtam bank statements at least monthly from the bank

• DeSIgnate a person who IS not mvolved m the bankmg process to reconcde the
bank accounts on a monthly baSIS See bank reconcIhatIOn procedure m
sectIOn 5 2 Procedure for Prepanng Bank ReconcIhatIOns

• A responsIble offiCIal ofthe MFI who IS not a SIgnatory should keep the
chequebook All cheques (mcludmg cancelled ones) must be accounted for In

the MFI's records before a new chequebook IS reqUIsItIOned

• Under no CIrcumstances should a blank cheque be sIgned

33· PAYMENTS

For a typIcal MFI, payments fall mto SIX areas

• Petty cash

• Loan dIsbursements

• Procurement of fixed assets

• Procurement of supphes

The Center for Microenterpnse Fmance, Kampala, Uganda 24



• Payroll

• Routme penOdIC bIlls such as telephone bIlls and mterest on borrowed funds

In general, the accountant's ObjectIve should be that all payments are made from an
approved budget for the penod, that they are properly authonzed and approved followmg
establIshed polIcIes and procedures, and that they are they properly recorded, analyzed
and summarIzed

Each of these areas warrants mdIvIdual attentIOn

Petty cash For accountmg and mternal control purposes, all transactIOns should be made
by cheque whenever pOSSIble Unfortunately, thIS IS not always pOSSIble and every
busmess WIll find It convement and necessary to have a small amount ofcash on hand m
order to make mmor expendItures An Imprest system or petty cash fund, the SIze of
whIch WIll depend on needs and cIrcumstances, can be created

To create thIS fund a cheque IS wrItten for an amount that wIll cover any small Items of
expendIture that must be purchased by cash for a certam penod of tIme MFI management
determmes the amount of money and the tIme penod The cheque IS cashed, and the
money IS kept on hand m a safe place, such as a safe or a petty cash box m the office

An accountmg entry must be made m the cash book for the creatIOn of thIS fund The
petty cash account IS debIted, and cash m bank IS credIted

The paymg cashIer fills out a petty cash voucher for each Item of expendIture, fillIng m
the amount, the purpose of the expendIture, the date, and the SIgnature of the person
receIvmg the money Supportmg vouchers (where applIcable) should also be attached

A petty cash voucher must be prepared for every payment made The petty cash box
should, therefore, always contam cash and/or vouchers totalmg the exact amount of the
petty cash fund

Petty cash payments wIll be recorded and analyzed separately m the petty cash book and
then mcorporated wIthm the cash book lIke any other payment when the fund IS
replemshed

The accountmg entry m the cash book for the replemshment of the petty cash fund IS as
follows

Fuel for servIce vehIcles
Office expenses - sugar
PublIc transport for staff
Office supplIes
Casual labor
Staffadvances
Petty cash fund
Totals

The Center for MIcroenterpnse Fmance, Kampala, Uganda

DebIt
35,000

5,000
50,000
37,000
85,000

120,000

332,000

CredIt

332,000
332,000
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To replemsh the petty cash fund as descnbed above, a cheque should be prepared payable
to 'Cash' for the exact amount of the expendIture m the precedmg penod ThIS IS so that
the amount of petty cash remams constant throughout the fiscal or finanCIal year Usmg
the example above, a cheque m the amount USh332,000 would be drawn to replemsh the
cash up to the amount ongmally drawn

Management must ensure that the petty cash fund remams free from embezzlement and
fraud A number of preventive measures for mternal control can be consIdered

• DeSIgnate a responsIble person as custodIan or cashIer for thIS fund

• Inform the petty cash custodIan that occasIOnal surprIse counts of the cash WIll
be made and that he/she IS personally responsIble for the fund bemg mtact at
all tImes No IOUs'

• Perforate or stamp vouchers as "PAID" to prevent theIr re-use, and then file
them to support the replemshmg of the Imprest fund

• Conduct surpnse petty cash counts

Loan Disbursements The mam ObjectIve of the accountant m thIS area IS to ensure that
there IS an accurate and up to date record for each chent who IS extended credIt, and that
hIs/her status IS clear at all times Penodically both the mam account (or the control
account) m the ledger and mdividual clIent's accounts should be posted and the totals
should agree

To do thIS, open a loan ledger WIth a separate page for each chent In addItIOn, two
SUbSIdiary Journals wIll be necessary one for loan dIsbursements and one for loan
repayments, mcludmg mterest (see sectIOn 3 1) These subSIdiary Journals are posted m
detaIl to the loan ledger and m summary monthly to the general ledger As soon as a
dIsbursement IS made to borrowers, an accountmg entry IS made on the payments SIde of
the cash book

Loan portfoho control account (asset account)
Cash m bank (asset account)

DebIt

1,500,000

CredIt

1,500,000

The above entry IS supported by a hst m the loan dIsbursement Journal of all chents
whose combmed balances make up the Ushl,500,000/- ThIs Journal proVIdes a record of
the loan dIsbursement to several borrowers as follows
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ChentA
ChentB
ChentC
ChentD
ChentE
ChentF
ChentG
Loan portfoho control account
Cash m bank (asset account)

DebIt
200,000
150,000
400,000
250,000
200,000
150,000
150,000

1,500,000

1,500,000

CredIt

1,500,000
1,500,000

Each chent or group (dependmg on the methodology used) wIll also have a ledger card or
an account m a SUbSIdIary ledger and penodically all entnes m the loan dIsbursement
Journal WIll be posted to theIr respective accounts m the SUbsIdIary ledger Penodically
the mam account (or the control account) should be reconcIled WIth the subSIdiary ledger

Loan dIsbursements are partIcularly susceptible to fraud and theft Therefore,
management must estabhsh appropnate control measures The mam objective IS to ensure
that credIt IS gIven only to bona fide chents that have been assessed by the MFI accordmg
to MFI pohcles and procedures AddItionally, management must take care that the money
actually reaches the borrowers, IS secure agamst fraud and robbery, that the MFI IS secure
from mSIde borrowmg, that the MFI has a de1mquency management system m place, and
that there IS mimmum delay between the tIme credIt IS approved and dehvered

A number ofmeasures can be mstItuted to safeguard the chents and the MFI from
problems connected With loan dIsbursements

• Draft OffiCial Policy An offiCIal pohcy, embodIed m the MFI's 'Credit
Pohcles and Procedures Manual', must be adopted outlmmg procedures for
processmg and approvmg chents' apphcatlOns The pohcy must address Issues
hke who IS entItled to receIve loans, credIt hmIts, collateral reqUirements,
mterest rate and fee structure, the loan apphcatlOn process, loan repayment
terms and dehnquency management pohcy

• Improve EffiCiency The credIt officers and staff should ensure that a chent's
apphcatIon IS duly processed and approved m comphance With pohcy before a
dIsbursement IS made ThIS should be done WIth mmimum delay

• DiverSify Staff Involvement ResponsIble offiCials of the MFI other than the
loan or credIt officers should be mvolved m loan dIsbursements

• Rotate Staff CredIt officers and branch managers should be rotated from
tIme to time

• EstablIsh a Direct Deposit System Request borrowers to open bank
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accounts at a convement commercial bank, and make loan disbursements
directly via the borrowers' bank accounts

Procurement of FIxed Assets The accountant must ensure that there IS an accurate and
up-to-date record of all fixed assets To do this, accounts are created m the Chart of
Accounts for varIOus categones of fixed assets, e g Motor Vehicles, EqUIpment,
Furniture, Fixtures and Flttmgs, Computers, BUIldmgs, etc Then, whenever a fixed asset
IS purchased, an appropnate entry IS made m the cash book

Motor vehIcles (asset account)

Cash m bank (asset account)

Debit
8,000,000

CredIt

8,000,000

DetaIls of the purchase should be entered m the vehIcle file and FIxed Assets RegIster

Internal controls must be establIshed to guard agamst fraudulent acqUIsItIOns and use
Management and the accountmg staff must ensure that fixed assets are acqUIred WIth
proper authonty, that they are properly accounted for and recorded, that they are
mamtamed and used only for MFI busmess purposes When It IS time to ehmmate a fixed
asset, dIsposal must be properly authonzed and the proceeds accounted for and recorded

Management should conSIder domg the followmg

• Ensure that there IS a budgetary process that would form the baSIS of
authonzmg the InItIatIOn of the procurement process and transactIOn

• Ensure that there IS a documented procurement pohcy m place and that It IS
followed

• DetaIl m the procurement pohcy the formatIOn of a procurement committee
and outlme ItS responsIbIlItIes

• Include safeguards m procurement polIcy, such as a reqUIrement that there be
authonzatton at the Board level for purchasmg fixed assets outSIde the budget

• Label all fixed assets legIbly and mdehbly

• Create a fixed assets regIster hstmg the followmg mformatton asset type,
descnptton (model, brand, color), senal number, asset number, date of
purchase and purchase pnce, suppher, locatIOn and officer m charge ofthe
asset See 4 4 for a sample fixed assets regIster

• Inspect fixed assets regularly, comparmg what IS found WIth the fixed assets
regIster A responsIble offiCIal who IS not mvolved m the procurement or
recordmg process of fixed assets should do thIS once or tWIce a year
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• Estabhsh a documented pohcy regardmg the dISPOSal or wntmg off of fixed
assets The pohcy can specIfy the value over whIch dIsposal must be approved
by the Board As an example, an asset valued at USh500,OOOI- or more would
have to be consIdered by the Board or semor level management

Purchases of supplIes (statIOnery and other consumables) The accountant must
ensure that there IS an accurate record of all supply expenses m the books of the MFI On
the baSIS of aVailable source documents, make appropnate entnes m the books of ongmal
entry When payment IS made for a purchase, an entry would be made m the nght SIde of
the cash book by credltmg cash and debltmg office statIOnery Ifpayment IS not made
Immediately but the MFI has taken posseSSIOn of the supphes, then an entry would be
made m eIther the purchases Journal or m the general Journal The office statIOnery
account would be debIted and the suppher of the statIOnery would be credIted When the
payment IS made, an entry would be made m the cash book by debltmg the suppher of
stationery and credltmg cash

Agam, the objective of mternal controls IS to guard agamst fraudulent acqUISItIOns and
mIsuse Goods and servIces should be ordered only m the quantity and quahty needed,
and at the best terms avaIlable All Items must be properly requlSltIOned Be sure that all
receIved goods are mspected, all mVOIces are checked agamst authonzed purchase orders
and the suppher's dehvery notes, and that the Items are m good condItion at dehvery
Record all goods and serVIces properly and promptly

• Estabhsh a procurement pohcy that detaIls procedures for reqUISItIon of goods
and servIces, mcludmg the procedures for obtammg tenders and competitive
bIds

• Be sure that all goods and servIce procurements fall wlthm the budgetary
control system

• SpeCIfy the personnel who are responSIble for the requlSltIOn of goods and
servIces

• Use pre-numbered order forms and keep them m safe custody Also, be certain
that all goods receIved are recorded on pre-numbered 'receIved' notes

• All goods must be mspected for condItIOn, pnce, quantIty and agreement WIth
the order, and then counted on receIpt A responSIble offiCial should
acknowledge tills exerCIse

• There must be a procedure for dealmg WIth rejected goods or servIces

• InVOIces should be checked for arIthmetical accuracy and pncmg, and agreed
WIth the local purchase order and the goods receIved notes

• Payment, whIch should be by cheque, must be made after all these procedures
are carned out
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• ResponSlblhtles for bookkeepmg should be vested m officials separate from
those responsIble for the ordermg and recelvmg of goods or the mspectiOn of
servIces

Payroll Every MFI has employees and therefore needs to mamtam a payroll The payroll
process not only mvolves lssumg paycheques, but also mvolves wlthholdmg a portiOn of
all employees' salanes for PAYE, NSSF, and, dependmg on MFI polIcy, salary advances

For most MFIs, payroll represents the largest of all busmess costs The accountmg
department must ensure that the expense level IS accurately establIshed and the
deductiOns from mdlvldual salarIes are properly recorded

• Mamtam a payroll account WIth mne columns These columns should be
labeled as employee name, baSIC salary, allowances, gross salary, PAYE
deductiOn, NSSF deductiOn, advances, net pay, and SIgnature See sectIOn 5 5
for a sample payroll account

• Fdl m the names and partIculars for all staff as adVIsed by the personnel
department

• Obtam mformatIOn from accounts relatIve to staff advances, If any

• Calculate PAYE and NSSF deductIOns

• Work out net pay and enter the detaIls on a salary slIp for each employee

• On payday, have cheques wrItten out for each employee and have each
employee SIgn for hIs or her cheque If possIble have all salanes paId dIrectly
through the bank

• Issue each employee a copy salary slIp detaIlmg net pay calculatIOns

• The total of the net pay column must be debIted to the salarzes and wages
account and credIted to cash m bank m the cash book

• Prepare a cheque payable to Uganda Revenue Authonty for the total deducted
PAYE DebIt the salarzes and wages account and credIt cash m bank m the
cash book

• Prepare a cheque payable to the NSSF for the total of all NSSF payroll
deductIOns plus employer's contnbutIOn DebIt the salarzes and wages account
and credIt the cash m bank account

• Transfer the total of all advances paid that month to the debIt SIde of the
salarzes and wages account

Internal controls must be establIshed to guard against payroll fraud PolICIes and
procedures should be establIshed that ensure that wages and salarIes are paid only to
actual employees at authonzed rates of pay, and that salarIes and wages are computed m
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accordance WIth actual work records (attendance, time sheets, output, etc) A number of
measures can help to reduce the nsk ofpayroll fraud

• Keep separate records for each employee

• Draft a personnel polIcy that addresses Issues lIke salary advances, leave pay,
allowances, overtime, and bonuses

• Create a work record system that reveals employee absences ThIS could be a
sign-m/sign-out book or time cards

• Semor management (who IS not mvolved WIth payroll preparatIOn) should
check and approve payroll each pay penod

• RegIster wIth the NSSF and the URA-PAYE Departments Note that these
deductIOns are statutory and It IS an offense If deductIOns are not made and/or
If they are made and not remItted DeductIOns should be made promptly and
by cheque

• Pay all salarIes by cheque or dIrect bank depOSIt

• Conduct mdependent comparIsons of payrolls for dIfferent months, and
mvestIgate vanances promptly

PerIodIC Payments It IS Important that proper accountmg procedures are used for
payments of penOdIC bIlls such as telephone, water, electncIty, etc The accountmg staff
must mamtam proper records of all bIlls and ensure that all bIlls m a gIven penod are
entered m the books of account Each month these payment entrIes should be posted to
the ledger

Example A water bIll for UshI20,000/- has been receIved Payment has been authonzed
and a cheque wntten An entry IS made m the cash book The cash book category water
expenses IS debIted for UshI20,000/-, and cash En bank has been credited The cheque IS
then sent to National Water and Sewerage CorporatIOn and the bIll IS settled

Water expenses
Cash m bank (asset account)

DebIt
120,000

CredIt

120,000

Internal controls are essential to ensure that the MFI IS correctly bIlled for servIces
consumed In the penod In questIOn ReqUire that currents bIlls are regularly compared
WIth prevIOUS payments, and check to be sure that all preVIOUS payments were credIted by
the servIce proVIder For addItIOnal secunty, pay all bIlls by cheque See sectIOn 4 6 Cash
book - The Payments SIde for a sample cash book record of payments
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3.4 END OF ACCOUNTING PERIOD JOURNAL ADJUSTMENTS

Certam transactIOns take place m an organIzatIOn WIthOut ImmedIate exchange of cash
These are not normally mcluded m the books of account durmg the accountmg perIod
Also, at the end of an accountmg perIod, adjustments of some account balances m the
ledger must be made before the financIal statements can be prepared In order to make the
financIal records complete, It IS necessary to mclude all such transactIOns and adjustments
and to make approprIate adjustments to the ledger balances ThIS accountmg procedure IS
called end ofaccounting perlOdJournal adjustments

To exclude such adjustments would render the accounts records mcomplete and the
finanCIal statements mIsleadmg The Balance Sheet must contam all assets, lIabIlItIes and
capItal at the close of busmess on the last day ofthe accountmg perIod The P&LII&E
Acct must contam all the revenue and expenses applIcable to the perIod covered but must
not contam any revenue or expenses relatmg to the followmg penod

End of accountmg penod Journal adjustments mclude

• Accruals

• Prepayments

• Loan losses

• Wnte off of bad debts

• DepreCIatIOn

• Error correctIons

• Adjustments to capItal and deferred revenue grants

• Interest mcome due to stakeholders

Each WIll be covered m detaIl

Accruals Accrual accountmg IS the process of recogmzmg revenue m the penod m
whIch It IS earned and deductmg the expenses mcurred m generatmg thIS revenue Smce
these expenses have been mcurred, and the revenue has been earned, there IS a need to
record them m the books

Adjustment entrIes are made at the end of each accountmg penod to record any expenses
that have been mcurred but have not been recogmzed elsewhere m the accounts An
example IS a penodIc expense lIke rent or telephone for whIch bIlls have been receIved
but not paId by the closmg date Another example IS recogmzed mterest on borrowed
money

There could also be mcome that has been earned but not yet receIved and therefore not
recorded by the tIme financIal statements are prepared However, for MFIs It IS correct to
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recogmze receIvable mterest (mcome) when It IS actually receIved, rather than to accrue
It

The accountmg ObjectIve IS to ensure that revenue IS matched With the related expenses
mcurred m obtammg that revenue After ascertaImng the varIOUS mcurred expenses and
earned revenues, make the necessary book entnes m the general Journal Assume a
calendar year accountmg penod for all examples below

Example On 23 December the MFI receIves a telephone bIll ofUShI25,000/- for the last
two months of the financial year The MFI does not pay the bIll until January (m the next
financial year) ThIS telephone bIll must be accrued m the year to whIch It relates In thIS
case It IS the telephone bIll payable for November and December

Telephone/faxes (expense account)
UP&TC (accounts payable)

DebIt
125,000

CredIt

125,000

Internal controls related to accruals should ensure that the expenses or the mcome have
been properly accrued The accountmg staff should be careful that all Journal entnes are
supported by authentIc source documents that are properly checked and filed The Journal
entnes must be approved by a semor offiCIal m the accounts department before bemg
posted to the ledger

Prepayments These are payments that have been made m advance for Items that spread
across two accountmg penods Two examples are rent and msurance At the end of the
accountmg penod, a portIOn of these two servIces WIll have expIred or WIll have been
consumed, but another portIOn wIll remam unused The portIOn of the expendIture that
has expIred IS an expense of the current penod The unused portIOn of the rent or
msurance represents an asset at the Balance Sheet date, and wIll not become an expense
untIl a later accountmg penod A penod-end adjustment IS necessary to establIsh the
expense for the penod and the prepayment for the next accountmg penod

Example At the begmmng ofNovember the MFI buys a comprehenSIve msurance polIcy
for ItS vehIcles renewable every year at a premIUm ofUSh3,000,000/- per year On
average the premIUm IS USh250,000/- per month The accountant made the followmg
entry m the cash book m November to account for the msurance payment

Prepaid msurance (asset account)
Cash m bank (asset account)
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DebIt
3,000,000

CredIt

3,000,000
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By 31 December, two months ofthe msurance polIcy would have expIred and would
constItute an expense for the current penod Therefore, at the close of the accountmg
penod the followmgJournal adjustment needs to be made to record the msurance expense
for the current penod

Insurance expense (expense account)
PrepaId msurance (asset account)

DebIt
500,000

CredIt

500,000

ThIS adJustmg entry serves two purposes It apportIOns the proper amount of msurance
expense for the current penod and It reduces the asset account (the prepmd msurance
account) to the correct amount ofprepmd msurance (unused) that would appear on the 31
December Balance Sheet

Loan Loss ProvIsion Loan Loss Expense and Loan Loss ProvIsIOn are accountmg
entnes whIch represent the amount ofoutstandmg pnnclpal that IS not expected to be
recovered by the MFI The amount ofprovlSlon IS a management declSlon normally based
on histoncal mformatIOn regardmg loan default and agmg analysIs and accordmg to the
polIcy of the MFI An agmg analysIs should be calculated penodically to determme
whether a loan prOVIsIon needs to be made or adjusted

The accountant's objectives are to ensure that the prOVlSlon has been gIven proper
treatment 10 the books of account The provIsIOn IS made 10 the general Journal

Example Assume a loan portfolIo ofUSh250ml- and a loan loss provIsIon of 5%
(UShI2,500,000/-) An entry needs to be made and posted to the general ledger as
prOVISIon for loan loss at the end of the year

Loan loss expense (expense account)
Loan loss prOVlSlon (negative asset account)

DebIt
12,500,000

CredIt

12,500,000

The loan loss provIsIOn IS reflected as a deduction from the loan portfolIo asset on the
Balance Sheet ThIS serves to reduce the outstandmg loan portfolIo to ItS estimated
realIzable value 10 the Balance Sheet The loan loss expense IS a cost that WIll reduce
profit/surplus 10 the P&L/I&E account

Internal controls must be establIshed to ensure that adequate loan loss provlSlon has been
made One way to be certam of thIS IS to do an agmg analySIS ofthe loan portfolIo each
month
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Write-off of Bad Loans MFI management should have a documented polIcy for wntmg
off loans ThIS polIcy should address processes such as adequate VIsItatIon and
commUnIcatIon between the borrower and the MFI, and legal procedures such as court
actIOn MFI polIcy should also speCIfy the semor management responsIble for revIewmg
and authonzmg loan WrIte-offs

A wnte-off WIll take place accordmg to MFI polIcy when It IS determmed that certam
loans cannot be recovered Wnte-offs only occur as an accountmg entry and do not mean
that loan recovery efforts should not contmue

Example Assume that the MFI has learned that a loan ofUSh500,0001- from Customer X
IS unhkely to be recovered An entry must be made m the general Journal to account for
thIs loan

Loan loss prOVIsIon (negatIve asset account)
Loan portfolIo (asset account)

DebIt
500,000

CredIt

500,000

Also, show the WrIte-off m the subSIdiary ledger on the account of Customer X

In thIS case, the accounts m the general ledger that WIll be posted are both Balance Sheet
accounts The profit and loss account IS not affected smce thIS WrIte-off was covered m
the earlIer entry provIdmg for loan loss As a result, the net portfolIo IS left unchanged on
the Balance Sheet smce the loan loss prOVISIOn has already been made If the loan loss
proVISIon IS too low relatIve to the value of Irrecoverable loans, then It needs to be
mcreased through makmg a proVISIOn for loan losses on the profit and loss account

DepreCiatIOn The recorded costs of fixed assets are gradually expmng With the passage
of tIme Before finanCial statements are prepared, the finanCIal records of the MFI must
be brought up-to-date With respect to depreCiatIOn Accountmg polIcy and procedure must
ensure proper accountmg for depreCiatIOn

Example A vehIcle IS purchased for USh8,OOO,OOOI- ThIS vehIcle Will have a useful lIfe
of 5 years and a salvage value ofUSh2,OOO,OOOI- Usmg the straIght lIne mf'thod of
deprecIatIOn, the amount would be UShl,200,OOOI- per annum (8m less 2m = 6m dIVIded
by 5 = 12m) After deternllmng the amount of depreCiatIOn, an accountmg entry IS made
m the General Journal

DepreCiatIOn expense/motor vehicles (expense account)
Accumulated depreCiatIOn account (negative asset
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Debit
1,200,000

Credit

1,200,000
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The depreCiatIOn expense wIll be reflected m the P&L or I&E account and the
Accumulated DepreCiatIOn Account wIll appear as a negatIve asset (a deductIOn) m the
Asset sectIOn of the Balance Sheet under the approprIate fixed asset account Acceptable
practIce IS to show fixed assets at theIr net book value, 1 e net of accumulated
depreciatIon

Unhke the loan reserve account, the accumulated depreCiatIOn account IS not mtended to
reduce the fixed assets account to reahzable value but merely to show what portIOn of the
orlgmal cost has expired and therefore been expensed

Error CorrectIOns At dIfferent stages m the accountmg cycle, errors m the accountmg
process can be made If there are sufficIent m-bUIlt controls m the system, errors should
be detected There are accountmg procedures to correct these errors

Example Acomputer operator of the MFI requlSltIOns for computer statIOnery costmg
USh500,OOOI- Suppher A makes the dehvery and IS paid The bookkeeper erroneously
makes the folloWIng entry In the cash book

Staff salarIes
Cash

DebIt
500,000

CredIt

500,000

At the end of the accountIng perIod, the semor accountant checks and analyzes the
varIOUS ledger accounts S/he dIscovers the error S/he cannot cross out the error In the
cash book but wIll mstead make the folloWIng entry 10 the General Journal

Computer statIOnery
Staff salarIes

DebIt
500,000

CredIt

500,000

ThIS entry corrects the error preVIOusly made m the cash book by debltmg computer
statIOnery mstead of staff salarIes

Adequate mternal controls should ensure that error correctIOn IS done properly Have a
semor accountant not mvolved m record keepmg or an mternal audItor check the dIfferent
stages of the audIt traIl ReqUire approval oferror correctIOns before postmg them to the
General Ledger

Adjustments to CapItal and Deferred Revenue Grants InternatIOnal Accountmg
Standard 20 recommends that some types of grants be recogmzed m the P&L/I&E
Statement on a systematIc and ratIOnal basIs over the perIods necessary to match them
wIth the related costs CapItal grants related to depreCiable assets are allocated to mcome
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over the penod and m the proportIOns m whIch depreciation on those assets IS charged
LikeWise, grants that are related to operatmg expenses should be recogmzed m the penod
m wInch the related costs are mcurred

InternatIOnal Accountmg Standard does not comment on grants for loan funds The CMF
recommends that Imtially they be treated as capItal and therefore not allocated to mcome
When loans made agamst that grant are found to be mecoverable, they wIll be wntten off,
and the Loan Fund CapItal Account reduced by the same amount

We present three examples of adjustments for three major types of grants

Example One - Grant for FIxed Assets A capItal grant ofUSh50,000,0001- IS gIven for
the purchase of motor vehIcles Assummg a useful hfe of 10 years, no salvage value and a
straIght-hne method of depreCiatIOn, the followmg entrIes WIll be made m the MFI's
records The first entry denotes the grant receIved for the purchase of the vehIcles

Cash m bank (asset account)
CapItal grant (capItal account)

DebIt
50,000,000

CredIt

50,000,000

A second entry IS made mdicatmg the actual purchase of the motor vehIcle accordmg to
the grant agreement

Motor vehIcles (asset account)
Cash m bank (asset account)

DebIt
50,000,000

CredIt

50,000,000

These entnes are made at the time the grant IS receIved and the purchase made by the
MFI Refer to the ReceIpts and Payment<;; sectIOns of thIS gUIdelme They are repeated
here for the sake of clanty

Contmumg WIth thIS example certam adjustments need to be made at the end of the year
FIrst, an adjustment must be made m the general Journal From the mformatIOn above,
depreCIatIOn would be Ush5 000,000/- per year The first adjustment IS prOVISIOn for
depreCIatIOn of the motor vehIcle

DepreCIation expense (expense account)
Accumulated depreCiatIOn (negatIve asset account)
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DebIt
5,000,000

CredIt

5000,000
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The second adjustment IS a transfer of a portIOn of the grant to the profit and loss account

CapItal grant (r .lpital account)
Grant revenue account

DebIt
5,000,000

CredIt

5,000,000

These two entrIes would be made every year for the lIfetIme of the motor vehIcles In thl'>
case, the entrIes would be made each year for ten years

Example Two - Grant for OperatIOns A grant ofUsh50,000,0001- has been gIven to
cover the salary of an adVIsor In the cash book, an entry needs to be made as a record of
the receIpt of these funds Note that the entry IS made at the tIme the grant money IS
receIved

Cash m bank (asset account)
Deferred mcome (lIabIlIty account)

DebIt
50,000,000

CredIt

50,000,000

For two years the adVIsor IS paid Ush2,000,000/- per month and the balance IS to be paid
as gratUIty at the eXpIratIOn of the contract The followmg entry IS made when payment IS
actually made to the adVIsor

AdVIsor salary
Cash m bank (asset account)

DebIt
2,000,000

CredIt

2,000,000

Assummg that the calendar year IS used as the MFI's accountmg penod and that the
payment began m January, the accountant must make the followmg adjustment entry m
the books at year-end

Deferred mcome (lIabIlIty account)

Grant mcome (revenue account)
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DebIt
24,000,000

CredIt

24,000,000
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The advIsor s salary for the entire financial \ t::ar I~ allocatu.! dt till Lnd \l\ tIll.. 1111 LIlLI ,I
year to the grant Income account from the deferrLe.llllLomL dU.. \llllll I hi,> ddlll,>ll1llnlll l l \

IS made at every year-end until the grant L\.pl1 L'>

Example Three - Grant for Loan Fund~ '\ gl ant of Ush 150 000 ()()() I'> Illl 1 \ ul h" 1 ~

loan fund As loans are given out saIne clIents default and theIr loan~ dll 111 It Il LOVULe.!
ThIS means that the loan fund reduce~ In llloney value and thiS reductIOn lllll,>t Ill,

reflected In the accounts to sho\\- the realIty of the situation

The entIre senes of accounting enttlL~ relatIve to thIS grant IS shown below On receIpt of
the grant an entry IS maca III the ca~h book, as demonstrated In the receIpts section of
these gUidelines It IS repeated here for the sake of clanty

Cash In bank (asset account)
Loan fund grant (capItal account)

As the MFI makes the loans, thiS entry IS made

Loan portfolio (asset account)

Cash In bank (asset account)

DebIt CredIt

150,000,000
150,000,000

DebIt Credit

150,000,000
150000,000

When some of the clients repay the pnncipal amount, the follOWing entry IS made

Cash m bank (asset account)

Loan portfolio (asset account)

When these same clients pay mterest and fees

Cash In bank (asset account)
Interest/fees on portfolIo (revenue account)
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Debit
75,000,000

DebIt
11 250,000

CredIt

75,000,000

Credit

11 250 000
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\\ h\..ll tl1\.. 1\11 [ ll1dh\..,> el pro\I<,lOn tOl loan losses

[ "dn 10'>'> (\..\.pln,>\.. dccount)

[ udn 10'>'> pnn l'>lon (nlbdtl\ \.. cl,>'>Ll account)

DebIt

7500 000
CredIt

7,500 000

!\Jutc thelt thc IOcln 10<,'> prO\ lSlon I'> a negatIve as<;et account that IS set off agamst the loan
pOI tJoho

When the MJ I n:cog11l7eS that some loans are Irrecoverable (totalmg Ush3,000,0001-),
thIS entry IS made

Loan loss provIsIOn

Loan portfoho

DebIt

3,000,000
CredIt

3,000,000

To reflect the reductIOn of the loan portfolIo m money terms, the followmg entry IS made

Loan fund grant (capItal al.count)

Grant revenue account

DebIt

3000,000
CredIt

3,000,000

Note that some MFIs wIll opt not to make thIS last entry and m thIs ca~e the fund IS left
mtact ThIS IS a conservatIve approach but does not stnctly reflect the reahty of the
reductIOn m the value of the loan fund

Internal controls should be m place to ensure that appropnate adjustments are made at the
end of the accountmg penod Before they are posted to the general ledger, a semor staff
member who has proper understandmg of the nature and condItIOns of the grant should
approve all Journal adjustments

Adjustments for mterest mcome due to stakeholders In some cases grants are gIven
WIth a reqUIrement that the MFI repay any earned mterest on funds not put to ImmedIate
use e g m the form of deferred revenue In that case the MFI mu~t properly account for
thIS mterest mcome and pay It to the stakeholder Earned mterest IS reflected m the bank
statements The bank should advIse the MFI VIa a credIt note for the amount earned
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Example Assume that the mterest earned on unused grant funds IS USh600,000/- The
followmg entry must be made m the general Journal as a record of the mterest earned on
the grant

Cash m bank: (asset account)
Accounts payable/mterest due

DebIt

600,000
CredIt

600,000

When the mterest IS actually paId to the stakeholder, the followmg entry IS made

Accounts payable/mterest due

Cash m bank: (asset account)

DebIt
600,000

CredIt

600,000

Internal controls should be estabhshed that Will ensure that stakeholders are paid only
what IS due to them Open separate accounts for all grants reqmnng the repayment of
earned mterest See sectIOn 4 7 for a sample of the general Journal mcludmg earned
mterest

3.5 0 PREPARATION OF FINANCIAL STATEMENTS

It IS the responsIbIhty of the accountmg staff to prepare financIal statements that are
correct, understandable and admISSIble for all users Fmanclal statements used by
outsIders must be m accordance WIth the InternatIOnal Accountmg Standards Semor
management should estabhsh reaSOlll'lble deadhnes for the preparatIOn and SUbffilssion of
financial statements, and the accountmg staff should ensure that the statements are
prepared m a timely manner Accountmg procedures can be outhned as follows

• Prepare the tnal balance from the general ledger

• Close and transfer all revenue and expense account balances to the P&L/I&E
statement

Please note that all revenue accounts have credIt balances and expense accounts have
debIt balances By transferrmg the balances from the revenue and expense accounts to the
profit and loss statement, the accounts are effectIvely closed Thus, all revenue accounts
are debIted and the profit and loss statement IS credIted LIkewIse, all expense accounts
are credIted and the profit and loss statement IS debIted
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Example One - Revenue Account

Interest on loans
Profit and loss account
Bemg the clOSIng off of the Interest on loan revenue
account to the profit and loss account

DebIt
70,000,000

CredIt

70,000,000

All revenue accounts would be closed off to the profit and loss statement In a sImIlar
manner

Example Two - Expense Account

Profit and loss account
SalarIes and benefits

BeIng the clOSIng off of the salarIes and benefits
expense account to the profit and loss statement

DebIt
30,000,000

CredIt

30,000,000

All expense accounts would be closed off to the profit and loss statement In a sImIlar
manner

• On the P&LII&E statement, deduct expenses from revenue ThIS results In net
surplus or deficIt (profit or loss) Transfer It to the Balance Sheet as net
surplus/(deficIt) - current year

• Transfer the balances on the balance sheet accounts to the approprIate sectIOns
of the Balance Sheet

See Flow Chart 1 In SectIOn 22 for the relatIOnshIp between the P&L/I&E Statement and
the Balance Sheet See a sample Balance Sheet In 5 3 The Balance Sheet, and a sample
profit and loss statement In 5 4 The Profit and Loss Statement

Please note that at the end of the accountIng perIod, after transferrIng all balance sheet
account balances to the Balance Sheet, the accounts In the general ledger are ruled off to
mark the end of the current perIod and the begInrnng of a new perIod
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• Prepare notes

• Accountmg Pohcles of the MFI

• Schedule of deprecIatIOn of fixed assets that shows the fixed assets at
cost, the accumulated depreCiatIOn, any dIsposals and the book value
of fixed assets

• Any schedules that support the figures m both the Balance Sheet and
the P&L/I&E Statement

• Other mformation that WIll make the finanCIal statements
comprehensIble

• Present the Fmancial Statements to the users

• From the prepared Balance Sheet prepare an opemng Tnal Balance The
balances from the Balance Sheet form the opemng balances for the next
accountmg penod

Internal controls must be estabhshed so that finanCIal statements are accurate and
complete, and that the statements are tImely

Management should ensure that the accountmg department IS adequately staffed WIth
people With the reqUIred skIlls The process ofpreparmg the finanCial statements should
be adequately supervIsed at every cntIcal stage For addItIonal control, have the finanCIal
statements audIted
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CHAPTER 4: TABLES

4 1. LEDGER ACCOUNT

Ledger account Cash m Bank AlCNo 101

Date ExplanatlOn Ref DebIt CredIt Balance
1 1 97 Balance B/F from 1996 2,500,000 2,500,000

VarIous bankmgs made m
31 1 97 January per cash book CBl 301,000,000 303,500,000

VarIOUS payments made m
31 1 97 January per cash book CB2 165,490,000 138,010,000

42: DEBIT & CREDIT EFFECTS ON ACCOUNTS

Effect of debIt & credIt on dIfferent categorIes ofaccounts

GeneriC account A debit to an A credIt to an Normal balance
category account will account will will be
Revenue - Decrease + Increase CredIt
Expense + Increase - Decrease DebIt
Asset + Increase - Decrease DebIt
LIabIlIty - Decrease + Increase CredIt
CapItal - Decrease + Increase CredIt

The Center for MIcroenterpnse Fmance, Kampala, Uganda 44



4 3 CASH BOOK - THE RECEIPTS SIDE

DebIt Bank CredIt the Various Sources of Funds

ClIents'
CapItal Capital Capital (Loan Deferred Interest Loan Savmg's

Date Particulars Amount (Owner's) (Grant) Fund) Revenue Income PortfolIo Deposl1ts

Bemg receIpt of check no xx from

2197 DIrector A as own contnbutIOn 50,000,000 50,000,000

Bemg grant ofUSh250,000,000 for the
loan fund, purchase ofMV and

5197 payment of salary to AdVIsor 250,000,000 50,000,000 150,000,000 50,000,000

Bemg bankmg of cash from vanous
borrowers as loan repayments as per
dally cash receIpt summary (see daIly

cash receIpt summary file) and bank

10 I 97 pay-slIp (see bankmgs file) 2,500,000 2,500,000

Bemg bankmg of cash from varIOUS
borrowers as mterest mcome per dally
cash receIpt summary (see dally cash

10 1 97 receIpt summary) 600,000 600,000

Bemg bankmg of cash from VarIOU'i
clIents as savmgs depOSIts per daIly

15 I 97 cash receIpt summary 600,000 600,000

Bemg check no XX from Central Bank

30197 as mcome on 90 day Treasury BIll 1,000,000 1,000,000

Totals 304,700,OPO 50,000,000 50,000,000 150,000,000 50,000,000 1,600,000 2,500,000 600,000
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4 4: FIXED ASSET REGISTER

Asset Senal
Descnptlon Number/
(model Asset Date of Purchase Officer Disposal DepreciatIOn DepreciatIOn DepreciatIOn DepreciatIOn DepreciatIOn

Asset Type Number brand, color) Number Purchase Pnce Responsible LocatIOn Proceeds Year 1 Year 2 Year 3 Year 4 Year 5
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4.5: PAYROLL

Housmg Total

Name Basic Pay Allowance Others Gross Pay PAYE NSSF Advances DeductiOns Net Pay SIgnature
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4.6. CASH BOOK - THE PAYMENTS SIDE

CREDIT DEBIT

Motor VehIcle

Loan SalarIes and Office supplIes/ Runmng

Date PartIculars Bank Petty Cash DIsbursements Wages office expenses FIxed Assets StaffAdvances Expenses

2197 Bemg creatIOn of petty cash fund 500000 500,000

3 197 Belllg varIOUS payments from petty cash (282000)

Fuel for field vehIcles 35000

Office expenses sugar 5000

Office supplIes 37,000

Casual labor 85000

Staff advance 120000

7197 Belllg record of loans to varIOU:' borrowers 150000000 150000000

20197 Bemg purc\lase of new motor vehIcles 50000000 50000000

21 1 97 Belllg purchase of statIOnery 450000 450000

28197 Belllg salary cheque for net pay (see payroll) 4500000 4,500000

29197 NSSF deductIons and MFI s contnbutIon 900000 900000

29197 Belllg PAYE deductIOns remItted to URA 1020000 1020000

Totals 207370000 218000 150000000 6505000 492000 50000000 120000 35000
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47· THE GENERAL JOURNAL

Date Account TItles and ExplanatIOn LP DebIt CredIt
31 1297 Telephone expense 12 125,000

Accounts payable 24 125,000
Bemg accrued telephone expense for the month of Nov and Dec See bIlls file

31 1297 Interest revenue receIvable 15 10,000
Interest revenue 30 10,000

Bemg mterest revenue earned for the month of December

31 1297 Loan loss expense 35 12,500,000
Loan loss proVISIOn 40 12,500,000

Bemg provISIOns for loan loss III 1997

31 1297 Loan loss proVISIOn 40 500,000
Loan portfoho 14 500,000

Bemg wnte-off of a loan

31 1297 Loan fund capItal 15 500,000'
Revenue account (Grants) 26 500,000

Bemg loan wntten off agamst ongma1 fundmg

31 1297 DepreCiatIOn expense - motor vehIcles 31 1,200,000
Accumulated depreCIatIOn - MV 37 1,200,000

Bemg proVISIOn for depreCiatIOn for MV for 1997

31 1297 Insurance expense 24 500,000
Prepaid msurance 12 500,000

Bemg record of msurance expense for 1997

31 1297 Computers statIOnery 23 500,000
Staff salanes 17 500,000

Bemg correctlon of error preVIOusly made m cash book

The LP (ledger page) Just to the left of the debIt column IS left blank at the tIme of makmg a Journal entry "W'hen the debIts and
credIts are later posted to the ledger accounts, the page numbers of the ledger accounts are lIsted to prOVIde a converuent cross-
reference WIth the ledger
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CHAPTER 5: APPENDICES

Petty Cash

Cash m Bank

Short term mvestments (deposIts)

__ Prepayments

Loan portfoho

Long term mvestments

FIxed assets (one for each class of asset)

(Accumulated depreciatIon)

105

106

107

108

5.1: CHART OF ACCOUNTS

ASSETS

101

102

103

104

LIABILITIES

201

202

203

204

205

Short-term borrowmg

Chent savmgs

Long-term debt (commercial)

Long-term debt (concessIOnary)

Restncted/deferred mcome

CAPITAL

301

302

303

304

305

Loan fun~Ital

Grant capItal (fixed assets)

Owner's capItal

Retamed net surplus/(deficIt) pnor

Current year net surplus/(deficIt)
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REVENUE

401

402

403

404

405

EXPENSES

501

502

503

504

505

506

507

508

509

510

511

512

513

514

515

516

517

Interest on portfolIo

Fees/servIce charges

Interest on mvestments

Grantmcome

DonatIOns and fundraIsmg

Interest paId on short-term borrowmgs

Interest paId on long-term debt

Interest paId on clIent savmgs

Loan losses

SalarIes and benefits

Telephone and faxes

CourIer/postage

Rent

UtIlItIes

DeprecIatIon

Bank charges

AdvertIsmg and promotIon

Insurance

SupplIes

Mamtenance

Travel and accommodatlOn

Legal fees
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518

519

520

521

AudItor's fees

Computer statIOnery and mamtenance

Volunteer expenses

MIscellaneous
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5.2 PROCEDURE FOR PREPARING BANK RECONCILIATIONS

The balance shown on the monthly statement from the bank WIll usually not agree With
the balance of cash shown on the deposItor's accountmg records The bank Will not yet
have recorded certam transactions recorded by the deposItor The most common examples
are

• Outstandmg cheques These are cheques wntten by the customer (m thIS case,
the MFI) and deducted m the MFI's records but not yet presented to the bank
for payment and deductIOn

• DepOSIts m tranSIt

• UnaccredIted remIttances or lodgments

The customer has not yet recorded transactIOns that may appear on the bank statements

Examples are

• Bank charges and commISSIons

• Standmg orders

• Duect credIts e g from mvestors or donors

In some cases, bank reconCIlIatIOn WIll be completed after such Items as outstandmg
cheques, depOSIts m tranSIt and mIscellaneous bank charges have been taken mto account
Other cases may reqUire the correctIOn of errors by the bank or by the customer to
complete the reconCIlIatIOn

Procedure

• Check that all depOSIts m tranSIt lIsted m last month's bank reconCIlIatIOn
statement are mcluded m the current month's bank statement

• Compare the depOSIts lIsted on the bank statement WIth the depOSIts shown m
the MFI's records on the left hand SIde of the cash book Place check/tick
marks m the MFI's cash book and on the bank statement beSIde the Items
whIch agree Any unchecked Item m the MFI's cash book of depOSIts are
depOSIts not yet recorded by the bank and should be added to the balance
reported by the bank

• Be sure that the cheques lIsted as outstandmg m the bank reconCIlIatIOn for the
precedmg month have been paid m the current month If not, such cheques
should be lIsted as outstandmg m the current reconCIlIatIOn

• Check the payment SIde of the cash book and compare each cheque WIth the
correspondmg entry m the bank statement As m the above exerCIse, place a
check mark agamst each payment that appears m the bank statement when the
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cheque number and the amount agree Unmarked cheques are then lIsted III the
bank reconcIlIatIOn as outstandIng cheques to be deducted from the balance
reported by the bank

• Deduct from the balance In the MFI's records any standIng-order payment that
was paId by the bank but not recorded by the MFI

• Add to the balance per the MFI's records any credIt recorded by the bank but
not yet recorded by the MFI

• Prepare the bank reconcI1IatInn statement, as Illustrated below

• Make Journal entnes for any valId Item on the bank statement has not yet been
recorded In the MFI's cash book

Sample Bank ReconCIlIatIOn Statement

Balance per bank statement

Add deposIts In tranSIt (uncredIted lodgments)

xxxxxxx

Item
X
X

Subract outstandIng cheques
Cheque number Payee

Xxxx xxxx
Xxxx xxxx
Xxxx xxxx

Amount
xxxxx
xxxxx

Amount

xxxxx
xxxxx
xxxxx

xxxxxxx
Total

xxxxxxx
Total

Add bank charges not yet recorded In the MFI cash book

Subract any other payments made dIrectly by bank on behalf of MFI

Balance In cash book

xxxxxxx
Total

xxxxxxx

xxxxxxx

The final total should match the total In the MFI cash book Any valId Item on the bank
statement, e g bank charges, commISSIons, or any other payment on behalf of the MFI
whIch has been IdentIfied In the process of reconCIlIatIOn, must be entered In the MFI's
cash book before the closure of the books for that penod
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5.3: THE BALANCE SHEET

ABC CREDIT PROGRAM
Balance Sheet at December 31, 1996 1995

ASSETS

Long Term Assets

FIxed assets (net book value) 50,000,000 60,000,000
Long term mvestments 50,000,000 50,000,000
Total Long Term Assets 100,000,000 110,000,000

Current Assets

Cash and bank balances 5,000,000 3,000,000

Short term deposIts 8,000,000 8,000,000

Net loan portfolIo 384,000,000 350,000,000

Total Current Assets 397,000,000 361,000,000

Current LIabIlIties

CommercIal loan 9,000,000 10,000,000

ConcessIonary loan 25,000,000 26,000,000

Deferred revenue 25,000,000 27,500,000

ClIent savmgs 20,000,000 15,000,000

Total Current LIabIlItIes 79,000,000 78,500,000

NET CURRENT ASSETS 318,000,000 282,500,000

TOTAL NET ASSETS 418,000,000 392,500,000

LESS LONG TERM LIABILITIES

CommercIal loan 9,000,000 10,000,000

ConcessIOnary loan 25,000,000 26,000,000

Deferred revenue 25,000,000 27,500,000

Total Long Term LIabIlItIes 59,000,000 63,500,000

NET WORTH 359,000,000 329,000,000

Fmanced by

CAPITAL

Loan fund capItal 220,000,000 220,000,000

CapItal grant (fixed assets) 20,000,000 30,000,000

Other capItal 30,500,000 30,000,000
Retamed profits (pnor years) 49,000,000 20,100,000
Retamed profits (current year) 39,500,000 28,900,000

359,000,000 329,000,000
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5.4 THE PROFIT AND LOSS STATEMENT

Profit and Loss Statement for December 31, 1996 1995
Ush Ush

REVENUE
Interest on loans 74,500,000 65,000,000
Fees and commISSIOns 15,000,000 10,000,000
Investment mcome 500,000 400,000
Total Revenue 90,000,000 75,400,000

FINANCIAL COSTS
Interest on debt 7,000,000 7,500,000
Interest on clIent's savmgs 1,000,000 500,000
Total FmancIal Costs 8,000,000 8,000,000

(Revenue less FmancIaI Costs =)

Gross Fmanclal Margm (less) 82,000,000 67,400,000
Loan Loss ProvIsion (equals) 2,000,000 1,500,000

NET OPERATING MARGIN 80,000,000 65,900,000

OPERATING EXPENSES
SalarIes and benefits 30,000,000 28,000,000
AdmIll1stratlve expenses 3,000,000 2,500,000
Office rent 4,000,000 4,000,000
Travel 500,000 450,000
DepreCiatIOn 10,000,000 10,000,000
Motor vehIcle runnmg expense 4,000,000 3,500,000
Motor<.,ycle runnmg expense 2,000,000 1,500,000
Telephone and faxes 600,000 650,000
Couner and postage 400,000 400,000
AudItor's fees 1,000,000 1,000,000
Total Operatmg Costs 55,500,000 52,000,000

(net margm less total costs equals)
Net Income from OperatIOns (Plus) 24,500,000 13,900,000
Grant Revenue (equals) 15,000,000 15,000,000
Excess of Revenue over Expenses 39,500,000 28,900,000
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55 GLOSSARY

The pnmary source for thIS glossary IS NIcola EllIot, BasIc Accountmg for CredIt and
Savmgs Schemes ThIS book IS aVailable m the CMF lIbrary

Accountmg Accountmg IS a serVIce that provIdes financIal mformatIOn about an
orgamzatIOn's economIC actIvItIes m a manner that wIll faCIlItate decisIOn-makmg
Bookkeepmg IS the record-makmg phase of accountmg

Accountmg perIOd The penod of tIme covered by financIal statements The accountmg
penod IS set to SUIt the needs of managers of the organIzatIOn best, and may vary between
orgamzatIOns Generally, the accountmg penod refers to one fiscal/financIal year, one
quarter (3 months) or one month

Accruals baSIS of accountmg ThIS IS when mcome IS recorded when earned and
expenses recorded when mcurred, rather than when actually receIved or paid

Assets PhysIcal thmgs owned by an mdlvidual or organIzatIOn mcludmg petty cash,
cash m bank, loan portfolIo, office eqUIpment, vehIcles, etc

AudIt (external) An mdependent exammatIOn and expreSSIOn of opmIOn on the accounts
and the underlymg records of an orgamzatIOn by an accountant mdependent of the
enterpnse

Bad debt A loan that cannot be recovered

Balance An amount remammg on an account at a certam pomt m tIme

Balance sheet A financIal 'photo' whIch shows what an orgamzatIOn owns and owes at
anyone tIme Es~entIally It IS a lIst of assets on one sIde and a lIst of lIabIlItIes on the
other sIde, along WIth the amount or value of each

Bank statement A report Issued by the bank detmlIng the transactIOns of a customer's
bank account WIth that bank

Bank reconCIlIatIon ThIS IS the exerCIse of comparmg and reconczlIng (agreemg) the
cash m bank balance as shown m the customer's cash book WIth the balance shown on the
customer's bank statement It IS the mvestIgatIOn of the dIfference (If any) between the
two balances

Bookkeeper The person responsIble for wntmg and mamtammg books of account m an
orgamzatIOn He/she IS responsIble for the record-makmg phase of accountmg

Budget ThIS IS the costed plan of an orgamzatIOn that shows the projected mcome and
expendIture of an orgamzatIOn for a specIfied tlme penod

Budget and actual report A companson of budgeted mcome and expendIture agamst
actualmcome and expendIture for an accountmg penod

CapItal ThIS mcludes capItal contnbutIOns by any mvestors or donors, retamed earnmgs,
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and the current year surplus It mcludes grants that do not have to be paid back

Capital expenditure ExpendIture on assets such as eqUIpment, furnIture or vehIcles that
benefit an orgamzatIOn for more than a year

CapitalIzatIOn Funds used to commence an undertakmg or needed to contmue Its on
gomg development

Cash baSIS of accountmg ThIs IS when cash mcome and expendIture IS recorded only
when receIved and expense recorded when paid ThIS IS not a generally accepted
accountmg pnnclple

Cash book The record of bank transactIOns of an orgamzatIOn All cash commg m and
gomg out of the bank IS recorded m the cash book

Cash count Countmg cash, usually to ensure the amount held agrees wIth the balance
shown III the cash book

Cashier The person responsIble for cash handlIng, mcludmg recelvmg and paymg

Chart of Accounts The IIstmg of the account tItles and theIr respectIve account numbers
used m an organIzatIOn

ClIent savmgs (depOSits) Both voluntary and compulsory clIent savmgs that have been
deposIted With the organIzatIOn, whIch an orgamzatIOn must return Although a lIabIlIty
for the organIzatIOn, depOSIts are dIfferent from borrowed funds because there IS a due
date or amortIzatIon schedule Generally organIzatIOns pay a rate of return on clIents'
savmgs (deposIts)

Creditor A person or group who IS entItled to receIve money from an organIzatIOn as a
result of rendenng servIces or supplymg goods to the organIzatIOn

Current assets These are assets that are readIly convertIble to cash wlthm the operatmg
cycle of the MFI, and WhICh would not exceed a year

Debtor A person or group who owes money to an organIzatIOn

DefiCit A defiCIt occurs when the amount of expendIture exceeds mcome m an
accountmg penod ofan organIzatIOn

DepreCIatIOn Process whIch alms, m a systematIc and ratIOnal manner, to dlstnbute the
cost or value of tangIble capItal assets, less salvage value If any, over the estImated useful
lIfe of the unIt It IS the process of allocatIOn, not valuatIOn DepreCIatIOn for the
accountmg penod IS charged to mcome

Depreciable assets These &re assets whIch a) are expected to be used dunng more than
one accountmg penod, b) have a lImIted useful lIfe, and c) are held by an enterpnse for
use m the productIOn or supply of goods and serVICes, for rental to others, or for
admmlstratlve purposes

DIVISion of duties OtherwIse known as mternal check, thIS IS the dlstnbutIOn or
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delegatIOn of accountmg tasks so that no one person IS responsible for all procedures

Expenses These represent costs mcurred for goods and services used m the process of
earnmg revenue They are often referred to as the 'cost of domg busmess' smce they
represent the costs that are necessary for the orgamzatIOn to generate revenue and thus
remam m operatIOn Examples mclude operatmg costs, financmg costs, loan loss
prOVlSlon and notIOnal, Imputed or calculated costs of capital

Fixed assets These are capltahzed costs (expenditure) the benefits of which exceed one
year Donated fixed assets should be recorded at their fau value at the date of the gift
OrgamzatIOns that have not prevIOusly capltahzed their fixed assets should do so on a
retroactIve basIs In the absence of actual hlstoncal cost mformatIOn, the assets should be
stated at estimated hlstoncal cost, based on a professIOnal appraisal or other acceptable
method, With subsequent additIOns at cost The basIs ofvaluatlOn should be disclosed m
the finanCial statements

Generalledger The entIre group of ledger accounts IS called the general ledger

Income and expenditure account A schedule explammg how the surplus generated or
defiCit mcurred by a not-for-profit organizatIOn was achieved

InflatIOn A measure of the mcrease m the general level of pnces

InvOice A bill Issued by a suppher to a customer

LiabilIties Amounts owed by an mdlvldual or orgamzatIOn to another mdlvldual or
orgamzatIOn

Long-term debt (commercial rate) The outstandmg amount that the orgamzatIOn owes
to a bank or other lender for which It IS paymg a market rate of mterest Long term IS
defined as that which has a term greater than one year

Long-term debt (concessIOnary rate) The outstandmg amount that the orgamzatIOn
owes a bank or other lender for which It IS paymg the lender a rate of mterest below
market rate for a term greater than one year

Net assets The total assets of an organization when the total hablhtles have been paid

Net surplus/(deficIt) current year The amount ofmcome (or loss) generated m the
current year

Owner The person or persons holdmg the share-capital In a Limited Company, or havmg
the nght to call an undertakmg their legal property

Payment voucher An Internal document used to record the details of a payment

Profit and loss account A schedule explammg how the profit generated or loss mcurred
by a commercial orgamzatlon was achieved

Receipts and payments report A summary of mcome received and payments made
durmg an accountmg penod
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Receipt voucher Document Issued by someone recelvmg money to the person from
whom they receIve It

Reducmg balance A method of depreclatmg an asset whereby a percentage IS deducted
from the net book value of an asset at the end of the prevIOUS accountmg penod

Retamed net surplus/(deficlt) prior years The amount of mcome (or loss) accumulated
smce the formatIOn of the organIZatIOn It may also be referred to as undlstnbuted profits
or earned surplus

Restricted/Deferred funds Funds receIved but restncted for use m future years are
classIfied as a lIabIlIty on the balance sheet because they must be returned to the fundmg
agency If the specIfied programs are not carned out When the organIZatIon receIves
restncted or deferred funds, It Incurs an oblIgatIOn (lIabIlIty) to proVIde the servIces
descnbed In the grant agreement As the orgamzatIOn proVIdes the serVIces It Incurs
expenses Deferred revenue IS then reflected as grant revenue and used to cover those
expenses

Revenue In accountmg terms, reVenue refers to money receIved or to be receIved by the
orgamzatIOn for goods sold or serVIces rendered dunng a gIven accountIng penod
Revenue for an MFI Includes mterest earned on loans to clIents fees earned on loans to
clIents, mterest earned on funds on deposIt wIth a bank (Investment mcome) etc

Revenue expenditure ExpendItures on runnmg costs such as rent, salanes or fuel

Short-term borrowmg The outstandmg amounts that an organIZatIOn OweS to a bank or
other lender that are due withm a year

Stralght-hne method ThIS IS the method of depreCIatIOn whereby an equal amount IS
deducted from the cost of the asset annuallv over ItS expected lIfe

TransactIOn A busmess event that can be expressed In money and mu~t be recorded m
the accountmg records These are eVIdenced by busIness (or source) documents such as
InVOICeS, lecelpts etc

Trial Balance ThIS IS a two-column schedule hstmg the names and balances of all the
accounts m the ledger The debIt balances are lIsted m the left-hand column and the credIt
balances m the nght-hand column It IS proof of equalIty of the debIt and credIt SIdes
whIch should agree
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5 6 RECOMMENDED FURTHER READING

MIcro Start VerslOn 1 A Gmde for Plannmg, Startmg and Managmg a MIcro Fmance
Programme UNDP PubhcatlOn from the Pnvate Sector Development Programme, New
York, USA, 1997

Ledgerwood, Joanna and Kern Moloney, Accountmg Study GUide (Fmancm1
Management Trammg for MIcro-Fmance OrgamzatlOns) Calmeadow (Investmg m
People) Toronto, Canada, 1996

Ledgerwood, Joanna, Fmance Study Gmde Ca1meadow (Investmg m People), Toronto,
Canada 1996

ElllOt, NIcola, BasIc Accountmg For CredIt and Savmg Schemes _Oxfam (UK and
Ireland), Oxford, England, 1996

PnncIples and PractIces of Fmancml Management Women's World Bankmg, 1994

Please note that all are aVaIlable m the Center for MIcrofinance Kampala lIbrary

The Center for MIcroenterpnse Fmance, Kampala Uganda 61


