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PRINCIPLES OF ACCOUNTS PAPER ONE

	
	INTODUCTION TO PRINCIPLES OF ACCOUNTS


1. Which of the following statements is the correct accounting equation?

A. Capital = Assets – Liabilities

B. Liabilities = Assets + Capital

C. Assets =Capital – Liabilities 

D. Labilities = Capital – Assets 
2. The business entity concept state that 

A. Only transactions between the business and the owner should be recorded in the firm’s books of accounts

B. Only the private and personal transaction should be recorded in the firm’s books of accounts

C. All the transactions should be recorded in the firm’s books of accounts

D. Only the business transactions should be recorded in the firm’s books of account

3. What is the main objective of doing business?

A. To have shareholders

B. To pay company tax

C. To earn profit

D. To calculate turnover

4. Every business organization needs to 

A. Publish its financial reports every year

B. Keep cash records of its receipts and expenses.

C. Maintain accurate accounting records to help it manage and control its      finances efficiently.

D. Maintain accurate credit only to help it manage and control its operations 

well.

5. The order of liquidity in which current assets should be shown in the balance sheet is as follows

A. Stock, debtors, bank, cash

B. Cash, bank, debtors, stock

C. Debtors, stock, bank, cash

D. Stock, debtors, cash, bank

6. A business decides to record stock of stationery as assets only if they are over K10, 000 which concept is being applied.

A. Conservatism        B. Dual Aspect     C. Materiality    D. Money Measurement

7. Under which concept is the provision for bad debts created?

A. Consistency concept

B. Money measurement

C. Prudence concept

D. Historic concept

8. Mulenga Co Ltd decided to change from the straight line method of depreciation to the reducing balance method. Name the accounting concept which the company contravened.

A. Going concern concept

B. Historic cost concept

C. Prudence concept

D. Consistency concept

9. Which concept advocate for the valuing of stock on the cost price or market value, whichever of the two is lower?

A. Conservatism concept

B. Dual aspect concept

C. Materiality concept

D. Money measurement concept

10. The concept which holds that an accountant is entitled to work out the financial accounts of a business and draw up a balance sheet on the basis that the business will continue for the conceivable future is called 

A. The accruals concept

B. The prudence concept

C. The going concern concept

D. The concept of business entity

11. What is the meaning of the prudence Concept?

A. Accounts should provide for all profitable losses and should not anticipate profit.

B. Accounts should only include items with monetary value

C.  Accounts should provide for all accruals and prepayments

D. Accounts should use the same method from year to year

14. Capital is best described as 

A. Money used in the business

B. The amount of money or money’s worth the business owes to other business

C. The amount of money or money’s that the owner has put in the business

D. The money the business has borrowed from the bank or building society

15.   Which concept justifies the double entry principle?

A. Dual concept

B. Accrual concept

C. Objectivity concept

D. Business entity concept

        16   Which of the following is incorrect?

 Assets                          Liabilities           
 Capital

A.             7850       

 1250                            6600

B.             8200             

 2800                     
 5400

C.        
9550         

1150                      
 8200

D.     
6540        

1120                         
 5420
17. To which of these does lease hold property belong?
A. Fixed Assets        B. Current Assets        C. Current Liabilities      D. Long term Liabilities

18. Which of the following are not users of accounting information?

A. Investors               B. Tax inspectors              C. Shareholders            D. Carpenters

19. Which accounting concept emphasizes the value of what is recorded?

A. Consistency      B. Materiality             C. Accruals         D. Matching

20. The prime function of accounting is to 

A. Record economic

B. Provide information as a basis for action

C. Classify and record business

D. Recording of the true status of the business

21. What is the purpose of preparing the balance sheet? To

A. Show the financial state of the business

B. Check the accuracy of the books

C. Give details of the owner’s capital

D. Measure the performance of the business

22.  Money measurement concept states that…………………….


A 
accounts are kept on the double entry basis


B
assets are normally shown at cost price


C
only items with monetary value are included in the accounts.


D
profits are calculated on the basis of cash received less cash paid.

23. A loan from a bank payable within 10 months can be regarded as a

A. Current Asset     B. current Liability     C. Fixed Asset     D. Long term liability

26.
. ………… is the accounting concept that makes capital be treated as a liability to the business.


A.
 Business Entity       B.
Going Concern         C.  Objectivity      D. Consistence

27. ……………. Shows the state of affairs of a business at the end of a financial year

A
The Trading Account


B
The Profit and Loss Account

C
The Cash Book

D
The Balance Sheet

30. A debit balance in capital account indicates that the firm is ……………………….


A
Overtrading                    B
Depreciating


C
Insolvent                         D
Investing
	2
	BUSINESS TRANSACTIONS


       31.  Explain the term business transaction.


A
The recording of information in the books of the business


B
The exchange of goods for goods


C
A meeting for business executives


D
The exchange of goods and services for money’s worth

32. Explain the term business transaction
A. The recording of information in the books of business

B. The exchange of goods for goods

C. A meeting for business executives

D. The exchange of goods and services for money’s worth

33. Miti bought goods from Shoprite paying for them after 30 days by cheque. What type of transaction is this 

A. Cash               B. Barter                                 C. Bank                               D. Credit. 
34.   Which of the following statements is correct

        Transaction                                    account dedited                                    account credited 

A. We paid a creditor by cheque           Creditor                                                   Bank 

B. A debtor paid us K90 in cash              debtor                                                    cash 

C. J Daka lends K800 by cheque             Bank                                                        Debtor 

A. Bought goods on credit by cash        Capital                                                    purchases
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	BOOKS OF PRIME ENTRY AND SOURCE DOCUMENTS


35. Subsidiary books are also known as ……………………………………………………………………..

A. Books of prime entry   B. Books of first entry       C. Book of Original Entry  D. All of the above
36. Which is both a book of prime entry and a ledger?

A
Cash Book                         B
General Journal

C
Purchases Journal           D
Sales Journal

37. Every double entry in the journal proper should have summary and this is called a

A. Balance                        B. detail                         C. foil                          D. narration

       38.  Which of the following documents is used to write up the Petty Cash Book?


A.
Receipt     B.
Invoice            C.
Petty Cash Voucher    D.
Cheque

        39.  Trade discount is recorded in the …………………..


A
Cash Book                                  
B
Cash Account


C
Purchases and Sales Account       
 D
Purchases and Sales Journal

40. An original invoice is used for recording in the

A. Purchases Returns Day Book                B. Sales Returns Day Book

C. Purchases Day Book                                 D. Sales Journal

41. The explanation of the double entries marked in the Journal is called

A. A Balance            B. details                c. folios                 D. a narration

42. The Double entry is completed in the Cash Book for one of the following entries 

A. Drawings      B. contra entry          C. Sales entry                D. Purchases entry

43. A purchases invoice shows 15 Hems costing K60, 000 each, less 20% trade discount and cash discount of 5% if paid within the credit period, the amount of the cheque will be

A. K180                           B. 684                         C. K36                    K720

44. Which of the following should be entered in the journal?

(i) Payment for cash purchases

(ii) Fixtures bought on credit

(iii) Credit sale of goods

(iv) Sale of surplus machinery

A. (i) and (iv)           B. (ii) and (iii)                 C. (iii) and (iv)               D. (ii) and (iv)

45. Credit Notes issued by us will be entered in our

A. Sales Account  B. Returns Inwards Account  C. Returns outwards   D. Returns Inwards Journals

46. Which of the following is the book of original entry?

A. The Sales (debtors) ledgers                              B. The purchases Journal

C…..The general Journal                                            D. The purchases (creditors) ledger

47. Which document does the firm use to record the goods sold on credit?

A. Debit Notes          B. Purchases Invoice         C. Sales invoice                                    D. 
Customers Statement
48. Given a desired cash float of K200. If 146 is spent in the period. How much will be reimbursed at the end of the period?

A. 200                    B. 
540                         C. 
K254               D. 
K 146

49. Invoices received are 

A. First entered In the cash journal

B. First entered in the purchases journal

C. First entered in the sales journal

D. First entered in the general journal

50. The General Journal differs from all the other Subsidiary books. This is because it

A. Records only assets bought in the business with narrations included

B. Records transactions of a usual nature chronologically

C. Records transactions of un usual nature chronologically

51. Record transactions alphabetically an organization’s chief cashier gives the petty cashier K50 each week for small expenditures. In turn, the petty cashier asks for re-imbursement of whatever she has spent from the chief cashier. This is a system called

A. Standing order   B. Double entry system   C. Floating system     D. Imprest system.

52. Cheque book counter foils are used for recording

A. Cash paid into Bank

B. Bank credit transfer

C. Payments received from customers through the bank

D. Payments made to suppliers through the bank

53. The word Subsidiary means

A. “ giving help to the owner of the business”

B. “giving help to the capital of the business”

C. “giving additional help to the manager”

D. “giving the ledger a proper system of accounting”

54. What document summarizes the day to day transactions between the buyer and the seller at the end of the month?

A. Control Account    B. Statement of account    C. Bank statement f Account   D. Bank

55. A debtor owes his supplier K500 000. What percent of cash discount is he allowed if he sends a cheque for K475, 000 after 14 days?

A. 95%                                B. 5%                        C. 5.2%                     D. 9.5%

56. Which of the following documents is used to write up the petty cash Book? 

A. Receipt                B. Invoice                C. Petty cash voucher                 D. Cheque.

57. We originally sold 25 items at K12000 each, less 33[image: image3.png]


 percent trade discount. Our customer now returns 4 items to use. What is the amount of Credit Note to be issued?

A. K48 000         B. K36 000             C. K32 000                D. K16 000. 

58. The purpose of sending a Credit Note is to 

A. Inform the buyer about goods payable

B. Increase the amount owed by the buyer

C. To inform the buyer the amount he owes the seller

D. To reduce the amount the buyer owes the seller

59. A Debtor pays K260 000 receiving 5% cash discount. How much did he pay?

A. K247 000            B. K13 000                       C. K273 000                    D. K507 000

60. The total of sales Returns journal is posted to the

A. Credit side of sales Returns Account

B. Credit side of Side of sales ledger

C. Purchases ledger

D. Debit side of purchases returns account

61. A Debit Note received from a supplier for an undercharge

A. Increases the value of goods sold

B. Increases the value of the goods

C. Is credited to the bank Account

D. Is debited to the bank Account

62. The number which indicates where the corresponding entry is found is known as

A. Column number       B. folio number       C. batch number         D. patent number

63. A computer costs K500 excluding V.A.T. if VAT is at the rate of 10% percent, the price including V.A.T will be 

A. K530                   B. K670                C. K450                                      D. K550

64. Cash discount is an allowance for 

A. Prompt payment for goods bought

B. Enabling a trader make profit

C. Goods bought

D. Goods bought on credit
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	DOUBLE ENTRY AND THE LEDGER


65. Mr Banda brings his private motor car into business, the entry would be :

A. Dr, capital     Cr cash           B. Dr capital,  Cr Motor car             C. Dr motor car Cr, capital          D. Dr Motor Car Cr cash.

66. Which of the following are personal accounts? (i) Building (ii) Wages   (iii) Debtors (iv) creditors

A. (i) and (iv) only

B. (ii) and (iii) only

C. (iii) and (iv) only

D. (ii) and (iv) only

67. “Posting” the transactions in bookkeeping means

A. Making the first entry of double entry

B. Entering items in a cash book

C. Making the second entry of a double entry transaction

D. Something other than the above

68. Discount received are 

A. Deducted when we receive cash

B. Given by us when we sell goods on credit

C. Deduced by us when we pay our accounts

D. None of the above

69. The proprietor paid a creditor Kalaba from his money outside the firm.  The entry to record this would be

A. Dr Creditors                     Cr  Cash 

B. Dr Capital                         Cr  Kalaba

C. Dr Kalaba                         Cr Capital

D. Dr Capital                         Cr  Bank

70. The  ledger is the book ……………………..

A. from which the trial balance is extracted

B. in which transactions are first recorded

C. of original entry

D. here errors are first recorded

71. Personal accounts are related to :

A. Assets and liabilities

B. Expenses, losses and incomes

C. Debtors and creditors

D. Capital and creditors

72. When goods are taken for use by the proprietor, the posting to the ledger is

A. Dr stock,  Cr purchases

B. Dr proprietor, Cr sales

C. Dr Drawings, Cr stock

D. Dr Drawings, Cr purchases

73. Which one of the following is a nominal account?

A. Rent paid                           B. Creditors                        C. Debtors                 D. Assets

74. Which of the following items would not appear in a purchases ledger Account?

A. Sales Returns  
B.  Purchases  
C. Cash payments made to suppliers  
D.  purchases returns
75. Which account usually has a debit balance?

A. Sales account

B. Purchase account 

C. Purchase Returns account

D. Capital account

76. The total of the “ Discount allowed ‘’ column cash book is posted to

A. The debit of the discounts allowed account

B. The debit of the discounts Received account

C. The credit of the discounts allowed Account

D. The credit of the discounts Received account

        77.  An example of Real Account is ……………….


A
Drawings Account                        B
Makaya Account


C
Cash Account                                D
Electricity Account

         78.  The customer’s personal accounts are found are found in ………….


A
Nominal Ledger               B
General Ledger


C
Sales Ledger                     D
Purchases Ledger

         79.  The recording of two aspects of a transaction involves ……………


A   Double entry                       B.
Accounting equation    

               C. Debit entry                           D. Credit entry

80.  M Mwata was a sales agent for Standard Sales Co. Ltd and was receiving 15% commission on    

Monthly sales. In one month he sold goods by cheque worth K15 500. Which entry below was 


Correct to record commission in M. Mwata’s books? 



Account Debited


Account Credited


A 
Bank account K2 325


Sales Account K235


B
Sales Account K2 325


Bank Account K2 325


C
Bank Account K2 325


Commission Received K2 325


D
Commission Received K2 325
Bank Account K2 325

        81.  The double entry is completed in the ………..


A
Sales book                                        B
Ledger book


C
Purchases book                              D
General Book

        82.  In the “date” column of a ledger account you enter the date when the …………


A
Transaction is recorded in the ledger account


B
Business started operating


C
Transaction took place


D
Accounting year started 

83.  The owner withdraws goods with a selling price of K20 000 from the business for his own use. 


The goods cost him K15 000. This should be recorded by:




DEBIT




CREDIT


A
Purchases Account K20 000.

Drawings Account K20 000


B
Drawings Account K15 000

Purchases Account K15 000


C
Drawings Account K20 000

Purchases Account K20 000


D
Purchases Account K15 000

Drawings Account K15 000

84.   The debtors ledger is the book in which ………………. are kept

A. Suppliers accounts                          B. Customers’ accounts

C……Capital account                               D. Drawings account

85. The total of the returns inwards journal is posted to the 

A. Debit side of the sales account

B. Credit side of the purchases returns account

C. Debit side of the sales returns account

D. Credit side of the side account

86.  The principal Book of Accounts is called the 

A. The ledger        B. subsidiary       C. Book of original entry      D. Accounting Book

87 . What is the balance on the following account on 31st may 2008?

                                                            T. Bwalya’s Account.

	                                           Dr

1.05.08      Balance        205                                                                 

14.05.08    Sales             360                                                                   

30.05.08    Sales             180
	                                                             Cr                                               

17.05.08            Cash                       300

28.05.08            Sales Returns          50


A. A credit balance of 395

B. A debit balance of  360

C. A debit balance of   395

D. There is a nil balance on the account

88. Which of the following are correct?

                                                                                   A/C to debit           A/C to credit
(i) Bought office furniture for cash                  office furniture                        Cash

(ii) A debtor C. Tembo pay us by cheque         Bank                                 C. Tembo

(iii) Introduced capital by K. Mule     
        Capital                                      Bank

(iv) Paid a creditor C.Phiri  by cash                  C. Phiri                                      cash  
A. (i), (ii) and (iii) only     B. (ii), (iii) and (iv) only     C. (i) (ii) and (iv) only       D. (i) and (iv) only
89. Which is the correct entry to record Commission received by cheque?

                            A/C to Dr                                             A/C to Cr

A.                             Bank                                                      Sales

B.                             Sales                                                      Bank

C.                             Bank                                                      Commission Received

D.                             None of the above.

90. A credit balance is an account which occurs when

A. The two sides of an account are equal

B. The credit side of an account is greater than the debit side

C. The debit side of an account is greater than the credit side.

D. One side of an account has nothing recorded on it.

91. Repairs to the proprietors private house should be

A. Dr to the drawings account    B. Cr to the drawings account   C. Dr to the repairs account     D. Cr to the repairs account

92. Which of the following are examples of nominal account?

(i) Star Motors     (ii) cash account    (iii) postage account    (iv)furniture and fittings (v) wages account

A (ii) and (v)     B. (i) (ii) and (v)  C. (iii) (vi)   D. (ii) (iv) and (v) 

93. Show the effect of transaction in which the owner puts an extra K4,000 cash into the business

A. Debit cash credit owner

B. Debit business and credit cash

C. Debit  bank and  credit capital

D. Debit cash and credit capital

94. Mande owns a toyshop. He sells a toy to chipo who pays cash. How will mande record this transaction?

A. Debit cash and credit sale

B. Debit cash and credit chipo

C. Debit sale and credit cash

D. Debit chipo  and credit sales

95. Which of the following best describe the accounting equation

A. Asset +capital=liabilities

B. Capital –Asset = liabilities

C. Capital -  liabilities =Assets

D. Assets – liabilities = capital

96. The recording of two aspects of transaction involves..

A.  double entry

B.  accounting equation

C. debit entry

D. credit entry
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	THE TRIAL BALANCE


97. Which of the following is the heading for the Trial Balance?

A. Trial Balance for the year ending 31st December 2001

B. Trial Balance as at 31st December 2001

C. Trial Balance for the month ending 31st December 2001

D. Trial Balance as at year ending 31stDecember 2001

98. The following balances are available in the books of D. Mwanza a trader as at 31st December, 2016

Sales                                             8000

Drawings                                      2200

Sales Returns                                 800

Purchases                                     5000

Opening stock                              1000

Purchases Returns                       1500

Insurance                                         500

Using the information above prepare the Trial Balance to find the totals

A. Dr  7300, Cr 7300         B. Dr 9500, Cr 9500     C. Dr 13800, Cr 13800   D. Dr 3000, Cr 3000

99. A business prepares a Trial Balance so as to 

A. Calculate the profit and Loss account

B. Show the financial position

C. Check on the arithmetical accuracy of double entry

D. Check the cash and bank balances

100. In the trial balance the balance on the provision for Depreciation Account is

A. Shown as a credit item

B.  Not shown, as it is part of depreciation   

C.  Shown as a debit item 

D.  Sometimes as a credit, sometimes as a debit.
	6
	FINAL ACCOUNTS


101.
Carriage outwards is charged to the profit and loss account since it is an expense that is concerned with 
         A. buying of goods   

B.  Selling of goods         

         C. purchase of fixed assets        D. delivery of goods being returns to customers

101. Net profit is calculated in      the………………………………………………………………………………..

A. Trading Account     B. Profit and Loss Account    C. Trial Balance     D. balance sheet

102. Freight charges should be charged to 

A. The trading account 

B. The profit and loss account

C. The balance sheet

D. The profit and loss appropriation account

103. Import Duty and Freight Charges are expenses to the business. In which section of the final Accounts should they appear? In the …………..


A
Profit and Loss Account                                               B
Trading Account


C
Profit and Loss Appropriation Account                       D
Balance sheet  
        104 .  In which statement is gross profit calculated?


A
Balance Sheet                                         B
Trial Balance


C
Profit and Loss Account                        D
Trading Account

        105.  A sole proprietorship business is best described as …………….


A
A manufacturing company                               
 B
A business that buys and sells goods at     a profit


C
A one man business                                          
 D
 A non-profit making organization

105.  Which of the following should not be called sales?

A. Office fixtures sold                   B. Cash Sales 

B. Goods Sold on credit                D. Sale of an item previously included in purchases

106.  Which of the following best describes the meaning of “ purchases”

A. Item bought    B. Bought goods on credit    C. Goods bought for sale       D. Goods paid for

107. When preparing final accounts, Revenues should be

A. Debited to the profit and loss account

B. Credited to the Trading Account

C. Debited to the Trading Account

D. Credited to the Trading Account

108. In the absence of drawings and additional capital, capital at the end less capital at start is equal to

A. Net profit                 B. Gross profit                  C. Net worth               D. Drawings

109. Cost of goods sold is equal to

A. Sales minus purchases

B. Purchases minus closing stock, minus purchases Returns

C. Purchases minus Returns outwards

D. Opening stock, plus purchases minus Returns outwards minus closing stock.

110. The Trading Account of a firm for the year ended 30th June, 2001 shows the following details;

Stock 01.0.2000

K59, 360

Sales


K838, 400

Purchases

K614, 880

What is the gross profit?

A. K833,840        B. K824, 480        C. K268, 960         D. K209, 600

111. Carriage inwards

A. Increases the cost of sales

B. Increases the cost of purchases

C. Increases the expense of the business

D. Increases the gains of the business

112. Cost of goods sold is equal to

A. Sales minus purchases

B. Purchases minus closing stock, minus purchases Returns

C. Purchases minus Returns outwards

D. Opening stock, plus purchases minus Returns outwards minus closing stock.

113. You are given the following:    

Cash k80 000, machinery 45 000, Debtors 50 000, creditors k26,000, stock k30,000; Mortgage k42,000,  Bank overdraft k18 000, find working capital.

A. K116 000                          B. K214 000                       C. K133 000                  D. K127 000
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	ADJUSTMENT TO FINAL ACCOUNTS


114. When a fixed asset can no longer be used or depreciated in the business due to its obsolete state, it is generally referred to as having a

A. Nominal value             B. scrap value             C. Book value           D. Market value

115. The Omission of a rent receivable owing figure from the profit and Account will

A. Increase the net profit for the business

B. Reduce the net profit for the business  

C. Increase the gross for the business

D. Reduce the gross for the business

116. For which category of fixed assets is the revaluation method of depreciation most appropriate?

A. Loose tools          B. Motor vehicles            C. Office equipment      D. Plant and Machinery

117. If an accumulated depreciation account is in use then the entries for the year’s depreciation would be

A. Credit, provision for depreciation, Debit profit and loss account

B. Debit asset Account, Credit profit and loss account

C. Credit Asset Account, debit provision for Depreciation Account

D. Credit profit and Loss account, debit provision for Depreciation Account

118. The books of a trader are closed on 31st for December. In the rates Account which shows a total of K220 000 , is included a payment of K96 000 representing rates for the half year 1st October 2002 to 31st March 2003. The amount charged to the profit and loss account will be 

A. K124 000            B. K127 000           C. K316 000                D. K172 000

119. The central sand supply corporation depreciates. Its vehicles using the straight line method and all the trucks are estimated to last 5 years. A truck was bought for K25 000 000 and sold at the end of the third year for

 
K13 000 000. We can then say the truck was sold at

A. A profit of K3 000 000                     B. A loss of K3 000 000           

 C. A profit of K2 000 00D. A loss of K2 000 000     

120. At the beginning of the year provision for bad debts account had balance of K65 500. During the year K35 500 was written off as bad debts. At the end of the year the debtors balance was K 800 000 and a provision for bad debts of 5% was to be maintained. How much was taken to the profit and loss account?

A. K40 000 Dr           B. K40 000 Dr            C. K10 000 Cr           D. K10 000 Dr

121. The books of trader are closed on 31st December. In the rates account, which shows a total of K220, is included, a payment of K96 representing rates for the half year 1st October 2002 to 31st March 2003. The amount charged to the profit and loss account will be 

A. K124    B. K127     C. K316     D. K172

122. At the beginning of the month the Debtors figure was K360 500, k60 500 was written off as bad debt.

 K200 00 was received from the debtors at the end of the month, and K450 000 was owing from the debtor at the end of the month. How much were credit sales?

A. K710 500                  B. K1070 000             C. K810 000                      D. K350 000

123. The creditors balances at the beginning of the month was K328 000, during the month goods worth K735 000 were purchased and cheques amounting to K800 500 were paid. What was the creditors closing balance?

A. K1063 000 Cr             B. K262 500         C. K1128 500 Dr            D. K262 500 C of Cr

124. On 1st January 2010, insurance was K48. During the year K72 was paid. On 31st December 2010, insurance paid in advance was K24. Calculate the amount charged to the profit and loss account.

 A. K72                             B. K24                                C. K96                             D. 120

125. A company makes a provision for doubtful debts of 5% on debtors. On 1st January the balance standing on the provision for Doubtful debtors amount to k300, 000. The provision for doubtful debts per 31st December is?

A. Decrease by K5000                          B. Increase by K5000 

C……Increase by K15 000                       D. Decrease by K15 000

126. At the beginning of the year the provision for bad debts account had a balance of k65 500. During the year k35 500 was written off as bad debts. At the end of the year the Debtor balance was k800 000 and a provision for bad debts of 5% was to be maintained. How much was taken to profit and loss Account?

A. K40 000  , debit side

B. K40 000  , credit side

C. K10 000  , credit side

D. K10 000  , debit side

127. If a provision for depreciation account is in use, then the entries for the year’s depreciation would be

A. Cr profit and loss account, Dr Provision for depreciation account

B. Dr Asset account, Cr profit and loss account

C. Cr Asset account, Dr provision for depreciation account

D. Cr provision for depreciation, Dr profit and loss account

128. A Trial Balance shows provision for bad debts of K 190 and debtors K 800. It is required maintained the provision at 2.5 percent of Debtors. To do this profit and Loss Accounts should show:

A. A credit of K 20          B. A credit of K 28         C. A credit of K 490          D. A credit of K 394

 A decrease in the provision for bad debts will

A. Increase cash/ Bank balance

B. increase net profit for the year

C. decrease net profit for the year

D. decrease the cash/ Bank balance

129. A Motor Van costing K100, 000 is expected to have a working life of five years and a scrap value of K10, 000 at that time. Using the straight line method of depreciation, the annual charge of depreciation will be

A. K20, 000                     B. K10, 000                   C. K18, 000         D. K2 2000

130. A trader took out an insurance policy 1st March 2007, the annual premium being K724, 000. He closes his books on 31st December of the same year. How much of the amount was paid in advance?

A. K60, 000              B. K540, 000                  C. K180, 000             D. K120, 000

131. A Debtor who owes your company K200 is declared bankrupt. He is able to pay only K4 in every K10 he owes. How much will be written off as a bad debt?

A. K120        B. K100            C. K180                   D. K80

132. A firm bought a machine for K320, 000. It is to be depreciation at a rate of 25 percent using the reducing balance method. What would be the remaining book value after two years?

A. K160, 000

B. Value of partly finished goods

C. Value of goods purchased

D. Value of finished goods on hand

133. An increase in provision for Bad debts will

A. Increase the bank balance

B. Increase net profit for the year

C. Decrease net profit for the year

D. Decrease the cash balance

134.   The depreciation which allows same amount to be deducted annually from an asset is called……


A
Straight line method


B
Diminishing balance method


C
Revaluation method


D
Reducing balance method

135.  Prepaid rent and salaries at a close of a trading period are listed under ………………..


A
Long term liabilities                 B
Fixed assets


C
Current asset                            D
Current liabilities

136. The cost of a machine is K250 000, provision for depreciation is K60 000, depreciation charges 


For the year are K19 000. In the Balance Sheet, the machine will be shown at a net value of ……..

A
K190 000        B
K231 000          C
K250 000              D
K171 000

137.  A machine which originally cost K5 000 is sold for K750. The provision for Depreciation Account relevant to this machine shows a credit balance of K4 350. This means that there is 

A. 
A loss on sale of          K100

B. 
A profit on sale of       K100

C. 
A profit on sale of       K750 

D. 
A profit on sale         K4 350
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	LIMITATIONS TO THE TRIAL BALANCE AND SUSPENSE ACCOUNT


138. When a transaction is completely omitted from the books, it is called ………………….

A. Error of commission 

B. Error of omission 

C. Error of principle 

D. Transposition error 

139. If the trial balance do not agree, the difference must be entered in ……………………………………

A. The profit and loss account 

B. A suspense account

C. A nominal account 

D. The capital account 

140. Which of the following error would be detected by the Trial Balance?

A. Error of original entry 

B. Error of principle 

C. Error  of complete reversal

D. A single entry transaction 

141. The purchase of a motor vehicle has been debited to the motor vehicle expenses account. What type of error has been made? 

A. Commission 

B. Ommission 

C. Original entry 

D. Principle  

142. Which of the following affects the Trial Balance agreement?

A. Wages account added up incorrectly, being totalled K10,000  more.

B. Purchases K4,400  from James Manda  entered in both accounts as k4,040.

C. Sales K105 to  James entered in Johns account 

D. Cheque payment of K2,130 for motor expenses entered as K2,310 in both accounts.
143. On 20 September 2010, the accounts clerk discovered that sales of K250 had been posted to Mwape’s account in error. The goods had been sold to Mwaba on credit. Upon discovering of this error the journal entry was made as shown below:

Journal entry 

Dr Mwaba K250

Cr Mwape K250

(-----------------------------------------------------)

Which one is the correct narration for this record?

A. Being sales overcast 

B. Being error of commission now corrected 

C. Being suspense accounts now corrected 

D. Being error of omission now corrected

144. Errors are corrected through the General Journal. This is because it…….

A. provides a record to explain the double entries 

B. definitely saves the book-keeper’s time and effort 

C. saves the trouble of entering them in the ledger 

D. is much easier to make entries in the general ledger 

145. Which of the following errors would not affect the balancing of a Trial Balance?

A. An amount not posted to E. Banda 

B. An amount omitted entirely from the books 

C. An amount posted to the wrong side of the account 

D. An amount overcast in one account 

146. Discount received K2,000 has been posted on the debit side of discount allowed account. The entry to correct the error is …………………………………………………

A. Suspense Dr K2,000



Discount received Cr K2,000

B. Discount allowed Dr K2,000


Discount received Cr K2,000

C. Suspense Dr K4,000



Discount allowed Cr K2,000

Discount received Cr K2,000

D. Discount allowed Dr k4,000


Discount received Cr K4,000

147. Which of the following do not affect the Trial Balance agreement?

(i) Sales K 150 to A. Mwape entered in P. Mwaba’s account

(ii) Cheque payment of K 431 for motor expenses entered only in cash Book

(iii) Purchases K 404 from C. Chali entered in both accounts as K 440

(iv) Wages account added up incorrectly being totalled K 100 less

A. (i) and (iv)

B. (i) and(iii)

C. (ii) and(iii)

D. (iii) and(iv)

148. Compensating errors are……………………………………….. 

A. Errors where an entry has been omitted

B. Errors which compensate or cancel each other

C. Errors made in the ledger

D. Errors made in the subsidiary books
149.  If the purchase of stationery was debited twice in the account, we reserve by

A. Debiting stationery account

B. Crediting stationery account

C. Crediting suspense account

D. Debiting suspense account 

150. Which subsidiary book records the correction of errors?
A. Petty cash book

B. Sales journal  

C. Cash book 

D. General journal

151. The sales figure from the journal was posted as K56 500 to the sales account instead of K65 500. To correct this error.

A. Dr Suspense and Cr Sales with K9 000

B. Dr Sales and Cr Suspense with K9 000

C. Dr Suspense and Cr Sales with K65 500

D. Dr Suspense and Cr Sales with K56 500
152. Errors corrected using the suspense account are the ones that …………

A. prevent the trial balance from balancing 

B. are not exposed by the trial balance

C. affect the balance sheet

D. are omitted in the ledger

153. Which of these errors below cannot be revealed by a Trial Balance?

A. Compensating Errors

B. Errors of original Entry

C. Errors of principle

D. All of the above
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	BANK RECONCILIATION STATEMENTS


154.  A Bank Reconciliation statement is a statement…………………..

A. Sent by the bank when the account is overdrawn

B. Drawn up by us to verify our cash Book balance

C. Drawn up by the bank to verify the cash book balance

D. Sent by the bank when we have made an error

155. The bank statement may be used in business as……………….

A. A Source document for the subsidiary books

B. A source of information for reconciling the cash and bank records

C. Part of the double entry for deposited money

D. A bank credit records for loans

156. Mr C. Ngoma has a bank overdraft of K250 with Stanchart Bank (Zambia)Ltd. 1st September, he issued cheques to Mr. Mwanza K180 and Ms. Mulomba for K360. He further receives three cheques from the following debtors; MrSoko K150, MrChilekati K70 and MrBwalya K230 within one week. How much overdraft does Mr C Ngoma have at the end of the week

A. K490 

B. K250  

C. K340 

D. K790

157. If you want to make sure that your money will be safe, if cheques sent are lost in the Post, you should

A. Not use the postal service

B. Always pay by cash

C.  Always take the money in person

D. Cross your cheques “Account Payee only, not negotiable

158. The bank statement balance may differ from the cash book (bank column) balance because:

(i) One party may have made a mistake

(ii) One party may lack immediate knowledge of action taken by another

(iii) Both have different transactions

(iv) The accountants of the business are very fast in recording

Which of the above statements are true?

A. (i) (ii) and (iii)

B. (i) (iii) and (iv)

C. (ii) (iii) and (iv)

D. (i) and (ii)

159. A  Bank reconciliation statement prepared starting with balance as per bank  will show

A. Unpresentedcheques added, and uncredited deposits subtracted. 

B. Uncredited deposits added, and unpresentedcheques subtracted

C. Bank charges added, and uncreditedcheques subtracted

D. Credit transfers added, and bank charges subtracted.

160. The following information is available for Mwendo enterprises:

Bank balances shown in cash book K650(Dr)

Amounts paid is not yet credited K150

Bank charges not  yet entered in cash Book K50

Credit transfer received by the bank not yet entered in cash K300 

 Unpresented cheques K100

The bank statement balance should be…………….

A. K750                         B. K450                                  C. K850                       D. K550

161. When Lee makes out a cheque for K50 and sends it to Young then Lee is known as

A. Payee                           B. Banker                               C. Drawer                            D. Creditor

162. Junior Bookkeeper was updating the cash book (Bank Column). On the bank statement he found M. Mahongo (credit transfer) with K1200 entered in the credit column. This had not yet been entered in the cash book. On which side of the cash book (bank column) should it be entered? 

A. Credit cash book with K1200

B. Debit cash book with  K1200

C. Credit cash book with K2400

D. Debit cash book with  K2400

163. A cheque paid by you, but not yet passed through the banking system, is 

A. Standing orders 

B. A dishonoured Cheque

C. A credit transfer

D. An unpresented cheque

164. A request to the bank to make payments a regular intervals is known as

A. Standing order      B. Giro credit     C. Bill of exchange    D. Paying – in – slip

165. The document for withdrawing money from current Account is the

A. Cheque                  B. Invoice                  C. Receipt            D. Withdrawal slip

166. Which statement is sent by the bank to its customers to verify the balance at bank at the end of the month?

A. Bank Reconciliation Statement

B. Bank Statement

C. Cash Statement

D. Statement of Account
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	CONTROL  ACCOUNTS


167. What is the purpose of the control accounts?

A. To calculate total receipts

B. T o calculate  year end debtors and creditors balance

C. To calculate total cash discount

D. To calculate total returns

168. Given opening debtors balance of K11 500, sales K4 800 and receipts from debtors K4 500, the closing debtors’ balance total should be

A. K 8 500

B. K14 500   

C. K11 500

D. K18500                                            

169. In the sales ledger control account. The bad debts written off should be shown in the account…………

A. as a debit

B. as a credit

C. both credit and debit

D.  as a balance carried down

170. A trader took out an insurance policy on 1st May 2007, the annual premium being K720. He does his books on 31st December. Calculate the amount paid in advance?

A. K60

B. K240  

C.  K180

D.  K120

171. In which ledger would the debtors control account be kept?

A.  Sales ledger 

B.  General ledger 

C.   Nominal ledger 

D.   Purchases ledger

172. Which item would not appear in a Sales Ledger Control Account?

A. Sales Returns

B. Interest charged on overdue accounts

C. Provision for bad debts

D. Discount Allowed

173. At the beginning of month the total creditors balance was K2700 and the balance at the end was k3560. During the month payments to creditors were K5760. What were the purchases for the month?

A. K9320 

B. K12020 

C.  K6620 

D.  K8460
174. In sales ledger control account ,provision for bad debts should be shown in the account

A. As a debit

B. As a credit

C. Balance brought down

D. Should not be shown

175. Which item appears on the credit side of a purchases ledger control account?

A. Cheques paid

B.  Discount received

C. Refund from suppliers

D.  Purchases return

176. The balance brought down in the debtors account was K 9000. At the end of the same accounting period, the firm’s debtors were K1500.During the period, a bad debt of K100 was written off and K5000 was received from credit customers. The total of the firms credit sales for the period was:


A. K3700

B. K4200

C. K5400

D. K5900

177. Entries in control accounts are made from?

A. Bank statement

B. Books of  original entry

C. Ledger accounts

D. Sales  invoices

178. At the beginning of the period, a business owed its creditors K15000.During the period, the credit purchases amounted to K87000, and paid K94000 to the creditors. At the end of the period, the firm owed the creditors:

A. K7000

B. K8000

C. K14000

D. K22000

179. A cheque received by Mulenga  from a debtor is  later dishonored, how is this taken in Mulenga ’s   control account?

A. Credit in purchases ledger control account 

B. Credit in sales ledger control account

C. Debit in purchase ledger control account

D. Debit in sales ledger control account

180. The total of the purchases control account had been under casted by K100. How could this error be rectified in the concerned firm’s journal?

A. Dr suspense A/c K100

Cr purchase A/c K100

B. Dr purchase A/c K200

Cr suspense A/c K200

C. Dr purchase A/c K100

Cr suspense A/c K100

D. Dr creditors A/c K100

Cr purchases A/c K100
181. Calculate the ending debtors from the following balances of sales ledger control account?



Opening balance
   

K17,100                              



Sales(Cash)


K7,100





Credit sales


K10,100




Refund to credit customer  
K210




Bad debts written
     

 K250






Return inwards 

      
K350 







 Set off 
                                  
K2,700

A. K27,200

B. K27,410

C. K23,900

D. K24,110
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	ACCOUNTS OF NON PROFIT MAKING ORGANISATIONS


182. Clubs and societies are registered as non-profit making organizations because 

A. The motive of formation is not for profit

B. They only receive income through subscriptions and donations

C. They do not make profit at all

D. They are not involved in selling of anything at all

183. The Kitwe cricket club had equipment worth K1 000, subscriptions in arrears K160, Stock of refreshments K1600; sundry creditors for refreshments K1000. What was the accumulated fund for the club?

A. K1760               B. 170                C. K1750                                   K17600

184. A social club’s receipts and payments account for the year 2010 showed rent paid as K4,000. On 1st January 2010 rent owed by the club was K800. On December 31st 2010 rent owed by the club was K1000. What is the amount charged for rent on the income and Expenditure Account for the year 2010?

A. K4 000                                B. K4 200                  C. K4 800               D. K  5 000

185. The consolidated fund balance of a club at a specific date can be found by.

A. Balancing off a receipts and payments account.

B. Preparing a statement of affairs

C. Preparing an income and expenditure account

D. Subtracting the surplus for the year from total assets
186. The following balances were taken from the book of Lusaka Golf Club

Subscriptions prepaid for last year K 100

Subscriptions received for next this year K 5 000

Subscriptions prepaid for current year   K 150

Subscriptions owed for current year K 200
 Find the amount of subscriptions transferred to the income and expenditure account

A. K5 250                  B. K5 150            C. K7 150                           D. K5 300
187. In a club Balance sheet subscriptions paid in advance are recorded as

A. A current assets     B. A current liability     C. A fixed assets        D. Added to the      accumulated fund.

188. A club’s income and expenditure statement is similar to

A. Profit and loss         B. Appropriation             C. cash book          D. Balance sheet
189. ……………………… is the summary of the cash book for the period

A. Income and expenditure   
 B. Profit and Loss  
 C. Balance sheet                                        D.
 Receipt and payments

190. A club had credit balance of K146 as its subscription account on 1st January 2002. During the year subscriptions of K1300 were received, but K74 of this was in advance for the following year. What is the amount transferred to the income and Expenditure Account?

A. K1 372       
  B. K1 446            C. K1 154                                D. K1 080
191. At the end of the year K6 000 has not yet been paid for the subscriptions by some member of the Recreation Club. This should be ………..

A
Shown as a credit balance in Subscription Account


B
Shown as an expense in the income and Expenditure


C
Added to the accumulated fund


D
Shown as a debit balance in the Subscription Account

           192.    In a club, the profit and loss account is replaced by ……..


A
Receipt and payments account


B
Subscription account.


C
Trading, profit and loss account


D
Income and expenditure account

193.    Subscriptions prepaid in the previous year will in the Income and Expenditure Account be.........


A
Added to new subscriptions


B
Subtracted from the new subscriptions


C
Included in the expenditure


D
let out.

194.    Accumulated fund is the term used to mean 

A    
Capital of non- profit making organization

B. Capital of a profit making business

C. Capital for companies

D. Cash in hand 
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	CAPITAL AND REVENUE EXPENDITURE AND RECEIPTS


195. Extension to the clubhouse is an example of 

A. Revenue expenditure

B. Capital expenditure

C. Current expenditure

D. Nominal expenditure

196. Capital Expenditure is 

A. The extra capital paid in by the proprietor

B. Costs of running the business on day to day basis

C. Money spent on buying fixed assets or adding value to them

D. Money spent on selling fixed assets

197. 
     Revenue Expenditure is …………….

A
Money spent on selling fixed assets

B
Money spent on buying fixed assets or adding value to them

C
The cost of running the business on a day to day

D
The extra capital paid in by the proprietor
198. A motor vehicle purchased for use in the business is…………………………

a. Revenue expenditure in the profit and loss account

b. Capital expenditure appearing in the balance sheet

c. Revenue expenditure added to the purchases in the trading account 

d. Capital receipts added to the capital in the balance sheet 

199. Expenditure on assets which last for more than one year and permanently increase profit making capacity of the business  is called…………..

a. Capital receipts 

b. Revenue expenditure

c. Revenue receipts 

d. Capital expenditure

200. …………………………..appear in the profit and loss account under expenses subtracted from gross profit 

a. Revenue receipts 

b. Revenue expenditure 

c. Capital expenditure 

d. Capital receipts 

201. Which receipts/incomes are recorded in the trading, profits and loss account as sales or additional incomes added to the gross profit to get gross income?

a. Capital receipts/incomes 

b. Capital expenditure

c. Revenue expenditure 

d. Revenue receipts 

202. Which one is capital receipt?

a. Purchase of machinery by cheque 

b. Sale of machinery for cash 

c. Rent received in cash 

d. Stationary bought by cheque 

203. Which of the following revenue expenditures is for a Motor vehicle dealer?

(i) Advertising 

(ii) Extension of premises 

(iii) Purchase of cars for resale 

(iv) Purchase of house 

a. (i) and (ii)

b. (i )and (iii)

c. (ii) and (iv)

d. (iii) and (iv)

204. What is the effect of treating Capital expenditure as revenue expenditure?

a. To reduce the gross profit

b. To increase the net profit 

c. To reduce the fixed assets 

d. To increase the fixed assets 
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	                                SINGLE ENTRY


205. Incomplete records are best described as records which

A. Are kept in single entry bookkeeping system

B. Have been partly destroyed 

C. Show only the cash book

D. Are maintained on the double entry system

206. The best method of calculating profit if double entry is not maintained is 

A. Decrease in net worth method

B. Increase in net worth method

C. Balance sheet method 

D. Profit and loss account method
207. 
      Incomplete Records are best described as records which …………………

A
are destroyed by fire

B
are not kept on single entry

C
are not kept on double entry system

D
show only debit entry. 
208.  
A trader had an opening capital of K85 000 and closing capital of K107 000. She had drawings of?

K13 000 during the year. What was her net profit?


A
K9 000                             B
K13 000


C
K22 000                           D
35 000

209.  The following are the assets and liabilities of a business:- Cash K850 000,                   Mortgage loan,  K680 000, Creditors K320 000, Motor Vehicle K550 000.                 What is the amount of capital?

A
K850 000                         B
K400 000

C
K680 000                         D
K320 000 

210.  A firm’s capital at the end of a trading period amounted to K2 100. The net trading profit was K 450.  While drawings amount to K 255.What was capital owed at the beginning of the trading period?

A. K1 800              B. K1 875                         C. K1 905                     D. K1 650
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	                               PARTNERSHIP ACCOUNTS


211. Assets can be revalued in a partnership change because

A. The law insist upon it

B. It helps prevent injustice to some partners

C. Inflation affects all values

D. The depreciation charged on them needs to be reversed

212. You are to buy an existing business which has assets valued at buildings 50 000, motor vehicles K15 000, fixtures K5 000, and stock K40 000. You are to pay K140 000 for the business. This means that

A. You are paying K40 000 for goodwill

B. Building are costing k30 00 more than their value

C. You are paying k30 00 for goodwill

D. You have made an arithmetic mistake

213. Mulenga and Jelita are in partnership sharing profits and losses in the ratio 3:2 Net profit for year was k52,000. Mulenga receives a salary of K12 000 . What are the amount to be credited to the Partners current accounts?

A. Mulenga K26 000, Jelita 26 000

B. Mulenga K31 200, Jelita 20 800

C. Mulenga K36 000, Jelita 16 000

D. Mulenga K24 000, Jelita 16 000
214. Interest on capital is recorded on the ………… 

A. Debit side of the partners current A/C

B. Credit side of the partners current A/C

C. In the balance sheet under current Assets

D. On the credit side of the appropriation A/C

215. Goodwill may be define as

A. The difference between the purchase price of a business and the of assets taken over

B. The value given to the seller of the business

C. The value given to the purchases of the business

D. An agreement between the purchaser and the seller of the business

216. Where there is no partnership agreement profit and losses

A. Must be shared in same proportion
as capital

B. Must be shared equally after adjusting for interest on capital

C. Must be shared equally

D. Must be shared after deducting drawings

217. The minimum number of partners in a partnership is

A. 7    
     B.   2 
           C.    20     
       D. 5

218. A double entry for the interest on drawings in the partnership accounts is

A. Credit the interest on Drawings and debit the Current Accounts of partners

B. Credit the Current Accounts of partners and debit the interest on Drawings Account

C. Debit the profit and loss Appropriation and credit the partners’ Current account

D. Debit the partners’ current Accounts and credit the Profit and Loss Appropriation Account.

219. Profit of partnership amount to K3 280 before the following is taken into account.

(i) Interest on partner’s capital K180

(ii) Interest on drawings K20

(iii) Salary of one partner K1 000

(iv) Sharing ratio is 1:1

        How much profit remains for division between the partners?

A. K2 080               B. K2 100               C. 2 120              D. 2 440

220. What does a Credit Balance on a partner’s current account represent to a business?

A. Current Assets     B. Current Liability          C. Long term Liability            
          D.
 Part of the capital

221. The agreement between partners is recorded in a document known as

A. Partnership deed

B. Memorandum of association

C. Table of content

D. Prospectus

222. When a partnership agreement states that the capital Accounts should remain fixed. It is best to deal with the share of profits by

A. Dr the Partners current A/C

B. Cr the Partners capital A/C

C. Cr the Partners current A/C

D. Dr the Partners capital A/C

223. What does the word “Residue” mean in relation to profit in a partnership business?

A. The profit that remains after all expenses have been paid in the Profit and Loss Appropriation Account and is available for sharing

B. The profit that remains after all expenses have been paid in the profit and loss Appropriation and is kept aside as a reserve

C. The profit before any expenses have been in the profit and loss Appropriation Account.

D. The profit before any expenses have been paid in the profit and loss Account
224.    A partner’s salary of K210 000 would be posted to the  ……………..


A
debit side of profit and loss account


B
credit side of the profit and loss


C
debit side of his current account


D
credit of his current account

225. In order to keep the partner’s Capital Accounts fixed, changes on variations to the Capital are recorded in the 

A. Profit and Loss Appropriation Account

B. Partners, Current Accounts

C. Partners Drawings Accounts

D. Partnership Trading  Account    

226. When a partnership agreement states that the capital Accounts should remain fixed. It is best to deal with the share of profits by

A. Dr the Partners current A/C

B. Cr the Partners capital A/C

C. Cr the Partners current A/C

D. Dr the Partners capital A/C

227. Where the partnership deed does not exist, the partners are expected to use the……………

A. name of the company 

B.  title names

C.  partnership act 1890

D.  company  certificate
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	MANUFACTURING ACCOUNTS


228. What do you understand b the term “work in progress”

A. Sales less cost of goods sold

B. Value of partly finished

C. Value of goods purchased.

D. Value of finished goods on hand

229. A manufacturing business extracts the following information from its books

Direct materials                             K28

Direct Labour                                K22

Indirect Expenses                          K  8

What is the prime cost of production?
A. K36

B. K42    

C. K50  

D. K58

230. The cost of manufacturing goods is transferred to…….

A. the profit and loss account

B. the trading account

C. the balance sheet

D. no where

231. Which of the following items would be charged to the profit and loss in a manufacturing concern? 

A. Factory Labour  

B. Factory overheads  

C. warehouse wages 

D.  Office Rent

232. In the manufacturing business, royalties paid on every item manufactured are regarded as………….

A. Direct expense

B. An indirect expense

C. Part of raw material used

D. Factory overhead expense

233. Factor overhead costs are expenses…………

A. directly traced to items being manufacturing

B. which cannot be traced to the items being manufactured

C. incurred to sell manufactured goods

D. found in the Trading Account

234.     In a manufacturing account the excess of the market value of the goods over the cost of production results in…………..

A. an undervalued prime cost

B. a manufacturing profit

C. an overvalued total overhead expenditure

D. a manufacturing loss.
235. For a manufacturing company, depreciation of machinery in the plant should be included in the…………

A. prime cost section

B. trading account

C. factory overheads

D.  profit and loss account

236. The sum of prime cost plus the indirect manufacturing costs is the …………….

A. direct cost

B. production cost

C. overhead expenses

D. direct materials

237. How is the factory cost of production calculated?

A. Direct labour+direct material

B. Direct material+factory overheads

C. Direct material+direct labour+factory overheads

D. Direct material+direct labour+total overheads

238.  A manufacturing firms cost were as follows





Raw materials


   55,000






Direct labour


   86,400






Factory overheads

122,000





Depreciation on plant
    
     6,400





Administration cost                     8,800





Selling and distributor      
   12,000




                         There was closing work in progress of K12,400. What was the factory cost of    production?

A. K257,400

B. K263,400

C. K269,800

D. K278,200

239. A manufacturer  has the following costs





Raw materials


K8,000






Wages: factory workers
K4,000






factory supervisor

K1,000







office workers


K2,000






Fixed overheads: factory
K4,500






office



K4,500








What is the factory cost of production?

A. K12000


B. K16,500

C. K17,500

D. K21,00
240. What item is the factory overhead?

A. carriage on raw materials

B. Cost of raw materials

C. Secretary’s salary 

D. Wages on machine operators

241. Priskay manufactures school uniforms. She provided the following information




K









Material cost


5000





Labour cost


4000






Factory overheads

2000






What is the cost of production?


A. K5000

B. K9000

C. K7000


D. K11,000

242. Which is an Indirect cost

A. Carriage inwards

B. Factory rent

C. Production materials

D. Production wages

243. What will be included in a manufacturing account?

A. Bank charges and commission on sales

B. Depreciation on plant and sales men salaries

C. Direct labour and factory overheads

D. Direct labour and office expenses

	16
	ACCOUNTING ETHICS


244. When accountant In the firm adhere to professional code of ethics, this would result in clients developing………………………. The firm as decisions would be made in their best interest.

A. Trust              B. Reliability                     C. Loyalty                 D. Dependence.

245. Which one of the following is not a danger of non- adherence to Ethics in accounting?

      
 A. 
Competition       B. Fraud        C. Integrity          B. Embezzlement

246.    Which of the following words best describes ethics in accountancy

(i)  Fraud

(ii) Integrity

(iii) Corruption

(iv) Discipline

(v) Embezzlement

(vi) Honest 
(A) (i) (iii) and (v)

(B) (ii) (iii) and (iv)

(C) (ii) (iv) and (vi)

(D) (I) (V) and (vi)
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	INTERPRETATION OF FINAL ACCOUNTS


247.  Given cost of goods sold K16 000 and margin of 20% this sales figure is 

A. 20 150       B. K13 600    C. K21 000          D. 20, 000. 

248. If the opening stock is K 3 000, closing stock K5 000, Sales K4 000 and Margin 20% their stock turnover is 

A.   8 times                B. 5 times           C. 6 times                       D. 7[image: image5.png]


 times

249.  If K500 was shown added to purchases instead of being added to a fixed asset.

A. Net profit only would be understated

B. Net profit only would be overstated 

C. It would not affect net profit 

D. 30th gross profit and loss would be understated
250.   If the cost price of goods is k900, 000 and the margin is 25 per cent. Find the selling price

A. K925, 000             B. k1120, 000        C. k300, 000          D. k1200, 000
251.  The Mark-Up is the gross profit’s relationship with the ………………



A
Capital             B   Turnover           C
Cost of goods     D
Average stock

252.  Total sales of K2800 have been debited to the Sales account. What is the effect of this on the sales account balance?

A. Over stated by K2800

B. Overstated by K5600

C. Understated by K2800

D. Understated by K5600

253. A debit balance in capital account indicates that the firm is

A. Overtrading              B. Depreciation         C. Insolvent                   D. Investing

254. Identify the correct statement

A. Profit does not alter capital

B. Profit reduces capital

C. Capital can only come from profit

D. Profit increases capital

255. A business that is short of working capital is said to be

A. Solvent               B. Bankrupt                 C. Insolvent               D. overtrading

256. The amount a trader adds to his/her cost price of goods is known as

A. Mark up         B. Prime cost        C. Cost of goods sold      D. Net profit

257. A business maintains a gross profit mark – up of 25% and achieved total sales of         K60, 000 for the year. What is the cost of goods sold?

A. K12, 000               B. 15 000        C. K45, 000         D. K48 000

258. C. Phiri’s current Assets and Liabilities were as follows:

                Stock                                62 000

                Creditors                          35 000

                 Debtors                            43 000

                 Bank overdraft                25 000

                 Prepared Expenses         15 000

              

 What is C. Phiri’s working capital ratio

A. 2:1                         B. 1:2                            C. 4:1                               D. 0.7: 1

259. Table gives information for a company’s financial year

     Gross profit                   K23 680

     Wages                            K15 600

     Insurance                      K1 300

Insurance is prepaid by K60, 000 and wages outstanding are K1500 000. What is the net profit for the year?

A.      K5 220 000      B. K53 400        C. K8 220 000       D. K8 340 000

260.  A business achieves a gross margin 33[image: image7.png]


%. The following information available 

Opening stock                                        K5 000

Purchases                                                K25 000

Closing stock                                           K6 000

The value of sales for the year is 

A. K32 000               B. K36 000                K24 000                     D. K30 000

261. The books of a business has the following :

    Sales                                                   K90 000

    Cost of sales                                      K50 000

    Expenses                                            K10 000

What is the net profit as a percentage of sales?

A. 20%                 B. 33.3%                      C. 44.4%                  D. 66.6%

262. A trading account showed the following figures, sales K15 000, purchases                 K10 000, opening stock K4 000, closing stock K6 000. The rate of turnover was

A. 2.4                          B. 1.6                             C. 3                                  D. 5 

263. A business maintains a gross profit  Mark – up of 25% and achieved total sales of K60.000 000 for the year. What is the cost of goods sold?

(A) K12 000,000

(B) K15 000,000

(C) K45,000,000

(D) K48,000,000

264.  Trading account of a firm for the year ended 30 June 1999 shows the following details:

    Stock (1.7.98) 

K   5,936

    Stock (30.6.99)

K   4,544

    Sales


K83,840

       

    Purchases


K61.488

(A)    K8 8384

(B)   K82 448

(C)   K26 896

(D)   K 20 960

265. Using the details in question above and you gross profit figure, calculate the rate of stock turn

(A) 6 times

(B) 10 times

(C) 15 times

(D) 12 times
&&&&&&&&&&& the end  good lucky &&&&&&&
 PRINCIPLES OF ACCOUNTS PAPER 11
Contents
1. INTRODUCTION TO PRINCIPES OF ACCOUNTS

2. BUSINESS TRANSACTIONS

3. BOOK OF PRIME ENTRY

4. THE LEDGER

5. THE TRIAL BALANCE

6. FINAL ACCOUNTS
7.  ADJUSTEMENTS TO FINAL ACCOUNTS

8. LIMITATIONS OF THE TRIAL BALANCE  AND SUSPENSE ACCOUNT
9. BANK RECOCILIATION STATEMENT

10. CONTRAL ACCOUNTS

11. ACCOUNTS OF NON PROFIT MAKING ORGANISATIONS

12. CAPITAL AND REVENUE EXPENDITURE AND RECEIPTS

13. INCOMPLETE RECORDS OR SINGLE ENTRY

14. PARTNERSHIP ACCOUNTS

15. MANUFACTURING ACCOUNTS
16. ETHICS IN ACCOUNTING
17. 17.INTERPRETATION OF FINAL ACCOUNTS
	1
	INTODUCTION TO PRINCIPLES OF ACCOUNTS


1 What is the meaning of Principles of Accounts?

· It is concerned with the recording, classifying and summarizing of data and then communicating what has been learnt from it.

· The process of identifying, measuring and communicating economic information to permit informed judgments and decisions by users of that information.  

· Is the reporting, analyzing and interpretation of recorded information on business transactions?

2 Explain the importance of Principles of Accounts

· It is for checks and balances

· To provide information for decision making

· Develop skills in preparing and interpreting accounting information

· Develop an understanding of accounting concepts, principles, procedures and terminology

· Develop skill of numeracy, literacy, communication and enquiry

· Encourage attitude of accuracy, orderliness, logical thought and an appreciation of professional ethics

· Develop an understanding of the role of accounting in providing an information system for monitoring progress and decision
3 Identify career prospects in the Accounting Profession

· Accountant

· Bookkeeper

· Cashier

· Bursar

· Financial Controller

· Assistant Accountant

· Financial Manager

· Finance Minister

4 Identify the Accounting Concepts.

· Cost

· Prudence

· Going Concern

· Business entity

· Realization

· Objectivity

· Dual aspect

· Consistency

· Accrual

· Materiality

· Periodical

5 Explain the accounting concepts

· Cost – It means assets are shown at cost price, and that this is the basis for valuation of the asset.

· Prudence – This is the inclusion of a degree of caution in the exercise of the judgment needed in making the estimates required under conditions of uncertainty (e.g. decisions relating to bad debts and allowances for doubtful debts), such that assets and income are not overstated and liabilities and expenses are not understated.

To take into account unrealized losses.

· Going Concern – it is assumed that the business will continue to operate for at least months after the end of the reporting period.

Business will continue for a long time 

· Business entity - Implies that the affairs of a business are to be treated as being quite separate from the non- business activities of its owner(s). Assumptions that only transactions that affect the firm and not the owner’s private transitions will be recorded.

· Objectivity – the use of a method which arrives at a value that everyone can agree to because it is based upon a factual occurrence.

· Dual aspect – this states that there are two aspects of accounting, one represented by the assets of the business and the other by the claims against them. The concept states that these two aspects are always equal to each other. Double entry system means every transaction will be posted  on the Dr and Cr side with the same  amount

Assets = Capital + Liabilities

· Consistency - Transaction of a similar nature should be recorded in the same way in the same way in the same accounting period and in all future accounting periods.

· Accrual – Net Profit is the difference between revenues and the expense incurred in generating those revenues i.e. Revenues – Expenses = Net Profit

The effects of transactions and other events are recognized when they occur and they recorded in the books and reported in the financial statements of the period to which they relate.

· Materiality –means an item purchased will be treated as an expense or non-current fixed asset according to the size of the organization and accountants’ judgment.

Items of material value are recorded as assets and
	2
	BUSINESS TRANSACTIONS


6 Explain business transactions:-

A transaction is an exchange of goods or services using money as the medium of exchange. The supplier of goods is known as the seller while the one receiving the goods is known as the buyer.

· Identify  different types of transactions

· Cash transaction – A cash transaction is one which the exchange of money for goods or services  is simultaneously done e.g a cash sale , a cash purchase

· Bank transaction – A cash transaction is one which the exchange of cheques for goods or services is simultaneously done 

· Credit transaction – A credit transaction is one in which goods supplied or services rendered against a promise given by the receiver of goods or services, to pay at a future date.  In this case the supplier of the goods or service is known as a creditor while the receiver is known as a debtor. The promise to pay at a later date is a debt due and payable to the supplier.

· Contra Transaction – contra transactions are movement of funds within the enterprise that do not involve inflow or outflow of funds as far as the enterprise is concerned. An example is the banking of cash takings from the office to the bank account of the enterprise or withdrawal of money from the bank account of the enterprise to meet office expenses.

· Barter transaction – involves the exchange of goods for goods

· Record business transactions:

· Cash Transaction

1/06/17 - Sold goods K2,300 cash

Cash Account

	Date
	Particulars
	F
	DR  (K)
	CR   (K)

	1/06/17
	Sales
	
	2,300
	


Sales Account

	Date
	Particulars
	F
	DR  (K)
	CR   (K)

	1/06/17
	Cash
	
	
	2,300


· Bank Transaction

2/06/17 – Bought goods for re-sale at K4,000 by cheque

Bank Account

	Date 
	Particulars
	F
	DR  (K)
	CR   (K)

	2/06/17
	Purchases


	
	
	4,000





      Purchases Account

	Date
	Particulars
	F
	DR  (K)
	CR   (K)

	2/06/17
	Bank
	
	4,000
	


· Credit Transaction

3/06/17 - Bought goods on credit from H. Banda K3,000

Purchases Account

	Date
	Particulars
	F
	DR  (K)
	CR   (K)

	3/06/17
	H. Banda
	
	3,000
	


H. Banda

	Date
	Particulars
	F
	DR  (K)
	CR   (K)

	3/06/17
	Purchases
	
	
	3,000


· Contra  Transaction

4/06/17 – Withdrew cash from bank, K1,000

Cash Account

	Date
	Particulars
	F
	DR  (K)
	CR   (K)

	4/06/17
	Bank
	
	3,000
	


Bank Account

	Date
	Particulars
	F
	DR  (K)
	CR   (K)

	4/06/17
	Cash
	
	
	3,000


REVISION EXERCISE

I /06/ 2017 Bwalya started business with K20000 cash 

3/06/2017 bought goods by cash K5000

4/06/2017 paid rent by cash K1000

10/06/2017 deposited K8000 of the cash into the bank.

12/06/2017 Bought building by cheque K1200




      20/06/2017 sold goods by cheque K600
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	BOOKS OF PRIME ENTRY AND SOURCE DOCUMENTS


PSBAT
· Define books of prime entry

· Identify the types of books of prime entry

· Explain what each book of prime entry is used for

· Identify and explain the source document(s) used to prepare each book

· Enter transactions in each book of prime entry

· Distinguish between a trade discount and a cash discount

· Post each book to the ledger

· Extract a trial balance

BOOKS OF PRIME ENTRY

EXPLAIN THE BOOKS OF PRIME ENTRY

 Examples of these books are:

· Cash Book

· Petty Cash Book

· Purchases Day Book

· Sales Day Book

· Purchases Returns Day Book

· Sales Returns Day Book

· General Journal or Journal Proper
1.TWO COLUMN CASH  BOOK

EXPLAIN THE TWO COLUMN CASH BOOK

 A Cash book is kept to record cash and cheque payments.

 There are two types of Cash books – two column cash book and three column cash book.

PREPARING A CASH BOOK

A cash book is part of the double entry system.  Therefore, we follow the normal rules of double entry i.e.

Debit- The Receiver

Credit- The Giver

To prepare a cash book, one would obtain the information from the following source documents:

· Cash sale slip

· Cash dockets (till roll)

· Receipts

· Cheque counter foils or cheque stubs

· Deposit slips

CONTRA ENTRIES

Where a transaction’s double entry is completed within the cash book, it is known as a contra entry.

  Examples are:

i) Cash paid into the bank from cash till

ii) Cash withdrawn from the bank for business use.

 We use the letter ‘c’ in the folio column to denote that an item is a contra.

RECORD TRANSACTIONS IN THE TWO COLUMN CASH BOOK
QUESTION:
Record transactions in D. Nyirenda’s Cash Book for January, 2004.

 01.   Bank K6 000 000

16.  Sales by cheque K5 500 000

20.  Bought goods paying by cheque K1 500 000

22.  Bought a motor vehicle paying by cheque K10 000 000

24.  Paid for traveling expenses by cash K400 000

27.  Withdrew cash from the bank for business use K4 500 000

28.  Bought a machine paying by cash K4 000 000

30.  Received a cheque for K2 500 000 as a loan from P Lubasi

31.  Paid salaries by cheque K2 000 000
 THREE COLUMN CASH BOOK

EXPLAIN THE THREE COLUMN CASH

 A three-column cash book has an additional column for discounts.  

What is a discount?

A discount is defined as a reduction from the price of an item.  There are two classes of discounts namely a trade discount and a cash discount.

a)  Trade discount
     This is a reduction from the catalogue price or price list given for bulky buying.  

b)  Cash discount
      A cash discount is a reduction from the invoice price given for prompt payment within a     given period of time. 

 A business may have two types of cash discount.

Discounts allowed
Discounts received
NOTE: 

Discounts allowed are losses to the business where as discounts received are gains to the business.

RECORD TRANSACTIONS IN THE THREE CASH BOOK

QUESTION 1

Enter the following transactions in the three-column cash book of J Pokololo, a general dealer.  Balance off the cash book at the end of the month and post the cash book to the ledger.

20x5

May    1  Balances brought down from April:



Cash balance 






    K926 000



Bank balance 






K 6 450 000



Debtors accounts:



    A Maambo






    K240 000



    B Kolwe






    K460 000



Creditors accounts:



    V Mbao






    K300 000



    C Mwewa






    K160 000


3  Cash sales K144 000.


4  Purchased goods by cheque K860 000.


5  AMaambo paid us by cheque K220 000, having deducted K20 000 cash discount.


8  Paid V Mbao’s account by cash, deducting 5% cash discount.


10  Paid wages by cash K250 000.


14  Received K430 000 cash from B Kolwe, cash discount K30 000.


16  Deposited cash into the bank K600 000.


20  We paid C Mwewa by cheque, deducting 10% cash discount.


24  Sales by cheque K420 000.


30  Paidsala

NOTE: DO THE THREE COLUMN BOOK WITH THE CLASS
NOTE;
1.  The opening balances for debtors and creditors were not entered in the cash book but entered in the respective debtors and creditors accounts in the sales ledger and purchases ledger.

2.  The corresponding double entries for the total discounts are entered in the personal accounts of debtors and creditors.

3.  All. Stands for discount allowed while Rec. stands for discount received.

QUESTION 2

A three column cash book is to be written up from the following details, balanced off, and the relevant discounts accounts in the general ledger shown.

20x5

March    1 Balances brought forward: cash K1 840 000 and bank K38 048 000.


  2 The following paid their accounts by cheque, in each case deducting 5% cash discount:

R Banda K1 120 000; E Tobwa K1 760 000; C Chola K2 400 000.


4  Paid rent by cheque K960 000.


6  JKantu lent us K8 000 000 paying by cheque.


8  We paid the following accounts by cheque in each case deducting a 21/2% cash discount: 

N Bwalya K2 800 000; P Tailoka K3 840 000; C Wamulume K6 400 000.


10  Paid motor expenses in cash K352 000.


12  BHansengele pays us his account of K616 000 by a cheque of K592 000 in full 


settlement of his account.


15 Paid wages in cash K1 280 000.


18 The following paid their accounts by cheque in each case deducting 5% cash discount: 


      C Walubita K2 080 000; R Zulu & sons K2 720 000; H Malama K3 680 000.


21 Cash withdrawn from the bank K2 800 000 for business use.

24  Cash drawings K960 000.


25  Paid T Muchona his account of K1 120 000 by cash K1 064 000 in full settlement

his account.


29  Bought fixtures paying by cheque K5 200 000.


31  Received commission by cheque K704 000

ACTIVITY 1
Enter the following in the three-column cash book of an office supply shop. Balance off

The cash book at the end of the month and show the discount accounts in the general ledger 20X8

June 1 Balances brought forward: Cash k420; Bank k4,940.

 2 The following paid us by cheque, in each case deducting a 5 per cent cash      discount:

S Braga k820; L Pine k320; G Hodd k440; M Rae k1,040.

 3 Cash sales paid direct into the bank k740.

5 Paid rent by cash k340.

 6 We paid the following accounts by cheque, in each case deducting 21/2 per cent cash

discount: M Peters k360; G Graham k960; F Bell k400.

 8 Withdrew cash from the bank for business use k400.

 10 Cash sales k1,260.

 12 B Age paid us their account of k280 by cheque less k4 cash discount.

 14 Paid wages by cash k540.

 16 We paid the following accounts by cheque: R Todd k310 less cash discount k15; F Dury

k412 less cash discount k12.

 20 Bought fixtures by cheque k4,320.

 24 Bought  lorry paying by cheque k14,300.

 29 Received k324 cheque from A Line.

 30 Cash sales k980.

30 Bought stationery paying by cash k56.
2.  PETTY CASH BOOK

EXPLAIN THE PETTY CASH BOOK

The petty cash is the amount of money spent on small day to day running of the

business recorded by a petty cashier using a source document called petty cash voucher.
Imprest system

 At the beginning of the petty cash period (e.g. weekly, fortnightly, monthly) the petty cashier is given a fixed sum of money known as the ‘meaning gives back the spent amount.
Analysis Columns 

The petty cash book has analysis columns such as:-

Postage - eg. Parcels, letters, stamps.

Stationery - eg. Pens, envelopes, books, pencils.

Office expenses- eg. Coffee, tea, sugar, milk.

Motor Expenses- repairs, fuel.

Travelling- travel, transport expenses, logistics.

Sundry Expenses- beverages, milk, etc. 

Cleaning- detergents, disinfectants.

RECORD TRANSACTIONS IN THE PETTY CASH  BOOK

QUESTION:

The following is a summary of the petty cash transactions of JK Ltd for May 20x5:

May 1.  Received from cashier K300 000 as petty cash float


  Payments for the month were as follows:

         2.  Postage 





K18 000

         3.  Travelling 





K12 000

         4.  Cleaning 





K15 000

         7.  Petrol for delivery van 



K22 000

         8.  Travelling





K25 000

         9.  Stationery 





K17 000

       11.  Cleaning 





K18 000

       14.  Postage





K5 000

       15.  Travelling





K8 000

       18.  Stationery 





K9 000

       18.  Cleaning 





K23 000

       20.  Postage 





K13 000

       24.  Service of delivery van



K43 000

       26.  Petrol 





K18 000

       27.  Cleaning





K21 000

       29.  Postage 





K5 000

       30.  Petrol 





K14 000

You are required to:

a) Rule up a suitable petty cash book with analysis columns for expenditure on: cleaning, motor expenses, postage, stationery, and traveling.

b) Enter the month’s transactions

c) Enter the receipt of the amount necessary to restore the imprest and carry down the balance for the commencement of the following month.

d) Show how the double entry for the expenditure is completed.

ACTIVITY 2
You are to draw up a petty cash book with the following analysis columns: motor expenses, staff traveling expenses, postages, cleaning and a ledger account.  You should restore the imprest on 

1st October 20x5.

20x5

Sept.   1 Cashier gives K1 000 000 as float to the petty cashier.


   Payments out of petty cash during September were:










K’000

           2 Petrol 






    120

           3 J Kaluwe – travelling expenses 



      60

           3 Postages 






      40

           4 D Daka – travelling expenses 



      40

           7 Cleaning expenses





      20

           9 Petrol 






      20

         12 K Malina – travelling expenses



      60

         14 Petrol 






      60

         15 V Mbewe – travelling expenses  



    100

         16 Cleaning expenses 





      20

         18 Petrol 






      40

         20 Postages               





      40

         22 Cleaning expenses





      20

         24 W Gondwe – travelling expenses



    140

         27 Settlement of M chapulu’s account in the purchases ledger     60

         30 Postages






      40
3.  PURCHASES DAY BOOK

EXPLAIN THE PURCHASES DAY BOOK

 ‘Purchases’ refers to items bought for resale, whether by cash or on credit.
The purchases day book is a book where we record items bought on credit for resale.  

The source document for the purchases day book (also known as purchases journal) is the purchase invoice (or original invoice).
RECORD TRANSACTIONS IN THE PURCHASES DAY BOOK

QUESTION:
From the following transactions, you are to prepare the purchases day book, post the book to the ledger and extract a trial balance as at 31 January 20x5:

20x5

Jan.    3 Credit purchases from: B Zimba K580 000; J Phiri K360 000.

        18 Bought goods on credit from: C Banda K900 000 less 10% trade discount.

        26 Bought goods on credit from: D Soko K600 000 and B Zimba K800 000 less 10% trade discount.

       Solution

Purchases Day Book

_____________________________________________________________

Date  
   Details



Invoice no     F
Amount

20x5








  K’000
Jan   3
   B Zimba



  004


      580

        3     J  Phiri



  098


      860

      18     C Banda 



  014   


      810

      26     D Soko



  066


      600

      26
   B Zimba



  042    

      720
      31     Transfer  to purchases account



   3 570

General ledger



Purchases account                        



_____________________________________________________________

Date 
    Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

Jan 31      Credit purchases for month


  3 570 
Purchase ledger



B Zimba account                        


_____________________________________________________________

Date 
    Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

Jan     3     Purchases       





      580

        26     Purchases 






      720

        31     Balance     c/d



1 300       _      








1 300                    1 300
Feb    1     Balance     b/d





  1 300




J Phiri account                        


_____________________________________________________________

Date 
    Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

Jan     3     Purchases






      860

31     Balance     c/d



                  860    _      








    860                      860
Feb    1     Balance     b/d





       860




C Banda account                        


_____________________________________________________________

Date 
    Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

Jan   18     Purchases






      810

        31     Balance     c/d



810    _      







810                        810

Feb    1     Balance     b/d





     810




D Soko account                        


_____________________________________________________________

Date 
    Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

Jan   26     Purchases






      600

        31     Balance     c/d



600    _      







600                        600

Feb    1     Balance     b/d





       600




Trial balance as at 31 January 20x5








Dr

      Cr








  K’000
K’000


Purchases 




   3 570


Creditors:


   B Zimba






   1 300


   J Phiri






      860


   C Banda 






      810


   D Soko





                   600







 3 570
                 3 570
_____________________________________________________________________

ACTIVITY 3

John Susu had the following credit purchases for the month of September 20x5:

20x5

Sept.    4 From K Mwansa: 4 cases of sugar at K60 000 per case, 3 cases of Gesha soap at

K20 000 each case.  All less 10% trade discount.

          12 From C Mapulanga: 10 reams of bond paper for K250 000.

          20 From J Muleya: 2 dozens of staplers at K5 000 each stapler.

          26 From R Mofu: 2 washing basins at K20 000 each, 10 water buckets at K15 000 each.         All less 10% trade discount.

You are required to:

a)  Enter the above transactions into the purchases journal for the month 

b)  Post the book to the ledger.

_____________________________________________________________________

4. SALES DAY BOOK

EXPLAIN THE SALES DAY BOOK

 ‘Sales’ in accounting refers to the sale of items previously bought.

  The source document for the sales day book (also known as sales journal) is the sales invoice (or duplicate invoice).

RECORD TRANSACTIONS IN THE SALES DAY BOOK

QUESTION

B Musonda had the following credit sales for the month of February 20x5:

20x5

Feb.    4 Sold goods to C Mate K348 000

         13 Sold goods to Z Buumba K152 00

         21 Sales to C Mate K100 000

         24 Sales to M Chalwe K256 000

         28 Sales to Z Buumba K300 000 less 10% trade discount.

You are to prepare B Musonda’s sales day book and post it to the ledge
Solution

                     Sales Day Book

_____________________________________________________________

Date  
   Details



Invoice no     F
Amount

20x5








  K’000
Feb  4
   C Mate



  0121


      348

      13     Z Buumba



  0122


      152

      21     C Mate 



  0123  

      100

      24     M Chalwe



  0124


      256

      28     Z Buumba



  0125   

      270
      28     Transfer to sales account




    1 126

General ledger




Sales account                        



_____________________________________________________________

Date 
    Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

Feb 28      Credit sales for the month




   1 126
Sales ledger





C Mate account                        



_____________________________________________________________

Date 
    Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

Feb    4     Sales




     348

        24     Sales




     100

28     Balance  c/d





               448







     448
               448
March 1    Balance b/d



     448





Z Buumba account                        



_____________________________________________________________

Date 
    Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

Feb  13     Sales




     152

        28     Sales




     270

28     Balance c/d




                            422







     422
                422
March 1    Balance b/d



     422





M Chalwe account                        



_____________________________________________________________

Date 
    Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

Feb  24     Sales




     256

28     Balance c/d





 256







256
256

March 1    Balance b/d



     256

Trial balance as at 28 February 20x5








Dr

      Cr








  K’000
K’000


  Sales 







   1 126


  Debtors:


  C Mate




      448


  Z Buumba




      422


 M Chalwe




      256               ____







   1 126
   1 126
ACTIVITY 4

C Simwanza, a sole trader specializing in material for Nigerian clothing , has the following purchases and sales for March 20x5:

March    1  Bought from Mulila stores: silk K360 000, cotton K720 000.  All less 25% trade discount


8  Sold to A Gondwe: linen items K252 000, woolen items K396 000.  no trade discount.


15  Sold to B Hanzala: silk K324 000, linen K1 296 000, cotton items K1 080 000.  All less 

      20% trade discount.

23  Bought from C Kwabe: cotton K792 000, linen K468 000.  All less 25% trade discount.

24  Sold to D Shawa: linen items K378 000, cotton K432 000.  All less 10% trade discount.

31  Bought from J Mudenda: linen items K2 478 000.  Less 33⅓% trade discount.

Required:

a)  prepare the purchases and sales journals for C Simwanza from the above

b)  post the items to the personal accounts

c)  post the totals of the journals to the sales and purchases accounts.

5. PURCHASES RETURNS DAY BOOK

EXPLAIN THE PURCHASES RETURNS DAY BOOK
A Purchases Returns Day Book is a book in which goods bought for resale but are returned by the buyer to the supplier and are recorded in the purchases day book.

Reasons for returns

· Customers are oversupplied

· Goods sent are of a wrong colour, type or make.

· Goods are damaged in transit to the customer 

  Whenever goods are returned to a supplier, the customer sends a debit note to the supplier.

RECORD TRANSACTIONS IN THE PURCHASES  RETURNS DAY BOOK    

QUESTION:
Enter the following returns in the purchases returns day book and post the book to the ledger.

20x5

Jan 5 Returned goods to J Phiri K160 000


   20 Returned goods to C Banda K200 000 less 10% trade discount.


   28 Returned goods to B Zimba K180 000 less 10% trade discount.
Solution
Purchases returns day book

_____________________________________________________________

Date  
   Details


         Debit note no     F
Amount

20x5








  K’000
Jan   5
 J Phiri



              010


      160

20     C Banda 



              011


      180

28     B Zimba



              012     

      162
      31     Transfer to purchases returns account


       502
General ledger


Purchases returns account                        



_____________________________________________________________

Date 
    Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

Jan 31      Returns for month





      502 
Purchase ledger





J Phiri account                        


_____________________________________________________________

Date 
    Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

Jan     5     Purchases returns  


                 160




C Banda account                        


_____________________________________________________________

Date 
    Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

Jan   20     Purchases returns



     180

B Zimba account                        


_____________________________________________________________

Date 
    Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

Jan   28     Purchases returns     


     162

6. SALES RETURNS DAY BOOK
EXPLAIN THE SALES RETURNS DAY BOOK

The sales returns day book is a book where we record goods returned to us by our customers. 

Whenever goods are returned by a customer, a credit note is sent to the customer. 
RECORD TRANSACTIONS IN THE SALES RETURNS DAY BOOK

QUESYION:
B Musonda experienced the following returns inwards during the month of February 20x5:

Feb 6 Returns from C Mate K84 000

     18 Returns from Z Buumba K42 000

     27 Returns from M Chalwe K60 000

Enter the above transactions in the sales returns day book and post the book to the ledger.

Solution
                         Sales returns day book

_____________________________________________________________

Date  
   Details


        Credit note no     F
Amount

20x5








  K’000
Feb   6
   C Mate



  0126


        84

       18    Z Buumba



  0127


        42

       27    B Zimba



  0128   

        60
       28    Transfer to sales returns account


                   186
General ledger




Sales returns account                        



_____________________________________________________________

Date 
    Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

Feb 28      Returns for month



     186 
Sales ledger





C Mate account                        



_____________________________________________________________

Date 
    Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

Feb    6     Sales returns            




        84





Z Buumba account                        



_____________________________________________________________

Date 
    Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

Feb  18     Sales returns   




                    42





M Chalwe account                        



_____________________________________________________________

Date 
    Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

Feb  27     Sales returns




                    60
ACTIVITY 5
You are to enter up the sales, purchases and the returns inwards and returns outwards journals from the following details, then to post the items to the relevant accounts in the sales and purchases ledgers.  The total of the journals are then to be transferred to the accounts in the general ledger.

20x5
May 1 Credit sales: T Tamba K504 000; L Dimba K1 332 000; K Banda K1 305 000.

 3 Credit purchases: P Phiri K1 296 000; H Hantobolo K225 000; B Sinda K684 000.

 7 Credit sales: K Kwabe K801 000; N Malama K702 000; N Lombe K2 313 000.

 9 Credit purchases: B Mpafya K216 000; H Hantobolo K522 000; 
     H Muleta K1 107 000.

11 Goods returned by us to: P Phiri K108 000; B Sinda K198 000.

14 Goods returned to us by: T Tamba K45 000; K Banda K99 000; K Kwabe K126 000.

17 Credit purchases: H Hantobolo K486 000; B Mpafya K585 000; L Ntembe K675 000.

20 Goods returned by us to: B Sinda K126 000.

24 Credit sales: K Mutinta K513 000; K Kwabe K585 000; O Gondwe K1 008 000.

28 Goods returned to us by: N Malama K216 000.

31 Credit sales: N lombe K495 000.

__________________________________________________________________

7. JOURNAL PROPER (GENERAL JOURNAL)
The word journal means ‘a book containing the record of events as they occur day by day’.  

Examples of entries made in the journal proper are:

· Purchase and sale of fixed assets on credit

· Opening entries Correction of errors

· Transfer of items between accounts

· Creation, increase or decrease of provisions and reserves
The journal shows:

· The name(s) of the account(s) to be debited and the amount(s)

· The name(s) of the account(s) to be credited and the amount(s)

· A brief explanation of the transaction called a narrative (narration)

RECORD TRANSACTIONS IN THE JOURNAL PROPER

The layout for the journal is as follows:





Journal proper_                                                            

Date 

Details 



F 
Dr

   Cr
20x5







  K’000
K’000

Jan  1

Name of account to be debited 

      xxx



Name of account to be credited 



     xxx

Narrative

___________________________________________________________________

QUESTION:

To illustrate the recording of entries in the journal proper, we shall only look at three groups of entries:

· Purchase and sale of fixed assets on credit

· Transfers between ledger accounts

· Opening entries

a)  Purchase and sale of fixed assets on credit
     i)  On 4th May 20x5, a company bought a machine on credit from Major Ltd for K10 million.

          Record the transaction in the journal and post it to the ledger.
Solution





JOURNAL PROPER
Date 

Details 



F 
Dr

   Cr
20x5







  K’000
K’000

May  4
Machinery 




           10 000


 Major Ltd






           10 000

Purchase of a machine serial 

no: 1026 on credit.

___________________________________________________________________

General ledger




Machinery account                        



_____________________________________________________________

Date 
    Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

May  4       Major Ltd




10 000 
Purchase ledger



Major Ltd account                        

_____________________________________________________________

Date 
    Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

May     4     Machinery  




            10 000

     ii)  Sold a motor vehicle on 10th June 20x5 for K15 million on credit to A Mulunda.

          Show the journal entry and the postings to the ledger.

Solution

JOURNAL PROPER  

Date 

Details 



F 
Dr

   Cr
20x5







  K’000
K’000

June  10A Mulunda




  15 000



   Motor vehicle





15 000

Sale of a motor vehicle on credit.

________________________________________________________________

General ledger




Motor vehicle account                        



_____________________________________________________________

Date 
    Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

June  01      Balance b/d  



15 000 
10      A Mulunda




                        15 000







15 000

15 000
Sales ledger




A Mulunda account                        


_____________________________________________________________

Date 
    Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

June  10     Motor vehicle  


            15 000

b)  Transfers

     i)  Mululu is our debtor owing us K18 million as at 1st March 20x5.  He is unable to pay his account in cash, but offers a motor vehicle in settlement of the debt.  The offer is accepted on 15th March 20x5.

         Show the journal entry and the postings to the ledger:
Solution




Journal proper_______________________________                                                            

Date 

Details 



F 
Dr

   Cr
20x5







  K’000
K’000

March 15
Motor vehicle 




  18 000



Mululu






              18 000

Acceptance of a motor vehicle in full settlement of the debt

___________________________________________________________________

General ledger




Motor vehicle account                        



_____________________________________________________________

Date 
       Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

March 15Mululu




18 00
Sales ledger




Mululu account                        


_____________________________________________________________

Date 
      Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

March 01   Balance b/d



18 000

           15   Motor vehicle  



                        18 000







18 000

18 000
      ii)  Our debtor, A Banji had had his business taken over by K Wana on 7th July 20x5.  K Wana is now to pay the debt owed by A Banji of K5 million.

            Show the journal entry and the postings to the ledger.

Solution




JOURNAL PROPER                                                            

Date 

Details 



F 
Dr

   Cr
20x5







  K’000
K’000

July   7 
K Wana




   5 000



   A Banji






  5 000



Transfer of the debt from A Banji



to K Wana’s account

___________________________________________________________________

Sales ledger



  A Banji account                        


_____________________________________________________________

Date 
      Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

July    1     Balance b/d



  5 000

           7    K Wana






  5 000







 5 000

  5 000



K Wana account                        


_____________________________________________________________

Date 
      Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

July  7
      A Banji




  5 000

c) 
Opening entries

These are the entries required to open up a new set of books e.g. when a trader decides to keep his books on a double entry principle.  Opening entries are simply entries showing the financial position of a business as at the time a new set of books is to be opened.  The excess of assets over liabilities at that date is the capital of the business.


 In practice, opening entries may be made only once in the lifetime of the business.  
However, many book keeping exercises commence by requiring you to do the opening entries.

When opening a new set of books, all assets should have debit opening balances while liabilities and capital should have credit opening balances.
QUESTION:

B Maala has been in business for sometime without keeping proper accounting records.  He has now decided to have a full double entry set of books.

His assets and liabilities on 1st May 20x5 are as follows:

Assets: Buildings K7 000 000; Motor van K4 500 000; Stock K1 200 000; Debtors: - C Bwalya K6 000 000, O Moono K400 000; Cash at bank K850 000 and Cash in hand K300 000.

Liabilities: Creditors:- W Chansa K750 000, E Kasonde K600 000.

The opening entries in his journal would be as follows:

                                               Journal proper_______________________________                                                            
Date 

Details 
         F 
Dr
     Cr
20x5






K’000
K’000

May   1 
Buildings 



7 000



Motor van 



4 500



Stock 



            1 200



Debtors: - C Bwalya

               600




   - O Moono

               400



Cash at bank 

                           850



Cash in hand 


               300



   Creditors: - W Chansa


       750




        - E Kasonde


       600



   Capital (bal. Fig.)


13 500






  14 850  
  14 850


Being assets, liabilities and capital 



Entered to open a new set of books

_____________________________________________________________

The entries are then posted to the ledger as follows:

General ledger



Buildings account                        



_____________________________________________________________

Date 
       Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

May 1
       Balance b/d



  7 000
Motor van account                        



_____________________________________________________________

Date 
       Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

May 1
       Balance b/d



  4 500
Stock account                        



_____________________________________________________________

Date 
       Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

May 1
       Balance b/d



  1 200
Capital account                        



_____________________________________________________________

Date 
       Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

May 1
       Balance b/d





 13 500
Sales ledger

C Bwalyaaccount                        



_____________________________________________________________

Date 
       Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

May 1
       Balance b/d



     600
O Moonoaccount                        



_____________________________________________________________

Date 
       Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

May 1
       Balance b/d



     400
Purchases Ledger

W Chansaaccount                        



_____________________________________________________________

Date 
       Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

May 1
       Balance b/d





      750
E Kasondeaccount                        



_____________________________________________________________

Date 
       Details 



 F 
     Dr 

      Cr__

20x5






 K’000

K’000

May 1
       Balance b/d





      600
Cash book

___________________________________________________________________


  Date 
      Details


 F  

Cash 

       Bank


  20x5




Dr
         Cr
Dr            Cr
May   1     Balance b/d


       300

    850

___________________________________________________________

ACTIVITY 6

You are to show the journal entries required to record the following:

20x5

Feb     1  John Banda’s financial position was as follows: premises K20 000 000; Motor vehicle K25 000 000; stock K6 500 000; Creditor - A Motors Ltd K5 400 000; Bank K3 000 000;  Cash K1 500 000; Debtor – j Mwale K6 000 000.

Feb     5  Bought a another motor vehicle on credit from A Motors Ltd for K10 600 000.

Feb   14  The business of our debtor j Mwale was taken over by P Muluti.  Mwale’s debt isa now to be paid by P Muluti.

Post the journal entries to the ledger.

_____________________________________________________________________

BOOK KEEPING UP TO TRIAL BALANCE
From the books prepared so far, we can summarise the book keeping process as follows:

i) Collect source documents: where original information is found

ii) Enter transactions in the books of prime entry i.e. information is classified and them entered in the books.

iii) Post the books to the ledger – where double entry of each transaction is completed

iv) Extract a trial balance – to check the completion of double entry and the arithmetic accuracy of the accounts.

We have so far looked at each book individually, but the following question will illustrate the book keeping process involving a number of books of prime entry.

QUESTION:

From the following details, you are to open up the books of R. Mwenda, via the journal proper, record the transactions using the appropriate day books, post the books to the ledger and then extract a trial balance as at 31 January 20x5:

20x5

Jan.    1 R Mwenda’s position was as follows: buildings K24 000 000; Motor vehicles K16 000 000; Stock K3 000 000; Debtors: V Lubinda K5 500 000, M Tembo K3 000 000; Cash at bank  K4 200 000; Cash in hand K1 800 000; Creditors: D Banda K6 000 000, M Chilufya

K1 000 000.

 2 Bought goods on credit from: C Kapasa K4 500 000; M Chilufya K5 000 000.

 4   Sold goods on credit to: M Tembo K2 500 000, V Lubinda K3 500 000.

5   Paid wages by cheque K200 000.

6   Paid insurance in cash K300 000.

8  Cash sales K3 200 000.

9  Bought goods paying by cheque K1 000 000.

10  Returned goods to C Kapasa K500 000, M Chilufya K1 000 000.

11  Goods returned to R Mwenda by V Lubinda K800 000, M Tembo  K700 000.

13  Bought another motor van on credit from Toyota (Z) ltd for K14 000 000.

16  Received a cheque from V Lubindafro K7 500 000 in full settlement of his account.

18  MTembo paid us by cash K4 000 000, cash discount K300 000.

20  Sales by cheque K10 000 000

24  Sent a cheque to D Banda for K5 500 000 in full settlement of her account.

26  Paid M Chilufya by cash K4 000 000, cash discount K1 000 000.

28  Deposited K4 000 000 cash into the bank .

30  Paid motor expenses by cheque K500 000.

31  Paid Toyota (Z) Ltd by cheque K14 000 000.

Solution

Step 1  In answering such a question you should first identify the books where to record each 

transaction.  For this question, the books needed are:

Jan   1  Journal proper

2  Purchases day book

4  Sales day book

5  Cash book

6  Cash book

8  Cash book

9  Cash book

10  Purchases day book

11  Sales returns day book

13  Journal proper

16  Cash book

18  Cash book

20  Cash book

24  Cash book

26  Cash book

28  Cash book

30  Cash book

31  Cash book

Step 2  Having identified the books, you should now record the transactions in the respenctive

books. For our question, the entries in the books will be as follows:
                                    JOURNAL PROPER ______________________________                                                            
Date 

Details 


F 
Dr
               Cr

20x5






 K’000  
K’000

Jan   1 

Buildings 



24 000



Motor vehicle 



16 000



Stock 




  3 000



Debtors: - V Lubinda


  5 500




   - M Tembo


  3 000



Cash at bank 



  4 200



Cash in hand 



  1 800



   Creditors: - D Banda


               6 000




        - E Kasonde


                1 000



   Capital (bal. Fig.)


50 500






             57 500
    57 500


Being assets, liabilities and capital 



entered to open a new book

Jan   13 
Motor vehicle



14 000



   Toyota (Z) Ltd



  14 000



Purchase of a motor vehicle from 



Toyota (Z) Ltd on credit
	4
	THE LEDGER


The Double Entry System of Book Keeping

· Explain the meaning of Assets ,Liabilities and Owners Equity(Capital)

Starting a Business

For a business to start operating, it requires some resources. The owner supplies the initial resources and this is known as Capital of the business. The capital may take form of money (cash), or other resources (items) such as shops, furniture, stocks etc. In addition to the resources provided by the owner, the business may also borrow resources from other entities. These resources borrowed from others, other than the owner are known as Liabilities of the business. The total of all the resources that belong to the business are known as Assets of the business.

· State the Accounting Equation?

The accounting equation states that at any point in time the assets of the business will always be equal to its liabilities. Where the proprietor is the only provider of the resources deeded to start the business, the accounting equation is :
         ASSETS = CAPITAL

If the proprietor and others provide the resources needed to start the business the accounting equation changes to:

ASSETS = CAPITAL + LIABILITIES

(Resources: what they are         ) = (resources: who supplied them)

                  (Assets)                                     (Capital + Liabilities)

· Explain the meaning of ASSETS, LIABILITIES AND CAPITAL (OWNERS EQUITY)?
Since the accounting equation is based on the above terms:

(A) ASSETS can be defined as tangible or intangible possessions of a business that have value. Assets can be grouped into two classes:

(1) FIXED ASSETS: - A fixed asset is any asset tangible or intangible acquired for use by the business, and not for re-sale in the normal course of trading. Examples include; Land and Building, Machinery, Furniture, Motor Vehicle, premises, Fixtures and Fittings, Office Desk, Computers etc

(2) CURRENT ASSET: -These are assets that easily change form and are usually kept for a short period of time. Examples include ; Stock, Debtors, cash at bank, cash in hand and Expenses prepaid etc

(B) LIABILITIES: - Liabilities can be defined as the financial obligation of the business to outsiders or these are the resources that the business owes others. Liabilities can also be grouped into two classes:

(1) CURRENTLIABILITIES: - These are liabilities that need to be paid within the short period of time (usually one year) examples include creditors, Bank Overdraft and Expenses owing etc
(2) LONG TERM LIABILITIES: -These are liabilities that need to be paid after a long period time (i.e. after more than one year) Examples include; Bank Loan, Mortgage, Debentures etc

(C) CAPITAL:- This is a special liability of the business. It is the amount that the business owes back to the owner of the business. When the business makes a profit from its trading, the capital of the business increases (i.e. any profits belongs to the owner of the business). However, when a business makes a loss or the owner withdraws cash or goods from the business, the capital of the business decreases (i.e. what the business owes the owner reduces). Capital is actually the investment of the owner known as Equity or Net Worth

               (Q Which of the items in the following list are liabilities and them are assets?

                  a. loan to C. Chanda

                  b. bank overdraft

                  c. Fixtures and fittings

                  d. Computers

                  e. we are a supplier for inventory

                  f. warehouse we own

                  g. machinery

                   h. inventory

                   i. stocks

                   j. Accounts

                      Answers
                              Liability
a. Liability
b. Assets
c. Assets
d. Liability
e. Assets
f. Assets
g. Assets
h. Assets
i. assets
EFFECT OF TRANSACTIONS ON THE ACCOUNTING EQUATION

Transactions have a double effect on the business and the accounting equation. This is known as the dual aspect of transactions.  This is to say, for each and every transaction that the business makes or enters into, two items on the accounting equation are affected. For example; Bought a M. Vehicle for business use, paying by cheque. For this transaction the effect is that: 

· A new asset-motor vehicle was introduced but the asset of cash bank reduced

CLASS ACTIVITY 

For each transaction list down the two items that are affected on the accounting equation, indicating clearly whether the item is increasing or decreasing. 

A. owner puts into the business more capital by cash

B. Bought items for resale on credit. 

C. Sold the items on credit

D. Received a cheque from a customer as payment for items bought on credit

E. Paid by cheque the person who supplied the business items on credit. 

EFFECTS OF TRANSACTIONS ON THE BALANCE SHEET
A balance sheet is the statement that shows the financial position of the business. It is a statement of assets and liabilities at a given time. 

The balance sheet and he accounting equation are interrelated in that; the balance sheet represents the accounting equation. From the cash assets and liabilities of a business equal, then the balance sheet (which represents the equation) will also balance at point in time.
                                 Questions

i. On January, 2006, H Milimo started business with K10,00 cash @bank

H. Milimo’s



Balance sheet as @January, 2006

bank     10,000 
                    capital                  10,000


                         10,000 
                                10,000

This could therefore, be concluded that no matter the number of transactions you have at hand the balance sheet will always be balance. 

SUMMARY OF THE ABOVE TRANSACTIONS

	TRANSACTIONS


	EFFECTS

	1. 
	Owner introduces capital into bank 
	Increase in assets (bank) 

Increase in capitals. 

	2. 
	Buying a building by cheque
	Decrease in asset(bank)

Increase in asset(building) 

	3. 
	Buying goods on credit
	Increase in assets (stock of goods)

Increase in Liabilities (creditors)

	4. 
	Buying goods paying by cheque
	Increase in asset (stock of goods)

Decrease in assets (bank)

	5. 
	Selling of goods on credit at a profit
	Decrease in assets (stock of goods)

Increase in asset (debtor)

Increase in capital (profit)

	6. 
	Paying a creditor by cheque
	Decrease in assets (bank)

Decrease in Liability (creditors)

	7. 
	Cheque received from a debtor
	Increase in assets (stock of goods)

Decrease in assets (debtors)

	8. 
	Owner withdraws cash for personal use
	Decrease in assets (bank)

Decrease in capital (drawings)


Q1.Fill in the missing amounts in the following table. 

	
	Assets
	Liabilities
	Capital
	Answers

	A
	128,600
	84,000
	?
	Cap=asset – Liab=446000

	B
	?
	56,400
	28,400
	Asset=cap+Liab=84,800

	C
	250,400
	?
	114,800
	Liab=Assets – cap=135,600

	D
	?
	111,500
	88,500
	Assets=capital=200,000

	E
	216,500
	104,300
	?
	Cap=Asset – Liab=112,200

	F
	314,100
	?
	146,300
	Liab=Asset – cap=167,800


 Q2. F. Mwale had the following assets and Liabilities as @ 1st June, 2006

Premises 


 20,000

Planted and machinery 
 14,000

Motor vehicle 

              10,000

Stock of goods 

                1,456

Debtors 


     2,484

Creditors 


     6,434

Cash in hand 


    1,200

Bank overdraft

                4,608

Calculate his capital as@1st June, 2006. 

Capital= Assets-Liabilities 

=49,140,000-11,042,000

=38,098,00

                  THE LEDGER 

A ledger book is the main book of account where all business transactions undertaken have to be recorded. It is from this fact that all transactions have to be recorded in the ledger, that we call it as the main book of account. 

It is made up of a set of accounts. An account is a summary record of information (changes) relating to a particular item. It has sides. The left hand side called the debit side and the right side called the credit side. 

· Each side of an account has the following columns. 

i. Date column –for entering the date when a transaction takes place

ii. Detail column – for entering particular of a transaction  

(iii) Folio column- folio means page. It is for cross referencing of the double effect of a transaction.

(iv) Amount column- for entering monetary value of a transaction.

The title of each account is written on cross the top of the account at the center. An account can be represented in two ways;

Vertically or horizontally, for example;

 VERTICAL

	TITLE
	

	DATE
	DETAILS
	F
	DEBIT(OR)
	CREDIT(R)

	1
	
	
	R
	R


HORIZONTAL
	DATE 
	DETAILS
	F
	AMOUNT
	DATE
	DETAILS
	F
	AMOUNT


TITLE
TRIAL BALANCE

· It is a list of balances extracted from the ledger accounts arranged under debit and credit columns which when added the total must equal.

· The purpose of a trial balance is to check the arithmetic accuracy in the books of accounts and also to check whether the double entry has been completed.

DOUBLE ENTRY SYSTEM

This is also called the dual accounting concept i.e. for every debit, there is an equivalent credit. Assets or any other items of the accounting equation can increase or decrease, but assets will always be equal to capital + liabilities

Rules of DR and CR

Assets=Capital + Liabilities

Increase       DR      =CR   + CR

Decrease     CR       =DR   + DR

QUESTIONS 

Complete the following table 

	
	
	Account to be debited 
	Account to be credited 
	

	a
	Goods bought on credit from J Reid.
	Purchases a/c
	J Reidsa/c
	

	b
	Goods sold on credit to B Perkins.
	B Perkins. a/c
	Sales a/c
	

	c
	Vans bought on credit from H Thomas 
	Vans a/c
	H Thomas a/c
	

	d
	Goods sold, a cheque being received immediately 
	Bank account
	Sales a/c
	

	e
	Goods sold for cash
	Cash a/c
	Sales a/c
	

	f
	Goods purchased by us returned to supplier, H Hardy. 
	H Hardy a/c
	Purchases returns a/c
	

	g
	Machinery sold for cash.
	Cash a/c
	Machinery a/c
	

	h
	Goods sold returned by customer, J Nelson.
	Sales returned a/c
	J Nelsons a/c
	

	i
	Goods bought on credit from D Simpson.
	Purchases a/c
	D. Simpson a/c
	

	j
	Goods we returned to H Forbes. 
	H. Forbes a/c
	P. returns a/c
	


QUESTIONS 

Enter the following transactions in the account: 

2009 

May 1. Started business with 18,000 in the bank

Capital A/c 





   Bank A/c 

	Date 
	details
	F
	Dr
	Cr
	
	Date 
	Details 
	F
	Dr
	Cr  

	2009 
	
	
	
	
	
	2009
	
	
	k
	K

	5/1
	Bank 
	
	
	18,000
	
	5/1 
	capital
	
	18,000
	


May 2 Bought goods on credit from B. Hard k1,455

Purchase A/c 





B. Hinds A/c

	Date 
	details
	F
	Dr
	Cr
	
	Date 
	Details 
	F
	Dr
	Cr  

	2009 
	
	
	
	
	
	2009
	
	
	k
	K

	5/2
	B. Hind
	
	1,455
	
	
	5/2 
	purchases
	
	
	1,455


May 5 sold goods for cash k210

Sales A/c 




      Cash A/c

	Date 
	details
	F
	Dr
	Cr
	
	Date 
	Details 
	F
	Dr
	Cr  

	2009 
	
	
	
	
	
	2009
	
	
	k
	K

	5/5
	Cash  
	
	
	82
	
	6/5 
	P. returns
	
	82
	


May 6 we returned good to B. Hind k82

Purchase returns A/c 




B. Hinds A/c

	Date 
	details
	F
	Dr
	Cr
	
	Date 
	Details 
	F
	Dr
	Cr  

	2009 
	
	
	
	
	
	2009
	
	
	k
	K

	6/5
	B. Hind   
	
	
	82
	
	6/5 
	P. returns
	
	82
	


B. Bwalya returned goods to us worth 250

B. Bwalya’s A/c 




Sales Returns A/c

	Date 
	details
	F
	Dr
	Cr
	
	Date 
	Details 
	F
	Dr
	Cr  

	2009 
	
	
	
	
	
	2009
	
	
	k
	K

	7/5
	S. returns   
	
	
	250
	
	7/5 
	B. Bwalya
	
	250
	


CLASSIFICATION OF ACCOUNTS:

Accounts can be grouped into three classes;

(a) Personal accounts: these are account of debtors and creditors of john Banda’s account

(b) Nominal accounts; these are accounts that exist in name only i.e. all expense and income accounts including capital are normal accounts example include rent account, commission received account.

(c) Real accounts; these are account of the assets of the business i.e. accounts of all the possessions of the business example include land and buildings account, motor vehicle account e.t.c.

QUESTION
Classify the following accounts into real, nominal land personal accounts;

(i) Premises

(ii) Major ltd account

(iii) Insurance account

(iv) A. Muyunda’s account 

(v) Bank account 

(vi) Rent received account

(vii) Cash account

ANSWERS
1. Real     2. Personal         3. Nominal    4. Personal     5. Nominal  6. Nominal      7. Real    

SUBDIVISION OF THE LEDGER

 In order to maintain control over the number of financial transaction, the ledger is subdivided into;

(a) Cash book. A book where cash and bank transactions are recorded

(b) Sales or debtors ledgers. A book where we record all the accounts of our debtors or customers

(c) Purchases or creditors or bought ledger: A book where we record all the accounts of our creditors or suppliers

(d) General or nominal ledger; A book where we record real and nominal accounts ie expenses, income, assets (excluding debtors) and liabilities (excluding creditors)

QUESTIONS

From the following ledger accounts identity the ledger book into which each account would be recorded.

Answers

1. Capital account


(general ledger)

2. Cash account


            (cash book)

3. Bank account 



(cash book)

4. Rent account



(general ledger)

5. Motor van account


(general ledger)

6. Purchases account


(general ledger)

7. A. chola’s account (customer)
(sale’s ledger)

8. Motor insurance account

(general ledger)

9. Sales account



(general ledger)

10. B. Phiri’s accounts


 (supplier)
(purchases ledger)

11. Rates account



(general ledger)

12. Drawings account


(general ledger)

13. Salaries  



(general ledger)
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	THE TRIAL BALANCE


At the end of this chapter, pupils should be able to:

· Define a trial balance

· Explain the purpose of a trial balance

· Extract a trial balance from ledger.

WHAT IS A TRIAL BALANCE?

A trial balance is defined as a list of balances extracted from the ledger accounts arranged under debit and credit columns which when added the totals must be equal.

EXPLAIN THE PURPOSE OF THE TRIAL BALANCE?

 The purpose of a trial balance is: 

· To check the arithmetic accuracy or errors from the ledger.
· To check whether the double entry has been completed. 

· To check fraud.

By virtue of the principle of double entry book-keeping, the totals of debit and credit balances must agree.  Should this not be the case, then there must be an error in the books of account.

PREPARE A TRIAL BALANCE

The first task in preparing a trial balance is to balance all the ledger accounts, and then the balances must be extracted and entered in the trial balance.  When extracting the trial balance, the following points should be taken note of:

i) If a ledger account has a debit balance, the balance is entered on the debit side of the trial balance.
ii) If a ledger account has a credit balance, the balance is credited in the trial balance.
iii)  If a ledger account is closed, then no entry is taken to the trial balance.
RULES OF THE TRIAL BALANCE

1. The ALEG principle:-

ASSETS              LIABILITIES          EXPENSES            GAINS



DR                                         CR

This means:-

DEBIT – ALL ASSETS AND EXPENSES

CREDIT- ALL INCOMES AND LIABILITIES
2. A.C.E.  =                       L.I.P
Assets                           liabilities

Costs                            incomes

Expenses                      proprietor’s capital

Dr                                  Cr
QUESTION 1

You are required to prepare a Trial Balance and balance it as at 31/03/09

                                                                                                             K

Purchases                                                                                       61, 420

Sales                                                                                             127, 245

Stock (inventory)                                                                             7, 940

Capital                                                                                            25, 200

Bank overdraft                                                                                 2, 490

Cash                                                                                                     140

Discount received                                                                                  62

Discount allowed                                                                            2, 480

Returns inwards                                                                              3, 486

Returns outwards                                                                            1, 356

Carriage outwards                                                                           3, 210

Rent & insurance                                                                            8, 870

Allowance for doubtful debts                                                             630

Fixtures and fittings                                                                       1, 900

Van                                                                                                 5, 600

Debtors                                                                                         12, 418

Creditors                                                                                       11, 400

Drawings                                                                                      21, 400

Wages & salaries                                                                          39, 200

General office expenses                                                                     319

Solution

TRAIL BALANCE (as at 31st march, 2009)

	Details 
	DR
	CR

	
	K
	K

	Purchases

Sales

Stock (inventory)

Capital

Bank overdraft

Cash

Discount received

Discount allowed

Returns inwards

Returns outwards

Carriage outwards

Rent & insurance

Allowance for doubtful debts

Fixtures & fittings

Van

Debtors

Creditors

Drawings

Wages & salaries

General  office expenses 
	61, 420

7,940

140

2, 480

3, 486

3, 210

8, 870

1,900

5, 600

12, 418

21, 400

39, 200

319
	127, 245

25, 200

2, 490

62

1, 356

630

11, 400



	
	168, 383
	168, 383


QUESTION 2

The following trial balance was drawn by an inexperienced book-keeper on 30 June 2009.

J. MULEYA TRIAL BALANCE

For the month ended 30 June 2009

	
	DR
	CR

	Sales

Purchases

Cash at bank

Cash in hand

Capital (1 July 2008)

Drawings

Office furniture

Rent

Wages and salaries

Discount allowed

Discount received

Debtors

Creditors

Stock (1 July 2008)

Provision for bad debts (1 July 2008)

Delivery vans

Vans running expenses

Bad debts written off

Suspense account
	19 740

1140

1 440

1 020

640

4 970

2 400

450

810

300
	11 280

210

9 900

2 850

2 580

360

2 490

2 970

270

	
	32 910
	32 910


The following transactions had been omitted from the records while others had been wrongly recorded:

i. P. Njakule, a debtor owing K200, had been declared bankrupt but no record had been made in the books.
ii. Vans running expenses, K100, had been recorded in the delivery vans account.

iii. The proprietor, J. Muleya, had taken goods worth K80 for his personal use. No record was made in the books.

iv. An invoice for K300 received from W. Shitisha had been misplaced.

Required:

Draft the correct Trial Balance with correct heading. Show how it would appear after posting the transactions (i) to (i) to the appropriate accounts.
J. MULEYA

REDRAFTED TRIAL BALANCE

AS AT 30 JUNE 2009

	Purchases/sales
	11, 500, 000
	19, 740, 000

	Bank
	1,140, 000
	

	Cash
	210, 000
	

	Capital (01/07/08)
	
	9, 900, 000

	Drawings
	2, 930, 000
	

	Office furniture
	1, 440, 000
	

	Rent
	1, 020, 000
	

	Wages and salaries
	2, 580, 000
	

	Discounts
	640, 000
	360, 000

	Debtors /creditors
	4, 770, 000
	2, 790, 000

	Stock (01/07/08)
	2, 970, 000
	

	Provision for bad debts
	
	270, 000

	Delivery vans
	2, 300, 000
	

	Vans running expenses
	550, 000
	

	Bad debt written off
	1,010, 000
	

	
	
	

	
	33, 060,000
	33, 060, 000


NOTES:

1. Debtors – reduced or credited  k200
Bad debt increased by k200

2.  Motor Vern  expenses increased by k100 and delivery van reduced by a k100

3. Drawings increased by k80 then purchases reduced by k80.  

 (11280- 80)= k11200

4. Purchases increased by k300 and creditors increased by k300
Activity:

 The Trial Balance below related to the business of Kandolo as at 31st March, 2015, the end of the month.

	
	
	

	
	Dr
	Cr

	
	K
	K

	Sales
	
	70 000

	Purchases
	
	30 000

	Debtors
	
	45 000

	Creditors
	20 000
	

	Cash at bank
	
	15 000

	Petty cash
	5 000
	

	Sales returns
	
	1 000 

	Purchases returns
	1 500
	

	Equipment
	18 000
	

	Machinery
	
	28 000

	Capital 
	52 000
	

	Carriage inwards
	1 500
	

	
	98 000
	189 000

	
	
	


The above Trial Balance was prepared by an incompetent Book- keeper.  You are required to re-draft it correctly with a correct heading.
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	FINAL ACCOUNTS


FINAL ACCOUNTS OF SOLE TRADERS

          Explain the term final accounts

          Explain the purpose of the trading account

         Explain the difference between gross profit and net profit

         Prepare a trading account from the given information 
         Explain how to deal with the following items when preparing a trading account:

          - Opening and closing stocks

          -Returns inwards and outwards 

        - Trading expenses

        Explain the purpose of the profit and loss account.

        Prepare the profit and loss account from the given information

        Define a balance sheet

       Explain the order of permanence and liquidity when preparing the balance sheet.    
       Prepare the trading, and profit and loss account from information given in a trial balance.

        Draw up a balance sheet from the information given.

        FINAL ACCOUNTS

        Also known as Financial Statements

           WHAT ARE FINAL ACCOUNTS?

The term final account is used collectively to mean the:-

·  Trading account,

·  Profit and loss account 

·  Balance sheet (although a balance sheet is not an account).

        NOTE 

(a) Trading Account and profit and loss account are also known as INCOME STATEMENTS.

-It is made up of nominal accounts.

-They are incomes and expenses.

(b) Balance sheet is also known as STATEMENT OF AFFAIRS.

-It is made up of assets and liabilities
      1. TRADING ACCOUNT

           EXPLAIN TRADING ACCOUNT

· To trade is to buy or sell with the intention of making profit

·  A trading account is prepared to calculate the gross profit /loss of the business in a given trading period.

EXPLAIN THE TERMS USED IN THE TRADING A CCOUNT

TURNOVER
· Turnover means Net Sales

· It is arrived at by deducting Sales Returns from Sales

· It is the actual value of goods we Sold to our customers

TURNOVER = SALES – SALES RETURNS

OPENING STOCK

· This refers to the value of goods the business has unsold or not yet sold at the beginning of the period.

CLOSING STOCK

· This refers to the value of goods unsold or not yet sold at the end of the trading period.

· To find the closing stock, the business will have to do a Stock Tacking.

· Stock Taking is the physical counting of the goods.  

PURCHASES

· Purchases are goods bought for resale. 

PURCHASES RETURNS

· These are goods bought but have taken them to the seller due to the reasons such as:-

· Damaged in transit, wrong colour, wrong size, over supply by the seller.
NET PURCHASES

· This is the difference between purchases and purchases returns.

COST OF SALES

· This is the actual cost of goods sold.

· It is the cost of putting goods into a saleable condition.

· The other name is cost of goods sold.
· It is made up of Purchases and other direct expenses like carriage inwards.

COST OF SALES = OPENING STOCK – CLOSING STOCK

CARRIAGE

· Carriage refers to the cost of transporting goods from one place to another.

· It is divided into two:-

CARRIAGE INWARDS

This is the cost of transporting goods bought into the business.

CARRIAGE OUTWARDS

This is the cost of transporting goods outside the business to the customers for the sales made.

          GROSS PROFIT

· This is profit before deductions of expenses

·  Gross profit is the excess of sale over the cost of sales, where as gross loss is the excess of cost of sales over sales.

        QUESTION 1:

     From the following balances, prepare the trading account for W. Koswe for the year ended 

30th June 2004:

  Sales K600 000

 Sales returns K50 000 

 Stock 1st July 2003 K60 000

 Purchases K400 000

 Purchases returns K20 000

Stock 30th June 2004 K70 000.

SOLUTION

W. Koswe

Trading account for the year ended 30th June 2004




K’000

K’000

K’000

Sales 




 600


Less: sales returns 


   50
Net sales (or turnover)


             550

Less: cost of sales:

   Opening stock 



   60

   Add: purchases 

 400

Less: purchases returns 
  20






 380

   Total stock available


 440

   Less: closing stock 



 70








370

Gross profit 






180
EXPENSES IN THE TRADING ACCOUNT

DEFINE EXPENSES

Expenses incurred in bringing the goods into the firm/business and those incurred in putting goods into the saleable condition should be charged to the trading account.

 Examples of these are:

a)  Expenses in buying goods:


·     Carriage inward

·      Customs duty                    added to purchases.

·      Freight charges  

b)  Expenses in putting goods into saleable condition:


·     Warehouse wages

·     Warehouse rent                       added to cost of goods sold.

·    Warehouse light and heat 

QUESTION 2

On 31st December 2004, John Banda had the following balances:

Sales K5 000 000

 Opening stock K950 000

 Purchases K3 000 000

 Sales returns K500 000

 Purchases returns K450 000

 Carriage inwards K250 000 

Warehouse wages K300 000

 Closing stock K440 000.

You are required to prepare John Banda’s Trading Account for the year ended 31st December 
2004.

SOLUTION
John Banda  

Trading account for the year ended 31st December 2004






K’000

K’000

K’000

Sales 






 5 000


Less: sales returns 




 500
Net sales





                         4 500

Opening stock 




    950

Add: Purchases 


 3 000

        Less: purchases returns 

 450





 2 550

        Add: carriage inwards        
 250







2 800

Total stock available




 3 750

Less: closing stock 




    440
Cost of goods sold




 3 310

Add: warehouse wages 



    300
Cost of sales






            3 610

Gross profit 






               890
2. PROFIT AND LOSS ACCOUNT

· The profit and loss account is prepared to calculate the net profit/loss in a given trading period. 

·  It comprises the gross profit /loss plus any other income other than that from sales, less all other expenses other than the buying expenses incurred by the business.

· At the end of the accounting period, the net profit or loss is transferred to the capital section in the balance sheet.
QUESTION:

From the following Trial Balance of Goods on Kaswilo extracted after one year’s trading, prepare his trading and profit and loss account for the year ended 31st October 2004.









Dr

  Cr









K’000

K’000


Sales 








18 462


Purchases 





14 629


Capital 







  5 424


Drawings 





     895


Salaries 





  2 150


Motor expenses 




     520


Rent 






     670


Insurance 





     111


General expenses 




     105


Interest received 






  2 000


Premises 





  1 500


Motor vehicles




  1 200


Debtors 





  1 950


Creditors 







  1 538


Cash at bank 





  3 654


Cash in hand 





       40             _____









27 424

27 424


Stock at 31st October 2004 was valued at K2 548 000.

SOLUTION

Goodson Kaswilo

Trading and profit and loss account for the year ended 31st October 2004









K’000

K’000

Sales 








      18 462


Purchases 





           14 629

Less: closing stock 





 2 548
Cost of sales







12 081

Gross profit 








6 381

Add: other incomes:

 Interest received 







2 000
Total income 








8 381

Less: expenses:

Salaries 






2 150

 Motor expenses 





   520

 Rent 







   670

 Insurance 






   111

 General expenses 





   105
Total expenses 







3 556
Net profit 








4
1. BALANCE SHEET\STATEMENT OF AFFAIRS

    EXPLAIN THE BALANCE SHEET

· A balance sheet is a statement showing the financial position of the business at a given date.

· A balance sheet is also known as a Statement of Affairs.
·  It consists of the remaining balances for assets, liabilities, capital, drawings and the net profit or loss.

· It shows what a business owns and owes at a particular given date.

· A balance sheet is not part of double entry.

      ASSETS
· These are resources or things owned by the business.

· In the balance sheet, assets are shown under two headings namely:-

NON- CURRENT ASSETS OR FIXED ASSETS

      These are resources that:

-Are expected to be used in the business for a long time ie. More than 12 months.

-Were not bought for resale 

-Examples include: land and buildings, fixtures and fittings, premises, etc.

      CURRENT ASSETS

      These are assets that: 

          -Are likely to change form within 12 months. 

          -They include goods for resale at a profit. 
          -Assets in the Balance Sheet are listed starting with the assets that are least            

likely to turn into cash.

          -Prepayments or payments in advance are treated as current assets in the  

Balance Sheet, ie.Order of permanence.

Balance sheet layout:

     There are two methods of laying out assets in the balance sheet; order of permanence and order of liquidity: 

(a)    Order of permanence: This is where you start with the most difficult item to turn into cash 

or the most permanent item (i.e. the item that will be kept the longest), e.g. 

Fixed Assets:
           Land and building

           Fixtures and fittings

           Machinery

           Motor vehicle

Current Assets:   Stock




   Debtors

                           Bank 

                                       Cash
(b)    Order of liquidity: This is where you start with the least permanent item or the easiest 

items to turn into cash.  It is the opposite of the order of permanence, eg.

         Current Assets:     Cash

                                       Bank

                                       Debtors

                                       Stock

LIABILITIES

· These are amounts a Company owes or borrowed from other Organisations or Individuals.

There are two types:

CURRENT LIABILITIES 

· These are liabilities due for payment in the shortest time, usually within 12 months.

· Examples include: Creditors, Bank-overdraft.

· Adjustments called Accruals are recorded under current liabilities.

NON-CURRENT LIABILITIES

· These are financial obligations of the business payable in more than 12 months.

· Examples include: Long term liabilities which are loan and mortage.

· CAPITAL

· This is the amount of resources that a business invests in its trading.

· It is also referred  to as owner’s Equity.

· Formular:  CAPITAL= ASSETS - LIABILITIES
PREPARE THE BALANCE SHEET

QUESTION:

Using the previous question on Goodson Kaswilo, prepare his balance sheet as at 31st October 2004.
SOLUTION

Goodson Kaswilo

Balance sheet as at 31st October 2004






Cost

Dep.

Value


Fixed assets:



K’000

K’000

K’000
   Premises 


             1 500  
    - 

   1 500

   Motor vehicles


1 200
    - 
                           1 200





2 700
    - 
                            2 700

Current assets:

   Stock 




                  2 548

   Debtors 





       1 950

   Cash at bank 




       3 654

   Cash in hand 





 40







        8 192

Less: current liabilities:

Creditors 




                     1 538
Working capital 






      6 654
Net assets 







       9 354
Financed by:

   Capital                                                                                5 424

   Add: net profit 
                                                           4 825







          10 249

   Less: drawings 





    895









      9 354

ACTIVITY 1

From the following trail balance of R. Graham; draw up the trading, profit and loss account for the year ended 30th September 2004 and a balance sheet as at that date.










K’000

K’000

Opening stock 1 October 2003




  2 368

Carriage outwards 






     200

Carriage inwards






     310

Returns inwards






     205

Returns outwards








     322

Purchases 







11 874

Sales










18 600

Salaries and wages 






  3 862

Rent








     304

Insurance 







       78

Motor expenses






     664

Office expenses






     216

Lighting and heating expenses        




     166

General expenses 






     314

Premises







  5 000

Motor Vehicles






  1 800

Fixtures and fittings






     350

Debtors 







  3 896

Creditors









  1 649

Discount received 








       22

Cash at bank







     422

Drawings







  1 200

Capital










12 636









33 229

33 229
Stock at 30th September 2004 was K2 946 000.

	
	ADJUSTMENTS TO FINAL ACCOUNTS


ADJUSTMENTS TO FINAL ACCOUNTS
· Explain the purpose of adjustments to final accounts.

· Identify adjustments to final accounts.

· Record all the adjustments correctly.

1) DEPRECIAITON 
EXPLAIN DEPRECIATION

Depreciation is the measure of the wearing out, consumption or other reductions in the useful 

economic life of a fixed asset. It is loss of value of a fixed asset.

     This may arise from:

useof the asset eg, Plant and machinery, motor vehicles etc.

passing of timeeg, a term, year lease of  property.

Obsolescence through technology and market changes eg, machinery of a specialised      nature.

Depletioneg, extraction of minerals from a mine.

Purpose of depreciation

The purpose of depreciation is to allocate the cost of the fixed asset over the expected life of that asset.  It is not a method for providing for, or saving up for, replacement of fixed assets.

DESCRIBE METHODS OF DEPRECIATION

METHODS OF CALCULATING DEPRECIATION

There are several methods of calculating depreciation, but the following are the two most common ones:

i)   Straight line method or Equal/fixed instalment method

ii)   Reducing balance method or diminishing balance method

Examiners will specify which method is to be used in an examination.  If they do not, the straight line method should generally be adopted as it is the easiest to use.

STRAIGHT LINE METHOD

  Under this method, an equal amount is charged as depreciation for each year of the expected life of the asset.  To calculate the depreciation charge, the following information is necessary:

· the original or historical cost of the asset

· an estimate of its useful life to the business

· an estimate of its residual value at the end of its useful life
          The depreciation charge is calculated as follows:

          Annual depreciation = Original cost - estimated residual value





Estimated useful life

   CALCULATE DEPRECIATION ON FIXED ASSETS

QUESTION:

 A motor vehicle was purchased on 1st January 2005 at a cost of K25 000 000.  It is 

estimated that its useful life is eight years, after which it will have a scrap value of 

K5 000 000.  Calculate the annual depreciation charge.

Solution:

          Annual depreciation = cost of asset - estimated residual value





Estimated useful life




       = 25 000 000 - 5 000 000





8




       = K2 500 0000
Notes:

· Depreciation is often expressed as percentage of the original cost eg, 20% on cost p.a.

· In most cases the residual value is not specified, and in such cases, it should be taken to be zero.
ii) REDUCING BALANCE METHOD
DESCRIBE THIS METHOD OF DEPRECIATION

         Under this method the depreciation charge is higher in the earlier years of the life of the 

asset.  It is calculated using a fixed percentage on the net book value.  Net book value   

          (NBV) of a fixed asset is its cost less the accumulated 

depreciation on the asset to date.
CALCULATE DEPRECIATION ON FIXED ASSETS
QUESTION:

 A trader bought a machine at K10 000 000.  Depreciation is charged at a rate of 20% pa year on 

net book value.  Calculate the depreciation charges for the first 4 years of its life.

Solution

          Year 

NBV

Depreciaiton charge 
Accumulated depreciaiton







K 


K


 1 
10 000 000 x 20% 
2 000 000


2 000 000


 2 
8 000 000 x 20% 
1 600 000


3 600 000


 3 
6 400 000 x 20% 
1 280 000


4 880 000

4 
5 120 000 x 20% 
1 024 000


5 904 000
iii) DISPOSAL OF FIXED ASSETS

DESCRIBE THIS METHOD OF DEPRECIATION

    Disposal involves the selling of fixed assets that are no longer useful.  The accounting process 

     For the disposal of fixed assets is as follows:

i)  
When the asset is sold, the first step is to remove the original cost of that asset from our accounting records.  The double entry being:



Dr - Disposal of fixed assets account



Cr - Fixed asset account

ii)  
The next step is to remove all the depreciation that has been charged on that asset from our accounting records.  The double entry being:



Dr - Provision for depreciation account



Cr - Disposal of fixed asset account

 iii) 
 When the proceeds from the disposal are received, the double entry is:



Dr - Cash book



Cr - Disposal of fixed asset account


If the asset is sold on credit, then the double entry is:



Dr - Debtor account



Cr - Disposal of fixed asset account

 The balance in the disposal account, which represents a profit or loss on disposal, will be 

            Transferred to the profit and loss account at the end of the year as follows:

a)      If there is a profit, the double entry is:

Dr - Disposal of fixed asset account

Cr - Profit and loss account

b) If there is a loss, the double entry is:

Dr - Profit and loss account

Cr - Disposal of fixed asset account

 CALCULATE DEPRECIATION ON FIXED ASSETS
QUESTION:

Zulu and co. Ltd has been trading for many years, making up accounts to 31st December. 

 On 1st July 2002, the company bought a motor van at a cost of K24 000 000.  The van has an estimated useful life of five years, with a residual value of K3 000 000.

On 1st April 2003, the company bought another van for K36 000 000.  This van is also estimated to have a useful life of five years after which its residual value is estimated at           K4 000 000.

Zulu and co. Ltd sold the first van on 31st March 2004 for K18 000 000, the amount being paid into the bank account.

 The company provides for depreciation on all its fixed assets using the straight line method.

You are required to show:

a) The motor van account for the years ended 31st December 2002, 2003 and 2004.

b) The motor van provision for depreciation account for the years ended 31st December       

2002, 2003 and 2004.

c) Extracts from the profit and loss account for the year ended 31st December 2004.

d) Extracts from the balance sheet for the years ended 31st December 2002, 2003 and 2004.
     Solution:
     a)

Motor van account

_____________________________________________________________________


  Date

Details 


 F  
   Dr 

 Cr



  2002 






K’000

K’000


  July     1
Bank   



             24 000


Dec.31        Balance c/d





24 000









24 000

24 000

  2003

  Jan.      1        Balance b/d



24 000

              April    1
Bank   




36 000




Dec.31        Balance c/d





60 000









60 000

60 000

  2004

  Jan.      1        Balance b/d



60 000

  March 31
Disposal





24 000

Dec.31             Balance c/d





36 000









60 000

 60 000
  2005

  Jan.      1        Balance b/d



36 000

_______________________________________________________________

b) Motor van provision for depreciation account

________________________________________________________________________


  Date

Details 

 F
   Dr 

 Cr

  

              2002 





K’000

K’000


  Dec    31
Profit and loss account


 2 100

  Dec    31
Balance c/d

               2 100
___









   2 100
2 100
  2003

   Jan.      1
Balance b/d


    

2 100

   Dec    31
Profit and loss account


9 000

   Dec    31
Balance c/d


 11 100
     ___









 11 100
11 100

  2004

   Jan.      1
Balance b/d




11 100

   March 31      Disposal


  7 350

   Dec    31
Profit and loss account


  7 450

   Dec    31
Balance c/d

  
 11 200
     ___









 18 550
18 550

  2005

   Jan.      1
Balance b/d




11 200

______________________________________________________________________

     c)

Motor van disposal account

________________________________________________________________________


  Date

Details 




  F  
   Dr 

 Cr



  2004 








K’000
       K’000


  March 31      Motor van 




                  24 000


  March 31      Provision for depreciation
  
                                                   7350
  March 31      Bank 







              18000
  Dec.    31      Profit and loss 




                    1 350








                  

25 350              25 350

     d)

Profit and loss account extract for the year ended 31st December 2004










        K’000        K’000

Add: Gains:


   Profit on disposal of van






   1 350

Less: Expenses:

   Depreciation: - motor van




         7 450

      e)




Balance sheet extract as at 31st December 2002









Cost 
        Dep. 
  Value

Fixed assets:





K’000         K’000
K’000

Motor van




           24 000          2 100        21 900
Balance sheet extract as at 31st December 2003









Cost 
        Dep. 
  Value

Fixed assets:





K’000         K’000
K’000

Motor van




           60 000        11 100        48 900

Balance sheet extract as at 31st December 2004









Cost 
        Dep. 
  Value

Fixed assets:





K’000         K’000
K’000

Motor van




           36 000        11 200        24 800

HINTS

ADJUSTMENTS

TRADING, PROFIT AND LOSS ALC     BALANCE SHEET

                       (1)  DEPRECIATION

· List under expenses                                                 (-) less from the cost of fixed asset
 (2) ACCCRUED EXPENSES

· (+) Add to the expenses                                             list under current liabilities

(3) ACCRUED INCOME

· (+) Add to the income                                                 list under current asserts

(4)PREPAID EXPENSES

· (-) Less from the expense                                           list under current asserts

(5) PREPAID INCOME

· (-) Less from the gain                                                list under current liabilities                                                                                                                                            
                                        (6) BAD DEBTS\

BAD DEBTRECOVVERED\ PROVISIONS FOR DOUBTFUL DEBTS\

PROVISION FOR DISCOUNTS ALLOWED. 

· List under expenses                                                  (-) less from debtors
ACCRUALS AND PREPAYMENTS
EXPLAIN EACH TYPE OF ADJUSTMENT AND SHOW EACH  

CALCULATION OF ADJUSTMENT 

2) ACCRUED EXPENSES

An accrued expenses is an item of expense that has been incurred during the accounting period but has not yet been paid for.

When preparing final accounts, an accrued expense for the year should be included as an expense in the profit and loss account and also shown in the balance sheet under current liabilities.

QUESTION:

Mwanawina’s business has an accounting year-end of 31st December.  He rents a factory at a 

rental cost of K 6 000 00 per quarter payable in arrears.  During the year 31st December 2004

his cash payment for rent has been as follows:

March 31 

K6 000 000

June 29

K6 000 000

October 28

K6 000 000

The final payment due on 31st December 2004 for the quarter to that date was not paid until 

4th January 2004.

You are required to prepare the transfer to the profit and loss account, and the balance sheet extract as at 31st December 2004.

              Profit and loss account extract









K’000         K’000
K’000

Less: Expenses:

   Rent (amount paid)




18 000


Add: accrued rent 




  6 000









        24 000




Balance sheet extract as at 31st December 2004









K’000         K’000
K’000

Current  Liabilities:


Rent accrued





 6 000

Note:

Where the adjustment is being made from a given trial balance, the common way of adjusting 

the figure that goes to the profit and loss account is as follows:

3) ACCRUED INCOME

An accrued income is income receivable during the accounting period but has not yet been received.

When preparing final accounts the accrued amount should be included as an income in profit and loss account since it relates to the current accounting period.  In the balance the accrued income should be shown under current assets.

QUESTION:

     In the books of J. Kafula, rent is receivable annually at K8 400 000.  During the year 

     31st December 2004, the following receipts were made:


31 May 2004 


K3 600 000


31 Dec. 2004


K4 400 000

Prepare the profit and loss account and show the balance sheet extracted as at 31st December 2004.

      Profit and loss account extract







K’000         K’000
K’000

Add: Gains:
   Rent receivable 



          8 000


Add: accrued rent



 400







                           8 400

     Balance sheet extract as at 31st December 2004








K’000         K’000K’000

Currentassets:


Rent receivable accrued


 400

4)  PREPAID EXPENSES:

 A prepaid expense is an expense that has been paid for during the accounting period but relates to the next accounting period(s).


When preparing the final accounts, a prepaid expense should be excluded from the current profit and loss account, but should be shown in the balance sheet under current assets.
Example 1
  J. Chibale pays insurance on his motor vehicles at an annual cost of K12 000  000. 

 During the year to 31st December 2004, he paid a total of K 14 000 000 on insurance costs.

 Show the profit and loss extract and balance sheet extract as at 31st December 2004.

Profit and loss account extract








K’000         K’000


Less: Expenses:
   Insurance 




14 000


Less: prepaid insurance


 2 000








        12 000

Balance sheet extract as at 31st December 2004








K’000         K’000

Current assets:


Insurance prepaid



 2 000

     Note:

 Had the adjustment been made from a given trial balance without using the account method, the adjustment for the figure that goes to the profit and loss account would have been





iii) PREPAID INCOME

 This is income received during the current accounting period but relates to the next 

accounting period(s).  

Since the income relates to the next accounting period(s), it should not be included as income in the current accounting period.  In the balance sheet, prepaid income should appear under current liabilities.

QUESTION:

 S. Phiri receives an annual commission of K3 600 000.  During the year to 31st December 2004, he received a total commission of K4 000 000.

 Prepare the profit and loss account and show the balance sheet extract as at 31st December 2004.

Profit and loss account extract







K’000         K’000        K’000

Add: Gains:
   Commission received   


         4 000


Less: prepaid commission

                        400









    3 600

Balance sheet extract as at 31st December 2004








K’000         

Current liabilities:


Commission receivable prepaid    

 400

Summary 

1. An expense accrued is a liability to the business whereas on income accrued is an asset to the business.

2. An expense prepaid is an asset to the business whereas an income prepaid is a        liability to the business.

5.  BAD DEBTS/BAD DEBTS RECOVERED/ PROVISIONS FOR DOUBTFUL DEBTS AND PROVISION FOR DISCOUNTS ALLOWED.

a) BAD DEBTS

     Some debtors may fail to pay for their debts and so it is prudent accounting to write off such debts as bad debts.  A bad debt is a debt that is considered to be uncollectable.  A bad debtor is a debtor who fails to pay parts or the whole debt for a number of reasons such as:

· Running away without trace

· Bankruptcy

· Insanity

· Death etc.

QUESTION:
 On 1st May 2004, we are told that our debtor, MatumboWalikolwa who owes us K300 000 has disappeared without trace.  The balance is to be written off as a bad debt.  

c) PROVISION FOR DOUBTFUL DEBTS
 A provision for doubtful debts is an estimated expense of debtors that are likely to become 

bad.  A provision for doubtful debts is set aside when there is some doubt as to whether all 
debts of the business will be recovered in full.

QUESTION:

   During the first year of trading, Kalilo wrote off bad debts amounting to K330 000.  In view 

of this, Kalilo decided to create a 5% provision for doubtful debts on the total debtors of 

     K30 000 000 as at 31st December 2003.

Profit and loss account extract










        K’000        K’000

Less: Expenses:
   Bad debts 






            330


Provision for doubtful debts



                     1 500
Balance sheet extract as at 31st December 2003









K’000        
 K’000      K’000

Current assets:


Debtors 




           30 000


   Less: provision for doubtful debts


 1 500










28 500

2. PROVISION FOR DISCOUNTS ALLOWED

      A provision for discounts allowed is an estimated expense of the discounts to be allowed on 

debtors who pay promptly.  The provision for doubtful debts should first be deducted from 

debtors before the provision for discounts allowed is estimated.

     A provision for discounts allowed is accounted for in the same manner as that provision for

doubtful debts.  Thus, an increase in the provisions is an expense while a decrease is a gain 

to the business.

QUESTION:

     During the year to 31st December 2004, Mubita wrote off bad debts amounting to K400 000 

and allowed discounts totalling K100 000.

     At the end of the year, debtors outstanding amounted to K5 000 000.  A 10% provision for 

doubtful debts was set aside, with a  further 10% provision for discounts allowed on the 

remaining debtors:

Profit and loss account extract










        K’000        K’000

Less: Expenses:
   Bad debts 






            400

   Discount allowed






100


Provision for doubtful debts



                        500


   Provision for discounts allowed




450

iv)







Balance sheet extract as at 31st December 2004









K’000         K’000       K’000

Current  assets:


Debtors 




             5 000


   Less: provision for doubtful debts


    500



provision for discounts allowed

    450









        4 050

FINAL ACCOUNTS WITH ADJUSTMENTS
doubtful debts was set aside, with a  further 10% provision for discounts allowed on the 

remaining debtors:

Profit and loss account extract










        K’000        K’000

Less: Expenses:
   Bad debts 






            400

   Discount allowed






100


Provision for doubtful debts



                        500


   Provision for discounts allowed




450

iv)







Balance sheet extract as at 31st December 2004









K’000         K’000  
K’000

Currentassets:


Debtors 




             5 000


   Less: provision for doubtful debts


    500



provision for discounts allowed

    450









        4 050

    FINAL ACCOUNTS WITH ADJUSTMENTS:
 Having looked at the individual adjustments, we now look at final accounts with these 

adjustments.
    REVIEW QUESTION
The motor van was sold on 31st August 2004 and traded in against the cost of a new van.  The trade-in price was K1 million and the cost of the new van was K3 200 000.

1. Depreciation on the straight-line basis is to be provide at the following annual rates:

Motor vans 


25%

Furniture and equipment 
10%

2. 5% of the closing debtors' total is estimated to be doubtful.

3. An accrual of K372 000 is required in respect of light and heat.

4. A quarter's rent to 30th June 2005 amounting to K900 000 was paid on 2nd April 2005.  Rates for the year to 31st March 2006 amounting to K1 680 000 were paid on 16th April 2005.

         You are required to: 

          Prepare the trading and profit and loss account for the year ended 31st May 2005 and the 

balance sheet as at that date.


EXERCISE

The following balances were taken from Manica Kayula at 31st December 2000



Dr (K)


Cr (K)

Purchases & Sales

93 300


145 400

Debtors & Creditors  

4 800


6 470

Discount Received




550

General Expenses

29 400 

Rent

6300

Motor Vehicle @ Cost

36 000

Provision for Depreciation




8 100

Stock

12 030

Capital




34 080

Drawings

12 600

Bank

4 050

ADDITINAL INFORMATION

i) 
Stock at end

19 440

ii) 
Kayula took goods cashing K1300 from stock for his own use no entries were made in the looks

iii)
 Provision for doubtful debts should be opened at the rate of 5% of debtors this year

iv) 
Depreciate motor vehicles at 20%

v) 
Rent A/c include payment of Rent K1 200 for the 3 months ended 31st January 2001

vi) 
A garage bill for K600 for vehicle repairs was away at 31st December 2000

REQUIRED

a)        Prepare trading, profit and low A /c for year Ended 31 Dec 2000

b)        A balance sheet as at 31 Dec 2000

SOLUTION

MONICA KAYULA’S TRADING PROFIT AND LOSS A/C FOR YEAR ENDED 31 . 12. 2014

	Sales

Opening Stock

Purchase 

Less drawings in kind

Total goods available

Less: closing stock

Cost of sales

Gross profit

ADD GAINS

Discount received

Total Gains

LESS EXPENSES

General Expenses

Rent

Less: Prepayment 1200 ÷ 3

Motor vehicle expenses

Add Owing

Provision for Dep (2000) Motor Vehicle

Provision for bad debts

Total Expenses

Net profit
	K


93 300

  1 300


6300

400

4020

600
	K

12030

92000

104030

19440

29400

5900

4620

7200

240



	K

154 400

84590

69810

500

70360

47360

23000


MONICA KAYULA’S BALANCE SHEET AS AT 31. 12. 2014

	FIXED ASSETS

Motor vehicle

CURRENT ASSETS

Closing stock

Debtors

Prepayment

Bank

Total Assets

CURRENT LIABILITIES

Creditors

Owing

Total current liabilities

Working capital

Net Assets

FINANCED BY

Capital

Add: Net Profit

Less: Drawings

         Drawings

Capital employed
	COST (K)

36 000

5 370

600


12 600

1 300
	DEP (K)

15 300

19 440

4 560

400

4 050

28 450

5 970


23 000

57 080

13 900
	NBV (K)

20 700

22 480

43 180


43 180


______________________________________________________________________

	
	LIMITATIONS TO THE TRIAL BALANCE AND THE SUSPENSE ACCOUNT


At the end of this chapter PSBAT:

· To explain the errors that are not revealed/disclosed by the trial balance.
· Distinguish between the different kinds of errors that may arise 
· To correct all errors which do not affect the trial balance in the journal proper. 

· Explain why a suspense account may be used 
· Explain errors that are disclosed by a trial balance.

· Prepare the suspense account.
· Recalculate profits after errors have been corrected.
There are certain kinds of errors which would not affect the agreement of the trial balance totals, even if they are discovered in the trial balance. These are simply errors not revealed by the trial balance. These are:

(1) ERROR OF OMISSION – this is when a transaction is completely omitted from the books. For example:
If we sold K90 worth of goods to J. Bowa, but where not entered  in either the sales or Bowa’s personal account, the trial balance would still balance.

(2) ERRORS OF COMMISSION – this is an error where an entry is posted to a wrong personal account. This error is caused due to similarity of names. Example: The sale of K100 to Chama Green is entered in the account of Chanda Green.

(3) ERROR OF PRINCIPLE – where an item is entered in the wrong class of account. For example, the purchase of an asset being debited to the purchase account.

(4) COMPENSATING ERRORS – This is where errors cancel each other or compensate each other. If the sales account was added up to K150 too much and the purchases account was also added up to be K150 too much, then these two errors would cancel out in the trial balance.

(5) ERROR OF ORIGINAL ENTRY – this is an error where double entry is observed using an incorrect figure. E.g a payment of rent by cash K3500 was entered in both accounts as K3050.

(6) ERROR OF TRANSPOSITION- this is an error where the wrong sequence of the individual characters within a number are entered. E.g a credit purchase from Matthew costing K124 was entered in the books as K142.
(7) COMPLETE REVERSAL OF ENTRIES – this is an error where the correct accounts are used yet double entry is observed using wrong sides. E.g a sale of good by cheque is entered on the debit side of the sales account and on the credit side of the bank account.
                CORRECTION OF ERRORS

                 Show the correction by means of |Journal entries:

1. ERROR OF OMISSION

The sale of goods, K95 to Davis, has been completely omitted from the books. It must be corrected by entering in the books. The Journal entries for the correction are shown as:



The Journal

	Davis 

        Sales 

Being correction of error of omission
	Dr.

K

95


	Cr.

K

95


2. ERROR OF COMMISION 

A purchase of goods, K400 from C. Musonda was entered in C. Mulumbi’s account. To correct this error, the entry  must be cancelled out of C. Mulumbi’s account and then entered in C. Musonda’s account. The double entry will be:






C. Mulumbi

2017



K
2017



K


May 30   C. Musonda
              400
 May 30
Purchases

400
C. Musonda



2017




K








May 30  C. Mulumbi’s                       400

The Journal entry will be 

                                                            General Journal

	C. Mulumbi

         C. Musonda

Being correction of error of commission
	                                       K

400


	             K  

             400




3. ERROR OF PRINCIPLE

The purchase of machinery K 800 is entered in the purchases account.

CORRECTION

A purchase  of a fixed asset should never be entered in the purchases account, it should be entered in the fixed assets name, hence  DR machinery account and CR purchases.

                                                                        The Journal

	Machinery account

          Purchases account

Being correction of error of principle
	Dr.

K

800


	Dr.

K

800




4. COMPENSATING ERROR

The sales account is overcast by K200 as also is the wages account. The trial balance therefore still balances. We assume that these are the only two errors found in the book.

The Journal

	Sales account

        Wages account

Being correction of error of compensation
	Dr.

K

200
	Dr.

K

200


5. ERROR OF ORIGINAL ENTRY 

A sale of K98 to A. Mwaba was entered in the books as K89. 

CORRECTION

Determine whether there is an overcast or undercast so that you deduce as to which account you will debited and credited. 

The Journal

	A.  Mwaba 

            Sales account

Correction of error whereby sales were understated by K9.
	           Dr.

            K

            9
	         Cr

          K

           9




6. ERROR OF TRANSPOSITION 

A credit purchase from Martha costing K124 was entered in the books as K142. The journal entry will appear as follows:

	Martha 

          Purchases correction of error whereby purchase account was overcasted by K18
	Dr

K

18
	Cr

K

18


7. COMPLETE REVERSAL OF ENTRIES 

A payment of cash of K160 to Fredrick was entered on the receipt side of the cash book in error and credited to Fredrick’s account. To correct this error, the journal entry will appear as follows:

	Fredrick 

        Cash  

Payment of cash K160 debited to cash and credited to Fredrick’s account in error now corrected 
	Dr

K

320
	Cr

K

320


SUSPENSE ACCOUNT AND ERRORS
A suspense account is account which is prepared if the trial balance fails to balance. It is an account which should be maintained on a temporal basis. After working out the errors that affect the trial balance, the suspense account should clear itself. 

Errors that affect the trial balance may include:

I. Single entry 

II. Transposition of figures in one account 

III. Undercast or overcast in one account 

             Procedure of working out the suspense account:

a. Open the suspense account with the balance brought forward on the side of the trial balance which failed to balance.
b. Enter the errors in the journal proper before posting them to the suspense account. 
c. Only errors that affect the suspense should be posted to the suspense account. 
EXERCISE 1
The following errors were discovered in the books of C. Kalunga on 31 December 2012.

(i) A sale of goods K25,000 to Martha Zimba had been entered in Mary Zimba’s account.

(ii) A purchase of a machine on credit from Access Motors Ltd for K20,000 had been completely omitted from the books.

(iii) The purchase of a motor van K60,000 had been entered in error in the Motor Expenses Account.

(iv) A sale of K4,430,000 to James Phiri had been entered in the books as K4,340,000.

(v) Commission received K43,000 had been entered in error in the Sales Account.

(vi) A cash receipt of K90,000 from Rhoda Mbewe had been entered on the credit side of the Cash Account and on the debit side of the personal account.

You are required to show the journal entries necessary to correct the above errors.

GENERAL JOURNAL

	DATE
	DETAILS
	F
	Dr (K)
	Cr (K)

	2012

31 Dec

31 Dec

31 Dec

31 Dec

31 Dec
	Martha Zimba

       Mary Zimba

Being correction of error where sale of goods on credit was entered in a wrong account.
	
	25,000

20,000

60,000

90,000

43,000
	25,000

20,000

60,000

90,000

43,000

180,000



	
	Machine

       Access Motors Ltd

Being correction of error where purchase of a machine on credit was omitted.
	
	
	

	
	Motor Van

       Motor Expenses

Being correction of an error where the purchase of a motor van was wrongfully entered in Motor Expenses Account.
	
	
	

	
	James Phiri

       Sales

Being correction of error where the sale of goods to James Phiri was undercast by K90,000.
	
	
	

	
	Sales

       Commission Received

Being correction of error where the commission received was entered in error in the Sales Account
	
	
	

	31 Dec
	Cash

       Rhoda Mbewe

Being correction of an error of complete reversal of entries.
	
	180,000
	


EXERCISE 2

The following errors were discovered in the books of Charles Banda on 31st January 2014. Prepare the journal entries in the books of J. Daka. 

(i) A payment of K68,000cheque was entered in both the sales and cash accounts as K86,000.

(ii) A payment of K10,000 for private insurance was included in the business insurance account.

(iii) The withdrawal of goods worth K209,000 from the business by the proprietor for his own private use was recorded in both accounts as K290,000

(iv) A sales of goods for K200 to P. Jacks on credit was debited to P. Jackle Ltd account.

(v) Office furniture purchased for K1,000 for use in the business had been debited to the purchases account.

THE JOURNAL ENTRIES

	DATE
	DETAILS 
	FOLIO
	Dr (K)
	Cr (K)

	2014

31 Jan 
	Sales

      Cash 

Being correction of error where the sales by cash was overcast by K18.
	
	18

10,000

81

200
	18

10,000

81

200

	31 Jan 
	Drawings

      Insurance

Being correction of error where the private insurance was included in the business.
	
	
	

	31 Jan
	Drawings

      Capital

Being correction of error where the goods withdrawn by the proprietor was recorded in both accounts as K290,000 instead of K209,000.
	
	
	

	31 Jan
	P. Jacks

      P. |Jackles

Being correction of error where sale of goods was entered in a wrong account.
	
	
	

	31 Jan
	Office Furniture

       Purchases

Being correction of error where the purchase of office furniture was wrongly entered in Purchases account.
	
	1,000
	1,000


EXERCISE 3
Rupiah Banda prepared a trial balance on 31st January 2011, which showed that the total of the credit balance was K110 more than the total of the debit balances. A Suspense Account was opened with this figure to make the books balance. Later investigations revealed the following errors in her books.

(i) A Purchase of K300 was entered wrongly as K200 in the account of the supplier, J. Zimba.

(ii) The purchase by cheque of a piece of office equipment for use in the office, at the cost of K600 had been posted to the Purchases Account


(iii) The total of the Sales Returns Book, amounting to K120, had not been posted to the ledger.

(iv) A debit balance on P. Bwalya’s Account of K540 was brought down as K450 and this later was included in the Debtors’ total entered in the trial balance.

Required;

(a) Make necessary journal entries to correct the errors.

(b) Write up a Suspense Account duly balanced.

JOURNAL ENTRIES

	DATE
	DETAILS
	FOLIO
	Dr (K)
	Cr (K)

	2011

31 Jan
	Suspense

       J. Zimba

Being correction error where a purchase figure was wrongly entered in the account of the supplier.
	
	100

600

120

90
	100

600

120

90

	31 Jan 
	Office Equipment

       Purchases

Being correction of an error of principle.
	
	
	

	31 Jan
	Sales Returns 

       Suspense

Being correction of error of single entry.
	
	
	

	31 Jan
	P. Bwalya

       Suspense

Being correction of error of transposition in one account.
	
	
	


SUSPENSE ACCOUNT

	DATE

2011
	DETAILS
	FOLIO
	Dr. (K)
	Cr. (K)

	
	Difference in books

J. Zimba

Sales Returns

P. Bwalya
	
	110

100


210
	120

90

     210


EXERCISE 4

(a) Prepare journal entries to correct each error.

(b) Write up the Suspense Account and show the trial balance difference.

(i) Goods to the value of K20 sold for cash to J. Zimba were entered in the cash book and posted to the credit of J. Zimba’s personal account.

(ii) Cash sales to the value of K40 were omitted from the books altogether.

(iii) A new lorry bought for K2,000 was posted to the debit of purchases account as K1,900.

(iv) A cheque for K600 received from J. Phiri whose account had previously been written off as bad was posted to the credit of his personal account.

(v) Credit sales of K270 to N. Kabwe were entered in the sales journal as K170.

(vi) The total of the discount column on the credit side of the cash book amounting to K30 was posted to the credit of the discount received account as K50.

(vii) Goods to the value of K60 returned by Joe Banda were entered in the purchases book.

(viii) The sale on credit of worn-out furniture for K300 was entered in the sales journal.
THE JOURNAL PROPER

	DATE
	DETAILS
	FOLIO
	Dr. (K)
	Cr. (K)

	
	J. Zimba

      Suspense

Being correction of error in posting.
	
	40

40

2,000
	40

40

100

1,900

600

100

20

60

300

	
	Cash

     Sales

Being correction of error of omission.    
	
	
	

	
	Lorry

     Suspense

     Purchases

Being correction of error of principle and error in posting.
	
	
	

	
	J. Phiri

     Bad Debt Recovered

Being bad debts recovered.
	
	600

100

20

60

300
	

	
	Suspense

     Sales

Being correction of error in posting.
	
	
	

	
	Discount Received 

     Suspense

Being correction of error posting a wrong figure.
	
	
	

	
	Returns Inwards

     Purchases

Being correction of error of principle. 
	
	
	

	
	Sales

     Sales

Being correction of error of principle.
	
	
	


SUSPENSE ACCOUNT

	DATE
	DETAILS
	FOLIO
	Dr. (K)
	Cr. (K)

	
	J. Zimba

Lorry

Sales

Discount Received

Trial Balance difference


	
	100

60

160
	40

100

20

160


EXERCISE 5

Chosa extracted a trial balance and drew up the final accounts for the year ended 31.12.2004. There was a shortage of K22,920,000 on the credit side of the trial balance and Suspense Account was opened for the difference.

On January 2005 the following errors made in 2004 were located.

(i) Purchases Day Book has been overcast by K600,000.

(ii) A private purchase of K1,150,000 had been undercasted in the business purchases account.

(iii) K550,000 received from sales of old office equipment had been entered in the sales account.

(iv) Bank charges K380,000 entered in the Cash Book had not been posted to the Bank Charges Account.

(v) A sale of goods to B. Kachepa K6,900,000 was correctly entered in the sales day book but entered in B. Kachepa’s personal account as K9,600,000.

You are required to prepare:

A. Journal entries to show the correction of errors.

B. Write up the Suspense Account.
CHOSA’S JOURNAL ENTRIES

	DETAILS 
	(K)
	(K)

	Sales

     Suspense

Suspense 

     Purchases

Drawings


     Purchases

Bank Charges

     Suspense
	550,000

600,000

1,150,000

380,000
	550,000

600,000

1,150,000

380,000


CHOSA’S SUSPENSE A/C

	Difference in books

Purchases 

Bank Charges

Kachepa
	K

600,000

2,700,000

3,300,000
	K

22,920,000

380,000

3,300,000


4.Chibwe extracted a trial balance and drew up the final accounts for the year ended(31december 2015.There was  a shortage of K5840 on the credit side of the trial balance and a suspense account was opened for the difference.                                                             
 On January 2015 the following errors made in 2015 were located:

I. K1 100 received from sales of old office equipment had entered in the sales account

II. Bank charges K 760 entered in the cash book had been posted to the bank charges account.

III. Purchases day book has been overcast by K1,200

IV. A private purchase of K2,300 had been included in the business purchases.

A sale of goods to B.Kabwe K13,800 was correctly entered in the sales day book but entered in the personal account as K19,200.

Required

a. Show the journal entries necessary to correct the errors(Narratives are not required)

b. Draw up the suspence Account after the errors described have been corrected.

c. Adjust the net profit which was originally calculated as K 227,400 in 2015


                                                                                     The Journal                                                              
	Details  
	Dr
	Cr

	Sales

Office equipment


	K

1,100
	K

1,100

	Bank charges

Suspense
	760
	760



	Suspense

purchases
	1,200
	1,200



	Drawings

Purchases
	2,300
	2,300



	Suspense

B.Kabwe(Debtor)
	5,400
	5,400


                                                     Suspense account
	Details
	Dr
	Cr

	Balance     b/d

Bank charges

Purchases

B.Kabwe


	K

1,200

5,400
	K

5,840

760



	
	6,600
	6,600

	
	
	


Chibwe’s Statement of corrected Net Profit

for the Year Ended 31 December 2015










                                                                                                                         



                                                                      K                                K                                                                                                                                  
 Net profit per the financial statement   







                                                                                                                                          227,400

Add: purchases overcasted 





1,200

         Purchases overcasted





2,300



                                                                                                                                               3,500














                                                                                                                                          230,900

Less: sales overcast 






1,000

           Bank charges undecasted




   760
                     1760
Corrected net profit                                                                                                                   229140
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	BANK RECONCILIATION STATEMENTS


BANK RECONCILIATION STATEMENT

This is a statement drawn up to agree with the cash at bank balance as shown by the bank account in the cash book and the cash at bank as shown by the bank statement from the bank. However, the bank statement and the cash book rarely show the same balance brought forward due to a number of reasons.

COMMON CAUSES OF DIFFERENCES:

· Uncredited Cheques

· Unpresented Cheques

· Standing Orders

· Direct Remittances

· Dishonored Cheques

· Bank Charges

· Errors or Mistakes 

BENEFITS OF BANK RECONCILIATION

· It acts as a control check to ensure that the cheques were issued for amounts shown in the cash book.

· It assists in verification of the cash book balances.

· It assists in establishing the accuracy of the cash book entries.

· It assists in identifying possible errors made by the bank.

The differences between the bank statement balance and the cash book balance are mainly due to errors and timing differences. These could have been made either in the cash book or on the bank statement.

TIMING DIFFERENCES

(A) Items not yet on the bank statement.

· Un presented cheques.

These are Cheques drawn and entered in the cash book but which have not yet been presented at the bank.

· Un credited cheques

These are Cheques which have been received but have not yet been credited to the customer’s account.

B)
 Items not yet in the cash book.

· bank charges: 

Amounts charged by the bank for the services given on maintaining the customer’s account.

· credit transfer / Bank Giro:

These are receipts that have been paid directly into the firm’s bank account.

· standing orders:

An instruction to a bank by a firm to make regular payments of fixed amount at stated dates to certain organizations.

DIRECT DEBIT:
· A payment where the authority to get the money is given to the firm to whom money is to be paid.

HOW TO RECONCILE.

· Identify items appearing in the cash book but not on the bank statement.

· Identify items appearing on the bank statement but not in the cash book.

Once items have been identified draw a bank reconciliation statement, starting with either the balance as per cash book or balance as per bank statement.

EXAMPLE:

Banda received his bank statement on 31 Jan, 2003 which showed a balance difference from his cash book on the same date. Details of this are shown below.
CASH BOOK (BANK COLUMN ONLY)

	DATE
	DETAILS
	F
	DR                (K)
	CR          (K)

	Jan        1

‘’            7

‘’          10

‘’          14

‘’          15

‘’          23

‘’          23

‘’          29

‘’          31
	Balance                                       

Joshua

Howard

Edward

Nelson

David

Paul

Phillip

Balance                                    
	b/f

c/d
	18 000

7 000

6 000

4 000


	4 000

3 000

2 500

3 500

22 000



	
	
	
	35 000
	35 000

	Feb         1
	Balance                                        
	b/d


	22 000
	


BANK STATEMENT

	DATE
	DETAILS
	DR         (K) (WITHDRAWAL)
	CR    (K)  (DEPOSITS)
	BALANCE

	Jan        1

‘’            8

‘’          10

‘’          14

‘’          16

‘’          20

‘’          24

‘’          26

‘’          31
	Balance  b/f

Cheque deposit

Howard

Edward

Cheque deposit

Credit transfer: Sam

Paul

Direct debit: ZESCO

Bank charges
	4 000

3 000

2 500

4 500

    500
	7 000

6 000

3 000
	18 000

25 000

21 000

18 000

24 000

27 000

24 000

20 000

19 500




BANK RECONCILIATION STATEMENT AS ON 31ST JANUARY 2003

	                                                                                                               ( K)                          (K)

Balance as per cash book
22 000

Add: Unpresented cheque: Phillip
3 500

           Credit transfer
3 000                                                    

                                                                                                                                                        6 500

                                                                                                                                                       28 500

Less: Uncredited cheque: David          
4 000

           Direct debit: ZESCO                                                                 4 500

           Bank charges                                                                                500
                                                                                                                                                           9 000

           Balance as per bank statement                                                                                             19 500   


BANK RECONCILIATION STATEMENT AS ON 31 JAN 2003

	Balance as per bank statement                                                                                                              19 500

Add: Un credited cheque: David          
 4 000

           Direct debit: ZESCO                                                                  4 500

           Bank charges                                                                                 500
                                                                                                                                                                 9 000

                                                                                                                                                               28 500   

Less: Un presented cheque: Phillip
3 500

           Credit transfer
3 000                                                    

                                                                                                                                                                 6 500

          Balance as per cash book                                                                                                            22 000                                                                                                                                                         




UPDATING THE CASH BOOK BEFORE RECONCILING

This is done as follows:

· Identify items that appear on the bank statement but not in the cash book.

· Enter those items that are for the business in the cash book. 

· In addition, make the necessary adjustments in the cash book if there are any errors.
EXAMPLE

Using the example given above update the cash book.

CASH BOOK

	DATE
	DETAILS
	
	DR   (K)
	CR     (K)

	Jan       1

‘’          20

‘’          26

‘’          31

‘’          31
	Balance    

Credit transfer: Sam

Direct debit: ZESCO

Bank charges

Balance                                     
	b/f

c/d


	              22 000

                3 000

  
	       4 500

          500

     20 000

  

	
	
	
	             25 000
	    25 000

	Feb      1
	Balance                                     


	b/d
	             20 000
	


BANK RECONCILIATION STATEMENT

	Balance as per cash book                                                                                                   20 000

Add: Un presented cheques: Phillip
3 500
                                                                                                                     
23 500

Less: Un credited cheque: David
   4 000
Balance as per bank statement
19 500

Control accounts
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	CONTROL ACCOUNTS


· Define a control account.

· Explain the purpose of control accounts.

· Give the advantages of control accounts.

· Identify the sources of information for control accounts.

· Explain the principle used in preparing control accounts.

· Draw up control accounts for debtors and creditors

· Explain the accounting of a contra settlement between the sales ledger and purchases ledger.

· Reconcile the control accounts balances with the total of balances on the individual accounts.

EXPLAIN CONTROL ACCOUNTS

MEANING OR PURPOSE OF CONTROL ACCOUNTS

· A control account is a total account that checks the arithmetic errors of a ledger. 

·  Control accounts are like a trial balance for each particular ledger.  

· The use of control accounts is technique used to quickly identify the section of the accounting records that has errors. 

·  Therefore, only the ledger whose control account fails to agree with the individual balances will need to be checked to locate the errors.
EXPLAIN TYPES OF CONTROL ACCOUNTS

Two control accounts are normally prepared:

(a)   A control account for the sales ledger, known as the sales ledger control account or the 

total debtors account.

(b)   A control account for the purchases ledger, known as the purchases ledger control 

account or the total creditors account.

Advantages of control accounts

In addition to the advantage of locating errors quickly, control accounts also have the following advantages:

(i)   Control accounts are normally under the charge of the responsible official and so fraud is 

made more difficult because transfers made (in an effort) to disguise fraud will have to 

pass the scrutiny of this official.

(ii)   For management control purpose, the balances on the control accounts can always be 

taken to equal the debtors and creditors at any point.  Therefore, management control is 

aided by the quick information provided from the control accounts.

EXPLAIN THE SOURCE OF INFORMATION FOR CONTROL ACCOUNTS

SOURCE OF INFORMATION FOR CONTROL ACCOUNTS

The source of information for preparing control accounts is from the journals and the cash book as shown by the list below:

(a)
Sales ledger control account

Item





Source of the total
1.
Opening balances



List of the last period’s balances

2.
Credit sales




Total of Sales Journal/day book

3.
Sales Returns 




Total of sales returns Journal

4.
Cash from customers



Cash book: Bank column on the debit side

5.
Cheques from customers


Cash book: Bank column on the debit side

6.
Discount allowed



Total of discounts allowed column in cash 

Book

7.
Cash refunds to customers 


Cash book: cash column on the payment 

side.

8.
Dishonoured cheque



Cash book: bank column or journal proper.

9.
Bad debts 




Journal proper

10.
Other transfers 



Journal proper

11.
Closing balances 



Lists of debtors drawn at the end of the 







period.

(b)
Purchases ledger control account

Item





Source of total
1.
Opening balances



List of last period’s balances

2.
Credit purchases 



Total of purchases journal/Day book

3.
Purchases Returns



Total of purchases returns Journal

4.
Cash paid to supplies 



Cash book: cash column of the credit side

5.
Cheques paid to supplies 


Cash book:  bank column of the credit side

6.
Discount received 



Total of discount received column in the 

cash book

7.
Cash refund from suppliers 


Cash book: Cash column on the receipt side

8.
Transfers 




Journal proper

9.
Closing balances 



List of creditors at the end of the period
SPECIMEN FOR CONTROL ACCOUNTS

DEBTORS LEDGER CONTROL ACCOUNTS
	DR

Balance b/d ………………………………..XX 

Credit sales ………………………………..XX

Dishonoured cheques ……………………..XX

Interest on overdue accounts ……………..XX 


                                                            XXX
	CR

Receipts from credit customers ………………XX

Returns inwards……………………………….XX

Discount allowed ……………………………..XX

Bad debts …………………………………….XX

Transfer debt balance from debtors ledger to creditors ledger ……………………………....XX

Balance c/d ………………………………….XX


                                                                       XXX


CREDITORS LEDGER CONTROL ACCOUNTS

	DR

Payments to credit supplies ……………….…..XX

Discount received ………………………….….XX

Returns outwards ………………………….….XX

Balance c/d …………………………….…….XX

                                                                          

                                                                 XXX 
	CR

Balance b/d ………………………………….XX

credit purchases ……………………………..XX

Interest on overdue accounts………………………………….….XX

Returned from an overpayment made to a 

credit suppler ……………………………….XX


                                                                 XXX


PREPARING CONTROL ACCOUNTS

Control accounts are prepared based on the principle that if the opening balance is known together with additions and deduction then the closing balance can be computed.

The sales ledger control account is prepared using the same principles as that of preparing a debtors account, whereas the purchases ledger control account was the principle of preparing the creditors account.

QUESTION 1:

You are required to prepare the sales ledger control from the following for the month of March 2005:

2005








K’000
March 1
Sales ledger balances




  4 936




Totals for the month:








   Sales journal





49 916




   Returns inwards journal



  1 139




   Cheques and cash received from customers
46 490




   Discount allowed




  1 455

March 31
Sales ledger balances 




  5 768

            QUESTION 2:


You are required to prepare a purchases ledger control account from the following for 
month of January 2005.  The balance of the account is to be taken as the amount of 
creditors as on 31st January, 2005.

2005








K’000
January 1
Purchases ledger balances



  3 676




Totals for the month:








   Purchases journal




42 257




   Returns outwards journal



  1 098




   Cheques paid suppliers



38 765




   Discount received from suppliers


     887

January 31
Purchases ledger balances 



      ?

EXPLAIN THE CONTRA SETTLEMENTS

A contra is a transfer between the ledger accounts for the same person.  It may happen that a customer in the sales ledger is also a supplier in the purchases ledger.  Normally the parties involved settle their accounts in full, but it is also possible to set off the balances and for the party with a greater balance to pay the difference.

QUESTION 3: 
The account of Zulu appeared both in the purchases ledger and sales ledger with balances of 

K2 000 000 and K 1 400 000 respectively.  Show the accounts of Zulu as they would appear in the ledgers if the two balances are set off.

Note:
Contra settlements appear in both the sales ledger control account and the purchases

ledger control account.  They are debited in the purchases ledger control account and 

credited in the sales ledger control A/c.

Credit balances in the sales ledger

Credit balances in the sales ledger can arise where a customer has over paid us or made a payment in advance for goods for which an invoice has not yet been issued.

Debit balances in the purchases ledger 

Debit balances in the purchases ledger can arise where we have over paid a supplier or made an 

Advance e payment for goods for which our supplier has not yet invoiced us.

QUESTION 4

From the following details prepare the sales ledger and purchases ledger control account as they would appear in the general ledger of Minor Ltd for the month of April 2005.
Sales Ledger:











K’000


Debit balances on 1st April 2005





50 432


Credit balances on 1st April 2005





     260


Credit balances on 30th April 2005





     425

Purchases ledger:


Credit balances on 1st April 2005 





48 652


Debit balances on 1st April 2005





     185


Debit balances on 30th April 2005





     225

Transactions for the month:


Credit sales 








88 360


Credit purchases 







40 030


Discounts allowed 







  4 855


Purchases returns 







  1 645


Allowances to customers 






     464


Discounts received 







  2 809


Sales returns 








  1 817


Bad debts written off 







     109


Contra settlements 







  7 891


Payments to suppliers 






38 123


Customers’ cheques dishonoured 





     607


Receipts from customers






76 945


Allowances from suppliers






     464

Solution:

Sales ledger control account

________________________________________________________________________


  Date

Details 




  F
   Dr

 Cr



  2005 








K’000
K’000


 April    1
Balances b/d 





 50 432
     260


           30  
Sales 





             88 360


           30 
Sales returns







  1 817


           30
Bad debts







     109


           30 
Receipts from customers  





76 945


           30
Discounts allowed 






  4 855

                       30
Allowances to customers





     464


           30
Contra settlements






  7 891


           30
Dishonoured cheques




      607


           30         Balances c/d




         
     425        47 483








                      139 824      139 824


  May    1
Balances b/d 





 47 483
     425

  ACTIVITY 
  From the following information that was extracted from the books of Chicken limited as at 30th September 2004, you are required to prepare the sales and purchases ledger control   accounts for the year.












K’000

Sales ledger balances: 1st October, 2003


   32 854            (Dr)

Purchases ledger balances: 1st October, 2003



  22 383 (Cr)

Totals for the year ended 30th September 2004:

   Sales journal 







306 475

   Purchases journal 







220 389

   Returns outwards journal 






    5 138

   Returns inwards journal 





                4 586

   Payments to suppliers 






211 260

   Receipts from Customers 






266 669

   Discount received 







  11 235

   Discount allowed







    4 074

   Bad debts written off






    1 755

   Dishonoured cheques from customers




       560

   Refunds from suppliers in respect of overpayment



       780

   Interest charged on customers overdue accounts



       312

   Sales ledger balances set off against balances in the purchases ledger     
       663

Credit balances in the sales ledger on 30th September 2004

                   229

Debt balances in the purchases ledger on 30th September 2004

       195

___________________________________________________________________________

QUESTION 2:


You are required to prepare a purchases ledger control account from the following for the 

month of January 2005.  The balance of the account is to be taken as the amount of the 

creditors as on 31st January, 2005.

2005








K’000
January 1
Purchases ledger balances



  3 676




Totals for the month:








   Purchases journal




42 257




   Returns outwards journal



  1 098




   Cheques paid suppliers



38 765




   Discount received from suppliers


     887

January 31
Purchases ledger balances 



      ?

EXPAIN THE CONTRA SETTLEMENTS

A contra is a transfer between the ledger accounts for the same person.  It may happen that a customer in the sales ledger is also a supplier in the purchases ledger.  Normally the parties involved settle their accounts in full, but it is also possible to set off the balances and for the party with a greater balance to pay the difference.

QUESTION 3: 
The account of Zulu appeared both in the purchases ledger and sales ledger with balances of 

K2 000 000 and K 1 400 000 respectively.  Show the accounts of Zulu as they would appear in the ledgers if the two balances are set off.

Solution:

Note:
Contra settlements appear in both the sales ledger control account and the purchases

ledger control account.  They are debited in the purchases ledger control account and 

credited in the sales ledger control A/c.

Credit balances in the sales ledger

Credit balances in the sales ledger can arise where a customer has over paid us or made a payment in advance for goods for which an invoice has not yet been issued.

Debit balances in the purchases ledger 

Debit balances in the purchases ledger can arise where we have over paid a supplier or made an advance payment for goods for which our supplier has not yet invoiced us.

QUESTION 4
From the following details prepare the sales ledger and purchases ledger control account as they would appear in the general ledger of Minor Ltd for the month of April 2005.

Sales Ledger:











K’000


Debit balances on 1st April 2005





50 432


Credit balances on 1st April 2005





     260


Credit balances on 30th April 2005





     425

Purchases ledger:


Credit balances on 1st April 2005 





48 652


Debit balances on 1st April 2005





     185


Debit balances on 30th April 2005





     225

Transactions for the month:


Credit sales 








88 360


Credit purchases 







40 030


Discounts allowed 







  4 855


Purchases returns 







  1 645


Allowances to customers 






     464


Discounts received 







  2 809


Sales returns 








  1 817


Bad debts written off 







     109


Contra settlements 







  7 891


Payments to suppliers 






38 123


Customers’ cheques dishonoured 





     607


Receipts from customers






76 945


Allowances from suppliers






     464
          ACTIVITY 

            From the following information that was extracted from the books of Chicken limited as at 30th September 2004, you are required to prepare the sales and purchases ledger control accounts for the year.












K’000

Sales ledger balances: 1st October, 2003


             32 854     (Dr)

Purchases ledger balances: 1st October, 2003



  22 383 (Cr) 


Totals for the year ended 30th September 2004:

   Sales journal 







306 475

   Purchases journal 







220 389

   Returns outwards journal 






    5 138

   Returns inwards journal 





                4 586

   Payments to suppliers 






211 260

   Receipts from Customers 






266 669

   Discount received 







  11 235

   Discount allowed







    4 074

   Bad debts written off






    1 755

   Dishonoured cheques from customers




       560

   Refunds from suppliers in respect of overpayment



       780

   Interest charged on customers overdue accounts



       312

   Sales ledger balances set off against balances in the purchases ledger     
       663

Credit balances in the sales ledger on 30th September 2004

                   229

Debt balances in the purchases ledger on 30th September 2004

       195

___________________________________________________________________________
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	ACCOUNTS OF NON PROFIT MAKING ORGANISATIONS


1. Accounts of Non-Profit Making Organisation or Clubs Accounts

No-trading organisations are those whose objective is to provide services to their members (e.g. social clubs, sports, societies, charity and other organisations

Since a non- profit trading organisation does not exist to make profit it is not appropriate to refer to it as profit and loss account.

Only financial statements are prepared for such organisations and are in a form of income and expenditure account and a balance sheet.

Sources of income for non-trading organisations

a) Membership subscription 

b) Payments for life membership 

c) Profit form bar sales

d) Profit from sale of food in the club restaurant or cafeteria

e) Profit from social events such as dinner dance

f) Interest received on investment 

g) Donations

h) Legacies funds 

BOOKS OF ACCOUNTS 

Receipts and payments account 

Receipts and payments account is similar to the cash or bank account of a profit making organisation.

Example 1

	Cash at bank (01.01.2004)
	K                N 

2,100

	subscriptions
	8,006

	donations
	574

	Bank interest 
	201

	Salaries 
	3,102

	Telephone 
	700

	Rent and rates 
	2,400

	Sundry cash in hand(01.01.2004)
	50


Enter the information above into the Mumana Gardening Society receipts and payments account for the year ended 31st December 2004.
Mumana Gardening Society

Receipts and payment account for the year ended 31st December 2004.

	
	K 
	K 

	Receipts 
	
	

	             Subscription
	
	8,006

	             Donations
	
	574

	             Bank Interest 
	
	201

	
	
	8,781

	Payments 
	
	

	                Salaries
	3,102
	

	                Telephone
	700
	

	                Rent And Rates 
	2,400
	

	                Sundry Expenses 
	750
	

	
	
	6,950

	
	
	1,829

	Add:  balance at bank (01.01.2004)
	2,100
	

	          Cash in hand (01.01.2004)
	50
	

	
	
	2,150

	
	
	3,979


Income and expenditure account 
This is the equivalent of the profit and loss account of a sore trader. It is a part of double entry bookkeeping system. The only difference between it and the profit and loss account is the way in which it is presented and the terms used.

Terms used 

	Profit  making organisation
	Non-profit organisation

	Trading, profit and loss Account ........
	Income and expenditure account 

	Net profit ..........................................
	Surplus of income over expenditure 

	Net loss..............................................
	Excess of expenditure over income 


Example 2

Using the entries in the example above we can prepare the income and expenditure account for the year as follows 

	
	
	K 

	Income 
	
	

	            Subscription 
	
	8,006

	            Donations 
	
	574

	            Bank interest 
	
	201

	
	
	8,781

	Expenditure 
	
	

	                    Salaries 
	3,102
	

	                    Telephone 
	700
	

	                    Rent and rates 
	2,400
	

	                    Sundry expenses 
	750
	

	
	
	6,950

	Surplus of income over expenditure, transferred to accumulated funds 
	
	1,829


Balance sheet 

It is prepared at the end of the end of financial position and its format is similar to that of trading business except that for non-profit making organisation they use the term accumulated funds as shown above to refer to capital.

Prepared using the accounting equation formula

Assets - Liability = Accumulated Fund 

The following info appeared in the Mumana Gardening Society’s books on 01.01.2005

	Cash in 01.01.2005
	K 3,500

	Subscription in advance  01.01.2005
	K 1,200

	Subscription in area  01.01.2005
	K 2,300

	Bar expenses owing 01.01.2005
	K 1,500

	Equipment 01.01.2005
	K 5,000


Calculate the societies fund as at 01.01.2005
Calculation of cumulated fund 

	Assets 
	          K 
	        K 

	Cash in hand (01.01.2005)
	3,500
	

	Subscription  in advance (01.01.2005
	2,300
	

	Equipment 
	5,000
	

	
	
	10,800

	Less: liabilities
	
	

	Subscription in advance 
	1,200
	

	Bar expenses owing 
	1,500
	

	
	
	2,700

	Accumulated funds as at 01.05. 2005
	
	8,100


SUBSCRIPTION ACCOUNT

Annual membership subscriptions of the clubs and societies are usually payable one year in advance. This means that payments are received from members who have not enjoyed the benefits of their payments; therefore payments from members are receipts in advance and are shown under liabilities in the balance sheet. This also means that membership for the year ahs to run as up to the balance date.

Numerical example 

Nkana football club charges an annual membership of k 50 payable in advance on the first of October each year. All the 40 members pay their subscriptions promptly on 1st October 2016. If the clubs accounting year ends on 30th December, total subscriptions of 40xk50 = k 2000would be treated as follows

a) [image: image9.png]T x k50 = k 1,500

12 months




K 1,500will appear in the balance sheet of the club as at 31st December 2016 as a current liability ‘subscription in advance’. These subscriptions related to the period 1st January   to 30th September 2017

b) [image: image11.png]20 X3 months x k50 = k 500

12 months




K 500 will appear as income in the income and expenditure account for the period 1st October to 31st December 2016.

When in ARREARS, with subscriptions or owed money;

i) They are all debtors 

j) To appear as current assets in the balance sheet (subscription in arrears)

k) These should be shown as separate items in the balance sheet and should not be netted off against subscription in advance

Suppose that Nkana squash club has 100 members, each of whom pays an annual membership of k60 0n 1st November. Of these 100 members, 90 pay their subscriptions before 31st December 1995 (for the 1995/1996 year) but 10 have still not paid. If the clubs accounting year ends on 31st December, then as 31st December 1995 the balance sheet of the club will include the following items;

a) Subscription in advance  (current liability)

90 members [image: image13.png]10 months
12 months

x k60 = k 4,500




b) Subscription in arrears ( current assets)
10 members [image: image15.png]2 months
12 months

x k60 = k 100




It is not uncommon for clubs to take no credit for subscription income until the money is received. In such cases the subscription in areas are not credited to income and not shown as a current asset. It is essential to read the question carefully.

Example 

At January 1 2008, Kitwe little theatre had membership subscription paid in advance of K1, 600, and subscription in arrears K250. During the year to 31st December 2008 receipts of subscription payments amounted to K18, 400. At 31st December 2008 subscription in advance amounted to K1, 750 and subscription in arrears to K240. 

What is the income from subscription to be shown in the income and expenditure account for the year to 31st December 2008?

Solution 

This question does not say that subscriptions are only accounted for when received. You can assume that the society takes credit for subscriptions as they become due, whether or not they are received.

	Payments received in the year


	
	18,400

	Add: subscriptions due but not yet received 

(i.e. subscriptions in arrears -31st December 2008)


	240
	

	Subscriptions received last year related to current year 

(subscriptions in advance 1st January 2008)
	1,600
	

	
	
	1,840

	
	
	20,240

	Less:subscriptions received in current year related to last year

(subscription in arrears 1st January 2008)


	250
	

	Subscriptions received in current year relating to next year

(subscription in advance 31st December 2008)


	1,750
	

	
	
	2,000

	Income from subscriptions for the year
	
	18,240


RE   FRESHMENTS ACCOUNT 

Receipts and payment account of the Kitwe Cricket Club for the year ended 31st December 2012 was as follows;

	RECEIPTS
	
	PAYMENTS
	

	
	K 
	
	K 

	Balance (01.01.2012)
	K 290
	Rent and rates 
	K 820

	Subscriptions
	K 1,235
	Postage and stationery
	K 235

	Donations 
	K 65
	Cost of refreshments
	K 430

	Gift for purchase of equipment 
	K 200
	New equipments
	K 350

	Sales of refreshments 
	K 620
	Sundry expenses 
	K 255

	
	
	Wages for refreshments preparations  
	K 100

	
	
	Balance c/d
	K 220

	
	K 2,410
	
	K 2,410


Consider the following information 

	
	I JAN 2012 
	31DEC 2012

	Stocks of refreshments
	                    K35
	K 30

	Owing to suppliers for refreshments 
	                     K 25
	-

	Subscription s in arrears 
	-
	K 25

	Subscription i  advance 
	K 40
	

	Equipment of evaluation 
	K 340
	K 590

	
	
	


Required:

i. Prepare refreshments accounts

ii. Show the income and expenditure 

iii. And the balance sheet as at that date 

Solution

i. Kitwe cricket club’s refreshment a/c for the years ended 31st December 2012

	Sales 
	
	620

	Opening stock 
	35
	

	Add purchases
	405
	

	Total refreshments available 
	440
	

	Less closing stock
	30 
	

	Cost of sales 
	410
	

	Add: wages for prep. Of refreshments
	100
	

	
	
	510

	Profit on sale of refreshments 
	
	110

	
	
	


Workings 1

Purchase control account

	
	F 
	Dr 
	Cr 

	Balance 
	b/f
	
	25

	cash
	
	430
	

	Trading account
	
	
	405

	
	
	430
	430


· The opening balance of K25 is amount owning to suppliers of refreshments at start the K430 debited is the cash paid to suppliers during the year. For this control a/c there is no balance owed to suppliers as at close. Therefore, the shortage on the credit side as we attempt to balance the a/c is the amount taken to the trading a/c.
Workings 2

	
	F 
	Dr 
	Cr 

	Balance 
	b/f
	
	25

	cash
	
	430
	

	Trading account
	
	
	405

	
	
	430
	430


· The cash in the subscriptions account is from receipts and payments account.

· Remember that subscription in arrears have a debt balance while those in advance have a credit balance whether at opening or close.

· The amount k1300 is the one to be taken to the inc.&Exp A/c as an income for that particular year.

Kitwe Cricket Club income and expenditure account for year ended 31st December 2012

	Income 
	K 
	 K 

	Subscriptions
	1,300
	

	Profit from sale of refreshment 
	110
	

	Donations 
	65
	

	
	
	1,475

	Less: expenses 
	
	

	Rent and rates account 
	820
	

	Postage and stationery 
	235
	

	Sundry expenses 
	255
	

	Dep. Equipment ( 340+359)-590
	100
	

	Total expenses 
	
	1,410

	Surplus 
	
	65 


Balance sheet 

	Fixed assets 
	K  Cost
	K Dep. 
	K N.B.V 

	Equipment 
	690
	100
	590

	
	690
	100
	590

	Currents assets 
	
	
	

	Stock 
	
	30
	

	Subscription in arrears 
	
	25
	

	Cash balance 
	
	220
	

	Total current assets 
	
	
	275

	Net assets 
	
	
	865

	Financed by: 
	
	
	

	Acc. Funds 600+200 gift for purchase of Eqi.
	
	800
	

	Add: surplus of income over expenditure 
	
	65
	

	Capital employed 
	
	
	865


	Assets  at 1 Jan 2012
	

	Balance b/f
	290

	stock
	35

	equipment
	340

	
	665

	Less liabilities at Jan 2012
	

	Owings to suppliers 
	25
	

	Subscription in advance
	40
	

	
	
	65

	Accumulated funds 
	
	600
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	CAPITAL AND REVENUE EXPENDITURE AND RECEIPTS



Capital expenditure 

is incurred when a business spends money either to
· buy fixed assets, 

· add to the value of an existing fixed asset.

Included in such amounts should be spending on

· acquiring fixed assets

· bringing them into the business

· legal costs of buying buildings

· carriage inwards on machinery bought

· Any other cost needed to get a fixed asset ready for use.

Revenue expenditure

Expenditure which is not spent on increasing the value of fixed assets, but on running the business on a day-to-day basis, is known as revenue expenditure.

The difference between revenue expenditure and capital expenditure can be seen clearly with the:-

· Total cost of using a van for a business. 

Buying a van is capital expenditure. The van will be in use for several years and is, therefore, a fixed asset.

· Paying for petrol to use in the van is revenue expenditure. This is because the expenditure is used up in a short time and does not add to the value of fixed assets.

QUESTIONS:

(1) DISTIQUISH BETWEEN CAPITAL EXPENDITURE AND REVENUE EXPENDITURE

Solution

Expenditure                                                                    Type of Expenditure

1 Buying van                                                                              -Capital

2 Petrol costs for van                                                                  -Revenue

3 Repairs to van                                                                          -Revenue

4 Putting extra headlights on van                                               - Capital

5 Buying                                                                                     - Capital

6 Electricity costs of using machinery                                       - Revenue

7 Painting outside of new building                                             - Capital

8 Repainting outside of building in (7)                                       - Revenue

24.2

 9 We spent £1,500 on machinery:
· £1,000 was for (improvement) added to the machine;  - Capital

· £500 was for repairs Revenue £500                               - Revenue          

2

CAPITAL AND REVENUE RECEIPTS

EXPLAIN CAPITAL RECEIPTS ITEMS

(INCOME FROM SALE OF FIXED ASSETS)

When an item of capital expenditure is sold, the receipt is called a capital receipt. 

QUESTION:

Suppose a van is bought for £5,000, and sold five years later for £750.Distiquish between capital receipts and revenue receipts.

SOLUTION: 

Then £5,000 was treated as capital expenditure,

The £750 received is treated as a capital receipt,

and credited to the fixed asset account in the General Ledger. 

Revenue receipts are sales and other revenue items that are added to gross profit, 

such as rent receivable and commissions receivable.

Finally

The rules are:

1 If expenditure is directly incurred in bringing a fixed asset into use for the first time, it is capital expenditure.

2 If expenditure improves a fixed asset (by making it superior to what it was when it was first owned by the organization, e.g. building an extension to a warehouse), it is capital expenditure.

3 All other expenditures are revenue expenditure.
18. INCOMPLETE RECORDS OR SINGLE ENTRY

19. PARTNERSHIP ACCOUNTS

20. MANUFACTURING ACCOUNTS

21. ETHICS IN ACCOUNTING

22. INTERPRETATION OF FINAL ACCOUNTS

	
	INCOMPLETE RECORDS OR SINGLE ENTRY


Single entry is a system of accounting in which only one aspect of a transaction is recorded. Some of the information is missing.

In find missing information, the following techniques can be used:

· The accounting equation (statement of affairs or balance sheet)

· Debtors and creditors control accounts

· The cash book

· The gross profit percentages.

Single entry records of accounts are records that have not observed the double entry system of book-keeping. Recorded only one side of account without observing the rule of double entry e.g sales of goods to Kalu recorded in Kalu’s account.

Double entry is where records of accounts observes the rule of “debit the receiver and credit the giver”. These are records that go through the prime entry books, the ledger and then extraction of Trial balance.

(1) The position of Mr  Hakasenke as at 31st December 2016 was as follows

Premises                                          5 000

Plant and Machinery                     3 000

Stock                                                6 500

Debtors                                           8 750

Cash at bank                                   1 500

Creditors                                         9 375

On 1st January 2016, his capital was 27 000 and during the year his drawings amounted to 2 500. He paid into his business 1 000 which was the sale proceeds of his private car.

Prepare the statement of affairs and ascertain his profit or loss for the year.

Solution

MrHakasenke

Statement of affairs as at 31st December, 2016 (Balance Sheet)
	FIXED ASSETS

Premises

Plant and machinery

CURRENT ASSETS

Stock

Debtors

Cash at bank

CURRENT LIABILITIES

Creditors

Working Capital

FINANCED BY

Opening capital

Add additional capital

Less Net Loss

Less Drawings


	COST

5 000

3 000

8 000


27 500

  1 000



	DEP

00

00

00

6 500

8 750

1 500

16 750

9 375


28 500

10 625

17 875

  2 500


	NBV

5 000

3 000

8 000

7 375

15 375

15 375


Profit as an increase in capital 

This year’s capital last year’s capital 

Net profit = K3,000

K2,000

Therefore the profit will be 
K1,000
If drawings hand been for instance K700

The profit must have bee K1700


Last year capital + profits – drawings = this year capital

K2,000 + X – 700 = K3,000

K2,000 = X – 700 = K3,700

= 2,000 + X = 3,700

= X = 3,700 – 2,000

= X = 1,700

==========

The statement of affairs is a balance sheet at the beginning of a Trading period. Prepared using the word equation;

Opening Capital + Profit – Drawings = Closing Capital

Calculation of purchases and sales J. Kawaya lost the whole of his stock in fire on 17th March 2017.

The last time that a stock taking had been done was on 31st December 2016. The last balance sheet date, when stock was valued at cost @1950, purchases from then until 17th March 2017 was 6,870 and sales in that period were K9,600. All sales were made at a uniform gross profit margin of 20 per cent.

The Trading account can be drawn from known

	
	K
	K
	K

	Sales
	
	
	9,600

	Less: Cost of Sales
	
	
	

	          Opening stock
	
	1,950
	

	          Purchases
	
	6,870
	

	Less:  Closing stock
	
	8,820
	

	           Cost of sales
	
	C  (             )
	

	           Gross profit
	
	
	B (              )

	
	
	
	A________?

	Workings 
	
	
	

	(a) Gross profit  =  [image: image17.png]20/



 x  9,600

                     = 1,920

(b) 9,600 – 1,920 = 3,680

(c) Closing stock = 8,820 – 7680 =

Cost of goods avails able – cost of sales 
	
	1,140
	

	
	
	
	


GROSS MARGINS AND MARK UPS

Some incomplete records questions involve the relationship between sales, cost of sales and gross profit. Using this relationship and provided the gross profit percentage is given any of the three items can be computed.

Gross Profit Percentages 

Gross profit can be written or expressed either as percentage of sales or as a percentage of cost of sales. When gross profit is expressed as a percentage of sales, it is known as the Margin. Whereas when gross profit is expressed as a percentage of cost of sales, it is known as the Mark Up.

-
Margin is gross profit percentage on sales

-
Mark up is gross profit percentage on cost price i.e cost of sales 

Relationship between margin and mark up

Both mark up and margin are profit percentages of difference amount. Therefore if one is known then the other can be calculated or found. e.g
Mark up
then 

margin  







[image: image19.png]Y,







[image: image21.png]1/




Where [image: image23.png]Y,



 + 1 = [image: image25.png]1/



  or [image: image27.png]Y,



 = [image: image29.png]



Convention to margin from mark up and the vice versa 

Example

Moonga a sole Trader has provided you with the following information relating to the year ended 31-12-2014.

(a) He has not made a note of cash drawings or cash receipt/received. The following items were paid from takings  prior to banking.

Purchases       

760

Sundry expenses 
400

(a) Moonga’s estimated that his gross profit percentage is 25% on cost. Calculate   Moonga’s profit for fee year.

Calculate Moonga’s net profit for the year.
Moonga’s Income statement for the year ended

	
	K
	K
	K

	Sales
	
	
	950

	Less: Cost of sales 
	
	
	

	Purchases 
	
	
	760

	Gross profit 
	
	
	190

	
	
	
	

	Less: Expenses 
	
	
	

	Sundry expenses
	
	
	400

	Net loss 
	
	
	(210)

	
	
	
	


	2
	PARTNERSHIP  ACCOUNTS


A partnership business is a business run by two or more like minded individuals with a view of making  profit.  The people (individuals) who own the partnership are called partners.

Purpose for individuals entering into partnership

(i) Increased capital

(ii) Sharing of business ideas

(iii) Divisions of labour/sharing of responsibilities.

Partnership Agreement:

· When a partnership business is to be formed the parties involved should draw up an agreement which should stipulate the concerns on how the partnership should be formed and run.  The concerns that need to be addressed in this agreement may include

· Partners capital contributions

· Interest on capital to be earned by the partners if any 

· Interest on drawing if any

· Salaries if any to partners

· Procedures to follow when

(i) Admitting a new partner

(ii) When a partner dies

(iii) When a partner retires

Thus a partnership agreement or partnership deed is an agreement made by the partners stipulating the conditions regarding the running of the business.

· Where partners do not want to draw up their own partnership agreement, they can follow the partnership Act of 1890.

Where no Partnership agreement Exists:

In partnership business where no partnership agreement exists the following occurs

(i) Profit and loss are to be shared equally

(ii) There is to be no interest on capitals

(iii) No interest is to be charged on drawings

(iv) Salaries are not allowed.

Final accounts for partnership business

· Income statement (Trading and profit and loss Account)

· Profit and loss appropriate Account

· Balance sheet

· The income statement for the partnership is exactly the same as the one you already know for the sole trader.

· The balance sheet for the partnership business is also same as for the sole trader with a small difference only on the financed by.

New Items 

The only new items on partnership is the preparation of the partnership profit and loss appropriation Account and the partners current accounts.

Profit and Loss appropriation Account.

This is an account in which the profit or loss made in the partnership business are distributed/shared amongst the partners.

Contents of profit and loss appropriate Account

(i) Profit for the year

(ii) Interest on drawings 

(iii) Interest on capitals

(iv) Salaries to partners

(v) Share of residues

Drawings:

These are goods, money, expenses taken out of business for personal use. Drawing reduces the capital of the business.  If partners are making unnecessary drawings the partnership business may eventually collapse as all the capital may be finished.  Thus to prevent unnecessary drawings, interest on drawings are charged.

Interest on Drawings

This is a charge to partners on the drawings made which is usually a percentage (%) on the drawings made or a fixed figure.  The purpose of the interest on drawings is to deter/prevent unnecessary drawings.  All the partners that have made drawings should be charged with interest on drawings if it is the firms policy to charge.

Interest on Capitals:

This is a reward that partners earn for the capital contribution they made in firm.  The interest on capital is usually a percentage (%) of the capitals each partner contributed.  Interest on capitals is earned by all the partners.

Salaries to partners:

There are basically two types of partners, an active partner and sleeping partner/dormant partner.  An active partner is one who is actively involved in the running of the business and for his/her active involvement in the running of the business gets a salary, while a sleeping partner is not actively involved in the running of the business and should not get any salary.  Only active partners get a salary.

Share of residues:

The remaining profits after are the rewards/earnings have been appropriate is what are called residues and these are shared in the given profit and loss sharing ratios.  In an event where profit and loss sharing ratios are not given the partners should share the residues  according to the capital contributed by each partners.  All the partners get a share of residues.  

A and B Partnership

Profit and Loss appropriation Account

For the year ended 31 Dec 2016

	Details
	
	Dr
	Cr

	Not profit

Interest in drawings A

                                 B

Interest on capitals  A

                                B

                                B

Salary

Share of residues     A

                                B
	
	x

x

x

______

70 000
	x

x

______

100 000


The partners A and B shares profit and loss in the ratio 3:2 and assuming the total Cr side (a) = K100 000 and the total Drside (b) = 70 000.

Complete the tables by calculating what each person will get as a share of residue.

Calculations

Residues = 100 000 – 70 000 = K30 000

A’s share of residues = 3/5 x 30 000 = K18 000

B’s share of residues = 2/5 x 30 000 = K12 000

	Details
	F 
	Dr
	Cr

	Net profit

Interest on drawings                                        A

                                                                         B

Interest on capitals                                           A

                                                                         B

Salary                                                               B

Share of residues                                             A

                                                                         B            
	b/d
	xx

xx

xx

18000

12000

_______

100 000
	Xx

x

xx

______

100 000


Question one

Niza  andTaonga were in partnership sharing profits and losses equally.  The following Trial Balance was extracted from their books on 31 December 2008.









Dr

Cr









K

K

Capitals:  Niza







            28 000

Taonga







14 000

Drawings: Niza





6 800


Taonga





4 400

Rent received 








     156

Furniture and Fittings (cost K1 759 )


1 360


Opening Stock





          21 000

Trade debtors/Trade creditors 


          16 328

14 380

Purchases/Sales 




        152 000
          206 000

Wages and Salaries 




          25 454

Freehold property 




          18 500

General expenses 





9 832

Discounts 






4 154

Cash at Bank 






2 408

Rates







   300








___________
         _____________








       262 536
          262 536








___________
_____________

The following information was also available on 31 December 2008:

(a) Closing stock was valued at K23 500;

(b) Interest on capital was to be credited to the partner’s Current Accounts at 5% per annum.

(c) Interest on drawings was to be charged as follows:

Niza
K170

Taonga K110

(d) Wages and salaries due amounted to K304;

(e) Rent received included K26 for the following year

(f) Furniture and fittings were to be depreciated at 10% per annum on cost.

(g) Niza is entitled to a salary of K2000 per annum

(h) Provision for bad debts is to be 10% of  debtors.

Required:

(i) The partnership Trading and Profit and Loss Accounts

(ii) The partnership Appropriation Account for the year ended 31 December 2008, and the Current Accounts.

(iii) The Balance Sheet as at 31 December 2008.

Niza and Taonga Partnership 

Trading and Profit and Loss Account

For the year ended 31 Dec 2008

	Details
	K
	K
	K

	Sales

Less:  Cost of Sales

Opening Stock

Add:  purchases

Total cost of goods available for sale 

Less:  closing stock 

Cost of sales

Gross profit

Add:  other gains

Rent received 

Less:  rent received in advance

Total Income

Less :  Expenses

Wages and Salaries

Add:  wages and salaries due

General expenses

Discount allowed

Rates

Furniture and fittings [10/100 x 1759]

Provision for Bad debts

Total expenses

Net profit


	
25 454

304
	21 000

152 000

173 000

23 500


156

26

25 758

9 832

4 154

300

175.9

1 632.8


	206 000

149 500

56 500

130

56630

41 852.7

14 777.3




Profit and loss appropriation accounts

	Net profit

Interest on drawings:  Niza

Taonga

Interest on capitals:  (5/100 x 28000) Niza

                                :  (5/100 x 14000 ) Taonga

Salary                                               Niza

Sharing residues                               Niza

Taonga
	b/d
	1 400

700

2 000

7 304.87

3 652.43

15 057.3
	14 777.3

170

110

15 057.3


Current Accounts

	Details 
	
	Niza
	Taonga

	
	
	Dr
	Cr 
	Dr
	Cr 

	Drawings

Interest on drawings

Interest on capitals

Salary

Share of residues 

Balances

Balance 
	c/d

b/f
	6 800

170

3 734.87
	1 400

2 000

7 304.87
	4 400

110
	700

3 652.43

157.57

	
	
	10 704.87
	10 704.87
	4 510
	4 510

	
	
	
	3 734.87
	157.57
	


Workings

Share of residues

Niza28 000 x 10 957.3 = K3 734.87
              42 000

Taonga14 000 x 10 957.3 = K3 652.43
            42 000

NIZA AND TAONGA PARTINERSHIP 

BALANCE SHEET 

AS AT 31ST DECEMBER, 2008

	Details
	Cost
	Dep
	NBV

	Non – Current Assets

Fee lad Premises

Furniture and fittings

Current Assets:

Stock

Debtors

Less:  provision for Bad debts

Bank

Total current Assets

Less:  Current  Liabilities

Creditors

Wages and Salaries due

Rent received due

Working capital

Net assets

Financed by

Fixed Capitals

Current accounts 

Capital employed
	18 500

1 759

20 759

16328

1632.8

14380

304

26

NIZA 

28 000

3734.87

31 734.87


	574.9

574.9

23500

14695.2

2408

40603.2

14710


TAONGA

14 000

(157.57)

13842.43


	18 500

1 184.1

   19684.10

25893.2

45577.3

45577.3


Question 2

Mvula and Mubanga are in partnership.  The following is extracted from their books at 31/12/09.

	Premises 

Fixtures and fittings

Capital accounts:  Mvula

Mubanga

Current Accounts:  Mvula (DR)

Mubanga (CR)

Drawings:  Mvula

Mubanga

Creditors

Provision for bad debts  bf

Debtors

Net Profit

Cash in hand
	K

6 000 000

4 500 000

6 000 000

6 000 000

   100 000

   150 000

   800 000

   900 000

5 000 000

   250 000

8 000 000

5 000 000

   700 000


The following additional information is made available at 31/12/09:

(i) Stock at 31/12/09 was K2 800 000.

(ii) Depreciate fixtures and fittings at 10 percent per annum.

(iii) Interest on partners’ capitals to be at 5 percent.

(iv) Mvula is entitled to a salary of K500 000.

(v) Wages accrued K400 000.

(vi) Partners to share profits equally.

(vii) Provision for bad debts to be equal to 10 per cent of debtors

Required:

(a) Prepare the profit and loss appropriation account for the year ended 31/12/09

(b) Show the current accounts for the partners as they would appear at that date.

These accounts may be shown separately in table form.

(c) Prepare the partnership balance sheet as at 31/12/09

Solution

Mvula and Mubanga Partnership

Profit and loss appropriation account

For the year ended 31 December 2009

	Details
	
	Dr
	Cr

	Net profit

Interest on capitals :  Mvula (5/100 x 6 000 000)

Mubanga (5/100 x 6 000 000)

Salary: Mvula

Share of residues :  Mvula3 900 000
         2

Mubanga3900 000
                                                       2


	
	300 000

300 000

500 000

1 950 000

1 950 000

_________

5 000 000

__________
	5 000 000

_________

5 000 000

__________




Mvula Current Account

	Details
	
	Mvula

	
	
	Dr
	Cr

	Balances

Drawings

Interest on capitals

Salary

Share of residues

Balances
	b/f

c/f
	100 000

800 000

1850 000

2 750
	300 000

   500 000

1 950 000

________

2 750

	Balances 
	b/d
	
	1 850 000


Mubanga Current Account

	Details
	
	Mubanga

	
	
	Dr
	Cr

	Balances

Drawings

Interest on capitals

Salary

Share of residues

Balances
	b/f

c/f
	900 000

1 500 000

2 400 000
	150 000

300 000

1 950 000

________

2 400 000

	Balances 
	b/d
	
	1 500 000


Mvula and Mubanga Partnership

Balance sheet

As at 31 Dec 2009

	Details
	COST
	DEP
	NBV

	Fixed Assets

Premises

Fixtures and Fittings

Current Assets

Stock 

Debtors

Loss:Provisionfor Bad debts (10/100 x 8000 000)

Cash

Total Current Assets

Less Current Liabilities 

Creditors 

Wages and Salary accrued

Total Current Liabilities

Working capital

Net assets.

Financed by:

Capital

Current accounts

Capital employed
	6 000 000

4 500 000

__________

1 050 000

8 000 000

800 000

5 000 000

400 000

Mvula

6 000 000

1 850 00

7 850 000
	450 000

_________

450 000

28 000 000

7 200 000

2 100 00

10 700 000

5 400 000

Mubanga

6 000 000

1 500 000

7 500 000


	6 000 000

4 050 000

_________

10 050 000

5 300

15 350

15 350


NOTE:

(i) Salary to partners need not be shown in the profit and loss and Balance but only shown in the profit and loss appropriation account.

	3
	MANUFACTURING ACCOUNTS


Def. Manufacturing accounts is an account that collects together all cost involved in production to determine the production costs of goods completed.

1.1. Explain the type of costs

      Summarily, there are two types of costs in the manufacturing accounts namely,

i. Direct Costs – these are costs that can be directly identified with each unit of production

· Direct materials ( raw materials), 

· Direct labour ( e.g. wages paid to those working on  machinery or assembly of products)  and 

· Direct expenses ( direct expenses like carriage inwards on raw materials), implying  ( all those costs involved in production that are traceable to units of goods produced) 

The total direct costs incurred in a year is called Prime Cost

ii. Indirect cost – these are other costs that cannot be identified with each unit of production. Production overheads are all cost incurred in the factory but can’t be easily traced to the units of goods produced.
Prime costs are added to production overheads to give us the Production Cost.

1.2. Identify Types of Manufacturing Goods.

i. Raw materials (e.g. opening stock, purchases)

ii. Finished goods (refer to goods produced)

iii. Work-In-Progress (goods partly completed at the start of the of the accounting period is called opening work-in-progress and the at the end of the accounting period called closing work -in- progress)

1.3. Prepare manufacturing accounts

Question 1 

Trial balance as at 31 December 2014

	
	Dr 
	Cr 

	
	K
	K

	Stock of raw materials  01/01/2014
	2,100
	

	Stock of finished goods 01/01/2014
	3,890
	

	Work in progress 
	1,350
	

	Wages (direct K18,000;factory indirect K14,500)
	32,500
	

	royalties
	700
	

	Carriage inwards 
	350
	

	Purchases of raw materials 
	37,000
	

	Productive machinery (cost K28000)
	23,000
	

	Office equipment (cost K2000)
	1,200
	

	General factory expenses 
	3,100
	

	Lighting 
	750
	

	Factory Power 
	1,370
	

	Administrative salaries 
	4,400
	

	Salesman salaries
	3,000
	

	Commission on sales
	1,150
	

	rent
	1,200
	

	insurance
	420
	

	General administrative expenses 
	1,340
	

	Bank charges 
	230
	

	Discount allowed
	480
	

	Carriage outwards 
	590
	

	Sales 
	
	100,000

	Debtors and creditors
	14,230
	12,500

	bank
	5,680
	

	cash
	150
	

	drawings
	2,000
	

	Capital 01/01/2014
	
	29680

	
	142,180
	142,180


Notes at 31st December 2014
1. Stock of raw materials K 2,400, stock of finished goods K4,000, work in progress K 1,500

2. Lighting, rent and insurance are to be apportioned: factory5/6, administration 1/6

3. Depreciation on productive and office equipment at 10% per annum on cost.

Required:

i. Prepare the manufacturing account 

ii. Trading profit and loss account for the year ended December 2014

iii. The balance sheet as at 31st December 2014

Manufacturing, trading, profit and loss account for the year ended 31st December 2014

	
	K
	K
	K

	Opening stock of raw materials 
	
	2,100
	

	Purchases of raw materials
	37,000
	
	

	Add: carriage inwards
	350
	
	

	Net purchases of raw materials
	
	37,350
	

	Raw materials available for the period
	
	39,450
	

	Less: closing stock of raw materials 
	
	2,400
	

	Cost of raw materials consumed 
	
	
	37,050

	Direct labour
	
	
	18,000

	Royalties 
	
	
	700

	Prime cost 
	
	
	55,750

	Factory Overheads Expenses 
	
	
	

	General factory expenses 
	
	3,100
	

	Lighting 5/6
	
	625
	

	power
	
	1,370
	

	Rent 5/6
	
	1,000
	

	Insurance 5/6
	
	350
	

	Depreciation of plant 
	
	2,800
	

	Indirect labour 
	
	14,500
	

	
	
	
	23,745

	
	
	
	79,495

	Add opening work in progress 
	
	
	1,350

	
	
	
	80,845

	Less closing work in progress
	
	
	1,500

	Production cost of goods completed 
	
	
	79,345

	
	
	
	

	Trading and Profit and loss account

For the year ended


Sales 
	
	
	100,000

	Opening stock of finished goods 
	
	3,890
	

	Add production cost of goods completed 
	
	79,345
	

	
	
	83,235
	

	Less closing stock of finished goods 
	
	4,000
	

	Cost of goods sold 
	
	
	79,235

	Gross profit 
	
	
	20,765

	Less expenses 
	
	
	

	Administration expenses 
	
	
	

	Administrative salaries 
	4,400
	
	

	Rent 1/6
	200
	
	

	Insurance 1/6
	70
	
	

	General expenses 
	1,340
	
	

	Lighting 1/6
	125
	
	

	Depreciation of accounting machine 
	200
	
	

	
	
	6,335
	

	Selling and distribution expenses 
	
	
	

	Salesmen salaries 
	3,000
	
	

	Commission on sales 
	1,150
	
	

	Carriage outwards 
	590
	
	

	
	
	4,740
	

	Financial charges 
	
	
	

	Bank charges 
	230
	
	

	Discount allowed 
	480
	
	

	
	
	710
	

	
	
	
	11,785

	Net profit 
	
	
	8,980

	Balance sheet as at 31.12.2014

	
	K
	K
	K

	Fixed assets 
	Cost
	Dep.
	N.B.V

	Production machinery at coast
	28,000
	7,800
	20,200

	Accounting machinery at cost
	2,000
	1,000
	1,000

	
	30,000
	8,800
	21,200

	Current assets 
	
	
	

	Stock-raw materials 
	
	2,400
	

	Stock- finished goods 
	
	4,000
	

	Work in progress 
	
	1,500
	

	Debtors 
	
	14,230
	

	bank
	
	5,680
	

	cash
	
	150
	

	
	
	27,960
	

	Less current liabilities 
	
	
	

	Creditors 
	
	12,500
	

	Working capital
	
	
	15,460

	
	
	
	36,660

	Financed by:
	
	
	

	Capital 
	
	29,680
	

	Add: net profit 
	
	8,980
	

	
	
	38,660
	

	Less: drawings 
	
	2,000
	

	
	
	
	36,660


Question 2

The following information has been extracted from the books of major manufacturing company for the year to 30th September 2015:

	Stock at 1st January 2015:
	

	Raw materials
	7,000

	Work in progress
	5,000

	Finished goods 
	6,900

	Purchases of raw materials 
	38,000

	Direct labour
	28,000

	Factory overheads:
	

	variable
	1,600

	Fixed 
	9,000

	Administrative expenses:  
	

	Rent and rates 
	1,900

	Heat and light
	6,000

	Stationary 
	2,000

	Staff salaries
	19,380

	sales
	192,000

	Plant and machinery:
	

	At cost
	30,000

	Provision for depreciation
	12,000

	Motor vehicles (for sales delivery)
	

	At cost
	16,000

	Provision for depreciation
	4,000

	creditors
	5,500

	debtors
	28,000

	drawings
	11,500

	Balance at bank (Dr)
	16,600

	Capital at 1st January 2015
	48,000

	Provision for unrealised profit at 1st January 2015
	1,380

	Motor vehicle running costs
	4,500


Additional information:

1. Stock at 31st December 2004, were as following:

Raw materials........................ K 9,000

Work in progress....................K 8,000

Finished goods ......................K 10,350

2. The factory is transferred to the trading account at the factory cost plus 25% for factory profit. The finished goods stock is valued on the basis of amount transferred to the debit of the trading account.

3. Depreciation is provided annually at the following percentages of the original cost of fixed assets held at the end of each financial year.

Plant and machinery....................... 10%

Motor vehicles...............................  25%

4. Amount accrued due on 31st December 2004 for direct labour amounted to K3,000 and rent rates prepaid at 31st 2004 amounted to K 2,000

Required 

Prepare the manufacturing, trading, profit and loss account for the year ended 31st December 2004, and the balance sheet as at that date.

Note: the prime cost and factory cost should be clearly shown.

Manufacturing, trading profit and loss account for the year ended 31st December 2004

	
	
	
	

	Raw materials:
	
	
	

	Opening stock
	
	7,000
	

	Purchases 
	
	38,000
	

	Total stock available
	
	45,000
	

	Less: closing stock
	
	9,000
	

	Cost of raw materials consumed 
	
	
	36,000

	Direct labour:
	
	
	

	Wages 
	
	28,000
	

	Add: wages accrued 
	
	3,000
	

	
	
	
	31,000

	Prime cost 
	
	
	67,000

	Add: factory overheads: 
	
	
	

	Variable 
	
	16,000
	

	Fixed 
	
	9,000
	

	Depreciation- plant and machinery
	
	3,000
	

	
	
	
	28,000

	
	
	
	95,000

	Add: opening work in progress 
	
	
	5,000

	
	
	
	100,000

	Less: closing work in progress
	
	
	8,000

	Factory cost
	
	
	92,000

	
	
	
	

	Market value 
	
	
	115,000

	Less: factory cost
	
	
	92,000

	Manufacturing profit 
	
	
	23,000

	
	
	
	

	sales
	
	
	192,000

	Opening stock
	
	6,900
	

	Market value
	
	115,000
	

	
	
	121,900
	

	Less: closing stock
	
	10,350
	

	
	
	
	111,550

	Gross profit on trading
	
	
	80,450

	Add: profit on manufacturing 
	
	
	23,000

	
	
	
	103,450

	Less: expenses:
	
	
	

	Rent and rates
	19,000
	
	

	Less: prepayments
	2,000
	
	

	
	
	17,000
	

	Provision for unrealised profit (w1)
	
	690
	

	Heat and light
	
	6,000
	

	Stationery and postage 
	
	2,000
	

	Staff salaries 
	
	19,380
	

	Depreciation – motor vehicles 
	
	4,000
	

	Motor vehicle running costs
	
	4,500
	

	Total expenses
	
	
	53,570

	Net profit
	
	
	49,880

	Balance sheet as at 31st December 2004

	
	COST
	DEP. 
	N.B.V

	Fixed assets
	
	
	

	Plant and machinery 
	30,000
	15,000
	15,000

	Motor vehicles 
	16,000
	8,000
	8,000

	
	46,000
	23,000
	23,000

	Current assets
	
	
	

	Stock- raw materials 
	
	9,000
	

	Work in progress
	
	8,000
	

	Finished goods
	10,350
	
	

	Less: provision for unrealised profit
	2,070
	
	

	
	
	8,280
	

	Debtors 
	
	28,000
	

	Cash at bank
	
	16,600
	

	Rent and rates prepaid
	
	2,000
	

	
	
	71,880
	

	Less: current liabilities
	
	
	

	Creditors 
	5,500
	
	

	Direct labour accrued
	3,000
	
	

	
	
	8,500
	

	Working capital
	
	
	63,380

	Net assets
	
	
	86,380

	Financed by:
	
	
	

	capital
	
	48,000
	

	Add net profit
	
	49,880
	

	
	
	97,880
	

	Less drawings
	
	11,500
	

	
	
	
	86,380


Working s 1
Provision for unrealised profit account 

	Balance c/d k 
	K 2,070
	Balance b/d 
	K 1,380

	
	_______
	Profit and loss account
	K 690

	
	K 2,070
	
	K 2,070


Note: closing stock balance amount = K 10, 350 x 25/125 = K 2,070

	4
	ACCOUNTING ETHICS


Explain the ethics in accountancy?

Ethics – Ethics are the set of moral principles that guide a person behavior. The word ethics is commonly used interchangeably with morality and sometimes it is used to mean the moral principles of a particular tradition, group or individual.

       Ethics in accountancy refers to a set of beliefs about what is right and wrong in the accountancy professional. There are a number of them to which professional accountants should comply with such as:

(1) Integrity -This is an important fundamental element of the accountancy profession. It imposes an obligation on all professional accountants to be straight forward and honest in professional and business relationship. Integrity also implies fair dealing and truthfulness. Accountants should avoid or restrict themselves from personal gain and intentional opportunity to deceive and manipulate financial information.

(2) Trustworthy :  trust is a fundamental relationship between client and the professional accountant. A trustworthy person is someone in whom you can place your trust and rest assured trust shall not be betrayed.

(3) Discipline
These are impositions of obligations on an accountant to comply with relevant laws and regulations

(4) Honnest Allows investors and other stakeholders to trust the information received.

(5) Accountability a answering or accounting for your actions

(6) Confidenciality the accountant should not disclose any important information to third parties.

IDENTIFY EFFECTS ON NON ADHERENCE TO ETHICS

The following are the effects

i. Corruption

ii. Fraud

iii. Money laundering

iv. Embezzlement

v. Breach of confidentiality

vi. Betrayal of trust

Corruption

This is the abuse of entrusted power for private gain

Fraud

This is intentional manipulation of financial statement to create a positive picture to deceive people.

Money laundering

Process of making illegally earned money appear clean by carrying out certain cleansing activities

Embezzlement

Misappropriation of company funds by a person entrusted to be the custodian of funds.

Breach of confidentiality

The accountant gives confidential information to competitors.

Questions

1. Which of the following is one of the ethics in accounting?

a) Trustworthy

b) Double entry

c) Consistency

d) Realisation

2. Which of the following is one of the effects of non-compliance to accountancy ethics

a) Embezzlement

b) Contra entry

c) Objectivity

d) Dual aspect

3. Explain the benefits of the company of adherence to ethics in accountancy      [5]
Objectivity

Contra entry

	5
	INTERPRETATION TO FINAL ACCOUNTS


INTERPRETATION OF FINAL ACCOUNTS

· Explain the importance of accounting ratios and percentages 

· Explain the various accounting ratios and percentages 

· Calculate various ratios/ percentages 

1.0. Importance of Accounting Ratios /Percentages 

i. Both ratios and percentages are critical to help understand financial statements, 

ii. Determining whether the business is moving in right direction and ascertain the business profitability

iii. For identifying trends overtime 

iv. For measuring the overtime 

v. For measuring the overall financial state of the business. 

vi. In addition, lenders and potential investors often rely on ratio analysis when lending and investing decisions.

1.1. Various Accounting Ratios 

a) Return On Capital Invested (ROCE)

This is the percentage amount that a company is making for every percentage point over the cost of capital or is the percentage that a business makes over its investments capital.

b) Return on Capital Employed 

This is the profitability ratio that measures how efficiently a company    can generate profits from its company employed by comparing net operating profit to capital employed.

c) Acid Test Ratio

This is a measure of how well a business can meet its short term financial liabilities.

d) Liquidity Ration 

This is an indicator of whether a company’s current assets will be sufficient to meet the company’s obligations when they become due.

e) Capital Employed 

The total capital collected in a firm’s fixed and current assets viewed from the funding side, it equals stock holders’ funds (equity capital) plus long term liabilities (loan capital), viewed from the assets side, it equals fixed assets plus working assets.

f) Working Capital

This is the cash available for day to day operations of an organisations. It is also called current capital.

g) Creditors/ Purchases Ratio

Determines the rate at which a business pays off its creditors. It is sometimes called creditors turnover ratio
h) Debtors/ Sales Ratio

It is s the relationship between net sales and average debts. It is also called debtors turnover ratio.

i) Rate of Stock Turn or Turnover

Is stock metric that measures the rate at which the stock is used

j) Turnover

Is the number of times an asset (such as cash, stock, raw materials) is replaced or revolved during an accounting periods.

1.2. Calculate The Following Ratios

	1.2.1. Gross profit percentage of sales
	= [image: image31.png]315,000
555,000



 x [image: image33.png]


 = 56.8%



	1.2.2. Net profit as a percentage of sales
	= [image: image35.png]


 x [image: image37.png]


 = 18%



	1.2.3. Expenses as a percentage of sales
	= [image: image39.png]215,000
555,000



 x [image: image41.png]


 = 38.7%



	1.2.4. Rate of stock return

                 ([image: image43.png]cost of goods sold
“average stock



)
	= [image: image45.png]240000
(100,000+60,000)/2



 = 4.4 Times

	       Average stock = (closing stock + opening)
                                                       2
	


Example 
KIMS Trading Profit and Loss Account for The Year Ended 31,12,2012

	Sales 
	
	555,000
	

	Opening stock
	100,000
	
	

	Add: purchase 
	200,000
	
	

	Total goods available 
	300,000
	
	

	Less: closing stock
	60,000
	
	

	Cost of sales 
	
	240,000
	

	Gross profit 
	
	315,000
	

	Less: expenses 
	
	
	

	Depreciation 
	5,000
	
	

	Wages, salaries & commissions
	105,000
	
	

	Other expenses 
	45,000
	
	

	
	
	215,000
	

	Net profit 
	
	100,000
	


KIMS balance sheet at that date 

	Fixed Assets 
	Cost
	Dep
	NBV

	equipment
	50,000
	40,000
	10,000

	Current assets 
	
	
	

	Closing stock
	
	60,000
	

	debtors

	
	125,000
	

	Bank 
	
	25,000
	

	
	
	210,000
	

	Less: Current Liabilities 
	
	
	

	Creditor 
	
	104,000
	

	Working capital
	
	
	106,000

	Net assets 
	
	
	116,000

	Financed By:
	
	
	

	capital
	
	76,000
	

	Net profit 
	
	100,000
	

	
	
	176,000
	

	Less: Drawings 
	
	80,000
	

	Capital owned 
	
	
	9,600

	Add: Long Term Liabilities 
	
	
	

	Loan 
	
	
	20,000

	Capital employed 
	
	
	116,000


	1.2.5. Rate of Return On Capital Employed

I.E. [image: image47.png]net profit 100
capital employed - 1





	= [image: image49.png]100, 000 x 100
(76,000 +96,000)



 ÷ 2 = 104.2 %



	1.2.6. Current Ratio

 I.E. [image: image51.png]current liabilities




	= [image: image53.png]210,000
104,000



 = 2.02



	1.2.7. Acid Test Ratio

 I.E. [image: image55.png]current assets—closing stock
current liabilities




	= [image: image57.png]210,000 —60,000
104,000



 = 1.4



	1.2.8. Debtor / Sales Ratio 

 I.E. [image: image59.png]debtors x 12 moths
“vales




	= [image: image61.png]125,000
555,000



 = 2.7 months



	1.2.9. Creditors / Purchases Ratio  

 I.E. [image: image63.png]creditors x 12 months




	= [image: image65.png]104,000 x 12 months
200,000



 = 6.24 months
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Be aware that ‘capital expenditure’ has nothing to do with the owner’s Capital Account. The two terms happen to start with the same first word and they are both things that are likely to be around the business for quite a long time. While both are, in a sense, long-term investments, one made by the business, made by the owner, they are, by definition, two very different things.
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