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PREFACE

This document is intended to assist educators who are currently teaching
Economic and Management Sciences (EMS) in the GET band. Educators’
understanding of the basic Accounting practices contained in Learning
Outcome 3 of the Learning Area will be enhanced through active participation in
the activities contained in this training manual. Basic Accounting concepts and
principles are explained in a step by step manner, an approach which will be
especially useful to those educators who have no background knowledge of
Accounting.

It is our contention that improved understanding of the basics of Accounting on
the part of teachers will enable them to prepare and deliver more exciting,
meaningful and relevant Accounting lessons which will in turn improve the
learning experiences of our children and soon the Learning Area will become one
of the most valued experiences in the school day.

Educators are encouraged to critically engage with the document and also use it
in conjunction with other available Learning and Teaching Support Material for
EMS.

We hope that you will find the document useful as you implement and engage in
the National Curriculum Statement.

Yours in quality education

; £ -_w-"'-':"'n:
DR FPETERS
DIRECTOR: CURRICULUM ECD & GET
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UNIT 1

SOURCE DOCUMENTS AND ACCOUNTING EQUATION

UNIT OUTCOMES
At the end of this unit you should be able to

 Demonstrate an understanding of basic accounting concepts
e Complete source documents
e Analyse, interpret and record the transactions on the Accounting Equation

DEFINITION OF ACCOUNTING

Accounting is the process of recording the monetary values of financial transactions of
individuals and business and reporting the results with the main purpose of supplying
financial information by submitting statements as a basis for decision making.
Recording consists of keeping a chronological diary of measured events in an orderly
and systematic manner. Recording implies that economic events are also classified
and summarized.

It encompasses the communication of the recorded information to interested parties.
The information is communicated through the preparation of distribution of accounting
reports, the most common of which are known as financial statements



Accounting cycle is the sequence of procedures used by the businesses to keep track of finances in order to report the
financial position of the business.

STEP 1
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STEP 6 STEP 2
Preparing Completion of
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Documents
Recording of
Drawing up a Transactions in the
Trial Balance Journals
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Posting to the
Ledger from




Source documents are used to record the details of transactions in a business i.e record
its transactions in the subsidiary journals (book of first entry). It is the proof and
evidence that transactions took place between the business and another business or
between the business and a person. Source documents may help a business to
determine its financial position.

Documents used in cash transactions by a business:

e Receipt: A document issued when cash is received for goods or services
e Cheque: A document used when cash payment is made for goods or services
e Cash register slip: A document issued by the cashier for cash sales

There are 2 types of source documents that a business has when receiving money:
e acashslip
e areceipt

Which source documents are used to record cash transaction in the books of the
business?

e Original receipt: Used to record cash paid to other businesses or people

e Duplicate receipt: Used to record cash received from other businesses

e Cheque counterfoil: Used to record cash payments or purchases

e Cash register tape: Used to record cash sales

e Deposit slip: Used to verify bank deposits

e Duplicate deposit slip: Used when the business deposit money in the bank

e Duplicate withdrawal slip: Used when business withdraw money from the bank.

Documents used in credit transactions by a business:
e Invoice: A documentissued when business sells or buys on credit
Which source documents are used to record credit transaction in the books of the

business?

e Original Credit Invoice: Used to record credit purchases made by the business
e Duplicate Credit Invoice: Used to record credit sales made by the business



ACTIVITY 1

Read the following transaction made by Mtharu Traders during September 2007 and
indicate the Source document that will be used to record the transaction in the books of
Mtharu. Use Worksheet 1

9.

The owner Mr S Masingo deposited capital in the business bank account of R75 000
Bought stock from Metro and paid by cheque for R30 000

Sold goods to a customer T.Thomas on credit, R760

Purchased goods from Metro Wholesalers on credit, R9600

Sold old furniture to a client for R630 cash.

The owner withdrew R300 from the bank for personal use

B.Bill paid R700 to the business as part payment for his account

A business paid R7000 to Metro Wholesalers for goods previously bought on credit

S.Swan paid R600 for rent to the business

10. The owner Mr S Masingo deposited R30 000 additional capital to the bank.

11.

Bought office new furniture for R5000 and paid by cheque.

A transaction is a business event in respect of which value is recorded in monetary
terms in the books of a business.

There are two types of transactions namely:

CASH TRANSACTION (the full amount is paid at once)and
CREDIT TRANSACTION (the money is not all paid at once/in full)

Means of cash exchange:

- notes and coins
- cheque

- credit card

- debit card

- postal orders



Example of Shwambi Stores Cash Transactions September 2007:

1. Owner S Smawumawu starts his business and deposits R100 000.00 in the bank
account of the business.

Purchased equipment for the business, and paid by cheque, R10 000.00

Paid NTV stores cash for stationery delivered, R500.00

Purchased delivery vehicle from Ford Motors and paid by cheque, R25 000.00
Received cash from clients for goods sold to them, R2 000.00 deposits the
money in the bank account of the firm.

Received rent of the building from T Twazi, R3 000.00.

The owner increased his capital contribution by R70 000.

Cash a cheque to pay wages, R 1 990.

Issued a cheque for R600 to CNA for stationery bought.

10 Paid City Treasurer R 800 for electricity.

11.Sold a second hand desk to Alfro Furnitures for R2 400 cash.

A

©CoONS

1. Use Worksheet 2 to fill in source documents using transactions given above.

2. ldentify items bought from each document

!II # $ !Il
Accounting Equation = Assets = Liabilities + Owner’s Equity

Assets are possessions owned by the business:
v Fixed Assets: refers to possessions (with a long life) which have been
purchased not for intention of resale.
v' Current Assets: assets that are in the form of Cash or that can be
replaced by cash within a short period of time (usually one year).

Liabilities are amounts owed by the business to other people or other businesses
v' Long-term liabilities: refers to liabilities repayable over a period of more
than one year.
v Current Liabilities: are liabilities repayable within a period of less than
one year.

Owner’s Equity refers to the owner’s interest in the business. An owner needs money
to open a business. This maybe his or her own money or money
borrowed from the bank. Owner’s equity is also called Capital.

Expenses are items that have no lasting value. They have a negative effect on Owners
Equity. Expenses decreases assets and owners equity.

Income refers to items that have a positive effect on personal net worth. Income
Increases assets and Owners Equity(profit).



Classification of accounts:

Liabilities

Long term liabilities

Asselts: Owners equity

Fixed Assets Capital
Drawings

Land and building

Equipment

Vehicles

Loan

Current Assets

Current liabilities

Trading stock
Debtors control

Creditors
Bank overdraft

Bank
Cash float
Petty cash
Income account Expense account
Sales Advertising
Current income Salaries and Wages
Rent income Insurance
Commission received Rates
Interest on current bank account Stationery
Donation Water and electricity
Interest on savings account Repairs
Interest on fixed deposit Telephone
Donations
Bank Charges

Packing material
Cost of Sales
Rent expense etc

N. B.

Income are credited to Owners equity (increase) and expenses are debited to Owners

equity (decrease)

Steps to be followed when analyzing transactions:

e Read and Identify the accounts affected.

e Classify the accounts into A, O and L.

e Show the effect of the transaction on the accounting equation.

10




EXAMPLE:

1. The owner T. Tom deposited R70 000 in the bank account of the business as his

capital contribution.

(a) Accounts affected: Capital and Bank
(b) Bank(A) Capital (O)
(c) Effect on the accounting equation

ASSETS OWNER’S EQUITY LIABILITIES
+ 70 000 +70 000 0
Cash increases Owner’s equity increases No effect
2. Bought equipment and paid R30 000 by cheque.
(a) Accounts affected: Bank and equipment
(b) Bank (A) Equipment (A)
(c) Effect on the accounting equation
ASSETS OWNER’S EQUITY LIABILITIES
- 30 000 + 30 000 0 0
Cash decreases and No effect No effect
Assets(Equipment)
increases
3. Cashed a cheque to pay wages R10 000.
(a) Accounts affected: Bank and wages
(b) Bank(A) Wages (expense)
(c) Effect on the accounting equation
ASSETS OWNER’S EQUITY LIABILITIES
- 10 000 -10 000 0
Cash decreases Owner’s equity decreases No effect

(Wages is expense)

ACTIVITY 3.1

Analyse the following transaction in the books of Z Xham

1. Owner starts his business and deposits R100 000.00 in the bank account of the

business.

. Purchased equipment for the business, and paid by cheque, R10 000.00

2
3. Pay for stationery delivered, R500.00 cash to Brown Traders
4. Purchased delivery vehicle from VW Motors and paid by cheque, R25 000.00

11




5. Received cash from clients for services rendered to them, R2 000.00 deposit the
money in the bank account of the firm.
6. Pay Z Zwani for rent of the building, R3 000.00 by cheque.

Required: (a) Write the two accounts affected in each transaction and also their effect in

the accounting equation.
(b) Give the reason for your answer in (a)

Answer Sheet

No Assets Owners Equity Liabilities

(@)

(b)

(@)

(b)

(a)

(b)

(@)

(b)

(a)

(b)

(@)

(b)

ACTIVITY 3.2

Use transactions on Activity 1 to Show the effect of the transactions on the accounting
equation. Use Worksheet 3.1

12




ACTIVITY 3.3

Use Worksheet 3.2 for this activity.
TRANSACTIONS

Use the following transactions to do the Accounting Equation:

1. P. Libala, owner, deposited R450 00,00 in the bank account as his capital
contribution.

Bought a delivery vehicle and paid by cheque R60 000,00.

Received R1 500, 00 from T Homes, a tenant for rent.

Purchases stationery and paid R890,00 by cheque

Paid wages to employees R40,000,00

Purchase office furniture on credit from Office Furniture R55 000, 00.
Cash received for services rendered R50 000, 00.

The owner took R20 000, 00 for his personal use.

PN RN

Recording: Cash and credit sales on accounting equation.
Accounts affected on cash and credit sales:
v' Cash Sales: Trading Stock & Bank, Sales and Cost of Sales
v' Credit Sales: Trading Stock & Debtor, Sales and Cost of Sales

ASSETS OWNER'S EQUITY LIABILITIES

Facilitator would give an example of how to record cash and credit sales on the
accounting equation.

ACTIVITY 3.4

Use basic Accounting Equation to analyse the following transactions of Eagles Traders
for June 2007. Use the Worksheet 3.3

Transactions

1. T Thompson, owner deposited R450 000 in the bank as his capital
contribution.

Bought Vehicle on credit from Z Zelie for R190 000.

Received rent from a tenant R1 000.

Sold goods on credit to V V Vellem, R1200 (cost price R900)
Purchased equipment and paid R70 000 by cheque.

Cash a cheque to pay wages R2 400

Cash sales R 4 800 ( cost R3 600).

The owner took R700 cash for his personal use.

Service fees rendered for the month as per CRT 1 -15 R10 000
Bought merchandise from Tutani wholesalers on credit R55 000.
Paid R 44 000 cash for goods.

TP NSORWN

- O
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UNIT 2

STATEMENT OF NET WORTH
AND
STATEMENT OF RECEIPS AND PAYMENTS

UNIT OUTCOMES
At the end of this unit you should be able to

e Explain and draw up the Statement of Net Worth
« Explain the difference between the receipts and payments
e Draw up the Statement of Receipts and Payments

Y% & - ( ) *

Net Worth is the amount by which individual's or business assets exceed their liabilities.
A Net worth Statement is designed to provide you with a picture of the financial
soundness of your business at a specific point in time. Statement of net worth is a
financial statement that calculates the financial worthiness of a person or business at a
specific date.

To calculate your net worth on a specific date you subtract the total value of your
liabilities from the total value of your assets.

EXAMPLE:

Mr Moshesh has the following Assets: House worth R750 000, Cash in Bank R900 000,
Furniture worth R125 000 and Unit Trust worth R120 000. His Liabilities include a Loan
from the bank of R180 000 and R90 000 owed to other people.

14



ASSETS

House R750 000

Cash in Bank R900 000

Furniture R125 000

R1 775 000

LIABILITIES

Loan R180 000

Creditors R90 000
T~ R270000

NET WORTH T R1505000

*Net Worth = R1 775 000 — R270 000 = R1 505 000

Facilitator should develop another activity involving the calculation of the Net Worth.

ACTIVITY 4

Use Worksheet 4 to draw up the Statement of Net Worth of Tebogo Spaza.
Information:
Car R189 000, Creditors R70 000, Bank R50 000, Debtors R120 000,

Furniture R59 000, Loan R340 000 and Investments R200 000 and
Land and Building R 980 000

15



The Statement of Receipts and Payment is where the business record all cash
payments and all cash received. It is mostly used by Clubs. The Statement of Receipts
and Payment has two sides namely: Receipts side and payment side. On the receipts
side show the records of all money received or money directly deposited in the bank
account of the business. On the payments side it show all money paid or taken directly
(debit orders) from the bank of the business.

The Statement of Receipts and Payments is prepared monthly. The bank opening
balance is put at the beginning of the month and at the end of the month the balance
carried forward is calculated.

ACTIVITY 5

Record the following transactions in the Statement of Receipts and Payments of CC
Salon for the month of July 2007.

Transactions:

1 The balance in the bank is R670

5 Services rendered for cash R7 000

7 Paid water and electricity R1200

9 Bought hair product R700

10 Paid insurance R400

11 Owner took hair product worth R120 for her own use
20 Paid wages to employees R3 500

29 Service rendered R1 200

30 Bank charges deducted by the bank R60

30 Interest received on current account R170

16



STATEMENT OF RECEIPTS AND PAYMENT OF CC SALON FOR JULY

2007

RECEIPTS

PAYMENTS

DATE

DETAILS

AMOUNT | DATE

DETAILS

AMOUNT

ACTIVITY 5.1

Use Worksheet 5 and record the following transactions in the Statement of Receipts
and Payments of Lhoza Hair Salon for the month ended 31 July 2007.

Transactions:

1. Bank balance at the 30 June 2007 R 15 000

2. Paid water and electricity R700.

3. Bought hair products for R1 100.

4. Bought stationery on credit for R750.

5. Material bought for cash R3 200.

6. Paid wages to employees R8 000.

7. Paid insurance R400 by cheque.

17




8. Salary paid to the manager R1 800.

9. Interest on current account R200.

10.Bought hairdryer for R800 and paid by cheque.

11.Received a rent from a tenant R450.

21 Bought stationary for cash R900.

22 Service fees received R7 900.

25 Owner took a cheques for own use R1 200.

28 Received a payment from a debtor in part payment of her account R650.
29 Bank deducted charges R110.

31 Service fees received R2 000.

18



UNIT 3

LEDGER AND CASH JOURNALS

UNIT OUTCOMES
At the end of this unit you should be able to:

e Demonstrate an understanding of double entry principle.
» Analyse, interpret and record the transactions on Cash Journals.

/ 0

What is a ledger?

Is the place in the records of a business where the monetary value of business
transactions are accumulated and entered (recorded)

An account in the General Ledger is in the form of a capital T and is known as a T-
account. The name of the account appears at the top in the middle. The lefthand side
is called the debit side and the righthand side is called the credit side.

GOLDEN RULE

Assets accounts
e increase with a debit entry (dr) (money received and assets that are bought) and
e decrease with a credit entry (cr) in an account.(payments made and assets sold)

Owner’s Equity
» increases with a credit entry (increase in capital contribution and other incomes)
e decreases with a debit entry (drawings made and other expenses paid)

Hence it follows that

e income accounts are credited because income increases owner’s equity;
e expense accounts are debited because expenses decrease owner’s equity

19



General Ledger of EC Traders

Dr

Name of Account

Cr

Date

Details

Fol

Amount

Date

Details

Fol

Amount

Facilitator introduces basic ledger account (double entry principle) using Activity 5

above and further explains how to balance the ledger account.

ACTIVITY 6
Record the following transactions of EC Traders in the ledger. Use Worksheet 6

Transactions: September 2007

1. V Vivi (owner) deposited R120 000, in the bank account of business as his

9.

10.Sold goods on credit to Sipho, R800 (cost price R550).

capital contribution.

Bought merchandise from Metro Wholesalers on credit, R2 500.

Purchased stationery by cheque from Cum Bookshop R600.

Service fees rendered for the month as per CRT 1 - 25, R7 200.

Purchased computer by cheque, R5 900 from BT Computers.

Paid to Metro Wholesalers, R8 000 in part payment of account.

Received a cheque of R800 from Sisipho as part payment of rent

Cash a cheque to pay wages, R1 100, cheque No. 005.

Cash sales, R600 (cost of sales R330).

11.Received rent from the tenant, R400.

12.Bought goods on credit from Makro Wholesalers R6 000.

13.Paid municipality for water and electricity R2 000.

20




) C- 0

Journals are referred to as the books of first entry or as subsidiary books. Different
journals are used to record different transactions that take place in the business.
Which journals are used to record cash transactions?

e Cash Receipts Journal — Journal used to record all cash received
e Cash Payments Journal — Journal used to record all cash payments

SERVICE UNDERTAKING

Cash Receipts Journal of EC Services — July 2007 CRJ1

Doc | D | Details Fol | Analysis | Bank | Current | Sundry Accounts
of Income | Amount | Fol | Details
Receipts

* Facilitator explain the different columns.

EXAMPLE:

July 2007 E C Services

15 Receive R7 000 for services rendered. Issued receipt no 68
20 Received R500 from a tenant B Brown for rent. Issued receipt no 69

Cash Receipts Journal of EC Services — July 2007 CRJ1
Doc | D | Details F | Analysis | Bank | Current | Sundry Accounts
of Income | Amount | Fol | Details
Receipts
68 15 | Service 7 000 7000 |7000 N1
Rendered
69 20 | B Brown 500 500 500 | N2 | Rentincome

21




General Ledger of EC Services

Balance Sheet Accounts Section

Dr Bank Cr
Date Details Fol Amount Date Details Fol Amount
July Total receipts | CRJ1 | 7500 | 00
2007 | 31
Nominal Accounts Section
Dr Services Rendered
Cr
Date Details Fol | Amount Date Details Fol Amount
July 15 | Bank CRJ1 | 7000 |00
2007
Rent Income
July 20 | Bank CRJ1 500 |00
200

N.1 Take an exercise from any resource book to show how to record the transactions in
the Cash Receipts Journal

ACTIVITY 7

Use Worksheet 7 to record the following transactions in the books of Matu Plumbers
and post to the Ledger..

Transactions:

1

12 Received R 6 000 cash for serviced rendered according to the cash register

tape 1.

23 B Black a tenant paid R670 for rent receipt no 70.
24 Services rendered R4 500.

24 The owner increased his capital contribution to R200 000.

M Matu deposited R130 000 in the bank as his capital contribution, deposit slip
57

22




TRADING CONCERN

Introduce Cost of Sales and Sales and Trading Stock

The main source of income in a trading business is Sales (the sale of goods). The
businesses buy goods at cost price and then add a profit mark —up.

Cash Receipts Journal of EC Traders — January 2007 CRJ1
Doc | D | Details Fol | Analysis | Bank | Sales Cost of | Sundry Accounts
of Sales Amount | Fol | Details
Receipts
Example:
2007
July 10 Sold goods for cash R1 600 (cost price R980).
16 Received a cheque from Aloe Agency for rent R 4 000 issued receipt 100.
25 Received cash for merchandise sold for R7 000 (cost price R6 100).
Cash Receipts Journal of ABC Traders — July 2007 CRJ 2
Doc D | Details | Fol | Analysis | Bank Sales | Costof | Sundry Accounts
of Sales Amount | Fol | Details
Receipts
CRT1 |10 | Sales 1600 1600 1600 |980
100 16 | Aloe Rent
Agency 4 000 4 000 4 000 income
CRT2 |25 | Sales 7 000 7 000 7000 |6100

Selling Price = Cost price + mark up

How to calculate

2!

3

e Given: Sales R5 000
Profit mark up is 25% on cost of sales.

Calculation of Cost of Sales

4 000

100/100 + 25

x 5000/1

4 2 if the amounts are not given:

23




How to calculate __4 2 if the amounts are not given:

e Given: Cost of sales R 2 400
Profit mark up = 20%

Calculation of Sales = 100 +20/100 x 2400/1
= 2880

Facilitator can give more examples and exercises for participants to do.

ACTIVITY 7.1

Instructions:

1. Record the following transaction in the Cash Receipts Journal of Tito Traders in

Worksheet 7.1.
2. Tito Traders sells at a mark up of 50% on cost price.

Transactions — August 2007

1. The owner T Tito, deposited R190 000 into the current banking account , Issued

receipt no 02.
12. Sold goods for cash R5 600.

19. Received a cheque from a tenant S Swart for rent R8 000, issued receipt 59 .

20. Receive cash for merchandise sold R 4 900.
30 Goods sold for cash R 9 000.

Recording transactions in the Cash Payments Journal

Cash Payments Journal Of EC Services — July 2007 CPJ1
Doc | Day | Details Fol | Bank Equipment | Stationery | Material | Sundry Accounts
Costs Amounts | Fol | Details

N.B Facilitator explains the columns of the Cash payments Journal.

24




EXAMPLE :

2007

Aug 23 Purchased a delivery vehicle from Toyota and paid by cheque 97, R 149 000.

28 Cashed a cheque to pay wages, R 1 600.
30 Bought stationery from CNA and paid by cheque 99, R450.

Cash Payments Journal Of ABC Traders — August 2007 CPJ1
Doc | Day | Details Fol Bank Wages Material Sundry Accounts
Costs Amounts Fo | Details
|
97 |23 | Toyota 149 000 149 000 Vehicle
98 |28 | Cash 1 600 1 600
99 |30 | CNA 450 450 Stationery
General Ledger of ABC Traders
Balance Sheet Accounts Section
Dr Bank Cr
Date Details Fol Amount Date Details Fol Amount
Aug 31 | Total CPJ1 [ 151050 |00
2007 Payments
Vehicles
Aug 23 | Bank CPJ1 | 149000 00
2007
Nominal Accounts Section
Dr Services Rendered Cr
Date Details Fol | Amount | Date Details Fol | Amount
Wages
Aug |31 | Bank 1600
2007
Rent Income
Aug 30 | Bank 450 00
2007

25




ACTIVITY 7.2

v" Use the source documents in Worksheet 2. to record into the Journals’ in
Worksheet 7.2

v Posting to ledger from Journals and using folio references, balancing and totaling
accounts.

ACTIVITY 7.3

On 1 September 2007 W Wankie opened a retail business Wankie Traders with a
capital contribution of R200 000. He was issued with receipt 01. During the month she
had the following transactions. All cash received is banked daily.

Transactions:
September 2007

2 Paid rent R1500 by cheque 25 to A Swaart for the month’s rent.
3 Bought equipment for R8 900 from Metro Suppliers and issued cheque 26.
Paid R700 to the Municipality for a trading licence, cheque 27.
Bought trading stock for R12 000 and issued cheque 28 to Game Wholesalers
4 Sold goods per cash invoice 89 R5 980 (cost price R4 784)
Bought stationery from Trio Stationers and paid R700 by cheque 29.
Paid wages per cheque 30, R9 800.
6 Bought cleaning material from Spares Company and paid by cheque 31 R490.
Goods sold for cash RS 700 (cost price R4 560)
Paid cheque 32 to municipality for:
- Water and electricity R870
- Rates and taxes R350
9 Cash sales of merchandise, R7 210 (cost price R5 768).

12 Received cheque from T Tom as payment for rent R250.

26



16 Issued the following cheques:

No 33 — to Metro Wholesalers -trading stock R11 000

No 34 —Wages R8 000

No 35 — to CAN Stationery R300

Cash sales of merchandise, R9 850 (cost price R7 880).
25 Sold goods to G Gwen for R1 200 cash (cost price R960).
28 Owner withdrew R800 for his personal use.
30 Cash sales of merchandise R13 560 (cost price R10 848).

The owner increased his capital contribution to R280 000.

Required:

(a) Use Worksheet 7.3 to enter the above transactions into the Cash Receipts and
Cash Payments Journals. Close these journals off properly.

(b) Post to the General Ledger. Balance the Bank account and the Trading Stock
account

27



UNIT 4

TRIAL BALANCE

UNIT OUTCOMES
At the end of this unit you should be able to

» Post from the General Ledger to the Trial Balance

1 0

The trial balance is a list of debit and credit balances and totals taken from the ledger
accounts at the end of the month. The total of all the debit balances must be equal to
the total of all the credit balances.

Errors that will be disclosed by a Trial balance:
e Incorrect balance of accounts
e Omission of a balance
e Incorrect addition of the column of the trial balance
e Posting the balance in the wrong column of the trial balance

Errors that will not be disclosed by a Trial balance:

» An entry on the correct side of a wrong account

e Complete omission of a transaction

e An entry of an incorrect amount posted on the correct accounts
» Compensating errors

28



ACTIVITY 8

The following incorrect Trial Balance was drawn by the inexperienced bookkeeper. The
bookkeeper has done the recording correctly in the journals and ledger. The only
problem is that he cannot draw up a Trial balance. Assist him by drawing up a correct
Trial balance and explain to him the right procedure. Use Worksheet 8

Amahlubi Trading Stores
Trial Balance on 31 August 2007

Balance sheet section Fol Debit Credit
Capital 120 000
Drawings 1200

Wages 30 000

Sales 74 940

Bank 41 490
Stationery 260
Nominal account section

Vehicle 15 800

Trading licence 370

Rent income 8 000

Cost of sales 42 000

Repairs 920

Trading stock (inventory) 60 000

Advertisements 400

Salaries 10 000
Packing material 500

ACTIVITY 8.1

You are given the following balances of Tau Traders as at 31 August 2007:

Packing material R 250; Capital R 200 000; Salaries R 2 300; Equipment R 14 000;
Trading licence R600; Repairs R 3 400; Vehicle R140 000; Sales R120 000; Trading
inventory R90 000; Drawings R2 900; Stationery R 700; Wages R30 000;

Cost of Sales R35 000 and Bank ?

Use Worksheet 8.1 and Draw up a Trial Balance.
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UNIT 5

LEDGER AND CREDIT JOURNALS

MODULE OUTCOMES
Participants will be able to:

e Prepare the Debtors and Creditors Journals.
» Post from the Journals to the Debtors and Creditors Ledger.

0 0

What is a credit transaction?

It is a transaction that involves an exchange of goods or services without an immediate
exchange of cash.
When goods are sold or bought on credit two people are involved i.e

v" A debtor — a person who bought goods on credit (owes the business money)

v' A creditor — a person who sell goods on credit (business owes him money)

Which Journals are used to record credit transactions

e Debtors Journal — Journal used to record credit sales
e Creditors Journal — Journal used to record credit purchases

(a) Example: Debtors Journal

12 Sold goods on credit to B Brown R600 (cost priceR420) invoice 23
15 Goods sold to T Temp on credit R 1 200 (cost price R840) invoice 24 issued to her.

DEBTORS JOURNAL OF EC TRADERS OCTOBER 2007 DJ1
Doc Day | Details Folio | Sales Cost of sales
Inv 23 12 B Brown D1 600 420

Inv 24 15 T Temp D2 1200 840
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ACTIVITY 9

Use Worksheet 9 to record the following transactions in the Debtors Journal of Tuso

Stores

Transactions: October 2007

1

Sold goods on credit to Mr Maluti for R350.00 issued invoice 145. Cost price of
goods R280.00
Merchandise sold on credit to Taylor Brown for R150.00 (CP R120.00) issued
invoice 146
Issued invoice 147 to T Edward for goods sold on credit, R250.00 (CP R200)
Sold trading goods to A Adams for R460.00 (CP R368) invoice 148
Merchandise sold on credit to B Bulo for R680.00 (CP R544) invoice 149

(b) Example: Creditors Journal

Transactions:

12.
13.

14.
15.

Received invoice 100 from Quizz Traders for Equipment, R8 000

Bought stationery on credit to Owen Stores R1 900 and receive invoice no

101.

Received invoice 102 from Zozo Motors for vehicle bought on credit R95 000

Purchased trading stock from Metro Wholesalers on credit, R20 000 and

received invoice no 103.

CREDITORS JOURNAL OF EC TRADERS OCTOBER 2007 CJ1
Doc | Day | Details Fol | Creditors | Trading | Stationer | Sundry Accounts
Control Stock y Amounts Fol | Details
Inv
100 | 12 | Quizz Traders 8 000 8 000 Equipment
Inv 1900 1 900
101 | 13 | Owen Stores
Inv
102 | 14 | Zozo Motors 95 000 95 000 Vehicle
103 | 15 | Metro
wholesalers 20 000 20 000
124 900 §20 000 {§1 900 103 000
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ACTIVITY 9.1

Use Worksheet 9.1 and record the following transactions in the Creditors Journal of

Louw Stores:

Transactions: October 2007

1 Purchased equipment on credit from Lulu Traders, R10400.00 invoice 906.

2 Received merchandise from Tenza Distributors R1260.00 invoice 907.

3 Received packing material from Pam Wholesalers R760.00, invoice number 908.

4 Purchased stationery on credit from Tenza Distributors for R800.00 invoice 909.

5 Purchased vehicle on credit from Nkoane Motors for R50 060.00 invoice 910.

10 Received goods from Tito Traders for R7 500, invoice number 1000.

Which journals will be used to record payments from debtors and

Payments to Creditors?

e Cash Receipts Journal — Journal used to record payments received from debtors,

using an extra column called Debtors Control

e Cash Payments Journal — Journal used to record payments to creditors, using an

extra column called Creditors Control

(c) Example: CRJ (Payments received from Debtors)

20 Received R600 from B Brown in settlement of his account. Receipt 101 issued

30 Received a cheque for R750 from T Temp in part payment of his account.

Receipt 102 issued.

Cash Receipts Journal of EC Traders — October 2007 CRJ1
Doc | D Details Fol | Analysis of | Bank Debtors | Sales Costof | Sundry Accounts
Receipts Control Sales Amount | Fol | Deta
ils
101 |20 |BBrown |D1 |600 600 600
102 |30 | T Temp D2 | 750 750 750
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ACTIVITY 9.2

Use Worksheet 9.2 to record the following transaction of Tuso Stores in the CRJ

Transactions: October 2007

11 Received R350 from M Maluti in settlement of his account. Receipt 101 issued.

12 Received a cheque for R100 from Taylor Brown in part payment of his account.
Receipt 102 issued.
13 Received a cheque from T Edward R250 issued receipt 103.

Debtors Ledger

A debtor’s ledger is a collection of the individual accounts of debtors. The balance of
the individual debtor’s account is determined after every transaction. The total of the
individual debtors is equal to the balance of the Debtors control account.

EXAMPLE of Debtors Ledger of EC Traders — October 2007

Date Details Fol Debit Credit Balance

Debtors Ledger drawn using Example in A and C above:

Debtors Ledger of EC Traders — October 2007

Date Details Fol Debit Credit Balance
B Brown
Oct 12 | Invoice 23 600 600
20 | Receipt 101 600 -
T Temp
Oct 15 | Invoice 24 1200 1200
30 | Receipt 102 750 450
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ACTIVITY 9.3

Make use Worksheet 9 and Worksheet 9.2 and draw up the Debtors Ledger of Tuso
Stores — October 2007 in the Worksheet 9.3.

ACTIVITY 9.4

Pat Brown owns a business called Brown Traders. He sells goods with a mark-up of
25% on cost.

Instructions:

1. Record the following transactions in the Debtors and Cash Receipts Journal. Use
Worksheet 9.4.

2. Close off the Journals at the end of the month

3. Post to the Debtors Ledger .

4. Post to the following accounts in the General ledger:
Trading Stock
Debtors Control
Sales
Cost of Sales

Transactions January 2007

14 The owner deposited additional capital of R50000.00 into the firm’s Bank
account.

15 Sold goods on credit to C Chatty, R1525.00 Issued invoice 001.

14 Issued invoice 002 to J Shishi for goods sold to her, R860.00.

15 Sold goods for cash to C Cillie for R600.00.

19 C Chatty paid R1200.00 in part payment of his account. Issued receipt 201.
Received a cheque from B Butch for office space let to him for the month.
Receipt 202 issued for R3000.00.

25 Received a cheque from J Shishi in settlement of account to date. Issued receipt

203.
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(d) Example: CPJ (Payments paid to Creditors)
Transactions:

23. Paid by cheques (no 123) Quizz Traders R5 000

30. Draw a cheque in favour of Owen Stores in settlement of their account

Cash Payments Journal Of ABC Traders — August 2007 CPJ1
Doc | Day | Details Fol | Bank Wages | Creditors | Sundry Accounts

Amounts Fol Details
123 | 23 | Quizz Traders 5000 5000
29 |30 | Owen Stores 1900 1900
ACTIVITY 9.5

Use Worksheet 9.5 to record the following transaction of Louw Stores in the CPJ.
Transactions: October 2007
Transactions
9. Issued cheque 01 for R1000.00 to Tenza Distributors in part payment of their
Account

16 Paid Nkoane Motors R5060.00 in settlement of their account, issued cheque 02
17 Paid Lulu Traders R7 000 in part payment of their account issued cheque 03

Creditors Ledger

A creditor’s ledger is a collection of the individual accounts of creditors. The balance of
the individual creditors account is determined after every transaction. The total of the
individual creditors is equal to the balance of the Creditors control account

EXAMPLE:
Creditors Ledger of EC Traders — October 2007
Date Details Fol Debit Credit Balance

Facilitator explains the columns

REQUIRED: Use the Example B and D above to draw up a Creditors Ledger
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Creditors Ledger of EC Traders — October 2007

Date Details Fol Debit Credit Balance
Quizz Traders
Oct 12 | Invoice 100 8 000 8 000
23 | Receipt 23 5000 3000
Owen Stores
Oct 12 | Invoice 102 1900 1900
24 | Receipt 29 1900 ----
Z0z0 Motors
Oct 14 | Invoice 103 95 000 95 000
Metro Wholesale
Oct 15 | Invoice 104 20 000 20 000
ACTIVITY 9.6

Use the Creditors Journal in Activity 9.1 and Cash Payments Journal in Activity 9.5 to
draw up a Creditors Ledger in Worksheet 9.6
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ACTIVITY 9.7

Required:

Draw up the journals of Hilltop Traders for November 2007 using Worksheet 9.7

2. Analysis columns must be provided for:

v" CRJ: Sales, Cost of sales, Debtors control and Sundry accounts.
v' CPJ: Trading stock, Stationery, Creditors control and Sundry accounts.
v' DJ: Sales and Cost of sales
v CJ: Creditors control, Trading stock, Stationery and Sundry accounts.

3. Post to the general ledger, Start with the opening balances from the previous months
as given below:
Capital R80 000; Drawings R1 200; Land and buildings R50 000;
Trading stock R7 000; Debtors control R1 500; Creditors control R3 600;
Bank R40 981; Sales R60 000; Cost of sales R40 000; Rent income R4 500;
Salaries R4 750; Stationery R860; Consumable stores R435; Telephone R624.
Water and electricity R750

4. Draw up a trial balance on 30 November 2007.

5. Hilltop Traders uses a mark-up percentage of 25% on cost.

Transactions on November 2007:

Received R3 600 from a tenant, M. Printers. Issued receipt 27.
Purchased merchandise on credit from Metro Wholesalers, R30 000.
Invoice 102
Sold goods as per cash register roll, R8 400.
7. Paid the municipality for water and electricity R780, cheque no 78.
10. Paid Algoa Traders R9 850 for trading stock R6 000 and consumable stores

R3 850.
16.  Paid metro Wholesalers R18 000 as part payment of the account.
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17.

18.

20.

21.

22.
23.
24.
25.
28.

29.
30.

Credit sales:

C. Charles R2 600 invoice 47

T Thomas R 4 900 invoice 48

Paid Cum Stationers for Stationery by cheque R 1000.

Received invoice from Elex Furnishers for office equipment bought on credit,

R2 800.

Cash sales R10 000.

Receive cheque for R 1 400 on account from C Charles.
Received invoice for purchases on credit :

Toyota motors, for repairs R 2 800

Cum Stationers, for stationery R780

Metro Wholesalers, for merchandise R14 000.

The owner took cheque for his own use, R700.

Bought merchandise from Free Stores and paid by cheque R12 000.

Paid advertisement expense to Herald by cheque, R60

Paid R1 200 to Toyota Motors in settlement of their account.
Goods sold for cash R16 000.

Paid Cum Stationers, R780.

Sent a cheque to Elex Furnishers in settlement of their account.
Merchandise sold on credit T Thomas R7 800.
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UNIT 6

FINANCIAL STATEMENTS

UNIT OUTCOMES
At the end of this unit you should be able to

e Prepare the Income Statement and Balance Sheet with notes .
e Analyse and interpret the Financial Statements.

, & "4 11 s 12

A.  What is the purpose of drawing up the Income Statement?

An Income Statement is prepared in order to determine the financial results of a
business for a given period ( i.e calculate the profit or loss)

To calculate the actual earnings, businesses have to calculate the profit made over a
specific period (financial period)

INCOME less EXPENSES = PROFIT
Complete the table below:

INCOME EXPENSES PROFIT
R9 000 R3 500 R5 500
1. R12 500 R5 300
2. R4 590 R8 325
3. R15 439 R31 422
4. R63 159 R42 089
5. R33 212 R34 291
6. R25 700 R26 900
7. R97 322 R120 546
8. R96 756 R54 321
9. R21 760 R24 500
10. R33 970 R10 256
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BASIC EXAMPLE OF THE SERVICE BUSINESS INCOME STATEMENT

INCOME STATEMENT OF BALA PLUMBERS FOR THE MONTH ENDING
31 JUNE 2007

INCOME 38 700
Current Income/ Services Rendered 27 500
Rent income 11 200
LESS: OPERATING EXPENSES 19 550

Maintenance

Wages

Water and Electricity

Rates

PROFIT FOR THE MONTH 19150

ACTIVITY 10

Use the given information to draw up the Income Statement of Lodge Plumbers for the
month ended July 2007. Use Worksheet 10.

Rent received R5 600.
Water and Electricity R7 800.
Current income R28 790.
Rates & taxes R9 700.
Wages R11 200.
Maintenance RS 300.
Trading Licence R8 300.

Rent paid R3 400.
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Format of the Income Statement

Name of Sole Trader ..........ccoevevini.l.
Name of business ........c.ccvveveiiiinnn.

INCOME STATEMENT FOR THE YEAR ENDED

R
Sales XXXX
Cost of sales (xxx)

Gross profit (1)

XXX

Other income(2) XXX
Current income XXX
Rent income XXX |
Gross income XXX

Operating Expenses(3)

Salaries and Wages

Stationery

Advertising

Stationery

Sundry expenses

Water and Electricity

Telephone

Operating Profit for the year XXX

Interest Income (4) XXX

Net profit before interest xxx=
Interest expense (5) XXX

Net profit for the year(6) XXX

1. Gross profit — is the amount of money that the business earned from trading

activities.

OO0k wnN

Other income — income received by business from other sources.
Operating expenses — costs of running the business on a daily basis.
Interest income — interest earned on other investments /savings.

Interest expense — interest paid on money borrowed e.g loans.

Net profit for the year — profit that the owner has earned on his business.
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Profitability:

The following ratios have a direct influence on the profitability (financial result) of the
business, therefore we use the information from the Income Statement.

(a) Gross profit on sales/turnover = Gross profit x 100
Sales 1

(b) Gross profit on cost of sales = Gross profit x 100
Costof sales 1

( ¢) Net profit on sales/turnover = Net profit x 100
Sales 1
(d) Operating expenses on sales/turnover = Operating expenses x 100
Sales 1

The following ratios have a direct influence on the profitability (financial position) of the
business, therefore we use the information from the Balance Sheet.

Liquidity:

The following ratios have a direct influence on the liquidity (financial position) of the
business, therefore we use the information from the Balance Sheet.

1. Current ratio
Current assets : Current liabilities

2. Acid test (quick) ratio

Current assets — Inventory (Trading stock): Current liabilities
Solvency:

This ratio determines the ability of a business to meets its liabilities.

1. Solvency ratio
Total assets: Total liabilities

42



B. Balance Sheet

B.  What is the purpose of drawing up the Balance Sheet?

A balance sheet is prepared in order to show the financial position of a business at a

particular date.

Format of the Balance Sheet

NaMeE Of SOIE T raU e .. e,

NaME Of DUSINESS ... e

Balance Sheetat .........................

Notes R
ASSETS
NON — CURRENT ASSETS XXXX
Fixed assets/Tangible assets 3 ‘
Financial assets
CURRENT ASSETS XXXX
Inventories 4
Trade and other receivables (debtors) 5
Cash and cash equivalents 6
Total assets
EQUITY AND LIABILITIES
Owners equity 7 XXXX
Non- current liabilities XXXX
Current liabilities XXXX
Trade and other payables (creditors) 8 |

Total equity and liabilities
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NOTES TO THE FINANCIAL STATEMENTS
3. Fixed assets/Tangible assets Land & Vehicles Equipment | Total
buildings

Carrying value end of previous year XXXX XXXX XXXX XXXX
Cost XXXX XXXX XXXX XXXX
Movement
Additions at cost XXXX XXXX XXXX XXXX
Carrying value end of current year XXXX XXXX XXXX XXXX
Cost XXXX XXXX XXXX XXXX
4. Inventories

Trading stock XXXX

XXXX

5. Trade and other receivables (debtors)

Trade debtors

XXXX

XXXX

6. Cash and cash equivalents
Bank XXXX
Cash Float XXXX
Petty Cash XXXX

XXXX

7. Owners Equity
Balance on last day of previous year XXXX
Net profit (loss) for the year/period XXXX
Additional capital contributed XXXX
XXXX
Drawings (xxx)

Balance on the last day of the current year

l XXXX i

8. Trade and other payables (creditors)

Trade creditors

XXXX

XXXX
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Financial Statements exercises
ACTIVITY 10.1

Use the following information to draw up:

(a) Income Statement for the year ended 28 February 2007.
(b) Balance Sheet at 28 February 2007

Trial Balance of Topaz Traders at 28 February 2008

Balance Sheet Accounts Section

Capital 245 360
Drawings 19 600

Land and Buildings 121 000

Equipment 52 000

Trading Stock 110 000

Debtors control 8 000

Creditors control 6 700
Bank 6 000

Petty cash 100

Cash float 350

Nominal Accounts Section

Sales 265 000
Cost of sales 90 000

Packing material 7777

Telephone 3 500

Water & electricity 7 600

Salaries 87 000

Rates 3 350

Wages 9 890

Rent income 12 087
Stationery 2 980
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Analyses and interpretation of Financial Statements

ACTIVITY 10.2

Using the given financial results below, extracted from the accounting records of
Tou-Tau Traders at the end of their financial year (31 March 2007) answer the following
questions:

INFORMATION:

Sales R 460 000.00
Cost of sales R310 000.00
Gross Profit R150 000.00
Operating expenses R55 000.00
Net Profit R95 000.00
Owners Equity R45 000
Total Assets R425 000.00
Total Liabilities R185 000.00
Current Assets (including Trading Stock) R350 000.00
Current liabilities R150 000,00
Trading stock R75 000.00
Drawings R35 000.00

Show all calculations and round off.
(a) Gross Profit on sales
(b) Gross Profit on cost of sales

(c) Net profit on sales

(d)

(e)

(f) Acid test ratio

Operating expenses on sales

Current ratio

(g) Solvency ratio
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ACTIVITY 10.3

Mr Edward Luthuli who is the owner of Luthuli Traders asks you to assist him in

preparing his financial statements for the financial year ending 29 February 2008. He is

unable to do this task on his own and his accountant has just resigned.

Mr Luthuli provided the following information:

N

© N o kW

11

19

. The owner started his business with a capital contribution of R152 000.

He also borrowed(1 June 2007) R200 000 loan from Absa bank to increase his
capital contribution. Interest on loan is payable yearly at 10%p.a.

He purchased a delivery van worth R290 000.

Luthuli Traders owed R120 000 to the suppliers.

R70 000 is still owed by Luthuli Trader’s customers.

The water and electricity for the year amounted to R45 000.

Mr Luthuli took R20 000 for his private use.

Cash float amounted to R900.

Luthuli Traders paid the municipality R1 700 for trading licence

. Sales for the year amounted to R200 000.

. Luthuli Traders owned stock to the value of R40 000.
12.
13.
14.
15.
16.
17.
18.

Cost of sales was R100 000.

Rent income amounted to R3 000.

The amount of stationery paid for the year equal to R2 000.
Telephone account paid was R1 500

Received R700 interest on current account of the business
Wages paid to employees amounted to R25 000.

Interest on loan paid for 9 months.

. The balance of the bank account at the end of the financial year is R65 000
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