ALP101 – Semester 1 (2009)

Lecture 8





STUDY UNIT 11

                                     CURRENT LIABILITIES

· WHAT IS A TRADE CREDITOR?

· WHAT IS SETTLEMENT DISCOUNT RECEIVED?

· RECORDING OF SETTLEMENT DISCOUNT RECEIVED

Example:

Issued a cheque for R3 290 to XP Stores to settle an account of R3 500.

	BANK
	CREDITORS CONTROL
	VAT OUTPUT
	SETTLEMENT

DISCOUNT

	
	
	
	


· TYPES OF CURRENT LIABILITIES

· CREDITORS CONTROL ACCOUNT
	
	

	
	

	
	


· CREDITORS RECONCILIATION

ACTIVITY ( see also p176 and p180 in Study Guide)

The following information was obtained from the financial records of Leeds Wholesalers (not registered as a VAT vendor)

	
	R

	Balance of the Creditors Control account at 1 February 2007
	16 690

	Total of the list of Creditors from the Creditors Ledger at 28 February 2007
	12 155

	Totals of certain journal columns for February 2007
	

	Cash Receipts Journal
	

	
Debtors Control
	26 250

	
Creditors Control
	1 125

	Cash Payments Journal
	

	
Bank
	43 505

	
Creditors Column
	21 555

	
Settlement Discount Received Column
	1 020

	
Debtors Column
	300

	Sales Journal
	23 550

	Purchases Journal
	21 000

	Purchases Returns Journal
	1 000

	Bills Payable Journal
	6 000

	Bills Receivable Journal
	3 500

	General Journal Debits iro Creditors
	750

	General Journal Credits iro Creditors
	550


ADDITIONAL INFORMATION

1.
The purchases journal was undercast by R1 050.

2.
Interest totally R375, charged by a creditor during February 2007, was correctly posted to the relevant creditor’s account in the creditors ledger and to the interest account in the general ledger but not to the contra account.

3.
Purchases of R2 280 which had been recorded correctly in the purchases journal was entered in the account of creditor J Soap as R2 820.

4.
A credit note for R65 was recorded correctly in the purchases returns journal, but incorrectly posted to the incorrect side of J Candle’s account.

5.
A cheque for R750 issued to J Jones was entered into the account of J Johns.

6.
An invoice recording the purchase of equipment on credit, R865, from J Stick has not yet been entered into the required journal.

7.
A cheque for R850, sent to J Bubble, was returned by the bank marked R/D as we had forgotten to sign it. No entry has been made for the R/D cheque as yet and the replacement cheque will only be written out next month.

8.
J Mouth had a debit balance of R250 and his account needs to be transferred to the Debtors Ledger.

REQUIRED

1. Prepare the Creditors Control Account in the General Ledger, correctly balanced on 28 February 2007.



                       (13)

2.
Reconcile the total of the list of creditors with the balance of the Creditors Control Account as determined in (1) above.




(9)
	Exercise 1      (Unisa Exam June 2004)
	
	
	
	

	You were recently appointed as accountant of ACN Swop Shop. The creditors control account was prepared by an inexperienced bookkeeper and you are requested to make the nescessary adjustments, if any. However, the balance of the control account on 31 July 2003 was correctly calculated.

	 
	                                  Creditors control account
	 
	

	2003
	
	R
	2003
	
	R
	

	31-Aug
	Jnl credits iro creditors
	1 300
	01-Aug
	Balance
	13 750
	

	
	Jnl credits iro debtors
	860
	31
	Credit sales
	3 150
	

	
	Credit purchases
	35 700
	 
	Bills receivable
	8 950
	

	
	Bills payable
	2 100
	 
	Jnl debits iro debtors
	1 015
	

	
	Sales returns
	
	 
	Jnl debits iro creditors
	7 550
	

	
	      (credit sales)
	1 230
	 
	Drawings
	2 750
	

	
	
	
	 
	Purchases returns
	
	

	
	
	
	 
	    (credit purchases)
	1 700
	

	
	
	 
	
	Balance         c/d
	2 325
	

	
	
	41 190
	
	
	41 190
	

	2003
	
	
	 
	
	
	

	01-Sep
	Balance             b/d
	2 325
	 
	
	
	

	
	
	
	 
	
	
	

	
	
	
	
	
	
	

	List of creditors' balances at 31 August 2003 as per creditors ledger:
	

	
	
	
	
	
	R
	

	
	P Short
	
	
	
	2 250
	

	
	Q Smith
	
	
	
	6 500
	

	
	R Lang
	
	
	
	21 500
	

	
	J Serobe
	
	
	
	10 000
	

	
	
	
	
	
	40 250
	

	
	
	
	
	
	
	

	Additional information:
	
	
	
	
	

	
	
	
	
	
	
	

	Totals of the cash subsidiary journals at 31 August 2003:
	
	

	
	
	
	
	
	R
	

	
	Cash receipts journal columns:
	
	
	

	
	Bank
	
	
	
	36 200
	

	
	Sales
	
	
	
	15 000
	

	
	Discount allowed
	
	
	
	(600)
	

	
	Debtors control
	
	
	
	12 300
	

	
	Creditors control
	
	
	
	300
	

	
	Sundries
	
	
	
	1 850
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	Cash payments journal columns:
	
	R
	

	
	Bank
	
	
	
	14 300
	

	
	Purchases
	
	
	
	7 620
	

	
	Discount received
	
	
	
	(800)
	

	
	Debtors control
	
	
	
	150
	

	
	Creditors control
	
	
	
	5 500
	

	
	Drawings
	
	
	
	4 750
	

	
	Sundries
	
	
	
	5 500
	

	
	
	
	
	
	
	

	2
	An invoice of R1 750 in respect of a power-boat bought from P Short, was

	
	erroneously omitted from the purchases journal.
	
	

	3
	Wages paid of R425 to the messenger, J Lang, was analysed to the creditors 

	
	column in the cash payments journal. No correction has as yet been made.

	4
	The purchases journal was overcast by R900.
	
	

	5
	According to the monthly creditors' statement received from J Serobe, interest

	
	of R60 has been charged on the overdue account. No entry has as yet been

	
	made.
	
	
	
	
	

	6
	According to the creditors ledger the correct balance on Q Smith's account on

	
	31 August 2003 was R3 465.
	
	
	
	

	7
	A credit note in the amount of R1 700, received from R Lang in  respect of 

	
	goods returned was correctly entered in the purchases returns journal, but

	
	posted to the wrong side of R Lang's account. There were no other items

	
	returned by ACN Swop Shop to any other suppliers during August 2003.

	8
	A cheque for R350 payable tp J Serobe was entered on the debit side of

	
	R Lang's account.
	
	
	
	
	

	9
	An invoice for R450, which was correctly entered in the purchases journal was

	
	incorrectly entered against the account of P Short as R540.
	
	

	10
	An account of R535 for freight on credit sales was received from Q Smith. No

	
	entry has as yet been made.
	
	
	
	

	
	
	
	
	
	
	

	REQUIRED:
	
	
	
	
	

	
	
	
	
	
	
	

	1
	Prepare the creditors control account in the general ledger of ACN Swop Shop

	
	for August 2003, properly adjusted and balanced.
	
	

	2
	Prepare the corrected accounts of the creditors in the creditors ledger.

	3
	Prepare a list of the adjusted creditors' balances as at 31 August 2003 to 

	
	reconcile with the balance on the creditors control account.
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	


	ACN SWOPSHOP
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	 
	 
	 
	CREDITORS CONTROL
	 
	 

	2003
	 
	 
	R
	2003
	 
	 
	R

	Aug 31
	Bills payable
	BPJ
	2 100
	Aug 31
	Balance
	b/d
	13 750

	 
	Jnl debits
	GJ
	7 550
	 
	Jnl credits
	GJ
	1 300

	 
	Cr purchase returns
	PRJ
	1 700
	 
	Cr purchases 
	 
	 

	 
	Bank (5500-425)
	PCJ
	5 075
	 
	(35700 +1750 - 900)
	PJ
	36 550

	 
	Balance
	c/d
	36 070
	 
	Bank
	CRJ
	300

	 
	 
	 
	
	 
	Interest (Serobe)
	GJ
	60

	 
	 
	 
	
	 
	Freight on sales
	GJ
	535

	 
	 
	 
	52 495
	 
	 
	 
	52 495

	 
	 
	 
	 
	2003
	 
	 
	 

	 
	 
	 
	 
	Aug 31
	Balance
	b/d
	36 070

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	RECONCILIATION
	
	
	
	
	
	

	
	
	
	
	
	
	
	R

	Balance per the creditors list
	
	
	
	
	40 250

	Add:
	P Short - entry omitted
	
	
	
	
	1 750

	
	J Serobe - Interest charged
	
	
	
	60

	
	R Lang - Chq payable to Jerobe
	
	
	
	350

	
	Q Smith - Freight on sales
	
	
	
	535

	
	
	
	
	
	
	
	42 945

	Less:
	Q Smith - Correction error (6500-3465)
	
	
	(3 035)

	
	R Lang - Entry on wrong side (1700x2)
	
	
	(3 400)

	
	J Serobe - Chq correction paid to Lang
	
	
	(350)

	
	P Short - Error correction (540-450)
	
	
	(90)

	
	
	
	
	
	
	
	36 070

	
	
	
	
	
	
	
	


	Exercise 2      
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	The following information relates to Khoisan Traders (pty) Ltd:
	
	
	

	
	
	
	
	
	
	
	
	R
	

	1
	Balance on the ceditors control account at 1 January 2003
	84 420
	

	2
	Total of the list of creditors' balances at 31 January 2003
	80 290
	

	3
	Transactions for the month ended 31 January 2003:
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	Cash purchases
	
	
	
	
	
	171 580
	

	
	Cash sales
	
	
	
	
	
	165 600
	

	
	Credit purchases
	
	
	
	
	
	207 220
	

	
	Credit sales
	
	
	
	
	
	291 440
	

	
	Sales returns
	
	
	
	
	
	6 520
	

	
	Purchases returns
	
	
	
	
	9 000
	

	
	Bills accepted in favour of creditors
	
	
	
	85 240
	

	
	Bills accepted by debtors
	
	
	
	
	110 160
	

	
	Payments to creditors
	
	
	
	
	122 250
	

	
	Discount received from creditors
	
	
	
	2 750
	

	
	Bills paid on maturity
	
	
	
	
	42 540
	

	
	Bad debts written off
	
	
	
	
	2 680
	

	
	RD cheques
	
	
	
	
	
	2 400
	

	
	Journal debits iro creditors
	
	
	
	
	1 180
	

	
	Journal credits iro creditors
	
	
	
	1 730
	

	
	
	
	
	
	
	
	
	
	

	4
	Additional information:
	
	
	
	
	
	

	
	4.1
	Velddrif Company's credit balance of R1 520 in the debtors'
	

	
	
	ledger is to be transferred to the account in the creditors ledger.
	

	
	4.2
	Returns to ABC Manufacturers of R2 300 were posted to the wrong side of their

	
	
	account. The transaction was entered correctly in the purchases return journal.

	
	4.3
	An account for freight on sales, R5 780, was received from
	

	
	
	Springbok Carriers. No entry has yet been made.
	
	

	
	4.4
	A cheque for R2 700 issued on 31 July 2002 in full settlement of
	

	
	
	creditor NN Services' account of R2 780, for maintenance, is still outstanding 
	

	
	
	according to the bank reconciliation statement. This cheque must be cancelled.

	
	4.5
	The purchases journal was undercast by R1 000.
	
	

	
	4.6
	Credit purchases amounting to R2 370 were incorrectly posted 
	

	
	
	as R3 270 to creditor P Uys' account.
	
	
	

	
	4.7
	The debit balance of R420 on M Van Vuuren's account in the 
	

	
	
	creditors ledger was treated as a credit balance in the list of balances.
	

	REQUIRED:
	
	
	
	
	
	
	
	

	1
	Prepare the creditors control account of Khoisan Traders for January 2003,

	
	properly balanced.
	
	
	
	
	
	

	2
	Reconcile the total of the list of creditors' balances with the final balance of 

	
	the creditors control account as calculated in (1) above.
	
	

	
	
	
	
	
	
	
	
	
	


	KHOISAN TRADERS
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	 
	 
	 
	CREDITORS CONTROL
	 
	 

	2003
	 
	 
	R
	2003
	 
	 
	R

	Jan 31
	Purchases returns
	 
	9 000
	Jan 1
	Balance 
	c/d
	84 420

	
	Bills payable
	 
	85 240
	Jan 31
	Purchases
	 
	

	
	Bank
	 
	122 250
	 
	(207 220 + 1000)
	 
	208 220

	
	Discount received
	 
	2 750
	 
	Journal credits
	 
	1 730

	
	Journal debits
	 
	1 180
	 
	Velddrif Traders
	 
	1 520

	
	Balance
	c/d
	84 030
	 
	Freight on sales
	 
	5 780

	
	 
	 
	
	 
	Bank (NN Services)
	 
	2 700

	
	 
	 
	
	 
	Discount Rec (NN)
	 
	80

	
	 
	 
	304 450
	 
	 
	 
	304 450

	
	 
	 
	 
	
	 
	 
	

	
	 
	 
	 
	Feb 1
	Balance
	b/d
	84 030

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	RECONCILIATION
	
	
	
	
	
	

	
	
	
	
	R
	
	
	

	Balance as per creditors list
	
	80 290
	
	
	

	add: 
	Velddrif Traders
	
	
	1 520
	
	
	

	
	Springbok Carriers (freight)
	5 780
	
	
	

	
	NN Services
	
	
	2 780
	
	
	

	
	
	
	
	90 390
	
	
	

	less:
	ABC Manufacturers (2300x2)
	4 600
	
	
	

	
	P Uys (3 270 - 2 370)
	
	900
	
	
	

	
	(420 x 2)
	
	
	840
	
	
	

	Balance as per creditors control account
	84 030
	
	
	

	
	
	
	
	
	
	
	


STUDY UNIT 15

INTERPRETATION OF FINANCIAL STATEMENTS

· LIQUIDITY RATIOS

· CURRENT RATIO

 Current Assets  :    Current Liabilities

· ACID TEST RATIO

                   Current Assets less inventories :  Current Liabilities

· PROFITABILITY

· GROSS PROFIT PERCENTAGE

Gross Profit                100
     Sales             X         1

· PROFIT FOR THE PERIOD PERCENTAGE

Profit before tax                100
     Sales                   X         1

· RETURN ON ASSET RATIO

         Two ratios : 

1. Business’ ability to generate sales from its Assets

 Sales                                            100
                Total Assets             X                   1

2. Business’ ability to generate profit from its assets

Profit for the period                100
                     Total Assets             X         1

· EARNINGS PER SHARE

Profit before tax                                         100
Number of shares in issue                X         1

· INTEREST COVER

Profit before tax plus interest payments   :     Interest payments                

· DIVIDEND COVER

Profit after tax and preference share dividend : Dividend on ordinary shares

· ACTIVITY RATIOS

· DEBTORS COLLECTION PERIOD

Trade Debtors                365
 Credit Sales         X         1

· INVENTORY TURNOVER RATE

Cost of Sales                      
Average inventory             

· NUMBER OF DAYS INVENTORY ON HAND

Average inventory          
     Cost of  Sales             

· CREDITORS PAYMENT PERIOD

Average Creditors               365
Credit purchases        X         1

· SOLVENCY RATIOS

Total assets  :    Total Liabilities
QUESTION 2

On 31 December 20.1, you are provided with the following information pertaining to the accounting records of Sinamuva Distributors






SINAMUVA DISTRIBUTORS

BALANCE SHEET AS AT 31 DECEMBER 20.1
	
	

	ASSETS
	R

	Non Current Assets
	342 941

	Property, plant and equipment
	292 941

	Financial assets – investment: 12% Fixed Deposit
	50 000

	
	

	Current Assets
	19 955

	Inventories
	9 480

	Trade receivables (Debtors Control)
	6 775

	Cash and Cash Equivalents
	3 700

	
	

	TOTAL ASSETS
	362 896

	
	

	EQUITY AND LIABILITIES
	

	Total equity
	325 856

	Capital
	325 856

	
	

	Total Liabilities
	37 040

	Non-current liabilities
	25 000

	Financial liabilities: Long term loan: Bean Ltd
	25 000

	Current Liabilities
	12 040

	Trade and other Payables 
	12 040

	
	

	TOTAL EQUITY AND LIABILITIES
	362 896





INCOME STATEMENT FOR THE YEAR 

ENDED 31 DECEMBER 20.1
	
	20.1

	Revenue
	380 590

	Cost of Sales
	(165 400)

	Gross Profit
	215 190

	Other Income 
	21 170

	Distribution, administrative and other expenses
	(51 079)

	Finance Costs
	(1 125)

	Profit for the period
	184 156


1. Assume all purchases and sales are on credit.

NOTES

1. Inventories

	
	

	Trading inventory
	8 500

	Packing material
	980

	
	9 480


2. Trade receivables

	Trade debtors
	4 750

	Accrued income
	1 000

	Prepayments
	1 025

	
	6 775


3. Trade and other payables

	Trade creditors
	9 550

	Accrued expenses
	1 290

	Income received in advance
	1 200

	
	12 040


REQUIRED:

Calculate the following ratio’s for 20.1

2.1 Current ratio

2.2 Acid Test ratio

2.3 Gross profit percentage

2.4 Solvency ratios

2.5 Debtors collection period

2.6 Creditors payment period

REQUIRED:

Calculate the following ratio’s for 2001

4.1 Current Ratio

4.2 Acid Test ratio

4.3 Interest cover

4.4 Gross Profit percentage

4.5 Profit for the period percentage

4.6 Solvency ratio

4.7 Debtors Collection period

4.8 Creditors Payments period

QUESTION 5 (14 marks – 16 minutes  UNISA - ALP101 May/June 2008)

You are provided with the following information with regard to ABC Traders:

Abbreviated income statement of ABC Traders CC for the year ended 

29 February 2008.

	
	     R

	Revenue
	193 610

	Cost of Sales
	(112 535)

	      Inventory (1 March 2007)
	74 400

	      Purchases
	95 580

	      Freight and import duties
	12 105

	      Inventory (29 February 2008)
	(69 550)

	Gross Profit
	81 075

	Other Income
	38 000

	Distribution, administrative and other expenses
	(88 922)

	Profit before tax
	30 153

	Income Tax
	(8 628)

	Profit for the period
	21 525


   NOTE: 
All sales and purchases are on credit

BALANCE SHEET OF ABC TRADERS CC AS AT 29 FEBRUARY 2008 

	ASSETS
	

	Non –current assets
	198 280

	     Property, plant and equipment
	168 280

	     Financial assets
	30 000

	Current Assets
	122 905

	     Inventories
	74 100

	     Trade Receivables
	24 150

	     Cash and cash equivalents
	24 655

	TOTAL ASSETS
	321 185

	
	

	EQUITY AND LIABILITIES
	

	Total Equity
	245 955

	     Members contribution
	200 000

	     Retained earnings
	45 955

	Total Liabilities
	75 230

	Non Current Liabilities
	33 080

	     Loans from members
	33080

	Current Liabilities
	42 150

	     Trade and other payables
	16 075

	     Current Tax payable
	11 125

	     Members for profit share
	14 950

	
	

	    TOTAL EQUITY AND LIABILITIES
	321 185


REQUIRED:

Calculate the following:

5.1
Acid Test Ratio




(4)

5.2
Debtors collection period in days


(3½)

5.3
Creditors Payment period



(3½)

5.4
Solvency ratio





(3)   

