Questions from Foundation Accounting Tutorial
Control Accounts

Q17.2
Which one of the following does not appear in sales ledger (debtors) control account?
(a) Bad debts written off
(b) Discount received

(c) Sales returns

(d) Cash/cheques received from debtors

The answer is (b) because discount received is on Purchases, which are in the Purchases ledger.  Sales discounts are listed as discount allowed.
Q17.3
A friend has recently started work as an accounts clerk for a large electrical wholesalers.  He asks you the following questions about control accounts:
· "What are the principles of control accounts?"

· "I've heard it said hat control accounts help the management of the business.  How is this?"

· "In our business we treat the control account as being part of the double-entry accounts, with subsidiary memorandum' accounts kept for each debtor and creditor.  I thought you told me earlier that debtors and creditors accounts were part of double-entry…."

A control account is a summary of the individual accounts of a particular type e.g. the Sales Ledger Control Account is has an opening balance of the total of a;; the individual accounts in the Sales Ledger.
Then it has a single entry for Sales (on credit) - which is the total of Sales on Credit for that month, and so on for each type of transaction.

Control Accounts give totals, and managers use totals.
Because the Control Accounts give the totals for each month (or whichever time period is being used) it is easy to see whether the company is making the most of the discounts offered, whether there is a payment default issue, and what the total amounts owed to it's creditors is, and owed by it's debtors.
The text book say that because these are usually checked by a supervisor it's also likely to show up any fraudulent or simply erroneous entries.

There are two ways of including Sales and Purchase Ledger Control Accounts.  One is to simply make the entries into the individual accounts as the primary double entry accounts, then the Control Accounts are generated from those as memorandum accounts.
Alternatively, the totals for each period (weekly or monthly) are taken from the Sales, Purchases and Returns Day Books and entered primarily into the Control Accounts as period totals.  The Individual Customer and supplier Accounts are then run as 'memorandum' accounts which are simply cross checked against the closing balance from the Control accounts.
It is up to each company which way it does it, if at all.

Q17.4
Prepare a Sales Ledger (debtors) control account for the month of June 2001 from the following information
	2001
	
	£

	1 June
	Sales Ledger Balances
	17,491

	30 June
	Credit Sales for month
	42,591

	
	Sales Returns
	1,045

	
	Payments received from debtors
	39,024

	
	Cash discount allowed
	593

	
	Bad debts written off
	296


The debtor figure at 30 June is to be entered as the balancing figure.
Answer
	Dr
	Sales Ledger Control Account
	Cr

	1 June
	Opening Balance
	17,491
	
	Sales Returns
	1,045

	
	Sales for Month
	42,591
	
	Payments received
	39,024

	
	
	
	
	Discount Allowed
	593

	
	
	
	
	Debts written off
	296

	
	Total for calculation purposes 60,082
	
	
	Total for calculation purposes 40,958
	

	30 June
	
	
	
	Balance c/f
	19,124

	
	
	60,082
	
	
	60,082

	1 July
	Balance b/f
	19,124
	
	
	


Q17.5
Prepare a Purchases Ledger (creditors) control account for the month of April 2001 from the following information

	2001
	
	£

	1 April
	Purchases Ledger Balances
	14,275

	30 April
	Credit Purchases for month
	36,592

	
	Purchases Returns
	653

	
	Payments made to Creditors
	31,074

	
	Cash discount received
	1,048

	
	Transfer of Credit balances to Sales Ledger
	597


The creditor figure at 30 April is to be entered as the balancing figure.

Answer

	Dr
	Purchases Ledger Control Account
	Cr

	
	Purchases Returns
	653
	1 April
	Opening Balance
	14,275

	
	Payments made
	31,074
	
	Purchases for month
	36,592

	
	Discount Received
	1,084
	
	
	593

	
	Transfer to Sales Ledger
	597
	
	
	

	
	Total for calculation purposes 33,372
	
	
	Total for calculation purposes 50,867
	

	
	Balance c/f
	17,495
	
	
	

	
	
	50,867
	
	
	50,867

	
	
	
	
	Balance b/f
	17,495


The answers for 17.6 and 17.7 are given on spreadsheets, but the explanations for the calculations are included in this document.  These should be located first by the account name, then by the date and transaction type.
Q17.6
The sales ledger of Rowcester Traders contains the following accounts on 1 February 2001:
Arrow Valley Retailers, balance £826.40 debit
B Brick (Builders) Limited, balance £59.28 debit

Mereford Manufacturing Company, balance £293.49 debit

Redgrove Restorations, balance £724.86 debit
Wyvern Warehouse Limited, balance £108.40 debit

These opening balances are all entered in the debit side of the accounts for 1 Feb.
The following transactions, which have been authorised by the accounts supervisor, took place during February:
3 Feb
Sold goods on credit to Arrow Valley Retailers £338.59, and to Mereford Manufacturing Company £127.48
Sales are listed as debit entries in the relevant Sales Ledger Personal accounts
7 Feb
Redgrove Restorations returned goods £165.38
This is a credit entry because the goods are being returned from the customer we sold them to (so the opposite of Sales).  There would probably be a credit note sent to RR to acknowledge this ad confirm the amount credited to RR's account.
15 Feb
Received a cheque from Wyvern Warehouse Limited for the balance of the account after the deduction of 2.5% cash discount.
The balance of WWs account at 15th Feb is still the opening balance of £108.40, as no further sales or returns have yet occurred.  Thus the discount is 2.5% of £108.40 (=£2.71) and the cheque received will be for £108.40 - £2.71 = £105.69
17 Feb
Sold goods on credit to Redgrove Restorations £394.78, and to Wyvern Warehouse £427.91

20 Feb
Arrow Valley Retailers settled an invoice for £826.40 by cheque after deducting 2.5 % cash discount.
This gives the amount of the invoice being settled.  Thus the discount is 2.5% of £826.40 (=£20.66) so the cheque received will be for
 £826.40 - £20.66 = £805.74
24 Feb
Mereford Manufacturing Company returned goods £56.29

28 Feb
Transferred the balance of Mereford Manufacturing Company's account to the company's account in the Purchase Ledger.

Calculate this amount as you would for balancing the account at the end of the month.  Then instead of carrying forward the balance into the same account as you would usually, it is transferred to the Sales Ledger.
28 Feb
Wrote off the account of B Brick (Builders) Limited as a bad debt.

In the Debtors account, writing off a bad debt is similar to receiving a cheque - in that the entry is put in the credit side of the debtors account.  However, for a bad debt, we do not receive a cheque, so the reference is for 'Bad Debt Account'.
You are to:
(a) Write up the personal accounts in the sales (debtors) ledger of Rowcester Traders for February 2001, balancing them at the end of the month
explanations of where these go are in italics above
(b) Prepare a Sales ledger (debtors) control account for February 2001, balancing it at the end of the month
This is the last page of the spreadsheet.  I have used an intermediated spreadsheet page to list the transactions in columns by type to give a total for each type of transaction, which then gives the figures used in the control account.  This is supposed to make it clearer how each figure in the control account is derived.
(c) Reconcile the control account balance with the debtors' accounts at 1 February and 28 February 2001.
Note: VAT is to be ignores on all transactions and day books are not required.
Q17.7
The purchases ledger of Rowcester Traders contains the following accounts on 1 February 2001:

Apple Supplies Limited, balance £1,843.22 credit
Beatty brothers, balance £51.47 debit

J Johnson, £675.38 credit

Mereford Manufacturing Company, balance £478.29 credit
Newtown Equipment Limited, balance £684.86 credit
W Wright, balance £987.20 credit
These opening balances are all entered on the side of the accounts indicated  for 1 Feb.  Most of them are Credit, which is what you expect for the Purchase Ledger, but one is Debit.
The following transactions, which have been authorised by the accounts supervisor, took place during February:

3 Feb
Bought goods on credit from Apple Supplies Limited, £1,027.98, and from Beatty Brothers £150.68

Goods bought on Credit are listed as credit entries in the relevant Purchase Ledger Personal accounts
6 Feb
Paid W Wright cheque for the balance of her account after deducting 2.5% cash discount.

Balance of W Wright's account at this point is £987.20 because the next purchases from her do not take place until 10th Feb.
Thus discount is 0.025 * £987.20 = £24.68.
The cheque paid is then £987.20 - £24.68 = £962.52

10 Feb
Bought goods on credit from J Johnson £328.22, and from W Wright £476.38

11 Feb
Paid Newtown Equipment Limited a cheque for the balance of the account

At this time the balance is £684.86 because the Returns do not occur until 18th Feb and no further purchases are made this month.
No discount is mentioned, therefore none is deducted.

14 Feb
Returned goods to Apple Supplies Limited for £157.20

Goods returned after they've been bought on Credit are listed as debit entries in the relevant Purchase Ledger Personal accounts
17 Feb
Paid Apple Supplies a cheque for the balance of the account, after deducting 2.5% cash discount.

At this point the balance is £1,843.22 (opening balance) + £1,207.98 (purchases on 3rd Feb) - £157.20 (returns on 14th Feb) = £2,714.00
The Cash discount of 2.5% is then £2,714.00 * 0.025 = £67.85.
So the cheque sent will be for £2,174.00 - £67.85 = £2,646.18

18 Feb
Returned goods to Newtown Equipment Limited for £105.68
24 Feb
Paid J Johnson the amount owing by cheque, after deducting 2.5% cash discount

The amount owing is the current balance of this account £675.38 (opening balance) + £328.22 (purchases on 10th Feb) = £1,003.60
The cash discount of 2.5% is deducted,
 £1,003.60 * 0.025 = £25.09
Thus the cheque sent will be for £1,003.60 - £25.09 = £978.51
27 Feb
Bought goods from Apple Supplies Limited £849.36

28 Feb
Transfer of debit balance of £364.68 in the Sales Ledger to Mereford Manufacturing Company's account to the company's account in the Purchase Ledger

This is the' other half' of the transfer at the end of Question 17.6.  The Debit balance, instead of being b/f in the Sales ledger as it's opening balance on 1st March, is listed as a debit entry in the Purchase Ledger Account instead.  This is similar to making a payment to them - deduct what they owe us as Debtor in the Sales Ledger from what we owe them in the Purchase Ledger.
You are to:

(a) Write up the personal accounts in the purchases (creditors) ledger of Rowcester Traders for February 2001, balancing them at the end of the month

(b) Prepare a purchases ledger (creditors) control account for February 2001, balancing it at the end of the month

(c) Reconcile the control account balance with the creditors' accounts at 1 February and 28 February 2001.

Note: VAT is to be ignores on all transactions and day books are not required.

The answers are in the spreadsheet on 3 separate pages, in a similar way to 17.6.  The only point to note here is that there are 2 separate opening balances, as the total Debit and Credit opening balances are not combined to give a single figure.  Hence the Excel comment on the last page of the spreadsheet.
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