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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 

 

 

 

 

 

 



 

 

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 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 

2 BUSINESS TRANSACTIONS 



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 



3 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 

 

 

 

 

 

 

 

 

 

 

SOLUTION 

 

D Nyirenda’s Two Column Cash book 

___________________________________________________________________  

  Date     Details    F    Cash          Bank  
  20x4            Dr          Cr    Dr            Cr 

           K’ 000      K’000 K’000    K’000  

Jan    1    Capital         6 600   9 000 

         3    Purchases             3 000 



         6    Rent              1 500 

       10    Sales        3 000 

       12    Bank/cash    c         6 000  6 000 

       16    Sales         5 500 

       20    Purchases             1 500 

       22    Motor vehicle          10 000 

       24    Traveling expenses             400 

       27    Cash/bank    c   4 500        4 500 

       28    Machine                4 000 

       30    Loan from P Lubasi       2 500 

       31    Salaries             2 000 

       31    Balance  c/d             700              3 500 

      14 100     14 100        23 000    23 000 

Feb   1    Balance  b/d        700    3 500 

 

 

 

NOTE: see how the contra items were recorded in the cash book, we start with the account to be debited 

followed by the account to be credited. 

 

 

General ledger 

                 Capital account                           

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x4        K’000    K’000 

Jan   1      Cash             6 600 

        1      Bank          9 000 

      31       Balance c/d      15 600                ____               

        15 600   15 600        

Feb  1      Balance b/d        15 600 

 

 

 

 

                                        Purchases account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x4        K’000    K’000 

Jan   3      Cash        3 000 

      20       Bank       1 500 

      31       Balance c/d             4 500 

              4 500    4 500 

Feb 1      Balance b/d       4 500 

    

                  Rent account                            

_____________________________________________________________ 



Date      Details      F       Dr         Cr__ 
20x4        K’000    K’000 

Jan   6      Bank        1 500 

      31       Balance c/d             1 500 

              1 500    1 500 

Feb  1      Balance b/d       1 500 

 

 

      Sales account                           

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x4        K’000    K’000 

Jan  10      Cash            3 000 

       16      Bank               5 500 

       31      Balance c/d       8 500                   ___               

         8 500     8 500        

Feb   1      Balance b/d         8 500 

 

   Motor vehicle account                           

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x4        K’000    K’000 

Jan   22     Bank      10 000 

        31     Balance c/d             10 000 

            10 000     10 000 

Feb    1     Balance b/d     10 000 

 

 

     Travelling account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x4        K’000    K’000 

Jan   24     Cash           400 

        31     Balance c/d                       400 

                400            400 

Feb    1     Balance b/d         400 

  

    Machinery account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x4        K’000    K’000 

Jan 28      Cash        4 000 

      31       Balance c/d             4 000 

              4 000    4 000 



Feb  1      Balance b/d       4 000 

    

                                    Loan from Lubasi account                           

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x4        K’000    K’000 

Jan  30      Cash            2 500 

       31      Balance c/d       2 500                   ___               

         2 500     2 500        

Feb   1      Balance b/d         2 500 

 

    

    Salaries account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x4        K’000    K’000 

Jan 31      Bank        2 000 

      31       Balance c/d             2 000 

              2 000    2 000 

Feb  1      Balance b/d       2 000 

  

 

  

                 D Nyirenda 

   Trial balance as at 31 January 20x4 

                Dr        Cr 

         K’000   K’000 

 Bank          3 500 

 Cash             700 

 Capital         15 600 

 Purchases         4 500 

 Rent          1 500 

 Sales            8 500 

 Motor vehicle      10 000 

 Machinery         4 000 

 Traveling expenses          400 

 Salaries              2 000 

 Loan from Lubasi          2 500 

                    26 600  26 600  

  

 

 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 discRount. 

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  A Maambo 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  Paid sala 

 
SOLUTION 

J Pokololo’s Three Column Cash book 

_____________________________________________________________________________  

  Date     Details      F            Cash           Bank     Discounts   
  20x4            Dr              Cr      Dr            Cr         All.      Rec.          



                                                                                    K’000     K’000      K’000    K’000     K’000  K’000 

May  1    Balances      b/d          926        6 450 

         3    Sales          144 

        4    Purchases             860 

         5    A Maambo                220                         20 

         8    V Mbao            285                                                  15  

       10    Wages            250 

       14    B Kolwe           430           30     

       16    Bank/cash    c       600         600 

       20    C Mwewa                                     144                     16 

       24    Sales                                  420 

       31    Salaries                              560 

       31    Balance  c/d            365                         6 126          __       __     

         1 500      1 500          7 690      7 690          50       31 

June  1    Balance  b/d        365        6 126 

 

 

 

 

 

General ledger 

       Sales account                           

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

May 3      Cash               144 

       24      Bank                  420 

       31      Balance c/d          564                   ___               

            564        564        

June 1      Balance b/d            564 

 

    Purchases account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

May 4      Bank           860 

       31      Balance c/d                  860 

                860             860 

June 1      Balance b/d         860 

     

                                   Wages account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

May 10     Cash           250 

        31     Balance c/d                  250 

                250             250 

June  1      Balance b/d         250 

 



    Salaries account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

May 30     Cash           560 

        31     Balance c/d                  560 

                560             560 

June  1      Balance b/d         560 

 

 

   Discounts Allowed account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

May 31    Total for the month           50 

 

   

 

   Discounts Received account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

May 31    Total for the month                                    31 

 

 

Sales ledger 

 

    A Maambo account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

May   1     Balance    b/d         240 

          5     Bank             220 

          5     Discount allowed                   20 

                240             240 

 

    B Kolwe account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

May   1     Balance    b/d         460 

        14     Cash             460 



          5     Discount allowed                   30 

                460             460 

 

 

 

 

 

Purchase ledger 

   V Mbao account                           

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

May   1     Balance b/d              300 

          8     Bank               285 

          8     Discount received           15                      _       

            300                  300 

   

 

   C Mwewa account                           

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

May   1     Balance   b/d              160 

        20     Bank               144 

        20     Discount received           16                      _       

            160                  160 

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  J Kantu 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  B Hansengele 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 of   

       his account. 

 29  Bought fixtures paying by cheque K5 200 000. 

 31  Received commission by cheque K704 000 

  

 

 

 

 

 

 

 

 

 

 

 
SOLUSTION 

Three column cash book 

_____________________________________________________________________________  

  Date     Details                                  Cash           Bank      Discounts   
  20x5            Dr       Cr    Dr            Cr         All.      Rec.          

K’ 000     K’000 K’000    K’000     K’000  K’000 

March 1  Balances      b/d                       1 840                38 048 

           2  R Banda                1 064       56 

           2  E Tobwa                                       1 672             88 

           2  C Chola                                       2 280           120 

           4  Rent               960 

           6  Loan from J Kantu            8 000 

           8  N Bwalya                         2 730                    70 

           8  P Tailoka                         3 744                    96 

           8  C Wamulume                        6 240                  160 

         10  Motor expenses                                       392 

         12  B Hansengele                 592        24 

         15  Wages                        1 280 

         18  C Walubita         1 976               104 



         18  R Zulu & sons                       2 584               136 

         18  H Malama                        3 496               184 

         21  Cash/bank                                      c          2 800                                      2 800 

         24  Drawings                                  960                     

         25  T Muchona                 1 064           56 

         29  Fixtures            5 200 

         31  Commision received        704 

         31  Balance                         c/d                                         984                       38 742        ___     ____ 

         4 640      4 640       60 416     60 416        712      382 

April   1  Balance                         b/d                                       984                     38 7 

 

 

 

 

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 £420; Bank £4,940. 
== 2 The following paid us by cheque, in each case deducting a 5 per cent cash      discount: 
S Braga £820; L Pine £320; G Hodd £440; M Rae £1,040. 
== 3 Cash sales paid direct into the bank £740. 
== 5 Paid rent by cash £340. 
== 6 We paid the following accounts by cheque, in each case deducting 21/2 per cent cash 
discount: M Peters £360; G Graham £960; F Bell £400. 
== 8 Withdrew cash from the bank for business use £400. 
== 10 Cash sales £1,260. 
== 12 B Age paid us their account of £280 by cheque less £4 cash discount. 
== 14 Paid wages by cash £540. 
== 16 We paid the following accounts by cheque: R Todd £310 less cash discount £15; F Dury 
£412 less cash discount £12. 
== 20 Bought fixtures by cheque £4,320. 
== 24 Bought lorry paying by cheque £14,300. 
== 29 Received £324 cheque from A Line. 
== 30 Cash sales £980. 
== 30 Bought stationery paying by cash £56. 

 

 

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. 

 

 



 

Solution 
 

     Petty cash book 

Received       Date          Detail                                    Pcv     Total          Cleaning       Motor        Postage    Stationery    Travelling 

                         No                                         Exp__________________________                                                             

  K’000           20x5                     K’000        K’000          K’000       K’000        K’000             K’000 

      300             May 1    Bank     

     2    Postage                              18                      18 

   3    Travelling         12                           12 

   4    Cleaning         15          15 

   7    Petrol             22                              22  

   8    Travelling                         25             25 

   9    Stationery                         17                       17 

                11    Cleaning                                                 18          18 

                15    Travelling                              8               8 

                18    Stationery                            9                         9 

                18    Cleaning         23          23 

                20    Postage             13              13    

                24    Service of van                             43                                 43 

                26    Petrol           18                                 18 

                27    Cleaning          21          21 

                29    Postage                          5                     5 

                30    Petrol                                     14                       14             

          286          77                   97             41               26                     45 

      286                   31    Bank  

                      31    Balance c/d                      300 

      586                            586 

      300             June 1   Balance b/d 

 

 

 

 

 

 

 

 

 

 

 

General ledger 

 

          Cleaning account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

May 31     Petty cash             77 

         

 

 

  

 

 

 

 

 



            Motor expenses account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

May 31     Petty cash             97 

 

Postage account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

May 31     Petty cash             41 

 

Stationery account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

May 31     Petty cash             26 

 

Travelling account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr _ 

20x5        K’000    K’000 
May 31     Petty cash             45 

 

 

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 ledger. 

 

 

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      0010                 160 

      20     C Banda       0011         180 

      28     B Zimba       0012           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  10 A 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 15    Mululu     18 000 

 

 

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 Bwalya account                            

_____________________________________________________________ 



Date         Details      F       Dr         Cr__ 
20x5        K’000    K’000 

May 1        Balance b/d         600 

 

 

O Moono account                            

_____________________________________________________________ 

Date         Details      F       Dr         Cr__ 
20x5        K’000    K’000 

May 1        Balance b/d         400 

 

Purchases Ledger 

 

W Chansa account                            

_____________________________________________________________ 

Date         Details      F       Dr         Cr__ 
20x5        K’000    K’000 

May 1        Balance b/d              750 

 

E Kasonde account                            

_____________________________________________________________ 

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 Lubinda fro K7 500 000 in full settlement of his account. 

        18  M Tembo 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 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

___________________________________________________________________ 

                                            THREE COLUMN CASH BOOK 

_____________________________________________________________________________  

 Date     Details    F                   Cash           Bank   Discounts   
  20x5            Dr          Cr    Dr            Cr         All.      Rec.          

K’ 000     K’000 K’000    K’000     K’000  K’000 

an    1    Balances      b/d                       1 800   4 200 

         5    Wages                      200 

         6    Insurance                           300 

         8    Sales                         3 200 

         9    Purchases                     1 000                                                                      

       16    V Lubinda                       7 500                       700 

       18    M Tembo                       4 000     300     

       20    Sales                               10 000 

       24    D Banda                    5 500                 500 

       26    M Chilufya                                                            4 000                                             1 000 

       28    Cash/bank                              c   c                4 000      4 000 

       30    Motor expenses              500 

       31    Toyota (Z) Ltd          14 000 

       31    Balance                         c/d                                        700                          4 500          __       __     

         9 000      9 000      25 700      25 700    1 000   1 500 

Feb   1    Balance                         b/d                                       700     4 500 

 

 

  

 

 

Purchases Day Book 

_____________________________________________________________ 

Date      Details    Invoice no     F Amount 
20x5           K’000 

Jan 2    C Kapasa                    4 500 

       2   M Chilufya                        5 000 

     31     Transfer to Purchases account       9 500 

 

 

Sales Day Book 

_____________________________________________________________ 

Date      Details    Invoice no     F Amount 
20x5           K’000 

Jan  4    M Tembo                    2 500 

       4      V Lubinda             3 500 

     31     Transfer to sales account        6 000 

 

   Purchases Returns Day Book 

_____________________________________________________________ 

Date      Details    Debit note no     F Amount 
20x5           K’000 

Jan 10    C Kapasa                       500 

      10     M Chilufya                        1 000 

      31     Transfer to Purchases returns account                                    1 500 

 



 

Sales Returns Day Book 

_____________________________________________________________ 

Date      Details    Invoice no     F Amount 
20x5           K’000 

Jan 11    V Lubinda                       800 

      11     T Tembo                           700 

     31     Transfer to sales returns account       1 500 

 

 

Step 3  The next step is to post the books to the ledger. For this question the postings will be as 

            follows: 

 

General ledger 

 

 Buildings account                            

_____________________________________________________________ 

Date         Details      F       Dr         Cr__ 
20x5        K’000    K’000 

Jan 1        Balance b/d               24 000 

 

 

   Motor vehicles account                            

_____________________________________________________________ 

Date         Details      F       Dr         Cr__ 
20x5        K’000    K’000 

Jan 1        Balance b/d    16 000 

     13        Toyota (Z) Ltd     14 000 

     31          Balance    c/d       30 000 

       30 000   30 000 

Feb 1         Balance b/d     30 000 

 

 

Stock account                            

_____________________________________________________________ 

Date         Details      F       Dr         Cr__ 
20x5        K’000    K’000 

Jan   1        Balance b/d      3 000 

 

 

 

 

 

 

 



Capital account                            

_____________________________________________________________ 

Date         Details      F       Dr         Cr__ 
20x5        K’000    K’000 

Jan 1        Balance b/d         50 500 

 

 

 

Sales account                           

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

Jan    8      Cash            3 200 

       20      Bank             10 000 

       31      Credit sales for the month        6 000 

       31      Balance c/d     19 200                   ___               

       19 200   19 200        

Feb   1      Balance b/d       19 200 

    

Purchases account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

Jan    9      Bank        1 000 

       31      Credit purchases for month               9 500 

       31      Balance c/d             10 500 

            10 500       10 500 

Feb   1      Balance b/d     10 500 

 

Wages account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

May 10     Cash           200 

        31     Balance c/d                  200 

                200             200 

Feb    1     Balance b/d         200 

 

 

 

 

 

 

 



Insurance account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

Jan     6     Cash           300 

        31     Balance c/d                  300 

                300             300 

Feb    1     Balance b/d         300 

 

Motor expenses account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

Jan   30     Bank           500 

        31     Balance c/d                  500 

                500             500 

Feb    1     Balance b/d         500 

    

Discounts Allowed account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

Jan 31    Total for the month      1 000 

   

   Discounts Received account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

Jan 31    Total for the month                               1 500 

 

Purchases returns account                            

_____________________________________________________________ 

Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

Jan 31    Returns for the month                              1 500 

 

 

Sales returns account                            

_____________________________________________________________ 



Date      Details      F       Dr         Cr__ 
20x5        K’000    K’000 

Jan 31    Returns for the month     1 500 

 

 

 

 

Sales ledger 

 

V Lubinda account                            

_____________________________________________________________ 

Date         Details      F       Dr         Cr__ 
20x5        K’000    K’000 

Jan   1        Balance b/d      5 500 

        4         Sales       3 500 

      11         Sales returns                800 

      16         Bank           7 500 

      16         Discount allowed            700 

         9 000                9 000 

   M Tembo account                            

____________________________________________________________ 

Date         Details      F       Dr         Cr__ 
20x5        K’000    K’000 

Jan   1        Balance b/d      3 000 

        4         Sales       2 500 

      11         Sales returns                700 

      16         Bank           4 000 

      16         Discount allowed            300 

      31         Balance   c/d            500 

         5 500                5 500 

Feb 1         Balance b/d         500 

 

 

 

 

Purchases Ledger 

 

D Banda account                            

_____________________________________________________________ 

Date         Details      F       Dr         Cr__ 
20x5        K’000    K’000 

Jan   1        Balance b/d          6 000 

      24         Bank       5 500 

      16         Discount received        500               _____         

         6 000                6 000 



 

 

 

C Kapasa account                            

_____________________________________________________________ 

Date         Details      F       Dr         Cr__ 
20x5        K’000    K’000 

Jan   2        Purchases           4 500 

      10         Purchases returns         500 

      31         Balance c/d      4 000               _____         

         4 500                4 500 

Feb   1        Balance b/d         4 000 

 

 

M Chilufya account                            

_____________________________________________________________ 

Date         Details      F       Dr         Cr__ 
20x5        K’000    K’000 

Jan   1        Balance b/d          1 000 

        2        Purchases           5 000 

      10         Purchases returns      1 000 

      26         Cash       4 000 

      16         Discount received     1 000               _____         

         6 000                6 000 

 

 

Toyota (z) Ltd account                            

_____________________________________________________________ 

Date         Details      F       Dr                    Cr__ 
20x5        K’000    K’000 

Jan 13        Motor vehicle        14 000 

      31         Bank     14 000               _____              

             14 000              14 000 

 

 

 

 

 

 

 

 

 

 

 

 



Step 4  The last step is to prepare a trial balance.  From the above ledger accounts, the trial balance  

            will be as follows: 

 

 

Trial balance as at 31 January 20x5 

                Dr        Cr 

         K’000   K’000 

 Cash             700 

 Bank          4 500 

 Buildings       24 000 

 Motor vehicle      30 000 

 Stock          3 000 

 Capital         50 500 

Purchases      10 500  

Sales             19 200 

Wages            200 

Insurance            300 

Motor expenses                500 

Discount allowed        1 000 

Discount received         1 500 

Purchases returns         1 500 

Sales returns        1 500 

 Debtors           500 

 Creditors          4 000   

   

 

       76 700 76 700 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

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 which of 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 

Cash @bank     10,000             capital 10,000 

               10,000                                  10,000 

 

 

ii. On January 3, 2006, H Milimo started bought a building for K6,000 

paying by cheque.  

H. Milimo  

Balance sheet as @January3, 2006 

Cash @bank                 4,000       

Building                        6000                                    capital 10,000 

                                        10,000                                           10,000 

 

iii. On January 7, 2006, Milimo buys goods for K4, 000 from H. Chisanga 

on credit.  

H. Milimo’s 

Balance sheet as @January 7, 2006 

Cash @ bank            4,000 

Stock                         4,000                                                capital      10,000 

Building 6,000                                             credits         4,000 

                                          14,000                                                         14,000 

 

NOTE: the word ‘goods’ in accounting is used to refer to items bought 

for resale.  

 

iv. On January 10, 2006, Milimo bought goods paying immediately by 

cheque K1,000 

H. Milimo 

Balance sheet as @10 Jan, 2006 

Buildings 6,000 

Stock of goods (4000 + 1000) 5,000                                          capital 10,000 

                                         Cash @ bank (4000-1000) 3, 000                                                         credit 4,000 

K                               K 

 

K                               K 

 

K                              K 

 

K                              K 

 



                                         14,000                                                               14,000 

 

v. On January 15, 2006, Milimo Sold all the goods bought on 7th January 

2006, for k5,000 on credit to K. Mwemba.  

H. Milimo’s  

Balance sheet as @ 15th January, 2006  

Buildings 6,000  creditor                                       4,000 

          Stock (5,000-4000) 1000                        capital                            10,000 

       Debtor                      5,000                                                add profit: 

1,000 

Cash @ Bank 3,000                                                                                  11,000 

                                           15,000                                                             15,000 

 

vi. On 20th January, 2006, Milimo paid H. Chisanga by cheque k2,000 

H. Milimo’s  

Balance sheet as @ 20th January, 2006  

Building 6,000                      capital 10,000 

Stock of goods 1,000                  add: profit 1,000 

                            Debtor 5,000                                                      11,000 

                                               Cash @bank (3000-2000) 1,000               creditors (4000-2000) 2,000 

                                           13,000                                                 13,000 

 

vii. On 28th January,2006 Milimo received a cheque from K. Mwemba for 

K4,000    H. Milimo 

Balance sheet as @28th Jan, 2006 

Buildings 6,000  capital 10,000 

Stock of goods 1,000  add: profit 1,000 

                                                      Debtor(5000-4000) 1,000                    11,000 

                    Cash @bank 5,000                           creditor 2,000 

                                           13,000                                      13,000 

viii. On 31st January, 2006, Milimo withdraw K1,000 cash from the bank for 

personal use.  

 

 

 

 

 

 

K                            K 

 

K                             K 

 

K                               K 

 



 

 

H.Milimo’s  

Balance sheet as @ 31st January, 2006 

Buildings 6,000 capital 10,000 

                Stock of goods 1,000     add profit (1000)  

                                                 Debtor    1,000                 11,000 

                        Cash @bank (5000-1000) 4000              less drawing (1,000)   

  10,000 

                                                                              Creditor 2,000 

                                          12, 000                                       12,000 

 

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) 

 

 

K                              K 

 



 

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 

K000                  k000      k000   

                               k000 



=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 

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 

DATE  DETAILS F AMOUNT DATE DETAILS F AMOUNT 



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 Reids a/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,nominaland 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) 

 

 

 

 

 



5 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 entered on the credit side of the trial balance. 

iii) If a ledger account is closed, then no entry is taken to the trial balance. 

 

RULES OF THE TRIAL BALANCE 

 

The ALEG principle:- 

 

 

ASSETS              LIABILITIES          EXPENSES            GAINS 

                

 

 

 

 

 

 

 



 

 DR                                         CR 

 

 

This means:- 

 

DEBIT – ALL ASSETS AND EXPENSES 

CREDIT- ALL INCOMES AND LIABILITIES 

 

 

 

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 

61, 420 

 

 

 

7,940 

 

 

 

 

 

140 

 

 

127, 245 

 

 

 

25, 200 

 

2, 490 

 

 



 

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  

 

 

 

2, 480 

 

3, 486 

 

 

 

3, 210 

 

8, 870 

 

 

 

1,900 

 

5, 600 

 

12, 418 

 

 

 

21, 400 

 

39, 200 

 

319 

 

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) 

19 740 

 

1140 

 

 

 

1 440 

1 020 

 

640 

 

4 970 

 

 

 

11 280 

 

210 

9 900 

2 850 

 

 

2 580 

 

360 

 

2 490 

2 970 



Provision for bad debts (1 July 2008) 

Delivery vans 

Vans running expenses 

Bad debts written off 

Suspense account 

 

2 400 

450 

810 

300 

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. 

 

 

 

 

 

 

 



6 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: 

o Opening and closing stocks 

o Returns inwards and outwards  

o 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 for showing fixed and current assets in 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          4 825 

 

 



 

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 vehicles 

 

         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. 

_____________________________________________________________________ 

  

 

 

 

 

 

 
 


