Week Eight Lecture Notes
CONTROL ACCOUNTS
A control account may be defined as a summary account appearing in the general in the ledger for the purpose of controlling all the detailed entries in the ledger to which it relates. Control accounts are also referred to as total accounts because it is only totals from day books or other subsidiary books of account which are posted to them.

The balance in a control account should be the same as the total of the individual balances extracted from the related subsidiary ledger. The Debtors’ Control A/C or Accounts receivable control A/C balance should reconcile with the sum of all individual debtors balance extracted from debtors subsidiary ledger also known as the  sales ledger. Likewise the creditors’ control A/C balance reconcile with the sum of all creditors’ balances extracted from the creditors’ subsidiary ledger (purchases ledger). In this way, a control account is like a trial balance for the subsidiary ledger to which it relates.

Advantages of Control Accounts
· Location of errors 

If errors are made in the ledger, the control A/C will not reconcile with individual balances extracted from the subsidiary ledgers. When a control account does not reconcile with the sum of individual balances extracted from the subsidiary ledger, it may be an indication that some errors were made.

· Detection of fraud.

Since all entries pass through the control A/C, it is very easy to detect fraud committed by manipulation of accounts in the ledger. Control accounts are normally under the charge of senior or responsible officials who have the responsibility of controlling fraud.

If a control account balance is different from the sum of individual’s accounts, then either fraud or mistakes were committed. Control accounts strengthen an organization’s internal control by detecting fraud and also location and therefore correction of errors.

· Enhancing management Efficiency

Control Accounts enhance management efficiency because creditors’ and debtors’ balances can obtained at first glance on a duly balanced –off(closed) control account.The speed at which these figures are obtained is faster. This saves time wasted in balancing–off and adding up all individual debtors’ or creditors’ balances.

· Determination of creditor Sales and credit purchases

In single entry and incomplete records and in Receipts and payments accounts, the credit sales and credit purchases are often missing. These figures can be determined by constructing controlaccounts.

Entries in control A/C

With regards to sales and purchases the two major control accounts are sales ledger or debtors control account and purchases ledger or creditors control account. However, control accounts do exist for other transactions and records.

Sales ledger or Debtors’ Control A/C

Bal .b/f                                xxx               Returns inwards              xxx

Credit sales                          xxxCash/ Cheques received from Debtors          xxx

Debtors’ cheque Discounts allowed           xxx

dishonoured xxxBad debt written off       xxx

Debtors s’ refund for 

Over payments xxxBal.c/dxxx

xxxxxx


Purchases Ledger (Creditors’) Control A/C

Returns outwards                               xx            Bal. b/f                                                      xx

Payment to creditors                          xx            Credit Purchase                                         xx

Discount received                               xx           Cheque written to

                                                                           Creditors Dishonoured                             xx

Bal. c/f                                                 xx          refunds from creditors for

                                                                           Over payments                                         xx

xxxxxx

ILLUSTRATIONS

1. The following details were extracted from the books of a company for year ended 31/12/2009

Debtors balance 1/1/2009                                                            4,000,000

Creditors balance 1/1/2009                                                          2,500,000

Cash paid to suppliers                                                                16,000,000

Cash received from debtors                                                      25,000,000

Credit purchases                                                                        17,000,000

Discount received500,000

Bad debts written off                                                                     100,000

Sale returns                                                                                    200,000

Purchases returns                                                                          300,000

Debtors’ cheque dishonoured150,000

Discount allowed                                                                          700,000

Credit sales                                                                               30,000,000

Required 

Draw up the debtors’ and creditors’ control accounts

                                                   Debtors’ Control A/C

                                                    Shs.                                                                 Shs. 

Bal. b/d                                     4,000,000           Cash                                    25,000,000

Debtors’ cheque                                                   Bad debt written off              100,000

(dishonoured)                              150,000            Sales returns                          200,000  

                                                                             Discount allowed                     700,000

Credit sales                              30,000,000         Bal. c/d8,150,000
34,150,00043,150,000
                                                        Creditors’ Control A/C

                                                        Shs.                                                                           Shs.

Cash paid to suppliers               16,000,000             Bal. c/d                                       2,500,000

Discount received                           500,000             Credit purchases                       17,000,000

Purchases returns                            300,000

Bal c/d                                          2,700,000

19,500,00019,500,000
2. Draw up control accounts from the following information and ascertain credit sales and credit purchases figures. The financial year runs from 1/1/2011-1/12/2011

                                                                                                                       Shs.

Debtors balance 1/1/2011                                                                    15,000,000

Creditors balance 1/1/2011                                                                   10,000,000

Cheque received from debtors                                                                6,000,000

Cash received from debtors                                                                   2,000,000

Cheque payments to creditors                                                                  8,000,000

Cash paid to creditors                                                                                1,000,000

Sales discount                                                                                               500,000

Purchases discount                                                                                        700,000

Sales returns                                                                                               2,000,000

Purchases returns                                                                                        3,000,000

Bad debt written –off                                                                                  1,500,000

Interest charged by creditors                                                                           200,000

Cheques paid to creditors and dishonored                                                3,500,000

Debtors’Chequesdishonored                                                                         300,000

Debtors balance 31.12.97                                                                              35,000,000

Creditors balance 31.12.97                                                                             25,000,000

SOLUTION 


Debtors’ Control A/C


(Shs.)                                                                                       (Shs.)

Bal .b/d                            15,000,000              Bank 

                                                                         (Cheques from debtors)                          6,000,000

Bank 

(Debtors’ cheques

dishonoured) 300,000         Cash                      

(Received from debtors)2,000,000

Credit sales                             31,700,000
           Sales discount             500,000

                                                                              Sales returns                                         2,000,000  


                     Bad debts W/0
1,500,000


                                                                  Bal.c/d35,000,000    


47,000,000



     47,000,000
Creditors   Control A/C

                                                               (Shs.)                                                                      (Shs.)

Bank                                                                              Bal. b/d                                 10,000,000                

(Cheques paid to creditors          8,000,000                interest charged by creditors         200,000

Cash (paid to creditors)                1,000,000              Bank

                                                                                    (Cheque paid to creditors 

                                                                                   And dishonored) 3,500,000

                                                                                        Credit purchases                    24,000,000

Bal c/d                                      25,000,000

                                                  37,700,000                                                                   37,700,000

3. An accountant prepared a debtors control account. The balance on the 1/1/2012 was Shs. 25,000,000 and Shs. 27,000,000 on 31.112.97. The list of balances from individual debtors’ ledger accounts amounted to Shs. 17,600,000 on 31.12.97.

The following errors were located.

(a) Cash of Shs.540,000 received from debtors was correctly entered in the cash but entered as shs 1,540,000 in the control account.

(b)  Sales returns of shs.600,000 was entered on the wrong side of the debtors control account 

(c) A cheque of shs. 500,000 received from a debtor was dishonoured. This was entered only in the sales ledger and not in the control account

(d) Bad debts amounting to Shs.  2,000,000 were written off in the sales ledger and not in the control account

(e) A sale of goods to James  for 1,500,000 on credit was omitted from the control

(f) On certain day, the sales day book’s total was 20.800,000 but was posted to the control account as 28,000,000.

Required 

Make correction to the control account so that the adjusted control account balance reconciles with the list of individual debtor’s balances

Debtor’s Control A/C

                                                       Shs.                                                                          Shs.

Bal. b/d                                       25,000,000          Sales returns

                                                                                (Recorded on wrong side)        1,200,000

Cash (Correction of over

Recording)                                   1,000,000           Bad debt written off                 2,000,000

Bank (Dishonoured

cheque)                                            500,000          Sales

                                                                                (Correction of over recording) 7,200,000

Sales (James)                                 1,500,000            Bal. c/d                                 17,600,000


                                                    28,000,000                                                            28,000,000

NOTE:  The control account should have shown a balance of Shs. 17,600,000 0n 31/1/2011 which reconciles with the total of the individual debtor’s balances on the same date. The closing balance of Shs.  27,000,000 in the control account is wrong.

EXERCISE QUESTIONS

1. The following debtors control account was prepared by an inexperienced book keeper

Debtors’ Control Account

                                                           Shs.                                                                          Shs.

Bal. b/d                                        4,000,000               Cash (refund to debtors)             600,000

                                                                                   Credit sales                               5,000,000

Cash (receipts)                            2,000,000               Discount allowed                        100,000                 

Bank “                                         1,000,000               provision for bad debts               200,000

Returns inwards                            400,000               Bal. b/d                                       1,500,000

                                                    7,400,000                                                                  7,400,000

A list of debtor’s balances extracted from the sales ledger on the same day totaled to shs. 6,590,000.

On further examination of the books the following errors were discovered;

a. Discount allowed total included Shs. 40,000 allowed for cash sales.

b. Bad debts of Shs. 50,000 were written off

c. A debtors’ cheque for Shs. 500,000 was dishonoured  and was not recorded  in the control

Required 

Redraft the control accounts with errors corrected and reconcile it with the sum of the individual debtors’ balance form the sales ledger.

2. The following information is provided by account department

	Debtor 
	Opening balance
	Sales 
	Returns 
	Cash 
	Discount 
	Bad debt written off

	
	(Shs.)
	(Shs.)
	(Shs.)
	(Shs.)
	(Shs.)
	(Shs.)

	A
	5,000,000
	7,000,000
	900,000
	5,500,000
	300,000
	-

	B
	8,000,000
	9,000,000
	1,500,000
	8,500,000
	250,000
	-

	C
	4,000,000
	5,000,000
	-
	4,500,000
	100,000
	200,00

	D
	6,000,000
	8,000,000
	1,600,000
	6,500,000
	-
	300,000

	E
	1,500,000
	-
	-
	1,000,000
	-
	100,000

	F
	7,000,000
	8,500,000
	2,000,000
	6,000,000
	400,000
	600,000

	
	31,500,000
	37,500,000
	6,000,000
	32,000,000
	1,050,000
	1,200,000


REQUIRED

(a) Prepare debtors  accounts as they would appear in the sales ledger properly balanced off

(b) Prepare the debtors control account and reconcile its balance with the sum of the individual debtors balances.
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