CHAPTER 5

CONTROL ACCOUNTS

OBJECTIVES

This chapter will enable the business owner to develop an understanding of:

e control accounts
e maintaining control accounts.

5.1 Control accounts

The control account is an easy-to-follow concept in managing businesses. It can be understood with the help of a simple
example.

Example

Naveed runs a household electronic shop where a large range of kitchen and other items are available. He has made
arrangements with various suppliers to provide him with electronic items on credit. Naveed returns faulty/older
electronic items to his trade creditors every week and makes payment against purchases on a monthly basis.
Suppliers provide 5% discount to him on purchasing goods worth Rs.50,000 or more.

Whenever Naveed wants to see the overall position for purchases, purchase returns, total amount payable to creditors
and total discounts received, he has to add all the individual accounts to see the overall position.

Naveed can solve this problem by maintaining a creditors control account that gives all the information about total
amount of inventory purchased, total purchase returns, total amount payable to creditors and total discount received,
without adding all the individual accounts.

Just as a creditors control account is used to know the overall position of creditors and purchases, a debtors control account
can also be used to know the overall position of total sales, total trade debts, total discount allowed and total sales returned.

Control accounts are an overall summary of the individual debtors and creditors accounts. They can be prepared very easily
using the format shown in Fig. 5.1 below.

Figure 5.1
Trade Debtors Control Account Trade Creditors Control Account
Opening balance XXX Opening balance XXX
Add: Total sales XXX Add: Total purchases XXX
Add: Cheques dishonoured XXX Add: Cheques dishonoured XXX
Less: Cash received (XXX) Less: Cash paid (XXX)
Less: Cheques received (XXX) Less: Cheques paid (XXX)
Less: Discounts allowed (XXX) Less: Discounts received (XXX)
Less: Sales returned (XXX) Less: Purchases returned (XXX)
Closing balance XXX XXX
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Control accounts are the aggregate of individual accounts of suppliers and customers and, therefore, they exhibit the same
characteristics as individual accounts of suppliers and customers.

5.1.1 Opening balance

The opening balance shows the total amount receivable from all the customers or the total amount payable to all the
suppliers at the beginning of the period for which the control accounts are being prepared. The opening balance of control
accounts could, thus, be worked out by adding together the opening balances of individual suppliers' or customers'
accounts.

Total sales/purchases

Total sales are calculated by adding together the sales made to individual customers. Likewise, total purchases can be
calculated by adding all the purchases from individual suppliers.

Cheques dishonoured

Sometimes the payment made by a business to its supplier, by cheque, may not be cleared. It may happen because the
cheque is not prepared properly, as explained in Chapter 2 section 2.4.1, or because sufficient funds are not available in the
business bank account. For these reasons the bank may not clear the cheque and such cheques are called 'dishonoured
cheques'. In the same way, cheques received from customers may not be cleared by the bank because there may not be a
sufficient balance available in the customers' bank accounts, or there may be some error on a cheque, such as overwriting.

In the control accounts, the business increases the amounts listed under its suppliers and customers by the amounts of any
cheques that have been dishonoured, because the amounts due to suppliers or from customers are not reduced and the
original amounts receivable from customers or payable to suppliers before the cheques were dishonoured need to be shown
to give a true picture.

5.1.2 Cheques/cash received; Cheques/cash paid

These rows show the total cash/cheques received from all the customers or total cheques/cash paid to all the suppliers.
These balances are also the sum total of receipts and payments appearing in the accounts of individual suppliers and
customers.

5.1.3 Discounts allowed/received

When discounts are allowed to customers, the amount receivable from those customers is reduced. Likewise, the discounts
received from suppliers reduce the outstanding balance owed to those suppliers. Therefore, the totals of the control
accounts decrease with discounts allowed/received. Discounts allowed/received in control accounts are the total of all the
discounts in the individual accounts of suppliers and customers.

5.1.4 Sales/purchases returned

The total balance payable to suppliers and receivable from customers is reduced by the amount of purchases and sales
returned. Therefore, sales and purchases returned from individual customers' and suppliers' accounts are totalled and
deducted from the control accounts.
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5.1.5 Closing balance

The closing balance shows the total amount receivable from all the customers or total amount payable to all the suppliers at
the end of the period for which the control accounts have been prepared. The closing balances of the control accounts
could, thus, be worked out by adding together the closing balances of individual suppliers' or customers' accounts.

5.2  Maintaining control accounts
5.2.1 Trade debtors and trade creditors control accounts

Recalling the trade debtors account that we looked at in Chapter 4: a trade debtor account gives information of amounts
receivable, sales made, total amount received, sales returned and discounts allowed. Likewise, a trade creditor account
gives information about amounts payable, purchases, total payment made, purchases returned and discounts received. All
this information is used in preparing a control account, as shown in Fig. 5.1 above and exemplified in lllustration 9 below.

ILLUSTRATION 9

During August 2007, the sales and purchase transactions of Faran Electronics Shop were as follows.

01 August 2007 Purchased 5 juicer machines for Rs.2,000 each from Mr. Anwar |1

05 August 2007 Sold 2 juicer machines to Ms. Faria for Rs.2,500 each |2

08 August 2007 Purchased 2 blender machines from Mr. Qasim for Rs.5,000 each|3

09 August 2007 Purchased 3 juicer machines from Mr. Anwar for Rs.2,000 each 4

09 August 2007 Sold 1 blender machine and 4 juicer machines to Ms. Faria for Rs.6,000 and Rs.2,500 each
respectively |5

18 August 2007 Sold 1 blender machine to Mr. Rahim for Rs.6,500 and received payment of Rs.2,500 through a
crossed cheque 6

26 August 2007 Ms. Faria returned 1 juicer machine worth Rs.2,500 7

29 August 2007 Returned 1 juicer machine to Mr. Anwar for Rs.2,000 |8

30 August 2007 Paid Rs.12,000 to Mr. Anwar against purchases of juicer machines |9

31 August 2007 Ms. Faria made payment of Rs.8,000 and received settlement discount of Rs.750/10

At the beginning of the month Faran was due to pay Rs.5,000 to Mr. Anwar and to receive Rs.1,500 from Mr. Rahim. 11

All the above transactions have been highlighted and numbered in order to refer them to individual debtors, creditors and
other accounts shown below.
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Figure 5.2

FARAN ELECTRONICS SHOP
Trade Creditor Account - Mr. Anwar
Folio No. 001
Date Sales / Detail Unit Total Amount |Mode [Folio No.| Net
Sales Price Amount Received [ (Cash / Payable
Return a b Bank) c=a-b
Account
Folio No.
Rs. Rs. Rs. Rs.
11 |1 August 2007 Opening balance —_ _ —_ _ —_ 5,000
1 |1 August 2007 002 5 juicer machines 2,000 10,000 —_ — —_ 15,000
4 [9 August 2007 | 002 | 3 juicer machines 2,000 6,000 — — — 21,000
8 129 August 2007 001 Returned 1 juicer 2,000 (2,000) — — — 19,000
8 [30 August 2007| — — — — 12,000|827K -1 002 | 7,000
5165
Figure 5.3
FARAN ELECTRONICS SHOP
Trade Creditor Account - Mr. Qasim
Folio No. 002
Date Purchase / Detail Unit Total Amount | Mode |Folio No.| Net
Purchase Price Amount Received [ (Cash / Payable
Return a b Bank) c=a-b
Account
Folio No.
Rs. Rs. Rs. Rs.
3 |1 August 2007| 002 2 blender machines | 5,000 10,000 - - - 10,000

Total Payable = Rs. 17,000 (Mr. Anwar) + Rs. 10,000 (Mr. Qasim))

For reference purposes, the closing balances of MR. Anwar and Mr. Qasim have been hightlihted in Firgs 5.2 and 5.3
above. This figure will be used in preparing the creditors control account.
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Figure 5.4

FARAN ELECTRONICS SHOP
Purchase Account - Juicers
Folio No. 002
Date Supplier Detail of Purchase Unit Price | Total Mode of Payment
1|1 August 2007 | Mr. Anwar - Folio 001 5 juicer machines 2,000 10,000( Credit
419 August 2007 | Mr. Anwar - Folio 001 3 juicer machines 2,000 6,000 Credit
Total 8 juicer machines 16,000
Figure 5.5
FARAN ELECTRONICS SHOP
Purchase Account - Blenders
Folio No. 002
Date Supplier Detail of Purchase Unit Price | Total Mode of Payment
3|8 August 2007 | Mr. Qasim - Folio 002 2 blenders machines 5,000( 10,000 Credit
Total 2 blenders machines 10,000
Figure 5.6
FARAN ELECTRONICS SHOP
Purchase Return Account - Juicers
Folio No. 001
Date Supplier Detail of Purchase Unit Price | Total Mode of Payment
8|29 August 2007 | Mr. Anwar - Folio 001 1 juicer machine 2,000] 2,000 Credit
Total 1 juicer machine 2,000
Net Purchase = Total Purchases Purchase Return
Rs. 24,000 = (Rs.16,000 + Rs.10,000) Rs.2,000

For reference purposes, purchases shown in Figs 5.4 and 5.5 above and purchases return shown in Fig. 5.6 have
been coloured to clarify the calculation of net purchases of Rs.24,000. These figures shall be used in preparing a

creditors control account.
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Trade debts, sales and sales return account of Faran Electronics Shop are shown in Figs 5.7 to 5.11 below. Again,
the highlighted numbers correspond with those in Illustration 9.

Figure 5.7
FARAN ELECTRONICS SHOP
Trade Debtor Account - Ms. Faria
Folio No. 001
Date Sales / Detail Unit Total Amount | Mode |Folio No. Net
Sales Price Amount Received [ (Cash / Payable
Return a b Bank) c=a-b
Account
Folio No.
Rs. Rs. Rs. Rs.
2| 5 August 2007 003 2 juicers 2,500 5,000 — — — 5,000
51 9 August 2007 003 4 juicers 2,500 10,000 —_ —_ — 15,000
5| 9 August 2007 004 |1 blender [ 6,000 6,000 — — — 21,000
7|] 26 August 2007 001 1 juicer 2,500 (2,500) —_ —_ — 18,500
10| 31 August 2007 — —_ —_ _ (750)] — — 17,750
10| 31 August 2007 — — — —_ (8,000) — —_ 9,750
Figure 5.8
FARAN ELECTRONICS SHOP
Trade Debtor Account - Mr. Rahim
Folio No. 001
Date Sales / Detail Unit Total Amount |Mode |Folio No.| Net
Sales Price Amount Received [ (Cash / Payable
Return a b Bank) c=a-b
Account
Folio No.
Rs. Rs. Rs. Rs.
11| 1 August 2007 Opening Balance — — — 15,00
18 August 2007 | 004 1 blender 6,500 6,500 (2,500)| Bank | 003 5,500

Total receivable = Rs. 15,250 (Rs. 9,750 (Ms. Faria) + Rs. 5,500 (Mr. Rahim))

For reference, the closing balances of Ms. Faria and Mr. Rahim have been highlighted in Figs 5.7 and 5.8 above. This figure

shall be used in preparing the debtors control account.
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Figure 5.9

FARAN ELECTRONICS SHOP
Sales Account - Juicers
Folio No. 002
Date Customer Detail of Sales Unit Price Total Mode of Receipt
2| 5 August 2007 | Ms. Faria - Folio 002 2 juicer machines 2,500 5,000 Credit
5 | 9 August 2007 | Ms. Faria - Folio 002 2 juicer machines 2,500 10,000 Credit
Total 6 juicer machines
Figure 5.10
FARAN ELECTRONICS SHOP
Sales Account - Blenders
Folio No. 004
Date Customer Detail of Sales Unit Price Total Mode of Receipt
5 | 9 August 2007 | Ms. Faria - Folio 002 1 blender 6,000 6,000 Credit
6 | 18 August 2007 | Mr. Rahim - Folio 003 1 blender 6,500 6,500 Credit
Total 2 blenders 12,500
Figure 5.11
FARAN ELECTRONICS SHOP
Sales Return Account
Folio No. 001
Date Customer Detail of Inventory Returned |Unit Price | Total |Mode of Receipt
7|| 26 August 2007 | Ms. Faria - Folio 002 1 juicer 2,500| 2,500 Credit
Total 1 juicer 2,500
Net Sales = Total Sales - Sales Return

Rs. 25,000 = (Rs.15,000 + Rs. 12,500)

Rs. 2,500

For reference purposes, sales in Figs 5.9 and 5.10 above and sales return in Fig. 5.11 have been coloured to clarify the
calculation of net sales of Rs.25,000. These figures will be used in preparing the debtors control account.
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Figure 5.12

Trade Debtors Control Account

Trade Creditors Control Account

Opening balance 1,500 Opening balance 5,000
Add: Total sales 27,500 Add: Total purchases 26,000
Add: Cheques dishonoured — Add: Cheques dishonoured —
Less: Cash received — Less: Cash paid —
Less: Cheques received (10,500) Less: Cheques paid (12,000)
Less: Discounts allowed (750) Less: Discounts received —
Less: Sales returned (2,500) Less: Purchases returned (2,000)
Closing balance 15,250 17,000

Total balances payable to creditors and balances receivable from debtors as shown above after Figs 5.3 and 5.8 are equal
to the closing balances of Creditors Control Account and Debtors Control Account respectively as shown in Fig. 5.12 above.

5.2.2 Inventory control accounts

Just as trade debtors and trade creditors control accounts are maintained, a business should also maintain its inventory
control account. The inventory control account gives the following information:

opening balance of inventory
inventory purchased
inventory returned

inventory sold

closing balance of inventory.

* & 6 o

An inventory control account would look as shown in Fig. 5.13 below.

Figure5.13

Inventory Control Account
Opening balance XXX
Add: Total inventory purchased XXX
Less: Discounts received (XXX)
Less: Inventory returned (XXX)
Less: Inventory sold (XXX)
Closing balance XXX

The inventory control account is also very simple to maintain. It uses the information from the inventory purchase accounts
and inventory valuation method as described in Chapter 3.
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ILLUSTRATION 10

Using data from lllustration 9, Figs 5.2 to 5.12 and the following information, Faran prepares the inventory control

accountas shownin Figure 5.14 below.

Inventory purchased = Rs.26,000 (Rs.16,000 (Fig. 5.4) + Rs.10,000 (Fig. 5.5)) A
+ Average purchase price per juicer = Rs.2,000 (Rs. 16,000/ 8 juicer Fig.5.4)
* Average purchase price per blender = Rs.5,000 (Rs.10,000/ 2 blenders Fig5.5)

Inventory returned = Rs.2,000 (Fig. 5.6) B
Net inventory sold = Rs.20,000 C

+ 5 juicer machines (Figs 5.9 and 5.11) as juicers are purchased for an average of Rs.2,000 each, the cost of

juicers soldis Rs.10,000

+ 2 blenders (Fig. 5.10) as blenders are purchased for an average of Rs.5,000 each the cost of blenders sold is

Rs.10,000

Figure 5.14

Inventory Control Account

Opening balance

Add: Total inventory purchased 26,000
Less: Discounts received —

Less: Inventory returned (2,000)
Less: Inventory sold (20,000)
Closing balance 4,000

CHAPTER ROUND-UP

1.

A business can use control accounts in order to know the overall position of its trade creditors, trade debtors and

inventory.

Atrade creditors control account contains the following information:
+ balance payable at the beginning of any period

* o o o

total purchases

discount received

payments made during the period

total outstanding balance at the end of the period.

Atrade debtors control account contains the following information:
+ balance receivable at the beginning of any period

total sales

* o o o0

discount given
payments received during the period
total outstanding balance at the end of the period.
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* 6 6 0 o

An inventory control account gives the following information:

opening balance of inventory
inventory purchased
inventory returned

inventory sold

closing balance of inventory.
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