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FORM FOUR 

CHAPTER TWENTY FIVE 

INTERNATIONAL TRADE 

 

Specific Objectives 

By the end of the topic the learner should be able to: 

a) Explain the meaning of international trade; 

b) Explain the advantages and disadvantages of international trade; 

c) Discuss the terms of trade, balance of trade and balance of payments; 

d) Discuss the causes of balance of payment disequilibrium; 

e) Discuss the measures that may be taken to correct balance of payment disequilibrium; 

f) Explain the terms of sale in international trade; 

g) Describe the documents used in international trade; 

h) Discuss the role of international financial institutions in international trade; 

i) Describe the various forms of economic integration; 

j ) Explain the importance of economic integration to a country; 

k) Explain the advantages and disadvantages of free trade; 

1) Explain the reasons for trade restriction; 

m) Discuss the methods of trade restriction; 

n) Discuss the advantages and disadvantages of trade restriction; 

o) Discuss trends in international trade. 

 

Content 

a.) Meaning of international trade 

b.) Advantages and disadvantages of international trade 

c.) Terms of trade, balance of trade, balance of payments 

d.) Balance of payments disequilibrium 

e.) Correcting balance of payments disequilibrium 

f.) Terms of sale in international trade 

g.) Documents used in international trade 

h.) International financial institutions: International Monetary Fund (IMF), African Development 

Bank (ADB), International Bank for Reconstruction and Development (World Bank) 
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i.) Forms of economic integration 

j.) Importance of economic integration to a country 

k.) Advantages and disadvantages of free trade 

l.) Reasons for and methods of trade restriction 

m.) Advantages and disadvantages of trade restriction 

n.) Trends in international trade e.g. Liberalization, Export Processing Zones (E.P.Z) 

 

 Introduction  
A trade between two or more countries is referred to as international trade. 

Classification of international trade  

  

 Multilateral trade  

A trade among many countries  

 Bilateral trade  

A trade between two countries  

Exports  

Goods and services sold by one country to another country. 

Imports 

Goods and services bought by a country from another country. 

Advantages of international trade  

 

a.) Exchange of goods and services  

It enables a country to obtain what she does not produce through imports and exports  

b.) Promotes peace  

Helps in promoting peace among the trading countries  

c.) Availability of cheaper goods  

Enables a country to obtain goods more cheaply than it can produce them  

d.) Encourages specialization  

Enables a country to specialize in production of goods and services for which they have comparative 

advantage in terms of resources endowment. 

e.) Promotes competition  

Promotes competition between imports and locally produced goods which in effect improves the quality 

of goods produced. 

f.) Transfers of technology  

Facilitates transfers of technology from more developed countries to less developed ones thereby 

accelerating development. 
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g.) Exploitation of resources   

The wide market created by the trade enables a country to fully exploit her resources due to wider market  

h.) Morbidity of factors of production 

Facilitates the mobility of factors of production such as labor and capital from one country to another. 

Disadvantages  

 
a.) Collapse of local industries  

May cause collapse of local industries as people tend to buy imported goods. 

b.) Harmful and unwanted products  

Can result into unwanted and harmful products such as hard drugs entering into the country. 

c.) Over dependency  

Results into over dependency on imported commodities especially the essential ones could lead to a 

country becoming a slave of the other and this could compromise its sovereignty. 

d.) Problems of supply  

A country that relies on imported products may face problems of supply during times of emergency. 

e.) Imported inflation  

May lead to a country experiencing imported inflation  

f.) Negative effects of interaction 

Through interaction, people of a given country may end up acquiring bad cultural values from their 

trading partners 

 

                               Terms of trade 

 
This is a relationship between what a country exports and what she imports. It is the rate at which a 

country’s export exchanges against imports. 

Terms of trade   = exported price index ÷ imported price index  

Reason for Differences in the terms of trade between countries. 

 

a.) Nature of the commodity being exported  

A country whose main export is raw materials is likely to experience unfavorable terms of trade. While a 

country that exports finished products like manufactured goods is likely to experience favorable terms of 

trade as the prices of manufactured goods are higher compared to unprocessed goods. 

b.) Nature of the commodity being imported  

 A Country that imports expensive goods such as manufactured goods may experience adverse terms of 

trade while one that imports cheap raw materials may experience favorable terms of trade. 

c.) Demands for a country’s exports 
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A country with increased demands for its exports is likely to experience favorable terms of trade while if 

the demands reduces she may experience unfavorable terms of trade. 

d.) Existing world economic order 

Due to their bargain powers industrialized countries tend to dominate decision making in the international 

market. International markets tend to favor products from these two countries hence having favorable 

terms of trade as a result. 

e.) Total quantity supplied 

If a commodity is being supplied by many countries into the world market, its supply becomes very high 

reducing its price. A country relying on such products may experience unfavorable terms of trade. While 

a country that relies on exportation of commodities that are in short supply experience favorable terms of 

trade  

 

Balance of payment Accounts 

 

 It is a summary statement showing all the transactions that have taken place between a particular country 

and the rest of the world over a given period of time. 

Transaction may arise from  

 Trade in tangible or visible goods  

 Trade in invisible goods (services) 

 Flow of capital into and out of the country. 

Components of balance of payments accounts  

It has three major components  

a.) The balance of payments of current account 

This is the difference between the total value of exports and imports for both invisible and visible goods 

In summary 

(Visible exports -visible imports) +(Invisible exports − invisible imports) = balance of payments on 

current account. 

Note 

The receipts are credited and payments debited in the current account.  

The balance of payments on current account may be: 

In equilibrium  

The receipts are to the payments for visible and invisible goods  

Unfavorable  

The receipts are less than the payments for invisible and visible goods  

Favorable  

The receipts are more than the payments for invisible and visible goods  
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b.) Balance of payment on capital account 

The difference between the value of capital receipts and the value of capital payments. 

c.) The official settlement Account 

This is the account that summarizes the financial transitions between a country’s central bank and other 

countries through the international Monetary Fund (IMF) 

 

Balance of payment Disequilibrium 
This occurs when there is either a credit (surplus) or a debit (deficit) balance in the balance of payments. 

Causes of Balance of payments Disequilibrium 

 

a.) Fall of volume of export 

A decline in the volume of exports may reduce export earnings causing a deficit. 

b.) Deterioration in the countries terms of trade 

If the values of countries exports reduce relative to that of imports, the country may experience 

disequilibrium in the balance of payments as the exports would be earning less compared to what’s being 

paid for the imports 

c.) Increase in the volume of imports 

When a country’s exports remain constant but the volume of imports increases disequilibrium is likely to 

occur. 

d.) Restriction by trading partners 

If a trading partner decides to reduce importation, the other country may be importing more from such 

partner country compared to what it is exporting to the partner. 

e.) Less capital inflow compared to outflow 

Where capital inflow is less than capital outflow a country may experience a deficit in capital account and 

this may be reflected in the balance of payment. 

f.) Over valuation of a domestic currency 

An overvalued domestic currency makes the country’s exports becomes more expensive compared to 

imports and this may discourage exportation leading to disequilibrium in the balance of payment. 

g.) Devaluation by a trading partner 

Devaluation encourages exports while discouraging imports. A country trading with a country that has 

devalued her currency may end up importing more from and exporting less to such a country 

 

Correcting balance of payments Disequilibrium 
The measures to be taken are as follows: 

I.) Measures that would control the volume of imports 
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a.) Imposing or increasing import duty 

By increasing or imposing import duty, imported goods become more expensive than locally produced 

goods. This would discourage importation of goods. 

b.) Quotas  

By reducing the maximum amount of goods that can be imported will reduce the amount of imports. 

c.) Foreign exchange control 

Importers pay for imports through foreign exchange, the amount of imports can be limited by limiting the 

foreign exchange that is located to the importation of goods. 

d.) Administration of bottlenecks 

Government may restrict the importation of commodities by putting in place cumbersome and 

complicated procedures to be followed by those who wish to import. 

 

II.) Measures that would increase volume of Exports 

 

a.) Export compensation scheme 

Under this scheme, the exporter is allowed to claim from the government a certain percentage of the value 

of the products exported. This will enable the exporter to charge less hence increasing the demand for the 

product in the world market. 

b.) Help given to exporters by the government departments 

The government departments such as the departments of foreign affairs or trade and industry may give 

useful information about the world market and also negotiate with other countries to secure preferential 

treatment for their country’s exports. 

c.) Customer drawbacks 

The government may refund either in full or in part the custom duty paid when importing raw materials 

for the manufacture of finished products if they are exported. The refund is called draw backs. 

 

III.) Encouraging foreign Investment into the country. 

A country may correct disequilibrium in the balance of payments by encouraging foreigners to invest in 

the country. The foreigners would bring in capital to build and run factories. 

IV.)  Devaluation  

Devaluation promotes exports while restricting imports thereby correcting disequilibrium in the balance 

of payments. 

 

Terms of sale in international trade  
This is the price quotation that states the expenses that are paid for by the exporter and those that are to be 

paid for by the importer. 
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The following are some of the common terms of sale in international trade: 

 

LOCO or Ex-warehouse or ex- works 

Price quoted covers the goods as they are in the exporter’s premises. The importer has to meet the costs of 

moving the goods from the exporter’s premises to their destination. 

F.O.R (Free on Rail) 

Price quoted includes the expenses for transporting the goods from the seller’s warehouse up to the 

nearest railway station. 

D.D (Delivered Docks) 

Price quoted includes expenses up to the docks. A dock is a place where ship awaits for cargo. 

F.A.S (Free Alongside ship) 

Price quoted includes transport expenses up to the docks as well as dock charges. 

F.O.B (free on Board) 

The price quoted includes the movement of goods up to when they are in the ship. 

C & F (Cost and Freight) 

The price quoted includes the cost as well as shipping charges. 

C.I.F. (Cost insurance and Freight) 

The price quoted includes the cost of goods, cost of transport and insurance cover against marine risks up 

to importers port of entry. 

Loaded 

Price quoted includes all expenses up to the port of destination as well as unloading charges. 

In bond 

The price quoted includes the expenses of handling the goods in the bonded warehouse. However, storage 

charges and customers duties are met by the buyer 

Franco (free of Expenses) 

This includes the cost of goods and any other expense up to the importers premises. This means that the 

importer does not incur any other expense other than the quoted price. 

O.N.O (or nearest offer the quoted one.) 

This means that the exporter is willing to accept the quoted price or any other nearest to the quoted one. 
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Documents Used in International Trade 

 
a.) Letter of credit 

This is a document that enables an importer to get goods on credit to assure the exporter that the amount 

due would be paid. 

Importance  

The letter signifies that the issuing bank would pay to the corresponding bank the amount stated therein 

provided that the exporter meets certain conditions such as submitting the necessary exporting documents 

b.) Import license 

A document that enables a person to import goods. 

Importance 

It shows that the importer has a permission to deal with the goods. 

c.) Indent  

This is an order sent by an importer to an agent in the exporting country. 

Importance 

 Contains the details of the goods required. 

 The method of packing. 

 The transporting company. 

 The terms of payments. 

 

d.) Bill of landing 

A document prepared when goods ordered are loaded into the ship, 

Importance/purpose 

 It is evidence that goods have been received by the owner. 

 It is evidence of the terms of contract between the ship owner and the shipper 

 It is a document of title in that it enables the person named therein or his agent to claim the goods 

when they arrive at the port of destination. 

 

e.) Policy or certificate of insurance 

A document to show that goods are insured before being dispatched 

f.) Certificate of origin 

A document prepared by an exporter giving details of the goods exported and the name of the country of 

origin. 

Importance 

Enables the importer to get preferential treatment on the goods imported especially if they originated from 

a country that is a member of trading bloc. 

g.) Airway Bill 

A document prepared when goods are transported by air. 
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Importance/purpose 

It shows the charges that the importer is supposed to pay to the airline company. 

h.) Commercial invoice 

This is a document that is prepared by the seller to demand payments  

Contents include 

 Name and address of the exporter 

 Name and address of the importer  

 Price 

 Terms of sale  

 Description of the consignment  

 Name of the ship transporting the consignment. 

Importance/purpose 

To demand payments  

i.) Consular invoice 

A document that shows that the prices charged on the goods are  fair as certified by the importing 

country’s officials or consul with the embassy in the exporting country. 

Importance/purpose 

Helps in speeding up delivery of goods to the importer. 

j.) Proforma invoice 

It resembles an invoice apart from being marked profoma. It does not hold the buyer liable for payment of 

the amount marked in it. 

Circumstances under which it is issued. 

 To serve as a formal quotation. 

 To serve as a polite request for payment in advance for the goods ordered especially if the 

customer is new. 

 Where the importer would like to initiate clearing of customs duty early enough to avoid delays. 

k.) Freight Note 

A document prepared by the shipping company to indicate the charges for shipping the goods. 

 

Importance  

It is sent to the exporter who upon payment of the charges gets a receipt 

l.) Letter of hypothecation  

This is a letter written by the exporter to his or her bank authorizing it to resell the goods being exported. 

m.) Weight Note 

A document that states the weight and measurements of the goods delivered at the docks 

n.) Shipping Note 

This is a document that is issued by the ship owner giving details of the goods shipped. 
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International Financial institutions 

 
a.) International Money Fund (IMF) 

Created in a conference held in Bretton Woods in 1944.The objectives of IMF includes 

 Maintenance of stable exchange rates 

The fund requires member countries to intervene in the foreign exchange market to ensure that exchange 

rates are within the required limits 

 promotion of consultation and co-operation amount member countries 

Consultation and cooperation among member countries is necessary in order to maintain stable exchange 

rates and a smooth international trade. 

 Provision of sufficient international liquidity 

IMF holds gold and a pool of member countries currencies' which are used to facilitate international 

transactions, 

b.) African Development Banks (ADB) 

The Africa Development Bank Group is a multinational development bank supported by 77 nations and 

established in 1964.The Bank Groups consist of Three institutions: 

 The African Development Bank (ADB). 

 The African Development Fund (ADF). 

 The Nigeria Trust Fund (NTF).  

c.) International Bank for Reconstruction and Development (IBRD) 

Also referred as World Bank was created in Bretton Woods Conference 1944 

                                                    End of topic   

              

Past KCSE Questions on the topic 

PAPER 1 

1. Outline four  benefits that Kenya derives  by being a member of preferential Trade Area 

PTA            (4 

mks) 

2. Give four reasons why it may be necessary for a  country to control  imports (4 

mks) 

3. State four  benefits that a country  may derive from participating in international trade 

          (4 mks) 

4. State four methods  of controlling imports    (4 mks) 

5. State four measures that Kenya  may take  to promote  her exports(4 mks) 
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6. State four factors that may limit the success of trade agreements among African countries 

       (4 mks) 

7. State in the spaces provided below, state  the business  document  to which each of the 

following statements relates    (4 mks) 

 

 

Statement Document 

A. Informs the buyer when goods were dispatched and by what  

means 

B. A request by seller for payment in advance 

C. Used to correct  under  undercharge in an invoice 

D. Shows details of the transactions between  seller and buyer  during 

a  

      given period 

 

8. Highlights  four problems  a country by participating in international trade (4 mks) 

9. Outline four  circumstances under which a proforma invoice  may  be used (4 mks) 

10. Explain the following terms as used in international trade  

a. LOCO 

b. F.O.R 

c. F.A.S 

d. Bill of Landing 

11. State three  functions of departments of international trade in the  ministry of commerce 

and industry          (3 

mks) 

12. Country X has recorded a surplus balance of payments from its foreign trade. Outline 

four ways in which the country can spend these surplus earnings   (4 

mks) 

13. List four benefits that a country derive from engaging  in international trade (4 

mks) 

 

 

PAPER 2 
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1. Explain five ways in which a country benefits by participating in international trade 

         (10 mks) 

2. Outline five transactions  which are recorded in balance  of payment account of a country 

        (10 mks) 

3. Explain five  measures that a country may take   to promote  her  exports (10 mks) 

4. Explain the meaning and significance in each of the following terms as used of the 

following terms as used in foreign trade. Terms of trade, balance of payment, exchange 

rate, balance of trade and common market. (10 mks) 

5. Explain the significance of each of the following documents as used international trade.  

Bill of lading, proforma  invoice, indent, letter  of  credit 

6. Country X has obtained a surplus in its balance of payment. Explain the  factors that 

could have  contributed to this surplus  (10 mks) 

7. Explain six  problems being faced by the Kenya External Trade Authority (KETA) 

        (12 mks) 

8. Explain the factors that may  lead to deteriorating terms of terms of  trade for a  country 

       (10 mks) 

9. Outline five functions of Kenya external Trade Authority (KETA)(10 mks) 

10.  Highlight five  benefit that Kenya gets from trading  with other countries 

(10 mks) 

11. The domestic currency of a certain country has been depreciating over time. Highlight 

five  disadvantages of the depreciation of the country (10 mks) 

12. Highlight five ways in which a  bill of lading is useful to an  importer of goods  

         (10 mks) 

 

  

www.kenyanexams.com

http://kenyanexams.com


13 
 

CHAPTER TWENTY SIX 

ECONOMIC INTERGRATION 

 

Introduction 

This is where two or more countries in the same region join up and cooperate with each other for their 

own mutual economic benefits. 

Forms of Economic integration  

Free trade area  

Countries within a free trade area agree to either abolish or relax tariffs, quotas and any other trade barrier 

amount themselves while each individual country remains free to impose restrictions on trade with non-

member countries. 

Examples are: 

 Preferential Trade Area (PTA). 

 European Free Trade Area (EPTA). 

 The Latin American Free Trade Area (LAFTA) 

Customs Union 

It is similar to PTA but Unlike PTA countries in a customs Union impose a common Tariff on trade with 

non-member countries 

Example are: 

 East African Customs Union (EACU). 

 BENELUX (Belgium, Netherlands and Luxembourg). 

 The central African Customs and Economic Union(CACEU) 

Common Market 

It is similar to Customs union but unlike customs union countries in a common market allow free 

movement of factors of production such as labor, capital and entrepreneurship amount the member 

countries. 

Examples are: 

 European Economic Community (EEC). 

 Central America Common Market (CACM) 

 

Economic union 

An economic union has all the features of a common market I.e. Conducive conditions for internal trade, 

Common external trade barriers and Free factor mobility but unlike Common market it has a joint 

economic institutions such as central bank, they also may have a common monetary system and common 

public services such as railways and communication network. 

Importance of economic integration  

a.) Availability of market  
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A wider market is created due to economic integration for a country’s products. 

b.) Encourages specialization  

Each country can concentrate on production of goods and services that it can produce cheaply and 

efficiency leaving other country’s to produce what they can. 

c.) High Quality and cheap products are produced  

High quality and cheap goods are produced due to specialization and competition among members 

countries. 

d.) Promotes peace  

Economic integration promotes peace among people of the involved countries as they interact and 

cooperate with each other. 

e.) Common Bargaining Front  

Countries involved in economic integration enjoy the benefits of common bargain with non-member 

countries. This may bring about better terms of trade. 

f.) Employment creation 

People can easily be employed since they are free to move from one member country to another. 

Trade Restrictions /Trade protection /protectionism 

This refers to imposition of measures aimed at restricting trade amount countries. 

Reasons for Trade Restrictions 

a.) Protection of local infant industries  

Young growing industries should be protected since they are not able to compete favorably with big 

established ones which enjoys economies of scale. 

b.) Protection of strategic industries  

Strategic industries are those that a country cannot do without them, such as food and security it will not 

be wise for a country to depend on another country for such commodities 

c.) Creation and protection of employment  

When imports are discouraged due to trade restrictions, it encourages establishment of local industries to 

produce these goods hence creating employment by hiring people to work in them 

d.) Prevention of Dumping  

This is a situation where a country disposes of its substandard or inferior products by selling them cheaply 

into another country. Dumping may create unfair competition in addition to harmful effects. 

e.) Preservation of balance of trade and foreign Exchange Reserves  

A balance of trade deficit may be rectified by restricting imports because a balance of trade deficit is 

undesirable. 

f.) Protection of Cultural and social Values'  

During trade people of different countries interact with each other borrowing cultural values of one 

another which may be harmful to one's country. Trade restriction may reduce this importation of cultures 
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Methods of trade restrictions  

a.) Tariffs 

Tariffs are Taxed levied on either imports or on exports. Tariffs increases the prices of the commodities 

that they are levied on thereby reducing the demand for such commodities. 

b.) Quotas 

This refers to the restrictions on the quantity or on the value of a commodity to be imported or exported 

over a given period of time. A zero quota is referred to as embargo. 

c.) Foreign Exchange Control  

The government can therefore make acquisition of foreign exchange more difficult in order to restrict 

international trade. 

d.) Moral persuasion  

The government may appeal to importers or export to willfully restrict the importation or exportation of a 

certain commodity 

Disadvantages of trade restrictions  

a.) Possible retaliation by other countries  

When one country imposes restriction on imports from another country, the other country can also react 

by similarly imposing restriction on imports from the former country. 

b.) Production of low quality commodities  

Due to lack of competition the protected industry may end up producing low quality commodities. 

c.) High prices for locally produced commodities  

Due to their small size the protected infant industry may not enjoy economies of large scale therefore they 

will have high cost of production. 

d.) Less consumer choice 

There will be fewer goods and services for consumers to choose from if trade restrictions are put in place 

leading to low standards of living for such people. 

e.) Danger of the need for perpetual protection  

The protected infant industries have tendency of remaining young therefore always calling for protection 

with its inherent problems. 

f.) Possible emergence of Monopolies  

Protectionism may lead to emergence of monopolies which are always insensitive to customer demands, 

overcharging and provision of low quality products. 

Foreign Exchange Rates 

An exchange rate is the price at which one currency is exchanged for another currency. 

Types of exchange rates 

a.) Fluctuating/flexible /floating /exchange rate systems  

This is a situation where there is a free and competitive foreign exchange market. The foreign exchange 

value of a country’s currency depends on: 
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 The country’s balance of trade. 

 The capital transactions with the rest of the world. 

 Actions of speculators 

 

b.) Fixed exchange Rates 

Under this system the values of currencies are fixed in terms of a common denominator  

c.) Adjustable peg system   

This is where flexibility in exchange rates is managed. 

Current trade in international trade  

a.)  Liberalization 

This is the removal of trade barriers amount countries so that each country can freely trade with others 

b.)  Websites 

This is the store of information within the internet where one can get access to it by use of a computer. 

c.) Export processing zones (EPZ) 

These are areas set aside by the government where industrialists can set up firms to process goods for 

export at or no little charge. 

Advantage of EPZ 

 Encourages foreign investors into the country. 

 Create jobs opportunities. 

 Stimulate industrialization. 

 Earn the government some revenue after the tax free period. 

 Encourages exports due to the incentives given by the government which in turn helps to correct 

unfavorable balance of payments 

Disadvantages  

 Encourages social evils such as prostitution. 

 Using employ foreigners in management positions. 

 Do not generate revenue for the government during the tax free period. 

 Concentrated only in a few towns which brings about imbalanced regional development. 

 

                                                    End of topic   

              

Past KCSE Questions on the topic 
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1.  Outline any four problems encountered in development planning in Kenya    

2.  Mention any four obstacles faced by the Kenyan government in realizing its development 

planning            

3.  Outline four indicators of underdevelopment       

4.  Highlight four circumstances under which a country may be classified as underdeveloped  

5.  Highlight three goals of development                   

6.  Describe four reasons why it is important for Kenya to prepare a proper development 

plan  

7.  Highlight four characteristics of good development plan      
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CHAPTER ONE 

DETERMING THE NET WORTH 

OF A BUSINESS 

 

Specific Objectives 

By the end of the topic the learner should be able to: 

a) Explain the meaning of the terms assets, liabilities and capital; 

b) Derive the book-keeping equation; 

c) Prepare a simple balance sheet; 

d) Relate the accounting equation to the balance sheet; 

e) Explain the meaning of net worth of a business. 

 

Content 

a.) Meaning of assets, liabilities and capital 

b.) The book keeping equation 

c.) Balance sheet 

d.) Relationship between book-keeping equation and balance sheet 

e.) Net worth of a business 

 

Business transactions 

These are all transactions that involve monetary values. It is not easy to memories all the business 

transactions hence a form of record is needed. When the recording is done in a systematic way it is called 

book – keeping. 

Basic terms used in business 

a.) Debtor  

A person or organization who owes money to another. 

b.) Creditors  

A person or organization to whom money is owed 

c.) Goods  

These are items bought for the purpose of resale. 

d.) Assets  

These are property of all kind owned by an individual, a business or any other organization and to which a 

monetary value is attached. There are two types of assets: 
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Fixed assets 

These are assets expected to last for a long time usually more than one year. They are not intended for 

resale but to help in the running of the business in order to produce and provide goods and services. 

Examples are buildings, land, motor cars and furniture. 

Current assets 

These are assets which are expected to last for a very short period of tie usually less than one year. 

Examples include cash in hand, stock of stationery, debtors and prepaid insurance. 

Characteristics of Assets 

 A resource owned and controlled by the business. 

 Must have been acquired in the past. 

 An item of value that can be measured reliably in monetary terms. 

 May be either fixed or current. 

 

e.) Liabilities 

These are borrowed money and items bought on credit, A liability is therefore what is owned to others. 

Examples are a loan borrowed, goods bought on credit, bills not yet paid etc. There are two types of 

liabilities. 

 Long term liabilities 

These are debts that are not expected to be settled within one year. 

 Short term liabilities  

Debts that are payable within one year. For example bank overdrafts and debts for goods (creditors) 

payable within one month. 

Characteristics of a liability 

 It’s a present obligation for a business to settle as a result of past commitment. 

 Its settlement may reduce business assets. 

 Amount involved can be measured reliably in monetary terms. 

 Owned to outsiders. 

 May be classified as a long term or short term (current liabilities). 

f.) Capital 

This is money needed to start and run a business. Also called owners claims or owners’ equity. 

 

                     Book keeping equation 
The book keeping equation states that assets is equal to capital added to liabilities. 

                         Assets = capital + liabilities 

The book keeping equation can be used to calculate the value of one item given the other two items as 

follows: 

                                A = C + L 

                               C = A - L 
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                               L = A – C 

 

Example 

The following table contains information relating to a business A, B, C, and D.  Determine the figures represented by 

W, X and Y. 
Business Assets Capital Liabilities 

A 

B  

C 

620,000 

          X 

800,000 

 W 

 400,000 

 500,000 

230,000 

120,000 

           Y 

    

 

 

Solution 

 Assets = Capital – liabilities 

(a) Capital  = 620,000 – 230,000 

  = 390,900 

 

(b) Assets  = 400,000 + 120,000 

  = 520,000 

 

(c) Liabilities = 800,000 – 500,000 

  = 300,000  

                         Balance sheet 
This is a statement that shows the financial position of a business as at a particular date. It is usually 

prepared at the end of a trading period/accounting period. 

                       

 

                                           Structure of balance sheet            

                                            BIGFOOT COMMUNICATIONS 

                                                         Balance sheet 

                                                  As at 21st June 2005 
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Assets                                        sh 

Stock                                        20,000 

Furniture                                    8,000 

Cash                                          30,000 

Debtors                                       6,000 

 Capital + Liabilities                        sh 

Creditors                                               9,000 

Bank loans                                             12,000 

 

Capital                                                  43,000 

                                              64,000                                                                       64,000 

 

 

 

The balance sheet should have the following: 

a) Heading which should include: 

 Name of the business e.g. Bigfoot communications. 

 Name of the statement, i.e., balance sheet. 

 The data at which it is prepared ,e.g., as at 21st June 2005.The date is important because 

assets, capital and liabilities keep on changing as transactions take place and so the balance 

sheet can only be true at a specific time. 

b) Assets ,capital and liabilities 

 Assets are recorded on one side and capital and liabilities on the other side. 

 The total of the two sides of the balance sheet sides must always be equal. 

 

Example 

 The following balances were extracted from the books of Wasco traders on 30th October 1995. 

Cash   20, 520 

Bank   160,230 

Premises  800,000 

Debtors    40,000 

Creditors     62,000 

2 year loan     40,000 

Stock          2,500 

Prepare a balance sheet   
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Solution   

                                                Wasco Traders 

   Balance sheet as at 30th October 1995 

 Assets       Capital & Liabilities 

   Shs.     Shs. 

 Fixed Assets              Capital + liabilities 

                   Premises            800,000  Capital                   920,750 

           Current Assets                        Long term liabilities 

                     Stock             2,500   2 year loan 40,000 

           Debtors         40,000              Current Liabilities 

            Bank          160,230   

            Cash           20,520              creditors    62,500 

  1,023,250                                             1,023,250 

 

Note 

 When the assets are more than the liabilities the balance sheet is said to be solvent. 

 When liabilities are than assets such that the difference between liabilities and asset 

 Is negative capital or deficiency. 

 The business is said to be insolvent. 

Importance of balance sheet  

A balance sheet provide useful information for decision making which may be used I the following ways: 

i. Financiers – To know wether  the business is in a  position to meet their claims 

ii. Shareholders – To determine wether their funds are invested wisely. 

iii. Government – As one of the documents required for taxation purposes. 

iv. Potential investors – In order to make decisions on which shares to buy. 

v. The management – To compare their performance with previous years.  

 

 

 

Relationship between Book – keeping Equation and Balance Sheet 

Book keeping equation also called balance sheet equation because balance sheet shows assets on one side 

and capital and liabilities on the other side which is a representation of the book keeping equation . 

                              A = C + L 

Net worth of a business  

Net worth of a business simply refers to capital. It may be calculated by taking total assets and subtracting 

the liabilities.   
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                                             End of topic   

              

Past KCSE Questions on the topic 

PAPER 1 

1. The following table contains information relating to a business A, B, C, and D.  Determine the figures 

represented by W, X and Y. 

 

Business Assets Capital Liabilities 

A 

B 

C 

620,000 

          X 

800,000 

 W 

 400,000 

 500,000 

230,000 

120,000 

           Y 

 

2. In the spaces provided, indicate with a (+) or (-) the effects of each one of the following transactions on the 

assets, Liabilities or capital     (4 marks) 

a   Bought furniture on credit Assets Liabilities Capital 

b.  Paid creditors by cash    

c.   withdrew cash for personal use    

d.   Converted a personal car for business use    

3. The following relate to business A, B and C.  For each of the business determine the missing figures: M, N, 

and P 

Business   Assets   Capital   Liabilities 

A    30,000     m   12,000 
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B    n              16,000   13,000 

C    60,000   48,000   p 

4. For each of the following types of accounts, state in the spaces provided whether you debit or credit increase 

or decrease the account.       (3 marks) 

Type of account    To increase   To decrease 

a    Asset account 

b    Liability account 

c.   Capital 

5. In the table below, determine the missing fig.  X, Y and Z for each of business Q, R and S. – 

Business   Assets  Capital   Liabilities  

Q    250,000  X  120,000 

R    Y   1,500,000  Z 

S    600,000    100,000  400,000 (3 marks) 

6. The following information relates to business A, B, C and D. 

Business  Assets  Liabilities        Capital 

A   500,000  x     300,000 

B   Y            800,000                 1,200,000 

C   300,000            120,000            z  

D     700,000          t     500,000           
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Determine figure represented by X, Y, Z and T.     (4 marks)         
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CHAPTER TWO 

BUSINESS TRANSACTION 

 

Specific Objectives 

By the end of the topic the learner should be able to: 

a) Explain the meaning of a business transaction; 

b) Distinguish between cash and credit transactions; 

c) Determine the effects of transactions on the balance sheet; 

d) Discuss causes of changes in capital; 

e) Determine the initial and final capital of a business. 

Content 

a.) Meaning o f a business transaction 

b.) Cash and credit transactions 

c.) Effects of transactions on the balance sheet 

d.) Causes of changes in capital 

e.) Initial and final capital of a business 

 

Definition 

A business transaction is any dealings between two or more individuals or parties that can be assigned a 

monetary value. 

Classification of business transactions   

Cash transactions 

This is where both parts of the exchange are executed immediately. That is no credit. Payments may 

either be in cash or other forms of money such as cheques, money orders, postal orders or anything that 

can be accepted as medium of exchange. 

Cash transactions 

This is where goods or services are bought and payment is made at a later date. Payment at a later date is 

also referred to as deferred payment. 

The payment can still be in cash or other forms of money. 

Effects of transactions on the balance sheet 

A transaction taking place in a business will have the effect of increasing or decreasing some items of the 

balance sheet. 

Example 

The balance sheet of Bigfoot communications as at 31st December 2005 and the transactions that took 

place between the balance sheet date and 20th January 2006 are given below. A balance sheet as at 20th 

January 2005 after the transaction is shown below. 
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                                                    Bigfoot Communications 

                                                         Balance Sheet 

                                                As at 31st December 2005 

 

Assets                    sh                 sh 

Fixed Assets   

   Buildings           1,000,000 

   Motor Vans       1,500,000 

   Furniture             200,000       2,700,000 

Current assets     

Stock                 300,000 

Debtors              100,000 

Cash in bank        700,000 

Cash in hand        500,000         1,600,000 

                                                  4,300,000 

Capital + Liabilities                sh 

Capital                                    3,350,000 

Long term liabilities 

Loan from bank                        800,000 

Current liabilities 

Creditors                                150,000 

 

 

 

 

                                                  4,300,000 

 

 

Transactions that took place 

a.) Bought stock for cash sh 80,000 on 2nd January 2006.The effect was that the asset cash in hand 

decreased by sh 80,000 from sh 500,000 to sh 420,000.The asset stock increased by sh 80,000 

from sh 300,000 to sh 380,000. 

b.) Transferred sh 100,000 from cash in hand to the bank account on 3rd January.This  

effect was : The asset cash at bank increased by sh 100,000 from sh 700,000 to sh 800,000 and 

the asset cash in hand reduced by sh 100,000 from sh 380,000 to sh 280,000. 

c.) Some creditors were paid sh 50,000 by cheque on 5th January .The effect was that the liability 

creditors reduced by sh 50,000 from sh 150,000 to sh 100,000 and the assets cash in bank also 

reduced by sh 50,000 from sh 800,000 to sh 750,000. 

d.) Bought stock on credit sh 90,000.The asset stock increased by sh 90,000 from sh 380,000 to sh 

470,000 and the liability creditors increased by sh 90,000 from sh 100,000 to sh 190,000. 

e.) Sold stock on credit at cost sh 150,000 on 12th January .The effect was; stock was decreased by sh 

150,000 from sh 470,000 to sh 350,000 and the assets debtors increased by sh 150,000 from sh 

100,000 to sh 250,000. 

f.) Acquired a loan sh 500,000 from Keya Industrial Estates and used it to repay the bank loan on 

16th  January .The effect was;The liability KIE loan was created of sh 500,000 and bank loan was 

reduced by sh 500,000 from sh 800,000 to sh 300,000. 

g.) Received cash sh 100,000 from one of the debtors on 20th January .The effect was; the asset cash 

in hand was increased by sh 100,000 from sh 280,000 to sh 380,000 and the asset debtors reduced 
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by sh 100,000 from sh 250,000 to sh 150,000 and the asset debtors reduced by sh 100,000 from 

sh 250,000 to sh 150,000. 

Note  

It can be observed that a transaction affects two items of the balance sheet in either of the following ways; 

 An increase in an asset followed by a decreased in another assets. 

 An increased in a liability followed by a decrease in another liability.( capital is included 

as liability). 

 Both an asset and liability are affected in the same way. 

In a balance sheet the totals must always be equal on both sides.So whatever is done to one side must be 

done on the other side. 

The values on 20th January of the items affected were as follows: 

Stock: sh (300,000 + 80,000 + 90,000 – 150,000) = sh 320,000. 

Cash: sh ( 500,000 – 80,000 – 100,000 + 100,000 ) = sh 420,000. 

Bank: sh (700,000 + 100,000 – 50,000) = sh 750,000. 

Creditors: sh (150,000 – 50,000 + 90,000) = sh 190,000. 

Debtors: sh (100,000 + 150,000 – 100,000) = sh 150,000. 

Bank loan: sh (800,000 – 500,000) = sh 300,000. 

K.I.E loan: sh 500,000. 

The balance sheet as at 20th junuary 2006 after all the transactions would appear as shown below; 
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                                                   Bigfoot Communications 

                                                         Balance Sheet 

                                                As at 20th January 2006 

 

Assets                    sh                 sh 

Fixed Assets   

   Buildings           1,000,000 

   Motor Vans       1,500,000 

   Furniture             200,000       2,700,000 

Current assets     

Stock                 320,000 

Debtors              150,000 

Cash in bank        750,000 

Cash in hand        420,000         1,640,000 

                                                  4,340,000 

Capital + Liabilities                sh 

Capital                                      3,350,000 

Long term liabilities 

  Loan from K.I.E        500,000 

  Bank loan                  300,000    800,000 

Current liabilities 

Creditors                                     190,000 

 

 

 

                                                   4,340,000 

 

NOTE; 

 Buildings, Motor vans, Furniture and capital remained the same since they were not affected by 

any transaction.  

 It is also possible for a transaction to affect more than two items on the balance sheet. 

Example  

Esha bought stock of goods and paid by cash and the balance remained to be paid later. The items 

affected are: cash reduced, stock increased and creditors increased. 

 

Effects of transactions on balance sheet totals 

A transaction affecting the items of the balance sheet would in turn affect the totals of the balance sheet 

such that they may increase, decrease or have no change. The examples are shown below. 

Changes in capital 

Capital is the owners claim from the business and it’s referred to as the owner’s claims or owners’ equity 

.Changes in capital may be as a result of the following. 
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a.) Drawings  

This is refers to cash or other items taken from the business by the owner from private use. Drawing 

reduces a firm’s capital. 

To get the remaining capital we less drawings from the initial capital. 

b.) Additional investment 

These are additional cash or other assets brought in by the owner from his or her personal belongings. 

Additional investments increase a firm’s capital. 

To get the new capital after additional investment we add the investments to the capital 

c.) Profit  

The gains obtained after selling goods or services at a price higher than that which they were bought. The 

effect of profit is that it increases capital.  

So we add the profit to the initial capital to get the new capital. 

d.) Losses  

Losses are incurred when the cost of goods or services are higher than their sales. Losses reduces the 

capital hence to find the new capital after loss we take away the loss from the initial capital. 

 

Summary 

Capital at the end of a given period (final capital) = Capital at the beginning of the period (initial capital) 

+ profit + added investment – drawings. 

The unknown can be found by; 

CC = OC + P + I – D 

I = C.C – P + D 

D = O.C – C.C + I + P 

P = C.C – O.C – I + D 

 

Example 

In the spaces provided, indicate with a (x) whether each of the following transactions  will increase, decrease or have 

no effect in the balance sheet.    

Transaction     Increase Decrease   No effect         

Buying stock in cash 

Depositing extra cash into  

Business account 

     Drawing cash for personal use 

     Buying stock on credit       

 

Solution  
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Transaction Increase Decrease No effect 

 Buying stock in cash 

 Depositing extra cash into business a/c  

 Drawing cash for private use 

 Buying stock on credit 

 

x 

 x 

 

x 

x 

 

Example  

The following balance sheet was prepared from the books of Makara traders. 

Makara traders 

Balance sheet 

                                                    As at 31st Dec 2011 

    Sh  sh     sh  

 Fixed assets       capital               280,000 

 Motor vehicle  600,000              long term liabilities 

 Furniture   80,000  680,000 bank loan (5 years)            500,000 

 Current assets      short term liabilities  

 Stock   200,000   creditors    280,000 

 Cash       60,000   bank overdraft     20,000       300,000

 300,000 

 Debtors   140,000 400,000 

      1,080,000     1,080,000 

 

  The following transactions then took place in January 2012 

 (i) Opened  a bank account for the business and deposited shs 120,000 from personal 

sources. 

 (ii) Paid part of the bank loan shs 40,000 by cash. 

 (iii) Bought goods worth shs 50,000 on credit. 
 (iv) Sold part of the furniture worth shs 10,000 in cash 

 Required: 

 Prepare Makara traders balance sheet as at the end of January 2012 

Solution 

                                        Makara traders 

                                                           Balance sheet 

                                      As at 31st January 2012 

 Fixed assets          sh  sh                          sh   sh  

 Motor vehicle       600,000                      capital           400,000√√ 

 Furniture       70,000√ 670,00        long term liabilities   

 Current assets             bank loan (5 years)         460,000√ 

 Stock    250,000√                   short term liabilities 

 Cash   30,000√√          creditors    33,000√ 

 Debtors  140,000                   bank overdraft   20,000 

 350,000 
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 Bank   120,000√      540,000 

            1,210, 000√     1,210,000 

         

Each mark (√) 1 mark 10 x1=10 marks 

 

Example  

The following balances were extracted from the books of Mile Traders for the year ended 31st 

         December, 2014.  

           Kshs  

  Stock          100,000 

  Capital         800,000 

  Debtors         50,000 

  Creditors        80,000 

  Cash          10,000 

                Net Profit         10,000 

              Bank Overdraft                 70,000 

                Machines                  600,000 

                 Furniture                  200,000 

    Required: Prepare Mile Traders balance sheet as at 31st December 2014. 

Solution  

                                                              Mile Tracks 

                                                             Balance sheet  

                                                              As at 31/12/14  

Fixed assets           sh                      sh 

Machine                600,000 

Furniture               200,000           800,000 

Current Assets 

Stock                100,000 

Debtors              50,000 

Cash                    10,000          160,000 

                                               960,000 

                                         Sh                 sh 

Capital                         800,000 

Add net profit             10,000        810,000 

 

Current liabilities 

Creditors               80,000 

Overdraft             70,000              150,000 

                                                      960,000                                             
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                                                    End of topic   

              

Past KCSE Questions on the topic 

1. State the term that best fit each of the following description 

i. Money brought into the business by owner_______ 

ii. Goods bought for resale______ 

iii. Money borrowed by the owner of business.    (4mks) 

2. For each of the following transactions, indicate with a tick in the spaces provided whether the 

following business transaction will increase, decrease or have no effect on the balance sheet total. 

                Transaction     Effects on the balance Sheet 

       Increase    Decrease  No effect 

a) investing more cash in the business 

b) paying creditors in cash 

c) Buying a piece of furniture in cash        

 

3. In the spaces provided, indicate with a (x) whether each of the following transactions will 

increase, decrease or have no effect in the balance sheet.   (4 marks) 

                 Transaction    Increase Decrease   No effect         

a. buying stock in cash 

b. Depositing  extra cash into  

                       Business account 

c. Drawing cash for personal use 

d. Buying stock on credit       
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CHAPTER THREE 

LEDGER 

 

Specific Objectives 

By the end of the topic the learner should be able to: 

a) Explain the meaning and purpose of a ledger; 

b) Explain the concept of double entry, 

c) Explain the meaning and format of a ledger account; 

d) Explain the rules of recording business transactions in ledger accounts; 

e) Record business transactions in various ledger accounts; 

f) Describe the procedure of balancing a ledger account; 

g) Balance off a ledger account; 

h) Extract a trial balance from ledger account balances; 

i) Explain the purposes and limitations of a trial balance; 

j ) Classify accounts; 

k) Discuss the various types of ledgers. 

Content 

a.) Meaning and purpose of a ledger 

b.) Concept of double entry 

c.) Meaning and format of a ledger account 

d.) Rules of posting transactions to various ledger accounts: Asset account, Liability account, 

Expense account, Revenue account, Capital account. 

e.) Recording business transactions in the ledger accounts 

f.) Balancing a ledger account 

g.) The trial balance 

h.) Purpose and limitations of a trial balance 

i.) Classification of ledger accounts 

 

Definition 

An account (A/C) is a chronological record of all the transactions affecting a particular item. The book of 

accounts where the transactions are recorded is referred to as the ledger. 

All transactions pertaining to a particular item are recorded in one account, and all the accounts are kept 

in the ledger. An account has the shape of capital letter “T “. 

An account has three basic features: 
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 Title  

This is the name of the account, usually centered on the top of the account. 

 Debit side 

This is the name given to the left – hand side of an account and it is usually abbreviated “Dr” 

 Credit side  

This is the name given to the right- hand side and it is abbreviated “Cr” 

Note; 

Each side of an account has four columns: 

i. Date column in which the date of the transaction is recorded. 

ii. Particular (details) column in which short description of the transaction is recorded. 

iii. Folio column which is  for cross referencing  

iv. The amounts column in which the figures in money terms are recorded. 

The pages of a ledger are called folios. 

The accounts in the ledger are called ledger accounts. 

Rules of recording transactions in ledger Accounts 

Transactions resulting in increased in a particular item are recorded on one side of the account while those 

resulting in decrease are recorded on the other side as follows; 

a.) Assets  

An increase in asset is recorded on the debit side (debited) while a decrease is recorded on the credit side 

(credited). 

 

Example 

Buying a motor car has an effect of increasing assets and would be recorded in the motor car account on 

the debit side. 

Cash paid out in buying the car reduces the assest cash and would be credited in the cash account. 

b.) Liability 

An increase in liablity is credited while a decrease is debited. 

Example  

A payment to a creditor has the effect of reducing liablities and its debited to the creditors account. 

If goods are bought on credit they will have the effects of increasing the creditors and would be recorded 

on the credit side of the creditors account. 

c.) Capital 

An increase in capital would be recorded on the credit side of the capital account while the decrease in 

capital would be recorded on the debit side. 

Example  

If the owners of the business bring money from their personal belongings to the business this has the 

effect of increasing capital and would then be credited in the capital account. 
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d.) Expenses 

These are costs incurred in running a business such as salaries and insurance. An increase in expenses is 

recorded on the debit side of the affected account while a decrease would be credited. 

Example  

Payments of insurance premium would increase the insurance expense and would therefore be debited in 

the insurance expense accounts. 

e.) Revenues 

Revenues refers to incomes earned from sources other than the normal trading activities. An increase in a 

revenue is credited in the affected revenue account while a decrease would be debited. 

Example  

Discounts received would have the effect of increasing the discounts revenues and would therefore be 

credited in the discounts received account. 

The concept of double entry 
Book keeping is based on the principle of country entry. For example, for every debit made there must be 

a corresponding credit entry. 

In other words ,for every transaction, there is an account to be debited and an account to be credited. 

Recording Business Transaction in the ledger Accounts. 

The following steps are followed when recording transactions in the ledger: 

Step 1 

Take each transaction one by one 

Step 2 

Check the items that are affected by the transactions, name them and every transaction must affect at least 

two items. 

Step 3 

Classify each of the affected items as either assets, liability, capital, expenses or revenue. 

Step 4 

Determine whether each of the items affected has increased or decreased. One item may increase while 

the other decrease or both increases or both decreases. 

Step 5 

Decide the side of the account on which to make the record. This is whether to debit or to credit. 

Note  

Once the account to be debited has been identified, the other one will obviously need to be credited and 

vice –versa. 
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Example  

2004 Record the following transactions in ledger accounts. 

a) Received Ksh. 20,000 cash in respect of rent paid 

b) Purchased goods worth 30,000 on credit from crown traders. 

   

Solution  

 

 

 Dr.   Cash Account   Cr 

 

       Kshs. 20,000   

  

 

 

 Dr.   Rent Account   Cr 

 

 Kshs 20,000 

 

 

 

 Dr.   Purchases Account  Cr 

 

 Kshs 30,000 

 

 

 Dr.   Cash Account   Cr 

 

     Kshs. 30,000 

 

Example  

1st February 20 – 3 Mathai started a business with sh 70,000 cash. 

a.) Accounts  affected – cash in hand a/c 

- Capital a/c 
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b.) Nature of the a/c – Cash in hand a/c – Asset  

- Capital a/c –( special liability) 

c.) Effect                  - Cash in hand increased by sh 70,000 

- Capital increased by sh 70,000 

d.) Action                   - Debit cash in hand a/c with sh 70,000 

- Credit Capital a/c with sh 70,000 

 

4th February purchased office equipment for sh 20,000 in cash 

a.) Accounts  affected – Office equipment a/c 

- Cash in hand a/c 

b.) Nature of the a/c – Office equipment  – Asset a/c 

                                Cash in hand – Asset a/c 

c.) Effect                  - Equipment increased by sh 20,000 

- Cash in hand reduced by sh 20,000 

d.) Action                   - Debit equipment a/c with sh 20,000 

- Credit cash in hand a/c with sh 20,000 

6th February purchased motor vehicle for sh 350,000 on credit from Chama motors on credit 

a.) Accounts  affected – Motor vehicle a/c 

- Creditors ; Chama motors a/c 

b.) Nature of the a/c – Motor vehicle a/c  – Asset a/c 

                                Creditor; Chama motors – Liabilities a/c 

c.) Effect                  - Motor vehicle increased by sh 350,000 

- Creditor ; Chama motors increased  by sh 350,000 

d.) Action                   - Debit motor vehicle a/c  by  sh 350,000 

- Credit creditor ; Chama motor a/c with sh 350,000 

 

 

 

 

14th February opened a bank a/c and deposit sh 40,000 from cash till. 

a.) Accounts affected – Cash at Bank a/c 

- Cash in hand  a/c 

b.) Nature of the a/c – Cash at Bank  a/c  – Asset a/c 

                                Cash in Hand a/c – Asset a/c 

c.) Effect                  - Cash at Bank increased by sh 40,000 

- Cash in Hand reduced  by sh 40,000 

d.) Action                   - Debit Cash at Bank  a/c  with sh 40,000 

- Credit  ; Cash in Hand a/c with sh 40,000 
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Solution  

Dr                                                Capital Account                                         Cr 

Date                                                                              particulars Folio  Amount 

sh  

 Date  particulars Folio  Amount 

sh  

     20 -3 

Feb 1 

cash in hand  70,000 

 

 

Dr                                                Cash in Hand Account                                         Cr 

Date                                                                              particulars Folio  Amount 

sh  

 Date  particulars Folio  Amount 

sh  

20-3 

Feb 1 

Capital   70,000  20 -3 

Feb 4 

Feb 14 

Office equip 

 

Cash at Bank 

 20,000 

 

40,000 

 

Dr                                                Office Equipment Account                            Cr 

Date                                                                              particulars Folio  Amount 

sh  

 Date  particulars Folio  Amount 

sh  

20 -3 

Feb 4 

Cash in hand  20,000      

 

Dr                                                Motor Vehicle Account                            Cr 

Date                                                                              particulars Folio  Amount 

sh  

 Date  particulars Folio  Amount 

sh  

20 -3 

Feb 6 

Chama motors  350,000      

Dr                                         Creditors Chama motors Account                            Cr 

Date                                                                              particulars Folio  Amount 

sh  

 Date  particulars Folio  Amount 

sh  

     20-3 

Feb 6 

Motor vehicle  350,000 
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Dr                                                Cash at Bank Account                            Cr 

Date                                                                              particulars Folio  Amount 

sh  

 Date  particulars Folio  Amount 

sh  

20 -3 

Feb 14 

Cash in hand  40,000      

 

Recording of stock in ledger accounts 

Increase and reduction in stock are not recorded in the stock account, but in other accounts. 

Increase in stock 

Stock may increase due to either of the following two causes: 

a.) Purchase of more goods. 

b.) Customers returning goods previously sold to them 

Reduction in stock 

Assuming that there is no wastage or losses, stock may reduce due to either: 

a.) Sale of goods. 

b.) Goods previously bought being returned by the business to the suppliers. 

Purchase of Goods 
Purchase of stock would increase the asset stock. This would be recorded in the purchases account instead 

of stock a/c. 

Only those goods that are bought for purpose of resale are recorded in the purchases account. Stock may 

be recorded either in cash or on credit. 

Purchase of Stock on Credit 

Purchase of stock on credit would increase the asset stock and debited in purchases a/c and the liability 

creditor is increased and credited on Creditors a/c Biashara Stores which is created. 

Sale of stock 
Sale of stock would reduce the asset stock and would be recorded in the sales account. This is an account 

in which goods previously bought for resale are recorded when they are sold. 

Sale of stock for cash 

When stock are sold in cash, the asset cash is increased and debited on cash account while the asset stock 

is reduced and credited on sales account. 

Sale of stock on credit  

When stock are sold on credit, the asset debtor is increased and a debtor account is created and debited 

while the asset stock is reduced and credited on the sales account. 
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Purchase Returns 

They are goods that were previously bought that are returned to the supplies. Goods returned to the 

suppliers are also called return outwards and they are recorded in purchase returns or returns outwards 

account. 

Sales Returns 

These are goods that were previously sold that are returned to the business by customers. Goods returned 

by customers are also referred to as returns inwards and recorded in sales returns account. 

Closing stock is obtained from actual stock taking at the end of the trading period and the amount 

obtained will be recorded in stock account as the closing stock. The closing stock is the opening stock for 

the next accounting period. 

Recording of Expenses in the Ledger Account 
Payments for expense is recorded in the particular expense account such as stationery, wages, advertising 

and insurance. For example payment made on electricity bill increases electricity expense and the 

transaction is recorded by debiting electricity expense account. While the cash asset is reduced and 

credited on the cash account with sh 300. 

Recording of Revenues in the Ledger Accounts 
Revenue are income obtained and they include, commission received, rent received and discount 

received. Receipt of a revenue is credited in the particular income account. 

Recording of Drawings in the ledger Account 
Assets taken out inform of goods or cash are referred to us drawings. The transaction on drawings is 

recorded as follows: 

The drawings account is debited with the value of the assets withdrawn from the business. While the cash 

account reduces and its credited. 

                      Balancing Ledger Accounts 
A ledger account is balanced by finding the differences between the two totals of the debit and credit 

sides of an account. If the debit side total is more than the credit side total, the difference is called a debit 

balance. 

 If the credit side total exceeded the debit side total, the difference would be called a credit balance. 

Steps followed when balancing an account. 

 Find the total on each side. 

 Subtract the total of the smaller side from the total of the bigger side. 

 Insert the difference (account balance) on the side with the smaller total as a balance carried 

down.( c/d ) to make the two sides equal. 

 Confirm that the totals of the two sides are equal by writing the totals at the same level and 

double underscoring them. 

 The account balance should be recorded on the opposite side below the totals as balance brought 

down ( b/d) 

Note; 

Balance carried forward ( c/f) and balance brought forward ( b/f) may be used instead of balance carried 

down and balance brought down respectively. However consistency should be maintained. 
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If an account has one entry, it is not necessary to insert the total as the figure is the total 

 

Example 

Record the following transaction in the affected accounts and balance them off on 10th January 2015. 

         (10mks) 

 2015 

January 1: Start business with furniture worth Sh.130,000 

  2: Bought goods for Sh.50,000 on credit from Nyamwea. 

  4: Sold stock of goods for Sh.40,000 cash 

  5: Opened a bank account and deposited Sh.20,000 from cash till. 

  6: Obtained a loan from K.I.E Sh.30,000 by cheque. 

  7: Paid Nyamwea Sh.30.000 by  cheque. 

   8 : Withdraw cash Sh.60,000 from bank for office use. 

 

Solution 

 

  

  Dr                                                        Capital A/C                                                         Cr  

 2015                                                       Sh. 

January 10  Balance c/d                        130,000  

  

2015                                                     Sh 

January 1 furniture                        130,000 

January 10 balance b/d                 130,000 

 

 

   

  

  Dr                                                               Furniture A/C                                                         

Cr  

 2015                                                       Sh. 

January 1 Capital                                  130,000 

                                                              130,000    

January 10 Balance b/d                         130,000 

2015                                                     Sh 

January 10  Balance c/d               130,000 

                                                     130,000 

 

 

 

  

  Dr                                                                   Purchase A/C                                                         

Cr  

 2015                                                       Sh. 

January 2  Nyamwea                             

50,000 

2015                                                     Sh 

January 10  Balance c/d               50,000 
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January 10 Balance b/d                         

50,000 

    

 

  Dr                                                                   Sales A/C                                                         

Cr  

 2015                                                       Sh. 

January 10 Balance c/d                         

40,000 

2015                                                     Sh 

January 4  Cash                              40,000 

 January 10 Balance b/d                 40,000 

 

  Dr                                                                   Bank A/C                                                         Cr 

 

 2015                                                       Sh. 

January 5 Cash                                      

20,000 

 January 6 loans(KIE)                           30,000 

   
January 10 Balance c/d                         

40,000 

                                                              90,000 

2015                                                     Sh 

January 7  Nyamwea                     30,000 

 January 9 Cash                             60,000 

                                                       90,000 

January 10 Balance b/d                  40,000 

 

  Dr                                                                   Cash A/C                                                         Cr  

 2015                                                       Sh. 

January 4 Sales                                     40,000 

                                                              60,000 

  January 9 Bank                                    

100,000 

January 10 Bal b/d                                 80,000 

2015                                                     Sh 

January 5  Bank                             20,000 

 January 10 Balance c/d                 80,000 

                                                        100,000                                                                                                                                                       

 

  Dr                                                                   Loan from K.I.E                                                         

Cr  

 2015                                                       Sh. 

January 10 Balance c/d                          

60,000  

                                                               60,000  

                                                                                                     

2015                                                     Sh 

January 6  Bank                              60,000 

                                                        60,000 

 January 10 Balance b/d                  60,000 

 

  Dr                                                                   NYAMWEA  A/C                                                         

Cr  

 2015                                                       Sh. 

January 7 Bank                                     30,000 

                                                              20,000 

2015                                                     Sh 

January 2  Purchase                         50,000 
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 Jan. 7     Bal c/d                                    50,000                                               

January 7 Bal b/d                                 20,000 

 

Note; 

An account with b/d on the debit side is said to have a debit balance and the one with a balance b/d on the 

credit side has a credit balance. 

Uses of ledger Accounts 

 Shows amount by which a particular item increases or decreases. 

 Enables the computation of the balance of an account at any time. 

 It can be used for reference. 

Trial balance 
A Trial balance is a statement prepared at a particular date showing all the debit balances in one column 

and all the credit balances in another column. 

To check on both the book keeping and the arithmetic accuracy of the ledger accounts. A trial balance is 

prepared using the account balances. 

After the various debit and credit balances are listed in the trial balance, the total of each side must 

balance. If the two sides are not equal then it means that there is an error or errors that may cause a trial 

balance not to balance. 

Some of these errors include: 

 A transaction was recorded on only one account. 

 Different amounts for the same transaction might have been entered in the accounts. 

 Transferring (posting) a wrong balance to the trial balance. 

 Failure to post a balance from the ledger account to the trial balance. 

 Posting a balance to the wrong side of the trial balance. 

 Recording a transaction on the same side of the affected accounts. 

 Arithmetical mistakes might have been made when balancing the ledger accounts. 

 Arithmetical errors in balancing the trial balance. 

Purpose of a trial balance 

a.) Checking the accuracy in the ledger accounts. 

b.) The trial balance summarizes the information in the ledger accounts. 

c.) Facilitates preparation of final account. 

d.) A quick source of information for anyone who want to know the balance in any account. 

 

Limitations of a trial balance 

a.) Error of omissions 

No record/ entry of transaction is made in the ledger accounts 

b.) Error of commission 

A transaction is recorded in the wrong account but of the same class with the correct account in which the 

entry should have been made (NB: Accept an illustration as explanation) 

c.) Error of principle  
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A transaction is recorded in the wrong account and also of the wrong class from that in which the entry 

should have been made (NB accept an illustration as explanation) 

d.) Error of compensation 

The effect of the error in the different accounts is such that it cancels out the other. (NB Accept on 

illustration as explanation) 

e.) Error of complete reversal of entries  

Where an account to be debited is credited and the one to be credited is debited  

f.) Error of original entry 

Where transposed figures of the correct amount are entered as debit and credit entries in the correct 

accounts 

                                                       A TRIAL BALANCE 

Details ( Account title ) Dr Cr  

 

Land and buildings 

Capital 

Plant and machinery 

Motor vehicles 

10 year Bank Loans 

6 year ICDC loan 

Stock 

Debtors 

Creditors 

Rent owing 

Cash at Bank 

Cash in hand 

Drawings 

TOTALS 

 

Sh 

50,000 

 

20,000 

30,000 

 

 

10,000 

6,000 

 

 

10,000 

2,000 

4,000 

132,000 

 

94,000 

 

 

20,000 

10,000 

 

 

7,000 

1,000 

 

 

 

 

132,000 

Types of ledger  

1.) Sales ledger(Debtors Ledger) 

Contains account of individual debtors 

2.) Purchase ledger (creditors ledger) 

Contains accounts of creditors 
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3.) The Cash Book 

Contains cash in hand and cash in bank 

4.) Nominal ledger 

Contains nominal accounts such as rent expenses account and commission income account 

5.) Private ledger 

Contains private accounts and balance sheet can also be kept here. 

6.) The general ledger 

Contains all the other accounts that are not kept in any account e.g building, stock etc. 

 

                                                 End of topic   

              

 

Past KCSE Questions on the topic 

 

1. The following trial balance of Onyati was incorrectly prepared in 30th June 1995.  Prepare 

the correct Trial Balance. 

                                                Dr.    Cr. 

Capital      99,600   30,520 

Debtors 

Creditors      25,670   80,000 

Motor vehicles 

Cash         2,500 

Stock      140,250   110,520 

2. Prepare a trial balance from the following balances extracted from the books of San enterprises 

on 30th April, 1995 Shs 

Capital     947,000 

Cash       74,000 

Premises    870,000 

Debtors      36,520 

Creditors      45,300 

Stock       12,250     (4 marks) 
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3. The following account balances were obtained from the books of Kiboko Traders on 30th June 

1999. 

Motor vehicle    240,000 

Current liabilities    440,000 

Land + building   200,000 

Current assets             420,000 

Furniture      60,000 

Capital                  480,000 

Prepare a trial balance for Kiboko traders as at 30th June 1999. 

4. The following balances were extracted from the books of Dipa traders as at 31st December 2000. 

Buildings    100,000 

Debtors      54,000 

Capital     136,000 

Sales       85,000 

Purchases      48,000 

Stock Jan 2000    25, 500 

Creditors     37, 500 

General expenses    31, 800 

Bank overdrafts       2,500 

Prepare a trial balance as at 31 December 2000     (5 mks) 

 

 

 

 

 

5. The following balances were obtained from the books of Rah Traders 

Shs. 

Opening stock    50, 000 

Sales                           360,000 

Gross profit                                      25% of sales 
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Closing stock                 70,000 

Calculate 

a) Cost of goods sold 

b) Rate of stock turnover       (5 marks) 

 

6. Enter each of the following transactions relating to Jokin  Traders in the relevant ‘T’ A/c 

i. Deposited cash in hand shs.  5,000 into bank 

ii. Bought a motor vehicle on credit on for 250,000 from Raji Traders 

iii. Paid salaries sh. 2, 400 by cheque      (3 marks) 

 

7. Balance the following ledger accounts.     (5 marks) 

        Dr.    Cash Account      Cr. 

      Shs      Shs 

             Balance b/d  45700      Salaries   4800 

             Sales                          35000       purchases              2000 

 

 

 

 

 

            Dr.   Capital Account      Cr. 

    Sh.     Shs 

                                                                     Balance                          20700 

 

 

           Dr.                                Salaries Account                                 Cr. 

                                                   Sh                                                     sh 

   Cash                            4800                 
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 Dr   Capital Account                               Cr.   

      

                              Shs     Shs 

Balance                               2000 

Cash                                    2000 

 

 

        Dr.                                       Sales Account                                   Cr. 

                              Sh.                                               Sh. 

                                                           Balance b/d                45700 

                                                            Cash                          35000     

 

 

 

8.   For each of the following transactions state the account to be debited and credited.    

           (4 marks)   

Transactions       A/c debited  A/c credited 

i. paid a creditor from private source 

ii. proprietorship brought in cash from private sources 

iii. Bought goods and paid by cheque 

iv. Proprietor withdrew cash for personal use   

   

10. Record the following transactions in ledger accounts. 

a) Received Ksh. 20,000 cash in respect of rent paid 

b) Purchased goods worth 30,000 on credit from crown traders. 
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CHAPTER FIVE 

CASH   BOOK 

 

Specific Objectives 

By the end of the topic the learner should be able to: 

a) Explain the meaning and purpose of a cash book; 

b) Distinguish between the basic types of cash books; 

c) Explain the term contra entry; 

d) Prepare the various cash books. 

 

Content 

a.) Meaning and purpose of a cash book 

b.) Basic types of cash books 

c.) Contra entry 

d.) Preparation of a cash book: Single-column, Two-column, Three-column. 

 

Definition 

A cash book is a ledger that contains the cash and bank accounts only. The cash and bank accounts are 

usually kept in separate from other accounts. 

Types of cash books 

i. Single- column cash book. 

ii. Double - column cash book. 

iii. Three - column cash book. 

iv. Petty cash book. 

v. Analysis cash book. 

Single – column cash book 

A cash book having the account and the bank account on different pages. 

Note  

In the ledger folio column, the name of the ledger and the page where the account named in the details 

column is to be found. 

A transaction whose double entry is completed in one book is referred to as a contra transaction. Denoted 

by ‘’ C ‘’ in the ledger folio. The ‘’c/d’’ and ‘’b/d’’ used against the balance is recorded in the ledger folio 

column. 

Dr                                                   Cash Account                                                     Cr 
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Date Details L.F Amount 

Sh  

Date  Details L .F Amount sh 

20-6 

Feb 1 

5 

6 

12 

22 

 

31 

 

Capital 

Sales 

Momani 

Commission 

Bank  

 

Balance  

 

G.L 

G.L 

S.L 

G.L 

C 

 

b/d 

 

100,000 

40,000 

22,000 

7,000 

50,000 

219,000 

156,000 

20-6 

Feb 3 

9 

25 

31 

31 

 

Rent 

Bank 

Carriage in 

Salaries 

Balances  

 

G.L 

C 

G.L 

G.L 

c/d 

 

20,000 

18,000 

9,000 

16,000 

156,000 

219,000 

 

 

 

 

 

Dr                                                   Bank Account                                                     Cr 

Date Details L.F Amount 

Sh  

Date  Details L .F Amount sh 

20-6 

Feb 1 

8 

9 

 

 

 

 

 

31 

 

Capital 

Sales 

Cash  

 

 

 

 

 

Balance 

 

G.L 

G.L 

C.L 

 

 

 

 

 

b/d 

 

250,000 

30,000 

18,000 

 

 

 

 

298,000 

51,000 

20-6 

Feb 3 

9 

25 

31 

31 

 

Furniture 

Purchase  

Salaries 

Drawings  

Cash 

Amino 

Salaries 

Balances  

 

G.L 

G.L 

G.L 

G.L 

C 

P.L 

G.L 

c/d 

 

15,000 

80,000 

26,000 

16,000 

50,000 

28,000 

32,000 

51,000 

298,000 

 

Two column cash book 

In a two column cash book the bank and cash account are being prepared side by side on the same page. It 

has the money column on both the debit and credit side. 
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The first column is for recording cash in hand and the second column for recording cash at bank. 

Format for the two column cash book 

Dr                                                  Cash Account                                                 Cr 
Date  Details  L.F Cash sh Bank  

sh 

 Date  Details  L.F Cash 

Sh 

Bank 

Sh  

           

 

The double mid- dividing line separates the debit side from the credit side. To the left we have the debit 

cash and bank and so is to the right. 

Uses of two column cash book. 

It is used to: 

 Separate it with other accounts 

 Quick determination of work flow 

 Combine cash and bank accounts 

 Easy reference and double entry transactions 

 To relieve the general ledger of many records that appear 

 

Example  

On 1 Match, 2001, mingy traders had Ksh. 13,200 in cash and bank balances of Sh56, 000.The  

following transaction took place during the month. 

 2001 2 Cash sales sh. 12,000 

 12 paid a creditor sh. 8,200 

 27 received a cheque for sh. 4,500 from debtors 

 31 paid rent 7,500 in cash 

 Record the above information in a two column cash book and balance it off. 

 

Solution  

 

                                     Two – column cash book 

Dr                                                                                                           Cr 

Date Details Bank Cash Date Details Bank Cash 

1/3 

1 

2 

 

Bal b/d 

Sales 

 

13,200 

 

 

56,000 

12,000 

 

15/3 

31/3 

 

Creditor 

Rent 

 

 

7,500 

 

 

8,200 

www.kenyanexams.com

http://kenyanexams.com


54 
 

27 

 

1/4 

Debtors 

 

Bal b/d 

 

25,200 

17,700 

24,500 

80,500 

72,300 

 

31/3 

 

Bal c/d 

 

17,700 

25,200 

 

72,300 

80,500 

 

 

Balancing off the two column cash book 

When balancing, each of these accounts is considered separately. The total of the debit column of the cash 

account is compared with the total of the credit column of the same account and the difference obtained. 

This balance is then inserted onto the smaller side as balance c/d to make the two sides equal. The same 

figure is brought down (b/d) on the opposite side below the totals. 

 

Three column cash book. 
A three column cash book has three money columns on each of the debit and credit sides. These columns 

are for discounts, cash and bank. 

Discount  

A discount is an allowance by the seller of the goods to a buyer so that the buyer pays less than the quoted 

price. 

Types of discounts 

 Quantity Discounts 

 Trade discounts 

 Cash discounts 

 

Note; 

Cash discounts are calculated on the amounts owed. For example the money owed by Aisha is sh 

10,000.If she is given a discount of 10%, then amount received will be 

 Discount is 10/100 x 10,000 = 1,000 

Amount received 10,000 -1,000 = 9,000 

Example 

 On January 1st 2006, Mutual Traders had cash in hand Shs.74, 000 and a credit. Bank balance of Shs.500, 

000. 

 During the month the following Transactions took place 

 2006 

 January     2 Cash Sales Sh.100, 000 

 January     3 Paid salaries Shs.203, 000 by cheque 

 January     6 received a cheque of Shs.153, 600 

 January     6 from Mwanza after allowing her a cash discount of 40%  
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 January   12 Bought office furniture by cheque Shs.170, 000. 

 January   16 Settled Kamaru’s Account Shs.80, 000 in cash deducting Shs.1, 600 

 cash discount.  

 January   18 received a cheque for Shs.300, 000 in respect of sales 

 January    21 Paid wages Shs.48, 000 in cash. 

 January    22 Withdrew Shs.60, 000 from the bank for office use. 

 January    25 Took Shs.10, 000 cash for his son/s birthday to be celebrated at home. 

 January    28 Received Shs.33, 000 cash from Matoka settlement of his account less Shs.1,320 

cash discount. 

 January    30 Deposited all the money into the bank except Shs.50, 000. 

 Prepare a 3 column cashbook duly balanced. 

Solution 

                                                                       Mutua Traders  √ 

                                                              Three Column Cash Book 

Date details Disc. 

allow 

Cash 

Shs. 

Bank. 

Shs. 

date details Disc 

rec. 

Cash 

Shs. 

Bank 

Shs. √ 

2006 

Jan 1  

 

2 

6 

18 

22 

28 

30 

30 

30 

 

Bal b/d 

 

Sales 

Mwanza 

Sales 

Bank C 

Maluka 

Cash at 

bank 

Bal c/d 

 

 

 

 

 

6,400√ 

 

 

1,320√ 

 

 

 

 

 74,000√ 

 

100,000√ 

 

60,000√ 

33,000√ 

 

 

 

 

 

 

 

 

153,600√ 

300,000√ 

 

 

  

 80,600√ 

 

398,800√ 

2006 

Jan  

1st    

3rd   

12 

16 

21 

22 

25 

30 

30 

30 

 

Bal /bd 

Salaries 

Furniture 

Kamaru 

Wages 

Cash C 

Drawing 

Bank C 

Bal c/d 

 

 

 

 

 

1,600√ 

 

 

 

 

 

 

 

 

 

 

78,400√ 

48,000√ 

 

10,000√ 

80,600√ 

50,000√ 

 

 

500,000√ 

203,000√ 

170,000√ 

 

 

60,000√ 
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30 

Totals 

 

Bal b/d 

7,720 267,000 

  50,000√ 

933,000  

30 

 

Totals 

Bal/b/d 

 

1,600 

 

267,000 

 

933,000 

398,800√ 

 

    24 ticks @ ½ mk = 12mks 

 

Working  

6th January   153,600 = 96% 

6400  = 4% 

16th January   80000 less 1600 

    = 78,400 

28th January     33,000 less 1320 

     Can give both      33,000 + 1320 

 

 

Example  

The following were the balances of Kiboko Traders as at 1st January 2009.  Cash Sh.40, 000, bank 

overdraft Sh.17, 000.  During the month the following transactions took place.  

  January 2nd: Mutes a debtor settled his account of Sh.32, 000 by cheque of       Sh.30, 000  

    

          4th : Paid salaries amounting to Sh.16,000 by cash. 

 10th: Deposited Sh.12, 000 into the business bank account from the cash till. 

 14th: Settled Wayua’s account of Sh.40, 000 and she was allowed a discount of 1% through a 

cheque. 

 16th: Deposited Sh.56, 000 in the bank from private resources. 

 17th: Sold goods for cash Sh.24,000. 

 20th: Mutua, a debtor, settled his account by a cheque of Sh.16, 000 having been allowed a 

discount of 2%. 

 24th: Purchased furniture Sh.10, 400 paying by cheque. 

 26th: Received Sh.7, 200 cash from Odhiambo. 

 30th: Banked all the available cash except Sh.3200. 
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  Required: Prepare a three column cash for Kubuka Traders. 

 

 

                                                      Solution  

 

`KIBOKO TRADERS 

(b)     Dr              THREE COLUMN CASH BOOK FOR THE MONTH OF JANUARY 2009      Cr 
Date Details Folio D.A Cash Bank Date Particulars Folio D.R Cash Bank  

2009 

Jan 1 

2 

10 

16 

17 

20 

20 

30 

 

Balance     

Mutes 

Cash 

Capital 

Sales 

Mutua 

Odhiamb

o 

Cash  

 

b/d 

 

C1 

 

 

 

 

C2 

 

 

 

 

2,000  

 

 

 

1,632  

 

 

 

3632 

 

40,000  

 

 

 

24,000  

 

7,200  

 

 

71,000 

 

 

30,000  

12,000  

56,000  

 

16,000  

 

40,000  

 

154,000 

2009 

Jan  1 

 

4 

10 

14 

24 

 

30 

 

Bal  

 

Salaries 

Bank 

Wayua 

Furniture 

Bank  

Bal   

 

b/d 

 

 

C1 

 

 

C2 

c/d 

 

 

 

 

 

 

 

 

400

 

 

 

 

 

400 

 

 

 

16,000  

12,000  

 

 

40000  

3,200  

 

71,000 

 

17,000  

 

 

 

39,600  

10,400  

 

87,000  

 

154,000 

NB: C1 and C2 if not indicated don’t award.  (20 x ½ = 10mks 

 

Example  

On 1st November 2013:Tabagon Co. Ltd. had a balance of shs. 12,000 at the bank and shs. 2500 in hand.  

During the month, the following transaction took place; 

 

Nov. 1  Cash sales Shs. 2500, cash purchase Shs. 1750 

Nov. 3  Paid the following accounts by cheque. 

  Kirop Shs. 1500 less 5% cash discount 

  Kirui Shs. 2000 less 5% cash discount 

  Nasimiyu shs. 2100 less 3 % cash discount  

Nov. 5  Received the following amounts from debtors, 

                         Ondiek shs. 1200,  
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                        Jane shs. 3850 and Mueni by cheque shs. 2050 after allowing  

                        her shs. 300 cash discount. 

Nov. 14 Paid office cash to the bank shs. 2000 

Nov. 17 Cash sales 8500 

Nov. 22 Mueni paid her account of shs. 5000 by cheque less 10% cash discount 

Nov. 28 Withdrew all the money from the bank for office use except shs. 1000 

Nov. 29 Paid salary cash shs. 8000 

Nov. 30 A cheque received from Mueni on Nov. 5th was dishonoured. 

 

Prepare Tobago Co. Ltd. three column cash book.  (10 marks) 

 

Solution 

Prepare Tobago Co. Ltd. three column cash book.  (10 marks) 
 

Date  Details F Discount 

allowed 

Cash Bank Date Details F Discount 

received 

Cash Bank  

2011      2011      

Nov1 Balance b/d  2500 12000 Nov1 Purchase   1750  

       

1 

Sales   2500  3 Kiprop     75  1425 

       

5 

Ondiek   1200  3 Kirui  100  1900 

       

5 

Jane    3850  3 Nasimiyu     63  2037 

       

5 

Mueni  300  2050 14 Bank C  2000  

    14 Cash c   2000 28 Cash C   1418

8 

    17 Sales   8500  29 Salary   8000  

    22 Mueni  500  4500 30 Mueni     2050 

    28 Bank c  14188  30 Bal. c/d  20988  

    30 Bal c/d   1050       

 

 

  800 32738 21600    238 3278 2160 

 

    30 

 

Bal 

 

b/d 

  

20988 

 

 

  

Bal. 

 

b/d 

   

  

1050 
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50  1      = 10 marks  

 

   

                                                 End of topic   

              

 

Past KCSE Questions on the topic 

1. State the meaning of the following terms used in a cash book  

i. Contra entry 

ii. Folio column 

2. The following is an extract of a cash book from Ramo traders 

Date Particulars  Cash  Bank  Date  Particulars Cash  Bank  

1/1 Balc/d  2500  4500  2/1 stat   520  

5/1 Sales  1200               3/1 Wages   2400 

10/1 Cash    1500  10/1 Bank  1500 

i. Determine the balances carried down on 10th Jan 1996     (1 mk) 

ii. Give the name of the transaction on 10th Jan 1996     (1 mk) 

3.  Enter the following transactions as in the cash Book of Temple Traders Below(4 mks) March 5 Cash 

30,000 

March 10 paid a creditor Kshs 7,500 by cheque 

March 20 received 5,000 in cash 

March 15 deposited 12,500into bank 

March 28 Paid wages 2,400 in cash 

Date particulars Cash Bank Date Particulars Cash Bank 
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4.  State four uses of two column cash book      (4 mks) 

5.  For each of the following types of account indicate by writing Dr. or Cr. 

The side of record for increase and decrease 

Type of A/c Increase Decrease 

Asset   

Capital   

Revenue   

Expense   

6.  The following is an extract of a cashbook of Maisha traders 

Date 1998 Particulars Cash Bank Date 1998 Particulars Cash Bank 

1/7 

 

Bal b/d 

Sales 

Kamau 

Sales 

- 

8000 

 

- 

 

16000 

20000 

2/7 

10/7 

12/7 

12/7 

30/7 

Salary 

Purchases 

Rent 

Stationary 

Bal c/d 

 

 

5000 

6000 

11000 

20000 

19000 

 

 

43000 

Determine the opening balances on 1.7..98 
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7.  On July 1999 Kahawa Traders has Kshs 6,000 cash in hand, a bank overdraft of Kshs 2,000. During 

the month the following transactions took place 

a)  Received cheque from debtors totaling to Kshs 80,000 

b)  Paid telephone bills 1,200 cash 

c)  Withdrew Kshs 16,000 from bank for office use. Enter the above information in Kahawa 

traders cashbook given below and balance it off 

Kahawa Traders 

Cash Book 

For the month of July 1999 

 Date Particulars Cash Bank  Date Particulars Cash Bank 

 

 

8. On 1 Match, 2001, Mingi traders had Ksh. 13,200 in cash and bank balances of Sh 56,000. The 

following transaction took place during the month. 

 2001 2 Cash sales sh. 12,000 

 12 paid a creditor sh. 8,200 

 27 received a cheque for sh. 4,500 from debtors 

 31 paid rent 7,500 in cash 

 Record the above information in a two column cash book and balance it off.  (4 mks) 

9. Outline the uses of two column cash book              (4 mks) 

10. The following is an extract of a cash book. 

Date 2002 Particulars Cash Bank Date Particulars Cash Bank 
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D

eter

mine 

the 

figur

es 

represented by W, X, Y,Z      (4 mks) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2/5 

12/5 

20/5 

28/5 

Bal 

Sales 

 

Sales 

W 

20000 

50000 

X 

 

 

120000 

6/5 

18/5 

22/5 

30/5 

Wages 

Purchases 

Rent 

Bal c/d 

 

 

6000 

Y 

 60000 

 30000 

150000 
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CHAPTER SIX 

FINANCIAL STATEMENTS 

 

Specific Objectives 

By the end of the topic the learner should be able to: 

a) Identify the various financial statements; 

b) Explain the importance of each of the financial statements; 

c) Explain the concept of trading period; 

d) Prepare simple financial statements; 

e) Explain the various types of capital; 

f) Calculate basic ratios from financial statements; 

g) Explain the importance of each of the basic financial ratios. 

 

Content 

a.) Financial statements: Trading accounts, Profit and loss account, Trading, profit and loss 

account and Balance sheet. 

b.) Importance of the financial statements. 

c.) Concept of trading period. 

d.) Preparations of simple financial statements. 

e.) Types of capital: working capital, borrowed capital, capital employed, capital owned. 

f.) Calculating basic financial ratios: margins and mark-ups, current ratio/working capital 

ratio, rate of stock turn-over, return on capital. 

g.) Importance of financial ratios 

 

Financial statements  
 Profits or losses in business are usually determined through the preparation of final 

accounts such as the trading, profit and loss accounts while the financial status of the 

business is shown in a balance sheet. 

 The trading profit and loss accounts and the balance sheet are referred to as final 

statements or financial statements. 

Determination of profit or loss 
 The difference between the selling price of an item and its cost is termined as either a 

gross profit or gross loss. 

 The gross profit is realized when the sales proceeds are more than the cost of the goods 

sold. 

 Thus: 

                                     Gross Profit sales - Cost of goods sold. 

 The gross loss is realized when the cost of the goods sold is higher than the sales. 
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 To get the sales figures or the cost of Goods sold, adjustments have to be made for the 

following items. 

Returns inwards 

 Goods that are returned by the customers to the business. 

 They are also referred to as sales returns. 

 Returns inwards are usually subtracted from the total sales to arrive at the net sales. 

Returns outwards 

 These are goods that are returned by the business to the suppliers. 

 They are also termed as purchase returns. 

 Returns outwards are subtracted from total purchase to arrive at the net purchases. 

 

Carriage inwards   

 Carriage inwards refers to costs incurred in transportation of goods bought. 

 They are also called carriage on purchases. 

 They are considered as part of purchases and are hence added to the purchases when 

calculating the gross profit or gross loss.   

Carriage outwards. 

 Cost incurred in transporting goods sold to where the customers require them. 

 They are also referred to as carriage on sales. 

 Carriage outwards are expenses and are therefore not considered in calculation of gross 

profit or gross loss. 

Examples 

Calculation of gross profit and gross loss. 

i. Mrs Omar bought bananas for 800 and sold all of them for sh 1000.Her profit was 

1000 - 800= ksh 200. 

ii. Mrs Moyo had stock of goods worth sh.500.she bought additional stock for sh. 2000 

and sold all the stock for sh2800.She therefore made a gross profit of Sh.3000 which 

is calculated as follows: 

Opening stock                            500 

Add purchase.                         2000 

Cost of goods sold                  2500 

Gross profit = sh .(2800  - 2500) = sh 300 

Note: 
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Example 

Opening stock is the value of stock at the beginning of an accounting period. Wanderi had stock 

of goods worth sh 10,000 on 2nd February 20-6.During the month of January he bought goods 

totaling to sh.50,000 and sold some of the goods for sh58,000.On 28th Febuary,he had unsold 

stock worth sh 12,000. 

Calculate the gross profit. 

Solution 

 

The gross profit was calculated as follows: 

Opening stock                                   10,000 

Add: Purchases                                 50,000 

Cost of goods available for sale.       60,000 

Less closing stock                              12,000 

Cost of goods sold.                            58,000 

Opening stock + purchases – sales = closing stock 

10,000+ 50,000 – x = 12,000 

X = 48,000 

Gross profit = KSH (58,000 - 48,000) = KSH 10,000. 

Note  

Closing stock is the value of stock remaining at the end of the accounting period. 

 

Examples  

The following trial balance was extracted from the ledgers of Gathioro’s  mobile phones business 

for the year ended 31st Oct 2013.  
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                                  Gathioro’s mobile phones 

                                        Trial Balance 

                              As at Gathiro’s 31st Oct 2013 

 

Details Dr. 

(Shs) 

Cr. 

(Shs) 

Sales   855,000 

Purchase 420000  

Sales returns    12000  

Purchase returns    20000 

Creditors  165000 

Debtors    63000  

Motor vehicle 480000  

Cash in hand    65000  

Furniture 190000  

Carriage inwards    14000  

Stock 280000  

Capital  626250 

Drawing   88000  

Telephone      6400  

Insurance      8200  

Postage      3850  

Rent   19600  

Discounts received       4000 

Advertising   12900  

Discount allowed     7300  

 1670250 1670250 
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 On 31st Oct. 2013, the business had closing stock valued at Shs. 60,000 

 

Required  

i. The trading, profit and loss a/c for the year ended 31st Oct 2013. (8marks) 

ii. A balance sheet as at that date.                                 (4 marks) 

 

 

Solution  

 

Gathioro’s mobile phones 

Trial Balance 

As at Gathiro’s 31st Oct 2013 

 

 Shs Shs   

Opening stock  280000 Sales  855000 

Add: purchases 420000  Less R.I    12000 

Add C. I    14000    

Less R.O    20000 414000 Net sales 843000 

C.O.G.A.S   694000   

Less C. stock        60000   

C.O.G.S   634000   

G.P c/d  209000   

   843000   843000 

Telephone        6400 G.P b/d 209000 

Insurance        8200 Discount received      4000 

Postage        3850   

Rent     19600   

Advertising      12900   

Discount allowed 

Net profit c/d 

       7300 

154750 

  

  213000  213000 

   Net profit b/d 154750 

 

 

(16  ½ = 8 marks) 

 

 

 

 

www.kenyanexams.com

http://kenyanexams.com


68 
 

 

 

 

 

 

(ii) 

ASSETS CAPITAL + LIABILITIES 

FIXED ASSETS   Capital 626250 

Motor vehicle 480000  Add net profit 154750 

Furniture  190000 670000 Less drawings    88000 

    693000 

CURRENT 

ASSETS 
  CURRENT 

LIABILITIES 
 

Stock    60000  Creditors 165000 

Debtors    63000    

Cash    65000 188000   

     

  858000  858000 

(12  1/3 = 4 marks) 

Gathioro’s mobile phones 
Balance Sheet 

As at  31st Oct 2013 
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Example  

The following trial balance was extracted from the books of Nyaituya on  

31st December 2005. 

 Dr (Shs) Cr (Shs) 

Sales   720,000 

Purchases  340,000  

Returns  20,000 18,000 

Rent  16,000  

Advertising  24,000  

Commission   9,000 

Debtors/Creditors 54,000 64,000 

Stock 1/1/2005 60,000  

Insurance 30,000  

Drawings 40,000  

Furniture and Fittings 100,000  

Cash in hand 15,000  

Premises  400,000  

Capital   288,000 

 1,099,000 1,099,000 

 

  Additional information.    Sh. 

  (i) Stock as at 31st December 2005 52,000 

  (ii) Rent accrued      6,000 

  (iii) Insurance paid in advance              4,000 

  (iv) Commission due      5,000 

  (v) Salaries owing    21,000 
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REQUIRED: 

Prepare a trading, profit and loss account for the year ended 31st December  

2005 and a balance sheet as at that date.    (12 marks) 

 

 

 

Solution  

 

 

(b)                 NYAITUYA 

TRADING PROFIT AND LOSS ACCOUNT 

FOR  THE YEAR ENDED 31ST DECEMBER 2005 

 

Opening stock       60,000  Sales   720,000  

Add: Purchases  340,000     Less: Sales returns   20,000 

 700,000 

Less: Purchases Returns   18,000   322,000  

     382,000  

Less closing stock      52,000  

Cost of sales     330,000  

Gross profit     370,000      

 ______ 

     700,000      700,000 

 

Rent paid    16,000      Gross profit b/f  370,000 

Add: accrued rent      6,000   22,000  Commission received  9,000 
 
Advertising     24,000  Add due commission    5,000  

14,000   

Insurance paid    30,000  

Less: Advance      4,000     26,000 

Salaries owing    21,000  

Net profit c/f  291,000        

 _______ 

   384,000                       

384,000 

(21 x 1/3 

= 

7mks) 
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NYAITUGA 

BALANCE SHEET  

As at 31.12.2005 

 

 Fixed Assets      Capital    288,000  

Furniture & Fittings 100,000    Less drawings    40,000  

Premises   400,000  500,000  Add Net profit  291,000 

 539,000  

       Net capital    

Current Assets      

Debtors   54,000    Current Liabilities 

Cash in hand  15,000    Creditors  64,000  

Stock   52,000    Rent accrued    6,000  

Advance insurance   4,000    Salaries owing  21,000    

91,000 

Commission due    5,000  130,000     ______ 

                                 630,000     630,000 

 Example  

(b) The following information was obtained from the books of Karanja traders for the year ending 

31/dec.2003          ( 10mks) 

 

 Kshs. 

   Opening stock    20,000 

 Purchases   270,000 

 Sales    300,000 

 Return inwards    15,000   

 Closing stock     50,000 

 Carnage on purchases   10,000 

 Funding expenses    30,000 

 

  (i) Calculate his gross profit or gross loss 

 (ii) Calculate Net profit or net loss 

 

Solution  

Jumbo Traders 

Balance Sheet 

As at 31st Dec 2014 
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ASSETS 

FIXED ASSETS            Sh                sh 

Land and building      50,000   

Plant and machinery  20,000 

Motor vehicles            30,000         

1

0

0

,

0

0

0 

 

Current assets 

Stock                       10,000 

Debtors                    6,000 

Cash at Bank          10,000 

Cash at    hand        2,000    28,000 

128,000 

CAPITAL AND LIABILITIES 

                               Sh                 Sh 

Capital                 94,000 

Less Drawings     4,000         

90,000 

 

Long-term liabs 

10 Year Loan         20,000 

6 year ICDC Loan 10,000         30,000 

Current Liabs 

Creditors                   7,000 

Rent owing                   1,000       

8,000 

                                                      128,000 

 

 ( 14 x ½ =7mks) 

(i)(a) Working capital =current assets –current liabilities 

=28,000-8,000 

=20,000    (4x ½ =2mks) 

(b) Capital employed =Fixed assets + working capital 

OR 

=capital + long term Liabilities 

CE=FA+WC=100,000+20,000 

=120,000 4x ½ =1mk 

OR 

CE=C+LTL=90,000+30,000 

=120,000 

(c) Borrowed capital =long term liabilities 

=20,000+10,00 

=30,000  (4x ¼=1mk 

(b) Limitation of oral communication 
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                                                   End of topic   

             

 

Past KCSE Questions on the topic 

1.  (a)  The following is an extract of balances from the books of Otwa traders as at 31st  

October 1994 

Accrued rent    4,000 

Cash in hand    7,500 

Trade creditors   3,000 

Stock     4,000 

Bank overdraft   6,000 

Prepaid insurance   1,400 

Trade debtors    2,600 

Prepare a statement showing working capital      (5 mks) 

b)  The capital account of Nyota traders showed a balance of Kshs 50,000 as at 1st July  

1994. For the year 30th June 1995, the following information was available. 

i)  Proprietor brought in a personal car worth 80,000 for the business use  

ii)  Net profit amounted Kshs 64, 000. The proprietor withdrew 32,000 from the business for 

personal use. Prepare the capital account at 30th June 1995 

2.  The following account balances were extracted from the books of Sawato traders on 30th 

September 1995. 

Purchases  190,550 

Opening stock  35,500 

Closing stock  25,000 

Sales   256,050 

Sales return  4,800 

Calculate 

i.  Cost of goods sold       ( 5 mks) 

ii)  Percentage of gross profit and net profit 

3.  The following account balances were extracted from the books of Kitu traders on 30th  
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November 1995 

Machinery  250,000 

Debtor   62,000 

Creditors  46,000 

Stock   12,680 

Cash in hand  1,500 

Cash at bank  15,000 

Determine the capital as at 30th November1995 

 

4.  The following balances sheet relates to Jambo Traders 

 Jambo traders balance sheet as at 30th June 1995 

 Calculate Jambo Traders current ratio     (5 mks) 

LIABILITIES     ASSETS 

Capital    127,000  Machines  90,000 

Bank      Stock   20,000 

Overdrafts   12,000   Debtors  32,000 

Creditors  25,000   Cash in hand  22,000 

   164,000     164,000 

5.  During the month of July 1995 Kungu made sales worth Kshs.60,000. His margin on sales was 

20%, calculate; 

a)  The cost of goods sold 

b)  The gross profit 

6.  For each of the following transactions indicate with a tick the effect on capital. (4 mks) 

Transaction Increase Decrease No Effects 

(i) Withdrew cash for personal use 

(ii) Used personal savings to buy stock 

(iii) Paid a creditor by cheque 

(iv) Bought office furniture in cash 

   

7. The following balances were extracted from the books of Waso traders on 30th October 1995. 

Cash   20, 520 
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Bank   160,230 

Premises  800,000 

Debtors    40,000 

Creditors     62,000 

2 year loan     40,000 

Stock          2,500 

Prepare a balance sheet        (5 marks) 

8. The following information was extracted from the books of Kwaso traders on 31st August 1997. 

Gross profit   130,800 

Carriage of sales       4,700 

Commission received        8,000 

General expenses      18,200 

Insurance          4,000 

Prepare a profit and loss A/C       (5 marks) 

9. The balance sheet of Moba Enterprises for the year ended 30th June 1996 is given below.  Moba 

enterprises sheet as at 30th June 1996. 

Calculate the return on 

a. Capital invested 

Sh   sh    sh 

 Capital  1,200,000 

 N.p     240,000  1,440,000 

 

      F.A    1,400,000 

                   74,000 

 C.A 

C.L 

Creditors      3,400 

      1,474,000      1,474,000 

           (5 marks) 

10. The following account balances were extracted from the books of Kiboko enterprises  
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on 30th June 1997. 

Opening stock   65,000 

Sales     280,000 

Purchases   190,000 

Purchases returns    10,000 

Sales returns       4,200 

Closing stock was Kshs. 70,000 as at 30th June 1997.  Prepare the trading a/c for period  

ended 30th June 1997.        (4 marks) 

11. The following information was extracted from the books of Peshau Traders as at April  

1998 

Cost of goods sold  65,000 

General expenses  280,000 

Capital for the period was 20% 10,000 

Calculate rate of net profit to capital       (5 marks) 

12. State four uses of balance sheet for business organizations.  (4 marks) 

13. The following information relates to Mali traders for the year ended 31st Dec 1998. 

 Capital 1.198    250,000 

Additional investment   68,000 

Drawing    92,000 

Profit     180,000 

Calculate the capital of Mali traders as at 31st Dec 1998    (4 marks) 

14. The following information was obtained from the books of Kina Traders on 30th June  

1998 

Opening stock  8,000 

Purchases bank 53,000 

Sales   62,900 

Return outwards     2,700 

Closing stock   12,700 

Prepare Kina Traders balance a/c for the year ended 30th June 1998  (5 marks) 
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15. The following balances were obtained from the books of Rah traders  

Opening stock   50,000 

Sales             360,000 

Gross profit             25% of sales 

Calculate 

a) Cost of goods 

b) Rate of stock turnover       (5 marks) 

 

16. Cumvi Traders had a capital of sh 180,000 as at 31.12.1998  

 Additional information 

a) during the year the owner converted her private car worth 90,000 

for business use 

b) Goods worth sh. 50,000 were taken from the business for her 

own use 

c) Net profit for the year was sh 140,000 

Calculate capital as at 31 Dec. 1999      (3 marks) 

17. The following figures obtained from the records of Buka Enterprises for the year ended 30th June 

2000 

Sales     500,000 

Cost of goods sold   280,000 

Calculate the gross margin        (4 marks) 

18. The following transactions relates to Tajira Traders for the month of January 2001 

Jan 1 started business with Kshs.  20,000 in cash 

Deposited 15,000 from cash till into a business Bank account 

Bought goods on credit from Wema traders for 6,000 

Bought furniture by cheque sh 3,000 

Prepare a balance sheet as at 31st January 2001 

19. The following balances were extracted from the books of Vuno Traders for the  

            year ended 31st March 2001 

Gross profit     186,200 
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Carriage outwards       13,500 

Rent received        34,300 

Office expenses       19,600 

Salaries     57,000 

Prepare a profit and loss for the year ended 31st March 2001    (5 marks) 

20.   Ngoma traders had the following transactions 

Feb. 2 bought goods costing sh 400,000 from Maiyo traders sh. 650,000 by cheque as a part of payment 

for goods received.  Received the above transaction in the account below and balance it off.  

       (5 marks) 

 

Dr    Maiyo traders A/C    Cr 

Date  Details  Kshs  Date  Details  Kshs 

 

 

 

21.  The following information was extracted from the books of Mutua for the period  

       ended 30th June 2001. 

Opening stock    2,000 

Purchases                   8,500 

Closing stock.                    2,500 

Sales                10,000 

Required: 

a) The trading Account for the period ended 30th June 2001 

b) Calculation of the markup     

 (5 marks) 
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22. . Below is a balance sheet of Lela Traders as at 31st Dec 2001  

Lela traders. 

 Balance sheet as at 31st Dec 2001 

 Capital 1.1 2001    78,000  F.A 87,800 

 Add net profit     42,000  C.A 55,200 

       120,000 C.L 23,000 

       143,000  143,000 

Calculate  

a) Correct ratio   b) Return on capital 

 

PAST KCSE QUESTIONS-PAPER 2 

1. The following Trial balance was prepared from the books of Paka Traders as at 31st December 

1995. 

     Trial balance December 31st 1995 

      Dr.   Cr. 

      Kshs   Kshs 

Sales       900,000 

Purchases   600,000 

Returns inwards  80,000 

Returns outwards     20,000 

Carriage in      40,000 

Carriage out       3,000 

Stock (Jan)   100,000 

Rent       60,000 

Creditors   170,000 

Debtors   120,000 

Interest expenses    18,000 

General expenses      7,000 

Capital    178,000 

      1,268,000 
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Creditors      240,000 

      6,226,000  6,226,000 

 

Additional information 

Stock as at 31st December was 100,000 

i. prepare Trading, profit and Loss account for the period ended 31 December 

1999 

ii. calculate return on capital, current ratio and debtor’s ratio   

 (10 marks) 

5. The following is a balance sheet of Bambu traders as at 31st December 2000 

Bambu Traders 

Balance sheet as at 31st December 2000 

a) Sales during the year amounted to Kshs 2,000,000 

b) Stock on 1  January 2000 was Kshs. 100,000 

c) Gross profit margin was 20% 

Calculate 

i) Current ratio 

ii) Gross profit mark up 

iii) Rate of stock turnover 

 

6.  The following trial balance was extracted from the books of Maringo traders on 31st December 

2001 

Maringo traders Trial Balance as at 31st December 2001 

Gross Profit      380,000 

Closing stock   274,000 

Capital       259,000 

Drawings   83,000 

Creditors      93,000 

Premises   103,000 

Debtors   123,000 

Cash at bank   33,000 
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Bank loan (1 yr)     50,000 

General expenses  54,000 

Commission received     20,000 

Wages and salaries  132,000 

    802,000  802,000 

Prepare 

a) Profit and loss Account for the year ended 31st December 2001 

b) Balance Sheet as at 31st December 2001     (12 mks) 

7.  the following information was extracted from the books of Sarai Traders for the year ended 30 

April 2003 

Sales    480,000 

Opening stock (1.5.02) 80,000 

Gross profit is calculated at 25% 

i) Prepare a trading account for the period ended 30 April 2003 

ii) Calculate the rate of stock turn over      (10 mks) 

8.  The following balances were extracted from the Tango traders as at 31st December 2004 

Motor vehicle   80,000 

Plant and machinery  70,000 

Loan from Bank   60,000 

Stock     25,000 

Debtors   30, 000 

Creditors   15,000 

Bank    20,000 

Prepare a balance sheet for Tango Traders as at 1st December 2004.   (5 mks) 

9.  The following information refers to tea traders for the year ended 31/12/04 

Sales    800,000 

Expenses   10,000 

Commission received  15,000 

Purchases   700,000 

Opening stock   250,000 
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Margin    20% 

Prepare trading, profit & loss a/c for the year ended 31/12/04 

10.   (1) The following balances were extracted from books of Motop Traders for the year  

       ended 31/12/2004 

Rent    48,000 

Lighting   7,200 

Water    9,220 

Salaries   75,000 

Commission received  8,500 

Discount allowed  4,600 

Discount received  8,500 

Gross profit   320,000 

General Expenses  98,000 

Stock     5,250 

Motor Vehicle   2,300,000 

Furniture & equipment 650,000 

Debtors   270,000 

Creditors   396,400 

Bank    200,000 

Cash    50,000 

Capital    3,000,000 

Prepare: 

Profit and loss a/c for the year ended 31/12/2004 

Balance sheet as at 31/12/2003        (4 ½ mks) 
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