	GRADE 10
	LESSON
23


	CREDIT TRANSACTIONS
CREDIT SALES


	WORKSHEET 1

CONCEPTS




	Credit sales
	The business sells goods on credit to clients, who will pay at a later stage



	
	

	Debtor
	The person who owes money to the business. 

The debtors will pay the money at a later stage, and they are therefore regarded as current assets.

	Screening of debtors
	Check the following aspects of prospective credit customers: credit rating at the bank, past records, proof of residential address, bank statements, employer details, salary slip. 

	Credit terms
	The terms offered by the seller to the buyer of the maximum time allowed for repayment

	Credit limit
	A maximum amount allowed to buy on credit

	Debtors Journal
	The subsidiary journal in which all the credit sales are recorded before it is posted to the General Ledger only credit sales of trading stock are entered in the Debtors Journal.

	Debtors Ledger 
	An account is opened in the names of each debtor – it therefore contains the individual (personal) accounts for each debtor.

	Debtors Control account
	It contains a control between each of the debtors’ accounts and the Debtors Control account in the General Ledger.  The total sum of the all the balances of all the debtors accounts in the Debtors Ledger must be equal to the balance f the Debtors Control account in the General Ledger.

	Debtors list 
	A list of all the debtors is drawn up at the end of the month.  The total of this list must balance with the Debtors Control account.


	Debtors Allowance Journal
	It is the journal where all

the goods which are 

returned by the debtors, are 

recorded, or where discount 

claimed for damaged goods is
recorded.






	1.1. State three advantages to a business for selling on credit to its customers


	

	

	

	1.2   Briefly explain the difference between allowing customers to purchase goods on
       credit and allowing them to use their credit card.


	Buy goods on credit -  



	Buy on credit card –



	1.3 State two disadvantages to a business for selling on credit



	

	


	WORKSHEET 2 

SOURCE DOCUMENTS


When  trading stock is sold on credit the document used will be a credit invoice.
	BB WHOLESALERS

INVOICE                        No. 876
To:



          18 July 2011

  RB Traders

  PO Box 7281

 18 Egoli St  EGOLI

	Quantity

18

15

48
	Description

5kg Maize meal

500g Cornflakes

750ml Cooking oil
	Unit price

R27,00

R15,00
R18,00
	Total

486,00

225,00

864,00

	              SubTotal

              Less 10% trade discount
TOTAL

E & O.E.
	R1 575,00

157.50

	
	R1 317,50

	
	



Use the information provided to complete the Invoice below.

INFORMATION

Able Traders sold the following on credit to Easy Hardware of 46 BB Road, Horison, 7655, on 27 October 2011.  
20 x 500g packets 15mm screws @ R22 per packet.

40 x 1kg packets 10mm nuts @ R15 per packet.
30 x  250g packets 20mm washers @ R25 per packet.
This transaction was subject to a 10% trade discount.
	ABLE  TRADERS 

                                     INVOICE                                                  No. 877
To:



         



 …………………

  ……………………..……………..

  ……………………..……….…….

  ……………………..……………..

	Quantity


	Description


	Unit price


	Total



	              SubTotal

              Less 10% trade discount
TOTAL

E & O.E.
	

	
	

	
	



	Aaron Brown, the owner of Brown’s General Dealer, was approached by a customer, 

G. Green, who wanted to open an account.  This would mean that he would be able to buy goods on credit from Brown’s General Dealer.

Describe step by step the procedure that Aaron Brown should follow, before he allows 

G. Green to buy on credit.

Step 1

 ______________________________________________________________________________
    ______________________________________________________________________________
Step 2

______________________________________________________________________________
    ______________________________________________________________________________
Step 3

   _______________________________________________________________________________
_______________________________________________________________________________
Step 4

    ______________________________________________________________________________
_______________________________________________________________________________
Step 5

    ______________________________________________________________________________
_______________________________________________________________________________




What source documents will the bookkeeper of the business use in the following transactions?

	Sell goods on credit to a customer


	

	A debtor returns damaged goods.


	

	A debtor pays his account


	


	ANSWERS 


	23


	ACTIVITY 1


	1.1 State three advantages to a business for selling on credit to its customers



	Increased sales

Increased profits

Customers are loyal

	1.2   Briefly explain the difference between allowing customers to purchase goods on credit and allowing them to use their credit card.



	Buy goods on credit -  customers receive goods immediately but make payments later



	Buy on credit card – it is regarded as cash sales as the bank transfers the money into the business bank account.



	1.2   State two disadvantages to a business for selling on credit



	Some debtors may not pay back

Extra admin work to keep track of debtors

The business could have cash flow problems if creditors do not pay back on time.




	ACTIVITY 2


	ABLE  TRADERS 

                                     INVOICE                                                  No. 877
To:



         



 27 October 2011
  Easy Hardware
  46 BB Road
  Horison 7655


	Quantity

20
40

30


	Description

500g 15mm screws
1kg 10mm nuts

250g 20mm washers
	Unit price

22,00
15,00

25,00
	Total

440,00
600,00
750,00

	              SubTotal

              Less 10% trade discount
TOTAL

E & O.E.
	1 790
179

	
	R1 611

	
	


	ACTIVITY 3


	Aaron Brown, the owner of Brown’s General Dealer, was approached by a customer, 

G. Green, who wanted to open an account.  This would mean that he would be able to buy goods on credit from Brown’s General Dealer.

Describe step by step the procedure that Aaron Brown should follow, before he allows 

G. Green to buy on credit.

Step 1

Get G. Green to fill in an application form with the following details:

Name, address, type of business (if any), banking details, Name of persons who will be authorized to buy on credit and credit references (names of other business where you have an account.
Step 2

Check the details carefully.  This is called screening. Phone up their credit references and check whether they pay promptly.  Phone their bank to see if there are any problems with their bank accounts.
Step 3

 If all the above are in order, you may then decide to all G. Green to open an account and buy on credit.  You should then set a credit limit.  This means that G. Green will only be able to buy up to a certain amount.  This may be increase  if G. Green proves to be a reliable customer.
Step 4
Monitor G. Green carefully in the first few months to make sure that he pays his account promptly.


	ACTIVITY 4


What source documents will the bookkeeper of the business use in the following transactions?

	Sell goods on credit to a customer


	Duplicate credit invoice

	A debtor returns damaged goods.
	Duplicate credit note 



	A debtor pays his account


	Duplicate receipt 


CHALKBOARD SUMMARY


SUPPORTING DOCUMENT


Delivery note





    SOURCE DOCUMENTS


Duplicate credit invoice issued


(The original invoice is 


   given to the debtor)





  SUPPORTING DOCUMENT


When goods are returned, the debtor sends an original debit 


note to the business.





               SOURCE DOCUMENT


When the business receives the debit note, they issue an original credit note to the debtor, and keeps the duplicate credit note. This DUPLICATE CREDIT NOTE is the source document





ACTIVITY 1





ACTIVITY 2





ACTIVITY 3





ACTIVITY 4








OPENING AN ACCOUNT








Monitor account





Fill in application





Check accuracy of information





Set credit limit





If in order, open


an account.
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