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5 Value-added tax (VAT) 

 

Learning objectives

After studying this chapter, you should be able to: 

l understand the principle of VAT 

l explain the difference between input tax and output tax 

l list the requirements of a valid tax invoice 

l explain when to register as a VAT vendor 

l account for VAT in the accounting records. 
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5.1 Introduction 

This chapter deals with specific VAT situations concerning an attorney’s practice as a 
vendor. 

The Value-Added Tax Act 89 of 1991 was promulgated on 12 June 1991 and deter-
mines that tax is levied upon the value added by an enterprise and is imposed upon each 
supply of goods and services rendered by the entrepreneur. VAT was implemented on 
30 September 1991 and originally levied at 10%. From 7 April 1993 the rate changed to 
14%, and as from 1 April 2018 it was changed to 15%. 

VAT can be defined as an indirect tax levied by a vendor on the consumption of goods 
and services. The definition of a vendor will be explained in paragraph 5.2.  

5.2 Terminology 

5.2.1 Registration 

An entrepreneur is compelled to register as a vendor if the total value of the taxable 
supplies exceeds R1 000 000 in a period of 12 months.  

From 1 April 2014 a person may register voluntary if: 

– the person is conducting an enterprise; and 

– the value of the taxable supplies was more than R50 000 in the past twelve months; 
or 

– the taxable supplies are not yet more than R50 000 but it is expected to be more than 
R50 000 within 12 months of registration. Once the vendor is registered, VAT is pay-
able when value is added to goods or services in the course of business.  

5.2.2 Vendor 

Any person who is, or is required to be, registered under the VAT Act is referred to as a 
vendor.  

This person includes a public authority, a municipality, a company, a close corporation, 
a body of persons (whether vested with a legal persona or not, for example, a partner-
ship), a deceased or insolvent estate, a trust fund and any foreign donor funded project. 

A vendor can be seen as an agent who collects VAT for the South African Revenue 
Service (SARS).  

5.2.3 Category  

The Commissioner determines the category the vendor will be allocated to depending 
on, for example, turnover and type of business. Each category stipulates a tax period, in 
other words, it determines how often the VAT vendor has to report to SARS on VAT.   

The categories are as follows: 

Category A:  Two-month periods, ending on uneven months (e.g. January and March). 

Category B:  Two-month periods, ending on even months (e.g. February and April). 
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Category C:  Monthly periods, provided that: 

– the value of the taxable supplies is more than R30 million for a twelve-month period 

– the vendor applied for this category; or 

– SARS classified the vendor into this category as a result of default. 

Category D:  Six-month periods, ending February and August (unless SARS indicates 
otherwise). This category applies to vendors conducting farming activities, who do not 
fall in category C, and where the value of the taxable supplies is less than R1 500 000 for 
a twelve-month period. 

Category E:  Annual periods (ending on last day of the year of assessment for income tax 
purposes) when the vendor’s enterprise consists solely of business with connected 
persons. 

If the enterprise or vendor cannot be classified into category C–E, then it will fall within 
category A or B, depending on what SARS indicates. 

5.2.4 Supply of goods or services 

The general definition of supply is to “provide” or “make available”. In terms of section 1 
of the VAT Act however, the definition of supply includes a sale, rental agreement, instal-
ment credit agreement and all other forms of supply, whether voluntary, compulsory or 
by operation of law, irrespective of where the supply is effected. A supply would, for 
example, include an exchange transaction. Supply includes all forms of supply whether it 
is goods or services. The question arises: what is included in goods and services accord-
ing to the VAT Act? 

Goods include corporeal movable things, fixed property, any real right in such thing or 
fixed property, and electricity. Services means anything done or to be done, and include 
granting, assignment, cession or surrender of any right or the making available of any 
facility or advantage.   

5.2.5 Time of supply 

The general rule is that the time of supply is the earliest of date of invoice or date when 
payment was received or made by the vendor. The time of supply is important as it 
determines in which VAT period the transaction will be declared. It should also be noted 
that these rules apply to both input tax and output tax, which will be explained next.  

5.2.6 Input tax 

Input tax is the tax paid by a vendor on goods or services purchased or received from a 
supplier. Input tax can be simplified as that which the vendor puts into the business, 
hence input tax. 

5.2.7 Output tax 

Output tax is the tax a vendor collects or levies when goods are sold and services ren-
dered by the vendor. Again this can be simplified as that which the vendor gets out of 
the business, hence output tax. 
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5.3 Supplies 

According to the VAT Act, there are two types of supplies, namely taxable supplies 
(which are subject to VAT) and exempt supplies (which are not subject to VAT). Taxable 
supplies can be further divided into standard-rated supplies and zero-rated supplies. 

5.3.1 Taxable supplies 

■ Standard-rated supplies 

A supply must satisfy the following criteria: 

– There must be a vendor 

– supplying goods or rendering services 

– in the normal course of business 

– conducted by that enterprise. 

Every supply made is subject to VAT at a rate of 15%. Two accounting bases are used for 
calculating the VAT liability: 

■ Invoice basis 

If an organisation accounts on the invoice basis, it means that output tax is accounted for 
at the earliest of issuing the invoice or receipt of payment. It also means that as soon as 
the invoice for purchases has been received, input tax can be accounted for, even if the 
payment for the purchase has not yet been made. 

SARS usually registers vendors on this basis. 

■ Cash basis 

If an organisation accounts on the cash basis, VAT is accounted for when payment is 
made (purchases) or payment received (sales or services). 

It is important to note that the payment referred to does not include a deposit. A 
deposit is only recognised as a payment when it is used to settle a debt or in settlement 
of a portion thereof. 

■ Zero-rated supplies 

Zero-rated supplies are still taxable supplies, but VAT is charged at the rate of 0%. Input 
tax in respect of the zero-rated supplies may be used as deductions when calculating the 
vendor’s VAT liability. 

The following are deemed to be zero-rated supplies in an attorney’s practice: 

– services rendered to charitable organisations 

– the sale of a business as a going concern 

– the sale of a portion of a business as a going concern. 

The VAT Act contains a list of all the items deemed to be a zero-rated supply in sec-
tion 11. Goods that are exported are, for example, zero-rated supplies. The exporter adds 
VAT of 0% to the exports (which will amount to R0), but is allowed to claim input tax on 
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the acquisition of goods and services that enabled the exporter to make such taxable 
supplies (see the discussion of input tax in paragraph 5.4).  

5.3.2 Exempt supplies 

Exempt supplies are those supplies on which no VAT is levied. The value of the exempt 
supplies is not taken into account when determining whether a vendor is compelled to 
register or not. 

Examples of exempt supplies in an attorney’s practice are: 

– sheriff fees (if levied by the government) 

– membership fees of employer’s organisations.  

A vendor making exempt supplies cannot claim the input tax. A list of all the items 
deemed to exempt supplies can be found in section 12 of the VAT Act. Transport 
services by road are, for example, exempt supplies. The supplier of these services cannot 
register as a VAT vendor, may not charge output tax and cannot claim input tax on the 
acquisition of goods and services even if acquired to enable him or her to render the 
transport services.  

5.4 Input and output tax 

■ Input tax 

All supplies of goods and services to a vendor are subject to VAT if it is obtained from 
other registered vendors. Only the portion of goods and services used by the vendor to 
make taxable supplies, qualifies for a repayment of input tax. 

Examples of items subject to input tax for an attorney’s practice are: 

– operating/administrative expenses, such as telephone  

– capital purchases, such as furniture. 

Input tax is recorded by the supplier on a tax invoice which is required by the purchaser 
when credit is claimed for input tax. 

In an attorney’s practice, no input tax may be claimed for the following: 

– entertainment expenses (except in exceptional cases: refer to section 17(2)(a)) 

– membership fees in respect of membership of any club of a sport participating, social 
or recreational nature 

– the acquisition of a motor car 

– goods and services not used for taxable supplies and not identified under the above 

– purchases/expenses for which no VAT invoices were obtained (with the exception of 
second-hand goods) 

– salaries and wages. 
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■ Output tax 

The tax levied by a vendor on goods sold or services rendered is known as output tax. 

Examples of items subject to output tax in an attorney’s practice are: 

– services rendered (e.g. fees and collection commission) 

– fringe benefits. 

Output tax is added to the fees on the invoice and the total amount of the fees levied 
includes VAT. 

5.5 The requirements of a valid tax invoice 

Depending on the amount of the transaction, the valid tax invoice can be divided into a 
full tax invoice or an abridged tax invoice. 

The requirements for a full tax invoice can be summarised as follows: 

– the words “tax invoice” must be visible in a prominent place 

– the name, address and VAT registration number of the supplier 

– the name, address and VAT registration number of the recipient (if the recipient is a 
vendor) 

– an individual serialised number and the date on which the tax invoice is issued 

– a full and proper description of the goods or services supplied 

– the quantity or volume of the goods or services supplied 

– one of the following: 

 • value of the supply, VAT levied and consideration; or 

 • consideration and VAT percentage or VAT amount.   
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Example of a full tax invoice: 

TAX INVOICE 
ABC Stationers CC 

115 Pencil Street 

Potchefstroom 

2531 

Telephone: 018 209 1122 

E-mail: abcstationers@gmail.com 

VAT registration number: 4115625090 

Deliver to: Invoice number:  A001051 

Capone Attorneys Incorporated Date: 30/04/20.7  

10 Divorce Street 

Potchefstroom 

2531 

Telephone: 018 205 1234 

E-mail: info@caponeattorneys.co.za 

VAT registration number: 401023567 

Description Quantity Unit price Amount 

Whiteboard markers 10 R5.50 R55.00 

Exam pads 50 R9.50 R475.00 

A4 box files 25 R15.90 R397.50 

  Subtotal R927.50 

  VAT R139.13 

  Total with VAT R1 066.63 

    

The requirements for an abridged tax invoice can be summarised as follows: 

– the words “tax invoice” must appear in a prominent place 

– the name, address and VAT registration number of the supplier 

– an individual serialised number and the date on which the tax invoice is issued 

– a description of the goods or services supplied 

– one of the following: 

 • value of the supply, VAT levied and consideration; or 

 • consideration and/or VAT percentage or VAT amount. 

If the tax invoice does not adhere to the requirements listed above, SARS will not allow 
the deduction of the input tax. 
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5.6 Operation of the VAT system  

Every registered vendor supplying goods or rendering services to clients or customers is 
obliged to levy VAT on these goods or services, except where the supply is not defined 
as goods or a service in the VAT Act or where the supply is exempt from VAT.  

The vendor must account at the end of each tax period for all transactions entered into 
to the Commissioner of SARS. Indication must be made on the prescribed form of the 
amount of supplies rendered at 15% and those at 0% (output tax) as well as the amount 
claimed for input tax. In addition, all exempt supplies must be indicated. 

The total input tax paid or due to other vendors must be shown on the VAT return. 
Where input tax was paid on supplies used to make exempt supplies, the input tax must 
be shown separately as the vendor may not claim the amount from the Commissioner. 
Remember that input tax on zero-rated supplies may however be claimed.  

The difference between the output tax levied and the input tax paid, after adjusting for 
disallowed amounts, must be paid to the Commissioner or is refundable by the Commis-
sioner. Thus, the mathematical equation will look like this: 

Net VAT payable or refundable = output tax – input tax 

■ Tabular presentation 

VAT is collected at every point in the production and distribution process up to the point 
that it is available to the end user or consumer. Every vendor in the process may set off 
the VAT paid by him or her against the VAT levied by him or her.  

 
Cost price 
(excl VAT) 

Value added 

Selling 

price  

(excl VAT) 

Output 
tax 

Input 
tax 

VAT 
liability 

 R R R R R R 

Producer – 1 100 1 100   15   –   15 

Factory 100 1 400 1 500   75   15   60 

Wholesaler 500 1 200 1 700   105   75   30 

Retailer 700 1 300 1 000 150   105   45 

  1 000  345 195 150 

      

Comment 

– The Commissioner of SARS received in total VAT of R150 on this product as each 
vendor in the chain paid over VAT as shown in the last column of the above table. 

– Output tax (R345) – input tax (R195) = R150. 

– The end user or consumer acquires the goods at R1 150 (including VAT) from the 
retailer. The consumer is not a registered VAT vendor and is not allowed to claim the 
VAT amount of R150 back as input tax. The VAT burden of R150 is therefore carried 
by the consumer, but is collected and paid over to SARS across the supply chain from 
the producer up to the retailer.  
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5.7 Recording procedure (ledger accounts) 

The aim of incorporating VAT successfully in a good financial ledger system is to: 

– correctly calculate all output tax and to credit the VAT control account 

– correctly calculate all input tax and to debit the VAT control account 

– complete a VAT claim and pay to or receive a refund from the Commissioner. 

5.7.1 Input tax 

Example 1 

20.6 

Oct 1 Pound Attorneys pay per cheque monthly office rental of R2 300 (VAT included). 

POUND ATTORNEYS 

T-accounts 

Rent expense 

  R   R 

20.6      
Oct 1 Bank 2 000    

      
    

Bank 

  R   R 

   20.6   
   Oct 19 Rent and VAT 2 300 

      
    

VAT control 

  R   R 

20.6      

Oct 1 Bank 300    

      
    

Comment 

You will note that the full amount of R2 300 leaves the bank account. However, the rent 
expense is the net amount of R2 000. The reason for this difference is because an 
amount of R300 of VAT (input tax) can be claimed back from SARS. The VAT control 
account is debited because there is a claim (an asset) against SARS for the input tax. 

The VAT component is calculated as follows: 

R2 300 × 15/115 = R300 

which can be explained as follows: 

– If an amount includes VAT, it can be seen as the 115 component. It is the same as 
when an amount does not include VAT – the amount can be seen as the 100 com-
ponent. The VAT portion is seen as the 15 component.  
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– To simplify the calculation: the amount that should be calculated appears above the 
line, while the amount that is known appears underneath the line. To use the same 
example as in Pound Attorneys: 

 The amount including VAT is R2 300, which is the 115 component. The amounts that 
need to be calculated are the 100 component and the 15 component. Thus, R2 300 × 
100/115 = R2 000 (the amount excluding VAT) and R2 300 × 15/115 = R300 (the 
VAT amount). 

The formulas are as follows: 

Amount including VAT × 15/115 = VAT portion 

Amount including VAT × 100/115 = Amount excluding VAT 

Amount excluding VAT × 15% = VAT portion 

Amount excluding VAT + 15% = Amount including VAT 

Example 2 

20.6 

Oct 31 Pound Attorneys purchased a computer for R9 200 on account (VAT included) 
from S Sterling. 

POUND ATTORNEYS 

T-accounts 

Equipment 

  R   R 

20.6      
Oct 31 S Sterling 8 000    

      
    

S Sterling 

  R   R 

   20.6   

   Oct 31 Equipment and VAT 9 200 

      
    

VAT control 

  R   R 

20.6      
Oct 31 S Sterling 1 200    

      
    

Comment 

You will note that the full amount of R9 200 is due to S Sterling. However, equipment 
only increases by the net amount of R8 000. The reason for this difference is because an 
amount of R1 200 of VAT (input tax) can be claimed back from SARS. The VAT control 
account is debited because there is a claim (an asset) against SARS for the input tax. 
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5.7.2 Output tax 

Example 3 

20.6 

Oct 19 Pound Attorneys renders legal advice to a client on credit, R805 (VAT included). 

POUND ATTORNEYS 

T-accounts 

Fees earned 

  R   R 

   20.6   
   Oct 19 Clients 700 

      
    

Clients 

  R   R 

20.6      
Oct 19 Fees and VAT 805    

      
    

VAT control 

  R   R 

   20.6   

   Oct 19 Clients 105 

      
    

Comment 

You will note that the full amount of R805 is due by the clients. However, fees only 
increase by the net amount of R700. The reason for this difference is because an amount 
of R105 of VAT (output tax) is due to SARS. The VAT control account is credited because 
there is a liability due to SARS for the output tax. 

5.7.3 VAT control account 

The VAT control account of Pound Attorneys compiled from the above three examples 
will appear as follows: 

VAT control 

  R   R 

20.6   20.6   

Oct 1 Bank 300 Oct 19 Clients 105 

     31 S Sterling 1 200        31 Balance 1 395 

  1 500   1 500 

Nov 1 Balance 1 395    
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Comment 

– The balancing and closing-off of a ledger account is discussed in paragraph 8.3 but is 
only shown for the sake of completeness. 

– If the claim to the Commissioner for VAT is calculated on 31 October, the Commis-
sioner owes R1 395 to Pound Attorneys due to the fact that the input tax (R300 + 
R1 200) exceeds the output tax (R105). 

5.8 Sundry aspects 

5.8.1 Tax returns and payments 

Every vendor must, within 25 days after the end of the month of the tax period, submit a 
properly completed VAT return (VAT201) to the Commissioner. This can be done by way 
of manual submission or by submitting the return electronically via eFiling. When 
submitting the VAT return manually, it must be done by the 25th of the month. If eFiling is 
the preferred method, it can be submitted on the last day of the month given that it does 
not fall on a Saturday or a Sunday. This return must show all details and account for input 
and output tax. 

VAT may be paid to the Commissioner in three ways, namely, by cheque, cash or by 
means of a bank transfer. Penalties and interest are payable on late submissions of 
returns and late payments to SARS. Any VAT owing plus penalties and/or interest levied, 
must accompany the return. 

If the input tax exceeds the output tax, payment to the vendor by the Commissioner 
must take place within 21 days after receipt of the return. 

5.8.2 Assessments 

The Commissioner is authorised to issue a VAT assessment if: 

– the vendor has not submitted a VAT return 

– the Commissioner is not satisfied with the return 

– the Commissioner has reason to believe that the vendor is liable for payment of VAT 
but has not made a payment 

– goods and services were rendered by the vendor, but no VAT was claimed. 

In addition, the Commissioner has a right to estimate any VAT payable and to furnish the 
vendor with a written assessment for the amount payable. 

Any such assessment is liable to objection or appeal. 
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6 Books of prime entry 

 

Learning objectives

After studying this chapter, you should be able to prepare the following books of 
prime entry: 

l business cash book 

l petty cash book 

l trust cash book 

l fees journal 

l sheriffs journal 

l advocate journal 

l trust journal 

l transfer journal 

l general journal. 
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6.1 Introduction 

In the previous chapters, analyses of transactions were made, the influence on the basic 
accounting equation determined and an elementary statement of profit or loss and state-
ment of financial position was prepared. The process discussed up to now, comprises the 
following: 

Transactions 

 

Ledger accounts 

 

Statement of profit or loss 

 

Statement of financial position 

The above-mentioned steps, however, do not comprise the formal recording process. 
Intermediate steps are introduced and the accounting cycle will be as follows: 

Transactions 

                                     (are evidenced by) 

Source documents 

                                                   (details are recorded in the) 

Books of prime entry 

                                                                (totals are posted to the respective) 

Ledger accounts 

                                             (are used to prepare a) 

Trial balance 

                                                    (is used to prepare a set of) 

Financial statements 

                                                    (are used in the process of)  

Analysis and interpretation 

                                        (for the purpose of) 

Decision making 

Subsequently the recording of transactions in the books of prime entry is explained. 
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6.2 Purpose of the books of prime entry 

In practice, where the same type of transaction recurs repeatedly and in large volumes, it 
is impractical to record every transaction directly in a ledger. With direct entries in the 
ledger accounts the identity of the transactions is lost as a ledger account contains only a 
part of a transaction and the matching of individual debits with individual credits be-
comes impossible. Neither does the ledger account contain details such as source docu-
ment numbers. 

The solution to this problem is to group transactions of a similar nature in books of 
prime entry and to post totals to the general ledger. No transaction may be entered 
directly in a ledger account before it has been recorded in a book of prime entry. 

The use of books of prime entry has the following benefits: 

– They serve as a link between the source document and the ledger account. The 
source document can be referred to directly by means of the source document num-
ber obtained from the book of prime entry. 

– A chronological record of all transactions is provided. 

– Possible recording mistakes are reduced. 

– The distribution of work is facilitated. 

Numerous books of prime entry exist but the following, from the perspective of an 
attorney’s practice, will be covered in this chapter and referred to in the rest of this book: 

– business cash book 

– petty cash book (for business purpose only) 

– trust cash book 

– fees journal 

– sheriffs and advocates journal 

– general journal 

– transfer journal; and 

– trust journal. 

6.3 Source documents 

The conclusion of a transaction leads to the second step in the recording process,  
namely the preparation of a source document. For each type of transaction, a specific 
document is prepared as voucher for the recording of the transaction in the appropriate 
book of prime entry. Examples of source documents are, inter alia, invoices, receipts, 
petty cash vouchers, cheque counterfoils and deposit slips. Such a source document 
usually contains the following information: 

– the serial number (sequentially numbered) 

– the type of transaction 

– details of the other party to the transaction 
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– the date of the transaction 

– the amount of money involved. 

After recording the information in the applicable book of prime entry, the source docu-
ments are systematically filed and kept for future reference. 

6.4 Cash records 

6.4.1 Introduction 

In order to classify transactions, a distinction is made between cash and credit (non-cash) 
transactions. Cash transactions are recorded in cash books or cash journals while non-cash 
transactions are recorded in sundry journals discussed in paragraph 6.6. 

In chapter 2 (paragraphs 2.2 and 2.3), the requirements of the Attorneys Act 53 of 
1979 (hereafter referred to as the Attorneys Act), the Legal Practice Act 28 of 2014 
(hereafter referred to as the Legal Practice Act) and the Rules for the Attorneys’ Profes-
sion in respect of the accounting system in an attorney’s practice were introduced. In 
terms of section 78(1) of the Attorneys Act and section 86(2) of the Legal Practice Act, a 
practitioner has to open a separate bank account at a banking institution in the Republic 
in which trust money is deposited and from which trust payments are made. A clear 
distinction between trust receipts and payments on the one side and business money on 
the other side must be made by the attorney. For this reason, an attorney’s practice has 
at least two bank accounts, namely a trust bank account and a business bank account 
with a banking institution in the Republic of South Africa. 

One of the following three methods can be used to record cash transactions: 

1. Business and trust money is recorded separately by means of: 

 – a cash receipts and cash payments journal for business money; and 

 – a cash receipts and cash payments journal for trust money. 

2. A combined cash book with separate columns for business and trust money. This 
method is not recommended. 

3. Two separate cash books, one for business money and one for trust money. In this 
case two separate receipt books and deposit books, as well as two separate cheque 
books, for business and trust money, are used. 

The third method of recording cash transactions is used in this textbook. 

Subsequently business cash records will be discussed, followed by trust cash records. 

6.4.2 Business cash journals 

The recording of business cash receipts and payments will be discussed in detail in para-
graph 6.4.3 and the business cash receipts and payments journals are only illustrated: 
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POUND ATTORNEYS 

Business cash receipts journal for May 20.6 

Date Receipts Details Fol Sundries Clients Bank 

    R R R 

1 

12 
13 

1001 

1002 
1003 

Capital 

L London 
Loan 

 130 000

25 000 

 

8 000 

130 000

8 000
25 000 

24 1004 L Leeds   3 000 3 000 

    155 000 11 000 166 000 
  

Business cash payments journal for May 20.6 

Date Payments Details Fol Sundries Salaries Bank 

    R R R 

12 

14 

13 

101 

102 

103 

Salaries 

Petty cash 

Drawings 

 

200

1 800 

20 000 

 

20 000

200

1 800 

24 104 Equipment  100 000  100 000 

31 105 Petty cash  184  184 

    102 184 20 000 122 184 
  

The business bank account in the general ledger appears as follows: 

Business bank account 

  R   R 

20.6   20.6   

May 31 Total receipts 166 000 May 31 Total payments 122 184 
   June 1 Balance c/d 43 816 

  166 000   166 000 

June 1 Balance b/d 43 816    

6.4.3 Business cash book 

The business cash book indicates the flow of cash through the business bank account 
and is a combination of the two business cash journals. 

The business cash book appears as follows: 

– The cash book commences with a debit balance when favourable and a credit bal-
ance when unfavourable. 

– The receipts are shown on the left side (debit side). 

– The payments are shown on the right side (credit side). 

The double entry principle is applied as follows: 

– For each amount debited in the cash book an account is credited in the general 
ledger. 
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– For each amount credited in the cash book an account is debited in the general 
ledger. 

The cash receipts and cash payments journals as illustrated in paragraph 6.4.2 can be 
recorded in cash book form and will appear as follows: 

POUND ATTORNEYS 

Business cash book for May 20.6 BCB1 

Date Rec Receipts Fol 
Sun- 
dries 

Clients Bank Date
Pay-

ments 
Details Fol 

Sun- 
dries 

Salaries Bank 

    R R R     R R R 

11 
12 
13 
24 

1001 
1002 
1003 
1004 

Capital 
L London 
Loan 
L Leeds 

 130 000

25 000 
8 000

3 000

130 000 
8 000 

25 000 
3 000 

12
14
13
25
31 

101 
102 
103 
104 
105 

Salaries 
Petty cash 
Drawings 
Equipment 
Petty cash 
Balance 

 
 
 
 
 

c/d

 
200 

1 800 
100 000 

184 
43 816 

20 000 20 000 
200 

1 800 
100 000 

184 
43 816 

    155 000 11 000 166 000     146 000 20 000 166 000 

June 1  Balance b/d 43 816 43 816        

Comment 

– This cash book shows no opening balance since it is the first month of operations. 

– The cash book balance of R43 816 at the end of the month is the same as the bal-
ance in the bank account as calculated in paragraph 6.4.2. 

– The cash book balance is included in the trial balance together with the other ledger 
account balances at month end. 

 • c/d = carried down 

 • b/d = brought down 

A practice with a large volume of cash transactions makes provision for analysis columns 
in the cash book according to the enterprise’s needs and the receipts and payments sides 
are separated from each other. 

The debit side of the business cash book shows all cash receipts and deposits that 
were made into the business bank account while the credit side of the business cash 
book shows all cash payments made to suppliers etc.  

■ The receipts side of the business cash book 

•••• Source documents 

Receipts 

For all business receipts, pre-numbered receipts are issued, usually in triplicate. The person 
making the payment receives the original receipt, the first copy is for filing in the client 
file and the fixed copy is used as voucher for recording in the cash book. The receipts 
can be recorded as follows: 

– If a small number of receipts are issued daily, each receipt can be individually recorded 
in the cash book, summarised in the business bank deposit book and deposited daily. 
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– A large number of receipts issued daily, is totalled, recorded in the cash book in total, 
and deposited in the bank. In this case posting to the client’s account is done directly 
from the receipt. The total in the bank column should agree with the daily total of re-
ceipts. 

Bank statements 

– A client may complete a deposit slip at the bank and deposit an amount directly into 
the bank account of the attorney’s practice.  

– A client may transfer an amount from his or her bank account into the bank account 
of the attorney’s practice via EFT (electronic funds transfer). 

– Sundry aspects, such as interest earned.  

The bank statement serves as source document for all the above-mentioned matters. 
Once recorded from the bank statement in the books of prime entry, a receipt is also 
issued to the person who made the payment by EFT or direct deposit. 

•••• Analysis columns 

All receipts are recorded in the bank column as well as in an analysis column. The re-
ceipts side of the business cash book may contain various analysis columns, but at least 
two are recommended, namely one for clients and one for sundries. 

Sundries column 

Receipts such as capital deposited by the owner, commission income, interest received 
and transfers from the trust bank account, are recorded in the sundries column. 

Clients column 

Receipts from clients for fees levied are recorded in this column. 

At the end of the month the sum of the totals of the analysis columns should agree 
with the total of the bank column.  

The receipts side of a business cash book is subsequently illustrated: 

POUND ATTORNEYS 

Business cash book for May 20.6 – Receipts  BCB1 

Date Receipts Details Fol Sundries Clients Bank 

 

11 

12 

13 

 

1001 

1002 

1003 

 

Capital 

L London 

Loan 

 R 

130 000 

 

25 000 

R 

8 000 

R 

130 000

8 000

25 000 
24 1004 L Leeds   3 000 3 000 

    155 000 11 000 166 000 

    

  Cr Clients control      



Books of prime entry

 

 

77
 

Comment 

– The folio number of the cash book appears on the right side as BCB1 with “1” as the 
page number. 

– The columns of the cash book indicate the following: 

 • The first column: the date on which the receipt was issued. 

 • The second column: the source document number for easy reference to the details 
of the transaction. 

 • The third column: the name of the contra ledger account to be credited. 

 • The fourth column: the folio number of the contra ledger account to be posted to. 
The cross reference from the cash book to the ledger account is illustrated in chap-
ter 8. 

 • Sundries column: all non-recurring items as well as the opening or closing balances 
for the month. The total of the sundries column is not posted in total but used for 
cross balancing purposes. The amounts in the sundries column are individually 
credited to the applicable ledger accounts. 

 • The client column: the cash receipts from clients. 

 • The bank column: the amounts deposited in the bank. 

– The sum of the totals of the analysis columns should agree with the total of the bank 
column and is referred to as cross balancing of the cash book. In this example 
R155 000 + R11 000 = R166 000. 

– The total receipts for the day is deposited in the bank daily. 

– The concept control account is discussed in paragraph 8.7.1 but is shown for the sake 
of completeness. When control accounts are in use, posting to these accounts form 
part of the double entry system. 

■ The payments side of the business cash book 

The credit side of the business cash book reflects all cash payments made from the 
business bank account. These payments are made by business cheques and EFTs. 

•••• Source documents 

Cheque counterfoil 

The business cash book is recorded from the business cheque counterfoils in numerical 
order. When signing cheques the attorney must ensure that the necessary information 
appears on the cheque counterfoil as payments may be made on behalf of his or her 
clients, and for which the clients must be charged. 

Electronic funds transfer (EFT) payment instruction 

The business cash book is also recorded from the duly authorised payment instructions. 
When authorising the EFTs, the attorney must ensure that the necessary information 
appears on the payment instruction. 
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Bank statements 

The bank statement serves as source document for, amongst others, interest charged, 
unpaid cheques, bank charges and debit orders. 

•••• Analysis columns 

Analysis columns can be used because cheques are issued for various expenses. The 
following are examples of analysis columns: 

– wages 

– stationery and printing 

– salaries 

– petty cash 

– creditors 

– VAT (value-added tax) 

– clients 

– sundries. 

Each amount paid is recorded in the bank column as well as in an analysis column. 
Therefore, the sum of the totals of the analysis columns should agree with the total of the 
bank column at the end of the month. The payments side of a business cash book is 
subsequently illustrated: 

POUND ATTORNEYS 

Business cash book for May 20.6 – Payments  BCB1 

Date Payments Details Fol Sundries Salaries Petty cash Printing Clients Bank 

    R R R R R R 

11 

12 

14 

17 
18 

10 

14 

25 

30 
31 

101 

102 

103 

104 
105 

106 

107 

108 

109 
110 

W Wales 

Salaries 

Petty cash 

Wages 
Drawings 

Printing 

Wages 

Equipment 

Petty cash 
Printing 

Balance 

 

1 800

100 000

43 816 

 

14 400 

 

800 
 

 

800 

 

 

200 

 
 

 

 

 

184 

 

 

 

 
 

2 000 

 

 

 
2 500 

500 500 

14 400 

200 

800 
1 800 

2 000 

800 

100 000 

184 
2 500 

43 816 

    145 616 16 000 384 4 500 500 167 000 

     

 Dr Clients control     

Comment 

– The folio number of the cash book appears on the right side as BCB1 with “1” as the 
page number. 
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– The columns of the cash book indicate the following: 

 • The first column: the date on which the payment was made. 

 • The second column: the payments recorded from the cheque counterfoils in 
numerical order or the EFT payment reference number. 

 • The third column: the name of the contra ledger account to be debited.  

 • The fourth column: the folio number of the contra ledger account to be debited. 
The cross reference from the cash book to the ledger account is illustrated in chap-
ter 8. 

 • Sundries column: all non-recurring items as well as opening or closing balances for 
the month. The total of the sundries column is not posted in total but only used for 
cross balancing purposes. The amounts in the sundries columns are individually 
debited to the applicable ledger accounts. The balance of R43 816 is also reflected 
in this column. 

 • Other analysis columns: opened according to the needs of the business. 

 • Bank column: the amount of the payment is entered in one of the analysis columns 
as well as in the bank column.  

– The sum of the totals of the analysis columns agree with the total of the bank column 
and is referred to as cross balancing of the cash book. In this example 

 R145 616 + R16 000 + R384 + R4 500 + R500 = R167 000. 

■ The balancing of the business cash book 

The opening balance plus the difference between the total receipts and total payments 
during the month, represents the cash book balance at the end of the month. If the debit 
side exceeds the credit side, it represents a favourable cash book balance, and vice versa, 
a credit balance represents an unfavourable cash book balance. This closing balance of 
the cash book is monthly reconciled with the balance of the bank statement and re-
flected in the trial balance. The closing balance of the current month is the opening 
balance of the next month. 

6.4.4 Petty cash book 

Enterprises often make small payments for expenses such as postage, milk, tea and sta-
tionery, that have to be paid for in cash. For this reason most businesses keep a cash 
amount on hand for petty cash payments. 

The petty cash book of an attorney’s practice is also used for small expenses paid for 
by the attorney on behalf of his or her clients, for example registration of postal items, 
that are usually recovered from clients at a later stage. In order to be able to determine 
the exact amount of the debt due by the client in this regard, it is important that the petty 
cash book is kept up to date and that accurate posting is done to the respective accounts 
of the business. 

■ The imprest system 

The system usually used for keeping petty cash, is the imprest system. In this system, a 
cheque is issued to the petty cash cashier at the beginning of the month. The cheque is 
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cashed at the bank and kept in a money box from which sundry small payments are 
made. At the end of the month the petty cash cashier again receives a cheque to restore 
the imprest. If the petty cash float amounts to R200 and payments during the month 
amount to R170, the petty cash cashier will receive a cheque for R170 from the cashier 
at the end of the month. The following month will yet again start with an imprest of 
R200. 

The petty cash book contains analysis columns for various expenses, as illustrated in 
the following example: 

POUND ATTORNEYS 

Petty cash book for May 20.6 PCB1 

Date Receipts Fol Total Date Payments 
Doc 
no Total 

Adver-
tise- 

ments 

Station-
ery 

Post- 
age 

Travel-
ling 

Enter- 
tain-
ment 

Fol Clients 

   R   R R R R R R R

14 
31 

Bank 
Bank 

BCB1
BCB1

200 
184 

13 
14 

 
15 
16 
19 
21 
24 
25 
27 

Stamps 
T Thomas 
(registration)
Pens 
Stamps 
Travelling 
Tea + coffee 
Envelopes 
Advertising 
Travelling 

1 
 

2 
3 
4 
5 
6 
7 
8 
9 

15 
 

12 
9 
4 

48 
16 
6 

18 
56 

 
 
 
 
 
 
 
 

18 

 
 
 
9 
 
 
 
6 

15
 
 
 

4 

 
 
 
 
 

48 
 
 
 

56 

 
 
 
 
 
 

16 

 
 

C4 

 
 

12 

       184 18 15 19 104 16  12 

    31 Balance c/d 200        

   384    384 Dr Clients control    

Jun 1 Balance b/d 200            

Comment 

– The balance at the end of the month is the same as the opening balance as a cheque 
of R184 for the total payments for the month is issued. 

– The closing balance of the current month is the opening balance of the following 
month. 

6.5 Trust cash records  

6.5.1 Introduction 

In chapter 2  

– section 78 of the Attorneys Act and sections 84 to 91 (chapter 7) of the Legal Prac-
tice Act 

– and the Accounting Rules (Rules 35–38) included in the Rules for the Attorneys’ 
Profession 

with specific requirements regarding accounting for and handling of trust money in the 
attorney’s practice were discussed. 
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6.5.2 Handling of trust money 

The Rules define “trust money” as money held or received on account of any person. 
Trust money can be further described as money the practitioner receives to be held in 
trust by him or her and which has to be handled according to the client’s instructions, 
thus the attorney must at all times ensure that the position of trust is not breached. 

Trust money remains the property of the client whilst held by the attorney, and does 
not form part of the assets of the attorney’s practice. 

Trust deposits can include the following: 

– deposits of clients in respect of services yet to be rendered, as well as expenses 
pertaining thereto 

– money paid in by a third party in respect of expenses that have yet to be paid, for 
example a conveyancing transaction 

– money paid in that has to be paid over to a nominated person. 

Trust payments are made by cheque or EFTs and include the following: 

– payments to third parties on instruction of the client 

– an investment (section 78(2A) of the Attorneys Act and section 86(4) of the Legal 
Practice Act) made under the written instruction of the client 

– payment of expenses for a specific purpose, as determined by the client 

– payment to the instructing attorney in respect of correspondent transactions 

– transfer of money from the trust bank account to the business bank account when the 
attorney has rendered a service for which an amount is due by the client.  

Under no circumstances may the amount drawn from the trust bank account exceed the 
amount kept in trust on behalf of the client. 

6.5.3 Trust cash journals  

The recording of trust receipts is discussed in detail in paragraph 6.5.4 and the trust cash 
receipts journal is only illustrated: 

POUND ATTORNEYS 

Trust cash receipts journal for May 20.6 

Date Rec Details Fol Sundries Trust 

creditors 
Bank 

    R R R 

12 311 O Oxford   1 500 1 500 
 312 C Cambridge   1 200 1 200 

     2 700 2 700 
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The recording of trust payments is discussed in detail in paragraph 6.5.4 and the trust 
cash payments journal is only illustrated: 

Trust cash payments journal for May 20.6 

Date Cheque Details Fol Sundries Trust 
creditors 

Bank 

    R R R 

25 511 
512 

O Oxford (advocate) 
C Cambridge (transfer duties) 

  450 
990 

450
990 

     1 440 1 440 

     

The trust bank account in the general ledger appears as follows: 

Trust bank account 

  R   R 

20.6   20.6   
May 31 Total receipts 2 700 May 31 Total payments 1 440 

    Balance c/d 1 260 

  2 700   2 700 

June 1 Balance b/d 1 260    

6.5.4 Trust cash book 

The trust cash book indicates all cash flow through the trust bank account and is a com-
bination of the two trust cash journals. The same information as in paragraph 6.4.3 in 
respect of the business cash book applies to the trust cash book with one exception: 

– the trust bank account should at all times show a debit balance and under no circum-
stances a credit balance since an irregularity may occur. 

The trust cash receipts and trust cash payments journals in paragraph 6.5.3 can be re-
corded in cash book form and will appear as follows: 

POUND ATTORNEYS 

Trust cash book for May 20.6 TCB1 

Date Rec Receipts Fol
Sun- 
dries 

Trust 
creditors

Bank Date 
Pay-

ments 
Details Fol 

Sun- 
dries 

Trust 
cred-
itors 

Bank 

    R R R     R R R 

12 311 O Oxford   1 500 1 500 25 511 O Oxford 
(advocate) 

  450 450 

1 312 C Cambridge   1 200 1 200 1 512 C Cambridge
(transfer 
duties) 

 990 990 

      31  Balance c/d 1 260  1 260 

     2 700 2 700     1 260 1 440 2 700 

June 1  Balance b/d 1 260  1 260        
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Comment 

– The trust cash book balance of R1 260 at the end of the month is the same as that of 
the trust bank account in paragraph 6.5.3. 

– The trust cash book balance is included in the trial balance together with the other 
ledger account balances at month end. 

– The payment of R450 made to the advocate is in respect of O Oxford and therefore 
the trust creditors account of O Oxford is debited provided that sufficient trust funds 
were received at an earlier stage.  

■ The receipts side of the trust cash book 

All trust receipts should be promptly deposited in the trust bank account. The debit side 
of the trust cash book reflects all cash receipts, for example money received in trust and 
deposited in the trust bank account. 

•••• Source documents 

Receipts 

Pre-numbered trust receipts are issued, usually in triplicate, for all trust receipts. The 
person making the payment receives the original receipt, the first copy is filed in the trust 
creditor’s file and the fixed copy is used as the voucher for recording in the trust cash 
book. This process would apply to EFTs and cheque deposits. 

Bank statements 

– A client may complete a deposit slip at the bank and deposit an amount directly in 
the trust bank account of the attorney’s practice.  

– A client may transfer an amount from his or her bank account into the bank account 
of the attorney’s practice via EFT. 

– Interest received on trust deposits. 

The bank statement serves as source document for all the above-mentioned matters. 
Once recorded from the bank statement in the books of prime entry, a receipt is also 
issued to the person who made the payment by EFT or direct deposit.  

•••• Analysis columns 

All trust receipts are recorded in the bank column as well as in an analysis column. The 
trust cash book usually contains at least two analysis columns, namely a column for trust 
creditors and a sundries column.  

Sundries column 

The sundries column is primarily used for recording of balances and transfers. 

Trust creditors column 

Trust moneys received are recorded in the trust creditors column and at the end of the 
day the total is recorded in the bank column. A deposit slip is prepared in the trust bank 
deposit book and the money deposited in the trust bank account. 
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At the end of the month the sum of the totals of the analysis columns should agree 
with the total of the bank column. 

The receipts side of a trust cash book is subsequently illustrated: 

POUND ATTORNEYS 

Trust cash book for May 20.6 – Receipts  TCB1 

Date Rec Details Fol Sundries Trust 

creditors 
Bank 

    R R R 

12 311 O Oxford   1 500 1 500 

 312 C Cambridge   1 200 1 200 

     2 700 2 700 

    

  Cr Trust creditors control     

Comment 

– The folio number of the trust cash book appears on the right side, for example TCB1. 
The “1” indicates the page number of the cash book. 

– The columns of the trust cash book indicate the following: 

 • the first column: the date on which the trust receipt was issued 

 • the second column: the source document number for easy reference to the details 
of the transaction 

 • the third column: the name of the contra account to be credited 

 • the fourth column: the folio number of the contra ledger account to be posted to 
(the cross reference from the cash book to the ledger account is illustrated in chap-
ter 8) 

 • sundries column: the opening balance as well as the transfers  

 • the trust creditors column: the monies received in trust from clients 

 • the bank column: the amounts deposited in the bank. 

– The sum of the totals of the analysis columns should agree with the total of the bank 
column. This is referred to as cross balancing of the cash book. 

– The total receipts for the day is deposited in the bank daily. 

■ The payments side of the trust cash book 

The credit side of the trust cash book reflects all cash payments made from the trust bank 
account in respect of trust matters. Payments are made by trust cheques and EFTs. 

•••• Source documents 

Trust cheque counterfoils 

The trust cash book is recorded from the trust cheque counterfoils, in numerical order. 
When a trust cheque is issued, it is essential to complete the cheque counterfoils in as 
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much detail as possible. A trust cheque should be crossed and may never be a cash or 
bearer cheque but should always be issued to a specific beneficiary.  

EFT payment instruction 

The trust cash book is also recorded from the duly authorised payment instructions. 
When authorising the EFTs, the attorney must ensure that the necessary information 
appears on the payment instruction as per the client’s instructions. 

Bank statements 

– The bank statement serves as source document for unpaid trust cheques. See para-
graph 7.5 for a more detailed explanation of unpaid cheques. 

– It is important to take note of the treatment of bank charges, which usually appears 
on the business bank statement in respect of the trust bank account since an attor-
ney’s practice usually keeps two bank accounts at the same bank. See paragraph 7.6 
for a more detailed explanation of the trust bank account charges.  

•••• Analysis columns 

The payments side of the trust cash book contains two analysis columns, namely a 
column for trust creditors and a sundries column. Each cheque amount is recorded in the 
bank column as well as in an analysis column and therefore the sum of the totals of the 
analysis columns should agree with the total of the bank column at the end of the month. 

The payments side of the trust cash book is subsequently illustrated: 

POUND ATTORNEYS 

Trust cash book for May 20.6 – Payments  TCB1 

Date Cheque Details Fol Sundries 
Trust 

creditors Bank 

    R R R 

24 511 O Oxford (advocate)   450 450 
 512 C Cambridge (transfer duties)   990 990 

  Balance  1 260  1 260 

    1 260 1 440 2 700 

    

  Dr Trust creditors control     

Comment 

– The folio number of the trust cash book appears on the right side as TCB1 with “1” as 
page number. 

– The columns of the trust cash book indicate the following: 

 • the first column: the date on which the cheque was issued 

 • the second column: the cheque number from the cheque counterfoil written up in 
numerical order or the EFT payment reference number 

 • the third column: the name of the contra account to be debited 
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 • the folio column: the folio number of the contra account to be debited (the cross 
reference from the cash book to the ledger account is illustrated in chapter 8) 

 • sundries column: transfers as well as the trust cash book balance at the end of the 
month 

 • in the trust creditors column: payments to or on behalf of trust creditors 

 • bank column: the amount of the payment is entered in one of the analysis columns 
as well as in the bank column. 

– The sum of the totals of the analysis columns must agree with the total of the bank 
column and is known as cross balancing of the cash book. In this example R1 260 + 
R1 440 = R2 700. 

■ Balancing of the trust cash book 

The opening balance plus the difference between the total receipts and total payments 
during the month represents the trust cash book balance at the end of the month. The 
trust cash book should always reflect a debit (favourable) balance, since it is an irregular-
ity when the trust cash book reflects a credit balance as per Rule 35.13.9. At the end of 
the month the trust cash book balance is reconciled with the trust bank statement bal-
ance and is reflected as the trust cash book balance in the trial balance. The closing 
balance of the current month is the opening balance of the next month. 

6.6 Sundry journals 

6.6.1 Fees journal 

The fees journal is one of the most important journals in an attorney’s practice. All fees 
levied for services rendered to clients, either cash or on account are recorded in the fees 
journal. The total of the fees journal is debited to the clients control account and credited 
to the fees earned account in the general ledger. The relevant clients’ individual accounts 
in the clients ledger are debited with the amounts as reflected in the fees journal. 

■ Source documents 

Any of the following source documents are usually used for recording in the fees journal: 

•••• Fees register 

The fees register is kept by an attorney for the purpose of recording all the relevant 
details and is henceforth recorded in the fees journal.  

•••• Client files 

The source documents for fees transactions are usually filed in the relevant client’s file, 
which contains a summary of the time spent on the various aspects concerning the 
mandate. 
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The fees journal may appear as follows: 

POUND ATTORNEYS 

Fees journal – May 20.6  FJ1 

Date DN Details Fol Dr Cr 

    R R 

14 20 W Wimbledon 

Income tax return 

 1 500  

17 21 S Southampton 

Drawing up of lease contract 

 1 250  

 22 D Detroit 
Drafting of a will 

 1 250  

31  Fees earned   1 000 

  Dr Clients control  1 000  

Comment 

– The name of the specific client is entered in the details column as well as the reason 
for the fees levied. 

6.6.2 Sheriffs and advocates journals 

Claims for services rendered on credit by sheriffs and/or advocates are recorded in these 
two journals. These journals are prepared from reports or statements received from the 
sheriff and/or advocate. 

A sheriffs journal will appear as follows: 

POUND ATTORNEYS 

Sheriffs journal for May 20.6  SJ1 

Date Doc Details Fol Dr Cr 

    R R 

31 7 L Leeds  35  

  L London  48  

  Sheriff (S Sussex)   83 

  Dr Clients control  83  

Comment 

– The account of the sheriff, a creditor of the attorney, is credited with R83. 

The same procedure as above applies to the preparation of the advocates journal. 

6.6.3 General journal 

Transactions not recorded in any of the above-mentioned cash books or journals  
are recorded in the general journal. Entries from source documents will differ from 
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transaction to transaction and are illustrated in examples. Typical transactions entered in 
the general journal are: 

– the purchase of fixed assets on credit 

– the sale of fixed assets on credit 

– the purchase of consumable goods such as stationery on credit 

– drawing of assets by the owner 

– contributions of assets other than cash by the owner 

– writing off of bad debts 

– correction of errors 

– year-end adjustments and closing year-end entries. 

The general journal will appear as follows: 

POUND ATTORNEYS 

General journal for May 20.6  GJ1 

Date Details Fol Dr Cr 

   R R 

15 Stationery 

B British 
Purchased envelopes on credit from B British 

 1 100  

1 100 

12 P Piccadilly 
R Piccadilly 

R Piccadilly i.s.o. P Piccadilly debited adjustment (doc. 

no. 7) 

 130  
130 

14 H Heathrow 
Interest income 

Charge of interest on account in arrear 

 16  
16 

 Dr Clients control 
Cr Clients control 

 146  
130 

Comment 

– The name of the two accounts affected by the transaction are recorded in the details 
column. The name of the account to be debited is recorded on the first line whilst the 
name of the account to be credited is recorded on the second line.  

– A short description of the transaction, a journal narration, follows. 

6.6.4 Transfer journal 

The transfer journal is used for transfers from a client’s trust creditors account to his or 
her business account. In exceptional cases the opposite may apply. The transfer journal is 
discussed in detail in chapter 13. 



Books of prime entry

 

 

89
 

6.6.5 Trust journal 

The trust journal is used for transfers from one trust creditor’s account to another trust 
creditor’s account, as well as to record the interest earned on trust investments. The trust 
journal is discussed in chapters 12 and 13. 

6.7 Practical application 

The following information relates to the attorney’s practice of S Shilling (VAT is included 
where applicable at a rate of 15%): 

Transactions during May 20.6: 

  R 

1 Pay office rent for May 20.6 to K Kent by cheque 880 
 Charge fees for services rendered to L Leeds and receive payment  

in cash 
 

24 200 
 Issue a petty cash cheque 200 

2 Invoice Y York with fees in respect of a third-party case 1 100 

3 Receive rent in respect of 1 May to 31 July 20.6 660 

5 Purchase postage stamps (assume no VAT) from petty cash 15 
 Pay advertisements in respect of client Y York by cheque 44 

6 Pay membership fees to the Law Society 550 

7 B Bath instructs S Shilling to issue a summons against his wife  
for a divorce 

 

 He pays a deposit in this regard 350 

8 Purchase milk and sugar from petty cash 33 

9 Receive a deposit from B Bristol for a future purchase of property 42 000 

11 Invoice C Cardiff in respect of fees charged for collection  
from D Devon 

 
660 

12 Register a mortgage bond in favour of client P Plymouth   
 Pay the Deeds Office  410 
 Invoice the client a fee in this regard 990 

16 Pay the following from petty cash  
 Tea and coffee 66 
 Pens and pencils 22 

19 Receive an invoice for printing from B British 759 

20 Receive an invoice from Sheriff C Chester in respect of the following 
clients: 

 

 Y York 30 
 C Cardiff 25 

22 Pay a deposit for purchasing property on behalf of B Bristol 30 000 

23 Receive a cheque from Y York in settlement of his account 1 100   
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  R 

24 Pay costs regarding the divorce case of B Bath 200 

25 Pay registration of a letter to Y York from petty cash 16 

28 Pay short-term insurance for the period 1 May to 31 October 20.6  
by cheque 

 
1 320 

30 Pay the following via EFT:  
 Water and electricity 770 
 Telephone 1 133 
 Salaries 15 746 

31 Draw a cheque to restore the petty cash imprest  

Required: 

Record the above transactions in the undermentioned books of prime entry of Shilling 
Attorneys for the month of May 20.6: 

1 Business cash book 

2 Trust cash book 

3 Fees journal 

4 Sheriffs journal 

5 General journal 

6 Petty cash 

Summaries for posting to the control accounts are not required but shown to illustrate 
the postings done in paragraph 8.5. 

Solution 

SHILLING ATTORNEYS 

1 Business cash book for May 20.6 BCB1 

Date Receipts Fol Sundries VAT Clients Bank Date Payments Fol Sundries VAT Clients Bank 

   R R R R    R R R R 

1 L Leeds C1   24 200 24 200 1 Office rent N3 765 115  880 

3 Rent inc N2 574 86 660 5 Petty cash PCB1 200   200 

23 Y York C2   1 100 1 100  Y York (advts) C2   44 44 

      6 Membership fees N4 478 72  550 

      12 P Plymouth 

(register bond) C4   410 410 

      28 Insurance N5 1 148 172  1 320 

      30 Telephone N6 985 148  1 133 

       Water and  

electricity N7 670 100  770 

      31 Salaries N8 15 746   15 746 

       Petty cash PCB1 152   152 

           Balance c/d 4 755   4 755 

   574 86 25 300 25 960    24 899  607 454 25 960 

 

June 1 

 

Balance 

 

b/d 

 

4 755 

B3 B1

4 755 

    B3 B1  
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2 Trust cash book for May 20.6 TCB1 

Date Receipts Fol Sundries 
Trust  

creditors 
Bank Date Payments Fol Sundries 

Trust  

creditors 
Bank 

    R R    R R R 

7 

9 

B Bath – divorce 

B Bristol – property 

T1 

T2 

 350 

42 000 

350

42 000 

22

24

31 

B Bristol – property 

B Bath – divorce 

Balance 

T2

T1

c/d 

 

 

12 150 

30 000 

30 200 

30 000 

200 

12 150 

    42 350 42 350    12 150 30 200 42 350 

 

June 1 

 

Balance 

 

b/d 

 

12 150 

B2 

12 150 

    B2  

3 Fees journal for May 20.6 FJ1 

Date Details Fol Clients VAT Fees 

   R R R 

 1 L Leeds – services C1 24 200  3 157   21 043  

 2 Y York – court case C2 1 100  143   957  
11 C Cardiff – collection C3 660  86   574  

12 P Plymouth – mortgage bond C4 990  129   861  

   26 950 3 515 23 435 

      

   B1 B3 N1 

31 Dr Clients control       
 Cr Fees       

 Cr VAT       

4 Sheriffs journal for May 20.6 SJ1 

Date Details Fol Dr Cr 

   R R 

20 Y York C2 30  

 C Cardiff C3 25  

31 Sheriff Chester B4  55 

 Dr Clients control B1 55  

5 General journal for May 20.6 GJ1 

Date Details Fol Dr Cr 

   R R 

19 Printing N11 660  

 VAT – control B3 199  

 B British B5  759 

 Printing done on credit    
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6 Petty cash book for May 20.6 PCB1 

Date Receipts Fol Total Date Payments Total VAT 
Station-

ery 
Post-
age 

Enter-
tainment 

Fol Clients 

   R   R R R R R  R 

11 
31 

Bank 
Bank 

 200 
152 

15 
18 
16 

 
25 

Stamps 
Milk and sugar 
Tea and coffee 
Pens and pencils 
Y York: registration 

15
33
66
22
16 

 
 
 
3 

 
 
 

19 

15  
33 
66 

 
 
 
 

C2 

 
 
 
 

16 

      152 3 19 15 99  16 

    31 Balance c/d 200 B3 N9 N10 N12  B1 

   352   352 Dr Clients control    

June 1 Balance b/d 200          

Comment 

– A column for VAT has been included where necessary. 

– The VAT included in the membership fees paid on 6 May should be claimed from the 
Commissioner of SARS as it relates to a professional body that is not of a sport, social 
or recreational nature. 
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8 Ledger accounts 

 

Learning objectives

After studying this chapter, you should be able to: 

l make double entries of transactions in the ledger accounts 

l post books of prime entry to the respective ledger accounts 

l prepare a trial balance from the ledger account balances and totals. 
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8.1 Introduction 

The general ledger is a book in which the accounts of a business are grouped. Each 
ledger account has a debit and credit side and each transaction is recorded in at least 
two accounts, on opposite sides; in one or more accounts on the debit side (left side) 
and in the other account(s) on the credit side (right side). 

8.2 The double entry system 

The double entry system is the system on which the ledger is based and causes the 
ledger to be self-balancing. The amount debited and credited in the respective accounts 
should be the same in order to maintain the double entry principle. 

The double entry system is applied as follows: 

– The effect of the transaction on the basic accounting equation, in other words the influence 
on the financial position of the enterprise, is determined.  

– Identify the accounts affected by the transaction. In most instances, when VAT is not 
applicable, only two accounts will be affected by a transaction. 

– Determine which account increases or decreases. 

– Derive from the above which account should be debited and which one credited. 

– The same amount should be used in both accounts in order to maintain the balance. 

Example 

Use the transactions of Randall Attorneys as given in paragraph 3.6.1, reason as above, 
and record the transactions in the T-accounts. (A simple T-account is used instead of a full 
ledger account in order to explain the concepts of debit and credit.) 

(1)  Capital contribution by owner 

R Randall deposits R130 000 in Randall Attorneys’ bank account as capital. 

Question 

What is the effect on the basic  
accounting equation? 

Which two accounts are involved? 

Answer 

Assets increase; owner’s equity  
increases 

Bank and capital 

Debit Bank – bank (asset) increases on the debit side 

Credit Capital – owner’s equity increases on the credit side 

Bank  Capital 

 130 000       130 000 
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(2)  Drawings by owner 

The owner draws R1 800 for private use. 

Question 

What is the effect on the basic  
accounting equation? 

Which two accounts are involved? 

Answer 

Assets decrease; owner’s equity  
decreases 

Bank and drawings 

Debit Drawings – owner’s equity decreases on the debit side 

Credit Bank – bank (asset) decreases on the credit side 

Bank  Drawings 

   1 800   1 800   

         

        

Consequently, the relevant T-accounts for all the transactions in paragraph 3.6.1 are 
reflected. 

(3)  Income (cash) 

Bank  Fees earned 

 1 000       1 000 

         

        

(4)  Expenses (cash) 

Bank  Wages 

   800   800   

         

        

(5)  Income (credit) 

G Gold (client/debtor)  Fees earned 

 6 000       6 000 

         

        

(6)  Expenses (credit) 

Sundry creditors  Advertisements 

   500   500   
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(7)  Obtaining loans 

Bank  Loan 

 25 000       25 000 

         

        

(8)  Purchase of assets for cash 

Equipment  Bank 

 100 000       100 000 

         

        

(9)  Purchase of assets on credit (on account) 

Furniture  Sundry creditors 

 20 000       20 000 

         

        

(10)  Payments to creditors 

Bank  Sundry creditors 

   20 000   20 000   

         

        

(11)  Payments received from debtors (clients) 

Bank  G Gold (client/debtor) 

 3 000       3 000 

         

        

The double entry system is illustrated by the above entries. 

8.3 Balancing of a ledger account 

A ledger account may have entries on the debit, credit or both sides. To balance a ledger 
account, proceed as follows: 

■ Where only one entry has been made in the account 

Telephone 

  R    

Jan 28 Bank 400    

– This amount of R400 is the total or balance of the account. 
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■ Where more than one amount appears on one side of the account only 

Furniture 

  R    

Jan 12 Bank 10 000    

Jan 12 Office Ltd 20 000    

  30 000    

    

– Add the amounts and the total of R30 000 represents the total or balance. 

■ Where the same amount appears on both sides of the account 

J Kroon 

  R   R 

Jan 20 Sales 2 000 Jan 30 Bank 2 000 

    

– Where the totals of both sides are equal, no balance is calculated, or alternatively, the 
balance is R0. 

■ Where amounts appear on both sides of the account 

Bank 

  R   R 

Jan 1 

Jan 2 

Sales 

S Marais 

100 000

25 000 

Jan 15

Jan 16

Jan 14

Jan 28 

Rent 

Insurance 

Creditors 

Salaries 

3 500 

5 000 

7 500 

75 000 

   Jan 31 Balance c/d 34 000 

  125 000   125 000 

Feb 1 Balance b/d 34 000    

– The debit and credit sides should be added and pencil totals recorded on both sides. 
The debit total is R125 000 and the credit total R91 000. 

– The larger total (being R125 000) is recorded on both sides. 

– Subtract the smaller total (R91 000) from the larger total (R125 000). 

– This difference of R34 000 is entered on the side of the smaller total and is the bal-
ance of the account. 

– The new balance is recorded directly below the total on the debit side. If the total 
debits of an account exceed the total credits the account reflects a debit balance and 
where the credits exceed the debits a credit balance is reflected. 

8.4 Ledger accounts 

In paragraph 8.2 two accounts were opened for each transaction. In practice all transac-
tions affecting bank, for example, are grouped in one bank account. 
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According to the above information the ledger accounts will be as follows. Each  
account is balanced and the balance determined. 

RANDALL ATTORNEYS 

General ledger 

 Bank B1

Date Details Fol Amount Date Details Fol Amount 

   R    R 

Feb 11 

Feb 13 

Feb 13 

Feb 28 

Capital 

Fees earned 

Loan 

G Gold 

 130 000 

1 000 

25 000 

3 000 

Feb 12 

Feb 16 

Feb 16 

Feb 27 

Feb 28 

Drawings 

Wages 

Equipment 

Creditors 

Balance 

 

 

 

 

c/d 

1 800 

800 

100 000 

20 000 

36 400 

   159 000    159 000 

Mar 1 Balance b/d 36 400     

In this example a bank account was opened in the ledger but since attorneys’ practices 
make use of cash books in general, cash books are used in this textbook and the balance 
of the cash book is the same as that of the bank account in the general ledger. 

 Equipment B2

   R     

Feb 16 Bank  100 000     

 Furniture B3

   R     

Feb 18 Creditors  20 000     

 G Gold (client/debtor) B4

   R    R 

Feb 8 Fees earned  6 000 Feb 28 Bank 

Balance 

 

c/d 

3 000 

3 000 

   6 000    6 000 

Mar 1 Balance b/d 3 000     

 Capital B5

       R 

    Feb 6 Bank  130 000 

 Drawings B6

   R     

Feb 2 Bank  1 800     
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 Loan B7

       R 

    Feb 13 Bank  25 000 

 Sundry creditors B8

   R    R 

Feb 27 
Feb 28 

Bank 
Balance 

 
c/d 

20 000 
500 

Feb 11 
Feb 18 

Advertisements 
Furniture 

 
 

500 
20 000 

   20 500    20 500 

    Mar 1 Balance b/d 500 

 Wages N1

   R     

Feb 6 Bank  800     

 Advertisements N2

   R     

Feb 11 Creditors  500     

 Fees earned N3

       R 

    Feb 3 Bank  1 000 

    8 G Gold  6 000 

       7 000 

       

Comment 

– For the description of an item in a ledger account only the name of the other ledger 
account involved in the transaction is used and is called the contra ledger account. In 
other words, the two accounts cross-refer to each other.  

8.5 Posting the books of prime entry to the general ledger 

The books of prime entry of Shilling Attorneys as prepared in paragraph 6.7 are posted to 
the general ledger as follows: 
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SHILLING ATTORNEYS 

General ledger 

 Clients control B1 

Date Details Fol Amount Date Details Fol Amount 

   R    R 

20.6    20.6    

May 31 Business bank 
Fees earned 

Sheriff 

Petty cash 

BCB1 
FJ1 

SJ1 

PCB1 

454 
26 950 

55 

16 

May 31 Business bank 
Balance 

BCB1
c/d 

25 300 
2 175 

   27 475    27 535 

June 1 Balance b/d 2 175     

 Trust creditors control B2 

   R    R 

20.6    20.6    

May 31 Trust bank 
Balance 

TCB1 
c/d 

30 200 
12 150 

May 31 Trust bank TCB1 42 350 

   42 350    42 350 

    June 1 Balance b/d 12 150 

 VAT control B3 

   R    R 

20.6    20.6    

May 31 Business bank 
B British 

Petty cash 

Balance 

BCB1 
GJ1 

PCB1 

c/d 

607 
99 

3 

2 892 

May 31 Business bank 
Fees earned 

BCB1
FJ1 

86 
3 515 

   3 601    3 601 

    June 1 Balance b/d 2 892 

 Sheriff B4 

       R 

    20.6    

    May 31 Clients control SJ1 55 

 B British B5 

       R 

    20.6    

    May 19 Printing GJ1 759 
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 Fees earned N1

       R 

    20.6    

    May 31 Clients control FJ1 23 435 

 Rent income N2

       R 

    20.6    

    May 3 Business bank BCB1  574 

 Office rent N3

   R     

20.6        

May 1 Business bank BCB1 765     

 Membership fees N4

   R     

20.6        

May 6 Business bank BCB1 478     

 Insurance N5

   R     

20.6        

May 28 Business bank BCB1 1 148     

 Telephone N6

   R     

20.6        

May 30 Business bank BCB1 985     

 Water and electricity N7

   R     

20.6        

May 30 Business bank BCB1 670     

 Salaries N8

   R     

20.6        

May 30 Business bank BCB1 15 746     
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 Stationery N9

   R     

20.6        

May 31 Petty cash PCB1 19     

 Postage N10

   R     

20.6        

May 31 Petty cash PCB1 15     

 Printing N11

   R     

20.6        

May 19 B British GJ1 660     

 Entertainment N12

   R     

20.6        

May 31 Petty cash PCB1 99     

Business cash book for May 20.6 BCB1 

Date Receipts Fol Sundries VAT Clients Bank Date Payments Fol Sundries VAT Clients Bank 

   R R R R    R R R R 
1 L Leeds C1   24 200 24 200 1 Office rent N3 765 115  880 

3 Rent inc N2 574 86 660 5 Petty cash PCB1 200   200 

23 Y York C2   1 100 1 100  Y York (advts) C2   44 44 

      6 Membership fees N4 478 72  550 

      12 P Plymouth 

(register bond) C4   410 410 

      28 Insurance N5 1 148 172  1 320 

      30 Telephone N6 985 148  1 133 

       Water and   

electricity N7 670 100  770 
      31 Salaries N8 15 746   15 746 

       Petty cash PCB1 152   152 

        Balance c/d 4 755   4 755 

   574 86 25 300 25 960    24 899  607 454 25 960 

 

June 1 

 

Balance 

 

b/d 4 755 

B3 B1

4 755 

    B3 B1  
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Trust cash book for May 20.6 TCB1 

Date Receipts Fol Sundries 
Trust 
cred- 
itors 

Bank Date Payments Fol Sundries
Trust 
cred- 
itors 

Bank 

    R R    R R R 

17 
19 

B Bath – divorce
B Bristol –
property 

T1
 

T2

 350 
 

42 000 

350 
 

42 000 

22
24
31 

B Bristol – property
B Bath – divorce 
Balance 

T2
T1
c/d 

 
 

12 150 

30 000 
30 200 

30 000 
200 

12 150 

    42 350 42 350    12 150 30 200 42 350 

 
June 1 

 
Balance 

 
b/d 

 
12 150 

B2  
12 150 

    B2  

Petty cash book for May 20.6 PCB1 

Date Receipts Fol Total Date Payments Total VAT 
Station-

ery 
Post-
age 

Enter-
tainment 

Fol Clients 

   R   R R R R R  R 

11 
31 

Bank 
Bank 

 200 
152 

15 
18 
16 

 
25 

Stamps 
Milk and sugar 
Tea and coffee 
Pens and pencils 
Y York: registration 

15
33
66
22
16 

 
 
 
3 

 
 
 

19 

15  
33 
66 

 
 
 
 

C2 

 
 
 
 

16 

      152 3 19 15 99  16 

    31 Balance c/d 200 B3 N9 N10 N12  B1 

   352   352 Dr Clients control    

June 1 Balance b/d 200          

Comment 

– Posting to the individual debtors and creditors accounts is discussed in para-
graphs 8.7.2 and 8.7.3. The control accounts represent the total of these accounts. 

8.6 The trial balance 

8.6.1 The purpose of the trial balance 

A trial balance is a list of the balances and totals of the accounts in the general ledger at 
a specific date. A trial balance is prepared to: 

– test the accounting accuracy, for example if the double entries were done correctly 

– test the arithmetical accuracy of the entries, for example additions 

– serve as a basis for the preparation of the statement of profit or loss and the state-
ment of financial position. 

8.6.2 Trial balance of Shilling Attorneys 

The ledger accounts in paragraph 8.5 and the books of prime entry in paragraph 6.7 are 
used to prepare the trial balance of Shilling Attorneys at 31 May 20.6. 
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SHILLING ATTORNEYS 

Trial balance at 31 May 20.6 

 Fol R R 

Clients control 

Trust creditors control 

VAT control 

Sheriff 

B British 
Fees earned 

Rent income 

Office rent 

Membership fees 
Insurance 

Telephone 

Water and electricity 

Salaries 

Stationery 
Postage 

Printing 

Entertainment 

Business cash book 
Trust cash book 

Petty cash book 

B1 

B2 

B3 

B4 

B5 
N1 

N2 

N3 

N4 
N5 

N6 

N7 

N8 

N9 
N10 

N11 

N12 

BCB1
TCB1 

PCB1 

2 175 

 

 

 

 
 

 

765 

478 
1 148 

985 

670 

15 746 

19 
15 

660 

99 

4 755 
12 150 

200 

12 150

2 892

55

759
23 435

574 

  39 865 39 865 

   

Comment 

– Note the inclusion of the last three balances obtained from the books of prime entry 
(paragraph 6.7). 

– The totals of the trial balance tally and therefore balance. 

8.6.3 Errors not revealed by a trial balance 

Even if a trial balance tallies, the possibility exists that errors might have been made in the 
accounting entries that will not be revealed by the trial balance. Such errors are: 

■ Errors of omission 

A transaction is omitted completely, for example a source document was lost and conse-
quently not recorded. 

■ Recording errors 

If an amount was recorded incorrectly from the source document into the book of prime 
entry, the mistake will not be revealed by the trial balance. 

■ Posting errors 

A mistake can be made by posting to the correct side of the wrong account, for example 
fees earned is credited instead of rental income. 
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■ Compensating errors 

Any error, for example adding or posting errors on the debit side of an account are com-
pensated for by identical errors on the credit side. These errors do not often occur. 

■ Errors of principle 

Transactions recorded which are incorrect in principle, for example the wrong journal or 
wrong account. 

8.6.4 Errors revealed by a trial balance 

The failure of the trial balance to balance indicates an error or errors that should be 
corrected. Possible errors are: 

■ Errors of addition in the 

 – trial balance 

 – ledger accounts 

 – books of prime entry. 

■ The balance or total of the ledger account was posted incorrectly to the trial 
balance 

 – a debit balance in the ledger to the credit side of the trial balance 

 – a balance was omitted or duplicated 

 – a writing error, for example 71 instead of 17. 

■ Postings from books of prime entry to ledger accounts are 

 – omitted, duplicated or incorrect 

 – a debit was posted as a credit. 

8.6.5 Tracing trial balance errors 

A trial balance is usually prepared on a monthly basis to test the accuracy of the account-
ing system to trace errors at an early stage. If a trial balance fails to balance, a logical 
method is to work backwards by first checking the last step in the preparation of the trial 
balance, until the error is detected. The following steps are recommended: 

Step 1 

Test the adding of the debit and credit sides of the trial balance for errors. 

Step 2 

Check the transfer of the ledger balances to the trial balance. Check the amount and 
whether it was transferred to the correct side of the trial balance. 
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Step 3 

Ascertain that the balances of the ledger accounts are calculated correctly.  

Step 4 

Check the postings from the books of prime entry to the ledgers.  

Step 5 

Check the cross balancing of the cash books and petty cash book. 

Step 6 

If the error is undetected, all the entries should be checked from the start. 

8.6.6 Example 

The following trial balance of Escudo Attorneys does not tally, due to various errors. 

ESCUDO ATTORNEYS 

1 Trial balance at 30 June 20.6 

 Dr 

R 

Cr 

R 

Vehicles 

Equipment 
Clients control 

Business cash book (unfavourable) 

Capital 

Drawings 

Creditor: L Lissabon 
Salaries 

Rent expense 

Advertisements 

Municipal services 
Fees earned 

28 906

6 188

2 900

400

9 300

8 000

490 

17 660

26 400

4 140

162

39 130 

 56 184 87 492 

 

2 An investigation revealed the following errors: 

 – Some debits were indicated as credits and vice versa. 

 – The balance of the vehicles account was overstated by R300. 

 – A cash receipt of R640 was recorded in the business cash book as R460. 

 – A credit of R180 was not posted to the clients control account. 

 – A cash withdrawal of R400 by the owner was posted to the credit side of the 
capital account. 

 – The correct total of the advertising account was R462. 

 – Sundry expenses totalling R664 were completely omitted from the trial balance. 
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Required: 

Prepare an adjusted trial balance at 30 June 20.6. 

Solution 

ESCUDO ATTORNEYS 

Trial balance at 30 June 20.6. 

 Dr 

R 

Cr 

R 

Capital (R26 400 – 400) 

Drawings (R400 + 400) 

Equipment 
Vehicles (R28 906 – 300) 

Clients control (R6 188 – 180) 

Business cash book (unfavourable) (R2 900 – 180) 

Creditors control 
Fees earned 

Salaries 

Rent expense 

Advertisements 

Municipal services 
Sundry expenses 

800

17 660
28 606

6 008

9 300

8 000

462

490
664 

26 000

2 720

4 140
39 130 

 71 990 71 990 

 

8.7 Posting from the books of prime entry to the subsidiary ledgers 

8.7.1 Subsidiary ledgers 

When an attorney’s practice has a large number of clients (debtors) and trust creditors, 
these personal accounts are removed from the general ledger and recorded in two 
separate ledgers. All clients accounts are included in the clients ledger whilst trust credi-
tors accounts are included in the trust creditors ledger. 

Due to the removal of the client and trust creditor accounts from the general ledger, 
the general ledger will not balance. Therefore, two accounts are opened in the general 
ledger, called the clients control account (containing all transactions with clients) and a 
trust creditors control account (containing all transactions with trust creditors). The two 
subsidiary ledgers are therefore included in the general ledger by means of these control 
accounts and the general ledger will balance.  

The accounting system should also be adjusted to allow for the control accounts. In 
the cash books, petty cash book, fees journal, transfer journal, trust journal, sheriffs 
journal, advocates journal and general journal summaries should be made for client and 
trust creditor accounts, so that these totals, as summarised in paragraph 6.7, can be 
posted to the appropriate control accounts in the general ledger. The individual amounts 
in the books of prime entry are posted to the personal accounts of the clients and trust 
creditors in the subsidiary ledgers, and do not form part of the double entry system. The 
control accounts form part of the double entry system. 
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Control accounts are discussed comprehensively in chapter 9. 

Two methods that may be used to prepare clients and trust creditors accounts, are 
illustrated. 

The books of prime entry of Shilling Attorneys as prepared in paragraph 6.7 are posted 
to the subsidiary ledgers: 

8.7.2 Clients ledger 

Method 1 

SHILLING ATTORNEYS 

 L Leeds C1 

   R    R 

20.6    20.6    

May 1 Fees earned FJ1 24 200 May 1 Business bank BCB1 24 200 

  

 Y York C2 

   R    R 

20.6   20.6   

May12 
May15 

May20 

May25 

Fees earned 
Business bank 

Sheriff 

Petty cash 

FJ1 
BCB1 

SJ1 

PCB1 

1 100 
44 

30 

16 

May 23 
May 31 

Business bank 
Balance 

BCB1 
c/d 

1 100 
90 

   1 190    1 190 

Jun 1 Balance b/d 90     

 C Cardiff C3 

   R    R 

20.6    20.6    

May 11 
May 20 

Fees earned 
Sheriff 

FJ1 
SJ1 

660 
25 

May 31 Balance c/d 685 

   685    685 

Jun 1 Balance b/d 685     

 P Plymouth C4

   R    R 

20.6    20.6    

May 13 

May 21 

Fees earned 

Business bank 

FJ1 

BCB1 

990 

410 

May 31 Balance c/d 1 400 

   1 400    1 400 

Jun 1 Balance b/d 1 400     
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List of clients balances on 31 May 20.6: 

 R 

L Leeds –
Y York 90
C Cardiff 685
P Plymouth 1 400

Total 2 175

Comment 

– Note that the total of the list agrees with the balance of the clients control account in 
paragraph 8.5. 

– The folio number used in the clients ledger accounts is a “C” and the page number. 

Method 2 

The basic form of the client’s account reflected below is the same as that of method 1, it 
also has a debit and credit column, but contains a third column for the balance after each 
entry. More details are given regarding the client’s address and the number of the source 
document to be able to make a copy of the ledger account which serves as a statement 
sent to the client. The account of Y York is used as an example. 

Y York 18 Power Street 

P.O. Box 3340 BIRMINGHAM 

LONDON 

Account: Shilling Attorneys 

Date Source document Fol Dr Cr Balance 

   R R R 

20.6      

May12 
May15 

May20 

May23 

May25 

Invoice 10 for fees 
Cheque no 145 – advertisement 

Sheriff – report 141 

Receipt 345  

Petty cash – registration 

FJ1 
BCB1 

SJ1 

BCB1 

PCB1 

1 100 
44 

30 

 

16 

 
 

 

1 100 

1 100 
1 144 

1 174 

74 

90 

Comment 

– Source document numbers are used for reference purposes instead of contra accounts. 

– After each entry the balance of the account is determined. 

– In this textbook method 1 is used. 
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8.7.3 Trust creditors ledger 

Method 1 

SHILLING ATTORNEYS 

 B Bath T1

   R    R 

20.6    20.6    

May 24 

May 31 

Trust bank 

Balance 

TCB1 

c/d 

200 

150 

May 17 Trust bank TCB1 350 

   350    350 

    June 1 Balance b/d 150 

 B Bristol T2

   R    R 

20.6    20.6    

May 22 

May 31 

Trust bank 

Balance 

TCB1

c/d 

30 000 

12 000 

May 19 Trust bank TCB1 42 000 

   42 000    42 000 

    June 1 Balance b/d 12 000 

List of trust creditors balances at 31 May 20.6 

 R 

B Bath 150 
B Bristol 12 000 

Total 12 150 

Comment 

– Note that the total of the list agrees with the balance of the trust creditors control 
account in paragraph 8.5. 

– The folio number used in the trust creditors ledger accounts is a “T” and the page 
number. 

Method 2 

The trust creditors account can also be presented in the same way as the clients account 
in paragraph 8.7.2 (method 2). 
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8.8 Comprehensive example 

The following information relates to Dollar Attorneys: 

1  Trial balance at 31 January 20.6 

 Dr 

R 

Cr 

R 

Capital 

Law library at cost 
Equipment at cost 

Investment: Fixed deposit obtained on 1 March 20.2 

Business cash book 

Trust cash book 
Clients control 

Trust creditors control 

152 000
27 000

30 000

3 580

2 100
1 420 

214 000

2 100 

 216 100 216 100 

 

2  The following balances appear at 31 January 20.6 in the: 

 – Clients ledger 

  R 

 F Florida 540 
 T Texas 660 
 M Miami 220 

 Total 1 420 

 – Trust creditors ledger 

  R 

 K Kansas 2 100 

3  Transactions during February 20.6 

1 Pay insurance for the year until 1 February 20.7, R1 200. 

2 Purchase government gazettes amounting to R100 for the law library. 

 Receive a cheque for R540 from F Florida in settlement of his account. 

5 Invoice F Florida with fees in respect of the drafting of a will, R1 980. 

8 M Michigan instructs the attorney’s practice to issue summons against his wife for a 
divorce. He pays a deposit of R1 350 to cover preliminary costs. 

9 Invoice T Texas with fees of R63 000 for defence in a court case and receive T Texas’ 
cash payment. 

10 Receive a deposit of R2 860 from W Washington for the preparation of contracts 
regarding the registration of a company. 

11 Receive an invoice from Boston Limited for stationery purchased, R705. 
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16 T Texas instructs the attorney’s practice to act on his behalf in a third party case and 
pays a deposit of R600. The attorney’s practice spends R20 on telephone calls and 
pays R30 for a police report from these funds. 

17 Pay municipal taxes from the trust bank account on behalf of K Kansas in respect of 
the transfer of property, R1 200. 

18 The conveyancing transaction between trust creditor Kansas and the buyer, O Ohio, 
is concluded. The balance on the trust account of K Kansas is paid to him. 

20 Invoice T Texas with fees in respect of a third party case, R1 440. 

 Pay advocate D Dallas in respect of the third party case of T Texas, R3 300. 

22 Pay sheriff fees for the issuing of summons on Mrs Michigan, R40. 

 Pay company registration in respect of W Washington, R300 from trust monies. 

27 F Florida’s cheque is returned by the bank, marked “R/D”. 

28 Sell an old typewriter for R270 on credit to N Niagra. 

 Receive rent for March from A Alaska, R600. 

 Issue cheques for: Wages, R5 323 
  Water and electricity, R1 700 
  Telephone, R530. 

Required: 

Taking into account the above information, prepare the following in the accounting 
records of Dollar Attorneys for February 20.6 (ignore VAT): 

1 Books of prime entry 

 1.1 Business cash book 

 1.2 Trust cash book 

 1.3 Fees journal 

 1.4 General journal 

2 Ledgers 

 2.1 General ledger 

 2.2 Clients ledger 

 2.3 Trust creditors ledger 

3 The trial balance of Dollar Attorneys at 28 February 20.6. 



Accounting for Attorneys 

 

 

130 
 

Solution 

DOLLAR ATTORNEYS 

1 Books of prime entry 

1.1  Business cash book for February 20.6 BCB1 

Date Receipts Fol Sundries Clients Bank Date Payments Fol Sundries Clients Bank 

   R R R    R R R 

1 Balance b/d 3 580 3 580 1 Insurance N7 1 200  1 200 
2 F Florida C1 540 540 2 Law Library B2 100  100 
9  T Texas C2 63 000 63 000 20 T Texas (advocate) C2  3 300 3 300 
28  Rent N6 600 600 27 F Florida (“R/D” 

cheque) C1 
 

540 540 
   28 Wages N5 5 323  5 323 
    Water and elec-

tricity N4 1 700  1 700 
    Telephone N3 530  530 
    Balance c/d 55 027  55 027 

   4 180 63 540 67 720    63 880 3 840 67 720 

  B5      B5  
Mar 1 Balance b/d 55 027  55 027       

1.2  Trust cash book for February 20.6 TCB1 

Date Receipts Fol Sundries
Trust 
cred-
itors 

Bank Date Payments Fol Sundries 
Trust 
cred-
itors 

Bank 

   R R R    R R R 

1 Balance b/d 2 100 2 100 16 T Texas (telephone) T4  20 20 
8 M Michigan (divorce) T2  1 350 1 350  T Texas (police report) T4  30 30 
10 W Washington 

(company) T3
 

2 860 2 860 
17 K Kansas (tax) T1  1 200 1 200 

16 T Texas (third party) T4  600 600 18 K Kansas (property) T1  900 900 
     22 M Michigan (sheriff) T2  40 40 
     W Washington 

(company) T3 
 

300 300 
      Balance c/d 4 420  4 420 

   2 100 4 810 6 910    4 420 2 490 6 910 

    B6    B6  
Mar 1 Balance b/d 4 420  4 420     

1.3  Fees journal for February 20.6 FJ1 

Date Details Fol Clients Fees 

   R R 

15 

19 

20 

F Florida – drafting of will 

T Texas – court case 

T Texas – third party case 

C1 

C2 

C2 

1 980 

63 000 

1 440 

1 980 

63 000 

1 440 

28 Dr Clients control 
Cr Fees earned 

B5 
N1 

66 420  
66 420 
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1.4  General journal for February 20.6 GJ1 

Date Details Fol Dr Cr 

   R R 

11 Stationery 

Boston Limited 
Account from Boston Limited for stationery 

N2 

B7 

705  

705 

28 N Niagra 

Equipment 
Disposal of old typewriter on credit 

B8 

B3 

270  

270 

    

2 Ledgers 

2.1 General ledger 

DOLLAR ATTORNEYS 

 Capital B1

       R 
    20.6    

    Feb 1 Balance b/d 214 000 

 Law library at cost B2

   R     
20.6        

Feb 11 

Feb 12 

Balance 

Business bank 

b/d

BCB1

152 000 

100 

    

   152 100     

 Equipment at cost B3

   R    R 

20.6    20.6    
Feb 11 

 

Balance b/d 27 000 Feb 28 N Niagra 

Balance 

GJ1 

c/d 

270 

26 730 

   27 000    27 000 

Mar 1 Balance b/d 26 730     

 Investment: Fixed deposit B4

   R     
20.6        

Feb 1 Balance b/d 30 000     
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 Clients control  B5

   R    R 
20.6    20.6    

Feb 11 

Feb 28 

Balance 

Fees earned 

Business bank 

b/d

FJ1

BCB1

1 420 

66 420 

3 840 

Feb 28 Business bank 

Balance 

BCB1 

c/d 

63 540 

8 140 

   71 680    71 680 

Mar 1 Balance b/d 8 140     

 Trust creditors control  B6 

   R    R 
20.6    20.6    

Feb 28 

 

Trust bank 

Balance 

TCB1 

c/d 

2 490 

4 420 

Feb 11 

Feb 28 

Balance 

Trust bank 

b/d 

TCB1 

2 100 

4 810 

   6 910    6 910 

    Mar 1 Balance b/d 4 420 

 Boston Limited B7

       R 
    20.6    

    Feb 11 Stationery GJ1 705 

 N Niagra B8

   R     

20.6        

Feb 28 Equipment GJ1 270     

 Fees earned N1

       R 
    20.6    

    Feb 28 Clients control FJ1 66 420 

 Stationery N2

   R     
20.6        

Feb 11 Boston Limited GJ1 705     

 Telephone N3

   R     

20.6        
Feb 28 Business bank BCB1 530     
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 Water and electricity N4

   R     
20.6        

Feb 28 Business bank BCB1 1 700     

 Wages N5

   R     

20.6        
Feb 28 Business bank BCB1 5 323     

 Rent income N6

       R 

    20.6    

    Feb 28 Business bank BCB1 600 

 Insurance N7

   R     
20.6        

Feb 1 Business bank BCB1 1 200     

2.2 Clients ledger 

 F Florida C1 

   R    R 
20.6    20.6    

Feb 11 

Feb 15 

Feb 27 

Balance 

Fees earned 

Business bank 

b/d

FJ1

BCB1

540 

1 980 

540 

Feb 12 

Feb 28 

Business bank 

Balance 

BCB1 

c/d 

540 

2 520 

   3 060    3 060 

Mar 1 Balance b/d 2 520     

 T Texas C2 

   R    R 

20.6    20.6    

Feb 11 

Feb 19 

Feb 20 

Balance 

Fees earned 

Business bank 

Fees earned 

b/d

FJ1

BCB1

FJ1 

660 

63 000 

3 300 

1 440 

Feb 19 

Feb 28 

Business bank 

Balance 

BCB1 

c/d 

63 000 

5 400 

   68 400    68 400 

Mar 1 Balance b/d 5 400     

 M Miami C3

   R     
20.6        

Feb 1 Balance b/d 220     
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List of clients balances at 28 February 20.6 

  R 

 F Florida 2 520
 T Texas 5 400
 M Miami 220

 Total 8 140

2.3  Trust creditors ledger 

 K Kansas T1 

   R    R 
20.6    20.6    

Feb 17 

Feb 18 

Trust bank 

Trust bank 

TCB1 

TCB1 

1 200 

900 

Feb 11 

 

Balance b/d 2 100 

   2 100    2 100 

    

 M Michigan T2 

   R    R 
20.6    20.6    

Feb 22 

Feb 28 

Trust bank 

Balance 

TCB1

c/d 

40 

1 310 

Feb 18 Trust bank TCB1 1 350 

   1 350    1 350 

    Mar 1 Balance b/d 1 310 

 W Washington T3 

   R    R 

20.6    20.6    
Feb 22 

Feb 28 

Trust bank 

Balance 

TCB1

c/d 

300 

2 560 

Feb 10 Trust bank TCB1 2 860 

   2 860    2 860 

    Mar 1 Balance b/d 2 560 

 T Texas T4 

   R    R 
20.6    20.6    

Feb 16 

 

Feb 28 

Trust bank 

Trust bank 

Balance 

TCB1

TCB1

c/d 

20 

30 

550 

Feb 16 Trust bank TCB1 600 

   600    600 

    Mar 1 Balance b/d 550 
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List of trust creditors balances at 28 February 20.6 

  R 

 K Kansas – 
 M Michigan 1 310 
 W Washington 2 560 
 T Texas 550 

 Total 4 420 

3 Trial balance 

DOLLAR ATTORNEYS 

Trial balance at 28 February 20.6 

 Fol Dr 

R 

Cr 

R 

Capital 

Law library at cost 

Equipment at cost 

Investment: Fixed deposit obtained on March 20.2 

Trust cash book 
Business cash book 

Clients control 

Trust creditors control 

Boston Limited 

N Niagra 
Fees earned  

Stationery 

Telephone 

Water and electricity 
Wages 

Rent income 

Insurance 

B1 

B2 

B3 

B4 

TCB1 
BCB1 

B5 

B6 

B7 

B8 
N1 

N2 

N3 

N4 
N5 

N6 

N7 

 

152 100 

26 730 

30 000 

4 420 
55 027 

8 140 

 

 

270 
 

705 

530 

1 700 
5 323 

 

1 200 

214 000

4 420

705

66 420

600 

  286 145 286 145 
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10 Adjustment of accounts 

 

Learning objectives

After studying this chapter, you should be able to: 

l identify the accounts to be adjusted 

l calculate the amounts of the adjustments 

l record the adjustments 

l prepare a post-adjustment trial balance 

l determine the effect of the adjustments on the statement of profit or loss and 
statement of financial position. 
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10.1 Introduction 

The financial performance and the position of an enterprise are determined at the end of 
each financial period and a realistic view of the profit or loss as well as an accurate 
account of the financial position should be presented. To ensure this, all factors that may 
have an influence on the correctness of the financial performance and position should be 
taken into account. The incomplete accounts at the end of the accounting period are 
adjusted after certain factors have been taken into account at the end of the financial 
period. These adjustments to the income, expense, assets, liabilities and equity accounts 
are referred to as the adjustment process.  

10.2 Purpose of the adjustment process 

The purpose of the adjustment process is to ensure that the financial statements repre-
sent the financial performance and position correctly and accurately.  

For example, all the income and expense items pertaining to a specific financial period 
must be taken into account. The period during which cash is received or paid is not 
necessarily the period during which the income was earned or the expense incurred. The 
income earned during a period as well as the expenses incurred in order to earn the 
income, should be recognised in the same financial period by adjusting the appropriate 
income or expense accounts and allocating it to the period it pertains to. Through the 
double entry accounting system the corresponding asset, liability and/or equity accounts 
are adjusted simultaneously. 

Another example of an adjustment is to decrease the value of assets (e.g. vehicles) as 
their value usually diminishes over time by use. It would be a misrepresentation of the 
financial position if an asset was included at a value (let’s say the cost price of the asset) 
which does not truly reflect the actual value of the asset. 

10.3 The adjustment process 

Adjustments are internal transactions and internal vouchers serve as source documents 
for entries made in the general journal. Posting is done to the ledgers, the ledger  
accounts are balanced and a post-adjustment trial balance is prepared. 

In the trial balance of Dollar Attorneys, as prepared in paragraph 8.8 no adjustments 
were made to accounts and such a trial balance is referred to as a pre-adjustment trial 
balance. At the end of the financial period the necessary adjustments are made to these 
balances to present a correct financial performance in the statement of profit or loss and 
a correct financial position in the statement of financial position. 

To apply the adjustment process in the books of Dollar Attorneys, the trial balance in 
paragraph 8.8 is used to illustrate specific adjustments that normally occur at the end of a 
financial year, in this case 28 February 20.6. The journal entries and T-accounts are 
incomplete and only illustrated. 
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10.4 Expenses in arrear or accrued expenses 

Expenses incurred during a current financial year but not yet paid should be reflected in 
the statement of profit or loss for this period. These accrued expenses are reflected as a 
current liability in the statement of financial position and will be paid in the following 
financial period. Examples of expenses in arrear are outstanding accounts, for example 
telephone and electricity accounts. 

Example 

Dollar Attorneys owes wages of R400 for the last week of the financial year to their 
employees. 

DOLLAR ATTORNEYS 

Journal entry 

General journal for February 20.6 Dr Cr 

 R R 

Wages expense 400  

Wages accrued  400 

Wages due for February 20.6   

T-accounts 

Wages expense  Wages accrued 

Bank 5 323       400 

 400        

 5 723       

Comment 

– Wages expense increases by R400 to R5 723 and this amount will appear in the state-
ment of profit or loss as an expense. 

– The credit balance of R400 on the wages accrued account is reflected as a current 
liability in the statement of financial position. 

10.5 Prepaid expenses 

Expenses are occasionally paid during the current financial period but relate to the 
subsequent financial period, such as insurance paid for an extended period of time over-
lapping the current financial period. It results in an amount paid in excess of the amount 
incurred as an expense in respect of the current financial period. The amount paid, less 
the prepaid portion is reflected as an expense in the current statement of profit or loss.  

The prepaid portion is insurance partly paid in respect of the next financial period and 
is reflected as a current asset in the statement of financial position. Further examples of 
prepaid expenses are rent and membership fees. 
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Example 

On 1 February 20.6 Dollar Attorneys pays R1 200 in advance for insurance until 1 Febru-
ary 20.7: 

This calculation can be presented as follows: 

Current financial year Following financial year 

28/2/20.5      28/2/20.6 28/2/20.7 

    

  •  •  • • •  • •  • • •      
    
             1/2/20.6              1/2/20.7 

             R1 200  

  Prepaid period 

  11/12 × R1 200 = R1 100 

The above figure clearly indicates that insurance has been prepaid for the period 
1 March 20.6 to 1 February 20.7 (11 months). 

The monthly insurance expense is R100 (R1 200 ÷ 12) and only R100 is reflected as an 
expense in the statement of profit or loss as only one month’s insurance expense was 
incurred. The remaining 11 months’ cover paid for will be incurred as an expense during 
the following financial year to which the insurance relates.  

Journal entry 

General journal for February 20.6 Dr Cr 

 R R 

Prepaid insurance 1 100  

Insurance expense  1 100 

Insurance prepaid for 11 months   

T-accounts 

Insurance expense  Prepaid insurance 

Bank 1 200  1 100   1 100   

       

        

Comment 

– Insurance expense decreases by R1 100 to R100 and this amount is reflected as an 
expense in the statement of profit or loss. 

– The debit balance of R1 100 on the prepaid insurance account is reflected as a cur-
rent asset in the statement of financial position. 
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10.6 Income received in advance 

Income received in advance is income received during the current financial year but 
earned in the following financial year. This income should not be reflected in the state-
ment of profit or loss for the current financial year. 

With specific reference to an attorney’s practice, income received in advance can be 
treated in one of two ways. 

1.  Income received in advance in respect of future legal related services: 

The money received in advance for future legal services to be rendered must be ac-
counted for in terms of the trust accounting requirements. In other words, such funds are 
treated as trust funds which must be paid into the trust banking account and recorded in 
the trust cash book. The transfer procedures of chapter 13 must then be followed when 
the fees are levied and the income is earned.  

2.  Income received in advance in respect of future “non-legal” related services: 

The money received in advance for non-legal services still to be rendered is reflected as a 
current liability in the statement of financial position. As the income has not yet been 
earned, it is being held by the practice in advance and is thus a liability as there may be 
an obligation to refund the money.  

Example based on non-legal services 

On 28 February 20.6 Dollar Attorneys receives R600 from M Mexico in respect of rental 
for March 20.6. 

Journal entry 

General journal for February 20.6 Dr Cr 

 R R 

Rent income 600  

Rent received in advance  600 

Rent for March received in February   

T-accounts 

Rent income  Rent received in advance 

 600 Bank 600     600 

       

Comment 

– Rent income decreases by R600 and no amount is reflected in the current statement 
of profit or loss. 

– The credit balance of R600 on the rent received in advance account is regarded as a 
creditor and reflected as a current liability in the statement of financial position. 
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10.7 Income receivable 

Income already earned but not yet received should be adjusted accordingly, for example 
interest on a business bank account due on 28 February 20.6, but received on 3 March 
20.6. The income earned, although not yet received, should be reflected as income in the 
current statement of profit or loss. 

The interest owed by the bank to the attorney’s practice on the business bank account 
is reflected as a current asset in the statement of financial position. Further examples of 
income receivable are fees earned and commission income.  

Example 

Dollar Attorneys earns 12% interest on their business bank account but the interest due 
on 28 February 20.6 is received on 2 March 20.6. 

Journal entry 

General journal for February 20.6 Dr Cr 

 R R 

Interest receivable 3 600  
Interest income  3 600 

Outstanding interest on investment – 12% × R30 000 = R3 600   

T-accounts 

Interest income  Interest receivable 

   3 600   3 600   

       
        

Comment 

– Interest income of R3 600 is earned and reflected as income in the statement of profit 
or loss. 

– The debit of R3 600 on the interest receivable account is reflected under current 
assets in the statement of financial position. 

10.8 Stationery and other consumables on hand 

Stationery is usually purchased in bulk and at the end of the financial period an adjust-
ment should be made for the stationery on hand or unused. Stationery used is reflected 
as an expense in the statement of profit or loss. 

The stationery on hand is reflected as a current asset in the statement of financial posi-
tion. An example of stationery on hand in an attorney’s practice is printing paper and 
pens. 

Example 

A physical stationery count on 28 February 20.6 shows that Dollar Attorneys has station-
ery on hand of R300. 
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Journal entry 

General journal for February 20.6 Dr Cr 

 R R 

Stationery on hand 300  

Stationery expense  300 
Stationery on hand   

T-accounts 

Stationery expense  Stationery on hand 

Bank 705  300   300   

       

        

Comment 

– The actual stationery expense decreases by R300 to R405 and stationery expense is 
reflected as such in the statement of profit or loss. 

– The stationery on hand (R300) is reflected as a current asset in the statement of 
financial position. 

10.9 Depreciation  

10.9.1 Definition 

An item of property, plant and equipment (fixed asset) is purchased with the purpose of 
applying it in the long term to generate income, but due to wear and tear, it has a limited 
useful life.  The asset’s value decreases every year and this reduction in value is referred 
to as depreciation which is treated as an annual expense and written off against income 
in the statement of profit or loss. The purpose of the writing off of depreciation is to allo-
cate the expense over the expected useful life of the fixed asset, so that the cost of the 
asset is spread evenly over the income periods. Depreciation is usually written off at the 
end of each financial period making use of a predetermined method for each category of 
fixed assets. 

Different methods may be used to write off depreciation, of which only two methods 
are discussed in this text book, namely the straight line and diminishing balance methods. 
Examples 1, 2 and 3 given below, do not refer to Dollar Attorneys and are only illustra-
tive. 

10.9.2 Straight line method (fixed instalment method) 

The straight line method is a method of providing for depreciation and the cost price of 
the fixed asset is accordingly written off over the estimated life span of the fixed asset. 
This means that an equal amount is written off annually and apportioned for part financial 
years. 
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Example 1 

 Cost price of asset R40 000 
 Estimated life time 5 years 

Calculation 

Annual depreciation = 
Cost price of asset 

Estimated life time  
 

= R40 000

5 

 = R8 000 

The depreciation can be expressed as a percentage of cost price resulting in the same 
amount being written off annually (which is explained in example 2 below). 

Example 2 

 Cost price of asset R40 000 
 Percentage depreciation on cost price 20% 

Calculation  

Annual depreciation = Cost price of asset × % depreciation 

 = R40 000 × 
20 

 

 100
 = R8 000   

Depreciation is only calculated for the period that the fixed asset is in use. Where an 
asset is purchased during the financial year the depreciation should be calculated propor-
tionally for that part of the financial year. When a fixed asset is purchased for R40 000, 
3 months after the beginning of the financial year and depreciation of 20% per annum is 
applicable, the depreciation for the first year is calculated for only nine months and will 
amount to R6 000 (9/12 × 20% × R40 000). 

10.9.3 Diminishing balance method 

According to this method a fixed percentage of the diminishing value on the fixed asset 
(carrying value) is written off annually. The amount written off decreases annually as the 
percentage is calculated on the diminishing balance and not on the cost price. 

Example 3 

Cost price of asset R40 000 
Accumulated depreciation (end of 2nd year) 
Percentage depreciation on carrying value 

R14 400 
20% 
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Calculation 

Depreciation for the third year = 
= 
= 
= 

Carrying value × % depreciation 
R(40 000 – 14 400) × 20% 
R25 600 × 20% 
R5 120 

A schedule is drafted as follows: 

Date Cost price Calculation 
Annual 

depreciation 

Accumulated 

depreciation 

Carrying  

value 

End of  R  R R R 

1st year 

2nd year 
3rd year 

4th year 

40 000 

40 000 
40 000 

40 000 

20% × 40 000 

20% × 32 000 
20% × 25 600 

20% × 20 480 

8 000 

6 400 
5 120 

4 096 

18 000 

14 400 
19 520 

23 616 

32 000 

25 600 
20 480 

16 384 

Comment 

– Accumulated depreciation is the total depreciation already written off on the fixed 
asset during the previous years. 

– Carrying value is the cost price of the fixed asset less accumulated depreciation. 

10.9.4 Recording 

Depreciation is recorded in the general journal; the source document is an internal 
voucher as no third party is involved. The depreciation account (nominal account) is 
debited in the general ledger and is reflected as an expense in the statement of profit or 
loss. 

Accumulated depreciation (statement of financial position account) is credited and is 
reflected as a deduction from the cost price of an asset in the statement of financial 
position. 

Example 

(Based on comprehensive example 8.8 – chapter 8.) 

At 28 February 20.6, Dollar Attorneys calculates and accounts for depreciation on equip-
ment at 20% per annum on the diminishing balance method. The equipment was  
acquired on 1 March 20.5 at a cost price of R27 000. 

Journal entry 

General journal for February 20.6 Dr Cr 

 R R 

Depreciation expense 5 400  

Accumulated depreciation: Equipment  5 400 

Depreciation at 20% on carrying value   



Adjustment of accounts

 

 

159
 

T-accounts 

Depreciation expense  Accumulated depreciation: Equipment 

 5 400       5 400 

       

       

Comment 

– Depreciation amounts to R5 400 [20% × (R27 000 – R0)]. The accumulated depreci-
ation is nil due to the fact that it is the first year that depreciation is written off. 

– The sale of equipment of R270 to Niagra occurred on 28 February 20.6 and depreci-
ation is still calculated on R27 000. 

– Depreciation is reflected as an expense in the statement of profit or loss. 

– Accumulated depreciation reflects a credit balance subtracted from the debit balance 
of the asset in the statement of financial position. 

Example 

Dollar Attorneys calculates and accounts for depreciation on the law library at 24% per 
annum on the straight line method. The law library was acquired on 1 March 20.5 at a 
cost price of R152 000. On 2 February 20.6, government gazettes amounting to R100 
were purchased for the law library.  

Journal entry 

General journal for February 20.6 Dr Cr 

 R R 

Depreciation expense 36 482  

Accumulated depreciation: Law  library  36 482 

Depreciation at 24% on cost price   

T-account 

Depreciation expense  
Accumulated depreciation: 

Law library 

 36 482       36 482 

       

        

Comment 

– Depreciation is calculated as follows: 

 24% × R152 000 × 12/12 = 36 480

 24% × R100 × 1/12 = 2

   36 482

– Accumulated depreciation reflects a credit balance subtracted from the debit balance 
of the law library in the statement of financial position. 
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10.10 Bad debts and doubtful debts 

10.10.1 Credit policy 

When credit is granted, the possibility exists that some clients will not pay their debts and 
therefore doubtful debts arise that have to be provided for or written off as bad debts. 
Irrecoverable debts can be classified into actual bad debts for which current evidence 
exists that the client will not be able to pay the debt outstanding or doubtful debts that, 
based on past experience, management expects a certain portion of outstanding debtors 
not to pay the debt outstanding. 

10.10.2 Actual bad debts 

When it is certain that a client cannot pay his or her debts, his or her account is written 
off as a bad debt. A journal entry is prepared and an internal journal voucher, signed by 
the responsible attorney, serves as a source document. 

Example 

Dollar Attorneys ascertains that M Miami will not be able to pay his account of R220. 

Journal entry 

General journal for February 20.6 Dr Cr 

 R R 

Bad debts (expense) 220  
M Miami  220 

M Miami’s account written off as bad   

Cr Clients control  220 

T-accounts 

Bad debts (expense)  Clients control 

 220       220 

         

        

Clients ledger 

M Miami 

Balance  220   220 

    

Comment 

– The clients control account in the general ledger and Miami’s account in the clients 
ledger are credited and M Miami’s account is closed off. 

– A bad debts account is opened and reflected as an expense in the statement of profit 
or loss. 

Assume the same information as above but that a VAT rate of 15% is applicable. 
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Journal entry 

General journal for February 20.6 Dr Cr 

 R R 

Bad debts (expense) 191  

VAT control 229  
M Miami 2 220 

Bad debts of M Miami written off   

Cr Clients control  220 

T-accounts 

Bad debts (expense)  Clients control 

 191       220 
       
        
 

VAT control 

 29   
    
   

Clients ledger 

M Miami 

Balance  220    220 

      

When debts are written off as irrecoverable, the VAT component should be written back 
and the VAT control account debited. The amount already paid to the Commissioner of 
SARS can then be recovered from SARS. 

10.10.3 Bad debts recovered 

It may happen that M Miami is able to settle his account at a later stage and that the 
R220 is subsequently received from him. His client’s account has already been closed off 
and can therefore not be credited. This bad debt recovered is income for the attorney 
and the entry on the debit (receipts) side in the business cash book is as follows: 

Business cash book for February 20.6 

 Sundries
R 

Bank 
R 

Bad debts recovered (income) 220 220 

T-accounts 

Bad debts recovered (income)  Bank 

   220   220   
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Comment 

– Neither the client account nor clients control account is affected. 

– VAT has been ignored for illustrative purposes. 

– Bad debts recovered (R220) is reflected as income in the statement of profit or loss. 

– The balance of the business bank increases in the statement of financial position. 

Where VAT is included the entries are as follows: 

Business cash book for February 20.6 

 VAT 

R 

Sundries

R 

Bank 

R 

Bad debts recovered (income) 29 191 220 

T-accounts 

Bad debts recovered (income)  Bank 

   191   220   

       

        

 

VAT control 

   29 

    

   

10.10.4 Doubtful debts 

If the total amount due by clients is reflected in the statement of financial position as a 
current asset, it is unrealistic, since it is unlikely that all the debts will be recovered. In 
order to prevent the overstatement of profits and assets and misrepresentation of the 
financial performance and position, a provision should be made for doubtful debts. 

It is good policy to create a provision for doubtful debts, since the attorney knows 
from experience approximately what percentage of his or her clients will not settle their 
accounts. If it is however uncertain which clients will not settle their debts, then instead 
of crediting a specific client’s account, a provision for doubtful debts is created. A certain 
percentage for the provision is then decided on, which is only created, increased or 
decreased at the end of the financial period. 

■ Creating of a provision for doubtful debts 

On 28 February 20.6 Dollar Attorneys had no provision for doubtful debts. M Miami’s 
debt was written off as a bad debt. A provision for doubtful debts of 5% of outstanding 
client balances is created. After the bad debt of M Miami had been written off, the 
client’s balance is R7 920. The provision created amounted to R 396 (5% × R7 920). 
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Journal entry 

General journal for February 20.6 Dr Cr 

 R R 

Bad debts (expense) 396  

Provision for doubtful debts  396 
Create a provision for doubtful debts at 5% of outstanding debtors   

T-accounts 

Bad debts (expense)  Provision for doubtful debts 

Clients 
control 

 
220 

      396 

 396        

 616       

Comment 

– The bad debts and provision for doubtful debts accounts are affected and not the 
clients control or clients accounts. The bad debts expense account is used as the ex-
pense account to write off actual bad debts, and to provide for doubtful debts.  

– The R220 on the bad debts account is brought forward from the journal entry in para-
graph 10.10.2. 

– The provision is calculated on the clients control account balance after deducting the 
actual bad debts. 

– The bad debts expense is shown as an expense in the statement of profit or loss 
(R616). 

– The provision for doubtful debts is deducted from the balance of the clients control 
account in the statement of financial position. 

Adjustments in the books of Dollar Attorneys in respect of bad debts are completed and 
the following entries are only illustrated. 

■ Increase in provision for doubtful debts 

When the clients’ balances for the next financial period are more than that of the previ-
ous financial period, and the same percentage provision is maintained, the amount of the 
provision for doubtful debts increases. 

Suppose the clients’ balances of Dollar Attorneys amount to R9 720 on 28 February 
20.7. The provision for doubtful debts will then be R486 (5% × R9 720). On 28 February 
20.6 the provision was R396 and therefore increases by R90. 
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Journal entry 

General journal for February 20.7 Dr Cr 

 R R 

Bad debts (expense) 90  

Provision for doubtful debts  90 
Increase in provision from R396 to R486   

T-accounts 

Bad debts (expense)  Provision for doubtful debts 

20.7 90      20.6 Balance 396 
       20.7 90 

      20.7 Balance 486 

Comment 

– The clients control and clients accounts are not influenced. 

– The provision for doubtful debts is credited with R90 to increase the credit balance 
from R396 to R486. 

– Only the R90 increase is journalised. 

– The increase of R90 in the provision for doubtful debts is reflected as an expense in 
the statement of profit or loss. 

– The new balance of R486 on the provision for doubtful debts is deducted from the 
balance of the clients control account in the statement of financial position. 

■ Decrease in provision for doubtful debts 

The amount of the provision for doubtful debts decreases when the balance of the 
clients’ accounts for the next financial period is less than that of the previous period and 
the same percentage provision for doubtful debts is maintained. Assume that the balance 
on the clients’ accounts of Dollar Attorneys on 28 February 20.8 amounts to R7 320. The 
provision for doubtful debts will then be R366 (5% × R7 320). The provision of R486 on 
28 February 20.7 decreases by R120. 

Journal entry 

General journal for 28 February 20.8 Dr Cr 

 R R 

Provision for doubtful debts 120  

Bad debts (income)  120 

Decrease in provision from R486 to R366   
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T-accounts 

Bad debts (income)  Provision for doubtful debts 

  20.8 120  20.8 120 20.7 Balance 486 

        

        
    Balance 366   

     486  486 
 
      20.8 Balance 366 

Comment 

– The clients control and clients account are not affected. 

– The provision for doubtful debts should be debited with R120 to decrease the credit 
balance from R486 to R366. 

– Only the R120 decrease is journalised. 

– The decrease indicates an excess provision to be added back by crediting the bad 
debts account and to show the R120 as income in the statement of profit or loss. 

– The new balance of R366 on the provision for doubtful debts account is deducted 
from the clients control account in the statement of financial position. 

10.11 Post-adjustment trial balance 

To prepare the post-adjustment trial balance it is necessary to post the journal entries in 
paragraph 10.4 to 10.10 to the ledger. The adjusted ledger accounts are illustrated in full. 

10.11.1 General ledger (adjusted accounts) 

Statement of financial position accounts 

DOLLAR ATTORNEYS 

Business cash book for February 20.6  BCB1 

Date Receipts Fol Sundries Bank Date Payments Fol Sundries Bank 

   R R    R R 

20.6          

Feb 28 Balance 

Bad debts 
recovered 

b/d

 
N10 

55 027 

 
220 

55 027 

 
220 

     

   55 247 55 247      
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 Clients control B5 

   R    R 

20.6    20.6    

Feb 28 Balance b/d 8 140 Feb 28 Bad debts 
Balance 

GJ1 
c/d 

220 
7 920 

   8 140    8 140 

Mar 1 Balance b/d 7 920     

 Wages accrued  B9 

       R 

    20.6    

    Feb 28 Wages GJ1 400 

 Rent received in advance B10 

       R 

    20.6    

    Feb 28 Rent received GJ1 600 

 Prepaid insurance B11 

   R     

20.6        

Feb 28 Insurance GJ1 1 100     

 Interest receivable B12 

   R     

20.6        

Feb 28 Interest received GJ1 3 600     

 Stationery on hand B13 

   R     

20.6        

Feb 28 Stationery GJ1 300     

 Accumulated depreciation: Equipment B14 

       R 

    20.6    

    Feb 28 Depreciation GJ1 5 400 
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 Accumulated depreciation: Law library B15 

       R 

    20.6    

    Feb 28 Depreciation GJ1 36 482 

 Provision for doubtful debts B16 

       R 

    20.6    

    Feb 28 Bad debts GJ1 396 

Nominal accounts 

 Stationery N2

   R    R 

20.6    20.6    

Feb 11 Boston Limited GJ1 705 Feb 28 Stationery on hand 

Balance 

GJ1 

c/d 

300 

405 

   705    705 

Mar 1 Balance b/d 405     

 Wages N5

   R     

20.6        

Feb 28 Business bank 

Wages accrued 

BCB1 

GJ1 

5 323 

400 

    

   5 723     

      

 Rent income N6

   R    R 

20.6    20.6    

Feb 28 Rent received in 

advance 

 

GJ1 

 

600 

Feb 28 Business bank BCB1 600 

      

 Insurance N7

   R    R 

20.6    20.6    

Feb 28 Business bank BCB1 1 200 Feb 28 Prepaid insurance 

Balance 

GJ1 

c/d 

1 100 

100 

   1 200    1 200 

Mar 1 Balance b/d 100     
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 Depreciation N8

   R     

20.6        

Feb 28 Accumulated 

depreciation: 

   equipment 
Accumulated 

depreciation: 

   Law library 

 

 

GJ1 
 

 

GJ1 

 

 

5 400 
 

 

36 482 

    

   41 482     

 Bad debts N9

   R     

20.6        

Feb 28 Clients control 

Provision for 

doubtful debts 

GJ1 

 

GJ1 

220 

 

396 

    

   616     

      

 Bad debts recovered N10

       R 
    20.6    

    Feb 28 Business bank BCB1 220 

 Interest income N11

       R 

    20.6    
    Feb 28 Interest receivable GJ1 3 600 
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10.11.2 Post-adjustment trial balance 

DOLLAR ATTORNEYS 

Post-adjustment trial balance at 28 February 20.6 

 Fol 
Dr 

R 

Cr 

R 

Capital 

Law library at cost 

Equipment at cost 

Investment (invested on 1 March 20.2) 

Business cash book 
Trust cash book 

Clients control 

Trust creditors control 

Boston Limited 
Niagra 

Wages accrued  

Rent received in advance 

Prepaid insurance 

Interest receivable 
Stationery on hand 

Provision for doubtful debts 

Accumulated depreciation: Law library 

Accumulated depreciation: Equipment 
Fees earned 

Wages 

Stationery 

Telephone 

Water and electricity 
Rent income 

Insurance 

Depreciation 

Bad debts 
Bad debts recovered 

Interest income 

B1 

B2 

B3 

B4 

BCB1
TCB1 

B5 

B6 

B7 
B8 

B9 

B10 

B11 

B12 
B13 

B16 

B15 

B14 
N1 

N5 

N2 

N3 

N4 
N6 

N7 

N8 

N9 
N10 

N11 

 

152 100 

26 730 

30 000 

55 247 
4 420 

7 920 

 

 
270 

 

 

1 100 

3 600 
300 

 

 

 
 

5 723 

405 

530 

1 700 
– 

100 

41 882 

616 

214 000 

 

 

 

 
 

 

4 420 

705 
 

400 

600 

 

 
 

396 

36 482 

5 400 
66 420 

 

 

 

 
 

 

 

 
220 

3 600 

  332 643 332 643 

   

Comment 

– The business cash book and trust cash book balances do not appear in the general 
ledger but the adjusted balances are reflected in the trial balance. 
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10.12 Example 

The following information relates to Cent Attorneys: 

1 Pre-adjustment trial balance at 28 February 20.6 

 Dr 

R 

Cr 

R 

Capital: C Cent 28 February 20.5 

Drawings 

Trust cash book 

Business cash book 

Clients control 
Provision for doubtful debts – 28 February 20.5 

Trust creditors 

Land and buildings at cost 

Furniture at cost 

Law library at cost 
Accumulated depreciation – 28 February 20.5: 

Furniture 

Law library 

Petty cash 
Fees earned 

Travelling expenses 

Salaries and wages 

Telephone and postage 

Insurance 
Stationery 

Advertisements 

Bank charges 

Rent income 
Electricity 

Entertainment 

Commission earned 

 

16 000 

16 100 

6 000 

22 000 
 

 

200 000 

4 000 

25 000 
 

 

 

200 
 

5 100 

28 000 

1 100 

3 900 
530 

2 230 

160 

 
7 330 

970 

100 000

900

16 100

800

10 000

200 000

10 400

420 

 338 620 338 620 

  

2 Additional information 

 2.1 Salaries due for February 20.6, R1 000. 

 2.2 Included in the rent income is a prepaid amount of R800 in respect of March 
20.6. 

 2.3 Prepaid insurance premium, R300. 

 2.4 Calculate and account for the following: 

 2.4.1 Depreciation: 

  Furniture – 10% per annum on the diminishing balance 

  Law library  – 20% per annum on cost price. 

2.4.2 The provision for doubtful debts should be adjusted to 5% of the out-
standing debtors’ balances on 28 February 20.6. 

 2.5 Commission receivable, R70. 

 2.6 Stationery on hand at 28 February 20.6, R60. 
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Required: 

1 Journalise the adjustments on 28 February 20.6 in the books of Cent Attorneys. 

2 Prepare the post-adjustment trial balance of Cent Attorneys at 28 February 20.6. 

Solution 

CENT ATTORNEYS 

1 General journal for February 20.6 

  Dr 

R 

Cr 

R 

20.6    

Feb 28 Salaries and wages 

Salaries accrued 
Salaries not yet paid on 28 February 20.6 

1 000  

1 000 

 Rent income 
Rent received in advance 

Rent received in advance i.r.o. March 20.7 

800  
800 

 Prepaid insurance 
Insurance 

Insurance prepaid 

300  
300 

 Depreciation 
Accumulated depreciation: Furniture 

Accumulated depreciation: Law library 

Provision for depreciation1) on furniture and law library 

5 320  
320 

5 000 

 Bad debts (expense) 
Provision for doubtful debts 

Increase in provision2) from R900 to R1 100 

200  
200 

 Commission receivable 
Commission earned 

Commission to be received 

70  
70 

 Stationery on hand 

Stationery 

Stationery on hand 

60  

60 

Calculations 

1) Depreciation: 2) Provision for doubtful debts: 

 Furniture  New provision 

 10% × R(4 000 – 800) = R320  5% × R22 000 = R1 100 

 Law library  Adjusted provision 
 20% × R25 000 = R5 000  New provision (20.6) 1 100
   Previous provision (20.5) 900

   Increase in provision 200
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CENT ATTORNEYS 

2 Post-adjustment trial balance at 28 February 20.6 

 Dr 

R 

Cr 

R 

Capital: C Cent – 28 February 20.5 

Drawings 

Trust cash book 

Stationery on hand 
Business cash book 

Clients control 

Provision for doubtful debts 

Trust creditors 
Accrued expenses 

Income received in advance 

Prepaid expenses 

Income receivable 

Land and buildings at cost 
Furniture at cost 

Law library at cost 

Accumulated depreciation: 

   Furniture 

   Law library 

Petty cash 

Fees earned 
Travelling expenses 

Salaries and wages 

Telephone and postage 

Insurance 
Stationery 

Advertisements 

Bank charges 

Rent income 

Electricity 
Entertainment 

Bad debts 

Commission earned 

Depreciation 

 

16 000 

16 100 

60 
6 000 

22 000 

 

 
 

 

300 

70 

200 000 
4 000 

25 000 

 

 
 

200 

 

5 100 

29 000 
1 100 

3 600 

470 

2 230 
160 

 

7 330 

970 

200 
 

5 320 

100 000 

 

 

 
 

 

1 100 

16 100 
1 000 

800 

 

 

 
 

 

 

1 120 
15 000 

 

200 000 

 

 
 

 

 

 
 

9 600 

 

 

 
490 

 345 210 345 210 

   

Comment 

– The complete recording process would be to post the adjustment journal entries to 
the ledger before preparing the post-adjustment trial balance. 
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13 Transfer procedures 

 

Learning objectives

After studying this chapter you should: 

l understand the purpose of transfer procedures 

l know the transfer requirements 

l be able to apply transfer procedures. 
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13.1 Introduction 

Transfer procedures are one of the most important accounting procedures performed in 
the attorney’s practice. Two sets of accounting records, namely business and trust rec-
ords in an attorney’s practice, were explained in previous chapters. These accounting 
records are connected by executing transfer procedures. 

A practitioner is entitled to levy fees when he or she has fulfilled his or her responsibil-
ity towards the client. These transactions are recorded in the fees journal, after which the 
clients control account is debited and the fees earned account credited in the general 
ledger. The client’s account is debited in the clients ledger. If the practitioner has previ-
ously received money in trust from this client, he or she is entitled to transfer funds from 
the client’s trust creditors account to the client’s business account provided the transfer 
requirements are met. 

13.2 Transfer requirements 

Before a transfer is made from the trust to the business account, the following require-
ments should be met: 

– The client should owe an amount to the practice on his or her business account and 
funds should simultaneously be available on his or her trust account in order to do the 
transfer. 

– If the amount owing on the client’s business account exceeds the amount available 
on his or her trust account, the amount transferred is limited to the amount available 
on the client’s trust creditors account. 

– When the amount available on the client’s trust creditors account exceeds the amount 
owing on the client’s business account, the amount transferred is limited to the amount 
owing on the client’s business account. 

– The client should give the necessary consent that funds be transferred from his or her 
trust creditor’s account to his or her business account. The trust funds may not be 
transferred if they were earmarked for another specific purpose. 

13.3 Transfer procedures 

The following procedures should be followed: 

– Clients’ business and trust creditor ledger accounts are compared on a regular basis 
to determine the appropriate amounts that should be transferred from the trust cred-
itors account to the business account. In terms of the Rules for the Attorneys’ Profes-
sion, the transfers should be done at least once a month (Rule 35.10.1). 

– The transfer is recorded in the transfer journal as book of prime entry, after which the 
trust creditors account is debited and the client’s account is credited. 

– The actual transfer of funds between the trust bank and business bank accounts 
occurs by issuing a trust cheque or by an electronic funds transfer from the trust bank-
ing account, issuing a business receipt and by the money being deposited in the busi-
ness bank account. This entry is entered in the respective cash books. 
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– If the client’s business account still reflects a debit balance after the transfer, the client 
should settle his or her account as a business client. This would then be recorded as a 
receipt in the business cash book (debit) once the client settles his or her outstanding 
account.   

– If a credit balance on the trust creditors account exists after the transfer, a trust 
cheque is issued to the trust creditor. This would then be recorded as a payment in 
the trust cash book (credit) once the trust creditor has been paid back.   

– When an irregular trust debit balance is corrected, the opposite procedure is fol-
lowed. The effect of this is that an amount is transferred from the business bank  
account to the trust bank account. In this case a reverse transfer entry is recorded in 
the transfer journal, cash books and various ledgers. 

13.4 Recording of transfers 

Example 1 (VAT excluded) 

The following information refers to the accounting records of Govender Attorneys: 

1  Books of prime entry 

Trust cash book for March 20.5 TCB1 

Date Receipts Fol Bank Date Payments Fol Bank 

   R     

1 Balance b/d 20 000     

2  Ledger accounts 

Trust creditors ledger  

 D Dube (T) T1 

       R 

    20.5    

    Mar 1 Balance b/d 20 000 

Clients ledger  

 D Dube (B) K1 

   R     

20.5        
Mar 10 Fees earned FJ1 20 000     

General ledger  

 Clients control B1 

   R     

20.5        
Mar 10 Fees earned FJ1 20 000     
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 Trust creditors control B2 

       R 

    20.5    
    Mar 1 Balance b/d 20 000 

 Fees earned N1 

       R 

    20.5    
    Mar 10 D Dube (B) FJ1 20 000 

Required: 

Prepare the transfer entries in the following books of Govender Attorneys for March 20.5: 

1 Books of prime entry 

 1.1 Transfer journal 

 1.2 Trust cash book 

 1.3 Business cash book 

2 Clients ledger 

3 Trust creditors ledger 

4 General ledger 

Solution 

GOVENDER ATTORNEYS 

1  Books of prime entry 

1.1  Transfer journal for March 20.5  TFJ1 

Date Details Fol Dr Cr 

   R R 

10 D Dube (T) 
D Dube (B) 

Transfer of trust funds to the business account  

of D Dube 

T1 
C1 

20 000  
20 000 

 Dr Trust creditors control B2 20 000  

 Cr Clients control B1  20 000 

1.2  Trust cash book for March 20.5 TCB1 

Date Receipts Fol Sundries 
Trust  

creditors 
Bank Date Payments Fol Sundries 

Trust  
creditors 

Bank 

   R  R    R R R 

11 Balance b/d 20 000  20 000 10 Business bank
(transfer) 

 
BCB1 20 000 

  
20 000 
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1.3  Business cash book for March 20.5 BCB1 

Date Receipts Fol Sundries Clients Bank       

   R  R       

110 Trust bank 
(transfer) 

 
TCB1 20 000 

 
20 000 

      

2  Clients ledger 

 D Dube (B) C1 

   R    R 

20.5    20.5    

Mar 10 Fees earned FJ1 20 000 Mar 10 D Dube (T) TFJ1 20 000 

       

3  Trust creditors ledger 

 D Dube (T) T1 

   R    R 

20.5    20.5    

Mar 10 D Dube (B) TFJ1 20 000 Mar 1 Balance b/d 20 000 

       

4  General ledger 

 Clients control  B1 

   R    R 

20.5    20.5    

Mar 10 Fees earned FJ1 20 000 Mar 10 Trust creditors 
control  

 
TFJ1 

 
20 000 

       

 Trust creditors control  B2 

   R    R 

20.5    20.5    
Mar 10 Clients control   

TFJ1 

 

20 000 

Mar 1 Balance b/d 20 000 

       

 Fees earned N1 

       R 

    20.5    
    Mar 10 D Dube (B) FJ1 20 000 

       

Comment 

– On the day the transfer is made, namely 10 March 20.5, Govender Attorneys is 
entitled to levy fees. It is recommended that the transfer is made as soon as possible, 
as the accumulation of the attorney’s own money in the trust bank account may be 
seen as a failure to separate business and trust money properly and is a transgression 
of the legislation and the Rules. 
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– The exact amount owing on the business account of the client should be transferred. 
The practice of transferring rounded amounts is not recommended. 

– When transfers are made for more than one client on a specific day, only one trust 
cheque or one electronic funds transfer, representing the total of individual transfers 
for the day, is recorded in the trust cash book and deposited in the business bank  
account. 

– The use of the “(T)” refers to a trust creditor (“T” is used for trust), while a “(B)” refers 
to a client or debtor (“B” is used for business). 

Example 2 (VAT included) 

Assume the same information as given in example 1 regarding Govender Attorneys but 
charge VAT on fees at 15%. The relevant accounts are as follows: 

1  Books of prime entry 

Trust cash book for March 20.5 TCB1 

Date Receipts Fol Bank Date Payments Fol Bank 

   R     

1 Balance b/d 20 000     

2  Ledger accounts 

Trust creditors ledger  

 D Dube (T) T1 

       R 

    20.5    

    Mar 1 Balance b/d 20 000 

Clients ledger  

 D Dube (B) K1 

   R     

20.5        
Mar 10 Fees and VAT FJ1 23 000     

General ledger  

 VAT control B3 

       R 

    20.5    
    Mar 10 D Dube (B) FJ1 3 000 

 Fees earned N1 

       R 

    20.5    
    Mar 10 D Dube (B) FJ1 20 000 
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 Clients control B1 

   R     

20.5        
Mar 10 Fees earned FJ1 23 000     

 Trust creditors control B2 

       R 

    20.5    
    Mar 1 Balance b/d 20 000 

Required: 

Prepare the transfer entries in the following books of Govender Attorneys for March 20.5: 

1 Books of prime entry 

 1.1 Transfer journal 

 1.2 Trust cash book 

 1.3 Business cash book 

2 Clients ledger 

3 Trust creditors ledger 

4 General ledger 

Solution 

GOVENDER ATTORNEYS 

1  Books of prime entry 

1.1  Transfer journal for March 20.5  TFJ1 

Date Details Fol Dr Cr 

   R R 

10 D Dube (T) 

D Dube (B) 
Transfer of trust funds to the business account  

of D Dube 

T1 

C1 

20 000  

20 000 

 Dr Trust creditors control B2 20 000  

 Cr Clients control B1  20 000 

1.2  Trust cash book for March 20.5 TCB1 

Date Receipts Fol Sundries Trust 
creditors 

Bank Date Payments Fol Sundries Trust
creditors

Bank 

  R R  R R R 

11 Balance b/d 20 000  20 000 110 Business 
bank  
(transfer) 

 
BCB1 20 000 

 
20 000 
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1.3  Business cash book for March 20.5 BCB1 

Date Receipts Fol Sundries Clients Bank Date Payments Fol Sundries Clients Bank 

  R R    

110 Trust bank  
(transfer) 

 
TCB1

 
20 000 

  
20 000 

     

2  Clients ledger 

 D Dube (B) C1 

20.5   R 20.5   R 

Mar 10 Fees and VAT FJ1 23 000 Mar 10 

        31 

D Dube (T) 

Balance 

TFJ1 

c/d 

20 000 

3 000 

   23 000    23 000 

Apr 1 Balance b/d 3 000     

3  Trust creditors ledger 

 D Dube (T) T1 

        

20.5   R 20.5   R 

Mar 10 D Dube (B) TFJ1 20 000 Mar 1 Balance b/d 20 000 

       

4  General ledger 

 Clients control B1 

20.5   R 20.5   R 

        

Mar 10 Fees and VAT FJ1 23 000 Mar 10

        31 

Trust creditors 

control 
Balance 

 

TFJ1 
c/d 

 

20 000 
3 000 

   23 000    23 000 

        

Apr 1 Balance b/d 3 000     

 Trust creditors control B2 

20.5   R    R 

    20.5    
Mar 10 Clients control TFJ1 20 000 Mar 1 Balance b/d 20 000 

       

 Fees earned N1 

       R 

    20.5    
    Mar 10 D Dube (B) FJ1 20 000 
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 VAT control B3 

       R 

    20.5    
    Mar 10 D Dube (B) FJ1 3 000 

Comment 

– In this example D Dube owes R23 000 to the attorney’s practice while only R20 000 
is available on his trust account. The transfer from the trust account to the business 
account is therefore limited to the available amount of R20 000. 

Example 3 (VAT excluded) 

The following information is obtained from the records of Simelane Attorneys as at 
30 November 20.3: 

 R 

Business cash book (dr) 20 000 
Trust cash book (dr) 38 000 
Clients control 36 000 
Trust creditors control 38 000 

Balances of clients: 

 R  

J Jordan (B) 10 000 (cost incurred) 
T Twala (B) 12 000 (fees charged)
J Jacobs (B) 14 000 (fees and costs) 

Balances of trust creditors: 

 R 

J Jordan (T) 10 000 (collection matter) 
T Twala (T) 20 000 (conveyance of property) 
J Jacobs (T) 18 000 (contracts drafted)

All trust funds are deposited for the purpose of future fees and costs with regard to the 
respective clients’ matters. 

All the appropriate transfers are made on 30 November 20.3 and one cheque is drawn 
on the trust bank for the total of the transfers. 

Outstanding balances on the business accounts are paid by clients on the same day. 
Balances due to trust creditors are paid on 30 November 20.3. 

Required: 

Prepare the following in the books of Simelane Attorneys for November 20.3: 

1 Books of prime entry 

 1.1 Business cash book 

 1.2 Trust cash book 

 1.3 Transfer journal 
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2 Ledgers 

 2.1 General ledger 

 2.2 Clients ledger 

 2.3 Trust creditors ledger 

Solution 

SIMELANE ATTORNEYS 

1  Books of prime entry 

1.1  Business cash book for November 20.3 BCB1 

Date Receipts Fol Sundries Clients Bank Date Payments Fol Sundries Clients Bank 

   R R R    R  R 

30 Balance 

Trust bank 

(transfer) 

J Jacobs 

b/d 

 

TCB1 

C3 

20 000

30 000

 

 

 

 

6 000 

20 000 

 

30 000 

6 000 

130 Balance c/d 56 000 56 000 

   50 000 6 000 56 000    56 000  56 000 

1 Dec Balance b/d 56 000  56 000       

1.2  Trust cash book for November 20.3 TCB1 

Date Receipts Fol Sundries 
Trust 

creditors 
Bank Date Payments Fol Sundries 

Trust 

creditors 
Bank 

   R  R    R R R 

30 Balance b/d 38 000  38 000 130 Business bank 

(transfer) 

T Twala 

 

 

BCB1 

T2 

 

30 000

 

8 000

 

30 000 

8 000 

 

   38 000  38 000    30 000 8 000 38 000 

       

1.3  Transfer journal for November 20.3    TFJ1 

Date Details Fol Dr Cr 

30 J Jordan (T) 
J Jordan (B) 

Transfer of trust funds to the business account  

of J Jordan  

T1 
C1 

10 000  
10 000 

 T Twala (T) 
T Twala (B) 

Transfer of trust funds to the business account  

of T Twala 

T2 
C2 

12 000  
12 000 

 J Jacobs (T) 

J Jacobs (B) 

Transfer of trust funds to the business account  
of J Jacobs 

T3 

C3 

8 000  

8 000 

 Dr Trust creditors control B2 30 000  

 Cr Clients control B1  30 000 
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2  Ledgers 

2.1  General ledger  

 Clients control B1 

   R    R 

20.3    20.3    
Nov 30 Balance b/d 36 000 Nov 30 Trust creditors 

control 

Business bank 

 

TFJ1
BCB1 

 

30 000 
6 000 

   36 000    36 000 

      

 Trust creditors control B2 

   R    R 

20.3    20.3    
Nov 30 Clients control 

Trust bank 

TFJ1 

TCB1 

30 000 

8 000 

Nov 30 Balance b/d 38 000 

   38 000    38 000 

      

2.2  Clients ledger  

 J Jordan (B) C1 

   R    R 

20.3    20.3    

Nov 30 Balance b/d 10 000 Nov 30 J Jordan (T) TFJ1 10 000 

      

 T Twala (B) C2 

   R    R 

20.3    20.3    
Nov 30 Balance b/d 12 000 Nov 30 T Twala (T) TFJ1 12 000 

      

 J Jacobs (B) C3 

   R    R 

20.3    20.3    
Nov 30 Balance b/d 14 000 Nov 30 J Jacobs (T) 

Business bank 

TFJ1

BCB1 

8 000 

6 000 

   14 000    14 000 

      

2.3  Trust creditors ledger  

 J Jordan (T) T1 

   R    R 

20.3    20.3    

Nov 30 J Jordan (B) TFJ1 10 000 Nov 30 Balance b/d 10 000 
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 T Twala (T) T2 

   R    R 

20.3    20.3    
Nov 30 T Twala (B) 

Trust bank 

TFJ1 

BCB1 

12 000 

8 000 

Nov 30 Balance b/d 20 000 

   20 000    20 000 

      

 J Jacobs (T) T3 

   R    R 

20.3    20.3    

Nov 30 J Jacobs (B) TFJ1 8 000 Nov 30 Balance b/d 8 000 

      

Comment 

– The first step is to evaluate each client’s position and to determine the amounts to be 
transferred from the trust accounts to the business accounts of the various clients. 

– Only one trust cheque is drawn on the trust bank account for the total transfer 
(R10 000 + R12 000 + R8 000 = R30 000). This amount is recorded in the trust cash 
book as a payment and the business cash book as a receipt. 

– After the transfer in respect of T Twala there is still R8 000 in trust. This amount is paid 
to him per trust cheque and recorded in the trust cash book. 

– After the transfer in respect of J Jacobs she still owes R6 000 to the practice. The 
receipt is recorded in the business cash book.  

13.5 Summary 

One of the duties of the management of the attorney’s practice is to ensure that suffi-
cient funds are available in the trust bank account at all times to fulfil responsibilities 
towards trust creditors. The transfer procedures as described above, are applied to 
ensure that the trust assets available are at least equal to the total of the trust creditors at 
all times. 

13.6 Comprehensive example 

Note: This example contains a property transfer (conveyancing) transaction. These 
transactions are explained in chapter 15. You may find it useful to study chapter 15 
before you attempt to do this example, which also includes trust investments and 
trust transfers. 

R Randall commences his own attorney’s practice and the following information applies 
to Randall Attorneys (where applicable, VAT is included at 15%): 

20.6  
Sept  
11 R Randall opens a business bank account and deposits R30 000 as initial capital. 
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20.6  
Sept  
12 Purchase the following items on credit from Cape Wholesalers: 
  Office equipment – R34 500 
  Computers – R23 000 
  Furniture – R46 000 

13 Pay office rent for September 20.6, R5 750. 

16 R Randall receives a deposit of R12 000 from G Goliath to cover expenses in 
respect of a divorce case. 

17 K Kumalo sells his house to D Davids for R300 000 and asks you to pass the 
transfer. The purchaser will be liable for all transfer costs. On the same day 
R Randall receives a deposit of R50 000 from D Davids. The balance of the 
purchase price is guaranteed by the bank. You obtain written authorisation from 
D Davids to invest the deposit on his behalf until the transfer is registered. 

18 You receive a bank guaranteed cheque for R15 000 from D Davids in respect of 
future expenses. 

19 Issue a cheque for R500 for the petty cash float. 

10 Receive Cape Real Estate Agency’s pro forma account for R15 000 for the sale 
of the house. The seller is liable for the estate agent’s commission on the sale of 
the house. 

11 Pay transfer duties of R10 000 on the purchase transaction on behalf of 
D Davids. 

13 Purchase refreshments for R115 from petty cash. 

14 Pay advocate D Durban R690 in respect of the divorce case of G Goliath. 

18 K Kumalo approaches R Randall to collect R20 000 from P Petersen. R Randall 
collects the full amount and levies an instruction fee of R115 and 10% collection 
commission. 

20 G Goliath informs R Randall that he is reunited with his wife. R Randall debits a 
fee of R1 725 and closes the file. 

22 Pay R30 000 on account to Cape Wholesalers. 

24 Pay the monthly salaries of R15 000. 

26 The transfer to D Davids is registered. R Randall receives R250 000 at presenta-
tion of the bank guarantee and debits a fee of R2 760 in respect of the transfer. 
R Randall withdraws the trust investment and receives R500 interest on the 
investment. 

27 Pay Cape Real Estate Agency’s pro forma account. 

28 Receives a cheque for R4 000 from S Skosana as deposit for future services. 

29 Accounts to D Davids, K Kumalo and G Goliath. 

30 The bank returns the cheque of S Skosana marked “R/D”. 
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Required: 

1 Record the above transactions in the accounting records of Randall Attorneys in 
respect of the Attorneys Act 53 of 1979 (hereafter referred to as the Attorneys Act) 
and the Legal Practice Act 28 of 2014 (hereafter referred to as the Legal Practice 
Act). 

2 Prepare an account statement to K Kumalo and D Davids. 

Solution – in terms of the Attorneys Act  

RANDALL ATTORNEYS 

1  Books of prime entry 

Business cash book for September 20.6 BCB1 

Date Receipts Fol Sundries Clients Bank Date Payments Fol Sundries VAT Bank 

   R R R    R R R 

11 

29 

 

30 

Capital 

Trust bank 

(transfer) 

Balance 

B1

 

TCB1 

c/d 

30 000 

 

5 750 

15 500 

 30 000 

 

5 750 

15 500 

13 

19 

22 

 

24 

Rent 

Petty cash 

Cape Whole-

salers 

Salaries 

N1 

PCB1 

 

B5

N4 

5 000 

500 

 

30 000 

15 000 

750 5 750 

500 

 

30 000 

15 000 

   51 250  51 250    50 500 750 51 250 

      Oct 1 Balance b/d 15 500 B6 15 500 

Petty cash book for September 20.6 PCB1 

Date Receipts Fol Total Date Payments Fol 

Refresh-

fresh-

ments 

Wages Sundries Total 

   R    R R R R 

19 Business bank BCB1 500 13

30 

Refreshments 

Balance 

N2 

c/d 

115   

385 

115 

385 

   500    115  385 500 

Oct 1 Balance b/d 385    N2    
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Trust cash book for September 20.6 TCB1 

Date Receipts Fol 
Sun-

dries 

Trust 

creditors 
Bank Date Payments Fol 

Sun-

dries 

Trust 

creditors 
Bank 

    R R    R R R 

6 G Goliath (T) T1 12 000 12 000 7 Sec 78(2A) 

investment T3  50 000 50 000 
7 D Davids (T) T2 50 000 50 000 11 D Davids (T)

(transfer 

duties) T2  10 000 10 000 

8 D Davids (T) T2 15 000 15 000 14 G Goliath (T)
(advocate) T1  690 690 

18 K Kumalo (T) T4 20 000 20 000 27 K Kumalo (T) 

(estate agent) T4  15 000 15 000 

26 D Davids (T) T 250 000 250 000 29 Business 

bank (transfer) BCB1 5 750 5 750 
28 Section 78(2A) 

investment T3 50 500 50 500

 G Goliath (T) T1  9 585 9 585 

28 S Skosana (T) T5 4 000 4 000  D Davids (T) T2  2 740 2 740 

    K Kumalo (T) T4  303 735 303 735 
   30 S Skosana (T) T5  4 000 4 000 

   401 500 401 500    5 750 395 750 401 500

   B9    B9  

Fees journal for September 20.6  FJ1 

Date Details Fol Clients VAT Fees 

18 K Kumalo (B) – instruction fee C1 115 15 100 
 K Kumalo (B) – collection fee C1 1 150 150 1 000 

20 G Goliath (B) – divorce C2 1 725 225 1 500 

26 D Davids (B) – property transaction C3 2 760 360 2 400 

   5 750  750 5 000 

      

   B8 B6 N3 

 Dr Clients control         

 Cr VAT control        

 Cr Fees earned        

General journal for September 20.6  GJ1 

Date Details Fol Dr Cr 

   R R 

 

2 

Office equipment 
Computers 

Furniture 

VAT control 

Cape Wholesalers 
Equipment purchased on credit 

B2 
B3 

B4 

B6 

B5 

30 000 
20 000 

40 000 

13 500 

 
 

 

 

103 500 
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Trust journal for September 20.6  TJ1 

Date Details Fol Dr Cr 

   R R 

26 Section 78 (2A) investment (T) 

D Davids (T) 
Interest on investment 

T3 

T2 

50 500  

50 500 

 D Davids (T) 

K Kumalo (T) 

Transfer of deposit 

T2 

T4 

300 000  

300 000 

 Dr Trust creditors control B9 300 500  

 Cr Trust creditors control B9  300 500 

Transfer journal for September 20.6  TFJ1 

Date Details Fol Dr Cr 

   R R 

29 K Kumalo (T) 

K Kumalo (B) 

Transfer of trust funds to the business account  

of K Kumalo 

T4 

C1 

1 265  

1 265 

 G Goliath (T) 

G Goliath (B) 
Transfer of trust funds to the business account  

of G Goliath 

T1 

C2 

11 725  

1 725 

 D Davids (T) 

D Davids (B) 

Transfer of trust funds to the business account  
of D Davids 

T2 

C3 

2 760  

2 760 

 Dr Trust creditors control B9 5 750  

 Cr Clients control B8  5 750 

Trust creditors ledger 

 G Goliath (T) T1 

   R    R 

20.6    20.6    
Sep 14 

       29 

Trust bank 

G Goliath (B) 

Trust bank 

TCB1 

TFJ1 

TCB1 

690 

1 725 

9 585 

Sep 6 Trust bank TCB1 12 000 

   12 000    12 000 
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 D Davids (T) T2 

   R    R 

20.6    20.6    

Sep 11 

Sept 26 
Sept 29 

Trust bank 

K Kumalo (T) 
D Davids (B) 

Trust bank 

TCB1 

TJ1 
TFJ1

TCB1 

10 000 

300 000 
2 760 

2 740 

Sep 17

Sep 18
Sept 26 

Trust bank 

Trust bank 
Trust bank 

Section 78(2A) 

investment: 

D Davids 

TCB1 

TCB1 
TCB1 

 

 

TJ1 

50 000 

15 000 
250 000 

 

 

500 

   315 500    315 500 

     

 D Davids section 78(2A) investment (T) T3 

   R    R 

20.6    20.6    
Sep 17 

Sept26 

Trust bank 

D Davids (T) 

TCB1 

TJ1 

50 000 

500 

Sep 26 Trust bank TCB1 50 500 

   50 500    50 500 

     

 K Kumalo (T) T4 

   R    R 

20.6    20.6    

Sep 27 
Sept29 

Trust bank 
K Kumalo (B) 

Trust bank 

TCB1 
TFJ1

TCB1 

15 000 
1 265 

303 735 

Sep 18
Sep 29 

Trust bank 
D Davids (T) 

TCB1 
TJ1 

20 000 
300 000 

   320 000    320 000 

       

 S Skosana (T) T5 

   R    R 

20.6    20.6    

Sep 30 Trust bank TCB1 4 000 Sep 28 Trust bank TCB1 4 000 

       

Clients ledger 

 K Kumalo (B) C1 

   R    R 

20.6    20.6    
Sep 18 Fees and VAT 

Fees and VAT 

FJ1 

FJ1 

115 

1 150 

Sep 29 K Kumalo (T) TFJ1 1 265

   1 265    1 265
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 G Goliath (B) C2 

   R    R 

20.6    20.6    

Sep 20 Fees and VAT FJ1 1 725 Sep 29 G Goliath (T) TFJ1 1 725

     

 D Davids (B) C3 

   R    R 

20.6    20.6    

Sep 26 Fees and VAT FJ1 2 760 Sep 28 D Davids (T) TFJ1 2 760

     

General ledger 

 Capital (R Randall) B1 

       R 

    20.6    
    Sep 1 Business bank BCB1 30 000 

 Office equipment B2 

   R     

20.6        

Sep 2 Cape Wholesalers GJ1 30 000     

 Computers B3 

   R     

20.6        

Sep 2 Cape Wholesalers GJ1 20 000     

 Furniture B4 

   R     

20.6        
Sep 2 Cape Wholesalers GJ1 40 000     

 Cape Wholesalers B5 

   R    R 

20.6    20.6    

Sep 22 

Sep 30 

Business bank 

Balance 

BCB1

c/d 

30 000

73 500

Sep 2 Purchases and 

VAT 

GJ1 

103 500 

   103 500    103 500 

   Oct 1 Balance b/d 73 500 
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 VAT control B6 

   R    R 

20.6    20.6    

Sep 22 

Sept23 

Cape Wholesalers 

Business bank 

GJ1 

BCB1 

13 500

750

Sep 30 Clients control 

Balance 

FJ1

c/d 

750 

13 500 

   14 250    14 250 

Oct 1 Balance b/d 13 500     

 Clients control B8 

   R    R 

20.6    20.6    

Sep 30 Fees and VAT FJ1 5 750 Sep 30 Trust creditors 

control 

 

TFJ1 

 

5 750 

     

 Trust creditors control B9 

   R    R 

20.6    20.6    
Sep 30 Trust bank 

Journal debits 

Clients control 

TCB1

TJ1 

TFJ1 

395 750

300 500

5 750

Sep 30 Trust bank 

Journal credits 

TCB1

TJ1 

401 500 

300 500 

   702 000    702 000 

     

 Rent expense N1 

   R     

20.6        
Sep 3 Business bank BCB1 5 000     

 Refreshments N2 

   R     

20.6        

Sep 13 Petty cash CC1 115     

 Fees earned N3 

       R 

    20.6    
    Sep 30 Clients control FJ1 5 000 

 Salaries N4 

   R     

20.6        

Sep 24 Business bank BCB1 15 000     
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Account statement – K Kumalo  

 R R 

Funds collected 

Purchase price – D Davids 

Estate agents commission 

Fees – collections 

VAT on fees 
Cheque herewith 

 

 

15 000 

1 100 

165 
303 735 

20 000

300 000 

 320 000 320 000 

   

Account statement – D Davids  

 R R 

Deposit – house 

 – costs 

Section 78(2A) – interest 

Bank guarantee 

Transfer duties 

Purchase price to K Kumalo 
Fees for transfer 

VAT on fees 

Cheque herewith 

 

 

 

 

10 000 

300 000 
2 400 

360 

2 740 

50 000

15 000

500

250 000 

 315 500 315 500 

   

Comment 

– When a deposit is received from a client with regard to the purchase of a house, the 
deposit is dealt with as trust money and the client’s trust account is credited. 

– In this example expenses on behalf of clients are directly paid from trust as bank 
guaranteed cheques or cash has been received. When a bank guaranteed cheque has 
not been received it is preferable to pay the expense from the business account in 
case the cheque is dishonoured. 

– Even though the estate agent submitted a pro forma account on 10 November, it will 
only be paid and recorded in the accounting records on the day of registration when 
the commission is legally due. 

– The VAT component of the advocates fees will not be reflected in the VAT control 
account as the VAT component forms part of the client’s expenses. The attorneys’ 
practice is not entitled to claim input tax. 

– The collection commission recorded on 18 November for K Kumalo is calculated as 
follows: R20 000 (amount collected) × 10% = R2 000, but which must be limited to 
R1 000 per collection. Collection commission is further addressed in chapter 14. VAT 
is then added to the collection commission (R1 000 × 15% = R150 VAT).  

– Practitioners are only permitted to levy fees with regard to conveyancing transactions 
on the day of registration and must subsequently fully account to clients. 
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– The VAT component (input tax) included in refreshments may not be claimed as it 
constitutes entertainment and therefore the total amount is debited to the refresh-
ment account. 

– An account statement prepared for a client represents a summary of his or her busi-
ness and trust accounts. The right hand column represents total receipts from and on 
behalf of the client while the left hand column represent expenses and fees levied. 
The right hand column can be seen as a credit column (what the attorney owes to the 
client) and the left hand column can be seen as a debit column (what the client owes 
to the attorney).  

Solution – in terms of the Legal Practice Act 

Take note that the following would have changed had the transactions of Randall Attor-
neys for September 20.6 been recorded in terms of the Legal Practice Act. The only 
difference relates to the interest earned on the investment on behalf of D Davids. Instead 
of the full R500 of interest accruing to D Davids, only 95% of the interest now accrues to 
him, and the other 5% accrues to the Fidelity Fund. You may assume that the interest 
accrued to the Fidelity Fund is paid over to the Fund on 30 September 20.6. 

Trust cash book for September 20.6 TCB1 

Date Receipts Fol Sundries
Trust 

creditors Bank Date Payments Fol Sundries 
Trust 

creditors Bank 

    R R    R R R 

6 G Goliath (T) T1  12 000 12 000 7 Sec 86(4) T3  50 000 50 000 

7 D Davids (T) T2  50 000 50 000 11 D Davids (T) 
(transfer duties) 

T2  10 000 10 000 

8 D Davids (T) T2  15 000 15 000 14 G Goliath (T) 
(advocate) 

T1  690 690 

18 D Davids (T) T4  20 000 20 000 27 K Kumalo (T) 
(estate agent) 

T4  15 000 15 000 

26 D Davids (T) T2  250 000 250 000 29 Business bank 
(transfer) 

BCB1 5 750 
 

5 750 

28 Sec 86(4) 
investment T3  50 500 50 500 

 G Goliath (T) 

D Davids (T) 

T1 

T2 

 9 585 

2 715 

9 585 

2 715 

 S Skosana (T) T5  4 000 4 000  K Kumalo (T) T4  303 735 303 735 

       

30 

S Skosana (T) 

Fidelity Fund (T) 

T5 

T6  

4 000 

25 

4 000 

25 

    401 500 401 500    5 750 395 800 401 500 

    B9      B9  

Trust journal for September 20.6  TJ1 

Date Details Fol Dr Cr 

 

26 

 

Section 86(4) investment (T) 
   D Davids (T) 

   Fidelity Fund (T) 
Interest on investment 

 

T3 
T2 

T6 

R 

50 500 

R 

 
50 475 

25 
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Trust creditors ledger 

 D Davids (T) T2 

   R    R 

20.6    20.6    
Sep 11 

Sept 26 

Sept 29 

Trust bank 

K Kumalo (T) 

D Davids (B) 

Trust bank 

TCB1 

TJ1 

TFJ1 

TCB1 

10 000 

300 000 

2 760 

2 715 

Sep 17 

Sep 18 

Sept 26 

Trust bank 

Trust bank 

Trust bank 

Section 86(4)  

investment:  

D Davids 

TCB1 

TCB1 

TCB1 

 

 

TJ1 

50 000 

15 000 

250 000 

475 

   315 475    315 475 

     

 D Davids section 86(4) investment (T) T3 

   R    R 

20.6    20.6    
Sep 17 

Sept26 

Trust bank 

D Davids (T) 

Fidelity Fund (T) 

TCB1 

TJ1 

TJ1 

50 000 

475 

25 

Sep 26 Trust bank TCB1 50 500 

   50 500    50 500 

     

 Fidelity Fund (T) T6 

   R    R 

20.6    20.6    

Sep 30 Trust bank TCB1 25 Sep 26 D Davids  
section 86(4) 

investment TJ1 25 

   25    25 

     

Account statement – D Davids 

 R R 

Deposit – house  50 000 
 – costs  15 000 

Section 86(4) – interest (95%)  475 

Bank guarantee  250 000 

Transfer duties 10 000  
Purchase price to K Kumalo 300 000  

Fees for transfer 2 400  

VAT on fees 360  

Cheque herewith 2 715  

 315 475 315 475 
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14 Correspondent accounts 

 

Learning objectives

After studying this chapter, you should be able to: 

l explain the difference between the instructing and instructed attorney 

l explain the importance of a correspondent 

l draft the account statement 

l interpret the account statement received from the instructed attorney 

l show an understanding of correspondent allowances 

l differentiate between transactions in the books of the instructed attorney and 
the instructing attorney 

l record the transactions in the books of: 

 • the instructed attorney; and

 • the instructing attorney 
l explain how jurisdiction correlates to the principle of appointing a corre-

spondent. 
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14.1 Introduction 

14.1.1 General 

In practice, attorneys are constantly giving instructions to one another by means of 
correspondence. For example, a client in Potchefstroom instructs an attorney’s practice 
to issue a divorce summons against her estranged husband living in Cape Town. The 
practitioner in Potchefstroom cannot issue the summons.  He or she must instruct a prac-
titioner in Cape Town to issue the summons. The practitioner in Cape Town is acting on 
behalf of the practitioner in Potchefstroom. The client remains the client of the Potchef-
stroom practitioner and the practitioner in Potchefstroom becomes the client of the 
practitioner in Cape Town. In short: the instructing attorney is now the client of the 
instructed attorney. There is no link between the instructed attorney and the client of the 
instructing attorney. From the above example it is clear that a correspondent can be 
defined as one that has regular business dealings with another at a distance. 

The attorney’s practice issuing instructions is referred to as the instructing attorney (the 
practitioner in Potchefstroom in the above example) and the attorney’s practice carrying 
out the instructions is referred to as the instructed attorney (the practitioner in Cape 
Town in the above example).  

When recording transactions between correspondents, the same accounting principles 
as previously discussed apply. The instructing attorneys are treated as clients in the books 
of the instructed attorneys. For example, amounts received on behalf of a correspondent, 
are treated as trust receipts, while a fee charged to a correspondent is dealt with as a 
business transaction. 

A business account is opened in the books of both the instructing attorney and the 
instructed attorney as well as a trust creditors account in the case of trust monies re-
ceived. 

14.1.2 Definition of a correspondent 

Neither the Attorneys Act nor the Legal Practice Act defines a “correspondent”. The 
Rules for the Attorneys’ Profession also do not give a clear definition. Applying the 
general definition of a correspondent to correspondent accounts for attorneys, it can be 
said that a correspondent is another attorney’s firm that regularly renders services for 
other attorneys in a jurisdiction to which they do not have access to. The components of 
this definition are identified as: 

– rendering services 

– to another 

– in a jurisdiction 

– the other does not have direct access to. 

14.1.3 Difference between instructing and instructed attorney 

These terms are as straightforward as it sounds. The instructing attorney is the attorney’s 
practice issuing the instructions while the instructed attorney is the attorney’s practice 
receiving the instructions. 
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14.1.4 Jurisdiction relating to the principle of appointing a correspondent 

When a practicing attorney in Pretoria receives a mandate from a client to collect money 
from a debtor based in Cape Town, the practitioner from Pretoria will not be able to 
issue summons in Cape Town. The practitioner from Pretoria will have to appoint  
another attorney (correspondent) in Cape Town to collect the money from the debtor on 
behalf of the client of the practitioner from Pretoria. 

14.2 Correspondent allowance and collection commission 

14.2.1 The one-third (⅓) allowance 

A correspondent allowance may be granted by the instructed attorney to the instructing 
attorney. A maximum of one third of the fees (professional and collection) charged may 
be granted. This allowance is generally applicable although alternative arrangements may 
exist between correspondents that may be less than one third, but not more. The allow-
ance may only be granted between practitioners.   

The one-third allowance is not calculated on expenses paid directly to third parties, 
such as advocate fees and sheriff fees, as these are seen as costs or expenses, and not as 
fees of the attorneys. 

Calculation of one-third allowance: 

Amount collected R660 
Fees levied R30 
Collection commission levied R66 

∴ 
1/3 (R66 + R30) = R32  

If the instructed attorney is a VAT vendor, then the calculation of the one-third allowance 

on an amount collected to the value of R660, will be as follows: 

Fees levied R30 
Collection commission levied R66 

The 1/3 allowance = (R30 + R66) × 1/3 
 = R32 × 115/100 (VAT on the 1/3 allowance) 

 = R36,80 

14.2.2 Collection commission 

Collection commission is available in cases where an instruction was given to collect 
debt. The practitioner is entitled to collect ten percent of the capital amount (VAT ex-
cluded) for each payment. Thus, if an attorney has been instructed to collect an amount 
that will be repaid in payments, the attorney will be entitled to 10% on each of those 
payments.  

From where the instructions were received is irrelevant. However, if the instructions 
were received from another practitioner, the allowance principle will also be applicable 
to the collection commission as this commission is regarded as a fee. At the time of print 
of this textbook, the collection commission is limited to R1 000 per collection, but please 
note that these limitations could change. 
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An attorney is allowed a 10% collection commission limited to an amount of R1 000 
per collection (VAT excluded) on the amount collected. For once-off collections of more 
than R10 000 per client, the attorney is entitled to a collection fee of R1 000. If the 
attorney has been instructed to collect an amount of R40 000 and the collection pay-
ments are R5 000 each, the attorney is entitled to 10% of each payment, resulting in a 
total collection fee of R4 000 (R5 000 × 10% × 8 collection payments). 

Calculation of collection commission: 

Amount collected = R15 000 
Collection commission = R15 000 × 10% 
 = R1 500 which must be limited to R1 000 

If the practitioner is a registered VAT vendor, the calculation will be as follows: 

Amount collected  = R15 000 

Collection commission = R15 000 × 10% 
 = R1 500 which must be limited to R1 000 
 = R1 000 × 115/100 (VAT on the collection commission) 
 = R1 150 

14.3 Drafting of the correspondent account statement 

An account statement, drafted by the instructed attorney, outlining the transactions 
executed by him or her, is sent to the instructing attorney. 

Instructions may be given, amongst others, for collection of debts, registration of com-
panies, third party claims and divorce cases. The following items normally appear on the 
correspondent’s statement of account: 

■ Collections 

•••• Collections received 

If monies are collected on behalf of the instructing attorney, the business and trust cred-
itor’s accounts of the instructing attorney will be set off against each other in the books 
of the instructed attorney before the net amount of the trust cheque or EFT payment is 
remitted to the instructing attorney. The settlement of fees is carried out by transferring 
trust funds of that specific client to the business. 

•••• No collection received 

Where no monies were collected, the instructing attorney is liable for the payment of the 
fees and the expenses incurred by the instructed attorney. 

■ Fees charged 

Every instruction varies according to the type of fee charged, depending on the time 
taken to execute the instruction. The following fees may be charged for: 

– receiving of the instruction 

– preparing of summons 

– collections 
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– correspondence (e.g. drafting e-mails, making telephone calls)  

– court notices.  

■ Expenses incurred in executing an instruction 

Where the instructed attorney incurs expenses in executing an instruction, the expenses 
are credited to the business bank account and the client’s account of the instructing 
attorney is debited. Examples of these expenses are advocate fees and sheriff fees. 

■ One-third allowance (1/3) 

The one-third allowance has been dealt with in paragraph 14.2.1 and also forms part of 
the accounting statement. 

Example: 

The following is an example of an account statement compiled by the instructed attorney 
after executing an instruction: 

Account statement 

D MARK ATTORNEYS (a) 

P O Box 1234 

Pretoria 
0001 

19 May 20.5 

Duitsche Attorneys (b) 

PO Box 3421 

Johannesburg 
2000 

 R  R 

K Kiel vs M Munster (c)     
Collection    8 500 (d) 

Fees for receiving instruction 500*    

Fees for preparing of summons 120*    

Sheriff costs 200** (f)  
Correspondence 25*    

Fee for drafting of admission of guilt 50*    

Collection fee  850*  (e)  

Your 1/3 allowance   515 (g) 
Cheque herewith 7 270  (h)  

 9 015     9 015 

    

Comment 

(a) Instructed attorney – the attorney executing the instruction and on whose letter-
head the account statement appears. 

(b) Instructing attorney – the attorney giving the instruction and to whom the account 
is sent. Entries in his or her books are made from the above statement and are dis-
cussed in paragraph 14.4.  
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(c) The related case covered by the instruction. K Kiel is the claimant, claiming against 
M Munster, the debtor.  

(d) The amount collected. The amount received in trust collected by D Mark on behalf 
of the third party. 

(e) The collection fee levied by the instructed attorney – 10% of the amount collected, 
therefore 10% × R8 500 = R850.  

(f) Expenses incurred, namely R200. 

(*) Fees levied: (R500 + R120 + R25 + R50 + R850) = R1 545.  

(g) The 1/3 allowance the instructing attorney is entitled to, is 1/3 × R1 545 = R515. 

(h) The amount of the trust cheque to the instructing attorney is the difference between 
R9 015 and R1 745, namely R7 270. The amount of R1 745 is the total costs and 
fees for the execution of the instruction.  

14.4 Books of the instructed attorney 

14.4.1 No collections  

It often happens that an instructed attorney deals with a case for an instructing attorney, 
where no trust monies are involved. Examples of such cases include amongst others, 
registration of companies and the settlement of divorce cases. As no trust monies are 
involved, and no transfers of trust funds are made, the instructing attorney is responsible 
to the instructed attorney for the full amount of the account. 

Example 1  

The following information was obtained from the books of F Franc Attorneys: 

20.8 

April 

20 Receive an instruction from E Eiffel Attorneys to register a company for N Nice under 
the name of Nice Ltd. 

30 The company is registered. 

 F Franc Attorneys levy the following fees: 
 – R1 660 for services rendered 
 – a correspondence fee of R50 and 
 – for registering the company, R90. 

Required: 

The following in the books of F Franc Attorneys for April 20.8: 

1 Books of prime entry (fees journal) 

2 General ledger 

3 Clients ledger 

4 The account statement  
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Solution 

F FRANC ATTORNEYS 

1  Books of prime entry 

Fees journal for April 20.8 FJ1 

Date Details Fol Dr Cr 

   R R 

30 E Eiffel Attorneys (B) C1 1 800  

 Fees earned N1  1 800 
 Fees levied for registration of co.    

 Fees earned N1 1 600  
 E Eiffel Attorneys (B) C1  1 600 

 1/3 allowance    

 Dr Clients control B1 1 800  

 Cr Clients control B1  1 600 

2  General ledger 

 Clients control B1

   R    R 

20.8    20.8    

Apr 30 Fees earned FJ1 1 800 Apr 30 Fees earned (1/3) 
Balance 

FJ1 
c/d 

600 
1 200 

   1 800    1 800 

May 1 Balance b/d 1 200     

 Fees earned N1

   R    R 

20.8    20.8    

Apr 30 E Eiffel (B) 
Balance 

FJ1
c/d 

600 
1 200 

Apr 30 E Eiffel (B) FJ1 1 800 

   1 800    1 800 

    May 1 Balance b/d 1 200 

3  Clients ledger 

 E Eiffel Attorneys (B) C1

   R    R 

20.8    20.8    

Apr 30 Fees earned FJ1 1 800 Apr 30 Fees earned (1/3) 

Balance 

FJ1 

c/d 

600 

1 200 

   1 800    1 800 

May 1 Balance b/d 1 200     
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4  Account statement 

F FRANC ATTORNEYS 

P O Box 2398 

Pretoria 

9585 
30 April 20.8 

E Eiffel Attorneys 

PO Box 6 

Lephalale 

0555 

 R R 

Registration of Nice Ltd   

Fees 1 660  

Correspondence 50  
Fees for registration of the company 90  

Your 1/3 allowance  600 

Amount due  1 200 

 1 800 1 800  

   

Comment 

– The information on the statement is the information recorded in the business account 
of E Eiffel Attorneys in the books of F Frank Attorneys and reflects the amount of 
R1 200 owing. 

– No trust monies were involved and therefore no trust creditors account is required.  

– It was assumed in this example that F Frank Attorneys is not a registered VAT vendor.  

14.4.2 Trust monies received 

An instructing attorney acts on behalf of a client and collections made by the instructed 
attorney are eventually paid over to the client (claimant) of the instructing attorney. As 
collections are made on behalf of a third party, trust funds are involved and imply that 
trust creditors accounts should be opened in the books of the instructed attorney. 

The following example illustrates the recording of a correspondent instruction where a 
collection takes place. 

Example 2 

The following information was obtained from the books of R Rupee Attorneys: 

20.5 
March 

15 R Rupee Attorneys receive an instruction from their correspondent D Delhi Attorneys 
to collect R3 300 from C Calcutta. C Calcutta owes this amount to M Madras, a  
client of D Delhi Attorneys. 
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15 The following fees are levied: 

 – receiving of instruction, R80 

 – collection fee of 10% 

 R Rupee Attorneys collects the amount of R3 300 and deposits the amount in the 
trust bank. They prepare an account statement and remit a trust cheque of R3 027 
attached to the statement to D Delhi Attorneys.  

Required: 

The following in the books of R Rupee for March 20.5: 

1 Books of prime entry 

2 General ledger 

3 Clients ledger  

4 Trust creditors ledger 

5 The account statement 

Solution 

R RUPEE ATTORNEYS 

1  Books of prime entry 

Business cash book for March 20.5 BCB1 

Date Receipts Fol Bank Date Payments Fol Bank 

   R     

15 Trust bank  TCB1 273     

Trust cash book for March 20.5 TCB1 

Date Receipts Fol Bank Date Payments Fol Bank 

   R    R 

15 D Delhi 

Attorneys (T) 

 

T1 

 

3 300 

15 

 

Business bank 

D Delhi  
Attorneys (T) 

BCB1 

 
T1 

273 

 
3 027 

   3 300    3 300 

      

Dr Trust creditors control B2 R3 027     
Cr Trust creditors control B2 R3 300     



Correspondent accounts

 

 

237
 

Fees journal for March 20.5 FJ1 

Date Details Fol Dr Cr 

   R R 

15 D Delhi Attorneys (B) C1 410  

 Fees earned N1  410 

 Fees levied (R330 + R80)    

 Fees earned N1 137  

 D Delhi Attorneys (B) C1  137 
 1/3 allowance    

 Dr Clients control B1 410  

 Cr Clients control B1  137 

Transfer journal for March 20.5 TFJ1 

Date Details Fol Dr Cr 

   R R 

15 D Delhi Attorneys (T) T1 273  
 D Delhi Attorneys (B) C1  273 

 Transfer of trust funds to the business account of 
D Delhi 

   

 Dr Trust creditors control B2 273  
 Cr Clients control B1  273 

2  General ledger 

 Clients control B1 

   R    R 

20.5    20.5    

Mar 31 Fees earned FJ1 410 Mar 31 Fees earned (1/3) 
Trust creditors 

control 

FJ1 
 

TFJ1 

137 
 

273 

   410    410 

       

 Trust creditors control B2 

   R    R 

20.5    20.5    

Mar 31 Clients control 
Trust bank 

TFJ1 
TCB1 

273 
3 027 

Mar 31 Trust bank TCB1 
 

3 300 

   3 300    3 300 

       

 Fees earned N1

   R    R 

20.5    20.5    
Mar 15 

131 

D Delhi (B) 

Balance 

FJ1

c/d 

137 

273 

Mar 15 D Delhi (B) FJ1 410 

   410    410 

    Apr 1 Balance b/d 273 
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3  Clients ledger 

 D Delhi Attorneys (B) C1

   R    R 

20.5    20.5    
Mar 15 Fees earned FJ1 410 Mar 15 Fees earned (1/3) 

D Delhi (T) 

FJ1 

TFJ1 

137 

273 

   410    410 

       

4  Trust creditors ledger 

 D Delhi Attorneys (T) T1 

   R    R 

20.5    20.5    

Mar 15 D Delhi (B) 

Trust bank 

TFJ1 

TCB1 

273 

3 027 

Mar 15 Trust bank  

– collection 

 

TCB1 

 

3 300 

   3 300    3 300 

       

5  Account statement 

R RUPEE ATTORNEYS 

PO Box 1234 
Margate 

4275 

15 March 20.5 
D Delhi Attorneys 

PO Box 3421 

Potchefstroom 

2520 

 R R 

M Madras vs C Calcutta   

Collection  3 300 
Collection fees 330  

Fees for receiving instruction 80  

Your 1/3 allowance  137 

Cheque herewith 3 027  

 3 437 3 437 

  

Comment 

– Note that no account for M Madras or C Calcutta is opened in the books of the 
instructed attorney. For the instructing attorney, D Delhi Attorneys, a business account 
and trust creditors account are opened in the books of R Rupee Attorneys. D Delhi 
Attorneys is a client of R Rupee Attorneys, and not M Madras.  

– Fees levied are regarded as business transactions and are therefore recorded in the 
business accounts. Note the treatment of the 1/3 allowance. The fees account is deb-
ited (reduced) with the allowance of R137 due to the instructing attorney and there-
fore effectively R273 is earned for services rendered by the instructed attorney. 
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– A transfer is made from the trust creditors account to the clients account for the 
amount of R273, being the balance on the clients account. 

– The same amount is transferred from the trust bank account to the business bank 
account. 

– It was assumed in this example that R Rupee Attorneys is not a registered VAT vendor.  

Example 3 

D Mark Attorneys receives an instruction from Duitsche Attorneys to collect R9 000 from 
M Munster on behalf of K Kiel on 14 May 20.5. 

20.5 
May 

16 The following expenses are incurred by D Mark Attorneys:  

 – sheriff costs, R200 on credit  

17 R8 500 is collected from M Munster.  

18 The following fees are levied for:  

 – receiving of instruction, R500 

 – preparing of summons, R120 

 – correspondence, R25 

 – preparing of admission of guilt, R50 

 – collection fee of 10%. 

On 19 May an account statement is sent to Duitsche Attorneys. 

Required: 

The following in the books of D Mark Attorneys for May 20.5: 

1 Books of prime entry 

2 General ledger 

3 Clients ledger 

4 Trust creditors ledger 

5 The account statement 

Solution 

D MARK ATTORNEYS 

1  Books of prime entry 

Business cash book for May 20.5 BCB1 

Date Receipts Fol Bank Date Payments Fol Bank 

   R     

18 Trust bank TCB1 1 230     
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Trust cash book for May 20.5 TCB1 

Date Receipts Fol Bank Date Payments Fol Bank 

   R    R 

17 Duitsche Attorneys 

(T) – collection T1 8 500 

18 Business bank BCB1 1 230 

  
  

19 Duitsche Attorneys 
(T) – settlement T1 7 270 

   8 500    8 500 

      

Dr Trust creditors control B2 R7 270     
Cr Trust creditors control B2 R8 500     

Fees journal for May 20.5 FJ1 

Date Details Fol Dr Cr 

   R R 

18 Duitsche Attorneys (B) C1 1 545  

 Fees earned N1  1 545 

 Fees levied    

 Fees earned N1 515  
 Duitsche Attorneys (B) C1  515 

 1/3 allowance    

 Dr Clients control B1 1 545  
 Cr Clients control B1  515 

Transfer journal for May 20.5 TFJ1 

Date Details Fol Dr Cr 

   R R 

19 Duitsche Attorneys (T) T1 1 230  

 Duitsche Attorneys (B) C1  1 230 

 Transfer of trust funds to the business account of 

Duitsche Attorneys 

   

 Dr Trust creditors control B2 1 230  
 Cr Clients control B1  1 230 

Sheriffs journal for May 20.5 SJ1 

Date Details Fol Dr Cr 

   R R 

16 Duitsche Attorneys (B) C1 200  

 Creditor: Sheriff B3  200 

 Services of sheriff    

 Dr Clients control B1 200  
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2  General ledger 

 Clients control B1

   R    R 

20.5    20.5    

May 31 Sheriff  
Fees earned 

SJ1
FJ1 

200 
1 545 

May 31 Fees (1/3) 
Trust creditors 

control 

FJ1 
 

TFJ1 

515 
 

1 230 

   1 745    1 745 

      

 Trust creditors control B2

   R    R 

20.5    20.5    

May 31 Clients control 
Trust bank 

TFJ1
TCB1 

1 230 
7 270 

May 31 Trust bank – 
collection 

 
TCB1 

 
8 500 

 

   8 500    8 500 

      

 Creditor: Sheriff B3

       R 

    20.5    
    May 16 Duitsche 

Attorneys (B) 

 

SJ1 

 

200 

       

 Fees earned N1

20.5   R 20.5   R 

May 18 

 
        31 

Duitsche 

Attorneys (B) 
Balance 

 

FJ1
c/d 

 

515 
1 030 

May 18 Duitsche 

Attorneys (B) 

 

FJ1 

 

1 545 

   1 545    1 545 

    June 1 Balance b/d 1 030 

3  Clients ledger 

 Duitsche Attorneys (B) C1

20.5   R 20.5   R 
May 16  

M ei 18 

Sheriff 

Fees earned 

SJ1 

FJ1 

200 

1 545 

May 16 

Mei 18 

Fees (1/3) 

Duitsche 

Attorneys (T) 

FJ1 

 

TFJ1 

515 

 

1 230 

   1 745     1 745 
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4  Trust creditors ledger 

 Duitsche Attorneys (T) T1

20.5   R 20.5   R 
May 19 

 

M    ei 19 

Duitsche 

Attorneys (B) 

Trust bank 

 

TFJ1 

TCB1 

 

1 230 

7 270 

May 17 Trust bank TCB1 8 500 

 

   8 500    8 500 

       

5  Account statement 

D MARK ATTORNEYS 

PO Box 1234 

Pretoria 

0001 

19 May 20.5 

Duitsche Attorneys 

PO Box 3421 

Johannesburg 

2000 

 R R 

K Kiel vs M Munster   

Collection  8 500 

Fees for receiving instruction 500  
Fee for preparing of summons 120  

Sheriffs costs 200  

Correspondence 25  

Fee for drafting of admission of guilt 50  

Collection fee 850  
Your 1/3 allowance   515 

Cheque herewith 7 270  

 9 015 9 015 

  

14.5 Books of the instructing attorney 

An instructing attorney acts on behalf of a client and receives an account statement from 
the instructed attorney who has executed the instruction and records the transactions 
from the account statement on completion of an instruction. 

Similar as above where the books of the instructed attorney were discussed, the in-
structing attorney can either give an instruction to the instructed attorney where trust 
monies are involved (e.g. a collection) or where trust monies are not involved (e.g. the 
registration of companies or the settlement of a divorce case). 

You saw from the books of the instructed attorney that the transactions are only rec-
orded in respect of the instructing attorney. The client of the instructing attorney never 
featured in the books of the instructed attorney. This, however, differs when the account-
ing records of the instructing attorney are prepared. Accounts for both the client AND 
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the instructed attorney will be opened in the accounting records of the instructing  
attorney.  

From an accounting perspective, if the matter does not involve trust monies, two  
accounts will be opened by the instructing attorney in the clients ledger, namely an 
account for the correspondent (“correspondent (B)”) and an account for the client 
(“client (B)”). See paragraph 14.5.1 below – no collections.  

If the matter involves trust monies: 

– Two types of accounts need to be opened by the instructing attorney for the corres-
pondent, namely a client account in business (“correspondent (B)”) and a trust cred-
itors account in trust (“correspondent (T)”). This is because the correspondent owes 
the instructing attorney the allowance in business, whilst trust monies are also being 
collected on behalf of the instructing attorney’s client. 

– An account must also be opened for the instructing attorney’s client. This will only be 
an account in the trust creditors ledger (“client (T)”). See paragraph 14.5.2 below – 
trust monies received. 

14.5.1 No collections 

The accounting entries are made in the books of the instructing attorney using the infor-
mation as given in example 1. 

Example 4 

The following account statement is received by E Eiffel Attorneys from F Franc Attorneys 
after completion of the instruction given by E Eiffel Attorneys: 

F FRANC ATTORNEYS 

PO Box 2398 

Pretoria 
9585 

30 April 20.8 

E Eiffel Attorneys 

PO Box 6 

Lephalale 0555 

 R R 

Registration of Nice Ltd   

Fees 1 660  
Correspondence 50  

Fees for registration of the company 90  

Your 1/3 allowance  600 

Amount due  1 200 

 1 800 1 800 

   

E Eiffel Attorneys pays the amount due to F Franc Attorneys on 30 April 20.8. 
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Required: 

The following in the books of E Eiffel Attorneys for April 20.8: 

1 Books of prime entry 

2 General ledger 

3 Clients ledger  

Solution 

E EIFFEL ATTORNEYS 

1  Books of prime entry 

Business cash book for April 20.8 BCB1 

Date Receipts Fol Bank Date Payments Fol Bank 

       R 

    30 F Franc Attorneys (B) C1 1 200 

     Dr Clients control B1 R1 200 

Fees journal for April 20.8 FJ1 

Date Details Fol Dr Cr 

   R R 

30 F Franc Attorneys (B) C1 600  

 Fees earned N1  600 

 1/3 allowance    
 [1/3 × (R1 660 + R50 + R90)]    

 Dr Clients control B1 600  

General journal for April 20.8 GJ1 

Date Details Fol Dr Cr 

   R R 

30 N Nice (B) C2 1 800  

 F Franc Attorneys (B) C1  1 800 
 Fees for registration of the company    

 Dr Clients control B1 1 800  

 Cr Clients control B1  1 800 

2  General ledger 

 Clients control B1

   R    R 

20.8    20.8    
Apr 30 Journal debits 

Fees earned 

Bank 

GJ1

FJ1

BCB1

1 800 

600 

1 200 

Apr 30 Journal credits 

Balance 

GJ1 

c/d 

 1 800 

1 800 

   3 600    3 600 

May 1 Balance b/d 1 800     
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 Fees earned N1 

       R 

    20.8    

    Apr 30 F Franc Attorneys (B) FJ1 600 

3  Clients ledger 

 F Franc Attorneys (B) C1 

   R    R 

20.8    20.8    

Apr 30 Fees earned 
Business bank 

FJ1 

BCB1 

600 
1 200 

Apr 30 N Nice (B) GJ1 1 800 

   1 800    1 800 

     

 N Nice (B) C2 

   R     

20.8        

Apr 30 F Franc Attorneys (B) GJ1 1 800     
       

Comment 

– E Eiffel Attorneys pays the R1 200 due to F Franc Attorneys. N Nice owes E Eiffel 
Attorneys R1 800. 

– The difference of R600 is the allowance earned by E Eiffel Attorneys. 

14.5.2 Trust monies received  

When an account statement is received from the instructed attorney a trust receipt is 
issued for the cheque attached or the EFT payment made and the amount is deposited in 
the trust bank account of the instructing attorney. 

The account statement is then thoroughly studied before any entries are made in the 
accounting records of the instructing attorney. 

■ Recording the account statement 

Recording the account statement of D Mark as given in example 3 is illustrated step by 
step in the books of Duitsche Attorneys by making use of T-accounts. 
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Account statement  

D MARK ATTORNEYS 

PO Box 1234 
Pretoria 

0001 

19 May 20.5 

Duitsche Attorneys 

PO Box 3421 
Johannesburg 

2000 

 R R 

K Kiel vs M Munster   
Collection (2)  8 500 

Fees for receiving of instruction (3) 500  

Fees for preparing of summons (3) 120  

Sheriff costs (3) 200  
Correspondence (3) 25  

Fees for drafting of admission of guilt (3) 50  

Collection fee (3) 850  

Your 1/3 allowance (4)  515 
Cheque herewith (1) 7 270  

 9 015 9 015 

  

Step 1  On receipt of the cheque 

Issue a trust receipt to D Mark Attorneys for the receipt of the cheque of R7 270. The 
following accounts are affected. 

Trust bank  D Mark Attorneys (T) 

7 270    7 270 
     

Step 2  Adjustment of trust creditors accounts 

From an accounting point of view, it seems as if the instructing attorney owes R7 270 to 
the instructed attorney. This is not true, as the collection was on behalf of K Kiel and as 
these funds (the full amount collected) belong to K Kiel, an adjustment entry must be 
made. In respect of the amount collected, the amount can be claimed from the corres-
pondent (create an asset by debiting the correspondent), whilst the amount is due by the 
instructing attorney to the client (create a liability by crediting the client). 

K Kiel (T)  D Mark Attorneys (T) 

 8 500  8 500 7 270 
     
     



Correspondent accounts

 

 

247
 

Step 3  Expenses incurred and fees levied by D Mark attorneys 

The client is, however, not entitled to the full amount collected. In order to perform the 
collection, a total of R1 745 was spent in respect of fees levied and expenses incurred by 
D Mark Attorneys. K Kiel is liable for this amount and this amount is due to D Mark 
Attorneys. From the point of view of the instructing attorney, the costs or expenses and 
fees are due to the correspondent (create a liability by crediting the correspondent), 
whereas these costs or expenses and fees can be recovered from the client (create an 
asset by debiting the client). The following accounts are affected: 

K Kiel (T)  D Mark Attorneys (T) 

 1 745  8 500   8 500 7 270 
       1 745 
      

Step 4  The 1/3 allowance 

This allowance is due to Duitsche Attorneys by D Mark Attorneys and is fees in the 
records of Duitsche Attorneys. Duitsche Attorneys may not directly debit fees to the trust 
account of D Mark Attorneys as a fees transaction is a business transaction and therefore 
a client account is opened for D Mark Attorneys and debited with R515. The allowance 
is determined as follows: 1/3 × (R500 + R120 + R25 + R50 + R850) = R515. The allow-
ance only applies to fees and therefore the sheriff costs are not taken into account.  

D Mark Attorneys (B)  Fees earned 

515    515 
   

Step 5 Settlement of the trust creditors and client accounts of D Mark Attorneys 

A comparison of the above accounts reflects that the trust creditors account of D Mark 
Attorneys reflects a credit balance of R515 while his client’s account reflects a debit 
balance of R515. A transfer is made by means of a transfer journal entry and the  
accounts appear as follows: 

D Mark Attorneys (B)  D Mark Attorneys (T) 

 515  515   8 500  7 270 

      515  1 745 

      9 015  9 015 
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Step 6  Issuing of trust cheques 

The last step is to issue a trust cheque for the amount of R515 to be deposited in the 
business account. A trust cheque of R6 755 is issued to K Kiel. 

Trust bank  Business bank 

 7 270  515   515   
   6 755      

 7 270  7 270      

         

     K Kiel (T) 

      1 745  8 500 
      6 755   

      8 500  8 500 

         

Final position 

After recording the account statement, the settlement and transfers made and the trust 
cheques issued, the business bank account reflects a debit balance of R515 and the fees 
received account a credit total of R515 while the other accounts are closed off. 

From a cash perspective, the following can be seen: 

– An amount of R7 270 was received from D Mark Attorneys.  

– An amount of R6 755 is paid out to the client, K Kiel (being the difference of the 
amount collected of R8 500 and the costs and fees of R1 745).  

– The difference between the amount received of R7 270 and the amount paid of 
R6 755 amounts to the allowance of R515, which Duitsche Attorneys is entitled to.   

Example 5 

The account statement of D Mark Attorneys as given in paragraph 14.2 is recorded in full 
in the books of Duitsche Attorneys in accordance with the steps outlined above. 

Duitsche Attorneys pays the amount due to K Kiel and issues the necessary trust 
cheques. 

Required: 

The following transactions in the books of Duitsche Attorneys: 

1 Books of prime entry 

2 General ledger 

3 Clients ledger  

4 Trust creditors ledger 
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Solution 

DUITSCHE ATTORNEYS 

1  Books of prime entry 

Business cash book for May 20.5 BCB1 

Date Receipts Fol Bank Date Payments Fol Bank 

   R     

19 Trust bank TCB1 515     

Trust cash book for May 20.5 TCB1 

Date Receipts Fol Bank Date Payments Fol Bank 

   R    R 

19 D Mark 
Attorneys (T) 

 
T1 

 
7 270 

19 
 

K Kiel (T) 
Business bank 

T2 
BCB1 

6 755 
515 

   7 270    7 270 

      

Dr Trust creditors control B2 R6 755     

Cr Trust creditors control B2 R7 270     

Fees journal for May 20.5 FJ1 

Date Details Fol Dr Cr 

   R R 

19 D Mark Attorneys (B) C1 515  

 Fees earned N1  515 

 1/3 allowance    

 Dr Clients control  B1 515  

Transfer journal for May 20.5 TFJ1 

Date Details Fol Dr Cr 

   R R 

19 D Mark Attorneys (T) T1 515  
 D Mark Attorneys (B) C1  515 

 Transfer of trust funds to the business account of 

D Mark 

   

 Dr Trust creditors control B2 515  

 Cr Clients control B1  515 

Trust journal for May 20.5 TJ1 

Date Details Fol Dr Cr 

   R R 

19 D Mark Attorneys (T) T1 8 500  
 K Kiel (T) T2  8 500 

 Reversal of trust entry    

 K Kiel (T) T2 1 745  
 D Mark Attorneys (T) T1  1 745 

 Fees and expenses    

 Dr Trust creditors control B2 10 245  
 Cr Trust creditors control B2  10 245 
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2  General ledger 

 Clients control B1

   R    R 

20.5    20.5    

May 31 Fees earned FJ1 515 May 31 Trust creditors control TFJ1 515 

     

 Trust creditors control B2

   R    R 

20.5    20.5    
May 31 Trust bank 

Clients control 

Journal debits 

TCB1 

TFJ1 

TJ1 

6 755 

515 

10 245 

May 31 Trust bank 

Journal credits 

TCB1 

TJ1 

7 270 

10 245 

   17 515    17 515 

     

 Fees earned N1

       R 

    20.5    
    May 19 D Mark Attorneys (B) TFJ1 515 

3  Clients ledger 

 D Mark Attorneys (B) C1

   R    R 

20.5    20.5    
May 19 Fees earned FJ1 515 May 19 D Mark Attorneys (T) TFJ1 515 

     

4  Trust creditors ledger 

 D Mark Attorneys (T) T1 

   R    R 

20.5    20.5    
May 19 K Kiel (T) 

D Mark 

Attorneys (B) 

TJ1 

 

TFJ1 

8 500 

 

515 

May 19 Trust bank 

K Kiel (T) 

TCB1 

TFJ1 

7 270 

1 745 

   9 015    9 015 

     

 K Kiel (T) T2 

   R    R 

20.5    20.5    

May 19 D Mark 
Attorneys (T) 

Trust bank 

 
TJ1 

TCB1 

 
1 745 

6 755 

May 19 D Mark  
Attorneys (T) 

 
TJ1 

 
8 500 

   8 500    8 500 

     

Calculations done in paragraph 14.5.2 as part of the steps. 
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Comment 

Before recording this statement, Duitsche Attorneys should: 

– identify the instructed attorney, namely D Mark Attorneys 

– identify the client on whose behalf they are acting, namely K Kiel. 

After studying the account statement, it appears that: 

– Of the R8 500 collected from M Munster, expenses for fees and costs incurred by 
D Mark Attorneys were deducted. The total of these fees and expenses amounts to 
R1 745 for which K Kiel is liable. This implies that K Kiel is entitled to a remittance of 
R6 755 (R8 500 – R1 745). 

– The cheque for R7 270 received from D Mark Attorneys, includes an amount of R515 
representing the one-third allowance to which the instructing attorney is entitled. 
Note that this R515 is business funds (fees). 

– After interpreting the account statement in this manner, the following deductions can 
be made: 

 • a trust cheque of R6 755 should be issued to K Kiel 

 • of the R7 270 received from D Mark Attorneys, a transfer of R515 (R7 270 – 
R6 755) must be made from the trust bank to the business bank. 

– After the above account statement has been recorded, the ledger accounts should 
reflect the position as described above. The trust accounts of both the client and the 
instructed attorney should show no balances after the transfer of funds, settlements 
and necessary payments have been made. 

14.5.3 More than one instruction on the account statement 

It sometimes occurs that the instructed attorney handles more than one instruction and 
accounts on behalf of the instructing attorney and settles these on the same statement. 
One cheque is issued in respect of the various clients and attached to the statement. 

The instructing attorney must ensure that the debit transactions of one client are not 
set off against the credit transactions of another client. This is once more a reason why 
the account statement should be analysed, as described in paragraph 14.5.2, before the 
entries are recorded. 

The following is an example of an account statement where more than one instruction 
has been included on one statement: 
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Example 6 

The following account statement is received from the instructed attorney: 

DOLLAR ATTORNEYS 

PO Box 143 

Hazyview 

1242 

30 April 20.7 

S Sydney Attorneys 

PO Box 7717 

Pretoria 

0001 

 R R 

M Melbourne vs P Perth   

Monies collected  3 000 

Sheriff costs 185  
Fees for receiving instruction 400  

Fees for preparing of the summons 120  

Correspondence 26  

Fees for preparation of admission of guilt 50  
10% collection fee 300  

VAT at 15% 134 45 

Your 1/3 allowance  299 

Cheque attached herewith 2 129  

B Brisbane vs A Brisbane   
Fees for receiving instruction 300  

Advocate costs in divorce case 240  

Sheriff costs 15  

VAT at 15% 45 15 
Your 1/3 allowance  100 

Amount owing  485 

 3 944 3 944 

   

S Sydney Attorneys owes the amount of R485 to M Melbourne and receives a cheque of 
R2 129 from M Melbourne. 

Required: 

The following in the books of S Sydney Attorneys: 

1 Books of prime entry 

2 General ledger 

3 Clients ledger  

4 Trust creditors ledger 
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Solution 

Calculations 

Melbourne vs Perth 

Fees charged: 

 R 

10% collection fees of R300  300 
Fees for receiving of instruction 400 
Fees for preparing the summons 120 
Correspondence 26 
Fees for drafting admission of guilt 50 

Total fees charged 896 
Expenses  185 

Expenses plus fees 1 081 
VAT on fees (R896 × 15%) 134 

Total expenses, fees and VAT 1 215 

1/3 allowance (1/3 × R896) 299 
VAT (1/3 × R134 or 15% × R299) 45 

Allowance plus VAT 344 

S SYDNEY ATTORNEYS 

1  Books of prime entry 

Business cash book for April 20.7 BCB1 

Date Receipts Fol Bank Date Payments Fol Bank 

30 Trust bank TCB1 344     

Trust cash book for April 20.7 TCB1 

Date Receipts Fol Bank Date Payments Fol Bank 

   R    R 

30 Dollar Attorneys (T) T1 2 129 30 M Melbourne (T) 

Business bank 

T2 

BCB1 

1 785 

344 

   2 129    2 129 

     

Dr Trust creditors control B2 R1 785     

Cr Trust creditors control B2 R2 129     
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Fees journal for April 20.7 FJ1 

Date Details Fol Dr Cr 

   R R 

30 Dollar Attorneys (B) C1 344  
 Fees earned N1  299 

 VAT control B3  45 

 1/3 allowance (Melbourne)    

 Dollar Attorneys (B) C1 115  
 Fees earned N1  100 

 VAT control B3  215 

 1/
3
 allowance (Brisbane)    

 Dr Clients control B1 459  

Transfer journal for April 20.7 TFJ1 

Date Details Fol Dr Cr 

   R R 

30 Dollar Attorneys (T) T1 344  

 Dollar Attorneys (B) C1  344 

 Transfer of trust funds to the business account of 
Dollar Attorneys 

   

 Dr Trust creditors control B2 344  

 Cr Clients control B1  344 

Trust journal for April 20.7 TJ1 

Date Details Fol Dr Cr 

   R R 

30 Dollar Attorneys (T) T1 3 000  

 M Melbourne (T) T2  3 000 
 Reversal of trust creditors accounts    

 M Melbourne (T) T2 1 215  

 Dollar Attorneys (T) T1  1 215 

 Fees and expenses    

 Dr Trust creditors control B2 4 215  
 Cr Trust creditors control B2  4 215 

General journal for April 20.7 GJ1 

Date Details Fol Dr Cr 

   R R 

30 B Brisbane (B) C2 600  
 Dollar Attorneys (B) C1  600 

 Fees and expenses for divorce case    

 Dr Clients control B1 600  

 Cr Clients control B1  600 
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2  General ledger 

 Clients control B1 

   R    R 

20.5    20.8    

Apr 30 Fees earned + VAT 

Journal debits 

FJ1 

GJ1 

459 

600 

Apr 30 Trust creditors 

control 

Journal credits 
Balance 

 

TFJ1 

GJ1
c/d 

 

344 

600 
115 

   1059    1059 

May 1 Balance b/d 115     

 Trust creditors control B2 

   R    R 

20.5    20.5    
Apr 30 Trust bank 

Clients control 

Journal debits 

TCB1 

TFJ1

TJ1 

1 785 

344 

4 215 

Apr 30 Trust bank 

Journal credits 

TCB1 

TJ1 

2 129 

4 215 

   6 344    6 344 

       

 VAT control B3 

       R 

    20.5    

    Apr 30 Dollar Attorneys (B)
Dollar Attorneys (B) 

FJ1 
FJ1 

45 
15 

 Fees earned N1 

       R 

    20.5    
    Apr 30 Dollar Attorneys (B)

Dollar Attorneys (B) 

FJ1 

FJ1 

299 

100 

3  Clients ledger 

 Dollar Attorneys (B) C1

   R    R 

20.5    20.5    
Apr 30 Fees + VAT 

Fees + VAT 

Balance 

FJ1

FJ1

c/d 

344 

115 

485 

Apr 30 Dollar Attorneys (T) 

B Brisbane (B) 

TFJ1

GJ1 

344 

600 

   944    944 

    May 1 Balance b/d 485 
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 B Brisbane (B) C2

   R     

20.5        

Apr 30 Dollar Attorneys (B) GJ1 600     

4  Trust creditors ledger 

 Dollar Attorneys (T) T1

   R    R 

20.5    20.5    
Apr 30 M Melbourne (T) 

Dollar Attorneys (B) 

TJ1 

TFJ1 

3 000 

344 

Apr 30 Trust bank 

M Melbourne (T) 

TCB1 

TJ1 

2 129 

1 215 

   3 344    3 344 

     

 M Melbourne (T) T2

   R    R 

20.5    20.5    

Apr 30 Dollar Attorneys (T) 
Trust bank 

TJ1 
TCB1 

1 215 
1 785 

Apr 30 Dollar Attorneys (T) TJ1 3 000 

   3 000    3 000 

     

Comment 

– Trust monies received on behalf of M Melbourne may under no circumstances be 
used to settle the amount owing by B Brisbane. 

– B Brisbane owes R600 to S Sydney Attorneys while S Sydney Attorneys owes R485 to 
Dollar Attorneys in respect of the divorce case. Hence the balance of R115 in the  
clients control account (R600 – R485). 

– A cheque of R2 129 was received in respect of the collection for M Melbourne. This 
collection of R3 000 involved costs and fees of R1 215. M Melbourne is accordingly 
entitled to R1 785 (R3 000 – R1 215). The difference between the amount of R2 129 
received from Dollar Attorneys and the amount of R1 785 paid to M Melbourne is 
the allowance or fee of R344 to which S Sydney Attorneys is entitled.  
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15 Conveyancing transactions 

 

Learning objectives

After studying this chapter, you should be able to: 

l explain the process for the registration of transfer of property 

l record all transactions involved in all accounting records 

l know the difference between VAT and transfer duty 

l calculate transfer duty payable 

l prepare account statements to seller and purchaser. 
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15.1 Introduction 

In order to understand the process of conveyancing, it will be necessary to first look at 
the definition of conveyancing as well as that of a conveyancer. Conveyancing is a pro-
cess by which ownership of immovable property is transferred from one person to 
another. The end result is that the immovable property is registered in the name of the 
new owner at the Deeds Office when the name of the purchaser appears on the title 
deed. This process is administered by an attorney specialising in conveyancing, known as 
a conveyancer, who is required to pass a conveyancing exam. Conveyancing forms part 
of the overall process of the acquisition of immovable property. 

In this process, there are usually three types of conveyancing attorneys involved: the 
transferring attorney, the registering or bond attorney and the cancellation attorney. The 
transferring attorney is responsible for transferring the property from seller to purchaser 
and is generally appointed by the seller. The registering or bond attorney is responsible 
for registering the mortgage bond over the property in favour of the bank financing the 
acquisition of the property. The registering or bond attorney is usually appointed by the 
bank financing the transaction and represents both the bank and the purchaser.  The 
cancellation attorney is responsible for cancelling the seller’s existing mortgage bond and 
thus represents the bank at which the mortgage bond was held by the seller. The cancel-
lation attorney is appointed by the bank at which the mortgage bond is cancelled (Prop-
erty Power, 2015, What do conveyancing attorneys do, who appoints them and what are 
you paying for).  

The terms “seller” and “purchaser” will be used in this chapter as two of the parties 
involved in a conveyancing transaction resulting from a sale. Note, however, that a 
conveyancing transaction may also occur as a result of, for example, a donation or an 
inheritance of immovable property.  

15.2 The conveyancing process 

The conveyancing process basically starts with the conclusion of a valid agreement of 
sale. This agreement is usually formed when the seller accepts (signs) the purchaser’s 
offer to purchase. Should the agreement contain any conditions (e.g. that the purchaser 
must obtain a loan to cover the whole or a portion of the purchase price), the fulfilment 
thereof must be monitored. Usually the purchaser pays a deposit of the purchase price to 
the conveyancer to be held in trust pending the transfer. This deposit could be invested 
in an interest-bearing trust investment account upon the instruction of the purchaser.  

The balance of the purchase price is often paid by the purchaser by way of a loan ob-
tained from the bank. The bank usually registers a mortgage bond over the property as 
security in the event of default in the repayment of the loan. The bank will issue a guaran-
tee to the conveyancer that the loan amount will be paid upon transfer. Note that receipt 
of the guarantee has no consequences in the accounting records of the conveyancer. 

The purchaser is responsible for the transfer costs (the only exception here is that the seller 
is liable for the estate agent’s commission) and an amount to cover the estimate of these 
costs is paid by the purchaser to the conveyancer in order for the latter to commence with 
the process of registration of transfer. Once this amount has been received by the convey-
ancer, he or she can start to pay the expenses related to the transfer, such as transfer 
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duty to the South African Revenue Services (SARS) and payment for the rates clearance 
certificate to the local authority. The transfer documents to be lodged at the Deeds 
Office are also prepared by the conveyancer and signed by the seller and the purchaser. 
These documents are lodged by the conveyancer at the Deeds Office in order to effect 
the registration of transfer.   

Once the transfer has been registered, the purchaser becomes the legal owner of the 
property. If there is a mortgage bond, the bank will pay out the bond to the conveyancer 
upon registration. The amount is received by the conveyancer from the bank on behalf of 
the purchaser, but the purchaser is not entitled to the amount. The conveyancer is re-
quired to pay out the purchase price to the seller (after calling up the investment if the 
deposit was invested) or to anyone else upon the instruction of the seller, to charge his 
or her fees for the services and to account to both the seller and the purchaser. 

15.3 Transfer duty and value-added tax 

It is important to distinguish between transfer duty and VAT when it comes to the trans-
fer of property.  

15.3.1 Transfer duty 

Transfer duty is levied by SARS on the acquisition of property in terms of the Transfer 
Duty Act 40 of 1949. Property includes land and fixtures thereon, in other words, im-
movable property. Transfer duty is levied on a progressive tax scale and is payable by the 
purchaser. The tax rates applicable from 1 March 2017 are as follows: 

Value of property (rand) Rate 

0–900 000 0% 

900 001–1 250 000 3% on the value exceeding R900 000 

1 250 001–1 750 000 R10 500 + 6% on the value exceeding R1 250 000 

1 750 001–2 250 000 R40 500 + 8% on the value exceeding R1 750 000 

2 250 001–10 000 000 R80 500 + 11% on the value exceeding R2 250 000 

10 000 001 and above R933 000 + 13% on the value exceeding R10 000 000 

– SARS: Transfer duty – 

Example 

Calculate the transfer duty payable by the purchaser on a property with a purchase price 
of R5 200 000. 

Solution 

According to the tax table above, this property falls into the 11% scale.  Thus: 

[(R5 200 000 – R2 250 000) × 11%] + R80 500 = (R2 950 000 × 11%) + R80 500 

 =  R405 000 

The amount payable to SARS is R405 000. 
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Transfer duty and VAT can never both be payable on the acquisition of the property as 
there is an exemption from transfer duty if the transfer of the property constituted a 
taxable supply for VAT purposes. 

15.3.2 Value-added tax 

As already discussed in chapter 5, VAT is levied on the supply of goods or services and is 
presently levied at a standard rate of 15% on the supply of most goods and services. 
When the question arises whether VAT or transfer duty will be payable, one must ascer-
tain the VAT registration status of the seller and/or purchaser. 

The general rule when the seller is a registered VAT vendor who supplies the property 
as part of his or her enterprise, is that VAT (output tax) will be payable by the purchaser 
on the transaction. In that case, transfer duty is not payable by the purchaser. If the 
purchaser is also a registered VAT vendor who acquires the property in order to enable 
him or her to make taxable supplies, VAT (input tax) can be claimed back by the pur-
chaser. If the purchaser is not a VAT vendor, no input tax can be claimed by the pur-
chaser, but remember that transfer duty will not be payable as VAT was paid.  

If the seller is not a registered VAT vendor, VAT will not be charged on the transaction, 
in which case transfer duty will be payable on the transaction by the purchaser. The VAT 
vendor status of the purchaser must also be considered. If the purchaser is a VAT vendor, 
the transfer duty can be claimed back from SARS as a notional input tax in certain cir-
cumstances and subject to certain limitations. If the purchaser is not a VAT vendor, 
nothing can be claimed back from SARS and the purchaser will pay the transfer duty.   

15.4 Recording of transactions in the accounting records 

The accounting principles remain the same as discussed in the previous chapters. 

The recording of transactions in the accounting records of the conveyancer will be 
explained by way of an example. 

Example 

Van Rooyen Attorneys & Conveyancers are appointed as the conveyancer in an agree-
ment of purchase/sale of immovable property by Bouwer (seller) to Madonsela (pur-
chaser). 

Bouwer instructed Van Rooyen Attorneys & Conveyancers to draft the agreement of 
sale.  This agreement contains the following provisions: 

(a) The purchase price of R2 000 000 should be paid by way of a deposit of 10% of the 
total purchase price. 

(b) The balance of the purchase price will be covered by a mortgage bond on behalf of 
Madonsela and will be paid on date of registration of transfer. 

(c) The costs of the registration of transfer should be paid by Madonsela. The costs of 
the estate agent should be paid by Bouwer.  
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The transactions are as follows: 

5 May 20.6 Madonsela pays the deposit by bank guaranteed cheque. 

6 May 20.6 Madonsela requests you to invest the money. You execute this instruc-
tion and invest the money at ABC Bank. 

9 May 20.6 Van Rooyen Attorneys & Conveyancers receives the bank guarantee of 
R1 800 000 from DEF Bank. The estate agent submits a pro forma in-
voice of R75 000. 

12 May 20.6 Van Rooyen Attorneys & Conveyancers submit their pro forma invoice 
to Madonsela for the costs of transfer of R150 000. This amount in-
cludes transfer duty.  

15 May 20.6 Madonsela pays the pro forma costs by electronic funds transfer (EFT). 

16 May 20.6 Van Rooyen Attorneys & Conveyancers pays the transfer duty to SARS. 

31 May 20.6 The transfer is registered. ABC Bank pays interest of R18 500 on the 
investment. Van Rooyen Attorneys & Conveyancers account to Madon-
sela and to Bouwer. 

Required: 

1. Record the above transactions in the accounting records of Van Rooyen Attorneys & 
Conveyancers. 

2. Prepare account statements to Madonsela and to Bouwer. 

Solution – in terms of the Attorneys Act 53 of 1979 

Trust cash book for May 20.6  

Date Receipts Bank Date Payments Bank 

  R   R 

5 Madonsela (T) 200 000 6 Sec 78(2A) investment 200 000 

15 Madonsela (T) 150 000 16 Madonsela (T) (SARS) 60 500 

31 Sec 78(2A) investment 218 200 31 Bouwer (T) (estate agent) 75 000 

 Madonsela (T) 1 800 000  Bouwer 1 925 000 
   Madonsela (T) 18 500 

   Business bank 89 500 

  2 368 500   2 368 500 

   

Business cash book for May 20.6  

Date Receipts Bank Date Payments Bank 

  R   R 

31 Trust bank  89 500    
   

 



Conveyancing transactions

 

 

263
 

Trust creditors ledger 

Madonsela (T) 

  R   R 

20.6   20.6   

May 16 Trust bank 60 500 May 5 Trust bank 200 000 

 31 Madonsela (B) 89 500  15 Trust bank 150 000 
 Bouwer (T) 2 000 000  31 Trust bank 1 800 000 

 Trust bank 18 500  Sec 78(2A) investment 18 500 

  2 168 500   2 168 500 

     

Section 78(2A) investment - Madonsela: ABC Bank 

  R   R 

20.6   20.6   

May 6 Trust bank 200 000 May 31 Trust bank 218 500 
 Madonsela (T) 18 500    

  218 500   218 500 

     

Bouwer (T) 

  R   R 

20.6   20.6   

May 31 Trust bank (estate agent) 75 000 May 31 Madonsela (T) 2 000 000 

 Trust bank 1 925 000    

  2 000 000   2 000 000 

     

Clients ledger 

Madonsela (B) 

  R   R 

20.6   20.6   

May 31 Fees earned 89 500 May 31 Madonsela (T) 89 500 
     

General ledger 

Fees earned 

     R 
   20.6   

   May 31 Madonsela (B) 89 500 
     

Fees journal for May 20.6 

Date Details Dr Cr 

  R R 

 31 Madonsela (B) 89 500  

 Fees earned  89 500 

 Fees for Madonsela/Bouwer upon registration   
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Trust journal for May 20.6 

Date Details Dr Cr 

  R R 

 31 Madonsela (T) 2 000 000  
 Bouwer (T)  2 000 000 

 Transfer of purchase price   

 31 Section 78(2A) investment 18 500  

 Madonsela (T)  18 500 

 Interest received on investment   

Transfer journal for May 20.6 

Date Details Dr Cr 

  R R 

 31 Madonsela (T) 89 500  
 Madonsela (B)  89 500 

 Transfer of trust funds to the business account of Madonsela   

ACCOUNT STATEMENTS 

From Van Rooyen Attorneys & Conveyancers 

To Madonsela 

Transfer of property 

 R   R 

Deposit received    200 000 

Pro forma costs received    150 000 

Transfer duty paid to SARS 60 500    

Interest received on sec 78(2A) investment    18 500 
Bank guarantee received    1 800 000 

Our fees 89 500    

Paid to Bouwer 2 000 000    

Due to you 18 500    

 2 168 500   2 168 500 

    

 

From Van Rooyen Attorneys & Conveyancers 

To Bouwer 

Transfer of property 

 R   R 

Proceeds of sale    2 000 000 

Estate agent commission 75 000    
Due to you 1 925 000    

 2 000 000   2 000 000 
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Calculations: 

1. Transfer duty: 
 R2 000 000 – R1 750 000 = R250 000 
 R40 500 + (R250 000 × 8%) = R60 500 

2. Fees: 
 R150 000 – R60 500 = R89 500    

Solution – in terms of the Legal Practice Act 28 of 2014 

Trust cash book for May 20.6 

Date Receipts  Bank  Date Payments  Bank  

5 Madonsela (T)  200 000  6 Sec 86(4) investment  200 000  

15 Madonsela (T)  150 000  16 Madonsela (T) (SARS)  60 500  

31 Sec 86(4) investment  218 500  31 Bouwer (T) (estate agent)  75 000  
 Madonsela (T)  1 800 000   Bouwer (T)  1 925 000  

      Madonsela (T)  17 575  

      Fidelity Fund (T)  925  

      Business bank  89 500  

   2 368 500     2 368 500  

       

Business cash book for May 20.6 

Date Receipts  Bank Date Payments  Bank  

31 Trust bank  89 500       
     

Trust creditors ledger 

Madonsela (T) 

  R   R 

20.6   20.6   

May 16 Trust bank (SARS) 60 500 May 5 Trust bank 200 000 
 31 Madonsela (B) 89 500  15 Trust bank 150 000 

 Bouwer (T) 2 000 000  31 Trust bank 1 800 000 

 Trust bank 17 575  Sec 86(4) investment  17 575 

  2 167 575   2 167 575 

     

Section 86(4) investment – Madonsela: ABC Bank 

  R   R 
20.6   20.6   

May 6 Trust bank 200 000 May 31 Trust bank 218 500 
 Madonsela (T) 17 575    

 Fidelity Fund (T) 925    

  218 500   218 500 
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Bouwer (T) 

  R   R 
20.6   20.6   

May 31 Trust bank (estate agent) 75 000 May 31 Madonsela (T) 2 000 000 

 Trust bank 1 925 000    

  2 000 000   2 000 000 

     

Fidelity Fund (T) 

  R   R 

20.6   20.6   

May 31 Trust Bank 925 May 31 Sec 86(4) investment  925 
     

Clients ledger 
Madonsela (B) 

  R   R 

20.6   20.6   

May 31 Fees earned 89 500 May 31 Madonsela (T) 89 500 
    

General ledger 
Fees earned 

     R 

   20.6   

   May 31 Madonsela (B) 89 500 
    

Fees journal for May 20.6 

Date Details Dr Cr 

  R R 

May 31 Madonsela (B) 89 500  

 Fees earned  89 500 

 Fees for Madonsela/Bouwer upon registration   

Trust journal for May 20.6 

Date Details Dr Cr 

  R R 

May 31 Madonsela (T) 2 000 000  

 Bouwer (T)  2 000 000 

 Transfer of purchase price   

May 31 Section 86(4) investment 18 500  
 Madonsela  (T)  17 575 

 Fidelity Fund (T)  925 

 Interest received on investment   
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Transfer journal for May 20.6 

Date Details Dr Cr 

  R R 

May 31 Madonsela (T) 89 500  
 Madonsela (B)  89 500 

 Transfer of trust funds to the business account of Madonsela   

ACCOUNT STATEMENTS 

From Van Rooyen Attorneys & Conveyancers 

To Madonsela 

Transfer of property 

 R   R 

Deposit received    200 000 

Pro forma costs received    150 000 

Transfer duty paid to SARS 60 500    

Interest received on sec 86(4) investment    17 575 
Bank guarantee received    1 800 000 

Our fees 89 500    

Paid to Bouwer 2 000 000    

Due to you 17 575    

 2 167 575   2 167 575 

    

 

From Van Rooyen Attorneys & Conveyancers 

To Bouwer 

Transfer of property 

 R   R 

Proceeds of sale    2 000 000 

Estate agent commission 75 000    

Due to you 1 925 000    

 2 000 000   2 000 000 

    

15.5 Accounting to seller and purchaser 

Using the example of the account statements of Van Rooyen Attorneys & Conveyancers 
to the buyer and the seller (in terms of the Attorneys Act) and comparing it to the ledger 
accounts, it is clear that the account statement is basically a summary of Madonsela’s 
trust account in the trust creditors ledger. The same can be said of Bouwer’s trust account 
in the trust creditors ledger.   
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The difference between the ledger accounts and the account statements is only the 
format in which the details are written up, and can be compared as follows:  

Madonsela ( T)  

Date Description R Date Description R 

May 16 Trust bank 60 500 May 5 Trust bank 200 000 

 31 Madonsela (B) 89 500  15 Trust bank 150 000 

 Bouwer (T) 2 000 000  31 Trust bank 1 800 000 

 Trust bank 18 500  Sec 78(2A) investment 18 500 

  2 168 500   2 168 500 

   

ACCOUNT STATEMENTS 

From Van Rooyen Attorneys & Conveyancers 

To Madonsela 

Transfer of property 

 R   R 

Deposit received    200 000 
Pro forma costs received    150 000 

Transfer duty paid to SARS 60 500    

Interest received on sec 78(2A) investment    18 500 
Bank guarantee received    1 800 000 

Our fees 89 500    

Paid to Bouwer 2 000 000    

Due to you 18 500    

 2 168 500   2 168 500 

    

Bouwer (T)  

Date Description R Date Description R 

May 31 Trust bank (estate agent) 75 000 May 31  Madonsela (T) 2 000 000 

 Trust bank 1 925 000    

  2 000 000   2 000 000 

     

 

From Van Rooyen Attorneys & Conveyancers 

To Bouwer 

Transfer of property 

 R   R 

Proceeds of sale    2 000 000 

Estate agent commission 75 000    

Due to you 1 925 000    

 2 000 000   2 000 000 
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15.6 Practical situations to take into account 

It has already been discussed that money received on behalf of a client is trust money. 
Usually, clients pay trust money to the conveyancer in the form of the deposit and to 
cover the costs of the transfer. Although most of these payments are done by clients by 
way of electronic funds transfer (EFT), some clients still pay by way of a cheque. Should 
you, as conveyancer, receive payment in the form of a cheque from a client, it is very 
important that the cheque be left in the trust bank account for seven to ten days to be 
cleared. The reason for this being, if the cheque is sent back marked as “referred to 
drawer” (e.g. if the client does not have enough money in his or her bank account) and 
you have already made payments, the client’s trust ledger account will have a debit 
balance which is a direct violation of legislation and the Rules for the Attorneys’ Profes-
sion. This must immediately then be rectified by a payment from the conveyancer’s 
business bank account to the trust bank account to correct the deficit.  

Should the conveyancer want to make an urgent payment (e.g. the transfer duty to 
obtain the receipt to submit all necessary documentation to the Deeds Office as soon as 
possible), then such a payment can be done from the conveyancer’s business account 
until the cheque is cleared. Once the cheque has been cleared, a transfer can be done 
from trust to business.  

There are exceptions to this seven- to ten-day rule:  

– payment received from the client in cash or by way of EFT 

– payment received from the client by way of a bank guaranteed cheque; or 

– correspondent’s trust cheque.  

Should one of these exceptions apply, the payment may be made from the convey-
ancer’s trust bank account immediately.   

15.7 Summary 

By understanding the conveyancing process and handling the transactions systematically, 
the recording of the transactions is actually fairly easy. Just remember the basic rules 
when it comes to trust monies as well the seven- to ten-day rule when a client pays by 
cheque. 



 

 

 


