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2018
July 15  Cashinhand 800
“ 15  Bdanceinbank account 4,500
“ 16  Purchased goodsandissued cheque 3,000
“ 17 Cashsdes 4,000
“ 18  Recavedfrom Saniadinfull settlement of
hisaccount Rs.4,000 cheque 2,000
cash 1,950
“ 20  Cashdepositedinto bank 5,000
“ 21  PadRamaKrishnaby cheque 2,970
Received discount 30
“ 22  Received fromBose 1,680
Discount dlowed 20
“ 24  Cashwithdrawnfor office purpose 2,000
“ 25  PadMahanthaincash 3,000
Discount alowed by him 40
“ 26  Padfor stationery 100
“ 28  Deposited cashinto bank 2,000
“ 30  Cashwithdrawnfrom bank for persona
useof proprietor 500
Solution :
Joshi & Sons
Cash Book (With Discount and Cash Columns)
Rs. Rs.
Date | Particular I.F. | Discount| Cash Date | Particula I.F. | Discount | Cash | Bank
Allowed Received
2018 Rs. Rs. 2018 Rs. Rs.
July.15 | To Balancec/d 800 | 4500 ( July16 | By PurchaseAlc 3,000
“ 17 [ To SalesAlc 4,000 “ 20 | ByBankAlc C 5,000
“ 18 [ ToSamad 50 1950 2000 “ 21| ByRamaKrishna D 2970
“ 20 [To CashAlc C 5000| “ 24| ByCashAlc C 2,000
“ 22 | ToBose 2 1680 “ 25| By Mahanta 40 | 3000
“ 24 [ ToBankAlc C 2,000 “ 26 | By Stationery Alc 100
“ 28 | To CashAlc C 2000 “ 28| ByBankAlc C 2000
“ 30 | ByDrawingsAlc 500
“ 31| ByBaancec/d 330 | 5030
0 10430 135500 70 110430 (13500
Aug. 1 | ToBalanceb/d 330| 5030
LEDGER
SalesAccount
2018
July1l7 BySdesAlc 4,000

24



Accounting Process

25

Sanad’s Account

2018
July 18 | By DiscountAllowed 50
“ 18 | ByCashAlc 1,950
“ 18| ByBankAlc 2,000
Bank Account
2018
July 22 | By Discount Allowed 20
“ 22| ByCashAlc 1,680
PurchaseAccount
2018 Rs.
July16 | ToBankA/c 3,000
Rama Krishna’s Account
2018 Rs.
July21 | ToDiscount alowed 30
“ 21 | ToBankAlc 2,970
Mahendra’sAccount
2018 Rs.
July 25 | ToDiscount ReceivedA/c| 40
“ 25| ToCashAlc 3,000
Sationery Account
2018 Rs.
July26 | ToCashAlc 100
DrawingsAccount
2018 Rs.
July30 | ToBankAl/c 500
Discount Allowed Account
2018 Rs.
July31 | By Sundriesas
per Cash book 70
Discount Received Account
2018
July 31| By Sundriesas 70
per Cash book




Inillustration 4, youwill noticethat thetota of bank column onthedebit sdeismore
thanthetotal of bank columnonthe credit Sideof the cash book. Thisindicatesthat
thereismoney inthebank. If, however, thetotal of bank columnonthedebit sdeis
lessthan thetotal onthecredit Sde, it will reflect an overdraft inthebank. Youwill
findthisinlllustration5.

1.13.4 Special Points Regarding Cheques Received

Generally, chequesreceived from various parties are deposited in the bank onthe
sameday. However, for somereason, if achequeisnot sent to the bank on the day
of receipt, it can be entered in the cash column, treating the cheque ascash. Then,
theday it issent to the bank, it can be recorded in the cash book as cash depositin
thebank intheform of acontraentry. For example, onApril 8, achequefor Rs. 500
isreceived fromRao and it issent to the bank onApril 11. Theentriesin cash book
will appear asfollows:

Banking Transactionsand Three Column Cash Book
Cash Book
(Cash and Bank Column only)

Dr.

Subsidiary Books

Cr.

Dae | Paticulars L.F| Cash Bank | Date | Paticulars

L.F.

Cash

Bank

Rs. Rs.
2018 2018

Apr. 8| ToRao 500 Apr. 11| By Bank alc C

“ 11 | ToCashAlc | C 500

Rs.

500

Rs.

Normally, thisprocedureisavoided. Theentry ismadedirectly in the bank column
on the day the cheque is deposited in the bank. In the absence of any specific
instructions, it can be presumed that the cheque received from a party was sent to
the bank for collection onthesame day.

Sometimes, acheque received by thefirm may not be deposited in the bank but
may beendorsed to athird party. Inthat case, the cheque received will berecorded
first inthe cash column on the debit side of the cash book and then onitscredit sde
inthecash column. Thisensuresentriesin the persond accountsof (i) the party from
whomitisreceived, and (ii) the party towhomit isendorsed. For example, onApril
12, achequefor Rs. 800 wasreceived from Ganpati and it wasendorsed on April
14, infavour of Shiva, acreditor of thefirm. Theentriesin cash book will appear as

follows Cash Book
(Cash Column only)

Dr.

Cr.

Date Particulars L.F Amount | Date Paticulars

L.F

Amount

2018 Rs. 2018
Apr.12| ToGanpati 800 Apr. 14 By Shiva alc

Rs.
800

Sometimes, achegue sent to the bank for collection may bedishonoured. In that
case, the bank will return the cheque al ong with the advice stating the cause of
dishonour. Whatever thefirm may do to realiseits payment from the concerned
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party, the entry for dishonour of the cheque must immediately berecorded inthe
cash book. Theentry will bemade onthecredit sidein bank column. Thisnullifies
theeffect of theentry madeearlier at thetimeof receiving and depositingthe cheque
inthe bank. For example, on April 16, achequefor Rs. 750 was received from
Yogesh and sent to bank for collection on the same day. The bank dishonoured the
cheque and returned it on April 20. The entriesin the cash book will appear as
follows

Cash Book
(Bank Column only)
Dr. Cr.
Date Paticulars L.F Amount| Date Paticulars L.F Amount
2018 Rs. 2018 Rs.
Apr.16| ToYogesh 750 Apr.20 | ByYogesh 750

27

Check Your Progressk
Fill intheblanks.

1. All deposits into the bank are recorded in bank column on
the......cooviii i, side of the cash book.

2. All withdrawals from the bank are recorded in bank columnonthe.............
. side of the cash book.

3. If debitaswell asthecredit aspects of atransaction arerecorded inthe cash
bookitselfitiscalled.....................

4. When achequereceived on aparticular dateis not deposited the same day
into bank, itisenteredin............. column on the debit side of the cash book.

5. Whenacheque received is endorsed, it is recorded in cash columnon......
. sides of the cash book.

6. Whenacheque isreturned dishohoured, itisrecordedonthe.....................
side of the cash book in bank column.

[llustration 5

Record thefollowing transactionsin Three Column Cash Book of Bagji Agencies
and balancethe same.

2018 Rs.
July 1 Cashinhand 40,000
* 2 Heopened acurrent account with abank 36,000
* 3 Purchased goodsfor cash 600
and by cheque 1,500

“ 5 Soldgoodsfor cash 800
“ 6 SoldgoodstoMohan and received achequefor the same 1,200
“ 8 Deposited Mohan’s cheque in the bank 1,200
* 9 Purchased stationery by cheque 200
“ 10 Cashsdes 2,000



“ 11 Issued chequefor cash purchase of furnitureto Woodland 2,500 Subsidiary Books
“ 12 Deposited cashinthebank 3,000
“ 13 Misapaddirectlyinto bank account 1,000
“ 15 Received fromMadhucash 1,000
cheque 1,400
Allowed him discount 50
“ 16 PadtoRaviincash 500
cheque 2,500
Received discount 40
“ 17 Recevedachequefrom Joseph 1,500
“ 18 Withdrew cashfromthebank for officeuse 1,500
“ 20 Balajipaid his son’s college fees in cash 400
“ 22 Paid Subhan & Co. by cheque 975
Received discount 25
“ 24 Joseph’s cheque returned dishonoured 1,500
“ 25 Recevedachegquefrom Gagan. It wasendorsed to Ram 700
“ 26 Withdrew from bank for personal use 1,600
“ 27 Issued chequefor purchase of machinery 40,000
“ 28 Padsundry expensesin cash 200
“ 30 Paidrent by cheque 600
“ 31 Deposited Cashinexcessof 500
Balaji Agencies Cash Book
Date | Particulars L.F.| Discount |Cash | Bank | Date | Particulars L.F| Discount | Cash | Bank
Allowed Received
2018 Rs. Rs. Rs.| 2018 Rs. Rs. Rs.
July 1 | To Balance b/d 40,000 July 2 | By Bank A/c C 36,000
“ 2 |ToCashAlc C 36,000 “3 | By Purchases Alc 600| 1,500
5 | To SaesAlc 800 “8 | By Bank Alc C 1,200
6 | To SaesAlc 1,200 “9 | By Stationery Alc 200
8 | To Cash Alc C 1200 *“11 | By FurnitureAlc 2,500
10 | To SalesAlc 2,000 “12 | By Bank A/c C 3,000
* 12 | To Cash Alc C 3000( “16 | By Ravi 40 500 2500
* 13 | ToMisra 1000 *“18 | By Cash Alc C 1,500
* 15 | ToMadhu 50 1,000| 1,400| “20 | By DrawingsA/ c
* 17 | To Joseph 1500 *“22 | By Subhan & Co 25 975
18 | To BankAlc C 1,500 “24 | By Joseph 1,500
* 25 | ToGagan 700 “25 | By Ram 700
* 31 | ToCashAlc C 4100| “26 | By DrawingsA C 1,600
* 31 | ToBaancec/d 4675| “27 | By Machinery Alc 40,000
“28 | By Sundry exp.Alc 200
“30 [ By Rent Alc 600
“31 | By Bank Alc C 4,100
“31 | By Balance c/d 500
50 | 47,200 ([52,875 65| 47,200 |[52875
Aug.1| To Balance b/d 500 Aug.l | By Balance b/d 4,675
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Note:

1.  When cheques are received from parties, unless otherwise specified, it is
assumed that they are deposited in the bank on the same day. But, in case of
the transaction dated July 6, the cheques was received on July 6, but was
deposited in the bank on July 8. Hence on July 6, it isrecorded asthe cash
columnonthedebit side, and on July 8, it is shown as cash deposit through a
contraentry.

2. OnJduly 17, Joseph gave achequefor Rs. 1,500 which was duly entered on
the debit side. On July 24, the cheque was returned dishonoured. When a
chequeisdishonoured, theruleisto reversethe entry made earlier. Hence, on
July 24, an entry has been passed on the credit sidein the bank column. This
nullifiestheentry madeon July 17.

3. OnJduly 25, achequewasreceived from Gagan which wasendorsed to Ram.
It hasbeenfirst entered in the cash column on the debit side on July 25, and
then on the credit side on the same date.

4. Thecredit sdetotd of thebank columnisRs52,875 and thedebit sdetotd is
Rs 48,200. It meansthat thereis acredit balance of Rs. 4,675 in the bank
account. Asyou know thisisacase of overdraft. On July31, it hasbeen shown
onthedebit side of the cash book making two sidesequa, and then on August
1, itisrecorded on thecredit side of the bank column.

1.14 PURCHASES JOURNAL

Whilestudying sub-divison of journd, youlearnt that Purchases Journa isusedfor
recording credit purchases of goodsand raw materias. Thegoodsor raw materials
can be purchased either on cash basisor on credit basis. When they are purchased
on cash basis, the entry ismadein the cash book. But when they are purchased on
credit, they arerecorded in the Purchases Journd . Notethat the credit purchases of
fixed assetsliketypewriter, vehicle, etc., arenot recorded in thisbook. They are
recorded in Journal Proper about whichyouwill learn later. The Purchases Journal
is also called ‘Purchases Book’, ‘Purchases Day Book’, and “Invoice Book’.

1.14.1 Invoice

When you purchase something from ashop, you receiveabill Suchbill iscalled
‘invoice’. It contains the details pertaining to the quantity, description, price, total
amount, and trade discount, if any. Thus, aninvoiceisabus nessdocument giving
full details of the goods purchased. It is a ‘Purchase Invoice’ or ‘Inward invoice’ for
the purchaser and a ‘Sales Invoice’ or *‘Outward Invoice’ for the seller. Entries in the
Purchases Journa are made on the basi s of the purchaseinvoicesreceived (inward
invoices). Look at Figure 6.8 for aspecimen of aninvoice.



I nvoice Subsidiary Books
Book LoversPrivateLimited
Hyderabad
N0.3891 Date: 15-7-2018
To
M/s. Book Paradise, Nagpur
Quantity | Particulars Rateper | Total
unit
Rs. Rs.

10 Copies| Principlesand Practice of Accountancy 25.00 250.00

by R. Srirani

Less: Discount 10% 25.00

(Rupeestwo hundred and twenty five only) 225.00

XXX
For Book LoversPrivate Limited

Fig.1.8
1.14.2 Recording in the Purchases Journal Look
at Figure 1.9. It showsthe Proformaof aPurchases Journal.

PurchasesJournal
Date Name of Inwardinvoice| L.F. Amount | Remarks
thesupplier Number
1) ) 3) (4) (5) (6)
Rs.
Fig.1.9

ThePurchases Journa hassix columns.
Column 1: Itismeant for writing the date of purchase.
Column 2: Inthiscolumn, you writethe nameand address of the supplier.

Column 3: Theinwardinvoice number isrecordedinthiscolumn. Asstated earlier,
when you purchasegoods on credit, you get aninvoicefrom the supplier. Although
it bearsanumber, you haveto accord your own serid numberstodl inwardinvoices
for easy reference. Itisthisserid number whichwill beenteredintheinwardinvoice
column of the Purchase Journal.

Column 4: Inthiscolumn, you will writethe page number of theaccount inledger
wherepostingisdone.

Column 5: Inthiscolumn, theamount payabl eto the supplier isrecorded. You must

note that the amount payable is arrived at after deducting the trade discount,

if any. For example, see the invoice given in Figure 1.8. The amount payable

is Rs. 225. If, some sales tax is also involved, the amount payable should

include that also. 30
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Column 6: Any other rlevant informationisto berecorded inthiscolumn. Information
such asthe date on which theamount of the bill ispayable and thedate on which it
isactudly paid may be notedinthiscolumn.

1.14.3 Posting the Purchases Journal

Thetransactionsrecordedin the Purchases Journd areto beposted totheir respective
persona accountsintheledger. When apurchaseis made on credit, the supplier
becomesthe creditor for thefirm. Hence, every credit purchase recorded in the
Purchases Journd is posted on the credit side of the personal account of the supplier
by writing ‘By Purchases A/c’ in particulars column. The Purchases Journal is totalled
periodicaly, say, weekly or monthly. Thistotd isposted to thedebit sde of Purchases
Account in the ledger by writing “To Sundries—as per Purchases Journal’.

Thus, you observethat posting of Purchases Journd involvestwo steps: (i) posting
each purchasetothe credit of the respective persona accountsof suppliers, and (ii)
posting thetotal purchasesto thedebit of the PurchasesAccount. With this, double
entry for credit purchasesiscomplete. Look at illustration 6 for recording i the
Purchases Journa anditsposting into ledger.

[llustration 6

Record thefollowing transactionsin the Purchases Journa of M/s. Dharam Chand
& Co., and show theledger postings.

2018 Rs.

Julyl Bought goodsfrom Shreedhar 5,000

“ 2 Purchased goodsfrom Shreekant 4,000

“ 3 Purchased from Shreenivasgoodsworth 2,500

“ 4  Shreedhar sold usgoods 1,500

“ 5 Purchased goodsfrom Shreenivas subject toa 3,000
trade discount of 10%

“ 6 Bought from Shreekant goodsworth with discount of 20% 3,500
Dharam Chand & Co.

PURCHASESJOURNAL
Date | Nameofthesupplier | Inward | L.F. Amount | Remarks
invoice
number
Rs.
2018 | Shreedhar 25 5,000
July 1 | Shreekant 26 4,000
* 2 | Shreenivas 27 2,500
“ 3 | Shreedhar 28 1,500
“ 4 | Shreenivas 29 2,700
“ 5 | Shreekant 30 2,800
“ 6 | Totd 18,500




Note: i)

Theinward invoicenumbersareimaginary.

Subsidiary Books

i)  Sometimes, the particularsof items purchased can aso begivenwith
each entry.
But it isconsidered unnecessary becausethedetallsareavailablein
theinvoice, thesarid numbersof whichareduly giveninthe Purchases
Journd.
LEDGER
Shreedhar’s Account
Dr. Cr.
2018 Rs.
July 1 By PurchasesA/c | 5,000
“ 4 By PurchasesA/c | 1,500
Shreekant’s Account
2018 Rs.
July 2 By PurchasesA/c | 4,000
“ 6 By PurchasesA/c | 2,800
Shreenivas’s Account
2018 Rs.
July 3 By PurchasesA/c | 2.500
“ 5 By PurchasesA/c | 2,700
Purchases Account
2018 Rs.
July,31 | To Sundries- asper
Purchase Journal 18,500

1.15 PURCHASESRETURNSJOURNAL

Inany business, sometimesgoods purchased may haveto bereturned to the supplier
ether partly or fully. Thismay become necessary when they arefound to bedefective,
damaged intransit, inferior quality, short weight, received too | ate (off season), or
not in conformity with the order given. If the number of such returnsissmall, they
can be recorded in the journal itself. But, if itis large, a separate book called *‘Purchases
Returns Journal” should be used for recording these transactions. This book is also
called ‘Returns Outwards Journal’.

1.15.1 Debit Note

When you return goods to supplier, a statement called ‘Debit Note is sent to the
supplier. Itinformsthe supplier that hisaccount hasbeen debited to the extent of the
value of goods returned. You know that when goods were purchased, the supplier’s
account was credited. Debiting hisaccount now meansthat theamount payableto
him hasbeen reduced by the value of goods returned. Thedebit notea so contains
other particulars such asthe name and address of the supplier, the description of the
goodsreturned, etc. The specimen of adebit noteisshownin Figure 6.10.
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Debit Note

Book Paradise

Nagpur
Debit Note

No. 587 Date: 20-7-18
To

M/s. Book LoversPvt. Ltd. Hyderabad.

WEHAVEDEBITED YOURACCOUNT FOR

GOODSRETURNED ASFOLLOWS

Rs. Ps.|Rs Ps.

2 Copies of ‘Principles and Practice of
Accountancy’ by

Sriram @ Rs, 25 each 50.00
Less: Tradediscount alowed by you @ 10% 5.00
(Rupessforty fiveonly) 45.00
XXXXX
For Book Paradise
Fig.1.10

1.15.2 Recording in the Purchases Journal
Look at Figure 1.11. It showsthe Proformaof aPurchases Returns

Journal. Purchase ReturnsJournal
Date Name of Inwardinvoice| L.F Amount | Remarks
thesupplier Number
1) ) 3) (4) (5) (6)
Rs.
Fig.1.11

Likethe Purchase Journal, the Purchases Returns Journal also hassix columns. As
usud, thedate on which thegoodsarereturned isrecorded in thefirst column. The
name and address of the supplier to whom goods arereturned are entered in the
second column. Writethe serial number of thedebit notein thethird column. The
page number of the account intheledger where postingisdonewill beenteredinthe
L.F column. Inthefifth column, thevalue of goodsreturned isentered. At thetime
of origind purchase, if sometradediscount had been given, the sameshould dsobe
adjusted so asto arrive at the value of goodsreturned. If thereisany other relevant
information, the samemay berecorded in theremarks column.



1.15.3 Posting the Purchases Returns Journal

Thetransactionsrecorded in the Purchases Returns Journd areto be posted to their
respective personal accountsin theledger. Separate accountsin thename of each
supplier already existsin theledger (opened at thetime of purchase). Theentries
made in the Purchases Returns Journal will be posted to the debit of each supplier’s
account by writing To Purchases Returns A/c’.

Thetotd of the PurchasesReturns Journa isposted tothe credit Sde of the Purchases
Returns Account’ in the ledger by writing ‘By Sundries—as per Purchases Returns
Journal’.

Look at illustration 7 for the procedure of recording in the Purchases Returns
Journa anditspostinginto theledger.
illugtration 7 (Continuation of illustration6)

Enter thefollowing transactionsin the Purchases Returns Journa of M/s. Dharam
Chéand and Co. and show theledger postings.

2018 Rs.
July5  Returned goodsto Shreekant (videinvoice No. 26) 200
“ 10 Returned goodsto Shreenivas(videinvoice No. 29) 90
“ 12  Returned goodsto Shreekant (videinvoice No. 30) 120

Dharam Chand & Co.
PURCHASESRETURNSJOURNAL

Date | Nameof thesupplier Debit | L.F. Amount | Remarks
note
number

2018 Rs.

July5 | Shreekant 16 200

“ 10 | Shreenivas 17 90

“ 12| Shreekant 18 120

“ 31 |Totd 410

Note: Debit Notenumbersareimaginary.

LEDGER
Shreekant’s Account

2018 Rs.|2018 | Rs.
July5 | ToPurchasesReturnA/c | 200 | July2 | ByPurchasesA/c| 4,000
“ 12 | ToPurchasesReturnA/c | 120| “ 6 | ByPurchasesA/c| 2,800

Subsidiary Books
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Shreenivas’s Account

2018 Rs. |2018 Rs.
July10| To PurchasesReturnA/c 90 |July3 | ByPurchasesA/c | 2,500
“ 5 | ByPurchasesA/c | 2,700

Purchase ReturnsAccount

2018 Rs.

July 31 By Sundries —
asper Purchase
ReturnsJournd 410

1.16 SALES JOURNAL

Thisbook isused for recording only the credit sales of goods. Notethat the cash
saleof goodsor saleof fixed assets (cash or credit) are not recorded in this book.
The Sales Journal is also called “Sales Day Book’, or ‘Sales Book’.

1.16.1 Recording in the Sales Journal

Theruling of the Sales Journd issimilar to that of Purchases Journd. Thedifference
isonly with regard to the second column. In Purchases Journal, the second column
isused for recording the name of thesupplier. But, in case of SdesJournd, itisused
for writing the name of the customer.

When goodsaresold on credit, aninvoiceisgivento thebuyer. Thesdler generdly
hasabound invoice book. It contains consecutively numbered invoicesin duplicate.
Whiletheorigind copy isgivento thebuyer, theduplicateremainsin thebook itself.
Theentriesinthe Saes Journd are madewith thehelp of the duplicate copieswhich
areduly numbered. The procedurefor recordinginthe SalesJournal issmilar to
that of the Purchases Journal .

1.16.2 Posting the Sales Journal

All entriesmadeinthe Sdes Journa are posted to the respective persona accounts
intheledger. Inacredit sal e, the customer becomesadebtor to thefirm. Hence,
every credit salerecorded in the Sales Journal is posted on the debit side of the
personal account of individual customers by writing “To Sales A/c’ in particulars
column. Then, thetotal of the Sales Journal isposted onthecredit sideof theSales
Account by writing ‘By Sundries—as per Sales Journal’.

Look at illustration 8 and study how credit salesof goodsarerecordedinthe Sales
Journal and how they are posted into ledger.

[llustration 8

Preparethe Sdes Journd of M/s. Bharat FurnitureWorks, Delhi fromthefollowing
transactions.

2018
Aug.1 SoldtoDoulath FurnitureHouse, Delhi

50 Chairs @ Rs. 150 each



“ 10

10 Tables@ Rs. 500 each Subsidiary Books
At atradediscount of 10%

Supplied thefollowing furniture, asper theorder, to Kesav Memorid Schooal,
Mehraulli

100 Chairs@ Rs. 135each
40 Tables@Rs. 450 each
2 Almirahs @Rs. 750 each
5 Black boards @ Rs. 800 each
Supplied on credit to Pyarela Furniture Palace, Okhla
10 Sofasets @ Rs. 800 each
10 Diningtables@ Rs. 500each
5 Cots @ Rs. 600 each
5 Diningtables @ Rs. 800 each
Tradediscount 10%

Solution:

Bhar at FurnitureWorks
SalesJournal

Date

Name of thesupplier Debit |L.F| Amount |Remarks
note
number

2018
Aug. 1

“ 4
“ 10
“ 31

Rs.
Doulath FurnitureHouse, Delhi 107 11,250

Kesav Memoria School, Mehraulil 108 37,000
Pyardd FurniturePalace, Okhla | 109 18,000
Total 66,250

Note:

Dr.

i) Invoicenumbersareimaginary,

i) Sometimes, the particulars of items sold can also be givenwith each
entry, but itis cons dered unnecessary becausethedetallsareavailable
intheinvoicesand the serial numbersof whichareduly giveninthe
SdesJournd.

LEDGER
Daulath FurnitureHouseAccount

Cr.

2018
Augl

Rs.
ToSalesAlc 1,250

Kesav Memorial School, Mehrauli

2018
Aug4

Rs.
ToSalesAlc 37,000
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Pyareal FurniturePalace

2018 Rs.
Aug 10| To SalesA/c 18,000
SalesAccount

2018 Rs.
Aug 31| By Sundries —as
per SdesJournd | 66,250

1.17 SALESRETURNSJOURNAL

When customersreturn the goodsto the business, it will berecorded in aseparate
book called *Sales Returns Journal’. Normally, if the number of such returns is
small, they can berecorded inthejournal itself. But if their number islarge, itis
better to maintain aseparate book called Sales Returns Journal. Thisbook isalso
called “‘Returns Inwards Journal’.

1.17.1 Credit Note

When a customer returns goods, a statement called ‘Credit Note’ is sent to him.
Thecredit noteinformsthe customer that hisaccount hasbeen credited to theextent
of the value of goods returned. You know that when goods were sold, the customer’s
account wasdebited. Now crediting hisaccount meansthe amount payable by him
standsreduced by the value of goodsreturned. The credit noteal so containsother
information such asthe name and address of the customer, description of thegoods
returned, etc. The credit notes are consecutively numbered and are prepared in
duplicate. The original is sent to the customer and the duplicate is carefully
filed. The specimen of acredit note is shown in Figure 1.12.

Credit Note
Book LoversPrivateLimited
Hyderabad
No0.698 Date: 25-7-2018
M/s. Book Paradise
Nagpur

WE HAVE CREDITED YOUR ACCOUNT FOR
GOODS RETURNED AS FOLLOWS

Rs. Ps. Rs.Ps.
2 Copies of “‘Principles and Practice of Accountancy’

by Shriram @Rs. 25 each 50.00

Less: Tradediscount alowed @ 10% 5.00

(Rupeesforty fiveonly). 45.00
XXX

For Book LoversPvt. Ltd

Fig.1.12



Note: Normally the customer, whilereturning the goods, may a so send adebit
note. But quite often they do not do so. Hence, the sdller always preparesa
credit notefor hisrecord. If debit noteisalso received, it may befilled
along with therespective credit note.

1.17.2 Recording in the Sales Returns Jour nal

Theruling of the SdesReturns Journd issimilar to that of Purchases Returns Journd.
Thedifferenceisonly with regard to thesecond column. In Purchases Returns Journd,
the second column isused for recording the name of the supplier. But in case of
SdesReturnsJournd, itisused for writing the name of the customer. The Procedure
for recordinginthe SdesReturnsJournd isdsosmilar tothat the PurchasesReturns
Journd. Theentriesin the Sadles Returns Journd aremadewith thehelp of duplicate
copy of thecredit notes.

1.17.3 Posting the Sales Returns Journal

Thetransaction recorded inthe Sales Returns Journal are posted to the respective
personal accountsintheledger. Separate accountsin the name of each customer
already exist in the ledger (opened at the time of sale). Credit the customers’ accounts
individually by writing ‘By Sales Returns A/c’. Then post the total of the Sales Returns
Journal to the debit side of the Sales Returns A/c by writing “To Sundries—as per
Sales Returns Journal’.

Look at illustration 9 and study how salesreturns have been recorded in the Sales
Returns Journa and posted into ledger.

[llustration 9 (Continuation of illustration 8)
2018

Aug.5 Received adebit note along with one chair and atable from Doulath
Furniture House, Delhi, saying that the legs of the chair and table are
broken (remember, each chair wassold at Rs. 150 and each table at Rs.
500 with atrade discount of 10%).

10 Received 2 chairsand 2 tablesa ong with aletter from Kesav Memoria
School, Mehrauli, saying that they weredamaged (chairsweresold a Rs.
135 each and tables at Rs. 450 each).

16 Received adebit notefrom M/s. Pyareld Furniture Palace, Okhla, stating
that themirrorsof two dress ng tableswerefound defectiveand so returned.

Enter the abovetransactionsin the Sales Return Journal of M/sBharat
FurnitureWorks, Delhi, and show theledger postings.

Bharat FurnitureWorks

SALESRETURNSJOURNAL
Date | Nameof thesupplier Credit | L.F.|JAmount |Remarks
note
number
2018
Aug.5| Doulath FurnitureHouse, Delhi 56 585
“ 10| Kesav Memorial School, Mehrauli 57 1,170
“ 16| Pyardd FurniturePalace, Okhla 58 200
“ 31 Total 1,955

Note: Credit Notenumbersareimaginary.

Subsidiary Books
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LEDGER
Doulath FurnitureHouseAccount
Dr. Cr.
2018 Rs. 2018 Rs.
Augl | ToSalesAlc 11,250 | Aug5 | By SdesReturnsAl/c 585

Kesav M emorial School Account

2018 Rs. 12018 Rs.
Aug 4 | ToSalesAlc 37,000 |Augl0 | By SdesReturnsAlc 1,170

Pyarelal FurniturePalaceAccount

2018 Rs. |2018 Rs.
Aug 10 | ToSalesAlc 18,000 [Augl6 [BySdesReturnsAlc 200
(Allowancegranted)
SalesReturnsAccount
2018 Rs.
Aug3l | To Sundries- asper
SdesReturns Journa 1,955

These postings were made from Sales Journal, when goods were sold (refer
illugtration9).

Check Your ProgressF

1. Whatisaninvoice?
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4.

Fill intheblanks

a) Purchases Journal records credit purchase of ........... only.

b) SalesJournal recordsall .............. sales of goods.

0 A.......... IS sent to a customer when he returns the goods.

d) Total purchases are posted to ............. Account at the end of every
month.

€) Totd of SdesJournd ispostedonthe....................... sideof SaesAccount
at theend of every month.

f) SdesReturnsaredsocdled...................
g Purchase Returnsarealsocalled.................

h)  Debit Note is sent to the supplier when the goods are ..............cc......

1.18 JOURNAL PROPER

By now, you know what ajournal isand what its sub-divisionsare. You a so know
that the special journal sdiscussed earlier take care of certain typesof transactions
which arerepetitive and numerous. However, there areanumber of transactions
which do not occur frequently and hence do not warrant preparation of special
journals. But they haveto be recorded somewhere. For them, the proper placeis
the original journal itself, which is now called ‘Journal Proper’. Thus all events and
transactionswhich cannot berecorded in any of the special journasmaintained by
thefirm, shall berecorded in the Journa Proper. Examplesof suchtransactionsare:

a)

b)

Opening Entry
ClosngEntries
Transfer Entries
Adjustment Entries
Rectification Entries
MiscdlaneousEntries

Opening Entry: Anopening entry is passed in thejournal for opening anew
set of accounts. This may be needed at the time of the commencement of
businessor at the commencement of new accounting year.

If a person commences business only with cash, thereis no need to passa
journal entry. The cash brought inisjust entered in the cash book. But, if he
aso bringssomeother assets, then an opening entry ispassedin Journa Prope,
debiting the concerned assets accounts and crediting the Capital Account.

In caseof arunning business, an opening entry is passed at the commencement
of anew accounting year toincorporatevariousba ances of assetsand liabilities
brought forward from the previous year into current year’s books.

Closing Entries: At theend of the accounting year, when final accountsare
prepared, the nomina accountsareclosed by transferring themto Trading

Subsidiary Books
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Account or Profit and LossAccount. Thejournd entriespassed for thispurpose
are called “‘Closing Entries’.

Transfer Entries: When an amount isto betransferred from one account to
another, you haveto pass an entry inthe Journal Proper in order to effect the
transfer. Such entries are called “Transfer Entries’. Suppose, you want to transfer
proprietor’s total drawings made during the year to his Capital Account. The
proprietor’s total drawings appear in Drawings Account which shows a debit
balance. Youwill transfer the bal ance of DrawingsA ccount to Capital Account
by passing thefollowing entry inthe Journa Proper.

Capita Account Dr.
To DrawingsAccount
(Transfer entry)

Adjustment Entries: At thetimeof preparing thefina accounts, it isnecessary
to bring into the books of account certain unrecorded itemslike closing stock,
depreciation onfixed assets, interest on capital, expensesincurred but not yet
paid, incomeearned but not yet received, etc. Entries passed in the Journal
Proper to record such items are called ‘Adjustment Entries’. These entries are
explainedindetal | ater.

Rectification Entries: Youmay commit errorswhilerecording transactions
invariousbooks, and while posting, totalling, balancing, etc. Such errorsare
generaly corrected through entries in Journa Proper and are known as
‘Rectification Entries’.

MiscellaneousEntries: In addition to the entriesmentioned above, if thereis
any transaction which cannot berecorded inany of the specia journals, it will
beentered inthe Journal Proper. Exampleof suchtransactionsare:

i)  Credit purchasesof fixed assets, investments, etc.

i) Credit sdesof fixed assets, investmentsetc.

i) Withdrawd of goodsfrom the businessby the owner for hispersond use.
iv) Lossof goodsby theft, accident, fire, etc.

V)  Special dlowancesreceived from suppliersor givento customers.

vi)  Endorsement or dishonour of hills.

vii) Writing off bad debts.

Look at illustration 10 for entriesof such transactionsinthe Journal Proper.

[llustration 10

Enter thefollowinginthe Journal Proper of Rgjani Enterprises.

2018
Aug.3 Soldofficevanoncredit for Rs. 15,000toAhmedAli.

“ 8 Theowner hastaken away goodsworth Rs. 1,000 for hisdomestic use.
“15 Frebrokeout inthe premisesand goodsworth Rs. 5,000 were destroyed.



“ 21 Bill drawnon Singh returned dishonoured when presented for payment, Subsidiary Books
Rs. 2,000.
“ 25 Amount dueRs. 500 from Bahadur isirrecoverable, ashehasbeen declared
insolvent.
“ 28 Misra acustomer, informed that somegoodsweredamagedintransit. An
allowanceof Rs.50wasgrantedtohimfor repairs.
Solution:
JOURNAL PROPER
Date | Particulars L.F. | Debit |Credit
Rs. Rs.
2018
Aug. 3| AhmedAli Dr. 15,000
To OfficeVanAlc 15,000
(Beingthecredit sdeof officevantoAli)
“ 8| DrawingAlc Dr. 1,000
To PurchasesAlc 1,000
(Beingthewithdrawal of goods
By the owner for domestic use)
“ 15| LossbyFireAlc Dr. 5,000
To PurchasesAlc 5,000
(Beinglossof goods by fire accident)
“ 21| Sngh Dr. 2,000
ToBillsReceivableA/c 2,000
(Being thedishonour of bill by Singh)
“ 25 | BadDebtsAlc Dr. 500
To Bahadur 500
(Beingtheamount irrecoverable
from Bahadur)
“ 28 | AllowancesAlc Dr. 50
To Misra 50
(Being an allowancegranted for
repair of goodsdamaged in transit
1.19 LET USSUM UP

1. Journa isthebook of original entry in which normally all transactionsare
recorded. But when transactionsare numerous, therearemany difficultiesin
recordingd| of themin onejournd. Hence, theneed for sub-divison of journa
arses.

2. Inbusinessmany transactionsare of repetitive nature. Thejournd istherefore
sub-divided in such away that a separate book is used for each category of
transactionswhich arerepetitivein natureand are sufficiently largein number.

3. Depending ontherequirementsof business, the specia journasused are:

(i) Cash book (ii) PurchasesJournal, (iii) SalesJournal, (iv) Purchase
Returns Journa (v) SdlesReturnsJourna (vi) Journa Proper
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10.

11

12.
13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

All cashtransactionsarerecorded in cash book. There are different types of
cash books. Themost commonly used are: (i) Single Column Cash Book, (ii)
Two Column Cash Book, and (iii) Three Column Cash Book.

The Single Column Cash Book hasonly oneamount column on both sides. Al
cash receipts are recorded on the debit side and all cash payments on the
creditsde.

TheTwo Column Cash Book hasan additiond amount columnfor cash discount
on both sides. The discount allowed is recorded on the debit side and the
discount recelved onthecredit side.

Petty Cash Book isprepared for recording paymentsof various petty expenses.
Thissavesalot of labour and time.

Themainfunctionsof abank areto accept depositsand lend money to business.
It al so providesvariousother servicestoitscustomers.

There are three types of accounts availablein the bank. The businessman
generaly openscurrent account.

When an account isopened in the bank, the depositor receivesapassbook, a
pay-in-slip book, and acheque book.

A chegueisaninstrument used for withdrawa of money from thebank. It can
also be used for making paymentsto other parties.

For safety, the cheques can be crossed. Crossing can be general or specific.

The Payee of acheque canendorseit to athird party by putting hissignature at
theback of the cheque.

Thebank canrefuse payment of acheque. Refusingto pay iscaled dishonouring
thechegue.

The Three Column Cash Book hasthreeamount columnson each side. Oneof
thesethree columnsisfor recording banking transactions of thefirm.

All depositsinto thebank arerecorded in thebank column on the debit side of
the cash book, and all withdrawalsonthecredit side.

Thebank columnin the cash book servesthe purpose of bank account. Hence,
thereisno need to open bank account in the ledger.

Purchases Journa ismeant for recording all credit purchase of goods. Inward
invoiceisthe basisfor recording inthe Purchases Journd.

Purchases Returns Journd isused for recording goodsreturned tothesuppliers.
Debit noteis thebasisfor recording in Purchases Returns Journal.

SdesJourna ismeant for recording all credit salesof goods. Outward invoice
isthebasisfor recordinginthe Sales Journal.

SdesReturnsJournal isused for recording goods returned by the customers.
Credit noteisthebasisfor recordinginit.

All transactionswhich cannot berecorded in any of the specid journa swill be
recorded inthejourna itsalf, whichisnow called Journal Proper.



1.20 KEY WORDS

Adjustment Entry : Anentry passed to bring into account certain unrecorded
itemslikeclosing stock, outstanding expensesand incomes, at thetime of preparing
final accounts.

Bearer Cheque: A chequepayableat thecounter of the bank without identification.

Cash Book : A special journal used for recording all cash receipts and cash
payments.

Cash Discount : An allowance given by the creditor to the debtor for prompt
payment.

Closing Entries: Entriespassed at the end of each accounting year to closethe
nomina accountsby transferring themto Trading and Profit and LossA ccount.

Credit Note: A statement sent by the seller to his customer informing that his
account iscredited to theextent of the goods returned by him or alowance granted
tohim.

Chegue: Aninstrument used for withdrawing money from the bank.

Crossed Cheque: A chequeonwhichtwo parale lineshave beendrawn. Itisnot
payable at the counter.

ContraEntry : When both the debit and credit aspectsof atransaction arerecorded
inthe cash book itsdlf.

Debit Note: A statement sent by the purchaser to hissupplier informing that his
account isdebited to the extent of the goods returned or alowance claimed.

Dishonour : Refusal to pay the cheque by the bank

Endor sement : A written statement signed by the payee at the back of the cheque
foritstransfer.

Imprest System : A system of advancing a fixed amount to the petty cashier
periodically.

Invoice: Abill or astatement issued by the seller to the purchaser giving detail s of
goodssold.

Opening Entry : Anentry passed to open anew set of accounts.

Order Cheque: A cheque in respect of which identification of the payeeis
necessary.

PassBook : A book or astatement supplied by the bank to its customer showing
histransactionswith thebank.

Pay-in-dip : Adiporachalanused for depositing cash or chequesin the bank.
Petty Cash Book : A cash book prepared for recording small paymentsof cash.

Subsidiary Book : Any specia journal used for recording aparticular category of
transactions.

Special Crossing : A crossing specifying the name of bank through whom the
cheque can be presented for payment.

Subsidiary Books
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Transfer Entry : Anentry passed to transfer an amount from oneaccount to another
account.

1.21 ANSWERSTO CHECKYOUR PROGRESS

A @i bi i dii e iii

B &) Cash b) debit, credit c) CashAccount d)credit €)debit f)cash
C2 aTrue b)True c)Fase d) False e) True

E 1) Debit 2) Credit 3) Contraentry 4) Cash 5) Both 6) Credit

F 4. (a) goods(b) credit (c) credit note (d) Purchases () credit (f) returns
inwards(g) returnsoutwards(ii) returned

G6. (a) True(b) Fase(c) False(d) True (e) False (f) Fase (g) True
(h) Fdse

1.22 TERMINAL QUESTIONS/EXERCISES

Questions

1. Whyisjournal sub-divided? Namethe specid journasand state thetype of
transactionsentered in each of them.

2. Explainthefollowinginabout 10lineseach.
a) ‘CashBookisbothajournal and a ledger’
b) Imprest system
c) Typesof Cash Books
d) Posting of Two Column Cash Book.

3. What aretheadvantages of maintainingaPetty Cash Book? Explain themethod
of balancing and posting the Petty Cash Book.

4. Explainthefollowinginabout tenlineseach.

a) Bank Columnin cash book servesthe purpose of aBank Account inthe
ledger

b) Advantagesof havingabank account.
c) Effectof crossngacheque.
d) ContraEntry.
5. Statethereasonsfor thefollowing:
a) All entriesin Three Column Cash Book are not postedinto theledger.

b) Thetota inthecash column onthe debit sideof the cash book isaways
morethanitscredit side, but it isnot true of the bank column.

¢) Whenachequereceived isendorsed to athird party, it must be entered
on both sides of the cash book.

6. Why isachequedishonoured? How do you record it in the cash book?



7. Givetheproformaof Purchases Journd . Explain the method of recording the

transactionsin the Purchases Journal and itsposting into ledger.

8. How doesDehit Notediffer from Credit Note? Discussthe utility of these

notes.

9  Writeshort noteson thefollowing:

a Returnsinward Journa

b) ReturnsOutward Journa

10. What isaJournal Proper?List thetransactionsrecorded inthe Journa Proper.

Exercises

1.  Enterthefollowingtransactionsof Motila Storesinthe Single Column Cash

Book and balancethe same.

2018
Jan.1

* 2

“ 25
“ 28
“ 30

Rs.
Moatila started businesswith acapita 20,000
Purchased furniture 5,000
Purchased goods 3,000
Paid cartage 75
Sold goodsfor cash 2,800
Paidto Ratan Lal 2,000
Sold goodsfor cash 1,000
Paid wages 225
Paidrent 500
Purchased goods 2,000

(Answer: Cashinhand Rs. 11,000)

2. Fromthefdllowingtransactionsof Mani RamAgendes, prepareaSingleColumn

Cash Book, balanceit, and post it into ledger.

2018
Jan. 1
“o2
“ 5
“ 8
“ 10
“ 15
“ 20
“ 25
“ 28
“ 29
“ 31

Rs.
Mani Ram started businesswith cash 40,000
Opened abank account and deposited 15,000
Purchased furniture 8,000
Purchased goods 12,000
Sold goodsfor cash 7,000
Sold goodson credit to Rgjan 6,000
Purchased el ectrical fan 450
Received cashfromRgan 6,000
Paidrent 550
Deposited into the bank 10,000
Paid wages 1,500

Hint: Credit salesarenot acash transaction. Hence, not recorded in the Cash Book.

(Answer: Cashinhand Rs. 5,500)
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Accounting Process 3.  Enterthefollowingtransactionsof GuptaEmporiumin Two Column Cash Book
and balanceit.

2018
Apr. 1  CashinhandRs. 3,000
3 PadtoSK,Basu Rs. 580 and received discount Rs. 20.
“ 5 Purchased goodsfor cash Rs. 2,000
8

Received from N.K. Prasad Rs. 960, and alowed him
discount of Rs. 40

“ 15  Soldgoodson credit toAdinarayan Rs. 2,000

“ 20 CashsalesRs. 600 -

“ 25  PadtoNarayanRs. 1,150infull settlement of hisaccount of Rs. 1,200
“ 28  ReceivedfromAdinarayan Rs. 1,950in full settlement of hisaccount
“ 29 RentpadRs. 600

“ 30  Took cashfor persona useRs. 500

(Answer: CashbdanceRs. 1,680. Discount allowed total Rs. 90, Discount received
total Rs. 70).

4. Prepare Two Column Cash Book of M/s. Sanjay Enterprisesfromthefollowing
transactions. Also show theledger postings.

2018 Rs.
Apr. 1 Cashinhand 3,000
“ 3  Purchased goods 800
“ 5 PadtoGupta 600
Discount allowed by him 40
“ 7 Soldgoods 1,000
“ 9  RecavedfromPannda 1,960
Discount alowedtohim 40

“ 12  Received cashfrom Nageshinfull settlement of his
account Rs. 1,000 970
“ 15  Paidto Rakesh after deducting 2.5% discount 1,170
“ 18  Received from Shanker 590
Discount alowedtohim 10
“ 24  Paidwages 100
“ 27  Padfor stationery 60
“ 29  PadtoKartar Singhinfull settlement of hisaccount Rs. 800 780
“ 30  Deposited cashinto bank in excessof 800

(Answer: Amount deposited in thebank Rs. 3,210. Discount allowed total Rs. 80.
Discount receivedtotal Rs. 90).

5. PrepareaPetty Cash Book onthelmprest System fromthefollowing particulars
of M/s. Preetam Industries.
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2018
July 1

6

5
15
20
24
26
29

Rs.
Received achequefor petty cash 150.00
Paid buscharges 1.50
Paid cartage 5.00
Paidfor postageand telegrams 15.25
Paid wagesto casua workers 10.00
Paid for Stationery 4.75
Paidfor repairsof chairs 15.00
BusCharges 1.00
Cartage 4.50
Purchased locks 35.00
Teaexpensesto customers 4.00
Repair to typewriter 7.00
Paid tangacharges 6.00
Paid taxi fareto manager 18.00
Purchased stamps 5.00
Auto charges 7.00

(Answer: OnAugust 1, 2018, petty cashier will begiven achequefor Rs. 139)

6. Enter thefollowing transactionsin the Three Column Cash Book of M/s.
Shreelekha & Co.

2018 Rs.
Mayl Cashinhand 1,134
“ 1  Cashatbank 25,350
“ 2 Depositedinto bank 1,000
“ 4 RecavedfromRamlLad 1,580
and discount alowed 20

“ 8 Purchased furniturefor cash 500
“ 11  PadtoJai Kishanby cheque 1,490
“ received discount 10
“ 15  Recevedfrom Gopal by cheque 1,000
“16 Cashsdes 1,570
“ 20  Depositedinto bank 2,000
“ 21  Purchased anold motor car for officeand paid by cheque 10,480
“ 22  Padbychequeto Ranganath 734
and received discount 6

“ 24 Withdrew from bank for officeuse 500
“ 27  Purchased goodsfor cash 600
“ 28  Withdrew from bank for persond use 1,000
“ 31  Padegdablishment expensesthrough bank 900

(Answer: Discount alowed Rs. 20; Discount Received Rs. 16; Cash Balance
Rs. 684; Bank Balance Ps. 14,246.)
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Accounting Process 7. Recordthefollowingtransactionsin Three Column Cash Book of M/sModern
Commercials, and post theminto ledger.

2018 Rs.
Jan. 1  Cashbadance 700
Bank baance (overdraft) 1,400
“ 2 Cashsdes 900
“ 3  Padintobank 1,000
PaidtoAlag by cheque 1,225
“ 5 Discountdlowedby him 25
“ 10 PadtoPrasad 150
“ 14  Paidwages 250
“ 16  Received achequefrom Dasguptainfull settlement 980
of aclamof Rs
“ 20  Padfor stationery 150
“ 21  Purchased by cheque 600
“ 23  Recevedacheguefrom Ram. It wasendorsed to Shyam 800
“ 24  Paid Rangaby cheque 245
and discount received 5
“ 29  Withdrew from bank for officeuse 250
“ 31  Cashdrawnfor persona use 150

(Answer: Discount Allowed Rs. 20; Discount Received Rs. 30; Cash Balance
Rs. 150; Bank Overdraft Rs. 1,740.)

8. PrepareaThree Column Cash Book from thefollowing transactionsand post

themintoledger.

2018 Rs.
Augl Cashinhand 700
“ 1 Cashatbank 10,000
“ 3 Cashsdes 6,000
“ 5 Padrent by cheque 2,400
“ 9  Cashdepositedinthebank 6,000
“ 10  Wagespad 100
“ 11  Purchased stationery 180
“ 13  Received cheguefrom Roy 780
Discount alowed 20

“ 15  Purchased goods 400
“ 16  Withdrawnfrombank for officeuse 2,000
“ 18  Issued chequeto Gagan 1,340
Received discount 60

“ 20  Withdrew cashfor personal use 400
“ 20  Received chequefromNath 1,000
“ 24 Nath’s cheque dishonoured 1,000
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“ 26  Issuedchequefor furniture purchased 600
“ 28  Recavedinterest on securitiesby cheque 300
“ 30 Padsdaries 480

(Answer: Discount Allowed Rs. 20; Discount Received Rs. 60; Cash BaanceRs.
1,140; Bank BalanceRs. 10,740.)

9 Fromthefollowing particulars, preparethe Purchases Book of Devi Stationers
and al so show theledger postings.

2018
Aug.5 Purchased from Madan Mohan & Sonson credit 5 reams of white paper
@ Rs. 75 per ream,

10 Purchased from GopikrishnaBros. 5 dozenink bottles @ Rs. 52 per dozen
at adiscount of 10%.

14 Purchased from Avanti Pen Stores 3 dozen ball pens @ Rs. 15 per dozen
at adiscount of 20%.

18 Purchased 100 pencilsfrom Muralidhar & Co. @ Rs. 0.75 each.

25 Purchased atypewriter on credit from Office Equipment Limited for
Rs. 4,500.

28 Purchased one dozen pen stands @ Rs. 100 per dozen for cash.

30 Purchased 5 dozen of note bookson the credit from Ramaé& Co.
@ Rs. 24 per dozen.

(Hint: Transactions dated August 25 and 28 are not to be entered in Purchases
Book.)

(Answer: Total of PurchasesBook Rs. 840)

10. Enter thefollowing in the Purchases Returns Book of Lakshmi Traders.
Also show their ledger postings.

2018 Rs.
June 2 Returned goodsto SharmaBros. 350
“ 4 Returned goodsto Eswar & Sons. 500
“ 6 Returned goodsto Venkat & Co. onwhichadiscount of
10% wasreceived. 600
“ 8 Allowanceclaimedfrom Ranga& Co. for goods damaged. 450
“ 10 Goodsreturnedto Suryanarayana 200

(Answer: Total of Purchases Returns Book Rs. 2,040)

n Write up the Sales Book of Kiran Associates, wholesale cloth dealers,
from thefollowing transactions and post them into ledger.

2018
Aug.16 Soldto Patel Nanded:
100 metresof silk @ Rs. 45 per metre.
75 metresof velvet @ Rs. 12 per metre.
“ 18 SoldtoHassen, Gulbarga
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Accounting Process 60 pieces of two by two cloth @ Rs. 10 per piece.

100 piecesof velvet @ Rs. 8 per piece.

“ 20 Soldto Shankaraiah, Vikarabad:
50 piecesof dhoties @ Rs. 50 per dhoti.
40 towels @ Rs. 8 per towel.

“ 25 SoldtoKoteswaraRao, Vijayawada
100 metresof shirting cloth @ Rs. 40 per metre.
60 sarees @ Rs. 75 per sari.

“ 28 KrishnaMurthy, Warangd, purchased fromus:
100 metres of long cloth @ Rs. 15 per metre.
100 metresof coarse cloth @ Rs. 9 per metre.

(Answer: SalesBook Tota Rs. 20,520)

12. Fromthefollowing particularsof Sriram Stationers, preparethe SalesReturns
Book and show their ledger posting.
2018
July5 M/sSridevi Stationersreturned:
4 dozens 100 page note books @ Rs. 18 per dozen.
2 dozens 200 page note books @ Rs. 30 per dozen.
* 10 Ramakrishna& Bros. returned @
3 dozenink bottles @ Rs. 30 per dozen.
1 dozen gum bottles @ Rs. 20 per dozen.
2 dozen erasers @ Rs. 6 per dozen.
“ 15 Sanjeev & Co. returned:
5 dozen pencils @ Rs. 12 per dozen.
2 dozenreflis @ Rs. 5 per dozen.
(Answer: SalesReturns Book Total Rs. 336)
13. Enter the following transactions in proper subsidiary books of Chekra

Enterprises.
2018 Rs.
Aug. 1 Soldgoodsto Ram Singh 2,550
“ 2 BoughtgoodsfromDhillon 1,200
* 3 Soldgoodsto Gopinath 2,500
* 4 Purchased goodsfrom Habeeb 3,600
“ 5 RamSinghreturnsgoods 350
“ 6 Goodsreturnedto Dhillon 200
“ 9 Gopinath returned goods 150
“ 10 Returned goodsto Habeeb 260
“ 12 Bought goodsfrom Sanya 4,750
* 13 Soldgoodsto Sailo 6,200
“ 14 Soldgoodsto Michael 4,850
“ 15 Purchased goodsfromAnthony 3,940
“ 18 Returned goodsto Sanyal 320
* 19 Sailoreturned usgoods 230
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“ 22 Michad returned goods 150

“ 25 Returned goodstoAnthony 250

“ 27 Sold goodsto Solanki 5,340

“ 28 Purchased goodsfrom Gopalan 4,670

“ 29 Sold goodsto Harbinder Singh subject to trade discount of 5% 2,000

“ 30 Purchased goodsfrom Bhandari subject toatrade 1,000
discount of 10%

(Answer : Totalsof PurchasesBook Rs. 19,060, Purchases ReturnsBook Rs. 1,030,
Sales Book Rs. 23,340, and Sales Returns Book Rs. 880)

14. Thefollowingarethebill transactions of Saptagiri Agencies, Hyderabad. All
bills accepted by Saptagiri Agencies are payable at the Andhra Bank,
Hyderabad. Prepare BillsReceivable and Bills Payabl e Journd sand post them
intoledger.

2018

Aug.3 A bill isdrawnon Ram Narayan of Hyderabad, payableafter threemonths
for Rs. 5,000. It was duly accepted by him on the same day, payabl e at
State Bank of India, Hyderabad.

5 Accepted abill dated August 1, 2018 drawn by Agarwal of Lucknow,
payable after 60 days, for Rs. 3,000.

8  Drew abill on MilkhaSingh of Chandigarhfor Rs. 4,000 payableafter 2
monthsat Punjab National Bank, Chandigarh. Thebill isreceived on
August 16, duly accepted.

12 Accepted abill dated August 6, 2018 drawn by Ghanshyam Oza of
Rakot, payableafter onemonth, for Rs. 2,500.

18 Recelved an acceptance dated August 12, 2018 from N. Mirdha of
Jaipur, payable at State Bank of Bikaner, Jaipur 90 daysafter date, for
Rs. 6,000. It wasendorsed to S. Sakeechaof Bhopa onthe same day.

22  Acceptedthebill dated July 14, 2018 drawn by P. Obul Reddy, Tirupathi,
for Rs. 3,500, payabl e after 2 months.

23 Abill isdrawn on S. Mukherjee of Calcuttafor Rs. 9,000 payable at
Allahabad Bank, Cd cutta, 90 daysafter date. Thebill wasreceived duly
accepted on August 28, 2018, and was discounted with Andhra Bank,
onthesameday.

30  Acceptedthebill dated August 25, 2018 drawn by Paleirio of Pangji, for
Rs. 2,800, payableafter 30 days.

(Answer: Totd of BillsRecavable Book Rs. 24,000. Bills Payable Book Rs. 11,800)

Note: Thesequestionswill helpyoutounderstand theunit better. Try to
writeanswersfor them. But, do not submit your answersto the
University for assessment. Thesearefor your own practiceonly.
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UNIT 2 TRIAL BALANCE

Structure

2.0
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2.5
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2.12
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2.14
2.15
2.16
2.17
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WhatisaTrial Balance?

Preparation of aTrial Balance

Preparation of Trial BalancefromaGiven List of Balances
Causesfor theDisagreement of aTrial Balance

L ocating ErrorswhentheTrial Balance Disagrees
Errorsnot Disclosed by Trial Balance

Advantagesof aTrial Balance

Limitationsof aTrial Balance

Rectificationof Errors
2.10.1 Rectification of One-sided Errors
2.10.2 Rectification of Two-sided Errors

SuspenseA ccount and Rectification
Effect of RectifyingEntriesonProfits
LetUsSumUp

Key Words

SomeUseful Books

Answersto Check Y our Progress

Terminal Questions/Exercises

2.0

OBJECTIVES

After studying thisunit, you should be ableto:

definetrial balance;

preparetriad balancefrom agiven set of balances;

explainthe causes of disagreement of atrial balance;
describetheprocedurefor locating the errors;

describethetypesof errorswhich remain undisclosed by thetria baance;
explaintheadvantagesand limitationsof trial balance;

rectify errorsbefore preparing thefinal accounts;

explain the use of suspense account;

prepare the suspense account;



e rectify errorslocated during subsequent accounting years, and

e computetheeffect of rectifying errorson profits.

2.1 INTRODUCTION

You have learnt the method of recording transactions in journa and its sub-
divisons. You have dso learnt their posting to various accountsin the ledger. This
process of recording and posting continues throughout the year. At the end of the
year it becomes necessary to check the arithmetical accuracy of the books of
account before the fina accounts can be prepared. For this purpose, we prepare
astatement called Trid Balance. In this unit, you will study about the preparation
of Trial Balance and the extent upto which it can be relied upon for testing the
accuracy of accounts. You will aso learn about the errors that will be disclosed
by Trial Balance and the method of locating such errors.

You know that Trial Balance is prepared to verify the arithmetical accuracy of
accounting records. When the Trial Balance does not tally, it means there are
errorsin the books of account and you will aso learn about the errors that affect
the Trial Balance and aso study the procedure for locating such errors. In the
process of rechecking, a number of errors are detected. These errors must be
rectified before preparing the final accounts. In this unit, you will also learn about
the method of rectifying various errors and study the effect of the rectification on
the profit of the business. You are advised to go through this unit once again and
note the errors that are usually committed in the process of recording various
transactions in subsidiary books and their postings.

2.2 WHAT ISATRIAL BALANCE ?

Numerous transactions take place in business everyday. They are first recorded
in some books of origina entry i.e., Journa Proper or one of its sub-divisions.
Then they are posted to the appropriate accounts in the ledger. Each ledger
account is balanced periodicaly so as to ascertain the net effect of various
transactions posted therein. In the process, some accounts may get closed, while
the others may show a debit or a credit balance. Based on these balances, the
final accounts are prepared for ascertaining the profit or loss and the financial
position of the business. The quaity and reliability of the results obtained depend
largely on the correctness of the entries made in various books of account.
Hence, it is necessary to ascertain the accuracy of these entries before we proceed
with the preparation of fina accounts. For this purpose, we prepare a statement
called “Trial Balance’, which shows balance of all ledger accounts. The ruling of
trial balanceis similar to that of journal. We write the name of each account in
the particulars column. If the account shows adebit balance, its amount is entered
in the debit balances column and if it shows a credit ba ance the amount is entered
in the credit balances column. You know that the total of the debit balances
column must tally with the tota of the credit balances column, because for every
debit thereis a corresponding credit and vice versa. When the two totals tally,
it is considered as a preliminary proof of the arithmetical accuracy of entriesin
the books of accounts. It is an assurance that posting into ledger has been
correctly done and that equality between debits and credits has been maintained
throughout. If, however, the two totals do not taly it impliesthat there are errors
in the books of account.
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Trial Balance can thusbe defined asa statement (or a schedule) listing, in
separ ate columns, thedebit and credit balancesof all ledger accountson a
particular date. It indicateswhether or not the books of account have been written
in accordance with the rules of double entry and ensures, to agreat extent, the
arithmetical accuracy of accounting entries.

2.3 PREPARATION OF A TRIAL BALANCE

Attheoutset, it isnecessary to notethat Trial Balanceisastatement of balances. Its
preparation doesnaot involvepassng of any journd entries. Wesmply baancevarious
accountsin theledger and list dl accountswhich show somebaance, whether itis
debit or credit. You are aware that when cash book ismaintained, theledger does
not contain cash and bank accounts. Hence, cash and bank bal ancesaretaken from
the cash book. If the number of personal accountsislarge, youmay prepare separate
statementsof balancesfor al debtorsand creditorsand show only thetota debtors
andtotd creditorsinthetria baance.

Let usnow take acomprehensiveexamplecovering dl typesof transactions, record
them in appropriate books, post them into ledger, and prepare atria balance. Look
at illustration 1. It showsthe accounting processright upto the preparation of Tria
Baance.

[llustration 1
Thefollowingisthe Balance Sheet of Kapil Dev ason March 31, 2018.

Liabilities Rs. Assets Rs.
Capitd 50,000 Cashinhand 15,000
Stock 50,000
Loan from bank 8,000 Duefrom Khanna 1,500
Dueto SdujaBros. 15,000 DuefromMittd 2,500
Furniture 4,000
73,000 73,000
Thefollowingtransactionstook placeduringApril, 2018:
Rs.
April2 Paidwagesand salaries 6,000
* 2 Cashsadesof bicycles 3,000
* 3 Purchased 20 bicycleson credit from Mehra
Cycle Co. @ Rs. 600 per bicycle 12,000
“ 5 Sold30bicyclesto Mittal @ 900 per bicycle 27,000
*“ 8 PadtoSdujaBros. infull settlement of their account 14,600
“ 10 ReceivedfromMitta 2 bicyclesasdefective, and sent
himacredit note 1,800
“ 13 Padrent 1,750
“ 15  Purchasedfrom SdujaBros. on credit
20 cyclerims @ Rs. 100 each 2,000
20 cycleshubs @ Rs. 20 each 400



“ 18 SoldtoRao 10 bicycles© Rs. 800 per bicycle 8,000 Trial Balance
“ 20 Returnedto SalujaBros. 10 cycle hubsbeing cracked 200
“ 21 Raoreturned 2 bicycles, and sent him credit note 1,600
“ 22 Mittd Pad 14,000
“ 24 Purchased onetypewriter on credit from Kutub
Typewriter Co. 6,500
“ 25 Cashsdes 3,500
“ 28 Khannapaid; no hopeof getting thebaance 1,000
“ 30 Raopad 6,200
Discount alowed 200
“ 30 PaidtoMehraCycleCo. onaccoun 10,000
Prepare Journa Proper and the subsidiary booksinvolved. Show their postingsinto
ledger and prepareaTrial Balance.
Cash Book
Dr. Cr.
Date |Particulars L.F.| Discount Cash | Date | Particulars L .F. | Discoun Cash
2018 Rs. Rs. (2018 Rs. Rs.
Apr. 1| ToBalanceb/d 15,000 | Apr.2 | By Wagesand 6,000
“ 2| ToSalesAlc 3,000 SdariesAlc
“ 22| ToMittd 14,000 | “ 8 |BySdujaBros. 400 | 14,600
“ 25(To SdesAlc 3.500 | “13 [ByRentAlc 1,750
“ 28| To Khanna 1,000 | “ 30 | By MehraCycleCo. 10,000
“ 30(To Rao 200 | 6,200 | “30 [ByBaancec/d 10,350
200 | 42,700 400 | 42,700
May 1 | To Balanceb/d 10,350
PURCHASES JOURNAL
Date Particulars Invoice No. L.F Amount
2018 Rs.
Apr.3 MehraCycle Co. 12,000
“ 15 SdujaBros. 2,400
“ 30 Totd 14,400
PURCHASES RETURNS JOURNAL
Date Particulars Debit Note L.F. Amount
No.
2018 Rs.
Apr.20| SaujaBros. 200
“ 30 Total 200
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Date Particulars Invoice No. L.F Amount
2018 Rs.
Apr.5 Mittd 27,000
“ 18 Rao 8,000
“ 30 Total 35,000
SALES RETURNS JOURNAL
Date Particulars Credit L.F. Amount
Note No.
2018 Rs.
Apr.10| Mittd 1,800
“ 21| Rao 1,600
“ 30 Total 3,400
JOURNAL
Date Particulars L.F Dr. Cr.
Amount Amount
2018 Rs. Rs.
Apr. 1| CashAlc Dr. 15,000
Stock A/c Dr. 50,000
Khanna Dr. 1,500
Mittd Dr. 2,500
FurnitureA/c Dr. 4,000
To Capital Alc 50,000
ToBank LoanAlc 8,000
To SalujaBros. 15,000
(Opening bal ances of assetsand ligbilities
being brought inonApril 1, 2018
“ 24 Typewriter A/c Dr.
To Kutub Typewriter Co. 6,500
(Being purchase of typewriter on credit) 6,500
“ 28 Bad DebtsAlc Dr. 500
To Khanna 500
(Beingamount still duefrom Khanna,
now written off asbad debt)
“ 30 Totd 80,000 80,000
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LEDGER Trial Balance
Capital Account
Dr. Cr.
2018 Rs. | 2018 Rs.
Apr.30| ToBaancec/d 50,000 | Apr.1 | ByBaanceb/d 50,000
Mayl | ByBaanceb/d 50,000
SalujaBrosAccount
2018 Rs. Rs.
Apr.8 [ ToCashAlc 14,600 |Apr,.1 | ByBaanceb/d 15,000
“ 8 | ToDiscountAlc 400 | “ 15 | ByPurchasesAlc 2,400
“ 20 | ToReturnsOutwardA/c 200
“ 30 | ByBdancecd 2,200
17,400 17,400
May 1l | ByBaanceb/d 2,200
Bank L oan Account
Rs. Rs.
2018 2018
Apr,1 | ByBaanceb/d 8,000
Apr.30( ToBaancec/d 8,000
8,000 | Mayl1l | ByBaanceb/d 8,000
Mehra CycleCo. Account
2018 Rs. | 2018 Rs.
Apr.30( ToCashAlc 10,000 | Apr.3 | ByPurchasesAlc 12,000
“ 30| ToBaancec/d 2,000
12,000 12,000
May 1l | ByBaanceb/d 12,000
Khanna’s Account
Rs. Rs.
2018 2018
Apr.1 ToBalanceb/d 1,500 [Apr, 28| ByCashAlc 1,000
“ 30| ByBadDebtsAlc 500
1,500 1,500
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Mittal’s Account

2018 Rs. | 2018 Rs.
Apr. 1 | ToBaanceb/d 2,500 | Apr.10| ByReturninwardA/c 1,800
“ 5| ToSdlesAlc 27,000 |“ 22| ByCashAlc 14,000
“ 30| ByBaancec/d 13,700
29,500 29,500
May 1 ToBalanceb/d 13,700
Rao’s Account
2018 Rs. |2018 Rs.
Apr. 18 | ToSalesAlc 8,000 [Apr. 21| By ReturninwardA/c 1,600
“ 30| ByCash Alc 6,200
“ 30| ByDiscountA/c 200
8,000 8,000
FurnitureAccount
2018 Rs. | 2018 Rs.
Apr.1 | ToBaanceb/d 4,000 | Apr.30| ByBaancec/d 4,000
Mayl | ToBaanceb/d 4,000
Typewriter Account
2018 Rs. | 2018 Rs.
Apr.24 | ToKutub TypeWriter Co. 6,500 | Apr.30| ByBaancecd 6,500
May 1 | ToBaanceb/d 6,500
Sock Account
2018 Rs. | 2018 Rs.
Apr. 1| ToBaanceb/d 50,000 | Apr.30| ByBaancec/d 50,000
May 1| To Baanceb/d 50,000
SalesAccount
2018 Rs. | 2018 Rs.
Apr, 2 | ByCashAlc 3,000
“ 25| ByCash AlcB 3,500
“ 30| BySundriesasper
SalesBook 35,000
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PurchaseAccount Trial Balance
2018 Rs.
Apr.30 | ToSundriesasper PurchaseBook | 14,400
Return Outwar dsAccount
2018 Rs.
Apr, 30 | By Sundriesasper
Returns Outward Book 200
Return I nwar dsAccount
2018 Rs.
Apr,30| ToSundriesasper
Returnsinward Book 3,400
Wages & SalariesAccount
2018 Rs.
Apr.2 | ToCashAlc 6,000
Rent Account
2018 Rs.
Apr.13 | ToCashAlc 1,750
Bad DebtsAccount
2018 Rs.
Apr. 28 | ToGupta 500
Discount Account
2018 Rs. | 2018 Rs.
Apr.30 | To Sundries- asper Cash Book 200 | Apr.30 | By Sundries- asper
Cash Book 400
Kutub Typewriter Co.
2018 Rs. | 2018 Rs.
Apr.30 | ToBaancec/d 6,500 | Apr, 24 | By TypewriterA/c 6,500
May 1 | ByBadanceb/d
Trial Balanceason April 30,2018
Name of Account L.F. Dr. Cr.
Balances Balances
Rs. Rs.
Cashinhand 10,350
Capitd 50,000
SalujaBros. 2,200
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Bank Loan 8,000
MehraCycle Co. 2,000
Kutub Typewriter Co. 6,500
Mitta 13,700
Furniture 4,000
Typewriter 6,500
Stock 50,000
Sdes 41,500
Purchases 14,400
Returns Outwards 200
Returnsinwards 3,400
Wages& Sdaries 6,000
Rent 1,750
Bad Debts 500
Discount Allowed 200
Discount Received 400
Totd 1,10,800 1,10,800

Note: 1. Youshouldknow that the Trial Balance can also be prepared on the
bassof the totasof dl debitsand creditsin variousaccounts. But, this
method isnot followed any more. Henceit hasnot been discussed.

2. Inthisillustration, you will find that some accounts have not been
balanced. It isbecause theseareall nominal accountswhichareto be
closed by transfer to the Trading and Profit & LossA ccount.

2.4 PREPARATION OF TRIAL BALANCE
FROM A GIVEN LIST OF BALANCES

Normally when atrial balanceisto be prepared, you havefull details of ledger
accountswith you. You can, therefore, easily ascertain whether aparti cular account
has adebit balance or credit balance, and prepare the Trial Balance without any
difficulty. But, sometimes, you aregiven only alist of balance. Thenatureof each
balanceis not mentioned. In other words, it isnot clearly indicated whether the
account isshowingadebit balanceor credit balance. Canyou prepareaTrid Baance
in such a situation? No you can’t unless you know the nature of each balance. You
will not know whether to show aparticular balancein thedebit column or inthe
credit column of the Trial Baance.

Hence, whenyou areasked to prepareaTrial Baancefrom agivenlist of balances
anditisnot clearly indicated whether aparticular account hasadebit balance or
credit balance, you will first have to determinethe nature of each balance. Inthis
exercise, your knowledgeof rulesof debit and credit should hel pyou. For example,
you are awarethat in case of nominal accountsall expensesand |ossesare debited
and all incomesand gainsare credited. Hence, accountslike salaries, wages, €tc.,
will show debit balances and theaccountslikeinterest received, discount received,
etc., will show credit ba ances. Similarly, you know therulesfor rea and personal
accounts. Theaccountsof assetslike cashin hand, machinery, etc., will show debit
bal ances and accountslike capital, creditors, etc., will show credit balances. For



convenience, however, afew guiddinesmay help youto determinequickly thenature Trial Balance
of each balance. Theseare:

a) All accountsof expenses(including purchases) and | osseswill bedebit ba ances.
b)  All accountsof incomes (including sales) and gainswill becredit balances.

c) Allaccountsof assetswill bedebit balances.

d) Allaccountsof liabilitieswill becredit balances.

e) Capital Accountwill normally beacredit balance.

f)  DrawingsAccount will beadebit balance.

Thedifficulty may arisewith regard to itemslike commission, discount, rent and
interest, because these can takethe form of expensesaswell asincomes. In such
cases, thenature of balanceisusually indicated by mentioning (Dr.) or (Cr.) against
each item, or the word ‘received’ or ‘paid’ is usually added. So you can treat them
correctly without much difficulty. If, however, thereisoneitem for which no such
indicationisgivenandyou findit difficult toidentify the nature of itsbaance, you just
proceed with the preparation of Trial Balance. At thetimeof totalling the amount
columnsinthetria baance, youwill find that thetota of onecolumnislessthanthe
other. Thisimpliesthat the unindicated balance pertainsto thecolumnwhichisshort.
For example, thereisanitem of commission Rs. 300. But itisnot indicated whether
itispad or received. When you preparethetria balance, you find that the debit
total isshort by Rs. 300. Thismeansthat Commission Account hasadebit balance.
Now, if youshow it assuchintheTrid Baance, it will tally.

Look at illustration 2. The Trial Balance has been prepared from agiven list of
ba anceswherethenature of each balanceisnotindicated. Study illustration carefully
and note how each item hasbeen showninthe Trial Balance.

[llustration 2

Prepare a Trial Balance from the following balances taken from the books of
Sudhakarason March 31, 2018.

Rs. Rs.
Copitd 1,80,000 Discount Received 360
Stock (1-4-2017) 49,200 BillsPayable 12,270
Sdes 2,43,600 Sundry Creditors 31,110
Gas & Water 2,520 Returns Outwards 19,200
Land & Buildings 60,000 Bank Charges 3,000
Machinery 55470  Drawings 14,550
Debtors 1,07,400 Trade Expenses 2,970
Commission(Dr.) 4,410 Cash 2,400
Flant 30,810 Bank 15,780
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Cariage 3,370 Purchases 96,480
Rent Recelved 1,290 Rates& Taxes 2,520
Insurance 3,180 Furniture 3,750
Returnsinwards 5,970 BillsRecaivable 4,410
Sdaies 19,640
Solution:
Trial Balanceason March 31, 2018
Name of Account L.F Dr. Cr.
Balances Balances
Rs. Rs.
Capita — 1,80,000
Stock (1-4-2017) 49,200 —
Sdes — 2,43,600
Gasand Water 2,520 —
Land & Buildings 60,000 —
Machinery 55,470 —
Debtors 1,07,400 —
Commission(Dr.) 4,410 —
Plant 30,810 —
Carriage 3,370 —
Rent Received — 1,290
Sdaies 19,640 —
Insurance 3,180 —
Returnsinwards 5,970 —
Discount Received — 360
BillsPayable — 12,270
Sundry Creditors — 31,110
Returns Outwards — 19,200
Bank Charges 3,000 —
Drawings 14,550 —
Trade Expenses 2,970 —
Cash 2,400 —
Bank 15,780 —
Purchases 96,480 —
Rates& Taxes 2,520 —
Furniture 3,750 —
BillsRecavable 4,410 —
Totd 4,87,830 4,87,830




Inillustration 2, the Trid Balancehastalliedi.e., thetotd of debit balancesisequal
tothetotal of credit balances. Thisimpliesthat each baance hasbeen enteredinthe
appropriate amount column.

However, you require constant practice to determinethe correct nature of items.
Hence, ancther illustrationisgiven wheretheaccountant has not been ableto correctly
place the balances and, consequently, the Trial Balance does not tally. Look at
illustration 3. Thetota of debit balances(Rs. 10,83,600) isdifferent fromthetotal
of credit balances (Rs. 7,16,400). It is because anumber of balances have been
entered in thewrong amount columns. To cite one exampl e, stock (an asset) isa
debit balancebut it has beenwrongly entered in the credit column. Now, go through
al itemsand identify thosewhich have not been correctly showninthegiven Tria
Balance. Then, study the Revised Trial Balance and note how they are actually
shown. Thisshould help you gain clarity about the nature of various bal ances.

[llustration 3

Givenbelow isaTria Baance prepared by aninexperienced accountant and the
Tria Balancehasnot tallied. RewritetheTria Balance.

Trial Balance of Buddhu & Co. ason December 31, 2018

Name of Account L.F. Dr. Cr.
Balances Balances

Rs. Rs.
Capitd — 1,12,600
Buildings 1,70,000 —
Motor Car — 30,000
Sdes 6,00,000 —
Purchases — 3,40,000
Furniture 25,000 —
Stock — 44,000
Bank Overdraft 12,000 —
Cash 3,000 —
Interest on Bank Loan — 4000
Discounts Received 2,600 —
DiscountsAllowed — 4,600
Sdaies 14,000 —
Wages — 12,000
Printing & Stationery 4,000 —
Investments 10,000 —
Advertisement 6,000 —
Legd Charges 2,000 —
Audit Fees 1,000 —
Bad Debts 3,000 —
Debtors 2,31,000 —
Creditors — 1,72,800
Totd 10,83,600 7,16,400
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Accounting Process Revised Trial Balanceof Buddhu & Co.
as on December 31, 2018

Name of Account L.F. Dr. Cr. Remarks
Balances | Balances
Rs Rs.

Caopitd — 11,12,600 —
Buildings 1,70,000 — Asset Dr.
Motor Car 30,000 — Asset Dr.
Sdes — 16,00,000 IncomeCr.
Purchases 3,40,000 — | ExpenseDr.
Furniture 25,000 — Asset Dr.
Stock 44,000 — Asset Dr.
Bank Overdraft — 12,000 Liability Cr.
Cash 3,000 — Asset Dr.
Interest on Bank Loan 400 — | ExpenseDr.
Discounts Received — 2,600 IncomeCr.
DiscountsAllowed 4,600 — | ExpenseDr.
Sdaies 14,000 — “
Wages 12,000 — “
Printing & Stetionery 4,000 — “
Investments 10,000 — Asset Dr.
Advertisement 6,000 — | ExpenseDr.
Legd Charges 2,000 — “
Audit Fees 1,000 — “
Bad Debts 3,000 — “
Debtors 2,31,000 — Asset Dr.
Creditors —  11,72,800 Liability Cr.
Totd 9,00,000 |9,00,000

Check Your ProgressA
1. De€fineTrid Bdance

2.  Mentionagainst eachitem whether it will generaly show adebit balanceor a
credit baance.

[tem Natur e of Balance

(Debit or Credit)
a OpeningStock
b) BadDebts

c) Cariagelnwards
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d) CanageOutwards s
€ Reurnsinwards
f)  ReurnsOutwards e
g LoanfromBank
h) Drawings
) Goodwill
j) BillPayable
k) CashaBank
1) InterestonLoan
m) DiscountAlloved
n FreeholdPremisess
0) Insurance

p) SdaiesPayable

2.5 CAUSES FOR THE DISAGREEMENT OF A

TRIAL BALANCE

Asmentioned earlier, whenthe Trial Baancedoesnot taly, it meansthat thereare
errorsin thebooks of account. Let usnow anaysetheerrorswhich usually affect
theTrial Baanceand lead to itsdisagreement.

1

Omission of postingin oneaccount: You areawarethat both thedebit and
credit aspectsof atransaction haveto be posted in theledger accounts. If you
post it to the debit of one account and forget its posting to the credit of the
other concerned account, it isbound to affect the Trial Balance. For example,
anamount of Rs. 200 received fromAlli, correctly entered on the debit side of
the cash book but is not posted to the credit side of Ali’s Account. This error
shdl resultinthelower credit and hencetheTria Balancewill not tally.

Double posting in one account: If by mistake you post an entry two
times to the debit or to the credit of an account it would result in extra
debit or credit and as such cause disagreement in the Trial Balance. If,
however, the whole entry is posted twicei.e., both the debit and the credit
aspects are posted twice, it won’t affect the Trial Balance. It is because
both the debit and the credit sides will be equally affected.

Posting on the wrong side of an account: When an entry is posted
on the wrong side of an account i.e., instead of debit side it is posted
on the credit side, it would also cause disagreement in the Trial Balance.
In such asituation, the difference will be for double the amount. For example,
Rs. 300 received from Khan which is correctly entered on the debit side
of the Cash Book, but while posting it to Khan’s Account, it is wrongly
posted to the debit side instead of the credit side. This would mean that
a debit of Rs. 600 (Rs. 300 in Cash Account and Rs. 300 in Khan’s
Account) has no corresponding credit. So, in the Trial Balance, the credit
side will be lower by Rs. 600.

Posting wrong amount in an account: If you post an entry to the correct
side of an account but commit an error in writing the amount, this would
affect the Tria Balance. Suppose, in the above example you post the entry
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10.

correctly on the credit side of Khan’s Account but the amount is wrongly
put as Rs. 200. It would cause adifference of Rs. 100. In the Trial Balance,
the credit side will be lower by Rs. 100.

Wrong totalling of the subsidiary book: If any subsidiary book is overcast
or undercadt, it affects the concerned account in ledger. Suppose the correct
total of Sales Journal isRs. 5,600, but it is actually totalled as Rs. 5,300.
You know that the total of Sales Journal is posted to the credit side of
the Sales Account. So, the Sales Account will be short by Rs. 300, and
the Trial Balance will not tally.

Omitting to post thetotal of a subsidiary book: If thetota of asubsidiary
book is not posted to the concerned account, it would affect the Trial
Balance. Such mistake relates only to the account where posting was to
be done and as such affects only one account. Take for example, the Sales
Journd. If itstotal of Rs. 18,900 is not posted to the credit of SalesAccount,
the credit side on the Trial Balance will be lower by Rs. 18,900.

Wrongtotalling or balancing of an account: When an account iswrongly
totalled or wrongly balanced, this would affect the Trial Balance. Suppose
the debit side of Shyam’s Account is totalled as Rs. 1,300 instead of Rs.
1,100. It would lead to wrong balance in Shyam’s Account. Consequently,
the debit total in the Trial Balance will be higher by Rs. 200. Similarly,
if the totalling is correctly done but a mistake is committed in balancing
the account, it would also cause a difference in the Trial Balance.

Omission of an account from Trial Balance: You know that all accounts
which show some balance must be included in the Trial Balance. If you
forget to write the balance of any account in the Trial Balance, it will not
tally. In practice, cash book balances are often omitted from Trial Balance.

Writing the balance of an account on the wrong side of the Trial
Balance: If the balance of an account which is to be shown in the debit
column of the Trial Balance is actually shown in the credit column, the
Trial Balances will not tally. It will be affected by double the amount. You
noticed such error in respect of many items in illustration 3.

Wrongtotaling of theTrial Balance: If amistakeis committed in totalling
the Trid Balance amount columns of the Trial Balanceitsdf, the Trid Baance
will not taly. Thus, you learn about various errorswhich may cause differences
inthe Trial Balance. Note that these errors affect only one aspect (debit
or credit). This upsets the debit-credit correspondence leading to the
disagreement of the Trial Balance.

26 LOCATING ERRORSWHEN THE TRIAL

BALANCE DISAGREES

WhenaTria Baance disagrees, an attempt must be madeto |ocatethe errorsand
rectify them. If dl errorsarerectified and the Trial Balanceisrevised, itwill taly.

Thefollowing routine procedureisusudly adopted for locating theerrors.

a)
b)

Check thetotalsof both thedebit and the credit columns of the Trial Balance.
If thedifferencedtill perssts, ascertain theexact amount of difference; andthen



i)  Seewhether an account having that balance has been omitted from the
Tria Balance. Suppose the debit column in Trial Balanceis short by
Rs. 630, it isjust possible that an account with a debit balance of
Rs. 630 has not been entered in the Trial Balance.

ii)  Check whether an account with a balance equal to that difference has
been entered twice in the Trial Balance.

i) Takethe half amount of difference, see whether there is any account
with such balance in the Trial Balance and, if so, check whether it is
entered in the correct column or not. If an account with a debit balance
of Rs. 315 has been entered in the credit column, the debit column
becomes short by Rs. 630.

c) Verify whether (i) the balances of all the accounts are included in the Tria
Balance, (ii) they are entered in the correct column, and (iii) their amounts
have been correctly written. If no errors are found upto this stage, or the
errors located have been duly corrected, but still the Trial Balance does not
tally, there is need to take further action. You may take the following steps.

d) Check thetotals of thelists of sundry debtors and sundry creditors.
€) Check thetotals and balances of al accountsin the ledger.
f)  Check thetotals and the postings of all subsidiary books.

g Check the postings of all amounts equal to the differencein Trial Balance.
Itispossible that aposting has been omitted. Similarly, check the postings
of al amounts equal to half the difference. It is possible that the amount has
been posted on the wrong side of the concerned account.

h)  See that correct amounts have been brought forward from the previous
pages.

)  Verify that al opening balances have been correctly entered in various
accounts.

j)  Compare the current year’s Trial Balance with that of the previous year. Any
variation noticed should be carefully checked.

The procedure outlined above, if carefully followed, should normally reved al the
errors. The errors are then rectified and a Revised Trial Balanceis prepared. If
no other errors exist, the Revised Tria Baanceislikely to tally. However, if the
Revised Trial Balance also does not taly, there is no alternative but to recheck
the entire accounting work done during the year. Sometimes, al these effortsfall
to reved the errors. In such a situation, the difference may be placed to the debit
or credit of a Suspense Account (as the case may be) and you may proceed with
the preparation of the final accounts. Later on, as and when the errors come to
light, they will be corrected through proper rectifying entriesin the journdl.

2.7 ERRORSNOT DISCLOSED BY TRIAL
BALANCE

As stated earlier, the Tria Balance is only areasonable proof (not aconclusive
proof) of the arithmetical accuracy of accounting entries. Thereis no guarantee
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that when the Trial Balance has tallied, there will be no errors left. As a matter
of fact, there are anumber of errors which do not affect the Trial Baance at all.
They are:

1

Errorsof Principle. When atransaction has not been recorded as per the
rules of debit and credit, or some other accounting principle has been ignored,
the errors so arising are called “Errors of Principle’. Example of such errors
ae

i) A credit purchase of afixed asset recorded in the Purchases Journal
instead of the Journal Proper: Thisresultsin debiting the Purchases
Account instead of the concerned fixed asset account. It means that
acapitad expenditure has been treated as arevenue expenditure. This
is an error of principle. This does not disturb the debit-credit
correspondence. Hence, the Tria Balance will not be affected.

i)  Anexpenditureincurred on repairs of machinery debited to Machinery
Account: As per rulesit should have been debited to Machinery Repair
Account, asit isarevenue expenditure. Debiting to Machinery Account
amounts to treating it as a capital expenditure. It istherefore an error
of principle. This also does not affect the Trial Balance because the
debit has been duly recorded, though in the wrong account.

i)  Saary paid to Shyam recorded in the Cash Book as a payment to
Shyam: This results in debiting Shyam’s personal account instead of
the Salaries Account. Thisisalso an error of principle and does not
affect the Trial Balance.

Errorsof Omission: When atransaction is completely or partially omitted
to be recorded in books of account, it is called an *Error of Omission’. If
the transaction is omitted to be recorded in the subsidiary books or its
posting is completely omitted, it is called an “Error of Complete Omission’.
If, however, the posting is done in one account, but omitted to be donein
the other, it is called an “Error of Partial Omission’. For example, if a credit
purchase of goods from Shyam is not recorded in the Purchases Journa or
acredit purchase of furniture from Ram is duly recorded in the Journal
Proper but no posting is done in any of the two accounts involved, then
these will be termed as errors of complete omission. If the purchase of
goods from Shyam isrecorded in the Purchases Journal but is omitted to
be posted in Shyam’s Account, it will be called an error of partial omission.
Other examples of partial omission are: omission in carrying forward the
total from one page to the other, omission to balance an account, and so on.

Theerrorsof complete omission do not, affect the Trial Balance. But
theerrorsof partial omission would certainly cause disagreement of
the Trial Balance because they would lead to either short debit or
short credit.

Some Errorsof Commission: When an error is committed in recording a
transaction in the subsidiary book with awrong amount, or is committed in
posting it to awrong account or to the wrong side of an account, it iscalled
an ‘Error of Commission’. Errors like double posting, wrong totalling of an
account, wrong carry forward, wrong balancing, etc., are aso regarded as
errors of commission. Such errorswill generally affect the Trial Balance.
But, if an error of commission iscommitted while recording atransaction in



any of the subsidiary books, it shall not affect the Trial Balance because
both the debit and the credit are equally affected. Suppose, a machine of
Rs. 5,000 purchased on credit from Gautam is recorded in the journal for
Rs. 5,500. It means both the debit and the credit have been recorded for
Rs. 5,500. Hence, the Tria Balance remains unaffected.

Compensating Errors: Those errors which nullify the effect of each other
are called ‘Compensating Errors’. In other words, compensating errors refer
to such agroup of errors wherein the effect of one error is compensated by
the effect of another error or errors. Such errors do not affect the Tria
Balance. For example, while posting an entry of Rs. 200 to the debit of
Ram’s personal account, we wrongly wrote Rs: 400. Then, while posting an
entry of Rs. 500 to the debit of some other account we wrote Rs. 300. The
first error will result in ahigher debit of Rs. 200 whereas the second error
will result in alower debit of Rs. 200. Thus, the effect of thefirst error is
nullified by the effect of the second error. So the Trial Balance will not
be affected. Take another example. The Purchases Journa is overcast by
Rs. 1,000 which means the Purchases Account will be debited in excess by
Rs. 1,000. The salesfournal aso, by mistake, isovercast by Rs. 1000 which
means the sales account will be credited in excess by Rs. 1000. These two
mistakes together result in excess debit of Rs. 1,000 as well as an excess
credit of Rs. 1,000. Thus, they cancel out each other and the Trial Balance
remains unaffected.

Check Your Progress B

1.
a)

b)

Sdlect one of the following aternatives and tick the correct answer.
Overcastting of Purchases Journa would affect:

)  SaesAccount ()
ii)  Purchases Account ()
ii)  Supplier’s Account and Purchases Account ()

Sales to Benson Rs. 500 posted to his account as Rs. 50 would affect:

)  SalesAccount ()
i)  Benson’s Account ()
i)  Cash Account ()

Salesto Gill recorded in Purchases Journal would affect:

i) SdesAccount ()
ii)  Sales Account, Purchases Account and Gill’s Account ()
ii)  Purchases Account and Gill’s Account ()

Purchases made on credit not recorded at all would affect:

i)  PurchasesAccount ()
ii)  Supplier’s Account ()
ii)  Purchases Account and Supplier’s Account ()
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f)

Amount paid to Billu posted to the credit side of his account would affect:

i)  Billu’s Account ()
i)  CashAccount ()
ii)  Cash Account and Billu’s Account ()

Amount received from Sita Ram posted to the credit of Mela Ram would
affect:

i)  Sita Ram’s Account ()
i)  Mela Ram’s Account ()
i) Sita Ram’s Account and Mela Ram’s Account ()

Give two examples of errors of principle.

A few errors committed in Ahluwalia’s books of account are given below.
Statewhich errors would affect the Trail Balance.

a) Sdesof Rs. 950 to Ram completely omitted from books of account.

b) Purchasesof Rs. 720 from Shyam entered in the Purchases Journa as
Rs.700.

¢) Purchases Journa isovercast by Rs. 1,000.

d) SdesReturnsJournad isundercast by Rs. 200.

€) Amount paid to Agarwal wrongly posted to the debit of Mittal’s Account.
f) Bank overdraft shown under debit column in the Trial Balance.

g) Sdesof Rs. 500 to Sadiq entered in Sales Journal as salesto Mushtaq.

h)  Wages paid for installation of machinery debited to Wages Account.

2.8 ADVANTAGES OF A TRIAL BALANCE

The following advantages accrue from aTrial Balance:

1

71

It is areasonable proof of the arithmetical accuracy of accounting entries. If
thetwo sides of aTria Balancetaly, it is an indication that the books of
account are arithmetically correct. Of course, there may till be some errors
|eft.



2. It contains the balances of all ledger accounts on aparticular date. Thusiit
serves as asummary of the results of al transactions during the period. The
position of each account can be judged smply by looking at the Trid Balance.
The ledger may be referred only if some further details are required in
respect of a particular account.

3. Itactsasabasisfor preparing thefina accountsi.e., Profit & LossAccount
and the Balance Sheet. Of course, one can prepare these statements even
by taking each balance directly from the ledger. But, that will be too
cumbersome.

4. Regular preparation of atrial balance ensuresthat the accounting staff will
work carefully. They will keep the accounts up to date and strive hard to
avoid mistakes.

29 LIMITATIONSOFATRIAL BALANCE

Thefollowing can be considered as the limitations of Trial Baance:

1. Tria balance does not disclose all types of errors. Certain types of errors
remain undetected even when the Trial Balance tallies. Hence, it isnot a
conclusive proof of the accuracy of the books of account.

2. A Tria Baance does not provide any additional information. You can not
have any idea about the net result of the trading activity or about the financia
position directly from the Trial Balance. Thus, the Trial Balance serves a
limited purpose only.

Notwithstanding the limitations expressed above, the Triad Balance servesa
useful purpose as a preparatory step in the preparation of final accounts.

2.10 RECTIFICATION OF ERRORS

Any error when located must be rectified. However, the rectification should not
be made by overwriting or by striking off the wrong entry. Thiswould destroy the
authenticity of the books of account. Hence, the errors should aways be corrected
by making suitable entries called rectifying entries. For purposes of rectification,
the errors are divided into two categories. (i) one-sided errors, and (ii) two-sided
errors.

One-sided Errors: Certain errors affect only one side of an account, either the
debit side or the credit side. Such errors are called ‘one-sided errors’. Examples
of one-sided errors are:

)  Rs. 100 received from Deshmukh was posted to his account as Rs. 10. It
means Deshmukh’s Account has been credited with Rs. 10 instead of Rs.
100 and thereisno mistake in the Cash Book. Thus, this error has affected
only one side of an account.

i)  Thw Purchase Book is overcast by Rs. 1000. Thiswill affect the debit side
of Purchases Account where the total of the Purchases Book is posted, and
no other account is affected.

Two-sded Errors: Certain errors may affect two or more accounts. Such errors
are called ‘two-sided errors’. Examples of two-sided errors are:

) A credit sale of Rs. 1,080 to Anand was wrongly recorded in the Sales
Book for Rs. 1,800. This error will affect two accounts viz., Anand’s Account
and Sales Account. Anand’s Account has been debited by Rs. 1,800 instead
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of Rs. 1,080. The Sales Account has also been credited by an additional
amount of Rs. 720 (Rs. 1,800—Rs. 1,080),because the Sales Book shows
ahigher totd.

i) A sale of Rs. 500 made to Kamal has been posted on the debit side of
Kishore’s Account. This error will affect two accounts viz., Kamal’s Account
and Kishore’s Account. An entry of Rs. 500 does not appear on the debit
side of Kamal’s Account whereas Kishore’s Account has been wrongly
debited with that amount.

2.10.1 Rectification of One-sided Errors

Generally errors are corrected by passing suitable journal entries. You know
passing ajourna entry means debiting one account and crediting another. But in
the case of one-sided error only one account isinvolved. So it cannot be corrected
by passing journa entry. It is rectified by noting the correction on the appropriate
side. Take the first example of one-sided error. Deshmukh’s Account was credited
short by Rs. 90. Thiswill be corrected by an additional entry for Rs. 90 on the
credit side of his account asfollows:

Deshmukh’s Account

Dr. Cr.
By Differencein amount Rs.
received fromhim postedon...... 90

In the second example of one-sided error, the Purchases Account is debited in
excesshy Rs. 1,000. Thiswill be corrected by crediting the Purchases Account
with Rs. 1,000 asfollows:

PurchasesAccount
Dr. Cr.

By Overcasting of Purchases Rs.
Book for themonth of ......... 1,000

Thewrongtota inthe PurchasesBook will becircled with red ink and the correct
total entered aboveor bel ow thecircle. The person doing therectification will also
put hisinitids.

Let ustakeafew more examples of one-sided errors and study how they will be
rectified.

1. TheSalesReturnsBook for the month of Junewasundercast by Rs.
10: You know the periodical total of the SalesReturnsBook is posted to the
debit sdeof Sdes ReturnsAccount. So, amistakeintotalling the SalesReturns
Book will affect only the Sales ReturnsAccount. It has been debited short by
Rs. 10. So, thiserror can be corrected by an additional entry for Rs. 10 onthe
debit sideof Sales ReturnsA ccount asshown bel ow:

Sales ReturnsAccount
Dr. Cr.

To Undercasting of SalesReturns Rs.
Book for themonth of June 10




2.

A payment of Rs. 1,000 towardsinterest was posted twiceto I nter est
Account : You know wheninterest ispaiditisrecorded on thecredit side of
the Cash Book and posted On the debit side of Interest Account. Theerror
liesin repesting the posting to interest Account. Thus, it hasaffected only the
Interest Account which now shows an excessdebit of Rs. 1,000. Thiswill be
corrected by crediting the Interest Account with Rs. 1,000 asfollows:

I nterest Account
Dr. Cr.
By DoublepostingfromCash | Rs.
Bookon...... now, rectified |1,000
3. Areceipt of Rs. 300 towar dscommission wasomitted tobeposted : You

Dr.

know receipt of commission isrecorded on the debit side of the Cash Book
and posted onthe credit side of the Commission Account. Theerror liesin
omitting to post. Hence, it hasnot been credited by Rs. 300. Thiserror canbe
corrected by making the posting now as shown below:

Commission Account

Cr.

By Omissionof pogingfrom | Rs.
CashBook ............. 300

Dr.

A credit salefor Rs. 1,000to Tiwari wasposted tothecredit sideof his
account: You know acredit saleisentered in the SalesBook and posted on
the debit side of the customer’s account from the Sales Book. This error relates
to posting on wrong side of Tiwari’s Account. His account should have been
debited and not credited. To correct thiserror, we have not only to removethe
wrong credit of Rs. 1,000 from hisaccount but also give adebit of Rs. 1,000
to his account. Hence, the error can be rectified by debiting Tiwari’s Account
with doubletheamount i.e. Rs, 2,000 as shown below:

Tiwari’s Account

Cr.

To Posting of salesmadetohimon Rs.

creditsideon....... Now rectified |2,000

Check Your Progress C

1

2.

What do you understand by one-sided error?

Thefollowing errorshave been committed in the books of account.
i)  Purchase Book wasovercast by Rs. 500.
i) SalesBook wasundercast by Rs. 600.
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i)  Payment made to Krishnahas not been posted to hisaccount.
iv) Rs. 675 received from Rahul was posted to the debit of hisaccount.

V) Atota of Rs. 67 inthediscount allowed column of the Cash Book was
postedto the Discount Allowed Account asRs. 76.

vi) Payment of Rs. 750 towards salarieswas posted twiceto Sd ariesAccount.
3. Youarerequiredto answer thefollowing questions.

a Statethenameof the account affected by each error.

b) Statehow youwill rectify eacherror.

2.10.2 Rectification of Two-sided Errors

You havelearnt that one-sided errorsare corrected by noting the Correction onthe
appropriate side of the account affected by the error. These cannot berectified by
suitablejournal entriesbecause only oneaccount wasinvolved. But, thetwo-sided
errorsaremostly rectified by journa entries. It isbecause such errorsaffect two or
more accountsand in most casesthedebit and credit areequally affected. Takethe
case of first example of two-sided errorsgiven earlier. A credit sdleof Rs. 1,080to
Anand waswrongly recorded in the SalesBook as Rs. 1,800. Thetwo accounts
affected are: (i) Anand’s Account which shows an excess debit of Rs. 720, and (ii)
SalesAccount which stands credited in excessby Rs. 720. Torectify thiserror, we
must credit Anand’s Account with Rs. 720 and debit the Sales Account with Rs.
720. So, ajournal entry can be passed asfollows:

Rs. Rs.
SalesAccount Dr. 720
ToAnand 720

(Being salesof Rs. 1,080 to Anand wrongly recorded inthe
SalesBook asRs. 1,800, now rectified)



Take the second example of two-sided errors given earlier. A sale of Rs. 500
made to Kamal was posted to the debit side of Kishore’s Account. The two
accounts affected are: (i) Kamal’s Account which has not been debited by Rs.
500, and (i) Kishore’s Account which has been wrongly debited with Rs. 500.
To rectify this error we have to debit Kamal’s Account with Rs, 500 and credit
Kishore’s Account with Rs. 500. So, journal entry for the rectification of this error
will be asfollows:
Rs. Rs.

Kamd Dr. 500

To Kishore 500
(Being rectification of wrong
debit to Kishore for sale made to Kamal)

Now let ustake afew more examples of two-sided errors and see how they will
be rectified

1. Saleof old machinery to Chakraborty for Rs. 600 waswrongly entered
in the Sales Book. You know the correct entry for this transaction would

be asfollows:
Rs. Rs.
Chakraborty Dr. 600
To Machinery Account 600
Instead of the above entry, the transaction was recorded as
Rs. Rs.
Chakraborty Dr. 600
To Sales Account 600

Thus, debit to Chakraborty’s Account is correctly given. But is has affected two
other accounts (1) Machinery account: which has not been credited, and (iii) Sales
Account which has been wrongly credited. This can be rectified by debiting the
Sales Account since it has been wrongly credited, and crediting the Machinery
Account which has not been credited. Hence, arectifying entry can be passed

Rs. Rs.
SalesAccount Dr. 600
To Machinery Account 600

(Being rectification of wrong credit to sales for the sale of old machinery)

2. A credit saleof Rs. 7,600 to Sharma was recorded in the Sales Book
for Rs. 6,700: It means the entry in the Sales Book has been made with
Rs. 900 (Rs. 7,600 — Rs. 6,700) short. So, this error has affected two
accounts: (i) Sharma’s Account which is having a short debit of Rs. 900, and
(i) the Sales Account which is having a short credit of Rs. 900. It can be
rectified by debiting Sharma’s Account and crediting Sales Account. The
rectifying journal entry will be asfollows:

Rs. Rs.
Sharma Dr. 900
To Sales Account 900

(Being the rectification of a credit sale for Rs. 7,600 wrongly recorded as
Rs. 6,700)
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3. A credit sale of Rs. 2,000 to Sinha was wrongly passed through the
Purchases Book. This should have been recorded in the Sales Book and
the correct entry would have been:

Rs. Rs.
Snha Dr. 2,000
To Sales Account 2,000
Since it was wrongly passed through Purchases Book, the effective entry is:
Rs. Rs.
Purchases A ccount Dr. 2,000
To Sinha 2,000

By comparing the above two entries, you will notice that:

i) Sinha’s Account which should have been debited with Rs. 2,000 is actually
credited with Rs. 2,000. So, to rectify thiserror in his account. You have to
debit Sinha’s Account with double the amount—Rs. 2,000 to cancel the
wrong credit and another Rs. 2,000 to give the correct debit.

i)  SalesAccount has not been credited with Rs. 2,000. So, to rectify error, the
Sales Account should now be credited with Rs. 2,000.

iii)  Purchases Account has been wrongly debited with Rs. 2,000. So, to rectify
this error, the Purchases Account should be credited with Rs 1000.

After identifying the three accountsinvolved and nature of correction required in
each account, you can easily make out the rectifying journal entry. Thiswill as
follows

Rs. Rs.

Snha Dr. 4,000
To Purchases Account 2,000
To Sales Account 2,000

(Being the rectification for a credit sale wrongly passed through the Purchases
Book)

4. Repairsto machinery amounting to Rs. 400 was wrongly debited to
Machinery Account : You know when routine repairs are made, such
expenditure is debited to Repairs Account and not to the concerned asset
account. So, inthis case the debit should have gone to Repairs Account and
not to Machinery Account. To rectify this error, we should now debit the
Repairs Account and credit the Machinery Account. Thus, the rectification
entry will be:

Rs. Rs.
Repairs Account Dr. 400
To Machinery Account 400
(Being the rectification of wrong debit to Machinery Account for routine repairs)
[llustration 4
How would you rectify the following errorsin the books of Kiran & Co.?
1. The Sales Returns Book has been undercast by Rs. 500.



2. Thetota of theBillsRecevable Book amounting Rs. 4,500 has been posted
tothecredit of BillsReceivableAccount.

3. Whileposting Purchases Book to theledger, the personal account of Kumar
hasbeen credited with Rs. 221 instead of Rs. 212.

4. Rs. 10,000 paid for the purchase of a TV set for the proprietor is debited
to General Expenses Account.

5. Anamount of Rs. 1,000 paid by Pran has been credited to the account of
Pranest.

6. Goods sold to Inder for Rs. 1,200 have been entered in the Purchases
Book.

Solution:

1. Thiserror will berectified by entering Rs. 500 on the debit side of Sales
Returns Account by writing “To Undercasting of Sales Returns Book for.
the Month of ....................Rs. 500”.

2. Thiserror will berectified by entering an amount of Rs. 9,000 on the debit
side of Bills Receivable Account by writing “To Wrong posting of the total
of Bills Receivable Book on the opposite side ........................ Rs.
9,000”.

3. Kumar’s Account has been credited with an excess amount of Rs. 9 (Rs.
221— Rs. 212). Thiserror will be rectified by debiting his account with
Rs. 9 by writing “To Difference in amount posted from the Purchases Book
ON cevveveiiiiiieeeeeenn . .RS97

4. Thefollowing journd entry isrequired for rectification:

Rs. Rs.
DrawingsAl/c Dr. 10,000
To General Expenses A/c 10,000
(Being rectification of purchase of TV wrongly debited to
Genera ExpensesA/c)
5. Thefollowingjournal entry isrequired for rectification:
Rs. Rs.
Praneet Dr. 1,000
To Pran (Being rectification of wrong credit to 1,000
Praneet for the amount paid by Pran)
6. Thefollowingjournal entry isrequired for rectification:
Rs. Rs.
Inder Dr. 2,400
To Purchases Alc 1,200
To SalesAlc 1,200
(Being rectifying entry for sale to Inder wrongly entered
in the Purchases Book)
[llustration 5

How would you rectify the following errors:
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1. Rs 3,000 received from the sale of old machinery has been wrongly posted
to Sales Account.

2. Rs. 600, the cost of repairing the machinery has been wrongly charged to
Machinery Account.

3. Goods purchase for Rs. 500 from Sanjay has been wrongly debited to
Furniture Account.

4. Asales of Rs. 600 has been wrongly credited to the customer’s account.

5. A payment of Rs. 460 on account of rent has been posted twice to the Rent
Account.

6. Anitemof Rs. 197 has been debited to a personal account as Rs. 179.

Solution:

1. Thefollowingjourna entry isrequired for rectification:

Rs. Rs.
SalesAlc Dr. 3,000
To Machinery Alc 3,000
(Being rectifying entry for sale of
old machinery credited to SalesA/c)
2. Thefollowingjournal entry isrequired for rectification:
Rs. Rs.
Repairs Alc Dr. 600
To Machinery Alc 600
(Being rectification of wrong debit to
Machinery A/cinstead of RepairsA/c)
3. Thefollowingjournal entry isrequired for rectification:
Rs. Rs.
PurchasesAlc Dr. 500
To Furniture A/c 500
(Being rectifying entry for purchase
wrongly debited to Furniture A/c)

4.  This error will be rectified by debiting the customer’s account with Rs. 1,200
(double of Rs. 600) by writing “To Wrong posting from Sales Book on the
credit side on ................. Rs. 1,200~

5. Thiserror will be rectified by entering Rs. 460 on the credit side of the Rent
Account by writing “By Double posting from Cash Book on ....Rs. 460

6. Thepersonal A/c has been debited Rs. 18 short (Rs. 197-179). To rectify

this error, the personal A/c will be debits with the difference by writing “To
Difference in amount posted on .............c.ccveevnnne Rs. 18”.

Check Your Progress D

1

Following errors have been detected:

a A credit purchase of goods from Chetan amounting to Rs. 15,000 has been

wrongly passed through the Sales Book.



b) A Sale of an old Typewriter for Rs. 800 was passed through the Sales Trial Balance
Book.

c) Rs. 700 withdrawn for personal use has been debited to General Expenses
Account.

d) A creditsdeof Rs. 2,300to0 Zatin wasomitted from Sales Book.

€) Purchase of awooden cupboard for Rs. 3,000 has been passed through the
Purchases Day Book.

You arerequired to answer thefollowing questions.

1. Incaseof each error namethe accounts affected.

B) 1) bbb
1) SR
D) D) e
1) ettt
(o) I ) TSP
1) ettt
(0 ) ) TSP
1) ettt
<) I ) SRR
1) ettt
2. Incaseof each error, writethe effect on theaccountsinvol ved.
) R ) SRS
1) ettt
o) T ) TSRS
1) ettt
(o) I ) PR
1) SR
o) ) S
1) SR
<) I ) IS
1) SR

2.11 SUSPENSE ACCOUNT AND RECTIFICATION

You have learnt the method of rectifying the errors. This method is used for
rectifying the errors located before preparing the find accounts. After the corrections
have been made, arevised Trial Balanceis prepared which should normally tally.
But, if it does not tally, it means there are still some errors which have not been 80
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detected. As considerable time and effort have aready been spent in locating and
rectifying the errors, it may not be possible to wait any longer becauseit will delay
the preparation of fina accounts. Hence, in such situation the usua practiceisto
place the difference to Suspense Account and tally the Trial Balance for the time
being. If the total of the debit column in the Trial Balance is more than the total
of its credit column, the differenceis placed to the credit of Suspense Account
and the Trid Baance will tally. Similarly, if the credit column total is more than
the debit column tota, the differenceis placed to the debit of Suspense Account.
The Suspense Account thus created is shown in the Balance Sheet and is carried
forward to the next year.

Note that the Suspense Account is not the result of any transaction. It merely
represents the net effect of errorswhich still remain undetected. Therefore, during
the next accounting year, after the errors are located and rectified, the Suspense
Account will get closed. Let us now understand how errors will be corrected
during the next year. Asfor the two sided errors, there is no change in the method
of rectification. These errors do not affect the agreement of Trial Balance and
hence do not involve the Suspense Account. They are rectified by means of the
journal entries as usual. Thisis not the case in respect of one-sided errors. When
one-side errors were to be corrected before preparing the Trial Balance we did
it by writing an appropriate note in the concerned account. But, when they are
to be corrected during the next year i.e., after Suspense Account has been
created, the rectification will be through an appropriate journal entry. The one-
sided error usually affects only one account. So to pass a journa entry for
rectification of such error, we shall now take Suspense Account as the other
account involved. For example, Rs. 580 received from Shyam were posted to his
account as Rs. 850. It means Shyam’s Account is to be debited with Rs. 270.
You can now pass the following journal entry to rectify this error:

Rs. Rs.
Shyam Alc Dr. 270

To Suspense Account  (Being rectification entry) 270

Thus al errors, whether they are two-sided or one- sided will now be rectified
by means of journal entries.

Let us assume that abusinessman could not tally his Trial Balance. The difference
of Rs. 1 between the totals of the two columns was put against the Suspense
Account on its debit sde and the Trid Balance was madeto taly temporarily. The
Suspense Account was carried forward to the next accounting year. The following
errors were then located:

1.  Anamount of Rs. 99 was omitted to be posted to the credit of a customer’s
account from the Cash Book.

2. The Sales Book was overcast by Rs. 100.

Thefirg error involved the omission of posting to the credit of customers account.
So, to rectify this error, you will have to credit customer’s account with Rs. 99.
Asthe Suspense Account isin existence, the corresponding debit would be given
to the Suspense Account. Thus, the journal entry will be:



Rs. Rs.

SuspenseA/c Dr. 99
To Customer’s A/c 99
(Beingtherectification of omissonin posting)

The second error refersto SalesBook being overcast by Rs. 100. It meansthat the
SalesAccount has been credited with Rs. 100 in excess. Torectify thiserror, the
SaesAccount will haveto be debited with Rs. 100. Thecorresponding credit would
be given to SuspenseAccount. Therectifying entry will be:

Rs. Rs.
SalesAlc Dr. 100
To SuspenseA/c 100
(Beingtherectification of overcastting in Sales Book)

The SuspenseA ccount, after posting the two rectification entries, would appear as
follows

SuspenseAccount
Dr. Cr.
Rs. Rs.
ToDifferenceinTria Balance 1 By SalesA/c 100
To Customer’s Alc 199
100 100

With the posting of thetwao rectification entriesthe SuspenseA ccount got closed.
Notethat the opening balance in SuspenseAccount Simply showsthe net effect of
these errors. Sometimes, the balance of Suspense Account isnot given. In
that caseit can beworked out after completingtheposting of ther ectification
entries.

Supposeinthe above exampl e, theamount with which the Suspense Account was
opened wasnot given. Leavethefirst lineblank on both the debit and credit sides of
the SuspenseA ccount and post therectification entries. Thedifferencebetweenthe
totalsof two sdeswill be cons dered asthe ba ance with which the Suspense A ccount
wasopened. Thisisbased ontheassumption that thereareno moreerrorsremaining
undetected.

Look at illustrations 6, 7 and 8 and study how errorsarerectified when Suspense
Accountisinexistence.

[llustration 6

TheTria Baanceof Sivadid not taly. The credit sdeexceeded by Rs. 1,455. This
amount was entered in the debit column against SuspenseAccount and the Trial
Balancewasmadetotally.

Later, thefollowing errorswerediscovered.

1. GoodsworthRs. 1,250 were sold to Mahesh on credit. Thiswasentered in
the SalesBook but wasnot posted.

2. Goodsworth Rs. 313 werereturned by Ahmed. Theamount was credited to
hisaccount but was not recorded in the Returns Inwards Book.

Trial Balance
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Accounting Process 3. Mangj paid Rs. 670 but hisaccount waswrongly credited with Rs. 607.

4. Anamount of Rs. 375 owed by Dinesh was omitted from the schedul e of
Sundry Debtors.

5. TheSalesBook wasundercast by Rs. 420.

Rectify theerrorsand show the SuspenseAccount.

Solution:
JOURNAL
Rs. Rs.
1. Mahesh Dr. 1,250
To SuspenseA/c (Being salesto 1,250
M ahesh not posted)
2. Returns InwardsA/c Dr. 313
To SuspenseA/c 313
(Being goodsreturned not recorded in
Returnsinwards Book though credited to
persona account)
3. SuspenseAlc Dr. 63
ToManoj (Being Cash paid by 63
Manoj underposted)
4. Sundry DebtorsA/c Dr. 375
To Suspense A/c (Being Dinesh’s 375
debit omitted from thelist of Sundry Debtors)
5. SuspenseAlc Dr 420
To SalesA/c (Being rectification of 420
overcastingin SalesBook)
SuspenseAccount
Dr. Cr.
Rs. Rs.
ToDifferenceinTrid Baance| 1,455 | ByMahesh 1,250
ToManoj 63 | ByReturnsinwardsA/c 313
ToSdesAlc 420 | Sundry DebtorsAlc 375
1,938 1,938

[llustration 7

Kishan, the accountant, found certain errors in the books. He transferred the
differenceintheTrial Balanceto thecredit of aSuspenseAccount. Subsequently,
thefollowing errorswere discovered. Passthe necessary journal entriesto rectify
the errorsand show the SuspenseAccount.

1. Anamount of Rs. 300 paid as Commission was not posted to Commission
Account.

%3 2. Rs. 3,400 paid towardsrent waswrongly entered inthe Rent A/c as Rs. 4,300.



3. Discount Received column of the Cash Book wasundercast by Rs. 100.

4. Cash salesnot posted to the SalesAccount amounted to Rs. 1,000.

Solution:
JOURNAL
Rs. Rs.
1 CommissionA/c Dr. 300
To SuspenseAlc 300
(Beingtheomission of postingto
commissionA/crectified)
2. SuspenseAlc Dr. 900
ToRentAlc 900
(Being excessdehit to Rent Account
now rectified)
3. Suspense A/c Dr. 100
To Discount ReceivedA/c 100
(Beingrectification of undercastinginthe
discount recei ved column of the Cash Book)
4. SuspenseAlc Dr. 100
ToSdesAlc 100
(Being theomission of postingto saes
account now rectified)
SuspenseAccount
Dr. Cr.
Rs. Rs.
ToRentAlc 900
To Discount Received A/c 100 | ByBaanceb/d 1,700
(baancingfigure)
ToSdesAlc 1,000 [ ByCommissonAl/c 300
2,000 2,000
[llustration 8

Rectify thefollowing errors assuming that a SuspenseAccount was opened.

1. ApurchasemadefromAnthony & Co. for Rs. 8,000 was not entered in the

Purchases Book.

a »c W DN

Account.

An amount of Rs. 500 received from Mr. Roy was credited to Ray’s A/c.
A sdeof Rs. 600 to Gopal was debited to hisaccount as Rs. 6,000.
Sdariespaid amounting to Rs. 1,000 waswrongly debited to WagesA ccount.

Rs. 450 received on account of interest standswrongly credited to Commission

Trial Balance

84



Accounting Process 6. Thetotal of Returns Outwards Book amountingto Rs. 560 washot postedin
theledger.

7. Acredit saleof Rs. 250 to Rakesh waswrongly credited to hisAccount.
8. A creditsaleof Rs. 520 to Madhu debited to him asRs. 250.
9. A credit purchasesfrom Kailash of Rs. 400 wasdebited to him.

10. In Cash Book, thetota of Discount Allowed column of Rs. 304 has been
carriedforward asRs. 403.

JOURNAL

Rs. Rs.

1. PurchasesAlc Dr. 8,000

ToAnthony & Co. 8,000
(Beingthe omission of credit purchases,
now rectified)

2. | Rey Dr. 500

To Roy 500
(Being credit given to Ray’s account instead of
Roy’s account, now rectified)

3. | SuspenseAlc Dr. 5,400

To Gopal 5,400
(Being excess debit given to Gopal’s A/c,
now rectified)

4. | SdariesAlc Dr. 1,000
ToWagesAlc 1,000

(Being debit toWagesA/c instead of

SdariesA/c, now rectified)

5. | CommissionA/c Dr. 450
To Interest A/c 450

(Being credit givento CommissionA/c

instead of interest A/c, now rectified)

6. | SuspenseA/c Dr. 560
To Returns OutwardsA/c 560

(Beingtheomisson of posting total of

Returns Outwards Book, now rectified)

7. | Rakesh Dr. 500

To SuspenseA/c 500
(Beingwrong credit givento Rakesh,
now rectified)

8. | Madhu Dr. 270

To SuspenseAlc 270
(Being short amount debited to
Madhu now rectified)
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9. | SuspenseAlc Dr. 800 Trial Balance
ToKailash 800

(Beingdebit giventoKailashinstead

of credit, now rectified)

10.| SuspenseAlc Dr. 99
ToDiscount AllowedA/c 99

(Being excessamount carried forwardin
Cash Book, now rectified)

SuspenseAccount
Dr. Cr.
Rs. Rs.
To Gopa 5,400 | By Baanceb/d (baancing figure) 6,089
ToReturnsOutwardA/c | 560 | By Rakesh 500
ToKailashAlc 800 | By Madhu 270

To DiscountAllowedA/c 99

6,859 6,859

Check Your ProgresskE

1. Thefollowingerrorswerefoundinthebooksof Raghavan. TheTrial Baance
was out by an excesscredit of Rs. 3,720. Thedifference hasbeen placed to
thedebit of SuspenseAccount.

a) Thediscount column of the Cash Book onthedebit Sdehasbeen overcast
by Rs. 25.

b) A credit sale of Rs. 1,525 to Rajesh has been wrongly posted to the
credit of hisaccount.

c) Thetota of the Purchases Returns Book hasbeen overcast by Rs. 605.
d) A sumof Rs. 784 received from Nagesh has been posted to hisaccount

asRs. 874.
S. No. Account to bedebited Account tobecredited
B e e
D) e
C) e e s
) s
2.12 EFFECT OF RECTIFYING ENTRIES ON

PROFITS

You have seen that the creation of Suspense Account helpsin talying the Tria
Balance and avoiding delay in the preparation of final accounts. The errors till
remain to be detected and rectified. So, the Profit and Loss Account prepared
from such Trial Baanceis subject to the undetected errors. The profit thus arrived
at may be less or more than the actual profits. Similarly, when the errors are 86
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detected and rectified during the next year, the rectifying entrieswill have their
effect on the profit of the next year.

The profit is affected only if the errors involve accounts which usualy appear in
the Trading and Profit and Loss Account (nominal accounts) and not those which
appear in the Balance Sheet (real and personal accounts).

Let us understand it with the help of an example. Suppose Rs. 24,000 paid for
salaries during 2017 was posted to the Salaries Account as Rs. 20,400. This
error has resulted in short debit of Rs. 3,600 to Salaries Account and so the
sdaries charged to Profit and Loss Account are short by Rs. 3,600. Thiswould
overstate the profits of 2017. When this error will be detected in 2018 and the
rectifying entry passed, Rs. 3,600 will be added to salaries of 2018 and so the
profit of 2018 will be decreased by Rs. 3,600. Thus, both the errors and the
rectifying entries affect the profit. The effect of rectifying entrieswill bethe reverse
of the effect of errors.

The effect of errors and their rectification on the profits has been presented in a
summarised form in Table 7.1.

Table2.1: Effect of Errorsand Rectifying Entrieson Profits

Natureof Error Effect of Error on Effect of Rectifying
in Nominal Accounts Profit Entry on Profit
Excessdehit reduces Increases
Excesscredit Increases reduces

Short debit Increases reduces

Short credit reduces increases

Omission of debit increases reduces

Omission of credit reduces increases

Look atillustration9. It showsrectifying entriesand their effect on profits.
[llustration 9

A businessman findsthat hecouldtaly hisTria Balanceof 2017 only by openinga
SuspenseAccount. During 2018, he discovered thefollowing errors:

1. TheDiscount Allowed column of the Cash Book was overcast by Rs. 25.

2. Sdeof old machinery amounting to Rs. 550 had been credited to SalesA/c.
3. A Sdeof Rs. 780 to Ahmed had been debited to his account as Rs. 870.
4

Thetota of Bill Payable Book amountingto Rs. 4,000 for the month of June
wasnot posted into theledger.

Rectify the aboveerrorsand prepare the SuspenseA/c. Also explain the effect of
rectifying errorsontheprofitsof 2018.



Solution:

JOURNAL
Rs. Rs.
1. SuspenseAl/c Dr. 25
To Discount AllowedA/c 25
(Beingtherectifying entry for
overcasting of discount allowed column)
2. SadesAlc Dr. 550
To Machinery Alc 550
(Beingtherectifying entry for salesof
Machinery wrongly credited to SalesAccount)
3. SuspenseAl/c Dr. 90
ToAhmed 90
(Being rectifyingentry for excess
debit to Ahmed’s Account)
4. Suspense Alc Dr. 4,000
To Bill PayableA/c 4,000
(Beingtherectifying entry for omission
of posting of thetotd of BillsPayable Book)
SuspenseAccount
Dr. Cr.
Rs. Rs.
ToDiscountAllowedAl/c 25 | By Balanceb/d (bdancingfigure) | 4,115
ToAhmed 90
ToBillsPayableA/c 4,000
4,115 4,115
Effect on Net Profit of 2018
Rectifying Entry I ncreases Decr eases
Rs. Rs.
1 Credit to Discount Allowed A/c 25 —
2. Debit to SalesA/c — 550
3. Nonomina A/cisinvolvedAlc — —
4. No nomind account isinvolved — —
25 550
Net decreasein Profits 525

Intheaboveillustration, you observed that errorswere committed during 2017 and
therectifying entrieswere passed in thebooksof 2018. Thisunnecessarily affected
theprofitsof 2018. Inorder that the profitsof theyear inwhichrectifying entriesare
passed isnot affected, anew account called Profit and LossAdjustment Account is
opened. Now, dl amountswhich areto be debited or credited to nominal accounts

Trial Balance
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intherectifying entrieswill bedebited or credited to the Profit and LossAdjustment
Account. Theba anceof the Profit and LossAdjustment Account isdirectly adjusted
in Capital. The current year’s profit will thus remain unaffected.

Therectifying entries 1 and 2 of illustration 9 which involve debit and credit to
nominal accountscan now beshownasfollows:

JOURNAL
Rs. Rs.
1 SuspenseAl/c Dr. 25
To Profit and LossAdjustment A/c 25
(Beingtherectification of overcasting
thediscount allowed column)
2. Profit & LossAdjustmentA/c Dr. 550
To Machinery Alc 550
(Beingtherectification for wrong
credit givento SalesAccount)
TheProfit and LossAdjustment Account will beasfollows:
Profit and L ossAdjustment Account
Dr. Cr.
Rs. Rs.
ToMachineryAlc 550 | By SuspenseA/c 25
By Capita A/c (Transfer) 525
550 550

Check Your ProgressF

1

Statehow therectification of thefollowing errorswill effect theprofits. Assume
that a SuspenseAccount hasbeen created.

)

)

Thetotal of the discount alowed column of the Cash Book, amounting to
Rs. 40, had been posted to the credit of Discount Received Account.

Account.



V) Achequefor Rs. 100 recei ved from Mohinder, had been recorded inthe
Cash Book, but it was not posted to Mohinder’s Account.

2.13 LET US SUM UP

1

10.

11.

12.
13.

It is necessary to prepare a Trid Baance before preparing the find accounts.
It verifiesthe arithmetical accuracy of the books of account.

When aTria Balance does not taly, it means that there are errorsin books
of account. A series of steps are taken to locate errors.

There are certain errors which affect the Trial Balance and there are some
which do not.

Errorsof principle, errors of complete omisson, certain errors of commission
in subsidiary books, and the compensating errors are not disclosed by the
Trid Baance.

Though the Trial Balance hasiits limitations, it is useful in ensuring the
arithmetical accuracy of the books of account.

When the Trid Baance does not tally it meansthat there are errorsin the
books of account. Attempts are made to |locate the errors and rectify them.

One-sided errors which affect only one account are rectified by means of
asuitable note on therelevant sidein the concerned account.

Two-sided errors, involving two or more accounts, are rectified by means
of journd entries.

If the Tria Balance does not tally even after the detected errors have been
rectified, the differenceis put against a Suspense Account to avoid delay
in preparing thefina accounts.

The Suspense Account is carried forward to the next accounting year and
as and when the errors are located, they are rectified.

When the Suspense Account is in existence, al errors are rectified by
means of journal entries.

When all the errors are rectified, the Suspense Account gets closed.

When errors are rectified during the next account year, the rectification
entries involving nomina accounts affect the profits of the next year. To
avoid such effect, Profit and Loss Adjustment Account can be opened and
its balance is directly adjusted in capital.

2.14 KEY WORDS

Compensating Errors : A group of errors wherein the effect of an error is
counter-balanced (or compensated) by the effect of one or more errors, as a
result of which the agreement of Trial Balance remains unaffected.

Trial Balance
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Errorsaof Principle Anerror committed by ignoring or misgpplying some principles
of accounting while recording atransaction in the books of account.

Errorsof Complete Omission: Anerror committed in completely omitting to
record a transaction in the books of account.

Errorsof Partial Omission : Anerror committed in omitting to post one aspect
of an entry in the ledger.

Errorsof Commission : A clerical error committed while recording or posting
of atransaction.

One-sided error : An error which affects the debit or credit side of one account
only.

Profit and L ossAdjustment Account : An account opened for avoiding the
effect of rectifying entries in respect of previous year’s errors on the profit or loss
of the current year.

Suspense Account @ An account opened to make the Trial Balance tally
temporarily. It represents the net effect of undetected one-sided errors.

Two-sided errors: An eror which involves two or more accounts and both the
debit and credit aspects.
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2.16 ANSWERSTO CHECK YOUR PROGRESS

A2 (a) Debit (b) Debit (c) Debit (d) Debit (€) Debit (f) Credit
(g) Credit (h) Debit (i) Debit (j) Credit (k) Debit () Debit
(m) Debit (n) Debit (0) Debit (p) Credit

B1 (@i (b)ii (c)ii(d)iii (e)i (f)ii
B4 Errors (¢), (d) and (f) would affect the Trial Balance
C2 a i) PurchasesAccount




D1

b)

b)

b)

i) SalesAccount

iii) Krishna’s Account

iv) Rahul’s Account

v) DiscountAllowed Account

vi) SdariesAccount

) Credit PurchasesAccount with Rs. 500
i) Credit SalesAccount with Rs. 600

iii) Debit Krishna’s Account

Iv) Credit Rahul’s Account with Rs. 1,350
v) Credit Discount AllowedAccount with Rs. 9
vi) Credit SalariesAccount with Rs. 750
i) Chetan’s Account

if) PurchasesAccount

iii) SalesAccount

i) Typewriter Account

if) SalesAccount

i) DrawingsAccount

il) General ExpensesAccount

) Zatin’sAccount

if) SalesAccount

1) FurnitureAccount

i) PurchasesAccount

) Chetan’s Account debited with Rs. 15,000 instead of being credited.

i) PurchasesAccount not debited with Rs. 15,000
iif) SalesAccount credited in excesswith Rs. 15,000
i) Typewriter Account not credited

ii) SalesAccount creditedin excess

) DrawingsAccount not debited

i) Genera ExpensesAccount debited in excess

[) Zatin’s Account not debited

ii) SalesAccount not credited

1) FurnitureAccount not debited

if) PurchasesAccount debitedin excess

Trial Balance
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F1

a 1) Debit SuspenseAccount
i) Credit Discount Allowed Account
b) i) DebitRajesh’s Account
ii) Credit SuspenseAccount
c) i) Debit PurchasesReturnsAccount
ii) Credit SuspenseAccount
d) i) DebitNagesh’sAccount
ii) Credit SuspenseAccount

)] Profit will decrease by Rs. 80 becausetherectifying entry will involve
debiting Rs. 40 to Discount Allowed Account and Rs. 40 to Discount
Recelved Account.

i)  Profitwill increaseby Rs. 100.
i) Profitwill decreaseby Rs. 80.

iv)  Profitwill decreaseby Rs. 105.
v)  Noeffect onprofit.

Thenet effect will beadecreaseinthe Profitsby Rs. 165.

2.17 TERMINAL QUESTIONSEXERCISES

Questions

1. Whydoyouregard Trial Baanceasatest of the arithmetical accuracy of the
booksof account?List theerrorsthat will be disclosed by the Tria Balance.

2. IftheTria Baancedoesnot taly, it meansthere are someerrorsin books of
account. How arethese errorslocated? Describethe procedurefully.

3. IstheTrid Baanceaconclusiveproof of theaccuracy of thebooksof account?
Discusstheerrorsnot disclosed by the Trid Baance.

4. What arethedifferent typesof errorsthat are usually committed in recording
transactions? Explainwith examples.

5. Satetheadvantageof preparingaTrid Baance Alsogiveitslimitations, if any.

6. Wha areone-sded erors?Givefiveexamples. Explainthemethod of rectifying
one-sided errors.

7.  What aretwo-sided errors? Give five examples and show how two-sided
errorsare corrected?

8. What isaSuspenseAccount? Whenisit opened? How do you rectify the
error when aSuspenseAccount that has already been opened?

9. Doesrectificationof errorsinasubsequent accounting period dwaysaffect the

trading result of the current accounting period? Explain with examples.



Exercises Trial Balance
1. OnJanuary 1, 2018 the balance of Tandi Traders stood asfollows:

Cashinhand Rs. 2,000; Cash at bank Rs. 12,300; Stock intrade Rs. 51,700;

FurnitureRs. 8,200; DebtorsRs. 6,600 (Shyam Rs. 3,500, Shanker Rs. 2,600,

Laxman Rs. 500); CreditorsRs. 7,100 (Reddy & Co. Rs. 3,020, KishoreRs.

4,080); Capital Rs. 73,700.

Their transactions during the month of January wereasfollows:

2018 Rs.
Jan. 1 Borrowed from Globe Finance Co 10,000
“ 2 Bought goodsfor cash 2,300
* 2 Purchased fromReddy & Co 5,500
“ 3 Padintobank 9,000
*“ 5 Recavedcheguefrom Shyam 3,500
“ 6 Soldgoodsfor cash 1,200
“ 7 Soldto Shanker 8,700
*“ 8 PadKishoreby cheque 2,000
Discount received 100
“ 9 Receved chequefrom Shanker on account 5,000
“ 9 Received credit notefrom Reddy & Co. for goods
returned to them 380
“ 10 Soldgoodsto Thomas 10,000
“ 10 Drew cashfromthebank 1,000
“ 12 Purchased postage stamps 300
“ 14 Bought of Bose& Sons 9,300

“ 16 PadGlobeFinance& Co. by chequein part payment of loan 5,000

“ 17 Received cashfromLaxman 500
“ 21 PaidReddy & Co. by cheque 6,000
“ 23 Carriagepad 100
“ 24 Withdrew cashfor privateexpenses 1,500
“ 28 Padsdariesincash 800
“ 30 Rentduetolandlord 500
“ 31 Purchased furnitureon credit from Joseph 600
“ 31 Paidinterestto Globe FinanceCo. 100
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Accounting Process Enter the abovetransactionsin the appropriate books, post theminto ledger and

prepareaTria Balance.

(Answer: Cashinhand Rs. 600, Cash at bank Rs. 15,800, Trial Balance Totd Rs.
1,13,600.)

2.  Fromthedetailsgiven below prepareaTria Balanceasat March 31, 2018.

Rs. Rs.
Purchases 80,000 Sdaries& Wages 42,500
Discount (Dr.) . 6,500 Sdes 1,50,000
Traveling Expenses 2,500 CarriageOutwards 225
Carriage Inwards 1,375 Repairs 1,500
Insurance 750  MiscdlaneousExpenses 275
CommissonPad 1,625  Buildings 20,000
Rent and Rates 2500 Machinery 7,500
Cashinhand 125  Horsesand Carts 2,500
Cash at bank 13,625  StockinTrade(1-4-2017) 29,500
Sundry Debtors 16,025 Cgitd 68,525
Sundry Creditors 10,500

(Answer: Total of Trial BaanceRs. 2,29,025.)
3.  Fromthefollowing details, prepareaTrial Balance ason June 30, 2018.

95

Rs. Rs.
Opening Stock 40,000  Drawings 10,000
Purchases 4,10,000 Wages 7,300
Sdes 4,29,000  Sdaries 11,000
Purchase Returns Sales 1,250 Outstanding Expenses 1,000
Returns 2,500  Prepaid Expenses 750
Carriage Inwards 1,500 Postage 900
Carriage Outwards 2,500 Discount Recelved 375
Bank Overdraft 21,000  DiscountAllowed 1,000
Cash 4,000 BedDebts 750
Capita 1,27,750  Sundry Debtors 1,00,000
Sundry Creditors 37,500 Interest 3,500
Loans 41,375  Interest Received 300
Investments 10,000  Provisonsfor Bad Debts 1,750
Accrued Income 600  Furniture& Fixture 7,500
Machinery 47500

(Answer: Totd of Trid Baance. Rs. 6,61,300.)

4. ThefollowingTrid Baanceisincorrectly drawn up and showsadifference of

Rs. 5,180. Rewriteit correcting theerrors.



Lakshman Singh & Co.
Trial Balance ason December 31, 2018

Nameof Account L.F. Dr. Cr.
Balances | Balances
Rs. Rs.
Bank Overdraft 600
Depreciation --- 330
Bank 3,300 ---
Weages --- 160
Insurance -- 270
Fixtures 1,700 ---
Capitd 20,200 ---
Stock(1-1-18) --- 550
Rates 200 ---
Cash 120 ---
Stock (3 1-12-18) 900 ----
Sdes --- 8,600
Purchases --- 5,200
Drawings --- 350
Premises --- 16,980
Insurance 300
Difference 5,180
Tota 32,500 32,500

(Answer: Totd of Trial BalanceRs. 29,460.)
(Hint: Stock (31-12-18) will not beshownintheTria Balance.)

5. Owingtothreeobviouserrors, thefollowing Trial Balance doesnot agree.
Correctthe errorsand prepareaTrial Balanceason March 31, 2018

Rs. Rs.
Stock on 1-4-2017 20,000 LoanAccount 30,000
Purchases 98,000 Debtors 84,000
Wages Rent, 30,000 Capitd 1,00,000
Rates & Taxes 2,000 Provisonfor Bed Debts 5,600
Sdaies 16,000
Generd Expenses 1,800
Discount Allowed 1,000
Plant and Machinery 30,000
Creditors 40,000

Trial Balance
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Accounting Process Cash at Bank 16,000

Furniture& Fixtures 10,000
Sdes 2,57,200
Returnson Sales 4,000
Cost of Lease 1,20,000
646,000 2,19,600

(Answer: Tota of theTrial BaanceRs. 4,32,800.)

6. Aninexperienced accountant providesyouwiththefollowing Tria Baance. In
caseyoufinditto beincorrect, prepareit again so asto removeitsdefects.

Trial Balanceason June 30,2018

Name of Account LF Dr. Balances | Cr. Balances
Rs. Rs.

Stock (opening) 10,500

Building 31,500

BillsPayable 1,800

Bank Overdraft 1,500

Capita 45,000

Furniture 12,000

Discount Allowed 90

Sdes 39,000

Loanfrom Suresh 2,400

Carriage Inwards 270

BillsReceivable 3,000

Purchases 24,000

Sdaries 3,300

Investments 3,000

Interest on Investments 1,650

Returnsinwards 900

Returns Outwards 300

Insurance Premium 360

Interest on Loan 30

Advertisement 1,200

Drawings 1,500
91,650 91,650

(Answer: Total of Tria BalanceRs. 91,650)
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7. Fromthefollowing transactions of Shanker, write up Journa Proper and the
other subsidiary booksinvolved. Show their postings into ledger and prepare

aTrial Baance.
2018

Mar. 1 Assests:
Cashin hand
Cash at bank
Stock of goods
Machinery
Furniture
Sudhir owes
Naveen owes
Liabilities.
Loan
Sum owing to Samuel
Bought goods on credit from Naresh
Cash sdes
Sold goods to Raman
Received from Sudhir in settlement of his account
Payment made to Samuel by cheque, in full settlement
Old furniture sold for cash
“ 10 Cash purchases
Naveen pays by cheque which was deposited into ban

© oo O b~ WD

[y

“ 11 Padfor repairsto machinery
“ 13 Purchased goods from Shyam
“ 13 Paid carriage on these goods
“ 16 Receved cheque from Raman
*“ 17 Paidto Shyam by cheque

Rs.

1,000
34,000
20,000
50,000

5,000

5,000
12,500

20,000
10,000
5,000
2,000
5,000
5,000
9,950
500
4,000
12,500
500
5,000
250
5,000
5,000

“ 18 Bank intimates that cheque of Raman has been returned unpaid

“ 19 Cashsdes

“ 21 Cashdeposited into bank

“ 25 Paid municipa taxesin cash
“ 26 Old newspaper sold

“ 28 Padfor advertisements

“ 31 Paidrent by cheque

(Answer: Cash in hand Rs. 2,800; Cash at bank Rs. 33,450; Total of Tria

Balance Rs. 1,32,600.).
Hint: Find out the opening capital before working on the problem.

3,000
2,500
500
50
500
600

Trial Balance
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10.

11

Rectify the following errors:

a)

b)

©)

d)

Goods amounting to Rs. 3,000 sold to Pran, were correctly entered in
the Sales Book, but posted to his account as 30,000.

Thetota of the Sales Book for the month was undercast by Rs. 5,000.

Rs. 6,000 paid for the cash purchase of furniture was not posted to the
Furniture A ccount.

A credit purchase of Rs. 9,000 from Arjun was wrongly passed through
the Sales Book.

Rectify the following errors:

a)

b)

Rs. 690, the amount of rent paid to the landlord, was debited to his
personal account.

Goods purchased for the personal use of the proprietor, costing Rs.
600, was debited to the Purchases Account.

Rs. 1,080 paid as wages for construction of aroom was debited to the
Wages Account.

Total of Purchases Book of one page was carried forward to the next
page as Rs. 876 instead of Rs. 786.

Discount alowed amounting to Rs. 25 had been credited to Discount
Received Account.

Totd of Sales Book of one page was carried forward to the next page
as Rs. 872 instead of 782.

Rectify the following errors:

a)

b)

Rs. 700 received on account of abad debit written off earlier, credited
to customer’s personal account.

Goods returned by Murari amounting to Rs. 250 has been entered in
the Returns Outwards Book.

An amount of Rs. 800 withdrawn by the proprietor for his persond use
has been debited to Genera Expenses Account.

Discount alowed to Kurien amounting to Rs. 47 has not been entered
in the discount column of the Cash Book, but it has been posted to the
Customer’s personal account.

A cash sdleto Ashok for Rs. 690 was recorded in the Cash Book and
also in the Sales Book. Postings were made from both the books.

The Bank Column on the credit side of the Cash Book was overcast
by Rs. 50.

Rectify the following errors:

a

b)

A credit purchase of goods from Manoj, amounting to Rs. 1,800, has
been wrongly passed through the Sales Book.

A credit sale of Rs. 600 to Anand was posted to his credit.



The Returns Inwards Journal has been undercast by Rs. 1,800.
Rs. 1,450 paid as commission was wrongly debited to Interest Account.

Rent paid for proprietor’s residence amounting to Rs. 2,000 was debited
to the Rent Account.

A credit sde of Rs. 1,400 to Roshan was entered in the Returns
Outwards Book.

12. Caorrect the following errors found in the books of Rohit, whose Trid Balance
was out by Rs. 1,746 (excess debit), and the difference was posted to a
Suspense Account. Also show Suspense Account.

a
b)

©)

d)

The Sales Returns Book has been totalled Rs. 54 short.
The Purchases Book has been totalled Rs. 150 more.

Goods purchased amounting to Rs. 750 has been posted to the debit
of Supplier’s (Srinath) Account.

The Sales Book has been totalled Rs. 150 short.

(Answer : Suspense Account gets closed).

13. Ontaking out aTrial Baance, a book-keeper finds an excess credit of Rs.
2,460. Being desirous of closing the books, he places the difference to a
Suspense Account, which is carried forward. In the next period, he discovers
the following errors. Pass the rectifying entries and prepare the Suspense

Account.

a) Thetotal of Returns Inwards Book has been totalled Rs. 400 short.

b) A sum of Rs. 4,800 written off as depreciation on machinery, has not
been posted to the Depreciation Account.

c) A discount of Rs. 1,000 allowed to a customer has been posted to his
account as Rs. 100.

d) The Sales Book was undercast by Rs. 4,000.

€) Purchase of Rs. 480 was posted as Rs. 840 in the supplier’s account.

(Answer : Suspense Account still shows a debit balance of Rs. 1,800)

14. A book-keeper failed to balance his Trial Balance. He places the difference
to anewly opened Suspense Account which is carried forward. The following
errorswere subsequently discovered. Givejourna entriesto rectify these
errors and show the Suspense Account.

a
b)

The total of Purchases Day Book had been undercast by Rs. 200.

Purchase of a Typewriter on credit from Harnath for Rs. 9,600 was
entered in the Purchases Book.

Goods returned by Hari amounting to Rs. 2,000 has been entered in
the Returns Outwards Book, however, the posting was done correctly
to Hari’s Account.

A Cashsdesof Rs, 2,500 to Sommnath, correctly entered in the Cash
Book was posted to the credit of his personal account.

Trial Balance

100



Accounting Process €) A chegue received from Mahinder for Rs. 8,160 had been debited in
the Cash Book, but the double entry had not been completed.

(Answer : Suspense Account was started with a credit balance of Rs. 3,960)

15. TheTria Baance prepared by Dhanrg) did not tally and the difference was
transferred to a Suspense Account. Subsequently, the following errors were
found. Rectify the errors and show the Suspense Account. Also explain the
effect of rectifying entries on the profits.

a) A sdeof Rs. 1,600 to Kamalnath was posted to Karunanath.
b) Insurance paid amounting to Rs. 250 was posted twice.

¢) A sdeof Rs. 1,500 for old machinery was passed through the Sales
Book.

d) A Purchase of Rs. 600 from Kamesh was not passed through the
books.

€) Rs 80, thedebit bdance of Commission Account was omitted from the
Tria Baance.

f)  The Purchases Returns Book was undercast by Rs. 700.

(Answer : SuspenseAccount was started with a credit baance of Rs. 870; Profit
will decrease by Rs. 1,230).

Note: Thesequestionswill helpyoutounderstandtheunit better. Try to
writeanswersfor them. But, do not submit your answerstothe
University for assessment. These arefor your own practiceonly.
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