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Accounting - An Introduction

ACCOUNTANCY

Whenever your mother asks you to go to the nearby grocery store to buy

from it items of daily use like match box, candle stick, soap cake, coffee,

spices etc. you need not pay for these items immediately. When you buy

these items, the store owner immediately opens the page of a note book

on which your father’s name is written. He records the value of items

purchased. At the end of the month, your father goes to him. He again opens

the same page tells the total amount to be paid and record when your father

makes the payment. In a similar manner, he keeps the record of other

customers also. Whenever he gets commodities from supplier he records

it and also records the payment he makes to them. Similarly every business

small or big, sole proprietor or a firm keeps the record of the business

transactions. Have you ever thought why do they keep record of business

transactions? If they do not keep the record how will they know how much,

when and to whom they are to make payments or from whom how much

and when they are to receive payments or what they have earned after a

particular period and so on. Recording of transactions by a businessman in

proper books and in a systematic manner is known as accounting. In this

lesson you will learn about it in detail.

OBJECTIVES

After studying this lesson you will be able to

l explain the meaning of Book-Keeping;

l state the meaning, nature and significance of accounting;

l distinguish between book keeping and accounting;

l explain the limitations of accounting;

l explain the branches of accounting;

l state the functions and objectives of financial accounting;

l explain accounting as an information system for decision making by the

interested users;

l explain various accounting terms to used.
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1.1 BOOK KEEPING AND ACCOUNTING

A business undertakes number of transactions. Can you estimate the number

of transactions a business undertakes? It depends upon the size of a business

entity. Every day business transactions may be around hundreds/thousands.

Can a businessman remember all these transactions in every respect? Not

at all. So it becomes necessary to record these business transactions in

details and in a systematic manner. Recording of business transactions in

a systematic manner in the books of account is called book-keeping. Book-

Keeping is concerned with recording of financial data. This may be defined

as.

“The art of keeping a permanent record of business transactions is

book keeping”.

From book keeping important details such as total sales, total purchases,

total cash receipts, total payments, etc. may be ascertained. As you know

the main objective of business is to earn profits. In order to achieve this

objective, mere recording of business transactions is not enough. Accounting

involves not only book keeping but also many other activities. In 1941, the

American Institute of Certified Public Accountants (AICPA) defined as

“The art of recording, classifying, summarising, analysing and

interpreting the business transactions systematically and communicating

business results to interested users is accounting”

Accounting is identified with a system of recording of business transactions

that creates economic information about business enterprises to facilitate

decision making. The function of accounting is to provide quantitative

information, primarily financial in nature, about economic entities, that is

intended to be useful in making economic decisions.

The American Accounting Association defined accounting as :

“It is the process of identifying, measuring, recording and

communicating the required information relating to the economic

events of an organisation to the interested users of such information.

In order to appreciate the nature of accounting it is necessary to understand

the following relevant aspects of the definition of accounting:

l Economic events : It is the occurring of the consequence to a business

organisation which consists of transactions that are measurable in

monetary terms. Purchase of a Machinery, installing and keeping it ready

for manufacturing is an economic event which consists of a number of

financial transactions. These transactions are (a) buying the machine,

(b) transporting the same, (c) preparing the site for its installation and

(d) incurring expenditure on installing the same.
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l Identification, Measurement, Recording and Communication :

Identification implies determining what transactions are to be recorded

i.e. items of financial character are to be recorded. For example, goods

purchased for cash or on credit will be recorded. Items of non-financial

character such as changes in managerial policies, etc. are not recorded

in the books of accounts.

Measurement means quantification of business transactions into financial

terms by using monetary unit. If an event cannot be quantified in

monetary terms, it is not considered fit for recording in the books of

the firm. That is why important items like appointment, signing of

contracts, etc. are not shown in the books of accounts.

Recording : Having identified and measured the economic events in

financial terms, these are recorded in the books of accounts in monetary

terms and date wise. The recording of the business transactions is done

in such a manner that the necessary financial information is summarized

as per well established accounting practice.

Communication : The economic events are identified, measured and

recorded in such a manner that the necessary relevant information is

generated and communicated in a certain form to the management and

other internal and external users of information. The financial information

is regularly communicated through accounting reports.

l Organisation : refers to a business enterprise whether for profit or not

for profit motive.

l Interested users of information. Many users need financial information

to make important decisions. These users can be investors, creditors,

labour unions, Trade Associations, etc.

Evolution of Accounting

Evolution of Accounting as per Indian mythology Chitra Gupta is

responsible for maintaining accounts in God’s court.

A book on Arthashasthra written by Kautilya who was a minister in

Chandra Gupta’s kingdom twenty three centuries ago mentions about the

accounting practices in India. It describes how accounting records have

to be maintained. In China and in Egypt accounting was used for

maintaining revenue records of the government treasury.

A book on Arithmetica Geometrica, Proportion at Proportionality

(Review of Arithmetic and Geometric proportion) by an Italian Luca

Pacioli is considered as the first authentic book on double entry book

keeping. In his book he used the present day popular terms of accounting

Debit (Dr.) and Credit (Cr). He also discussed the details of memorandum,

journal, ledger and specialised accounting procedures. He also stated

that, “all entries have to be double entries, i.e. if you make one creditor

you must make some debtor.
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Accounting process can be summarised as

Fig.1.1 Accounting Process

Difference between book keeping and accounting : Book keeping and

accounting can be differentiated on the basis of nature, objective, function,

basis, level of knowledge, etc.

Table 1.1 Difference between Book Keeping and Accounting

Basis of Book-keeping Accounting

Difference

Nature It is concerned with identifying

financial transactions; measuring

them in monetary terms; recording

and classifying them.

Objective It is to maintain systematic records

of financial transactions.

Function It is to record business transactions.

So its scope is limited.

Basis Vouchers and other supporting

documents are necessary as evidence

to record the business transactions.

Level of It is enough to have elementary

Knowledge knowledge of accounting to do book-

keeping.

Relation Book-keeping is the first step to

accounting.

It is concerned with summarizing the

recorded transactions, interpreting

them and communicating the results.

It aims at ascertaining business

income and financial position by

maintaining records of business

transactions.

It is the recoding, classifying,

summarizing, interpreting business

transactions and communicating the

results. Thus its scope is quite wide.

Book-keeping works as the basis for

accounting information.

For accounting, advanced and in-

depth knowledge and understanding

is required.

Accounting begins where book-

keeping ends.
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INTEXT QUESTIONS 1.1

I. Fill in the blanks with suitable word/words:

1. Keeping systematic record of business transactions is known as

...................................

2. The next step after classification of recorded transactions is

...................................

3. The whole process of recording, classifying, summarizing and

interpreting the business transactions systematically and

communicating business results to the interested users of financial

information is known as ...................................

4. Interested users of accounting information are ................................

II. Identify transactions related to book-Keeping or accounting and write

B for book-keeping and A for accounting against the space provided:

1. Credit Sales/Purchases (................)

2. Cash Purchases/Sales (................)

3. Calculation of business profits (................)

4. Find out total debtors (................)

5. Find out financial position of the business enterprise (................)

1.2 BRANCHES AND OBJECTIVES OF ACCOUNTING

Branches of accounting

The changing requirements of the business over the centuries have given

rise to specialized branches of accounting and these are :

Financial accounting

It is concerned with recording the transactions of financial character,

summarising and interpreting them and communicating the results to the

users. It ascertains profit earned or loss incurred during a period (usually

one year as accounting year) and the financial position as on the date when

the accounting period ends. It can provide financial information required

by the management and other parties. The word accounting and financial

accounting are used interchangeably. At present we are concerned with

financial accounting only.
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Cost accounting

It analyses the expenditure so as to ascertain the cost of various products

manufactured by the firm and fix the prices. It also helps in controlling the

costs and providing necessary costing information to management for

decision making.

Management accounting

It is concerned with generating information relating to funds, cost and

profits etc. This enables the management  in decision making. Basically,

it is meant to assist the management in taking rational policy decisions and

to evaluate the impact of its decisions and actions and the performance of

various departments..

Tax accounting

This branch of accounting has grown in response to the difficult tax laws

such as relating to income tax, sales tax etc. An accountant is required to

be fully aware of various tax legislations.

Social accounting

This branch of accounting is also known as social reporting or social

responsibility accounting. It discloses the social benefits created and the

costs incurred by the enterprise. Social benefits include such facilities as

medical, housing, education, canteen, provident fund and so on while the

social costs may include such matters as exploitation of employees,

industrial interest, environment pollution, unreasonable terminations, social

evils resulting from setting up industries etc.

Human resource accounting

It is concerned with human resource of an enterprise. Accounting methods

are applied to evaluate the human resources in money terms. It is, therefore,

an accounting for the people of the organisation.

National resource accounting

It means the accounting for the resources of the nation as a whole such as

water resources, mining, forests etc. It is generally not concerned with the

accounting of individual business entities and is not based on generally

accepted accounting principles. It has been developed by the economists.

You will study about financial accounting in details.
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Objectives and Functions of financial accounting

The main objectives of financial accounting are as under :

Finding out various balances

Systematic recording of business transactions provides vital information

about various balances like cash balance, bank balance, etc.

Providing knowledge of transactions

Systematic maintenance of books provides the details of every transactions.

Ascertaining net profit or loss

Summarisation in form of Profit and Loss Account provides business

income over a period of time.

Depicting financial position

Balance sheet is prepared to depict financial position of business means

what the business owns and what owes to others.

Information to all interested users

After analysis and interpretation, business performance and position are

communicated to the interested users.

Fulfilling legal obligations

Vital accounting information helps in fulfilling legal obligations e.g. sales

tax, income tax etc.

Functions of accounting

The function of accounting is to provide quantitative information primarily

financial in nature about economic entities, which is intended to be useful

in making economic decisions. Financial accounting performs the following

major functions:

Maintaining systematic records

Business transactions are properly recorded, classified under appropriate

accounts and summarized into financial statements.

Communicating the financial results

It is used to communicate financial information in respect of net profits (or

loss), assets, liabilities etc. to the interested parties.

Meeting Legal Requirements

The provisions of various Laws such as Companies Act, 1956 Income Tax

and Sales/VAT Tax Acts, require the submission of various statements i.e.

Annual accounts, Income Tax returns, Returns for VAT etc.
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Fixing responsibility

It helps in computation of profits of different departments of an enterprise.

This facilitates the fixing of the responsibility of departmental heads.

Decision making

It provides the users the relevant data to enable them make appropriate

decisions in respect of investment in the capital of the business enterprise

or to supply goods on credit or lend money etc.

Limitations of Accounting

1. Accounting information is expressed in terms of Money : Non-

monetary events or transactions are completely omitted.

2. Fixed assets are recorded in the accounting records at the original

cost : Actual amount spent on the assets like building, machinery, plus

all incidental charges is recorded. In this way the effect of rise in prices

not taken into consideration. As a result the Balance Sheet does not

represent the true financial position of the business.

3. Accounting information is sometimes based on estimates: Estimates

are often inaccurate. For example, it is not possible to predict the actual

life of an asset for the purpose of depreciation.

4. Accounting information cannot be used as the only test of managerial

performance on the basis of mere profits : Profit for a period of one

year can readily be manipulated by omitting certain expenses such as

advertisement, research and development, depreciation etc. i.e. window

dressing is possible.

5. Accounting information is not neutral or unbiased : Accountants

ascertain income as excess of revenue over expenses. But they consider

selected revenue and expenses for calculating profit of the concern.

They also do not include cost of such items as water, noise or air

pollution i.e. social cost they may use different methods of valuation

of stock or depreciations.

INTEXT QUESTIONS 1.2

I. Following are the statements relating to various branches of accounting.

Write against each branch of accounting.

1. It analyses the expenditure so as to ascertain the cost of products

manufactured by the concern.
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2. Accounting that discloses the social benefits and the costs

incurred by the business enterprises.

3. Accounting for the resources of the water as a whole.

4. Accounting that is concerned with generating information that

will enable the management in decision making.

II. Write against each statement which explains how it is a limitation of

accounting.

1. Fixed assets are recorded in the accounting records at the original

cost.

2. Accounting information is sometimes based on estimates

3. Accounting information cannot be used as the only test of

managerial performance on the basis of mere profit

4. Accounting information is expressed in terms of money

1.3 ACCOUNTING AS AN INFORMATION SYSTEM AND

ACCOUNTING TERMS

In 1970, the Accounting Principles Board of The American Institute of

certified Public Accountants (AICPA) emphasized that the function of

accounting is to provide quantitative information, primarily financial in

nature, about economic entities, that is intended to be useful in making

economic decisions. Accounting is often called the “Language of Business”.

It is the common language used to communicate financial information to

individuals, organisations, government agencies about various aspects of

business such as financial position, operating results (i.e. Profit or loss) and

cash flows. Users, both inside and outside the business, have to make

decisions concerning the allocation of limited economic resources. In order

to ensure that resources are allocated in an efficient and effective manner,

users require financial information for the purpose of making decisions.

Accounting provides information that is useful in making business and

economic decisions. It is the primary means of communicating financial

information to owners, lenders, managers,. Government and its regulatory

agencies ‘-and -others- who have interest in an enterprise. It helps the users

in taking better decisions by providing relevant, reliable and timely

information on the financial and operational position of an enterprise.

It is observed that almost all business enterprises maintain detailed

accounting records. Even the most intelligent manager with a sharp memory

would find it difficult to remember the daily transactions simply by
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observing them. So he/she must rely upon the accounting process which

begins with the recording of business transactions and ends up with the

preparation of summarized financial statements. Thus, Accounting as an

information system is necessitated by great complexity of modern business

organisations.

Accounting terms

Business Entity

Business entity means a specific identifiable business enterprise like Big

bazaar, Super Bazaar, Your father’s shop, Transport limited, etc. An

accounting system is always devised for specific business entity (may be

called an accounting entity). For accounting, it is assumed that business has

separate existence and its entity is different from that of its owner(s). Every

transaction is analysed from the point of view of a business enterprise and

not that of the person(s) who are associated with it. For example, when the

owner of the business introduces cash in the business, accounting records

show that business has more cash although it does not affect the overall

cash (personal plus business) position of the owner. At the same time,

business enterprise records that an equivalent amount is payable by the

business enterprise to the owner of the business i.e. capital.

Transaction

It is an event which involves exchange of some value between two or more

entities. It can be purchase of stationery, receipt of money, payment to a

supplier, incurring expenses, etc. It can be a cash transaction or a credit

transaction.

Purchases

This term is used for goods to be dealt-in i.e. goods are purchased for resale

or for producing the finished products which are meant for sale. Goods

purchased may be Cash Purchases or Credit Purchases. Thus, Purchase of

goods is the sum of cash purchases and credit purchases.

Sundry creditors

Creditors are persons who have to be paid by an enterprise an amount for

providing goods and services on credit.

Sales

Sales are total revenues from goods or services provided to customers. Sales

may be in cash or in credit.
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Sundry debtors

Persons who are to pay for goods sold or services rendered or in respect

of contractual obligations. It is also termed as debtor, trade debtor, and

accounts receivable.

Revenue (Sales)

Sales revenue is the amount by selling its products or providing services

to customers.

Other items of revenue common to many businesses are: Commission,

Interest, Dividends, Royalties, and Rent received, etc. Revenue is also called

Income.

Expenses

Costs incurred by a business in the process of earning revenue are called

expenses. In general, expenses are measured by the cost of assets consumed

or services used during the accounting period. The common items of

expenses are: Depreciation, Rent, Wages, Salaries, Interest, Cost of Heating,

Light and water and Telephone, etc.

Income

The difference between revenue and expense is called income. For example,

goods costing Rs.25000 are sold for Rs.35000, the cost of goods sold, i.e.

Rs.25000 is expense, the sale of goods, i.e. Rs.35000 is revenue and

the difference. i.e. Rs.10000 is income. In other words, we can state that

income = Revenue - Expense.

Gain

Usually this term is used for profit of an irregular nature, for example,

capital gain.

Loss

It means something against which the firm receives no benefit. It is a fact

that expenses lead to revenue but losses do not, such as theft.

Profit

It is the excess of revenue of a business over its costs. It may be gross profit

and net profit. Gross profit is the difference between sales revenue or the

proceeds of goods sold and/or services provided over its direct cost of the

goods sold. Net profit is the profit made after allowing for all types of

expenses. There may be a net loss if the-expenses exceed the revenue.
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Expenditure

Spending money or incurring a liability for some benefit, service or property

received is called expenditure. Payment of rent, salary, purchase of goods,

purchase of machinery, etc. are some examples of expenditure. If the benefit

of expenditure is exhausted within a year, it is treated as revenue expenditure.

In case the benefit of expenditure lasts for more than one year, it is treated

as an asset also known as capital expenditure. Expenditure is usually the

amount spent for the purchase of assets. It increases the profit earning

capacity of the business. Expense, on the other hand, is an amount to earn

revenue. Expenditure is considered as capital expenditure unless it is

qualified with words like revenue expenditure on rent, salaries etc., while

expenses is always considered as a revenue expense because it is always

incurred to earn revenue.

Drawings

It is the amount of money or the value of goods which the proprietor takes

away from business for his/her household or private use.

Capital

It is the amount invested in an enterprise by its owners e.g. paid up share

capital in a corporate enterprise. It also refers to the interest of owners in

the assets of an enterprise. It is the claim against the assets of the business.

Any amount contributed by the owner towards the business unit is a liability

for the business enterprise. This liability is also termed as capital which may

be brought in the form of cash or assets by the owner.

Assets

These are tangible objects or intangible rights owned by the enterprise and

carrying probable future benefits. Tangible items are those which can be

touched and their physical presence can be noted/felt e.g. furniture, machine

etc. Intangible rights are those rights which one possesses but cannot see

e.g. patent rights, copyrights, goodwill etc. Assets are purchased for

business use and are not for sale. They raise the profit earning capacity of

the business enterprise.

Assets are broadly categorized as current assets and non-current assets/fixed

assets. Current assets are those assets which are held for a short period

generally one year’s time. The balance of such items goes on fluctuating

i.e. it keeps on changing throughout the year. The balance of cash in hand
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may change so many times in a day. Various current assets are cash in hand/

at bank, debtors, bills receivable, stock, pre-paid expenses.

Non-current assets : Those assets are acquired for long term use in the

business. Such assets raise the profit earning capacity of the business

enterprise. Expenditure on such assets is non-recurring and of capital nature.

Expenses incurred on acquiring these assets are added to the value of the

assets.

Liability

It is the financial obligation of an enterprise other than owners’ funds. cost,

stock, voucher, discount.

Role of an Accountant in Society

The accountant with his specialized knowledge, extensive training and

experience is not merely suitable for making accounts. Rather he/she is the

best equipped to provide other related services normally required by the

management. This helps the management to discharge their duties more

effectively thereby providing for efficient utilization of resources. The

accountants’ role in the society includes the following

l To maintain the proper books of accounts which portray the true and

fair view of the results of the business.

l To provide information and reports to management to enable them to

discharge their duties more effectively.

l To act as auditor for attestation of accounts as per the requirement of

law.

l To act as an internal auditor to assist and strengthen the hands of the

management.

l To act as tax consultant to handle the tax matters of the business.

l To act as management consultant to provide services regarding financial

planning of the business to their clients.
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INTEXT QUESTIONS 1.3

I. Write against the following statements the terms for which these are

made in reference to accounting information

1. It is a common language used to communicate financial

information.

2. Managing Director, functional managers, shareholders etc using

the accounting information.

3. Ability of the firm to meet all its short term or current obligations

as and when they fall due.

II. State in each case, whether the items are to be regarded as goods or

assets.

1. Furniture purchased by Makhan Singh, a dealer in furniture.

2. Automatic Machine purchased by a workshop for manufacturing

products.

3. Machine manufactured by a firm or sale to a proper mill.

4. Furniture purchased by Malti, a stationery shop-owner.

WHAT YOU HAVE LEARNT

l Accounting is the art of recording, classifying and summarizing in terms

of money transactions and events of a financial nature and interpreting

the results thereof. It is the process of collecting, recording, summarizing

and communicating financial information. It is an information system

which generates information for decision making by the interested

parties.

Recording of business transactions in a systematic manner in the books

of accounts is called book keeping.

l Accounting consists of economic events which are identified, measured,

recorded and communicated.

l Branches of accounting : Financial accounting, cost accounting and

management accounting are some of the branches of accounting.

l Accounting in modern times is treated as an information system which

has transaction, accounting process, decision- useful financial information

as the necessary ingredients.
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l The accountant with his specialised knowledge extensive training and

experience helps the management and plays an important role in the

society.

l Important accounting terms are : Business entity, transactions, purchases,

sales, debtors, creditors, etc.

TERMINAL QUESTIONS

1. What is accounting? What are its objectives and limitations?

2. Distinguish between book-keeping and accounting.

3. Explain the different branches of accounting.

4. Explain the role of an accountant in the society.

5. Discuss accounting as a system of information. Enlist the parties that

are interested in the accounting information.

6. What is expense? Explain with example.

7. What is Liability? Explain with example.

8. State the meaning of the term Asset’ with examples.

ANSWERS TO INTEXT QUESTIONS

Intext Questions 1.1

I. 1. Book keeping 2. Analysing

3. Accounting 4. Investors, Creidtors etc.

II. 1. B 2. B 3. A 4. A 5. A

Intext Questions 1.2

I. 1. Cost accounting

2. Social accounting

3. National resources accounting

4. Management accounting

II. 1. The effect of rise in price is not taken into consideration

2. Estimates are sometimes in accurate
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3. Profit can be manipulated by window dressing

4. Non monetary transactions are completely omitted.

Intext Questions 1.3

I. 1. Accounting 2. users

3. language of business

II. 1. Assets 2. Assets

3. Goods 4. Assets

Activity : One day you visited your friend Shiva who runs a

grocery shop and casually talked about the accounts he maintains

of his business unit. You were surprised to note that he did not

maintain accounts. Enquire from other businessmen you know

and who maintain the accounts about the uses and purposes of

accounting. Explain them to your friend Shiva to motivate him

to maintain accounts of his business unit.
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5

JOURNAL

In the preceeding lessons you have learnt about various business transactions

and Book keeping i.e. recording these transactions in the books of accounts

in a systematic manner. Curosity may arise in your mind that what are these

books? Why businessman keeps many books? How does he enter various

transactions in these books? You have learnt about the double entry system

of maintaining accounts i.e. rules of debit and credit in relation to various

accounts. A book that is prepared by every businessman small or big is a

book in which business transactions are recorded datewise and in the order

in which these transactions take place is known as journal. In this lesson

you will learn about its meaning, objective and its preparation.

OBJECTIVES

After studying this lesson, you will be able to :

l explain the meaning of journal;

l draw journal as per format;

l explain the process of journalising;

l journalise the simple and compound transactions;

l classify journal into Special Journals and Journal Proper.

5.1 JOURNAL : MEANING AND FORMAT

Journal is a book of accounts in which all day to day business transactions

are recorded in a chronological order i.e. in the order of their occurence.

Transactions when recorded in a Journal are known as entries. It is the book

in which transactions are recorded for the first time. Journal is also known

as ‘Book of Original Record’ or ‘Book of Primary Entry’.
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Business transactions of financial nature are classified into various categories

of accounts such as assets, liabilities, capital, revenue and expenses. These

are debited or credited according to the rules of debit and credit, applicable

to the specific accounts. Every business transaction affects two accounts.

Applying the principle of double entry one account is debited and the other

account is credited. Every transaction can be recorded in journal. This

process of recording transactions in the journal is’ known as ‘Journalising’.

In small business houses generally, one Journal Book is maintained in which

all the transactions are recorded. But in case of big business houses as the

transactions are quite large in number, therefore journal is divided into

various types of books called Special Journals in which transactions are

recorded depending upon the nature of transaction i.e. all credit sales in

Sales Book, all cash transactions in Cash Book and so on.

Format of Journal

Every page of Journal has the following format. It is a columnar book. Each

column is given a name written on its top. Format of journal is given below:

Journal

Date Particulars Ledger Folio Dr. Amount Cr. Amount

(Rs.) (Rs.)

(1) (2) (3) (4) (5)

Column wise details of journal is as :

1. Date

In this column, we record the date of the transactions with its month and

accounting year. We write year only once at the top and need not repeat

it with every date.

Example :

Date

2006

April 15
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2. Particulars

The accounts affected by a transaction i.e the accounts which have to be

debited or credited are recorded in this column. It is recorded in the

following way :

In the first line, the account which has to be debited is written and then

the short form of Debit i.e. Dr. is written against that account’s name in

the extreme right of the same column.

In the second line after leaving some space from the left of the entry in the

first line, the account which has to be credited is written starting with

preposition ‘To’ Then in the third line, Narration for that entry which

explains the transaction, the affected accounts of which are entered, is

written within Brackets. Narration should be short, complete and clear.

After every journal entry, horizontal line is drawn in the particulars column

to separate one entry from the other.

Example : Rent paid in cash on 1st April, 2006

Date Particulars

2006 Rent A/c.............................. Dr

April 1 To Cash A/c ...............

(Rent paid in cash)

_____________________

3. Ledger Folio

The transaction entered in a Journal is posted to the various related accounts

in the ‘ledger’ (which is explained in another lesson). In ledger-folio column

we enter the page-number where the account pertaining to the entry is

opened and posting from the Journal is made.

4. Dr. Amount

In this column, the amount to be debited is written against the same line

in which the debited account is written.

5. Cr. Amount

In this column, the amount to be credited. is written against the same line

in which the credited account is written.
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Example :

Journal

Date Particulars L.F. Dr. Amount Cr. Amount

(Rs.) (Rs.)

2006

April 1 Rent A/c ........ Dr 4000

To Cash A/c 4000

(Rent paid in Cash)

6. At the end of each page, both the Dr. and Cr. columns are totalled up.

The total of both these columns should be equal as the same amount is

entered in the debit as well as in the credit columns. The totals are carried

forward to the next page with the words ‘total carried forward (c/f) and then

at the top of the next page in Particulars column, we write totals brought

forward (b/f) and the amount of totals is written in the respecive amount

columns.

INTEXT QUESTIONS 5.1

I. What is journal? Write in your own words.

................................................................................................................

................................................................................................................

II. Complete the following sentences with the appropr:ate word/words:

(i) Journalising is the process of entering transactions in .....................

(ii) Another name for Journal is  .....................

(iii) Transactions, when recorded in Journal, are known as .....................

(iv) The explanation of a Journal entry is known as .....................

(v) In a Journal entry preposition ..................... is used before the

name of the account to be credited

5.2 PROCESS OF JOURNALISING

Following steps are taken for the preparation of a journal :
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l Identify the Accounts

First of all, the affected accounts of an accounting transaction are

identified. For example, if the transaction of “goods worth Rs.10000 are

purchased for Cash”, then ‘Purchases’ A/c and ‘Cash’ A/c are the two

affected accounts.

l Recognise the type of Accounts

Next we determine the type of the affected accounts e.g. in the above

case, ‘Purchases A/c and Cash A/c are both asset accounts.

l Apply the Rules of Debit and Credit

Then the rules of ‘debit’ and ‘credit’ are applied to the affected accounts.

You are aware of these rules. However, for the revision purposes, these

are given below :

(a) Assets and Expenses Accounts are debited if there is an increase

and credited if there is decrease :

(b) Liability, Capital and Revenue Accounts are debited if there is

decrease and credited if there is increase.

In the example given when goods are purchased, as the assets are

increasing, therefore, Purchases Account will be debited and as

payment is made in cash assets are decreasing, Cash Account will be

credited.

Now, the journal entry will be made in the Journal alongwith a brief

explanation i.e. narration. The corresponding amounts will be written

in the debit and credit columns. After completing one entry, a

horizontal line is drawn before entry for the next transaction is made

in the journal.

The transaction, given above in the example, is journalised in the

following manner :

Date Particulars Dr Amount Cr Amount

(Rs) (Rs)

Purchases A/c .............. Dr 1000

To Cash A/c 1000

(Goods purchased for Cash)
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Illustration 1

Enter the following transactions in the Journal of Bhagwat and sons..

2006 Amount (Rs)

January 1 Tarun started business with cash 1,00,000

January 2 Goods purchased for cash 20,000

January 4 Machinery Purchased from Vibhu 30,000

January 6 Rent paid in cash 10,000

January 8 Goods purchased on credit from Anil 25,000

January 10 Goods sold for cash 40,000

January 15 Goods sold on credit to Gurmeet 30,000

January 18 Salaries paid. 12,000

January 20 Cash withdrawn for personal use 5,000

Solution.

As explained above, before making the journal entries, it is very essential

to determine the kind of accounts to be debited or credited. This is shown

in the Table :

Tabular Analysis of Business Transactions

Date Transaction Affected Kind of Increase Debited Credited

Accounts Accounts or Decrease Accounts Accounts

in Accounts Dr. Cr.

2006

January 1 Cash received Cash Asset Increase Cash A/c

from the owner Capital Capital Increase Capital A/c

Tarun

January 2 Goods purcha- Goods Asset Increase Purchase A/c

sed for cash Cash Asset Decrease Cash A/c

January 4 Machinery Machin- Asset Increase Machinery A/c

purchased ery Liability Increase Vibhu A/c

on Credit Vibhu

from Vibhu

January 6 Rent paid Rent Expense Increase Rent A/c

in cash Cash Asset Decrease Cash A/c

January 8 Goods Purchases  Asset Increase Purchase

purchased Anil Liability Increase A/c Anil A/c

on Credit from (creditor)

Anil
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January10 Goods Cash Asset Increase Cash A/c

sold for sales revenue Increase Sales A/c

Cash

January15 Credit sales to Gurmeet Asset Increase Gurmeet

Gurmeet (Debtor) revenue Increase Sales A/c

Goods

January18 Salaries paid Salaries Expense Increase Salaries A/c

in cash Cash Asset Decrease Cash A/c

January20 Cash Drawings Capital Decrease Drawings

withdrawn for Cash Asset Decrease A/c Cash A/c

personal use

On the basis of the above table, following entries can be made in the Journal

Journal of Tarun

Dr. Cr.

Date Particulars L.F. Amount Amount

Rs. Rs.

2006

January 1 Cash A/c Dr. 1,00,000

To Tarun Capital A/c 1,00,000

(Capital brought in by Tarun)

January 2 Purchase A/c Dr. 20,000

To Cash A/c 20,000

(Goods purchased for Cash)

January 4 Machinery A/c Dr. 30,000

To Vibhu’s A/c 30,000

(Machinery purchased from Vibhu

on credit)

January 6 Rent A/c Dr. 10,000

To cash A/c 10,000

(Rent paid)

January 8 Purchases A/c Dr 25000

To Anil’s A/c 25000

(Good purchased on credit)
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January10 Cash A/c Dr 40,000

To Sales A/c 40000

(Goods sold for Cash)

January15 Gurmeet’s A/c Dr 30,000

To Sales A/c 30,000

(Goods sold on credit to Gurmeet)

January18 Salaries A/c Dr. 12,000

To Cash A/c 12,000

(Salaries paid)

January20 Drawings A/c Dr 5,000

To Cash A/c 5,000

(Cash withdrawn by the owner

for personal use)

Total 2,72,000 2,72,000

INTEXT QUESTIONS 5.2

I. Below are given certain transactions. Write the names and kinds of

affected accounts in the given columns of debit and credit :

Dr. Cr

Transaction Name Type Name Type

of A/c of A/c of A/c of A/c

(i) Started business with cash Cash A/c Assets Capital Capital

(ii) Credit purchases of goods

(iii) Commission paid by cheque

(iv) Cash deposited into Bank

(v) Interest received in cash

(vi) Furniture purchased from Mukesh

(vii) Goods sold by Ramesh

II. Write down the narration for the following Journal entries in the space

provided :

(i) Cash A/c Dr. (ii) Purchases A/c Dr.

To sales A/c To Vinay’s A/c

( ) ( )
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III. Complete the following journal entries:-

(i) Amit’s A/c Dr. (ii) ..................... Dr.

To ............. A/c To Cash A/c

(Goods sold to Amit) (Commission paid in Cash)

(iii) Cash A/c Dr. (iv) Goods A/c Dr

To ............. A/c To ............. A/c

(Interest received in Cash) (Goods purchased

from Rohit for Cash)

5.3 COMPOUND AND ADJUSTING ENTRIES

The journal entries that you have learnt so far are simple and affect two

accounts only. There can be entries that affect more than two accounts; such

entries are called compound or combined entries.

A simple journal entry contains only one debit and one credit. But if an

entry contains more than one debit or credit or both, that entry is known

as a compound journal entry. Actually, a compound journal entry is a

combination of two or more simple journal entries.

Thus, a compound journal entry can be made in the following three ways:

(i) By debiting one account and crediting more than one account.

(ii) By debiting more than one account and crediting one account.

(iii) By debiting more than one account and also crediting more than one

account.

Two simple journal entries are as :

Journal

Dr. Cr.

Date Particulars L.F. Amount Amount

Rs. Rs.

2006

November 30 Salary A/c Dr. 6000

To Cash A/c 6,000

(Salary paid in Cash)

November 30 Rent A/c Dr. 12,000

To Cash A/c 12,000

(Rent paid in Cash)
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The above two simple entries have been converted into compound Journal

entry as under :

2006

November 30 Salary A/c Dr. 6,000

Rent A/c Dr. 12,000

To Cash A/c 18000

(Payment of Salary and

Rent in Cash)

Note : To make the compound entry it is necessary that the transactions

must be of the same date and one account is common.

If you match the first two simple entries with the converted compound entry,

you will find that there is no difference between them so far as the

accounting effect is concerned. The compound entries save time and space.

Such compound entries are made in the following cases:

(a) When two or more transactions occur on the same day.

(b) One aspect i.e. either the Debit account or Credit account is common.

A few more examples of compound entries are :

1. Bad debt

When a debtor fails to pay the full amount due to him, the unpaid amount

is known as bad debt.

For example, A business concern receives Rs 8000 of Rs10,000 due from

Harish. He is unable to pay the balance amount, thus, the remaining amount

becomes a bad debt for the business.

The compound entry for this transaction will be :

Bank A/c Dr. 8000

Bad Debts A/c Dr. 2000

To Harish’s A/c 10,000

(Receipt of Rs8000 from Harish

and remaining due amount of

Rs2000 is treated as bad debts)

2. Discount Allowed and Received

To encourage a customer to pay the amount due before due date, discount

is allowed. This is called cash discount. If such discount is received the

compound entry will be :
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Creditor A/c Dr.

To Bank A/c

To Discount A/c

3. Similarly, when cash discount is allowed, the journal entry will be

Bank A/c Dr.

Discount A/c Dr.

To customer’s (Debtors) A/c

Note : When the customer buys goods in bulk or in large quantity some

discount may be allowed to him. This is to encourage him to buy more and

more. This discount is called Trade Discount. When the bill is prepared for

the purchase of goods, the amount of trade discount is deducted from the

total amount payable. No entry is made for this type of discount in the

journal i.e. it is not recorded in the books of accounts.

Illustration 2

Enter the following transactions in the books of Supriya, the owner of the

business.

2006

January 8 Purchased goods worth Rs.5,000 from Sarita on credit.

January 12 Neha Purchased goods worth Rs.4,000 from Supriya on credit.

January 18 Received a Cheque from Neha in full settlement of her account

Rs.3,850.

Discount allowed to her Rs.150

January 20 Payment made to Sarita Rs.4,900. Discount allowed by him

Rs.100.

January 22 Purchased goods for cash Rs.10,000.

January 24 Goods sold to Kavita for Rs.15,000.

Trade discount @ 20% is allowed to her.

January 29 Payment received from Kavita by Cheque.

Solution

The above transactions will be entered in the journal as follows :
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Journal of Supriya

Dr. Cr.

Date Particulars L.F. Amount Amount

Rs. Rs.

2006

Jan.8 Purhcases A/c Dr. 5,000

To Sarita A/c 5,000

(Goods Purchased on credit

from Sarita)

Jan. 12 Neha’s A/c Dr. 4,000

To Sales A/c 4,000

(Goods sold on credit to Neha)

Jan. 18 Bank A/c Dr. 3,850

Discount A/c Dr. 150

To Neha’s A/c 4,000

(Payment recived from Neha and

discount allowed)

Jan. 20 Sarita’s A/c Dr. 5,000

To Cash A/c 4.900

To Discount A/c 100

(Payment made and discount

allowed by Sarita)

Jan. 22 Purhcases A/c Dr. 10,000

To Cash A/c 10,000

(Goods purchased for  cash)

Jan. 24 Kavita A/c Dr 12000

To Sales A/c 12000

(Sold good to Kavita on credit of

Rs15000 less Trade Discount @20%)

Jan. 29 Bank A/c Dr. 12000

To Kavita’s A/c 12000

(Payment received from Kavita

by Cheque)

Total 52000 52000
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Adjusting Entry

To satisfy the principle of matching cost and revenue, amount of every

expense and revenue should pertain to the period for which accounts are

being prepared. Thus, there can be two situations : (a) Amount has been

received or paid which belongs to more than one accounting year

(b) amount of expense or of revenue for the current year stands due and

not paid. In the above two cases adjustments need to be made. Any journal

entry made to adjust these amounts is called adjusting journal entry.

Journal entries made to adjust for outstanding expenses such as rent

outstanding, prepaid expenses such as insurance premium paid in advance,

accrued income such as rent (income) has beocme due but not received and

income received in advance such as commission has been received though

not yet due are examples of adjusting journal entries.

Following are the items for which adjustment is required :

1. Outstanding Expenses

An expense for the current accounting peirod should be debited (as increase

in expense is to be debited). It is immaterial whether it is paid in that

accounting period or not. In case the same expense is not paid during the

year, it becomes outstanding for that particular year. It is the liability of the

business for that year and, thus, expense outstanding account will be

credited, because liabilities are credited for increase.

For example, if salaries are outstanding for Rs.5,000 for December 2006

then the entry will be made as follows:

Salaries A/c Dr. 5,000

To Salaries outstanding A/c 5,000

(Salaries remaining unpaid for the

month of December)

2. Prepaid Expenses

This is an expense relating to the next year that has been paid in advance

during the current year. Thus, in such a case, this amount should not be

treated as an expense for this year. It should be treated as an asset in the

current year as the services will be received only in the next year (but the

payment has been made in this year). As an increase in asset is debited,

so prepaid expense account will also be debited.
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If, for example, Insurance is prepaid for 2007 in 2006 for Rs.3,000 then

entry will be made as follows:

Prepaid Insurance A/c Dr. 3,000

To Insurance Premium A/c 3,000

(insurance paid in advance)

Accrued Income

In case, income has been earned but it has not been recieved till now, it

is an accrued income. Accrued Income is an asset, as there will be an

increase in the asset, it will be debited.

For example, Rent (receivable) is outstanding for the month of November

Rs.4,000. The entry in such a case will be:

Accrued Rent A/c Dr. 4,000

To Rent A/c 4,000

(Being Rent due but not yet

received for the period)

Note : Here Rent Income A/c has been credited for the increase to be made

in the amount of Rent for the period of November, which has to be

included in the total Rent Income.

Income received in advance

Whenever Income is received in advance during the current year i.e. it is

received for the next year, it should not be included in the current year’s

income. As this income pertains to the next year, it cannot be treated as

income in the current year, so it becomes a liability. As there is an increase

in the liability, it should be credited.

For example, if Rent is received in advance for the period January and

February 2007 in December 2006, Rs.9,000. Then the entry will be

Rent A/c Dr. 9,000

To Rent Received in Advance A/c 9,000

(Rent received in advance

for January and February in the month of December 2006)
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Note : Here Rent Income A/c has been debited as it has to be decreased

by Rs.9,000 being Rent in advance for January and February 2007

which should not be included in the month of December 2006 as

the services have not yet been rendered.

Miscellaneous entries

Depreciation

Depreciation means decline in the value of an asset due to its wear and tear.

It is an expense for the business. Increase in expenses and losses are debited,

so depreciation is also to be debited. The value of the asset will also be

reduced because of depreciation. As decrease in assets is credited, so the

same asset account will be credited.

For example, Depreciation on furniture Rs.3,000 is charged for the year,

Journal entry will be :

Depreciation A/c Dr. 3,000

To Furniture A/c 3,000

(Depreciation charged on furniture)

Interest on capital

Business may allow interest to its proprietor on his/her capital. It is an

expense for the business. As the expense is debited for the increase, interest

on capital will be debited. The other account involved here is capital

account. As Capital is increasing, it will be credited with the amount of

interest on capital.

For exmaple, Interest allowed on capital is Rs.2,500. Thus, the journal entry

will be

Interest on Capital A/c Dr. 2,500

To Capital A/c 2,500

(Interest on Capital is allowed)

Drawings

When the proprietor withdraws some money from the business for his

personal or domestic use, it is known as Drawings. Drawings reduce the

amount of Capital. As decrease in Capital is debited, drawings will also be

debited. As Cash will be decreased as an asset, it will be credited.
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For example, Cash withdrawn by the proprietor for his peronal use is

Rs.4,000. So the journal entry will be :

Drawings A/c Dr. 4000

To Cash A/c 4000

INTEXT QUESTIONS 5.3

I. Fill in the blanks with sutiable word/words:

(i) A cominbaiton of two or more simple journal entries is known

as ...........................

(ii) Bad debts are ........................... in the journal, as they are loss to

the Business.

(iii) In journal, only ........................... discount is recorded.

(iv) No entry is made for ........................... discount in the Journal.

(v) Prepaid Expenses are ........................... in the journal.

(vi) Accrued Income is ........................... on the journal.

(vii) Depreciation reduces the value of an ...........................

(viii) When the proprietor- withdraws money from the business for his

personal use, then ........................... A/c is debited and

........................... A/c is credited.

II. Complete the following journal entries:

(i) Drawings A/c ................... Dr.

To ................... A/c

(Money withdrawn from Bank for Personal use)

(ii) Cash A/c ................... Dr.

...................................... Dr.

To Rohit’s A/c

(Payment received form Rohit in full

and final settlement of his A/c)
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(iii) ................... A/c Dr.

To Rent A/c

(Rent paid in advance)

(iv) Interest on Capital A/c Dr.

To ................... A/c

(Interest allowed on capital)

(v) ................... A/c Dr.

To Commission outstanding A/c

(Commission outstanding for December)

(vi) Cash A/c ................... Dr.

................... A/c Dr.

To Satish’s A/c

(Part payment of a debt received due

to insolvency of Satish)

5.4 CLASSIFICATION OF JOURNAL

Journal is a book in which transactions are recorded in chronological order/

date wise, therefore it will be practically difficult to record if the number

of transactions is large. To take the benefit of division of labour, journal

should be divided into number of journals.

Journal can be classified into various special journals and Journal proper.

Special journals are also known as special purpose books.

Classification of Journal can be explained with the help of the following

chart:
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These journals are explained below :

I. Special Journal

Special journals are those journals which are meant for recording all the

transactions of a repetitive nature of a particular type. For example, all cash

related transactions may be recorded in one book, all credit purchases in

another book and so on. These are :

(i) Cash Journal/Cash Book

Cash Journal or Cash Book is meant for recording all cash transactions i.e.,

all cash-receipts and all cash payments of the ‘business. This book he1ps

us to know the balance of Cash in hand at any point of time. It is of two

types :

(a) Simple Cash Book: It records only receipts and paymetns of cash.

It is like an ordinary Cash Acocunt.

(b) Bank Column Cash Book : This type of Cash Book contains one

more column on each side for the Bank transactions. This Book

provides addtiional information about the Bank transactions.

You will learn more details about the Cash Book in the lesson on Cash Book.

(ii) Purchases Journal/Purhcases Book

This journal is meant for recording all credit purchases of goods only as

Cash purhcases of goods are recorded in the Cash Book. In this journal,

purchases of other things like machinery, typewriter, stationery, etc. are not

recorded. Goods means articles meant for trading or the articles in which

the business deals.

(iii) Sales Journal/Sales Book

This journal is meant for recording all credit sales of goods made by the

firm. Cash Sales are recorded in the Cash Book and not in the Sales Book.

Credit Sale of items other than the goods dealt in like sale of old furniture,

machinery, etc. are not entered in the Sales Journal.

(iv) Purchase Returns or Returns Outward Journal

Whenever, the goods are not as per the specifications, the buyer may return

these goods to the supplier. These returns are entered in a book known as

Purhcase Returns Book. It is also known as Returns Outward Journal Book.
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(v) Sale Returns or Returns Inward Journal

Sometimes, when the goods are sold to the customer and they are not

satisfied with the goods, they may return these goods to the businessman.

Such returns are known as Sales Returns. Just like Purchase Returns, they

are also recorded in a separate Book which is known as Sales Returns or

Returns Inward Journal/Book.

Note : You will learn more details about these Special journals in the

subsequent lessons.

(vi) Bill Receivables Journal/Book

When goods are sold on credit and the date and period of payment is agreed

upon between the seller and the buyer, this is duly signed by both the parties.

This written document is called a Bill of exchange. For the seller it is a

bill receivable and for the buyer it is a bill payable. Bills Receivable Journal/

Book and Bills Payable journal Book are two journals prepared by a

businessman. For example : Pranaya sells goods to Gunakshi on credit for

Rs 5000 payable after three months. A document is prepared containing

these facts and is duly signed by Pranaya and Gunakshi. For Pranaya it is

a Bills Receivable and she will record this transaction in Bill Receivable

Book. For Gunakshi it is a Bill Payable and she will record the transaction

in her Bill Payable Book.

(vii) Bill Payable Journal

This is a journal in which record of those bills is kept on which the firm

has given its acceptance for making payments on later dates.

Note : Bill books are not now in practice.

II. Journal Proper

This journal is meant for recording all such transactions for which no special

journal has been maintained in the business. Therefore, in this journal, all

such transactions are recorded which do not occur frequently and for these

transactions no special journal is required. For example, if Machinery is

purchased on credit, it will be recorded in the journal proper, because in

the Cash Book, we will record only cash purchases of machinery. Similarly,

many other transactions, which do not find their place in the special journals

will be recorded in the General Journal such as

(i) Outstanding expenses – Salaries outstanding, Rent outstanding, etc.

(ii) Prepaid expenses – Prepaid Rent, Salaries paid in advance
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(iii) Income received in advance – Rent received in advance, interest

received in advance, etc.

(iv) Accrued Incomes – Commission yet to be received, interest yet to be

received.

(v) Interest on Capital

(vi) Depreciation

(vii) Credit Purchase and Credit Sale of fixed Assets – Machinery,

Furniture.

(viii) Bad debts.

(ix) Goods taken by the proprietor for personal use.

INTEXT QUESTIONS 5.4

Fill in the blanks with suitable word/words:

(i) Return of goods purchased by the businessman to the suppliers will

be entered in ..................... Journal.

(ii) In ..................... Journal, credit purhcases of assets is not recorded.

(iii) When the payment is to be made by the debtor, under a written

agreement it is ..................... for him.

(iv) An order made by the creditor to his debtor to make the payment on

a specified date is known as .....................

(v) In ..................... all such transactions are recorded for which no special

journals are maintained.

(vi) Assets sold on credit are entered in .....................

WHAT YOU HAVE LEARNT

l The Book in which all business transactions are recorded, datewise i.e.

chronological order is known as Journal.

l A Journal contains the following columns:

1. Date: 2. Particulars; 3. Ledger folio;

4. Debit Amount; 5. Credit Amount.
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l Brief explanation of a journal entry is known as Narration.

l A combination of two or more simple journal entries is known as

compound entires.

l Cash discount is recorded in the journal whereas no entry is made for

Trade Discount.

l When the amount paid or received is partly utilised by the end of an

accounting year, and balance is for services to be provided in the next

year or amount is yet to be paid or to be received for the services availed

of in the current year, adjustement is required and adjusting entries will

be made.

l In big business houses, a journal is classified into various special

journals which record transactions of similar and repetitive nature.

l All those transactions which arise occasionally or do not find place in

any of the special journals are recorded in Journal proper.

l Special Journals : These are used for recording specific nature

transactions :

Cash Purchase Sales Purchase Sale Bill Bill

Book Book Book Returns Returns Receivable Payable

Book Book

TERMINAL QUESTIONS

1. Write the meaning of the following in one sentence each:

(i) Narration

(ii) Ledger folio

(iii) Bad debts

(iv) Cash Discount

2. The following journal entries have been made by a learner. You are

required to make correct entries wherever you think them to be

wrong :

(i) Proprietor brought capital into Business

Capital A/c ................... Dr.

To Cash A/c
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(ii) Goods Sold for Cash

Cash A/c ................... Dr.

To Goods A/c

(iii) Machinery Purchased in Cash

Purchases A/c ................... Dr.

To Cash A/c

(iv) Goods sold to Ram for cash

Ram A/c ................... Dr.

To Sales A/c

(v) Salary paid to the Accountant

Accountant’s personal A/c ................... Dr

To Salary A/c

(vi) Rent paid in advance

Prepaid Rent A/c ................... Dr

To Cash A/c

3. Distinguish between Special Journals and Journal Proper.

4. Journalise the following transactions :

(i) Started business with cash Rs.3,00,000.

(ii) Bought Goods on credit for Rs.5,000.

(iii) Sold Goods for cash Rs.12,000 and on credit Rs. 8,000.

5. Explain the process of journalising the transactions with suitable

examples.

6. What are compound entries? Explain with suitable examples.

7. What are adjusting entries? Give examples of any two such entries.

8. Enter the follwoing transactions in Journal

2006

January 1 Sushil & Co. started business with cash 1,00,000

” 2 Paid into Bank 60000

” 4 Purhcased Machinery and paid by cheque 30,000

” 6 Bought goods from Naresh 20,000

” 14 Paid salaries 5,000

” 15 Sold goods to Rajesh Kuamr 15,000

” 17 Paid for Sundry Expenses 8,500

” 18 Cash deposited into Bank 20,000

” 19 Received Rent 6,000
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” 22 Paid Naresh by cheque in full settlement of his A/c 19,750

” 24 Withdrawn cash for personal use 8,000

” 26 Salary paid in advance to Surjeet 2,500

” 28 Rajesh made the payment on A/c 10,000

” 30 Cash Sales for the month 16,500

9. The following are the transactions of Kumar Swami for the month of

January. Journalise these transactions.

2006

January l Capital paid into Bank 3,00,000

” 1 Bought Stationery for cash 400

” 2 Bought Goods for cash 25,000

” 3 Bought Postage Stamps

” 5 Sold Goods for Cash 10,000

” 6 Bought Office Furniture from Mahendra Bros. 40,000

” 11 Sold goods to Jacob 12,000

” 12 Received cheque from Jacob 12,000

” 14 Paid Mahendra Bros. by cheque 40,000

” 16 Sold goods to Ramesh & Co 5,000

” 20 Bought from S. Seth & Bros 15,000

” 23 Bought Goods for cash from S.Narain & Co 22,000

” 24 Sold Good to P.Prakash 17,000

” 26 Ramesh & Co. Paid on account 2,500

” 28 Paid S.Seth & Bros. by cheque in full settlement 14,800

” 31 Paid Salaries 2,800

” 31 Rent is due to S. Sharma but not yet paid 2,000

ANSWERS TO INTEXT QUESTIONS

Intext Questions 5.1

I. Journal is a book of accounts in which all day to day transactions are

recorded in the order of their occurence.

II. (i) the journal

(ii) original book of entries/Primary Book of entries

(iii) entires

(iv) narration

(v) ‘to’



MODULE - 1
Basic Accounting

Notes

 99

Journal

ACCOUNTANCY

Intext Questions 5.2

I. Debit Credit

S.No. Name of A/c Kind of A/c Name of A/c Kind of A/c-

(ii) Goods A/c Asset Creditors A/c Liability

(iii) Commission A/c Expense Bank A/c Asset

(iv) Bank A/c Asset Cash A/c Asset

(v) Cash A/c Asset Interest A/c Revenue

(vi) Furniture A/c Asset Mukesh A/c Liability

(vii) Ramesh A/c Asset Goods A/c Asset

II. (i) Goods sold for cash

(ii) Goods purchased from Vinay on credit

(iii) Cash received from Atul

III. (i) Goods A/c (ii) Commission A/c

(iii) Interest (iv) Cash A/c

Intext Questions 5.3

I. (i) Compound entry (ii) Debited

(iii) Cash (iv) Trade

(v) Debited (vi) Debited

(vii) Asset (viii) Drawings, Cash

II. (i) Cash A/c (ii) Discount

(iii) Prepaid Rent (iv) Capital A/c

(v) Commission A/c (vi) Bad Debts A/c

Intext Questions 5.4

(i) Purchase Returns - Journal (ii) Purchase Journal

(iii) Bill Payable (iv) Bill Receivable

(v) Journal proper (vi) Journal proper
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You have learnt that business transactions are recorded in various special

purpose books and journal proper. The accounting process does not stop

here. The transactions are recorded in number of books in chronological

order. Such recording of business transactions serves little purpose of

accounting. Items of same title in different books of accounts need to be

brought at one place under one head called an account. There are numerous

account titles of items/persons or accounts. All the accounts, if brought in

one account book, will be more informative and useful. The account book

so maintained is called Ledger.

In this lesson, you will learn about Ledger and posting of items entered in

various books of accounts to ledger.

OBJECTIVES

After studying this lesson, you will be able to:

l state the meaning, features and importance of ledger;

l enumerate the various types of ledger;

l state the meaning of posting and explain the steps of posting journal

into ledger;

l calculate the balance of the account in the ledger.

6.1 LEDGER : MEANING, IMPORTANCE AND TYPES

You have already learnt about accounts. Each transaction affects two

accounts. In each account transactions related to that account are recorded.

For example, sale of goods taking place number of times in a year will be

put under one Account i.e. Sales Account.

6

LEDGER
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All the accounts identified on the basis of transactions recorded in different

journals/books such as Cash Book, Purchase Book, Sales Book etc. will be

opened and maintained in a separate book called Ledger. So a ledger is a

book of account; in which all types of accounts relating to assets, liabilities,

capital, expenses and revenues are maintained. It is a complete set of

accounts of a business enterprise.

Ledger is bound book with pages consecutively numbered. It may also

be a bundle of sheets.

Thus, from the various journals/Books of a business enterprise, all transactions

recorded throughout the accounting year are placed in relevant accounts in

the ledger through the process of posting of transactions in the ledger. Thus,

posting is the process of transfer of entries from Journal/Special Journal

Books to ledger.

Features of ledger

l Ledger is an account book that contains various accounts to which

various business transactions of a business enterprise are posted.

l It is a book of final entry because the transactions that are first entered

in the journal or special purpose Books are finally posted in the ledger.

It is also called the Principal Book of Accounts.

l In the ledger all types of accounts relating to assets, liabilities, capital,

revenue and expenses are maintained.

l It is a permanent record of business transactions classified into relevant

accounts.

l It is the ‘reference book of accounting system and is used to classify

and summarise transactions to facilitate the preparation of financial

statements.

Format of a ledger sheet

The format of a ledger sheet is as follows :

Title of an Account

Dr. Cr.

Date Particulars JF Amount Date Particular JF Amount

Rs. Rs.

You must have noticed that the format of a ledger sheet is similar to that

of the format of an Account about which you have already learnt. A full
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sheet page may be allotted to one account or two or more accounts may

be opened on one sheet. It depends upon the number of items related to

that account to be posted.

Importance of Ledger

Ledger is an important book of Account. It contains all the accounts in

which all the business transactions of a business enterprise are classified.

At the end of the accounting period, each account will contain the entire

information of all the transactions relating to it. Following are the advantages

of ledger.

l Knowledge of Business results

Ledger provides detailed information about revenues and expenses at

one place. While finding out business results the revenue and expenses

are matched with each other.

l Knowledge of book value of assets

Ledger records every asset separately. Hence, you can get the information

about the Book value of any asset whenever you need.

l Useful for management

The information given in different ledger accounts will help the

management in preparing budgets. It also helps the management in

keeping the check on the performance of business it is managing.

l Knowledge of Financial Position

Ledger provides information about assets and liabilities of the business.

From this we can judge the financial position and health of the business.

l Instant Information

The business always need to know what it owes to others and what the

others owe to it. The ledger accounts provide this information at a glance

through the account receivables and payables.

Types of Ledger

In large scale business organisations, the number of accounts may run into

hundreds. It is not always possible for a businessman to accommodate all

these accounts in one ledger. They, therefore, maintain more than one ledger.



MODULE - 1
Basic Accounting

Notes

 103

Ledger

ACCOUNTANCY

These ledgers may be as follows :

Types of Ledger

1. Assets Ledger : It contains accounts relating to assets only e.g.

Machinery account, Building account, Furniture account, etc.

2. Liabilities Ledger : It contains the accounts of various liabilities e.g.

Capital (Owner or partner), Loan‘ account, Bank overdraft, etc.

3. Revenue Ledger : It contains the revenue accounts e.g.. Sales account,

Commission earned account, Rent received account, interest received

account, etc.

4. Expenses Ledger : It contains the various accounts of expenses

incurred, e.g. Wages account, Rent paid account, Electricity charges

account, etc.

5. Debtors Ledger : It contains the accounts of the individual trade

debtors of the business. Individuals, firms and institutions to whom

goods and services are sold on credit by business become the ‘trade

debtors’ of the business.

6. Creditors Ledger : It contains the accounts of the individual trade

Creditors of the business. Individuals, firms and institutions from

whom a business purchases goods and services on credit are called

‘trade creditors’ of the business.

7. General Ledger : It contains all those accounts which are not covered

under any of the above types of ledger. For example Landlord

A/c, Prepaid insurance A/c etc.

INTEXT QUESTIONS 6.1

I. Fill in the blanks with a suitable word or words :

(i) Ledger contains various ...................... in it.

(ii) The process of transfer of entries from Journal and special purpose

books to ledger is called ......................

(iii) Ledger is also called ......................

(iv) Ledger is a ...................... book of accounting system.

II. Match the column A with column B :

A B

(i) Book containing accounts (a) Ledger

(ii) Pages number of the ledger (b) Liabilities ledger

(iii) Machinery account, Building (c) Revenue ledger

account, furniture Accounts, etc.
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(iv) Loan’s account, Bank overdraft (d) Expenses ledger

account, etc.

(v) Rent paid, wages paid, (e) Folio

electricity charges

(vi) Sales account, commission account, (f) Assets ledger

interest received account etc.

6.2 POSTING OF JOURNAL PROPER INTO LEDGER

You know that the purpose of opening an account in the ledger is to bring

all related items of this account which might have been recorded in different

books of accounts on different dates at one place. The process involved in

this exercise is called posting in the ledger. This procedure is adopted for

each account.

To take the items from the journal to the relevant account in the ledger is

called posting of journal. Following procedure is followed for posting of

journal to ledger :

1. Identify both the accounts ‘debit’ and credit of the journal entry. Open

the two accounts in the ledger.

2. Post the item in the first account by writing date in the date column,

name of the account to be credited in the particulars column and the

amount in the amount column of the ‘debit’ side of the account.

3. Write the page number of the journal from which the item is taken to

the ledger in Folio column and write the page number of the ledger from

which account is written in L.F. column of the journal.

4. Now take the second Account and give the similar treatment. Write the

date in the ‘date’ column, name of the account in the ‘amount’ column

of the account on its credit side in the ledger.

5. Write page number of journal in the ‘folio’ column of the ledger and

page number of the ledger in the ‘LF’ of column of the journal.

Illustration 1

Journalise the following transactions and post them in the ledger

2006

January 1 Commenced business with cash 50000

January 3 Paid into bank 25000
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January 5 Purchased furniture for cash 5000

January 8 Purchased goods and paid by cheque 15000

January 8 Paid for carriage 500

January 14 Purchased Goods from K. Murthy 35000

January 18 Cash Sales 32000

January 20 Sold Goods to Ashok on credit 28000

January 25 Paid cash to K. Murthy in full settlement 34200

January 28 Cash received from Ashok 20000

January 31 Paid Rent for the month 2000

January 31 Withdrew from bank for private use 2500

Solution :

Journal

Dr. Cr

Date Particulars LF Amount Amount

Rs. Rs.

2007

Jan 1 Cash A/c Dr. 50,000

To Capital A/c 50,000

(Commenced business with cash)

Jan 3 Bank A/c Dr 25,000

To cash A/c 25,000

(Cash paid in the Bank)

Jan 5 Furniture A/c Dr 5000

To Cash A/c 5000

(Purchased furniture for cash)

Jan 8 Purchases A/c Dr 15000

To Bank A/c 15,000

(Purchased goods and paid by cheque)

Jan 8 Carriage A/c Dr 500

To Cash A/c 500

(Cash paid for carriage charges)
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Jan 14 Purchases A/c Dr 35000

To K. Murthy 35,000

(Goods purchased on credit)

Jan 18 Cash A/c Dr 32000

To Sales A/c 32000

(Goods sold for cash)

Jan 20 Ashok Dr 28000

To Sales A/c 28000

(Goods sold to Ashok credit)

Jan 25 K Murthy Dr 35000

To Cash A/c 34200

To Discount A/c 800

(Cash paid to K. Murthi a discount

allowed by them)

Jan 28 Cash A/c Dr 20000

To Ashok 20000

(Cash received from Ashok on Account)

Jan 31 Rent A/c Dr 2000

To Cash A/c 2000

(Cash paid for rent)

jan 31 Drawings A/c Dr 2500

To Bank A/c 2500

(Cash withdrawn from bank for

domestic use)

Ledger

Cash A/c

Dr. Cr.

Date Particulars JF Amount Date Particular JF Amount

Rs. Rs.

2006 2006

Jan 1 Capital A/c 50000 Jan 3 Bank A/c 25000

” 18 Sales A/c 32000 Jan 5 Furniture 5000

” 28 Ashok 20000 Jan 8 Carriage 500

Jan 25 K. Murthy 34200

Jan 31 Rent A/c 2000
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Capital A/c

Dr. Cr.

Date Particulars JF Amount 2006 Particulars JF Amount

Rs Rs

Jan 1 Cash A/c 50000

Bank A/c

Dr. Cr.

Date Particulars JF Amount 2006 Particulars JF Amount

Rs Rs

2006 2006

Jan 2 Cash A/c 25000 Jan 31 Drawings A/c 2500

Jan 8 Purchases A/c 15000

Furniture A/c

Dr. Cr.

Date Particulars JF Amount Date Particulars JF Amount

Rs. Rs.

2006

Jan 2 Cash A/c 5000

Purchases A/c

Dr. Cr.

Date Particulars JF Amount Date Particulars JF Amount

Rs. Rs.

2006

Jan 8 Bank A/c 15000

Jan 14 K. Murthy 35000

Carriage A/c

Dr. Cr.

Date Particulars JF Amount Date Particulars JF Amount

Rs. Rs.

2006

Jan 8 Cash A/c 500
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K. Murthy A/c

Dr. Cr.

Date Particulars JF Amount Date Particulars JF Amount

Rs. Rs.

2006 2006

Jan 25 Cash A/c 34000 Jan 14 Purchases A/c 35000

Jan 25 Discount A/c 800

Sales A/c

Dr. Cr.

Date Particulars JF Amount Date Particulars JF Amount

Rs. Rs.

2006

Jan 18 Cash A/c 32000

Jan 20 Ashok 28000

Ashok A/c

Dr. Cr.

Date Particulars JF Amount Date Particulars JF Amount

Rs. Rs.

2006 2006

Jan 20 Sales A/c 28000 Jan 28 Cash A/c 20000

Rent A/c

Dr. Cr.

Date Particulars JF Amount Date Particulars JF Amount

Rs. Rs.

2006

Jan 3 Cash A/c 2000

Drawings A/c

Dr. Cr.

Date Particulars JF Amount Date Particulars JF Amount

Rs. Rs.

2006

Jan 18 Bank A/c 2500
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Posting Scheme

Posting from the journal to the ledger-Debit account
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Posting Scheme

Posting from the Journal to the ledger-Credit Account
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INTEXT QUESTIONS 6.2

1. State the meaning of ledger posting

................................................................................................................

................................................................................................................

2. Following are the steps of posting of journal to ledger but are not in

proper order. Write them in correct order :

(a) Write the page number of journal in the JF column of ledger and

that of ledger on which account has been taken from journal.

(b) Identify the two affected accounts in the journal and open these

accounts in the ledger

(c) Take date and amount of the debit account, and name of the credit

account from journal to ledger in their respective columns.

(d) While posting the credit account from journal in the ledger write

page number of the journal from which item is taken to ledger

in JF column of ledger and page number of ledger on which item

is taken on the LF column of the journal.

6.3 BALANCING OF AN ACCOUNT

Balancing of an account is the difference between the total of debits and

total of credits of an account. If debit side total is more than the credit side,

the account shows a debit balance. Similarly, the balance will be credit if

the credit side total of an account is more than the debit side total. This

process of ascertaining and writing the balance of each account in the ledger

is called balancing of an account. An account has two sides : debit and

credit. Items by which this account is debited are entered on its debit side

with their amounts and items by which this account is credited are entered

on its credit side with their amounts so all items related to an account are

shown at one place in the ledger. But then you would like to know the net

effect of this account i.e. the balance between its debit amount and credit

amount. The following steps are to be followed in Balancing the Ledger

Account :

l Total up the two sides of an Account on a rough sheet.

l Determine the difference between the two sides. If the credit side is more

than the debit side, the balance calculated is a credit balance.
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l Put the difference on the ‘Shorter side’ of the account such that the totals

of the two sides of the account are equal.

l If the difference amount is written on debit side (i.e., if credit. side is

bigger) then write as “Balance c/d” (c/d stands for carried down). If

difference is written on the credit side (i.e., if debit side is bigger) then

write it as “Balance c/d.

l Finally at the end of the year all the ledger accounts are closed by taking

out the balance of each account.

The Balance then should be brought down or carried forward to the next

period. If the difference was put on credit side as “Balance c/d” it should

now be written on the debit side of the account as “Balance b/d”

(b/d stands for brought down) and vice-a-versa. Thus debit balance will

automatically be brought down on the debit side and a credit balance on

the credit side.

Balancing of different types of Accounts

Assets : All asset accounts are balanced. These accounts always

have a debit balance.

Liabilities : All Liability accounts are balanced. All these accounts

have a credit balance.

Capital : This account is always balanced and usually has a credit

balance.

Expense and : These Accounts are not balanced but are simply totalled

Revenue up. The debit total of Expense/Loss will show the

expense/Loss. In the same manner, credit total of Revenue/

Income will show increase in income. At the time of

preparing the Trial Balance, the totals of these are taken

to the Trial Balance.

The Balance of Assets, Liabilities and Capital Accounts will be shown in

Balance Sheet whereas total of Expense/Loss and Revenue/Income will be

taken to the Trading and Profit and Loss Account. These Accounts are, thus,

closed.

If two sides of an Account (usually Assets, Liabilities and Capital) are equal

there will be no balance. The Account is then simply closed by totalling

up of the two sides of the account.
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Illustration 2

Take ledger accounts of illustration 1

Solution.

Ledger

Cash A/c

Dr. Cr.

Date Particulars JF Amount Date Particulars JF Amount

Rs. Rs.

2006

Jan 1 Capital A/c 50000 Jan 3 Bank A/c 25000

” 18 Sales A/c 32000 Jan 5 Furniture 5000

” 28 Ashok 20000 Jan 8 Carriage 500

Jan 25 K. Murthi 34200

Jan 31 Rent A/c 2000

Jan 31 Balance c/d 35300

102000 102000

Feb 1 Balance b/d 35300

Capital A/c

2006 2006

Jan 31 Balance c/d 50000 Jan 1 Cash A/c 50000

Feb 1 Balance b/d 50000

Bank A/c

2006

Jan 2 Cash A/c 25000 Jan 8 Purchases A/c 15000

Jan 31 Drawings A/c 2500

Jan 31 Balance c/d 7500

25000 25000

Feb 1 Balance b/d 7500

Furniture A/c
Dr. Cr.

Date Particulars JF Amount Date Particulars JF Amount

Rs. Rs.

2006 2006

Jan 1 Cash A/c 5000 Jan 31 Balance c/d 5000

Feb 1 Balance b/d 5000
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Purchase A/c
Dr. Cr.

Date Particulars JF Amount Date Particulars JF Amount

Rs. Rs.

2006

Jan 8 Bank 15000 Trading A/c 50000

Jan 14 K. Murthy 35000

50000 50000

Carriage A/c
Dr. Cr.

Date Particulars JF Amount Date Particulars JF Amount

Rs. Rs.

2006

Jan 8 Cash 500 Trading A/c 500

500 500

K. Murthy A/c
Dr. Cr.

Date Particulars JF Amount Date Particulars JF Amount

Rs. Rs.

2006 2006

Jan 25 Cash 34200 Jan 14 Purchases 35000

Jan 25 Discount 800

35000 35000

Sales A/c
Dr. Cr.

Date Particulars JF Amount Date Particulars JF Amount

Rs. Rs.

2006 2006

Jan 1 Trading A/c 60000 Jan 18 Cash 32000

Jan 20 Ashok 28000

60000 60000

Ashok A/c
Dr. Cr.

Date Particulars JF Amount Date Particulars JF Amount

Rs. Rs.

2006 2006

Jan 20 Sales A/c 28000 Jan 28 Cash 20000

Jan 31 Balance c/d 8000

28000 28000

Feb 1 Balance b/d 8000
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Rent A/c
Dr. Cr.

Date Particulars JF Amount Date Particulars JF Amount

Rs. Rs.

2006 2006

Cash A/c 2000 Profit and Loss A/c 2000

2000 2000

Drawing A/c
Dr. Cr.

Date Particulars JF Amount Date Particulars JF Amount

Rs. Rs.

2006 2006

Jan 10 Bank 2500 Jan 31 Balance c/d 2500

2500 2500

Feb 1 Balance b/d 2500

INTEXT QUESTIONS 6.3

I. Fill in the blanks with suitable word/words :

(i) The debit accounts from the journal are entered on the .....................

side of respective account in the ledger.

(ii) The ..................... of the account in the ledger should be the same

as that is used in the Journal.

(iii) The page number of the journal is entered in the .....................

column in the ledger account.

(v) The Figures appearing in the amount column of the .....................

and the amount column of the respective ..................... in the

ledger must be the same.

II. Fill in the blanks with suitable word or words :

(i) The balance of asset accounts are ..................... balance.

(ii) The balance of liability accounts are always ..................... balance.

(iii) The capital Account generally has ..................... balance.

(iv) The Revenue and expense accounts are closed by taking the

balances to .....................
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WHAT YOU HAVE LEARNT

l Ledger is a register with pages ruled in account form to enable the

preparation of accounts.

l Ledger is a permanent record of business transactions which are

classified according to various accounts to which they pertain.

l Ledger may be Assets Ledger, Liabilities Ledger, Revenue ledger,

Expense ledger, Debtors’ ledger, Creditors’ ledger and General ledger.

l The debit item of journal is posted to the credit side of the relevant

account in the ledger.

l The credit item of journal is posted to the Debit Side of the relevant

account in the ledger.

l Name of the account in the journal is entered in ‘Particulars’ column

of the relevant account in the ledger.

l The page No. of journal from where entries are being posted is entered

in folio column of the various relevant accounts.

l In the ledger Book, the balances of Assets, Liabilities and Capital are

carried forward to the next period. Revenue and Expense accounts are

closed by transferring their totals to Trading and Profit and Loss

A/c.

l The balance of an account is written on the side having lower total, so

that its total becomes equal to the total of the other side.

TERMINAL QUESTIONS

1. What is ledger? Why is ledger prepared?

2. Why is ledger known as the primary book or the principal -book of

accounts? Can profit of the business and its financial position be known

without maintaining ledger?

3. Enumerate the various types of ledgers which may be maintained by

a business.

4. What is the rule for posting the debit account from the journal into the

ledger account?
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5. What is rule for positing the credit item of the journal into the ledger

accounts?

6. What are the advantages of maintaining a ledger?

7. What is meant by balancing of an account? Explain the various steps

taken while balanceing accounts.

8. How do we balance the following types of accounts?

(a) Assets (b) expense (c) capital (d) Revenue

9. Following are the transactions of Dhani Ram and Sons for the month

of July 2006. Make journal entries, post them into ledger and balance

the account.

2006

July 1 Commenced business with cash 60,000

” 2 Paid into bank 40,000

” 5 Purchased furniture for cash 5000

” 7 Purchased Goods and paid for them by cheque 20000

” 10 Sold Goods to Lata Gupta for cash 12000

” 12 Sold Goods to Mahavir on credit 24000

” 18 Purchased Goods from Harish 30000

” 19 Withdrew cash for domestic use 2500

” 20 Received a cheque from Mahavir on account 18900

Allowed him discount 100

” 27 Paid to Harish cash on account 16800

Discount allowed by him 200

” 31 Paid salary by cheque 1800

Paid cash for telephone bill 600

ANSWER TO INTEXT QUESTIONS

Intext Questions 6.1

I. (i) accounts (ii) posting

(iii) Principal Book of Account (iv) reference book
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II. (i) (a) (ii) (e) (iii) (f) (iv) (b)

(v) (d) (vi) (c)

Intext Questions 6.2

I. Taking the items from the journal to the relevant account in the ledger

is called ledger posting

II. Correct order b, c, a, d

Intext Questions 6.3

I. (i) credit (ii) ledger

(iii) JF (iv) journal, account

II. (i) debit (ii) credit

(iii) credit (iv) Trading and Profit and Loss A/c

Answer to Terminal Questions

9. Total of journal Rs 2,25,400

Activity

Contact someone who may be your friend’s father or a relative who is in

business. He operates his account. He collects computerised statements

received from the banks. You compare their format with the ledger accounts

which you have learnt in your school or the businessman in question are

maintaining and find the difference with regard to :

Traditional Computerised

A/c A/c

1. Format of the account

2. How the account are debited/credited

3. Balancing of accounts

4. Additional information
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Computerised Accounting System 13

In chapter 12, you have learnt about the need for
use of computers in accounting the nature and

use of accounting information system. In this
chapter, we shall discuss the nature of computrised
accounting system, its advantages, limitations and
sourcing.

13.1 Concept of Computerised
Accounting System

A computerised accounting system is an accounting
information system that processes the financial
transactions and events as per Generally Accepted
Accounting Principles (GAAP) to produce reports as
per user requirements. Every accounting system,
manual or computerised, has two aspects. First, it
has to work under a set of well-defined concepts
called accounting principles. Another, that there is
a user-defined framework for maintenance of
records and generation of reports.

In a computerised accounting system, the framework
of storage and processing of data is called operating

environment that consists of hardware as well as software
in which the accounting system, works. The type of the
accounting system used determines the operating
environment. Both hardware and software are
interdependent. The type of software determines the
structure of the hardware. Further, the selection of
hardware is dependent upon various factors such as
the number of users, level of secrecy and the nature of
various activities of functional departments in an
organisation.

LEARNING OBJECTIVES

After  s tudying  th is

chapter, you will be able

to :

• define a computerised

accounting system;

• distinguish between a

manual and computer-

ised accounting sys-

tem;

• highlight the advanta-

ges and limitations of

computerised account-

ing system; and

• state the sourcing of a

computerised account-

ing system.
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Take the case of a club,  for example, where the number of transactions
and their variety is relatively small, a Personal Computer with standardised
software may be sufficient. However, for a large business organisation with a
number of geographically scattered factories and offices, more powerful
computer systems supported by sophisticated networks are required to handle
the voluminous data and the complex reporting requirements. In order to
handle such requirements, multi-user operating systems such as UNIX, Linux,
etc. are used.

Modern computerised accounting systems are based on the concept of
database. A database is implemented using a database management system,
which is define by a set of computer programmes (or software) that manage
and organise data effectively and provide access to the stored data by the
application programmes. The accounting database is well-organised with active
interface that uses accounting application programs and reporting system.
Every computerised accounting system has two basic requirements;

• Accounting Framework  : It consists a set of principles, coding and grouping
structure of accounting.

• Operating Procedure : It is a well-defined operating procedure blended
suitably with the operating environment of the organisation.

The use of computers in any database oriented application has four basic
requirements as mentioned below ;

• Front-end Interface : It is an interactive link or a dialog between the user
and database-oriented software through which the user communicates to
the back-end database. For example, a transaction relating to purchase
of goods may be dealt with the accounting system through a purchase
voucher, which appears on the computer’s monitor of data entry operator
and when entered into the system is stored in the database. The same
data may be queried through reporting system say purchase analysis
software programme.

•  Back-end Database : It is the data storage system that is hidden from the
user and responds to the requirement of the user to the extent the user is
authorised to access.

• Data Processing : It is a sequence of actions that are taken to transform
the data into decision useful information.

• Reporting System: It is an integrated set of objects that constitute the
report.
The computerised accounting is also one of the database-oriented

applications wherein the transaction data is stored in well-organised database.
The user operates on such database using the required and desired interface
and also takes the desired reports by suitable transformations of stored data
into information. Therefore, the fundamentals of computerised accounting
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embrace all the basic requirements of any database-oriented application in
computers. Accordingly, the computerised accounting system has the above
four additional requirements.

13.2 Comparison between Manual and Computerised Accounting

Accounting, by definition, is the process of identifying, recording, classifying
and summarising financial transactions to produce the financial reports for
their ultimate analysis. Let us understand these activities in the context of
manual and computerised accounting system.
• Identifying : The identification of transactions, based on application of

accounting principles is, common to both manual and computerised
accounting system.

• Recording : The recording of financial transactions, in manual accounting
system is through books of original entries while the data content of such
transactions is stored in a well-designed accounting database in
computerised accounting system.

• Classification : In a manual accounting system, transactions recorded in
the books of original entry are further classified by posting into ledger
accounts. This results in transaction data duplicity.  In computerised
accounting, no such data duplication is made to cause classification of
transactions. In order to produce ledger accounts, the stored transaction
data is processed to appear as classified so that the same is presented in
the form of a report. Different forms of the same transaction data are
made available for being presented in various reports.

• Summarising : The transactions are summarised to produce trial balance
in manual accounting system by ascertaining the balances of various
accounts. As a result, preparation of ledger accounts becomes a pre-
requisite for preparing the trial balance. However, in computerised
accounting, the originally stored transactions data are processed to churn
out the list of balances of various accounts to be finally shown in the trial
balance report. The generation of ledger accounts is not a necessary
condition for producing trial balance in a computerised accounting system.

• Adjusting Entries : In a manual accounting system, these entries are made
to adhere to the principle of cost matching revenue. These entries are
recorded to match the expenses of the accounting period with the revenues
generated by them. Some other adjusting entries may be made as part of
errors and rectification. However, in computerised accounting, Journal
vouchers are prepared and stored to follow the principle of cost matching
revenue, but there is nothing like passing adjusting entries for errors and
rectification, except for rectifying an error of principle by having recorded
a wrong voucher such as using payment voucher for a receipt transaction.
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495Computerised Accounting System

• Financial Statements : In a manual system of accounting, the preparation

of financial statements pre-supposes the availability of trial balance.

However, in computerised accounting, there is no such requirement. The

generation of financial statements is independent of producing the trial

balance because such statements can be prepared by direct processing of

originally stored transaction data.

• Closing the Books : After the preparation of financial reports, the accountants make

preparations for the next accounting period. This is achieved by posting of

closing and reversing journal entries. In computerised accounting, there is

year-end processing to create and store opening balances of accounts in

database.

It may be observed that conceptually, the accounting process is identical

regardless of the technology used.

13.3 Advantages of Computerised Accounting System

Computerised accounting offers several advantages vis-a-vis manual accounting,

these are summarised as follows ;

• Speed : Accounting data is processed faster by using a computerised

accounting system than it is achieved through manual efforts. This is because

computers require far less time than human beings in performing a task.

• Accuracy : The possibility of error is eliminated in a computerised

accounting system because the primary accounting data is entered once

for all the subsequent usage and processes in preparing the accounting

reports. Normally, accounting errors in a manual accounting system occur

because of repeated posting of same set of original data by several times

while preparing different types of accounting reports.

• Reliability : The computer system is well-adapted to performing repetitive

operations. They are immune to tiredness, boredom or fatigue. As a result,

computers are highly reliable compared to human beings. Since computerised

accounting system relies heavily on computers, they are relatively more reliable

than manual accounting systems.

• Up-to-Date Information : The accounting records, in a computerised

accounting system are updated automatically as and when accounting

data is entered and stored. Therefore, latest information pertaining to

accounts get reflected when accounting reports are produced and printed.

For example, when accounting data pertaining to a transaction

regarding cash purchase of goods is entered and stored, the cash account,

purchase account and also the financial statements (trading and profit and

loss account) reflect the impact immediately.
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• Real Time User Interface : Most of the automated accounting systems are

inter-linked through a network of computers. This facilitates the availability
of information to various users at the same time on a real time basis (that
is spontaneously).

• Automated Document Production : Most of the computerised accounting
systems have standardised, user defined format of accounting reports that
are generated automatically. The accounting reports such as Cash book,
Trial balance, Statement of accounts are obtained just by click of a mouse
in a computerised accounting environment.

• Scalability : In a computerised accounting system, the requirement of
additional manpower is confined to data entry operators for storing
additional vouchers. The additional cost of processing additional transactions
is almost negligible. As a result the computerised accounting systems are
highly scalable.

• Legibility : The data displayed on computer monitor is legible. This is
because the characters (alphabets, numerals, etc.) are type written using
standard fonts. This helps in avoiding errors caused by untidy written
figures in a manual accounting system.

• Efficiency : The computer based accounting systems ensure better use of
resources and time. This brings about efficiency in generating decisions,
useful informations and reports.

• Quality Reports : The inbuilt checks and untouchable features of data
handling facilitate hygienic and true accounting reports that are highly
objective and can be relied upon.

• MIS Reports : The computerised accounting system facilitates the real time
production of management information reports, which will help
management to monitor and control the business effectively. Debtors’
analysis would indicate the possibilities of defaults (or bad debts) and also
concentration of debt and its impact on the balance sheet. For example, if
the company has a policy of restricting the credit sales by a fixed amount
to a given party, the information is available on the computer system
immediately when every voucher is entered through the data entry form.
However, it takes time when it comes to a manual accounting system.
Besides, the results may not be accurate.

• Storage and Retrieval : The computerised accounting system allows the
users to store data in a manner that does not require a large amount of
physical space. This is because the accounting data is stored in
hard-disks, CD-ROMs, floppies that occupy a fraction of physical space
compared to books of accounts in the form of ledger, journal and other

accounting registers. Besides, the system permits fast and accurate
retrieval of data and information.
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• Motivation and Employees Interest : The computer system requires a
specialised training of staff, which makes them feel more valued. This
motivates them to develop interest in the job. However, it may also cause
resistance when we switch over from a manual system to a computer
system.

Test Your Understanding - I

1. The framework of storage and processing of data is called as ........

2. Database is implemented using ........

3. A sequence of actions taken to transform the data into decision useful
information is called.......

4. An appropriate accounting software for a small business organisation

having only one user and single office location would be ........

13.4 Limitations of Computerised Accounting System

The main limitations emerge out of the environment in which the computerised
accounting system is made to operate. These limitations are as given below ;

• Cost of Training : The sophisticated computerised accounting packages
generally require specialised staff personnel. As a result, a huge training
costs are incurred to understand the use of hardware and software on a
continuous basis because newer types of hardware and software are
acquired to ensure efficient and effective use of computerised accounting
systems.

• Staff  Opposition : Whenever the accounting system is computerised, there
is a significant degree of resistance from the existing accounting staff,
partly because of the fear that they shall be made redundant and largely
because of the perception that they shall be less important to the
organisation.

• Disruption : The accounting processes suffer a significant loss of work
time when an organisation switches over to the computerised accounting
system. This is due to changes in the working environment that requires
accounting staff to adapt to new systems and procedures.

• System Failure : The danger of the system crashing due to hardware failures
and the subsequent loss of work is a serious limitation of computerised
accounting system. However, providing for back-up arrangements can
obviate this limitation. Software damage and failure may occur due to
attacks by viruses. This is of particular relevance to accounting systems
that extensively use Internet facility for their online operations. No full-
proof solutions are available as of now to tackle the menace of attacks on
software by viruses.
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• Inability to Check Unanticipated Errors : Since the computers lack capability
to judge, they cannot detect unanticipated errors as human beings commit.
This is because the software to detect and check errors is a set of
programmes for known and anticipated errors.

• Breaches of Security : Computer related crimes are difficult to detect as
any alteration of data may go unnoticed. The alteration of records in a
manual accounting system is easily detected by first sight. Fraud and
embezzlement are usually committed on a computerised accounting system
by alteration of data or programmes. Hacking of passwords or user rights
may change the accounting records. This is achieved by tapping
telecommunications lines, wire-tapping or decoding of programmes. Also,
the people responsible for tampering of data cannot be located which in a
manual system is relatively easier to detect.

• Ill-effects on Health : The extensive use of computers systems may
lead to development of various health problems: bad backs, eyestrain,
muscular pains, etc. This affects adversely the working efficiency of
accounting staff on one hand and increased medical expenditure on
such staff on the other.

Do It Yourself

Visit a commercial organisation where the accounting is performed manually.
Observe the various accounting activities. Now list the advantages, which
would have accrued, had the accounting being performed through

computers.

13.5 Sourcing of Accounting Software

Accounting software is an integral part of the computerised accounting
system. An important factor to be considered before acquiring accounting
software is the accounting expertise of people responsible in organisation
for accounting work. People, not computers, are responsible for accounting.
The need for accounting software arises in two situations : (a) when the
computerised accounting system is implemented to replace the manual
system or (b) when the current computerised system needs to be replaced
with a new one in view of changing needs.
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Box 1
Accounting Software

Variety of accounting software is available in the market. The most
popular software used in India are Tally and Ex. The basic features of
all accounting software are same on a global basis. The legal reporting
requirements in a given country and the business needs affect the
software contents. The other popular softwares are Sage, Wings 2000,
Best Books, Cash Manager, and Ace Pays, etc.

13.5.1 Accounting Packages

Every Computerised Accounting System is implemented to perform the
accounting activity (recording and storing of accounting data) and generate
reports as per the requirements of the user. From this perspective.

The accounting packages are classified into the following categories :
(a) Ready to use
(b) Customised
(c) Tailored

Each of these categories offers distinctive features. However, the choice of
the accounting software would depend upon the suitability to the organisation
especially in terms of accounting needs.

13.5.2 Ready-to-Use

Ready-to-Use accounting software is suited to organisations running small/
conventional business where the frequency or volume of accounting
transactions is very low. This is because the cost of installation is generally
low and number of users is limited. Ready-to-use software is relatively easier
to learn and people (accountant) adaptability is very high. This also implies
that level of secrecy is relatively low and the software is prone to data frauds.
The training needs are simple and sometimes the vendor (supplier of software)
offers the training on the software free. However, these software offer little
scope of linking to other information systems.

13.5.3 Customised

Accounting software may be customised to meet the special requirement of
the user. Standardised accounting software available in the market may not
suit or fulfil the user requirements. For example, standardised accounting
software may contain the sales voucher and inventory status as separate
options. However, when the user requires that inventory status to be updated
immediately upon entry of sales voucher and report be printed, the software
needs to be customised.
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Customised software is suited for large and medium businesses and can be

linked to the other information systems. The cost of installation and maintenance

is relatively high because the high cost is to be paid to the vendor for

customisation. The customisation includes modification and addition to the

software contents, provision for the specified number of users and their

authentication, etc. Secrecy of data and software can be better maintained in

customised software. Since the need to train the software users is important, the

training costs are therefore high.

13.5.4 Tailored

The accounting software is generally tailored in large business organisations

with multi users and geographically scattered locations. These software requires

specialised training to the users. The tailored software is designed to meet the

specific requirements of the users and form an important part of the organisational

MIS. The secrecy and authenticity checks are robust in such softwares and they

offer high flexibility in terms of number of users.

To summarise, the following table represents the comparison between the

various categories of accounting software :

Basis Ready to use Customised Tailored

Nature of business Small, conventional Large, medium Large, typical
business business business

Cost of installation and Low Relatively high High
maintenance

Expected Level of secrecy Low Relatively high Relatively high
(Software and Data)

Number of users and Limited As per Unlimited
their interface specifications

Linkage to other Restricted yes Yes
information system

Adaptability High Relatively high Specific

Training Low Medium High
requirements

13.6 Generic Considerations before Sourcing an Accounting Software

The following factors are usually taken in considerations before sourcing
an accounting software.
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13.6.1 Flexibility

An important consideration before sourcing an accounting software is flexibility,
viz. data entry and the availability and design of various reports expected from
it. Also, it should offer some flexibility between the users of the software, the
switch over between the accountants (users), operating systems and the
hardware. The user should be able to run the software on variety of platforms
and machines, e.g. Windows 98/2000, Linux, etc.

13.6.2 Cost of Installation and Maintenance

The choice of the software obviously requires consideration of organisation ability to
afford the hardware and software. A simple guideline to take such a decision is the
cost benefit analysis of the available options and the financing opportunities available
to the firm. Some times, certain software which appears cheap to buy, involve heavy
maintenance and alteration costs, e.g. cost of addition of modules, training of staff,
updating of versions, data failure/restoring costs. Conversely, the accounting software
which appear initially expensive to buyers, may require least maintenance and free
upgrading and negligible alteration costs.

13.6.3 Size of Organisation

The size of organisation and the volume of business transactions do affect the
software choices. Small organisations, e.g. in non-profit organisations, where
the number of accounting transactions is not so large, may opt for a simple,
single user operated software. While, a large organisation may require
sophisticated software to meet the multi-user requirements, geographically
scattered and connected through complex networks.

13.6.4 Ease of Adaptation and Training needs

Some accounting software is user friendly requiring a simple training to the
users. However, some other complex software packages linked to other
information systems require intensive training on a continuous basis. The
software must be capable of attracting users and, if its requires simple training,
should be able to motivate its potential users.

13.6.5 Utilities/MIS Reports

The MIS reports and the degree to which they are used in the organisation
also determine the acquisition of software. For example, software that requires
simply producing the final accounts or cash flow/ratio analysis may be ready-
to-use software. However, the software, which is expected to produce cost records
needs to be customised as per user requirements.
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13.6.6 Expected Level of Secrecy (Software and Data)

Another consideration before buying accounting software is the security features,

which prevent unauthorised personnel from accessing and/or manipulating

data in the accounting system. In tailored software for large businesses, the

user rights may be restricted to purchase vouchers for the purchase department,

sales vouchers to the billing accountants and petty cash module access with the

cashier. The operating system also matters. Unix environment allows multi-users

compared to Windows. In Unix, the user cannot make the computer system

functional unless the user clicks with a password, which is not a restriction in

Windows.

13.6.7 Exporting/Importing Data Facility

The transfer of database to other systems or software is sometimes expected

from the accounting software. Organisations may need to transfer information

directly from the ledger into spreadsheet software such as Lotus or Excel for

more flexible reporting. The software should allow the hygienic, untouched data

transfer.

Accounting software may be required to be linked to MIS software in the

organisation. In some ready to use accounting softwares, the exporting, importing

facility is available but is limited to MS Office modules only, e.g. MS Word, MS

Excel, etc. However, tailored softwares are designed in manner that they can

interact and share information with the various sub components of the

organisational MIS.

13.6.8 Vendors Reputation and Capability

Another important consideration is the reputation and capability of about

the vendor. This depends upon how long has he been the vendor is in business

of software development, whether there are other users of the software and

extent of the availability of support mechanisms outside the premises of the

vendor.

Key Terms Introduced in the Chapter

• Computerised Accounting System • Mannual Accounting System
• Generally Accepted Accounting Principles • Operating Environment
• Accounting Software • Accounting Packages
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Summary with Reference to Learning Objectives

1 Computerised Accounting System : A computerised accounting system is an
accounting information system that processes the financial transactions and
events to produce reports as per user requirements. It is based on the concept
of database and has two basic requirements: (a) Accounting framework and
(b) Operating Procedure.

2 Advantages of Computerised Accounting System :
• Speed • Accuracy
• Reliability • Up-to-date
• Scalability • Legibility
• Efficiency • Quality Report
• MIS Reports • Real time user interface
• Storage and Retrieval • Motivation and Employees interest
• Automated document production

3 Limitations of Computerised Accounting System :
• Cost of training • Staff Opposition
• Disruption • System failure
• Breache of security • Ill-effects on health
• Inability to check

unanticipated errors
4 Categories of Accounting Packages :

• Ready-to-Use • Customised
• Tailored

Questions for Practice

Short Answers

1. State the four basic requirements of a database applications.
2. Name the various categories of accounting package.
3. Give examples of two types of operating systems.
4. List the various advantages of computerised accounting systems.
5. Give two examples each of the organisations where ‘ready-to-use’, ‘customised’,

and ‘tailored’ accounting packages respectively suitable to perform the
accounting activity.

6. Distinguish between a ‘ready-to-use’ and ‘tailored’ accounting software.

Long Answers

1. Define a computerised accounting system. Distinguish between a manual
and computerised accounting system.

2. Discuss the advantages of computerised accounting system over the manual
accounting system.

3. Describe the various types of accounting software along with their advantages
and limitations.

4. ‘Accounting software is an integral part of the computerised accounting system’
Explain. Briefly list the generic considerations before sourcing an accounting software.

5. ‘Computerised Accounting Systems are best form of accounting system’. Do
you agree? Comment.

Checklist to Test Your Understanding

1. Operating environment    2. DBMS    3. Data Processing    4. Ready to use
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In chapter 3, you learnt that all the

business transactions are first recorded in the

journal and then they are posted in the ledger

accounts. A small business may be able to record

all its transactions in one book only, i.e., the journal.

But as the business expands and the number of
transactions becomes large, it may become

cumbersome to jour-nalise each transaction. For

quick, efficient and accurate recording of business

transactions, Journal is sub-divided into special

journals. Many of the business transactions are

repetitive in nature. They can be easily recorded in

special journals, each meant for recording all the

transactions of a similar nature. For example, all

cash transactions may be recorded in one book, all credit

sales transactions in another book and all credit

purchases transactions in yet another book and so on.
These special journals are also called daybooks or

subsidiary books. Transactions that cannot be recorded

in any special journal are recorded in journal called the

Journal Proper. Special journals prove economical and

make division of labour possible in accounting work. In

this chapter we will discuss the following special purpose

books:

• Cash Book

• Purchases Book

• Purchases Return (Return Outwards) Book

• Sales Book

• Sales Return (Return Inwards) Book

• Journal Proper

Recording of Transactions-II 4

LEARNING OBJECTIVES

After studying this
chapter, you will be able
to :

• state the need for
special purpose books;

• record the transactions
in cash book and post
them in the ledger;

• prepare the petty cash
book;

• record the transactions
in the special purpose
books;

• post the entries in the
special purpose book
and  to the ledger;

• balance the ledger
accounts.

2015-16



92 Accountancy

4.1 Cash Book

Cash book is a book in which all transactions relating to cash receipts and cash
payments are recorded. It starts with the cash or bank balances at the beginning
of the period.  Generally, it is made on monthly basis. This is a very popular
book and is maintained by all organisations, big or small, profit or not-for-
profit. It serves the purpose of both journal as well as the ledger (cash) account.
It is also called the book of original entry. When a cashbook is maintained,

transactions of cash are not recorded in the journal, and no separate account
for cash or bank is required in the ledger.

4.1.1 Single Column Cash Book

The single column cash book records all cash transactions of the business in a
chronological order, i.e., it is a complete record of cash receipts and cash
payments. When all receipts and payments are made in cash by a business
organisation only, the cash book contains only one amount column on each
(debit and credit) side. The format of single column cash book is shown in

figure 4.1.

Cash Book

Dr. Cr.

Date Receipts L.F. Amount Date Payments L.F. Amount
Rs. Rs.

Fig. 4.1 : Format of single column cash book

Recording of entries in the single column cash book and its balancing is
illustrated by an example. Consider the following transactions of M/s Roopa
Traders observe how they are recorded in a single column cash book.

Date Details Amount
Rs.

2014
Nov. 01 Cash in hand 30,000
Nov. 04 Cash received from Gurmeet 12,000
Nov. 08 Insurance paid (Annual Instalment)  6,000
Nov. 13 Purchased furniture 13,800
Nov. 16 Sold goods for cash 28,000
Nov. 17 Purchased goods from Mudit in cash 17,400
Nov. 20 Purchase stationery 1,100
Nov. 24 Cash paid to Rukmani in full settlement of account 12,500
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Nov. 27 Sold goods to Kamal for cash 18,200
Nov. 30 Paid monthly rent 2,500
Nov. 30 Paid salary 3,500
Nov. 30 Deposited in bank 8,000

Roopa Traders

Cash Book

Dr. Cr.

Date Receipts L.F. Amount Date Payments L.F. Amount
Rs. Rs.

2014 2014
Nov. 01 Balance b/d 30,000 Nov. 08 Insurance 6,000
Nov. 04 Gurmeet 12,000 Nov. 13 Furniture 13,800
Nov. 16 Sales 28,000 Nov. 17 Purchases 17,400
Nov. 27 Sales 18,200 Nov. 20 Stationery   1,100

Nov. 24 Rukmani  12,500
Nov. 30 Rent   2,500
Nov. 30 Salary   3,500
Nov. 30 Bank  8,000
Nov. 30 Balance c/d 23,400

88,200 88,200

Dec.01 Balance b/d 23,400

Posting of the Single Column Cash Book

As evident from figure 4.1, the left side of the cash book shows the receipts of

the cash whereas the right side of the cash book shows all the payments

made in cash. The accounts appearing on then debit side for the cash book

are credited in the respective ledger accounts because cash has been received

in respect of them. Thus, in our example, an entry ‘cash received from Gurmeet‘

appears on the debit side of the cash book conveys that the cash has been

received from Gurmeet. Therefore, in the ledger, Gurmeet’s account will be

credited by writing ‘Cash’ in the particulars column on the credit side. Similarly,

all the account names appearing on the credit side of the cash book are debited

as cash/cheque has been paid in respect of them. Now, notice, how the

transactions in our example are posted to the related ledger accounts:
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Books of Roopa Traders

Gurmeet’s Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Nov.04 Cash 12,000

Sales Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Nov. 16 Cash 28,000
Nov. 27 Cash 18,200

Insurance Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Nov. 08 Cash 6,000

Furniture Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Nov. 13 Cash 13,800

Purchases Account
Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Nov. 17 Cash 17,400

Stationery Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Nov. 20 Cash 1,100
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Rukmani’s Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Nov.24 Cash 12,500

 Rent Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Nov.30 Cash 2,500

Salary Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Nov. 30 Cash 3,500

Bank’s Account

Dr.                                                 Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Nov.30 Cash 8,000

4.1.2 Double Column Cash Book

In this type of cash book, there are two columns of amount on each side of the
cash book. In fact, now-a-days bank transactions are very large in number. In

many organisations, as far as possible, all receipts and payments are affected

through bank.

A businessman generally opens a current account with a bank. Bank, do

not allow any interest on the balance in current account but charge a small
amount, called incidental charges, for the services rendered.

For depositing cash/cheques in the bank account, a form has to be filled,

which is called a pay-in-slip. (refer figure 4.2) It contains a counterfoil also
which is returned to the customer (depositor) with the signature of the cashier,

as receipt.

The bank issues blank cheque forms, to the account holder for withdrawing

money. (refer figure 4.3) The depositor writes the name of the party to whom

payment is to be made after the words Pay printed on the cheque. Cheque
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Fig. 4.2 : A pay-in-slip

Fig. 4.3 :  A cheque

forms have the printed word bearer, which means payment is to be made to the

person whose name has been written after the words “pay” or the bearer of the
cheques. When the world ‘bearer’ is struck off by drawing a line, the cheque

becomes an order cheque. It means payment is to be made to the person whose

name is written on the cheque or to his order after proper identification.

Cheques are generally crossed in practice. The payment of a crossed cheque

cannot be made direct to the party on the counter. It is to be paid only through

a bank. When two parallel lines are drawn across the cheque, it is said to be

crossed. The various types of crossing providing different degrees of safety to

the payment are shown in figure 4.4.
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In case of an A/c payee only crossing, the amount of the cheque can be

deposited only in the account of the person whose name appears on the cheque.

When the name of the bank is written between two parallel lines, it becomes a

special crossing and the payment can be made only to the bank whose name

has been written between the two lines.

Though this is rarely done, a cheque can be transferred by the payee (the

person in whose favour the cheque has been drawn) to another person, if it is
not crossed A/c payee only. A bearer cheque can be passed on by mere delivery.

An order cheque can be transferred by endorsement and delivery. Endorsement

means the writing of instructions to pay the cheque to a particular person
and then singing it on the back of the cheque.

When the number of bank transactions is large; it is convenient to have a

separate amount column for bank transactions in the cash book itself instead of
recording them in the journal. This helps in getting information about the position

of the bank account from time to time. Just like cash transactions, all payments

into the bank are recorded on the left side and all withdrawals/payments through
the bank are recorded on the right side. When cash is deposited in the bank or

cash is withdrawn from the bank, both the entries are recorded in the cash
book. This is so because both aspects of the transaction appear in the cash

book itself. When cash is paid into the bank, the amount deposited is written on

the left side in the bank column and at the same time the same amount is entered
on the right side in the cash column. The reverse entries are recorded when cash

is withdrawn from the bank for use in the office. Against such entries the word
C, which stands for contra is written in the L.F. column indicating that these

entries are not to be posted to the ledger account.

Fig. 4.4 : Types of crossing
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The bank column is balanced in the same way as the cash column. However,

in the bank column, there can be credit balance also because of overdraft taken
from the bank. Overdraft is a situation when cash withdrawn from the bank

exceeds the amount of deposit. Entries in respect of cheques received should be

made in the bank column of the cash book. When a cheque is received, it may be
deposited into the bank on the same day or it may be deposited on another day.

In case, it is deposited on the same day the amount is recorded in the bank
column of the cash book on the receipts side. If the cheque is deposited on

another day, in that case, on the date of receipt it is treated as cash received and

hence recorded in the cash column on the receipts side. On the day of deposit to
the bank, it is shown in the Bank Column on receipt (Dr.) side and in the Cash

Column on the payment (Cr.) side. This is a contra entry.

If a cheque received from a customer is dishonoured, the bank will return

the dishonoured cheque and debit the firm’s account. On receipt of such

cheque or intimation from the bank, the firm will make an entry on the credit
side of the cash book by entering the amount of the dishonoured cheque in

the bank column and the name of the customer in the particulars column.
This entry will restore the position prevailing before the receipt of the cheque

form the customer and its deposit in the bank. Dishonour of a cheque means

return of the cheque unpaid, generally due to insufficient funds in the
customer’s account with the bank.

If the bank debits the firm on account of interest, commission or other
charges for bank services, the entry will be made on the credit side in bank

column. If the bank credits the firm’s account, the entry will be made on the

debit side of the cash book in the appropriate column. The format of double
column cash book is shown in figure 4.5.

Cash Book

Dr Cr

Date Receipts L.F. Cash Bank Date Payments L.F. Cash Bank
Rs. Rs. Rs. Rs.

Fig. 4.5 : Format of a double column cashbook
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We will now learn how the transactions are recorded in the double column

cash book.
Consider the following example:

The following transactions related to M/s Tools India :

Date Details Amount
Rs.

2014

Sept. 01 Bank balance 42,000
Sept. 01 Cash balance 15,000
Sept. 04 Purchased goods by cheque 12,000
Sept. 08 Sales of goods for cash  6,000
Sept. 13 Purchased machinery by cheque 5,500
Sept. 16 Sold goods and received cheque (deposited same day) 4,500
Sept. 17 Purchase goods from Mriaula in cash 17,400
Sept. 20 Purchase stationery by cheque 1,100
Sept. 24 Cheque given to Rohit 1,500
Sept. 27 Cash withdrawn from bank 10,000
Sept. 30 Rent paid by cheque 2,500

Sept. 30 Paid salary 3,500

The double column cash book based upon above business transactions will

prepared as follows :

Cash Book

Dr. Cr.

Date Receipts L.F. Cash Bank Date Payments L.F. Cash Bank
Rs. Rs. Rs. Rs.

2014 2014
Sept. Sept.

01 Balance b/d 15,000 42,000 04 Purchases 12,000
08 Sales 6,000 13 Machine 5,500

16 Sales 4,500 17 Purchase 17,400
27 Bank C 10,000 20 Stationery 1,100

24 Rohit 1,500
27 Cash C 10,000

30 Rent 2,500
30 Salary 3,500

30 Balance c/d 10,100 13,900

31,000 46,500 31,000 46,500

Oct.
01 Balance b/d 10,100 13,900
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When the bank column is maintained in the cash book, the bank account also

is not opened in the ledger. The bank column serves the purpose of the bank
account. Entries marked C (being contra entries as explained earlier) are ignored

while posting from the cash book to the ledger. These entries represent debit or

credit of cash account against the bank account or vice-versa. We will now see
how the transactions recorded in double column cash book are posted to the

individual accounts.

Purchases Account

Receipts Payments

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014

Sept.04 Bank 12,000
Sept. 17 Cash 17,400

Sales Account

Receipts Payments

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014

Sept. 08 Cash 6,000

Sept. 16 Bank 4,500

Machinery  Account

Receipts Payments

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014

Sept. 13 Bank   5,500

Stationery Account

Receipts Payments

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Sept.20  Bank 1,100
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 Rohit’s Account

Receipts Payments

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Sept.24 Bank   1,500

Rent Account

Receipts Payments

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Sept.30 Bank   2,500

Salary Account

Receipts Payments

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Sept.30 Cash  3,500

4.1.3 Petty Cash Book

In every organisation, a large number of small payments such as conveyance,
cartage, postage, telegrams and other expenses (collectively recorded under

miscellaneous expenses) are made. These are generally repetitive in nature. If
all these payments are handled by the cashier and are recorded in the main

cash book, the procedure is found to be very cumbersome. The cashier may

be overburdened and the cash book may become very bulky. To avoid this,
large organisations normally appoint one more cashier (petty cashier) and

maintain a separate cash book to record these transactions. Such a cash
book maintained by petty cashier is called petty cash book.

The petty cashier works on the Imprest system. Under this system, a definite

sum, say Rs. 2,000 is given to the petty cashier at the beginning of a certain
period. This amount is called imprest amount. The petty cashier goes on making

all small payments out of this imprest amount and when he has spent the
substantial portion of the imprest amount say Rs.1,780, he gets reimbursement

of the amount spent from the head cashier. Thus, he again has the full imprest

amount in the beginning of the next period. The reimbursement may be made
on a weekly, fortnightly or monthly basis, depending on the frequency of small

payments. (In certain cases, the petty cash system is operated through the
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main cash book itself. In such instances, the petty cash book is not maintained

independently.)

The petty cash book generally has a number of columns for the amount on

the payment side (credit) besides the first other amount column. Each of the

amount columns is allotted for items of specific payments, which are most
common. The last amount column is designated as ‘Miscellaneous’ followed by

a ‘Remarks’ column. In the miscellaneous column those payments are recorded
for which a separate column does not exist. In the ‘Remarks’ the nature of

payment is recorded. At the end of the period, all amount columns are totaled.

The total amount column l shows the total amount spent and to be reimbursed.
On the receipt (debit) side, there is only one amount column. Columns for the

date, voucher number and particulars are common for both receipts and
payments.

Box  1

Advantages of Maintaining Petty Cash Book

1. Saving of Time and efforts of chief cashier: The chief cashier is not required to
deal with petty disbursements. He can concentrate on cash transactions involving
large amount of cash. It saves time and labour and helps chief cashier to discharge
his duties more effectively

2. Effective control over cash disbursements: Cash control becomes easy because of
division of work. The head cashier can control big payments directly and petty
payments by keeping a proper check on the petty cashier. This way the chances
of making frauds and embezzlements become very difficult.

3. Convenient recording: Recording of petty disbursements in the main cash book
makes it bulky and unmanageable. Further, the materiality principle requires
that insignificant details need not be given in the main cashbook. This way the
cash book reveals only material and useful information.

Recording of such small payments becomes easy as the totals of different types
of expenses are posted to ledger. It also saves time and effort of posting individual
items in the ledger. In nutshell it can be stated that preparation of petty cash
book is a cost reduction control measure.

For example, Mr. Mohit, the petty cahier of M/s Samaira Traders received

Rupees 2,000 on May 01, 2014 from the Head Cashier. For the month, details
of petty expenses are listed here under:
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Date Details Amount
Rs.

2014

May

02 Auto fare 55
03 Courier services 40

04 Postal stamps 105

05 Erasers/Sharpeners/Pencils/Pads 225

06 Speed post charges 98

08 Taxi fare (Rs.105 + Rs.90) 195

08 Refreshments 85

10 Auto fare 60

12 Registered postal charges 42

13 Telegram 34

14 Cartage 25

16 Computer stationery 165

19 Bus fare 24

19 STD call charges 87

20 Office sanitation including disinfectant (Rs. 36 + Rs. 24) 60

22 Refreshment 45

23 Photo stating charges 47

28 Courier services 40

29 Unloading charges 40

30 Bus fare 15

Posting from the Petty Cash Book

The petty cash book is balanced periodically. The difference between the total
receipts and total payments is the balance with the petty cashier. The balance is

carried to the next period and the petty cashier is paid the amount actually spent.

A petty cash account is opened in the ledger. It is debited with the amount given

to petty cashier. Each expense account is individually debited with the periodic

total as per the respective column by writing “petty cash account” and the petty
cash account is credited with the total expenditure incurred during the period by

writing sundries as per petty cash book. The petty cash account is balanced. It

reflect the actual cash with the petty cashier.
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The petty cash book for the month will be prepared as follows :
Book of Samaira Traders

Petty Cash Book

Amount Date Particulars Voucher Amount Analysis of Payments
Received No. paid

     Rs. 2014 Rs. Postage Telephone Conveyance Stationery Misc.
May & Telegram

2,000 01 Cash received
02 Auto fare 55 55
03 Courier services 40 40

04 Postal stamps 105 105
05 Erasers/Sharpeners 225 225

/Pencils
06 Speed post charges 98 98
08 Taxi fare (105 + 90) 195 195

08 Refreshments 85 85
10 Auto fare 60 60
12 Registered postal 42 42

charges

13 Telegram 34 34
14 Cartage 25 25
16 Computer stationery 165 165
19 Bus fare 24 24
19 STD call charges 87 87

20 Office sanitation 60 60
including disinfectant
(36+24)

22 Refreshment 45 45
23 Photo stating charges 47 47

28 Courier services 40 40
29 Unloading charges 40 40
30 Bus fare 15 15

1,487 325 121 349 390 302

31 Balance c/d 513

2,000 2,000
Jun.

513 01 Balance b/d
1,487 01 Cash received
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Books of Samaira Traders

Journal

Date Particulars L.F. Debit Credit
Amount Amount

Rs. Rs.

2014
May 01 Petty cash A/c Dr. 2,000

To Cash A/c 2,000
(Cash paid to petty cashier)

May 31 Postage A/c Dr. 325
Telephone & Telegram A/c Dr. 121
Conveyance A/c Dr. 349
Stationary A/c Dr. 390
Miscellaneous expenses A/c Dr. 302

To Petty cash A/c 1,487
(Petty expenses posted to petty
cash account)
Petty cash A/c Dr. 1,487

To Cash A/c 1,487
(Cash paid to petty cashier)

Petty Cash Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014 2014
May 01 Cash 2,000 May 31 Sundries as 1,487

per petty cash
book

May 31 Balance c/d 513
2,000 2,000

Jun. 01 Balance b/d 513
Jun. 01 Cash 1,487

Books of Samaria Traders

Postage Account
Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
May 31 Petty cash 325

Telephone and Telegram Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
May 31 Petty cash 121
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Conveyance Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
May 31 Petty cash 349

Stationery Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
May 31 Petty cash 390

Miscellaneous Expenses Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
May 31 Petty cash 302

4.1.4 Balancing of Cash Book

On the left side, all cash transactions relating to cash receipts (debits) and on

the right side all transactions relating to cash payments (credits) are entered

date-wise. When a cash book is maintained, a separate cash book in the
ledger is not opened. The cash book is balanced in the same way as an account

in the ledger. But it may be noted that in the case of the cash book, there will
always be debit balance because cash payments can never exceed cash receipts

and cash in hand at the beginning of the period.

The source document for cash receipts is generally the duplicate copy of
the receipt issued by the cashier. For payment, any document, invoice, bill,

receipt, etc. on the basis of which payment has been made, will serve as a
source document for recording transactions in the cash book. When payment

has been made, all these documents, popularly known as vouchers, are given

a serial number and filed in a separate file for future reference and verification.

Illustration 1

From the following transactions made by M/s Kuntia Traders, prepare the single column
cashbook.

2015-16



107Recording of Transactions - II

Date Details Amount
Rs.

2014

Sept. 01 Cash in hand 40,000

Sept. 02 Deposited in bank 16,000
Sept. 04 Received from Puneet in full settlement of claim 11,700

of Rs. 12,000.
Sept. 05 Cash paid to Rukmani in full settlement of claim of 6,850

Rs.7,000
Sept. 06 Sold goods to Sudhir for cash 14,800

Sept. 06 Paid quarterly insurance premium on policy for 2,740
proprietor’s wife

Sept. 07 Purchased office furniture   8,000
Sept. 07 Purchased stationery   1,700

Sept. 07 Paid cartage     120
Sept. 10 Paid Kamal, discount allowed by him Rs. 200 6,800

Sept. 11 Received from Gurmeet, discount allowed to him Rs.500 14,500
Sept. 12 Amount withdrawn for house hold use 5,000

Sept. 14 Electricity bill paid 1,160
Sept. 17 Goods sold for cash 23,000

Sept. 21 Bought goods from Kamal on cash basis 17,000
Sept. 24 Paid telephone charges 2,300

Sept. 26 Paid postal charges 520
Sept. 28 Paid monthly rent 4,200

Sept. 29 Paid monthly wages and salary 8,250
Sept. 29 Bought goods for cash 11,000

Sept. 30 Sold goods for cash 15,600

Solution
Books of Kuntia Traders

Cash Book

Dr Cr

Date Receipts L.F. Amount Date Payments L.F. Amount
Rs. Rs.

2014 2014
Sept. 01 Balance b/d 40,000 Sept. 02 Bank 16,000
Sept. 04 Puneet 11,700 Sept. 05 Rukmani  6,850
Sept. 06 Sales 14,800 Sept. 06 Drawings 2,740
Sept. 11 Gurmeet 14,500 Sept. 07 Office furniture  8,000
Sept. 17 Sales 23,000 Sept. 07 Stationery 1,700
Sept. 30 Sales 15,600 Sept. 07 Cartage   120

Sept. 10 Kamal 6,800
Sept. 12 Drawings 5000
Sept. 14 Electric charges 1,160
Sept. 21 Purchases 17,000
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Sept. 24 Telephone 2,300
charges 

Sept. 28 Postal charges   520
Sept. 29 Rent 4,200
Sept. 29 Wages & Salary 8,250
Sept. 30 Purchases 11,000
Sept. 30 Balance c/d 27,960

1,19,600 1,19,600

Oct. 01 Balance b/d 27,960

Illustration 2

Record the following transactions in double column cash book and balance it.

Date                                Details Amount
Rs.

2014

Aug. 01 Cash balance 15,000

Bank balance 10,000

Aug. 03 Paid insurance premium by cheque 4,200

Aug. 08 Cash sales 22,000

Cash discount 750

Aug. 09 Payment for cash purchases 21,000

Cash discount 700

Aug. 09 Cash deposited in bank 15,000

Aug. 10 Telephone bill paid by cheque   2,300

Aug. 14 Withdrawn from bank for personal use 6,000

Aug. 16 Withdrawn from bank office use 14,500

Aug. 20 Received cheque from John in full and final settlement 10,700
and deposited the same in the bank

Aug. 23 Received cash from Michael 6,850
Discount allowed 150

Aug. 24 Stationery purchased for cash 1,800

Aug. 25 Cartage paid in cash   350

Aug. 25 Cheque received from Kumar 4,500

Aug. 28 Cheque received from Kumar deposited in Bank 4,500

Aug. 31 Cheque deposited on Aug. 28 dishonoured and returned
by the bank

Aug. 31 Rent paid by cheque 4,000

Aug. 31 Paid wages to the watchman in cash 3,000

Aug. 31 Paid cash for postage 220
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Solution

Cash Book

Dr. Cr.

Date Receipts L.F. Cash Bank Date Payments L.F. Cash Bank

Rs. Rs. Rs. Rs.

2014 2014

Aug.  Aug.
01 Balance b/d 15,000 10,000  03 Insurance 4,200
08 Sales 22,000  09 Purchases 21,000
09 Cash C 15,000  09 Bank C 15,000
16 Bank C 14,500  10 Telephone 2,300

expenses 
20 John 10,700  14 Drawings 6,000
23 Michael   6,850  16 Cash C 14,500
25 Kumar  4,500  24 Printing and 1,800

stationery
28 Cash C 4,500  25 Cartage   350
31 Balance c/d 6,000  28 Bank C 4,500

 31 Kumar 4,500
 31 Rent 4,000
 31 Wages 3,000
 31 Postage  220

 31 Balance c/d 16,980 4,700

62,850 40,200 62,850 40,200

Sept.

 01 Balance b/d 16,980 4,700

Illustration 3

Prepare bank column cash book from the following tansactions of M/s Laser Zone for the
month of January 2014 and post them to the related ledger accounts :

Date Details Amount
Rs.

2014
Jan. 01 Cash in hand 4,000

Bank overdraft 3,200
Jan. 04 Wage paid 400
Jan. 05 Cash sales 7,000
Jan. 07 Purchased goods by cheque 2,000
Jan. 09 Purchased furniture for cash 2,200
Jan. 11 Cash paid to Rohit 2,000
Jan. 13 Cash sales 4,500
Jan. 14 Deposited into bank 7,000
Jan. 16 Bank charged interest on overdraft 200
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Jan. 20 Paid telephone bill by cheque 600
Jan. 25 Sale of goods and received cheque 3,000

(deposited same day)
Jan. 27 Paid rent 800
Jan. 29 Drew cash for personal use 500
Jan. 30 Paid salary 1,000
Jan. 31 Interest collected by bank 1,700

Solution

Books of Laser Zone

Cash Book

Dr. Cr.

Date Receipts L.F. Cash Bank  Date Payments L.F. Cash Bank
Rs. Rs. Rs. Rs.

2014  2014
Jan.  Jan.
 01 Balance b/d 4,000   01 Balance b/d 3,200
 05 Sales 7,000   04 Wages      400
 13 Sales 4,500    07 Purchase  2,000
 14 Cash  C 7,000   09 Furniture     2,200  
 25 Sales 3,000   11 Rohit     2,000  
 31 Interest 1,700   14 Bank C     7,000

  16 Overdraft 200
interest

  20 Telephone    600
  27 Rent       800
  29 Drawings       500
  30 Salary     1,000
  01 Balance c/d     1,600  5,700

15,500 11,700   15,500 11,700

Oct.
 01 Balance b/d 1,600 5,700

Wages Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Jan.04 Cash 400
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Sales Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Jan. 05 Cash 7,000

Jan.13 Cash 4,500

Jan.25 Bank 3,000

 Purchases   Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Jan.07 Bank   2,000

Furniture  Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Jan. 09 Cash 2,200

Rohit  Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Jan. 11 Cash   2,000

 Ovedraft Interest (Paid) Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Jan.16 Bank   200

Telephone Expenses Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Jan.20 Bank  600
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Rent  Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Jan.27 Cash  800

Drawings  Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Jan.29 Cash  500

 Salary  Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Jan.30 Cash  1,000

Interest (Received) Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Jan.31 Bank     1,700

Illustration 4

Prepare double column cash book of M/s Advance Technology Pvt. Ltd for the month of
December 2014 from the following transactions :

Date Details Amount
Rs.

2014
Dec. 01 Cash in hand 3,065

Cash at bank 6,780
Dec. 02 Cash paid to petty cashier 1,000
Dec. 03 Received cheque from  Priya 3,000
Dec. 04 Cash sales 2,000
Dec. 05 Deposited into bank 1,200
Dec. 06 Priya’s cheque deposited into bank 3,000
Dec. 08 Purchased furniture by cheque 6,500
Dec. 10 Paid trade expenses    400
Dec. 12 Cash sales 9,000
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Dec. 13 Bank charges 300
Dec. 15 Dividend collected by bank 1,200
Dec. 16 Paid electric bill by cheque 600
Dec. 17 Cash purchases 2,000
Dec. 19 Paid for advertising 1,000
Dec. 21 Goods sold and received a cheque  6,000

(deposited same day)
Dec. 22 Paid legal charges    500
Dec. 23 Drew from bank for personal use 2,000
Dec. 24 Paid establishment expenses    340
Dec. 25 Paid for printing of bill book    850
Dec. 26 Paid insurance premium by cheque 2,150
Dec. 27 Cash sales 7,200
Dec. 28 Paid salary by cheque 4,000
Dec. 29 Rent paid 3,000
Dec. 30 Commission received by cheque 2,500

(deposited same day)
Dec. 31 Paid for charity by cheque 800

Solution

Books of Advance Technology

Cash Book

Dr. Cr.

Date Receipts L.F. Cash Bank Date Payments L.F. Cash Bank
Rs. Rs. Rs. Rs.

2014 2014
Dec.  Dec.
01 Balance b/d   3,065  6,780 02 Petty Cashier   1,000
03 Priya   3,000 05 Bank C   1,200  

04 Sales   2,000  06 Bank C   3,000
05 Cash  C  1,200 08 Furniture   6,500
06  Cash  C  3,000 10 Trade expenses     400

12 Sales   9,000 13 Bank charges     300
15 Dividend  1,200 16 Electric charges    600
21 Sales  6,000 17 Purchases   2,000

27 Sales   7,200 19 Advertisement   1,000
30 Commission  2,500 22 Legal charges     500

23 Drawings   2,000
24 Establishment 340

expenses  
25 Printing    850
26 Insurance 2,150

premium 
28 Salary   4,000
29 Rent   3,000
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31 Charity    800
31 Balance c/d  10,975  4,330

24,265 20,680  24,265 20,680

2015

Jan.
01 Balance b/d 10,975 4,330

(ii) Ledger Posting

Petty Cashier’s Account
Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Dec.02 Cash 1,000

Priya’s  Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Dec. 03 Cash  3,000

Sales Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Dec.04 Cash 2,000
Dec.12 Cash 9,000
Dec.21 Bank 6,000
Dec.27 Cash 7,200

Furniture Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Dec.08 Bank   6,500
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Trade Expenses Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2015
Dec.10 Cash   400

Bank Charges  Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Dec.13  Bank 300

Dividend  Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Dec.15 Bank   1,200

Electric Charges Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Dec.16 Bank   600

Purchases Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Dec. 17 Cash  2,000

Advertisement Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Dec. 19 Cash  1,000
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Legal Charges Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Dec. 22 Cash  500

Drawings  Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Dec. 23 Bank  2,000

Establishment Expenses Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Dec. 24 Cash  340

 Printing Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Dec. 25 Cash  850

Insurance Premium  Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Dec. 26 Bank  2,150

Salary  Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Dec. 28 Bank  4,000

2015-16



117Recording of Transactions - II

Rent Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Dec. 29 Cash 3,000

Commission Received Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Dec. 30 Bank  2,500

Charity   Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Dec. 31 Bank  800

4.2 Purchases (Journal) Book

All credit purchases of goods are recorded in the purchases journal whereas

cash purchases are recorded in the cash book. Other purchases such as
purchases of office equipment, furniture, building, are recoded in the journal

proper if purchased on credit or in the cash book if purchased for cash. The

source documents for recording entries in the book are invoices or bills received
by the firm from the supplies of the goods. Entries are made with the net

amount of the invoice. Trade discount and other details of the invoice need
not be recorded in this book. The format of the purchases journal is shown in

figure 4.6.

Purchases (Journal) Book

Date Invoice Name of Supplier L.F. Amount
No. (Account to be credited) Rs.

Fig. 4.6 : Format of purchases (journal) book

The monthly total of the purchases book is posted to the debit of purchases
account in the ledger. Individual suppliers accounts may be posted daily.

Consider the following details obtained from M/s Kanika Traders and observe

how the entries are recorded in the purchase journal.
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Date Details

2014
Aug. 04 Purchased from M/s Neema Electronics (invoice no. 3250): 20 Mini-size T.V.

@ Rs.2,000 per piece, 15 Tape recorders @ Rs. 12,500 per piece. Trade discount
on all items @ 20%.

Aug. 10 Bought from M/s Pawan Electronics (invoice no. 8260): 10 Video cassettes @
Rs. 150 per piece, 20 Tape recorders @ Rs. 1,650 per piece. Trade discout
@ 10% on purchases.

Aug. 18 Purchased from M/s. Northern Electronics (invoice no. 4256): 15 Northern
stereos @ Rs. 4,000 per piece, 20 Northern colour T.V. @ Rs. 14,500 per piece.
Trade discount @ 12.5%.

Aug. 26 Purchased from M/s Neema Electronics (Invoice No. 3294): 10 Mini-size T.V. @
Rs. 1,000 per piece, 5 Colour T.V. @ Rs. 12,500 per piece. Trade discount
@ 20%.

Aug. 29 Bought from M/s Pawan Electronics: (Invoice No. 8281)   20 Video cassettes @
150 per piece 25 Tape recorders @ Rs. 1,600 per piece. Trade discount @ 10%

on purchases.

Books of Kanika Traders

Purchases (Journal) Book

Date Invoice Name of Supplier L.F. Amount
No.  (Account to be credited) Rs.

2014
Aug.04 3250 Neema Electronics  1,82,000
Aug.10 8260 Pawan Electronics 31,050
Aug.18 4256 Northern Electronics 3,06,250
Aug.26 3294 Neema Electronics 54,000
Aug.29 8281 Pawan Electronics 38,700

Aug.31 6,12,000

Posting from the purchases journal is done daily to their respective accounts
with the relevant amounts on the credit side. The total of the purchases journal

is periodically posted to the debit of the purchases account normally on the
monthly basis. However, if the number of transactions is very large, this total

may be done and posted at some other convenient time interval such as daily,

weekly or fortnightly. The posting from the purchases journal to the ledger
from is illustrated as follows:

Books of Kanika Electronics
 Neema Electronics

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Aug.04 Purchases 1,82,000
Aug. 26 Purchases   54,000
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 Pawan Electronics

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Aug. 10 Purchases 31,050
Aug. 29 Purchases 38,700

Northern Electronics

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Aug.18  Purchases 3,06,250

Purchases Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Aug. 31 Sundries as 6,12,000

per Purchases
Journal

4.3 Purchases Return (Journal) Book

In this book, purchases return of goods are recorded. Sometimes goods

purchased are returned to the supplier for various reasons such as the goods
are not of the required quality, or are defective, etc. For every return, a debit

note (in duplicate) is prepared and the original one is sent to the supplier for

making necessary entries in his book. The supplier may also prepare a note,
which is called the credit note. The source document for recording entries in

the purchases return journal is generally a debit note. A debit note will contain
the name of the party (to whom the goods have been returned) details of the

goods returned and the reason for returning the goods. Each debit note is

serially numbered and dated. The format of the purchases return journal is
shown in figure 4.7(a).

Purchases Return (Journal) Book

Date Debit Name of the Supplier L.F. Amount
Note No. (Account to be debited) Rs.

Fig 4.7(a) : Format of  Purchases return (journal)book
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Box  2

Debit and Credit Notes

A Debit note is a document evidencing a debit to be raised against a party for reasons
other than sale on credit. On finding that goods supplied are not as per the terms of
the order placed, the defective goods are returned to the supplier of the goods and a
note is prepared to debit the supplier; or when an additional sum is recoverable
from a customer such a note is prepared to debit the customer with the additional
dues. In these two situations the note is called a debit note (refer figure 4.7(b)).

A Credit note is prepared, when a party is to be given a credit for reasons other
than credit purchase. It is a common practice to make it in red ink. When goods are
received back from a customer, a credit note should be sent to him. The suggested
proforma of credit note is shown in figure 4.7(c).

Name of the Firm Issuing the Note

Address of the Firm
No. Date of Issue .........

DEBIT NOTE

Against : Supplier’s Name
Goods returned as per delivery Amount (Rs)
Challan No.
(Details of goods returned)
(Rupees ...........only)

Signature of the Manager with date

Fig. 4.7(b) : Showing a specimen of debit note

Name of the Firm Issuing the Note

Address of the Firm
No. Date of Issue .........

CREDIT NOTE

Against : Customer’s Name
Goods returned by the customer Amount (Rs)
Challan No.
(Details of goods returned)
(Rupees ...........only)

Signature of the Manager with date

Fig. 4.7(c) : Showing a specimen credit note
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Refer to the purchases (journal) book of Kanika Traders you will notice that

20 mini size T.V.’s and 15 tape- recorders were bought from Neema Electronics
for Rs. 1,82,000 However, on delivery  2 mini T.V.’s and  tape recorders were

found defective and were returned back vide debit note no. 03/2014. In this case,

the purchases return books will be prepared as follows :

Purchases Return (Journal) Book

Date Debit Name of the Supplier L.F. Amount
Note (Account to be debited) Rs.
No.

03/2014   Neema Electronics 13,200
13,200

Posting from the purchases returns journal requires that the supplier’s
individual accounts are debited with the amount of returns and the purchases

returns account is credited with the periodical total.

Neema Electronics Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

Purchases 13,200
Return

Purchases Return Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

Sundries as 13,200
per purchase
returns book

4.4 Sales (Journal) Book

All credit sales of merchandise are recorded in the sales journal. Cash sales are
recorded in the cash book. The format of the sales journal is similar to that of

the purchases journal explained earlier. The source document for recording
entries in the sales journal are sales invoice or bill issued by the firm to the

customers. The date of sale, invoice number, name of the customer and amount

of the invoice are recorded in the sales journal. Other details about the sales
transaction including terms of payment are available in the invoice. In fact, two

or more than two copies of a sales invoice are prepared for each sale. The book
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keeper makes entries in the sales journal from one copy of the sales invoice. The

format of the sales joournal is shown in figure 4.8. In the sales journal, one
additional column may be added to record sales tax recovered from the customer

and to be paid to the government within the stipulated time. Periodically, at the

end of each month the amount column is total led and posted to the credit of
sales account in the ledger. Posting to the debit side of individual customer’s

accounts may be made daily.

Sales (Journal) Book

Date Invoice Name of the Customer L.F. Amount
No. (Account to be debited) Rs.

Fig. 4.8 : Format of sales (journal) cash book

For example M/s Koina Supplies sold on credit:

(i) Two water purifiers @ Rs. 2,100 each and five buckets @ Rs 130 each to
M/s Raman Traders (Invoice no. 178 dated April 06, 2014).

(ii) Five road side containers  @ Rs 4,200 each to M/s Nutan enterprises
(Invoice no 180 dated April 09, 2014) .

(iii) 100 big buckets @ Rs 850 each to M/s Raman traders (Invoice no. 209,
dated April 28, 2014).

The above stated transactions will be entered in a sales journal as follows:

Books of Koina Suppliers

Sales (Journal) Book

Date Invoice Name of the customer L.F. Amount
No. (Account to be debited) Rs.

2014
April 06 178 Raman Traders   4,850
April 09 180 Nutan Enterprises 21,000
April 28 209 Raman Traders 85,000

April 30 1,10,850

Posting from the sales journal are done to the debit of customer’s accounts
kept in the ledger. Like the purchases journal, individual customer’s accounts

are generally posted daily, with the amount involved. The sales journal is also
totaled periodically (generally monthly), and this total is credited to sales

account in the ledger. The sales (journal) book illustrated above will be posted

in the related ledger account in the following manner:
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Raman Traders Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Apr. 06 Sales   4,850
Apr. 28 Sales 85,000

Nutan Enterprises Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Apr.01 Sales 21,000

Sales Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Apr. 30 Sundries as 1,10,850

per sales book

4.5 Sales Return (Journal) Book

This journal is used to record return of goods by customers to them on credit.

On receipt of goods from the customer, a credit note is prepared, like the debit
note referred to earlier. The difference between the credit not and the debit

note is that the former is prepared by the seller and the latter is prepared by

the buyer. Like the debit note, the credit note is also prepared in duplicate
and contains detail relating to the name of the customer, details of the

merchandise received back and the amount. Each credit note is serially
numbered and dated. The source document for recording entries in the sales

return book is generally the credit note. The format of the sales return book is

shown in figure 4.9

Sales Return (Journal) Book

Date Credit Name of the customer L.F. Amount
No. (Account to be credited) Rs.

Fig. 4.9 : Format of sales return (journal) book
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Refer to the sales (journal) book of Koina Supplier of  you will find that two

water purifiers were sold to Raman Traders for Rs 2,100 each, out of which
one purifier was returned back due to the manufacturing defect (credit  note

no. 10/2014). In this case, the sales return (Journal) book will be prepared

as follows :

Sales Return (Journal) Book

Date Credit Name of the customer L.F. Amount
No. (Account to be credited) Rs.

10/2014 Raman Traders 2,100

2,100

Posting to the sales return journal requires that the customer’s account be

credited with the amount of returns and the sales return account be debited

with the periodical total in the same way as is done in case of posting from the
purchases journal.

Raman Traders Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

Sales Return 2,100

Sales Return Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

Sundries 2,100
as per sales
return book

Illustration 5

Enter the following transactions of M/s Hi-Life Fashions in purchases and purchases
return book and post them to the ledger accounts for the month of September 2014:

Date Details

2014 Purchase of following goods on credit from M/s Ratna Traders,
Sept. 01 as per Invoice No.714:

25 Shirts @ Rs.300 per shirt
20 Pants @ Rs.700 per pant
Less 10% trade discount

Sept. 08 Purchase of following goods on credit from M/s Bombay Fashion House,
as per Invoice No.327 ;
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10 Fancy Trousers @ Rs.500 per trouser
20 Fancy Hat @ Rs. 100 per hat
Less 5% trade discount

Sept. 10 Goods returned to M/s Ratana Traders,as per debit note No.102 :
3 shirts @  Rs.300 per shirt
1 Pant @ Rs.700 per pant
Less 10% trade discount

Sept. 15 Purchase of following goods on credit from M/s Zolta Fashions,
as per Invoice No.6781 :
10 Jackets @ Rs.1000 per jacket
5 Plain shirts  Rs.200 per shirts
Less 15% trade discount.

Sept. 20 Purchase of following goods on credit from M/s Bride Palace,
as per Invoice No.1076 :
10 Fancy Lengha @ Rs.2,000 per lengha
Less 5% trade discount.

Sept. 24 Goods returned to M/s Bombay Fashion House as per debit note No.103 :
2 Fancy Trousers @ Rs.500 per trouser
4 Fancy Hat @ Rs.100 per hat
Less 5% trade discount.

Sept. 28 Goods returned to M/s Bride Palace as per debit note No.105 :
1 Fancy Lengha @ Rs.2,000 per lengha
Less 5% trade discount.

Solution

Books of Hi-life Fashions
Purchases (Journal) Book

Date Invoice Name of the Supplier L.F.    Amount
No. (Account to be credited) Rs.

2014
Sept.01 714 Ratana Traders 19,350
Sept.08 327 Bombay Fashion House   6,650
Sept.15 6781 Zolta Fashions   9,350
Sept.20 1076 Bride Palace   19,000
Sept.30   54,350

Purchases Return (Journal) Book

Date Invoice Name of the Supplier L.F.    Amount
No. (Account to be debited) Rs.

2014
Sept. 10 102 Ratana Traders    1,440
Sept. 24 103 Bombay Fashion House   1,330
Sept. 28 106 Bride Palace   1,900

Sept. 30 4,670
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(ii) Ledger Posting

Books of M/s Hi-Life Fashions

Ratana Traders  Account
Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014 2014
Sept. 10 Purchases   1,440 Sept.01 Purchases 19,350

return

Bombay Fashion House Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014 2014
Sept. 24 Purchases  1,330 Sept. 08  Purchases 6,650

return

Zolta Fashions Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Sept. 15  Purchases 9,350

Bride Palace Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Sept. 28 Purchases  1,900 Sept. 20  Purchases 19,000

return

Purchases Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Sept. 30 Sundries as 54,350

per purchases
 journal
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Purchases Return Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Sept. 30 Sundries as 4,670

per purchases
return book

Illustration 6

Enter the following transactions in the Sales and  Sales Return book of M/s Vineet Stores:

Date Details

2014 Sold goods on credit to M/s Rohit Stores as per invoice no.325 :

Dec.01. 30 Kids Books @ Rs. 60 each.

20 Animal Books @ Rs. 50 each

Dec. 05 Sold goods on credit to M/s Mera Stores as per invoice no.328 :

100 Greeting Cards @ Rs.12 each.

50  Musical Cards  @ Rs. 50 each

Less 5% trade discount.

Dec. 10 Sold Goods on credit to M/s Mega Stationers as per invoice no.329 :

50 Writing Pads @ Rs. 20 each.

50 Colour Books @ Rs. 30 each

20 Ink Pads @ 16 each

Dec. 15 Goods Returned from M/s Rohit Stores as per credit note no.201:

2 Kids Books @ Rs. 60 each

1 Animal Book @ Rs. 50 each

Dec. 19 Sold goods on credit to M/s Abha Traders as per invoice no.355 :

100 Cards Books @ Rs. 10 each.

50 Note  Books @ Rs. 35 each

Less 5% trade discount.

Dec. 22 Goods returned from M/s Mega Stationers as per credit note no.204:

2 Colour Books @ Rs. 30 each

Dec. 26 Sold goods on credit to M/s Bharti Stores as per invoice no.325 :

100 Greeting Cards @ Rs. 20 each.

100 Fancy Envelopes @ Rs. 5 each

Dec. 30 Goods returned from M/s Abha Traders as per credit note no.207 :

20 Cards Books  @ Rs. 10 each

5 Note  Book@ Rs. 35 each

Less 5% trade discount
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Solution

Books of Veneet Stores

Sales (Journal) Book

Date Invoice Name of the Customer J.F. Amount
No. (Account to be debited) Rs.

2014
Dec.01 325 Rohit Stores   2,800
Dec.05 328 Mera Stores    3,515
Dec.10 329 Mega Stationers    2,820
Dec.19 335 Abha Traders    2,375
Dec.26 340 Bharti Stores    2,500

Dec. 31  14,010

Sales Return (Journal) Book

Date Credit Name of the Customer L.F. Amount
Note No. (Account to be credited) Rs.

2014
Dec. 15 201 Rohit Stores     170
Dec. 22 204 Mega Stationers    150
Dec. 30 206 Abha Traders    333

Dec. 31 653

(ii) Ledger Posting

Rohit Stores Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014 2014

Dec. 01 Sales   2800 Dec.15 Sales return  170

Mera Stores Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014

Dec. 05 Sales 3,515

Mega Stationers Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014 2014

Dec.10 Sales 2,820 Dec.22 Sales return   150
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Abha Traders Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Dec.19 Sales 2,375 Dec.30 Sales return  333

Bharti Stores Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Dec.26 Sales 2,500

Sales Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Dec. 31 Sundries as 14,010

per sales book

Sales Return Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014 Sundries as 653
Dec.31 per sales

return book

4.6 Journal Proper

A book maintained to record transactions, which do not find place in special
journals, is known as Journal Proper or Journal Residual.

Following transactions are recorded in this journal:

1. Opening Entry: In order to open new set of books in the beginning of new

accounting year and record therein opening balances of assets, liabilities
and capital, the opening entry is made in the journal.

2. Adjustment Entries: In order to update ledger account on accrual basis,

such entries are made at the end of the accounting period. Such as

Rent outstanding, Prepaid  insurance, Depreciation and Commission
received in advance.
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3. Rectification entries:  To rectify errors in recording transactions in the books

of original entry and their posting to ledger accounts this journal is used.

4. Transfer entries: Drawing account is transferred to capital account at the
end of the accounting year. Expenses accounts and revenue accounts

which are not balanced at the time of balancing are opened to record specific

transactions. Accounts relating to operation of business such as Sales,
Purchases, Opening Stock, Income, Gains and Expenses, etc. and drawing

are closed at the end of the year and their Total/balances are transferred
to Trading and Profit and Loss account by recording the journal entries.

These are also called closing entries.

5. Other entries: In addition to the above mentioned entries in the points

number 1 to 4, recording of the following transaction is done in the
journal proper :

(i) At the time of a dishonour of a cheque the entry for cancellation for

discount received or discount allowed earlier.

(ii) Purchase/sale of items on credit other than goods.

(iii) Goods withdrawn by the owner for personal use.

(iv) Goods distributed as samples for sales promotion.

(v) Endorsement and dishonour of bills of exchange.

(vi) Transaction in respect of consignment and joint venture, etc.

(vii) Loss of goods by fire/theft/spoilage.

Test Your Understanding - I

Select the Correct Answer

(a) When a firm maintains a cash book, it need not maintain ;

(i) Journal Proper
(ii) Purchases (journal) book

(iii) Sales (journal) book
(iv) Bank and cash account in the ledger

(b) Double column cash book records:

(i) All transactions
(ii) Cash and bank transactions

(iii) Only cash transactions
(iv) Only credit transactions

(c) Goods purchased on cash are recorded in the :

(i) Purchases (journal) book
(ii) Sales (journal) book

(iii) Cash book
(iv) Purchases return (journal)book
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(d) Cash book does not record transaction of :

(i) Cash nature
(ii) Credit nature

(iii) Cash and credit nature
(iv) None of these

(e) Total of these transactions is posted in purchase account :

(i) Purchase of furniture
(ii) Cash and credit purchase

(iii) Purchases return
(iv) Purchase of stationery

(f) The periodic total of sales return journal is posted to :

(i) Sales account
(ii) Goods account

(iii) Purchases return account
(iv) Sales return account

(g) Credit balance of bank account  in cash book shows :

(i) Overdraft
(ii) Cash deposited in our bank

(iii) Cash withdrawn from bank
(iv) None of these

(h) The periodic total of purchases return journal is posted to :

(i) Purchase account
(ii) Profit and loss account

(iii) Purchase returns account
(iv) Furniture account

(i) Balancing of account means :

(i) Total of debit side
(ii) Total of credit side

(iii) Difference in total of debit & credit
(iv) None of these

4.7 Balancing the Accounts

Accounts in the ledger are periodically balanced, generally at the end of the

accounting period, with the object of ascertaining the net position of each amount.

Balancing of an account means that the two sides are totaled and the difference
between them is shown on the side, which is shorter in order to make their

totals equal. The words ‘balance c/d’ are written against the amount of the
difference between the two sides. The amount of balance is brought (b/d) down

in the next accounting period indicating that it is a continuing account, till

finally settled or closed.

In case the debit side exceeds the credit side, the difference is written on the

credit side, if the credit side exceeds the debit side, the difference between the
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two appears on the debit side and is called debit and credit balance respectively.

The accounts of expenses losses and gains/revenues are not balanced but are
closed by transferring to trading and profit and loss account. The balancing of

the an account is illustrated below with the help of an example explaining the

complete process of recording the transactions, posting to ledger and balancing
there of.

Date Details

2014
Apr. 01 Commenced business with cash Rs. 1,00,000.

Apr.02 Deposited in bank Rs. 40,000.

Apr. 02 Purchased for cash furniture Rs. 6,000;

Land Rs. 42,000.

Apr.l 03 Paid cheque to M/s Malika & Brothers for purchase of electric wires and
plugs Rs. 17,000.

Apr. 04 Bought of M/s Handa Co. vide invoice no. 544:

(i) 28 Immersion Heaters 1,000 Watt of Smg. Ltd. @ Rs. 50, and
(ii) 40 Tube lights @ Rs.35. trade discount @ 12.5%.

Apr.l 04 Purchased stationery for cash Rs. 2,300.

Apr. 05 Loan from M/s Dayal Traders. @ 6% Rs. 25,000 and deposited money in
the bank on the next day.

Apr. 05 Paid cartage Rs. 80 and other charges Rs. 20.

Apr. 06 Bought of M/s Burari. Ltd. on account vide Invoice No. 125:

(i) 50 Table lamps (Universal) @ Rs. 80 :
(ii) 20 Electric kettles (General) @ Rs. 125.
(iii) 5 Electric iron@ Rs. 300. trade discount 20%.

Apr. 07 Sales to M/s Ramneek on account vide invoice no. 871:

(i) 10 Immersion heaters1000 watt @ Rs. 60.
(ii) 5 Table lamps @ Rs. 100:
(iii) 2 Electric irons @ 320.

Apr. 08 Sales to M/s Kapadia on credit vide invoice no. 880

(i) 15 Immersion heaters @ 60:
(ii) 15 Tube lights @ Rs. 38.

Apr. 10 Return inwards from Ramneek :
(i) 2 Immersion heaters,

(ii) 1 Electric iron.
Apr. 11 Paid rent by cheque Rs. 4,000.

Apr. 11 Purchased from M/s Rungta. for cash:
(i) 5 Immersion heaters 1000 watt @ Rs. 45.

Apr. 12 Returned goods to Burari Ltd. :

(i) 3 Table lamps (Universal)
(ii) 2 Electric kettles

(iii) 1 Electric iron.
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Apr. 15 Purchased on account furniture from quality Furniture Ltd. Rs. 8,000.

Apr. 16 Paid for advertisement Rs. 1,200.
Apr. 18 Sales to M/s Daman on account vide invoice no. 902:

(i) 10 Electric kettles (General) @ Rs. 130.
Apr. 19 Purchased from M/s Kochhar  Co. on credit vide invoice no.205:

(i) 25 Electric Mixers @ Rs. 600.
(ii) 40 Electric irons (Special) @ Rs. 540. trade discount 20%.

Apr. 20 Sales to M/s Ramneek on account vide bill no.925: 4 Electric Mixers
@ Rs. 600.

Apr. 21 Received cheque of Rs.3,700 from M/s Ramneek for full and final settlement
of claim. The cheque deposited in bank after two days.

Apr. 21 Purchased from M/s Burari Ltd. on credit vide invoice no.157:

(i) 10 Electric kettles @ Rs. 125
(ii) 20 Electric lamps @ Rs. 80 trade discount @ 20%.

Apr. 23 Sales to M/s Nutan on account vide invoice no.958:
(i) 2 Electric Mixers @ Rs. 600.

Apr. 23 Cash sales of Electric wires and plugs Rs. 14,500, cash discount allowed
Rs. 200.

Apr. 24 Cash purchases from M/s Hitesh:

(i) 5 Electric fans @ Rs. 740. 
Apr. 25 Paid electricity bill Rs. 1,320.

Apr. 25 Made full and final payment to M/s Burari Ltd. by cheque discount allowed
by them Rs. 320.

Apr. 26 Purchased stationery on account from M/s Mohit Mart Rs. 3,200.
Apr. 27 Sales to M/s Daman on account vide Invoice No. 981:

(i) 15 Table lamps @ Rs. 100
(ii) 10 Immersion heaters 1000 watt @ Rs. 80.

Apr. 28 Deposited in bank Rs. 5,000.
Apr. 30 Withdrew Rs. 8,000 for personal use.

Apr. 30 Paid telephone bill Rs. 2700 by cheque.
Apr. 30 Paid insurance Rs. 1,600 by cheque.

Apr. 30 Paid to M/s Handa Co. Rs.2,450 by cheque; and Rs. 28,000 to M/s Kochhar
and co. by cheque who allowed Rs. 1,280 as discount.

Purchases (Journal) Book

Date  Invoice Name of the Supplier L.F. Amount
No. (Account to be credited) Rs.

2014

Apr. 04 544  Handa Co. 2,450
Apr. 06 125  Burari Ltd. 6,400

Apr. 19 205  Kochhar  Co. 29,280
Apr. 21 157  Burari  Ltd. 2,280

Apr. 30 40,410
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Sales (Journal) Book

Date  Invoice Name of the Customer L.F. Amount
No. (Account to be debited) Rs.

2014

Apr. 07 871  Ramneek 1,740
Apr. 08 880  Kapadia 1,470

Apr. 18 902  Daman 1,300
Apr. 20 925  Ramneek 2,400

Apr. 23 958  Nutan 1,200
Apr. 27 981  Daman 2,300

Apr. 30 10,410

Purchases Return (Journal) Book

Date Debit Name of the Supplier L.F. Amount
(Account to be debited)

2014
Apr. 12  Burari Ltd. 632

Apr. 30 632

Sales Return (Journal) Book

Date Credit Name of the customer L.F. Amount
(Account to be credited) Rs.

2014
Apr. 10 Ramneek 440
Apr. 30 440

Journal Proper

Date Particulars L.F. Debit Credit
Amount Amount

Rs. Rs.

2014
Apr. 15 Furniture A/c Dr. 8,000

To Quality Furniture A/c 8,000
(Purchase of furniture on credit)

Apr. 25 Burari Ltd  A/c Dr. 320
To Discount A/c 320

(Discount received)
Apr. 26 Stationery A/c Dr. 3,200

To Mohit Mart A/c 3,200
(Purchase of Stationery items on credit)

Apr. 30 Kochhar A/c 1,280
To Discount A/c 1,280

(Discount received)
Total 12,800 12,800
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Cash Book

Date Particulars L.F. Cash Bank Date Particulars L.F. Cash Bank
Rs. Rs. Rs. Rs.

2014 2014
Apr. April
01 Capital 1,00,000 02 Bank C 40,000
02 Cash C 40,000 02 Furniture 6,000
05 6% Loan   25,000 02 Land 42,000
06 Cash C 25,000 03 Purchases 17,000
21 Ramneek 3,700 04 Stationery   2,300
23 Cash C 3,700 05 Miscellaneous 100

expenses
23 Sales 14,500 06 Bank C 25,000
28 Cash C 5,000 11 Rent  4,000

11 Purchases   225
16 Advertisement 1,200
23 Bank C 3,700
24 Purchases 3,700
25 Electric 1,320

charges
25 Burari Ltd. 7,728
28 Bank C 5,000
30 Drawings 8,000
30 Telephone 2,700

charges
30 Insurance 1,600
30 Handa Co. 2,450
30 Kochhar & Co. 28,000
30 Balance c/d 4,655 10,222

1,43,200 73,700 1,43,200 73,700

May
01 Balance b/d 4,655 10,222

The recorded transactions will be posted in the ledger.

Capital Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2014 2014

Apr.30 Balance c/d 1,00,000 Apr.01  Cash 1,00,000

1,00,000 1,00,000
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6% Loan Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2014 2014

Apr. 30  Balance c/d 25,000 April 05  Cash 25,000

25,000 25,000

Ramneek’s Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2014 2014

Apr. 07  Sales 1,740 April10  Sales return   440

Apr. 20  Sales 2,400 April21  Cash 3,700

4,140 4,140

Sales Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2014

Apr. 23  Cash 14,500

Apr. 30  Sundries 10,410

24,910

Furniture Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2014 2014

Apr. 02 Cash 6,000 Apr. 30  Balance c/d 14,000

Apr. 15 Quality 8,000

Furniture

14,000 14,000
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Land Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2014 2014

Apr. 02  Cash 42,000 Apr.30  Balance c/d 42,000

42,000 42,000

Purchases Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2014

Apr. 03  Bank 17,000

Apr. 11  Bank    225

Apr. 24  Cash  3,700

Apr. 30  Sundries 40,410

61,335

Stationery Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2014

Apr. 04 Cash 2,300

Apr. 26 Mohit mart 3,200

5,500

Miscellaneous Expenses Account
Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2014

Apr. 05  Cash 100

100
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Rent Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014

Apr. 04  Bank 4,000

4,000

Advertisement Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014

Apr.16  Cash 1,200

1,200

 Electric Charges Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2014

Apr. 25   Cash 1,320

1,320

Drawings Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2014

Apr. 30  Cash 8,000

8,000

Telephone Charges Account
Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2014

Apr. 30  Bank 2,700

2,700
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 Insurance Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2014

Apr. 30  Bank 1,600

1,600

Quality Furniture Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2014 2014

Apr. 30  Balance c/d 8,000 Apr. 15  Furniture 8,000

8,000 8,000

Mohit Mart Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount

Rs. Rs.

2014 2014

Apr. 30  Balance c/d 3,200 Apr. 26  Stationery 3,200

3,200 3,200

Purchases Return Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
 Apr. 30  Sundries 632

632

Handa Company Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014 2014
Apr. 30  Bank 2,450 Apr. 04  Purchases 2,450

2,450 2,450
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Burari Ltd.  Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014 2014
Apr. 12 Purchases 632 Apr. 06  Purchases 6,400

return 
Apr. 25 Bank 7,728 Apr. 21 Purchases 2,280

Discount 320

8,680 8,680

Kochhar Account
Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014 2014
Apr. 30 Bank 28,000 Apr. 19  Purchases 29,280

Discount 1,280

29,280 29,280

Sales Return  Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014 2014
Apr. 30  Sundries 440 Apr. 30

. 440

Kapadia Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014 2014
Apr. 08  Sales 1,470 Apr. 30  Balance c/d 1,470

1,470 1,470

Daman  Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014 2014
Apr. 18  Sales 1,300 Apr. 30  Balance c/d 3,600
Apr. 27  Sales 2,300

3,600 3,600
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Nutan Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014 2014
Apr. 23  Sales 1,200 Apr. 30  Balance c/d 1,200

1,200 1,200

Discount Received Account

Dr. Cr.

Date Particulars J.F. Amount Date Particulars J.F. Amount
Rs. Rs.

2014
Apr. 25  Burari Ltd     320
Apr. 30 Kochhar   1,280

1,600

Test Your Understanding - II

1. Fill in the Correct Words :
(a) Cash book is a  .........  journal.

(b) In Journal proper, only.........discount is recorded.
(c) Return of goods purchased on credit to the suppliers will be entered in ......

Journal.

(d) Assets sold on credit are entered in .........
(e) Double column cash book records transaction relating to .........and .........

(f) Total of the debit side of cash book is .........than the credit side.
(g) Cash book does not record the .........transactions.

(h) In double column cash book .........transactions are also recorded.
(i) Credit balance shown by a bank column in cash book is .........

(j) The amount paid to the petty cashier at the beginning of a period is known as
.........amount.

(k) In purchase book goods purchased on .........are  recorded.

2. State whether the following statements are True or False :

(a) Journal is a book of secondary entry.
(b) One debit account and more than one credit account in a entry is called

compound entry.

(c) Assets sold on credit are entered in sales journal.
(d) Cash and credit purchases are entered in purchasejJournal.

(e) Cash sales are entered in sales journal.
(f) Cash book records transactions relating to receipts and  payments.

(g) Ledger is a subsidiary book.
(h) Petty cash book is a book having record of big payments.
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(i) Cash received is entered on the debit side of cash book.

(j) Transaction recorded both on debit and credit side of cash book is known as
contra entry.

(k) Balancing of account means total of debit and credit side.

(l) Credit purchase of machine is entered in purchase journal.

Key Terms Introduced in the Chapter

• Posting • Sales (Journal) Book
• Day books • Balancing of Accounts
• Cash book • Purchase (Journal) book
• Petty Cash book • Purchases return (Journal) Book
• Sales return (Journal) Book

Summary with Reference to Learning Objectives

1. Journal : Basic book of original entry.
2. Cash book : A book used to record all cash receipts and payments.

3. Petty cash book : A book used to record small cash payments.
4. Purchase journal : A special journal in which only credit purchases are recorded

5. Sales journal : A special journal in which only credit sales are recorded
6. Purchases Return Book : A book in which return of merchandise purchased is

recorded.
7. Sales Return Book : A special book in which returns of merchandise sold on

credit are recorded.

Questions For Practice

Short Answers

1. Briefly state how the cash book is both journal and a ledger.
2. What is the purpose of contra entry?

3. What are special purpose books?
4. What is petty cash book? How it is prepared?

5. Explain the meaning of posting of journal entries?
6. Define the purpose of maintaining subsidiary journal.

7. Write the difference between return Inwards and return ouwards.
8. What do you understand by ledger folio?

9. What is difference between trade discount and cash discount?
10. Write the process of preparing ledger from a journal.

11. What do you understand by Imprest amount in petty cash book?

Long Answers

1. Explain the need for drawing up the special purpose books.
2. What is cash book?  Explain the types of cash book.
3. What is contra entry? How can you deal this entry while preparing  double

column cash book?
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4. What is petty cash book? Write the advantages of petty cash book?
5. Describe the advantages of sub-dividing the Journal.
6. What do you understand by balancing of account?

Numerical Questions

Simple Cash Book

1. Enter the following transactions in a simple cash book for December 2014:

Rs.
01 Cash in hand 12,000

05 Cash received from Bhanu   4,000
07 Rent Paid 2,000

10 Purchased goods Murari for cash   6,000
15 Sold goods for cash   9,000
18 Purchase stationery 300
22 Cash paid to Rahul on account   2,000
28 Paid salary   1,000
30 Paid rent      500

(Ans. Cash in hand Rs. 13,200)

2. Record  the following transaction in simple cash book for November 2014:
Rs

01 Cash in hand 12,500
04 Cash paid to Hari   600
07 Purchased goods 800
12 Cash received from Amit  1,960
16 Sold goods for cash 800
20 Paid to Manish  590
25 Paid cartage 100
31 Paid salary  1,000

(Ans. Cash in hand Rs. 12,170)

3. Enter the  following transaction in Simple cash book for December  2014:
Rs.

01 Cash in hand                      7,750
06 Paid to Sonu      45
08 Purchased goods    600
15 Received cash from Parkash    960
20 Cash sales    500
25 Paid to S.Kumar 1,200
30 Paid rent    600
(Ans. Cash in hand Rs. 6,765)

Bank Column Cash Book

4. Record the following transactions  in a bank column cash book for December
2014:

Rs.
01 Started business with cash 80,000
04 Deposited in bank 50,000
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10 Received cash from Rahul   1,000
15 Bought goods for cash   8,000
22 Bought goods by cheque 10,000
25 Paid to Shyam by cash 20,000
30 Drew from Bank for office use   2,000
31 Rent paid by cheque   1,000
(Ans. Cash in hand Rs. 5,000: cash at bank Rs. 37,000)

5. Prepare a double column cash book with the help of following information
for December  2014:

Rs.
01 Started business with cash 1,20,000
03 Cash paid into bank    50,000
05 Purchased goods from Sushmita    20,000
06 Sold goods to Dinker and received a cheque 20,000
10 Paid to Sushmita cash    20,000
14 Cheque received on December 06, 2010 deposited into bank
18 Sold goods to Rani   12,000
20 Cartage paid in cash 500
22 Received cash from Rani   12,000
27 Commission received 5,000
30 Drew cash for personal use 2,000

         (Ans. Cash in hand Rs. 64,500 : Cash at bank Rs. 70,000)

6. Enter the following transactions in double column cash book of M/s Ambica
Traders for November 2014:

Rs.
01 Commenced business with cash 50,000
03 Opened bank account with ICICI 30,000
05 Purchased goods for cash 10,000
10 Purchased office machine for cash   5,000
15 Sales goods on credit from Rohan and received chaeque   7,000
18 Cash sales   8,000
20 Rohan’s cheque deposited into bank
22 Paid cartage  by cheque 500
25 Cash withdrawn  for personal use   2,000
30 Paid rent by cheque   1,000
(Ans. Cash in hand Rs. 11,000, Cash at bank Rs. 35,500)

7. Prepare double column cash book from the following information for
September 2014:

Rs.
01 Cash In hand 7,500

Bank overdraft 3,500
03 Paid wages  200
05 Cash sales 7,000
10 Cash deposited into bank 4,000
15 Goods purchased  and paid by cheque 2,000
20 Paid rent    500
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25 Drew from bank for personal use 400
30 Salary paid 1,000
(Ans. Cash in hand Rs. 8,800, Bank overdraft Rs. 1,900)

8. Enter the following transaction in a double column cash book of M/s.Mohit
Traders for January 2014:

Rs.
01 Cash in hand  3,500

Bank overdraft 2,300
03 Goods purchased for cash 1,200
05 Paid wages 200
10 Cash sales 8,000
15 Deposited into bank 6,000
22 Sold goods for cheque which was deposited into 2,000

bank same day
25 Paid rent by cheque 1,200
28 Drew from bank for personal use 1,000
31 Bought goods by cheque 1,000
(Ans. Cash in hand Rs. 4,100 Cash at bank Rs. 2,500)

9. Prepare double column cash book from the following transactions for the
year December  2014:

Rs.
01      Cash in hand 17,500

Cash at bank   5,000
03 Purchased goods for cash   3,000
05 Received cheque from  Jasmeet 10,000
08 Sold goods for cash 7,000
10 Jasmeet’s cheque deposited into bank
12 Purchased goods and paid by cheque 20,000
15 Paid establishment expenses through bank 1,000
18 Cash sales 7,000
20 Deposited into bank 10,000
24      Paid trade expenses 500
27 Received commission by cheque 6,000
29 Paid Rent   2,000
30 Withdrew cash for personal use   1,200
31 Salary paid   6,000
(Ans. Cash in hand Rs. 8,800 cash at bank Rs. 10,000)

10. M/s Ruchi trader started their cash book with the following balances on
Dec. 01 2010 : cash in hand Rs.1,354 and balance in bank current account
Rs.7,560. He had the following transaction in the month of December, 2014:

Rs.
03 Cash sales 2,300
05 Purchased goods, paid by cheque 6,000
08 Cash sales 10,000
12 Paid trade expenses  700
15 Sales goods, received cheque(deposited same day) 20,000
18 Purchased motor car paid by cheque 15,000
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20 Cheque received from Manisha(deposited same day) 10,000
22 Cash Sales  7,000
25 Manisha’s cheque returned dishonoured
28 Paid Rent   2,000
29 Paid telephone expenses by cheque  500
31 Cash withdrawn for personal use  2,000

Prepare bank column cash book
(Ans. Cash in hand Rs. 15,954 cash at bank Rs. 6,060)

Petty Cash Book

11. Prepare petty cash book from the following transactions. The imprest  amount
is Rs.2,000.
2014 Rs.
January
01 Paid cartage 50
02 STD charges 40
02 Bus fare 20
03 Postage 30
04 Refreshment for employees 80
06 Courier charges 30
08 Refreshment of customer 50
10 Cartage 35
15 Taxi fare to manager 70
18 Stationery 65
20 Bus fare 10
22 Fax charges 30
25 Telegrams charges 35
27 Postage stamps  200
29 Repair on furniture  105
30 Laundry expenses  115
31 Miscellaneous expenses  100
(Ans. Cash  balance Rs. 925)

12. Record the following transactions during the week ending  Dec.30, 2014
with a weekly imprest Rs. 500.

2014 Rs.
December
24 Stationery                               100
25 Bus fare  12
25 Cartage  40
26 Taxi fare  80
27 Wages to casual labour  90
29 Postage  80
(Ans. Cash balance Rs. 98)

Other Subsidiary Books

13. Enter the following transactions in the Purchase Journal (Book) of
M/s Gupta Traders of July 2014:
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01 Bought from Rahul Traders as per invoice no.20041
40 Registers @ Rs.60 each
80 Gel Pens @ Rs.15 each
50 note books @ Rs.20 each
Trade discount 10%.

15 Bought from Global Stationers as per invoice no.1132
40 Ink Pads @ Rs.8 each
50 Files @ Rs.10 each
20 Color Books @ Rs. 20 each
Trade Discount 5%

23 Purchased from Lamba Furniture as per invoice no.3201
2 Chairs @ 600 per chair
1 Table @ 1000 per table

25 Bought from Mumbai Traders as per invoice no.1111
10 Paper Rim @ Rs.100 per rim
400 drawing Sheets @ Rs.3 each

20 Packet water colour @ Rs.40 per packet

(Ans: Total of purchases book Rs. 8,299)

14. Enter the following transactions in sales (journal) book of M/s.Bansal
electronics:

2014
September
01 Sold to Amit Traders as per bill no.4321

20 Pocket Radio @ 70 per Radio
2, T.V. set, B&W.(6”) @ 800 Per T.V.
10. Sold to Arun Electronics as per bill no.4351
5 T.V. sets (20”) B&W @ Rs.3,000 per T.V.
2  T.V. sets (21”) Colour @ Rs. 4,800 per T.V.

22 Sold to Handa Electronics as per bill no.4,399

10 Tape recorders @ Rs. 600 each
5 Walkman @ Rs. 300 each

28 Sold to Harish Trader as per bill no.4430
10 Mixer Juicer Grinder @ Rs. 800 each.

(Ans. Total of sales book Rs. 43,100)

15. Prepare a purchases return (journal) book from the following transactions
for January 2014.

2014 Rs.

January
05 Returned goods to M/s Kartik Traders 1,200

10 Goods returned to  Sahil Pvt. Ltd. 2,500
17 Goods returned to M/s Kohinoor Traders.

for list price Rs.2,000 less 10% trade discount.
28 Return outwards to  M/s Handa Traders 550

(Ans. Total of purchases return book Rs. 6,050)
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16. Prepare Return Inward Journal(Book) from the following transactions of
M/s Bansal Electronics for November 2014:

2014 Rs.
November

04 M/s Gupta Traders returned the goods 1,500
10 Goods returned from M/s Harish Traders 800

18 M/s Rahul Traders returned the goods not as per 1,200
specifications

28 Goods returned from Sushil Traders 1,000
(Ans : Total of sales return Rs. 4,500)

Recording, Posting and Balancing

17. Prepare proper  subsidiary books and post them to the ledger from the
following transactions for the month of February 2014:

2014 Rs.
February

01 Goods sold to  Sachin 5,000

04 Purchase from Kushal Traders 2,480
06 Sold goods to Manish Traders 2,100

07 Sachin returned goods 600
08 Returns to Kushal Traders 280

10 Sold to Mukesh 3,300
14 Purchased from  Kunal Traders 5,200

15 Furniture purchased from Tarun 3,200
17 Bought of  Naresh 4,060

20 Return to Kunal Traders 200
22 Return inwards from Mukesh 250

24 Purchased goods from Kirit & Co. for list price of 5,700
less 10% trade discount

25 Sold to Shri Chand goods 6600
less 5% trade discount

26 Sold to Ramesh Brothers 4,000
28 Return outwards to Kirit and Co. 1,000

less 10% trade discount
28 Ramesh Brothers returned goods Rs. 500.
Ans : (Total of sales book Rs.20,670, purchases book Rs.16,870,

Purchases return book Rs.1,380, sales return book Rs.1,350).

18. The following balances of ledger of M/s Marble Traders on April 01, 2014
2014 Rs.
April

Cash in hand 6,000
Cash at bank 12,000
Bills receivable 7,000

Ramesh (Cr.) 3,000
Stock (Goods) 5,400

Bills payable 2,000
Rahul (Dr.) 9,700
Himanshu (Dr.) 10,000

2015-16



149Recording of Transactions - II

Transactions during the month were:
April Rs.

01 Goods sold  to Manish 3,000
02 Purchased goods from Ramesh 8,000

03 Received cash from Rahul in full settlement 9,200
05 Cash received from Himanshu  on account 4,000
06 paid to Remesh by cheque 6,000.

08 Rent paid by cheque 1,200
10 Cash received from manish 3,000

12 Cash sales 6,000
14 Goods returned to Ramesh 1,000
15 Cash paid to Ramesh in full settlement 3,700

Discount received 300
18 Goods sold to Kushal 10,000

20 Paid trade expenses 200
21 Drew for personal use 1,000
22 Goods return from Kushal 1,200

24 Cash received from Kushal 6,000
26 Paid for stationery 100

27 Postage charges 60
28 Salary Paid 2,500
29 Goods purchased from Sheetal Traders 7,000

30 Sold goods to Kirit 6000
Goods purchased from Handa Traders 5,000

Journlise the above transactions and post them to the ledger.

Checklist to Test Your Understanding

Test Your Understanding - I

a. (iv) b. (ii) c. (iii) d. (ii) e. (ii) f. (iv) g .(ii) h. (iii) i. (iii)

Test Your Understanding - II

1. (a) subsidiary (b) cash (c) purchases return (d) journal proper
(e) cash, bank (f) more (g) credit (h) bank

(i) overdraft (j) imprest (k) credit

2. (a) False (b) True (c) False (d) False
(e) False (f) True (g) True (h) False

(i) True (j) True (k) False (l) False
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CHAPTER - 6

SUBSIDIARY BOOKS I -
SPECIAL PURPOSE BOOKS

Learning Objectives

After studying this Chapter, you will be able to:

Ø understand the Meaning, Kinds and Advantages of
Subsidiary Books

Ø know the Purpose, Format, Posting and Balancing of
Purchases, Sales, Purchases Return and Sales Return
Books.

Ø understand Bill of exchange and the Different Terms
involved in Bill transactions.

Ø know the Meaning, Purpose and Posting of entries in
Journal Proper.

For a business having a large number of transactions it is
practically impossible to write all transactions in one journal, because
of the following limitations.

i. Periodical details of some important business transactions
cannot be known, from the journal easily, e.g., monthly
sales, monthly purchases.
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ii. Such a system does not facilitate the installation of an internal
check system since the journal can be handled by only one
person.

iii. The journal becomes bulky and voluminous.

6.1 Need

Moreover, transactions can be classified and grouped
conveniently according to their nature, as some transactions are usually
of repetitive in nature. Generally, transactions are of two types:
Cash and Credit. Cash transactions can be grouped in one category
whereas credit transactions can be grouped in another category. Thus,
in practice, the main journal is sub-divided in such a way that a
separate book is used for each category or group of transactions
which are repetitive and sufficiently large in number.

Each one of the subsidiary books is a special journal and a
book of original or prime entry. Though the usual type of journal
entries are not passed in these sub-divided journals, the double entry
principles of accounting are strictly followed.

6.1.1 Kinds of Subsidiary Books

The number of subsidiary books may vary according to the
requirements of each business. The following are the special purpose
subsidiary books.

Transactions

Day Books Bills Books Cash Book Journal Proper

Purchases Sales Purchases Sales Bills Bills
Book Book Return Return Receivable Payable

Book Book Book Book

6.1.2 Purpose

i. Purchases Book records only credit purchases of goods by
the trader.

ii. Sales Book is meant for entering only credit sales of goods
by the trader.

iii. Purchases Return Book records the goods returned by the
trader to suppliers.

iv. Sales Return Book deals with goods returned (out of
previous sales) by the customers.

v. Bills Receivable Book records the receipts of bills (Bills
Receivable).

vi. Bills Payable Book records the issue of  bills (Bills Payable).

vii.Cash Book is used for recording only cash transactions i.e.,
receipts and payments of cash.

viii. Journal Proper is the journal which records the entries
which cannot be entered in any of the above listed subsidiary books.

6.1.3 Advantages

The advantages of maintaining subsidiary books can be
summarised as under :

i. Division of Labour : The division of journal, resulting in
division of work, ensures more clerks working independently in
recording original entries in the subsidiary books.

ii. Efficiency : The division of labour also helps the reduction in
work load, saving in time and stationery. It also gives advantages of
specialisation leading to efficiency.

iii.  Prevents Errors and Frauds : The accounting work can be
divided in such a manner that the work of one person is automatically
checked by another person. With the use of internal check, the
possibility of occurrance of errors and frauds may be avoided.
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iv. Easy Reference : It facilitates easy references to any particular
item. For instance total credit sales for a month can be easily obtained
from the Sales Book.

v. Easy Postings : Posting from the subsidiary books are made
at convenient intervals depending upon the nature of the business.

6.2 Purchases Book

Purchases book also known as Bought Day Book is used to
record all credit purchases of goods which are meant for resale in the
business. Cash purchases of goods, cash and credit purchases of
assets are not entered in this book.

Before discussing the Purchase Day Book, in detail we are to
explain the most significant terms, Trade Discount and Cash Discount.

6.2.1 Trade Discount

Trade discount is an allowance or concession granted by the
seller to the buyer, if the customer purchases goods above a certain
quantity or above a certain amount. The amount of the purchase
made, is always arrived at after deducting the trade discount, ie., only
the net amount is considered. For example, if the list price (price
prescribed by the manufacturers or wholesalers) of a commodity is
Rs.100, and trade discount granted by manufacturer to the wholesaler
is 20% then cost price of the commodity to the wholesaler is Rs.80.
Trade discount is not recorded in the books. They are used for
determining the net price.

6.2.2 Cash Discount

Sale of goods on credit is a common phenomenon in any business.
When goods are sold on credit the customers enjoy a facility of
making payment on some date in the future. In order to encourage
them to make the payment before the expiry of the credit period
a deduction is offered. The deduction so made is known as

cash discount. For example, If  Ram purchases goods worth Rs.5,000
on 30 days credit then, as per the terms of contract, he is authorised
to make payment 30 days after the date of purchase. If he is offered
a cash discount of 2% on payment within 10 days and if he does so,
he is entitled to deduct Rs.100 from the invoice price and pay
Rs.4,900. In this case Rs.100 is cash discount. But if he does not
choose to make payment within 10 days then he will not get any cash
discount. In this case he will pay Rs.5,000 after 30 days.

6.2.3 Distinction between cash discount and trade discount

Trade discount differs from cash discount in the following
respects.

S.No Basis of Distinction Trade Discount Cash Discount

  1. Parties It is a reduction granted It is a reduction
by a manufacturer/ granted by a whole-
supplier saler (creditor) to the

buyer (debtor).
  2. Purpose To help the retailer to To encourage prompt

earn some profit. payment within a
stipulated period.

  3. Time when allowed It is allowed on the It is allowed when
purchase of goods. payment is made

within the specified
period.

  4. Variation It is usually given at It varies from customer
the same rate which is to customer depending
applicable to all on the time and period
customers and will vary of payment.
with the quantity
purchased.

  5. Disclosure It is shown by way of It is not shown in the
deduction in the invoice.
invoice itself.

  6. Ledger Account A separate Account is A separate Account
not opened in the is opened in the
Ledger. Ledger for discount

received and discount
allowed.
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6.2.4 Format
Purchases Book

Date Particulars
Inward

L.F.
Amount

RemarksInvoice Details Total
No. Rs. Rs.

i. Date Column – Represents the date on which the
transaction took place.

ii. Particulars Column – This column includes the name of
the seller and the particulars of
goods purchased.

iii. Inward Invoice No.
Column – Reveals the serial number of the

inward invoice.

iv. LF. Column – This column shows the page
number of the suppliers account
in the ledger accounts.

v. Details Column – Reveals the amount of goods
purchased and the amount of
trade discount.

vi. Total Column – This column represents the net
price of the goods, i.e, the amount
which is payable to the creditors
after adjusting discount and
expenses if any.

vii. Remarks Column – Contains any extra information.

At the end of each month, the purchase book is totalled. The
total shows the total amount of goods or materials purchased on
credit.

6.2.5 Posting and Balancing

Once transactions are properly recorded in purchases journal,
they are posted into the ledger. The procedure for posting is stated
as under.

Step 1 à Entries will be posted to the credit side of the respective
creditors (supplier) account in the ledger by writing “By
Purchases A/c” in the particulars column.

Step 2 à Periodic total is posted to the debit of purchases account
by writing “To sundries as per purchases book” in the
particulars column.

Illustration 1: From the following transactions of Ram for July,
2003 prepare the Purchases Book and ledger accounts connected
with this book.

2003

July 5 Purchased on credit from Kannan & Co.

50 Iron boxes @ Rs. 500

10 Grinders @ Rs. 3,000

6 Purchased for cash from Siva & Bros.

25 Fans @ Rs. 1,250

10 Purchased from Balan & Sons on credit

20 Grinders @ Rs. 2,500

10 Mixie @ Rs. 3,000

20 Purchased, on credit, one Computer from

Kumar for Rs. 35,000.
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6.3 Sales Book

The sales book is used to record all credit sales of goods dealt
with by the trader in his business. Cash sales, cash and credit sales
of assets are not entered in this book. The entries in the sales
book are on the basis of  the invoices issued to the customers with
the net amount of sale. The format of sales book is shown below:-

6.3.1 Format
Sales Book

Date Particulars

Outward

L.F.

Amount
RemarksInvoice Details Total

No. Rs. Rs.

i. Date Column – Represents the date on which the
transaction took place.

ii. Particulars Column – This column includes the name of
purchasers and the particulars of
goods sold.

iii. Outward Invoice No.
Column – Reveals the serial number of the

outward invoice.

iv. L.F. Column – The page number of the customers
accounts in the Ledger is
recorded.

v. Details Column – Contains the amount of goods
sold and the amount of trade
discount if any.

Ledger Accounts 
 

Note : July 6th transaction is a cash transaction and July 20th transaction is
purchase of an asset, so both will not be recorded in the purchases book.

Dr. Purchases Account Cr.

Date Particulars J.F.
Amount

Date Particulars J.F
Amount

Rs. Rs.
2003
July To Sundries as
31 per Purchases

Book 1,35,000

Dr. Kannan & Co. Account Cr.

Date Particulars J.F.
Amount

Date Particulars J.F
Amount

Rs. Rs.
2003
July By Purchases 55,000
5         A/c

Dr. Balan & Co. Account Cr.

Date Particulars J.F.
Amount

Date Particulars J.F
Amount

Rs. Rs.
2003
July By Purchases 80,000
10         A/c

Solution :    In the books of Ram
Purchases Book

2003
July 5 Kannan & Co.

50 Iron boxes @ Rs. 500 25,000
10 Grinders @ Rs. 3,000 30,000

Goods purchased vide their 55,000
bill No....... Dated......

10 Balan & Co.
20 Grinders
@ Rs.2,500 50,000
10 Mixie @ Rs. 3,000 30,000

Goods purchased vide their 80,000
bill No....... Dated......

Total 1,35,000

Inward L.F. Amount
Invoice Details Total

No. Rs. Rs.

ParticularsDate
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vi. Total Column – This column shows the net
amount which is receivable from
the customers.

vii. Remarks Column – Any other extra information will
be recorded.

6.3.2 Posting and Balancing

At the end of the month the individual entries and the total of the
sales book column are posted into the ledgers as under.

Step 1 à Individual amounts are daily posted to the debit of
Customers’ Accounts by writing “To Sales A/c” in the
particulars column.

Step 2 à Grand total of the sales book is posted to the credit of
sales account by writing “By Sundries as per Sales Book”
in the particulars column.

Illustration 2 From the transactions given below prepare the Sales
Book of Ram for July 2003.

2003
July 5 Sold on credit to S.S. Traders

10 Chairs @ Rs. 250 Less 10%
10 Tables @ Rs. 850 Discount

8 Sold to Raja for cash
15 Chairs @ Rs. 250

20 Sold to Mohan & Co.
5 Almirah @ Rs. 2,200
10 Tables @ Rs. 850

23 Sold on credit to Narayanan old computer
for Rs. 5,000

28 Sold to Kumaran for cash
15 Chairs @ Rs. 250

}

Ledger Accounts

Dr. Mohan & Co.’s Account Cr.

Date Particulars
J.F. Amount

Date Particulars J.F
Amount

Rs. Rs.
2003
July To Sales A/c 19,500
20

Dr. S.S. Trader’s Account Cr.

Date Particulars
J.F. Amount

Date Particulars J.F
Amount

Rs. Rs.
2003
July To Sales A/c 9,900
5

 

 

Solution : In the books of Ram
Sales Book

2003
July 5 S.S. Traders & Co.

10 Chairs @ Rs. 250 2,500
10 Tables @ Rs. 850 8,500

11,000
Less : 10% Discount 1,100
Sold to S.S. Traders, Invoice 9,900
No....... dated

20 Mohan & Co.
5 Almirah @ Rs. 2,200 11,000
10 Tables @ Rs. 850 8,500
Sales as per 19,500
Invoice No...... dated

Total 29,400

Outward
L.F.

Amount
Invoice Details Total

No. Rs. Rs.

ParticularsDate

Dr. Sales Account Cr.

Date Particulars J.F. Amount
Date Particulars J.FAmount

Rs. Rs.
2003
July By Sundries as 29,400
31 per sales book
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6.4 Returns Books

Returns Books are those books in which the goods returned
to the suppliers and goods returned by the customers are recorded.
The reasons for the return of goods are

i. not according to the order placed.
ii. not upto the samples which were already shown.
iii. due to damage condition.
iv. due to difference in the prices charged.
v. undue delay in the delivery of the goods.

6.4.1 Kinds of Returns Books

The following are the kinds of Returns Books;

i. Purchases Return or Returns outward book

ii. Sales Return or Returns inward book

When the business concern returns a part of the goods purchased
on credit, the returns fall under the category Purchases Return or
Returns Outward.

When the business concern receives a part of the goods sold on
credit, the returns fall under the category of Sales Return or Returns
Inward .

6.4.2 Purchases Return Book

This book is used to record all returns of goods by the business
to the suppliers. The entries in the Purchases Returns Book are
usually made on the basis of debit note issued to the suppliers or
credit note received from the suppliers. We call it a debit note because
the party’s (supplier) account is debited with the amount written in
this note. The same note is termed as credit note from the receiving
party’s point of view because he will credit the account of the party
from whom he has received the note together with goods. The flow
of notes is as follows.

6.4.2.1 Format

Purchases Return Book

Date Particulars

Debit
L.F.

Amount

RemarksNote Details Total
No. Rs. Rs.

Note : The reason for goods returned is recorded in Remarks column.

Posting and Balancing

The individual entries and the periodic total of the Purchase
Return Book are posted into the Ledger as under:

Step 1 à Individual amounts are daily posted to the debit of supplier
accounts by writing “To Purchases Return A/c” in the
particulars column.

Step 2 à Periodic total is posted to the credit of purchases return
account by writing “By Sundries as per Purchases Return
Book” in the particulars column.

Illustration 3

Enter the following transactions in the purchases return book of
Hari and post them into the ledger.

2003 Jan 5Returned goods to Anand 5 chairs @ Rs.200 each, not
in accordance with order.

14 Returned goods to Chandran 4 chairs @ Rs.200 each
and 10 tables @ Rs.350 each, due to inferior quality.

Purchaser

Seller

Debit NoteCredit Note

Sends

ToSends

To
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6.4.3 Sales Return Book

This book is used to record all returns of goods to the business
by the customers. The entries in the sales return book are usually on
the basis of credit notes issued to the customers or debit notes issued
by the customers.

6.4.3.1 Format
Sales Returns Book

Date Particulars
Credit L.F. Amount

Remarks
Note Details Total
No. Rs. Rs.

Note : Remarks column is meant to record the reason for return of
goods.

Posting and Balancing

The individual entries and the periodic total of sales return book
are posted into the ledger as under.

Step 1 à Individual amounts are daily posted to the credit of
customers account by writing “By Sales return A/c” in
the particulars column.

Step 2 à Periodic total is posted to the debit of sales return account
by writing “To  Sundries as per sales return book “ in the
particulars column.

Solution : In the books of Hari
Purchases Return Book

 

 

Dr. Chandran Account Cr.

Date Particulars J.F.
Amount

Date Particulars J.F
Amount

Rs. Rs.
2003
Jan To Purchases 4,300
14 Return A/c.

Dr. Anand Account Cr.

Date Particulars J.F.
Amount

Date Particulars J.F
Amount

Rs. Rs.
2003
Jan To Purchases 1,000
5 Return A/c

Dr. Purchases Return Account Cr.

Date Particulars J.F.
Amount

Date Particulars J.F
Amount

Rs. Rs.
2003
Jan By Sundries as
31 per Purchases

return book 5,300

Ledger Accounts

Seller

Purchaser

Credit NoteDebit Note

Sends

ToSends

To
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2003
Jan 5 Anand

5 Chairs @ Rs.200 1,000

14 Chandran
4 Chairs @ Rs.200 800
10 Tables @ Rs.350 3,500

4,300
Total 5,300

ParticularsDate
Debit
Note
No.

L.F.
Amount

Details
Rs.

Total
Rs.

Remarks

Not in
accordance
with order

Due to
inferior
quality



Illustration 4

Enter the following transactions in Returns Inward Book:

2003
April 6 Returned by Shankar 30 shirts each costing Rs.150, due

to inferior quality.

8 Amar Tailors returned 10 Baba suits, each costing  Rs.100,
on account of being not in accordance with their order.

21 T.N. Stores returned 12 Salwar sets each costing Rs.200,
being not in accordance with order.

Solution:
Sales Return Book

Date Particulars
Credit L.F. Details Amount

Remarks
Note No. Rs. Rs.

2003 Due to
April Shankar inferior
  6 30 shirts @ Rs.150 4,500 quality

Not in
  8 Amar Tailors accordance

10 Baba suits with the
@ Rs. 100 1,000 order

  21 T.N Stores Not in
12 Salwar sets accordance
@ Rs.200 2,400 with the

7,900 order

Total 7,900

6.5 Bill of exchange

When one wants to increase the business transactions, credits
may be allowed and the amounts are received after some time. If the
amount involved in the credit transaction is large, the seller needs
security and evidence over the dealings. Here the Bill of Exchange
solves the problems of the seller.

Dr. T.N. Stores  Account Cr.

Date Particulars J.F.
Amount

Date Particulars J.F
Amount

Rs. Rs.
2003
April By Sales 2,400
  21 Return A/c.

Dr. Amar Tailors  Account Cr.

Date Particulars J.F.
Amount

Date Particulars J.F
Amount

Rs. Rs.
2003
April By Sales 1,000
  8 Return A/c.

Dr. Shankar  Account Cr.

Date Particulars J.F.
Amount

Date Particulars J.F
Amount

Rs. Rs.
2003
April By Sales 4,500
  6 Return A/c.

Dr. Sales Return Account Cr.

Date Purticulars J.F.
Amount

Date Particulars J.F
Amount

Rs. Rs.
2003
April To Sundries as
30 per Sales

return book 7,900

Ledger Accounts
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6.5.1 Definition

According to the Negotiable Instruments Act, 1881, ‘Bill of
Exchange is an instrument in writing containing an unconditional order,
signed by the maker, directing a certain person to pay a certain sum
of money only to, or to the order of a certain person or to the bearer
of the instrument’.

An analysis of the definition given above highlights the following
important features of a bill of exchange.

i. It is a written document.

ii. It is an unconditional order.

iii. It is an order to pay a certain sum of money.

iv. It is signed by the drawer.

v. It bears stamp or it is drafted on a stamp paper.

vi. It is accepted by the acceptor.

vii. The amount is paid to drawer or endorsee.

6.5.2 Format
Bill of Exchange

328, Bazaar Street,
   Stamp Trichy - 4,

01.06.2003
Rs. 10,000/-

Three months after date pay to me or to my order the
sum of Rupees Ten Thousand only for value received.

To Damodaran
Thiru.Sundaram,
430, Mint Street,
Chennai - 1.

6.5.3 Important terms

Explanation of some terms connected with bill of exchange is
given below.

1. Drawing of a Bill

The seller (creditor) prepares the bill in the form presented
above. The act of preparing the bill in its complete form with the
signature is known as ‘drawing’ a bill.

2. Parties

There are three parties to a bill of exchange as under.

i. Drawer:  The person who prepares the bill is called the
drawer i.e., a creditor.

ii. Drawee: The person who has to make the payment or
who accepts to make the payment is called the drawee i.e.,
a debtor.

iii. Payee: The person who receives the payment is payee. He
may be a third party or the drawer himself.

In the above format drawer and payee is Damodaran. Sundaram
is the drawee.

3. Acceptance

In a bill drawee gives his acceptance by writing the word
‘accepted’ and also puts his signature and the date. Now the bill
becomes a legal document enforceable in the court of  law.

4. Due date and Days of grace

When a bill is drawn payable after a specified period the date on
which the payment should be made is called ‘Due Date’.  In the
calculation of the due date three extra days are added to the specified
period of the bill are known as ‘Days of Grace’. If  the date of
maturity falls on a holiday, the bill will be due for payment on the
preceeding day.

Accepted

Sundaram

4/6/2003
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Example :

  Date of Bill Period of Bill Days of Grace Due date

  1st March 2 month 3 4th May

  12th July 1 month 3 14th Aug.  since
15th Aug. (being
independence day) is
a public holiday.

  1st Oct. 30 days 3 3rd November

5. Endorsement

Endorsement means writing of one’s signature on the face or
back of a bill for the purpose of transferring the title of the bill to
another person. The person who endorses is called the “Endorser”.
The person to whom a bill is endorsed is called the “Endorsee”. The
endorsee is entitled to collect the money.

6. Discounting

When the holder of a bill is in need of money before the due
date of a bill he can convert it into cash by discounting the bill with
his banker. This process is referred to as discounting of bill. The
banker deducts a small amount of the bill which is called discount and
pay the balance in cash immediately to the holder of the bill.

7. Retiring of Bill

An acceptor may make the payment of a bill before its due date
and discharge his liability, it is called as retirement of a bill. Usually
the holder of the bill allows a concession called rebate to the drawee
for the unexpired period of the bill.

8. Renewal

When the acceptor of a bill knows in advance that he will not
be able to meet the bill on its due date, he may approach the drawer

with a request for extension of time for payment. The drawer of the
bill may agree to cancel the original bill and draw a new bill for the
amount due with interest thereon. This is referred to as renewal.

9. Dishonour

Dishonour of the bill means the non-payment of  bill, when it is
presented for payment.

10. Noting and Protesting

If a bill is dishonoured, the drawer may approach the court, and
file a suit against the drawee. In order to collect documentary evidence,
the drawer may approach a lawyer and explain the fact of the dishonour
of the bill. The lawyer will take the bill to the drawee and ask for the
payment. If the drawee does not make the payment, the lawyer will
note the statement of the drawee and get the statement signed by
him. The lawyer will then put his signature. The statement noted by
the lawyer will be the documentary evidence for the dishonour of the
bill. Writing this statement by the lawyer is known as noting of the
bill. The lawyer performing this work of noting the bill is called as the
‘Notary Public’. A notary public is an official appointed by the
Government.

After recording a note of dishonour on the dishonoured bill, the
Notary Public issues a certificate to this effect which is called protest.
A protest is a certificate issued by the Notary Public attesting that the
bill has been dishonoured.

6.6 Bills Books

When the number of bills received or issued is large journalising
of all bill transactions will result in enormous waste of time. Hence,
suitable registers like bills receivable book and bills payable book are
maintained to record the receipt of bills receivable and issue of bills
payable respectively. These books are also called Bills Journals /
Books.
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6.6.1 Bills Receivable Book

Bills receivable (B/R) book is used for the purpose of
recording the details of bills receivable. The individual accounts of
parties from whom bills are received will be credited with the amount
in the bills receivable book. The periodic total is posted to the debit
of  bills receivable account in the ledger by writing “To sundries as
per Bills Receivable Book”.

6.6.2 Bills Payable Book

Bills payable (B/P) book is used for the purpose of recording
the details of bills payable. The individual accounts of the parties to
whom the bills are issued will be debited with the corresponding
amount in the bills payable book. The periodic total is posted to the
credit of bills payable account in the ledger by writing “By Sundries
as per Bills Payable Book”.

6.7 Journal Proper

Journal proper is used for making the original record of such
transactions for which no special journal has been kept in the business.
The usual entries that are put through this journal is explained below.

1. Opening Entries

Opening entries are used at the beginning of the financial year
to open the books by recording the assets, liabilities and capial
appearing in the balance sheet of the previous year.

Example:

Mr. Ramnath commenced business with the following items,
make the opening entries in journal proper as on 1st January 2003.

Cash Rs. 30,000

Stock Rs. 15,000

Furniture Rs. 3,000

Sundry creditors Rs.10,000

Date Particulars L.F. Debit Credit
Rs. Rs.

 2003
 Jan. 1 Cash A/c Dr. 30,000

Stock A/c Dr. 15,000
Furniture A/c Dr. 3,000

To Sundry creditors A/c 10,000
To Capital A/c 38,000

(Commencement of business
with assets & liabilities)

2. Closing Entries

Closing entries are recorded at the end of the accounting year
for closing accounts relating to expenses and revenues. These accounts
are closed by transferring the balances to the Trading, Profit and
Loss Account.

Example : Salaries paid Rs.15,000. Give the closing entry as on
Dec. 31, 2003.

Date Particulars L.F. Debit Credit
Rs. Rs.

 2003 Profit & Loss A/c Dr. 15,000

 Dec.31 To Salaries A/c 15,000
(Closing entry for salaries
paid)
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3. Adjusting Entries

To arrive at a correct figure of profits and loss, certain accounts
require some adjustments. Entries for making such adjustments are
called as adjusting entries. These are needed at the time of preparing
the final accounts.

Example : Provide depreciation on furniture Rs.1,00,000 @ 10%
per annum. Give adjustment entry as on Dec. 31, 2003.

Date Particulars L.F. Debit Credit
Rs. Rs.

 2003 Depreciation A/c Dr. 10,000

 Dec.31 To Furniture A/c 10,000

(Depreciation written off )

4. Transfer Entries

Transfer entries are passed in the journal proper for transferring
an item entered in one account to another account.

Example : When the proprietor takes goods Rs.5,000 for personal
use. Give transfer entry on Dec. 31, 2003.

Date Particulars L.F.
Debit Credit
Rs. Rs.

 2003 Drawings A/c Dr. 5,000

 Dec.31 To Purchases A/c 5,000

(Goods withdrawn for
personal use)

5. Rectifying Entries

Rectifying entries are passed for rectifying errors which might
have committed in the book of accounts.

Example : Purchase of furniture for Rs.10,000 was debited to
Purchases Account. Pass rectifying entry on Dec. 31, 2003.

Date Particulars L.F. Debit Credit
Rs. Rs.

 2003 Furniture A/c Dr. 10,000

 Dec.31 To Purchases A/c 10,000

(Wrong debit to purchases
account rectified)

6. Miscellaneous Entries or Entries of Casual Nature

These are entries of casual nature which do not occur so
frequently. Such transactions include the following:

i. Credit purchases and credit sale of assets which cannot be
recorded through purchases or sales book

ii. Endorsement, renewal and dishonour of bill of exchange
which cannot be recorded through bills book.

iii. Other adjustments like interest on capital and loan, bad
debts, reserves etc.
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QUESTIONS

I. Objective Type:

a) Fill in the blanks:

1. Sub division of the journals into various books for recording
transactions of similar nature are called ________.

2. The total of the ________ book is posted to the debit of
purchases account.

3. The person who prepares a bill is called the ________.

4. Days of grace are ________ in number.

[Answers : 1. subsidiary books, 2. purchases, 3. drawer, 4. three]

b) Choose the correct answer :

1. Purchase of machinery is recorded in

a) sales book b) journal proper

c) purchases book

2. Purchases book is kept to record

a) all purchases b) only cash purchases

c) only credit purchases

3. Credit sales are recorded in

a) sales book b) cash book

c) journal proper

4. Goods returned by customers are recorded in

a) sales book b) sales return book

c) purchases return book

5. On 1st January 2003, Chandran draws a bill on Sundar for 3
months, its due date is ____________

a) 31st March 2003 b) 1st April 2003

c) 4th April 2003

[Answers : 1. (b), 2. (c), 3. (a), 4. (b), 5. (c)

II. Other Questions:

1. What are the various types of  subsidiary books?

2. What are the advantages of  subsidiary books?

3. What is cash discount?

4. What are the differences between Trade Discount and Cash
Discount?

5. What is Purchases Book?

6. What is Sales Returns Book?

7. Define a bill of exchange.  What are its features?

8. Write notes on parties involved in a bill of exchange.

9. What is Days of grace?

10. What is endorsement?

11. Write notes on retiring of a bill.

12. Write notes on renewal of a bill of exchange.

13. What is Journal Proper? For what purpose it is used?

14. Write notes on closing entries.

15. Write notes on rectifying entries.
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III. Problems:

1. Enter the following transactions in the Purchase Book of
M/s.Subhashree.

2003
March 1 Purchased 100 Kg. of coffee seeds from Suresh

@ Rs.40 per Kg.

5 Purchased 80 Kg. of  tea dust from Hari @ Rs.20
per Kg.

12 Bought  from Rekha Sugars, Trichy 1,200 Kg.of
Sugar @ Rs.8 per Kg.

18 Bought from Perumal Sweets, Chennai, 40 tins of
Sweets @ Rs.200 per tin.

20. Purchased from Govinda Biscuit Company, Chennai
20 tins of biscuits @ Rs.400 per tin.

[Answer : Purchases book total Rs.31,200]

2. From  the following particulars  prepare  the  sales  book  of
Modern Furniture Mart

2003
June 5 Sold on credit to Arvind & Co.

20 tables @ Rs.600 per table
20 chairs @ Rs.300 per chair

7 Cash sales to Anand & Co.,
10 tables @ Rs.300 per table
20 chairs @ Rs.150 per chair

10 Sold to Baskar & Co., on credit
10 almirahs @ Rs.3,000 per almirah
10 tables @ Rs.200 per table

15 Sold old typewriter for Rs.1,000 to Madan on credit

20. Sold to Gopinath on credit.
10 tables @ Rs.1,000 per table
2 revolving chairs @ Rs.1,200 per chair

[Answer : Sales book Rs.62,400]

3. Enter the following transactions in proper subsidiary books.

2003
March 1 Purchased goods from Balaraman Rs.2000

2 Sold goods to Senthil Rs.1,000

3 Goods purchased from Durai Rs.1,000

5 Sold goods to Saravanan Rs.700

8  Sold goods to Senthil Rs.500

10 Purchased goods from Elangovan Rs.600

14 Purchased goods from Parthiban Rs.300

20 Sold goods to Sukumar Rs.600

[Answer : Purchase book Rs.3,900; Sales book Rs.2,800]

4. Record the following transactions in the proper subsidiary books
of  M/s.Ram & Co., and post them to the ledger.

2003
April 1 Goods sold to Ramesh Rs.1,000

5 Sold goods to Kumar Rs.2,200

8 Sold goods to Shankar Rs.300

10 Goods returned by Kumar Rs.600

15 Credit Note sent to Shankar for Rs.200 being the
invoice overcharged.

[Answer : Sales book Rs.3,500;  Sales return book Rs.800]
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5. Write the following transactions in proper subsidiary books of
Mr.Rajasekaran.

2003
May 10 Purchased goods from Raman Rs.15,000

14 Returned goods to Raman Rs.500

18 Purchased goods from Sekaran Rs.10,000

20 Pradeep sold goods to us Rs.20,000

24 Sent a debit note to Sekaran for goods damaged in
transit Rs.1,000.

[Answer : Purchases book Rs.45,000;
Purchases return book Rs.1,500]

6. Enter the following transactions in the proper subsidiary books of
Mr.Somu

2003
Nov. 1 Bought from Gopal 300 bags of wheat Rs.1,000 per

bag less trade discount 10%

3 Purchased from Madhavan 150 bags of rice Rs.900
per bag less trade discount 10%

5 Returned to Gopal 10 bags of wheat which were
purchased on 1.11.03.

7 Sold to Shiva 50 bags of rice Rs.1,200 per bag less
Trade Discount 5%.

12 Sold to Sharma 25 bags of Wheat Rs.1,300 per bag
less Trade Discount 10%.

14 Returned 15 bags of rice to Madhavan.

15 Shiva returned 5 bags of rice.

17 Bought from Rajan 200 bags of wheat Rs.950 per
bag

24 50 bags of wheat returned to Rajan

[Answer : Purchases book  Rs.5,81,500; Sales book Rs.86,250;
Purchases return book Rs.68,650; Sales return book
Rs.5,700]

7. Enter the following transactions in the appropriate Special Journal
of M/s. Sita & Co.

2002
Oct 2 Bought goods from Satish Rs.2,400 as per invoice

No.63.

4 Sold to Sivagami goods Rs.1,600 as per invoice
No.71.

7 Returned to Satish goods of  Rs.250 as per debit
note No.4

8 Sivagami returned goods Rs.150 as per credit note
No.8

12 Sold to Vijaya goods of  Rs.950 as per invoice No.72

14 Purchased from Velan goods worth Rs.1,100

18 Returned to Sampath goods of Rs.150 as per debit
note No.5

22 Vijaya returned goods of Rs.240 Credit Note No.9

[Answer : Purchases book Rs.3,500; Sales book Rs.2,550;
Purchases return book Rs.400; Sales return book Rs.390]
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CHAPTER - 7

SUBSIDIARY BOOKS II -
CASH BOOK

Learning Objectives

After learning this chapter you will be able to:

Ø understand the Need and Meaning of  the various Kinds
of Cash Book.

Ø prepare the various Kinds of Cash Books.

In every business house there are cash transactions as well as
credit transactions.  All credit transactions will become cash transactions
when payments are made to creditors or cash received from debtors.
Since, cash transactions will be numerous, it is better  to keep a separate
book to record only the cash transactions.

7.1 Features

A cash book is a special journal which is used to record all cash
receipts and cash payments. The cash book is a book of original entry
or prime entry since transactions are recorded for the first time from the
source documents. The cash book is a ledger in the sense that it is
designed in the form of a cash account and records cash receipts on the
debit side and cash payments on the credit side. Thus, the cash book
is both a journal and a ledger.  Cash Book will always show debit

balance, as cash payments can never exceed cash available. In short,
cash book is a special journal which is used for recording all cash receipts
and cash payments.

7.2 Advantages

1. Saves time and labour: When cash transactions are recorded
in the journal a lot of time and labour will be involved. To avoid
this all cash transactions are straight away recorded in the cash
book which is in the form of a ledger.

2. To know cash and bank balance: It helps the proprietor to
know the cash and bank balance at any point of time.

3. Mistakes and frauds can be prevented: Regular balancing
of cash book reveals the balance of cash in hand. In case the
cash book is maintained by business concern, it can avoid frauds.
Discrepancies if any, can be identified and rectified.

4. Effective cash management: Cash book provides all
information regarding total receipts and payments of the business
concern at a particular period. So that, effective policy of  cash
management can be formulated.

7.3 Kinds of Cash Book

The various kinds of cash book from the point of view of uses
may be as follow:

Kinds of cash book

I II III IV
Single column Double column Triple column Petty cash

cash book cash book cash book book
a) With discount and with discount,

cash columns cash and bank
b) With cash and columns

bank columns
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7.3.1 Single Column Cash Book

Single column cash book (simple cash book) has one amount
column in each side. All cash receipts are recorded on the debit side
and all cash payments on the credit side.  In fact, this book is nothing
but a Cash Account.  Hence, there is no need to open cash account in
the ledger.  The format of a single column cash book is given below.

Format

Debit Side Single Column Cash Book of ................ Credit Side

Date Particulars R. L. Amount Date Particulars V. L. Amount
N. F. Rs. N.   F. Rs.

Explanation :

i. Date : This column appears in both the debit and credit side.
It records the date of receiving cash at debit side and paying
cash at credit side.

ii. Particulars : This column is used at both debit and credit
side. It records the names of parties (personal account), heads
(nominal account) and items (real account) from whom
payment has been received and to whom payment has been
made.

iii. Receipt Number (R.N): This refers to the serial number of
the cash receipt.

iv. Voucher Number (V.N) : This refers to the serial number of
the voucher for which payment is made.

v. Ledger Folio (L.F): This column is used in both the debit
and credit side of  cash book. The ledger page (folio) of every
account in the cash book is recorded against it.

vi. Amount : This column appears in both sides of the cash book.
The actual amount of cash receipt is recorded on the debit
side. The actual payments are entered on the credit side.

Balancing :

The cash book is balanced like any other account.  The total of
the receipt (debit side) column will always be greater than the total of
the payment column (credit side).  The difference will be written on the
credit side as “By Balance c/d”.  In the beginning of the next period, to
show the cash balance in hand, the balance amount is recorded in the
debit side as “To balance b/d”.

Illustration 1

Enter the following transactions in a single column cash book of
Mr.Kumaran.

2004 Jan 1 Started business with cash ... Rs.1,000
3 Purchased goods for cash ... Rs. 500
4 Sold goods ... Rs. 1,700
5 Cash received from Siva ... Rs. 200
12 Paid Balan ... Rs. 150
14 Bought furniture ... Rs. 200
15 Purchased goods from

Kala on credit ... Rs. 2,000
20 Paid electric charges ... Rs. 225
24 Paid salaries ... Rs. 250
28 Received commission ... Rs. 75

143142



Solution:
Cash Book

of  Mr. Kumaran
Dr. Cr.

Date Particulars
R. L. Amount

Date Particulars
V. L. Amount

N. F. Rs. N.   F. Rs.

2004 2004

Jan 1 To Capital A/c 1,000 Jan 3 By Purchases

     4 To Sales A/c 1,700               A/c 500

     5 To Siva A/c 200       12 ,, Balan  A/c 150

   28 To Commission A/c 75       14 ,, Furniture A/c 200

      20 ,,  Electric
    charges A/c 225

      24 ,, Salaries A/c 250

      31 ,, Balance c/d 1,650

2,975     2,975
2004

Feb 1 To Balance b/d 1,650

Note : The transaction dated January 15th will not be recorded in the
cash book as it is a credit transaction.

7.3.2 Double Column Cash Book

The  most  common double column cash books are

i. Cash book with discount and cash columns

ii. Cash book with cash and bank columns.

i. Cash Book with discount and cash columns

On either side of the single column cash book, another column is
added to record  discount allowed and  discount received. The format
is given below.

Format
Double Column Cash Book

(Cash book with Discount and Cash Column )
Debit  ...................................... Credit

Date
Parti- R. L. Dis- Amount

Date
Parti- V. L. Dis- Amount

culars N. F. count Rs. -culars N. F. count Rs.
Allowed Received

Rs. Rs.

It should be noted that in the double column cash book, cash
column is balanced like any other ledger account. But the discount column
on each side is merely totalled. The total of  the discount column on the
debit side shows the total discount allowed to customers and is debited
to Discount Allowed Account.  The total of the discount column on the
credit side shows total discount received and is credited to Discount
Received Account.

Illustration 2:  Prepare a Double Column Cash Book from the
following transactions of  Mr.Gopalan:

Rs.
2004

Jan. 1 Cash in hand 4,000
6 Cash Purchases 2,000

10 Wages paid 40
11 Cash Sales 6,000
12 Cash received from Suresh and 1,980

allowed him discount 20
19 Cash paid to Meena 2,470

and discount received 30
27 Cash paid to Radha 400
28 Purchased goods for cash 2,070
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ii. Cash Book with Cash and Bank Columns

When bank transactions are more in number, it is advisable to
open a cash book by providing a separate column on either side of the
cash book to record the bank transactions therein.

In such case, it is not necessary to open a separate Bank Account
in the Ledger because the two columns in the cash book serve the
purpose of Cash Account and Bank Account respectively. It is a
combination of Cash Account and Bank Account.  The format of this
cash book is given below.

Double Column Cash Book
Debit Side (Cash book with Cash and Bank Columns) Credit Side

Date
Parti- R. L. Cash Bank

Date
Parti- V. L. Cash Bank

culars N. F. Rs. Rs. -culars N. F. Rs. Rs.

There are two amount columns on debit side one for cash receipts
and the other for bank deposits (i.e., payment made into Bank Account).
Similarly there are two amount columns on the credit side, one for
payments in cash and the other for payments by cheques respectively.

Contra Entry

When an entry affect both cash and bank accounts it is called a
contra entry.  Contra in Latin means opposite. In contra entries both
the debit and credit aspects of a transaction are recorded in the cash
book itself.
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Example 1: Cash paid into bank

Bank A/c Dr. x x x

     To Cash A/c    x x x

(Cash paid into bank)

This is a contra entry. As the cash book with cash and bank columns
is a combined cash and bank account, both the aspects of the transaction
will be entered in the same book.  In the debit side ‘To Cash A/c’ will
be entered in the particulars column and the amount will be entered in
the bank column. In the credit side ‘By Bank A/c’ will be entered in the
particulars column and the amount will be entered in the cash column.

Such contra entries are denoted by writing the letter ‘C’ in the
L.F. column, on both sides of the cash book. They indicate that no
posting in respect thereof  is necessary in the ledger.

Example 2:  Cash withdrawn from bank for office use.

Cash A/c Dr. x x x

     To Bank A/c    x x x

(Cash withdrawn for office use)

This is also a contra entry. In the debit side ‘To Bank A/c’ will be
entered in the particulars column and the amount will be entered in the
cash column. In the credit side ‘By Cash A/c’ will be entered in the
particulars column and the amount will be entered in the bank column.

Such contra entries are denoted by writing the letter ‘C’ in the
L.F. column, on both sides of the cash book. They indicate that no
posting in respect thereof  is necessary in the ledger.

Illustration 3

Enter the following transactions in the double column cash book
of Mr.Rajesh and balance it.

2003

Aug. 1 Opening Balance : Cash in Hand Rs.4,250
    Cash at Bank Rs.13,750

2 Paid to petty cashier Rs.2,500

2 Cash sales Rs.1,750

3 Paid to Arun by cheque Rs.3,750

3 Received a cheque from Mr.Ram Babu Rs.4,500 paid into
bank.

5 Received cheque from Mr.Jayaraman Rs.6,000 paid into
bank

8 Cash purchases Rs.2,500

8 Paid rent by cheque Rs. 2,500

9 Cash withdrawn from bank for office use Rs.2,500

10 Cash sales Rs.3,750

14 Stationery purchased Rs.1,000

20 Cash sales Rs.6750

21 Paid into bank Rs.10,000

23 Withdrew cash for personal use Rs.1,000

25 Salaries paid by cheque Rs.9000.
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Points to be remembered while preparing cash book:

S. Transaction Debit/Credit
The column in

No. side of cash book
which the amount

to be entered

1. Cash/ M.O./P.O. - received Debit Cash

2. Cash paid Credit Cash

3. Discount allowed Debit Discount allowed

4. Discount received Credit Discount received

5. Cash deposited in the bank Debit (C) Bank
Credit (C) Cash

6. Cash withdrawn for Debit (C) Cash
office use Credit (C) Bank

7. Cheque received Debit Cash

8. Cheque deposited Debit (C) Bank
into bank Credit (C) Cash

9. Cheque received and
deposited into bank Debit Bank
for collection immediately

10. Cheque issued Credit Bank

11. Customer directly paid Debit Bank
into bank

12. Cheque deposited and Credit Bank
dishonoured

13. Cheque issued and Debit Bank
dishonoured
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14. Bank charges Credit Bank

15. Interest allowed by bank Debit Bank

16. Interest on overdraft Credit Bank

17. Payments directly made
by the bank as per standing Credit Bank
instructions

18. Amounts directly received
by bank as per standing Debit Bank
instructions

7.3.3  Triple Column Cash Book

Large business concerns receive and make payments in cash and
by cheques. Where cash discount is a regular feature, a Triple Column
Cash Book is more advantageous.  This cash book has three amount
columns (cash, bank and discount) on each side.  All cash receipts,
deposits into bank and discount allowed are recorded on debit side
and all cash payments, withdrawals from bank and discount received
are recorded on credit side.

The format is given in the next page.
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Illustration 4

Compile three column cash  book of  Mr.Sundar from the
following transactions:

2002

Aug 1 Sundar started business with cash Rs.2,00,000

2 Deposited into Bank Rs.50,000.

4 Cash purchases Rs.5,000.

5 Purchases by cheque Rs.6,000.

6 Goods sold to Nathan on credit Rs. 5,000.

8 Received cheque from Mano Rs.490, Discount allowed
Rs.10.

10 Paid carriage Rs.1,000.

12 Withdrew from Bank for office use Rs.10,000.

15 Paid  to  Sundari Rs.4,960, Discount allowed by her
Rs.40.

20 Received a cheque for Rs.4950 from Nathan in full
settlement of his account, which is deposited into Bank.
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Illustration 5

Enter the following transactions in three column cash book of
Mr.Muthu and balance the same.

2003
Aug 1 Cash in hand Rs.75,000

Cash at bank Rs.40,000

4 Paid into bank Rs.20,000.

6 Purchased machinery by cheque Rs.10,000.

8 Received from Mohan Rs.2,560
Discount allowed Rs. 40.

10 Paid to Somu by cheque Rs.3,970 in full settlement of
his account Rs.4,000.

11 Withdrew cash from Bank for personal use Rs.5,000.

15 Received cheque from Balan Rs.4,900.
Allowed him discount Rs.100.

19 Balan’s cheque deposited into Bank

24 Anandan our customer has paid directly into our bank
account Rs.10,000.

27 Rent paid by cheque Rs.3,000.
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Illustration 6

Prepare three column cash book of Mrs.Eswari from the following
transactions and balance the cash book on 30th June 2003.

2003

June 1 Cash in hand Rs.50,000
Bank overdraft Rs.15,000

3 Paid into bank Rs.25,000

5 Parthiban settled his account for Rs.3,750 by giving a
cheque for Rs.3,690.

8 Parthiban’s cheque sent to bank for collection.

10 Cash withdrawn from bank Rs.8,000.

14 Parthiban’s cheque returned dishonoured

15 Received from Ramesh a currency note for Rs.5,000
and gave him a change for it.

18 Paid rent Rs.500.

20 Bank charges as per pass book Rs.150.

30 Deposited into Bank all cash in excess of Rs.5,000.
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Illustration 7

Enter the following transactions in three column cash book of
Mrs.Anu Radha.

2002

Sep 1 Cash in hand Rs.50,000
Bank balance Rs.15,000

2 Sold goods to Udayakumar for Rs.15,000, cash discount
allowed 1% and received cash for the balance.

3 Tax paid Rs.1,000.

7 Bought goods from Munuswamy for Rs.2,400, cash discount
received 2% and paid cheque for the balance.

9 Received repayment of loan from Elangovan Rs.10,000.

12 Paid into Bank Rs.5,000.

14 Paid Rs.1,400 to Aravind & Co., half by cash and half by
cheque.

16 Dividend collected by the Bank as per pass book Rs.2,000.

18 Sold goods for cash and deposited into the bank on the
same day Rs.5,000.

20 Sent to Bharathi by money order Rs.460, the money order
commission being Rs.20.
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Illustration 8

From the following information show how Mr.Venu Gopal’s triple
column cash book would appear for the week ended 7th October
2002 and close the cash book for the day.

2002

Oct 1 Cash in hand Rs.30,000
Bank balance Rs.1,000

2 Sivan, our customer has paid directly into our bank
account Rs.5,000.

3 Paid rent by cheque Rs.500.

4 Cheque issued in favour of Bharathi
for purchase of furniture Rs.2,400.

5 Received from Vinoth Rs.2,225
Discount allowed Rs.75.

6 Paid into bank Rs.4,000

7 Cash withdrawn from bank Rs.2,000.
Bharathi, to whom we have issued a cheque of Rs.2,400
has reported that our cheque is dishonoured.
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7.3.4 Postings from cash book to concerned ledger accounts

1. Opening (Cash and Bank) balance appearing in the cash book
is not posted to any account in the ledger.

2. Contra entries are not posted to any account.

3. Each item of discount allowed appearing on the debit side of
the cash book will be posted to the credit of respective personal
account. Total of discount allowed column should be posted
to the debit side of discount allowed account with the words
“To Sundry Accounts”.

4. Each item of discount received appearing on the credit side of
the cash book will be posted to the debit of respective personal
account. Total of discount received column should be posted
to the credit of discount received account with the words “By
Sundry Accounts”.

5. The other transactions recorded on the debit side of the cash
book are posted to the credit of the respective accounts in the
ledger.

6. The other transaction recorded on the credit side of the cash
book are posted to the debit of the respective accounts in the
ledger.

QUESTIONS

I. Objective Type:

a) Fill in the Blanks:

1. Discount allowed column appears in _______ side of the cash
book.

2. In the triple column cash book, when a cheque is received the
amount is entered in the _______ column.

3. Discount received column appears in _____ side of the cash
book.

4. A cheque received and paid into the bank on the same day is
recorded in the ______ column of the three column cash book.

5. When a cheque received from a customer is dishonoured, his
account is ________.

6. Cash Book is one of the _______ books.

[Answers : 1. debit, 2. cash, 3. credit, 4. bank, 5. debited,
6. subsidiary]

b)  Choose the correct answer:

1. The cash book records

a) all cash payments b) all cash receipts

c) all cash receipts & payments

2. When goods are purchased for cash, the entry will be recorded
in the

a) cash book b) purchases book

c) journal
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3. The balance of cash book indicates

a) net income b) cash in hand

c) difference between debtors and creditors

4. In triple column cash book, cash withdrawn from bank for office
use will appear in

a) debit side of the cash book only

b) both sides of the cash book.

c) credit side of the cash book only.

5. If a cheque sent for collection is dishonoured, the debit is given
to

a) suppliers A/c b) bank A/c

c) customers A/c

6. If a cheque issued by us is dishonoured the credit is given to

a) supplier’s A/c b) customer’s A/c

c) bank A/c

[Answers : 1 (c), 2. (a), 3. (b), 4. (b), 5. (c), 6. (a)]

II. Other Questions:

1. What is cash book? What are its features?

2. What are the advantages of cash book?

3. What are the various kinds of cash book?

4. What is single column cash book?

5. What is double column cash book?

6. What is triple column cash book?

7. Write notes on ‘contra entry’.

8. Give the specimen of ‘triple column cash book’.

9. What are the rules for making entries in the double column cash
book with cash and bank column?

10. How are postings made from the cash book?

III. Problems:

1. From the following particulars, prepare single column cash book
of Ms.Kokila.

2002

Mar.1 Cash in hand Rs.20,000.

4 Cash purchases Rs.4,000.

7 Cash sales Rs.8,000.

8 Paid to Balan Rs. 5,000

9 Received cash from Cheran Rs.10,000.

13 Paid into bank Rs.10,000.

14 Cash withdrawn from bank Rs.4,000.

18 Paid salaries Rs.1,000.

20 Bought furniture Rs.3,000.

28 Rent paid Rs. 1,000.

(Answer : Cash balance Rs. 18,000)

2. Enter the following transactions in the single column cash book
of Mrs. Lalitha.

2002

Aug. 1 Cash in hand Rs.46,000.

3 Paid in to Bank Rs.12,000

4 Cash sales Rs. 24,000.

5 Credit sales to Mani Rs.3,000.

7 Printing charges Rs.3,000.

9 Received cheque from Natesan Rs.8,000.
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12 Dividend received Rs.2,000.

14 Computer purchased Rs.35,000.

17 Cash received from Mani Rs.3,000.

24 Cash withdrawn from bank Rs.2,000.

(Answer : Cash balance Rs.35,000)

3. Prepare a single column cash book from the following particulars
of Mr.Chandran.

2002

Dec 1 Cash balance Rs.80,000.

7 Bought goods for cash Rs.25,000

9 Purchased goods on credit from Guru Rs.6,000.

12 Sold goods to Somu on credit Rs.8,000.

14 Paid Guru Rs.6,000.

17 Cash received from Somu Rs,8,000.

20 Paid trade expenses Rs.10,000.

21 Received cheque from Krishna Rs.10,000.

27 Commission received Rs.5,000.

(Answer : Cash balance Rs.62,000)

4. Enter the following transactions in the double column cash book
of Mr.Srinivasan.

2002

May 1 Cash in hand Rs.50,000.

3 Cash paid to Rajan Rs.6,000.

Discount allowed by him Rs. 100.

6 Cash purchases Rs.10,000.

10 Received cash from Arun Rs.2,900 and allowed him
discount Rs.100.

13 Cash sales Rs.15,000.

15 Electricity charges paid Rs.1,000.

18 Paid for miscellaneous expenses Rs.2,000.

20 Received cash from Murali Rs.3,450 Discount allowed
Rs.50.

(Answer : Cash balance Rs.52,350)

5. Enter the following transactions in cash book with cash and
discount column of Mr.Nandakumar.

2003

Jan 1 Cash in hand Rs.60,000.

3 Bought goods from Premnath Rs.10,000.

4 Opened a current account with bank Rs.15,000.

7 Withdraw from bank Rs.5,000.

8 Sold goods to Kandan for Rs.10,000 credit on terms 2%
cash discount if payable within two weeks.

10 Paid cash to Premnath, less 1% C.D.

14 Received a cheque from Arul Rs.3,400, allowed him
discount Rs.100.

15 Kandan settled his account.

(Answer : Cash balance Rs.53,300)
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6. Enter the following transaction in the Cash Book with Discount
and Cash Columns of Mr.Guru.

2003

Sep 1 Cash in hand Rs.19,000.

3 Sold goods for cash Rs.10,000.

4 Credit purchases from Venkat Rs.18,000.

6 Received from Mohan Rs.4,160

Discount allowed to him Rs.40.

8 Paid for Electricity charges Rs.850.

9 Cash deposited in bank Rs.20,000.

14 Paid cash to Venkat Rs.17,600 in full settlement.

24 Received cash from Vel Murugan Rs.4,800.

26 Salaries paid Rs.4,000.

28 Cash drawn from bank Rs.5,000.

[Answer : Cash balance Rs. 510]

7. Enter the following transactions in Cash Book with cash and
bank columns: Balance the cash book.

2003

May 1 Cash in hand Rs.30,000.

2 Paid into bank Rs.10,000.

3 Cash purchases Rs.2,500.

4 Loan obtained from Vasan Rs.10,000.

5 Cash deposited in bank Rs.7,500.

6 Cash sales Rs.2,500.

8 Rent paid by cheque Rs.2,000.

10 Cash withdrew for office use Rs.4,000.

14 Paid Nataraj Rs.300 by M.O.

15 Akilan directly paid into our bank account Rs.3,000.

25 Cash withdrawn from bank Rs. 5,000.

(Answer : Cash balance 31,200, Bank balance Rs. 9,500)

8. Record the following transactions in Sujatha’s cash book with
cash and bank columns.

2002

Mar 1 Cash Balance Rs.45,000.

Bank Balance Rs.42,000.

3 Cash paid into bank Rs.5,000.

5 Purchases by cheque Rs.9,000.

8 Cash sales, deposited in the bank Rs.13,500.

10 Furniture purchased Rs.600.

14 Cheque received from Ramu Rs.2550.

17 Ramu’s cheque deposited in the bank for collection.

18 Cash withdrawn for personal use by cheque Rs.750.

20 Cash withdrawn from bank Rs.3,000.

26 Ramu’s cheque was returned by bank as dishonoured.

(Answer : Cash balance Rs.42,400; Bank Balance Rs.47,750)
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9. Prepare Double Column Cash Book with cash and bank columns
from the following:

2003

Jan 1 Cash in hand Rs.22,000
Cash at bank Rs.5,000.

2 Sold goods for cash Rs.15,000.

4 Cash withdrawn from bank Rs.2,000.

5 Credit purchases from Deena Rs.15,000.

6 Cash deposited into bank Rs.5,000.

10 Paid wages by cheque Rs.10,000.

14 Cash received from sale of furniture Rs.10,000 and out of
it paid into bank Rs.2,000.

18 Bank charges charged by the bank Rs.1,300.

20 Cheque issued to Deena Rs.15,000.

24 Received a cheque for Rs.1,000 from Pasubathy, deposited
into the bank.

28 Deena, to whom we have issued a cheque for credit
purchases has reported that our cheque is dishonoured.

(Answer : Cash balance Rs.42,000; Bank balance (Cr) Rs.300)

10. Prepare a cash book with cash, bank and discount columns
from the transactions given below:

2002

Jan 1 Cash Balance Rs.75,000.
Bank Balance Rs. 45,000.

3 Deposited into bank Rs.60,000.

4 Bought furniture and paid by cheque Rs.7,500

5 Paid for repair Rs.650.

6 Goods purchased and paid by cheque Rs.12,500.

10 Received a cheque for Rs.21,000 from Chandran and
allowed him discount Rs.200.

13 Gave Muthu a cheque for Rs.11,500 and received a
discount of Rs.150.

15 Sarathy directly paid into our bank account Rs.15,000.

20 Withdrew from bank for office use Rs.2,500.

28 Withdrew from bank for personal use Rs.500.

(Answer : Cash balance Rs.37,850; Bank balance Rs.85,500)

11. Enter the following transactions in Muralis cash book with column
for discount, cash & bank.

2002

April1 Cash balance Rs.4,000.
Bank overdraft Rs.10,500.

4 Received Rs.2,000 from Manoj in cash. Allowed him
discount of Rs.100.

7 Cash sales Rs.2,000.

10 Furniture purchased Rs.800 by cheque.

12 Paid rent by cheque Rs.1,500.

15 Paid Rs.2,500 to Karthikeyan half cash and half by cheque.

18 Cash sales Rs.15,000.

20 Paid packing charges Rs.500.
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24 Paid Murugan Rs.4,000. Discount allow by him Rs.50.

26 Paid into bank Rs.5,000.

(Answer : Cash balance Rs.12,250;
Bank balance (Cr.) Rs. 9,050)

12. Enter the following transactions in the Three Column Cash Book
of Mr.Albert.

2002

May 1 Cash in hand Rs.30,000.
Cash at bank Rs.2,000

3 Received cheque for goods sold to Arun and banked it
Rs.1000.

5 Paid into bank Rs.4,000.

9 Paid cash to David from whom goods worth Rs.6,000
were purchased for credit on 1st May on term 2% cash
discount within two weeks.

10 Paid to Robert by cheque Rs.2,400 in full settlement of
his account of Rs.2,500.

12 Received cash from Nathan Rs.4,750.  Discount allowed
Rs.250.

19 Interest allowed by bank Rs.200.

20 Robert to whom we have issued a cheque has reported
that our cheque is dishonoured.

22 Roshan got exchange a five hundred rupee note.

31 Paid into bank all cash in excess of Rs.5,000.

(Answer : Cash balance Rs.5,000. Bank balance Rs.27,070.
Deposited into bank Rs.19,870)

13. Enter the following transactions in the Triple Column Cash Book
of Mr.Raja Durai.

2002

May 1 Cash balance Rs.6,000.

Bank balance Rs.4,000.

2 Withdrew from Bank Rs.2,000.

3 Abdulla directly paid into our bank account Rs.3,000.

4 Cheque received from Daniel Rs.5,000 sent to bank.

7 Cheque received from Ramakrishnan for sales Rs.8,000.

8 Received cash from Subramaniyam Rs.2,800. Discount
allowed Rs.200.

10 Ramakrishnan’s cheque sent to bank for collection.

14 Paid to Balu by cheque Rs.13,900. Discount received
Rs.100.

17 Withdrew cash for personal use Rs.1,500 and by cheque
Rs.12,500.

27 Rent paid Rs.2,000.

(Answer : Cash balance Rs.7,300; Bank balance (cr) Rs.8,400)
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You operate a bank account in which you deposit money and withdraw

money from time to time. You maintain a record with yourself of these

deposits and withdrawals. One day you get your pass-book (statement

issued by the bank) updated but are surprised to find that the balance shown

by the pass book was different from what it should have been as per your

records. What will you do in this case? It is obvious that you will compare

the two sets of records and find out items which are recorded in one but

not in the other. Similar situation may arise in case of a business concern

which operates a bank account. These business concerns maintain record

of all of their banking transactions in their bank column of the cash book.

On any particular date the bank balance shown by the bank column cash

book and that shown by the pass book should be the same. But if there is

difference between the two, the business concern will find out the reasons

to reconcile the balance. In this lesson you will learn about reasons for

difference and prepare the reconciliation statement called Bank Reconciliation

Statement.

OBJECTIVES

After studying this lesson, you will be able to:

l state the meaning and need of Bank Reconciliation Statement;

l explain the reasons for difference between the balances of Cash Book

and Pass Book;

l prepare the Bank Reconciliation Statement.

9.1 BANK RECONCILIATION STATEMENT - MEANING AND

NEED

Business concern maintains the cash book for recording cash and bank

transactions. The Cash book serves the purpose of both the cash account

9

BANK RECONCILIATION

STATEMENT
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and the bank account. It shows the balance of both at the end of a period.

Bank also maintains an account for each customer in its book. All deposits

by the customer are recorded on the credit side of his/her account and all

withdrawals are recorded on the debit side of his/her account. A copy of

this account is regularly sent to the customer by the bank. This is called

‘Pass Book’ or Bank statement. It is usual to tally the firm’s bank

transactions as recorded by the bank with the cash book. But sometimes

the bank balances as shown by the cash book and that shown by the pass

book/bank statement do not match. If the balance shown by the pass book

is different from the balance shown by bank column of cash book, the

business firm will identify the causes for such difference. It becomes

necessary to reconcile them. To reconcile the balances of Cash Book and

Pass Book a statement is prepared. This statement is called the ‘Bank

Reconciliation Statement. It can be said that :

Bank Reconciliation Statement is a statement prepared to reconcile

the difference between the balances as per the bank column of the

cash book and pass book on any given date.

Need of preparing Bank Reconciliation Statement

It is neither compulsory to prepare Bank Reconciliation Statement nor a date

is fixed on which it is to be prepared. It is prepared from time to time to

check that all transactions relating to bank are properly recorded by the

businessman in the bank column of the cash book and by the bank in its

ledger account. Thus, it is prepared to reconcile the bank balances shown

by the cash book and by the bank statement. It helps in detecting, if there

is any error in recording the transactions and ascertaining the correct bank

balance on a particular date.

INTEXT QUESTIONS 9.1

Fill in the blanks with suitable word/words :

1. The copy of customer’s account with the Bank is called ....................

2. The cheques deposited are entered on the .................... of the bank

column of cash book.

3. Bank Reconciliation statement is prepared to .................... the bank

balance as shown by the cash book and the bank statement.
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4. Cheques issued are posted on the .................... side of the bank column

of Cash Book.

5. The credit column of pass book should be equal to .................... column

of cash book and debit column of pass book should equal to ...................

column of cash book, if there are no differences.

9.2 REASONS FOR DIFFERENCE

When a businessman compares the Bank balance of its cash book with the

balance shown by the bank pass book, there is often a difference. As the

time period of posting the transactions in the bank column of cash book

does not correspond with the time period of posting in the bank pass book

of the firm, the difference arises. The reasons for difference in balance of

the cash book and pass book are as under :

1. Cheques issued by the firm but not yet presented for payment

When cheques are issued by the firm, these are immediately entered on the

credit side of the bank column of the cash book. Sometimes, receiving

person may present these cheques to the bank for payment on some later

date. The bank will debit the firm’s account when these cheques are

presented for payment. There is a time period between the issue of cheque

and being presented in the bank for payment. This may cause difference

to the balance of cash book and pass book.

2. Cheques deposited into bank but not yet collected

When cheques are deposited into bank, the firm immediately enters it on

the debit side of the bank column of cash book. It increases the bank balance

as per the cash book. But, the bank credits the firm’s account after these

cheques are actually realised. A few days are taken in clearing of local

cheques and in case of outstation cheques few more days are taken. This

may cause the difference between cash book and pass book balance.

3. Amount directly deposited in the bank account

Sometimes, the debtors or the customers deposit the money directly into

firm’s bank account, but the firm gets the information only when it receives

the bank statement. In this case, the bank credits the firm’s account with

the amount received but the same amount is not recorded in the cash book.

As a result the balance in the cash book will be less than the balance shown

in the Pass book.
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4. Bank Charges

The bank charge in the form of fees or commission is charged from time

to time for various services provided from the customers’ account without

the intimation to the firm. The firm records these charges after receiving

the bank intimation or statement. Example of such deductions is : Interest

on overdraft balance, credit cards’ fees, outstation cheques, collection

charges, etc. As a result, the balance of the cash book will be more than

the balance of the pass book.

5. Interest and dividend received by the bank

Sometimes, the interest on debentures or dividends on shares held by the

account holder is directly deposited by the company through Electronic

Clearing System (ECS). But the firm does not get the information till it

receives the bank statement. As a consequence, the firm enters it in its cash

book on a date later than the date it is recorded by the bank. As a result,

the balance as per cash book and pass book will differ.

6. Direct payments made by the bank on behalf of the customers

Sometimes, bank makes certain payments on behalf of the customer as per

standing instructions. Telephone bills, rent, insurance premium, taxes, etc

are some of the expenses. These expenses are directly paid by the bank and

debited to the firm’s account immediately after their payment. but the firm

will record the same on receiving information from the bank in the form

of Pass Book or bank statement. As a result, the balance of the pass book

is less than that of the balance shown in the bank column of the cash book.

7. Dishonour of Cheques/Bill discounted

If a cheque deposited by the firm or bill receivable discounted with the bank

is dishonoured , the same is debited to firm’s account by the bank. But the

firm records the same when it receives the information from the bank. As

a result, the balance as per cash book and that  of pass book will differ.

8. Errors committed in recording transactions by the firm

There may be certain errors from firm’s side, e.g., omission or wrong

recording of transactions relating to cheques deposited, cheques issued and

wrong balancing etc. In this case, there would be a difference between the

balances as per Cash Book and as per Pass Book.
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9. Errors committed in recording transactions by the Bank

Sometimes, bank may also commit errors, e.g., omission or wrong recording

of transactions relating to cheques deposited etc. As a result, the balance

of the bank pass book and cash book will not agree.

INTEXT QUESTIONS 9.2

Given below are statements. Some of these statements are true statements

and some of these are false statements. Write ‘T’ for True and ‘F’ for false

statements.

1. Bank credits firm’s account as soon as it receives cheques from the firm.

2. Bank charges are never entered in the Cash Book.

3. Banks make certain payments on behalf of the customer under his

standing instructions.

4. In case of cheques issued but not encashed, the balance of pass book

will be less than the balance of Cash Book.

5. Direct deposits in the bank by a customer would increase the balance

shown by the Pass Book.

9.3 PREPARATION OF BANK RECONCILIATION STATEMENT

To reconcile the bank balance as shown in the pass book with the balance

shown by the cash book, Bank Reconciliation Statement is prepared. After

identifying the reasons of difference, the Bank Reconciliation statement is

prepared without making change in the cash book balance.

We may have the following different situations with regard to balances

while preparing the Bank Reconciliation statement. These are:

1. Favourable balances

(a) Debit balance as per cash book is given and the balance as per pass book

is to be ascertained.

(b) Credit balance as per pass book is given and the balance as per cash

book is to be ascertained.

2. Unfavourable balance/overdraft balance

(a) Credit balance as per cash book (i.e. overdraft) is given and the balance

as per pass book is to be ascertained.
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(b) Debit balance as per pass book (i.e. overdraft) is given and the balance

as per cash book is to be ascertained.

The following steps are taken to prepare the bank reconciliation statement:

(i) Favourable balances : When debit balance as per cash book or credit

balance as per pass book is given :

(a) Take balance as a starting point say Balance as per Cash Book.

(b) Add all transactions that have resulted in increasing the balance

of the pass book.

(c) Deduct all transactions that have resulted in decreasing the

balance of pass book.

(d) Extract the net balance shown by the statement which should be

the same as shown in the pass book.

In case balance as per pass book is taken as starting point all transactions

that have resulted in increasing the balance of the Cash book will be added

and all transactions that have resulted in decreasing the balance of Cash

book will be deducted. Now extract the net balance shown by the statement

which should be the same as per the Cash book..

The following illustration helps to understand dealing with the favourable

balance as per cash book or pass book.

Illustration 1

From the following particulars of M/s Ananaya Industries, prepare bank

reconciliation statement as on December 31, 2006

1. Bank balance as per cash book Rs.32,500

2. Cheques deposited into bank but not credited upto December 31, 2006

Rs.8,900.

3. Cheques issued but not presented for payment Rs. 12,500.

4. Bank credited Rs.5,000 for receiving dividend through Electronic

Clearing System.

5. Bank charges debited by Bank Rs.400.
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Solution

Bank Reconciliation statement of M/s Ananaya Industries

As on December 31, 2006

Particulars (Plus) (Minus)

Amount (Rs.) Amount (Rs.)

1. Balance as per cash book 32,500

2. Cheques deposited but not credited by the bank 8,900

3. Cheques issued but not presented for payment 12,500

4. Dividend received through ECS 5,000

5. Bank charges debited by bank 400

Balance as per pass book 40,700

50,000 50,000

Illustration 2

Take the figures given in illustration number 1. prepare bank reconciliation

statement taking balance as per pass book i.e. Rs.40,700 as the starting

point,

Solution

Bank Reconciliation statement of M/s Ananava Industries

as on December 31, 2006

Particulars (Plus) (Minus)

Amount (Rs.) Amount (Rs.)

1. Balance as per pass book 40,700

2. Cheques deposited but not credited by the bank 8,900

3. Cheques issued but not presented for payment 12,500

4. Dividend received through ECS 5,000

5. Bank charges debited by bank 400

Balance as per Cash book 32,500

50,000 50,000
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Illustration 3

From the following particulars of Reema Traders, prepare a bank

reconciliation statement on June 30,2006

1. Balance as per the cash book Rs.35,750

2. Rs.250 charges for Credit card fee is debited by bank, which is not

recorded in cash book.

3. Cheques for Rs.7,550 are deposited in the bank but not yet collected

by the Bank.

4. There was also a debit in the pass book of Rs.3,500 in respect of a

discounted bill dishonoured.

Solution

Bank Reconciliation statement of M/s Reema Traders

As on June 30, 2006

Particulars (Plus) (Minus)

Amount (Rs.) Amount (Rs.)

1. Balance as per Cash book 35,750

2. Cheques deposited but not credited by the bank 7,550

3. Credit card fee charges debited by the bank 250

4. Discounted bill dishonoured recorded only in 3,500

Pass book

Balance as per Pass book 24,450

35,750 35,750

Illustration 4

Bank Pass book of M/s. Brham Industries showed a credit balance of

Rs.27,350 on July 31,2006. The following differences were found on that

date between the cash book and the pass book:

1. Cheques issued before July 31,2006, amounting to Rs.19,000 had not

been presented for payment.

2. Two cheques of Rs.5,000 and Rs.3,500 were deposited into bank on July

31, but the bank gives credit for the same in August.

3. Insurance premium directly paid by bank Rs.5,000.

4. Rs.2,000 wrongly debited to the firm account by the bank.

Prepare Bank Reconciliation Statement as on July 31,2006.
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Solution:

Bank Reconciliation statement of M/s Brahm Industries

as on July 31, 2006

Particulars (Plus) (Minus)

Amount (Rs.) Amount (Rs.)

1. Balance as per pass book 27,350

2. Cheques issued but not presented for payment 19,000

3. Cheques deposited but credited by the bank in 8,500

August

4. Insurance premium directly paid by bank 5,000

5. Wrongly debited by the bank. 2,000

Balance as per Cash book 23,850

42,850 42,850

INTEXT QUESTIONS 9.3

You are given the balance as per Pass Book as the starting point and balance

as per Cash Book is to be ascertained by you. Out of the following

transactions, write ‘A’ against those amounts which will be added to the

balance of Pass Book and ‘R’ against those by which balance of Pass Book

will be reduced :

1. Interest allowed by Bank

2. Cheques deposited with bank and dishonoured

3. Cheques issued but not encashed

4. Bank charges

5. Insurance premium paid by bank

6. Dividends on share collected by bank.

9.4 UNFAVOURABLE BALANCE/OVERDRAFT BALANCE

Sometimes a businessman withdraws excess amount from the bank account

and the closing bank balance of a month is a debit balance. This balance

amount is called ‘overdraft balance’ as per Pass Book. This is shown in

the cash book as a credit balance.
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Credit balance as per cash book/Debit balance as per Pass Book.

Overdraft balance is to be shown in the minus column of statement as the

starting point. The other steps shall remain same.

The following illustration helps to understand dealing with the unfavourable

balance as per cash book and pass book.

Illustration 5

On December 31, 2006, the cash book of the M/s. Mona Plastics shows

the credit balance Rs.6,500. Cheques amounting to Rs.3,500 deposited into

bank but were not collected by the bank. Firm issued cheques of Rs. 1,000

which were not presented for payment. There was a debit in the pass book

of Rs.200 for interest and Rs.400 for bank charges. Prepare Bank

Reconciliation Statement.

Solution:

Bank Reconciliation statement of M/s Mona Plastics

as on December 31,2006

Particulars (Plus) (Minus)

Amount (Rs.) Amount (Rs.)

1. Overdraft as per cash book 6,500

2. Cheques issued but not presented for payment 1,000

3. Cheques deposited but not credited by the bank 3,500

4. Bank charges and interest charged 600

Overdraft balance as per Bank Pass book 9,600

10,600 10,600

Illustration 6

Prepare Bank Reconciliation Statement of M/s Ashima Travels, from the

following informations:

Bank overdraft as per Cash Book on 31st July, 2006 Rs.45,000

Cheques issued but not presented for payment Rs.17,500

Cheques deposited but not yet collected by the bank Rs.9,600

Interest on investment collected by the bank Rs.2,300

Bank charges Rs.350 debited by the bank not yet entered in the cash book.
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Solution:

Bank Reconciliation statement of M/s Ashima Travels

as on July 2006

Particulars (Plus) (Minus)

Amount (Rs.) Amount (Rs.)

1. Overdraft as per cash book 45,000

2. Cheques issued but not presented for payment 17,500

3. Cheques deposited but not credited by the bank 9,600

4. Interest on investment collected by the bank 2,300

5. Bank charges 350

Overdraft balance as per Bank Pass book 39,050

56,900 56,900

Illustration 7

From the following particulars of Neha and Co. prepare Bank Reconciliation

Statement on March 31,2006

Rs.

Overdraft as per pass book 16,500

Interest on overdraft 1,600

Insurance premium paid by the bank 800

Cheques deposited but not yet credited 5,500

Cheques issued but not present for payment 6,000

Wrongly credit to firm account by the bank 1,000

Solution:

Bank Reconciliation Statement of M/s Neha & Co

as on March 31, 2006

Particulars (Plus) (Minus)

Amount (Rs.) Amount (Rs.)

1. Overdraft as per pass book 16,500

2. Interest on overdraft 1,600

3. Insurance premium paid by bank 800

4. Cheques deposited but not credited by the bank 5,500

5. Cheques issued but not presented for payment 6,000

6. Wrongly credited by the bank 1,000

Overdraft balance as per cash book 15,600

23,500 23,500
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INTEXT QUESTIONS 9.4

Fill in the blanks choosing correct word from the words given in brackets:

1. Overdraft means ................. balance. [Favourable/unfavourable].

2. The balance of cash book is ................. in case of overdraft.

[debit/ credit].

3. Bank charges will ................. in case of overdraft as per Cash Book

[increase/decrease].

4. Cheques issued but not encashed will ................. in case of the overdraft

as per Pass Book. [increase/decrease]

5. Interest allowed by bank ................. in case of the favourable balance

of cash book. [adds to/reduces]

WHAT YOU HAVE LEARNT

l Bank Reconciliation Statement is a statement prepared to reconcile the

difference between the balances as per the bank column of the cash book

and pass book on any given date.

l There are certain reasons due to which a difference in the balance of

Pass Book and Cash Book take place. These are as follows:

(a) Cheques issued by the firm but not yet presented for payment.

(b) Cheques deposited into bank but not yet collected.

(c) Amount directly deposited in the bank account.

(d) Bank Charges

(e) Interest and dividend received by the bank.

(f) Direct payments made by the bank on behalf of the customer.

(g) Cheques/discounted bills dishonoured.

(h) Errors committed in recording transactions by the firm.

(i) Errors committed in recording transactions by the Bank
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l Different situations for preparing the Bank Reconciliation statement.

These are:

Favourable balances

(a) Debit balance as per cash book is given and the balance as per

pass book is to be ascertained.

(b) Credit balance as per pass book is given and the balance as per

cash book is to be ascertained.

Unfavourable balance/overdraft balance

(a) Credit balance as per cash book (i.e. overdraft) is given and the

balance as per pass book is to be ascertained.

(b) Debit balance as per pass book (i.e. overdraft) is given and the

balance as per cash book is to be ascertained.

TERMINAL QUESTIONS

1. What is a Bank Reconciliation statement?

2. What is the need of preparing Bank Reconciliation statement?

3. Enumerate the causes of difference in the balance of cash book and pass

book.

4. From the following particulars, prepare Bank Reconciliation statement

as on December 31, 2006.

(i) Balance as per Cash Book Rs.4,200

(ii) Cheques issued but not presented for payment Rs.2,000

(iii) Cheques deposited but not collected Rs.3,000

(iv) Bank charges debited by the bank Rs.250.

5. Prepare Bank Reconciliation statement as on March 31, 2006. On this

date the passbook of M/s Noopur Industries showed a balance of

Rs.27,500.

(a) Cheques of Rs.14,000 directly deposited by a customer.

(b) Cheques for Rs.13,500 were issued during the month of March

but of these cheques for Rs.1,500 were not presented by the end

of March.
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(c) The bank collected Rs.2,500 as dividend on shares.

(d) Cheques of Rs.17500 were paid into bank but of Rs 8500 were

realised in the month of April.

6. On April 1, 2006, Rohan had an overdraft of Rs.16,000 as shown by

the cash book. Cheques amounting to Rs.6,000 had been paid by him

but not collected by the bank till date. He issued cheques of Rs.8,000

which were not presented to the bank for payment. There was a debit

in his passbook of Rs.500 for interest and Rs.200 for bank charges and

a cheque of Rs.5000 was paid into bank but the same was debited twice

in the cash book. Prepare Bank Reconciliation Statement.

7. Overdraft shown by the passbook of M/s.Mohit trader is Rs.40,000.

Prepare Bank Reconciliation statement on December 31,2006.

(a) Bank charges debited as per pass book Rs.1,000

(b) Received a payment directly from customer Rs.7,000

(c) Cheques wrongly recorded in debit side of cash book Rs.4,000

(d) Cheques issued but not presented for payment Rs.9,800

(e) Cheques deposited with the bank but not collected Rs. 12,500

(f) Insurance premium paid by the bank Rs.3,500

ANSWERS TO INTEXT QUESTIONS

Intext Questions 9.1

1. pass Book 2. Debit side 3. reconcile

4. credit 5. Debit, credit

Intext Questions 9.2

1. F 2. F 3. T

4. F 5. T

Intext Questions 9.3

1. R 2. A 3. R

4. A 5. A 6. R
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Intext Questions 9.4

1. Unfavourable 2. Credit 3. Increase

4. Decrease 5. Adds to

Answers to Terminal Questions

4. Balance as per pass Book Rs.2,950

5. Balance as per Cash Book Rs. 9,500

6. Overdraft as per pass Book Rs. 23,200

7. Overdraft as per cash book Rs.40,800

Activity

You know that businessman generally visit their banks to get updated

position regarding their bank account. Visit any bank and enquire from the

bank officer what discrepencies generally they notice in the items. They

have recorded or not recorded the items or not recorded by their customers.

Make a list of the discrepencies and show the effect on the bank balance.

S.No. Reason of discrepency/actual Effect on account

difference in the bank balance

and the balance expected by Plus Minus

the customer

1.

2.

3.

4.

5.

6.

7.
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Whenever you attempt a question in arithmetic you try to verify whether

your answer is correct or not. If you attempt to solve any other type of

problem you want to ensure that it has been correctly solved. For this you

try to find out some ways or means. Similarly an accountant also wants to

be sure that the ledger accounts he/she has prepared are correct in respect

of amount, side, balance, etc. To check the accuracy of posting in the ledger

a statement is prepared. This statement is called Trial Balance. You also

know that accounts are prepared by applying double entry system. According

to this system every debit of a transaction has corresponding credit for the

same amount. Hence the total of debit balances of different accounts in the

ledger must be equal to the total of the credit balances in the remaining

accounts, provided transactions have been correctly posted in the ledger.

A statement is prepared containing these balances with two columns i.e.

debit column containing debit balances and credit column containing credit

balances and the debit column total is compared with credit column total.

If the columnar totals are same it implies that ledger accounts are

arithmetically accurate.

In this lesson, you will learn about meaning, objectives and preparation of

Trial Balance.

OBJECTIVES

After studying this lesson you will be able to :

l state the meaning of Trial Balance;

l explain the objectives of preparing Trial Balance

l prepare a Trial Balance as per the format;

l identify the need for a Suspense A/c in case the Trial Balance does not

tally;

l infer the possibility of errors even if the Trial Balance tallies.

10

TRIAL BALANCE
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10.1 MEANING AND OBJECTIVES OF PREPARING TRIAL

BALANCE

If you recollect the steps in the accounting procedure you find that at first

the transactions are entered in the Journal and Special Purpose Books like

Cash Book, Purchases Book, Sales Book, etc. From these books items are

posted in the ledger in their respective accounts. Finally, at the end of the

accounting year these accounts are balanced. To check the accuracy of

posting in the ledger a statement is prepared with two columns i.e. debit

column and credit column which contain debit balances of accounts and

credit balances of accounts respectively. Total of the two columns are if

equal, it means the ledger posting is arithmetically correct. This statement

is called Trial Balance.

Trial Balance may be defined as a statement which contains balances

of all ledger accounts on a particular date.

Trial Balance consists of a debit column with all debit balances of accounts

and credit column with all credit balances of accounts. The totals of these

columns if tally it is presumed that ledger has been maintained correctly.

However, Trial Balance proves only the arithmetical accuracy of posting

in the ledger.

Objectives of Preparing a Trial Balance

Following are the objectives of preparing Trial Balance

(i) To check arithmetical accuracy

Arithmetical accuracy in ledger posting means writing correct amount,

in the correct account and on its correct side while posting transactions

from various original books of accounts, such as Cash Book, Purchases

Book, Sales Book, etc. It also means not only the correct balance of

ledger account but also the totals of the special purpose Books.

(ii) To help in preparing Financial Statements

The ultimate objective of the accounting is to prepare financial

statements i.e. Trading and Profit and Loss Account, and Balance sheet

of a business  enterprise at the end of an accounting year. These

statements contain balances of various ledger accounts. As Trial

Balance contains balances of all ledger accounts, in financial statements

the balances of ledger accounts are carried from the Trial balance for

proper analysis.
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(iii) Helps in locating errors

If total of two columns of the trial balance agrees it is a proof of

arithmetical accuracy in the ledger posting. However, if the totals of

the two columns do not tally it indicates that there is some mistake

in the ledger accounts. This prompts the accountant to find out the

errors.

(iv) Helps in comparison

Comparison of ledger account balances of one year with the

corresponding balances with the previous year helps the management

taking some important decisions. This is possible by using the Trial

Balances of the two years.

(v) Helps in making adjustments

While making financial statements adjustments regarding closing

stock, prepaid expenses, outstanding expenses etc are to be made. Trial

balance helps in identifying the items requiring adjustments in preparing

the financial statements.

Trial Balance is generally prepared at the end of the year. However

it can be prepared at any time during the accounting year to check the

accuracy of the posting.

INTEXT QUESTIONS 10.1

Fill in the blanks with suitable word or words :

(i) Trial balance has ................. column and ................. column of balances

of accounts.

(ii) If totals of two columns of Trial Balance are equal it means the

................. is correct.

(iii) Trial Balance proves only the ................. accuracy of ledger posting.

(iv) One of the objectives of preparing Trial Balance is helping to locate

................. .

(v) While preparing ................. the ledger account balances are carried

from the Trial Balance.
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10.2 PREPARATION OF TRIAL BALANCE

Trial Balance is not an account. It is only a list or schedule of balances of

ledger accounts including cash and bank balances. It is prepared on a

particular date. The accounts having a debit balance are entered in the debit

amount column and credit balance accounts are entered in the credit amount

column. The totals of the two sides of the accounts may also be used to

prepare trial balance. The sum of each column should be equal. The standard

format of a trial blance is given below :

Trial Balance of .................

As at .................(closing date)

Dr. Cr.

Name of the Account LF Balance Balance

(Rs.) (Rs.)

The name of the business firm is written on the top of the statement with

Trial Balance. Under this we write the date on which Trial Balance is

prepared.

Trial Balance has three columns : Name of the Ledger Account, Debit

Amount and Credit Amount.

In the ledger account column we write the name of the account. In the Debit

amount column we write the amount of debit balance of the account (or

the total of the debit side of the account). Similarly in the credit amount

column we write the amount of credit balance of the account (or the total

of the credit side of the account.

Finally, columnar total is done and compared.

Steps to prepare Trial Balance

(i) At first ascertain the balance account wise of all the ledger accounts.

(ii) Write the name of the ledger account in the ledger account column.

(iii) Write against the name of the ledger account, the balance amount/total

amount, debit balance/total in the debit column; and credit balance/

total in the credit column.

(iv) Add the debit balance/total amount column and credit balance/total

amount column.
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There are three methods of preparing Trial Balance

(i) Balance Method

(ii) Total Method

(ii) Balance Totals Method

(i) Balance Method

In this Balance method, the balance of each account (which may be debit

balance or credit balance) is extracted and written against each account;

we write debit balance in the debit column and credit balance in the

credit column.

(ii) Total Method

In this method the total of both sides of every account in the ledger

is written against the name of the respective account without balancing

them in the form of debit and credit balances respectively.

(iii) Balance totals Method

Trial Balance is prepared by combining the first and second methods.

However, in practice the trial balance is prepared with debit and credit

balances of various accounts in the ledger. Normally balance method is

used.

Illustration 1

From the following ledger accounts of a trader closed as on 31st January,

2006, prepare Trial Balance.

Capital A/c

Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

2006 2006

Jan 31 Balance c/d 100000 Jan Bank A/c 100000

100000 100000

Feb. 1 Balance b/d 100000
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Sales A/c

Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

2006 2006

Jan 31 Balance 70000 Jan. 8 Bank A/c 24000

transferred to

Trading A/c

Jan. 15 Vikram’s A/c 46000

70000 70000

Purchases A/c

Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

2006 2006

Jan. 5 Pranaya’s A/c 40000 Jan. 31 Stock A/c 15000

Jan. 14 Bank A/c 55000 Jan. 31 Balance 80000

transferred to

Trading A/c

95000 95000

Vikram’s A/c

Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

2006 2006

Jan. 15 Sales A/c 46000 Jan. 31 Balance cld 46000

46000 46000

Feb. 1 Balance b/d 46000

Pranaya’s A/c
Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

2006 2006

Jan. 31 Balance cld 40000 Jan. 5 Purchases A/c 40000

40000 40000

Feb. 1 Balance b/d 40000
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Rent Received A/c

Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

2006 2006

Jan. 31 Balance transferred 1500 Jan. 31 Bank A/c 1500

to Profit and Loss

A/c

1500 1500

Bank A/c

Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

Capital A/c 100000 Purchases A/c 55000

Sales A/c 24000 Commission A/c 18000

Rent received 1500 Drawings A/c 2200

Balance c/d 66700

125500 125500

Commission A/c

Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

2006 2006

Jan. 20 Bank A/c 1800 Jan. 31 Balance transferred 1800

to Profit and Loss

A/c

1800 1800

Stock A/c

Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

2006 2006

Jan. 31 Purchases A/c 15000 Jan. 31 Balance cld 15000

15000 15000

Feb. 1 Balance b/d 15000
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Drawings A/c

Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

2007 2007

Jan. 31 Bank A/c 2000 Jan. 31 Balance cld 2000

2000 2000

Feb. 1 Balance b/d 2000

Solution.

Trial Balance

Dr. Cr.

Name of the Ledger Account Balance Balance

(Rs.) (Rs.)

Capital 100000

Sales 70000

Purchases 80000

Vikram 46000

Pranaya 40000

Commission 1800

Rent received 1500

Drawings 2000

Closing Stock 15000

Cash at Bank 66700

211500 211500

Illustration 2

From the following ledger accounts of Rohan Bros prepare Trial Balance

by (i) total method (ii) combined method (both balance method and total

method) :

Cash A/c

Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

2006 2006

Jan 1 Capital A/c 50000 Jan 2 Bank A/c 40000
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” 28 Ranjeet 9900 ” 12 Freight A/c 200

” 31 Salary A/c 3000

” 31 Rent A/c 2400

59900 45600

Bank A/c

Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

2006 2006

Jan 2 Cash A/c 40000 Jan. 8 Furniture A/c 12000

” 14 Sales A/c 16000 ” 10 Purchases A/c 20000

”20 Vikas 12000

” 31 Drawings 4000

56000 48000

Furniture A/c

Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

2006 2006

Jan. 8 Bank A/c 12000

12000

Capital A/c

Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

2006

Jan. 1 Cash A/c 50000

50000
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Purchases A/c

Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

2006

Jan. 10 Bank A/c 20000

” 12 Vikas 15000

35000

Sales A/c

Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

2006

Jan. 14 Bank A/c 16000

” 20 Ranjeet 14000

30000

Vikas A/c

Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

2006 2006

Jan. 20 Bank A/c 12000 Jan. 12 Purchases A/c 15000

12000 15000

Ranjeet A/c

Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

2006 2006

Jan. 20 Sales A/c 14000 Jan. 25 Cash A/c 9900

” 28 Discount A/c 100

14000 10000

Freight A/c

Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

2006 2006

Jan. 12 Cash A/c 200

200
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Salary A/c

Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

2006

Jan. 31 Cash A/c 3000

3000

Rent A/c

Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

2006

Jan. 31 Cash A/c 2400

2400

Drawings A/c

Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

2006 2007

Jan. 31 Bank A/c 4000

4000

Discount A/c

Dr. Cr

Date Particulars JF Amount Date Particulars JF Amount

Rs Rs

2006

Jan. 28 Ranjeet 100

100

Solution.

Trial Balance of Rohan Brothers

as on 31st January, 2006

Dr. Cr.

Name of the Ledger Account Balance Balance

(Rs.) (Rs.)

Cash 59900 45600

Bank 56000 48000

Furniture 12000 –
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Capital – 50000

Purchases 35000 –

Sales 30000

Vikas 12000 15000

Ranjeet 14000 10000

Freight 200 –

Salary 3000

Rent 2400

Drawings 4000

Discount 100

198600 198600

Trial Balance of Rohan Brothers

as on 31st January, 2006

Dr. Cr.

Name of the Total Amounts Balance Amounts

Ledger Account (Rs.) (Rs.) (Rs.) (Rs.)

Cash 59900 45600 14300 –

Bank 56000 48000 8000 –

Furniture 12000 – 12000 –

Capital – 50000 – 50000

Purchases 35000 – 35000 –

Sales 30000 – 30000

Vikas 12000 15000 – 3000

Ranjeet 14000 10000 4000 –

Freight 200 – 200 –

Salary 3000 – 3000 –

Rent 2400 – 2400 –

Drawings 4000 – 4000 –

Discount 100 – 100 –

198600 198600 83000 83000
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INTEXT QUESTIONS 10.2

Fill in the blanks with suitable word/words :

(i) Trial Balance has .................. columns.

(ii) There are .................. methods of preparing Trial Balance.

(iii) In practice, method of preparing Trial Balance is .................. used.

(iv) The last step of preparing trial balance is to ascertain the ..................

of its two amount columns.

10.3 TRIAL BALANCE AND ERRORS

You have learnt that if the sum of the two columns of Trial Balance is equal

i.e. the Trial Balance is in agreement, it means that the accounting entries

have been arithmetically correct and correctly posted in the ledger. If the

totals do not tally it means there are some errors in recording and/or in

posting in the ledger of the business transactions.

The reasons due to which the totals of the two columns of Trial balance

may not agree and can be listed as follows :

(i) The totals of the Special Purpose Books like Sales Book, Purchases

Book, etc are not totalled correctly or there is some mistake in the

posting of these totals in their respective accounts in the ledger.

(ii) The items from different Special Purpose Books and Journal may be

posted to the wrong side of the account or a wrong amount is posted

or posted to the wrong account.

(iii) The balancing of an account is not done correctly.

(iv) There may be mistake in carrying balance from the ledger account to

the Trial Balance.

You may conclude that if the trial balance is in agreement, the business

transactions have been correctly recorded or posted into ledger. However,

the agreement of Trial Balance is not a conclusive proof of the correctness

of recording and posting of business transactions. There can be errors and

the sum of each column of the Trial Balance may still be equal. As you

have learnt that business transactions are so recorded that all debits have
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the credits for the same amount and vice-a-versa. So the Trial Balance must

necessarily agree. But if the debits are matched by credits though there are

mistakes in recording and posting the Trial balance will still agree. For

example, if goods have been purchased from Surender, and if not entered

in the Purchases Book, this error will not affect the agreement of the

Trial Balance.

Trial Balance and Suspense A/c

Now suppose the Trial Balance does not agree i.e. there is a difference of

some amount in the totals of the two columns of the Trial Balance. What

will you do with this difference? A different account i.e Suspense Account

is opened with the difference in amount put in this account. This will result

in agreement of Trial Balance. The suspense account with the amount of

difference will be put on the lesser side of the Trial Balance. For example

total of the debit column exceeds the total of the credit column by Rs.500.

This amount of Rs 500 will be written on the credit column against Suspense

Account to make the Trial Balance tally.

The suspense A/c is however a temporary arrangement to make the Trial

Balance agree. This account will remain till the error or errors are rectified,

this account will disappear as soon as the error or errors are rectified.

Illustration 3

From the following Cash Book and Accounts prepare the Trial Balance as

on 31st Jaunary 2006.

Cash Book

Date Particulars LF Amount Date Particulars LF Amount

Rs Rs

2006 2006

Jan. 1 Capital A/c 75000 Jan. 10 Furniture A/c 15000

Jan. 10 Sales A/c 25000 Jan. 15 Purchases A/c 25000

Jan. 31 Rent A/c 2000

Jan. 31 Telephone

expenses A/c 1000

Balance cld 57000

100000 100000
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Ledger

Capital A/c

Dr. Cr

Date Particulars LF Amount Date Particulars LF Amount

Rs Rs

2006 2006

Jan. 31 Balance cld 75000 Jan. 1 Amount as per 75000

Cash Book

75000 75000

Feb. 1 Balance b/d 75000

Sales A/c

Dr. Cr

Date Particulars LF Amount Date Particulars LF Amount

Rs Rs

2006 2006

Jan. 31 Trading A/c 25000 Jan. 10 Amount as per 25000

Cash Book

25000 25000

Purchases A/c

Dr. Cr

Date Particulars LF Amount Date Particulars LF Amount

Rs Rs

2006 2006

Jan. 15 Amount as per 25000 Jan. 31 Trading A/c 25000

Cash Book

25000 25000

Furniture A/c

Dr. Cr

Date Particulars LF Amount Date Particulars LF Amount

Rs Rs

2006 2006

Jan. 10 Amount as per 15000 Jan. 31 Balance cld 15000

Cash Book

15000 15000
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Rent A/c

Dr. Cr

Date Particulars LF Amount Date Particulars LF Amount

Rs Rs

2006 2006

Jan. 31 Amount as per 200 Jan. 31 Profit  and Loss 200

Cash Book A/c

200 200

Telephone charges A/c

Dr. Cr

Date Particulars LF Amount Date Particulars LF Amount

Rs Rs

2006 2006

Jan. 31 Amount as per 1000 Jan. 31 Profit and Loss 1000

Cash Book A/c

1000 1000

Solution.

Trial Balance

As on 31st Jan. 2006

Dr. Cr.

Name of the Account Balances Balances

(Rs.) (Rs.)

Capital 75000

Sales 25000

Purchases 25000

Furniture 15000

Commission

Rent 200

Telephone charges 1000

Cash in hand 57000

Suspense 1800

100000 100000
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In the above example we see that the totals of the two columns of the Trial

Balance do not tally. Credit side is more than that of debit side by Rs.1800.

It is to make the two columns of the trial balance equal, suspense A/c is

written in the column against it is written the amount of Rs.1800 in the debit

column. As soon as error/errors are detected and rectified, this suspense A/

c will disappear.

Illustration 4

From the following balances extracted from the books of a trader, prepare

Trial Balance as on 31st March, 2006.

Rs

Cash in hand 4200

Cash at Bank 16800

Bills Receivable 18000

Bills payable 16000

Sundry debtors 24600

Sundry creditors 32400

Capital 50000

Drawings 18000

Sales 105000

Purchases 75000

Carriage Inward 2700

Salaries 12000

Advertisement 2400

Insurance 1600

Furniture 7500

Stock 18600

Office Rent 2000
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Solution :

Trial Balance

Dr Cr

Name of the Account Balances (Rs) Balances (Rs)

Cash 4200

Bank 16800

Bills Receivable 18000

Bills payable 16000

Sundry Debtors 24600

Sundry creditors 32400

Capital 50000

Drawings 18000

Sales 105000

Purchases 75000

Carriage Inward 2700

Salaries 12000

Advertisement 2400

Insurance 1600

Furniture 7500

Rent 2000

Stock 18600

Total 203400 203400

INTEXT QUESTIONS 10.3

Answer the following in one or two words :

(i) If the totals of two amount columns of trial balance do not agree, in

which account the difference amount is written?

(ii) If the total of the debit column of a trial balance is more than the total

of its credit column in which of the two amount of columns of the trial

balance will you write the difference in amount?
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(iii) If the total of the Purchases Book is posted to Purchases Account

wrongly,. will the trial balance still agree?

(iv) When the accounting error or errors are rectified what happens to the

suspense A/c?

WHAT YOU HAVE LEARNT

l Trial balance is a statement containing balances of all ledger accounts

of a business concern on a particular date.

l Trial Balance is prepared to check the arithmetical accuracy of the ledger

posting, it helps in preparing financial statements; it helps in locating

accounting errors; helps in management as it enables comparison of

account balances of different periods and helps in making adjustments

while preparing financial statements.

l The totals of two columns of a trial balance should be equal because

for each transaction there is debit and credit for the same amount.

l If the totals of two columns of trial Balance tally it means the ledger

posting has been correctly done.

l If the totals of two columns of Trial Balance do not agree, it means there

is some mistake in the ledger posting.

l If the totals of two columns of Trial Balance do not agree the amount

of difference is put to suspense A/c and the totals of Trial Balance are

equated.

TERMINAL QUESTIONS

1. State the meaning of Trial Balance.

2. Explain in brief the objective of preparing Trial Balance.

3. Why do the totals of two sides of Trial Balance are equal ? Explain.

4. ‘Agreement of Trial Balance is not the conclusive proof of the accuracy

of accounts’. Comment.

5. What is Suspense A/c ? What is its role in preparing Trial Balance ?

6. Explain the steps that are taken to prepare a Trial Balance.
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7. List the various reasons because of which the totals of two columns of

Trial Balance do not tally.

8. Prepare Trial Balance of M/s Multiplying enterprise as on 31st December,

2006.

Accounts Balances Accounts Balances

(Rs.) (Rs.)

Cash in hand 2500 Debtors 18200

Cash at Bank 14500 Creditors 16600

Capital 70000 Opening stock 8700

Drawing 9000 Wages 6700

Purchases 60000 Rent 5000

Sales 82000 Salary 8400

Machine 35000 Bills Payable 11400

Furniture 12000

9. Prepare Trial Balance as on 31st March, 2006 from the following

balances of Sabana :

Dr. Cr.

Accounts Balances Balances

(Rs.) (Rs.)

Cash in hand 3100

Bank overdraft 18250

Opening stock 24600

Purchases 59800

Sales 72350

Sabana’s Capital 50000

Drawings 12000

Carriage Inward 1600

Rent 2400

Commission 2100

Interest 780

Furniture 5220

Creditors 13600

Debtors 27800

Building 20000 1000

Suspense 157300 157300
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ANSWERS TO INTEXT QUESTIONS

Intext Questions 10.1

(i) debit, credit (ii) ledger posting

(iii) arithmetical (iv) accounting errors

(v) financial statements

Intext Questions 10.2

(i) Three (ii) Three (iii) balance (iv) sum

Intext Questions 10.3

(i) Suspence A/c (ii) Credit side

(iii) No (iv) Suspense  A/c disappears

Answers to Terminal Questions

8. Total of two columns are Rs 180000 each

9. Total of Dr column Rs 157300

Total of Cr column Rs 156300

Suspense A/c Cr Rs 1000

Activity

Talk to your friends who are working as accounts clerk in various firms,

and seek answers of the following questions :

1. Do they prepare trial balance?

2. How many times they prepare it in a year and at what intervals?

3. Which method they use total method or balance method?

4. What do they do if Trial Balance does not tally?

5. How many of them prepare the financial statements without preparing

Trial balance?

On the basis of the answers prepare a report.



56  Accounting and Financial Management for I.T. Professionals

Chapter–3

Final Accounts
(Financial Statements)

LEARNING OBJECTIVES

In this chapter we will study:

Introduction to Final Accounts

Preparation of Final Accounts—An Introduction

Preparation of Final Accounts for Sole Proprietorship Concern

Difference Between Trial Balance and Balance Sheet

Difference Between Trading Account and Manufacturing Account

Difference Between Trading Account and Profit & Loss Account

Difference Between Income Statement and Balance Sheet

Accounting Theory Framework
q Generally Accepted Accounting Principles (GAAP)

q Accounting Standards (AS)

Final Accounts for Partnership Firm

Final Accounts for Companies
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1. Preparation of Final Accounts for partnership firm, joint stock companies and miscellaneous activities are beyond
the scope of this book. Only introduction is given here.

3.1 INTRODUCTION TO FINAL ACCOUNTS
While the Trial Balance checks the accuracy of ledger balances, the final account reveals two facts:

1. Whether the business is in profit or loss during the period covered by the Trial Balance. A Trading
and Profit & Loss account also known as income statement is prepared for this purpose.

2. What is the financial position (financial position means picture of assets and liabilities) of the
business? This is judged by preparing a balance sheet for the business.

Thus, income statement represents the summary of all the expenses and incomes occurred during the
financial year whereas balance sheet represents the financial position of the concerned organization at a
particular point of time, usually at the end of financial year i.e., 31st March (in India, financial year starts
from 1st April to 31st March).

Final accounts are statutory requirements for all type of registered organizations. They
are popularly known as Financial Statements.

3.2 PREPARATION OF FINAL ACCOUNTS—AN INTRODUCTION
Preparation of final accounts is governed by different Acts, Laws, Standards and Principles like Income tax
law, Company Act, Partnership Act, Accounting Standards (AS), Generally Accepted Accounting Principles
(GAAP) etc., used for valuation of financial transactions/events to standardize accounting information,
which in turn depends upon type of organization concerned. In other words, since different types of
organizations operates under different legal framework, the methodology/procedure for preparation of final
accounts will change accordingly.

Again, there are three main categories of organizations on the basis of incorporation (Registration) viz.
1. Sole proprietorship concern
2. Partnership firm
3. Joint stock companies

(a) Private Limited Co.
(b) Public Limited Co.

Thus preparation of final accounts should be dealt separately for all the above category of organizations
and are chapterised as under:

Particulars Name of Chapter 1

1. Accounting for Sole Proprietorship Concern Final Account

2. Accounting for Partnership Firm Partnership Account

3. Accounting for Joint Stock Companies Company Account

4. Accounting for Other Business Activity like Shipping, Leasing etc. Miscellaneous Account

3.3 PREPARATION OF FINAL ACCOUNTS FOR SOLE PROPRIETORSHIP CONCERN
Preparation of Final Accounts can be studied according to following cases:
Case 1 : Preparation of Final Accounts when Transactions/Events are given.
Case 2 : Preparation of Final Accounts when Ledger balances are given.
Case 3 : Preparation of Final Accounts when Trial balance with additional information is given.
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Case 1: Preparation of Final Accounts when Transactions/Events are given:
Trading activity:
Steps involved in preparation of Final Accounts when the organization concerned is engaged in trading
activity are as follows:

Step 1 Journal entry

       

Step 2 Ledger entry Book-keeping

       

Step 3 Trial balance

       

Step 4 Trading Account

          (GP)

  Income statement
Step 5 P & L Account

          (NP)

Step 6 Balance Sheet

Manufacturing activity:
Steps involved in preparation of final accounts when the organization concerned is engaged in manufacturing
activity are as follows:

Step 1 Journal entry

       

Step 2 Ledger entry                Book-keeping

       

Step 3 Trial balance

       

Step 4 Manufacturing Account

           (COP)

Step 5 Trading Account

          (GP)  Income statement

Step 6 P & L Account

          (NP)

Step 7 Balance Sheet
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  Note:
l COP represents cost of production, GP represents gross profit and NP represents net profit.

These are balancing figure of manufacturing account, trading account and Profit & Loss A/c
(P & L A/c) respectively.

l In case of trading concern, Income statement is subdivided into trading account and P & L A/c
whereas in case of manufacturing concern income statement is subdivided into manufacturing
account, trading account and P & L A/c.

The Format for income statement in case of Trading concern is as follows:

Trading and P & L A/c for the year ------

Dr.  Cr.

Particulars Amount Particulars Amount

To Opening stock —— By  Sales (less return) ———

To Purchases (less return) —— **By Gross loss  b/d ———

To Direct wages —— (Balancing fig.)

To Direct expenses  ——

l Carriage inward

l Duty and clearing charges

l Fuel and energy

l Octroi duty                  etc.

To Gross profit (GP) b/d ———

(Balancing fig.)

Total = Total =

**To Gross loss  c/d —— By Gross profit (GP) c/d ——

To  General and administrative ——- By Other income ——-
expenses
l Salaries

l Rent, rates and taxes l Rent received

l Stationary and printing l Discount received (Cr.)

l Telephone bill l Sale of scrap material

l General expenses l Commission received

l Trade expenses l Interest received

l Insurance premium l Dividend received

l Loss by fire, theft, etc. l Bad debt recovered

l Discount allowed

l Office lighting **By Net Loss b/d ——

l Depreciation

Contd...
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Dr.  Cr.

Particulars Amount Particulars Amount

l Bad debt written off

l Repairs

l Audit fee

l Preliminary expenses written ** This will happen when total of debit is
off etc. more than total of credit.

To  Selling and distribution ——
expenses

l Carriage outward

l Packaging material

l Salesman commission

l Conveyance

l Advertisement

l Export duty etc.

To Financial Expenses ———

l Interest paid

l Tax paid etc.

To Net profit (NP) b/d ———

(Balancing fig.)

Total = Total =

The format for Income statement in case of manufacturing concern is as follows:

Manufacturing and Trading and P & L A/c for the year -------
Dr.  Cr.

Particulars Amount Particulars Amount

To Opening stock  WIP —— By Sale of  scraps ———

To Opening stock  R/M —— By Closing stock WIP* ———

To Purchases (R/M) —— By Cost of production b/d ———

Less Purchases return (balancing fig.)

Less Closing stock R/M*

To Productive wages —— (or cost of manufacturing)

To Manufacturing expenses       ——

l Coal, fuel and energy

l Carriage inward

l Import duty etc.

Contd...
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Dr.  Cr.

Particulars Amount Particulars Amount

To Factory Overhead (FOH) ———

l Factory lighting

l Factory insurance

l Repairs to plant and factory
building

l Plant depreciation etc.

Total = Total =

To Cost of production c/d —— By Sales (less sales return) ——

To Opening stock FG —— By Closing stock FG ——

To gross profit (GP) b/d ——

(Balancing fig.)

Total = Total =

To general and administrative By gross profit (GP) c/d ——
expenses ——-

l Salaries By other income ——-

l Rent, Rates and Taxes l Rent received

l Stationary and printing l Discount received (Cr.)

l Telephone bill l Sale of scrap material

l General expenses l Commission received

l Trade/miscellaneous/ l Interest received

Sundry expenses l Insurance premium

l Loss by fire, theft etc. l Dividend received

l Discount allowed l Bad debt recovered

l Office lighting

l Depreciation other than plant
and machinery

l Bad debt written off

l Repairs and renewals excluding
Factory

l Audit fee

l Preliminary expenses written
off etc.

To selling and distribution ——
expenses

l Carriage outward

Contd...
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Dr.  Cr.
Particulars Amount Particulars Amount

l Packaging material

l Salesman commission

l Conveyance

l Advertisement

l Export duty etc.

To Financial Expenses ———

l Interest paid

l Tax paid etc.

To Net Profit (NP) b/d ———

(Balancing fig.)

Total = Total =

Note
1. WIP stands for work in progress i.e. semi-finished goods.
2. R/M stands for raw material.
3. FG stands for finished goods.
4. Closing stock of WIP, R/M and FG appear in income statement only when given in additional information.
5. Purchase return is also termed as return outward/return to supplier.
6. Sales return is also termed as return inward/return from customer.
7. Carriage inward is also known as freight inward.
8. Carriage outward is also known as freight outward/cartage outward.
9. For numerical purpose ‘wages and salary’ goes to Trading A/c whereas ‘salary and wages’ goes to

P & L A/c.

Vertical presentation of Income Statement in case of sole proprietorship concern
Income Statement for the year ------

Particulars Amount (Rs.)
Sales ——

Less Cost of Goods Sold (COGS) ——

Gross Profit (GP)/(Gross Loss)     Trading A/c ——@

Less Operating Expenses (OE) ——

Operating Profit (OP) ——@

Add Non-operating income/less non-operating losses ——

Earning Before Interest and Tax (EBIT) ——@

Less Interest

Earning Before Tax (EBT) ——@

Less Tax ——

Earning After Tax/Profit After Tax (PAT)/Net Profit (NP) ——@

                   Goes to

Balance Sheet (To Capital add Net Profit/less Net Loss, if there is)

—— P & L A/c
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Note
l @ Stands for balancing figure.
l OE includes general and administrative expenses plus selling and distribution expenses plus

depreciation.
l Interest is tax-deductible item means interest is charged before the tax is levied. Thus, debt capital

provides tax shield and hence acts as cheaper source of finance.

The format for balance sheet is as follows:
Balance Sheet as on ————

Liabilities Assets

Particulars Amount Particulars Amount

Capital —— Fixed Assets ———

Add Net Profit or Less Net Loss l Land and building

(as per P & L A/c) l Plant and machinery

Less drawings l Furniture

Long-term loan —— l Fixture and fittings

Investments ———

Current liability —— l Marketable securities

l Trade creditors/sundry creditors (Crs) Current assets ———

l Bills Payable (B/P) l Cash in hand

l Bank overdraft l Cash at bank

l Outstanding expenses l Trade debtors/sundry
e.g. Outstanding Rent/Tax/Wages etc. debtors (Drs)

l Bills Receivable (B/R)

l Prepaid expenses like

Prepaid Rent/

Tax/Wages etc.

Total = Total =

Mechanism involved in preparation of Final Accounts from trial balance
A clear scrutiny of the format for Income statement and balance sheet shown above results into following
mechanism: -

Trial
Balance

Income
Statement

Balance
Sheet

Contains

Goes to

Goes to

Result (Net Profit/Loss):
goes to

Expenses

Incomes

Liabilities

Assets
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In summarized way:
1. Trial balance contains four items viz. Expense, Income, Liability and Assets.
2. Expenses and Incomes go to Income Statement according to format shown above.
3. Liabilities and Assets go to Balance Sheet according to format shown above. Result of Income

statement (Profit/Loss) also goes to balance sheet on liability side under reserves or adjusted to
Capital A/c in case of sole proprietorship concern.

Final Accounts for Illustration 3

(1) Income Statement for Illustration 3
Dr.  Cr.

Particulars Amount Particulars Amount

To Purchases 27,100 By Sales 27,000

Less Return 1,100 26,000 Less Return 100 26,900

To Gross Profit b/d 900

Total 26900 Total 26900

To Brokerage 40 By  Gross Profit c/d 900

To Discount Allowed 100 By P & L A/c 100

To Rent 1,000 By Net Loss 2,240

To Salary 1,500

To Telephone Rent 500

To Travelling Expenses 100

Total 3,240 Total 3,240

(2) Balance Sheet for Illustration 3

Liabilities Amount Assets Amount
Capital 50,000 Fixed Assets:
Less Drawings 1,500 Machinery and Furniture 1,500
Less Net Loss Typewriter  2,100
(as per P & L A/c) 2,240 46,260

Investment 1,800
S. Creditors: 4,100
    Bhuwan 2,000
    Universal Typewriter
    Co. 2,100 Current Assets:

S. Debtors:
(Raghvendra) 2,900
Cash 15,760 31,460
Bank 12,800

Total 50,360 Total 50,360
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Case 2: Steps in preparation of final accounts when ledger balances are given:

Ledger balances

Step 1: Prepare trial balance from given ledger balances as per rule given
below.

Step 2: Post the items of trial balance prepared under step 1 to income
statement and balance sheet according to format shown above.

Rule for preparation of Trial balance when ledger balances are given is as follows:

Dr. Column All expenses/losses and assets
Cr. Column All income/gains and liabilities

Illustration 4:   From the following ledger balance prepare final accounts: -

Particulars Amount
Sundry debtors (A) 15,000
Opening stock (E) 50,000
Land and building (A) 10,0000
Capital (L) 25,0000
Rent (Cr.) (I) 6,000
Cash in hand (A) 16,000
Cash at bank (A) 40,000
Wages (E) 30,000
Sundry creditors (L) 70,000
Bills receivable (A) 20,000
Interest given (E) 2,000
Bad debts (E) 5,000
Repairs (E) 3,000
Sales (I) 17,0000
Bills payable (L) 40,000
Furniture and fittings (A) 15,000
Depreciation (E) 10,000
Rates and taxes (E) 8,000
Salaries (E) 20,000
Drawings (A) 20,000
Purchases (E) 10,0000
Office expenses (E) 25,000
Plant and machinery (A) 57,000

Note: 1. Bill receivables (B/R) are those receivables/debtors who has legal evidence (Promissory notes
etc.) regarding their transactions.

2. ‘A’,‘E’,‘L’,‘I’, stands for Asset, Expense, Liability, and Income respectively.
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Trial Balance

Particulars Debit Credit
(A+E) (L+I)

Sundry debtors 15,000 —
Opening stock 50,000 —
Land and building 10,0000 —
Capital — 25,0000
Rent received — 6,000
Cash in hand 16,000 —
Cash at bank 40,000 —
Wages 30,000 —
Sundry creditor — 70,000
B/R 20,000 —
Interest given 2,000 —
Bad debts 5,000 —
Repairs 3,000 —
Sales — 17,0000
B/P — 40,000
Furniture/Fixture 15,000 —
Depreciation 10,000 —
Rent and taxes 8,000 —
Salaries 20,000 —
Drawing 20,000 —
Purchase 10,0000 —
Office expenditure 25,000 —
Plant and machinery 57,000 —

Total 53,6000 53,6000

Trading and P & L A/c

Particulars Amount Particulars Amount

To Opening stock 50,000 By Sales 17,0000
To Wages 30,000 By gross loss 10,000
To Purchase 10,0000
Total 18,0000 Total 18,0000

To gross loss 10,000 By Other income
By other exp l Rent given 6,000
Interest given 2,000 By net loss 77,000
Bad debts 5,000
Repairs 3,000

Contd...
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Particulars Amount Particulars Amount

Depreciation 10000

Rent and tax 8000

Salaries 20000

Office Exp. 25000

Total 83000 Total 83000

Balance Sheet

Liability Amount Assets Amount

Capital 250000 Fixed Assets:
Less drawing 20000 Land and Building 100000
Less net loss 77000 Furniture and Fitting 15000

153000 Plant and Machinery 57000
Current liability: Current assets:
Sundry Creditor 70000 Cash in Hand 16000
Bills payable 40000 Cash at Bank 40000

Sundry Debtor 15000
Bills Receivable 20000

Total 263000 Total 263000

Case 3: Preparation of final accounts when trial balance with additional information is given: -
Adjustment entries (i.e., additional information):
According to going concern concept, an organization never dies, it runs endlessly and therefore it is necessary
to evaluate the financial performance and financial position of organization after a fixed interval usually
one year, so that the results of one interval can be compared with another. This will help to assess the trend
regarding financial performance and position. Financial position means picture of assets and liabilities at
given point of time.

Furthermore, to bring the uniformity in process of estimating financial performance and position, it is
necessary to match revenues with expenses related to concerned interval only. The revenues and expenses
related to other interval must be separated from the interval under consideration. This requires adjustment
in both the final accounts. Such items (information), which need to be separated and adjusted accordingly,
are known as ‘Additional Information’/‘Adjustment entries’ . Since the Additional Information comes
into the picture after the preparation of Trial Balance, they require double entry—first entry somewhere in
income statement and second entry somewhere in Balance Sheet in such a way that Balance Sheet agrees.
Similar treatment is given to ‘Errors and Omissions’ detected after the preparation of Trial Balance.

Steps in preparation of final accounts when trial balance with additional information is given:

Step1: Post all the items of trial balance to income statement and Balance Sheet according to
format shown above.

Step 2: Adjust each additional information one by one in both the final account as they require
double entry, keeping in mind that the balance sheet agrees.
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Mechanism involved in preparation of final accounts when trial balance with additional
information is given:

Trial
Balance

Income Statement

Balance Sheet

Contains
+ Additional information

Goes to

Goes to

Result (Net Profit/Loss):
goes to

Expenses

Incomes

Liabilities

Assets

Some important additional information along with adjustment entries in final accounts are given
below:

Trading A/c (Cr.)
1. Closing Stock

B/S (Current Assets)

P & L A/c (Dr.- Added to concerned expenses)
2. Outstanding Expenses

B/S (Current Liabilities)

P & L A/c (Cr. or Expenses, less prepaid expenses)
3. Prepaid Expenses

B/S (Current Assets)

P & L A/c (Cr.- Added to concerned income)
4. Outstanding or accrued

income (Income due but
not received) B/S (Current Assets)

P & L A/c (Dr. or deducted from concerned income on
credit side)

5. Income received in advance
or unearned income

B/S (Current Liabilities)

P & L A/c (Dr.)
6. Depreciation

B/S (Fixed Assets, Less Depreciation.)

P & L A/c (Dr.)
7. Bad Debts

B/S (Debtors, Less Bad debts)

P & L A/c (Dr.)
8. Provision for bad debts

B/S (Debtors, Less provision for bad debts)
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P & L A/c (Dr.)
9. Provision for discount on

debtors B/S (Drs., Less provision for discount on debtors)

P & L A/c (Cr.)
10. Provision for discount on

creditors B/S (Crs., Less provision for discount on creditors)

P & L A/c (Dr.)
11. Interest on capital

B/S (Capital, add interest)

P & L A/c (Cr.)
12. Interest on drawings

B/S (Capital, less interest on drawings)

P & L A/c (Dr.)
13. Interest on loan

(Borrowed) B/S: Liability (Loan, add interest on loan)

P & L A/c (Cr.)
14. Interest on loan

(Advance) B/S: Asset (Loan, add interest on loan)

Trading A/c (Cr. side or deducted from Purchases A/c on
Dr. side)

15. Accidental loss of
Goods P & L A/c (Dr.) as Loss of stock

Trading A/c (deducted from Purchases A/c on Dr. side)
16. Goods distributed

as free sample P & L A/c (Dr.) as Advertisement A/c

Trading A/c (deducted from Purchases A/c on Dr. side)
17. Goods given/taken as

Charity/Personal use B/S (Capital, less Charity A/c or Drawing A/c)
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Remark
The journal entry for above adjustment are given below:

S.No. Particulars L.F. Debit (Rs.) Credit (Rs.)

1. Closing stock A/c …Dr.
To Trading A/c

2. Expenses A/c ...Dr.
To Outstanding expenses A/c

3. Prepaid expenses A/c ...Dr.
To Expenses A/c

4. Accrued income A/c ...Dr.
To Income A/c

5. Income A/c ...Dr.
To Unearned income A/c

6. Depreciation A/c ...Dr.
To Asset A/c

7. Bad Debts A/c ...Dr.
To Debtors A/c

8. P & L A/c ...Dr.
To Provision for bad debts A/c

9. P & L A/c ...Dr.
To Provision for discount
on debtors A/c

10. Provision for discount on
creditors A/c ...Dr.

To P & L A/c

11. Interest on capital A/c ...Dr.
To Capital A/c

12. Drawing A/c ...Dr.
To Interest on drawing A/c

13. Interest on loans A/c ...Dr.
To Loan A/c

14. Loans A/c ...Dr.
To Interest on loan A/c

15. Loss of Stock A/c ...Dr.
To Trading A/c or To Purchase A/c

16. Advertisement A/c ...Dr.
To Purchase A/c

17. Charity A/c ...Dr.
To Purchase A/c
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Illustration 5: Prepare a trading and P & L A/c for the year ending 31.03.2001 and a balance sheet
as on that date from the following trial balance:

Trial Balance

Particulars Dr. (Rs.) Cr. (Rs.)

Opening Stock 16,000
Capital 45,000
Salaries 13,000
Drawings 4,000
Carriage Inwards 500
Carriage Outwards 1,000
Sales Return 1,000
Purchase Return 7,00
Loan to Mr. X 11,000
Loan from Mr. Y 7,000
Rent 1,300
Rent Outstanding 200
Purchase 40,000
Sales 73,100
Debtors 25,000
Creditors 8,000
Bad Debt 800
Reserve for Bad Debt 1,200
Discount Allowed/Received 600
Furniture 11,700
Wages 500
Insurance Premium 1,200
Rent by Sub-letting 800
Cash 700
Bank 8,000

Total 1,36,300 1,36,300

Adjustments
1. Closing Stock Rs. 10,500, but the market value of closing stock was Rs. 9,500.
2. Insurance premium prepaid Rs. 200.
3. Loan to Mr. X, given at 10% interest p.a. and loan taken from Mr. Y carries 9% interest p.a.
4. Depreciation is to be provided at 5% on furniture.
5. Goods worth Rs. 500 have been taken by the proprietor for private use.
6. Bad and doubtful debts are to be provided at 10%.
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Solution
Trading Account for the Year ending March 31, 2001

Dr.     Cr.

Particulars Amount Particulars Amount
To Opening Stock 16,000 By Sales: 73,100

To Purchase: 40,000 Less Return: 1,000  72,100

Less Return 700 39,000 By Proprietor [I] 500

To Carriage Inward 500 By Closing Stock [II] 9,500

To Wages 500

To Gross Profit b/d 25,800

Total 82,100  Total 82,100

Profit and Loss Account for the Year ending March 31, 2001
Dr.     Cr.

Particulars Amount Particulars Amount

To Salary 13,000 By Gross Profit c/d 25,800

To Carriage Outward 1,000 (From Trading A/c)

To Rent 1,300

To Reserve for Bad Debts[III] 2,100 By Discount Received 300

To Discount Allowed: 600 By Rent by Sub-letting 800

To Insurance Premium: 1,200 By Interest Receivable [VII] 1,100

Less pre-paid [IV] 200 1,000

To Interest Payable to Mr. Y[V] 630

To Depreciation A/c: [VI] 585

To Net Profit 7,785

Total 28,000 Total 28,000

Working notes
Adjustment (i): [II] As per the rule of Conservatism.
Adjustment (ii ): [IV]  Insurance Premium Prepaid.
Adjustment (iii ): [VII] Loan given to Mr. X is 11,000. Interest on loan is 10% of 11,000 i.e. 1,100.

[V]  Loan from Mr. Y is Rs. 7,000. Interest payable on loan is 9%  i.e. Rs. 630.
Adjustment (iv): [VI]  Furniture is for Rs. 11,700. Depreciation is 5% on furniture i.e. Rs. 585.
Adjustment (v): [I]  Drawing by the proprietor.
Adjustment (vi): [III] 10% of Debtor A/c is to be maintained in Reserve for Bad Debt i.e. 10% of

25,000 = 2,500. A bad debt of Rs. 800 has been incurred resulting in a balance of
Rs. 400 (Rs. 1,200 – Rs. 800 = 400) in Reserve for Bad Debt A/c. In order to
maintain Rs. 2,500 in reserve an amount of Rs. 2,100 is required.

Note:  Trading Account and Profit & Loss Accounts may be shown together as ‘Trading & P/L Account’.
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Balance Sheet as on March 31, 2001

Liabilities Amount Assets Amount

Capital 45,000 Fixed Assets:

Less Drawings [I] 4,000 Furniture 11,700

Less Goods taken Less Depreciation [VI] 585

by owner 500 11,115

Add Profit during year 7,785 Current Assets:

48,285 Loan to Mr. X 11,000

Loan from Mr. Y [V] 7,000 Add Outstanding

Add Interest 630 Interest [VII] 1,110

7,630 12,100

Rent Outstanding 200 Debtors 25,000

Creditors 8,000 Less Provision for Bad

Debt [III] 2,500 22,500

Prepaid Insurance [IV] 200

Cash 700

Bank 8,000

Closing Stock [II] 9,500

Total 64,115 Total 64,115

Note:
1. Provision for Doubtful Debts is deducted from Sundry Debtors A/c in the Balance Sheet.
2. Closing Stock (CS) appears in Trading A/c, only when given in Additional Information as well as

in B/S (current asset)—Double entry, whereas CS appearing in trial balance, being an asset requires
only one entry and hence goes to B/S under current asset. In this case CS do not appear in Trading
A/c because it is already adjusted with Purchases A/c.

3.4 DIFFERENCE BETWEEN TRIAL BALANCE AND BALANCE SHEET
Point of difference Trial balance Balance sheet

Objective The objective of trial balance The objective of balance sheet
is to check the accuracy of is to present financial position
ledger balances. at a given point of time.

Requirement Trial balance is not a statutory Balance sheet is a statutory
requirement. requirement for every registered

organization.

Coverage It includes Expenses, Incomes, It includes Liabilities and Assets
Liabilities and Assets. only.

Time period It is prepared whenever desired. Normally it is prepared at the
end of accounting period.

Closing stock Normally Closing stock does not Closing stock appear in balance
appear in trial balance. sheet under Current asset group.
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3.5 DIFFERENCE BETWEEN TRADING ACCOUNT AND MANUFACTURING ACCOUNT

Point of difference Trading account Manufacturing account

Objective The objective is to know the The objective is to know the
Cost of Goods Sold (COGS). Cost of Production (COP)/Cost

of Goods manufactured.

Balancing figure The balancing figure is Gross The balancing figure is Cost of
Profit (GP) or Gross Loss. Production (COP)/Cost of

Goods manufactured.

Sale of scrap The sale of scrap does not The sale of scrap appears in
appear in trading account. manufacturing account on credit

side.

Opening Stock It includes opening and closing It includes opening and closing
(OS) and Closing stock of finished goods only. stock of semi finished goods
Stock (CS) i.e. WIP and Raw Materials

(R/M).

3.6 DIFFERENCE BETWEEN TRADING ACCOUNT AND PROFIT & LOSS
     ACCOUNT (P & L A/C)

Point of difference Trading account Profit and Loss account

Objective The objective is to know the The objective is to know
Cost of Goods Sold (COGS). Operating Expenses (OE).

Balancing figure The balancing figure is Gross The balancing figure is Net profit
Profit (GP) or Gross Loss. (NP) or Net loss.

Treatment of The balancing figure is The balancing figure is
balancing figure transferred to P & L A/c. transferred to balance sheet on

liability side adjusted to Capital
A/c in case of Sole proprietorship
concern.

Note:
1. Cost of Goods Sold (COGS) = OS + Net purchase + Direct wages + Direct expenses – CS (if given

in additional information). Direct expenses are those expenses, which increases COGS.
2. Cost of Production (COP) = OS of WIP + R/M consumed – Sale of scrap – CS of WIP + Productive

labour + Manufacturing expenses + Factory overhead.
3. R/M consumed = OS of R/M + Net purchase – CS of R/M.
4. Net purchases = Purchases, less purchases return.
5. Operating Expenses (OE) = General and administrative expenses + Selling and distribution

expenses + Depreciation.
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3.7 DIFFERENCE BETWEEN INCOME STATEMENT AND BALANCE SHEET

Point of difference Income Statement Balance Sheet

Objective The objective is to present the The objective of balance sheet
summary of expenses and is to present financial position
incomes for the accounting at the end of accounting period
period concerned. usually on 31st March.

Balancing figure The balancing figure tells the result It always remains balanced i.e.
of business operation (Profit/Loss). there is no balancing figure.

Coverage It includes only nominal accounts. It includes Personal A/c, Real
A/c and those Nominal accounts,
which are capital in nature and
need to be written off over a
period of time.

Nature It is dynamic in nature as it lists It is static in nature as it lists
the expenses and incomes for assets and liabilities at a given
the year concerned. point of time usually at the end

of year concerned.

Solved Problems
Problem 1. From the following ledger balances, prepare trial balance, income statement and balance sheet:

Particulars Amount

Mr. X’s capital 5,00,000
Drawing 20,000
Purchase 2,00,000
Loan 1,00,000
Machinery 50,000
Return to suppliers 50,000
Sales 4,00,000
Return inward 6,00,000
Carriage outward 20,000
Bad debts 5,000
Sundry Drs. 1,00,000
B/R 20,000
Sundry Crs. 50,000
Carriage inward 10,000
Salary and wages 5,000
Depreciation 20,000
Cash in hand 1,00,000
Sale of scrap 5,000
Closing stock 50,000
Prepaid tax 10,000
Outstanding wages 5,000
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Open Suspense A/c to balance trial balance if needed.

Solution
Trial Balance

Particulars Debit Credit

Mr. X’s Capital — 5,00,000

Drawing 20,000 —

Purchase 2,00,000 —

Loan — 1,00,000

Machinery 50,000 —

Return to supplies — 50,000

Sales — 4,00,000

Return inward 60,000 —

Carriage outward 20,000 —

Bad debts 5,000 —

Sundry Debtors 1,00,000 —

Bills receivable 20,000 —

Sundry creditors — 50,000

Carriage inward 10,000 —

Salary and wages 5,000 —

Depreciation 2,000 —

Cash in hand 1,00,000 —

Sale of scrap — 5,000

Closing stock 50,000 —

Prepaid tax 10,000 —

Outstanding wages — 5,000

Suspense A/c 4,40,000 —

Total 11,10,000 11,10,000

Trading and P & L A/c
Dr.     Cr.

Particulars Amount Particulars Amount

To Purchase 2,00,000 By Sales       4,00,000

Less: Returns 50,000 1,50,000 Less: Returns 60,000 3,40,000

To Direct Expense:

Carriage inward 10,000

To Gross profit 1,80,000

Total 3,40,000 Total 3,40,000

Contd...
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Dr.     Cr.

Particulars Amount Particulars Amount

To Salaries and wages 5,000 By Gross profit 1,80,000

To Depreciation 20,000 By Sale of scrap 5,000

To Carriage outward 20,000

To Bad debts 5,000

To Net profit 1,35,000

Total 1,85,000 Total 1,85,000

Balance Sheet

Liabilities Amount Assets Amount

Capital 5,00,000 Fixed Assets:

Less: Drawing 20,000 Machinery 50,000

4,80,000

Add: Net Profit 1,35,000 Current Assets :

6,15,000 B/R 20,000

Sundry Debtors 1,00,000

Loan 1,00,000 Cash in hand 1,00,000

Current liability Closing stock 50,000

Sundry Creditor 50,000 Prepaid tax 10,000

Outstanding wages 5,000 Suspense A/c 4,40,000

Total 7,70,000 Total 7,70,000

Problem 2.  A book-keeper has submitted you the following trial balance. You are required to prepare
income statement and balance sheet as on 31st March 2002.

Trial Balance as on 31st March 2002

Particulars Debit Credit
Cash in hand 30

Purchases 8990

Cash at bank 885

Fixtures and fitting 225

Freehold premises 1500

Lighting and heating 65

B/R 825

Returns inward 30

Salaries 1075

Debtors 5700
Contd...
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Particulars Debit Credit

Opening stock 3000
Printing 225
Rates and taxes insurance 190
Discount allowed 200
Capital 7610
Sales 11060
Creditors 1950
B/P 1875
Discount received 445

Total 22940 22940

Solution
Trading and Profit & Loss Account

(for the year ending March 31, 2002)
Dr.     Cr.

Particulars Amount Particulars Amount
To Opening stock 3000 By Sales 11060
To Purchase 8990 Less: Return 30 11030

By Gross loss 960
11990 11990

To Gross loss 960 By Discount received 445
To Salaries 1075 By Net loss 2270
To Rent and tax 190
To Printing 225
To Lighting and heating 65
To Discount allowed 200

2715 2715

Balance Sheet
(as on 31st March 2002)

Liabilities Amount Assets Amount

Current Liability: Current assets:
Creditor 1950 Cash in hand 30
Bills payable 1875 Cash at bank 885
Proprietorship: Debtor 5700
Capital 7610 Bills receivable 825
Loss 2270 5340 Fixed assets:

Fixture and fitting 225
Freehold premise 1500

Total 9165 Total 9165
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Problem 3.  Prepare final accounts from the trial balance given below:

Trial Balance as on 31st March 2002

Particulars Debit Credit

Cash in hand 30

Purchases 8990

Cash at bank 885

Fixtures and fitting 225

Freehold premises 1500

Lighting and heating 65

B/R 825

Returns inward 30

Salaries 1075

Debtors 5700

Opening stock 3000

Printing 225

Rents and taxes insurance 190

Discount allowed 200

Capital 7610

Sales 11060

Creditors 1950

B/P 1875

Discount received 445

Total 22940 22940

Additional Information
l Closing stock at the end of year amount Rs. 5000.
l Outstanding wages was Rs. 1000.
l Dep. charges at the rate of 10% on furniture and fixture.

Solution
Trading and P & L A/c

Particulars Amount Particulars Amount

To Opening stock 3000 Sales (less return) 11030

To Purchase 8990

To Out. wages 1000 Closing stock 5000

To Gross profit 3040

16030 16030

To Salary 1075 By Gross profit 3040

Contd...
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Particulars Amount Particulars Amount

To Printing 225 By Discount received 445

To Rents and tax insurance 190

To Discount allowed 200

To Lighting and heating 65

To Depreciation 23

To Net profit 1708

3485 3485

Balance Sheet

Liabilities Amount Assets Amount

Capital 7610 Furniture and fitting 202

Net profit 9318 Freehold Premises 1500

Creditors 1950 Current assets:

Bills payable 1875 Cash in hand 30

Out. wages 1000 Cash at bank 885

B/R 825

Drs. 5700

Current liabilities 5000

Total 14142 Total 14142

Problem 4. Following is the trial balance as on 30th June 2001.

Trial Balance

Particulars Debit Credit

Land and building 20000

Machinery 50000

Furniture and fixtures 4000

Opening stock 16300

Purchases 80000

Salaries 6000

Carriage on sales 1500

Freight on purchases 2000

Custom duty on purchases 8000

Advertising 5400

Wages 15000

Rent 3000

Postage and stationary 1500

General expenses 3200
Contd...
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Particulars Debit Credit

Repairs to Machinery 2000

Loan to Kumar @ 9% 5000

Prepaid insurance 200

Sundry debtors 20000

Cash in hand 250

Cash at bank 3100

Capital 80000

Sundry creditors 8000

Discount received 400

Outstanding expenses 1550

Sales 150500

Repairs and rewards (provision) 6000

Total 246450 246450

The additional information is as follows:
1. Closing stock was worth Rs. 14900.
2. Dep. is to be written of @ 3% on land and building, 10% on machinery and 5% on furniture and

fixture.
3. Provision for repairs and renewals are credited with Rs. 1500 every year.
4. Provision for bad debts is 5% on Sundry debtors.

Prepare income statement and balance sheet.

Solution
Trading and P & L A/c

(for the year ending 30th June 2001)

Particulars Amount Particulars Amount

To Opening stock 16300 By Sales 150500

To Purchase 80000 By Closing stock 14900

To Freight on purchase 2000

To Custom duty 8000

To Wages 15000

To Gross profit 44100

165400 165400

To Provision for R and R 1500 By Gross profit 44100

To Depreciation 5800 By Discount received 400

To Carriage on sales 1500

To Pro. for bad debts 1000

To Advertisement 5400

To Salaries 6000

Contd...
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Particulars Amount Particulars Amount
To Rent 3000

To Postage and stationary 1500

To General expenses 3200

To Repair of machinery 2000

To Net profit 13600

Total 44500 Total 44500

Balance Sheet
(as on 30th June 2001)

Liabilities Amount Assets Amount

Capital 8000 Land & Building (less–dep) 19400

Add N.P. 13600 93600 Machinery (less–dep) 45000

Creditors 8000 For Furniture (less–dep) 3800

Outstanding expenses 1550 Prepaid insurance 200

Prov. for Repairs & Rewards 6000 Sundry debtors

Add: Provision every year 1500 Less: Prov. for bad debts 19000

Cash in hand 250

Cash at bank 3100

Loan to Kumar 5000

Closing stock 14900

Total 110650 Total 110650

3.8 ACCOUNTING THEORY FRAMEWORK
To bring uniformity in accounting information, accountants all over the world follow certain common practices
known as concepts, conventions and postulates while recording financial transactions. These practices
come under preview of accounting theory framework.

Accounting theory framework can be studied in two parts:
3.8.1 Part I: Generally Accepted Accounting Principles (GAAP) i.e. concepts, conventions and postulates
etc.
3.8.2 Part II: Accounting Standards (AS)

Part I
[Accounting principles]

(Accounting principles are first practicalized then theorized)

3.8.1.1 Concepts
 A concept is a general notion or thought.

Accounting is based on a few basic concepts, they are:
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1. Money Measurement Concept
According to this concept, in the books of account, only those business transactions are recorded which can
be expressed in terms of money. The advantages of expressing facts in monetary terms is that money
provides a common denominator by means of which heterogeneous facts about a business can be expressed
in terms of numbers that can be added and subtracted.

This concept can better be illustrated by taking the following example.
Example: A business owns the following assets:

Land 5 acres
Building Space 2500 sq. metres
Machines 5
Stock of Raw Material 1,500 kgs.
Trucks 5
Motor Cars 2
Trade Debtors Rs. 1,20,000
Bank Balance Rs. 5,000

These different units of measurement cannot be added together to produce meaningful information. If
these assets can be expressed in terms of money they will reveal the total property and assets of the
business.

Land Rs. 2,00,000
Buildings 15,00,000
Machines 50,00,000
Stock of Material 60,000
Trucks 1,50,000
Motor Cars 50,000
Trade Debtors 1,20,000
Bank Balance as on
31st March 2001 5,000
Total Rs. 70,85,000

Remark
Money provides a common denominator for measuring value and implies a basic similarity between one
rupee and another, but it may not be a fact particularly in a period of inflation. In the assets shown
above, the bank balance is expressed in the rupee value of 2001, but the amounts for land, buildings,
machines etc. are in terms of rupee value of ten years back when they were purchased. The rupee of ten
years back was worth more than a rupee of today, because the purchasing power of the present rupee has
gone down due to high degree of inflation in the economy.

2. Business Entity Concept
According to this concept, for accounting purposes, an organization is taken as a separate legal entity and
it is distinct from owner itself. In other words, irrespective of the form of organization a business has got
its own individuality as distinguished from those persons who own, control or otherwise are associated with
the business.

If the business transactions and personal transactions of the owner of the business are mixed up then
the twin financial statements i.e. the balance sheet and profit and loss account will not correctly disclose
the true financial position and profitability of the business. Management is entrusted with the funds of a
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business and it is expected of them to make the best use of these resources. Through the medium of
financial accounting and reporting of the business transactions the owners will judge how well this
responsibility has been discharged. For these reasons the business must have its own personality.

3. Going Concern Concept
According to this concept, accounting assumes that the business is a going concern and not a gone concern.
In other words, an organization never dies.  It will continue to operate in the future. Its success is judged
by the surplus, which it generates from the sale of goods and services over the cost of the resources used.

Production resources such as plant and machinery, land and building which have been acquired and
whose period of usefulness has not expired i.e. which could not be consumed in creating output are shown
in books of account at their book-value and not at their current market value. They are acquired to remain
in the business; so long it is a going concern, for earning revenues and are not meant for resale. But when
it is a gone concern and is about to be liquidated or sold, accounting would attempt to measure what the
business is currently worth. Under this arrangement the current resale value of the assets becomes relevant.

4. Cost Concept
This fundamental concept of accounting is closely related to the going concern concept. According to this
concept, an asset is ordinarily recorded in the books of account at its acquisition cost. This cost then
becomes the basis for all subsequent accounting for the asset. The market value of an asset may change
with the passage of time, but for accounting purpose it continues to be shown in the books at its book-value
i.e. the cost at which it was acquired minus the provision for depreciation.

There is therefore a wide difference between the accounting concept of cost and the economic concept
of value, which means what the asset is currently worth.
Example: A business purchased a piece of land for Rs. 100,000/-. It was recorded in the books of account
for Rs. 100,000/-. In course of time its economic value has shot up, with the result that its current market
value is Rs. 500,000/-. No change would ordinarily be made in accounting record to reflect this fact.

5. Dual-Aspect Concept
According to this concept, at least two parties are involved in every transaction, one for receiving aspect
and another for giving aspect and therefore to record a single transaction simultaneously two books of
account are required. In other words, every transaction has dual aspect (a) the yielding of a benefit, and
(b) the receiving of that benefit. It is impossible to think of one without the other; a giver necessarily
implies a receiver and a receiver necessarily implies a giver.
Example: Suppose Gopal starts a business with a capital of Rs. 50,000/-. Then the business now has an
asset cash of Rs. 50,000/- and Gopal, the proprietor has a claim against this asset also of Rs. 50,000.

Balance sheet
Gopal’s Capital Rs. 50,000 Cash Rs. 50,000

If the business later on purchased furniture on credit from Krishna Kumar for Rs. 5,000/-, the Furniture
Account receives the benefit and Krishna Kumar gives the benefit. The accounting record would now show
the following position.

Balance sheet
Gopal’s Capital Rs. 50,000 Cash Rs. 50,000
Krishna Kumar 5,000 Furniture  5,000

55,000       55,000
It follows that in order to have a complete record of each transaction, there must be a double entry.
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Thus to record a single transaction at least two book of accounts are needed simultaneously, one for
receiving aspect (i.e. debit entry) and another for giving aspect (i.e. credit entry). This is also known as
“double entry book-keeping system”.

6. Accrual Concept
According to this concept, income/profit arises from the operations of a business when the sales revenue
exceeds the cost of sale. Cost of sale includes manufacturing cost plus non-cash charges like depreciation.
The income so accrued will increase the owners equity.

Remark: (Difference between income i.e. profit and cash)
It is important to remember that income and cash are not synonyms. They are not interchangeable, because
their nature is different. If a business has made a profit of Rs. 50,000/-, it does not mean that it has
the same amount of cash. Income is added to the capital of the business and is shown on the liabilities
side. The income shown on the liability side increases owner’s equity and is absorbed in the assets
shown on the assets side of the balance sheet. It is not necessary that it may be in the form of cash. It is
important to recognize that income is associated with changes in owner’s equity and has no necessary
relation to changes in cash. Income connotes prosperity of the business. The higher the income the
better off is the business and therefore the owners. An increase in cash does not necessarily mean that the
business is doing well and the owners are better off. The increase in cash may have been due to the sale
of machine or decrease in some other asset or an increase in liability, with no effect on owner’s equity
at all.
Example: Suppose in the manufacture of 5000 units of X product the following expenses are incurred and
revenues earned.

(a) Cash expenses—
Process material @ Rs. 5/- per unit            Rs. 25,000
Process wages @ Rs. 3/- per unit 15,000
Overheads, paid in cash 10,000
Total 50,000

(b) Non-cash expenses—
Depreciation etc. 5,000

Cost of 5000 units of finished stock [(a)+(b)] 55,000
Selling Price @ Rs. 15/- per unit 75,000

Income Rs.  20,000

In understanding how this income came about we will have to consider the two aspects of this event
separately. The sum of Rs. 75,000/- received from sales revenue and the decrease in finished stock of goods
of Rs. 55,000/-. Rs. 75,000/- will result in the increase in owner’s equity and a corresponding increase in
the asset of the business. Rs. 55,000/- will cause a decrease in assets i.e. of the finished stock of goods and
corresponding decrease in owner’s equity. These two aspects show the only two ways in which the business
operations can affect owner’s equity. They can increase or decrease it.

Conclusions
l Any increase in the owner’s capital resulting from the operations of the business is called revenue.
l Any decrease in the owner’s capital resulting from the operations of the business is called an

expense.
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l Income is thus the excess of revenues over expenses.
l Income is tied to owner’s equity and has no direct link to changes in cash.

7. Realization Concept
According to this concept, revenue is considered as being earned on the date when the goods are delivered
to the customer whereas profit is not recognized to have been earned till it is realized in cash or a third
party has legally become liable to pay the amount. In fact cash is received from the customer when the
customary period of credit allowed, has expired.
Example: JK company manufacturers sewing machines at Lucknow. During the month of December 2001
it manufactured 12 dozen machines and booked 5 dozen by rail to its customer at Agra. The invoice for
Rs. 25,000/- was sent on 1st January 2002. The period of credit allowed by the company was 2 months after
delivery. The revenue from this transaction was realized not in the month of December 2001, the month
of manufacture, not in March 2002 in which cash was received but in January, the month in which they were
delivered i.e. when the exchange took place. The accounting practice is to show the date of realizing
revenue, the date the product was booked, shipped or the date shown as the invoice to the customer,
whichever is later.

8. Matching Concept (Match Expenses against Revenue)
At the end of the financial year, all costs (expenses) of the organization are to be matched against the
revenue of the organization. Income made by the business during a period can be measured only when the
revenue earned during a period is compared with the expenditure incurred for earning that revenue.

Surplus ⇒⇒⇒⇒⇒ Profit or excess of revenue over expenses.
Deficit ⇒⇒⇒⇒⇒ Loss or excess of expenditure over revenue or income.

3.8.1.2 Accounting Conventions
Accounting convention means established usage.

The three essential elements of convention are:
(1) Consistency
(2) Conservatism
(3) Materiality

1. Consistency
The element of consistency requires that once a business has decided to adopt a particular method, it will
consistently follow the same in years to come. For example, a company has adopted the straight-line method
of charging depreciation on its plant and machinery, then it will continue charging depreciation on this asset
under the same method. If the company later on switches over to diminishing balance method of charging
depreciation, then comparison of its accounting figure from one year to another would become difficult.
Another example is the valuation of inventory. There are different methods of valuing the assets viz.

l Actual cost based on LIFO and FIFO methods.
l Average cost.
l Standard cost.
l Market price.
If the company has adopted actual cost based on LIFO method, it should adhere to it. Suppose it

changes over to market price subsequently for valuation of inventory, it will distort the figure of profit and
comparison of profit form one year to another will be misleading. The essence of the element of consistency
in accounting is very well made out in this case.
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2. Conservatism
The element of conservatism in relation to accounting conventions may be stated as follows. “Anticipate
no profit, and provide for all possible (conceivable) losses.” On the basis of conservatism the value of
closing stock for preparing final accounts is shown at cost or market price whichever is lower.
Example: The following example will show how conservatism pays in the long run. A company has taken
a contract of Rs. 10,00,000/- for the construction of a building in one year. The work commenced on 1st

April 2001 and is to be completed by 31st March 2002. The company closes its books of account on 31st

December every year. There is a penalty clause for late completion of the work @ Rs. 5,000/- per month.
On 31st December 2001 only half of the work could be completed and was certified by the architect. Due
to labour trouble and difficulty in procuring cement, bricks and iron, it was estimated that the work would
take six months more for completion and will not be finished by 31st March 2002 as provided in the
contract.

According to the agreement the company will have to pay a penalty of Rs. 15,000/- @ Rs. 5,000/- per
month for the late completion of the work. Conservatism demands that the company should make provision
for the conceivable loss of Rs. 15,000/-. A worker has also sued the company for claiming compensation
of Rs. 5,000/- under the Workmen’s Compensation Act. The case has not been so far decided by the court,
but the company must also make provision for this liability. In case if the work is completed earlier and
the claim of the worker has not been so far decided by the court, the company must also make provision
for this liability. In case if the work is completed earlier and the claim of the worker is not upheld by the
court, which will naturally reduce the estimated loss to the company, it will not lose anything by providing
for all liabilities, which have not occurred, to that extent.

The cost of half of the work completed as on 31st December 2001 as revealed by the books came to
Rs. 4,50,000/- and the amount received for half of the work certified was Rs. 5,00,000/-. Thus the estimated
earnings of the company would be Rs. 50,000/-.

Conservatism demands that the company should not show this amount as profit on this contract for the
year ending 31st December 2001. This profit may not result due to the following reasons:

(1) Increase in wages due to the frequent labour trouble which disrupts the work,
(2) Increase in the cost of other inputs,
(3) Provision for penalty arising out of late completion of the work, and lastly
(4) Compensation claimed by a worker.
If for the above reasons the estimated profit of Rs. 50,000/- is not taken into consideration in preparing

final accounts of 2001, and if these contingencies do not take place or their impact is lesser, the company
will not lose anything, but will surely gain by way of its improved financial position.

3. Materiality
According to this convention it is expected that accounting information should disclose all the
material information. By the term material information, we mean that information which would have changed
the result of business operation, in case it would have been disclosed. This does not mean that accounting
should be over-burdened with information. This can better be explained by taking an example. A new
lead pencil is an asset to the business. Every time the pencil is used its value decreases. In theory
the business can ascertain everyday the number of partly-used pencils. But the labour and time involved
for this insignificant matter will be huge and no sensible accountant would think of doing this
exercise.

There is no line of demarcation between significant and insignificant events. Much will depend on the
common sense of the accountant and the policy, which is followed by the business concern.
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Under materiality convention, accountants furnish certain information in footnotes. Most common
information given in footnotes are:

(1) Information regarding contingent liabilities.
(2) Information regarding market price of investments.
The accountant should always keep in mind that materiality does not mean leaking business secrets.

It stresses not to reveal vital information, which are of strategic importance.

3.8.1.3 Postulates
Accountants make various assumptions that implement the principles/conventions they have adopted. Such
assumptions are:

(1) The enterprise for which the accounting is performed will remain in business. The rupee amounts
shown in the balance sheet are, therefore, going concern values.

(2) The value of money, that is, its purchasing power is constant.
(3) The entire income from sales is earned at the moment the sales take place even though a considerable

amount of time may have been required to produce the item sold.
Thus, the rupee amount of assets in the balance sheet and the amount of net profit or loss in the profit

and loss account is produced by certain conventional method, implemented by various postulates, which
have been developed in course of time. These stated rupee amounts do not provide precise measurement
of the financial statement items and do not necessarily bear any relation to the market value of the assets
of the business or the price at which they could be replaced.

Role of Personal Judgement of Accountant in Book-keeping System
Although the procedure for stating how much of a particular expenditure is to be assigned to revenue and
how much is to be carried forward as an asset is governed by conventions and postulates. The application
of these conventions and postulates depends on the personal judgement of the accountant. Even though the
intentions of accountants are of the best, the human quality of judgement plays an unconscious part. Perfectly
honest and capable individuals on the basis of physical facts frequently reach very different conclusions.
Let us see how judgement enters into the estimation of three items—the valuation of inventory, the
determination of a reserve for doubtful debts and the determination of the rate of depreciation to be charged
on the various classes of the fixed assets.

Valuation of Inventory
The inventory could be carried at cost or market, whichever is lower and still have widely different valuations
depending upon the method of computations: first in first out, last in first out, average cost, standard cost,
and so on. In every case someone must decide which method of valuation will be used. That particular
method will affect the valuation of the inventory in the balance sheet, the cost of goods sold, and hence
the net profit in the profit and loss account.

Reserve for Doubtful Debts
The amount of reserve to be set aside for doubtful debts is likewise an exercise of judgement alone, based
perhaps on past experience.

Depreciation
When it comes to depreciation, judgement enters into two necessary decisions. First, the rates of depreciation
to be used for various types of fixed assets, and second, the method of depreciation to be adopted. The rate
of depreciation, which is based upon the useful life expectancy of an asset, is engineering rather than an
accounting problem. Useful life expectancy in itself is a generality. The method of depreciation selected
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will give different values to assets over the years and different charges to profit and loss account affecting
net profit, even though the same life expectancy is used.

Remark
“One might question the usefulness of accounting statements whose fairness rests so heavily upon
judgement rather than upon demonstrated facts. But as against such doubts it should be borne in mind that
the judgement employed is an informed one. It is concerned with actualities and is not mere imagination.
The accounting statements reflect the summary of all relevant information relating to the transactions
involved.”

3.8.1.4 Accounting systems
The two systems of accounting are as follows:

1. Cash System of Accounting
Accounting entries are made only when cash is received or paid, i.e. when actual cash exchange takes place.

No entry is made when a payment or receipt is merely due, e.g. government system of accounting and
small business enterprise.

2. Mercantile or Accrual System of Accounting
Accounting entries are made on the basis of amounts having become due for payment or receipt. In
this system, the sale is recognized soon after delivery, e.g. corporate accounting i.e. accounting for
corporate.

Part II
[Accounting Standards (AS)]

3.8.2.1 Meaning of Accounting Standard
The uniform, definite and universally accepted accounting rules developed by International Accounting
Standards Committee (IASC) are known as accounting standard.

3.8.2.2 Need for Accounting Standard
It was felt that there were different accounting concepts, conventions, customs, traditions and rules prevailing
in different nations leading to misunderstanding, uncertainty and often resulting in scandal. Confusion
prevailed at the national level also. This created need to develop universally accepted and internationally
standardized accounting terminology, commonly known as accounting standard.

3.8.2.3 Development of International Accounting Standard
In 1973, an International Accounting Standards Committee was formed with 16 accounting bodies from 9
nations as founder members. The committee agreed to formulate and publish in public interest standards
to be observed in the presentation of audited financial statements and to promote their worldwide acceptance
and observance.

3.8.2.4 International Accounting Standard (IAS) issued by IASC
IAS –1: Disclosure of Accounting Policies
IAS –2: Valuation and Presentation of Inventories
IAS –3: Consolidated Financial Statements
IAS –4: Depreciation accounting
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IAS –5: Information to be disclosed in financial statements
IAS –6: Accounting responses to changing prices.
IAS –7: Statement of changes in financial position and so on …

3.8.2.5 Development of Accounting Standard in India
In India, Institute of Chartered Accountants of India works as the counterpart of International Accounting
Standards Committee. The institute has formulated and issued accounting standards of recommendatory
nature. These standards are known as Accounting Standards (AS).

3.8.2.6 Accounting Standards (AS) issued by Institute of Chartered Accountants of
India (ICAI) on February 8, 2002

AS – 1: Disclosure of accounting policies. (Effective from 1-4-1991)
AS – 2: Valuation of inventories. (Effective from 1-4-1999)
AS – 3: Cash flow statement. (1-4-1997)
AS – 4: Contingencies and events occurring after balance sheet date. (1-4-1995)
AS – 5: Prior period and extraordinary items and changes in accounting policies. (1-4-1996)
AS – 6: Depreciation accounting. (1-4-1995)
AS – 7: Accounting for construction contracts. (1-4-1999)
AS – 8: Accounting for research and development. (1-4-1991)
AS – 9: Revenue recognition. (1-4-1991)
AS – 10: Accounting for fixed assets. (1-4-1991)
AS – 11: Accounting for the effects of changes in foreign exchange rates. (1-4-1995)
AS – 12: Accounting for government grants. (1-4-1994)
AS – 13: Accounting for investments. (1-4-1995)
AS – 14: Accounting for amalgamations. (1-4-1995)
AS – 15: Accounting for retirement benefits in the final statements of employers. (1-4-1995)
AS – 16: Borrowings cost. (1-4-2000)
AS – 17: Segment reporting. (1-4-2001)
AS – 18: Related party disclosure. (1-4-2001)
AS – 19: Leases (1-4-2001)
AS – 20: Earning per share. (1-4-2000)
AS – 21: Consolidated financial statements. (1-4-2001)
AS – 22: Accounting for taxes on income (1-4-2001)
AS – 23: Accounting for investments associates in consolidated financial statements. (1-4-2002)
AS – 24: Discontinued operations. (8-02-2002)

3.8.2.7 Objectives of the Accounting Standards (AS)
(i) To bring out uniformity in financial reporting and to ensure consistency and comparability in the

data published by the organization.
(ii) Standard must provide a generally understood and accepted measure of the phenomena of

concern.
(iii ) Standard should significantly reduce the amount of manipulation of the reported numbers that is

likely to occur in the absence of the standards.
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3.8.2.8 Is Accounting Theory Framework Good or Bad?
Though accounting theory framework imposes constraints during book-keeping process, it has positive
aspects too. Following are the benefits of accounting theory framework.

1. Accounting theory framework discussed above brings uniformity in accounting information from
one year to another and from one company to another company, making comparison/inter-firm
comparison possible.

2. Strict implementation of accounting theory framework reduces the chances of window dressing and
standardizes the accounting information.

3. Accounting information produced under accounting theory framework soon after incorporating
relevant factors, becomes valuable information for decision-making purposes.

Note
By relevant factors we mean:

“All those micro factors (industry level) and macro factors (economy level), which affects the
organization concerned, constitute relevant factors.”

Relevant
factors

Economy/Country

Industry
Org.

3.9 FINAL ACCOUNTS FOR PARTNERSHIP FIRM
3.9.1 Introduction
Any organization registered under Partnership Act 1932 is defined as partnership firm. Partnership Act
defines partnership as follows:

“Partnership is the relation between persons who have agreed to share the profits of a business carried
on by all or any of them acting for all.”

Partners carry business according to partnership deed.

3.9.2 Partnership Deed
Partnership deed is the written/oral agreement between partners for the conduct of the business. It
includes –

l Share of profit/loss
l Interest on capital drawing
l Salary, rent, commission etc.
l Nature of business
l Provisions regarding admission, retirement of partners, etc.
However, in those situations where partnership deed remains silent, the general provisions of Partnership

Act will apply e.g.
1. No interest is to be allowed on Capital in case such provision is not given in partnership deed.
2. No interest is to be charged on Drawings made by the partners.



92  Accounting and Financial Management for I.T. Professionals

3. If any partner apart from his share capital, advances loan to the firm, he is entitled to receive interest
at 6% per annum.

4. In the absence of partnership deed, profits and losses are to be shared equally by partners irrespective
of their capitals contributed to the firm.

3.9.3 Final Accounts of Partnership
(a) The method of preparing final accounts of a partnership firm is not different from the one followed

for the preparation of final accounts for a sole proprietorship concern.
(b) There will be a separate capital account for each partner. The amount of profit or loss, drawings

etc. will be all credited or debited to that accounts.
(c) Steps involved in preparation of final accounts from trial balance are given below.

3.9.4 Preparation of Final Accounts from Trial Balance
Steps involved in preparation of final accounts from trial balance in case of partnership business is as
follows:

Step 1: Prepare Trading and P & L A/c as in case of sole proprietorship concern excluding expenses
and incomes related to partners only. Transfer the balancing figure to partner’s Capital A/c in
profit/loss sharing ratio.

Step 2: Prepare partner’s Capital A/c by posting all the expenses and incomes related to partners
and also transfer the balancing figure of Trading and P & L A/c to partner’s Capital A/c in
profit/loss sharing ratio. The rule and format for posting in partner’s Capital A/c is as
follows:

Rule:
     Dr. (Decrease)

Partner’s Capital A/c
     Cr. (Increase)

Format:
Let ‘A’ and ‘B’ be two partners.

Dr. Cr.

Date Particulars A B Date Particulars A B

To Balance b/d:

 A’s Capital A/c -------

 B’s Capital A/c --------

Total = = Total = =

Step 3: Prepare a Balance Sheet as in case of sole proprietorship concern by posting balancing figure
of partner’s Capital A/c (under step 2) on liability side under head partner’s Capital A/c e.g.
A’s Capital A/c and B’s Capital A/c in above case.
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3.9.5 Mechanism Involved in Preparation of Final Accounts for Partnership Firm

Trial
Balance

Income Statement

Balance Sheet

Contains
Partner’s Capital A/c

Goes to

Goes to

Expenses

Incomes

Expenses*

Incomes*

Liabilities
Assets

* denotes expenses and incomes related to partners only e.g. interest on capital, interest on
drawings, salaries to partners are some incomes/expenses related to partners.

Illustration 6
Following is the trial balance of a partnership firm as on 31st March 2001 where ‘A’ and  ‘B’ are partners.
Interest on capitals and drawings are allowed @ 6% per annum. ’B’ is also entitled to salary of Rs. 6000
per annum. The profit sharing ratio is 3:1.

Additional Information
l Closing stock amounting to Rs. 5000 — R/M (Raw Material)

           Rs. 10000 — FG (Finished Goods)
l Goods taken by ‘B’ for personal use amounting to Rs. 2000.
l Provide additional provision of Bad Debts @ 3% per annum.
l Material not recorded amount to Rs. 2000.
l Provision for depreciation:

Land and Building (L & B) — @ 3% per annum
Plant and Machinery and Furniture (P & M & F) — @ 10% per annum

Prepare Final Accounts
Trial Balance

Particulars Dr. Cr.

A’s Capital A/c 50000

B’s Capital A/c 20000

Opening stock—R/M 4000

Opening stock—FG 9000

Purchases 74000

Sales 174080

Purchases return 200

Sales return 400

Wages 42400

Salaries 12000

Contd...
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Particulars Dr. Cr.

Insurance 400

Postage 400

Travelling 2100

Advertising 6100

Bad debts 300

Reserve funds 20000

Bills payable 16200

Discount allowed 580

Discount received 340

Land and building 16000

Plant and machinery 59000

Furniture 600

Debtors 42000

Creditors 15820

Cash 1600

Bank 6000

Power 3000

Lighting 500

Provision for bad debts 500

Carriage 760

Office expenses 4000

A’s Drawing 9000

B’s Drawing 3000

Total 297140 297140

Solution
Income Statement

Manufacturing A/c and Trading and P & L and P & L (Appr.) A/c

Particulars Amount Particulars Amount

To Opening Stock—R/M 4000 By Cost of production 116960
To Purchases 74000

Less Return 200
Less Closing stock 5000
Less Material not
recorded 2000 66800

To Power 3000
To Carriage 760
Total 116960 Total 116960

Contd...
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Particulars Amount Particulars Amount

To cost of production 116960 By Sales 174080

To Finished goods 9000   Less Return 400 173680

Less Goods taken by B 2000 7000

By Closing stock - FG 10000

To Gross Profit (GP) 59720

Total 183680 Total 183680

To Salary 12000 By GP 59720

To Insurance 400 By Discount received 340

To Postage 400

To Travelling expenses 2100

To Discount allowed 580

To Advertising 6100

To Lighting 500

To Office expenses 4000

To Bad debts 300

To Depreciation

— P and M and F 5960

— Building 480

To Provision for bad debts 1260

To Net Profit (NP) 25980

Total 60060 Total 60060

To Interest on capital: 8400 By NP 25980

A  : 6300

B  : 2100 By Interest on drawings: 720

To Salary to B 6000   A’s Capital A/c 540

To Balance b/d: 12300   B’s Capital A/c 180

A’s Capital A/c 9225

B’s Capital A/c 3075

Total 26700 Total 26700

Partner’s Capital Account
Dr. (decrease) Cr. (increase)

Particulars A B Particulars A B

To Drawings 9000 3000 By Balance 50000 20000

To Interest on drawings 540 180 By Interest on capital 6300 2100

To Goods taken by B 2000 By P & L (App.) A/c 9225 3075

To Balance b/d 55985 25995 By Salary to B 6000

Total 65525 31175 Total 65525 31175
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Balance Sheet

Liabilities Amount Assets Amount

A’s Capital A/c 25995 Land and building 16000

B’s Capital A/c 55985   Less Depreciation           480 15520

Reserve fund 20000 P and M and F 59600

Bill payable 16200 Less dep. 5960 53640

Creditors 15820 Debtors 42000

Less Provision for bad debt 1760 40240

Cash 1600

Bank  6000

Closing stock—R/M 5000

Add Material not recorded 2000 7000

Closing stock—FG 10000

Total 134000 Total 134000

3.10 FINAL ACCOUNTS FOR COMPANIES
l The monetary transactions of a limited company are recorded in the same manner as those of a sole

trading concern or partnership firm. The special transactions related to formation of company are
governed by provisions of Companies Act 1956 amended up to date. The general principles applicable
to preparation of trading and profit and loss account as well as balance sheet of sole proprietorship
concern also hold good in respect of final accounts of a limited company. However, the preparation
and presentation of final accounts of company are governed strictly by the provisions of Companies
Act 1956 amended up to date.

l There is a range of provisions contained in Companies Act 1956 which regulate the accounting for,
and the record of, business transactions of a company but only certain salient points profoundly
affect the preparation of final accounts. They are,
1. The balance sheet and profit and loss account of a company are to be drawn up in strict conformity

with the provisions of section 211 and schedule VI of Companies Act 1956.
2. Annual accounts of a company which are statutorily required to be filed with the registrar of

companies, comprises of balance sheet, profit & loss account, and every other documents annexed
or attached to balance sheet and profit & loss account. The auditor’s report on annual accounts
is attached to balance sheet of the company. This annual accounts of a company must give a ‘true
and fair view, of the state of affairs of a company at the end of financial year including the profit
or loss position under Section 211 of the Company Act. Truly speaking, the provisions of
Companies Act regulates every aspect of not only the preparation of final accounts but also the
accounting for business transactions.

Balance Sheet of Companies
l Distinction between a Company’s Balance Sheet and Firm’s Balance Sheet
A Company’s Balance Sheet is different from a Firm’s Balance Sheet in the following respects:
1. A company’s Balance Sheet is prepared in the order of permanence whereas a partnership firm’s

Balance Sheet is usually prepared in the order of liquidity.
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2. For a company’s Balance Sheet, there are two standard forms prescribed under the Companies Act
1956 whereas, there is no standard form prescribed under the Indian Partnership Act 1932 for a
partnership firm’s Balance Sheet.

3. In case of a company’s Balance Sheet, previous year’s figures are required to be given whereas, it
is not so in the case of a partnership firm’s Balance Sheet.
l Form of Balance Sheet:

Balance Sheet
(Main Headings only)

(As per Section 211, Schedule VI, Part I)

LIABILITIES Previous Yr. Current Yr. ASSETS Previous Yr. Current Yr.

Share Capital Fixed Assets
Authorized: (1) Goodwill
————Shares of (2) Land
Rs.—— each (3) Buildings
Issued: (4) Leaseholds
————Shares of Rs. (5) Railway sidings
—— each (6) Plant and machinery
Subscribed: (7) Furniture and
————Shares of fittings
Rs.—— each (8) Development of

property
Paid-up capital: (9) Patent, trade
Rs. —— per share called up marks and designs
Less: Unpaid calls (10) Livestock and
Add: Forfeited shares (11) Vehicles, etc.
(Amount originally paid-up)

Reserves and Surplus Investments
(1) Capital reserves (1) Investment in
(2) Capital redemption government or

reserve trust or trust
(3) Share premium account securities
(4) Other reserves, (2) Investment in

specifying the nature of shares, debentures
each reserve or bonds

(5) Profit & Loss account (3) Immovable properties
or surplus i.e. balancing (4) Capital of
figure carried over as partnership firms
per Profit & Loss
(appropriation) account Current Assets,

(6) Proposed additions to Loans and Advances
reserves A. Current Assets:

(7) Sinking funds (1) Interest accrued
    on investment

Contd...
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LIABILITIES Previous Yr. Current Yr. ASSETS Previous Yr. Current Yr.

Secured loans
(1) Debentures (2) Stores and spare
(2) Loans and advances from parts

banks (3) Loose tools
(3) Loans and advances from (4) Stock-in-trade

subsidiaries (5) Work-in-progress
(4) Other loans and advances (6) Sundry debtors

(7) Cash balance in
Unsecured loans hand
(1) Fixed deposits (8) Bank balance
(2) Loans and advances

from subsidiaries B. Loans and
(3) Short-term loans and     Advances:

advances (9) Loans and advances
(4) Other loans and advances to subsidiaries

(10) Loans and
Current Liabilities and advances to
Provisions partnership firm in
A. Current Liabilities which company or
(1) Acceptances any of its
(2) Sundry creditors subsidiaries is a
(3) Subsidiary companies partner
(4) Advance payment and (11) Bill of exchange

unexpired discounts (12) Advances
(5) Unclaimed dividends recoverable in
(6) Other liabilities cash or kind or
(7) Interest accrued but not value to be received,

due on loans e.g. rates, taxes,
insurances, etc.

B. Provisions (13) Balances with
(8) Provision for taxation custom, port trust,
(9) Proposed dividends etc.

(10) Provision for
contingencies Miscellaneous

(11) Provision for provident Expenditure
fund schemes (to the extent not

(12) Provision for insurance, written off or
pension and similar staff adjusted)
benefit schemes (1) Preliminary

(13) Other provisions expenses
(2) Expenses

including

Contd...
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LIABILITIES Previous Yr. Current Yr. ASSETS Previous Yr. Current Yr.

commission or
brokerage or
underwriting of
subscription of
shares or
debentures

(3) Interest paid out
of capital during
construction

(4) Development
expenditure not
adjusted

(5) Other sums,
specifying nature

Total Total

Footnote may be added as
the following:
(1) Claims against the

company not
acknowledged as debts

(2) Uncalled liability on shares
partly paid-up

(3) Arrears of fixed cumulative
dividends

(4) Estimated amount of
contracts remaining to be
executed on capital
account and not provided
for

(5) Other sums for which the
company is contingently
liable

Note: Amounts shown above dotted line (———) are excluded from total of Balance Sheet.

Profit & Loss Account of Companies
No standard form has been prescribed by law for the profit & loss account of a company as has been done
for the balance sheet. This is due to the reason that there are many different types of companies and
industries, with their own peculiar characteristics, for which one set form cannot be suitable. However, the
part II of schedule VI of the Companies Act has specified presentation and disclosure requirements in
respect of items of income and expenditure.
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Vertical presentation of Final Accounts for Joint Stock Companies (condensed
form)

Income Statement for the year ———

Particulars              Amount (Rs.)

Sales ——
Less Cost of Goods Sold (COGS)         Trading A/c ——

Gross Profit (GP)/(Gross Loss) ——@
Less Operating Expenses (OE) ——

Operating Profit (OP) ——@
Add Non operating income/Less non operating losses ——

Earning Before Interest and Tax (EBIT) ——@
Less Interest ——    P & L A/c

Earning Before Tax (EBT) ——@
Less Tax ——

Profit After Tax (PAT)/Net Profit (NP) ——@
Less Provision for dividend ——
Less Transfer to general reserve ——
Less Transfer to other reserves              P & L (appropr.) A/c ——

Profit & Loss A/c ——@

                    Goes to

Balance Sheet liability side (under the head Reserves and Surplus as Profit & Loss A/c or Retained
Earnings (RE)

Note:
l @ Stands for balancing figure.
l OE includes general and administrative expenses plus selling and distribution expenses plus

depreciation.
l Interest is tax-deductible item means interest is charged before the tax is levied. Whereas dividend

is not tax-deductible item means dividend is paid after tax is paid. This is the reason why debt is
cheaper source of finance as compared to equity.

Balance Sheet as on ———

Particulars Amount (Rs.)

Fixed Assets (FA) —

Investment —

Current Asset (CA) — —

    Less Current Liability (CL) — —

Net Working Capital (NWC) —

Total ==

Contd...
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Particulars Amount (Rs.)
Financed by:

Equity capital —

Reserves and surplus (R and S) —

Long-term debt:

Debentures/bonds —

Term loans —
Total ==

Remark
In case of sole proprietorship concern Net Profit (NP)/Net Loss goes to balance sheet and is adjusted with
capital account as follows:

       Capital Account
  Add Net Profit/Less Net Loss

Illustration
From the following information prepare financial statements of ABC Ltd. for the year ending 31, March
2005.

Trial Balance
(As on 31st March 2005)

Particulars Dr. (Rs.) Cr. (Rs.)

Stock 6,80,000

Furniture and fixture 5,00,000

Discount allowed 40,000

Loan to directors 80,000

Bad debts 35,000

Advertisement 20,000

Purchases 23,19,000

Commission 1,20,000

Plant and machinery 8,60,000

Rent 25,000

Current account with bank 45,000

Cash in hand 8,000

Interest on bank loan 1,16,000

Preliminary expenses 10,000

Wages 9,00,000

Consumables 84,000

Freehold land 15,46,000
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Particulars Dr. (Rs.) Cr. (Rs.)

Tools and equipment 2,45,000

Goodwill 2,65,000

Debtors 2,87,000

Bills receivable 1,53,000

Dealer aids 21,000

Insurance premium (Marine) 30,000

Trade expenses 72,000

Distribution freight 54,000

Debenture interest 20,000

Equity Capital (Shares of Rs. 10 each) 25,00,000

11% Debentures 5,00,000

Bank loan 6,45,000

Bills payable 1,25,000

Creditors 1,56,000

Sales 42,68,000

Rent received 46,000

Transfer fees 10,000

Profit & loss account 1,39,000

Accumulated depreciation—machinery 1,46,000

Total 85,35,000 85,35,000

The Closing Stock valued as on 31, March 2005 is Rs. 8,23,000.

Solution
ABC Limited

Profit & Loss Account for the Year ending March 31, 2005

Dr.     Cr.

Particulars Amount Particulars Amount

To Stock 6,80,000 By Sales 42,68,000

To Purchases 23,19,000 By Rent received 46,000

To Consumables 84,000 By Transfer fees 10,000

To Wages 9,00,000 By Closing stock 8,23,000

To Bad debt written off 35,000

To Discount allowed 40,000

To Rent paid 25,000

To Commission paid 1,20,000

To Interest on bank loan 1,16,000

To Advertisement 20,000

Contd...
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Dr. Cr.
Particulars Amount Particulars Amount

To Dealer aids 21,000

To Insurance (Marine) 30,000

To Trade expenses 72,000

To Distribution freight 54,000

To Debenture interest 20,000

To Net profit 6,11,000

Total 51,47,000 Total 51,47,000

ABC Limited
Balance Sheet as at March 31, 2005

Liabilities Amount Assets Amount

Equity Share Capital 25,00,000 Fixed Assets

(2,50,000 shares of Goodwill 2,65,000
Rs. 10 each) Freehold land 15,46,000

Furniture and fixture 5,00,000

Reserves and Surplus Plant and machinery 7,14,000

Profit & Loss 1,39,000 7,50,000 Tools and equipment 2,45,000
Account

Add:  Current year’s 6,11,000 Investments
net profit

Current Assets, Loans and

Secured Loan Advances

11% Debentures 5,00,000 Current Assets:

Bank loan 6,45,000 Stock 8,23,000

Debtors 2,87,000

Unsecured Loans Current account 45,000

Cash in hand 8,000

Current Liabilities and Loans and Advances:

Provisions Loans to Director  80,000

Bills payable 1,25,000 Bills payable 1,53,000

Sundry creditors 1,56,000

Miscellaneous Expenses

Preliminary expenses 10,000

Total 46,76,000 Total 46,76,000
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Exercises
Q. 1. What are Final Accounts? What purpose do they serve?
Q. 2. Distinguish between Profit & Loss Account and Balance Sheet, also give their format.
Q. 3. Differentiate between Trading Account and Profit & Loss Account. What is the purpose of

preparing trading and profit & loss account?
Q. 4. Distinguish between Trial Balance and Balance Sheet.
Q. 5. Explain the format of trading account. Illustrate your answer with suitable example.
Q. 6. What adjustments are necessary at the time of preparing Final Accounts? Give two examples.
Q. 7. What do you understand by Manufacturing Account? What items are found in a Manufacturing

Account?
Q. 8. Distinguish between:

(i) Current Assets and Fixed Assets.
(ii) Current Liabilities and Long-term Liabilities.

Q. 9. What do you understand by financial statements? Discuss the significance of financial statements
to various parties interested in business concern.

Q. 10. Define Profit & Loss account or Income Statement. Explain the format of profit & loss account.
Q. 11. Briefly describe the following:

(i) Gross Profit
(ii) Net Profit
(iii ) Operating Profit

Q. 12. What do you understand by
(a) Cost of Goods sold
(b) Direct expenses
(c) Indirect expenses

Q. 13. Briefly describe the steps involved in preparation of final accounts in case of
(a) Manufacturing business (b) Trading business of sole proprietorship concern.

Q. 14. Write short note on
(a) Final Accounts for Partnership firm
(b) Final accounts for Companies

Q. 15. Briefly describe meaning, need and objective of Accounting standards in India and explain
in what context they differ from International Accounting Standard (IAS).

Q. 16. Describe Generally Accepted Accounting Principles (GAAP) with the help of suitable examples.
Q. 17. From the following balances draw up a Trading and Profit & Loss Account and Balance

Sheet.

Particulars Amount (Rs.)

Prakash’s Capital 20,000
Bank Overdraft 5,000
Machinery 13,400
Cash in hand 1,000
Fixtures & Fittings 5,500
Opening Stock 45,000
Bills Payable 7,000

Contd...
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Particulars Amount (Rs.)

Creditors 40,000
Debtors 63,000
Bills Receivable 5,000
Purchases 50,000
Sales 1,29,000
Return from customers 1,000
Return to creditors 1,100
Salaries 9,000
Manufacturing wages 4,000
Commission and T.A. 5,500
Trade Expenses 1,500
Discount (Cr.) 4,000
Rent 2,200

The closing stock amounted to Rs. 52,000.
Q. 18. From the understated Trial balance of M/s Rashu Brothers prepare (a) Manufacturing

Account (b) Trading and Profit & Loss Account and (c) Balance Sheet.

Trial Balance as on 31st December 2004

Debit balances Amount (Rs.) Credit balances Amount (Rs.)

Wages 20,000 Sales 1,74,000
Stock (Raw Materials) 1.1.2004 5,710 Profit and Loss Balance 12,000
Purchases 88,274 1.1.2004
Carriage Inward 3,686 Capital 1,30,000
Repairs 6,000
Salaries (factory) 2,100
Salaries General 1,000
Rates and Taxes 2,240
Travelling Expenses 3,550
Insurance (Factory) 700
Insurance General 80
Bad debts 410
General Expenses 2,942
Carriage Outward 9,424
Various Assets 1,13,884
Stock (Finished goods) 1.1.2004 56,000

Total 3,16,000 Total 3,16,000

The Closing Stocks are as follows:
Raw materials Rs. 40,000
Work-in-progress 12,000
Finished goods 6,000
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Errors and their Rectification

ACCOUNTANCY

You did not take your studies seriously that is why you could not get good

marks. You committed an error. You fell in some bad company.  You may

commit many such errors in your day to day life. Similarly, an accountant

can also commit errors while recording business transactions in books of

accounts, in their posting or balancing the accounts and so on. These errors

should be located and corrected as soon as possible so that accounts give

true and fair results of the operations of the business enterprise. You have

learnt that in case Trial Balance does not agree it means there are some

accounting errors. There can be some errors which do not affect the Trial

Balance i.e. trial balance still tallies. In this lesson you will learn about

locating, classifying and analysing accounting errors and their rectification.

OBJECTIVES

After studying this lesson you will be able to :

l state the meaning of accounting error and method of location of the

accounting error/errors;

l classify the accounting errors;

l explain the meaning and methods of rectification of errors;

l prepare suspense account.

11.1 MEANING OF ACCOUNTING ERROR AND THEIR

LOCATION

In our life we make many mistakes. As soon as these are detected, he/she

corrects them. In the similar manner, an accountant can also make mistakes

11

ERRORS AND THEIR

RECTIFICATION
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or commit errors while recording and posting transactions. These are called

‘Accounting Errors’. So accounting errors are the errors committed by

persons responsible for recording and maintaining accounts of a business

firm in the course of accounting process. These errors may be in the form

of omitting the transactions to record, recording in wrong books, or wrong

account or wrong totalling and so on.

Accounting errors can take the following forms:

l Omission of recording a business transaction in the Journal or Special

purpose Books

l Not posting the recorded transactions in various books of accounts to

the respective accounts in ledger

l Mistakes in totalling or in carrying forward the totals to the next page

l Mistake in recording amount wrongly, writing it in a wrong account or

on the wrong side of the account.

Again there may be two types of accounting errors (i) That cause the

disagreement of trial balance, (ii) That do not affect the agreement of Trial

Balance.

Locating Errors

It is obvious that if there are errors they must be located at the earliest. After

locating the errors, they are to be rectified. In accounting also once it is

established there are some accounting errors these need to be located and

detected as early as possible. How to locate the errors?

Steps to be taken to locate the accounting errors can be stated as follows:

(A) When the Trial Balance does not agree

(i) Check the columnar totals of Trial Balance

(ii) Check that the balances of all accounts (including cash and bank

balances) in the ledger have been written and are written in the correct

column of trial balance i.e. debit balance in the debit column and credit

balance in the credit column.

(iii) Find the exact figure of difference with trial balance and see that:
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(a) No account of a similar balance has been omitted to be shown

in the Trial Balance or

(b) A balance amount which is half of the amount of difference

amount but is written on the wrong side of the trial Balance.

(iv) Recheck the totals of Special Purpose Books.

(v) Check the balancing of the various accounts in the ledger.

(vi) If difference is still not traced, check each and every posting from the

Journal and various Special Purpose Books, one by one in the ledger.

(B) When the Trial Balance agrees.

You have already learnt that if the totals of the two amount columns of trial

balance tally it is no conclusive proof of the accuracy of accounts. There

may still be some accounting errors. These errors may not be immediately

traced but may be detected at much later stage. These are rectified as and

when detected.

Following are the errors which don’t affect the trial balance :

(i) Omission to record a transaction in a journal or in a Special Purpose

Book. For example, goods purchased on credit but are not recorded

in the Purchases Book at all.

(ii) Recording a wrong amount of an item in journal or in a Special Purpose

Book. For example, sale of Rs. 2550 on credit entered in the Sales Book

as Rs.5250.

(iii) Posting the correct amount on the correct side but in wrong account.

For example, cash received from Jagannathan was credited to

Vishvanathan.

(iv) An item of Capital Expenditure recorded as an item of Revenue

Expenditure and vice-a-versa. For example, Repairs to Building was

debited to Building A/c.

Why does the trial balance still agree though there may be above stated

errors? Reason is that in the above cases the debits and credits are affected

simultaneously by the same amount.
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INTEXT QUESTIONS 11.1

Do the following errors affect the trial balance or do not affect the trial

balance? Write ‘Yes’ if it affects and ‘No’ if does not affect.

1. Sold goods of Rs.3200 to Anil Nayar, but it is not entered in the Sales

Book.

2. Purchased goods of Rs.2400 from Simran and is correctly entered in

the Purchases Book but posted to the credit of her account in the ledger

as Rs.3400.

3. Total of the Purchases Book is incorrect.

4. An amount of repair to building is debited to Building Account.

11.2 CLASSIFICATION OF ACCOUNTING ERRORS

Various accounting errors can be classified as follows :

A. On the basis of their nature

(a) Errors of omission

(b) Errors of commission

(c) Errors of principle

B. On the basis of their impact on ledger accounts

(a) One sided errors

(b) Two sided errors.

A. On the basis of their nature

(a) Errors of omission

As a rule, a transaction is first recorded in books of accounts. However,

accountant may not record it at all or record it partially. It is called an error

of omission. For example, goods purchased on credit are not recorded in

Purchases Book or discount allowed to a customer was not posted to

Discount A/c in the ledger.

In the first case it is a complete omission. Therefore, both debit and credit

are affected by the same amount. Therefore, it does not affect the Trial

Balance.

The second example is the example of partial omission. It affects only one

account i.e. Discount A/c. Therefore it affects Trial Balance.
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(b) Errors of commission

When the transaction has been recorded but an error is committed in the

process of recording, it is called an error of commission. Error of

commission can be of the following types:

(i) Errors committed while recording a transaction in the Special Purpose

books. It may be :

l Recording in the wrong book for example purchase of goods from

Rakesh on credit is recorded in the Sales Book and not in the

Purchases Book.

l Recording in the book correctly but wrong amount is written. For

example, goods sold to Shalini of Rs.4200 was recorded in the

Sales Book as Rs.2400

In the above two cases two accounts are affected by the same amount,

debit of one and the credit of the other. Therefore, trial balance will not

be affected.

(ii) Wrong totalling : There may be a mistake in totalling Special Purpose

Book or accounts. The totalled amounts may be less than the actual

amount or more than the actual amount. First is a case of undercasting

and the other of overcasting. For example, the total of Purchases Book

is written as Rs.44800 while actual total is Rs. 44300, the total of Sales

Day Book is written as Rs.52500 while it is Rs.52900.

It is a case of an error affecting one account hence it affects trial balance.

(iii) Wrong balancing : While closing the books of accounts at the end of

the accounting period, the ledger accounts are balanced. Balance is

calculated of the totals of the two sides of the account. It may be wrongly

calculated. For example, the total of the debit column of Mohan’s

A/c is Rs.8600 and that of credit column is Rs.6800. The balance

calculated is as Rs.1600 while the actual balance is Rs.1800.

It has affected one account only, therefore, the Trial Balance gets

affected.

(iv) Wrong carry forward of balances or totals : Totals or balances are carried

forward to the next page. These may be carried forward incorrectly. For

example, the total of one page of the Purchases  Book. of Rs.35,600

is carried to next page as Rs.36500.

Again the error affects one account only. Therefore, Trial Balance gets

affected.
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(v) Wrong Posting : Transactions from the journal or special purpose books

are posted to the respective accounts in the ledger. Error may be

committed while carrying out posting. It may take various forms such

as, posting to wrong account, to the wrong side of the account or posted

twice to the same account. For example goods purchased of Rs.5400

from Rajesh Mohanti was posted to the debit of Rajesh Mohanti or

posted twice to his account or posted to the credit of Rakesh Mohanti.

In the above examples, only one account is affected because of the error

therefore, Trial Balance is also affected.

Compensating Errors

Two or more errors when committed in such a way that there is increase

or decrease in the debit side due to an error, also there is corresponding

decrease or increase in the credit side due to another error by the same

amount. Thus, the effect on the account is cancelled out. Such errors are

called compensating errors. For example, Sohan’s A/c is debited by

Rs 2500 while it was to be debited by Rs 3500 and Mohan’s A/c is debited

by Rs 3500 while the same was to be debited by Rs 2500. Thus excess debit

of Mohan’s A/c by Rs.1000 is compensated by short credit of Sohan’s

A/c by Rs.1000.

As the debit amount and the credit amount are equalised, such errors do

not affect the agreement of Trial Balance, but the fact remains that there

is still an error.

(c) Error of Principle

Items of income and expenditure are divided into capital and revenue

categories. This is the basic principle of accounting that the capital income

and capital expenditure should be recorded as capital item and revenue

income and revenue expenditure should be recorded as revenue item. If

transactions are recorded in violation of this principle, it is called error of

principle i.e. the capital item has been recorded as revenue item and revenue

item is recorded as capital item. For example, Rs. 5000 spent on the repairs

of building is debited to Building A/c while it should have been debited

to Repair to Building A/c. It is a case of error of principle because

expenditure on repairs of building is a revenue expenditure, while it has

been debited to Building A/c taking it as an item of capital expenditure.

As both the sides i.e. credit as well as debit remain affected, the trial Balance

also is not affected by such errors.
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B. On the basis of impact on ledger accounts

Errors may affect one side i.e. either debit or credit side of an account or

its two sides i.e. both debit and credit thus errors may be divided as:

(a) One sided errors

(b) Two sided errors

(a) One sided errors

Accounting errors that affect only one side of an account which may be

either its debit side or credit side, is called one sided error. The reason of

such error is that while posting a recorded transaction one account is

correctly posted while the corresponding account is not correctly posted.

For example, Sales Book is overcast by Rs.1000. In this case only Sales

A/c is wrongly credited by excess amount of Rs.1000 while the corresponding

account of the various debtors have been correctly debited. Another

example of one sided error is Rs 2500 received from Ishita is wrongly

debited to her account. In this case, only Ishita’s account is affected, amount

in the cash-book is correctly written. This type of mistake does affect the

trial balance.

(b) Two sided errors

The error that affects two separate accounts, debit side of the one and credit

side of the other is called two sided error. Example of such error is purchase

of machinery for Rs.1000 has been entered in the Purchases Book. In this

case, Purchases A/c is wrongly debited while Machinery A/c has been

omitted to be debited. So two accounts i.e. Purchases A/c and the Machinery

A/c are affected.

INTEXT QUESTIONS 11.2

Following are the accounting errors. Write against each error the type i.e.

error of omission, error of principle, compensatory error, error of commission

as per the nature of error:

(i) Purchase of Furniture is entered in the Purchase Book

(Error of ............)

(ii) Repairs of building is debited to Building A/c. (Error of ............)

(iii) Sales Book is totalled Rs 15000 instead of its 14600.

(Error of ............)

(iv) Mohan’s A/c was to be debited by Rs 4500 and Sohan A/c was to be

debited by Rs. 5500 while Mohon’s A/c was debited by Rs. 5500 and

that of Sohan’s A/c by Rs. 4500. (Error of ............)
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11.3 RECTIFICATION OF ACCOUNTING ERRORS

By now you must have understood well that every business enterprise

prepares its financial statements to provide information of profit earned or

loss incurred by it during an accounting period and its financial position

on the relevant date. This information will be most useful only if the

information is accurate. How can the business concern achieve this

objective if there are number of errors in the accounting? Your immediate

response will be that errors in accounts should be detected at the earliest

and be corrected before preparing the financial statements.

It should be clear in your mind that the errors should never be rectified by

erasing or overwriting because it will encourage manipulations and frauds

in accounts.

In accounting practice there are some definite methods to rectify the

accounting errors. These are based on accounting practices and procedures.

Rectification of errors using these methods is called rectification of

accounting errors. So it is a process of rectification. It is generally done by

passing an entry to nullify the effect of error.

Methods of rectification of accounting errors

Before preparing Trial Balance

(i) instant correction

(ii) correction in the affected account

After preparing Trial Balance

Before preparing Trial Balance

(i) Instant correction

If the error is detected immediately after making an accounting entry,

it may be corrected by neatly crossing out the wrong entry and making

the correct entry and the accountant should put his initials. For example,

an amount of Rs. 3500 is written as Rs. 5300. This can be corrected

as 3500.

(ii) Correction in the affected accounts.

In case error is detected on a date later than the date on which the

transaction was recorded but before the Trial Balance, the rectification

will be made by making a correction in the affected account. A few

Illustrations of accounting errors corrected by this method are as

follows :
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Illustration 1

Purchases book is overcast for the month of July, 2006 by Rs 8000.

Solution.

Accounts Affected

The total of the Purchase Book is posted to the debit of Purchase

A/c. Therefore Purchase A/c is affected.

Rectification:

To nullify the effect of the error, the entry of Rs 8000 will be made on the

credit side of the Purchase A/c. With the words written as. “The amount

of Purchase Book is overcast for the month of July 2006.”

Purchase A/c
Dr Cr

Date Particulars F Amount Date Particulars F Amount

(Rs.) (Rs.)

Amount as

per Purchase

Book, for

the month of

July, 2006 8000

Illustration 2

A sum of Rs 1200 paid to Ashok has been wrongly credited to his account.

Solution.

Accounts affected

Ashok A/c is affected because his account has been credited instead of being

debited.

Rectification

In this case Ashok A/c is to be debited to nullify the effect of its being

wrongly credited at the same time it is to be debited for cash payment.

Rectification is done as under :

Ashok A/c
Dr Cr

Date Particulars F Amount Date Particulars F Amount

Rs Rs

Amount 2400 Cash A/c 1200

Paid wrongly

Credited
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Illustration 3

Purchase of furniture of Rs 5000 was entered in the Purchases Book.

Solution.

Accounts affected

Furniture Account and Purchases account have been affected. Furniture

Account has been omitted  to be debited while Purchases account is wrongly

credited.

Rectification

In this case Purchases account is credited to nullify as it is wrongly credited

as furniture account is debited in it was to be debited but was omitted.

Furniture A/c

Dr Cr

Date Particulars F Amount Date Particulars F Amount

Rs. Rs.

2006

Jan 15 Amount 5000

transferred

Purchase A/c

Purchase A/c
Dr Cr

Date Particulars F Amount Date Particulars F Amount

Rs. Rs.

2006

Jan 15 Amount 5000

transferred to

Furniture

Rectification Through Journal entry

In case of the above illustration journal entry for rectification made is :

Dr. Cr.

Date Particulars LF Amount Amount

Rs Rs

2006

Jan 15 Furniture A/c 5000

To Purchase A/c 5000

(Furniture purchased

on credit is wrongly

entered in the purch-

ases Book is now

corrected)
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Illustration 4

Amount of Rs 15000 received from Govind was credited to Har Govind.

Solution.

The two accounts affected are Govind’s A/c which is not credited and Har

Govind’s A/c which is wrongly credited.

Rectification entry in Journal is :

Har Govind A/c Dr 15000

To Govind A/c 15000

(Amount received from Govind

wrongly credited to Har Govind

is now rectified.)

Illustration 5

Following are some accounting errors. Rectify them by making journal

entries :

(i) Sales for Rs.20000 made to Malvika was not entered in the Sales Book.

(ii) Salary of Rs.7500 paid to Accountant Raman was debited to his

personal account

(iii) Old furniture sold for Rs.2800 was entered in the Sales Book.

(iv) Carriage paid Rs.500 on purchase of a Machine was debited to Carriage

A/c

(v) Cash Rs.50000 paid to the creditor Atulya Ghosh was debited to Praful

Ghosh’s A/c

Solution :

Journal.

Date Particulars Amount Amount

Rs Rs

(i) Malvika Dr 20000

To Sales A/c 20000

(Sale to Malvika omitted

to be entered in Sales

Book is corrected)
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(ii) Salary A/c Dr 7500

To Raman 7500

(Salary paid to Raman was debited

to his personal account is now corrected)

(iii) Sales A/c Dr 2800

To Furniture A/c 2800

(Old furniture sold was entered in the

sales Book is now corrected)

(iv) Machine A/c Dr 500

To Carriage A/c 500

(Amount paid for carriage on purchase

of machine is debited to carriage A/c is

now corrected)

(v) Atulya Ghosh Dr 50000

To Praful Ghosh 50000

(Amount paid to Atulya Ghosh was

debited to Praful Ghosh is corrected)

INTEXT QUESTIONS 11.3

1. Cash received from Ashok Rs 2500 were posted to his account as

Rs.5200. Accountant erased amount of Rs 5200 and wrote Rs 2500 in

its place. Is he justified in doing so?

2. Accountant corrected an error of writing Rs 7200 instead of Rs 5200

in the following manner, is he justified  to do so?

Rs 7200

Rs 5200

3. Total of the Sales Book was overcast by Rs 1000. Accountant corrected

the error in the following manner :

Amount as per Sales Book Rs.1000

On which side of the Sales A/c he should write the above amount?

4. Wages paid of Rs.1200 were omitted to be recovered in the Cash Book.

What journal entry will be made to rectify the error?
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11.4 RECTIFICATION OF ERRORS THROUGH SUSPENSE

ACCOUNT

You have learnt that the Trial Balance prepared at the end of a period by

the business concern must agree. It means the sum of its debit column and

sum of credit column should agree. But if the totals do not agree the

difference amount is written in a new account. This account is called

Suspense Account. If the total of the debit side of the Trial Balance is more

than the total of its credit side, the difference amount will be written in

Suspense A/c on its credit side i.e. Suspense A/c is credited and vice-a-

versa. You have also learnt that the two sides of the Trial Balance do not

agree because there is some error or errors in the accounts, which is reflected

in the Suspense Account. Thus, Suspense A/c is a summarised account of

errors.

Opening of a Suspense Account is a temporary arrangement. As soon as

the error that has led to Suspense Account is rectified, this account will

disappear. One point needs to be noted that Suspense A/c is the result of

one sided errors. So one sided errors are corrected through Suspense A/c.

Completing the double entry when an error is corrected by placing the

correct amount on the debit of the proper account, the credit is placed in

Suspense Account or vice-a-versa. For example, Gopal’s Account was

debited short by Rs.100. The error will be rectified through Suspense A/

c by debiting Gopal A/c and crediting Suspense A/c by Rs.100.

Journal entry for the same is as follows :

Gopal Dr. 100

To Suspense A/c 100

(Gopal’s A/c debited short

is now corrected)

Similarly, while correcting as one sided error the proper account is credited

with the correct amount, the debit is placed in the Suspense A/c. For

example, Sales Book for December, 2006 is undercast by Rs. 500. The error

will be rectified by debiting Suspense A/c and crediting Sales A/c.

Journal Entry for the same will be as follows :

Suspense A/c Dr 500

To Sales A/c 500

(Sales Book undercast is rectified)
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Illustration 6

Following are some accounting errors. Rectify the same through Suspense

A/c.

(i) Purchases Book has been overcast by Rs.200

(ii) Goods purchased from Manohar of Rs.2500 has been posted to the

debit of his account.

(iii) Cash of Rs.4500 paid to Munish was credited to Manish.

(iv) Discount Rs.100 allowed to Anthony was not debited to discount

account.

Solution.

(i) Accounting effect

Purchase A/c has been debited in excess by Rs.200

Rectification : Purchase A/c is credited by Rs.200 and Suspense A/c is

debited by Rs.200.

Journal entry

Suspense A/c Dr 200

To Purchases A/c 200

(Purchase Book overcast

is now corrected)

(ii) Accounting effect

Manohar A/c has been debited by Rs.2500 instead of it being credited by

the same amount.

Rectification

Manohar A/c is credited by Rs.5000

Journal Entry

Suspense A/c Dr 5000

To Manohar A/c 5000

(Goods purchased from

Manohar debited to

his account is now corrected)
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(iii) Accounting effect

Manish A/c is credited by Rs. 4500 while Manish A/c was to be debited

by the same amount.

Rectification. Manish A/c is to be debited by Rs. 4500 and Manish A/c

is also be debited by Rs. 4500 and Suspense A/c to be credited by Rs. 9000

Journal Entry :

Manish Dr 4500

Munish Dr 4500

To Suspense A/c 9000

(Cash paid to Munish was

wrongly credited to Manish,

now corrected)

(iv) Accounting effect

Discount A/c is omitted to be debited by Rs.100. This account is debited

and Suspense A/c is credited.

Journal Entry

Discount A/c Dr 100

To Suspense A/c 100

(Discount allowed is not

debited to discount A/c.)

Illustration 7

Rectify the following accounting errors through Suspense Account by

making journal entries :

1. Purchase of goods from Mohit for Rs2500 was entered in the Sales

Book, however Mohit’s Account was correctly credited.

2. Cash received from Anil a debtor Rs3200 was correctly entered in the

Cash Book but was omitted to be posted to his account.

3. Sales Book was overcast by Rs1500.

4. Cash of Rs4000 paid to Hanif was credited to Rafique A/c as Rs1400.

5. The total of Purchase Returns Book of Rs3150 was carried forward as

Rs1530.

6. Namita was paid cash Rs6500 but Sumita was debited by Rs6000.
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Solution

Particulars Amount Amount

Dr. (Rs) Cr. (Rs.)

1. Purchase A/c Dr 2500

Sales A/c Dr 2500

To Suspense A/c 5000

(Purchase of good was entered in the

the sale book now corrected)

2. Suspense A/c Dr 3200

To Anil A/c 3200

(Anil’s account omitted to be credited

 now rectified

3. Sales A/c Dr 1500

To Suspense A/c 1500

(Sales Book overcast is corrected)

4. Hanif A/c Dr 4000

Rafique A/c Dr 1400

To Suspense A/c 5400

(Cash paid to Hanif was wrongly credited

 to Rafique the error is now rectified)

5. Suspense A/c Dr 1620

To Purchase Returns A/c 1620

(Purchase Return Book is undercaste is

now rectified)

6. Namita A/c Dr 6500

To Sumita A/c 6000

To Suspense A/c 500

(Cash paid to Namita Rs 6500 was debited

 to Sumita by Rs 6000 is the error is rectified)

Rectification of two sided Errors

Error which affects two different accounts on the same sides or different

sides is called two sided error.
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Illustration 8

Furniture purchased from M/s Furniture House on 15th January, 2006 for

Rs 5000 was wrongly entered in the Purchases Book.

Solution

Accounts affected are Furniture A/c which is omitted to be debited and

Purchase A/c which is wrongly debited.

Rectification through Journal Entry

Furniture A/c Dr 5000

To Purchase A/c 5000

(Furniture purchased wrongly entered

in the Purchases Book now corrected)

INTEXT QUESTIONS 11.4

Answer the following in one sentence :

1. When is Suspense A/c opened?

_______________________________________________________

_______________________________________________________

2. When does Suspense A/c disappear?

_______________________________________________________

_______________________________________________________

3. What are two sided errors?

_______________________________________________________

_______________________________________________________

4. What type of errors are rectified through Suspense A/c?

_______________________________________________________

_______________________________________________________
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WHAT YOU HAVE LEARNT

l Accounting errors are the errors committed by persons responsible for

recording and maintaining accounts of a business firm in the course of

accounting process.

l Errors can be in the form of omission of recording of transaction in

various books or posting in ledger or mistake in totalling or recording

wrong amount or in wrong account.

l There can be accounting errors which affect the agreement of trial

balance and errors which do not affect the agreement of Trial Balance.

On the basis of nature accounting errors can be

(a) Errors of omission

(b) Errors of commission

(c) Errors of principle

l On the basis of impact on ledger accounts errors can be :

(a) one sided errors

(b) two sided errors

l Errors should never be rectified by erasing or overwriting.

l Methods of rectification of errors are

(a) Before preparing trial balance, instant correction and correction

in the affected account.

(b) After preparing trial balance through suspense Account

TERMINAL QUESTIONS

1. State the meaning of Accounting Errors.

2. Explain the following types of errors with suitable examples:

(a) Error of omission

(b) Compensating errors

(c) Error of principle
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3. A businessman has prepared trial balance of his business firm that has

agreed? He is satisfied that now there are no accounting errors. Do you

agree with him? If not list the errors that do not affect the agreement

of the trial balance.

4. When is a suspense Account opened? How are errors rectified through

Suspense A/c?

5. Rectify the following errors :

(i) Goods purchased on credit for Rs.8200 not recorded in the

Purchases Book.

(ii) Purchase Returns Book is overcast by Rs.1000.

(iii) Salary of Rs.3200 paid to Gopal the accountant was debited to

his personal account

(iv) Sales to Shakila of Rs.2400 was posted to her account

(v) Cash received from Suresh Rs.2000 was not entered in the books.

6. Rectify the following errors :

(i) Purchases Book is undercast by Rs.1500

(ii) Sales Return Book is overcast by Rs.1000

(iii) Sales Book is added short by Rs.100

(iv) The total of Purchases journal of Rs.7580 has been posted to

Purchases Account as Rs.5780

(v) The total of the page of Sales journal of Rs.24750 was carried

to next page as Rs.027450

7. Pass necessary journal entries to rectify the following errors :

(i) Sale of an old machine for Rs.4500 was posted to Sales account

(ii) Rent of proprietors residence of Rs.12000 was posted to Rent

Account.

(iii) A credit to Brij Mohan of Rs.6750 was posted to his account as

Rs.4750

(iv) Furniture purchased from M/s Decorates for Rs.22500 was

entered in the Purchases Book

(v) Salary paid to the accountant Sushil Gupta of Rs.6500 was debited

to his personal Account.



ACCOUNTANCY

MODULE - 2

Notes

Errors and their Rectification

Trial Balance and Computers

 224

8. The Book keeper of a firm found that his trial balance did not agree.

Its credit total exceeded the debit total by Rs.2850. He placed the

amount in Suspense A/c and subsequently found the following errors.

(i) A credit item of Rs.3490 has been debited to his personal Account

as Rs.4390.

(ii) A sum of Rs.2650 written off as depreciation on machine has not

been posted to Depreciation A/c.

(iii) Goods of Rs.5300 sold were returned by the customer and were

taken into stock before closing the books but were not entered in

the books.

(iv) Rs.4800 due from Lakhan Pal which had been written off as bad

debt in a previous year was unexpected recorded and had been

posted to the personal account of Lakhan Pal.

(v) Sales Book is undercast by Rs.1500.

(vi) Rs.4000 withdrawn for domestic use by the proprietor was debited

to General Expenses A/c.

(vii) Machine Purchased from Machine Mart for Rs.18000 were entered

in the Purchases Book.

(viii) Cash paid Rs.1200 to Lakshman was credited to Ram as Rs.2100.

ANSWERS TO INTEXT QUESTIONS

Intext Questions 11.1

1. No 2. Yes 3. Yes 4. No

Intext Questions 11.2

(i) Principle (ii) Principle

(iii) Commission (iv) Compensating Error

Intext Questions 11.3

(i) No 2. Yes 3. Debit side

4. Wages A/c Dr. 1200

To Cash A/c 1200
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Intext Questions 11.4

1. When trial Balance does not agree.

2. When errors responsible for suspense account are rectified.

3. Error which affects two different accounts same on sides or different

sides

4. Two side errors

Activity

Your father has appointed a person to maintain accounts of his business but

who is not very competent  offen he commits accounting errors. Your father

has asked you to look into the accounts and make a list of various errors

he commits. Find out which type of errors he commits more frequently.

Classify these errors and explain to him how not to make such errors in

future.
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Goods can be sold or bought for cash or on

credit. When goods are sold or bought for

cash, payment is received immediately. On the

other hand, when goods are sold/bought on credit
the payment is deferred to a future date. In such a

situation, normally the firm relies on the party to
make payment on the due date. But in some cases,

to avoid any possibility of delay or default, an

instrument of credit is used through which the
buyer assures the seller that the payment shall be

made according to the agreed conditions. In India,
instruments of credit have been in use since time

immemorial and are popularly known as Hundies.

The hundies are written in Indian languages and
have a large variety (refer box1).

Box  1

Hundies and its Types

There are a variety of hundies used in our country.
Let us discuss some of the most common ones.
Shahjog Hundi: This is drawn by one merchant on
another, asking the latter to pay the amount to a
Shah. Shah is a respectable and responsible person,
a man of worth and known in the bazaar. A shah-jog
hundi passes from one hand to another till it reaches
a shah, who, after reasonable enquiries, presents it
to the drawee for acceptance of the payment.

Darshani Hundi: This is hundi payable at sight. It
must be presented for payment within a reasonable
time after its receipt by the holder. It is similar to a
demand bill.

LEARNING OBJECTIVES

After studying this chapter,
you will be able to :

• state the meaning of
bill of exchange and a
promissory note;

• distinguish between a
bill of exchange and a
promissory note;

• state the advantages
of bill of exchange;

• explain the meaning of
different terms involved in
the bill transaction,

• record bill of exchange
transactions in journal;

• record transactions
relating to dishonour,
retirement and renewal
of bill;

• describe the uses of
bill receivable and bill
payable book;

• state the meaning and
use of accommodation
bill.

Bill of Exchange 8

2015-16
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Muddati Hundi: A muddati or miadi hundi is payable after a specified period of time.
This is similar to a time bill.
There are few other varieties of hundies like Nam-jog hundi, Dhani-jog hundi, Jawabee
hundi, Hokhami hundi, Firman-jog hundi, and so on.

Now a days these instruments of credit are called bills of exchange or

promissory notes. The bill of exchange contains an unconditional order to pay
a certain amount on an agreed date while the promissory note contains an

unconditional promise to pay a certain sum of money on a certain date.  In

India these instruments are governed by the Indian Negotiable Instruments

Act 1881.

8.1 Meaning of Bill of Exchange

According to the Negotiable Instruments Act 1881, a bill of exchange is defined

as an instrument in writing containing an unconditional order, signed by the

maker, directing a certain person to pay a certain sum of money only to, or to

the order of a certain person or to the bearer of the instrument. The following

features of a bill of exchange emerge out of this definition.

• A bill of exchange must be in writing.

• It is an order to make payment.

• The order to make payment is unconditional.

• The maker of the bill of exchange must sign it.

• The payment to be made must be certain.

• The date on which payment is made must also be certain.

• The bill of exchange must be payable to a certain person.

• The amount mentioned in the bill of exchange is payable either on

demand or on the expiry of a fixed period of time.

• It must be stamped as per the requirement of law.

A bill of exchange is generally drawn by the creditor upon his debtor. It has to

be accepted by the drawee (debtor) or someone on his behalf. It is just a draft

till its acceptance is made.

For example, Amit sold goods to Rohit on credit for Rs. 10,000 for three months.

To ensure payment on due date Amit draws a bill of exchange upon Rohit for

Rs. 10,000 payable after three months. Before it is accepted by Rohit it will be

called a draft. It will become a bill of exchange only when Rohit writes the word

“accepted” on it and append his signature thereto communicate his acceptance.
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8.1.1 Parties to a Bill of Exchange

There are three parties to a bill of exchange:

(1) Drawer is the maker of the bill of exchange. A seller/creditor who is entitled
to receive money from the debtor can draw a bill of exchange upon the
buyer/debtor. The drawer after writing the bill of exchange has to sign it
as maker of the bill of exchange.

(2) Drawee is the person upon whom the bill of exchange is drawn. Drawee is
the  purchaser or debtor of the goods upon whom the bill of exchange is
drawn.

(3) Payee is the person to whom the payment is to be made. The drawer of
the bill himself will be the payee if he keeps the bill with him till the date
of its payment. The payee may change in the following situations:
(a) In case the drawer has got the bill discounted, the person who has

discounted the bill will become the payee;
(b) In case the bill is endorsed in favour of a creditor of the drawer, the

creditor will become the payee.
Normally, the drawer and the payee is the same person. Similarly, the drawee

and the acceptor is normally the person. For example, Mamta sold goods worth
Rs.10,000 to Jyoti and drew a bill of exchange upon her for the same amount payable
after three months. Here, Mamta is the drawer of the bill and Jyoti is the drawee. If
the bill is retained by Mamta for three months and the amount of
Rs. 10,000 is received by her on the due date then Mamta will be the payee. If Mamta
gives away this bill to her creditor Ruchi, then Ruchi will be the payee. If Mamta gets
this bill discounted from the bank then the bankers will become the payee.

In the above mentioned bill of exchange, Mamta is the drawer and Jyoti is
the drawee. Since Jyoti has accepted the bill, she is the acceptor. Suppose in
place of Jyoti the bill is accepted by Ashok then Ashok will become the acceptor.

Mamta New Delhi
Rs.10,000 April 01, 2014

Three months after date pay to me or my order, the sum of Rupees  Ten Thousand
only, for value received.

Stamp

Accepted
(signed) (Signed)
Jyoti Mamta
1.4.2014 196, Karol Bagh
73-B, Mahipalpur New Delhi
New Delhi 110 037

To
Jyoti
73-B, Mahipalpur
New Delhi 110 037

Figure 8.1 : Showing specimen of bills of exchange
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Test Your Understanding - I

Write ‘Ture’ or ‘False’ against each statement regarding a bill of exchange:

(i) A bill of exchange must be accepted by the payee.

(ii) A bill of exchange is drawn by the creditor.

(iii) A bill of exchange is drawn for all cash transaction.

(iv) A bill payable on demand is called Time bill;

(v) The person to whom payment is to be made in a bill or exchange is called
payee.

(vi) A negotiable instrument does not require the signature of its maker.

(vii) The hundi Payable at sight is called Darshani hundi.

(viii) A negotiable instrument is not freely transferable.

(ix) Stamping of promissory note is not mandatory.

(x) The time of payment of a negotiable instrument need not be certain.

8.2 Promissory Note

According to the Negotiable Instruments Act 1881, a promissory note is defined

as an instrument in writing (not being a bank note or a currency note),
containing an unconditional undertaking signed by the maker, to pay a certain

sum of money only to or to the order of a certain person, or to the bearer of the

instrument. However, according to the Reserve Bank of India Act, a promissory
note payable to bearer is illegal. Therefore, a promissory note cannot be made

payable to the bearer.

This definition suggests that when a person gives a promise in writing to

pay a certain sum of money unconditionally to a certain person or according

to his order the document is called is a promissory note.

Following features of a promissory note emerge out of the above definition:

• It must be in writing

• It must contain an unconditional promise to pay.

• The sum payable must be certain.

• It must be signed by the maker.

• The maker must sign it.

• It must be payable to a certain person.

• It should be properly stamped.

A promissory note does not require any acceptance because the maker of  the

promissory note himself promises to make the payment.
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Ashok Kumar New Delhi
Rs. 30,000 01 April, 2014

Three months after date I promise to pay Sh. Harish Chander or order
    a sum of Rupees Thirty Thousand only for value received.

Stamp

To
Harish Chander Ashok Kumar
24, Ansari Road 2, Dariba Kalan
Darya Ganj Candani Chowk
New Delhi 110 002 Delhi 110 006

Fig. 8.2 : Showing  specimen of promissory note

8.2.1 Parties to a Promissory Note

There are two parties to a promissory note.
• Maker or Drawer is the person who makes or draws the promissory

note to pay a certain amount as specified in the promissory note. He is

also called the promisor.
• Drawee or Payee is the person in whose favour the promissory note is

drawn. He is called the promisee.

Generally, the drawee is also the payee, unless, it is otherwise mentioned in
the promissory note. In the specimen of promissory note(refer figure 8.2),

Ashok Kumar is the drawer or maker who promises to pay Rs.30,000 and
Harish Chander is the drawee or payee to whom payment is to made. If Harish

Chander endorses this promissory note in favour of Rohit then Rohit will

become the payee. Similarly, if Harish Chander gets this promissory note
discounted from the bank then the bank will become the payee.

Box 2
Distinction between a Bill of Exchange and Promissory Note

Both a bill of exchange and a promissory note are instruments of credit and are similar
in many ways. However, there are certain basic dif ferences between the two.

S. No Basis Bill of Exchange Promissory Note

1 Drawer It is drawn by the creditor It is drawn by the debtor

2 Order or Promise It contains an order to make It contains a promise to make
and Parties payment. There can be three payment. There are only two

parties to it, viz. the drawer, parties to it, viz. the drawer
the drawee and the payee. and the payee.
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3 Acceptance It requires acceptance by the It does not require any
drawee or someone else on his acceptance.
behalf.

4. Payee Drawer and payee can be the Drawer cannot be the payee
same party. of it.

5. Notice In case of its dishonour due No notice needs to be givenin
notice of dishonour is to be case of its dishonour.
given by the holder to the drawer

Fig. 8.3 Distinction between bills of exchange and promissory note

8.3 Advantages of Bill of Exchange

The bills of exchange as instruments of credit are used frequently in business

because of the following advantages:

• Framework for relationships: A bill of exchange represents a device, which

provides a framework for enabling the credit transaction between the seller/

creditor and buyer/debtor on an agreed basis.

• Certainty of terms and conditions: The creditor knows the time when he

would receive the money so also debtor is fully aware of the date by which

he has to pay the money. This is due to the fact that terms and conditions

of the relationships between debtor and creditor such as amount required

to be paid; date of payment; interest to be paid, if any, place of payment

are clearly mentioned in the bill of exchange.

• Convenient means of credit: A bill of exchange enables the buyer to buy the

goods on credit and pay after the period of credit. However, the seller of goods

even after extension of credit can get payment immediately either by

discounting the bill with the bank or by endorsing it in favour of a third party.

• Conclusive proof: The bill of exchange is a legal evidence of a credit

transaction implying thereby that during the course of trade buyer has

obtained credit from  the seller of the goods, therefore, he is liable to pay to

the seller. In the event of refusal of making the payment, the law requires

the creditor to obtain a certificate from the Notary to make it a conclusive

evidence of the happening.

• Easy transferability: A debt can be settled by transferring a bill of

exchange  through endorsement and delivery.
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Test Your Understanding - II

Fill in the blanks with suitable word(s)

(i) The person to whom the amount mentioned in the promissory note is
payable is known as _____________.

(ii) Transfer of a negotiable instrument to another person by signing on it, is
known as _____________.

(iii) In a promissory note, the person who makes the promise to pay is called
as ____________.

(iv) A person who endorses the promissory note in favour of another is known
as____________.

8.4 Maturity of Bill

The term maturity refers the date on which a bill of exchange or a promissory

note becomes due for payment.  In arriving at the maturity date three days,

known as days of grace, must be added to the date on which the period of

credit expires instrument is payable.  Thus, if a bill dated March 05 is payable

30 days after date it, falls due on April 07, i.e. 33 days after March 05 If it

were payable one month after date, the due date would be April 08, i.e. one

month and 3 days after March 05. However, where the date of maturity is a

public holiday, the instrument will become due on the preceding business

day.  In this case if  April 08, falls on a public holiday then the  April 07 will be

the maturity date. But when an emergent holiday is declared under the

Negotiable Instruments Act 1881, by the Government of India which may

happen to be the date of  maturity of a bill of exchange, then the date of

maturity will be the next working day immediately after the holiday.  For

example, the Government declared a holiday on  April 08 which happened to

be the day on which a bill of exchange drawn by Gupta upon Verma for

Rs.20,000 became due for payment,  Since April 08, has been declared a

holiday under the Negotiable Instruments Act, therefore, April 09, will be the

date of maturity for this bill.

8.5 Discounting of Bill

If the holder of the bill needs funds, he can approach the bank for encashment
of the bill before the due date. The bank shall makes the payment of the bill

after deducting some interest (called discount in this case). This process of

encashing the bill with the bank is called discounting the bill. The bank gets
the amount from the drawee on the due date.
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8.6 Endorsement of Bill

Any holder may transfer a bill unless its transfer is restricted, i.e. the bill has
been negotiated containing words prohibiting its transfer. The bill can be

initially endorsed by the drawer by putting his signatures at the back of the

bill along with the name of the party to whom it is being transferred.  The act
of signing and transferring the bill is called endorsement.

8.7 Accounting Treatment

For the person who draws the bill of exchange and gets it back after its due

acceptance, it is a bill receivable. For the person who accepts the bill, it is a bills

payable. In case of a promissory note for the maker it is a bills payable and for
the person in whose favour the promissory note is drawn it is a bills receivable.

Bills receivables are assets and Bills payable are liabilities. Bills and Notes are
used interchangeably.

8.7.1 In the Books of Drawer/Promissor

A bill receivable can be treated in the following four ways by its receiver.
1. He can retain it till the date of maturity, and

(a) get it collected on date of maturity directly, or
(b) get it collected through the banker.

2. He can get the bill discounted from the bank.

3. He can endorse the bill in favour of his Creditor.

The accounting treatment in the books of receiver under all the four

alternatives is given below under the assumption that the bill is duly honoured
on maturity by the acceptor.

(1) When the bill of exchange is retained by the receiver with him till date of

its maturity:

On receiving the bill
Bills Receivable A/c Dr.

To Debtors A/c

On maturity of the bill
Cash/Bank A/c Dr.

To Bills Receivable A/c

However, when the bill of exchange is retained by the receiver with him
and sent to bank for collection a few days before maturity, the following

two entries are recorded:
On sending the bill for collection

Bills Sent for Collection A/c Dr.
To Bills Receivable A/c

2015-16



287Bill of Exchange

On receiving the advice from the bank that the bill has been collected

Bank A/c Dr.
To Bills Sent for Collection A/c

(2) When the receiver gets the bill discounted from the bank:

On receiving the bill
Bills Receivable A/c Dr.

To Debtors A/c

On discounting the bill
Bank A/c Dr.
Discount A/c Dr.

To Bills Receivable A/c

On Maturity

No entry is recorded because the bill becomes the property of the bank,
therefore, the bank collects the amount of the bill from the acceptor and

no journal entry is recorded in the books of the drawer.

(3) When the bill is endorsed by the receiver in favour of his creditor:

On receiving the bill
Bills Receivable A/c Dr.

To Debtor’s A/c

On endorsing the bill
Creditor’s A/c Dr.

To Bills Receivable A/c

On Maturity

No entry is recorded because the bill has been transferred in favour of the

creditor, therefore the creditor becomes its owner and will receive the

payment on maturity. Hence, no entry is recorded in the books of drawer
or endorser.

8.7.2 In the Books of Acceptor/Promissor

The following journal entries are recorded in the books of the acceptor or
promisesor under all the four alternatives. It makes no difference whether the

bill is retained discounted, endorsed or pledged.

On accepting the bill

Creditor’s A/c Dr.
To Bills Payable A/c

On Maturity of the bill

Bills Payable A/c Dr.
To Bank A/c
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Box 3

1. When the drawer retains the bill with him till the date of its maturity and gets
the same collected directly

Transaction Books of Creditor/Drawer Books of Debtor/
Acceptor

Sale/Purchase of goods Debtor’s A/c            Dr. Purchases A/c Dr.
To Sales A/c To Creditor’s A/c

Receiving/Accepting the bill Bills Receivable A/c Dr. Creditor’s A/c Dr.
To Debtor’s A/c To Bills Payable A/c

Collection of the bill Cash/Bank A/c Dr. Bills Payable A/c Dr.
To Bills Receivable A/c        To Cash/Bank A/c

2. When the bill is retained by the drawer with him and sent to bank for collection
a few days before maturity

Transaction Books of Creditor/Drawer Books of Debtor/
Acceptor

Sale/Purchase of goods Debtor’s A/c Dr. Purchases A/c Dr.
To Sales A/c To Creditor’s A/c

Receiving /Accepting the bill Bills Receivable A/c Dr. Creditor’s A/c   Dr.
To Debtor’s A/c To Bills Payable A/c

Sending the bill for collection Bills sent for
collection A/c Dr. No entry

To Bill Receivable A/c

On Receiving from the bank Bank A/c Dr. Bills Payable A/c Dr.
advice that the bill has been To Bill Sent for To Bank A/c
collected Collection A/c

3. When the drawer gets the bill discounted from the bank

Transaction Books of Creditor/Drawer Books of Debtor/
Acceptor

Sale/Purchase of goods Debtor’s A/c Dr. Purchases A/c Dr.
To Sales A/c To Creditor’s A/c

Receiving /Accepting the bill Bills Receivable A/c Dr. Creditor’s A/c Dr.
To Debtor’s A/c To Bills payable A/c

Discounting the bill Bank A/c Dr. No entry
Discount A/c Dr.

To Bills Receivable A/c

On maturity of the bill No entry Bills payable A/c Dr.
To Bank A/c
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4. When the bill is endorsed by the drawer in favour of his creditor

Transaction Books of Creditor/Drawer Books of Debtor/
Acceptor

Sale/Purchase of goods Debtor’s A/c Dr. Purchase A/c Dr.
To Sales A/c To Creditor’s A/c

Receiving /Accepting the bill Bills Receivable A/c Dr. Creditor’s A/c Dr.
To Debtor’s A/c To Bills payable A/c

Endorsing the bill Creditor’s A/c Dr. No entry
To Bills Receivable A/c

On maturity of the bill No entry Bills payable A/c Dr.
To Bank A/c

The journal entries to be recoded in the books of the drawer and the acceptor
under all the four cases have been summarised below.

Illustration 1

Amit sold goods for Rs.20,000 to Sumit on credit on Jan 01, 2015. Amit drew a bill of
exchange upon Sumit for the same amount for three months. Sumit accepted the bill and
returned it to Amit. Sumit met his acceptance on maturity. Record the necessary journal
entries under the following circumstances:

(i) Amit retained the bill till the date of its maturity and collected directly

(ii) Amit discounted the bill @ 12% p.a from his bank

(iii) Amit endorsed the bill to his creditor Ankit

(iv) Amit retained the bill and on March, 31 2015 Amit sent the bill for collection  to
its bank. On  April 05, 2015 bank advice was received.

Solution

Books of Amit

Journal

(i) When the bill was retained till its maturity.

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
Jan 01 Sumit’s A/c Dr. 20,000

To Sales A/c 20,000
(Sold goods to Sumit’s on credit)

Jan 01 Bills Receivable A/c Dr. 20,000
To Sumit’s A/c 20,000

(Received Sumit’s acceptance payable
after three months)
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Apr.05 Bank A/c Dr. 20,000
To Bills Receivable A/c 20,000

(Sumit met his acceptance on maturity)

(ii) When the bill was discounted from the book.

Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.
2015
Jan 01 Sumit’s A/c Dr. 20,000

To Sales A/c 20,000
(Sold goods to Sumit’s)

Jan 01 Bills Receivable A/c Dr. 20,000
To Sumit’s A/c 20,000

(Received Sumit’s acceptance three months)

Jan 01 Bank A/c Dr. 19,400
Discount A/c Dr. 600

To Bills Receivable A/c 20,000
(Sumit’s acceptance discounted with the bank)

(iii) When Amit endorsed the bill in favour of his creditor Ankit.

Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
Jan. 01 Sumit’s A/c Dr. 20,000

To Sales A/c 20,000
(Sold goods to Sumit’s on credit)

Jan. 01 Bills Receivable A/c Dr. 20,000
To Sumit’s A/c 20,000

(Received Sumit’s acceptance for
three months)

Jan. 01 Ankit’s A/c Dr. 20,000
To Bills Receivable A/c 20,000

(Sumit acceptance endorsed in favour of Ankit)
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(iv) When the bill was sent for collection by Amit to the bank.

Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
Jan. 01 Sumit’s A/c Dr. 20,000

To Sales A/c 20,000
(Sold goods to Sumit’s on credit)

Jan. 01 Bills Receivable A/c Dr. 20,000
To Sumit’s A/c 20,000

(Received Sumit’s acceptance payable
after three months)

Mar. 31 Bills Sent for Collection A/c Dr. 20,000
To Bills Receivable A/c 20,000

(Bills sent for collection)

Apr. 05 Bank A/c Dr. 20,000
To Bills sent for collection A/c 20,000

(Bills sent for collection collected by the bank)

The following journal entries will be made in the books of Sumit under all the four

circumstances:

In the books of Sumit
Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
Jan. 01 Purchases  A/c Dr. 20,000

To Amit’s A/c 20,000
(Purchases goods from Amit on credit)

Jan. 01 Amit’s A/c Dr. 20,000
To Bill’s Payable A/c 20,000

(Accepted bill drawn by Amit payable after
three months)

Apr. 04 Bills payable A/c Dr. 20,000
To Bank A/c 20,000

(Met acceptance maturity)
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Illustration 2

On March 15, 2015 Ramesh sold goods for Rs. 8,000 to Deepak on credit. Deepak accepted
a bill of exchange drawn upon him by Ramesh payable after three months. On April, 15
Ramesh endorsed the bill in favour of his creditor Poonam in full settlement of her debt of
Rs. 8,250. On May 15, Poonam discounted the bill with her bank @ 12% p.a. On the due
date Deepak met the bill. Record the necessary journal entries in the books of Ramesh,
Deepak, Poonam.

Books of Ramesh
Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
Mar.15 Deepak  A/c Dr. 8,000

To Sales A/c 8,000
(Sold goods to Deepak on credit)

Mar.15 Bills Receivable A/c Dr. 8,000
To Deepak A/c 8,000

(Received Deepak’s acceptance for three months)

Apr.15 Poonam’s A/c Dr. 8,250
To Bills Receivable A/c 8,000
To Discount Received A/c 250

(Bill endorsed in favour of Poonam in full
settlement of her debt of Rs. 8,250)

Book of Deepak
Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
Mar.05 Purchases  A/c Dr. 8,000

To Ramesh A/c 8,000
(Sold goods to Deepak on credit)

Mar.05 Ramesh’s A/c Dr. 8,000
To Bills Payable A/c 8,000

(Accepted Ramesh’s draft payable
after three months)

Jun.18 Bills Payable A/c Dr. 8,000
To Bank A/c 8,000

(Met the acceptance in favour of Ramesh
on maturity)
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Books of Poonam
Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
Mar.15 Bills Receivable  A/c Dr. 8,000

Discount Allowed A/c Dr. 250
To Ramesh’s A/c 8,250

(Ramesh endorsed Deepak’s acceptance in
our favour for discharge his dept of
Rs. 8,250 in full settlement)

Mar.15 Bank A/c Dr. 7,920
Discount Allowed A/c Dr. 80

To Bills Receivable A/c 8,000
(Biils receivable encashed on maturity)

8.8 Dishonour of a Bill

A bill is said to have been dishonoured when the drawee fails to make the

payment on the date of maturity. In this situation, liability of the acceptor is
restored. Therefore, the entries made on the receipt of the bill should be

reversed. For example, Anju received bill of exchange duly accepted by Manju,
which was dishonoured. The entries of dishonour will be as follows in the

books of Anju (receiver):

When the bill was kept by Anju with her till maturity

 Manju’s A/c Dr.

To Bill Receivables A/c
When the bill had been endorsed by Anju in favour of Sandhya

Manju’s A/c Dr.

To Sandhaya’s A/c

When the bill was discounted by Anju with his bank

Manju’s A/c Dr.
To Bank A/c

When the bill was sent for collection by Anju

Manju’s A/c Dr.

To Bill Sent for Collection A/c

Illustration 3

On Jan 01, 2015 Shieba sold goods to Vishal for Rs. 10,000 and drew upon him a bill of
exchange for 2 months. Vishal accepted the bill and returned it to Shieba. On the date of
maturity the bill was dishonoured by Vishal. Record the necessary entries in all the cases
listed below in the books of Shieba and Vishal:
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(i) When the bill kept by Shieba till its maturity;
(ii) When the bill is discounted by Shieba for Rs. 200;

(iii) When the bill is endorsed to Lal Chand by Shieba.

Solution

(i) When the bill was kept by Shieba till its maturity.

Books of Shieba
Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
Jan.01 Vishal’s A/c Dr. 10,000

To Sales A/c 10,000
(Sold goods to Vishal)

Jan. 01 Bills Receivable A/c Dr. 10,000
To Vishal’s A/c 10,000

(Received Vishal’s acceptance)

Mar. 04 Vishal’s A/c Dr. 10,000
To Bills Receivable A/c 10,000

(Vishal dishonoured his acceptance)

(ii) When the bill was discounted by shieba

Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
Jan.01 Vishal’s A/c Dr. 10,000

To Sales A/c 10,000
(Sold goods to Vishal)

Jan. 01 Bills Receivable A/c Dr. 10,000
To Vishal’s A/c 10,000

(Received Vishal’s acceptance)

Jan. 01 Bank A/c Dr. 9,800
Discount A/c Dr. 200

To Bills Receivable A/c 10,000
(Vishal’s Bill dishonoured his acceptance)

Mar.04 Vishal’s A/c Dr. 10,000
To Bank A/c 10,000

(Discounted bill dishonoured by Vishal)
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(iii) When the bill was endorsed by Shieba to Lal Chand

Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
Jan.01 Vishal’s A/c Dr. 10,000

To Sales A/c 10,000
(Sold goods to Vishal)

Jan. 01 Bills Receivable A/c Dr. 10,000
To Vishal’s A/c 10,000

(Received Vishal’s acceptance)

Jan. 01 Lal Chand A/c Dr. 10,000
To Bills Receivable A/c 10,000

(Vishal’s acceptance endorsed
in favour of Lal Chand)

Mar.04 Vishal’s A/c Dr. 10,000
To Lal Chand A/c 10,000

(Endorsed bill dishonoured by Vishal)

Whereas, in the book of Vishal, the following entries will be recorded

Books of Vishal
Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
Jan.01 Purchases  A/c Dr. 10,000

To Shieba’s A/c 10,000
(Purchased good from shieba)

Jan. 01 Shieba’s A/c Dr. 10,000
To Bills Payable A/c 10,000

(Accepted Shieba’s draft)

Mar. 04 Bills Payable A/c Dr. 10,000
To Shieba’s A/c 10,000

(Acceptance in favour of shieba dishonoured)

8.8.1 Noting Charges

A bill of exchange should be duly presented for payment on the date of its

maturity.  The drawee is absolved of his liability if the bill is not duly presented.
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Proper presentation of the bill means that it should be presented on the date of

maturity to the acceptor during business working hours. To establish beyond
doubt that the bill was dishonoured, despite its due presentation, it may

preferably to be got noted by Notary Public.  Noting authenticates the fact of

dishonour.  For providing this service, a fees is charged by the Notary Public
which is called Noting Charges.

The following facts are generally noted by the Notary:

• Date, fact and reasons of dishonour;
• If the bill is not expressly dishonoured, the reasons why he treats it

as dishonoured and;
• The amount of noting charges.

The entries recorded for noting charges in the drawers book are as follows:

When Drawer himself pays
Drawee’s A/c Dr.

To Cash A/c

Where endorsee pays
Drawee’s A/c Dr.

To Endorsee A/c

When the bank pays on discounted bill
Drawee’s  A/c Dr.

To Bank A/c

When the bank pays in the event of sending the bill for collection to the bank
Drawee’s  A/c Dr.

To Bank A/c

It may be noticed that whosoever pays the noting charges, ultimately these

have to be borne by the drawee. That is why the drawee is invariably debited in
the drawer’s books. This is because he is responsible for the dishonour of the

bill and, hence, he has to bear these expenses. For recording the noting charges
in his book the drawee opens Noting Charges Acccount. He debits the Noting

Charges Account and credits the Drawer’s Account. For example, Azad sold

goods for Rs. 15,000 to Bunty and immediately drew a bill upon him on Jan.
01, 2015 payable after 3 months. On maturity the bill was dishonoured and Rs.

50 were paid by the holder of the bill as noting charges. The journal entries will
be recorded in the books of Azad and Bunty as given below under the following

circumstances:

(a) When the bill was kept by Azad till maturity.

(b) When the bill was discounted by Azad with his bank immediately

@ 12% p.a.

(c) When the bill was endorsed by Azad in favour of his creditor Chitra.

In the books of Azad, entries will be recorded as:
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(i) When the bill was retained till its maturity

Books of Azad

Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
Jan.01 Bunty’s A/c Dr. 15,000

To Sales A/c 15,000
(Sold goods to Bunty)

Jan. 01 Bills Receivable A/c Dr. 15,000
To Bunty’s A/c 15,000

(Received Bunty’s acceptance)

Apr. 04 Bunty’s A/c Dr. 15,050
To Bills Receivable A/c Dr. 15,000
To Cash A/c 50

(Bunty dishonoured his acceptance and
paid Rs. 50 as noting charges)

(ii) When the bill was discounted with the bank.

Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
Jan.01 Bunty’s A/c Dr. 15,000

To Sales A/c 15,000
(Sold goods to Bunty)

Jan. 01 Bills Receivable A/c Dr. 15,000
To Bunty’s A/c 15,000

(Received Bunty’s acceptance payable
after three months)

Jan. 01 Bank A/c Dr. 14,550
Discount A/c Dr. 450

To Bills Receivable A/c 15,000
(Bunty’s acceptance discounted)

Apr. 04 Bunty’s A/c Dr. 15,050
To Bank A/c 15,050

(Bunty dishonoured his acceptance on maturity
and bank paid noting charges)
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(iii) When the bill was endorsed to Chitra

Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
Jan. 01 Bunty’s A/c Dr. 15,000

To Sales A/c 15,000
(Sold goods to Bunty)

Jan.01 Bill’s Receivable  A/c Dr. 15,000
To Bunty’s A/c 15,000

(Received Bunty’s acceptance)

Jan. 01 Chitra’s A/c Dr. 15,000
To Bills Receivable A/c 15,000

(Bunty’s acceptance endorsed in favour
of Chitra)

Apr. 04 Bunty’s A/c Dr. 15,050
To Chitra’s A/c 15,050

(Bunty dishonoured his acceptance on
maturity and chitra paid Rs. 50 as
noting charges)

The following journal entries will be made in the books of Bunty in all the three cases.

Book of Bunty

Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
Jan.01 Purchases A/c Dr. 15,000

To Azad’s A/c 15,000
(Purchase goods from Azad)

Jan. 01 Azad’s A/c Dr. 15,000
To Bills Payable A/c 15,000

(Accepted Azad’s draft)

Apr. 04 Bills Payable A/c Dr. 15,000
Noting charges A/c Dr. 50

To Azad’s  A/c 15,050
(Acceptance in favour of Azed dishonoured)

8.9 Renewal of the Bill

Sometimes, the acceptor of the bill foresees that it may be difficult to meet the
obligation of the bill on maturity and may, therefore, approach the drawer

with the request for extension of time for payment. If it is so, the old bill is
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cancelled and the fresh bill with new terms of payment is drawn and duly accepted

and delivered. This is called renewal of the bill. Since the cancellation of  bill is
mutually agreed upon noting of the bill is not required.

The dreawee may have to pay interest to the drawer for the extended period
of credit. The interest is paid in cash or may be included in the amount of the

new bill. Sometimes, a part of the amount due may be paid and the new bill may

be drawn only for the balance. For example, a bill of Rs. 10,000 is cancelled on
a cash payment of  Rs. 3,000 and acceptance of a new bill for the balance of Rs.

7,000 plus interest as agreed between the parties. The journal entries in the
books of the drawer and the drawee will be the same as that of dishonour of bill.

As for the interest invalued, if it is not paid in cash, the drawer debits the drawee’s

account  and credits the interest account, and the drawee debits the interest
and credits the drawer’s account in his books.

The journal entries recorded in case of renewal for the cancellation of the
old bill, for interest and for the acceptance of the new bill in the books of the

drawer and drawee are given below:

Transaction Books of Drawer Books of Drawee

Cancellation of old bill Drawee’s A/c Dr. Bills Payable A/c Dr.
To Bills Receivable A/c To Drawer’s A/c

Interest Drawee’s A/c Dr. Interest A/c Dr.

To Interest A/c To Drawer’s A/c

New bill Bill Receivable A/c Dr. Drawer’s A/c Dr.
To Drawee’s A/c To Bills Payable A/c

For example on February 01, 2015 Ravi sold goods to Mohan for Rs.18,000;

Rs. 3,000 were paid by Mohan immediately and for the balance he accepted

three months bill drawn upon him by Ravi.  On the date of maturity of  the bill
Mohan requested Ravi to cancel the old bill and a new bill upon him for a

period of 2 months.  He further agreed to pay interest in cash to Ravi @ 12%
p.a.  Ravi agreed to Mohan’s request and cancelled the old bill and drew a new

bill.  The new bill was met on maturity by Mohan.  In this case, the following

entries will be recorded in the books of Ravi and Mohan.

Books of Ravi
Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.
2015
Feb. 01 Mohan’s A/c Dr. 18,000

To Sales A/c 18,000
(Sold goods to Mohan)
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Feb. 01 Cash  A/c Dr. 3,000
Bills Receivable A/c Dr. 15,000

To Mohan’s A/c 18,000
(Received Rs. 3,000 in cash from Ravi and
an acceptance for the balance)

May 01 Mohan’s Account Dr. 15,300
To Bills Receivable A/c 15,000
To Interest A/c 300

(Cancelled old bill on renewal
Rs. 300 as interest)

May 04 Bill’s Receivable A/c Dr. 15,000
Cash A/c Dr. 300

To Mohan’s A/c 15,300
(Received new acceptance from Mohan)

Jul. 07 Bank A/c Dr. 15,000
To Bills Receivable A/c 15,000

(Mohan met his new acceptance)

Book of Mohan
Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015

Feb. 01 Purchases A/c Dr. 18,000

To Ravi A/c 18,000

(Purchased goods from Ravi)

Feb.01 Ravi’s  A/c Dr. 18,000

To Cash’s A/c 3,000

Bills Payable A/c 15,000

(Received cash from Ravi and his acceptance)

May 04 Bill Payable A/c Dr. 15,000

Interest A/c Dr. 300

To Ravi A/c 15,300

(Old bill cancelled on renewal,

Rs. 300 charged as interest)

May 04 Ravi’s A/c Dr. 15,300

To Bills Payable A/c 15,000

To Cash A/c 300

(Accepted new bill and paid cash for interest)

Jul. 07 Bill Payable A/c Dr. 15,000

Bank A/c 15,000

(Met acceptance of the new bill on maturity)
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8.10 Retiring of the Bill

There are instances when a bill of exchange is arranged to be retired before the
due date by mutual understanding between the drawer and the drawee. This

happens when the drawee of the bill has funds at his disposal and makes a

request to the drawer or holder to accept the payment of the bill before its
maturity. If the holder agrees to do so, the bill is said to have been retired.

The retiring of a bill draws a curtain on the bill transactions before the

expiry of its normal term. To encourage the retirement of the bill, the holder
allows some discount called Rebate on bills for the period between date of

retirement and maturity. The rebate is calculated at a certain rate of interest.

The accounting treatment on the retirement of a bill is similar to the

accounting treatment when a bill is honoured by the acceptor on the due date
in the ordinary course. The only difference between the two relates to the

granting of rebate. The following journal entries are recorded:

In the books of the holder
On retiring the acceptance and rebate allowed
Cash A/c Dr.
Rebate on bills A/c Dr.

To Bills Receivables A/c

In the books of the drawee
Bills Payable A/c Dr.
Cash  A/c Dr.

To Rebate on Bills A/c

Amit sold goods Rs. 10,000 to Babli on Jan. 01, 2015 and immediately drew a
bill on Babli for three month for the same amount, Babli accepted the bill and

returned it to Amit. On March 04, 2015 Babli retired her acceptance under
rebate of 6% per annum.

In the books of Amit
Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.
2015
Jan. 01 Babli’s A/c Dr. 10,000

To Sales A/c 10,000
(Sold goods to Babli)

Jan. 01 Bills Receivable  A/c Dr. 10,000
To Babli’s  A/c 10,000

(Received Babli’s acceptance for three months)

Mar. 04 Bank A/c Dr. 9,950
Rebate on bills A/c Dr. 50

To Bills Receivable A/c 10,000
(Babli retired her acceptance and rebate
allowed to him)
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The recorded entries will be posted to the following ledger acounts

Babli’s Account
Dr. Cr.

Date Particulars J. F. Amount Date Particulars J.F. Amount
Rs. Rs.

2015 2015
Jan. 01 Sales 10,000 Jan 06 Bills Receivable 10,000

10,000 10,000

Bill Receivable Account

Dr. Cr.

Date Particulars J. F. Amount Date Particulars J.F. Amount
Rs. Rs.

2015 2015
Jan. 01 Babli 10,000 Mar 04 Cash 9,950

Rebate on bill 50

10,000 10,000

Book  of Babli
Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
Jan. 01 Purchases A/c Dr. 10,000

To Amit A/c 10,000
(Purchased goods from Amit)

Jan.01 Amit’s  A/c Dr. 10,000
To Bills Payable A/c 10,000

(Accepted Amit’s draft payable after
three months)

Mar. 04 Bill Payable A/c Dr. 10,000
To Cash A/c 9,950
To Rebate on bills A/c 50

(Acceptance in favour of Amit retired
and rebate received)

Amit’s Account

Dr. Cr.

Date Particulars J. F. Amount Date Particulars J.F. Amount
Rs. Rs.

2015 2015
Jan. 01 Bills Payable 10,000 Jan. 04 Purchases 10,000

10,000 10,000

2015-16



303Bill of Exchange

Bills Payable Account

Dr. Cr.

Date Particulars J. F. Amount Date Particulars J.F. Amount

Rs. Rs.

2015 2015

Jan. 01 Cash 9950 Jan. 01 Amit 10,000

Rebate on bills 50

10,000 10,000

8.11 Bills Receivable and Bills Payable Books

When large number of bills are drawn and accepted, their recording by means

of journal entry for every transaction relating to the bills become a very
cumbersome and time consuming exercise. It is then advisable to record them

separately in special subsidiary books, the bills receivables in the Bills

Receivable Book and the bills payable in the Bills Payable Book. The reason
for the use of subsidiary books for recording bill transactions is the same as

that in the case of other subsidiary books for cash, purchases, etc. An important
point in connection with bill receivables and bills payable books is that they

only record the transactions relating to drawing and acceptance of bills, all

other transactions do not record the entire range of transactions relating to
the bills, e.g. relating to bills discounted, endorsement, retirement, renewal

etc.; simply have a passing reference in these books and the entries relating
thereto are recorded as usual in the journal. It may be noted that the entry

relating to honouring of bills appear in cash book.

8.11.1 Bills Receivable Book

It has been designed as a summary of information regarding a duly accepted

bill received by a drawer. All the details of the bill-date, acceptor’s name,
amount, term, place of payment, etc. are entered in the bills receivable book

for presentation and further reference.

The performa of a bills receivable book is given in Figure 8.3:

BillsReceivable Book

No. Date Date From Drawer Acceptor Where Term Due Ledger Amount Cash    Remarks

of Received of Whom payable Date Folio Book
Bill Bill received Folio

Fig. 8.3: Showing Format of Bills Receivable Book
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The bills receivable book, like any other subsidiary book, is totaled periodically.

This total is debited to the “Bills Receivable Account” whereas the account of
every individual debtor whom the bills received is credited in the ledger. The

Bills Receivable Account is the account of an asset and would always have a

debit balance. This balance on any date would represent the amount of bills
receivable unmatured and on hand.

8.11.2 Bills Payable Book

It is maintained like a bills receivable book. It is meant to record all the details,

relating to the bills accepted by a person or a party, which are retained for

being use in the future, in case of need.
The proforma of a bills payable book is given in Fig.8.4

Bills Payable Book

No. Date To Drawer Payee Where Term Due Ledger Amount Date Cash Remarks

of  of Whom payable date Folio paid Book
Bill Bill given Folio

Fig. 8.4: Showing specimen Bills Payable Book

The posting from this books are made to the debit of the account of every
creditor to whom acceptance has been given and the periodical total of the

books is credited to the ‘Bills Payable Account’ in the ledger. The bills payable

account representing the liability of the acceptor in respect of bills accepted
by him, always has a credit balance, if any. The credit balance of this account

on any particular date must be the same as the total amount worth of bills
payable yet to be presented for payment as ascertained from the bills payable

book. For example, consider the following transactions and observe how these

are recorded in bill receivable and bills payable book along with postings in
the ledger accounts.

2015

(i) Jan. 07
Received from S. Mitra bill duly accepted for Rs. 1,32,500 dated
January 04, payable three months after date.

(ii) Jan. 09
Accepted S. Warden’s draft for Rs. 9,70,000 at two months.

(iii) Jan. 13
Pradhan drew on his trader at three months date and the same was accepted for
Rs. 39,000.
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No. Date Date From Whom Drawer Acceptor Where Term Due Ledger Amount Cash Re-marks
of Received of Bill Whom payable Date Folio Rs. Book

Bill received        Folio
2015 2015 2015

01 Jan.07 Jan.04 S.Mitra Self S.Mitra Bombay 3 month Apr.17 1,32,500

02 Jan.15 Jan.14 R.Rakesh Do R.Rakesh Amritsar 1 month Feb.17 25,500

03 Jan.21 Jan.21 G.Ghosh Do G.Ghosh Calcutta 2 month Mar.24 31,000

04 Jan.22 Jan.17 D.Dhiman D.Dhiman A.vakil Bombay 3 month Apr.20 20,000

05 Jan.23 Jan.23 D.Kanga Self K.Kanga Bangalore  1 month Feb.26 30,000

06 Jan.27 Jan.20 C.Shah M.Meyers P.Parson Madras 2 month Mar.23 35,000

Total Rs.   2,73,500

No. Date To Whom Drawer Payee Where Term Due Ledger Amount Date Cash Remarks

of of Bill given payable Date Paid Book
Bill Folio

2015 2015

01 Jan.09 S.Warden S.Warden - 2 month Mar.31 97,000

02 Jan.13 Pradhan Pradhan - 3 month Apr.16 39,000

03 Jan.18 S.Parkar S.Parker - 2 month Mar.21 42,000

04 Jan.31 A.Roberts A.Robert - 1 month Mar.03 21,000

Total Rs.  1,99,500

Bills Receivable Book

Bills Payable Book
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(iv) Jan. 14
Drew on R. Rakesh at one month for Rs.25,000 and he accepted the next day.

(v) Jan. 18
Gave acceptance at two months for Rs.42,000 to S. Parkar.

(vi) Jan. 21
Received from G.Ghosh his acceptance for Rs.31,000 at two months.

(vii) Jan. 22
Received from D.Dhiman, A.Vakil’s acceptance for Rs.20,000 at three months from
Jan. 17.

(viii) Jan. 23
K. Kanga accepted my draft at one month for Rs.30,000.

(ix) Jan. 27
Received from C.Shah bill for Rs. 35,000 dated January 20, accepted by
P. Parson and drawn by M.Meyers., payable two months after date.

(x) Jan. 31

Gave acceptance for Rs. 21,500 at one month to A. Roberts.

Posting of recorded entries are as follow:

S. Mitra’s Account

Dr. Cr.

Date Particulars J. F. Amount Date Particulars J.F. Amount
Rs. Rs.

2015 2015
Jan. 01 Sales 1,32,500 Jan. 07 Bills Receovable 1,32,500

1,32,500 1,32,500

R. Rakesh’s Account
Dr. Cr.

Date Particulars J. F. Amount Date Particulars J.F. Amount
Rs. Rs.

2015 2015
Jan. 14 Sales 25,000 Jan. 15 Bill Receivable 25,000

25,000 25,000

G. Ghosh’s Account

Dr. Cr.

Date Particulars J. F. Amount Date Particulars J.F. Amount
Rs. Rs.

2015 2015
Jan. 21 Sales 31,000 Jan. 21 Bills Receivable 31,000

31,000 31,000
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D. Dhiman’s Account

Dr. Cr.

Date Particulars J. F. Amount Date Particulars J.F. Amount
Rs. Rs.

2015 2015
Jan. 17 Sales 20,000 Jan. 22 Bills Receivable 20,000

20,000 20,000

K. Kanga’s Account

Dr. Cr.

Date Particulars J. F. Amount Date Particulars J.F. Amount
Rs. Rs.

2015 2015
Jan. 23 Sales 30,000 Jan. 23 Bills Receivable 30,000

30,000 30,000

C. Shah’s Account

Dr. Cr.

Date Particulars J. F. Amount Date Particulars J.F. Amount
Rs. Rs.

2015 2015
Jan. 20 Sales 35,000 Jan. 27 Bill Receivable 35,000

35,000 35,000

Bill Receivables Account

Dr. Cr.

Date Particulars J. F. Amount Date Particulars J.F. Amount
Rs. Rs.

2015 2015
Jan. 31 Sundries 2,73,500 Jan. 31 Balance c/d 2,73,500

2,73,500 2,73,500

S. Warden’s Account

Dr. Cr.

Date Particulars J. F. Amount Date Particulars J.F. Amount
Rs. Rs.

2015 2015
Jan. 09 Bills payable 97,000 Jan. 09 Purchases 97,000

97,000 97,000
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Pradhan’s Account

Dr. Cr.

Date Particulars J. F. Amount Date Particulars J.F. Amount
Rs. Rs.

2015 2015
Jan. 13 Bills payable 39,000 Jan. 13 Purchases 39,000

39,000 39,000

S. Parkar’s Account
Dr. Cr.

Date Particulars J. F. Amount Date Particulars J.F. Amount
Rs. Rs.

2015 2015
Jan. 18 Bills payable 42,000 Jan. 18 Purchases 42,000

42,000 42,000

A. Robert’s Account
Dr. Cr.

Date Particulars J. F. Amount Date Particulars J.F. Amount
Rs. Rs.

2015 2015
Jan. 31 Bills payable 21,500 Jan. 31 Purchases 21,500

21,500 21,500

Bill Payables Account

Dr. Cr.

Date Particulars J. F. Amount Date Particulars J.F. Amount
Rs. Rs.

2015 2015
Jan. 01 Balance c/d 1,99,500 Jan. 04 Sundries

Receivable 1,99,500

1,99,500 1,99,5000

Note: The drawing and acceptance of a bill always pre-supposes some background of sale
or purchase transaction. Therefore, in posting bill transactions from the two books to the
accounts of debtors and creditors, it is supposed that the necessary sales and purchases
entries have been duly recorded.

Illustration 4

On  Jan. 15, 2015 Sachin sold goods Rs.30,000 to Narain and drew upon the later a bill for
the same amount payable after 3 months. The bill was accepted by Narain. The bill was
discounted by Sachin from his bank for Rs.29,250 on Jan. 31, 2015. on maturity the bill
was dishonoured. He further agreed to pay Rs.10,500 in cash including Rs. 500 interest
and accept a new bill for two months for the remaining Rs.20,000.
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The new bill was endorsed by sachin in favour of his creditor Kapil for settling a debt of Rs.
20,800. The new bill was duly met by Narain on maturity.
Record the necessary journal entries in the books of Sachin and Narain.

Solution

Books of Sachin

Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.
2015
Jan. 15 Narain A/c Dr. 30,000

To Sales A/c 30,000
(Sold goods to Narain)

Jan.15 Bill’s Receivable  A/c Dr. 30,000
To Narain’s A/c 30,000

(Received Bunty’s acceptance)

Jan. 31 Bank A/c Dr. 29,250
Discount A/c 750

To Bill receivable A/c 30,000
(Narains’ acceptance discounted with bank)

Apr. 19 Narain’s A/c Dr. 30,500
To Bank A/c 30,000
To Interest A/c 500

(Narain’s acceptance cancelled)

Apr.19 Bank A/c Dr. 10,500
Bills Receivavble A/c Dr. 20,000

To Narain A/c 30,500
(Received cash from Narain and a new
acceptance for the balace)

Apr.19 Kapil A/c Dr. 20,800
To Bill Receivable A/c 20,000
To Discount Received A/c 800

(Narain’s acceptance endorsed in favour of
kapil and he allowed discount)

Books of Narain

Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
Jan. 15 Purchases A/c Dr. 30,000

To Sachin A/c 30,000
(Purchased goods from sachin)
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Jan.15    Sachin  A/c Dr. 30,000
To Bills Payable A/c 30,000

(Accepted Sachin’s draft)

Jan.19    Bill Payable A/c Dr. 30,000
Interest A/c 500

To Sachin A/c 30,500
(Cancelled old bill & Sachin charged interest)

Apr. 19 Sachin’s A/c Dr. 30,500
To Bank A/c 10,500
To Bill Payable A/c 20,000

(Paid Sachin and accepted a new draft
for the balance)

Apr.22 Bills Receivavble A/c Dr. 20,000
To Bank A/c 20,000

(Met new acceptance on Maturity)

Illustration 5.

Ashok sold goods Rs.14,000 to Bishan on  October 30, 2015 and drew three bills for
Rs.2,000, Rs.4,000 & Rs.8,000 payable after two, three, and four months respectively.
The first bill was kept by Ashok with him till maturity. He endorsed the second bill in
favour of his creditor Chetan. The third bill was discounted on December 03, 2015 at 12%
p.a. The first and second bills were duly met on maturity but the third bill was dishonoured
and the bank paid Rs.50 as noting charges. On March 03, 2016 Bishan paid Rs.4,000 and
noting charges in cash and accepted a new bill at two months after date for the balance
plus interest Rs.100. The new bill was met on maturity by Bishan.
You are required to give the journal entries in the books of both Ashok ans Bishan and
prepare Bishan’s account in Ashok’s books and Ashok’s account in Bishan’s books.

Solution

Books of Ashok
Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.
2015
Oct. 30 Bishan’s A/c Dr. 14,000

To Sales A/c 14,000
(Sold goods to Bishan on credit)

Oct. 30 Bills Receivable  A/c Dr. 14,000
To Bishan’s A/c 14,000

(Received  three acceptances from Bishan.
First for Rs. 2,000 payable after two months,
second for Rs. 4,000 payable after three months
and the third for Rs. 8,000 payable after
four months)
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Oct. 30 Chetan’s A/c Dr. 4,000
To Bills receivable A/c 4,000

(Endorsed second bills in favour of
creditor Chetan)

Dec. 03 Bank A/c Dr. 7,760
Discount A/c 240

To Bill receivable A/c 8,000
(Third bill discounted at 12% p.a.)

2016

Jan.02 Bank A/c Dr. 2,000
Bills receivable A/c 2,000

(Bishan met his first acceptance on due date)

Mar. 03 Bishan A/c Dr. 8,050
To Bank A/c 8,050

(Bishan dishonoured his third acceptance
and bank paid Rs.50 as noting charges)

Mar. 03 Cash A/c Dr. 4,050
To Bishan’s A/c 4,050

(Cash received from Bishan)

Mar. 03 Bishan’s A/c Dr. 100
To Interest A/c 100

(Interest charged from Bishan for the
extended period)

Mar. 03 Bills Receivable A/c Dr. 4,100
To Bishan’s A/c 4,100

(Received new acceptance from Bishan for
two months)

May 06 Bank A/c Dr. 4,100
To bills Receivable A/c 4,100

(Bishan met his new acceptance on maturity)

Bishan’s Account

Dr. Cr.
Date Particulars J. F. Amount Date Particulars J.F. Amount

Rs. Rs.

2015 2015
Oct. 30 Sales 14,000 Oct. 30 Bills Receivable 14,000

2016 2016

Mar. 03 Bank 8,050 Mar. 03 Cash 4,050

Mar. 09 Interest 100 Mar. 03 Bills Receivable 4,100

22,150 22,150
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Books of Bishan
Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
Oct. 30 Purchases A/c Dr. 14,000

To Ashok’s A/c 14,000
(Purchases goods on credit from Ashok)

Oct. 30 Ashok’s  A/c Dr. 14,000
To Bills Payable A/c 14,000

(Accepted  three drafts of Ashok, the first for
Rs. 2,000 payable after 2 months, second for
Rs. 4,000 Payable after 3 months and the third
for Rs. 8,000 Payable after 4 months)

2016
Jan. 02 Bills Payable A/c Dr. 2,000

To Bank A/c 2,000
(Met first acceptance for Rs. 2,000 in
favour of Ashok.)

Mar. 03 Bill Payable A/c Dr. 8,050
Noting charges A/c Dr. 50

To Ashok A/c 8,050

(Third acceptance in favour of Ashok
dishonoured and noting charges Rs. 50)

Mar. 03 Ashok’s A/c Dr. 4,050
To Cash A/c 4,050

(Paid to Ashok Rs. 4,000 plus noting charges)

Mar. 03 Interest A/c Dr. 100
To Ashok’s A/c 100

(Interest allowed to Ashok)

Mar. 03 Ashok’s A/c Dr. 4,100
To Bills Payable A/c 4,100

(New draft of Ashok for two months accepted)

May 03 Bills Payable A/c Dr. 4,100
To Bank A/c 4,100

(Met new acceptance for Rs. 4,100 in favour
of Ashok on maturity)
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Ashok’s Account

Dr. Cr.

Date Particulars J. F. Amount Date Particulars J.F. Amount
Rs. Rs.

2015 2015
Oct. 30 Bills payable 14,000 Oct. 30 Purchases 14,000

2016 2016

Mar. 03 Cash 4,050 Mar. 03 Bills Payable 8,000
Noting charges 50

Mar. 09 Bills Payable 4,100 Mar. 09 Interest 100

22,150 22,150

Illustration 6.

Aashirwad draws on Aakarshak a Bill of exchange for 3 months for Rs.10,000 which
Aakarshak accepts on January 01, 2015. Aashirwad endorses the bill in favour of Aakarti.
Before maturity Aakarshak approaches Aashirwad with the request that the bill be renewed
for a further period of 3 months at 18 per cent per annum interest. Aashirwad pays the
sum to Aakriti on the due date and agrees to the proposal of Aakarshak. Record journal
entries in the books of Aashirwad, assuming that the second bill is duly met.

Solution

Book of Ashirwad

Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.
2015
Jan. 01 Bills Receivable A/c Dr. 10,000

To Aakarshak’s A/c 10,000
(The Bill of exchange received from Aakarshak)

Jan.01 Aakarati’s  A/c Dr. 10,000
To Bills Receivable A/c 10,000

(The bill of exchange received from Aakarshak,
endorsed to Aakarati)

Apr. 04 Aakarshak’s A/c Dr. 10,000
To Aakarati’s A/c 10,000

(Cancellation of the bill of exchange received
from Aakarshak now with Aakarati)

Apr. 04 Aakarati’s A/c Dr. 10,000
To Bank A/c 10,000

(Payment of the amount due to Aakarati)

Apr. 04 Aakarshak’s A/c Dr. 450
To Interest A/c 450

(Interest due from Aakarshak on Rs.10,000
for 3 months at 18% p.a.)
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Apr. 04 Bills Receivable  A/c Dr. 10,450
To Aakarshak’s A/c 10,450

(The new bill received from Aakarshak for
the amountdue for him)

July 07 Bank A/c Dr. 10,450
To Bills Receivable A/c 10,450

(The amount received from Aakarshak in
respect of the renewed bill)

Illustration 7.

Ankit owes Nikita a sum of Rs.6,000. On April 01, 2015 Ankit gives a promissory note for
the amount for 3 months to Nikita who gets it discounted with her bankers for Rs.5,760.
on the due date the bill is dishonoured, the bank paid Rs.15 as noting charges. Ankit
then pays Rs.2,000 in cash and accepts a bill of exchange drawn on him for the balance
together with Rs.100 as interest. This bill of exchange is for 2 months and on the due date
the bill is again dishonoured, Nikita paid Rs.15 as noting charges.
Draft the journal entries to be recorded in Nikita’s books.

Solution

Books of Nikita

Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.
2016
Apr. 01 Bills Receivable A/c Dr. 6,000

To Ankit’s A/c 6,000
(Ankit’s promissory note received in
settlement of his account)

Apr. 01 Bank  A/c Dr. 5,760
Discount A/c Dr. 240

To Bills Receivable A/c 6,000
(Ankit’s Promissory note discounted for Rs.5,760)

July 04 Ankit A/c Dr. 6,015
To Bank A/c 6,015

(The promissory note dishonoured by Ankit
the amount of the bill and the noting charges
recoverable from Ankit and payable to bank)

July 04 Cash A/c Dr. 2,000
To Ankit’s A/c 2,000

(The amount received from Ankit)

July 04 Ankit’s A/c Dr. 100
To Interest A/c 100

(Interest due from Ankit for the second bill)
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July 04 Bills Receivable  A/c Dr. 4,115
To Ankit’s A/c 4,115

(Ankit’s acceptance for 2 monthsin
settlement of amount due)

Sept.07 Ankit’s A/c Dr. 4,115
To Bills Receivable A/c 4,115

(The dishonour by Ankit of his acceptance)

Sept.07 Ankit’s A/c Dr. 15
To Cash A/c 15

(Payment of noting charges, recoverable
from Ankit)

Illustraion 8.

On May 2015 Mohit sends his promissory note of Rs. 6000 for 3 months to Rohit. Rohit
gets it discounted with his bankers at 18 percent per annum on  May 04. On the due date
the bill is dishonoured, the bank paying Rs.10 as noting charges. Rohit agrees to accept
Rs.2,130 in cash (including Rs.130 for noting charges and interest) and another promissory
note for Rs.4,000 at 2 months. On the due date, Mohit approaches Rohit again and asks
for renewal of the bill for a further period of 3 months. Rohit agrees to the request, provided
Mohit pays Rs.200 as interest in cash. This last bill is paid on maturity.
Draft journal entries in the books of Mohit and Rohit.

Solution

Books of Mohit
Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
May 01 Rohit’s A/c Dr. 6,000

To Bills Payable A/c 6,000
(The amount of the promissory note sent
to Rohit)

Aug.04 Bills Payable  A/c Dr. 6,000
Noting charges A/c Dr. 10

To Rohit’s A/c 6,010
(The dishonour of the promissory note and
Rs.10 being payable as noting charges to Rohit)

Aug. 04 Interest A/c Dr. 120
Rohit’s A/c 120

(Interest due to Rohit from part renewal of
the promissory)
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Aug.04 Rohit’s A/c Dr. 6,130
To Bills Payable A/c 4,000
To Cash A/c 2,130

(Payment of Rs. 2,130 in cash and a new
promissory note for Rs. 4,000 sent to Rohit to
settle his account)

Oct.07 Bill Payable A/c Dr. 4,000
To Rohit’s A/c 4,000

(Cancellation of the bill due today)

Oct.07 Interest A/c Dr. 200
To Rohit’s A/c 200

(The amount due as interest ot Rohit on the
renewed bill)

Oct.07 Rohit’s A/c Dr. 4,200
To Cash A/c 200
To Bills Payable A/c 4,000

(The new acceptance and cash sent to Rohit)
2010

Jan.09 Bills Payable A/c Dr. 4,000
To Cash A/c 4,000

(Payment made to meet the bill due this day)

Book of Rohit
Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
May 01 Bills Receivable A/c Dr. 6,000

To Mohit’s A/c 6,000
(Mohit’s promissory note received this day)

May 04 Bank’s A/c Dr. 5,730
Discount A/c Dr. 270

To Bills Receivable A/c 6,000
(The discounting of the promissory note by
Mohit at 18% on Rs. 6,000 for 3 months)

Aug.04 Mohit’s  A/c Dr. 6,000
To Bank A/c 6,010

(The dishonour of the promissory not by Mohit
Rs. 10 being charged by bank for noting charges)

Aug.04 Mohit’s A/c Dr. 120
Interest A/c 120

(The amount agreed to be paid as interest
by Mohit)
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Aug.04 Cash A/c Dr. 2,130
Bills Receivable A/c 4,000

To Mohit’s A/c 6,130

(Cash and promissory note received from
Mohit for the amount due from him)

Oct.07 Mohit’s A/c Dr. 4,000
To Bills Receivable  A/c 4,000

(Cancellation of the bill due today)

Oct.07 Mohit’s A/c Dr. 200
To Interest A/c 200

(The amount due from Mohit as interest)

Oct.07 Cash A/c Dr. 200
Bills Receivable A/c Dr. 4,000

To Mohit’s  A/c 4,200

(Cash and promissory not received from Mohit)
2011

Jan. 10 Cash/Bank A/c Dr. 4,000
To Bills Receivable A/c 4,000

(Mohit met his acceptance on maturity)

Test Your Understanding - III

 Fill in the blanks:

(i) A bill of exchange is a ___________________________________instrument.
      (ii)   A bill of exchange is drawn by the ________________upon his___________.
      (iii)  A promissory note is drawn by ______________in favour of his__________.
      (iv)   There are ____________________parties to a bill of exchange.

(v) There are ____________________parties to a promissory note.
(vi) Drawer and ______________can not be the same parties in case of a bill of

exchange.
(vii) Bill of exchange in India languages is called    _____________
(viii) __________days of grace are added in terms of the bill to calculate the date

of its__________.

8.12 Accommodation Bills

Normally, bills of exchange or promissory notes are drawn to finance the actual

transactions in goods, i.e., an acceptance is made to settle a trade debt owing to

the drawer by the drawee in case of a bill of exchange and the bill is called a
trade bill. As it originates from genuine trade transaction it is for value received

and is enforceable. For example, Ankit buys goods from Bishan, he may postpone
the payment by accepting a draft drawn by Bindu upon him. Bindu can if he

wants, get the money immediately by getting Ankit’s acceptance discounted with
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his bank. But, apart from financing transaction in goods, bills of exchange promissory

notes may also be used for raising funds temporarily. Such a bill is called an
‘accommodation bill’ as it is accepted by the drawee to accommodate  the drawer.

Hence, the drawee is called the ‘accommodating party’ and the drawer is called the

‘accommodation party’.
For example, Raj draws upon Pal a bill for Rs.10,000 on  April 01, 2015 for three

months and the latter accepts the same to accommodate Raj. Raj discounts it
with his bank at 6% per annum on the same date. Raj remitted the amount one

day before the maturity of the bill to Pal. Pal met the bill on the date of its maturity.

The journal entries in the books of Raj and Pal will be recorded as follows:

Book of Raj
Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.
2015
Apr. 01 Bills Receivable A/c Dr. 10,000

To Pal’s A/c 10,000
(Received Pal’s acceptance)

Apr. 01 Bank A/c Dr. 9,850
Discount A/c Dr. 150

To Bills Receivables A/c 10,000
(Discount Pal acceptance)

Jul. 03 Pal’s A/c Dr. 10,000
To Bank A/c 10,010

(Remittance to Pal for paying off
accommodation bill)

Books of Pal
Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.
2015
Apr.01 Raj’s A/c Dr. 10,000

To Bill Payable A/c 10,000
(Acceptance of accommodation bill drawn by Raj)

Jul.03 Bank A/c Dr. 10,000
To Raj’s A/c 10,000

(Received Raj’s remittance)

Jul.03 Bill Payable A/c Dr. 10,000
To Bank A/c 10,000

(Discharge of accommodation)
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Sometimes, the accommodation parties agree to raise the funds through an

accommodation bill for mutual benefits. It can be done in any of the following
two ways:

(a) The drawer and the drawee share the proceeds in an agreed ratio

(b) Each draws a bill and each accepts a bill
In the case (a) the discounting changes are shared by drawer and drewee in the

ratio in which they share the proceeds. But in the case (b) the discount is not
shared as each party retains the entire proceeds of the bill drawn and discounted

by him. On maturity, each party meets his acceptance out of his own resources

if everyone draws and accepts bills of the same denomination and tenure. But
where they share the proceeds of the same bill, the drawer should remit, just

before maturity, the balance due to the drawee, so that the latter could duly
meet his acceptance. Based upon the above discussion, it can be stated that an

accommodation bill helps both the parties to the instrument to temporarily

raise the necessary funds from discounting institutions.

Illustaration 9

Ashu and Mudit were in need of funds. On October 01, 2015 Ashu drew upon a bill for
Rs. 9,000 for 2 months. Mudit accepted the bill and returned to Ashu. Ashu got it
discounted at 5% from Bank same day. Half of the amount were remitted to Mudit. On the
due date Ashu sent the required sum to Mudit, who met the bill. Journalise the transactions

in the books of Ashu and Mudit.

Books of Ashu
Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
Oct. 01 Bills Receivable A/c Dr. 9,000

To Mudit’s A/c 9,000
(Mutual accommodation bill receipts
from Mudit)

Oct. 01 Bank A/c Dr. 8,925
Discount A/c Dr. 75

To Bill Receivable A/c 9,000
(Bill discounted from bank)

Oct. 01 Mudit’s A/c Dr. 4,500
To Cash A/c 4,462.50
To Discount A/c 37.50

(Half the proceeds remitted to Mudit)

Oct. 01 Mudit’s A/c Dr. 4,500
To Cash A/c 4,500

(Half amount of the bill sent to Mudit to
enable him to meet it)
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Books of Mudit
Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
Oct. 01 Ashu’s A/c Dr. 9,000

To Bills Payable A/c 9,000
(Mutual Accommodation bill accepted)

Oct. 01 Cash A/c Dr. 4,462.50
Discount A/c Dr. 37.50

To Ashu’s A/c 4,500
(half amount of Discounted Bill received
from Ashu)

Dec. 04 Cash A/c Dr.  4,500
To Auhu’s A/c 4,500

(Amount retained by Ashu now received from him)

Dec. 05 Bill Payable A/c Dr. 9,000
To Bank A/c 9,000

(Acceptance honoured)

Illustration 10

Rohan and Rohit were both in need to temporary accommodation. On November 01, 2015,
Rohan accepted Rohit draft for Rs. 5,000 for 3 months and Rohit accepted Rohan draft for
Rs. 4,000 for 3 months. The both bills were discounted at the respected banks for Rs 4,800
and Rs. 3,850. Before maturity of the bill Rohit sent Rs. 1,000 to Rohan for difference in
accommodation bill. Rohan and Rohit met his acceptance on the due date. Records the
transaction in the journal of Rohan and Rohit.

Books of Rohan
Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.

2015
Nov. 01 Rohit’s A/c Dr. 5,000

To Bills Payable A/c 5,000
(Rohan accepted bill accommodation)

Nov. 01 Bill Receivable A/c Dr. 4,000
To Rohit’s A/c 4,000

(Accommodated bill received)

Nov. 01 Bank A/c Dr. 3,850
Discount A/c Dr. 150

To Bill Receivable A/c 4,000
(Bill discounted by bank)
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Feb. 04 Cash A/c Dr. 1,000
To Rohit’s A/c 1,000

(Cash received for meet the bill)

Feb. 04 Bill Payable A/c Dr. 5,000
To Bank A/c 5,000

(Bill met on maturity)

Books of Rohit
Journal

Date Particulars L.F. Debit Credit
Amount  Amount

Rs. Rs.
2015
Nov. 01 Rohan’s A/c Dr. 4,000

To Bills Payable A/c 4,000
(Rohit accepted bill accommodation)

Nov. 01 Bill Receivable A/c Dr. 5,000
To Rohan’s A/c 5,000

(Accommodated bill received)

Nov. 01 Bank A/c Dr. 4,800
Discount A/c Dr. 200

To Bill Receivable A/c 5,000
(Bill discounted by bank)

Feb. 04 Rohan’s A/c Dr. 1,000
To cash A/c 1,000

(Sent cash to Rohan)

Feb. 04 Bill Payable A/c Dr. 4,000
To Bank A/c 4,000

(Bill met on due date)

Key Terms Introduced in the Chapter

(a) Drawer
(b) Drawee
(c) Payee
(d) Bill Receivable
(e) Bill Payable
(f) Drawing of a Bill
(g) Acceptance of a Bill
(h) Payment of a bill

Summary with Reference to Learning Objectives

1. Bill of exchange as an Instrument : A bill of exchange is a device by
which the purchaser or debtor in a credit transaction is not required to
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make immediate payment but satisfies the seller or creditor by accepting

in writing the liability to pay the amount due from him.

2. Meaning of bill of exchange and promissory note: A bill of exchange is

an acknowledgement of debt given by one person to another, incorporating

all the terms and conditions of payments. A promissory note is an

undertaking in writing given by the debtor to the creditor to pay the

latter a certain sum of money in accordance with the conditions stated

therein.

3. Difference between a bill and a note.

(a) A bill is prepared by the creditor and accepted by the debtor; a note

is prepared by the debtor.

(b) There are three parties to a bill; there are only two parties to a note.

(c) A bill requires acceptance to acquire financial status; a note in

itself has financial status.

4. Features and advantages of a bill : A bill is a written unconditional order;

it is signed by the creditor and accepted by the debtor; the amount of

the bill is payable either on demand or at a fixed period.

Questions for Practice

Short Answers

1. Name any two types of commonly used negotiable instruments.

2. Write two points of distinction between bills of exchange and promissory

note.

3. State any four essential features of bill of exchange.

4. State the three parties involved in a bill of exchange.

5. What is meant by maturity of a bill of exchange?

6. What is meant by dishonour of a bill of exchange?

7. Name the parties to a promissory note

8. What is meant by acceptance of a bill of exchange?

9. What is Noting of a bill of exchange.

10. What is meant by renewal of a bill of exchange?

11. Give the performa of a Bills Receivable Book.

12. Give the performa of a Bills Payable Book.

13. What is retirement of a bill of exchange?

14. Give the meaning of rebate.

15. Give the performa of a Bill of Exchange.

Long Answers

1. A bill of exchange must contain “an unconditional promise to pay” Do

you agree with a statement?
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2. Briefly explain the effects of dishonour and noting of a bill of exchange.
3.     Explain briefly the procedure of calculating the date of maturity of a bill

of exchange? Give example.
4. Distinguish between bill of exchange and promissory note.
5. Briefly explain the purpose and benefits of retiring a bill of exchange to

the debtor and  the creditor.
6. Explain briefly the purpose and advantages of maintaining of a Bills

Receivable Book.
7. Briefly explain the benefits of maintaining a Bills Payable Book and

state how is its posting is done in the ledger?

Numerical Questions

1. On Jan 01, 2015 Rao sold goods Rs.10,000 to Reddy. Half of the payment
was made immediately and for the remaining half Rao drew a bill of
exchange upon Reddy payable after 30 days. Reddy accepted the bill
and returned it to Rao. On the due date Rao presented the bill to Reddy
and received the payment.
Journalise the above transactions in the books Rao and prepare of
Rao’s account in the books of Reddy.

2. On Jan 01,2015, Shankar purchased goods from Parvati for Rs.8,000
and immediately drew a promissory note in favour of Parvati payable
after 3 months. On the date of maturity of the promissory note, the
Government of India declared holiday under the Negotiable Instrument
Act 1881. Since, Parvati was unaware about the provision of the law
regarding the date of maturity of the bill, she handed over the bill to
her lawyer, who duly presented the bill and received the payment. The
amount of the bill was handed over by the lawyer to Parvati immediately.
Recore the necessary Journal entries in the books of Parvati and
Shankar.

3. Vishal sold goods for Rs.7,000 to Manju on Jan 05, 2015 and drew upon
her a bill of exchange payable after 2 months. Manju accepted Vishal’s
draft and handed over the same to Vishal after acceptance. Vishal

immediately discounted the bill with his bank@12% p.a. On the due
date Manju met her acceptance.
Journalise the above transactions in the books of Vishal and Manju.

4. On Feb 01, 2015, John purchased goods for Rs.15,000 from Jimmi. He
immediately made a payment of Rs.5,000 by cheque and for the balance
accepted the bill of exchange drawn upon him by Jimmi. The bill of
exchange was payable after 40 days. Five days before the maturity of
the bill, Jimmi sent the same to his bank for collection. The bank duly
presented the bill to John on the due date who met the bill. The bank
informed the same to Jimmi.
Prepare John’s account in the books of Jimmi and Jimmi account in
the books of John.
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5. On Jan 15, 2015, Kartar Sold goods for Rs.30,000 to Bhagwan and drew
upon him three bills of exchanges of Rs.10,000 each payable after one
month, two month, and three months respectively. The first bill was
retained by Kartar till its maturity. The second bill was endorsed by him
in favour of his creditor Ratna and the third bill was discounted  by him
immediately @ 6% p.a. All the bills were met by Bhagwan. Journalise
the above transactions in the books of Kartar and Bhagwan. Also prepare
ledger accounts in books of Kartar and Bhagwan.

6. On Jan. 01, 2015 Arun sold goods for Rs.30,000 to Sunil. 50% of the
payment was made immediately by Sunil on which Arun allowed a cash
discount of 2%. For the balance Sunil drew a promissory note in favour
of Arun payable after 20 days. Since, the date of maturity of bill was a
public holiday, Arun presented the bill on a day, as per the provisions
of Negotiable Instrument Act which was met by Sunil. State the date on
which the bill was presented by Arun for payment and Jounalise the
above transactions in the books of Arun and Sunil.

7. Darshan sold goods for Rs. 40,000 to Varun on 8.1.2015 and drew upon
him a bill of exchange payable after two months. Varun accepted the
bill and returned the same to Darshan. On the due date the bill was
met by Varun. Record the necessary Journal entries in the books of
Darshan and Varun in the following circumstances.

• When the bill was retained by Darshan till the date of its maturity.

• When Darshan immediately discounted the bill @ 6% p.a. with
his bank.

• When the bill was endorsed immediately by Darshan in favour of
his creditor Suresh.

• When three days before its maturity, the bill was sent by Darshan
to his bank for collection.

8. Bansal Traders allow a trade discount of 10% on the list price of the
goods purchased from them. Mohan traders, who runs a retail shop
made the following purchases from Bansal Traders.

Date Amount
(Rs.)

Dec. 21, 2015 1,000
Dec. 26, 2015 1,200
Dec. 18, 2015 2,000
Dec. 31, 2015 5,000

For all the purchases Mohan Traders drew promissory note in favour of
Bansal Traders payable after 30 days. The promissory note for the sale
of Dec. 21, 2015 was retained by Bansal Traders with them till the date
of its maturity. The promissory note drawn on 26.12.2015 was discounted
by Bansal Traders from their bank at 12% p.a. The promissory note
drawn on Dec. 28, 2015 was endorsed by Bansal Traders in favour of
their creditor Dream Soaps in full settlement of a purchase amounting
to Rs. 1,900. On 25.1.2016 Bansal Traders sent the promissory note
drawn on Dec. 31, 2015 to their bank for collection. All the promissory
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notes were met by Mohan Traders. Record the necessary journal entries
for the above transactions in the books of Bansal Traders and Mohan
Traders and prepare Mohan Traders account in the books of Bansal
Traders and Bansal Traders account in the books of Mohan Traders.

9. Narayanan purchased goods for Rs.25,000 from Ravinderan on Feb. 01,
2015. Ravinderan drew upon Narayanan a bill of exchange for the same
amount payable after 30 days. On the due date Narayanan dishonoured
his acceptance.

Pass the necessary journal entries in the books of Ravinderan and
Narayanan in following cases:

• When the bill was retained by Ravinderan with him till the date of
its maturity.

• When the bill was discounted by Ravinderan immediately with his
bank @ 6% p.a.

• When the bill was endorsed to his creditor Ganeshan.

• When the bill was sent by Ravinderan to his bank for collection a
few days before it maturity.

10. Ravi sold goods for Rs.40,000 to Sudershan  on Feb 13, 2015. He drew
four bills of exchange upon Sudershan. The first bill was for Rs.5,000
payable after one month. The second bill was for Rs.10,000 payable after
40 days; the third bill was for Rs.12,000 payable after three months and
fourth bill was for the balance amount payable after 19 days. Sudershan
accepted all the bills and returned the same to Ravi. Ravi discounted the
first bill with his bank at 6% p.a. He endorsed the second bill to his
creditor Mustaq for the full settlement of a debt of Rs.10,200. The third
bill was kept by Ravi with him till the date of maturity. Five days before
the maturity of the fourth bill, Ravi sent the bill to his bank for collection.
All the four bills were dishounoured by Sudarshan on maturity. Sudershan
settled Ravi’s claim in cash three days after the dishonour of each bill
along with interest @ 12% p.a. for the terms of the bills.
You are requested to record the necessary journal entries in the books
to Ravi, Sudershan, Mustaq and bank for the above transaction. Also
prepare Sudershan’s account and Mustaq’s account in the books
of Ravi.

11. On  Jan 01, 2015 Neha sold goods for Rs.20,000 to Muskan and drew
upon her a bill of exchange payable after two months. One month before
the maturity of the bill Muskan approached Neha to accept the payment
against the bill at a rebate @ 12% p.a. Neha agreed to the request of
Muskan and Muskan retired the bill under the agreed rate of rebate.

Journalise the above transaction in the books of Neha and Muskan.

12. On Jan 15, 2015 Raghu sold goods worth Rs. 35,000 to Devendra and
drew upto the latter three bills of exchanges. The first bill was for
Rs.5,000 payable after one month, the second bill was for Rs.20,000
payable after three months and third bill for balance amount for 4
months. Raghu endorsed the first bill in favour of his creditor Dewan in
full settlement of a debt of Rs.5,200. The second bill was discounted by
Raghu @ 6 % p.a. and the third bill was retained by Raghu till the date

2015-16



326 Accountancy

of maturity. Devendra dishonoured the bill on maturity and the bank
paid Rs. 30 as noting charges. Four days before the maturity of the
third bill Raghu, sent the same for collection to his bank. The third bill
was also dishonored by Devendra and the bank paid Rs.200 as noting
charges. Five days after the dishonour of the bill Devendra paid the
entire amount due to Raghu along with interest Rs.1,000 for this purpose
Devendra obtained a short term loan from his bank.

You are requested to record the necessary journal entries in the books
of Raghu Devendra and Dewan and also prepare Devendra’s account in
Raghu’s books and Raghu’s account in Devendra’s account.

13. Viaml purchased goods Rs.25,000 from Kamal on Jan 15, 2015 and
accepted a bill of exchange drawn upon him by Kamal payable after
two months. On the date of the maturity the bill was duly presented for
payment. Vimal dishonoured  the bill.

record the necessary journal entries in the books of Kamal and Vimal
when.

• The bill was retained by Kamal till the date of its maturity.

• The bill was immediately discounted by Kamal with his bank @ 6% p.a.

• The bill was endorsed by Kamal in favour of his creditor Sharad.

• Five days before its maturity the bill was sent by Kamal to his bank
for collection.

14. Abdulla sold goods to Tahir on Jan 17, 2015 for Rs.18,000. He drew  a
bill of exchange for the same amount on Tahir for 45 days. On the same
date Tahir accepted the bill and returned it to Abdulla. On the due date
Abdulla presented the bill to Tahir which was dishonoured. Abdulla
paid Rs.40 as noting charges. Five days after the dishonour of his
acceptance Tahir settled his debt by making a payment of Rs.18,700
including interest and noting charges.

Record the necessary journal entries in the books of Abdulla and Tahir.
Also prepare Tahir’s account in the books of Abdulla and Abdulla’s
account in the books of Tahir.

15. Asha sold goods worth Rs.19,000 to Nisha on  March 02, 2015. Rs.4,000
were paid by Nisha immediately and for the balance she accepted a bill
of exchange drawn upon her by Asha payable after three months. Asha
discounted the bill immediately with her bank. On the due date Nisha
dishonoured the bill and the bank paid Rs.30 as noting charges.

Record the necessary journal entries in the books of Asha and Nisha.

16. On Feb. 02, 2015, Verma purchased from Sharma goods for Rs.17,500.
Verma paid Rs.2,500 immediately and for the balance gave a promissory
note to Sharma payable after 60 days. Sharma immediately endorsed
the promissory note in favour of his creditor.

Gupta for the full settlement of a debt of Rs.15,400. On the due date of
the bill Gupta presented the bill to Verma which the latter dishonoured
and Gupta paid Rs.5,000 noting charges. On the same date Gupta
informed Sharma about the dishonour of the bill. Sharma settled his
debt to Gupta by cheque for Rs.15,500 which includes noting charges
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and interest. Verma settled Sharma’s claim by cheque for the same
amount.

Record the necessary journal entries is the books of Sharma, Gupta

and Verma for the above transaction and prepare Verma’s and Gupta’s
accounts in the books of Sharma. Sharma’s account in the books of
Verma. And also Sharma’s account in the books of Gupta.

17. Lilly sold goods to Methew on 1.3.2015 for Rs.12,000 and drew upon
Methew a bill of exchange for the same amount payable after two months.
Lilly immediately discounted the bill with her bank at 9% p.a. The
maturity date of the bill was a non business day (holiday), therefore,
Lilly had to present the bill as per the provisions of the Indian
Instruments Act.1881. The bill was dishonoured by Methew and Lilly
paid Rs.45 as noting charges. Methew settled the claim of Lilly five
days after the disonour of the bill by a cheque, whch includes interest
@ 12% for the term of the bill.

Journalise the above transactions in the books of Lilly and Methew and
prepare Mathew’s account in the books of Lilly and Lilly’s account in
the books of Mathew.

18. Kapil purchased goods for Rs.21,000 from Gaurav on 1.2.2015 and
accepted a bill of exchange drawn by Gaurav for the same amount. The
bill was payable after one month. On 25.2.2015 Gaurav sent the bill to
his bank for collection. The bill was duly presented by the bank. Kapil
dishonoured the bill and the bank paid Rs.100 as noting charges.

Record the necessary journal entries for the above transactions in the
books of Kapil and Gourav.

19. On Feb. 14, 2015 Rashmi sold good Rs.7,500 to Alka. Alka paid Rs.500
in cash and for the bank balance accepted a bill of exchange drawn
upon her by Rashmi payable after two months. On Apr.10, 2015 Alka
approached Rashmi to cancel the bill since she was short of funds. She
further requested Rashmi to accept Rs.2,000 in cash and draw a new
bill for the balance including interest Rs.500. Rashmi accepted Alka’s
request and drew a new bill for the amount due payable after 2 months.
The bill was accepted by Alka. The new bill was duly met by Alka on
maturity.

Record the necessary journal entries in the books of Rashmi and Alka
and prepared Alka’s account in the books of Rashmi’s and Rashmi’s
account in the books of Alka’s

20. Nikhil sold goods for Rs.23,000 to Akhil on Dec. 01, 2015. He drew upon
Akhil a bill of exchange for the same amount payable after 2 months.
Akhil accepted the bill and sent it back to Nikhil. Nikhil discounted the
bill immediately with his bank @12 p.a. On the due date Akhil
dishonoured the bill of exchange and the bank paid Rs.100 as noting
charges. Akhil requested Nikhil to draw a new bill upon him with interest
@10% p.a. which he agreed. The new bill was payable after two months.
A week before the maturity of the second bill Akhil requested Nikhil to
cancel the second bill. He further requested to accept Rs.10,000 in cash
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immediately and drew a third bill upon him including interest of Rs.500.
Nikhil agreed to Akhil’s request. The third bill was payable after one
month. Akhil met the third bill on its maturity. record the necessary
journal entries in the books of Nikhil and Akhil and also prepare Akhil’s
account in the books of Nikhil and Nikhil’s account in the books of
Akhil.

21. On Jan 01, 2015 Vibha sold goods worth Rs.18,000 to Sudha and drew
upon the latter a bill of exchange for the same amount payable after
two months. Sudha accepted Vibha’s draft and returned the same to
Vibha after acceptance. Vibha endorsed the bill immediately in favour
of her creditor Geeta. Five days before the maturity of the bill Sudha
requested Vibha to cancel the bill since she was short of funds. She
further requested to draw a new bill upon her including interest of
Rs.200. Vibha accepted Sudha’s request. Vibha took the bill from Geeta
by making the payment to her in cash and cancelled the same. Then
she drew a new bill upon Sudha as agreed. The new bill was payable
after one month. The new bill was duly met by Sudha on maturity.
Record the necessary journal entries in the books of Vibha.

22. Following was the position of debtor and creditor of Gautam as
on 1.1.2015.

Debtors Creditors
Rs. Rs.

Babu 5,000         -
Chanderkala 8,000         -
Kiran 13,500         -
Anita           14,000         -
Anju      -    5,000
Sheiba      -  12,000
Manju      -    6,000

The following transactions took place in the month of Jan 2015:
Jan 2

Drew on Babu at two months after date at full settlement for Rs.4,800.
Babu accepted the bill and returned it on 5.1.2015 .

Jan. 04

Babu’s bill discounted for Rs.4,750.

Jan. 08

Chanderkala sent a promissory note for Rs.8,000 payable three months
after date.

Jan. 10

Promissory note received from Chanderkala discounted for Rs.7,900.

Jan. 12

Accepted Sheiba draft for the amount due payable two months after
date.

Jan. 22

Anita sent his promissory note payable after two months.
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Jan. 23

Anita’s promissory note endorsed in favour of Manju.

Jan. 25

Accepted Anju’s draft payable after three months.

Jan. 29

Kiran sent Rs.2,000 in cash and a promissory note for the balance payable
after three months.

Record the above transactions in the proper subsidiary books.

23. On Jan. 01, 2015 Harsh accepted  a months bill for Rs. 10,000 drawn
on him by tanu for latter’s benefit. Tanu discounted the bill on same
day @ 8% p.a On the due date tanu sent a cheque to Harsh for honour
the bill. Harsh duly honoured his acceptance.
Record the journal entries in the Books of Tanu and Harsh.

24. Ritesh and Naina were in need of funds temporarily. On August 01 2015
Ritesh drew upon Naina a bill for Rs. 12,000 for 4 months. Naina Accepted
the bill and returned to Ritesh. Ritesh discounted the Bill @ 8% p.a.
Half amount of the discounted bill remitted to Naina. On due date,
Ritesh sent the required sum to Naina, who met the bill. Journalise the
transaction in the books of both the parties.

25. On Jan. 01, 2014, bhanu and Naman drew on each other a bill for Rs.
8,000 payable 3 months after the due date for their Mutual benefit. On
January 02 they discounted with their bank each other’s bill at 5% p.a.
on the due date each met his Own’s acceptance. Give journal entry in
the books of Bhanu and Naman.

26. On Nov. 01, 2014 Sonia drawn a bill on sunny for Rs. 15,000 for 3
months for mutual accommodation. Sunny accepts the bill and return
it to sonia. Sonia discounted the same with his bankers @ 6% p.a. The
proceeds are shared between sonia and sunny in proportion of 2/3rd,
1/3rd respectively. On the due date sonia remits his proportion to sunny
who fails to met the bill and as a result sonia has to meet it. Sunny Give
a fresh acceptance for the amount due to sonia plus interest of Rs. 100
sunny meet his second acceptance on due date. Record the necessary
journal entries in the books of sonia and sunny.

Checklist to test Your Understanding

Test your understanding-I

(i) False (ii) True (iii) False (iv) False (v) True
(vi) False (vii) True (viii) False (ix) False (x) False

Test Your Understanding-II

(i)Promisee (ii) Endorsement (iii) Promissor (iv) Endorser

Test Your Understanding-III

(i) Negotiable, (ii) Drawer, Drawee (iii) Debtor, Creditor  (iv) Three
(v) Two. (vi) Drawee (vii) Hundi (viii) 3, Maturity
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