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| PREFACE

It gives us great pleasure to place the book' Financial
Accounting - I in your hands. The book is written strictly according
to the B.Com. Common Core Syllabus prescribed by Telangana
State council of Higher education Govt, of Telangana State for all
universities in Telangana State. The book has been thoroughly
revised in the light of the new syllabus and latest examination
question papers of different universities of Telangana State. In
every chapter adequate theoretical explanation, short answer
questions, illustrations, and problems of B.Com., standard have
been included to make the book more useful to the students.
Uniformity is maintained in explanation and problems both in
English and Telugu versions. Sincere attempt is made to eliminate
Printing errors. We hope that the teachers and students will derive
greater satisfaction from it.

We are thankful to Dr. Krishna Rao, Dr. I. Srinivas, Sri S.
Surya Prakash Sri, G. Ravindar, Sri Vishnu Kumar, Sri N. Srinivas
and Sri Wajahat for the help rendered by them in publishing the
book. We sincerely thank all lecturers and students who have helped
us by their valuable suggestions. We also thank Sri M. Ram Reddy,
Proprietor Om Sai Graphics and his dedicated team for the efficient
and timely work done by them.

Constructive criticism and suggestions for improvement of
the book are most welcome.

Hyderabad.

Authors

FINANCIAL ACCOUNTING -1
SYLLABUS
(Applicable to all Universities of Telangana State)
Max. Marks : 50
UNIT 1 : ACCOUNTING PROCESS
Financial Accounting : Introduction- Definition-Evolution-FunctionsAdvantages and Limitations-Users of Accounting Information- Branches of
Accounting-Accounting Principles: Concepts and Conventions- Accounting
Standards-Meaning -Importance-List of Accounting Standards issued by ASBAccounting System- Types of Accounts - Accounting Cycle- Journal-Ledger and

Trial Balance. (Including Problems)

UNIT-II : SUBSIDIARY BOOKS
Meaning-Types-Purchases Book- Purchases Returns Book- Sales Book- Sales
Returns Book-Bills Receivable Book- Bills Payable Book- Cash Book-Single Column,
Two Column, Three Column and Petty Cash Book- Journal Proper. (Including
Problems)
UNIT-III : BANK RECONCILIATION STATEMENT

Meaning-Need- Reasons for differences between cash book and pass book
balances Favourable and over draft balance -Ascertainment of correct cash book
balance (Amended Cash Book)- Preparation of Bank Reconciliation Statement.

(Including problems)
UNIT-IV : RECTIFICATION OF ERRORS AND DEPRECIATION
Capital and Revenue Expenditure-Capital and Revenue Receipts: Meaning and
Differences- Deffered Revenue Expenditure. Errors and their Rectification: Types of
Errors - Suspense Account-Effect of Errors on Profit. (Including Problems)

Depreciation (As-6) : Meaning - Causes-Difference between Depreciation,
Amortization and Depletion-objectives of providing for depreciation-Factors affecting
depreciation- Accounting Treatment- Methods of Depreciation : Straight Line MethodDiminishing Balance Method (Including problems)

UNIT-V : FINAL ACCOUNTS
Final Accounts of Sole Trader: Meani ng-Uses-Preparation of Manufacturing, Trading

and Profit & Loss Account and Balance Sheet - Adjustments -Closing Entries

(Including Problems)

| CONTENTS

50

nsof
mg
5Band

Chapter

ook
ook
ent.

and
:s of

ion,
:ting
hod-

ding
tries

Page Number

1.

Introduction

A-l toA-18

2.

Journal Ledger and Trial Balance

B-l toB-38

3.

Subsidiary Books

C-l to C-32

4.

Bank Reconciliation Statement

D-l to D-23

5.

Rectification of Errors & Depreciation

E-l toE-30

6.

Final Accounts

F-l to F-63

ales
mn,
ling

1

CH/

INTROI

A business concern has to ket
transactions. Book-Keeping is the a
regular and systematic manner. Acc
science and art of correctly recordm
transactions that result in the transfe
'Accountancy' is used for accountin
Smith and Ashbume "Accounting is
business transactions and events, pn
of making significant summaries,
transactions and events, and comma
make decisions or form judgements,
ofAmerican Institute of Certified Pub;
is the art of recording, classify ing ai
and in terms of money, transactions a
financial character and interpreting t
definition, Accounting involves the
1) It is an art of recording financial
2) It involves making summaries ar
3) It is an art of interpreting the r<
communicating the results to the p
Accountings is regarded as 'La
communicates with parties cone;
Objects ofAccountancy
1) To keep a permanent, accura
transactions.
2) To maintain records of incomes,
the net profit or loss for any spe.
3) To keep records of assets and lia
position of the business at any p
4) To enable the businessman to re
of past experience, brought to lig
and reports.
5) To provide information for legal

CHAPTGR-I

INTRODUCTION
A business concern has to keep a systematic record of its business
transactions. Book-Keeping is the art of recording business transactions in
regular and systematic manner. According to Carter "Book-Keeping" is the
science and art of correctly recording in books of account all those business
transactions that result in the transfer of money or money's worth. The term
'Accountancy' is used for accounting work of a higher order. According to
Smith and Ashbume "Accounting is the science of recording and classifying
business transactions and events, primarily of financial character, and the art
of making significant summaries, analysis and interpretations of those
transactions and events, and communicating the results to persons who must
make decisions or form judgements." According to Committee on Terminology
ofAmerican Institute of Certified Public Accountants (A.I.C.P.A.). "Accounting
is the art of recording, classifying and summarising in a significant manner
and in terms of money, transactions and events which are, in part at least, of a
financial character and interpreting the results there of." According to above
definition, Accounting involves the following characteristics.
1) It is an art of recording financial transactions.
2) It involves making summaries and analysis of financial transactions.
3) It is an art of interpreting the results of the financial transactions and
communicating the results to the persons who are interested in such results.
Accountings is regarded as 'Language of business', it means that it
communicates with parties concerned through accounting statements.
Objects of Accountancy
1) To keep a permanent, accurate and complete record of business
transactions.
2) To maintain records of incomes, expenses and losses in such a way that
the net profit or loss for any specified period may be ascertained.
3) To keep records of assets and liabilities in such a way that the financial
position of the business at any point can be easily ascertained.
4)
enable the businessman to review and revise his policies in the light
of past experience, brought to light by analysing and interpreting records
and reports.
5) To provide information for legal and tax purposes.
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Functions:
The main functions of accounting are as follows :
1. Maintaining Systematic records : The primary function of accounting
is to maintain systematic records of business transactions, to classify
them post them in ledger and finally prepare the final accounts.
2. Communicating the financial results : Accounting is used to
communicate financial information in respect of net profit I loss, assets,
liabilities etc to the interested parties.
3. Meeting legal requirements : The accounting system must be able to
Comply with legal requirements. The Provisions of various laws such as
companies Act, Income-tax Act etc require the submission of statements
or returns in annual accounts, Income tax returns etc.
4. Protecting Business Assets : Accounting maintains proper records of
various assets such as cash & bank balances in ventures etc which enable
the management to exercise proper control over them.
5. Assistance to Management: Accounting helps the management in the
task of planning, controlling and co-ordination of business activities.
6. Stewardship : In case of companies the management is entrusted with
the resources of the enterprise. The management is expected to act as
true trustees of the funds. Accounting helps them to achieve the same.
Distinction between Book-Keeping and Accounting
Book-Keeping means recording of daily business transactions in a
systematic manner. Accounting is a wider term and includes besides book
keeping, preparation of financial statements and their analysis and
interpretation. Accounting is a broad subject. It involves greater understanding
of records and capacity to analyse and interpret the information provided by
book-keeping records. The process of accounting begins where book-keeping

process ends.
The distinction between Book-Keeping and Accounting are as under:
Book-Keeping
1. It is the recording phase of an
accounting system.

Accounting
1. It is recording, classifying, summa
rising, analysing and interpreting of
business transactions.

2. It has limited scope of only
recording business transactions
in original books of accounts.

2. It has wider scope and includes
book-keeping and analysis, inter
pretation of business information.

3. It does not require special skill
or knowledge it is done by clerks
or lower level of management.

3. It requires special skill and
knowledge. It is done by senior staff
and accountants with higher level
of knowledge.

4. It does not give con
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4. It does not give complete picture 4. It critically analyses and interprets
the business transactions and shows
of the financial conditions of the
the complete picture of the
business.
financial condition of the business.

5. It does not help in complying
with legal formalities.

5. Legal formalities can be complied
with the help of accounting.

6. It does not provide any infor 6. It provides information for taking
managerial decisions.
mation for taking managerial
decisions.
7. It has several branches like cost
7. It has no branches.
accounting management accounts
etc.

Advantages of Accounting
1) Innumerable monetary transactions occur in a business organisation.
Accounting keeps a systematic record of such transactions.
2) When a business maintains a complete record of its transactions it has
complete information about expenses, losses, incomes and gains, Hence,
it can easily ascertain the net profit or net loss for any period.
3) Accounting records will help a concern to know not only its net profit or
net loss but also the exact reasons that has contributed to the profit or
loss.
4) When accounting records are available over a period of time it can
compare the results of its business from year to year and study the progress
of business over a period of time.
5) When a business house keeps accounting records, it has a complete
record of what it owns (i.e. its assets), what it owes (i.e. its liabilities) and
what is has invested (i.e. its capital). So it can know the true and correct
financial position of its business at anytime.
6) Accounting records enable a business concern to detect the frauds that
have taken place in the business. It can take effective steps to stop its
reoccurrence.
7) Accounting records enable a business concern to keep effective control
over it activities. For this reason accounting records are called "the eyes
and ears of a business".
8) Accounting records and reports help the management in planning,
controlling and decision making functions.
9) Claims against a business by its creditors, and claims by the business
against its debtors can be established and proved in Courts of Law by
producing accounting records as evidence.
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10) Accounting records will enable the business concern to know its tax
liability and settlement of claim from different departments of
government.
Limitations of Financial Accounting:
1) Financial Accounting is historical in nature: It supplies information in
the form of Profit and Loss Account and Balance Sheet normally for one
year which is past. The information is of historical interest and is in the
nature of 'post-mortem' of financial activities of the previous year. The
management need timely information at frequent intervals to take
corrective steps at the appropriate time.
2) Financial accounting does not provide detailed analysis: financial
accounts are concerned with the ascertainment of profit or loss of the
business 'as a whole'. They reveal the overall Trading results for a period.
They merely show the result of the collective activities of the business.
No detailed information is provided of the exact manner in which the net
profit or loss has been made. In a business the total turnover may comprise
many activities, processes, jobs, contracts etc., some of which may be
profitable, while others maybe at a loss. Separate information for each
activity is not revealed hence profit or loss of each activity cannot be
known.
3) It ignores non-monetary information: Accounting deals only with those
transactions which can be measured in terms of money. Extent of
competition faced by the business, efficiency and loyalty of employees,
effect of technical inventions etc. are the important matters in which the
managers of the business will be highly interested, but accounting
information cannot provide such information.
4) Financial accounting does not reveal the efficiency of a business
concern: Profit is not the only measure of efficiency of a business concern.
Inefficient concerns can make profits or efficient firms lose money during
different economic conditions. Financial accounting fails to inform
whether profits are due to efficiently in operation or due to external
factors such as inflation, trade depression etc. Material losses due to
pilferage, wastage etc., labour and machine hour lost due to idle time
cannot be found out with the help of financial accounting.
Users of Accounting Information
Accounting is the language used to communicate financial information
of a concern to various parties who are interested in such information. The
parties that may be interested in accounting information are as follows :
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1)

Owners: The owners provide funds for the operations of a business.
They are interested in knowing whether their funds are being properly
utilised or not, and the return they would get on their capital. This
information will be provided by the financial statements prepared by the
business concerns.
2) Creditors: Creditors i.e. suppliers of goods and services on credit and
bankers are interested in knowing the financial position of a concern
before giving loan or granting credit. The financial statements (Profit
and Loss Account and Balance Sheet) help them in judging such position.
3) Prospective Investors: Investors use accounting information while
determining the relative merits of various investment opportunities. They
will be interested in knowing the profitability and safety of their
investment which they can know by studying the financial statements
carefully.
4) Management: The management requires financial information for
planning, control and decision making.
5) Government: Government is interested in financial statements for the
purpose of taxation.
Accounting Terms
1) Business: It is an activity which involves exchange of goods, services
with the intention of earning income and profit.
2) Business Transaction: It refers to any transaction, dealing or event which
involves transfer of money or money's worth between two parties. Events
like purchase and sale of goods, receipts and payments of cash etc., are
examples of business transactions.
3) Cash Transaction: When payment for business activity is made
immediately, it is called cash transaction.
4) Credit Transaction: When the payment is postponed to a future date it
is called credit transaction.
5) Non-Cash Transaction: A non-cash transaction is a business transaction
where there is no payment or receipt of cash either immediately or at a
future date. Example: Depreciation, Bad Debts etc.
6) Proprietor: The owner of business is called proprietor. He invests capital
in the business with the intention of earning profit.
7) Capital: It is the amount invested by the proprietor in the business. It is
^lways equal to assets minus liabilities. It is also called 'owner's Equity'
i.e. owner's claim against the assets.
8) Drawings: It is the value of cash or goods withdrawn from the business
by the owner for his personal use.
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9)

10)
11)
12)

13)

14)

15)

16)
17)
18)

19)

20)

21)

22)

Goods: it refers to commodities, articles or thing in which a trader deals.
Goods refer to commodities or things intended for resale. Unsold goods
lying in a business concern on any given date are called stock.
Debtor: A debtor is a person who owes money to the business.
Creditor: A creditor is a person to whom the business owes money.
Assets: Assets refer to any properties or things owned by a business
concern including the amounts due to it from others. Examples:
Buildings, Machinery, Stock, Cash and Bank balances, Investments etc.
Liabilities: The term 'Liabilities' refer to debts or amounts due from a
business to others either for money borrowed or for goods or assets
purchased on credit or services received without making immediate
payment. This include Bank Loan, or overdraft, Trade creditors.
Outstanding expenses etc.
Equity: All claims against the assets of business are called 'equity'. The
claim of outsiders is called 'Creditor's Equity' or Liability. The claim of
the proprietor is called 'Owner's Equity' or Capital.
Book Debt or Debt: The amount due from a debtor is called Debt. 'Book
Debt' is nothing but debt. It is called 'Book Debt' because it is the amount
due from debtor as per the books of account.
Good Debt: It is a debt which is fully recoverable.
Bad Debt: A debt which is irrecoverable is called 'Bad Debt'.
Revenue: Revenue refers to the earnings of a business. It includes the
sale proceeds of goods, receipts for services rendered and earnings from
interest, commission etc.
Expense: It is the amount spent in conducting business activities. It is
the expenditure, in return for some benefit. Example: salary paid to staff,
rent paid to landlord etc.
Loss: Loss refers to money or money's worth given up without any benefit
in return. It is an expenditure in return for which no benefit is received.
Loss of goods by fire, damages paid to others are examples of losses.
Loss is different from an expense. An expense brings some benefit, loss
does not bring any benefit. Rent paid is an expense but goods destroyed
by fire is a loss.
Debit and Credit: To debit an account means to enter the transaction on
the debit side of that account. To credit an account means to enter the
transaction on the credit side of that account. 'Debit side' means left hand
side of an account. 'Credit side' means right hand side of an account.
Entry: The record of a transaction in a journal is called 'entry'. In practice
the term is used for record made in any book of account.
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23) Posting: Posting is the process of entering in the ledger the information
already recorded in journal or subsidiary books.
24) Books of Accounts: Books of accounts refer to suitably ruled account
books in which business transactions are recorded. There are mainly two
sets of books of accounts maintained by a concern. They are (1) Journal
or Subsidiary Books (2) Ledger.
25) Journal: It is an account book where business transactions are first
recorded. It is a book of original entry.
26) Ledger: It is a book in which various accounts are opened.
27) Brought Down (b/d): This term is written in the ledger to show the
Opening Balance in any account. It suggests that the account has been
brought down from the previous period.
28) Carried Down (c/d): This is written in the ledger account at the time of
closing the account.

Branches of Accounting
The various branches of Accounting are as follows:
1) Financial Accounting also known as historical accounting deals with
recording, classifying and summarising business events. The day-today
transaction are journalised and posted in the ledger and at the end of the
year profit and loss account and balance sheet are prepared. The object of
financial accounting is to show the profit or loss made by a business
concern and its financial position as on a particular date.
2) Cost Accounting: The object of cost accounting is to find out the cost of
the goods produced and services rendered by a business concern. It also
helps the business in controlling the costs by indicating avoidable losses
and wastes. It helps at estimating costs in future. The emphasis is on
ascertainment of cost and future decision making.
3) Management Accounting: The management accounting is concerned with
internal reporting of information to management for (a) planning and
controlling operations (b) decision making and (c) formulating long-term
plans.

Basis of Accounting
The matching of revenues and expenses of a period can be done on the
three following basis.
1) Cash Basis: In the cash system of accounting, entries are made only when
c^sh is received or paid. No entry is made when a payment or receipt is
merely due. In other words, the revenues are not recognised and recorded
unless they are received in cash. Similarly expenses are recognised only
when they are paid in cash. Professional persons like doctors, lawyers and
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non-trading concerns generally adopt this system of recording business
transactions. This system does not make a complete record of financial
transactions in an accounting period. Hence it does not disclose the correct
profit or loss for a particular period and will not disclose true and fair
position of the business on the specified date.
2) Mercantile or Accrual Basis: Under this system, income as well as
expenses are considered on the basis of their occurrences in an accounting
period and not on the basis of their actual receipts and payments. Hence,
incomes and expenses are recognised if they belong to the particular period,
irrespective of the fact whether they are received or paid in that period. It
takes into consideration all transactions relating to a particular period.
Outstanding expenses and incomes are taken into consideration. Hence, it
discloses correct profit or loss for a particular period and shows true and
fair financial position of a business on a particular day. The Companies
Act requires all companies to maintain accounts on accrual basis of
accounting.
3) Mixed Basis: It is a combination of both the basis of maintaining accounts.
Income are recorded on cash basis, but expenses are recorded on mercantile
basis. This is a conservative principle wherein all expenses relating to a
period whether actually paid or not is considered whereas only that income
which is received in cash is taken into consideration.

Accounting Cycle
Accounting cycle refers to sequence of accounting procedures which are
required to be repeated in the same order during each accounting period.
Accounting cycle includes :
1) Recording Transactions in the books of original entry. All transaction
should be recorded in the journal or subsidiary Books as and when they
take place.
2) All entries in the Journal or Subsidiary Books should be posted to the
appropriate ledger accounts and balanced.
3) The next step is the Preparation of Trial balance. This Should lead to the
preparation of Trading and Profit and loss Account and Balance Sheet.
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Accounting transactions are recorded on the basis of source documents.
If there is no Voucher of a transaction, it cannot be recorded. There must be
some written or authentic proof of the transaction which has taken places.
The document which becomes the basis for recording business transaction in
the books of accounts is called ‘Source Document’. Vouchers may be classified
as (i) Supporting Vouchers and (ii) Accounting Vouchers.
Supporting Vouchers: These Vouchers are prepared as documentary evidence
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in support of transactions having taken place. These Vouchers are classified
as Internal supporting Vouchers and External supporting Vouchers.
Internal supporting Vouchers: These Vouchers are prepared by organization
and validated by third parties e.g. pay in slips, challans etc.
External Supporting Vouchers: These Vouchers are prepared by third parties
and sent to us such as-Bills, Cash Memos, invoice receipts, Debit Note,
Credit Note etc.
Accounting Vouchers : The Vouchers Prepared on the basis of supporting
Vouchers issued by third parties are called Accounting Vouchers. It is prepared
by Accountant and must be signed by the Authorized signatory of the
organization. Accounting Vouchers are classified as Cash Vouchers and NonCash Vouchers.
Cash Vouchers : The documentary evidence of cash payments and cash
receipts is known as Cash Vouchers. Documentary evidence of cash payment
is known as Debit Voucher for example Cash Payment of salaries, Cash
Purchase of goods, payment to Creditors etc. Credit Receipt Voucher is the
documentary evidence of Cash receipt such as cash received from debtors,
cash sales etc.

Non-Cash Vouchers: Non-Cash Vouchers are Prepared for Credit Transactions
such as depreciation Credit purchases sales Materials issued by stores to
Production departments etc. Non-Cash Vouchers are also known as ‘Transfer
Vouchers Contains the following information (1) Name and address of the
Firm. (2) Date (3) Voucher Number (4) Name of the Account Debited (5) Name
of the Account credited (6) Net amount of the Transaction (7) Narration (8)
Signature of the person preparing it (9) Signature of the person authorizing it
(10) Supporting Voucher Number.

Format of an Accounting Voucher
Raj Trading Company

Barkatpura, Hyderabad-500 027
Voucher No.
Debit ...............................

Date:....................................
Amount (?)

Credit ..............................

Accountant

Authorized Signatory

Accounting Systems
r
There are two systems of accounting. They are:
(1) Single-Entry System (2) Double-Entry System
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f

Single Entry System:
The system which does not totally follow the principles of double-entry
system, is called Single Entry System'. Under this system complete record of
each and every transaction is not maintained. Under this method real and
nominal accounts are not maintained. Transactions are recorded only in Cash
Book and only Personal accounts are maintained. It is not proper to call it
'system' because it is not based on any scientific system like Double Entry
System.
Double-Entry System:
According to this system, every transaction has two-fold aspect i.e. one
party receiving benefit and the other party giving the benefit. When we receive
something, we give something else in return. For example, when we purchase
goods for cash, we receive goods and give cash in return. Similarly, when we
sell goods on credit, goods.are given and the customer becomes debtor. This
method of writing every transaction in two accounts is known as Double
Entry System. Every transaction is divided into two aspects, debit and credit.
One account is to be debited and another account is to be credited for every
transaction in order to have a complete record of the same. Every transaction
affects two accounts in opposite direction. A transaction has to be recorded in
two different accounts on opposite sides of an equal value. Both the accounts
cannot be debited or credited. One account has to be debited and the other
account has to be credited. The basic principle of Double-Entry System of
Book-Keeping is that for every debit there is a corresponding credit of equal
value.
Advantages of Double-Entry System:
The double-entry is the only scientific and satisfactory system of
accounting. The advantage are:
1) It provides a complete record of all business transactions, as its records
both the aspect of every transaction.
2) It provides not only complete, but also reliable record of all transactions
of a concern.
3) As both the aspect of every transaction are recorded, it is possible to
prepare trial balance and check the arithmetical accuracy of books of
accounts.
4) As systematic record of all transactions is kept, possibilities for
misappropriation and fraud are reduced to the minimum.
5) As nominal accounts are maintained under this system, it is possible to
prepare a Profit and Loss Account and ascertain true Profit or Loss for a
particular period.
6) As complete information about assets, liabilities and Capital is available,
it is possible to prepare a Balance Sheet and ascertain the true financial
position of the business on any particular date.
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Accounting Concepts
Accounting concepts mean the assumptions or conditions upon which
accounting is based. There are a number of accounting concepts agreed upon
and adopted by accountants. Some of the important accounting concepts are:
1) Business Entity Concept: In accounting, business is treated as an entity
different from the proprietor. The business and the proprietors, i.e. owners,
are regarded as two separate entities (i.e. parties). All the transactions of
the business are recorded in the books of the business from the view point
of business as an entity. In case this concept is not followed, affairs of the
business will be mixed with the personal transactions of the proprietor
and the true picture of the business will not be known. Even the proprietor
is regarded as creditor to the extent of the capital contributed by him to
the business. Capital is regarded as liability of the business to the
proprietor.
2) Dual Aspects Concept or Accounting Equation Concept or Balance
Sheet Concept: According to this concept, every business transaction has
a dual aspect. Every business transaction always results in receiving of
some benefit of some value and giving of some other benefit of equal
value. For instance, when a business purchases goods for cash, it receives
goods of some value and gives cash of equal value. Every business
transaction involves dual or double aspects of equal value so in
accounting, a record is made of the dual or two aspects of each transaction.
The dual aspect is also expressed in another form of equation as under.
Capital + Liabilities = Assets or
Capital = Assets - Liabilities
Suppose Satyanarayana commences business with ? 50,000 cash. This
fact is recorded at two places.
(a) Business has received ? 50,000 in cash (Asset) and (b) Satyanarayana
has a claim on the business for ? 50,000 (liability). The equation is:
Capital = Assets
Capital of Satyanarayana
Cash ? 50,000
? 50,000
Suppose cash is used for the purpose of purchasing Machinery worth
? 30,000 and goods worth ? 15,000 then equation would be
Capital = Assets
? 50,000 capital = Machinery ? 30,000 + stock of
goods ? 15,000 + Cash ? 5,000
Suppose, he borrows T 25,000, then
Capital + Liabilities = Assets
Capital ? 50,000 + Loan
Machinery ? 30,000 + Stock
? 25,000
? 15,000 + Cash ? 30,000
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Illustration 1:
Show the Accounting Equation on the basis of the following transactions
and show the final Balance Sheet.
1. Pravek commenced business with cash T 50,000
2. Purchased goods for cash ? 25,000
3. Purchased goods on credit ? 10,000
4. Purchased Furniture for cash ? 5,000
5. Accepted bill drawn by supplier of goods ? 4,000
6. Sold goods for cash ? 15,000 cost of the goods sold ? 12,000
7. Salaries paid ? 3,000
8. Wages outstanding ? 2,000
9. Interest received ? 1,000
10. Depreciate furniture by ? 500
11. Paid Insurance in advance ? 500
12. Interest on Capital ? 1,500
Solution:
Accounting Equation on PageA-13
Balance Sheet
? Assets
Liabilities
32,500
Outstanding expenses
2,000 Cash
23,000
Bills Payable
4,000 Stock
500
Creditors
6,000 Prepaid Expenses
4,500
Capital
48,500 Furniture
60,500
60,500
3) Going Concern Concept: Accounting is done on the assumption that the
business shall have a long life and it will continue to exist until it is
dissolved. It is for this reason that fixed assets are recorded at original
cost and are depreciated on the basis of their expected life rather than on
the basis of market value. It is not proper to show fixed assets in the
Balance Sheet at the market value, as they are not intended to be sold
immediately.
4) Cost Concept: According to this concept, an asset is recorded in the
books at the price paid to acquire it and this cost is the basis for all
subsequent accounting for the asset. Assets are not recorded at market
values because these values keep on changing with changes in price
level from time to time.
5) Money Measurement Concept: The money measurement concept signifies
that in accounting a record is made only of those transactions or events
which can be expressed in terms of money. Any happening or fact which
cannot be expressed in terms of money cannot be recorded in accounting
books. Non-monetary events such as retirement of manager, sales policy
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+
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20,000 + 35,000

-

-4,000
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-

-

+
+
+

5,000

+

-

-

-

50,000

+
+

4,000

50,000

4,000

50,000

6,000

+

4,000
-

5,000

6,000

+

4,000

5,000
-

-

2,000

+

6,000
-

+

4,000
-

2,000
-

+

5,000

6,000

+

-500

-

4,000 +
-

+
+
2,000 +
- -

+

4,500

6,000

+

4,000 +
-

2,000
-

+

4,500

+

4,000 +
-

+

4,000 +

+
±
2,000 +

+5,000

5. Accepted bill drawn by

supplier of goods ? 4,000
New Equation

6. Sold goods for Cash
? 15,000 Costing ? 12,000
New Equation

7. Salary Paid ? 3,000
New Equation

8. Wages outstanding ? 2,000

New Equation
9. Interest received ? 1,000
New Equation

10. Depreciate Furniture by ? 500
New Equation

- 12,000
35,000 + 23,000

+15,000

-3,000

32,000

+
+ 23,000

32,000
+1,000

-

33,000

23,000

+ 23,000
33,000 + 23,000
+

11. Paid Insurance in advances ? 500
New Equation

-500

-

32,500
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12. Interest on Capital T 1,500
New Equation
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23,000
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/
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+
+
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+
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-
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+
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-
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53,000
3,000

50,000

2,000

48,000
1,000
49,000

-500
48,500
48,500
1,500

48,500
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of management, working conditions of workers, etc. cannot be recorded
in accounting books. The money measurement concept has one great
advantage. It helps a concern to express heterogeneous items such as
bank balance, stock-in-trade, furniture, machinery buildings etc. in terms
of a common denominator viz money.
6) Accounting Period Concept: Even though it is assumed that business
will continue to exist for a long period, it is necessary to keep accounts in
such a way that the results are known at frequent intervals. Accountants
generally adopts a twelve month period for measuring the income of a
concern. This time interval is called "Accounting Period".

Accounting Conventions
Accounting conventions refer to customs, traditions, usages or practice
followed by accountants as a guide in preparation of financial statements.
They are followed to make the financial statements clear and meaningful.
1) Convention of Consistency: The convention of consistency signifies that
the accounting practices and methods should remain consistent
(unchanged) from one accounting year to another. In other words,
accounting practices should remain the same from one period to another.
Comparison of results from one period to another is possible only when
same accounting rules are followed. For example, if a concern adopts
Reducing Instalment method of depreciation in one year and Straight
Line Method of depreciation in another year, then it will be difficult to
make comparison between the results of the two periods. Sometimes, wrong
conclusions may be drawn. If change becomes necessary the change and
its effects should be stated clearly.
2) Convention of Disclosure: The convention of disclosure means that all
the material facts must be disclosed in the financial statements. For
example, in case of sundry debtors not only the total amount of sundry
debtors should be disclosed, but also the amount of good and secured
debtors, the amount of good, but unsecured debtors and amount of doubtful
debts should be stated. Full disclosure does not mean disclosure of each
and every item of information. It only means disclosure of such information
which is of significance to owners, investors and creditors.
3) Convention of Materiality: According to this convention a detailed record
is made only of those business transactions which are material (i.e.
significant). Accounts must not be over burdened with unnecessary minute
details. Only material facts should be disclosed "An item should be regarded
as material if there is reason to believe that knowledge of it would influence
the decision of informed investors." Hence, unimportant matters should
be either left out or merged with other items.
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4) Convention of Conservatism: This convention is based on the policy of
'playing safe'. According to this convention all possible or expected losses
should be provided for but unearned or unrealised profit should be left
out. Examples of application of this convention are valuation of stock at
cost price or market price, whichever is less, making provision for doubtful
debts etc. The idea behind the convention of conservatism is that the
financial position of a firm should not be shown better than what it is.

PROBLEMS

Prove that the accounting equation is satisfied in the following Transactions.
(i) Commenced business with cash ? 50,000
(ii) Paid rent in advance ? 5000
(iii) Purchased goods for cash ? 15,000 and credit ?10,000
(iv) Paid salary ? 300 and outstanding ? 200
(v) Sold goods for cash ? 18,000 Costing ? 12,000 Show the Balance
Sheet.
(B. Com, Osm) (Ans: Balancesheet Total ?65,700
2. Show Accounting equation from the following
(i) Commenced business with cash
1,75,000
(ii) Purchased goods from Sanjay
50,000
(iii) Sold goods on credit to Abhijeet (cost ? 17,500)
20,000
(iv) Purchased Furniture for cash
10,000
(v) Paid Cash to Sanjay in full settlement
48,500
(vi) Cash received from Abhijeet
20,000
(vii) Rent paid
1000
(viii) Cash withdrawn for personal use
3000
3. Show the Accounting Equation on the basis of the following transactions
and prepare the final Balance Sheet.
(i)
Commenced business with cash ? 80,000; Stock ? 20,000; Furniture
? 5000
(ii)
Deposited in Bank ' 50,000
(iii) Purchased goods for cash ' 10,000
(iv) Goods costing ' 5000 sold for cash for ' 5,500
(v)
Purchased goods worth ? 15,000 from Abhishek
(vi) Sold goods to Jay Costing ? 5000 for ? 5,600
(vii) Cash paid to Abhishek ? 14,500. Discount received ? 500
(viii) Cash received from Jay ? 5300, Discount allowed ? 300
(ix) Withdrew cash ? 10,000; Goods worth ? 4000 for personal use
(x)
Depreciate Furniture by 10% for one year
(xi) Paid Salary by cheque ? 10,000 outstanding ? 2000
(xii) Paid Rent ? 1500 including prepaid T 300
(Ans : Balance Sheet Total ?80,600)
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ACCOUNTING STANDARDS
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The most important step in developing accounting standards in India
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will examine the various current alternative practices in vogue and identify
such alternatives which should be preferred.
The Institute will issue the Accounting Standards for use in the
presentation of the 'general purpose financial' statements issued to the
public by such commercial, industrial or business enterprises as may be
specified by the Institute from time to time. The term General Purpose
Financial Statements includes balance sheet, statement of profit and loss
and other statements and explanatory notes which form part thereof, issued
for the use of shareholders, members, creditors, employees and public at
large.
Scope of Accounting Standards
The ASB will make every effort to issue Accounting Standards "which
are in conformity with the provisions of the applicable laws, customs,
usage and business environment of ourcountry". However, if due to
subsequent amendments in law, a particular Accounting Standard is
found to be not in confirmity with such law, the provisions of the said
law will prevail and the financial statements should be prepared in
confirmity with such laws.
2. The Accounting standard by their very nature cannot and do not
override the local regulations which govern the preparation and
presentation of financial statements in our country. However, the
Institute will determine the extent of disclosure to be made in financial
statements and the related Auditor's reports.
3. The Accounting standards are intended to apply to items which are
material. Any limitations with regard to the applicability of a specific
standard will be made clear by the Institute from time to time. The
date from which a particular standard will come into effect, as well
as the class of enterprises to which it will apply, will also be specified
by the Institute.
4. The institute will use its best endeavours to persuade the Government,
appropriate authorities, industrial and business community to adopt
these standards in order to achieve uniformity in the presentation of
financial statements.
5. In carrying out the task of formulating Accounting Standards the
intention is to concentrate on basic matters. The endeavour would be
to confine Accounting Standards to essentials and not to make them
so complex that they cannot be applied effectively on nation-wide
basis. In the years to come the Accounting standards are expected to
undergo revision and may be become more effective.
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The following are the 32 Accounting Standards issued by Institute of
Chartered Accountants of India
AS-1
Disclosure of Accounting Policies
AS-2(R)
Valuation of Inventories
AS-3
Cash Flow Statements
AS-4(R)
Contingencies and Events occuring after balance Sheet date
AS-5(R)
Prior Period and Extraordinary items and changes in
Accounting Policies
AS-6(R)
Depreciation Accounting
AS-7
Accounting for ConstructionContracts
AS-8
Accounting for Research and Development
AS-9
Revenue Recognition
AS-10
Accounting for Fixed Assets
AS-ll(R) Accounting for Effects of changes in Foreign exchange rates
AS-12
Accounting for Govt. Grants
AS-13
Accounting for Investments
AS-14
Accounting for Amalgamations
AS-15
Accounting for Retirement benefits in the financial statements
of employees
AS-16
Borrowing Costs
AS-17
Segment Reporting
AS-18
Related Party Disclosures
AS-19
Leases
AS-20
Earnings per Share
'
AS-21
Consolidated Financial Statements
AS-22
Accounting for taxes on Income
AS-23
Accounting for Investments in Associates in consolidated
Financial Statements
AS-24
Discontinuing operations
AS-25
Interim Financial Statement
AS-26
Intangible Assets
AS-27
Financial Reporting of Interest in Joint Ventures
AS-28
Impairment of Assets
AS-29
Provisions, Contingent liabilities and Contingent Assets
AS-30
Financial Instruments : Recognition and Measurement
AS-31
Financial Instruments : Presentation
AS-32
Financial Instruments : Disclosures
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JOURNAL. LGDGGR AND TRIAL BALANCG
Classification of Accounts
An account is a summary of the record of all the transactions relating to a
person, asset, expense or gain. It has two sides - the left hand side called the
Debit side and the right hand side, called Credit side.
Accounts are broadly classified into two heads (1) personal Accounts and
(2) Impersonal Accounts. The later may be further sub-divided into two
(i) Real Accounts (ii) Nominal Accounts. So, accounts can be classified into
Personal, Real and Nominal.
Personal Accounts:
Personal Accounts are accounts of Persons with whom a concern carries
on business. Personal accounts may be:
a) Accounts of natural persons such as Gopal, Suresh etc.
b) Accounts of artificial persons, such as Syndicate Bank. Universal Trading
Company etc.
c) Representative Personal Accounts such as outstanding salaries, prepaid
Insurance Account etc.
Real Accounts:
Accounts relating to properties or assets of a trader are known as real
accounts. It includes tangible assets such as buildings, furniture, cash etc and
also intangible assets such as goodwill, trade marks etc.
Nominal Accounts:
Accounts dealing with expenses, losses, gains and incomes are called
Nominal Accounts. Examples: Salaries Account, Rent Account, Commission
Account etc.

Journal
'Journal' mean a day book or daily record. It is the book wherein all the
transactions are first recorded in chronological order (i.e. as and when they
take place). It is a book of prime, original or first entry, as all business
transactions are first recorded in the journal. From Journal the posting are
made in the ledger. Journal is only subsidiary book i.e. a book which is sub
ordinate to the ledger which is the principal book of accounts. The journal
analyse^ the various transactions into their debits and credits so that they
could be easily posted to the ledger accounts. In other words journal is helpful
in the preparation of accounts in the ledger. The process of recording
transactions in Journal is termed as 'Journalising'. The journal is ruled a follows:
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Journal

1
Date

Year
Month
Day

2
Particulars

Name of A/c (to be debited) Dr.
To Name of A/c (To be credited)
(Narration or explanation)

3
L.
F.

4
5
Credit
Debit
Amount Amount
?
?

X

X

Column (1) (Date) The date on which the transaction took place is entered in
this column. The year is written on the top, then the date column is divided in
two parts, the first part is used for writing the month and the second part is
used for writing the date.
Column (2) (Particulars) In the first line, the name of the account to be
debited is written. The word Dr. (i.e. the abbreviation of the term 'Debit') is
written at the end of the first line. In the second line some space is left and the
word "To' is written before the name of the account to be credited. Then the
name of the account to be credited is written.
A brief explanation, usually beginning with the word. 'Being' or ' For' is
written called 'narration'. The 'narration' explains the reason for debiting and
crediting the particular accounts and helps one to understand the nature and
purpose of the journal entry at a future date. To separate one entry from
another, a line is drawn below every entry to cover particulars column only.
This line does not extend to other columns.
Column 3 (L.F.) L.F. stands for 'Ledger Folio' In this column the page numbers
on which the various accounts appear in the ledger are entered.
Column 4 (Debit Amount) In this column the amount to be debited against
the Debit Account is written.
Column 5 (Credit Amount) In this column, the amount to be credited against
the Credit Account is written.
Basic Accounting Rules or Conventional Rules
There are three rule for recording the transactions
Personal Accounts
Debit
The Receiver
Credit
The Giver
Real Accounts
Debit
What comes in
Credit
What goes out
Nominal Accounts
Debit
Expenses and Losses
Credit
Incomes and gains
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Alternative Rules of Debit and credit formulated by American Accountants.
Under the alternative rules of double-entry system developed by the
American accountants, for the purpose of recording business transactions in
the books of a business concern, the various accounts are classified into five
categories. They are (1) Asset Accounts (2) Liabilities Accounts (3) Capital
Account (4) Expenses and losses accounts (5) Incomes and gains Accounts.
The rules of debit and credit are stated through equation.
Rules of Accounting Equation.
In case of Assets
Debit
Increase in an asset
Credit
Decrease in an asset
In case of liabilities
Debit
Decrease in an liability
Credit
Increase in a liability
In case of Capital
Debit
Decrease in Capital
Credit
Increase in Capital
In case of expenses and Losses
Debit
Increase in an expenses or a loss
Credit
Decrease in an expenses or a loss
In case of Incomes & gains (Revenues)
Debit
Decrease in an income or gains
Credit
Increase in an income or gains
Students should note that whether they follow the conventional rules or
the alternative rules given by the American Accountants the Journal Entry
will be the same.
Steps required for Journalising
For Journalising a transaction, i.e. for passing an entry in the Journal, the
following steps are required to be taken.
I 1) First ascertain the two accounts involved in the transaction. It should be
noted that the account of firm (in whose bool s the transaction is recorded)
should not be taken into account, as the ent-y is passed in the books of
that firm. Only the accounts of other person with whom the firm deals
should be taken into account.
2) Then see the nature of the accounts involved.
3) Then apply the corresponding or relevant rules for debit and credit and
find out which accounts is to be debited and which account is to be credited.
If one account is debited, the other account is credited. Both the accounts
cannot be only debited or only credited.
Points to be noted while passing journal entries
For the purpose of accounting, the proprietor should be considered as
separate entity (i.e. party) and all transactions with him should be recorded
in the books. When the proprietor brings cash, Stock or any other asset
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into the business, then his capital Account should be credited. When cash,
stock etc is withdrawn from business, for personal use then Drawings! BLCITION:
Account should be debited. When personal expenses of the proprietor EL?L_kNATION
I r**sactio n N o. 1: In this case
such as life insurance premium, Income tax etc are paid by the firm then
Drawings Account should be debited and not the expense account such as ■■e Carrtal Account. Cash Accou
income tax, life insurance premium A/c etc. Drawings Account is closed at prs.ru: Account. The rule regard
the end of the year by transfering it to capital Account.
prr - hat goes out. Cash is com
2. If the proprietor takes loan from wife for carrying on business then his Tie -_e regarding personal acco.
wife's loan Account (and not capital Account) should be credited.
Tie proprietor is giving cash, he
3. For easy understanding of beginners, Goods Account may be used when
The same conclusion v
ever goods are purchased or sold. But it is preferable to split Goods Account Ej-aoon. Cash is an Asset. The
into (a) Purchases Account (b) Sales Account (c) Purchases Returns Account
■cease in the asset, credit if th
or Returns Outwards or Return to Suppliers Account (d) Sales Returns or
■crease in Asset i.e. cash. Hence
Returns Inwards or Returns from Debtors A/c.
■g-rtrf-ng capital is debit if there
4. When it is not clearly stated in transaction whether goods are purchased
for cash or on credit, the purchase should be considered as cash purchases, increase in capital. There is an i
be credited.
if the name of the supplier of goods is not stated. Example purchased
Transaction
No.2: In this ca:
goods t 5,000 is to be regarded as. Cash purchases. On the other hand, if
Account
and
Cash
Account. Bot
the name of the supplier is given the purchase should be considered as a
acording
real
accounts
is: Debit w
credit purchase. Example Goods purchased from Ram ? 8,000 is to be
regarded as credit purchases. The same treatment is applicable for sales. s riming into the business henc
5. Whenever goods are purchased for cash from a party, then the name of the re business, hence it should be
party from whom goods are purchased should be ignored. The amount due pomt of view of Accounting Eqi
to him is already paid, there is no liability on our part to pay him in future Tbe rule regarding assets is : De
Example: Purchased goods from Satish for cash ? 10,000. Here Satish ±ere is a decrease in asset. Fumi
Account should be ignored.
r asset. Hence Furniture Accot
6. Whenever cash is paid to a person for an expense, say salary, rent etc the rere is decrease in asset. Hence
two accounts involved in the transaction are (1) concerned expense
Transaction No.3: In this cas
Account (and not the party's Account and (2) Cash account. The personal
Account and Manoj Account. Ma
account of the party to whom the payment is made is not at all involved
Account is personal account. Mai
because payment is made to him for service already rendered by him and
pe*?.ed. Manoj is supplying the n
he is not liable to pay us any amount at a later date Example: Paid salary
to Deepak ? 1,000. Here Deepak's Account should not be considered. should be credited. Let us apply
Similarly when interest, commission etc. is received from a party, then the "■.-ease in the value of asset (Ms
party's account should not be taken into account Example: 'Received -e debited. Machinery is purchas
commission from Praveen ? 500. Here Praveen Account is not to be Hence Manoj Account should b
Transaction No.4: In this cas<
considered.
aod Goyal Account. Cash Accc
Illustration 1 : Give Journal entries for the following:
personal Account. Cash in comil
1. Ram commenced business with ? 50,000
2. Purchased Furniture for cash ? 3,000
/y al is the giver, hence Goyal Z
3. Purchased Machinery from Manoj on credit ? 40,000
Equation point of view both cash
4. Received cash from Goyal ? 8,000 on Account.
received. Asset (Cash) is increa.'
5. Paid Rent to landlord ? 500
«-en amount is received from
decreasing. Hence Goyal Accou

When cash,
n Drawings
e proprietor
le firm then
ount such as
t is closed at
then his

used when
ns Account
Returns or
: purchased
i purchases,
purchased
ler hand, if
idered as a
•00 is to be
: for sales,
tame of the
unount due
n in future,
lere Satish

rent etc the
:d expense
le personal
11 involved
t>y him and
Paid salary
‘onsidered.
ty, then the
'Received
not to be
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SOLUTION:
EXPLANATION
Transaction No. 1: In this case the two accounts involved are cash Account
and Capital Account. Cash Account is real account and Capital Account is a
personal Account. The rule regarding real accounts is : Debit what comes in,
credit what goes out. Cash is coming into the business. It should be debited.
The rule regarding personal accounts is: Debit the receiver, Credit the giver.
The proprietor is giving cash, he is the giver his capital account should be
credited. The same conclusion will be drawn if we apply the Accounting
Equation. Cash is an Asset. The rule regarding assets is debit if there is an
increase in the asset, credit if there is a decrease in an asset. There is an
increase in Asset i.e. cash. Hence Cash Account should be debited. The rule
regarding capital is debit if there is decrease in capital, credit if there is an
increase in capital. There is an increase iff capital, hence Capital Account
should be credited.
Transaction No.2: In this case, the two accounts involved are Furniture
Account and Cash Account. Both the accounts are real accounts. The rule
regarding real accounts is: Debit what comes in, credit what goes out. Furniture
is coming into the business hence it should be debited, cash is going out of
the business, hence it should be credited. Let us study the transaction from
point of view of Accounting Equation. Both Furniture and Cash are assets.
The rule regarding assets is : Debit if there is an increase in asset, Credit if
there is a decrease in asset. Furniture is purchased, hence there is an increase
in asset. Hence Furniture Account should be debited. Cash is paid, hence
there is decrease in asset. Hence Cash Account should be credited.
Transaction No.3: In this case, the two accounts involved are Machinery
Account and Manoj Account. Machinery Account is a real account and Manoj
Account is personal account. Machinery is coming into business. It should be
debited. Manoj is supplying the machine on credit. He is the giver. His account
should be credited. Let us apply the rule of accounting equation. There is an
increase in the value of asset (Machinery). Hence Machinery Account should
be debited. Machinery is purchased on credit. There is an increase in liability.
Hence Manoj Account should be credited.
Transaction No.4: In this case, the two accounts involved are Cash Account
and Goyal Account. Cash Account is real account and Goyal Account is
personal Account. Cash in coming in hence Cash Account should be debited,
Goyal is (he giver, hence Goyal Account should be credited. From Accounting
Equation point of view both cash and Goyal (Debtor) are assets. When cash is
received. Asset (Cash) is increasing hence cash Account should be Debited.
When amount is received from Debtor on account the balance of Debtor is
decreasing. Hence Goyal Account (Debtor) should be credited.
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Transaction No.5: The two accounts involved are Rent Account and Cash ■DLLTION:
Analysis of I
Account. Rent Account is a nominal account and Cash Account is real account.
The rule regarding Nominal Account is : Debit expenses and losses and credit *
Accounts Natar
Accim
incomes and gains. Rent paid is an expense hence Rent Account should be
affected
debited. Cash is going out. Hence Cash Account should be credited. Let us
Pervwi
consider this transaction from Accounting Equation point of view. When rent
■Cash
Real
is paid, there is an increase in Expense (Rent), hence Rent Account should be
Real
Machinery
debited. Cash paid results in decrease in Asset (Cash). Hence cash Account
Bank
Person
should be credited.
Cash
Real
SOLUTION:
Loan from
Person
In the books of Ram
Deepak
Journal
Date _ Particulars
4
Person
L.
Debit
Drawings
Credit
Real
Cash
F. Amount Amount
Real
Cash
Bank
person
1
Cash Account
Dr.
50,000
Analysis of Tra
To Capital Account
50,000
s. Accounts Natur
(Being capital brought into business)
affected
Accot
2
Furniture Account
Dr.
3,000
To Cash Account
(Being Furniture purchased for cash)

3

4

5

3,000

Machinery Account
Dr.
To Manoj Account
(Being machinery purchased on credit)

Cash Account
To Goyal Account
(Being cash received from Goyal,
a customer)
Rent Account
To Cash Account
(Being rent paid to landlord)

Dr.

Bank
Cash
Machinery
Bank
Cadi
Loan from
Deepak
Drawing
C? Ash
Cash
Bank

40,000
40,000

8,000

8,000

Dr.

500

Illustration 2 :
Pass Journal Entries for the following transactions
1. Cash deposited in Bank ? 50,000
2. Purchased Machinery, Payment made by cheque ? 35,000
3. Took loan from Deepak ? 20,000
4. Withdrew Cash from office for personal use ? 5000
5. Withdrew Cash from Bank for office use ? 8,000

Ass
Ass
Ass
Ass
Ass
Lia

Ca,
.Ass
Ass
.Ass

500
Particulars

Z

Bank Ac
To Cash A c
Being Cash Depc
Machinery A c
To Bank A c
Being Purchased
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)unt and Cash tOLUTION:
Analysis of Transactions (Conventional Approach)
; real account,
ses and credit s.
Accounts Nature of
Rules for
Account
Account
mt should be \o.
affected
Accounts
Debit&
to be
to be
Credit
edited. Let us
Debited
Credited
Bank
Personal Debit the Receiver
w. When rent
Bank
Cash
Real
Credit what goes out
Cash
unt should be
Debit what comes in
Machinery
cash Account 2 Machinery Real
Bank
Personal
Credit the giver
Bank
Cash
Real
Debit what comes in
Cash
Loan from
Personal
Credit the giver
Loan
Deepak
from
deepak
4. Drawings
t
Credit
Personal
Debit the Receiver
Drawing
Cash
Real
Credit what goes out
Cash
nt Amount
Cash
Real
Debit what comes in
Cash
Bank
personal
Credit the giver
Bank
)
Analysis of Transactions (Accounting Equation Method)
50,000
s.
Accounts Nature of
Increase
Account
Account
No.
affected
Accounts
or
to
be
to be
1
Decrease
Debited
Credited
3,000
Bank
Asset
Increase
Bank
Cash
Asset
Decrease
Cash
I
Machinery
Asset
Increase
Machinery
40,000
Bank
Asset
Decrease
Bank
i
Cash
Asset
Increase
Cash
Loan from
Liability
Increase
Loan from
Deepak
Deepak
8,000
4.
Drawing
Capital
Decrease
Drawing
Cash
Asset
Decrease
Cash
5.
Cash
Asset
Increase
Cash
Bank
Asset
Decrease
Bank
500
Journal Entries
Date
Particulars
L. Debit
Credit
F.
Bank A/c
Dr.
50,000
To Cash A/c
50,000
(J3eing Cash Deposited in bank)
Machinery A/c
Dr.
35,000
To Bank A/c
35,000
(Being Purchased Machinery
payment made through cheque)
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Cash A/c
To Loan from Deepak
(Being Loan taken from Deepak)
Drawings A/c
To Cash A/c
(Being cash withdrawn for personal use)
Cash A/c
To Bank A/c
(Being Cash withdrawn for office use)

3.

4.

5.

Dr.

20,000

5

Purchases Account
To Krishna Account
(Being goods purchased from Krishna
on credit)

I

7

Rama Account
To Sales Account
(Being goods sold to Rama on credit)

1

9

Purchases Account
To Cash Account
(Being goods purchased for cash)

20,000

Dr.

5,000
5000

8,000

Dr.

8,000

Illustration 3 : Journalise the following transactions.

?
50,000
40,000
10,000
8,000
5,000
8,500

2013

Jan

1.
2.
5.
7.
9.
12.
15.
18.
20.
22.
24.
27.
29.
30.
31.

Deepak commenced business with a capital of
Deposited in bank
Purchased goods from Krishna on credit
Sold goods to Rama on credit
Purchased goods from Manish for Cash
Sold goods for Cash to Sailesh
Purchased machinery from Ajay Engineering
Company, payment made by cheque
Issued cheque to Krishna
Received interest from Ashok
Cash withdrawn from bank for office use
Amount withdrawn from bank for personal use
Took loan from Rajiv Varma
Cash withdrawn from office for personal use
Goods withdrawn for personal use
Paid rent to landlord by cheque

Journal

Credit
L. Debit
F. Amount Amount

Particulars

Date

2013
Jan 1

2

Cash Account
To Capital A/c
(Being cash invested in business)
Bank Account
To Cash Account
(Being cash deposited in bank)

Dr.

50,000

50,000

Dr.

Cash Account
To Sales Account
(Being goods sold for cash)

15

Machinery Account
To Bank Account
(Being machinery purchased payment ma
by cheque)

18

20,000
7,500
500
2,000
800
15,000
1,000 ■
2,000
600
4

SOLUTION:

12

40,000

40,000

Krishna Account
To Bank Account
(Being cheque issued to Krishna)
- ----------------------------------------------------20 i Cash Account
To Interest Account
(Being interest received)
22

Cash Account
To Bank Account
(Being cash withdrawn from bank for
office use)

24

Drawings Account
To Bank Account
(Being amount withdrawn from bank for
personal use)
Cash Account
To Rajiv Varma Loan A/c
(Being loan taken from Rajiv Varma)

Drawings Account
To Cash Account
(Being cash taken for personal use)
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5

7

9

12

15

18

20

22

24

27

t 29

Purchases Account
To Krishna Account
(Being goods purchased from Krishna
on credit)

Dt

Rama Account
To Sales Account
(Being goods sold to Rama on credit)

Dr.

Purchases Account
To Cash Account
(Being goods purchased for cash)

Dr.

Cash Account
To Sales Account
(Being goods sold for cash)

Dr.

10,000

10,000

8,000

8,000
5,000

5,000
8.500
8.500

Dr.
Machinery Account
To Bank Account
(Being machinery purchased payment made
by cheque)

20,000

Krishna Account
To Bank Account
(Being cheque issued to Krishna)

Dr.

7.500

Cash Account
To Interest Account
(Being interest received)

Dr.

Cash Account
To Bank Account
(Being cash withdrawn from bank for
office use)

Dr.

20,000

7.500
500
500

2,000
2,000

Dr.
Drawings Account
To Bank Account
(Being amount withdrawn from bank for
personal use)

Cash Account
To Rajiv Varma Loan A/c
(Being loan taken from Rajiv Varma)

Dr.

Drawings Account
To Cash Account
(Being Cash taken for personal use)

Dr.

800

800

15,000
15,000

1,000
1,000
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30

31

B-l

Drawings Account
Dr.
To Purchases Account
(Being goods withdrawn for Personal use)

2,000

Dr.

600

Rent Account
To Bank Account
(Being rent paid by cheque)

TOTAL

2,000

600

9
1,70,900 1,70,900

Compound Entry:
Whenever two or more transactions of the same nature (i.e. transactions
where either the account to be debited or the account to be credited is common)
take place on the same date a composite or compound or combined journal
entry may be passed for them instead of passing a separate Journal entry for
each of them. Suppose on 31st March ? 2,000 is paid for Rent, ? 3,000 for
Salaries and ? 1,000 for wages, then a compound Journal entry may be passed
for all the transaction as follows.
Dr. 2,000
Rent A/c
Dr. 3,000
Salaries A/c
Dr. 1,000
Wages A/c
6,000
To Cash A/c
(Being rent, salaries and wages paid in cash)
Opening Entry
With the beginning of a new accounting year, every businessman has to
write and keep a new set of books of accounts. The accounts not closed in the
previous accounting period are recorded in a new set of books with an entry
called. 'Opening entry'. All the asset accounts are debited and liabilities
accounts are credited. The difference between the assets and liabilities is to be
credited to the capital Account.
Illustration : 4 Pass Journal Entries
Guru Raj was carrying on business as general merchant. On 1st January,
2013 his assets and liabilities were as under:-Assets: Furniture ? 8,000, stock
? 35,000; Cash at Bank ? 14,000; Cash in hand ? 500; Due from Vadiraj ?
2,500; Due from Vijay 2,000. Liabilities: Due to Laxmanachar
? 9,000; Due to Vasant Kumar ? 6,000.
The transactions during January, 2013 were:
Jan

2
3
5
7
9

12

Cash Sales
Sales to Krishna Murthy
Purchases from Sitaram
Paid Fire Insurance Premium
Issued cheque in favour of laxmanachar,
in full settlement of the amount due
Received cheque from Vadiraj on account

6,000
1,500
1,600
200

8,900
1,500

Issued cheque to Vasant Kun
Cash purchases
Cash deposited in bank
Cash paid for advertising
Borrowed ? 10,000 from Mrs
amount deposited in bank
Amount withdrawn from ban.
Paid rent to Landlord by cbe>

Journal ofG

Particulars

*■ I F umiture A/c
Stock A c
Bank A/c
Cash A/c
'•airrai A/c
V gay A/c
To Laxmanachar A/c
To Vasant Kumar A/c
To Capital A/c
Srnc Opening balances of asset
l:ties. capital taken as balanci
Ib Z Cail A c
To Sales A c
• Beug goods sold for cash)
1 iL-sana Murthy A/c
' Te Sales A c
Beans goods sold on credit to
Murthy)
1 J^KfesesAT
’
SatnmA/c
jsemg jj.xxis purchased from si tan

1* Cxsa A c
Bcmr nsursace Premium paid)
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16
17
18
20
24

2,000

2,000
600
600

29
31

.70,900 1,70,900

2,000
Issued cheque to Vasant Kumar on account
2,000
Cash purchases
2,500
Cash deposited in bank
500
Cash paid for advertising
Borrowed ? 10,000 from Mrs. Guru Raj,
amount deposited in bank
Amount withdrawn from bank for personal use
5,000
raid rent to Landlord by cheque
600
(B.Com. Mahatma Gandhi)

Journal of Guru Raj
(i.e. transactions
L.
Particulars
edited is common) Date
F.
combined journal
Journal entry for 2013
Rent, ? 3,000 for an 1 Furniture A/c
Dr.
try may be passed
Dr.
Stock A/c
Bank A/c
Dr.
Cash A/c
Dr.
Vadiraj A/c
Dr.
Vijay A/c
Dr.
K)0
To Laxmanachar A/c
To Vasant Kumar A/c
isinessman has to
To Capital A/c
not closed in the
(Being Opening balances of assets and
oks with an entry
liabilities, capital taken as balancing figure)
;d and liabilities
Jan 2 Cash A/c
Dr.
liabilities is to be
To Sales A/c
(Being goods sold for cash)
t. On 1st January, Jan 3 Krishna Murthy A/c
Dr.
ire ? 8,000, stock
To Sales A/c
le from Vadiraj ?
(Being goods sold on credit to
Laxmanachar
Krishna Murthy)
5 Purchases A/c
To SitaramA/c
Being goods purchased from sitaram)
- Insurance A/c

6,000
1,500
1,600
200
8,900
1,500

z

I

Dr.

Debit

8,000
35,000
14,000
500
2,500
2,000
9,000
6,000

47,000

6,000
6,000

1,500
1,500

1,600

1,600
Dr.

200

200

To Cash A/c
. _ insurance Premium paid)

Lronanchar A/c
7: Bank A/c

Credit

Dr

9,000
8,900
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100
i To Discount A/c
(Being amount paid to Lamanchar and

discount allowedbyhiml-------------- -------

1,500

12 Bank A/c
ToVadirajA/c
(Being cheque received from Vadiraj)___

1,500
2,000

16Lvasanf KumarA/c
To Bank A/c
(Being cheque issued to Vasant Kuma)___ _

2,000
2,000

17 Purchases A/c
To Cash A/c
(Being Cash purchases)

2,000

___________

2,500

2,500

18 Bank A/c
To Cash A/c
(Being cash deposited in ban )
20 Advertising A/c
To Cash A/c
(Being cash paid for advertising)

Dr.

500

Dr.

10,000

500

24 Bank A/c
To Mrs. Guru Raj Loan A/c

10,000

5,000

29 Drawings A/c
To Bank A/c
(Being amount withdrawn from bank for

5,000

Personal usg)_______ ___ ______
600
---------------Dr.
31 Rent A/c
To Bank A/c
(Being rent paid through cheque)____________ LI--------—'-------- H
• : 5 Pass the necessary Journal Entries
IHastruction:
Vishal had <he following balances Cash ?
H 3
2015
Visual nau u
prepaid Insurance \ 18,000. ■
March 1
? 40,000; Furniture ? 25,000, «ePd
(Debtor) ? 15,000; Ashish (creditor) ?12,
Cash deposited in Bank ? 60,000
Pneineering CompaJ
If
2
Purchased Machinery fr°m
Carriage ?2,000; Wad I
I!
4
? 40,000; Payment made by ch q
’ 3,000 for installation paid m cash
? ; J
If

6

Cheque received from Ajit <
Cheque deposited in bank

>
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"
"

7
9

"

12

"
"

13
16

"
"

17
18

"
"

20
21

"

23

"
"

25
29

"
"

30
31

"

31

Date

Cheque issued to Ashish ? 11,800; Discount ?200
Purchased goods from Satish having a list price of ? 10,000 at a
Trade Discount of 10% and 2% Cash Discount Cash paid
immediately.
Sold goods to Sohan having list price of ? 15,000 at a Trade
Discount of 10% Cash Discount 5%. Cash received immediately.
Cheque received from Ajit dishonoured
Ajit is declared insolvent and only 50% of the amount is received
from his estate in Cash.
Bad Debts recovered ? 2,000
Goods given as charity ? 1,500 (Selling Price ? 1800) goods
distribited as free samples ? 900 (Selling Price ?1200), Loss of
goods as theft ? 600.
Paid Income tax ? 5000
Goods costing ? 1500 (Selling Price ? 2000) and Cash ? 3000
withdrawn by proprietor for personal use.
Goods destroyed by fire ? 5000. Insurance Company admitted
the claim to the extent of? 3000
Paid Salaries ? 9000; Outstanding Salaries ? 3,000
Took a Loan of ? 30,000 from Mahesh. He paid cash after
deducting interest in advance for one year @ 10%.
Received refund of Income Tax ? 2,000
Old Furniture appearing in the books at ?12,000 is exchanged
for new furniture of? 24,000. The old Furniture has been valued
at ? 8000 for exchange purpose.
Sold goods to Deepak for cash List pirce ? 50,000, 20% Trade
Discount and Charged Vat @ 10%
Journal Entries in the books of Vishal
Credit
L. Debit
F. Amount Amount
?
?

Particulars

2013
'larch 1 Cash A/c
Stock A/c
Furniture A/c
Prepaid Insurance A/c
Ajit A/c
To Capital A/c (Balancing Fig)
" Ashish A/c
(Being opening balance Assets and liabilities)

Dr.
Dr.
Dr.
Dr.
Dr.

75,000
40,000
25,000
1800
15,000
1,44,800
12,000
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®r’

60,000

Ur3 Machinery A/c
To Bank
" Cash
(Being purchased machinery, installation
expenses charged to Machinery)
Ur'
6 Bank A/c
Discount A/c
^rTo AjitA/c
(Being cheque received discount allowed)

45,000

> Bank A/c

60,000

To Cash Account
(Being Cash Deposited in Bank)

7 AshishA/c
To Bank
" Discount
(Being cheque issued & discount received)
9 Purchases A/c
To Cash A/c
" Discount A/c
(Being goods Purchased list price
? 10,000 less Trade discount
t 1000 = ? 9000 less Cash
discount 2% on ? 9000)
12 Cash A/c
Discount
To Sales A/c
(Being goods sold, Trade Discount
& Cash discount received)
13 Ajit A/c
To Bank
" Discount
(Being cheque received dishonoured
discount disallowed)
1(5 Bad Debts A/c
Cash A/c
To AjitA/c
(Being bad debts written off)

1 7 Cash A/c
To Bad Debts Recovered
(Being bad debts recovered)

40,000
5,000

201 Drawings
To Ca
(Being In
is debit®

14,500
500
15,000
12,000

11,800
200'

Ur-

9000

Dr-

12,825
675

8,820
180

13.500

15,000

14.500
500

UrDr-

18| Charity A
Advertisir
Loss by ti
To Pin
(Being ab
A/c as pui

7500
7500

15000
2000

2000

21 Drawings
To Pu
" Ca
(Being g<
personal
23! (i) Loss c

To 1
(ii) Insur
Profit
To
(Being lc
admittins
account)

24 Salaries.
To C
" O
(Being s
into A c
29 Cash A i
Interest.
ToS!
(Took lc

30 Cash A
To E
(Being 1
income

31 Fumitui
Profit &
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60,000
60,000

45,000
40,000
5,000

14,500
500
15,000

12,000
11,800
200

9000

8,820
180

12,825
675
13.500

15,000
14.500
500

7500
7500

15000
2000

2000

Dr.
18 Charity A/c
Dr.
Advertising A/c
Dr.
Loss by theft
To Purchases A/c
(Being above losse credited to purchases
A/c as purchase for business get reduced)

1500
900.
600

20 Drawings A/c
To Cash
(Being Income Tax paid is personal
is debited to Drawings Account)

Dr.

5000

21 Drawings A/c
To Purchases A/c
" Cash
(Being goods & cash withdrawn for
personal use)

Dr.

5000

4500

1500
3000

Dr.
23 (i) Loss of goods A/c
To Purchases A/c
Dr.
(ii) Insurance Company
Dr.
Profit and Loss A/c
To Loss of goods A/c
(Being loss of goods & insurance company
admitting the claim partly brought into
account)
Dr.
24 Salaries A/c
To Cash A/c
" Outstanding Salaries A/c
(Being salary paid & outstanding brought
into A/c)____________________________
E
29 Cash A/c
Interest A/c
E
To Mahesh's loan A/c
(Took loan from Mahesh)

E
30 Cash A/c
To Drawings A/c
(Being refund of income tax is personal
income it is credited to drawings A/c)

31 Furniture A/c (New)
Profit & Loss A/c

3,000

I
I

5000
5000

3000
2000
5000

12,000
9,000
3,000

27,000
3,000
30,000

2,000
2,000

24000
4,000
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To Suppliers of Furniture
" Furniture (old)
(Being old Furniture exchanged for new
furniture)
32 Cash
Dr.
To Sales A/c
" Vat A/c
(Being goods sold for cash list price

16,000
12,000

44,000
40,000
4,000

? 50,000 less Trade Discount ? 10,000
Invoice Price + Vat @10% = ? 44,000
Explanatory Note :
1. Any expenditure incurred on carriage and installation of Machinery
like freight wages is treated as capital expenditure and charged to
Machinery A/c.
2. Discount allowed on receipt of payment through cheque is disallowed,
if the cheque received is dishonoured.
3. Bad Debts recovered is credited to Bad debts Recovered Account and
not to the personal account of the debtor who became insolvent.
4. Income tax paid is tax on the income of the propritor. It is not business
expenditure. Hence drawing A/c (or Capital A/c) is debited when Income
tax is paid. Similarly, Refund of Income Tax is personal income (i.e
recovery of excess payment). Hence it is credited to drawing A/c (or
Capital A/c)
5. VAT. Presently State governments charge VAT for the goods sold at the
prescribed rates.
It is an indirect tax and its burden is passed on to the purchaser. It is
collected by the seller and paid to the government. The Central
government is proposing to replace VAT by G.S.T.

Ledger
As explained earlier, after all the transactions are journalised, the entries
in the journal are transferred to the appropriate accounts in the ledger to know
the exact position of each account on any particular date. In Journal the
transactions pertaining to a particular person, asset, expense, or income are
recorded at different dates. Hence journal fails to bring together similar
transactions. From the journal it is not possible to know the total purchases,
sales, rent and salaries paid, the amount due from each customer and amount
payable to each supplier etc. This limitation is overcome by ledger. Ledger is
a book where the various accounts pertaining to a particular person thing or
service are grouped together in one place in the form of an account. It contains
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16,000
12,000
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40,000
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accounts for all the persons with whom the business deals, for all the assets or
things held by the business and for all the expenses incurred and incomes
earned by the business. Ledger may be defined as a book which contains
records of all transactions permanently in a summarised and classified form.
It is a book of final entry. All business transactions are first recorded in the
journal and finally recorded in the ledger. The process of transferring the
transactions from journal to the ledger is called 'posting'. Ledger is the main
: r principal or most important book of the business and hence called 'King of
rooks of account'.
Form of the Ledger Account
In the Ledger, each account is allotted one or more pages depending the
- umber of transactions relating to that account. Generally an index is provided
at the beginning of the ledger to facilitate easy reference to any particular
account. Usually, each ledger account has. the shape of the English alphabet
T. Each account in the ledger is divided into two equal parts. The left hand
$ de of the account is known as 'Debit' side and the right hand side is called
Credit' side. Each of the two sides is further divided into four columns namely,
date, particulars. J.F. and amount. A ledger account is ruled as follows.

Dr.
Date Particulars

Name of Account
J. Amount Date Particulars
F.
By (Name of
the account
which is
debited)

Cr.
J. Amount
F.

To (Name of
the account
which is
credited
'tepsfor Posting:
Date column : In this column, date of the transaction is recorded.
Particulars : This column is meant for the recording the details of the
transaction. Every entry on the debit side of this column must be prefixed
with the word "To" and on the credit side with the word By'. On the debit
side after the word 'To' write Name of the credit part of Journal Entry. On
the credit side, after the word 'By' write Name of the debit part of the
journal entry.
J.F. Column : J.F. stands for the page number of Journal from where the
entry is posted.
Amount column : In this column the amount with which the account is
debited or credited is written.
Pojnts to be noted while preparing ledger accounts While preparing
ledger accounts, the following points should be noted.
In the ledger, a separate account should be opened for each account
appearing in journal.
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2.

For all the transactions relating to any particular account, only one

3.

account should be opened.
The name of the account should be written in bold letters at the top and I

4.

5.
6.

7.

in the centre of each account.
The word Dr. (abbreviation of debit) should be written at the left hand
top comer of each account to indicate the debit side of the account, and
the word 'Cr'. (abbreviation of credit) should be written at the right hand
top comer of each account to indicate the credit side of the account.
The journal entries should be posted to the ledger accounts in the order

Btastration : 6 Post
Suppose Narend
* i .900 and he is all
O—*

Particulars

Cash Accor
Discount Ac
To Nare
i Being cash
allowed to >

of their dates.
While making posting in any ledger account, the name of that account
should not appear either on the debit side or on the credit side of that
account. For example in Rent Account, we cannot have To Rent Account

or By Rent Account.
The account which is debited in journal, the posting in ledger will also
be made on the debit side of that account and the account which is
credited in the journal, the posting in the ledger will also be on the credit
side of that account. Suppose in the journal Rent Account is debited anc
Cash Account is credited, then in the Ledger the posting will 'be made or
the Debit side of Rent Account and credit side of the Cash Account. The
posting in the ledger is explained with the help of the following example
Suppose Ram commences business on Jan 1, 2013 with cash ? 50,000

Z-mk-

Particular

To Balanced I

Dk.

__________

3«k-

Particular

The journal entry will be
Particulars

Date

JOURNAL
Credit
L. Debit
Amount
F. Amount

To Narendra .-

■t____________
bar

2013
Jan 1

nr

Date
2013
Jan
Dr
Date

Cash Account
O’"To Capital Account
(Being capital introduced in business)
LEDGER
Cash Account
J. Amount Date Particulars
Particulars
F.

To Capital A/c
Particulars

50,000
50,0001

J.
F.

50,000
Capital Account _________
J.
J. Amount Date Particulars
F.
F.
2013
Jan By Cash A/c

cr.
Amount

Cr.
Amount

50,000

Particular

To Narendra
’wing the openi
Opening entry
nere.y incorporaii
i t on the debit a
merely enterec
MKsung balances

Itastrarion : 7
Pass the open
torr the books ol
Cash in Hand
Mrchmery ? 15C
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Illustration : 6 Posting of Compound Entry
Suppose Narendra has to pay ? 2,000. He settles his account by paying
? 1,900 and he is allowed a discount of? 100, then journal entry is :

JOURNAL

Date

Cash Account
Discount Account
To Narendra Account
(Being cash received from and discount
allowed to Narendra)

of that account
edit side of that
jo Rent Account

ledger will also
count which is
be on the credit
it is debited and
will 'be made on
>h Account. The
owing example.
1 cash ? 50,000.

Credit
Debit
mount Amount
?
?
50.000

50,000

J.

Cr.
Amount

J.
F.

Cr.
Amount
?

..

50,000

Particulars

L. Debit
F. Amount
?
Dr.
1,900
Dr.
100

Credit
Amount
?

2,000

LEDGER
Date

Dr.
Date

Particulars

J. Amount Date Particulars
J.
F.
?
F.
To Balanced b/d
2,000
By Cash A/c
By Discount A/c
2,000

Particulars

J. Amount Date Particulars
F.
?
1,900

Discount Account

Particulars

Amount
?
1,900
100
2,000

Cr.

Cash Account

fo Narendra A/c

Dr.
Date

Cr.

Narendra Account

Dr.

J.
F.

Amount

Cr.

J. Amount Date Particulars
J. Amount
F.
?
F.
To Narendra A/c
100
Posting the opening Entry:
Opening entry is not actually posted in the ledger but the accounts are
-erely incorporated or copied, with the words 'To Balance b/d' or 'By balance
- d’ on the debit and credit side respectively. The opening balances of assets,
ire merely entered in the concerned assets accounts, as 'To Balance b/d', the
oening balances of liabilities accounts and capital Account as "By Balance
? d"
lustration: 7
Jass the opening Entry on the basis of the following information taken
• :m the books of shohan and prepare ledger accounts.
Cash in Hand ? 30,000; S.Debtors ? 75,000; Stock ? 50,000, Plant &
Machinery ? 1,50,000, S. Creditors ? 1,20,000
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if

SOLUTION:
Aa

Journal

Date

L.
F.

Particulars

Cash
S. Debtors
Stock
Plant & Machinery
ToS. Creditors
" Capital
(balancing figure)
?

To Balance b/d

?

To Balance b/d

?

To Balance b/d

?

To Balanced b/d

Dr.
Dr.
Dr.
Dr.

Cash Account
30,000
Debtors Account
75,000
Stock Account
50,000
Plant and Machinery Account
1,50,000
S. Creditors Account
By Balance b/d

Debit
Amount
?
30,000
75,000
50,000
1,50,000

Credit
Amount

1,20,000
1,85,000

1,20,000

Capital Account
1,85,000
By Balance b/d
Note: Individual accounts of Debtors and creditors will be showe under debtors account

and creditors account

Balancing of ledger accounts:
After the transactions have been posted in the various accounts, they are
balanced. The term 'balance' is an accounting term which means the difference
between the two sides of an account. The following steps are followed for

balancing the accounts.
1. Take the totals of the two sides of the account on a rough sheet.
2. Ascertain the difference between the totals of two sides. The difference is
called 'balance'
3. Enter the difference in the amount column of the side showing less total.
If the credit side total is less, write in the particulars column on the credit
side of the account "By Balance c/d". Similarly, if the debit side total is
less, then write on the debit side of the account "To balance c/d"
4. After putting the difference in the appropriate side of the account, adc
both the sides of the account. Draw a thin line above and below the total.
5. At the beginning of the next accounting period, the balance is written on
the opposite side with the words "To Balance b/d" or "By Balance b/d" as
the case may be.

WMirr ttaa He u
■ Be m if c
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Debit
Amount
?
30,000
75,000
50,000
■ 1,50,000

Credit
Amount

1,20,000
1,85,000

1,20,000
>d

1,85,000
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Significance of 'Debit' and 'Credit' Balances
An account is said to have a debit balance if the total of its debit side is
more than the total of the credit side. An account is said to have credit balance,
if the total of its credit side is more than the total of its debit side.
If a personal account shows debit balance it signifies that the person
concerned has received more benefits from the business than what he has
given to the business. It signifies that he is a debtor, i.e. he has to pay money
to the firm. On the other hand, a credit balance in a personal account signifies
that the person concerned has given more benefit to the firm than what he has
received from the business. In other words, it signifies that he is a creditor, i.e.
business has to pay to him.
Real accounts generally show debit balance, it denotes that the firm owns
property or asset to the extent of balance in the account. An asset account may
show credit balance only when asset is sold at a profit, which has to be
transferred to Profit and Loss Account.
Debit balance in nominal accounts signifies that expense or loss to that
extent has been incurred by the firm and credit balance denotes that gain or
income has been earned by the firm. Nominal Accounts are not to be balanced
as they are closed by transfer to profit and loss Account. However, for the
purpose of preparing Trial balance, nominal accounts are also balanced and
later transferred to profit and loss account.
Distinction between Journal and Ledger
Journal
Ledger
1. It is a book of original or
1 It is a book of final or Secondary
primary Entry
entry
2. It is a subsidiary book
2. It is the Principal book of accounts
3. It is prepared on the basis of
3. Journal is the basis for recording
source documents such as
transactions in the Ledger.
vouchers receipts etc
4. It is prepared to record all
4. It is prepared to see the net effect of
transactions in chronological
various transactions affecting a
order
Particular account.
5. Journal entries are not balanced 5. All Ledger accounts (except
nominal accounts) are balanced.
- Journal directly does not serve 6. Ledger accounts serve the basis for
the basis for preparation of final
the preparation of final accounts
accounts
It has five columns (1) date
7 Ledger has four identical columns
(2) Party (3) Ledgerfolio
on debit and credit side (1) Date
(4) Debit Account
(2) Particulars (3) Journal folio
(5) Credit Account
(4) Amount
■ Narration is given for each entry 8 No Narration is given
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ire total ofthe cr
ire trial balance s
eoorded and that
ax agree, it sugge
10,000
Balance due from Raj
rectified before tb<
Jan 1
6,000
Balance due to Sundar
The main funci
" 1
9,000
irthmetical accun
Goods sold to Raj on Credit
" 4
5,000
have been properh
Goods Purchased from Sundar on Credit
" 8
8,000
it acts as a starting
Cash received from Raj
" 10
3,000 I preparation ofTrad
Cash Paid to Sundar
" 12
2,000
r. ai lable the balan
Goods returned by Raj
" 18
1,000
It should be nc
Goods returned to Sundar
" 20
7,000
prove
the accuracy
Cash
Sales
to
Raj
" 22
I
seal
amount
debits
4,000
Cash
Purchases
from
Sundar
" 24'
cxher
accounts
in tfc
Solution:
Raj Account
jrfrimetical accura
Particulars
J. Amount errors which are nc
Particulars J. Amount Date
Date
A Trial balance
T
F.
?
F.
L Total Method
2015
2015
account are sh<
8,000
10,000 Jan 10 By Cash A/c
Jan 1 To Balance b/d
Balance Meth<
2,000
9,000 Jan 18 " Sales Returns A/c
Jan 4 " Sales A/c
extracted. If th
9,000
Jan 31 " Balance c/d
19,000
credit side the <
19,000
and if the cred
9,000
Feb 1 To Balance b/d
column of Trial
Sundar Account
J. Amount
Particulars
ints to be noted 1
Particulars J. Amount Date
Date
F.
Accounts dealir
F.
Accounts deali
2015
2015
balance.
3,000 Jan 1 By Balance b/d
Jan 12 To Cash A/c
■Sundry Debtor/
Jan 20 " Purchases
1,000 Jan 8 " Purchases A/c
Creditor’s is the
Returns A/c
7,000
Opening stock i
Jan 31 " Balance c/d
11,000
appear in Trial 1
Feb 1 By Balance b/d
Reserves and Pr
debts.
Reserve ti
TRIAL BALANCE
Reserve for Dis.
"Trial Balance is a statement containing the balances of all ledger accounts
A table of the ac<
as at any given date, arranged in form of debit and credit columns placed side
by side and prepared with the object of checking the arithmetical accuracy of* even below:
Debit Bala
ledger postings." The fundamental principle of double entry system of book-1
keeping is that every debit has a corresponding credit and vice-versa of equal Sandary Debtors
amount. Therefore, the total of the debit balances must equal in aggregate to Sink Balance

Illustration : 8
Prepare Raj's Account and Sundar's Account from the following particulars.
2015
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particulars.

10,000
6,000
9,000
5,000
8,000
3,000
2,000
1,000
7,000
4,000

— J. Amount
?
F.
8,000
2,000
9,000
19,000

I
i’l

Amount

6,000

k/c

d

5,000

nuooo
7,000

11 ledger accounts
mmns placed side
etical accuracy of
y system of bookice-versa of equal
ial in aggregate to

r. e total of the credit balances when accounts are balanced. The agreement of
r e trial balance signifies that both the aspects of each transaction have been
-ecorded and that books are arithmetically correct. If the trial balance does
::: agree, it suggests that there are some errors which must be detected and
-r.ufied before the final accounts can be prepared.
The main function of Trial Balance is that it acts as a device to check the
--ihmetical accuracy of the accounting process, it shows that ledger postings
■ _ e been properly made and balance in each account is computed correctly,
i acts as a starting point for the preparation of final accounts. It facilitates the
preparation of Tradings Profit and Loss Account and Balance Sheet by making
. iilable the balances of all the accounts at one place.
It should be noted that agreement of Trial Balance does not necessarily
~: ve the accuracy of all the entries and postings. It is simply a proof of the
d amount debited to various accounts is equal to total amount credited to
orer accounts in the same period. Trial Balance is a means by which only the
-- -metical accuracy of the accounting work is checked. There are certain
=—xs which are not disclosed by Trial Balance.
A Trial balance can be prepared by any one of the following methods.
Total Method : Under this method, the debit and credit totals of each
account are shown in the debit and credit columns of the trial balance.
1 Balance Method : Under this method, the difference of each account is
extracted. If the debit side of an account is bigger in amount than the
credit side the difference is put in the debit column of the trial balance
and if the credit side is bigger, the difference is written on the credit
column of Trial Balance.
? nts to be noted for the preparation of Trial Balance
Accounts dealing with assets, expenses & losses will show debit balance.
1 Accounts dealing with liabilitie, incomes and gain will show credit
balance.
S ’Sundry Debtor's is the total amount due from various debtors and 'Sundry
Creditor's is the total amount due to various creditors.
- Opening stock will show debit balance, generally closing stock will not
appear in Trial Balance.
Reserves and Provisions such as General Reserve, Provision for doubtful
debts, Reserve for discount on debtors will show credit balance. However
Reserve for Discount on Creditors will show debit balance.
A table of the accounts appearing in trial balance on debit and credit side
£iven below:
Debit Balance
Credit Balance
Sundary Debtors
Sundary Creditors
Bank Balance
Bank Overdraft
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Loan taken or Mortgage loan
Loan or Advance given
Capital A/c
Drawings A/c
Outstanding Expenses
Prepaid expenses
Sales Account
Purchases Account
Return Outwards Account
Opening Stock
All incomes & Gains
Returns Inwards
Such as Interest received
Land and Building
Rent received
Plant & Machinery
Commission received
Furniture
Discount received
Investments
Reserve & Provisions
Goodwill
Provision for Doubtful Debts
All Expenses and Losses
Provision for Discount on Debtors
Such as Salaries, Rent &
General Reserve etc.
Taxes, Carriage, Advertising
Bad Debts etc.
Illustration :9
. ■ r
Prepare a Trial Balance from the following information
Capital Account
Plant and Machinery
Sales
Purchases
Returns Outwards
Returns Inwards
Opening Stock
Discount allowed
Discount received
Bank Charges
Sundry Debtors
Sundry Creditors
Salaries
Manufacturing Wages
Carriage Inwards
Carriage Outwards
Provision for Bad debts
Rent, Rates and taxes
Advertisements
Cash in Hand
Cash at Bank
Closing Stock

1,00,000 I
1,60,000 I
3,54,000 I
1,20,0001
1,500 J

2,000 ■
60,0001
70o|

1,600
150
90,000
50,000
13,600
20,00(
l,50C
2,400
1,050
20,00'
4,00'
1,80
12,001
70,001

SOLUTION :

Capital Ac
Plant and J
Sates
Purchases
Returns Ch
Return Inw
’ reruns S
Discount .4
Discount n
Batsk Char
iindry De
Sundry Cn
Si/anes
Macafuctm
Cartage In
Cartage O
Pra*ts»on f
Seat. Rates
era set
C..1st in Ha
Cash at Bai

-t.
.~ - -taub or M in

Depo
Punch
Porch
Sold s
Paad 5
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-e loan

SOLUTION :
Trial Balance As at...
Credit
Debit
Balance (?) Balance (?)

Mint

received
reived
ed
isions
jl Debts
nt on Debtors

?
1.00,000
1.60.000
3.54.000
1,20,000
1,500
2.000 I
60,000 I

Capital Account
Plant and Machinery
Sales
Purchases
Returns Outwards
Return Inwards
Opening Stock
Discount Allowed
Discount received
Bank Charges
Sundry Debtors
Sundry Creditors
Salaries
Manafucturing Wages
Carriage Inwards
Carriage Outwards
Provision for bad debts
Rent, Rates and Taxes
Advertisements
Cash in Hand
Cash at Bank

700 I

1.600 I

150 I
90,000
50,000
13.600
20,000
1,500
2,400
1,050
20,000
4,000
1,800
12,000
70,000

1,00,000
1,60,000

3,54,000
1,20,000
1,500

2,000
60,000
700
1,600

150
90,000
50,000
13,600
20,000
1,500
2,400
1,050

20,000
4,000
1,800
12,000
5,08,150

5,08,150

Efint: Closing Stock will not appear in Trial Balance
_ A ration : 10
; _ s Journal Entries make Ledger postings and prepare Trial Balance in the
of Mayank
?

2H5
tan 1
’ 3
’ 10
, 18
’ 20
* 30

Commenced business with cash
Deposited in Bank
Purchased Machinery, Payment made by cheque
Purchased goods for cash
Sold goods for cash
Paid Salary

50,000
40,000
30,000
5,000
8,000
2,000
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SOLUTION:

Journal

2015
Jan 3 To Cash A c

Credit

Particulars

Date
'

50,000

2015
Jan 1

50,000

Cash A/c

2115

- :o

40,000
II

II

3

Bank A/c
To Cash A/c
(BjmgJ^Depo^itedjnbanlO

10

Machinery A/c

18

" 20

" 30

Date

40,000

—=
5,000

through cheque)
Purchases A/c
To Cash A/c
Cash Purchasesmade)
(Being

5,000

2015
/a
Jan 3111 To Balance c/d

2015
Jan 3 By
50,000
8,000 Jan 18
Jan 30
Jan 31
58,000

-an 18 To Cash A/c
" Balance
.

5
31 To Balance

-

;

8,000

Ik 30 To Cash A
T- ' To Balance

2,000

Salaries A/c
To Cash A/c
(Being Salariespaid)
Ledger Accounts
Cash Account
Date Particulars
j.l Amount
Particulars

Feb 1 To Balance b/d

To Bank
" Balance

8,000

To Sales
(Being Cash Sales made)

2015
Jan 1 To Capital A/c
Sales A/c
Jan 20

Feb 1

,000
30,000

(Being Machinery purchased,

It

1 To Balance

Bank A/c
Purchases A/c
Salaries A/c
Balance c/d

Capital Account
_______
2015
Jan 1 By Cash A/c
50,000
Feb 1 By Balance b/d

Cash A/c
Bank A/c
Machinery A/c
Purchases A/c
Salaries A/c

40,000
5,000
2,000
58,000

50,000
'5000

Mae : Nominal Acc
:z Profit & /.
*rrpreparation ofTr

IL

Classify the fol
1) Stock
4i Fixtures
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Bank Account
2015
Jan 3 To Cash A/c

Feb 1 To Balance b/d

2015
40,000 Jan 10 By Machinery A/c
Jan 31 " Balance c/d
40,000
10,000

30,000
10,000
40,000

Machinery Account
2015
Jan 10 To Bank
Feb 1 " Balance b/d

2015
Jan
31 By Balance c/d
30,000
30,000
Purchases Account

2015
Jan 18 To Cash A/c
Feb 1 " Balance b/d

2015
Jan
31 By Balance c/d
5,000
5000
Sales Account

2015
Jan 31 To Balance c/d

2015
8,000 Jan 20 By Cash A/c
Feb 1 By Balance b/d
Salaries Account

2015
Jan 30 To Cash A/c
Feb 1 To Balance b/c

30,000

5,000

8,000
8,000

2015
2,000
2,000

By Balance c/d

2,000

Trial Balance As on 31s* Jan 2015
Credit

Debit

Cash A/c
Bank A/c
Machinery A/c
Purchases A/c
Salaries A/c

11,000
10,000
30,000
5,000
2,000
58,000

Capital A/c
Sales A/c

50,000
8,000

58,000

'•Ate : Nominal Accounts are not balanced they are closed by Transfer to
-■jding / Profit & Loss Account. In this case, they are balancedfor the sake
■ -. reparation of Trial Balance.
SHORT ANSWER QUESTIONS

Classify the following under personal, real and nominal accounts:
1) Stock
2) Goodwill
3) Loan
4) Fixtures
5) Bank Overdraft
6) Cash
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9) Drawings
7) Capital Account
8) Bank
(B.Com., Osm.)
10) P. Peters (Purchaser)
real
and
nominal
Classify the following accounts into personal,
c) Interest
a) Loan from Bank
b) Furniture
f) Reserve for bad debts
d) Brand name
e) Cash at bank
i) Import duty
g) Outstanding income h) Trading account
k) Investment
j) Income received in Advance
C12S*the following accounts into personal, real and nominal,

3.

at Bad debts
a GooXiil
g! Furniture

b) Interest on Drawings c) Bank
e)
f)
e) Capital
Capital
f) Closing
Closing stock
stock
h) Bank overdraft
‘

it Drawings
k) Motor car
1) Audit fee
Anab^ethe following transactions according to(l)Traditional Approach
4.

5.

(2) Modem Approach (Accounting Equation Method)

?

50,000
1
Commenced business with cash
20,000
2. Amount borrowed from Rajesh
5,000
3. Paid Rent through cheque
1,000
4. Interest received
4000
5. Goods withdrawn for personal use
3,000
6. Cash withdrawn from Bank for personal use
6,000
7. Cash withdrawn from Bank for office use
9,000
8. Received cheque from Desai
7000
9. Issued cheque to Varma
3500
10. Paid Salary in cash
Analyse the following transactions according to Modem Approach and
Traditional Method.
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.

Building Purchased, Payment made through cheque
Bad Debts Recovered
Interest Receivable
Rent outstanding
Rent paid in Advance
Commission received
Gave a cheque to Supplier as advance
Income tax paid
Cash Sales
Cash Purchases

70,000
2000
1000
500
400
900
2000
400
10,000
6,000

B-29

You are required to complete the gaps in the following table :
Capital
Liabilities
?
3,600
a)
?
25,000
b)
?
32,900
c)
38,400
12,600
d)
79,500
23,300
e)
You are required to complete the gaps in the following table :
Liabilities
Assets
40,000
80,000
a)
?
35,000
b)
?
75,000
c)
?
35,000
d)
60,000
1,15,000
e)
Journalise the following transactions in the books of Mahavir.
i) Bought goods on credit from A for ? 400
ii) Goods returned by B ? 50
iii) Paid carriage inwards ? 100
Journalise the following transactions with narration.
2013
April1 1 Received cash from Swathi
5 Purchased goods from Saritha
8 Sold goods to Lalitha
10 Lalitha returned goods
15 Bought furniture from Kavitha
Journalise the following transactions.

Assets
25,000
33,600
39,200
?
?

Capital
?
25,000
30,000
45,000
?

?
40,000
15,000
25,000
500
10,000

50,000
i) Ram commenced business with cash
40,000
ii) Deposited in Bank
20,000
Purchased
Machinery,
Payment
made
by
cheque
iii)
400
Received
Commission
from
Sarat
iv)
300.
v) paid salary to Arun
Journalise the following transactions in the books of Basu.
a) Basu sold goods to Chowdhary for ? 750 against a cheque.
b) Received as commission ? 400
£) Bank paid ? 300 directly for Insurance Premium of Basu.
d) Cash deposited into Bank ? 5,000.
e) Withdrawn cash from bank for personal expenses ? 850
(B.Com., Osm.)
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12.

•
books of Bhagwan.
Journalise the ^^Xs^har on loan taken from hnm
i)
ii)

13

Pass the necessary
a) A fire occurred on
destroyed.
S'tasuknce

b)
14‘ X Cash n- "and | « ,<J* “JS'

Furniture & Prices
,™Us payable T 5.000.
? « 000- s. Creditors ? 8.000, on
Pass the necessary opening
Y
ing balance on 31-3-.■2013
?
15. prepare Trial Balance from the to
Particulars
30,000
Particulars
Sales Returns
20,000
1,68,000
Purchase Returns
Capital
45,000
2,10,000
Debtors
Stock
67,000
50,000
Creditors
Drawings
12,000
3,60,000
Purchases
Wages
2,61,000
7,20,000
Cash
Sales
75,000
7,000
Bank Overdraft
Discount Allowed
?
10,50,000)
^(Amn Totafoi Trial Balance
Salaries
(B.Cotn. Ostn)
on
31-12-2010
prepare Trial Balance as
31—) ?
16. From the following balance
60,000
15,000
Capital
35,000
Sales Returns
5,000
Furniture
5,000
Drawings
10,000
Bills Payable
Satvahana) (Ans: 65,000)
Sundry Debtors
(B.Cotn,
problems

■ s of M/s Hari & Bros
Journalise the following transactions

1.

2010,
Julyl-

? 2,00,
? 00 vv
000 and cash
Business startedj with ?

deposited m bank
Machinery P®h“'d “
2. Furniture Purchased fro
5.
Goods sold to Y
10. Goods returned by Y
11.

'A'
for cash

60,000
40,000
10,000
9000
500
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10,000
4000
5000
2000
2000
(B.Com, Osmania)
Transaction of Akhilesh for April 2013 are given below, Journalise them.
2013
April 1
Akhilesh started Business with cash
2,00,000
It
1,75,000
3
Paid into Bank
It
25,000
4
Bought goods for cash
fl
Drew cash from Bank for office use
10,000
7
II
Bought from Kiran goods on credit
42,000
8
It
20,800
15
Received from Krishna
Allowed him discount
200
ft
19
Paid to Kiran
41,700
Discount received
300
If
25
Bought goods for cash
20,000
ft
28
Paid Rent
15,000
II
30
Paid Salaries by cheque
28,000
(B.Com. Osm)
Journalise the following transactions :
2013
Jan. 2 Purchase goods for cash
5,000
4 Sold goods for cash
8,000
5 Purchased goods from Ajay
2,000
8 Sold goods to Deepak
3,000
9 Cash paid to Ajay
1,600
10 Received cash from Deepak
2,500
13 Sold goods to Ram for cash
1,800
14 Purchased goods from Gopal for Cash
1,200
17 Paid rent
400
19 Received Interest
200
22 Received Commission
100
24 Goods returned to Ajay
200
25 Goods returned by Deepak
150
29 Purchased Furniture from Usha & Co.,
1,500
31 Paid Salary
1,800
Pass the Journal entries.
2013
Jan. 1 Mr. Narender commenced business with a cash of
1,00,000
Jan 2 Opened bank account by depositing
50,000
Jan 3 Purchased machinery by cheque
25,000
Jan 4 Machinery installation expenses paid in cash
5,000
12.
18.
28.
30.
31.

2.

3.

Goods sold for cash
Cash Received from Y
Advertisement expenses
Stationery Purchased for
Paid rent
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Jan 10
Jan 15
Jan 20
Jan25
Jan 27
Jan 31
5.

18,000
Goods purchased from Jain
8,000
Cash sales
2,500
Goods withdrawn by Narender
3,000
ScliSdTSo from Nathan after allowing discount.
4,000
X to the Manager Mr. Mohan paid by cheque
(B.Com. Osm.)

Journalise

the following transactions in the books of Rohit.

1,00,000
Rohit commenced business with
50,000
Jan 1
20,000
Jan 2 Purchased Machinery, Payment made by cheque
1,000
Jan 3
Received commission from Sarat
5,000
Jan 4
3,000
Jan 5 Paid salary to Arun
25,000
Jan 6 Paid rent to Abhishek
15,000
Jan 7 Goods sold on credit
Purchased goods from Nitin
1.500
Jan 8
Goods
returned
to
Nitin
500
Jan 9
(B.Com. Osm)
Jan 10 Goods returned from debtor
Tons of Ravi for April, 2013 are given below.' Journalise them.
?
6.
Transactions
50,000
2013
Ravi started business with cash
28,000
April 1
Paid into SBI
2.500
April 2
Bought
goods
for cash
1,000
3
April
Drew cash from Bank for office use
2,000
4
April
Sold to Kirshna goods on credit
4,200
April 5
Bought from Shyam goods on credit
1,900
April 10
Received from Krishna
100
April 15
Allowed him discount
10,000
Cash sales for the month
5,000
April 30
Paid
Rent
5,000
April 30
Paid Salaries
(B.Com. Osm.)
April 30

7.

Journalise the following transactions.
2013
Manohar commerced business with 1 1.50,000
Nov. 1
Purchased Machinery ? 40,000
1 Purchased furniture from Godrej Co. < 15,
2
goods ? 12,000
6 Purchased
Goods purchased from Krishna Mohan ? 8,000
8
Sold goods for cash ? 21,000
9
12 Purchased stationery T 150
Cash deposited into Bank < 18,00U
18
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21
23
25
30
Give the
2009
April 1
3
5
9
12
15

20
22
30
30

Issued cheque to Godrej and Co. ? 14,950 in full settlement
Goods withdrawn for Personal use ? 2,500
Cash withdrawn from Bank ? 6,000
Paid salaries ? 3,200
Journal entries for the followign transactions

Business started with cash
Deposited in SBI
Bought goods from Mahavir
Sold goods to Gupta
Paid cash to Mahavir
Discount received
Cash received from Gupta
Discount allowed
Furniture purchased
Drew cash from bank for personal use
Paid rent by cheque
Salary due to clerk

10,000
6,000
1,500
650
990
10
625
25
300
600
200
300
(B.Com. Osm)

Journalise the following transactions :
Dec. 1 Pramod Commened business with ? 45,000
4 Cash deposited into Corporation Bank ? 20,000
6 Goods purchased for cash ? 6,500
10 Goods sold to Gopi for cash ? 7,200
15 Purchased furniture ? 2,800 by cheque
20 Borrowed ? 2,000 from Nara Hari
22 Commision received from Hari ? 275
24 Purchased goods from Krishna ? 2,000 trade discoun @
2 per cent.
25 Cash withdrawn from bank for office use ? 5,800
27 Goods distributed as free samples 12,000
30 Paid for charities ? 2,500
31 Paid office manager salary to Jayaram ? 1,500
10. Journalise the following transaction in the books of Subham.
2015
Jan 1 Commenced business with cash ? 1,00,00 Buildings valued at
? 5,00,000 and stock ? 40,000
Deposited in bank ? 75,000
Sold household furniture for ? 10,000 and invested the money
into business
Withdrawn Cash t 5,000, goods cost ? 6,000 (Selling price
17,500) from business for personal use.
Paid Life Insurance premium ? 10,000, Income Tax ? 9,000 and
for Bicycle for Son ? 5,000

9.
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Paid Rent ? 6,000 by cheque, half of the building is used for
residential purposes of the proprietor
" 16 Charge ? 10,000 interest on capital and provide interest on
Drawings ? 500
" 20 Received refund of Income-Tax ? 1,200
11. Journalise the following transactions
2015
April 1 Sold goods to Rakesh on credit ? 10,000
"
3 Bought goods from Mahesh on credit ? 12,000
"
6 Received a cheque of from Rakesh ? 9500 in full settlement of
his account. Cheque deposited in Bank on the same day.
"
7 Cheque issued to Mahesh for ? 11,500 in full settlement of
account.
"
8 Cheque received from Rakesh dishonoured.
" 10 Sold goods to Suresh ? 6,000
" 12 Suresh became insolvent ? 2000 received from his estate as full
and final payment.
" 13 Bad debts recovered ? 500
" 16 Purchased Machinery from Radhakrishna, cheque issued for
the same ? 40,000. Installation charges paid in cash ? 5,000
" 18 Depreciate Machinery by 10% for six months. Book value of
_
Machine ? 50,000
" Q9? An old machine with book value of T 60,000 is exchanged for
a new machine for ? 2,00,000. The old machine is valued at
? 40,000 for exchange purpose by the Selling Company.
" 20 Paid by cheque Rent ? 2,000; Salary ? 9,000; Advertising
? 2,000
" 28 Provide for outstanding Salaries ? 3,000 and prepaid insurance
T 400
" 31 Goods costing ? 900 given as charity, goods costing ? 2500
distributed as samples and ? 800 distributed among employees.
12. Journalise the following transactions
1. Purchased goods from Sharma having listed price of ? 20,000 Trade
discount allowed 10%
2. Sold goods to Varma having invoice price of ? 40,000, allowed
Trade Discount 10%.
3. Purchased goods from Desai worth ? 20,000, Trade Discount 10%,
Cash discount 5%. Cash paid immediately.
4. Purchased goods from Dinesh worth ? 50,000, 10% Trade Discount
and 5% Cash Discount. Half of the amount paid to him immediately.
5. Sold goods to Anup worth ? 40,000. Allowed him 10% Trade Discount
and 5% Cash Discount He paid cash immediately.
6. Sold goods to Rajesh worth ? 60,000 Terms: 10% Trade Discount
and 5% Cash discount. Half of the amount received immediately.
"

12
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Purchased goods for cash ? 10,000. Vat paid @ 10%
Sold goods for cash ? 20,000; Vat charged @ 10%, Cartage Charged
to customer ? 500.
9. Goods destroyed by fire ? 10,000. How would you deal :
(i) If the goods are uninsured (ii) Insured-the insurance co. admitted
the claim in full (iii) Insurance company admitted the claim to the
extent of ? 6,000
13. The following transactions took place in the books of Jay. Post the
Transaction in the ledger and prepare Trial Balance as on 31st January
2015
Jan 1 Commenced business with cash ? 25,000; Furniture ^10,000,
Machinery ? 45,000
Jan 3 Purchased goods for cash of 10,000 and on credit from
Satyanarayan worth ? 15,000
'
5 Sold goods to Dilip on credit T 9,000 and for cash ? 18,000
"
7 Deposited in Bank ? 10,000
" 18 Cash paid to Satyanarayan ? 14,500 discount allowed ? 500
" 20 Cash received from Dilip ? 8,750 in full settlement of his
account.
" 25 Received Interest ? 600
" 28 Paid Rent by cheque T 1,200
" 30 Paid Salaries ? 2,000
(Ans : Trial Balance Total ? 1,08,100
14. Journalise the following transactions in the books of Ram for the month
of April 2013 and prepare the necessary ledger accounts.
2013
?
April2 Ram commenced business with a capital of
50,000
3 Deposited in Bank
40,000
4 Purchased goods for cash
2,000
6 Sold goods for cash
4,000
7 Purchased Machinery, payment made by cheque
10,000
8 Sold goods to Hari & Co. for cash
3,000
9 Received from Ajay & Co. cash
1,000
10 Purchased goods from Mohan
900
12 Paid Mohan by cheque
800
13 Received rent from sub-tenant
100
14 Paid salary to Sharma by cheque
500
15 Received commission from Abhijeet
125
16 Received interest from Purshottam
200
<
18 Paid for advertising
300
19 Purchased stationery for cash
100
20 Purchased furniture, payment made by cheque
500
21 Cash withdrawn from bank for office use
1,000
22 Cash Sales
2,000
7.
8.
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4,000
800
23
credit
15
24
900
25 Paid for postage
400
nal use
26 Cheque issued to
office for
for personal
use
550
Cash
withdrawn
from
personal
use
27 Amount withdrawn from Bank tor pe
400
Amount withdrawn
28 Paid rent t0 .^XmbSss for personal use
__ worth 600
29
30 GoodsZOBRam
withdrawnMurthy commenced bus^with a capital of
• Furniture
^3O,OOOrepesentedbycashinhandS0O;^d||^
anR^5’
15. On
Is'January 2B were as follows :
& Fitting ? -3 ,000; Plant and
for the month of January
His transactions
5,000
2013
Purchased goods from Rajgopalan
4,500
Jan. 2 Sold goods to Vishwanandam
150
3
4,400
Bought stationery for cash
4 Received cash ftom Vishwanadem
100
5
4,900
allowed discount
100
Paid Rajagopalan by chequ
7 and discount allowed by him
3,000
4,850
9 Deposited in bank
6,000
Purchased goods from
in Y
13
16
S^Lt’X debt doe horn hta
20
8,000
22
24

27
29
30
31

^4^00 to Chinoy in settlement of the

1,600
10,000
2,000
1,200
ledger accounts.

“£Zd“fS Godrej Ltd. office desk on credit

Took Loan from Kishore Karwanka

Paid Salaries in cash
Paid rent to landlord by c equ

16. Prepare
Capital
Drawings
Stock (opening)
Purchases
Sales
Discount allowed

16,800
5,000
21,000
36,000
72,000
700

Purchase Returns
Sales Returns
Debtors
Creditors
Wages

of Trial

17. From.he“
Capital
Opening Stock

o’lOOOO
2,10,000

2,000
3,000
4,500
6,700
1,200
26,000

Purchase Returns

ix
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45,000
Debtors
50,000
67,000
Creditors
3,60,000
12,000
7,20,000
Salaries
2,61,000
Cash in hand
7,000
75,000
Bank Overdraft
75,000
(Ans: Total of Trial Balance ? 10,50,000)
18. The following Trial Balance needs redrafting prepare correct trial Balance
Trial Balance as on 31st December 2011
Credit (?)
Debit (?)
8,950
Capital
1,050
Drawings
3,380
Opening Stock
23,100
Purchases
6,205
Salaries
39,425
Sales
310
Lighting
3,600
Equipment
230
Carriage out wards
105
Carriage Inwards
290
Returns outwards
350
Provision for bad debts
315
Discount allowed
1,115
Rent & Rates
1,475
Motor Vehicles
110
Cash in hand
4,925
S. Creditors
13,920
S. Debtors
975
Bank Overdraft
(Correct Total of Trial Balance ? 54,915)
19. Prepare Trial Balance from the following Ledger Balances
Drawings
Purchases
Sales
Discount allowed
Wages

?

?

Debtors
50,000
Rama
Krishna
25,000
35,000
2500
Rent Paid
34,000
40,000
Furniture
8500
45,000
30,000
Drawings
1,00,000
50,000
Sales
1,00,000
Purchases
20,000
1,60,000
Bank Balance
88,000
(Ans : Total of Trial Balance ?5,69,000)
20. Redraft the following Trial Balance after incorporating
The Adjustments given below :
Capital of Raj
Creditors
Gopal
Deepak
Interest paid
Salaries paid
Loan from Bank
Opening Stock
Cash

3,50,000
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Trial Balance as on 31st March 2015
Debit
Capital
Drawings
Machinery
Debtors
Creditors
Cash in hand
Cash at Bank
Purchases
Sales
General Expenses

Credit
(?)
3,00,000

13000
2,84,000
38,000
25,000

10,000
25,000
2,00,000
2,90,000
45,000

6,15,000

6,15,000

Invested additional capital of ?l,00,000 for the purchase of Machinery
A debtor cleared his account of ? 20,000 through a cheque
Goods worth T1500 were returned to the supplier
(Ans : Total of Trial Balance f 7,13,500)
21. From the following Trial Balance containing obvious errors prepare a
correct Trial Balance.
Credit
Debit
(?)
(?)
60,000
Purchases
20,000
Reserve Fund
1,00,000
Sales
1,000
Purchases Returns
2,000
Sales Returns
30,000
Opening Stock
40,000
Closing Stock
20,000
Expenses
2,000
Outstanding Expenses
5,000
Bank Balance
50,000
Assets
80,000
Debtors
30,000
Creditors
94000
Capital
10,000
Suspense A/c (Difference in books)
2,72,000
2,72,000
(Ans: Correct Total of Trial Balance ? 2,47,000)

1.
2.
3.

CHAPTGR-3

SUBSIDIARY BOOKS
When business transactions are very few, there is only one Journal, wherein
all transactions are recorded. In big business concerns, recording of all
transactions in one journal and then posting them into ledger will be very
inconvenient and will involve a lot of clerical work. Moreover, transactions
are usually of repetitive nature. To overcome this difficulty big business
concerns have introduced the system of subsidiary books. Under the system
of subsidiary books, instead of maintaining only one book of original entry
called Journal for all types of transactions, several books of original entry
called Subsidiary Books are maintained.
Subsidiary books are books of original entry as all transactions are first
recorded in these books before they are recorded in respective accounts in
ledger. These special journals are called Subsidiary Books because they are
subsidiary to the principal or Main book namely Ledger. Subsidiary books do
not provide final accounting information relating to the business but merely
help in the preparation of ledger accounts.
Advantages
1) Sub-division of the Journal into subsidiary books will make the recording
work easy and quick
2) It helps in the division of labour as accounting work may be divided
among a number of clerks.
3) Easy reference becomes possible since each subsidiary book provides
information relating to a particular aspect of the business only.
4) There is a substantial reduction of clerical work.
Normally the following Subsidiary Books are used in business.
1) Cash Book - to record receipts and payments of cash including deposits
and payments out of bank.
2) Purchases Book - to record credit purchases of goods.
3) Purchases Returns Book - to record all purchases returns i.e. all goods
returned by the trader to his suppliers.
4) Sales Book - to record all credit sales of goods.
Sales Return Book - to record all sales returns i.e. all goods returned by
the customers to the trader.
6) Bills Receivable Book
7) Bills Payable Book

5V
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8)

adjustment entries etc.

Cash Book
In ever, business rhe. will *
book maintained tor recording cash
aJ cash transaction
Cash Book is a book of prime, or first enfiy because all^ e ledger)

are first recorded in the Cash Book, t is a so a
t Separate Cash
as cash book itself serves as cash account and bank account, p

Account and Bank Account are not opened.
he tollowing
_
-articular
Cash Book serves the
following puip^vo.
purposes.
total cash receipts and cash payments during a particu
1) To find out the t--------period.
- — —t time without the physical
2) To know the Cash and Bank Balance at any
ting
of
cash
and
verification
(i.e. actual) counting of cash and verification of Pass Book.
3) To verify the correctness of cash in hand and cash at bank.

Types of Cash Book
A
Rnnk can be of one of the following types,
n Staple C” h Book or Cash Book with oniy Cash column
//
1 T™ columns or Cash Book with Cash and Discount colum»s_
nns.
2 X columns or Cash Book with Cash Discount tad Bank Cob
Simple Cash Book or Cash Book with
^^s.jp/uke an

Cash Book
r Amount | Date Particulars
Date Particulars L.F.
LZTZ—-^^

L.F. Amount
on the credit

-

transaction is posted is recorded.
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I in
ps,

e.,
ate
ary

ion
per)
ash

ular
;ical

mns.

ke an
t has
side.
I used
Hows:

iount

|

credit

of the
ime of
giving
ch the

Amount Column Amount column is meant to record the amount received (on
Dr. side) and amount paid (on the Credit side).
The Cash Book has to be balanced at the end of the given period. The total
of the debit side should always be more than the total of the credit side, as the
cash payments cannot be more than cash receipts. The Balance indicates the
Cash on hand at the end of period.
When cash transactions are entered in the Cash Book, only one aspect of
cash transactions is recorded. To complete the double entry of cash
transactions, all items appearing in the cash Book should be posted to the
respective ledger accounts.
All the items (except the opening cash balance) appearing on the debit
side of the cash book have to be posted to the credit side of the respective
ledger accounts as "By Cash Account". All the items (except the closing cash
balance) appearing on the credit side of the Cash Book have to be posted to
the debit side of the respective ledger accounts as "To Cash Account".
Two Column Cash Book or Cash Book with Cash and Discount Columns
This Cash Book is an extension of Simple Cash Book. Under this method
an additional column is provided both on debit side and credit side for
recording discount allowed and discount received.
Cash Discount and Trade Discount:
It is a rebate or an allowance made by the receiver of cash to the payer.
Cash discount arises when payment is made before a specified date. For
instance, the supplier may say that if payment is made within one month a
discount of 2% will be allowed. It means that a debt of? 100 can be discharged
by paying only ? 98 before the end of the month.
Thus cash discount allowed by the trader to his debtor is a loss to him and
is called Discount Allowed and is recorded on the debit side of cash book.
Whereas cash discount received by him from his creditor is gain and is known
as Discount Received and is recorded on credit side of the Cash Book.
However, cash discount should not be confused with trade discount. Trade
Discount is an allowance made by the manufacturer or wholesaler to retailer,
off the catalogue price of goods sold. It is granted to old and regular customers,
in case of bulk sales or as a custom of trade. The main idea behind providing
the trade discount is to enable the retail trader to sell of goods at catalogue
^rice by keeping some margin to meet his business expenses and profit. Trade
discount is deducted from catalogue price and the balance is recorded in the
books of account. There is no entry made for trade discount in the books of
the trader, it never appears in the books of account.

r

I
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Difference between Cash Discount and Trade Discount
_______ Trade Discount_______
_________ Cash Discount________
Trade Discount is an allowance
1. Cash Discount is an allowance
given by the wholesaler to the
made by the receiver of cash to
retailer.
the person paying it.
It is deducted from the Catalogue
2. It is deducted from the amount
price
in the invoice.
of debt or net invoice price.
It occurs at the time of sale or
3. It occurs at the time of settlement
purchase.
e. when cash is received or paid.
i.
Its object is to enable the retail to
4. The object is to induce the
sell goods at the catalogue price
debtors to pay promptly with in
and to keep margin of profit.
the period of credit.___________
It is not recorded in the books of
5. It is recorded in the books of
either seller of buyer.
debtor and creditor.

In the cash column on the debit side actual cash received will be entered;
the amount of the discount allowed, if any, to the customer concerned will be
entered in the discount column. Similarly, actual cash paid will be entered in
the cash column on the payments side and the discount received in the discount
column. The 'Proforma' of Double Column Cash Book is as follows:

Double Column Cash Book

Cr.
________________ ________ _____

Dr.
Date

Particulars

Dis
Cash
L.
count
F.

Date

Particulars

Dis
Cash
L.
count
F.

----

Balancing:
It should be noted that discount columns are not balanced. They are merely
totalled. The total of the discount column on the debit side shows the total
discount allowed to customers and is debited to the discount account. The
total of the discount column on the credit side shows total discount received
and is credited to the Discount Account. The cash columns are balanced as

shown in Single column cash book.
Posting from the Cash Book with cash and discount columns.
When cash is received from a person and some discount is allowed to him, the
person's account must be credited with both cash received and also discount
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allowed by writing 'By Cash' and ’By Discount’. In a similar way when cash is
paid to some person and discount is allowed by him, the person's account
must be debited is 'To Cash' and 'To Discount'.
As said earlier, totals of discount allowed and discount received columns
should be debited and credited respectively in Discount account.
Illustration: 1
Record the following transactions in a Cash Book with Cash and Discount
columns.
?
2015
Jan.

1
5
10
12
14
16
22
27
29
31

500
4,000
3,000

Cash Balance
Cash Sales
Paid into bank
Received cash from Satish (in full settlement)
of his debt of? 1,500)
Cash paid to Mehta (Discount allowed ? 30)
Received cash from Sinha (Discount allowed 15)
Paid cash to Ram Mohan
He allowed discount
Cash Purchases
Paid salaries
Drew cheque for office use

1,480
770
585
415
15
300
2,000
800

Solution:

Cr.

Cash Book

Dr.
Date

Particulars

Dis
Cash
L.
count
F.
?

Date

Particulars

Dis
Cash
L.
count
F.
?
?

2015

2015

Jan 1 To Balance b/d

4,000

5 " Sales A/c
(Cash sales)

" 12 " Satish A/c
(Cash received
and discount
allowed)

" Sinha A/c
(cash received
discount
allowed)

3,000

500 Jan.l 0 ByBank A/c
(Cash depos
ited in bank)

20 1,480 " 14 " Mehta A/c
(Cash paid
and discount
received)

30

770

585 " 22 " Ram Mohan
A/c (Cash
paid discount
received)

15

415

15
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31 " Bank A/c
(cash drawn
from bank

'

800 " 27 " Purchases
A/c (Cash
Purchases)

for office use)
" 29 " Salaries A/c
(Paid salaries)
" 31 " Balance c/d

35 7,365
Feb. 1

To Balance b/d

300

2,000

880

45 7,365

880

Cash Book with Discount, Cash and Bank Columns or Three Column Cash
Book
The Cash Book which contains bank column in addition to discount and
cash columns is called Three Column Cash Book or Cash Book with Discount.

Cash and Bank Columns.
The following points must be noted while preparing Cash Book of this
type.
1)
Opening Balance: The opening balance of cash in hand and cash at
bank is written on the debit side as 'To Balance b/d'. The amount of cash
in hand is written in cash column and of cash at bank in Bank column.
In case of bank overdraft, it is written on the credit side as 'By Balance

2)

3)

4)

b/d'.
All the receipts will be written on the debit side. Cash receipts will be
entered in cash column and cheques in bank column. If a cheque is
received and deposited in the bank on the same day, then it should be
entered in Bank Column on the debit side. A cheque received but not
deposited in bank on the same day must be first debited in cash column
and when it is deposited in bank on some other day it should be treated
as deposit of cash in the bank. However, in the absence of any information
cheque received may be entered in the Bank column on the assumption
that it is deposited in bank for collection on the same day. If any discount
is allowed while receiving cash or cheque then it should be entered in

Discount column on the debit side.
All payments are entered on the credit side cash payments in cash column
and payments through cheque in Bank column. If any discount is
received while making cash or bank payment, then it should be entered
in Discount column on the credit side.
Contra Entries: If cash is deposited in the bank, it should be entered in
the Bank column on the debit side as 'To Cash' and again on the credit
side in Cash column as 'By Bank'. If cash is withdrawn from Bank for
office use, it should be entered in cash column on the debit side as 'To
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Bank' and again on the credit side in the Bank column as 'By Cash'.
These transactions are not posted in the ledger as both the accounts
(Cash and Bank) are in the Cash Book itself. For such entries letter 'C' is
written in L.F. column on each side to indicate that contra effect of this
transaction is recorded on the opposite side. Such entries are called
'Contra entries'.
5)
If a cheque is drawn for personal use, it has to be entered in the Bank
Column on the credit side as 'By Drawings Account'. In such a case, no
contra entry is involved.
6)
If there are bank charges debited by the Bank to the business concern
then it has to be entered in the Bank Column of the Cash Book on the
credit side as 'Bank Charges'.
7)
If interest or dividend on securities is collected by the Bank as per our
standing instructions, then it has to be entered in the Bank column on
the debit side as 'To Interest / Dividends on Securities'.
8)
if a cheque received from a customer and deposited in the bank is
dishonoured, then the entry passed for receipt of cheque has to be
cancelled by reversing it i.e. it should be entered on the credit side of
Cash Book in the Bank Column as 'By Concerned Party Account' (name
of the customer) Similarly if a cheque issued to creditor is dishonoured
then the entry passed for the issue of cheque has to be cancelled by
reversing it, i.e. it should be written on the Debit side in Bank column as
'To Concerned Party Account' (Name of the creditor)
9) Balancing : The discount columns are totalled but not balanced. The
cash columns are balanced exactly in the same manner as indicated for
simple cash book. The process is similar for balancing the bank columns
also. It is possible that the bank may allow the firm to withdraw more
than the amount deposited i.e. to have an overdraft.
In such a case the total of the bank column on the credit side will be bigger
than the one on the debit side. The difference is written on the debit side as 'To
Balance c/d'. Then the totals are written on the two sides opposite one another.
For the next period the balance is entered on the credit side as 'By Balance
b/d'.
Posting from the three column cash book
The double entry of the transactions entered in the cash book is completed
by making postings into the ledger. As already explained from debit side the
postings are made to the credit of the accounts affected as 'By Cash’ or 'By
Bank' as the case may be. From the credit side the entries are posted to the
debit of the accounts concerned as 'To cash' or 'To Bank' as the case may be.
Posting of discount allowed and discount received is same as in two column
Cash Book.

The ruling of three column Cash Book will be as follows.
Date Particulars

L. Dis Cash
L. Dis
Bank Date Particulars F. count
Cash
F. count
?

Bank
?

Cash Book

“"tom *" following particulars in the books of Dinesh Singh Prepare three
column Cash Book.
2013
Nov. 1
Cash in hand
Cash in Bank
2
Cash received from Bala Prasad
Discount given
4
Salaries paid for October
4
Cash Sales
5
Paid to Veerabhadram through cheque
Discount received
17
Cheque received from Raghu Ram (sent to bank)
Discount given
19
Withdrawn from bank for personal expenses
21
Deposited in the bank
(Solution on page No.9)

?
750
9.700
1,872
28
1,500
4.700
475
25
391
9
2,300
862

IUUMake°onut three column Cash Book of Sri Kishore Karwankar from the
following particulars.
?
2013
1,000
Cash in hand
Jan. 1
20,000
Cash in Bank
600
Purchased goods for cash
2
2,000
Sold goods for cash
4
Received cash from Birajdar (Discount allowed 25)I 875
10
fssued cheque toMohan^(Discount received ? 20), 480
12
1,000
Cash deposited in bank
14
Received
cheque
from
Prabhakar
(in
full
settlement
16
950
of a debt of? 1,000)
500
Bank collects interest on securities
20
1,000
Received
cheque
from
Kulkami,
deposited
in
bank
22
Bank returns cheque of Kulkami as dishonoured
27
50
Bank charges as per Pass Book
30
500
Amount withdrawn from bank for Office use
31
1,000
Amount withdrawn from bank for personal use
31
(Solution on page No.10)
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Solution :"tVor Illustration : 2)
CASH BOOK
(with Discount, Cash and Bank Columns)

Dr.
Particulars

Date

Discount

Cash

Particulars

Date

Bank

Cr.
L.
Discount
F.

Cash

Bank

2015

2015
750

To Balance b/d

Nov.

Bala Prasad

2

28

9,700 Nov. 4

1,500

By Salaries
(salaries paid)

1,872
"

(cash received,

5

11

Veerabhadram A/c

475

25

(cheque issued,

discount allowed)

discount received)
"

"

4,700

Sales A/c

19

(amount withdrawn)

(Cash Sales)

17

"

Raghu Ram A/c

from bank for

391

9

personal use)

(cheque received
"

discount allowedO
21

"

862

Cash A/c

(cash deposited

in bank)
"

in bank)

37
1

To Balance b/d

862

Bank A/c

21

(cash deposited

Dec.

2,300

Drawings A/c

7,322

10,953

4,960

8,178

30

It

Balance c/d
25

4,960

8,178

7,322

10,953
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H

Solution :

(For Illustration : 3)

CASH BOOK
twifh Discount Cash and Bank Columns)---------------

Dr.
Date

'F

Particulars

Discount Cash

To Balance b/d
"
Sales A/c
(goods sold for cash)
"
BirajdarA/c
" 10
(cash received,
discount allowed)
" Cash A/c
" 14
(cash deposited,
in bank)
" Prabhakar A/c
" 16
(cheque received,
discount allowed)
"
Interest on
" 20
Securities A/c
(interest on
securities collec
ted by bank)
"
Kulkami
" 22
(cheque received
deposited in bank)
" Bank A/c
" 31
(cash withdrawn from
bank for office used)

25

50

12

1,000

"

14

950

"

27

500

"
"

30
31

"
"

31
31

l,00C

c

By Purchases A/c
(goods purchased
for cash)
"
Mohan Rao
(cheque issued
discount received)
"
Bank A/c
(cash deposited
in bank)
"
Kulkami
(cheque received,
dishonoured)
"
Bank charges
"
Cash A/c
(amt whithdrawn from
bank for office use)
"
Drawing A/c
"
Balance c/d

k1discount

Cash

Bank

600

480

20

1,000

c

p
1,000

50
500

c

2,775

1,000
20,420

4,375

23,450

500

-

/Ml

"

875

c

75
To Balance b/d

Particulars

Date

2013
T.
1,000 20,000 Jan. 2
2,000

2013
Jan. 1
"
4

Feb.

Bank

~ »
17 r

4,375 23,45 J
| 2,775 20,42 0

20

.----------------------- ---------------

o

Da
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Petty Cash Book
In a business house a number of small payments, such as for stationery,
telegrams, taxi fare, cartage etc. have to be made. If all these payments are
recorded in the cash book, it will become bulky and unwieldy. Also the main
cashier will be overburdened with work. Therefore it is usual for firms to
appoint a person as Petty Cashier to make small payments.
Petty cashier will record the petty payments in a book called 'Petty Cash
Book'. The petty cash book is maintained just like the cash book. Money
received from Head cashier is recorded on debit side and payments are recorded
on credit side. Generally petty cash book is maintained on Imprest System.
Imprest System:
Under this system management estimates the expenditure roughly for a
period of week or month. Head cashier will give the petty cashier the estimated
amount to start with. Petty cashier makes payments and records the transactions
is the petty cash book. At the end of the period the petty cashier balances his
book. Then the chief cashier pays him the amount which he spent, so that
original amount of petty cash with which he started is restored.
Imprest System is very useful specially if an Analytical petty cash book is
used. Under this method a separate column is provided to record each head of
petty expense along with a total column. Every payment is entered in the
concerned head of petty expenses and in total column. All the payments made
are analysed in the column of petty cash book itself, under the different heads
of expenses. Hence it is called Analytical petty Cash Book. By going through
this book one can easily know the total expenditure and the expense under
each head.
Analytical Petty Cash Book
Analysis of Payments
Re
Date Particulars
ceipts

Vou
cher
No.

Total

Con
vey
ance

Post
Cart Statio age & Sun
nery
age
Tele dries
grams
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Illustration : 4

Enter the following transactions in an Analytical Petty Cash Book

(kept under imprest system)

April 1
4
8
10
15

300.00
15.00
36.00
12.00

Received from head cashier
Bought Postage & Stamps
Paid for Stationery
Paid for Cartage
Paid for taxi hire

22.50
33.00
9.00
18.00
24.00

Paid office expenses
Bought postage stamps
Paid 'X' against his account
Sent telegram to Bombay
(Solution on Page C-13)
Purchases Book
This is also called Purchases Day Book, Purchases Journal, Bought Book,
Bought Day Book or Invoice Book. It is used for recording only credit purchase
of goods or merchandise in which the merchant deals. Cash purchases of
goods are to be recorded in the Cash Book and not in the Purchases Book.
Credit purchase of things other than goods, like Furniture, Machinery etc are
not recorded in Purchases Book, but in Journal Proper. Entries in the Purchases
Book are made from Invoices. Invoice is a business document or statement
giving the details of goods purchased as to their quantity, quality, price, total
value etc. The invoice is a source of Prime Entry for both buyer and seller.
22
25
28
30

Ruling of Purchases Book is as follows:
Purchases Book
L.F.
Inward
Particulars
Date
Inv.No.

Details

Amount

------ - --Date column: The date of credit purchases is entered in the date column.
Particulars column: This column is meant for recording the names of the
suppliers
goods. Number column is meant for recording the serial number
InwardofInvoice
of each inward invoice. It is written to facilitate reference to the inward invoice.
Ledger folio column is meant for recording the page number of the ledger
where the account of the supplier is opened, if more than one item is purchased
and trade discount is given, then it is entered in the Details column. In the
amount column the net amount' of the invoice is entered. Purchases books is

Cash
received

Particulars

Date

2015

300.00

Cash

Apr.

1

To

H

4

By Postage &

It

8

ft

Stationery

!!

10

It

Cartage

!!

15

It

Travelling

1!

22

ft

Office expenses
Postage & Stamps

Stamps

(Taxi hire)

25

ft

If

28

II

X Account

I!

30

II

Postage & Telegrams

ft

30
II

Balance c/d

To

Balance b/d

II

Cash

!!

300.00
130.50

May

169.50

ft

1

Analytical Petty Cash Book

Vou
cher
No.

Analysis of Payments
Postage
Total
Station
Payment Telegram
ery

15.00

Cartage

Trave
lling

15.00

36.00

36.00

12.00

12.00

22.50

22.50

33.00

33.00
9.00

Ledger
Office
expenses Account

9.00
18.00

18.00

24.00

24.00

169.50

48.00

130.50

300.00

36.00

12.00

22.50

33.00

18.00
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closed periodically, a. the end of the period Purchases Book is totalled and

Credit suppliers account with the amount of purchases maae

'By Purchases A/c'
"'"SX following transactions tn the Purchases Book of M/s Arun
Electronics Ltd., for April 2015 and also canyout.the> postmgs.
Purchased on credit from Vijay Electronics
8
Apr.
5 Hatari TV Sets @ ? 2,500.
3 EC TV Sets @ ? 2,800
Trade Discount 10%.
Purchased on credit from Buy well Traders.
15
Apr.
5 Philips transistors @ ? 400
8 Bush Radios @ 500
Trade Discount 15%
.
Purchased on cash from Deccan Electricals
Apr. 22
10 Table Lamps @? 30
Purchased on credit from Mohan Traders
Apr. 30
5 Steel chairs @ ? 50
2 Office tables @ 1150

Solution:

Purchases Book

Apr.8

L.F.

Particulars

Date
701 S

Vijay Electronics.
5 Hatari TV Sets @ ? 2,500
3 Ec TV Sets @ ? 2,800
I ess trade Discount 10%

Apr. 15

Buy well Traders.
5 Philips Transistors @ ? 400
8 Bush Radios @ 500
Less Trade Discount 15%
Tntal

Date

----

Particulars

Details

-----------Amount

12,500
8,400
20,900
2,090

18,810

2,000
4.000
6,000
900

5,100

_____________ ___________

LEDGER
Vijay Electronics
Particulars L.F.
L.F. Amount Date
2015
April By Purchases
A/c
l8

23,910

Amount
T

.is, am
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Buywell Traders
2015
Apr. By Purchases
15
A/c
Purchases Account
2015
Apr. To Sundries
(as per Purchases
30
Book)

5,100

23,910

Purchases Returns Book
If the goods received are defective or damaged or not upto the sample
shown, the trader will return such goods to the supplier. These returns are
called purchase returns; such returns to the supplier are entered in a separate
book called Purchases Returns Book or Returns Outwards Book.
The book is ruled like Purchase Book and details are entered in the same
way.
Like the Purchase Book the Returns Outward Book is closed or totalled
periodically and the entries there in are posted to the ledger as under.
a) Debit Suppliers Account to whom goods are returned as 'To Returns
outward account' with individual amount.
b) Credit Purchases Returns Account with the periodical total as 'By
Sundries'.
While returning goods it must be noted that any trade discount allowed in
the original transaction must be taken into consideration and only net value
of-goods returned must be recorded.
Debit Note: A 'Debit Note' is a document, bill or statement sent to the person
to whom goods are returned or from whom an allowance is claimed.
This statement informs him that his account is debited to the extent of the
value of goods returned or allowance claimed. It contains the description and
details of goods returned, name of the party to whom goods are returned and
net value of the goods so returned with reason for return or allowance claimed.

Sales Book
Sales Book or Sales Journal records only credit sale of goods in which the
businessman deals. Cash sale of goods and sales of property and assets whether
for cash or on credit are not recorded in the Sales Day Book. The ruling and
procedure for entering the transactions is similar to that of Purchases Book. In
the particulars column the name of the credit purchaser is entered and in the
amount dolumn only net amount of the invoice price (Invoice price less trade
discount) should be recorded.
Sales Book is closed periodically and entries there from are posted to the
ledger as under.
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1)

2)

Debit Customer's Account with the individual amount against his name,
as "To Sales account".
Credit Sales account with periodical total as 'By Sundries as per Sales

Book'.
Illustration : 6
From the following particulars write up Sales Book of Anand Furniture

Works.
2013
Jan. 5

Jan.18

Jan. 22

Sold on credit to Misra & Co.
10 Tables @ ? 75
50 Chairs @ ? 30
Sold to Tiwari & Bros on credit
5 Almirahs @ ? 1000
50 Chairs @ ? 30
5 Tables @ ? 70
Sold to Satyanarayan & Co for cash
25 tables @ ? 70
30 Chairs @ ? 28
Anand Furniture Works allow trade discount of 10%

A

Date
2013
Jan 5

Jan 18

Particulars
Misra & Co.,
10 Table @ ? 75
50 Chairs @ ? 30

Less Trade Discount 10%
Tiwari Bros.
5 Almirahs @ ? 1,000
50 Chairs @ ? 30
5 Tables @ ? 70
Less Trade Discount 10%

Total

L.F.

Details
?

Amount

750
1,500
2,250
225

2,025

5,000
1,500
350
6,850
685

6,165
8,190

Sales Returns Book
Whenever goods sold on credit are returned by customers, they are recorded
in Sales Returns Book or Returns Inwards Book.
This Book is ruled just like the other day book and details are also entered

in the same way.
In the particulars column the name of the customer who is returning the
goods is entered and in amount column only net amount is entered like other
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day books, this book is also closed periodically and entries are posted to the
ledger as under:
1) Debit Returns Inwards Account with the periodical total as "To Sundries".
2) Credit Customers Account with the individual amount as "By Returns
Inwards Account".
Credit Note: When the seller receives back goods from the purchaser
along with a 'Debit Note' the seller has to acknowledge the same by sending a
'Credit Note' confirming the acceptance of the debit note. In other words it is
a statement sent by the seller to the purchaser after the receipt of goods returned
by purchaser. We call it a Credit Note because the Customer's account is
credited with the amount written therein.

Specimens of Debit Note & Credit Note
Debit Note
Ray & Company
(Amrutha Apartments, Kachiguda, Hyderabad)
(Name & address of the purchaser)
(Phone No. 27564102)
Debit Note No.335
Date : 15th January 2015
Ref: Your Invoice No.418
To
Dilip & Company
101, Shiva Towers, Ashok Nagar, Hyderabad.
Ph:276382563
Return of 10 Packets of lOOgms Red Lable Tea
Received in Damaged Condition
@ ? 50 per Packet
500
Less Trade Discount 10%
50
(? Four Hundered and Fifty only)
450
E&O.E
For Raj & Company
Manager

i

ed

ed

the
her

Credit Note
Dilip & Company
101 Shiva Towers Ashok Nagar, Hyderabad
Phone No. 27638263

(Name and Address of Supplier)
Date: 17th Jan 2015
Credit Note No. 437
Ref: rour Debit Note No. 335
Return of 10 Packets of 100 gms Red Lable Tea
Received in Damaged Condition
@ ? 50 per Packet
500
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Less Trade Discount @10%
(? Four hundred and Fifty only)

so
450

E&O.E___________________________________________________
For Dilip & Company
Manager

Bills Receivable Book
Bills are of two types. Bills Receivable and Bills payable. These arise in
settlement of accounts between creditors and debtors. A bill is an order given
by a creditor to his debtor to pay a certain sum of money to or to the order of
a specified person on a specified date.
Bills drawn by the trader and duly accepted by his debtors are called Bills
Receivable. These are entered in a separate book called 'Bills Receivable

Book'.

Bills Payable Book
This book is maintained to record all transactions relating to Bills payable
i.e. bills drawn by the creditors and accepted by the trader in settlement of

accounts.
As and when a bill is accepted by the trader, all the particulars of the bill
are entered in the bills payable book.
The periodical total of this book is credited to Bills payable account in the
ledger and the amount of each bill is debited to the individual account of the

person who drew the bill.

Journal Proper
Journal Proper is used for recording only those transactions which cannot be
recorded in any other subsidiary book. It is generally used for recording the
following types of transactions.
(1) Opening entries (2) Rectifying entries (3) Transfer entries

(4) Adjustment entries (5) Closing entries etc.
Illustration : 7
Enter the following Transactions in Subsidiary Books, Post them in Ledger

and Prepare Trial Balance
2015
Rajesh Commenced business with Cash
Jan 1
II
Cash deposited in Bank
3
It
Purchased goods for cash
8
II
Sold goods for cash
10
II
Purchased goods from Gopal
12
II
Sold goods to Krishna
16
II
Received cash from Krishna
18
It
Krishna returned goods
19
II
Cash Paid to Gopal
21

50,000
40,000
7,000
8,000
12,000
10,000
6,000
2,000
9,000
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22
25
27
28
30
Solution

Goods returned to Gopal
Purchased Furniture from Dayal co.
Purchased, Machinery, Payment made by cheque
Received Commission
Paid rent through cheque

1,500
12,000
25,000
1,000
2,000

Cash Book
Date

Particulars

2015

Jan 1

Cash

Bank Date

?
To Capital A/c

50,000

"

3

"

Cash (c)

"

10

"

Sales A/c

8000

Particulars

Jan 3

By Bank (c)

40,000

"

Purchases A/c

7,000

" 21

"

Gopal A/c

9,000

"

18

"

Krishna A/c

6000

" 27

"

MachinaryA/c

28

"

Commission

1000

" 30

"

Rent

"

Balance c/d

To Balaceb/d

Bank

40,000 Jan 8

"

Feb 1

Cash

2015

65,000

40,000

9,000

13,000

25,000

2,000

9,000 13,000

65,000 40,000

Purchases Book

Date
2015
Jan 12
Jan 31

Particulars

L.F Details

Gopal
Purchases Account Dr.

Amount
12,000
12,000

Sales Book
Date
2015
Jan 16
Jan 31

Particulars

L.F Details

Krishna
Sales Account Cr.

Amount
10,000
10,000

Purchases Returns Book

Date
2015
Jan 22
Jan 31

Particulars

L.F Details

Gopal
Purchases Returns Account Cr.

Amount
1500
1500

Sales Returns Book

Date
-------2015
Jan 19
Jan 31

Particulars

Krishna
Sales Returns Account Dr.

L.F Details

Amount
2000
2000
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Journal

Paticulars

Date

DrJ

Particulars

Date
2015

To Balance c/d

Jan 1

To

Feb 1
Gopal Account

Date
2015

Particulars

Amount (Date
2015

Bv Balanceb/d
Particulars

Particular

Jan 16

To Sales A/c

Feb 1
Date
2015

Amount

To Balance b/d

10,000

Date
2015
Jan 18
Jan 19
Jan 31

By Balance b/d
Particulars

By Cash A/c
Sales Returns A/c
Balance c/d

Particulars

To Balance b\d

Jan 31

12,000

1,500
2015

Amount

6,000
2,000
2,000

Woo

2,000
Particulars

To Cash A\c
Jan 8
Jan 13 " Sundries as per
Purchases Book
Feb 1

Amount

Feb 1

Feb 1

Date
2015

50,000

By Purchases A/c

9000
1500
1500

Jan 21 To Cash
Jan 22 " Purchases Returns
Balance c/d
Jan 31

Amount

By Cash A/c

Jan 1

To

12000

Particulars

Date
2015

Amount

Jan 31

12000

Furniture A/c
To Dayal Co
(Being Furniture
Purchased from DayalCoJ
Ledger accounts
Capital Account

Jan 25

2015

Webit3 Credit
lM
___ 1

Amount
7000

12,000
19,000

Date
2015
Jan 31

pBy Balance c/d

T Amount
______ £
19,000

rWooo

Jan 25

Feb 1
2015
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Sales Account

2015

Jan 31

2015
To Balance c/d

18,000

By Cash A/c
8,000
" Sundries as per
Sales Book
10,000
18,000
18,000
Purchases Returns Account

2015
Jan 31

Jan 10
Jan 31

2015

To Balance c/d

1500

Jan 31

By Sundries as per
Purchases
Returns Book

1,500

1,500
1,500

Sales Returns Account
2015

Jan 31

Feb 1

2015

To Sundries as
per Sales
Returns Book
To Balance b/d

2,000

Jan 31

By Balance c/d

2000
2000

2,000

2,000

Furniture Account
2015

2015

Jan 25

To Dayal Co.

Feb 1

To Balance B/d

12,000
12,000
12,000

Jan 31

By Balance c/d

12,000
12,000

By Balance c/d

25,000
25,000

Jan 25

By Furniture A/c

Feb 1

By Balance b/d

12,000
12,000
12,000

Machinery Account
2015

2015

Jan 27

To Bank

Feb 1

To Balance b/d

25,000
25,000
25,000

Jan 31

Dayal Co. Account
2015
Jan 3f To Balance c/d

T
12,000
12,000

2015
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2015

Jan 31

2015
Jan 30
Feb 1

To Balance c/d

1,000

To Bank

To Balance b/d
Trial

Debit Balances______

Cash Account
Bank Account
Machinery Account
Furniture Account
Sales Returns A/c
Krishna Account
Rent Account
Purchases Account

1.

2.

Commission Account
2015
1,000 Jan 28 By Cash A/c
Feb 1
Rent Account
2015
2,000 Jan 31
2,000
2,000

By Balance b/d

By Balance c/d

1,000
1,000
1,000

2,000
2,000

___ ----------- ----- 1----------

St

Credit Balances

9,000 Capital Account
13,000 Sales Account
25,000 Purchases Returns A/c
12,000 Gopal
2,000 Commission
2,000 Dayal Co.
2,000
19,000
84,000
SHORT-ANSWER QLES1 turss

__ £
50,000
18,000
1,500
1,500
1,000
12,000

84,000

Prepare the Purchases Book of M/s Fancy Dress Mart.
June2 Purchased from Gupta of Guntur
100 T Shirts at ? 80 per Shirt
Sold
to Burman of Bombay
4
50 T Shirts at ? 120 per Shirt
Purchased from Vijay of Vijayawada
6
10 Bush shirts at ? 90 each
Bought from Bombay Furniture Mart. Bandar
8
10 Chairs at ? 80 each
„
(B.Com., Osm. Total of Purchases Book <8,900)
Enter the following transactions in the Purchases Book of Premdas and

also show the Purchases Account.
2013
Purchased from Mohan on credit four reams of white paper at
Jan.l
? 65 per ream.
Purchased from Gopi 4 dozen ink bottles at ? 48 per dozen.
2
Purchased from Rao two dozen writing Pads at ? 96 per dozen.
3
Returned two defective pads to Rao.
4
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Purchased from Kishore 3 dozen ball pens at ? 15 per dozen.
(B.Com., Kakatiya Total of Purchases Book ?689)
3. Enter the following transactions in the purchases book of Vijay
Electronics, Nallakunta, Hyderabad.
2013
Jan.5
Purchased 5 sets of Dyanora 555 Model from Dyanora Ltd.
@ 14,000. Trade Discount 15%
9
Purchased on credit from bajaj & Co.
Electric Irons 20 @ ? 60
Table Lamps 6 @ ? 35
18
Purchased on cash from Sumeet Ltd.
Electric Irons 10 @ ? 55
29
Purchased on credit from Chandrika Furnishers.
Show Case 1 @ ? 1,500
Office Table 1 @ ? 800
Office Chairs 6 @ ? 50
(Total of Purchases Book ? 18,410)
Hint: Transactions of 18th and 29th January will not be entered in Purchases
Book.
4. Enter the following transactions of Jindal & Co. in the sales book and
show the posting to sales account.
2013
April4 Sold to Goyal & Co. 20 Polyster Sarees @ ? 75
9 Sold for cash to Garg & Co. 20 Kota Saress @ ? 30.
16 Sold on credit to Mittal & Co. 5 Art Silk Sarees @ ? 195
30 Sold to Mohan old furniture for ? 1,000 on credit.
(B.Com., Osm) (Total ofSales Book ?2,475)
5. Prepare sales and sales returns books from the following transactions :
2013
Dec. 1
Sold goods to Manohar ? 4,500
3
Goods sold to Hari Rao ? 5,200
8
Goods returned by Manohar ? 150
12
Sold goods to Mukund for cash ? 1,800
18
Hari Rao returned goods ? 200
19
Sale of old Newspapers ? 250
20
Lakshmi purchased goods from us ? 2,400 (trade discount
2 percent)
22
Goods sold to Hareesh ? 1,250
26
Goods returned by Lakshmi ? 100
28
Sold goods to Nandana ? 1,800
30
Furniture sold for cash ? 1,200
5
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6.

7.

8.

9.

Prepare sales book and relevant ledger accounts from the following
transactions:
2013
Oct 2
Goods sold to Birla & Co. ? 12,000
3
Kamalesh & Co. purchased goods from us ? 4,000
8
Goods sold to Mallik & Co. ? 4,800
12
Birla & Co. purchased goods from us ? 6,300
18
Cash received from Birla & Co. ? 15,000
22
Goods sold to Little Bros ? 3,200
28
Cheque received from Mallik & Co. ? 3,500
30
Goods sold to Gowri Pathi & Co. ? 3,900
From the following particulars write up Sales Book of Sri Sarma, a dealer
in Furniture_
»
2013
June6 Sold on credit to Krishna Murthy
10 tables @ ? 60
40 chairs @ ? 20
16
Sold to Laxmi Enterprises.
5 Almirahs @ ? 1,200
20 Chairs @ ? 30
2 Dining Tables @ ? 600
Sri Sarma offers Trade Discount at the following rates.
Sales upto ? 2,000 - 5%
Sale beyond ? 2,000 - 10%
Maintain the Cash Book of Harish who deposits all receipts into the
Bank and makes all payments through cheques:
2013
Jan. 1
Started Business by opening bank Account with t 1 Lakh.
2
Purchased furniture ? 12,000 cheque No. 001
3
Bought goods from Kareem ? 3,000 on credit
5
Sold goods for cash ? 5,000 to Aswin.
6
Paid Kareem ? 2,975 in full settlement, cheque No. 002
7
Abdullah sent an advance of ? 5,000 for goods to be supplied
next week.
(B.Com., Osm. Bank Balance ?95,025)
Write out an analytical Petty Cash Book from the following transactions.
2013
Aug. 1 Issued a cheque of ? 100 to Petty Cashier.
2
Paid electricity charges ? 3.25
4
Paid Telephone charges ? 2.50
8
Paid for Printing ? 3.75

>g

lealer

? the

1.

slied
025)
ions.
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15
20

Paid for stationery ? 6
Purchased post cards ? 3

(B.Com., Osm. Balance ?81.50)
10. The Petty Cashier who maintains an imprest of? 500 submitted on 31st
March 2013 the list of expenses as follows :
Travelling Expenses ? 52; Carriage ? 25
Postage ? 78; Stationery ? 87
Show the entries to be made by the Main Cashier.
(B.Com., Osm. Balance ?258)
11. Mention whether the following statements are right or wrong with
explanation.
Purchases book makes a record of all purchases.
a)
b) Trade discount is not recorded in the books.
Sales book makes a record of all sales.
c)
d) Cash book is kept for recording the cash transactions.
(B.Com. Osm.)
PROBLEMS
1. Enter the following transactions of A^hishek in Single column Cash
Book.
2013
?
Jan. 1 Commenced business with
25,000
2 Paid into bank
20,000
4 Purchased goods for cash
1,200
6 Sold goods for cash
2,000
7 Paid for Stationery
75
9 Received from Shashikanth
1,125
13 Paid to Gopal
525
15 Purchased Office Furniture
625
17 Paid for Advertisement
4.00
21 Received Cash from Prasad Rao
1,500
23 Purchased goods from Malhotra for cash
900
27 Cash withdrawn for personal use
350
29 Paid Salary to Office Staff
450
30 Received Cash from Sandeep
2,200
31 Paid rent to landlord
300
(Ans. Cash Balance f 7,000)
2. Enter the following transaction in Single Column Cash Book of Ram
and show the Ledger posting.
f2013
Jan 1 Ram had a cash of ? 5,000 in hand.
5 Cash purchases ? 2,000
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Wages paid ? 500
Cash withdrawn from bank for offie use ? 3,000
Cash sales ? 2,500
Furniture purchased ? 4,000
Drawings by Ram in cash ? 400
Interest paid to Neeraj ? 100
Paid to Manoj ? 200 towards the rent of January
Cash in excess of t 500 paid into bank.
(Ans: Cash deposited in Bank ?2,800)
Enter the following transactions in Cash Book with cash and discount
columns and balance the same.
2013
5,200
Junel Balance of cash in hand
2,200
3 Received cash from Mohan
1,300
5 Paid Cash to Sohan
290
8 Paid to Ramgopal (discount received ? 10)
500
9 Purchased goods from Ashok for cash
300
10 Paid Mukesh
980
11 Received from Gupta (discount allowed ? 20)
500
15 Cash Sales
725
21 Paid to Mohanlal Tiwari (Discount ? 25)
150
23 Paid Wages
250
28 Received Commission from Uday
380
39 Paid to Naresh (Discount ? 20)
200
30 Received interest
(Ans. Cash Balance ?5,685)
4. Enter the following transaction in three column cash book and balance
the same as on 15-12-2013.
2013
Dec 1 Cash in hand ? 1,800
1 Cash at bank ? 13,000
2 Paid into bank ? 5p0
,
6 Bought goods for cheque ? 1,300
7 Purchased furniture for cash 1400
9 Received cash from Shyam ? 790
Discount allowed ? 10
12 Drew from bank for office use ? 400
$
13 Received from Prakash cheque ? 600
Discount allowed ? 20
15 Cheque of Prakash returned by the bank on dishonour.
(Ans: Cash in Hand ?2,090; Cash at Bank ? 11,800)

8
12
15
20
25
28
31
31

6.
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5.

6.

(

Enter the following transactions in a three column cash book
2015
?
Junel Cash in hand
730
Balance at bank
9,200
3 Received cheque from Indra with
discount ? 32
868
5 Paid for advertising by cheque
300
6 Cash sales
500
8 Paid salaries
650
9 Amount withdraw from bank for office use
800
12 Drawn cash for personal use
400
14 Issued cheue in favour J.K. Rao discount
received ? 50
790
18 Received cheque from Dinesh and discount
allowed ? 26
986
20 Sale of machinery, received cheque
4,000
22 Bank returns cheque of Dinesh dishonoured
24 New machinery purchased issuedcheque
20,000
30 Bank charges as per pass book
20
(Ans. Cash in hand ? 980, Bank Overdraft ? 7842)
Enter the following transactions in a Three - Column Cash Book.
2015
?
Jan. 1 Cash in hand
410
1 Balance at Bank
8,920
2 Cash Sales
4,500
3 Paid into Bank
4,000
5 Purchased stationery
100
8 Paid Mahesh by cheque
280
discount received
20
12 Gave a cheque for cash purchases
1,500
15 Drew for personal use
500
18 Received from Suresh, a cheque for
1,970
in full settlement of account for
2,000
20 Drew from Bank
1,000
21 Paid Wages
100
25 Bank returns cheque of Suresh dishonoured
31 Bank charges as per Pass Book
10
(Ans. Closing Cash Balance ? 1,710; Bank Balance ? 9,630)
Enter the following transactions in the three column cash book of Sunil
and balance the same as on 31.12.2013
2013
?
Jan. 1 Cash in hand
5,400
Cash at bank
1,475

850
Issued cheque to Sekhar
150
discount received
1,150
3 Paid salaries
5 Cash received from sale of investments
? 4,900 out of which ? 1,250 was deposited into bank
6 Received from Vikram a cheque of? 775 in
950
settlement of his account for
50
9 Received from Naidu ? 1,150 discount allowed
175
10 Withdrew for personal use by cheque
10
11 Bank charges as per pass book
140
14 Interest received from Manohar
7,000
16 Goods sold
360
18 Bank collected dividends on shares
2,400
Purchased from Wahed for cash
400
20 Paid rent
(B.Com., Kakatiya) (Ans. Closing Cash in hand f13,390; Cash at Bank ?2,825)
8. Enter the following transactions in a Cash Book.
2013
Jan. 1 Cash in hand ? 5,375, Balance at bank ? 15,490
3 Cash Sales ? 6,400
5
Paid into bank ? 7,000
6
Received a cheque for ? 700 from Satyam
8 Paid into bank Satyam's cheque
10 Paidto Anuragbycheque?980anddiscountallowedbyhim?20
12 Cash purchases ? 2,500
14
Withdrew from bank for office use ? 5,000
15 Received cheque for ? 950 from Lakshman and allowed him
discount ? 50
18 Cash Sales ? >7,500
19 Paid into bank Lakshman's cheque and Cash ? 4,000.
21 Cash paid for Stationery ? 120
23 Paid Commission to Rakesh ? 500
25 Received cheque for ? 1,000 from Mohan and Paid the same
into Bank.
27 Lakshman's cheque dishonoured.
29 Drew a cheque for ?800 for personal use.
31 Paid Salaries by cheque ? 1,500 and by cash ? 500.
31 Bank charges ? 20 and Insurance premium ? 520 as shown in
Pass Book.
(B.Com., Telangana)
(Ans. Closing Cash Balance ?9,655; Bank Balance ?19,370)

2
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Make out the three column Cash Book of M/s Ram and Mohan from the
following particulars.
2013
300
April 1 Cash in hand
450
Bank Overdraft
250
Paid salaries for March
30
2 Purchased goods for cash
80
Cash Sales
3 Issued cheque in favour of krishna & Co. to
260
settle his account for ? 270
235
4 Received Cash from Dhawan (discount allowed ? 15)
5 Received cheque from Ali Bros, (in full settlement
190
of their debt of ? 200)
200
5 Cash sent to bank
5 Cheque issued in favour of Ravi Bros, for
150
purchase of furniture
6 Cheque of Ali Bros, dishonoured, Bank debits
2
in respect of charges
100
6 Paid rent by cheque
150
6 Bank collects interest on securities
(Ans. Cash in hand f115; Bank Overdraft f 612)
10. Anand owed T 2,800 to the Bank and had cash ? 460 on hand on 2013
April 2
He drew cash for office use ? 1,600; and paid wages ? 1,000.
7 He sold goods for ? 400 and bought goods for ? 300
9 He received cheque for ? 1,350, in full settlement for ? 1,400
from Ajit. Deposited the same in Bank.
11 He paid Ramvilas by cheque ? 890, in full settlement for
? 900,
15 He received T 215 for sale of old news papers.
17 He bought one bicycle by cheque for ? 1,150; he also paid
municipal taxes 200 in cash
18 He received Ajit's cheque dishonoured from Bank. Bank
charged ? 10 towards the same.
20 He received from Ajit a fresh cheque for the total amount.
(Including bank charges)
21
He deposited Ajit's Cheque into Bank
Prepare his Three Columnar Cash Book.
£
(Ans. Closing Cash in hand f 1,175; Bank overdraft f5,040)
11. Mr. Rokadiya maintains cash book with bank columns. Enter the
following transactions of 21 May 2013 in the Cash Book and balance
the same:

9.
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Balance at the beginning of the day:

i)

150
25,000
3,000

Cash
State Bank of India
of India
(overof?
draft)
ii) Bank
Received
a cheque
’ 5,350 from Merwan bros, in full settlement
of invoice for ? 5,500. The cheque was deposited in Bank of India,

iii)
iv)
v)

who
? 3? as
collection
charges.
Cashcharged
purchases
10,000,
Paid bearer
cheque on State Bank of India.
Transferred ? 5,000 from State Bank of India to Bank of India.
Withdrew ? 5,000 from State Bank of India ? 3,000 for office use

2,000 for
personal
use. ? 1,000 by bearer cheque on Bank
vi) and
Paid ?advance
salary
to manager

of India.(B.Com. Satvahana) (Ans. Closing Cash Balance f3,150;
Balance at State Bank ofIndia f5,000; Bank of India f6,347)
Cash Book with Bank and Discount columns from the following
; assume that all receips are deposited in bank and all
12. Prepare a
transactions;
payments are made by cheques.
25,000
2013
Opened Bank Account with
800
Jan. 1
Made
Cash
Purchases
600
3
Sold
goods
for
cash
875
5
Received cheque from Amamath
25
7
allowed him discount
485
Paid Chanduiala on account
15
9
and was allowed discount
800
Purchased furniture for Cash
100
10
Drew Cheque for petty cash
750
12
Received interest on investments
480
14
Paid Dharam Veer in full settlement
20
16
and was allowed discount
350
Paid for advertisement
990
19
Received from Allauddin
20
22
allowed him discount
1,200
420
Paid salaries
28
Paid rent to Landlord
(Ans.
Bank
Balance
?23,580)
31
13. Write out an analytical Petty Cash Book, maintained on imprest system,
from
2013 the following transactions :

Issued a cheque of Rs. 100 .o the petty cashier

Jan. 1
2

Paid electricity expenses

?
} 2J

.25
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2.50
Paid Trunk call charges
5.00
Paid for refreshments
1.25
Paid for Cartage
3.75
Paid for Printing
4.50
Purchased typing papers and ribbon
6.00
Paid for stationery
5.50
Paid Railway Freight
3.00
Purchased post cards and Inland letters
12.00
Paid for rickshaw charges
20.00
Paid taxi hire to the sales manager
1.50
Tea and tip to peon
15.00
Paid Krishna against his account
(Ans. Cash reimbursed on Feb. 1, ?83.25)
14. Prepare Columnar petty cash book on imprest system from the followign
particulars.
2008
1,000
Received for petty cash payments
June 1
80
Paid for postage
2
50.
Paid for stationery
5
100
Paid for advertisement
8
40
Paid for wages
12
30
Paid for carriage
16
44
Paid for conveyance
20
160
Paid for Travelling expenses
25
100
Paid for postage
27
20
Wages to office cleaner
28
40
Paid for telegrams
30
6
Sent registered notice to landlord
30
(B.Com, Osm) (Ans. Total Payments ?670)

4
5
6
8
10
15
18
20
25
27
28
31

15. Enter the following transactions in suitable subsidiary books of Rajesh
2013
1,600
Bought goods from Kiran
Dec. 1
2,800
Sold goods to Anand
2
3,700
Sold goods to Satish (Trade Discount 4%)
3
4,500
Purchased Machinery from Rama
5
Purchased goods from Shankar (Trade Discount 2%) 9,300
'7
300
Goods returned by Satish
9
250
Goods returned to Kiran
10
6,200
Bhanu purchased goods from us
15
500
Bhanu returned goods
19
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25
26
30
16.

,
Sold goods to Murali
Purchases from Sudheer
Goods returned to Sudheer

2,900
3,800
^00
u^ersUy)

Prepare relevant subsidiary books from the following
2012
Dec 2
6
8
9
12
15
is

22
25
27
30
31

Goods sold to Ramana
Purchased Goods from Raghava
Sold goods to Kishore
Purchased goods for cash from Manohar
Purchased goods from Rekha
Ramna returned goods
Goods purchased from Rajesh (Trade discount 2/.)
Goods sold to Madhava for Cash
Goods returned to Rekha
Purchased furniture from Godrej & Co.
Kishore returned goods
Goods sold to Ramana for Cash

2,800
1,800
3,800
2,300
7.500
150
5,000
1,800
50
4.500
100
500

CHAPTGR-4

BANK RECONCILIATION STATEMENT
A Businessman who opens a Current Account with a bank records his
transactions with the bank either in Bank Account opened in the ledger or in
the Bank Column of the Columnar Cash Book. The Term ‘Cash Book’ used in
this chapter means ‘Bank Account’ in the books of businessman. The deposits
in the Bank are entered on the debit side and payments from Bank are entered
on the credit side.
At the time of opening the Bank Account, the Bank will give him a book
called ‘Pass Book’. The customer is expected to bring the Pass Book
periodically to the Bank and get it up to date. The bank may make entries in
the Pass Book or issue periodically a statement called “Bank Statement”. The
Bank Pass Book or Bank Statement contains a copy of the customer’s bank
account maintained by the Bank in its books. It shows all the transactions of
the customer with the bank during a particular period. Entries in the Pass
Book are made by the Bank staff. The credit side of the Pass Book indicates
the amount deposited in the bank and the debit side shows the amount
withdrawn from the bank.
When the deposit are more than withdrawals it is called Favourable Balance.
In case of Favourable Balance, the Cash Book show debit balance, the pass
book Credit Balance. When withdrawls are more than deposits then there is a
Bank Overdraft. In case of overdraft the Cash Book shows credit balance and
Pass Book debit balance.
The Bank Balance as shown by the Cash Book of a merchant should
generally be the same as shown by the Bank Pass Book on any particular date.
But in actual practice, these two balances may not be same as on a particular
date. A statement known as ‘Bank Reconciliation Statement’ is prepared
periodically for reconciling the balances shown by the two sets of books. Bank
Reconciliation may be defined as ‘Statement prepared to reconcile the
difference between the bank balance shown by the Cash Book and Pass Books.
The Bank Reconciliation Statement is prepared by the customer and not
by the Bank. It is prepared periodically, usually at the end of every month. It
enables the customer to check the accuracy of the entries made in cash book
and pas/book. It helps the customer to keep a track of cheques sent to bank

for collection but not cleared and cheques issued but not presented for payment
for unreasonably long period.
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8.

the overdraft taken by the trader the bank charges interest. In all these
cases the bank debits the customer's account in its books. The trader does
not pass any entry in his books till he receivers the necessary intimation
from the bank. This causes difference.
In case of Favourable Balance the Cash Book balance will be more and
Pass Book balance will be less. In case of Bank Overdraft.The Cash
Book Overdraft will be less and Pass Book Overdraft will be more.
Amount directly deposited by the customers of the trader in his bank
account: Some customers deposit money direct into bank account of the
trader. The bank credits the pass book with the amount of deposit. The
corresponding entry in the Cash Book will be made only after receiving
the pass book. Due to this, the Cash Book and Pass Book balances will
differ.
In case of Favourable Balance, the Cash Book balance will be less and
Pass Book balance will be more. In case of Bank Overdraft the Cash
Book Overdraft will be more and Pass Book Overdraft will be less.
Cheques deposited but not entered in Cash Book : Whenever cheque
are received from customers they are first debited in Cash Book and then
sent to the Bank for collection. But sometimes, due to oversight the same
may be sent to the bank without entering in the Cash Book. The Bank
may collect the cheques and credit the trader’s account. In such a case the
two balances will differ.
In case of Favourable Balance, the Cash Book balance will be less and
Pass Book balance will be more. In case of Bank Overdraft the Cash
Book Overdraft will be more and Pass Book Overdraft will be less.
Cheques debited in Cash Book but omitted to be sent to bank: Cheque
received from customers are entered in Cash Book and immediately sent
to the bank for collection. Sometimes after making the entry in Cash Book,
the trader may forget to send the same to the bank. In such a case the entry
is made in Cash Book, but there can be no entry in Pass Book.
In Case of Favourable Balance the bank balance as per Cash Book will
be more and Pass Book balance will be Less. In case of Bank overdraft
the Cash Book Overdraft will the less and Pass Book Overdraft will be
more.
Errors in Cash Book or Pass Book.
Points to be noted while preparing Bank Reconciliation Statement.
1.
Bank Reconciliation statement is always prepared as on a particular
date. It is never for a month or year.
2. It is a statement and not an account
3. The term ‘Bank Balance’ means favourable balance, unless otherwise
stated. In case of Favourable Balance the Cash Book shows debit
balance and Pass Book credit balance. In case of unfavourable or
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overdraft the Cash Book shows credit balance and Pass Book debit
balance.
In the problems, either the balance as per Cash Book is given and the
balance as per Pass Book is to be ascertained or the balance as per
Pass Book is given and Cash Book balance is to be ascertained. The
balance which is given in the problem is to be taken as starting point.
Additions or deductions are to be made in that balance only to arrive
at the other balance. See the effect of each item on the two balances.
If balance which is given is less and the balance to be arrived at is
more then add, but if the balance which is given is more and the
balance to be arrived at is less, then deduct.
5. When extracts of Cash Book and Pass Book are given in the problem,
then see whether the two books relate to the same period or different
periods. If the books are for different periods then common items
should be considered and if it is for same period then common items
should be ignored.
Treatment of Special Items :
1. Credit side of the Cash Book Column cash short by ? 2,000
Given overdraft as per Cash Book.
Treatment:
In Bank Column of the Cash Book payments are recorded on the credit
side. If the credit side is cast short it means that payments are shown less by
? 2,000, hence overdraft as per cash book will be less by ?2,000. To arrive at
the Pass Book Overdraft ? 2,000 should be added.
2. Receipt side of the cash book was overcast by ? 500
Given : Overdraft as per Pass Book.
Treatment:
When receipt side of bank column of the Cash Book is overcast, deposits
are shown more and as consequence overdraft as per Cash Book will be less
and overdraft as per Pass Book will be more. We are given overdraft as per
Pass Book, to arrive at the balance as per cash book ? 500 should be deductd.
3. A credit balance of ? 2,500 in cash book was brought forward on the
next day as debit balance or ? 2,500
Given overdraft as per Pass Book
Treatment:
In case of favourable balance cash book will show debit balance and in
case of overdraft Cash Book will show credit balance. Credit balance of
? 2,500 is brought forward as debit balance of? 2,500 means that overdraft is
carried forward to the next day as favourable balance. Because of this error,
the Cash Book overdraft will be less by ? 5,000. The overdraft as per Pass
Book is given. To arrive at the overdraft as per Cash Book ? 5,000 should be

4.

deducted.
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A bill receivable for ? 2,000 discounted with bank is dishonoured on
the due date and wrongly credited in Pass Book.
Given Overdraft as per Pass Book.
Treatment:
Bill Receivable discounted and dishonored on the due date should have
been debited in Pass Book. But it has been credited.Hence the Overdraft as
per Pass Book is less by double the amount i.e ? 4,000. It is assumed that the
correct entry is made in cash book. We are given overdraft as per Pass Book
(Which is less by ? 4,000) To arrive at the overdraft as per cash book ? 4,000
should be added.
5. A cheque for ? 2,500 received from Dubey was entered twice in Cash
Book, but the cheque was not collected and credited by bank till the
day of preparation of Reconciliation statement.
Given Overdraft as per Pass Book.
Treatment:
Cheque received from Dubey ? 2,500 was entered twice in cash book hence
overdraft as per Cash Book is reduced by ? 5,000. But the cheque is not
collected and credited in the Pass Book. Hence Overdraft as per Pass Book
will be more by ? 5,000. To arrive at overdraft as per Cash Book ? 5,000
should be deducted.
6. Cheque of ? 3,000 issued to Rajesh was wrongly entered twice on the
debit side of the cash book.
Given Bank Balance as per Cash Book.
Treatment:
Cheque issued should be entered on the credit side of Cash Book. This
will reduce the Cash Book balance. But in this case, it has been debited twice.
Instead of crediting Cash Book with ? 3,000. It has been debited with ? 6,000.
As a result of this Cash Book balance will be more by ? 9,000. We are given
Balance as per Cash Book. To arrive at the balance as per Pass Book ? 9,000
should be deducted.
7. An amount of? 750 paid in cash, towards salary was wrongly posted
to the salary account as ? 1,750
Given Bank Balance as per Pass Book.
Treatment:
Salary Paid in cash ? 750 wrongly debited in salaries Account as ? 1,750
will not have any effect on bank balance both in cash book and pass book.
Hence it is not to be considered while preparing Bank Reconciliation Statement.
8.
cheque of ?1000 credited in Pass Book on 28"'March being
dishonoured is debited again on 1st April. There was no entry in the
cash book for the dishonour until IO"1 April. Reconciliation Statement
is prepared on 31st March.

4.
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account in anticapation otc0"ec“°”a

cred.t is given in Pass Book
Book> then the Bank Balance as per

M\MartoWp” sXToMhe same date. ReeoncH.at.on statemen

^“‘oUe directly deputed in “^tX’^nd”ere is no

passbook will be the same. Hence t

Reconciliation Statment
? 8,000 deposited in Ban^^oured.
10 Two cheques of
»
. Golumn) have be
[and entered in Bank Account IIC-^ B,„kAeco«m. ««•»

The entries for dishonou
No.1 & No.ll
ra«h Book Balance of Bank ac
Seatment:
Q00 deposlted in Bank A-oount Nml have
Cheques of ? 6,000 and ? 8 000 a P
been entered in Bank Aeco-^

1S al made n
in Ba„h Bounce of Acco^

’TS cheque were deposited
deposited ^
in “^deposi, and also for
'xx—:

Xm^Xank Account No. 1 and No.lk
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Illustration : 1
From the following particulars prepare a Bank Reconciliation Statement of
Sri P. Das as at 31st March 2013.

12,500
(a) Balance as per Cash Book
3,000
(b) Cheque issued but presented after 31-3-2013
(c) Cheque deposited during the month but credited in
2,000
April 2013
1,500
(d) Cheque entered in Cash Book but omitted to be sent to Bank
(e) Cheque received and sent to Bank without recording in
1,000
Cash Book
100
(f) Bank charges debited in Pass Book, not entered in Cash Book
350
(g) Bank credited for interest, not entered in Cash Book
(h) Dividend collected by Bank and credited in Pass Book
750
but not debited in Cash Book
400
(i) Bank paid insurance premium, not entered in Cash book
(j) A cheque received from Mr. Khan was dishonoured
900
but not recorded in Cash Book
(k) As per instruction, Bank met a pay order and debited in
300
Pass Book, but not entered in Cash Book
Solution
Bank Reconciliation Statement As at 31st March 2013
Bank Balance as per Cash Book
Add Cheques issued, but not presented for payment
It
Cheques received deposited in bank without
recording in Cash Book
!t
Interest credited in Pass Book but not entered
in Cash Book
I!
Divident collected and credited in Pass Book not
entered in Cash Book

Less Cheque deposited but not credited in Pass Book
It
Cheque entered in Cash Book, but omitted to
sent to Bank
1!
Bank charges debited in Pass Book but not
entered in Cash Book
11
Insurance Premium paid by bank but not
entered in Cash Book
!!
Cheque received dishonoured, not recorded in
Cash book
ft.
Pay order paid by bank, not entered in Cash Book
Bank Balance as per Pass Book

12,500

3,000
1,000
350
750

5,100
17,600

2,000

1,500
100

400
900
300

5,200
12,400
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Illustration : 2
Satish showed an overdraft of
On 31st December, 2013 the Casn boo
Rook.
? 28,000, this did not agree with the balance as shown y
It is ascertained that.
DeCember four cheques of ? 12,000,
He paid into the bank on 26 Decemoe ,
credited
(1) ? 14,000, ? 8,000 and ? 9,000 of these cheque of? 8,000. was

in Januaiy 2014.
for ? w00 Out of theSe
He
issued
on
23
included
in the cheques issued
(2)
,
» mr ? ™ 000 had been presented. Included in me
cheque for < 3 ,
which was returned
73rd December, was a crossed cheque to
,
,„th
on 23 Decemoe
and the conversion was done on 27
for conversion on 24 D
nresentedtill 31st December
December, 2013. The other cheques were not presented
Thebank had debited Satish's account withl500 for interest andcredited

(3)

his account with! 800 for '7'S'’"“XlS «0 was carried
The total of a page on the d^ e o f“X of one page

(4)

rntr^XiXVolwaslb.457 but d was wr.tten on the

? 7,654. Prepare Bank Reconciliation Statement.
next page as
Solution Reconciliation StatementAsMji;DecemtopOll,
Bank

28,000

Add

Overdraft as per Cash Book
Cheque deposited but not yet credited in the

8,000
500

Pass Book
Interest on overdraft debited in Pass Book

I!

Less
tl
It

H

Cheque issued but not presented for payment
in bank
,
Interest on investment credited in Pass Boo
Short carry forward of a total of the debit side o

8,500
36,500

7,000
800

900

Excess carry forward of a total of the credit side of

1,197

Cash Book
Overdraft as per Passbook--------------- ——--------

Illustration : 3

Columns)

9,897
26,603

n,h cpntember 2013 from
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Bank Pass Book
Date
2013
Sep 1
3
7
8
12
18
21
26
30
30
30
30

Particulars

To
To
To
By
By
By
To
To
To
To
By
By

withdrawls Deposits Dr.or Balance
?
?
Cr.
Balanced b/d
Cr.
9,810
Mahesh Chander
740
Cr.
9,070
Balwant
580
Cr.
8,490
Salaria & Co.
200
Cr.
8,690
Cash
1,000
Cr.
9,690
Santosh Arora
500
Cr.
10,190
Rameshwar Vohra
Cr.
9,750
440
Insurance Premium
400
Cr.
9,350
Cr.
9,330
Bank Charges
20
Cash
Cr.
6,330
3,000
Interest
70
Cr.
6,400
Interest on investment
600
Cr.
7,000

Cash Book (Bank Columns Only)
Date
2013
Sepl
6
10
12
14
19

To
To
To
To
To
To

26

To

Octi To
Solution :

Amount
Particulars Amount Date
Particulars
?
2013
Balanced b/d
9,810 Sep 2 By Mahesh Chander
740
S.P Roy
300
6 By Balawant Garg
580
Salaria & Co.
11 By Jagan Nath
200
470
Cash
1,000
15 By Ashok Goud
350
Santosh Arora
500
18 By Rameshwar Vohra
440
Baljeet Grewal
24 By Ashok Kamal
460
630
30 By Cash
3,000
Bharat Singh
780
30 By Balance c/d
6,840
13,050
13,050
Balance b/d
6,840
Bank Reconciliation Statement As on 30th Sept 2013

Add

£ "
'

Bank Balance as per Cash Book
Cheques issued but not presented for payment
(i) Jagan Nath
(ii) Ashok Goud
(iii) Ashok Kamal
Interest Credited in Pass Book
Interest on Investments credited in P.B

Less Cheque deposited but not credited in Pass Book

6,840
470
350
630
1450
70
600

2,120
8,960
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(i) S.P Roy
(ii) Baljeet Grewal
(iii) Bharat Singh
Insurance Premium debited in P.B

11

300
460
780_
1540
400
20

Bank charges debited in P.B
Bank Balance as per Pass Book^

11
11

1960
7,000

Illustration : 4
Account of Satish, according to the ban
On 31stDecember 2013 the Ban
extent of ? 3500. An
column of the Cash Book was oU Statement reveais the following,
examination of the Cash Book an B
December 2013 was credited by
A Cheque of? 1200 deposited on
ue
(1)
the bank on 4th January20'4~
had been entered twice in the
A payment by cheque for ? 250 to Ram
(2)
Cash Book.
an amount of? 2600, received
On 2S"’December, 2013 the ban
by satlsh
(3)
from a customer of Satish, ou
until 3rd January 2014
? had not been entered in the Cash Book.
(4)
(5)
(6)

Bank Charges amounting °
credited ? 2500 to Satish in error
On 25. December.
by
„,h hi b k.
A bill of exchanges for T 120
2013 but no entry had been
The bill was dishonoured on 29 uece

made in the books. of’
tat
ptesented for payment
Cheque issued upto 31 Decemoe
(7)
upto the date totaled ? 4,500 _
Rook
at
correct
You are required to prepare (1) Amended
&
Reconcihation

balance on 31s' December 2013 and (Z)

Statement as on that date.
Solution :

2013
Dec 31 [To Ram
(double Posting
1
cancelled)
11
" Customer
(direct deposit)
11
" Balance c/d

Cash Book
?
2013
250p

2,600
1,910
|4J60i

?
Balance b/d
Bank Charges
Customer
(B/R Dishnoured)! 1,200

Bank Reconciliation Statement As on 31st December, 2013

Add

Less

Bank Overdraft as per Cash Book
Cheque deposited but not collected
and credited in Pass Book

Cheque issued but not presented for payment
Wrong credit given by Bank
Bank Balance (Favourable) as per Pass Book

1,910
1,200
3,110

4,500
2,500

7,000
3,890

SHORT ANSWER QUESTIONS

1. Ascertain Bank Balance as per Cash Book

Bank Balance as per Pass Book
5,555
Cheques issued but not presented for payment
444
Cheques deposited but not credited in Pass Book
333
Bank charges debited only in Pass Book
11
Interest on investments credited in Pass Book
222
(Ans : Bank Balance as per Cash Book ? 5,233)
2. Find out the Bank Balance as per Pass Book
(a)
(b)
(c)
(d)
(e)

(i) Bank Balance as per cash book
8,888
(ii) Dividends collected and credited in Pass Book but not
entered in cash book
777
(iii) Subscriptions to Chambers of Commerce paid by bank
debited in Pass book
55
(iv) Wrong debit given in pass book, not yet adjusted
666
(Ans : Bank Balance as per Pass Book ?8,944)
3. Prepare a Bank Reconciliation Statement from the following particulars:
(i) Bank balance (credit) as per Cash Book on 31st December, 2013
? 10,000
(ii) A cheque for T 500 received from a customer was entered in the
Bank column of the Cash Book in December, 2013 but the same was
omitted to be paid into Bank.
(iii) A wrong debit of ? 200 appears in the Pass Book. (Ans : ?10,700)
4. From the following particulars, Prepare Bank Reconciliation Statement
as on 31-12-2012
(i)
(ii)
(j#i)
(iv)

Bank Balance as per cash book
22,000
Cheque issued but not presented for payment
2,000
Cheque deposited but not credited in passbook
1,800
Dividends collected and credited in passbook but not
entered in cash book
650
B.Com. Satvahana (Ans : ? 22,850)
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From the following Particulars prepare a statement showing how the
difference between the Cash Book balance and Pass Book balance is

5.

reconciled.

?
3.600
10,275
15,400
1.600

Balance as per Pass Book (Credit)
Balance as per Cash Book (Credit)
Unpresented Cheques
Uncredited Cheques
In Addition You ascertain that:
(a) A Cheque for ? 250 paid to Sharma has been wrongly credited in
cash column.
(b) Debit side of the Cash Book (Bank Column) has been undercast by
? 400.
(c) Bank Charges ? 75 has not been entered in the Cash Book.
i. On the basis of the following information ascertain the Bank balance as
6.
per pass book No.l
(1) Bank Overdraft as per cash book No.l Account ? 4,500
(2) ? 2,000 paid in No.l Account stands wrongly credited in pass book

No.2 Account.
(3) A payment of? 200 from Account No.2, has been wrongly debited

by bankers in account No. 1
(Ans : Bank Overdraft as per pass book No.l f
6,700)
?6,700)
•
. •
1____
Prepare an amended cash book from the following particulars.
7.
(i) Bank Overdraft as per cash book on 31st December 2013 was ? 5,800
(ii) The Payments side of the cash book has been undercast by ? 500
(iii) A dividend of? 550 paid direct to the bank had not been recorded in
the cash book.
(iv) Cheque worth ? 2,000 entered in cash book as paid into bank had not
yet been collected by the bank.
(v) Bank charges and interest ? 100 debited in the pass bank on 28th
December 2013 had not been entered in the cash book.
(vi) A cheque of ? 800 paid into Bank had been dishonoured and shown
as such by the bank, but no entry of the dishonour had been ma de in

the cash book.

(Ans : Amended cash book overdraft f8,650)

PROBLEMS
1.

From the following particualrs prepare Bank Reconciliation Statement

as at 31st December 2013
Bank Balance as per Cash Book on 31st December 2013 was ?15,000
f'—*------------------- ---(a)J UCUIIV
(b) Cheque issued but not cashed prior to 31st December 2013 amounted
to ? 2000
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(c) Cheques paid into bank, but not cleared and credited before 31st
December 2013 were for ? 2,800
(d) A cheque for ? 1,200 which was received from a customer was entered
in the Bank column of the cash book in December 2013 but the same
was paid into Bank in Januray 2014.
(e) Interest on investments collected by the bankers and credited in the
pass book, but not recorded in cash book ? 800.
(f) Bank charges ? 20 debited in pass book but not entered in cash book.
(Ans : Bank balance as per pass book ?13,780)
2. On 31st March 2013 the pass book of a merchant showed a credit balance
of ? 25,000. Cheques amounting to ? 5,000 were deposited in the bank
but only cheques of? 2,000 were cleared upto 31st March. Cheques
amounting to ? 7,500 were issued, but cheques for ? 2,400 had not been
presented for the payment in the bank upto 31s' March. In the pass book
there was a credit of ? 150 for interest on Investment and debit of? 20 for
bank charges. Prepare a Reconciliation Statement showing the balance
as per cash book.
(Ans : Bank balance as per cash book ?25,470)
On 31st March 2013 the bank balance of Dinesh Agnihotri appeared at
? 7,654 as per the bank columns of the cash book. On reconciling with
the pass book, the following facts were ascertained.
(a) That out of the cheques for ? 1,800 issued by him on 26th March,
cheques worth ? 400 were presented to the bankers before 31st March
and those worth ? 500 were presented on 11th April. The other cheque
were not so far cashed.
(b) That Bill Receivable for ? 1,000 was realised by the bankers on 29th
March, but no corresponding entry was passed in the cash book.
(c) That out of the up country cheques for ? 2,800 paid in on 28th March,
one cheque for ? 900 was not yet credi ed by the bankers.
(d) That debit in respect of the bank charges amounting to ? 92.50 and
credits in respect of interest on investment for ?150 and dividends
realised ? 800 were not passed through the cash book.
(e) That a wrong debit of? 350 relating to some other account appeared
in pass book.
You are required to ascertain the bank balance shown by the bank pass
book on 31st March 2013.

(Ans : Bank balance as per pass book ?9,661.50)
Ascertain the correct bank balance of Mr. Ranjit as on 31-12-2013 from
the statement prepared to reconcile the balances as per cash book and
pass book.
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(a)
(b)

Balance as per Cash Book ? 2,980 and as per Pass Book ? 6,830
Cheque sent to bank for collection amounted to ? 5,000 out of which

(c)

only cheque worth ? 3,800 were collected.
Cheques issued were ? 4,600 out of which only cheque for ? 3,900

(d)

were presented for payment.
A customer ofRaniit remitted directly into his bank account an amount

(e)

of? 5,000.
? 150 being the interest on temporary overdraft is recorded in the Pass

(f)

Book only.
A bill of exchange for ? 2,500 which was discounted with the bank

(g)

previously is now dishonoured.
? 400 being the interest on fixed deposit is recorded in the Pass Book

(h)

only.
Cash paid to a creditor ? 1,000 erroneously entered in the Bank column

/(N
5.

of the Cash Book.
A cheque for ? 600 was issued and again cancelled. Only the issue
was recorded and cancellation was not recorded.
Prepare Bank Reconciliation Statement from the following on 31st Jan

2013
(i)
Bank Balance as per Cash Book ? 16,500
(ii) Cheques amounting to ? 4,000 were issued on 28th Jan out of which
cheques amounting to ? 2,400 were presented for payment in

Feb 2013
(iii) Cheques amounting to ? 9,000 were deposited for collection but
cheque for ? 3,000 have not yet been collected by the bank.
(iv) A wrong debit of ? 400 appears in the Pass Book.
(v)
Bank Charges ? 10 were entered twice in the Cash Book by oversight.
(vi) A cheque issued to a supplier for ? 700 was not entered in the Cash
Book.
(vii) Interest on investments collected by the bank ? 1,000 was not entered
in the Cash Book.
(viii) Cheque of? 1,250 issued to Khanna was wrongly entered twice on
the debit side of the Cash Book.
Pass Book showed a debit of ? 175 insurance premium and a credit of
? 35 as interest for which no entries were found in the Cash Book.
(B.Com, Kakatiya) (Ans : Bank Balance as per Pass Book ?11,920)
6. On 31st March, a merchant compared his Pass Book with his Cash Book

(ix)

and found the following difference.
(i) Cheques amounting to ? 2,500 were paid in on 27th March, out which
cheques of the value of ? 800 were credited in the pass book on 4th

April.
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(ii)

Cheques totalling ? 4,000 were issued during the month of March

,a,oe of r 900 were debiKd ™

(iii) There was a debit of ? 20 for bank charges in the Pass Book
(iv) There was a credit of? 50 in the Pass Book for interest on customer
account.
(v) XSnlh'e
lx””'
“S,°mer di'“' in“thC b“k

(vi)

Zo Payn,en‘Sid' °f 'he c,sb Book was f0"”d “ bc

(vii) Interest on investments amounting ? 200 collected by the bank
appears in the Pass Book.
7
(viii) Insurance premium of ? 300 paid by the bank on behalf of the
merchant appeared in the Pass Book.
Iu\Ter<?an'S CaSh b°°k discIosed a debit balance of? 7,579 on
31 March. Prepare Bank reconciliation statement as on 31st March,

sFhowineethfe ba?1”8 P3rtiCUlarS’ prepare Bank Reconciling statement

?

snowing the balance as per Cash Book on 31-12-2013.
(i) The bank balance as per pass book showed an overdraft of?. 30 000
) Out of cheques of ? 6,000 paid on 29th December ? 3,000 appear to
..... bave been credlted in the pass book on 2nd January 2014
1 ^heXefor?U5ed000o\DeCTber’
amountlng ?1’5’000 out which
of ?5 mn
’ T 5aVe 6n 6nCashed in the same month’ a cheque
presentedfJa”“a,y> 2°‘4 “d
KSt ba™
b“ ”

(iv) ?l,000 for interest on overdraft charged in the pass book on 31“
December has been entered in cash book on 4th January 2014.
V theTjankers6*111
giVCn
respect of a che9ue of ? 2,000 by
(vi) ? 1,200 being interest on securities directly collected by the bank
8.

On
*"*baian
f ^e °f
°s 3003.7
IZfT; „ash book of Rajesh showed9*
a credit
? 8,200 from the ffollowing
information
statement
° °Wing informati
on prepare bank reconciliation

(if
Interest debited by the bank ? 525 is not appearing in cash book,
cheque of ? 950 issued to Vasan was cashed on 10-04-2010
(iii) bookdlt °f 290 rel3ting t0 S°me °ther 3CC0Unt W3S found in the Pass

(ii)

$v)
(v)

Interest on investments collected by the bank ? 2 200
Out of cheque deposited in the bank for collection on 25-03-2010 a
cheque for ? 750 was collected after 31-03-2010.
B.Com., Osm (Ans: ?6035)
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9.

Bank Reconciliation Statement as on 31s* December 2012 from
Prepare a
the following particulars.
Balance as per pass book ? 20,000 (overdraft)
(i)
tiit Interest on investment collected by bank t< 500
(iii) Bank has paid ? 300 towards Insurance premium and was not entered
in cash book.
ChequVreceived, entered in cash book but not sent to bank for

(iv)

collection ? 500
A wrong debit of ? 400 is appearing in pass book.
B
B.Com., Kakatiya (Ans : s 19,300)
m On 31-3-2009 the cash book of Ramesh showed a credit balance of
' ? 7*200. From the following information prepare Bank Reconciliation
(v)

Statement.
Interest debited by the bank ? 225 is not appearing in cash book.
(ii) Interest on investments collected by the bank ?1,200
iiiit A cheaue of? 750 issued to Snnivas was cashed on 10-4--00
‘(iv) 1 S of f 90 relating <0 some other aecount was found tn the
(,) oTof?heques deposited

the bankdur collection.on 25* March a

cheque for .750 was collected after

11

. ^,3S)

On 31" October 2013 a merchant has as overdraft off 3,000 “
the bank column of his cash book. It is however discovered that the

cheque off SOO deposited into bank remain uncredited in t e pass oo
upto this date. So also cheques of [35° a£easy_£A
Pass Book is debited with ?10 for bank charges, ? 50 for Interest on
overdraft, and ? 250 for insurance premium as per merchant s ins rue 10
and credited with ? 2,000 directly deposited by a customer of the mere an
But none of these items as yet appear in the cash book. Prepare he bank
reconciliation statement so as to show the pass book balance

October 2Qi3(B Com ^ Qsm) (Ans . Overdraftasperpass book^’^

12

On 31st March 2013 a trader compared his pass book with is
and found that all items agreed except the foftowmg
, have
Cheques drawn and entered in the cash book totalling
,
(a)
An oXXtto”chequrePfor f 330 deposited into bank on 30" March.

(b)
Th? ftss’E' showed f 142 as interest on overdraft which is not

(c)
SX?? — with bank, m March a «« of exchange for

(d) , 2,400 and had entered this amount in his cash book, but the proceed
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credited, as shown by the pass book amounted to ? 2,387.40
The trader's cash book shows a bank overdraft of 4,397.50. on 31st
March 2013. Prepare a bank reconciliation statement showing the
balance as per pass book.
,----- (Ans : Favourable balance as per pass book ?1,442.90)
(13/Dn 31st December, 2013 Desais Cash Book showed Bank Overdraft of
? 50,000. On going through the Bank Pass Book for reconcilig the
balance he found the following:
Majdut of cheque drawn on 26th December 2013, those for ? 3,500 were
cashed by banker on 3rd January following and a crossed cheque for
? 1,200 given to Vijay was returned by him and a bearer cheque was
issued to him in lieu on 2nd January, 2014.
/ (bj^pash and Cheque amounting to ? 4,500 were deposited in bank on
^th December, 2013 but cheques worth ? 1,500 were cleared by the
bankers on 2nd January 2014 and one cheque for ? 400 was returned by
them as dishonoured on later date.
(c) According to standing instructions of Desai bankers have on 30th
December, 2013 paid ? 200 as interest to his creditors paid quarterly
premium on his policy amounting to ? 150 and have paid first call of ?
500 on shares held by him. they have also received ? 175 as dividend
on shares held by him and recovered on insurance claim of ? 750, their
charges and commission on above being Rs. 20. Mr. Desai made entries
in his Cash Book on 3rd January, 2014.
Prepare a Bank Reconcilitation Statement as at 31st December, 2013
(Ans. Pass Book Overdraft ? 47,145)
repare Bank reconciliation statement as at 31st December 2006 for
Messers New Steel Ltd.
(i) Bank Overdraft as per cash book on 31st Dec. 2006 ? 2,45,900
(ii) Interest debited by bank on 26th Dec 2006 but no advice received
? 27,800
(iii) Cheques issued but not presented for payment T 66,000
(iv) Transport subsidy received from the State Government directly by
the bank but no advice to the company T 42,500
(v) Draft deposited in the bank, but not credited till 31st Dec 2006 ?
13,500
(vi) Bills for collection credited by bank but no advice received by the
company ? 83,600
(vii) Amount wrongly debited to company's account by the bank, for which
no details are available ? 7,400
B.Com, Mahatma Gandhi (Ans : ?1,02,500)
15. The Cash Book of trader showed an overdraft balance of ? 1,729 on 31st
March 2013. However, this did not agree with balance in the Pass Book.
On comparing the two books, the following discrepancies were found.
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(a)

Out of cheques for ?1,100 drawn on the bank, cheque for ? 600 were

(b)

not presented for payment within that date.
Out of cheques for ? 1,680 deposited in the bank cheques for ? 930

only were collected within that date.
A cheque for ? 150 received from a customer, though entered in the
(c)
bank columns of the Cash Book was omitted to be sent to the bank
for collection.
? 2,500 being the proceeds of a bill receivable collected by the bank
(d)
appeared in the Pass Book but not in the Cash Book.
Bank charges ?15 and interest on overdraft ? 85 appeared in the Pass
(e)
Book only.
Prepare the Bank Reconciliation Statement.
(Ans : Favourable Balance as per Pass Book ?371)
16. From the following particulars taken on 31s' December 2013 you are
required to prepare a bank reconciliation statement to reconcile the bank
balance shown in the cash book with that shown in the pass book.
Balance as per pass book on 31st December 2013. Overdraft ? 1,027
(a)
Four Cheques drawn on 31s' December, but not cleared till January
(b)
following ? 12, ? 1021, ? 98 and ?113.
Interest on Overdraft not entered in Cash Book ? 51
(c)
Three cheques received on 30th December and entered in the bank
(d)
column of cash book but not lodged in bank for collection till January
(e)

(f)

3rd next ? 1.160, ? 2,100 and ? 2,080
Cost of cheque book, Pass Book etc. ? 1.50 entered twice erroneously
in cash book in November .
Bills Receivable for ? 250 due on 29th December 2013 was passed to
the bank for collection on 28th December 2013 and was entered in
cash book forth with whereas the proceeds were credited in the pass

book only in January following.
Chamber ofCommerce subscription ? 10 paid by bank on 1st December
(g)
2013 had not been entered in the cash book.
Bank Charges ? 5 had been debited in the pass book twice

(h)

erroneously.
(Ans : Favourable Balance as per cash book ?3,383.50)
17. Assist Mr. Ignorant in ascertaining his cash book balance. The following
JilllClUV’ll 111
MT
information
in available.
(i) His Pass book showed a debit balance of? 9,550 as on 31.3.2013.
(ii) Cheque issued on 11-3-2013 for purchases for ? 5,900 were credited

in the Pass Book As ? 5,400 on 25-3-2013
/(iii)S A bill of ? 2,500 discounted at 5% flat, was returned dishonoured
___ ' and was wrongly credited in the Pass Book on 27-3-2013.
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(iv) An amount of ? 850 paid in cash, towards salary was wrongly posted
to the salary account as ? 1,850.
(v) A cheque for ? 2,150 received from Mr. Burman was entered twice in
the cash book on 20-3-13 but the cheque was not collected by the
Bankers till 31-3-2013.
(vi) A cheque for ? 1,725 appear to have been deposited directly by Mrs.
Clock on 20-3-2013 was returned dishonoured on 30-3-2013.
(vii) A cheque for? 3,600 was issued on 17.3.2013 to Mr. Day on 19.3.2013
he returned the cheque and received cash. However, the entry made
on 17.3.2013 was not cancelled by mistake.
(B. Com., Osm) (Ans : Bank Overdraft as per cash book. ?25,150)
18. On 31st December 2013 Dhanraj's cash book showed that he had an
overdraft of ? 4,300 in his Current Account with the Bank of India. On
verifying the cash book with the Bank Statement you find the following.
(i) Cheque drawn amounting to ? 1,500 had been entered in the Cash
Book but had not been presented for payment.
(ii) On instructions from Dhanraj the bank had transferred interest of
?160 on his Savings Deposit Ac count on 5th January 2014. The
amount had, however, been debited in the Cash Book on 30th
December 2013.
(iii) Out of cheques of? 800 deposited into the bank for collection, cheques
amounting to ?350 only were credited in the Pass Book before 31st
December 2013.
The receipt side of the cash book was overcast by ? 175.
An entry of ? 275 of payment by a customer direct into the bank on
29th December 2013 was informed to Dhanraj on 1st January 2014,
and the same was entered in the Cash Book immediately.
Prepare Bank Reconciliation Statement as on 31st December, 2013
(B.Com., Osm) (Ans : Bank overdraft as per pass book f3,310)
19. On March 31, 2013 the bank book of Sri P. Bhanu Murthy showed debit
balance of ? 2,000 whereas the cash book showed a credit balance of
? 6,320 the difference was accounted for as follows :
(i) Following cheques draw on 28th March have not been presented for
payment Sri L. N. Reddy ? 500; Sri Ramadas ? 400.
(ii) Following cheques paid into bank on 30th March had not been credited
in the pass book before 31s1 March. Sri Harish ? 600, Sri Ravi Shanker
? 450.
(iii) Dividends on shares collected by the bank directly but not entered in
cash book. ?70.
(iv) Bank charges not entered in cash book till 31s' March 2013 ? 20
(■
(v) Interest on overdraft debited in pass book before 31st March but not
entered in cash book ? 80
A cheque of ?110 directly paid into the bank by Murli, returned
dishonoured.
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(vii) Three cheques totaling ? 3,500 were drawn and entered in cash book
on 31st March but two cheque were presented on 4th April and the
third for ? 1,200 was returned on 6th April being dishounoured due to

\ over-writing of amount.
(f (vnl) A cheque for ? 1,000 was issued in March but was later cancelled and
x cash was paid. But the entry for issue of cheque was not cancelled.
You are required to draw up a Bank Reconciliation Statement as on
31st March 2013.
Hint : Cheque directly paid into bank and dishonoured will not appear in

reconciliation statement.
20. From the following particulars, prepare a Bank Reconciliation Statement
of Alpha Electric Motors Private Limited as on 30th September 2013.
Overdraft on 30th September 2013 as per bank pass book ? 10,000
(a)
Cheques deposited in the bank but not recorded in cash book ? 100
(b)
Cheques received and recorded in the bank column but not sent to
(c)
bank for collection ? 1,000.
Several cheques were drawn in the last week of September, totalling
(d)
? 15,000. of these, cheques totalling only ? 9,000 were cashed before

30th September.
Similary, several cheques totalling ? 9,000 were sent for collection.
(e)
Of these, cheque of the value of? 1,500 were credited on 5th October
and ? 2,000 on 7th October, the balance being credited before 30th
September.
On 11th September 2013 the credit side of the bank column of the
cash book was cast ? 1,000 short and the credit balance of? 2,600 on
15th September 2013 was brought forward on 16th September 2013 as
(g)

debit balance of ?.2,600.
Fees of ? 250 was paid directly by the bank but was not recorded in

-—
the
lllv VUU11
cash book.
C(hN In the cash book, a bank charge of ? 30 was recorded twice while
another bank charge of ? 50 was not recorded at all.
(i) Interest of ? 1,400 was charged by the bank but was not recorded in

cash book.
Prepare the Bank Reconciliation Statement.
(Ans : Bank Overdraft as per cash hook ?3,730)
Hints: The credit side of the Cash Book Bank column cast short should be
deducted. Similary credit balance of? 2,600 brought forward as debit balance
on the next day should also be deducted with ? 5,200 as in both the cases the
cash book overdraft will be less than the pass book overdraft.
21 . From the following particulars prepare a Bank Reconciliation Statement
of Sri Narendra Dubey as at 31st Mach, 2013. Bank Balance as per Cash

Book ? 15,000.
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On 28th March 2013 debit side of the Cash Book was overcast by
? 2,000.
(2) On 30th March 2013 credit side of the Cash Book was undercast by
? 1,000
(3) A cheque for ? 2,000 drawn by Sri Surendra Dubey had been charged
to Sri Narendra Dubey's account in error in March, 2013.
J4?) A bill for ? 5,000 discounted for ? 4,800 returned dishonoured by

(1)

Bank noting charges ?100, not recorded in Cash Book.
A bill for ? 2,000 discounted with the bank is entered in the Cash
Book without recording the discount charges T 200
(6) A cheque entered as a deposit in the Cash Book instead of a payment
? 500
(7) A cheque drawn for ? 99 had been incorrectly entered in the Cash
Book as ? 999
(8) Bank paid a Bill payable for ? 2,450 but it was recored in Cash Book
as ? 2,540
(9) Discount allowed ? 250 has been entered through mistake with the
cheque in Bank coloumn of the Cash Book.
(10) On 30th March, 2013 instructions were given to Bank to transfer
? 5,000 to Fixed Deposit Account, and entry for this was made in
cash book, but the Bank acted on April 2, 2013.
Prepare the Bank Reconciliation Statement.
(Ans: Bank Balance as per Pass Book ?9,440)
22. The following Bank Reconciliation Statement was drawn up by Mr.
Inexperience. You are required to re-draft it after rectifying the errors, if
any, and to ascertain the correct Balance as per Pass Book. Assume Bank
Balance as per Cash Book is Correct.
Bank Reconciliation Statement for the year ended 31st Dec. 2013
Bank Balance as per Cash Book (Dr.)
Add: Cheques deposited but not credited by Bank
5,000
Amount directly deposited into Bank by a customer 3,000
Interest and dividends credited in Pass Book
1,000
Bank Charges debited by Bank
500

Less : Cheques issued but not presented for payment
Cheques drawn for personal use but not yet
entered in Cash Book
Interest on Fixed Deposit credited in Pass Book
Bank Balance as per Pass Book (Cr.)

50,000

9,500
59,500

3,000

2,000
1,500
(Ans

6,500
53,000
51,000)
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23. The Bank Pass Book ofAccount No. 1 of Mr. Ramesh showed an overdraft
of ? 33,575 on 31s'March 2013. On going through the pass book, the
accountant found the following.
(a) A cheque of ?1080 credited in the pass book on 28th March being
dishonoured is debited again in the pass book on 1st April 2013.
There was no entry in the Cash Book about the dishonour of the
cheque until 15th April.
(b) Bankers had credited his account with ? 2,800 for interest collected
by them on his behalf, but the same had not been entered in his cash
book.
(c) Out of? 20,500 paid in by Mr. Ramesh in cash and by cheque on 31st
March, cheques amounting to ? 7,500 were collected on 7lh April.
(d) Out of cheque amounting to ? 7,800 drawn by him on 27th March a
cheque for ? 2,500 was encashed on 3rd April.
(e) Banker seem to have given him wrong credit in account for ? 500
paid by him in Account No.2 and a wrong debit in respect of a
cheque for ? 300 drawn against his account No.2
Prepare bank reconciliation statement on 31st March 2006.
(Ans : Bank overdraft as per cash book ?31,575)
Hint: The cheque of? 1,080 dishonoured debited in pass book on 1st April,
2006 should not be taken into consideration in Reconciliation statement,
because the statement is prepared on 31st March 2006.
24. On December 31st, 2013 the bank column of the cash book of Mr. P.
shows a debit balance of ? 922.0n examination of the cash book and
bank statement you find that.
(a) Cheque amounting to ? 1,260 issued before December 31, and entered
in the cash book were not presented for payment till after that date.
(b) Cheques amounting to ? 500 entered in the cash book as sent to the
bank on December 31s' were entered in the bank statement after that
date.
(c) A cheque from a debtor for ? 146 had been dishonoured prior to
December 3 Is'but not recorded in the Cash Book.
(d) A dividend warrant for ?76 was paid direct to the bank and nothing
appeared in the Cash Book.
(e) Bank interest and charges amounting to ? 84 were not entered in the
cash book but appeared in the bank statement.
(f) There was no entry in the cash book for a club membership
subscription. ? 20 paid by bankers in Novermber 2013.
(g) Bank charges (postal) for a cheque book received by P ? 2 was entered
in the cash book twice.
(h) A cheque for ? 54 drawn by Q had been charged to P's account in
error in 2013
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Make apropriate adjustments in the cash book to bring down the
correct balance and prepare a statement reconciling the cash book
balance with the balance as per the bank statement.
(B.Com., Osm)
(Ans : Amended cash book balance ?750, pass book balance f1,456)
Hints : In amended cash book entries have to be made regarding dishonoured
cheque of ? 146, dividends paid into bank ? 76 bank interest and charges ? 84
payment of club membership fees, ? 20 and for cancellation of extra entry for
bank charges (postal) ? 2 the other items will appear in reconciliation statement.
25. From the following entries in the bank column of the cash book of Mr. A
and corresponding bank pass book, prepare a Bank Reconciliation
Statement as on 31st March 2013.
Cash Book (Bank Column)
Date
Particulars
Amount Date
Particulars Cheque Amount
2013
?
2013
No
?
Marl To Balanced b/d
3,400 Mar 5 By Drawing
526
1,500
10 To M. Das cheque
500
8 By Salaries
527
2,200
13 To J. Day-Cash
4,000
15 By Purchases
528
3,000
18 To C. Lai-Cheque
20 By R. Bros
529
1,550
on Delhi
1,200
29 By House Rent 530
800
20 To A Bomen
30 By K. Bros
531
400
Cheque
2,200
31 By N. Kumar
532
1,600
29 To Bose
5,700
31 By Balance
9,375
31 To A.Jeevan Ch
3,425
20,425
20,425

Bank Pass Book A's Account
Date

Withdrawal

2013

Apr.l To Balance
overdraft
2 " C.Ramadas
4 " K. Bros
10 " Self
12 " Self
12 " N. Kumar
" Balanced c/d

Cheque Amount Date
No.

Apr.l

530
531
534
535
532

Depostis

2013

350
800
400
2,200
700
1,600
8,323
14,373

3
4
7
7
11
15

Amount

?

By Dividend
" A. Boman
" J. Jeevan
" D. Bose
" A. Jeevan
" C. lal-cheque
on Delhi cleared
" Interest on G.P Note

16 " Balance b/d

750
2,200
400
5,700
3,425
1,198
700
14,373
8,323

Hint : Cheque isssued but not presented ? 800, ? 400 and ? 1,600. Cheque
raid in, but not credited in pass book ? 2,200; ? 5,700; ?3,425 and ? 1,200

CHAPTGR-5

RECTIFICATION OF ERRORS &
DEPRECIATION
Error is mistake committed in book-keeping, Errors can be broadly divided

into (a) Errors of Principle and (b) Clerical Errors.
Errors of Principle are committed when a transaction is not recorded
according to accounting principles . For example capital expenditure treated
as revenue, business expenditure treated as personal expenditure etc.
Clerical Errors are those errors which are generally committed by the
clerical staff while recording the transactions in the account books. Such
errors
may be.of Omission : When a transaction is either completely or partially
(i) Errors
omitted from the books it is called error of omission. Examples: Purchases
of goods on credit may be omitted to be entered in the purchases book,
sale of goods on credit omitted to be posted in the personal account of

customer
etc.
(ii) the
Errors
of Commision
: Such errors arise when any transaction is
incorrectly recorded either wholly or partially. Examples: entering wrong
amount in subsidiary books, posting wrong amount to an account,
posting correct amount to wrong side of an account etc.
(iii) Compensating Errors : In case of such errors one error is compensated

by
other.
From
another point of view, errors may be divided into two categories.
(1) Errors disclosed by disagreement of trial balance (2) Errors not
disclosed by disagreement of trail balance.
Errors Disclosed by Trial Balance :
The following errors will be disclosed by Trial Balance
(1) Wrong totalling of Subsidiary
— ■ *books
—
Items omitted to be posted from a subsidiary book into ledger.
(2) Posting of a wrong amount to a ledger account
(3) Posting an amount on the wrong side of the ledger account
(4) Wrong additions or balancing of ledger accounts
(5) An item of subsidiary book posted twice in ledger account
(6) Omission of a balance of an account in the trial balance
(7) Balance of some account wrongly entered in the trial balance
(8) Balance of some account written on the wrong side of trial balance.
(9)
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Errors not Disclosed by a Trial Balance :
(1) Omission of an entry altogether in a subsidiary book
(2) Writing the wrong amount in the subsidiary books.
(3) Posting an item on the correct side but in the wrong account.
(4) Compensating errors
(5) Errors of principle
Rectification of errors discovered before the preparation of Trial Balance
(1) Errors Affecting one Account:
Such errors can be rectified by giving an explanatory note. Example. "The
Purchases book is undercast by ? 500". As the mistake involves only one
account, namely Purchases Account, rectification entry cannot be passed.
The correction can be made by writing on the Debit side of Purchases Account
"To correction of undercasting of Purchases Book for the month of... ? 500"
(2) Errors Affecting Two Accou n ts :
Such errors can be generally rectified by passing rectification entry.
Example. "A sale of ? 50 to X was wrongly debited to the account ofY", can
be rectified by passing the following rectification entry.

1
;.
it

I

X's Account
Dr.
50
ToY's Account
50
Sometimes even though the mistake is in two accounts, rectification entry
cannot be passed. Example. "? 200 received from Sastry has been debited to
Sarma (Cash Book correctly entered)". In this case rectifications entry cannot
be passed because the accounts of both Sastry and Sarma have to be credited.
This mistake can be rectified by giving explanatory note in both the accounts.
Rectification of Errors discovered after the preparation of Trial Balance:
If the Trial Balance does not tally inspite of best efforts, the presentation
of final statement of accounts cannot be postponed for a long period. In such
a case the difference of the Trial Balance is placed to Suspense Account and
the Trial Balance is made to tally. If the debit side is short, the Suspense
Account will be debited and if the credit side is less, Suspenses Account will
be credited.
As explained earlier, the difference in trial balance is generally due to the
mistake which effect only one account. For correcting such errors the account
to be corrected will be debited or credited as the case may be and the journal
entry will be completed by crediting or debiting the Suspense Account. When
all the rtfistakes are rectified the Suspense Account will show nil balance.
If the mistake is in two accounts, the normal rectification entry should be
passed and Suspense Account should not be touched. There is a wrong notion
in the minds of some students that if Suspense Account balance is given in the
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‘ions have to be made only through Suspense Account,
problem, then corrections
is stated that "Carriage on Machinery ? 1,000 has been
For example, if it is i
Account then Suspense's Account will be neither debited
debited to Carriagei--------nor credited. The rectification entry will be.

?

Machinery Account
To Carriage Account

Dr.

*

1,000

1,000

next Trading Period, a separate.account
called profit and Loss Adjustment Account should be opened and all debits
anXedits in respect of nominal accounts for errors committed m previou
Trading Period should be passed through that account. The balance of th
account should be transferred to Capital Account. This method will ensure
that the correction of mistake of last year will not alter the Profit or Loss of
current year.
ThTfollowing'errors were committed by
Cash paid to Ram ? 520 was posted in his account as ? 250
(a) Sales Day Book was undercast by ? 1000
(b) Purchase of stationery ? 200 were not posted to the Stationery Acco .
(c) Goods returned by Mr. Banerjee ? 1,500 posted to his account from
(d)
JXi "/h'XuOOO was entered in the purchases

(e)
prepaid forn°ew furniture was charged to Office Expenses account

(f)
(g)

A Sale of? 500 to P.K. Sen. was passed through the Purchases accou .
Salary paid to Mr. X 500 wrongly debited to his personal ac
salary paiu mi
. ,, ____ ,
„,uPrt> ever necessary

detected before preparation of Trial Balance
assuming that they were
Solution
: mistake is rectified by writing on the Debit side of Ram's Account
This
(a)

"To correction of wrong posting t 270
■Mistake is rectified by writing on the credit side Sa es
(b)
"By Correction of undercasting of Sales Book ^1,000
Mistake is rectified by writing on the Debit side of Stationery Accou
(c)
"To Correction of omission of Posting <200
Mistake is rectified by writing on the debit side of Banerjee Accoun

(d)

"To correction of wrong posting

3600
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Rectification entry :
Purchases A/c
Dr. 900
To S. Kishan A/c
900
(f) Furniture A/c
Dr. 500
To Office Expenses A/c
500
(g) P.K. Sen. A/c
Dr. 1,000
To Sales A/c
500
To Purchases A/c
500
(h) Salaries A/c
Dr. 500
To X A/c
500
Illustration : 2
The following errors were located in the books of a business concern
after books were closed and suspense account was created in order to agree
the trial balance.
1.
An Amount of ? 600 paid for the repair of furniture was debited to
Furniture Account.
2.
Goods bought from a merchant amounting to ? 55 had been posted to
the credit of his account as ? 550
3. A dishonoured Bill Receivable for ? 400 returned by the bank had
been credited to Bank Account and debited to Bills Receivable Account.
4.
Sales Day book was overcast by ? 400
5.
General expenses ? 28 were posted in the ledger as ? 82
Pass Journal entries to rectify the above mistakes and prepare the
Suspense Account.
(e)

t

Journal Entries
Particulars
1.

2.

I

Repirs A/c
Dr
To Furniture A/c
(Being the mistake of debiting Furniture instead
of repairs rectified)
Suppliers A/c
Dr.
To Suspense A/c
(Being the mistake of crediting suppliers A/c
with excess amount rectified)
Acceptor A/c
Dr
To Bills Receivables A/c
(Being the mistake of debiting
B/R A/c instead of Acceptor's A/c rectified)

L. Debit Credit
E

600
600

495
495

400
400
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400

4.

Sales A/c
To Suspense A/c
(Being rectification of overcasting of Sales book)

5.

Suspense A/c
To General Expenses A/c
(Being the mistake of debiting general expenses A/c
with excess amount rectified)

400

54
54

lav Atu
?

?

Balance b/f
(balancing figure)
General Expenses A/c

To
"

841
54
895

By Suppliers A/c
" Sales A/c

495
400

895

Illustration : 3
A book-keeper, while balancing his books, finds that Trial Balance did
not agree. Being required to prepare final accounts, he places the difference to
a newly opened Suspense Account which he carried forward to the next year.
In the next year, the following mistakes were discovered.
(1) Sales Book was overcast by ? 1000
(2) General expenses of ?1180 was posted in General ledger as ? 1800
(3) Auditor's fees ? 5000 paid to Kailash Bang was debited to his personal

account.
While carrying the total of one page of the purchases Book to the next
page the amount of? 21,350 was written as ? 21,530
(5) An amount of ? 5,200 owing by Rajesh had been omitted from the

(4)

(6)

(7)

Schedule of Sundry Debtors.
Goods bought from a merchant amounting to ? 3,500 had been posted
to the credit of his account as ? 8,500.
An item of ? 910 entered in the Sales Returns Book had been posted to
the debit of the customer who returned the goods.
Pass the neccessary journal entries, prepare Suspense Account, and
show the effect of rectification on the Profit and Loss Account of the

last year.
Solution:
Journal
L.
F.

Particulars

1.

Profit & Loss Adjustment A/c
To Suspense A/c
(Being the correction of overcasting of
sales book)
------------------

Dr.

Debit Credit
?
?
1,000
1,000

E-6

2.

3.

4.

5.

6.

7.

8.

Dr.

Suspense A/c
To Profit & Loss Adjustment A/c
(Being the mistake of posting in general
expenses rectified)

Dr.

Profit & Loss Adjustment A/c
To Kailash Bang A/c
(Being the mistake of debiting personal
account rectified)

Dr.

Suspense A/c
To Profit & Loss Adjustment A/c
(Being the mistake of debiting purcahses
account with excess amount rectified)

Dr.

Debtors A/c
To Suspense A/c
(Being the omission of an account from
schedule of debtors rectified)

Dr.

Supplier's A/c
To Suspense A/c
(Being the correction of excess credit given
to supplier)

Dr.

620
620

5,000

5,000

180
180

5,200

5,200

5,000

5,000

Suspense A/c
Dr.
To Customers A/c
(Being the mistake of debiting customer's account
instead of crediting rectified)

1,820

Dr.

5,200

Capital A/c
To Profit & Loss Adjustment A/c
(Being the loss arising out of corrections < f
last year's error's Transferred to Capital A/c)
Suspense Account

To Balance b/d
8,580
(Balancing figure)
620 By
" Profit & Loss Adjustment A/c
"
180 "
" Profit & Loss Adjustment A/c
1,820 "
" Customers A/c

11,200

1,820

5,200

Cr.

Profit & Loss
1,000
Adjustment A/c
Schedule of Debtors 5,200
5,000
Suppliers A/c
11,200
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Profit & Loss Adjustment Account

To Suspense A/c
" Kailash Bang A/c

?

?

1,000
5,000

620

By Suspenses A/c
" Suspense A/c
" Capital A/c-transfer

6,000

180

5,200
6,000

SHORT ANSWER QUESTIONS

1.

Rectify the following errors
(i) Purchases Book undercast by ? 250
(ii) Sales Book overcast by ? 850
(iii) Paid for Repairs ? 400 posted to the credit of Repairs account.
(iv) Discount allowed to customer ? 3 5 not posted in customer s account

2.

Rectify the following errors :
(i) Rent paid ? 450 was posted as ? 540
(ii) A credit purchases of goods from Raman ? 2,500 was entered as

? 5,200
Correct the following errors
(a) Machinery purchased worth ? 10,000, debited to purchases account.
(b) Furniture sold worth ? 800 credited to sales account.
(c) ? 200 received from Sukhi Ram has been wrongly entered as from

3

(d)
(e)

Sakha Ram.
? 300 paid to landlord for rent debited to landlord's personal account.
An amount of ? 150 previously written off as bad was recovered and

credited to personal account of the customer.
Goods worth ? 5,000 were returned by a customer and were taken
into stock but no entry was passed. Explain the nature of the errors.
Rectify the following errors showing their effect on Profits of the concern.
(i) Goods worth ? 500 returned by Gopal were entered in the sales

(f)
4.

book.
(ii) Goods sold to Rajendra ?400 entered in the Purchase Book.
(iii) Goods received back from Atmaram, a customer, ? 200 have not
been entered in the Returns Inwards Book at all.

PROBLEMS

1. Rectify the following errors:
(i) Cash paid to Ram ? 520 was posted to his account as < 250
(ii) Sales day book was undercast by? 1,000
(iii) Puchase of stationery ?200 were entered in the purchases book.
(iv) Goods returned by Banu ?1,500 posted to his account from returns

inward book as ? 5,100
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2.

3.

4.

5.

(v) ? 500 paid for new furniture was charged to office expenses account.
(vi) Salary paid to Mr. 'X' ? 500 was debited to his personal account
Rectify the following errors.
(i) Purchases of ? 300 from Raman were entered in Sales Book.
(ii) Bill received from Ramesh for ? 500 passed through Bills payable
book.
(iii) An item of ? 150 relating to Prepaid Rent was omitted to be brought
forward from last year.
(iv) ? 400 paid to Mehta B, against our acceptance was debited to
Mehta N.
(v) Received ? 200 from Ajit whose account for ? 300 was written off
earlier and posted to the credit of Amrit.
(vi) Transistor sold to Karun for ? 750 passed through Sales Book twice
(B.Com., Osm)
Give the rectification entries for the following errors :
(a) Sales to 'X' ? 2,000 credited to his account as ? 200
(b) A credit purchase of furniture ? 9,000 from Z was posted as ? 900 to
the respective accounts.
(c) A cash sale of? 10,000 to Rajesh was posted to sales account as
? 1,000.
(d) A credit sale of? 10,000 to Amit was posted as ? 1,000 in his account.
(e) Salaries paid for the month of March ? 5,000 was not posted .
Write entries for the rectification of following errors.
(i) Sales book was overcast by ? 100
(ii) A sale of 50 to X was wrongly debited to account of Y.
(iii) General expenses of ?18 was posted in the General ledger as ? 80
(iv) A bill receivable for ? 155 was passed through Bills Payable book.
This bill was given by P.
(v) Legal expenses ? 119 paid to Mr. Hari was debited to his personal
account.
(vi) ? 150 received from Gopal was debited to Govind
(B.Com., Osm)
Rectify the following errors by using suspense account
(i) Good sold to Raju ? 195 were not posted to his account.
(ii) Purchases book total was overcast by ? 500
(iii) Sales book total was undercast by ? 63
(iv) Purchases returns book total was undercast by ? 26
(v) Cash received from Ganesh ? 222 was posted to his account as
? 2,222
(vi) Cash paid to Raghu ? 880 was posted to his account as ? 280
(Ans : Opening Balance of Suspense A/c Dr. f 2,206)
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6.

7.

The following errors were detected after the preparation of Trial Balance.
(i) A Sale of ? 2,000 to Shanti was credited to her account.
(ii) The Sales return book had been cast ? 1,000 short
(iii) A Sale of ? 1,500 had been passed through the purchases book.
However the customer account is correctly debited.
(iv) Purchases from Parul ? 6,710 were debited to his account as ? 6,170
(v) ? 3,750 paid as wages to workers for making show cases were charged
to wages account.
Give Rectification entries and prepare suspense account.
(B.Com., Osm) (Ans : Opening Balance of Suspense A/c ?14,880)
An accountant could not tally the Trial Balance. The difference was placed
to Suspense account. The following errors were located.
(i) The sales book was undercast by ? 350
(ii) Legal expenses paid ? 95, were not posted to legal Expenses A/c.
(iii) Discount allowed column of Cash Book was wrongly added as

? 140 instead of? 120
(iv) Commission paid ? 25 was posted twice in Commission Account.
(v) Sale of? 139 to Ramnath was posted to his account as ? 193
Give rectification entries and prepare Suspense account.
(B.Com., Osm) (Ans : Opening Balance in Suspense A/c ?354)
8. A Book-Keeper while balancing his books finds that he is out with an
excess credit of ? 91.80. Being required to prepare the Final Accounts,
he places the difference to a newly opened suspense Account which he
carries forward to the next year. In the next year the mistake were
discovered as follows:
a) Goods bought from a merchant amounting to ? 5.50 had been posted
to the credit side of his account as ? 55.00
b) A dishonoured cheque for ? 200 returned by the firm's bank had
been credited to Bank Account and debited to general expenses

d)

account.
An item of? 10.10 entered in the Sales Returns Book had been
posted to the debit of the Customer who returned the goods.
Sundry items of plant sold amounting to ? 260 had been entered in

e)

the Sales Day Book.
An amount of ? 60 owing by a customer had been omitted from the

f)

schedule fo Sundry Debtors.
Discount amounting to ? 2.50 allowed to a customer had been only
posted in his account but not entered in the discount column 'of the

c)

cash book.
Draft the journal entries necessary for rectifying the above mistakes.

Prepare the suspense Account.

(B.Com. Osm.)
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The Accountant of Elixir Emporium could not agree the Trial balance of
his concern as at 31 st December 2013. The excess credit of ? 14,400 was
placed to a Suspense Account. By January, 2014 the following errors had
been noticed.
a) There was a totalling error on the credit side of bank column of Cash
Book. The total disclosed was ? 38,000 as against the correct total of
? 36,000.
b) While posting in the Sales Account from Sales Day Book ? 13,000
has been entered as ? 23,000.
c) ? 1300 being repairs to buildings had been wrongly credited to
Buildings Account.
d) ? 200 being miscellaneous income received was omitted to be posted
in Ledger.
Pass the rectifying entries in respect of the above and Prepare Suspense
Account.
10. A ledger keeper of Acharya & Co. could not agree the trial balance. He
transferred the amount of ? 296 being excess of the debit side total to the
suspense account.
(i) Sales book was overcast by ? 300
(ii) Purchase of furniture worth ? 615 was passed through the Purchases
book
(iii) An amount of? 55 received from M/s. Shah and Co. was posted to
their account as ? 550
(iv) Purchase returns book total on the folio was carried forward as
? 221 instead of? 112.
(v) Cash sales of ? 1,235 entered in the cash book correctly but posted
to the sales account as ? 235
(vi) Rest of the difference was due to a wrong total in the salaries ledger.
Pass necessary journal entries and prepare suspense account in the
books of Acharya & Co.
(B. Com. Mahatma Gandhi)
11. Rectifty the following errors by using Suspense Account
(a) Goods sold to Ram ? 175 were not posted to his account.
(b) Purchases book total was overcast by ? 400
(c) Sales Book total was undercast by ? 53
(d) Purchases Returns Book total was undercast by ? 16
(e) Cash received from Govind ? 111 was posted to his account as
? 1,111
(f) Cash paid to Ranga ? 770 was posted to his account as ? 170
12. A book keeper prepared a Trial Balance on 31st December, 2013 which
showed a difference of? 140 (excess credit). The difference was placed
to a suspense account. The following errors were subsequently located.

9.
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A sale of goods to Raja for ? 600 had been posted to the wrong side
of his account.
(b) A purchases of goods for ? 1,640 from Uma has been posted to the
personal accont as ? 640
(c) A credit sale of old furniture for ? 150 had been passed in sales day
book.
(d) The discount received account had been cast short ? 60
(e) Payment of rent ? 340 was debited to the personal account of the
landlord. Pass Journal entries to rectify the errors and prepare the
suspense account.
13. In taking out a Trial Balance a book keeper finds that he is out, ? 8
excess debit. Being desirous of closing the books he places the difference
to a newly opened Suspense Accounts which is carried forward. In the
next period he discovers that.
(i) A credit item of ? 97 has been debited to personal account as ? 79
(ii) A sum of ? 95 written off from fixtures as depreciation has not been
debited to Depreciation Account.
(iii) ? 1,500 paid for furniture has been charged to ordinary purchases
account.
(iv) A discount of ? 37 allowed to customer has been credited to him as
? 73.
(v) The total of the inwards return has been added ? 1 short.
(vi) An item of? 59 was posted as ? 95 in the Sales A/c
14. The total of the debit column of the Trial Balance is short by ? 1,000 and
is made to agree by putting this amount against s suspense account.
Later the following errors are discovered. Rectify these errors and
prepare suspense account.
(1) Goods worth ? 300 returned by Guntur Trading Company. The
amount was credited to their account but was not recorded in the
Returns Inward Book.
(2) Goods worth ? 700 were sold to Mahindra on credit. This was entered
in the Sales Book but was not posted.
(3) Vijayawada Trading Mart Paid ? 580 but was credited with ? 508
(4) An amount of? 260 owing by Dilip was omitted from the schedule
of Sundry Debtors.
(5) The Purchases Book was overcast by ? 188
15. A book keeper finds that the debit side of the Trial Balance is short of
? 308. So, for the time being, he balances the side by putting the difference
to Suspense account Subsequently, following errors are disclosed.
(a) An entry for goods for ?102 sold to Madhav was posted to his

(a)

account as ?120
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?100 being monthly total of discount allowed to customers was
credited to discount account in the ledger.
(c) ? 275 paid by Madhav were credited to Jadhav's account.
(d) ? 26 appearing cash book as paid for purchase of stationery has not
been posted in the ledger.
(e) Debit side of purchases account was undercast by ? 100
You are required to make necessary journal entries and prepare
Suspense Account.
(B.Com, Kakatiya)
16. The books of A. Vijayan did not agree. The accountant placed the
difference of ? 1,270 to debit of suspense Account. Rectify the following
errors and prepare Suspenses Account.
(a) The total of the Purchases Returns Book ? 210 has not been posted
(b) A sale of? 430 to Krishna Textiles has been credited as ?340
(c) A Purchase of ? 400 from Sankaram has been entered in the Sales
Book. However, Sankaran's Account has been correctly credited.
(d) A sale of ? 296 to Kailasam has been entered in the sales book as
? 269
(e) An old furniture sold for ? 540 has been entered in the sales account
as ? 450.
(f) Goods taken by Proprietor ? 75, have not been entered in the books
at all.
(B.Com., Osm)
(17) The following errors were located in the books of business concern after
books were closed and suspense account was created in order to agree
the trial balance
(1) An amount of ? 300 paid for the repair of furniture was debited to
furniture Account.
(2) Sales Day Book was overcast by ? 200
(3) A Sale of? 50 to Mr. X was wrongly debited to the account of Mr. Y.
(4) General Expenses ? 18 were posted in the ledger as ? 80
(5) A bill receivable of? 600 received from P was passed through bills
payable book.
(6) Discount amounting to ? 120 from a creditor had been duly entered
in his account but not posted to discount account.
As result of above corrections the suspense account was closed.
Prepare the suspense account and rectify the errors.
(B.Com.,Osm) (Ans : Opening balance ofSuspense account ?18)
18. A Trader failed to balance his trial balance and the difference was
extended in a suspenses account. Later the following errors were
discovered, give journal entries to rectify these errors and prepare the
suspense account.
(b)
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Goods amounting to ? 660 sold to Raju were, correctly entered in
(a)

sales book, but posted to Raju's ’“Ounts a .
A cash sale of ? 150 to Kishore was posted to the

edit t0 Kishore's

(b)

Good“worth T 130 returned by Prabhu entered in Sales Book were

(c)

posted there from to the credit of Prabhu's P^°™' *“°
Repairs bill for the proprietor's personal ear 1410 has

p
P«

(d)
(e)

”■

76 (credit) there in the trial

(a)

XTrin off as depreciation of furniture account has not debited
(b)

A dscountofTpO^lowed to Sam & Sons has been credited to them
(c)

(d)
profit, if the profit before

Pro/„ „,«»)

j cc
• Trial Balance on 31st December 2013 after showing
20. There is drfierence^^
„ accou lE>
the difference in suspense
be f 9 650 On certification the followmg errors are
“to rectify the errors, find out the difference
profit is found to Ldetected.
Pass
journal
entries
aeicuicu. i
-------r-,
j 'heA"of ^"cu^mer is debited' to hrs account
A discount of? 37 allowed to a

(b)
(c)

a“°ura m
A payment of T150 to proprietor's son is posted to general expenses

(d)

Goorteworthf 300 returned byacustomer entered in Returnoutwads
(e)

book.
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A discount of? 50 received form a supplier not shown in the discount
column of the Cash Book, thought it is posted to his account.
(Ans: Opening Balance ofsuspense account (Cr)
f 510 Profit after adjustments f 9,600)
21. After the preparation of Final Accounts of a Business unit the following
errors were found. Pass necessary Journal entries to rectify them and
ascertain the correct net profit after their rectification. The net profit
before the rectification is ? 15,680.
(a) The Sales Book was overcast by ? 250 and the purchases book was
undercast by ? 150.
(b) Machinery purchased for ? 6,000 was posted in purchases account
and wages paid ? 200 for the installation was included in the wages
account.
(c) Insurance premium paid on the life of the proprietor is posted in the
Insurance account ? 300.
(d) The proprietor took goods worth ? 350 for the personal use but no
entry was passed for this amount.
(e) ? 2,500 being the credit sales made to Venkat Rao was posted to the
account of Vengal Rao.
(f) Credit purchases made at the end of the year for ? 5,000. No entry
was passed in the books and the stock was included in the closing
stock.
(Ans : Profit after Adjustments ? 17,130)
(f)

E-15

DEPRECIATION
Definition: Depreciation means fall in the value of an asset. According to
Pickles "depreciation may be defined as the permanent and continuous
diminution in the quality, quantity or value of an asset". Carter defined
depreciation as "gradual and permanent decrease in the value of an asset from
any cause". According to American Institute of Certified Public Accountants
(AICPA) "Depreciation Accounting is a system of Accounting which aims to
distribute the cost or other basic value of tangible capital assets, less salvage
value (if any), over the estimated useful life of the unit (which may be a group
of assets) in a systematic and rational manner. It is a process of allocation, not
of valuation. Depreciation for the year is portion of the total charge under
such a system that is allocated to the year".
Characteristics of Depreciation
1. Depreciation is a gradual, permanent and continuous decrease in the
utility value of a fixed asset.
2. Depreciation is a process of allocation of the cost to the period of its life
and not a valuation of fixed assets.
3. Depreciation is not a substitute for repairs but it is provided for in addition
to the repairs and maintenance.
4. Depreciation arises due to use of assets in productive activities.
5. Depreciation is based on cost of the asset and not on the market value of
the fixed assets.
6. Depreciation is charged is respect of fixed assets.
7. Depreciation is a charge against profit.
8. Total depreciation of an asset cannot exceed its depreciation value (cost
less scrap value).
Distinction between depreciation, depletion, obsolescence, amortisation
and fluctuation:
According to ICAI depreciation is a wider term and includes depletion
and amortisation. Depletion refers to fall in value of tangible wasting assets
like coal mines timber reserves, oil reserves. Amortisation refers to fall in the
value of intangible assets like goodwill, patents, copyright, trademarks etc.
Obsolescence Occurs when an asset becomes out of date or it goes out of
use due to new or improved technology or invention. Due to technological
change, the use of an asset may not remain commercially viable. In this case,
decline in the value of asset is not due to physical deterioration but due to
new invention or improved technology.
Reasons for charging depreciation or objects of charging depreciation:
1. To allocate depreciable cost: The amount invested on fixed asset used
in business is a cost to be recovered from the business over the useful life
of the asset. Depreciation means the cost of the fixed asset used up in the
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period. This must be treated as cost or expense of the business and debited
to Profit & Loss Account.
2.
To ascertain true and fair Profit or Loss: Depreciation of fixed assets
used in a business is a business expense like other business expenses
such as salaries, rent etc. As other business expenses are charged to Profit
& Loss Account, depreciation on fixed asset should be charged to Profit
and Loss Account. If it is not charged to P & L A/c, the P & L A/c will not
show true Profit or Loss of the business.
3) To show correct financial position: If depreciation is not charged on
fixed assets, the values of fixed assets will be over-stated and the balance
sheet will not reflect the true financial condition.
4) To Provide funds for replacement: Depreciation is non-cash expense.
The amount debited in Profit and Loss Account is retained in business.
No payment is made like other expenses. This will accumulate year after
year. At the time of replacement, funds will be available. Funds generated
by sale of goods are retained in the business by charging depreciation.
5)
To compute tax liability: Depreciation is a chargeable expense from
Income-tax point of view. By calculating depreciation as per tax laws
and charging it to Profit & Loss Account, will result in less tax liability.
Causes of depreciation
1) Wear and tear due to constant use.
2) Efflux of time. Some assets have a fixed period of legal life such as lease,
patent rights etc. On the expiry of the life the assets will cease to exist.
3) Obsolescence. An old machinery, though in good condition may become
obsolete due to introduction of a new machinery which produces more
than the old machinery.
4) Exhaustion.
Basic factors or basis of providing depreciation:
1) The original cost of the asset.
2) The estimated working life of the asset.
3) The estimated residual or scrap value of the asset at the end of its estimated
life.
Accounting Standard - 6 Depreciation
The standard applies to all depreciable assets except the following
items to which special considerations apply.
a) forests, plantations and similar regenerative natural resources;
b) wasting assets including expenditure on minerals, oils, natural gas etc.
c) f expenditure on research and development;
d) goodwill e) livestock f) land
Definitions:
1) Depreciation is a measure of the wearing out consumption or other
loss of value of a depreciable asset arising from use, effluxion of time

‘of “sets whose usefu! life is pre-

determined.
DePr:X”e
™re fean one aceountmg period;
i)
__i„ nf
ii) have ai limited useful life; and
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The statute governing an enterprise may provide the basis for
computation of the depreciation. For example, the Companies Act, lays
down the rates of depreciation in respect of various assets.
Where depreciable assets are disposed of, discarded, demolished or
destroyed, the net surplus or deficiency, if material, should be disclosed
separately.
The method of providing depreciation is to be applied consistently.
A change from one method to another is made only if the adoption of new
method is required by statute or for compliance of an accounting standard
or if it is considered that the change would result in more appropriate
preparation or presentation of the financial statements of the enterprise.
Such a change is treated as change in Accounting policy and its effect is
quantified and disclosed.
If a change in the method of depreciation is made, depreciation should
be recalculated in accordance with the new method from the date of asset
coming into use. The deficiency or surplus arising from retrospective
recomputation of depreciation in accordance with the new method should
be adjusted in the profit and loss account in the year in which the method
of depreciation is changed.
Disclosure: The following information should be disclosed in the financial
statements:
i) The historical cost or other amount substituted for historical cost of
each class of depreciable assets.
ii) Total depreciation for the period for each class of assets and
iii) The related accumulated depreciation
iv) Depreciation method used
v) Depreciation rates or useful lives of the assets, if they are different from
the principal rates specified in the statute governing the enterprise.
Methods of providing depreciation
There are different methods of providing depreciation. The main methods
are discussed below.
1. Fixed Instalment Method
it is also called as Fixed Percentage on Original Cost or Equal Instalments
Method or Straight Line Method. Under this method a fixed percentage on
original cost of the asset is written off every year so as to reduce the asset
account to nil or its scrap value at the end of the estimated life of the asset. It
is calculated as.
f
Cost - Estimated Scrap Value
Estimated life of the asset
It may also be expressed as a fixed percentage of the original cost. While
calculating depreciation for a particular year the period for which the asset is
used in the year concerned should also be taken into account.
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Suppose an asset is purchased for ? 1,10,000, it has an estimated life of 10
years and its estimated scrap value after 10 years is ? 10,000, then annual
depreciation will be:
1,10,000 - 10,000 _ | q qoq
10
If in the first year, the asset is used for six months, then depreciation charge
at the end of first year will be ? 5,000
Advantages:
1) It is simple to calculate and easy to understand.
2) Under this method, the asset can be written down to zero, i.e. asset can be
completely written off over the period of its useful life.
Disadvantages:
1) The burden of Profit and Loss Account in respect of depreciation and
repairs on an asset is not uniform from year to year. This is because,
though the amount of depreciation will be constant year after year, the
amount of repairs will go on increasing as the asset becomes older.
2) If an additional asset is acquired, the amount to be charged as
depreciation has to be recalculated.
3) It ignores the interest on the money invested on the purchase of the asset.
4) It does not provide for replacement of the asset at the end of useful life.
5) It is based on wrong assumption that the asset will have same utility in
different accounting years. Efficiency and usefulness of an asset reduces
with passage of time.
Suitability:
1) Where the life time and scrap value of the asset can be estimated
accurately.
2) Where the repairs and renewals are more or less uniform or comparatively
small.
This method is suitable in case of assets like patents, short lease and
Furniture. This method is not suitable in case of Plant and Machinery.

Diminishing Balance Method
This is also called as 'Written Down Value Method' or 'Reducing Instalment
Method'. Under this method depreciation is charged at a fixed rate on the
reducing balance of the asset every year. For example, if the cost of an asset is
t 1,00,000 and if the rate of depreciation is 10% per annum then in the first
year the depreciation will be 10% on ? 1,00,000 i.e. ? 10,000; in the second
year 10% on T 90,000 (? 1,00,000 - ? 10,000) i.e. 9,000 and in the third year
10% on ? 81,000 (? 90,000 - ? 9,000) i.e. t 8,100. Though the percentage at
which depreciation is charged remains fixed, the amount of depreciation goes
on decreasing year after year.
Formula for calculating the rate of depreciation is as follows:
Rate of Depreciation =
2.

1 _n

u„

/ Residual Value

v'c^F7^TXI00

When n - number of years of asset's life.
Advantages:

years, the amount of depreciation will he

year' In the earlier
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asset cannot be compk’teVwrittenoff
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‘° Zero’ie'

It ignores interest on the money invested on the asset

to be applied 'Iwtyyear1

l° CaIculate the Percentage of depreciation

Suitability:
This melhod can be appbed to Piaui and Machineiy where

Accounting Treatment:
When the asset is purchased:
Asset A/c
Dr.
To Bank
2.
second hand malhin^hould ahoVch'^d11'11^1’61’868 incurred on
entry is:
3lS0 be charSed to the asset account. The

Asset A/c
Dr.
To Bank A/c
3. For providing depreciation at the end of the year
Depreciation Account
p.
To Asset Account
s'”e'of'tt.?™" “
dePrecii“i<» should be
calculated upto the date of
sale of the asset.
4. F°r
Proft “d Loss Acoow
Profit and Loss Account
Dr.
„
To Depreciation Account
5.
&"'”lisedon,hesafe»f-«
To Asset Account
6. For the loss on sale of Asset
Profit and Loss Account
To Asset Account

Dr.

Dr.
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Note: 1. The above entry will be reversed in case of profit.
2. Loss or Profit on sale of asset is to be ascertained by finding the
difference between the book value of the asset on the date of sale
and the amount realised from, the sale of asset.
Illustration: 1
A Company purchased a second-hand machinery on 1st January 2010 tor
? 34,000 and immediately spent for its repairs and erections ? 6,000. On 1st
October 2010, it purchased another machine for ? 20,000 and on 1st April
2011 it sold off the first machine (Purchased on 1st January 2010) for ? 32,000.
On the same date it purchases a new machine for ? 50,000. On 1st July 2012 it
bought a new machine for ? 20,000. On the same date it sold the second
machine purchased on 1st October 2010 for ? 17,500. Depreciation was charged
at 10% on the original cost and accounts were closed on 31st December every
year.
Prepare Machinery Account from 2010 to 2012
Solution:
Cr.
Account
2010
2010
Dec.31 By Depreciation A/c
Jan. 1 To Bank
on 40,000 for
(cost of
one year
4,000
34,000
Machine)
on
20,000
for
" Bank
3 months
500 4,500
(Repairs and
6,000
erection)
Oct 1 " Bank
If
55,500
Balance c/d
(Cost of Second
20,000
machine)
60,000
60,000
2011
2011
32,000
55,000 Apr.l By Bank
Jan. 1 To Balance b/d
(Sale
proceeds
50,000
Apr.l To Bank
of first machine)
(cost of third
II
1,000
" Depreciation A/c
machine)
(on 40,000 for
3 months)
II
3,000
Profit & Loss A/c
(Loss on Sale
of machine)
Dec.3 By Depreciation
on 20,000
for one year 2,000
on 50,000
9 months
3,750 5,750
63,750
Dec.3 " Balance c/d
105500
105500

E-22

2012
Jan. 1 To Balance b/d
Julyl " Bank
(cost of fourth
machine)
" Profit &
Loss A/c
(Profit on
sale of
second
machine)

63,750

20,000
1,000

2012
Julyl

By Bank
17,500
(sale of second
machine)
Depreciation
1,000
(on 20,000 for
6 months)
Dec.31 " Depreciation
on 50,000 for
one year
5,000
on 20,000 for
6 months
1,000 6,000
" Balance b/d
60,250
84,750

84,750
2013
)
Jan
To Balance b/d
60,250
Working Notes:
1. Loss on Sale of machinery in 2011
Cost of machine
40,000
Less depreciation charged:
2010
4,000
2011
1,000
5,000
Book Value on the date of sale
35,000
Less sale proceeds
32,000
Loss on sale of machine
3,000
2. Profit on sale of machinery in 2012
Cost of the machine
20,000
Less Depreciation charged:
2010
500
2011
2,000
2012
1,000
3,500
Book Value on the date of Sale =
16,500
Sale Proceeds
17 599
Less Book Value
16 500
Profit on Sale
[ 999
Accounting treatment when Provision for Depreciation Account is
maintained.
Under this method a separate account called 'Provision for Depreciation'
is maintained. The entry for providing depreciation will be:
Depreciation A/c
Dr.
To Provision for Depreciation A/c
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Under this method, asset account appears at the original cost of the asset
and depreciation written off every year is accumulated in a separate account
called 'Provision for Depreciation A/c'. In Balance Sheet the asset account
will appear at original cost less Provision for Depreciation (accumulated
depreciation) on the assets side. Alternatively, Asset Account could be shown
at original cost on the assets side and provision for Depreciation Account on
the liabilities side. If the asset is sold, the credit balance in the Provision for
Depreciation Account will be transferred to the credit side of Asset Account
and then Profit or Loss on the sale of asset will be ascertained.
Change in method of Depreciation
A firm may change the method of charging the depreciation from Straight
Line Method to Diminishing Balance Method or Vice-Versa. In such a case,
the change may be made with immediate effect or with retrospective effect. If
the Change of method is to be implemented with immediate effect, the
treatment is very simple. As on the date of change, the written down value of
the asset and the remaining life of the asset is ascertained and the depreciation
is charged according to new method of depreciation. No adjustment is made
in respect of depreciation charged upto the date of change.
If the method of depreciation is to be changed with retrospective effect
then the following procedure is to be adopted.
1. Calculate total depreciation from the date of retrospective effect to the
date of change according to new method.
2. Calculate the total depreciation according to the old method.
3. Find the difference between the two, and if the depreciation according to
new method is greater than that of old method, then adjust the same by
passing the following entry.
Profit & Loss Adjustment A/c
Dr.
To Asset
Note: If the total depreciation according to new method is less than that of
old method, the above entry should be reversed.
Illustration: 2
Good Luck Ltd purchased on Is* January 2008 certain machinery for
? 1,94,000 and spent ? 6,000 on its erection. On 1st July 2008 additional
machinery costing ? 1,00,000 was purchased. On 1st July 2010 the machinery
purchased on 1st January 2008 has been auctioned for ? 1,00,000 and on the
same date, new machinery was purchased at a cost of ? 1,50,000. Depreciation
was provided annually on 31st December at the rate of 10% P.A. on the
original cost. No depreciation need be charged during the year of sale of
machinery for that part of the year when the machine was used. In 2012,
however, the company has changed the method of depreciation to written
down value method at the rate of 15% from the straight line method. Show the
Machinery Account for the five year period from 2008 to 2012.
(B.Com., Osmania)
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Solution:
Dr.
Date Particulars

Machinery Account
Amount

Date

Particulars

Cr.

Amount

2008
2008
Jan.l To Bank
Dec.31 By Depreciation B/c
(Purchase of
machine)
1,94,000
(20,000 + 5,000) 25,000
II
" Bank (erection
Charges
6,000
Julyl " Bank (Second
machine)
1,00,000 II
" Balance c/d
2,75,000
3,00,000
3,00,000
2009 To Balance b/d
2,75,000 2009
Jan.l
Dec.31 By Depreciation A/c
(20,000 + 10,000)
30,000
" Balance c/d
2,45,000
2,75,000
2,75,000
2010
2010
Jan.l To Balance b/d
2,45,000 Julyl By Bank-sale
Julyl " Bank-IIIrd
1,50,000
of first machine 1,00,000
machine
" Profit & Loss A/c 60,000
Loss on sale of
machine
Dec 31 " Depreciation A/c
(10,000 + 7,500)
17,500
" Balance c/d
2,17,500
3,95,000
3,95,000
2011 To Balance b/d
2,17,000 2011
By Depreciation A/c 25,000
Jan.l
Dec.31
(10,000 + 15,000)
II
" Balance c/d
1,92,500
2,17,000
2,17,000
2012
2012
Jan.l To Balance b/d
1,92,500 Dec.31 By Depreciation A/c
(15% on 1,92,500) 28,875
II
' Balance c/d
1,63,625
1,92,500
1,92,500
2013
Jan.l To Balance b/d
1,63,625
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(Only Straight Line Method and Diminishing Balance Methods are
included in Common Core Syllabus)

3. Annuity Method
This method is based on the principle that when an asset is used in a
business, the total loss of the business during the life of the asset is not only
the original cost of the asset, but also the interest on the amount invested in
acquiring the asset. Therefore, under this method, not only the original cost of
the asset, but also the interest on the money invested in the asset is written off
as depreciation over the life time of the asset.
In this method, definition of cost (or depreciable amount) is changed. The
depreciable amount is original cost (plus installation charges, if any) plus
loss on interest on the unexpired balance of the asset every year. The total
depreciation charged to profit and loss account is more than cost of the asset.
Every year asset Account is debited and interest Account credited at fixed
rate on the opening balance of the asset. The Interest credited will not be
constant or fixed every year. Depreciation is charged on the asset every year
by debiting depreciation account and crediting asset account. The amount of
depreciation to be charged every year will be fixed or constant. It is to be
ascertained on the basis of annuity Table. The amount of depreciation depends
upon the rate of interest and the period over which asset is to be written off.
The amount of depreciation is so adjusted that at the end of the working life
of the asset its book value is reduced to zero or its scrap value, if any.
4. Depreciation fund Method or Sinking Fund Method
Under this method not only depreciation is charged on the asset, but
provision is also made for the purchase of a new asset at the end of the life of
the old asset. The amount written off as 'Depreciation' every year is kept aside
and invested in easily realisable securities. The interest received on the
securities is also invested. Thus the securities accumulate at compound interest.
At the end of the life of the old asset the securities are sold and a new asset is
purchased with the sale proceeds. The amount of depreciation to be provided
every year is constant or fixed. It is to be ascertained with reference to sinking
fund tables.
The asset is shown in the Balance Sheet, every year, at its original value.
Sinking Fund is shown on the liabilities side and Sinking Fund Investments is
shown on the Assets side of the Balance Sheet.
5. Insurance Policy Method: This method is similar to the Depreciation
Fund method, the difference being that instead of purchasing investments
an insurance policy is taken which will fetch at the end of the fixed
period the required amount. Premiums have to be paid at the beginning
of the year. No entry is made for interest, as interest will not be received
from insurance company.
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6.
Remaining life of the asset
(including current year)
Depreciation =_____
„ „.
~
------------- x Cost of the Asset
Sum of Digit of the life of
the asset in years
7. Rjaluatmn Method: Under this method the assets are revalued at the
end of the accounting year and the difference between the closing and
openmg value is treated as depreciation. This method is used in case of
bottles, corks, loose tools, live stock etc
8. Depteta Method: This method is „sed „
[h, ' “
“'a,,l“n ,s calculated by dividing the cost of the mine by
the total quantity of the minerals expected to be available
9. Machine Hour Rate Method: Under this method the life of the machine

diUd
m
°
rS' H°Urly rate °f dePreciat'on is worked out by
the maeh
° the™achine bVthe total number of hours for which
the machine is expected to be used. Depreciation to be written off in a
year is ascertained by multiplying the hourly rate of depreciation by the
number of hours the machine actually runs in the year.
method,ICef°f SUit)ab,e]method of depreciation: After discussing the above
methods of providing depreciation, it is not possible to say that a particular
method is best and should be applied by every concern. Each method has its
own merits and demerits. Suitability of every method is relative Ld Z
Z“"
- - -—£

Straight line method is suitable for buildings and Lease etc Reducinu
dZlX^tho^ C3n
aPP1'ed f°r machiner* Plant and equipment etc.
depletion Method is appropriate for wasting assets like mines quarries and
follmved^IfD SSetS
^valuabon method is
followed. If Depreciation fund Method or Insurance Policy method is followed
nds will be available for purchase of new asset, but amount has to be invested
outside business which may create working capital problem
SHORT ANSWER QUESTIONS
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Instalment system. Show the Machinery Account for 3 years assuming
that the books are closed on 31st December every year.
3. A truck was purchased for ? 80,000. The life of the truck is estimated at
10 years and the residual value at ?15,000. Calculate the amount of
depreciation to be provided according to be Straight Line Method.
4. Calculate the amount of annual depreciation for three years by
(i) reducing balance method and by (ii) straight line method.
(1) Cost of machinery - ? 20,000 (2) Expected life - 3 years (3) Rate of
depreciation 33 73 % (4) Scrap value ? 2,000.
(B.Com., Osm.) (Ans. Depreciation according to Reducing balance method
first year ?6,667, Second year ? 4,444 and Third year ?2,963.
Depreciation according to Straight line method ?6,000 each year).
5. An asset is purchased for ? 50,000. Depreciation is to be provided annually
according to straight line method. The life of the asset is 10 years and the
residual value is ? 10,000. You are required to find out the annual amount
of depreciation and the rate of depreciation.
(Ans. Annual amount of depreciation is f4,000)
6. A machine was purchased on 1st January 2011 Depreciation was written
off at 10 percent per annum on diminishing balance method. At the end
of 2013 the depreciated value of asset ? 72,900. Find the cost price of the
asset.
(Ans. f1,00,000)

PROBLEMS
1.

2.

3.

On July 1, 2009 Granites Ltd. Purchased second hand machine for
? 40,000 and reconditioned the same by spending ? 6,000. On January
2010 a new machine was purchased for ? 24,000. On June 30,2011 the
machine purchased on January 1,2010 was sold for ? 16,000 and another
machine was instaled at a cost of ? 30,000.
The company writes off 10% on original cost every year on March 31.
Show the machinery account update.
(B.Com., Osm.,) (Balance ?61,100)
Rajesh purchased a second hand machine for ? 18,000 on 1st April, 2010.
He spent ? 2,000 on its overhaul and installation. Depreciation is written
off at 10 per cent per annum on the original cost. On 30th June 2013 the
machine was found to be unsuitable and sold for ? 4,000 Prepare the
Machine account from 2010 to 2013 assuming that the account are closed
on 31st December every year.
A firm purchased on 1st January 2010 certain Mill Machinery for ? 40,000.
On 1st July 2010 additional machinery costing ? 20,000 was acquired.
On Is1 October 2012 the machinery acquired on 1st January 2010 was
sold for ? 25,000 and on the same day new machinery was purchased
costing ? 38,000. Assuming that 10% depreciation is charged under
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diminishing balance method, show machinery account upto 31st
December 2013.
(B.Com. SKD) (Ans. Balance in Machinery account 31.12.2013 ?42,476)
4. Tick Tick Company purchased second-hand machinery on 1st January
2000 for ? 12,000 and immediately spent ? 8,000 on overhauling. On
July 1, 2000 additional plant costing ? 10,000 was purchased. On July 1,
2002 the machinery acquired on 1st January 2000 having become obsolete
was sold off for ? 4,000. On the same date another machinery was
purchased at a cost of ? 24,000.
Depreciation was provided annually on 31st December at the rate of 10%
per annum on the original cost of the machine.
Show the machinery account as it appeared at the end of each year from
January 2000 to 31st December, 2005.
(Balance on 31s' December, 2005 ?20,100)
5. On July 1st, 2001 A Company Ltd. purchased a second hand machinery
for ? 20,000 and spent ? 3,000 on reconditioning and installing it. On
January 1, 2002 the firm purchased another machinery for ? 12,000. On
June 30, 2003 the machinery purchased on January 1, 2002 was sold for
? 8,000 and on July 1, 2003 a fresh plant was installed at a cost of
? 15,000.
The Company writes off 10% depreciation on the original cost. The
accounts are closed every on 31s' March.
Show the Machinery account for the year ending 31sl March 2004
(Ans. Balance in Machinery Account ?30,550)
6. On 1-14-1999 Sun Ltd. Purchased a plant for ? 10,00,000. On
1-10-1999 additional plant was purchased for? 5,00,000. On 1-10-2000
the plant purchased on 1-4-1999 was sold for ? 4,00,000. On
1-10-2001, a new plant was purchased for ? 12,00,000 and the plant
purchased on 1-10-1999 was sold for ? 4,20,000 on the same date.
Depreciation is to be provided at 10% PA on written down value on 31st
March every year. Prepare the plant account for 3 years ended 31st March,
2002.
(B.Com. Osm. (Ans. Balance ? 11,40,000)
7. X Ltd. purchased a machine on 1-1-2002 for ? 1,16,000 and spent
? 4,000 for instalation. On 1-7-2002 another machine costing ? 40,000
was purchased. On 1-1-2004 the machine purchased on 1-1-2002 was
sold for ? 57,200 and a new machine was purchased for ? 80,000 and
installed on the same date by paying ? 20,000. Show the machinery
^account charging depreciation @ 10% P.A. on written down value

method for 4 years. Assume the books are closed every year on 31st
December.
(B.Com. Osm.) (Balance ?1,08,702)
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8.

Mr. Arun pruchased a machine on 1-1-2004 for ? 2,00,000, paid customs
duty and freight ? 50,000 and incurred erection charges ? 50,000. He
purchased another machine on 1-7-2004 for ? 1,00,000 on 1-7-2006, he
sold 1 /3rd of the first machine for ? 45,000 and purchased another machine
for ? 65,000. Depreciation is provided by him @ 25% P.A. on straight
))D£ IJlSlM,
that the books are closed every year on 31st
Mlt?
Jav ar
iooks

are c/osea every year on i

December prepare machinery account for the years 2004 to 2007.
K

i iiiuvilllivi J VVuVlll^ x

^\J\J y\J\J\J . IL pill vllUOVU X 111 111 VI llldVlllllVl J

on 1st October 2014 costing ? 2,00,000. On 1st January 2006 one-third of
the machinery installed on 1st April 2004 became obsolete and was sold
for ? 30,000.
Depreciation is being written off on fixed instalment system at 10% per
annum. Prepare Machinery Account as would appear in the ledger of the
company for the years 2004 to 2006.
(B.Com., Osm (Ans : Balance Rs. 3,00,000)
10. Orange Transport Company purchased 10 Trucks at ? 4,50,000 each on
1st April 2009. On Is* October, 2011 one of the truck is involved in an
accident and is completely destroyed t 2,70,000 is received from the
Insurance Company in full settlement, on the same date another truck is
purchased by the company for the sum of ? 5,00,000. The Company
writes off 20% p.a on the original cost and observes Calender year as its
financial year. Prepare the Motor Trucks Account for three years.
(Ans : Balance f22,97500)
11. Mr. Srinu purchased a machine on 1-1-2007 for ? 5,00,000 paid freight
and insurance ? 50,000 and incurred installation charges ? 50,0000. He
purchased another machine on 1-7-2007 for ? 2,00,000. On 1-7-2009
he sold 1/2 of the first machine for ? 1,90,000 and purchased another
machine for ? 1,00,000. Depreciation is provided by him @ 25% p.a. on
straight line method. Assuming that the books are closed every year on
31s* December, prepare machinery account for the years 2007 to 2011.
(B.Com. Osm) (Balance ? 37,500)
12. On 1st July 2006, Vishal repurchased a machinery for ? 40,000 on 31st
October 2008, l/4th of the machinery which was purchased on 1st July
2006, was sold for T 5,600 as it became obselence. On the same day the
company purchased another machinery for ? 15,000. Assuming the rate
of depreciation at 10% p.a. on diminishing balance method. Prepare
machinery account for the year ended 31st December, 2009. Company
always closes its books of accounts every 31st December of the year.
(B.Com. Rayalseema Balance ? 37,710)
Hint: Loss or sale of Machine ? 2,237
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Mr. Arun pruchased a machine on 1 -1 -2004 for ? 2,00,000, paid customs
duty and freight T 50,000 and incurred erection charges ? 50,000. He
purchased another machine on 1-7-2004 for ? 1,00,000 on 1-7-2006, he
sold 1 /3rd of the first machine for ? 45,000 and purchased another machine
for ? 65,000. Depreciation is provided by him @ 25% P.A. on straight
line method. Assuming that the books are closed every year on 31st
December prepare machinery account for the years 2004 to 2007.
(B.Com. Osm) (Ans. Balance ?1,03,125)
9. A Company whose accounting year is calendar year, Purchased on 1st
April 2004 machinery costing ? 3,00,000. It purchased further machinery
on Is' October 2014 costing ? 2,00,000. On 1st January 2006 one-third of
the machinery installed on Is1 April 2004 became obsolete and was sold
for ? 30,000.
Depreciation is being written off on fixed instalment system at 10% per
annum. Prepare Machinery Account as would appear in the ledger of the
company for the years 2004 to 2006.
(B.Com., Osm (Ans: Balance Rs. 3,00,000)
10. Orange Transport Company purchased 10 Trucks at ? 4,50,000 each on
1st April 2009. On Is' October, 2011 one of the truck is involved in an
accident and is completely destroyed ? 2,70,000 is received from the
Insurance Company in full settlement, on the same date another truck is
purchased by the company for the sum of ? 5,00,000. The Company
writes off 20% p.a on the original cost and observes Calender year as its
financial year. Prepare the Motor Trucks Account for three years.
(Ans : Balance f22,97500)
11. Mr. Srinu purchased a machine on 1-1-2007 for ? 5,00,000 paid freight
and insurance ? 50,000 and incurred installation charges ? 50,0000. He
purchased another machine on 1-7-2007 for ? 2,00,000. On 1-7-2009
he sold 1/2 of the first machine for ? 1,90,000 and purchased another
machine for? 1,00,000. Depreciation is provided by him @ 25% p.a. on
straight line method. Assuming that the books are closed every year on
31st December, prepare machinery account for the years 2007 to 2011.
(B.Com. Osm) (Balance ? 37,500)
12. On 1st July 2006, Vishal repurchased a machinery for ? 40,000 on 31s1
October 2008, l/4th of the machinery which was purchased on 1st July
2006, was sold for ? 5,600 as it became obselence. On the same day the
company purchased another machinery for ? 15,000. Assuming the rate
of depreciation at 10% p.a. on diminishing balance method. Prepare
machinery account for the year ended 31st December, 2009. Company
always closes its books of accounts every 31st December of the year.
(B.Com. Rayalseema Balance ? 37,710)
Hint: Loss or sale of Machine t 2,237
8.
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13. A Transport Company purchased 5 trucks at ? 2,00,000 each on April 1,
2007. The company observes calender year as its accounting year.
On Octobenr 1, 2009 one of the trucks is involved in an accident and is
completely destroyed. Insurance Company pays ? 90,000 in full
settlement of the claim. On the same day the company purchases an used
truck for ? 1,00,000 and spends ? 20,000 on its overhauling. Prepare
Truck Account for the three years ending on December, 2010 if the
company writes off depreciation @ 20% per annum on original cost
method.
(B.Com. Nagarjuna) (Balance f 4,74,000)
14. Charan & Co., bought a machinery for ? 4,80,000 on 1-1-2005. They
depreciated the same at 10% under written down value method.
On 31-12-2008 they wanted to change the method of depreciation from
diminishing balance method to straight line method with retrospective
effect without changing the rate. Show the asset account from 2005 to
2009. The accounts are closed on 31st Deember of every year.
(B.Com. Osm.) (Balance f 2,40,000)
15. A Company bought a second-hand machine on 1.1.2003 for ? 37,000
and immediately spent ? 2,000 on its repairs and ? 1,000 on its erection.
On 1.7.04 it purchased another machine for ? 10,000 and on 1st July
2005 it sold off the first machine for ? 28,000 and bought an another one
for ? 25,000. On 1st July 2006 the second machine was also sold off for
2,000.
Depreciation was provided on Machinery @ 10% p.a. on the original
cost annually on 31st December. In 2004 however the company changed
the method of providing depreciation and adopted the written down
value method with a rate of depreciation at 15% p.a.
Prepare the Machinery account for four years commencing from the
acquisition of the first machine.
(Ans. Balance f19,656)

(
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FINAL ACCOUNTS
One of the main objects of maintaining accounts is to find out the Profit or
loss made by the business during a period and to ascertain the financial
position of the business as on a given date. In order to know the Profit or Loss
made by the business Trading and Profit and Loss Account is prepared. The
position of the business on the last date of the financial year will be revealed
by the Balance Sheet. The Trading and Profit and Loss Account and Balance
Sheet prepared by the businesman at the end of the trading period are called
'Final Accounts'. They are called 'Final Accounts' due to the following reasons:
1) They are prepared Finally, i.e. after the books of Accounts are closed and
trial balance is extracted.
2) They are prepared at the end of the Trading Period.
3) They show the Final results of a business.
Before discussing the preparation of final accounts, it is necessary to know
the distinction between capital and revenue items. This distinction is necessary
because revenue items are shown in the Trading and Profit and Loss Account
and capital items are shown in the Balance Sheet.
Capital Expenditure
Capital expenditure is that expenditure which results in the acquisition of
an asset or which results in an increase in the earning capacity or which gives
some other advantage to the firm. In brief, if the benefits of an expenditure are
expected to accrue for a long time, it is called capital expenditure. Examples
of capital expenditure are:expenditure for the acquisition of land, building,
machinery etc.
Revenue Expenditure
Any item of expenditure whose benefit expires within the year or
expenditure which merely seeks to maintain the business or to keep assets in
good working condition is revenue expenditure. Examples are expenses
incurred in the normal course of business such as expenses of administration,
expenditure incurred in manufacturing and selling goods etc.
Deferred revenue expenditure
A heavy expenditure of revenue nature incurred for getting benefits over
a period of years is called deferred revenue expenditure. Preliminary expenses,
exceptionally heavy repairs, heavy advertisement, expenditure incurred in
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moving the business to a more convenient place etc., are-regarded as deferred
revenue expenditure. They are spread over a period of three to five years.
Every year, a part of such expenditure is charged to Profit and Loss Account
and unwritten off portion is shown in Balance Sheet till it is completely
written off.
Capital and Revenue Receipts
Amount realised by way of loan, sale of permanent or fixed assets etc is
capital receipt. Amount realised on the sale of goods in which the proprietor
deals, interest on investments etc. are revenue receipts.
For the purpose of preparation of Final Accounts, business establishments
have been classified into (a) Trading concerns and (b) Manufacturing concerns.
Trading concerns are those which purchase the finished goods from market
and sell it at profit. They do not exercise any manufacturing activity. Such
concerns prepare Trading Account, Profit and Loss Account and Balance
Sheet. The manufacturing concerns are those who purchase raw-materials and
manufacture certain goods. Such concerns prepare Manufacturing Account
in addition to Trading and Profit and Loss Account.

Trading Account

Trading Account is prepared mainly to know the 'Profitability' of the goods
bought and sold by the businessman. It shows the result of trading i.e. buying
and selling of goods called 'Gross Profit or Gross Loss'.
The difference between the sales and cost of goods sold is Gross Profit or
Gross Loss. Cost of the goods sold is ascertained by adding Opening Stock,
Purchases, direct expenses for purchase of goods and deducting there from
closing stock of the goods. In trading Account, in addition to opening stock
and purchases, all other expenses incurred in bringing the goods to the godown
of the firm and making them ready for sale are charged. The general rule is that
this account is debited, with all expenses incurred in bringing the goods to
their present location and condition. However, administrative, selling and
distribution and financial expenses are not taken in Trading Account.
Trading Account is prepared in T form, just like any other account except
that Date and Journal Folio Columns are not provided. As the Trading Account
shows the results of operations over a period, the heading will be "Trading
Account for the year (or period) ended............"
Opening Stock, purchases and other Direct Expenses are taken on the
Debit side and Sales and Closing Stock are taken on the credit side. The
balance between the two sides is Gross Profit or Gross Loss. The excess of
credit side over Debit side is called 'Gross Profit' and the excess of Debit side
over credit side is called 'Gross Loss'. 'Gross Profit' or 'Gross Loss' is transferred
to Profit and Loss Account. The Format of Trading Account is given below.
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Trading Account for the year ended.........
Dr.
To Opening Stock
fl
Purchases
xx
Less: returns
xx
II
Carriage Inwards
(or Carriage on Purchases)
I!
Freight, Duty and
Clearing Charges
II
Direct, Productive
or Manufacturing Wages
fl
Excise Duty, Octroi
II
Factory Rent & Insurance
II
Motive Power
1!
Coal, Gas & Water
II
Factory Lighting
II
Factory Expenses
II
Gross Profit transferred
to Profit & Loss A/c

Cr.
XX

XX

XX

xx
By Sales
Less: returns xx
If
Closing Stock
II
Gross Loss
(if any) transferred
H
to Profit & Loss A/c

XX
XX

XX

XX

XX

XX
XX
XX

XX

XX

XX

XX

Trading Account Items
DEBIT SIDE
1. Opening Stock: This is the stock of goods at the beginning of the year.
This item will be given in Trial Balance. This item is shown as first item
on the debit side of the Trading Account.
2. Purchases: The purchases Account appears in Trial Balance and shows
the total purchases of goods, both cash and credit, made during the
accounting period. In respect of purchases the following points should
be noted.
i) Purchase of capital assets should not be included in purchases. If it is
already included in purchases, it should be deducted.
ii) If the goods are purchased for personal use of the proprietor and
included in purchases, then it should be excluded.
iii) Goods received on consignment, or on Approval or on hire purchase
then these goods should be excluded from purchases.
iv) Purchases Returns should be deducted from purchases on the debit
side and net amount should be shown in outer column.
3. Freight, Carriage Inwards: It is the expenditure incurred for bringing
the goods to the godown and should be debited to Trading Account.
However if freight or carriage is paid on the purchase of any asset like
Machinery, it should be added to the cost of the asset and not debited to
Trading Account.
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Manufacturing or productive or Direct Wages: These are the wages
paid to the workers for manufacturing the goods or for making them in
saleable condition. Such wages should be debited to Trading Account.
If unproductive or Indirect Wages are given in trial balance, then such
wages should not be taken in Trading Account, but should be taken in
Profit and Loss Account. If it is not stated whether wages are direct or
indirect, then it should be assumed as direct and taken in Trading Account.
Import Duty / Customs Duty / Excise Duty:
Customs Duty is levied on the goods imported and exported, Excise Duty
is imposed on goods produced in the country. If customs Duty or Duty on
purchases in given in trial balance, it should be debited to Trading Account.
Dock Dues and Clearing Charges: These are expenses paid to Dock
Authorities to take delivery of imported goods and should be debited to
Trading A/c.
Octroi: When goods are purchased within certain municipal limits, generally
Octori duty has to be paid. It is debited to Trading Account.
Fuel and Power: Coal used in the boiler or electricity consumed to run the
machines will be included under this item and should be debited to Trading
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Factory Rent and Rates: The rent paid for factory premises and Municipal
taxes (which are called Rates) or charges for water etc should be debited to
trading A/c.
Factory Lighting: Electricity charges for providing lighting in the Factory
to run fans should be debited to Trading Account
CREDIT SIDE:
Sales: Sales Account will show credit balance in Trial Balance. Sales include
both cash and credit sales. From sales, sales Returns showing debit balance,
should be deducted and net amount should be shown in outer column. Goods
sold on approval should not be included in sales, but included in closing
stock at-cost.
Closing Stock: It is the value of goods which remain unsold at the end of the
year. At the end of the accounting period, a list of all unsold goods is prepared,
counted or weighted as the case may be, value attached to each item and total
' alue is ascertained. Closing Stock is valued at cost price or market price,
whichever is less. Closing stock is generally not given as an item of trial
alance, but recorded in the books by passing an adjustment entry.
Profit and Loss Account
Th (^Profit and Loss Account is an account which shows the net Profit or
net loss of a business for a particular period. All indirect expenses such as
Administrative or Management expenses, Selling and Distribution Expenses,
nancial expenses and other items such as depreciation, provision etc are
taken on the debit side. Gross Profit and other items of income such as interest
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received, discount received etc. are taken on the credit side. The difference
between two sides is either Net Profit or Net Loss which is transferred to
Capital Account. Profit and Loss Account will appear as follows.
Profit and Loss Account
For the year ended............
Dr.

T
By Gross Profit b/d
To Salaries (or salaries)
"
Interest Received
and wages)
"
Discount Received
" Rent, Rates and taxes
"
Commission Received
" Lighting
"
Rent received
" Printing and Stationery
"
Miscellaneous
" Postage and Telegrams
Receipts
" Telephone charges
"
Net
loss, if any
" Legal Expenses
transferred
to
" Audit Fees
Capital
Account
" General Expenses
" Advertisement
" Traveller's Salaries
and commission
If
Packing Expenses
1!
Bad Debts
ft
Provision for Doubtful
Debts
"
Provision for Discount
on Debtors
"
Depreciation
"
Repairs and renewals
"
Discount allowed
" Carriage Outwards
" Interest on loan
" Interest on capital
"
Loss by fire or theft
" Charity
'
Net Profit transferred
to Capital Amount
Balance Sheet:
Balance Sheet is prepared to know the financial position of business on a
particular date. It is a statement which shows the assets and liabilities of a
business as on a particular date. It shows what a business owns and what it
owes. This statement is prepared from real and personal accounts left after the
nominal accounts are transferred to Trading and Profit and Loss Account.

F-6

Balance Sheet is a 'Statement' and not an 'Account'. It does not have 'Debit'
and 'Credit' sides. It is divided into two sides, i.e. left hand side and the right
hand side. The left hand side is called the liabilities side and the right hand
side is called the assets side. All the liabilities and capital are entered on the
liabilities side and all property and assets are entered on the assets side. If all
liabilities and the capital of the proprietor and all assets are property recorded
then the two sides of the Balance Sheet must tally or agree. The assets and
properties will be just equal to Capital and Liabilities because either they are
owned or financed by someone. As we have seen earlier Assets must be equal
to Liabilities and Capital, the two sides of the Balance Sheet must be equal.
One more point to be noted regarding Balance Sheet is that it is prepared as on
a particular date, usually the last date of the accounting. For this reason the
words 'as at' or 'as on' are used in case of Balance Sheet. Trading and Profit and
Loss Account is prepared for 'the year or period ending' whereas Balance
Sheet is prepared 'as on' or 'as at'.
The assets and liabilities of a business are shown in the Balance Sheet in
certain order or Form. The arrangement of the assets and liabilities in the
Balance Sheet is called 'marshalling' or grouping of assets and liabilities.
There are two usual ways in which the assets and liabilities are shown in the
Balance Sheet namely (i) in the order of liquidity and (ii) in order of
permanency. In case of first method the assets which can be easily realised are
entered. 'Liquidity' means the ease with which the assets may be converted
into cash. Similarly, the liabilities which are payable immediately or in near
future are written first and then the liabilities which are payable after somtimes
are written next. Under the second method the most permanent assets and are
not meant for sale are written first, assets which change frequently are written
next. As regards liabilities, capital and long term liabilities are shown first
and the liabilities which are immediately payable are written in the end.
Though there is no hard and fast rule regarding the order of arrangement of
assets and liabilities, it is preferable to follow the same order of arrangement
for both assets and liabilities. A specimen form of Balance Sheet (in order of
liquidity) is given below.
Balance Sheet
As on..............
Amount
Amount Assets
Liabilities

Sundry Creditors
Bills Payable
Creditors for outstanding
Expenses
Income received in
advance

Cash in hand
Cash at Bank
Outstanding Income
Investments
Bills Receivable
Sundry Debtors
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Loan on Mortgage
Bank Loan or overdraft
Reserves
Capital
Opening Balance
Add Net Profit
Add Interest on Capital
Less Drawings
Less Loss, if any

Closing Stock
Prepaid Expenses
Loose Tools
Advance given
Furniture, Fixtures
and Fittings
Patents & Trade Marks
Vehicles
Leasehold property
Land and Buildings
Plant and Machinery
Goodwill

Classification of assets and liabilities:
Assets are classified as follows:
1) Fixed Assets: Fixed assets are acquired by a business for the purpose of
providing service to the business and not held for resale in the normal
course of trading. They are acquired for use in the operation of a business
for relatively long period of time. They are used for the production of
goods and services. Land and Buildings, Furniture, Machinery etc. are
examples of fixed assets. However, if a particular item is acquired for
resale in the normal course of business, it is not included in fixed assets.
For example furniture purchased for resale by a furniture dealer is treated
as purchase of goods and not of fixed asset. Fixed assets appear in the
Balance Sheet at their historical costs less accumulated depreciation.
2) Current Assets or floating assets: Those assets which are converted into
cash in the normal course of business within a short-period are called
current assets. Cash, debtors, stock etc. are examples of current assets.
They are called 'floating assets' because they change from one form to
another.
3) Tangible assets: Tangible assets have physical identity and include
items which can be seen and touched like land and building, cash,
machinery etc.
4) Intangible assets: Intangible assets are those assets which have value
but cannot be seen or touched. They are owned and used in the operation
of business but don't have physical existence. Goodwill, patents and
trademarks etc. are examples of intangible assets.
5) Fictitious assets: They are the items appearing on assets side of balance
sheet but do not have any value. Profit and Loss A/c (Debit balance).
Discount on Issue of shares and debentures, deferred revenue expenditure
like advertisement suspense a/c etc. are examples of fictitious assets.
Strictly speaking they are not assets, but they are shown on the assets
side because they represent past losses or expenses but not yet written
off.
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Wasting Assets are those assets which are exhausted in the course of working
of business, examples : mines, quarries etc.
Liabilities are broadly classified into two categories namely current
liabilities and fixed liabilities.
Current Liabilities: They are also called 'Short Term' Liabilities. These are
the liabilities which are payable within a short period, ordinarily in a year.
Trade creditors. Bills payable, outstanding expenses etc. are examples of
current liabilities.
Fixed Liabilities: All liabilities other than current liabilities come within
this category. Liabilities which do not become due for payment in the near
future will be called fixed liabilities or long-term liabilities.
Contingent Liabilities: Contingent liability refers to an obligation to pay on
the happening or non-happening of an uncertain event. It is not an actual
liability, therefore it is not recorded in balance sheet. They appear as a footnote-to balance sheet. For example, drawer of a bill is liable for bills discounted
only when the bill is dishonoured on the due date.
Difference between Trial Balance and Balance Sheet
1) The purpose of preparing a Trial Balance is to check the arithmetical
accuracy of account books, but balance sheet is prepared to know the
financial position of the business.
2) In Trial Balance all type of accounts namely, personal, real and nominal
accounts are taken, whereas in Balance Sheet only real and personal
accounts appear.
3) Trial Balance does not contain information about net profit / loss.
However, details of capital account in the Balance Sheet provide
information about net Profit/Loss.
4) In Trial Balance, all accounts are divided into two categories, namely
accounts with debit balances and accounts with credit balances. Debit
accounts and credit accounts are listed separately. In Balance Sheet,
balances of ledger accounts are dividend into balances of assets and
liabilities. Assets are listed on one side and capital and liabilities are
shown on the other side.
5) For completing the accounting process, it is necessary to prepare Balance
Sheet, but preparation of trial balance, though desirable, is not always
necessary.
6) Trial Balance can be prepared at any stage, without making adjustments,
but balance sheet is prepared after making adjustments regarding
outstanding, prepaid incomes, expenses etc.
7) Generally trial balance does not contain closing stock, but balance sheet
does.
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8)

Normally, Balance Sheet is prepared at the end of the trading period but
trial balance is prepared very often and it may be monthly, quarterly or

half-yearly.
_ _
Sheet
Distinction between Profit & Loss Account and Balance Sheet
Profit and Loss Accountftself is an account whereas Balance Sheet is a
1)
statement of assets and liabilities.
, .
Profit and Loss Account shows the profit earned or losses suffered during
2) an accounting period. Balance sheet discloses the financial position o

3)
4)

the business as on a particular date.
.
Profit and Loss account is prepared for an accounting period, whereas
balance sheet is prepared as at the last day of the accounting period.
Accounts which are transferred to Balance Sheet do not lose their identity
X- opening balance for next penod. whereas, those .aeeoun s
which are transferred to profit and loss account are closed and cease

exist.
C1°The nommll accounts are closed by transfer to either Trading or Profit and
Loss Account as the case may be. Journal entries required to transfer he
nominal account to Trading account or Profit and Loss account are ca
'Closing entries'. These entries are as follows.
For Closing Opening stock purchases A/c. etc.
Dr.
Trading Account
To Opening stock
To Purchases
To Sales Returns
To Other direct expenses
For
closing
Sales, Purchases returns etc.
2)
Dr.
Sales Account
Dr.
Purchases Returns A/c
Dr.
Closing Stock A/c
To Trading Account
„
u
For Closing Trading Account (i.e. Transfer of Gross Profit to Profit and
3)
Loss Account)
I )r
Trading Account
LJ1To Profit and Loss Account
In case of gross loss, the above entry is reversed.
4) For closing all indirect office and selling expenses
_ T ACC
Dl.
Profit
andAppoint
Loss Account
To Indirect office and selling
expenses (individually)
5) For closing all gains and incomes
Dr.
Each Income Account
To Profit & Loss Account
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6) For closing the Profit and Loss Account
Profit and Loss Account
Dr.
To Capital Account
Note: In case of Loss, the above entry is reversed.
Adjustments
While preparing the Profit and Loss account for a particular period it is
essential that expenses, losses, incomes and gains relating only to that period
are considered. For example, if accounts are prepared for the year 2013, then
no income, gain, expenses or Loss relating 2012 or 2014 should be included
in Profit and Loss account for the year 2013.
For ascertaining the true trading result of a firm it is necessary that all
items of income and revenue expenditure pertaining to the period of accounting
must be recorded, irrespective of the fact whether they are received or not,
paid or not, received in advance or paid in advance. Apart from this there are
certain other item such as depreciation, provision for bad and doubtful debts,
interest on capital etc., which must be adjusted before the correct profit can be
ascertained. The following are some of the usual adjustments which are to be
made at the end of the accounting period.
1. Closing Stock
The unsold stock of goods remaining at the end of the accounting period
is termed as "closing stock". The adjustment entry is
Closing Stock A/c.
Dr.
To Trading Account.
The two fold effect of the above adjustment will be (1) it will appear in
Trading Account on the credit side and (2) on the assets side of the Balance
Sheet.
Sometimes Opening and closing stock are adjusted through Purchases
Account. In such a case there will not be any opening stock in Trial Balance.
Adjusted Purchases should be taken on the debit side of the Trading Account
and Closing Stock should be shown on the assets side of the Balance Sheet. In
this case closing stock will not be shown on the credit side of the Trading
Account.
2. Outstanding expenses
Expenses which have become due but not paid at the end of the financial
year are called outstanding expenses. The adjustment entry is
Expense Account
Dr.
To Outstanding Expenses A/c.
The two fold effect is (1) it will be added to the concerned expenses
account, as the case may be and (2) Outstanding Expenses will be shown on
the liabilities side of the Balance Sheet.
Outstanding Wages or Salaries etc., if given in trial balance will appear
only once, i.e., on the liabilities side of the Balance Sheet.
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3. Unexpired or prepaid expenses
Expenses which have been paid in advance i.e., whose benefit will be
available in future are called unexpired or prepaid expenses.
Adjustment Entry is:
Prepaid Expenses Account
Dr.
To Expense Account
The two fold effect of the adjustment is (1) it will be deducted from the
concerned expenses account in Profit and Loss Account and (2) shown on the
assets side of the Balance Sheet as Prepaid Expenses.
If Prepaid Insurance is given in Trial Balance, it will appear only in Balance
Sheet on the assets side.
4. Outstanding or accrued income
That income which is earned but not received during the accounting year
is called accrued income. Adjustment Entry is:
Accured Income Account
Dr.
To Income Account
The two-fold effect will be (1) it will be added to the concerned income
account in Profit and Loss Account on the credit side and (2) shown in the
Balance Sheet on the assets side as accrued income.
If Interest Receivable or Accrued Interest is given in trial balance then it
will appear only in Balance Sheet on the assets side.
5. Income received in Advance
Income received but not earned during the accounting period is called
income received in advance. Adjustment Entry is:
Income Account
Dr.
To Income Received in Advance
Account
The two fold effect is (1) it is deducted in profit and loss account on the
credit side from the concerned income account and (2) shown in balance
sheet on the liabilities side as income received in advance.
If any income received in advance is given in trial balance, then it will appear
only in Balance Sheet on the liabilities side.
6. Depreciation
Depreciation is the reduction in the value of an asset due to wear and tear,
lapse of time etc. The adjustment entry is:
Depreciation Account
Dr.
To Asset Account
The two fold effect is (1) depreciation is shown on the debit side of profit
and Loss Account and (2) it is shown as a deduction from the concerned asset
account in Balance Sheet.
If Depreciation on Machinery etc, is given in Trial Balance, then it will
appear only in Profit and Loss Account on the Debit side.
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It is advisable to ignore depreciation on addition or sale of asset if the date
of transaction is not given.
7. Interest on Capital
Sometimes interest is provided on the capital invested by the proprietor in
the business. It is treated as business expense. The adjustment entry is:
Interest on Capital A/c
Dr.
To Capital Account
The two fold effect is (1) it is shown on the debit side of Profit & Loss
account and (2) the amount of interest on capital is added to the capital on the
liabilities side.
8. Interest on Drawings
If interest on capital is charged, it is but natural that interest on drawings
should be charged to the proprietor. Interest on drawings is an income of the
business. The adjusting entry is:
Capital (or Drawings) Account
Dr.
To Interest on Drawings account
The two fold effect is (1) it will be shown as income on the credit side of
the Profit and Loss Account and (2) the amount of interest on drawings is
added to drawings, which is ultimately deducted from capital.
9. Bad Debts
Debts which are irrecoverable are called bad debts. The adjustment entry
is:
Bad Debts Account
Dr.
To Debtor's Account
The two fold effect is (1) it is shown on the debit side of Profit & Loss
Account and (ii) shown on the asset side of the Balance Sheet by way of
deduction from sundry debtors.
Bad debts given in trial balance will appear only in Profit and Loss Account
on the debit side.
10. Provision for Bad and Doubtful Debts
The object of making provision for bad debts is to bring down balance of
debtors to its true position. It is based on the principle that all anticipated
losses should be provided before arriving at correct profit. The amount of
doubtful debts is calculated either by studying the position of each debtor
individually and adding up the amount due from financially weak debtors or
by calculating it at some percentage on sundry debtors which is fixed on the
basis of past experience. It is to be noted that no provision for bad debts is
created on debtors which are definitely good or definitely bad. Provision for
Bad Debts is created by passing the following adjusting entry:
Profit and Loss Account
Dr.
To Provision for Doubtful Debts.
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It should be noted that Sundry Debtors Account should not be credited
with the amount of provision for doubtful debts on sundry debtors because
loss has not actually taken place, it is only a probable loss.
The provision for doubtful debts given in Trial balance is the provision
made during the last year. It is also called as 'Old Provision' or 'existing
provision'. The provision for doubtful debts given in adjustment is current
year provision. It is also called as 'New Provision' or 'Provision required'. The

treatment will be as follows:
Dr._____________________ Profit & Loss Account_________________ Cr.
To Provision for Doubtful
Debts:
New Provision
(or Provision required)
Add: Bad Debts

xx
xx
xx

Less: Existing Provision
(or old provision) xx
_____________________________ xx_______________________________
In case the Old provision (or existing provision) is more than the total of
New provision and Bad Debts it will be shown on the credit side of Profit and
Loss A/c. In every case New Provision for doubtful debts will be deducted

from S. Debtors.

Balance Sheet
Assets
S. Debtors
xx
Less Provision for
Doubtful Debts
_______________________________ (New Provision)_________ xx

xx

11. Provision for Discount on Debtors
It is a normal practice to allow discount to customer for prompt payment.
The adjustment entry for making provision is:
Profit & Loss A/c
Dr.
To Provision for Discount on Debtors
The two-fold effect is (1) Provision for Discount on Debtors in shown on
the debit side ofProfit & Loss Account. (2) It is deducted from Sundry Debtors
on the assets side of the Balance Sheet.
Note: Provision for Discount on Debtors should be calculated on Sundry
Debtors after deducting further bad debts given in adjustments and new

provision for doubtful debts.
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12. Reserve for Discount on Creditors
If the business is run on a sound basis then it will make payments to its
creditors as early as possible. This practice earns both goodwill and discount
for the business. If the goods are purchased in one accounting period and
payment is to be made in the next accounting period within the scheduled
period, the discount likely to be earned is the income of the period in which
the goods were purchased. Such discount on creditors is an anticipated profit,
so reserve for discount on creditors is made by passing the following entry:
Reserve for Discount on Creditors A/c
Dr.
To Profit and Loss A/c
The two-fold effect of this reserve will be (i) it is shown on the credit side
of profit and Loss Account and (ii) shown on the liabilities side of the Balance
Sheet by way of deduction from sundry creditors.
13. Accidental Losses
Sometimes business assets may be lost due to fire, theft or other reasons. A
provision has to be made for such losses. A distinction must be made between
loss of other assets and loss of stock in the trade. If other assets are destroyed
by fire, then the entry is:
Loss by Fire Account
Dr.
To Asset Account
The two-fold effect is (1) loss by fire is debited to Profit and Loss Account
(ii) the amount is deducted from the particular asset account on the asset side
of the Balance Sheet.
If stock in trade has been lost, the entry is:
Loss by Fire Account
Dr.
To Trading Account
The above entry is passed irrespective of the fact, whether the goods were
insured or not. The trading account is credited with the value of the goods in
order to find out the proper gross profit, if the goods had not been destroyed,
they would have been included in the closing stock and the gross profit
would have been higher. The treatment of the loss of goods by fire in profit
and loss account and balance sheet depends upon the following
considerations.
a) Goods are insured and full claim is admitted by the insurance company.
Then the entry is:
Insurance Co. A/c
Dr.
To Loss by Fire Account
. i) Loss of goods by fire is shown on the credit side of Trading Account
and
ii) Amount Due from Insurance Company is shown on assets side of the
Balance Sheet.
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b) Goods are insured and Insurance Company admits a part of the claim.
(with the amount of
Dr.
Insurance Co. A/c
claim accepted)
(with the amount of
Dr.
Profit and Loss A/c
claim not accepted)
(Total loss)
To Loss by Fire A/c
Treatment (i) Loss of goods by fire is shown on the credit side of Trading
Account (ii) The claim accepted by the insurance company is shown on the
assets side of the Balance Sheet as Amount due from Insurance Company (in)
Amount of claim not accepted is a loss so it will be shown in Profit and Loss
Account.
_
c) When goods are not insured. If the goods which are destroyed are not
insured the total loss is to be borne by business. The entry is:
Profit and Loss A/c
Dr.
To Loss by Fire A/c
The two fold effect is (i) loss of goods by fire will appear on the credit side
of Trading account and (ii) shown on the debit side of the Profit and Loss
Account. There will not be any effect in Balance Sheet.
Example:
, .
.
Stock is destroyed by fire to the extent of' 10,000 and (1) Stock is insured
and Insurance Company admits the claim fully (ii) Insurance Company admits
the claim to the extent of ' 6,000 and (iii) The goods are not insured.
Solution :
(i)

i raamg acvuuiu
| By loss of goods by fire

10,000

Balance Sheet

Assets
Amount Due from Insurance
Company
10,000
fih
Trading Account
--- -------------------------------------------- By Loss of goods by fire

10,000

Profit and 1c»ss Account
To Loss of goods by fire
(10,000 -6000)

4000
Balance Sheet

Assets
Amount Due from
Insurance Company
(iii)

6,000

Trading Account

By

Loss of Goods by fire

Profit and 1 oss Account

To Loss of goods by fire 10,000

10,000

of the claim,
mount of
pted)
mount of
iccepted)
side of Trading
s shown on the
; Company (iii)
Profit and Loss
itroyed are not
' is:

I the credit side
Brofit and Loss

:k is insured
pany admits

|

14. Goods distributed as free samples
Sometimes, to promote the sale of goods they are distributed as samples.
The entry is:

Advertisement A/c
Dr.
To Purchases A/c
The two fold effect is (i) it is shown on the debit side of Profit and Loss
Account and (ii) deducted from purchases in trading account on the debit
side. There is no effect on Balance Sheet.
15. Goods withdrawn for personal use
When goods are withdrawn by the proprietor for personal use, the entry is:
Drawings Account
Dr.
To Purchases Account
The two fold effect is (i) Value of goods withdrawn by the proprietor
should be deducted from purchases account on the debit side and (ii) deducted
from capital on the liabilities side.
16. Commission to manager based on net profits
Sometimes, to encourage the manager, he is paid commission on profits in
addition to salary. Such commission may be fixed on (a) Net Profits before
charging his commission or (b) Net Profit after charging such commission. In
either case, the two fold effect will be (i) Commission to manager is taken on
the debit side of the Profit and Loss Account and (ii) shown on the liabilities
side of the Balance Sheet as commission payable to manager.

Calculation of Commission:
From the income appearing on the credit side of profit and loss account,
all expenses and losses on the debit side should be deducted, the balance left
is called net profit before commission. The formula for calculating commission
is:
a) If commission is payable on net profit before charging such commission:
ID <i tp

Commission =.—_ x Net Profit before commission
100
b) If commission is payable on net profit after charging such commission:
Commission = ^ate
x Net Profit before commission
100+Rate
f Suppose Net Profit before charging Managers' Commissions ' 2,20,000 &
he is to be paid a commission of 10% on net profit before charging his
commission them.

10,000

ice

10,000

e

10,000

” 10,000
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Managers Commission =

x Net Profit before changing commission
100

x 2,20,000 = ^22,000
100
Suppose the Commission Payable to him is 10% on Net Profit after charging
his commission then
=

x 2,20,000 = ? 20,000
110
The Commission Payable will be shown in the Balance Sheet on the
Liabilities side.
17. Goods sold on sale or return, wrongly treated as sales
When goods are sold on approval or sale or return basis, these should not
be treated as actual sales unless customer informs his intention of retaining
the goods. To rectify the mistake of treating such sales as actual sales, the
following entry should be passed.
Sales Account
Dr.
To Customer's Account
The two fold effect will be (i) sales in trading account should be reduced
and (ii) Sundry Debtors will also be reduced by the value of the sales.
But the goods sold on approval should be treated as stock. The value of
closing stock both in Trading account and also in Balance Sheet should be
increased. Such stock should be taken at cost price or market price whichever
is less. The entry is:
Stock on Approval A/c
Dr.
To Trading Account
18. Goods received but not recorded in books
Sometimes, goods are purchased on credit and included in stock, but entry
for the purchase of goods is omitted to be recorded in the books. The entry is:
Purchases Account
Dr.
To Creditor's Account
The effect of the above entry will be (i) Purchases in Trading account will
be increased and (ii) creditors on the liabilities side will also be increased by
the same amount.
19. Sale of asset treated as sale of goods
When an asset is sold, particular asset account should be credited. But, if
by mistake it is treated as sales, then it should be adjusted by making the
following entry:
Sales Account
Dr.
To Asset Account
The effect of the above adjustment is that sales in Trading account and
Asset Account in Balance Sheet will be reduced by an equal amount.

Commission =
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20. Erection charges paid on machinery debited to wages account
Any expenditure on erection of machinery should be debited to the
machinery account. If it is debited to wages account, it is to be rectified by
passing the following entry:
Machinery Account
Dr.
To Wages Account
The effect of the above entry is that Wages Account in trading account
will be reduced and Machinery Account in Balance Sheet will be increased
by an identical amount.
21. Reserved Fund
Reserved fund is an appropriation of net profit for strengthening the
financial position of the business. The following entry is passed for creation
of reserves.
Profit and Loss Account
Dr.
To Reserve Fund
The double effect is this entry will be (i) it is shown on the debit side of
Profit and loss Account (ii) shown on the liabilities side of the Balance Sheet.
Treatment of certain items given in trial Balance.
1. Trade expenses and general Expenses
Trade expenses mean office and general or sundry expenses. Hence,
trade expenses should be taken on the debit side of profit and loss A/c.
But, if both trade expenses and office or general or sundry expenses are
given in trial balance, then trade expenses should be taken on debit side
of trading account on the assumption that they are direct expenses on
purchase of goods and general expenses or sundry expenses should be
taken in the Profit and Loss A/c Debit side on the assumption that they
are indirect expenses incurred in office.
2. Salaries and Wages
If both salaries and wages are grouped into one item it is treated as non
productive and it is to be taken to profit and loss account. However, if
wages and salaries appear in trial balance then salaries is treated as
productive and this item is taken to Trading Account.
3. Adjusted Purchases
Some business concerns instead of showing opening stock, purchases
and closing stock separately in trading account, prefer to show one
consolidated item called 'Adjusted Purchases'. Adjusted purchases is
arrived as: opening stock plus purchases less closing stock. In such a
cas/ opening stock will not appear in trial balance, but closing stock
will appear as debit item in trial balance. Adjusted purchases is taken on
the Debit side of trading account and closing stock is taken only in
Balance sheet.
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Life Insurance Premium, Income from personal Investments:
Life Insurance premium is the premium paid on the life insurance policy
of the proprietor. It is not a business expense. It is treated as drawings
and should be deducted from capital.
Income from personal investment is treated as additional capital of the
proprietor and should be added to the capital
5. Income-Tax. Advance Income-Tax and Interest on Advance IncomeTax
In case of sole-trading concerns, Income-Tax is a tax on the total income
of the proprietor and not on his business income. If Income-Tax is given
in trial balance, then it should be treated as Drawings and deducted from
Capital. Similarly, Advance Income-Tax given in trial balance should be
treated as drawings, if any interest is received on advance income-tax
then it is not the business income, but personal income of the proprietor
and should be added to capital of the proprietor.
6. Vat Collected and Paid
Vat is collected from customers along with the price of the goods sold. If
sales (including vat ? 20,000) ? 2,00,000 and Vat paid T18,000 are given
in Trial Balance then from sales, Vat should be deducted and net sales
? 1,80,000 (? 2,00,000 less ? 20,000) should be taken in trading account
credit side and Vat payable ? 2,000 will appear on the liabilities side of
the Balance Sheet.
Special Adjustments
1) Implied or Hidden Adjustment regarding Interest on loan and Income
from Investments.
Some adjustments are not given directly in the problem, but they are
implied, hence have to be made without being asked. This is explained
with the help of the following example.
Trial Balance As on 31.12.2013
Dr.
Cr.
Loan taken at 10% (as on 1.1.2013
50,000
Investments at 9% (as on 1.1.2013
20,000
2,500
;tments
900
in the problem regarding Interest payable and

4.

al account for the year 2013 interest payable and
Iso be considered. Interest on loan taken at 10% on
ounts to ? 5,000, but only ? 2500 has been paid,
mg. Similarly interest on Investments (at 9% on
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? 20,000) for one year amounts to ? 1,800 but only ? 900 is received and
? 900 is still receivable. This will appear in Profit & Loss A/c and Balance
Sheet as under:
Profit & Loss A/c for the year ending 31.12.2013
To Interest on loan
By interest on Investments
Paid
2,500
received
900
outstanding
2.500 5,000
receivable______ 900

1,800

Balance Sheet As on 31.12.2013

Liabilities
Loan taken at 10%
Add Outst. Interest

50,000
2,500

Assets
Investment at 9%
Interest receivable

?
20,000
900

52,500
2. Goods used for personal purpose, distributed as samples
A manufacturer of medicines used medicines for personal use worth ?
800, distributed as samples worth ? 3,600 and gave to his staff worth ?
1,500 for their personal use. Give adjusting entry.
Drawings A/c
~
Dr.
800
Advertisement A/c
Dr.
3,600
Salaries A/c
Dr.
1,500
To Purchases A/c
5,900
(Being medicines used for personal use distributed as samples and
distributed amongst staff adjusted by crediting purchases A/c)
3. Ascertainment of stationery used
(i) Included in the opening stock of ? 50,800 the stock of stationery ? 800
(ii) Included in general expenses account ? 25,600, stationery purchased
<1,600 and (iii) Included in closing stock of? 35,900 the stock of stationery
? 900. Ascertain stationery used and figures at which opening stock, closing
stock and general expenses will appear in final accounts.
Treatment
Stationery used is ascertained as follows
Opening stock of stationery
800
Add. Stationery purchased
1,600
2,400
less. Closing stock of stationery
900
Stationery used
1,500
Opening stock will appear at (50,800-800)
50,000
Closing Stock will appear at (35,900-900)
35,000
General Expenses (25,600-1,600)
24,000
4. Personal incomes and expenses appearing in business books
Personal incomes, expenses sometimes are shown along with business
incomes & expenses in the books of the business. To arrive at the correct
profit or loss such items should be separated from business items. This is
explained with the help of an example.
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Trial Balance as on 31.3.2013
Buildings
Capital
Income from personal Investments
Income-Tax paid
Building repair-expenses
Insurance

Cr.

Dr.
60,000

2,20,000
2,000

2,000
1,800
5,500

Adjustments: Depreciate Buildings by 10% One-third of the building was
used for residential purpose of the proprietor. Treat one-third depreciation
and building repairs as personal expense. Annual insurance premium was paid
on 1.7.2013 and included ? 3,000 life Insurance premium.
Profit & Loss A/c for the year ended 31.3.2013
To

Depreciation
Less Drawings
Building repair expenses
Less. Drawings
Insurance Premium Paid
Less. Life.Ins.Pre.
Less. Unexpired for
One-Quarter

6,000
2,000
1,800
600
5,500
3,000
2,500

625

4,000

1,200

1,875

Balance Sheet As on 31.3.2013

Liabilities
Capital
Ope. Balance

Assets
Buildings
60,000
Less.
Depreciaiton 10% 6,000 54,000
625
Unexpired Insurance

2,20,000

Add. Income from
Per. Investments

2,000
2,22,000

Less Drawings
I.Tax
L.I.Premium
Depreciation 1/3
Building repairs

2,000
3,000
2000
600
7,600
2,14,400

5. Exchange of an old asset with new and the difference regarded as
purchases.
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Trial Balance
Dr.
1,60,000
75200

Furniture
Purchases

Cr.

Adjustment: Furniture which stood in the books at ? 40,000 was sold for
? 14,000 in part exchange of new furniture coting ? 35,200. The net in voice
of ? 21,200 was passed through the purchases book. Pass adjustment entry
and show, how it will be shown in Final Accounts. Ignore depreciation.
Solution:
1. Loss on Sale of furniture:
Book Value of Furniture sold
40,000
Less exchange value agreed
14,000
Loss on sale debited to profit & loss A/c
26,000
2. Purchases Account was wrongly debited with ? 21,200 it should be
cancelled by crediting it.
3. New Furniture purchased should be debited with 35,200 and furniture
sold should be credited with the book value.
Adjustment Entry:
Furniture (New)
Profit & Loss A/c
To Furniture (old)
To Purchases A/c
Trading A/c
To Purchases
75,200
Less. Wrong
debit
21,200
54,000

To

Profit & Loss A/c
Loss on Sale
of furniture 26,000
Balance Sheet

Assets
Furniture
Add. Purchase

1,60,000
35,200
1,95,200
f
Less. Sold
40,000 1,55,200
6. Goods sold on 'Sale of Return basis' included in Sales. Trial Balance
as on 31.12.06
Sales
1,20,000
S. Debitors
60,000
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Adjustments: (i) Closing Stock ? 55,000 (ii) included in sales is an amount of
? 20,000 representing goods sold on 'sale or return' basis, the customer still
having the right to return the goods. The goods were invoiced at a Profit of
20% on sales.
Solution:
Trading Account for the year ending 31.12.06
By Sales
1,20,000
Less Sale or
return basis
20,000 1,00,000
By Closing Stock 55,000
Add. Cost of the
goods sold on
Sale or return basis
(80/100x20,000)16,000 71,000
Balance Sheet As on 31.12.06
Assets
S.Debtors
60,000
Less Sold on sale or
return basis
20,000 40,000
Closing Stock
(55, 000+16,000)
71,000
7. The Trial balance Shows a difference of ? 2500. It was transferred to
office expenses Account. The following errors were located.
(i) The total of Purchases was short by ? 1000
(ii) Sale of goods of ? 500 on credit to customer was posted twice to his
account
(iii) ?1000 paid to creditor was credited to his account
Solution :
Treatment in final accounts
Add to Purchases ? 1000 in Trading Account
Deduct office expenses ? 2,500 in Profit & Loss Account
Deduct creditors with ? 2000 in Balance Sheet
Deduct S. Debtors with ? 500
8. Bills Receivable received from customer discounted with bank
dishonoured ? 5000.
Treatment:
Deduct ? 5000 from Bank Balance
Add to S. Debtors ? 5000
9. Goods Costing ?15000 were sent to customer on 29,h December 2014.
However the entry for sale was recorded in book on 2nd January
2015, i.e next accounting year.
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Treatment:
As the Transaction is recorded in next accounting year there is no effect
on sales and Debtors. However Closing Stock should be added with ' 15,000
both in Trading Account and Balance Sheet.
10. Sale of? 12,000 made for cash has been debited to Purchases Account
Treatment:
Deduct from Purchases
? 12,000
Add to Sales
? 12,000
11. Provision for Doubtful Debts when definitely goods debts and
definitely bad debts are given .
Trial Balance
S. Debtors
11,070
Bad Debts
1,310
Debtors include:
(i) Amount due from Ram ? 400 considered definitely Bad
(ii) Amount due from Rahul ? 1000 considered definitely good.
(iii) Amount due from Rajesh ? 600 considered very much doubtful.
Make a Provision of 5% for doubtful debts.
Solution :
Provision for doubtful debts is not made on definitely bad debts and
definitely good debts. Let us ascertain the debtors on which provision has to
be made.
S. Debtors
11,070
Less Definitely bad debts
400
CC
Definitely good debts
1,000
1400
9,670
Less Doubtful debts which has to be provided fully
600
S. Debtors on which 5% provision has to be made
9070
5% on 9070
454
Definitely doubtful debts
600
1054
Profit & Loss A/c
To
Bad debts
1310
Add further
400
1710
Provision for D Debts
1054
Balance Sheet
S. Debtors
11,070
Less further debts
400
10670
Less Provision
for D. Debts
1054
9616
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12. Provision for Doubtful debts Provision for Discount on Debtors and
Reserve for Discount on creditors after making adjustments of

S.Debtors and S.Creditors
Trial Balance
S.Debtors
75,000
S. Creditors
50,000
Adjustments (1) Create 5% Provision for Doubtful debts.
(2) Provide 2% for Discount on Debtors and Creditors after considering the
following information.
(i) S. Debtors include ? 8,000 due from Ramesh for dishonoured bill

(ii)

nothing is expected to be received from him.
? 2,000 paid as donation to Vijay Education Society stands debited

to Society's account and is included in S. debtors.
(iii) S. Creditors include an amount of? 5,000 received from Sudheer and
credited to his account. The amount was written off as bad debts last
years.
(iv) Included amongst the Debtors is ? 5,000 due from Satish and included
amongst the creditors is ? 1,000 due to Satish.
(v) Two dishonoured cheques for ? 200 and ? 300 respectively has not
been entered in the cash book. The first of cheque ? 200 is known to
be bad. In the case of second cheque for ? 300 it is expected that the
debtor would be in a position to pay a dividend of 75 paise in the

rupee.
Solution:

Balance as per Trial Balance
Less. Bad Debts (Ramesh)

S. Debtors
75,000
8,000

Less Donation included in debtors

S. Creditors
50,000

67,000
2,000
65,000

Less Bad Debts recovered included in creditors

I ess Common Debt (Satish both debtor and creditor
Add. Dishonoured Cheques
Less. Bad Debts
(? 200 + 25% of ?300)

1,000
64,000
500
64,500
275
64,225

5,000
45,000
1,000
44,000

44,000

Provision for D. Debts
S. Debtors as per above calculation
64,225
Less recoverable portion of dishonoured
Cheque of ? 300 after writing off bad debts ? 75
225
64,000
Provision for doubtful debts
5% of 64,000
3,200
Provision for Discount on Debtors
2% on 60,800 (? 64,000 less provision for
Doubtful debts ? 3,200)
1,216
Reserve for Discount on Creditors
2% on ? 44,000
880
13. Repairs & Renewals Provision:
Trial Balance As On 31.3.2013
Repairs & Renewals Provision
11,000
Repairs to Machinery
3,000
Adjustment: Repairs & Renewals Provision is to be credited with ? 2,000
every year. Repairs to Machinery are to be debited to this account.
Solution:
P & L A/c for the year ending 31.3.2002
To Repairs & Renewals
?
Provisions
2,000

Balance Sheet As on 31.3.2002

Liabilities
?
Repairs & Renewals
Provision Balance 11,000
Add Transfer from
Profit & Loss A/c 2,000
13,000
Less. Repairs
3,000 10,000
Manufacturing Account: A firm engaged in manufacturing business prepares
Manufacturing Account in addition to Trading and Profit and Loss Account.
Manufacturing account is intended to disclose the factory cost of Production.
A specimen of Manufacturing. Trading and Profit & Loss Account is give
below:
Manufacturing Account
for the year ended....
To Work in Progress
(opening)

By

Work in progress
(closing)
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"
"
"
"
"
"
"

Sales of Scrap
Cost of goods
manufactured
transferred to
Trading Account

Raw Materials consumed
Opening stock of Raw
Materials
Add: Purchases of
Raw materials
Less Closing Stock of
Raw Materials
Direct wages
Carriage Inwards
Factory Rent
Factory Repairs
Supervisor's Salary
Factory lighting
Depreciation of Plant
and Machinery ______

Trading and Profit & Loss Account
for the year ended....

To Opening Stock of
Finished Goods
To Cost of Goods
manufactured
To Gross Profit c/d

By
By

Sales
Less Returns
Closing stock of
Finished goods

By Gross Profit b/d
To Administrative
"
All items of gains and
Expenses
incomes
To Selling & Distribution
Expenses
" Financial Expenses
" Management Expenses
" Net Profit
Illustration: 1
On 31st December 2004 the Debtors of Suresh Dutt totaled ? 50,000.
A provision of 5% was made for bad and doubtful debts. In 2005 the total Bad
Debts written off were t 1,500. The Debtors on 31s' December 2005 were
? 40,000. In 2006 total Bad Debts were ? 500 and the Debtors at the end for
the year totaled ? 26,000. The provision for bad debts has been maintained at
5% of the debtors.
Give the necessary journal entries. Show the Bad Debts Account and the
Provision for Doubtful Debts Account for the years 2005 and 2006 Also show
the entries in profit & loss Account.
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Solution:
Date

Journal Entries

Particulars

2005
Provision for Doubtful Debts A/c
Dec 31
To Bad Debts A/c
(Being the Bad Debts transferred to
Irovisionfor Doubtful Debts Account)
Pm fit &L^FI7T
St T
A / _ ---------------' ■---------- Profit
To Provision for Doubtful Debts A/c
(Being the required amount charged
_to Profit & Loss A/c)
2006
Provision for Doubtful Debts A/c
Dec.
To Bad Debts A/c
(being the Bad Debts transferred to
^Provision for D. Debts A/c)

Debit Tcredit
L
?
Dr. 1,500
1,500

Dr. 1,000

1,000
----

Dr.

Provision for Doubtful Debts A/c ---------------Dr.
To Profit & Loss A/c
(Being the balance left in Provision for
Doubtful Debts after leaving a Provision of 5%
^iDgbtor^transferred to Profit & Loss Account)

2005 To S.Debtors
Ded.31

1,500

1,500

2006
Dec.31 To S.Debtors

500

|500~

500

200

2005
By Provision for
Dec.31
Doubtful Debts A/c

2006
Dec.31 By Provision for
Doubtful Debts A/c
transfer

200

1,500
1,500

500
500

- -------------------

2005
Dec.31 To Bad Debts A/c
n
To balance c/d
(5% on 40,000)

<

2006

500

1

2005
1,500 Jan.l By Balance b/d
2,500
2,000 Dec.31 By Profit & Loss A/c
(balancing figures) 1,000
3,500
3,500
2006
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500 Jan.l
Dec.31 To Bad.Debts A/c
II
-transfer
II
To Profit & Loss A/c
(balancing figure) 200
II
To Balance c/d
1,300
(5% on 26,000)
2,000

2,000

By Balance b/d

2,000

Profit and Loss Account (for 2005)

To Provision for
Doubtful Debts:
Required
Add Bad Debts
Less existing provision

2,000
1,500
3,500
2,500

1,000

Profit & Loss Account (for 2006)
By Provision for Doubtful
Debts-existing
less Bad Debts
500
1,300
Provision
required

2,000

1,800
200

Illustration: 2
From the following particulars prepare Trading and Profit and loss Account
for the year ended 31st December 2013 and a Balance Sheet as on that date.
Also Pass the closing entries.
Capital
30,000
Sundry Creditors
43,000
51,000
Sundry Debtors
Furniture
8,500
900
Cash in hand
Overdraft with Central Bank 6,000
3,500
Duty and Clearing charges
9,500
Salaries
2,500
General Expenses
Commission received
4,000
Closing Stock ? 50,000

Drawings
Bills payable
Bills Receivable
Opening Stock
Cash at S.B.I.
Purchases
Sales
Travelling expenses
Rent paid

6,000
4,000
17,000
47,000
12,.500
48,900
1,27,000
4,700
2,000
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Solution:
Dr. Trading and Profit and loss Account for the year ended 31s* Dec. 2013 Cr.

To
ii
II

II

To
II
II
II

II

Opening stock
Purchases
Duty and
Clearing charges
Gross Profit c/d

1,27,000
50,000

47,000 By Sales
Closing Stock
48,900 II

3,500
77,600
1,77,000
9,500 By Gross Profit b/d
Salaries
Commission
2,500 It
General Expenses
2,000
Rent
4,700
Travelling Expenses
Net Profit transferred
62,900
to Capital Account
81,600

1,77,000
77,600
4,000

81,600

Balance Sheet As on 31st December, 2013
Liabilities
Sundry Creditors
Bills Payable
Over draft with
Central Bank
Capital:
Opening Balance
Add Net profit

Less Drawings

43,000
4,000
6,000

30,000
62,900
92,900
6,000

Assets
Cash in hand
Cash with S.B.l.
Bills Receivable
Sundry Debtors
Closing Stock
Furniture

900
12,500
17,000
51,000
50,000
8,500

86,900

1,39,000

1,39,900
Closing Entries:
Date

1

Particulars

Debits
(?)
99,400

Credit
(?)

Dr.
Trading Account
47,000
To Stock (opening)
48,900
To Purchases
3,500
To Duty and Clearing charges
(Being debit items of Trading Account transferred)
Dr. 1,27,000
Sales
Dr. 50,000
Stock (closing)
1,77,000
To Trading Account
(Being the credit items of Trading Account transferred)
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3

4

5

6

Trading Account
To Profit & Loss Account
(Being the gross profit transferred)

Dr.

Profit and Loss Account
To Salaries
To General Expenses
To Rent
To Travelling Expenses
(Being the debit items of Profit & Loss A/c
transferred)

Dr.

77,600
77,600
18,700

Commission
Dr.
4,000
To Profit and Loss Account
(Being credit items of Profit & Loss A/c transferred)
Profit & Loss A/c
Dr. 62,900
To Capital A/c
(Being the net profit transferred to Capital Account)

9,500
2,500
2,000
4,700

4,000

62,900

Illustration: 3 From the following balances and adjustments prepare final
account as on 31.03.2013

a)
b)
c)
d)
e)
f)

Purchases
65,000 Bank Overdraft
8,000
Sales
1,20,000 Capital Account
60,000
Opening Stock
15,000 Bad Debts Reserve
2,500
Purchase Returns
1,500 Debtors Discount Reserve
2,000
Sales Returns
2,000 Plant & Machinery
20,000
Sundry Creditors
18,000 Land and Buildings
50,000
Salaries
4,000 Factory Expenses
600
Carriage
800 Wages
600
Bills Payable
10,000 Insurance
600
Advertisement expenses
1,500 General Expenses
400
Commission paid
200 Sundry Debtors
15,000
Bad Debts
400 Bills Receivable
19,000
Discount (Dr.)
300 Cash in Hand
600
Creditors Discount Reserve 800 Drawings
2,400
Goodwill
20,000
Closing Stock ? 12,000
Prepaid Insurance ? 150
Outstanding expenses Wages ? 400, Salaries ? 1,200
Bad Debts to be written off ? 600 and provide Bad Debts Reserve
@ 5% on Debtors.
Provide 2% Discount Reserve on Debtors and Creditors
Depreciation is to be calculated 10% on plant and Machinery and 5% on
Land and Buildings.
(B.Com., Kakatiya)
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Solution:
Dr. Trading Profit and Loss A/c for the year ended 31s1 March 2013 Cr
To Opening stock
" Purchases
65,000
Less Returns
1,500
" Wages
600
add outstanding 400
" Carriage
Factory Expenses
Gross Profit c/d

15,000 By Sales
1,20,000
less returns
2,000 1,18,000
63,500 " Closing Stock
12,000

1,000
800
600
49,100
1,30,000

1,30,000
lo Salaries
4,000
By Gross Profit b/d
49,100
add outstanding 1,200
5,200 By Provision for D.Debts
" Insurance
600
existing
2,500
less prepaid
150
450
less required
720
1,780
oenerai Expenses
400
Provision for Discount
Commission paid
200
on Debtors
" Advertisement
1,500
existing
2,000
Bad Debts
400
and further
600
1,000
less required
274
1,726
Discount
300
Depreciation:
Plant&
machinery
2,000
Land&
Buildings
2,500
4,500
Reserve for
Discount on Creditors:
existing
800
less required
360
440
Net Profit transferred
to Capital A/c
38,616
52,606
52,606
_______ ________ Balance Sheet As on 31st March 2013
Liabilities
Assets
Capital-op. Bal. 60,000
Goodwill
20,000
Add Net Profit 38,616
Land and Buildings 50,000
98,616
Less Depreciation
2,500 47,500
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Less Drawings 2,400 96,216 Plant & Machinery
Less Depreciation
S. Creditors
18,000
Closing Stock
Less Reserve for
17,640
360
Discount
8,000 S.Debtors
Bank Overdraft
10,000 Less Bad Debts
Bills Payable

Creditors for outstanding
expenses
400
Wages
1,200
Salaries

20,000
2,000

18,000
12,000

15,000
600
14,400

720
less Prov. for D.Debts
13,680
5% on 14,400)
1,600 less Provision for
274
Dis. on Debtors
(2% on 13,680)
Bills Receivable
Prepaid Insurance
Cash in hand
Suspenses Account
(Difference in books)
1,33,456

13,406
19,000
150
600
2,800
1,33,456

Illustration: 4
The following is the Trial Balance extracted from the book of Akhilesh as
on 30th September 2013.

Debit

Credit

? ____ I
Capital Account
Plant and Machinery
Furniture
Purchases and Sales
Returns
Opening Stock
Discounts
Sundry Debtors I Creditors
Salaries
Manufacturing wages
Carriage Outwards
Provisions for Doubtful Debts
Rent, Rates and Taxes
Advertisements
Cash

1,00,000
78,000
2,000
60,000
1,000
30,000
425
45,000
7,550
10,000
1,200

1,27,000
750
800
25,000

525
10,000
2,000
6,900

2,54,075

2,54,075
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Prepare Trading and Profit and Loss Account for the year ended 30th
September 2013 and a Balance Sheet as on that date after taking into account
the following adjustments.
a) Closing stock was valued at ? 34,220
b) Provision for doubtful debts is to be kept at ? 500
c) Depreciation plant and machinery @ 10% p.a.
d) The proprietor has taken goods worth ? 5,000 for personal use and
additionally distributed goods worth ? 1,000 as samples.
e) Purchase of furniture ? 920 has been passed through purchases Book.
(B.Com., Osm.)
Dr.
Trading Profit & Loss A/c of Akhilesh for the year ended 30.9.2013 Cr.

To Opening Stock
Purchases
Less Returns
Less withdrawn
by proprietor
Less Samples

"

To
"
"
"
"
"
"
"

Less Furniture
Manufacturing
wages
Gross Profit c/d

30,000 By

Sales
1,27,000
Less returns 1,000 1,26,000
34,220
By Closing Stock

60,000
750
59,250
5,000
54,250
1,000
53,250
920

Salaries
Rent, Rates and taxes
Carriage
Advertisements
Dep. on plant &
Machinery
Discount
Samples distributed
Net profit transferred to
Capital Account

52,330

10,000
67,890
1,60,220
1,60,220
67,890
7,550 By Gross profit b/d
800
Discount
10,000 "
Provision for Bad
1,200 "
debts existing 525
2,000
25
"
less required
500
7,800
425
1,000
38,740
68,715

68,715
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Balance Sheet as on 30.9.2013

Assets

Liabilities
Capital
1,00,000
Less Goods
withdrawn
5,000

Add Net profit
Creditors

Plant & Machinery 78,000
less: Depreciation
@10%
7,800
95,000
Furniture
2,000
38,740 1,33,740 Add purchases
920
25,000 Sundry Debtors
45,000
Less Prov. D.Debts
500
Closing Stock
Cash

70,200
2,920
44,500
34,220
6,900

1,58,740

1,58,740

Illustration: 5
From the following figures extracted from the books of Pradeep Dutt, you
are required to prepare Trading and Profit and Loss Account for the year ended
31st December 2013 and a Balance Sheet as on that date, after making the
necessary adjustments.

Capital
2,00,000
Drawings
8,000
Purchases
1,15,000
Salaries
20,000
S.Creditors
50,000
Discount allowed
2,000
Loan from Ajay @ 10%
Balance on 1.1.2013
60,000
Cash at Bank
15,000
Wages
50,000
Insurance
4,000
Bad Debts
2,000
Freight and Duty
3,000
Cash on hand
1,000
Interest on loan
3,000

Freehold Property
Plant & Machinery
Return outwards
Bills Payable
Office Furniture
Provision for Doubtful
Debts
Sundry Debtors
Sales
Stock on 1.1.2013
Postage and Telegrams
Carriage Inwards
Office Rent
Factory lighting
Loose Tools

1,50,000
2,00,000
5,000
23,000
10,000
2,000
61,000
3,60,000
30,000
3,000
6,000
9,000
2,000
6,000

Adjustments
1) Outstanding wages ? 2,000; Salaries ? 3,000
2) Insurance Prepaid ? 1,000
3) Stock on 31.12.2013 ? 45,000
4) A new machine was installed on 30th September, 2013 costing ? 20,000
but it was not recorded in books and no payments was made.
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Goods destroyed by fire valued at ? 10,000; Insurance Company admitted
the claim to the extent of ? 6,000.
6) Depreciate Plant and Machinery by 10%, Furniture by 5%, Loose tools
were valued at ? 5,000 on 31st December, 2013.
7) Write off bad debts ? 1,000.
8) Maintain a provision of 5% on S. Debtors for doubtful debts, and 2% for
discount on Debtors and a Reserve of 2% for discount on Creditors.
9) The manager is entitled to a commission of 10% on net profit after
charging such commission.
Solution:
Dr.
Trading Profit and Loss Account
Cr.
for the year ended Dec. 31,2013

5)

o Opening Stock
30,000
Purchases
1,15,000
Less returns
5,000 1,10,00
Carriage Inwards
6,000
Freight and duty
3,000
Wages
50,000
add outstanding
2,000 52,000
Factory lighting
2,000
Gross Profit c/d
2,12,000
4,15,000
'o Salaries
20,000
add outstanding
3,000 23,000
Office Rent
9,000
Insurance
4,000
Less Prepaid
1,000
3,000
Postage and
telegrams
3,000
Interest on loan paid 3,000
add outstanding
3,000
6,000
Depreciation:
Plant & Mach.
20,500
Furniture
500
Loose Tools
1,000 22,000
Provision for
p.Debts required
3,000
Add Bad debts
3,000
6,000
Less existing
2,000
4,000

By Sales
It
Closing Stock
ft
Loss of goods
by fire

By Gross Profit b/d
It
Reserve for
Discount on
Creditors

3,60,000
45,000
10,000

4,15,000
2,12,000

1,000
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Provision for
Discount on
Debtors:required
1,140
Add Discount
3,140
allowed
2,000
Loss of goods by
4,000
fire
Manager's
Commission
12,351
Net Profit transferred
1,23,509
to Capital Account

2,13,000

2,13,000

Balance Sheet of Pradeep Dutt as on 31s* December, 2013
Liabilities
50,000
Sundry Creditors
Less Reserve for
Discount
1,000
Bills Payable
Creditors for
Outstandings Expenses
Wages
2,000
Salaries
3,000
Commission Payable to
manager
Loan from Ajay
60,000
Add interest due
3,000
Creditors for machinery
Capital:
Opening Balance 2,00,000
add Net Profit
1,23,509
3,23,509
Less drawings
8,000

T

Assets
Cash in Hand
1,000
Cash at Bank
15,000
49,000 Prepaid insurance
1,000
23,000 Closing Stock
45,000
Sundry Debtors
61,000
Less bad debts
1,000
60,000
5,000 - Prov. for D. debts 3,000
57,000
12,351 Less provision
for discount on
63,000 debtors
1,140 55,860
20,000 Amount due from
6,000
Insurance Company
Loose tools
6,000
less depreciation
1,000
5,000
Furniture
10,000
9,500
3,15,509 Less depreciation
500
Plant & Machinery
Balance on
Is* Jan
2,00,000
addition during
20,000
the year
2,20,000
Less depreciation 20,500 1,99,500
1,50,000
Freehold property
4,87,860
4,87,860
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1)

Opening stock of Goods
Closing stock of Goods
Purchases
Purchases Returns
Sales
Sales Returns
Carriage Inwards
Carriage Outwards
Freight, duty and clearing charges
Rent and taxes

!, 13,000

1,000
15,000
1,000
45,000

5,860

SHORT ANS WER QUESTIONS
Ascertain the Gross profit from the following figures.

2)

20,000
30,000
80,000
2,000
1,60,000
3,000
2,000
4,000
5,000
3,500

Ascertain the Net Profit from the following Particulars:

Gross Profit
Salaries
Rent, Rates and taxes
Depreciation on Machinery
Printing and Stationery
Commission received
Furniture and Fixtures

3)

82,000
18,000
5,000
8,000
2,000
1,500
15,000
T50,500)
Prepare a Balance Shen. from ,he following info](Ans.
(

5,000

Creditors
Closing Stock
Motor Van
Goodwill

5,000

',500

4)

*

500
000

1,00,000
50,000
50,000
1,00,000

Ascertain the cost of goods sold

Opening Stock
Purchases
Direct Expenses
Closing Stock

Debtors
2,00,000
Capital
5,00,000
Machinery
5,00,000
Loan
3,00,000
Balance Sheet Total T9,00,000)

20,000
1,18,000
22,000
(r
i
30,000
( • om. Mahatma Gandhi,)(Ans. T1,30,000)
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5)

Ascertain the cost of goods sold

Opening Stock
Closing Stock
Purchases
Sales
Purchase returns
Sales Returns
Wages
Goods used by Proprietor

6)

5,000
6,000
50,000
80,000
1,000
1,800
4,900
200
(Ans. f52,700)

Ascertain purchases from the following figures.
Opening Stock
Direct expenses
Indirect expenses
Sales
Closing stock
Gross profit

I
10,000
8,000
15,000
60,000
12,000
14,000
(Ans. ?40,000)

T)

Pass necessary adjustment entries to the following.
Closing Stock ? 15,000
Outstanding Expenses ? 1,200
Prepaid Expenses ? 150
Interest accrued ? 500
Premium received in advance ? 1,100
Provide ? 400 as reserve for bad and doubtful debts.
(B.Com., Kakatiya)

8)

A Trader's Trial balance contains
o _ ,,
50,000
S. Debtors
’ „„
_ , „ ,,
1,000
Bad Debts
It is desired to provide for doubtful debts at 5% of the debtors. Make the
necessary provision and show the treatment in the final accounts.
On 1st January 2013 the Provision for Bad Debts stood at 12,100. During
the year Bad Debts totaled to ? 1,800. At the end of the year Sundry
Debtors were ? 50,000. The firm wishes to maintain the provision for
bad debts @ 5% of sundry debtors. Give the necessary journal entries

9)

and the Provision for Bad Debts Account.
(Ans. Profit & Loss Account debited with ?2,200)
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10) In a trial balance debtors appear at ? 61,000 and creditors at ? 33,000.
Make provision for doubtful debts at 5% on debtors and provision for
discount on debtors and creditors at 2% after considering the fact that
included in debtors is the amount oft 1,000 due from Shyam (one of the
customers) and included in creditors is the amount of ? 3,000 due to
Shyam.
(B.Com., Osm.)
11) On 1st January, 2013 the Provision for doubtful debts stood at ? 550.
During the year bad debts written off were ?400. At the end of the year
the Sundry Debtors were ? 10,000. The firm wishes to maintain the
provision for doubtful debts at 5% on the Sundry Debtors. Give Journal
Entries to be passed on 31st Dec. 2013.
12) The Reserve for Discount on Creditors as on 31st December 2012 was
? 900. During 2013 discounts received from creditors totalled ? 1,200.
On 31st December 2013 the creditors totalled ? 30,000. The Reserve for
Discount on Creditors is to be kept @ 2% of the creditors. Give the
required journal entries and the Reserve for Discount on Creditors
Account.
(Ans. Profit & Loss Account credited with f900)
13) Show the treatment of the following items in Profit and Loss Account
and Balance Sheet prepared at the end of 2013
Dr.(?)
Cr.(?)
Loan @ 10% (taken on 1.1.2013)
20,000
Interest on Loan
1,500
Deposits @ 12% (on 1.1.2013)
10,000
Interest on Deposits
500
14) The closing stock on 31st December 2013 was ? 35,000. There was a loss
by fire of? 10,000 in the first week of December 2013. Show how will
you deal with this in case
(a) stock was not at all insured (b) stock was fully covered by insurance
(c) stock was partly covered by insurance and the claim of ? 7,000 was
accepted by the insurance company.
15) A plant of the book value of? 40,000 was disposed off for ? 14,000 in
part exchange for a new plant costing ? 35,200. The net invoice of
? 21,200 was passed through the invoice book. Make the necessary
adjustments.
16) Included in the sales were sales of goods of ? 10,000 on sale or return
basis for which consent of the customers was not received upto 31st
December, 2013 the day on which accounts are closed. Goods sold
included profit at 25% on cost. Make the necessary adjustment.
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17) Closing stock includes goods worth ? 5,800 for which bills had not been
received and accounted for in the books. Make the necessary adjustments.
18) Machinery sold during the year ? 5,800 has been credited to sales account.
The machinery account stood in the books at ? 8,000. Make the necessary

adjustments.
PROBLEMS
1)

On 1st April 2011 the provision for doubtful debts showed a credit balance
of ? 2,000. During the year the bad debts amounted to ? 1,700. The
sundry’ debtors on 31st March 2012 were ? 60,000 and a provision for
doubtful debts at 5% is required to be maintained. The bad debts during
the year ended 31st March 2013 amounted to ? 1,900. On 31' March
2013 the sundry debtors were ? 56,000 and a provision for doubtful
debts at 5% is to be maintained. During the year ended 31st March 2014
the bad debts amounted to ? 800 and the book debts on this date amount
to ? 20,000 on which a 5% provision for doubtful debts and a 3%

2)

provision for discounts are to be maintained.
Give the necessary ledger accounts and show how these items will appear
in the Profit and Loss Account and the balance sheet of each of these
(B.Com., Osm.)
years.
_ ’
From the following figures prepare trading and Profit & Loss Account
for the year ended 31st December 2014 and Balance Sheet as on that
date the stock on 31st December 2014 amounted to ? 22,500.
21,000
15,750 Sales
50
600 Carriage Inwards
526
265. Rent & Taxes
387
1,572 Travelling Expenses
225
12,000 Discount allowed
108
110 Commission Paid
6,680
6147 S. Debtors
28,500
5200 Capital
8000
4500 Bills Receivable
2000
Q^pwft^^^pmjftffiffljBalanceSheetTotal&B&T)

Purchases
Returns Inwards
Freight
Salaries
Opening Stock
Discount received
Bank Balance
Trade Creditors
Drawings Account

Bills
3)

From the following Trial Balance of Sri Rangoli. Prepare final account

after making the necessary adjustments.
Debit Balance
? Credit Balance
Freehold Land
70,000 Mortgage Loans
Loose tools
H,200 Bills Payable

40,000
6,800
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Plant & Machinery
Debtors
Cash at Bank
Stock 1-4-2011
Insurance
Bad Debt
Bills Receivable
Purchases
Cash in hand
Rent, Rates and Interest
Wages
Trade expenses
Salaries
Carriage Inward
Discount

91,000
36,400
22,000
21,000
600
6,120
10,800
1,00,000
1,280
3,100
21,400
2,050
3.120
700
580
4,01,350

Sales
Creditors
Discount
Capital

2,43,000
31,200
5,350
75,000

4,01,350
Adjustments:
(i) Insurance unexpired to the extent of ? 280
(ii) Salaries and Rent are outstanding to the extent of 280 and ?120
respectively.
(iii) Loose tools are revalued at ? 9,000
(iv) Allow interest on Capital at 5% p.a
(v) Closing stock was valued at ? 60,000 on 31-3-2012
(B.Com. Osm. (Ans : Gross Profit f15,9,900; Net Profit
? 1,43,610, Balance Sheet Total T3,00,760
4) From the following figures prepare trading and profit and loss account
for the year ended 31s' December 2013 and balance sheet as that date.
Capital
Drawings
Sundry creditors
Bills payable
Sundry debtors
Bills receivable
Loan advanced to Deepak & Co.
Fixtures & Fittings
Opening stock
Cash in hand
Cash at State Bank of India
Overdraft with Central Bank of India
Purchases
Duty and clearing charges

30,000
6,000
43,000
4,000
51,000
5,000
12,000
8,500
47,000
900
12,500
6,000
50,000
3,500
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1,28,000
Sales
9,500
Salaries
1,000
Returns from customers
1,100
Return to creditors
4,700
Commission and Travelling Expenses
2,500
General Expenses
2,000
Rent Paid
4,000
Commission received
Adjustments:
1)
Closing Stock ? 50,000
2)
Interest to be received ? 200
3)
Outstanding salaries ? 500
4)
Depreciate Fixtures and fitting by 10%
5)
Commission received in advance ? 600
6)
Allow interest on capital at 8%.
B.Com. Mahatma Gandhi, (Ans. Gross Profit ? 77,600; Net Profit
?58,750; Balance Sheet Total ? 1,39,250)
5) From the following trial Balance of Swaroop Kishan as at 31st March, 2013
Prepare Trading and Profit and Loss Account for the year ended 31st March
2013 and a Balance Sheet as on that date.
Credit Balances
Debit balances
75,000
Capital
45,000
Stock
4,20,750
Sales
Plant & Machinery
75,000
15,000
Sundry Creditors
2,25,000
Purchases
200
10,000
Bad
Debts
Provision
Trade Charges
2,000
2,500
Bills Payable
Carriage Inwards
Carriage Outwards
1,500
Factory Rent
1,500
Discount
350
700
Insurance
60,000
Sundry Debtors
3,000
Office Rent
600
Printing and Stationery
2,800
Travellers Salaries
15,000
Advertising
6,000
Bills Receivable
6,000
Drawings
15,000
Salaries
20,000
Wages
7,500
Furniture
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Coal and Gas
Cash in Hand
Cash at Bank

1,000
2,000
12,500
5,12,950

Adjustments:
a)
Closing Stock amounted to ? 35,000
b)
Depreciate Machinery by 10% and Furniture by 5%
c)
Raise the Bad Debts Provision to 5% on Debtors
d)
Outstanding Factory Rent ? 300 and Office Rent ? 600
e)
Insurance Prepaid ? 100.
(B.Com., Osm.) (Ans. Gross Profit f1,60,450; Net Profit ?1,00,325;
Balance Sheet Total ? 1,87,225)
6) The following is the Trial Balance of M/s Hanuman Trading Co. as on 313-2012. Prepare Trading and Profit and Loss Account for the year ended
31-3-2012 and Balance Sheet as on that date.
Debit (?)
Credit (?)
Capital
1,00,000
Drawings
18,000
Buildings
15,000
Furniture & Fittings
7500
Motor Van
25000
Loan from Hari @12% interest
15,000
Interest paid on above
900
Sales
1,00,000
Purchases
75000
Opening Stock
25000
Establishment Expenses
15000
Wages
3000
Commission received
4,500
Debtors
28100
Bank Balance
20,000
Creditors
10,000
Interest
3,000
2,32,500
2,32,500
Adjustments:
(i) Closing Stock on 31-3-2012 was ? 32000
(ii) Outstanding Wages ? 500
(ii$ Commission received in advance ? 1300
(iv) Depreciate Buildings 5%, Furniture & Fitting 10% Motor Van 10%
(B.Com, Osm.) (Ans: Gross Profit ? 28,500;
Net Profit ?13,900, Balance Sheet Total ? 1,23,600)
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7) The following balances appeared in the books of a merchant on 31s'
December, 2013.
?
?
1,291
Carriage
Inwards
Buildings
70,000
1,320
Motor Trucks
12,000 Reserve for bad Debts
2,135
Furniture
1,640 Establishment charges
800
15,600 Carriage Outwards
Debtors
783
18,852 Insurance
Creditors
340
15,040 Interest (Credit)
Stock
613
988 Bad Debts
Cash in hand
400
14,534 Audit Fees
Cash at bank
3,950
5,844 General Charges
Bills Receivable
Trade
Expenses
325
Bills Payable
6,930
620
85,522 Discount (Dr.)
Purchases
8,922
Sales
1,21,850 Investments
285
Capital
92,000 Returns Inwards
Prepare final accounts for the year 2013 after taking into consideration
the following matters.
a) Stock on 31st December 2013 amounted to ? 15,500.
b) Depreciation on Motor Trucks 20% and Furniture 10%.
c) Write off further amount of? 100 as bad debts and maintain the bad
debts reserve at 5% on debtors.
d) Unexpired insurance ? 150.
e) Interest accrued on investments ? 120.
(Ans. Gross Profit ?34,887; Net Profit ?24,077;
Balance Sheet Total ? 1,41,859)
8) From the following Trial balance of Sri Subhash, prepare Trading and
Profit and Loss Account for the year ended 31st December, 2013 and a
Balance Sheet as on that date after giving effect to the adjustments given.
Trial Balance on 31.12.2013
?
Credit Balances
Debit Balances
2,00,000
Adjusted Purchases
34,96,000 Capital
50,000
Bank
7,500 Bills Payable
1,00,000
Loan
21,000
Salaries
36,00,000
Carriage on Sales
2,500 Sales
2,000
Carriage on Purchases
2,000 Discount
500
Lighting
1,500 Commission
1,00,000
Sundry
Creditors
1,35,000
Buildings
2,000
Rates and Taxes
40,000
Debtors
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Furniture
Cash in hand
Bills Receivable
Stock on 31.12.2013

30,000
1,250
7,500
3,06,250
40,52,500

Adjustments:
a) Rates have been prepaid to the extent of ? 600
b) Write off bad debts amounting to ? 2,500
c) A provision of 5% has to be made on debtors
d) Buildings have to be depreciated at 2% and Furniture at 10%.
e) Goods purchased on credit taken into stock but not recorded in the
books ? 5,000.
(B.Com., Kakatiya) (Ans. Gross profit ?97,000; Net profit ?63,025;
Balance Sheet Total f5,18,025)
9) The Trial Balance of Subba Rao on 31-3-2010 was as under :
Particulars
Dr.
Cr.
Capital and Drawings
6,000
1,80,000
Plant & Machinery on 1-4-2009
70,000
Plant & Machinery on 1-10-2009
5,000
Stock on 1-4-2009
65,000
Purchases and Sales
1,82,000
2,20,000
Returns
2,000
1,000
Furniture
5,000
Debtors and Creditors
30,600
20,000
Carriage outwards
500
Freight and Duty
2,000 ■
Trade Expenses
800
Printing and Stationery
400
Rent, Rates & Taxes
4,800
Postage
600
. Reserve for Bad debts
800
Insurance
700
Wages and Salaries
21,300
Cash in hand
6,200
Cash at Bank
20,500
Rent by sub letting premises
1,600
4,23,400
4,23,400
Adjustments:
i) Stock on 31-3-2010 ? 14,000
ii) Write off ? 600 as Bad debts
iii) Reserve for Bad debts at 5%
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iv) Depreciation 5% on furniture and 20% on Plant & Machinery.
Prepare Final Accounts
(B.Com. Osm. ) Ans. i) Gross Loss f37,300 ii) Net loss
? 59,550 iii) Balance Sheet Total ? 1,34,450)
10) Prepare final accounts of Mr. Akash for the year ended 31-12-2011 from
the following trial balance.
Debit Balances
Credit Balances
Buildings
1,50,000 Capital
3,00,000
Power
10,000 Sales
2,73,000
Commission
8,000 Purchases Returns
10,000
Salaries
90,000 Creditors
60,000
Opening Stock (1-1-2011) 20,000
Administrative expenses
15,000
Purchases
2,50,000
Sales Returns
10,000
Furniture
20,000
Debtors
50,000
Adjustments:
i) Closing stock ? 1,50,000
ii) Outstanding salaries ? 25,000
iii) Depreciation on Buildings @ 10% p.a.
(B.Com. Osm) (Ans. Gross Profit ?1,43,000; Net Loss
C10,000, Balance Sheet Total T3,75,000, Difference in Trial Balance T 20,000)
11) The following is the Trial Balance of Mr. Gopal as on 31.3.2009
Particulars
Dr. (?)
Cr. (?)
Drawings and Capital
12,000
1,00,000
Debtors and Creditors
50,500
40,000
16% Loan (taken on 1-7-2008)
10,000
Cash in Hand
2,200
Bank
10,400
Provision for doubtful debts
2,000
Furniture
12,000
Machinery
28,400
Stock on 31-3-2009
68,500
Rent and Taxes
9,300
Salaries
19,600
Insurance
800
Commission
3,000
Interest on Loan
600
Gross profit
61,500
Outstanding wages
2,000
Suspense account
4,200
2,18,500
2,18,500
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Adjustments:
i)
Write off 500 bad debts and maintain the provision for doubtful
debts at 5% on debtors.
ii) Depreciate machinery and furniture by 10%
iii) Make a provision of 2% for discount on debtors and creditors. Prepare
his profit and loss account and balance sheet.
(B.Com., Osm) (Ans : Net Profit ^28,410, Balance Sheet Total T 1,68,210)
12) Prepare Trading account, Profit and Loss Account and Balance sheet as
on 31st December 2009 of Sri Surendra Nath on the basis of Trial Balance,
keeping in view the adjustments.
Debit Balances
?
Credit Balances
Drawings
36,000 Capital
2,00,000
Buildings
30,000 Loan from
Furniture
15,000 Smt. Surendra (12% p.a.)
30,000
Motor van
50,000 Sales
2,00,000
Interest
''
1,800 Commission
9,000
Purchases
1,50,000 Creditors
20,000
Opening stock
50,000 Interest
6,000
Establishment exp
30,000
Wages
4,000
Insurance
2,000
Debtors
56,200
Bank a/c
30,000
Goodwill
10,000
4,65,000
4,65,000
Adjustments:
a)
Closing stock value as on 31-12-2009 ? 64,000
b)
Outstanding wages ? 1,000
c)
Prepaid insurance ? 600
d)
Commission received in advance ? 2,600
e)
Charge interest on capital at 10 percent p.a.
f)
Depreciation : Buildings 2!6%; Furniture 10%; Motor van 10%
g)
Write off goodwill by 20 percent.
h)
Six months interest on Smt. Surendra loan account outstanding.
(Ans. Gross Profit ?59,000, Net Profit ? 7,150, Balane Sheet Total
f 2,46,550)
13) Prepare Trading account and profit and loss account and Balance sheet
from the following data of M/s Anil and Co. as on 31-12-2011.
Debit
Credit
Drawings
Capital
40,000
5,000
Debtors
Creditors
6,000
10,900
Wages
Sales
6,000
40,000

F-49

Purchases
25,000
Purchase returns
2,000
Rent
1,000
Provision for bad debts
2,000
Commission
2,000
Interest
750
Advertising
1,000
Bad debts
1,100
Machinery
10,000
Furniture
10,000
Tools
5,000
Insurance
1,000
Carriage outward
1,000
Investment
10,000
Salary
1,750
Total
90,750
90,750
Additional Information:
(i) Provide 10% depreciation on furniture and 5% depreciation on
machinery.
ii) Wages include ? 1,000 paid for installation of machinery.
iii) Closing stock ? 30,000
iv) Create 5% provision for doubtful debts
v)
Goods given as free samples ? 500
(B.Com. Kakatiya ) (Ans. Gross Profit ? 42,500; Net Profit
? 33,805; Balance Sheet Total ? 74,805)
14) The following are the balances of Sri Govindrajulu as On 30th June,
2013
Debit Balances
Credit Balances
Cash in hand
540 Sales
98,780
Cash at bank
2,630 Returns outwards
500
Purchases
40,275 Capital
62,000
Returns inwards
680 Sundry creditors
6,300
9,000
Wages
8,480 Rent
4,730
Fuel and Power
3,200
Carriage on sales
2,040
Carriage on purchases
5,760
Stock (1st July, 2012)
32,000
Buildings
10,000
Freehold land
20,000
Machinery
7,500
Patents
15,000
Salaries
3,000
General expenses
600
Insurance
5,245
Drawings
14,500
Sundry debtors
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2,000
2,000
750

90 ”750
tion on

et Profit
74,80?))
►th June,

98,780
500
62,000
6,300
9,000

Adjustments:
i)
Stock on hand on 30th June, 2013 is ? 6,800
ii) Machinery and patents are to be depreciated @ 10%
iii) Salaries outstanding amounting to ? 1,500
ivk^-Insurance includes annual premium of? 170 on a policy expiring on
31st Deember, 2013
v)
Bad debts are ? 725
You are required to prepare Trading and Profit and Loss account and Balance
Sheet as on 30lh June, 2013
(B.Com. Kakatiya ) (Gross Profit ?44.115; Net Profit f26,425;
Balance Sheet Total K 90,980) Difference in Trial Balance T 400
15) From the following Trial Balance prepare Trading and Profit and Loss
Account for the year ended 3 Is1 December, 2009 and Balance Sheet as on
the date :
Debit (?)
Credit (?)
Drawings
10,000
Stock on 1-1-2009
46,000
Purchases and Purchases returns
1,50,000
600
Cash in hand
3,400
Bank balance
22,660
Freehold Premises
38,600
Trade expenses
840
Printing, Stationery and advertising
1,640
Professional charges
280
Commission received
3,300
Investments as on 1st Jan. @ 10%
4,000
Interest on Investments
200
29,000
Sundry debtors and creditors
36,000
Wages
25,000
Salaries
14,000
1,14,700
Capital
Income tax
1,600
Discount allowed and received
6,300
4,600
Sales returns and sales
500
2,08,000
Bills receivable and Bills payable
3,200
10,000
f Office furniture
3,050
Rent, rates and insurance
4,000
Bad debts provision
670
3,71,070
3,71,070
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Adjustments:
a)
Provide for wages ? 5,000
b)
Write off 5% depreciation on freehold premises and 10% on office
furniture.
c)
Insurance to the extent of ? 200 relates to 2010
d)
Stock on 31 -12-2009 is ? 52,000
e)
Charge interest on capital at 5%.
(B.Com. Osm.) (Ans: Gross Profit 134,100; Net Profit ?7,570;
Balance Sheet Total f1,61,075)
16) The following is the Trial Balance of Mr. Murali as on 31-3-2009.

Cash in hand
Cash at Bank
Purchases
Wages
Carriage outwards
Opening stock
Premises
Land
Machinery
Salaries
Insurance
Drawings
Debtors

540 Sales
98,100
2,630 Capital
70,000
40,175 Creditors
7,300
15,210
5,240
5,760
30,000
17,500
20,000
18,000
600
5,245
14,500
1,75,400
1,75,400
Taking the following adjustments into account prepare his final accounts for
the year ended 31-3-2009 :
i)
Stock on 31-3-2009 is valued at ? 5,800
ii) Depreciate machinery by 10%
iii) The Insurance policy expires on 30-9-2009
iv) ? 2,000 spent on erection of a shed were included in wages.
v)
A fire occurred on 25-3-2009 in the godown and stock of the value
? 1,000 was destroyed. The Insurance Company admitted the claim
in full.
(B.Com. Osm.) (Ans. Gross Profit 45,755; Net Profit ?20,215;
Balance Sheet Total ? 92,270)
17) On 31st March 2013 the following trial balance was extracted from the
books of A:
Dr.(?)
Cr.(?)
Capital Account
1,00,000
Plant and Machinery
1,60,000
Sales
3,54,000
Purchases
1,20,000
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ffice

570;
075)
?
,100
,000
,300

>,400
ts for

value
claim
9,215;
2,270)

2r.(?)
0,000
4,000

Returns
Opening stock (1.4.2012
Discount
Bank charges
Sundry Debtors
Sundry Creditors
Salaries
Manufacturing Wages
Carriage Inwards
Carriage Outwards
Bad Debts Provision
Rent, Rates and Taxes
Advertisements
Cash in Hand
Cash at Bank

2,000
60,000
700
150
90,000

1,500
1,600

50,000
13,600
20,000
1,500
2,400
1,050
20,000
4,000
1,800
12,000

5,08,150
5,08,150
You are asked to prepare the final accounts for the year ended 31st March
2013 and the Balance Sheet as on that date. The following adjustments are
required.
1)
Closing Stock ? 70,000
2)
Depreciation of Plant at 12%
3)
Bad Debts Provision to be adjusted to ? 1,000
4)
Interest on Capital to be allowed at 10% per annum
S3? 5% of the profit is to be carried to Reserve Fund.
(B.Com., Osm. and Satvahana) (Ans. Gross Profit ?2,22,000;
Net Profit ?1,45,920; Balance Sheet Total ?3,13,600)
Hint: Net Profit before transfer to Reserve Fund ? 1,53,600. Amount transferred
to Reserve Fund ? 7,680, Reserve Fund will appear on the liabilities side in
the Balance Sheet.
18) From the following Trial Balance and the subjoined information, prepare
Trading and Profit and Loss Account for the year ended 31st December,
2013 and a Balance Sheet as on that date:
Trial balance as on 31s' December 2013
Dr. (?)
Cr.(?)
Mohan's Capital Account
8,500
Mohan's Drawing Account
1,420
Machinery
1,900
^tock 1st January 2013
2,920
Purchases and Sales
20,724
23,812
Returns Inwards and Outwards
420
582
Sundry Expenses
880
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Rent
Rates and Taxes
Apprentice Premium
Bank Overdraft
Bad Debts
Sundry Debtors and Creditors
Cash at office
Provision for doubtful debts
Bills Receivable and Payable
Discount

240
400

240
400
344
6,400
96

480
36,224

2,000
210
360
120
36,224

Stock on 31st December, 2013 was ? 3,400
Provide for doubtful debts at 5% on Sundry debtors
Rent due was ? 80
Taxes of ? 160 were paid in advance
Depreciate Machinery at 10% per annum
Apprentice premium of ? 40 was to be carried forward
Calculate Interest on Capital at 5% p.a. but not on Drawing.
(B.Com., Osm.) (Ans. Gross Profit ?3,730; Net Profit f1,541;
Balance Sheet Total ? 11,926)
19) From the following particulars extracted from the books of Durvasulu,
prepare Trading and Profit and Loss Account for the year ended 31
December 2013 and a Balance Sheet as on that date.
Credit
Debit
54,050
Durvasulu's Capital
23,400
Stock on 1.1.2013
Sales
1,44,800
4,300
Sales returns
2,900
Purchases Returns
1,21,550
Purchases
7,400
Sundry
Creditors
9,300
Carriage Inwards
Loan
from
Dena
Bank
2,850
Rent
10,000
@ 12%
4,650
Salaries
725
Interest
on
investments
12,000
Sundry Debtors
1,495
Discount
450
Interest on Loan
1,700
Printing and Stationery
5,600
Advertisements
Cash with Nath Bank
4,000
Ltd.
17,500
Investments at 9% p.a.
900
Furniture as on 1.1.2013
3,770
Discount
1,960
General Expenses
350
Audit Fee
a)
b)
c)
d)
e)
f)
g)
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Fire Insurance Premium
Travelling Expenses
Postage and Telegrams
Cash in hand
Drawings

300
1,165
435
190
5,000
2,21,370

Adjustments:
1) Value of stock as on 31.12.2013 was ? 39,300.
2) Purchases include furniture purchased on 30.6.2013 for ? 1,000.
3) Depreciation is to be provided on furniture at 10% per annum.
4) Provide for interest payable to Dena Bank and for interest receivable on
investments.
5) Provide Reserve for Doubtful Debts at 5%.
(B.Com., Osm.) (Ans. Gross Profit ?29,450; Net Profit T7,800;
Balance Sheet Total T 75,000)
Hint: Interest on Loan from Dena Bank for one year, ? 1,200, interest already
paid is ? 450, hence outstanding interest is ? 750. Interest on Investment for
one year amounts to ? 1,575. Interest already received ? 725, so interest still
receivable is ? 850. Deduct ? 1,000 from purchases in Trading Account and
add ? 1,000 to Furniture. Depreciation on furniture on ? 900 for one year and
on ? 1,000 for 6 months.
20) From the following Trial Balance of Shri Vinay Bhushan prepare Trading
and Profit and Loss Account for the year ended 31st December, 2013 and
Balance Sheet as on that date.
Cr.
Dr.
Stock on 1.1.2013
Cash in Hand
Cash at Bank
Lease hold premises (lease
for five years commencing
from 1st July 2013
Machinery
Furniture
Buildings
Drawings
Capital
Purchases and Sales
Debtors and Creditors
Returns
Freight

24,200
4,000
12,900

20,000
30,000
15,000
50,000
5,000

96,000
50,000
3,000
6,000

1,60,000
1,45,000
40,000
4,300
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Wages
Trade Expenses
Salaries
Printing and Stationery
Bad Debts
Reserve for Bad Debts
Rent Recoverable
Rent Received

17,500
5,000
12,000
1,800
4,000

*
4,000

1,900

5,000
3,58,300
3,58,300
You are required to make the following adjustments.
a) Stock on 31.12.2013 was valued at ? 45,600
b) Write off? 2,400 as bad debts and make a provision for doubtful debts at
5% on Sundry Debtors.
c) Sundry Loose tools were made by the firm's workmen to whom ? 2,500
were paid as wages and included in wages account. For tools, materials
worth ? 3,000 were used out of purchases.
d) Charge depreciation on machinery @ 10% and on Buildings @ 2%%
e) Calculate interest on capital and on drawings @ 5% per annum
(Ans. Gross Profit ?53,700; Net Profit ?21,120
Balance Sheet Total ?2,23,870)
21) From the following Trial Balance, prepare the Trading and Profit and
Loss Account for the year ended 31st December 2013 and the Balance
Sheet as on that date of Mr. Rama Rao.
Dr. (?)
Cr. (?)
Capital Account
50,000
Provision for Doubtful Debts
3,000
5% Mortgage Loan (taken on 1.1.2013)
45,000
Sundry Creditors
10,960
Bills Payable
8,150
Commission
2,870
Sales
1,22,040
Sundry Debtors
48,000
Bills Receivable
13,795
Goodwill
40,000
Machinery & Plant
55,500
Stock (1.1.2013)
27,180
Cash in Hand
860
Manufacturing Charges
7,840
Wages
8,000
Wages unpaid
1,500
Salaries
4,340
Postage and Telephone
540
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000
000
300

its at
’.,500
trials

6%
1,120
,870)
t and
lance
r.(?)
),000
5,000
5,000
3,960
8,150
2,870
2,040

1,500

Rent
Stationery and Printing
General Charges
Purchases
Interest on Mortgage Loan
Returns
Bad Debts
Depreciation on Machinery

950
860
170
29,860
1,125
3,500
1,500
4,500
2,48,520
The following adjustments are to be taken into consideration;
a)
Closing stock is valued at ? 15,000
b)
Provision for doubtful debts is to be made upto 5%
c)
Intangible asset, if any, is to be written off to the extent of 25 percent.
d)
A fire occurred on 5Ih December 2013 in the godown and stock of the
value of ? 6,000 was destroyed. It was insured and the insurance
company admitted the claim to the extent of ? 5,000.
e)
Goods worth ? 1,000 were used by proprietor at his house.
f)
Commission earned but not received amounts to ? 600.
(B.Com., Osm.) (Ans. Gross Profit ?72,660; Net Profit ?50,620;
Balance Sheet Total ? 1,66,355)
22) From the following trial Balance of R. Ramadas as on 3 Is'December
2013 you are required to prepared the Trading and Profit and Loss Account
for the year ended 31st December 2013 and Balance Sheet as on that date:
Dr.
Cr.
?
Capital
60,000
Drawings
7,200
Stock, 1st January 2013
20,500
Purchases
68,000
Carriage Inwards
1,500
Sales
1,40,500
Sundry Debtors
23,500
Sundry Creditors
14,300
Cash in Hand
500
Cash at Bank
2,200
Carriage Outwards
1,700
Salaries
16,000
Factory Rent
4,000
Bills Receivable
5,300
Bills Payable
4,200
Insurance
1,200
Furniture
10,000
Machinery
28,000
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Office Rent
Manufacturing Wages
Provision for Doubtful Debts
Manufacturing Expenses
General Expenses

2,000
21,500

1,500
5,400
2,20,000

2,20,000
The following adjustments are required:
a)
Stock on 31st December 2013 amounted to ? 27,000
b)
Write off? 500 as Bad Debts and maintain the Provision for Doubtful
Debts at 5% on Sundry Debtors.
c)
Unexpired Insurance ? 300.
d)
Depreciate Machinery by 5% and Furniture by 10%
e)
On 24th December 2013 a fire broke out and destroyed stock of the
value of ? 10,000. The Insurance company admitted the claim for
loss of stock the value of? 6,000 only and paid the amount on 15th
January 2014.
(Ans. Gross Profit ?60,500; Net Profit ?27,450
Balance Sheet Total f 98,750)
23) From the following Trial Balance of Mr. Krishna Chaitanya prepare the
Trading and Profit and Loss Account for the year ended 31s1 December,
2013 and Balance Sheet as on that date.
Dr. (?)
Cr. (?)
25,500
Capital
4,260
Drawings Account
5,700
Machinery
8,760
Stock on 1.1.2013
62,172
71,436
Purchases and sales
1,260
1,746
Returns
2,640
Salaries Account
720
Rent
1,200
Rates and Taxes
750
Apprentice Premium
1,200
Bank Overdraft
1,032
Bad Debts
19,200
Sundry Debtors
288
Cash in Hand
6,000
Sundry Creditors
600
Provision for Doubtful Debts
1,440
Bills Receivable
1,080
Bills Payable
360
Discount
1,08,672
1,08,672
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You are required to consider for following adjustments:
1)
Stock on 31s' December, 2013 was valued at ? 10,200
2)
Provide at the rate of 5% for doubtful debts on Sundry Debtors and a
reserve of 2% for discount on creditors
3)
Rent due was ? 160
4)
Taxes of ? 320 were paid in advance
5)
Depreciate Machinery at 10% per annum
6)
Apprentice premium of ? 120 was to be carried forward
7)
Calculate interest on capital at the rate of 5% per annum
8)
On 15* December, 2013 stock of goods worth T 3,000 were destroyed
in a fire accident. It has been insured and the Insurance Company has
agreed to pay ? 1,500 for the loss of goods.
(Ans. Gross Profit T 14,190; Net Profit ?6,163;
Balance Sheet Total ? 37,118)
24) Following is the Trial Balance of Mr. Ramna Murthy as on 31.12.2013
90,000
2,800 Capital
Cash on hand
20,000
3,000 Sundry Creditors
Cash at bank
15,000
30,000 Bills Payable
Opening Stock
4,000
5,000 Reserve for bad debts
Sales Returns
2,50000
1,50,000 Sales
Purchases
3000
4,200 Purchase Returns
Carriage Outwards
6,800 Bank @12% (on 1.1.2013) 10,000
Carriage Inwards
20,000 loan from Sampat
Wages and Salaries
8,000
12,000 @8% (on 1.7.2013
Establishment charges
800
40,000 Suspense Account
Land and Buildings
80,000
Plant and Machinery
14,000
Sundry Debtors
1,000
Bad Debts
Bills Sent to bank for
4,000
collection
6,000
Bills Receivable
12,000
Drawings
1,200
Printing and Stationery
Insurance Premium
Paid (on Proprietor's life) 2,400
Interest on bank loan
600
Rates and taxes
800
Furniture
5,000
4,00,800
4,00,800
You are required to prepare the Final Accounts with the following adjustments
suitably incorporated.
a) Closing stock in Godown valued at ? 40,000.
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Wages payable ? 3,000 and Salaries payable ? 1,000.
Rates and Taxes Prepaid ? 200.
On December 31 Goods worth ? 5,000 were purchased and a cheque
for the same amount was issued on the same day but the entries were
not recorded in the books. However the goods are included in closing
stock.
e)
On December 20th credit sales were made for ? 4,000 and the entry is
recorded in the books. But the goods are not taken away by the
customer and they are included in the closing stock.
f)
Write off bad debts with a further amount of ? 500 and keep the
Reserve for doubtful debts @ 5% on debtors.
g)
Create a reserve for discount on creditors @ 2%.
h)
Write of depreciation @ 5% on buildings 10% on Machinery and
20% on Furniture.
(Ans. Gross Profit f68,200; Net Profit ?39,905;
Balance Sheet Total f 1,75,825)
25) From the following Trial Balance and other particulars prepare Trading
and Profit and Loss Account for the year ended 31.12.2013 and a Balance
Sheet as on that date:
Dr. (?)
Cr. (?)
Anup's Capital Account
10,00,000
Drawings of Stock for personal use
1,000
Balance at Bank
1,76,000
Motor Vehicles
1,48,000
Debtors and Creditors
2,96,000
2,32,000
Printing and Stationery
6,600
Purchases and Sales
24,00,000
31,60,000
Opening Stock
2,40,000
Provision for Doubtful Debts
5,000
Bad Debts
11,400
Freehold Premises
8,00,000
Repairs to premises
47,600
General Reserve
2,00,000
Proprietor's Remuneration
20,000
Wages and Salaries
2,29,000
Delivery Expenses
99,000
Administrative Expenses
1,31,400
Rates and Taxes
15,000
Drawings
1,00,000
Last year's Profit and Loss Account Balance
1,24,000
47,21,000
47,21,000

b)
c)
d)
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Adjustments:
1)
Stock in hand as on 31.12.2013 ? 2,80,000
2)
Depreciation on Motor Vehicle is ? 74,000
3)
Creditors include a claim for damages of ? 20,000 and which was
settled by paying ? 15,100
4)
Unpaid Wages ? 1,600
5)
Rates paid in advance ? 3,000
6)
Provision for bad debts is to be reduced to ? 3,500
7)
The item of repairs to premises included ? 20,000 for acquisition of
a capital assets.
8)
Stock of Stationery in hand on 31.12.2013 is ? 2,200
(B.Com., Osm) (Ans. Gross Profit f5,69,400; Net Profit f1,96,000;
r
.
Balance Sheet Total ? 16,32,600)
6) From the following Trail Balance of Sri Kiran, prepare Trading and Profit
and loss account and Balance Sheet.

Capital
Freehold Property
Depreciation
Prepaid Insurance on 1.1.2013
Stock on 1.1.2013
Furniture
Insurance
Sales
Returns Inwards
Purchases
Returns Outwards
Office expenses
Bad Debts
Carriage Outwards
Carriage Inwards
Salaries
Creditors for expenses
Discount received
Debtors
Creditors
Cash at Bank

Dr. (?)

Cr. (?)
40,000

10,800
1,200
300
14,360
1,500
3,000

80,410
1,590
67,350

2,520
5,100
1,310
1,590
1,450
4,950

400
150

11,070
4,700

2,610
1,28,180

Adjustments:
a) Stock on hand ? 10,700 (including stock of stationery ? 200)
b) Prepaid insurance was ? 330
c) Office expenses include stationery purchased ? 800

1,28,180
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d) Carriage Inwards include carriage paid on purchase of furniture ? 50
e) Office expenses include ? 1,000 paid for acquisition of freehold property
f) Debtors include:
i) Debt due from Ram ? 400 considered definitely bad
ii) Amount due from Radha ? 1,000 considered definitely good
iii) Amount due from Sita ? 600 considered very much doubtful
g) Make a Provision for doubtful debts at 5%
(Ans. Gross Profit ?8,730, Net Loss ?8,494;
Balance Sheet Total ?36,606)
The
27)
following trial Balance was extracted from the books of Shri
V. Balakrishna as on 31st December, 2013
Trial Balance
Plant and Machinery
20,000 Capital Account
80,000
Manufacturing wages
34,500 Sundry Creditors
44,560
Salaries
15,850 Bank Loan
15,000
1,740
Furniture
10,000 Purchases Returns
Freight on Purchase
1,860 Sales
2,50,850
Freight on Sales
2,140 Reserve for Bad Debts
2,000
Buildings
24,000
Manufacturing Expenses
9,500
Insurance & Tax
4,250
Goodwill
25,000
General Expenses
8,200
Factory Fuel & Power
1,280
Sundry Debtors
78,200
Factory Lighting
950
Stock (opening)
34,200
Motor Car
12,000
Purchases
1,02,000
Sales Returns
3,100
Bad Debts
1,400
Interest and Bank Charges
400
Cash at Bank
4,200
Cash in Hand
1,120
3,94,150
3,94,150
Prepare the trading and profit and loss account for the year ended 31st December,
2013 and the balance sheet as on that date taking into consideration the
following information
1)
Stock on hand on 31st December 2013 was valued at ? 30,500
2)
Depreciate Plant & Machinery by 10%, Furniture by 5% and Motor
Car by ? 1,000.
3)
Bring Provision for Bad Debts to 5% on Sundry Debtors.
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A commission of 1% on the Gross Profit is to be provided for Works
Manager.
5)
A commission of 2% on Net Profit (after charging the Works Manager's
Commission) is to be credited to the General Manager.
(B.Com.) (Ans. Gross Profit f95,700; Net Profit f55,951;
Balance Sheet Total f 1,97,610).
28) On 31sl December 2013 the following Trial Balance was extracted from
the books of Bhaskar.
Dr. Balances
Drawings
3,000
Rates, taxes and Insurance 2,891
Sundry debtors
20,100
Advertising
3,264
Interest on loan
300
General expenses
3,489
Cash in hand
2,077
Bills Receivable
6,882
Stock on (1-1-2013)
6,389
Cr. Balances
Motor Vehicles
10,000
Capital
28,000
Cash at Bank
3,555
Sundry Creditors
10,401
Land and buildings
12,000
Loan on mortgage
9,500
Bad debts
525
Bad debts reserve
710
Purchases
66,458
Sales
1,10,243
Sales returns
7,821
Purchases returns
1,346
Carriage Outwards
2,404
Discount
540
Carriage Inwards
2,929
Bills Payable
2,641
Salaries
9,097
Rent received
250
Prepare Trading and Profit and Loss Account for the year ended 31st December,
2013 and Balance Sheet as on that date after making adjustments for the
following :
1)
Depreciate land and buildings at 2% and motor vehicles at 20%.
2)
Interest on loan at 6% p.a. is unpaid for six months.
3)
Goods costing ? 500 were sent to a customer on sale on return for
T 600 on 30th December 2013 and had been recorded in the books as
actual sales.
4)
Salaries amounting to ? 750 and rates amounting to ? 350 are
outstanding.
5)
Prepaid insurance amounting to ? 150
6)
The provision for bad debts is to be maintained at 5% on sundry
debtors.
7)
Provide for manager's commission at 10% on net Profits after charging
ffsuch commission.
8)
Stock in hand on 31s1 December. 2013 was valued at ? 6,250
(B.Com.) (Ans. Gross Profit f33,692; Net Profit f 7,975;
Balance Sheet Total ?57,699)

4)
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Hints : Goods sold on sale or return treated as sales should be cancelled by
reversing the entry made for sale of goods. So, ? 600 should be deducted from
sales in Trading Acount and from sundry debtors in balance sheet. The cost of
the goods on approval should be added to closing stock in trading account
and also in balane sheet. Manager's Commission ? 797.
29) On 31st December, 2013 The Trial Balance of Veerendra Tiwari was as
follows:
Debit Balances
Credit Balances
Stockon 1-1-2013
Capital Account
1,40,000
Raw Materials
15,000
S. Creditors
10,000
Work-in Progress
10,000
Sales
1,70,000
Finished goods
12,000
Bills Payable
4,000
Carriage on Purchases
2,000
Commission
1,800
Bills Receivable
10,000
Sale of Scrap
1,200
General Expenses
5,000
Lighting
3,000
Office Rent
3,000
Office Furniture
10,000
Sundry Debtors
30,000
Wages
15,000
Salaries
20,000
Postage & Telegram
2,000
Repairs to Plant
2,000
Repairs to Office
Furniture
1,000
Purchase of Raw
Materials
90,000
Cash at Bank
15,000
Plant & Machinery
82,000
3,27,000
3,27,000
The following addictional information is available:
1) Stock on 31-12-2013 were:

2)
3)
4)

Raw Materials
20,000
Work-in-Progress
22,000
Finished Goods
15,000
Salaries and Wages unpaid for December 2013 were respectively ? 1,500
and ?3,500.
Machinery is to be depreciated by 10% and Office Furniture by 5%.
Lighting to be charged as to 2/3 to factory and 1/3 to office prepare
Manufacturing Account, Trading and profit and Loss Account and the
Balance Sheet relating to 2013.
(Ans. Cost ofgoods manufactured ?1,04,500; Gross Profit ?68,500;
Net Profit ^36,300 and Balance Sheet Total ^1,95,300).

