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FINANCIAL ACCOUNTING -1 
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PPW: 6 Hrs Exam Duration: 3 Hrs 
Objective: To acquire Conceptual Knowledge of Basics of Accounting and Preparation of Final 

Accounts of Sole Trader. 
UNIT-I: ACCOUNTING PROCESS 

Financial Accounting: Introduction—Definition—Evolution—Functions—Advantages and 
Limitations—Users of Accounting Information—Branches of Accounting—Accounting" 
Principles. Concepts and Conventions. Accounting Standards—Meaning—Importance—List 
of Accounting Standards issued by ASB - Accounting 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 Balances—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, Amortisation 
and Depletion—Objectives of Providing for Depreciation—Factors Affecting Depreciation- 
Accounting Treatment—Methods of Depreciation: Straight Line Method—Diminishing 
Balance Method (Including problems) 

UNIT-V: FINAL ACCOUNTS 
Final Accounts of Sole Trader: Meaning—Uses—Preparation of Manufacturing, Trading and 
Profit & Loss Account and Balance Sheet—Adjustments—Closing Entries. (Including 
Problems)
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O Introduction 
The main aim of a business is to earn profit. For earning profit, a businessman will either purchase 

the goods in one market at certain price and sell it in another market at higher price or will convert the 
raw materials into finished products and sell it to the different customers at a price which will give him 
some percentage of profit on cost of production. But this may not be true in all cases. Sometimes it may 
happen that the goods purchased or produced may go out of fashion and may be unsaleable simply 
because of depression in the market or keen competition. He may be able to sell the goods either at a 
loss or at a very small margin of profit. However, he will be anxious at the end of the year to find out 
whether his goods taken together have been sold at a profit or at a loss and what is financial position on 
a particular date. Moreover in a big business information is required for planning, control, evaluation of 
performance and decision making. This information can be provided only when business transactions 
are recorded, classified and summarised properly. In order to achieve these purposes it would be 
necessary to record business transactions according to a well devised system. Book-keeping (in 
elementary stage) and Accounting (in advanced stage) is the name given to such a system. 

© Meaning of Book-keeping 
Book-keeping is the art and science of recording, classifying and summarizing business 

transactions in money or money’s worth accurately and systematically so that the businessman may be 
able to know his profit or loss during a specified period and also his financial position on a particular 
date. Book-keeping is thus the recording business transactions in a systematic manner. In the words of 
Carter “Book-keeping is the science and art of correctly recording in books of accounts all those 
transactions that result in the transfer of money or money’s worth.” 

© Meaning of Accounting 
The actual record making phase (i.e. recording, classifying and summarising) of accounting is 

usually called book-keeping. However, accounting extends far beyond the actual making of records. 
Accounting is concerned with the use to which these records are put, their analysis and interpretation. 
An accountant should be concerned with more than the record making phase. In particular he should be 
interested in the relationship between the financial results and the events which have created them. He
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firm will need some accounting knowledge in order that they may understand what the accountant is 
telling them. Investors and others will need accounting knowledge in order that they may read and 
understand the financial statements issued by the firm and adjust their relationships with the firm 
accordingly. Thus accounting is a wider term and includes the recording, classifying the summarising 
of business transactions in term of money, the preparation of financial reports, the analysis and 
interpretation of these reports for the information and guidance of management. 

The main purpose of accounting is to ascertain profit or loss during a specified period, to show 
financial position of the business on a particular date and to have control over the firm’s property. Such 
accounting records are required to be maintained to measure the income of the business and 
communicate the information so that it may be used by managers, owners and other parties. Accounting 
is a discipline which records, classifies, summarises and interprets financial information about the 
activities of a concern so that intelligent decisions can be made about the concern. 

® Definition of Accounting 
Important purposes of accounting are to ascertain profit or loss during a specified period, to show 

financial position of the business on a particular date and to have control over the firm’s property. Such 
accounting records are required to be maintained to measure the income of the business and 
communicate the information so that it may be used by managers, owners and other parties. Accounting 
is a discipline which records, classifies, summarises and interprets financial information about the 
activities of a concern so that intelligent decisions can be made about the concern. 

“Financial Accounting is “the art of recording, classifying and summarising in a significant manner in 
terms of money transactions and events which are in part, at least of a financial character and interpreting 
the results thereof.” —American Institute of Certified Public Accountants 

Accounting is “the process of identifying, measuring, and communicating economic information to permit 
informed judgements and decisions by users of the information”. 

— American Accounting Association 
Accounting is a service activity. Its function is to provide quantitative information, primarily financial in 

nature, about economic activities that is useful in making economic decision in making reasoned choices 
among alternative course of action. —Accounting Principles Board (APB) 

Accounting may be defined “as the identifying, measuring, recording and communicating of financial 
information.” —H. Bierman and AR Drebin 

“Accounting is the science of recording and classifying business transactions and events, primarily of a 
financial character and the act of making significant summaries analysis and interpretation of these 
transactions and events and communicating the results to persons who must make decisions or form 
judgements.” __________________________________________________________ —Smith & 
Ashburne 

From the above the following attributes of accounting emerge : 
(i) Identifying the transactions and events. Accounting identifies transactions and events of a 

separate entity. A transaction is a particular type of external event which can be expressed in terms of 
money and bring change in the financial position of a business unit. An event (whether internal or 
external) is a happening of consequence to an entity (e.g. use of raw material for production). An entity 
means an economic unit that performs economic activities (e.g. Reliance Industries Ltd., TISCO). 

(«) It is the art of recording business transactions. First, all financial transactions should be 
recorded in the journal or in the books of original entry known as subsidiary books as and when 
they take place so that a complete record of financial transactions is available. 

(iii) It is the art of classifying business transactions. All entries in the journal or subsidiary 
books should be classified by posting them to the appropriate ledger accounts to find out at a 
glance the total effect of all such transactions in a particular account. For example, all 
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certain events which cannot be measured in terms of money, these will not be recorded in financial 
accounting. For example, a quarrel between production manager and financial manager may be 
affecting the business but it cannot be measured in terms of money and thus will not be recorded in the 
books of accounts. 

(v) It is the art of summarising financial transactions. After recording and classifying financial 
transactions next stage is to prepare the trial balance and final accounts with a view to ascertaining the 
profit or loss made during a trading period and the financial position of the business on a particular 
date. 

(vi) It is an art of analysis and interpretation of these transactions. The accounting 
information must be analysed and interpreted by calculating various ratios and percentages or other 
relationship in order to evaluate the past performance of the business and to make sound plans for the 
future. 

(vii) The results of such analysis must be communicated to the persons who are to make 
decisions or form judgements. All information must be provided in time and presented to the different 
categories of the persons so that appropriate decisions may be taken at the right time. 

© Evolution of Accounting 
Accounting is not in a finished form ; it is in the process of evolution. All disciplines are developed 

in historical continuity. Same is the case with accounting. One thought leads to another thought. Where 
we are today depends to a great extent on where we were yesterday. Accounting has developed to meet 
challenges and requirements of growing society. Present-day accounting is a social system. It has 
developed by adapting to its environment. Changes occurred gradually in the science of accounting as 
the needs arose. From time to time new accounting techniques and concepts have been necessary to 
keep pace with changing economic conditions and changing objectives of accounting. 

Accounting is as old as money itself. However, the act of accounting was not as developed as it is 
today because in the early stages of civilisation, the number of transactions to be recorded was so small 
that each businessman was able to record and check for himself all his transactions. Accounting was 
practised in India twenty three centuries ago as is clear from the book named ‘Arthashastra’ written by 
Kautilya, King Chandragupta’s minister. This book not only relates to politics and economics, but also 
explains the art of proper keeping of accounts. The chapter ‘The Business of Keeping up Accounts in 
the Office of Accountants’ described records of accounts to be maintained in accountant’s office and 
methods of checking accounts. However, the modern system of accounting based on the principles of 
Double Entry System owes its origin to Luco Pacioli who first published the principles of Double Entry 
System in 1494 at Venice in Italy. Thus, the art of accounting has been practised for centuries but it is 
only in the late thirties of 20th century that the study of the subject ‘Accounting’ has been taken up 
seriously. 

In the recent years large scale production, cut throat competition, widening of the market and 
changes in the technology have brought remarkable changes in the field of accounting. In the words of 
Gordon and Gordon Shillinglaw : “It has come to be recognised as a tool for mastering the various 
economic problems which a business organisation may have to face. It systematically writes the 
economic history of the organisation. It provides information that can be drawn upon by those 
responsible for decisions affecting the organisation’s future. This history is written mostly in 
quantitative terms. It consists partly of files of data, partly of reports summarising various 
portions of these data, and partly of the plan established by management, to guide its operations.” 

© Objectives of Accounting 
The starting point for any area of study is to set forth its boundaries and determine its objectives. 
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field of accounting. The whole concept of accounting has changed. Accounting has to be a versatile 
system serving a large number of goals of modem business and industry simultaneously. The type of 
accounting information useful to management in taking decisions is not necessarily the same as is 
needed by shareholders, prospective investors and creditors. Different accounting principles may be 
required to meet the several objectives of accounting. 

The objectives of accounting (as given by the American Accounting Association) are to 
provide information for the following purposes : 

(0 Making decisions concerning the use of limited resources including identification of crucial 
decision areas and determination of objectives and goals. 

(ii) Effectively directing and controlling the organisation’s human and materials resources. 
(Hi) Maintaining systematic records and reporting on the custodianship of resources. 
(iv) Facilitating special functions and control. 
Important objectives of accounting are : 
1. To ascertain whether the business operations have been profitable or not. Accounting 

helps us to know whether a business has earned profit or suffered loss during the accounting period. It 
will give us an idea of efficiency of the business. To determine profit or loss of the accounting period, a 
Trading and Profit and Loss Account or an Income Statement is prepared by matching revenues and 
expired costs (i.e., revenue expenditures) incurred for earning the revenues. In the process of 
determination of profit or loss, it is expense or cost that is matched with revenue and not vice versa. 
Thus, first of all revenue is determined and then expenses incurred for earning the revenue are matched 
with the revenue for calculating the difference known as net profit or net loss. 

2. To ascertain the financial position of the business. Balance Sheet or Position Statement is 
prepared to give an idea of the financial position of the business on a particular date. The financial 
position of an enterprise is indicated by its assets on a given date and its liabilities on that date. Excess 
of assets over liabilities represent the capital and is indicative of the financial soundness of an 
enterprise. A properly drawn up balance sheet gives information relating to (0 the nature and value of 
assets, (ii) the nature and extent of liabilities, (iii) whether the enterprise is solvent, (iv) whether the 
business concern is over trading. 

3. To generate and communicate information to the users. Accounting records generate and 
communicate information which may be helpful to various persons in planning, control, evaluation of 
performance and decision-making. 

0 Functions of Accounting 
Important functions of accounting are : 

1. Systematic record of business transactions. To keep systematic record of business 
transactions, post them to the ledger and ultimately to prepare the final accounts is the first main 
function of accounting. 

2. Protecting the property of the business. For performing this function the accountant is 
required to devise such a system of recording information so that assets of the business are not put to 
wrong use and a complete record of the assets of the concern is available without any difficulty. 

3. Communicating results to interested parties. This function requires to supply the meaningful 
information about the financial activities of the business to the various parties i.e. owners, creditors, 
investors, employees, government, public, research scholars and the managers at the right time. 

4. Compliance with legal requirements. The accounting system must be such which may be able 
to comply with the legal requirements. Under various enactments a businessman is required to file 
various statements e.g. income tax return, return for sale tax purposes etc. 
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6. Assistance to Management. Accounting assists the management in planning, evaluation of 
performance, control and decision making by providing required information. 

7. Fixing Responsibility. Accounting helps in determination of the profitability of different 
departments of the enterprise and ultimately helps in fixing the responsibility of the departmental heads. 

0 Advantages of Accounting 
Following are main advantages of accounting : 
1. Replacement of memory. In a large business it is very difficult for a business-man to 

remember all the transactions. Accounting provides records which will furnish information as and when 
desired and thus it replaces human memory. 

2. Evidence in court. Properly maintained accounts are often treated as a good evidence in the 
court to settle a dispute. 

3. Settlement of taxation liability. If accounts are properly maintained, it will be of great 
assistance to the businessman in settling the income tax and sale tax liability otherwise tax authorities 
may impose any amount of tax which the businessman will have to pay. 

4. Comparative study. It provides the facility of comparative study of the various aspects of the 
business such as profits, sales, expenses etc. with that of previous year and helps the businessman to 
locate significant factor leading to the change, if any. 

5. Sale of business. If accounts are properly maintained, it helps to ascertain the proper purchase 
price in case the businessman is interested to sell his business. 

6. Assistance to the insolvent person. If a person is maintaining proper accounts and 
unfortunately he becomes insolvent (i.e. when he is unable to pay to his creditors), he can explain many 
things about the past with the help of accounts and can start a fresh life. 

7. Assistance to various parties. It provides information to various parties, i.e., owners, creditors, 
investors, government, managers, research scholars, public and employees and financial position of a 
business enterprise from their own view point. 

8. Facilitate in raising loans. Accounting facilitates raising loans from lenders by providing them 
the required financial information. 

, 9. Assistance to the management. Accounting assists the management in taking managerial 
decisions. For example, Projected Cash Flow Statement facilitates the management to know the future 
receipts and payments and to take decisions regarding anticipated surplus or shortage of funds. 

10. Facilitate control over assets. Accounting facilitates control over assets by providing 
information regarding Cash Balance, Bank Balance, Stock, Debtors, Fixed Assets, etc. 

0 Limitations of Accounting 
Following are the main limitations of accounting : 
1. Records only monetary transactions. Accounting records only those transactions which can 

be measured in monetary terms. Those transactions which cannot be measured in monetary terms as 
conflict between production manager and marketing manager, efficient management etc., may be very 
important for a concern but not recorded in the business books. 

2. Effect of price level changes not considered. Accounting transactions are recorded at cost in 
the books. The effect of price level changes is not brought into the books with the result that comparison 
of the various years becomes difficult. For example, the sales to total assets in 2015 would be much 
higher than in 2016 due to rising prices, fixed assets being shown at cost and not at market price. 

3. No realistic information. Accounting information may not be realistic as accounting 
statements are prepared by following basic concepts and conventions. For example, going concern 
concept gives us an idea that the business will continue and assets are to be recorded at cost but the 
b k l hi h th t i h i t b t ll li bl Si il l b f ll i th



 

4. Personal bias of the Accountant affects the accounting statements. Accounting statements 
are influenced by the personal judgement of the accountant. He may select any method of depreciation, 
valuation of stock, amortisation of fixed assets, treatment of deferred revenue expenditure. Such 
judgement based on integrity and competency of the accountant will definitely affect the preparation of 
accounting statements. 

5. Permits alternative treatments. Accounting permits alternative treatments within generally 
accepted accounting concepts and conventions. For example, method of charging depreciation may be 
straight line method or diminishing balance method or some other method. Similarly, closing stock 
may be valued by FIFO (First-in-First-Out) or LIFO (Last-in-First-out) or average price method. 
Application of different methods may give different results and results may not be comparable. 

6. Profit no real test of managerial performance. Profit earned during an accounting period is 
not the real test of managerial performance. Profit may be shown in excess by manipulation of 
accounts by supressing such costs as depreciation, advertisement and research and development or 
taking excess value of closing stock. Consequently real idea of managerial performance may not be 
available by manipulated profit. 

7. Historical in nature. Usually accounting supplies information in the form of Profit and Loss 
Account and Balance Sheet at the end of the year. So, the information provided is of historical interest 
and only gives post-mortem analysis of the past accounting information. For control and planning 
purposes management is interested in quick and timely information which is not provided by financial 
accounting. 

8. Window Dressing in Balance Sheet. When an accountant resorts to window dressing in the 
Balance Sheet, then Balance Sheet cannot exhibit the true and fair view of the state of affairs of the 
business. 

© Users of Accounting Information 
Accounting is an information system. As an information system, it collects data and communicates 

economic information about the organisation to a wide variety of users whose decisions and actions are 
related to its performance. Accounting process begins with the identification of transactions and ends 
with the preparation of financial statements. Every step in the process of accounting generates 
information. Generation of information is not an end in itself. It is a means to facilitate the 
dissemenation of information among different user groups. Such information enables the interested 
parties to take appropriate decisions. 

Accounting is the language of the business. As the primary aim of a language is to serve as a 
means of communication, accounting is used to communicate business information. The basic 
objective of accounting is to provide information which is useful for persons inside the organisation 
and for persons or groups outside the organisation. According to Slavin and Reynolds, Professors of 
Accounting, “Conceptually, accounting is the discipline that provides information on which external 
and internal users of the information may base decisions that result in the allocation of economic 
resources in society.” 

(0 External Users of Accounting Information. External users are those groups or persons who 
are outside the organisation for whom accounting function is performed. Following can be the various 
external users of accounting information : 

1. Investors. Those who are interested in investing money in an organisation are interested in 
knowing the financial health of the organisation to know how safe the investment already 
made is and how safe their proposed investment will be. To know the financial health, they 
need accounting information which will help them in evaluating the past performance and 
future prospects of the organisation. Thus, investors for their investment decisions are 
dependent upon accounting information included in the financial statements. They can know 
the profitability and the financial position of the organisation in which they are interested to 
make that investment by making a study of the accounting information given in the financial 
statements of the organisation.
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2. Creditors. Creditors (i.e. suppliers of goods and services on credit, bankers and other lenders of 
money) want to know the financial position of a concern before giving loans or granting credit. 
They want to be sure that the concern will not experience difficulty in making their payment in 
time, i.e., liquid position of the concern is satisfactory. To know the liquid position, they need 
accounting information relating to current assets, quick assets and current liabilities which is 
available in the financial statements. 

3. Members of Not-for-Profit Organisations. Members of non-profit organisations such as 
schools, colleges, hospitals, clubs, charitable institutions etc., need accounting information to 
know how their contributed funds are being utilised and to ascertain if the organisation 
deserves continued support or support should be withdrawn keeping in view the bad 
performance depicted by the accounting information and diverted to another organisation. In 
knowing the performance of such organisations, criterion will not be the profit made but the 
chief criterion will be the service provided to the society. 

4. Government. Central and state governments are interested in the accounting information 
because they want to know earnings or sales for a particular period for purposes of taxation. 
Income tax returns are examples of financial reports which are prepared with information taken 
directly from accounting records. Government also needs accounting information for 
compiling statistics concerning business which, in turn, helps in compiling national accounts. 

5. Consumers. Consumers need accounting information for establishing good accounting control 
so that cost of production may be reduced with the resultant reduction of the prices of goods 
they buy. Sometimes, prices for some goods are fixed by the government, so it needs 
accounting information to fix reasonable prices so that consumers and manufacturers are not 
exploited. Prices are fixed keeping in view fair return to manufacturers on their investments 
shown in the accounting records. 

6. Research Scholars. Accounting information, being a mirror of the financial performance of a 
business organisation, is of immense value to the research scholar who wants to make a study 
into the financial operations of a particular firm. To make a study into the financial operations 
of a particular firm, the research scholar needs detailed accounting information relating to 
purchases, sales, expenses, cost of materials used, current assets, current liabilities, fixed 
assets, long term liabilities and shareholders’ funds which is available in the accounting 
records maintained by the firm. 

(ii) Internal Users of Accounting Information. Internal users of accounting information are those 
persons or groups which are within the organisation. Following are such internal users : 

1. Owners. The owners provide funds for the operations of a business and they want to know 
whether their funds are being properly used or not. They need accounting information to know 
the profitability and the financial position of the concern in which they have invested their 
funds. The financial statements prepared from time to time from accounting records tell them 
the profitability and the financial position. 

2. Management. Management is the art of getting things done through others, the management 
should ensure that the subordinates are doing work properly. Accounting information is an aid 
in this respect because it helps a manager in planning, control, decision making and appraising 
the performance of the subordinates. Actual performance of the employees can be compared 
with the budgeted performance they were expected to achieve and remedial action can be taken 
if the actual performance is not upto the mark. Management needs information to review the 
firm's short term and long-term solvency, profitability in relation to turnover, effective 
utilisation of available resources and profitability in relation to investment and take necessary 
action to run the business effectively. Thus, accounting information provides “the eyes and 
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© Branches of Accounting 
Following are the main branches of accounting : 
1. Financial Accounting. The main purpose of this branch of accounting is to ascertain profit or 

loss during a specific period, to show financial position of the business on a particular date and to have 
control over the firm’s property. Such accounting records are used to impart useful information to 
outsiders and to meet the legal requirements. 

2. Cost Accounting, The main aim of cost accounting is to ascertain cost relating to the various 
activities of the business and to have cost control. The cost accountant is required to assemble and 
interpret cost data for the use of management in controlling current operations and in planning for the 
future. 

3. Management Accounting. It supplies the management significant information in order to 
assist the management to discharge its various functions such as planning, control, evaluation of 
performance and decision making etc. 

4. Tax Accounting. Different types of taxes have to be paid by an enterprise on behalf of itself or 
on behalf of others, such as, employees, shareholders etc. Tax Accounting is helpful in complying with 
the provisions of complex tax laws governing income-tax, sales tax, excise duties, custom duties and 
estate duties. i 
f 

5. Social Responsibility Accounting. It is concerned with social responsibility aspects of a 
business. Management is held responsible for what it contributes to the social well being and progress. 
It is the process of identifying, measuring and communicating the social effects of the business 
decisions to permit informed judgements and decisions by the users of information. 

© Accounting Principles 
Accounting is the language of business. To make the language convey the same meaning to all 

people, accountants all over the world have developed certain rules, procedures and conventions, which 
represent a consensus view by the profession of good accounting practices and procedures and are 
generally referred to as Generally Accepted Accounting Principle (GAAP). The Phrase ‘Generally 
Accepted Accounting Principles’ (GAAP) is a technical accounting term that encompasses the 
conventions, rules and procedures necessary to define accepted accounting practices at a 
particular time. It includes not only broad guidelines of general applications but also detailed 
practices and procedures. These conventions, rules and procedures provide a standard by which 
to measure financial presentations. 

Thus, GAAPs are common set of accounting principles, standards and procedures that 
companies use while preparing their financial statements. GAAP are a combination of authoritative 
standards (set by policy boards) and simply the commonly accepted ways of recording and reporting 
accounting information. GAAPs recognise the importance of reporting transactions and events in 
accordance with their substance. They originate from a combination of tradition, experience and 
official decree and require authoritative support and some means of enforcement. 

GAAPs are imposed on companies so that investors have a maximum level of consistency in the 
financial statements they use when analysing companies for investment purposes. Companies are 
expected to follow GAAP rules when reporting their financial data via financial statements. 

GAAP is only a set of standards. There is plenty of room within GAAP for accountants to distort 
figures So even when a company uses GAAP still need to scrutinize its financial statements
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© Sources of Indian GAAPs 
Principal sources of Indian GAPPs are : (i) Company law. (ii) Accounting standards and related 

documents of the ICAI. ( H i )  SEBI requirements, ( i v )  Established Conventions. 

0 Meaning of Accounting Principles 
The term ‘Principle’ refers to fundamental belief or a general truth which once established does not 

change. It is incorrect to apply the term with respect to accounting which is merely an art involving 
adaption for the attainment of some useful results by its applications. Application implies changing 
nature and hence is contradictory to the meaning of fundamental truth implied by the term 
‘principle’.To others, the term ‘Principle’ means rule of action or conduct and hence can be aptly 
applied to rules in accounting. AICPA defined the term ‘Principle’ “as a guide to action, a settled 
ground or basis of conduct or practice.” Some Accountants prefer to use the term ‘Standard’ instead of 
using the word ‘Principle’ but accounting principles and accounting standards are not one and the same 
thing. Accounting principles are guidelines to establish standards for sound accounting practices and 
procedures in reporting the financial status and periodic performance of a business. Accounting 
standards are written/policy documents issued by the government or professional institutes or other 
regulatory body covering various aspects of recognition, measurement, treatment, presentation and 
disclosure of accounting transactions in the financial statements. 

0 Characteristic of Accounting Principles 
Following are the main characteristics of accounting principles : 
1. Accounting principles are man made so they do not have the authoritativeness as universal 

principles like the principles of physics, chemistry and other natural sciences. They represent the best 
possible guidelines based on reasons and observations and have been developed by accountants to 
enhance the usefulness of accounting data in an ever changing society. 

2. The science of accounting is not in a finished from, it is in the process of evolution. 
Consequently, accounting principles are fast developing. These are influenced by business practices and 
customs, government agencies and other business groups. 

3. The general acceptance of an accounting principle usually depends on how well it meets three 
criteria : relevance, objectivity and feasibility. A principle is relevant to the extent that it results in 
information that is useful to those who want to know something about a certain business. A principle is 
objective to the extent that the accounting information is not influenced by the personal bias of those 
who furnish the information. The accounting information given in the financial statements should be 
free from the personal bias of the persons who have taken part in the preparation of such statements. A 
principle is feasible to the extent that it can be applied without undue complexity or cost. 

Accounting principles can be classified into two categories : 
(i) Accounting concepts, and (ii) Accounting conventions. 

0 Accounting Concepts 
Accounting concepts may be considered as postulates i.e., basic assumptions or conditions 

upon which the science of accounting is based. There is no authoritative list of these concepts but 
most of the following concepts have fairly general support. 

0 Accounting Conventions 
The term ‘conventions’ denote circumstances or traditions which guide the accountants while 

preparing the accounting statements. 
Concepts and conventions are often used interchangeably. The basic difference between them 

is that concepts are concerned with maintenance of accounts whereas conventions are applicable 
hil i fi i l i S f P fi d L d B l Sh
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Accounting Sonventions r 
Accounting Concepts 

Concepts and conventions can be put in the form of a chart as given below: 
Accounting Principles 

 _____________________ i _____________________  

/)  Business Entity M Consistency 
/'/) Money Measurement O') Full Disclosure 

(Hi) Going Concern ("') Conservatism 
(,V) Cost (M Materiality 
(v) Dual 
Aspect V\i^ 
(vii) Matching 
(viii) Realisation 
(ix) Objective Evidence 
(x) Accrual 
The above concepts and conventions are explained below : 

(0 Business Entity Concept 
This concept implies that a business unit is separate and distinct from the persons who suppl] | 
capital to it. Irrespective of the form of organisation, a business unit has got its own individuality 
| as distinguished from the persons who own or control it. The accounting equation (i.e., Assets 
Liabilities + Capital) is an expression of the entity concept because is shows that the business itsel L 
owns the assets and in turn owes the various claimants. Business is kept separate from the proprietors 
that transactions of the business, may also be recorded with him. 

(/#) Money Measurement Concept 
Money is the only practical unit of measurement that can be employed to achieve homogeneity o 

financial data, so accounting records only those transactions which can be expressed in terms o 
money though quantitative records are also kept. The advantage of expressing business transactions 
terms of money is that money serves a common denominator by means of which heterogeneous fac! 
about a business can be expressed in terms of numbers (i.e. money) which are capable of additions 
an' subtractions. 

Generally, business entity concept and money measurement concept are called fundamen 
accounting concepts as they go to the very roots of financial accounting. The alternative of eith 
of these two concepts would change the entire nature of financial accounting. The concepts giv 
below can be taken as procedural concepts. 

(iff) Going Concern Concept or Continue of Activity Concept 
It is assumed that a business unit has a reasonable expectation of continuing business at a profit fr. 

an indefinite period of time. A business unit is deemed to be a going concern and not a gone concern. I 
will continue to operate in the future. Transactions are recorded in the books keeping in view the go: 

concern aspect of the business unit. It is because of this concept that suppliers supply goods an 
services and other business firms enter into business transactions with the business unit. Suppliers will 
not supply goods and services and other persons will not have business dealings with the busine- entity 
if they have the feeling that the concern will be liquidated. This assumption provides much of the 
justification for recording fixed assets at original cost (i.e., acquisition cost) and depreciating them in a 
systematic manner without reference to their current realisable value. 

(iV) Cost Concept
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accounting for the asset. This concept does not mean that the asset will always be shown at cost 
but it means that cost becomes basis for all future accounting for the asset. Asset is recorded at cost 
at the time of its purchase but is systematically reduced in its value by charging depreciation. The 
market value of an asset may change with the passage of time, but for accounting purpose it continues 
to be shown in the books at its book value, i.e., the cost at which it was purchased minus depreciation 
provided up to date. 

(v) Dual Aspect Concept or Accounting Equivalence Concept 
This is the basic concept of accounting. According to this concept, every financial transaction 

involves a two-fold aspect, (a) yielding of a benefit and (b) the giving of that benefit. For example, 
if a business has acquired an asset, it must have given up some other asset such as cash or the obligation 
to pay for it in future. Thus, a giver necessarily implies a receiver and a receiver necessarily implies a 
giver. There must be a double entry to have a complete record of each business transaction, an entry 
being made in the receiving account and an entry of the same amount in the giving account. The 
receiving account is termed as debtor and the given account is called creditor. Thus, every debit must 
have a corresponding credit and vice versa and upon this dual aspect has been raised the whole 
superstructure of Double Entry System of Accounting. The Accounting Equation [i.e. Assets = Equities 
(or Liabilities + Capital)] is based on dual-aspect concept. The term ‘Assets’ denotes the resources 
owned by the business while the term 'Equities’ denotes the claims of various claimants including the 
proprietors of the business against the assets. 

(W) Accounting Period Concept 
Truly speaking, the measurement of income or loss of a business entity is relatively simple on a 

whole-life basis. A complete and accurate picture of the degree of success achieved by a business unit 
cannot be obtained until it is liquidated, converts its assets into cash and pays off its debts. On 
liquidation, it is possible to determine with finality its net income. But the owners, the investors and 
overall the Government, all are impatient and do not want, until the dissolution of the concern, to know 
what has been the results of the business activities. All these persons are interested in regular reports 
and accounts at proper intervals to know “how things are going?” This means that the final accounts 
must be prepared on a periodic basis rather than waiting till the business is terminated. 

(vii) Matching Concept 
This concept is based on the accounting period concept. The most important objective of 

running a business is to ascertain profit periodically. The determination of profit of a particular 
accounting period is essentially a process of matching the revenue recognised during the period 
and the costs to be allocated to the period to obtain the revenue. It is, thus, a problem of matching 
revenues and expired costs, the residual amount being the net profit or net loss for the period. Revenue 
is considered to be earned on the date at which it is realised, i.e., on the date when the goods are 
delivered or services rendered to the customer even though payment may be received at some future 
date. Revenue may also be considered to be earned at the time the cash is collected, regardless when the 
sale is made or service is rendered as is the practice with physicians, attorney and other enterprises in 
which professional services are source of revenue. It has little theoretical justification but has the 
practical advantages of simplicity of operation and avoidance of the problem of estimating losses on 
account of bad debts. It is also advantageous from income tax point of view because income tax is paid 
only on cash income. 

(viii) Realisation Concept 
According to this concept, revenue is considered as being earned on the date at which it is 

realised i e on the date when the property in goods passes to the buyer and he becomes legally
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was realised but on February 1, when goods were delivered to the customer. 
Flowever, in case of hire-purchase sales, the ownership of goods sold on hire-purchase does 

pass to the purchaser when the goods are delivered but it passes when the last instalment is paid, 
sales are presumed to have been made to the extent of down payment, instalments received 
instalments due, but not received. 

The realisation concept is criticised by economists on the ground that if an asset has increas 
value then it is irrelevant because it has not yet been sold. In other words, unrealised gains are 
considered in accounting. As a result of this concept, distinction is made between holding gains 
operating gains. Holding gains arise as a result of increases in value from holding an asset 
operating gains are realised as a result of selling assets. Holding gains are not recorded bee 
property in goods has not yet transferred but operating gains are reported because they have result 
a result of sale. 

(/x) Objective Evidence Concept 
Objectivity cannotes reliability, trustworthiness and verifiability, which means that th 

some evidence in ascertaining the correctness of the information reported. Entries in accou 
records and data reported in financial statements must be based on objectively deter 
evidence. Without close adherence to this principle, the confidence of many users of the fin 
statements could not be maintained. Invoices and vouchers for purchases and sales, bank state 
for amount of cash at bank, physical checking of stock in hand etc., are examples of objective 
evict1 which are capable of verification. As far as possible, every entry in accounting records 
should supported by some objective evidence. Evidence should be such which will minimise the 
possibili error and intentional bias or fraud. Evidence is not always conclusively objective for 
there numerous occasions in accounting where judgements and other subjective factors play part. 
In s situations, it should be seen that most objective evidence available should be used. For 
example*! Provision for Doubtful Debts Account is an estimate of the losses expected from 
failure to collect s! made on credit. Estimation of this account should be made on such objective 
factors as past experiej in collecting debtors and reliable forecasts of future business activities. 

(x) Accrual Concept 
The essence of the accrual concept is that revenue is recognised when it is realised, that when 

sale is complete or services are given and it is immaterial whether cash is received or n Similarly, 
according to this concept, expenses are recognised in the accounting period in whi they help in 
earning the revenue whether cash is paid or not. Thus, to ascertain correct profit loss for an 
accounting period and to show the true and fair financial position of the business at the efi of the 
accounting period, we make record of all expenses and incomes relating to the accounting perio 
whether actual cash has been paid or received or not. Therefore, as a result of the accrual concep 
outstanding expenses and outstanding incomes are taken into consideration while preparing fin- 
accounts of a business entity. 

© Accounting Conventions 
The term ‘conventions’ denotes customs or traditions which guide the accountant while 

preparing the accounting statements. Following are the important accounting conventions : 
(0 Convention of consistency, ( i f )  Convention of fuli disclosure. ( H i )  Convention of 

conservatis: or prudence, (iv) Convention of materiality. 
(t) Convention of Consistency. Accounting rules, practices and conventions should be 

continuously observed and applied i,e., these should not change from one year to another. The 
results of different years will be comparable only when accounting rules are continuously
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whichever is lower” should be followed year after year to get comparable results. Similarly, if 
depreciation on fixed assets is provided on straight line method, it should be done year after year. 
Consistency serves to eliminate personal bias because the accountant will have to follow consistent 
rules, practices and conventions year after year. The rationale behind this concept is that frequent 
changes in accounting treatment, would make the financial statements unreliable to the persons who 
use them. 

(li) Convention of Full Disclosure. According to this convention, all accounting statements should 
be honestly prepared and to that end full disclosure of all significant information should be made. All 
information which is of material interest to proprietors, creditors and investors should be 
disclosed in accounting statements. An obligation is placed on the accounting profession to see 
that the books of accounts prepared on behalf of others are as reliable and informative as 
circumstances permit. The convention is becoming popular these days because most of big business 
units are in the form of joint stock companies where ownership is divorced from management. The 
Companies Act has prescribed the forms in which financial statements are to be prepared. The Act 
makes ample provisions for the disclosure of essential information that there is no chance of any 
material information being left out. 

(iii) Convention of Conservatism or Prudence. Literally speaking, conservatism means taking 
the gloomy view of a situation. It is a policy of caution or playing safe and had its origin as a safeguard 
against possible losses in a world of uncertainty. It compels the businessman to wear a “risk-proof’ 
jacket, for the working rule is : anticipate no-profits but provide for all possible losses.” 

(iv) Convention of Materiality. An accounting concept according to which all relatively 
important and relevant items, (i.e., items, the knowledge of which might influence the decisions of 
the user of the financial statements) are disclosed in the financial statements. 

Whether something should be disclosed or not in the financial statements will depend on whether it 
is material or not. Materiality depends on the amount involved in the transaction. For example, minor 
expenditure of f 10 for the purchase of waste basket may be treated as an expense of the period rather 
than an asset. 

Customs also influence materiality. For example, only round figures (to the nearest rupee) may be 
shown in the financial statements to make the figures manageable without affecting the accounting 
data. Similarly, for income tax purpose the income has to be rounded to nearest ten rupees. 

The term “materiality” is a subjective term. The accountant should record an item as material even 
though it is of small amount if its knowledge seems to influence the decision of the proprietors or 
auditors or investors. 

© Accounting Standards 
The Institute of Chartered Accountants of India being the premier accounting body in India has 

tried to improve its accounting standards continuously in the country. However, the most important 
step in developing accounting standards in the country has been setting up of an Accounting Standards 
Board in 1977. Important function of this Board is to formulate accounting standards so that such 
standards will be established by the Council of the Institute of Chartered Accountants. It has beer made 
clear by the Institute that while formulating the accounting standards, the Accounting Standards Board 
(ASB) will keep in view customs, usages, applicable laws and the business environments in India and 
the Institute of Cost Accountants of India and the International Accounting Standards issued by the 
International Accounting Standards Committee. It is gratifying to note that the Institute of Chartered 
Accountants of India and the Institute of Cost Accountants of India are both members of International 
Accounting Standards Committee. This development will go a long way in the uniform adoption of 
International Accounting Standards in the country. The standards formulated b; Accounting Standards 
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Board (ASB) itself marked a commendable effort by the Institute of the Chartered Accountants in its 
endeavour to formulate and harmonise accounting practices, and has played a significant role in 
improving corporate practices, but it has not come upto the expectations of several users of financial 
statements. 

© Meaning and Definition of Accounting Standards 
Accounting standards are written/policy documents issued by the government or professional 

institutes or other regulatory body covering various aspects of recognition, measurement, treatment, 
presentation and disclosure of accounting transactions in the financial statements. According to T.P. 
Ghosh “Accounting Standards are the policy documents issued by the recognised expert accountancy 
body relating to various aspects of measurement, treatment and disclosure of accounting transactions 
and events.” Kohler has also defined accounting standard as “a mode of conduct imposed on 
accountants by custom, law or professional body.” 

0 Significance of Accounting Standards 
Accounting Standards play an important role to facilitate uniform preparation and reporting of 

general purpose financial statements published annually for the benefit of various users of such 
statements. They are very useful for investors and other external groups in assessing the progress and 
prospects of alternative investments in different entities in different countries. Standards will help all 
users of reading financial statements on a true and fair view on uniform basis. They become reliable, 
uniform and consistent. Accounting standards will raise the standards of audit itself in its tasks of 
reporting in the financial statements. The standard accounting reports published shall be easily 
aggregated and used particularly if they are concerned with the meaning-fulness of the number for the 
purposes of economic planning, market analysis and the like. All of these factors have been important 
determinants of the establishment of accounting standards. 

0 List of Accounting Standards Issued by ASB 
The Accounting Standards Board of the Institute of Chartered Accountants of India has issued the 
following Accounting Standards : __________________________________________  

No. Name

AS 1 Disclosure of Accounting Policies
AS 2 Valuation of Inventories 
AS 3 Cash Flow Statements 

AS 4 Contingencies and Events occurring after the Balance Sheet Date
AS 5 Net Profit or Loss for the Period, Prior Period Items and Changes in Accounting Policies 
AS 6 Depreciation Accounting 
AS 7 Construction Contracts (Revised 2002)
AS 8 

Accounting for Research & Development (AS-8 is no longer in force since it was merged with AS-26)
AS 9 Revenue Recognition 
AS 10 Accounting for Fixed Assets 

AS 11 The Effects of Changes in Foreign Exchange Rates (Revised 2003)
AS 12 Accounting for Government Grants
AS 13 Accounting for Investments 
AS 14 Accounting for Amalgamation 
AS 15 Employee Benefits (Revised 2005)
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Q Accounting Systems 
Following are the two systems of Accounting : 
1. Single Entry System, Under this system, only personal accounts with or without subsidiary 

books are maintained. This system has no complete record of business transactions done during a 
specified period. Hence, neither the trial balance nor final accounts can be prepared due to non-
availability of nominal and real accounts. This system is simple and less costly but is adopted by small 
concerns where business transactions are few. In fact, this is a lack of system. 

2. Double Entry System. Every business transaction has two aspects, i.e., 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 in a credit sale of goods, goods are given to the 
customer and the customer becomes debtor for the amount of goods sold to him. This method of writing 
every transaction in two accounts is known as Double Entry System of Accounting. Of the two 
accounts, one account is given debit while the other account is given credit with an equal amount. Thus, 
on any date, the total of all debits must be equal to the total of all credits because every debit has a 
corresponding credit. 

® Factors Common to Every Business 
To have a clear understanding of the Double Entry System, it is necessary to keep in mind the 

following factors which are common to every business : 

1. The business has to enter into business dealings with a number of persons or firms. So, an 
account of each person or firm, with whom the business has business dealings, is opened. Such 
accounts are known as Personal Accounts. 

2. The business must necessarily have some assets such as stock, cash, furniture etc., with the help 
of which the business may be carried on. Therefore, an account of each asset in the business is opened. 
Such accounts are classified as Real or Property Accounts. 

3. There must be certain sources from which the income of the business is derived. Similarly, 
certain expenses must be incurred to earn the income. Therefore, an account of each expense and 
income is opened in the books. Such accounts are known as Nominal or Fictitious Accounts. 

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 Discounting Operations 
AS 25 Interim Financial Reporting 
AS 26 Intangible Assets 
AS 27 Financial Reporting of Interests in Joint Ventures
AS 28 Impairment of Assets 
AS 29 Provisions, Contingent Liabilities and Contingent Assets
AS 30 Financial Instruments : Recognition and Measurement and Limited Revisions to AS 2, AS 11 Revised 

2003), AS 21, AS 23, AS 26, AS 27, AS 28 and AS 29. 
AS 31 Financial Instruments : Presentation
AS 32 Financial Instruments—Disclosures and limited revision to Accounting Standard 
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Natural Person’s Personal Account. An account recording transactions with an individ human 

being is known as a natural person’s Personal Account, e.g., Vinod’s Account. 
Artificial Person’s Personal Account. An account recording financial transactions with artificial 

person created by law or otherwise is called an artificial person’s personal account,« Arihant Industries 
Ltd., Bank Account, Rainesh & Bros. Co. etc. 

Representative Personal Account. An account indirectly representing a person or persons! 
known as a representative personal account. When accounts are of a similar nature and their numbe 
large, it is better to group them under one head and open a representative personal account. Examp of 
such types of accounts can be : Salaries Outstanding Account, Interest Outstanding Accou Prepaid 
Insurance Account etc. Salaries Outstanding Account is a personal account represent! salaries payable 
to the staff. 

Tangible Real Account. Such type of account relates to an asset which can be touched, felt, se[ 
and measured e.g., Machinery Account, Cash Account, Furniture Account, Stock Account etc. 

Intangible Real Account. Such type of account relates to an asset which cannot be touch' 
physically but can be measured in value. For example, Goodwill Account, Patents Account, Tra Marks 
Account, Copy Rights Account etc. 

ILLUSTRATION 1. Classify the following accounts into personal, real and nominal: 
(a) Drawings Account ; (b) Bank Account ; (c) Cash Account ; (d) Discount Accoun 

(e) Patent Account ; (/) Arihant Industries Ltd. Account ; (g) Goodwill Account; (h) Salari 
Account ; (i) Bad Debts Account ; (j) Capital Account ; (k) Machinery Account ; (l) Sala 
Outstanding Account ; (m) Unexpired (or prepaid) Insurance Account; (n) Stock Account 
(u) Bank Overdraft ; (p) Purchases A/c; (q) Bills Receivable A/c ; (r) Reserve for Discount on 
Creditors. 
SOLUTION 

(a) Drawings Account = Personal 
(b) Bank Account = Personal. It can also be real account if Bank Account shows cash at bank 

Dealings with bank are to be treated as dealings with a party, so it is bette to 
treat Bank Account as a personal account. 

(c) Cash Account = Real Account 
(d) Discount Account = Nominal Account 
(e) Patent = Real Account 
(f) Arihant Industries Ltd. Account = Persona! Account 
(g) Goodwill Account = Real Account 
(h) Salaries Account = Nominal Account 
(/) d b l

I 
Personal Accounts 

\ ^ 

Accounts

Natural 
Persons’ 
Accounts 

Artificial 
Persons’ 
Accounts 

Representative
Persons’ 

fAccounts 

Real Accounts
 ___ l ___ 

Impersonal Accounts 

 ------------ \ 
Nominal Accounts 

Tangible Real 
Accounts 

1
Intangible 

Real Accounts 
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(/) Salary Outstanding Account = Personal Account 
(m) Unexpired Insurance Account = Personal Account 
(n) Stock Account = Nominal Account 
(o) Bank Overdraft = Personal Account 
(p) Purchases = Real Account 
(q) Bills Receivable Account = Real Account 
(r) Reserve for Discount on Creditors = Nominal Account. 

© Rules of the Double Entry System 
There are separate rules of the double entry system in respect of personal, real and nominal 

accounts which are discussed below : 
1. Personal Accounts. These accounts record a business’s dealings with persons or firms. The 

person receiving something is given debit and the person giving something is given credit. For example, 
if Vijay sells goods to Viney on credit, Viney’s Account will be given debit (in Vijay’s books) as he is 
the receiver of goods and Vijay’s Account will be credited (in Viney’s books) as he is the giver of goods. 
When Viney makes the payment for these goods, Vijay’s Account will be debited in Viney’s books as he 
is the receiver of cash and Viney’s Account will be given credit in Vijay’s book as he is the giver of 
cash. 

2. Real Accounts. These are the accounts of assets. Asset entering the business is given debit and 
asset leaving the business is given credit. For example, when goods are sold for cash. Cash Account will 
be given debit as cash comes in and sales (of Goods) Account will be credited as goods go out. So, the 
rule is : debit what comes in and credit what goes out. 

3. Nominal Accounts. These accounts deal with expenses, incomes, profits and losses. Accounts 
of expenses and losses are debited and accounts of incomes and gains are credited. For example, when 
rent is paid to the landlord, Rent Account will be debited as it is an expense and Cash Account (real 
account) will be credited as it goes out. Similarly, when commission is received, Cash Account will be 
debited as cash is received and Commission Account will be credited as it is an income. Thus, the rule is 
debit all expenses and losses and credit all incomes and gains. 

The rules of the double entry system are shown in the following chart: 
RULES OF THE DOUBLE ENTRY 

 

© Analysis of Transactions 
To make a correct record of the transactions, each transaction must be analysed. Following 

questions may be asked in this respect: 
(0 Which are the two accounts involved in the transaction to be recorded ? 
(ii) Whether the two accounts involved in the transaction are personal, real or nominal ? 
( H i )  What rules of debit and credit are applicable to the accounts involved ? 
(iv) Which account should be debited or credited ?

Personal Accounts 

1 Real Accounts 1 Nominal Accounts 1 

r
  

r 1
 

1Debit  Credit Debit Credit Debit Credit 

1
 

1 1 1
 

1Receiver  Giver What Comes In What Goes 
Out 

Expenses and 
Losses 

Incomes and 
Gains 
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OF TRANSACTIONS 

actions Two Accounts 
Involved 

Classification of 
Accounts Rule of Debit and Credit

Explanation Account to be 
debited with ? 

Account to be 
credited with f

ness with f 50,000 Cash Real Debit what comes in Cash enters the business Cash 50,000 —

Capital Personal Credit the giver Proprietor is giver of cash
— 

Capital 50,000
urniture for t 
dit from Pankaj 

Furniture Real Debit what comes in Furniture comes in Furniture 1,000 —

Pankaj Personal Credit the giver Pankaj is a giver of Furniture 
—

Pankaj 1,000 

hased for cash T Purchases Real Debit what comes in Goods come in the business Purchases 20,000 —

Cash Real Credit what goes out 
Cash goes out of the business

—

Cash 20,000 

to Ram Niwas for 
edit 

Ram Niwas Personal Debit the receiver Ram Niwas is a receiver of 
goods 

Ram Niwas 5,000  

Sales Real Credit what goes out 
Goods go out of the business

—

Sales 5,000 

s to staff ? 1,800 
Salaries Nominal 

Debit the expenses and 
losses Salaries are expenses

Salaries 1,800 — 

Cash Real Credit what goes out 
Cash goes out of the business

■ —
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as 
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—
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—
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© Advantages of the Double Entry System 
Following are the main advantages of double entry system : 
1. By following the double entry system, a complete record of the financial transactions is 

maintained because it records both the aspects of every financial transaction. 
2. It gives accurate information of amount due to and due by the business unit at any time because a 

complete record of amount due from various debtors and amount due to various creditors is kept by 
maintaining personal accounts of debtors and creditors. 

3. Arithmetical accuracy of the account books can be tested by preparing a trial balance by taking 
balances of all ledger accounts. 

4. It is helpful in preventing frauds and errors. In case of disagreement of the trial balance, efforts 
are made to locate the errors so that books may be set right. It can work well with the help of internal 
check system. 

5. It is helpful in ascertaining profit or loss of a particular period by preparing the Profit and Loss 
Account. Profit or Loss of the current year can be compared with profit or loss of the previous year which 
enables the business unit to take action to increase the profit. 

6. Financial position of the business entity can be ascertained by preparing the Balance Sheet 
because it provides full particulars of various assets and liabilities by maintaining their accounts in the 
ledger. 

7. It makes available readymade information to be sent to income tax and sales tax authorities. 
8. It is helpful in filing accurate claim for loss of stock as a result of fire to the insurance company 

because a complete record of material or goods is kept in Material or Goods Account. 

© Disadvantages of the Double Entry System 
Following are the main disadvantages of this system : 
1. This system requires the maintenance of a number of books of accounts which is not practical in 

small concerns. 
2. The system is costly because a number of records are to be maintained. 
3. There is no guarantee of absolute accuracy of the books of account inspite of agreement of the 

trial balance because there are some errors like errors of principles, errors of omissions, compensating 
errors etc. which remain undeducted inspite of agreement of the trial balance. 

© Accounting Cycle 
It refers to a complete sequence of accounting procedures which are required to be repeated in the 

same order during each accounting period. Accounting cycle includes : 
(a) Recording. First, all transactions should be recorded in the Journal or Books of Original Entry 

known as subsidiary books as and when they take place. 
(b) Classifying. All entries in the Journal or Books of Original Entry should be posted to the 

appropriate ledger accounts to find out at a glance the total effect of all such transactions in a particular 
account. 

(c) Summarising. Last stage is to prepare the trial balance and final accounts with a view to 
ascertaining the profit or loss made during a trading period and the financial position of the business on a 
particular date. 

Thus sequential steps involved in an accounting cycle are : (z) Journalising, (z'z) Posting, ( H i )  
Balancing, (z'v) Trial Balance, (v) Income Statement (i.e., Trading and Profit & Loss Account), and (vz) 
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OJournal 
Journal is derived from the French word ‘Jour’ which means a day. Journal, therefore, means a daily 

record of business transactions. Journal is a book of original entry because transaction is first written in 
the Journal from which it is posted to the ledger at any convenient time. Journalising means recording a 
transaction in the Journal and the form in which it is recorded is known as a journal entry. The ruling of 
the journal is as follows : 

 

Column 1 — {Date). The date of the transaction on which it takes place is written in this column. 
The year is written only in the first entry appearing on each page. This column is divided into 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 this column, the name of the account to be debited is written first and 
is written close to the line marked (A). The word Dr. is written near the line marked (B). In the next line, 
the account to be credited is written preceded by the word “To” leaving a few spaces away from the line 
(A). An explanation of the entry known as “narration” is also recorded in this column below the line 
giving credit to the account. 

Column 3 — (L.F.). L.F. stands for ledger folio which means page of the ledger. In this column are 
entered the page numbers on which the various accounts appear in the ledger. 

Column 4 — {Dr. Amount). In this column, the amount to be debited against the ‘Dr.’ Account is 
written along with the nature of currency. 

Column 5 — {Cr. Amount). In this column the amount to be credited against the ‘Cr.’ Account is 
written along with the nature of currency. 

@ Points to be Noted Before Journalising 
1. Capital Account. If the proprietor has introduced cash or goods or property in business, it is 

known as capital. It should be debited to Cash/Stock of Goods/Property Account and credited to the 
Proprietor’s Capital Account. It must be clearly understood that the entity of the proprietor is totally 
different from the business. 

2. Drawings Account. If the proprietor has withdrawn cash or goods from the business for his 
personal or domestic use, it is called drawings. It should be debited to Drawings Account and credited to 
Cash/Purchases Account. 

3. Cash/Credit Transactions. When goods are purchased or sold for cash, it is known as a cash 
transaction. If the goods are purchased or sold on credit i.e. the payment will be made or received after 
some time, it will be a credit transaction. If nothing is mentioned whether it is a credit or cash 
transaction, then it should be treated as a credit transaction. For example, goods sold to X for ? 2,000 or 
goods purchased from Y for f 1,000 etc. 

4. Casts and Carry Forwards. When journal entries extend to several pages of the journal, the 
totals are cast (done) at the end of each page. At the end of each page the words ‘Total C/f (C/f stands for 
carried forward) are written in the particulars column against the debit and credit totals. On the next page, 

JOURNAL 

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

Year Name of Account to be debited Dr. 
To Name of Account to be credited (Narration) 

(A) (B) 

   

Month Date 
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2,000

19,600
400

5. Goods Given Away as Charity. If some goods from the business are given away as charity to a 
particular person or institution, it should be debited to Charity Account and Credited to Purchases 
Account. 

6. Compound Journal Entry. If there are two or more transactions of a similar nature occurring on 
the same day and either Dr. or Cr. account is common, such transactions can be conveniently recorded in 
the form of one journal entry instead of making a separate entry for each transaction. Such entry is known 
as compound Journal Entry. 

7. Opening Entry. The balances of the previous year are brought forward in the beginning of the 
year by means of an entry in a going concern. Such entry is made on the basis of accounting equation 
i. e. by debiting all assets and crediting liabilities and capital account. 

ILLUSTRATION 2. Following balances appeared in the books of Patnayak on 31st March, 
2015. Pass the necessary opening entry for 2015-16 : 

Credit balances : Capital f  30,000; Bills Payable ? 5,000 ; Creditors ? 10,000. 
Debit balances : Furniture ? 4,000 ; Machinery f  18,000 ; Debtors f  12,000; B/R ? 9,000 ; Cash 

f  2,000. 
SOLUTION 

 

8. Cash Discount. This discount is allowed by a creditor to a debtor when the latter pays the 
amount of goods purchased by him either immediately or within a specified period. It is an incentive 
given to a debtor for making an early payment. Thus if the seller allows 2% discount for payment within a 
month. On a bill of ? 20,000, the customer would pay t 19,600 if the payment is made within a month 
otherwise he would have to pay ? 20,000 i.e. full amount of the bill. This discount is recorded in the 
books of accounts and a separate account is opened in the ledger. Being a nominal account discount 
allowed is debited and discount received credited. For example : 

(0 Cash received from Mahesh ? 1,900 and allowed him discount 
r 100. 

Cash A/c Dr. 1,900 
Discount A/c Dr. 100 

To Mahesh’s A/c 
(For cash received and discount allowed) 

(ii) Paid to Suresh f 20,000 less 2% cash discount. 
Suresh A/c Dr. 20,000 

To Cash A/c To 
Di t A/

JOURNAL ENTRIES 
    

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

    r ? 

2015 April 
1 Furniture Account Dr.

 

4,000

 

 Machinery Account Dr. — 18,000  

 Debtors Account Dr. — 12,000  

 Bills Receivable Account Dr.
—

9,000  

 Cash Account Dr. — 2,000  

 
To Capital Account 

   
30,000 

 To Bills Payable Account    5,000 
 To Creditors Account (Being opening 

entry) 

   

1.0,000 
 



 

Basis of Distinction Trade Discount
1. When allowed 

It is allowed on a certain quantity being 
purchased or as a trade practice.

2. Purpose It is given to promote sales.

3. Vary with It may vary with the quantity of goods 
purchased. 

4. Entry in books It is not recorded in the books of account.

5. Deduction It is deducted from the Invoice.
6. When offered It is offered at the time of sale or 

purchase. 
7. Form It is usually given in percentage. It is given 

on the list price or catalogue price or retail 
price. 

9. Trade Discount. It is a deduction on the gross value or list price of goods allowed by 
manufacturer to the wholesaler or a wholesaler to a retailer in order to enable them to sell the go further at 
list price to the consumer and yet earn a profit. Suppose, a manufacturer produced an artic for f 40 may fix 
? 100 as list price and allows 35% discount to the wholesaler. The wholesaler \ thus get it at f 65 and may 
sell to the retailer at 20% trade discount. The retailer would thus get it ? 80 and sell to the consumer at ? 
100. Thus, the manufacturer earns a profit of f 25, the wholesa ? 15 and the retailer ? 20. It is deducted 
from the invoice or cash memo itself from gross value goods and is not recorded at all in the books Of 
account. The journal entry will be passed with the value of goods. For example, Bought goods worth f 
6,000 from Ram less 20% trade discount. Purchases A/cDr. 4,800 

To Ram’s A/c 4,800 
(For goods purchased from Ram) 
Sometimes the purchaser may get the benefit of both discounts. In such a case, firstly tra discount is 

calculated on the gross value of goods sold and then cash discount is calculated on the value of goods (i.e. 
gross value of goods - trade discount). For example, bought goods worth ? 6/ from Ram less 20% trade 
discount and paid in cash full less 2% cash discount. 

Purchases Account Dr. 4,800 
To Cash A/c 4,704 
To Discount A/c 96 

(for goods purchased for cash and discount received) 
If payment is made in part, then cash discount is calculated only on the amount paid and not the 

total value of goods bought or sold. For example—Bought goods worth ? 6,000 less 20% tra discount and 
2% cash discount and paid half the amount in cash 

Purchases A/c Dr. 4,800 
To Supplier’s A/c 2,400 
To Cash A/c 2,352 
To Discount A/c 48 

(For goods purchased and half the amount paid in cash less 2% cash discount) 

Q Difference Between Trade 
Discount and Cash Discount 

Cash Discount 

It is allowed when payment is maJ before 
a certain date. 

It is allowed to encourage early cas 
payment. 
It may vary with the period withi which 
the payment is to be made. 
A separate account in the ledger 
maintained for such discount. 
It is not deducted from the Invoice. 
It is offered at the time of getting quf 
payment. 
It may be given in percentage or i 
absolute figure.
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10. Purchase of Shares. When shares or securities are purchased, the entry is made at market value 
and not at face value. Brokerage paid on the purchase of such investment is also added in the amount of 
investment. For example, if shares of ? 50,000 are purchased at f 90 and ? 200 is paid as brokerage, the 
purchase price would be f 45,200 (i.e., T 50,000 x .90 + T 200). It is debited to Investment Account and 
credited to Cash Account. 

11. Sale of Shares. If shares or securities are sold, the entry should be passed at market value less 
brokerage, if any, paid on such shares. For example, if f 50,000 shares are sold at ? 95 at 2% brokerage, 
the entry should be passed at f 93. It is debited to cash account and credited to investment account with ? 
46,500. 

12. Expenses Incidental to the Purchase of Fixed Assets. If some expenses are incurred on the 
purchase of a fixed asset, these should be added to the cost of the asset to the buyer. Such expenses should 
be debited to the asset account and not to any expense account. Thus installation charges paid on the 
purchase of machinery are debited to machinery account. 

13. Premium paid on proprietor’s Life Policy. Premium paid on the proprietor’s life insurance 
policy is debited to Drawings Account and not to insurance premium account. It is a personal expense and 
not relating to the operation of the business. 

14. Carriage Paid on Buyer’s Account. When goods are sold and carriage/freight etc. is paid on 
buyer’s behalf, it should be debited to buyer’s personal account and not to carriage/freight account. 

15. Goods Distributed as Free Samples. If goods are distributed as free samples to promote the 
sale of the business. It should be debited to Advertisement Account and credited to Purchases Account. 

16. Bad Debts. When an amount is irrecoverable from a customer because of his insolvency or 
otherwise, it is a loss for the business. It should be debited to Bad Debts Account and credited to 
Customer’s Account. 

17. Interest Due on Loans. When a loan is taken from a person and interest is yet to be paid, it 
should be debited to interest on loan account and credited to loan account. 

18. Loss of Stock by Fire. If some stock is lost by fire, it should be debited to loss of stock by fire 
and credited to purchases account. If any part of such loss is recoverable from insurance company, it 
should be debited to Insurance Claim Account and credited to Loss of Stock by Fire account. 

19. Commission. It is the remuneration which is given by an enterprise to an employee or an agent 
who is performing some services relating to purchase, sale, collections and other types of business 
transactions. It is generally calculated on the basis of amount involved. Commission paid to 
selling/buying agents, commission paid to bankers and brokers for services rendered, commission paid to 
export-import agents in foreign trade, commission paid to a consignee for selling goods on behalf of 
consignor, commission paid to property dealers for helping in getting the premises on rental basis or 
purchase or sale of properties etc. are some examples of commission. Commission is a nominal account, 
when paid will be debited as an expense and credited when received. Commission is different from 
discount. 

Commission is always shown in the books of account whereas trade discount is not shown in the 
books. Discount is generally given on purchase or sale of goods or discounting the bills or on issue of 
shares or debentures but commission is always given to the agents or brokers for assisting in certain 
business transactions. 
ILLUSTRATION 3. Journalise the following transactions in the books of Kapil: 
2016   2016   

June  r June  f

1 Started business with cash 45,000 18 Cash received from Arvind Walia  

1 Paid into bank 25,000
 

f 3,760 and discount allowed to him 40
2 Goods purchased for cash 15,000 21 Withdrew from bank for private use 1,000
3 Purchase of furniture and   Withdrew from bank for use in the  

 
payment by cheque 5,000

 
business 5,000



 

 

8 Sold goods to Arvind Walia 4,000 28 Cash paid to Amrit Lai in full  

10 Goods purchased from 
 

settlement of his account 5,940 
 

Amrit Lai 7,000 30 Paid for: Stationery 200' 

12 Goods returned to Amrit Lai 1,000 Rent 1,000 
15 Goods returned by Arvind Walia 200 Salaries to staff 2,500 

 

SOLUTION 
JOURNAL OF KAPIL 

Date Particulars L.F. 
Dr. 

Amount 
r

Cr. 
Amount 

? 
2016 

June 
1 Cash Account 

To Capital Account 
(Being cash brought into start business)

Dr.

 

45,000 45,000 

» 

1 Bank Account To Cash Account (Being cash paid into 
bank) 

Dr.  25,000
25,000 

 2 

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

Dr.  15,000
15,000 

n 3 

Furniture Account Dr. To Bank Account 
(Being purchase of furniture and payment made by cheque)

 5,000

5,000 

 5 

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

Dr.  8,500
8,500 

» S Arvind Walia 
To Sales Account 

(Being goods sold to Arvind Walia on credit)

Dr.  4,000
4,000 

 10 

Purchases Account To Amrit Lai 
(Being credit purchases from Amrit Lai)

Dr.  7,000
7,000 

» 12 Amrit Lai 
To Returns Outwards Account (Being goods returned to 

Amrit Lai) 

Dr.  1,000
1,000 

 15 

Returns Inwards A/c To Arvind Walia 
(Being goods returned by Arvind Walia)

Dr.  200
200 

» 18 

Cash Account Discount Account To Arvind Walia 
(Being ? 3,760 received from Arvind Walia and discount 
allowed to him) 

Dr.

?40 

 3,760
40 

3,800 

» 21 

Drawings Account Dr. Cash Account Dr. To Bank Account 
(Being cash withdrawn from bank for personal use and for use 

 1,000
5,000 

6,000 



ACCOUNTING PROCESS

 

 

ILLUSTRATION 4. Journalise the following transactions : 
(i) Goods worth T 5,000 given as charity. 
(ii) Received f 9,750 from Ramkrishan in full settlement of his account for ? 10,000. 

(iii) Received a first and final dividend of 60 paise in the rupee from the official receiver of Mr. 
Rajesh, who owed in ? 10,000. 

(iv) Sold to Mohan goods worth ? 10,000 less 3% cash discount and received T 9,700 net on 
account by cheque 

(v) Bought from Raman & Co. goods worth f 50,000 at 10% trade discount and 2% cash 
discount terms and paid them half the amount in cash. 

(vi) Paid ? 500 in cash as wages on installation of machine. 
(vii) Supplied goods costing ? 1,000 to Mohan issued invoice at 20% above cost less 5% trade 

discount. 
(VIM) Goods worth f 2,000 were used by the proprietor for personal use. 
(ix) Goods uninsured worth T 8.000 were destroyed by fire. 

SOLUTION 

June 25 

Telephone Rent Account To Cash Account (Being 
payment of telephone rent)

Dr.  400
400

” 28 Amrit Lai Dr.  6,000  

 To Cash Account    5,940
 To Discount Account    60
 (Being cash paid to Amrit Lai and discount allowed by    

 him)     

” 30 Stationery Account Dr.  200  

 Rent Account Dr.  1,000  

 Salaries Account Dr.  2,500  

 To Cash Account    3,700
 (Being payment of stationery, rent and salaries     

 

Total 
 

1,30,600 1,30,600
 

JOURNAL 
      

(/) Charity A/c Dr.  5,000  

 To Purchases A/c    5,000
 (Goods given as charity)     

(0) Cash A/c Dr.  9,750  

 Discount A/c Dr.  250  

 To Ramkrishan    10,000
 (Cash received and discount allowed)     

(iii) Cash A/c Dr. 
 

6,000
 

 Bad Debts A/c Dr.  4,000  

 
To Rajesh’s A/c

   
10,000

 (Being 60% cash received and balance treated as bad debts)    

(iv) Bank A/c Dr.  9,700  

 Discount A/c Dr.  300  

 To Sales    10,000
 (Being goods sold & cheque received after allowing discount)    



1/1-26 ACCOUNTIN

 

Purchases A/c Dr. To Raman & Co. 
To Discount received To Cash A/c 

(Being purchases made and half amount paid in cash after 
receiving 2% discount) 

 45,000

Machinery A/c To Cash 
(Wages paid on installation of machine)

Dr.  500

Mohan A/c To Sales A/c 
(Goods of f 1,000 supplied to Mohan at 20% more less trade 
discount 5%) 

Dr.  1,140

Drawings A/c 
To Purchases A/c 

(Being goods used by the proprietor for personal use)

Dr.  2,000

Goods Lost by Fire A/c To Purchases A/c
(Being goods of ? 8,000 destroyed by fire) 

Dr.  8,000

 

(S) 
(h) 
(0 

(/) 

(v) 

0 Advantages of Journal 
The main advantages of Journal are given below : 
(i) It provides a chronological (i.e.datewise) record of all transactions and hence prov' permanent 

record. 
(it) It provides the information of debit and credit in an entry and an explanation to nr 

understandable properly. 
( H i )  It reduces the possibility of error as both aspects of a business transaction are written side 

side. There is a possibility of error of more or less debit or credit if the accounts are written 
directly. 

(iv) It eliminates the need for a reliance on memory of the accounts keeper. Some transactions of a 
complicated nature and without the journal, the entries may be difficult, if not impossi 

(v) Journal provides information relating to the following aspects : 
(a) Credit sale and purchase of fixed assets, investment or anything else not dealt in by firm. 
0b) Special allowances received from supplier or given to customers. 
(c) Writing off extra-ordinary losses viz. losses due to fire, earth quakes, theft etc. and debts. 
(d) Recording reduction in the value of the assets i.e. depreciation. 
(e) Receipt and issue of bills of exchange, promissory notes, hundies and their dishono renewal 

etc (unless separate books are kept for such transactions). 
(/) Transactions with Bank (unless the Bank Column added in the Cash Book.) 
Income earned but not received in cash. 
Expenses incurred but not yet paid for in cash and other similar adjusting entries. Transfer 
entries viz. posting total of subsidiary books to the respective imperson accounts in the 
ledger at the end of every month, transfer of gross profit or loss to Profit and Loss A/c 
and net profit or net loss and also the Drawings A/c. to the Capi Account at the end of the 
trading period, and 
Closing entries—entries to close the books at the time of preparing Trading and Profit 
Loss Account.  
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© Limitations of Journal 
Following are the main limitations of journal: 
( i )  Journal will be too long and becomes unwieldy if all transactions are recorded in the journal. 
( i i )  Journal is unable to ascertain daily cash balance. That is why cash transactions are 

directly recorded in a separate cash book so that daily cash balances may be available. 
(JUT) It becomes difficult in practice to post each and every transaction from the journal to the 

ledger. Hence in order to make the accounting easier and systematic, transactions are recorded in total in 
different books. 

© Ledger 
As we know, Journal records all business transactions separately and datewise. The transactions 

pertaining to a particular person, asset, expense or income are recorded at different places in the journal as 
they occur on different dates. Hence, journal fails to bring the similar transactions together at one place. 
Thus, to have a consolidated view of the similar transactions different accounts are prepared in the ledger. 
A ledger account may be defined as a summary statement of all the transactions relating to a person, 
asset, expense or income which have taken place during a given period of time and shows their net 
effect. 

Thus, a journal is maintained only to facilitate the passing of entries in the ledger, so every entry 
recorded in the journal must be posted into the ledger. Ledger is a register having a number of pages 
which are numbered consecutively. One account is usually assigned one page in the ledger. However, if 
the transactions, pertaining to a particular account are more, it may be assigned more than one page in the 
ledger. An index of various accounts opened in the ledger is given at the beginning of the ledger for the 
purpose of easy reference. It is the principal book of accounts because it helps us in achieving the 
objectives of accounting. It gives answers to the following pertinent questions : 

1. What are the total sales to an individual customer ? 
2. What are the total purchases from an individual supplier ? 
3. How much amount is owed by others ? 
4. How much amount is owed to others ? 
5. What is the amount of profit or loss made during a particular period ? 
6. What is the financial position of the firm on a particular date ? 
The ruling of each account in the ledger is as follows : 

Dr. NAME OF ACCOUNT Cr. 

 

Each account in the ledger is divided into two equal parts by a vertical line. The left hand side 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 for date, particulars, folio and amount. ‘F’ stands for folio (page number) of the 
journal or subsidiary book. 

An alternative ruling, which is usually followed by the banks is that the account is divided into 
six columns as follows : 

Date Particulars F. Amount Date Particulars F. Amount
 

To Name of Credit 
Account 

   

By Name of Debit 
Account 

  

 

NAME OF ACCOUNT 

Date Particulars F. Dr. 
Amount

Cr. 
Amount 

Balance
Dr. or Cr. Amount

   r f  f



 

2016 
April 1 Dr.

The main advantage of the alternative ruling of the account is that the balance of the account 
be known after every transaction. 

© Ledger Posting of Journal 
Every transaction is first recorded in the journal in the form of a journal entry. From the 

journ is transferred to the concerned accounts in the ledger. This process of transferring the 
transactions the journal to the ledger is known as posting. Following example will make clear the 
process posting: 

2016, April 1. Goods sold for cash f 2,500. 
JOURNAL ENTRY 

D
r
.

C
r 

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

Posting is as follows : 

 

 

From the above we see that while posting from the journal, the Dr. Account is debited and 
Account is credited and the entry in each account indicates the account in which the corresponJ 

entry appears. 
Ledger posting of compound journal entry is as follows : 
2016, April 30 paid for : Charity T 101 ; Salaries ? 2,000 ; Stationery ? 199. 

JOURNAL ENTRIES 

 

LEDGER CASH ACCOUNT 

Date Particulars F. Amount Date Particulars F. Amoui 

2016 April 
1 To Sales Account 

 

? 
2,500 

   f 

 

SALES ACCOUNT 

Date Particulars F. Amount Date Particulars F. Amour
)   r 2016 

April 1 By Cash Account

 

t 
2,500 

 

2016 
   

f
 

April 30 Charity Account Dr.  101  

 Salaries Account Dr.  2,000  

 Stationery Account To Cash Account 
(Being amount paid for charity, salaries and stationery) 

Dr.  199
2,3
0 

Dr.

Cr. 
LEDGER

CHARltY ACCOUNT 

Date Particulars F. Amount Date Particulars F. Amou 

2016 
  

?
   

? 
April 30 To Cash Account      
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© Balancing of Accounts 
Various accounts in the ledger are balanced with a view to preparing the final accounts. The 

procedure of balancing accounts is as follows : 
1. Take the totals of the two sides of the account concerned. 
2. Ascertain the difference between the totals of two sides. 
3. Enter the difference in the amount column of the side showing less total writing against the 

difference in the particulars column “To Balance c/d” (c/d means carried down) on the debit side of the 
account and “By Balance c/d” on the credit side of the account. In this way, the totals of two sides will 
agree. 

4. The balance is brought forward at the beginning of the next period. If “To Balance c/d” is written 
on the debit side before balancing, it is brought forward on the credit side and “By Balance b/d” (b/d 
means brought down) is written against the balance in the particulars column and vice versa. 

An account is said to have a debit balance if the total of its debit side is more than the total of 
its credit side. On the other hand, an account is considered to have a credit balance if the total of its 
credit side is more than the total of its debit side. 

© Difference Between Journal and Ledger 
1. Journal is a book of original (i.e., first) entry whereas ledger is the book of second entry. In other 

words, transactions recorded in the journal have to be further processed by doing posting from the journal 
to the ledger. 

2. In journal transactions are recorded in the chronological order as and when they occur whereas 
ledger is a book for analytical record. Transactions pertaining to a particular account appear at one place. 
For example, there may be twenty transactions relating to Trade Expenses Account scattered at different 
places in the journal in order of their sequence of occurrence. These transactions will appear in Trade 
Expenses Account in the ledger at one place. 

3. In case of disputes, the journal as a book of source entry has greater weight as legal evidence than 
the ledger. However, for accounting purposes, ledger is the main source of information.

SALARIES ACCOUNT 
Date Particulars F. Amount Date Particulars F. Amount

2016 April 
30 To Cash Account

 

f 
2,000 

    

 

STATIONERY ACCOUNT

Date Particulars F. Amount Date Particulars F. Amount 

2016 April 
30 To Cash Account

 

f 
199 

    

 

CASH ACCOUNT 

Date Particulars F. Amount Date Particulars F. Amount
   r 2016 

April 30
n 

» 
By Charity A/c By Salaries A/c 
By Stationery A/c 

 

f 
101 

2,000 
199 

 



>

 

6. The process of recording financial transactions in the journal is called journalising whereas the 
process of recording transactions in the ledger is known as posting. 

ILLUSTRATION 5. Record the following transactions in the Journal of the Delhi 
Furniture Mart and post them into the Ledger. 

2016 
Jan. 1 Started business with cash ? 10,000. 
” 2 Deposited into bank ? 9,000. 
Jan. 3 Purchased machinery for f 5,000 from Jawahar and gave him a cheque for the 

amount. 
” 15 Paid installation charges of machinery ? 100 
” 20 Purchased timber from Naveen of the list price of ? 2,000. He allowed 10% Trade 

Discount. 
” 23 Furniture costing ? 500 was used in furnishing the office. 
” 25 Sold Furniture to Naresh of the list price of ? 1,000 and allowed him 5% trade 

discount. 
” 28 Received a cheque from Naresh for ? 930 in full settlement and sent the cheque to 

bank. 
” 29 Sent to Naveen in full settlement a cheque for ? 1,750. 
” 31 Paid wages ? 350 and Rent ? 200. 

SOLUTION 
JOURNAL ENTRIES

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Date 
2016 
Jan. 1 

15 

20 

23 

25 

Particulars 

Cash Account 
To Capital Account (Being amount 

bought in as Capital) 

L.F.

Dr.
Dr. 

10,000 

Cr. 

Bank A/c Dr. 
To Cash A/c 

(Cash deposited into the bank) 
Machinery A/c To 

Bank A/c 
(Being machinery purchased and paid by cheque) 
Machinery A/c To Cash A/c 
(Being installation charges on machinery) 
Purchases A/c To 

Naveen’s A/c 
(Being timber purchased firm Naveen f 2,000 less 10% discount)
 _________________  
Office Furniture A/c Dr. 

To Purchases 
(Being furniture costing ? 500 used in furnishing the office)
Naresh’s A/c Dr. 

To Sales 
(Being furniture sold to Naresh for f 1,000 and allowed him 5% 
trade discount) 
Bank A/c Dr. 

Dr.

Dr.

Dr.

9,000

5,000

100

1,800

500

950

9,000 

5,000 

100 

1,800 

500 

950 
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Jan. 29 Naveen’s A/c Dr.
 

1,800 
 

 To Bank A/c   1,750 
 To Discount Received A/c   50 
 

(Being cheque of f 1,750 sent to Naveen in full settlement)
   

” 31 Wages A/c Dr.  350  
 Rent A/c Dr.  200  
 To Cash A/c   550 
 (Being amount paid for wages and rent)    

 Total for the month  30,650 30,650 

 

Ledger
CAPITAL ACCOUNT 

Date Particulars J.F. Amount Date Particulars J.F. Amount 
    

2016 
Jan.1 By Cash A/c

 

10,000 
 

CASH ACCOUNT 
2016 

Jan. 1 
To Capital A/c  

10,000
2016 

Jan. 2 ” 
15 ” 31 

” 31
By Bank A/c ” Machinery A/c 
” Wages A/c ” Rent A/c

 

? 
9,000 

100 
350 
200 

BANK ACCOUNT

2016 
  T 2016

  ? 
Jan. 2 To Cash A/c  9,000 Jan. 3 By Machinery  5,000 

” 28 ” Naresh  930 ” 29 ” Naveen  1,750 

MACHINERY ACCOUNT

2016 
       

Jan. 3 To Bank A/c  5,000     

” 15 ” Cash A/c  100     

 

NAVEEN 

2016 
Jan. 29 
”29 To Bank A/c ” Discount A/c 

 

1,750
50

2016 Jan. 
20 

By Purchases A/c 

 

1,800 

PURCHASES ACCOUNT

2016 Jan. 
20 To Naveen 

 

1,800
2016 Jan. 

23 By Office Furniture A/c

 

500 

OFFICE FURNITURE ACCOUNT

2016 Jan. 
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24

28

2016 March 
1 Debit balance of Varun T 10,050. 
5 Bought from Varun ? 1,500. 
7 Cheque issued to Varun 1,800. 
9 Sold to Varun T 3,500. 
12 Ganesh sold goods to Varun 1,600.
14 Varun sold goods to Ganesh 900. 

SOLUTION 

2016 
March 

20 Received cheque from Varun 1,800.
Varun claimed as allowance of 

? 300 for damaged goods. 
Varun received goods returned 

by Ganesh T 450. 

 
 

 

 

 

ILLUSTRATION 6. Prepare a personal account of Varun from the following transact) in 
the books of Ganesh : 

 

 

   

2016 Jan. 
25 By Naresh 

 

SALES ACCOUNT

To Naresh

 

r
20

   

DISCOUNT ALLOWED ACCOUNT 

2016 
Jan. 20 

   

2016 Jan. 
25 By Naveen 

 

DISCOUNT RECEIVED ACCOUNT

WAGES ACCOUNTTo Cash A/c 
 r

350
   2016 

Jan, 31 

RENT ACCOUNT 

To Cash A/c

 
r

200

   2016 
Jan. 31 

2016 
  

2016
 

Mar. 1 To Balance b/d 10,050March 5 By Purchases A/c 
” 7 To Bank A/c 1,800 ” By Purchases A/c 
” 9 To Sales A/c 3,500 ” By Cash A/c 
” 12 To Sales 1,600  By Sales Returns 

 To Purchases Returns A/c 300 n By Balance c/d 
  17,250   

April 1 To Balance b/d 12,600
  

VARUN’S ACCOUNT (In the Books of Ganesh) 
1,500

900 
1,-800 

450 
12,600 

17,250

ILLUSTRATION 7. Is the following account correctly prepared ? If not, prepare it 
correctly. 

CASH ACCOUNT

To Furniture (Cash purchase) 2,500 By Balance b/d
To Drawings 3,500 By Shyam Sunder (Sale of 
To Cash Sales 13,700 goods on credit) 
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SOLUTION 
Cash Account given in the illustration is not correctly prepared. It is correctly prepared as given below : 

 

0 Trial Balance 
We know that the fundamental principle of Double Entry System of Accounting is that for every 

debit, there must be a corresponding credit. Thus, for every debit or a series of debits given to one or 
several accounts, there is a corresponding credit or a series of credits of an equal amount given to some 
other account or accounts and vice versa. It follows, therefore, that the sum total of debit amounts should 
equal the credit amounts of the ledger at any date. But if the various accounts in the ledger are balanced, 
then the total of all debit balances must be equal to the total of all credit balances if the books of accounts 
are arithmetically accurate. 

Thus, at the end of the financial year or at any other time, the balances of all the ledger accounts are 
extracted and are written up in a statement known as Trial Balance and finally totalled up to see if the 
total of debit balances is equal to the total of credit balances. A Trial Balance may thus be defined as a 
statement of debit and credit totals or balances extracted from the various accounts in the ledger with a 
view to test the arithmetical accuracy of the books. 

The agreement of the Trial Balance reveals that both the aspects of each transaction have been 
recorded and that the books are arithmetically accurate. If the Trial Balance does not agree, it shows that 
there are some errors which must be detected and rectified if the correct final accounts are to be prepared. 
Thus, Trial Balance forms a connecting link between the ledger accounts and the final accounts. 

0 Objectives of Trial Balance 
Following are the main objectives of preparing the trial balance : 

To Depreciation 2,000 By Salaries 10,200 
To Commission (received) 1,000 By Interest (received) 4,000 
To Credit Sales 10,000 By Payment of Commission 3,100 
To Balance c/d 6,400 By Discount Allowed 200 
  

By Bad Debts 200 
  By Stationery 400 
  By Bank (Amount withdrawn  

  from bank for office use) 5,000 
 39,100  39,100 

 

CASH ACCOUNT 

To Balance b/d 
f 

15,700 By Drawings
r 

3,500 
To Cash Sales 13,700 By Furniture 2,500 
To Commission (received) 1,000 By Salaries 10,200 
To Interest (received) 4,000 By Payment of Commission 3,100 
To Bank (Amount withdrawn for  By Stationery 400 

office use) 5,000 By Balance c/d 19,700 

To Balance b/d 

39,400

19,700 

 39,400 

 



 

1. Total Method. In this method, the debit and credit totals of each account are shown in the 
amount columns (one for the debit total and the other for the credit total) against it.

(ii) To have a proof that the double entry of each transaction has been recorded because of 
agreement. 

(Hi) To have arithmetic accuracy of the books of accounts because of the agreement of the balance. 
O'v) To have material for preparing the profit and loss account and balance sheet of the busines 

@ Limitations of Trial Balance 
Following are the main limitations of the trial balance : 
(0 Trial balance can be prepared only in those concerns where double entry system of accoun is 

adopted. This system is very costly and cannot be adopted by the small concerns. 
(ii) Though trial balance gives arithmetic accuracy of the books of accounts but there are ce errors 

which are not disclosed by the trial balance. That is why it is said that trial balance is no conclusive proof 
of the accuracy of the books of accounts. 

(iii) If trial balance is not prepared correctly then the final accounts prepared will not reflect true 
and fair view of the state of affairs of the business. Whatever conclusions and decisions are m by the 
various groups of persons will not be correct and will mislead such persons. 

© Preparation of Trial Balance 

A trial balance can be prepared by the following two methods : 
 

2. Balance Method. In this method, the difference of each account is extracted. If debit side of a I 
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 in the credit column of the Trii I Balance. 

Trial Balance can be prepared on a loose sheet having four columns. A specimen is given ail 
follows: 

 

TRIAL BALANCE OF, 
as on 

Serial No. Name of the Account 

Dr. 
Balance 
(or Total) 

T 

1 
Cr. 

Balance 
(or Total) 

?
    

Of the two methods of preparation, the second is usually used in practice because it facilitates the 
preparation of the final accounts. 
 

ILLUSTRATION 8. Following Trial Balance has been prepared wrongly. You are asked to 
prepare the Trial Balance correctly. 

Name of the Account 
Debit 

Balance 
r 

Credit 
Balance 

r 
Cash in hand 

 
2,000 

Purchases Returns 4,000
 

Wages 8,000
 

Establishment Expenses 12,000  

Sales Returns  
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Capital 22,000 

 

Carriage Outward  2,000
Discount Received 1200  

Commission Earned 800 
 

Machinery 
 

20,000
Stock  10,000
Debtors 8,000 

 

Creditors 
 

12,000
Sales 

 
44,000

Purchases 28,000  

Bank Overdraft 14,000  

Manufacturing Expenses 
 

14,000
Loan from Ashok 14,000  

Carriage Inward 1,000 
 

Interest on Investments  
1,000

 1,13,000 1,13,000

SOLUTION 
 

CORRECT TRIAL BALANCE 
as on 

Name of the Account 
Debit 

Balance 
? 

Credit 
Balance 

?
Cash in hand 2,000 

 

Purchases Returns  4,000

Wages 8,000 
 

Establishment Expenses 12,000 
 

Sales Returns 8,000 
 

Capital 
 

22,000
Carriage Outward 2,000 

 

Discount Received  
1,200

Commission Earned  
800

Machinery 20,000 
 

Stock 10,000 
 

Debtors 8,000 
 

Creditors  

12,000
Sales 

 
44,000

Purchases 28,000 
 

Bank Overdraft 
 

14,000
Manufacturing Expenses 14,000 

 

Loan from Ashok 
 

14,000
Carriage Inward 1,000
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1. 

Machinery Account Patents 
Account 
Expenses Paid in Advance 
Account

Ans. 

8. 

:sSf»K.i: inaSS'SsirilPI   

Questions! 
SHORT ANSWER TYPE 

Which is correct ? 
(a) Capital = Assets + Liabilities; (b) Liabilities = Capital - Assets ; (c) Capital = Net Assets. 
[c] 

The profit made by a concern during the past one year would be, when the capital increased by 
? 40,000| and drawings amounted to ? 10,000. 
(i) ? 50,000 (ii) ? 30,000 (iff) ? 40,000. 
[(i) ? 50,000] 
In each of the following cases indicate the alternative which you consider to be correct: 
The liabilities of a firm are ? 3,000; the capital of the proprietor is ? 7,000. The total assets are : 
(i) ? 7,000 (ii) ? 10,000 (iii) ? 4,000. 
[? 10,000] 
The assets of a business on 31st March 1996 are worth ? 50,000 and its capital is ? 35,000. Its liabilitiesj 
on that date shall be ? ....  
(? 85,000/? 15,000/? 35,000). 
[? 15,000] 
Total assets of A on 31-12-2015 were ? 1,00,000. His liabilities were : Creditors ? 10,000 ; 
Ban! overdraft ? 8,000 ; Bills payable ? 9,000; Outstanding salaries ? 4,000. Calculate his 
capital as on that date. (B.Com. Osmania, 2008 
Modified) 
[Capital ? 69,000] 
State under what heading (Personal, Real or Nominal) would you classify each of the following 
accounts: 

Bank Account Wages Outstanding Account Bad Debts Account Oswal Spinning Mills Ltd. 
[(a) Personal; (b) Real; (c) 
Personal; (d) Real; (e) 
Nominal; (/) Personal (g) 
Personal] 
Which account is to be debited 
and credited in the following 
transactions ? 
(a) Received cash from Ram. (b) Purchased goods for cash. 
(c) Sold goods to Hari. (d) Paid cash to Ramavtar. 
(e) Received cash from Hari. (/) Bought furniture from Ram on credit. 
(g) Paid Rent in cash. (h) Paid Salary by Cheque. 
[(a) Debit Cash A/c and Credit Ram’s A/c (b) Debit Purchases A/c and Credit Cash A/c 
(c) Debit Hari’s A/c and Credit Sales A/c (d) Debit Ramavtar’s A/c and Credit Cash 
Account, (e) Debit Cash A/c and Credit Hari’s A/c (f) Debit Furniture A/c and Credit 
Ram’s A/c (g) Debit Rent A/c and Credit Cash A/c (h) Debit Salary A/c and Credit Bank 
Account]. 
Complete the following tables showing the account to be debited and those to be credited. 
(a) Ramesh started business with cash (g)Received cash from 
Cb
)

Cash paid into bank  Allowed him discount
(c) Bought goods for cash (h)Paid cash to Shyam
(d) Drew cash from bank for office (0Discount Received
(e) Sold to Krishna goods on credit (J)Cash sales for the month
if) B ht d f Sh dit (k)P id t i h
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9. What accounts should be debited and credited for cash of the following transactions ? 
(a) Purchased goods for cash. (b) Withdrew from office cash for rent of proprietor’s residential 
flat, (c) Started business with cash. (d) Amount withdrawn from bank for office use. (e) Cash 
received from A in settlement of his account. 

Ans. [(a) Debit to Purchases Account, (b) Debit to Drawings Account, (c) Credit to Capital 
Account, (d) Credit to Bank Account, (e) Credit to A’s Account.] 

10. Define the following : 
(a) Book-keeping ; (b) Accounting ; (c) Accounting Equation ; (d) Accrual Basis of 
Accounting ; (e) Double Entry System ; (/) Account; (g) Accounting Cycle. 

11. Define Book-keeping. 
12.  Distinguish Book-keeping from 
Accounting. (B.Com. Osmania, 2005 SVU, 2007) 
13. (a) Define Financial Accounting and name the parties or groups interested in accounting 
information. 

{B.Com. Osmania, 2008) 
(b) “Accounting information is useful not only to owners but to many others”. {B.Com. Osmania) 

14. Explain the objectives of Accounting. {B.Com. Osmania & Kakatiya, 2007) 
15. Give four functions of Accounting. 
16. Write a short note on limitations of Accounting. {B.Com. Osmania & Andhra, 2007) 
17. Give an account of the branch of Accounting. {B.Com. SJC.U.) 
18. Give two bases of Accounting. 
19. How does a business transaction differ from an event ? 
20. (a) Explain in short the meaning of Accounting Equation. 

{b) No transaction can break the accounting equation. Explain. 
21. Describe the fundamental accounting equation. How are revenue and expense accounts related to it 
? 
22. What is owner’s equity ? Give an equation for calculating owner’s equity? Give two examples at 
least. 

 

24. What is an account ? 
25. Name three types of accounts or classify accounts. 
26. Give two examples of Personal Accounts, Real Accounts and Nominal Accounts. 
27. What is Double Entry System ? How is it different from Single Entry System ? 

OR 
What are the features of Single Entry System ? {B.Com. Kakitya, 2005) 

28. ‘Every debit must have a corresponding credit.’ Explain. 
29. Give five advantages of Double Entry System. 
30. State the limitations of Double Entry System. 
31. What is an Accounting Cycle ? {B.Com. Andhra, 2006) 
32. State the items to the included in accounting cycle. 
33. How are accounts classified ? Classify the following accounts : 

(a) Wages Account, (b) Capital Account, (c) Bank Account, (d) Rajesh {a debtor), (e) Hitesh 

23. You are required to complete the gaps in the following table :
 Assets Liabilities Capital 
 r ? r 
(a) 1,10,000 33,800 ? 
(b) ? 34,400 68,800 
(c) 72/200 ? 57,000 
(d) 2,39,000 30,800 ? 
(e) 1,76,000 ? 1,24,000 
(f) ? 98,000 2,20,000 
Ans. [(a) ? 76,200 {b) T 1,03,200 (c) ? 15,200 (d) ? 2,08,200 (e) ? 52,000 (fi 
3,18,000] 
 



 
 

 

 

 

 

 

 

 

 



 

36. 
Ans.

37
. 

Ans. 
38
. 

Ans. 
39. 

[Total liabilities ? 9,00,112]
Find out the profit from the following data :

Ans. 
40. 
41. 
42. 
43. 
44. 
45. 
46. 
47. 
48. 
49



 

00 Decrease in asset and decrease in liabilities. 
(Hi) Increase in one asset and decrease in 

another asset. 
If the capital is ? 1,50,000 and creditors T 70,000 ascertain the total assets. 
[? 2,20,000] (B.Com. Osn 
If the owner’s equity is f 98,765 and total assets are f 9,98,877. What will be the total 
liabilities ? 

(B.Com Osn 

Capital at the beginning of the 
year Drawings during the year 
[Profit ? 7,500] 
Classify the following under personal, real and nominal accounts : 
(1) Stock (2) Goodwill (3) Loan (4) Fixtures (5) Bank Overdraft (6) Cash (7) Capital (8) 
Ban Drawings (10) P. Peters (Purchaser) (11) Salary. (B.Com. < 
[Personal: 3,5,7,8,9,10; Real: 1,2,4,6; Nominal: 11] 
Define Accounting Concepts and Accounting Conventions. 
Distinguish between concepts and conventions. 
What is Matching Concept? 
State three fundamental accounting assumptions. 
What is an accounting policy ? 
State the provisions relating to disclosure of accounting policies. 
Give four items which are treated as accounting policies. 
State three accounting concepts. 
State two accounting conventions. 
What is mean by Journal ? 
What do you mean by narration ? 
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53. State three advantages of journal. 
54. State two limitations of journal. 
55. Is the journal a book of original entry ? 
56. What is Ledger ? 
57. What do you mean by posting ? 
58. What is Trial Balance ? 
59. State the two objectives of Trial Balance. 
60.  How is trial balance prepared ? (B.Com. SJK.U.) 
61. State the limitations of Trial Balance. {B.Com. Andhra) 
62. Journalise the following : 
©Machine with original cost of X 3,000 was sold for X 4,300. Depreciation provision to date was X 

300. X 30 were paid for removing the machine from the plant. X 43 were paid commission 
to the Selling Agent. 

(©Paid Mukund X 325 for goods bought from him last month for X 340 in full settlement. 
{B.Com. Osmania) 

63. Give Journal entries for the following transactions : (i) Purchase of machinery X 10,000 (») Paid 
outstanding salaries X 3,500. {B.Com. Andhra) 

64. Journalise the following transactions in the books of Mahavir : (i) Bought goods on credit from 
A for 
X 400. (ii) Goods returned by B ? 50. {Hi) Paid carriage inward X 100. {B.Com. 
Osmania) 

65. Journalise the following transactions : (i) Ram commenced business with X 50,000. (ii) 
Deposited in Bank X 40,000. (iii) Purchased Machinery. Payment made by cheque X 20,000. 
(iv) Received commission from Sarat X 400. (v) Paid Salary to Arun X 300. 

66. Journalise the following transactions in the books of Basu : (a) Basu sold goods to Chowdhary 
for X 750 
against a cheque, {b) Received as commission X 400. (c) Bank paid X 300 directly for Insurance 
Premium of Basu. {d) Cash deposited into Bank X 5,000. (e) Withdrawn cash from Bank for 
personal expenses X 850. {B.Com. 
Osmania) 

67. Journalise the following transactions in the books of Bhagwan : 
(i) Paid interest of X 500 to Sreedhar on loan taken from him. 
{ii) Received X 425 from Kiran whose account was written off as bad previously. {B.Com. 
Osmania) 

68. Pass the necessary journal entries for the following : 
{a) A fire occurred on 20th March, 2016 and stock of X 25,000 was destroyed. The insurance 

company accepted a claim for X 22,000. 
{b) Wages X 450 were paid for erection of plant. {B.Com. 

Osmania) 
69. Record Journal entries in the books of Devi’s company for the following transactions : 

(i) Salary payable to manager for December 2015, X 250. 
(ii) Goods worth X 2,000 were damaged in transit. Insurance Co. accepted full claim. 
{iii) From Suresh X 30,000 was due and he became insolvent and from his estate 50% is 
recovered. 
(iv) X 1,000 Bad Debts were written off during the last year were received during the current 

year from Laxman. 
(v) Purchased goods worth X 16,000 less 20% trade discount and 5% cash discount from 
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71. Prepare a journal for the following transactions : 
2016 
January 1st Introduced capital X 50,000 
January 10th Bought goods for cash X 18,000  
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(B.Com. 
Osrni

April 1 Purchased goods worth ? 5,000 less 20% trade discount and 5% cash 
discount. April 15 Received ? 900 from Ravi whose account was written off as bad previously.
April 27 Bought a horse for ? 5,000 and a carriage for ? 3,000 for delivering goods to
customers 
April 30 One month’s interest on Mrs. Radha’s loan of ? 50,000 @ 12% p.a. became due
but 

not be 
paid. 

(B.Co
m73. Give Journal Entries for the following :

(0 Goods worth ? 500 given as charity. 
(it) Received ? 975 from Suresh in full settlement of his account for ? 1,000. 

(B.Com. Ka 
74. Pass Journal entries for the following transactions : (i) Bought furniture from Z on credit
basis ? 5, 

(ii) Paid commission to R ? 20. (Hi) Received ? 390 from S, our debtor in full settlement
of his acc of ? 400. (B.Com. Os 

75. Prepare the Trial Balance for the following :
Cash 
Capital 
Closing Stock 
Outstanding 
Expenses 
Drawings 
Purchase Returns 
Purchases 

?
4.0 Plant and
Machinery 
25.0 Bank Loan 
5.0 Sales 
1.0 Reserve Fund 
3.0 Outstanding Income 
1.0 Creditors 
15.000

30
6 
10, 
3 
4, 
15,

(B.Com. 
AndhAns. [Total of T.B. ? 

61,000] 
76. Following are the balances extracted from the books of Krishna on 31-12-15. Prepare Trial 
Bala 

January 12th Withdrew cash for personal use 
? 5,000 January 15th Sold goods to Ram for 
cash ? 7,000 January 18th Goods taken for 
personal use ? 1,000 
January 20th Paid Mohan, his salary ? 2,000. 

Ans. [Grand Total of Journal ?83,000] 
72. Journalise the following transactions in the book of a trader : 

2016 
Capital ? 15,000; Drawings ? 2,500; Furniture ? 1,300; Bank OD ? 2,100; Creditors ? 5,500; Premis 
? 10,000; Stock ? 11,000; Debtors ? 9,000; Rent (Cr.) ? 500; Purchases ? 55,000; Sales ? 75,0C 
Returns Inwards ? 1,000; Discount (Dr.) ? 800; Discount (Cr.) ? 1,000; Wages ? 1,000; Salari ? 
4,500; General Expenses ? 2,000; Commission ? 1,100; Carriage ? 900; Reserve for Bad a Doubtful 
Debts ? 1,000. 
Ans. [Trial Balance Total ? 1,00,100] 

77. Prepare Trial Balance from the following : 
Capital ? 30,000; Outstanding Expenses ? 1,500; Purchases? 42,000; Sales ? 20,500; Purchase 
Re' 
? 3,000; Office Expenses ? 9,000; Creditors ? 3,000; Machinery? 3,000; Reserve Fund ? 2,000; 
Cas ? 6,000. (B.Com. SKDU, 200 

Ans. [? 60,000] 
78. Prepare Trial Balance from the following: 

Capital ? 24,000; Drawings ? 4,500; Purchases ? 20,000; Sales ? 30,500; Returns inward ? 1,5 
Salaries ? 12 200; Wages ? 1 550; Bad Debts ? 1 100; Debtors ? 14 000; Creditors? 10 000;
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2. Define accounting and give the main attributes of accounting.  
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3. 

4. 

5. 

6. 

7. 

8. 

9. 
10. 

11. 
12. 
13. 

14. 
15. 

16. 

17. 

14. 

19. 

20. 

21. 
22. 

23. 

24. 

25. 

26.

Explain the main objectives and functions of accounting. 

Give the main divisions of accounting and discuss briefly the scope of each. 

Discuss in detail the importance of accounting. 

State the main limitations of accounting. 

Discuss the main bases of accounting. 

What is Book keeping ? Distinguish between Book-keeping and Accountancy. 
(B.Com. Osmania & Kakatiya, 2007) 

Is accounting a science or an art or both ? Discuss. 
Distinguish between the Cash Basis and the Accural Basis of accounting. Name the 
circumstances under which the former would be suitable. 

Explain the uses and limitations of accounting. 
Explain the relationship of accounting with economics, law, statistics and engineering. 

Explain the following terms : 
(0 Business Transactions ; (it) Expenses ; (Hi) Equity ; (iv) Assets ; (v) Net Worth; (vi) Losses 
and (vii) Revenue. 

Why accrual basis of accounting is preferred as compared to other basis of accounting ? 
What is Accounting Equation ? Explain with suitable examples. 

“Accounting Equation is true under all circumstances”. Justify this statement with the help of 
five Illustrations. 
Mention the different ways in which transactions may affect assets, liabilities and owner’s funds. 
Give reasons in support of your answer ? 
“Assets and liabilities are claims in favour of and against of a business.” Discuss fully this 
statement with imaginary figures. 
What is an accounting equation ? Illustrate its mechanism by imaginary figures to prove that the 
two sides of the equation are always equal. 

OR 
What is Accounting Equation ? Explain it with suitable examples. 

What is Double Entry System ? Discuss the rules, advantages and disadvantages of this system. 
(B.Com. SKDU, 2007) OR 

What is meant by Double Entry System of Book-keeping ? Explain its advantages. 
(B.Com. SKDU, 2008) 

What is an Accounting Cycle ? Give the coverage of an Accounting Cycle. 
“Every transaction in Double Entry Book-keeping must have a double Entry.” Give the rules of 
journalising with regard to different classes of accounts. 

Explain the Double Entry System. What are its advantages ? 
What is accounting ? What are its branches ? Who are the parties interest in accounting 

information. 
(B.Com. Osmania) 

Define Accounting. State its functions and branches. How is it different from book-keeping. 
(B.Com. Osmania) 

What is Accounting ? What are the objectives and limitations of financial accounting 
(B.Com. Osmania) 

What is meant by Accounting ? Discuss the advantages and limitations of accounting. 
(B.Com. Kakatiya) 

Define accounting. Explain the main objectives and functions of accounting. (B.Com. SKDU) 
D ib A ti P d t t th bj ti d d t f A ti
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30. 

31. 

32. 

33. 
34. 

35. 

36. 

37. 
38. 

39. 
40. 

41. 
42. 

43. 
44. 

45. 
46. 

47. 
48. 

49. 
50. 

51. 
52. 
53. 

54. 
55. 
56. 

57. 

What are the basic accounting concepts ? Discuss. (B.Com. Osmania, 2 
Examine the accounting concepts of conservatism and materiality and their significance in 
preparation of financial statements. 
What are accounting concepts and conventions ? Name them and explain any two accounting 
concej in detail. 
“Accrual concept is essentially the matching concept.” Explain this statement. 
“Entity” and “Continuity” concepts are inter-related. Comment. 
“Without accounting concepts and conventions objective, reliable, consistent and comparable 
accou cannot be maintained.” Comment. 
“The focus of the accounting is business enterprise for which the accounts are maintained and 
not i proprietors.” Do you agree with this statement ? Explain it. 
“The ascertainment of correct profit depends upon proper matching of costs and revenues.” 
Criticall examine this statement in the light of “Matching Concept” of accounting. 
(a) Name the various accounting concepts and conventions and explain the Realisation Concept 

Business Entity Concept. 
(b) Write a note on “matching of costs and revenue.” 

(c) Explain any five accounting concepts. (B.Com. Kakatiya 
What does the term consistency mean as used in accounting ? 

Comment on the following : 
(a) Realisation concept, (b) Consistency and conservatism in Accounting. 
What are Accounting Postulates ? Discuss any two important Accounting Postulates. 
What is meant by the term “generally accepted accounting principles” ? List several sources of 
generall accepted accounting principles. 
Explain why it is important for the accounting profession to have a set of accounting principles. 
What are the fundamental accounting assumptions 
Explain. 
Briefly explain the concept of Materiality. Give examples. 
What are the fundamental accounting assumptions ? Are these different from accounting policies ? 
Explain. 
Explain the accounting concept of periodic matching of costs and revenues. 
Describe in detail the accounting convention which states the rule “anticipate no profit but provide 
for all possible losses.” 
Explain the major conventions followed in the preparation of financial statements 
“Revenue is recognised when a sales transaction is made or when services are rendered.” State 
three 
exceptions to this general rule. 
“Accounting method, at all times, conforms to an algebraic equation.” Discuss. 
Discuss Historical Cost Concept and Money Measurement Concept as applied in Financial 
Accounting. Briefly discuss the basic accounting concepts and fundamental accounting 
assumptions. Is there a conflict between the two ? 
Hint. There is no conflict between the two. 
Explain different concepts and conventions of Accounting. (B.Com. Osmania) 
What is the concept of disclosure ? (B.Com. Kakatiya) 
What do you mean by Journal ? Why is it called the book of original entry ? Give the rules and 
advantages of journalising. 
Define a Ledger. Why is it known as the principal book of accounts ? Also give its ruling. 
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3. Prove that the Accounting Equation is 
satisfied in (0 Commenced business with cash
T 60,000. 
(ii) Rent paid in advance f 500. 
(iii) Purchased goods for cash ? 30,000 and 

credit T 20,000. 
(iv) Sold goods for cash ? 30,000; costing

all the following transactions of Suresh:
(v) Paid salary f 500 and salary
outstanding 

? 100. 

(vi) Bought motor-cycle for personal use 
? 5,000.

Ans. 
? 20,000.

[if 84,000] 

58. What do you mean by posting ? How is posting made from the Journal in the Ledger? Explain 
with suitable examples. 

59. What do you mean by Trial Balance ? Discuss the main objects, limitations and methods of 
preparing a Trial Balance. 

60. ‘Is the agreement of Trial Balance a conclusive proof of the accuracy of a book- keeper’? If 
not, what are the errors, which remain undetected by the Trial Balance ? 

61. Distinguish between : (i) Cash Discount and Trade Discount, (ii) Journal and Ledger. 
62. Explain the errors which are disclosed by Trial Balance. 
63. In case of disagreement of Trial Balance, in what order you would follow the procedure to 

locate the errors ? 
64. What is the principal book of accounts employed by the traders ? What are the functions of this 

book and how many different classes of accounts are found in it ? 
65. If the totals of debit and credit columns of the Trial Balance do not agree how would you 

proceed to discover your errors ? If the debit and credit sides of a Trial Balance agree in 
amount, is this a conclusive proof that the whole of the book-keeping has been correctly 
accomplished ? 

66. Define the term Journal and explain its present day use. 
67.  What is Journal Proper ? What are the various entries passed through it ? (B.Com. 

Osmania) 
68. Explain various errors which can occur in the preparations of accounts with one example of 

each. 

OR 

Define trial balance and explain the different types of errors. {B.Com. SXD.U., 2008) 

iineunilli Practical Problems 
1. Show the accounting equation on the basis of the following transactions: 

(0 Ram started business with ? 25,000. (ii) Purchased goods from Shyam f 10,000. 
(iii) Sold goods to Sohan (costing f 1,500) for ? 1,800 on credit. 

Ans. [? 35,300] 

2. Prepare accounting equation on the basis of the following : 
(i) Rahim started business with cash f 20,000. (iv) Rahim purchased goods on credit ? 3,000. 
(ii)  Rahim purchased furniture for cash ? 2,000. (v) Rahim sold goods (cost price ? 
2,000) 
(iii) Rahim paid rent ? 200. for ? 3,000 on cash. 

Ans. [ ? 23,800] 
4. Calculate total equity if— 

(0 Owner’s equity is ? 60,000; (iii) Revenue during the period is ? 70,000;
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5. Show the Accounting Equation on the basis of following transactions :

(0 Raj started business with cash 25,000(v0 Paid salaries
? 

350 
(ii) He purchased goods on credit 7,000(W0 Received cash from Rajesh 500 
m He sold goods for cash, costing  (viii) Withdrew cash for private use 2,200 
 f 2,800 3,200(ix) Received rent from tenants 2,500 

 





 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

(a) Rajesh started business with cash f 9,000. 
(.b) Purchased equipment for cash ? 7,400. 
(c) Purchased goods on credit f 2,650. 
(d) Paid ? 300 to creditors. 
(e) Sold goods for cash T 

2,000 (Cost price t 
1,200). 

[? 10,850] 
Ram starts a real estate agency business with a cash investment of ? 70,000. Following bus
transactions have been recorded : 

Ans.
8.

Ans.
9.

Ans. 
10. 

Hitesh started business with 
cash Purchased goods on 
credit Purchased goods for 
cash Purchased furniture for 
cash Withdrew for private use 

Paid rent 
Received 
interest 
Sold goods on credit (cost ? 
1,500) Paid to creditors Paid 
salaries 

Paid three months advance rent for office accommodation ? 4,200.
Bought office car f 42,000. 
Purchased office furniture f 14,000. 
Bought office type-writer from Standard Supply Company f 6,000. 
Sold extra office furniture at Cost to Amar for f 2,000. Amar paid f 1,200 in cash and
accep' bill at three months for the balance. 
Amar paid the amount of the bill at maturity and Ram paid half the amount he owned
to Stan Supply Company. 
Collected f 12,000 as commission. 
Paid telephone bill amounting to f 300. 

Work out the effect of the foregoing transactions on the equity of Ram through the Accoun
Equation. 
[7 84,700] 
Arvind had the following transactions. Use accounting equation to show their effect on his
as" liabilities and capital. 

(a) 
(b) 
(c) 

(d) 

(e) 

(g) 
(h) 

Brought f 45,000 in cash to start business.
Purchased securities for cash ? 22,500. 
Purchased an office building for ? 
45,000 giving ? 15,000 in cash and 
the balance through a loan. 
Sold securities costing ? 3,000 for ? 
4,500. 

[f 84,600] 
Show the Accounting Equation for the following transactions of Hitesh for the 
year 2016 : 

2,50,00
0 

24,000 
4.0  

1,500 
1.000 

[Assets—f 2,65,200 = Liabilities f 20,000 + Capital ? 2,45,200]. 
Show the Accounting Equation for the following transactions of Ritesh for the 

(") 
(b) 
(c) 

Purchased an old car for f 8,400 cash. 
Received cash for rent ? 10,800. 
Paid cash f 1,500 for loan and ? 900 
for interest. 
Paid cash for office building
expenses ? Received cash for
dividend on securities ?600.

(a) Started business with cash ? 18 000 (/)Bought motor cycle for personal
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 _   _  

(d) .Sold goods for cash ? 4,000 (/) Depreciation on equipment ? 25. 
(costing T 2,400). (j) Business expenses f 400. 

(e) Rent paid f 1,000 and rent outstanding 
T 200. 

Ans. [Balance Sheet Total ? 11^575] 
11. Show the Accounting equation for the following transactions of Rakesh Bihari Mittal: 

(i) Sold goods costing f 30,000 for f 50,000 to Shyam. (ii) Purchased household goods for ? 
15,000 giving f 5,000 in cash and the balance through a loan. (Hi) Received f 49,500 from 
Shyam in full settlement of an account of f 50,000. (tv) Paid Salary ? 500 and Salary still 
outstanding ? 100. (v) Paid Rent in advance f 200. (vi) Withdrew goods for personal use (Cost f 
500, Sale Price ? 600). 

JOURNAL 
12. On 1st April, 2016, the position of Mathur was as follows : Stock in Hand, T 2,400; Bills 

Payable T 400; Cash at Bank, ? 4,800; Plant and Machinery, ? 4,000; Owing by Debtors, f 
5,500; Owing to Creditors; ? 800; Investments ? 2,000; Loan from S. Sethi; k 1,000. 
What was the amount of Mathur’s capital on this date ? Pass the opening journal entry. 

Ans. [Capital f 16,500]. 
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Journalise the following transactions ;
201
6 3 Received cash from Ram 

f
15,000

2016 Jan. 
17 Received from Hari

f 
1,100 

 4 Purchased goods for cash 2,500 ” 20 Bought furniture from Ram 2,200 
” 11 Sold goods to Hari 3,200 ” 27 Paid rent 480 
 13 Paid Ramesh 1,400 ” 30 Paid salary 1,100 
[Total of Journal T 26,980] 
 

2016  r 2016  f 
April i Ramesh started business with 

h
40,000 April 24Received from Krishna 2,100 

 2 Paid into Bank 28,000  Allowed him discount 50 
99 3 Bought goods for cash 2,500 ” 28Paid Shyam Cash 4,000 
” 4 Drew cash from Bank for office 1,100  Discount allowed 225 
” 13 Sold to Krishna goods on credit 2,150 ” 30Cash sales for the month 8,000 
” 20 Bought from Shyam goods   Paid Rent 500 

  on credit 4,225  Paid salary 1,000 
[Total of Journal ? 93350]. 

Journalise the following transactions :

    

2016  f 2016  ? 
Jan 1 Started business with cash 50,000 Jan. 15Paid to M/s Singh & Co. 21,00
” 2 Paid into bank 36,000  Discount allowed by them 1,000 
” 3 Bought goods from M/s Singh  ” 25Sold goods to M/s Ray & 5,000 

  & Co. on credit 22,000 ” 26Received cheque from  

 4 Purchased furniture 4,200  M/s Sharda & Co. in full  

99  Purchased adding machine &   settlement of amount due  

  typewriter 8,400  by them 4,560 
  (Payment in all cases made by cheque) ” 31Paid for : Electric Charges 100 
>» 6 Paid for postage 215  Paid salary 1,500 
” 8 Sold goods for cash 5,400  Paid rent by cheque 2,000 

 9 Sold goods on credit to M/s 
Sharda & Co. 4,600

 Drew for private use 3,500 

 

Ans. 
15
. 

Transactions of Ramesh for April, 2016 are given below. Journalise 
them. 

[Total of Journal ? 1,69,515]. 
Journalise the following transactions in the books of a trader : 
2015 ? 2015 ? 
Dec. 1 Started business with cash 50,000 Dec. 22 Cash received from Naresh Kumar 
Dec. 3 Goods purchased for cash 30,000 in full settlement of his account 7,600 

13. 
Ans. 

14. 
Ans. 

16.
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Ans. 
17. 

Dec. 3 Furniture purchased for 
cash Dec. 7 Sold goods for cash 
Dec. 9 Sold goods to Naresh 
Kumar Dec. 12 Goods purchased 
from Vinod Kumar 

” 16 Goods sold to Anil and 
allowed him 10% trade discount. 

[Journal Total ? 1,25,850].

5,000 Dec.25 
10,000  

8,000 Dec. 28
 Dec. 31
5,000 ” 31
 ” 31
6,000  

 

and he allowed discount Cash 
paid for purchase of stationerj 
Paid office rent 
Goods returned to Vinod
Kumar Paid salaries to staff

Enter the following transactions in the Journal of 
Viswanath for the month of March, 2016 : 
2016  ?2016
Mar. 1 Viswanath commenced  Mar. 10
 business with a capital of 30,000” 11
Mar. 2 Bought Machinery 5,000Mar. 14

” 3 Bought goods for cash   

 from Madan Lai 2,500” 16
” 3 Sold goods for cash to Giri 4,000” 18
” 4 Purchased goods from Jai 3,000  

” 6 Cash Sales 5,000” 29
 

Received interest from Mukund 
Deposited cash into Bank Paid 
cash to Jai Simha ?2,900 in full 
settlement of his account Sold 
goods to Venkat Venkat settled 
his account by cheqi^ and 
deposited with the Bank Paid 
rent by cheque 

Ans. 
18. 

[Journal Total 69,000].
Journalise the following transactions in the books of Ravi: 
2016 

  ? 2016 
 

Jan. 1 Started business with cash 1,00,00
0

Jan. 21 Withdrew from bank for
” 1 Paid into Bank 50,000  personal use 
” 2 Goods purchased for cash 30,000  Withdrew from bank for use
” ' 3 Purchase of furniture and   in business use 12

  payment by cheque 10,000 ” 25 Paid telephone rent for one 
1>» 5 Sold goods for cash 20,000 ” 28 Cash paid to Ajay in full

” 8 Sold goods to Ramesh 10,000  settlement of his account 13
” 10 Goods purchased from Ajay 15,000 ” 31 Paid for stationery ? 4,400,
»> 12 Goods returned to Ajay 1,000  rent ? 2,000 and salaries to
” 15 Goods returned by Ramesh 500  staff? 5,000. 

 18 Cash received from Ramesh ? 
9,300 and discount allowed to 
him ? 200

   

 

Ans. 
19. 

[Journal Total ? 2,86,600].
Journalise the following transactions of M/s Hari and 
Sons. 2016 . 2016 July 1 Business 
started with ? 1,00,000 and July 15 

cash deposited in Bank ? 60,000 ” 18
” 2 Machinery Purchased from A on credit ”
 20 

? 20,000 ” 25
” 5 Furniture purchased from B for cash ” 28

? 10,000 ” 30
Goods Sold to Y ? 9,000 ”31 
Goods Returned by Y ?1,000 ” 31

10 
11 
12 

Purchase of goods for cash ? 
10,000 Cash received from Y. ? 
4,000 Cash paid to X ? 8,000 
Cash withdrawn from bank ? 
20,000 Advertisement expenses ? 
5,000 Office Stationery purchased 
for ? 2,0 Paid Rent? 1,000 Cash 
withdrawn from bank for the 
personal use of the proprietor ? 
2,500 

Goods sold for cash ? 
20,000 Ans. [Total of Journal ? 
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Ans. 
21. 

22. 

Ans. 

23. 

Goods purchased for ? 9,000.
Jan. 25 Cash withdrawn from Bank ? 5,000. 

Cash paid to X ? 4,000 and he
allowed us a discount of ? 100. 

Jan. 28 Cash received from B ? 3,000 and he 
was being allowed a discount of ? 

200. ” 30 Cash deposited in bank ? 4,000. 
” 31 Cash paid for electricity ? 400. 

Cash paid for salaries ? 1,000. 
Wages paid ? 500. 
Rent paid ? 400.

?
20,000

25 000

Jan. 2 Furniture purchased for cash ? 3,000. 
Office stationery purchased for cash ? 

2,000. 
” 3 Goods purchased from X ? 20,000. 
Jan. 5 Goods sold to Y ? 25,000. 

Paid rent ? 1,000. 
” 8 Paid for repairs ? 800. 
” 9 Paid for advertisement? 1,500. 

Cash paid to X ? 10,000 and discount 
received ? 50. 

” 10 Goods purchased from Z ? 9,000. 
Goods purchased in cash from A ? 6,000. ” 15 Cash paid to Z ? 8,800 in full settlement 
of his account. 

[Total of Journal ? 2,25,950]. 
Journalise the following : 
(0 Commenced business with cash ? 30,000. 
(if) Paid rent in advance ? 500. 

(in) Purchased goods for cash ? 15,000 and for credit ? 10,000. 
(iv) Bought Motor Cycle for personal use for ? 6,000 and the payment made out of business money. 
(v) Received cash for a bad debt written off last year ? 100. 
(vi) X, a debtor of the firm became insolvent. A first and final payment of 60 paise in a rupee was 

received from his total dues of ? 200. 
(vii) Goods worth ? 500 were taken away by the proprietor for his personal use. 
(VIM) A cheque of ? 4,900 was received from Mohan against full and final settlement of ? 5,000 due 

from him. The cheque was deposited into bank on the same day. After five days the bank 
intimates the dishonouring of Mohan’s cheque. 

Journalise the following transactions : 
(a) Bought goods on credit from A ? 2,000. 
(b) Goods returned by B ? 250. 

(c) Paid carriage inwards ? 50. 
(d) Cheque ? 700, received from C in settlement of a debt of ? 750 returned dishonoured. 
(e) Paid insurance premium ? 150. 
(/) Sale of typewriter for ? 1,500. 
(g) ? 1,250 owing by M written off as bad debt. 
(h) Sold goods ? 1,250 to X on credit. 
(i) Ram owes ? 2,850 and pays ? 2,775 in full settlement. 

(/') M/s A & Co. who owes ? 6,000 becomes insolvent. Only 30% of the amount due is realised. 
(k) Withdrew for domestic use ? 900. 
(/) Issued cheque in favour of M/s Kashiram and Sons on account of purchase of a machinery ? 7,500. 
(m) Paid Rao and Co. ? 490 in full settlement of a debt of ? 500. 

[Total of Journal ? 24,950]. 
Parkash started his business with the following assets and liabilities : ____________________  
2016 

Jan. 1 Cash in hand Stock in 
hand Debtors : Khanna 

Bros. 
Nirman & Co. Creditors : Kripal Bros. 

Mitra Sen & Co.



 

1
0 
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1 
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i 
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His transactions for the month were : 
Jan. 2 Sold goods to Karmakar subject to a trade discount of 10% 

4 Received from Nirman & Co. 
Discount allowed 

8 Settled Mitra Sen & Co’s account deducting 5% for cash 
discount ” 10 Purchased stationery articles 
” 12 Paid rent for the month 
” 13 Bought goods from S. K. & Co. 
” 16 Paid Kripal Bros, in full settlement of account 
” 20 Withdrew cash for personal expenses 

24 Issued a Credit Note to Mr. Karmakar for the goods 
damaged in transit 
25 Returned goods to S.K. & Co. and received their Credit 
Note 

” 29 Paid S.K. & Co. on account 
Discount allowed ” 29

Cash sales 
” 31 Paid salaries 

 _______ Enter the above transactions in the Journal of Prakash. ____  
Ans. [Total of Journal ? 1,87,500]. 

24. Journalise the following transactions in the books of Ram Naresh. 
October, 1,2015 : 

Assets : Furniture ? 5,000 ; Machinery, ? 10,000 ; Stock? 4,000 ; Cash in hand ? 550 ; 
Cash at ? 7,450 ; Amount due from Ramesh ? 1,000 ; and amount due from Suresh ? 2,000. 

Liabilities : Amount due to Ram & Co. ? 4,500 ; Amount due to Ranjeet & Co. ? 2,000 ; and 
am due to Shy am Sunder ? 1,500. 

2015  ? 2015  

Oct. 1 Purchased goods from  Oct. 25Cash purchases
 Ajay Kumar 4,500 27Goods worth ? 500

” 3 Sold goods for cash 1,500  were damaged in transit:
” 5 Paid to Himanshu by   a claim was made

 on the cheque 5,500  railway authorities for the
” 10 Deposited in bank 2,800  same.
” 13 Sold goods on credit to  28Suresh is declared 

i l Mukesh 1,700  and a dividend of 50 paise 
i” 15 Paid for postage 100  the rupee is received from 
hi” 16 Received cash from   in full settlement.

 Rakesh 2,200 ” 28Bought a horse for ?
 Paid telephone charges 250  2,600 and a carriage for

” 18 Cash sales 1,500  ? 1,200 for delivering
” 20 Purchased government   goods to customers.

 securities 5,000 30The horse bought on Oct.
” 22 Purchased goods worth   29 died, and its carcase 

 ? 16,000, less 20%   sold for ? 100.
 trade discount and 5%  ” 31Allowed interest on capital
 cash discount from Malhotra   @ 10% p.a. for one year
 & Co. for cash and supplied  ” 31Paid for:
 them to Ramesh & Co. at list   Salaries : ? 1,500
 price less 10% trade discount   Rent: ? 600.

Ans [Total of Journal ? 1 11^50]
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Creditors : Anand f 10,800; Ary a & Co. ? 15,400 and Balwant Rai ? 10,400; Mrs. Loan 
?20,000. 2016 
April 1 Purchased goods worth ? 10,000 less 20% trade discount and 5% cash discount. 

” 3 ? 5,292 received from Vijay and allowed him discount ? 108. 
Jan. 5 Bought 100 shares in Bharat Ltd. @ ? 30 per share, brokerage paid ? 60. 

” 8 Goods worth ? 1,000 were damaged in transit, a claim was made on railway authorities 
for 

the same. 
” 10 Cash ? 10,584 paid to Anand and discount allowed by ? 216. 
” 13 Received cash from railway in settlement of claim for damages in transit. 
” 15 Anupam is declared insolvent and a dividend of 50 paise in the rupee is received from 
him in 

full settlement. 
” 18 Sold 40 shares in Bharat Ltd @ ? 36 per share; brokerage paid ? 30. 
” 20 Bought a horse for ? 4,000 and a carriage for ? 2,000 for delivering goods to 
customers. 
” 22 Paid for Charity ? 202 ; Postage ? 400 ; Stationery ? 398. 
” 30 One month’s interest on Mrs. Loan @ 12% became due but could not be paid. 

' ” 30 The horse bought on January 20 died, its carcase sold for ? 100. 
April 30 Received from travelling salesman ? 6,000 for goods sold by him, after deducting his 

travelling expenses f 300. 
” 30 Paid for Salaries ? 7,000 

Paid for Rent ? 3,000 
” 30 Sold goods worth ? 20,000 less 10% trade discount. 

Ans. [Total of Journal ? 2,31,170]. 
26. Pass necessary entries to make the following adjustments at 31st Dec. 2015 : 

(a) Depreciation at 5% on Office Furniture valued at ? 8,000, at 10% on Plant and Machinery 
of ? 80,000 ; at 5% on Factory Building of? 2,00,000. 

(b) The insurance premium has been paid for the year ending on 31st March next, ? 2,400. 
(c) The telephone rent for one year was paid on last 30th April ? 300. 
(d) Interest on capital at 6% p.a. is to be allowed. Capital in the beginning was ? 3,00,000. 
(e) Following outstanding liabilities for expenses are to be provided for viz. wages ? 300, 

salaries ? 305, trade expenses ? 215. 
(/) An unsold machinery appearing in the books at ? 5,000 is exchanged for a new machinery of 

? 5,000. The old machinery has been valued at ? 800 for exchange purpose. 
27. Journalise the following transactions in the books of B.K. Bhandari: 

(a) Cheque ? 100 previously received from S.C. Puri in settlement of a debt now returned 
dishonoured. 

(b) Fire insurance premium of ? 250 paid for one year. 
(c) Sold goods ? 50 to R.N. Bose on 
credit. id) Goods returned from J.N. 
Basak ? 35. 
(,e) ? 50 owing by S.K. Prashad written off as bad debt. 
(/) Paid ? 500 by cheque for purchase of office furniture. 

LEDGER 
28. Record the following transactions in the Personal Account of Raman : 
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2015 2015   

Sept. ? Oct.  ? 
1 Sold goods to Raman 5,420 1Balance from last month b/d 4,000 

4 Received from Raman cash 5,150 13Sold goods to Raman 10,000 
and allowed him discount 27

0
20Received from Raman cash 3,960 

15 Raman bought goods 6,000
 

and allowed him discount 40 
28 Received cash from Raman on 

t
2,000 31Received cash in full settlement 

f
 

Raman’s Account 9,800
   

Ans. [Discount allowed on October 31, ? 200 in full settlement of Raman’s Account]. 
 





29. From the information given below :

 

Ans. 

30. 

(a) Prepare the account of Mr. Small as it would appear in the books of Mr. Big. 
2016 
March 1 Debit balance brought forward 

7 Mr. Small made credit purchases from Mr. 
Big 12 Mr. Small returned defective goods 15 
Mr. Small paid on account 

30 Mr. Small repaired the roof of Mr. Big’s premises 
and agreed to adjust the value of this work in his 
account 

(b) What does the balance of the account at the end of the month mean ? 
[(a) Mr. Small's Account shows debit balance of f 820 on March 31 ; (b) Mr. Small 
owes ? Mr. Big]. 
Prepare the Ledger account of Mr. Solkar from the following : 
March 1 Debit balance to his account ? 2,000 March 3 Sold goods on 

credit to him worth ? 10,800 March 8 Received cash from him f 
12,600 and allowed discount of f 200 March 10 Solkar bought goods 
on credit ? 3,000 
March 15 Received cash from him f 2,900 and allowed him discount ? 100 March 20 
Purchased goods on credit from Solkar worth f 2,000 March 25 Paid cash to Solkar ? 
1,000 March 28 Returned goods to him ? 200 
March 31 Paid cash to him in full settlement of his account f 780. 

Ans. [Solkar’s Account Total f 17,800] 
31. From the following transactions prepare only personal accounts in the ledger for April 2016. 

April 1 Govind started business with cash ? 2,000 goods ? 3,000 and furniture ? 
4,000. April 5 Sold goods to Raghu ? 600 and for cash ? 400. 
April 9 Received from Raghu on account ? 400. 

April 12 Bought goods from Mohan 7 1,000. 
April 15 Paid Mohan T 500. 
April 20 Paid Interest to Mohan ? 25. 
April 21 Cash withdrawn by Govind for personal use ? 200. 

Ans. [Govind’s Capital A/c f 8,800 (Cr.); Raghu f 200 (Dr.), Mohan ? 500 (Cr.)] 
32. Prepare the personal A/c of Mr. Balaji from the following transactions in the books of Ganesh. 

2016 
March 

” 1 Debit balance of Balaji’s A/c ? 8,200 
” 4 Bought of Balaji T 1,500 
” 7 Cheque of ? 2,000 issued to Balaji 
” 10 Goods sold to Balaji f 1,200 
” 13 Balaji sold goods to Ganesh ? 800 
” 16 Received an account payee cheque from Balaji ? 1,200 
” 20 Goods worth f 230 returned to him 
” 24 Balaji bought goods from Ganesh f 1,400 
” 26 Balaji claimed an allowance of f 300 for damaged goods. 
” 28 A bearer cheque received from Balaji for ? 
800 ” 29 Balaji received goods returned by Ganesh 
? 270 ” 31 Received f 8,500 in settlement of ? 
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TRIAL BALANCE 

 

Ans. [Correct Trial Balance Total f 47,820] 
34. Re-write the following Trial Balance to correct the same 

 

35. Following Trial Balance of Durlabh Singh is being presented to you. It needs redrafting. You are 
required to redraft it correctly ; 

33. Following is the Trial Balance as on 31-12-2015 prepared by an incompetent accountant. 
You are

required to rewrite it in its correct form.

Particulars Dr. Cr.
Capital 24,000 —

Stock on 1-1-2015 8,500 —

Furniture 2,600 —

Purchases — 8,950
Cash at Bank 7,30 —

Carriage 300 —

Sales — 22,500
Buildings 12,000 —

Returns in Wards — 1,900
Trade Expenses 1,000 —

Return Outwards 350 —

Discount Received 970 —

Office Rent — 2,270
Salary 3,000 —

 
60,020 35,620

 

TRIAL BALANCE
on 31st March, 2016 

Debit r Credit 
 

Wages 2,680 Capital 10,000
Purchases 12,490 Sales 31,080
Salaries 520 Rent Paid 500
Carriage 50 Discount Received 120
Building 12,010 Light Charges 160
Bank Overdraft 470 Suppliers 800
Cash in Hand 60 opening Stock 9,260
Customers 1,490 Furnitures 3,250
 29,770  55,170

Ans. [Total of Correct Trial Balance ? 42,470] 
 

TRIAL BALANCE
(As on June 30, 2016) 
 Dr. Balance Cr. 
 ? r
Capital (1-7-2015) 8,950  

Drawings  1,050
Stock (1-7-2015) 3,725  

Purchases 23,100  

S l  39 425



15,

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Ans. [Correct T.B. Total ? 1,08,200]. 

37. A book-keeper submitted to you the following Trial Balance, which he has not been able to 
a Rewrite the Trial Balance, correcting the mistakes committed by him. 

ACCOUNT

Carriage Outward 

 

Carriage Inward 105
Returns Outrward  

Provision for Bad Debts 350
Discount Allowed  

Rent, Rates & Insurance 1,115
Motor Vehicles 1,475
Cash in hand 110
Sundry Creditors 4,925
Sundry Debtors  

Bank Overdraft 975
 

55,230

[Correct TJL Total f 55,260 ; Suspense A/c (Cr.) ? 345].
 

Following Trial Balance has been prepared wrongly. You are asked to prepare
correctly.  

Heads of Accounts Dr. Balance
 r
Capital 22,000
Stock  

Debtors 8,000
Creditors  

Machinery  

Cash in hand  

Bank Overdraft 14,000
Sales Returns  

Purchases Returns 4,000
Misc. Expenses 12,000
Sales  

Purchases 26,000
Wages 10,000
Salaries  

Prepaid Insurance  

Bills Payable 10,800
Outstanding Salaries 1,400
 

1,08,200
 

44 

1,08 



15,

 

Dr.
f

3,250

17,44

5

1,240

Capital Drawings Stock (1-1-2015) 
Returns Inwards Carriage Inwards Deposit 
with Anand Gupta Returns Outwards 
Carriage Outwards 
Loan to Ashok @5% given on 1-1-2015 Interest on the 
above
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Ans. 

Name of Accounts 

Opening Stock
Repairs 

Correct Figure
(as it should be)

?
14,900
61,780

Figure as it appears 
in the Trial Balance 

? 
14,800 
61,780 

(But appear on the debit 
side) 2,400 
5,900 8,310 

Rent & Rates 2,160
Sundry Creditors 6,070 
Sundry Debtors 8 ,060 
Ascertain the correct total of the Trial Balance. 
[? 1,04,420]. 
Hint. In case of a shoe repairing company, repair is an income, so it will appear on the credit side
of the Trial Balance. 

 

Ans. [Correct T.B. Total ? 48,109]. 
38. The total of the debit side of the Trial Balance of a large boot and shoe repairing company as at 

31st December, 2015 is f 1,66,590 and that of the credit side is ? 42,470. 

After several checkings and recheckings the following mistakes are discovered : 
JOURNAL LEDGER AND TRIAL BALANCE 

39. Journalise the following transactions, post them into Ledger and prepare a Trial 
Balance. 2015 
September 1 Started business with ? 50,000, paid into Bank? 20,000. 

2 Bought furniture for ? 5,000 and Machinery for ? 10,000. 
3 Purchased goods for ? 14,000. 
6 Sold goods for ? 8,000. 
8 Purhased goods from Malhotra & Co. ? 11,000. 
10 Paid telephone rent for the year by cheque ? 500. 
11 Bought one typewriter for ? 2,100 from Universal Typewriter Co. on 
credit. 15 Sold goods to Keshav Ram for ? 12,000. 
17 Sold goods to Rajesh Kumar for ? 2,000 for cash. 
19 Amount withdrawn from bank for personal use ? 1,500. 
20 Withdrew from bank for business use ? 3 500

Rent 820  

Rent Outstanding 130  

Stock (31-12-2015)  18,792 
Purchases 12,970  

Debtors 4,000  

Goodwill 1,730  

Creditors  3,000 
Advertisement Expenses 954  

Provision for Doubtful Debts  1.200 
Bad Debts 400  

Patents and Patterns 500  

Cash 62  

Sales  27,914 
Discount allowed  330 
Wages 754  

 45,095 69,915 
 



 

♦  ♦ ♦

1/1-54 __________________  _________________________________ ACCOUNTING PR 

25 Goods worth ? 1,000 found defective were returned to Malhotra & Co. 
and the of the amount due to them was settled by issuing a cheque in 
their favour. 

28 Sold 20 shares of XY and Co. Ltd. at f 65 per share, brokerage paid ? 20. 
28 Bought goods worth ? 2,100 from Ramesh and supplied them to Suresh at 
? 3, 30 Suresh returned goods worth ? 100, which in turn were sent to 
Ramesh. 
30 Issued a cheque for ? 1,000 in favour of the landlord for rent for September. 
30 Paid salaries to staff ? 1,500 and received from travelling salesman ? 

2,000 for sold by him, after deducting his travelling expenses ? 100. 
30 Paid for : Charity f 101 ; Stationery T 450 ; Postage f 249. 

Ans. [Journal Total ? 1,83,370 ; T.B. Total f 82,300].  
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We have already seen that all transactions are first entered in the Journal in the order in which they 
occur and from the journal they are posted to the respective accounts in the ledger. But this would involve 
a tremendous amount of work because each transaction requires a separate debit to the receiving account 
and a credit to the giving account to bring into record the two-fold aspect of each transaction. A 
considerable saving of clerical labour can be brought about if transactions of similar nature are recorded in 
separate journals so as to permit the sub-divisions of the Journal. This would facilitate not only the 
division of the Journal but it would also make easier the job of posting in the ledger, as the postings can 
then be made in the form of totals being transactions of similar nature. These sub-divisions of the Journal 
into various books recording transactions of the similar nature are called subsidiary books. These 
subsidiary books are also known as books of original entry because transactions are first recorded in these 
books to be subsequently transferred to their respective accounts in the ledger. 

© Reasons for Maintaining the Subsidiary Books 
The various reasons for maintaining the subsidiary books are given as under : 
(i) Economy in Labour. If the transactions are recorded in the books of accounts directly it will 

consume less time than if the transactions are recorded in the journal and then posted to the ledger. 
(«) More Accuracy. There will be more accuracy in the books of accounts as entries are made in 

total only and that too once in a month. 
(HI) Statistical Records. Additional information can be collected while maintaining a subsidiary 

book. For example, sales book can collect the information relating to the sales of different areas or of 
different salesmen. 

(iv) Maintenance of Accounts. If specialised books are kept it may be possible to avoid 
maintenance of some accounts books. For example the date of payment, cheque number etc. can be noted 
in the purchases book which will obviate the need of maintaining the creditors account. 

(v) Division of Work. There will be division of accounting work as instead of one journal there will 
be so many subsidiary books. 

(vi) Specialisation and Efficiency. When the work is divided among the accounting staff and one 
person is required to do that work again and again, he becomes specialist of that work and his efficiency 
also increases. 

(vi'i) Facility in Checking. The existence of separate books helps location of errors and detection of 
frauds in case the trial balance does not agree.  



 

to 

SUBSIDIARY fiC 

The various books in which the Journal may be subdivided are as follows : 
1. Cash Book to record cash receipts and payments. 
2. Purchases Book or Bought Book or Invoice Book for recording credit purchases of good 
3. Sales Book or Day Book for recording all goods sold on credit. 
4. Purchases Returns Book or Returns Outwards Book for recording all purchases return creditors. 
5. Sales Returns Book or Returns Inwards Book for recording all sales returned by custome 
6. Bills Receivable Book to keep a record of bills received from customers. 
7. Bill Payable Book to keep a record of bills payable to creditors. 
8. Journal Proper to keep a record of those transactions for which there is no separate book. 

© Classification of Subsidiary Books 
The classification of various subsidiary books and the types of transactions to be record these 

books are given as under : 

(0 Cash Book. This book deals with the transactions relating to the receipts and paymen cash 
direct or through bank, discount allowed or received etc. and shows cash in hand and at bank. 

(ii) Purchases Book. This book is meant for recording all transactions of credit purchases o 
goods, dealt in or of the materials and stores required in the factory and will show the total cr 
purchases of goods and materials made during a particular period. 

(ut) Sales Book. This book is maintained to record all credit sales (of goods dealt in) m during a 
particular period and will show total credit sales made during a particular period. 

(tv) Purchases Returns (or Returns Outwards) Book. This book records all returns of go 
and materials previously purchased and will show total purchases returns during a particular period. 

(v) Sales Returns (or Return Inwards) Book. This book is maintained to record all s returns 
made by the customers and will show the total returns inwards during a particular period. 

(vi) Bills Receivable Book. This book is maintained to record all bills received from 
customers during a particular period. It will also tell the various dates on which payments are to 
received by the business. 

(vit) Bills Payable Book. This book records all acceptances made by the firm and will indie the 
various dates on which payments of various bills are to be made. 

(yiii) Journal Proper. All those transactions which could not be recorded in any of the abo 
subsidiary books will be recorded in this book. 

Now cash book will be discussed in detail in this chapter. 

CASH BOOK 
The object of the Cash Book is to keep a daily record of the transactions relating to receipts a 

payments of cash. The number of transactions relating to cash are usually large because most of th 
business dealings ultimately resolve themselves into cash transactions, so it is necessary to keep separate 
book for cash transactions. If every cash transaction were recorded in the Journal, tremendous amount of 
work will be involved in debiting or crediting Cash Account every time cash i received or paid. If the cash 
book is maintained, the botheration of posting every item of receipt ofl payment of cash individually to 
Cash Account in the ledger is avoided. 

© Is Cash Book a Journal Or Ledger ? 
I



SUBSIDIARY BOOKS H/1-3

 

Received commission f 650 Paid 
commission f 550 Paid to Satish 
on account ? 7,150 Paid salary to 
the office clerk ? 1,000 and office 

2016
July 20

7? 
28

99 31
 

Ledger Account. As receipts of cash are entered on the debit side and payments of cash on the credit side, 
so there is no need of Cash Account in the ledger. Therefore, Cash Book serves the purpose of a ledger 
account also. 

From the above, it is clear, that Cash Book fulfils the functions of a subsidiary book and ledger both. 

0 Kinds of Cash Book 
Following are the three kinds of Cash Book : 

(I) Simple Cash Book. (II) Cash Book with Discount Column. (Ill) Cash Book with Bank and 
Discount Columns. 

I. Simple Cash Book 

 

When cash is received, it is entered on the debit side of the Cash Book in the amount column 
alongwith the name of the party paying the cash in the particulars column. Receipt number with which 
cash has been received by the cashier is also written in the R.N. (Receipt No.) column. Similarly, cash 
paid is entered on the credit side of the Cash Book. Each payment must be supported by a voucher and 
voucher number is entered in the V.N. (Voucher No.) column. 

At regular periodic intervals, preferably daily, Cash Book should be balanced like other ledger 
accounts and the balance shown by it should be equal to cash in hand, if no mistake or fraud has been 
committed. Cash Book should always show a debit balance (i.e., cash in hand) because total cash paid 
can never exceed the opening balance plus cash received. 

© Posting of Simple Cash Book 
Opening balance appearing on the debit side of the Cash Book is not posted to any account in the 

ledger as it comes in the Cash Book from the opening entry recorded in the journal proper. The other 
transactions recorded on the debit side of the Cash Book are posted to the credit of the respective 
accounts in the ledger to complete the second aspect of the entry as the first aspect of the transaction has 
been covered by giving debit to Cash Account in the Cash Book itself. Similarly, the entries appearing on 
the credit side of the Cash Book are posted to the debit of the respective accounts in the ledger. 

ILLUSTRATION 1. Enter the following transactions in Simple Cash Book and post them 
into ledger: 

2016 
July 1 Balance of cash in hand f 15,000 ”
 8 Purchased goods for cash from X for 

? 3,200 
15 Sold goods for cash f 4 800 to Y

This type of Cash Book makes a record of all the receipts and payments of cash. All cash received in 
the form of coin, notes, cheques, postal orders, bank drafts or treasury notes will be recorded on the 
debit side and payments on the credit side. The ruling of this type of the Cash Book is as follows : 

Dr. (Receipts) 
 

SIMPLE CASH BOOK Cr. (Payments)

Date Particulars R.N. L.F. Amount Date Particulars V.N. L.F. Amount
    ?     f
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SALARY ACCOUNT 

 

II. Cash Book with Discount Coiumn or Two Column Cash Book 
When an additional column for discount alongwith cash column is provided on each side of the 

Cash Book, it is known as Two Column Cash Book. Discount column on the debit side represents cash- 
discount allowed to customers and the credit side of this column indicates cash discount received from 
creditors. 

Cash columns are balanced like other ledger accounts but discount columns are not balanced but_ 
totalled. 

0 P ti f T C l C h B k

To Cash A/c 

 

1,000

   

2016 
July 31 

SOLUTION 

Date Particulars R. 
N.

L.F. Amount Date Particulars Vr. 
N. 

L.F. 

2016 July 
1 ” 15 ” 
20 

To Balance b/d To 
Sales To Commission 

  f
15,000
4,800

6502016 
July 8 ” 
20 ” 28 ” 
31 " 31 ” 
31

By Purchases By 
Commission By Satish 
By Salary By Office 
Rent By Balance c/d 

  

    

20,450
    

Aug. 1 To Balance b/d   7,950     

 

SIMPLE CASH BOOK

LEDGER SALES 
ACCOUNT 

Amountach item 
vill be | 

20,450 une
55

>f respe-

_)iscount f

   

2016 
July 15 By Cash A/c

 

 

4,800

f >e post 
3,200>er Cash 
550 

7,150 ILLUj
1 ,OOOjost them

600 
7,9505016 

1 Ci
3 
5 r 

7 
Ml 
ex, 

7 
C;

COMMISSION ACCOUNT 

2016 
  

r 2016
   

July 20 To Cash A/c  550 July 20 By Cash A/c  650

PURCHASES A/C 
 

To Cash A/c 

 

3,200

   

 

2016 
July 8 

10 CJ 13
R-

15 
R'

» 16 P'

_SOLUTI
SATISH’S ACCOUNT

To Cash A/c 

 

7,150

   

 

2016 
July 28 Date

OFFICE RENT ACCOUNT

To Cash A/c 

 

f 
600 

   

 

2016 
July 31

2016 
June 26 

” 30
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of respective personal account and total of discount column should be posted to the debit side of Discount 
Account with the words “To Sundry Accounts” or “Amount as per Cash Book”. Similarly, each item of 
discount received appearing on the credit side of the Cash Book in the discount column will be posted to 
the debit of respective personal account and total of discount received column should be posted to the 
credit of Discount Account with the words “By Sundry Accounts” or “By Amount as per Cash Book”. 

ILLUSTRATION. 2. Enter the following transactions in a Two Column Cash Book and post 
them into the ledger. 

 

SOLUTION (for Cash Book please see next page) 

 

 

2016  f 2016   

June. 1 Cash in hand 8,900June 18 Amount introduced as capital 5,000
99 3 Bought goods for cash 4,300 99

21 Received cash from Rajesh 7,840
99 5 Paid for wages 4,100   Allowed him discount 160
99 7 Withdrew from bank for  99 24 Paid cash for travelling expenses 120

  
expenses 7,500 99 26 Amount paid into hank 2,500

99 7 Cash paid to Yusuf 1,950 99 27 Cash paid to A.S. Mukherjee 975
  Discount allowed 50   Discount allowed by him 25

99 10 Cash sales 13,500 99 28 Credit purchases from  

99 13 Received cash from Banwari Lai 3,900   Mohammad Ali 3,800
  Allowed him discount 100

99 30 Cash purchases 1,500
99 15 Purchased stationery from  99 30 Paid salaries 2,800

  Ram on credit 200
99 30 Deposited into bank all cash  

99 16 Paid for postage stamps 150   in excess of 
2,000

 

LEDGER ACCOUNT BANK ACCOUNT 
Date Particulars L.F. Amount DateParticulars L.F. Amount 

2016 June 
26 

” 30 

To Cash Account To Cash 
Account 

 ?
2,500

26,245

2016 
June 7By Cash Account 

 

7,500 

 

SALES ACCOUNT 
 r

2016 
June 10

By Cash Account 13,500

BANWARI LAL 

 f 2016 
June 13 ” 
13 By Cash Account By Discount A/c 

? 
3,900

100
CAPITAL ACCOUNT 

  

2016 
June 18 By Cash Account 5,000 

(Contd. on page IJU-7) 
 



N 
N CASH BOOK 
______________________________________________________________________________________________________ Payments 

Particulars R.N. L.F. Discount Cash Date Particulars R.N. L.F. Discount Cash 
  f f 2016

   r r

Balance b/d 
   

8,900 June 3 By Purchases Account
   

4,300
Bank Account 

   
7,500 ” 5 By Wages Account

   
4,100

Sales Account 
   

13,500 ” 7 By Yusuf
  

50 1,950
Banwari Lai 

  
100 3,900 ” 16 By Postage Account

   
150

Capital Account    5,000 • ” 24 By Travelling Exp. A/c    120 

Rajesh 
  

160 7,840 ” 26 By Bank Account
   

2,500
    ” 27 By A.S. Mukherjee   25 975
    ” 30 By Purchases Account    1,500
   

* ” 30 By Salaries Account
   

2,800
    

” 30 By Bank Account
   

26,245
     (Amount deposited in 

excess of ? 2,000) 

    

    ” 30 By Balance c/d    
2,000 

  

260 46,640 
    

75 46,640 

Balance b/d 
   

2,000 
     

« 

y purchased on credit and credit purchases have not been recorded in the Cash Book as these transactions do not involve any receipt or 
sh. 

u
vi

ai
sa

n
s
 

9-
W

II
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RAJESH 

 

 

III. Cash Book with Bank and Discount Column or Three Column Cash Book 
With the development in the banking industry, many payments are made and received through cheques. In 

such a case, the Cash Book should have a bank column in addition to the cash and discount columns to have a 

r 2016
 

r
 June 21 By Cash Account 7.840
 ” 21By Discount A/c 160

 

PURCHASES ACCOUNT 

2016 June 
3 ” 30 

To Cash Account To Cash 
Account 

4,300 
1,500

   

WAGES ACCOUNT 

2016 
June 5 To Cash Account 

r 
4,100

  

YUSUF 

2016 June 
7 ” 7 

To Cash Account To Discount 
Account 

1,950
50

   

POSTAGE ACCOUNT

2016 June 
16 To Cash Account 150

  ? 

TRAVELLING EXPENSES ACCOUNT 

2016 June 
24 To Cash Account 120

   

A.S. MUKHERJEE 

2016 June 
27 ” 27 

To Cash Account To Discount 
Account 

975 
25 

   

SALARIES ACCOUNT 

2016 June 
30 To Cash Account 2,800

   

DISCOUNT ACCOUNT 

2016 June 
30 To Sundry Accounts 260

2016 
June 30 By Sundry Accounts 75 
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1. Amount brought as capital. If a business is started, the amount brought in as capital into the
business will be written in cash column if cash is introduced and in bank column if it is directly

” 10 Sd

ILLU!
following tr

Cash ? 
151 (it)

Recer 

(v) With2016

In such a Cash Book, the cash columns and the bank columns represent Cash Account and Bank 
Account respectively, but the discount columns are only memorandum columns and do not stand for 
Discount Account. So, Cash Account and Bank Account will not be opened in the ledger. Following 
points need consideration in the preparation of Three Column Cash Book : 
deposited into the bank and in the particulars ‘To Capital Account’ will be written. If the opening 

balances are brought, it will be written as “To Balance b/d” or “By Balance b/d” in case there is opening 
bank overdraft in the bank column. 

2. Cash paid into bank. When cash is paid into the bank, it should be debited to Bank Account by 
entering the amount in the bank column on the debit side of the Cash Book as “To Cash” and credited to 
Cash Account by entering the amount in the cash column on the credit side of the Cash Book as “By J 
Bank” to record the fact of cash having gone out of the business. This transaction needs no posting in | the 
ledger as both accounts (i.e., Cash Account and Bank Account) involved appear in the Cash Book, I so 
letter “C” is written in the L.F. column against this entry on each side of the Cash Book to indicate I that 
the contra effect of this transaction is recorded on the opposite side. Such type of entry appearing I on 
both sides of the Cash Book is known as Contra Entry. 

3. Cash withdrawn from bank. Similarly, when cash is withdrawn from the bank for office use,^^^_ 
the entry would be to debit Cash Account by entering the amount in the cash column on the receipts side of the 
Cash Book as “To Bank” and to credit the bank column as “by Cash”. No posting in the ledger is required for 
this transaction as both accounts (Cash Account and Bank Account) involved 1 ~b\5 appear in the Cash Book.
 Nov. 
1 

4. Receipt of Cheque. If a cheque is received and kept in the cash box (i.e. not sent to the bank for I 
collection), it should be debited in the cash column; but if it is immediately sent to the bank for | collection, 
the debit should be given in the bank column. Later on when cheque kept in the cash box is I 

sent to the bank for collection, contra entry will be recorded in the Cash Book by giving debit to bank 
column recording the fact of cheque coming to the bank and credit to cash column indicating that cheque 
has gone out of office. 

5. Payment by Cheque. Such payments should be credited in the bank column of the Cash Book. 

6. Dishonoured Cheque. If a cheque sent to the bank for collection is dishonoured, it should be 
credited in the bank column of the Cash Book to cancel the previous debit given to the bank column when 
the cheque was deposited in the bank. 

7. Bank charges and payments made by the bank on behalf of the customer. These entries should 
be entered in the bank column on the credit side of the Cash Book as they reduce the balance at bank. 

© Posting of Three CoEunin Cash Book 
1. Opening balances of cash and bank columns are not posted to any account as they come in the 

Cash Book from the opening entry in the journal. 
2. Contra entries are not posted to any account as the dual-aspect in respect of them has been 

compiled in the Cash Book itself. 
3. Remaining items appearing in the Cash Book and totals of discount columns are posted in the 

same way as we have described in case of Two Column Cash Book. 
ILLUSTRATION 3. Enter the following transactions in a Three Column Cash Book : 

” 3 Cash Sales Rs 6,400. 
” 5 l aid ? 7,000 into bank. 
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January 10 
5? 

12 
>9 

14 
99 15 
99 

18 
99 

19 
99 

21 
99 23 
99 25 
99 27 
99 29 
99 31 
99 31 

 

2015 
Nov. 1 Paid into bank ? 5,000. 

” 3 Purchased goods ? 2,000 
” 7 Sold goods for cash ? 1,700 
” 9 Purchased goods ? 1,500 
” 10 Sold goods to Raju on credit ? 500 ” 13 
Purchased goods from Gopi for ? 1,000 on 
credit 
” 14 Paid electricity charges ? 45 ” 15 
Received from Raju ? 490 in full 
settlement 
” 16 Paid office rent ? 150 ” 17 
Withdrawn from bank for petty 
payments ? 50 
” 18 Paid to Gopi 1975 in full settlement (See 

Solution on page Wi ll) 

2015
Nov. 19 Sold goods for ? 750 

” 20 Sold goods to Chatterjee on credit ?450 
” 21 Purchased goods from Gopal for f 

1,100 on credit 
” 24 Received cash from Chatterji ? 440 in full 
settlement ” 25 Paid to Gopal on account ? 600 
” 26 Paid salaries ? 175 ” 27 Withdrawn for 
personal use ? 300 ” 28 Paid to Gopal ? 485 in 
full settlement ” 29 Sold goods for cash ? 400 ” 
30 Purchased goods by cheque ? 300 ” 30 Paid 
telephone charges ? 55. 

 __   

Paid to Anurag by cheque ?980 and discount allowed by him ? 20. 

Cash Purchases f 2,500. 

Withdraw from bank for office use ? 5,000. 

Received cheque for ? 950 from Lucky & Co., allowed him discount ? 50. 

Cash sales ? 7,500. 

Paid into bank Lucky’s & Co’s cheque for ? 950 and Cash ? 4,000. 

Cash paid for stationery ? 120. 

Paid commission to Rakesh by cheque ? 500. 

Received cheque for ? 1,000 from Chander Mohan and paid the same into bank. Lucky & 

Co.’s cheque dishonoured. 

Drew a cheque for ? 800 for personal use. 

Paid salaries by cheque ? 1,500 and by cash ? 500. 

Bank charges ? 20 and insurance premium ? 520 as shown in Pass Book. 
(B.C.om. Kakatiyra) 

(See Solution on next page) 
ILLUSTRATION 4. Enter the following transactions in a Cash Book with Discount and Bank 

columns, assuming that all payments are made by cheques and all receipts are immediately banked. 
ILLUSTRATION 5. Mr. Rokadiya maintains Cash Book with bank columns. Enter the following 

transactions of 21st May, 2016 in the Cash Book and balance the same : 

Cash ? 150 ; State Bank of India ? 25,000 ; Bank of India (Overdraft) ? 3,000. 
(.ii) Received a cheque of ? 5,350 from Merwan Bros, in full settlement of invoice for ? 5,500. The cheque was 

deposited in Bank of India, who charged ? 3 as collection charges. 

(iii) Cash Purchases ? 10,000. Paid bearer cheque on State Bank of India. 
(iv) Transferred ? 5,000 from State Bank of India to Bank of India. 
(v) Withdrew ? 5,000 from State Bank of India—? 3,000 for office use and ? 2,000 for personal use. 

(vi) Paid advance salary to Manager ? 1,000 by bearer cheque on Bank of India. 

(See Solution on page 11/112)
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________________________________________________________________________________________________________________ Payments 

Particulars V.N. L.F. Discount Cash Bank Date Particulars V.N. L.F. Discount Cash Bank 
  

T T ? 2016
   

f r ?

nce b/d 
   

5,374 15,490 Jan. 5 By Bank Account C
  

7,000 
 

s Account    6,400  ” 
8

By Bank Account C   700  

h Account  C   7,000 ” 
10 By Anurang   

20
 980

h    700   12 By Purchases Account    2,500  

eque received) 
     » 

14 By Cash Account C
   

5,000
h Account  C   700 » 19 By Bank Account C   4,950  

k Account  C  5,000  » 21 By Stationery A/c    120  

ky & Co.   50 950  H 23 By Commission A/c     500

eque received)      » 27 By Lucky & Co.   50  950

s Account    7,500  W 29 By Drawings Account     800
h Account      » 31 By Salaries Account    500 1,500

heque 950 +      w 31 By Bank Charges A/c     20
sh 4,000)  C   4,950  31 By Insurance Prem. A/c     520

nder Mohan     
1,000 

 31 By Balance c/d    10,154 18,870

  

50 25,924 29,140 
     

70 25,924 29,140 

nce b/d 
   

10,154 18,870 
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Illustration 4) 

 

CASH BOOK WITH DISCOUNT AND BANK COLUMNS 
________________  ______  ______  ___________  ____________________  __________  _________________________ Payments 
Particulars V.N. L.F. Discount Bank Date Particulars V.N. L.F. Discount Bank 

  
r 

 2015     
f f

ash Account 
   

5,000 Nov. 3 By Purchases Account
   

2,000
ales Account    1,700 ” 9 55 Purchases Account    1,500

aju   10 490 » 14 55 Electricity Charges     

ales Account    750    Account    45
hatterjee   

10 440 » 16 55 Office Rent Account    150 
ales Account    400 n 17 55 Petty Cash Account    50

    n 18 55 Gopi   25 975 
    H 25 55 Gopal    600 
    n 26

55 Salaries    175
    » 27 55 Drawings    300
    » 28

55 Gopal   15 485
    n 30 55 Purchases Account    300
    55 

30
55

Telephone Charges
    

       Account    55
    ” 30 55 Balance c/d    2,145
  

20 8,780 
      

40 8,780 

ance b/d 
   

2,145 
        



ustration 3) 
CASH BOOK WITH BANK COLUMNS 

 _  __________________________________________ ____________ _______________________________ Payments
culars Voucher 

No. 
L.F. Dis 

count 
Cash 

State 
Bank 

of 
India 

Bank 
of 

India 

Date Particulars Voucher
No. 

L.F. Dis
count 

Cash
State 
Bank 

of 
India 

Bank 
of 

India 

  
f t r f 2016

    
? ? f

ance b/d 
   

150 25,000 
 

May 21 By Balance b/d
     

3,000
an Bros.       ” 21By Bank Charges      3

que       ” 21 ” Purchases     
10,000 

 

ved) 
  

150 
  

5,350 ’’ 21
” Bank of

      

Bank 
       

India
 

C
  

5,000 
 

dia 
 

C 
   

5,000 ”21
” Cash

 
C

  
3,000 

 

Bank       ”21” Drawings     
2,000 

 

dia  C  3,000   ”21” Advance       

       
Salary to

      

       
Manager

     
1,000

      ”21” Balance c/d    3,150 5,000 6,347

  

150 3,150 25,000 10,350 
    

- 3,150 25,000 10,350 

ance b/d 
   

3,150 5,000 6,347 
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2016  2016
Jan. 1st Received a cheque for ? 1,000 Jan. 14th

 
to open the book 20th

5th Bought postage stamps ? 50 25th
8th Paid for stationary ? 80 28th

10th Sent a Telegram ? 70 29th
12th Paid for cartage ? 50 31st

SOLUTION 
 

0 Multicolumnar Cash Book 
Multicolumnar cash book is usually maintained by large business enterprises. The receipts and 

payments sides of this book are divided into such columns which are frequently needed for making cash 
transactions such as cash sales, printing and stationery, salaries, wages, miscellaneous receipts, 
miscellaneous expenses etc. which occur again and again. Cash transactions pertaining to columns 
provided in the cash book are written in their particular columns and the total of such columns like 
discount is posted in their accounts opened in the ledger. In this way posting of cash transactions 
occurring again and again is not required, only posting of the total of various columns is made in their 
respective accounts. 

0 Cash Book as the Only Book of Original Entry 
When cash book is used as the only book of original entry, it records all types of transactions. 

Transactions are recorded on chronological basis (as and when they take place) in such type of cash book. 
All types of transactions (cash and credit) are recorded in this book as illustrated in Illustration No. 10. 

0 Mini-Max Cash Book 
This type of cash book can be maintained to have a control on cash in hand. It is like a three column 

cash book with a difference that if on any day cash balance falls short by the minimum amount to be 
maintained in hand, the shortage of minimum cash in hand to be maintained will be made up by 
withdrawing cash from the bank by passing a contra entry. Similarly, if on any day cash in hand is found 
to be in excess than the maximum amount of cash in hand to be maintained, the excess cash in hand will 
be deposited into bank by passing a contra entry. However, if cash in hand lies between the minimum and 
maximum balance of cash to be maintained, no contra entry will be made for withdrawal or deposit of 
cash in to bank. 

0 Simple Petty Cash Book 
It is undesirable to burden the main Cash Book with numerous small payments on account of 

expenses like carriage, cartage, coolie hire, postage, refreshment to customers etc., so a separate book, 
called “Petty Cash Book” is usually maintained. The person maintaining the Petty Cash Book is known 
as petty cashier. All small payments to be made by cash are recorded in the Petty Cash Book. 

ILLUSTRATION 6. Enter the 
following transactions in the simple 
petty cash book. 

Paid tiffin charges for customers ? 130 
Balance due to Bindu paid f 60 Paid auto 
charges of the salesmen ? 70 Paid Coolie 
? 90 Purchased paper clips ? 40 Paid 
electric charges Rs 80. 

  

SIMPLE PETTY CASH BOOK 

Amount 
Received 

Cash 
Folio 

Date Particulars Vr. No. Amount 
? 

1,000 

 2016 Jan. 
1 

” 5 
To Bank A/c By Postage A/c 

 

50 
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By Stationery A/c
 

80
   By Telegram  70
   By Cartage  50
   By Tiffin Charges  130
   By Binder’s A/c  60
   By Auto Charges  70
   By Coolie  90
   By Paper Clips  40
   By Electric Charges  80
   By Balance c/d  280

1,000  2016    

280 
 Feb. 1 To Balance b/d  

1,000 
 

© Analytical Petty Cash Book 
The best method of recording petty cash payments is to enter them in a Petty Cash Book 

maintained in a columnar form. In such a Petty Cash Book, a separate column for each usual head of 
expenditure and for the total small cash payments is provided. Columnar Petty Cash Book saves 
unnecessary labour used in posting each item of petty cash payment separately in the ledger as only J 
totals of various columns are to be posted in the ledger. This book is also known as Analytical Petty J 
Cash Book because the various small cash payments get automatically analysed when they are entered I 
in their respective columns. 

Ruling of Analytical Petty Cash Book 

 

While maintaining a petty cash book, the following points must be taken into consideration : 
I 

(0 The amount fixed for petty cash should be sufficient so that small payments for a relatively I 
fixed period say for a week or a fortnight or a month may be easily met out of that amount. 

(ii) The amount to be reimbursed to the petty cashier must be supported by the vouchers I 
alongwith a statement of total payments. 

(iii) All vouchers should be filed in order. 
(rv) The petty cashier should be authorised to make payment upto a specified limit. No payment I 

should be made by the petty cashier without the consent of the head cashier, if the amount is I 
more than the specified limit. 

(v) The petty cashier should not receive any cash except for reimbursement of small payments. 
In the petty cash book, the extreme left hand column records receipt of total cash for a specified 

period. There is a column of date and next is the column of respective numbers of vouchers .The money 
columns towards the right hand side show total payments for various purposes. There are different 
columns adjacent to total column to record daily different expenses of the business. Amount of every 
expense is written first in Total column and thereafter that amount is written into the column related to 

The specimen ruling of the Analytical Petty Cash Book is given as under : 

Dr. P ETTY CASH BOOK Cr.

Cash 
Recei 

ved 

Date Particulars Vr.
No. 

Total

Stationery 
& Printing

Cart 
age 

Conve 
yance 

Postage 
and Tele-

grams

Sundry 
Expe 

nses
          

 



 

2016 
June 1 Received for petty cash 

payments 

? 2016 
June 20 Paid for conveyance 1,000

 ” 25 Paid for travelling expenses 

r
44 
160

H/1 15 

© Advantages of Petty Cash Book 
Following are the main advantages of maintaining petty cash book: 
|0 It saves the time of the head cashier. 
(ii) It will save the cashier time in writing up the cash book and posting into the ledger. 
(Hi) It will provide control over small payments. 
0'v) It avoids the unnecessary details as it is convenient to post the total directly into the ledger. 

© Posting of the Petty Cash Book 
The Petty Cash Book is just like the Cash Book. The amounts received by the petty cashier from the 

main cashier are entered on the debit side of the Petty Cash Book and payments on the credit side of the 
Petty Cash Book. Every small payment is entered twice on the credit side—one in the total payments 
column and second in one of the analytical amount columns. The periodic total of each column is posted 
to the expenses accounts concerned, while the total of payments column serves to find out the balance of 
cash with the petty cashier. Thus, the posting of Petty Cash Book can be summarised as under. 

1. When cash is handed over to the Petty Cashier, Petty Cash Account is debited and Cash or Bank 
A/c is credited in the ledger. 

2. When the petty cash book is closed periodically, each one of the totals of analysis columns is 
debited to the respective nominal account and credited to the Petty Cash Account in the ledger. 

3. The balance of the Petty Cash Account, if any, is carried over to the Balance Sheet. 

O Imprest System of Petty Cash Book 
Under this system, a round sum necessary for the possible needs of the business to meet petty cash 

expenses for the week or month is drawn by a cheque and handed over to the petty cashier. The petty 
cashier finds out the amount spent during the period and gets a cheque for the exact amount expended by 
him so that he may start the next period with the same amount as in the beginning of the last period. For 
example, f 500 are given to the petty cashier on June 1 and he has spent ? 460 during the month, he will 
be paid T 460 so that he may again start the next month with ? 500. 

O Advantages of the Imprest System of Petty Cash 
Advantages of imprest system are : 
(0 It saves time of the head or chief cashier. 
(ii) Petty cashier is not allowed to keep idle cash with him if the float is found to be more than 

adequate; its amount will be immediately reduced. This reduces the chances of misuse of cash 
by the petty cashier. 

(iii) As the sum of the float is small, it does not provoke the person in charge of it or others in the 
office to misappropriate it ? 

(iv) The record of petty cash is checked by the cashier periodically, so that a mistake, if any, is soon 
rectified. 

(v) It enables a great saving to be effected in the posting of small items to the ledger accounts. 
(vi) The system trains young staff to handle money responsibilities. 

ILLUSTRATION 7. Prepare Columnar Petty Cash Book on imprest system from the 
following particulars and post it to the ledger :  



 

June 2 Paid for postage 88 June27 Paid for postage
99 5 Paid for stationery 50 99

28 Wages to office cleaner
99 

8 Paid for advertisement 100
99 30 Paid for telegrams

99 
12 Paid for wages 40 99 30 Sent registered notice to

99 
16 Paid for carriage 30   landlord

(.B.Com. Osmania, 2013 Modify 
 

PETTY CASH ACCOUNT 

2016 
  

2016
 

June 1 To Cash Account 1,000 June 30By Postage & Telegrams A/c
   ” 30” Cartage & Carriage A/c
   ” 30” Printing & Advertisement A/c
   ” 30” Travelling Expenses A/c
   ” 30” Wages A/c
   ” 30” Stationery A/c
   ” 30” Sundries A/c
   ” 30” Balance c/d
  

1,000
  

July 1 To Balance b/d 330
  

’’ 1 Cash A/c 670   

 

SOLUTION 

(See Petty Cash Book on next page) 
 

2016 
June 30 

 

1,O0(

2016 June 
30 To Petty Cash A/c 

r 
226 

  

CARTAGE AND CARRIAGE ACCOUNT 

2016 
    

June 30 To Petty Cash A/c 30   

LEDGER ACCOUNTS POSTAGE AND TELEGRAMS 
ACCOUNT 

PRINTING AND ADVERTISEMENT ACCOUNT

To Petty Cash A/c 
TRAVELLING EXPENSES ACCOUNT 

2016 June 
30 To Petty Cash A/c 160 

  

  

WAGES ACCOUNT
 

2016 
 

r 
  

June 30 To Petty Cash A/c 60   

STATIONERY ACCOUNT
2016 

   

f. 
June 30 To Petty Cash A/c 50   

SUNDRIES ACCOUNT

2016 
   

f 
June 30 To Petty Cash A/c 44   

 



(Illustration 7) 
PETTY CASH BOOK

Date Particulars L.F 
Total 

Payments Analysis of Payments
 Postage & 

Telegrams
Cartage & 

Carriage
Printing & 
Adver-
tisement

Travell 
ing 

Expenses

Wages Station 
ery 

Sundries

2016 
   r f ? ? ? f   

June 1 To Cash          

” 2 By Postage  80 80       

” 5  Stationery  50      50  

” 8 « Advertisement  100   100     

” 12 n Wages  40     40   

” 16 » Carriage  30  30      

” 20 » Conveyance  44       44
” 25 » Travelling Expenses  160    160    

” 27 Jl Postage  100 100       

” 28 » Wages  20     20   

” 30 1) Telegrams  40 40       

” 30 » Registered Notice to          

 Landlord  6 6       

   670 226 30 100 160 60 50 44
” 30 » Balance c/d  330        

   

1,000 
       

July 1 To Balance b/d 
         

” 1 n Cash Account          

e is no separate column for conveyance, so it is shown in the Sundries Column.
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PURCHASES BOOK 
This book is kept to maintain a record all credit purchases of those goods which are for sale. To h 

eligible for being recorded in the Purchases Book, the goods purchased on credit must be those which the 
firm normally deals. Cash purchases of goods are entered in the Cash Book, so these are no recorded in 
the Purchases Book. This book is also known as Invoice Book. The ruling of the Purchasi Book is as 
follows: 

 

In particulars column, name of the party and particulars of the goods purchased are writte 
While preparing this book, it should be remembered that: 

(i) Cash purchases are not entered in this book because these are recorded in the Cas Book. 
(«) Credit purchases of trading goods (i.e., goods purchased for resale) should be record in 

this book. Purchases of assets as office furniture, equipment etc are not entered in this 
book. 

Trade discount. It is a deduction allowed by the manufacturer to the wholesaler or by th wholesaler 
to the retailer on the gross value of list price of the goods to enable the seller to sell thJ goods further at list 
price and yet to make a profit for himself. Trade discount is allowed for one of th, following reasons : 

(0 Traders are often charged for goods at the retail price by manufacturers and wholesalers but a 
trade discount is deducted equalling the difference between the manufacturer’s or wholesaler’s and the 
retail price. The net figure is, therefore, the price payable by the retailer and the trade disco will be the 
gross profit he v/ill make if the latter sells the goods at the full retail price. Thus, the invoic will also act as 
information of the expected retail selling price of the goods. It also greatly simplifie matters where a firm 
sells both to the general public and to traders. All sales are priced out at the sam figure to both kinds of 
customers but in case of traders a deduction of the percentage trade discount i made. Thus, the sales 
personnel will only have to consult one set of prices for both types of customers the adjustment of the 
price as between the two kinds of customers being made by deduction of th- trade discount for traders. 

(ii) As a special discount to a trader buying goods in large quantities. To induce traders to pla orders 
for bulk quantities, a higher percentage of trade discount is given. 

There will be no entry for trade discount anywhere in the books as it is merely a means ( 
calculating the net selling price of the goods and it is this latter figure that the firm is concern with 
in the accounts. We have already seen that cash discount is an allowance made by creditor to his 
debtor in consideration of the amount of the debt being paid either immediately < within a specified 
period called the period of credit. This discount is deducted by the debtor fro sum when making the 
payment. It is recorded in the Cash Book. 

© Multi-column Purchases Book 
Sometimes it is required to analyse the purchases of different types of goods or materials purchased 

and to maintain separate accounts for these goods in the ledger. In order to meet this requirement 
additional columns can be provided in the purchases book. Then this book is known as “Columnar 
Purchases Book”. A specimen of such a book is given as under :  

Date Particulars Invoice 
No. 

L.F. Details Amount
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COLUMNAR PURCHASES BOOK

Date Supplier’s Name 
and Address 

Invoice 
No. 

L.F. Total 
Amount

Cloth
Cotton Woollen Silk 

        

Posting of Purchases Book 
Each supplier’s account is individually credited in the ledger with the amount of goods purchased from 
him because he is the giver of goods. The periodical total of the Purchases Book is posted to the debit 
of Purchases Account with the words “To Sundries as per Purchases Book.” 
 

?
Bought of Bholanath Furniture 
House on credit: 
6 Godrej chairs @ ? 80 per chair 
and 2 Office tables @ ? 500 per 
table for office use 

25 Purchased from Shekhawati Stores : 
6 dozen packets Deluxe erasers 
@ ? 1.10 per packet 20 doz. pen 
holders ‘Swan’ 

@ ? 45 per gross 

” 30 Sold to Ramgopai on credit 2 doz. 
Wilson 81 pens @ ? 18 per pen

ILLUSTRATION 8. Prepare a Purchases Book from the following transactions of 
Shobharam, a general merchant and post it 
into Ledger. 

2016 2016 Jan. 1 Purchased from Ram 
Prasad : Jan. 20 

3 doz. Wilson 81 pens @ ? 15 per 
pen 
2 gross Parker ink bottles @ 
? 15 per dozen 
Subject to 10% trade discount ” 10 

Bought of Banwari Lai 
50 reams of ruled paper @ ? 11 per 

ream and paid cash ” 15 Purchased from 
Din Dayal: 

6 doz. packets Parle Gluco biscuits 
@ ? 2.50 per packet 20 doz. packets 
Salto biscuits @ Rs 130 per packet 

SOLUTION 
MR. SHOBHARAM PURCHASES BOOK 

Date Particulars 
Invoice 

No. 
L.F. Details Amount 

2016 
   ? r 

Jan. 1 Ram Prasad:     

 3 doz. Wilson 81 pens @ ? 15 per pen   540  

 2 gross Parker ink bottles @ ? 15 per doz.   360  

    900  

 Less : 10% Trade Discount   90 810.00 

Jan. 15 Din Dayal: 
    

 6 doz. packets Parle Gluco biscuits     

 @ ? 2.50 per packet   180  

 20 doz. packets Salto biscuits @ ? 1.30 per packet   312 492.00 

Jan. 25 Shekhawati Stores :     

 6 doz., packets, Delux erasers @ ? 1.10 per packet   79.20  

 20 doz. penholders Swan @ T 45 per gross   75.00  

     154.20 
 Purchases A/c  .................................................... Dr.    1,456.20 
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Transaction of January 10, January 20 and January 30 have not been recorded in Purchases 
Book as this book is used to record all credit purchases of goods bought for resa The goods 
purchased must be those in which the firm normally trades, thus a credit purchase any asset like 
furniture for office use should not be recorded in the Purchases Book. 

 

 

 

 

SALES BOOK 
In many businesses, a considerable proportion of sales will be made on credit rather than immediate 

cash. In fact the sales of some businesses will consist entirely of credit sales. For ea| credit sale, the selling 
firm will send a document to the buyer showing full details of the goods sold the price of the goods. This 
document is known as an Invoice and to the seller it is known as a Salj Invoice. The seller will keep one 
or more copies of each sales invoice for his own use. 

It is from the copies of sales invoices that the seller prepares up his sales book. This book merely a 
list in date order of each sales invoice showing the date, the name of the firm to whom goods have been 
sold, the number of invoice for reference purposes and the net amount of the invoii There is no need to 
show in the sales book a description of the goods sold as this information can found by referring to the 
copy of the sales invoice which should be filed after recording it in the sail book. 

There are two methods of pricing out goods sold in the invoice. Each invoice may just show 
customer the actual amount that he is being charged for the goods. On the other hand, the goods maj be 
shown at list price/catalogue price/retail price less an amount for trade discount, the net figure beinj the 
amount actually charged for the goods. 

A specimen ruling of sales book is given below : 

SALES BOOK 

 

LEDGER ACCOUNTS RAM PRASAD 
  

2016
  

  Jan. 1 By Purchases Account 8 
 

DIN DAYAL 
  

2016 Jan. 
15 By Purchases Account

 

 

SHEKHAWATI STORES 
  

2016
  

  Jan. 25 By Purchases Account 154.i
l 

 

PURCHASES ACCOUNT 

2016 Jan. 
31 To Sundries as per 

   

 Purchases Book 1,456.20   

 

Date Particulars Invoice
No. 

L.F. Details

f 
Amountl 

f 
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2016
April 
18 Roop Narain & Sons purchased from us. 10 
meters Silk @ ? 60 per meter 5 meters Velvet 
@ f 90 per meter Less : 10% trade discount 23 
Sold to Brij Mohan & Bros., Mathura. 
Shirting Cloth ? 700 

Saris ? 2,500

While preparing sales book, it should be remembered that: 
(z) Cash sales are not entered in this book because these are recorded in cash book. 
(z'z) Credit sales of trading goods (i.e., goods purchased for sale) should be recorded in this book. 

Sales of assets are not recorded in this book. 

© Multi-column Sales Book 
 

Posting of Sales Book 
Each customer’s account is individually debited in the ledger with the amount of goods sold to him 

as he is the receiver of goods. The periodical total of the Sales Book is posted to the credit of Sales 
Account with the words “By Sundries as per Sales Book.” 

ILLUSTRATION 9. Write up Sales Book from the following transactions and post them to 
ledger. 

2016 April 
10 Sold goods to Sita Ram, Ahmedabad. 

60 meters Silk @ ? 50 per meter 50 
meters Velvet @ ? 80 per meter Less : 10% 
trade discount 12 Sold goods to Radhey 
Shiam, Delhi. 

30 meters Silk @ ? 55 per meter 20 
meters Velvet @ ? 80 per meter 
Less : 10% trade discount. 

SOLUTION 

COLUMNAR SALES BOOK

Date Customer’s Name 
and Address 

Invoice 
No. 

L.F. Total 
Amount

Cloth
Cotton Woollen Silk 

        

When it is required to maintain a separate record of various types of goods sold and information of 
total sales for each type of goods is also required, additional columns are provided in the sales book. 
Such sales book is called “Multi Column Sales Book”. A specimen of such book is given as under : 

SALES BOOK 

Date Particulars L.F. Details Total 

2016 Apr. 
10 

Sita Ram, Ahmedabad. 
60 meters Silk @ f 50 per mt. 
50 meters Velvet @ f 80 per mt. 

 

r 

3.000 
4.000

 

 

Less : 10% Trade Discount 

 7,000
700 

6,300 Apr. 12 
Radhey Shiam, Delhi 

30 meters Silk @ ? 55 per mt. 
20 meters Velvet @ f 80 per mt. 

 

1,650 
1,600

  3,250



 

Apr. 18 Roop Narain & Sons 



 

2016
Apr. 12 To Sales A/c 

ROOP NARAIN & SONS ACCOUNT

2016
Apr. 18

Dr. 

To Sales A/c 

BRIJ MOHAN & BROS. ACCOUNT

2016
Apr. 23 To Sales A/c 

Posting of Purchases Returns Book

Dr. SITA RAM’s ACCOUNT Cr.

2016
Jan
. 

1

5
6

Date 

Date 

11/1-22 

Less : 10% Trade Discount

Sales A/c Cr.

201

Jan. 1

600
450

1.050
10
5

700
2,500 3,200

13.370



 

5 meters Velvet @ t 90 per mt. 

” 23 Briji Mohan & Bros., Mathura 
Shirting Cloth Saris 

 

 

 

 

 

0 Purchases Returns Book 
This book keeps a record of the returns outwards, that is, return of goods bought. The person 

returning the goods sends a debit note to the supplier informing him that he is debiting the latter’s account 
with the amount of goods returned. This book is also known as Returns Outwards Book. 

Each supplier’s account is individually debited with the value of goods returned to him and the 
periodical total of this book is credited to Returns Outwards Account or Purchases Returns Account as! 
the goods go out. 

© Sales Returns Book 
Sales Returns Book, also known as Returns Inwards Book, is kept for recording returns inwards, that 

is, returns of goods sold by us. The trader sends a credit note to the customer informing him that he has 
credited the latter’s account with the value of goods returned.

Dr. SALES ACCOUNT

2016 
  

2016
 

n 
   Apr. 30 By Amount as per Sales Book 13,370 

 

2016 
     

Apr. 10 To Sales A/c 6,300    

 ---------- —  --------------------------   -----  ------------  ---------- —  -------------------------  --------- ■———i 
Dr. RADHEY SHIAM’s ACCOUNT Cr. 
 

2,925 

 

  
 

T 
945 

 

  
 

T 
 

3,200  
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2016
Jan.

1

5 
6 

2016
Jan.

Purchased goods from Mahendra of the list 7
price of ? 40,000 less 10% Trade Discount. 8
Sold goods to Moti for ? 10,000. 10
Return goods to Mahendra at list price 19 of ?
5,000. 27

Shyam Singh sent goods for ? 30,000. 
Sold goods to Harish for ? 12,000. 
Goods returned by Harish ? 2,000. 
Sent goods to Moti for ? 6,000. 
Sold goods to Mahesh for ? 8,000. 

Posting of Sales Returns Book 

Each customer’s account is credited with the value of goods returned by him. The periodical total of 
the book is debited to Returns Inwards Account or Sales Returns Account as returned goods enter the 
business. 

ILLUSTRATION 10. Following transactions are to be entered into proper subsidiary books. 
These books are to be closed on January 31 and posting into ledger is to be done : 

 

 

 

  

SOLUTION 
PURCHASES BOOK 

Date Particulars L.F. Details Total

2016 Jan. 
1 Mahendra : Goods 

Less : 10% Trade Discount

 

f 
40,000 
4,000

r

” 7 ” 31 
Shyam Singh : Goods 

Purchases A/c Dr. 

  36.000
30.000
66.000

 

SALES BOOK 

Date Particulars L.F. Details Total

2016 
Jan. 5 ” 
8 ” 17 ” 
27 

Moti: Goods Harish : Goods Moti : 
Goods Mahesh : Goods 

  r ?
10,000
12,000
6,000
8,000

” 31 Sales A/c Cr. 
   

36,000
 

RETURNS OUTWARD BOOK

Date Particulars L.F. Details Total

2016 Jan. 
6 Mahendra : Goods 

Less : 10% Discount

 

T 
5,000 

500 

f

 

Returns Outward A/c Cr. 
  4.500

4.500
 

RETURNS INWARD BOOK

Date Particulars L.F. Details Total

2016 Jan. 
10 Harish : Goods 

Returns Inward A/c Dr.

  
?

2,000

2,000
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2016 Jan. 
31 To Amount as per 

    

 Purchases Book 66,000    

 

Dr. PURCHASES ACCOUNT

Dr. 
  

2016 
Jan. 31 By Amount as per Sales Book

 

SALES ACCOUNT

36,
( 

Dr. 
 SHYA

M
SING

H
 

Crj 
   

2016 
Jan. 7 By Purchases A/c

?] 
30,000 

Dr. 
 

August 1 5
7 

Dr. 

 
 

 
 
 

ILLUSTRATION 11. Enter the following transactions in the subsidiary books of. Soundary a 
Saree Shop. 

2016 
Purchased from Pathi Silk Kendra, 100 Silk sarees at ? 250 each. 
Purchased from NSR and Company, 200 Kanchi Silk sarees at ? 1,000 each. 

RETURNS OUTWARD ACCOUNT 
  

2016 
Jan. 31 By Amount as per

   Returns Outward Book
 

2016 Jan. 
10 To Amount as per 

    

 Returns Inward Book 2,000 
   

Dr. RETURNS INWARD ACCOUNT

4,500 

Cr 

2016 Jan. 
6 To Returns Outwards A/c 4,500 

2016 Jan. 
1 By Purchases A/c

Dr.  MOTI  

2016 Jan. 
5 
” 17 

To Sales A/c 
n 10,000 

6,000 

  

Dr. 

MAHENDRA

36,000 

~Cr 

HARISH 
Cr. 

2016 
  

2016
  

Jan. 8 To Sales A/c 12,000 Jan. 14 By Sales Returns A/c 2,00
0 

Dr. 
Cr.' 
 

MAHESH 

2016 
 

r 
   

Jan. 27 To Sales A/c 8,000 
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Silk sarees at f 300 each, less trade discount at 5%.
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20
21
25
27
30

SOLUTION

Sold to Kusum sarees, 40 Handloom sarees at ? 1,000 each. 
Kumar returned, 10 printed sarees and 20 Kanchi sarees. 
Returned to Sudharshan’s Silk, 25 Mysore Silk. 
Returned from Kusum sarees, 10 Handloom sarees. 
Purchased from Nandi Silk, 400 Nandi brand sarees at ? 500 each. 

 

 

PURCHASES BOOK 
Date Particulars L.F. Details Amount 

   f ? 

2016 
Aug. 1 Pathi Silk Kendra (? 250 x 100) 

  

25,000 
” 5 NSR&Co. (200 x ? 1,000) 

  
2,00,000 

” 12 Sudharshan Silk Mysore (150 x ? 250) 
 

37,500
 

 (100 x 750)  75,000  

   1,12,500  

 Less : Trade Discount 10%  11,250
1,01,250     

” 30 Nandi Silk (400 x f 500)   2,00,000 
 Purchases A/c Debited   5,26,250 

 

SALES BOOK 

Date Particulars L.F. Details 
f

Amount 
? 

2016 
     

Aug. 7 Kumar Printed (50 x 7 300)  15,000  

  Kanchi (100x^ 1000)  1,00,000  

     1,15,000 
Aug. 16 Kala (20 x ? 300)  6,000  

  (25 x ? 1,300)  32,500  

  (20 x ? 300)  6,000  

    44,500  

  Less : Trade Discount 5%  2,225  

     42,275 
” 20 Kusum (40 x ? 1,000)   40,000 

  Sales A/c Credited   1,97,275 

 

PURCHASES RETURNS BOOK 
Date Particulars 

Debit 
Note

Details
Amount 

? 

2016 
Aug. 8 ” 9 
” 25 

Pathi Silk Kendra NSR 
& Co. Sudharshan’s Silk 

(5 x? 1,000) (25 x X 250) 

  

500 
5,000 
6,250 

  

Purchases Returns A/c Credited
  

11,750 
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M/s Arun Electricals, No. 
36, 100 Feet Road 
Mysore. 

Bangalore,)
April 1,2016

DEBIT IN ACCOUNT WITH GRAND ELECTRICALS
Particulars 

To Purchase Returns 1 
Boiler @ ? 1,850 

(Returned due to defect in the manufacture out of goods purchased vide 
your Invoice No. 2532 dated 15-3-2016) 

Amount!

SALES RETURNS BOOK 

 

DEBIT NOTE AND CREDIT NOTE 
A debit note is prepared when goods are returned by the purchaser due to some reason. Two copif of 

this note are prepared. The original copy is sent to the party seller of goods) to whom goods returned and 
the duplicate copy is kept in the office for office record. It is called a debit note becai the party’s account 
is debited with the amount written in this note for the goods returned. The sai debit note becomes credit 
note from the receiving party’s point of view because he credits the accounl of the party from whom he 
receives the note along with the goods. 

A credit note, as stated above, is like a debit note. It is sent by the seller to the purchaser for thT 
goods returned by the latter to the former. It is called a credit not because the party’s account credited with 
the amount written in this note for the goods returned by the party. The same credit nol becomes debit 
note for the party who has returned the goods because that party gives debit to the p; sending this note for 
the goods received. 

ILLUSTRATION 12. Prepare Debit and Credit Note incorporating the following inform; tion 
: 

Purchaser Seller: 
Grand Electricals, Arun Electricals, 
No. 24, M.G. Road, No. 36,100 Feet Road 
Bangalore. Mysore. 

Date of Purchase, 15-3-2016 
Invoice No. 2532. 

Particulars : 
Return of one boiler costing ? 1,850 due to defect in the manufacture. 

SOLUTION 
DEBIT NOTE 

Grand Electricals! 

No. 24, M.G. Road, 
1,850 

Particulars Credit
Note

Details

r 

Kumar Printed

ooCOH
vXoi—

 

3,000
Kanchi 20 x r 1 ,ooo  

20,000

Kusum Sarees Handloom (10 x ? 1,000)

  

Sales Returns A/c Debited   

Date 

2016 
Aug. 21 

Aug. 27 

Amouri
f 

23,00
* 
10,00 
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Arun Electricals, No. 36, 
100 Feet Road Mysore, 

April 1,2016

Amount 

E. &. O.E. 

CREDIT NOTE 
M/s Grand Electricals, 
No. 24, M.G. Road, 
Bangalore. 
 __________________ CREDIT IN ACCOUNT WITH ARUN 
ELECTRICALS 

Particulars 

By Sales Returns 
1 Boiler @ ? 1,850 1,850 

(Received back due to defect in the manufacture out of goods sold vide our 
Invoice No. 2532 dated 15-3-2016) 

1,850 

For Arun Electricals Sd/Partner 
BILLS RECEIVABLE AND BILLS PAYABLE BOOKS 

Where the number of acceptances received or given is large, it is advisable to record them in separate 
subsidiary books, instead of journalising each receipt of bill or issue of bill. For this purpose two books 
known as Bills Receivable Book and Bills Payable Book are used. Bills Receivable Book is used to record 
full particulars of bills receivable drawn by us and accepted by drawees and those endorsed to us by our 
debtors. Bills Payable Book is used for recording all bills accepted by us. 

Posting of Bills Receivable Book. Each bill appearing in this book is posted to the credit of the 
Drawee’s or Endorsee’s Account from whom the bill has been received. The book, like other subsidiary 
books, is periodically summed up and the periodical total of the book is posted to the debit of Bills 
Receivable Account with the words, “To Sundries as per Bills Receivable Book”. 

Posting of Bills Payable Book. Each bill recorded in the Bills Payable Book is posted to the debit of 
the Drawer’s Account to whom the acceptance has been given. The periodical total of this book is posted 
to the credit of Bills Payable Account with the words “By Sundries as per Bills Payable Book”. 

ILLUSTRATION 13. From the following particulars taken from the books of Sorabjee & Co. 
prepare the Bills Receivable Book and Bills Payable Book and post them into the ledger : 

2016 
March 1 Acceptance received from Roy payable three months after date for ? 6,500. 

” 5 Accepted Subhash’s draft for ? 4,000 for 2 months. 
” 12 Drew a bill on Yusuf for ? 2,500 for 3 months. 
” 20 Gave Rajesh our acceptance for f 5,000 payable 4 months after date. 
” 22 Roy’s acceptance for ? 6,500 was retired under a rebate of f 100. 
” 25 Received a bill from Naresh for ? 1,000 for 1 month. 
” 28 Accepted bill of Patel for ? 4,500 for 2 months. 
” 30 Accepted Subhash’s draft for ? 2,000 for 1 month. 
” 30 Drew a bill on Yusuf for f 2,000 for 2 months and accepted by him payable at 

Bank of India, Chandigarh. 
SOLUTION (for B/R Book and B/P Book see next page)





te of 
ceipt 

From Whom 
Received 

Name of 
Acceptor 

Where 
Payable Date of Bill Term When 

Due L.F. Amount Remarks 

2016 
   

2016
 

2016
 

?
 

March 1 Roy Self  March 1 3 months June 4  6,500 Retired
” 12 Yusuf Self  ” 12 3 months June 15  2,500  

” 15 Naresh Self  ” 25 1 month April 28  1,000  

” 30 Yusuf Self Bank of ” 30 2 months June 2  2,000  

  India       

  Chandigarh       

       

12,000 
 

(Illustration 13) 
BILLS RECEIVABLE BOOK

E BOOK 

Date of Bill Name of 
Drawer 

Name of 
Payee Term When 

Due L.F Amount How Met Remarks 

2016 
   

2016
 

r   

March 5 Subhash Subhash 2 months May 8  4,000   

” 20 Rajesh Rajesh 4 months July 23
 

5,000
  

” 28 Patel Patel 2 months May 31  4,500   

” 30 Subhash Subhash 1 month May 3  2,000 
  

     

15,500 
  



 

1. Opening entries 
2. Transfer entries 

6. Entries relating to dishonour of bills or 
promissory notes.

 

© Journal Proper 
Journal proper is used for recording only those transactions as cannot be recorded in any of 

SUBSIDIARY BOOKS 
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Ledger Accounts ROY
 

2016 
March 1By Bills Receivable Account

f
6,500

YUSUF
 

2016 Mar. 
12

” 30
By Bills Receivable Account By 
Bills Receivable Account 

2,500
2,000

NARESH
 

2016 Mar. 
25By Bills Receivable Account

r
1,000

 

BILLSRECEIVABLE ACCOUNT

 

2016 
Mar. 31 To Sundries as per Bills 

Receivable Book 12,000

 

SUBHASH

2016 
Mar. 5 

’’ 30 
To Bills Payable Account To Bills 

Payable Account

?
4.000 
2.000

 

RAJESH

2016 
Mar. 20 To Bills Payable Account

r
5,000

 

PATEL

2016 
Mar. 28 To Bills Payable Account

?
4,500

 

BILLS PAYABLE ACCOUNT
 

2016 Mar. 
31By Sundries as per Bills Payable 

Book 

?

15,500
 



 

the other subsidiary books. Examples of such transactions are :
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2016 
June 1 

99 3 
99 4 
99 7 
99 9 
99 

12 
99 15 
99 

18 
99 

20 
99 

21 
99 23 
99 24 
99 

26 
99 

28 

99 29 
99 30 
99 30 
99 

30 
June 30 

99 30 
99 30 
99 30 
99 30 

SOLUTI
ON 
 

ILLUSTRATION 14. Enter the following transactions in various subsidiary hooks and post 
them to Ledger and prepare a Trial Balance. 

Cash in hand, ? 15,700, Cash at Bank ? 25,400 and Capital Account ? 41,100. Bought 
goods for cash for f 4,100. 
Purchased goods from Meera & Co. for f 5,800 less 10% trade discount. 
Sold goods to Bedi & Co. for ? 8,900 less 20% trade discount. 
Withdrew ? 500 from bank for private use. 
Sold goods to Amjad Khan for f 6,400. 
f 5,000 paid to Meera & Co. in full settlement of their account. 
Goods worth ? 400 returned by Amjad Khan. 
Received ? 4,000 from Amjad Khan. 
Purchased goods from Shiv Dayal & Co. for ? 8,700. 
? 6,000 paid to Shiv Dayal & Co. by cheque ; discount allowed ? 300. 
Purchased furniture for ? 800 from Manjeet Furniture House on credit. 
Paid into bank ? 2,200. 
Amjad Khan declared insolvent; a first and final dividend of 50 paise in a rupee is 
received from him. 
Goods worth ? 600 returned to Shiv Dayal & Co. 
Interest on capital provided ? 411. 
Goods worth ? 400 taken by the proprietor for his personal use. 
Paid f 500 for advertisement by cheque. 
Paid salaries to staff ? 1,800. 
Cash sales ? 21,800. 
Paid into bank ? 20,000. 
Bought 100 shares in Hind Mill Ltd. at ? 11 per share, brokerage paid \ 25. Received f 
5,900 from Bedi & Co., discount allowed ? 100. 

JOURNAL ENTRIES 
Date 

 
Particulars L.F. Debit Credit 

    Amount •Amount 

2016    ?  

June 24 Furniture Account Dr.  800  

  To Manjeet Furniture House   800 
  (Being furniture purchased on credit)    

” 28 Bad Debts Account Dr.  1,000  

  To Amjad Khan   1,000 
  (Being 50% amount due written off as bad debt on Amjad    

  Khan becoming insolvent)    

 30 Interest on Capital Account Dr.  411  

  To Capital Account   411 
  (Being interest on capital provided)    

» 30 Drawings Account Dr.  400  

  To Purchases Account   400 
  (Being goods taken for personal use of the proprietor)    

” 30 Capital Account Dr.  900  

  To Drawings Account   900 
  (Being transfer of balance of Drawings Account)    

    3,511 3,511 



V.N. 

” 30 

Discount Account Cr.

Bank Date V.N.

220

300

520

r

4,100 

5,000 

1,125 
14,175 

48,400 

Bank

500

500

40,600

articulars L.F. Cash 

CASH BOOK

Particulars L.F. Discount Cash 

47,600

ance b/d 

jad Khan 

h 

jad Khan 
es A/c 

h 
i & Co. 

nt Accou 

ance b/d 

r 

15,700 
r 

25,400 
 4,000 

2,200 
 

1,000 
 

 

21,800 
20,000 

100 5,900  

100 48,400 47,600 

 

14,175 40,600 

 

Discount 

2016
June 3

9 
15 
23 
26 
30 
30 
30 
30

By Purchases A/c By 
Drawings A/c By Meera 
& Co. 
By Shiv Dayal & Co. By
Bank 
By Advertisement A/c 
By Salaries By Bank By 
Investment in Shares 
A/c By Balance c/d 

6,000 

2,200 

1,800 
20,000 
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PURCHASES RETURNS ACCOUNT 

Date Particulars L.F. Details Amount 

2016 
   

f 

June 29 Shiv Dayal & Co.   600 
” 30 Purchases Returns Account Cr.   

600 
 

LEDGER
CAPITAL ACCOUNT 

Date Particulars L.F Amount Date Particulars L.F Amount 

2016 June 
30 ” 30 

To Drawings A/c To 
Balance c/d 

 

r 
900 

40,611
2016 June 
1 ” 30

By Balance b/d By Interest on 
Capital

 

? 
41,100 

411 
   

41,511
   

41,511 
    

July 1 By Balance b/d 
 

40,611 
 

FURNITURE ACCOUNT 

July 1

SUBSII 

 

2016 
June 9 
” 30 

2016 

June 4 
” 30 

2016 
June 7 

July 1

Date Particulars L.F. Details Amoun I 

2016 
June 

7 

Bedi & Co. Goods Sold Less : 20% Trade Discount
Dr. 

 ? 
8,900 
1,780 

' < 

- 
12 Amjad Khan 

   

7,120 6,400 

” 30 Sales Account Cr.   13,520 | 

PURCHASES BOOK
Date Particulars L.F. Details Amount | 

2016 
June 

4 

Meera & Co. Goods Purchased Less ; 10% Trade Discount

  ? 
5,800 

580 

?! 

» 
21 Shiv Dayal & Co. 

   5,220 
8,700 

” 30 Purchases Account Dr.    13,920 | 

SALES RETURNS BOOK
Date Particulars L.F Details Amount j, 

2016 
June 18 Amjad Khan 

   

f 
400 | 

" 30 Sales Returns AccountDr.   400 

SALES BOOK
2016 

June 

30 

2016 

June 

28 j 

Juiy 1 j

2016 | 
June 12 • 

2016 
June 30 1 
July 1 
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MANJEET FURNITURE HOUSE

2016 June 
30 

To Balance c/d 800
2016 June 

24 
July 1 By Furniture A/c By Balance b/d 

r

800
 

800
BAD DEBTS ACCOUNT 

2016 
  

2016
 

r

June 28 To Amjad Khan 1,000 June 30By Balance c/d 1,000

July 1 To Balance b/d 1,000
   

AMJAD KHAN 

2016 
  

2016
 

r

June 12 To Sales A/c 6,400 June 18By Sales Returns A/c 400
   June 20By Cash A/c 4,000
   ” 28By Cash A/c 1,000
   ” 28By Bad Debts A/c 1,000
  6,400   6,400

 

INTEREST ON CAPITAL ACCOUNT
2016 June 
30 To Capital A/c 

T 
411 

2016 June 
30 By Balance c/d 

r 
411 

July 1 To Balance b/d 411
   

 

DRAWINGS ACCOUNT 
2016 June 

9 ” 30 

To Bank A/c To Purchases A/c 

r 
500 
400

2016 June 
30 

By Capital A/c 

900

900 900
  

PURCHASES ACCOUNT 

2016 
  

2016
 

?
June 4 To Cash A/c 4,100 June 30By Drawings 400

” 30 To Amount as per  ” 30By Balance c/d 17,620
 Purchases Book 13,920    

  

18,020
  

18,020
July 1 To Balance b/d 17,620 

   

  

BEDI& CO.
  

2016  r 2016  ?
June 7 To Sales A/c 7,120 June 30By Cash A/c 5,900

   ” 30By Discount A/c 100
   ” 30By Balance c/d 1,120
  

7,120
  

7,120
July 1 To Balance b/d 1 120
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SALES ACCOUNT 

2016 June 
30 

To Balance c/d 
r 

35,320 
2016 

June 30 ” 
30

By 
By

Amount as per Sales Book 
Cash A/c 

13,520 
21,800
1 

  

35,320
   35,320

1
   

July 1 By Balance b/d 35,320

MEERA & CO. 
 

 

r 2016
 

To Purchases A/c 5,220 June 15By Cash A/c
  ” 15By Discount A/c 
 5,220   

 

2016 ' 
June 4 

5,220

SHIV DAYAL & CO. 

2016 
 

? 2016
  

June 23 To Bank A/c 6,000 June 21 By Purchases A/c 8,70
0June 23 To Discount A/c 300    

June 29 To Purchases Returns A/c 600    

” 30 To Balance c/d 1,800    

  

8,700
  8,70

0
   

July 1 By Balance b/d 1,80
0 

 

SALES RETURNS ACCOUNT

2016 
 

? 2016
 

June 30 To Amount as per  June 30 By Balance c/d 
 Sales Returns Book 400   

July 1 To Balance b/d 400 
  

 

  

400

10. 1
 11.1

1 12 n
 

  

2016
  ^ 15.1

To Balance c/d 600 June 30 By Amount as per 16. ■
    Purchases Returns Book 600 17 1
  

July 1 By Balance b/d 600 

 

PURCHASES RETURNS ACCOUNT

2016 June 
30 

ADVERTISEMENT ACCOUNT

2016 June 
30 To Bank A/c < 500

2016 
June 30 By Balance c/d 500

July 1 To Balance b/d 500 
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Questions 
SHORT ANSWER TYPE 

1. Explain the following :

INVESTMENT IN SHARES ACCOUNT

2016 
June 30 
July 1 To Cash Account To Balance b/d

1,125 2016 June 
30 

By Balance c/d 1,125
1,125  

DISCOUNT ACCOUNT 

2016 
  

2016
 ? 

June 30 To Amount as per Cash  June 30 By Amount as per Cash Book 520
 Book 100    

” 30 To Balance c/d 420    

  520   520
   

July 1 By Balance b/d 420 
 

TRIAL BALANCE 
as on June 30, 2016 

Serial No. Name of the Account L.F. Debit 
Balance

Credit 
Balance

   
? r

1. Capital Account   40,611
2. Furniture Account  800  

3. Manjeet Furniture House   800
4. Bad Debts Account  1,000  

5. Interest on Capita! Account  411  

6. Purchases Account  17,620  

7. Bedi & Co.  1,120  

8. Sales Account   35,320
9. Shiv Dayal & Co.   1,800
10. Sales Returns Account  400  

11. Purchases Returns Account   600
12. Advertisement Account  500  

13. Salaries Account  1,800  

14. Investment in Shares Account  1,125  

15. Discount Account   420
16. Cash in hand (as per Cash Book)  14,175  

17. Cash at Bank (as per Cash Book)  40,600  

   79,551 79,551
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3. 

Ans. 
4. 

Maintain the Cash Book of Harish who deposits all receipts into the bank and make all
payme through cheques during the month of July : 

Started Business by Opening Bank A/c with ? 1 lakh Purchase 
furniture ? 12,000, Cheque No, 001 Bought good from Kareem ? 
3,000 on credit Sold goods for cash ? 5,000 to Aswin Paid 
Kareem ? 2,975 in full settlement; Cheque No. 002 Abdullah sent 
an advance of ? 5,000 for goods to be supplied next week, 

[Bank Balance ? 95,025] 
Prepare a Cash Book from the following information :

Jan.  Jan.  

1 Balance of Cash ? 7,000 15Sold goods for Cash ? 
4 0010 Bought goods for Cash ? 2,500 17Paid salary ? 1,000 

11 Bought goods on credit from ‘Z’ ? 
3 000

18Withdrew for personal use 
? 

Ans.
5.

(B.Com. Osmanit
[Cash Balance ? 7,700] 
Compile a cash book with Cash and Bank columns from the following transactions for
the month of July:

Ans. 

1 Cash Balance ? 500
Bank Balance 1,750

5 Cash received from sale of Shares
5,500 
6 Paid into Bank 5,000

[Cash ? 1,000, Bank ? 6,100].

7 Paid S. Bose by cheque 20 
Received from A. Mukherji by a 
Cheque for ? 600 and deposited the 
same in bank 

1,250

6. Prepare a triple column cash book with bank, cash and discount columns from the following
transactioi for the month of June 2016 : 

? 
1 Cash balance ? 5,000 and bank balance ? 2,000 6 
5 Cash received from sale of goods 2,000 7

;
Paid into bank Paid 
Anil by cheque 

1,
(

Ans. [Cash Balance ? 6,000; Bank Balance ? 

2,200] 7. 

(B.Com. 
Kakatiytt)

Ans.
8.

Ans.
9.

Ans. 
10. 

Write out an analytical Petty Cash Book from the following transactions for the month of
August 2016.1

1 Issued a cheque of ? 1,000 to Petty Cashier. 8 Paid for printing ? 240 
2 Paid electricity charges ? 350 15 Paid for stationery ? 60 
4 Paid telephone charges ? 250 20 Purchased post cards ? 30 

(B.Com Osmania Modified
[Balance ? 70] 
The Petty Cashier who maintains an imprest of ? 500 submitted on 31st March, 2016 the list 
of expensi as follows : 
Travelling Expenses ? 52 ; Carriage ? 25 ; Postage ? 78; Stationery? 87 ; Show the entries to be
made by the Main Cashier. (B.Com Osmania
[Balance ? 258] 
Prepare a Petty Cash Book under Imprest System from the following particulars : Received
Imprest ? 500, Postage ? 10, Stationery ? 30, Telegram ? 10, Carriage ? 20, Sundry Persons ?
50, Cartage ? 30. (B.Com. 
Nagarjuna) 
[Balance ? 350] 
J 2 P h d f G f G J 6 P h d f Vij f Vij d



 

12 doz Easy Chairs @ ? 1,150 per
doz. 
6 doz Folding Chairs @ f 1,250 per
doz. 10 Dining Tables @ f 1,450
each. 

20 Steel Cupboards at the rate of T 1,450 each at a Trade discount of 10% plus
Transport charges f 900. 

 

 

 

 

 

Ans. 32,300] 

12. Enter the following in the purchases journal of M/s Modern Furniture Suppliers Poona : 
April, 1 Bought on credit from M/s Prakash and Company at a Trade Discount of 10%. 
April, 15 Purchases from Shettan and Company Hubli. 

Ans. [f 59,220] 
13. Enter the following transactions in the sales return book of Banker of Bombay. 1st July 2016 

Sohan Sons returned 50 bags of Rice at T 130/bag. 8th July 2016 Ramesh and sons return 60 
bags of Sugar at T 150 per bag. 21st July Sudhir returned 10 tins of ghee at the rate of T 120 per 
tin. 

Ans. [f 16,700] 

1. What do you understand by ‘Subsidiary Books’ ? Explain the purpose of each of them. 
(B.Com. Osmania) 

2. Define a Cash Book. Is it a subsidiary book or a principal book of accounts ? Give reasons. 
(B.Com. Nagarjuna) 

3. What do you mean by Three Column Cash Book ? Give a Specimen of it. Also explain the 
meaning of contra entry by giving examples. 

OR 
What is Contra Entry ? What is its importance in Cash Book ? Give examples. 

(B.Com. Nagarjuna, 2007) 
4. State the uses of subsidiary books. What are their features ? (B.Com. S.K. 
University) 
5. Define a Purchases Book and a Sales Book. Give a proforma of these books and enter five 

imaginary transactions in them. Also show how these transactions will be posted to the ledger. 
6. What is a Journal Proper ? What entries are recorded in it ? (B.Com. SJC.D.U. 
2010) 
7. What is a contra entry ? How is it distinguished from other entries in the Cash Book ? 

(B.Com. Osmania) 
8. Explain the “Imprest System of Petty Cash Book”. What is the relation of Petty Cash Book to 
Cash 

Book ? Show a specimen of Petty Cash book with an imprest system. (B.Com. 
O )

SUBSIDIARY BOOKS 11/1-37

11. From the following transactions for the month of Febtruary, 2016 write up Sales Book and 
Ledger accounts of Kumar.

Sold goods to Birla Traders ? 14,000 10 Cash received from Birla Traders 
8,000 4 Sold goods to Kamlesh & Sons f 2,000 12 Goods sold to Little Roses Ltd. f 5,600

6 Mallik and Bro’s bought from us f 4,200 14 Received cheque from Mallik & Bros. ?
1,000 8 Sold on credit to Birla Traders ? 
6,500 

(B.Com. 
Kakatiya)



 

10. Discuss the role of Journal proper in a business where subsidiary books are in existence. 
11. What are the subsidiary books that may be maintained by a business house ? Give the purpose 

of each book. 
12. Explain why Subsidiary Records are essential :n a proper system of Book-keeping and why 

these are called Subsidiary Journals. 
13. Distinguish between cash discount and trade'discount. How are they shown in the Cash Book 
?
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Practical Problems 
SIMPLE CASH BOOK 

1. Enter the following transactions for the month of December, 2015 in the Cash Book and 
post them! the Ledger: 

Dec. f 
1 Cash in hand 5,100 
3 Cash sales 5,600 
5 Received from Viney on account 800 
7 Paid into bank 10,000 
10 Paid for postage 200 
12 Paid for wages 100 
15 Received interest on investments 200 

Ans. [Amount deposited ? 2,200] 

TWO COLUMN CASH BOOK 
2. Enter the following transactions transactions for the month of December, 2015 in a Two 

(Cash 1 Discount) Column Cash Book and post it into the ledger. 

Dec.
20 Withdrew from bank for
expenses 2] 
25 Cash purchases 3('
27 Cash sales 2,i
28 Received from Raj 
29 Drew for personal use 
30 Deposited into bank all 

cash in excess of lj

Dec. 
1 Commenced business

? Dec.
16Paid into bank 10.1

 with Cash 50,000 18Cash sales 21
2 Bought goods for cash 28,000 20Purchased stationery for cash 2:
5 Received cash from Arun 2,000 23Paid Suresh cash 31
7 Paid cash to Sanjay 2,900  Discount allowed 11

 Discount allowed by him 100 26Received from Rajesh l|
10 Paid wages 3,000  Allowed him discount 11
14 Received from Rajesh cash 950 30Paid salaries 2,1

 Allowed him discount 50    

Ans. [Dr. Balance f 7,300 ; Discount — Dr. f 150 and Cr.? 200]. 
 

3. Prepare Two (Cash and Bank) column cash book from the following transactions 
transactions month of January, 2016 :

Jan.   Jan.  

1 Balance in hand 250 4 Paid Daulat Ram by cheque i
 ” ” at bank 3,500 5 Salaries paid to staff in cash 2

2 Received from Pontry a  6 Withdrew from bank for office 5
 cheque for ? 500 and  7 Purchased a typewriter and  

3 Purchased goods for cash 150  paid a cheque for 5

Ans. [Cash Balance 1900 ; Bank Balance ? 2,400]. THREE COLUMN CASH BOOK 
 

4. Prepare a Three Column Cash Book from the following transactions for the month of April, 
2016 ani bring down the balance for the start of next month, 
April  r April \

1 Cash in hand 2,500 19 Paid into Bank 401
1 Cash at Bank 10,000 23 Withdrew from Bank for  

2 Paid into Bank 1,000  private expenses 6a
5 Bought furniture and issued 2,000 24 Received cheque from Patel ' 1,41
8 Purchased goods for cash 500  Allowed him discount t

12 Received from Mohinder 980 26 Deposited Patel’s cheque into the bank
 Discount allowed 20 28 Withdrew cash from Bank  
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5. Write up the Triple Column Cash Book of Ram from the following transactions of January, 
2016 : 

On January 1,2016 Ram had ? 450 in hand and ? 6,500 in bank. 
Jan.  ? Jan. ? 

2 Received cheque from Ali  8Received cheque from  

 (in full settlement of debt   Mehta Bros. 800 
 of? 650) 620  (Discount allowed ? 20)  

3 Cash sales 250 10Sale of machinery, pay  

 Paid for advertisement   ment received in cheque 2,500 
 by cheque 350 12Bank returns cheque of  

 Paid Salaries and wages 435  Metha Bros, dishonoured  

4 Amount withdrawn from  15New machinery purchased  

 bank for use in office 600  and cheque issued 10,000 
5 Drawn cash for domestic use by 200  Paid installation expenses in 

h
500 

6 
Issued cheque in favour of Rao & 
Sons (Discount received ? 20) 

1,000 

 Bank charges as per pass book 10 

[Cash (Dr.) ? 165 ; Bank overdraft ? 
2 340

; Discount Dr. ? 50. Cr. ? 40].
 

6. Enter the following transactions for the month of April, 2016 in Cash Book with Cash, 
Discount and Bank columns. 
 April 

1 Balance of cash in hand f 400, overdraft at Bank ? 5,000. 
4 Invested further capital ? 10,000 out of which ? 6,000 deposited in bank. 
5 Sold goods for cash ? 8,000. 
6 Collected from Sridhar a debtor of last year ? 8,000, discount allowed ? 200. 
7 Paid Ramvilas, our creditor, ? 2,500, discount allowed by him ? 65. 
13 Commission paid to Robert our agent ? 530. 
14 Office furniture purchased from Keshar ? 200. 
17 Drew cheque for personal use ? 700. 
18 Collection from Atal ? 4,000 ; deposited in the bank on 20th. 
20 Drew from bank for office use ? 500. 
21 Drew cheque for petty cash ? 150. 
29 Drew from the bank and paid salary of office staff ? 1,500. 
30  Deposited cash in 

the bank ? 10,000. (B.Com. Osmania) 
Ans. [Cash in hand ? 7,870 ; Cash at Bank ? 12,150]. 

7. Enter the following transactions for the month of Dec. 2015 in Cash Book with Discount, Cash 
and Bank columns : 

Dec.  Dec.
1 Cash in hand ? 16,000. 20 Sold goods for cash ? 900.
2 Opened a Bank Account with ? 7,000. 22 Purchased Government Bonds for ? 700. 
3 Cash purchases ? 600. 25 Paid travelling allowance to the manager 
4 Received a cheque of ? 400 from  ? 150.

 Prabhakar and gave him discount of ? 25. 27 Received Commission ? 175. 
6 Cash sales ? 1,200. 28 Gave a cheque to Ajantha for 

d i7 Received a cheque of ? 100 from Venu  ? 50.
 for interest. 29 The cheque received from Prabhakar on 

9 Salary paid to the manager by cheque ? 
450

 4th was dishonoured.
11Withd f b k f l ? 31 C h i f ? 2 000 id i t
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8. Enter the following transactions for th e month of June, 2016 in the Cash Book with Cash, 
BankaH Discount columns : 
June 

1 Cash in hand ? 18,000 
Overdraft at Bank ? 2,000. 

16 Received a cheque of ? 780 from P and discount allowed to him ? 20. 
17 Deposited P’s cheque in thebank. 
29 The cheque received from Pon 16-6-2016 was dishonoured. 

Ans. [Bank overdraft ? 2,000 ; Balance of Cash ? 18,000]. 
9. From the following transactions for the month of July, 2016, write up the Cash Book with three 

columij and bring down the balance. 
July ? 

1 Commenced business 
with cash 15,000 

2 Incurred operating expenses 500 
2 Paid into the bank 13,500 
3 Paid Raman by cheque 3,450 

Discount allowed by him 50 
4 Paid carriage on goods 85 
5 Bought furniture by cheque 700 
8 Received cheque from Kannan 3,300 

Discount allowed 60 
8 Cash sales 2,500 
9 Deposited into the bank 2,400 

Ans. [Cash Balance ? 1,420 ; Bank Balance ? 
5,600]. 

[Hint. It is assumed that cheques of ? 3,450 and ? 1,250 received from Raman and Murugan are 
deposited ini the bank on the dates these were received.] 

10. Enter the following transactions for th e month of April, 2016 in the Cash Book with Cash, 
Discount and! Bunk columns : 
April 

1 Balance of cash in hand ? 1,400 ; overdraft at bank ? 5,000. 
4 Invested further capital ? 10,000 out of which ? 6,000 deposited in the bank. 
5 Sold goods for cash ? 3,000. 
6 Collected from debtors of last year ? 8,000 ; discount allowed to them ? 200. 
10 Purchased goods for cash ? 5,500. 
11 Paid Ram Vilas, our creditor, ? 2,500 ; discount allowed by him ? 65. 
13 Commission paid to our agent ? 530. 
14 Office furniture purchased from Keshav ? 200. 
14 Rent paid? 50. 
14 Electricity charges paid ? 10. 
16 Drew cheque for personal use ? 700. 
17 Cash sales ? 2,500. 
18 Collection from Atal ? 4,000 deposited in the bank on 19th April. 
19 Drew from the bank for office use ? 
500 22 Drew cheque for petty cash ? 150. 
24 Dividend received by cheque ? 50, deposited in the bank on the same date. 
25 Commission received by cheque ? 230, deposited in the bank on 28th April.
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11. Mr. Sadanand operates two Bank Accounts both of which are maintained in the Columnar 
Cash Book itself. You are required to draw up the Cash Book and show how the following 
transactions relating to 28th February, 2016 will appear therein and close the Cash Book for 
the day : 
(1) Opening Balances : 

Cash ? 150 ; National Bank ? 11,240 (O/D) ; Overseas Bank ? 35,460. 
(2) Received cheque for ? 1,250 in respect of sales for realising which the National Bank 

charged ? 1.50 and credited the balance. 
(3) Purchased goods for ? 13,210 and a cheque issued on the Overseas Bank. The Bank 

charged ? 3 for collection of the cheque to the concerned party. 
(4) Paid office expenses : ? 45 and ? 15.50 for stationery. 
(5) Out of cash sales of ? 13,265 a sum of ? 10,000 was deposited in the National Bank. 
(6) Credit purchases of ? 15,000 were made from Mr. Smith, who sent the documents relating 

to the goods through the Overseas Bank for 90 per cent of their value. The bank charged ? 
115 for releasing the document. 

(7) Deposited ? 5,000 in National Bank. 
(8) A “Bill Receivable” for ? 10,000 was discounted with the Overseas Bank which charges 1 

per cent towards discounting. 
(9) Withdrew ? 5,000 from the Overseas Bank. 

(10) A Demand Draft was purchased for ? 3,000 from bank after paying ? 2 towards their 
charges and paid to the Electricity Department as deposit. 

(11) Interest of ? 122 and 7 50 was credited and debited respectively by the Overseas Bank 
and National Bank. 

(12) An amount of ? 1,500 was withdrawn from the Overseas Bank and Salaries paid to that 
extent. 
(13) Manager’s Salary of ? 1,000 was paid by cheque drawn on the National Bank. 
(14) Overseas Bank collected dividends of ? 1,250 and sent a credit note. 
(15) An amount of ? 1,500 was transferred from the Overseas to the National Bank. 

Ans. [Cash—? 352.50 ; National Bank ? 5,458.50 ; Overseas Bank ? 11,907 ; Discount Dr. ? 
101.50]. 

12. From the following particulars prepare Three Column Cash Book for January 2016 and 
Balance4 it. 
Jan. 
1 Cash in hand ? 500 ; Credit balance with Canara Bank ? 1,000. 
5 Sale proceeds of household furniture ? 7,000 was deposited with the bank. 
9 A cheque of ? 10,000 was given to M. Patel on account. 

12  Received a cheque of ? 3,000 in full settlement from Khanna & Co. 
13 The above cheque was deposited in the bank. 
16 The bank returned the cheque of Khanna & Co. as dishonoured. 
18 Cash sales? 2,500. 
20 Cash advance ? 1,000 for travelling given to the salesmen. 
25 Received cash ? 2,500 from Rao Bros, in full settlement of ? 2,600 due from them. 
28 Paid cash ? 1,500 to Cheri & Co. in full settlement of ? 1,650. 
29 Drew for office use ? 3,000 from bank. 
30 Paid salaries ? 2,300, rent ? 1,000 and sundry expenses ? 700 by cash. 

Ans. [Cash Balance ? 2,000 ; Bank Balance ? 5,000 (Dr.)] 

PETTY CASH BOOK 
13. Shri Ramaswamy maintains a Columnar Petty Cash Book on the Imprest System. The imprest 

amount is ? 500. From the following information show how his Petty Cash Book would appear 
f h k d d 12 h S b 2015
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Balance in hand
?

134.90 Spet. 9 Repairs 
?

156.70
Received cash re  10 Postage 17.40
imbursement to make  Entertainment 12.70
up the imprest:  Travelling 38.40
Postage 12.30 ” 11- Stationery 67.30
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32.10 Entertainment 
5.40 Sept. 12 Miscellaneous 
12.60 Postage 
1.10 Repairs 
7.20

16. 
Ledger:   

April April  

4 Sold to M/s Ranjit Bros : 8Sold to M/s Shastri & 
100 pieces long cloth @ ? 60  15 pieces coating @ ? 200 

100 pieces shirting @ f 35 15Sold to M/s Jung Bros : 
Packing and delivery f 100  120 blankets @ ? 60 110 

blankets @ f 80
Ans. [Total of Sales Book ? 28,500] 
 

*

Stationery 
Entertainment 

Sept. 8 Travelling and 
Conveyance Miscellaneous Expenses 
Entertainment Ans. [Balance ? 78.10]. 

14. Rule a Petty Cash Book with four 
analysis columns for (1) Postage and Stationery (2)Tr Expenses (3) Carriage and (4) Office 
Expenses and enter up the following transactions : 

The book is kept on imprest system, the amount of the imprest being ? 1,000. 
2016 
Jan. 2 Petty cash in hand ? 210. Received cash to make up the imprest. 
Jan. 5 Paid railway fare ? 39 and bus fare f 9 ; Telegrams T 46 ; bought books for office 
T 106. Jan. 6 Paid carriage on small parcels f 56 ; paid railway fare ? 49 ; bought paper 
and envelops F Jan. 7 Paid for repairs to typewriters ? 105 ; paid carrier’s account for 
the previous week ? 149. Jan. 8 Paid office cleaner ? 120. 

Balance petty cash book as on 9th January, 2016 and bring down the balance. 
Ans. [Balance ? 195 ; Amount received ? 805 to make the imprest amount of ? 1,000]. 

SUBSIDIARY BOOKS 
15. Record the following transactions for the month of June, 2016 in the Purchases Book and 

post the the Ledger: 

 

17. Prepare a Day (Sales) Book and an Invoice (Purchases) Book from the following particulars 
forth month of January, 2016 : 

Jan. 
1 Bought from Messrs Pohumall & Co., 20 carpets at f 35 

each 8 Sold to J. Cooper, 5 carpets at ? 42 each 15 Purchases 
from Persian Trading Co., 12 carpets at ? 60 each 18 Bought 
from the Delhi Trading Co., 7 carpets at ? 23 each 20 Sold 
for cash 11 carpets at ? 46 each 
30 Bought for cash 3 carpets at ? 10 each 
31 Sold to Messrs. Roy & Co., 7 carpets at ? 52 

each Ans. [Total of P.B. f 1,581, Totai of SJB. ? 574] 
h f ll i i f h h f i h b idi b k d

June June  

3 Bought of Ideal Furniture, Delhi: 8Purchased from Rao & Co., 
H d b d100 chairs @ f 50  110 Steel cabinets @ ? 200 

15 tables @ f 100  Packing and delivery f 1,500.

Delivery and cartage ? 40 [Total of 
15Purchased from Steel Furniture Co., 

Delhi: 150 collapsible chairs @ f 25 

Enter the following transactions for the month of April, 2016 in the Sales Book and post 
them 
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2 Sold goods to Sowmya ? 4,000 
4 Purchased goods from Santhosh ? 3,000 
6 Purchased goods from Mohan for cash ? 500 
8 Purchased furniture from Ramesh on Credit for ? 1,000 

10 The goods purchased from Santhosh were in short supply for which we claimed allowance 
for shortage and was granted X 250. 

12 The goods sold to Sneha were received by her in damaged condition, however they could 
be sold after carrying out minor repairs for which we granted ? 150. 

14 The invoice price of goods sold to Sowmya was f 3,900. But we had charged ? 4000 by 
mistake for which we sent credit note to her. 

19 Returned goods to Santhosh worth T 400 as they were in damaged conditions for which 
we sent debit note. 

20 Purchased goods from Santhosh ? 1,900 after deducting trade discount at 5%. 
Ans. [Sales Book Total ? 9,000; Purchases Book Total f 4,900; Purchases Return Book f 400; 

Cash Purchases f 500 in Cash Book; Journal Proper Total ? 1,500] 
19. A Businessman gives the following information of his business for the month of March, 2016 

you are required to record them in proper Subsidiary Books, post them to ledger accounts and 
balance them : 

 

Ans. [Sales Book Total f 73,080; Total Sales ? 93,080; Purchases Book Total f 57,200; Sales 
Return Book Total 5,100; Purchases Return Book Total ? 6,500; Cash Balance ? 10,000; 
Machinery A/c ? 30,000; Creditors : Devendra f 40,700; Narayan ? 10,000; Chandra & Co. ? 
30,000; Debtors : Praveen ? 40,500; Das t 14,280; Anand f 23,200] 

March  March  

1 Bought goods from Devendra 25,500 18 Good sold to Das 14,280 
3 Sold goods to Praveen 18,200 20 Goods purchased from 

d
18,000 

4 Returned goods to Devendra 800 25 Goods returned to Devendra 2,00
5 Praveen returned goods 200 26 Goods sold to Praveen 15,000 
6 Sold goods to Anand 25,600 28 Goods returned by Praveen 2,50
8 Anand returned goods 2,400 29 Cash paid to Devendra 15,000 

10 Bought from Narayan 13,700 31 Goods sold for cash 20,000 
12 Good returned to Narayan 3,700 31 Machinery purchased from  

14 Cash received from Devendra 15,000  Chandra & Co. on credit 30,000 
16 Cash paid to Praveen 10,000

   

 

20. Enter the following transactions for the month of March, 2016 in the relevant Subsidiary 
Books. 
March ?March  

1 Bought goods from Anil 6,500 20 Faustin Returned goods 5
03 Sold goods to Bharath 1,000 22 Ganesh Returned goods 4

4 Allowance claimed from Anil for 
h

50 23 Returned goods to Eshwar 100 
5 Sold goods to Chandra 1,500 24 Purchased goods from Dinesh 800 
6 Sold goods to Devendra 500 25 Sold goods to Gurudas 500 
9 Bought goods from Eshwar 1,000 26 Allowed Harish for damaged 

d
5
01 Allowance granted to Devendra for shortage 27 Received goods Returned by Gurudas 

1
1

Sold goods to Faustin 800 28 Bought goods from Arjun less 
5%

400 
1 Allowance granted to Chandra for overcharge 31 Sold goods to Manohar less 8% 100 
1 Sold goods to Ganesh 700 31 Delivery and carriage 1

01
8

Sold goods to Harish 600    

Ans. IPurchases ? 8,680; Sales t 5,692; Purchases Return f 100; Sales Return f 110; 
Journal Proper Total ? 170]
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5 Goods purchased from Narendar 380 14 Cash paid into Bank 50
6 Goods sold to Vijay Kumar 500 15 Old furniture purchased from  

8 Cash paid to Brij Bhushan 700  Rajesh & Co. 20
10 Good returned to Narendar 50 16 Goods taken for private use 10
11 Goods relumed by Vijay Kumar 100 20 One Radio-set purchased from  

12 Goods purchased for Cash 250  Khanna & Co. on credit for private 30
0[Cas

h
i in hand ? 1,750 ; Cash at Bank f 500 ; P.B. ? 380 ; P.R.B. ? 50; S.B. ? 500; S.R.B. ? 
100;Journal Proper ? 600] 

 

22. On 1st October 2015 H. Wood commenced business with a capital of ? 30,000, of which ?
25,000 were I deposited in bank and the balance was retained in hand for business purposes.
During the month of I October his transactions were as follows :
  r   ? 
Oct. 1 Bought of A Smith  Oct. 16 Received cash from W. 50

 goods by cheque 7,000  Discount allowed 1°
|” 2 Sold goods to W. Williams 510 ” 17 Received back goods from S. 2

” 3 Bought furniture for cash 500 ” 18 Received S. Hart’s acceptance 
f

11
” 4 Purchased goods from W. See 580 ” 20 Withdrew from bank for  

” 7 Purchased goods from J. Car 230  private expenses 11
08 Returned goods to J. Car 30 ” 31 Cash sales for the month 1,400 

” 8 Paid W. See by cheque in full   Paid establishment charges in 
h

12
0 settlement of his account 560  Remitted to bank cash in  

” 11 Accepted B/E drawn by J. Car 200  hand this day excepting 10
0” 12 Goods bought for Cash 150  Paid rent by cheque 5

” 14 Goods sold to S. Hart 130  Stock on 31st October, 2015 6,370 
Enter the above transactions in proper Subsidiary Books, post therefrom into Ledger, and then 
prepare a Trial Balance. 
 

Ans. [Cash Balance (Dr.) ? 100 ; Bank ? 23,310 ; Discount Dr. 10 ; Cr. ? 20 ; Sales Book ? 640 ;
Purchases Book ? 810 ; Purchases Return Book T 30 ; Sales Return Book ? 20 ; Trial
Balance Total r 32,280], 





 

SOLUTION 
 

In the above example, Mr. Seth becomes a creditor of the bank when he deposits money in the bank 
and he becomes a debtor of the bank when he withdraws money. Similarly, he becomes a creditor of the 
bank for depositing a cheque in the bank and interest on investments collected on his behalf and he becomes 
a debtor for drawing a cheque on the bank and insurance premium paid by the bank on his behalf. 

Transactions given above will be recorded in the Bank Column of the Three Column Cash Book | 

(maintained by Mr. Seth) as shown below : 
 

From the Pass Book and the Cash Book given above, we see the same balance of ? 4,600 in the bank 
with a difference that in Cash Book it is a debit balance whereas the same is a credit balance in the Pass 
Book. It is because from the point of the view of the bank, Mr. Seth is a creditor, so Pass Book shows a credit 
balance. From the point of view of Mr. Seth, bank is a debtor, so Cash Book shows a I debit balance. 
Therefore, balance as per Cash Book is always reverse of the balance as per Pass Book ] and amount of the 
balance will be the same if all entires have been correctly recorded in the two books. But it is usually not so 
because some of the entries might not have been recorded or incorrectly ! recorded in any of the two books. 
Therefore, it is desirable for the business house to check periodically (preferably every month) the entires in 
the Pass Book with the entries in the bank column of the Cash Book and point out to the bankers the 
mistakes it comes across so that those may be corrected. A statement known as Bank Reconciliation 
Statement is, therefore, prepared usually every month with a view to reconciling the two balances shown by 
the Cash Book and the Pass Book on a particular date. The other important purpose of the preparation of this 
t t t i t k th t b l ith th b k th t h i ht b d t th t t if

    

Balance

 

Date Particulars Dr. Cr.
Dr. 
or 
Cr.

Amount
Account-

ant's 
Initials ] 

 

By Cash 
By Cheque (of Shailesh) 
To Insurance Premium To Self 
To Cheque (to Surinder Agarwal) 
By Interest on Investments collected 

?

500 
5.000 
1.000 

f 
8,000 
2,500 

600 

Cr. 
Cr. 
Cr. 
Cr. 
Cr. 
Cr.

?
8,000

10,500
10,000

5.000 
4.0  
4,600 

 

MR. SETH’S CURRENT ACCOUNT WITH BANK OF INDIA

Date Partiuiars L.F. 
Dis 

count 
r 

Cash 

f 

Bank

?

Date Particulars L.F
. 

Dis
count

Cash 

f 

Bank 

? 
 To Cash To Shailesh 

(cheque) 
To Bank To Interest 
on Investment 

(c) 

(c) 

 

5,000 

8,000
2,500

600

 By Bank ” 
Insurance Premium 
■ ” Cash ” Surinder 
Agarwal (Cheque) 
” Balance c/d 

(c)

(c)

 8,000 

500 
5.000 
1.000 

4,600 
—  11,100 — — 11,100 

THREE COLUMN CASH BOOK
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0 Reasons for the Difference in Two Balances 
Reasons for the difference in the balances shown by the two books may be following : 
(a) Cheques issued but not yet presented for payment. As soon as a cheque is issued, it is entered 

on the credit side of the Cash Book, but the bank makes no entry for the cheque until it is actually 
presented for payment. This means that if the cheque is not presented for payment upon the date of the 
preparation of the Bank Reconciliation Statement, the balance as per Pass Book will be higher than the 
balance shown by the Cash Book by the amount of cheque not presented for payment. 

(,b) Cheques paid into bank but not yet collected by the bank. As soon as cheques are received 
they are entered on the debit side of the Cash Book increasing the balance at the bank, but the bank does 
not give credit for the cheque deposited in the bank until it is cleared and collected. 

(c) Bank usually makes charges for the collection of outstation cheques and for the various 
services rendered by it to the trader. If there is an overdraft, the bank will charge interest for the 
overdrawn amount. As a result, the balance as per Pass Book is reduced by the amount of bank charges 
and interest whereas balance as per Cash Book may not be reduced due to lack of information of these 
charges upto the date of the preparation of the Bank Reconciliation Statement. The businessman comes 
to know of the bank charges and interest only when he receives the Pass Book from the bank duly filled 
up. 

(d) Interest or dividend on investments and rent on property collected by the bank on behalf 
of the client. The businessman may entrust the task of collection of interest or dividend on investments 
and rent on property to the banker. After the collection of this income, the bank will give credit to the 
businessman and increase his balance whereas there may be no entry for this income in the Cash Book 
for want of information. Hence the Pass Book balance will have to be reduced or the Cash Balance will 
have to be increased by the amount of such income collected by the bank to make the two balances 
agree. 

(e) Insurance premium, subscriptions to periodicals and other payments made by the bank 
on behalf of the client. The businessman may give standing instructions to his bank to make the 
payment of insurance premium and other payments on his behalf when they fall due and reduce his 
balance. But, balance as per Cash Book will not reduce because of the omission of the entry in the Cash 
Book for payments made by the bank. 

(/) Cheques or cash omitted to be banked. A cheque received from a customer might have been 
debited (i.e., recorded) in the bank column of the Cash Book but omitted to be deposited in the bank. 
The balance as per Cash Book will increase without any corresponding increase in the balance as per 
Pass Book. Same will be the case of cash recorded in the bank column of the Cash Book but omitted to 
be actually banked. 

(g) Errors in totalling of the Cash Book : 
(i) Undercasting of debit side’s total of the Cash Book will decrease the balance as per Cash 

Book. 
(if) Overcasting of debit side’s total of the Cash Book will increase balance as per Cash Book. 
(Hi) Undercasting of credit side’s total of the Cash Book will increase its balance. 
(iv) Overcasting of credit side’s total of the Cash Book will decrease its balance. 

(h) Cheques or bills of exchange dishonoured. Cheques sent to the bank for collection or bills 
discounted with the bank but returned as dishonoured will have the same effect as cheques paid into 
bank but not yet collected by it. Balance as per Pass Book will decrease as compared to balance as per 
Cash Book because the fact of dishonour of cheque or bill has not yet been recorded in the Cash Book. 

Similarly there can be certain other reasons of disagreement of two balances as given below : 
(i) Payment by customers direct into businessman’s account with the banker. 
(/') Wrong debit or credit given in the Pass Book or the Cash Book. 
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(Z) Bills collected by the bank on behalf of the customers. 
(m) Errors in the Cash Book or the Pass Book, i.e., debit or credit to a wrong account, entry on the! 

wrong side or with a wrong amount in the Cash Book or the Pass Book etc. 

0 Advantages of Bank Reconciliation Statement 
Following are the main advantages of bank reconciliation statement: 

1. It brings to notice the causes of difference between bank balance as per cash book and 
balance as per pass book. Therefore, necessary corrections can be made at an early date and cash! 
book and pass book can be amended by preparing a bank reconciliation statement. 

2. Reasons for delay in the clearance of cheques deposited would be known by preparing ai 
bank reconciliation statement. 

3. A regular preparation of a bank reconciliation statement would reduce the chance of fraud by 
the staff of the firm dealing in cash. 

4. Bank balance as per cash book cannot be taken as a final balance unless it agrees with the bank* 
balance as per pass book. In case there is difference in the two balances shown by cash book and pass* 
book, a bank reconciliation statement is required to be prepared to ascertain the correct bank balance! 
that can be shown in the balance sheet. 

5. A regular preparation of a bank reconciliation statement would impose moral check on the 
staff of the enterprise to keep the cash records always up to date. In this way cash meant to bej 
deposited in the bank cannot be used by the cashier for his personal use and deposited at a later date. I 

0 Procedure for Preparation of Bank Reconciliation Statement 
Procedure for preparation of Bank Reconciliation Statement is as follow's : 
(a) Tick off all the items in the Pass Book with the entries in the bank column of the Cash Book I 

and make a list of the entries as are found not ticked either in the Cash Book or the Pass Book. The] 
unticked items are responsible for the difference in the balances shown by the Cash Book and the Passl 
Book. 

(,b) Take balance as per Cash Book or Pass Book as the starting point. 
(c) Adjust the starting point with the other balance by adding or subtracting the unticked items as 

located in (a) step. If balance as per Cash Book has been taken as the starting point, then balance as per 
Cash Book is to be adjusted according to entries passed in the Pass Book or vice versa. 

Following table will help to prepare the Bank Reconciliation Statement:
  

Starting Balance
 

Items 
Dr. Balance as 
per Cash Book or 
Overdraft as per 
Pass Book

Cr. Balance as 
per Pass Book or 
Overdraft as per 
Cash Book 

/. Those items which affect the debit side of Cash Book : (/) 
Cheques deposited but not collected by bank (//) Cheques 
though entered in Cash Book 

  

II. 
but omitted to be sent to the bank Those items which 

affect the credit side of Cash Book: 
 + 

III
. 

Cheques issued but not presented for payment Those items 
which affect the Credit side of Pass Book : (/) Interest/ 
Dividend credited by bank (//) Amount deposited direct by a 
customer in to bank 

+  

 account +  
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BANK RECONCILIATION STATEMENT
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IV. Those items which affect the debit side of Pass Book : (/) 
Bank charges charged by the bank (/'/) Interest on overdraft (Hi) 
Payment made by the bank on standing instructions of the customer. 

— + 

 

TYPES OF PROBLEMS

TYPE I. When both balances i.e., Cash Book and Pass Book are given

ILLUSTRATION 2. Prepare a Bank Reconciliation Statement as on 31st March, 2016, from 
the Bank Pass Book and Cash Book (Bank Column only). 

BANK PASS BOOK

Date Particulars 

With
drawals Deposits 

Dr. 
or 
Cr. 

Balance 

2016 
 

? ? 
  

March 1 To Balance b/d   Cr. 11,500
” 4 By Mahesh Bansal’s Cheque  750 Cr. 12,250
” 7 By Santosh Sood’s Cheques  

1,000 Cr. 13,250
” 10 To Ved Prakash 850  Cr. 12,400

” 15 To Cash 2,400
 

Cr. 10,000
” 20 By Vikas Kalra (Cash)  500 Cr. 10,500

” 23 To Vishal Tandon 700  Cr. 9,800
” 26 To Insurance Premium 500  Cr. 9,300
” 30 To Bank Charges 50  Cr. 9,250

” 30 By Interest 
 

110 
 

9,360
” 30 By Interest on Investments

 
640 

 
10,000

 

CASH BOOK {Bank Column only) 

Date Particulars Amount Date Particulars Amount
2016 

 ? 2016
 f

March 1 To Balance b/d 11,500March 1 By Kavi Raj 900
” 1 To Mahesh Bansal 750 ” 12 By Ved Prakash 850

” 5 To Santosh Sood 1,000 ” 15 By Cash 2,400
” 18 To Ramesh Kumar 600 ” 18 By Vishal Tandon 700
” 26 To Viney Kumar 400 ” 25 By Sunil Gupta 440

   ” 28 By Abhey Kumar 660
   ” 31 By Balance c/d 8,300



 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Pass Balance 
higher account 
these items these
 items 
have been 
added to 
Balance as per
Cash Book. 

Balance as per 
Pass Book is lower 
on account of 
these items, so 
these items have 
been reduced 
from Balance as 
per Cash Book. 

Interest allowed by the bank as per Pass Book 
but not recorded in the Cash Book Interest on 
investments collected by the bank not recorded 
in the Cash Book Amount deposited by Vikas 
Kalra direct in the bank not recorded in the Cash 
Book 

Less : Cheques paid into bank but not yet 
collected by the bank Ramesh 
Kumar Viney Kumar 

Insurance premium paid by the bank not 
recorded in the Cash Book Bank charges 
debited in the Pass Book but not 
recorded in the Cash Book 

Balance as per Pass Book

? 600 ?

400 

2,000  

110 
 

640 taken 

500
3,29 TYM 

 

11,51 • 
 

10,09 the 
a 

The above example can also be solved if we take balance as per Pass Book as the starting point

BANK RECONCILIATION STATEMENT 
(as on 31st March, 2016)

bvt 

Intin 

Balance as per
Cash Book is
higher on account
of these items, so
these items have
been added to
Balance as per
Pass Book to
arrive at 
higher Balance as

Balance as per Pass Book 
Add : Cheques paid into bank but not yet 

collected by the bank 
Ramesh Kumar Viney 
Kumar 

Insurance premium paid by the bank not 
recorded in the Cash Book Bank charges 
debited in the Pass Book but not recorded 
in the Cash Book 

f 600

?400 

10,001 

Add: 

Less: 
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Note. In the above example only unticked items in the Cash Book and Pass Book have been 
taken while preparing the Bank Reconciliation Statement. 

TYPE II. Starting with Debit Balance as per Cash Book 
ILLUSTRATION 3. On 31st March, 2016 the Cash Book of a firm showed a bank balance of 

T 3,000. From the following information, prepare a Bank Reconciliation Statement, showing the 
balance as per Pass Book. 

(i) Cheques have been issued for ? 2,500 out of which cheques worth f 2,000 only were 
presented for payment. 

(ii) Cheques worth 1700 were deposited on 28th March but had not been credited by the Bank. 
One cheque for ? 250 was entered in the Cash Book on 30th March but was banked on 3rd April, 
2016. 

{in) A cheque from Mohan for ? 200 was paid in on 26th March but was dishonoured and the 
advice was received on 2nd April, 2016. 

(iv) Pass Book showed bank charges ? 10 debited by the bank. It also showed ? 400 collected 
by the bank as interest. 

(v) One of the debtors deposited a sum of ? 250 in the account of the firm on 20th March. 
Intimation in this respect was received from the bank on 2nd April, 2016. 

SOLUTION 

Balance as per Add: Cheques issued but not yet presented for payment   

Cash Book is Kavi Raj f 900   

lower on Sunil Gupta ? 440   

account of Abhey Kumar f 660   

these items, so    

these items  2,000  

have Interest allowed by the bank as per Pass   

been deducted ^ Book but not recorded in the Cash Book 110  

from Balance Interest on investments collected by the   

as per Pass bank not recorded in the Cash Book 640  

Book to arrive Amount deposited by Vikas Kalra directly   

at l o w e r  in the bank not recorded in the Cash Book 500 3,250
UCUCH ICC C/l 
Cash Book Balance as per Cash Book  8,300

 

BANK RECONCILIATION STATEMENT
as on 31st March, 2016 

   

Dr. Balance as per Cash Book  3,000
Add : Cheques issued but not yet presented for payment (? 2,500 - f 2,000) 500  

Interest collected by the bank not recorded in the Cash Book Amount deposited 
by the customer direct into the

400  

bank not recorded in the Cash Book. 250 1.150
4.150

Less : Cheques paid into bank but not yet credited by the bank 
Cheque entered in the Cash Book but was omitted to be

700  

banked upto 31st March 
Cheque from Mohan paid into bank dishonoured but not yet

250  

recorded in the Cash Book 200  

Bank charges as per Pass Book
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Less: i 

300
150
40

1,200
1,690 
"4770 

Up 
balance, 
Pass 1 the 
ba knowna 
The J such 
a 1 items 
< the 
samel 
prepared;] 
exceeds tl 
as the ca is 
plus! Bank 
1 Alten as 
per Ca

TYPE III. Starting with Credit Balance as per Pass Book 
ILLUSTRATION 4. On 31-12-2015 your Pass Book showed a credit balance of f 5,001 • 

Before that date you had issued cheques worth ? 1,000 of which cheques worth ? 300 were nt yet 
cashed. On 26th December, you deposited a cheque for f 150 in the bank but you did no enter it in 
Cash Book. The Pass Book showed a credit of ? 40 for interest and a debit of ? 10 f« bank charges 
and the cash book had no corresponding entries for them. A cheque for f lid deposited in your 
account No. 2 was wrongly credited by the bank to this account. Dishonour^ bill was debited in the 
pass book only f 500. Cheques for ? 700 paid into the bank were not ye credited in the pass book. 

A wrong debit of f 100 appears in the Pass Book. A cheque of ? 150 received fromi customer 
was entered in the Cash Book in December, 2015 but the same was omitted to be pail into the 
bank. 

Determine the balance as per cash book as on that date. 
SOLUTION 

BANK RECONCILIATION STATEMENT 
as on 31st Dec., 2015 

Credit Balance as per Pass Book Add: (1) Bank charges not recorded in cash book 
(2) Dishonoured bill debited only in pass book 
(3) Cheques paid into bank but not yet credited in pass book 
(4) Wrong debit in the pass book 
(5) Cheque received but not presented with the bank 

Less : (1) Cheques issued but not yet encashed (f 1,000 - ? 700) 
(2) Cheque deposited but not recorded in cash book 
(3) Interest not recorded in cash book 
(4) A wrong credit appears only in pass book 

Debit Balance as per Cash Book 

ILLUSTRATION 5. From the following particulars 
prepare a Bank Reconciliation Statement showing the balance as 
per Cash Book on 31st March, 2016. Following cheques were 
paid into bank in March, 2016 but were credited by the bank in 
April, 2016: 

Manohar ? 700 ; Kulwant ? 800 ; Rajinder ? 600. 
Following cheques were issued by the firm in March, 2016 but were presented for payment in 

April, 2016. 
Smith ? 500 ; Bharat 7 450. 
Following charges were made by the bank which were not recorded in the Cash Book. 
Incidental charges for the half year ended 31st March, 2016 ? 20. 
Collection charges for outstation cheques ? 15. 
Following payments made by the bank direct as per standing instructions were not entered in 

the Cash Book : 
Insurance premium f 350 ; Subscription for Commerce ? 75. 
A cheque for f 500 which was received from a customer was entered in the bank column of 

Cash Book in March, 2016 but was omitted to be banked in March, 2016. A bill for ? 1,000 was 
retired by the bank under rebate of ? 20 but the full amount of the bill was credited in bank 
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SOLUTION 
BANK RECONCILIATION STATEMENT 

as on 31st March, 2016
   7

Credit Balance as per Pass Book   15,800
Add: Cheques paid into bank but not yet cleared and credited : ?   

Manohar 700   

Kulwant 800   

Rajinder 600 
  

  2,100  

Charges recorded in the Pass Book but not in the    

Cash Book :    

Incidental charges 20 
  

Collection charges 15   

  35  

Payments made by the bank direct as per standing    

instructions not recorded in the Cash Book :    

Insurance Premium 350 
  

Subscription for ‘Commerce” 75   

  
425

 

Cheques entered in the Cash Book but omitted to be banked  500 3,060
   18,860
Less : Cheques issued but not yet presented for payment    

Smith 500   

Bharat 450   

  950  

Rebate allowed for the bill retired but not entered in the Cash Book  20 970
Dr. Balance as per Cash Book   17,890

 

BANK OVERDRAFT 
Uptill now we were assuming that Cash Book shows a debit balance or Pass Book a credit balance, 

i.e., bank owes amount to the trader. But sometimes Cash Book may show a credit balance or Pass Book 
a debit balance. What does it mean ? By this we mean that the trader owes this amount to the bank, i.e., 
he has drawn more amount than his balance in the bank. Such a balance is technically known as bank 
overdraft. 

The easier method of preparing Bank Reconciliation Statement in case of bank overdraft is to treat 
such a balance as a minus balance because balance at bank is treated as plus balance. The rest of the 
items causing difference in balances disclosed by the Cash Book and the Pass Book can be treated in the 
same way as we have done in case of favourable balance. Therefore, two separate columns are prepared; 
one for recording plus items and the other for minus items. If the total of minus items exceeds the total 
of plus items, the result is minus and is bank overdraft as per Cash Book or Pass Book as the case may 
be. On the other hand, if the total of plus items, exceeds that of minus items, the result is plus and is a 
balance in favour of the trader. The illustration given below will serve to explain how Bank 
Reconciliation Statement can be prepared in case of a bank overdraft. 
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TYPE IV. Starting with Overdraft as per Cash Book 
ILLUSTRATION 6. On 31st March, 2016 the Cash Book of Sudhakar showed at overdraft 

current account, balance of f 24,000. With the help of following information prepan Bank 
Reconciliation Statement and show the balance as per Pass Book : 

(a) Out of the two cheques issued to Rakesh, one for ? 2,000 and another for f 2,500, tht 
cheque for ? 2,500 was cashed only on 10th April, 2016. 

(.b) A wrong credit of ? 300 relating to some other account was found in the Pass Book. 
(c) Out of the three cheques deposited in the Bank for collection on 25th March, for ? 2,51, ? 

3,500 and ? 4,500, the cheque for ? 2,500 alone was collected by 31st March, 2016. 
(d) There are debits of ? 750 for Interest on Overdraft and f 250 for Bank Charges in the 

Pass Book which have not been entered in the Cash Book. 
(e) The Pass Book showed that Bank had collected ? 4,000 as interest on Government 

securities but there is not entry in the Cash Book for this. 
(f) A Bill Receivable for ? 6,000 discounted with the Bank in January 2016 was dishonoured 

on 30th March, 2016 and was debited in the Pass Book. 
(g) The payment side of the Cash Book has been under cast by f 150. 
(h) A cheque for ? 750 drawn in his saving account has been shown as drawn on current! 

account. 
(i) Dividend of the amount of t 2500 has been paid direct into the bank entered in the Cash; 

Book. 
SOLUTION 
BANK RECONCILIATION STATEMENT 

as on 31st March, 2016 
 ? ?| 

Overdrafts as per Cash Book 
Add: Cheques paid into the bank but not collected (? 3,500 + f 4,500) Debit for bank 
charges and interest on overdraft in the Pass Book (? 250 + ? 750) 

Bill discounted and dishpnoured 
Payment side of the Cash Book had been undercast

8,000 

1,000 
6,000 

150

24,000 

  15,150 
pi 

Less : Cheque issued but not presented for payment Wrong credit relating to some other 
account Interest on Govt. Securities collected and credited by bank Cheque 
drawn on saving account has been shown as drawn in current account in the 
Cash Book 
Dividend paid direct into the bank not entered in the Cash Book 

2.500  
300 

4,000 

750 
2.500

39,150 

  10,050 
Overdraft as per Pass Book  29,100 

TYPE V. Starting with Overdraft as per Pass Book
  

ILLUSTRATION 7. On 31st Jan., 2016, the Pass Book of Prabhu showed a debit balance of ? 
41,000. Prepare a bank reconciliation statement with the following information :

(i) Cheques amounting to f 15,600 were drawn on 27th Jan. 2016 out of which cheques for ? 
11,000 were cashed upto 31st Jan. 2016. 
(ii) A wrong debit of f 800 has been given by the bank in pass book. 
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BANK RECONCILIATION STATEMENT OF MR. IGNORANT
as on 31-3-2016 

   

Overdraft as per pass book :  9 55C

(v) A cheque for ? 1,000 returned dishonoured and were debited in pass book only. 
(vi) Interest and bank charges amounted to f 100 and were not accounted for in cash book. 

(vii) A cheque of ? 500 debited in the cash book omitted to be banked. 
(■viii) A wrong credit has been given by the banker for ? 500 in the Pass Book. 
SOLUTION 

 

ILLUSTRATION 8. Assist Mr. Ignorant in ascertaining his Cash Book balance. Following 
information is available : 

(i) His Pass Book showed a debit balance of ? 9,550 as on 31-3-2016. 
(ii) Cheque issued on 11-3-2016 for purchases for f 5,900 was credited in the Pass Book as ? 5,400 

on 25-3-2016. 
(Hi) A bill of ? 2,500 discounted at 5% flat was returned dishonoured and was wrongly credited in 

the Pass Book on 27-3-2016. 
(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-

3-2016 but the cheque was not collected by the Bankers till 31-3-2016. 
(vi) A cheque for ? 1,725 appears to have been deposited directly by Mr. Clock on 20-3-2016 was 

returned dishonoured on 30-3-2016. 
(vii) A cheque for ? 3,600 was issued on 17-3-2016 to Mr. Day on 19-3-2016. He returned the cheque 

and received cash. However the entry made on 17-3-2016 was not cancelled by mistake. 
SOLUTION

 r 7 
Debit Balance (i.e. Overdraft) as per Pass Book  41,000 

Add: (1) Cheques issued but not presented for payment   

(f 15,600 - ? 11,000) 4,600  

(2) Cheque credited only in pass book 200  

  

4,800 
  45,800 
Less : (1) A wrong debit appears only in pass book 800  

(2) Cheques deposited but not credited in pass book 7,400  

(3) Dishonoured cheque debited only in pass book 1,000  

(4) Interest and bank charges recorded only in pass book 100  

(5) A cheque debited only in Cash Book 500  

(6) A wrong credit given by the bank 500  

  

10,300 
Credit Balance (i.e. Overdraft) as per Cash Book

 

35,500 
   

BANK RECONCILIATION STATEMENT
as on 31st Jan., 2016 
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(HD Cheque issued, later cancelled not recorded in the cash book 3,600 19,901 

Less: Cheques entered twice in cash book but not collected by bankers (f 2,150 + 
? 2,150) 

 29,450 

4,300 
 Overdraft as per cash book  25,150 

Note. Item V and VI do not show any impact on Bank Reconciliation Statement. ILLUSTRATION 9. 
From the following particulars ascertain the balance that would 
 

 
f

 

Overdraft as per Pass Book  540 
Add: Cheques drawn but not presented for payment 

Interest on investments collected by the bank appeared 2,800 
 

in the Pass Book but not recorded in the Cash Book
! 

Less : Cheques paid into bank but not yet cleared and credited in

500
3,300 

3,840 

the Pass Book 
Interest on overdraft recorded in the Pass Book but not 

3,900  

entered in the Cash Book 20  

Insurance premium paid by the bank not entered in the Cash Book 400  

Discount on bill not recorded in the Cash Book 10
 

  

4,330 
Debit Balance as per Cash Book  490 

 

BANK RECONCILIATION STATEMENT OF ROY & CO.
as on 31st March, 2016

As the minus items exceed that of plus items, so there is a balance of f 490 (not overdraft) as per Cash
Book before making the necessary adjustments. We prepare the Cash Book with Bank Column to know the
balance as per Cash Book after making the necessary adjustments. This balance is f 560 calculated as follows : 

Less: 

Add 

TYPE

CASH BOOK (Bank Column onltf 

2016 
 

r 2016
 

r 
March 31 To Balance b/d 490 March 31 By Interest on Overdraft 20 

” 31 To Interest on Investments 500 ” 31 By Insurance Premium 400 
   ” 31 By Discount on Bills ■ V  

(a) Ai
ledger in

m 
ledger in

ch 
appear in the Cash Book of Roy & Co., as on 31st March, before and after making the necessary; 
adjustments : 

i 
(i) Overdraft as per Pass Book as on 31st March, 2016 540 
(b) Cheques drawn but not presented upto 31st March, 2016 2,800 
(iii) Cheques paid into bank but not cleared upto 31st March 2016 3,900 
(iv) Interest on overdarft as per Pass Book, not entered in theCash Book 20 
(v) Insurance premium paid by the bank not entered in the Cash Book 400 
(vi) Interest on investments collected by the bank appeared in the Pass Book 500 

(v/i) In June Roy & Co. has discounted with the bank a bill for 
f 500 and had entered this amount in the Cash Book but 
the proceeds credited in the Pass Book amounted to T 490. 

SOLUTION
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ILLUSTRATION 10. From the following particulars, prepare a Bank Reconciliation 
Statement of Alfa Electric Motor Private Ltd. as on 31st March, 2016. 

(a) Overdraft on 31st March, 2016 as per bank pass book T 10,000. 
(b) Cheque deposited in the bank but not recorded in cash book ? 100. 

(c) Cheque received and recorded in bank column but not sent to bank for collection ? 1,000. 
id) Several cheques, were drawn in the last week of March, totalling Rs, 15,000. Of these, 

cheques totalling only ? 9,000 were cashed before 31st March. 
(e) Similarly, several cheques totalling ? 9,000 were sent for collection. Of these, cheques of 

the values of 1,500 were credited on 5th April and T 2,000 on 7th April, the balance being credited 
before 31st March. 

(/) On 11th March, the credit side of the bank column of the cash book was cast T 1,000 short 
and the credit balance of ? 2,600 on 15th March, 2016 was brought forward on 16th March, 2016 
as debit balance of “ 2,600. 

(g) Fees of ? 250 were paid directly by the bank but were not recorded in the cash book. 
(h) In the Cash Book, a bank charge of T 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 not recorded in the Cash Book. 

SOLUTION 

 

TYPE VI. When two accounts are maintained in the same bank or in different banks 
ILLUSTRATION 11. Mr. Banker is having two bank accounts (I and II) with INDIAN 

BANK. On 31st March, 2016, his ledger shows a balance of ? 5,000 in account I and an overdraft 
of f 2,250 in account II. On verification of the ledger entries with the respective bank statements, 
the following mistakes were found : 

(a) A deposit of ? 15,000 made into account I on 20th March, 2016 has been entered in the 
ledger in account II. 

(,b) A withdrawal of T 5,000 from account I on 2nd February, 2016 has been entered in the 
ledger in account II. 

(c) Two cheques of ? 5,000 and f 7,500 deposited in account I on 1st March, 2016 (and entered 
in the book in Account II) have been dishonoured by the Bank. The entries for dishonour of these 
cheques have been entered in the books in account II.  

BANK RECONCILIATION STATEMENT
as on 31st March, 2016 

 
? ?

Overdraft as per Pass Book  10,000
Add: Cheques deposited in the bank but omitted to be entered in Cash Book. 100  

” Cheques issued but not presented for payment (? 15,000 - ? 9,000) 6,000  

” Bank charges recorded twice in the Cash Book 30

6,130
16,130

Less : Cheques entered in the Cash Book but omitted to be sent to the bank. 1,000  

Cheques deposited but not credited by the bank (f 1,500 + ? 2,000) 3,500  

” Undercasting of credit side of bank column of Cash Book 1,000  

” Credit balance of f 2,600 brought forward as debit balance in Cash Book 5,200  

” Fees paid by bank on standing instructions 250  

” Bank charges omitted to be entered in Cash Book 50  

” Interest charged by bank but not recorded in Cash Book 1,400

12,400
Overdraft as per Cash Book  3,730
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f\ 
5,000 

15.000
10.000

Less : Cheque issued from Account I but wrongly entered in the ledger in 
Account II 

Incidental charges charged by the bank but not entered in the ledger
Cheque deposited but not cleared 

Balance as per Pass Book 

5.0
10

5.000

25,000 

30,000. 

10.010 I 

19,990 ! 

(d) Mr. Banker has issued cheques, on 29th March, 2016 of ? 10,000 from account I and for f 
1,000 from account II. These cheques were not encashed till 2nd April, 2016. 

(e) Incidental charges of ? 10 and f 25 charged in accounts of I and II respectively have no! 
been entered in the books. 

(/) Deposits of ? 5,000 and ? 3,500 made into the accounts of I and II respectively, on 30t 
March 2016 have not been given credit by Bank till 4th April, 2016. 

Prepare a Bank Reconciliation statement as on 31st March, 2016 for the above two accounts 

SOLUTION 
BANK RECONCILIATION STATEMENT FOR ACCOUNT I 

as on 31st March, 2016 

Balance as per Cash Book 
Add: Amount deposited into Account I but wrongly entered in the 

ledger in account II 
Cheques issued but not presented to bank for payment 

 

TYPE VII. When Cash Book is to be written first and then bank Reconciliation 
Statement is to be prepared 

When Cash Book is to be rewritten then all items which should be posted on debit or credit side of 
the Cash Book, be posted and then balance as per Cash Book is extracted. With this balance, bank 
reconciliation statement is then prepared by adjusting rest of the items which do not affect the Cash Book.  

BANK RECONCILIATION STATEMENT FOR ACCOUNT II
as on 31st March, 2016 

Overdraft as per Cash Book 
Add: Deposit wrongly credited to account II in the ledger instead of account I Incidental 

charges charged by the bank but not entered in the ledger Cheques deposited 
but not cleared 

15,000 
25 

3,500

?| 
2,2501 

  18,525 

Less : Cheque wrongly entered in Account II although issued from Account I Cheques 
issued but not presented to bank for payment 

5.000 
1.000

20,775 

  

6,000 

Overdraft as per Pass Book 
 

14,775 
 



BANK RECONCILIATION STATEMENT III/1-15

 

ILLUSTRATION 12. Following is the Cash Book (Bank columns only) of M/s B.R.S.
Limited for the month of 31st March, 2016. 

? ? To Balance b/d 14,070 By 
Payments 1,55,200 
To Receipts 1,50,730 By Balance c/d 9,600 

1,64,800 T,64~800 

On scrutiny of the bank statement you find that: 
(a) The bank statement shows an overdrawn balance at ? 1,240. 
Cb) Bank charges of f 350 shown in the bank statement have not been entered in the cash 

book. 
(c) A cheque drawn for ? 470 has been entered as a receipt. 

(d) A cheque for ? 180 has been returned by the bank but not written back in the cash book. 

(e) The opening balance should have been carried down as ? 14,700. 
(/) The cheques paid to supplier for ? 2,140, f 3,700 and f 300 have not yet been presented to 

the bank. 
(g) The last pay-in-slip of the month showing deposit of ? 15,420 has not yet been credited by 

the bank. 

(k) The bank has debited a cheque for f 720 by mistake to the company’s account. 

You are required to : 

(i) Rewrite the cash book for the month, March, 2016 and 
(ii) Prepare a statement reconciling the adjusted balance in the cash book with the balance 

as per the bank statement. 

 

SOLUTION 
CASH BOOK 
   

?
To Balance b/d 14,700 By Payments 1,55,200
” Receipts 1,50,730 ” Bank Charges 350
  By Party’s A/c 940
  ” Party’s (Cheque dishonoured) 180
  ” Balance c/d 8,760
 1,65,430 - 1,65,430

 

BANK RECONCILIATION STATEMENT
as on 31st March, 2016 

   

Revised Balance as per Cash Book Add: Cheques issued but not presented for 
payment 

 8,760

(? 2,140 + f 3,700 + f 300)  6,140
14,900

• Less : Amount deposited but not credited by bank 15,420  

Wrong debit in pass book 720

16,140

Overdraft as per Pass Book 
 

1,240
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TYPE VIII. When Adjusted Cash Book is to be prepared first and then Bank 
Recociliation Statement is to be prepared 

When adjusted cash book is to be prepared, then all those entries which affect the preparation of 
cash book as posting on wrong side, posting twice or omission of an entry in the cash book should be 
adjusted and new balance as per cash book is to be calculated. With this balance then bankjj reconciliation 
statement is to be prepared with reference to those items which create difference'1 between the balance as 
per cash book and pass book. 

ILLUSTRATION 13. Prepare Bank Reconciliation Statement as on 31st March, 2016 of 
Mr. Pandit from the following particulars after finding out the Adjusted Bank Balance as per 
Cash Book. 

(i) Bank overdraft as per Cash Book ? 3,500. 

(ii) Cheques issued but not encashed during the year ? 2,200. 

(Hi) Cheques deposited but not credited by Bank during the year ? 660. 

(rv) Bank charges not recorded in the Cash Book ? 150. 

(v) Cheques deposited as per Bank Statement not entered in the cash book ? 950. 

(vi) Interest charged by the Bank recorded twice in the Cash Book ? 450. 
(vii) Club dues on Mr. Pandit paid by Bank as per standing instructions not recorded in Cash 

Book ?100. 
(viii) Cheque issued by Mr. Pandit dishonoured ? 1,200. 

SOLUTION 

 

ADJUSTED CASH BOOK 
    

To Adjustment regarding  By Balance b/d 3,500 

interest (charged by Bank 
   

recorded twice in Cash Book) 450 
  

” Balance c/d 3,050   

 

3,500 
 

3,500 
 

BANK RECONCILIATION STATEMENT 
as on 31st March, 2016 

 
f

 

Overdraft as per Adjusted Cash Book  3,050 
Add: Cheques deposited but not credited by Bank 660  

Bank charges not recorded in Cash Book 150  

Club dues paid as per standing instructions 100

910 

3,960 
Less : Cheques issued but not encashed 2,200  

Cheques deposited but not entered in Cash Book 950  

Cheque issued by Mr. Pandit dishonoured 1,200

4,350 
 



 NT 

f
1,50

0

Bank Overdraft as per cash book on 30th April, 2016 f 2,000. 
Cheques issued but not presented for payment f 1,350. 
Cheques deposited but not yet collected by the banker T 560. 
Bank charges ? 80 made by the bank not yet entered in the cash book. 
Interest on investments collected by the bankers and credited in the pass book amounted 
to ? 950. 

[Overdraft as per Pass Book ? 340]. 
On 31st October 2015, the Cash Book of a trader showed a favourable balance of T 3,600 but 
the pass book showed a favourable balance of T 3,850. The difference was due to the following 
reasons : 

Interest on investment of T 75 was credited in pass book but no entry was passed in cash 
b k D bit f f 12 50 f b k h d t i i P b k b t t



 

From the following transactions prepare bank reconciliation statement of Sirisha as on 31-3-
2016. 

Bank balance as per cash book on 31-3-2016 was ? 6,000. 
Cheques issued, but not presented for payment f 4,850. 
Cheques deposited but not collected ? 12,650. 
Insurance premium f 250 ; Dividends on shares ? 150 were not shown in the cash 
book. f 13,450 being the payment on bills payable by the bank, appeared in the 
pass book only. 

[Overdraft as per Pass Book ? 14,350]. 
Prepare Bank Reconciliation Statement taking the following particulars of Sundaram’s Cash 
Book as on 31-3-2016, find out the Bank Balance as per Pass Book. 
(a) Bank Balance as per Cash Book (31-3-2016) f 10,000. 
(.b) Cheques issued but not presented for payment ? 3,000. 
(c) Cheques deposited but not collected by the Bankers ? 2,500. 
(,d) Bank charges f 50, charged by bank, but not recorded in the Cash Book.
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(B.Com. Nagarjui, 

Ans.
9.

Ans. 
10
. 

An
s. 
11. 

Ans. 
12. 

Ans. 
13
. 

WH
S 

(e) Interest on Investments collected by the Bankers and credited in the Pass 
Book only amoui r 1,600.
 (B
.Com. Kaka 

[Credit Balance as per Pass Book ? 12,050] 

Prepare a Bank Reconciliation Statement from the following particulars : 
Overdraft balance as per Bank Pass Book 8 
Cheques issued but not presented for payment 
Cheques deposited but not collected i 
Wrong debit in the Pass Book Interest and bank charges entered in Pass Book only Payments 
made under standing instructions recorded in Pass Book only. 
[Overdraft as per Cash Book f 6,750] 
From the following particulars prepare a statement showing how the difference between the 
Cash Bo™ balance and Pass Book balance is reconciled : 
Balance as per Pass Book (Credit) ? 36,000 ; Unpresented Cheques ? 1,54,000 ; Uncredited 
CheqiiH ? 16,000. 
In addition you ascertain that: 
(a) A cheque for f 2,500 paid to Sharma has been wrongly credited in cash column. 
(b) Debit side of the Cash Book (Bank Column) has been undercast by f 1,000. 
(c) Bank charges ? 750 has not been entered in the Cash Book. 
[ Balance as per Cash Book (Credit) 1,02,750] 
Prepare an amended Cash Book from the following particulars. 

(i) Bank Overdraft as per cash book on 31st December, 2015 was ? 5,800. 
(ii) The payments side of the cash book has been undercast by ? 500. 
(if/) A dividend of f 550 paid direct to the bank had not been recorded in the cash book. 

(iv) Cheques 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 book on 28th December 
2015 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 nol entry of the dishonour had been made in the cash book. 

[Amended Cash Book Overdraft f 6,650] 
Prepare a Bank Reconciliation Statement of Suneel as on 31st December 2015 : 
Balance as per Pass Book (Dr.) f 3,100 ; Cheques issued but not presented for payment f 1,000 
;■ Cheques paid in but not credited ? 2,500 ; Bank changes f 15. (B.Com. 
Osmaniam 
[Overdraft as per Cash Book ? 1,585], 
On 1st July 2016, the Pass Book of Anvesh showed an overdraft of f 7,540. On scrutiny with 
cash book,B the following discrepancies were found : 

(i) T 3,200 worth cheques deposited are not credited by the banker. 
(ii) Pass Book shows an interest of f 57 on overdraft. 

(Hi) f 1,500 worth of cheques issued are still not presented for payment. 

Prepare Bank reconciliation statement. (B.Com. 

Osmania)
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(b) A cheque deposited as per Bank statement but not recorded in the Cash Book ? 700. 
(c) Bills collected directly by Bank T 3,200. 
(d) Bank charges recorded twice in the Cash Book ? 30. (B.Com. Osmania, 2010 

Modiified) 
[Overdraft as per Pass Book f 12,330]  
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14. Prepare a Bank Reconciliation Statement as on 30-4-2015 : 
(a) B ank Overdraft as per cash book ? 15,000. 
(b) Interest on O.D. ? 150 entered the pass book only. 
(c) Cheque issued prior to 30-4-2015 for f 2,500 not presented for payment. 
(id) Interest on Investments collected by Bank for ? 500. (B.Com. Osmania,2015 
Modtified) 

15. On December 31,2015, the bank column of X & Co.’s Cash book showed bank balance of 
?9,550. On examination of the cash book and the passbook, the following points were noted : 
(a) Cheques issued but not presented up to December 31,2015 amounted to T 4,200. 
(b) Cheques deposited but not cleared up to December 31,2015 amounted to ? 2,800. 
(c) The bank directly paid insurance premium of f 1,400. 
(.d) Interest on deposits with the unit Trust of India f 1,200 was directly credited in the bank. 
(e) The customer deposited a cheque of f 3,000 directly in the bank. 
You are required to prepare a Bank Reconciliation statement as at December 31,2015. 

{B.Com. Rayalaseema, 2015 Modtified) 

LONG ANSWER TYPE 
1. Define a Bank Reconciliation Statement. How is it prepared ? Submit a proforma example of the 

same. 
2. What do you mean by a Bank Reconciliation Statement ? Explain the reasons on account of 

which the balance as shown by the Pass Book does not agree with the balance as shown by the 
Bank Column of the Cash Book. 

3. What is the Bank Reconciliation Statement ? Explain the various reasons for preparation of 
Bank Reconciliation Statement. 

OR 
“Balance as shown by Pass Book need not necessarily be the same as that of Cash Book”. 
Explain. 

4. What do you understand by Bank Reconciliation Statement ? Why and how is it prepared ? 
5. Discuss the importance of Bank Reconciliation Statement. 

IlilUllllllllllinillllllllllllllllllllllllllllll Practical Problems 

IBDUlilttUIUlllUllllllHDSIISI 
WHERE BOTH BALANCES ARE GIVEN 

1. Prepare a Bank Reconciliation Statement as on 31st March, 2016 from the following extracts 
from the Cash Book (Bank column only) and the Bank Pass Book. 
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CASH BOOK {Bank column) ____________________  

2016 
March 1 To Balance b/d 4,450

2016 
March. 1By Salaries 

?
2,800

” 4 ” Patel and Co. 700 ” 5” Cash 1,000
” 8 ” Kumar Bros. 400 ” 11” Smith & Co. 600
” 10 ” Rajesh Khanna 800 ” 15” Chatterjee Bros. 750
” 15 ” Ashok Kumar 1,000 ” 21” Sohan Singh 250
” 20 ” Sunil Dutt 900 ” 25” Cash 1,000
” 26 ” Prashant and Co. 1,500 ” 28” Pradeep Kumar 3,800
” 28 ” Satwant Singh 450 ” 31” Rent 650

” 31 ” Balance c/d 1,450 ” 31” Prabhat Works Ltd. 500
  11,650 ” 31

2016 April 
1

” Sunanda Verma By Balance 

300

11,650

1,450
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WHERE DEBIT BALANCE AS PER CASH BOOK IS GIVEN 
2. On 31st March, 2016 a merchant compared his Pass Book with his Cash Book and found the 

following I differences : 
(t) Cheques amounting to f 2,500 were paid in on 27th March, out of which cheques of the 

value I of ? 800 were credited in the Pass Book on 4th April. 
(it) Cheques totalling ? 4,000 were issued during the month of March out of which cheques 

of the [ value of ? 900 were debited in the Pass Book after 31st March. 
(iii) There was a debit of ? 20 for bank charges in the Pass Book. 
(i'v) There was a credit of f 50 in the Pass Book for interest on Current Account. 
(v) An entry of f 100 of a payment by a customer direct into the bank appears in the Pass 

Book. 
(vi) Bank column on the payment side of the Cash Book was found to be overcast by f 

1,000. 
(vii) Interest on investment amounting to f 200 collected by the bank appeared in the Pass 
Book. 
(viii) Insurance premium of ? 300 paid by the bank on behalf of the merchant appeared in the 

Pass Book. 
The merchant’s Cash Book disclosed a debit balance of f 7,579 on 31st March. Prepare a 

Bank Reconciliation Statement as on 31st March, 2016 Ans. [Balance as per Pass Book ? 8,709]. 
3. On 31st March, 2016, my Cash Book showed a Bank Balance of ? 5,700. On checking the Pass 

Book with the Cash Book, I found the following differences : 
(i) Cheques worth ? 1,500 were deposited by me in bank account on 28-3-2016, however, 

no credit was given until 31-3-2016. On 1-4-2016 bank gave credit of ? 1,500 and 
debited f 500 being return of one cheque. 

(it) I had issued cheques amounting to ? 1,000 before 31st March, of which I find ? 400 
have been debited in the Pass Book after 1st April. 

(iff) There is a credit of ? 75 for interest in the Pass Book which remains to be adjusted. 
(iv) I find a debit of ? 10 in respect of charges in the Pass Book, which I have adjusted in 

the Cash Book as on 31st March. 
(v) I find a debit in the Pass Book on 2nd April in respect of a cheque paid in by me on 31 

st March and which has been dishonoured. 
(vi) I find a debit of ? 15 in the Pass Book for interest on temporary overdraft. 

(vii) There is a debit of 400 in the Pass Book for interest on investments collected by the 
bank on my behalf. This has been adjusted in the Cash Book. 

(viii) A bill receivable for ? 700 discounted with the bank for ? 690 in February, 2016 has 
been dishonoured as on 31st March, 2016. 

(ix) I also find that a cheque for ? 70 which I had debited in bank account in my books has 
been omitted to be banked. 

A [B l P B k ? 3 090]

BANK PASS BOOK 

Date Withdrawal Amount Date Receipts Amowtm 
2016 

 
f 2016

 l\ 
April. 1 To Cash 2,000 April. 1By Balance b/d 3001 

” 3 ” Pradeep Kumar 3,800 ” 2” Sunil Dutt 900 
” 5 ” Prabhat Works Ltd. 500 ” 3” Kulwant Singh 4001 
” 7 ” Sunanda Verma 300 ” 5” Aarti Co. 650 1 
” 8 ” Pratap Studio 250 ” 6” Prashant & Co. 1,500 1 

   ” 7” Smith & Co. 850 
   ” 8” Satwant Singh 450 
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On 31st March, 2016 a merchant’s pass book showed a credit balance of T 5,400. A comparison 
of entries with the cash book revealed that he had paid in cheques of the value of f 600 on 30th 

March
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2016 out of which cheques amounting to ? 240 were credited in the pass book on 2nd April,
2016. He had issued cheques of t 1,500 before 31st March, but cheques amounting to f 515 
were debited to his account after 1st April 2016. There was a debit in the pass book of T 30 in 
respect of bank charges and credit of f 25 for interest on current account but it was not recorded 
in the cash book. 

Ans. [Balance as per Cash Book ? 5,130]. 
5. On 31st March, 2016 your Bank Pass Book showed a balance of ? 12,000 to your credit. Before 

that 
date you issued cheques of ? 1,600 to your customers but they have not presented them for
payment. You had also received a cheque for f 320 which although entered by you in the bank 
column of the Cash Book was omitted to be paid into bank. On 31st March, a cheque of f 500 
received by you was paid into the bank but the same was omitted to be entered into the Cash
Book. There was a credit of f 170 for interest on Current Account and a debit of ? 20 for bank
charges. Draw up a Reconciliation Statement showing adjustment between your Cash Book and 
Bank Pass Book. (B.Com. 
Osmania) 

Ans. [Balance as per Cash Book f 10,570]. 
6. On 31st March, 2016 the Pass Book of Messrs. Thin and Short showed a balance of ? 2,000 at

the bank. They had sent cheques amounting to f 10,000 to the bank before 31st March, but it 
appears from the Pass Book that cheques worth f 9,000 had been credited before that date 
Similarly out of cheques for f 5,000 issued during the month of March, cheques for ? 4,000
were presented and paid in April. The Pass Book also showed the following payments : 

(a) f 320 as premium (on the Joint Life Policy) according to standing instructions, and (.b) f 
2,000 against a promissory note as per instructions. The Pass Book showed that the bank had 
collected ? 1,800 as interest on Government securities. The bank had charged as interest ? 50 
and incidental expenses f 20. There was no entry in the Cash Book for the payments, interests 
etc. A bill sent for collection was returned dishonoured on 28th March amounting to f 600. 

Prepare the Bank Reconciliation Statement as on 31st March, 2016. 
Ans. [Overdraft as per Cash Book ? 410]. 

CREDIT BALANCE (OR OVERDRAFT) AS PER CASH BOOK IS GIVEN 
7. From the following particulars, ascertain the bank balance as per pass book of Banarsi Dass as

at 31st March 2016: 
(a) Credit balance as per cash book on 31st March, 2016 was ? 1,500. 
(,b) Interest charged by the bank upto 31st March, 2016 ? 50 is recorded in the pass book. 
(.c) Bank charges of f 12.50 made by the bank were also recorded only in the pass book. 
(,d) Cheques paid into Bank of ? 2,500 but cheques of f 1,875 only were cleared and credited by 

the bankers. 
(e) Two cheques of f 750 and ? 1,500 were issued but out of them only one cheque of ? 750 was 

presented for payment upto 31st March. 
(/) Dividend on shares f 450 was collected by the bankers directly for which Banarsi Dass did 

not have any information. 
Ans. [Overdraft as per Pass Book ? 237.50]. 

8. Prepare a Bank Reconciliation Statement from the following particulars : 
Sunder Lai & Sons find the Bank Balance shown by their Cash Book on 31st December, 

2015 t 10,500 (Credit), but the Pass Book shows a difference due to the following reasons : 
(a) Cheque No. 51 for ? 540 in favour of A has not yet been presented. 
(b) A post-dated cheque for f 300 has been debited to the bank account in the Cash Book, but it 

could not be presented for payment. 
(c) Four cheques toalling f 1,200 sent to the bank for collection have not yet been credited,
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On checking Surendra’s Cash Book with the Bank Statement of his account for the month of
Marti 2016 you find the following : 
(a) 
Cb
) 
(c) 

(e) 
(f) 

(g) 
(h) 
(0 

Cash Book showed on overdraft of X 4,500. 
The payment side of the Cash Book has been undercast by X 150. 
A cheque for X 750 drawn on his savings deposits above has been shown as drawn on 
cunel account. 
Under instructions from Surendra the Bank had transferred interest X 900 from his 
deposit accom to his current account on 3rd April, 2016. This amount had, however, 
been taken in the Cash Boot before 31st March, 2016. 
Cheques amounting to X 7,500 drawn and entered in the Cash Book had not been presented. 
Cheques amounting to X 6,000 sent to the Bank for collection, though entered in Cash Book 
had not been credited by the Bank. 
Bank charges of X 75 as per Bank Statement of account had not been taken in the Cash 
Book. Dividends of the amount of X 3,000 had been paid direct to the Bank not entered in 
the Cash Book., 
A cheque issued to Rafiq for X 200 was replaced when out of date. But it was entered in the 
G Book again and no other entry having been recorded. Both cheques were also included in 

the tol of cheques issued but not presented as shown above. 
You are required to arrive at the Balance as it would appear in the Bank Statement as on 31st March! 

2016. 
Ans. [Overdraft as per Pass Book X 375]. 

WHERE OVERDRAFT (OR DEBIT BALANCE) AS PER PASS BOOK IS GIVEN 
10. The Bank Pass Book of a trader showed an Overdraft for X 4,500 on 31st March, 2016 and a 

difference was noted when compared with the balance as per Cash Book. On a careful scrutiny 
the following facts | were noticed : 
(a) Cheques deposited for X 7,500 but were not credited by the Bank before 31st March, 2016. 
(b) Cheques issued for X 3,850 were presented for payment on 4th April, 2016. 
(c) Bank column total of Debit side of the Cash Book folio 36 for X 65,950 was carried 

forward to the next folio as X 56,950. 
(d) Withdrawal Column of the Bank Pass Book was added X 600 excess. 
(e) A cheque for X 3,500 withdrawn from Bank but recorded in the Cash Book as X 5,300. 
(/) Bank charges 7 150 debited by the Bank but not recorded in the Cash Book. 

You are required to prepare a Bank Reconciliation Statement (without preparing amended 
Cash I Book) as at 31st March, 2016 and ascertain the balance as shown by the Cash Book on 
that date. 

Ans. [Overdraft as per Cash Book X 10,900]. 
11. Prepare Bank Reconciliation Statement on 30th November 2015 from the following information 

of Mr. Merchant: 
(a) Balance as per pass book on 30-11-2015 overdraft X 20,000. 
(b) On 5-10-2015, Mr. Merchant deposited a cheque for collection of X 1,000 and made entry 

in the cash book, appears in the pass book on 6-12-2015 at X 990. 
(c) Cheque issued to patties but not presented for payment till 30-11-2015 are of X 525, ? 835 



 

(g) Cheques deposited for collections on 30-11-2015 but returned dishonoured on 6-12-2015 of 
X 945. 
Ch) Bankers have made mistake in balancing by showing overdrawn balance in excess by X 

1,000 on 30-11-2015 which was returned rectified at Bank Pass Book on 7-12-2015 when 
notified. 

Ans. [Overdraft as per Cash Book X 11,010]. 
12. A firm has two Bank Accounts, Account No. I and Account No. II. Following particulars 

relating to Account No. I are available as on 31st March, 2016.  



 

Ans. 

(yii) 
(via) 

?
6,000
800
50
200

900
400

? 



 

and15. Perfect Private Ltd. has two accounts with Ever Bank Ltd. The accounts were known as “Account 
I’ “Account II”. As at March 31,2016, the balances as per A/c books reflected the following : 

Account I—? 1,25,000 Regular Balance. 
Account II—? 1,11,250 Overdraft Balance. 
The Accountant failed to tally the balance with the Pass Book and the following information 

was available: 
(a) The bank has charged interest on Account II f 11,375 and credited Interest on Account I ?

1,250. These were not recorded by the Accountant. 
(b) ? 12,500 drawn on March 30,2016 from Account I was recorded in the books of Account

30.000 
8,000 
4,000 

14.0  
800 

6,000 

20 

Cheques deposited but not yet credited by bank 
Cheques dishonoured and debited by Bank but not given effect to in the ledger. 
Bank charges debited by Bank, but Debit Memo not received from Bank 

Interest on overdraft excess credited in the Cash Book Wrongly credited by Bank to 
the Account, deposit of some other party Cheques issued but not presented for 
payment You are required to prepare a Bank Reconciliation Statement as on 31-3-
2016. 
[Balance as per Cash Book ? 130]. 
Prepare Bank Reconciliation Statement from the following data as on 31-3-2016 : 

(j) Balance as per Pass Book on 31-3-2016 overdrawn ? 9,204. 
(if) Cheques drawn on 31-3-2016 but not cleared till March 2016 ? 3,225, ? 745 and ? 926. 
(Hi) Bank overdraft interest charged on 28-3-2016 not entered in the Cash Book ? 1,610. 
0'v) Cheques received on 26-3-2016 entered in the Cash Book but not deposited to Bank till 

3rd April, 2016 f 11,322 and ? 1,730. 
(v) Cheque received amounting to ? 35 entered in Cash Book twice. 
(vi) Bill receivable was sent to Bank for collection on 28-3-2016 and was entered in the Cash 

Book forthwith but the proceeds were not credited in Bank Pass Book till 3rd April, 2016 
? 2,980. 
A periodic payment by Bank of ? 80 under standing instruction not entered in the Cash 
Book. Cheques deposited on 30th March 2016 dishonoured but the entry for dishonour 
was not made in the Cash Book ? 1,890. 

[Dr. Balance as per Cash Book ? 5,547], 

MISCELLANEOUS PROBLEMS
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2,000 2,000

(f) Cheques issued for f 1,50.000 and f 15,000 respectively from Account I and Account II were 
not presented until April 5,2016. 

(g) Cheques deposited f 1,25,000 and f 1,17,500 in Account I and II respectively, were credited 
by Bank only on May 2,2016. 

You are required to prepare the Bank Reconciliation Statement for Accounts I and II. 
Ans. [A/c No. I—Cr. Balance as per Pass Book ? 1,56,100 ; A/c No. II—Overdraft as per Pass Book 

? 2,31,250]. 
16. On 31st March 2016, a trader compared his Pass Book with his Cash Book and found that all items 

agreed except the following : 
(a) Cheques drawn and entered in the Cash Book, totalling ? 3,172 had not been presented at the 

Bank. 
(b) An outstation cheque for f 175, lodged the previous day did not appear in the Pass Book. 
(c) The Pass Book showed an item of interest (T 70) on overdraft, not entered in the Cash Book. 
(d) In March the trader had discounted with the Bank a bill of exchange for T 1,200 and had 

entered this amount in his Cash Book; but the proceeds credited, as shown by the Pass Book, 
amounted to ? 1,193. 

The trader’s Cash Book disclosed a bank overdraft of ? 2,198 on 31st March 2016. 
(a) What balance the Pass Book showed on the same day, and 
(b) What would be the balance of his Cash Book after making the necessary additional entries ? 

Ans. [(a) Cr. Balance ? 722 ; (b) Cr. Balance ? 2,275]. 
 

All receipts are banked and payments made by cheques. On the investigation you discover : 
1. Bank charges of f 200 entered the bank statement had not been entered in cash book. 
2. Cheques drawn amounting to f 2,000 had not been presented to the bank for payment. 
3. Cheques received totalling f 1,000 had been entered in the cash book and paid into bank, but 

had not been credited by the bank until April, 2016. 
4. A cheque for ? 50 had been entered as a receipt in the cash book instead of as a payment. 
5. A cheque for ? 300 had been debited by the bank by error. 
6. A cheque drawn for ? 60 had been incorrectly entered in the cash book as ? 660. 
7. The balance brought forward should have been ? 700. You are required to : 

(a) show the adjustments required in the cash book, and 
(b) prepare a Bank Reconciliation Statement ascertaining the bank balance as per Pass Book 

as on 31-3-2016. 
Ans. [(a) Overdraft ? 100, (b) Cr. Balance as per Pass Book T 600]. 

18. The Cash Book of Mehta showed a balance of ? 5,380 on 31 st March 2016 at the Bank. This figure 
did not agree with the bank Pass Book. A comparison of the two revealed the following : 
(a) The bank has debited Mehta with f 960, the annual premium on his life policy according to his 

standing instructions and with f 30 as bank charges. 
(b) The bank has credited Mehta by f 1,400, the proceeds of a bill. 
(c) Mehta paid in cheques totalling f 2,100 on 26th March, of which those for f 1,560 were 

collected in March and one for f 150 was returned as dishonoured on 31st March, which 
Mehta received on 2nd April, 2016. The cash collection on 31st March, 2016 totalling f 610 
was entered in the Cash Book in the Bank Column on the same day but it was banked on 2nd 

    

Receipts 1,500 Balance b/f 800 
Balance c/d 500 Payments 1,200 

17. Following is the summary of a cash book as presented to you for the month of March, 2016. 
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the Balance sheet and then prepare the Bank Reconciliation Statement. 
Ans. [Adjusted Cash Book Balance f 5,640 ; Cr. Balance as per Pass Book ? 5,490].
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Two main objectives of maintaining accounts are to find out the profit or 
loss made by the business at the end of regular periodic intervals and to 

ascertain the financial position of the business on a given date. 
Before knowing how to prepare final accounts, it is desirable to learn the distinction between capital 

and revenue items, rectification of errors and depreciation. 

The proper distinction between capital and revenue as regard to expenditure, payments, profits, 
receipts and losses, is one of the fundamental principles of correct accounting. It is very essential that in 
all cases this distinction should be rigidly observed and amounts rightly allocated between capital and 
revenue. Failure or neglect to discriminate between the two will falsify the whole of the results of 
accounting. For example, plant may be purchased and charged to the Purchases Account ; additions may 
be made to the premises and debited to Repairs Account; some of the fixed assets may be sold and the 
proceeds treated as profits. In each case both the Profit and Loss Account and Balance Sheet would be 
inaccurate and misleading. These and similar mistakes are very easily made and if undetected would soon 
render the accounting useless as a record of financial results. As all revenue items go to the Trading and 
Profit and Loss Account and all capital items to the Balance Sheet, it is necessary that the proper 
distinction should be made between capital and revenue while preparing the final accounts of a business 
at the end of a trading period. 

It is very difficult to give a clear cut rule as to the distinction between the capital and revenue 
expenditure. However, the following rules may serve as a guide for making distinction between capital 
and revenue expenditure: 

® Capital Expenditure 
It consists of expenditure the benefit of which is not fully consumed in one period but spread over 

several periods. It includes assets acquired for the purpose of earning and not for resale, improving and 
extending fixed assets, increasing the earning capacity of the business and raising capital for the business. 
Purchase of new plant, additions to the building, cost of removing the business to more spacious and 
better, suited premises, brokerage and commission paid for procuring long term loans are few examples 
of such expenditure Such expenses are taken to Balance Sheet and are determined by the fact whether:
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(i) the expenditure made is for the purpose of acquiring fixed assets and in placing the businei in 
a position in which it can commence or continue operation ; 

(if) the expenditure results in some more or less long term benefit to the business; 
(HI) expenditure increases the earning capacity of the business or reduces working expense! 

Prima-facie it must be established whether the expenditure results in the acquisition of 
permanent asset and that the asset is to be used for the purpose of earning revenue. Supposes 
permanent asset has been acquired for the business and that in addition to the cost of the 
asset! certain other expenditures were incurred on account of installation and erection etc., 
and travelling expenses for a trip abroad for the purchase of the asset. The cost of the asset is 
a capital expenditure, no doubt, but other expenditures are also capital as these are incurred! 
direct in connection with the acquisition of a permanent asset. 

© Some Examples : 
1. Purchase of land, building, plant and machinery, furniture, vehicles and any other fixed asset. 
2. Cost of replacing a petrol driven engine to a diesel driven engine. 
3. Expenditure incurred for increasing the sitting accommodation in a cinema hall or restaurant. I 
4. Amount spent on erection of plant and machinery. 
5. Expenditure incurred for acquiring some right to carry on business, e.g., copyright, goodwill, 

trade mark, patent rights etc. 
6. Expenditure incurred for reconditioning an old fixed asset. 
7. Expenditure incurred on major repairs and replacement of plant and machinery or any other 

fixed asset which results in increased efficiency. 

© Revenue Expenditure 
It consists of expenditure incurred in one period of account, the full benefit of which is consume! in 

that period. It includes purchasing assets required for resale at a profit or for being made into saleable 
goods, maintaining fixed assets in good working order, meeting the day-to-day expenses of carrying on 
business. Cost of goods, raw materials and stores, replacements, renewals, repairs, depreciation of the 
fixed assets, rent, rates and taxes, wages and salaries, carriage, insurance and other; trade expenses are 
few examples of such expenditures. Such items appear in the Trading and Profit and Loss Account and 
may be determined from the test as to whether the expenditure made is incurred for the maintenance of 
the earning capacity or for the upkeep of fixed asset in an efficient condition. For example, the 
expenditure incurred for the purpose of purchasing goods for resale, in selling those1 goods and in 
connection with administering and carrying a business are revenue expenditures. 

© Difference Between Capital Expenditure and Revenue Expenditure 1
 
 

Capital Expenditure 

It results in acquisition of fixed assets which are 
meant for use and not for resale. The assets 
acquired are used for earning profit as long as they 
can serve the purpose of the business and sold 
only when they become unfit or obsolete for 
business. 
It results in improving the earning capacity of the 
fixed assets, e.g., over-hauling the machinery for 
improving the business by increasing the earning 
capacity of the machinery. 

Revenue Expenditure 

It does not result in acquisition of any fixed asset.1 

This expenditure is incurred for meeting the day- 
to-day expenses of carrying on operations of 
business. 

I 
It results in maintenance of business assets such 
as repairs and maintenance of machinery, it is 
helpful in maintaining the existing capacity of the 
asset.
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3. It represents unexpired cost i.e., cost of benefit
to be taken in future. 

4. It is a non-recurring expenditure.
5. The benefit of such expenditure will be for more

than one year. Only a portion of such
expenditure known as depreciation is charged to
Profit and Loss Account and balance amount of
such expenditure unless it is written off is shown
in the Balance Sheet as an asset. 

6. All items of capital expenditure which are not
written off are shown in the Balance Sheet as
assets and are carried forward to the next year. 

It represents expired cost i.e., benefit of cost has 
been taken. 
It is a recurring expenditure. 
The benefit of such expenditure expires during the
year and the amount is charged to Revenue Account,
'{i.e., Trading and Profit and Loss Account) of the
same year. 

All items of revenue expenditure the benefit of which
has exhausted during the year are transferred to
Trading and Profit and Loss Account and the
accounts representing such items are closed by
transferring them to Trading and Profit and Loss.
Such items are not carried forward to the next year
because their benefit has been taken during the
year. Only a portion of the deferred revenue
expenditure, (i.e., heavy advertisement) the benefit
of which has not expired during the year is carried
forward to the next year ______________________ 

0 Revenue Expenditure Becoming Capital Expenditure
Following are some of the examples of revenue expenditure becoming capital expenditure : 
1. Repairs. They are usually a revenue charge, but if we purchase a second hand plant and pay for

immediate repairs necessary to make it efficient for our purpose, then such repairs become capital
expenditure and must be added to the plant as part of its cost. 

2. Wages. They are revenue item, but the wages paid to workmen to erect and fit some new
machinery, the firm has bought, must be considered as an addition to the cost of the machinery. Similarly
wages of workmen employed in the construction of any fixed asset are capital expenditure and must be
treated as part of the cost of the asset. 

3. Legal Expenses. They are revenue charge, but the legal expenses incurred in connection with the
purchase of fixed asset must be treated as a part of the cost of the asset. 

4. Transport Expenses. They are usually a revenue charge but payment made for transporting any
plant and machinery is added on as part of the cost of plant and machinery. 

5. Interest on Capital. Such interest, if paid, during the construction of works or buildings or plant
may be capitalised. 

6. Raw Materials and Stores. They are usually a revenue charge but if consumed in making of a
fixed asset, must be treated as a part of the cost of the asset. 

7. Carriage and Freight. Such expenses in connection with the acquisition of a fixed asset are
capital expenditure. 

8. Advertising. The cost of special advertising undertaken for the purpose of introducing a new line
of goods may be treated as capital expenditure as the benefit of such advertising will be available in
future also. 

9. Development Expenditure. Some concerns such as tea and rubber plantations, horticulture,
collieries etc. require a very long period of development before they can begin to earn any income. All
such expenditure incurred during the period of development is called as development expenditure and
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 _________ Capital Receipt ____________ 
It is the amount realised by sale of fixed assets
or by issue of shares or debentures. 

___________ Revenue Receipt ____________ 
It is the amount realised by sale of goods or
rendering of services. 
It is a receipt in substitution of an income.

© Deferred Revenue Expenditure 
It is expenditure which would normally be treated as revenue expenditure but it is not written off I in 

one period as its benefit is not completely exhausted in the year in which it is incurred or is of a non-1 
recurring and special nature and is large in amount. It may be spread over a number of years, a 
proportionate amount being charged to the Profit and Loss Account of each year and the balance is 1 
carried forward to subsequent years as deferred revenue expenditure and is shown as an asset in the I 
balance sheet. Suppose for an advertisement campaign a sum of ? 20,000 has been spent and the I benefit 
of this campaign does not exhaust in the year, the expenses made should be spread over the I estimated 
years during which the benefit is to be derived. Such expenditures are called deferred I revenue 
expenditures. The determining factor, therefore, is whether the particular revenue expenditure I has the 
element of deriving benefit over some years and that the benefit does not exhaust within the I particular 
accounting year. 

The basis of charge should usually be proportionate to the benefit consumed/reaped. The deferred I 
revenue expenditure not yet written off is shown on the assets side of the balance sheet. 

Deferred revenue expenditure is revenue in character but: 
(i) the benefit of which is not exhausted in the same year; or 
(ii) is applicable either wholly or in part to the future years; or 

(Hi) is accidental and heavy and it is not prudent to charge against the profit of one year. 
Deferred revenue expenditure may be classified into the following four categories : 

(0 Expenditure where a portion of the benefit has been derived within the accounting period, the 
balance yet being unused and therefore, shown in the balance sheet as an asset e.g. special 
advertising expenditure for a new product. 

(ii) Expenditure in respect of service rendered which for any sound reason is considered as an asset 
or more properly not considered to be allocable to the accounting period e.g. cost of 
experiments, discount on issue of debentures etc. 

(iii) Amounts representing loss of an exceptional nature e.g. property confiscated in a foreign 
country, loss on uninsured assets, etc. 

© Capital Profit and Revenue Profit 
Capital profit is a profit made on the sale of a fixed asset or a profit earned on getting capital for the 

business. For example, if the shares having an original cost of f 4,000 are sold for ? 5,000, the profit of ? 
1,000 thus made is capital profit. Similarly, premium received on the issue of shares and debentures is 
capital profit. Capital profits should not be transferred to the Profit and Loss Account but should be 
transferred to Capital Reserve which would appear as a liability in the Balance Sheet. Revenue profit, on 
the other hand, is a profit made by trading e.g., profit on sale of goods, income from investments, discount 
received, commission earned, rent received, interest earned etc. Such profits are taken to Profit and Loss 
Account. 

© Capital Receipts and Revenue Receipts 
Capital Receipts in a business comprise capital invested in the business, loans and the proceeds of 

sale of the assets etc. On the other hand, revenue receipts in a business are cash from sales, discount 
received, commission, interest on investments, transfer fees etc. Revenue receipts are transferred to Profit 
and Loss Account while capital receipts affect the Balance Sheet. 

Following are the main distinctions between the two : _________________________________  

2. It is a receipt in substitution of a source of income.





 

 

® Capital Losses and Revenue Losses 
Capital losses are those losses which occur on selling fixed assets or raising share capital. For 

example, if investments having an original cost of ? 20,000, are sold for f 16,000 ; there will be a capital 
loss of ? 4,000. Similarly when the shares of the face value of ? 100 are issued for ? 90 (i.e., at a 
discount), the amount of discount i.e., ? 10 per share, will be a capital loss. Capital losses should not be 
debited to Profit and Loss Account but may be shown as an asset in the Balance Sheet. As and when 
capital profits arise, these losses are met against them. If however, the capital losses are large, they are 
spread over a few years, a proportionate amount being charged to Profit and Loss Account and the 
balance being carried forward as an asset to be written off in future years. But if the amount of such losses 
is negligible they are debited to the Profit and Loss Account of the year in which they occur. 

Revenue losses are those losses which arise during the normal course of business, i.e., in trading 
operations such as losses on the sale of goods. Such losses are debited to Profit and Loss Account. 

IlIBBIIIBIIlllBllMlllll Questions 
SHORT ANSWER TYPE 

1. Why distinction between Capital and Revenue items is important ? 
2. Distinguish between Capital Expenditure and Revenue Expenditure. 
3. What is Deferred Revenue Expenditure ? 
4. Distinguish between Capital Receipts and Revenue Receipts. 
5. Distinguish between Capital Loss and Revenue Loss. 

LONG ANSWER TYPE 
1. Why is the distinction between capital and revenue of great importance in Accounting ? State 

the considerations which would guide you in deciding whether a particular item should be 
regarded as of capital or revenue nature. 

2. Give some examples of revenue expenditure becoming, under certain circumstances, capital 
expenditure. 

3. State the criteria you would use for distinguishing between Capital Expenditure, Revenue 
Expenditure and Deferred Revenue Expenditure ? Give suitable examples. 

4. Briefly explain and illustrate the difference between (a) Capital receipts and Revenue receipts ; 
(b) Capital payments and Revenue payments ; (c) Capital profits and Revenue profits ; (d) 
Capital losses and Revenue losses and (e) Capital expenditure and Revenue Expenditure. 

5. The line of distinction between capital expenditure and revenue expenditure is thin and in the 
final analysis all expenses-whether capital or revenue-get recovered from profits and hence no 
special effort need be taken to distinguish between the two. Do you agree to the above ? 
Discuss. 

6. Explain deferred revenue expenditure with examples. 
7. What is capital expenditure ? Illustrate your answer by giving five examples. 
8. State the factors that you will taken into consideration in allocating the expenditure as Capital 

and Revenue. 

wmmm Practical PnMems

CAPITAL AND REVENUE IV/1-5

t is the amount received for surrender of certain rights 
under an agreement as a capital asset is being given up 
in the form of these rights.

It is the amount received as compensation under an 
agreement for the loss of future profits. 
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(d) ? 1,50,000 paid for excise duty on sugar manufactured. 
(.e) f 50,000 invested in Government Loan. 
(f) f 60,000 spent on the construction of railway siding. 
Hints, [(a) Revenue Profit f 4,750 ; (b) f 20,000 Capital Receipt, ? 2,500 Deferred Revenue I 
Expenditure; (c) f 75,000 Capital Expenditure and f 450 Revenue Expenditure; (d) Revenue 1 
Expenditure ; (e) Capital Expenditure, (/) Capital Expenditure]. 

2. Explain with reasons whether the undermentioned items appearing in the books of a 
manufacturing j| concern are ‘capital’ or ‘revenue’. 
(0 Legal expenses incurred in raising a debenture loan, (ii) Legal expenses incurred in an 

action for ! infringement of its trade mark. (Hi) Profit realised on the sale of investments, 
(iv) Labour welfare ] expenses, (v) Subsidy received from State Government. 

Ans. [Capital Expenditure : (i), Revenue Expenditure : (it), (iv); Capital Receipt : (iii); Revenue 
Receipt: (v)]. 

3. Classify the following expenses between Capital and Revenue, stating reasons in each case: 
(i) A petrol-driven engine of a passenger bus was replaced by a diesel engine, (ii) 

Expenses incurred on research for a particular product which ultimately did not result in 
success, (iii) Expense incurred for shifting the work to new premises having better facilities, 
(iv) Cost of re-painting the factory shed, (v) A sum of f 15,000 was expended by a large factory 
for overhauling its entire machinery which resulted in adding three years to its working life, 
(vi) Legal expenses incurred to raise a loan, (vii) f 1,500 embezzled by the accountant of a 
company and ? 50,000 embezzled by its Managing Director. (viii) f 2,000 paid as compensation 
to an injured person in an accident with the motor of the company. (ix) T 3,50,000 received 
from the sale of investments which were purchased for ? 2,50,000 a few years before, (x) ? 
80,000 was the cost of constructing a school building meant for the children of employees for 
which f 25,000 was received from Government as grant in aid. (xi) ? 15,700 was the book value 
of electric installation destroyed by lightning and it was rebuilt at a cost of f 56,000. (xii) f 
25,000 was the amount of premium received on the issue of shares. 

4. Distinguish between Capital and Revenue with reference to the following : 
(i) Brokerage and Stamp Duty on purchase of investments, (ii) Wages expended on 

erection of machinery, (iii) Amount expended on repairs to a second hand engine in order to 
put it in working order. 
(iv) Expenditure incurred on white-washing and ordinary repairs to a building purchased 
recently. 
(v) Amount expended on seating, decorating, carpets, and electric fittings in a theatre, (vi) 
Legal charges incurred in purchasing landed property, (vii) Legal charges incurred in an 
income-tax appeal, (viii) A building was purchased for ? 45,000 and the cost of the renovation 
amounted to f 15,000. (ix) f 460 was paid for municipal taxes in respect of the building, (x) The 
company received ? 2,500 as commission for acting as an agent for Government. 

5. The Building Account of Shaheed Bhagat Singh College stands in the books at f 17,50,000. The 
undermentioned expenses were incurred on the building during the year. You are asked to state 
how these items will be treated in the books : 

(i) Construction of a students common room, f 50,000. (ii) Repairs to the students benches 
and tables, ? 4,500. (iii) White-washing the building, ? 6,500. (iv) Pulling down an old 
structure and rebuilding it, ? 40,500. 

6. Given below are a few transactions of a sugar mill company. State with reasons whether they 
are capital or revenue: 

(a) Acquired 200 bighas of land for an agricultural farm at annual rent of f 1,500 and paid 
? 100 per bigha as nazrana. (b) Expended T 5,600 in purchasing farm animals and 
implements, (c) Cost of pucca water drains constructed on the land ? 3,750. (d) Two bullocks 
costing T 1,250 were killed by lightning, (e) Canal irrigation charges paid to Government, ? 
250. (f) Besides sugarcane, other crops valued at ? 25,000 were produced. 

7. (a) When will the undermentioned transactions be treated as capital expenditure and revenue
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Ans. [(i) Revenue Expenditure but if incurred on purchase of assets then capital expenditure, (if) 
Revenue/ Capital Expenditure as (i); (iii) Revenue/Capital Expenditure as in (/); (iv) Revenue 
Expenditure (v) Revenue Expenditure (vi) Capital Expenditure (vii) Revenue Expenditure 
(viii) Capital Expenditure.] 

(b) Do you consider the following to be Capital, Revenue or Deferred Revenue item ? Give 
reasons. 
(/) Legal expenses incurred for abuse of trade mark. 
00 Cost of experimenting with a new product which did not result in success. 
(iii) The customs authorities confiscated imported plant & machinery worth ? 25,000 for 

nondisclosure of material facts. 
0'v) Repairs for a motor truck purchased second hand before putting the same to use. 

Ans. [(*) Revenue (ii) Deferred Revenue item (iii) Deferred Revenue item as no capital is created 
(iv) Capital item]. 

8. A newly set up manufacturing concern has incurred various types of expenses during the 
construction period, e.g., (i) Travelling expenses of directors for a trip abroad for purchasing 
capital goods, 
(ii) Salaries and Wages paid to technical staff for erection of machineries (iii) Salaries and wages 
paid to non-technical staff, (iv) Miscellaneous expenses such as Rent, Stationery, Postage and 
Telegram, etc. The Factory is still under construction. The company desires to capitalise the above 
expenses. Justify the reasons. 

Ans. [(6) (i) & (ii) Capital Expenditure ; (iii) & (iv) Capitalised as part of Construction Cost]. 
9. Mahi Pal and Mahinder Kumar own and operate a brickyard and the books show the following 

results for the year ended December 31,2015. 

 

You are informed by the Management that the above figures are distorted by the inclusion of 
the costs of construction during the year of an additional kiln and you are required to make the 
necessary adjustments. 

It is ascertained : 
(a) that 10,00,000 of the bricks made during the year were used in the construction of the new 

kiln ; 
(b) that no accurate records has been made of wages spent on the new kiln ; and workmen had 

worked part of their time on the building of the new kiln and part on the ordinary work of 
brick making ; 

(c) that the wages cost for making 1,000 bricks (including spoilage) in the previous year was ? 30 
and that the wages rates during the current year had gone up by 10 per cent; 

(d) that in the current year 5,000 bricks were spoiled in the course of manufacture ; 
(e) that f 3,330 of salaries, f 74,000 of the cost of stores and ? 2,660 of the Head Office expenses 

were properly attributable to the new kiln, the balance of Head Office expenses being selling 
expenses:

BRICKYARD ACCOUNT
    

To Stock on 1st January, 2015  By Sales (4035,000 Bricks) 2,46,867
(2,00,000 Bricks) 9,334 By Stock on 31st Dec. 2015  

To Wages 1,98,267 (3,00,000 Bricks) 16,000
To Stores 1,01,333 By Balance being loss 136333
To Fuel 52,733   

To Salaries 11,333   

To Head Office 16,400   

 3,89,400  3,89,400
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No. of Amount 1 
 Bricks ? 
Stock on 1st January, 2015 50,000 3,000 i 
Wages — 82,000 
Salaries of office staff — 10,000 
Coke, Stores etc. — 50,000 
Royalty, Rates and other Expenses — 12,500 
Sales 8,00,000 1,20,000 ! 
Stock as on 31-12-2015 60,000
Bricks spoilt 40,000  __ 

Bricks used for construction of a new kiln 6,50,000 —
 

Wages cost for manufacture of bricks this year were higher by 10% as compared to the last 
year when they amounted to ? 48,000. Last year 13.5 lakh bricks were sold, 25,000 bricks were 
damaged and I stock of bricks on 1-1-2014 was 2.25 lakh 

? 20,000 out of stores, wages other than for the manufacture of bricks, salaries of ? 2,500
and ! expenses of f 6,500 are all relatable to the construction of the new kiln. You are requested
to ascertain ] the cost of the new kiln. 
[? 93,750]. 
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Every concern is interested in ascertaining its true profit and financial position at the close of the trading
year. But inspite of the best efforts of the book-keeper and the accountant certain errors are

 

 

 

 

 

committed in the recording of the transactions which affect the final accounts of the concern. It, 
therefore, becomes utmost important for the book-keeper and the accountant to locate such errors and 
rectify them so that correct profit and financial position of the concern may be ascertained. So whenever 
errors in accounting records come to notice, they should be rectified without waiting till the end of the 
accounting year when Trial Balance is to be prepared. 

© Meaning of Rectification of Errors 
Errors in accountancy are not rectified by striking off the wrong figures and replacing it by the 

correct one. It is better to pass an appropriate entry for rectification of mistake to neutralise the effect of 
error and to bring the correct position. Thus the objectives of rectification of errors are as follows : 

(a) Preparing correct accounting records. 
(b) Ascertaining correct profit or loss for the accounting period by preparing the Profit and Loss 

Account with the correct figures. 
(c) Exhibiting a true financial position of the concern on a particular date by preparing the Balance 

Sheet with correct accounting data. 
From the point of view of rectification of errors, errors can be divided into two types : 

(i) Errors affecting one account only (or that affect the agreement of the Trial Balance). 
(ii) Errors affecting two or more accounts (or that do not affect the agreement of the Trial Balance). 
Errors which affect only one account can be (a) errors of posting, (b) errors of casting, (c) errors of 

carry forward, and (d) errors of omission of balance of any account in the trial balance. 
Errors affecting two or more accounts can be (a) errors of posting to wrong account, (b) errors of 

omission and (c) errors of principle. 
Errors in accounts may be discovered at different stages and require rectification. These can be 

discovered : 
(0 before the preparation of the Trial Balance 

(ii) after the preparation of the Trial Balance but before the preparation of the final accounts. 
(Hi) after the preparation of the Trial Balance and final accounts. 

0 Methods of Rectification of Errors 
Following methods may be used for the rectification of errors : 

1 By striking off wrong figure and replacing it by a correct one. For example the cashier pays ?

last
year ed

and
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Rectification of Errors 
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Erasing of figures should be discouraged as it gives the impression of fraud. Wrong figure should be 

struck off and correct figure should be written above the wrong figure by drawing a straight line over the 
wrong figure as it has been demonstrated above. 

This method of rectification can be applied when the error is detected in the subsidiary book and the 
entry has not yet been posted in the ledger. This method should be avoided as far as possible because it 
gives chances of fraud. 

2. By passing a journal entry. This method of rectification of errors is followed in case of thosei 
errors which take place in two accounts. From the point of view of rectification, we can divide suchi 
errors into three categories : 

(a) An error which occurs simultaneously in two accounts causing a short debit in one and an excess 
debit in another or an excess credit in one and a short credit in another account. For example, 
T 500 received on account of cash sales has been posted to Bankey Bihari, a customer. The effect of this 
error will be to give more credit to Bankey Bihari and less credit to Cash Sales Account. To correct' this 
entry, the following rectifying entry will be passed : 

Bankey Bihari Dr. ? 500 
To Cash Sales Account ? 500 

(For cash received on account of cash sales wrongly credited to Bankey Bihari instead of Cash f 
Sales Account, now corrected). 

In the above rectifying entry, Bankey Bihari has been given debit to cancel the effect of wrong ! 
credit given previously and the other account (Cash Sales Account) has been credited for the amount 
received on account of cash sales for which no credit was given previously. 

(b) An error which occurs simultaneously in two accounts but on the opposite sides causing a more 
or less debit in one and a more or less credit in the other account. For example, a purchase of I ? 501 from 
Naresh Trading Co. was written in the Purchases Book as ? 105. The effect of this error [ was that Naresh 
Trading Co. had been given less credit of T 396 (T 501 - f 105) and Purchases I Account had been given 
less debit of ? 396. The entry will be rectified as follows : 

Purchases Account Dr. T 396 
To Naresh Trading Co. ? 396 

(Being a credit purchase of f 501 written as ? 105 in the Purchases Book, now corrected) 
(c) An error which occurs in two accounts due to omission of recording the transaction in a 

subsidiary book can be rectified by passing the journal entry for the transaction. For example, a purchase 
of ? 500 from A omitted to be recorded in the Purchases Book will be corrected as follows : 

Purchases Account Dr. ? 500 
To A r 500 

(Being a purchase of f 500 from A omitted to be recorded, now recorded) 
3. By making a further debit or credit entry in the account which is affected by the error to cancel the 

effect of the error. This method is used when the error affects the trial balance and when the books I have 
not been closed by placing the difference of the trial balance to the Suspense Account. An error of such a 
type cannot be rectified by passing a journal entry, so if an account is debited in excess, it should be 
credited with the amount of excess debit to cancel the previous excess debit and if an account is given less 

CASH BOOK

1,015
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debit, it should be given a further debit to make up short debit given previously. For example, depreciation 
on f 1,000 on machinery posted to Depreciation Account as f 100 will be rectified as follows :
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If such an error is detected after the closing of the books and the trial balance has been made to agree 
by placing the difference to the Suspense Account, then the error will be corrected by passing a journal 
entry. The account in which the error exists will be given a further debit or credit according to the 
principle as described just now and the other aspect of the journal entry will be covered by giving credit 
or debit to the Suspense Account. In this way, the balance of the Suspense Account will become nil when 
all errors are detected which are responsible for the disagreement of the trial balance. In the above cited 
example, the following journal entry will be passed to correct the error if the difference of the trial 
balance (due to this mistake) had been transferred to the Suspense Account. 

Depreciation Account Dr. ? 900 
To Suspense Account T 900 

(Being depreciation of ? 1,000 wrongly posted to Depreciation Account as ? 100, now corrected) 

Similarly, an error of casting arising due to wrong totalling of a subsidiary book can be corrected. As 
we know, total of a subsidiary book is posted to one impersonal account, so it affects only one account. 
For example, overcasting of Sales Book for the month of March by ? 100 will give more credit to Sales 
Account, so it will be corrected by giving a debit of T 100 to Sales Account to cancel the excess credit of f 
100. If the error is discovered after the agreement of the trial balance, the rectification will be done as 
follows : 

Sales Account Dr. f 100 
To Suspense Account ? 100 

(Being rectification of overcasting of Sales Book by f 100) 

ILLUSTRATION 1. Rectify the following error and find out the effect of the errors on Net Profit. 

(0 Purchases of ? 300 from Raman passed through Sales Book. 
(«) Bill received from Ramu for ? 500 passed through Bills Payable Book. 
(iii) An item of f 150 relating to Prepaid Rent was omitted to be brought forward from last year. 

(tv) ? 400 paid to Metha B, against our acceptance was debited to Mehta N. 
(v) Received ? 300 from Ajit (whose account for ? 300 was written off earlier) and posted to the 

credit of Amrit. 

(vi) Transistor sold to Karun for 1750 passed through Sales Book twice. (B.Com. Osmania) 

  

DEPRECIATION ACCOUNT 
   

To wrong posting of deprecia-   

tion of f 1,000 as f 100   

 ..... , now stands corrected 900  

 

SOLUTION 
RECTIFYING ENTRIES 
     

(■ ') Purchases Account Dr.  300  

 Sales Account Dr.  300  

 To Raman Account   600 
 (Being the amount passed through sales book cancelled and debited 

to purchases account) 
   

O') Bills Receivable Account Dr.  500  

 Bills Payable Account Dr.  500  

 To Ramu’s Account   1,000 
 (Being the amount cancelled passed through bills payable book and 

debited to bills received account) 
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ILLUSTRATION 2. Following errors were detected in the accounts of Asa Ram and Sons for 
the year ended 30th June, 2016 : 

(i) A builder’s bill for f 2,700 for the erection of a small shed was debited to repairs account. 
(if) A cheque for f 300 received from Rahim Bux and Co. was dishonoured and debited to 

allowances account. 
(iii) Goods to the value of f 150 returned by Chandmal Bros, were included in stock, but no 

entry was made in the books. 
(iv) Repairs to plant amounting to ? 567 had been charged to plant and machinery account. 
(v) Wages paid to the firm’s own workmen for making certain additions to machinery 

amounting to ? 550 were posted to wages account. 
(vi) A cheque for ? 75 received from Lala Ram was credited to the account of Tika Ram and 

debited incorrectly to cash account. 
(vii) A sum of ? 100 drawn by the proprietor for personal use was debited to travelling 

expenses account. 

Give journal entries to correct these errors. Which of these errors, if any, will cause 
disagreement of the trial balance ? Give reasons for your answer. 

(iii) Prepaid Insurance Account Dr. 
 

150
 

 To Suspense Account    150
 (Being prepaid Insurance omitted to bring into books of    

 accounts earlier, now brought into books of accounts)     

(iv) Bills Payable Account Dr.  400  

 To N. Mehta Account    400
 (Being the amount wrongly debited to N. Mehta cancelled)     

(V) Ajit Account Dr.  300  

 Amrit Account Dr.  300  

 To Bad Debts Recovered Account    600

/ 
(Being the amount credited to Ajit account cancelled credited 
to Bad debts recovered) 

and    

(Vi) Sales Account Dr.  750  

 To Karun Account    750
 (Being wrong credit given to sales account cancelled)     

 

SOLUTION 
JOURNAL ENTRIES 

(/) 

Building Account Dr. To Repairs Account 
(Being a builder’s bill for the erection of a small shed wrongly 
debited to Repairs Account, now corrected)

 2,700

2,700

(0) 

Rahim Bux & Co. Dr. To Allowances Account 
(Being a cheque received from Rahim Bux & Co. dishonoured was 
wrongly debited to Allowances Account, now rectified) 

 300 300

(iii) 
Returns Inwards Account Dr. To Chandmal Bros. 

(Being goods returned by Chandmal Bros, omitted to be recorded, 
now recorded) 

 150

150
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Effect of Errors on the Disagreement of The Trial Balance 
All the above errors do not affect the agreement of the Trial Balance because these errors are errors 

of omission in a subsidiary book or errors of posting to the correct side but in the wrong account or 
compensating errors or errors of principle. These types of errors do not affect the agreement of the trial 
balance because figures of debit and credit remain the same by such errors. 

ILLUSTRATION 3. AB & Co. closed their books on 31st December. As on that date you find 
that: 

(a) Materials from Stores ? 318 and wages f 158 had been used in making loose tools for use in 
the company’s factory, but no entries had been made in the books. 

(b) ? 200 paid to an injured workman has been debited to Wages A/c pending settlement of a 
claim against the Accident Assurance Co., Ltd. 

(c) Goods worth ? 100 purchased from J has been entered in the Purchases Day Book and 
credited to him but were not delivered until 5th January. 

(<T) Goods (cost ? 1,200; minimum sale price ? 1,600) had been consigned to Australia but 
were still unsold. 

How would you deal with the above matters in the Company’s books ? Pass the necessary 
Journal entries. 

SOLUTION 

(/V) Repairs Account 
To Plant and Machinery Account (Being repairs to plant and 

machinery wrongly debited to Plant and Machinery Account, now 
corrected) 

 567

567 

(v) 

Plant and Machinery Account Dr. To Wages Account 
(Being wages paid for making certain additions to machinery 
wrongly debited to Wages Account, now rectified)

 550

550 

(vi) (a) 

Tika Ram Dr. To Lala Ram 
(Being cheque received from Lala Ram wrongly credited to Tika Ram 
instead of to Lala Ram, now corrected) 

 75

75 

(b) 

Bank Account Dr. To Cash Account 
(Being cheque received from Lala Ram wrongly debited to Cash 
Account instead of to Bank Account, now rectified)

 75

75 

(vii) Drawings Account Dr. 
To Travelling Expenses Account (Being amount drawn by the 

proprietor wrongly debited to Travelling Expenses Account, now 
corrected) 

 100

100 

 

JOURNAL ENTRIES 
     

(a) Loose Tools A/c Dr.  476  

 To Materials from stores A/c   318 
 To Wages A/c 

(Being the cost of materials and wages used in making loose tools 
debited to asset account) 

  158 

(b) Accidental Claim A/c Dr.  200  

 To Wages A/c   200 
 (Being the amount paid to an injured workman wrongly debited to 

W A/ i t d f A id t l Cl i A/
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ILLUSTRATION 4. An Account who finds his Trial Balance not agreeing opens a suspense 
account and rectifies the following errors : 

(i) A Cheque of f 750 received for loss of stock by fire had been deposited in the proprietor’s 
private Bank Account. 

(li) An item of purchase of ? 151 was entered in the purchases book as f 15 and posted to the 
supplier’s account as ? 51. 

(in) A sales return of ? 500 was not entered in the financial accounts though it was duly taken in 
the stock book. 

(iv) An amount of ? 300 was received in full settlement from a customer after he was allowed a 
discount of ? 50 but while writing the books, the amount received was entered in the discount 
column and amount allowed was entered in the amount column. 

(v) Bills receivable from Mr. A of f 1,000 was posted to the credit of bills payable account 
and also credited to the account of Mr. A. Pass rectification entries, show the Suspense Account and 
find out the opening balance. (B.Com. Osmania) 
SOLUTION 

 

(c) 

J’s A/c Dr. To Purchases A/c 
(Goods though entered in the Purchases Book and credited to J but 
not delivered, now corrected)

 100
100 I

(d) Consignment Stock A/c Dr. To Consignment A/c
(Being goods unsold with the consignee brought into the books) 

 1,200

1,200

 

RECTIFYING ENTRIES 

(/) Drawings Account 
To Insurance Claim Account (Being wrong credit given to 

proprietor is cancelled)

Dr. 

 

750 

750
(//) 

Purchases Account To Suspense account To Suppliers Account 
(Being less amount recorded in purchases account and 
suppliers account earlier, now rectified)

Dr.  136

36
100

(Hi) 
Returns Inwards Account To Customer’s Account 
(Being entry passed in returns inwards book which was missed 
earlier) 

Dr.  500

500

(iv) Cash Account 
To Discount Account 

(Being the amount of discount allowed wrongly entered in 
amount column, now corrected)

Dr.  250

250

 Bills Receivable Account Dr. Bills Payable Account Dr. To Suspense 
Account 
(Being wrong credit given to bills payable account is cancelled) 

 1,000
1,000 

2,000

 

Dr. SUSPENSE ACCOUNT Cr.

To Difference in T.B. 2,036By Purchase A/c 306
(Balancing figure)  By Bills Receivable A/c 1,000

 By Bills Payable A/c 
1 000
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ILLUSTRATION 5. A Book-Keeper finds that the totals of his Trial Balance do not agree by ? 
480. He temporarily debits this amount to a Suspense Account. On an examination of the books 
by the Accountant, the following errors are discovered : 

(a) t 220 the total of the Sales Returns Book, has been posted to the credit of the Purchases 
Return Account. 

(b) Total of the credit side of Gupta’s account has been added up f 40 too much. 
(c) An item of ? 60, written off as a Bad Debt from Rajeshwar Rao’s account, has not been 

debited to Bad Debts Account. 
(d) A receipt of ? 53 from Devraj has been entered in the Cash Book correctly, but has been 

posted to the Personal A/c as f 13. 
(ie) The Sales Book has been undercast by ? 20. 

Pass Journal Entries to rectify the errors and show the Suspense A/c. (B.Com. Osmania) 

 

 

Q Effect of Errors on Final Accounts 
In order to calculate the effect of errors on final accounts (i.eTrading and Profit and Loss Account 

and Balance Sheet), it is essential to know the nature of the accounts in which errors lie. If the error 

SOLUTION 
JOURNAL ENTRIES 
   

T f 
(a) Returns Inwards A/c Dr.  220  

 Returns Outwards A/c Dr.  220  

 To Suspense A/c   440 
 (Being the total of sales return book wrongly posted to purchases 

return A/c, now corrected) 
   

(b) Gupta Dr.  40  

 To Suspense A/c   40 
 (Being the excess credit given to Gupta’s A/c rectified through 

Suspense A/c) 
   

(c) Bad Debts A/c Dr.  60  

 To Suspense A/c   60 
 (Being Bad Debts A/c omitted to be debited, now debited)    

(<d) Suspense A/c Dr. 
 

40
 

 To Devraj   40 
 (Being less credit given to Devraj’s A/c now rectified through Suspense 

A/c) 
   

(a) Suspense A/c Dr.  20  

 To Sales A/c   20 
 (Being less credit given to Sales A/c rectified through Suspense A/c)    

 

SUSPENSE ACCOUNT 
 

? 
 

f 
To Difference in T.B. 480 By Returns Inwards A/c 220 
To Devraj 40 By Returns Outwards A/c 220 
To Sales A/c 20 By Gupta 40 
  By Bad Debts A/c 60 
 540  540 
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accounts are transferred to Trading and Profit and Loss Account. In this connection following points# may
be noted: 

SOLUTION 

To

Effect

was



 

Trial debit 
side 

By
Sales By 
not 

By
brought

By
repairs

Purchas 
By

The

the profit a
(a) R]
(b) t 
(c) ? 
(d) A
(e) 
(/) ig) 

A 
(h) f  

account. On rectification of an error of such a type, profit will decrease or loss will increase. For# 
example, depreciation on furniture is omitted to be posted to Depreciation Account. This error will [ 
increase profit because depreciation will not be debited to Profit and Loss Account. Depreciation | 
Account will be debited on rectification of this error and as a result, profit will reduce. 

2. Similarly, profit will reduce or loss will increase if a nominal account is wrongly debited. I 
With the rectification of such an error, profit will increase or loss will decrease. For example, an I amount 
of ? 1,000 spent on erection of machinery wrongly debited to Repairs Account instead of | Machinery 
Account will reduce net profit by ? 1,000. On rectification of this error, Machinery Account will be given 
debit and Repairs Account will be credited Consequently, profit will increase I because Repairs Accounts 
will be transferred to the credit side of Profit and Loss Account. 

3. Profit will increase or loss will decrease if a nominal account is wrongly credited. With the I 
rectification of this type of error, profit will decrease or loss will increase. For example, overcasting off 
the Sales Book by ? 100 will give more credit to Sales Account and consequently profit will increase. ■ 
On rectification, Sales Account will be debited with ? 100 to cancel the excess credit given previously, I 
so profit will reduce by ? 100. 

4. Profit will decrease or loss will increase if a transaction is omitted to be credited to a nominal 
account. On rectification, the nominal account omitted to be credited will be credited and | Profit will 
increase or loss will reduce. 

Thus, profit is increased or decreased on account of errors in nominal accounts. Balance Sheet will I 
also be affected by the errors in nominal accounts because profit is ultimately transferred to Capital I 
Account which is a part of the Balance Sheet. So, it can be concluded that errors in nominal accounts I 
will affect both Profit and Loss Account and Balance Sheet. 

ILLUSTRATION 6. Rectify the following errors. Calculate the difference in the Trial I 
Balance. Prepare Suspense Account and find out the effect of these errors on net profit of last I 
year. 

(i) Goods of the value of f 2,100 purchased from Ram Chandran were recorded through Sales 
Book. 

(ii) Received final dividend of ? 200 from Roy whose account had already been written off as I 
bad debt, was credited to his new opened account. 

(iti) An item of ? 2,000 relating to prepaid rent was omitted to be brought forward. 
(iv) Bill received from Vasudev for repairs done to furniture f 100 and furniture supplied I for 

? 1,000 was entered in the invoice book at f 1,100. 
O) A sale of ? 347 to Kishore was entered in the Sales Book as ? 437. Kishore was, however, I 

debited with ? 743. 

 

JOURNAL ENTRIES

(/) Purchases Account Dr. 

 

?  
2,100

f l  

 Sales Account Dr.  2,100  

 To Ram Chandran   4,200 
 (Being goods purchased wrongly entered in the Sales Book, now corrected)    

( 0 )  
Roy Dr. To Bad Debts Recovered Account 

 

200 
200 

 (Being amount received from a customer which was previously written off as a 
bad debt wrongly credited to the Customer’s Account, now corrected) 
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From the above, it is clear that the balance of Suspense Account appearing on the debit side of Trial 
Balance before the location of errors was 1 1,694. So, credit side of the Trial Balance exceeded debit side by ? 
1,694 before the discovery of the errors. 

Effect of Errors on Last Year’s Profit and Loss Account 

By error (/), profit was overstated by ? 4,200 because an amount of f 2,100 was wrongly credited to 
Sales Account instead of being debited to Purchases Account. 

By error (//) profit was understated by ? 200 because amount of bad debts written off recovered was not 
credited to Bad Debts Recovered Account. 

By error (Hi), profit was overstated by f 2,000 because rent paid in advance last year was not brought 
forward. 

By error (/V), profit was overstated by f 100 because no debit was given to Repairs Account for repairs 
done to furniture. Profit was also understated by ? 1,100 because wrong debit was given to Purchases 
Account. 

By error (v), profit was overstated by f 90 because excess credit was given to Sales Account. 
The combined effect of all these errors on the last year’s Profit and Loss Account was that net profit was 

overstated by ? 5,090. 
ILLUSTRATION 7. Rectify the following by way of Journal and work out their effect on the 

profit and loss account of the concern : 

(a )  Returns Inwards Book for December was short totalled by f  100. 
(b )  T  5,810 being cash paid to Hira Chand was debited to Ram Chand as ? 5,010. 
( c )  ? 1,500 worth of furniture purchased on credit was debited to goods account. 
(d )  A purchase made for f 500 was posted to the purchases account as 50. 
( e )  Wages paid for erection of machinery amounting to ?700 was debited to wages account. 
i f )  Goods purchased for proprietor’s use for f  1,000 was debited to goods account. 

(Hi) 

Prepaid Rent Account Dr. To Suspense Account 
(Being prepaid rent omitted to be brought forward, now brought 
forward) 

 2,000

2,000

(iv) 

Repair Account Dr. Furniture Account Dr. To Purchases Account 
(Being repairs done to furniture and purchase of furniture wrongly 
debited to Purchases Account, now corrected)

 100
1,000 

1,100

(v) Sales Account Dr. Suspense Account Dr. To Kishore
[Being excess credit ? 90 (i.e., f 437 - ? 347) given to Sales Account 
and excess debit f 396 (i.e., ? 743 - T 347) given to Kishore rectified] 

 90
306 

396

 

SUSPENSE ACCOUNT 

To Difference in Books as per
T 

By Prepaid Rent Account 
Trial Balance (Balancing fig.) 1,694  

To Kishore 306  

 

2,000 
 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

IV/2-10 
 

RECTIFICATION OF ERRORS 

SOLUTION 

JOURNAL ENTRIES

 

 

(a) Returns Inwards Account should be debited with X 100

   

(b) Hira Chand A/c should be debited with f 5,810. Ram Chand A/c should 
be credited with ? 5,010 for cancellation of wrong debit to him. 

   

(c) Furniture A/c Dr. To Goods (or Purchases) A/c 
(Being furniture purchased wrongly debited to goods A/c, new 
corrected) 

 1,500

1,500 

(d) Purchases A/c should be debited with f 450.    

(e) 

Machinery A/c Dr. To Wages A/c 
(Being wages paid for erection of machinery wrongly debited to 
Wages A/c, now corrected) 

 700

700 

(f) Drawings A/c Dr. To Goods A/c 
(Being goods purchased for proprietor’s use wrongly debited to Goods 
A/c, now corrected) 

 1,000

1,000 

(9) Depreciation A/c should be debited with ? 1,000    

(h) Raghu’s A/c should be credited with ? 100. Sunder’s A/c should also 
be credited with ? 100 

   

(') Radhey Mohan’s A/c should be credited with f 2,300 (i.e. f 1,150 for 
cancelling wrong debit and another f 1,150 for posting the correct 
credit) 

   

0) Hari Kishan’s A/c Dr. To Purchases Returns A/c 
(Being the recording of purchases returns to Hari Kishan previously 
omitted) 

 980

980 

 EFFECT ON PROFIT & LOSS ACCOUNT
 

Profit will
 

Increase Decrease 
 r f 
(a) — 100 
(b) — — 
(c) 1,500 — 

(d) — 450 
(e) 700 — 

(f) 1,000 — 
(9) — 1,000 
(h) — — 

(/) — —
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0 Rectification of Errors After Preparation of Final Accounts 
Every businessman wants to ascertain correct profit or loss of every year; so it becomes necessary 

for him to rectify the errors of last year in such a way that profit or loss of the current year is not affected 
by the rectification of errors of last year. For example, ? 1,000 paid to landlord as rent was wrongly 
debited to Landlord Account in 2015. In 2016, the rectification of this error will give debit to Rent 
Account and credit to Landlord Account and as a result, the amount of rent will increase in 2016 by ? 
1,000 and net profit of 2016 will decrease by T 1,000. To see that profit or loss of the current year is not 
affected, a Profit and Loss Adjustment Account is opened and all nominal accounts affected by the 
rectification of errors of last year are not debited or credited but Profit and Loss Adjustment is given 
debit or credit in place of nominal accounts. After the rectification of all errors of last year, the balance of 
Profit and Loss Adjustment Account is transferred to Capital Account being the net profit or loss due to 
rectification of errors of last year. 

ILLUSTFSATION 8. A merchant while balancing his books finds that he is out excess credit 
T 280. 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 following mistakes 
were discovered : 

(a) Goods bought from Mr. Ghosh amounting to ? 50 had been posted to the credit of his 
account as ? 550. 

(b) A dishonoured bill of exchange for f 2,000 returned by the bank had been credited to the 
bank account and debited to Bills Receivable Account. 

(c) An item of ? 100 entered in the Sales Returns Book had been posted to the debit of the 
customer who returned the goods. 

(d) Sundry items of furniture sold amounting to ? 2,600 had been entered in the Sales Day 
Book. 

(e) Discount amounting to ? 20 from a creditor had been duly entered in his account but not 
posted to Discount Account. 

Draft the journal entries necessary to rectify the above mistakes. Prepare the Suspense 
Account and show the ultimate result of the mistakes on the last year’s Profit and Loss Account, by 
preparing Profit & Loss Adjustment Account. 
SOLUTION 
JOURNAL 

(a) 

Mr. Ghosh Dr. To Suspense A/c 
(Being goods purchased from Ghosh for ? 50 wrongly posted to his credit as ? 
550, now corrected) 

 500

500 

( b )  

Acceptor’s A/c Dr. To Bills Receivable A/c 
(Being bills receivable dishonoured wrongly debited to bills receivable account 
instead of acceptor’s account, now corrected) 

 2,000

2,000 

(c) 

Suspense A/c Dr. To Customer’s A/c 
100 being the amount of sales return wrongly debited to customer’s 

account instead of being credited, now corrected)

 200

200 

( C D  2,600
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Suspense A/c Dr. 
To Profit & Loss Adjustment A/c (Being the amount of discount 

received omitted to be posted to discount account, now corrected)

 20

20

Capital A/c Dr.  2,580  

To Profit & Loss Adjustment A/c   2,580
(Being the balance of P. & L. Adj. A/c transferred to Capital    

Account)    

 

SUSPENSE ACCOUNT 

 

PROFIT & LOSS ADJUSTMENT ACCOUNT 

 

Thus last year’s profit must have been more by f 2,580. 

Questions 
SHORT ANSWER TYPE 

1.  What is an error ? Explain 

various types of errors. (B.Com. Nagarjuna, 2007) 

2. Give a list of three methods of rectification of errors. 

3. What do you mean by Suspense Account ? 

4. Write a short note on errors of principles in not more than 100 words. 

5. Give four examples of one sided errors. 

6. Give two examples of two sided errors and their rectification entries. 

7. What is meant by rectification of errors ? 

8. Write short notes on : 
(a) Errors of Principle, (b) Errors of Commission, (c) Compensating Errors, (d) Errors of Omission, (e) 
Suspense Account, if) Rectifying Entry. 

9. How will you rectify the following errors ? 
(a) ? 950 being the cash paid for the purchase of a radio set for the proprietor had been debited to General 

Expenses Account. 
(b) An amount of f 165 for a credit sale to Mr. Vikram, although correctly entered in the Sales Book, has been 

posted as ? 156. 
10. Rectify the following errors : 

(0 Purchase Book undercast by f 2.500. 

(») SalesiBook overcast by f 8,500. 

(Hi) Paid for Repairs '? 4,000 posted to the credit of Repairs account. 

(tv) Discount allowed to customer t 350 not posted in customer’s account.  

 

f
  

To Difference in Trial Balance 280 By Ghosh 500
To Customer’s A/c 200   

To P. & L. Adj. A/c 20   

 

500 
 

5C J
 

    

To Furniture A/c 2,600 By Suspense A/c 20
  By Capital A/c 2,580
 

2,600 
 

2,600
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11. Rectify the following errors : 
(0 Rent paid f 4,500 was posted as f 5,400. (it) A credit purchase of goods from Raman, (iii) f 
5,200 was entered as ? 2,500. 

12. Correct the following errors : 
(a) Machinery purchased worth f 40,000, debited to purchases account. 
(b) Furniture Sold worth ? 1,800 credited to sales account. 
(c) f 1,200 received from Sukhi Ram has been wrongly entered as from Sakha Ram. 
(d) f 3,300 paid to landlord for rent debited to landlord’s personal account. 
(e) An amount of ? 1,150 previously written off as bad was recovered and credited to personal 

account of the customer. 
13. Goods worth ? 5,000 were returned by a customer and were taken into stock but no entry was 
passed. 

Explain the nature of the error. (B.Com, 
Osmania) 

14. Rectify the following errors showing their effect on Profits of the concern. 
(i) Goods worth ? 5,000 returned by G were entered in the Sales Book. 

(it) Goods sold to R f 4,000 entered in the Purchase Book. 
(iii) Goods received back from A, a customer, f 2,000 have not been entered in the Returns 

Inwards Book at all. 
15. Rectify the following errors : 

(a) Goods sold to Srirama f 10,000 recorded in Sri Ramya account as ? 1,000. 
(b) Repairs f 700 on motor vehicles was debited to motor van account. (B.Com. 
Osmania) 

16. Pass Journal entries to record the following transactions : 
(a) Purchased goods from Raju & Sons by cheque ? 5,600, paid carriage thereon f 50 in cash. 
(b) Purchased Machinery by cheque f 20,000, paid in cash freight and installation charges f 

500, and w 250 respectively. 
(t, ^ urchased furniture from Modern Co. f 2,300; paid cartage thereon f 30. (B.Com. 
Osmania) 

17. How do you rectify the following errors ? 
(a) Purchased Steel Almirah for ? 2,000, but recorded in Purchases Account. 
(b) Salary paid to Manager ? 5,000, is credited to his personal A/c. 
(c) Purchase Returns Book is under cast by ? 750. 
(d) Purchase of ? 2,500 was passed through a Sales Book. 
(e)  Amount received 
from Venu ? 750, is credited to Seenu Account. (B.Com. 
Kakatiya) 

18. Write out the Journal entries to rectify the following errors, using a Suspense Account. 
(a) Bad debts aggregating ? 450 were written off during the year were not posted to Bad Debts 

Account. 
(b) The total of ‘Discount allowed’ Column in the Cash Book amounting to ? 250 was not 

posted to discount account. 
(c) A cheque for ? 3,456 received from Mrs. Vandana, after allowing her a discount of t 44 was 

endorsed to Mrs. Namrata in full settlement for ? 3,500. The cheque was finally 
dishonoured but no 

. entries were passed in the Books. (B.Com. 
Osmania) 

19. Rectify the following errors : 
(0 Goods sold to Ram ? 5,000 are passed through Purchases Book. 
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Osmania) 
21. A trader failed to bring an agreement in Trial Balance. He places the difference to a newly 

opened Suspense Account with a Debit of T 310. On scrutiny, the following mistakes are 
discovered : 

\


