Accounting Fundamentals Prepare aReconciliation Statement as on June 30, 1988.
(Answer: Overdraft as per Cash Book Rs. 7,915)

9 Prepare aBank Reconciliation Statement from the following particularsand find out
the balance as per pass book on December 31, 1987. The bank balanceas per cash

book was Rs 5,600.

1 ChequesReceved from the following persons werepaid into the bank in
December 1987 but were credited by the bank in January 1988.

Shekhar Rs. 2,500
Madan Rs, 3,200
Rakesh Rs. 4,480

2 Chequesissued by the firm in December 1987, werecashed in January 1988.

Ahmed Rs. 700 i
David Rs. 900
SivaRs 550

3  The passbook showed acredit of Rs. 100for interest.

4 A debitof Rs 20for bank chargesappeared twicein the pass book. However, it
did not appear in cash book at all,

5  Jagdeep, acustomer, deposited achequeof Rs. 100 directly intofirm's bank
account for which there was no entry in the cash book,

6 A chequefor Rs. 100 received from Pradeep and deposited into the bank was
returned dishonoured.

7 A chieque received from Anil for Rs. 690 wasentered twice in the cash book.
(Answer: Overdraft as per Pass Book Rs. 3,060)
10 Compile a Petty Cash book on the Imprest System from thefollowing particulars.

1988

Feb. 1 Received achequefor petty cash 200.00
" 2 Bought postagestamps 4,70
” 4 Padfor stationery 10.00
" 6 Padfor tonga hire 5.00.
" 8 Pad cartage 10.00

*n 9 Pad for two telegrams 15.20
" 12 Cooliecharges 5.00
" 15 Padfor teafor customers 5.50
" 17 Pad for minor repairs 12.00
Y 18 Bus fare 4.50
i 19 Purchased ink and pencils 7.50
v 20 Purchased soap 5.50
" 21 Pad to sweeper 500
" 22 Pad taxi fare 45,50
” 23 Cold drinksfor customers 7.50
" 25 Pad travelling expenses 20.00 -
" 26 Bought Air mail letters S 17.50
” 28 Purchased order books 1200

{(Answer: On March 1, 1988, petty cashier will be given acheque for Rs. 192.40)
Note Thesequestions will help you to understand the unit better. Ty to write-answers

for them. But do not submit your answersto the University. These arefor your
practiceonly.
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48 OBJECTIVES

After sudying this unit you should be able to:

prepare purchases and purchasesreturns journals and post them into ledger
" ¢ preparesalesand sdesreturnsjournas and post theminto ledger

identify transactions to be recorded in journal proper and explain the journd entriesto
be passd

4.1 INTRODUCTION

In Unit 3 yau learnt why journd is sub-divided and which subsidiary books are generally
used in business. You also learnt about the preparation of differenttypesd cash books and
their pogting into ledger. In this unit weintend to discuss mogt of the remaining subsidiary
books including Journa Proper. TheBillsReceivableBook and Bills PayableBook will be
taken up in Unit 5 where billsof exchangetransactions have been discussed in detail.

4.2 SPECIAL PURPOSE SUBSIDIARY BOOKS

You havelearn: that in any business the numbei of cash and bank transactionsis quite large.
Hence, thefirms aways maintain a separate book called Cash Book to record them.
Similarly, the transactions relating to purchaseand sle of goodsare alsolargein number
and they take place too frequently. It is, therefore, considered desirable to maintain sepirate
booksfor purchases and sales of goodsalso. But you know cash purchasesand cash sales of
goods are recorded in the Cash Book, Therefore, separate books will be needed only for
tecording credit purchasesand credit soles of goods. Thefirmsgeneraly maintain four

‘separate books to record credit transactionsrelating to goods. Theseare: (i) Purchases
journal, (ii) Purchases Returns Journdl, (iii) Sales Journd, and (iv) SalesReturns Journal.
Let us now discussthem one by one.

421 Purchhses Journal

. ThePurchases Journd (also called Purchases Book) is used for recording credit purchases of
goods and raw-materials. Note that the credit purchasesof fixed assetslikefurniture,
vehicles, etc. are not recorded in thisbook. THey are to 'be recordedin Journal Proper about
which you will learn laterin this unit. The PurchasesJournal iS also called 'Purchases
Book', ‘Purchases Day Book:, and 'Invoice Book'. The proforma of PurchasesJournal is
givenin Hgure4.1.




Accounting Fendamentals Figure 4.1: Purchases Journal

Date Name of the Supplier Inveice | L.F. Amount Remarks
No.

When goods are purchased on credit you will receivea bill from the seller. Such a hill is
called 'Invoice. It containsthe details pertaining to the quantity, description, price, trade
discount, total amount, ete. It is generally prepared in duplicate. The original is given to the
buyer and the duplicateisretained by theseller. Theentriesin the Purchase Journal are
made on the basis o the purchaseinvoicesreceived. Although the invoices bear a number
but the buyer accords hisown serial number toall inward invoicesfor easy reference. Itis
this serial number which will beentered in theinvoice number column of the Purchases
Journal.

The transactions recorded in the Purchases Journa are to be posted to their respective
personal accountsin the ledger. When a purchaseis made on credit, the supplier becomes |
the creditor for the firm. Hence, every credit purchase recorded in the Purchases Journal is
posted on thecredit sided the personal account of the supplier by writing 'By Purchases
AJe’ in particularscolumn. The Purchases Journal is totalled periodically, say, weekly or
monthly. Thistotal is posted to the debit side of Purchases Account in the ledger by writing
"To Sundries—as per Purchases Journal'. Thus, you observe that posting of Purchases
Journal involves two steps: (i) posting each putchase to the credit of the respective personal
accounts of suppliers, and (ii) posting thetotal purchases to the debit of the Purchases
Account. With this, the doubleentry for credit purchases is complete.

4.2.2 PurchasesReturnsJournal .

In any business, sometimes goods purchased may have to be returned to the supplier either
partly or fully. This may become necessary when they arefound to be defective, damaged in
transit, inferior quality, short weight, received too late, or not in conformity with theorder

% given. If the number of such returns is small they can be recorded in the journal itself. But, if
it islarge, aseparatebook called 'Purchases Returns Journal' should be used for recording
these transactions. Thisbook is also called 'Returns Outwards Journal' or 'Purchases
Returns Book'. Theproforma of aPurchases ReturnsJournal isgiven in Figure 4.2,

Figure4.2: Purchases Returns Journal

Date Name of the Supplier Debit L. F. | Amount Remnrks
Note No.

When goodsare réturned to the supplier, a statement called 'Debit Note' is sent to him
intimating that his account has been debited on account of the goods returned. The debit
note al so contains particulars and the value of goodsreturned. It isalso prepared in
duplicate. Theoriginal is sent to the supplier and theduplicateis retained by thefirm. The
entriesin the Purchases Returns Journa are made on the basis of the copies of debit notes
issued, Thedehit notes bear aserial number which isduly recorded in the third column of
the PurchasesReturns Journal . While recording the amount of purchasesreturns, you must
remember thet if theoriginal purchasesinvolve some trade discount, it is also adjusted in the
value of goodsreturned. The transactionsrecorded in the Purchases Returns Journa are to
be posted to their respectivepersona accountsin the ledger. Separate account i n the name of
“each supplier aready existsin the ledger (opened at thetime of purchase). The entries madé
in the Purchases Returns Journal will be posted to the debit of each supplier's account by
writing "To Purchases Returns A/c’. The total of the Purchases Returns Journal is posted to
: the credit sideof the 'Purchases Returns Account' in theledger by writing 'By Sundries—as
80 per Purchases Returns Journal’, o

/
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4.2.3 Sales Journal ) A

The Sales Journal is used for recording the credit salesof goodsonly. The credit sale of
items which do not constitute goods are not to be recorded in thisbook. The Sales Journdl is
aso cdled'Sales Book' or 'Sales Day Book'.

Therulingdf the Sales Journal is similar to that of the PurchasesJournal. Thedifferenceis
only with regard to the second column. In PurchasesJournd the second column is used for
.,recordingthe name of the supplier. But, in caseof the SalesJourndl, it is used for writing
the named the customer.

Y ou know when goods are sold on credit, aninvoiceis given to the buyer. The sdller
generally has a bound invoice book which contains consecutively numbered invoicesin
duplicate. Whiletheoriginal copy is given to the buyer, the duplicate remainsin the book
itsdlf. Theentriesin the Sales Journal are made with the help of the duplicate copiesof the
invoicesissued.

The customer to whom the goods are sold on credit becomes debtor to the firm. Hence,
each salerecorded in the Sales Journd is posted to the debit of the persond account of the
customet concerned by writing 'To SalesA/c’ in particulars column. Thetotal of the Sales
Journal is posted on thecredit sideof the Sales Account by writing 'By Sundries—as per
SalesBook'.

4.2.4 SalesReturnsJournal

When customers return goods to the business, it is normaly recorded in a separate book
called 'Sales Returns Journal'. If, however, the number of such returnsare small, they can
be recorded in the Journal itsdlf. The Sales Returns Journal is also called 'Returns Inwards
Journal' or 'Sales Returns Book'. Its ruling is more or less similar to that of Purchases
Returns Journd. The second column of the Sales Returns Journdl is used for recordingthe
namedf the customer and the third column for credit note number, while in Purchases
Returns Journal they are used for recording the name of the supplier and debit note number
respectively. !

When a customer returns goods to the business, a statement called 'Credit Note' isissued to
him. It containsparticularsand the value of goods returned by him. Theentriesin Sales
Returns Journa are made with the help of credit notesissued. While recording the account
of salesreturns, you must remember thet if the origina salesinvolve some trade discount, it
isaso adjusted in the value df goods returned. The transactionsrecordedin the Sales
Returns Journd are posted to the respective persond accountsin the ledger. Separate
accountsin the name of each customer already existsin theledger (opened at the time of
sae). Credit the customers' accountsindividualy by writing 'By SalesReturns A/c’ and
then post the total of the Sales ReturnsJournal to the debit side of the Sdes Returns A/e by
writing 'To Sundries—as per SalesReturns Journal'.

Look at Illustration 1 and study how credit transactions relaing to goods are recorded in
various specid purpose subsidiary books and postingsmede in the ledger.
Hiustration 1

Enter the following transactionsin proper subsidiary booksof Chekra Enterprises and show
their pogtingsinto ledger.

1987 Rs.
Aug. 1 Soldgoodsto Ram Singh 2,550
* 2 Bought goodsfrom Dhillon 1,200
? 3. Soldgoods to Gopinath 2,500
" 4 " Purchased goodsfrom Habeeb 3,600
.. 7 5 RamSinghreturned goods 350
i 6 Goodsreturned to Dhillon 200
. " 9 Gopinath returned goods ’ 150
”. 10 Returned goods to Habeeb 260
” 12 Bought goods from Sanyal 4,750

” 13  Sold goodsto Sailo 6,200

! Other Subsidiary Books .
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Accounting Fundamentals 196, Rs.

Aug. 14 Sold goods to Michael 4,850
" 15 Purchased goodsfrom Anthony 3940
” 18 Returned goodsto Sanyal 320
» 19 Saloreturnedgoods 230
» 22 Michael returned goods 150
" 25 Returned goods to Anthony 250
» 27 Sold goodsto Solanki 5,340
" 28 Purchased goodsfrom Gopalan 4,670
» 29 Sold goodsto Harbinder Singh subject to atrade discount of 5% 2,000

» 30 Purchased goodsfrom Bhandari subject to a trade discount of 1096 1,000

Solution:
PURCHASES JOURNAL
Date Name of the Supplier Invoice L. F.| Amount Remarks
No. :
1987 Rs.
Aug. 2 | Dhillon 1,200
"4 Habesb 3,600
" 12 | sanyal 4,750
" .15 | Anthony 3,940
" 28 | Gopalan _ 4,670
" 30 | Bhandari ’ 900
"3l Total 19,060
PURCHASES RETURNS JOURNAL
o Date Nameof the Supplier Debit L.FE  Amount Remarks
AN ‘ Note No.
r 1987 Rs.
{ Aug. 6 | Dhillon 200
I R " 10 | Habeeb 260
' " 1 8 Sﬁnyaj 320
" 25 | Anthony 250
"3 Total 1,030
| i
SALES JOURNAL
Date Namedf the Customer Invoice L.F. | Amount Remarks
No.
1987 R.
Aug. 1 Ram Singh 2,550
73 Gopinath 2,500
" 13 Sailo 6.200
"o14 Michael 4,850
"7 Solanki 5.340
" 29 Harbinder Singh 1,900
"3l Total 23,340




SALES RETURNS JOURNAL Other Subsidiary Books
Date Name of the Customer Credit L.F. | Amount Remarks
Note No.
1987 Rs.
Aug. 5 Ram Singh 350
M9 Gopinath 150
"o19 Sailo 230
22 Michael 150
"3l Totd 880 .
Purchases Account
Dr. Cr.
Date Particulars Amount | Date Particulars Amount
1987 Rs.
Aug. 31 To Sundries—as per
PurchasesJournal 19,060
Dhillon’s Account
1987 R. 1987 Rs.
Aug. 6 To Purchases Returns A/c 200 Aug. 2 By PurchasesA/e 1,200
Habeeb’s Account
1987 Rs. 1987 Rs.
Aug. 10 To Purchases Returns A/c 260 Aug, 4 By Purchases Ajc 3,600
Sanyal’s Account
1987 Rs. 1987 Rs.
Aug. 18. | To PurchasesReturns A/c 320 Aug. 12| By Purchases A/c 4,750
Anthony's Account
1987 Rs. 1987 .
Aug. 25 To Purchases Returns A/c 250 Aug. 15 | By Purchases Afe 3,940
Gopalan's Account
1987 Rs.
Aug. 28 | By PurchasesAfe 4,670
Bhandari's Account
1987 Rs,
Aug. 30 | By Purchases A/c 900
Purchases Returns Account :
1987 Rs.
Aug. 31 | By Sundries-as per Purchases

Returns Journal

1,030
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Sales Account

Dr. Cr.
1987 Rs.
Aug.31 | By Sundries—ss per Sdes
Journal 23,340
Ram Singh's Account
1987 Rs 1987 Rs
Aug, | ToSaesAle 2550 | Awva.5 By Sales Returns A/c 350
Gopinath’s Account
1987 Rs 1987 Rs.
Aug. 3 ToSdes At 2,500 Aug. 9 By SdlesReturns Afc 150
Saile’s Account.
1987 Rs 1987 Rs
Aug. 13 ToSdes Al 6,200 Aug. 19 By Sales Returns A/c 230
Michad's Account
1987 R, | 1987 | Rs.
Aug. 14 ToSalesAlc 4,850 Aug. 2 ‘ By SalesReturnsAfe 150
Solanki's Account
N ‘
1987 Rs. l
Aug. 27 ToSdes Al 5,340 |
Harbinder Singh’s Account
1987 Rs
Aug. 29 To Sales Ajc 1,900
Sales ReturnsAccount
1987 R.
Aug. 31 To Sundries—as per Sdes .|,
Returns Journal 830 v
" Check Your ProgressA T T
1 Whatisaninvoice?
-------- eI I E NG ATAGE S AR A I PRI IO RE IOl esiterRrasaItarsetonrasitostanssalocsonnccesrerauTrarertinssanesttabTTrestisirIRatsls
2 What.isadebit note?



~

e , |
Other Subsidiary Books “1
What is a credit note? w
............................................................................................................................................ i
............................................................................................................................................ i ’
.............. O i
4 Fill in the blanks. |
) Purchases Journal records credit purchasesd .....oveveesscain only. L
i) SdesJournal recordsal ewrucrrecsss sdesd goods.
) A is sent to acustomer when he returnsthe goods.
iv) Tota purchasesare posted to «sssssssssssssssssses Account &t theend of every month.
v) Totd of SdlesJournd is posted an theseesssssseessssss sdeof Sales Account gt the
end of every month.
vi) SalesReturnsareasocalled. i creieninnn v
vii) PurchasesReturnsare also caled. ... comeressssrsannans
viii) Debit Note is sent to the supplier when the goodSare s to him.
¥

43 JOURNAL PROPER

You haveleamt that certaintypesd transactionswhich are repetitive and large in number
are recorded in special journascaled subsidiary books. Theremaining transactionsare to
be recorded in the journd itsdf which isnow caled the Journal Proper. As amatter of fact,
all events and transactionsfor which the firm does not maintain aspecia journa shall be
recorded in the Journa Proper. Thefollowing are theexamples of transactions which shall
usually be recorded in Journal Proper.

Opening Entry
Closng Entries
Transfer Entries
Adjustment Entries
Rectification Entries
Miscellaneous Entries

OuphwWNE

Let us now briefly discussthem oneby one.

1 Opening Entry: An openingentry ispassed in the journd for opening anew st of
accounts. This may be needed at thetime of commencement d businessor & the
commencement of New accounting year. If'a person commences businessonly with cash,
thereis nu need to pass a journal entry. The cash brought In issimply entered in the Cash
Book, But, if he also bringssome other assets, an openingentry will haveto be recorded in
the journal. You will debit the concernedassets accounts and credit the Capital Account. In
case of arunning business, an opening entry is passed at thecommencement of the new
accounting year to incorporate the balancesof variousassets and liabilities brought forward
from the previousyear into the current year's books. You have dready learnt about it in
Unit 2.

2 ClosingEntries: At theend of each accounting year, when final accountsare prepared,
the nomina accountsare closed by transferring them to Trading Account or Profit and Loss

Account. The journa entriespassedfor this purposeare called 'Closing Entries. These
entriesareexplained later in Unit 7.

3 Trander Entries When an amountisto be transterred from one account to another,

you haveto passan entry in the Journal Proper in order to effect the transfer. Such entries

are called ‘Transfer Entries, Suppose, you want to transfer proprietor'stotal drawings made

during the year to his Capital Accouqt. Total drawings appear in Drawings Account which 85
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showsadebit balance. You will transfer this balanceto Capital Account by passing the
following entry in the Journal Proper:

Capital Account Dr.
To Drawings Account
(Being Transferentry)

4  Adjustment Entries: At thetimed preparing the final accounts, it becomes necessary
to bring into books of account certain unrecorded items likeclosing stock, depreciation on
fixed assets, interest on capital, expensesincurred but not yet paid, income earned but not
yet received, etc. Entries passed in the Journal Proper to record such items are called
'‘Adjustment Entries. Theseentriesare explained in detail later in Unit 8.

5§ Rectification Entries. Y ou may commit errors while recording transactions in various
booksor while posting, totalling, balancing, etc. Such errorsare generally corrected through
entriesin Joumal Proper and are known as 'Rectification Entries. Errorsand their
rectificationswill be dealt with in Unit 9.
6 Miscellaneous Entries: If, in addition to the entries mentioned above, thereisany
transaction which cannot berecorded in any of thespecial journals, it will be entered in the
Journal Proper. Examplesof such transactionsare:

i) Credit purchases of fixed assets, investments, etc.

i) Credit salesof fixed assets, investments, etc.

ii1)  Withdrawal of goodsfrom the business by the owner for his personal use.

iv) Lossaof goodshy theft, accident, fire, etc.

v)  Specia alowancesreceived from suppliersor given to customers.

vi) Endorsement or dishonour of hills.

vii) Writing off bad debts.
Look a the Illustration 2 for entries of such transactionsin the Journal Proper.
Illustration 2
Enter thefollowing transactionsin Journal Proper of Kansal Enterprises.
1988

May 3 Sold officevanfor Rs,15,000 to Ahmed Ali.

"8 Theproprietor took away goods worth Rs. 1,000 for personal use. !
15 Firebrokeout in the premisesand goods worth Rs. 5,000 were destroyed.
21 Purchased furnitureon credit for Rs. 2,000from Singh & Co. for the office.

25 Amount'of Rs. 500 duefrom Shyam isirrecoverable, as he becameinsolvent.

28 Misra, acustomer,informed that some goods were damaged in transit. An
allowanceof Rs. 50 wasgranted to him for repairs

Solution:
JOURNAL PROPER
Date Particulars L.F, Debit Credit
Amount Amount
1988 , ‘ Rs. R.
May 3| Ahmed Ali Dr. 15,000
To OfficeVan Afe 15,000
(Being thecredit saleof officevan to Ali)
® 8 | DrawingsAl Dr. 1,000
To PurchasesA/e 1,000
(Being the withdrawal of goods by the owner for
his domestic use)
» 15! Losshy Fire Alc - Dr. 5,000 €
To Burchases Alc , %,000
(Being loss of goodshy fire accident) ' ‘
» 21| Furlture Ale or. |- 2,000 i
" ToSingh & Co. 2,000
(Being thefurniture bought from Singh)
- 3 = /




25 Bad DebtsAfc Dr. 500
To Shyam 500
(Being the amount irrecoverable from Shyam)
v 28 | Allowances A/e Dr. 50
To Misra 50

(Being an allowancegranted for repairs
of goods damaged in transt)

Check Your Progress B
1 Ligtfive transactions which are to be recorded in the Journd Proper.

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

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

2” State whether each of the following statementsis True or False.

i) Closingentriesare passed for transferring the amount of one account
toanother.

i) Rectification entries are passed for correction of errorsin books of

account.
iii) Credit purchasesd fixed assets will be recorded in the Purchases

Book.
iv) Specia alowancegranted to acustomer-is recorded in Sales Returns

Book. i
v) Journd Proper is meant for recording al such transactions

which cannot be recorded in any specid journd. ...l
vi) Cashsdled fixed asset will berecorded in Journd Proper. ... .. ...

44 A COMPREHENSIVE ILLUSTRATION

Yau havelearnt the method of recording transactionsIn journa and its sub-divisions. You
have alsolearnt their posting into the concertied accountsin the ledger and the preparation
o aTrial Baanceto check the arithmetica accuracy of the booksof account: Let us now
take a comprehensiveexample coveringall types o transactions, record them in appropriate
books, post them into ledger, and preparea Trid Balance.

Hlustration 3
On Januaty 1, 1988 the balancesd Tenali Tradersstood asfollows:

Cash in hand Rs. 2,000; Cash at bank Rs. 12,300; S ock in tradeRs. 51,700; Furniture

Rs. 8,200; DebtorsRs. 6,600 (Shyam Rs, 3,500, Shanker Rs, 2,600, Laxman Rs. 500);
CreditorsRs. 7,100 (Reddy & Co. Rs. 3,020, Kishore Rs. 4,080); Capita Rs. 73,700.

Their Transactions during the month of January were asfollows:

1988 Rs.
Jan. 1 Borrowed from Globe Finance Co. 10,000
» 2 Bought goodsfor cash 2,300
» 2 Purchasedfrom Reddy & Co. 5,500
» 3 PaidintoBank 9,000
¥ 5 Received Chequef ramShyam 3,500
" 6 Sold goods for cash 1,200
» 7 Soldto Shanker 8,700
» 8 PadKishorehby cheque 2,000
Discount received 100

Other Subsidiary Books
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Jn. 9

"9
" 10
» 10
"12
14

16
17
"oz
"3

24
28
7 30
31

" 31

Received Chequefrom Shanker on account
Sold to Reddy & Co.

Sold goods to Thomas

Dr ewcash from bank

Purchased postage stamps

Bought goodsfrom Bose & Sons

Paid Globe Finance & Co. by chequein part payment of loan
Received cash from Laxman

Paid Reddy & Co. by cheque

Carriage pad

Withdrew cash for private expenses

Paid salariesin cash

Rent due to landlord

Purchasedfurnitureon credit from Joseph.
Paid interest to Globe Finance Co.

5,000
380 .
10,000
1,000
300
9,300
5,000
500
6,000
100
1,500
800
500
600
100

Enter the above transactionsin the appropriate books, post them into ledger, and prepare a
Tria balance.



Selution:

Books of Tanali Traders
CASH BOOK
D. _ Cr
Date | #articulars LJF. | Discount Cash Bank Date - Particulars L.F. | Discount Cash Bank
" 1988 . Rs. Rs. Rs. 1988 Rs. Rs. Rs.
Jan. 1 | ToBalancebid 2000 |12300 |4 2 | By Purchases Ak 2300
Jan. 3
A To Globe Finance Co. Loan A/c 10,000 an By Bank A < 9000
. Jan. 8§ By Kishore 100 2,000
3 ' | ToCashAfe : C 9000 | Jan 10 By Cach Alc C 1.000
5 To Shyam 3,500 Jan. 12 By Postage Ajc 300
Jan. 16 By Globe Finance Co. Loan Afc 5.000
” 6 To Sal 1,200
, ales Ale Jan. 21 | By Reddy & Co. 6.000
» 9 To Shanker : 3.000 Jan. 23 By Carriage Ajc 100 |
" 10 To Bank Afe C 1,000 Jan. 24 By DrawingsAfc 1,500
Laxn Jan. 28 By Salari
. 7 To o _ 500 y Salaries Afc 800
Jan. 31 By interest Afc 100 }
S 14,700 | 29800 | jan. 31 By Balance c/d 600 15800
Feb. 1 To Balance b/d 600 15800 : 100 I 14,700 29.800
. | j !
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Date Name of the Supplier Invoice LF Amount Remarks
No.
1988 Rs.
Jan. 2 Reddy & Co. 5,500
"o 14 Bose & Sons 9,300
" 31 Total 14.800
SALES JOURNAL
Date Name of the Customer Invoice L.F. Amount Rem aF E:_Mh
No.
1988 Rs.
Jan. 7 Shanker 8,700
9 Reddy & Co. 380
” 10 Thomas 10,000
” 31 Total 19,080
1
JOURNAL
Date - Particulars L F. Dr. Cr.
Amount Amount
1988 Rr. Rs.
Jan. 1 Cash A/c Dr. 2,000
Bank A/c Dr. 12,300
Stock A/c Dr. 51,700
Furniture Afc Dr. 8,200
Shyam Dr. 3,500
Shanker Dr. 2,600
Laxman Dr. | 500
To Reddy & Co. 3,020
ToKishore 4,080
To Capitd Afc 73,700
(Being an opening entry)
" 30 Rent Afe . 500
To Rent Outstanding A/c 500,
(Being rent due to landlord)
® 31 Furniture A/c Dr. 600
To Joseph 600
(Beingfurniture bought on credit
fromJoseph) J
"3l Total 81,900 [ 81,900
1 o’
LEDGER
@ obe Finange Co’s, Loan Account
Dr. Cr.
Date Particulars Amount | Date Particulars ! Amount
1988 . : Rs. | 1988 Rs.
Jan. 16 | ToBank Ak " 5000 | Jan. | By Cash AJc 10,000
31 To Balance ¢/d 5,000
10,000 10,000
.90 Feb,1 By Balance b/d 5,000




‘f
i

Shyam’s Account Other Subsidiary Books
1988 Rs | 1988 | Rs.
Jan. || ToBaanceb/d 3,500 | Jan. 5 L By Bank Alc 3,500
if
Sales Account ‘
1988 Rs. 1988 Rs.
Jan. 31 To Balance c¢/d 20,280 Jan. 6 By Cash Afe 1,200
" 31 By Sundries—nsper Sales
Journa 19,080
20,280 e
20,280 | Feb. | By Balance b/d 20,280 : :‘5 '
Shanker’s Account ‘
1988 Rs. 1988 Rs.
Jan. 1 To Balance b/d 2600 Jan. 9 By Bank A/c 5,000
"7 ToSdesAfe 8,700 » 31| By Badancec/d 6,300
—T,CSOON 11,300
Feb. 1 To Balance bld I 6,300
Laxman’s Account
1988 Rs. | 1988 Rs.
Jan. 1 To Balanceb/d 500 | Jan. 17 By Cash A/lc 500
Purchnscs Account ‘
1988 Rs. 1988 Rs.
Jan. 2| ToCashAk 2,300 |[Jan. 3L By Balance ¢/d 17,100
BT gp:r:ges ool 14800
| 17100 7] e
Feb. 1  ToBaanceb/d 17480 T
[ !
Kishore’s Account
1988 R, | 1088 Rs.
Jan. 8 ToBank Alc 2,000  Jan. 1 By Balanceb/d 4,080
" 10 ToDiscount Received Al 100
" 31  ToBaanceed 1,980
! 4,080— 4,080
r Feb. | By Balanceb/d - 1,980
[ | |
Discount Received Account
1988 Rs 1988 Rs,
Jan. 31| ToBaancec/d 100 | Jan.8 By Kishore 100
Feb.1 | By Baanceb/d 100
Postage Account
1988 Rs. . | 1988 Rs.
Jan, 12| ToCashAfk 300 i Jan. 31 By Balance c/d 300
Feb. 1| ToBaanceb/d 300 o1




Accounting Fundamentals

92

Reddy & Co’s. Account

1988 Rs. 1988 Rs.
Jan, 9 To Sales A/c i 380 Jan, | By Balance b/d 3,020
211 ToBank Afc 6,000 2 By Purchases Afc 5,500
" 3| ToBdacecH 2,140
8,520 8520
L Feb. 1 By Balance bki 2,140
Carriage Account
1988 Rs. 1988 Rs.
Jan. 23| To Caxh Ak 100§ Jan. 31 By Balance c/d __ oo
Feb. 1 To Balance b/d 100
Drawings Account
1988 Rs. 1988 Rs.r
Jan. 24} TaCash Alc 1,500 | Jan. 31 By Balance cld 1,500
Feb. 1 To Balance b/d 1,500
Salaries Accounl
1988 Rs. 1988 Rs.
Jan. 28| ToCashAk 800 | Jan. 31 By Balance c/d 800
Feb. 1! ToBdancebu 800 T
Interest Paid Account
1988 Rs. | 1988 Rs,
Jan. 31| ToCashAk 100 | Jn.31 | By Balance o/d 1o
Feb. | To Balance b/d 100 o
Stock Account
1988 Rs; | 1988 Rs.
Jn. 1 |. To Baacebid 51,700 | Jan. 31 By Balance c/d 51,700
Feb. | | ToBdancebd J 51,700 -
Furniture Account
1988 Re. |1988 | Rs.
Jan. 1 To Balance b/d 8200 {Jan. 3 By Balance c/d 8,800
» 31| ToJoseph 600 |
8,800 8,800
Feb. 1] ToBadancehld 8,800 o
Capital Account
1988 Rs. ] 1988 Rs,
Jan. 31| To Balancec/d 73,700 | Jan. | By Baanceb/d 73,700
Feb. | By Balanceh/d 73.700




Rent Account

Other Subsidiary Books

1988 | Rs. 1988 Rs,
Jan. 30| ToRent Outstanding A/c I. 500 | Jan.31 By Balance ¢/d 500
Feb. 1| ToBalance b/d ‘ 500
Rent Outstanding Account
Rs,
Jan. To Balunce ¢/d Jan. 30 By Rent AJc 5o
I | | Feb. | I By Balance bid 500
Joseph’s Account
1988 Ry, 1988 Rs
Jan, 31 To Balance ¢/d 600 | Jan. 3l | By Furniture A/c 600
l Feb. 1 l By Balance bid 600
Dose & Son's Account
1988 Rs. 1988 Ry,
Jan. 31 To Balance c/d 9,300 | Jan. {4 By Purchases AJc 9,300
Feb. 1 By Balance b/d 9,300
Thomas’s Account
1938 Rs. 1988 Rs.
Jun, 10| To Sales Ak . - Jun. 31 By Balance ¢/d 10,000
Feb. | To Balance b/d 10,000
10,000
—=-TRIAt BALANCE
a on January 31, 1988
Name of Account L. E. Or. Cr,
Balances Balances
o Rs. Re,
Cash [N hund 600
Cash st bank 15,800
Globe Findnce Co's, Loun Ajc 3,000
Sales Alc 20,280
Shanker 6,300
Purchuses A/c 17,100
Kishore 1,980
Discount Received Afe . 100
Postage Afc 300
Reddy & Cho. 2,140
Carriage AJc 100
Drawings Afc 1,500
SalariesA/c | 800
Interest Paid Afc 100
Stock Al 51,700 .
Furniture Ale 8,800
Capital Afc 73,700
Rent Afe 500
Rent Outstanding A/c 500
Joseph 600
Bose & Sons 9,300
Thomas 10,000
Total 1,13,600 1,13,600
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45 LET USSUM UP

In addition to Cash Book, the firms maintain some other special purpose subsidiary books to
record credit transactions relating to goods. They are: (i) PurchasesJournal, (ii) Purchases
ReturnsJournal, (iii) SalesJournal, and (iv) Sales Returns Journal. The PurchasesJournal is
meant for recording all credit purchasesof goodsand the Sales Journal for credit sales of
goods. The goods returned to suppliersis recorded in Purchases Returns Journal and the
goods returned by customersin Saes ReturnsJournal. The transactions recorded in these
books are posted individually to the concerned personal accountsin ledger. The postings
into Purchases Account, PurchasesReturns Account, Sales Account and Sales Returns
Account are made only for the totalsof respective books periodically.

All transactionswhich cannot be recorded in any of the special journals will be recorded in
the Journal Proper. Someexamplesdf such transactionsare: opening entry, closing entries,
transfer entries, adjustment entries, rectification enmes, credit purchases and credit sales of
fixed assets.

46 KEY WORDS

Adjustment Entry: An entry passed to bring into account unrecorded itemslike closing
stock, outstanding expenses, outstanding incomes, etc. at the time of preparing fina

" accounts.

Closing Entries: Entries passed at the end of each accountingyear to close the nominal
accounts by transferring them to the Trading and Profit and L oss Account.

Credit Note: A statement sent by theseller to his customer intimating that his account has
been credited with theamount of goods returned by him or any other allowance granted to
him.

Debit Note: A statement sent by the buyer to hissupplier intimating that his account has
been debited with the amount of goods returned to him.

Invoice: Abill or a statement issued by the seller to the buyer giving details of goods sold.
OpeningEntry: An entry passed to open a new set of accounts.

Rectification Entry: An entry passed to rectify an error.

Transfer Entry: An entry passed to transfer an amount from one account to another
account.

4.7 SOME USEFUL BOOKS

1 Maheshwari SN., 1986. Introduction to Accounting, VikasPublishing House, New
Delhi. (Chapter5)

2 Pdtil, VA. and J.S. Korlahalli, 1986. Principlesand Practice d Accounting,R. Chand &
Co., New Delhi. (Chapters6, 14) ,

3 GuptaR. L. and M. Radhaswamy, 1986. Advanced Accountancy, Sultan Chand & Sons,
New Dehi. (Chapter 3)

4.8 ANSWERSTO CHECK YOUR PROGRESS

A 4 (i) goods (ii) credit (iii) credit note (iv) purchases(v) credit (vi) returnsinwards
(vii) returnsoutwards (viii) returned

B 2 (i) False(ii) Truediii) False(iv) Fase(v) True(vi) False

4.9 TERMINAL QUESTIONS/EXERCISES

Questions

1 Givetheproforma of PurchasesJournal. Explain the method of recording the
transactionsin Purchases Joumal and its posting into ledger.

2 What isJoumal Proper? What entriesare usually recorded in the Journal Proper?
3 Discuss briefly the utility of debit note, credit note and invoice.




Exercises

1 From thefollowing particulars, preparethe Purchases and Purchases Returns Journals.

Also show their postings into ledger.

1987
Nov.

Nov.

L1

6

18

19

21

28

Purchased from Mohan Brothers, Delhi
100 metres slk @ Rs. 15 per meter

G0 metres Valvet @ Rs. 10 per metre
Less 10% trade discount

Purchased from Ram Kishan, Bombay
70 shirts@ Rs. 60 per shirt

40 sarees@ Rs. 50 per saree

Less 5% trade discount

Returned to Ram Kishan, Bombay
10 shirts @ Rs. 60 per shirt
Less 5% trade discount

Bought of Jankidas, Kanpur

100 meterslongcloth@ Rs. 10 per meter
200 metersvoil @ Rs.15 per meter

Less 15% tradediscount

Returned to Jankidas, Kanpur
20 metersvoil @ Rs.15 per meter
Less 15% trade discount

(Answer: PurchasesBook Totd Rs.11,180; PurchasesReturnsBook Total Rs. 825)
2 Enter the following transactions in Sales Journal and Post them into ledger.

1988
Jan.

5

18

20

Sold to Raj Kumar of Delhi

50 meterscoating@ Rs.110 per meter
200 meterspoplin @ Rs.7 per meter
Less 5% trade discount

Returned by Raj Kumar of Delhi
40 meters poplin@ Rs. 7 per meter
Less 5% trade discount

Sold to Gopal Brothers, Lucknow

100 metersshirting @ Rs.15 per meter
60 sarees@ Rs. 70 per saree

L ess 10% trade discount

Sold to Mohan & Co., Sonepat

100 metersartificial silk @ Rs.12 per meter
75 metersvoil @ Rs.18 per meter

Less 10% trade discount

Returned by Mohan & Co., Sonepat
20 metersartificia silk @ Rs.12 per mae
Less 10% trade discount

(Answer: SalesBook Total Rs. 13,980; Sales ReturnsBook Total Rs 482)
3 From thefollowing transactions of Shankar, write up Journal Proper and the other

subsidiary booksinvolved. Show their postingsintoledger and preparea Trial Balance.
Rs,

1987
Nar.

1

Assets:

Cashin hand
Cash at bank
Stock of goods
Machinery
Furniture
Sudhir owes
Naveen owes

1,000
34,000
20,000
50,000
© 5,000

5,000
12,500

Other Subsidiary Books
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Liabilities:

Loan

Sum owing to Samuel
Bought goodson credit from Naresh
Cnshsales

Sold goods to Raman

2
3
4
" 5 Receivedfrom Sudhir in settlement of his account
6 Payment made to Samuel by cheque, infull settlement

9  Old furnituresold for cash

10  Cashpurchases

" 11  Naveen pays by chequewhich was deposited into bank

» 11  Pad for repairsto machinery

" 13  Purchased goodsfromShyam

" 13 Pad carriage on these goods

» 16  Received chequefrom Raman

" 17  Pad toShyam by cheque

» 18  Bankintimatesthat cheque of Raman hasbeen retumned unpaid
" 19 Cahsdes

" 21  Cashdeposited into bank

" 25 Padmunicipal taxesIn cash

" 26  Old newspapersold

" 28  Padfor advertisements

* 3L  Pald rent by cheque

(Answer: Cashin hand Rs, 2,800; Cash at bank Rs. 33,450; Total of Trial Balance
Rs. 1,32,600,)

Hint: Find out the opening capital before working an the problem.

20000
10,006

- 5,000

2,000
5,000
5,000
9,950
5,00
4,000
12,500
500
5,000
250
5,000
5,000

3,000
2,500
500
50
500
600

Note : Thesequestions will help you lo understand the unit better. Try to write amswers
for them. But do not submit your answersto the University. These arefor your

practice only.




UNIT 5 BILLSOF EXCHANGE

Structure

5.0 Objectives

5.1 Introduction

5.2 Typesdf Instrumentsof Credit
5.2.1 Bill of Exchange

5.2.2 Promissory Note
5.2.3 Didtinction between Bill of Exchangeand Promissory Note

5.3 Term and Due Date of aBill
5.4  Treatment of Bill by the Holder and its Accounting
5.4.1 Retaining the Bill
5.4.2 Discounting the Bill with the Bank
5.4.3 Endorsingthe Bill
5.5 Treatment of the Bill by the Acceptor and its Accounting
5.5.1 Dishonouring the Bill

5.5.2 Renewd of the Bill
5.5.3 Retiring the Bill

5.6  Accommodation Bills
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5.8 Bill Books
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5.8.2 Recordingin Bills PayableJournal and its Posting
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5.10 Key,Words

"5.11 Some Useful Books

-

5.12 Answersto Check Y our Progress
5.13 Terminal Questions/Exercises

5.0 OBJECTIVES

After studying this unit, you should be able to:

identify variousinstruments of credit

define bill of exchange

define promissory note

distinguish between bill of exchangeand promissory note

record transactionsrelating to billsin thejournal of drawer, drawee and endorsee
explain the nature of accommaodation billsand their accounting treatment

prepare billsreceivable and bills payable journals

® 0 0 0 v o

5.1 INTRODUCTION

In Unit 4 you havelearnt about varioussubsidiary bookscommonly used in the businessfor
recording certain transactions. The businessman can also maintain separate subsidiary books
for the transactions relating to bills of exchange. But the number of such transactionsis
usually small and therefore one may prefer to record them in the Journal itself. In this unit
we shall first discussthe natureof variousinstrumentsof credit including bills of exchange
and promissory notes, identify thetypeof transactionswhich usually take placein
connection with billsand study how they areto be recordedin the books d various parties.
We shall also discussthe preparation of Bills Receivableand Bills PayableBooksand study
how variousdetailsrelating to bills are recorded in these books and how postingsare done.

5.2 TYPES OF INSTRUMENTSOF CREDIT

Selling goods on credit has become a very common phenomenon in business. The producer
takes raw material on credit and supplies the finished goods to the wholesalerson credit.
Fhe wholesalersin tirn providethe credit facilities to theretailers. The retailers also sell on

97




