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9.0 OBJECTIVES

After gudying this unit you should be able to:

@ describe thetypes of errorswhich are usualy committed in the processof
accounting

8 explainthe procedure o locatingtheerrors

@ rectify errorsbeforepreparing thefina accounts

e explain the useand preparation of suspense account

@ rectify errorslocated during subsequent accounting years

® compute theeffect of rectifying errors on profits.

9.1 INTRODUCTION

You know that the Trid Balanceisprepared to verify the arithmetical accuracy of
accounting records. \When the Trid Balancedoesnat tally, it meansthereare errorsin
the booksdf account. These errors must be detected and rectified before preparing
thefinal accounts, otherwisethey will not reflect atrueand fair view of thestateof
affairs of the business. In thisunit you will learn about the typesd' errorswhichare
usudly committed in the processof accounting, theprocedurefor locating and
rectifying thoseerrors, and the effect of rectifying-entrieson the profitsd the
busness

9.2 TYPES OF ERRORS

The errorsmay occur while recording transactionsin thesubsidiary books, or while
pogting them into theledger or at the timeof closing or balancing variousaccounts, or
while preparingthe Trial Baanceitself. Whateverthestage at whichtheerror is
committed, it may beeither an error of principleor an-error of clerical nature. All
errorscan thereforebe broadly divided into (a) theerrorsof principle, and (b) the
clericd errors. Theclerica errorscan befurther dividedinto (i) errorsof omission,
(i) errorsd commission, and (iii) compensating errors. Let usnow discussthese
errorsone by one.
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Final Accounts 1 Errors of Principle: \When a transaction has not been recorded asper the rulesd
debit and credit, or it violatessomeother principle, theerrorsso arising are called
‘errors of principle. Examplesd such errorsare:

i) Acredit purchased fixed assats recorded in the PurchasesJournal instead of
the Journal Proper. Thisresultsin debitingthe Purchases Account instead o

the concerned fixed asset account. Thisisan error of principle becauseit
amountsto treating an expendituredf capital nature asarevenueexpenditure.

i) Anexpenditureincurred onrepairsd machinery debited to Machinery
Account. Y ou know repairsto machinery isarevenue expenditureand should

have been debited to Repairsto Machinery Account. Debiting thisexpenditure
to Machinery Account amountsto treatingit asacapital expenditure. it is
thereforean error d principle.

ity Salary paid to GangaRam recorded in Cash Book asa payment to Ganga Wan
Thiswould result in debitingGanga Ram's personal account instead of treating
it as an expense and debiting it to Salaries Accournt.

Theerrorsd principledo not affect the Trial Balance becausethey smp$ amount
to debiting or crediting wrong accounts, the debit-credit correspondence iSnot

UpSEL.

2 Errorsof Omission: When a transaction iscompletely or partially omitted to be
recorded in booksdf account, it iscaled an 'error of omission®. If the!lransaction is
not recorded in the subsidiary booksor itspostingiscompletely omt ted, it iscalled
an'error of complete omission’. |, however, the postingisdonein o2 account but
omittedfromtheother, itiscaled an 'error sf partial omisson',. For example, if a
credit purchased goodsfrom Shyam isnot recorded in the PurchasesJournal or a
credit purchaseof furniturefrom Ramis recorded in the Journal Proper but no
postingisdoneinany o thetwo accountsinvolved, thenthesewill betermed as
errorsd completeomission. If the purchased goodsfrom Shyam isrecorded in the
PurchasesJournal but isnot posted in Shyam’s Account, it will be called an error of
partial omisson. Other examplesdr partial omissonare: Omission in carrying
forward the total from one pageto theother, omission to balance an account, and
80 ON.

Theerrorsof completeomissondo nat affect theTrial Balance. But theerrorsof
partial omisson would certainly causedisagreementd theTrial Balancebecause
they would leaed to either short debit or short credit.

3 Errers of Ceommissien: \When an erroriscommittedin recording a transaction with.
wrongamount, or postingit to awrong account or thewrongside d an account, it is
called an'error of commission’. For example, acredit saleof Rs. 720isrecordedin
theSalesJournal asRs. 270, or itispested tothedebit o C's Accountinstead of B's
Account or itisposted onthecreditsde o B’s Account. Errorslikedouble posting,
wrongtotaling, wrong carry forward, wrong balancingetc. areasoregarded as
errors f commission. Such errorsusudly cause disagreement in the Trial Balance.
But, theerrors committed whilerecording thetransactionin subsidiary booksor
posting it t 0 awrongaccount (but with correct amount and on the correct side) do
not affect theTrial Balance,

4 Compensating Errors: Thoseerrorswhich nilify theeffect o each other arecalled

‘compensating errors’. | n other words, compensatingerrorsrefer tosuch agroup v
errorswherein theeffect o oneerror iscompensated by theeffect of other error or
errors. FOr example, whileposti ng an entry of Rs. 200 tothe'debitdf Ram's
Account wew ongl y wroteRs. 400, Then, Wi | € postingan entry of Rs. 500 to the
debit of someother account wewrote Rs: 300. Thefirsterror led to ahigher debit
of Rs. 200 whereasthesecond error resultedin alower debitd’ Rs. 200. Thus, the
effectd the first error isnullified by theeffect of the second error. Take another
example. The Purchases Journal is overcast in excesshby Rs. 1,000 which meansthe
PurchasesAccount will be debited i nexcess by Rs, 1,000, TheSalesJournal also, by
mistake, isovercast by Rs. 1,000 whish neans the Sales Account will becreditedin
excesshy Rs. 1,000. These two mistakes, together, result in an excessdebit of

6" Rs. 1,000 as well 45 an excesscredit of Rs. 1,600, Thus, they cancel out of the effect

. of eachother. Sucherrors do not affect theTrial Balance.

o



Look at Figure9.1. It showsvarioustypesof errors and indicateswhether a Errovs anrl *heir Rectification
particular typeof error affectstheTrial Balanceor not.

Figure 9.1

Types of Errors and thar Effect on Trial Baance

Errors

Errcrsd'PrincipIe Clerical Errars
(NoeffectonT.B.)

Errors of Omission Errors of Commission Compensaiing Errars
(Usually effect thethe T.B.) (NoeffetonT.B.)

Complee Partial
{Noeffecton T.B)) (AffectstheT.B.)
Cheek Your ProgressA

1 Givetwo examplesdf errorsof principle.

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

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

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

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

3 A few errorscommitted in Rao's booksare given below. State in eech casethetype
of error involved and whether it would affect the Trial Balanceor not.

i) Sdesd Rs. 950to Ram completely omitted from booksd account.

ii) Purchasesd Rs. 720 from Shyam enteredin the PurchasesJournal as Rs. 700.
iii) PurchasesJournal isovercast by Rs. 1,000,

iv) SaesReturnsJournal isundercast by Rs. 200.

v) Amount paid to Agarwal wrongly posted to the debit of Mittal’s Account.

vi) Bank overdraft isshown undor thedebit balancescolumnin theTrial Balance.
vii) Salesof Rs. 500to Sadiq entered in SalesJournal assal esto Mushtaq,.

viii) \Wagespaid for installationdf machinery debited to Wages Account.

S. No. Type of Ervor Whether it affects the
Trial Balance

i) Yes/No

ii) Yes/No

iii) Yes/No

v) Yes/No

V) Yes/No

vi) B Yes/No

vii) ¥Yes/No

viii) Yes/No 77




_Final Accounts

9.3 LOCATIONOF ERRORS

Y ou havelearnt thetypesof errorswhich are usudly committed in the proces‘g,/éf
accounting. Theseerrorsmust be located and rectified before preparing the final
accounts. You know that somedf theerrorsaffect theagreement of the Trial Balance .
whilesomedo not. The errorssuch aserrorsd principle, errors of complete omisson
and errorsd’ compensating naturewhich do not affect the Trial Balanceare difficult
tolocate. They areusudly found out during the course of audit or when the statement
of accountsisreceived by the busnessor sent to customersfor confirmation.

However, thelocation d errorsof omisson and comntission which affect theTrid
Balanceis not so difficult. The followingroutineprocedure is usually adopted for
locating sucherrors.

a) Check thetotalsaf both thedebit and the credit columnsof theTrial Balance.

b) If thedifferencestill persists, ascertain the exact amount of difference; and then
i) seewheiher an account having that balance hasbeen omitted from the Trial

Balance. Supposethe debit column in Trial Balanceisshort by Rs. 630, itis
just possiblethat an account with adebit balanceof Rs. 630 hasnot been
entered in the Trial Balance.

ii) check whether an account with a balance equal to that difference hasbeen
entered twiceinthe Trial Balance.

iii) take hdf theamount of difference,see whether thereisany account with such
balancein theTrial Balance, and if so, check whether itisentered in the
correct column or not. If an accountwith adebit balance of Rs. 315 has been
entered in the credit column, thedebit column becomes short by Rs. 630.

c) Verify whether (i) thebalancesd al theaccountsareincluded inthe Trial
Balance (i) they areentered in thecorrect column, and (iii) their anounts have
been correctly written.

If noerrorsarefound upto thisstage, or theerrorslocated have been duly

corrected, but still the Trial Balancedoesnot tally, thereis need to take further

action. Yau may takethefollowingsteps:

d) Check the totalsdf thelistsof sundry debtorsand sundry creditors.

€) Check thetotals andbalancesof al accountsintheledger.

f) Check the totalsand the postingsd all subsidiary books.

8) Checkthe postingsaf dl amountsequal to the differencein thetrial balance. Itis
possiblethat a posting has been omitted. Similarly, check the postingsaof al =
amountsequal to haf the difference. It ispossiblethat the amount has been posted
onthewrongsided theconcerned account.

h) Seethat correct amounts have been brought forward from the previouspages.

i) Veify that all opening balanceshave been correctly entered in variousaccounts.

j) Compare,the current year's Trial Balancewith that of the previousyear. Any
variationoticed should be carefully checked.

The procedureoutlined above, if carefully followed, should normally reveal all this
errors. The errorsare then rectified and a revised Trial Balanceisprepared. If no
other errorsexist, therevised Trial Balanceislikely to taly.

94 RECTIFICATION OF ERRORS

Any error whenlocated must be rectified. Thereetification should not bemadeby
overwritingor by striking off thewrongentry. Thiswould destroy theauthenticity d
the booksof account. Hence, theerrorsshould dways be corrected by making
suitableentriescalled rectifyingentries. For purposesof rectificationtheerrorsare
dividedinto two categories: (i) one-sided errors, and (ii) two-sidederrors.

@ed ddEras Certainerrors affect only oneside of an account, either the debt
sideor thecreditside. Such errorsare caled'ope-sided errors. Examplesof
one-sided errors are:



i) Rs.100received from Deshmukh was posted to hisaccount as Rs. 10. It means
Deshmukh'sAccount has been credited with Rs. 10instead d Rs. 160 and thereisno
migtakein the Cash Book. Thus, thiserror has affectedonly one-sidedf an account.

il) ThePurchases Book isovercast by Rs. 1,000. Thiswill affect the debit side of
Purchases Account wherethe total of the PurchasesBook isposted, and no other

account isaffected.

Two-sided Errors: Certainerrors may affect two or more accounts. Such errors are
called 'two-sded errors. Examplesof two-sidederrorsare:

i) A creditsded Rs. 1,080 to Anand waswrongly recorded in the Sdes Book as
Rs. 1,80C. Thiserror will affect two accounts. viz., Anand’s Account and Sales

Account. Anand’s Account has been debited by Rs. 1,800 insteadof Rs. 1,080.
The SalesAccount has al so been credited by an additional amount o Rs. 720
(Rs. 1,800—1,080) becausethe SadesBook will show a higher total.

i) Asded Rs. 500 madeto Kama hasbeen posted onthe debit Ssdedf Kishore’s
Account. Thiserror will affect two accbuntsviz., Kamal's Account and Kiskore's
Account. An entry of Rs. 500 doesnot appear on the debit sideof Kamal’s
Account whereas Kishore's Account has been wrongly debited with that amount.

9.4.1 Rectification of one-sided Exrors

Generdly errorsare corrected by passing suitable journa entries. Y ou know passing a
journd entry meansdebitingone account and creditinganother. But in the caseof
one-sided error only one account isinvolved. Soit cannot be corrected by passing the
journd entry. It isrectified smply by noting the correction on the appropriateside.
Takethefirst example o one-sided error. Deshmukh’s account wascredited short by
Rs. 90. Thiswill be corrected by an additional entryfor Rs. 90 on thecredit sdedf his

account asfollows;

Deshmukh'’s Account
. br. Cr.

By Difference in amount received
from hi mpostedon... 90

In thesecond exampleof one-sided error, the Purchases Account isdebited in excess
by Rs. 1,000. Thiswill becorrected by crediting the PurchasesA ccount with
Rs 1,000 asfollows:

Purchases Account
D, Cr.
Rs.
By Overcagingd Purchases Book
for themonthof... 1,000

Thewrong total inthe PurchasesBook will be cirded withred ink and the correct
total entered above or below the circle. The person doing the rectificationwill al so put
hisinitias.

9.4.2 Rectification of Two-9ded Errors

Y ou havelearnt that one-sidederrorsarecorrected ssmply by notingthecorrectionon
theappropriatesidedf the account affected by theerror. They cannotbe rectified by
suitable journal entriesbecause anl'y one account isinvolved. But, the two-sided
errors aremodtly rectified by journal entries. I'tisbecausesuch errorsaffect two or
Nar e accountsand in most cases the debitand credit are equally affected. Take the
case of first exampleof two-sidederror givenearlier. A credit saled Rs. 1,080to

——

Errors and their Rectification



Fimal Accounts

Anand waswrongly recorded in the SalesBook asRs. 1,800. The two accounts
affectedare: (i) Anand’s Account which showsan excessdebit of Rs. 720and (i)
Sales Account which standscredited in excess by Rs. 720. T o rectify thiserror we must
credit Anand’s Account with Rs. 720and debit the Sales Account with Rs. 720. So, a
journal.entry can be passed asfollows:

Rs. Rs.

SalesAccount Dr. 720
To Anand 720
(Beingsdlesof Rs. 1,030 to
Anand wrongly recorded in the
SalesBook asRs 1,800 now
rectified)

Takethesecond exampled two-sided errorsgiven earlier. A sdleof Rs, 500 madeto
Kama was posted to the dehit sideof Kishore's Account. The two accountsaffected
are: (i) Kamals Account which has not been debited by Rs. 500, and (ii) Kishore's
Account which'has been wrongly debited with Rs. 500. To rectify thiserror we haveto
debit Kamal’s Account with Rs. S00and creditKishore's Account with Rs. 500. So
journal entry for the rectificationd thiserror will beasfollows:

Rs. Rs,
Kamal Dr. 500
To Kishore 500
(Being rectification o
wrong debit to Kishore
for sdlesmadetoKamal)

Look at illustrationsl and 2 and study how variouserrorshave been corrected.

Blustration 1

How wouldyou rectify thefollowingerrorsin the books of Kiran & Co?

1 TheSalesReturn Book has been undercast by Rs. 500.

2 Thetotal of theBillsReceivable Book amounting Rs. 4,500 hasbeen posted to the
creditd BillsReceivable Account.

3 While posting PurchasesBook to the ledger the personal account of Kumar has
been credited with Rs. 221instead of Rs. 212.

4 Rs. 60,000 paidfor thepurchase o aTV set for theproprietor isdebited to General
ExpensesAccount.

5 Anamount of Rs. 1,000 paid by Pran hasbeen credited to the account of Praneet.

6 Goodssold to Inder for Rs. 1,200 have been entered in the PurchasesBook.

Solution:

1 Thiserror will-be rectified by entering Rs. 5000n the debit sidedf SalesReturns
Account by writing "' To Undercasting of Sales Returns Book for the Monthof
......................... 5. 5007,

2 Thi s error will be rectified by enteringan amount of Rs. 9,000 on thedebit side of
BillsReceivableAccount by writing “To Wrong postingdf thetotal o Bills
ReceivableBook on theoppositeside...................... , Rs. 6000”.

3 Kumar's Account has been credited with an excessamount of Rs. 9(Rs. 221~
Rs. 212). Thiserror will be rectified by debiting hisaccount with Rs. 9 by writing
“To Difference in amount posted from the PurchasesBook
0] T, ,Rs. 97,

4 Thefollowing journal entry isrequiredfor rectification.

Rs. Rs.
DrawingsA/c Dr. 10,000
T o General ExpensesA/e 10000
(Beingrectificationd purchased
TV for the proprietor wronglydebited to General
Expenses A/c)



surnal entry isrequiredfor rectification: Errors and their Rectification

Rs.
Prancet Dr. 1&%
To Pran 1,000

(Being rectificationof wrongcredit
to Praneet for theamount paid
by Pran)

6 Thefollowingjournal entry isrequired for rectification:

Rs Rs.

Inder Dr. 2400 |
ToPurchasesA/c 1,200
ToSalesA/c 1,200

(Beingrectifyingentry for saleto
Inder wrongly enteredinthe
PurchasesBook)

Miustration 2

How would you rectify thefollowingerrors:

1 Rs. 3,000 received for thesaed old machinery hasbeen wrongly posted to Sales
Account.

2 Rs 600, thecost of repai ring the machinery has been wrongly charged to Machinery
Account.

3 Goodspurchased for Rs. 500f romSanjay has been wrongly debited to Furniture
Account,

4 Asded Rs. 600 has been wrongly credited to the customer's account.

5 A paymentd Rs. 400 on account d rent has been posted twiceto the Rent Account.

6 Anitemd Rs 197 hasbeen debited to apersona account asRs. 179.

Solution:

1 Thefollowing journal entry isrequired for rectification:

Rs Rs.
SdesAlc Dr. 3 ;000
Machinery A/c 3,000
(Beingrectifyingentry for saleof
mechinery creditedto SalesNc)

2 Thefollowingjournal entry isrequired for rectification:

X

-RepairsAle Dr.
ToMachinery A/c 600
(Being rectification of wrong debit
toMachinery A/c instead of
RepairsA/c)

3 Thefollowingjourna entry required for rectification:

Purchases A/c Dr. 500
ToFurniture A/c 500

(Being rectifyingentry for purchase

wrongly debited to Furniture N c)

4 This error will be rectified by debiting the customer'saccount with RS 1,200
(doubled Rs. 600) by writing" To-Wrong posting from SalesBook on the credit
Sdeon..iviiiunns, e Rs. 1,200."

5 Thiserror will berectified by entering Rs. 400 on thecredit Sided the Rent
Account by writing "By Double posting from Cash Book 0N ..savvue.. Rs. 400,

6 Thepersona A/c hasbeendebited Rs. 18short (Rs. 197-179. To rectify thiserror,
the personal A/c will be debited with differenceby writing “To Differencein
-amount POEd ON...cvvvvuuneesns ,Rs, 18" 81



Check Your Progress b

Followingerrors have been detected:

a) A creditpurchased goodsframChetan amountingto Rs. 15,000 hasbeen
wrongly passed through the SalesBook.

b) A saled an old typewriter for Rs. 800 was passed through the SalesBook.

¢) Rs. 700 withdrawnfor personal use has been debited to General Expenses
Account.

d) A creditsaleof Rs. 2,300 to Jatin wasomitted from SalesBook.

€) Purchaseof a wooden cupboardfor Rs. 3,000 hasbeen passed through the
Purchases Day Book.

You arerequired to answer thefollowingquestions.

1 Incased each error name the accountsattected.

9.5 SUSPENSE ACCOUNT AND RECTIFICATION

Y ou havelearnt themethod of rectifying the errors. This method isused for rectifying
theerrorslocated beforepreparing thefinal accounts. After the corrections have been
made, arevised Trial Balanceisprepared which should normally tally. But, if it does
not tally, it meansthdrear estill some errors which havenot been detected. As -
considerable time and effort haveal ready been spent in locatingand rectifying the
errors, it nay not be possibleto wait any longer because it will del ay the preparation
of final accounts. Hence, in such a Situationthe usual practice is to placethe
differenceto Suspense Account and taily the Trial Balance for thetime being. If the
total of thedebit column in theTrial Balanceis more than thetotal of itscredit



column total, the differenceis placesi to thecredit of SuspenseAccount and theTrial Errors and their Rectiication |,
Balance Will tally. Similarly, if thecredit column total ismore than the debit column
total the differenceis placed to the debit of Suspense Account. The SuspenseAccount
thus created isshownin the Balance Sheet and iscarried forward to the next year.
Note that the Suspense Account isnot theresuit of any transaction, It merely
represents the net effect of errorswhich till remain undetected. Therefore, duringthe
pext accountingyear, after the errors:are located and rectified, the Suspense Account
will get closed. Let usnow understand how arrorswill be corrected in thefollowing
year. Asfor thetwo-sidederrors, thereisno changein the method o rectification.
These errorsdo not affect the agreement of Trial Balanceand hencedo no: involve
the SuspenseAccount, They are rectified by means o the journal entriesas usud.
This ISnot the casein respect of one-sided errors. When one-sided errorswereto be
corrected before preparingthe Trial Balancewe did it by writing an appropriate note
in the concerned account. But, when they areto be corrected during the next yesr i.e.,
after SuspenseA ccount has been created, the rectificationwill bethroughan
appropriate journal entry. Theone-sided error usudly affectsonly one account. So to
pass a journal entry for rectification of such error, weshall now take Suspense
Account astheothier account involved. For example, Rs. 580received from Shyam
were posted to hisaccount as Rs. 850. It means Shyam’s Account isto be debited with
Ms 270. Y ou can now passthe' following journal entry to rectify thiserror.

Rs. Rs.
Shyam Dr. 270
ToSuspense Account 270
| (Beingrectificationentry) .

Thusail errors, whether they are two-sidedor one-sided will now berectifiedby
meansof journa entries.

Let usassumethat a businessman could niot tally hisTrial Balance. Thedifference of

Re. 1 between thetotals of the two columns was put against the Suspense Account on

itsdebit sideand the Trial Balance wasmade to tally temporarily. The Suspense

Account wascarried forward to the next accountingyear.

Thefollowing errorswerethen located:

1 Anamount of Rs. 99 wasomitted to be posted to thecredit of acustomer's account
from the Cash Book.

2 TheSalesBook wasovercast by Rs. 100.

The first error involvedtheomissiond posting tothecredit of customersaccount. So,
torectify this error you will have to credit customer's account with Rs. 99. Asthe
Suspense Account isin existence, thecorresponding debit would begiven to the
Suspense Account. Thus, the journal entry will be:

Ms Rs.
Snspense A/c . Dr. 9
To Customer’s A/c %
(Being the sectification
of omission in posting)

Thesecand error refersto Sales Book being overcast by Rs. 100. It meansthat the
Sales Account has been credited with Rs, 100 in excess. To rectify this error, the Sdes
Account will have to bedebited with Rs. 100. Thecorresponding credit would be
given toSuspense Account. Tlie rectifyingentry will bc:

Rs. Rs,
Sales Ale Dr. 100
ToSuspense A/c 100
(Being therectification of
Overcastingin SalesBook)

The Suspense Account, after posting thetwo rectification entries, would appear as
follows: ; 83



Final Accounts

3| Suspense Alc ‘Dr. .. 63

Suspense Aceount

Dr. Cr.
Rs. Rs,
To Balance b/d {dif. inT.B.) 1| B SalesAle 100
To Qustoner's Asc *)
100 100

With the postingof the two rectificationentriesthe Suspense Account is closed. Note

that the opening baancein Suspense Account Smply showsthe net effect of these
errors. Sometimes, the baanced Suspense Account isnet given. IN that case it cam be

worked out after completingthe postingof therectification entries.

Suppose in the aboveexample the amount with which the Suspense A ccount was
opened wasnot given. Leavethefirg line blank on both the debit and credit sidesdf
the Suspense Account and post therectificationentries. The difference betweenthe
totalsd the twosideswill becons dered asthe balancewith which the Suspense
Account was opened. Thisisbasad on the assumption that thereare no moreerrors
remaining undetected.

Look at illustrations3and 4 and study how errors arerectified when Suspense
Accountisin existence.

Rlustration 3

TheTrial Baanced Svadid not taly. Thecredit Sde exceeded by Rs. 1,455. This
amount wasentered in the debit column against Suspense A ccountand the Trial
Balancewas madeto tdly.

L ater, thefollowingerrorswere discovered.

1" Goodsworth Rs. 1,250 weresold to Mahesh on credit. ThiswasenteredintheSales
Book but wasnot posted.

2 Goods worth Rs. 313werereturned by Ahmed. Theamount wascredited to his
account but wasnot recordedi n the Returnslnwards Book.

3 Manoj paid Rs. 670 but his account wes wrongly creditedwith Rs. 607.

4 Anamount of Rs. 3750wed by Dinesh wasomitted from the scheduleof sundry
debtors.

5 TheSdesBook was undercast by Rs. 420.

Rectify theerrorsand show the SuspenseAccount
Solution:

Journal

1| Mahesh ' D 1250
To Suspense Alc : 1,250
(Being sales 1o Mahesh not posted) . ’

2| Retums Inward A/c . - Dr. 3
To Suspense Alc - : | B &

(Being goods returned not recorded in. .

Retums Inwards Book though credited to pelsonal aeeount

To Manoj - , @
(Being Cash paid by Manoj underposted) , .

4] Sundry Debtors AJc » ; ‘ .Dr. 375

To Suspense Alc ‘ , 375
(Bemg Dinesh’s debit omitted fromthe tist o . L
sundry debtors)




5 | Suspense Afe

To Sales Alc
(Being rectification of
overcaging in Sales Book)

Dir.

Errors aod thelr Rectificstion
420

Suspense Acecount

br,

Cr.

To Difference in Trial Balance
To Manoj
To Sales Alc

3,

1,455 | By Mahesh

63 | By Returns Inwards A/c
420 | By Sundry Debtors Afc

1,938

Rs.
1,250
313
375

1,938

Tustration 4

Rectify thefollowing errors assuming that a Suspense Account was opened.

1 A purchasemadefrom Anthony & Ce. for Rs. 8,000 wasniot eatered in the

PurchasesBook.

as N

Account.

An amount of Rs. 500 received from Mr. Koy was credited to Ray's A/ec.

A sded Rs. 600 to Gopal wesdebited to hisaceount asRs. 6,000.
Saariespaid amounting to Rs. 1,000 waswrongly debited to Wages Account.,
Rs. 450 received on account of interest stands wrongly credited to Commission

6 The total of Returns Quiwards Book amountingto ®s. 560 was not posted in the

* ledger.

7 A creditsale d Rs. 250to Rakesh was wrongly credited to hisaccouns.
8 A creditsale of Rs. 520 to Madhu debited tohim asRs. 250.

9 A credit purchasesfrom Kaiiash of Rs, 400 was debited to him,

10°In Cash Book the total of discount allowed column of Rs. 304 hasbeen carried

forward asRs. 403.

Solution:

Bowrmai

1 | Purchases A/c
ToAnt hony & Co.’s Ale

(Beingtheomisson of credit purchases, now rectified)

Dr.

2 |Ray
To Roy

(Being credit given to Ray’s A/c instead of
Roy’s Alc now rectified)

Dr.

3 | Suspense Alc
To Gopal

(Being excess debit given to Gopal's A/c, now rectified)

Dr.

4 | Salaries Alc
To Wages Al¢

now rectified)

{Being debit to Wages A/c instead of Salaries Alc

5 | Commission A/c
To Interest Afc

-1, interest A/c now rectified).

(Being credit given to Commission A/c instead of

Dr.

Suspense Al
* To Returns Qutwards A/c
. «Being the omission of posting total of Re
Outwards Beok, now rectified)

fUsns

560

5,460

1,000

450

35,400

1,000

450




Final Accounts 7 [ Rakesh or. U s
To Suspense A’e . 500
(Beingwrong credit given to Rakesh, now r ectified)
8 | Madhu Dr. 270 .
To Suspense Ale 270
{Being short amount debited to Madhu's A/c, nowr ectified)
9 [Suspence A/c Dr. 800 .
ToKailash , 800
(Beingdehit given to Kailash instead o credit.
now rectified)
10 {| SuspenseA/e Dr. 99
To Discount Allowed A/c 99
(Being excess amount carried forward in Cash Book,
now rectified)
Suspense Account
Pr. C.
Rs. Rs.
ToGopal 5,400 | By Balanceb/d 6,089
ToReturnsOutwardsAse 560 | (balancing figure)
To Kailash 800 | By Rakesh 500
To Discount Allowed A/c 99 | By Madhu 270
6, 859 6,859

1




9.6 EFFECT OF RECTIFYING ENTRIES ON PROFITS

You haveseen that the creation of Suspense Account helpsin tallying the Trial Balance
and avoidingdelay in the preparation of find accounts. The errorsstill remainto be
detected and rectified so, the’Profit and Loss A ccount prepared fromsuch Trial
Bdanceissubject to theundgtected errors. The profit thusarrivedat may be moreor
Jess than theactual profits. Similarly, when the errorsare detected and rectified
duringthe next year, therectifyingentrieswill have their effect on the profit o the

next year.

The profit isaffected only if the errorsinvolveaccountswhich usualy appesr in the
Trading and Profit and Loss Account (nomina accounts) and not these which appear
inthe BalanceSheet (real and personal accounts).

Let usunderstandit with the help of an example. SupposeRa: 24,000 paid for sdlaries
during 1986 was posted to the Salaries Account as Rs. 20,400. Thiserror hasresulted
inshort debit of Rs. 3,600 to SalariesAccount and so thesalariescharged to Profit and
Loss Account areshort by Rs. 3,600. Thiswould overstatethe profitsof 1986. When
thiserror will be detected in 1987 and the rectifying entry passed, Rs, 3,600 will be
added tosalariesof 1987 and so theprofitdf 1987 will be decreased by Rs 3,600,
Thus, theerrors as well as the rectifyingentriesaffect the profit. Of course, theeffect
of rectifying entries will be.almost the reverse of the effect of errors.

Look & illustration'S. |t showsrectifyingentriesand their effect on profits.

[llustration 5

“A'businessman findsthat hecould tally hisTrial Balancedf 1986 only by openinga
Suspense Account. During 1987, he discovered the following errors.’

| The Discount Allowed column of the Cash Book wasovercast by Rs. 25.

2 Sdled old machinery amountingto Rs. 550 had been creditedto SdesNc.

3 A sded Rs 780to Ahmed had been debited to hisaccount asRs. 870.

4 Thetotal d BillsPayableBook Amountingto Rs. 4,060 for themonth of Junewas
not posted intothe ledger.

Rectifytheaboveerrorsand preparethe SuspenseNc. Alsoexplain.theeffect of
rectifyingtheerrorson the profitsof 1987.

Solution:

Journal

1| Suspense A/c D. %

‘(Béing the rectifying entry for
W ONg casting of discount allowed columa)

2| Sales Alc Dr. 550
To Machinery A/c 550

(Being the rectifying for sale of machinery

wrongly credited to Sales Account)

3| Suspense Alc D. 0
To Ahmed 90
(Being rectifying entry for excess amount debited)

4 | Suspense Afc D. < 4000
To Bills Payable A/c B | 4000

(Being the rectifying enry for omission |
of posting the total of 8/P Book)

70 Discount Al | oved Ale , | 25
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Suspense Acoount

Dr. Cr.
Rs. Rs.
T o Discount Allowed Alc 25 | By Balancebld 4.115
~To Ahmed 90 (balancingfigure)
To BillsPayableA/c 4,000
4,115 s 4,115

Effect on Net Profit of 1987

Rectifying Entry | Increasne Decresse

1 Credit to Discount Aflowed A/c

Rs.

25
2 Debit to SalesAle —_ 550
3 Nonomnal account iSinvelved — —
4 Nonomnal accountisinvolved — _
25 550
Net decreasein Prdfits . 525

Profit and Loss Adjustment Acoount: In theaboveillustration you observedthat
errorswerecommitted during 1986 and the rectifying entrieswere passedin the books
of 1987. This unnecessarily affected theprofitsd 1987. In order that theprofitsof the
year in which rectifyingentriesare passed isnot affected,a new account celled Profit
and Loss Adjustment Account isopened. Then, all amountswhish are to bedebited
or credited to nomina account in the rectifyingentriesmay be debited or creditedto
the Profit and Loss Adjustment Account. The balanced theProfit and L0ssS
Adjustment Accountisdirectly adjustedin thecapita . Thus, the profitof the yearin
which therectifyingentriesare made remainsunaffected. Therectifyingentriesland
2d Illustration5 which involvedebit and credit to nominal account can now be shown
asfollows:

Jourmal

1| Buspense A/C : I : Dr. Lo 25 _

To Profit and Loss Adjustinent A/c © 25
(Being the rectification of overcasting the discount ' -
allowed column) .

2| Profit & Loss Adjustment A/c ' ' Dr. - 550
" To Machinery Alc - S ' Lo 350
(Being the rectification for wrong credit given-to : '

- Sales Account) ‘ :

The Profit and Loss Adjustment Account wilt be as follows:




Profit and Less Adjustment Acconnt Errors and thelr Rectificntiop

Dr. Cr.
Ras. Rs.

To Machinery Alc 550 | By Suspense Alc 25
By Capital A/e (Trander) 525

550 550

9.7 LET US SUM UP

WhentheTrid Balance doesnot tally, it means thereare errorsin boaks of account.
Thesemay betheerrorsd principle, errorsof omission, errors d commission or
compensatingerrors. Someof theseerrorsaffect the agreement of Trial Baance while
somedo not. The errorswhich do not atfect the Trial Balanceare difficult to locate
but those which affect it are easily located by following a series o steps. The errors
thuslocated snust be rectified before preparing thefina accounts.

One-sided errors which affect only one account'are rectified by meansd a suitable
noteon the relevant sidein the concerned account. Two-sided errors involvingtwo or
more accounts arerectified by means sf journd entries. If theTid Balancedoesnot
taly even after the detected errors have been rectified, it means that therearetill
some errors which have not been detected. In such a Situation, the differencein ‘Trial
Baanceisput against a Suspense Account to avoid delay in preparing thefina
accounts. Later, when these errorsare discovered, they can be rectified through
journal entriesand the Suspense Account may be closed.

When errors are rectified during the next accounting year, the rectification entries
involving nominal accounts affect theprofitsof the next year. To avoid such effect, a
. Profit and Loss Adjustment Accountcan beopened and itSbalance directly adjusted
incapital.

9.8 KEY WORDS

Audig: Checking the books of account by auditorsfor detection and prevention of
errors and frauds.

Compensating Errors: A group of errorswherein theeffect of one error is
souater-hatanced (compensated) by the effect of theother errors.

Brrors of Commission: A clerical error committed whilerecording or posting the
wansactions or while totalling, balancing, ete.

Error of Complete Ornssion: An error committed by completely omittingtorecorda
transaction i n books.

Error of Partial Omission: An error committedin omitting to post oneaspect of an
entry in theledger.

Esror of Principis: An error committed by ignoring or misapplying Some principlesd
accounting Whilerecording airansaction in books.

{Ume-sided Error: An error which affectsthe debit or creditsideof oné account only,

Profit and Less Adjustment Aceount: A n account openedfor avoiding theeffect of
tectifying entriesin respect of the previousyear's errorson the profitsaof the current
year. 8
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Rectifying Entries: Entriesmadein books of account for correctiond errors.
Suspense Account: An account opened to tdly the Trial Balancetemporarily. It
representsthe net effectd undetected one-sidederrors.

Two-si ded errors; An error whichinvolvestwo or more accountsand effect both the
debit and credit aspects.
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910 ANSWERS TO CHECK YOUR PROGRESS

A 3i) Errord CompleteOmission Noeffect on Trial Balance
i) Errord Commisson Noeffect on Trial Balance
iii) Errord Commisson Affectsthe Trid Balance
iv) Errord Commission AffectstheTrid Balance
v)  Errord Commisson Noeffect on Trial Baance
vi) Errord Commission Affectsthe Trid Balance
vii) Error o Commission Noeffecton Trial Balance
viii) Error o Principle Noeffecton Trial Balance

B 1 @) i) Chetan’s Account i) Purchases Account iii) Saes Account
b) i) Typewriter Account ii) SalesAccount
c) i) DrawingsAccount ii) Generd Expenses Account
d) i) Jatin's Account ii) SalesAccount
€) i) Furniture Account ii) PurchasesAccount

2 @) i) Chetan's Account debited with Rs. 15000 instead of being credited

if) Purchases Account not debited with Rs. 15,000
iif) SalesAccount creditedin excessby Rs. 15,000

b) 1) Typewriter Account not credited With Rs. 800.
if) Sdes Account credited in excess by Rs. 800.

c) i) DrawingsAccount not debited
if) General ExpensesAccount debitedin excess

d) i) Jatin's Account not debited
i) SaesAccount not credited

€) ) FurnitureAccount not debited
i) Purchases Account debited in excess

C1) i) DebitSdesReturnsAccount and Credit SuspenseAccount

i) Debit Suspense Account and Credit Purchase Account.
iii) Debit Suspense Account and Credit Kant's Account (With Rs. 1,500).
iv) Debit Nagesh's Account and Credit Suspense Account.
‘v) Debit Interest Account and Credit Rent Account.

2 DifferenceinTrial BaanceRs. 1,506 placed to thecredit of SuspenseAccount.



9.11 TERMINAL QUESTIONS/EXERCISES

Questions

1 Wha areitsvarioustypesdf errorswhich are usualy committedin the processof
accounting? Explain them with examples.

2 IsTrial Balanceaconclusive proof d the accuracy o the hooksd account?If not,
discussthe errorswhich arc not disclosed by the Trial Balance.

3 Describebriefly the procedurefor locating theerrors.

4 What isSuspense Account? State itsadvantages.

5 Doesrectificationof errorsin the subsequent accounting periods dwaysaffect the
’gradi ngresult of those years? Give examplesaof errorswhich affectit and which do

t.

Exercises

1 Rectifythe followingerrors.
a) Rs 690, theamount o rent paidto thelandlord, wesdebited to his persond

account.

b) Goods teken avey by the proprietor for persond use costing Rs.600,
was debited to the Purchases Account.

0O Rs. 1,080 padaswagesfor constructionof aroom wasdebited to the Wages
Account.

d) Total of purchases Book of one pagewascarried forward to the next pageas
Rs. 876instead of Rs. 786.

€) Discountallowed amountingto Rs. 25 had been credited to Discount Received

Account.

f) Tota of SdesBook o one pagewascarried forward to the next pagesasRs. 872

instead of 782.

2 Rectify thefollowingerrors.
a) Rs. 700 recoveredon account of bad debtswrittendff earlier, creditedtothe

customer's personal account.
b) Goods returned by Murari amounting to Rs. 250 has been entered in the

Returns Outwards Book.

€) Anamountof Rs. 800withdrawn by the proprietorfor his persond use hasbeen

debited to General Expenses Account,
d) Discountalowedto Kurien amountingto RS. 47 has not been enteredin the
discount column of the Cash Book, but it has been posted to the customer's

personal account.

e) A cashsdeto Ashok for Rs. 690 wasrecorded in the Cash Book and sointhe

Salés Book. Postingswere made from both the books.
f) The Bank Column on thecredit sidedf the Cash Book wasovercast by Rs. 50.

3 On taking out a Trial Balancea book-keeper findsan excesscredit o Rs. 2,460.

Being desirousd closing the books, he placesthe differencein a Suspense Account,
, whichiscarriedforward. I n thenext period, he discoversthefollowingerrors. Pass

the rectifying entriesand prepare the Suspense Acconnt.
a) Thetotal of Returnsinwards Book has beenfound to be Rs. 400 short.
~ b) Asumaf Rs. 4,800 written off asdepreciationon machinery, hasnot been
posted to the Depreciation Account,

€) A discountd Rs. 1,000 alowed to acustomer has been posted to hisaccount as

Rs. 100,
d) The SdesBook wasundercast by Rs. 4,000.
¢) Purchased Ws 480 wasposted asRs. 840 in thesupplier's account.
(Answer: Suspense Account still show adebit balanced Rs. 1,800.)

4 A book-keeper failed to balancehis Trid Balance. He places thedifferencetoa
newly opened Suspense Account which iscarried forward. The followingerrors

were subsequently discovered. Give journal entriesto rectify these errorsand show

the SuspenseAccount.

a) Thetotal of PurchasesDay Book had been undercast by Rs. 200.

b) Purchased atypewriter on credit from Harnath for Rs. 9,600 wasenteredin
" the PurchasesBook.

Esrors and thelr Rectificatior
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¢} Goodsreturned by Hari amounting to Rs. 2,800 hasbeen entered in the Returns
Qutwards Book, however, the posting was done correctly to Hari’s Account.

d) A cashsdesf Rs 2,500 to Somnath, correctly entered in the Cash Book, was
posted to the credit of hispersonal account.

¢) A chequereceived frem Mahinder far Rs. 8,160 had been debited in the Cash
Book, but the doubleentry had not been completed.

{Answer: SuspenseAccount wasstarted with acredit balanced Rs. 3,960)

9
5 TheTrial Balance prepared by Dhanraj did not tally and the differencewas
transferred to a Suspense A ccount. Subsequently, thefollowingerrors werefound.
Rectify theerrorsand show the Suspense A ccount. Aiso explainthe effect of
rectifying entrieson the profits.
a) A saleof Rs. 1,600 to Kamalnath wasposted to Karunanath.
b) Insuranceamountingto Rs. 250 paid was posted twice.
c) Asaded Rs. 1,500for old machinery was gassed through the Sales Book.
d) A Purchaseworth Rs. 600 frorm Kameshwasnot passed through the books.
€ The debit bdance a0 Commisson Account amounting to Rs.80 was omitted
from the Trid Baance
f5 The PurchasesReturnsBook was undercast by Rs. 700.
(Answer: SuspenseAccountwas started with acredit balanceof Rs. 870. Profit will
decreaseby Rs. 1,230).

6 An accountant could not tally the Trial Balance. He placed the difference of

Rs. 2330 tothecreditd Suspense Account and prepared thefinal accounts. The

following errorswerediscoveredin the next year.

i) TheSdesBook wasundercast by Rs. 500.

i) Entertainment expensessf Rs. 950, though entered In the Cash Book, were
omittedto be posted in the'ledger.

iil) Commissionadf Rs, 250 paid wasposted twiceto Commission Account.

iv) Discount columnd the receipt sideof the Cash Book waswrongly added as
Rs.1,400instead o Rs. 1,200.

v) Asded Rs. 1,350 to Kamesh, though carrectly entered in theSalesBook, was
wrongly posted to hispersonal account asRs. 1,930.

vi) A purchase fromNahar worth Rs. 920, though correctly entered in the
Purchases Book, waswrongly debited to hispersonal account.

Passthe necessary rectifyingentries, prepare SuspenseAccount and state the effect

of rectifying theentrieson the profits.

(Answer: SuspenseAccount wasclosed. Effect on Profit: nil).

Note: These questions will help you to understand the unit better. Try to write
answers for them. But do not submit your answers to the University for
assessment. These arefor your practice only.
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