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After studying this unit you should be able to: 
@ describe the types of errors which are usually committed in the process of 

accounting 
@ explain time procedure of locating the errors 
@ rectify errors before preparing the final accounts 
@ explain the use and preparation of suspense account 
@ re&@ errors located during subsequent accounting years 
@ compute the effect of rectifying errors on profits. 

You know that the Trial Balance is prepared to verify the arithmetical accuracy of 
accounting records. When the Trial Balance does not tally, it means there are errors in 
the books of account. These e m r s  must be detected and rectified before preparing 
the final accounts, otherwise they will not reflect a true and fair view of the state of 
affairs of the business. In this unit you will learn about the types of errors which are 
usually committed in the process of accounting, the procedure for locatiiig axid 
rcctifyilig those errors, and the effect of rectifying-entries on the profits of the 
business. 

The errors may occur while recording transactions in the subsidiary books, or while 
posting them into the ledger or at the time of closing or balancing various accounts, or 
while preparing the Trial Balance itself. Whatever the stage at which the error is 
committed, it may be either an error of principle or an-error of clerical nature. All 
errors can therefore be. broadly divided into (a) the errors of principle, and (b) the 
clerical enon. The clerical errors can be further divided into (i) errors of omission, 
(ii) errors of commission, and (iii) compensating errors. Let us now discuss these 
errors one by one. 



1 E m r s  of'hinciple: When a transaction has not been recorded as per the rules of 
debit and credit, or it violates some other principle, the errors so arising are called 
'errors of principle'. Examples of such errors are: 

i) Acredit purchase of fixed assets recorded in the Purchases Journal instead of 
the Journal Proper. This results in debiting the Purchases Account instead of 
the concerned fixed asset account. This is an error of principle because it 
amounts to treating an expenditure of capital nature as a revenue expenditure. 

ii) An expenditure incurred on repairs of machinery debited to Machinery 
Account. You know repairs to machinery is a revenue expenditure and should 
have been debited to Repairs to Machinery Account. Debiting this expenditure 
to Machinery Account amounts to treating it as a capital expenditure. I't is 
therefore an error of principle. 

iii) Salary paid to Ganga Ram recorded in Cash Book as a payment to Gzinga Warn. 
This would result in debiting Ganga Ram's personal account instead of treating 
it as an expense and debiting it to Salaries Account. 

The errors of principle do not affect the Trial Balance because they simp$ amount 
to debiting or crediting wrong accounts, the debit-credit correspondenst; is rlot 
upset. 

2 Errors of Omission: When a transaction is completely or partially omitted to be 
recorded in books of account, it is called am 'error of o&ssionb. If the d.ransaction is 
not recordedin the subsidiary books or its posting is completely omitted, it is called 
an 'error stcornplcte omission'. If, however, the posting is done in one account but 
omitted from the other, it is called an 'error sf partial omission',. For c:xample, if a 
credit purchase of goods from $hyam is not recorded in the Purchases Journal or a 
credit purchase of furniture from Ram is recorded in the Journal Proper but no 
posting is done in any of the two accounts involved, then these will be termed as 
errors of complete omission. If the purchase of goods from Shyam is recorded in the 
Purchases Journal but is not posted in Shyam's Account, it will be called an error of 
partial omission. Other examples of partial omission are: Omissican in carrying 
forward the total from one page to the other, omission to balance an account, and 
80 on. 

The errors of complete omission do not affect the Trial Balance. But the errors of 
partial omission would certainly cause disagreement of the Trial Balance because 
they would lead to either short debit or short credit. 

3 E m m  of C~omdssian: When an error is committed in recording a transaction with- 
wrong amount, or posting it to a wrong account or the wrong side of an account, it is 
called an 'error of compission'. For example, a credit sale of Rs. 720 is recorded in 
the Sales Journal as Rs. 270, or it is posted to the debit of C's Account instead of B's 
Amunt or it is posted on the credit side of B's Account. Errors like double posting, 
wrong totalling, wrong carry forward, wrong balancing etc. are also regarded as 
errors of c o ~ o n .  Such errors usually cause disagreement in the Trial Balance. 
But, the error$ committed while recording the transaction in subsidiary books or 
posting it to a wrong amount (but with correct mount and on the correct side) do 
not affect the Skid Balance, 

Ling Emom Those errors which nullify the effect of each other are called 
'compensating emom'. In other words, compensating errors refer to such a group cli 
errors whereh the effect of one error is campensa:ted by the effect of other error or 
errors. For bxample, while posting an entry of Rs. 200 to the'debit of Ram's 
Account we wrongly wrote Rs. 400. Then, while posting an entry of Rs. 500 to the 
debit of some other account we wrote Rs. 300. The first error led to a higher debit 
of Rs. 200 whereas the seoonderror resulted in a lower debit of Rs. 200. Thus, the 
effect of the h t  err& is nullified by the effect ofthe second error. Take another 
example. me Purchases Journal ia overcast in excess by Its. 1,000 which means the 
Purchases Account will Ibe debited in excess by LPs. 1 ,m. The Sales Journal also, by 
mistake, is overctast,by Rs. 1,000 whish means the Sales Account will be credited in 
excess by Rs. 1,000. These two mistaka, wgcthet, result in an excess debit of 
Rs. 1,000 as well & an excess credit of Rs. 1,000. Thus, they cancel out of the effect 
of each other. Such e m m  do not affect the Trial Balance. 

."I (. 



Look at Figure 9.1. It shows various types of errors and indicates whether a 
particular type of error affects the Trial Balance or not. 

Figure 9.1 

Types of Errors and their Eflect on Trial Balance 
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Cheek Yoor Progress A 

1 Give two examples of errors of principle. 

2 What do you mean by compensating errors? 

3 A few errors committed in Rao's books are given below. State in each case the type 
of error involved and whether it would affect the Trial Balance or not. 

i) Sales of Rs. 950 to Ray  completely omitted from books of account. 
ii) Purchases of Rs. 720 from Shyam entered in the Purchases Journal as Rs. 700. 
iii) Purchases Journal is overcast by Rs. 1,000. 
iv) Sales Returns Journal is undercast by Rs. 200. 
v) Amount paid to Aganval wrongly posted to the debit of Mittal's Account. 
vi) Bank overdraft is shown undor the debit balances column in the Trial Balance. 
vii) Sales of Rs. 500 to Sadiq entered in Sales Journal as sales to Mushtaq. 
viii) Wages paid for installation of machinery debited to Wages Account. 
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9-3 LOCATION OF ERRORS 

You have learnt the types of errors which are usually committed in the proccsq&f 
accounting. These errors must be located and rectified before preparing the final 
accounts. You know that some of the errors affect the agreement of the Trial Balance , 

while some do not.'The errors such as errors of principle, errors of complete omission 
and errors of compensating nature which do not affect the Trial Balance are difficult 
to locate. They are usually found out during the course of audit or when the statement 
of accounts is received by the business or sent to customers for confirmation. 
However, the locatio~~ of errors of omission and comnlission which affect the Trial 
Balance is not so difficult. The following routine procedure is usually adopted for 
locating such errors. 

a) Check the totals of both the debit and the credit columns of the Trial Balance. 
b) If the difference still persists, ascertain the exact amount of difference; and then 

i) see wheiher an account having that balance has been omitted from the Trial 
Balance. Suppose the debit column in Trial Balance is short by Rs. 630, it is 
just possible that an account with a debit balance of Rs. 030 has not &en 
entered in the Trial Balance. 

ii) check whether an account with a balance equal to that difference has been 
entered twice in the Trial Balance. 

iii) take half the amount of difference, see whether there is any account with such 
balance in the Trial Balance, and if so, check whether it is entered in the 
correct column or not. If an account with a debit balance of Rs. 315 has been 
entered in the credit column, the debit column becbmes short by Rs. 630. 

c) Verify whether (i) the balances of all the accounts are included in the Trial 
Balance (ii) they are entered in the correct column, and (iii) their amounts have 
been correctly written. 
If no errors are found upto this stage, or the errors located liave been duly 
corrected, but still the Trial Balance does not tally, there is need to take further 
action. Yau may take the following steps: 

d) Check the totals of the lists of sundry debtors and sundry creditors. 
e) Check the tota!s andbalances of all accounts in the ledger. 
f )  Check the totals and the postings of all subsidiary books. 
g) Check the postings of all amounts equal to the difference in the trial balance. It is 

possible that a posting has been omitted. Similarly, check the postings of all d: 
amounts equal to half the difference. It is possible that the amount has been posted 
on the wrong side of the concerned account. 

h) See that correct amounts have been brought forward from the previous pages. 
i) Verify that all opening balances have been correctly entered in various accounts. 
j) Cornpare,the current year's Trial Balance with that of the previous year. Any 

variationeoticed should be carefully checked. 

. h e  procedure outlined above, if carefully f9llowed, should normally reveal all this 
errors. The errors are then rectified and n revised Txial Balance is prepared. If no 
other errors exist, the revised Trial Balance is likely to tally. 

9.4 RECTEICATIBN OF ERRORS 

Any error when located must be rectified. The rcetiffcaition should not be made by 
overwriting or by striking off the wrong entry. This would destroy the authenticity of 
the books of account. Hence, the errors should always be corrected by making 
suitable entries called rectifying entries. For purposes of rectification the errors are 
divided into two categories: (i) one-sided errors, and (ii) two-sided errors. 

One-sided Errors: Certain errors affect only one side bf an account, either the debt 
side or the credit side. Such errors are called 'ope-sided errors'. Examples of 
one-sided errors are: 



i) Rs. 100 received from Deshmukh was posted to his account as Rs. 10. It means 
Deshmukh's Account has been credited with Rs. 10 instead of Rs. 180 and there is no 
mistake in the Cash Book. Thus, this error has affected only one-side of an account. 

ii) The Furchases Book is overcast by Rs. 1,000. This will affect thc debit side of 
Purchases Account where the total of the Purchases Book is posted, and no other 
account is affected. 

Two-sided Errors: Certain errors may affect two or more accounts. Such errors are 
called 'two-sided errors'. Examples of two-sided errors are: 

i) A credit sale of Rs. 1,080 to Anand was wrongly recorded in the Sales Book as 
Rs. 1,8W. This error will affect two accounts. viz., Anand's Account and Sales 
Account. Anand's Account has been debited by Rs. 1,800 instead of Rs. 1,080. 
The Sales Account has also been credited by an additional amount of Rs. 720 
(Rs. 1,800-1,080) because the Sales Book will show a higher total. 

ii) A sale of Rs. 500 made to Kamal has been posted on the debit side of Kishore's 
Account. This error will affect two accbunts viz., Kamal's Account and Kiskore's 
Account. An entry of Rs. 500 does not appear on the debit side of Kamal's 
Account whereas Kishore's Account has been wrongly debited with that amount. 

9.4.1 Rectification of one-sl&d Errors 

Generally errors are corrected by passing suitable journal entries. You know passing a 
journal bntry means debiting one account and crediting another. But in the case of 
one-sided error only one account is involved. So it cannot be corrected by passing the 
journal entry. It is rectified simply by noting the correction on the appropriate side. 
Take the first exhmple of one-sided error. Deshmukh's account was credited short by 
Rs. 90. This will be corrected by an additional entry for Rs. 90 on the credit side of his 
account as follows: 

hhmukh's Account 

Cr. 

By Difference in amount received 
from him posted on.. . 

In the second example of one-sided error, the Purchases Account is debited in excess 
by Rs. 1,000. This will be corrected by crediting the Purchases Account with 
Rs. 1,000 as follows: 

Purr- Alxount 

Cr. 

The wrong total in the Purchases Book will be circled with red ink and the correct 
total entered above or below the circle. The person doing the rectification will also put 
his initials. 

on of Two-sided Errors 

Rs. 

1,m 
J 

Errors and thelr Bettifiration 

By Overcasting of Purchiws Book 
for the month of.. . 

You have l e m t  that one-sided errors are corrected simply by noting the correction on 
the appropriate side of the account affected by the error. They cannot be r-ed by 
suitable journal entries because only one account is involved. But, the two-sided , 
errors are mostly rectified by journal entries. It is because such errors affect two or 
more accounts and in most cases ihe debit and credit are equally affected. Take the i 
case of first example of two-sided error given earlier. A credit sale of Rs. 1,080 to 



Final Accounts Anand was wrongly recorded in the Sales Book as Rs. 1,800. The two accounts 
affected are: (i) Anand's Account which shows an excess debit of Rs. 720 and (ii) 
Sales Account which stands credited in excess by Rs. 720. To rectify this error we must 
credit Anand's Account with Rs. 720 and debit the Sales Account with Rs. 720. So, a 
journalBentry can be passed as follows: 

Sales Account 
To Anand 

(Being sales of Rs. 1,030 to 
Anand wrongly recorded in the 
Sales Book as Rs. 1,800 now 
rectified) 

Rs. Rs . 
Dr. 720 

720 

Take the second example of two-sided errors given earlier. A sale of Rs. 500 made to 
Kamal was posted to the debit side of Kishore's Account. The two accounts affected 
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 this error we have to 
debit Kamal's Account with Rs. 500 and credit Kishore's Account with Rs. 508. So 
journal entry for the rectification of this error will be as follows: 

Kamal 
To Kishore 

(Being rectification of 
wrong debit to Kishore 
for sales made to Kamral) 

Rs. Rs. 
Dr. 500 

580 

Look at illustrations 1 and 2 and study how various errors have been corrected. 

Islustratiom 1 
How would you rectify the following errors in the books of Kiran & Co? 
1 The Sales Return Book has been undercast by Rs. 500. 
2 The total of the Bills Receivable Book amsulltirng Rs. 4,500 has been posted to the 

credit of Bills Receivable Account. 
3 While posting Purchases Book to the ledger the personal account of Kurnar has 

been credited with Rs. 221 instead of 33s. 212. 
4 Rs. 60,000 paid for the purchase of a TV set for the proprietor is debited to General 

y Expenses Account. 
5 An amount of Rs. 1,000 paid by Pran has been credited to the account of Praneet. 
6 Goods sold to Inder for Rs. 1,200 have been entered in the Purchases Book. 

Solntion : 
1 This error will-be rectified by entering Rs. 500 on the debit side of Sales Returns 

Account by writing "To Undercasting of Sales Returns Book for the Month of 
Rs. 500". .......................... 

2 This error will be rectified by entering an amount of Rs. 9,000 on the debit side of 
Bills Receivable Account by writing "To Wrong posting of the total of Bills 
Receivable Book on the opposite side. ...................... Rs. 9000". 

3 Kumar's Account has been credited with an excess amount of Rs. 9 (Rs. 221- 
Rs. 212). This error will be rectified by debiting his account with Rs. 9 by writing 
"ToDifference in amount posted from the Purchases Book 

...................... on.. ., Rs. 9". 
4 The following journal entry is required for rectification. 

Rs. Rs. 
Drawings N c  Dr. 10,000 

To General Expenses A/c 10,000 
(Being rectification of purchase of 
TV for the proprietor wrongly debited to General 
Expenses Alc) 



~urnal entry is required for rectification: 

1 

E m m  BZM1 their R~l6icstion 

Rs. his. 
Prancet Dr. 1 ,m 

TO Pran 1,000 

(Bcing rectification of wrong credit 
to Praneet for the amount paid 
by Pran) 

6 The following journal entry is required for rectification: 

Rs . Ips. 
Inder Dr. 2,400 , 

To Purchases Alc 1,200 
To Sales A/c 1,200 

(Being rectifying entry for sale to 
Itnder wrongly entered in the 
Purchases Book) 

IMustraticmn 2 
How would you rectify the following errors: 
1 Rs. 3,000 received for the sale of old machinery has been wrongly posted to Sales 

Account. 
2 Rs. 600, the cost of repairing the machinery has been wrongly charged to Machinery 

Account. 
3 Goods purchased for Rs. 500 from Sanjay has been wrongly debited to Furniture 

Account, 
4 A sale of Rs. 600 has been wrongly credited to the customer's account. 
5 A payment of Rs. 400 on account of rent has been posted twice to the Rent Account. 
6 An item of Rs. 197 has been debited to a personal account as Rs. 179. 

Solution: 

1 The following journal entry is required for rectification: 

Rs. Rs. 
Sales A/c Dr. 3,000 
Machinery Alc 3,000 

(Being rectifying entry for sale of 
machinery credited to Sales Nc) 

2 The following journal entry is required for rectification: 
Rs. Rs. 

Repairs Alc Dr. 600 
To Machinery Alc 600 

(Being rectification of wrong debit 
to Machinej, Alc instead of 
Repairs Alc) 

3 The following journal entry required for rectification: 
Rs. Rs. 

Purchases A/c Dr. 5 0  
To Furniture A/c 500 

(Being rectifying entry for purchase 
wrongly debited to Furniture Nc)  

4 c i s  error will be rectified by debiting the customer's account with Rs. 1,200 
(double of Rs. 600) by writing "To-Wrong posting from Sales Book on the credit 
side on . . . . . . . . . . . , . . . Rs. 1,200." 

5 This error will be rectified by entering Rs. 400 on the credit side of the Rent 
Account by writing "By Double posting from Cash Book on .. . . .. . . . . Rs. 400". 

6 The personal A/c has been debited Rs. 18 short (Rs. 197-179. To rectify this error, 
the personal A/c will be debited with difference by writing6'To Difference in 
lamount posted on . . . . . . . . . . . . . . . , Rs, 18." 



Check Your &ogress 
Following errors have been detected: 
a) A credit purchase of goods from Chetan amounting to Rs. 15,000 has been 

wronglypassed through the Sales Book. 
b) A sale of an old typewriter for Rs. 800 was passed through the Sales Book. 
c) Rs. 700 withdrawn for personal use has been debited to General Expenses 

Account. 
d) A credit sale of Rs. 2,300 to Jatin was omitted firom Sales Book. 
e) Purchase of a wooden cupboard for Rs. 3,004) has been passed through the 

Purchases Day Book. 

You are required to answer the following questions. 

1. In case of each error name the accounts afkected. 

ii) .................................................................. 

. ii) ........................................... ,.." .................. 

ii) ................................................................. 
d) i) ........................ ., ....................................... 

ii) ................................................................. 
e) i) ......................... . t . .  .................................... 

ii) ................................................................. 

2. In case of each error, write the effect on each account invoked. 
i 

ii) .................... .. .......................................... 

ii) ................................................................. 

ii) ............................................................ .'. . a .  

ii) ............................ .. ................................ 

ii) ................................................................ 

9.5 SUSPENSE ACCOWT 

You have learnt the Athod  of rectifying the ertors. This method is used for rectifying 
the errors located before preparing the final accounts. After the corrections have been 
made, a revikd Trial Balance is prepared which should normally t g y .  But, if it does 
not tally, it means thdre are stillsome errors whikh have not k e n  detected. Afi ,  
considerable time and effort have already been spent in locating and receifying the 
errors, it may not be possible to wait any longer bemuse it wgl delay the pregma~on 
d final accounts. Hence, in such.a situation the asud practice L to place the 
difference to  Suspense Awunf and tdly the Trial Bdance for the the  being. If 
total of the debit column in the Trial Balance is morethan the total of its credit 



column total, the difference is placed to the credit of Suspense Account and the Trial E m d & k R & t i o e  , 

Balance will tally. Similarly, if the credit column total is more than the debit column 
total the difference is placed to the debit of Suspense Account. The Suspense Account 
thus created is shown in the Balance Sheet and is carried forward to the next year. 
Note that the Suspense Account is not the result of any transaction, It merely 
represents the net effect of errors which still remain undetected. Therefore, during the 
next accounting year, after tlme errors: are located and rectified, the Suspense Account 
will1 get closed. Let us now understand how arrors will be corrected in the following 
year. As for the two-sided errors, there is no change in the method of rectification. 
These errors do not affect the agreement of Trial Balance and hence do no: involve 
the Suspense Accuunt. %hey are rectified by aneatis of the journal entries as usual. 
mis  is not the case in respect of one-sided errors. When one-sided errors were to be 
corrected before preparing the Trial Balance we did it by writing an appropriate note 
in the concerned account. But, when they are to be corrected during the next year i.e., 
after Suspense Account has been created, the rectification will be through an 
appropriate journal entry. The one-sided error usually affects only one account. So to 
pass a journal entry for rectification of such error, we shall now take Suspense 
Acccsunt as the otlier account involved. For example, Pas. 580 received from Shyam 
were posted to his account as Rs. 850. It means Shyam's Account is to be debited with 
Ms. 270. You can now pass the' following journal entry to rectify this error. 

Rs. Rs. 
270 Shyam Dr. 

To Suspense Account 270 
1 (Being rectification entry) r 

Thus all errors, whether they are two-sided or one-sided will now be rectified by 
means of journal entries. 

Let us assume that a businessman could not tally his Trinl Balance. The differenee of 
Re. 1 between the totals of tile two colu~nns was put against the Suspense Account on 
its debit side and the Trial Balance was made to tally temporarily. The Suspense 
Account was carried forward to the next accounting ycar. 
The following errors were then located: 
1 An mount  of Rs. 98 was omitted to be posted to the credit of a customer's account 

from the Cash Book. 
2 The Sales Book was overcast by Rs. 100. 

The first error involved the omission of posting to the credit of customers account. So, 
to rectify this.error you wilE B~ave to credit customer's account with Ks. 99. As the 
Suspense Account is in existence, the corresponding debit would be given tu the 
Suspense Account ,, 'JAus, the journal entry will be: 

Ms. Rs. 
S?rspense Ihlc . Dr. 99 
To Customer's Ni: 99 

(Being the ~ectiAcation 
of onlission h, gusting) 

. . 

The serxirid error refers to Sales Book being overcast by Rs. 10. It means that the , 
Slaks Acdount has been credited with Rs. 105 in exxess. To rectify tMs error, the Sales 
Account will have to be debited with Rs. I(#). The corresponding credit 'would be 
given to Suspense Aaow.t. Tlie rectifying entry will bc: 

RS. as. 
Sales Ale Dr. 100 
To Suspense N c  100 

(Being the rectification of 
Overcasting in Sales Book) 

The Suspense Account, after posting the two rectification entries, would appear as 
follows: \ 



Final AccountP 
Dr. 

Suspense Aqcount 
Cr. 

With the posting of the two rectification entries the Suspense Account is closed. Note 
that the opening balance in Suspense Account simply shows the net effect of these 
errors. Sometimes, the balance of Suspense Account is not given. In that case it cam 

' 

worked out after completing the posting of the rectification entries. 

To Balanoe b/d (dif. in T.B .) 
To Customer's Alc 

Suppose in the above example the amount with which the Suspense Account was ' 

opened was not given. Leave the first line blank on both the debit and credit sides of 
the Suspense Account and post the rectification entries. The difference between the 
totals of the two sides will be considered as the balance with which the Suspense 
Account was opened. This is based on the assumption that there are no more errors 
remaining undetected. 

Look at illustrations 3 and 4 and study how emrs  are rectified when Suspense 
Account is in existence. 

Rs. 
1 
99 

100 

The Trial Balance of Siva did not tally. The credit side exceeded by Rs. 1,455. This 
amount was entered in the debit column against Suspense Account and the Trial 
Balance was made to tally. 

I 

Later, the following errors were discovered. 

1. Goods worth Rs. 1,250 were sold to Mahesh on credit. This was entered in the Sales 
Book but was not posted. 

2 Goods.worth Rs. 313 were returned by Ahmed. The amount was credited to his 
account but was not recorded in the Returns Inwards Book. 

3 Manoj paid Rs. 670 but his account was wrongly credited with IPS. 607. 
4 An amount of Rs. 375 owed by Dinesh was omitted from the schedule of sundry 

debtors. 
5 The Sales Book was undercast by Rs. 420. 

Rectify the errors and show the Suspense Account 

Sdutiorm: 

paid by Mauoj underposted) 

Dinah's debit omitted from the list of 

By Sales Alc 
Rs. 
100 

100 



Suspense AJC Dr. 
To Sales A/c 

(Being rectification of 
overcasting in Sales Book) "7 

Bwpnse Account 

Dr: Cr. 

To Difference in Trial Balance 
To Manoj 
To Sales A/c 

Rectify the following errors assuming that a Suspense Acc~atat cvas opened. 

1 A purchase made from Anthony & &. for Rs. 8,008 was w s t  entered in the 
Purchases Book. 

2 An amount of Rs. 500 received from Mr. Wogr was credited to Ray's Ale. 
3 A sale of Rs. 600 to Gopail was (rlcbited to his account as Rs. (5,OCO. 
4 Salaries paid amounting to Rs. 8 , 0 0 0  was wrongly debited to Wages Accamnt. 
5 Rs. 450 received on account a% interest stands wrongly credited to Commission 

Account. 
6 The total of Returns Outwards: Book amounting to Rs. 560 was not posted irn the 

* ledger. 
7 A credit sale of Rs. 250 to Rakesh was wrongly credited to his account. 
8 A credit sale of Rs. 520 tn Madlh~l debited to him as Rs. 258. 
9 A credit purchases from KaiBash of Rs. 4M was debited to him, 
16a1n Cash Book the total of diaco~lnt aBIowed COIUEI!BFP ~f Rs. 304 has been carried 

forward as Rs. 403. 

m. 
1 Purchases Alc Dr. 8.W 

To Anthony & Co.'s A/c 
(Being the omission of credit purclrases, now rectified) 

ages N c  instcad of Salaries Alc 



Rs. 
-.,- 

Rakesh Dr. 
To Suspense N c  

(Being wrong credit given to Rakesh, now rectified) 

Madhu Dr. 
'To Suspense A/c 

(Being short amount debited to Madhu's N c ,  now rectified) 

$uspence A/c Dr. 
To Kailash 

(Being debit given to Kailash instead of credit. 
now rectified) 

Suspense Alc Dr. 
To Discount Allowed A/c 

(Being eicess amount carried forward in Cash Book, 
now rectified) 

Rs. 

500 

Suspense Account 

Cr. 

To Gopal 
To Returns Outwards Alc 
To Kailash 
To Discount Allowed N c  

By Balance b/d 
(balancing figure) 

By Rakesh 
By Madhu 

Rs. 
5,400 

5GO 
800 
99 - 

6,859 - 

Rs. 
6,089 

500 
270 - 

6,859 

.- 



YOU have seen that the creation of Suspense Account helps intallying the Trial Balance 
and avoiding delay in the prepration of final accounts. The errors st@ remain to be 
detected and rectified so, the'Frofit and Loss Account prepared from such Trial 
Balance is subject to the un*tected errors. The profit thus arrivedat may be more or 
less than the actual profits. Simifarly, when the errors are detected and rectified 
during the next year, the rectifying entries will have their effect on the profit of the 
next year. 

llie profit is affected only if the errors involve accounts which usually appear in the 
Trading and Profit and Loss Account (nominal account$) and not thpse which appear 
in the Balance Sheet (real and personal accounts). 

Let us understand it with the help of an example. Suppose Rg 24,000 paid for salaries 
during 1986 was posted to the Salaries Account as Rs. 20,400. This error has resulted 
in short debit of Rs. &600 to Salaries Account and so the salaries charged to Profit and 
h s s  Account are shokt by Rs. 3,600. This would overstate the profits of 1986. When 
this error'will be dekcted in 1987 and the rectifying entry passed, Rs. 3 , W  will be 
added to salaries of 1987 aMd so the profit of 1987 will be decreased by Rs. 3,600. 
Thus, the err@s,as well 4s the rectifying entries affect the profit. Of course, the effect 
of-rectifying entriy will tkalmost the reverse of the effect of errors. 

Loak at  illustration^: It shows rectifying entries and their effect on profits. 

Illustration 5 

'=Xbusinessman finds that he could tally his Trial Balance of 1986 only by opening a 
Suspense Account. During 1987, he discovered theTollowing errors.' 

I The Discount Allowed column of the Cash Book was overcast by Rs. 25. 
2 Sale of old machinery amounting to Rs. 550 had been credited to Sales Nc. 
3 A sale of Rs. 780 to Ahmed had been debited to his account as Rs. 870. 
4 The total of Bills Payable Book Amounting to Rs. 4,000 for the month of June was 

not posted into the ledger. 

Rectify the above errors and prepare the Suspense Nc. Also explain. the effect of 
rectifying the errors on the profits of 1987. 

1. 

2 

3 

4 

\ R5. RE. 
SuspenseNc Dr. 25 
To bkount Allowed Alc 25 

~(Bdi'g the mxifjing entry for 
wrong awthg d&mnmt a!bwed column) 

SalaAlc Dr. 
To Madhey Alc 

~tbersctityinsforrrleofmschiacry 
~ y c r e d i t t d t o s a l e r  Account) 

Su$cnreNc Dr. 
To Ahmed 

(wing rsctifying entry for uotss amount debited) 

~ m c A k  Dr. - 
TO Bik hyable Alc I 

( ~ e ~ y t b t ~ c a l ~ f o r o m b j o n  I 
ofporblna* Waf MBook) 

--- 

550 

90 

4mh 

. . 

550 

90 

4ooo 



Suspense Account 

Dr. Ca. j 

1 Credit to Discount Mowed Nc 
2 Debit to Sales Alc 
3 No nominal account is involvcd 
4 No nominal account is involved 

Net decrease in Profits 

To  Dimont Allovved N c  
.To Ahmed 
To Bills Payable A/c 

Profit andl kass Adjustment Account: In the above illustration you observed that 
errors were committed during 1986 and the rectifying entries were passed in the books 
of 1987. This unnecessarily affected the profits of 1987. In order that the profits of the 
year in which rectifying entries are passed is not affected, a new account celled Profit 
and Loss Adjustment Account is opened. ?'hen, dl amounts whish aro to be debited 
or credited to nominal account in the rectifying entries may be debited or credited to 
the Profit and Loss Adjustment Account. The balance of the Profit and Loss 
Adjustment Account is directly adjusted in the capital. Thus, the profit of the year in 
which the rectifying entries are made remains unaffected. The rectifying entries 1 and 
2 of Illustration 5 which involve debit and credit to nominal account can now be shown 
as follows: 

By Balance bld 
(balancing figure) 

Xs. 
25 
9Q 

4,m 

- The Profit and Loss Adjustment Account will be as follows: . 

Hs. 
4J15 



cr. 

8.7 LET US SUM UP 

To Machinery Nc 

When the Trial Bdamce does not tally, it means there are errors in books of awoumt. 
These may be the errors of principle, errors of omission, errors of cornmission or 
compensating errors. Some of these errors affect the agreement of 'Trial Balance while 
some do not. The errors which do not affect the Trial Balance are difficult to Iwate 
but those which affect it are easily located by following a series of steps. errors 
thus located  nus st be rectified before preparing the final accounts. 

One-sided errors which affect only one awamlt'are rectified by means of a suitable 
note on the relevant side in the concerned amunt .  Two-sided e m r s  involving two or 
more accounts are rectified by weans sf journal entries. If the Trial Balance does not 
tally even after the detected errors have been rectified, it means that there are still 
some errors which have not heen detected. In such a situation, the difference in'rrial 
Balance is put against a Suspense Account to avoid delay in prepating the final 
accounts. Later, when these errors are discovered, they can be rectified through 
journal entries and the Suspense Account may be closed. 

When emrs are rectified during the next accounting pa r ,  the rectification entries 
islvolvhlg nominal ascounts affect the profits of the next year. 'Fo avoid such effect, a 

, Profit uad Loss Adjustment Account can be opened and its balance directly adjusted 
in capital. 

%* 
25 

525 

5% 

Rs. 
550 

550 

------c-- 

9.8 lK.J3Y WORDS - 

By Suspense Nc 
By Capital Alc (Transfer) 

Audt: Checking the books uf account by auditors for detection and prevention of 
e m r s  and frauds. 

C c b m p m w  Emom: A group of errors wherein the effect of One error is 
counter-bdanmd (compensated) by the effect uf the other emas. 

E m m  o&Combion: A clerical error committed while recording or posting the 
umsztcti~ns or while totalling, balantcing, ete. 

Emr sfCam@e& IQWiona: AYI enor committed by completely omitting to record a, 
tramadioa in books. 

b r  af m: An error committed in omitting to post one aspect of an 
ei~try in the ledger. 

WWT of WetpIc; Ag;l error ~~Mllfitfed by ignoring or anisapplying some principles of 
aavrunting while recording a tralnsaction $ books. 

?ih+sdd& Emr: An error which affects the debit or credit side of on6 account only, 

h f i t  and b s a  Adjustment Amount: An account opened for avoiding the effect of 
fe'ecttfying entries in respect of the previous year's errors on the profits of the current 
year. 



. .  . 
]Final Accounts Rectifying Entries: Entries made in books of account for correction of errors. 

S u s p m  Acmuat: An account opened to tally the Trial Balance temporarily. It 
represents the net effect of undetected one-sided errors. 

Two-sided errors: An error which involves two or more accounts and effect both the 
debit and credit aspects. 

- - 
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9.10 ANSWERS TO CHECK YOUR PVOGRESS 

A 3 i) Error of Complete Omission 
ii) Error of Commission 
iii) Error of Commission 
iv) Error of Commission 
v) Error of Commission 
vi) Error of Commission 
vii) Error of Comdssion 
viii) Error of Principle 

No effect on Trial Balance 
No effect on Trial Balance 
Affects the Trial Balance 
Affects the Trial Balance 
No effect on Trial Balance 
Affects the Trial Balance 
No effect on Trial Balance 
No effect on Trial Balance 

B 1 a) i) Chetan's Account ii) Purchaks Account iii) Sales Account 
b) i) Typewriter Account ii) Sales Account 
c) i) Drawings Account ii) General Expenses Account 
d) i) Jatin's Account ii) Sales Account 
e) i) Furniture Account ii) Purchases Account 

2 a) i) Chetan's Account debited with Rs. 15,000 instead of being credited 
ii) Purchases Account not debited with Rs. 15,000 
iii) Sales Account credited in excess by Rs. 15,000 

b) j )  Typewriter Account not credited with Rs. 800. 
ii) Sales Accounk credited in excess by Rs. 800. 

c) i) Drawings Account not debited 
ii) General Expenses Account debited in excess 

d) i) Jatin's Account not debited 
ii) Sales Account not credited 

e) i) Furniture Account not debited 
ii) Purchases Account debited in excess 

C I) i) Debit Sales Returns Account and Credit Suspense Account 
ii) Debit Suspense Account and Credit Purchase Account. 
iii) Debit Suspense Account and C r d t  pant's Account (With Rs. 1,500). 
iv) Debit Nagesh's Account and Credit Suspense Account. 
'v) Debit Interest Account and Credit Rent Account. 

2 Difference in Trial Balance Rs. 1,506 placed to the credit of Suspense Account. 



Qpnestilrsns 

1 What are its various types of errors which are usually committed in the process of 
accounting? Explain them with examples. 

2 Is Trial Balance a conclusive proof of the accuracy of the hooks of account? If not, 
discuss the errors which arc not disclosed by the Trial Balance. 

3 Describe briefly the procedure for locating the errors. 
4 What is Suspense Account? State its advantages. 
5 Does rectification of errors in the subsequent accounting periods always affect the 

trading result of those years? Give examples of errors which affect it and which do 
k t .  

1 Rectify the following errors. 
a) Rs. 690, the amount of rent paid to the landlord, was debited to his personal 

account. 
b) Goods taken away by the proprietor for personal use costing Rs.600, 

was debited to the Purchases Account. 
c) Rs, 1,080 paid as wages for construction of a room was debited to the Wages 

Account. 
d) Total of purchases Book of one page was carried forward to the next page as 

Rs. 876 instead of Rs. 786. 
e) Discount allowed amounting to Rs. 25 had been credited to Discount Received 

Account. 
f) Total of Sales Book of one page was carried forward to the next pages as Rs. 872 

instead of 782. 

2 Rektify the following errors. 
a) Rs. 700 recovered on account of bad debts written off earlier, credited to the 

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

Returns Outwards Book. 
c) An amount of Rs. 800 withdrawn by the proprietor for his personal use has been 

debited to General Expenses Account, 
d) Discount allowed to Kurien amounting to Rs. 47 has not been entered in the 

discount column of the Cash Book, but it has been posted to the customer's 
personal account. 

e) A cash sale to Ashok for Rs. 690 was recorded in the Cash Book and also in the 
Salds Book. Postings were made from both the books. 

9 TheBank Column on the credit side of the Cash Book was overcast by Rs. 50. 

3 On taking out a Trid Balance a book-keeper finds an excess credit of Rs. 2,460. 
Being desirous of closing the books, he places the difference in a Suspense Account, 

, which is carried forward. In the next period, he discovers the following errors. Pass 
the rectifying entries and preyarc the Suspense Aca~lmt. 
n) The total of Returns lrlwards Book has been found to be Rs. 40 short. 

- b) A sum of Rs. 4,800 written off as depreciation on machinery, has not been 
posted to the Depreciation Account, 

c) A discount of Rs. 1,000 allowed to a customer has been posted to his account as 
Rs. 100. 

d) The Sales Book was undercast by Rs. 4,000. 
e) Purchase of Ws. 480 was posted as Rs. 540 in the supplier's account. 
[Answer: Suspense Account still show a debit balance of Rs. 1,800.) 

4 A book-keeper failed to balance his Trial Balance, He place8 the difference to a 
newly opened Suspense Account which is carried forward. The following emrs  
were subsequently discovered. Give journal entries to rectify the~e  errors and show 
the Suspense Account. 
a) The total of Purchases Day Book had been undercast by Rs. 200. 
b) Purchase of a typewriter on credit from ~ a i a t h  for Rs. 9,600 was entered in 

' the Purchases Book. 



. . 
c] Goods returned by Hari amounting to Rs. 2,000 has been enter& in the Retoms 

Outwards Book, howeyer, $he posting was done correctly to HaSs  Account. 
d) A cash sale s f  Rs. 2,506) to Somnath, correctly entered in the Cash Book, was 

posted to the credit of his personal account. 
e) A cheque received from Mahinder far Rs. 8,160 had been debited in the Cash 

Book, but the double entay had not been completed. 
(Answer: Suspense Account was started with a credit balance of Rs. 3,960) 

m 

5 The TrialBalance prepared by Dhanraj did not tally and the difference was 
transfemed to a Suspense Account. Subsequently, the following errors were found. 
Rectify the errors and show the Suspense Account. Also explain the effect of 
rechfyirag entries on the profits. 
a) A salcof Rs. 1,fiBQ to Kamalnath was posted to Karunanath. 
b) Insurance amounting to Rs. 250 paid was posted twice. 
c) A sale of Rs. 1,500 for old machinery was gassed tlnrough the Sales Book. 
d) A Purchase worth Rs. 600 from Kamesh was not passed through the books. 
e) The debit balance on Commission Account amounting to Rs.80 was ornitted 

from the Trial Balance. 
f) The Purchases Returns Book was undercast by Ws. 700. 
(Answer: Suspense Account was started with a credit balance of Rs. 870. Profit will 

decrease by Rs. 1,230). 

6 An accountant could not tally the Trial Balance. He placed the difference of 
Rs. 2,380 to the credit of Suspense Account and prepared the final accounts. The 
fallswing errors were discovered in the next year. 
i) The Sales Book was undercast by Rs. 500. 
ii) Entertainment expenses sf Rs. 950, &&ugh entered In the Cash Book, were 

omitted to be posted in theeledger. 
iii) Commission of Rs. 250 paid was posted twice to &rnmission Account. 
iv) Discount column of the receipt side 5f the @ash Book was wrongly added as 

Rs. 1,400 instead of Rs, 1,200. 
v) A sale of Rs. 1,391) to Kamesh, though ctr~~ectly entered in the Sales Book, was 

wrongly posted to his personal account as Rs. 1,930. 
vi) Apurchase from Nahar worth Rs. 920, though correctly entered in the 

Purchases Book, was wrongly debited to his personal account. 
Pass the necessary rectifying entries, prepare Suspense Account and state the effect 
of rectifying the entries on the profits. 
(Answer: Suspense Account was closed. Effect on Profit: nil). 

assessment. These are for your pqactice only. 
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