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14.0 OBJECTIVES 
, -. . 

After studying. this unit  you should be able to: 

'. . natnc thc lcdgers comrnonlyused in business and explain the types of accounts contained in 
each ledgcr . . 
define self:balancing system 

* describe how each ledger is self-balanced 
prepare various adjustment accounts 

* explain sectidnal balancing and prepare the total debtors and total creditors accounts. 

% 

14.1 INTRODUCTION 

You have learnt that all business transactions are recorded first in journal or its sub-division 
and then posted into the concerned accounts in the ledger. A statement called Trial Balance 
is also prepared at the end of the accatinldng period primarily to check the arithmetical 
accuracy of the entries in the ledger, Normally the firms maintain one ledger for all the 
accounts involved. So long as the volume of transactions is small and the number of 
accounts is limited, this works fairly well. But, as the business expands and the number of 
accourits increases, especially those of the debtors and creditors, maintaining all accounts in 
a single ledger becolnes impractical. The lcdger becomes too bulky and locatiop of errors 
involves more time. Hence many firms decide to introduce multiple ledger system whereby 
separate ledgers are kept for debtors and creditors and the entries are recorded in.each ledger 
in such a way that a separate Trial Balance can be prepared for each ledger. This i s  called 
'Self-balancing System'. Some times the firms, while maintaining moie than one ledger, do 
not adopt the self-balancing system. In such a situation, though separate Trial BBlanc~ 
cannot be prepared for each ledger but the arithmetical accuracy can be duly icrificd by 
preparing certain control accounts. This is called 'Sectional Balancing'. In this unit you will 
learn about both the self-balancing and the sectional balancing systems: You wi;l also study 
how they help in locating the errors more quickly and ensure the accuracy of postings into 
different ledgers. 

14.2 SUB-DIVISION OF LEDGER 

For the purpose of self-balancing and sectional balancing the ledger is usually divided into 
three parts. They are: 



Accounts from 1 General Ledger: It contains all the real and nominal accounts as well:$s the per~on8l' 
Incomplete Records accounts other than trade debtors and trade creditors. Thus accounts like furniture, 

machinery, goodwill, interest, salaries, capital, loan, salary outstanding etc. are 
maintained in this ledger. 

2 Debtors Ledger: This is also known as 'Sales Ledger' or 'Sold Ledger'. It contains the 
accounts of trade debtors i.e., the customers to whom goods are sold on credit. The 
accounts of persons/firms who are not the buyers of goods from the business, are 
maintained in  General Ledger. 

3 Creditors Ledger: This is also known as 'Purchase Ledger' or 'Bought Ledger'. It 
contains the accounts of trade creditors only i.e., persons or firms who have supplied 
goods on credit to the business. The accounts of persons/firms who are not suppliers of 
goods or raw-materials are maintained in the General Ledger. 

In case the number of trade debtors and trade creditors is fairly large, Debtors Ledger and 
Creditors Ledger can be further subdivided. For this, any suitable criteria may be adopted, 
Normally, the firms sub-divide them on alphabetical basis, say, A to F, G to K, L to P, and Q 
to Z or on geographical basis, say, district-wise, state-wise or nation-wise. Look at Figure 
14.1 for sub-division of ledger. 

Flgua 14.1 
Ledger 

Ledger 

1 
Alphabetical 
Subdivision 
e.g., 'A' to 'G' 

'H' to 'N' 
'0' to 'T' 
'U' to 'Z' 

Geographical 
Subdivision 
e.g., 'North Zone 

South Zone 
East Zone 
West Zone L 

Debtors' 
Ledger 

Subdivision 
e,g., 'A'  to 'G" 

'H' to 'N'  
'0' to 'T' 
'U' to 'Z' 

I 
Geographical 
Subdivision 
e.g., 'North .Zont 

South Zone 
Enst Zone 
West Zone 

14.3 HOW LEDGERS ARE MADE SELF-BALANCING 

When separate ledgers are maintained for trade debtors and trade creditors, the debit and 
credit aspects of ceitain transactions will not appear in the same ledger. For example, in case 
of credit sales, the credit aspect (Sales Account) will appear in General Ledger whereas the 
debit aspect (personal account of the debtor) will appear in Debtors Ledger. Take another 
example like cash discount allowed by a creditor. The credit aspect (Discount Received 
Account) yiill be recorded in General Ledger whereas the debit aspect (personal account of 
the creditor) will appear in Creditors  edger. Thus, no ledger is self-balancing and i t  is not 
possible to prepare a separate Trial Balance for each ledger, Hence, in order to make each 
ledger self-balancing it is necessary that the corresponding debit and credit aspects are fully 
provided in each ledger. This is done by opening some additional accounts called 
'Adjustment Accounts' in each ledger. The Adjustment Account helps in completing the 
double entry in each ledger and making it self-balancing. The Adjustment Accounts opened 
in vaiious ledgers are: 

1 General Ledger Adjustment Account (in Debtors Ledger): It is opened in Debtors 
Ledger to provide the corresponding debits and credits for all entries related to trade 
debtors which appear in the General Ledger. Examples of such entries are: credit sales, 
sales returns, discount allowed, cash received from debtors, bad debts, etc. 

2 General Ledger Adjustment Account (in Creditors Ledger): It is opened ,in 
Crediton Ledger to provide the corresponding debits and credits for all ent;res related 
to trade creditors whi"ch appear in the General ~ e d ~ e r .  Examples of such entries are: 
credit purchases, purchases returns, discount received, cash paid to creditors, etc. 

3 Debtors Ledger Adjustment Account (in General Ledger): It is opened in the 
General Ledger to provide the corresponding debits and credits for entries related to 
trade debtors which appear in Debtors Ledger. 

4 Creditors-Ledger Adjustment Account (in General Ledger): It is opened in the 



<General Ledger to provide the corresponding debits and credits for entries related to trade 
creditors which appear in Creditors Ledger. 

Thus, tlie accounts which appear in three ledgers are as follows: 
- 
Debtors Ledger 

i) Personal accounts 
of all trade debtors 

ii) General Ledger 
Adjustment Account 
for Sales Ledger 

I 

Creditors Ledger 1 General Ledger 

i )  Personal accounts 
of all trade creditors 

i )  All personal :iccounts 
other tllan those of trade 
dcbtors and tr;~tle creditors 

i i )  Gencral Ledgcr ii) All real i~ccount 
Adjusl~llent Account 
for Purclli~ses Letlpcr I I i i i )  All nonlinal accounts 

iv) Debtors Ledger 
Adjustnlent Accoulrl 

V )  Creditors Ledger 
Adjusimcnt Accoullt 

14.3.1 Self-balancing the Debtors Ledger 
You know tlie Debtors Ledger contains tlie personal accounts of trade deblors only. The 
General Ledger Adjustment Account is inserted a1 Lhe end in Debtors Ledger for purposes of 
making it self-balancing by providing the necessary corresponging clebits and credits for all 
entries related to trade debtors. Let us therefore identify  fir^ the items which usually appear 
on the debit and the credit sides of a trade debtor. They are as follows: 

A Trade Debtor's Accnunt 

~ ~ ' ~ a l a n c e  bld 

To'Sales Alc 
(credit sales) 

To Bank Alc 
(cheques dishonoured) 

To Bills Receivuble Alc 
(B/R dishonoured) 

By C;lslrIRank Alc 
(cnslr ant1 cllcqnch rcccivctl) 

By Silles R c ~ u r w l c  

. . Cr. 

By Bills Reocivahle Ale 
(l3Ili recciveJ) 

By Discclul\t Allowed Alc 

By B:ld del~ls Alc 

Rs. 

By R:ila~lce chl h 

Its. 

For self-balancitig, all items appearing on the debit sidc of thc pcrsonal accounts ol' trade 
debtors should be recorded on tlie credit side of [lie Gencral Ledgcr Adjustment Account in 
Debtors Leclger and those appearing on their crcdit sidc should be recorded on its debit side. 
For this purpose, we take only tlic totals ol'such itenis for the period as a whole and pass the 
necessary journal enlries as follows: L 

I For total credif sales, cheques dislio!ioure(l h~it l  bills receivable dishonoure(1 
Sales Ledger Adjustment A/c Dr. 

(in General Ledger) 
To General Ledger Acljustmctit A/c 

(it1 Debtors Ledger) 

' 2 For total cash nnd cheques received Srom debtors, sales returns, bills receivable 
reccivecl, discourit allo\ved, other allo~vanccs nr~d  bad debts: ' 

Gcneral Lcdgw Adjustnlent A/c Dr. 
(in Debtors Ledger) 

TO Debtors Ledger Adjustment A/c 
(in General Ledger;) ' '. 

Self. Bala&ng;SBstkm 

After passing the above two journal entries, tlic Gencrnl Ledger Adjustment Account in 
Debtors Ledaer will appear as given in Figure 14.2. 



Accounts from 
Incomplete Records 

Figure 14.2 . ... 

~ e n e k l  Ledger Adjustment Account 
(in Debtors Ledger) 

Cr.  

. . 
To total figures for various items can, be extracted from the concerned subsidiary books. For 
example, 'credit sales' can be taken from the Sales Book, 'cash received from debtors' from 
the Cash Book, and so on. If necessary, additional columns can be provided in the subsidiary 
books for the purpose. This is explained later in sub-section 14.4. 

Look at Illustration 1 and see how ~ e n e i a l  Ledger Adjustment Account in Debtors Ledger is 
prepared. 

Rs. 

IIlustration 1 
From the following particulars dfaw u p  a General Ledger Adjustment Account in the 
Debtors Ledger. 

By Balance bid ' 

By Debtor's Ledger 

Adjustment Ak: 

Credit Sales 

Cheques Dishonoured 

B/R Dishonoured + 

-. - 

To Debtor's Ledger 

Adjustment A/c: 

Cash Received 
(incl. cheques) 

Sales Returns 

B D  Received 

Discount Allowed 

Bad Debt 

Allowances 

To Balance c/d 

Opening balance 

Credit Sales 

Cash received from Debtors 

Sales returns 

Discount allowed 

Bad Debts written off 

Allowances 

Bill Receivable rehived 

Bills Receivable disl~onoured 

Rs. 

Solution 

Dr. 

Rs. 

1,220 

3,720 

2.005 

317 

130 

37 1 

42' 

1 30 

50 

General Ledger Adjustment Account 
(in Debtors Ledger) 

Cr. 

To Debtors Ledger 
Adjustment A/c : 

Cash Received 

Sales Returns 

. Rs. 

I I By Balance b/d 

Rs. 

By Debtors Lcdger 

Adjustment A/c : 

Discount Allowed I 130 ( Credit Sales ' 1 3,720 

You will notice that the General Lcdger Adjustment Account in Debtors Ledger has the 
necessary corresponding debits and credits for all entries related to trade debtors. This makes 
i t self-balancing and now aTrial Balance can be prepared separately for the Debtors Ledger. 

.Bad Debts 

Allownnces 

B/R Received 

To Balance c/d 

37 1 

42 

130 

1.995 

BIR Dishonoured 



14.3.2 Self-balancing the Creditors Ledger 
You know the Creditors Ledger conrains the personal accounts of trade credib.rfs only. As in 
case of Debtors Ledger, a General Ledger Adjusttnenl Account is inserred in Creditors 
Ledger for purposes of making. it self-balancing. This account provides the necessary 
corresponding debits and credits for all entries related to trade creditors. Let us now identify 
the items which usually appear on the debit and the credit sides of the trade creditor. They 
are as follows: 

A Trade Creditor's Account 

T o  Cash/Bank A/c 
(cash and cheques) 

To Purchases Returns Alc 

To Bills Payable Alc . (bills accepted) 

To Discount ~ede ived  A/c 

To Allowances Alc 

To Balance cld 

- 
Rs. 

-:, 

By Purchases A/c 
(credit purchases) 

By Bank Alc 
(chcques disl~onoured) 

By Dills Payable A/c 
(BIP disllonoretl) 

Cr. 

For self-balancing, all items appearing on the debit side of the personal accounts of trade 
creditors should be recorded on the credit sicle of the General Ledger Adjustment in 
Creditors Ledger and those appeariqg on their credit side should be recorded on its debit 
side. For this purpose, taking the total figures of'such items the following journal entries will 
be passed: \ 

1 For total credit purchases, cheques dishonoured and the bills payable 
dishonoured: 

General Ledger Adjustment Account ' Dr. 
(in Creditors Ledger) 

To Creditors Ledger ~djustment A/c 
(in General Ledger) 

2 For total cash and cheques paid to creditors, purchases returns, bill payable 
accepted, discount received, other allowances: 

Creditors Ledger Adjustment A/c . , Dr. 
(in General Ledger) 

'To General Ledger Adjustment A/c 
(in Creditors Ledger) 

After passing the above two journal entries the General Ledger Adjustment Account in 
Creditors Ledger will appear as given in Figure 14.3. 

Figure 11.3 
Genersl Ledger Adjustment Account In Credltors Ledger 

Dr. Cr, 

To Balance b/d 

To Credilor's iedger 
Adjustment 4/c: 

Credit Purchases 

Cheques Dishonoured 

BP Dishonoured 

R r . v  r Rs. 

Self - Balancing ~ y s t e h ' ~  

By Creditor's Ledger 
Adjustment A/c: 

Cash Paid 
(incl. cheques) 

Purchases Returns 

Bills Accepted 

Discount Received 

Allowances 

By Balance cld 



Accounts born The figures for various items can be extracled from the concerned subsidiary books. For 
Incomplete Records example, 'credit purchases' can be taken from the Purchase Book, cash paid to creditors 

from Cash Book, and so on. Look at Illustration 2 and see how General Ledger Adjustment 
in Creditors Ledger is prepared. 

Illustration 2 
Frorn the following information prepare the General Ledger Adjustmelit Account in 
Creditors Ledger. 

Opening Balance of Sundry Creditors 
Credit Purchases 
Payment to Creditors 
Discount Allowed by Creditors 
Returns Outwards 
Bills Payable Accepted 
Allowances 
Bills Payable Dishonourcd 

Solution: 
Ge~eral  Ledser Adjustnrclllt Account 

(in Creditors Ledger) 

Dr. 

To Balance b/d 

To Creditors Ledger 
AdJustment A/c: 

Credit Purchases 

BfP Dkhonoured 

Rs. 
28,010 
27,600 
26,500 

1,450 
2,240 
S,3W 

400 
500 

,-- Cr. -- 

I Cash rJold , I 26,500 

Rs. 

28,010 

Rills ,Acceptad I 5,300 

Rs. 

By Creditors Ledger 
Adjuctnkent Ale: 

Discount Rcceivcd I 1,450 

b 

You will notice that the General Ledger Adjustment Account in Creditors Ledger has the 
necessary comsponding debits and credits for all the entries related to trade creditors, This 
makes it self-balancing and now a separate Trial Balance can be prepared also for the 
Creditors Ledger. 

14.3.3 Self-balancing the General Ledger 
You know the General Ledger contnins all real and nominal accounts. ]tn case of mast of the 
transactions recorded in General Ledger both the debit and credit aspects would appear in 
this ledger itself. Take for example, depreciation on machinery. This involves Depreciation . 
Account (a nominal account) and the Machinery Account (a real account), Both the accmnts 
appear in the General Ledger and so both debit and credit aspects arc recorded in this ledger 
itself. But, in case of transactions which involve the personal accounts rrf trade debtors nr 
trade creditors, the situation is different. One aspect of such transactions appears in the 
General' Ledger and the other in Debtots Ledger or Creditors Ledger. Hence, for Self- 
balancing the General Ledger it becumes necesswy to provide the corresponding debits and 
credits for all entries related to wade debtors and trade creditors. Pot this purpose, we opefi 
the Debtots I ~ d p  Adjustment Account and tl~c Creditors Ledger Adjustntent Account in 
the General Ledger. In fact these two accounts will automatictllty, opened when journal 
entries are passed for opening the General Ledger Adjustment Accounts in the Debtors md 
the Creditors Ledgers as stated in sub-sections 14.3.1 and 14.3.2, Thus, the Debtors Ledger 
Adjustment Account and the Creditors ~edger'~djustment Account in General hdger will 
be just the reverse of the General Ledger Adjusbnent Account in Debtors Ledger and the 

Ledger Adjustment Account in the Creditors Ledger respectively. Lct us now 
prepare these two accounts from the information given in illustrations 1 and 2. 



Debtors ~ , e d ~ e r  Adjustment Account (in Gener@l Ledger) Self - Balancing System 

Dr. 

To Balance b/d 

To General Ledger 
Adjustment A/c : 

Sales 

B/R Dishonoured 

' . Rs. 

By General Ledger 
Adjustment A/c: 

Cash received 

Sales Returns 

Discount Allowed 

Bad Debts 

Allowances 

B/H Received 

By Balance c/d 

Cr. 

Ri. 

. . 
Credltors Ledger Adjustment Account (in General Ledger) 

To General Ledger 

Adjustment Alc: 

Cash Paid 

Purchases Returns 

Bills Accc'pted 
Discount Received' 

Allownnces 

To Balunce c/d 

\ 

' ~ r .  Cr. 

I , By General Ledgot . 1 

Rs. Rs. 

5,300 B/P Dishonoured 

1,450 

400 

26,500 

2,240 

\Now let us take a comprehensive illustration and prepare all Adjustment Accounts. 

Adjustment Alc: 

Credit P~irchases I 27,600 

h~~strs t ion  3 

A finn has three ledgers in use viz., Debtors Ledger, ~ r e d i t o r s ' ~ e d ~ e r  and General Ledger. 
These are all kept on the self-balancing system, From the foliovying transaction, prepare the 

. Adjustment Accounts as they would appear in each ledger. 

Balances of Trade Debtors on 1-3-1988 28,500 a 

Balances of Trade Creditors on 1.-3-1988 47,800 
Transactions during tho month were: 

Credit Sales 43,800 
Cash received from Trade Debtors 30,950 
Discount allowed to Trade Debtors 2,fm 
Bills Recelvable received from Debtors 5,000 
Bad Debts Written off 200 
Credit Purchases 68,800 
Purchases Returns 2,000 
Cash paid to Tradk ~ i d i t o r s  59,000 

. Discount allowed now disallowed 100 
Interest and Charges debited to Debtors. 200 

Solution: 
Debtors Ledger AdJuetment Account (In General Ledger) 

Dr. Cr. 

To Balance b/d 
To General Ledger 

Adjustment Ah: 
' Credit Sales 

. Discount Disallowed 
Interest ~ q d  Charges 

1 

- 

Rs. 

28,500 

43,800 
IOQ 
200 

72,600 

By General Ledger 
Adjustment A/c: 

Cash received 
Discount Allowed 
Bills ~ce ivable  
Bad Debts 
By Balance c/d 

Rs. 

30,950 
2.600 
5,000 

200 
. 33,850 

72,606 ' 



Accounts from 
Incomplete Records 

Creditors Ledger Adjustlnent Account 
I -- (111 General Ledger) 

Ta General Ledger 
Adjustment Alc: 

Cash Pnid 

Purchases Rerurns 

To Balance c/d 

By General Ledger 
Adjustment A/c: 

Credit Purchases 

Cenerlrl Ledger ..\djustrnent Accollnt 
(in Debtors Ledger) 

To Salcs Ledger 
Adjustment Alc: 

Cush Rcceived 

Discount Allowed 

Bills Receivable 

Bad debts 

Rs. 

30,950 

2,600 

5,UUO 

200 

By Bultince WtJ 

By Sales Ledger 
Adjusln~ent Alc: 

Credit Salcs 

Discount Disallowed 

Interest and Charges 

To Balance cld . ( 33,850 1 I 

~ L n e r a ~  Led$cr Adjustnielrt Account 
(111 Creditors Ladggr) 

I Rs. I 
To Ral~nce bld 1 47,800 1 
To Bought Ledgcr 

Adjustment Afc: 

Credit Purchuscs 

By Bought Ledger 
Adjustmer~! Alc: 

CRY~I Pkild 

Ptrrcl~n~es Rctun~s 

B y  Balance c/d 

Note : 1 Discaunt blesllowed : Any utnount of dlvcount ~rllrrwcd to debtors, if dlsnllowed letet, Is debllcd 
to the concerned debtor's per.uodul account. Hencc, It  has been shown 011 thc dchit side of Debtors 
Ledger Adjuktment Account In Generul t.edger ;lnd the credit slde of the General 1,cdger 
AdJu~tment Account In Debtors tedger. 

2 fhterest and Charges tleblted to bshtom : It IS  an l~hlnbr~t cl~hrged tu debtors on uccount of late 
I payment or some errors, It llns ulvo been shown on the debit slde uf bebturs Ledger Adjuattnent 

Accotlnt in General Ledger and the credit side of General Lcdgcr AdJustnierrt A c c o u ~ ~ t  In ~ c b i o r s  

1 Ledger. 

14.4 SOME PECUf,IAR POINTS -------------*-----"-.-------- -.-"-".--- .-.-- 

Cortfn Ijrtlances : Normalty thc personal accounts of deblurs show u deblt balfi~lce and 
the. personal crccalrnts of credltats A ctedit balance, Sometimes, a dchtor's uccou~t may 
show a credlt bftlrlnce And a creditof's account ti deblt balance. It usually huppens otl ' 

aCcOUht uf over-pnyments. in  such a sltuatlon;both the debit unll tlte credit balances are 
 show^^ sepdttltely in the Adjustment Accounts. For example, the total of debit balurlces o! 
various debtors Is Rs. 60,000 and the total of credit balances Rs. 8 0 .  These will be shown 
in the respective Adjustment Accounls as follows: . 



Debtors Ledger Adjustment Account 
(in General Ledger) 

Self - Balancing System 

To Balance bid / 60,000 I By Balance bid I 800 

Dr. Cr, 

General Ledger Adjustment Account 
(in Debtors Ledger) 

Rs. 

To Balance bid - - -  1 800 1 ~ ~ ' ~ a l n n c e  bid 

Rs. 

If the creditors accounts also show both types of balances, they will appear in the 
concerned Adjustnlents Accou~lts separately. 

Transfers : Sometimes goods are bought from the person who is also a customer to the 
business. In such a situation, his personal account will appear in both the Debtors Ledger 
and the Creditors Ledger. The settlement of such accounts is made by paying or receiving 
the net amount. Hence, it becornes necessary to transfer his account from the ledger where 
it shows a lower balance to the other where his account shows a higher balance. For 
example, Ganesh's personal account in Debtors Ledger shows a debit balance of 
Rs. 10,800 and his personal account in Creditors Ledger shows a credit balance of 
Rs. 1,000. In such a situation, the credit balance of Rs. 1,000 in Ganesh's Account will be 
transferred from Creditors Ledger to his account in Debtors Ledger. Such transfer should 
also be recorded in the Adjustment Accounts. Whether the transfer tnkes place from 
creditors Ledger to Debtors Ledger or from Debtors Ledger to Creditors Ledger, it 
shall be reflected in various Ad,justment Accounts as follows : 

In Debtors Ledger Adjustment Account 
In Creditors Ledger Adjustment Account 
In General Ledger Adjustment Account in 
Debtors Ledger 
In General Ledger Adjustment Account in 
Creditors Ledger 

Credit side 
Debit side 

Debit side 

Credit side 

Provision for Bad Debts : Sometimes you may find an item of provision for bad debts in 
the information from which the Adjustment Accounts are to be prepared. You know that 
this provision does not appear anywhere in the personal accounts of debtors. Hence it will 
not be included in the Adjustment Accounts. You may silnply ignore it. The same thing is 
true of items like cash sales, bills discounted, 014 bad debts recovered, etc. 

Look at illustration 4 and see how the above items have been treated. 

Illustration 4 

From the following details prepare General Ledger Adjustment Accounts and the Debtors 
Ledger and Creditors Ledger Adjustment Accounts as on 31 December 1988 : 

Debtors (1-1-1988) 
Debtors -do- 
Creditors -do- 
Creditors -do- 
Purchases 
Sales 
Sales Returns 
Purchases Returns 
Cash paid to Creditors 
Bills received from 
Debtors 
Bills dishonoured 
Bills accepted 
Discou111 allowctl hy Creditors 

.Dr. 17,425 
Cr. 320 
Cr, 27,408 
Dr. 204 

25,200 
28,209 

208 
7 14 

12,700 

Discount Allowed to 
Debtors but 
disallowed later 

Cash received fi-om Debtors 

Gush peid to Debtors 
Transfer from Debtors 

to Creditors Ledger 
Cnsh Purchases 
Cash Sales 
Bad Debts written off 
Discount allowed to 
Debtors 

Rs. 



Accounts rrom Solution : 
Incomplete Records 

Creditors Ledger ~djus tment  'Account 
(In General Ledger) 

Dr. Cr. 

27.408 

25.200 

52.608 

Rs. 
By Balance bld 

By General Ledger 

Adjustment A/c (in 
Purchases Ledger): 

Purchases 

To Balance bld 
To General Ledger 

Adjustment Alc 
(in Creditors Ledger) 

Cash Paid 

Purchases Returns 

Bills Accepted 

Discount 

Transfer 

To Balance cld 

Rs. 

204 

12,700 

714 

7,400 

1,020 

1,242 

29,328 

52,608 

Debtors Ledger Adjustment Account 
(In General Ledger) 

Rs. 

320 

8,700 
208 
215 

9,300 
2 i5  

1,242 
25,759 

45,959 
,- - 

By Balance b/d 
By General Ledger 

Adjustment Alc (in 
Debtors  edger): 
Cash Received 
Sales Returns 
Discount Allowed 
B/R Received 
Bud Debts 
Transfers 

By Balance cld 

11_-- 

To Balance bld 
To General Ledger 

Adjustment Alc (in 
Debtors Ledger): 

Sales 
Cash Paid 
B/R Dishonoured 
Discount Disallowed 

Ks. 

17,425 

28.209 
25 

200 
100 

45,959 

General Ledger AdJustment Account ' ' 

(In Creditors Ledger) ' 

Rs. 
.204 

12,700 
7 14 

7,400 
, 1,020 

1,242 I 

29,328 

By Balance bld 
By Creditors ~ r d ~ e r  

Adjustment Alc: 
Cash Paid . . 
Purchases Return . 
Bills Accepted 
Discount Received 
Transfers 

By Bularkce cld 

To Balance b/d 
To Creditors Ledger 

Adjustment A/c: 
Purchases 

Rs. 

27,408 

25,200 

1-- 

52,608 52,608 - 
General Ledger AdJustniant Account 

(In Debtors Ledger) 

To Balance b/d 
To Debtors Ledger , 

Adjustment A/c: 
Cash Received 
Sates Re~urns 
Discount Allowed 
BIR Received 
Bad Debts 
Trnnsfers 

By B~~lnrice ckl 

14 ' 

Rs. Rs. 
320 By Balance b/d 17,425 

By Debtors Ledger 
Adjustment A/c: 

8,700 
208 Sales 28,209 
215 Cash Paid 25 

'9,300 B/R Dishonoured 200 
215 Discount Disi~llowed 100 

1,242 
25,759 

9 ... , . 
45,959 45,959 

. . I' 
'm . . 



Self - Balancing System 

Fronl the followiilg infomatio~l prcpare Debtors Ledger Adjustment Account in General 
Ledger. 

Rs. 
Opening Credit'bslance of Sundry Debtors 2,000 
Opening Balance of Sundry Debtors .20,000 
Cash and Cheques received 80,000 
Credit Sales 1 S-Q'N? 
Discounts Allowed 3,000 
Retl~rns Inwards 2,000 
Bad Debts 1,500 
Rills Receivable received 10,000 
Bills Receivnble Discounted 4,000 
Provision for Bad Debts 1..000 
Rnd Debts Recovered 500 
Closing Credit Balance in Sundry Debtors 3.000 

Rs. 500. is to be transferred from Debtors Ledger to Creditors Ledger. Similarly, Rs. 600 is 
to be transferred from ~ r e i i t a r s  Ledger to Debtors Ledger.. 

Debtors' Ledgcr Aclj~~stmcnt Accoi~nt 
(in Gencrnl Ledgcr) 

Dr. 

To Balance bld 

To General Lcdger 
Adjustmenl Acco~~nt 
(in Debtors Ledger): 

Credit sales 

To Balance cld 

By Balance bld 

By General Ledger 
Adjustment Account 
(in Debtors Ledger): 

Cash Received 

Returns Inwards 

Discount Allowed 

B/R Received 

From Debtors Ledger 

10 Creditors Ledger 

From Creditore Ledger to 
Debtors Ledger 

By Balnnce c/d 

Cr. 

Rs. 

2,000 

Notes: Provisiorl for Bad Debt, Bad Debts Recovered and Bills Receivable Discounted do not nppar in the 
personal nccounts of Debtors. Hcnce no entry need be made in the Adjustment ~cco in t s ,  . - -- .- .- -* - 

Check Your Progress A 
1 What is a self-balancing system? 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
2 Name the three ledgers usually kept under Multiple Ledger System, 

3 Fill in the blanks 

i) Debtors Ledger Adjustment Account is opened in . . . . . . . . . . . . . . . . . , . . .  
[,edger. 

ii) Creditors Ledger Adjustment Account is opened in . . . . . . . .  ! . . . . .  Ledger. 
i 



Accounts from 
Incomplete Records 

. . . . . . . .  i i i )    he Adjustment Account opened in Debtors Ledger is termed as 
.Account. 

. . . . . . . . . . . .  iv) General Ledger contains all real and accounts. 
v) Creditors Ledger contains personal accounts of all . . . . . . . . . . . . .  
vi) Adjustment Accounts help to 'complete . . . . . . . . . . . .  in each ledger to make them 

self-balancing, 

4 Indicate the Adjustment Account given in General Ledger in which each of the 
following items usually appears and write within brackets whether it will be on the debit 
or the credit side of that account. 

. . . . . . . . . . . . . . . .  i) B/P Dishonoured 
ii) Bad Debts . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . .  iii) Transfers 
L 

. . . . . . . . . . . . . . . .  iv) Cash Sales 
v) Interest debited to a customer . . . . . . . . . . . . . . . .  
vi) Refunds received from a creditor . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . .  vii) Discount disallowed 
viii) Provision fpr Bad Debts . . . . . . . . . . . . . . . .  

. , 
14.5 ADVANTAGES OF SECF-BALANCING SYSTEM 

I.  

The main advantages of self-balancing system af'e as follows: 

1 It is easy to locate the errors because we prepare sepafate Trial Balance for each 
ledger. If the Trial Balance of a particular ledger agrees, it implies that there are no 
errors in that. ledger. The detection work is confined only to the accounts in a ledger 
whose Trial .Balance does not agree. For-instance, if an error is committed in  the 
personal account of a customer neither the Gemral Ledger nor the Creditors Ledger is 
affected. It is only the Debtors Ledger which is affe~ted and its Trial Balance will not 
agree. Hence you will look for the errors in Debtors Ledger only..Sirnilarly, if the 
Trial Balance of General Ledger does not agree you will check entries in the nominal 
and real accounts only. This narrows down the area of detection work and the errors 
can be quickly detected: 

2 ,-'The maintenance of ledgers can be divided amongst many persons. This helps in quick 
posting and fixation of responsibility in case of errors and frauds. 

3 The main ledger becomes less bulky because the personal accounts of custoniers and 
suppliers are excluded. The system is very us'eful when the number of customers and 
suppliers is 'large. 

4 ' lt is easy to check the accuracy of each ledger independently with the help of 
Adjusmient Accounts. 

5 It fatilitates the preparation of interim accounts whenever required by includillg the 
figure of total debtors and total creditors. There is no need to go through the Debtors 
and.Creditols Ledgers. 

- 
' 14.6 SECTIONAL BALANCJNG 

The sectional balancing refers to a system uoder which only a section of the group of 
ledgers is self-balanced. If a firm which uses three ledgers viz., Debtors Ledger, Creditors 
Ledger and General Ledger, makes only one ledger self-balancing (normally the General 
Ledger) it will be called 'Sectional Balancing System'. Under this system only two 
Adjustment Accounts viz., Debtors Ledger Adjustment Account and Creditors Ledger 
Adjustment Account are prepared. They are termed as Total Debtors Account and Total 
Creditors Account respectively. They are also known as control accounts. 

Most of the firms do not follow the self-balancing system. They simply prepare the Total 
Debtors and Total Creditors ~ c c o b t s  to check the accuracy of Debtors and Creditors 
Ledgers. These two accounts do not, in fact, form part of any ledger. Hence, no journal 
entries are passed for opening the accounts. They are prepared by extracting relevant 
'figures from various subsidiary books. Like Debtors Ledger Adjustment Account, the Tolal 



?~eb io r s  Account includes the total iimounts of all'those items whrch have beer, debited or 
crdited to rtle personal accounts of the wade debtors. Similarly, the Total rwditors 
Account, like the Creditors Led-ger Adjustment Account, includes the total amounts of ill 
those items which haQe been debited or credited to the personal accounts of the trade 
creditors. Look at Figures 14.4 and 14.5 and note the sources of various items to be 
debited and credited in these control accounts. 

Self - Balancine: System 

Figure 14.4 
Sources of Items for 'Fotnl Debtors Aceourit 

Dr. 

ltern Souire 

Cr. -- 

I .  Operiing balance or 
Debtors 

lteri~ 

Opening 
Entry 

Sales Book 

Source 

I .  Opcning Credit 
balance of Debtors 

2. Cash Received 
from Debtors 

3. Discount Allowed 

4. B/R Rcceived 

I 
Opening 
Entry 

Cash Book 2. Credit Sales 

3. B/1t Dishonoured Journal 

Journal 

Cash Rook 

Bills 
Receivable Book 

4. Interest and expense5 
charged lo Debtors 

5. Refund to Debtors Cash Book 5. Sales Returns Kerurns 
Inwards Book 

6. Bad debts 1 Journal 

7. 'rransfcrs ( Journal 

8. Closing b;ll;ince 
of Debrori; 

--.--.-----.--,- I---- 
Figure 14.5 

Snurce~ of Items for l'otal Creditors Account 

Cr. 
----A- = Source 

Opening 
Entry 

Opening Entry 1. Opening Debit 
balance of Creditors I I .  Opening balance 

of Creditor: 

I Purchases Book i I Cash Bmk 2. Credit Purchases 
,> 

3. BP Dishonoured I .2. Payment to Creditors 

3. ~ i s ioun t  Received Journal 

Journal 

1 Cosli Book 

4. Bills Accepted Bill#ayable I Bark I 4; Interest and expenses 

5. Purchases Returns. Purchases 
Returns Book 
Journal 

5. Refund from Creditors Cash Book 

'6. Transfers 

7. Closing Balarlce 
of Creditors 

Look at illustration 6 and see how Total Debtors and 'Total creditors Accounts ;ire 
prepared. 

Illustration 6 

The following figures are extracted from the books of a company for the year ended March 
3 1, 1988: Openjlpg Balance as per Debtors Ledger was Ks. 70,420 and as per 'Creditors 
Ledger Rs. 5 1,360. Transactions during the year ending March 3 1, 1988 were as follows: 

Rs. Rs. 

Sales 4.86.430 Cash paid to Uebtora 8,320 
Purchases 2,92,125 Cash paid to Creditors 2.57.750 
Sales Returns 23.960 Bills Keoeivahle 19,565 
Purchases Resrns 15,970 B/R Dishonoured 1,200 

'Discount Received 5,300 Bad debts 765 
Discount Allowed 3,335 Bills Payablk 2,390 

Cash Received from Debton 4,49,700 . 
Additional infurmution : 

i) A~nounr of Rs. 1,945 standing to the credit of a Supplier's Account was set off 
against all account ft>r'goods sold'to that supplier. 



~ccoun t s '  from 
Incomplete Recordr 

i i )  A balance of Rs. 450 outstanding from a debtor was adjusted against a claim frorn 
him for third party liability arising from accident. 

iii) As on March 3 1, 1988 the balance as per Debtors and Creditors ledger amounted to 
Rs. 60,650 and 60,130 respectively. . 

Gohare required to prepare the Total Accounts tn prove the accvracy of entries in the 
Debtors and Creditors Ledger. 

Solution : 

Total Debtors Account 

1988 

Mar. 31 

Dr. 

Rs: 

2,5730 

IT? Purchases Returns ( l?,970 

Rs. 

70,420 

4J6.430 

. 8,320 

1,200 

5,66,370 

1987 

April I 

Mar. 3 1,88 

Total ~ r ed l to i s  Account 

To Balance b/d 

To Salts 

To Cash 

T s  BP 

J T ~  Discount Received 

ITO Balance c/d 

Aprll 1 ,  87 

March $ 1 ,  1988 

Cr. 

By Bulunce b/d 

By Purchtlscs 232, (25 

.By Sales Returns 

By Discount Allowed 

By Casll 

By.Bills Receivable . 
By Bad Debts 

By Allowances 

*I-- 

~h'eck Your Progress 0 
1 What is the main purpose of Sectional Balancing? 

Rs. ' 

23,960 

9.335 

4.49,700 

19,565 

765 

450 

2 Name the two control accounts~opcned utlder.Sectional Balancing System. 

By Transfer 1 $45 

By Balance c/d 60,650 

3 Name the source of'relevant data in case of each of the following items. 

i )  Credit Sales 

i i )  Discount Allowcd 

iii) Interest Charged by u creditor 

iv) Payment to creditors , 

V )  Rill Accepted 

vi) . B/R Dishonoured 

v i i )  Refund to a debtor 

v i i i )  Purchases Returns 
- 2  
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14.7 RULING OF SUBSIDIARY BOOKS 
Self - Balancing System 

You have learnt that for the preparation of Adjustment Accounts or Control Accounts you 
have to extract relevant figures from various subsidiary books. For this purpose some .; 
adjustment in the rulings of subsidiary books becomes necessary. For example, .if there is 
only one Debtors' Ledger and one Creditors Ledger you may add one, extra column on the 
debit side of the Cash Book to record receipts from trade debtors and another column on 
the credit side to record payments to trade creditors. These columns will readily provide 
the figures of total amounts received from trade debtors and total payments to trade 
creditors at the end of the accounting period. NO change will, however, be required in 
other subsidiary books. But if there are several Debtors and Creditors Ledgers maintained 
on alphabeticai or regional basis, many additional columns will have to be provided in 
almost all the subsidiary books. These additional columns will analyse all transactions to 
provide the total Figures for each Debtors Ledger and each Creditors Ledger separately. 
Look at figure 14.6 and study how rulings in Sales Book will be arranged to provide the 
relevant periodic totals. 

Figtore 14.6 
I 

~a?&%obk 

14.8 LET US SUM UP ' 

Itais a common practice with firms'having a large number of customers and supplier to 
adopt multiple ledger system. Under this system the ledger is usually divided in General 
Ledger, Debtors Ledgers and Creditors Ledger,' 

When ledgers are maintained in such a way that a separate Trial Balance can be prepared 
for each ledger, it is called self-balancing system. Under this system each ledger contains 
certain Adjustment Accounts to provide the corresponding debits and credits. These 
accounts are opened through proper journal entries. 

Most of the firms dd not follow self-balancing system. They sub-divide the ledger but do 
not prepare separate Trial Balpnce for each ledger. However, in order to check the 
accuracy of Debtors and Creditors ledger they simply prepare two control accounts known 
as Total Debtois Account and Total Creditors Account. This system is known as sectional 
balancing and it is equally helpful in preparing the interim final acc6unts as and when 
required. 

I I U  

Totill , 
Amount 

0 

L.F. 

14.9 KEY WORDS 

Inv. 
No. 

Date 

Adjustment Account: An account which helps to complete the double entry in each 
ledger and make it self-balancing. 

'Creditors Ledger: A ledger containing the personal accounts of all trade creditors. 

Debtors Ledger: A Iedger containing the personal accounts of all trade debtors. 

General Ledger: A ledger coqtaining all accounts other than the personal accounts of 
' trade debtors and trade creditors. . 
Multiple Ledger System:', A system of maintaining more than one ledger. 

Paniculu~s 
(Narries of Customer) 

Debtors Ledgers 

A-G G-K L-P 



Accounts from 
Incomplete Records 

Sectional-Balancing System: A systeill of checking the accuracy of Debtors and 
Creditors Ledgers by p

r

eparing the Total Debtors and Total Creditors Accounts. 

Self-Balancing System: A systeni whereby each ledger can be self-balanced i.e.. a 
separate Trial Balance can be prepared for each ledger. 

Total Creditors Account: An account reflecting the total debits and credits for all elltries 
related to trade creditors. 

Total Debtor Account: An account reflecting the total debits and credits for all elltries 
related to trade debtors. 

Transfers: Transfer of the ,lower balance in a particular personal account in one ledger to 
his personal account showing a higher balance in another ledger. 
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_ _ C _ . _ - I ~ - - . l l l - - - - -  -----.--- --- 
14.11 ANSWERS TO CHECK YOUR PROGRESS --- ---.-,.-.-..---------- ------. - 
A 3 i) General Ledger ii) Gelieral Ledger iii) General Ledger Adjustment 

Account (in Debtors Ledger) iv)'nominal v) trade creditors vi)  double 
entry 

4 i) Creditors Ledger Adjustment Account (credit) 
ii) Debtors Ledger Adjustment Account (credit) 
iii) Debtors Ledger Adjustment Account (credit) ant1 

Creditors Ledger Adjustment Account (debit) 
iv) Nolie 
v )  Debtors Ledger Adjustment Account (debil) 
vi) Creditors Ledger Adjustment Accounl (credit) 
vii) Debtors Ledger Adjustment Account (debit) 
viii) None 

B 3 i) Sales Book ii) Cash Rook iii) Journal Proper 
iv) Cnsh Book v) Bills Payable Book vi) Journal Proper vii) Cash Book 
viii) Retunis Outwards Rook 

14.12 TERMINAL QUESTIONSIEXEROISES -- -- 
Queitlona 
1 What do you understand by Self-Balancing Systen~? S t ~ t c  its advatltages. 
2 Explain briefly flow Debtors Ledger is n~ade Self..balancing, T3uw d o  you deal with a 

ttmsfer entry from wie perrro~i~l ledger to nnorher? 
3 What dre AdJi~stment Accounts? Give journal entries necessnry for self-balancing the 

General Ledger. 
4 What i s  Sectional Balancing? How does it differ from Self-balancing? Give profoma 

crf a Total Debtors Account. 

Exercises 
1 A finn has three ledgers in use viz,, Debtors Ledger, Creditors Ledger, and General 

Ledger. They are all kept om the self-balancing system. From tile following 



transactions prepare the necessary Adjustment Accounts as they would appear in each Self - Balancing System 

of the ledgers. 

Jan. 1 Balance of Sundry Debtors ' 
Balirnce of Sundry Creditors 

- Jan. 31 Credit Purchases 
Credit Sales 
Paid to Creditors 
Discount allowetl by then1 
Received cash F~OITI Debtors 
Allowed them tliscount 
A~cepted Bills Payable 
Received Bills Receivnble 
Ketun~s Inwards 
Returns Outwards 
Allowances to Debtors 
Allowances froll~ Creditors 
Bad Debts 
Bills Receivable Dishonoured 

Rs. 

16.000 
18,500 
4,500 
9.800 
9,875 

325 
7,800 

200 
1.500 
3,000 

875 
600 
275 
150 
450 
375 

(Answers Sales ledger Adjustment Account Rs. 13,575; 
Creditors Ledger Acljustment Account Rs. 10,550) 

2 From the following particulars as extracted from Lhe books of Bordia & Cu., who keep 
Debtors Ledger, Creditors' Ledger and Gcneral Ledger on the self-balancing system, 
sllow how the Debtor's Ledger and Creditors' Ledger Adjustment Accounts will 
appear in the General Ledger for the year 1988. 

Debtors' Balance as on 1.1.88 
Creditors' Balance as on 1.1.88 
Transactions during the year: 
Credit Purchases 
Credit Si~les 
Returns Inwards 
Retums Outwards 
Cash received from Customers 
Discount allowed to Customers 
Cash paid to Cretlitors 
Discount received frorn Creditors 
Acceptances received from Debtors 
Creditors Bills accepted 
Bills receivable returned dishonoured 
Bills payable dishonouretl 
Bad Debts written off 
Miscellaneous Expenses wrongly debited 
to Customers' Account 
Allowances from Creditors 

(Answer: Closing Balances of Debtors Ledger Adj. A/c Rs, 31,955 and of Creditors 
~ e d ~ e r  Adj. A/c Rs. 34, 155) 

3 From the following particulars extracted from the books of MIS. Balance Minded Ltd., - 
which keeps accounts on self-balancing system, prepare the General Ledger 
Adjustment Account in the Sales Ledger and the Bought Ledger respectively 

Debtors as on 
January 1, 1988 
Creditors as on 
January 1, 1988 
Transactions for the year: 
Credit Purchases 
Credit Sales 
Returns Inwards 
Returns Outwards 
Cash received from 
~usiomers 
Discount allowed 

Rs. 

4,575 

5,490 

2,050 
2,270 

40 
60 

2,550 
45 

Cash paid to ~ u ~ p l i 6 r  
Discount received 
Acceptances received 
from Debtors 
Accbpfances given to Creditors 
B/R dishonoured 
B/P dishonoured 
Bad Debts written off 
Sundry Charges debited 
to Customers 
Allowances from Creditors 

Rs. 
3,070 
" 67 

(Ansqer: Closing balances of General Ledger Adjustment Account in the Sales 
Ledger and Bought Ledger Rs. 3,265 and Rs. 3,415 respeclively), 

4 Frym the following details prepare Geneqal Ledger Adjustment Accounts and the 
Ilchtor\ and Creditors Ledger Adjustment Accounts as on December 31, 1988. 



Acco~rnts from 
Incomplete Records 

Debtors (January 1, 1988) 
Debtors ( - do - ) 
Creditors ( - do - ) 
Creditors ( - do - ) 
Purchases 
Sates 
Sales Retums 
Purchases Returns 
Cash paid to Creditors 
Bills received from Debtors 
Bills dishonoured 
Bills accepted for Creditors 
Discount allowed to Debtors 
Discount allowed to Debtors but later on disallowed 
Cash received from Debtors . 
Discount allowed by Creditors 
Cash paid to Debtors 
Transfer from Debtors to Creditors Ledger 
Cash Purchases 
Casli Sales 
Bad Debts writtenoff 

Dr. 
Cr. 
Cr. 
Dr. 

(Answer: Creditors Ledger Adjustment Account Rs. 29,328; Debtors Ledger 
Adjustment Account Rs. 25,759). 

5 From the following balances extracted from the books of Jackson and Co., the 
Total Creditors kccount. 

Jan. 1, 1988 

Dec. 31,1988 

Creditors-Credit Balance 
~ a l ~ n c e  of Debtors-Credit Balance 
Sales . 
Purchases 
Cash paid to Creditors 
Discount ~ l lowed by Credito1.s 
Purchase Returns 
~reditorsI~ebit  Balance (clos~ng) 

(Answer: Balance Rs. 2,05390) I 

6 From the following details extracted from the books of Y Ltd, for the year ended , 

31.3.1988 prepare a Debtors Ledger Adjustment Account as it would appear in the 
General Ledger. 
Opening Balance on 1.4.1987: Sales Ledger Dr. 45,256, Cr. 156, Provision for Bad 
and Doubtful Debts 5,000 
Sales du'ring the ~er iod:  cash 15,200, Credit 1,25,656 
Amount received from Customers Rs. 1,56,2 15 
Bills accepted by the Customers Rs, 1,250 
Cheques dishonoured Rs. 1,270: Bad Debts written off Rs. 256, Interest on overdue 
accounf~s .  82 
Cash dkcount allowed Rs. 1,527 , 

Bad debts previously written off recovered Rs. 456 
Retums fram customers 726 

(Answer: Sales Ledger Adjustment Account Rs. 12,134). 
I 

7 Prepare Total Debtors Account and ~ b t a i  Creditors Account for the year ended 
December 3 1, 1988 from the following figures: 

Debtors on January I .  1988 
Creditors on Janut~ry I ,  1988 
Sales (incluclinp cash salesRs. 18,500) 
Sales Returns 

. Purchases . 
Purchases Returns 
Cusl~ received from Debtors (including Rs. 2,000 
agalnst a debt previbusly written off). 
D~scount allowed to Debtors 
B/R reccrkd from Debtors 
Bad Debti 
Cash paid to Creditorb 
Tmn'ifer from Bought Ledger to Sules Ledger 
D~scount recerved from Creditors 

I 



Bills Receiv;~ble endorsed to Creditors ?S.000 
Bills Payable given to Creditors ' 48,000 
Endorsed bills dishonoured , 5,000 
Credit balance in Sales Ledger December 3.  1988 2.100 
Debit birlance in Bought Lcdgrr. December 31. 1988. ., 1,600 

Self - Balancing System 

(Answer: Total Debtors Account debit balance Rs. 25,250; Total Creditors Account 
credit balance Rs. 18.700) 

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


