Week Four Lecture Notes

PREPARATION OF BOOKS OF ACCOUNTS
Books of accounts are broadly divided into two: Journals and Ledgers. 

JOURNALS

These are books of original entry or prime entry. Whenever business transactions occur, they must be recorded in the journals before being posted to the ledgers. Journals are prepared from source documents such as invoices, bank paying in slips, vouchers etc. the process of writing the journals is called journalizing a transaction. These are recorded in journals in a chronological order. 

Types of Journals 
The nature of operations and volume of transaction a particular business determines the number and type of journals needed. The following are the major type of journals.

1. General Journal or Journal proper

This is the simplest type of journal. It has two money columns for debits and credits. It may be used for any type of transaction. However, in practice credit sales and credits purchases of trading stock, cash transactions, returns inward and outwards are recorded in specialized journals. This leaves purchases and sales of fixed assets on credit, correction of errors and adjusting entries to be recorded in the general journal. However, for learning purposes, all transactions should be entered into a general journal initially because it clearly shows how the double entry is fulfilled.

	Date 
	Account titles and Explanations
	Folio/LP
	debit
	Credit

	
	
	
	
	


Notes: 

The account title and explanation: the name of the account involved in the transaction is entered in this column plus a narration or explanation of the transaction. 

Folio: this column shows the reference where the account can be found in the ledger especially the page number of the account in the ledger. At times instead of using folio, LP standing for ledger page is used.

Dates: Dates at which transaction occurred are entered into this column

Preparation of the General Journal
Double Entry Recording of Assets, Liability and Capital.

Illustration 

The following transactions are for ABC Ltd for the month of October. Enter them into a general journal.

Oct.1:  Started business with 20,000,000/= cash

Oct.2:  Purchased land for the business at 3,000,000/=

Oct.4: Purchased office equipment on credit from equipment suppliers Ltd on credit at 2,000,000/=

Oct.5:  Obtained a bank loan of 8,000,000/=, and it was deposited to the bank account

Oct.15:  Made part payment of 1,500,000/= to equipment suppliers Ltd by cheque.

Oct. 17: Bought motor vehicle from Spear Motors at a cost of 15,000,000/=  

Made cash payment of 10,000,000/=, paid 3,000,000/= by cheque and promised to pay the       balance later.

Oct.20: Sold a portion of his land that was un-utilized for 500,000/= cash 

Oct.25 Fully settled the balance of 2,000,000/= by cheque due to Spear Motors Ltd for the motor vehicle. 

Oct. 30: 800,000/= business cash was to entertain the relatives form upcountry.

Solution
Before looking at the preparation of the general journal, the following explanations are important for the mastery of the double entry recording.

Oct.1:         Started business with 20,000,000/= cash

Explanation 
Cash, an asset increased by 20,000,000, /= and is debited while capital also increased by 20,000,000/= and is creditable.
Oct.2:     purchased land for the business at 3,000,000/= cash.

Explanation 
Land, an asset increased by 3,000,000/= and is debited while cash, also an asset decreased by 3,000,000/= and is therefore credited. Alternatively, land gained and is debited while cash lost and is credited.
Oct .4: Purchased office equipment on credit from equipment suppliers on credit from equipment suppliers Ltd. At 2,000,000/=.

Explanation
Office equipment, an asset increased and is debited while liability to equipment supplier ltd. Increased and must   be credited. Alternatively, office equipment account gained and is debited while equipment suppliers ltd. Lost or is the giving account and is therefore credited.  
Oct .5: Obtained bank loan of 8,000,000/=, it was deposited to a bank A/C

Explanation 
Bank, an asset account increased or is the receiving account and is debited while loan account a liability account, increased and is credited.

Oct. 15: Made part payment of 1,5000,000/= to equipment supplier ltd by cheque.

Explanation 

Liability to Equipment suppliers’ Ltd. decreased and is debited while bank, an asset account also decreased and is credited. Alternatively, Equipment suppliers Ltd. gained or received and are debited while bank account lost or is the giving account and is credited.  

Oct. 17: Bought motor vehicle from spear motors at a cost of 15,000,000/= ;Made cash payment of 10,000,000/=, paid 3,000,000 by cheque and promised to pay balance later.
Explanation 
Motor vehicle, an asset account increased by 15,000,000 and is debited, cash reduced by 10,000,000 and is credited, bank reduced by 3,000,000 and is credited, liability for 2,000,000 not paid to spear Motors still exists. Since spear Motors is still a liability account for 2,000,000 it is credited.
Oct . 20: Sold a portion of land that was un-utilized for 500,000/= cash 

Explanation 
Cash, an asset account increased or gained and is debited while land also an asset account reduced or lost and is credited.

Oct .25: Fully settled the balance of 2,000,000 by cheque due to Spear Motors ltd. for the motor vehicle.
Explanation 
Liability to Spear Motors was extinguished or reduced to zero, Spear Motor’s account is therefore debited. Bank, an asset account reduced and is credited. Alternatively, Spear Motors Account received or gained and is debited while the bank account is the losing or the giving account and is credited.
Oct .30: 800,000/= business cash was used to entertain relatives from upcountry.

Explanation 
Using business money for entertaining relatives is a non-business affair and it is called a drawing. Drawings reduce capital and therefore the drawings account is debited and will later be deducted from capital in the balance sheet. Cash an asset account reduced and is credited. 
If you properly understood the above explanations of the double entry, then look at the appearance of the general journal shown below.

ABC LTD

GENERAL JOURNAL

FOR THE MONTH OF OCTOBER
	Date


	Account title &explanation
	Folio (LP)
	Debit
	Credit

	Oct.1


	Cash A/C 

         Capital A/C

To record cash used for starting up a business
	01

02
	20,000,000
	2,000,000

	Oct.2


	Land A/C

          Cash A/C

Being purchase of land cash
	03

01
	3,000,000
	3,000,000

	Oct.4


	Office equipment A/C

         Equipment supplier ltd A/C

Being purchase of equipment on credit from equipment suppliers ltd
	04

05
	2,000,000
	2,000,000

	Oct.5


	Bank A/C

         Loan A/C

Being acquisition of a bank loan 
	06

07
	8,000,0000
	8,000,000

	Oct.15


	Equipment suppliers ltd A/C 

        Bank A/C

To record part payment to equipment suppliers by cheque
	05

06
	1,500,000
	1,500,000

	Oct.17


	Motor Vehicle A/C

        Cash A/C

        Bank A/C

        Spear Motors A/C

Being purchase of MV from Spear Motors, part payment by cash and cheque and the balance outstanding
	08

01

06

09
	15,000,000


	10,000,000

3,000,000

2,000,000

	Oct.20


	Cash A/C

   Land A/C

Being sale of Land cash
	01

03
	500,000
	500,000

	Oct.25


	Spear Motors A/C

      Bank A/C

Being full payment of outstanding

Amount to spear by cheque
	09

06
	2,000,000
	2,000,000

	Oct.30


	Drawing A/C

   Cash A/C

Being cash used for private affair 
	10

01
	800,000
	800,000


Double entry, recording of purchases, sales, returns and expenses

Before learning how to record the above items. It is important to define them.

Purchases
In accounting, a purchase occurs when goods for resale are bought. Any other purchases not intended for resale e.g. purchase of a fix asset like land is not treated as a purchase and such entries are not made to purchases account.

Sales 
In accounting, a sale is said to occur when goods which were bought for purposes of resale are sold are sold, and the domain of business is to sell such goods. If a business sells items, that had been bought not with the purpose of resale e.g the disposal of an old fixed asset, it not treated as a sale and that transaction should not be entered into the sales account.

Returns 

In some cases, goods which had been bought or sold are returned. This is especially common in European Countries like U.K. if a customer is not satisfied with the items, he/she can return them to the seller. Goods which had been sold and returned are called returns inwards or sales returns in the books of the seller. The purchaser in his/ her books calls such goods returns outwards or purchases returns. In the trading account, sales returns (returns inwards) are deducted from sales while returns outwards (purchases returns) are deducted from purchases.

Expenses 

They are expired or expended costs. In order to run a business, some cost are incurred eg Rent, salaries of the work force, Electricity etc they are called expenses, more commonly referred to as overhead expenses or simply overheads
Illustration 
The following transactions relate to PTC Co. Ltd for month of January. Enter these into the general journal properly showing the double entry. 

Jan. 1 Bought goods on credit from Peter for 400,000/=

       2 Bought goods on credit from Jane for 200,000/=

       3 Sold goods to John on credit for 1,000,000/=

       4 Sold goods to Marry on credit for 400,000/=

       5 Returned goods worth 50,000/= to Peter because they were defective

      10 Received part payment of 800,000/= cash from John for the goods taken on credit 

      12 made part payment to Peter 80,000/=

      14 Purchased goods for 60,000/= on credit from Jane

      15 Mary rejected and returned goods worth 40,000/=

      16 Received a cheque of 150,000= from Mary as part payment for the goods taken on credit

     17 paid rent cash 100,000/=

     18 Returned goods worth 50,000/= to Jane because they were defective

     19 paid Jane 150,000/= by Cheque

     20 Sold goods to John on credit for 80,000/=

     22 Bought goods for 100,000/= paying cash

     23 Sold goods cash 500,000/=

     24 Sold goods for 4,000,000/= receiving payment by Cheque immediately

     25 Purchased goods for 100,000/= from Peter on credit

     26 Paid Peter 80,000/= cash

     27 John rejected and returned goods worth 100,000/=

     28 Received a cheque of 200,000/= from John for the goods sold on credit

     29 Paid for electricity 50,000/= by cheque and 100,000/= cash

     30 Paid rent 60,000/= by cheque

    31 Paid Salaries 150,000/= Cash and 160,000/= by cheque

Before looking at the general journal, see the following explanation on what to debit and credit and why.

Jan. 1 bought goods on credit from Peter for 400,000/=

Explanation.

Since goods were bought on credit from Peter, a creditor. Instead of using the word creditor, sometimes it is referred to as Accounts payable.  The summary or major account is the creditors’ account, peter’s A/C is a subsidiary A/C. since liabilities increased, the creditors’ account/ accounts payable and more specifically peter’s A/C is credited. Alternatively, since the creditors’ account specifically peter’s A/C is the losing account, it is credited. Purchases from peter increased expenditures and therefore, the purchases account is debited. 

Jan. 2 Bought goods on credit from Peter for 400,000/=

Explanation
The recording in the summary or major accounts is as explained above. However, specifically Janes’s A/C is credited and purchases A/t is debited

Jan.3 sold goods to John on credit for 1,000,000/=

Explanation 
John to whom goods were sold on credit is called a debtor. In some instances, a debtor’s account is called Accounts Receivable. The summary or major account is the debtors or accounts receivable and the sales account but the specific account is John’s A/C. Since debtors account or more specifically John’s account, an asset account increased, it is debited. Alternatively, since the debtor’s account (John’s A/C) received it is debited. The sales A/C which is a revenue account increased and is credited.

Jan.4 Sold goods to Mary on credit for 400,000/=

Explanation 
Double entry is as recording is the major or summary accounts is as explained above. However, Mary’s A/C which is the specific account is debited.

 Jan. 5 Returned goods worth 50,000/= to Peter because they were defective
Explanation 

Since goods were returned to Peter, a creditor or supplier, such returns is called returns outwards of purchase returns. This return reduces liability to Peter, therefore accounts payable or more specifically Peter’s A/C is debited. Alternatively, Peter’s A/c received goods and is therefore debited. Returns outwards which reduce purchases in the trading account is credited.

Jan. 10 received part payment of 800,000/= cash from John for goods on credit

Look at the previous explanation on double entry reporting of assets, liabilities and capital and attempt to write the double entry for this transaction.

Jan. 12 made part payment to Peter 80,000/= cash

Try to explain in your words

Jan. 14 Purchased goods for 60,000/= on credit from Jane

Try to explain

Jan. 15 Mary rejected and returned goods worth 40,000/=

Explanation

Mary is a debtor, she returned goods to the Company. Such return is called returns inward or sales returns. Since the Debtor’s A/C reduced or the amount receivables from Mary has reduced, the debtor’s A/C also called receivable is credited.  Mary’s A/C is specifically credited. Returns inwards which reduces sales is debited.

Jan. 16 Received a cheque of 150,000/= from Mary as part payment for goods taken on credit

Try Explain on your own 

Jan. 18   Returned goods worth 50,000/= by to Jane because they were defective.

Already explained. Try it

Jan. 19 Paid Jane 150,000/= by cheque

Try to explain

Jan. 20 Sold goods to John on credit for 800,000/= 

A similar transaction is explained above, try it.

Jan 22 Bought good for 100,000/= paying cash

Attempt to explain how the double entry if fulfilled 

Jan. 23   Sold goods cash 500,000=

Try to explain what account to debit and credit

Jan.  24 Sold goods for 4,000,000/= receiving payment by cheque immediately

Attempt to explain what to be debited and credited and why.

Jan. 25 Purchased goods for 100,000/= from Peter

A similar transaction is explained above.

Jan. 26 Paid Peter 80,000/=

Try to explain on your own

Jan. John rejected and returned goods worth 100,000/=

A similar transaction is explained above

Jan. 28 Received a cheque of 200,000/= from John for goods sold to him on credit

Attempt to write the double entry

John. 29 Paid for electricity 50,000/= by cheque and 100,000/= cash

Explanation 

Payment for electricity totaling 150,000/= increased expenses or expenditure, the electricity accounts is therefore debited. Whenever an expense is paid or incurred, the expense account is debited. Cash and bank, both asset accounts reduced and are credited.

Jan. 30 Paid rent 60,000/= by Cheque

Jan. 31 Paid salaries 150,000/= cash and 160,000/= by Cheque

Rent and salaries are also expenses just like electricity mentioned above. Try to suggest the double entry recording.

Having understood the explanations above and where you were asked to try on your own, now look at the General journal below to confirm your answers.

PTC LTD

GENERAL JOURNAL FOR THE MONTH OF JANUARY
	Date
	Account titles and explanations 
	LP
	Debit (Shs)
	Credit (Shs)

	Jan 1
	Purchases A/C

A/C payable    (Peter’s A/C)

Being purchase of goods on credit from Peter
	
	400,000
	400,000

	2
	Purchases A/C 

A/C payable (Jane’s A/C)

Being purchase of goods on credit from Jane
	
	200,000
	200,000

	3
	A/C receivable (John’s A/C)

            Sales A/C

To record sale of goods to John on credit
	
	1,000,000
	1,000,000

	4
	A/C Receivable  (Mary’s A/C)

            Sales A/C 

To record sale of goods to Mary on credit
	
	400.000
	400,000

	5
	A/C payable  (Peter’s A/C)

Returns outwards A/C

To record return of goods to Peter because they were defective 
	
	50,000
	50,000

	10
	Cash A/C

        A/C receivable (John’s A/C)

To record cash received from John a debtor


	
	
800,000
	800,000

	12
	A/C payable (Peter’s A/C)

     Cash A/C

To record part payment to Peter
	
	80,000
	80,000

	14
	Purchase A/C 

       A/C payable (Jane’s A/C)

Being purchase of goods  on credit from Jane
	
	60,000
	60,000

	15
	Returns inwards A/C (Sales Returns)

     A/C Receivable (Mary’s A/C)

To record returns inwards of goods by Mary
	
	40,000
	40,000

	16
	Bank A/C

       A/C Receivable (Mary’ A/C)

To record amount received from Mary by check
	
	150,000
	150,000

	17
	Rent A/C

          Cash A/C

Being payment of rent cash
	
	100,000
	100,000

	18
	A/C payable(Jane’s A/C)

        Returns outwards A/C

Being return of goods outwards
	
	50,000
	50,000

	19
	A/C payable (Jane’s A/C)

       Bank A/C

Being part payment to Jane by cheque
	
	150,000
	150,000

	20
	A/C receivable (John’s A/C)

      Sales A/C

Being sale of goods to John on credit 
	
	800,000
	800,000

	22
	Purchases A/C

      Cash A/C

Being cash purchase
	
	100,000
	100,000

	23
	Cash A/C

     Sales A/C

Being sale of goods cash
	
	500,000
	500,000

	24
	Bank A/C

    Sales A/C

Being sale of goods by cheque
	
	4,000,000
	4,000,000

	25
	Purchases A/C

      A/C payable (Peter’s A/C)

Being  purchase of goods from peter on credit
	
	100,000
	100,000

	26
	A/C payable (Peter’s A/C)

      Cash A/C

Being cash payment to Peter
	
	80,000
	80,000

	27
	Returns  inwards A/C

      A/C Receivable (John A/C)

To record a cheque received from John


	
	100,000
	100,000

	28
	Bank A/C

     A/C Receivable (John A/C)

To record a cheque received from John
	
	200,000
	200,000

	29
	Electricity A/C

    Cash A/C

     Bank A/C

To record payment of electricity by cash and cheque
	
	150,000
	100,000

  50,000



	30
	Rent A/C

     Bank  A/C

Being payment of rent by cheque
	
	60,000
	60,000

	31
	Salaries A/C

     Cash A/c

     Bank A/C

To record payment of salaries by cash and cheque
	
	310,000
	150,000

160,000


 Note:

Credits’ A/C could have been used instead of A/C payable and likewise debtors’ A/C could have been used instead of A/C receivable. Those words are used interchargeably.

OTHER BOOKS OF ORIGAL ENTRY (JOURNALS)

1. SALES JOURNAL (SALES DAY BOOK)

It is a book of original entry used for taking record of only credit sales. It is a specialized journal for only credit sales.
Format of sales Journal or Sales Day Book
	Date 
	Account debited (Debtors’ Accounts)
	Invoice 

No.
	Folio 
	Amount 

	
	
	
	
	

	
	
	
	
	


Example 
A company sold goods to the following people on credit:
Sep. 1                 John for 450,000/=             invoice No. 301

        4                 Black for 1,000,000/=         invoice No 303

        6 
Mukasa for 900,000/=        invoice No 404

        7                  Twine for 500,000 /=         invoice No305

You are required to record the above transactions into a sales journal or sales day book.

Solution  

Sales Day Book / Journal
	Date 
	Accounts debited (Debtors’ Account)
	Invoice

No.
	Folio 
	Amount 

(Shs)

	Sep. 1
	John
	301
	001
	450,000

	       4
	Black 
	303
	002
	1,000,000

	      6
	Mukasa
	404
	003
	900,000

	     7
	Twine 
	305
	004
	500,000

	
	Total posted to Sales A/C and Debtors’ A/C in the General Ledger 
	
	
	2850000


2. PURCHASES JOURNAL (PURCHASES DAY BOOK)
It is a book of original entry for taking record of only credit purchases. It is a specialized journal for only purchases on credit.
Format of purchases journal

	Date 
	Accounts credited 

(Creditors ‘or suppliers’ Accounts)
	Invoice 

No
	Folio 
	Amount 

	
	
	
	
	

	
	
	
	
	


Example 
Record the following transactions into the purchases journal or purchases day book.
Feb.   1            Bought goods on credit from Tom for 2,000,000/=                        invoice No 199

          2            Bought goods on credit from Mukasa   for 4,000,000/=                 invoice No 200

          8            Bought goods on credit from Joseph for 5,000,000/=                     invoice No201

         10           Bought goods on credit from Joy for 10,000,000/=                        invoice No202 
Solution                              Purchases Day Book/ Journal
	Date 
	Account credited (Creditors’ or Suppliers’ Accounts)
	Invoice 

No
	Folio 
	Amount 

(Shs)

	Feb. 1 
	Tom 
	199
	001
	  2,000,000

	        2
	Musa 
	200
	002
	  4,000,000

	        8
	Joseph 
	201
	003
	  5,000,000

	        10
	Joy 
	202
	004
	10,000,000

	
	Total posted to purchases A/C & Creditors’ A/C in the General Ledger
	
	
	21,000,000


The folio and invoice numbers mentioned in the above journals are hypothetical.

Exercise  
Refer to transactions for PTC ltd. Mentioned under double entry recording of sales, purchases, returns and expenses above and prepare a sales journal (sales Day Book) and purchases journal (purchases Day book).

RATIONAL FOR DAY BOOK

Day books reduce the number of postings to the ledger. This is because only totals of credit sales and credit purchases are posted tot the ledger as a lump sum figures. It would have been tedious, time consuming and costly in terms of requiring many clerical staff to keep posting to the ledgers at a very credit sale or credit purchase transaction.

Organizations that have very low daily turnovers or do not have very regular purchases do not have to maintain day books.

3.      THE CASH BOOK

It is a book in which cash and cheque transactions are entered. Whenever cash or cheque are either received or paid out, the first book to enter such transactions is the cash book. In this way, the cash book is said to the book of original entry. Indeed the debit side of the cash is called the cash receipts journal while the credit side is called the cash payment journal. However there is controversy on the on how to categorize the cash book. Some argue that a cash book is therefore part of the ledger or subsidiary ledger because it is an integration of the cash and the bank ledger accounts. It is right to say that a cash book is both a journal and a ledger. However, categorizing the cash book does not matter, what matters is to know how to write it.

The format of a cash book varies from one organization to another, but a two column cash book must have two money columns for cash and bank on each side. A three column cash book has additional column for discounts allowed on the debit side and discount received on the credit side. Three column cash are rarely used in the Ugandan organisations and therefore not given the emphasis. Besides the main cash book, there are petty cash books or impressed cash books with analytical columns for recording petty expenditures. Emphasis is also not given to the preparation of the petty cash book in this text because recording in the petty cash book is simple and not challenging.

Format of a two column cash book
          DR                                                                                                 CR
	Date 
	Particulars

(Details)
	Ref
	Cash 
	Bank 
	Date 
	Particulars

(Details)
	Ref
	Cash
	Bank

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	


Depending on the organisation, the column for particulars may be expanded to include; from whom received, paid to, account number, voucher number, cheque number receipt number etc.

Some organisations have a additional column for contra entries but others indicate a contra entry by symbol (c) in the Ref. Column. A column entry occurs when the double entry is accomplished within the cash book i.e. both debit and credit entries are in the cash book e.g. banking cash or withdrawing cash from the Bank. 

Detailed recording of the cash book is deferred for a time being. 

LEDGERS

A business may use many accounts in recording its transactions. Each account is placed on a separate page in a bound or loose-leaf book, or on a separate card in a tray of cards. If the accounts are kept in a book, the book is called the ledgers. If they are kept in cards in a file tray, the tray of cards is a ledger. Actually as used in accounting, the word ledger means a group of account was earlier defined as a means or heading under a group of accounts or place of storage of accounts. Transactions are posted from the journal to the ledger. An account brought together i.e.  Classification of similar transaction in a chronological order.

Types of Ledgers

Ledgers are broadly categorized under the following:

i. General Ledgers

ii. Subsidiary ledgers 
General Ledgers

The general ledger is the main ledger of an organisation. It is supposed to contain the entire ledger accounts of the organisation. In case there are too many accounts in the organisation, it is only the control accounts that should appear in the general or main ledger and others are recorded in the subsidiary ledgers. In manual accounts accounting system, the general ledger is a big bound book with hard covers. Each page in the book represents an account. As observed above, the general ledger is supposed to contain all accounts of that organisation.

However, for ease of recording and retrieval of accounts, the general ledgers is separated into subsidiary ledgers which are explained bellow.

 Subsidiary Ledgers

In order to avoid crowding the general ledger or the main ledger with all accounts, subsidiary ledgers are created. Subsidiary ledgers are sub-divisions of the general or main ledger. It is only the major accounts called control accounts that appear in the general ledger. Details of the general accounts can be seen in the subsidiary ledgers.

Types of subsidiary ledgers 

a. Debtors or sales ledger

b. Creditors or purchases ledger

c. Private ledger

d. The cash book (though also a journal)
Note: sales and purchases ledgers are sometimes referred to as nominal ledger because they show purchases and sales which are nominal accounts.

Debtor subsidiary ledger (Sales ledger)

It is often difficult to show each and every debtors account and its transaction in the general ledger. To overcome this problem, a debtor’s subsidiary ledger is prepared. This subsidiary ledger shows the position of each debtor’s account. The total of individual debtors, account balance in the debtors or sales subsidiary ledger should reconcile with the balance of the debtor’s control account in the main ledger or general ledger.

Creditors subsidiary ledger (purchases or bought ledger)

The creditors subsidiary ledger shows the details of the each creditor’s account. It is not possible to show this in the general. The total of individual creditor’s account balances in the creditor’s or purchases subsidiary ledger should reconcile with the creditors control account in the general ledger.

Private ledger

It is store for the accounts that management may wish to keep secret. The accounts to be kept secret vary from one organisation to another.  Many organisations keep their capital, drawings, purchases, turnovers etc accounts private.

The Cash Book

It was observed earlier that a cash book is both a journal and a ledger. The cash book will be treated later. 

Format of the ledger A/C
A ledger account can be written in two ways.
Format 1    T- Account format

Organisation with manual accounting system use T-Account format of the ledger account. The T-Account format necessitates balancing off or closing the ledger accounts at the end of the period because it has no running balance. This format is shown below.

                                             TITLE OF ACCOUNT

Date    Narrative   Folio         Amount        Date   Narrative     Folio          Amount

Format II   With a running balance

Most computerized accounting systems use this format. Whenever a debit or credit is entered, the balance automatically adjusts. This format does necessitate balancing off or closing the ledger account. This format is shown below.

	Date 
	Explanation (Narration)
	Folio
	Debit

(Shs)
	Credit

(Shs)
	Balance

	
	
	
	
	
	


POSTING ENTRIES TO THE LEDGERS
As mentioned above, entries are posted from the journals to the ledgers. The aim of this section is to make you understand how the posting is done. Do not forget knowledge of double entry.

Example of how transaction are posted from the Journal to the Ledgers

Please refer to the general journal prepare for ABC ltd earlier. (Under double entry recording for assets, liabilities and capital).

THE JOURNAL
	Date 
	Account title and explanations
	Lp
	Dr
	Cr

	Oct. 1
	Cash A/C

Capital A/C
	01

02
	20,000,000
	20,000,000




THE LEDGER

                      Cash A/C        page 01                                                          Capital A/C       page02 Capital 20,000,000                                                                                                Cash 20,000,000
The above diagram shows the posting from the journal to the ledger. In the ledger account, before putting the figure, the title of the second account necessary for the completion of the double entry is inserted. E.g. in the cash account, capital is mentioned before the figure and likewise in the capital account, cash is mentioned before the figure. 
Let us now complete posting all the transactions recorded in ABC’s General Journal into its ledger.                                    

                                                     ABC’s Ledger Accounts
                                                            Cash A/C

page1

                                                              Shs.                                                                               Shs.

Oct. 1 Capital                           20,000,000         Oct. 2 Land                                        3,000,000

        02 Land                                   500,000               17 Vehicle                                 10,000,000

                                                                                     30 Drawings                                  800,000                                                   

                                                           
                                                           Capital A/C                                                                 page 2

                                                              Shs.
                                                                              Shs.

                                                                                Oct. 1 Cash                                      20,000,000

                                                                Land A/C                                                                  page3


Shs.                                                                            Shs.                                                                                    Oct. 2   Cash                                 3,000,000           Oct.20          Cash                               500,000                 

                                      Office Equipment A/C                                                        page 4


Shs.                                                                          Shs.
Oct. 4 Equipment Suppliers Ltd 2,000,000
                                                      Equipment Suppliers Ltd A/C                                     page 5

                                                              Shs.                                                                         Shs.
Oct.15 Bank                                       1,500,000                    Oct. 4 Office Equipment   2,000,000

                                                            Bank A/C                                                                   page 6

                                                           Shs.                                                                         Shs.  

Oct. 5 Loan                                      8,000,000        Oct. 15 Equipment Suppliers Ltd 1,500,000

                                                                                    17 Vehicle                             3,000,000

                                                                                          25 Speaker Motors                 2,000,000

                                                             Loan A/C                                                         page7

                                                  Shs.                                                                                 Shs.
                                                                             Oct. 5 Bank                                       8,000,000

                                                Motor Vehicle A/C                                                          page 8

                                                     Shs.                                                                                  Shs.
Oct.17 Cash                  10,000,000

            Bank                    3,000,000

            Speaker Motors    2,000,000

                                                     Spear Motors A/C                                          Page 9
                                                   Shs.                                                                         Shs. 

      Oct.25 cash                         2,000,000             Oct. 17 vehicle                      2,000,000

                                                                Drawings A/C                                         page 10

                                                         Shs.                                                                      Shs.

     Oct. 30 Cash                              800,000   

The cash and bank ledger accounts are normally combined to form cash book. A cash book is one of the key books that must be prepared in the organisation. Where a cash book exists there may be no need for separate cash and bank ledger accounts.  Having both sets of records leads to duplication. ABC’s cash book appears as follows:   

ABC LTD CASH BOOK

                         DR                                                                                CR

	Date
	Details 
	Ref
	Cash 
	Bank
	Date 
	Details 
	Ref.
	Cash 
	Bank

	Oct. 1
	Capital 
	
	20,000,000
	
	Oct.2
	Land 
	
	3,000,000
	

	Oct. 5
	Loan 
	
	
	8,000,000
	Oct.15
	Equipment

suppliers
	
	
	1,500,000

	Oct. 20
	Land 
	
	      500,000
	
	Oct.17
	Vehicle


	
	10,000,000
	3,000,000

	
	
	
	
	
	Oct.25
	Spear motors 
	
	
	2,000,000

	
	
	
	
	
	Oct.30
	Drawings
	
	     800,000
	


Further illustration on posting to the ledgers

Let us post from PTC’s Journal into the ledgers. PTC’s General Journal was earlier on prepared under double entry recording of sales, purchases, returns and expenses.

You will recall that only summary or major accounts appear in the main of General Ledger and subsidiary accounts will appear in the subsidiary ledgers.  We shall therefore post major accounts into the main ledger. The individual debtors’ account will appear in the debtors or sales ledgers and likewise individual creditors’ accounts will appear in the creditors or purchases ledgers.

PTC’S GENERAL LEDGER ACCOUNT

                                                              Purchases A/C

                                                          Shs.                                                                     Shs.

Jan.1 Creditors/ Accounts payable 400,000

2 Creditors                                      200,000

14 Creditors                                     60,000

22 Cash                                           100,000

25 Creditors                                    100,000

                                                           Creditors A/C/ (A/C Payable)

                                                          Shs.                                                                      Shs.

Jan. 5 Returns outwards                   50,000             Jan. 1 Purchases                          400,000

     12 Cash                                       80,000                     2 Purchases                          200,000

     18 Returns outwards                   50,000                     14 Purchases                          60,000

     19 Bank                                     150,000                    25 Purchases                        100,000

     26 Cash                                        80,000                 

Sales Account

                                                        Shs.                                                                              Shs.

                                                                                Jan. 3 Debtors (A/C Receivable) 1,000,000

                                                                                        4     “                                         400,000 

                                                                                       20    “                                         800,000

                                                                                       23   Cash                                    500,000

                                                                                        24 Bank                                   4,000,000

                                                          Debtors A/C (A/C receivables)                                                                                       

                                                              Shs.                                                                            Shs. 

Jan. 3 Sales                                      1,000,000            Jan. 10 Cash                                     800,000

       4   “                                              400,000                 15 Returns inwards                        40,000

     20   “                                              800,000                16 Bank                                        150,000

                                                                                         27 Returns                                    100,000

                                                                                         28 Bank                                        200,000

                                        Returns Outwards A/C (Purchases Returns A/C)

                                                               Shs.                                                                         Shs.

                                                                                        Jan. 5 Creditors                            50,000

                                                                                               18    “                                     50,000

                                                                         Cash A/C 

                                                              Shs.                                                                           Shs.            

   Jan. 10 Debtors                                    800,000            Jan. 12 Creditors                         80,000

           23 Sales                                        500,000                  17 Rent                                 100,000

                                                                                               22 Purchases                        100,000

                                                                                                26 Creditors                           80,000

                                                                                                29 Electricity                       100,000

                                                                                                 31 Salaries                           150,000     

                                                                 Returns inwards A/C (sales Returns A/C)
                                                         Shs.                                                                                    Shs.

Jan. 15 Debtors                              40,000

        27    “                                    100,000

                                                                       Bank A/C

                                                            Shs.                                                                           Shs.

Jan. 17 Cash                             100,000

         30 Bank                             60,000

Electricity A/C

                                                            Shs.                                                                         Shs.

Jan. 29 Cash                                     100,000            

             Bank                                      50,000

Salaries A/C

                                                              Shs.                                                                          Shs.

Jan. 31 Cash                                    150,000

            Bank                                    160,000

PTC LTD DEBTOR’S SUBSIDIARY LEDGER (SALES LEDGER)

Note: You are reminded that individual debtors account of account receivable appear in this subsidiary ledger. The debtors account or accounts receivable shown in the general summarized all debtors’ transaction without detailing the individual debtors involved in the transactions. This subsidiary ledger is not part of double entry. The double entry was already accomplished in the general ledger. However, it is necessary to keep individual accounts in order to monitor their transactions and balances.

John’s A/C

                                                            Shs.                                                                             Shs. 

Jan. 3 Sales                                     1,000,000            Jan. 10 Cash                                  800,000

       20 “                                             800,000                    27 Returns inwards                100,000

                                                                                            28 Bank                                  200,000

Mary’s A/C

                                                             Shs.                                                                                Shs.

Jan. 4 Sales                                     400,000                    Jan 15 Returns Inwards                  40,000

                                                                                                16 Bank                                 150,000

PTC LTD CREDITORS SUBSIDIARY LEDGER (PURCHASES LEDGERS)
Note that this is the ledger for individual credits’ accounts.

                                                                     Peter’s A/C
                                                         Shs.                                                                          Shs.

Jan. 5 Returns Outwards            50,000                     Jan. 2  Purchases                  200,000

       12 Cash                                   80,000                         25    “                            100,000

       26 Cash                                  80,000                         

                                                                 Jane’s A/C

                                                    Shs.                                                                             Shs. 

Jan. 18 Return Outwards         50,000                        Jan 2 Purchases                       200,000

         19 Bank                         150,000                            14       “                                  60,000

PTC’s Cash Book

As noted earlier, the cash and bank ledger accounts are combined to form a cash book. Where a cash book is prepared there may be no need for separate cash and bank ledger accounts. PTC’s cash book will appear as follows: 
	Date 
	Particular 

(Details)
	Ref
	Cash 
	Bank 
	Date 
	Particular

(Details) 
	Ref 
	Cash 
	Bank 

	Jan 10
	John 

(Debtor)
	
	800,000
	
	Jan 

12
	Peter 

(Creditor)
	
	80,000
	

	16
	Mary 

(Debtor)
	
	
	150,000
	17
	Rent 
	
	100,000
	

	23
	Sales 
	
	500,000
	
	19
	Jane 

(Creditor)
	
	
	150,000

	24
	Sales 
	
	
	4,000,000
	22
	Purchases
	
	100,000
	

	28
	John 

(Debtor)
	
	
	
	26
	Peter 

(Creditor)
	
	80,000
	

	
	
	
	
	
	29
	Electricity 
	
	100,000
	  50,000

	
	
	
	
	
	30
	Rent 
	
	
	  60,000

	
	
	
	
	
	31
	Salaries 
	
	150,000
	160,000


Closing or Balancing Off Accounts and Extraction of the Trial Balance
At the end of a specified period most often a month, all ledger accounts including the cash book are closed or balanced off. The purpose of doing this is to obtain the net balances on each account at the end of the month.

After the accounts have been closed, a trial balance is extracted. You might wonder what a trial balance means. It is simply a list of debit and credit balances that are extracted from the ledger and plays the following roles. 

  1. It checks whether the rules of the double entry were observed when transactions were being entered into the books of account. If there was non-conformance to the rules of the double entry, the trial balance will not balance.

2. The trial balance also checks whether no arithmetic errors of additions or subtractions were made in the ledger, especially at the time of closing or balancing off accounts. If arithmetic errors were made, the trial balance will not trial balance.

It could be summarized that the  trial balance checks the accuracy of the accounts though .

When it balances it does not always mean that there was total accuracy. This is because there are certain errors that the trial balance cannot detect. These errors will be discussed later.

Procedure for Balancing or Closing an Account
Step1: 

Draw two lines below each side of an account. The upper line should be single and the bottom lines should be double. Remember to leave one blank line between the last figure and the first line closing the account. This blank line is where the balance carried forward (c/f) or carried down (c/d) will be put.
Step 2: 

Add up all the figures on both the debit and credit sides without inserting the totals. Having ascertained the side with the greater total, that is put on both sides of the account.

Step3:

Determine the difference by which the two sides were not previously agreeing and insert it on the deficient side and call that difference the balance carried down or carried forward. You should remember that the difference you obtain ie. The balance carried down is put on the blank line which you had reserved.
Step4: 
In order to complete the double entry recording of the balances, the balance brought down or brought forward is put on the opposite side of the account below the totals. The date to be indicated is the opening date of the following month.

Note: Bal. c/f and Bal. c/f mean the same thing and are used interchangeably. They mean balances at the end of the period. Likewise Bal. b/f and Bal. b/d are used interchangeably and mean the opening balances.

With the  above knowledge, we are now ready to close or balance off the ledger accounts for ABC Ltd and PTC Ltd and there after extract trial balances at the end of the month.

Closing or balancing off ABC’s ledger account
                                                            Cash A/C 
                                                          Shs.
                                                                          Shs.

   Oct.1 Capital                   20,000,000               Oct. 2 land                                          3,000,000                              

          20 Land                          500,000
                    17 Vehicle                                   10,000,000

                                                                                  30 Drawings                                     800,000

                                                20,500,000          31 bal . c/d
6700,000

                                                                                                                                        20,500,000                                                                                                                                                                                                                  Nov 1 bal. b/d                  6,700,000   
             

                                                          Capital A/C

                                                            Shs.                                                                              Shs.           

  Oct. 31 bal c/d                    20,000,000                        Oct. Cash                                  20,000,000

                                              20,000,000
 20,000,000
                                                                                 Nov. 1 bal b/d                                  20,000,000

Land A/C

                                                             Shs.                                                                              Shs. 

Oct.2 Cash                                     3,000,000           Oct. 20 Cash                                       500,000

                                                       3,000,000                   31 Bal C/d                               2,500,000

Nov. 1 Bal b/d                              2,500,000

Office Equipment A/C

                                                                 Shs.                                                                        Shs.

Oct. 4 Equipment Suppliers Ltd      2,000,000            Oct. 31 Bal b/d                            2,000,000

                                                         2,000,000                                                                 2,000,000

Nov. 1 Bal b/d                                 2,000,000

                                                                      Bank A/C
                                                                 Shs.                                                                    Shs.

Oct. 5 Loan                                     8,000,000            Oct. 15 Equipment Suppliers 1,500,000

                                                                                            17 Vehicle                      3,000,000

                                                                                            25 Spear Motors             1,500,000

                                                         8,000,000                                                           8,000,000

                                                            Equipment Suppliers A/C
                                                                 Shs.                                                                        Shs.

Oct. 15 Bank                                      1,500,000         Oct. 4 Office Equipment        2,000,000

31 Bal c/d                                              500,000                                                

                                                             2,000,000                                                        2,000,000
                                                                                     Nov. 1 Bal b/d                           500,000

Loan A/C

                                                                  Shs.                                                                         Shs.

Oct.31.Bal c/d                                     8,000,000         Oct. 5 Bank                                   8.000.000

                                                             8,000,000                                                              8,000,000

                                                                                    Nov.1 Bal b/d                                 8,000,000

Motor Vehicle A/C

                                                             Shs.                                                                                 Shs.

Oct.17 Cash                              10,000,000

           Bank                                3,000,000          Oct. 31 Bal c/d                                   15,000,000

          Spear Motors                    2,000,000

                                                 15,000,000                                                                       15,000,000
Nov. 1 Bal b/d                         15,000,000

Spear Motors A/C

                                                      Shs.                                                                    Shs.

Oct. 25 Bank                           2,000,000                   Oct. 17 Vehicle               2,000,000

                                                                  Drawings A/C

                                                      Shs.                                                                        Shs.

Oct. 30 Cash                                800,000             Oct. 31 Bal c/d                         800,000

                                                     800,000                                                              800,000

Nov.1 Bal b/d                              800,000

ABC LTD. CASH BOOK
	Date 
	Particulars

(Details)
	Ref
	Cash
	Bank
	Date 
	Particulars

(Details) 
	Ref 
	Cash 
	Bank

	Oct.1
	Capital


	
	20,000,000
	
	Oct. 2
	Land
	
	3,000,000
	

	      5
	Loan
	
	
	800,000
	25
	Equipment

Suppliers
	
	
	1,500,000

	    20
	Land
	
	500,000
	
	17
	Vehicle
	
	10,000,000
	3,000,000

	
	
	
	
	
	 25
	Spear

motors
	
	
	2,0000,000

	
	
	
	
	
	 30
	Drawings
	
	800,000
	

	
	
	
	
	
	 31
	Bal c/d
	
	6,700,000
	1,500,000

	
	
	
	20,500,000
	8,000,000
	
	
	
	20,500,000
	8,000,000

	Nov.1
	Bal.b/d
	
	6,700,000
	1,500,000
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