Chapter 5 trial balance
After studying this chapter, you will be able to understand:
· Introduction of trial balance
· Objectives of trial balance
· Importance/advantages/uses of trial balance
· Methods of preparing trial balance
· Items shown in trial balance
· Technique of taking balances from ledger accounts to prepare trial balance
· Accounting errors
· Errors disclosed and not disclosed by trial balance
· Adjustment and closing of trial balance
[bookmark: bookmark0][bookmark: bookmark1]Introduction
In the first phase of accounting process, the transactions are recorded in the journal or subsidiary books as and when they occur. In the second phase, the debit and credit items of journal are transferred to classified accounts in the ledger. During these two phases, the concerned personnel may commit some clerical errors and thus it is plausible to verify whether all the recordings in the books of accounts are correctly made or not. Hence, in third phase of accounting process, a statement with debit and credit totals or balances of all the ledger accounts is prepared on a particular date to check the arithmetical accuracy of accounting records. Such a statement is called trial balance.
Trial balance follows the fundamental principles of Double Entry System. The principles state that the amount written on the debit sides of various accounts is always equal to amount entered on the credit sides of other accounts and vice-versa. Hence, the total °f the debit sides must be equal to the totals of the credit sides. Also the total of the debit balances will be equal to the total of the credit balances. Once this agreement ’s established, there is reasonable confidence that the accounting work is free from clerical errors, though is not proof of cent per cent accuracy because some errors of Principle and compensating errors may still remain. It can be prepared any time say daily, weekly, monthly, quarterly, half yearly, yearly as per the need but it is preferable
to prepare at the end of the accounting year.
Some definitions of trial balance are:
According to J.R. Batliboi, "Trial balance is a statement prepared with the credit balances of ledger accounts to test the arithmetical accuracy of the b debit According to R. N. Carter, "Trial balance is the list of debit and credit balance out from ledger; it also includes the balances of cash and bank taken from cash book`
 In conclusion, trial balance can be defined as a statement prepared on a particular date by taking the debit and credit totals or balances of ledger accounts to ensure the arithmetical accuracy of all the recordings in the books of accounts.	
[bookmark: bookmark2][bookmark: bookmark3]Objectives of preparing a Trial Balance
The preparation of trial balance has the following objectives:
1. [bookmark: bookmark4][bookmark: bookmark5]To ascertain the arithmetical accuracy
Trial balance is prepared under double entry system and fundamental principle of this system is that for every debit amount there is an equal credit amount or vice versa. This provides a check on arithmetical accuracy. Thus, if debit and credit totals of trial balance are equal to each other, it ensures that accounting works have been carried out with arithmetical accuracy.
2. [bookmark: bookmark6][bookmark: bookmark7]To help in locating errors
If the total of debit and credit of trial balance is not agreed, it indicates that some errors may have been committed during the accounting process. However, it cannot locate the errors of principles and compensating errors.
3. [bookmark: bookmark8][bookmark: bookmark9]To provide summary information
Trial balance is a list of debit and credit balances of various ledger accounts. It provides summary information of all the ledger accounts in the form of statement.
4. [bookmark: bookmark10][bookmark: bookmark11]To facilitate the preparation of financial statements
Before the preparation of financial statements, the trial balance is prepared with the ledger balances of revenues, incomes, expenses, assets, liabilities and capital If debit and credit of trial balance are tallied, it is supposed that the financial statements are prepared on arithmetically accurate information contained in trial balance.
5. [bookmark: bookmark12][bookmark: bookmark13]To facilitate in auditing
It helps the auditors to perform the auditing functions efficiently and effectively by availing the arithmetically accurate information concerning various accounts During examination of the books of accounts and comparison of the facts figures of financial statements, auditors are greatly facilitated by trial balance.
[bookmark: bookmark14][bookmark: bookmark15]Importance/ advantages/ uses of Trial Balance
trial balance is a very useful statement because of the following reasons:
· It provides the summary information of all the ledger accounts in the form of a statement.
· It ensures that the accounting records have been maintained with full of arithmetical accuracy.
· It facilitates for the preparation of financial statements by producing the required information contained in it.
· It helps in locating the errors committed by the accounting personnel.
· It helps to minimize the clerical errors and even frauds by making the accounting personnel more conscious towards performing accounting functions.
· It helps to prepare more authentic financial statements because tallied trial balance ensures arithmetically accurate information of books of accounts.
· It helps in performing auditing functions by providing accurate and summary information of all the ledger accounts.
[bookmark: bookmark16][bookmark: bookmark17]Format/Specimen of Trial Balance
A common format of trial balance is as follows:
Trial Balance	
As on	
	S.No.
	Heads of Accounts
	L.F.
	Debit Amount (Total or Balance)
	Credit Amount (Total or Balance)

	1
	2
	3
	4
	5


The following information are mentioned in each column of trial balance:

1. Serial number (S.No.): Serial number such as 1, 2, ....for accounts heads are mentioned in it.
2. Heads of account: Names of accounts are written in it.
3. Ledger folio (L.F.): Page no. of ledger account is mentioned in it.
4. Debit Amount: The amount of account having debit balance or debit total is mentioned in it.
5. Credit Amount: The amount of account having credit balance or credit total is mentioned in it.
[bookmark: bookmark18][bookmark: bookmark19]Methods of Preparing a Trial Balance
Trial balance can be prepared using either of the following methods.
1. [bookmark: bookmark20][bookmark: bookmark21]Total Method
Under this method, every ledger account is totaled and that total amount both of debit side and credit side) is transferred to trial balance. In this method  trial balance can be prepared as soon as ledger account is totaled. Time taken to b 1 the ledger accounts is saved under this method as balance can be found out in the  trial balance itself. The difference of totals of each ledger account is the balance  that particular account. This method is not commonly used as it cannot help in the  preparation of the financial statements.	
2. Balance Method
Under this method, every ledger account is balanced and the balances only are carried forward to the trial balance. This method is used commonly by the accountants and it helps in the preparation of the financial statements. Financial statements are prepared on the basis of the balances of the ledger accounts.












Rules of Preparing Trial Balance if Ledger Rai
The following rules should be followed to prepare trial balance if the list of ledger balances are given only:
	
1. The balances of all assets expenses, losses, drawing, cash and bank balances should be placed in the debit column of the trial balances.

2. The balance of all liabilities. Incomes, revenues, profits, capital should be placed 
in credit column of trial balance. 

 ACCOUNTING ERRORS
An error refers to a mistake committed by someone unknowingly. Accounting errors are those mistakes which are committed by accounting personnels unknowingly while recording, posting, casting, carrying forward, balancing and summarizing the financial transactions. Disagreement of trial balance indicates that an error or some errors might have been committed during the accounting process.
The errors which are made intentionally are called as frauds not the accounting errors The accounting errors should be located and rectified timely to disclose fair view of the operational results and financial position of business.

Errors disclosed by trial balance
The errors which can be revealed by preparing the trial balance are called as the error disclosed by the trial balance. These errors include the following:	
1. [bookmark: bookmark22][bookmark: bookmark23]Partial omission
This error arises when some aspects of any transactions are left to record in the books of account. This error affects the agreement of trial balance.
Example:
i] A credit sale of goods of Rs.4,500 to Nandu recorded in sales books but omitted to be recorded in Nandu's A/c.
if) Omission in carrying forward the total from one page to other.
2. [bookmark: bookmark24][bookmark: bookmark25]Posting wrong amount
This error arises when posting is made correct in one account and wrong amount in the other account. This error also affects the agreement of trial balance.
Example:
i) Cash paid to Ram Rs. 4,000 is debited as Rs. 400 in his account.
ii) Cash received from Shyam Rs 5,100 is credited to his account as Rs.510.
3. [bookmark: bookmark26][bookmark: bookmark27]Posting in wrong side
This error arises when a transaction is posted on the wrong side of a ledger account This error also affects trial balance by twice amount.
gxaniple:
0 Cash paid to Gita Rs.3,000 is wrongly credited to her account
ii) credit purchase from Arjun of Rs. 9,000 wrongly debited to his account,
[bookmark: bookmark28][bookmark: bookmark29]posting twice or thrice or more in an account
This error arises when an account is posted either on debit or credit side of an account twice or more imes. This error also affects the agreement of trial balance. Example: Cash paid to Hari Rs 10,000 is debited to his account twice.
[bookmark: bookmark30][bookmark: bookmark31]posting to the same side of two ledger account5.

This error arises when an item of a transaction posted to the same side of two ledger accounts. This error also affects the agreement of trial balance.
Example: Cash paid to Rama Rs.2, 000 debited to Ram's A/c as well as to Rama's A/c also.
6. [bookmark: bookmark32][bookmark: bookmark33]Errors in totaling or balancing or carrying forward
These errors arise when a mistake Is committed In totaling or balancing or carrying forward from one page to next page. These errors also effect the agreement of trial balance.	
Example:
i) Purchase book is totaled Rs. 9,000 instead of Rs.90,000.
ii) A debtor account is under balanced by Rs. 5,000.
iii) Total of sales book is carried forward as Rs. 10,000 instead of Rs.1,00,000.
7. [bookmark: bookmark34][bookmark: bookmark35]Carrying wrong balances to the trial balance
This error arises when a wrong balance amount carried to the trial balance. This error also definitely affects the trial balance.
Example: Carrying Rs. 60,000 as balance of Radha's account instead of Rs. 6,000.
8. [bookmark: bookmark36][bookmark: bookmark37]Entering wrong column of trial balance
This error occurs when the balance of a ledger account or accounts	
the wrong columns of the trial balance. This error also definitely affects balance.
Example: Credit balance of creditors account entered into debit column of ma balance.
[bookmark: bookmark38][bookmark: bookmark39]Errors not disclosed by trial balance
The errors which cannot be revealed by the trial balance are called errors not disclose by trial balance. These errors include the following:
1. [bookmark: bookmark40][bookmark: bookmark41]Complete omission
This error arises when a transaction is completely omitted to be recorded in the books of account. This error does not affect the agreement of trial balance.
Example: Goods of Rs. 1,00,000 purchased on credit from Biru not recorded in the purchase book.
2. [bookmark: bookmark42][bookmark: bookmark43]Error of commission
This arises due to wrong recording and posting in the book of original entry. This error does not affect the agreement of trial balance. This includes the following:
a. Error of recording
This error arises when any transaction is incorrectly recorded in the books of original entry.
Example:
i) Goods of Rs 50,000 purchased on credit from Krishna is recorded in the purchase book for Rs. 55,000.
ii) Goods of Rs. 5,000 purchased on credit from Balaram is recorded in the sales book.
b. Error of posting
This error arises when a transaction is posted in the wrong account but in right side.
Example: Telephone charges paid Rs. 5,000 is wrongly debited to trade expenses.
[bookmark: bookmark44][bookmark: bookmark45]Compensating errors3.

[bookmark: _GoBack]These are the errors of which effects is nullified by another error of equal amount This error does not affect the agreement of trial balance.
Example: Sushil's account is debited with Rs. 500 instead of Rs. 5,000 while Rajesh's account is debited with Rs. 5,000 instead of Rs 500. Here, Sushil's account is debited by Rs. 4,500 less which is compensated by another error in Rajeshs account by debiting excess Rs. 4,500.
[bookmark: bookmark46][bookmark: bookmark47]Error of principle
The errors which arise due to incorrect application of the principles of accounts are known as error of principles. This error does not affect the agreement of the balance.
Example:
I) Goods of Rs. 20,000 sold to Mrs. Rukminl Girl Is recorded twice In the sales book.
ii) Cash paid Rs. 500 to Mr. Pradhuman Awal is twice debited to his account and twice credited to Cash A/c.
[bookmark: bookmark50][bookmark: bookmark51]Adjustment and Closing of Trial Balance
Before preparation of financial statement, a trial balance is prepared with a view to providing arithmetically accurate financial information to express true and fair view of affairs of the business. However, sometimes trial balance does not tally and consume more time and effort, which may hit the spirit of timely submission of the financial statements to the stakeholders. Thus, a temporary solution is suggested to settle the differences that occur in trial balance to make debit and credit total equal, assuming that undetected errors may be found later and then submitting the actual reports with reasonable reasons. Such a temporary account is called a suspense account which is adopted as a means of temporary solution for the agreement of trial balance and the trial balance is closed on a particular date with the help of a suspense account.
[bookmark: bookmark52][bookmark: bookmark53]Suspense Account
The suspense account is a temporary solution for making debit total equal to credit total of trail balance. In other words, it is the temporary means to make the trail balance tallied. It gives the way for preparing the final account.
The suspense account is opened with difference amount of the trail balance. If debit total of trial balance becomes heavier than its credit total, the amount of suspense is inserted in credit side of trail balance. If the credit total of trail balance heavier than its debit total, the amount of suspense account is insert
 Trial balance. After rectifying the errors the existence of the suspense account will be no more  in the books of accounts.
[bookmark: bookmark54][bookmark: bookmark55]Theoretical Questions
A. Very short answer questions. (Answer the following questions in one sentence/ in very short)
1. Give the meaning of trial balance.
2. Mention the methods of preparing trial balance.
3. What is suspense account?
4. Mention any two errors disclosed by trial balance.
5. Write any two errors not disclosed by trial balance.
6. Show any two items which are entered into credit side of trial balance.
7. Write one advantage of trial balance.
B. Short answer questions (Answer the following questions in short)
1. What is trial balance? What are its objectives?
2. What are the uses of trial balance?
3. Briefly describe the methods of preparing trial balance.
4. What is adjustment and closing the trial balance?
5. What are the steps that should be followed to prepare trial balance?
Higher ability
6. Prepare a trial balance by using any five items in debit side and any five item in credit side showing equal grand total with suitable heading and format.
7. "Agreement of trial balance does not ensure the this statement with five reasons.correctness of accounts” Justify

 Long answer questions (Write long answer to this question)
8.Explain the errors disclosed by and not disclosed by trial balance.
