Mashal Institute of Higher Education

 
 (
Figure 
1
)[image: Graphic1.jpg]










Principles of Accounting 

Source person: Kamran Khan
M.Com, B.Com…
Lecturer at Mashal Institute of Higher Education


Mashal institute of Higher Education, Shar-e-new Park, Kabul









Chapter 2
Journal


Chapter 2 Journal
[bookmark: _Toc382775512]Introduction

In business transactions are recorded in books which are called books of accounts. There are numerous transactions in a business. It is difficult to remember all of them, so a proper record is maintained. This record is maintained either in computer device or any other device or manual books which are properly called books of accounts.
[bookmark: _Toc382775513]Journal 

A book in which business transactions are recorded first is called journal. Transactions are recorded chronologically i.e. Date-wise or in order of occurrence. Every record in journal is known as “an entry”.  Every entry has some explanation. Which is called “Narration”?
It is also known as book of original entry, book of original record, day book or General journal. In small business all the transactions are recorded in one journal which is called General journal. But when the volume of transactions are become large or the organization itself, then all the business transactions cannot be recorded in one journal, so the journal is sub-divided into several books or several books are used in such situations which are called “Special journal or sub-division” of journal. 

The general journal is sometimes called the book of original entry. This means that source documents are reviewed and interpreted as to the accounts involved. Then, they are documented in the journal via their debit/credit format. As such the general journal becomes a log book of the recordable transactions and events. The journal is not sufficient, by itself, to prepare financial statements. That objective is fulfilled by subsequent steps. But, maintaining the journal is the point of beginning toward that end objective.
[bookmark: _Toc382775514]Standard form of journal 
ABC Company
Journal
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	01
2011

	Cash
    Capital
(started business with cash)
	
	10000
	
10000

	
	Total 
	
	10000
	10000


	Entry 
		Narration

Explanation of the above journal form
Date: in the date column, date of transaction is recorded that at which date the transaction occurred. 
Description: here the journal entry and its narration is recorded.
Reference or ledger folio: this is the ledger page number to which an account will be posted.
Debit column: here the debit amount is recorded.
Credit column: here the credit amount is recorded.
[bookmark: _Toc382775515]Simple journal entry 
An entry in which only two accounts are involved is called simple journal entry. As shown above.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 01,2011
	Cash 
  Capital
(started business with cash)
	
	50000
	
50000



[bookmark: _Toc382775516]Compound journal entry
An entry in which more than two accounts are involved is called compound journal entry. As below:
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 01,2011
	Cash 
Furniture
     Capital
(started business with cash and furniture)
	
	30000
20000
	

50000



[bookmark: _Toc382775517]Advantages of Journal

1. The transactions are recorded in journal as and when they occur so the chances of error are minimized.
2. It helps in preparation of ledger.
3. Any transfer from one account to another account is made through Journal.
4. The entries recorded in journal are self explanatory as it includes narration also.
5. It can record any such transaction which cannot be entered in any other books of account.
6. Every transaction is recorded in chronological order (date wise) so the chances of manipulations are reduced.
7. Journal shows all information in respect of a transaction at one place.
8. The closing balances of previous year of accounts related to assets and liabilities can be brought forward to the next year by passing journal entry in journal.
[bookmark: _Toc382775518]How to journalize transactions

[bookmark: _Toc382775519]Service business transactions journalizing 
First we will discuss how to journalize service business transactions.

Transaction-1  The owner of Mashal started educational business by investing $100000.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	01
2011

	Cash
    Capital
(started business with cash)
	
	100000
	
100000



Transaction-2 Purchased furniture for cash $ 5000
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	02
2011

	Furniture 
    Cash
(purchased furniture on cash)
	
	5000
	
5000



Transaction-3 Purchased furniture from Shahid Company on account $ 5000.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	03
2011

	Furniture 
    Accounts payable-Shahid Co.
(purchased furniture on account)
	
	5000
	
5000



Transaction-4 Purchased compute$ for cash $ 10000
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	04
2011

	Compute$ 
    Cash 
(purchased compute$ for cash)
	
	10000
	
10000



Transaction-5 Purchased computers on credit from Khan Company $10000.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	05
2011

	Computer 
    Accounts payable-Khan Co.
(purchased computer on credit)
	
	10000
	
10000



Transaction-6 Purchased stationary-printing pages, pens, markers and dusters for $5000 on cash
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	01
2011

	Stationary 
    Cash 
(purchased stationary on cash)
	
	5000
	
5000



Transaction-7 Purchased stationary-printing pages, pens, markers and dusters for $5000 on credit from Javad  Stationary Mart.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	07
2011

	Stationary 
    Accounts payable-Javad st. Mart
(purchased stationary on credit)
	
	5000
	
5000



Transaction-8 Paid advertising expenses for Kankor-entry test $3000.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	08
2011

	Advertisement expense 
    Cash 
(paid cash for advertisement)
	
	300
	
300



Transaction-9 Paid one month’s rent of the building $10000
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	09
2011

	Rent expense  
    Cash
(paid cash for rent)
	
	10000
	
10000



Transaction-10 Received cash $20000 on application for Kankor.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	10
2011

	Cash
    Kankor fee revenue 
(Kankor fee received)
	
	20000
	
20000



Transaction-11 Received cash $90000 on first installment fee.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	11
2011

	Cash
    1st installment fee 
(fee for 1st installment received)
	
	900000
	
900000



Transaction-12 Received Semester  fee-2nd  Installment fee $90000.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	12
2011

	Cash
    2nd installment fee
(fee for 2nd  installment received)
	
	900000
	
900000



Transaction-13 Paid salaries of $15000
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	01
2011

	Salary 
      Cash
(paid cash for salary)
	
	100000
	
100000



Transaction-14 Paid cash $4000 to Shahid Company for his amount due.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	01
2011

	Accounts payable-Shahid Co.
      Cash 
    (paid cash on account)
	
	4000
	
4000



Transaction-15 Paid cash $1000 to Khan Company for the amount due.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	01
2011

	Accounts payable-Khan Co.
    Cash
(paid cash on account)
	
	1000
	
1000





[bookmark: _Toc382775520]Journalizing merchandising business transactions
Transaction-1 Started business with cash $25000.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	01
2011

	Cash
    Capital
(started business with cash)
	
	25000
	
250000



Transaction-2 Purchased furniture for cash $ 50000.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	02
2011

	Furniture 
    Cash
(purchased furniture on cash)
	
	50000
	
50000



Transaction-3 Purchased machinery for cash $ 10000.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	03
2011

	Machinery 
    Cash
(purchased machinery on cash)
	
	10000
	
10000



Transaction-4 Purchased merchandise for cash $ 5000.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	04
2011

	Inventory
    Cash
(purchased merchandise on cash)
	
	5000
	
5000



Transaction-5 Purchased merchandise on account $ 1500 from MM Smith.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	05
2011

	Inventory
    Accounts payable
(purchased merchandise on cash)
	
	1500
	
1500



Note: this entry is according to the perpetual inventory system.
The above entry according to the periodic inventory system is as follows.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	05
2011

	Purchases 
    Accounts payable
(purchased merchandise on cash)
	
	1500
	
1500



Transaction-6 Paid cash on account $ 1000.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	06
2011

	Accounts payable
    Cash
(paid cash on account)
	
	1000
	
1000



Transaction-7 Sold merchandise for cash $ 2500 which cost $2000.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	07
2011

	Cash
    Sales 
(sold merchandise on cash)
	
	2500
	
2500

	
	Cost of goods sold
      Inventory 
(cost of merchandise sold recorded)
	
	2000
	
2000




Note: this entry is according to the perpetual inventory system.
The above entry according to the periodic inventory system is as follows.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	07
2011

	Cash
    Sales 
(sold merchandise on cash)
	
	2500
	
2500



Transaction-8 Sold merchandise on account $ 2500on Brevet Company which cost $2000.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	08
2011

	Accounts receivable 
    Sales 
(sold merchandise on cash)
	
	2500
	
2500

	
	Cost of goods sold
      Inventory 
(cost of merchandise sold recorded)
	
	2000
	
2000




Transaction-9 Received cash on account $ 2000.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	09
2011

	Cash
    Accounts receivable 
(received  cash from A/R)
	
	2000
	
2000





Transaction-10 Paid salary $ 1500.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	10
2011

	Salary 
      Cash
(paid cash for salary)
	
	1500
	
1500



Transaction-11 Received commission $ 1200.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	11
2011

	Cash
    Commission 
(received  cash from commission)
	
	1200
	
1200



Transaction-12 Paid commission $ 200.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	12
2011

	Commission expense 
      Cash 
(paid  cash on commission)
	
	200
	
200



Transaction-13 Brought cash by the owner $ 5000.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	13
2011

	Cash
    Capital
(cash brought by the owner)
	
	5000
	
50000



Transaction-14 Cash taken by the owner $2000.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	14
2011

	Drawing 
       Cash
 (Cash taken by the owner)
	
	2000
	
2000



Transaction-15 Furniture value $20000 taken by the owner.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	15
2011

	Drawing 
       Furniture 
 (Furniture taken by the owner)
	
	20000
	
20000





Transaction-16 Sold machinery of value $ 3000 on account to Jamal computers.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	16
2011

	Accounts receivable 
    Machinery  
(sold machinery on account)
	
	3000
	
3000



Transaction-17 Purchases returned to MM Smith $ 500.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	17
2011

	Accounts payable 
    Purchases return 
(purchases return)
	
	500
	
500



Transaction-18 Returned merchandise $ 700 by Brevet Company. Which’s value was $200.
	Date
	Description
	Ref.
	Dr.
	Cr.

	Jan 	18
2011

	Sales return
      Accounts receivable     
(sales return)
	
	2500
	
2500

	
	Inventory 
Cost of goods sold      
(cost of merchandise returned recorded)
	
	2000
	
2000




Illustration

Journalise the following transactions in the books of Khan & Co. 
June 1 Started business with a capital of 60,000
June 2 Paid advertisement expenses 3000
June 4 Purchased goods from Kamal on credit 10,000
June 6 Paid carriage expense 4,920
June 8 Cash Sales 20,000, goods cost was $12000.
June 12 Sold to Hameed 5,000, goods cost was $2000.
June 15 Purchased goods from Barakat on credit 7,500
June 18 Paid Salaries 4,000
June 20 Received from Jamal 2,480
June 25 Withdrew from business for house use 5,000
June 30 Paid cash to accounts payable 3,000



Khan & Co.
General Journal
	Date
	Description
	Ref.
	Dr.
	Cr.

	January
1
	Cash
    Capital
(cash brought by the owner)
	
	60000
	
60000

	January
2
	Advertisement expense 
      Cash 
(paid  cash on Advertisement expense)
	
	3000
	
3000

	January
4
	Inventory
    Accounts payable
(purchased merchandise on cash)
	
	10000
	
10000

	January
6
	 Inventory  
      Cash 
(paid  cash on carriage expense)
	
	4920
	
4920

	January
8
	Cash
    Sales 
(sold merchandise on cash)
	
	20000
	
20000

	January
8
	Cost of goods sold
      Inventory 
(cost of merchandise sold recorded)
	
	12000
	
12000

	January
12
	Accounts receivable 
    Sales 
(sold merchandise on cash)
	
	5000
	
5000

	January
12
	Cost of goods sold
      Inventory 
(cost of merchandise sold recorded)
	
	2000
	
2000

	January
15
	Inventory
    Accounts payable
(purchased merchandise on credit)
	
	7500
	
7500

	January
18
	salary expense 
      Cash 
(paid  cash on salary expense)
	
	4000
	
4000

	January
20
	Cash
    Accounts receivable 
(cash received from accounts receivable)
	
	2,480
	
2,480

	January
25
	Drawing
    Cash 
(cash taken by the owner of personal use)
	
	5,000
	
5,000

	January
30
	Accounts payable 
     Cash 
(cash paid to accounts payable )
	
	3,000
	
3,000

	
	Total
	
	$138900
	$138900





Theoretical questions
1. Define journal and explain the advantages of journal.
2.  Differentiate simple and compound journal entries with the help of an example.
3. Define discount and types of discount.
Practical exercises 
E-1
Mashal institute is having the following selected transactions for the month of January 200X.
January 1, started business with cash $1000000
January 2, purchased furniture for cash $ 1000
January 3, purchased printe$ for $1000
January 5, paid carriage expense $100
January 8, paid advertisement expense $2000
January 10, received kankor fee $3000
January 15, paid cash for Kankor arrangement $1000
January 18, the owne$ brought more cash to the business $40000
January 20, the finance department received 1st installment of $35000
January 25, salaries paid $20000. 
January 30, the owne$ took some cash from the business $3000
January 31, paid one month rent $15000

Requirement: Analyze the above transactions. 
E-2
MTN Telecommunication Company completed the following transactions in the month of February.
February 1, started business with cash and deposited into bank $2000000.
February 2, purchased a building for cash $40000.
February 3, purchased equipments from Khan Company $30000
February 5, paid advertisement expense $8000
February 10, sold 10000 sim cards @$5 per sim card.
February 15, sold credit cards of $50000
February 20. Internet revenue received $25000
February 25, new compute$ were purchased $3600
February 30, salaries were paid $30000

Requirement: Analyze the above transactions. 
E-3

1. Received cash from repair services $2400.
2. Received cash from Bashir Ahmad for $18000.
3. Purchased repair equipments for $1590 and trade discount were $10.
4. Repaired a motor car for $250 and received the amount in cash.
5. Paid wages to employees $1200. 
6. Paid cash for food expenses $1400.
7. Paid rent for the month $600.
8. Repaired one motor cycle for $40 and the customer was charged.
9. Received commission for selling Z-Company’s repair parts $3500.
10. Paid utility bills $1000.

Requirement: Analyze the above transactions. 
E-4
Khan Hospital’s accountant provided the following transactions for you.
March 1, Mr. Khan started a hospital business with the name of Khan Hospital by bringing $9000000 in to Azizi Bank account.
March 2, purchase a piece of land consists of building as well for cash for $32000 of which $20000 is for land and $12000 is for building.
March 4, purchased medical equipment on account for $33000.
March 5, advertising expense is paid $5000.
March 10, outdoor patients’ fee received $15500.
March 15, operations fee were received $25000.
March 20, internet bill paid $1000.
March 25, medicines purchased for on credit $2000.
 March 28, sold medicine on cash for $2500
March 30, Paid salaries $30000

E-5
On 1st April, 200X 7-Sta$ Company started a business by investing cash $150000. The following transactions were completed.
April 1, Purchased office compute$ for cash $9400.
April 2, Cash purchases $5000.
April 3, Purchased merchandise on credit $4750.
April 4, Paid salaries to the staff $7000.
April 5, Received cash from Azhar $8800.
April 10, Purchased machinery for cash for $9000.
April 12, Sold goods on cash for $17700.
April 15, Sold old furniture for $8500 for cash.
April 20, Loan taken from a commercial bank for $13200 @10% monthly interests.
April 28, Loan given to a friend for $5000 @13% monthly interests.
April 30, Fresh investment made by the owner for $15400
April 30, Cash taken by owner for personal expenses $170.

E-6
May 1, Started business with cash $500000.
May 5, Purchased merchandise on cash $50000.
May 7, Purchased merchandise on credit $6600.
May 10, Paid cash on account $5500.
May 12, Sold goods on cash $56000.
May 15, Sold goods on Ahmad for $45000.
May 17, Cash received from Ahmad $4500.
May 21, Purchased a motor car for business use for $7000.
May 29, Paid wages $250.
May 30, Purchased compute$ for $3000 for cash.

E-7
1. Cash received from the owner $54000.
2. Purchased new furniture $1200.
3. Received cash from See Jee company $35000.
4. Paid rent for one month $450.
5. Paid gas bill $800.
6. Cash sales $7700.
7. Paid cash on account $9800.
8. Received interest from $5400.
9. Sold old furniture $5400
10. Furniture destroyed by fire $100.

E-8
Zahid started business with cash $82500 and Furniture $35600. The following transactions were completed.	
1. Purchased merchandise for cash $7000.
2. Paid cash for compute$ purchased $1255.
3. Sold merchandise to Akmal$4000.
4. Purchased merchandise for cash $14500.
5. Received cash from Akmal 3800 and allowed discount $200.
6. Cash given as charity $550.
7. Paid salary for the month $5000.
8. Received commission for $13200.
9. Paid telephone bill $120.
10. Paid cash to an account payable $2300.
11. Fresh investment made by the owner $55000.
E-9
Jamal and sons has the given transactions for February, 2011
1. Started business with cash $80000.
2. Purchased merchandise for cash $1600.
3. Purchased machinery from Aslam $ 1230.
4. Paid rent for the month $4000.
5. Purchased office equipment for $3000.
6. Cash taken by the owner $3900.
7. Cash brought by the owner $2350.
8. Bought office furniture for cash $690.
9. Paid for food expenses $1450.
10. Paid cash on account $5700.
11. Received cash from commission $7250.

E-10
1. Purchased stationary for $ 3400.
2. Received cash from See Jee company $45000.
3. Paid cash to Jalal $4550.
4. Paid rent for the month $450.
5. Paid for supplies $300.
6. Cash sales $6700.
7. Paid cash on account $5800.
8. Received interest from Jan & Jan $3400
9. Cash taken by the owner $150.
10. Paid cash as charity $50

E-11
Zahid and Wajid completed the following transactions in the month of May, 2011.
1. Started business with cash $80000.
2. Purchased office equipment for $12000.
3. Received cash from an account receivable $7700 and discount allowed $100.
4. Purchased merchandise for $60000.
5. Sold merchandise for cash $12000 and allowed trade discount $100.
6. Received cash from interest $2540.
7. Paid cash on rent $150.
8. Paid cash on account $3300 and 5% was discount.
9. Cash withdrawn by the owner $550.
10. Paid salaries $5900.
11. Received cash on sale of merchandise $5800.
12. Utility bills were $380.



E-12
1. Purchased office equipment for cash $6000.
2. Purchased merchandise $3000.
3. Purchased merchandise on account $12500.
4. Sold merchandise on cash $10000.
5. Sold merchandise on account $8900.
6. Received cash from Amanullah $3400 and discount allowed $100.
7. Cash sales $ 9870
8. Paid salary $ 1000.
9. Paid cash on account $4000.
10. Received rent $550.
E-13
1. Started business with cash $80000.
2. Purchased goods on account from Amjad $3400.
3. Purchased merchandise for cash $3000.
4. Sold merchandise for cash $6000.
5. Sold merchandise on account $2300.
6. Received cash from an account receivable $5670.
7. Paid electricity bill $300.
8. Paid salary $1550.
9. Cash brought by the owner $5500.
10. Loan taken from Kabul Bank $12300.
11. Cash taken by the owner for personal expenses $1200.
12. Paid cash on credit $ 5600.
E-14

1. Investors contributed $10,000 in cash.
2. Bought inventory costing $2,000 on credit
3. Sold inventory that originally cost $400 for $600 on credit
4. Purchased a new piece of equipment for $500 cash
5. Collected $600 in cash from sale of inventory in (d) above
6. Paid for inventory purchased in (c) above
7. Paid $1,200 in cash for an insurance policy that covers the next year
8. Employees earned $3,000 during the month and  have been paid
9. Paid employees $2,900 for wages earned and recorded during February
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