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Chapter 3 Ledger and Trial Balance

[bookmark: _Toc382775523]Ledger 

When transactions are recorded in the General Journal, the next step is to classify these transactions according to the accounts affected. So a book which contains a condensed and classified record of all the business transactions in shape of accounts is called ledger. In other words, we can say that ledger is a book in which every account is allocated separate page (s), and all the transactions relating to that account are written on that page (s) in a summarized form. 
[bookmark: _Toc382775524]Importance of Ledger

Ledger is an important book of Account. It contains all the accounts in which all the business transactions of a business enterprise are classified. At the end of the accounting period, each account will contain the entire information of all the transactions relating to it. Following are the advantages of ledger.

Knowledge of Business results

Ledger provides detailed information about revenues and expenses at one place. While finding out business results the revenue and expenses are matched with each other.

Knowledge of book value of assets

Ledger records every asset separately. Hence, you can get the information about the Book value of any asset whenever you need.

Useful for management

The information given in different ledger accounts will help the management in preparing budgets. It also helps the management in keeping the check on the performance of business it is managing.

Knowledge of Financial Position

Ledger provides information about assets and liabilities of the business. From this we can judge the financial position and health of the business.



Instant Information

The business always needs to know what it owes to others and what the others owe to it. The ledger accounts provide this information at a glance through the account receivables and payables.
[bookmark: _Toc382775525]Forms of ledger 

There are two forms of ledger.
[bookmark: _Toc382775526]Periodical Balance Form

In this form the page is divided into two halves, the left side is for recording the debit and the right half is for recording the credit entries. It takes “T” shape and is called “T” account. Its standard shape is as under.
Title_____________________________ Account No.________________________
Dr. 	Cr.
	Date 
	Description
	Ref.
	Amount
	
	Date 
	Description
	Ref.
	Amount

	





	
	
	
	
	
	
	
	



[bookmark: _Toc382775527]Running Balance Form

In this form the balance is find out after the recording of every  transaction, this is the reason that it is called as running balance form. Its standard form is given as under.
         Title_____________________________ Account No.________________________
	
Date
	
Description
	
Ref.
	
Dr.
	
Cr.
		Balance
Dr.                    Cr.

	



	
	
	
	
	



Debit balance:

If the debit side of an account is heavier than the credit side, the balance is called as debit balance.
Credit balance:

If the credit side of an account is heavier than the debit side, the balance is called as credit balance.
[bookmark: _Toc382775528]Classification of ledger

In very large organizations, it is not possible to record all the accounts in one ledger. Therefore, separate ledgers are maintained for each different group of accounts. It is called as sub-division of ledger. These are as under:

a. General Ledger

This is the ledger of all the accounts appeared in the income statement and balance sheet. All the assets, liabilities, owner’s equity, revenues, expenses, gains and losses are recorded in this ledger.

b. Operative Expenses Ledger

This is the ledger of all the expenses of the organization such as salaries, wages, rents, interest, commission, discount allowed, water bill, electricity bill, custom & excise duty etc.

c. Accounts Receivable Ledger

In this ledger a complete record of all the customers of the organization is kept. One combined account of all the customers is kept in the General Ledger but separate accounts for all them is maintained in the account receivable ledger. 

d. Accounts Payable able Ledger

In this ledger a complete record of all the creditors of the organization is kept. One combined account of all the creditors is kept in the General Ledger but separate accounts for all them is maintained in the account payable ledger. 
[bookmark: _Toc382775529]Trial Balance

When all the transactions have been posted to ledger, it is better to prove the accuracy of the record before proceeding further. So a list of accounts and their balances appeared in the same order as they were appeared in ledger and cash book.
[bookmark: _Toc382775530]Limitations of the Trial Balance

It is not necessary that when the debit and credit sides of the trial balance are equal, there will not be any error. A trial balance may not discover some accounting errors. A trial balance may not detect the following types of errors.

a. Error of Principles: The error where some accounting principle is ignored, for example, proper distinction between capital and revenue expense is not made.
b. Error of Omission: When any entry is omitted from recording in the journal.
c. Error of Commission: When any error is made in preparing the original documents, vouchers or while entering into journal. For example, cash received from Ali is credited to Ahmad.
d. Compensatory Error: When the error of one side is compensated with the error of similar amount on the other side.
e. Error of Posting: When the posting is made to wrong account in ledger. For example, posting on the wrong side of the ledger, posting on the wrong side of the trial balance.


[bookmark: _Toc382775531]Example of Ledger and Trial Balance

For the sack of example some transactions are given as under:
1. Started business with cash $ 30000 and Building $ 20000.
2. Paid cash for furniture $ 1000.
3. Purchased merchandise for $ 800 for cash.
4. Sold merchandise for $ 1200 on credit.
5. Purchased machinery for $ 1500 on account.
6. Paid cash for the machinery purchased on account $ 1000.
7. Purchased goods on credit for $ 2000.
8. Paid utility bill for the month $ 700.
9. Paid cash on account $ 1200.
10. Received cash on account $ 1200.


General Journal

	Date
	Description
	Ref.
	Dr.
	Cr.

	1.
	Cash
Building 
     Owner’s equity
(Started business with cash & building)
	
	30000
20000
	

50000

	2.
	Furniture
     Cash 
(Purchased furniture for cash)
	
	1000
	
1000

	3.
	Purchases
     Cash
(Purchased merchandise for cash)
	
	8000
	
800

	4.
	Accounts Receivable
     Sales 
(Sold merchandise on account)
	
	1200
	
1200

	5.
	Machinery
     Accounts Payable
(Purchased machinery on account)
	
	1500
	
1500

	6.
	Accounts Payable
     Cash
(Paid cash on account)
	
	1000
	
1000

	7.
	Purchase
     Accounts Payable
(Purchased merchandise on account)
	
	2000
	
2000

	8.
	Utility Bill
     Cash 
(Paid utility bill)
	
	700
	
700

	9.
	Accounts Payable
    Cash 
(Paid cash on account)
	
	1200
	
1200

	10.
	Cash
     Accounts Receivable
(Received cash on account)
	
	1200
	
1200









General Ledger
	Dr.
	Cash
	 
	Account
	Cr.
	
	Dr.
	Furniture
	 
	Account
	Cr.

	1
	30000
	 
	2
	1000
	
	2
	1000
	
	
	

	10
	1200
	 
	3
	800
	
	
	
	
	
	

	
	
	 
	6
	1000
	
	
	
	
	
	

	
	
	 
	8
	700
	
	
	
	
	
	

	
	 
	 
	9
	1200
	
	
	
	
	
	

	
	 
	 
	
	
	
	
	
	
	
	

	
	 
	 
	
	
	
	
	
	
	
	

	 
	 
	 
	Balance
	26500
	
	
	
	
	Balance
	1000

	
	4200
	
	
	4200
	
	
	1000
	
	
	1000

	 
	 
	 
	 
	 
	
	 
	 
	 
	 
	 

	



	
	
	
	 
	
	
	
	
	
	

	Dr.
	Building
	 
	Account
	Cr.
	
	Dr.
	Purchases
	Account
	Cr.

	1
	20000
	 
	
	
	
	3
	800
	 
	
	

	
	 
	 
	Balance
	20000
	
	7
	2000
	 
	Balance
	2800

	
	20000
	 
	
	20000
	
	
	2800
	 
	
	2800

	 
	 
	 
	 
	 
	
	 
	 
	 
	 
	 

	
	
	
	
	
	
	
	
	
	
	

	



	
	
	
	
	
	
	
	
	
	

	Dr.
	O.E
	 
	Account
	Cr.
	
	Dr.
	Sales 
	Account
	Cr.

	Balance
	50000
	
	1
	50000
	
	
	
	 
	4
	1200

	
	
	
	
	
	
	
	
	 
	
	

	
	50000
	
	
	50000
	
	Balance
	1200
	 
	
	

	 
	 
	 
	 
	 
	
	 
	1200
	 
	
	1200

	
	
	
	
	

	Dr.
	A/R Account  
	Account
	Cr.

	4
	1200
	 
	10
	1200

	
	
	 
	
	

	
	
	 
	Balance
	0

	  
	1200
	
	
	1200




	
	
	
	
	 
	
	
	
	
	
	

	Dr.
	Machinery
	 
	Account
	Cr.
	
	Dr.
	A/Payable
	Account
	Cr.

	5
	1500
	 
	
	
	
	6
	1000
	 
	5
	1500

	
	
	 
	Balance
	1500
	
	9
	1200
	 
	7
	2000

	
	1500
	 
	
	1500
	
	Balance        
	1300
	 
	
	

	 
	 
	 
	 
	
	
	 
	 3500
	 
	 3500
	 

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	 
	

	Dr.
	Utility Bill
	 
	Account
	Cr.
	

	8
	700
	 
	
	
	

	
	
	 
	Balance
	700
	

	
	700
	 
	
	700
	

	 
	 
	 
	 
	
	

	
	
	
	
	
	



After recording transactions into ledger they are then transferred to trial balance to check the arithmetical accuracy.

Trial Balance
	S.NO
	Accounts
	Ref.
	Dr.
	Cr.

	1
2
3
4
5
6
7
8
9
10

	Cash
Building
Owner’s equity
Furniture
Purchases
Sales
Accounts Receivable
Machinery
Accounts Payable
Utility Bill
	
	26500
20000

1000
2800

0
1500

700

	

50000


1200


1300

	

	Total 
	
	52500
	52500





Theoretical questions
a. Define ledger? Why it is important?
a. What are the various forms of ledger? Explain them with the help of examples.
a. How ledgers are classified?
a. What is a trial balance? And what are its limitations?
Practical Exercises
E-1
The following transactions are related to Zarak Inc.
a)  Started business with cash, $27,500
b) Paid rent on office for month, $2,500
c) Purchased office supplies for cash, $2,225
d) Paid insurance premiums, $1,500
e) Purchased office equipment on account, $10,000
f) Received cash for services completed, $3,800
g) Received an invoice for utilities, $475
h) Billed customers for services completed, $1,800
i) Received cash from customers on account, $900
j) Paid $4,200 on account
k) Paid cash internet bill, $2,800
 Journalize the above transactions, post them into ledger and prepare a trial balance.

E-2
Journalize the following transactions of Mrs.Roma. Post them into ledger and prepare a trial balance. 

 Jan 1 Mrs.Roma commenced business with cash 30,000
2 Paid into bank 21,000
3 Purchased goods by cheque 15,000
7 Drew cash from bank for office use 3,000
15 Purchased goods from Siva 15,000
20 Cash sales 30,000
25 Paid to Siva 14,750, Discount Received 250
31 Paid rent 500
Paid Salaries 2,000

E-3
Journalize the following transactions of 3 Stars Co.

2004, June 3 Received cash from Ramza 60,000
4 Purchased goods for cash 15,000
11 Sold goods to Dawood 22,000
13 Paid to Ramza 40,000
17 Received from Dawood 20,000
20 Bought furniture from Delawar 5,000
27 Paid rent 1,200
30 Paid salary 2,500

E-4
Record the following transactions in the Journal of Tetra Tech.

2004, Feb. 3 Bought goods for cash Rs.84,500
7 Sold goods to I Spad on credit Rs.55,000
9 Received commission Rs.3,000
10 Cash Sales Rs.1,09,000
12 Bought goods from Mahroof Rs.60,000
15 Received five chairs from Revathi & Co. at Rs.400 each
20 Paid Revathi & Co., cash for five chairs
28 Paid Salaries Rs.10,000
Paid Rent Rs.5,000

E-5
Journalize the following transactions in the books of Thiru.Kalyanasundaram.
2004, March 1 Sold goods on credit to Mohanasundaram Rs.75,000.
12 Purchased goods on credit from Bashyam Rs.70,000.
15 Sold goods for cash to David Rs.50,000.
20 Received from Mohanasundaram Rs.70,000.
25 Paid to Bashyam Rs.50,000.

E-6
Journalize the following transactions in the books of Amar and post them in the Ledger:- 2004

March1 Bought goods for cash Rs. 25,000
2 Sold goods for cash Rs. 50,000
3 Bought goods for credit from Gopi Rs.19,000
5 Sold goods on credit to Robert Rs.8,000
7 Received from Robert Rs. 6,000
9 Paid to Gopi Rs.5,000
20 Bought furniture for cash Rs. 7,000
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