CHAPTER SEVEN * the balances are used in the balances method. Having said this, we will

THE TRIAL BALANCE concentrate more on its procedure,

CHAPTER OUTLINE

T8 .
" Procedure:

% The trial balance
% Methods of extraction of tria| balance

* Errors that affect the trial balance

“ Errors that do not affect the tria balance
 Correction of errors

% Suspense account.

Learning Objectives

At the end of this chapter, the student should be able to:

> Explain the meaning and use of trig| balance in
accounting,

> Extract ledger balances in order to prepare the trial
balance.

> Identify items that should be on the debit or credit
side of the tria] balance.

> Explain when and how touse of suspense account. :

> Demonstrate the use of journal entries in correction

of errors,

7.1  THE TRIAL BALANCE

The trial balance is simply defined as the list of balances extracted from the
ledger ac

unts including the cash book at a given date according to
Whether they are debit or credit balance.

7.2 METHOD OF EXTRACTION OF TRIAL BALANCE

The trial balance can be extracted using either totg| method or balances
method. In the tota| method, the total of both sides are extracted while only
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' the balances.
nce off the ledger accounts and bring down . :
Er?ér the debit balances in the ledger to the debit column of the trial

balance.

3 Enter the credit balances in the ledger to the credit column of the trial

balance.

4 For the cash book, transfer all the entries in the debit column of the

' ial balance and all the items in
cash book to the credit column of the tria : '
the credit column of the cash book to the debit column of the trial
balance if the entries were not posted to ledger accqunts, otherwise
enter the debit balances in the cash book to the debit column of the

- trial balance and vice versa. .
5 Add the two sides (Dr and Cr), the total of the two sides must

agree.(i.e. must be equal).

Note that the principal aim of the trial balance is to test the arithmetical

3 accuracy of the ledger entries. Once the double entry principle is properly

observed and due care taken in recording the values, the two sides of the
trial balance will always agree.

The format or listing of the trial balance is expected to appear as follows:

Particulars )I?r Cr
All fixed (Non-cy rrent) Assets
All current Assets X

Alllong term liabilities
All current liabilities
All income and gains
Return outwards

All reseryes

All paid expenses X
All accryed expenses
Il investments X

XX X X X x
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Carriage outwards ’ X 3 6 Cartons of Amstel @ N1, 000 a carton

Return Inwards | X ! : Invoice subject to 10% trade discount.

Carriage inwards I X ‘ : r.r Returned 1 carton of Hero Beer which was damaged in
ge inwa | e 20.

Drawings X g0 transit.

Discount received | X | 24, Cashsalestodate N1, 500

Discount allowed | X et 125 Sold goods worth N1, 000 to James& Co on credit

Depreciation X .27  Paid Gencos Ltd cash on account _ N2,000

Provisions for depreciation g X 20 Paid salaries N1, 000

Share capital X | 30 General expenses paid N450

Share premium ' X | 31  Paidrent N340

Debenture COX 31 James&Co. settled account in cash

Sales ? X |

Purchases X | ‘ Required: Enter the necessary subsndlary books; post all the items to the

Subscriptions in arrears X ledger and extract the trial balance of George White Enterprises using

Subscription in advance f X balance method.

Interest receivable X

Total XX XX Solution 7.1.

PURCHASES DAY BOOK

Illustration 7.1. , Date Name & Particulars Folio | Details N | Amount N
George White Enterprises started business on 1"January, 2000 with N9 OOO : January 135 'go”a”df‘tdco sundry goods 4,600
‘ encos
cash ; 10 cartons of Hero Beer @ N1,300 12,000
The following are his transactions for the period. 6 Cartons of Amstel @ #1,000 6,000
Jan 3. Bought goods on credit from Holland & Co for N4, 600 and : Less 10% trade discount 1?888 17,100
deposited N1, 000 cash immediately on account. ‘ 31 | To Purchases A/cDr. . o ——— 21,700
Jan 7. Sold goods on credit to Musa& Co.
5 Packets of Singlet @ N60 each
6 Packets of Helmet @ N4 each v SALES DAY BOOK
Invoice subject to 10% trade discount M [Date Name & Particulars Folio | DetailsN_| Amount N
10 Musa returned 3 damaged packets of Singlet and was given. a , January 7T Musa & Co.
\ 5 pkts of singlet @ N60 each 300
credit note. 6 Pkts of Helmet @ N40 each 240
11 Cash sales to date N1, 240 Lessit it dissiuct 540
ess 10% trade discoun A4 486
Received a credit note from Holland & Co aHowmg N500 for ] - SR
goods damaged in transit. 25 | James & Co.
12 Bought goods for cash N2, 100 i 31 ?l;n;e:lés??\?g%r. 1%
13. Cash sales to date N1, 450 y E
’ 15. Bought goods on credit from Gencos Ltd.
10 Cartons of Hero Beer @ N1, 300 a carton
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Dr. PURCHASES ACCOUNT Cr. TRIAL BALANCE
N N DR (M) R
Jan 12 Cash 2,100 9,000
13PDB* 21,700 Jan31. Bal C/d 23,800 3,100
23,800 23,800 = 13,930
Feb 1. Bal B/d 23,800 Qiiu= 8. Co
EiGis , 5,676
| Purchases 23,800
~ | Retum Outwards 1,670
Dr. RETURN OUTWARDS ACCOUNT Cr. "~ [Retum Inwards 162
N ~ [Salares 1,000
Jan 31. Sundries 1,670 | | General Expenses 450
0 o _ 340
9r+c75 7,300
Dr. RETURN INWARDS ACCOUNT Cr iir B0 e
N _\'-"7.3 ERRORS THAT AFFECT THE TRIAL BALANCE
Jan 31. Sundries 162 | Some other errors that might affect the trial balance or cause it not to
; _ balance include:
i 1. Incorrect addition or casting of figures. This type of error
Dr. SALARIES ACCOUNT Grig occurs when balancing accounts in the ledger especially when
N i manual approach is adopted. The figures may be wrongly added
Jan 29. Cash 1,000 1 thereby leading to wrong balances which is translated to the trial
1 balance.
o 5 2 Entering or posting an item only on one side of the account.
Dr. GENERAL EXPENSES ACCOUNT Cr. Sometimes, if the double entry principle is not observed, this may
N ‘ result in posting only one side of the account and failing to complete
Jan30 Cash 450 the corresponding entry. This type of error will affect the trial
balance.
. 3. Incorrect entering of transaction value on one side of the
Dr. RENT ACCOUNT Cr account. Cases may equally arise where one side of the account is
N 5 correctly posted while the corresponding entry is made with a wrong
Jan31 Cash 340 value. For instance, if N703 and in a bid to effect the corresponding
credit entry is entered as N307, this error will affect the trial balance.
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4. Listing a debit balance in the ledger on the credit side of the tr
balance and vice versa. During extraction of balances from the ledger}
the trial balance, if a debit balance js extracted to credit side of the i
balance or vice Versa, the error will affect the trial balance.

Itis therefore, necessary to state that the agreement of totals in the
balance does not in any way prove error free entries. This then implies ¢
there are some errors that do not affect the trial balance, 1

|
7.4 ERRORSTHAT DO NOT AFFECT THE TRIAL BALANCE 1
As stated earlier, the agreement Or equality of the totals of the two sides ¢
the trial balance does notindicate an error free ledger. The essence of th
trial balance js mostly to prove the arithmetical accuracy of the entries in th

ledger. It only shows that every debit entry has 3 corresponding credit en’_
and vice versa. ‘

Some errors might be committed in the trial balance but still it will balance
Such errorsinclyde:

1. Error of Omission:

3. Error of Principle: This error is made if entries are posted in th

correct side of the ledger but in a wrong class of account. Example

i : This occurs when two errors in opposx?e
CompensatlZ?C()Eurr:fsr.c;:c';Oout each other. By being equal in
s or e errors in one or two different but opposite accounts
o tvr\:oother Example, sales account may be understated by
B esc alaries éccount equally understated by the same amounp
e e;ﬂisshappens, the two errors will compensate each other and it
vV\\//inir:)t affect the agreement of the trial balance.

igi ies: This arises in situation where the
Er.rc_>r lo; (:rreleg;lag:t'eclls rgct)rltﬁz subsidiary book was wrong, yet the
orlglnla :?tr principle was properly observed using the incorrect
e, eFor%nstance it credit sales of N150 was entered as N105
ﬁgg'rtesci to the Person,al account and the same #_4105 was credited to
Sﬁe ;;es account. This error will not affect the trial balance.

6 Complete Reversal of Entries: In this typehof erronr,g tgsecggrfhcet
. h item is shown on the wro
accounts are used but eac . fong siee o the
to Clara by Clement which oug .
account. Examples, cash paid g e
i ited to Clement was wrongly
debited to Clara and credited o silhegon it oice, mEe
and credited to Clara. This wi def :
gﬁ?necgts for Clara and Clement balances but it will not affect the trial

balance.

RRECTION OF ERRORS _ .
;i.nsceﬁmgman beings are not infallible, there is always the tendency for som

i i [ me vein

errors to be committed while posting accounting entgll’]es. Igctcrli sgenera”y,

' ch errors whenever they € 2

there is a way to correct su ‘ : vl o

cancellations or mutilations of figures are not allpwed E‘acncq?iakegoccun
explains the use of journal entries to effect corrections when mis

tion 7.3. Error of Omission ' o
?fl]:s;;: olfogoods for N590 to Chika Enterprises has been cqrr;plitsi:ycltci)grwlltte
from the books. You are required to use journal to record this tra 3
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6. Compensating Error

Solution7:3 The Journal ration t7a.nd Wages Account were separately overcast by &4, 000. The
n X :
Dr Cr ‘fo(r)lijts correction will be as shown below
’ N N PN
Chika enterprises 590
RNAL
Sales Account 590 Jou Dr Cr
Being correction of omission of Sales Invoice no...... N N
4,000

Illustration 7.4. Errorof Commiission . 4,000
A purchase of goods worth N500 by K.C was entered in error to K.K. You are Wages Account ¢ of N4, 000 each in the Sales and Wages

. ) ) i et : as
required to raise a journal to effect the necessary correction. , eing correction of overc

Solution 7:4
Error of Original Entry .
fhe Journal D c f:';affxl]gngz)g of John Best was entered as N8, 000 of sales. There is need {
r r - A sale ’ .

N N . touseajournal to correct this error.
K.C 500 | E
Ik >00 JOURNAL
Being purchase invoice no.... wrongly entered in a Wrong personal account., Dr g

: N

Illustration 7.5. Error g)f Principle ,
Purchase of machine worth N2, 000 was debited to Purchases Account . 800

John Best 800

instead of being debited to Machinery Account. You are required to effect the

- . e nt
correction using Journal. - ' Sales Accou

Being correction of error whereby sales was understated.

Solution 7:5 : . Reversal of Entry. "
|- tion 7.8.Error of Complete L ash
JOURNAL : . ;‘a';':g:t :)f cash of N270 to S.Malachy was entered on the debit side of ca
3 ' ff book and credited to S. Malachy's accountH oo

Machinery Account 2,000 Note that the original correct entry would have

Purchases Account 2,000 CASH ACCOUNT

Being correction of error on purchase of fixed asset debited to Purchases Cr

Account. Dr N

S. Malachy 270
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S. Malachy Account il - '6USPENSE ACCOUNT _
o \ o r‘sglua'scl::unt in which the difference in a trial balance total is recorded
N 1Q g the location and correction of the error(s). -
Cash 270 mes especially in an examination cond|t|on,_ the trial balance may
But wrongly posted thus: : 08 to balance due to some errors committed in one or some of the
E unts. When such happens and every effort made to trace the error
‘ LASH ACCOUNT ved at;ortive, a suspense account is temporarily openeq. The trial balance
Dr Cr§ < should be made to agree with each other by inserting the amount _of
‘ N i jifference between the two sides in a suspense account opened for it.
S. Malachy 270 c3i68 inserted figure is then extracted from the trial balance so as to balance
or | o trial balance. ‘ |
Cosh N llustration 7.9 The trial balance of Nweze refused to agree thus:
as 70 E
i Nweze's
The implication of this error is that cash was received from Malachy instead i Trial Balance as at 31% Dec 2000.
of Malachy receiving. To correct this error, ajournal is to be raised. 1 ol B Dr Cr
_- N‘ N
Solution 7:8 2 Total after listing all the accounts 307,000 306,000.

JOURNAL | |
\ hen the situation above occurs and every effort to trace the dlfference.
: NS “proved abortive, the proper thing to do at that point is to open a suspense

| . ~account as shown below. ;
sleae 40 o 1 Suspense Account
Cash 540 - Cr
! Dec 31, 2000 Difference per Trial Balancg 1,000.
;ﬁ‘ﬁs Suspense Account balance is therefore extracted to the trial balance to

“make it balance as follows.

Being payment of cash of N270 debited -
to cash and credited to S.Malachy in erroron ....... now corrected. e
Thé correction above is N540, so that when the N270 is cancelled, the
balance of N270 becomes the correct posting. . od

Whenever a Journal is to be raised, the following points should be borne in

Nweze's
mind: Trial Balance as at 31 Dec 2000.
a. Identify the account to be debited Dr Cr
b. Identify the account to be credited N N
C. Know the cause of the error to be stated in the short narration.  Total after listing all the account 307,000 . 306,000
Suspense account _ 1'000.
Total 307,000 307,000

—_n
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If this error remains undiscovered till the end of the period when a fin
account is prepared, the balance of N1,000 being a credit balance is sho W
on the capital and liabilities side of the statement of financial position. Th
difference may be added to current liabilities if it i< a credit balance or
current asset if it is a debit balance. When the cause of the error is finall
discovered, it will be corrected by raising a journal giving a brief narration 0
the error and its accounting treatment.

Assume that in the case above that the error is found to be that Salgs
Account was undercast by N1, 000. This means that the Sales Accoun
should be credited while suspense account should be debited as the
corresponding entry because only one account is involved in the error.

Solution 7:9

The Journal
Dr Cr
N N
2001 Feb 2 Suspense Account 1,000 ,
: Sales Account 1,000

Being correction of sales account under cast by N1, 000.

This journal entry will now be posted to suspense account to nil it off and to
sales account thus:

Suspense Account

Dr : Cr
M N
Feb 2 Sales 1,000
: Difference per TB f,OOO
Sales Account /
Dr . Cr
o N.
Feb, 2 Suspense account 1,000
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