UNIT 2

FINANCIAL ACCOUNTING PROCESS

JOURNAL

A journal is a chronological (arranged in order of time) record of business
transactions.

JOURNAL ENTRY

A journal entry is the recording of a business transaction in the journal. A
journal entry shows all the effects of a business transaction as expressed in
debit(s) and credit(s) and may include an explanation of the transaction.

A transaction is entered in a journal before it is entered in ledger accounts.
Because each transaction is initially recorded in a journal rather than directly in
the ledger, a journal is called a book of original entry.

FEATURES OF JOURNAL ENTRY
The Chief features of journal may be stated as under:

1. Journal is a book in which the transactions are recorded first of all, as and
when they take place. ...

2. Journal is only a book of primary (Original) entry.

3. A Journal is a daily accounting record.

4. It records both debit and credit aspect of a transaction.

5. Each entry in the journal is followed by Narration.

6. It may be single journal entry or compound journal entry.

FORMAT OF JOURNAL ENTRY

Journal entry in the books of..................
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LEDGER

A ledger (general ledger) is the complete collection of all the accounts and
transactions of a company.

Features of Ledger

Some important characteristics of Ledger has been explained below
Books of Secondary Entry

Ledger is also known as books of secondary entry, because second step of
processing of financial transaction is performed in ledger.

Ledger Keep the Accounts

Ledger keeps the account of all heads. Therefore ledger is also described as
ledger accounts. Thus we can say that ledger is a book which contains the
accounts.

Classification of Transaction

Ledger is used to classify the financial transactions.

Related & Relevant information.

Ledger account gathers all related information on a subject matter in one place.
Thus ledger provides the detailed activity in a particular head of account.
Accountant used ledger account to analyze the detailed activity in particular
account.

Closing balance information

Ledger provides closing balance information. This information is not only used
for payment and receipt, but trial balance is also prepared from the closing

balances of general ledger accounts.

Facilitates Reporting
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Ledger facilitates reporting. It is technically impossible to prepared financial
reports directly from the journal. Thus ledger is an important book for preparing
the financial statements.

List of Characteristics of ledger

Some important characteristics of ledger are listed below
Ledger is used to classify information.
Ledger keeps all related information at one place.

Ledger facilitates reporting.
Ledger facilitates timely payment & receipt.

FORMAT OF LEDGER ACCOUNT

FORMAT OF LEDGER ACCOUNT
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SUBSIDIARY BOOK

Also known as special purpose books, special purpose subsidiary books, and
subsidiary books of account are various books recording financial transactions
of similar nature. They are sub-division of the journal.

During the lifecycle of a business, the volume of transactions in a business may
rise to an extent that a single journal may no longer be adequate to keep the
books. This is when special purpose books or subsidiary books may be required
for more efficient bookkeeping.

TYPES OF SUBSIDARY BOOKS
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Types of Subsidiary Books

1. Cash Book — A cash book is a book of prime entry which records all
transactions made by a business in both cash and a bank instrument.

2. Purchase Book — A purchase book is one of the special purpose books where
all the credit purchases are recorded by a business.

3. Sales Book — A sales book is one of the subsidiary books where all the credit
sales are recorded by a business.

4. Purchase Returns Book — Also known as returns outward book, a purchase
returns book is prepared to record goods returned by a business to its suppliers.

5. Sales Return Book — Also known as returns inward book, a sales return book
Is prepared to record goods returned to a business by the customers.

6. Journal Proper — It is a book in which all miscellaneous transactions which
are not recorded in any other subsidiary book is called a journal proper.

7. Bills Receivable Book — is a book that records all bills receivable to a
business, the total of bills receivable book is posted on the debit side of the B/R
account.

8. Bills Payable Book — is one of the subsidiary books that records all bills
payable by a business, the total of bills payable book is posted on the credit side

of the B/P account.

FORMAT OF PURCHASE BOOK
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FORMAT OF PURCHASE RETURNS BOOK

Purchase Return Book
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FORMAT OF SALES RETURNS BOOK

Sales Return Book
Date Particulars Credit L.F. | Amoui
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BASIS FOR
COMPARISON e
Meaning Debit Note is a document

which reflects that a debit
is made to the other party's
account.

It is a articulated form of
purchase returns to the
seller intimating the reason
behind it.

CREDIT NOTE

Credit Note is an
instrument used to inform
that the other party's
account is credited in his
books.

It is articulated form of
sales return and informing
that the purchase return is
accepted.



BASIS FOR

COMPARISON DEBIT NOTE CREDIT NOTE

Issued by Purchaser Seller

Which book is Purchase Return Book Sales Return Book

updated on the basis

of note?

Effect Minimization in account Minimization in account
receivables. payables.

Exchanged for Credit Note Debit Note

Accounting entry In the books of purchaser,  In the books of the seller,
suppliers account is purchasers account is
debited and purchase credited and sales returns

returns account is credited account is debited.

1. Cash Book:

In Cash book, we will record the all-cash transaction of the business. This book
keeps all cash payment and cash receipts. It is the book of original entries
because first of all, we record the all-cash transaction in this book and then
posted these transactions into the various ledger accounts.

Types of Cash Book

1. Single Column cash book
2. Double Column cash book
3. Three Column cash book
1. Single Column Cash Book

This type of cash book is very simple because it is similar to the cash account. It
has only one column on both sides. Debit side of cash book shows the all receipt
and credit side shows all the payment made.


https://tutorstips.com/financial-accounting-terminology/#FAT5
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2. Double Column Cash Book

Double Column Cashbook has a two account column on both sides of the cash
book.

3. Three Column Cash Book

It is a cash book with three columns on both sides of the cash book.

TRIAL BALANCE

A trial balance is a listing of all accounts (in this order: asset, liability, equity,
revenue, expense) with the ending account balance. It is called a trial balance
because the information on the form must balance.

FORMAT OF TRIAL BALANCE

Trial balance as olNeoceoeo..

1 2 3 4 5
Serial Leloer Debit Credit
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{Bs.} (Bs.}
FEATURES OF TALLY

1. A trial balance can be prepared anytime during the accounting period.



2. It is prepared to check the arithmetical accuracy of posting of entries from
journal to ledger, in other words it is an instrument for carrying out the job of
checking and testing.

3. It is not a part of the double entry system of book keeping but only for
checking the accuracy of posting. However, it does not reveal all errors.

4. It is prepared on a specific date.

5. It is not a part of double entry and not an account.

6. It is a statement of balance of all accounts.

7. Total of the debit and credit columns of the trial balance must tally.

8. If the debit and credit columns are equal it is presumed that accounts are
arithmetically accurate.

8. Difference in the debit and credit columns indicate that some mistakes have
been committed

9. Tallying of trial balance is not a conclusive proof of accuracy of books of
accounts; it serves to prove only the arithmetical accuracy of books.

The following are the objectives of preparing Trial Balance
1. To ascertain the arithmetical accuracy of the ledger accounts

It provides useful check up of ledger posting. If trial balance tallies it means
ledger posting is correct.
2. To help in locating errors

If trial balance does not tally it means some error has occur in preparing trial
balance.
3. To help in the preparation of final accounts

Trial contains all ledger accounts therefore it is basis for all preparation of final
accounts.

4. It helps to obtain summary of ledger account

It contains all ledger account and show picture of all assets, liabilities, income
and expenses of the company.

BANK RECONCILIATION STATEMENT

This statement indicates the differences between the passbook and cash book of
the entity. By reconciling the differences that exist between the two, a Bank



Reconciliation Statement helps in arriving at the exact value of the amount of
bank balance held on a particular date.

1. Cheques issued by the bank but not yet presented for payment

When cheques are issued by the firm to suppliers or creditors of the firm, these
are immediately entered on the credit side of the cash book. However, the
receiving party may not present the cheque to the bank for payment
immediately. The bank will debit the firm’s account only when these cheques
are actually paid by the bank. Hence, there is a time lag between the issue of a
cheque and its presentation to the bank which may cause the difference between
the two balances.

2. Cheques paid into the bank but not yet collected

Firm receives cheques from its customers (debtors), they are immediately
recorded in the debit side of the cash book. This increases the bank balance as
per the cash book. However, the bank credits the customer account only when
the amount of cheques are actually realised. The clearing of cheques generally
takes few days especially in case of outstation cheques or when the cheques are
paid-in at a bank branch other than the one at which the account of the firm is
maintained. This leads to a cause of difference between the bank balance shown
by the cash book and the balance shown by the bank passbook.

3. Direct debits made by the bank on behalf of the customer

Sometimes, the bank deducts amount for various services from the account
without the firm’s knowledge. The firm comes to know about it only when the
bank statement arrives. Examples of such deductions include: cheque collection
charges, incidental charges, interest on overdraft, unpaid cheques deducted by
the bank — i.e. stopped or bounced, etc. As a result, the balance as per passbook
will be less than the balance as per cash book

4. Amounts directly deposited in the bank account

There are instances when debtors (customers) directly deposits money into
firm’s bank account. But, the firm does not receive the intimation from any
source till it receives the bank statement. In this case, the bank records the
receipts in the firm’s account at the bank but the same is not recorded in the
firm’s cash book. As a result, the balance shown in the bank passbook will be
more than the balance shown in the firm’s cash book.

5. Interest and dividends collected by the bank

When the bank collects interest and dividend on behalf of the customer, then
these are immediately credited to the customer’s account. But the firm will



know about these transactions and record the same in the cash book only when
it receives a bank statement. Till then the balances as per the cash book and
passbook will differ.

6. Direct payments made by the bank on behalf of the customers

Sometimes the customers give standing instructions to the bank to make some
payment regularly on stated days to the third parties. For example, telephone
bills, insurance premium, rent, taxes, etc. are directly paid by the bank on behalf
of the customer and debited to the account. As a result, the balance as per the
bank passbook would be less than the one shown in the cash book.

7. Cheques deposited/bills discounted dishonoured

If a cheque deposited by the firm is dishonoured or a bill of exchange drawn by
the business firm is discounted with the bank is dishonoured on the date of
maturity, the same is debited to customer’s account by the bank. As this
information is not available to the firm immediately, there will be no entry in
the firm’s cash book regarding the above items. This will be known to the firm
when it receives a statement from the bank. As a result, the balance as per the
passbook would be less than the cash book balance

FORMAT

Details | Amt Rs.

Debit Balance as per Cash Book

ADD

Cheques issued or drawn but not yet presented for payment
Interest allowed by bank not recorded in Cash Book amount directly
deposited by the customer in Bank Account

Interest and dividends collected by bank Cheques paid into bank but
omitted to be entered in Cash book

Any wrong credit given by bank in the Bank Statement

LESS

Cheques paid into bank for collections but dishonoured by the bank
Standing instructions given to bank e.g. payment of insurance
premium Bank Charges

Cheques issued but omitted to be recorded in Cash Book

Any wrong debit given by bank in the Bank Statement Credit

Balance as per Bank Statement
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